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1. The Methodology

1.1 Introduction

Transparency International’ s Corruption Perceptions Index (CPI) has assumed a centra placein
debates about corruption. It is used by economists, academics, business people and journdidts.
The growing importance of the CPl 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 CHl isto provide data on extensive perceptions of corruption within
countries. Thisis ameans of enhancing understanding of levels of corruption from one country to
another. 1t 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

Propensity Index (BPI), is published this year for the first time.



In an area as complex and controversd 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 CPl has
adopted the approach of a composite index. It conssts of credible surveys using different sampling
frames and various methodologies and is the most statistically robust means of measuring

perceptions of corruption.

1.2 Objectivevs. Subjective Data

Unbiased, hard dataiis difficult to obtain and usually raises difficult questions with respect to
validity. One such set of data has been assembled by the Crime Prevention and Criminal Justice
Divison of the United Nations Office a Vienna, [United Nations 1999]. Thisisasurvey of
nationa agenciesin alarge variety of countries called the United Nations Survey of Crime Trends
and Operations of Criminal Justice Systems. The mgjor god of thisinvestigation has been to
collect cross-nationally comparative data on the incidence of reported crime and the operations of
criminal justice systems. The questionnaire consists of a series of questions which ask for data,
primarily statistical, on the main components of the crimind justice system. The latest version of
this survey relatesto the years 1990 to 1994. All nationa data are derived from the official nationa
criminal statistics. Efforts have been undertaken to help nationd agenciesin the collection of data
and to review dl parts of the survey for consistency.® However, the precise legdl definition of
bribery and corruption can be different in each nationa context, the differences drawn between
bribery, embezzlement and fraud may be troublesome and the statistical methodology of counting
and aggregating used in each nationa agency can differ considerably from that used e 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://Mmww.ifsunivie.ac.at/~ungjinwcshtml.



conviction rates for bribery. Thislendsitself 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 leves of
actual 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 decision
making process. These include the actud criteria that a source needs to meet in order to qudify for
inclusion as well as organizationa guidelines on how the fina decision is reached with the help of
the Transparency Internationa Steering Committee. This process aimed a making the final
decison as transparent and robust as possible. As aresults of this it was decided that the 1999 CH

includes data from the following sources:

+ Freedom House Nationsin Trangt (FH),

+ Gdlup Internationd (Gl),

+ the Economigt Intelligence Unit (EIV),

+ theIngtitute for Management Development, Lausanne (IMD),

+ thelnternationd Crime Victim Survey (ICVYS),

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

+ TheWall Street Journa, Central European Economic Review (CEER),
+ theWorld Bank and University of Basd (WB/UB),

+ the World Economic Forum (WEF).

A number of other possible sources has been considered for inclusion and rejected 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-leve politica
scandals that affect perceptions, but do not reflect actual 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 incluson 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 a small number of country experts who regularly andyze a country's
performance, counterchecking their conclusions with peer discussions. Following this systematic
evaluation, they then consider a potentia 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 considered 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 elite 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 annua report, the WEF in 1998 conducted a survey in
various African countries which could also beincluded. Overdl, 17 sources could be included into
the 1999 CPI, 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 be increased to 99. The increase in the number of sources, on the other hand, has alowed a

high level of reliability to be maintained and partly increased.



14 Year-to-Year Comparisons

The CPI incorporates as many reliable and up-to-date sources as possible. One of the drawbacksto
this gpproach is that year-to-year comparisons of a country's score do not only result from a
changing perception of a country's performance but also from changes in sample and methodol ogy.
This is 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 which it is based has changed. A similar problem can arise with
the CPI. Some sources are not updated and must be dropped as a result, 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 changes in a country's performance.

Accordingly, Tl repeatedly stresses that each year's index must be seen as the result of the
sum of al 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 CHl scores, the official CPI table will not include the scores from the previous year. Overal,
however, the sources continue to show a high degree of corrdation. So in practice, the impact of

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

2. Validity

2.1 Defining Corruption

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

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, additiona payments connected with import and export permits,
business licenses, exchange controls, tax assessments, police protection or loan application
are commor/ 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 business environment for foreign companies?’

Gl asks“From the following groups of people, can you tel me for each of them, if there
arealot of cases of corruption given, many cases of corruption, few cases or no cases of
corruption a al.” The following groups were considered for the CHI: paliticians, public
officids, policemen and judges.

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

The ICV S asks: "In some areas thereis a problem of corruption among government or
public officids. During 1995, has any government officia, for instance a customs officer,
police officer or ingpector in your own country, asked you or expected you to pay a bribe
for his service?'

The PRS determines a variable " Corruption in Government” and assesses the overall
spread of corruption.

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

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

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



for firmsin my line of business to have to pay some irregular *additiona payments' to get

things done. Thisis true aways, mostly, frequently, sometimes, seldom or never.”

The terms "level", "problem”, "prevaence”,

pervasiveness', "commonness' and "“number of
cases' arelargdy identica. They dl refer to some kind of “degreg’ of corruption, which isthe dso
am of the CPI. This common feature 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 specia forms of
corruption been found to dominate or be more or less important than in others. The sources can be
said to am at measuring the same phenomenon.

It isimportant to note that largely none of the sources differentiates between adminigtrative
and palitica corruption, and that both types of corruption are addressed equdly by the various
guestions posed. The IMD asks about corruption in the public sphere. This inevitably includes both
corruption in administration and in palitics, 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 adminisirators can be the relevant actors. Political corruption, like administrative
corruption, requires additiona payments and may represent an obstacle to doing business - the
topic of the WB/UB. Similarly, corruption in government, as assessed by the PRS, also includes
both types of corruption, since adminisiration and politics are each parts of government structures.
The same gpplies to the broad definitions used by FH and CEER. The EIU explicitly notes that its
assessments include corruption among public servants and paliticians dike. The Gl data provides
the only differentiation between politica and administrative corruption. It is noteworthy in this
respect to report a correlation 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 a blending of political and administrative corruption, since there is no 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 palitical corruption isthe 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 is not well represented by this data.

2.2 Degreesof Corruption

Aswe have emphasized, the CPl aims to assess the "degree of corruption”. But this term can
suggest different interpretations, Rose- Ackerman [1999: 4]. In order to confirm the validity of our
approach, we must first clarify whether this term 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 potentia definitions of the "degree of

corruption™ might be suggested:

1. Thefrequency of corrupt acts (e.g. 10 percent of public servants are bribed 5 timesayear, 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 gain that 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 dl of these definitions gppear to be valid, they need not fully correlate with each other. For
example, condder 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
doubtlesdy be higher in the latter case. Similarly, when corrupt private competitors are in astrong
bargaining position and do not alow much of thelr 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 dl three cases— i.e. frequency,
amount of bribes and vaue of rents— as being equa to or nearly zero.

Having taken this theoretica ook at degrees of corruption, we can now turn to the particular
definitions used by our sources. Firgt, it isinteresting to see that the Gl data clearly refersto the
number of cases of corruption, which is best contained in the first definition. Smilarly, the
questions 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 business 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 insight regarding an assessment of degree. The terms "leve”,

"prevaence’, "exisence" and "pervasiveness' used there might refer to frequency as well asthe
overdl vaue of bribesinvolved. In sum, ether definition 1 or 2 might be applicable to the
definition of the degree of corruption.

While thereis no clear answer whether to choose definition 1 or 2, we must note here that
the sources correlate well with each other. This allows us to argue that a the moment thereislittle
evidence that differences with respect to these two definitions are crucid to the outcome of a

survey. Either, respondents have a very homogeneous pre-specified idea of how to define the

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



questionnaire, or countries do not differ considerably with respect to the particular kinds of
corruption that prevail there. The latter dternative is particularly interesting. Anecdota evidence
gives the impression that grand corruption is sometimes more prevaent in one country, while petty
corruption may be dominant in another. More research is required to degpen 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 crucid to the
data we obtained and the index remains valid despite the fact that the term "degree of corruption” is
not exhaugtively 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
dedls 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 gains for private contractors can be obtained for smal favorsto public decision makers.
It isinteresting that the resulting index correlates 0.79 with the other index by the WEF included
into the CPI. While thisvalueis certainly large, it may appear that differences between indices

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

2.3Rdiability

The strength of the CPI is based on the concept that a combination of data sources combined into a
single index increases the reliability of each individua figure. This gpproach has been widely
endorsed, see e.g. Lancaster and Montinola[1997]. Theidea of combining datais that the
nonperformance of one source can be balanced out by the incluson of at least two other sources.
Thisway, the probability of misrepresenting a country is serioudy lowered. Thisisvaid evenin
case the sources are not totaly independent from each other. Such partia 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.



An indicator for the overall rdiability 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 consderably in their assessment of levels of corruption. Thisdataisin table 1. In addition to
these correlations, the reliability for each individua 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
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lower the standard deviation between the sources, the more reliable isthe vaue for a country. The
relatively large standard deviation for Bolivia of 1.1 signifies that 66% of the sources ranged
between avaue of 1.4 and 3.6. In contrast, 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 dl
independent from each other — assumptions which are not necessarily redistic and should rather
be described as afirst-best scenario. Dividing the standard deviation by the square root of the
number of sources minus one yieds a measure which represents the standard error of the mean
score. Thisisan imperfect but ill helpful measure of precision 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.

Difficulties in assessing the leve 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 dso reflect a heterogeneous state of a

ociety.

3. Perception and Redity

3.1 SampleDesign

While the sources dl aim at measuring the degree of corruption, the sample design differs
consderably. With the exception of the PERC, FH, CEER, EIU and PRS the sources mostly
sample residents, 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 sudy. For
the purposes of the CPI, it added to the robustness of the resulting figures, since the data correlate
wdl 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 ICV'S. Whereas the general public may tend to
form views on the corruption (or lack of it) experienced in daily life, business people and risk
analysts are usudly closer to high-leve incidents of corruption and may be in a better position to
assess grand corruption. Furthermore, eites 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 generd public may be less negative about petty forms of corruption. To what extent
the generd public deviates from an elite sample in its assessment of corruption has not yet been the
subject of investigation and constitutes an important area for future research. The relatively high
correlation (mostly around 0.8 or higher) of the Gl 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 surveys by Gl,
ICVS, IMD, WEF or WB/UB. This means that no country is assessed by expatriates only. Loca
residents have contributed to the assessment of &l of the countriesincluded in 1999. Overdl, the
1999 CPI contains the perceptions of nationals from at least 99 countries. These are people from dl

continents and regions of the world.

? Even when dite and genera public viewpoints show some differences, an aggregation of these data till
makes sense, judt like price levels for various goods can be aggregated to form some combined price index.
While the idea of creating a price index would be to vaue a complete basket of goods, the idea of
aggregating subjective datawould then be to obtain an assessment of the level of corruption asseen by a
broad and possibly heterogeneous sample of respondents.



3.2 Interpreting Per ceptions

As the data collected relates to perceptions rather than to real phenomena, it has to be considered
whether such perceptions improve our understanding of what red levels of corruption may be. This
is necessary for the CPI to be afruitful contribution to political debate, investment decisions and
academic research. Since actua levels of corruption cannot be determined directly, perceptions
may be dl we have to guide us. However, this approach is undermined to at least some extent, if
the perceptions gathered are biased. Such a potentia 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 normal,
acceptable operating procedure.... On the other hand, he may face up to the fact
that corruption, if it requires mora censure, is culturaly conditioned ... [and] it
may be necessary then to assert in the same bresth that an official accepts

gratuities but is not corrupt.”

In determining the leve 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 real levels of corruption. Depending on whether the sample
congst of locals or expatriates, this suggests two potentia biases to be relevant.

Imagine that being asked to assess the level of corruption, alocal estimates a high level of
corruption in the country of resdence. Such an assessment would be a valid contribution to the CPI
only if the respondent makes the assessment as a result of comparisons with the levels of

corruption percelved in other countries. But this is not necessarily the viewpoint taken by the



respondent. A respondent may aso assign high levels by comparing corruption to other (potentialy
less pressing) problems facing the country, or by evaluating 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 culturaly
acceptable). In the case of such an outlook, a high degree of observed corruption may reflect ahigh
standard of ethics rather than a high degree of real misbehavior. Perceptions would be amideading
indicator for red levels of corruption. This bias can occur particularly if only locas 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 a variety of countries, this bias
should not occur. Respondents will, in this case, compare a foreign 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 slandard for al countries, which produces valid
comparative assessments. However, in this context a second type of bias might arise, originating
from the potentia 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 precisaly 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 redl 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 rests with the idea that we include surveys which are not
susceptible to the first 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 CPI aleged in the past thet it was driven by the viewpoints of
western oriented businesspeople. This viewpoint is certainly wrong.



homogeneous definition of corruption and a cons stent ethical standard. The CPI aso incorporates
the datafromthe ICV'S, IMD, WEF, Gl and WB/UB. Since these refer to assessments made by
loca 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 databy 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 vdidity of the sources is mutually confirmed and prevaence of the potentia biases mentioned
before rgjected by their high correlation. The approach clearly suggests that the perceptions

gathered are a helpful contribution to the understanding of real levels of corruption.®

* A method for rgecting both biases at the same time has been developed and tested at an internet site of
Gattingen University (www.uni-goettingen.de~uwvw). Between January 1997 and May 1998 540 replies to
an interactive questionnaire were obtained. Users of the internet with an interest in corruption have been
asked to gpproach 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 a long
time you are expected to pay a bribe and are told that otherwise you will not receive the license. According
to your perception, in which countries may this (i.e. the asking for bribes by public officids) happen? On the
other hand, where do you condder it to be unlikely?' Three dternatives "often”, "sometimes’ and "rarely”
are given theresfter, which are supposed to be filled with country names.

Each respondent is supposed to assess dl countries where he or she obtained first hand experience
(the resulting index corrdates 0.93 with the 1999 CP). Thus, thefirgt 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 corrdated with that of the full sample of
respondents, indicating potentia differences. Since the resulting corrdation for non-western residents and
that of people with non-western origin are dl higher than 0.95, there are no indications that the cultura
heritage isa crucid determinant for the assessment of levels of corruption. The assessments by business
people corrdate 0.98 with the full sample, indicating no impact of profession on the assessment of
corruption.



3.3TheRoleof theMedia

Another potential problem with the collection of perceptions may arise from the possibility that
respondents do not report their personal 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 potentid problem with this influence is that the assessment of a country might then
reflect the quality of the press in uncovering scandals, and particularly its freedom to do so.
Countries that suppress a free press may escape a bad reputation for corruption among their
population. Such an influence would certainly undermine the vaidity of the CPI and its usefulness
as an ad to understanding real levels of corruption.

Investigating whether such an influence might affect the CPI, 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 persona experience as opposed to hearsay. The large
correlation of 1CV S with other sources (commonly higher than 0.8) indicates that hearsay does not
appear to be an important influence for the overdl 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: "Personal bribes and kickbacks to
senior politiciansis rarely dleged in public discussions and rumors." The extent of agreement to
this statement clearly reflects an assessment of hearsay rather than persona 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 a datigticaly robust gpproach, this vaidation step must be
seen to be experimentd at this sage. Thisis aso the reason for not including these dataiinto the 1999 CPI
nor to claim statistica robustness of the results. The results are reported here so asto give afirst impresson
of the necessary methodology and to provide first ingghtsinto the suggestive results.



emphasizes that the level of rumors about corruption is not a bad indicator for actual 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, this would
mean that the Gl 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
made after country-specific andysis and peer review. This approach was therefore not convincing.

Also the idea of assigning a higher weight to more recent data and lower weights to older
data was explored. An index which is weighted using such atechnique (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-L obaton [1999], based on aforma model. The authors assume that
each source isanoisy indicator for actual levels of corruption, which is the "unobservable
component” they seek to determine. Based on this modd 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 redlistic assumptions had to be introduced. The
measures of precison therefore represent a best-case scenario and are not unbiased. In addition, they neglect
the standard deviation between sources, i.e. that precision should be lower in countries where sources differ
congderably in their assessment.



with the resulting aggregate index receive more weight, while those which contribute less viably
enter into the index with less weight. The quality of the sources is therefore determined
endogenoudy 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 sources that 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. In the end, it
remains preferable to adopt the smple approach of assigning equa weights to those sources which
have been found to meet the criteria of reiability and professionalism. Other procedures may have
their merits, but this Smple averaging system is easiest to explain to a broad 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 indtitution, but the same
independence may not prevall 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
argument in changing the methodology used so far. As aresult of giving each survey an equa

weight, some ingtitutions obtain alarger weight than others. While other approaches can certainly

® Apart from these methodological issues, the gpproach by Kaufmann, Kraay and Zoido-L obaton [1999]
included sources which mixed aspects of xenophobia and nationalism aongside with corruption or which
intended to measure changes instead of actud levels of corruption. It wasinteresting to observethat asa



be judtified there is dso some rationd in this. It reflects previous decisions by the Transparency
International Steering Committee that continuous annua surveys are superior for our purposes than
one-off surveys: they may have gathered more expertise in providing their service and their
inclusion helps to avoid abrupt year-to-year changes in the CPl. 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 Standar dizing

Since each of the sources uses its 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 CPIs of previous years, the 1998 CPl was the starting point for this process. It
had a mean vaue of 4.88 and a standard deviation of 2.40. Each of the sources naturdly 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 process is to 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 source is to assess countries
relative to each other, and not relative to countries not included in the source. The am hereisthat a

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

consequence the resulting gpproach tended to rate poor countries more corrupt than rich countries— a
misperception which many people may not be immune to, but which should clearly be avoided.

’ Expert assesaments 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 vaue as the respective
subset in the 1998 CPI.

An example can illugtrate the standardization. In 1999, IMD assessed France with avaue 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 a mean value of 4.68 and a
Standard deviation of 2.66, while in the 1998 CPI, these countries had a mean of 6.04 and a
standard 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 vaue for France. Applying thisto al countriesin the subset, the
standardized values had a mean 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
al countries and dl sources, theindex is determined by computing the smple mean for each

country.°

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

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

® It had been dleged in the past that the mereinclusion of countries into some surveys may account for their
(low) score. Thiswas caled the "curse of incluson'. But by making use of the standardization technique this
misrepresentation was avoided.

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

19 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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One such source with a clearly different distribution is ICVS. As can be depicted from the
graphics, the relationship between ICV'S and the CPI 1998 does not appesar 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 is taken as the standardized
vaue for the country ranking best by ICV'S. The second largest vaue is given to the country
ranking second best, etc.

For IMD, CEER and PERC, this standardization procedure did not change the values
significantly, since the data was aready delivered on a scale between 0 and 10. This contrasts to
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 datawas obtained in raw format and processed with the help of
correspondence analysis prior to applying the outlined standardization procedure, see Lambsdorff
[1998b]. The origina data by Freedom House were not given in numerical format but a " broader

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



"cardind" interpretation of their assessments which is required for the normal standardization
methodology. By making use of amethodology of matching percentiles only the ordina
information by FH would be used. But so a norma 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 aso 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 CPl 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
sufficient 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 against the respective disadvantages of afurther
expangon. In public debate, measures of precison are commonly not well taken into account —
irrespective of the immense effort TI has put into the presentation of the CPI in the past. Most
media gill 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. Thereis no clear hint that an
expansion of the index would help to avoid the misinterpretation by the media. Evenin alarger
index there are till more than 50 countries missing because no assessment & al is available, e.g.

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

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



that one of these countries is percelved to be the most corrupt country. Caling a country the worst
in the world remains equally inappropriate even for this larger index. But an expansion may even
more invite for thisinterpretation, because an index of 150 countries would include most countries
in the world.

The method to avoid this misperception has been to redtrict 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 left 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 media was engaged in. It may be worthwhile to note that &l 150
countries would on average score 4.0. Thisfigure may serve as a benchmark vaue. Particularly it
illustrates that countries not being included into the CPI should not interpret this as a particular type
of quaification or disqudification.

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 adso 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.
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Table 2: Sourcesfor the TI-CPI 1999
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121n 1999 26% of the responses came from business| eaders of large domestic companies, 42% from significant exporters, 25% from

multinational sand 7% from government officials.

13 TheWorld Devel opment Report includes only 69 countries. Further 5 countries have been assessed by Basel University.

14 Overdll 45 countries had been included, but Scotland, Northern Ireland and England & Wales are not counted separately here.



