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Executive summary

About this Evidence Paper

This authoritative assessment of current literature on corruption has been drafted by a
team of researchers led by Alina Rocha Menocal at the Overseas Development Institute
(ODI) and Nils Taxell at U4, in collaboration with the UK Department for International
Development (DFID). It is an important tool for DFID staff, providing a key source of
synthesised knowledge to inform effective anti-corruption programming and policy
development.

The main paper runs to nearly 90 pages and contains in-depth technical and academic
analysis that addresses the overarching question:

“What are the conditions that facilitate corruption, what are its costs and what are
the most effective ways to combat it?”

It offers five main sections, which together:

e Synthesise a range of literature to assess the political, social and economic
conditions under which corruption is likely to thrive;

e Explore the relationship between gender and corruption and analyse some
prominent hypotheses;

e Identify existing evidence on the financial, social and other impacts of corruption
across a range of areas;

e Assess what anti-corruption measures are likely to be effective and under what
conditions;

e Arrive at a set of conclusions emerging from the review.

Headline messages
Headline messages are provided below. It is important to read these headlines in the

context of the full report to gain complete understanding of why and how the conclusions
have been drawn.

What are the factors that facilitate corruption?

e A variety of economic, political, administrative, social and cultural factors enable and foster
corruption.

e Corruption is collective rather than simply individual, going beyond private gain to
encompass broader interests and benefits within political systems.

e Corruption is a symptom of wider governance dynamics and is likely to thrive in conditions
where accountability is weak and people have too much discretion.

e It is this collective and systemic character of corruption that makes it so entrenched and
difficult to address.

e Democracy does not in itself lead to reduced corruption.




What are the gender dimensions of corruption?

e There is no conclusive evidence that women are less predisposed to corruption than men.

e Greater participation of women in the political system and political processes is not a
“magic bullet” to fight corruption.

What are the effects of corruption on growth and broader development?

e The effect of corruption on macroeconomic growth remains contested, and corruption has
not been a determining factor constraining growth.

e Corruption has a negative effect on both inequality and the provision of basic services, so it
affects poor people disproportionately.

e Lack of trust, reduced legitimacy and lack of confidence in public institutions can be both a
cause and an effect of corruption.

e Corruption has a negative effect on domestic investment and tax revenues.

e At the micro level, corruption imposes additional costs on growth for companies, especially
in terms of their performance and productivity.

e The relationship between corruption and fragility varies: it can be a source of conflict but
has also been an important stabilising factor in some settings.

e Corruption has negative consequences for the environment.

What anti-corruption measures are effective?

e Not all types of corruption are the same, therefore differing responses are needed
depending on the context (one size does not fit all).

e Anti-corruption measures are most effective when other contextual factors support them
and when they are integrated into a broader package of institutional reforms.

¢ Public financial management reforms are effective in reducing corruption.

e In the right circumstances, supreme audit institutions, social accountability mechanisms
and organised civil society can be effective in combating corruption.




Introduction

Objectives and key research questions

This study was commissioned by the Department for International Development (DFID)
to assess the existing body of evidence on corruption. The resulting Evidence Paper
aims to be an authoritative assessment of the literature on corruption. The study acts as
a key source of synthesised knowledge for staff, helping inform policy narratives and
programme design.

The Evidence Paper aims to address the following question: “What are the conditions
that facilitate corruption, what are its costs and what are the most effective ways to
combat it?”

Specifically, it asks:

1. Under what political, social and economic conditions is corruption likely to thrive?
2. What are the costs of corruption to the poor and to the state?

a. Financial costs;

b. Non-financial effects/impact;
3. What anti-corruption interventions are effective and why?

Methodological approach

The study is a literature review with systematic principles (Hagen-Zanker et al., 2012).
This approach is designed to produce a review strategy that adheres to the core
concepts of systematic reviews — rigour, transparency, a commitment to taking
guestions of evidence seriously (see Box 1 below) — while allowing for a more flexible
and user-friendly handling of retrieval and analysis methods (DFID, 2014; Hagen-Zanker
and Mallett, 2013; Hagen-Zanker et al., 2012).

The study developed specific research sub-questions for each of the three questions
outlined above on the basis of a Conceptual Framework elaborated at the inception of
the study. Following guidance outlined by Hagen-Zanker and Mallett 2013 on how to
carry out a review of the evidence using systematic principles, the approach to identify
relevant sources consisted of three separate tracks:

1) a literature search (see more detail below);

2) snowballing, which involved seeking advice on relevant from key experts;

3) capturing the grey literature, which involved hand-searching a variety of pre-selected
institutional websites.

Following all three tracks enabled us to produce a focused review that captured material
from a broad range of sources. In terms of Track 1 (literature search), given the breadth
of the questions and the literature and resources available, it was not possible to
address all three overarching questions through a systematic review (please refer to the
definition of a systematic review provided in Box 1 below). Instead, the study looked at



specific sub-questions using systematic principles, while relying on a “synthesis of
syntheses” for questions where the findings are better known/more established.

The study addressed all three questions using a consistent and rigorous approach to the
collection and analysis of evidence. A Research Protocol was developed for this study,
which details the methodological steps for each of these tracks, including the different
search strings that were identified and tested (framework and protocol are available
separately). It sets out:

e Research parameters (inclusion and exclusion criteria) including type of study
(e.g. academic case studies, both small and large n, impact evaluations,
conceptual frameworks, policy documents, etc.); study design (see quality below);
variations in effect (on governance dynamics, costs borne by different groups and
organisations, etc.); and anticorruption initiatives.

e “Search strings” based on key words and search terms for the thematic areas.
Search strings were consistently tested and refined. Specific search strings
focused on gender (across all three research questions) were created separately
and relevant websites/publications were identified.

Given the breadth of the questions and the literature and resources available, the study
adopted varied approaches to the review, as follows:

Q1: Review of the literature using a non-systematic approach;

Q2: Systematic search on financial costs, non-systematic approach on political/
developmental effects/impact;

Q3: Systematic search on selected interventions, non-systematic search on other
interventions.

A ‘systematic’ search involved an extensive literature search of academic and
bibliographic databases and journals; ‘non-systematic’ search relied on a less extensive
search of the evidence base and analysis of existing evidence synthesis.

Drawing on DFID’s How to Note on “Assessing the Strength of the Evidence” (2014) and
previous experiences of carrying out systematic reviews, different studies are classified
by:

1. Type;
2. Design;
3. Method.

As recommended in the DFID How to Note, the following descriptors were used to
describe research studies:



Table 1: Descriptors for the research studies

Research type Research design Method

Primary (P) Experimental (EXP) As described in the study itself
Quasi-Experimental (QEX) (quantitative regression,
Observational (OBS) qualitative interviews, descriptive

Secondary (S) Systematic Review (SR) statistics, comparative case
Other Review (OR) studies, etc.)

Theoretical or Conceptual (TC) N/A N/A

Source: DFID (2014).

A short, abbreviated summary of the study’s type, design and method accompanies
each study citation. Please refer to Box 1 for further detail on how these are defined.

Box 1: Type of research

The DFID How to Note on “Assessing the Strength of the Evidence” (2014) defines overarching
research type as follows:

Primary (P), empirical research studies observe a phenomenon at first hand, collecting,
analysing or presenting “raw” data.

Secondary (S) research studies review other studies, summarising and interrogating their
data and findings.

Theoretical or Conceptual (TC) studies: most studies (primary and secondary) include
some discussion of theory, but some focus almost exclusively on the construction of new
theories rather than generating, or synthesising empirical data.

Research design
A research design is a framework within which a research study is undertaken.

Primary and empirical research studies tend to employ one of the following research designs,
but they may employ more than one research method:

Experimental (EXP) research designs (also called “intervention designs”, “randomised
designs” and “randomised control trials” [RCTs]) have two key features. First, they
manipulate an independent variable (e.g. the researchers administer a treatment, like giving
a drug to a person or fertilising crops in a field). Second, and crucially, they randomly
assign subjects to treatment groups (also called “intervention groups”) and to control
groups. Depending on the group to which the subject is randomly assigned, they will/will not
get the treatment. The two key features of experimental studies increase the chances that
any effect recorded after administration of the treatment is a direct result of that treatment

(and not a result of pre-existing differences between the subjects who did/did not receive it).
Quasi-Experimental (QEX) research designs typically include one, but not both, of the key

features of an experimental design. A quasi-experiment might involve the manipulation of
an independent variable (e.g. administration of a drug to a group of patients) but will not
randomly assign participants to treatment or control groups. In the second type of quasi-

experiment, it is the manipulation of the independent variable that is absent.

Observational (OBS) (sometimes called “non-experimental”) research designs display
neither of the key features of experimental designs. They may be concerned with the effect
of a treatment (e.g. a drug, a herbicide) on a particular subject sample group, but the
researcher does not deliberately manipulate the intervention and does not assign subjects
to treatment or control groups. Instead, the researcher is an observer of a particular action,
activity or phenomenon.
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Secondary review studies tend to employ one of the following research designs:

e Systematic Review (SR) designs adopt exhaustive, systematic methods to search for
literature on a given topic. They interrogate multiple databases and search bibliographies
for references. They screen the studies identified for relevance, appraise for quality (on the
basis of research design, methods and the rigour with which these are applied) and
synthesise the findings using formal quantitative or qualitative methods. They represent a
robust, high-quality technique for evidence synthesis.

e Other Review (OR) designs also summarise or synthesise literature on a given topic. Some
reviews will borrow systematic techniques for searching for and appraising research
studies; others will not. These other reviews are non-systematic.

Theoretical or Conceptual research studies may adopt structured designs and methods but
they do not generate empirical evidence.

For further detail on the different research types, designs and methods, please refer to the
DFID How to Note on “Assessing the Strength of the Evidence” (2014).

Source: DFID (2014).
This paper is organised in six additional chapters, as follows:

Chapter 1 provides an overview of types of corruption.

Chapter 2 analyses the factors that facilitate corruption.

Chapter 3 looks at the gender dimensions of corruption.

Chapter 4 explores the effects of corruption, including financial and social costs as
well as broader impacts.

Chapter 5 analyses the evidence base on a number of anti-corruption interventions.

e Chapter 6 highlights some of the key insights and messages that emerge from the
analysis undertaken in this study and identifies a few evidence gaps.
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1. Understanding corruption

The term “corruption” refers to the misuse of resources or power for private gain.
Transparency International defines corruption as “the abuse of entrusted power for
private gain” (Kolstad et al., 2008 [S; OR]).* The UN Convention Against Corruption
(UNCAC) does not prescribe a single definition.

Corruption takes various forms. Table 2 outlines the most common categories.

Table 2: Categories of corruption

Categories of corruption Description

Bribery The act of dishonestly persuading someone to act in one’s favour by a payment or
other inducement. Inducements can take the form of gifts, loans, fees, rewards or
other advantages (taxes, services, donations, etc.). The use of bribes can lead to
collusion (e.g. inspectors under-reporting offences in exchange for bribes) and/or
extortion (e.g. bribes extracted against the threat of over-reporting).

Embezzlement To steal, misdirect or misappropriate funds or assets placed in one’s trust or under
one’s control. From a legal point of view, embezzlement need not necessarily be or
involve corruption.

Facilitation payment A small payment, also called a “speed” or “grease” payment, made to secure or
expedite the performance of a routine or necessary action to which the payer has
legal or other entitlement.

Fraud The act of intentionally and dishonestly deceiving someone in order to gain an unfair
or illegal advantage (financial, political or otherwise).

Collusion An arrangement between two or more parties designed to achieve an improper
purpose, including influencing improperly the actions of another party.

Extortion The act of impairing or harming, or threatening to impair or harm, directly or
indirectly, any party or the property of the party to influence improperly the actions of
a party.

Patronage, clientelism and | Patronage at its core means the support given by a patron. In government, it refers

nepotism to the practice of appointing people directly

Sources: Johnsgn (2014 [P; OBS, case studies]); World Bank (2011a [P; OBS, qualitative and quantitative case study
datal)).

The commonly used distinction between political corruption and bureaucratic corruption
is also helpful. Political corruption takes place at the highest levels of political authority
(Andvig and Fjeldstad, 2001 [S; OR]). It involves politicians, government ministers,
senior civil servants and other elected, nominated or appointed senior public office
holders. Political corruption is the abuse of office by those who decide on laws and
regulations and the basic allocation of resources in a society (i.e. those who make the
“rules of the game”). Political corruption may include tailoring laws and regulations to the
advantage of private sector agents in exchange for bribes, granting large public
contracts to specific firms or embezzling funds from the treasury. The term “grand
corruption” is often used to describe such acts, reflecting the scale of corruption and the
considerable sums of money involved.

Bureaucratic corruption occurs during the implementation of public policies. It involves
appointed bureaucrats and public administration staff at the central or local level. It

! As per the descriptors in Table 1, the reference “Kolstad et al. (2008 [S; ORY])” means the study is based on secondary data, and it
is a “review” that is classified as “other”. See Box 1 and the DFID How to Note (2014) for more details.
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entails corrupt acts among those who implement the rules designed or introduced by top
officials. Corruption may include transactions between bureaucrats and with private
agents (e.g. contracted service providers). Such agents may demand extra payment for
the provision of government services; make speed money payments to expedite
bureaucratic procedures; or pay bribes to allow actions that violate rules and
regulations. Corruption also includes interactions within the public bureaucracy, such as
the payment or taking of bribes or kickbacks to obtain posts or secure promotion, or the
mutual exchange of favours. This type of corruption is often referred to as “petty
corruption”, reflecting the small payments often involved — although in aggregate the
sums may be large.

Political corruption and bureaucratic corruption are related. There is evidence that
corruption at the top of a bureaucracy increases corruption at lower levels (Chand and
Moene, 1999 [P; OBS, case study]). However, as Chapters 5 and 6 discuss, combating
these types of types of corruption requires different approaches, even if donor efforts
have not emphasised this (Kolstad et al., 2008 [S; OR]).

Corruption is closely linked to the generation of economic rents and rent-seeking. This
refers to actors securing above-normal returns from an asset — not by adding value to it
through investment but rather through manipulating the social and political environment.
The establishment of a monopoly is a classic example of this. The asset then becomes
inherently more valuable. Rent-seeking involves corruption whereby the payment of
bribes is necessary to manipulate the environment so as to benefit a particular actor.?

There are particular challenges related to the measurement of corruption. This owes to
the clandestine nature of corruption and the reliance of corruption measures on
perception-based data, which themselves are determined by understandings of
corruption that vary across countries and societies. Chapter 4 discusses this in further
detail.

2 See http://www.u4.no/glossary/
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2. Factors that facilitate
corruption

Corruption is a phenomenon with many faces. It is characterised by a range of
economic, political, administrative, social and cultural factors, both domestic and
international in nature. Corruption is not an innate form of behaviour, but rather a
symptom of wider dynamics. It results from interactions, opportunities, strengths and
weaknesses in socio-political systems. It opens up and closes down spaces for
individuals, groups, organisations and institutions that populate civil society, the state,
the public sector and the private sector. It is, above all, the result of dynamic
relationships between multiple actors.

Box 2: A word on the literature reviewed

This Chapter synthesises some of the literature addressing the following question: “Under what
political, social and economic conditions is corruption likely to thrive?” This body of academic
and policy-oriented literature is extensive and covers a variety of disciplines approaches, from
economics to sociology to anthropology to political science. As discussed in the Introduction, in
exploring this question, the study adopted a non-systematic approach to identifying literature,
with an emphasis on existing syntheses/reviews of the literature. The survey of existing
syntheses was complemented by expert recommendations on high-quality studies and hand-
searching of specialised sites (see Research Protocol). As a result, the literature covered under
the different themes/sub-headings in this chapter is not intended to be comprehensive, and
assessments as to the overall strength or quality of a body of research or evidence cannot be
made.

2.1 Conceptualising corruption: principal-agent and collective
action approaches

Heavily influenced by the work of Rose-Ackerman (1978 [TC and P; OBS, quantitative
and qualitative historical analysis]) and Robert Klitgaard (1988 [TC and P; OBS, case
studies]), principal-agent theory defines corruption as a series of interactions and
relationships that exist within and outside public bodies. It also emphasises the rational
choices that take place in individual incidents of corrupt behaviour. Until very recently,
the predominant theoretical approach to corruption was based on a principal-agent
model. More recently, literature that analyses corruption from a collective action
perspective has begun to appear, emphasising the collective or even systemic rather
than purely individual nature of corrupt behaviour.

As discussed below, the two approaches tend to emphasise different dynamics of
corruption and the incentives that drive it. However, the question is not about choosing
one or the other conceptual interpretation of corruption, but rather about identifying the
contexts/settings where each of these perspectives is likely to be analytically
most useful in relation to exploring corruption (Marquette and Peiffer, 2014 [TC and S;
ORY)).

14



Principal-agent

A principal-agent problem exists when one party to a relationship (the principal) requires
a service of another party (the agent) but the principal lacks the necessary information to
monitor the agent’s performance in an effective way. The “information asymmetry” that
arises because the agent has more or better information than the principal creates a
power imbalance between the two and makes it difficult for the principal to ensure the
agent’s compliance (Booth, 2012 [P; OBS, various qualitative]).

This theoretical perspective has been widely used to understand corruption across
geographies and sectors (e.g. the police, customs, procurement, service delivery)
(Klitgaard, 1988 [TC and P; OBS, case studies]; Rose-Ackerman, 1978 [TC and P; OBS,
guantitative and qualitative historical analysis]). In an analysis of how corruption has
been conceptualised in a variety of disciplines, for example, Marquette and Peiffer (2014
[TC and S; OR]) note all of the 115 studies looking at corruption’s impact on economic
growth in Ugur and Dasgupta’s meta-analysis (2011 [S; SR]) “adhered to an explicitly-
stated principal-agent approach to corruption, or their account was closely related to that
approach”. Moreover, Persson et al.’s (2013 [P; OBS, case studies]) empirical analysis
of anti-corruption efforts finds the designs of most anti-corruption programmes reflect a
principal-agent understanding of corruption rather than any other alternative view.

According to this theory, conflict exists between principals on the one hand (who are
typically assumed to embody the public interest) and agents on the other (who are
assumed to have a preference for corrupt transactions insofar as the benefits of such
transactions outweigh the costs). Corruption thus occurs when a principal is unable to
monitor an agent effectively and the agent betrays the principal’s interest in the pursuit
of his or her own self-interest (Persson et al., 2013 [P; OBS, case studies]).

So, for instance, public servants or elected officials (who in this case would both be the
agents) may be able to abuse their public office to secure private rents in exchange for
public services because members of the public (the “principals” in this case) cannot hold
them to account. Or, elected officials as the principals may have difficulty ensuring
adequate oversight over the behaviour and actions of civil servants (the agents), who
may engage in acts of corruption that the principals (i.e. the elected officials) cannot
control (Marquette and Peiffer, 2014 [TC and S; OR]).

Thus, principal-agent theory sees corruption exclusively as an agent problem,
with the principal unable to play an effective monitoring or oversight role, mostly
as a result of a lack of information (Andvig and Fjeldstad, 2001 [S; OR]; Mungiu-
Pippidi, 2006 [TC and P; OBS, qualitative analysis]). As Chapter 6 on anti-corruption
efforts discusses, based on this understanding of corruption, donor thinking and practice
have focused largely on efforts to reduce the discretion of agents and to alter their
individual incentives and motivations (Olken and Pande, 2013 [S; OR]). A crucial
assumption embedded in this kind of thinking is that “principals are principled”
(Klitgaard, 1988 [TC and P; OBS, case studies]). That is to say, they (be they elected
officials or ordinary citizens) are by their very nature interested in holding agents to
account and in controlling corruption, and they would be able to do so effectively if only
they had sufficient information at hand.

However, as a number of analysts have noted, this cannot always be taken for
granted. Drawing on qualitative fieldwork from Kenya and Uganda, for example,
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Persson et al. (2013 [P; OBS, case studies]) argue anti-corruption programmes based
on the principal-agent model do not take into account that in highly corrupt environments
there may be a lack of “principled principals”. This is also one of the key analytical
insights and empirical findings emerging from Booth and Cammack’s (2013 [P; OBS,
case studies]) comparative research across different countries in Africa. This kind of
evidence suggests that, in cases where corruption is systemic, and where there are low
levels of social and political trust, it may be more useful to think of corruption in terms of
a collective action problem rather than as a principal-agent one (Booth, 2012 [P; OBS,
various qualitative]).

Collective action

Collective action approaches to corruption are still an emerging body of work, in both
conceptual and empirical terms. From a collective action perspective, all stakeholders —
including rulers, bureaucrats and citizens alike — are self-maximisers, and the way they
behave to maximise their interests is highly dependent on shared expectations about the
behaviour of others (Ostrom, 1998 [TC and P; OBS, review of empirical evidence and
theory]). As Persson et al. (2013 [P; OBS, case studies]) argue in their study analysing
incentives for corruption in Kenya and Uganda, the rewards and costs of corruption
depend on how many other individuals in the same society are expected to be corrupt. If
corruption is the expected behaviour, individuals will opt to behave in corrupt ways
because the costs of acting in a more principled manner far outweigh the benefits, at
least at the individual level. The evidence suggests this holds true even assuming there
is perfect information, and even if everyone condemns corruption and realises a less
corrupt outcome would be more beneficial for society at large (ibid.). In short, from a
collective action perspective, the key calculation about the costs and benefits of
corruption derives from the cost of being the first to opt out of corruption in a
given setting or context. The problem of corruption is thus rooted in the fact that, where
corruption is pervasive, principals are also corrupt and they do not necessarily act in the
interest of society as a whole but rather pursue particularistic interests (Mungiu-Pippidi,
2011 [P; OBS, cross-sectional data analysis and case study]; Persson et al. 2013 [P;
OBS, case studies]).

Again, though, the choice should not be for one conceptualisation of corruption over the
other. Rather, an emerging message from the literature is that what is needed is a better
understanding of the complementarities between these two approaches, and the
conditions under which each can contribute to a better understanding of corruption
dynamics and incentives.

2.2 Corruption in the public sector

Bureaucratic incentives

A body of work looking at corruption in the public sector focuses on the incentives
individual bureaucrats have to engage in corruption, and the consequences of such
behaviour (Olken and Pande, 2013 [S; OR]). One crucial incentive this literature
explores relates to compensation and wage levels in the public sector. The evidence
on this remains mixed. Van Rijckeghem and Weder (2001 [P; OBS, cross-country
regression analysis]), for example, find an association between wage levels and
corruption. Other studies, however, have cast doubt on the strength of this relationship
and the direction of causality (e.g. corruption could be a factor leading to reduced
salaries rather than the other way around because, in corrupt countries, civil servants
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may be assumed to earn sufficient income from corruption and as a result salaries are
kept low) (Rose-Ackerman and Sgreide, 2012 [S, SR]) (see also Chapter 5.5).

In addition, there are measurement indicator issues with observing corruption and a
clear need for innovation on how to monitor and evaluate anti-corruption interventions.
This issue is reflected in a World Bank strategy on governance and anti-corruption
(World Bank, 2007 [P; OBS, case studies]), which concluded that, “Low pay can
contribute to corruption within a public administration, particularly when total
remuneration fails to pay a living wage, as is often the case in many African countries.
[...] [However] Changes in compensation levels can only work if they are part of a
package to reform public servants’ behaviour. Other elements are essential to reducing
corrupt practices.” An important message emerging from the literature is the crucial
need for greater use of comprehensive reforms to combat corruption (more on this
in Chapter 5).

Other bureaucratic incentives and structures include methods of selection of civil
servants, relevance of civil service jobs to the tasks at hand and internal monitoring and
discipline mechanisms, including punishment for the corrupt and incentives for better
performance (Khan, 2001 [S; OR]). Investigating the impact of merit-based recruitment
on corruption in 35 countries across the developing world, Evans and Rauch (2000 [P;
OBS, survey, regression analysis]), for instance, find higher values on the merit-based
recruitment index are associated with lower levels of corruption. However, whether
reform improves actual performance remains uncertain.

Simplified regulations (e.g. to obtain a permit or other legal document from the state,
such as a driver’s licence) are said to lead to decreased opportunities for corruption,
which can result in increased numbers of new businesses and wage employment.
Setting up structures to encourage competition between bureaucrats is also theorised to
drive down corruption levels. For example, if bureaucrats have to compete with one
another for bribe revenue derived from the issuing of permits and other legal documents,
those on the other side of this exchange will in principle search for the cheapest bribe
associated with obtaining a required service (Kiselev, 2012 [TC]). However, there is still
little rigorous evidence testing these ideas, and further research is needed to offer a
greater steer on the role bureaucratic incentives and structures can play in reducing
corruption.

States and markets

From a macroeconomic perspective, an important argument advanced in the literature is
that economic systems where the state is heavily interventionist are also more prone to
corruption. The logic is that large involvement of the state in the economy, especially
where checks and balances and wider accountability mechanisms are lacking, allows
individual politicians and bureaucrats to manipulate markets as a means of generating
profits through non-competitive mechanisms. They use such mechanisms not only to
enrich themselves but also to build a basis of patronage and political support.
Countries across Africa and Latin America through the early 1990s provided numerous
examples of this form of corruption (Bates, 1981 [P; OBS, qualitative analysis,
comparative]; Evans, 1995 [TC and P; OBS, case studies]).

Incomplete or ongoing processes of economic liberalisation have also provided new
opportunities for the appropriation of public resources and accumulation of wealth. Van
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de Walle (2006 [TC and P; OBS, historical analysis]) describes this as a “partial reform
syndrome” in Africa: economic crisis has forced elites to accept the inevitability of
structural reform, but its implementation has been uneven at best and manipulated by
leaders who have understood that it “would provide them with new kinds of rents, as well
as with discretion over the evolution of rents within the economy”. The privatisations
throughout Eastern Europe and the former Soviet Union, and later Africa and Latin
America, which often degenerated into “piratisation”, are also a good example of this
dynamic (Fritz and Rocha Menocal, 2007 [TC and S; OR]; Kaufmann and Siegelbaum,
1996 [TC and P; OBS, qualitative and quantitative analysis]; Tangri and Mwenda, 2001
[P; OBS, case study]).

However, it is also essential to keep in mind that state intervention as such has not
always resulted in types of corruption that are detrimental to development. The
experiences in Asia, including of the so-called “East Asian tigers” (including South
Korea, Taiwan and Singapore), and more recently China and Vietnam, stand in stark
contrast with those of African and Latin American countries pursuing state-led
development (Evans, 1995 [TC and P; OBS, case studies]; Fritz and Rocha Menocal,
2007 [TC and S; OR]; Haggard, 1990 [TC and P; OBS, qualitative historical analysis,
comparative]). As Mushtaqg Khan (2006 [TC and P; OBS, descriptive statistics and
regression analysis, review of existing theory and evidence]; 2009 [P; OBS, quantitative
— descriptive statistics and regression analysis]) has also argued, in some instances
corruption can be “market-enhancing” and enable social transformation in developing
countries — so understanding its different types is essential. Chapter 4.2 explores in
further detail this discussion, highlighting some more positive by-products of corruption,
especially in terms of economic development.

In addition, countries that have similar types of formal regulations may experience
markedly different levels of corruption depending on the wider context, including,
for instance, the way regulations operate in practice and the kind of discretionary power
bureaucrats enjoy in their actual implementation (Duvanova, 2011 [P; OBS, quantitative
analysis]). In settings where formal institutions are weak, formal regulation remains
uneven or partial in its application, and this in turn breeds corruption. However, in many
Organisation for Economic Co-operation and Development (OECD) countries, where the
quality of institutions is high, extensive and complex regulation has not necessarily been
associated with increased corruption (see below for more on the linkages between
corruption and governance/institutions) (Kolstad et al., 2008 [S; OR]). In short, formal
regulations underpinned by strong institutions need not facilitate corruption, and may
help reduce it. Formal regulations underpinned by weak institutions may simply
exacerbate corruption.

2.3 Weak institutions

Weak governance is one of the fundamental causes of corruption. The political and
economic opportunities available in different political systems, as well as the strength
and effectiveness of state, social and economic institutions (Johnston, 2005 [P; OBS,
guantitative analysis, case studies]), shape the conditions in which corruption can thrive.
In particular, the centralisation of power in the executive and in accountability
mechanisms that are deficient gives actors (especially elites) too much discretion (see
Box 3). This is one of the key distinctions Acemoglu and Robinson (20011 [TC and P;
OBS, regression analysis]) identify between “extractive” and “inclusive” institutions in
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their historical analysis of why some states succeed in promoting development over time
and others do not.

Box 3: Understanding accountability

The political science literature highlights three crucial forms of accountability: 1) vertical
(elections); 2) horizontal (i.e. within government — such as supreme audit institutions); and 3)
societal (e.g. non-governmental organisations (NGOs) with watchdog functions; control
exercised by a free press). In addition, the literature on public administration emphasises 4)
managerial accountability — that is, accountability of lower levels of public administration to
higher levels.

While all four of these forms of accountability are desirable, they may not all be present at once.
For instance, managerial accountability, which is essential to maintain a well-functioning
bureaucracy, can thrive both in democratic systems where vertical accountability tends to be
stronger (e.g. OECD democracies) and in more authoritarian ones (e.g. China). On the other
hand, these different forms of accountability can become more effective when they are
interlinked. For example, societal accountability will have greater weight if it is not only supported
by vertical accountability (e.g. free and fair elections) but also complemented by a parliament
and judiciary that can hold the executive to account. However, it is also important to keep in
mind this may be a very high standard to achieve, especially in contexts where governance
institutions are weak, as in much of the developing world.

There are also external dimensions to accountability. For instance, signatories to UNCAC or the
OECD Anti-Bribery Convention have made commitments at the international level to reduce
corruption (more on this in Chapter 5). For countries that are particularly dependent on aid,
accountability to donors also matters — as can be seen in the larger role donors are playing
through budget support, for example.

Sources: Evans (1995 [TC and P; OBS, case studies]); Kolstad et al. (2008 [S; OR]; Rocha Menocal and Sharma
(2009 [P; OBS, literature review and comparative case studies]).

Much of the literature on institutions and corruption (Bates, 1981 [P; OBS, qualitative
analysis, comparative]; Chabal and Daloz, 1999 [TC and P; OBS, historical analysis];
Mwenda, 2006 [P; OBS, case study]; Sandbrook, 1985 [TC]) argues corruption tends
to be especially prevalent in so-called (neo-)patrimonial systems, where:

e There is weak separation of the public and private spheres, which results in the
widespread private appropriation of public resources;

e Vertical (e.g. patron—client) and identity-based (e.g. kinship, ethnicity, religion)
relationships have primacy over horizontal and rights-based relationships;

e Politics are organised around personalism or “big man” syndrome, reflected in the
high centralisation of power and patron—client relations replicated throughout society.

More generally, the literature suggests it is countries undergoing processes of
political and economic transition (because of struggles over sources of accumulation,
distribution of access, cost of buying legitimacy, etc. — see also discussion above) that
are particularly susceptible to corruption (Montinola and Jackman, 2002 [P; OBS,
descriptive statistics, quantitative regression analysis]; Rocha Menocal et al., 2008 [TC
and S, OR]).

In such settings, formal and informal institutions interact in ways that are not mutually
reinforcing, and informal behaviour (e.g. paying a bribe to get a passport or drivers’
licence, or, in more extreme cases, striking a deal to gain preferential access or
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favourable terms to compete in the market) trumps formal rules (e.g. completing a
formal application for a drivers’ licence or competing for market access through officially
sanctioned and regulated contests based on clear rules that apply to all equally)
(Mungiu-Pippidi, 2011 [P; OBS, cross-sectional data analysis and case study]; Persson
et al., 2013 [P; OBS, case studies]; Rocha Menocal et al., 2008 [TC and S, OR]). This
often leads to “state capture”, a phenomenon typically used to describe situations where
non-state actors are powerful enough to influence and shape government policy and
regulation to their own benefit (e.g. telecommunications monopolies that can ward off
competition from other suppliers through preferential policies/regulations that govern the
market). In a “kleptocracy”, the political elite uses its power to enrich itself (Evans, 1995
[TC and P; OBS, case studies]; Johnsgn, 2014 [P; OBS, case studies]).

2.4 Corruption, underlying political settlements and power
relations

As discussed above, (weak) institutions are a crucial factor enabling corruption. Findings
relating to power relations, underlying political settlements and corruption support this
analysis. Institutions themselves reflect power dynamics. The functionality of institutions
is shaped by the distribution of power in the political system and the (dis)advantages
such distribution confers (North et al., 2013 [P; OBS, case studies]; Putzel and DiJohn,
2012 [P; OBS, qualitative analysis, comparative]). As such, seeing the state as a
“political settlement” (Khan, 2010 [TC and P; OBS, case studies]) or a “political order”
(North et al., 2009 [TC and P; OBS, quantitative data analysis and historical analysis]),
which embodies a set of vested interests and power relations and establishes the rules
of the game and access to political and economic resources, is important in
understanding the conditions enabling corruption. The political settlement also shapes
the possibilities of progressive institutional change and policy reform (Putzel and DiJohn,
2012 [P; OBS, qualitative analysis, comparative]). As much of this literature focusing on
power relations and the nature of the political settlement highlights, the allocation of
rents and patronage often plays a central role in buying off groups that can threaten the
system (Acemoglu and Robinson, 2011 [TC and P; OBS, quantitative and qualitative
historical analysis, comparative]; Khan, 2006 [TC and P; OBS, descriptive statistics and
regression analysis, review of existing theory and evidence]; North et al., 2009 [TC and
P; OBS, quantitative data analysis and historical analysis]; North et al., 2013 [P; OBS,
case studies]; Putzel and DiJohn, 2012 [P; OBS, qualitative analysis, comparative]).

Over the past 15 years, Khan has developed a body of work, both theoretical and
empirically based, that seeks to explain why corruption is especially endemic in
developing countries (Khan, 2000a [TC]; 2001 [S; OR]; 2006 [TC and P; OBS,
descriptive statistics and regression analysis]; 2010 [TC and P; OBS, case studies];
2012a [TC]; 2012b [S; OR]; 2013 [P; OBS, case study]). Development and processes of
economic transformation involve the creation/entrenchment of new classes of property
owners. The state is likely to play a more important role in the economy in developing
countries (e.g. targeting subsidies/assistance to infant industries, for learning new
technologies), and needs to buy off any emerging middle-class actors who oppose being
excluded, particularly when these are well organised. This leads to increased corruption,
both political and economic, which are deeply intertwined (Khan, 2006 [TC and P; OBS,
descriptive statistics and regression analysis, review of existing theory and evidence]).

Another key challenge developing states confront is that of maintaining political and
social stability, especially in contexts of limited fiscal resources. Maintaining stability and
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fostering social cohesion in any country usually requires, among other things,
redistributing essential fiscal resources towards groups that have lost out or remain
marginalised. But in countries with a weak economic base as well as other institutional
weaknesses, there is very little fiscal space for the required redistribution to take place.
This is why patron—client networks with selective constituencies deemed to be important
for continued political support, and, ultimately, political survival, wield such power. This
patronage-based dynamic is inherently corrupt because it implies transferring resources
for the advantage of specific groups outside or alongside official channels of public
spending, while benefiting political patrons. In this respect, the distribution of rents in
states that need to maintain stability in a context of severe fiscal constraints can be seen
as more a vital functional requirement than a pathology (Khan, 2006 [TC and P; OBS,
descriptive statistics and regression analysis, review of existing theory and evidence];
Khan, 2010 [TC and P; OBS, case studies]). As DiJohn (2011 [S; OR]) has noted, in
Africa in particular, economic rents have been one of the main mechanisms through
which political stability and order are maintained.

Figure 1: Drivers of corruption embedded in political settlements in countries with a
limited fiscal base

Poor economy Severely limited Political stabilisation

(largely pre- - fiscal resources —y Using off-budget

capitalist) resources and
patronage

Politically driven
corruption to raise
off-budget resources

/\

Sufficient political Political collapse and
stability for growth end of accumulation
and accumulation to

continue

Source: Khan (2006 [TC and P; OBS, descriptive statistics and regression analysis])).

According to Khan (2009 [P; OBS, quantitative — descriptive statistics and regression
analysis]; 2012a [TC]), what matters is not so much corruption as such, but whether
rents are value-enhancing or value-reducing, and therefore whether corruption is
impoverishing or instead enables primitive accumulation and rapid growth. Whether
elites (economic, political, social) eventually use their power and influence to encourage
further economic structural transformation, or to entrench their privileged position and
access to corruption opportunities, will determine whether episodes of growth can be
capitalised on or peter out (Khan, 2012a [TC]; 2012b [S; OR]; Pritchett and Werker,
2012 [TC and P; OBS, quantitative data analysis]). Khan illustrates these dynamics at
work with case studies of value-enhancing (South Korea, Malaysia, Thailand) versus
value-reducing (India) rent systems.

2.5 Corruption and democracy/electoral competition

This section explores the question of whether regime type, and democracy in
particular, affects corruption. There is a positive and long-term correlation between
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established democracy and higher quality of governance, including lower levels of
corruption in developed countries (Acemoglu and Robinson, 2011 [TC and P; OBS,
quantitative and qualitative historical analysis, comparative]; Rocha Menocal, 2013 [S;
OR]). A long-term association also exists between a free and independent media and
reduced corruption. For example, Brunetti and Weder (2003 [P; OBS, regression
analysis]) find evidence of a significant causal relationship between more press freedom
and less corruption in a large cross-section of countries. This relationship holds using
different indicators for both corruption and press freedom. Other studies have confirmed
this finding (see Rose-Ackerman and Sgreide, 2012 [S; SR]).

Partly based on this, since the 1980s the transition to democracy across the developing
world has been viewed as a strong bulwark against the proliferation of corruption.
However, the empirical evidence yields a more differentiated picture between well-
established democracies in the developed world and those emerging more
recently. As discussed above, political systems in transition and hybrid regimes often
show worse levels of corruption than either fully democratic or fully authoritarian regimes
(Lambsdorff, 2005 [P; OBS, quantitative analysis, literature review]; Montinola and
Jackman, 2002 [P; OBS, descriptive statistics, quantitative regression analysis]).

Evidence on the effect of decentralisation on corruption also remains mixed. In theory,
decentralisation is intended to bring government and service providers “closer to the
people”. This should in turn help foster democracy at the local level, strengthen
accountability and reduce corruption. It is on this basis that the international community
has embraced decentralisation reforms since the 1990s. However, decentralisation is
by no means a linear process. As research on the linkages between decentralisation
and corruption, much of it case study-based, suggests, it should not be assumed
more local forms of government are automatically more democratic and less
corrupt (Connerley et al., 2010 [TC and P; various qualitative, comparative]). In fact,
decentralisation may be associated with more, or at least more decentralised forms of,
corruption. This is in large part because, at the local level, formal rules continue to
compete with informal understandings in ways that are not mutually reinforcing, and
weak accountability mechanisms remain prevalent (Booth and Fritz, 2008 [P; OBS,
various qualitative, literature review]).

Elections are another crucial component of democratic governance, and for a long time
the international community has pinned great expectations on their ability to promote
greater accountability. However, the picture that emerges is again mixed. It highlights
that elections may generate dynamics that can be conducive to corruption, through, for
example, patronage and vote-buying (Fox, 1994 [P; OBS, case study]; Kolstad et al.,
2008 [S; OR]; Rocha Menocal, 2005 [P; OBS, case study]).

Electoral systems themselves can have a differential impact on corruption based on
the kinds of incentives and dynamics they generate. Table 3 summarises some of the
key arguments and findings from this literature, which is both theoretical and empirically
based, with evidence drawn mostly from developed democracies. The research
suggests proportional representation (PR) systems, especially closed-list ones,
tend to be more susceptible to corruption than plurality systems. This is because
accountability linkages between voters and elected politicians are weaker and less
direct, and so corruption is easier to hide. On the other hand, PR systems have also
been shown to be more likely to produce public goods, as they are also less susceptible
to “pork barrel” politics — or the appropriation of government spending towards local
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projects intended to bring resources to a specific constituency to maintain electoral
support (Kunicova and Rose-Ackerman, 2005 [P; OBS, cross-sectional data analysis];
Persson et al., 2003 [P; OBS, cross-country regression analysis]).

Table 3: Electoral systems and corruption - exploring key linkages

Type of electoral system

Overall advantages

Overall disadvantages

Plurality/majority

Enable voters to vote for candidates
and not just for parties because
candidates appeal to voters directly
(but see disadvantages).

As such, they establish a strong
“electoral connection” between the
voter and elected politicians in terms
of geographic representation, which
makes accountability linkages
clearer and stronger.

Based on the above, they are
assumed to be less likely to
encourage corruption, essentially
because it is easier for voters and
opposition parties to monitor the
behaviour of incumbents who appeal
to voters directly.

While there is some variation between
systems, overall plurality systems are more
candidate-centred, which tends to provide
greater incentives for politics based on
the allocation of patronage, especially if the
systems encourage internal (i.e. within-party)
competition among candidates.

Are less likely to produce desirable public
goods. This is because so-called “pork barrel
politics” (or the appropriation of government
spending for localised projects secured to
benefit a narrow group of citizens often in the
politician’s home district) are more prevalent
where the electoral system is based on
candidate-centred electoral competition and
candidates need to differentiate themselves
from other candidates.

Are more prone to electoral malpractice.
This is because, by contrast, parties
operating in PR systems parties have a
greater incentive to enforce compliance with
electoral rules to protect party reputation than
in plurality systems, which gives individual
candidates greater leeway to manipulate the
rules. In addition, under plurality, in a close
contest only a small number of votes needs
to be manipulated to alter electoral
outcomes, whereas a far greater number of
votes would need to be altered in PR
systems to achieve the same result.

Proportional representation

Encourage parties to campaign
beyond the districts in which they are
strong or where the results are
expected to be close. The incentive
under PR systems is to maximise the
overall vote regardless of where
those votes might come from
because every vote goes towards
gaining another seat.

As such, they provide fewer
incentives for electoral
malpractice.

More likely to produce desirable
public goods because pork barrel
practices are less prevalent.

Accountability linkages between voters
and elected politicians are weaker and
less direct than in plurality systems
(especially in systems like closed-list PR).
This may provide greater incentives for
corruption because it makes it more difficult
to hold individual candidates or politicians for
corrupt practices.

Elected politicians depend more on their
party than on voters for their future, which
may lead to excessive entrenchment of
power within party headquarters and in the
hands of senior party leaderships.

Source: Rocha Menocal (2011 [S, OR]).

An area of research that has recently begun to emerge focuses on electoral
malpractice, or the manipulation of the electoral process in ways that benefit particular
candidates and/or political parties over others and create an unlevelled playing field.
Electoral malpractice encompasses a variety of activities, ranging from, for example, the
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location of voting centres to voter intimidation. Many are also related to corruption,
including, for instance, the abuse or manipulation of administrative resources, vote-
buying and unaccounted or illicit campaign financing. Electoral malpractice has become
an increasing problem in emerging democracies in the developing world. Though still in
its infancy, in terms of both theory-building and the generation of evidence, this literature
has begun to generate some interesting hypotheses and findings. The key argument,
supported by some data from Eastern Europe, Latin America and Sub-Saharan Africa, is
that electoral misconduct is associated more closely with plurality systems than with PR
systems (Birch, 2007 [P; OBS, cross-country regression analysis, panel data]).

A key insight that emerges from this literature is that no electoral system is perfect —
there are always trade-offs involved (e.g. candidate/personal influence vs. party
coherence; accountability to voters vs. accountability to the party; incentives for pork
barrel vs. corruption; the provision of public goods vs. the provision of more targeted
ones; etc.) (Rocha Menocal, 2011 [S; OR]).

2.6 Corruption and natural wealth: the resource curse

There is a rich literature around the so-called “resource curse”. Ample evidence from
across the developing world shows countries rich in natural resources also tend to be
highly corrupt and poorly governed, in part because of the dynamics and incentives
extractive resources tend to generate for the ruling elites (Acemoglu and Johnson, 2005
[P; OBS, regression analysis]; Humphreys et al., 2007 [TC]; Vicente, 2010 [P; QEX,
survey data, standard two-stage sampling design, quantitative regression analysis]).

Findings from research on the political economy of resource management highlight that
increased autonomy of the state from its citizens reduces the need for state leaders to
develop long-run broad-based political bargains with different groups in society (Sogge,
2006 [P; OBS, case study]). The abundance of oil and diamonds, as well as other
minerals such as gold, has been a (if not the) leading factor in undermining
accountability, disarticulating the link between state and society and enabling those who
rule to command vast patronage networks while remaining indifferent towards the
population at large. Among other things, the fact that the state does not depend on its
people to raise revenue helps generate a widespread perception that public services are
a favour from the state rather than a right that can be demanded, and it therefore
profoundly undermines vertical accountability processes (Moore, 2004 [TC and S;
OR]; Unsworth, 2010 [TC and P; OBS, comparative case studies]) (see also the
discussion in Chapter 4.7 on trust and legitimacy and why corruption can undermine the
links between state and society). The case of Angola may be particularly emblematic of
this (see Box 4). In addition, the way mineral endowments and extractive rents are
distributed can have a considerable effect on conflict and poses challenges to the
peaceful co-existence between groups in society (Collier, 2006 [TC and S; OR]; DiJohn,
2002 [TC and S; OR]; Le Billon, 2012 [TC and S; OR]; Williams, 2010 [P; OBS,
guantitative regression analysis]) (for a further discussion see Chapter 4.8).

Box 4: The political economy of mineral wealth in Angola

Angola today remains one of the most poorly governed countries in the world, despite
spectacular levels of economic growth over the past 10 years. Such growth, driven mainly by
oil and diamonds, often in partnership with large, international private sector companies, has
not been broad-based and has not benefited the majority of the population. Power and
resources remain heavily concentrated in the hands of the ruling party (the People’s Movement
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for the Liberation of Angola) and the executive and the political system continues to thrive on
clientelism, patronage and corruption.

Source: Hodges (2004 [P; OBS, case study]).

In addition, despite a growing number of initiatives at both the international and the
domestic level to increase transparency in this area (e.g. the Publish What You Pay
campaign and the Extractive Industries Transparency Initiative (EITI) — see Chapter
5.5), revenues from oil and other mineral extraction remain opaque and poorly
accounted for in general. In this respect, responsibility cannot lie with governments
in developing countries alone.

There is evidence to suggest one set of actors is particularly important for the
developmental impact of natural resources: the private sector (Kolstad et al., 2008 [S;
OR]; Mehlum et al., 2006 [P; OBS, literature review and quantitative regression
analysis]). As several analysts have argued, foreign corporations often face perverse
incentives to engage in corrupt behaviour, including, for example, the bribing of officials
for contracts. In addition, “oil firms and other international corporations are major
practitioners in promoting tax avoidance and evasion”, and their practices have helped
reinforce corruption patterns and behaviour in-country (see, e.g., Hodges, 2004 [P;
OBS, case study]; Sogge, 2006 [P; OBS, case study]). Thus, global drivers of (poor)
governance also play an important role in undermining a state’s need to raise revenue
through its own citizens and in weakening accountability relations between state and
society.

2.7 Corruption as embedded in social relations?®

Ethnographic approaches to corruption focus on the importance of sociocultural
norms and practices for understanding corrupt behaviour, stressing that culture is a
dynamic social construct that interacts with the broader political and economic
environment. Three main findings emerge from this kind of ethnographic research on the
functioning public administrations, especially in Africa (Anders, 2005 [P; OBS; case
study]; Blundo and Olivier de Sardan 2006 [TC and P; OBS, literature review,
ethnographic research]).

First, there is evidence that the public sector in some Sub-Saharan African countries is
undergoing a process of “informal privatisation”. Rather than signifying an absence of
rules, this process is characterised by an excess of complex de facto norms that are
at odds with formal rules and blur the boundaries between licit and illicit practices.

Second, the boundaries between corrupt practices and other behaviour or actions
are often difficult to define because corruption is situated within wider everyday
practices that are not corrupt but often facilitate and legitimise corruption. Interactive and
dynamic networks are a pervasive feature of the social landscape in Africa and are an
essential element of the everyday strategies those working in and using public
administrations and services adopt. This points to the normative importance of social
ties, or the moral imperative to help one’s kin (Anders, 2005 [P; OBS; case study];
Olivier de Sardan, 1999 [TC]). Personalisation of relationships with public officials is
therefore a preventive strategy, one that necessitates continual investment in the form of

® This discussion draws on Kolstad et al. (2008 [S; OR]).
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material and non-material gifts to provide insurance against future needs (Blundo and
Olivier de Sardan, 2006 [TC and P; OBS, literature review, ethnographic research];
Sissener, 2001 [TC and S; OR] on similar findings in China and Russia). Situating some
forms of corruption within social exchange challenges the simplistic notion of corrupt
public officials seeking private gain (Sissener, 2001 [TC and S; OR])).

Lastly, social behaviour, including whether or not a corrupt practice is perceived as
being legitimate, must be understood in context and relates to both scale and
circumstances (Blundo and Olivier de Sardan, 2006 [TC and P; OBS, literature review,
ethnographic research]; Sissener, 2001 [TC and S; OR]). For example, favouritism in
public services is widely denounced, but is perceived to have social legitimacy.
lllegitimate corruption is therefore often that which transgresses social perceptions
relating to excess, greed or selfishness (i.e. where benefits are not redistributed) or
corruption that involves theft of private, rather than public, resources (Blundo and Olivier
de Sardan, 2006 [TC and P; OBS, documentary review, ethnographic research]; Chabal
and Daloz, 1999 [TC and P; OBS, historical analysis]; Olivier de Sardan, 1999 [TC];
Sissener, 2001 [TC and S; ORY]).

2.8 Corruption and international aid

As Fritz and Kolstad (2008 [S; OR]) have noted, several studies have examined how aid
flows affect the level of corruption in partner countries. A basic theoretical rationale for
these types of studies is that aid is a type of windfall, which may cause groups and
individuals to vie for a portion of it, resulting in increased rent-seeking activities and
corruption.

The evidence from cross-country econometric studies as to whether aid causes
corruption remains inconclusive. Undertaking a series of cross-country empirical tests,
Knack (2001 [P; OBS, cross-country regression analysis]) finds aid is positively related
to corruption. In another quantitative analysis, however, Tavares (2003 [P; OBS,
quantitative regression analysis]) finds instead aid decreases corruption. Dalgaard and
Olsson (2006 [P; OBS, cross-country regression analysis]) find aid decreases corruption
at low aid levels but increases it at high aid levels.

Although there is no consistent evidence aid increases corruption, there is evidence aid
may cause corruption in countries with certain characteristics, and specific donor
practices can induce corruption. Svensson (2000 [P; OBS, quantitative regression
analysis]) performs a cross-country study in which aid is interacted with the level of
ethnic fractionalisation in a country. He finds aid increases corruption in countries whose
population is highly fractionalised, whereas it reduces corruption in more homogeneous
countries. In other words, where there are many distinct groups fighting for the extra
resources aid represents, aid appears more likely to have a detrimental effect in terms of
rent-seeking and corruption.

Similarly, certain donor practices appear to have led to corruption. There are numerous
instances of corruption in aid projects. Moreover, well-intended conditions imposed by
donors have had seriously negative consequences in terms of corruption. A frequently
used example is donor-induced rounds of privatisation, which domestic elites have taken
advantage of in order to enrich themselves. Lax donor control and follow-up that
characterise much humanitarian aid also increase opportunities for corruption (Schultz
and Sgreide, 2006 [S; OR]). Donor behaviour or privileges in partner countries — such as
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donor tax exemptions — may also help undermine social norms, rather than help build
tax compliance.

Some studies have also argued that ongoing donor support to corrupt (and often
authoritarian) governments/states has helped sustain and recreate corruption and
entrench their power even further. In a study of Mozambique, for example, Hanlon (2004
[P; OBS, case study]) suggests that, in order to obtain other objectives, donors have
effectively turned a blind eye to corruption and encouraged state capture. Tangri and
Mwenda (2006 [P; OBS, case study]) present a similar argument for the case of
Uganda. According to them, aid has provided the government with public resources to
sustain the patronage basis of the regime, which, they argue, has helped prop up a
corrupt state.

An important implication from this is that disbursement pressure and the need for
success stories can have detrimental effects in terms of corruption, because they
generate dynamics and incentives to continue to provide funds to governments
irrespective of whether they may be corrupt and/or prone to misuse aid resources
(Easterly, 2001 [TC and P; OBS, qualitative]). The point remains valid today given the
strong focus donors are now placing on demonstrating results and value for money in
the short term (Unsworth, 2010 [TC and P; OBS, comparative case studies]).

An alternative body of research suggests aid does not always generate incentives
that facilitate or perpetuate corruption. As Paul Collier (2006 [TC and S; OR]) has
argued, in cases where countries are more dependent on international assistance, aid
may actually help contain corruption because it comes with some conditions attached.
Mozambique can be seen as an example of this, where, since the 1990s, increasing
donor reliance on aid (especially in terms of general budget support (GBS) as opposed
to assistance based on a multiplicity of short-term projects) has had a positive impact on
the quality of governance (Batley et al., 2006 [P; OBS, case study]). As noted by
Hodges and Tibana (2004 [P; OBS, case study]), for instance, “through the policy
dialogue and conditionality associated with GBS and sector wide support, donors have
clearly influenced the government’s agenda, encouraging reforms even in areas such as
governance and public sector management where elite interests are embedded”.

2.9 Conclusion

Corruption is a complex and multi-faceted phenomenon that can take a variety of
forms. The literature identifies a wide variety of political, institutional, administrative,
social and economic factors, both domestic and international, as important in enabling
and fomenting corruption.

Weak governance emerges from the evidence review as one of the fundamental
leading causes of corruption. The political and economic opportunities that different
political systems present, as well as the strength and effectiveness of state, social and
economic institutions, shape the conditions in which corruption can thrive. Centralisation
of power, lack of political competition and weak accountability mechanisms afford too
much discretion. The evidence points to corruption tending to be especially prevalent in
so-called ‘neo-patrimonial’ systems where:

e There is weak separation of the public and private spheres, which results in the
widespread private appropriation of public resources;
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e Vertical (e.g. patron—client) and identity-based (e.g. kinship, ethnicity, religion)
relationships have primacy over horizontal (e.g. citizen-to-citizen or equal-to-equal)
and rights-based relationships; and

e Politics are organised around personalism or “big man” syndrome, reflected in the
high centralisation of power and patron—client relations replicated throughout society.

Weak institutions are a crucial factor enabling corruption, but institutions themselves
reflect power dynamics. The fundamental power distribution in the political system and
society, and the (dis)advantages such distribution confers, shapes how institutions work.
This is also reflected in the key role political and economic elites play in determining
corruption dynamics.

A key challenge confronting states in the developing world is that of maintaining
political and social stability, especially in contexts of limited fiscal resources. As a
result, the allocation of rents and patronage often plays a central role in buying off
groups that can threaten the system. This requires resources that are often available
only through corruption.

Also, the literature suggests countries undergoing processes of political and
economic transition are particularly susceptible to corruption. Political systems in
transition and hybrid regimes often show worse levels of corruption than either fully
democratic or fully authoritarian regimes, meaning newly democratised countries may
actually experience increasing levels of corruption.

The resource curse emerges as a critical factor in the prevalence of corruption.
Improperly managed, an abundance of natural resources can enable those who rule to
command vast patronage networks while not meeting the needs of their citizens.

In summary, the evidence shows corruption dynamics are shaped by the interaction
between political, social and economic processes. Corruption results from complex
interactions and relationships between a variety of actors, organisations (including within
the state; private sector and other organised civil society; more individualised linkages,
etc.) and institutions, both formal and informal, at different levels (international, national,
subnational). This includes the interface between the rules of the game (formal and
informal), the incentive structures that motivate individual and group conduct (including
the belief systems and ideas that guide preferences and behaviour) and how power is
distributed between individuals, groups and/or organisations. The collective, rather
than simply individual, nature of corruption is also highlighted, with an emerging
discourse that sees corruption not only as a principal-agent but also as a collective
action problem.
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3. The gender dimensions of
corruption

3.1 Framing the debate on corruption and women

A World Bank research team sparked the debate on gender and corruption with the
empirical finding that gender representation in political systems is significantly related to
corruption at the country level: a higher percentage of women in government is
associated with lower levels of corruption (Dollar et al., 2001 [P; OBS, cross-country
regression analysis]). Additional studies have provided some evidence gender has a
significant impact on corruptibility at the micro level: female managers tend to bribe less
than their male counterparts (Gideon et al., 2001 [P; OBS, survey]; Swamy et al., 2001
[P; OBS, cross-country regression analysis]) and women are less tolerant than men in
their attitudes towards corrupt behaviour (Alatas et al., 2009 [P; EXP, lab experiment];
Frank and Schulze, 2000 [P; EXP, lab experiment]; Gatti et al., 2003 [P; OBS, survey];
Swamy et al., 2001 [P; OBS, cross-country regression analysis]; Torgler and Valeyv,
2006 [P; OBS, survey]).

However, many questions on the relationship between gender and corruption remain
unresolved in the existing literature, in part because of methodological challenges.
Although multiple sources have revealed strong correlations between low corruption and
women’s empowerment based on cross-country data, the causal mechanisms behind
the possible relationship between gender and corruption have not been clearly
identified and have not yet been convincingly demonstrated. This raises
considerable doubts as to whether simply increasing women’s voice and
representation in government is likely to be effective as an anti-corruption policy
tool.

Referencing a broad array of relevant literature from political science, economics and
psychology, several mechanisms can be employed to explain the relationship between
gender and corruption. Some of the most prominent hypotheses include the following:

e Women perceive corrupt behaviour as “risky” and tend to be more risk-averse than
men.

e Women tend to be more “moral” than men.

e Women experience greater social pressures against “taboo” corrupt behaviours.

e Women are excluded from “old boys’ networks” of corruption and/or similar all-female
networks are less likely to form.

e Women react more strongly against corruption because they tend to be less exposed
to corruption in politics or business.

The analysis below focuses mainly on findings from laboratory experiments as

this approach has yielded some traction in identifying specific potential causal
mechanisms relevant to the relationship between gender and corruption.
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3.2 A review of existing evidence on corruption and gender

Figure 2: The evidence base on gender and corruption
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Several empirical studies have suggested there is a relationship between gender and
corruption, and, in particular, that women are less likely to be corrupt than men. A World
Bank study by Dollar et al. (2001 [P; OBS, cross-country regression analysis]) finds
higher representation of women in government is associated with lower levels of
corruption: a 1-standard deviation increase in the percentage of women in parliament
leads to a 10% decline in corruption, using the International Country Risk Guide (ICRG)
corruption perceptions index in a multivariate regression analysis on a sample of over
100 countries in developed and developing countries, controlling for other indicators of
social and economic development. The authors conclude their findings are consistent
with other social science literature, suggesting “women may have higher standards of
ethical behaviour and appear to be more concerned with the common good”.

A second leading early study on gender and corruption, by Anand Swamy, Stephen
Knack, Young Lee and Omar Azfar (Swamy et al.,, 2001 [P; OBS, cross-country
regression analysis]), has three major findings:

1. Large shares of women in parliament and in the labour force are associated with
lower corruption across countries.

2. Women managers are less frequently involved in bribery than men.

3. Women have more critical attitudes towards the acceptability of bribery than men.

The authors’ first finding is based on a cross-country analysis with slightly different
specifications than in Dollar et al., including using Kaufmann et al.’s (1999) “graft index”
instead of the ICRG index. Their second finding is based on responses to the World
Bank’s Business Environment and Enterprise Performance Survey (BEEPS) question,
‘How frequently do the officials providing the service require unofficial payments?”,
conducted for enterprises in the country of Georgia. The third finding is based on data
on corruption perceptions from the World Values Survey.

30



These observational studies have been critiqued on the grounds that they are unable to
demonstrate a causal relationship between gender and corruption and rely too heavily
on subjective, perception-based measures of corruption, which may be weak proxies for
actual levels of corruption. As Swamy et al. (2001 [P; OBS, cross-country regression
analysis]) acknowledge, for example, a notable limitation in the third section of their
analysis is that World Values Survey data are based on self-reported responses about
hypothetical opportunities for corruption. Their findings are surprisingly consistent
through the different survey questions — women express less tolerant attitudes than men
towards each of 12 different hypothetical examples of corruption (tax evasion, accepting
a bribe, avoiding a fare on public transport, etc.). However, observed gender differences
in perceived corruption might merely reflect inclinations to acknowledge corrupt
tendencies, rather than implying a gender-based difference in actual behaviour.

3.3 Exploring causal mechanisms

Laboratory experiments provide some relevant complementary insight into potential
hypotheses on the connection between gender and corruption observed in the literature
cited above. The analysis below discusses these hypotheses in detail, with a brief
review of supporting evidence for each.

Risk aversion

Hi: Gender differences in risk aversion account for variation in corrupt behaviours
between men and women.

If bribery is considered “risky behaviour”, different levels of risk aversion between men
and women could explain part of their different willingness to engage in corruption. In a
meta-analysis of 150 psychological studies on over 100,000 experimental participants,
Byrnes et al. (1999 [S; OR]) find significant differences in risk aversion between
men and women. Corruption may be similar to other examples of “risky behaviour” in
which men and women tend to engage differently, such as crime, drinking, gambling or
investing.* While a few studies have suggested differences in risk aversion between the
sexes may be exaggerated (Casari et al., 2005 [P; EXP, lab experiment]; Harrison et al.,
2005 [S; ORY]), a substantial number of studies have found women tend to be more risk-
averse (Barsky et al., 1997 [P; EXP, lab experiment]; Croson and Gneezy, 2004 [S; OR];
Donkers et al., 1999 [P; OBS, survey]; Holt and Laury, 2002 [P; EXP, lab experiment]).
Eckel and Grossman (1998 [P; EXP, lab experiment]), for instance, find women are
significantly more risk-averse than men in a variety of different types of games. On the
specific issue of corruption, Schulze and Frank (2003 [P; EXP, lab experiment]) find
some evidence risk aversion contributes to gender differences in willingness to
accept bribes. Women and men exhibit no differences in bribing behaviour in the
authors’ non-risk experimental situation, but women are less willing to accept bribes in a
more risky situation.

Morality

H,: Gender-specific differences in “morality” affect willingness to engage in corrupt
behaviour.

* See Eckel and Grossman (1998 [P; EXP, lab experiment]) and Eckel and Wilson, 2004 ([P; EXP, lab experiment]) for a review of
literature and citations.

31



There is some evidence for the hypothesis that women have different “moral standards”
than men in terms of greater altruism or concern for the public, although this question is
still debated. Eckel and Grossman (1998 [P; EXP, lab experiment]) find women are
more likely than men to punish selfish behaviours of others in a sequential game, even
where their actions come at a high cost. This result might extend to the area of
corruption in suggesting women may be more effective monitors or whistle-blowers. In
contrast, Bolton and Katok (1995 [S; OR]) find men and women display no significant
differences in altruism in experimental dictator games in which an individual (the
dictator) must decide how to distribute a sum of money between him/herself and one
other person (the recipient). As with the conclusion about risk aversion, although
differences in “moral” standards of altruism or preferences towards public goods
provision may help explain the relationship between gender and corruption, more
evidence is needed to explore the importance of this mechanism relative to other
potential factors.

Susceptibility to social context and social taboos

Hs: Gender differences in susceptibility to the social context surrounding corrupt
behaviours account for variation in corrupt behaviours.

Another hypothesis is different social contexts may elicit different gender-specific
responses to corrupt opportunities. Differences in men’s and women’s susceptibility
to corruption may depend on social context. It may also be exacerbated if the act of
corruption is incompatible with societal norms with respect to women’s behaviour. There
may be sgcial taboos against engaging in corruption that apply specifically to women, for
example.

Gilligan (1982 [P; OBS]) finds women are more likely to view decisions about morality
and fairness “with greater consideration of the circumstances surrounding the decision”,
whereas men are more likely to view fairness in abstract, absolute terms. Croson and
Gneezy (2004 [S; OR]) note women have shown themselves in several experiments to
be more sensitive than men to social contexts. For example, there is greater variation in
female behaviour than in male behaviour across experiments with similar incentives but
different levels of social contact between players (Eckel and Wilson, 2004 [P; EXP, lab
experiment]; Solnick, 2001 [P; EXP, lab experiment]). In a series of experiments on
microfinance groups in Zimbabwe, Barr and Kinsey (2002 [P; EXP, lab experiment]) find
women are more responsive to social sanctions as punishment for corrupt behaviour,
and conclude sharing (in terms of what different players contribute for the collective) and
shaming are both gendered culture effects.

Single-sex group dynamics

H4: Group-level corrupt behaviours depend on the gender composition of the group.
There may be different behavioural dynamics in all-female groups compared with all-
male groups.

® See Buss and Shackelford (1997 [S; ORY]), p.611.
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Given that corruption often occurs within group settings and networks (e.g. social
networks, political bureaucracies or firms), it is important to consider the possibility that
group-level characteristics will mediate any effects of an individual’'s gender on corrupt
behaviour. If corruption is more common among single-sex groups, regardless of
whether they are all-female or all-male, it would suggest the formation of “old boys’
networks” of corruption might be equally likely to occur in all-female networks. This
might imply any real-world corruption-reducing effect from bringing women into political
power may diminish over time as enough women enter politics. On the other hand, if all-
female groups are significantly less likely to engage in corruption, it would lend support
to the hypothesis that women are less corrupt.

Henrich et al. (2001 [P; EXP, ultimatum game]) find in their study of ultimatum games in
Africa and Mongolia that the effects of group-level characteristics may in some cases
dominate individual-level characteristics. Gokcekus and Mukherjee (2002 [P; OBS,
survey]) find a rising percentage of women in government is associated with falling
levels of perceived corruption only as long as the percentage of women remains below
45%. After this point, higher percentages of women’s participation may have a reverse
effect, as in Bulgaria. After a certain critical mass of women is reached, the authors find
women seem to take part in corruption similarly to men — perhaps they gain access to
“old boys’ networks” or perhaps they manage to create “girls’ networks” of corruption
among themselves. Goetz (2007 [S; OR]) similarly suggests women may be equally
likely to engage in corruption when allowed to conduct business among
themselves, noting several examples where corruption has taken root in all-female
networks, such as women-led microcredit programmes and those of female nurses in
clinics.

Exposure to corruption

Hs: Gender differences in attitudes and behaviour towards corruption may depend on
exposure to corruption in daily life, politics and business over time. Women may
display a greater initial aversion to corruption that gradually disappears as they
become more familiar with potential opportunities for corruption.

As some literature has suggested, women’s apparent aversion to corruption may be
associated simply with a lack of familiarity with the inner workings of corrupt networks
owing to their lower representation in the labour force and in politics (Goetz (2007 [S;
OR]; Swamy et al., 2001 [P; OBS, cross-country regression analysis]). It is also possible
that women’s relative newness in business and political circles may fuel a desire to
prove their worthiness and integrity on first entering into employment or taking political
office. This raises questions about whether women’s attitudes and willingness to
become involved in corruption or corrupt networks may gradually increase as women
become better represented in the public and private sectors and as their exposure to
corruption increases over time.

A related possibility is that gender-based expectations about corruptibility may turn into
self-fulfilling prophecies: if women are presumed to be less corrupt, they may be offered
bribes less frequently regardless of their actual willingness to pay bribes. In other words,
differences in observed behaviour may be driven simply by expectations about corrupt
behaviour across genders.
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3.4 Conclusion

While there are many potential reasons to expect a significant relationship between
gender and corruption, existing evidence is insufficient to conclude that raising the
percentage of women in government per se is likely to lower corruption levels. Much of
the recent literature suggests women are not necessarily or automatically prone to
be less corrupt than men, and the relationship between gender and corruption may be
highly dependent on the social conditions in which opportunities for corruption arise.
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4. Effects of corruption:
costs and broader impacts

Chapter 2 of this Evidence Paper sought to explain the conditions under which corrupt
activities are most likely to thrive. This chapter explores a range of potential costs of
corruption. The analysis below considers the challenges of measuring the costs of
corruption before assessing 1) the macroeconomic cost to national economic income
and/or growth; 2) microeconomic costs to businesses; 3) impacts on the poor through
inequality; 4) impacts on public service delivery; 5) impacts on state legitimacy; 6)
impacts on stability; and 7) impacts on the environment. The current chapter relates
strongly to Chapter 2 by exploring whether or not corruption is more or less detrimental
depending on the quality of governance.

Figure 3: The evidence base on the costs and broader impacts of corruption
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A semi-systematic search of literature relating to economic/financial costs yielded
some 200 articles of potential relevance. Out of these, 84 were selected for further
review. A search strategy based on expert recommendation, hand-searching and
snowballing was used to identify literature relating to non-financial costs/broader
impacts. This search yielded 88 articles that were selected for further review (see Figure
3 above).
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4.1 Estimating the costs/impacts of corruption

Estimating the costs of corruption is made difficult by measurement challenges (Galtung,
2005 [TC]; Heller, 2009 [TC]). The principal measurement difficulties are 1) varied
understandings of the term ‘corruption’; 2) differences between perceived and actual
levels of corruption; 3) aggregation problems, when data from different corruption
surveys are compiled to generate a single figure (e.g. in Transparency International’s
Corruption Perceptions Index [CPI]); and 4) the limited range of methodologies that can
adequately demonstrate causal relationships between corruption and growth (as
opposed to merely associational links).°

Differences in understanding

Multiple survey respondents, within and across surveys, may understand the concept of
corruption differently, posing an inherent risk to many measurement instruments.’
Practices such as nepotism, for example, have highly societally specific definitions
(Johnsgn and Mason, 2013 [TC]). This poses particular risks when different
measurement instruments are combined to produce an aggregate measure.

Such differences in understanding are also widespread within the academic community.
A country characteristic that one researcher or survey instrument describes as
“corruption”, another may describe as “quality of governance” or “institutional capacity”.

Experience vs. perception

Some surveys pose guestions relating only to perceptions of corruption. Actual levels of
the phenomenon may be very different. Increasingly, surveys seek to measure the
experience of corruption, especially bribery, instead. Regional corruption barometers,
the UN Interregional Crime and Victimization Survey and the World Bank’s World
Business Environment Survey all gather data about actual experience of corruption.

Even experience or victimisation data pose problems. Some types of corruption (e.g.
grand corruption) are not experienced by large numbers of ordinary people, and are not
captured by experience surveys.

The use of indirect instruments can help overcome measurement challenges.
Quantitative Service Delivery Surveys or the Business Environment and Enterprise
Performance Survey (BEEPS) are considered to provide reliable measures of petty
corruption, although they are used only infrequently in the research literature (Reinikka
and Svensson, 2003b [TC]).

Demonstrating causality

Where both corruption and obstacles to growth exist, it can be difficult to demonstrate
the former is causing the latter. This can be addressed partly by the use of longitudinal
research methodologies, tracking both corruption and economic growth over time.

® Daniel Treisman (2002 [P; QEX, regression analysis]) suggests “indices do not correlate as highly as one might expect with
citizens’ actual experiences with corruption as measured by surveys of business managers and other victims” and recommends we
“refine and gather more experience-based measures of corruption”. See also Donchev and Ujhelyi (2014 [TC]) and Olken (2009 [P;
OBS, survey)).

See, for example, Clausen et al. (2011 [P; OBS, cross-country survey]).
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However, much of the existing research is based on cross-sectional (i.e. “snapshot in
time”) methodologies.

A further challenge to demonstrating the economic or financial costs of corruption is the
presence of “confounding” factors that influence both the level of corruption (the
presumed cause) and the economic output (the presumed effect). Finding valid
instruments (factors that affect corruption but not economic output) is hard.

4.2 Macroeconomic costs of corruption

Discussions of the economic effects of corruption often congregate around questions of
whether corruption either greases or sands the wheels of economic growth and
development. Those supporting the “greasing the wheels” hypothesis (e.g. Huntington,
1968 [TC]; Leff, 1964 [TC]) argue corruption facilitates trade. It may save time and afford
efficiencies to businesses in poor governance environments by allowing the private
sector to circumvent cumbersome or heavily centralised governance structures.
Conversely, the “sanding the wheels” position argues corruption puts costs on services
that should be provided free of charge. It creates uncertainty for businesses, prompting
them to reduce investments, in turn harming growth.

The answer as to whether corruption “greases” or “sands” the wheels of growth may rely
on the prevailing socioeconomic conditions: this is to say that, as a phenomenon, the
trade-off between its benefits and its costs may be more marginal in some states or
institutional environments than in others.

Systematic review

Ugur and Dasgupta (2011 [S; SR]) systematically review the costs of corruption to
economic growth at a macroeconomic level, and provide a meta-analysis. Their study
surveys 55 empirical studies (and 596 estimates of costs). They find that, in low-income
countries (LICs), a 1-unit increase on the Corruption Perceptions Index (CPI) is
associated with a reduction in gross domestic product (GDP) per capita growth rates of
0.07%. Across all countries (low, middle and high income), the effect is 0.12 percentage
points. This suggests the effect on low-income economies is actually less severe than
that on middle- and high-income economies.

The indirect effects of corruption on growth (i.e. measured by public financial revenue
flows and levels of human capital) are even stronger: minus 0.23 percentage points for
LICs and minus 0.29 percentage points overall.

Conversely, with regard to investment, Ugur and Dasgupta’s meta-analysis suggests
corruption may have a positive effect. For LICs, a 1-unit increase on the CPI increases
investments by on average 0.12 percentage points. However, this estimate is based on
only three studies, one of which reports a negative effect.

Beyond the systematic review

Whilst Ugur and Dasgupta’s work serves as a helpful “best estimate” of the
macroeconomic costs of corruption, it somewhat masks the substantial diversity of
findings in the literature, which are explored in greater depth below.

37



The body of research is characterised by a variety of cross-country cross-sectional
studies (i.e. studies that consider growth and corruption in several countries but at only
one point in time) and by cross-country panel studies, which contain a longitudinal
element (i.e. multiple measurements across time). The temporal dimension of panel
studies makes them methodologically more robust.

Table 4: Selected findings from the literature on the economic costs of corruption

Attila (2009)

country panel study using
victimisation data with an
instrumental variables
approach. 74 countries.

Author Research type, design, Claimed nature and size of effect
method
Dreher and Primary, observational, cross- | A 1-point increase in their selected corruption index reduces
Herzfeld country, cross-sectional data growth by 0.13 percentage points. The estimate includes indirect
(2005) with regression analysis. effects through government expenditures, investment, foreign aid
and inflation as well as the direct effect of corruption on growth.
Gyimah- Primary, observational, panel An increase of corruption by 1 standard deviation reduces growth
Brempong survey data. per capita by 0.4 percentage points in OECD and Asian
and Munoz countries. In Latin America, it reduces growth per capita by 0.64
de Camacho percentage points; in African countries, it decreases it by 0.75
(2006) percentage points.
Rahman et Primary, observational, cross- | An increase in corruption by 1 standard deviation reduces
al. (2000) country study using ICRG risk | economic growth by 0.79 percentage points. On this basis, had
of corruption measure for 79 Bangladesh’s levels of corruption been comparable with those of
countries, 1990-1997. Poland at the beginning of the time series, its growth rate would
have increased by 2.1 percentage points. This higher growth rate
would have resulted in an absolute income level 18% higher than
was recorded.
Andvig and Primary, observational, cross- | A 1% increase in police corruption causes a decrease in GDP

per capita of approximately 0.6%. This suggests that if Nigeria’s
levels of police corruption were reduced to those of the Czech
Republic, for example, real income per capita could be 2.9
percentage points higher.

regression analysis.

Mo (2001) Primary, observational, cross- | Mo’s results show a 1-unit increase on the corruption index leads
country panel data with to a reduction of the growth rate by 0.54 percentage points. Of
regression analysis, 1975- this effect, 53% is explained by the effect of corruption on political
1985. instability, and, in turn, the effect of political instability on growth.

Haque and Primary, observational, cross- | An increase by 1 standard deviation of corruption reduces

Kneller country panel data with economic growth by about 5 percentage points.

(2008) regression analysis for 66
countries, 1970-2000.

Swaleheen Primary, observational, cross- | A 1-standard deviation increase in corruption reduces growth

(2011) country panel data with rates by 0.12 percentage points.

Corruption, “good governance” and institutions

It is commonly held that “good governance” is necessary for development to occur. By
implication, this suggests corruption must be bad for development. Empirical studies
propose a more complex picture (Carothers and de Gramont, 2011 [TC and S; OR];
Norris, 2011 [TC and S; OR]; Zhuang et al.,, 2010 [P and S, OBS; quantitative data
analysis and literature review]). A substantial body of research suggests corruption
levels do not directly determine economic development rates. Many other governance
parameters besides corruption may in fact be much more important.

In a study of developing countries across Asia, Zhuang et al. (2010 [P and S; OBS,
guantitative data analysis and literature review] — see Box 5) find government
effectiveness, the rule of law and regulatory quality are more strongly associated with
economic development than are corruption, voice and accountability (V&A) or political
stability.
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Box 5: Governance indicators and growth in Asian developing countries

A study examining the linkages between each of the six governance dimensions in the World
Bank’s World Governance Indicators and 1) growth and 2) inequality in a variety of countries in
Asia, both developed and developing, between 1998 and 2008 found the following:

e The dimensions of governance/institutional quality that have significant power in
explaining the cross-country differences in growth performance in developing Asia are
government effectiveness, regulatory quality and rule of law.

e V&A was not a critical driver of growth performance in these countries — and, in fact,
countries with lower rankings in V&A had much greater growth rates than those with a V&A
surplus. The relationship remained even after oil-rich countries were removed from the
sample.

e The same paradoxical result applied to political stability.

e Corruption did not seem to have a meaningful impact on growth, with both countries that
had better control of corruption and those with poorer control growing at very similar rates.
In terms of inequality, the only governance indicator making a relatively significant
difference to the Gini index is control of corruption, but with the direction counterintuitive to
what theory predicts: the average value of the Gini indexes of the economies with better
control of corruption was higher (meaning inequality is higher) than for the economies with
less effective control of corruption (0.43 compared with 0.37).

Source: Zhuang et al. (2010 [P and S; OBS, quantitative data analysis and literature review]).

The literature surveyed in this study also suggests that, in general, countries that today
are wealthy also tend to be better governed, even if the direction of causality (i.e.
whether countries are wealthy because they are better governed or are better governed
because they are wealthy) has proven difficult to establish conclusively (Carothers and
de Gramont, 2011 [TC and S; OR]; Norris, 2011 [TC and S; OR]; Zhuang et al., 2010 [P
and S; OBS, quantitative data analysis and literature review]). There is no correlation
between conventional sets of “good governance” indicators (and corruption in particular)
and the speed of development (Meisel and Ould Aoudia, 2007 [P; OBS, quantitative
data analysis, review of theory]). Variations in growth performance over the short to
medium term are not related to differences in governance as understood by
conventional “good governance” prescriptions, including corruption, in any meaningful
way (Williams et al., 2009 [S; OR]). As Khan (2006 [TC and P; OBS, descriptive
statistics and regression analysis, review of existing theory and evidence]) has shown,
studies comparing more/less successful developing economies find no significant
difference in the quality of governance.

Similarly, Hausmann et al. (2004 [TC and P; OBS, quantitative regression analysis])
analyse more than 80 episodes of growth acceleration over a 50-year period. They find
growth accelerations have occurred under a wide variety of institutional and policy
regimes that are more or less corrupt. During the period 2003-2007, virtually every
country worldwide experienced relatively strong growth under very different kinds of
institutions, governance dynamics and levels of corruption. Rodrik (2007 [TC and S;
OR]) argues many countries are growing rapidly even though they do not conform to the
idealised model of “good governance” (consider, e.g., Brazil, Cambodia, China, Ethiopia,
Mexico, South Africa, Vietnam, etc.).

Further, the 13 countries identified by the Commission on Growth and Development
(2008 [P; OBS, guantitative and qualitative analysis, comparative]) as having achieved
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at least 25 years of high growth (at least 7%) in the post-World War 1l era to 2005 also
vary (Rocha Menocal, 2013 [P and S; OBS, qualitative and quantitative analysis]).

A key message that emerges from the analysis above is that, while a body of literature
shows corruption can have a negative impact on economic growth, there is
considerable variation in estimating what the cost of corruption on growth is.
Some studies find the cost is quite high; others find it is much lower. This variation can
be attributed in part to different study set-ups, different corruption measures, etc. A
considerable challenge is that the evidence on which many of these different findings
are based is often mixed and remains limited (e.g. in terms of numbers of cases or
observations), and it is difficult to attribute causality to corruption given the difficulties
of disentangling the effects of other variables present.

Moderating factors

Some research looks at whether or not particular institutional configurations can mitigate
or moderate corruption, or indeed whether corruption is likely to be more or less
damaging to development depending on different institutional arrangements.

Méon and Weill (2010 [P; OBS, cross-country panel study]) find countries with high-
quality regulatory systems increase their productivity where corruption is reduced.
However, countries with low-quality regulatory systems, for example El Salvador, would,
all things being equal, reduce their productivity when reducing corruption. These findings
suggest not only that corruption is more likely to be found in poor governance
environments (see Chapter 2) but also that it is likely to be less damaging in such
environments.

In a similar vein, Aidt et al. (2009 [TC and P; OBS, cross-country regression analysis])
find corruption has a significant negative effect on economic growth in states with good
political institutions, but no effect where political institutions are weak.

On the other hand, Drury et al. (2006 [P; OBS, panel data from 100 countries]) find
increasing levels of democracy may mitigate for the growth effects of corruption. Overall,
their research suggests a 1-standard deviation increase in corruption is associated with
a growth reduction of 1%. However, if levels of democracy simultaneously increase by 1
standard deviation, the effect on growth changes to +0.1%.

Taken together, these findings allow the proposition of three hypotheses:

1. Corruption need not have deleterious effects on growth, with countries that vary
considerably in terms of their governance environments equally able to achieve high
levels of sustained growth over time.

2. As governance quality increases, corruption becomes more damaging to economic
growth.

3. Improved governance quality may be able to mitigate the effects of corruption.
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Emerging evidence on corruption as a growth strategy

The research this Evidence Paper presents does not allow for the thorough investigation
of the hypotheses above, but some of the available literature on corruption, rent-seeking
and economic development offers some further potential explanation.

Rent-seeking behaviour is typically assumed to stunt economic growth because it is an
essentially unproductive behaviour: a “rent” is, by definition, a profit exacted from a
particular good or asset without any value having been added by the holder of the asset
(or rent) (see Introduction). Rent-seeking behaviour is commonly accompanied or driven
by corrupt practices. Chapter 2 explains why neo-patrimonial governance systems are
likely to provide the conditions under which corruption prospers (see also Kelsall, 2011
[P; OBS, comparative case studies]).

A counter-argument suggests rents, and consequently corrupt rent-seeking behaviour,
need not always be detrimental to growth and development. Where rents are invested
productively, they can also be a source of growth. Recent research identifies a strain of
“developmental neo-patrimonialism”, in which the costs of corruption in generating rents
can be outweighed by the subsequent value of these rents where they are managed and
distributed productively. In Kenya (1965-1975), Malawi (1961-1978) and contemporary
Rwanda, the regime in power may be corrupt in the way rents are generated, but
developmental in the way these rents are subsequently reinvested (Booth, 2012 [TC and
P; OBS, gualitative analysis, comparative]; Meisel and Ould Aoudia, 2007 [P; OBS,
guantitative data analysis, review of theory]; Vom Hau, 2012 [TC and S; OR]).

Even so, few so-called “developmental patrimonial states” have proven sustainable over
time (Booth, 2012 [TC and P; OBS, qualitative analysis, comparative]). As Khan (2004
[TC and P; OBS, historical analysis]) suggests, one possible reason for this is the
political modus operandi of developmental patrimonialism and the lack of structural
transformation it entails (i.e. developmental patrimonialism can maintain elite
commitments to a small growth coalition but cannot engender the expansion of the
productive economy, the systematic formation of human capital or the creation of new
social forces through redistributive measures). Developmental patrimonialism is also ill-
suited to the broader expansion of the productive economy or the establishment of
inclusive growth. Where the gains of rent-seeking are “privatised”, the costs are also
likely to be “socialised” (i.e. spread throughout society), tending to deepen inequality
(Williams et al., 2009 [S; ORY]).

In summary

There is a substantial body of research considering the macroeconomic effects of corruption.
The research is undermined by difficulties of measuring, and comparing measurements of
corruption. Best estimates indicate that, overall, corruption has a negative effect on economic
growth, although the estimated size of the effect varies significantly across research studies.
However, literature focused on more foundational aspects of growth finds corruption has not
been a central determinant and that other institutions have been more important. There is also
some credible research that explores the effects of corruption from an alternative perspective
and suggests that corruption, or corrupt rent-seeking, need not have particularly deleterious
effects on growth if it is effectively managed from the centre.
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4.3 Microeconomic costs of corruption: firms, efficiency and
domestic investments

Figure 4: Costs of corruption at firm level
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The following section takes the level of analysis down a layer. A number of studies seek
to quantify the costs of corruption to firms. Svensson (2003 [P; OBS, survey-based
cross-sectional regression analysis]) shows that, in Uganda, corruption represents
approximately $88 per worker, or 8% of firms’ total costs. Olken and Barron (2009 [P;
OBS, cross-section regression analysis]) investigate the incidence of corruption on
transport routes in and out of Aceh, Indonesia. They observe the costs of paying bribes
to various officials at weighing stations adds up to 13% of the marginal costs of each trip
to the firm transporting goods. This exceeds the costs owing to the driver for the same
journey. Sequeira and Djankov (2013 [P; OBS, cross-section regression analysis])
compare the value of bribes paid at two ports in Southern Africa. They find in Maputo,
Mozambique, bribe payments represent 14% of total shipping costs, whereas in Durban
they represent only 4%.
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Figure 5: Costs of corruption in the transport sector
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Some hold that, notwithstanding its initial costs, corruption may not be damaging to
firms’ performance. Indeed, Svensson (2003 [P; OBS, survey-based cross-sectional
regression analysis]) demonstrates that, in Uganda, higher rates of bribery at the firm
level are in fact correlated with increased firm productivity (although Svensson notes this
is probably explained by the fact that more profitable firms make more attractive targets
for corrupt public officials).

However, the immediate and direct costs to firms on profit levels may not represent the
broader commercial effects of corruption. A wider spread of commercial and
entrepreneurial effects must be considered, affecting the choices of individuals, firms
and entire sectors.

43



Individual behaviour

For example, depending on the apparent profitability of corrupt activities as compared
with other economic activity, individuals may be attracted to corrupt and/or rent-seeking
behaviours (often in public administration) as opposed to productive industry. This
skewing of the distribution of talent in turn results in a dearth of highly skilled labour in
the private sector, reducing economic growth (Murphy et al., 1991 [TC]; Svensson, 2005
[S; ORY]).

Firm-level behaviour: production efficiency

Moreover, by imposing an additional tax on firms, corruption may in turn distort their
future operating patterns, prompting them to avoid dealing with corrupt sectors (e.g.
particular sets of suppliers, distributors), but in turn adopting inefficient production
models (Olken and Pande, 2013 [S; OR]).

In a study of Ugandan firms, Fisman and Svensson (2007 [P; OBS, cross-country
regression analysis]) consider how corruption affects sales trends. They find it has a
negative effect on business growth that is more than twice as big as a comparable
change in taxes. A 1-percentage point increase in bribe payments reduces firm-level
growth by on average 3.3 percentage points; the same change in taxes reduces growth
by about 1.5 percentage points.

Faruq et al. (2013 [P; OBS, panel-based regression analysis with instrumental variable])
evaluate the effects of corruption and bureaucratic quality on the productivity of 909
firms in Ghana, Kenya and Tanzania. They find a 1-standard deviation improvement in
corruption levels boosts firm production efficiency by more than 14%, and firms in more
corrupt surroundings are less production-efficient than those in less corrupt countries.®

Firm-level behaviour: private domestic investment

Commercial investments are another area where corruption might be expected to affect
firm behaviour. Mauro (1995 [P; OBS, cross-country data analysis]; 1996 [P; OBS,
cross-country regression analysis]) finds a 1-standard deviation increase in corruption
reduces private enterprise investment rates by 3-4 percentage points. Pellegrini and
Gerlagh (2004 [P; OBS, cross-section regression analysis]) estimate the same
deterioration in corruption levels reduces long-term investment rates (public and private)
by 4.8 percentage points.

Aidt et al. (2009 [TC and P; OBS, cross-country regression analysis of 70 countries])
find corruption reduces public domestic investment. Méon and Sekkat (2005 [P; OBS,
cross-country regression analysis, 70 countries 1970-1998]) find corruption reduces total
investment (i.e. public and private) rates.

Rahman et al. (2000 [P; OBS, cross-country regression analysis, using ICRG datal)
consider the effects of corruption on investment-to-GDP ratios. They find an increase in
corruption by 1 standard deviation results in a reduction in the total investment ratio by

® Note that Faruq et al. (2013 [P; OBS, panel-based regression analysis with instrumental variable])’s study takes an aggregate
figure for corruption at the national level, but is able to measure productivity at firm level. Ideally, to reduce bias in the study, both
corruption and productivity would be disaggregated.
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2.4 percentage points. Pellegrini and Gerlagh (2004 [P; OBS, cross-section regression
analysis]) estimate the size of the same effect at 2.5 percentage points.®

Focusing on 18 Sub-Saharan African countries, Anoruo and Braha (2005 [P; OBS,
panel-based cross-country regression analysis]) show an increase on the corruption
index of 1 unit results in a decrease in investment of about 4.7%. Asiedu and Freeman
(2009 [P; OBS, cross-country regression analysis]) find corruption significantly reduces
firm-level investments in so-called “transition countries” but has no significant effect on
investments in Latin America or Sub-Saharan Africa. At the country level, a 1-standard
deviation increase in corruption reduces firm-level investment rates by 3-11%.

In summary

There is a substantial body of evidence assessing the impact of corruption on firm profitability,
and on the commercial behaviour and choices of individuals and businesses. The evidence
overwhelmingly suggests corruption has negative impacts on productivity, on investment and,
overall, on profitability and growth.

4.4 Corruption, trade and foreign direct investment

Just as domestic investors are likely to make decisions about production and investment
affected by corrupt business environments, so importers, exporters and foreign investors
are likely to amend their commercial calculations based on such factors. Typically, they
will have to weigh up the costs of engaging in corrupt activities against the benefits of
short-term efficiency and/or longer-term profitability.

De Jong and Bogmans (2011 [P; OBS, cross-country regression analysis]) analyse the
effect of corruption on trade and show that, in general, it has a hampering effect. This
can be explained by the additional costs that importers and exporters face. However,
corruption can also help reduce the costs of inefficient border controls. In its function as
“speed money”, corruption has a positive effect on imports (De Jong and Bogmans,
2011 [P; OBS, cross-country regression analysis]). In this case, corruption serves as a
way to overcome more deeply rooted shortcomings or inefficiencies, for example in the
form of low bureaucratic quality.

Several studies show corruption has a detrimental effect on FDI. Alemu (2012 [P; OBS,
panel survey of 16 Asian countries]) shows a 1-unit increase on the corruption index
results in a reduction of FDI flows of around 9-14 percentage points. Rahman et al.
(2000 [P; OBS, cross-country regression analysis, using ICRG data]) estimate that a 1-
standard deviation increase in corruption leads to a 1.2% reduction in FDI. On this basis,
a reduction of Bangladesh’s level of corruption to that of India would result in additional
FDI inflows of about $300 million per year. Wei (2000 [P; OBS, statistical analysis])
estimates an increase in corruption of 1 point on a 10-point scale has the same negative
effect on FDI as a 2.7 percentage point increase in the corporate tax rate. Asiedu (2006
[P; OBS, panel data from 22 Sub-Saharan African countries]) shows a large effect of

® The authors use the Transparency International CPI, which has a 10-point scale, and a standard deviation is in their sample equal
to a 2.76-point change.
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corruption on FDI, even when controlling for the potential confounding effect of rule of
law.

One major weakness of a number of these studies is that, in attempting to isolate
corruption as the cause of reductions in FDI, they fail to account for the effects of other
institutional factors. Busse and Hefeker (2007 [P; OBS, cross-county panel data
analysis]) show a number of institutional quality factors (i.e. not just corruption)
significantly influence FDI. Likewise, Al-Sadig (2009 [P; OBS, cross-country panel data
analysis]) shows the negative effect of corruption on FDI vanishes once the quality of
institutions is controlled for. Further, studying FDI flows from OECD countries, Egger
and Winner (2007 [P; OBS, cross-country panel data analysis]) find it is only the
corruption rates in fellow OECD countries that negatively affect FDI flows. Corruption
does not negatively affect FDI flowing to countries outside the OECD.

In summary

While corruption has an impact on FDI, the evidence is less clear on whether this is a direct
result of corruption or of other institutional variables. Moreover, corruption seems to have a
negative effect on FDI flows in OECD countries, and not in non-OECD countries.

4.5 Corruption and inequality

The evidence reviewed in the current Evidence Paper suggests corruption can affect the
nature of a state’s economic development: it is likely to raise income inequality and
affect the poor disproportionately.

Gupta et al. (2002 [P; OBS, cross-country regression, time period 1980-1997]) find
corruption is significantly associated with income inequality and poverty. In a country
where corruption worsens by 1 standard deviation,'® the Gini coefficient increases by
0.11.** Gyimah-Brempong (2002 [P; OBS, panel-based cross-country regression
analysis]) also finds increased corruption is positively correlated with income inequality.

Chetwynd et al. (2003 [S; SR]) and Bhargava and Bolongaita (2004 [S; SR]) find lower-
income households and businesses pay a higher proportion of their income in bribes
than do middle- or upper-income households: as such, bribes are like a regressive tax,
since they must allocate a greater amount of their income than the rich to bribes.

Razafindrakoto and Roubaud (2007 [P; OBS, cross-country survey using Afrobarometer
data]) find the poor are more often subject to corrupt practices in the course of their
routine interactions with public institutions. Likewise, Transparency International
consistently shows corruption hits the poor hardest. The 2009 Global Corruption
Barometer (Transparency International, 2009 [P; OBS; cross-country survey]) shows
that, for all but one of the public services surveyed, the percentage of people in the

10 1 standard deviation being 2.52 points on a scale of 0-10.
" The Gini coefficient ranges between 0 and 1, where 0 indicates complete equality and 1 extreme inequality, where basically all
wealth belongs to one person.
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lowest income quintile paying bribes for services exceeds that of those paying bribes
who belong to the highest income quintile.*?

Ndikumana (2006 [S; SR]) shows that, for a given level of government budget and
national income, high-corruption countries achieve lower literacy rates, have higher
mortality rates and overall achieve worse human development outcomes. Gyimah-
Brempong (2002 [P; OBS, panel-based cross-country regression analysis]) states the
combined effects of decreased income growth and increased inequality indicate
corruption hurts the poor the most in African countries. Chetwynd et al. (2003 [S; SR])
and Razafindrakoto and Roubaud (2007 [P; OBS, cross-country survey]) argue the
impact of corruption on inequality, and its disproportionate impact on the poor, further
results in public disengagement and further reduces trust in public institutions (see
Chapter 4.7).

Even so, several studies stress that, overall, much of the research falls some way short
of demonstrating causal linkages between corruption, inequality and poverty. Indeed,
some suggest the causal chain runs in the opposite direction. Khagram and You (2005
[P; OBS, cross-country regression analysis]) argue greater income inequality increases
corruption (rather than vice versa). And Uslaner (2007 [P; OBS, cross-country survey];
2008 [P and S; OBS, cross-country case studies]) argues inequality leads to low levels
of social trust, and, in turn, to high levels of corruption.

Alternative findings and interpretations of the data introduce a yet more complex pattern.
Chong and Calderon (2000, [P; OBS, cross-country survey]) suggest that, for a given
level of corruption, the presence of a relatively large informal sector in some developing
countries may somewhat moderate the effects of corruption on inequality levels. Dobson
and Ramlogan-Dobson (2010 [P; OBS, cross-country regression analysis]) suggest
efforts to curtail corruption in low-income environments will impede the functioning of the
informal sector, which contains many of the poorest members of society. As such, the
reduction of “corrupt” practices in largely informal economies may further exacerbate
poverty.

In summary

There is a large body of evidence demonstrating a correlation between higher levels of
corruption and increased inequality, and, in turn, higher levels of poverty. However, there are
some indications that some quite particular economic configurations (e.g. the presence of large
informal economies) may actually be somewhat dependent on particular forms of corruption to
operate in the way they do. As such, the isolated removal or elimination of corrupt practices
might actually lead to unintended effects on income inequality.

4.6 Corruption and public services

2 The survey does not provide an explanation for this, but a possible hypothesis is that those in the highest income quintile are 1)
less dependent on public services (able to pay for better private services) and 2) have other leverages to get access to services, e.g.
connections. See http://www.transparency.org/research/gcb/overview
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Perceptions of a government as corrupt may reduce tax revenues, in turn affecting the
delivery of public services. A series of studies explore the effects of corruption on public
service delivery:
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Table 5: Selected findings from the literature on the effect of corruption on service
delivery

Author Research type, design, Claimed nature and size of effect
method

Bird et al. Primary, observational, cross- Increase on a corruption index of 1 unit reduces tax revenue as a

(2008) country regression. share of GDP by 0.24-0.38%.

Dreher and Primary, observational, cross- | Increase of corruption by 1 point (on a 6-point scale) is linked to

Herzfeld country regression. 1.3-3% reductions in government spending.

(2005)

Lambsdorff Secondary, other review. Higher levels of corruption lower expenditure on education and

(1999) health care.

Gupta et al. Primary, observational, cross- | Higher levels of corruption lower expenditure on education and

(2000) country survey. health care.

Mauro (1996) | Primary, observational, cross- | An increase on the corruption index of 1 standard deviation

country regression. results in a reduction in education spending as a share of GDP

by around 0.5%.

Delavallade Primary, observational, cross- | Education, health care and social protection spending is

(2006) country regression. significantly reduced in corrupt states while spending on law and
order, culture, fuel and energy and defence increases.

De la Croix Primary, observational, cross- | In poor countries, corruption results in social spending relative to

and country statistical analysis. capital spending being reduced.

Delavallade

(2009)

Shrestha Primary, observational, case Corrupt practices at state utility companies reduce collection of

(2007) study (Nepal). revenues: this in turn prevents expansion of utility provision to
poor areas. Additional corrupt payments by some Nepalese
households to get preferential access to water resulted in water
shortages elsewhere.

Widoyoko Primary, observational, case Corruption in a government-funded public housing programme

(2007) study (Indonesia). resulted in too few houses being built for low-income people, led
to growth in the informal housing market and raised the cost of
housing.

The literature further reveals a number of broader trends with regard to public
expenditure and public service provision. First, corruption can result in the loss of trust in
public services: corrupt education systems may prompt parents to withdraw their
children from school (Kaufmann et al., 2005 [P; OBS, survey]; UNESCO, 2009 [P/S;
OBS, cross-country case studies]).

Second, corruption reduces not just the total level of public investment but also the
quality of services procured. The problem is particularly acute in infrastructure and
construction projects, where lower-quality inputs or technical expertise are substituted
for the higher-value inputs the original contract provided for (e.g. Deiniger and Mpuga,
2005 [P; OBS, survey, national]; Hollands, 2008 [P; OBS, case study]; Lovei and
McKechnie, 2000 [S; SR]; UNESCO, 2009 [P/S; OBS, cross-country case studies]).

Third, the effects of corruption in public service delivery may have gender-specific
effects: where women are unable to generate income, they are particularly vulnerable to
shortfalls in public service provision. Furthermore, men may be able to substitute for
shortfalls by purchasing services privately; but women cannot (Transparency
International, 2010 [S; SR]).
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In summary

There is a large body of evidence showing corruption negatively affects both the volume and
the quality of public service delivery. The effect occurs both directly through distortions of
resource allocation and indirectly through reductions in revenue. Furthermore, in its effects on
public service provision, corruption has a disproportionate impact on the lives of women and
the poor.

4.7 Corruption, trust and legitimacy

Trust in public institutions

A substantial body of evidence demonstrates there is a large and statistically significant
negative correlation between corruption and levels of confidence in public institutions.
Some argue corruption drives down levels of confidence in public institutions; others
suggest lower public confidence increases corrupt practices (Anderson and Tverdova,
2003 [P; OBS, cross-country survey]; Bratton, 2007 [P; OBS, cross-country surveyy];
Catterberg and Moreno, 2005 [P; OBS, cross-country survey]; Chang and Chu, 2006 [P;
OBS, cross-country survey]; Cho and Kirwin, 2007 [P; OBS, cross-country survey];
Clausen et al., 2011 [P; OBS, cross-country survey]; Lavallée et al., 2008 [P; OBS,
cross-country survey]; Manzetti and Wilson, 2006 [P; OBS, survey]; Mishler and Rose,
2001 [P; OBS, cross-country survey]; Rose et al.,, 1998 [P; OBS, cross-country case
studies]; Seligson, 2002 [P; OBS, cross-country surveyy]).

Survey data from the different regional barometers consistently show corruption is a key
factor shaping people’s satisfaction with their governments, and perceptions of
government performance and state effectiveness. As Figure 6 shows, corruption is
perceived as a problem not only in the developing world but also in developed countries.

Figure 6: Citizen perceptions of corruption

PEOPLE FROM COUNTRIES ALL OVER THE WORLD PERCEIVE CORRUPTION AS A PROBLEM
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Source: Global Corruption Barometer (2013} http://www.transparency.org/gcb2013
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In addition, corruption has a negative impact on political participation, undermines belief
in the political system and the legitimacy of democracies and may also raise tolerance
for the use of violent means to achieve political ends (Anderson and Tverdova, 2003 [P;
OBS, cross-country survey]; Clausen et al.,, 2011 [P; OBS, cross-country survey];
Seligson, 2002 [P; OBS, cross-country survey]; 2006 [P; OBS, cross-country survey]).

Hellman and Kaufmann (2003 [P; OBS, cross-country survey, World Bank BEEPS data])
show that, where firms perceive their competitors to have stronger political connections,
they in turn will demonstrate less confidence in the judiciary, will be less likely to use
courts, will be more likely to pay bribes and will be more likely to avoid or evade taxes.

Corruption and social trust

A number of studies explore the relationship between corruption and levels of social
trust (i.e. between individuals). Some observe increased levels of corruption undermine
social trust (Seligson, 2002 [P; OBS, cross-country survey]; 2006 [P; OBS, cross-
country survey]; You, 2005 [P; OBS, cross-country survey]; Zak and Knack, 2001 [P;
OBS, cross-country data analysis]). Others find societies exhibiting higher levels of
social trust are likely to be able to control corruption (Uslaner, 2007 [P; OBS, cross-
country survey]). Morris and Klesner (2010 [P; OBS, survey]) find there is a dynamic
relationship: higher corruption can lead to reduced social trust, in turn increasing the
propensity to engage in corrupt activities.

In summary

There is a large body of evidence demonstrating that corruption is correlated with levels of trust
and legitimacy. However, the direction of causality remains uncertain. While there is evidence
to suggest higher levels of corruption can lead to lower trust/legitimacy, there are also studies
that find that it is lower trust/legitimacy that leads to higher levels of corruption.

4.8 Corruption, fragility and conflict

Because of the (negative) correlation between trust and corruption, some researchers
explore whether or not corruption exacerbates conflict dynamics in fragile states, by
further undermining the trust deficit. Others consider whether or not it can serve as a
stabilising force: can the distribution of rents among political elites (albeit by corrupt
means) bolster stability?

Mauro (1996 [P; OBS, cross-country regression]) finds corruption and political instability
is positively correlated. Le Billon (2003 [P; OBS, cross-country case studies]) finds a
similar, if somewhat weaker, correlation. The 2011 World Development Report argues
corruption “has doubly pernicious impacts on the risks of violence, by fuelling grievances
and by undermining the effectiveness of national institutions and social norms” (World
Bank, 2011a [P; OBS, cross-country survey]). Similar arguments are made by Boucher
et al. (2007 [S; OR]), Large (2005 [P; OBS, cross-country survey]), Malone and
Nitzschke (2005 [S; OR]) and O’'Donnell (2006 [TC]).

By contrast, a number of studies find corruption may hold together fragile states (e.g.
Dix et al., 2012 [P; OBS, cross-country case studies]; Keen, 2005 [P; OBS, case study];
Reno, 2008 [P; OBS, case study]; Smith, 2007 [P; OBS, case study]). Indeed, access to
the proceeds of corruption can be crucial in forming the political settlements necessary
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to end violent conflict (see, e.g., Huntington, 1968 [TC]; Khan, 2006 [TC and P; OBS];
North et al., 2009 [TC and P; OBS]; Scott, 1969 [TC]). Further, the promise of a share of
(corruptly gained) rents or economic revenues can facilitate peace processes,
encouraging spoilers to participate (Le Billon (2003 [P; OBS, cross-country case
studies]; Stedman, 1997 [P; OBS, cross-country case studies]).

Deeper analysis explores some of the circumstances in which corruption may 1) mitigate
for or 2) exacerbate conflict. For example, corruption may be an especially inflammatory
phenomenon where natural resource rents are at stake. Fjelde (2009 [P; OBS, cross-
country logistic regression]) and Arezki and Gylfason (2013 [P; OBS, cross-country
regression]) find increased rents from natural resources lead to higher levels of political
corruption. But Fjelde finds that, although both variables on their own increase the risk of
conflict, in combination, higher levels of corruption seem to mitigate the negative impact
of oil rents on the risk of civil war as oil-rich governments can use political corruption to
buy support from key segments of society. Similarly, Arezki and Gylfason find less
democratic countries face not a higher but a lower likelihood of conflict following an
Increase in resource rents.

Le Billon (2003 [P; OBS, cross-country case studies]) finds that, where a patrimonial
regime is subject to local or international shocks (e.g. economic), or pressures for
reform, dynamics of corruption can result in or exacerbate violent conflict. Dix et al.
(2012 [P; OBS, cross-country case studies]) find that, where the proceeds of corruption
are limited to very narrow groups, corrupt patronage networks become a source of
instability. In post-conflict situations, both Le Billon (2003 [P; OBS, cross-country case
studies]; 2008 [P; OBS, cross-country case studies]) and Doig and Tisné (2009 [S; OBS;
cross-country case studies]) find failure to address corruption in the short term can over
time contribute to state fragility.

Moreover, where efforts to reform corrupt regimes are initiated, the incumbent (and
corrupt) political order’s resistance to change can result in violence (Zaum, 2013 [P;
OBS, cross-country case studies]).

In summary

There is a large body of evidence relating to the relationship between corruption and fragility.
Highly corrupt states are more likely to be fragile states, and, over the long term, it appears
popular perceptions of high levels of corruption are likely to exacerbate conflict dynamics.
However, given that corruption (notably with regard to economic rents) is a form of income
redistribution, it can also serve to defuse (or at least not inflame) conflict dynamics in the short
term.

4.9 Corruption and the environment

The literature finds corruption leads to worsened environmental outcomes, such as
increased polluting emissions, higher rates of deforestation, increased depletion of
natural resources and trafficking in illegal or highly regulated environmental products like
wildlife and wood (Cole, 2007 [P; OBS, cross-country data analysis]; Management
Systems International, 2002 [S; SR]; Welsch, 2004 [P; OBS, cross-country data
analysis]). Corruption’s environmental impact includes effects on stocks and flows of
resources and on income and economic growth, as well as on policy-making and
implementation.
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Corruption can affect the environment through its impact on governance. For example,
the strength and enforcement of environmental regulations is likely to be weaker in
corrupt regimes (Pellegrini and Gerlagh, 2006 [P; OBS, cross-country data analysis];
Welsch, 2004 [P; OBS, cross-country data analysis]). Morse (2006 [P; OBS, cross-
country data analysis]) finds corruption harms environmental governance (e.g. reducing
the number of government guidelines adopted and the amount of protected land),
company behaviour (e.g. the number of ISO 14001-certified firms) and participation in
international collaborative efforts (such as membership in environment-focused inter-
government organisations and compliance with international agreements). Human
Rights Watch (1999 [P; OBS, case study]; 2007 [P; OBS, case study]) finds that, in
Nigeria, political corruption means corrupt officials frequently ignore infractions of
environmental regulations.

A number of additional studies have also found evidence that corruption increases
pollution through its effects on income. If the original Kuznets Curve model suggests
inequality initially increases as economic growth increases, and then declines after a
certain level of income is achieved, then the Environmental Kuznets Curve (EKC)
suggests environmental quality decreases as LICs begin to grow, and then improves as
higher levels of income are achieved. Corruption may influence the level of income level
at which environmental quality begins to improve following a growth spurt (Galinato and
Galinato, 2010 [P; OBS, cross-country regression analysis]; Leitdo, 2010 [P; OBS,
cross-country panel data analysis]). Leitdo finds the peak of the ECK is higher in
countries experiencing higher levels of corruption — that is, higher levels of income need
to be attained before pollution levels begin to fall.

Corruption’s environmental impact further affects the stocks and flows of resources. This
is a particular concern for non-renewable resources. Shaxson (2007 [TC]) argues
corruption leads to a “tragedy of the commons” scenario in which individuals use corrupt
methods such as bribing for licences that allow them to extract as much, as fast, as
possible before their political competitors do, leading to overproduction and thus to the
complete depletion of the resource in question. An example of this can be seen in
Nigeria, where corruption has led to domestic shortages in the flow of oil (Human Rights
Watch 1999 [P; OBS, case study]).

Corruption-induced deforestation is an example of how corruption affects the stock and
flow of resources. Koyuncu and Yilmaz (2009 [P; OBS, cross-country data analysis]) find
a statistically significant and positive relationship between corruption and deforestation
(measured as the percentage change in forest cover). Case study analysis of
deforestation in Cambodia, Indonesia, Lesotho, Mexico, the Philippines, Russia and
Uganda supports these quantitative analytical findings (Cavanagh, 2012 [P; OBS, cross-
country case studies]; Hafner, 1998 [S; SR]). Corrupt officials in Suharto’s Indonesia
exacerbated large-scale deforestation by flouting forest clearance regulations and
issuing concessions for plantations through corrupt arrangements. The Philippines
under Marcos experienced similar patterns of deforestation.

In summary

There is a medium-sized body of evidence demonstrating corruption has deleterious effects on
natural resource management. The evidence suggests income levels at which economic
growth becomes environmentally sustainable are higher in corrupt states than in less corrupt
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states.

4.10 Conclusion

The evidence base frequently shows an endogenous relationship between the variables
examined. That is to say, the causes and costs of corruption often appear to be
interlinked and reinforcing. As a result, determining the causality between corruption and
cost and effect/impact proves difficult.

That said, the evidence points in the direction of corruption having a negative impact
on economic growth and development. However, the impact of corruption is not
necessarily direct. Costs in the form of reduced investments and growth are important,
as they are interdependent and can intensify the negative effects of corruption in a
vicious circle.

While, in some cases, corruption may serve as a mitigating measure to overcome
institutional shortcomings and facilitate trade and investment, very real questions
emerge regarding the quality of this potential contribution to economic growth. In most
cases, corruption causes costs that have a disproportionate impact on the
vulnerable and poor parts of the society. This happens through increased income
inequality, reduced social spending and misallocation of assistance targeted at the poor.
This is further compounded by corruption having a negative impact on social trust as
well as trust in institutions/political systems.

The relationship between state legitimacy, conflict and corruption is less clear. In certain
contexts, corruption may allow elites to gain legitimacy. While there is a clear
correlation between conflict and corruption, the role corruption plays is hard to
determine. It can maintain peace/stability, but at the price of development and often
keeping in power weak/authoritarian regimes. While it can be part of bringing spoilers
into the peace process, not addressing corruption can at the same time eventually
unravel a fragile peace.

It is not possible to determine whether different types of corruption may have different

costs/impacts, as the literature reviewed generally does not disaggregate by type of
corruption.
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5. Anti-corruption
measures

This chapter reviews evidence relating to the question, “What anti-corruption
interventions are effective and under what conditions?” It draws on a number of meta-
analyses and syntheses as well as micro-level studies and donor evaluations. There is a
large evidence base for two anti-corruption measures. The evidence as to the
effectiveness these is however contested. For the five types of measures that are found
to be effective there is a small evidence base for four and a medium sized evidence
base for one of them.

This chapter has two main parts. The first (Sections 5.1-5.4) considers the effects of
public financial management (PFM), supreme audit institutions (SAIs), direct anti-
corruption interventions and social accountability initiatives. The second focuses on
evidence published since 2012 on the anti-corruption effects of civil service reform,
multilateral agreements and police reform.

Figure 7: The evidence on anti-corruption measures
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5.1 Public financial management

There is a large body of consistent evidence which shows that PFM reforms are
effective in reducing corruption (Johnsgn et al., 2012 [S; OR]) in public administrations,
particularly bribery and fraud. However, the evidence for the effectiveness of specific
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types of PFM reforms is more limited and less consistent. Five categories of PFM
reforms emerge from the literature:

1.

Decentralisation: a large body of literature considers the relationship between
decentralisation and corruption, in particular fiscal decentralisation. Most studies are
guasi-experimental, and the findings are inconsistent. This suggests decentralisation
alone does not determine levels of corruption.

Public expenditure tracking: there is a medium-sized body of literature, including
experimental, quasi-experimental and observational studies, which are generally
consistent in showing budget tracking reduces leakage (a proxy indicator for
corruption).

Revenue and customs: there is a small body of evidence, mainly case studies, that
examines the effectiveness of tax, revenue and customs reforms in reducing
corruption. The findings are inconsistent.

Procurement: there is a small body of evidence examining the anti-corruption
effects of procurement reforms. The findings of these studies, which include a mix of
experimental, quasi-experimental and observational designs, consistently suggest
procurement reforms can be effective at reducing corruption.

Central budget planning and management: a final set of reforms focuses on
strengthening budget planning and management in the central public administration,
often with the ministry of finance at the core. A small body of mainly observational
studies suggests positive effects on reducing corruption.

Figure 8: Summary of evidence on public financial management
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Looking across studies, the most effective PFM reforms often involve:

A combination of two or more interventions, thereby adopting a more integrated
approach to combat corruption;
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¢ Significant attention to — and resourcing of — not just design but also implementation
of reforms.

It is clear that technical and political aspects of reform cannot be separated. Successful
PFM reforms tend to be implemented in conducive political environments, and donors
tend to promote them heavily as “showcase” reforms.

Decentralisation

In theory, decentralisation brings decision-making processes closer to the people,
reduces the extortion capacities of central bureaucrats and increases the accountability
of local politicians to their constituents (Rose-Ackerman, 1978 [TC and P; OBS,
guantitative and qualitative historical analysis]; 1999 [TC]).

However, evidence about the effect of decentralisation on corruption is inconsistent
(Bardhan and Mookherjee, 2006 [S; OR]). Some cross-country regression analyses find
increased fiscal decentralisation (i.e. relating to expenditure) is correlated with reduced
corruption (Fisman and Gatti, 2002a [P; QEX, regression analysis]); others do not
(Treisman, 2002 [P; QEX, regression]). These correlations may be stronger when
revenue collection (i.e. income) is also decentralised (Estache and Sinha, 1995 [P; QEX,
regression analysis]; Fisman and Gatti, 2002b [P; QEX, regression analysis]; Oto-
Peralias et al., 2013 [P; QEX, regression analysis]).

Recent studies provide evidence about the contextual variables and preconditions that
may be necessary for decentralisation to prove effective in reducing corruption.
Lessmann and Markwardt (2010 [P; QEX, regression analysis]) find decentralisation is
more likely to counter corruption where a free press is established. Lecuna (2012 [P;
QEX, regression analysis]) finds the size of the decentralised government unit is
important, with smaller units more prone to corruption than larger entities. Lecuna
suggests this may be because smaller government units are easier for elites to capture,
or because more units simply increase the incentives for bribery and extortion.

Decentralisation can be successful if programme beneficiaries are able to hold decision-
makers and service providers accountable (Bjorkman and Svensson, 2009 [P; EXP,
RCT]; Chavis, 2010 [P; QEX, regression]; Hanna et al., 2011 [S; SR]; Reinikka and
Svensson, 2004 [P; QEX, panel data analysis]). A systematic review by Hanna et al.
(2011 [S; SR]) of anti-corruption reforms finds decentralisation may be expensive and
ineffective when implemented in communities that lack capacity to provide checks on
the state or that are not allowed to participate in the design or monitoring of reforms.

In summary

There is a large body of evidence that examines the effect of decentralisation on corruption, but
findings are inconsistent. On balance, the evidence suggests levels of corruption may be lower
where fiscal (i.e. spending) and revenue-gathering (i.e. taxation) powers are decentralised
together. However, the effect of decentralisation on corruption may also depend on local
context, including the extent to which there is a free press, the size of the government unit(s)
being reformed, the nature of accountability structures in the local government administration
and the degree to which communities are involved in the planning and monitoring of activities.

Public expenditure tracking
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Public expenditure tracking can be done in many ways, although all use some variation
of a “discrepancy approach” to measure the leakage of public funds. This approach
tracks the flow of public money from central ministries to front-line agencies (often
schools and health facilities), comparing reported with actual expenditure. The
discrepancy can be used as a proxy indicator for corruption (Johnsgn and Mason, 2013
[TC]). This approach is also called “graft estimation by subtraction” (Olken and Pande,
2011 [S; OR]). The Public Expenditure Tracking Survey (PETS) is one of the most
advanced of such tools (Campos and Bhargava, 2007 [S; OR]).

PETS have been successful in identifying leakages in service delivery
administration in a range of Sub-Saharan African countries (Gauthier, 2006 [S; OR]).
The very act of monitoring public finances has preventive effects on corruption,
particularly if done repeatedly (Johnsgn and Sgreide, 2013 [TC]). Even so, countering
corruption generally requires the introduction of additional sanctions. Accordingly,
tracking surveys are most effective when carried out in conjunction with other reforms
(Gauthier, 2006 [S; OR]).

The use of PETS in the education sector in Uganda (1996-2000), which combined use
of the survey tool with a newspaper campaign to reduce resource leakage, illustrates
this point (Reinikka and Svensson, 2001 [P; QEX, panel data analysis]). Before reforms
were introduced following the first PETS in 1996, only 24% of non-wage funding
allocated from the central level actually reached schools (Reinikka and Svensson, 2004
[P; QEX, panel data analysis]). After reforms, schools received an average of 82% of
their annual entitlements; two-thirds of the reduction in resource leakage can be
explained by the information campaign (Reinikka and Svensson, 2005 [P; EXP, RCT];
2011 [P; EXP, mixed methods]).

Hubbard (2007 [P; OBS, case study]) suggests the success of the intervention owed not
only to the combination of monitoring (PETS) with the public information campaign, but
also to the introduction of additional policies and reforms that engage citizens. Further
research also suggests transparency alone is insufficient to reduce corruption
(Kolstad and Wiig, 2009 [S; OR]; Lindstedt and Naurin, 2010 [P; QEX, regression
analysis]).

In summary

There is a medium-sized body of consistent evidence indicating public expenditure tracking is
successful in identifying corruption risks. Monitoring public finances has preventive effects in
and of itself. However, in combination with other policy reforms and citizen engagement,
tracking is likely to achieve stronger results in reducing corruption.

Revenue and customs authorities

There is a substantial literature on the reform of revenue and customs authorities, which
frequently targets specific, measurable corrupt activities like bribery and tax evasion. A
study of 39 Sub-Saharan African countries in the period 1985-1996 (Ghura, 1998 [P;
QEX, regression analysis]) shows increases in corruption lower the tax revenue-to-GDP
ratio, although few studies assess the effectiveness of specific reforms on reducing
corruption. Six relevant studies were found for this paper. The World Bank suggests the
paucity of indicators and measures makes assessing the effectiveness of tax
reform programmes on reducing corruption difficult (Barbone et al., 1999 [S; OR]).
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Cost—benefit analysis is not conducted in the studies found, and likewise data from the
Business Environment and Enterprise Performance Survey (BEEPS) are not subject to
analysis. In general, there is a shortage of comparative studies, and most studies use
observational designs, as shown below.

A number of country-level studies do provide evidence of the effect of specific revenue
and customs reforms on corruption:

e Zuleta et al. (2007 [P; OBS, case study]) show how the government’s reform of
Bolivia’s revenue service (improved inspection control processes) contributed to
reducing corruption in the National Tax Service and stemmed the loss of public
funds. They also found applying a process flow analysis approach (mapping the key
steps in delivery and the associated corruption risks) when reforming the value-
added tax refund system in Bolivia reduced corruption.

e In Peru, establishment of a semi-autonomous tax authority led to reductions in
perceived corruption (Taliercio, 2003 [P; OBS, case study]; World Bank, 2001 [P;
OBS, case study]).

e Anson et al. (2006 [P; QEX, regression]) examine the effects of pre-shipment
inspection programmes on improving tariff revenue collection and reducing fraud.
These programmes check the quantity and quality of goods and verify
documentation and compliance with pre-agreed standards and specifications. This
study finds inspections reduced fraud in the Philippines; increased it in Argentina,
and had no significant impact in Indonesia.

Other studies outline some of the major challenges: combating corruption in revenue
and customs can drive it elsewhere, while underlying patronage systems and political
interference undermine reform efforts (Das Gupta and Mookherjee, 1998 [P; OBS, case
study]; Fjeldstad, 2003 [P; OBS, case study]; 2006 [P; OBS, case study]).

In summary

There is a small body of literature, mainly case studies, analysing the effectiveness of revenue
and customs authority reforms on reducing corruption. There are some examples of success,
for example the introduction of semi-autonomous tax authorities in Peru, which reduced
perceptions of corruption, and pre-shipment inspection programmes in the Philippines, which
reduced fraud. However, politics and patronage can obstruct reforms, and corruption can
merely be displaced from one sector to another.

Procurement

There is a small body of evidence that shows reforms to procurement systems can
reduce corruption. Cross-country studies suggest robust procurement systems are
associated with lower levels of corruption (Ades and Di Tella, 1997 [P; QEX, regression
analysis]; 1999 [P; QEX, regression analysis]), while anecdotal evidence shows costs in
public construction works in developing countries can fall dramatically when anti-
corruption investigations into procurement have been undertaken (Rose-Ackerman,
1999 [TC]).

A number of specific types of reform emerge from the literature as having a positive
effect on levels of corruption. Tran (2008 [P; QEX, descriptive statistics]) analyses the
effects of government procurement reform on corruption by looking at a firm engaged in
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several corrupt transactions in Asia. She finds open and non-discretionary auctions
(where price is the only decision criterion) reduced bribery (as opposed to secret
auctions and best-value auctions).

Increased oversight reduces corruption. Di Tella and Schargrodsky (2003 [P; EXP,
regression]) show a 10% reduction in procurement prices following increased monitoring
and auditing of procurement officers in Buenos Aires. Kenny and Musatova (2012 [P;
QEX, descriptive analysis]) examine predefined corruption vulnerabilities (i.e. “red flags”)
in World Bank transport and water projects in Africa. They find projects where corruption
had been detected did not have notably more red flags than control contracts. Red flags
may be a way to identify some level of corruption risk, but other tools are needed to
actually assess and mitigate risks.

Coviello and Mariniello (2014 [P; QEX, regression analysis]) present evidence from lItaly
that increased publicity requirements in public procurement processes induces more
entry and reduces costs. These positive results may stem from less corruption, such as
collusion. Overall, these studies suggest monitoring, oversight and transparency work to
reduce corruption, and they work best when combined.

While the evidence on the positive effects of procurement reforms on corruption is
consistent, gaps in the evidence base remain. No donor evaluations could be found that
made use of non-perception-based data or cost—benefit analysis. Rigorous evidence on
electronic procurement (e-procurement), a popular reform choice, seems to be non-
existent. This evidence gap certainly contributes to Andvig and Todorov’'s (2011 [P;
OBS, mixed methods]) judgement that procurement reform choices are thus still in need
of further guidance to maximise positive effects.

In summary

There is a small body of evidence on the effect of procurement reforms on corruption, which
use a range of research methodologies. These studies suggest procurement reforms can
reduce corruption via reforms based on monitoring, oversight and transparency, particularly
when used in combination. However, some significant evidence gaps remain, for example
cost—benefit analyses of different types of reform.

Central budget planning and management

This category covers a broad set of reforms aimed at strengthening budget planning and
management processes at the central level of government, often with ministries of
finance as the key beneficiaries.

Similar to public expenditure tracking, the evidence drawn from this set of reforms
benefits from investments into measurement frameworks and data collection. Public
Expenditure and Financial Accountability (PEFA) reviews and the OECD’s Development
Assistance Committee’s PFM Public Performance Measurement Framework are
prominent examples of mechanisms that enable the production of stronger evidence.

Cross-country studies, often based on quasi-experimental designs and using regression

analysis methods, show countries with strong budget management systems and
with greater participation of external stakeholders in public spending (i.e. through
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participatory budgeting) have lower scores on the Corruption Perceptions Index
(CPI) (Dorotinsky and Pradhan, 2007 [P; OBS, descriptive analysis]).

Most evidence for this category comes from donor evaluations, which tend to use
observational research designs and often lack counterfactual or comparative analysis.
Donor evaluations focus on the effectiveness of budget management reforms in general,
but sporadically note specific anti-corruption effects. For example, a meta-evaluation of
anti-corruption efforts in Bangladesh, Nicaragua, Tanzania, Vietham and Zambia
suggests donor support for computerised integrated financial management systems
have contributed to increased transparency in accounting, recording and reporting
procedures and in preventing fraud (Norad, 2011 [P; OBS, interviews]). Another meta-
evaluation finds reforms improving budget formulation capability also increased
transparency (IEG, 2003 [P; OBS, interviews and statistical analysis]).

A rare, comparative study reviews the effects of World Bank-supported PFM reforms in
eight post-conflict countries (Afghanistan, Cambodia, Democratic Republic of Congo,
Kosovo, Liberia, Sierra Leone, Tajikistan and West Bank and Gaza) (World Bank, 2012
[P; OBS, case study]). The report finds there have been a number of positive reform
processes, contrary to the dominant view that such reform efforts in fragile states are
futile because the state has such low capacity. The report finds some correlation
between progress on building central-level PFM systems and better control of
corruption, but also cases where such reforms did not automatically increase state
accountability. For example, the gains in core PFM processes in Afghanistan did not
translate into less corruption.

Mark Robinson (2006 [S; OR]) finds independent budget analysis in Brazil, Croatia,
India, Mexico, South Africa and Uganda contributed to greater transparency and
accountability.

Chapter 5.4 on social accountability initiatives discusses the effects of participatory
budgeting processes on corruption. In short, participatory processes seem to have
positive effects on responsive public expenditure, but the direct effects on corruption are
less clear.

In summary

A small body of mainly observational studies provide evidence that stronger budget
management systems and processes at the central level of government can lead to less
corruption, even in some fragile states.

5.2 Supreme audit institutions (SAIS)

SAls carry out audits on government accounts to ensure the proper and effective use of
public funds, the proper execution of administrative activities, the development of sound
financial management and the satisfactory sharing of information with public authorities
and the general public (GIZ and INTOSAI, 2013 [P; OBS, case study]). Assessments of
the effectiveness of SAls in terms of curbing corruption typically focus either on their
general organisational capability or more specifically on the effectiveness of the specific
audit instruments (there are several) SAls employ.
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Figure 9: Summary of evidence on supreme audit institutions
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Donor evaluations on SAIl effectiveness typically use methodologies that are unable to
demonstrate causality. However, one meta-evaluation (Norad, 2011 [P; OBS,
interviews]) suggests SAls are more effective at reducing corruption compared with
other anti-corruption institutions, such as anti-corruption authorities (ACAS).

Academic research highlights a range of obstacles to the effectiveness of SAls in
reducing corruption, with political economy factors most prominent. In particular, the
lack of clear distribution of powers and authority across different government bodies
(e.g. audit, legislature, judiciary) can be particularly damaging (Santiso, 2006 [P; QEX,
regression analysis]). Similarly, executive interference in the auditing process (Wang
and Rakner, 2005 [P; OBS, case study]) reduces its effectiveness.

Wang and Rakner (2005 [P; OBS, case study]) study the implementation of SAls in
Malawi, Tanzania and Uganda. They note SAl effectiveness is reduced where funding,
infrastructure and human capacity are insufficient. In addition, the independence of SAls
is affected where there is external interference in the appointment or dismissal of SAl
staff and in SAI financial affairs, and where the timely provision of information relevant to
carrying out audits is hampered. They also highlight the development of good relations
with parliamentary public accounts committees (i.e. with the legislature). Lastly, SAls are
more likely to be effective where they work closely with civil society and the media.

Based on a sample of 37 countries, Migliorisi and Wescott (2011 [P; OBS, case study])
find SAIs receiving World Bank support had in fact declined in their effectiveness. They
suggest consistent underfunding of audit institutions reduces their effectiveness. Blume
and Voigt's cross-country analysis (2007 [P; QEX, regression analysis]; 2011 [P; QEX,
regression analysis]) does not report any significant effects of SAls on fiscal policy,
government effectiveness or civil service productivity.
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The reviewed studies highlight the importance of institutional context for the corruption-
reducing impact of SAls. SAls draw information from individual line ministries’ internal
audit bodies; as such, the efficacy of an SAl is dependent partially on the capacity of the
bodies that report to it (Wescott, 2008 [P; OBS, case study]). Even assuming audit
reports are detailed and robust, they are unlikely to have much effect without effective
parliamentary budgetary oversight and scrutiny, or ability to apply sanctions (Dye and
Stapenhurst, 1998 [P; OBS, case studies]).

The effectiveness of SAlIs may also be determined by the types of audit (i.e. the audit
instrument) they use. Standard audits are called regularity or compliance audits. These
tend to have a focus on the introduction of corruption prevention measures and not on
the actual detection of fraud and corruption.

By contrast, specialised audits (e.g. forensic and performance audits) may be more
effective in detecting and reducing corruption. At present, SAls appear to
comparatively underuse specialised audits (Dye, 2007 [P; OBS, case study]). Academic
studies document the positive effects of more thorough audits. Often, effects were
achieved when combining auditing with some sort of action or punishment of those
found to be corrupt. This ranged from publicising the auditing records to diminishing
future funds or terminating the bureaucrat’s position (Di Tella and Schargrodsky, 2003
[P; EXP, regression analysis]; Ferraz and Finan, 2008 [P; EXP, RCT]; Olken, 2007 [P;
EXP, RCT]).

In summary

SAls have been found to be effective in curbing corruption in a small number of observational
studies. Their effectiveness is dependent not just on the organisational capacity of the
individual SAI and its staff but also on the degree to which the wider governance context is
permissive. There is a small body of consistent evidence indicating the use of specialised
audits, such as forensic or performance audits, when combined with punitive sanctions, is
effective in detecting and then reducing corruption.

5.3 Direct anti-corruption interventions

The formative years of the anti-corruption agenda (the mid-1990s) saw many “direct”
anti-corruption interventions (e.g. the establishment of anti-corruption agencies, national
anti-corruption strategies and anti-corruption legislation). The perceived failure of such
direct approaches resulted in a switch towards addressing corruption indirectly, for
example by mainstreaming corruption prevention and control activities into sector-based
service delivery programmes (Campos et al., 2007 [S; OR]).

This section re-examines the evidence on two types of direct anti-corruption
interventions:

e Anti-corruption authorities (ACAs): a medium-sized body of qualitative case
studies, and one quantitative regression study, examine the effectiveness of ACAs.
Most studies argue ACAs are ineffective in curbing corruption, but these are often
constrained by a poor data foundation and lack of a systematic approach to
evaluating performance.
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e National anti-corruption strategies (NACSs): a small body of evidence finds
NACSSs to be ineffective at countering corruption. NACSs are often plagued by poor
implementation, making it difficult to ascertain whether failure owes to the strategies
themselves or other factors.

Figure 10: Summary of evidence on direct anti-corruption interventions
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Anti-corruption legislation is typically also associated with direct anti-corruption
interventions. Access to information (ATI) legislation is often conflated with anti-
corruption laws. However, as the relationship between this type of legislation and
corruption lies primarily in providing an enabling environment for civil society-led anti-
corruption interventions, this is covered in Chapter 5.4 on social accountability.

Anti-corruption authorities

ACAs, considered to have been highly successful in reducing corruption in Hong Kong
and Singapore, generally appear to have failed in developing countries (Mungiu-
Pippidi et al., 2011 [P; QEX, regression analysis]). Most practitioners and academics
warn ACAs are rarely effective in curbing corruption in environments with poor
governance and high levels of corruption (Shah and Schacter, 2004 [TC]). Specific
reasons include: 1) uneven or insufficient financial support (Doig et al., 2007 [P; OBS,
interviews]; Tangri and Mwenda, 2006 [P; OBS, case study]); 2) limited independence
from political influence (De Sousa, 2010 [P; OBS, case study]; Hussmann et al., 2009
[P; OBS, case studies]); 3) weak institutional mandates (Heilbrunn, 2011 [TC]); and, 4)
lack of political will (Heilbrunn, 2004 [P; OBS, case study]; Quah, 2010 [P; OBS, case
studyy]).

However, methodological limitations reduce the credibility of this evidence. First,
there are few success criteria for ACAs. As such, many studies assume the failure of
ACAs without having demonstrated that failure. Some studies attempt to determine the
success of an ACA on the basis of country rankings in the Corruption Perceptions Index
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(CPI) (Heilbrunn, 2004 [P; OBS, case study]; Meagher, 2004 [P; OBS, case study];
Quah, 2010 [P; OBS; case study]), but this is ill-suited to measuring actual levels of
corruption and changes in country-level perceptions, to say little about the impact of one
organisation.

Second, the studies forming this body of evidence do not consider systematically the
range of potential explanations for ACA failure (e.g. design, implementation, political
context), nor do they consider these explanations comparatively, across countries
(Johnsgn et al.,, 2011 [P; OBS, descriptive statistics]; Recanatini, 2012 [P; OBS,
descriptive statistics]).

A recent study by Kuris (2014 [P; OBS, case study]) argues ACAs can be successful if
they: 1) have strong internal controls and accountability mechanisms; 2) build alliances
with government and non-government actors; and, 3) focus on preventive and
educational efforts in hostile political environments. The study reviews the experience of
ACAs from Botswana, Croatia, Ghana, Indonesia, Latvia, Lithuania, Mauritius and
Slovenia. The comparative aspect is useful, but unfortunately no systematic framework
for comparing effectiveness is established. Schitte (2012 [P; OBS, qualitative
interviews]) presents a single country study on the success of the ACA in Indonesia. The
causes and conditions for success in the Indonesian context are local ownership, public
engagement and support and alliance-building with reform-friendly government
agencies.

In summary

ACAs are not panaceas for reducing corruption, particularly in environments with poor
governance. Political influence, institutional weakness and uneven financial support have all
been cited in the literature as factors hindering the effectiveness of ACAs. However, a critique
of the evidence against ACAs suggests they may still have the potential for success when they
are independent, well-resourced and coordinated with government and non-government actors
that aim to curb corruption.

National anti-corruption strategies

NACSs are, together with the establishment of ACAs, the most visible initiatives a
government can take to counter corruption. While few OECD countries have similar,
single strategies on anti-corruption, they have mushroomed in the developing world. The
UN Convention Against Corruption (UNCAC) does not explicitly require signatories to
implement an anti-corruption strategy, although it does stipulate that anti-corruption be
addressed by policy, for example by codifying and harmonising existing regulations or
legislation. Even so, donors have actively supported the development of NACSs, often
with the national ACA as the lead government agency.

The body of evidence relating to the effectiveness of NACSs is small and mixed, and
mainly comprises observational studies that are unable to determine whether a NACS
has reduced corruption.

The limited evidence base is a result of the difficulty of evaluating strategies. NACSs are
often assessed on the basis of the constituent interventions and work streams they pull
together in a single plan. While, ideally, they should be assessed on the basis of their
“coordination function” (i.e. the degree to which the interventions and work streams are
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adequately harmonised by the strategy so they add up to more than the sum of their
parts), no studies have done so. NACSs are often implemented without robust
monitoring and evaluation frameworks (Hussmann, 2007 [P; OBS, case study]).

In general, case studies suggest most NACSs fail because they are poorly designed
and/or badly implemented. NACSs often fail because of their reliance on organisations
and agencies (police, the justice sector, the financial sector) responsible for
implementing specific reforms: such organisations are themselves frequently corrupt
(McCusker, 2006 [S; OR]). Most studies warn against a one-size-fits-all approach to
NACSs, showing how this leads to failure (Doig and Riley, 1998 [S; OR]; McCusker,
2006 [S; OR]). Kwok (2006 [P; OBS, case study]) documents the success of the Hong
Kong NACS, where significant resources were invested in design and implementation,
complemented by popular and political support. Content, as well as design and
implementation, is also crucial. Andersen (2009 [P; QEX, panel-based cross-country
regression analysis]) and Elbahnasawy (2014 [P; QEX, regression analysis]) present
evidence from cross-country regression studies that e-government strategies have
helped reduce corruption in many countries.

In summary

There is a small body of evidence on the effectiveness of NACSs. This evidence suggests
design and implementation are critical to the success of NACSs and warns against a one-size-
fits-all approach. There is currently no evidence to suggest a NACS adds value above and
beyond the constituent reforms and initiatives it aims to pull together and coordinate.

5.4 Social accountability

It is commonly assumed civil society has a role to play in the fight against corruption, by
holding public institutions accountable and advocating for anti-corruption reforms. Over
the past decade, donors have supported a wide range of civil society actors (e.g. non-
governmental and civil society organisations and the media) to strengthen their role and
effectiveness in the fight against corruption. Within this area, focus is increasingly being
paid to strengthening social accountability mechanisms and increasing transparency in
partner countries.

Social accountability mechanisms are intended to enable citizens to hold public
institutions accountable in ways other than the traditional vertical channels (e.g.
elections) and horizontal channels (e.g. legislatures, courts and institutional checks and
balances) of formal political accountability. It includes a broad range of mechanisms:
participatory budgeting; public expenditure tracking (PETS); citizen monitoring of service
delivery; information dissemination; and public complaints mechanisms, among others
(Fox, 2014 [S; OR]; Malena et al., 2004 [TC]).

Over the past two decades, a large body of evidence has accumulated on social
accountability, particularly relating to community monitoring and access to
information (ATI). This includes several qualitative multi-country studies and secondary
reviews (e.g. Arroyo and Sirker, 2005 [S; OR]; McNeill and Mumvuma, 2006 [S; OR];
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Gaventa and Barrett, 2010 [P; QEX, meta-case study analysis]; Gaventa and McGee,
2013 [S; SR], as well as a growing number of country-level studies, including ones
making use of experimental methodologies.*?

Figure 11: Summary of evidence on social accountability
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A challenge in assessing the impact of social accountability mechanisms on corruption
is that this is typically not the main objective of the intervention. The review carried out
by Johnsgn et al. (2012 [S; OR]), nevertheless, suggests transparency and
accountability initiatives (including social accountability) can contribute to increased
state or institutional responsiveness, lowering corruption, building of new democratic
spaces for citizen engagement, empowerment of local voices, better utilisation of
budgets and better delivery services. That said, Joshi (2010 [S; OR]) finds transparency
and accountability initiatives to improve service delivery tend to score better on reaching
intermediate goals — for example complaint mechanisms are used or corruption is
exposed — than on achieving their intended outcomes - that is, improving
responsiveness of providers or improving the services themselves.

This section addresses social accountability mechanisms as a group and looks
specifically at community monitoring and participatory budgeting. It addresses

13 See, for example, Barr et al. (2012 [P; EXP, field and lab experiment]), Duflo et al. (2012 [P; EXP, field experiment]), Pandey et al.
(2008 [P; OBS, survey]), Pardhan et al. (2011 [P; EXP, RCT]) and Reinikka and Svensson (2004 [P; OBS, panel data analysis];) on
social accountability interventions in the education sector; Besley et al. (2005 [P; OBS, survey data]), Chaudhuri et al. (2007 [P;
QEX, survey, randomised sample]), Diaz-Cayeros et al. (2014 [P; QEX, statistical analysis]), Goncalves (2014 [P; OBS, statistical
analysis]) and Touchton and Wampler (2013 [P; OBS, statistical analysis]) on social accountability mechanisms aimed at holding
local government accountable; Bjorkman and Svensson (2009 [P; EXP, RCT]) and Bjérkman et al. (2013 [P; EXP, RCT]) on social
interventions in the health sector; Ferraz and Finan (2008 [P; QEX, data set analysis]) on transparency and local elections; Shankar
(2010 [P; OBS, survey]) on preventing leakages in public works; Isham and Kahnkdnen (2002 [P; OBS, statistical analysis]), Krishna
and Uphoff (2002 [P; QEX, interviews and data analysis]) and Uphoff and Wijayaratna (2000 [P; OBS, case study]) on social
accountability interventions in the water sector; and Peisakhin and Pinto (2010 [P; QEX,field experiment]) on preventing corruption in
targeted food subsidies schemes.
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transparency and ATI, media and organised civil society separately as key enablers of
social accountability mechanisms.

Social accountability mechanisms

As mentioned above, the evidence indicates that the various forms of social
accountability mechanisms can, given the right conditions, have a positive impact
on levels of corruption. For example, in their analysis of a non-randomised sample of
100 studies of citizen engagement in 20 countries, Gaventa and Barrett (2010 [P; QEX,
meta-case study analysis]) find 75% of the observable effects of civic engagement were
positive, including improvements in service delivery and more accountable institutions.
Nevertheless, a more nuanced picture emerges when the various mechanisms are
examined in more depth.

Community monitoring

The evidence on the effect of community monitoring on anti-corruption is
contested. Some studies indicate access to and dissemination of information,
participation and “bottom-up” monitoring have little or no impact on corruption.
Experimental studies by Véron et al. (2006 [P; OBS, case study]) and Olken (2007 [P;
EXP, RCT]) find community monitoring in the implementation of public development
projects does little to reduce the leakage of funds as compared with other forms of
accountability. For example, party political control over local councillors (i.e. top-down or
horizontal accountability) was more important for limiting corruption (Véron et al., 2006
[P; OBS, case study] — see also discussion in Chapter 2.5 on electoral dynamics and
corruption). In Indonesia, community monitoring did not have any significant impact.
Instead, central audits reduced leakages of funds by 8% (Olken, 2007 [P; EXP, RCT).

However, evidence of no, or limited, impact found in these evaluations requires some
nuance. Olken (2007 [P; EXP, RCT]) suggests that, given the low probability of criminal
prosecution, it was not the potential sanctions resulting from central audits that served
as a deterrent. Rather, it worked through the threat of democratic accountability and
social sanctions — that is, community responses to the detection of corruption by not re-
electing the village head. This indicates social accountability may be a condition for
central audits to work, and the synergy between both forms of accountability can be
more effective to reduce corruption (Fox, 2014 [S; OR]). A comparative study (Afridi,
2008 [P; OBS, case study]) of different models of community participation and
monitoring in India through social audits confirms the importance of these synergies.

Several studies do find there is potential for community monitoring to have an
impact on corruption. For example, although it did not address directly the effect on
corruption, a study of community-based primary health monitoring in Uganda (Bjérkman
and Svensson, 2009 [P; EXP, RCT]) found actionable information and an enhanced
understanding of communities’ rights regarding service delivery improved the quality of
health services and outcomes (33% lower child mortality, 20% higher use of services,
13% lower absenteeism). An evaluation of the impact of Bangalore Citizen Report Cards
(Ravindra, 2004 [S; OR]) found evidence of improvements in the performance of public
services owing to a combination of reforms accelerated by the findings of the report
cards and on-going reform processes. Although no effect on reported corruption was
found, the exposure of irregularities led to property tax reforms, in turn reducing
opportunities for corruption.

68



Participatory budgeting

While there is no evidence participatory budgeting (budget transparency and
monitoring) has led to better development outcomes, it has been found to have an
impact in terms of exposing corruption (Masud et al.,, 2013 [S; OR]; McGee and
Gaventa, 2010 [S; SR]). Analysing panel data for 1990-2004, Gongalves (2014 [P; OBS,
statistical analysis]) finds participatory budgeting in Brazilian municipalities is strongly
correlated with changes in government expenditures such that they better match with
citizens’ expressed preferences. A review of experiences of civil society-led budget
analysis in Brazil, Croatia, India, Mexico, South Africa and Uganda (Robinson, 2006 [P;
OBS, case studies]) finds this contributed to increased transparency and strengthened
accountability, resulting in changes to budget allocation and implementation.
Specifically, awareness of budget utilisation and budget literacy was bolstered, and
legislators, the media and civil society were increasingly engaged. In the education and
health sectors, expenditure tracking contributed to better use of funding (see Chapter
5.1 for further discussion on PETS).

Contextual factors affecting the impact of social accountability mechanisms

The contrasting evidence suggests social accountability mechanisms work for
curbing corruption and improving service delivery under certain conditions.
Studies using the same methodology come to differing conclusions, which indicates
context plays a critical role in the success or failure of social accountability mechanisms.
Not sufficiently taking context into account is also something the literature is increasingly
recognising as playing a part in unsatisfactory performance of social accountability
initiatives (Joshi, 2008 [TC]; O’Meally, 2013 [TC]).

One of the main challenges to the effectiveness of social accountability mechanisms in
general, and community monitoring in particular, is the risk of elite capture — that is,
that local power structures co-opt ownership over the process (Bjérkman and Svensson,
2009 [P; EXP, RCT]; Mansuri and Rao, 2013 [S; OR]; Véron et al., 2006 [P; OBS, case
study]). Also, community monitoring appears to be less effective for anti-
corruption when the issues monitored do not affect citizens’ direct, private
interests (3iE Global Development Network, 2011 [S; OR]; Olken, 2007 [P; EXP, RCT]).
Similarly, if citizens do not understand or see as relevant information and data on
service delivery outcomes, they are unlikely to generate greater accountability and to
stimulate action on the part of a broad range of stakeholders. For interventions to be
effective, citizens must be involved not only in monitoring but also at the design and
formulation stages (Gaventa and McGee, 2013 [S; SR]; McGee and Gaventa, 2010 [S;
SR]). Agarwal et al. (2009, [S; OR]) also note the extent of access, use and quality of
public information is a critical factor (see further discussion below on transparency and
ATI).

Citizens are likely to engage only when they have a sense of ownership and there
are clear incentives for them to participate (see, e.g., Shkabatur, 2012 [P; OBS, case
study] on the successful Check my School initiative in the Philippines). This also
requires awareness be raised among citizens about their rights, and their capacity to
participate and withstand elite capture be enhanced (Argawal et al., 2009, [S; OR];
Walker, 2009 [TC])).
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Véron et al. (2006 [P; OBS, case study]) find elite capture and collective action problems
related to socially and economically fragmented societies can explain the ineffectiveness
of community monitoring in the cases they studied. Bjorkman and Svensson (2010 [P;
EXP, RCT]) similarly conclude community monitoring is more effective in ethnic and
income homogeneous communities, as fractionalisation is found to adversely
impact collective action.

Mansuri and Rao (2013 [S; OR]) find social accountability mechanisms require
functional state institutions that are responsive to community demands (judicial
oversight, independent audit agencies, right to information and free media, among
others), and other social, political and cultural conditions (including history,
inequality, heterogeneity, the nature of social interactions, networks, political systems
and the nature of the local state). Similarly, Fox (2014 [S; OR]) suggests local
development initiatives are “likely to work better if they combine central oversight with
social accountability measures”. Arroyo and Sirker (2005 [S; OR]) find the level of
institutionalisation of social accountability mechanisms is a relevant factor. Agarwal et al.
(2009, [S; OR]) also find the political context, the existence of coalitions and
partnerships between different actors and the use of clear systems of incentives
that combine rewards and punishment are important.

In summary

There is a large body of evidence on social accountability making use of a good mix of
methodologies. The focus on the impact of social accountability on corruption is, however,
typically not the main focus of the studies reviewed. Nevertheless, the evidence does indicate
overall that social accountability mechanisms can have an impact on levels of corruption,
although the effect varies depending on the mechanism used. This is highly conditioned on the
context within which they are implemented. Critical conditions include a focus on issues that
are relevant to the targeted population; relatively homogenous populations; populations that are
empowered and have the capacity to hold institutions accountable and withstand elite capture;
synergies and coalitions between different actors; alignment between social accountability and
other reforms and monitoring mechanisms; credible sanctions; and functional and responsive
state institutions.

Transparency and access to information

Transparency, and, linked to this, ATI, is generally expected to have a positive impact
on corruption control. As noted in the previous sections, transparency and ATI are also
seen as one of the pillars for enabling the successful implementation of social
accountability mechanisms. A review of the evidence by McGee and Gaventa (2010 [S;
SR]) concludes transparency initiatives can have positive outcomes on institutional
responsiveness, corruption, citizen engagement, empowerment, budget utilisation and
delivery of services. Nevertheless, they remain cautious about generalising findings.

ATI legislation has been introduced widely in developing countries in recent years
(Ackerman and Sandoval-Ballesteros, 2006 [S; OR]). Observational research finds
only modest gains from ATI laws. Islam (2006 [P; OBS, statistical analysis) and
Tavares (2007 [P; OBS, statistical analysis]) observe a positive correlation between the
existence of ATI legislation and reduced corruption. By contrast, Relly’s (2012 [P; OBS,
OLS regression]) cross-country study of 150 countries finds ATI legislation alone has no
impact on corruption. These research findings may result from ATI legislation being a
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relatively recent introduction to many countries. As a result, it will take time for evidence
to emerge.

Some country-level evidence is emerging from studies based on experimental
methodologies of the potential positive impact of ATI, however. For example,
Peisakhin and Pinto (2010 [P; QEX, field experiment]), through a randomised field
experiment in New Delhi, demonstrate that using India’s ATl law is almost as effective
as bribery in helping slum dwellers obtain ration cards. The experiment showed that,
while most applications to obtain ration cards were ignored, individuals who filed
enquiries either about the status of their application or about processing times were
consistently successful. This effect may owe less to penalties prescribed by the law than
to civil servants’ fear that blemishes on their record may be detrimental to career
prospects. Further studies demonstrate information campaigns have effectively
contributed to constraining the capture of public funds in the education sector in Uganda
and Madagascar (Francken et al., 2009 [P; OBS, case study]; Reinikka and Svensson,
2003a [P; EXP, RCT]). The relative impact achieved through the release of information
through different media (TV, newspaper, radio) depends on population characteristics
(e.g. literacy). Hubbard (2007 [TC]) argues concurrent reforms (i.e. reforms not relating
to social accountability) in Uganda’s education and fiscal systems were also important.

The evidence relating to the impact of information disclosure (specifically
information relating to an incumbent’s corrupt practices) on election outcomes is
mixed. Anecdotal evidence shows corruption scandals lead to “throwing the rascals out”
(Stapenhurst, 2000 [P; OBS, statistical analysis]). Djankov et al. (2010 [P; QEX;
regression analysis]), analysing data from 175 countries, show a correlation between
public financial and conflict disclosure for members of parliament and lower levels of
corruption. Pereira et al. (2009 [P; OBS, statistical analysis]) use panel data for Brazilian
municipalities where mayoral re-election was introduced. They find significant evidence
that elections are an effective mechanism for controlling corruption, but only when
horizontal accountability institutions are functional, and where information on
incumbents’ corruption is disclosed during election years. Ferraz and Finan (2008 [P;
QEX, dataset analysis]), using a dataset on corruption constructed from audit reports,
compare the electoral outcomes of municipalities audited before or after the 2004
elections. They show the release of the audit outcomes had a significant impact on
incumbents’ electoral performance. These effects were more pronounced in
municipalities where local radio was present to disseminate the information.

On the other hand, a field experiment in 12 Mexican municipalities (Chong et al., 2011
[P; EXP, field experiment]) showed the dissemination of information about incumbents’
corruption led to reduced support for the incumbent but also to reduced support for the
challenger and lower voter turnout. Furthermore, exposing corruption may fail to oust
corrupt politicians in societies with deep ethnic divisions (Gthnji and Holmquist, 2012
[TCD.

In summary

There is a medium-sized body of evidence on the effectiveness of transparency and ATI. This
includes some primary, experimental studies but is based mainly on secondary research and
observational studies making use of statistical analyses. The evidence shows transparency and
ATI is important to the effectiveness of the broader range of social accountability mechanisms,
although evidence of the direct impact on corruption is inconsistent. The impact of information
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| disclosure, specifically on an incumbent’s corruption practices, on election outcomes is mixed. |

Media

There is a small body of evidence that finds freedom of the press is an
intermediate factor moderating the relationship between transparency and
accountability (Arroyo and Sirker, 2005 [S; OR]; Grimes, 2008 [S; OR]; Hanna et al.,
2011 [S; SR]). Lindstedt and Naurin (2005 [P; OBS, cross-country data analysis]; 2010
[P; OBS; cross-country data analysis]) find the effects of transparency on corruption are
mediated by the presence of a free press in conjunction with the level of education
amongst the general population and electoral democracy. Logic suggests freedom of the
press takes effect both by investigating, exposing and creating awareness about
corruption, and by promoting a political and social context inhospitable to corrupt
practices. Case study evidence from Africa, Latin America and OECD countries
supports this (Stapenhurst, 2000 [P; OBS, statistical analysis]), and other kinds of
empirical evidence have started to emerge.

Brunetti and Weder (2003 [P; OBS, statistical analysis]) find freedom of the press is
strongly correlated with lower levels of corruption. Chowdhury (2004 [P; OBS, statistical
analysis]) identifies consistent effects for both democracy and freedom of the press on
levels of corruption. Freille et al. (2007 [P; QEX, modified extreme bounds analysis])
show restrictions to press freedom lead to higher levels of corruption in a sample of 51
developed and developing countries. Camaj (2013 [P; OBS, statistical analysis])
confirms previous findings and suggests press freedom’s effects on corruption would be
amplified when coupled with effective horizontal accountability institutions (such as an
independent judiciary and strong parliaments).

In summary

There is a small body of evidence relying primarily on observational studies making use of
statistical analyses. This evidence consistently indicates freedom of the press can reduce
corruption and that the media plays a role in the effectiveness of other social accountability
mechanisms.

Organised civil society and civic engagement

There is a medium-sized body of evidence focusing on the effect of organised civil
society on corruption, suggesting the mobilisation and involvement of civil society
organisations (CSOs) helps constrain corruption, although the impact is not
always direct and is highly dependent on the conditions within which they
operate.

Organised civil society (in the form of NGOs, CSOs, community organisations, etc.)
helps strengthen social accountability mechanisms by fostering collective action
(Mansuri and Rao, 2013 [S; OR]; Mungiu-Pippidi, 2013 [TC]). They also serve as an
intermediary between state and citizens in order to generate more effective relations;
raise public expectations about the performance of public officials; mobilise citizens to
monitor the state; and activate and strengthen checks and balances between state
institutions (Chalmers and Setiyono, 2012 [TC]; Peruzzotti, 2007 [TC]).
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Mungiu-Pippidi (2013 [TC]) finds a positive statistical relationship between the number of
CSOs per capita and corruption control. Similarly, in one of the few studies based on
panel data, Grimes (2013 [P; OBS, panel country data]) confirms a positive relationship
between the strength of civil society and the mitigation of corruption. This is confirmed
by the Development Research Centre (2011 [S; OR]) based on case studies carried out
in 30 countries, which indicates it is not only the presence or absence of CSOs that
matters but also what the organisations do and how they do it.

Grimes (2008 [S; OR]) finds civic engagement tends to have most impact when
there is a wide range of community organisations able to generate broad-based
citizen mobilisation and a few professionalised CSOs taking the lead in putting
pressure on accountability institutions. CSOs also have the potential to build
coalitions with other actors (including state accountability institutions and other CSOSs).
The formation of such coalitions is, in turn, a critical condition in the establishment of
strong accountability chains (Baviskar, 2008 [P; OBS, case study]; Chalmers and
Setiyono, 2012 [TC]; Development Research Centre, 2011 [S; OR]; Ezeoha, 2006 [TC];
Griffin et al., 2010 [S; OR]; Jenkins, 2007 [TC]; Joshi, 2008 [TC]; Schouten, 2011 [S;
ORY]). Further evidence from India (Jenkins, 2007 [TC]), Bangladesh (Knox, 2009 [P;
QEX, large scale quantitative survey]), Central Europe, the Baltic States and South
Korea (Mungiu-Pippidi, 2013 [TC]) demonstrates how the institutionalisation of social
movements into specialised CSOs can result in successful public service reform.

Grimes (2008 [S; OR]; 2013 [P; OBS, panel country data]), through a review of case
study evidence (including from Brazil, India, Indonesia and Mexico) and panel data
analysis, identifies a range of preconditions and pathways for civil society to be able to
play an effective role. She finds a number of institutional factors are salient. For
example, similarly to social accountability mechanisms in general, civil society is more
effective where it is integrated within more or less formalised institutional
frameworks. These include transparency-enhancing legislation, participatory
governance and effective horizontal accountability institutions (e.g. legislative
commissions or the public prosecution). Moreover, civil society’s role is shaped by the
nature of these institutional frameworks, which must possess reasonable authority and
autonomy in order to enhance the quality of government.

Political will is identified as a critical factor, affecting the ability of civil society to be
effective (3ie Global Development Network, 2011 [S; OR]; Grimes, 2008 [S; OR]). CSOs
depend on political actors with the ability to enforce sanctions as well as providing them
with a space to act within. Bukenya et al. (2012 [S; OR]) conclude demand-led (i.e. civil
society-led) approaches are rarely capable of enforcing accountability in the absence of
supply-side (i.e. public institutions) factors. They suggest social accountability
mechanisms need to be designed in ways that develop synergies between civil society
and the state and that a more effective route towards ensuring downward accountability
may be to strengthen public institutions rather than to focus only on strengthening
demand-led initiatives. This conclusion is reinforced by O’Meally (2013 [TC]), who
suggests “state and political society actors are equally or even more important than civil
society in determining whether or not [social accountability mechanisms] achieve their
intended outcomes, especially because such ‘top-down’ or ‘supply-side’ pressures often
hold the power to enforce needed sanctions”.

Beyond formal institutional frameworks, a free and capable media focused on
different political and administrative arenas and investigating different levels of

73



government affects civil society’s ability to monitor and mobilise public pressure
against corruption (Grimes, 2008 [S; OR]; Themudo, 2013 [P; OBS, analysis of cross-
country and longitudinal data]).

In summary

There is a medium-sized body of evidence made up primarily of observational case studies,
literature reviews and systematic reviews. The evidence shows CSOs have a role to play in
reducing corruption by strengthening accountability systems and mobilising citizens, but their
effectiveness is highly dependent on the conditions in which they operate. Conditions for
success include the capacity to influence service providers, an independent and free media, a
combination of broad-based community mobilisation with professionalised CSOs and
engagement between state and civil society actors.

5.5 Other anti-corruption interventions

Building on Johnsgn et al.’s 2012 ([S; OR]) mapping of existing donor anti-corruption
interventions, this section analyses evidence emerging since 2012 on the anti-corruption
effects of 1) civil service reform; 2) multilateral agreements (including the Extractive
Industries Transparency Initiative [EITI], the UN Convention Against Corruption
[UNCAC] and agreements related to illicit financial flows); and 3) police reform.

Civil service reform

Gong and Wu (2012 [P; OBS, case study]) analyse Chinese civil service salary data and
compare them with the number of cases of corruption as reported by the office of the
public prosecutor. They find that, between 1999 and 2008, corruption increased sharply
despite salary increases. In their analysis, contextual factors play a key role in
explaining why salary increases do not curb corruption. Such factors include
proliferation of opportunities for corruption linked to economic growth; lack of focus on
integrity in recruiting, training, appraising and promoting civil servants; failure to
establish a merit-based civil service; and macro-level factors such as general
accountability and transparency in the public service. These findings are consistent with
those in Johnsgn et al. (2012, [S; OR]), who find little evidence to support the argument
that salary increases reduce corruption.

E-government initiatives may help reduce corruption and increase accountability
in the civil service. Decreasing public officials’ discretionary powers may increase
accountability, while electronic systems also strengthen the capacity to trace and
monitor administrative actions. Krishnan et al. (2013 [P; OBS, cross-country
regressions]) analyse data from 105 countries and find an increase in the level of “e-
government maturity” (i.e. their established online presence) is correlated with a
reduction in levels of corruption. However, they do not elaborate on any context-specific
factors that may contribute to this relationship. Elbahnasawy (2014 [P; OBS,
quantitative]) considers e-government, levels of internet adoption and corruption levels
across 160 countries and finds e-government adoption is negatively correlated with
corruption. The impact of e-government on reducing corruption is enhanced by the
robustness of telecommunication infrastructure and the scope and quality of online
services in the country. The overall level of internet adoption in a country does not
reduce corruption by itself, but it enhances the anti-corruption effects of e-government.
This suggests e-government and internet adoption initiatives should be pursued in
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combination, not as substitutes. Proskuryakova et al. (2013 [P; OBS, cross-country
regressions]) do not find the expected negative correlation between e-government and
corruption. However, their study partly reinforces Elbahnasawy’s in identifying the quality
of telecommunication infrastructure as the main contextual factor for the effectiveness of
e-government.

In summary

Johnsgn et al. (2012 [S; OR]) found civil service reform has not been effective in reducing
corruption. Studies that have emerged since 2012 present a mixed picture. Salary increases do
not reduce corruption, while e-governance emerges as an area of potential interest, particularly
in combination with initiatives to increase internet adoption.

Multilateral agreements

UN Convention Against Corruption

Johnsgn et al. (2012, [S; OR]) do not find any relevant studies on UNCAC. One new
study was identified since 2012: a comparative review of UNCAC implementation review
mechanisms carried out by Trivunovic et al. (2013 [P; OBS, case study]), which finds the
participation of civil society is an important element in improving their effectiveness.
However, the study does not provide any evidence regarding the effects of UNCAC
membership on corruption and anti-corruption.

Extractive Industries Transparency Initiative

Two new studies on the EITI have emerged since 2012. Corrigan (2013 [P; OBS, cross-
country regressions]) carries out a comprehensive, multi-country statistical study of the
EITI, finding membership mitigates the negative effects the abundance of natural
resources has on per capita GDP (a phenomenon known as the “resource curse”) and
has positive effects on one governance indicator (“the capacity of government to
effectively formulate and implement sound policies”) in member countries with “sufficient
resource abundance”. However, it is not possible to identify a causal effect of EITI
on corruption.

David-Barrett and Okamura’s (2013 [P; OBS, cross-country regressions]) findings
contradict those in Corrigan (2013 [P; OBS, cross-country regressions]). Their cross-
country analysis concludes the EITI is effective in reducing corruption, particularly in
countries with higher levels of voice and accountability (V&A), as defined in the World
Governance Indicators.* This finding is consistent with the idea that the effectiveness of
the multi-stakeholder group (government, companies and civil society), that together
implements the EITI standards, is one of the keys to the success of the EITI. However,
the authors do not clearly establish causation, and note their findings indicate only a
“contributory role” of the EITI in reducing perceived levels of corruption (as measured by
the Corruption Perceptions Index [CPI]).

4 “\/oice and accountability captures perceptions of the extent to which a country's citizens are able to participate in selecting their
government, as well as freedom of expression, freedom of association, and a free media.” See
http://info.worldbank.org/governance/wgi/index.aspx#doc
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lllicit financial flows

The methods used for laundering the proceeds of corruption, for example through tax
havens, are the same as or similar to those used to launder the proceeds of other
crimes, such as drug trafficking and tax evasion. As such, measures aimed at curbing
illicit financial flows (IFFs) are highly relevant as anti-corruption tools (Fontana and
Gomes Pereira, 2012 [P; OBS, case study]; Fontana and Hearson, 2012 [TC]). Indeed,
there is an increasing body of evidence on IFFs, which are gaining attention globally as
a factor that undermines development. However, only a small number of studies
examine the effectiveness of reforms aimed at addressing IFFs, and these relate to the
Financial Action Task Force (FATF).

Jensen and Png (2011 [S; OR) conduct a comparative analysis of FATF implementation
in developing countries. They find limited technical capacity and difficulties in prioritising
the anti-money laundering agenda over other national priorities can hamper reforms.

Findley et al. (2014, [P; QEX, field experiment]) find company formation agents,
intermediaries required by FATF to collect beneficial ownership information,* from
traditional tax havens are more compliant with FATF recommendations than those from
OECD countries. They argue that, while tax havens have improved their enforcement of
beneficial ownership legislation, owing to international pressure and the threat of
blacklisting, OECD countries have largely managed to escape such pressures and
enforce beneficial ownership legislation only weakly.

Several countries have adopted laws against ‘illicit enrichment” as a means of
countering IFFs stemming from corruption. However, these have been criticised
because they may limit the rights of defendants.

In summary

While there is a growing evidence base on multilateral agreements, particularly relating to the
EITI and IFFs, it remains too limited to draw generalisable conclusions. There is also too little
testing of the available evidence to say what works cross-nationally. More context-specific work
needs to be carried out to understand the specific conditions under which certain interventions
have an impact on reducing corruption.

Police reform

Only one study has emerged since 2012 examining the effect of police reform on
corruption. Light (2014; [P; OBS, case study]) conducts a qualitative analysis of police
reform in Georgia, and finds contextual factors play a key role in explaining the
success of police reforms. He concludes that a significant reduction of corruption in
the police force was possible as a result of the need for the country to free itself from the

> Beneficial ownership is a legal term where ownership in equity belongs to a person even though the legal title belongs to another
person. It is thus a mechanism used to hide the true ownership of an asset. Having this information helps avoid money laundering
and hiding of assets.
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Soviet legacy and from Russian influence; the transition to democracy and the advent of
a revolutionary government; the country’s need to redefine its image abroad; and
Western financial and logistic support to reform efforts following Georgia’s bid to join the
North Atlantic Treaty Organization and the European Union. These domestic and
international factors created unique conditions where even drastic measures, such as
the firing of hundreds of corrupt police officers, became possible to implement.

Light also puts the Georgian experience in a comparative perspective, by looking at
similar reforms in Singapore and Brazil. He finds democratic transition is not the only
prerequisite for successful police reforms. The way the regime (democratic or
authoritarian) came to power seems to matter as much as the type of regime.
Democracies that emerge from “pacted transitions” (as opposed to revolutionary ones)
may struggle to implement more drastic reforms such as those adopted in Georgia and
may require a more gradual approach. While the support of foreign donors may help, it
is essential for the reforming government to be motivated and committed. In other
words, domestic politics and power dynamics are crucial factors in ensuring the
effectiveness of reforms.

In summary

Consistent with the findings of Johnsgn et al. (2012 ([S; OR]), the evidence base for the impact
of police reform on corruption remains limited. Contextual factors such as the political and
economic environment are likely to influence the effect of police reform on corruption.

5.6 Conclusion

Overall, the evidence on the conditions under which different types of anti-corruption
interventions help effectively reduce corrupt practices (or fail to do so) is mixed, and
causal effects are hard to prove. The evidence on contextual factors influencing the
effectiveness of anti-corruption reforms is still sparse, although its importance is
increasingly being recognised, in particular for social accountability mechanisms. The
difficulty of separating contextual factors from reforms, and the complexity of identifying
the direction of causality, remains a challenge to clearly identifying contextual factors
and their effects on reforms.

Figure 12: Summary of evidence base on anti-corruption interventions
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Nevertheless, while the review does identify the “usual suspects” of political will and
local ownership, a range of other explanatory and contextual factors for the success of
anti-corruption interventions does emerge.

The alignment and complementarity of anti-corruption reforms and interventions plays a
role in their success, as suggested by the literature on PFM and social accountability.
The success of social accountability interventions is linked to synergies and coalitions
between different actors, and responsive state institutions. Strong community
involvement is identified as a critical factor. Broad-based mobilisation and high levels of
participation are also critical for the social accountability, PETS and decentralisation
interventions.

Transparency and ATl emerge as important for the exercise of other rights, improving
service delivery and constraining corruption. Linked to this is the critical role of an active
media and freedom of the press, which are identified as factors in the success of
decentralisation, PETS and social accountability interventions.

The findings of this Evidence Paper differ somewhat from the 2012 DFID-funded
mapping carried out by Johnsgn et al. (2012 ([S; OR]). This is partly to do with the fact
that this Evidence Paper assesses the size, rather than the quality, of the evidence
base, but also reflects that the previous mapping focused on evidence on donor-funded
interventions whereas the current review looks at anti-corruption interventions in
general.

78



6. Conclusions

6.1 Headline messages

This study has sought to address the following overarching question: “What are the
conditions that facilitate corruption, what are its costs and what are the most effective
ways to combat it?”

The key headline messages that emerge from our analytical review include the
following:

e Corruption is symptom of governance dynamics and institutional quality.

e Itis also a collective, rather than purely individualised, challenge. It involves a variety
of interactions, dynamics and linkages between multiple actors, organisations and
institutions at different levels.

e It is this collective and systemic character of corruption that makes it so entrenched

and so difficult to address.

Democracy does not in and of itself solve corruption.

Women in politics are not a magic bullet against corruption.

Economic costs of corruption are hard to quantify.

The effect of corruption on economic growth remains open to question.

Overall, corruption can have a negative effect on economic growth over the short

term, although the estimated size of the effect varies significantly. But the literature

focused on more foundational aspects of growth finds that corruption has not been a

(or the) determining factor constraining growth.

Social spending and investments suffer from corruption.

Corruption affects the poor disproportionately and gives rise to inequality.

Corruption is both a cause and an effect of a lack of trust in the state.

The relationship between corruption and fragility remains unsettled: it can be a

source of conflict but has also been an important stabilising factor in some settings.

The environment suffers from corruption.

e Anti-corruption measures are most effective when they are supported by other
contextual factors and are integrated into a broader package of institutional reforms.
Gendered approaches also need to be further mainstreamed.

e Multilateral anti-corruption initiatives are under-researched and thus far have not paid
sufficient attention to context.

The remainder of this chapter explores these headline messages in further detalil,
highlighting the key findings that emerge from our review about how corruption should
be understood, what factors facilitate corruption, what some of the most significant
effects of corruption are and what the evidence base has to say about what approaches
are more/less effective and why, based on a selected range of anti-corruption
interventions. Evidence gaps and areas for further research are also identified.

6.2 Understanding corruption
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As defined by Transparency International, corruption is “the abuse of entrusted power
for private gain” (Kolstad et al., 2008 [S; OR]). It is a complex, dynamic and multi-
faceted phenomenon that can take a variety of forms.

However, difficulties in measuring different kinds/types of corruption persist. As
noted in this Evidence Paper, it has become possible to document people’s actual
experiences with corruption (mainly bribery), provide reliable estimates of leakage of
public funds (graft) and credibly assess some of the costs of corruption on, for example,
firms. There are, however, some important types of corruption that continue to elude
precise measurement, such as patronage and grand corruption.

6.3 Factors that facilitate corruption

Different drivers/factors facilitating corruption identified in the literature include the
following:

e Economic (including levels of development, patterns of wealth accumulation,
salaries, structure of the economy and openness to trade, sources of income, illicit
flows, resource curse, etc.);

e Political (e.g. different types of political systems [e.g. different types of political
systems and state—society dynamics]; competition for power and authority at
different levels; accountability relationships; meritocracy vs. patronage);

e Sociological/anthropological (sociocultural logics, gift-giving, solidarity networks).

This highlights the collective, rather than simply individual, nature of corruption.
Corruption goes beyond the pursuit of private gain, as those who engage in it seek to
expand broader interests and benefits (e.g. for the family, community, political party,
etc.). As such, it is useful to conceptualise corruption not simply as a problem
between a principal and an agent, but also as a collective action challenge. The
interaction between different economic, political and social institutions (both formal and
informal) in (re)creating corruption and the incentives/constraints they generate are
central.

Corruption is not independent of contextual variables. It is a symptom of wider
governance dynamics and broader issues related to institutional quality. It is likely to
thrive in conditions where accountability is deficient and actors have too much
discretion.

Some factors that enable systemic corruption include:

e Weak separation of the public and private spheres, which results in the widespread
private appropriation of public resources;

e The primacy of vertical (e.g. patron—client) and identity-based (e.g. kinship, ethnicity,
religion) relationships over horizontal and rights-based relationships;

e Personalism or “big man” syndrome, reflected in the patron—client relations replicated
throughout society.

But as the analysis in this paper suggests, it is worth noting democracy as such does
not in itself lead to reduced corruption. In fact, corruption tends to be more prevalent
in countries undergoing processes of political and economic transition (because of
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struggles over sources of accumulation, distribution of access, cost of buying legitimacy,
etc.). In settings where democracy is emerging, democratisation processes, in particular
electoral competition, can in fact help generate dynamics that foster corruption.

6.4 The gender dimensions of corruption

Evidence on the linkages between corruption and gender in brief

As discussed in Chapter 3, there is no conclusive evidence that women are less predisposed to
corruption than men. Context is crucial in shaping attitudes and behaviour towards corruption.

A key question emerging from academic and policy-oriented literature alike is whether
corruption has a gendered dimension — that is, whether women are likely to be less
corrupt than men. As discussed here, different hypotheses have been advanced in this
respect, based on the empirical observation captured by Dollar, Fisman and Gatti in
their influential 2001 World Bank study that a higher percentage of women in
government is associated with lower levels of corruption (Dollar et al., 2001 [P; OBS,
cross-country regression analysis]). However, existing evidence emerging from both
observational studies and laboratory experiments remains inconclusive and a firm
causal relationship between gender and corruption cannot be demonstrated.

The evidence analysed in this study (especially from experimental studies) shows that,
on the whole, women are more risk-averse than men, and therefore less prone to
accept bribes in situations considered more risky. However, the evidence on whether
women are more moral than men remains mixed, and available research suggests
women may be as likely as men to engage in corruption in the measure that they
gain greater exposure and access. An important implication stemming from these
findings is that the greater participation of women in the political system and
political processes is not a “magic bullet” to fight corruption, and increasing the
number of women in government is not likely to lead to reduced levels of corruption, if
pursued in isolation (see Chapter 5).

Contextual dynamics and social taboos do seem to matter in understanding propensity
towards corruption among men and women. Since corrupt acts such as bribery depend
to a significant extent on the expectations and willingness of others to be complicit in
corruption, understanding how individual characteristics such as gender interact with the
social context surrounding corrupt opportunities is an important task for future anti-
corruption research.

6.5 Effects of corruption: costs and broader impacts

Evidence on the effects of corruption on growth and broader development in brief

The key points emerging on the effects of corruption: costs and broader impacts are
summarised below. Please refer to Chapter 4 for more details and references on the literature.

Growth/economic development:

Evidence of the impact of corruption on growth/economic development at the macro
level remains mixed. Some evidence on the more proximate causes of growth suggests there
is a causal link, although estimates of the costs of corruption on growth/development vary
significantly. The literature focused on more foundational aspects of growth finds corruption has
not been a central determinant and that other institutions have been more important. Evidence
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emerging on rents also suggests, in some instances, rents can be conducive to stability/peace
and development more broadly.

At the firm level, the evidence that corruption imposes additional costs on growth, especially
in terms of performance and productivity, is much more consistent.

Research findings also suggest corruption has a negative effect on domestic investment and
tax revenues.

Broader development dimensions
In terms of the impact of corruption on broader development processes, the evidence analysed
as part of this study suggests the following:

e Social costs: there is a correlation between higher levels of corruption and increased
inequality. Higher levels of corruption also has a negative effect on the provision of basic
services and thus tends to affect the poor disproportionately.

e Trust and state legitimacy: the evidence base reports a consistent, negative,
relationship between corruption and confidence in public institutions and the state.
Corruption can be both a cause and an effect of lack of trust and reduced legitimacy.

e Fragility and conflict: the evidence base is mixed, with some findings suggesting
corruption can fuel (violent) conflict and other studies finding corruption, and rent-seeking in
particular, can play a crucial stabilising role in countries emerging from conflict or
undergoing broader processes of transformation.

e Environment: the evidence base is conclusive that corruption leads to worsened
environmental outcomes, such as increased pollution emissions, higher rates of
deforestation, increased depletion of natural resources and trafficking in illegal or highly
regulated environmental products.

Corruption, economic growth and institutions

At the firm level, the picture that emerges from the literature on the costs of corruption
is relatively clear. The evidence points to the fact that corruption, especially in terms
of bribes, imposes additional costs that negatively affect firm performance and
productivity. The economic literature on corruption also suggests corruption can have
an impact on the productivity of firms through the incentives it generates. Where
(corrupt) rent-seeking activities are sufficiently profitable relative to productive activities,
the most talented people will choose rent-seeking professions rather than
entrepreneurship, and productivity and innovation in the private sector will suffer.

Research findings from different studies also suggest corruption has a negative effect
on domestic investment and tax revenues, the latter related to reduced citizen trust in
governments perceived to be dishonest and/or unfair.

However, at the macro level, whether corruption is detrimental to economic
development, especially growth, and to what extent, is far less settled. There is
considerable variation in estimates for the costing of corruption on growth. Some of this
variation can be attributed to the heterogeneity of the studies analysed, and their
different set-ups, including different corruption measures. It is also very difficult to
disentangle corruption from the effects of other variables that may be present. All this
means aggregating and getting a usable figure is extremely problematic, and costing
corruption is therefore likely to be misleading.
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In addition, a fairly consistent finding in the literature focused on governance and
institutions suggests corruption has not been a factor constraining growth
performance, and other governance dimensions and institutions are more important.
This helps explain why countries with markedly different levels of corruption have been
equally able to experience sustained periods of economic growth.

Similarly, the evidence base indicates rents are not always detrimental to growth and
development. If rents are invested productively in dynamic sectors of the economy,
they can also be a source of growth and/or help limit violence and promote stability.
Crucially, “developmental patrimonial states” have proven this is not sustainable over
time.

Corruption, inequality and other effects on the poor

The evidence reviewed as part of this study indicates corruption has a negative
impact on income equality and tends to affect the poor disproportionately. In
addition, it suggests corruption distorts spending patterns. In corrupt settings, social
spending is often reduced and assistance targeted at the poor is misallocated. Basic
services, especially education and health, tend to get neglected or can be politicised as
a tool of co-optation and patronage.

Corruption, trust and state legitimacy

The evidence analysed here suggests a negative correlation between corruption and
confidence in public institutions and the political system more broadly. Citizens
who lack confidence in public institutions may be more likely to accept bribery and less
likely to participate in political processes. Corruption can be both a cause and an effect
of lack of trust and reduced legitimacy of the state in the eyes of the population,
generating a feedback mechanism that further recreates and reinforces this perverse
dynamic. Corruption also erodes trust in institutions at the firm level. If businesses
perceive other businesses to be corrupt or to enjoy unfair/privileged access to the state,
they tend to have less confidence in the judiciary, are more likely to pay bribes and are
less likely to pay taxes.

Corruption, fragility and (violent) conflict

With the evidence indicating high levels of corruption are negatively correlated with trust
and state legitimacy, it could be inferred that corruption reinforces fragility and increases
the likelihood of conflict. Some evidence does suggest corruption can have a
particularly pernicious impact in fragile and conflict-affected states. However,
unlike the literature on trust and legitimacy, there is a divergence in views as to whether
corruption and rent-seeking are a source of (violent) conflict or can actually play a
crucial stabilising role in helping overcome it.

Corruption and the environment

Overall, the literature, which focuses primarily on natural resources, finds corruption
can have negative consequences on the environment, including increased pollution,
deforestation and depletion of natural resources, as well as trafficking in environmental
products like wildlife and wood. Furthermore, the resource curse literature shows the
exploitation of natural resources can have negative social, political and economic
impacts, including conflict, reduced social spending and increased inequality. The effect
of corruption on the environment can be direct (e.g. on policy-making and
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implementation, or the stocks of a given environmental resource) or indirect (through its
impact on income and economic growth).

6.6 Anti-corruption measures

Figure 13: Summary of evidence base on anti-corruption interventions
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Over the past two decades, corruption has emerged as a significant area of
engagement as part of overall donor efforts to promote “good governance”. From a
donor perspective, the fight against corruption is also driven by normative considerations
as well as a perceived need to show domestic audiences they are taking a tough stand
on corruption.

A central message emerging from ongoing anticorruption work is that not all types of
corruption are the same, and that multiple, differing responses are needed based on
the context, stakeholders and specific nature of corrupt behaviours. The evidence
analysed as part of this study looks at several different kinds of interventions, including
public financial management, supreme audit institutions, direct anti-corruption
interventions and social accountability initiatives.

Public financial management
In terms of PFM, reforms include decentralisation, public expenditure tracking, revenue

and costumes, procurement and central budget planning and management.

Overall, there is evidence PFM reforms are effective in reducing corruption, although
the size of the evidence base varies across the different PFM dimensions.

In terms of decentralisation, research findings remain mixed, and decentralisation on its
own does not appear to have much of an impact on corruption. As for revenue and
customs, the number of studies is small and the evidence remains inconclusive.
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On the other hand, evidence on public expenditure tracking, procurement and central
budget planning and management suggests these interventions have a positive effect
on efforts to combat corruption. Of these, the evidence base on public expenditure
tracking is perhaps the richest and most methodologically diverse, while there is a small
body of (mostly observational) research on central budget planning; global evidence on
procurement is remarkably scarce.

The available evidence suggests the following factors matter to the effectiveness of PFM
reforms:

e The reforms were undertaken in an enabling environment with crucial support from
the political leadership.

e PFM initiatives were part of a more integrated approach to combat corruption.

e Reforms had an explicit focus on implementation and resourcing.

Supreme audit institutions (SAIs)

SAls play an important oversight role, particularly in relation to the use of public funds.
Evidence in this area suggests that, while SAls can be effective in combating
corruption, their effectiveness depends on the wider institutional context,
including power dynamics between different government bodies and the quality of
checks and balances mechanisms linking them (e.g. legislative oversight, executive
discretionary authority, etc.). There is consistent evidence that, when special audits are
combined with follow-up actions to sanction the corrupt, they are effective.

Direct anti-corruption interventions

Direct anti-corruption interventions, which were especially prominent during the 1990s
and 2000s, include efforts such as ACAs, NACSs and national anti-corruption
legislation. Overall, these types of interventions were found to be ineffective in
combating corruption. A medium-sized body of evidence shows that ACAs are not
panaceas for reducing corruption, particularly in environments with poor governance.
Political influence, institutional weakness and uneven financial support were identified as
factors hindering their effectiveness. A small-sized evidence base held that NACSs are
not found to add value above and beyond the constituent reforms and initiatives it aims
to pull together and coordinate.

Social accountability

It is commonly assumed civil society has a role to play in the fight against corruption,
holding public institutions accountable and advocating for anti-corruption reforms. Within
this area, focus is increasingly being placed on strengthening social accountability
mechanisms and increasing transparency. Social accountability mechanisms include a
broad range of mechanisms: participatory budgeting; PETS; citizen monitoring of service
delivery; information dissemination; and public complaints mechanisms, among others.

There is a large body of evidence that indicates, overall, that social accountability
mechanisms can have an impact on levels of corruption. This is highly conditioned
on the context within which they are implemented. Critical conditions include a focus on
issues relevant to the targeted population; targeting of relatively homogenous
populations; populations that are empowered and have the capacity to hold institutions
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accountable and withstand elite capture; synergies and coalitions between different
actors; alignment between social accountability and other reforms and monitoring
mechanisms; credible sanctions; and functional and responsive state institutions.

There is a medium-sized body of evidence showing transparency and ATI is
important to the effectiveness of the broader range of social accountability
mechanisms, while the direct impact on corruption is contested. Transparency and
ATI are, however, not sufficient unless the information is meaningful to users, there are
stakeholders who are empowered to make use of the information and there are credible
sanctions when evidence of corruption is uncovered. There is a small body of evidence
that indicates the media has a critical role to play in reducing corruption and that it plays
a role in the effectiveness of other social accountability mechanisms.

There is a medium-sized body of evidence on the role of organised civil society. There is
general consensus that CSOs have a role to play in reducing corruption by
strengthening accountability systems and mobilising citizens, but their effectiveness is
moderated by a range of contextual factors. Conditions for success include the capacity
to influence service providers, an independent and free media, the combination of
broad-based community mobilisation with professionalised CSOs and engagement
between state and civil society actors.

Other anti-corruption interventions

This study also looked at evidence that has emerged for the following interventions
since the publication of Johnsgn et al.’s (2012 [S; OR]) mapping of evidence on donor
anti-corruption interventions: civil service reform; multilateral agreements (including the
EITI, illicit financial flows and UNCAC); and police reform.

As part of civil service reform, salary increases are unlikely to be an effective tool to
address corruption. E-government initiatives are emerging as an area of potential
interest for combating corruption. While the evidence base remains small, there
appears to be agreement in the literature that the quality of telecommunication
infrastructure and efforts to increase internet adoption are critical to the success of e-
government initiatives.

In terms of multilateral agreements, the evidence base for the effectiveness of the
UN Convention Against Corruption (UNCAC) remains small and there is no
evidence that a country being a state party to UNCAC has an effect on levels of
corruption. There is an increasing, but still small, body of literature on the Extractive
Industries Transparency Initiative (EITI), although the evidence on how effective
this initiative is in addressing corruption is inconsistent.

There is an increasing body of evidence on lllicit Financial Flows (IFFs) although only a
small number of studies examine the effectiveness of reforms aimed at addressing IFFs.
lllicit Financial Flows (IFFs) Overall, the evidence base for multilateral agreements
remains too limited to draw any generalisable conclusions about their effect on
corruption, and there is little in the way of analysing the role context plays in whether
initiatives are successful or not.

Only one study has emerged since 2012 examining the effect of police reform on
corruption An interesting finding that emerges from this work is that the way a regime
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(democratic or authoritarian) comes to power seems to matter as much as the type of
regime for how effective it will be in coming to terms with police corruption, with
revolutionary regime change often providing greater space for more drastic reforms.

6.7 Evidence gaps in the literature on corruption and areas for
further research

As the Introduction discussed, this Evidence Paper is not intended to produce new
knowledge, but rather to provide an authoritative assessment of the existing literature on
corruption. On the other hand, in the process of reviewing the available evidence on
corruption, the analysis in this study has identified a few gaps and potential areas for
further research. These include the following:

e Policy research that is disaggregated by type of corruption. Most studies currently do
not distinguish between different types of corruption when discussing the causes of
corruption, the effects/impact of corruption and what this implies for how to address
corruption more effectively. This kind of disaggregation seems relevant as it can
generate important knowledge/insights to inform policy-making and thereby offer
concrete propositions about how anti-corruption reforms and programming need to
change as a result of these insights.

e Wider collection and analysis of data that are also disaggregated by gender. For
example, more gendered evidence on acts of corruption committed by public
officials, as well as on citizens’ experiences with corruption, can be useful for future
research on the relationship between gender and corruption.

e More rigorous and in-depth analysis of anti-corruption interventions that to date seem
to be most effective. As depicted in Figure 13, research findings suggest that some
anti-corruption interventions are more effective than others. However, the size of the
evidence remains relatively small. It would therefore seem relevant and important to
delve more deeply into the interventions in the top left-hand corner of Figure 13
(most effective but based on a small evidence base) so as to test and/or validate
their effectiveness more robustly.

e More high-quality comparative quantitative studies on the effectiveness of anti-
corruption reforms/interventions to better understand the impact of context, which
would be particularly beneficial for those interventions in Figure 13 whose effect
remains “contested”.

e Better understanding of the interdependency of different types of anti-corruption
interventions. For instance, do interventions adequately capture/target the dynamic
nature of corruption? And is the success of particular types of reforms/interventions
dependent on others already in place? This kind of research would help shed some
light on the question about the relevance and appropriateness of different actions
against corruption at different times in a country’s development, and whether and
how anti-corruption interventions should be sequenced. Evidence on this could be
especially relevant in countries emerging from conflict, where the political settlement
is still fluid and a careful balance between different needs and reform objectives
needs to be achieved.

e Better understanding of the political economy of corruption/the incentives that drive
actors to support or work against anti-corruption reforms. This links to a better
understanding of the linkages between the principal-agent and the collective action
understandings of corruption, and when one or another approach might be more
fruitful in combating corruption. A possible implication of our analysis is that anti-
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corruption initiatives that are based only on a principal-agent framework (which tends
to be the norm in development circles) are less likely to be effective. Thus, the extent
to which a framework that is more explicitly rooted in a collective action
understanding of corruption is being incorporated in more innovative practice, and to
what effect, seems to be a fruitful area for further investigation.

Research on which institutions or governance dimensions matter most for growth
and development more, when and why. This is still an open question that deserves
closer attention because different governance dynamics beyond corruption, and the
political settlements underpinning them, are likely to influence the link between
governance and growth.

More refined analysis and data collection and improved evaluation of the
effectiveness of anti-corruption initiatives. It is often difficult to establish causality
between an intervention (actions of a programme, policy or institution) and changes
in levels of corruption. This owes in part to the challenges related to how corruption
is measured, but also to weaknesses in how anti-corruption interventions are
evaluated.
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