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Preface

This Handbook is the outcome of the “Global Governance by Indicators”
project, convened by the Global Governance Programme (GGP) of the
Robert Schuman Centre for Advanced Studies, at the European University
Institute (EUI). This project started with three workshops on measuring cor-
ruption, governance, and sustainability held at the EUI, in Florence, between
2013 and 2014. The workshops served as a platform for exchanges between
scholars and practitioners to promote mutual understanding and learning
about the role of indicators in global governance. The idea of writing this
Handbook originated in a conversation we had about the heterogeneity, com-
plexity, discordant, and contrasting orientations in the production and use of
indicators. While observing the extraordinary proliferation of metrics, we
were puzzled by the diffusion of scepticism about the power of indicators in
informing and steering policy debates, as they were perceived as not action-
able enough and their power as highly contextual. Such heterogeneity led us
to collect this multi-perspective and trans-disciplinary range of
contributions.

This Handbook had a long gestation, and as consequences, many debts are
owed. We are grateful to the GGP at the EUI, for funding the “Global
Governance by Indicators” project that made this work possible. Special
thanks are also owed to the staff of the GGP for supporting the project as well
as for managing the organisation of three workshops that led to this Handbook.

The workshops and chapters presented benefited from many valuable com-
ments we received from colleagues and workshop participants. Particular
thanks hence go to Mikai Akech, Matthias Briickner, Sabino Cassese, Mary
Crane-Charef, Cristina Dallara, Kevin Davis, Luis de Sousa, Borbola Garai,
Gustavo Garcia, Julien Desmedt, Bernard Hoekman, David Hulme, Roberto



Vi Preface

Martinez B. Kukutschka, Martina Kiihner, Alina Mungiu-Pippidi, Carlos
Closa Montero, Timea Pal, Abdullahi Odowa, Richard Rottenburg, Antonio
Savoia, Daniel Schraad-Tischler, Laura Rodriguez Takeuchi, Géraldine Thiry,
and Anna Triandafyllidou.

We would like to express our gratitude to Beth Farrow (Editorial Assistant)
and Jemima Warren (Commissioning Editor in Politics and Public Policy) at
Palgrave, for their support and advice in the final stages of the production
process. Many thanks also go to David Frank Barnes and Francesca lurlaro for
their assistance in finalising the manuscript.

The editors and publisher thankfully acknowledge the right to re-use mate-
rial that was previously published elsewhere, in particular, the OECD’s per-
mission for Chap. 9 by Guillaume Lafortune, Santiago Gonzalez, and
Zsuzsanna Lonti; the European Commission’s permission for Chap. 10 by
Katia Berti; and the University of Chicago Press’ permission to reprint an

earlier article by Sally Engle Merry as Chap. 21.
Nehal Bhuta, Debora V. Malito, Gaby Umbach
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Introduction: Of Numbers and Narratives—
Indicators in Global Governance
and the Rise of a Reflexive Indicator
Culture

Nehal Bhuta, Debora Valentina Malito, and Gaby Umbach

Knowing, Governing, and Changing the World
with Quantification

Since the late seventeenth century and the rise of the early modern state,
knowing and governing have been intimately connected. An important justi-
fication for the extraordinary concentration of power and prerogative that
marked the emerging absolutist state was the idea that such power was
instrumental to the reasons of state (ratio status or raison d’état)—the peace,
prosperity, and well-being of the population of the state. Realising reasons
of state required knowledge of a population and a territory, in order to hus-
band its productive resources, perpetuate and develop its moral order, and
raise the revenues of the state (Tribe 1995, pp. 1-8). In order to be better
regulated, the social body—understood perhaps for the first time as an
aggregate of persons or a population—had to be known. Counted, certainly,
but also described, classified, compared, and so made legible to administra-
tion and governing. Statistics was born as notitia rerum publicarum or
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Staatenkunde, later Statistik (Lindenfeld 1997, pp. 11-45; Foucault 2007,
pp- 100-101, 314-315), a component of the sciences of the state, the pur-
pose of which was the rationalisation of governance (Desrosi¢res 1998,
pp- 16-44). The rationalisation of knowledge of the state also had a role in
preserving peace between states in Europe: the effective preservation of the
balance of power required that “each state is in a position ... to know its
own forces, and ... to know and evaluate the forces of others, thus permit-
ting a comparison that makes it possible to uphold and maintain the equi-
librium” (Foucault 2007, p. 315).

Governing the state with and through knowledge of the state—that is, with
statistics—was an essential part of the making of the modern state (Bowker
and Leigh Star 1999, p. 118). Efforts to create consistent and coherent knowl-
edge of a population and a territory also helped create the administrative,
legal, and economic uniformity that came to be identified with what it meant
to be a modern and rationally governed nation-state:

The universality and clarity of the system of weights and measures enabled peo-
ple to avoid deceit in commerce and trade, whereas the administrative and judi-
cial forms of encoding were indispensable in lending an objective consistency in
things that could not otherwise by counted: marriages, crimes, suicides, and
later on, businesses, work-related accidents, and the number of people unem-
ployed. ...

... 'The most visible manifestation of this process of homogenization and
codifying many aspects of human existence was the unification of the national
territory, since many things and rules that were then redefined and generalized
had previously been specified at a local or provincial level. (Desrosieres 1998,

p-32)

In the peace after Napoleon, European states greatly expanded their bureau-
cracies and institutions (Desrosiéres 1998), and with the liberal demand for
more rational, enlightened, and productive government of people and a terri-
tory (Poovey 1998, p. 147)" came the demand for more statistical knowledge
collected and (over the course of the nineteenth century) made available for
debate in the public sphere (Hacking 1990, pp. 16-26, 35—46). The collec-
tion and dissemination of statistical information went hand in hand with
reformist ambitions for rendering government more effective in its interven-
tions o7 society in relation to problems of “moral degeneracy” such as crime,
suicide, and prostitution. Deviancy and normalcy could assume seemingly
objective and scientific meaning only with repeated attempts over the century
to quantify (and define) concepts such as mortality, sickness, health, and
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crime (Hacking 1990, pp. 47-54, 95-104). The result was “an avalanche of
printed numbers” (Hacking 1990, p. 138):

Nothing was left untouched by the statistician ... During the years 1820-1840
the rate of increase in the printing of numbers appears to be exponential whereas
the rate of increase in the printing of words was merely linear ... [TThe ava-
lanche is not merely a quantitative fact but a change in our feeling about the sort
of world we live in.

... Equally important was the subtler, subversive influence of the new group
of human categories coming from this avalanche of numbers. (Hacking 1982,
pp- 281-2)

The categorising and counting essential to creating this form of knowledge
brought into existence new objects. Quantification through categorising and
counting converts into numerical existence what was previously expressed in
descriptive words (Desrosiéres 2015, p. 333). Measurement implies that a
quantum or object exists which can be measured. A social reality that is not
already quantified through the prior hermeneutical labour of categorising,
defining, and counting is not readily measurable. Thus, as historians of statis-
tics have repeatedly pointed out, the quantification of concepts such as “unem-
ployment”, or even “cause of death”, (Bowker and Leigh Star 1999,
pp- 53—100) entails extensive and intensive processes of negotiating and fixing
meanings and creating equivalences (Espeland and Stevens 1998, 2008) of
what may be quite diverse events and phenomena:

The verb ‘to quantify, in its active form (to make into a number), supposes that
a series of hypothetical equivalences has been developed and made explicit,
involving comparisons, negotiations, compromises, translations, registrations,
encoding, codified and replicable procedures, and calculations leading to num-
ericization. Measurement itself comes after that, as the rule based implementation
of these conventions.

[...] Statistics and all forms of quantification in general ... change the world
through their very existence, their circulation and their rhetorical usage in sci-
ence, politics or journalism. Once quantification procedures are encoded and
become routine, their products are objectified. They tend to become reality in
an apparently irreversible way. The initial conventions are forgotten, the quanti-
fied object is naturalized and the use of the verb ‘to measure’ comes to mind or

is written with no further thought. (Desrosi¢res 2015, pp. 333-4)

The quantification and measurement of the social, political, and economic is
thus a means of generating new ontologies of the real. The objects produced
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through quantification and measurement are not exactly fictions, but neither
can they be understood through a naive “metrological” realism as straightfor-
ward representations of an underlying reality. As observed by Desrosiéres
(2001, p. 348), the seductive but deceptive character of quantification and
statistical knowledge is their invitation to the conclusion that “the computed
moments (averages, variances, correlations) have a substance that reflects an
underlying macrosocial reality, revealed by those computations. Therein lies the
essence of metrological realism”.

But it is this metrological attitude towards the social, which quantification
and statistical reasoning helped produce and perpetuate, that makes statistical
knowledge at once instrumental to, and productive of new problematics for,
governing. Within the historical context of state-making and the intensifica-
tion of state power, statistics were a vector of acting by knowing: classifying,
counting, aggregating, and averaging all produced a common language that
allowed disparate phenomena to appear as solid objects available to social
actors or researchers, because the objects are embedded in “descriptive and
explanatory systems ... capable of orienting and triggering action” (Desrosi¢res
1998, p. 248). Quantification and statistical knowledge are a means of gov-
erning and coordinating collective action at the level of the nation-state (in
the first instance, at least), because collective action across large spatial and
human scales requires correspondingly extensive and seemingly de-localised
kinds of knowledge. This kind of knowing seems to allow players to place
macro-realities (the national rate of unemployment, the rate of infant mortal-
ity, the total production of an entire national economy) on stage and act upon
them (Desrosieres 1998, pp. 199-209; Speich 2011).

At the same time, the style of reasoning of statistical science and its under-
lying metrological claims (Hacking 2002, pp. 178-199) are especially suscep-
tible to reflexive critique both from within (by statistical experts challenging
the internal validity and reliability of the claims according to available logics
of statistical inference) and without (by specialists of different kinds of knowl-
edge production such as journalists, ethnographers, historians, lawyers, phi-
losophers, and many others: Hacking 1990; Porter 1995, pp. 89-113,
148-190). The result is that while truth claims and claims of objectivity made
through quantification and statistical knowledge are often presented as cir-
cumscribing their own contestation or hiding value judgements behind tech-
nical operations and specialised methods, this moment of uncritical acceptance
is short-lived, if it occurs at all. As soon as the interests, authority, and influ-
ence of some set of social actors are implicated in the metrological claim of the
statistical measure, contestation is likely to emerge. In this sense, as Porter
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observes, quantification and its associated processes of standardisation were
understood in the nineteenth century in France, Britain, and the United
States as opening governmental decision-making to wider scrutiny by giving
it foundations in apparently objective and calculable knowledge claims, rather
than the closely held and inestimable “judgement” of a certain kind of official
(an aristocrat or established family scion). Objectivity was supposed to replace
unaccountable discretion, and the basis for objective decision-making could
be established through scientific methods:

[TThis faith in numbers was wedded to a belief in progress through public infor-
mation. A science of statistics based on subtle arguments and requiring long
experience was poorly calculated to influence public debate, or to provide a
justification for public decisions ... Statistics was supposed to provide thor-
oughly public knowledge, suitable ... for a democracy. Ideally, democratic sta-
tistics would be self-explanatory. (Porter 1995, p. 80)

But the esoteric savoir-faire of the social superior would be replaced with the
technocratic judgement of the expert. Quantification and statistical reasoning
would not, if transpired, enable the transcendence of politics and of discretion
but its displacement and transformation into another sphere of specialised
knowledge. Technocratic ideals may have promised a mechanical objectivity
of decision-making, but rarely realised it, not the least because those working
within professional communities of expertise of quantification had a practical
sense of the many uncertainties, decision points, normative and empirical
assumptions, and theoretical arguments hidden away within the processes of
making a discrete number that represents a complex social reality (Speich
2011).*> Measurement rests on convention, and conventions are challengeable
and frequently provisional as “best efforts” to conceptualise and count some-
thing, which is not inherently countable. But the knowledge needed to expose
and render transparent the conventions, judgement calls, devices of statistical
reasoning, and sources of information that go into producing a quantified
object is itself highly specialised and largely within the domain of disciplinary
scientific communities (Espeland and Stevens 2008; Desrosiéres 1998, 2015).

For those outside such communities, or otherwise not well trained in pierc-
ing the black boxes upon which processes of quantification and measurement
rely, a certain “trust in numbers”—or at least, one might say a trust in the idea
that the number bears some relationship to the object it purports to measure—
seems to become a strong inertial tendency of contemporary social, political,
and economic discussion.
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Global Governance and the Salience
of the Contemporary Avalanche of Indicators

There is a pervasive sense in which we seem to be living under a new avalanche
of numbers, and in particular an avalanche of indicators beyond the state and
purporting to create knowledge on a global scale. Anthropologist Sally Merry
(2016, p. 3) observes that the production of, and interest in, global indicators
is “now booming”. Political scientist Alexander Cooley refers to a “frenzy” of
ratings and rankings and identifies 95 rankings, ratings, and indexes—the
overwhelming majority of which having emerged after the end of the Cold
War and as economic globalisation accelerated (Cooley 2015; The World
Commission on the Social Dimension of Globalization 2004; Sassen 2007,
pp- 11-96). International relations scholars Judith Kelley and Beth Simmons
(2014) record over 160 “global performance indicators”, with more than 8
new ratings and rankings added on average per year since 1999. Just as quan-
tification and measurement went hand in glove with the rise of the modern
state, indicators have become a highly salient feature of our post-national
architecture of governance.

In ordinary language, an indicator is simply a thing or word that points
to something else. A “numerical indicator” in its early-twentieth-century
usage was an output of a process of classifying and counting that pointed to,
signalled, or in some sense showed an underlying phenomenon in economy
and society: business activity, agricultural productivity, the mental health of
the population, and so on (Porter 2015). To say that the recorded changes
in the level of corn prices, hog prices, or blast furnace output were indica-
tors of the level of business activity was to maintain that a specific outcome
of classifying and counting amounted to a representation of a more complex
general reality that itself cannot be counted. An indicator is a number that
stands in for that general reality and purports to represent it; it is not only an
expression of what is actually classified and counted. Standing in for is not
the same as measuring: in the example just given, corn prices are logged,
averaged, and measured. Business activity is not. However, the metrological
attitude described above, which is closely intertwined with the rise of mod-
ern statistics and quantification, can blur the line between our understand-
ing of “standing in for” and “measuring”. Through the development of the
indicator, the underlying messy social world is given a concreteness and
discreteness that seems to make it once more knowable and theorisable, as
well as more easily acted on, intervened in, and governed. It is perhaps
because of these powerful “knowledge-effects” and “governance-effects”
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(Merry 2016, pp. 4-5) that over the last decade the production, use, and
misuse of indicators at a global scale have attracted so much attention and
debate.

A crucial feature of the contemporary explosion of indicators and rankings
is their extraordinary proliferation of subject matters, institutional authors,
and methodologies. From economic openness to human development, gen-
der empowerment, democracy, corruption, budget transparency, rule of law,
state fragility, and innumerable other concepts and policy buzzwords, almost
anything appears to be amenable to quantification, aggregation, and ranking
(Cooley and Snyder 2015, pp. 194-203; Kelley and Simmons 2014).
Many such indicators, like the United Nation’s Development Programme’s
Human Development Index (HDI) or Freedom House’s Freedom Index, aim
not simply to quantify and measure an existing social reality but to enhance
the recognition and salience of a concept or policy objective as an alternative
to others (Bradley 2015). In the well-documented case of the HDI, the ambi-
tion was to create a simple and attention-grabbing measure that would high-
light the importance of other dimensions of human welfare not addressed
through a focus on aggregate income growth (Fukuda Parr 2003). As such,
indicator production has an implicit (or, in some cases, explicit) normative
ambition: quantifying a concept (corruption, sustainability, governance, gen-
der empowerment, etc.) is often about making that concept more salient and
more visible. To the extent that quantification lends tangibility to something
otherwise hard to define or agree upon (e.g. human development), the num-
ber or measure comes to exemplify the concept and instantiate its realness
(Desrosieres 2001, p. 348).> Hence, an important part of what is at stake in
the new avalanche of numbers is not just whether or not an indicator is a good
or bad number from the perspective of measurement theory and statistical
science. Equally important is whether the concept it instantiates becomes part
of how we identify, frame, construct, and respond to global problems within
discourses of global policy and donor action: a policy platform that takes as its
understanding of development the promotion of “GDP growth” may look
very different and have very different consequences to one which defines
development in light of the promotion of “human development”.

Importantly, one of the essential ways in which indicator producers aim to
achieve greater salience for an idea, concept, or normative objective is by pur-
porting to rank public and/or private actors’ achievement of this objective.
Quantification and measurement in this “world of indicators” (Rottenburg
et al. 2015) is closely connected to the evaluation and auditing of behaviour.
For this reason, contemporary global indicators are sometimes described as
“benchmarks” or “performance indicators” (Broome and Quirk 2015a, b),
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inasmuch as they purport to monitor and rate states’ “relative performance ...
in a given policy area” (Kelley and Simmons 2014, p. 4).* Kelley and Simmons
define “global performance indicators” as “public, comparative and cross-
national indicators that governmental, intergovernmental and/or private
actors use regularly to attract attention to the relative performance of coun-
tries in a given policy area” (Kelley and Simmons 2014, p. 4). Davis et al.
(2012, pp. 73—4) develop a working definition of “indicator” that also empha-
sises the importance of performance measurement, comparison, and ranking
in light of some standard:

An indicator is a named collection of rank-ordered data that purports to repre-
sent the past or projected performance of different units. The data are generated
through a process that simplifies raw data about a complex social phenomenon.
The data, in this simplified and processed form, are capable of being used to
compare particular units of analysis (such as countries, institutions, or corpora-
tions), synchronically over time, and to evaluate their performance by reference
to one or more standards.

Cooley (2015, p. 13) differentiates between ratings—which assign a discrete
value or grade to the performance of a state—and rankings, which are inher-
ently relational “as states are assigned an ordinal ranking in comparison to
each other”.

Far from exercises in academic knowledge production, indicators are thus
widely perceived to be closely connected with the exercise of power within and
between states, and thus with the global governance of public and private
actors. In this context, recent contributions speak of Scorecard Diplomacy
(Kelley 2017), The Politics of Numbers, and How Numbers Rule the World
(Fioramonti 2014), while others refer to rankings as a “Tool of Global
Governance” (Cooley and Snyder 2015) or evoke the Quiet Power of Indicators
(Merry et al. 2015). How one grasps the nature of this power depends heavily
on the disciplinary framework of analysis being used. Anthropologists and
sociologists conceive of the contemporary power of numbers at the global
level in terms of the “linkage between knowledge and power” (Merry et al.
2015, p. 1), where indicators are “part of a regime of power based on the col-
lection and analysis of data and their representation ... Rather than revealing
the truth, indicators create it”, shaped by inequalities of power and expertise
(Merry 2016, p. 5). Scholars working in this vein tend to trace the genealogies
of specific indicators in order to unravel the underlying normative orienta-
tions and ambitions of the processes of quantification; the kinds of institu-
tional or other authorities that underwrote the legitimacy of the indicator’s
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claim to objectivity; and the uncertainties, ambiguities, objections, and
controversies that had to be overcome or somehow left behind in order for the
indicator to successfully come to be seen to represent a reality that was being
measured (Merry and Wood 2015).

Scholars working in these methods also understand the effects of such
knowledge production in a broad way, tracing the impact of indicators by
examining who uses them and how and in what contexts they achieve or fail
to achieve uptake and influence. Often influenced by work in social studies of
science and technology (Merry et al. 2015, p. 5), such richly contextual and
intensively qualitative empirical studies of the power of indicators resist easy
generalisation. Simple hypotheses about the power of numbers or the impact
of quantification on public and private action are not straightforwardly vali-
dated or disproved. For example, while Bukovansky (2015) emphasises the
influence of global corruption rankings such as Transparency International’s
Corruption Perception Index (CPI), Migai Akech’s (2015) detailed study of
the CPI in Kenya shows that it was perceived as inaccurately and inappropri-
ately focusing on petty corruption rather than grand corruption, diminishing
its credibility among anti-corruption constituencies. But the findings of such
scholarship do show that any understanding of the power of numbers and
indicators in contemporary global governance requires attention to and study
of the processes and pathways of knowledge creation and circulation that con-
nect territorially embedded “global” centres of knowledge production and
calculation (such as international organisations in New York, Geneva, or
Brussels), with national, regional, or local sites of policy-making, politics, and
power. This disciplinary perspective on indicators is concerned to better
understand “the relationship between global systems of knowledge produc-
tion ... and the local meanings, uses and effects of these global systems”
(Merry et al. 2015, p. 17). Under some conditions and in some contexts,
these effects can reproduce inequalities in wealth, influence, and expertise,
between and within developed and developing countries. As Merry observes:

Insiders with skills and experience have a greater say in developing measurement
systems than those without - a pattern that excludes the inexperienced and pow-
erless. At the global level, experts are usually cosmopolitan elites with advanced
education or people who have had previous experience in developing indicators
of the same kind. They are often from the global North and trained in political
science, economics, or statistics ... Countries that have carried out the relevant
surveys create the models for the next set of surveys ... In the context of global
governance, this means when experts gather to develop indicators and plan data
collection, those from countries that have already tried such data gathering and
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analysis projects claim special knowledge and authority. ... Local vernacular
knowledge is typically less influential than more global, technical knowledge. ..
Classification systems often grow out of local systems of knowledge that become
globalized systems into which the local systems of other countries must be
squeezed. (Merry 2016, p. 5, 21)

Political scientists and international relations scholars label the foregoing
approaches as “Foucauldian” and argue that while they are relevant, they do
not capture with sufficient generalisability the range of ways in which indica-
tors influence behaviour at the global level. Cooley proposes a functional cat-
egorisation, claiming that indicators, ratings, and rankings function in four
distinct ways as a means of governance at the global level (Cooley 2015,
pp. 14-23).

First, they act as judges by classifying and labelling the performance of states
and other entities relative to each other (in the case of an index) or on a scale
(in the case of a rating). Judging could elicit rejection of the judgement and
contestation of the indicator by the entity being judged, leading often to a
critique of the indicator’s conceptual and empirical validity or a rejection of
the very standard against which the indicator purports to evaluate the entity.
But, depending on the power and influence of the entity being evaluated, and
the authority and legitimacy of the indicator producer and the indicator itself
(Kelley 2017; Dutta 2015),” the judgement could have direct or indirect
effects on the state’s national policies and conduct. In the case of the World
Bank’s Ease of Doing Business Indicator, several states have actively sought to
improve their ranking by adopting targeted reforms that are calculated to raise
their overall score (Schueth 2015), while public discussion of a negative rank-
ing could also result in strategic policy responses in order to be seen as “doing
something” about the judgement.

Second, indicators and indexes can become integral to global regulatory
practices, both formally and informally. They may be included as reference
points for assessments of compliance with mandated standards (Dutta 2015;
Serban 2015), or as hard benchmarks to be met for funding eligibility. They
can also exercise regulatory functions in more subtle ways: by transforming
local or particular models of governance and normative frameworks into
apparently global technical standards and benchmarks (good governance, the
rule of law, sustainability), indicators, rankings, and ratings can become tech-
nologies of policy transfer and diffusion (Bulmer and Padgett 2004, p. 5;
Knill 2005). Laws and policies that conform to or approximate a given his-
torical experience or prototype (often those of the contexts of origin of the
indicator and its underlying concept) score well on the index because they
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evidently demonstrate a strong fit with what the index aims to measure (Bhuta
2012; Broome and Quirk 2015b).

Third, indexes and rankings can be developed and used expressly as advo-
cacy tools by issue activists and networks, in order to make visible, highlight,
and frame a problem such as corruption. The rankings and ratings here act as
part of a naming and shaming strategy in respect of the state or other entity,
drawing attention to poor (or, commending successful) performance on a
specific issue relative to rivals. Indeed, for some indicator producers, the point
of quantifying and ranking is to promote change in policies and awareness on
the issue, and to have the number become a focal point for social pressure on
the leadership of the state (Kelley and Simmons 2014). The fourth role played
by indexes and rankings is closely connected to the third: Cooley notes that
producing a quantified measure of performance in relation to a particular
issue or policy norm is a way in which the organisation creating the measure
“flag plants” or “brands” itself as a relevant participant in debates over the issue.
Perhaps one of the most successful instances of such “flag planting” is
Transparency International’s Corruption Perception Index, which became
closely associated with the authority and expertise of the organisation itself.

The origins of the contemporary avalanche of numbers lie in shifting reali-
ties and theories of government and governance. It is a commonplace to
remark that we live in a period of “global governance”, but the features of this
contemporary reality (Hurrell 2007, pp. 95-120) can be concisely sum-
marised as follows: a deepening of inter-state governance which relies on for-
mal and informal processes and institutions to manage common and
interdependent problems through cooperation and coordination, rather than
command and control (the latter being associated with the regulatory mode
of government of the sovereign state within its own jurisdiction). This deep-
ening of inter-state governance, in some cases within “multilevel, multilayered
and multitiered political system[s]” (Umbach 2009, pp. 45-46), does not
only employ classical power political methods of bargaining and consent-
based obligation, it also increasingly relies on modes of “complex governance”
that create and operationalise functional and expertise-driven norms, prac-
tices, and communities of knowledge that link public and private actors,
“political” and “expert” authorities, as well as legal and non-legal modes of
normativity through networks and hybrid bodies. Resulting from an increas-
ing globalisation and regionalisation of interactions, these phenomena mate-
rialise the integration and “extension of political structures and arenas beyond
[and across] the nation state” and international organisations as manifesta-
tions of modern complex governance (Umbach 2017, p. 47). This complex
governance beyond the state comprises b0t/ recognisably publiclegal-normative
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authority, such as that exercised by international courts, human rights treaty
bodies, as well as the executive organs of international organisations (such as
the Security Council or the Council of Europe), and “private authority struc-
tures ..., private systems of arbitration and dispute settlement, privatized rule
production resulting from technical standardization” and public-private
regimes governing particular sectors of the global economy (Hurrell 2007,
p. 109).

A structural feature of the shift from government to governance—that
is, from regulatory command and control characteristics of ruling within
sovereign states to cooperation and coordination between and across sov-
ereign states and to incorporating other public and private actors—is that
interactions between actors exercising diverse kinds of authority and power
must be managed through “the production, management and regulation of
knowledge and information” (Vof§ and Freeman 2016, p. 4). Collective
action, collective order, and collective modes of seeing, judging, and acting
cannot be created by fiat or decisive coercion at the global level (in the
absence of a true global empire). Moreover, just as government at the scale
of the nation-state requires the production of knowledge that facilitates
knowing and acting at a national territorial scale, governance at the global
level demands forms of knowledge that are sufficiently stripped of national
and local contexts to facilitate comparison, judgement, and action across
national and regional scales. Quantification in the form of indicators facil-
itates the creation of such global-scale knowledge. Numbers invite com-
parison, and comparability of contextual social and political phenomena
such as “corruption” requires a considerable labour of standardisation and
commensuration (Espeland and Stevens 2008)—one which of necessity
requires ways of talking about a phenomenon as if it were in some sense
the same in different places and despite its locatedness and specific history
in place A, as distinct from place B (Merry 2016, p. 212).¢ Global policy
and global action require “distributed cognition”, in which “a large num-
ber of parties coordinate their work to maintain some larger order or
enterprise” (Merry 2016, p. 418). Thus, Voff and Freeman (2016, p. 5)
observe that:

It is in transnational governance beyond the state that shared ontologies, ratio-
nalities, models and technical standards of governing often develop momentum
as an independent force of collective ordering ...

... It is in the transnational sphere that the use of monitoring mechanisms,
benchmarks, guidelines and new mechanism of participation is especially
notable.
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In the modes of developing a (often fragile) collective order that marks
global governance, the making of knowledge about governance is a medium
of governance: “established representations of the reality of governance form
the basis on which politics ... operates ... Knowing about governance, like
this, is at the same time also governance by knowing. It is a way of shaping
political conduct” (Vof§ and Freeman 2016, p. 22). Relatedly, Merry (2016,
p. 10) points out that one of the other driving forces behind the increasing
importance of quantification in global governance is the emergence of so-
called new (modes of) governance. Such new modes of governance repre-
sent “a broad range of regulatory strategies that rely on empiricism,
quantitative knowledge as the basis for decision-making, and problem solv-
ing through benchmarking. Key features are [...] stakeholder participation,
flexibility, reversibility, monitoring and peer review, transparency [...] and
learning oriented and multilevel decision making” (de Burca 2010; de Burca
et al. 2014).

Another important, and perhaps more prosaic, source of the rise of indi-
cators is a transformation of government within the state under the pressure
of what can broadly be labelled “neo-liberal” (Collier 2012) practices and
theories of economics and of government.” The post-Keynesian, post-1970s
demand for the rationalisation of public expenditure and government regu-
lation was paralleled by the rise of “new public management” (NPM) and
“performance-based management” techniques that aimed to induce pro-
cesses of regular self-evaluation and self-improvement within workers and
managers across public and private bureaucracies (Power 1997; Roberts
2010; Strathern 2000). Audit cultures aim to responsibilise the evaluated,
incentivising them to adopt calculative practices that aim at “doing better
on the measures” rather than working to a hierarchically imposed rule or
principle. Power notes that NPM “emphasizes cost control, financial trans-
parency, the autonomization of organizational sub-units, the decentraliza-
tion of management authority, the creation of market and quasi-market
mechanisms ... and the enhancement of accountability to customers ... via
the creation of performance indicators” (Power 1997, p. 43). These charac-
teristics of public spending reform generated demand for “an intensification
of financial and non-financial information flows. The ‘hollowing out of the
state’ by the NPM generates a demand for audit and other forms of evalua-
tion and inspection ... [and requires] specific technologies of reaggregation
and recentralization which accounting and auditing promise” (Power 1997,
p. 44; Desrosieres 2015, p. 334, 337, 338).
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Indicator Cultures and the Handbook
of Indicators in Global Governance

In her recent monograph, anthropologist Sally Merry has coined the term
“indicator culture” to capture the contours of the recent explosion of indica-
tors, rankings, and ratings (Merry 2016, p. 220). For Merry (2016, p. 221),
an indicator culture describes:

A set of techniques and practices of knowledge that has acquired a significant
level of public trust and acceptance. Both in policy circles and in the general
public, there is a faith that numbers and scores can provide secure knowledge of
aworld that seems unknowable ... In this era of quantitative enthusiasm, we use
data to define problems and construct solutions to them ... Indicators seduc-
tively promise to provide guidance through a complex world.

The idea of a “culture” of indicators is helpful as it captures not only the
enthusiasm for and expanding production of indicators but also the idea that
this new avalanche of numbers has brought with it particular dynamics of
knowledge production, counter-knowledge production, validation, contesta-
tion, trust, and scepticism. In light of the deeper changes in governance dis-
cussed above, our contemporary indicator culture is unlikely to disappear any
time soon. Even as complex governance and new public management endeav-
our to replace “political” command and control with “technical” standards
and expert-driven “problem-solving” methods, we also seem to be living in a
period in which numbers’ objectivity and validity are quickly subjected to
criticism and contestation. Espeland notes that one of the interesting features
of the pervasive production and use of indicators these days to make a claim
about how the world is or how it works is that those affected or evaluated by
the claim react with counter-claims that can take the form of alternative num-
bers, or new “stories about what [the indicators] mean, what ... their virtues
or limitations [are], who should use them to what effect, their promises and
their failings” (Espeland 2015, p. 65).

Thus, it is important to recognise that as much as our indicator culture
engenders a “faith in numbers”, the very expansion of the power of numbers
and their role in (global) governance over the last 20 years has brought with it
a heightened sense that quantification, indicators, and rankings are a way of
doing politics that must be engaged with from within and without the specific
disciplinary knowledges (such as statistics and econometrics) that underwrite
their claims to objectivity. The massive expansion of critical and reflective
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scholarly writings about quantification and indicators over the last 10 years
(much of it cited in the references to this chapter and other chapters in this
Handbook) is perhaps the clearest testament to a strong trend towards critical
engagement with the uses of numbers and measures, and it is reasonable to
think that this growing scholarly interest taps in to a wider dynamic of reffex-
ivity that also forms part of our contemporary indicator culture. This is not to
suggest the many claims made for the power of numbers and the impact of
quantification are unfounded; rather, it is to propose that any book, which
approaches the “state of the art” of indicators in global governance, must
attempt to capture this emerging cultural reality that encompasses bozh a con-
stant turn to quantification as necessary—even inevitable—for policy-making
and decision-making in global governance and the fractious and contested
nature of the authority of any given outcome of quantification.

The chapters collected in this Handbook comprise such an attempt to cap-
ture the contemporary indicator culture, with all its discordant and contrast-
ing orientations. The chapters are contributed by those who are active
participants in the world of indicators—producers, such as international
organisations and non-governmental organisations, and consumers as well as
meta-consumers such as scholars and policy consultants. The Handbook
focuses on three broad kinds of indicators in global governance, for the rela-
tively simple reason that these are among the most debated and discussed
ones: indicators relating to corruption, indicators relating to governance and
the state, and indicators relating to sustainability.

Before moving to short accounts of the chapters themselves, some of the
themes can be helpfully identified.

Post-Metrological Realism and Reform

No chapter of this Handbook adopts a naively metrological understanding of
indicators as simply “measuring” reality. All authors could rather be called
“post-metrological realists” in greater or lesser degrees. From the perspective
of contributing indicator producers, the idea that the indicators measure
something is indispensably connected to the view that indicators are valuable
because they may be actionable, generating comparative or locally relevant
information which is sufficiently reliable to help identify problems and under-
stand possible solutions. As in the past, the promise of quantification is a
promise of diagnosis that can guide reform; it potentially allows the nature of
a problem to be better understood. An interesting theme running through the
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contributions by producers is a consistent criticism of an earlier generation of
indicators that purported to be aggregate measures, composites of other data
sources that could readily be turned into a ranking,.

An emerging trend that is clear in these chapters is a criticism of such aggre-
gate measures, because they are not actionable and do not provide any “policy-
relevant” information that could be used to target reforms. Instead, there is a
turn to developing disaggregatable, local experience-based measures that may
not be comparable across countries, but could guide reform measures.
Similarly, “dashboards” rather than “league tables” are advanced as a way of
generating a multidimensional picture of the phenomena. One can see a clear
responsiveness to many of the criticisms of a first generation of global-scale
indicators and metrics in these chapters, along with a defence of the utility of
quantitative data as a source of insight and actionable knowledge. An aware-
ness of the political sensitivity of rankings is also evident, and an undertone in
the chapters from indicator producers is that rankings and indexes are not
only not very useful for formulating concrete reform measures but may also
be counterproductive because of the political blowback they can generate.

Limitations of Concepts and Data as Inherent and Subject
to Contestation

The normativity of measurements, and the inevitability of importing a theory
or model of the phenomena that sought to be measured, is a consistent theme
of the contributions by scholars and critics of indicators—and is indeed fre-
quently acknowledged even by producers. Concepts like corruption, rule of
law, stateness, and fiscal or environmental sustainability have no natural or
non-theoretical meaning. To attempt to measure them is to develop ascriptive
and prescriptive criteria for their realisation or non-realisation, and also to
develop a set of assumptions about what constitutes factual or observable evi-
dence for their presence or absence. Similarly, the data that is used to quantify
the phenomena will more often than not be attempts to count what can be
counted, in the form of proxies for the phenomena. The relationship between
the proxy and the wider phenomenon itself must ultimately rest on theoreti-
cal foundations that may also be strongly normative. One of the perils of
quantification of corruption, governance, and sustainability consistently dis-
cussed by scholars in this volume is hence that of the normalisation and reifi-
cation of very particular normative commitments and historical experiences,
to the exclusion of alternative theories, norms, and historical possibilities.
The result is that indicators which “black box” these commitments and



Introduction: Of Numbers and Narratives—Indicators in Global... 17

experiences beneath seemingly technical and factual claims about their con-
struction may help advance or be complicit in specific political and economic
agendas.

This set of criticisms can generate several different responses, as seen from
contributions in Part II of this Handbook. One is to demand alternative mea-
sures (Chaps. 13, 14, 18) that bring in alternative theories of the phenomena
and content, which can be observed most clearly in the chapters concerning
fiscal sustainability, but also in debates about measuring corruption and gov-
ernance. Another response, which to some degree is reflected in the contribu-
tions by indicator producers, is to eschew highly general conceptions of the
phenomena and look instead for defining the object of quantification in more
context-specific ways and using more “granular” data (Chaps. 8, 9, and 10).

The price of this richer contextualisation of a concept is that the demand
for simple, aggregated, global level comparisons of a phenomenon cannot be
met. However, one of the emerging qualities of our indicator culture may be
that among policy-makers and professional consumers of such information,
greater awareness of the limits and utility of aggregate and composite indica-
tors is generating a willingness to “drill down” to lower levels of generality and
accept that context-specific knowledge is essential in grasping the relationship
between an indicator and the underlying phenomena that it “stands in for”.
This in turn suggests that the “data publics” presupposed by a new generation
of indicators must be tolerant of greater complexity in deriving conclusions
from indicators, and be willing to accept and make explicit the extent of inter-
pretation and judgement entailed in using such measures. In other words, a
turn to more contextually constructed measures of corruption, governance,
and sustainability could lead to a greater role for complementary forms of
knowledge such as the qualitative and ethnographic—and to a necessary
acknowledgement of the discursiveness and narrativity involved in using quan-
titative measures to draw a picture of the world.

Complex Effects of Indicators

A third theme that cuts across the chapters of the Handbook is that the rela-
tionship between indicators and governance is complex. Indicators are used
by a variety of actors for a variety of purposes. Despite their popularity and
seeming capacity to shape debate and perception of a problem or issue, the
power of indicators remains highly contextual and dependent on how they are
enrolled in particular, situated networks of actors and influence. Quantification
is a potential medium of power, but more factors must be present before we
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can say with certainty that the numbers or the process of producing numbers
have had an impact. A converse implication is that easy assumptions about
the utility of quantification in shaping a reform agenda or changing a public

debate may be falsified.

Chapters in This Handbook

This Handbook addresses the theoretical and analytical issues raised by the
production and consumption of indicators across three areas most relevant for
global governance activities: corruption and anti-corruption policy, fiscal sus-
tainability and sustainable development, and governance and stateness. It is a
collection of chapters written by both theorists and practitioners in the field
of indicators. The chapters by Beschel (Chap. 7); Recanatini (Chap. 8);
Lafortune, Gonzalez, and Lonti (Chap. 9); Berti (Chap. 10); Dougherty,
Gryskiewicz, and Ponce (Chap. 11); as well as Feigenblatt and Tonn (Chap.
12) are contributions from current or former producers of indicators.

In Chap. 7, Robert . Beschel reflects on the many limitations of existing
comparative indices of governance, corruption, and transparency, looking
back on 20 years of debate concerning the measurement of governance. He
notes the widespread criticisms of common governance measures for their
lack of concept validity and heavy reliance on subjective data sources. Beschel
argues that some of these concerns, and the additional criticism of aggregate
governance measures as unsupportive of developing concrete reform mea-
sures, were addressed in a second generation of measures that focused on more
granular comparative assessments of dimensions of government performance
such as public expenditure system evaluations and anti-corruption treaty
compliance reviews. Notwithstanding the criticisms of indicators, there is a
continued interest in refining and developing them to help assess progress
towards global policy goals such as the Sustainable Development Goals.
Beschel (p. 15) contends that even as rankings of corruption and transparency
were to be viewed with some scepticism, developing systematic sector evalua-
tions (potentially not comparable across countries) can nonetheless be a
means to “generate a more detailed menu of actionable reforms that can help
guide policy makers”.

In a somewhat similar vein to Beschel, Francesca Recanatini observes in
Chap. 8 that the first generation of corruption measures failed to grasp the
heterogeneity and multidimensionality of governance and corruption and did
not provide guidance on where best to address reforms or how to sustain
them. She reflects on the theoretical insights that led to a demand for different
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ways of measuring these phenomena, using experience-based surveys
disaggregated by regions and cities and conducted through a participatory
method. The results, as she notes, cannot be compared with other countries,
but can generate very specific reform recommendations which address specific
organisational features of governance within a given country.

In Chap. 9, Guillaume Lafortune, Santiago Gonzalez, and Zsuzsanna Lonti
criticise composite indicators as potentially misleading and prone to simplis-
tic analytical or policy conclusions. They argue for a “dashboard” approach
which—in light of the lack of consensus on a general concept of good gover-
nance—presents different sources and data next to each other. Instead of
aggregating and weighting data into one single index, they elaborate on the
example of the OECD’s “Government at a Glance” approach, which aims at
building valid and reliable indicators that are actionable and robust and which
illuminate specific dimensions of public administration within a state. The
authors however acknowledge that the dashboard approach is not “media-
friendly” and that it may thus not be as widely known in the public. They also
argue that the indicators developed in this way provide greater insights into
the direction and required content of reforms to policy-makers.

Katia Berti discusses in Chap. 10 the European Commission’s fiscal sus-
tainability indicators and their use in economic policy coordination. The indi-
cators root in the Commission’s need to evaluate member states’ compliance
with EU fiscal rules to make sure that member states meet the public debt
target of 60% of GDP. The first generation of these indicators measured pro-
jected shortfalls in revenues and debt repayments necessary to achieve the
debt target by 2050. Yet, after the 2008 financial crisis, an additional indica-
tor was developed in order to integrate an “early warning” mechanism for
potential fiscal risks. Berti argues that these indicators, which place all mem-
ber states on a spectrum from more to less sustainable fiscal positions, are used
to provide input into the “country-specific recommendations” on fiscal sus-
tainability, adopted by the Commission every year for each member state. In
this understanding, the indicators seem very powerful, but Berti maintains
that their role is not to determine or pre-empt policy but to support sound
policy advice that is formulated by the Commission. She rejects the idea that
the indicators become targets amounting to the monitoring and enforcement
of the fiscal rules of the Stability and Growth Pact.

Alyssa Dougherty, Amy Gryskiewicz, and Alejandro Ponce discuss the
methods used for developing the World Justice Project’s Rule of Law Index,
an annual index that represents a comparative measure of the rule of law for
113 countries in Chap. 11. They explain the challenge of developing an aggre-
gatable measure of a concept that is inherently contestable—reflecting on the
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inevitable normative choices that had to be made to try and quantify the idea
of the rule of law. The authors explain the proxies they identified as compo-
nents of the rule of law, and the methodological mix of expert questionnaires
and public opinion measures used to develop the index. The method repre-
sents a complex and resource-intensive endeavour, requiring 113 opinion
polls and the involvement of more than 1000 experts in reporting. The under-
lying premise—not much different to that of the World Bank’s World
Governance Indicators—is that the expansion of data points and inclusion of
different types of data will (with weighting, normalisation, and aggregation)
enable the index to capture the underlying quality of the rule of law in a given
country (Uruefia 2015).

In Chap. 12, Hazel Feigenblatt and Johannes Tonn (former and current
directors of research at NGO Global Integrity) give an account of how Global
Integrity’s approach to indicator production has evolved over time. Their ini-
tial production of the (highly visible and successful) index of government
“integrity” was followed by a decision to stop ranking countries, on the
grounds that it proved not to be an effective policy-making tool. Interestingly,
Global Integrity also eventually concluded that neither the provision of data
nor the data itself was sufficient to impact on governance, and they sought to
re-conceptualise the role of external best-practice benchmarks in motivating
policy reform. The authors describe how Global Integrity instead developed
contextually relevant “best-fit” approaches and benchmarks to evaluate per-
formance and institutional reform strategies, even if this meant giving up on
cross-country comparability.

The chapters by Rotberg (Chap. 2); Ivanyna and Shah (Chap. 18);
Obinyeluaku (Chap. 13); and Raghunandan (Chap. 17) can be classified as
written by authors closely associated with an indicator or measure that have
contributed to its production.

Robert I. Rotberg criticises existing measures of good governance in Chap.
2 for their heavy reliance on subjective perception measures and maintains
that objective measures can be derived from the outcomes of governance. He
argues that outcome measures best capture whether or not a government is
“performing” well in its delivery of essential public goods such as safety, edu-
cational opportunity, and economic opportunity. He acknowledges criticisms
as to whether even these “objective” outcomes can be effectively measured and
makes transparent his normative theory as to why good governance should be
understood as the effectiveness of government in delivering these public goods
to citizens.

Chapter 18 by Maksym Ivanyna and Anwar Shah adopts a more metrologi-
cal stance in relation to existing governance indicators, arguing that citizen
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perception is an accurate measure of governance quality. They use survey data
from a range of data sets, extracting data concerning responses to those ques-
tions that they argue are relevant to governance quality. These include data on
answers to questions such as “how much confidence do you have in the
police?” or “would you fight for your country?” Citizen perception-related
data is, thus, taken as a proxy for broad dimensions such as “accountable gov-
ernance” and “responsive governance”. Once again, a theoretical account of
what good governance is must mediate the relationship between the data
assembled and the dimensions of governance it is said to measure. Nonetheless,
the authors argue that these measures capture something about the reality of
the experience of governance within countries that otherwise is not
captured.

In Chap. 13, Moses Obinyeluaku examines a case study in which an indi-
cator becomes a target in order to depoliticise resource allocation decision-
making. He describes the creation of an oil-price-based fiscal rule in Nigeria,
which attempted to constrain government spending by establishing a refer-
ence or benchmark oil price. The benchmark price was set by a model that
established a long-run average price by imitating a ten-year average oil price.
The overall ambition of turning this indicator into a target for budgeting pur-
poses was to restrain the procyclicality of actual changes in the oil price on the
Nigerian budget. The chapter ultimately concludes that the process of setting
the benchmark oil price itself became politicised, which undermined to some
extent the effectiveness of this measure in restraining the procyclicality of oil
price changes on the budget.

Chapter 17 by T.R. Raghunandan explores recent Indian experience with
trying to measure and document corruption and notes that the most successful
efforts have tended to be sector specific and citizen driven. Rather than to pro-
duce indexes and aggregate quantitative measures, civil society groups have used
“social audits” of public expenditure in certain sectors to identify graft and wast-
age of resources. He also describes the “crowd-sourced” corruption-reporting
platform, ipaidabribe.com (IPAB). The website generated publicity and effec-
tively gathered indicative but unrepresentative data on corruption incidents and
patterns derived from a collection of “citizens’ reports”. Raghunandan notes
that, as alternatives to quantitative indicators, investigative and auditing
approaches to measuring corruption had given civil society useful information.
Comparisons between states had put the spotlight on those states which per-
formed poorly. He notes however that, while the global corruption rankings
provoke debate and controversy, the absence of national-level quantitative mea-
sures impeded civil society’s ability to campaign for particular reforms at the
national level and to track change over time.
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The chapters by Cooley (Chap. 3); Alonso and Garcimartin (Chap. 4);
Malito (Chap. 5); Burger (Chap. 6); Greenwood (Chap. 14); Musaraj (Chap.
15); Uruefa (Chap. 16); Morse (Chap. 19); Blot (Chap. 20); and Merry
(Chap. 21) are contributions by academics from diverse disciplinary perspec-
tives, including political science, economics, law, history, philosophy, anthro-
pology, and environmental studies.

In Chap. 3, Alexander Cooley argues that global corruption rankings adopt
an inaccurately nation-state-centred perspective for understanding factors
that enable grand corruption. Such indicators misdiagnose the essential facili-
tating causes of large-scale corruption, as they ignore the extent to which hid-
den wealth is dependent on a global network maintained by laws and
regulations of “good governing” states. Thus, global corruption indexes
“nationalise” the phenomenon of corruption when in fact it rests on transna-
tional foundations ignored by such indicators. The states that facilitate grand
corruption are often those which score well on national measures of
corruption.

José Antonio Alonso and Carlos Garcimartin argue in Chap. 4 that the
current measures of good governance reflect a strong set of theoretical claims
derived from institutionalist economics concerning the importance of pro-
tecting private property from the state. These theoretical biases are even
increased by serious problems of data. The result is a set of measures that
generate a misleading impression that single-best institutional frameworks for
governance exist. They propose as an alternative a more contextual construc-
tion of measures of institutional quality that is both country and time specific.
In addition to quantitative measures, such an alternative approach required
engagement with a broader range of social science insights in order to recon-
struct the context in which the institutional performance is evaluated.

Debora Valentina Malito develops in Chap. 5 an extended critique of the
presuppositions of measures of governance and stateness. She comprehen-
sively reviews the historical emergence of such measures and explores the
many conceptual and empirical problems they encounter. The chapter pro-
vides an essential roadmap and overview of the complex recent genealogy of
measurements of governance and the state, and a trenchant analysis of its
normative baggage.

In Chap. 6, Paul Burger underlines the inherent contestability of the con-
cept of fiscal sustainability, a definitional complexity, which is further compli-
cated by any attempt to define fiscal sustainability in light of a broader concept
of sustainable development. He asks how sustainability could be rendered
amenable to benchmarking or quantification in light of these definitional
issues and argues that the inherent plurality of the concept of sustainability
can only appear to be overcome through indicators. Where values conflict, as
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they will in attempts to realise a multidimensional concept such as sustain-
ability, choices must be justified through contextual arguments. He concludes
that any one-dimensional sustainability assessment should be mistrusted,
including one-dimensional assessments of fiscal sustainability.

In a similar vein, Daphne T. Greenwood criticises the understanding of fis-
cal sustainability as a single debt to GNI ratio in Chap. 14. Commonly used
definitions of fiscal sustainability rested on a particular, neo-liberal theory of
the economy and of the sources of macroeconomic stabilisation. Greenwood
argues for an alternative understanding based on sustainable development
theory, which prices not only private capital assets but human, social, and
environmental assets. She proposes these dimensions of fiscal sustainability to
be captured by local indicators that have been used at sub-national levels to
capture important dimensions of sustainability which are ignored or rendered
irrelevant through the use of single debt to national income measures.

Chapter 20 by Christophe Blot provides a critical analysis of the most com-
mon fiscal sustainability indicators, claiming that simple easy-to-compute
and immediately available indicators might also provide misleading policy
orientations. He claims that although indicators aim to provide simple and
clear messages about the situation of public finances, they should not be con-
sidered independently from other economic and social variables. Many indi-
cators of fiscal consolidation relied on fragile assumptions regarding the
interest rate and the long-term growth. Main macroeconomic interdependen-
cies and trade-offs usually not taken into consideration reveal that many indi-
cators are derived from partial equilibrium settings that have a limited
cognitive function on the status of public finance.

In Chap. 15, Smoki Musaraj uses anthropological methods to follow an
indicator into the field with her case study of the impact of corruption indica-
tors in Albania. She shows how a global knowledge form—a survey of corrup-
tion funded by the United States Agency for International Development and
executed by a local institute—became enrolled in networks of local and inter-
national actors as an important reference frame for an unfolding political
conflict. The impact of the corruption measure on local politics was indirect
but also unanticipated by the funders and producers of the instrument.

Chapter 16 by René Uruefa gives an account of the history of Transparency
International’s Corruption Perception Index, and reviews the many criticisms
of both its conceptual foundations and its empirical basis. Uruena explores
how the indicator’s production and promotion became associated with a
wider set of prescriptions not just concerning corruption but also economic
liberalisation and other institutional markers of “good governance”.

Stephen Morse reflects in Chap. 19 on the factors that may affect the
uptake and use of an indicator, in particular indicators of sustainability. He
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observes that there has emerged a complex ecology of sustainability indica-
tors, driven in part by efforts to bridge the gap between technical specialists’
research on sustainability and political decision-makers. Academic studies on
the use of indicators suggest that the quality of an indicator is not a sufficient
condition for its actual use in the policy process, and that the reasons behind
the uptake on an indicator in a policy process may be exogenous to the indica-
tor itself. Morse also considers the uptake of sustainability indicators by the
media and finds that those which are most successful in terms of media
salience are arguably those most redundant in terms of complexity as well as
those that fit and tend to reinforce a pre-existing understanding of a problem
(such as the debt-to-GDP ratio).

In Chap. 21, Sally Merry brings together numerous theoretical insights on
the ways in which indicators work in contemporary global governance.
Particularly noteworthy and helpful is her distinction between the “knowledge
effects” of indicators and their “governance effects”. The knowledge effects of
indicators create a world that seems cognisable and comprehensible through the
numerical measures. The governance effects engender repertoires for action and
intervention shaped through the knowledge effects. The wide-ranging chapter
provides a useful frame through which to reflect upon the preceding chapters of
the Handbook and to re-assess the complex effects of quantification and its
relationship to knowledge and governance in this period of globalisation.

In the concluding chapter (Chap. 22), the editors reflect on the three main
topics discussed in this Handbook: a growing post-metrological trend, the
relevance of normativity, and the complex and contextual power of indicators.
They conclude that scholars and practitioners agree on the fact that measuring
matters because of its instrumentality in governing. Moreover, all contribu-
tors were responsive to ongoing criticisms, even if they came to contrasting
conclusions about the way forward.

The present Handbook takes stock of this plethora of conceptual issues
regarding the use of indicators in global governance and reflects upon the
variety of discordant interpretations surrounding them.

Notes

1. Poovey notes that “liberal governmentality” depended on self-rule rather than
rule by coercion. Administering self-rule in a market society “involved under-
standing human motivations ... [and] as a consequence, the knowledge that
increasingly seemed essential to liberal governmentality was the kind cultivated
by moral philosophers”.
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. For example, the now accepted notion of “national income” comparable across
vastly different territories and peoples was once considered by economists to be
an implausible object of measurement, susceptible to too many problems of
data and conceptual validity to be tractable. As a result, the meaning of the
numbers was closely contested, and the many judgements involved in quanti-
fying national income were highly controversial until the matter became “set-
tled” through its regular production and use in policy discussion—despite no
real answer being provided to the scientific doubts about the numbers.

. Desrosi¢res refers to this as “accounting realism”. Those without detailed
knowledge of the way in which the number is made could easily slip into met-
rological realism—mistaking the number as a measure of a real thing in the
world.

. Broome and Quirk refer to “global benchmarking” as “an umbrella term for
a wide range of comparative evaluation techniques that systematically assess
the performance of actors, populations, or institutions. This can include
techniques such as audits, rankings, indicators, indexes, baselines, and tar-
gets, all of which work on the basis of standardised measurements, metrics
and rankings” (p. 815). They go on to argue that “global benchmarking
efforts almost invariably draw upon a common portfolio of normative values,
assumptions, and agendas, such as liberal or neoliberal models of the rule of
law, freedom of speech, democracy, human development, environmental
protection, poverty alleviation, ‘modern’ statchood, and ‘free’ markets”
(p. 829).

. The sources of this authority could be the power of the state producing the
indicator (such as in the case of the United States’ Trafficking in Persons’
“Tier’-based ratings) or its incorporation into a form of conditionality,
such as the United States’ Millennium Challenge Corporation (MCC),
which uses certain third party-generated composite indices as benchmarks
to evaluate whether a state is eligible for some kinds of development
funding.

“[QJuantifying social phenomena requires translating things understood in
idiosyncratic, systemic, or situational terms into things that can be counted. In
making them commensurable, they must be viewed as, in some ways, the same,
pulled away from their embeddedness in a holistic cultural and political con-
text. Some features must be considered; others must be ignored.”

. The term “neo-liberal” has diverse meanings and connotations and may not
denote exactly the same thing in its various uses. Here, we use it to refer to the
political and economic policy agenda that gained strength in the late 1970s,
which insisted on the rationalisation of public expenditures, the reduction of
state regulation of economic activity, and the expansion of market dynamics in
decisions concerning the allocation of public and private resources.
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Good Governance: Measuring
the Performance of Governments

Robert I. Rotberg

Introduction

Perfecting the instruments of world order and improving outcomes for the
globe’s citizens depend upon the actions and advocacies of presidents, prime
ministers, provincial governors, and mayors—political leaders of nation-
states, provinces, and cities—and the extent to which each practises rudimen-
tary good governance, the better to produce prosperity and peace within their
jurisdictional boundaries.

Robustly governed peoples, or peoples who have achieved reasonably high
levels of governance, are wealthier, avoid civil conflict more readily, and obtain
abundant social returns. Good governance and stability, moreover, go hand in
hand, as do all kinds of positive developmental indicators. Additionally, good
governance attracts foreign investment, helps to reduce poverty, enhances
educational attainment, and gives citizens a solid sense of belonging to an
uplifting common enterprise. Together, these are some of the beneficial results
of good governance.

But what is “governance”? Is it a fuzzy or generic concept that cannot be
fully defined? Or can its content and its essential meaning be fully specified in
order to strengthen the ways in which both the practical aspects of governance
and its deeper existential attributes are helpful in building theory, enhancing
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understanding of what governments do and how they operate as states and
regimes, and providing realistic options capable of framing and driving
policy?

There is virtue in being as precise as possible about what governance is and
what it is not. In at least this case, precision and specificity materially assist in
framing policy options and making policy decisions. We should also attempt to
show how governance can be systematically measured using sophisticated quan-
titative criteria that employ objective rather than subjective data. The methods of
measurement need to be replicable and genuinely informative (Rotberg 2004b).

Governance as the term used, defined, and referred to in this chapter con-
cerns domestic governance, that is, governance within a domestic governmen-
tal jurisdiction (nation, province, or municipality). The word has a distinctly
different meaning and is understood in a much more general way when it is
linked with the term “international” or “global”, as in “global governance” or
“governing the world system”. Biersteker has produced the most comprehen-
sive definition of global governance. He calls it a “purposive” system of rules
“that operate at the global level”. Furthermore, global governance entails both
“decisions that shape and define expectations at the global level” and a social
relationship between “some governing authority and some relevant popula-
tion or public that recognizes and acknowledges that authority as... [legiti-
mate]” (Biersteker 2015, p. 158).

Domestic governance is an entirely different animal since it concerns how
individual national governments operate, not how these governments func-
tion within an overarching global system. Rothstein equates good governance
at the domestic level with impartiality—with a refusal of governing institu-
tions and their functionaries to have favourites in the exercise of public
authority (Rothstein 2011). Dahl proclaims “political equality” to be the
essence of good governance, while Birdsall sees it as “fair competition” (Birdsall
2016). Fukuyama (2013a) articulates a notion of governance which empha-
sises bureaucratic capabilities as a key aspect of any definition. Kaufmann
et al. (2010, p. 4) define good governance as the “traditions and institutions
by which authority ina country is exercised”. The United Nations Development
Programme (UNDDP) calls governance a “system of values, policies and insti-
tutions by which a society manages its economic and social affairs [...] It is
the way a society organizes itself to make and implement decisions” (UNDP
2000).

Rothstein (2011) seeks normatively and procedurally to measure a state’s
“impartiality” as a proxy for the overall quality of a government: “Just political
procedures are those that by and large can be seen as impartial by groups with
very different conceptions of ‘the good.”” The Quality of Government Institute
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at the University of Gothenburg, which Rothstein led, surveys experts’ opin-
ions (1000 in 126 countries) to estimate “impartiality” and rank countries
according to quality—how good their governments are (Rothstein 2011,
p. 12-23; Rothstein and Teorell 2013). But impartiality may or may not carry
with it the ability to deliver—that is, to perform.

Fukuyama (2013b, p. 3—4) prefers to define governance as a government’s
ability “to make and enforce rules, and to deliver services”, whether within a
democratic framework or not. For him, “governance is [...] execution”
(Fukuyama 2013b, p. 3—4). How a regime administers itself is critical. He
builds on Max Weber’s criteria for successful bureaucracies: technocrats are
selected and motivated by merit, remunerated fairly, and subject to discipline
and control.

My work on governance (here and earlier), in contrast, has been predicated
on governance—and hence good governance—being defined as the perfor-
mance of national, provincial, municipal, and other governments in deliver-
ing specific articulated political goods.! The designation of such political
goods is much more descriptive than normative; the political goods in ques-
tion are those that citizens everywhere—in every culture, in every political
jurisdiction—expect their governments (and their political leaders) to pro-
vide. As a result, governance becomes the effective or ineffective distribution
of expected services to constituents, the inhabitants, or citizens of whatever
political jurisdiction (Rotberg 2007).

Governance is thus not an approach, a method, a set of competencies, or a
normative design. It is a collection of responsibilities, the delivery of which
can be measured directly or by proxy. Without the check of measurement,
“governance” descends too readily into attitudes and generalities, as in survey
assessments calibrating whether or not Ruritania is “impartial” or is effectively
bureaucratic.

Governance and Democracy

Fortunately, this conception of governance neatly replaces “democracy” when,
as scholars or practitioners, we seek to estimate the extent to which a particu-
lar regime is or is not governing its people well. Whereas “democracy” as a
concept has many contested definitions, and whereas the extent to which a
political entity is or is not “democratic” over decades and across diverse conti-
nents and chronological periods has proven almost impossible to specify in a
manner that invites widespread agreement, quantities and qualities of “gov-
ernance” and whether a polity exhibits good or bad governance, can be
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decided on the basis of neutral data (Rotberg 2012). The nature of Ruritania’s
“governance” hence depends on specific kinds of service deliveries that can be
derived from readily available statistical bases. Doing so does not need to rely
on the very imprecise, tripartite, and somewhat arbitrary categorisation of the
nations of the world as “free”, “partly free”, or “unfree”, or as “strong”, “weak”,
“failed”, or “collapsed” (Rotberg 2004a, 2017).

It is much easier and more satisfactory to measure governance results than
to try to measure democracy outcomes. To compare policy purposes and
policy-option decisions—how citizens are faring under regime X or Y—we
need to compare governance (not democracy) in X and Y. Governance is
indeed a construct that enables us exactly to discern whether citizens are pro-
gressing in meeting life’s goals. Are they better off economically, socially, and
politically than they were in an earlier decade? Are their various human causes
advancing? Are their governments treating them well, attempting to respond
to their various needs and aspirations, and relieving them of anxiety? Simply
comparing national GDPs, life expectancies, or literacy rates provides some
helpful distinguishing data (as in the Human Development Index), but gov-
ernance data are more comprehensive, telling, and useful. Assessing gover-
nance tells us more about actual results in various developing societies than we
would learn by weighing the varieties of democracy in such places (Rotberg
2013).

Exporting democracy from the North to the South, from developed to less-
developed nations, is often a stated goal, but what world powers and the
nations of the developed world seek to transfer is more than “democratic
practices”—it is the whole bundle of political goods that in fact amount to
good governance. Democracy is both a narrower and a more abstract notion
than “governance”. Nation-states that embody good governance perform
effectively for their citizens. They deliver abundant quantities and high quali-
ties of the essential political goods that comprise governance.

Political Goods and Measuring Governance

The performance of governments means the delivery of five bundles of politi-
cal goods (divided into 57 underlying sub-categories) that citizens in any kind
of political jurisdiction demand and expect (Rotberg and Gisselquist 2007,
2008, 2009). Those five bundles are Security and Safety, Rule of Law and
Transparency, Political Participation and Respect for Human Rights,
Sustainable Economic Opportunity, and Human Development (schooling

and health).
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Each of these bundles or categories of political good can be measured by
analysing and aggregating the results of the sub-categories that inform an
assessment of governance within a political jurisdiction. The sub-categories
directly facilitate measurement, as in annual homicides per 100,000 of the
population for Safety or number of deaths in civil conflict per capita for
Security. Likewise, to assist in compiling results for Sustainable Economic
Opportunity, it is possible to provide concrete measurements of the length of
the paved road network in a country or the number of mobile telephones per
100,000 of the population. GDP per capita numbers also help to develop a
score in the Economic Sustainability category.

For Human Development numbers, we can employ several readily avail-
able educational and health statistics. However, in some cases, proxy results
must be substituted for direct national statistics. For example, overall life
expectancy and maternal mortality numbers help us to estimate the perfor-
mance of a government in terms of its ability to provide better health out-
comes. Similarly, the total availability of potable water to citizens assists our
understanding of how well a developing country is being governed—how well
it is satisfying the essential requirements of its population.

Most of the available data on which the measurements are based are nation-
ally supplied and nationally developed. That, of course, is a weakness that to
some extent undermines the ultimate results of any attempt to specify amounts
of governance at the national level, especially across the developing world
(Jerven 2013). One safeguard is that all of the results and rankings are
expressed comparatively, against peers. Thus, even if the underlying data are
in some cases poor, one of the objects of estimating governance for diagnostic
and policy purposes is to compare Ruritania to XRuritania, not to develop a
precise chart of absolute performance.

Fortunately, too, many of the nationally supplied databases, especially in
the health sector, are regularly massaged and normed according to interna-
tionally acceptable statistical methods. It is also possible directly to collect and
measure homicide or road mile (or other) numbers without relying on weak
national coordinating or statistical agencies.

A few governance measures are also available globally from tried and trusted
sources, such as Transparency International’s Corruption Perceptions Index
(for transparency) and the World Justice Project’s Rule of Law Index for parts
of the rule of law. Election results (whether free or not) help to supply num-
bers for Political Participation, and several well-developed human rights com-
pilations (based on data derived from diplomatic inspections and surveys)
offer helpful scorings for Respect for Human Rights (Rotberg and Bhushan
2015).
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If the aim of developing and developed world leaders and of those in the
scholarly and humanitarian communities is to help improve life outcomes
and raise the efficacy of governmental decision-making, then the kinds of
detailed measurement initiatives outlined here are essential. They provide
critical feedback about whether or not governments are doing their jobs.

Governance scoring methodologies, as set out here and elsewhere and as
employed formally by the original Index of African Governance and infor-
mally in other indexing schemes, offer detailed approximations of actual ser-
vice delivery successes and failures (governance). They substitute quantifications
for impressionistic or opinion-based ratings that report on the perceived qual-
ity of governmental operations, their perceived impartiality, the extent of a
government’s perceived bureaucratic autonomy, or its perceived capacity to
coax or coerce citizens. Only by closely examining actual governance results
based on statistics and proxies, and creating ways to do so in a numerically
sound manner, can we distinguish the governments that are producing abun-
dant political goods (good governance) from those that no longer are or never
have done.

To answer critics of this predominantly objective method, governance out-
comes are best viewed as tangible, not subject to collections of observations.
Governmental outcomes do not need to be judged by stylistic or artistic crite-
ria. This more rigorous scheme, moreover, makes epistemological and parsi-
monious sense. It is tidy and transparent and capable of being tested and

replicated (Rotberg 2014, 2015).

Inputs or Outputs? Quality or Capacity?

Much of the other, dissenting, work on measuring governance has found it
easier and more satisfying to examine inputs rather than outputs, and has
done so subjectively by estimating bureaucratic and other “capacity” or by
assessing budgetary procedures, styles of financial management, or the inef-
fable “quality” of governments. Rothstein’s wise focus on “impartiality”, for
example, may not carry with it the ability of a government to deliver—that is,
to perform. Degrees of “impartiality” are also very hard fully to measure: esti-
mating amounts of “impartiality” may depend too much on the observations
of survey respondents—even experienced and well-meaning “experts”—
whose findings are inevitably tainted by the possibility of selection bias.
There are innumerable quality studies of governance based on the opinions
of experts recruited especially for the task or on surveys of citizen satisfaction.
Among these helpful and otherwise exemplary efforts are those undertaken by
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the Varieties of Democracy Project and indexes such as the Bertelsmann
Stiftung’s Transformation Index. Freedom House’s Freedom in the World,
another long-established and worthy examination of democracy (and, implic-
itly, governance), annually declares almost every global polity to be either free,
partly free, or not free based on the opinions of experts. Nevertheless, its scor-
ing, like that of Bertelsmann, is inherently subjective, with abundant oppor-
tunities for selection bias (Freedom House 2013). The UNDP’s way of
defining governance (above) is also very general and subjective. Attempting to
conceptualise governance in such a broad all-encompassing manner—as
many indexes and similar efforts prefer—becomes largely an exercise in sub-
jective speculation.

Bratton (2013a), one of the founders of the Afrobarometer, suggests that
“governance is the act or process of imparting direction and coordination to
governmental organisations in an environment”. His definition of governance
is close to Fukuyamass, as it is “administrative and economic” as well as politi-
cal. Bratton believes in the utility for measuring purposes of large-scale social
surveys, as they can indicate citizen or consumer satisfaction. An example he
cites from the administrative sphere is the perception of a national leader’s
observance of the rule of law as discerned across countries from responses to
Afrobarometer questions (Bratton 2013a).

The World Bank’s annual compilation, Worldwide Governance Indicators
(WGI), is widely used. It measures quality of national governance by aggre-
gating other indexes of governmental effectiveness, regulatory quality, stabil-
ity, and control of corruption—all attributes capable of being estimated by
crowd sourcing (surveys of experts), but more difficult to calibrate using
nationally generated statistics. The indicators used are largely normative,
encompassing policy preferences rather than measuring the satisfaction of
citizen-requested priorities (as in the output-oriented index proposed here).
Rothstein and Teorell (2013) consider the WGI’s definition of governance as
too broad, especially its normative emphasis on “sound policies”. They further
explain that the Bank’s emphasis on the input side of the governance equation
“makes it impossible” to provide true results for governmental performance
(Rothstein and Teorell 2013, p. 3; see also Kaufmann et al. 2010; Gisselquist
2015).

As Fukuyama (2013a) indicates, expert surveys are inherently weak. Unless
the experts have a common notion of “governance” or “regulatory effective-
ness’, each may answer the questions posed honestly but from vastly different
perspectives. One person’s corruption, in other words, may be another’s recip-
rocal “gift-giving”. Rule of law, he says, may even mean one thing in one
region and something very different in another. Some may translate rule of
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law as “property rights” and another as constitutional and other constraints
on the executive (Fukuyama 2013a).

Arndt and Oman (2006) concur with Fukuyama and other critics opposed
to basing index results and governance comparisons largely, if not entirely, on
the perceptions of experts. Such views, they say, are “inherently subjective”
and “non-replicable”. Moreover, perception-based indicators often reflect the
views of businessmen, and “users tend to rely on the same indicators which
they see their peers using”, so there is a “bubble effect” and “herd behaviour”
(Arndt and Oman 2006, p. 90). Their report, along with work by Thomas
(2010), includes lengthy critiques of the methodology employed by the WGI.

Inputs are more accessible and thus easier to measure. Fukuyama and many
others who have produced existing scholarship on governance—and the mak-
ers of many governance indexes—often focus on inputs, not outputs, when
they characterise governance. However, as Fukuyama agrees, inputs—“good
procedures and strong capacity’—“are not ends in themselves” (Fukuyama
2013b, p. 11).

Outputs (results) are for what nation-states and governments (and thus
governance) exist. Their role, and the role of the modern polity, is to produce
(perform) on behalf of constituents. As Fukuyama rightly says, measuring
outputs “could” provide “some idea as to how governments are performing”.
In his view, however, there are decisive drawbacks to the use of outputs. For
example, improvements in the educational or health areas are not necessarily
the consequences of governmental action (Fukuyama 2013b, p. 11). Such
results could (as many economists also believe) flow from the contextual situ-
ation because of an existing resource base or be products of historical circum-
stances. Andrews’ (2013, p. 5) reservation (with which I mostly disagree) is
cautionary: indicators of governance “really reflect a nation’s level of develop-
ment” and not its governance. Fukuyama also worries that there are too many
methodological problems with the measurement of many kinds of outcomes
and that outcomes can be influenced too much by procedural inputs—how a
regime delivers results could influence the type of outcome (Fukuyama
2013b).

Fukuyama proposes that outputs should be considered independent vari-
ables explained by state quality rather than be used as measures of capacity
themselves. He further suggests that the quality of government (or gover-
nance) is to be found at the intersection between what he calls capacity and
what Huntington (2006) describes as “bureaucratic autonomy”—the ability
of bureaucrats to carry out the policies of a state according to broad guidelines
and with little micromanagement. Capacity, imperfectly defined, includes the
ability of a state to perform essential functions, such as (but not exclusively)
the ability to extract taxes and obtain census information.
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These kinds of caveats are all reasonable and worth pondering, but it is so
much easier and complete directly to measure the quantity and quality of a
government’s service deliveries by scoring what its actions have accomplished
(as set out here and as developed in the Index of African Governance).

Andrews’ (2013) definition of governance leans in the general direction
proposed in this chapter: that the core theoretical understanding of “gover-
nance” should be “the exercise of authority by governments on behalf of citi-
zens . Governance indicators, he writes, should therefore focus (as the Index
of African Governance does) on “specific fields of engagement” in which gov-
ernments perform on behalf of citizens. “Indicators should emphasize out-
comes [...] the true indicators of governance” (Andrews 2013; Gisselquist
2012; Rotberg and Gisselquist 2009). As I argue, that is the cleanest and most
rewarding approach to comparing Ruritania and XRuritania.

Relying on perceptions (as do Bratton and many others, even Freedom
House) is misleading because of possible selection bias. If our goal is to under-
stand and strengthen governance across cultures and continents, we do better
to employ methods of measuring how governments perform that are as insu-
lated from impressionism and anecdote as possible.

Subjectivity is dangerous. Polling such as Bratton recommends and on
which many others rely—no matter how broad or how carefully representa-
tive—cannot objectively tell us how a government performs (Bratton 2013b).
Polls and other collectivities of opinion merely tell us, and usefully, what citi-
zens think or what they perceive—always depending on how well and how
precisely the survey questions are posed.

Outcome Measures

If governance is indeed “performance”—the delivery of services, as posited at
the outset of this chapter and as Fukuyama seems to agree—then arguably the
most important measures of that delivery must be both the quality and the
quantity of those services. This chapter offers a definition of governance that
tries hard not to be prescriptive or normative. It proceeds from a summing of
the needs, desires, and expectations of inhabitants of jurisdictions, usually
citizens. What is it that citizens expect or demand of their governments? What
is it since the seventeenth century that citizens have required of their mon-
archs and later of their states and nations? My definition is founded on a
bottom-up method of defining governance that emphasises results.

If we agree that citizens (originally taxpayers) expect their governments to
perform in such a manner that they will be secure (free from being invaded
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or free from civil war and intrastate turmoil) and safe (free from crime and
personal endangerment); if we agree that citizens desire something akin to
the predictability and backing of a robust rule of law that delivers sanctity of
contract as well as a fair adjudication of disputes between persons; if we
agree that most inhabitants of most states prefer not to be cheated by cor-
rupt practice; if we agree that citizens prefer to participate in rule setting and
thus in governing themselves, or at least prefer to have a voice in agenda
setting; if we agree that individuals prefer to prosper, that is, to eat more and
better food, to be housed adequately, to be paid fairly for their labour, and
to believe that they are free to use their own skills to better themselves; and,
finally, if we agree that citizens generally look to states to provide educational
opportunities, better healthcare, clean water, a minimally polluted environ-
ment, and so on, then it makes perfect sense to compare better and poorer
ways in which these needs are realised nationally—thus better and poorer
ways in which states perform for their taxpayers and inhabitants, or a com-
posite of political good delivery that may conveniently be labelled “gover-
nance”. The assumption, tested in the field and by various methods of polling
opinions, is that the above expectations are desired everywhere. No one
wants poor pay or less desirable schooling. No one anywhere wishes to be
unsafe or insecure. No one abides corruption, even though many suffer from
its pernicious grip.

The way to make these necessary comparisons—to calculate the manner
in which the state uses its capacity and a lesser or greater sense of bureau-
cratic autonomy to satisfy its citizens—is to measure variables such as par-
ticipation or educational opportunity. To measure the variables, it is essential
to examine results. There is no better way of estimating how successfully a
state has met its obligation to serve (perform) than carefully to calculate
outcomes. It is possible, to be sure, to ask citizens if they are “satisfied” with
a government’s performance. That happens periodically through elections,
and also through consumer surveys, which are helpful but hardly definitive.
More exacting and more useful when one tries to compare disparate polities
or attempts to diagnose how a nation-state could do more for its citizens—
how it could perform better and more completely—are examinations of
actual quantifiable results.

Since it is difficult to measure governance performance across the five cat-
egories of political goods directly, we sometimes use proxies (as explained
above). Fukuyama (2013b, p. 9) suggests that services are hard to estimate, in
part because some of the potential tests are unsatisfactory. He cites as bad
choices the use of multiple choice examination scores to measure educational
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outcomes or the rate of case clearances to measure the quality of justice or the
rule of law. However, there are better proxies for those political goods, and
across the 57 variables that comprise my preferred output measurement data-
set, a number are very robust, a few are unhappily qualitative and subjective
but have been long in use, and all are demonstrably helpful in estimating the
performance of governments. That is, they do a very strong, albeit imperfect,
job of measuring what we want to measure. They offer the kinds of hard data
that truly enable us to compare countries to countries, provinces to provinces,
municipalities to municipalities, and so on.

The other (largely subjective) method, as used by Freedom House,
Bertelsmann, the Legatum Institute’s Prosperity Index, the Fraser Institute’s
Economic Freedom Index, Save the Children’s Mother’s Index, the Stanford
Food Research Institute’s Hunger Index, and even the Happy Planet Index,
produces helpful approximations of the realities of at least some selected
aspects of governance among and between nations (for the indexes, see
Rotberg and Bhushan 2015). However, their scores are based on opinions,
feelings, codings, anecdotal understandings, and the like. For example, the
widely respected World Economic Forum’s Competitiveness Index depends
on a survey of the views of a limited number of business executives within a
country. Those kinds of index have great difficulty measuring any more than
what observers and opinion makers believe is happening, not unchallengeable
reality. Experts may say, for example, that country A has better educated citi-
zens than country B, when an examination of real results—persistence levels,
numbers of students who go on from secondary to tertiary education, and so
on—might reveal that country B is in fact producing better educational out-
comes than country A.

Methodologically, the notion of governance as developed and portrayed in
this chapter is more definitively measured by outputs, not inputs. For exam-
ple, in evaluating a national or local medical system, a country’s healthcare
budget matters far less than how that money has been used (or siphoned off)
to improve health outcomes. Good ministerial attitudes and fine words mat-
ter far less than results. No amount of jawboning can obscure a lack of dis-
cernible results.

For example, when eschewing surveys of experts or other methods of elicit-
ing public opinion as proxies for several of the otherwise hard-to-measure five
major components of governance, it is wise to employ such internationally
standard variables as life expectancy and maternal mortality rates for out-
comes in the health arena. To help calibrate sustainable economic opportu-
nity, it is possible to calculate a nation’s GINI coeflicient ratios, an indication
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of equality, or to employ various IMF indicators to estimate how sound its
money and banking systems are. For Safety, homicide rates (see above) are
better than asking experts whether Ruritania is safe. For Security, it is more
instructive to employ one of the many available international datasets that
annually supply the number of casualties in civil warfare than it is to survey
experts. For a number of the variables, and certainly for the general 5 catego-
ries, there are abundant proxy data contained in a variety of the 93 indexes,
indicators, and databases explored in On Governance (Rotberg and Bhushan
2015).

Most useful statistics for such exercises are assembled internationally by
such estimable establishments as the World Bank, the International Monetary
Fund, the World Health Organization, the UNDP, and the UN Children’s
Fund. Admittedly, because nearly all of these numbers are ultimately derived
from national statistical offices, and because many of these offices are under-
funded and understaffed, the development of reliable data is sometimes com-
promised. This is a weakness of the objective output-oriented indexes that
exist (see Jerven 2013), but the problems posed by selection bias and subjec-
tivity are greater.

In Africa, it is counterintuitive that poor Malawi should be better governed
than prosperous and bustling Kenya, but that is what the Index of African
Governance rankings shows year after year, probably because Malawians dem-
onstrate positive outcomes despite poverty and Kenyans fall short because of
greater ethnic conflict, greater corruption, and poorer educational attain-
ment. Kenya is a busy, populous, modern tourist destination and the indus-
trial and transport hub of East Africa, whereas Malawi is a sliver of landlocked
territory dependent almost exclusively on the sale of tobacco to China. But
Malawi has a solid and reasonably independent court system in contrast to
Kenya’s compromised one. Kenya has experienced far more ethnic tension
and violence than Malawi. Kenya’s elections in 2007 were rigged and Malawi’s
in 2009 and 2014 were not, leaving serious questions about the integrity of
Kenya’s democracy and its respect for human rights. Hence, although Kenya’s
GDP per capita rates are much higher than Malawi’s (and higher for that mat-
ter than those of Tanzania, Mozambique, and Uganda), Kenya’s ratings for
Security (even before the combat with al-Shabaab) and Safety, for Rule of Law
and Transparency (corruption is more prevalent in Kenya than it is among its
neighbours), and for Participation are lower than its peer group and competi-
tors. Moreover, despite its greater wealth, Kenya’s prosperity is less equally
distributed than a number of its second-tier competitors. Its arteries of com-
merce, per head, are less robust than in comparable countries. Furthermore,
despite its progress in educational and health matters, when compared to
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other second-tier countries, Kenya ranks poorly on a per capita basis. Thus,
appearances and anecdotal evidence turn out to be less impressive when
weighing governance than results gathered and expressed quantitatively.

What Measuring Performance Provides

In the absence of a results-based method of weighing the performance of gov-
ernments, drawing such distinctions between countries would be imprecise,
even potentially inaccurate. Using a vague notion of “quality”, a proxy for
“capacity” or a proxy for “bureaucratic autonomy” would leave differences
between countries and across regions that would be very hard to substantiate,
even impressionistically. Policy makers want precise calibrations, not rough
estimates. Heller (2013) proposes employing a very complicated array of
“second-generation” data to do the job of measurement when much simpler,
more direct ways of assessing good governance are easily available, as specified
in this chapter.

When performance is measured, performance usually improves, especially
when it is measured and the results are reported. Indeed, we know from anec-
dotal and some limited controlled experimentation that we can enhance the
delivery of political goods to citizens and thus strengthen governmental per-
formance by indexing relative accomplishments across a universe of diverse
governmental tasks. Making these possibilities better known is one of the
goals of this chapter.

In order to make the measurement of governance even more meaningful,
and to make various kinds of indexes of governance maximally useful to pol-
icy makers, opinion shapers, civil societies, and donors, as well as to assist
governments, the five overarching categories of political good already dis-
cussed must be further refined so that the full range of governance can be
measured in its entire complexity. As suggested above, it is sensible to break
down the 5 major categories of political goods into 57 or more indicators or
variables, for example, 22 under Human Development and 5 under Safety
and Security. Most of these variables can be assessed (as discussed above) by
employing objective rather than subjective data.

Employing composite or specialised indexes and datasets enables observers
and analysts to assess the state of governance across continents and within a
region, country versus country, and not against arbitrary global standards.
Countries can be scored on each variable and across several years. For exam-
ple, within the Sustainable Economic Opportunity category, countries can be
rated not only on the basis of their annual GDP per capita achievements but
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also on their levels of inflation, the integrity of their banking systems
(“contract-intensive money”), and the length and availability of robust arter-
ies of commerce (such as mobile phones, roads, and railways).

The examination of all of these components of governance permits a full
diagnostic portrait of each country. Hence, we can know with some sig-
nificant precision how well and how poorly each part of the globe is gov-
erned. We can determine which aspects of governance in each country
need urgent attention and which are in lesser need of remedial action.
Furthermore, we can assemble a precise list of a region’s outstanding gov-
ernance issues. With such diagnostic information at hand, the political
leaders, corporate moguls, and civil societies of that region and of the
globe can at the very least come to appreciate what they must do to
strengthen their individual national governances. At that point, they pos-
sess the evaluative tools with which to improve their governmental perfor-
mances as they confront the consummate developmental and social
challenges of the next decades.

Conclusion

This chapter has argued that precise measurements of governance as a whole,
and of governance separated into its component parts, permit researchers and
policy makers to separate good performers from bad performers, regionally
and globally. Carefully and painstakingly measuring governance by the out-
come method can show whether regimes are delivering necessary and desir-
able governmentally provided performance results to their citizens. This
concept of governance also enables an existing government, civil society, or
donors to appreciate which parts of an overall system are working well and
which poorly. Critical decisions can thus be made that can, in the best of cir-
cumstances, improve living conditions for the inhabitants of the developing
world.

Improved governance is the goal. Measurement according to the criteria set
out in this chapter, followed by concerted action, is the best way to achieve
that goal.

Notes

1. For earlier writings, see the Rotberg entries in the references.
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How International Rankings Constitute
and Limit Our Understanding of Global
Governance Challenges: The Case
of Corruption

Alexander Cooley

Introduction

On December 2014, China’s Ministry of Foreign Affairs publicly criticised
Berlin-based anti-corruption NGO Transparency International (TT), follow-
ing the release of its annual Corruption Perceptions Index (CPI), widely
acknowledged as a leading global anti-corruption survey. The Chinese author-
ities were furious that in the watchdog’s influential latest annual global rank-
ings (the CPI), China had moved down 20 places, from 80 to 100, despite the
fact that the authorities in Beijing were in the midst of a high-profile anti-
corruption campaign aimed at taking down leading officials and targeting
their activities and assets overseas. At the press conference, the Chinese Foreign
Ministry spokesperson admonished that “[a]s a fairly influential international
organisation, Transparency International should seriously examine the objec-
tiveness and impartiality of its index” (Ministry of Foreign Affairs of the
People’s Republic of China, 2014).

China’s public confrontation with Transparency International is an impor-
tant example of the growing influence of international rankings and ratings in
global governance. As this volume and others detail, over the last 20 years,
dozens of new indexes have emerged that judge and compare states on differ-
ent aspects of their governance (Cooley and Snyder 2015; Kelley and Simmons
2015). Proponents of rankings have viewed them as a way of highlighting
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state performance and spurring competition so as to improve governance.
However, scholars have levelled a number of important critiques at the “rank-
ings craze”: rankings rely too heavily on sensational moralising and spotlight-
ing rather than constructive diagnosis (Cooley and Snyder 2015); they
privilege the technocratic and bureaucratic capacities and power of the North
over its developing state counterparts (Davis et. al. 2012, 2015); they simplify
complex social processes and project unwarranted normative assumptions;
they imbue the authority issuing the ranking with unjustified (and unelected)
power to rank and judge (Merry 2011); and they are methodologically fraught,
often repackaging data of dubious quality in unwarranted and tenuous ways
(Bhuta 2015; Thomas 2010).

Drawing on the above anecdote, this chapter adds yet another critique to
this growing list: it criticises the methodological nationalisation that rankings
confer on phenomena that are clearly transnational and global in scope. The
approach of analysing corruption in terms of isolated country units has gener-
ated an incomplete and distorted policy picture of relatively clean developed
states and corruption-prone developing states. The focus of the CPI and other
governance indicators on the act, or rather the home jurisdiction, of bribe-
taking overlooks the transnational networks that facilitate acts of grand cor-
ruption and kleptocracy in today’s globalised world. Collectively, transnational
channels that include shell companies, foreign real estate, and second citizen-
ship and investor visa programmes serve to turn initially ill-gotten gains into
ostensibly legitimate assets and legal rights. The Chinese case itself illustrates
how corruption is instantiated in transnational networks of intermediaries
that link actors, institutions, and processes across developing and developed
states, and also shows how the Chinese authorities are transnationalising their
sovereign authority and prosecutorial responses.

Corruption Rankings and the Distorting Lens
of Methodological Nationalism

Corruption came onto the international policy agenda in the early 1990s in
the wake of the end of the Cold War (Eigen 1996; Rose-Ackerman 1999;
Wang and Rosenau 2001; Rothstein 2011; Vogl 2012; Gutterman 2014). At
the national level, corruption had long been criminalised (in the United States
as far back as the constitution), and thus neither corruption nor domestic
legal and policy responses to it as such were new. What was new in the 1990s
was seeing corruption as a ubiquitous problem among all states that required



How International Rankings Constitute and Limit Our... 51

an international normative response, rather than just a domestic policy
problem amenable to local criminal investigative and regulatory solutions.
Multilateral lending institutions, like the World Bank, donor governments,
regional international clubs like the Organisation of American States, and a
burgeoning range of transnational NGOs, all agreed that corruption was an
international ill that required some sort of coordinated response within states,
such as the establishment of anti-corruption agencies and the adoption of
stronger anti-bribery laws. Overall, the conventional policy wisdom changed
from seeing corruption as something that might be tolerated or even encour-
aged to facilitate international transactions to viewing it as a major barrier to
economic development (Bukovansky 2006, 2015).

This shift to measuring and combatting corruption at the national level has
been reinforced by the emergence, in both scholarship and policy-making
circles, of international corruption and governance rankings. These include
the previously mentioned Corruption Perceptions Index, compiled by Berlin-
based NGO Transparency International, the World Banks Worldwide
Governance Indicators, and indices designed by various for-profit concerns
(e.g. the Economist Intelligence Unit) (Bukovansky 2015; Merry et al. 2015;
Andersson and Heywood 2009). These and other measures have created a
view of corruption as primarily an act of domestic bribe-taking by public
officials at the level of the nation-state.

State rankings, such as the CPI and the World Bank Governance Indicators,
in turn, have been used by scholars as data sets to explore broad cross-national
relationships involving corruption, as political scientists and economists in
particular have disproportionately concentrated on large-/V statistical
approaches (Treisman 2007; Lambsdorff 2007; Rose-Ackerman 2010; Wedel
2012). The usual aim of such studies is to find what effect varying levels of
(perceived) corruption have on some dependent variable of interest, most
often economic growth, but also a whole range of other outcomes from
democracy to infant mortality. A corollary is using these national corruption
measures as the dependent variable with an eye to determining the causes of
corruption (religious or colonial heritage, region, resource endowments, etc.)
and how it can be best addressed (e.g. with a free press, development aid, a
dedicated national anti-corruption agency, etc.). As a result, recurrent correla-
tions in cross-national studies have entrenched a picture of relatively corrupt
developing countries and relatively clean developed countries. However,
importantly, even process-tracing single-case-study approaches generally share
a methodological nationalism: corruption is conceived and measured in dis-
crete bordered national units.
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Therefore, while this scholarship has produced many insights, it has also
tended to obscure the transnational nature of much large-scale corruption.
Some important early policy responses to corruption were explicitly transna-
tional. Perhaps the most significant of these was the OECD’s anti-bribery
convention (Abbott and Snidal 2002; Gutterman 2014). While bribing local
officials had long been prohibited, bribing foreign officials was legal almost
everywhere bar the United States up until at least the late 1990s. Yet even here
the policy has in practice remained national. The signatory countries to the
convention are reviewed for compliance on an individual and internal basis,
and there is little or no effort by these states to coordinate with the states
whose officials are bribed by OECD-based corporations (Stolen Asset
Recovery Initiative, StAR 2014).

Interestingly, most news accounts of acts of bribery or corruption scandals
uncovered in developing countries often mention the host country’s rank in
the CPI, especially if it is relatively low, but, unlike scholars, such news items
usually also mention the nationality of an investing company; describe the
investment vehicles, intermediaries, or legal schemes that facilitated the deal;
and even trace the ultimate destination of the funds. Yet, our scholarly and
policy lenses seem to de-emphasise these same transnational elements that
straddle borders, despite the wealth of research on the topic (Stephenson
2016).

A Transnational Perspective on Corruption
and Kleptocracy

Rather than being limited to one country, a sizeable proportion of large-scale
corruption is conducted via transnational networks. In particular, large-scale
corruption is almost always intermediated, rather than being simply an
exchange between two parties. Critically, the intermediaries most commonly
involved are legitimate businesses and actors providing for-fee services (bank-
ers, lawyers, realtors), not criminal middlemen.

Although the transnational problem of Western multinational corpora-
tions (MNCs) bribing foreign government officials certainly remains impor-
tant, this chapter outlines the other parts of the network that allow the
laundering of such proceeds. Major corruption perpetrated by state leaders,
senior officials, and their families is not just limited to receiving bribes from
MNC:s, and such kleptocracy almost always has an international aspect, as the
criminal proceeds are moved abroad or in some cases never enter the klepto-
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crats home country at all (StAR 2011; Chayes 2015). Such cross-border
transfers complicate the detection, investigation, and return of looted assets
(Shelley 2014), and because the destinations for this money are typically large
financial centres, like the United States, the UK, and Switzerland, these trans-
fers are mediated by a wide range of professional intermediaries and provide
options for conspicuous consumption. In the words of Alessandra Fontana of
the U4 anti-corruption watchdog, “[Clorruption will remain a profitable
crime in developing countries as long as counterparts in rich countries are
willing to hide stolen resources” (Fontana 2011, p. i).

The various dimensions of a transnational network may include the follow-
ing actors and activities:

* Bribe-taker or kleptocrar. a public official who engages in a corrupt act,
using public resources or authority for private gain.

* Bribe offeror: a MNC, state, or international actor that offers a bribe to an
official or seeks a contract or other form of preferential treatment.

* Shell company: a legal vehicle, the only purpose of which is to facilitate
another transaction, usually camouflaging the identity of the actual
transactors.

* Brokers: third-party intermediaries or professionals who serve to facilitate
movements of funds from the original illegal act and officials along these
transnational chains.

* Destination banks: the destination financial institutions in which corrupt
proceeds eventually find themselves.

o Citizenship providers: the actors or institutions through which corrupt offi-
cials obtain the opportunity to evade the reach of their home jurisdiction
and/or reside overseas.

* Real estate and luxury assets: properties or other luxury consumption goods
purchased or invested in, usually through a shell company, designed to
store and preserve the value of corrupt proceeds.

Of all these various nodes, corruption and governance indices overwhelm-
ingly focus only on the first category. Perhaps remarkably, even the national
origin of MNCs implicated in overseas corruption scandals is not accounted
for in most international rankings of “clean” and “corrupt” countries, while
the shell companies and professional intermediaries who facilitate these trans-
actions are also disregarded. For example, New Zealand, which often tops the
CPI as one of the world’s cleanest countries, is also a global source of nominee
directors of shell companies and trusts.
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Why Are Professional Intermediaries Important?

The methodological nationalisation of corruption rankings tends to simplify
a broad range of corruption crimes (passive and active bribery, extortion,
embezzlement, nepotism, trading in influence) into a transaction involving a
bribe-giver and recipient (Johnston 2005; Wedel 2012). In practice, however,
major corruption offences typically involve a range of intermediaries.
Transnational intermediaries and brokers have three main functions in the
transnational corruption network. First, kleptocrats contract out the manage-
ment of their stolen wealth (to “buy” rather than “make” in house). In doing
so, they benefit from the specialised skills of professional intermediaries, while
the fact that these intermediaries are themselves legal rather than criminal
businesses reduces the danger of this opportunism. Second, these intermedi-
aries serve to shield individuals engaged in corruption networks from account-
ability, as per the Global Wealth Chains thesis (Seabrooke and Wigan 2014).
Whether they are bankers, accountants, residency consultants, or realtors,
brokers serve to shield identities, create legal proxies for clients, obfuscate
roles, and provide new spaces for corrupt officials to keep their wealth and to
physically reside. There is an almost paradoxical dynamic here: as interna-
tional state rankings and performance indicators have grown in popularity, an
entire range of global industries has emerged enabling intermediaries to
develop professional expertise and best practices to shield these same indi-
viduals from accountability and association with corruption in their home
states. These global services and practices constitute the final link in the trans-
national corruption network: that of “exit” in the formulation of Albert
Hirschman (1970). Breaking with the methodological nationalisation of cor-
ruption rankings not only necessitates looking at the transnational networks
of bribe-givers, facilitating vehicles and brokers, but also the processes and
methods through which corrupt officials manage to evade national regulators
and law enforcement, launder money, and maintain legal protections if their
criminal activities are detected by their home country authorities. The very
right to flee and obtain the right to reside overseas, along with their ill-gotten
assets, is itself a critical part of the grand corruption chain.

The Transnational Channels of Corruption

Transnational channels blur the distinctions between compartmentalised
highly and poorly ranked economies and the spectrum of legal and illegal
funds. Not all or even most of the foreign money flowing into North American
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and Western European real estate represents the proceeds of criminal activity,
yet it is absolutely true that international corruption rankings do not measure,
capture, or reflect these critical processes. International banks serve both as
ultimate destinations for ill-gotten gains and also routinely conduct multiple
transactions with intermediaries and shell companies that facilitate the broad
capital flight usually associated with highly corrupt jurisdictions. Mostly
based on Swiss financial transaction data, Zucman (2015) estimates at least
$7.6 trillion in global hidden wealth, with banks in Switzerland, Luxembourg,
and the British Virgin Islands channelling and recycling most of these unac-
counted funds. Thus, there is good reason to think that huge sums of criminal
money continue to flow into financial centres like New York, London, Zurich,
Singapore, and Dubai. Although the efforts of international banks to screen
out dirty money have been drawing more watchdog attention (Global Witness
2009; US Senate 2010; Financial Services Authority 2011), this section will
consider the equally important role of shell companies, real estate, and second
citizenship providers.

Shell Companies

The leak in April 2016 of the documents detailing the clients of over 210,000
offshore companies established by the Panamanian-registered firm Mossack
Fonseca—the so-called Panama Papers—dramatically spotlighted the prob-
lem of anonymous shell companies and Western complicity in shielding
global assets. According to the International Consortium of Investigative
Journalists, investigations leading from the 11.5 million leaked documents
revealed the secret offshore holdings of 12 world leaders and at least 128 poli-
ticians (International Consortium of Investigative Journalists 2016).

Even prior to the Panama Papers, law enforcement officials and regulators
had raised alarms over the central role of shell companies in facilitating cor-
ruption. For example, Assistant US Attorney General Lanny A. Breuer con-
firmed that “Shells are the No. 1 vehicle for laundering illicit money and
criminal proceeds” (Wayne 2012). A StAR report (2011, p. 117-122) showed
that the most common locations for the accompanying corporate bank
accounts were the United States (107), Switzerland (76), and the UK (19). Of
the 91 cases where there was sufficient information available, 72 involved a
professional intermediary setting up a company. These data on the prime
importance of major financial centres in hosting tainted wealth are further
supported by an extensive field experiment undertaken by Findley et al.
(2014), who, on the basis of over 7400 solicitations to company providers
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around the world, found that OECD providers of shell companies were more
likely than developing world tax havens to offer to sell shell companies with-
out obtaining proper identifying documentation from the buyer. The authors
further found that these companies tended to be created and marketed
through chains of wholesale and retail corporate service providers.

Foreign Real Estate

Although the data are (as always) incomplete and subject to bias, a narrower
focus on the purchase of international property strongly suggests that cities
such as New York, Miami, London, and Paris are major destinations for a
combination of licit and illicit wealth from the developing world. The transfer
of this wealth is once again facilitated by networks of professional intermedi-
aries, specifically real estate brokers and lawyers, who either are not required
to identify the real owners of these purchases or regularly fail to do so in prac-
tice. Indeed, the whole process of luxury real estate purchasing employs a
chain of individuals who are shielded from disclosure laws.

According to an inaugural luxury real estate survey released by Christie’s in
2013, six North American cities (New York, Miami, San Francisco, Toronto,
Los Angeles, and Dallas) ranked in the top ten of global luxury real estate
markets (defined in terms of total annual listings over $1 million), with
London, the Cote D’Azur, and Paris ranking first, second, and fifth, respec-
tively. The only non-Western city was Hong Kong, ranking third, while
Miami, London, and the Cote D’Azur topped the list of most international
buyers in terms of overall percentage of sales. The 2014 annual report of the
US National Realtors Association comments on how the types of home pur-
chased by international buyers of US property typically differ from domestic
ones, observing that international buyers acquire US property less in order to
meet their “essential living needs” and more to establish an “individual’s pres-
ence and standing in the community” (p. 12). The same report found that
during the period April 2013-March 2014, international purchasers
accounted for about $104 billion, or about 8 per cent of the total market,
with international purchasers paying almost double both the mean and the
median purchase prices of domestic buyers (pp. 5-6).

Industry analyses and reports by investigative journals make it clear that
luxury real estate worldwide is increasingly being bought via shell companies
using specialised real estate and law firms (Silverstein 2013; Rice 2014; Saul
2015). In each of these instances, a typical transaction might involve a foreign
bank (often not in the official’s home country) making a wire transfer to the
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trust account of a law firm and/or real estate agent in the host country, who
then buys the property in the name of a local or foreign shell company. Thus,
a corrupt foreign official is distanced both from the source of the funds used
to buy the property and the ownership of the property itself.

In the United States, lawyers and realtors do not have a duty to either estab-
lish the legitimacy of clients’ funds or to report suspicious transactions to the
authorities. After the passage of the Patriot Act in 2001, the US National
Realtors Association fought for, and successfully secured, an exemption from
a requirement that would have mandated brokers to conduct due diligence on
purchasers (Saul 2015). Without a requirement of having to know the benefi-
cial owners, real estate transactions via shell companies can effectively bypass
bank reporting requirements.

One striking investigation into the buyers of condos at the Time Warner
Center (Story and Saul 2015), one of Manhattan’s most exclusive properties,
found a “growing proportion of wealthy foreigners” in the building and iden-
tified 16 of them as having been subjects of government inquiries around the
world, including four arrests and four fined for illegal activities. The report
found that, while in 2003 about one-third of all purchases in the luxury build-
ing were made by shell companies, by 2014 the figure had increased to 80 per
cent. Overall, since 2005 across the United States, the number of purchases of
residences worth more than $5 million has tripled, totalling about $8 billion,
while half of all of these luxury sales in 2014 were made to shell companies.
Between April 2014 and March 2015, overseas buyers bought more than
$100 billion worth of real estate in the United States (Frank 2015), and 55
per cent of these transactions were all cash.

The London market is even more penetrated by foreign and anonymous
buyers than its New York and Miami counterparts. According to one report
by Transparency International UK (2015a) based on police data, at least £122
billion of property in England and Wales is owned by companies with off-
shore registration. In London, of the 40,725 properties owned by foreign
companies, 89 per cent were registered in tax havens, including the British
Virgin Islands, Jersey, Guernsey, Luxembourg, and Panama. British Virgin
Islands-registered entities accounted for about 5000 buyers from 2012 to
2014. Based on data collected from the UK property registry, the same report
estimated that in Central London about 9.3 per cent of all properties in the
City of Westminster were owned by offshore shell companies. An investiga-
tion in 2015 found 740 uninhabited properties, or “ghost mansions”, in
London that were worth £5 million or more each (“London’s 3 bn Ghost
Mansions”, Evening Standard, February 14, 2014). In the UK, while lawyers
and real estate agents do have a legal duty to scrutinise the seller, they hold no
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such obligation towards the purchasing entity, regardless of whether it is a
named individual or company registered offshore with no identified beneficial

owner (Global Witness 2015).

Investor Visas and Second Citizenship Programmes

Complementing and assisting the spread of wealth across borders through
networks of professional intermediaries and shell companies is the increasing
importance of multiple citizenships or residencies, which give rise to the phe-
nomenon of the globalised individual. Corrupt officials looking to exercise
their exit options require a haven destination. Once more, intermediaries are
important. Governments have long competed for mobile capital by wooing
corporate investors, a dynamic often cast as the central leitmotif of the politi-
cal economy of globalisation (Drezner 2008), but much less appreciated is the
growing competition for mobile capital held by private individuals through
investor visa, residency, and second citizenship programmes. For the states
offering such facilities, the potential rewards are not only an infusion of for-
eign capital into the local economy but also a direct revenue gain for the
recipient government. Such programmes have been overwhelmingly taken up
by investors from China and the former Soviet states, and to a lesser extent by
ones from elsewhere in the developing world. Second citizenships offer a level
of security of person and property unavailable at home, either because the
government is corrupt, repressive, and predatory or because the individual is
a fugitive from justice, or both.

At the extreme, second (or subsequent) citizenship may involve a relatively
simple exchange of money for a passport. One of the pioneers of this route,
the Caribbean island federation of St Kitts and Nevis, set up its “economic
citizenship” programme shortly after independence in 1984 (Abrahamian
2012). The passport entitles the holder to visa-free travel privileges to the
European Union, Canada, and over 100 other countries, and applicants must
either donate $250,000 to a government economic diversification fund or
invest $400,000 in approved real estate that must be held for at least 5 years
(most choose the latter; these totals do not include intermediaries fees).
There is no requirement to spend any time actually living in St Kitts and
Nevis.

A common refrain is that such cash-for-passport deals are the exclusive
province of tax havens and broken third-world countries, but the recent con-
duct of developed countries belies such sweeping stereotypes. Developed
countries are keen to draw a sharp line between others selling citizenship and
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their own investor visa programmes, but the difference is increasingly one of
degree. EU members Cyprus, Malta, Bulgaria, Portugal, Spain, and others
have rolled out new “golden residence permits” and “golden passport pro-
grammes’ in the wake of the financial crisis (Shachar and Baubock 2014,
pp- 3-4).

Short of selling passports, a number of OECD countries have introduced
new investor visa and residency programmes to allow high-net-worth inves-
tors safe residency in exchange for investments in the host country that exceed
a certain threshold. In July 2015, Australia augmented its Significant Investor
Visa scheme ($A5 million in approved investments followed by a four-year
wait for permanent residency), with a Premium Investor Visa ($A15 million
for permanent residency in a single year). Over 90 per cent of the first of these
visas have been taken up by Chinese nationals. In the UK, the gateway invest-
ment is £2 million in approved investments, which entitles the holder to a
3-year stay, with a further £5 million then opening the path to permanent
settlement. During the initial phase of the programme (2009-2013), a total
of 1647 visas were granted (Migration Advisory Committee 2014, 22). The
two leading recipient nationalities, together constituting about half of all per-
mits, were Russian (433) and Chinese (419), with Egypt (46), India (44), and
Kazakhstan (41), ranking fourth, fifth, and sixth, respectively. About half of
all OECD countries have enacted some form of visa, residency, or citizenship
for purchase or for investment. Law firms have also been involved in these
trends, with certain firms openly advertising their “global citizenship” ser-
vices, including marketing British and US citizenship as well as other EU
member state and Caribbean options.

Corruption and Transnational Networks: China
Revisited

To return to the chapter’s opening anecdote, consider some vignettes about
the extent to which corrupt Chinese officials fleeing the mainland have impli-
cated themselves in these transnational channels and how the Chinese author-
ities have responded.

A People’s Bank of China report written in 2008, and accidently leaked in
2011, revealed that in the period 1993-2008 between 16,000 and 18,000
Chinese officials had fled the country with $123 billion in state assets, with
the leading destinations for senior cadres being the United States, Canada,
and Australia (Arredy 2011). The report found that the greater the level of

corruption of an accused official, the more likely they were to end up in a state
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in the West that did not have an extradition agreement with China. In April
2015, China’s Central Commission for Discipline Inspection (CCDI) pub-
licly released a list of the 100 most wanted economic fugitives accused of
economic crimes, including money laundering, bribery, and embezzlement,
of which 66 were believed to be residing in the United States and Canada
(Yan 2015).

Recently, Chinese nationals have been increasingly taking up the lion’s
share of major second citizenship and investor options. By the second half of
2015, Chinese nationals accounted for 37 per cent, or 1126, of the UK’s Tier
1 Investor Visa programme (Transparency International UK 2015b, 11). In
the United States in 2014, the large demand for EB-5 investor visas from
Chinese nationals overran the programme’s quota for the first time ever in its
24-year history: over 85 per cent of EB-5 funds in 2014 came from China
(Shyong 2014). In terms of countries purchasing US real estate in 2014, buy-
ers from China, Taiwan, and Hong Kong accounted for $28.6 billion of sales,
by far the leading foreign buyers in the country (Searcey and Bradsher 2015).

The Chinese State Strikes Back Transnationally

Since his accession to power in December 2012, Xi Jinping has declared cor-
ruption among party/state officials a mortal threat to the regime’s continued
rule, and a campaign to root out such malfeasance has been given a corre-
spondingly high priority. Much of this corruption has taken the form of offi-
cials moving their stolen assets, their families, and themselves to foreign
countries and thus (they hope) to safety. Once again, foreign banks, shell
companies, real estate, and second citizenships and residency permits are the
key mechanisms—and none of these would have been detected or measured
in the CPI or governance rankings.

Beijing has named one of its transnational initiatives, an effort since mid-
2014 to seek the return of fugitive officials abroad, “Operation Fox Hunt”. By
its first anniversary, Fox Hunt had returned over 680 officials to China from
56 different countries (Gan 2015). Yet the programme was far from solving
the basic problem of transnational corruption among Chinese officials, given
that the people and assets returned are only a small fraction of those who fled.
From April 2015, Beijing sought to re-double its efforts by subsuming Fox
Hunt within a more encompassing effort known as “Sky Net”. Together with
the CCDI, Sky Net is an inter-agency effort involving the People’s Bank of
China (which houses the anti-money laundering agency), the Ministry of
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Public Security, and the prosecutor’s office (Fullerton 2015). Chinese
embassies presented a “most wanted” list to the major host countries, with
these countries’ diplomatic representatives in Beijing also coming under pres-
sure. Chinese police have entered the United States, Canada, Australia, and
perhaps other states as tourists and then confronted the suspects directly, a
practice that has led to some diplomatic tension (Mazzetti and Levin 2015).
Thus, this new response to transnational corruption conflicts with traditional
rules of inter-state behaviour.

The Jianjun Qiao Case: The Transnational Chinese
Grain King

Consider how transnational networks facilitated the exit and overseas resi-
dence of one of China’s most wanted economic fugitives in the case of Jianjun
Qiao. Qiao was reportedly third on the Chinese government’s list of the 100
most wanted fugitives accused of economic crimes that was released in April
2015, charged by the Chinese authorities of stealing $112 million. He is also
accused by the US Justice Department of embezzling Chinese state funds
through a series of fraudulent transactions from a large state-operated grain
house that he operated from 1998 to 2011 in China’s Henan Province (Saul
and Levin 2015). Along with his alleged wife, Shilan Zhao (they were later
found to be divorced), Qiao successfully applied for an investor visa in the
United States in 2008 and then fled there following his indictment by Chinese
officials in 2012 (Kuhn 2015).

In March 2015, Zhao was arrested in her home in Seattle and she and her
ex-husband, still at large, were charged with money laundering and with
fraudulently obtaining an EB-5 immigrant-investor visa to enter the United
States. The couple had allegedly falsely represented themselves as “married” on
their visa application and testified that their funds had been obtained by legal
means. In early 2012, the couple had allegedly laundered $2.2 million in
funds through a Canadian bank account and had used a shell company to
funnel some of the proceeds to purchase a house in Newcastle, a Seattle sub-
urb (Bhatt 2015). Qiao also reportedly purchased a condominium and house
in Vancouver with all-cash payments; both of these purchases later became
implicated in a money laundering investigation by Canadian authorities
(O’Brien 2015). Chinese government authorities reportedly collaborated
with the US Internal Revenue Service Unit and the Immigration and Customs
Enforcement units that worked on the case (Areddy 2015).



62 A. Cooley
Conclusions

It may well be the case that China is among the 100 “most corrupt” countries
in the world, but this designation, both constituted and perpetuated by inter-
national rankings, tells us very little about how various transnational forces
facilitate the relevant transactions in a globalised world. Nor do international
rankings explain that much of this transnational activity appears ordinary and
legal precisely because it is structured by a number of different international
intermediaries—real estate agents and brokers, law firms specialising in citizen-
ship, bankers, and consultants. Worse still, the methodological nationalisation
inherent in international corruption rankings tends to frame policy prescrip-
tions primarily as a function of improving governance, transparency, and moni-
toring within developing states. Certainly, Transparency International and
other anti-corruption watchdogs are aware of these issues; indeed, TT UK has
been one of the pioneers advocating tighter monitoring of real estate transac-
tions and the investor visa programme (Transparency UK 2015a, b). However,
it is the Berlin-based CPI that continues to draw the lion’s share of attention,
and the international media, policy makers, and actors involved in conducting
due diligence religiously use the CPI as a tool to make judgements about clean
and dirty states. Nationalisation appeals precisely because it places boundaries
on a transnational phenomenon that makes it more amenable to selective exter-
nal interventions and the deployment of anti-corruption “tools”. Yet such inter-
ventions can only address a small portion of the transnational corruption chain,
given that the Western-dominated service sectors and value chains that include
banking, company providers, second citizenship services, and luxury real estate
brokers are viewed as outside the scope of anti-corruption campaigns.

As the editors and many other chapter contributors argue, international
indicators and rankings do not just simply reflect social and political realities.
They simplify social phenomena, level unwarranted normative judgements,
and selectively diagnose complex problems. Ranking states as discrete units,
even as a form of social pressure designed to spur improvements, may actually
obscure as much as it reveals, blinding us to other important sites of potential
intervention that might actually improve global governance.
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Measuring Governance As If Institutions
Matter: A Proposal

José Antonio Alonso and Carlos Garcimartin

Introduction

During the past two decades, an ample literature coming from different
analytical approaches has underlined the crucial role that institutions play
in the process of economic and social change. “Institutions matter” has
hence become a new mantra in development studies, and with it the study
of the morphology and functions of the state and the conditions of gover-
nance has gained new interest. Accompanying this process, a considerable
number of institutional quality indicators have been elaborated by multilat-
eral institutions, risk-rating agencies, academic centres, and non-govern-
mental organisations. Given the extent of the available repertoire, it is not
surprising that the characteristics and quality levels differ greatly among
indicators. As a common feature, however, most of them lack a theoretical
framework linking the indicators to a previously well-defined analytical
approach.

In the specialised literature, some of these new sets of indicators have been
indifferently used to provide empirical tools for the analysis of governance,
institutional quality, and the performance of the state. Although there are
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some commonalities in these three fields, we should stress that they refer to
different realities. As Greif argues (2000), institutions might be defined as a set
of social factors, rules, beliefs, values, and organisations that jointly motivate
regularity in individual and social behaviour. Institutions are, therefore,
related to formal and informal factors that shape economic and social actors’
behaviour. The state is a part of the institutional framework; probably the
most relevant part, since it defines the explicit (or formal) rules under which
the rest of the actors operate, has the capacity to enforce rules, and provides
public goods and services to society. Finally, governance is the set of social
structures and relations needed to pursue collective goals through diverse
means of operation and coordination. It not only refers to action by the state,
but it also includes the relations established among social actors—state, pri-
vate sector, and civil society—to articulate responses to collective problems.
In other words, governance refers to the way in which collective action is built
in the public realm.

But how should “good governance” be measured? There is not an easy
response to this question, among other reasons because governance is still a
complex and hazy concept and we cannot measure what we have not yet
adequately conceptualised. In this situation, a resort to empirical analysis
might not be a solution. We could use the available databases, trying to iden-
tify some empirical regularities, but we cannot avoid the results being as ques-
tionable as the theoretical justification for the indicators employed. We
definitely need more conceptual discussion of governance in order to advance
with the task of measuring “good governance”.

As suggested above, we identify governance as the collection of factors and
relations that makes it possible to build social responses to collective prob-
lems. This definition is wider than that adopted by Fukuyama (2013). In a
very well-known paper, Fukuyama (2013, p. 3) links governance with “gov-
ernment’s ability to make and enforce rules, and to deliver services, regardless
of whether that governance is democratic or not”. As some critics have sug-
gested, Fukuyama’s vision is too narrow and more in tune with the concept of
“governability” than with “governance”, as the latter goes beyond government
behaviour and embraces the relationship between government, the private
sector, and civil society (see, among others, Levi-Faur 2013). Our definition
is more in line with that offered by Kooiman, who characterises governance as
“the totality of interactions in which public and private actors participate,
aimed at solving societal problems or creating societal opportunities” (2003,
p- 4).

Given this situation, in order to measure governance we adopt a prudent
strategy which goes to the base of institutional analysis. In our view, given that
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the state is part of the available institutional framework and governance is
influenced by institutions, the criteria (properties) that, broadly speaking,
define the quality of governance must be the foundations on which the evalu-
ation of both, the state and governance, rest. In other words, we go back to
the fundamentals that enable collective action, trying to understand good
governance as the result of high-quality institutions shaping social interaction
in the public realm.

Going beyond the available indicators, our main goal in this chapter is to
provide a practical guide that allows us to develop indicators measuring the
quality of institutions and, by doing so, to investigate governance. With this
aim, we first present the criteria that, in our view, define the quality of institu-
tions. Second, we summarise the findings of a previous empirical exercise
developed by the authors and used to test the explanatory capacity of the
criteria suggested. Third, we provide some ideas and examples that can be use-
ful to transform our analytical approach into governance indicators. Finally,
we present some policy implications drawn from the analysis.

Institutions and Development

Economists have traditionally tended to identify the causes of development in
terms of resource endowment and technology. In essence, modern growth
theory, built on the seminal contribution by Solow (1956), responds to this
notion. Unlike this vision, a new perspective, not necessarily incompatible,
has emerged in last decades. This perspective insists on the relevance of nor-
mative frameworks and institutions in fostering development (Acemoglu
etal. 2005; North 1990, 2005; Fukuyama, 2011a, b, 2014). The institutional
structure defines incentives and penalties, shapes social behaviour, and enables
collective action, thus conditioning development. In recent years, a myriad of
empirical studies have supported this relationship between institutional qual-
ity and development (see, e.g. Hall and Jones 1999; Acemoglu et al. 2002;
Rodrik et al. 2002; Alonso 2011).

However, from an economic policy perspective it is not sufficient to
acknowledge that institutions do matter. It is also necessary to identify the
determinants of institutional quality. This is a crucial task for policies aimed
at building better institutions to be implemented. Nevertheless, empirical
research is scarcer in this area and its conclusions are less tenable. This is partly
due to the difficulties faced by empirical work in this field. More precisely, it
faces (i) deficient institutional quality indicators, (ii) problems stemming
from endogenous variables, (iii) collinearity among the potential explanatory
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variables preventing them from being considered independent factors, and
(iv) the possible presence of omitted variables that can bias the parameters
estimated.

A simplifying assumption about institutions made by economists in their
modelling also hinders empirical research. Institutions are often considered to
be efficient responses to transaction costs (Furubotn and Richter 2005). It is
assumed that agents operate exclusively driven by rational optimisation crite-
ria, that social dynamics eliminate inefficient institutions and that the existing
ones improve social welfare. As a consequence, there is no problem whatso-
ever in defining “ideal institutions”—those of successful countries—and in
transplanting them to other nations. These premises have inspired a good
proportion of international donors’ institutional reform programmes. At the
same time, indicators based on this conception assume that institutions
emerge as substitutes for markets when markets are highly inefhcient (with
high transaction costs). Accordingly, the quality of the former can be mea-
sured by the same criteria as the quality of the latter. Then, flexibility and
limited intrusion into agents’ behaviour emerge as the main criteria to evalu-
ate institutional quality in several indicators.

This conception is encouraged by both the rational choice doctrine and the
neo-institutionalist approach, the two dominant institutional conceptions in
economics. In the first case, because it is assumed that institutions (and par-
ticularly states) are predatory, and therefore it is necessary to limit their discre-
tionary action (Buchanan and Tullock 1962). In the second case, it is because
it is assumed that efficient institutions can be built by manipulation of incen-
tives, applying market-like procedures to the public sector (Moe 1990). As a
consequence, these approaches are prone to identifying good governance with
“the norms of limited government that protect private property from preda-
tion by State” (Kaufmann et al. 2007, p. 2). Such a narrow conception, how-
ever, does not seem to account either for some cases that have often been
considered examples of good governance—such as Sweden and Demark—or
for some others that have achieved visible success in their development pro-
cesses—such as South Korea and China.

One of the problems that affect the aforementioned analyses is that they
conceptualise governance exclusively (or mainly) in a principal-agent frame-
work (as economists usually do). However, we would like to underline the
view of governance as mechanisms for enabling collective action (Booth and
Cammack 2013). In the first case, limits, checks, and controls on a (preda-
tory) state are emphasised; in the second, institutions emerge as mechanisms
for solving problems of social coordination, enabling collective action. Both
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approaches are useful and complementary, but an approach balanced between
them is needed. At least, as Scott suggests, “institutions work both to con-
strain and empower social behaviour” (2008, p. 52).

Another discrepancy relates to the different ways in which institutions are
conceived, which affects the role that an institution should supposedly play.
Basically, economists have understood institutions in two different ways:
either as exogenous constraints on agents’ behaviour or as endogenous self-
enforcing rules (Greif and Kingston 2011). In both cases, institutions do not
really work if they are not capable of shaping social behaviours, but the rela-
tion between rules and enforcement is very different in each case. In the first
case (see North 1990), enforcement of the rules is considered a separate issue
from the formation and content of the rules themselves. Rules respond to the
interests and needs of their creators and enforcement relies on a third party,
with it being costly to build institutional structures to ensure that rules are
followed. In the second case (see Greif 2006; Aoki 2001), enforcement is
mainly endogenised and institutions are conceived as equilibria in repeated
games. Agents create the structure that provides the motivation to act in
accordance with the behaviours predicted by institutions, perpetuating their
structure. Therefore, in order to evaluate institutions it is important to analyse
not only the rules designed, but also individuals’ motivations to obey them
(and the expected behaviour of others). In other words, it is as important to
study the incentives framework in which agents operate as why they behave
according to them, which obliges discussion of why some rules are observed
while some others are not. Hence, the credibility and legitimacy of institu-
tions becomes a basic feature conditioning their efficiency. In sum, other cri-
teria (in addition to or different from flexibility) should be taken into account
if institutional quality is to be measured.

Measuring Institutional Quality

The effects of institutional quality on the development process have been the
subject of an increasing and active area of research. To make this possible, a
considerable number of institutional quality indicators have been elaborated.
We should be grateful for this effort even if the proliferation of indicators has
not been balanced by a similar effort to clarify them theoretically. The rele-
vance, quality, and accuracy of these indicators are very diverse, but, broadly
speaking, we could define the situation as far from satisfactory (Arndt and
Oman 2006; Alonso and Garcimartin 2008; Thomas 2009).
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Among the main problems faced by most of the available indicators, six
seem to be of particular importance:

* Most of the available indicators are subjective. Perception-based data are
helpful in capturing information about topics that are difficult to grasp
with objective measures, but they can be subject to frequent variations due
to changes in public opinion with no relation to a real change in the struc-
tural phenomenon that they are supposed to capture. For example, corrup-
tion is frequently measured using the Corruption Perceptions Index (CPI),
a subjective indicator created by Transparency International that is a com-
ponent of several indexes and composite indicators on governance. Based
on this indicator, Italy climbed in the corruption ranking (showing higher
index results than Colombia and Mexico) around 1995, basically as a con-
sequence of the effect that some important trials against corruption had on
public opinion (in the framework of the Zangentopoli judicial campaign).
Something similar is currently happening in Spain as a consequence of the
effect of well-publicised judicial operations against some politicians
involved in corruption. In these cases, the CPI reflects changes in public
opinion rather than actual changes, with the role played by the media in
this respect being crucial. In addition, this type of indicator can be biased
due to an inadequate sample construction. For example, the quality of the
institutional framework of the Global Competitiveness Index, launched by
the World Economic Forum, is based on a survey of top business executives
in all the countries considered. Beyond the relevance of these opinions, we
must admit that they are far from representative of all the social sectors
affected by the institutional framework. In other cases, the index is based
on the subjective opinions of a group of experts (whose representativeness
is debatable). In these cases, since the concept of “institutional quality” is
not well defined, different experts may understand different things when
responding to the same survey question (Fukuyama 2013).

* Ideological bias. Some indicators are based on assumptions that are highly
questionable. The Economic Freedom Index, launched by the Heritage
Foundation, is probably the clearest example. Any type of state interference
or regulation is penalised in this index. As a consequence, it is no wonder
that France is ranked 73, far behind countries such as Kazakhstan,
Colombia, Peru, Mexico, Bahrain, and Malaysia. In the case of the World
Bank’s Doing Business project, for example, the ranking in the tax-paying
component is headed by Hong Kong and the United Arab Emirates, while,
for example, Sweden is ranked 37, only because tax regulation on corpora-
tions is more demanding in the latter country. In these cases, market flexi-
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bility is considered the main criterion for assessing institutional quality.
However, institutions are created not only (not even mainly) to ensure
market flexibility but also to reduce uncertainty and to guarantee a reason-
able distribution of the results of collective actions (which could require a
reduction in market flexibility).

* Confusion between outcomes and criteria. A good institution can produce
bad outcomes and a bad institution can produce good outcomes (see
Glaeser et al. 2004). The cases of Franco’s regime in Spain and Pinochet’s
regime in Chile can be examples of bad institutional frameworks (not only
for democratic reasons) that were able to produce good economic results.
We should distinguish between the characteristics of an institution and the
result of the policies that this institution promotes. In general terms and for
long periods we should expect a positive correlation between institutions
and outcomes, but the link is far from mechanical. Remembering what
Popper said regarding democracy, the main difference between a good and
a bad institution is not that the former is able to avoid mistakes, but that it
is in a better condition to identify and correct its own mistakes.

e Aggregation. Governance and institutional quality represent a multifaceted
reality, and therefore it is not possible to capture the entire reality of gover-
nance using one single indicator. Most indexes and composite indicators use
several indicators of specific aspects of institutional quality as the basis for
building an aggregate index. However, without clear inferences about the rela-
tionships among the variables considered, any criterion for aggregation will be
highly debatable. Additionally, after aggregation, it can be hard to know what
the indicator is actually measuring, given that it integrates variables related to
many different dimensions (e.g. in the Worldwide Governance Index (WGI)
we can simultaneously find outcomes, processes, and policy choices).

* Low quality of information. The information on which indicators are based
is not always adequate or it experiences frequent changes over time. This
usually happens with indicators based on polls, because of frequent changes
in the samples. Since quality varies across countries, international compari-
sons are not always reliable.

* Lack of a theoretical model. Most indicators are built without any underly-
ing theoretical model supporting their construction. The information col-
lected is supposed to be linked to governance or institutional quality, but
the theoretical framework to which this information should respond is not
made explicit or it simply does not exist. For example, one of the most
widely used databases, the WGI (as well as other sets of indicators), is in
fact the combination of many indicators with many underlying theories
and normative perspectives (Andrews 2008, p. 382).
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Some of the aforementioned problems are aggravated by a visible impa-
tience to give empirical support to a conceptual reality that is still blurred and
under construction. It is unlikely that we can properly measure what we have
not been able to conceptualise; at most we will have indicators, but without
any theory explaining what we measure (Andrews 2008). A more dangerous
problem derived from this lack of critical conceptualisation is the temptation
to use these indexes to give way to isomorphism and support “monocrop-
ping”, as if a universal single best institutional framework existed (Evans
2004).

To overcome these problems, we suggest returning to the theoretical crite-
ria associated with good institutions and basing the search for appropriate
indicators on a sound exploration of the fundamentals. That is, prior to build-
ing indicators we should try to answer the following key question: what do we
demand from institutions?

Institutional Quality Criteria

As suggested above, institutions shape human behaviour and social interac-
tions, and by doing so reduce uncertainty and enable collective action.
According to this view, institutions have two basic economic functions: on the
one hand to reduce transaction costs, granting certainty and predictability to
social interactions; and on the other hand, to facilitate coordination of eco-
nomic agents. If both functions are kept in mind, institutional quality can be
defined in terms of four basic properties:

 Capacity (static efficiency). The institution’s ability to promote equilibria
that achieve the maximum social returns permitted by the technological
frontier. Room for rent-seeking activities is an example of low static
efficiency.

o Credibility (or legitimacy). The institution’s capacity to define intertemporal
credible contracts, that is to say the institution’s ability to generate rules
thatare effectively internalised in agents’ behaviour (Alonso and Garcimartin
2013, p. 209). This property of institutions refers to three complementary
criteria:

— Legitimacy and fairness. Institutions must create the perception that
their actions are desirable and adequate within the framework of
some social construction of norms, values, and beliefs (Suchman

1995, p. 574).
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— Transparency and accountability. Institutions must be transparent and
accountable to stakeholders.

— Enforcement capacity. In order to be credible, institutions must have
the capacity to enforce rules, either because they apply incentives or
penalties when necessary or because they represent self-enforcement
equilibria.

* Stability (or predictability). An institution fulfils its function if it reduces the
uncertainty associated with human interaction. In fact, one of the institu-
tional functions is to grant a higher level of safety and stability to social
relations by diminishing uncertainty.

* Adaptability (or dynamic efficiency). Social and economic reality is continu-
ously changing. An institution must be able to anticipate social changes or
at least to generate the incentives that facilitate agents’ adjustment to these
changes (North 2005).

In our view, institutional quality indicators should provide information
about these four dimensions of institutions. And these same dimensions
should be considered when good governance has to be assessed. However, it is
worth mentioning that frictions or conflicts may exist among these dimen-
sions, and certain trade-offs can emerge in the implementation of any institu-
tional choice. For example, if stability and security are prioritised, this may
result in lower dynamic efficiency, since this requires a capacity to adapt to
future changes.

An Empirical Exercise

Before applying this approach to develop an analytical framework that can be
used to measure governance, we will present a brief summary of the results of
a prior empirical study conducted by the authors to test the explanatory
capacity of the above four criteria as determinants of institutional quality
(Alonso and Garcimartin 2013). However, we must clarify that this investiga-
tion was just a first step to test the potential of this approach, since no insti-
tutional quality indicator (or set of indicators) built on the basis of these four
dimensions is currently available.

Our strategy followed three steps. First, we identified the most sound and
reliable indicators to evaluate institutional quality using different alternatives
(including the six dimensions of the World Bank’s Governance Indicators).
Second, we identified variables that served as proxies for the four criteria
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mentioned above. Third, we assumed that if the empirical work supported the
role of these variables as determinants of institutional quality, then it would
provide preliminary support for our approach to defining institutional
quality.

However, before developing our analysis, we studied the impact of some
other determinants traditionally considered in the literature on institutional
quality. Since institutions are inertial by nature, researchers have tended to
investigate as potential determinants variables that are relatively constant over
time, such as those related to the geographical or historical features of coun-
tries (see La Porta et al. 1999; Chong and Zanforlin 2000; Acemoglu et al.
2001; Islam and Montenegro 2002; Easterly and Levine 2003; Alesina et al.
2003; Easterly et al. 2006; Rigobon and Rodrik 2004). The main candidates
have been the following:

e Ethno-linguistic fragmentation. It is assumed that greater (ethnic and lin-
guistic) heterogeneity may fuel tensions and conflicts between different
groups, reduce social cooperation, and generate a mismatch between for-
mal and informal institutions.

* Origin of the legal system. It is argued that the British legal system (common
law), and to a lesser extent the German and Scandinavian systems, is based
on a greater recognition of economic freedom. On the contrary, the French
legal system (civil law) and even more the Soviet system were designed to
reinforce the state. Accordingly, British and Nordic legal traditions have
been expected to be associated with higher institutional quality.

* Identity of the coloniser. It is assumed that UK colonisation has been less
noxious than others, since it has favoured the emergence of an institutional
framework better prepared to foster a market economy.

*  Geographical factors. It is considered that the location of a country in the
tropics, access to the sea, or soil fertility may have influenced the develop-
ment of strong quality institutions.

* Valuable natural resources. Resources can negatively affect institutions
by fostering rent-seeking activities and replacing tax revenues with
other revenue sources which are less transparent and less subject to
accountability.

We estimated the impact of these traditional variables on institutional
quality and only one of them turned out to be significant: geographical loca-
tion (proxied by latitude) (Table 4.1). Although our results could partially
differ from the findings of other studies due to differences in the indicators
and samples employed, we found that these variables lost significance once



Measuring Governance As If Institutions Matter: A Proposal 79

Table 4.1 Determinants of institutional quality (I) (dependent variable: institutional
quality)

Variable Value t- Ratio
Constant -4.58 9.43
Per capita GDP 0.50 7.82
Ethnic fragmentation 0.01 1.12
Former British colony 0.18 1.63
Former Spanish colony -0.22 1.65
Former French colony 0.05 0.33
British legal system -0.09 0.86
Geographical location 1.43 3.52
Fuel -0.11 0.64
Middle East & North Afr. -0.71 4.00
Europe & Central Asia -0.59 4.35
Adjusted R? 0.77

No. of observations 127

Source: Alonso and Garcimartin (2013, p. 216)
Endogenous: per capita GDP 2004. Instruments: pc GDP 1990
Instrumental variables. Robust estimates. Exactly identified equation

the estimations are controlled for per capita income. In other words, the
colonial origin or the legal system is only significant when the level of devel-
opment is omitted from the estimation.

The alternative model estimated in the study considered potential determi-
nants related to the previously defined institutional quality criteria: static effi-
ciency, dynamic efficiency, predictability, and legitimacy. Five variables were
considered:

* Development level. This is one of the first clear explanatory variables, and it
influences institutional quality through both supply and demand factors.
First, it determines the availability of resources to build good institutions.
Second, it generates a larger demand for quality institutions. It is a deter-
minant mainly related to the static efficiency of institutions (and possibly
to dynamic efficiency t0o).

* International openness. This is related to the dynamic efficiency of institu-
tions. First, it creates a more dynamic, sophisticated, and demanding envi-
ronment, which fuels a greater demand for good institutions. Second,
international openness encourages a more competitive environment; it can
therefore hinder rent-seeking activities. Finally, openness can facilitate
learning processes and imitation of good practices from the experience of
other countries.

* Income distribution. This is claimed to affect both institutional predictabil-
ity and legitimacy. First, because strong inequality causes divergent inter-
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ests among different social groups, which in turn leads to conflicts,
sociopolitical instability, and insecurity. Second, inequality facilitates the
capture of institutions by power groups, whose actions are orientated to
particular interests rather than to the common good. Third, it diminishes
the disposition of social agents to act cooperatively and favours corruption
and rent-seeking activities.

* Education. This variable is related to the dynamic efficiency of institutions.
A better-educated population demands more transparent and dynamic
institutions and permits them to be built (because human capital is an
important input in the creation of high-quality institutions).

* Taxation. Although this variable had not been taken into account in pre-
vious studies, in our opinion it was a crucial variable that could affect
both the static efficiency and the legitimacy of institutions. As the fiscal
sociology literature suggests, “sources of State revenue have a major
impact on patterns of State formation” (Moore 2004, p. 297). A sound
tax system not only provides the necessary resources to build high-quality
institutions, but also enables the consolidation of a social contract that
gives rise to a more demanding relationship between state and citizens.
As a result, there will be a higher degree of transparency and accountabil-
ity, which leads to better institutional quality. This may not happen with
public revenues collected from other sources such as state-owned compa-
nies or natural resources.

Our finding was that these variables explained a large proportion of insti-
tutional quality differences across countries. All of them showed the expected
sign and were significant, except the openness rate. In particular, the results
suggested that a higher level of development leads to greater institutional
quality, but as the latter also promotes economic development this implies
that the two variables interact and may lead to vicious or virtuous circles of
institutional quality and growth. On the other hand, a more equitable income
distribution improves institutional quality, and, on the contrary, a context of
high social inequality leads to bad institutions. With regard to taxation,
according to our findings a sound tax system promotes institutional quality,
since it provides the necessary public revenue to build good institutions, and
it creates a more direct and demanding relationship between citizens and the
state. Finally, education seemed to have a positive impact on institutional
quality (Table 4.2).

In sum, the empirical evidence suggested that the chosen variables related
to the aforementioned criteria were good determinants of institutional

quality.
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Table 4.2 Determinants of institutional quality (Il) (dependent variable: institutional
quality)

(a) (b)

Variable Value t-Ratio Value t-Ratio

Constant —-2.63 1.70 -2.64 1.76

Per capita GDP 0.26 2.12 0.27 1.96

Gini index -0.75 2.40 -0.76 2.47

Taxes 0.73 2.76 0.72 2.83

Education 0.33 2.03 0.32 1.70

Openness rate 0.12 1.04 0.12 1.04

Middle East & North Afr. -0.59 2.49 -0.59 2.49

Europe & Central Asia -0.69 4.81 -0.69 4.73

Adjusted R? 0.80 0.80

No. of observations 78 78

Infra-identification test: 14.88 (12.59) 14.00 (12.59)

statistic Kleibergen-Paap
(y? value (6))

Statistic J (2 value (5)) 10.82 (11.07) 10.89 (11.07)

Endogenous Per capita GDP 2004, Per capita GDP 2004, Gini
Gini Index, taxes and Index, taxes, education
openness rate and openness rate

Instruments Per capita GDP 1990, Per capita GDP 1990, (Per
(Per capita GDP 1990)?, capita GDP 1990)?, fuel
fuel exports, ethnic exports, education 1990,
fragmentation, ethnic fragmentation,
population and population and regional
regional dummies dummies

Source: Alonso and Garcimartin (2013, p. 217)
(a) Education is considered exogenous. (b) Education is considered endogenous
Instrumental variables. Robust estimates

Measuring Governance: A Tentative Proposal

The discussion above about the functions that institutions should fulfil drove
us to identify four criteria to evaluate institutional quality. The empirical anal-
ysis, even though not conclusive, supported our view. However, two remarks
need to be made: the state is a specific component of a country’s institutional
framework with a particular role; and governance embraces more actors than
the state, including the relationships among state, the private sector, and civil
society in the public realm. Therefore, how can the aforementioned criteria
for institutional quality inspire the measurement of good governance?

The current literature on measuring good governance poses plenty of dif-
ficult dilemmas. Some analysts think that governance should be measured by
what the state produces (outputs and outcomes) (Rotberg 2014; Andrews
2014), while others argue that governance must be defined by looking at how
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governments operate (capacity and autonomy of the State: Fukuyama, 2014;
or impartiality: Rothstein 2011). There are authors who hold that governance
as implementation should be separated from the normative ends that govern-
ments are meant to serve (Fukuyama 2013), while others consider that the
way in which this normative mandate is fulfilled by governments should nec-
essarily be part of the analysis (Rothstein 2011). Finally, some researchers
operate by collecting very disaggregated information focused on just one out-
come in one field to properly measure governance (Andrews et al. 2010;
Andrews 2014), while others support a more “macro-systemic” approach
(Rolland 2004).

It is very difficult to settle on a consensual opinion between these opposing
positions. Here, however, we will set out our view in order to explain our
methodological choices.

First, it is very difficult to see how the quality of governance can be assessed
without normative implications related to the functions (or attributes) that
good governance has to fulfil, particularly if the fulfilment of these functions
conditions the nature of relationships among social actors and affects the
capacity of institutions to make and enforce rules. It is nearly a contradiction
to define “good governance” without referring to those attributes of gover-
nance that we consider to be “good”. In any case, it is important to avoid the
tautological approach that would result from defining good governance in
terms of the goals that we previously characterised as representing success. For
this reason, we talk about “general functions or attributes” (such as stability,
adaptability, capacity, or credibility) as being different from “transformative
goals”. In the same vein, we distinguish governance attributes from concrete
policy choices.

Second, there are good reasons for measuring good governance in terms of
procedures, attributes, or general functions of governance rather than in terms of
their outputs and outcomes. As historical experience reveals, bad institutional
frameworks can temporarily produce good outcomes, and vice versa.
Moreover, some important outputs (and outcomes) are not simply the conse-
quence of public actions, but the result of a complex and poorly understood
array of factors related to a country’s level of development, historical inertia,
or international circumstances, among others. For example, with a limited
ability to define clear causal relations it would be difhicult to associate outputs
in social services with a measure of good governance. Even if econometric
estimates are controlled by country’s income—as in Andrews (2008)—the
link between outputs and quality of governance is questionable (and it leads
to paradoxical results, with better governance in health in Pakistan than in the
United States, for example; see Andrews et al. 2010).
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Third, the institutional framework is not a juxtaposition of autonomous
institutions, but a Aierarchical and connected structure of institutions that
operate at different levels. It is difficult to change one institution if other
related structures are not also altered. There are strong complementarities
and substitutability among different institutions. As a consequence, a func-
tionalist approach based on identifying specific outputs in very specific
fields to measure good governance can be inappropriate. It seems better to
adopt a systemic approach that considers groups of highly connected
institutions.

Finally, the aim of this effort to give empirical support to the concept of
governance should be to help to clarify the link between indicators and reform
action. Data should be useful for making a suitable diagnosis of the weak-
nesses and shortcomings of governance and in assisting policymakers with
identifying and evaluating specific policy decisions. In sum, the criteria finally
chosen should easily be transformable into sound reliable operational data.

All these assumptions could be acceptably met using the “good governance”
criteria proposed by Fukuyama (2013) (capacity and autonomy), as well as
that suggested by Rothstein (2011, 2013) (impartiality). However, in the first
case an excessively state-centric conception of governance is adopted and con-
sequently good governance is narrowly assessed in relation to the administra-
tive and executive capacity of the state. Important components of our
definition of governance—related to the relations between the state and its
citizens, such as stability and credibility—remain out of focus. In the second
case, even if impartiality is an important element for building credible institu-
tions, we agree with Fukuyama (2013) that by itself it is not a sufficient metric
for measuring good governance. In an attempt to overcome these shortcom-
ings and offer a more comprehensive approach, as a metric of good gover-
nance we suggest the four attributes identified before as criteria for institutional
quality (capacity, predictability, credibility, and adaptability).

Before applying these criteria in operative terms, we need to identify groups
of interconnected institutions, taking into account the general roles of the
state. Let us give an example regarding the state’s economic functions (other
functions could be considered in a more complete assessment). Table 4.3
illustrates this tentative approach. The main systemic fields of functions of
market-supporting institutions could be the following six (another taxonomy
with a similar approach is offered by Rodrik 2007): (i) regulating basic eco-
nomic rights, (ii) promoting market competition, (iii) coordinating and
enlarging markets, (iv) correcting externalities, (v) promoting macroeconomic
stability and growth, and (vi) promoting social cohesion and managing dis-
tributive conflicts.
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Each of these fields has different components in accordance with the roles
that the state should play and the institutions that are required to govern
them. We can apply the four criteria of institutional quality to each compo-
nent. Different indicators related to each of our four criteria for institutional
quality can be identified to assess governance in each component (see
Table 4.3). It is important to use disaggregated information about the differ-
ent components of the roles of the state, as the quality of governance can be
different depending on the component considered. However, identifying
adequate indicators for each cell of the table is obviously a complex task.

This proposal can be illustrated with an example. We identify one indicator
for each cell in the “Social cohesion and management of distributive conflicts”
field. It is important to test the extent to which these indicators reliably reflect
the components (rows) and criteria (columns) previously defined. A good way
to do this is through comparative analysis, applying the indicators to different
countries and checking the ability they have to reach an appropriate diagno-
sis. We admit that this is not a simple task in practice; our example (Table 4.4)
is a mere illustration.

As an empirical exercise, we have applied this approach to two clearly com-
parable countries: Uruguay and Panamd—two Latin American countries with
similar populations (Panam4, 3.8 million; Uruguay, 3.4 million, both in
2013) and GDDPs per capita in PPP (Panamd, US$ 19,894; Uruguay, US$
19,945, in the same year) and with economic structures mainly based on ser-
vices. We have tried to fill every cell in the above table using indicators from
the same sources for both countries, although unfortunately information was
not available in all cases (see the Annex for the statistical sources).

In order to ensure comparability and to obtain a clearer picture of gover-
nance quality, all the variables have been normalised (as explained below) to
range between 0 and 1, where 0 (1) is the lowest (highest) value of each vari-
able in the Latin American region. In other words, the different values in the
table above reflect the scores obtained by Panamd and Uruguay within the
Latin American context. Table 4.5 shows the result of this exercise.

The total scores for each aspect of governance quality are shown in Table 4.6.
Uruguay shows higher values for both the total overall score and each particu-
lar aspect of institutional quality. However, while in terms of efficiency the
results for Uruguay are about 30% higher than those for Panamd, in the pre-
dictability and especially in the credibility fields, these differences are much
more pronounced: 54% and 75%, respectively. Therefore, if the quality of
social cohesion institutions in Panam4 is to be increased, efforts should be
particularly focused on improving the predictability and credibility of institu-
tional arrangements.
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Table 4.6 Total scores for Panama and Uruguay

Capacity Predictability = Adaptability Credibility  Total

Panama 3.37 1.42 2.97 2.03 9.79
Uruguay 4.46 2.19 3.87 3.55 14.07
Ratio (Pn/Ur) 1.32 1.54 1.30 1.75 1.44

Source: elaboration by the authors

Our four criteria for institutional quality however have to be considered
complementary factors and therefore potential trade-offs among them can
emerge. For example, improvements in “institutional predictability” hence
could imply costs in terms of “institutional adaptability”. As a consequence,
aggregate indicators should be built in columns rather than in rows for each
area considered, that means separate results for each institutional quality cri-
terion should be considered. In addition, the problem of assigning weights to
the individual indicators in each column needs to be further explored.

Policy Implications

As stated above, empirical research should not be limited to investigating
whether or not institutions and governance play a relevant role in develop-
ment, but it must also aim to identify the determinants of institutional qual-
ity so that policies addressed at building better governance can be developed.
To do this, we must first have a clear picture of what “good institutions” are,
and in our view the picture underlying most institutional quality indicators is
too narrow. They usually assume that institutions are mere substitutes for
markets and as a result the quality of the former can be measured by the same
criteria as those used to measure the quality of the latter: in essence, limited
intrusion into agents’ behaviour and flexibility. Our approach, on the con-
trary, is based on the idea that institutions are not only created to introduce
flexibility or market incentives for social behaviour but also to provide some
regularity in human conduct, to reduce uncertainty and risk in social interac-
tion, and to shape collective action.

This conception of institutions not only has different implications regard-
ing institutional quality indicators, but it also differs from the usual approach
with respect to policy recommendations. Generally, in the literature, “ideal
institutions” would seem to be defined as those of successful countries, and
therefore recommendations of transplants emerge. However, according to our
proposal things are more complex. The analysis of the four dimensions of
institutions developed above implies that policies aimed at building better
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institutions must pay attention not only to their efficiency (static and dynamic)
but also to their predictability (stability) and credibility (legitimacy). This
conception has three major policy implications.

First, as highlighted in the example provided in Table 4.4, the four dimen-
sions of institutional quality must be analysed separately, and each of them
includes a number of areas and factors. Policy responses should be based on
such an assessment. In some cases policy action should be oriented to giving
the existing institutions more stability (and certainty), which entails operating
with reforms at the margin (rather than with radical changes). In other cases,
the problem may be a need for more credible institutions, which requires
voice, transparency, enforcement, or a better redistribution of collective action
benefits. Sometimes the limitation is the level of static efficiency of certain
institutions, which indicates a need to review procedures, reduce discretion-
ary decision making, and fight the activity of rent-seckers. Finally, problems
can emerge of institutions weakly adapted to a new social reality, requiring
changes in the design of incentives. Each dimension defines a different line of
policy priorities.

Second, frictions, conflicts, and trade-offs can emerge among these four
dimensions; for example, predictability can be increased at the expense of
reducing dynamic efficiency; and credibility can affect static efficiency. It is
important to identify the problem that should be tackled, but also the effects
that the measures to be adopted can have along the other dimensions.

Finally, institutional quality policies are in most cases country- and time-
specific, depending on the weights of the different dimensions in each case,
the areas to be prioritised, and the potential trade-offs among them. For
example, dynamic efficiency can be more relevant in the early stages of devel-
opment and predictability after episodes of high sociopolitical instability.
There are therefore no universal policy recommendations (Andrews 2013).

This last comment can be extended in order to illustrate the policy implica-
tions of our approach. We have defined four criteria of institutional quality,
but international experience shows that the relevance of each dimension
depends on the country’s stage of development. This is very important when
countries with episodes of intense economic growth are analysed: Taiwan,
Korea, or Singapore, for example, but also Spain or Brazil in the 1960s. The
role played by the state during the economic transformation of these coun-
tries was crucial. An ample array of studies have analysed the features that
characterise this kind of state, named “Developmental States” (among others
by Johnson 1982; Evans 1995; Woo-Cummings 1999). This is not the place
to discuss the insights of this literature, but in the terminology of our approach
the two dimensions that were prioritised by these states were stability and
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dynamic efficiency. They were authoritarian (legitimacy dimension) and cor-
rupt (at the cost of the static efliciency dimension) states, but they provided
security to their populations (stability) and intense growth through continu-
ous changes in their productive specialisation (dynamic efliciency). After
reaching a certain level of development, the relevance of the other two dimen-
sions began to increase (and their populations demanded more democracy,
more transparency, and less corruption).

In a more general framework, we could draw some conclusions about the
path of institutional change that usually accompanies the development pro-
cess. Developing countries tend to have institutional frameworks with defi-
ciencies in all four of our dimensions. Donors try to shift these frameworks
towards the parameters of developed countries (with better scores in all
dimensions) through institution building programmes. However, the path
should not necessarily be that of an isomorphic change (in all the four dimen-
sions). Quite to the contrary, institutional reform programmes may require
concentration on some specific dimensions as prior conditions for further
reforms in the others (as the experience of the Developmental States suggests).
The process is far from linear and comes close to a mechanism of interlinked
imbalances (as Hirschman 1958, suspected). This is an important conclusion
for the orientation of appropriate institutional quality reform programmes.

Conclusions

Five main conclusions emerge from our analysis. First, more reliable and
appropriate indicators are needed to understand and promote good gover-
nance. Over the past two decades, significant effort has been dedicated towards
building new databases and datasets of indicators to measure institutional
quality and good governance, yet the situation is still far from satisfactory.
Available indicators suffer from various shortcomings and offer limited sup-
port for steering diagnostic activities and policy action.

Second, before developing new indicators we should define more carefully
the theoretical basis used to build them and to select variables. Most databases
and datasets have been built on the collection of valuable information about
different aspects of good governance. The reflection on assumptions about the
relationship between those indicators and the theoretical variables that condi-
tion good governance has yet been limited. This gap needs to be closed.
Hence, more conceptual debate is needed to build better indicators of good
governance.
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Third, since governance is defined within the framework of the set of rela-
tions among social actors established to articulate collective responses to
common problems, the institutional framework is crucial to the under-
standing of governance. Therefore, governance indicators can be based on
criteria related to institutional quality, adapting them to the different func-
tions of the state.

Fourth, and in accordance with this approach, we suggest four criteria
of institutional quality to be applied to measuring good governance:
capacity, predictability, adaptability, and credibility. These criteria have
been confirmed as empirical determinants of institutional quality and
might guide the search for indicators of good governance in each of the
fields in which the state operates. They yet have to be considered comple-
mentary factors and, therefore, should be measured separately given that
a state function can score high in one dimension, but low in another. Such
disaggregate information by fields and function of the state as well as cri-
teria of good governance could therefore be a useful support for tailoring
policy reform.

Finally, a note of caution is needed. Our proposal is work in progress that
requires further discussion and testing. The indicators and data discussed
above have been offered only as an illustration of the way in which our
approach could operate. More work is needed for a better grasp of the whole
picture of what good governance means.

Annex. Variables: Definition and Sources

All variables have been normalised to range between 0 and 1 by computing

) Xi— xmin Xi— xXmin . i
Xi=————— or =1-————, where 7 stands for Panami or
xmax — xmin xmax — xmin

Uruguay, and x,,,, and xmin refer to the highest and lowest values of the rel-
evant variable for Latin American countries.

Coverage: Percentage of population participating in
social protection and labour programmes
(all social insurance) (last available).
Source: ASPIRE, The World Bank

Social expenditure stability: ~ Social expenditure as a percentage of GDP
coefficient of variation, 2000-2009. Source:
ECLAC
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Unemployment:
Social expenditure:
Poverty:

Percentage of school

enrolment:

Poverty reduction:

Territorial disparities:

Regional representatives in
the National Parliament:

Number of strikes per year:
Trust in political
institutions:

Sub-employment:

Membership of labour

unions:

Institutionalised democracy
and participation:

Regime stability:
Institutionalised constraints
on decision-making powers:

Long-term unemployment: unemployed 12
months or more as a percentage of total
unemployment; 2009-2012. Source: ILO
Social expenditure as a percentage of total
public expenditure (last available). Source: own
calculations based on ECLAC

Poverty headcount ratio at national poverty
levels (% of population) (last available);
Source: The World Bank

Primary school completion rate (bottom 20%/
top 20%); 2005. Source: ECLAC

Annual reduction of poverty headcount ratio
(2000-2013). Source: own calculations based
on The World Bank

Coefhicient of variation of regional GDP per
head. Source: based on Garcimartin, C., Rivas,
L., Diaz de Sarralde, S. and Alonso, J. A
(2009): ;Es viable un Fondo de Cohesién
Social Iberoamericano? Georgetown

University- Universia VOL. 3 NUM. 1

Neither Uruguay nor Panama4 has regional
representatives in their parliaments

Strikes and lockouts, 2008. Source: ILO

Percentage of population who trust political
institutions and the state; 2013. Source:
ECLAC

Sub-employment rate (last available). Source:

ECLAC

As a percentage of employees, 2010. Source:
ILO

Polity variable in the Polity IV Project. 2013
Durable variable in the Polity IV Project. 2013

Xconst variable in the Polity IV Project. 2013
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The Creative Disorder of Measuring
Governance and Stateness

Debora Valentina Malito

Introduction’

Measures of governance have grown substantially in number and typologies
over recent decades. The concept of governance has attracted considerable
attention when the end of the Cold War enabled the diffusion of the neolib-
eral political order. New political structures and actors acquired authority and
exercised multi-forms of power. As pointed out by Barnett and Duvall (2005),
indirect forms of power gained relevance in the context of the liberal global
economy. Productive power concerns the production of subjectivity, while
institutional forms of power is about the design of formal and informal rules
and practices of governance through which institutions orient power relation-
ships (Barnett and Duvall 2005, p. 3). The term governance gained hence
prominence as a theoretical approach and concept grasping different aspects.
Yet, what does governance exactly mean? Three main lines of argumentation
should be considered.

First, to differentiate governance from government and/or governing,
many scholars emphasised the type of actors on whom steering functions
are vested. Rosenau pointed out that governance is by definition “always
effective in performing the functions necessary to systemic persistence”
(Rosenau and Czempiel 1992). Governments succeeded indeed in their
governance functions only when the formal state authority is capable of
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enforcing decision-making. Governance is indeed a form of collective
action, “inherently comprehensive of both government and civil society”
(Lynn 2013, p. 13). Focusing on networks, many scholars explored the role
of corporations (Wilkes 2004) or private actors. For Craig, global gover-
nance concerns a scheme made of global regulations sustained by a transna-
tional class of social forces (Murphy 2000), where private sector markets
and non-governmental organisations exercise a new form of legitimate
power. Others emphasised the plurality and multi-level of actors involved,
in which classical authorities do not completely disappear. It “is not what
the state does that is different, but how it does it” (Richards and Smith
2002).

Secondly, focusing on aspects of authority, scholars claimed that the
peculiarity of governance lies on the formation of different forms of author-
ity. The idea of a global authority is built upon a pattern of legal pluralism
that attributes to the contemporary mode of governance a hegemonic, con-
sensual character. While Thomas Weiss uses the concept of plurality (Weiss
and Wilkinson 2013, p. 167), Cluter claims that a form of “common good”
operates dialectically as the “common sense” of contemporary global capi-
talism (Cutler 2013, p. 719). For Soderbaum, the creation of common val-
ues is not just a “procedural and technical exercise”, but rather a “political
attempt to construct an imagined community between states” (Soederberg
2004, p. 142). Indispensable to the transmission of such a global form of
authority is what Lake defines a social relationship and mutual agreement
established between the ruler and the ruled (Lake 2009, p. 332). By elabo-
rating on the Gramscian conception of hegemony, Robert Cox claims that
a transnational form of consensus regulates governance practices, where
“the more powerful must act in such a way that their interests have the
appearance of a general interest” (Cox 1980, p. 376). The governance func-
tion is performed by a “nébuleuse, a loose elite network of influential and
agencies, sharing a common set of ideas” (Cox 1997, p. 61). This nébuleuse
of governing actors generates “a common economic ideology and inject this
consensual outcome into national processes of decision-making” (Cox
1997, pp. 59-61).

Thirdly, the concept of governance became particularly prominent within
EU studies. As an antipode to classical notions of government, governance
became a heuristic and technical device defining the changing nature of the
state under conditions of supranational political integration, that is, the
emergence of multi-level, co-operative decision-making structures. Table 5.1
summarises a way of differentiating between government and governance,
considering differences on politics, policy, and polity. This technocratic
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Table 5.1 Government vs. governance

Government
State vs. market resp. society

Governance
State, market, and networks as
complementary forms of steering

Politics

Focus on the state

Majoritarian democracy and
hierarchy as most important
institutions

Competition between political
parties for acquisition of
power and between interest
groups to gain influence

Conflict regulation by decision
of responsible state organs
and enforcement of official
decisions

Legislation (order and
prohibition)

Distribution of public goods

Polity

Policy

Institutional structure, which combines
elements of hierarchy, negotiation
systems, and competition mechanisms

Networks

Conflicts between governing/leading
and governed/affected actors

Steering and co-ordination within
institutional steering systems

Negotiations between state and/or
societal actors

Adaptation of institutional steering
systems

Agreement (within networks and
communities), compromises, barter

Co-production of collective goods

Network management
Institution building (management of
institutional change)

Source: Umbach 2007, p. 37 (translated version of Benz 2004, p. 21)

“governance turn’ (Rosamond 2000, p. 110) was also accompanied by a
strong focus on aspects such as administrative capacity, bureaucratic func-
tioning, and institutional capacity.

Because of the ubiquity and slippery nature (Cox 1997, pp. 59-61) of
the governance paradigm, the term gained various meanings and functions.
Like the concept of sustainable development, governance seemed to turn
into a catch-all notion for political processes and a “fetish” (Levi-Faur 2012)
used to refer to everything and anything (Finkelstein 1995). Over the life
cycle of the concept, a new theoretical debate re-shaped the course of the
governance debate. After a decade in which the governance paradigm chal-
lenged classical conceptions of state authority, the sovereign state re-emerged
as key conceptual reference point (Bhuta 2012). With the escalation of the
Global War on Terror, the international community began to address the
problem of “state weakness”. The “collapse” or “failure” of states was consid-
ered a crisis of governance producing threats to the global security. Such
insecurity was semantically used to reinforce the search for good governance
instruments. As a result, many practitioners and scholars directly related
state weakness with the discourse on governance. In view of these develop-
ments and challenges, the governance-stateness nexus became more
complicated.
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Yet, the creative disorder in the way of defining and measuring governance
is not incidental. It rather reflects the hybridity and pervasiveness of the neo-
liberal paradigm of governance. The epistemic confusion, overlap, in the
terminology employed to some extent derives from the climate of transition
in which the free market model of governance emerged. With the crisis of the
Bretton Woods system, a new international political order emerged. While
the distribution of power shifted with the end of the Cold War, and nation-
states remained the gatekeeper of de jure sovereignty, is the way of exercising
power that changed with the neoliberal rise of the 1970s.

The governance discourse hence became a functional reaction to a crisis of
governability (Levi-Faur 2012); stimulated by the need of creating a new,
pervasive, and pragmatic approach to capitalism, marked by the “destatisa-
tion” of the political system (Jessop 1997). The term governance emerged as
the catch-all notion for all the economic and political processes happening
under liberalisation and free market policy prescriptions. Here, new forms of
power and authority are exercised via decentralised or cooperative mecha-
nisms, based on soft forms of persuasion and attraction policies (Nye 1990).
Yet, governance represents also an important asset of the modernisation dis-
course. According to Fine (2009, p. 12):

in place of the amorphous but at least single notion of modernisation, there has
been the proliferation of developmental terminology, from good governance
through to corruption, each element of which has to be critically unpicked
across rhetoric, etc., to make any sense of what is being said or, possibly more
important, being done.

By following these insights, this chapter maps the literature on governance
and stateness indicators. It aims to explore strengths and weaknesses of the
current debate. It claims that the proliferation of indicators can only be under-
stood against the conceptual hybridity and indeterminacy in which the notions
of governance and stateness have in recent decades become increasingly entan-
gled. To frame and explore such “creative disorder” (Kooiman 2003), the chap-
ter provides an overview on the production of governance and stateness
indicators. It then reconstructs first the conceptual meaning of governance and
stateness. It explores potential normative demands and policy prescriptions
linked to their production. The chapter then analyses the conceptual construc-
tion of both governance and stateness indicators, considering three different
measures (The Rule of Law Index, the Sustainable Governance Indicators and
the State Fragility Index). The chapter concludes by summing up the relevance
of exploring the conceptual and normative context of these measures.
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Measurements of Governance

There are few terms in social science and in practice (Bovaird and LofHer
2003, p. 316) that are as vague as the governance concept. Yet, definitions,
theories, and measures of governance have still grown substantially in number
over the recent decade. The term governance has attracted a pluralist connota-
tion both in the academic and public debate. Scholars, institutions, and stake-
holders have provided as many definitions as to turn the term into a mixed
bag of notions, aspects, and attributes. Measures of governance have also pro-
liferated during the last decades. Yet, there seems to be little agreement on
what exactly governance means.

In order to reconstruct the systematised meaning associated with the con-
cept of governance, Table 5.2 illustrates a set of definitions of governance pro-
vided by international organisations. It shows the multiple interpretations of
the term governance, in which the core essence of the concept substantially
varies from one provider to the other. As a result of this multiplicity, measures
have been operationalised as diversely as processes (governance as a tool) and

Table 5.2 Definitions of governance

Institutions  Definitions Characteristics
EC “Governance represents both the rules, process, Input (Process
and behaviour that affect the way in which and Structure)

powers are exercised at the European level,
particularly as regard to openness, participation,
accountability, effectiveness and
coherence”(European Commission 2001).

WB Governance concerns “the traditions and Input (Process
institutions by which authority in a country is and Structure)
exercised. This includes (a) the process by which
governments are selected, monitored and
replaced; (b) the capacity of the government to
effectively formulate and implement sound
policies; and (c) the respect of citizens and the
state for the institutions that govern economic
and social interactions among them” (Kaufmann
et al. 2011, p. 222).

OECD “Governance is the exercise of political, economic  Input (Process)
and administrative authority necessary to
manage a nation’s affairs” (OECD 2014).

UN “In the community of nations, governance is Input (as Quality
considered ‘good’ and ‘democratic’ to the degree  of institutions
in which a country’s institutions and processes are  and Process)
transparent” (United Nations 2014).

Source: Own compilation
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structures (governance as a form), inputs (governance as both structure and
process, bureaucratic and administrative capacity), and outputs (governance
as policies, outcomes, consequences, and results). In sum, the nébuleuse of
governance metrics reflects the nébuleuse of governing actors informing this
process.

The European Commission adopts an input side and subjective (Curtin
and Wessel 2005) definition that attributes to governance “both the rules,
process, and behaviour that affects the way in which powers are exercised at
the European level, particularly as regard to openness, participation, account-
ability, effectiveness and coherence” (European Commission 2001). For the
OECD, indeed, governance is more a process, that is, “the exercise of politi-
cal, economic and administrative authority necessary to manage a nation’s
affairs” (OECD 2014). The World Bank (WB) adopts a systemic-input
dimension, defining governance as the procedural and structural set of “tradi-
tions and institutions by which authority...is exercised” (Kaufmann et al.
2011, p. 222). The UN sees governance as a process and emphasises its instru-
mental function in promoting democracy: “In the community of nations,
governance is considered ‘good’ and ‘democratic’ to the degree in which a
country’s institutions and processes are transparent” (United Nations 2014).

Theoretically, governance is understood as a form of rule without formal
government (Rosenau and Czempiel 1992), that is, as a set of regulatory
mechanisms implemented without the classical tools of regulation. Despite
such institutional perspectives, also the academic debate does not agree on
whether governance is a process or a structure, neither whether it should be
operationalised through input nor output indicators. As summarised by
Umbach (2007) in Table 5.3, governance can be defined using either a process-
related perspective or one that focuses on structure.

In the process-oriented perspective, governance is understood “as the con-
tinuous political process of setting explicit goals for society and intervening in
it in order to achieve these goals” (Jachtenfuchs and Kohler-Koch 2004,
p- 99). Here, governance is understood as “non-hierarchical co-ordination
between public and private actors, regulated self-steering and societal self-
steering” (see Borzel 2005, p. 622; Umbach 2009, p. 40). In a second under-
standing, “governance encompasses the structural dimension of policy-making
as a (new) ‘form of social order’”” (see Bérzel 2005, p. 617; Umbach 2009,
p. 41). This structure-oriented perspective indeed encompasses a variety of
co-ordination and interaction between interdependent political and societal
actors (see Umbach 2009, p. 41).

Both the above perspectives have influenced the formation of governance
indicators. Yet, the divergence between input and output perspectives repre-
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Table 5.3 Governance structure vs. process
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Process-oriented

Structure-oriented

In a broad sense

In a narrow sense
“New"” modes of
governance in

Hierarchical co-ordination
e Authoritative instruction
e Majoritarian decision-making

Non-hierarchical co-ordination
between public and private
actors

* Negotiation

e Conviction

Regulated self-steering (in the
shadow of hierarchy)

Societal self-steering

Non-hierarchical co-ordination
between public and private
actors within processes of

Hierarchy/State/bureaucracy

Independent regulatory
authorities

Supranational institutions

Networks
Tripartite negotiation systems
Public-private partnerships

Neo-corporatist negotiation
systems
Federations, Interest groups

Community/Clan
Market (spontaneous order,
anarchy)

Networks
Tripartite negotiation systems
Public-private partnerships

networks arguing and bargaining
Source: Umbach 2007, p. 37 (translated and amended version of Borzel (2005, p. 622))

sents still a point of vivid discussion within and beyond the academic debate.
While input indicators refer to how governance is implemented (including
hence both structures and processes), output indicators take into consider-
ation the consequence of governance in a broad array of sectors. In terms of
policy steering, over the past two decades, the measurement of governance has
become highly significant in judgements about aid allocation to developing
countries. While some actors lamented that output indicators provide very
little guidance on why a given country is performing well or not, others criti-
cised the attempt to approach governance through the bureaucratic setting of
resources invested (Rotberg 2014). However, both strategies serve different
purposes (measuring the quality of governance or its systemic functioning).
Instead of debating about the legitimacy of one solution over the other one,
more attention should be paid on whether their use is appropriate and in
uniformity with their focus and scope. For instance, practitioners tend to
evaluate the quality of governance by using indicators of the functioning or
bureaucratic organisation of the state. Others, who aim at defining gover-
nance from the structural or process-oriented perspective, actually use perfor-
mance indicators to operationalise their understanding of governance.”
During the 1990s, the measurement of governance has acquired a rationalis-
ing function, aiming to liberate the concept from both theoretical and concep-



104 D.V. Malito

tual uncertainties. As a result of the exponential increase of proxies (corruption,
rule of law), attributes (good governance), and correlated variables (democracy,
development), the term governance has accumulated a deep connotative capac-
ity but only a spurious denotative understanding (Levi-Faur 2012). To sum-
marise this plurality, Table 5.4 presents some of the most important measures
of governance provided by international organisations and stakeholders. Two
different strategies of measurement will be considered more closely in order to
exemplify different approaches to governance indicator production.

Mono-dimensional Measures

Many indicator providers approximate the value of governance through indi-
rect, mono-dimensional proxy measures. While multi-dimensional indices
integrate different representations of the same phenomena in the same mea-
sure, mono-dimensional measures account for a single aspect or dimension of
governance. They include at least three typologies of measures focusing on:
the administrative capacity (i.e. the World Justice Project’s (W]P) Rule of
Law), the quality of political institutions (i.e. the Transparency International’s
Corruption Perception Index; CPI), and the relationship between state and
society (i.e. Freedom House’s Freedom in the World).

Freedom in the World, for instance, is an annual index of political rights and
civil liberties, launched in 1972 by Freedom House. It represents the first
measure of freedom used to capture the level of governance. Since 1995,
Transparency International started producing the Corruption Perception
Index, one of the most popular and widespread indicators of corruption used
as proxy for measuring governance. Moreover, during the 1990s, the discourse
on governance frequently merged with the discourse on poverty reduction,
development, and anti-corruption. In 1997, the UN Development Programme
launched the Human Development Index, broadly considered as either a mea-
sure of development and human wellbeing.

Many mono-dimensional measures also capture the quality of political
institutions. The strengthening of (good) governance has been a key pillar of
the democratisation process undergone by post-colonial states during the
1980s (Weiss 2000). Within the UN agenda for democratisation the “right to
democratic governance” (Boutros-Ghali 1996) established a sort of a “global
guarantee clause” (see Halperin and Lomasney 1993), according to which the
international community should sponsor and support the diffusion and
consolidation of liberal democracies. In light of these normative targets, the
production of governance indicators was indispensable to measure the transi-
tion towards modern economic and political institutions (Cooley 2014).
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However, governance was also instrumental in outlining the path to moderni-
sation and guiding the development aid strategies of donor countries. As
result, governance indicators have focused on measuring an array of different,
important, aspects of democratic regimes. Since 2003, also the Bertelsmann
Foundation provides a Transformation Index (BTI) accounting for the politi-
cal transformation towards democracy (129 countries). The BTT is made up
of two indices: the Status and the Management Index. While the first accounts
for economic and political transformation, the second is based on indicators
of government performance.

Multi-dimensional Measures

The production of governance indicators also resulted in multi-dimensional
indices that summarise a large amount of data and information. The World
Bank (WB) created one of the first of these multi-dimensional measures,
the Country Policy and Institutional Assessment (CPIA). Launched at the
end of the 1970s, the CPIA measures the quality of policies and institu-
tional frameworks® to guide the investments of the International
Development Association, the branch of the World Bank offering loans to
developing countries. In 1997, also Freedom House began to calculate a
multi-dimensional measure of governance, the Nations in Transit (NIT)
index, a measure that aggregates data available on the transition towards
democratic institutions undertaken by former communist states in Europe
and Eurasia. One of the most widely used multi-dimensional composite
measures of governance is the Worldwide Governance Indicators (WGlIs)
that aggregates different data sources within six dimensions.* The World
Bank launched the WGI in 1996, when the normative discourse that inter-
linked development, governance, and democratisation started consolidat-
ing. As a result of this new emphasis on a combined perspective, the WGIs
aim to provide a more complete and actionable vision of governance. They
are, in fact, based on strong policy-making objective, creating the diagnos-
tic tools to steer foreign assistance. The 2013 edition of the WGI is based
on 340 variables, and it is available for 215 countries. With this measure-
ment tool, the WB was the first to inaugurate multi-dimensional, compos-
ite, measures of governance.’

Other institutions have provided multi-dimensional measures using a set
of qualities, categories, or attributes (prosperity, sustainable and competi-
tiveness) to better define the nature of governance. In 1980, a UK-based
commercial provider launched the International Country Risk Guide
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(ICRG), an index of risk assessment composed by 30 indicators and avail-
able for 140 countries. Since 2000, also the World Economic Forum (WEF)
published the Global Competitiveness Report that, based on two indices
(Business Competitiveness Index and the Growth Competitiveness Index),
explores the relationship between governance and income. Since 2010, the
Legatum Institute provides the Legatum Prosperity Index, a composite
index of wellbeing and prosperity, calculated for 142 countries and based
on eight clusters of indicators. More recently, the Bertelsmann Foundation
launched the Sustainability Governance Indicators that are built on three
indices (the Policy Performance Index, the Democracy Index, and the
Governance Index) aggregating 67 indicators for 41 countries (edition
2014).

The Semantic Field of Governance

Moving into the semantic field of governance, the relationship between indi-
cators of governance and a set of associated phenomena (such as development,
government, state, and corruption) cannot be easily understood. Figure 5.1
presents Sartori’s levels of abstraction (Sartori 1970) applied to the concept of
governance.

Moving down the “ladder of abstraction” (Sartori 1970), many indicators
have tended to approach the “real” meaning of governance focusing on sub-
dimensions or specific sectors within which governance is supposed to operate.
The Corruption Perception Index (CPI) for instance, is a mono-dimensional
index of governance and it measures a specific aspect of governance, that is the
level of corruption (Malito 2014). Indicators have an intrinsic prescriptive func-
tion that often obfuscates their descriptive function. Many indicator providers
and institutions in fact agree that fighting corruption and promoting develop-
ment is instrumental to improve “good governance”. Yet, what is methodologically

| REGIME } ''''''''''''' 1 Up the Ladder
DEMOCRACY
| GOVERNANCE |— ------------- ' Background Concept

CORRUPTION DEVELOPMENT Down the Ladder

Fig. 5.1 Governance: up and down the generality
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obscure is the operationalisation of governance through variables that are usually
considered as explanatory or intervening variables within the semantic field. This
misconception affects the clarity of the governance argumentation in a way that
makes the relationship between governance and its sub-dimensions tautological.
This critique is particularly important, as CPI holds a strong prescriptive func-
tion, bug, its descriptive capacity remains problematic. It does not measure cor-
ruption, but rather the subjective perceptions of a coalition of experts and
business elite. What is more, CPI measures different things, such as the frequency
of corruption, the damage to private business caused by corruption, and both
their frequency and value (see Malito 2014).

Moving up the ladder of abstraction (Sartori 1970), the concept of gover-
nance confronts the notion of democracy. While the UN defines governance
as functional to implement democracy, some scholars claim, indeed, that
democracy is a form of governance (Schmitter and Karl 1991). As result of
this conceptual indeterminacy, indicators reproduce such a hybrid vision of
democracy and its relationship with governance. Indices of governance usu-
ally incorporate measures of democracy (the Democracy Index is one of three
measures used by the Bertelsmann Foundation to build the Sustainable
Governance Indicators) and indices of democracy equally incorporate aggre-
gate measures of governance. By comparing the categories,® of which some
measures of governance and democracy are composed, the same underlining
conceptualisations are used to capture the essence of both concepts.

Continuing the move up the abstraction ladder, the concept of governance
confronts the notion of international order and political regime. Also, the
relationship between these concepts is unclear. The most important character-
istic of governance should be the existence of most divers, hierarchical, and
non-hierarchical modes of political steering, as well as the non-centrality of
the state. According to Rosenau, governance underlies a form of political
order, a “system of rules with transnational consequences” (Rosenau 1995).
Governance is also seen as a way of governmentalising international regimes
(Zanotti 2005), as the manifestation of a broader agenda composed of secto-
rial international regimes (Gehring 1994). Within the discipline of
International Relations (IR), governance has also been defined as a by-product
of the demise of traditional agency and authoritative rules (Finkelstein 1995);
there is no agreement on whether governance holds an intrinsic global con-
notation, or whether “global” should be considered only one of the potential
“adjectives”™ of governance (Rosenau 1995). Governance indicators, as a
result, have established a contradictory relationship with the supranational
characteristic of the concept. Few attempts have tried to differentiate between
“global” and “national” governance and classical authoritative methods of
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regulation. So, contrary to the globalisation discourse, an important trend of
measuring aspects of governance is still embedded in national connotations,

as pointed out by Cooley in Chap. 3 of this Handbook.

What Do Stateness Indicators Measures?

The measuring of governance has recently been complicated by the rise and
proliferation of state fragility metrics. The term “stateness” refers to “the insti-
tutional centrality of the state” (Evans 1997), made of two basic conditions:
the organisational capacity to formulate independent policies (Nettl 1968)
and a coherent institutional framework indispensable to promote social cohe-
sion.® The latter two conditions presuppose the classical attribute of decisive
control over the application of authorised force within the territory. While
theorising the state is an arduous enterprise challenged by conceptual and
theoretical complexities, many scholars and practitioners have approached the
problem of state weakness through the lens of empiricism. In less than two
decades, the state failure discourse has produced, at least, four variants of “low
stateness” (Evans 1997). As illustrated in Table 5.5, the notions of state fragil-
ity, weakness, failures, and collapse are used in parallel to frame the meaning
of non-consolidated, low, or precarious stateness. As result, a variety of defini-
tions and notions compose the matrix of this background concept.

The term “state fragility” describes a general incapacity to “deliver core
functions to the majority of its people, including the poor”(Department for
International Development, DFID 2005, p. 7). “‘State weakness’ refers to the
lack of essential capabilities to implement ‘critical” government responsibili-
ties” (Rice and Patrick 2008, p. 8). It yet also encompasses the incubation of
“ethnic, religious, linguistic, or other intercommunal tensions that have not
yet, or not yet thoroughly, become overtly violent” (Rotberg 2003, p. 4).
“State failure” instead is “a serious political crisis” (Goldstone et al. 2000)
marked by the escalation of a military conflict. The state fails when the central
authority loses its monopoly on the legitimate use of force. Rotberg described
failed states as “tense, deeply conflicted, dangerous, and contested bitterly by
warring factions” (Rotberg 2003, p. 5). While “state weakness” holds “a tem-
poral or situational” connotation (Goldstone et al. 2000), “state failure” has a
structural and enduring character. “State collapse”, finally, represents an
extreme case of state failure, marked by the complete erosion of public author-
ity and legitimacy. A collapsed state differs from a failed state in its institu-
tional character (Milliken and Krause 2002). When a state fails, the central
authority is still existent, but extremely weak, whilst a state collapse reveals a
“complete vacuum of authority” (Rotberg 2003, p. 5).
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Table 5.5 Variants of low stateness: definitions

Variant of
“low stateness” Focus on Definitions
Fragility Core functions  “A State is fragile if the government cannot or
will not deliver core functions to the majority of
its people, including the poor” (DFID 2005, p. 7).
Weakness Critical “Inherently weak because of geographical,
government physical, or fundamental economic constraints;
functions basically strong, but temporarily or
situationally weak because of internal
antagonisms, management flaws, greed,
despotism, or external attack; and a mixture
of the two” (Rotberg 2003, p. 4).
Failure The loss of the ~ "Failed states are tense, deeply conflicted,
monopoly of dangerous, and contested bitterly by warring
violence factions. In most failed states, government

troops battle armed revolts led by one or
more rivals. Occasionally, the official
authorities in a failed state face two or more
insurgencies, varieties of civil unrest, different
degrees of communal discontent, and a
plethora of dissent directed at the state and at
groups within the state” (Rotberg 2003, p. 5).

Collapse Implosion “A collapsed state is a rare and extreme version
of a failed state. Political goods are obtained
through private or ad hoc means. Security is
equated with the rule of the strong. A
collapsed state exhibits a vacuum of authority.
It is a mere geographical expression, a black
hole into which a failed polity has fallen”
(Rotberg 2003, p. 5).

Source: Amended version of Malito (2011, p. 61)

Measures of Stateness

The connection between governance and democracy that informed the
first generation of governance measures lost its centrality when the process
of democratisation in Africa and Middle East revealed elements of crisis
(Chesterman et al. 2005). The production of governance indicators sup-
ported the positivist assumption of setting the benchmark and stages of a
linear pattern of development. Yet, the limited achievements of the third
wave of democratisation led many scholars and stakeholders to rethink
the governance-democratisation nexus. State failure was considered a cri-
sis of governance (Chesterman et al. 2005), which reinforced the search
for good governance instruments and early-warning indicators of state
weakness. However, whereas the category of the “failed state” emerged in
reaction with the uncertainties posed by the process of democratisation, it
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was only with the declaration of the Global War on Terror, that the state
failure paradigm became increasingly dominant, both in the academic and
public debate.

As a result of these shifts, a number of new measures have been produced
on measuring state capacities. While only little empirical evidence supported
the formulation of the fragility-security nexus, a number of research projects
tried to create early-warning instruments capable of bridging the gap between
theory and practice (Carment et al. 2009). Some of the most important mea-
sures of stateness are illustrated in Table 5.6.

One of the first aggregated measures of state weakness was inaugurated by
the US’s Central Intelligence Agency in the early 1990s and launched by the
Centre for Global Policy at George Mason University. It was the Political
Instability Task Force (until 1994 named State Failure Task Force). The Task

Table 5.6 Measures of stateness

Index Provider Aim No. indicators Coverage

Country Carleton Assist donor community. 83 183
Indicators for  University
Foreign Policy

Fragility Index

Low-Income World Bank To secure the bank’s 6 73
Countries investment in developing
Under Stress countries affected by a

set of government and
governance endemic
crises (Carment et al.

2009).
Fragile States  Fund for “To have meaningful early 12 178
Index (until Peace warning, and effective
2013, Failed policy responses to the
State Index) emerging problem of

state fragility” (The Fund
for Peace 2014).

Index of State  Brooking Cognitive function: analyse 20 141
Weakness in Institute the world’s most
the vulnerable countries.
Developing
World

State fragility = George USAID’s request to better 14 162
Index Mason monitoring and

University =~ managing the sources of
state fragility.

Political George Formulating early-warning 4 datasets, 157
Instability Mason instruments for the US 1300
Task Force University ~ Foreign Policy. variables ca.

Source: Own compilation
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Force was created in response to the need in formulating Early Warning
Research for US Foreign Policy, especially in Africa. The task force annually
produces four datasets on internal wars that are conceptualised as forms of
both political instability and governance failure.

In 2002, the WB started to rank fragile states within the Low-Income
Countries Under Stress (LICUS) programme to identify countries that per-
form badly on two core dimensions (low income and poor CPIA perfor-
mances). The LICUS initiative was created to support WB decisions on
investments in developing countries affected by endemic crises (Carment
et al. 2009).

Rotberg provided one of the most important qualitative categorisation of
state failure. In 2003, after five years of research on the Failed State Project at
Harvard University, he defined the dividing lines between state collapse and
general phenomena of state weakness. In 2004, the Fund for Peace launched
the Failed States Index (renamed in 2014 into Fragile States Index), an annual
index published by Foreign Policy, to establish a meaningful early-warning
mechanism, and effective policy responses to the problems of state fragility
(The Fund for Peace 2014). The index is based on 12 indicators, created
through means of content analysis and calculated for 178 countries (edition
2014).

In 2007, the Center for Systemic Peace and the Center for Global Policy at
George Mason University launched the State Fragility Index. In the same year,
the Canadian International Development Agency commissioned the formu-
lation of an Index of State Fragility by the Carleton University to support
capacity-building within the Canadian donor community. The index assesses
the fragility of the state according to three criteria: the authority, the legiti-
macy, and state capacity. The 2011 edition ranked 198 states using 83 indica-
tors. In 2008, also the Brooking Institute published its first /ndex of State
Weakness in the Developing World (Rice and Patrick 2008), a multi-dimensional
index composed of 20 indicators, including 141 countries, and oriented to
target especially the wider public.

The Semantic Field of Stateness

Analysing the relationship between state fragility and a set of associated phe-
nomena, the boundaries of this semantic field raise important questions. The
first problem is related to the lack of a systematised concept within which
the variants of low stateness are located. The lack of systematisation is rooted
in the inconsistent theoretical status of the literature. The notions of state
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fragility and state weakness are rather “orphan” concepts, detached from
vital contributions made by social and political analyses to the theory of the
state. Hence, the literature has developed prototypes of state performance
(Sanin 2011) that incorporate causes, symptoms (The Fund for Peace 2014),
and consequences of fragility into the same metric. At the same time, also
the relationship between variants of low stateness is subject to different
interpretations, and different terms are used to identify the same phenom-
ena. For instance, many providers use the term “fragility” to define the “fun-
damental failure of the state”, without explaining why they use two different
terms to represent, in the end, the same phenomenon (Batley and Mcloughlin
2010; DFID 2005). As a result of this differentiation and theoretical incon-
sistency, the debate has been trapped into subjective, judgemental (Gruffydd
Jones 2013; Menkhaus 2010; Sanin 2011), and political (Barakat and Larson
2014) connotations.

Moving up the ladder of abstraction, the relationship between governance
and stateness creates others problems. According to some scholars, the defini-
tion of good governance overlaps with the definition of state capacity (Hanson
and Sigman 2013), and the same dimensions or categories (Economic,
Political, Social, Security) are employed to operationalise both concepts. The
Global Governance Report released by the Hertie School of Governance (2014),
for instance, introduces the concept of “governance readiness”, to identify the
“resilience and adaptiveness” of private and public actors to create or maintain
“the conditions in which problem-solving is possible as the resources of differ-
ent state and non-state actors are brought together” (2014, p. 20). With the
exception of security, the report equates the conditions for statehood with the
“object” of governance. The four conditions that governance should fulfil are
the provision of welfare, infrastructure, sustainability, and societal integra-
tion. Hence, the concept of governance remains fundamentally state- and
authority-centred, focused on auxiliary and administrative functions of the
classical state machinery and exercise of power. As an overall consequence of
the lack of theoretical specification, the semantic field of stateness remains
opaque; the internal conceptual logics flawed and its external definitional
boundaries porous.

...How? Methodological Considerations

The current literature on rankings, performative indicators, and indices ques-
tions the overall quality of measurement activities (Galtung 2006), the selec-
tion of variables, the capacity of the selected indicators to capture the core
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concepts, and even the reliability of aggregation methods employed. Key dif-
ficulties in measuring governance and stateness have risen. However, much of
the methodological issues with governance and stateness indicators are rooted
in the epistemic and conceptual challenge of operationalising these concepts
in a valid, representative, and reliable way.

The early measures of governance (WGI, ICRG, CPIA, CPI) faced the
conceptual problem of measuring phenomena intrinsically “immeasurable”
(Bell and Morse 2008). As a consequence, indicator providers created a set
of methodological shortcuts to get to the measurable core of governance.’
This way of proceeding was accompanied by two fundamental flaws. First,
the use of proxies in itself questioned the measures” capacity to capture the
real meaning of governance. Second, the use of subjective, perception data
raised greater criticisms. Subjective data were introduced into measuring
governance in order to better frame the governance discourse and to solve
the existent cognitive deficit. Governance emerged as an intangible concept,
and considering the difficulty of attributing to this concept a concrete and
countable denotation, subjective indicators (such as perception surveys)
were extensively used. Scholars, however, doubted the capacity of percep-
tion-based indicators to correctly represent the phenomena under observa-
tion (Galtung 1998) without being themselves biased by the judgement of
business elite or experts. Perception-based indicators have, moreover, been
criticised for their failure to generate replicable data, indispensable for cross-
country comparisons.

In response to these constraints of the first generation of indicators, the
WB aimed for a second generation capable of creating more objective, disag-
gregated, nuanced, and contextualised solutions to the governance quests.
According to Knack et al. (2003), this second generation was foreseen to fill
the gap between measures and policy decision-making, and to make indica-
tors more politically acceptable and replicable. The methodological and onto-
logical choices of that second generation hence emphasise the need to create
more objective measures, the combination of multiple data sources, and the
composition of multi-dimensional indices.

As outlined above, in the 2000s, the proliferation of stateness indices inter-
sected with the further advancement of such second generation. Following
Mata and Ziaja (2009), two defining trends of that period need to be men-
tioned: first, maximalist definitions of state fragility included “ideas of good
governance, democratic rule and extensive public service provision” and
complicated “considerably the measurement of the phenomenon — [as] the
more the state functions considered, the greater the variables and interdepen-
dencies to be controlled” (Mata and Ziaja 2009, p. 14). Second, minimalist
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definitions oversimplified “the phenomenon and end[ed] up excluding ele-
ments that are crucial for validly representing a phenomenon” (Mata and
Ziaja 2009, p. 14).

Moreover, many stateness indices aggregated existent indicators and data
sources in order to operationalise new concepts. While the governance and
development debate collected new data, the majority of indices of state fragil-
ity use the existent empirical data pool created by the first generation of indi-
cators. As result, this third generation of metrics condensed the characteristic
(Mata and Ziaja 2009) virtues and fallacies of the governance and develop-
ment measures in a dangerous mix of ontological and conceptual incongru-
ences. As a result of the continuous overlap between state and governance,
and conflation into a common measure of different things, the descriptive
capacity of these indicators of stateness is contested. For instance, measures of
administrative capacity have been used to account for the fragility of institu-
tions, without any differentiation between administrative infrastructure and
state capacity. The Failed States Index, for example, uses both WGI and ICRG
variables to measure the progressive deterioration of state functions, while the
WB’s LICUS initiative utilises CPIA ratings to determine the degree of state
fragility.

...Why? Normative Demands and Policy
Prescriptions

Measures of governance and stateness should be analysed in view of the nor-
mative and policy prescriptions they exert on the development agenda. They
are both donor-serving concepts (Barakat and Larson 2014) supporting a nor-
mative model focussed on the promotion of a linear, global, model of liberal
democracy. When this prescription became a policy imperative (Boutros-
Ghali 1996), the UN attributed to democracy the instrumental function of
fostering good governance. This process was supported by the implementa-
tion of traditional regulatory instruments (adhering to international regimes),
and by the formulation of new policy instruments, including “benchmarking,
co-regulation, voluntary codes of conduct and negotiated agreements” (Jordan
et al. 2005).

The formulation of indicators capable of capturing the principles (inclu-
siveness, accountability, transparency, responsiveness, equity) or attributes
(good, democratic, economic, corporate) of governance has been of para-
mount importance for the creation of the global governance model, as well for
the reform of contemporary institutions and practices. Yet, despite the fact
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that both indicators of governance and stateness support a normative model
focussed on the value of democracy, two specific prescriptive orientations
need to be considered.

Development Prescriptions

Since the emergence of the new donor enthusiasm of the 1990s, institutions
and practitioners have used governance indicators to guide aid allocation,
business investments, and donor priorities. Many governments of donor
countries and risk rating agencies rely on the CPIA, originally created to eval-
uate the eligibility of developing countries for International Development
Association (IDA) loans. The “Performance Based Allocation” (PBA), the sys-
tem used to allocate IDA assistance, is calculated as a function of the country
performance rating,' population and Gross National Income (GNI) (The
World Bank 2007a). The country performance rating is built upon the aggre-
gation of three indicators deriving from CPIA and the Annual Review of
Portfolio Performance. The Millennium Challenge Account, indeed, relies on
17 indicators of governance quality divided into three categories (Ruling
Justly, Encouraging Economic Freedom, and Investing in People). Of the 17
indicators, five derive from the WGI.

Yet, doubts have been raised about the capacity of this “one-best-way model
of governance” (Andrews 2010) to represent what good governance means,
and requires, for different countries. Both the legitimacy and effectiveness of
performance indicators and political conditionalities have been questioned.
Developing countries have been the recipients of aid and loan strategies to
improve their standards of governance. Nevertheless, in some cases, the indi-
cators employed to draft roadmaps to good governance lack the theoretical or
empirical foundations to justify the recipes prescribed by the international
organisations. In other cases, they are based on theoretical assumptions that
have no legitimacy or relevance in developing countries (Andrews 2008).
Throughout the 1990s, many influential practitioners, such as the World
Bank emphasised the role of political conditionalities in creating incentives
for good governance. However, the empirical evidence forced scholars and
institutions to recognise that conditionalities could have a potential and pre-
dictable negative impact on the integrity of the recipient countries (Knack
2001), creating dependency syndromes, and eroding the overall quality of
governance. The model of democratic governance adopted in developing
countries during the 1990s, resulted in a “governance crisis” (Borzel et al.
2008). The reduction of the state to market-based mechanisms in conditions
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of precarious administrative infrastructures inhibited the formulation of
indispensable development plans. Poor economic infrastructure, low invest-
ments, and weak state architecture contributed to power distortions (such
patrimonialism and predatory rule) in many transition countries. This crisis
induced international institution and practitioners to formulate new develop-
ment and aid strategies. As outlined above, within this reorientation, the for-
mulation of stateness indicators has been pivotal to capture a set of new
challenges.

Neo-trusteeship

Measures of stateness have been defined as instrument of neo-trusteeship
(Caplan 2007; Fearon and Laitin 2004) and postmodern imperialism (Fearon
and Laitin 2004). According to Laitin and Fearon (2004), the attribute of
postmodern imperialism lies on the temporal horizon of the policy options
for intervening in fragile state contexts. According to them, “the agents of
neotrusteeship want to exit as quickly as possible, after intervening to recon-
struct or reconfigure states so as to reduce threats arising from either state
collapse or rogue regimes empowered by weapons of mass destruction”
(Fearon and Laitin 2004, p. 7). The short-term and outcome-oriented hori-
zon of policy interventions in the context of fragility holds a particular rele-
vance to frame the normative prescriptions anchored to stateness metrics.

The problem of state weakness became a global security concern when the
international community anchored the concept of international terrorism to
the condition of state failure. The fight against terrorism and state failure
became closely interrelated. The condition of state weakness became, hence,
the condition justifying the new interventionary politics of the international
community. If we consider the practice, and rhetoric, of some of the most
important development agencies or institutions, there is no agreement on
what state weakness implies. There has been, indeed, a wide global agreement
in approaching state weakness as a security problem for the stability of demo-
cratic and effective states (Carment et al. 2008; Rice and Patrick 2008).

This security emphasis also emphasised the emphasis on intervention as
state and social engineering machine, needing for outcome-oriented and
short-term  strategies of intervention. The US Agency for International
Development (USAID), for instance, supports short-term solutions that mir-
ror the strategic relevance fragile countries have for the US foreign policy
(USAID 2005). While USAID recognises the need to deal with long-term
policy prescriptions, its operational choices seem to encourage shorter planning

horizons to support rapid and effective responses (USAID 2005). DFID
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also focuses on short-term aims targeted at policy solutions for state fragility or
the delivery of essential state functions. DFID developed a guide for working
in fragile contexts that substantially redefines assistance criteria towards peace-
building and state-building concerns, supporting security reforms, as well as
the development of formal systems of rules and laws. Since 2005, also the
OECD Forum on Aid Effectiveness acknowledges the relevance of state fragil-
ity for aid effectiveness. Finally, a number of international organisations and
138 countries signed the Paris Declaration on Aid Effectiveness that recognises
the need to adapt aid strategies to post-reconstruction and capacity-building
priorities.

In these contexts, indicators of stateness have been pivotal in capturing
security risks and vulnerabilities of states in the context of “fragility”. They
guided the formulation of specific priorities and donor methodologies (Paris
Declaration 2005). Yet, they also idealised a model of state strength as a guid-
ing goal for international interveners. While classical forms of conditionality
gradually lost importance, international practitioners promoted the use of
more flexible, hybrid, outcome-centred aid instruments that “mostly focus on
objectives, policy actions and standards, but leaves government more discre-
tion over what the aid is spent on and how it is managed” (Manuel et al. 2012,
p. 10). This soft mode, or positive conditionality, is built upon the respect of
a set of criteria, like the harmonisation, local ownership, alignment, and
mutual accountability of the process (Paris Declaration 2005). As stated by
the Overseas Development Institute, the entry conditionalities established
under the Paris Declaration “may relate to ethical standards (respect for
human rights or democracy), public financial management, or the content of
overall or sectoral strategy. They can also relate to bilateral objectives (support-
ing donor foreign policy positions)” (Manuel et al. 2012, p. 9). Addressing
“ethical standards”, foreign policy priorities, and political economy choices,
the new conditionalities also allow international stakeholders to preserve a
significant control over the political authority of the receiving country.

The Rule of Law Index, the Sustainable
Governance Indicators, and the State Fragility
Index

The present section analyses three distinct measures to describe some of the key
characteristics of contemporary measures of governance and stateness. The mea-
sures under evaluation are The Rule of Law Index (World Justice Foundation),
the Sustainability Governance Indicators (Bertelsmann Foundation), and the
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Table 5.7 Comparison between Roll, SFI and SGI

State Fragility Index
(SFI)

Rule of Law Index
(RolLl)

Sustainable Governance
Indicators (SGl)

World Justice

Bertelsmann

Criteria George Mason University Project Foundation

Object "A country’s fragility is ~ Rule of Law (proxy Governance (input +
closely associated with of governance, output):
its state capacity to input): “the the “government’s
manage conflict; make  system of rules capacity to deliver
and implement public and rights that sustainable policies
policy; and deliver enables fair and (executive capacity) as
essential services and functioning well as the
its systemic resilience in  societies”(The participatory and
maintaining system World Justice oversight
coherence, cohesion, Project 2012b). competencies of
and quality of life; actors and institutions
responding effectively beyond the executive
to challenges and branch (executive
crises, and continuing accountability)”
progressive (Bertelsmann
development” Foundation 2014,
(Marshall and Cole p. 14).

2010, p. 7).

Purpose Monitoring and Cognitive function Support OECD and EU
managing sources of sustainable policies
fragility

No. of 14 47 150

variables

Coverage 162 99 41 (OECD and EU states)

Data Objective Subjective Objective + Subjective

Method Threshold Min-Max value Multilevel aggregation

standardisation

Source: Own compilation

State Fragility Index (George Mason University). As summarised in Table 5.7,
the three indices differ in a number of technical questions (coverage, aim, focus,
numbers of variable, and methodology), but they also share important elements
of continuity.

Demands and Purposes

The three indices respond to different demands and serve different purposes.
The State Fragility Index (SFI) is a metric of political and economic instability
that provides data about the level of instability for 162 countries (2011 edi-
tion). The development of the SFI was stimulated by USAID’s request to
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better monitor and manage issues of state fragility. The original initiative elab-
orated on the need to define the “prevailing perceptions of increasing global
disorder” (Marshall and Cole 2008). The SFI forms part of the Global Report
on Conflict Governance and State Fragility (Global Report), annually published
by the Center for Global Policy at the George Mason University. The report
claims that the Index is indispensable to define the challenges of the contem-
porary world order and to analyse the overall systemic performance of states
in the “era of dynamic globalization” (Marshall and Cole 2008). The index
calculates state fragility through 14 indicators grouped under four dimen-
sions: economic development, security, governance, and social development.
Each indicator, however, is evaluated on the basis of two criteria (effectiveness
and legitimacy) essential to capture the level of state strength or fragility.

In 2010, the World Justice Project launched the Rule of Law Index (RoLI),
an aggregate measure of the effective exercise of authority that can be consid-
ered as an approximation to the value of governance. The index is composed
of 47 indicators grouped into nine clusters (Constraints on Government
Powers, Absence of Corruption, Open Government, Fundamental Rights,
Order and Security, Regulatory Enforcement, Civil Justice, Criminal Justice,
Informal Justice), available for 99 countries. The key aim of the RoLl is to
provide a comprehensible and accessible diagnostic tool, capable to strengthen
the rule of law worldwide and within states. The RoLI looks at a nation’s
adherence to the rule of law from a societal perspective. This index holds a
cognitive function, that is, the necessity to map the understanding and
perception-based judgements of this concept. The Index, in fact, is not lim-
ited to the legal professional field, meaning that it does not exclusively target
lawyers and judges. It also addresses the normative purpose of making “rule of
law advancement as fundamental to the thinking and work of other profes-
sionals as it is to lawyers and judges” (The World Justice Project 2012a). The
Index supports, indeed, the WJP’s activity in sponsoring judicial reforms or
access to the legal frameworks.

Since 2012, the Bertelsmann Foundation produces the Sustainable
Governance Indicators (SGI), a composite measure based on 43 governance
indicators grouped in three dimensions/indices (Policy Performance,
Democracy, and Governance Indices). The indicators are available for the 41
OECD and EU countries. The 43 indicators used within the three indices are
grouped in 13 clusters (Electoral process, Access to the information, Civil
rights and political liberties, Rule of Law, Economic policies, Social Policies,
Environmental Policies, Steering capability, Policy Implementation,
Institutional Learning, Citizens, Legislature, Intermediary organisations).
The SGI is a policy-oriented monitoring instrument with the specific aim to
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assist the EU and OECD in formulating and implementing sustainable poli-
cies (Bertelsmann Foundation 2014). While the RoLI adheres to a normative
priority, the SGI aims to configure precise policy solutions to governance
issues. SGI provides in fact a cross-national comparative survey in order to
explore how governments target sustainable development.

Concepts and Definitions

The three indices offer three different interpretations about what governance
and stateness are, and about their interrelation.

First, the Global Report presents one of the most articulated and well-
defined meanings of state fragility. According to Marshall and Cole
(2009), in order to evaluate the integrity of states, scholars should con-
sider the interconnections between governance, conflict, and develop-
ment. The index also sponsors the need to enhance a systemic analysis of
global trends, contrary to focussing “exclusively on individual or dyadic
(bilateral) analysis, that is, on the conditions relevant to a particular coun-
try or state or relative to the interactions of two” (Marshall and Cole 2008,
p- 3). The report, thus, sheds more light on the relationship between con-
cepts and phenomena rather than formulating new definitions. Indirectly,
it promotes a vision of democracy and autocracy as forms of governance,
located at the opposite sides of a virtual governance spectrum. Governance,
here, is considered one of the main criteria to calculate the fragility of the
state. The SFI introduces also the important methodological innovation
of considering state performance in terms of effectiveness and legitimacy.
The index is also able to take into consideration how global trends affect
state performance.

Second, the RoLlI represents a mono-dimensional measure of governance.
Both the World Bank and Mo Ibrahim Foundation have incorporated the
rule of law into their respective measures of governance (respectively into the
WGI and the Ibrahim Index of African Governance). The World Justice
Project indeed has created a specific and innovative measure capable of cap-
turing how the rule of law is experienced worldwide. It defines the rule of law
as a system composed of four universal principles.'"" Whereas the “system of
rules” implies that structural conditions are necessary to execute governance,
the index systematises these four principles by exclusively using outcome indi-
cators. It operationalises the index considering policy outcomes that the rule
of law produces. These policy outcomes have been grouped in nine
clusters.'
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Third, for the Bertelsmann Foundation, governance refers to the “govern-
ment’s capacity to deliver sustainable policies (executive capacity) as well as
the participatory and oversight competencies of actors and institutions beyond
the executive branch (executive accountability)” (Bertelsmann Foundation
2014, p. 14). As a result, governance is understood as part of the broader pat-
tern of sustainability, which brings together both input and outcome indica-
tors. The SGI is built on three indices of Democracy, Policy Performance, and
Governance."? While Democracy and Governance Indices use input and pro-
cess measures of administrative capacity or democratic functioning, the
Performance Index is based on 16 policy outcomes variables (in matter of
economic, social, and environmental policies).

Data Gathering and the Quality of Data

Differences exist among the three examples also in view of the strategy adopted
by the three providers to gather the necessary information and data. The RoLl
is based on primary subjective sources, derived from two surveys (The General
Pollution Poll and the Qualified Respondent’s Questionnaire), produced by The
World Justice Project. These two surveys collect a lot of information concerning
the experiences and perceptions of citizens and legal experts with the rule of law.

The SGI uses both subjective and objective data. Hard data derive from
Eurostat and the OECD. Yet, quantification is balanced by the formulation
of country reports that synthesise the information provided by a pool of coun-
try experts responding to a specific questionnaire. The SFI employs only hard
data. Each dimension of state fragility (security, political, social, and eco-
nomic) presents both an effectiveness and legitimacy score that result from the
aggregation of different data sources.'

Standardisation

In order to normalise data, the SFI uses a simple standardisation method,
which establishes threshold values based on quintile cut-points. Nevertheless,
from the document available online, it is not possible to appreciate the trans-
parency of the process. The Global Report mentions that the fragility score
has been normalised with a set of threshold values, formulated on the baseline
year 2004. However, no other information is available to evaluate the consis-
tency of this procedure. On the contrary, the Bertelsmann Foundation and
World Justice Project offer complete information about their standardisation
process and methodologies.
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The RoLlI relies on a simple normalisation, where the questions are first
mapped by 47 indicators, and then codified by min-max values (0-1). Once
normalised, the individual variables are integrated into sub-factors and fac-
tors, using simple averages. The same weight is assigned to questions (answers)
formulated in the two datasets, the General Population Poll and the Qualified
Respondents’ Questionnaires.

The SGI presents a “multilevel aggregation” (Schraad-Tischler, and Seelkopf
2014) that combines both qualitative and quantitative information. In order
to ensure the comparability of the data, the index standardises all the compo-
nents through a linear function that transforms the value into a scale ranging
from 1 (min) to 10 (max). To ensure comparability over time, thresholds are
also calculated. The index is validated by adjusting the median (min and max
value of the middle 50% of the distribution) by an amount equal to 1.5 times
the interquartile range. The aggregation is made according to a scheme that
aggregates data sources for each of the nine criteria (economic policies, social
policies, environmental policies; electoral processes, access to information,
civil rights and political liberties, rule of law; executive capacity, executive
governance), attributing the same weight for both qualitative and quantitative
data. In the same way, the score of each dimension, or index (the Policy
Performance, Democracy and Governance), is produced.

Criticisms

Generally, the three indices face the common dilemma of measuring concepts
that escape a clear conceptualisation, although they also contributed to filling
parts of existent definitional and conceptual gaps. Yet, at the same time, they
also contribute to complicating the ontological status of governance and state-
ness. The present section hence tests the validity (capacity of the indicator to
represent the concept), reliability (the capacity to perform the required func-
tions under different conditions and to returns the same results), and compa-
rability (possibility to use the index for cross and within country comparisons)
of these three measures.

Internal Validity

First, both SGI and RoLI face the common criticism of using subjective data.
However, the SGI balances this potential subjectivity bias by using hard data
derived from Eurostat and OECD datasets. For the RoLl, “sensitive questions
may be perceived as threatening by government officials or by respondents. In
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the first case, government officials of certain countries may censor or condi-
tion the administration of questions because they are perceived as challenges
to the regime” (Botero and Ponce 2011, p. 23). This tendency produces a sort
of bandwagon effect, where some opinion may obfuscate the sincerity of the
answer provided. This distortion is particularly significant when practitioners
have to provide answers on the effectiveness of government, or levels of cor-
ruption. However, the WJP introduced an innovative research method, based
on the idea of capturing citizen perceptions about the rule of law. Contrary to
this broader group, many of the governance indicators of the first generation
are based on polls of experts or businessmen that ignored the perception of
many other societal components.

However, the use of “soft” or “hard” data is not sufficient to assess the inter-
nal validity of the indices. The SFI, for instance, relies exclusively on objective
data but the construction of the index relies on subjective assumptions, for
two fundamental reasons. First, because state fragility is not a systematised
concept, but remains entangled into judgemental (Gruffydd Jones 2013;
Menkhaus 2010; Sanin 2011) and policy-oriented (Barakat and Larson 2014)
connotations. Second, indicators of state fragility have created new categories
according to specific policy meaning and interests. As noted by Ziaja (2012),
the SFI does not provide a descriptive definition of state fragility, but rather
an operational one, distinguishing between two criteria (effectiveness and
legitimacy) and four fields of applications (and respective economic, security,
social, and political indicators). This operational definition results from con-
ceptual uncertainty, but it is influenced also by the difficulty of collecting
specific data on fragility. The SFI, as many of the state capacity measures,
aggregates measures on the basis of existing indicators of governance and
development (Ziaja 2012).

Reliability

The three measures present different levels of reliability, that is, the ability of
the index to perform its required functions under different conditions. In this
context, both statistical and conceptual reliability should be considered. The
conceptual reliability of governance and stateness measures is particularly
important if we analyse the extent to which the operationalisation of concepts
adhere to the reality of many developing countries. The Bertelsmann
Foundation, for instance, does not provide evidence for the statistical reliabil-
ity of the SGI. The index bypasses, however, the potential problem of a low
level of “conceptual reliability”, recognising that the challenge of “sustainable
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governance” rather affects highly developed states of the OECD and the
European Union. Therefore, the index is limited to the EU and OECD coun-
tries (41 states).

RoLI and SFI are indices of global scale facing the dilemma of whether the
criteria used to construct the indicators reflect visions of governance and state-
ness that may have different meanings across countries. The SFI does not
mention the statistical reliability of the index, but the conceptual understand-
ing raises two issues. First, the notion of state fragility adopted tends to objec-
tivise two theoretical categories—legitimacy, and effectiveness. These two
categories have been formulated to capture a particular model of sovereignty,
according to which the state is sovereign because it is capable of monopolising
the legitimate use of violence. “Effectiveness” and “legitimacy” are categories
elaborated on the Weberian ideal-types of modern states state. The seductive
attempt to use such ideal-types as ahistorical and invariant universal catego-
ries of causal analyses is at odds with the very conceptual rationale of the
Weberian methodology that attributes to ideal-types an interpretative func-
tion (Weber 1991). Second, the definition of state fragility also tends to
parameterise the relationship between one ideal-type of low stateness (state
fragility) and the empirical reality. But this conceptual operation does not
define the relationship between the other ideal types (strong stateness, for
instance) and the empirical data. As a result, only one typology of low state-
ness (state fragility) has been parameterised and transformed into a new phe-
nomenon (the fragile state). It has then been isolated from the conceptual
understanding and historical, philosophical connotation of its original cate-
gory, the state.

From a methodological perspective, the WJP points out that the index
holds a good level of reliability, because for seven of the nine dimensions,
the statistical consistency measured with the Cronbach alpha’s coeflicient is
at 0.90 (the threshold for an affordable aggregation is 0.7). Yet, if we ques-
tion the definition of the Rule of Law provided by the World Justice
Project, we could come to different conclusions about the conceptual reli-
ability of the index. The W]JP approaches the Rule of Law “in terms of the
outcomes that the rule of law brings to societies — such as accountability,
respect for fundamental rights, or access to justice” (The World Justice
Project 2012b). This definition indirectly assumes the existence of an
agreed-upon definition of the rule of law, or at least, that the law brings to
different societies always the same kind of outcome. A deep disagreement
exists between theorists and legal experts about the existence of such a uni-
versal connotation. The World Justice Project assumes that four universal
principles derived from international standards can account for the rule of
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law in any society. However, the operationalisation in terms of outcomes
raises ontological incongruence. First, it ignores the “tensions” faced in the
“overseas land” (Costa and Zolo 2007), where the concept of rule of law is
a product of colonial importation. Second, it ignores how different forms
of law (i.e. the case of Customary Law) are not quantifiable according to
the same criteria used to evaluate the effectiveness in western societies. The
WJP’s definition indeed tends to standardise the outcomes that the rule of
law brings in some countries (in the majority of them), without consider-
ing whether a universal principle is relevant or valid to capture the plurality
of local information. As argued by Ringer, “The commitment to a concep-
tion of the rule of law in terms, roughly, of the number of courts per capita
overlooks the importance of the interaction of state (i.e., ‘official’) courts
with informal for a of dispute resolution, which are long-lived and vital
parts of community life. Thus, ‘local’ and ‘foreign’ understandings of the
rule of law will give rise to different descriptions and prescriptions for the
problems” (Ringer 2014, p. 183).

Comparability

The quality of data employed also affects the comparability of the instru-
ments, that is, the possibility to use the indices for cross- and within-country
comparisons. While the three indices allow for comparisons across countries,
the RoLL, for instance, does not allow for within-country comparisons because
the scores do not capture absolute values.

The SGI allows for within-country comparisons. The methodology is sup-
ported by the implementation of the website’s interactive interfaces through
which data is displayed in a very intuitive manner. The SGI allows policymak-
ers to derive lessons, especially because the metric is structured around three
sub-categories (Policy Performance, Democracy Index, and Governance) that
facilitate comparative analyses.

Comparison is essential to promote conformity since it activates “(interna-
tional) learning processes while at the same time cast[e] a spotlight on vital
reforms for decision-makers and the public” (Bertelsmann Foundation 2014,
p- 3). More specifically, the annual reports, country studies, and sector-based
analyses released by Bertelsmann Foundation identify “forward-looking”
reforms and practices. For instance, the Greece Report released by the
Foundation in 2014 shows how data drawn from the three indices have been
used to monitor the Greek policy performances and reform capacity after the
adhesion to the Memorandum of Understanding (Sotiropoulos et al. 2014).
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The standardisation used for the SFI allows for comparisons over time, but
not across countries. On the methodological side, many indicators are res-
caled when new indicators are added, or new data for years became available.
Moreover, scores of the matrix are not scaled according to a homogeneous
numerical representation. While the majority of indicators are rated accord-
ing to a four-point scale (0 = no fragility, 1 = low fragility, 2 = medium fragil-
ity, and 3 = high fragility), only one indicator (Economic Effectiveness) is
rated on a five-point scale (they include also 4 = “extreme fragility”). While
the total Legitimacy and Effectiveness score are numerically represented, the
matrix displays only the colour icons (green = 0, yellow =1, orange = 2, red =
3, black = 4) for eight indicators. Other three indicators are rated on a nomi-
nal (Regime Type and Regional Effects) and alphanumerical scale (Net Oil
Production or Consumption) that contributes to the erosion of both the com-
parability and intuitive understanding of this instrument.

Conclusion

While there has been a profusion of metrics, the concepts of governance and
stateness remain vague and narrowly interpreted. The chapter claims that such
“creative disorder” reflects the multi-level and multi-agents’ nébuleuse of gov-
erning actors and structures informing the neoliberal process of governance.
Therefore, this chapter emphasises the relevance of evaluating both the nor-
mative demands and conceptual validity of these measures. “The first question
that should occupy potential users of any governance indicator is not the size
of the margins of error, but whether the indicators are valid measurements of
what they purport to measure” (Thomas 2010, p. 37). On the contrary, many
of the contemporary analyses hide behind technical issues a number of ideo-
logical and conceptual problems. This analysis shows that governance
indicators do not always satisfy the standards of conceptual clarity, while
stateness indicators are not even theoretically defensible.

The second question to be addressed when analysing indicators is how
policy demands and normative prescriptions inform the construction of
indicators. The study of indicators of governance has been often bounded to
the search of descriptive solutions. The chapter shows indeed that both indi-
cators of stateness and governance are donor-serving concepts (Barakat and
Larson 2014) indispensable to steer how states and institutions deal with
political crises that challenge the stability of the world order. During the
1990s, the crisis of governing stimulated the emergence of the governance
debate. Here, a minimalist vision of the state-sponsored policy reforms
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focussed on expanding the role of the market in government functions.
While the (good) governance agenda was about “re-structuring the polity
and politics” (Bérzel et al. 2008, p. 7), the state fragility discourse introduced
the idea of re-structuring the state by favouring short-term and outcome-
oriented strategies. The crisis of governance, in turn, forced the academic
debate to rehabilitate the old state category, which has become the object of
a new form of political conditionality.

In conclusion, the third question to be addressed concerns the use and
implications of these indicators. There is broad disagreement and scepticism
about the concrete capacity of these instruments to guide policymaking.
Yet, indicators have the intrinsic function of building and shaping public
discourse and knowledge at large. This implies also the transformation of
Western categories of governance and liberal democracy into parameters of
an imposed universal mode of governance. This outcome is not a mere “con-
solation prize”; it rather represents one of the most important materialisa-
tions of the soft form of power exercised by indicators within the governance
context.

Notes

1. First published as EUI Working Paper, Malito, Debora Valentina.
The Difficulty of Measuring Governance and Stateness. Robert Schuman
Centre for Advanced Studies Working Paper, no. 38 (2015). http://cadmus.eui.
eu/handle/1814/36356. The working paper was originally prepared
for the Workshop Global Governance by Indicators: Measuring Governance
and Stateness held at the European University Institute (13-14 November
2014). In this final form, the chapter benefited from many insights and dis-
cussions. I thank the workshop participants, Nehal Bhuta and Gaby Umbach
for their helpful comments.

2. This is the case of the World Bank, which conceptually emphasises the admin-
istrative and structural infrastructure of governance, but in practice, use per-
formance indicators, to operationalise the Worldwide Governance Indicators.

3. The CPIA is based on 16 variables grouped in four clusters: (a) economic
management; (b) structural policies; (c) policies for social inclusion and
equity; and (d) public sector management and institutions.

4. Voiceand Accountability, Political Stability/Absence of Violence, Government
Effectiveness, Regulatory Quality, Rule of Law, Control of Corruption.

5. Since 2007, the WB has yet also introduced new “Actionable Governance
Indicators”, based on mono-dimensional measures that, focusing on specific
aspects each, are better designed to assist policymaking.
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10.

11.

12.

13.

14.
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For instance, the Democracy Index, provided by Economist Intelligence Unit
presents 60 indicators grouped into five pillars: electoral process and plural-
ism, civil liberties, functioning of government, political participation, and
political culture. The Sustainable Governance Indicators compiled by
Bertelsmann, aggregate three indices (Policy Performance, Governance, and
Democracy).

The expression “with adjectives” is used here to recall the methodological
concern advanced by Collier and Levitsky (1997), to differentiate between
democracy and its sub-dimensions.

. The Weberian monopoly on the legitimate use of force is the fundamental

characteristic of the state. However, the term stateness has been used by polit-
ical theorists like Evans (1997) and Nettl (1968) to indicate the institutional
centrality of the state. As a result, the monopoly on the use of force is essential
to define the state. But to define the institutionalisation of this monopoly, we
have to consider other two categories—the organisational capacity and the
institutional coherence.

For a wider discussion of the methodological issues raised by corruption indi-
cators cfr. Malito 2014.

The Country performance rating is equal to (0.8 *CPIA + 0.2* PORT) *
(GOV/3.5).

The four principles are: “(1) individuals and private entities are accountable
under the law; (2) the laws are clear, publicized, stable, and just; are applied
evenly; and protect fundamental rights, including the security of persons and
property; (3) the process by which the laws are enacted, administered, and
enforced is accessible, fair; (4) Justice is delivered timely by competent, ethi-
cal, and independent representatives and neutrals” (World Justice Project
2014, p. 4).

The constraints on government powers; absence of corruption; open govern-
ment; fundamental rights; order and security; regulatory enforcement; civil
justice; criminal justice; and informal justice (World Justice Project 2014,
p- 4).

The Democracy Index is composed by 15 indicators grouped into four pillars
(electoral process, access to information, civil rights and political liberties,
Rule of Law). The Policy Performance Index is calculated on 16 variables
grouped into three basic sectors (economic, social, and environmental pol-
icy). The Governance Index is composed by 12 indicators, grouped into two
pillars (Executive Capacity and Accountability).

Major Episodes of Political Violence dataset, the Political Terror Scales, Polity
IV Project, Leadership Duration; Elite Leadership Coups datasets, World
Development Indicators, Human Development Report; Structure of Trade;
US Energy Information Administration, US Census Bureau and US Political
Instability Task Force, UNDP Human Development Report, Religious
Fractionalization dataset (Marshall and Cole 2008).
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Sustainability, Sustainability Assessment,
and the Place of Fiscal Sustainability

Paul Burger

Introduction

Along with “too-big-to-fail” risks, the European financial crisis and many
national and international regulation efforts, a debate on fiscal sustainability
has developed in recent years focusing mainly on public debt. The debate
encompasses issues such as risk management, public expenditure and widely
practised company tax “optimisation” strategies. Although it explicitly uses
the term “sustainability”, the debate itself has so far been only weakly embed-
ded within the general debate on sustainable development. Against this back-
drop, the present chapter strives to build some bridges between sustainable
development in general and the specific topic of fiscal sustainability. First, it
sets out the space for conceptions of sustainability in today’s scientific mar-
ket. Second, it addresses some major issues in the field of sustainability assess-
ment to consider their potential strengths and limits in evaluating
developments. In the last section, the chapter addresses the place of fiscal
sustainability on the basis of the results from the first two sections. The chap-
ter argues that fiscal sustainability is not a goal per se (it is not an intrinsic
good), but should rather be seen as related to the resilience of the societal
system and as contributing two important instrumental goods within the
realm of “what to sustain”.

P. Burger ()
University of Basel, Basel, Switzerland

© The Author(s) 2018 139
D.V. Malito et al. (eds.), 7he Palgrave Handbook of Indicators in Global Governance,
https://doi.org/10.1007/978-3-319-62707-6_6



140 P. Burger

The Problem: The Meaning of “Sustainability”
in “Fiscal Sustainability”

The discourse on sustainable development' (SD) has become more and more
agenda-setting and has spread out to many societal fields since 1992. Along
with this process, the term “sustainable” has gained enormous popularity in
both the public and scientific realms. Against the backdrop of the popularity
of the term, it is not very surprising that it has also spilled over into the field
of public finance, especially in the aftermath of the various severe financial
crises in recent years. “Fiscal sustainability” has become a key word in public
and scholarly discourse on public debt and financial risk. To give one example
from the public sphere, when announcing new forthcoming debts for the
years 2015 onwards, after a period of staying in the black, the finance minister
of the Swiss canton Basel-Stadt assured that the government would do its best
to not leave the pathway of “sustainable finance” (Government of Kanton
Basel-Stadt, GKBS 2014).

As is typical of popular and ubiquitously used terms, however, it is very
often far from clear what a person is claiming when she uses the term. A
speaker may be referring to the idea of sustainability as characterised by the
World Commission of Environment and Development (WCED) report
(1987) (often referred to as the Brundtland Report) and at the Rio Conference
in 1992 (UN 1992). However, she could also simply be using the term col-
loquially, with the ordinary language meaning of “long-lasting” or “having a
substantial impact”. Alternatively, she could use the term as a fagon de parler,
that is, with no specific meaning at all. Moreover, even if the speaker uses the
term in the tradition of the WCED report, it will still be far from clear what
exactly she has in mind because there are different scholarly and public con-
ceptions of SD. For example, there are many different action fields,” such as
greening economy, changing mobility patterns, climate change mitigation
and adaptation, agriculture and food, or sustainable universities. In each of
these fields “sustainable” may have different meanings that relate the overall
idea of sustainability to the specific requirements of the field in question.
Within these fields, numerous institutionalising processes can be observed,
such as sustainability reporting according to Global Reporting Initiative
Standards, sustainability offices in universities, sustainability strategies of
countries, and national and international consumer labels like Forest
Stewardship Council, the Marine Stewardship Council, and fair trade labels.
Moreover, the global community has stepped forward by replacing the rather
unspecific goals stated in the Rio documents of 1992 with a set of 17 much
more specific goals known as the Sustainable Development Goals.
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For the sake of argument, let us assume that talking in terms of “fiscal sus-
tainability” is more than using a rhetorical metaphor. The overarching func-
tion of such a term is to qualify or to assess something—be it development or
a specific state of affairs or a human action. When talking about “fiscal sus-
tainability”, the speaker makes two implicit claims. First, she expresses her
concerns that fiscal policy or the fiscal situation ought to be in accordance
with some sustainability criterion, but currently it is not. The assessment cri-
terion is something like “the fiscal situation ought to satisfy requirements
XYZ”. Second, and as a consequence of its violating this standard, the situa-
tion has to be changed to meet the requirements of “sustainability”. From a
functional semantic perspective, “sustainable” is an evaluative term even in its
ordinary language sense.

Although looking at the function of the term helps to understand the type
of content we are dealing with, it does not provide its meaning. Against the
backdrop of the current inflationary use of “sustainable” and the opacity regard-
ing its meaning, it is helpful to first step back and focus on some clarifications
regarding the term. In addition to providing transparency of what we are talk-
ing about, stepping back is important in two respects when analysing the par-
ticular field of fiscal sustainability. First, looking at the options for understanding
sustainability can help pave the way to capturing the relationship between the
general topic of sustainable development and the particular subtopic of fiscal
sustainability—if there is in fact such a relationship. Second, looking at these
options can also help to better understand in what respect “sustainable” is an
evaluative term and what type of evaluation or assessment we can expect.

The argument of this chapter unfolds in three steps. I will first sketch the
most important basic features characterising societal discourse on sustainable
development in general as well as the current most influential conceptions of
sustainability in order to provide an outline of the options for a discussion on
fiscal sustainability (section “Sustainable Development and the Range of
Conceptions of Scientific Sustainability”). In a second step, I will address
some methodological elements of sustainability assessment to demonstrate
that these assessments are normally “if-then” statements and that the related
quantitative indicators (“numbers”) should be treated carefully and viewed
from a critical distance (section “Sustainability Assessment”). Finally, I will
argue for an understanding of fiscal sustainability as a subtopic within the
overall term “sustainability”. It stands for an instrumental good, not an intrin-
sic one. As such, fiscal sustainability is part of the broader issue of ensuring the
state’s action and reaction potential and ensuring the functioning of the sys-
tem at the interface between intra- and intergenerational justice (section
“Fiscal Sustainability”).
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Sustainable Development and the Range
of Conceptions of Scientific Sustainability

Although the various elements making up the idea of sustainable develop-
ment have roots reaching further back than the famous WCED report of
1987,° together with the documents from the Rio conference of 1992 this
report strongly framed modern societal discourse on SD. Given the enduring
global inequality and the resulting obligation to alleviate poverty, they both
plead for huge development efforts, including economic development. There
is, however, a substantial problem to tackle when taking this route. As tradi-
tional economic development is strongly based on natural resource extraction
and produces many emissions and waste, and as natural resources and the sink
capacities of ecosystems are limited, we face a development dilemma: if we use
global natural resources for our economic and social development and con-
tinue to emit the way we have done so far, we may well be successful in devel-
oping global society towards increased wellbeing for our generation, but at the
same time strongly undermine the capacity for future generations to do so as
well. The so-called Western lifestyle (consumption patterns), as the claim
goes, is not globally generalisable given the existing environmental resources
and the inherent fragility of ecosystems. The remedy for avoiding such a
development dilemma is a sort of paradigm change from “traditional eco-
nomic growth” to “sustainable development” (or sustainable growth), which
considers the legitimate claims of future generations to be able to live a good
life t0o.

The plea for sustainable development is based on a somewhat general risk
assessment: there is a strong probability that severe scarcities will emerge or
vulnerable ecosystems will substantially change their equilibrium states. If this
happens, it will lead to harmful effects for human beings. Not only could the
magnitude of harm potentially surpass the benefits today, but their occur-
rence would also result in strong inequality across generations: benefits for us
today; harm for future generations. Hence, concerns regarding future (not-
yet-alive) generations are at the basis of the rationale for public and scientific
discussion of SD. Among other things, sustainable development consists in
decoupling not only economic growth but also human wellbeing from
resource and energy consumption and the related emissions.

This Brundtland and Rio-based idea of sustainable development is, how-
ever, a very abstract model. Although it claims to steer political and economic
decisions, it primarily constitutes a general maxim about taking account of
the long-term effects on future generations related to the scarcity of resources
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and the fragility of systems. Armin Grunwald characterises this as a pre-
deliberative role model (Grunwald 2009), that is, as a maxim that people can
agree upon as a general framework condition for their deliberation (see also
Christen 2013). Content, however, has to be filled in through deliberation. A
second also quite generally stated maxim related to this general sustainability
idea is directed at a more integrative way of policy making: to avoid future
negative impacts, the current dominant sector-policy system should be given
up in favour of integrated policies looking at the dynamic interfaces between
social, economic, and environmental subsystems. These core general-maxim
elements of SD obviously need to be further operationalised to really steer
human decisions. This cannot be done without further conceptual elements.
Notwithstanding its abstractness, the content of the role model does not
invite arbitrariness. The following six properties characterise it and the related
societal discourse: (a) “sustainable” somehow qualifies development, that is, it
is about shaping the future; (b) it is about ensuring human wellbeing for
today’s and future generations (intra- and intergenerational justice); (c) it
includes considering risks stemming from the scarcity of resources and the
fragility of systems’ in its evaluative sphere; (d) it requires taking into account
human-nature relations in our decisions; (e) “sustainable” is qualified as
acknowledging uncertainty as a frame condition for policies and strategies (as
a consequence of a—d); and (f) it calls for “change”, that is, for societal trans-
formation (see Burger and Christen 2011; Christen and Schmidt 2011).
Against the backdrop of these six general features, one might be tempted to
distil three constitutive domains or aspects from the general idea of sustain-
able development. There is an overall goal of ensuring human wellbeing, and
related to this there are concerns of intra- and intergenerational justice (a, b,
©); there is additionally a scarcity of resources and a fragility of systems, and
related to this there are concerns about vulnerability and resilience (c, d);
finally, there is a call for societal transformation, and in particular for gover-
nance of SD (e and f). Most importantly, the overall idea of SD encompasses
not only one or two of these components but its essence is built of all three.
Looking at science against this backdrop immediately reveals an extremely
heterogeneous picture of how these different components have been concep-
tualised during the past 25 years.® There are those who overtly reject going
along with the Brundtland tradition and its commitment to justice. Ehrenfeld
(2004), for example, restricts the meaning of sustainability to nature’s flows
of energy and matter as blueprints for industrial production. On the con-
trary, Pearce and Atkinson (1998) defend the meaningfulness of SD as a
“concept of equity between generations” (Pearce and Atkinson 1998, p. 7) by
pointing out that it (a) considers longer time horizons than just overlapping
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generations by searching for “guarantees that development will be sustain-
able” (Pearce and Atkinson 1998, p. 7) and (b) asks us to clarify what “should
constitute the bequest between generations” (Pearce and Atkinson 1998,
p- 8). Dobson (1996) structures the conceptual offerings into four categories:
what should be sustained; why it should be sustained; the object(s) of con-
cern (the scope of whose entitlements should be included, that is, only
humans or also animals, etc.); and rules concerning substitutability between
different types of capital. Whereas Dobson’s what to sustain is goal oriented
(what are the goods to be sustained over time?), Pearce and Atkinson argue
for a capital-, hence means-, oriented approach” to SD by claiming that we
should approach the preconditions for realising wellbeing rather than wellbe-
ing itself (which for economists is mainly a utility function). Barry (1999)
emphasises the relevance of population growth and understanding sustain-
ability as a function relating population to resources. Kates et al.’s (2005)
review distinguishes between approaches that (a) give definitions of a possible
set of criteria, (b) frame SD as sets of goals (“what to sustain?”), (c) offer
schemes for measuring it (“indicator systems”), or (d) interpret SD as a soci-
etal practice or even a societal movement. They conclude that the “concrete
challenges of sustainable development are at least as heterogeneous and com-
plex as the diversity of human societies and natural ecosystems around the
world” (Kates et al. 2005, p. 20). In addition, there is also a strong stream of
literature that focuses on the procedural side of transitions towards
SD. According to this literature, SD is a paradigm case for a new type of
societal steering (Lafferty 2004a; Voss et al. 2007), expressing a shift from
traditional governmental steering to new modes of governance (Weale 2011)
such as strengthening public participation (Meadowcroft 2004) or commu-
nity-based decisions (Norton 2005). To add even more complexity to the
different scientific approaches to SD, there is also a literature proposing
understanding SD in terms of resilience and vulnerability (Gallopin 2006;
Smith and Sterling 2008). According to this line of reasoning, SD is about
safeguarding basic life-supporting system functions, be they of the global
ecosystem or of societal systems (Robert et al. 2002).2

This brief journey through the scientific approaches to SD seems to not
only paint a confusing and heterogeneous picture, but also to add evidence for
what critics often find faulty with SD, namely that it is an empty concept
inviting one to include anything that seems appropriate.” However, this pic-
ture does not seem to be accurate. Certainly, there is diversity but by no means
arbitrariness. When we consider the three constitutive domains of SD identi-
fied above, we can rationally structure this multitude of approaches along
these three lines, and by doing so develop the following overview.
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A first group encompasses those approaches that explicitly base their con-
ception of SD on theoretical elements regarding wellbeing and intra- and
intergenerational justice. Wellbeing is the relevant intrinsic good, that is, the
core brick of what to sustain, regardless of how it is further operationalised.
Some even expand the scope of wellbeing beyond the domain of humans to
also include sentient animals, as is done, for example, by Ott and Déring
(2008). In any case, SD is conceptualised on the basis of theoretical elements
taken from ethics. As there are a number of different conceptions of justice
(e.g. distinguishing between the underlying metric of wellbeing and the prin-
ciple of distribution) we will get different conceptions of SD. This group
includes, among others, economics-driven approaches like non-declining
welfare (Gowdy 2005) or non-declining capital stock (Pearce and Atkinson
1998) as well as the so-called minimal necessary condition approaches based
either on basic needs (Meyer 2015)'° or on capabilities (Burger and Christen
2011; see also Rauschmayer et al. 2012). Hence, it is possible to explain the
obvious diversity as resulting from different rationales regarding justice.'!

The second group takes its rationale from the existing substantial risks,
especially those related to the fragility of systems. Climate change, degrada-
tion of ecosystems, and loss of biodiversity have become much more accentu-
ated since the 1980s. Concerns regarding the carrying capacity and hence the
resilience of the earth’s ecosystem together with requirements to adapt to the
already changing environment have become a focal point within the sustain-
ability discourse. In addition, the vulnerability or resilience of social systems
has gained attention (Berkes et al. 2006). There is also a debate on so-called
state failure (see Call 2011),'* but vulnerability has already been present for
quite a while, for example within the Sustainable Livelihood Approach
(Chambers and Conway 1992). The theoretical elements in this second group
are normally based on some variation of system theory together with criteria
regarding carrying capacities. According to this line of reasoning, safeguard-
ing the life-supporting functions of natural and social systems (preventing
major system breakdowns) is the relevant good, that is, the core brick of what
to sustain—without denying the relevance of wellbeing (see, e.g. Robert et al.
2002). However, as neither resilience nor vulnerability are precisely defined
terms (Gallopin 2006; Adger 2006; Janssen and Ostrom 2006) and as there
are different approaches available for conceptualising human-nature systems
(Ostrom 2009; Fischer-Kowalski and Haberl 2007)," we find strong varia-
tions within this group too. Nevertheless, we can again trace back the ratio-
nale for these variations.

The third group of sustainability conceptions takes its rationale from the
component of “development” within SD. Development implies the existence
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of societal processes and it requires building and transforming institutions,
regulations, knowledge, skills, and the like. Sustainable development will not
just happen, but requires steering efforts, regardless of how “steering” is fur-
ther operationalised. The WCED and the Rio documents, for example, put
strong emphasis on local participation and on overcoming the dominance of
sector policies in favour of integrated policies. The literature in this third
group focuses on favourable enabling conditions for such societal transforma-
tions. Following Lafferty’s (2004a, b) claim of a correlation between form and
function, the literature centres on topics such as adaptive (Armitage et al.
2009) or transition management (Kemp et al. 2007a), reflexive governance
(Voss et al. 2006), and societal learning processes (Pahl-Wostl 2009), espe-
cially including participation (Meadowcroft 2004). These are goal-directed
insofar as they are committed to the societal goals expressed by the idea of
sustainability, but this literature does not contribute to the scientific debate
on goals as such, but rather to the scientific debate on realising such societal
goals. In line with Jirgen Habermas (2007), we can label these authors “SD
proceduralists”. Their approaches focus on societal capacities enabling change,
especially looking at favourable conditions for deliberation and negotiation.
Differentiation can be tracked down to different aspects and domains as well
as to different theoretical approaches (e.g. institutionalism or governance).
From the perspective of the three constitutive features identified above, we
can understand their scientific contributions in terms of analysing relevant
conditions and requirements for current and future societal capacity of action
and reaction for change and adapration.

Following the line of reasoning sketched above, we obtain a highly differ-
entiated but nevertheless clearly structured and transparent picture of current
sustainability approaches (Fig. 6.1).

This is not the place to further discuss their strengths and weaknesses. For
the purpose of this chapter it suffices to say that I have argued against arbi-
trariness by revealing the different rationales behind the scientific variations,
and especially (a) that the types respond to the three constitutive bricks within
the topic of sustainability, and (b) that variations within these types come
from the different emphases of established theories.

Sustainability Assessment

When talking in terms of “fiscal sustainability” and how it is related to the
broader societal discourse on SD, links have to be drawn between public
finances and (a) ensuring human wellbeing (concerns about intra- and
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[ 3 Types of scientific sustainability conceptions 1
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Fig. 6.1 The three types of sustainability conceptions and their internal differentia-
tion. Source: Own elaboration

intergenerational justice), (b) concerns regarding vulnerability and resilience,
and (c) societal transformation issues. Before looking at such possible links, I
will first further highlight the type of information we gain from carrying out
a sustainability assessment.

There is no dispute over the function of such an assessment: it should
inform decision-making. A government wants to know the facts and figures
which reveal whether the country’s development points towards the goals as
stated in its sustainability strategy. Actors would like to have a tool at hand
that enables them to assess ex ante the possible consequences of their actions.
In what follows the analysis will take this function for granted. However, a
much less trivial issue consists in clarifying what “informing decision-making”
means. Can we expect to provide arguments for best or second-best solutions
on the basis of sustainability assessments?

Let us first have a look at three famous examples representing the chal-
lenges behind sustainability assessments. The first is nuclear power. It is easy
to find two completely contradictory sustainability assessments regarding
nuclear power: one supporting its sustainability; the other denying it
(OECD 2000; Sustainable Development Commission UK, SDC-UK
2006). The Ecological Footprint (EF) is another case. The basic idea behind
this is to translate energy and resource consumption into spaces needed for
reproducing the amount demanded on a renewable basis and comparing
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that space with what is available on our planet or within the country in
question. Applying this scheme reveals that global human society needs “x”
times the reproductive capacity of our planet and a specific nation “y” times
its capacity. Following this approach to sustainability assessment, some Arab
countries are said to be the most unsustainable and some countries of the
South, like Gabon or Guyana, are said to be the most sustainable (Global
Footprint Network, GFN 2010). However, from a wellbeing perspective,
this amounts to saying that countries with a seriously deprived population
are the most sustainable ones. The third case is the World Bank’s (WB) sus-
tainability criterion. According to this approach to sustainability assess-
ment, China and Singapore are said to be the most sustainable countries.
The ranking is based on a variation of the genuine savings approach (adjusted
net savings—a version of weak sustainability) that measures the rate of (cap-
ital) savings for future generations in relation to investment in human capi-
tal, the depletion of natural resources, and damages caused by emissions.
Whereas the EF leads to very poor countries being the most sustainable, the
WB has dictatorships as its flagships.

The contradictory claims regarding nuclear power do not result from differ-
ent understandings of what a nuclear power system is, that is, of its technical
properties. They also do not involve different grades of risk aversion. They are
the results of different criteria for “sustainability” together with different indi-
cators used to operationalise the underlying criteria.'* The rankings offered by
the EF and WB are also fully dependent on their respective underlying
assumptions. EF and WB primarily look at environmental resources, albeit
from totally different perspectives. Democracy or societal transformation
capacities are not part of either of these assessments.

Obviously, the result of a sustainability assessment is dependent on the
underlying criteria and an evaluation will display how well or poorly the eval-
uative criteria employed are met. Sustainability assessments always provide
“if-then” statements as information for decision-making: given that we have
criteria set A to evaluate “sustainability”, we get the result R. From section
“Sustainable Development and the Range of Conceptions of Scientific
Sustainability” above, we already know that we have to deal with different
evaluation schemes for SD. Hopton et al. (2010) provide a good example
from the field of environmental sustainability. They compare four assessment
schemes (among them, the EF) and conclude that each assessment scheme has
its merits and weaknesses in capturing the ecological domain. More impor-
tantly, the authors demonstrate that these assessment schemes pick up differ-
ent aspects of the overall complex ecosystem. They also argue that we need all
of them as they are mutually complementary.
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Hence, we have good reasons to expect plurality within the field of sustain-
ability assessment. As we have different options for sustainability conceptions
and as any serious sustainability assessment will be based on a sustainability
conception, we have to expect different assessment results. However, plurality
is not to be confused with “anything goes”. Plurality instead results from com-
plexity itself together with different perspectives on it. If we require a sustain-
ability assessment to include the three constitutive fields sketched above and
if we agree in saying that there are different well-established ethical approaches
but there is no grand unified theory of human-nature systems, then the con-
sequence will be that we have differing results from sustainability assessments
stemming from different assumptions.

From a decision-making point of view, however, such a “there are different
assessment schemes with different results” situation could be seen as uncom-
fortable. There would then be no clear basis on which to build a decision. This
is why aggregated indicators like GDP (as a measure of non-declining welfare)
or the EF or WB are so attractive. They give a number that seems to allow
benchmarking across countries. Such aggregated indicators meet the rational
requirement that decisions should be based on a clear ranking of the options
(X is better than Y and Y is better than Z). Only aggregated indicators can
offer a clear ordering for decisions whereas a set of non-weighted indicators
cannot. Even the strongest sceptics of the rational choice assumption behind
this argument can concede the strength of such aggregated indicators.

However, first, plurality cannot be overcome in this way because it is still
the case that each outcome of the assessments is an “if-then” statement which
is dependent on the assumptions made. GDP, EF, and WB only capture spe-
cific factors, not the full range of relevant factors according to section “The
Problem: The Meaning of ‘Sustainability’ in ‘Fiscal Sustainability’”. Second,
there is a hidden assumption that we can always rank options in a better-worse
order. Assume, however, that there are conflicting values, for example between
claims for public participation and for the efhcient functioning of a state.
Suppose further that there are conflicts between, for example, economic efh-
ciency and system resilience (a relevant issue in the discourse on energy transi-
tion) and between further improving wellbeing and resource scarcity. It is
certainly logically possible to try to order all these conflicting goods, but it is
also reasonable to argue that societal decisions are based on balancing these
goods rather than finding best and second-best solutions because the com-
plexity in question cannot be reduced to one decision-informing scheme.?

Further methodological elements for sustainability assessments are stated in the
so-called Bellagio principles for sustainability assessment (Bellagio Principles,
1997). These include, among others, the requirement of a transparent
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approach to the system in question (often including human-nature interactions)
and that of a clear rationale for choosing indicator system “A” rather than “B”.
More generally, the following formal requirements for a sustainability assess-
ment system can be postulated based on the Bellagio Principles: (a) they
should strive to inform action; (b) they should be potentially adaptable to
future developments; (c) there must be an underlying socio-ecological theory
to capture human-nature systems; (d) there should be a systematic approach
to representing the issue in question; (e) the normative principle(s) used
should be made transparent; (f) there should be rules capturing the ecological
limits; (g) a goal system for explicit assessment is needed; and (h) rules for
“final evaluation”, that is, aggregation rules or how to deal with multiple
dimensions, should be stated (capturing what has been discussed above, at the
very least). These formal requirements represent the characteristics of sustain-
ability elaborated above as follows: criteria (c), (d) and (f) deal with scarcity
and fragility embedded in human-nature systems; (e) and (g) address the
inherent normativity of sustainability (wellbeing, justice); (a) and (h) are
linked to “transforming societies”, and (b) captures uncertainty and openness
of development.

A more recent study on approaches to sustainability assessment of energy
systems reveals that these formal requirements are only partially followed
(Moser, 2014). The sample includes 30 papers/agency publications on sus-
tainability assessments of the energy system and provides the following fre-
quencies (Table 6.1):

Whereas (a) is quite well served, the crucial fields (e), (f), and (g), which
capture core components of sustainability assessment and in particular its goal
orientation, are covered to a much lesser degree. Moreover, none of them explic-
itly look at the energy system as a coupled human-nature system, which is
astonishing. However, one could argue that all assessment approaches implicitly
apply (c) so that no explicit argument is needed. The most important lesson to
learn, however, is that we have not only a diversity of theoretical elements, as
discussed so far, but we also have diversity based on how the methodological
components of such an assessment are served or are taken into account.

Table 6.1 Frequency of SD Methodological Bricks in Sustainable Energy System
Assessments

(1 (2) 3 @ (5) (6) (7 (8)
21/30 8/30 0 16/30 11/30 13/30 10/30 n.a.?

Source: Own compilation based on Moser (2014)
2No general statement on frequency can be made here due to there being too many
different solutions and approaches within the sample
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Again, the lesson to be learned is neither that “anything goes” nor that sus-
tainability assessment is a worthless endeavour. Instead, the lesson is that the
perspective provided by Hopton et al. (2010) should be more generalised. To
put it simply, distrust any one-dimensional sustainability assessment. There
may be cases in which clear and transparent rankings covering all the relevant
possible options are achievable, so that decisions can be unambiguously
informed. However, this is only possible when other relevant issues are delib-
erately left out, as our short discussion on GDP, EF, and WB clearly demon-
strates. Complexity has to be reduced, but the question is to what extent and
what information is lost in the process. There are good reasons to assume that
relevant intrinsic and instrumental goods within the three domains of wellbe-
ing, resilience of systems, and capacity for societal development are not inde-
pendent—especially when we try to maximise any one of them.

An excursion to a thought experiment presented by Colin Farrelly (2007)
could add additional force to this line of reasoning. According to John Rawls,
the most relevant primary good to maximise is public participation. The more
people can participate in voting and deciding, the better off they are (given
the background assumption that they are able to pursue other aims as well).
Against the backdrop of this premise, Farrelly invites us to look at California
as a case in point. California is geographically large, has a big population, and
its democratic activities bind financial and other resources. We cannot maxi-
mise participation without bringing more financial means into the game. But
maximisation of participation does not generate financial resources. Hence,
efforts to maximise democratic practices could lead decision-makers to real-
locate resources from other fields, for example social programmes. This could
then potentially have negative effects on the entire population, including
those who are deemed to be the worst off or the poorer part of the population,
thereby undermining the premise (that they are able to pursue other aims as
well) on which the efforts for maximisation is built. The idea of SD points
precisely to this problem: attempts to maximise wellbeing have to take into
account the availability of resources and restrictions arising from efficiency
considerations, for example. There are multiple components that need to be
balanced and the reduction of complexity suggested must pay attention to the
possibility of trade-offs emerging.

To sum up, we can say that sustainability assessments are “if-then” state-
ments in at least three respects. They are dependent on normative elements
regarding their evaluation criteria, they are dependent on elements regarding
the representation of the system, and, since we are dealing with the future,
they are always accompanied by uncertainty. It is reasonable to look of SD as
requiring trade-offs rather than best or second-best solutions. Accordingly,
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sustainability assessments can build a systematic information basis for societal
deliberation and negotiation but they can hardly inform decision-making
directly by delivering best or second-best solutions.

Fiscal Sustainability

There are three possible meanings of “sustainable” in “fiscal sustainability”.
First, its use may simply be due to the popularity of the term and it brings
with it no specific content. Second, “fiscal sustainability” can be a specific
discourse related to a long tradition of financial risk assessment without any
clear relation to the overall sustainability discourse. Here, the meaning of
sustainability is strongly influenced by the ordinary language use of the word
to signify “long-lasting” or “having a substantial impact”. Third, it can be a
subtopic of the broader sustainability discourse. The latter can encompass the
second option, whereas the inverse relation does not hold.

One way to look at the relation between “fiscal” and “sustainability” is by
asking in what respect “public debt” is a sustainability topic. In answering
this question, we move towards questions of intergenerational justice. To
show this, consider the fact that there are many severe crises which have little
to do with sustainability since they do not involve intergenerational equity.
For example, a volcanic eruption or a famine resulting from catastrophic
weather conditions indeed causes much harm, and emergency plans are of
utmost importance in responding to and managing such crises. Humanitarian
aid has to be organised. However, there is little to nothing that the sustain-
ability discourse can contribute to informing the necessary decision-making
in such cases. To bring sustainability, as so far discussed, into crisis manage-
ment would require az least a future-oriented perspective that includes inter-
generational issues, involving potential harm for future generations or issues
of an unjust distribution of benefits and burdens between generations.
Questions and issues surrounding intergenerational justice in general are not
totally new societal topics. Pension systems or responsibility for one’s chil-
dren, for example, involves intergenerational considerations. However, from
the perspective of Pearce and Atkinson (1998), sustainability goes beyond
“the living together of the currently living generations” (=intergenerational
justice,); it involves at least some of the not-yet-living generations (intergen-
erational justice,). Public debt does raise concerns about intergenerational
justice in general as the current living generation profits on the shoulders of
its own children, who will have to pay back the debt, that is, they do not
profit but will carry the burden. However, this is intergenerational justice;,
not intergenerational justice,.
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There are at least two arguments for looking at public debt from the per-
spective of intergenerational justice,. First, the three constitutive features
introduced above do not characterise “sustainability” in terms of “environ-
mental risks” but more generally in terms of “system risks”. Many environ-
mental risks, today in particular ones related to emissions and the growing
fragility of ecosystems, belong to the set of system risks. “System risk” refers
to the probability of an event occurring that provokes a major system break-
down which goes beyond the given resilience threshold. A nuclear war, for
example, is a severe system risk. Struck by such an event, the system in ques-
tion will no longer be able to deliver the relevant functions. This holds for
both human and natural systems. Hence, public debt can belong to the realm
of intergenerational justice, if it has a relevant probability of triggering an
event that provokes a system breakdown, where “system” here refers to human
societies.

Second, intergenerational justice, comes into an evaluation scheme if there
are relevant concerns about the opportunity space for future generations to
realise a good life. Imagine the following. Unfortunately, climate change pro-
gresses faster than expected and a nation faces unexpected early severe chal-
lenges to deal with flooding. Fortunately, there is still enough time to adapt to
the changing environment, at least if investments in flood management can
be realised. Unfortunately, however, and due to a critical state of the public
finances, these investments could only be made by either surpassing a critical
threshold of public debt or by reducing social welfare contributions (or some
other important expenditure). The first option could provoke a financial sys-
tem breakdown; the second a social system breakdown.

For these two reasons, public debt should indeed also be evaluated from a
broader sustainability perspective. Public debt is related to opening or closing
opportunity spaces for both those currently living and future generations to
realise a decent life. In this respect, it involves issues of intergenerational jus-
tice,, because it is not only related to burdens and benefits for generation
currently alive, but to potential opportunities for realising wellbeing for future
generations not yet alive. More directly, the topic is related to (a) the possibil-
ity of a major (societal) system breakdown transcending the resilience level
and (b) the capacity of societies to deal with a changing environment or new
challenges.

In what respect these risks exist is an empirical question. Answering it
would go much beyond the scope and expertise of the present chapter.
However, the line of argument presented leads to the conclusion that there
are two substantial instrumental goods involved in a serious discussion of
fiscal sustainability. The first is resilience of the social systems in question. A
financial breakdown can lead to a system breakdown. Most importantly,
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today’s debts can have that effect in an imagined future. The second is soci-
ety’s potential to act and react for transformation and adaptation. Financial
shortages due to severe public debt can substantially impact on innovation
and adaptation processes. Both a system breakdown and a restricted oppor-
tunity space for innovation and adaptation will most certainly have negative
impacts on the wellbeing of the generation affected. Hence, by including
the instrumental goods “resilience of the social system” and “societal action
and reaction potential” there is a well-founded bridge linking the traditional
sectorial debate on fiscal risks with the much broader sustainability
discourse.

As for measurement, methodologically speaking there is nothing special to
it. What has been said in section “Sustainability Assessment” also holds true
for “fiscal sustainability” with any of the possible meanings of “sustainable”.
First, assessing the risks related to public debt is always dependent on what
Renn and Klinke (2015) call “socio-political ambiguity” and what I have
referred to as theoretical elements characterising the “if” in the related “if-
then” statements. These elements include all those in sections “Sustainable
Development and the Range of Conceptions of Scientific Sustainability” and
“Sustainability Assessment”. Searching for an aggregate number, like the ratio
between debt and GDDP, can be informative and useful, but it only expresses
one perspective with a specific reduction of complexity. In line with Hopton
etal. (2010), we should claim that complementary approaches are needed and
that decision-making should not rely on only one specific approach. Second,
assessing the risks related to public debt within a sustainability framework
should refrain from looking at it from a sectorial perspective. The fiscal situa-
tion of a state has to be related to other relevant societal challenges (e.g. equity,
democratic legitimacy, environmental challenges, and so on) and become part
of considerations on the societal potential to act and react to cope with its
changing environments.

Conclusion

It is reasonable to look on fiscal sustainability as a specific subtopic of sustain-
able development. It deals with states” financial capital as a specific type of
resource needed to ensure the wellbeing of the currently living and future
generations. However, we can hardly expect to find something like a well-
defined tipping point or a threshold level as a criterion for sustainability on
which we can base decisions unequivocally. Fiscal sustainability is part of a
complex equation also involving natural resources, system fragility, human
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wellbeing, efficiency and the requirements of democracy and business, and so
on. Any solution will further depend on additional conceptual investments,
as argued in this chapter. Accordingly, we should aim to have a framework for
finding reasonably balanced solutions rather than strive for optimal
solutions.

Notes

1. It is not within the scope of this chapter to distinguish between sustainable
development and sustainability.

2. In an enquiry on existing research on SD at universities and other research
institutions in the tri-national Upper Rhine Region (Burger et al. 2014), we
distinguished 18 different topic fields ranging from energy to water issues to
houschold consumption to governance and transition. We also included the
field of fiscal sustainability.

3. The famous woodcutter rule of not harvesting more wood from a forest than
will grow again was first written down by Hans Carl von Carlowitz in
1713 (von Carlowitz 2012). Its roots go back to the mediaeval period as
Ulrich Grober (2010) reveals. However, it is standard in today’s scientific
reasoning on SD that the woodcutter rule is much too simple to serve as a
foundation for conceptualising SD.

4. The WCED’s definition of sustainable development uses the term “needs”

(satisfaction of needs) to address quality of life. For reasons beyond the scope

of this chapter, “needs” will not be considered; instead, the chapter will refer

in general to a good or decent life, leaving aside the question of an appropriate
metric for wellbeing.

Among other things, this includes environmental risks.

(V)

6. Neither scarcity of resources nor intergenerational issues are really new topics,
cf. for example Solow (1974). However, I follow Pearce and Atkinson (1998)
and many others in saying that SD along the lines of the WCED report
brings in new aspects.

7. The famous controversy about weak and strong sustainability, that is, about
substitution of especially natural resources (capital) by economic or social
capital often builds on such a capital stock approach.

8. One could add the famous three-pillar approach to this list. However, I do
not look upon it as a theoretical approach to SD but rather as a pragmatic
management rule: consider at least societal, environmental, and economic
issues when dealing with the consequences of our decisions.

9. Cf. the nice metaphor in Pearce et al. (1991, p. 3): SD could be looked upon
as something you simply have to like just like motherhood or apple pie.

10. Meyer deals with intergenerational justice in general, not specifically SD.
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11. There are further distinguishing elements such as how to conceptualise future
generations (e.g. Partridge 2001) or how to cope with the related non-identity
problem (Parfic 1984). Discussing these would, however, go beyond the scope
of this chapter.

12. Instead of using the unclearly defined notion of a “failed state”, Call 2011
discusses three fundamental functions a state has to fulfil: providing its popu-
lation with basic goods; infrastructure security; and a legitimacy of political
elites.

13. Additionally, there is a vast body of literature on ecosystem services and on
environmental management.

14. To give an example: if you include an indicator such as “number of deaths per
KWh produced”, nuclear power will be rated top since there are few (direct)
casualties (e.g. Chernobyl). If you take an indicator such as “number of per-
sons evacuated per KWh produced”, the rating will be inverted, given the
numbers from Chernobyl and Fukushima.

15. Further elaborating this argument would be the topic of another chapter.
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Measuring Governance: Revisiting
the Uses of Corruption and Transparency
Indicators

Robert P. Beschel Jr

Introduction

Humanity has long grappled with the challenge of measuring corruption and
understanding its trends and impact. Italian history provides a particularly
interesting case study. In his incisive and provocative study, “Corruption and
the Decline of Rome”, historian Ramsay MacMullen argues that by the late
empire a massive shift had occurred in government ethics and civic life.
Corruption had become a cancer eating away at the sinews of the state:

Bribery and abuses always occurred, of course. But by the fourth and fifth cen-
turies they had become the norm: no longer abuses of a system, but an alterna-
tive system in itself. The cash nexus overrode all other ties. Everything was
bought and sold: public offices including army commands and bishoprics,
judges’ verdicts, tax assessments, access to authority on every level, and particu-
larly the Emperor. The traditional web of obligations became a marketplace of
power, ruled only by naked self-interest. Governments operation was perma-
nently, massively distorted. Imperial authority was of course upheld, since it was
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precisely the source of illicit gain. But its power was dissipated into thousands
of private channels in a way that did not happen in the earlier empire.
(MacMullen 1988; Williams n.d.)

While the loss of Rome’s geopolitical influence was real and had been under
way for well over a century prior to the final deposing of Emperor Romulus
in 476 AD, the role of corruption in bringing it about remains more conten-
tious. It is clear that the empire that was able to protect itself and project
power effectively under Trajan—and to mobilise the political, military, finan-
cial and administrative resources that would allow it to—had become inca-
pable of doing so by the late fifth century. Was the decline in virtue and the
growing abuse of public office real? Or is this a post-hoc rationalisation and
only perceived as such against some idealised vision of the past? While
MacMullen makes a powerful and compelling case, his argument falls more
into the realm of historical interpretation than established fact. Sixteen centu-
ries later, it is virtually impossible to conclusively prove that corruption in the
late Roman Empire was qualitatively and quantitatively different to that in
earlier periods. We lack access to the sort of data and benchmarks that would
allow definitive judgements to be made.

More recently, contemporary scholars have been working hard to take
advantage of the techniques available to modern social science to address
issues of corruption with more accuracy and rigor. Since the late 1980s,
efforts to apply a variety of analytical techniques to the empirical study of
corruption have gathered particular momentum. As Box 7.1 indicates, a
wealth of comparative indices and assessment tools are now available to
everybody with an internet connection, and additional proprietary assess-
ments and analyses are available to those who have access to or are other-
wise willing to pay for them. Some indices, such as Transparency
International’s (TI) Corruption Perceptions Index (CPI), seek to directly
measure corruption and provide international comparative data. Others,
such as the Bertelsmann Stiftung’s Transformation Index (BTI), focus
more on broader governance issues and only address corruption implic-
itly. Still other indicators, such as the Public Expenditure and Financial
Accountability (PEFA) and the Business Environment and Enterprise
Performance Survey (BEEPS) indicators, seek to measure the quality of
selected government functions that will have a direct bearing on certain
dimensions of corruption. (PEFA was not originally intended to provide
cross-country comparative data, but is increasingly being used in this con-
text.) Our discussion will be directed towards these indicators, particu-

larly those that are publicly available.
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Box 7.1 Commonly Used Global Indices and Metrics for Corruption

Perception-Based Indices: Transparency International Global Corruption
Barometer; World Values Survey; Gallup Surveys; Business Environment and
Enterprise Performance Survey (BEEPS); Afrobarometer surveys.

Expert-Based Indices and Assessments: Transparency International Corruption
Perceptions Index (CPI); Global Integrity Reports; World Bank Country Policy and
Institutional Assessment (CPIA); Public Expenditure and Financial Accountability
(PEFA) Assessments; World Economic Forum Global Competitiveness Report;
United Nations Convention Against Corruption Assessments; Global Financial
Integrity lllicit Financial Flows assessments.

Composite Indices: Worldwide Governance Indicators (WGlIs), Bertelsmann
Stiftung Transformation Index (BTI); World Justice Project Rule of Law Index.

Source: Own compilation

This Box only focuses on the most widely known and publicly available indices.
A variety of other indices are produced by private firms—such as the Economist
Intelligence Unit, Verisk Maplecroft, RSM and the PRS Group—and are often
tailored to the needs of certain clients or sectors

The above efforts have found receptive audiences. Businesses have used
them as inputs in investment decisions. Governments have alternately used
them as a source of pride and/or motivation or criticised them as biased or
inaccurate. Civil society organisations have used them as tools to advance
their political and social causes. Donor agencies, such as the World Bank,
have sought to use them both to guide resource allocation and to inform
country programming and support.

Are these indicators ultimately capable of carrying this freight? This chapter
will review their uses and evolution, with particular reference to those used by
the World Bank. It will reflect on the goals of these indicators and the types of
use that they are typically put to. It will highlight the relative strengths and
weaknesses of the indicators most in circulation. It will provide some context
on how they have evolved and what directions they are likely to head in in the
next decade. In addition, it will both begin and conclude with a few reflec-
tions on how they should best be used.

Uses of Corruption and Transparency Indices

Before probing the efficacy of these indicators, it is important to inquire into
their intended uses. Addressing this question is complicated, as different
actors typically have different objectives, expectations, time and capacity to
absorb and understand the indices. There is seldom any “one size fits all”
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approach that will satisfy the disparate demands of different constituencies,
but the uses of corruption and transparency indices typically fall into six
categories:

1. 70 evaluate the nature and depth of a problem by placing it in a global context.
At the most basic level, corruption-related indicators reflect the desire of
many different actors to simply know how “good” (or more typically, how
bad) the governance environment is in a given state or polity. This desire in
turn feeds a hunger for a clear set of rankings that can summarise complex
phenomena into a simple number or readily comprehendible benchmark
that can be instantly grasped and understood by a broad proportion of the
population.

2. 1o provide guidance as to what potential solutions should look like. 1deally,
indicators should be both “actionable” (in that they point the way for those
interested in taking concrete steps to make things better) and “action-
worthy” (in that they focus attention on important measures that, if
enacted, will have an impact). “Black box” indicators that are non-
transparent or rely on proprietary methodologies and assessments are
problematic in this respect.

3. To monitor progress and performance. In addition to being actionable, a
robust set of indicators should ideally allow both internal and external
observers to monitor progress over time and assess whether a given govern-
ment is making progress in the struggle against corruption. Towards this
end, any assessments—and the rankings that flow from them—should be
transparent and replicable by different observers. They should draw on
stable and predictable data sources and avoid any bias in perception or
analysis.

4. To shed light on underlying dynamics and drivers. Governance indices are
often utilised as inputs in a range of academic analyses that seek to probe
the efficacy of various factors and causal relationships. To best serve the
scholarly and research communities, both the indices and their underlying
methodologies should be widely accessible. They should also facilitate ease
of data collection by relying as much as possible on existing data and
approaches that are readily accessible.

5. 1o inform decision-making by external parties. In addition to those inter-
ested in their empirical and theoretical value, various constituencies may
rely on indices in whole or in part to inform important decisions. Businesses
can use them as an input in investment decisions or risk-mitigation mea-
sures. Donors may use them when allocating resources or when making
country programming decisions.
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6. To create incentives for positive change. Governance indices are rarely strictly
empirical and/or technical in nature. There is often a strong normative
dimension that either implicitly or explicitly seeks to use the indicators to
create impetus for positive change. The goal is not just to accurately reflect
reality, but to create incentives that will ultimately help to reduce corrup-
tion, enhance transparency and improve the quality of institutions.

In addition to the attributes highlighted above, an ideal set of governance
indicators should embody other virtues. They should be politically under-
standable and acceptable to a wide range of governments and their citizens, so
that as many countries as possible are willing to embrace and push for them
and not reject them as ideologically undesirable or culturally inappropriate.
Their methodologies should be readily replicable so that different groups
using them arrive at similar conclusions. Moreover, they should avoid what
some scholars have characterised as “isomorphic mimicry”—a tendency to
adopt the form but not the functionality when transferring legal and institu-
tional reforms from one context to another (Pritchett et al. 2010).

Obviously, it is nearly impossible for an indicator or set of indicators to
meet all of these differing objectives and expectations. As will be discussed in
greater detail below, indicators that are simple and easily accessible—such as
Transparency International’s CPI or the Brookings Institution’s World
Governance Indicators (WGIs)—typically lack enough depth and nuance to
provide much direct guidance to policymakers. Indicators that rely on expert
judgements and assessments, such as those reviewing the efficacy of anticor-
ruption legislation or institutions, may produce complex and nuanced judge-
ments that are not easily summarised or disseminated. Indices that donor
agencies rely upon in resource allocation decisions, such as the World Bank’s
Country Policy and Institutional Assessment (CPIA) indicators, may not
cover the issues that are most germane for textile or extractive firms, for exam-
ple, weighing up whether to invest in a given country.

Conceptual, Methodological and Practical
Challenges Associated with Comparative Indices

In addition to the difficulty of trying to satisfy the diverse needs of different
constituencies, many global indices confront a host of conceptual, method-
ological and practical challenges that certainly complicate—and some would
claim compromise—their utility (see Thomas 2010). Several of these are

described below.
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Conceptual Challenges Conceptually, our intuitive understanding of key gov-
ernance concepts such as “corruption” or the “rule of law” often breaks down
when efforts are made to operationalise them. Corruption is a shorthand term
that can refer to dozens if not hundreds of administrative pathologies. The
Arthashastra, believed to have been compiled in India between 200 BC and
300 AD, for example, lists over 40 types of corrupt and illicit behaviour. (The
sanctions could range from death through torture for the most severe crimes
to public humiliation and smearing with cow dung and ashes for misdemean-
ours). Today, “corruption” can cover anything from collusion in procurement
to nepotism in recruitment, to paying speed money and making petty facilita-
tion payments, to extortion and protection payments, to the granting of
licenses and favourable access for political contributions—and a good deal
more besides. Some variants are extractive; others are collusive. Some may be
widespread, others relatively rare. Their cost and impact on the body politic
can vary greatly.

Of particular concern is the distinction between petty and grand corrup-
tion, with the latter being much less visible and significantly more difficult to
prove. Many perception-based indicators are likely to capture public views
about petty corruption, which is more germane to an individual’s daily experi-
ence, than grand corruption, although the latter could in many cases end up
having a significantly more pernicious influence. Tunisia, for example, ranked
a respectable 59 in TTs CPI index, in 2010, placing it in the upper tier of
Middle East and North Africa (MENA) countries in the struggle against cor-
ruption immediately prior to Ben Ali’s ousting at the onset of the Arab Spring.
Yet more detailed analysis after the revolution revealed that Ben Ali’s family
controlled around 220 firms responsible for around 32 per cent of all private
sector profits, even though they accounted for only 3 per cent of private sector
output (Rijkers et al. 2014). More perniciously, the analysis revealed a close
nexus of regulatory capture among the connected firms, particularly with
regard to allowing entry by other players into tightly regulated markets.

Similar definitional and conceptual challenges confound efforts to analyse
other principles of good governance. Does “rule of law” refer to the quality of
the underlying legislation, the ability of citizens to gain access to the courts
and receive judicial redress within a reasonable period of time, or the consis-
tency and predictability with which laws are enforced? Does it apply to the
enforcement of contracts between private parties, the willingness of the police
and prosecutors to abide by due process restraints, or the security of individu-
als and property from violent crime? If, as one would expect, all of these
dimensions are important to some measure, how should they best be com-

bined and weighted?
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The reality is that the discipline of political science currently offers little
true guidance on these issues. There is no overarching “theory of corruption”
or “theory of good governance” to provide heuristic guidance, nor is there a
robust set of empirical evidence pointing clearly in a given direction. We can
point to relatively robust correlations in macro comparative data between
benefits that we value (such as high or rapidly growing levels of GDP) and the
principles we believe align with “good governance” (such as low public per-
ceptions of corruption), but the causality is often difficult to tease out—par-
ticularly when we delve deeper and seek to unpack the impacts of various
sub-components. We can cull lessons from individual country experiences
about the cost of different types of corruption and which interventions worked
well or did not (and we are increasingly doing so), but this raises questions of
impact, scalability and replicability elsewhere. At this stage, we often do not
know which sub-components are most important (or pernicious) and the pro-
portions in which they are present and interact within a given polity. Nor do
we know whether these judgements will hold true for virtually all developing
countries or for significant sub-sets of countries at particular stages of devel-
opment, or within certain administrative traditions, or that they may have
worked for a lucky few, but it is all ultimately idiosyncratic and heavily
context-specific.

Methodological Challenges Beyond these broader conceptual questions, the
first generation of governance indicators and assessments—including the CPI
and WGI indicators—typically suffered from a number of methodological
challenges that further complicated their use (see Arndt and Oman 2006).
The first was a high degree of correlation among the underlying source data.
One would expect, for example, questions involving corruption and the rule
of law to be highly inversely correlated. Countries that scored high on indices
of corruption would do poorly on those measuring rule of law, and vice versa.
One would also expect various sub-dimensions of broader factors such as rule
of law to be closely correlated, for instance, public perceptions regarding the
functioning of the police force and the security of property rights. One would
anticipate a fair degree of correlation between perception-based indices and
those developed by experts, as the latter can be influenced by polling data on
the prevalence of corruption, and the former can be influenced by expert
assessments that corruption within a given country is a problem—a topic that
we will return to later in the paper.

A second challenge is the extent to which data are comparable over time.
Perhaps the greatest use, and most frequent abuse, comes with TT’s Corruption
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Perceptions Index, where it is common for the press to interpret movement
up or down the ranking as a sign that a country is making progress (or failing
to do so) in the broader struggle against corruption. In December 2014, for
example, Pakistan’s “Dawn” newspaper—the oldest and most widely read
English language paper in the country—noted that Pakistan’s ranking in the
CPI corruption index had improved from 127 out of 177 to 126 out of 175
(Ahmed 2014). In reality, such changes are likely to be meaningless and due
more to statistical noise than any significant change in perceptions, let alone
a change in actual levels of corruption. Prior to 2012, TT’s annual CPI rank-
ings were sui generis and could not be benchmarked against scores from previ-
ous years (see CPI 2012).!

Others have accused these rankings with bias in their samples of sources,
noting that they tend to have a private sector bias or to focus disproportion-
ately on business surveys or expert judgements (Donachev and Ujhelyi 2014).
Such indices can be sensitive to absolute levels of corruption (such as the
number of occurrences) rather than relative corruption levels (percentage of
the population affected), which implies that perceptions will tend to be biased
upwards for larger countries. Indices may exhibit diminished sensitivity to
corruption experience, which would mean that they may do better in low-
corruption countries than in high-corruption contexts. Some argue that the
experience of ordinary citizens or the poor and the disenfranchised is often
undervalued. Such surveys can also end up having a closed-loop, mutually
reinforcing dynamic. As one expert has lamented, “we are basically talking to
ourselves” (Arndt and Oman 2006, p. 50).

Another challenge is that of confounding or unmeasured variables.
Returning to the rule of law illustration above, it could be that both corrup-
tion and the rule of law are strongly influenced by a third variable—the qual-
ity of political leadership—which is not being explicitly tracked and
monitored. Fortunately, social science offers a variety of research design
approaches that can help to reduce or eliminate such problems, although they
are not without their trade-offs and drawbacks.

The result of these methodological challenges is to expand the error mar-
gins for various indices to the point that makes it difficult to attribute much
significance to modest changes in country rankings from year to year. Some
assessments, such as the WGI, have sought to address this challenge by pro-
viding confidence intervals where users could be sure that there was a 90 per
cent probability or greater that a given country would fall within a given
bandwidth, with the breadth of these intervals varying both between dimen-
sions and countries. However, critics allege that even these bandwidths do not
fully capture the potential variation entailing from the methodological chal-
lenges cited above (Arndt and Oman 2000).
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Practical Challenges Beyond the conceptual and methodological challenges
highlighted above, efforts to develop robust governance indicators and assess-
ment tools often suffer from a variety of practical problems. Access to accu-
rate, timely and reliable data is a chronic challenge, particularly in smaller and
less developed countries or in autocratic societies where potentially unflatter-
ing assessments are not welcome. For many NGOs active in producing gover-
nance assessments, the availability of adequate funding is another chronic
problem.

One of the most serious criticisms levelled against cross-country compara-
tive indicators is that they are simply not actionable. A well-intentioned new
Minister of Justice who is concerned that his or her country’s ranking in the
WGT’s rule of law indicators is not where it should be receives virtually no
guidance as to what can be done to improve its standing. The WGI is a com-
posite index that draws on four different types of source data: surveys of
households and firms, commercial business information providers, non-
governmental organisations and public sector organisations (including the
World Bank). Various inputs are assigned to each of the WGTI’s six indicators,
they are rescaled to run from 0 to 1, and they are adjusted using an unob-
served components model to construct a weighted average of the individual
indicators. The result is a number that can be benchmarked against regional
and global averages. However, it cannot be readily deconstructed into its com-
ponent parts so that reformers can know where they are falling short and why
to take remedial measures.

Historical Evolution

Over the past two decades, in response to both popular demand and the need
to address some of the challenges identified above, global governance indices
and assessments have moved in two general directions. The first has been a
push to develop more accurate, robust and comprehensive comparative indi-
ces. The second has been to develop more narrow technical assessments of
specific government institutions and functions. Both will be discussed below.

The first major global corruption index and the one that remains by far the
most well known today is Transparency International’s Corruption Perception
Index, or CPI. Begun in 1995, it currently covers around 170 countries and
assesses “the degree to which corruption is perceived to exist among public
officials and politicians” (Transparency International 2012). The index relies
on a mix of expert interviews and surveys. Critics have argued that it suffers
from a number of the flaws highlighted above, yet the general consensus
appears to be that it is useful in focusing broader political attention on the
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problem of corruption (Hough 2016). TT sought to augment the CPI with
the “Global Corruption Barometer”, which is also a perception-based index.
However, it differs from the CPI, in that it is based on a direct survey of indi-
viduals. The most recent version, conducted in 2013, covered 95 countries
and asked direct questions such as “have you ever been asked to pay a bribe?”
Sampling errors, typically in the range of 3 per cent, are relatively modest.

Another long-standing governance index, the Worldwide Governance
Indicators, has many features in common with TT’s CPI Index. (It was started
in 2002 based on ongoing research at the World Bank Institute, and it has
subsequently moved over to the Brookings Institution.) The WGIs are also a
composite index that draw upon a large number of public and private sources
to produce comparative global rankings. The indicators cover a broader range
of governance topics than the CPI, including voice and accountability, politi-
cal stability, lack of violence, government effectiveness, regulatory quality, rule
of law and control of corruption. It also covers a broader range of countries
(over 200).

The WGIs have also been subject to many of the standard criticisms, not
the least of which is that of construct validity—the extent to which the mea-
sures used actually reflect the concepts that they are purporting to measure
(GSDRC 2010). Daniel Kauffmann and Aart Kraay, two of the principal
creators of the WGls, have responded forcefully to these criticisms (Kaufmann
and Kraay 2007). While acknowledging the validity of many of the argu-
ments arrayed against them, they also maintain that the exercise of developing
such indices remains both worthwhile and inherently problematic. They argue
that all governance indicators have inherent weaknesses, that there are no easy
solutions in measuring governance and that the links between governance and
broader development outcomes are complex. In their view, global indices,
such as the WGIs, are complementary to more detailed and actionable
approaches.

Newer indices, such as the World Justice Project’s Rule of Law Index, have
sought to utilise composite methodologies that combine surveys and expert
assessments. Created in 2012, the Rule of Law Index seeks to assess a variety
of topics ranging from constraints on government powers to order and secu-
rity, and to civil and criminal justice (World Justice Project 2017). It also
addresses absence of corruption. As a result of variations in the number of
countries analysed and adjustments in data sources and methodology, its
results are not strictly comparable over time—a common problem with such
indices. Both the CPI and the WGIs have also been adapted over the years to
enhance the comparability and robustness of their results. As noted above,
the greatest change to the CPI came in 2012, when efforts were made to
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standardise the country rankings on a scale of 0—100 and to include single-
year data from each data source, which was intended to facilitate compari-
sons over time (see Transparency International Ukraine 2012).

At the same time that global indices were evolving, other efforts were being
made to develop more granular comparative assessments of various dimen-
sions of government performance. These “second generation” assessments
were often expert-based analyses that followed standard formats and method-
ologies and were significantly more detailed than broader indices. Many were
developed for purposes beyond measuring and monitoring corruption, such
as giving donors confidence that they could support national budgetary sys-
tems in providing aid, or reviewing compliance with international treaty obli-
gations. However, they also play an important role in developing qualitative
assessments of the legal and institutional frameworks that countries use to
promote integrity and combat illicit behaviour. Three are particularly impor-
tant for our purposes: (1) the Public Expenditure and Financial Accountability
(PEFA) assessments; (2) the United Nations Convention Against Corruption
(UNCAC) Assessments; and (3) the monitoring of illicit financial flows.

Of the various assessments referenced above, the PEFA assessment is prob-
ably the broadest and most well established. As of late 2016, nearly 550 assess-
ments had been conducted worldwide. PEFA has recently updated its
methodology and focuses on improving the quality of budget and financial
management. [t reviews seven criteria along the standard budget cycle: budget
reliability, the transparency of finances, the management of assets and liabili-
ties, policy-based fiscal strategy and budgeting, predictability and control in
budget execution, accounting and reporting and external scrutiny and audit.
Beneath these seven pillars, the PEFA framework uses 31 specific indicators
disaggregated into 94 dimensions that focus on key measurable aspects of the
public financial management (PFM) system, such as actual versus predicted
budget outcomes.

The PEFA assessments are supported by a number of different donors
and are widely viewed as the standard against which PFM systems are mea-
sured. The assessments are broken down into an “A” to “D” ranking system
that is often used to provide comparative data. PEFA assessments can be
expensive—costing over $100,000 per country in some cases—and the
results are not always made public, depending on the preferences of the
countries themselves. Nevertheless, they typically provide a fairly robust
and comprehensive assessment of where PEM systems are working effec-
tively and where they are not.

In a similar fashion, the UNCAC Treaty—which currently has over 140

signatories—mandates a multi-stage review process of where its members
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stand along a broad number of corruption-related dimensions. The treaty has
four chapters which focus on preventive measures, criminalisation and law
enforcement, international cooperation and asset recovery. It covers every-
thing from the legal and institutional framework for combatting corruption
to collaboration in law enforcement. It has a three-stage review process in
which an initial self-assessment is followed by an independent peer-review
process. The strengths of the UNCAC review process are its comprehensive-
ness and the fact that it covers both the preventive and enforcement dimen-
sions of the anticorruption agenda. The downside is that the full review
process can be lengthy and stretch out over several years and is typically not
repeated. Also, unlike PEFA, the UNCAC review process has so far not been
used for generating comparative data and benchmarking countries against
each other.

Opver the past five years, there has been increasing interest within the donor
community on the importance of combatting illicit financial flows. Much of
this dialogue has taken place in the context of financing for the Sustainable
Development Goals (SDGs), where issues of domestic revenue mobilisation
are looming increasingly large. To date, much of the analytical work sur-
rounding illicit financial flows has been spearheaded by the Washington-based
NGO Global Financial Integrity (GFI), which produces annual financial esti-
mates regarding the size of these flows. Their most recent estimate for 2013 is
staggering —nearly $1.1 trillion. According to GFI calculations, more
resources are flowing out of Africa than are flowing into the continent, with
the net beneficiaries being banks in the USA, the UK, Switzerland and various
off=shore tax havens (Illicit Financial Flows 2017). GFI seeks to break down
these flows by type (faulty trade invoicing, money laundering, etc.) and
country.

The study of international flows remains relatively underdeveloped, and a
number of scholars have questioned GFI’s methodology and whether the size
of these figures is accurate (Reuter 2012). It may not adequately differentiate
between legitimate strategies for minimising the tax burden, such as transfer
pricing, and illicit practices such as money laundering and the creation of
shell companies. Yet even if the figures are a fraction of GFI’s estimates, the
problem remains serious. By way of comparison, the total aid flow from
OECD countries to the developing world for 2014 was $137 billion.

Approaches such as PEFA, UNCAC assessments and work on illicit
financial flows play a vital role in illuminating certain dimensions of the
broader anticorruption effort and providing a much more detailed picture
of how improvements can be made. They are therefore invaluable to a num-
ber of important constituencies, such as policymakers, donors, academics
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and representatives from civil society. However, their technical nature and
complexity often do not lend themselves well to broader public debate—a
reality further complicated by the fact that, in some cases, the findings may
not be made available to the general public.

Leading Global Indices: Transparency

An important sub-set of the broader good governance and anticorruption
debate involves the promotion of transparency and the right to information.
In 2015, this effort was embedded in SDG Goal No. 16 on promoting peace-
ful and inclusive societies for sustainable development and building effective,
accountable and inclusive institutions. Beneath this goal, SDG Target 16.6
explicitly embraces the need to develop “effective, accountable and transpar-
ent institutions at all levels” (UNDP 2017).

Development organisations such as the World Bank have been strongly
supportive of efforts to enhance transparency for a variety of reasons. As
Fig. 7.1 indicates, although causality can be difficult to attribute, there is a
strong correlation between indices of government effectiveness and those for
open government. Studies have noted evidence that, in some contexts, greater
fiscal transparency can result in lower government borrowing costs. There is
also growing empirical evidence that greater transparency and public aware-
ness can improve resource flows to front-line organisations, facilitate social
accountability and the demand for better services, and reduce political cor-
ruption and strengthen accountability to citizens (Glennerster and Shin 2008;
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Fig. 7.2 Global increase in right to information legislation. Source: World Bank staff
calculations

Reinikka and Svensson 2005). As research in this area evolves, it is becoming
increasingly clear that transparency alone is not sufficient. The wider context
matters too, as do factors such as the engagement of civil society organisations
and the prevalence of corruption throughout society. There is also some evi-
dence that enhanced transparency and public participation can shift corrup-
tion to areas where scrutiny is less pronounced (Etter 2014; Bauhr and Grimes
2013; Olken 2007). Such findings serve more as qualifications than as refuta-
tions of the broader contention that transparency serves as an important
dimension in both combatting corruption and enhancing government
effectiveness.

The global movement towards increased transparency is one of the defining
governance trends of the past two decades. Figure 7.2 provides information
on the growth of right to information legislation—a key indicator of the
broader global transparency movements. This agenda picked up considerable
momentum in the mid-1990s and has continued its rapid growth since. As of
late 2016, 114 countries on every continent have implemented some variant
of RTT legislation. Other important dimensions of the global transparency
movement include a push towards open data and a move towards fiscal
transparency.

It spite of the rapid growth of the movement towards increased transpar-
ency and the right to information, the development of indices to measure
these phenomena has lagged considerably behind those relating to anticor-
ruption. There are currently two indices for transparency that are in wide-
spread circulation. The first is the Global Right to Information Index, which
is published jointly by Access Info Europe and the Centre for Law and
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Democracy. Initiated in 2010, the rating seeks to assess the overall strength of
RTI legislation. Countries are ranked using 61 indicators covering seven gen-
eral categories, with a maximum of 150 points.

The second major index of transparency is the Open Budget Survey pro-
duced by the International Budget Partnership. The 2016 Open Budget
Survey includes data on 102 countries and covers the transparency of eight
dimensions of the broader budget cycle, ranging from the pre-budget state-
ment and the executive’s budget proposal to the enacted budget and the citi-
zens' budget, to mid-year reviews and the final audit report.

Beyond these measures, the criteria for joining the Open Government
Partnership could constitute a third de facto set of rankings. Countries inter-
ested in OGP membership need to meet four sets of criteria: (1) fiscal trans-
parency, (2) access to information, (3) asset disclosure for public officials and
(4) citizen engagement. They are scored on a scale of 1-4 points for each
dimension with a total of 16 points, and they need a score of 75 per cent or
better to qualify to join the OGP As of 2016, 69 countries have joined.

While these efforts mark important steps forward, more work remains to
be done. This is particularly true with regard to monitoring other dimensions
of transparency, such as open data, and in developing more nuanced
assessments regarding the actual implementation of RTT regimes in addition
to the quality of RTT legislation. Some interesting efforts have been initiated
in this direction recently, and it is possible that momentum will increase as a
result of SDG Target 16.6 and the need to measure compliance with that
objective.

Conclusion

As the discussion above underscores, the effort to create indices that accu-
rately capture and reflect complex phenomena such as corruption and trans-
parency has made considerable progress in the past two decades. The field
continues to evolve in ways that are both interesting and constructive.
However, for all of the reasons outlined above, the underlying complexity of
the issues under consideration is likely to continue to defeat a precise under-
standing of where countries fall in any sort of global ranking. To draw upon
CPI’s latest 2015 index, for example, few would dispute that Denmark,
Sweden and New Zealand have succeed in advancing the cause of anticorrup-
tion throughout their governments in ways that Sudan, Libya and Pakistan
have not. One can probably draw distinctions with some degree of comfort
between countries that are relatively clean, those that struggle with modest
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amounts of corruption, those falling somewhere in the mid-range and those
that are confronted with serious challenges. But more nuanced gradations,
such as those between Thailand (45), Croatia (50) and Kuwait (55), are
unlikely to be large enough to be meaningful.

However, progress is likely to occur along several dimensions. First, one can
hope that the robustness of cross-country comparisons will marginally increase
over time. Initial assessments tended to indicate gaps between perception-
based assessments and other metrics. More recent research appears to be
affirming that under an increasing number of circumstances, perception-
based assessments are relatively consistent with expert views and can indeed
serve as a proxy for how states rank against each other (Charron 2016).? Used
with caution and humility, indices such as the CPI and the WGIs can provide
a rapid cost-effective first approximation of the nature of corruption-related
challenges confronting a given polity. They are useful to frame the debate and
get the broader discussion going regarding the urgency and severity of a prob-
lem. They can also serve as a call to action, although what type of action
remains very much an open question, as noted above.

Second, it is encouraging to see more detailed and systematic treatments
along the lines of the UNCAC, PEFA or the (former) Global Integrity assess-
ments, which will ultimately help to provide a more detailed menu of action-
able reforms that can help guide policymakers. These assessments do not
readily lend themselves to cross-country comparisons, although some such as
PEFA are occasionally used in this context. They are effective at reviewing the
efficacy of the underlying legal and institutional framework shaping a given
country’s anticorruption effort—at least for those dimensions falling within
their purview—and at pointing the way to where reforms are needed.

These developments raise the broader question of how accurate our indices
need to be. To return to the CPI example cited above, most reasonable observ-
ers would not impart much significance to the distinctions between countries
such as Thailand, Croatia and Kuwait beyond noting that they fall in the mid-
range or perhaps the upper mid-range of countries in terms of perceptions of
corruption. For most countries, their relative standing vis-a-vis regional com-
parators is often a much more important and meaningful benchmark. In this
context, the average Kuwaiti, for example, would see himself or herself as
falling behind Qatar (22) and the UAE (23) and generally in the company of
Jordan (45), Bahrain (48) and Saudi Arabia (50). Kuwait’s situation would be
seen as better than that of most middle-tier countries in MENA—Egypt and
Morocco are at 88, for example—and well ahead of the laggards (Iraq and
Libya come in at 161). This could be a cause for rejoicing or lament. But if it
does serve as a call for action, one would then move on to a host of more
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proximate assessments and metrics that provide greater nuance and detail as
to the nature of the problem at stake and what Kuwait’s next steps should be.

Our global indices are therefore likely to serve as navigation tools, not
unlike our contemporary GPS systems. One can trust them to provide gen-
eral guidance from point A to B, but not to park one’s car. Actual decision-
making, whether in business, government or among donor agencies, such as
the World Bank, requires a granularity of information that is simply not pres-
ent in broader global indices. In fact, even the more detailed cross-country
technical assessments are ultimately inadequate. Just because a law is lacking
or an institution needs strengthening in certain well-defined areas does not
necessarily mean that it will happen. A variety of idiosyncratic factors—polit-
ical windows of opportunity, bureaucratic support and opposition, the talent
and/or enthusiasm of a given minister, and so on—will always require careful
probing and analysis. Neither indices nor assessments will yield any informa-
tion on the critical question of how to implement reforms, and tactics
matter.

Nevertheless, our tools have reached a level of sophistication at which,
taken collectively and used judiciously, they can help assess the magnitude of
problems and suggest the areas where greater focus is needed. They can, on
occasion, even serve as a spur towards action. These are not trivial accomplish-
ments and are a tribute to the progress that has been made over the past two
decades in advancing our understanding of this subject.

Notes

1. TI changed its methodology in that year to facilitate improved inter-temporal
comparisons, with the understanding that changes after 2012 could not be
compared with scores from previous years.

2. Charron also notes that perception indicators, in spite of showing strong valid-
ity (at least within the sample of European states considered in his analysis), are
best used as ordinal measures to compare how states or regions rank relative to
one another rather than being used as hard “benchmarks” to assess actual levels
of corruption.
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Understanding Governance
and Corruption Using Survey Data:
A Novel Approach and Its Applications
in Policy and Research

Francesca Recanatini

Introduction

On 1 October 1996, James Wolfensohn, then President of the World Bank
Group, delivered his address to the annual meetings of the World Bank and
the International Monetary Fund, and for the first time in the history of these
organisations, he explicitly mentioned the “cancer of corruption”

If the new compact is to succeed, we must tackle the issue of economic and
financial efficiency. But we also need to address transparency, accountability,
and institutional capacity. And let’s not mince words: we need to deal with the
cancer of corruption. (International Monetary Fund 1996, p. 27)

Twenty years have passed since then and both development practitioners
and researchers find themselves in a very different place today than our col-
leagues in 1996. Increasingly, researchers have focused on the link between
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poor governance, corruption, and economic growth.! Cross-country evi-
dence has shown that poor governance and corruption can be harmful to
citizens’ standards of living and income distribution—reducing literacy and
per capita income while increasing infant mortality. Furthermore, poor gov-
ernance distorts public expenditure and increases poverty, thus reducing
investment efficiency (see Kaufmann 2000; Knack and Anderson 1999;
Gupta et al. 1998; Mauro 1995; Tanzi and Davoodi 1997; World Bank
2004; Svensson 2005; Bardhan 1997; Broadman and Recanatini 2002;
Fisman and Gatti 2002; Friedman et al. 2000; Jain 2001; Johnson et al.
2000; Treisman 2000). In particular, by promoting misallocation of
resources and poor accountability, bad governance may raise the costs (both
official and unofhicial) of public services and limit users” access to them.
Users with lower incomes or firms of different sizes may pay more or less in
terms of bribes than others to obtain the same public service (Hunt and
Laszlo 2005; Svensson 2003).

However, this wealth of cross-country knowledge and information has
not been associated with significant progresses in improving governance
and government institutions in countries. Moreover, new data has shown
that the quality of governance and institutions can differ significantly
within the same country (Charron 2013). This has led to the realisation of
the complexity of the governance challenge and the limits of the existing
approaches and cross-country indicators in policy-making and reform
implementation. In particular, practitioners have realised the importance
of better understanding and evaluating governance within a country and at
the agency level. A study of the business environment across Russian
regions (Kisunko et al. 2013) is an example of the move towards more dis-
aggregated data and analysis.

This chapter builds on a decade of work carried out by the World Bank on
governance and anti-corruption (AC) reforms and shares an alternative
approach to evaluating governance within a country for policy design and
implementation. Section “Improving Governance and Tackling Corruption:
A Few Initial Lessons” offers an overview of the initial lessons on governance
and AC reforms and sets the stage for the methodological approach described
in section “Gathering Disaggregated Information and Data: An Alternative
Methodology”. The section “Building Agency-Specific Indicators” introduces
the new agency-specific indicators of governance, highlighting their applica-
bility and limits. The section “Applications” discusses the applications of these
indicators, and the section “Conclusions” offers some concluding remarks
and suggests areas for further work.
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Improving Governance and Tackling Corruption:
A Few Initial Lessons

Governance and corruption are multi-dimensional phenomena that affect dif-
ferent sectors and groups of citizens in a country. Their complexity and multi-
sectoral breadth have led to different methods of defining and measuring
them and, in turn, to different approaches and policy responses to address
them. Four specific features have emerged as common to all countries when
thinking about governance and corruption:

¢ 'The heterogeneity of these phenomena;

* The importance of implementing reforms that focus on changing incen-
tives and behaviours rather than laws and regulations;

* 'The need for a significant reallocation of powers and rents to improve
governance and address corruption; and

¢ 'The importance of sustaining reform efforts over time.

Together, these four features pose a challenge to policy-makers and researchers
when attempting to understand and address poor governance and corruption. The
first two features can have an impact on the type of information needed to evaluate
these phenomena, to understand their potential causes, and to identify effective
policy tools. The last two features, instead, can affect the process of designing and
implementing reforms and their success. I will discuss each feature separately.

First, in practice, governance and corruption are heterogeneous, that is, they
can take different forms within the same country and across different coun-
tries. Box 8.1 offers examples of some different forms of corruption World
Bank practitioners have come across in their work. It is clear that cross-country
indicators using a broad definition of these problems provide an imperfect
measure of these variables. This can have an impact both on the efforts of
policy-makers and the work of researchers.

Box 8.1 Typologies of Corruption

e Corruption in public procurement: use of bribes, gifts, and/or favours to alter
the public procurement process;
e Corruption in budget management: use of bribes, gifts, and/or favours to
influence budget management decisions and divert funds;
e Corruption in personnel management: use of bribes, gifts, and/or favours to
affect personnel management decisions;
e Legal and regulatory corruption: use of bribes, gifts, and/or favours to alter
regulatory and legal decisions;
e Administrative corruption (or petty corruption): use of bribes, gifts, and/or
favours to obtain or hasten the provision of public services.
Source: Own compilation



186 F. Recanatini

In particular, policy-makers need to understand the specific characteristics
of the problem they face and then use the most appropriate policy instru-
ments to address that particular problem. In addition, policy-makers need to
consider the heterogeneity of the policy environment in which a policy will be
implemented: each country faces a different set of political, institutional, and
cultural conditions and constraints. Countries are also endowed with differ-
ent levels of skills and resources that can be used to address these issues.
Moreover, different actors and stakeholders (local, national, and international)
can play different roles in support of, or against, AC reforms. These country-
specific differences need to be taken into account when designing and imple-
menting successful AC policies.

This heterogeneity of conditions and manifestations of the phenomena can
also affect the ability of researchers to understand the potential causes behind
poor governance and corruption and to identify the most effective policy tools
if they are using aggregated measures for their research. The first generation of
research and analysis described in the introduction to this chapter has been
helpful in providing evidence of the links between governance, corruption,
and growth, but researchers are now focusing on a new set of questions and
are delving more into specific elements and factors that affect governance and
can lead to corruption. This requires information and data that are much
more specific and detailed than the existing cross-country indicators can
provide.

Second, along with a push for more disaggregated information, practitio-
ners and researchers are increasingly realising the role of incentives and behav-
iour, rather than that of laws and regulations when it comes to improving
governance and reducing the risk of corruption. Laws and regulations are
necessary to establish and define transactions and exchanges among citizens
and between citizens and government institutions, but they are not sufficient
to guarantee that these transactions will happen in the way specified by the
law. In practice, laws and regulations will be implemented differently and to
different degrees depending on the system of incentives present in the country
concerned.

Researchers and practitioners have realised the existence of this “gap”
between laws and their actual implementation and the importance of focus-
ing on the system of incentives driving exchanges in a country. In particular,
researchers now realise that addressing the issue of poor governance and cor-
ruption entails a change in the way in which citizens, business people, and
public officials interact with each other. This requires an understanding of the
system of incentives that regulates the relationships between citizens and the
government and a set of policies that can change it. The first wave of AC
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reforms often focused on the introduction of new laws to curb corruption.
These laws were only partly built on knowledge of the system of incentives
that already existed in countries and with limited understanding of the
resources and steps needed to implement them. As a result, these laws were at
best only partially implemented and led to very small changes in the behav-
iour of citizens, business people, and public officials.

This has forced practitioners and researchers to focus more on the system of
incentives that regulate interactions among different economic agents and to
understand more precisely what is necessary to support the implementation
and use of a new law. In turn, this has created the need for data that captures
actual behaviour and the degree of implementation of existing laws and
regulations.

Third, governance and corruption are not only heterogeneous phenomena
that require a focus on behaviour and incentives. They also require a realloca-
tion of roles and responsibility within a country, that is, a reallocation of pow-
ers. These issues may be even more severe for certain types of corruption,
particularly where rents are large and interest in maintaining the status quo is
strong.” As a result, measures to reduce the incidence of petty corruption may
receive wider and stronger political support than measures that address other
types of corruption (such as the diversion of public funds or corruption in
public procurement), since control of petty pay-offs will only have a limited
impact on the distribution of the most significant rents and power in a coun-
try. Thus, when considering AC reforms, strong leadership and a continuous
commitment from the top are the first necessary ingredients as these send a
clear signal against the maintenance of the status quo. The second necessary
ingredient is the creation of channels that allows citizens and business people
to support and sustain reform efforts from the bottom. Both these ingredients
should be supported by a deep understanding of the political landscape of the
country in question. Insight into the impacts of different stakeholders on the
implementation of a reform should translate into a mix of policy measures
that can help mitigate the risks of partial implementation and reversal of poli-
cies by those opposed to change.

The heterogeneity of governance and corruption and the importance of
focusing on changes in behaviour highlight the need to adopt a medium/
long-term approach. This points to a fourth and final feature of these phe-
nomena. Because profound institutional changes are needed in order to suc-
cessfully improve governance and address corruption, when they address
political-economy issues, reform packages need to include mechanisms that
foster the sustainability of the reform process. Concretely, policy-makers
should involve citizens when designing reforms and include in the final reform
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package a set of tools to measure progress achieved on the ground and to com-
municate progress to citizens. A regular and continuous dialogue with citizens
and supporters of the reforms on concrete issues can help generate ownership
of the reform process and can foster support (see Kpundeh and Stapenhurst
1999; Johnston and Kpundeh 2004, for an extensive discussion of this issue).
Building on these considerations, policy-makers should complement short-
term policy measures that can lead to immediate observable changes with
deeper medium-term reforms that can permanently change the allocation of
powers and rents. Only in this way—mixing “quick-wins” with medium-term
measures and regular communication about progress—can policy-makers
guarantee the support of citizens and less resistance from interest groups
throughout the implementation of reforms.

In sum, after more than two decades of work and research on governance
and corruption, four features appear to undermine our ability to identify the
most appropriate policy tools and implement effective policy reforms: the
heterogeneity of these phenomena and the limited existence of disaggregated
data able to capture this variation; the need to focus on behaviours rather than
rules; the importance of changing the system of incentives; and the need to
support reform efforts over the medium and long term. A participatory
approach to policy formulation and implementation can help mitigate diffi-
culties with the latter two issues, while more disaggregated data focused on
experience is needed to address the former two challenges. The next section
presents an approach focused on micro-experiential data that can begin to
address these issues.

Gathering Disaggregated Information and Data:
An Alternative Methodology

The previous considerations—heterogeneity of the phenomena, the role of
incentives, the need for a reallocation of power, and the sustainability of
reforms—and the limitations of existing aggregated indicators have pushed
practitioners and researchers to develop alternative approaches to the design
of policy reforms. In particular, a team of World Bank practitioners have
introduced a new approach focused on micro-level data collected from differ-
ent stakeholders.’ The instruments used in this approach are detailed country-
specific surveys of households, business people, and public officials, called
Governance and Anti-corruption (GAC) Diagnostics. These tools provide a
basis for technical discussions by policy-makers and civil society on policy
formulation and complement other sources of information.
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The GAC diagnostic surveys were originally developed to respond to spe-
cific country demands for the design of a governance strategy. Since their first
implementation in 1998 in Latvia, Georgia, and Albania, they have been
adapted and implemented in about 18 countries.

This approach comprises the following key features:

* Multi-pronged surveys of users of public services/households, business
people, and public officials, permitting triangulation of responses;

¢ 'The collection of experience-based (vs. “opinions”) types of information;
and

* Participatory implementation of the data analysis and of the drafting of the
strategy (to include government representatives, civil society, media, parlia-
mentarians, business people and the donor community, etc.).

The objective of this approach is to improve the quality of public services
by enhancing the governance systems responsible for personnel and resource
management, access to services, and citizen feedback mechanisms. The
approach has allowed practitioners to:

* Unbundle the problems and manifestations of governance and corruption;

* Explore the channels through which these issues manifest themselves;

* Uncover weak and strong institutions to define the potential sources of the
problem;

¢ Evaluate the impact and costs of poor governance and corruption for dif-
ferent stakeholders;

* Identify concrete and measurable ways to reduce these costs through tar-
geted reforms.

The template developed for the implementation of this approach includes
the following phases:

A preparatory phase (Phase 0) which is used to identify and recruit the
project team and develop a detailed work programme.

* A “partnership-promoting” phase (Phase 1), which includes the imple-
mentation of a series of focus groups (with relevant local counterparts) to
facilitate the coordination of the different national stakeholders involved
and adapt existing tools to the challenges faced by the specific country.

* A development phase (Phase 2) to integrate the outcome of the focus
groups, to revise the existing templates for the diagnostic tools, and to train
local staff for the necessary fieldwork.
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* A fieldwork phase (Phase 3) to implement the surveys, using the tools
developed in Phase 2. This phase includes sample design, fieldwork, and
data coding and is carried out jointly by local and external experts.

* An analytical phase (Phase 4) to analyse the data collected in Phase 3 and
to begin to identify potential areas for policy actions. The analysis is carried
out jointly by the Bank team and the local team.

* A validation and dissemination phase (Phase 5) to validate the findings
through focus group discussions and share the results of the analysis com-
pleted in Phase 4 with local and central governments, citizens, the media,
and research agencies.

The Governance Anti-Corruption Diagnostic survey portal offers an over-
view of the tools, the manuals, and the methodology in several different lan-
guages (English, Spanish, French, Arabic, and Kurdish). It also provides access
to the complete reports produced and published by various countries.

The design and implementation of the surveys supporting this approach
have provided a wealth of information and data on governance systems and
corruption, which allow researchers to begin to untangle the possible factors
that can contribute to better systems. In addition, these surveys have helped
establish initial benchmarks for the performance of public sector institutions
in countries to allow policy-makers to monitor quality of governance and
public sector performance on a regular basis both at the national and at the
sub-national levels. Finally, the reform plans developed using this comprehen-
sive and participatory approach have a better chance of being implemented by
governments.*

This approach begins to address the four challenges discussed in the previ-
ous section in several ways. The surveys help inform the reform process by
providing detailed and factual information about the strengths and weak-
nesses of the system analysed—information that is triangulated and validated
by different stakeholders. The participatory approach—used to finalise the
instruments for the data collection, to validate the results, and to draft policy
recommendations—creates the foundation for greater ownership and sus-
tainability of the reform process at the country level. Finally, the explicit
political commitment of high-level government officials creates space for a
constructive policy debate and for the implementation of difhicult reforms.
Together, these three elements begin to address the challenges policy-makers
still face when attempting to measure governance and corruption for policy
reforms, and they offer an approach that promotes capacity building at the
country level.
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Building Agency-Specific Indicators

The country-specific survey data described in the previous section provide
a wide range of information about governance, corruption, and service
delivery across key pre-selected institutions within a country based on
responses from citizens, business people, and public officials. These data
can be analysed to evaluate the quality of governance across agencies, to
identify both weak institutions (in need of reform) and strong institutions
(examples of good governance) and to unbundle corruption in its various
forms—such as administrative corruption, state capture, corruption related
to procurement, theft of goods and public resources, and purchase of
licences and regulations.

Simple analysis of the survey data can make it difficult to identify specific
factors and variables that may contribute to higher or lower levels of gover-
nance and corruption. Therefore, a World Bank team led by Daniel Kaufmann
and Francesca Recanatini decided to create a set of governance indicators
using responses from the public officials. The purpose of this effort was to
make the abstract concept of governance more concrete and operational.
Rather than focusing on the individual questions, the proposed approach
groups answers to questions on similar issues to provide an assessment of
each specific dimension of governance (e.g. transparency in the management
of the budget). The starting point for the grouping of the individual answers
was the approach introduced by Kaufmann et al. (2002) for analysis of public
agencies in Bolivia. Using this approach, we constructed indicators on differ-
ent aspects of governance such as transparency, meritocracy, openness, and
accountability. The data from the survey of public officials allowed us to cre-
ate more precise measures of these aspects—such as, for example, the exis-
tence of a merit-based system for hiring civil servants—and for this to be
done at the agency and regional levels rather than the country level. This
significantly increases our ability to identify governance challenges and to
spot areas of excellence.

To create these indicators, we first rescaled the individual responses from
the public officials and synthesised them into agency indices using a factor
analysis technique. In simple terms, this technique extracts common infor-
mation from different sources (in this case, the different answers provided by
civil servants) and uses this common information to construct new vari-
ables. In particular, all the questions about individual perceptions, which
may be scaled from 1 to 7 (or 1 to 5) in the original survey, are rescaled from
0 to 100 in order to facilitate interpretation in percentage terms (with 0
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always meaning the lowest level of quality of governance, corruption, access,
or service performance). We then constructed several variables intended to
capture different aspects of governance quality, the presence of corruption
within institutions, and access to and availability of public services provided
to citizens.

Table 8.1 provides definitions of the governance indicators constructed in
this way and Table 8.2 describes the various corruption measures we have
developed. The individual questions used for the construction of each indica-
tor are presented in Annex 8.1 along with some country illustrations.

Kaufmann et al. (2002) approach allows respondent bias and measurement
error due to individual differences in perceptions to be minimised since it uses
the common information that exists across answers through the application of
factor analysis.” In addition, it is possible to separate agencies located in dif-
ferent cities and introduce them into the sample as different units of observa-
tion, one per city. This attempts to capture the idea that the quality of
governance and corrupt practices within the same agency may differ in a sig-
nificant way depending on the geographical location of the agency, which
leads to a more accurate picture of the quality of governance and a more sig-
nificant analysis.

In practice, this way of grouping responses from public officials allows us
to obtain a better picture of the specific institutional and governance chal-
lenges faced in a country. Consider, for example, the data for Peru (World
Bank 2001) summarised in Table 8.3. The governance indicators are pre-
sented for the whole country and for each of its four regions. It is immedi-
ately apparent that the extent of corruption varies not only across regions but
also across types of corruption. Corruption regarding contracts is reported to
be the most serious form of corruption in the Selva region, while in the Lima
region, budgetary corruption appears to be more severe. The indicators also
highlight significant regional differences in terms of governance dimensions.

The responses from public officials can also be grouped by the agency where
the survey respondents work, rather than by the region where they are located.
The indicators constructed in this way—such as, for example, those presented
in Table 8.6 in Annex 8.1 for World Bank (2003)—offer a view of which
public agencies are performing better when it comes to managing human
resources, budgeting or delivering services. This can help policy-makers to
focus their efforts on the agencies where the needs are greater, at the same time
using the experience of the well-performing public agencies operating in the
same country and under the same regulations.
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Table 8.1 Definitions of governance indicators

Governance
variable

Definition

Access to the
poor

Service
performance

Audit
mechanisms

Enforcement of
rules

Supervision of
rules

Clarity of rules

Meritocracy

Mission

Openness

Politicisation

Quality of rules

Index of the accessibility of the public service provided by the
institution for poor citizens. High numbers imply high levels of
access.

Index indicating the extent to which the service provided by the
institution is of high quality, fully satisfactory to the user, and
offered at relatively low cost.

Percentage of cases where decisions on personnel, budget,
procurement, and service management are subject to external
and/or internal audits. In the empirical analysis, this is
subdivided into audits of service management, personnel
management, procurement management, and budget
management.

Frequency with which rules/guidelines/regulations on personnel,
budget, procurement, and service management are enforced.
Frequency with which rules/guidelines/regulations on personnel,

budget, procurement, and service management are supervised.

This index combines the frequency with which rules/guidelines/
regulations on personnel, budget, procurement, and service
management are well supervised and strictly enforced. It is
subdivided into four categories: supervision of personnel rules,
budget rules, procurement rules, and service rules.

Frequency with which decisions on personnel management issues
are based on professional experience, merit, performance, or
education levels.

Index determining the degree of understanding of the agency's
purpose and their own tasks and responsibilities by public
officials within the institution.

Frequency with which rules/guidelines/regulations on personnel,
budget, procurement, and service management are announced
and opened to the inside of the institution. It is subdivided into
four categories: openness of personnel decisions, budget
decisions, procurement decisions, and service decisions.

Percentage of cases where decisions on personnel, budget,
procurement, and service management are subject to political
interference. In the empirical analysis, it is subdivided into
politicisation in service management, personnel management,
procurement management, and budget management.

Frequency with which rules/guidelines/regulations on personnel,
budget, procurement, and service management are formally
written, simple and clear, and do not add too many
administrative steps. It is subdivided into four categories: quality
of personnel, budget, procurement, and service management
rules.

(continued)
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Table 8.1 (continued)

Governance

variable Definition

Resources Percentage of cases where the agency’s physical, financial, and
human capital resources are adequate.

Transparency Percentage of cases where decisions on personnel, budget,
procurement, and service management are made
transparently.

Voice Index representing the existence of consumer feedback and
complaint mechanisms.

Wage Percentage of employees who are very satisfied or somewhat

Satisfaction satisfied with their wages and benefits.
Rotation Index indicating the frequency of the agency rotation rate

between the public and private sectors.
Source: Own compilation

Table 8.2 Definitions of corruption indices

Index Definition

Overall corruption Corruption index representing the average of five
index standardised corruption indicators: bribery over regulatory/
legal decisions, bribery over public contracts, bribery to
obtain public services, corruption in personnel
management, and corruption in budget management.
Sub-indices of corruption analysed:

Corruption in Corruption index representing the percentage of cases where
personnel decisions on personnel management are based on unofficial
management payments (job purchase).

Corruption in Corruption index representing the extent of the practice of
personnel “purchasing jobs” in the institution.
management(2)

Corruption in Corruption index representing the frequency of irregularities/
budget diversion of funds or any other type of budget abuse within
management the institution.

Corruption in Corruption index representing the frequency of bribes in the
contracts contracting process within the institution.

State capture Corruption index representing the extent of bribes to alter

regulations and legal decisions within the institution.

Administrative Corruption index representing the frequency of bribes to
corruption obtain public services within the institution.

Source: Own compilation

Applications

The previous sections have introduced the approach and the governance and
corruption indicators we have developed. These indicators are clearly quite use-
ful from a policy point of view since they more accurately help identification of
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Table 8.3 Governance and corruption indicators by region, Peru

195

Resto de Whole

Governance and corruption indicators Lima Sierra Selva Costa country
Overall corruption 32 25 29 29 30
Corruption in personnel 24 20 20 23 22
Corruption in budget 35 25 24 24 29
State capture 23 19 23 22 22
Corruption in contracts 24 17 26 22 23
Administrative corruption 24 20 24 23 23
Perceived corruption 44 39 42 43 43
Accessibility for poor 67 75 71 70 70
Audit mechanisms 60 68 63 59 62
Audit mechanisms of personnel 60 70 60 58 62
decisions
Audit mechanisms of budget decisions 62 69 66 63 64
Audit mechanisms of public contracts 59 65 61 58 60
Enforcement of rules 47 51 47 46 48
Supervision of rules 70 76 72 71 72
Clearness of rules 55 63 59 59 58
Clearness of personnel rules 53 66 57 57 57
Clearness of budget rules 58 60 60 59 59
Clearness of public contracts rules 56 63 60 59 59
Quality of rules 67 76 68 69 69
Quality of personnel rules 69 76 66 70 70
Quality of budget rules 67 76 68 69 69
Politicisation 36 31 32 34 34
Politicisation in personnel decisions 37 28 30 34 33
Politicisation in budget decisions 36 34 33 34 34
Politicisation in public contracts 34 31 33 36 34
Resources 55 61 60 53 57
Transparency 56 65 61 60 59
Transparency in personnel decisions 51 63 57 57 55
Transparency in budget decisions 59 67 63 63 62
Transparency in public contracts 58 66 62 60 61
Openness 53 61 58 58 57
Openness in personnel decisions 55 69 57 58 59
Openness in budget decisions 54 55 58 56 55
Openness of public contracts decisions 53 61 59 59 57
Mission 78 85 80 81 80
Service performance 64 70 65 64 65
Meritocracy 63 73 66 64 66
Citizen voice 68 73 68 70 69
Wage satisfaction 37 40 38 36 38

Source: World Bank 2001

The indicators above take values between 0 and 100. To interpret them, it should be

kept in mind that:

The higher the value of the corruption index, the more severe the problem
The higher the value of the governance indicator, the better the quality of that

dimension
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the challenges facing good governance and the potential causes of corruption.
They can also help researchers to understand the link between governance, cor-
ruption, and quality of service delivery. In the present section, we offer two
examples of the potential explanatory power that these indicators have.

Consider first the following research question: does the quality of a coun-
try’s governance system affect access to public services? Using responses from
1123 Peruvian public officials and 1696 Peruvian households, Kaufmann
et al. (2008) attempt to answer this question. First, they explore the costs of
bad governance and the relative importance of various governance determi-
nants in access to public services. The evidence based on the household data
suggests that for certain basic services, low-income users pay a larger share of
their income than wealthier ones. In addition, low-income users are more
likely to be discouraged and to not seek a service than wealthier ones, espe-
cially when in need of a basic service (such as education, water, or the police).
Thus, bribery appears to penalise poorer users twice, by acting both as a regres-
sive tax and as a discriminating mechanism in access to basic services.

Kaufmann, Monteriol, and Recanatini then analyse houschold behaviour
when attempting to obtain a public service. The survey data available allows
empirical exploration to be carried out at two levels: at the household level and at
the public agency level, as in Kaufmann et al. (2002). The analysis suggests that
individual characteristics, such as education and age, matter in the decision of
whether or not to seek a service when it is needed: higher educational attainment
and middle-income users are associated with a higher probability of not seeking
a public service when corruption is present. Governance, measured as trust in
state institutions, also influences user behaviour. Finally, knowledge of reporting
corruption and social networking increase the probability of being discouraged.

By exploiting the richness of the data and its disaggregated nature, the three
authors complement the household-level analysis with a public official analy-
sis. At the agency level, the public official data allows agency-level indices to
be constructed for both access to public services and institutional factors,
namely, the existence of audit mechanisms, the quality of rules governing each
agency, individuals’ understanding of the agency mission, availability of
resources, and the extent of different forms of corruption, as reported by pub-
lic officials. The Ordinary Least Square estimation results suggest that corrup-
tion reduces access to services, while voice mechanisms and understanding of
the agency’s mission increase it.

The previous example focused on the impact of the quality of governance
on access to services within the same country. The indicators presented can
also be employed to explore the potential causes of corruption and provide
some empirical support for some policy tools to address the problem. In this
case, the agency-level indicators based on responses from public ofhicials can
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help understand which features of the agency influence corruption and how
to curb corruption inside each agency.

Recanatini (2016) uses the data collected through the surveys of the public
employees working inside each public agency and of the agency’s customers
(households or firms) for ten countries. Such disaggregated analysis allows
understanding of the institutional and governance factors that can influence
corruption within a country.

The first step of the analysis in the paper is to explain each corruption
assessment (by public officials, households, and firms) in terms of a large set
of agency characteristics, which include the sector that is the main focus of the
agency’s operations (agriculture, finance, manufacturing, infrastructure, edu-
cation, health, internal order or national security, etc.); the individuals with
whom the agency interacts (households, firms, foreigners); and whether the
agency makes large purchases from suppliers, is in charge of revenue collec-
tion, has a head that is popularly elected, is a municipality, is part of the
national executive, or is a judicial agency.

The analysis finds several indications that corruption is greater where demand
for the agency’s services is relatively inelastic because there are few or no alterna-
tives to the valuable service that the agency provides. This is most true of agencies
that are in charge of internal order and national security, the judiciary, and those
in charge of revenue collection. A finding that agencies dealing with domestic
firms seem relatively more corrupt than those dealing with foreigners is also
consistent with this interpretation. Similarly, public officials perceive utilities
(which are mostly monopoly providers) as significantly more corrupt and firms
report paying bribes to them relatively more frequently. Furthermore, all the
respondents share the view that corruption is more prevalent in agencies whose
head is popularly elected. Within this class of agencies, those that have legislative
power (parliaments and local assemblies) and local governments are considered
more corrupt than the central government. Finally, another strong result is that
agencies dealing with infrastructure projects are significantly more corrupt.

In a second step, Recanatini (2016) focuses on a few specific aspects of the
internal organisation of each agency. In particular, she focuses on the following
three mechanisms: having decisions regularly audited by external or internal
auditors (“audit”), basing personnel decisions on criteria regarding merit and
professional competence (“merit”), and maintaining open and transparent pro-
cedures for budget and personnel decisions (“openness”). Studying how these
internal features vary across agencies provides useful information on possible
channels through which external forces or operational sectors influence the
overall level of corruption in the agency. For example, the significantly better
“audit” mechanisms that characterise public agencies dealing with the financial
sector may explain why this sector is not seen as particularly corrupt.
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The third and final step of the analysis is to address the more challenging
question of whether internal organisation features have a causal effect on
corruption. In other words, whether policy-makers can raise “audit”’, “merit”,
and “openness” over and above the level determined by the agency characteris-
tics and expect corruption to fall. Recanatini’s evidence suggests that the internal
organisation measures used—audit, merit, and openness—do have an impact
on the level of corruption reported within each public agency. Thus, through the
use of agency-specific indicators of governance, Recanatini (2016) provides evi-
dence that, on the demand side, corruption is more prevalent among agencies
that provide services to firms (rather than households) and among those that
provide an exclusive service for which there is no alternative. On the supply side,
the internal organisation of the agency is a major determinant of corruption.

Conclusions

The present chapter has discussed the importance of moving beyond aggregate
indicators of governance and corruption when focusing on policy design or
exploring specific research questions related to measuring governance and cor-
ruption. The existing aggregate indicators fail to capture the heterogeneity of
these phenomena and the way in which exchanges and transactions are carried
out in practice despite the existing rules and regulations. The approach intro-
duced in this chapter highlights the possibility of using survey data to overcome
these limits