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1. The Methodology

1.1 Introduction

Trangparency Internationa’ s Corruption Perceptions Index (CPI) has assumed acentra placein
debates about corruption. It isused by economists, academics, business people and journalists.
The growing importance of the CPI has stimulated interest in the methods used to compileit each
year. This document, complementing the publication of the 1999 CPI and the press materias
published with it, provides an in-depth explanation of the methodology.

The goa of the CPI isto provide data on extensive perceptions of corruption within
countries. Thisisameans of enhancing understanding of levels of corruption from one country to
another. It does not attempt to assess the degree of corruption practiced by nationals outside their
own countries. Thisis a separate phenomenon and a separate instrument, the Bribe Payers

Propengty Index (BP), is published thisyear for thefirst time.



In an area as complex and controversiad as corruption, no single source or polling method
has yet been developed that combines a perfect sampling frame, large enough country coverage,
and afully convincing methodology to produce comparative assessments. Thisis why the CPI has
adopted the approach of acompositeindex. It conssts of credible surveys using different sampling
frames and various methodologies and is the most Satistically robust means of measuring

perceptions of corruption.

1.2 Objectivevs. Subjective Data

Unbiased, hard datais difficult to obtain and usually raises difficult questions with respect to
vaidity. One such set of data has been assembled by the Crime Prevention and Crimina Justice
Divison of the United Nations Office at Vienna, [United Nations 1999]. Thisisasurvey of
national agenciesin alarge variety of countries called the United Nations Survey of Crime Trends
and Operations of Crimind Justice Systems. The mgjor goa of thisinvestigation has been to
collect cross-nationally comparative data on the incidence of reported crime and the operations of
crimind justice systems. The questionnaire consists of a series of questions which ask for data,
primarily statistical, on the main components of the crimina justice system. The latest version of
this survey relatesto the years 1990 to 1994. All national data are derived from the officia national
criminal statistics. Efforts have been undertaken to help nationa agenciesin the collection of data
and to review al parts of the survey for consistency.’ However, the precise legal definition of
bribery and corruption can be different in each national context, the differences drawn between
bribery, embezzlement and fraud may be troublesome and the statistical methodology of counting
and aggregating used in each national agency can differ consderably from that used el sewhere.

Apart from this, countries such as Singapore and Hong Kong have extremely high per capita

! A full description of the methodology and the complete data can be obtained viainternet at:

http://mwww.ifs.univie.ac.at/~uncjin/wes.html.



conviction rates for bribery. Thislendsitsalf to the conclusion that the data are to alarge extent
determined by the effectiveness and capacity of a country'sjudiciary in prosecuting corruption.
High levelsin this case indicate the success of anti-corruption initiatives rather than high levels of
actua corruption. As such problems commonly arise with objective data, internationa surveyson

perceptions serve as the most credible means of compiling aranking of nations.

1.3 Sourcesin 1999

Prior to selecting sources guidelines have been set up which organize the underlying decison
making process. These include the actud criteria that a source needs to meet in order to qualify for
inclusion aswell as organizational guidelines on how the final decision is reached with the help of
the Trangparency International Steering Committee. This process aimed at making the final
decision astransparent and robust as possible. As aresults of thisit was decided that the 1999 CHI
includes data from the following sources:.

Freedom House Nationsin Trangit (FH),

Galup Internationd (Gl),

the Economist Intelligence Unit (EIU),

the Ingtitute for Management Devel opment, Lausanne (IMD),

the International Crime Victim Survey (ICVS),

the Political and Eonomic Risk Consultancy, Hong Kong (PERC),

The Wall Street Journal, Central European Economic Review (CEER),

the World Bank and University of Basel (WB/UB),

the World Economic Forum (WEF).

A number of other possible sources has been considered for inclusion and rej ected because they

mixed corruption with other issues such as xenophobia, nationalism or related to changing



corruption rather than levels of corruption. The 1999 CPI combines assessments from the past
three years to reduce abrupt variations in scoring. Such changes might be due to high-level political
scandalsthat affect perceptions, but do not reflect actua changing levels of corruption. For Gl and
WB/UB only one survey was conducted and this methodology cannot be applied. Also older data
by CEER and ICV'S cannot be used for this purpose because they are more than three years old.
This suggests to adopt this methodology, asin the past, only for the surveys conducted by PERC,
WEF and IMD. While this averaging is valuable for the inclusion of surveys, it isinappropriate for
application to the data compiled by country experts. Such assessments as compiled by PRS, FH
and EIU are conducted by asmall number of country experts who regularly analyze a country's
performance, counterchecking their conclusionswith peer discussions. Following this systematic
evaluation, they then consider a potential upgrading or downgrading. As aresult, a country's score
changes rather seldom and the data shows little year-to-year variation. Changing scoresin this case
are the result of a consdered judgement by the organization in question. To then go back and

average the assessments over a period of time would be inappropriate.

On the other hand, in the case of dlite or genera public surveys an averaging over various
years produces a useful smoothing effect. While some annua data may contain random errors,
these do not necessarily carry over into the next year, and their impact is decreased by the
averaging procedure. Alongside their annud report, the WEF in 1998 conducted asurvey in
various African countries which could also beincluded. Overall, 17 sources could be included into
the 1999 CP, originating from 10 independent ingtitutions. The complete list of sourcesis

presented in appendix 1.

The sources in the table indicate the countries to be included. The number of sources has
increased further in 1999 as compared to 1998. This has alowed the number of countriesin the
CPI to beincreased to 99. The increase in the number of sources, on the other hand, has dlowed a

high level of reliability to be maintained and partly increased.



1.4 Year-to-Year Comparisons

The CPI incorporates as many reliable and up-to-date sources as possible. One of the drawbacksto
this approach isthat year-to-year comparisons of a country’s score do not only result froma
changing perception of a country's performance but also from changes in sample and methodol ogy.
Thisis comparable to the problem of designing a price index for a basket of goods when the
ingredients are constantly changing. The price index for one period cannot be fully compared to
that of the next since the basket on whichiit is based has changed. A smilar problem can arise with
the CPI. Some sources are not updated and must be dropped as aresult, while new, reliable sources
are added. With differing respondents and dightly differing methodol ogies a change in a country's
score cannot be attributed solely to actual changesin a country's performance.

Accordingly, Tl repestedly stresses that each year's index must be seen asthe result of the
sum of all reputable sources available at that time. Comparisons with the views collected in
previous years can be mideading. In order to reduce the number of mideading interpretations of
the CPI scores, the officia CPI table will not include the scores from the previous year. Overal,
however, the sources continue to show a high degree of correlation. So in practice, the impact of

changes in samples and methodol ogies on the outcome appears to be rather small.

2. Vaidity

2.1 Defining Corruption

All sources generally apply a definition of corruption such asthe misuse of public power for
private benefits, e.g., bribing of public officias, kickbacks in public procurement, or embezzlement
of public funds. Each of the sources also assesses the “extent” of corruption among public officias

and politicians in the countries in question:



The IMD asks respondents to assess whether “Improper Practices (such as bribing and
corruption) prevail or do not prevail in the public sphere.”

The WEF asks “Irregular, additional payments connected with import and export permits,
business licenses, exchange controls, tax assessments, police protection or loan application
are common/ not common.”

The PERC asks“To what extent does corruption exist in the country in which you are
posted in away that detracts from the busi ness environment for foreign companies?’

Gl asks “From the following groups of people, can you tell me for each of them, if there
arealot of cases of corruption given, many cases of corruption, few cases or no cases of
corruption at al.” The following groups were consdered for the CPI: paliticians, public
officials, policemen and judges.

The EIU defines corruption as the misuse of public office for personal (or party political)
financia gain and aims at measuring the pervasiveness of corruption. Corruption is one of
over 60 indicators used to measure “country risk” and “forecasting.”

ThelCVSasks "In some areasthere is a problem of corruption among government or
public officias. During 1995, has any government official, for instance a customs officer,
police officer or ingpector in your own country, asked you or expected you to pay abribe
for his service?'

The PRS determines avariable " Corruption in Government” and assesses the overal
spread of corruption.

FH and CEER determine the "level of Corruption” without providing further defining
Statements.

The WB/UB asks two related questions with respect to corruption: firg, “Please judge on a

sx point scale how problematic [corruption ig] for doing business’; second, “It is common



for firmsin my line of business to have to pay someirregular ‘ additional payments' to get

things done. Thisistrue dways, mostly, frequently, sometimes, seldom or never.”

Theterms”leve", "problem”, "prevalence", "pervasveness', "commonness' and ""number of
cases' arelargely identical. They dl refer to some kind of “degree’ of corruption, which isthe aso
am of the CPI. This common festure of the various sourcesis particularly important in view of
the fact that corruption comesin different forms. It has been suggested in numerous publications
that distinctions should be made between these forms of corruption, e.g. between nepotism and
corruption in the form of monetary transfers. Y et, in none of these surveys have specid forms of
corruption been found to dominate or be more or less important than in others. The sources can be
said to aim at measuring the same phenomenon.

It isimportant to note that largely none of the sources differentiates between administrative
and political corruption, and that both types of corruption are addressed equally by the various
questions posed. The IMD asks about corruption in the public sphere. Thisinevitably includes both
corruption in administration and in politics, as they both congtitute the public sphere. The WEF in
1997 and 1998 addressed only particular areas where corruption occur and in each of these, either
politicians or administrators can be the relevant actors. Political corruption, like administrative
corruption, requires additional payments and may represent an obstacle to doing business - the
topic of the WB/UB. Similarly, corruption in government, as assessed by the PRS, aso includes
both types of corruption, since administration and politics are each parts of government structures.
The same appliesto the broad definitions used by FH and CEER. The EIU explicitly notesthat its
assessments include corruption among public servants and politicians alike. The Gl data provides
the only differentiation between political and administrative corruption. It is noteworthy in this
respect to report acorrelation of 0.88 between the assessment of politicians and that of

administrators (an average of the assessment of judges, policemen and public servants) in their



data, pointing to a high correlation between the two aspects of the corruption phenomenon. This
further justifies ablending of political and administrative corruption, since there isno strong
evidence that countries differ in the prevalence of the one type of corruption over another. The
only source which does not include large scale politica corruptionisthe ICVS. But taking into
account that this source well correlates with the other sources, there was no strong argument that

also the extent of political corruption isnot well represented by this data.

2.2 Degreesof Corruption

Aswe have emphasized, the CPl aimsto assess the "degree of corruption”. But thisterm can
suggest different interpretations, Rose-Ackerman [1999: 4]. In order to confirm the validity of our
approach, we must first clarify whether thisterm is unambiguous. Imagine the smple case that 10
percent of al public servants take a bribe of $200 each, 5 timesayear in exchange for awarding a
contract that resultsin again of $500 each for corrupt private contractors. What would be the
"degree of corruption” in this case? Three different potential definitions of the "degree of

corruption” might be suggested:

1. Thefreguency of corrupt acts (e.g. 10 percent of public servants are bribed 5 times ayear, or 5
times 10%) could be the crucid variable to assess the overall degree of corruption.

2. Theamount of bribes paid (e.g. $200 times 5 times 10 %) could be assumed to be the adequate
measure.

3. Theoverdl gainthat contractors achieve via corruption (e.g. $5000 times 5 times 10 percent),

thus calculated, could be said to best reflect the degree of corruption.

While al of these definitions appear to be valid, they need not fully correlate with each other. For
example, consder that afew high-ranking public servants are taking large bribes on the one hand,

as opposed to many public servants engaging in petty corruption on the other. The total sum of



bribes would be about the same in both cases, but the frequency of corrupt incidents would
doubtlessly be higher in the latter case. Similarly, when corrupt private competitors are in a strong
bargaining position and do not alow much of their illegitimate gain to be shared with public
servants, the degree of corruption as defined by the total amount of bribes may be low while total
gains from corruption, i.e. the third definition for the degree of corruption, may be large. On the
other hand, "absence of corruption” would be smilarly defined in all three cases— i.e. frequency,
amount of bribes and value of rents— as being equal to or nearly zero.

Having taken thistheoretical ook at degrees of corruption, we can now turn to the particular
definitions used by our sources. Firg, it isinteresting to see that the Gl data clearly refersto the
number of cases of corruption, which is best contained in the first definition. Similarly, the
guestions asked by the ICV'S, WEF and the WB/UB (second question) relates to the frequency of
bribes paid, which isaso closer to the first definition. In contrast to this, the questions by the
PERC and the WB/UB (first question) hint at the damage to private bus ness people caused by
corruption. The implication here might be that large bribes are particularly serious, while large
benefits for corrupt private business people in the sense of definition 3 may not be. This may relate
to adefinition of corruption according to definition 2. The questions posed by the IMD, PRS,
CEER, FH and EIU provide no insght regarding an assessment of degree. The terms"leve”,
"prevaence’, "exisence" and "pervasveness' used there might refer to frequency aswell asthe
overall vaue of bribesinvolved. In sum, either definition 1 or 2 might be applicable to the
definition of the degree of corruption.

While there is no clear answer whether to choose definition 1 or 2, we must note here that
the sources correlate well with each other. Thisalows usto argue that a the moment thereislittle
evidence that differences with respect to these two definitions are crucia to the outcome of a
survey. Either, respondents have a very homogeneous pre-specified idea of how to define the

"degree of corruption” which influencestheir response, irrespective of the precise wording of the



guestionnaire, or countries do not differ considerably with respect to the particular kinds of
corruption that prevail there. The latter dternative is particularly interesting. Anecdotal evidence
givestheimpression that grand corruption is sometimes more prevalent in one country, while petty
corruption may be dominant in another. More research is required to deepen our understanding of
the levels and types of corruption and the extent to which corruption differs between countries. Y et
whatever definition of corruption applied by the respondents, it does not appear to be crucia to the
data we obtained and the index remains valid despite the fact that the term "degree of corruption” is
not exhaustively defined.

Interesting is one question posed by the WEF in 1999 concerning government favoritism.
Respondents were asked for the extent of their agreement to the following statement: " Sweetheart
dedl s between well-connected private firms and the government are not common.” One should
assume that the resulting index is related to the third definition of corruption provided above, i.e.
that large gainsfor private contractors can be obtained for small favors to public decision makers.
It isinteresting that the resulting index correlates 0.79 with the other index by the WEF included
into the CPI. Whilethisvaueis certainly large, it may appear that differences between indices

relating to the value of rents as opposed that of bribes can be established at some timein the future.

2.3 Reliability

The strength of the CPI is based on the concept that a combination of data sources combined into a
sngle index increases the reliability of each individua figure. This approach has been widely
endorsed, see eg. Lancaster and Montinola[1997]. The idea of combining datais that the
nonperformance of one source can be balanced out by theinclusion of at least two other sources.
Thisway, the probability of misrepresenting a country is serioudy lowered. Thisisvalid evenin
case the sources are not totally independent from each other. Such partial dependency may arise if
some respondents are aware of other peopl€'s perception of the level of corruption, or of other

sources contributing to the CPI.



Anindicator for the overdl reliability of the 1998 CPI can be drawn from the high
correlation between the sources. As most correlations are around 0.8 or higher, the sources do not
differ consgderably in their assessment of levels of corruption. Thisdataisin table 1. In addition to
these correlations, the reliability for each individual country score can be determined. The table
reporting on the results for each country includes data on the number of sources that included a

country and the standard deviation between the sources. The larger the number of sources and the

Table 1: Corrdationsbetween Sources
g’| g’| g’| 9] o 1 1 1 — — — o ] ~| A
DT T T2 9uododr o Iz dD 24F |ogE
0|12 2 |9 |7 EYXYTSL U WSl @52 (3L
2 |2 |2 |2 |0 a9a9ag8= |2 =242 |=Q0 12909
IMD-
oo 097|100
IMD-
ooy |097|098| 1,00
PRS
o |070/0.70| 069| 1,00
Gl
o7 |086]0.89]0.89(0:66|1,00
PERC-
Tov | 091|083]088(0.40(0.78|1,00
PERC-
Tovg | 097|0.95]0.96(0.34(092/0.90| 1,00
PERC- | 96| 0.92|0.95|0.37|0:88| 0.97| 0.96| 1,00
1097
WEF
oo, |092/089|093]056(0.79|085| 0.94|0.89| 1,00
‘glgEg'gb 092(0.87|091|065|0.77|086|0.90|0.87|0.94| 1,00
WEF | (A | NA | NA [049] NA | NA | NA | NA | NA | NA | 1,00
Africa-98
\{vggg 090|0.83|083|058|0.77|084|093|087|0.93] 0.96| NA | 1,00
Wfé;’?B' 092|093]093|0.44|079|089|097|094| 0.85| 0.87|0.70| 0.87| 1,00
fégé 0.86|0.85|0.88(067|0.76|083|0.95|092|0.86|0.89|0.71|0.84| 0.82| 1,00
'1836/37 091[092|092(0.760.93| NA | NA | NA |0.90/0.90| NA |0.89]0.91|0.86| 1,00
cl%gs, 0.75| NA | NA |064/079] NA | NA | NA |043[095| NA |0.86]056|0.76]0.71| 1,00
FLesdugem 0.73| NA | NA [0.66/0.70| NA | NA | NA |0.33]0.86| NA |0.87|0.58|0.79|0.67|0.93
"NA" indicates that few (4 or less) common countries were available so that a correlation would not be
meaningful.
A grey colour indicates that no more than 6 common countries were available for the reported correlation
coefficient.




lower the standard deviation between the sources, the more reliable is the value for acountry. The
relatively large standard deviation for Boliviaof 1.1 sgnifies that 66% of the sources ranged
between avaue of 1.4 and 3.6. In contragt, the low standard deviation for Germany means that
66% of the scores range between 7.5 and 8.5. A measure of precision for the countries scores can
be derived, assuming that the values provided by the scores are not stochastic and are all
independent from each other — assumptions which are not necessarily redlistic and should rather
be described as afirst-best scenario. Dividing the standard deviation by the square root of the
number of sources minus one yields a measure which represents the standard error of the mean
score. Thisisan imperfect but still helpful measure of precison for the individua country scores.
Germany, with 10 sources shows avaue of 0.17, while avaue of 0.49 is obtained for Bolivia. This
formulaillustrates that precision increases with the number of sources and decreases with the
standard deviation.

Difficultiesin assessing the level of corruption in a country may, on the one hand, result
from subjective difficulties, for example lack of data or experience. On the other hand, objective
difficulties may contribute to this. Assessing the overall level of corruption may be difficult in
countries where some ingtitutions openly engage in corruption while others strongly resist and fight

corruption. A large standard deviation may in this respect also reflect a heterogeneous state of a

Society.

3. Perception and Redlity

3.1 Sample Design

While the sources dll aim a measuring the degree of corruption, the sample design differs
congderably. With the exception of the PERC, FH, CEER, EIU and PRS the sources mostly
sample resdents, who must rely on their personal, loca estimate (as opposed to an expatriate’s

external viewpoint) of the degree of corruption and the meaning of the term in their own cultural



context. Whether this difference may lead to different outcomes still requires scientific study. For
the purposes of the CP, it added to the robustness of the resulting figures, since the data correlate
well with other data. This correlation suggests that there being different samples makes no great
difference to the results.

Of greater importance is the difference between polls on the opinions of experts and the
polls of the genera public provided by Gl and the ICVS. Whereas the genera public may tend to
form views on the corruption (or lack of it) experienced in daily life, business people and risk
analysts are usually closer to high-level incidents of corruption and may be in a better position to
assess grand corruption. Furthermore, dites may have a biased viewpoint towards corruption
insofar as they might be less negative about forms of corruption which favor their own group.
Similarly, the general public may be less negative about petty forms of corruption. To what extent
the genera public deviates from an dlite samplein its assessment of corruption has not yet been the
subject of investigation and congtitutes an important area for future research. The relatively high
correlation (mostly around 0.8 or higher) of the GI and ICV S data with the other sources suggests
no significant difference between these viewpoints.

Each country reported in the CPI has been included in at least one of the surveysby Gl,
ICVS, IMD, WEF or WB/UB. This meansthat no country is assessed by expatriates only. Local
residents have contributed to the assessment of al of the countriesincluded in 1999. Overdl, the
1999 CPI contains the perceptions of nationals from at least 99 countries. These are people from all

continents and regions of the world.

2 Even when dlite and general public viewpoints show some differences, an aggregation of these data still
makes sense, just like price levelsfor various goods can be aggregated to form some combined price index.
Whilethe idea of cresting a price index would be to value a complete basket of goods, the idea of
aggregating subjective data would then be to obtain an assessment of the level of corruption asseen by a
broad and possibly heterogeneous sample of respondents.



3.2 Interpreting Perceptions

Asthe data collected relates to perceptions rather than to real phenomena, it hasto be considered
whether such perceptions improve our understanding of what real levels of corruption may be. This
is necessary for the CPI to be afruitful contribution to political debate, investment decisons and
academic research. Since actual levels of corruption cannot be determined directly, perceptions
may be al we have to guide us. However, this approach is undermined to at least some extent, if
the perceptions gathered are biased. Such a potential bias might originate from the particular

cultural background of respondents. This has been remarked by Bayley, [1966: 721]:

"The western observer is faced with an uncomfortable choice. He can adhere to
the Western definition, in which case he lays himsalf open to the charge of being
censorious and he finds that he is condemning not aberrant behavior but norma,
acceptable operating procedure.... On the other hand, he may face up to the fact
that corruption, if it requires mora censure, is culturally conditioned ... [and] it
may be necessary then to assert in the same breath that an official accepts

gratuities but is not corrupt.”

In determining the level of corruption, the Bayley's viewpoint assgns a much more active role to
the attitudes towards political and administrative behavior. Perceptions would not allow
conclusions to be drawn with respect to redl levels of corruption. Depending on whether the sample
consst of locals or expatriates, this suggests two potentia biasesto be relevant.

Imagine that being asked to assessthe level of corruption, aloca estimates ahigh level of
corruption in the country of residence. Such an assessment would be avalid contribution to the CPI
only if the respondent makes the assessment as aresult of comparisons with the levels of

corruption perceived in other countries. But thisis not necessarily the viewpoint taken by the



respondent. A respondent may also assign high levels by comparing corruption to other (potentially
less pressing) problems facing the country, or by evauating it according to a high ethical standard
(e.g. which assumes any kind of gift-giving to a public officia to be corrupt and not culturally
acceptable). In the case of such an outlook, a high degree of observed corruption may reflect ahigh
gtandard of ethics rather than a high degree of real misbehavior. Perceptions would be amideading
indicator for real levels of corruption. This bias can occur particularly if only locals are surveyed,
each assessing only the levels of perceived corruption in their own countries. If respondents are
asked to assess foreign countries or to make comparisons between avariety of countries, this bias
should not occur. Respondents will, in this case, compare aforeign country with their home
country or with an even larger set of countries. They will be forced to apply the same definition of
corruption and make use of the same ethical standard for all countries, which produces valid
comparative assessments. However, in this context a second type of bias might arise, originating
from the potential dominance of a particular cultura heritage in the sample questioned or because
expatriates lack a proper understanding of a country's culture. If this happens, comparative
assessments might reflect disproportionately the perceptions of a particular culture, while cultures
may differ in their perceptions of precisely where the dividing line between corruption and
legitimate and approved socid interaction with officials may lie. Such culturally based perceptions
would only help our understanding of real levels of corruption to alimited degree® While samples
which are dominated by a particular cultural heritage are susceptible to thiskind of bias, surveys
which question local residents clearly avoid thiskind of bias.

The strength of the CPI restswith the idea that we include surveys which are not
susceptible to the firgt type of bias. Particularly these are CEER, EIU, PRS, FH and PERC. Since

the data provided by these sources refer to assessments by expatriates, they are subject to a

% Less sophisticated viewpoints towards the CP! aleged in the past that it was driven by the viewpoints of
western oriented businesspeople. Thisviewpoint is certainly wrong.



homogeneous definition of corruption and a consstent ethical standard. The CPI also incorporates
the datafrom the ICV'S, IMD, WEF, GI and WB/UB. Since these refer to assessments made by
local residents, they are not likely to represent the perception of a certain cultura heritage. The
second type of bias can clearly be rejected for these sources.

Since the data from the CEER, EIU, PRS, FH and PERC correlate well with the other data,
there seems to be no support for the suggestion that they might be influenced by the second type of
bias. Smilarly, sncethe data by the ICVS, IMD, WEF, Gl and WB/UB correlate well with the
other three sources, the notion that the first type of bias might be present is clearly not supported.
The vaidity of the sourcesis mutually confirmed and prevalence of the potential biases mentioned
before regjected by their high correlation. The approach clearly suggests that the perceptions

gathered are ahelpful contribution to the understanding of real levels of corruption.

* A method for rejecting both biases at the same time has been developed and tested at an internet site of
Gottingen University (www.uni-goettingen.de/~uwvw). Between January 1997 and May 1998 540 repliesto
an interactive questionnaire were obtained. Users of the internet with an interest in corruption have been
asked to approach a page, where the following question has been posed: " You enter a public officewhichis
authorised to grant licenses and permits (e.g. the license to conduct business). After you waited for along
time you are expected to pay a bribe and are told that otherwise you will not receive thelicense. According
to your perception, in which countries may this (i.e. the asking for bribes by public officias) happen? On the
other hand, where do you congider it to be unlikely?' Three aternatives "often”, "sometimes' and "rarely”
are given theregfter, which are supposed to be filled with country names.

Each respondent is supposed to assess all countries where he or she obtained first hand experience
(the resulting index correlates 0.93 with the 1999 CPI). Thus, thefirst biasis not likely to occur. The second
potentia bias can be checked by congtructing sub-samples of respondents, dependent on their residence,
origin or professon. The resulting index of such a subgroup can be correated with that of the full sample of
respondents, indicating potential differences. Since the resulting correlation for non-western residents and
that of people with non-western origin are al higher than 0.95, there are no indications that the cultura
heritageisacrucia determinant for the assessment of levels of corruption. The assessments by business
people correlate 0.98 with the full sample, indicating no impact of profession on the assessment of

corruption.



3.3TheRole of theMedia

Another potential problem with the collection of perceptions may arise from the possibility that
respondents do not report their persona experiences but rely on media coverage and reports
obtained from others. Certainly this influence cannot be excluded and necessarily contributes to
perceptions. Yet in its extreme form such an influence may suggest that respondents rely only on
hearsay. The potentia problem with thisinfluence is that the assessment of a country might then
reflect the quality of the pressin uncovering scandas, and particularly its freedom to do so.
Countriesthat suppress afree press may escape a bad reputation for corruption among their
population. Such an influence would certainly undermine the validity of the CPI and its usefulness
asan aid to understanding real levels of corruption.

Investigating whether such an influence might affect the CP, it is worthwhile to observe that
some sources may be more influenced by hearsay than others. It is particularly interesting that the
question posed by the ICV S clearly relates to personal experience as opposed to hearsay. The large
correlaion of ICV S with other sources (commonly higher than 0.8) indicates that hearsay does not
appear to be an important influence for the overal CPI.

Another interesting piece of evidence comes from the WEF. In 1999 respondents were asked
to state the level of agreement with the following statement: " Persond bribes and kickbacks to
senior politiciansisrarely aleged in public discussions and rumors.” The extent of agreement to
this statement clearly reflects an assessment of hearsay rather than personal experience. But the

resulting index correlates 0.88 with that provided by WEF which entersinto the CPI. This

Since thistype of sample design is not agtatigticdly robust approach, this validation step must be
seen to be experimental at this stage. Thisis dso the reason for not including these datainto the 1999 CPI
nor to claim gatistical robustness of the results. The results are reported here so asto give afirst impresson

of the necessary methodology and to provide first insghts into the suggestive results.



emphasizes that the level of rumors about corruption is not a bad indicator for actua experience

about levels of corruption.

4. The Index

4.1 Weighting the Data

With the various sources having some differences with respect to sample and date, a number of
ideas have been considered for weighting the sources before aggregating them. One possibility was
to weight them according to the number of replies collected by each source. However, thiswould
mean that the GI and ICV S data would overinfluence the results, particularly if seen against the
expert assessments conducted by PRS, FH and EIU. If thisline were pursued, it would mean that
the views of an individual selected at random would have the same quality as an expert assessment
meade after country-specific analysis and peer review. This approach was therefore not convincing.

Also the idea of assigning a higher weight to more recent data and lower weightsto older
datawas explored. An index which isweighted using such a technique (e.g. taking the weights
3,2,1 for 1999, 98, 97 respectively) correlates 0.998 with an unweighted index, indicating that the
differences are negligible.

Another methodology for aggregating governance data has recently been suggested by
Kaufmann, Kraay and Zoido-Lobaton [1999], based on aforma modd. The authors assume that
each source isanoisy indicator for actua levels of corruption, whichisthe "unobservable
component” they seek to determine. Based on this model an average score and a measure of

precision is obtained for alarge variety of countries Those sources which then better correlate

® With respect to measures of precision, some not necessarily realistic assumptions had to be introduced. The

measures of precison therefore represent a best-case scenario and are not unbiased. In addition, they neglect



with the resulting aggregate index receive more weight, while those which contribute less viably
enter into the index with lessweight. The quality of the sourcesistherefore determined
endogenoudly and is not an expert's opinion on a source's vaidity and reliability. While there may
be a point in taking this approach, weighting can be biased if the sources are not independent of
each other. It may occur that the sourcesthat are least independent — for example because they
use other sources astheir benchmark or sample people who have little first-hand experience — are
given higher weights than those who engage in discovering original insights.® Thisweighting
system would be in contrast to experts viewpoints regarding the quality of sources. Given this
disadvantage it was decided that this approach should not be adopted for the TI-CPI. Inthe end, it
remains preferable to adopt the smple approach of assigning equal weights to those sources which
have been found to meet the criteria of reliability and professionalism. Other procedures may have
their merits, but this Smple averaging system is easiest to explain to abroad public.

It was suggested in this context that data from various years provided by the same source
should not obtain the same weight as other data. One may adhere to the viewpoint that the data
provided by an ingtitution is independent to that from another ingtitution, but the same
independence may not prevail for surveys originating from the same ingtitution. But this argument
may push too far an issue which isin fact difficult to assess. Some ingtitutions may not be fully
independent in the assessment of their data; they may lean on the data produced by othersin

reaching a conclusion. Since the matter of independence is difficult to quantify, there was no clear

the standard deviation between sources, i.e. that precison should be lower in countries where sources differ
congiderably in their assessment.

® Apart from these methodological issues, the approach by Kaufmann, Kraay and Zoido-L obaton [1999]
included sources which mixed aspects of xenophobia and nationalism alongside with corruption or which
intended to measure changes instead of actual levels of corruption. It wasinteresting to observethat asa
consequence the resulting approach tended to rate poor countries more corrupt than rich countries— a

mi sperception which many people may not be immune to, but which should clearly be avoided.



argument in changing the methodology used so far. Asaresult of giving each survey an equal
weight, some indtitutions obtain alarger weight than others. While other approaches can certainly
be judtified thereis also somerationa in this. It reflects previous decisions by the Transparency
International Steering Committee that continuous annual surveys are superior for our purposes than
one-off surveys. they may have gathered more expertise in providing their service and their
inclusion helpsto avoid abrupt year-to-year changesin the CPI. In addition to that, surveys may be
seen to be superior to expert assessments because the methodology of producing dataiis more

transparent and subject to a clear procedure as opposed to expert viewpoints.”

4.2 Standardizing

Since each of the sources usesits own scaling system, aggregation requires a standardization of the
data before the mean value for each country can be determined. For al sources not aready
standardized for the CPls of previous years, the 1998 CPI was the starting point for this process. It
had a mean value of 4.88 and a standard deviation of 2.40. Each of the sources naturally had
different means and standard deviations. Y et standardization does not mean that each sourceis
given the same mean and standard deviation, since each source covers a different subset of
countries. Instead, the aim of the standardization processisto ensure that inclusion of a source
congsting of a certain subset of countries should not change the mean and standard deviation of
this subset of countriesin the CPI. The reason isthat the aim of each sourceisto assess countries
relative to each other, and not relative to countries not included in the source. The aim hereisthat a

country not be "punished” for being compared with a subset of relatively uncorrupt countries, nor

" Expert assessments may aso be less independent than surveys because they tend to be well informed about

the results of other sources.



rewarded for being compared with a subset perceived to be corrupt® In order to achieve this, the
mean and standard deviation of this subset of countries must take the same value as the respective
subset in the 1998 CPI.

An example can illugtrate the standardization. In 1999, IMD assessed France with a value of
5.23 on ascale between 0 and 10. At first, acommon subset of countries was determined, countries
which belong to both the IMD 1999 and the 1998 CPI. The means and standard deviationsin each
of these sources was determined. In the IMD 1999, these countries had amean value of 4.68 and a
gtandard deviation of 2.66, while in the 1998 CPI, these countries had amean of 6.04 and a
gtandard deviation of 2.47. Standardizing the value for France thus required subtracting 4.68 from
the 5.23,° multiplying the result by 2.47, dividing by 2.66 and adding 6.04. The result turns out to
be 6.56, the standardized value for France. Applying thisto al countriesin the subset, the
standardized values had amean of 6.04 and a standard deviation of 2.47, the same vauesthis
subset of countries had in the 1998 CPI. The same formulais then applied to al countries covered
inthe IMD, including those that do not belong to the subset described above. After thisis done for
all countries and al sources, the index is determined by computing the smple mean for each

country.*°

The previousindices relied solely on atechnique of standardizing means and standard
deviations for the respective subsamples of countries. It was observed in the past that an aternative

technique of matching percentiles would bring about largely identical results. Matching percentiles

8 1t had been alleged in the past that the mereinclusion of countries into some surveys may account for their
(low) score. Thiswas caled the "curse of inclusion”. But by making use of the standardization technique this
mi srepresentation was avoided.

® With some sources (WB/UB) assigning higher values to more corrupt countries, this value must be
multiplied by -1.

10 A find standardization must be undertaken, since the aggregate may again differ with respect to mean and

standard deviation as compared to the previous yearsindex.
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the distribution of a source clearly
differsfrom that of the CPI.

One such source with a clearly different distribution is ICV'S. As can be depicted from the
graphics, the relationship between ICV S and the CPl 1998 does not appear to be linear. Thereisno
other source where thisis so clearly the case. It was decided that for ICV S the method of matching
percentiles would be applied. For this technique again the common subsamples of the ICV S and
the 1998 CPI are determined. Then, the largest value in the 1998 CPI istaken asthe standardized
value for the country ranking best by ICV'S. The second largest value is given to the country
ranking second best, etc.

For IMD, CEER and PERC, this standardization procedure did not change the values
sgnificantly, since the data was aready delivered on a scale between 0 and 10. This contraststo
the values provided by WEF and WB/UB who report the data on a scale between 1 and 7.
Likewise PRS and EIU provide assessments ranging between 0 and 6 and between 0 and 4,
respectively. The Gl data was obtained in raw format and processed with the help of
correspondence analysis prior to applying the outlined standardization procedure, see Lambsdorff
[1998b]. The original data by Freedom House were not given in numerical format but a " broader

aphabetica grade” assigned to the respective categories. Thisimpliesthat FH does not invite for a



"cardina" interpretation of their assessments which isrequired for the normal standardization
methodology. By making use of amethodology of matching percentiles only the ordinal
information by FH would be used. But also anormal standardization of the data provides an
indicator which correlates 0.992 with the one obtained from matching percentiles. Given thisit was

decided to keep the normal standardization technique.

4.3 Presentation

The 1999 CPI will include al countries for which at least three sources had been available™ Some
scholars had argued in favor of extending the index to include also countries for which less than
three sources are available. There are undeniable meritsto this. A larger list of countries would
further facilitate the usage of the CPI in academic research. There has been an immense research
activity based on the CPI, but the limited number of countries was sometimes felt to present a
dight disadvantage. Above that, it was observed that limiting the index to countries where
aufficient information is available would exclude particularly countries perceived to be corrupt. It
was argued that this may midead the public.

But these arguments must be valued againgt the respective disadvantages of a further
expansion. In public debate, measures of precison are commonly not well taken into account —
irrespective of the immense effort Tl has put into the presentation of the CPI in the past. Most
media still misinterpret the fact that being worst in the index does not mean being most corrupt in
the world. In the 1998 CPI this position has been occupied by Cameroon. Expanding the 1998
index to 150 countries would assign this position to another country. Thereisno clear hint that an
expansion of the index would help to avoid the misinterpretation by the media. Evenin alarger
index there are still more than 50 countries missing because no assessment at all isavailable, eg.

for Rwanda, Burundi, Djibouti, Central African Republic, Laos and Cambodia. It could easily be

1 For dl countriesin the CPI at least three sources from three different ingtitutions have been available.



that one of these countriesis perceived to be the most corrupt country. Calling a country the worst
in the world remains equally inappropriate even for this larger index. But an expanson may even
more invite for this interpretation, because an index of 150 countries would include most countries
intheworld.

The method to avoid this misperception has been to restrict the index to those countries
where sufficient information is available. It therefore makes sense to stick to this established
guideline and include only those countries for which at least three sources were available. Since
those countries |eft out of the index are on average perceived to be rather corrupt, there emerges an
inadequate comparison of a country to the rest of the world — an interpretation which Tl did not
invite for but which some mediawas engaged in. It may be worthwhile to note that al 150
countries would on average score 4.0. Thisfigure may serve as abenchmark value. Particularly it
illustrates that countries not being included into the CPI should not interpret this as a particular type
of qualification or disqualification.

On the web-sites we will include the maximum and minimum (standardized) values for each
country. These are intended to better illustrate the margins of error that are associated with a
country’s score. Moreover, some observers may be interested in the amount of independent
ingtitutions that contributed to an average value and not only the total number of sources. This
vaue will aso be reported. Apart from that, the CPI will continue to rank countries and assign

scores with one digit, as we have done in the past.



References

HEUNI (1998), "Crime and Criminal Justice in Europe and North America.”, European Institute
for Crime Prevention and Control, affiliated with the United Nations (HEUNI), P.O. Box
161, FIN-00131 Helsinki. Ed. by K. Kangaspunta, M. Joutsen and N. Ollus. The study can

be obtained at: http://mww.vn.fi/om/suomi/heuni/news/ccj.pdf.

Kaufmann, D., A. Kraay and P. Zoido- Lobaton (1999), " Aggregating Governance Indicators.”
World Bank Policy Research Working Paper No. 2195 (Washington D.C.: The World
Bank).

Lambsdorff, J. Graf (19984), “The Trangparency International Corruption Perceptions Index. 1.
edition 1995” Transparency International (T1) Report 1996, 51-53. “2. edition 1996,
Transparency International (T1) Report 1997, 61-66. “3. Edition 1997”, Transparency
International (T1) Newdletter, September 1997. “4. Edition”, September 1998. A complete
documentation can be obtained at: http://www.uni-goettingen.de/~uwvw.

Lambsdorff, J. Graf (1998b), “Corruption in Comparative Perception.” Economics of Corruption,
ed. by A.K. Jain (Dordrecht: Kluwer Academics), 81-1009.

Lancagter, T.D. and TG.R. Montinola (1997), "Toward a Methodology for Comparative Study of
Palitical Corruption”, Crime, Law and Social Change, XX V1, 185-206.

Rose-Ackerman, S. (1999), Corruption and Gover nment. Causes, Consequences and Reform
(Cambridge: Cambridge University Press).
United Nations (1999), “Globa Report on Crime and Justice.” Report by the United Nations Office

for Drug Control and Crime Prevention (New Y ork: Oxford University Press).



Table 2: Sourcesfor the TI-CPl 1999
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121n 1999 26% of the responses came from business leaders of large domestic companies, 42% from significant exporters, 25% from

multinationas and 7% from government officias.

3 The world Deveopment Report includes only 69 countries. Further 5 countries have been assessed by Basd Universty.
14 Overall 45 countries had been indluded, but Scotland, Northern Ireland and England & Wales are not counted separately here.



