
World Bank Researchers and the
Study of Corruption

PAOLO MAURO
Division Chief of Strategic Issues
International Monetary Fund

As A GRADUATING ECONOMIST WANTING to work for an international institution, I was

a bit worried that my job market paper analyzed the relationship between corruption

and economic growth in a cross section of countries. I was not sure how places like the

World Bank and the International Monetary Fund would react to an unconventional

topic that at the time (late 1993) might have been perceived as outside the institu-

tions' areas of interest. I knew that some professionals within the institutions were

becoming more interested in political economy, but others preferred a more traditional

interpretation of the institutions' mandates, and the internal debate could get pretty 57

heated at times.

Only after I happily began working at the IMF did I realize these institutions

did not view corruption as a taboo or irrelevant topic. The World Bank and the IMF

were indeed less comfortable discussing corruption openly then than they are today.

However, in their operational work they had long faced and addressed—often implic-

idy—issues related to corruption, to a greater extent than would have been obvious

to outside observers. One set of examples relates to the international institutions'

traditional support for removing or simplifying "textbook" sources of rents and thus

of rent-seeking behavior such as trade restrictions, exchange rate restrictions, multiple

currency practices, subsidies, tax exemptions, or customs exemptions.' Other examples

relate to the attention that was paid (particularly in natural resource-rich countries)

to limiting extra-budgetary funds and off-balance sheet fiscal transactions, or to the

composition of fiscal spending (to promote health and education rather than, say,

military expenditures).
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What was becoming different in the mid-1990s, however, was the international
community's willingness to discuss issues of corruption in an open and transparent
manner. This more public stage began in 1996 with well-known speeches by James
Wolfensohn, then-president of the World Bank (who talked about "the cancer of cor-
ruption") and Michel Camdessus, then-managing director of the IMF. The Board of
Governors of the Bretton Woods institutions also requested promotion of good gover-
nance in all its aspects—including by ensuring the rule of law, improving the efficiency
and accountability of the public sector, and tackling corruption—as essential elements of
a framework within which economies can prosper. This stage of the process culminated
in 1997 with the issuance (and posting on the institutions' external web sites) of the
World Bank's anticorruption strategy and the IMF's guidelines on governance.^ Since
then, the World Bank has enhanced its work on governance and corruption in an effort
to pursue its mandate to reduce poverty. Under President Wolfowitz's tenure, the World
Bank has further emphasized the need to improve governance and fight corruption
as crucial elements toward successful development and poverty reduction.^ Across the
street, the IMF's role in promoting good governance has also expanded considerably
over the past decade, and includes focusing on the transparency of government accounts,
the effectiveness of public resource management, and the stability and transparency of
the economic and regulatory environment for private sector activity.

On the research front, during the mid-1990s, a number of studies estimating the
impact of corruption on economic growth and investment began appearing in scholarly
journals.^ With the international community's interest in the topics of governance and
corruption, a much broader effort has since been made by researchers—particularly in
international institutions—to analyze these issues in a systematic manner. New data
sets have been collected and analyzed in creative ways, yielding a host of fascinating
analytical results and important policy lessons.

The following is a selective review of the World Bank researchers' contributions
to the empirical study and measurement of corruption. I only mention articles by
researchers who are either currently working at the World Bank or have had an affili-
ation with it at some point in their careers.̂  Nevertheless, this article provides a fairly
broad overview of the field, because this is an area where researchers in the international
institutions have often taken the lead, and because a substantial share of progress has
been made at the World Bank or within a few blocks. In discussing the various studies
and summarizing their results, I group the studies by the type of data set they utilize
and broadly follow a chronological order as such data sets have become increasingly
detailed and sophisticated over time.

THE BROWN JOURNAL OF WORLD AFFAIRS



World Bank Researchers and the Study of Corruption

CROSS-COUNTRY STUDIES AND DATA SETS

Early studies relied on cross-country regressions of economic growth or other macro-

economic variables on corruption indices produced by private rating agencies that sell

them to international investors. The indices were based on the views of these firms'

consultants, who were often located in the countries in question. The subjective nature

of the indices made it especially important for researchers to address concerns about

the possibility reverse causality: did the empirically estimated relationship between

economic growth and corruption ratings reflect a true causal impact of corruption on

growth, or simply a tendency for the consultants to rate countries as corrupt where they

observed weak economic performance? A proposed solution was to use instrumental

variables, a standard econometric trick in which variables related to the explanatory

variable (corruption in this case) but otherwise unrelated to the dependent variable

(economic grovrth) can be used to more accurately demonstrate the effect of the ex-

planatory variable on the dependent variable. Examples of instrumental variables that

have been used include a country's degree of ethnolinguistic fractionalization and its

colonial history, both correlated with corruption but otherwise unrelated to economic

growth.^ (The main idea here is that past colonization and ethnolinguistic divisions

tend to lead to worse corruption and weaker institutional quality more generally, but

they were determined a long time ago and are thus exogenous—they cannot have been 69

affected by recent economic growth.) Using increasingly sophisticated data sets, the

ensuing literature has extended the analysis and confirmed the presence of a statistically

and economically significant negative effect of corruption (and other related aspects of

bureaucratic inefficiency, such as burdensome red tape, or a weak judiciary) on economic

growth, investment, and development outcomes.^

Indeed, further cross-country work has analyzed a wide range of other conse-

quences of corruption, including lower foreign direct investment and a smaller share

of public spending on health and education.^ It has also been shown that emerging

market funds systematically invest ^
^ ^^^ ^^^^ ^^^^ ^^^^^ ^^^^ emerging

less m countries that fail to provide

sufficiently transparent information market f unds Systematically invest less in
toinvestors.'Usingbroaderconcepts countries that fail to provide sufficiently
of institutional quality (including
iowcorruption,butaisootherreiated transparent information to mvestors.
elements of bureaucratic efficiency) studies have found that sound institutional qual-

ity helps to persuade non-residents to invest in emerging market countries—through

foreign direct investment and equity holdings, as well as debt—and facilitates a more

equity-based form of external financing.'"

Cross-country studies have also looked systematically at possible sources of
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corruption. The evidence suggests that higher corruption may result from barriers to
international trade, the degree of fiscal decentralization, excessively low civil service
wages, constraints on freedom of the press, and the type of banking sector supervisory
policies."

How RELIABLE ARE THE CROSS-COUNTRY DATA?

Beyond the possibility of reverse causality mentioned above, an additional problem
with the country-level indices is the potential for different private rating agencies to
rate countries differently. In practice, the degree of consensus across rating agencies
is reasonable but far from complete. To resolve this problem. World Bank researchers
have constructed governance measures for essentially all countries in the world, based
on all available indices from a host of sources.'^ The methodology essentially assigns
each country a governance index which is a weighted average across all available data
sources, where the weights are optimally chosen by a statistical technique known as the
unobserved components model. In my opinion, these are the best available cross-country
comparisons of governance because they use essentially all available information and
put it together in a way that is designed to extract a consensus view. A further advan-
tage of the approach is that it provides an explicit measure of the degree of confidence
surrounding the rating. By comparing the ratings provided by different agencies, it is
possible to gauge whether there is a good degree of consensus on a particular country's
rating, or whether the discrepancies across sources should lead one to view the average
rating with more caution.

These improvements notwithstanding, the reliability of the cross-country indices
depends on the use one wishes to make of them. If the indices are used in cross-country
regressions, as in the papers mentioned above, the possibility remains of reverse causal-
ity as well as some residual measurement error, but there are well developed statistical
means of handling these problems or at least understanding the ways in which they
could bias the results. Other uses of such indices, however, require additional cau-
tion. To illustrate, suppose one wishes to determine whether the origin of a country's
legal system is correlated with corruption. The World Bank researchers have made an
admirable effort to use all available data sources, including some from international
institutions that are located in other parts of the world (e.g., the African Development
Bank). However, the majority of sources, while of course reputable, remain based in
the United States or other English-speaking countries. Thus, extreme caution would
have to be exercised if the views of the consultants rating the various countries system-
atically favored countries with British legal origins, as these are usually former British
colonies where English is spoken, offering greater cultural proximity to the consultants
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that produce the ratings.
The point generalizes to other uses of indices of institutional quality that have

major policy and practical implications. In particular, using such indices becomes par-
ticularly complicated when one wishes to make fine comparisons between individual
countries—a crucial exercise now that aid and loans are increasingly disbursed on that
basis. The World Bank researchers again carefully estimate standard errors (that is, the
degree of precision) around the best estimates of the degree of corruption in a given
country, and find that some countries are clearly considered to be more corrupt than
others by the vast majority of observers. Yet, if the various rating agencies keep a close

eye on each other, the genuinely ^ possible Way to address these concems is
independent sources of informa-

tion may be fewer than one would to tiave more graduated poHcy responses.

ordinarily think.'3 (In a loose anal- Qecision makers could, for example, allot
oey, think of how macroeconomic •. • .• • » •• • .•_ • j -

/^ r ., slightly less funding where the indices sug-
forecasters orten try to avoid o J o a

deviating from the consensus gest problems but remain somewhat incon-
forecast.) When important deci- gj^jj^g ĝtĵ ĝ  ^^^^ p^tj^g jt ^^ altogether.
sions rely on close calls—whether
to provide funding to a given country, for example—the existing indices need to be
treated with great caution. Does this amount of inherent ambiguity render the indices
useless? Not necessarily. Using indices that rely on the views of many may in the end
impose greater discipline than relying on one's own subjective judgment. But there is
no easy solution here. A possible way to address these concerns is to have more gradu-
ated policy responses. Decision makers could, for example, allot slightly less funding
where the indices suggest problems but remain somewhat inconclusive, rather than
cutting it off altogether.
OBJECTIVE VERSUS SUBJECTIVE DATA—COMPLEMENTS NOT SUBSTITUTES

In light of possible concerns related to subjective indices and the well-established
theoretical links between red tape and corruption, much can be learned by considering
objective measures on regulatory practices around the world. A prominent example
of such an approach is the World Bank's "Doing Business" database, which provides
information on business regulations and their enforcement for nearly all countries in
the world. This helps gauge the regulatory costs of business and can be used to analyze
specific regulations that enhance or constrain investment, productivity, and growth.
Objectivity is a clear advantage of such measures. However, a plethora of measures are
objective (e.g., how long it takes to obtain various kinds of permits), and it is not im-
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mediately clear which ones are the most relevant or how they should be weighted. By
contrast, subjective measures cut through many of these complications, letting investors
provide their own summary view of what really matters to them. Moreover, distinguish-
ing between objective measures as legally stipulated and as actually enforced is often
challenging, while a subjective survey approach can help assess actual enforcement by
soliciting information from experts or, even better, service users.

Indeed, in the end there may be no need to choose between subjective and objective
measures. Recently developed and more sophisticated subjective measures tend to rely
on questions such as: "For the typical firm in your sector, how often is it necessary to
pay a bribe?" or "how long does it take to obtain a permit?" Thus, while the informa-
tion continues to be based on individuals' responses to surveys, it is aimed at solicit-
ing quantitative, factual information. Conversely, objective measures are often based
on expert analyses, but they also draw most valuable information ftom user surveys.
Thus, the subjective and objective approaches may eventually converge to a common
approach relying on people's responses regarding regulations as they are applied in
practice, and a focus on the people to whom such regulations matter. Ultimately, for
policy analysis, both regulations on the books (which governments control directly)
and their enforcement (which governments can affect, but less immediately) are critical
elements, as are subjective perceptions of corruption and other aspects of bureaucratic
efficiency (which are sensible objectives for improvement, but less directly affected by
governments' actions).

IN-DEPTH SURVEYS OF INDIVIDUALS AND FIRMS FOR SEVERAL COUNTRIES

A further limitation ofthe country-level subjective indices is that the ultimate sources of
information for each agency are, in some cases, a small number of experts or consultants.
More comprehensive surveys of large numbers of individual respondents may provide a
more accurate picture, but due to resource constraints, these wider surveys have often
been conducted for a limited set of countries, or only for a few years.

A notable example of this approach is the World Bank's Business Environment
and Enterprise Performance Survey (BEEPS), aimed at examining a wide range of
interactions between firms and the state.'"* Based on face-to-face interviews with thou-
sands of firm managers and owners, BEEPS was designed to generate comparative
measurements in such areas as corruption, state capture, lobbying, and the quality of
the business environment, which researchers subsequently related to specific firm char-
acteristics and firm performance. This data set has led to much infiuential research on
transition economies, documenting some facets of corruption that became especially
relevant in the transition process, such as the phenomenon of oligarchs "capturing the
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state"—shaping the policy and legal environment to their own firms' advantage at the

expense of the rest of the enterprise sector.'^

Early worldwide firm surveys also led to important results—for example, making

it possible to present empirical evidence that corruption is intrinsically linked with red

tape. One might argue that "grease money" or "speed money" makes it easier to get

around regulations, but that argument takes the regulatory burden as given. Instead,

clever bureaucrats may realize that it is in their interest to increase red tape, if investors

are willing to pay to facilitate, say, the granting of permits. Indeed, it has been found

that firms that pay more in bribes are also likely to spend more, not less, management

time with bureaucrats in negotiating regulations."^

This type of approach has been recently expanded to cover many more countries

in the World Bank's rich and influential database on the Investment Climate, based

on surveys of more than 41,000 firms in 84 countries.'^ The surveys measure business

perceptions of the investment climate, including aspects related to corruption and red

tape. This is a crucial input for the understanding of firm-level decision making, and

the constraints under which such decisions are made, with importatit implications for

macroeconomic performance and economic growth.'*

IN-DEPTH INDIVIDUAL-LEVEL SURVEYS AND CASE STUDIES
73

Going in much further depth on individual country conditions is another fruitful

avenue for learning how corruption works and how it can be contained. A series of

studies on Uganda provides a good example of this. A study of Ugandan firms shows

that firms are more likely to pay bribes when their activities bring them into contact

with the bureaucracy (that is, when firms make substantial use of infrastructure, engage

in trade, and pay more types of taxes).'' The amount of the bribes depends on the firms'

profitability (i.e., their ability to pay).

Another study sought to track the extent to which public expenditure on education

actually reached its intended recipients.^" Using a public expenditure tracking survey of

250 schools in Uganda in the early 1990s, Leakage caii be Very large and improved

the study found that, on average, schools jnformatjon and "cljent power" may

received only 13 percent of central gov-
ernment spending on the program, with be effective in reducing corruption.

the remainder presumably leaking to corrupt officials: most schools got nothing, and

schools that received some funds seemed to be in better-off communities. A follow up

study showed that, when a newspaper campaign provided schools and parents with

information on monthly transfers, leakage of funds declined, and did so more steeply in

communities that were closer to a newspaper outlet.^' Although it is difficult to know
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the extent to which the results of such individual case studies generalize beyond the
specific settings they examine, the findings suggest that leakage can be very large and
improved information and "client power" may be effective in reducing corruption.

At the same time, a study based on a randomized field experiment in Indonesia
suggests that traditional top-down monitoring can also play an important role in reduc-
ing corruption.^^ Missing expenditures were measured in over 600 village road projects
by having engineers independently estimate the prices and quantities of all inputs
used in each road, and then comparing these estimates to villages' official expenditure
reports. Announcing an increased probability of a government audit reduced missing
expenditures by more than enough to make these audits cost-effective. By contrast,
increasing grass-roots participation in the monitoring process only reduced missing
wages, with no effect on missing materials expenditures.

On the whole, these studies based on individual level data are promising, and
when a critical mass of results is accumulated, it may be possible to draw broader policy
lessons with the confidence that the pattern of results will hold up in a number of dif-
ferent countries, sectors, and institutional setups.

One area where systematic in-depth evidence is being accumulated involves surveys
of the efficiency of public agencies themselves. At the request of country authorities,
comprehensive goverriance and anticorruption diagnostic surveys of public agencies
have been conducted. Such surveys cover the employees working inside each public
agency, as well as customers of the agency (both households and firms), making it pos-
sible to cross-check the opinions expressed by different parties. Early analysis of the
data collected for eight developing countries yields interesting results.̂ ^ Corruption is
more prevalent among agencies that provide services to firms (rather than households)
and that provide an exclusive service for which there is no alternative. The agencies'
internal organization also matters: corruption is lower in agencies where audits take
place regularly, procedures are more transparent, and personnel decisions are based on
merit and professional competence.

Case studies, including those based on practical experience in specific economic
sectors, go in the direction of perhaps less quantitative, but in-depth, on-the-ground
analysis, and are of great value in providing messages of interest to both researchers
and practitioners.^^ Indeed, the specific institutional setup and economic sector plays
an important role in practice. While a number of broad economic principles (such as
the need to contain the emergence of rents related to government regulation) apply
generally to all sectors, ultimately the way that practitioners will seek to reduce the
scope for corruption will likely differ across sectors depending on factors such as the
degree of government intervention and regulation, the level of technology, and the
size of the market.

THE BROWN JOURNAL OF WORLD AFFAIRS



World Bank Researchers and the Study of Corruption

WHERE IS EMPIRICAL RESEARCH ON CORRUPTION GOING?

International institutions in general and the World Bank in particular have long faced

and addressed operational issues related to corruption, and there is a consensus on

the importance and relevance of such issues for economic development. Beginning in

the mid-1990s in particular, these institutions' involvement in corruption issues has

become more prominent. Simultaneously, there has been an increase in the interest

paid by researchers to these issues, and World Bank researchers have made a number of

notable contributions. Moreover, the study of corruption, notably through the collec-

tion of novel data sets and—perhaps even more important—their systematic updating,

has become somewhat institutionalized at the World Bank, generating a steady fiow

of interesting research results and providing important policy lessons, many of which

have fed into the institution's operational work.

On the research front, the collection of survey information, in-depth case studies,

and other types of data from the field is yielding interesting and potentially important

results. This is also a costly endeavor, especially when it involves comprehensive surveys

of many individuals. There may also be a cost in terms of risk to the personal safety of

those conducting the surveys, which implies the need for utmost care when designing

and conducting these studies. Such costs may call for difficult assessments ofthe value of

funds used for research purposes, compared with the value of alternative uses—say, the

provision of aid for the vaccination of children—^whose benefits are uncontroversially

high. At the same time, if surveys or other mechanisms for assessing the effectiveness of

programs (particularly those arranged or financed by the World Bank) are built into the

program's design upfront, information may be collected—at limited cost—that could

be crucial to tracking the program's effectiveness. More generally, if one believes that

the economic costs of corruption are as high as estimated in existing studies, and that

progress can be made in learning how to control corruption, then the cost of collecting

new information seems limited in comparison to the potential benefits. Ultimately,

the collection and analysis of new information is a key ingredient to develop better

approaches to contain corruption and to alleviate its adverse impact. W
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