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opinion

By Johan Fourie

Competition smashes corruption

Following the release of an internal report by KPMG on its involvernent with the Guptas, many companies ditched the
auditor for its competitors. But how can bad corporate behaviour be punished if there are no competitors to tum to?

ar all the flack the private sactar gets from bath the
left and the right, it has one redeeming feature that
ertties find difficult ta avald: competition. Tale KPMG,
the global auditing firm that has been at the centre of
the Gupta family scandal, Inwhich South African taspayers’
ey was used o fund 2 wedding st Sun City in 2013,
Upon the release of an internal report on the matter,
KPMG CEQ Trevor Hoole quit, &5 did the chair of the board

sean in 54, the rot can be so deep that those with the
pawerto act against the rampant corruption — the National
Prasecuting Authority, the Hawls, the Pubtliz Protectar —
can choose to stay quiet. And when the media kbee their
2y to fairly repart on these matters — exacthywhar Eell
Pottinger's campalgn against white manopaly capital tried
o do — the cormupt actians of paliticians will go unchecked
by am oblivious public.

and £ix other tap =2 And [n the weaks that follawed, Trever Hoale That ls why impartial government sudits are sa
cormparies began taditeh KPMG a5 suditor, led by Magds Formar CEO Imzartant. Critics aften claim government offidals pay
Wierzycka's Sygnia and followed by Hulisani, Munich Re, PHREEE too much attention to ‘clean audits’ that it takes the focus
Sasfin, AV, Talkam, and mary athers. Even that slowest away from what politicisns shauld bedaing. Ever Helen
rrewing of Institutions — universities! — jolned the Zille, We stemn Cape premier, admitted as much ln 2015:
WPMG culling. Sources within KPMG suggest thatthe =¥ ﬁ"dmtba'”g auditdinte  eping th achieve a ‘dean audit can actually becomea
rmiaad |s bBleak. B e ) stumbiing block ta sanvice delivery. It alsa purs a brake an
KPME & juet one example. Ball Pottinger, the O Innavation n government *
Eritish public relations firm, went into administration But audits matter because they change behaviour, In
on 12 September after its Gupta-cpancared campaign O 5 & 2016 Natianal Bureau of Ezcanormic Resaarch (NBER)

o inflame racial discard I South Africa was expased. whilislsginersasing U working papes, Erie Avis, Claudio Ferraz and Frederico
£nd global consultancy Mckinsey may be in even mone ool of plost Finan examined the extent to which govemment audits
tradbyle ¢ the extent of its relations with Eskom and subisquont ligal actionby i Brazil redueed cormuption. Brazil's anti-coriuption

black-awnad supplierTrillian (ahich was nefther black- O programeme randomly sudits munizipalities, and this
owned nora legal supplier) becomes evident, O / randamness allows the authors to test whether audits
2 Q.

Market farces are at wark. When companies built hawve a causal impact on corruption. They find that being
on trust and reputation lose 't clients will (and should) audited in the past reduces future caruption by 8%,
jurmp ship, Its not persanal, it's business. Delbitte and while also increasing the likeiihood of experiencing a
PuC will barefit from their eompetitor's indiscretian. But subsaquent lagal action by 20% The reduction in carruption
rmare than that, they would want to make sure that their comes mastly fram the *audits incresasing the perceived
own housas are in order. Expect the quality of sudits to threat of the non-electoral costs of engaging incomuption”,
increase signfieantly in future. In other woards, audits make politicians less likely to award

In cortrast, thase at the roat of the prablem are gavernment cantracts t friends at Inflated prizces, which
ensconced by the uncompetitiveness of government. The saves pubiic resources and improves service delvery.
Gupta tertacks reach almost everywhens inthe pubille This lswhy KPMG's actians ane 2o despleable, and
sEcton Fost notably having tghtened thelrgrio on Treastn, wihiy it shalld be punished in the market place. Itwas the
where minister Malusi Gigaba has suggested the Publc last line of defence, and it failed in Tts duty to uncover the

Investrnert Comporation (PIC) uses ite coneiderable astats Helen Zille misige of public funds. If guilty, the same fate will hopefully
to support flalling state-owned enterprises lke SAA_In Pramier of the Westam Cane  efal] McKinsey too,
wonderful irony, Cosatu threstenad to eplace the PIC with But it might not bethat easy. Many South African

privately awned fund managers to oversee Its members’
pensian funds. Competition diseourages bad behaviaur.
Palitics, of course, 's competitive, Elections pit
politiclzns and their parties against ana another, with
vaters, presumably electing that party which would serve
theirinterests best, But elections are fuzzy reflections of
vater preferances. (Brexit and the recent US electians are
goad examples.} And, mast impartanthy, they anly aceur

Industries are concentrated, and the oligopolies inthermn
are often deeply entained. KPMG remains the auditar of
Srandard Bankand Investec. The fall of KPMG will also
strengthen the daminance of Delaitte and PwC, which
may render them, If a scandal was to hitthem, too bigto
Tail. With few oovious compstitors, MoKinsay has, sofar,
remained largely unscathed.

Mare campetitian, in bath aligapalistic industries and

every five years, Had KPMG been subject to the seme Hmﬁ:‘fﬂ‘;ﬁ";ﬂ the public sector, is howyou ensure that coruption is
slow process of five-yearelections, would anyane have ldentified and punished. Let that be a lesson ta those
rermembarad its misderneanour two years from now? calling for greater nationalisation. m
Cornuption, though, is a crime, and any pofitician found editorialafinweek.co.za
gullty should be punished accordingly. Buit a5 we have Johan Foarie i 3550t professorin epenoeics at Stellerbosch Universing
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