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Governance: Five lssues + one Challenge

Corruption = Poor Governance

Corruption and Governance: Unmeasur able
Strategy: Focus on the Executive, Bureaucratic
Bribery; PSM ‘menu’; high civil service pay

| mplementation: -- Anti-Corruption Agency;

-- adoption of international and domestic L aws;
-- internal rulesin gov't; --ethic codes of conduct;
-- rely on Foreign Direct I nvestment (FDI)

Role of Donors. raise awareness; support above

Challenge: The5 Issues are myths?




Broadening Analytical Framework:
Governance: A working definition

» Governanceisthe process and institutions by
which authority in a country is exercised:

(1) the process by which gover nments ar e selected,
held accountable, monitored, and replaced;

(2) the capacity of gover nments to manage resour ces
efficiently, and to formulate, implement, and enforce
sound policies and regulations; and,

(3) therespect for theinstitutionsthat govern
economic and social interactions among them

Operationalizing Governance:
Unbundling its Definition into Components that
can be measured, analyzed, and worked on

Each of the 3 main components of Governance
Definition is unbundled into 2 subcomponents:

Voice and Accountability

Political Stability and lack of Violence

Quality Regulatory Framework

Government Effectiveness

Control of Corruption

Rule of Law 4




Application of Rule of Law Varies by Region
(based on aggregation of surveys/polls 1997-99*)
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Note: Regional Averages shown for discussion purposes, and hide large intra-regional variation in each case. Thin vertiagl
line reflects estimated margin of error. Source: Kaufmann, Kraay and Zoido-Lobaton (1999). “Aggregating Governance Indicators" and

"Governance Matters" PWRP 2195 and 2196. [http://www.worldbank.org/wbi/governance|

Control of Corruption: Aqg&l_egate | ndicator
(selected countries from 155 worldwide, for illustration,
based on 1998 research data*)
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The ‘Dividend’ of Good Gover nance

Infant Mortality and Corruption
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Citizen Voice Improves Accessibility of Public
Services to the Poor
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Voice/ External Accountability
Based on Public Officials Survey. The sample of institutions includes 44 national, departmental, 9

and municipal agencies which are a prior anticipated to be accessible to the poor

Bribery

Citizen Voice Helps Control Bribery in LAC country
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Voice / External Accountability
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Based on 90 national, departmental, and municipal agencies covered in the Bolivia Public Officials Survey170




Transparency within Government Agencies
Prevents Purchase of Public Positions
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Job Purchase

Low Moderately Low Moderately High High

Internal Transparency

‘ [ Simple Average Association —— Control Causal Link - Margin of Error

Based on 90 national, departmental, and municipal agencies covered in the Public Officials Survey. el

Which Governance Characteristics Matter for Agency
Perfor mance? Results from Bolivia Public Officials

Governance Simple Unconditional Conditional/Causal

Deter minant of Relationship Relationship
Performance

‘Ethical Values 0 |
Agency Autonomy **
Enforcement of Rules * %

Quality of Rules
Wage Satisfaction

Politicization

Internal Transparency

External Voice

Corruption




Romania: Do L ow Public Salarieslead to Corruption?
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Romania: Disproportionally Negative | mpact on the Poor
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The “Bribe Fee List”;

Unofficial Payments by Firms for Services, Ukraine and Russia, 1996

Average "unofficial" fee

Type of license/service: _ .
Russia Ukraine
| Enterprise registration $ 288 $176 |
Each visit by fire/health inspector $ 67 $ 42
| Tax inspector (each regular visit) $ 250 $ 87 |
Each phone line installation $1,071 $894
Lease in state space
. meter per month) $ 2% $ 7
Each export ) . $ 643 $123
Each import
registration/consignment $ 13 $218
Domestic currency loan from bank 8% 4%
rms
\ 23% 4%
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Illustrating the Power of Data: Measuring
Governance and Corruption: BEEPS

Face-to-face survey of over 3,600 firmsin 22
transition countries by World Bank/EBRD

Questions that unbundle and measur e different
forms of corruption & misgover nance

First direct questions on state capture

M easur ements based on direct experience of
domestic firms, not exter nal assessments

Enableslink between forms of corruption and
enter prise performance

18




Comparing Governance
Across Countries

Financing

Anti-Competitive Infrastructure

Organized Tax and
Crime Regulation
Street Policy
Crime Instability
Corruption Inflation
Judiciary Exchange Rate
— Worg Case Hungary @ — Poland  — Turkey

Assessing Governance within a Country:

TheView from SMEsin Turkey

. . Financing
Anti-Competitive Infrastructure

Practices
Organized Tax and
Regulation
Street Crime Polic_y_
Instability
Inflation
Corruption
Judiciary Exchange Rate

Worgt Case — LargeFirms — SMEs "
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Assessing the Quality of an

nstitution: Courts

Would you describe the courts as...

Fair

&

Enforces \\ I
) On
Decisions s 7
Reliable o
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Measuring Bribery
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The Myth that Bribery Pays

Impact of Bribery on Firm
Performance
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Focusing on State Capture

Efforts of firms to shape the rules of the game
to their advantage through illicit, non-
transparent provision of private gainsto
public officials
Examples include:

— private purchase of |egislative votes

— private purchase of executive decrees

— private purchase of court decisions

— illicit political party financing

24
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Measuring State Capture

Proportion of
firms affected
by capture
of..
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‘Captor’ Firms Get Big Gains
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At A High Social Cost
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Do Foreign Firms Import
Higher Standards?

Domestic
Firms
B High Capture
FDI Foreign Economies
HQ B Low Capture
Economies
FDI Local
HQ
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% Firms that pay public procurement kickbacks
(of those that trade with the state)

% of firms

Towards a Solution:
Mor e Political Competition
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Towards a Solution:
Collective Action by Firms

90
80
70

Business 60
association 0

members
(% of
firms) 30
20
10 -
0] T

Hungary Russia Azerbaijan

- - 31
I Active members B Nonactive members

Peru Governance Diagnostic: Extent of ‘State Capture’/Undue

Influence by Elite in Bribing to Shape Laws and Regulations
(as reported by public officials and by enterprises, 2001)

Frequency of bribes to promote private interests:
Bribes to Judiciary

To officials influencing ministerial/presidencial
decisions

To Parliamentarians to influence laws

To Municipal authorities/councils

0l

To Regulatory agencies

To Central Bank

Asreported by: ‘
0 Officials B Businesses % of officials/firmsresponses 85
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Peru Governance Diagnostics (2001): Frequency of bribes to
Public Officials from Enterprises for Various Services

Judicial process

Obtain licenses

Procure public
contracts

Obtain public services _—l
T T

i

Lower taxes P

Obtain import/export

licenses and permits

|
T T T
B Foreign ODomestic ‘ 5 10 15 20 25 30 35 40 45

Main Sources of Undue Influence- Elite Capture/Grand Corruption?
(responses from public officials and enterprise sector)

Drug Cartels

Large 'Grupos
Econdmicos'

Multinationals

Organized Crime (excl.
drug)

I

Professional
Associations

Trade Unions

O Public Officials BFirms | 50 100

% public officials/firms responding affirmatively
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Most Detrimental Type of Corruption?

[Worldwide Internet Results, 1100 respondents]

Elite bribes to shape
laws/policy

Corrupt leadership

Bureaucratic/administrative

corruption

Patronage and nepotism

Budget leakages

Stealing of public assets/
corrupt privatization

Corruption in procurement
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% Respondents Who Selected Type of Corruption As Most Detrimental

Top Obstacle to a Transparent Judiciary?

[Worldwide Internet Results, 1100 respondents]

Economic interests

Lack of independence

Inadequate salaries

Lack of meritocracy

Inadequate training

Absence of job security

]
-

]
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40%

% Respondents who Selected Obstacle as Most Imporfant
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Most Imp

ortant Role for Donors in Helping

Countries Fight Corruption?

Conditionality

Work with countries

Awareness/Educate

Control corruption in
donor projects

Collaborate with NGOs

Donors out of this field

=

T T
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% of Respondents who Selected choice as Most Imp%rtant

[Worldwide Internet Results, 1100 respondents]

Best-equip

ped group to Formulate a National

Action Program to Control Corruption

Broad coalition

National a-c programs
not helpful

NGOs

Various executive

Enforcement agencies

Oversight committees

\
Anti-cor_ruption 4‘_‘
commission
=
=
=
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What to Do About Corruption?: Responses
from High Level Officials In 62 Countries

90%

55%7 I I I l
20% . T T T

Percentage of respondents
assigning high rating

Anti-corruption  Privatization Budget Deregulate  Example set by
watchdog transparency economy leadership
institutions

Strategy for Good Government and Anticorruption

Accountability of Political Leadership:

Checks and Balances: + Disclosure of parliamentary votes
* Independent and effective judiciary + Transparency in party financing
* Decentralization with accountability + Asset Declaration, Conflict of Interest Rules
Civil Society Oversight: Good and Clean Competition & Entry :
0 Fregdom of information Government ‘ . Competltlvg restructuring
* Public hearings of draft laws of monopolies
» Monitoring by media/NGO's | * Regulatory simplification

v

Public Administration and Public Finance:

* Meritocratic civil service

+ Transparent, monetized, adequate remuneration

+ Accountability in expenditures (Treasury, Audit, Procurement) 20

20



Governance Improvement in Practice:
Differentiated Strategies in Five Countries

Institutional and Civil Service | | Economic Policy:

Reform: L Deregulation and Delicensing in Bolivia
Transparent Privatization » Revamping Customs in Ecuador and Latvia
in Ecuador « Tax Administration in Latvia and Ecuador
» Salary Reform in Bolivia « Tax/Customs Code Reform in Albania

* Disclosure of Assets in

Bolivia and Georgia

Financial Controls:
Procurement Reform in Bolivia,
Ecuador and Georgia

Legal-Judicial: Ombudsman in Albania and Bolivia

Revamp of Supreme Court in Bolivia + Private Sector Coalition in Bolivia
+ Competency test and firing of judges + Diagnostic Surveys and NGO
in Georgia, Albania and Latvia monitoring in Ecuador and others

+ Mediation in Albania

Public Oversight and Civil Society:

National Governance: Challengesin Integrating Anti-
Corruption Into a Strategy of Institutional Change

A simple Formula synthesizing Governance/Anticorruption:

|Gand AC =KI + LE + CA

Improving Governance and Anti-Corruption =
= Knowledge/Info.Data o

...+ Leadership (incl. Political) + ...

... + Collective Action (change)

21



Concluding: Harnessing Data to I mprove Gover nance

Power of Data and Rigorous Diagnosticsto:

» Diagnose gover nance strengths & weaknesses acr 0ss
countries, within countries & within institutions

* Unbundle concepts of Governance and of Corruption

» Add rigor to a phenomenon rarely analyzed
systematically -- state capture

* Question conventional assumptions—on laws, FDI,
wages, A-C commissions, role of donors, etc.

» Tosuggest solutions— Collective action, Voice and
Transparency, Political and Economic contestability

 Integration with e*governance, e*tools o

www.wor l[dbank.or

http://www.wor | dbank.or g/whbi/gover nance/datasets.htm
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Data Presented for Analysisand informing
Policy Advise, not for Precise Rankings

The data contained in this presentation originates from
various enterprise surveys (as well as outside expert rating
agencies) and are subject to a margin of error. The
purpose is therefore not to present precise comparative
rankings across countries, but instead to illustrate
characteristics of governmental and corporate
performance in order to assist in drawing implications for
action. No ranking of countriesisintended in presenting
results from these external sources by either the presenter
of thiswork, the World Bank or its Board of Directors.

Further details and data, visit: http://mww.worldbank.or g/wbi/governancg®
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