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Abstract 

The IMF’s standard ways of engaging with countries need redoing for complicated, 

politically loaded issues like corruption. This paper suggests what might be done inside 

the Fund and with client countries to enable more effective policies. The proposed 

methods could lead to a broader rethink of how the Fund does business. 
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In April 2018, the International Monetary Fund’s Executive Board endorsed “a new 

framework for stepping up engagement on governance and corruption in our member 

countries.”1 The IMF’s Managing Director Christine Lagarde explained, “We have now 

adopted a framework for enhanced engagement on governance and corruption that 

aims for a more systematic, evenhanded, effective, and candid engagement with 

member countries.”2  

She put four important words in italics. This note emphasizes another: engagement. 

On complex, sensitive issues like corruption, engagement must go beyond an 

external appraisal and the importation of external norms and practices. Ideally, 

engagement means sharing local and international knowledge and jointly developing 

creative, practical strategies—and then implementing them together.  

Engagement is especially difficult regarding corruption and governance.  

Sensitivities and vested interests lurk. When corruption infects a country, political 

will may be undermined. A kind of equilibrium of corruption can emerge: even people 

whose personal ethics are exemplary are expected, perhaps even required, to 

participate. People may recognize the developmental importance of good governance 

and yet feel stuck. Leaders and officials may experience conflicting cultural norms—for 

example, impartial and efficient public service versus taking care of and favoring family, 

clan, and friendship networks.  

Cynicism and apathy may be present, as people think deep down that corrupt 

systems are impossible to reform, at least in the short term. Even if the will is there, the 

                                                      

1 Review of 1997 Guidance Note on Governance—A Proposed Framework for Enhanced Fund Engagement, 

IMF Policy Paper, April 22, 2018. https://www.imf.org/en/Publications/Policy-

Papers/Issues/2018/04/20/pp030918-review-of-1997-guidance-note-on-governance  

2 Christine Lagarde. 2018. “Shining a Bright Light into the Dark Corners of Weak Governance and 

Corruption,” IMF Blog, April 22. https://blogs.imf.org/2018/04/22/shining-a-bright-light-into-the-dark-

corners-of-weak-governance-and-corruption/  

https://www.imf.org/en/Publications/Policy-Papers/Issues/2018/04/20/pp030918-review-of-1997-guidance-note-on-governance
https://www.imf.org/en/Publications/Policy-Papers/Issues/2018/04/20/pp030918-review-of-1997-guidance-note-on-governance
https://blogs.imf.org/2018/04/22/shining-a-bright-light-into-the-dark-corners-of-weak-governance-and-corruption/
https://blogs.imf.org/2018/04/22/shining-a-bright-light-into-the-dark-corners-of-weak-governance-and-corruption/
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wherewithal may not be; know-how may be scarce, and so may resources, both 

financial and the ability to commit credibly to new policies. 

Within the IMF itself, engagement may also prove difficult. One challenge is akin to 

political will. Even after the adoption of the new IMF framework, IMF staff members 

may worry about the appropriateness of anti-corruption work given the Fund’s apolitical 

charter. Another challenge pertains to resources and opportunity costs: if we use staff 

and political capital doing this, what do we forgo? And importantly, there arises the 

question of the IMF’s own capabilities in this domain. Do we know how we should or 

could help a country improve governance?  

The relationships between member countries and the IMF pose a final set of 

challenges. Feelings of “us vs. them” may be present. From a member country’s 

perspective, the IMF may be seen as providing a necessary economic contribution and 

yet as imposing policies and practices. From the Fund’s side, questions arise about how 

to go beyond the kinds of analyses and negotiations it does on macroeconomic matters 

to take account of the complexities of motivating and enabling governance reforms.  

This note tries to address these challenges and apprehensions. It recommends a 

process for engagement that I call “convening,” which can be applied within the Fund 

itself as well as with individual client countries. To enable convenings on anti-corruption, 

the Fund can take several steps: 

1. Bring together data on governance and corruption in the six sectors identified in 

the Fund’s new framework.3  

2. Identify in the Fund’s experience success stories of improvements in each 

sector—and then create implementation-oriented case studies of them.4  

                                                      

3 Fiscal governance, financial sector oversight, central bank governance and operations, market 

regulations, rule of law, and anti-money laundering and combating the financing of terrorism. 

4 For example, the five case studies summarized in Bernardin Akitoby. 2018. “Raising Revenue.” Finance & 

Development. Vol. 55, No. 1: 19-21. March. 
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3. Pull together economics-based frameworks for reform in each of the six sectors, 

with the goal of redirecting sensitive perceptions from culture and ethics to 

structures and incentives.  

This note proposes that the Fund begin internally, using convenings of IMF staff to 

consider the “how-to” of helping countries fight corruption even more effectively.  

“Convening” 

Like corruption, many problems have too many causal loops and intervening 

variables to infer that what works in one setting can be transferred straightaway to a 

seemingly similar problem in a quite different setting. A blueprint is unlikely to succeed. 

Speaking analytically: we often face theory uncertainty, measurement uncertainty, and 

modeling (or econometric) uncertainty, coupled with samples of countries and 

ministries and cities and projects that are too small to enable us to explore potentially 

important interaction effects among policies and contexts 

What to do? Locals have tacit and explicit knowledge about local settings. But they 

may lack access to some of the best data and techniques of data collection to calibrate 

their challenges. They may not be familiar with examples of what has worked 

elsewhere, not so much to copy as to inspire. They may benefit from exposure to 

models and theories that can be used to suggest frameworks for policy analysis. The 

challenge becomes how to combine forces: how to bring what they know best (local 

contexts and possibilities) with what outsiders may offer (facts, examples, frameworks).  

Convening tries to bring together these capabilities in a safe space through a 

pragmatic process. Those convened have different if overlapping objectives, different if 

sometimes overlapping capabilities, and different if overlapping information about the 

state of the world and about if-then relationships. The stakeholders are strategically 

connected, in the sense that what one party does often affects the outcomes of what 

other parties do. They are not fully aware of each others’ objectives, capabilities, or 
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information sets; they do not fully understand their strategic interrelations. Convening 

brings together their strengths and inspires them to address their challenges with new 

information, examples, and frameworks. 

The kinds of convenings of interest here provide stakeholders with: 

1. Data, especially data that help people “get on the same page” about the nature 

of the problems. Data-rich discussions help build trust, particularly about 

controversial issues.  

2. An example of success in similar problem areas, which spotlight what was done 

and how. The example is conveyed through a part A, part B case study. 

Participants analyze the issues and make recommendations, then learn what 

happened, then discuss. 

3. A framework for understanding goals, alternatives, if-then relationships, and 

strategic interdependence. The framework can provide a new way of framing the 

problem. 

4. An imaginary news story of success five years hence. Participants read it aloud, 

then ponder what steps could lead from now to then. 

The data help everyone contextualize the challenges.  

The success story from another country provides inspiration. 

The framework conveys principles. 

The imaginary news story stimulates creative problem-solving. 

In short, convenings engage:  

• Key decisionmakers and stakeholders, sometime from outside government, 

• In a safe setting (no recordings, Chatham House rules, etc.), 

• For a day, sometimes more, 

• Away from the office, 

• With the goal of stimulating new, practical ideas for improvement. 



 6 

An Example 

In June 2010, Benigno Aquino III was elected President of the Philippines. His 

campaign slogan was Kung walang korap, walang mahirap – “When no one is corrupt, 

no one will be poor.” His inaugural address focused on fighting corruption:  

During the campaign we said, “If no one is corrupt, no one will be poor.” That 

is no mere slogan for posters – it is the defining principle that will serve as the 

foundation of our administration. 

Our foremost duty is to lift the nation from poverty through honest and 

effective governance… 

No more influence-peddling, no more patronage politics, no more stealing. 

No more sirens, no more short cuts, no more bribes. 

When Aquino took office, the Philippines did not fare well on various measures of 

corruption and competitiveness.  

• Transparency International’s Corruption Perceptions Index 2010 gave the 

Philippines a score of 2.4 on a 10-point scale, ranking it 133rd out of 178 countries, 

tied with Azerbaijan, Bangladesh, Honduras, Nigeria, Sierra Leone, Togo, Ukraine, 

and Zimbabwe.  

• In the 2009-10 Global Competitiveness Index compiled by the World Economic 

Forum, the Philippines, with a score of 3.9, ranked 87th out of 132 countries, 

trailing behind countries such as Gambia and Guatemala.  

• In 2010, the International Finance Corporation ranked the Philippines 144th of 

183 countries in terms of “ease of doing business”, behind the Syrian Arab 

Republic, Mozambique, and Paraguay. 

Several weeks after Aquino took office, in August 2010 an all-day Cabinet meeting 

was convened in Malacañang Palace. The participants were the new cabinet secretaries, 

as well as the heads of the Central Bank, the Customs Bureau, and the Bureau of 
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Internal Revenue. Their goal was to develop a practical strategy across the ministries 

and, indeed, across the public-private divide.  

During that Saturday, the participants studied data about the extent and social costs 

of various kinds of corruption in the Philippines and elsewhere. In the style of a two-part 

business school case, they analyzed a country that had successfully reduced corruption. 

They worked through models of corruption and a framework for policy analysis.  

And then, thus stimulated, they analyzed the situation of their own country. The 

problems of corruption are complex; the Philippines’ setting is unique. And yet, the 

data, the case study, and the models became, with these participants in this process, a 

catalyst for creative problem solving. By eight o’clock that evening, they had devised an 

outline of a national strategy, which they refined on Monday and briefed to the 

President on Tuesday. A plan of action followed.  

As President Aquino’s intrepid anti-corruption campaign developed, it included 

identifying and punishing some major offenders, forging new partnerships with business 

and civil society, using citizen scorecards to gauge the performance of government 

agencies, implementing radical reforms in bottom-up budgeting and evaluation, 

enhancing coordination across key government agencies, and more. International 

donors and lenders played key roles in supporting most of these initiatives.  

The results have been remarkable: 

• In September 2014, the World Economic Forum called the Philippines the “most 

improved country overall” in terms of global competitiveness over the previous 

four years. It had risen to 52nd place, up from 87th in 2009-10.  

• The country’s ranking on the Corruption Perceptions Index improved from 

133rd place in 2010 to 94th in 2013.  

• Doing Business 2015 ranked the Philippines 95th of 189 countries. This 

represented an improvement from the 21st percentile in 2009 to the 50th 

percentile. 
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• Citizens’ satisfaction with the government and the President Aquino’s popularity 

were unprecedented compared with other Filipino presidents at similar times in 

their terms of office.  

• Investment rose from 16.6% of GDP in 2009 to 20.9% in 2015. 

• Foreign direct investment in 2016 reached a “multi-decade high of $8 billion as of 

end-April, up from $6 billion in 2015 and $1 billion just five years ago.”  

• Unemployment hit a record low of 5.7% in 2015 

• GDP: By 2017 the Philippines was the fourth fastest-growing country in the world, 

and growth in GDP may reach 7-8% by the end of 2018. 

The Philippines still has a long way to go. But progress in the Philippines has been 

tangible. Even in a country plagued by systemic corruption, improvement was possible, 

with significant developmental benefits.  

A Suggestive Example: Ukraine and the IMF 

Let us begin at the end: imagine a convening between the Fund and a client country 

over corruption and governance. Simply as an illustration, let us consider the country to 

be Ukraine and the focus to be on corruption and governance in the financial and 

banking sectors. 

1. Data 

The purpose of assembling and sharing data is to help all parties “locate” the 

challenges in international perspective. A suggestion is to begin with the idea that 

international and local investors are influenced by quantitative data about governance 

and corruption.  

For this note, we have assembled a variety of data on the health of a country’s 

financial and banking sectors, as well as some economically relevant measures of 

governance. Annex 1 describes the variables; note they do not include privileged data 

that may be possessed by the IMF. Annex 2 presents some statistics and observations 
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about these variables. Annex 3 presents a data-reduction exercise that extracts two 

composite measures of the quality of governance in a country’s financial and banking 

sector. 

How might such data be shared with policy makers?  

When presenting the data, a recommendation is to begin with the positive. “Along 

these variables, country X is quite competitive internationally.” Then ask the audience, 

“Given these positives, what could be holding back investment and financing?” And then 

show the dimensions along which country X is not at all competitive.  

At this point, the data on the financial sector can be examined. How does country X 

fare on various measures? 

When the data have been presented, a discussion follows. What are the 

implications? Sometimes issues of validity and reliability are raised. But experience 

suggests they do not deflect a major impact of considering the data together: “We have 

problems here that are holding our country back.” 

Annex 4 outlines how such a method might be used for Ukraine. An illustrative 

PowerPoint presentation is provided separately. 

2. Success Stories 

The enemy of apathy and cynicism is success. When policymakers work through an 

example together, their responses are often surprise, insight, and new motivation.  

The choice and presentation of a success story are crucial. To choose a case, one 

needs three things: first, a deep understanding of the challenges faced by leaders of 

country X; second, a practical understanding of the characteristics of those challenges; 

and third, a deep and preferably first-hand knowledge of how another country made 

progress in dealing with those challenges, ideally with the IMF’s assistance. 

The presentation is also key. A recommendation is a pedagogical tool called a live 

case. Here, the story is divided into two parts. Part A presents the challenges faced by 

leaders in that other country, before they took action. Part B presents what they did and 
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how they did it, including lurches and mid-course corrections. It also presents the results 

achieved, including improvements in governance and less corruption and also effects on 

investment, political perceptions, and so forth. 

Part A is presented using PowerPoint or a related technology. In eight to ten slides 

plus a hand out with some country data, participants engage with the challenges facing 

policymakers in the case.  

Then participants are then separated into groups of four and asked to spend 45 

minutes together addressing three questions: (a) what are the major problems? (b) 

what are the alternatives for dealing with those problems and their pros and cons? (c) 

what do you recommend? One member of each group is designated the facilitator and 

another member is tabbed as the rapporteur.  

After a break, the rapporteur from each group presents its answers to (c). Then Part 

B of the case is presented in perhaps 10 slides. 

Then a general discussion follows. Often, the first point made is “that country is not 

the same as our country.” But quickly follow observations such as “but it’s interesting 

how they did this first and not that” or “look how they neutralized this corrupt force” or 

“it’s interesting how they built on quick wins to create political momentum.” Ideally, the 

case would show how the IMF’s partnering with the country made a difference. For 

example, the Fund’s support may have enabled expenditures outside the constraints of 

the country’s budget. And the Fund may have helped the country credibly commit to 

policy reforms, easing implementation and enhancing the attractiveness to investors. 

Given all this, clearly the Fund’s choice of success stories, its sophistication in 

creating live cases, and its skill in managing a creative discussion are crucial. More on 

these points below. 

3. Framework 

An inhibiting factor in addressing corruption is the commonly expressed feeling that 

corruption is a function of a country’s political culture. This feeling has two 
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manifestations. One is resistance within a country when outsiders point to corruption. 

Another is a feeling of futility. A suggestion is to help people reframe the challenges in 

terms of structures and incentives instead of culture and ethics.  

For example, a simple formula such as Corruption = Monopoly + Discretion – 

Accountability may help people rethink ways to reduce corruption by reducing 

monopoly power, clarifying or limiting discretion, and enhancing accountability in a 

variety of ways. 

Regarding the financial sector, a useful framework might begin by describing in an 

economic model the functioning of efficient systems. Then the threats to such systems 

can be identified, again using an economic framework. Indeed, a kind of checklist might 

be derived and shared, not as the end of a discussion but the beginning to one. “How 

does such a model help us identify weaknesses in our systems, and think about practical 

ways to overcome them?” 

Ideally, this framework would echo themes raised in the success story the group has 

addressed. “Note how that country’s reforms were consistent with these points in the 

checklist.” 

4. An Imaginary News Story 

The next step is optional but remarkably effective: an imaginary news story five 

years hence of country X’s own success in improving governance in the banking sector.  

Participants read the news story aloud, a different person taking each line. At the 

end, there may be applause. Then participants are asked, “What chain of events might 

lead to such a happy story?” Each participant spends about ten minutes writing down 

some ideas. Then participants are paired. Each is asked to share his or her ideas with the 

partner, with the knowledge on both sides that the partner will report to the group 

what the partner thought was his or her best idea. Then the roles are reversed.  

At the end, each person reports his or her partners best idea, and the facilitator 

writes them on a white board.  
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Then the group is asked, “What together could you do in the next six months to 

make these good ideas more likely to occur and succeed?” 

The results are often extraordinary. One outcome, as in the Philippines, is the 

formation of a task force to take these ideas and develop an action plan for eventual 

discussion and approval. 

Convening Inside the International Monetary Fund 

An interesting question is how these same ideas might be applied within the IMF. 

Imagine a convening of IMF staff working on a particular area of governance and 

corruption. 

1. Data. How might staff members together consider the best data to use to 

characterize a country’s competitiveness and the governance of its financial 

sector? (Similar questions apply in the other sectors in which the Fund might be 

active in fighting corruption and improving governance.)  

2. Success stories. What are the examples of successful reforms in this area? 

“Success” does not mean the eradication of corruption; rather, as in the 

Philippines under Aquino, it refers to progress with economically relevant 

outcomes. What were the IMF’s roles in enabling these successes? How might 

success stories be shared in a practical and engaging fashion inside the Fund 

itself?  

3. Frameworks. What economic frameworks and policy-relevant checklists do we 

have (or could we develop and discuss)?  

4. Imagining success. And how might we conceptualize our future success as an 

institution in reducing corruption and enhancing governance? (Annex 5 presents 

a similar example from the World Bank.) 

Overview of a Possible IMF Convening 

8:30  Registration and coffee 
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9:00 Opening remarks. Objectives, overview of activities.  

9:15 Presentation of data regarding the chosen state governance function. What 

information by country and sector are available within the Fund and from 

outside sources? How could such information be helpful in surveillance and in 

program design with country partners? An example of a particular country: 

where it stands in that governance function, changes over time, and so forth.  

10:00 Live Case: “Facing Challenges in the Chosen Governance Function Country X.” 

Country X has been selected because in the event the country undertook 

successful reforms. The presentation of Part A takes about ten minutes. 

Questions take five more minutes. Participants are divided into groups of four 

with instructions to identify some alternatives to deal with the challenges in 

country X, including possible roles for the Fund.  

10:15  Coffee break. 

10:45 Group work. 

11:30 Group presentations of two or three key ideas for dealing with the challenges in 

country X (3 minutes each). 

12:00 What happened in country X (15-minute presentation). Discussion of 

implications for other countries and for the Fund. 

12:30 Lunch. During lunch, a presentation on the economics of corruption in that 

particular governance function. One goal is to help people reframe the 

challenges in terms of structures, information flows, and incentives (rather than, 

say, of cultures or political systems). 

1:30 How to use imaginary news stories to galvanize creativity. A presentation and a 

country example. 

2:30 Coffee break 

2:45 The theory and practice of “convenings” with a particular emphasis on 

governance issues. Examples (within an international financial institution and 

within a corrupt government).  
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4:00 Discussion of applications within the IMF and in IMF work with partner 

governments. 

5:00  Adjourn 

A Suggested Work Plan Inside the Fund 

The first step might be to select one particular governance function among the six in 

the Fund’s strategy document. Pick one where we think there are country- or sector-

level data helpful in diagnosing performance and where the Fund knows of examples of 

success in working with countries to do better.  

Step two is to pull together data by country. Some of the data may be within the 

Fund. Other sources may be outside the Fund, for example in the annual Global 

Competitiveness Report or Doing Business. 

Step three is to review two or three examples of success (or of progress) in Fund 

work in the chosen governance function. Select one of the cases. Create a brief 

description of the challenges faced (part A) and what was done and the developmental 

consequences (part B). Second, transform these writeups into “live cases”—a ten-

minute presentation of part A, as a prelude to group work, and then fifteen-minute 

presentation of part B to present to the group after they have struggled with what they 

would do. 

Step four is to assemble and summarize various analytical frameworks of the 

challenges and solutions.  

Then, test these results in a one-day convening for selected Fund staff, which would 

both present the results and exemplify the method. Perhaps 20 people would 

participate. An outline of the convening appears below. Participants would include 

experts in the governance sector chosen as well as people in country- and regional-level 

strategy and management.  
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Resources and Timing 

What would it take to make this happen? Steps one to three might require about 

one-month FTE inside the Fund and about one month by an external consultant. Step 

four, running the convening inside the Fund, would require about 2 days per participant 

(including their prior reading) plus three days preparation by two senior Fund staff who 

would help plan and lead the event plus three days by a consultant. 

A follow-up meeting would involve a subset of participants plus the two senior Fund 

staff. They would appraise the convening method in two ways: first, as a technique to 

use with the other five areas and as a possible prototype for engaging with a member 

country. 
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Annex 1. Selected Data on the Health of a Country’s Finance and Banking 

Sectors 

The first five indicators come from the World Economic Forum, Global 

Competitiveness Report 2017-2018 (http://www3.weforum.org/docs/GCR2017-

2018/05FullReport/TheGlobalCompetitivenessReport2017–2018.pdf).  

Fin mkt dev: Financial Market Development (2018) - World Economic Forum – a 

composite of eight measures of the efficiency and “trustworthiness and confidence” in a 

country’s financial sector. Among the eight indicators are these: 

• Avail fin svc: Availability of Financial Services (2018) - World Economic Forum - 

measures the extent to which the financial sector provides the products and 

services that meet the needs of businesses.  

• Afford fin svc: Affordability of Financial Services (2018) - World Economic Forum 

- measures the extent to which the cost of financial services (e.g. insurance, 

loans, trade finance) impede business activity.  

• Ease loans: Ease of Access to Loans (2018) - World Economic Forum - measures 

how easy it is for businesses to obtain a bank loan.  

• Sound banks: Soundness of Banks (2018) - World Economic Forum - measures 

how citizens assess the soundness of banks in their nation (based on the health 

of their balance sheets).  

Get credit: Getting Credit, a construct from Doing Business 2018 (International 

Finance Corporation). “Doing Business measures the legal rights of borrowers and 

lenders with respect to secured transactions through one set of indicators and the 

reporting of credit information through another. The first set of indicators measures 

whether certain features that facilitate lending exist within the applicable collateral and 

bankruptcy laws. The second set measures the coverage, scope and accessibility of 

credit information available through credit reporting service providers such as credit 

bureaus or credit registries.” 

http://www3.weforum.org/docs/GCR2017-2018/05FullReport/TheGlobalCompetitivenessReport2017–2018.pdf
http://www3.weforum.org/docs/GCR2017-2018/05FullReport/TheGlobalCompetitivenessReport2017–2018.pdf
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http://www.doingbusiness.org/~/media/WBG/DoingBusiness/Documents/Annual-

Reports/English/DB2018-Full-Report.pdf  

Z-Score (2014) - Federal Reserve Bank of St. Louis - This measure captures the 

probability of default of a country's banking system. Z-score compares the buffer of a 

country's banking system (capitalization and returns) with the volatility of those returns. 

The z-score is defined as z ≡ (k+µ)/σ, where k is equity capital as percent of assets, µ is 

return as percent of assets, and σ is standard deviation of return on assets as a proxy for 

return volatility. A higher z-score therefore implies a lower probability of insolvency. The 

world average for 2015 was 13.13. Because this variable is positively skewed, the 

natural log transformation is used to create the variable Ln Z-score. 

Bank cap-assets: Bank Capital to Total Assets (most recent year, 2015-2017) – The 

World Bank - the ratio of bank capital and reserves to total assets. Capital and reserves 

include funds contributed by owners, retained earnings, general and special reserves, 

provisions, and valuation adjustments. Capital includes tier 1 capital (paid-up shares and 

common stock) and total regulatory capital, which includes several specific types of 

subordinated debt instruments that need not be repaid if the funds are required to 

maintain minimum capital levels (these comprise tier 2 and tier 3 capital). Total assets 

include all nonfinancial and financial assets.  

Saved at a financial institution (% age 15+) (2017) - The World Bank - the percentage 

of respondents who report saving or setting aside any money at a bank or another type 

of financial institution in the past 12 months. Because this variable is positively skewed, 

the natural log transformation is used to create the variable Ln pop saving. 

Borrowed from a financial institution (% age 15+) (2017) - The World Bank - the 

percentage of respondents who report borrowing any money from a bank or another 

type of financial institution in the past 12 months. Because this variable is positively 

skewed, the natural log transformation is used to create the variable Ln Pop Borrowing. 

  

http://www.doingbusiness.org/~/media/WBG/DoingBusiness/Documents/Annual-Reports/English/DB2018-Full-Report.pdf
http://www.doingbusiness.org/~/media/WBG/DoingBusiness/Documents/Annual-Reports/English/DB2018-Full-Report.pdf
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Annex 2. Summary Statistics on the Health of a Country’s Finance and 

Banking Sectors 

Variable N  Mea
n 

Media
n 

Std. 
Dev. 

25%il
e 

75%il
e 

Minimu
m 

Maximu
m 

Fin mkt dev 13
7 

4.01 4 0.75 3.5 4.5 2.1 5.8 

Avail fin svc 13
7 

4.24 4.2 0.80 3.7 4.7 1.9 6 

Afford fin 
svc 

13
7 

3.86 3.8 0.82 3.3 4.4 2 5.8 

Ease loans 13
7 

3.87 3.9 0.84 3.4 4.5 1.5 5.7 

Sound banks 13
7 

4.78 4.9 1.00 4.2 5.5 2 6.6 

Getting 
credit 

19
0 

51.12 50 24.2
5 

30 70 0 100 

Ln Z-score 16
2 

1.03 1.02 0.28 0.83 1.21 0.15 1.73 

Bank cap-
assets 

13
3 

10.99 10.77 3.57 8.35 12.87 4.78 24.15 

Ln % pop 
saving 

14
3 

1.22 1.20 0.38 0.95 1.53 0.30 `.89 

Ln % pop 
borrowing 

14
3 

1.01 1.04 0.28 0.85 1.20 0.30 1.54 

GCompInde
x 

13
7 

4.29 4.30 0.70 3.9 4.7 2.9 5.9 

 

GCompIndex is the Global Competitiveness Index 2017-2018, an amalgam of 111 

variables in 12 categories, created by the World Economic Forum.  
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Annex 3. Data Reduction Exercise 

Table 1 presents a pairwise correlation matrix among many of the variables.  

Table 1  Correlations Among Some Data Related to  

the Health of the Financial and Banking Sectors 

Variable N  Mean Median Std. 
Dev. 

25%ile 75%ile Minimum Maximum 

Fin mkt dev 137 4.01 4 0.75 3.5 4.5 2.1 5.8 

Avail fin svc 137 4.24 4.2 0.80 3.7 4.7 1.9 6 

Afford fin 
svc 

137 3.86 3.8 0.82 3.3 4.4 2 5.8 

Ease loans 137 3.87 3.9 0.84 3.4 4.5 1.5 5.7 

Sound banks 137 4.78 4.9 1.00 4.2 5.5 2 6.6 

Getting 
credit 

190 51.12 50 24.25 30 70 0 100 

Ln Z-score 162 1.03 1.02 0.28 0.83 1.21 0.15 1.73 

Bank cap-
assets 

133 10.99 10.77 3.57 8.35 12.87 4.78 24.15 

Ln % pop 
saving 

143 1.22 1.20 0.38 0.95 1.53 0.30 `.89 

Ln % pop 
borrowing 

143 1.01 1.04 0.28 0.85 1.20 0.30 1.54 

GCompIndex 137 4.29 4.30 0.70 3.9 4.7 2.9 5.9 

Figure 1 presents a corresponding array of two-dimensional scatterplots, leaving out 

the composite variable Financial Market Development (which includes the next four 

variables in Table 1 and four others) and the Global Competitiveness Index. 
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Figure 1. Graph Matrix of Some Data Related to the Health of the Financial and 

Banking Sectors 

 

Clearly, these data are not well-behaved. The first four variables—generated from 

surveys by the World Economic Forum—are very highly correlated, with a few outliers. 

But the Getting Credit construct of the International Finance Corporation is virtually 

unrelated to any of the other indicators, as well as containing outliers. It appears that 

the nine indicators are not strongly related—not necessarily a bad thing. 

A factor analysis confirms this (see Table 3). Two factors have an eigenvalue of 1 and 

are therefore retained according to the Kaiser rule. The first factor builds strongly on the 

four variables from the World Economic Forum plus lesser contributions from the three 

World Bank Variables. It accounts for about 52 percent of the overall variance among 

these 9 variables. The second factor picks up the Doing Business measure of Getting 

Credit. 
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Interestingly, the first factor is correlated 0.83 with the country’s Global 

Competitiveness Score, itself a composite of 111 variables. In contrast, the second factor 

is correlated only 0.13 with the Global Competitiveness Score.  

Table 3. Factor Analysis of Various Measures of the Health of Finance and Banking 

Sectors 

 

Of the 100 countries in the sample, the ten countries with the lowest scores on 

Factor 1 are: 
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Lesotho, Greece, Sierra Leone, Malawi, Moldova, Mozambique, Ukraine, 

Argentina, Madagascar, and Zambia.  

The ten countries with the highest scores on Factor 1 are: 

Singapore, Luxembourg, Finland, USA, Switzerland, Canada, Sweden, Germany, 

Japan, and Hong Kong China. 
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Annex 4. Example of Presenting a Country’s Data on Governance and 

Corruption 

A separately distributed PowerPoint presentation focuses on Ukraine. The 

presentation begins with the positive, makes comparisons with other countries, and 

then moves to areas where the country is less competitive in terms of perceptions 

about governance and corruption. 

The PowerPoint uses these data: 

Global Competitiveness Report 2017-2018 

Overall ranking 81 of 137 countries (41st percentile).  

Some areas where Ukraine is quite competitive:  

• Number of procedures to start a business, 18th of 137 countries or 87th 

percentile, tied with Latvia, Norway, United Kingdom 

• Legal rights index, 84th percentile, tied with Denmark, Hong Kong, Singapore 

• Quality of railroad infrastructure, 73rd percentile, better than Hungary, Ireland, 

New Zealand 

• Mobile-cellular telephone subscriptions, 73rd percentile, better than Israel, 

Japan, the Netherlands 

• Tertiary education enrollment rate, 88th percentile, better than Austria, Belgium, 

Canada 

• Quality of math and science education, 80th percentile, tied with Australia, Israel, 

Portugal  

• Availability of scientists and engineers, 82nd percentile, better than Denmark, 

France, Korea 

• Exports as % of GDP, 78th percentile, better than Germany, Korea, Sweden 
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The three most problematic factors for doing business: inflation, corruption, and 

policy instability. 

Governance and corruption are perceived to be obstacles to Ukraine’s 

competitiveness: 

• Favoritism of government officials, 111 of 137 countries or 19th percentile, 

worse than Chad, Nepal, Sierra Leone 

• Diversion of public funds, 13th percentile, worse than Honduras, Uganda, 

Yemen 

• Irregular payments and bribes, 23rd percentile, worse than El Salvador, 

Ghana, Pakistan 

• Strength of accounting and auditing standards, 10th percentile, worse than 

Bangladesh, Madagascar, Zambia 

• Judicial independence, 6th percentile, worse than Cambodia, D.R. Congo, 

Haïti 

Looking in particular at finance and banking: 

• Inflation, 6th percentile, worse than Guinea, Haïti, Liberia 

• Country credit rating, 10th percentile, worse than Madagascar, Mali, Nepal 

• Financial market development, 12th percentile, worse than Cape Verde, 

Sierra Leone, Zimbabwe  
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o Availability of financial services, 18th percentile, worse than Ethiopia, 

Venezuela, Zambia  

o Affordability of financial services, 12th percentile, worse than Benin, 

Romania, Sierra Leone  

o Ease of access to loans, 25th percentile, worse than Ecuador, the 

Gambia, Mali 

o Soundness of banks, bottom 2 percent, 135, ahead of only Lesotho 

and Mauritania 

 

Other data about the quality of finance and banking institutions: 

• Z-Score, 9th percentile, worse than Ecuador and Slovenia. 

• Bank Capital to Total Assets (%), 35th percentile, worse than Guinea, 

Kazakhstan, Seychelles.  

• Saved at a financial institution (% age 15+), 43rd percentile, worse than 

Gabon and Uganda.  

• Borrowed from a financial institution (% age 15+), 51st percentile, worse 

than Ethiopia, Haïti, Nicaragua.  
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Annex 5. Using an Imaginary News Story: An Example 

In difficult environments, people have heard a lot about their problems. What they 

have not pondered enough are scenarios of success. 

One device is to create an imaginary news story dated five years hence. The headline 

describes “great success.” The body contains imaginary data and quotes describing how 

much better things are. Hints are inserted about how the changes might happen, but 

only to provoke thought. 

Here is an example from a meeting of senior leaders at the World Bank, just after 

the fall of Mubarak in Egypt. The question on the table was this:  

Suppose one of the new governments in the Middle East and Northern 

Africa—say, Tunisia or Egypt, or who knows, another country—comes to us and 

asks, “We want to clean up the corruption and abuses of the past regime. Can 

you help us figure out what to do and how?” How would we respond? Or better 

put, suppose such a request comes six months from now: how should we 

prepare ourselves now to give the best help? 

First, participants took turns reading aloud, paragraph by paragraph, an imaginary 

news story of the success of one of the MENA countries five years from now. This story, 

included below, describes some of the steps country X took to improve its governance, 

and the heartening results. The story adds that help from the World Bank was pivotal in 

the success—in the imaginary quote from the imaginary prime minister of X, “because 

of their ideas and examples even more than their financial support.” Before the story 

can detail what the Bank did and how, it says “Continued on p. A-16.” Alas, there is no p. 

A-16. Consequently, the participants had to imagine the next part of the story.  

Each person spent about ten minutes writing down ideas about what specific things 

the Bank might have done in country X to help them form an effective strategy and to 

implement specific steps. 
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Then participants paired up. People explained their ideas to their partners, and then 

it was vice versa. Then, each partner was asked to tell the group a good idea that he or 

she had heard from the partner. I wrote down all the ideas on whiteboards.  

Discussion followed. After a while, we turned to a different question. Given all these 

excellent possible contributions to country X, what do we need to do now to prepare 

ourselves and the World Bank for a request from a new government like X, say six 

months from now? 

[X is a country in the MENA region, home of a remarkable political revolution in 2011.] 

An Imaginary News Story from 2016 

Governance Reforms Catalyzed X’s Economic Success 
Al Jazeera, March 2016 – Only five years ago, X’s people rose and deposed the country’s long-
standing leader and his party. The watchwords were freedom and no corruption.  

“Some people said we couldn’t do either one,” explains prime minister Hosni Saeed. “They said our 
culture was dictatorial and that our new government would simply slip into the corrupt ways of the 
old regime. But look at the results now, how we’ve expanded political and civil rights and greatly 
improved the disease of corruption.” 

Political scientist Raymond Gastil recalls, “In 2011, the region called MENA, the Middle East and 
Northern Africa, was the least free region of the world. It was also the region with the least 
transparent governments. What a change, at least in X.” 

From 2011 to 2016, Gastil’s political rights and civil liberties measures for X have risen from “not 
free” and below the world average, to “free” and well above the world average. The World 
Economic Forum’s global competitiveness index for X has moved from below average to above 
average. X’s Corruption Perceptions Index has improved by two full points, the largest positive 
swing of any country in the world.  

One result: more private investment. “Our studies had shown that governance was the key obstacle 
to investment,” notes Mustapha Nabli, the World Bank’s former chief economist for MENA. “We 
showed that in the long term, private investment could increase tremendously, with the right 
climate. Already, private investment as a percentage of GDP has grown by 5 percentage points in 
X.” 

How They Did It 

“We did three key things,” recalls minister of finance Faruk Ahmed. “We looked at the big picture 
together, with lots of idealism. We created a practical, strategic roadmap together, based on a 
diagnosis of our situation and examples from other countries of things that worked. And we started 
with concrete things that could be seen to work quickly.” 

Breaking down change into discrete steps made the goal of good governance less daunting. “In 
addition to a new freedom of information act, look at the specific things they did to increase 
transparency,” notes Kirstin Sorensen of Transparency International. “On the Internet they 
published information about all laws, regulations, and directives. About all tax incentives and other 
benefits granted to firms. About privatizations, public land transfers, subsidies, and procurement 
tenders. And about court decisions on commercial litigation.” 
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Michael Hershman of the Fairfax Group adds, “Any MP who recommends a particular firm to a 
ministry is required to do so in writing—and all such recommendations are published.” 

The new flows of information go two ways. “Citizens developed feedback mechanisms,” observes 
Iman El-Kaffass, a noted academic and activist. “Like scorecards on the performance of government 
agencies. Facebook pages where you can ‘like’ good performance and give a thumbs-down to bad 
performance. A website where you can report extortion or fraud. And with new citizens’ oversight 
councils for each ministry and big city, we follow up to see that these data were actually used.” 

The business community helped with innovative “diagnostics” of corrupt systems. Salim Nasser of 
the Chamber of Industry describes one success story. “Each major road-building company was 
asked one-on-one to diagnose shortcomings in the procurement system, from prequalification to 
the renegotiation of contracts. From about fifteen of these interviews, a diagnostic of the parallel 
system emerged. We used this to work with the ministry and craft specific measures for reform. We 
have repeated the diagnostic each year, to gauge our progress and rethink the reforms.” The result: 
less corruption, lower costs per kilometer of construction, and higher measures of road quality. 

Systemic Corruption 

It was important to go after the ill-gotten assets of the leaders of the prior regime. “This process 
can be overwhelming for even the most experienced of practitioners,” notes Jean-Pierre Brun, co-
author of Asset Recovery Handbook: A Guide for Practitioners. “In X, the process was alleviated by 
the freezing of assets by Switzerland, the EU, and the USA. The new government, of course, wanted 
to get that money back, and what was heartening was the collaboration of many of the secretaries 
and officials in the old government who had knowledge of the illicit transfers.” 

Big fish had to be fried, meaning the prosecution of a few of the most abusive members of the old 
order, both government officials and corrupt business people. This demonstrated to angry citizens 
that things were indeed changing. 

“But we didn’t emphasize the past,” notes prosecutor Noor Yousef. “Our focus was preventing 
corruption. We started improving our systems of oversight and auditing, and of course the 
administration of justice, including better incentives. We developed new ways to get information 
from citizens, business people, and government officials.” 

It was more difficult, and more dangerous, to address some inbred systems of organized corruption. 
“We knew there were plenty of ways the military was involved in corrupt systems,” says Mustapha 
Iqbal of the Citizens Council for the Revolution. “But we also knew that the military had to be an ally 
for change. We couldn’t attack the military directly or quickly. Instead, learning from other 
countries, we developed a longer-term strategy to wean the military from its many economic 
activities and to improve military procurement. We coupled this with reforms in pay and 
incentives.” 

The Key Role of International Institutions 

The new X government, and the citizens, were adamant about “doing things themselves.” They 
distrusted the support the prior regime had received from other countries and from some 
international financial institutions. But as change proceeded in governance reforms, the World Bank 
turned out to be a key partner.  

“The Bank was so important to us, because of their ideas and examples even more than their 
financial support,” notes prime minister Saeed. “Let me cite just a few instances for      

Continued on p. A-16 
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In the second part of the discussion—on how the Bank should prepare itself—here 

are a few of the many ideas that emerged. (They are not necessarily sequential.) 

Consider four dimensions: transparency, building capacity, using social media, 

and collaborative leadership. Perhaps the Bank could work with X to choose two 

priority areas, say the budget and a social sector such as health. We could 

emphasize those four dimensions in those two areas. We could begin now to plan 

various ways of doing so. 

Eventually, we need a much better understanding of the political map in X. This 

may take a while, because the forces and personalities are unsettled. The Bank’s 

country office should in principle be helpful here. But is the local office is perceived 

to be too closely linked with the previous regime? Are local staff predominantly 

members of the former ruling party? Do we need to change some or many of our 

local staff, in order to be credible? Getting back to the assessment of the political 

map, we may need to wait until the new government is in place, and then we may 

need to utilize the knowledge of people in country X and experts outside the Bank, 

to understand the constellation of forces. 

We start with negative credibility. We have the potential to listen, especially to a 

new government and its citizens. We have to overcome the World Bank hubris of 

being centers of the universe. We have to get outside the Bank and consult all the 

smart people who know about the region, the country, the issues. And then we have 

to ask, how can we support the reformers that are emerging? 

What if the new government becomes just like the old government?  

We have to learn from our own past mistakes—say, with the former countries of 

the USSR and with parts of Africa. Are new regimes really different? What new 

sources of information and new relationships should we develop and use? 

You can be pessimistic easily enough. For example, think of Central Asia under 

the USSR and now. Is the Middle East as culturally resistant as that? Or is this a 
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moment of unprecedented possibilities? Can we listen—and do something 

different? 

Situations like this may offer us a chance to change the Bank. Not just MENA [the 

Middle East and North African part of the Bank]. We can face up to our credibility 

problems. We can develop relationships in new ways and lead by example. 

What are the Bank’s comparative advantages? Are we good at relationships with 

governments but less good at new governments? We are interested in relationships 

with civil society but who in the Bank is really good at that? How can we become 

more capable at helping the new government of X forge relationships?  

Who are the key players in the World Bank with regards to the MENA region and 

with regards to the key issues a country like X will be facing? Who steps up first? 

What are our terms of engagement? We have working groups now in four areas, but 

we may need more guidance from the top levels of the Bank. 

Going back to trust. The big task for us at the Bank is to change ourselves. Our 

services do matter, our money and our connecting knowledge and people across 

countries. But we need to be less biased. More humble. The World Bank Institute 

has capability in working with non-state actors, but other parts of the Bank do not 

do this so easily. How can our institution do better at building partnerships, fostering 

trust, being humble? 

Some participants praised the process for creating an opportunity for 

“unprecedented frankness.”  
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