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|dea vera debet cum suo ideato convenire

A true iIdea must agree with its object

[Spinoza: Ethica; Axiomata VI.]
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overview

Overview

* Measurement approach
« Definition of corruption
 Data

* Proposed set of indicators
* Applications

« World Bank feasibility
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overview e measurement

Starting point

 Avallable indicators are either biased or
too idiosyncratic

— Perception-based survey instruments
measure PERCEPTIONS

— Experience-based survey instruments suffer
from conformity bias and lack of access

— Audits and case studies lack scope and
representativeness

- Need for new indicators
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overview e measurement

The CRCB measurement approach

* New approach to corruption in PP
— harnessing BIG DATA,
— built on thorough understanding of context, and
— ,open-ended’
* Indicator characteristics:
— Specific
— Real-time
— ‘Objective’/hard
— Micro-level
— Aggregatable + comparative
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overview e measurement

Why public procurement?

1. A lot of money involved

2. Crucial role in development (e.g. capital
accumulation)

3. Indicates the broader quality of
Institutions
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overview e measurement

Why public procurement?
4. Very corrupt
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overview e measurement e definition

Definition of instutionalised grand corruption

» Specific definition (Just like measurement)

* |nstitutionalised grand corruption in public
procurement

Institutionalised grand corruption in public
procurement refers to the reqular particularistic
allocation and performance of public procurement
contracts by bending universalistic rules and
principles of good public procurement in order to
benefit a group of individuals while denying
access to all others.
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Similar World Bank definition

 The aim of corruption is to steer the contract to
the favored bidder without detection. This is done
In a number of ways, including:
— Avoiding competition through, e.g., unjustified sole
sourcing or direct contracting awards.

— Favoring a certain bidder by tailoring specifications,
sharing inside information, etc.

— Excluding qualified bidders through, e.g., restricted
circulation of advertisements, biased evaluation
processes, or bid tampering.

— Avoiding detection of the schemes by negotiating the
removal of audit rights, using shell companies to disguise
the official’s economic interest, etc.

« Source: World bank Integrity Presidency (2009) Fraud and Corruption.
Awareness Handbook, World Bank, Washington DC. pp. 7.
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overview e measurement e definition e data

The CRCB data template

* Public procurement data
« Company financial and registry data

« Company ownership and management data

Political officeholder data

Treasury accounts of public organisations
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overview e measurement e definition e data e indicators

Blueprint for measuring institutionalised
grand corruption in PP

1. Corruption Risk Index (CRI): generation
and allocation of rents

2. Political Influence Indicator (PII): political
iInfluence on companies’ market success

3. Political Control Indicator (PCI): direct
political control of contractors
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overview e measurement e definition e data e indicators

Corruption Risk Index (CRI)

* Probability of institutionalised grand corruption to
occur

O<CRI's 1

where O=minimal corruption risk; 1=maximal
observed corruption risk

« Composite indicator of 13 elementary risk (Cl)
iIndicators

CRIt= 5w, * Cl!
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overview e measurement e definition e data e indicators

CRI construction

1. Wide set of potential components: 30 Cls

2. Narrowing down the list to the relevant
components: 13 Cls

— Set of regressions on single bidder and winner
contract share (follow from definition!)

3. CRI calculation: determining weights
— Stronger predictor->higher weight
— Norming to 0-1 band
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overview e measurement e definition e data e indicators

Components of CRI

Single bidder

Call for tender not published in official journal
Procedure type

Length of eligibility criteria

Lenght of submission period

Relative price of tender documentation

Call for tenders modification

Weight of non-price evaluation criteria
Annulled procedure re-launched subsequently

. Length of decision period

. Contract modification

. Contract value/duration increase
13.

Winner's contract share
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overview e measurement e definition e data e indicators

What kind of CRI distributions arise?

average -
CRI

Per T
winning
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2009- o
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overview e measurement e definition e data e indicators

Political Influence Indicator (PII)

* Whether a company’s market success
depends on the political group in power

gm—

1, If company i is dependent on gov't

P, = —

__ 0, if company i is NOT dependent on gov't
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overview e measurement e definition e data e indicators

Pll construction

1. Baseline regressions
— Explaining contract volume: BEFORE-AFTER
gov't change
2. Benchmark regressions
— Same regressions as in 1), but for periods
WITHOUT gov't change
3. Marking companies

— Significant and substantial differences between
1) and 2)
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overview e measurement e definition e data e indicators « cpplications « WE

How does this look In pratice?

Hungary, total public procurement market, HU, 2009-2012
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overview e measurement e definition e data e indicators

Political Control Indicator (PCI)

* Whether a company has direct political
connections

gm—

1, if company I has pol. connections

PCl, =—

_0, if company | does NOT have pol. conn.
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overview e measurement e definition e data e indicators

PCI construction

1. Collecting names
— Winners: company registry
— Political officeholders: electoral registry,
company registry, treasury records

2. Matching names/individuals
— Biographical data

— Statistical matching: name frequency,
geographical distance

3. Marking companies
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overview e measurement e definition e data e indicators

Indicator validity 1.

« Qur corruption indicators co-vary
 CRI + PCI, HU, 2009-2012

Group N Mean CRI | Std. Err. : Std. Dev. 95% Conf.Interval
0=no political connection 2900 0.254 0.002 0.111 0.250 0.258
1=politically connected 1449 0.265 0.003 0.110 0.260 0.271
combined 4349 0.258 0.002 0.111 0.254 0.261
difference (CRI1-CRIO) -0.011*** 0.004 -0.018 -0.004
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overview e measurement e definition e data e indicators

Indicator validity 2.

« Our indicators relate to external variables as
expected: money laundering, diversion of funds

* Financial Secrecy Index + CRI in HU, 2009-2012

0.27
0.26
0.26
0.25 025
0.24 B mean CRI
0.24
0.23
Financial Secrecy Financial Secrecy Missing(Financial
Index<58.5 Index>58.5***  Secrecy Index)***
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overview e measurement e definition e data e indicators

Indicator validity 2.

* QOur indicators relate to external variables as
expected: rent extraction from PP contracts

 Relative contract value + CRI in HU, 2009-2012

—

contract value/estimated contract value
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overview e measurement e definition e data e indicators

Limitations

* You get what you measure: no general
Indicator of corrupotion!

* Reflexivity

* Two essential requirements

— Scope: transparency Is a preprequisite:
minimum amount of coverage and detall is
necessary

— Variance: we need to compare corrupt to
non-corrupt: some countries might not work
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overview e measurement e definition e data e indicators e applications

Applications — overview

Evaluating countries: against each other
or the same country over time

Evaluating large funding programmes:
e.g. EU structural funds in CEE

. Assessing the network structure of

corruption: e.g. identifying key points of
policy intervention
Evaluating regulatory or organisational

reform: e.g. loosening transparency
regulations, integrity systems

Risk-based audit of actors/transactions
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overview e measurement e definition e data e indicators e applications
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Applications 1. — tracking corruption over time

* Avg. CRI overt
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overview e definition e measurement e data e indicators e applications

Applications 2. State capture

Captured SN LT

org.s’ & RN |
2009- WIS &
2010Q2 A
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overview e definition e measurement e data e indicators e applications

Applications 2.: State capture

Captured
org.s’
network,
HU,
2011-
20120Q2
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Application 3: co-bidding patterns
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overview e definition e measurement e data e indicators e applications

Applications 3.: cartel
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overview e measurement e definition e data e indicators e applications « WB

WB announcement data

Hatice Type Imvitagion For Bids
Borrower Bid Reference SLRF /CWICE-D9
Language of Notice Englsh
Organization/ Department Roads Department of Georgia
Hame Vakhtasg Rarmades
Title M

Address 12 &), Kazhegi Ave.
City Thilisi
FrowvingelState A

Postal Code L]

Country Geargia

Fhane +3F3ZLITEE
Fax has

Email info{@georoad. ge
Website W georcad ge

i The Bovemment of Oeongia Minsery of Regional Develbpment and
IeTrastrutiune, Ropds Depastmen! has rebeived 3 fnancing from the Wand Bank
towards the costof the Second Secondary and Local RoadeDovelopmsnt
Froject and it intends to apply theprocesds 1o payments wnder Contract for
Rehabilitsticn sndMaintenancs of Rosdsin Kakheti Region under Dulpul- and
Performange-based Conracting [OFRC),

2. Tha Roads Department of Georga ntends to0 plot  Owtput-
andPerfcemance-based Foad Contracts (OPRC) as a method for achieving
sustainable and cost effective road assst managemest whils) atthe same time
mesting the neids of road users. The pist penjesl & expacted 1060ver 3 mad
nebweri fize of aboul 233 km comprgingpaved roads and unpaved roads in 3 sanglke
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overview e measurement e definition e data e indicators e applications « WB

Applicability to World Bank

* Public procurement data
— WB own data: prior review contr., simplification
— Linking WB data to national procurement, DAA
« Company registry data
— OpenCorporates
— Commercial data providers

* Linking up with project and disbursement
data
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Looking forward to the discussion!
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Further information about this approach

Corruption Research Center Budapest: www.crcb.eu
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