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Draft Policy Research Working Paper The Worldwide Governance Indicators : Methodology and Analytical Issues Daniel Kaufmann, Brookings Institution Aart Kraay and Massimo Mastruzzi, World Bank September, 2010. Access the WGI data at Abstract: This paper summarizes the methodology of the Worldwide Governance Indicators (WGI). project, and related analytical issues. The WGI cover over 200 countries and territories, measuring six dimensions of Governance starting in 1996: Voice and Accountability, Political Stability and Absence of Violence/Terrorism, Government Effectiveness, Regulatory Quality, Rule of Law, and Control of Corruption. The aggregate Indicators are based on several hundred individual underlying variables, taken from a wide variety of existing data sources. The data reflect the views on Governance of survey respondents and public, private, and NGO sector experts Worldwide . We also explicitly report margins of error accompanying each country estimate. These reflect the inherent difficulties in measuring Governance using any kind of data.

2 This emphasis on explicit reporting of uncertainty about estimates of governance has been notably lacking in most other governance datasets.1 While the six aggregate WGI measures are a useful summary of the underlying source data, we
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    	1 Draft Policy Research Working Paper The Worldwide Governance Indicators : Methodology and Analytical Issues Daniel Kaufmann, Brookings Institution Aart Kraay and Massimo Mastruzzi, World Bank September, 2010. Access the WGI data at Abstract: This paper summarizes the methodology of the Worldwide Governance Indicators (WGI). project, and related analytical issues. The WGI cover over 200 countries and territories, measuring six dimensions of Governance starting in 1996: Voice and Accountability, Political Stability and Absence of Violence/Terrorism, Government Effectiveness, Regulatory Quality, Rule of Law, and Control of Corruption. The aggregate Indicators are based on several hundred individual underlying variables, taken from a wide variety of existing data sources. The data reflect the views on Governance of survey respondents and public, private, and NGO sector experts Worldwide . We also explicitly report margins of error accompanying each country estimate. These reflect the inherent difficulties in measuring Governance using any kind of data.
2 We find that even after taking margins of error into account, the WGI permit meaningful cross-country and over-time comparisons. The aggregate Indicators , together with the disaggregated underlying source data, are available at _____. The findings, interpretations, and conclusions expressed in this paper are entirely those of the authors. They do not necessarily represent the views of the Brookings Institution, the International Bank for Reconstruction and Development/World Bank and its affiliated organizations, or those of the Executive Directors of the World Bank or the governments they represent. The Worldwide Governance Indicators (WGI) are not used by the World Bank for resource allocation. Financial support from the World Bank's Knowledge for Change trust fund, and the Hewlett Foundation is gratefully acknowledged. We would like to thank S. Rose, S. Radelet, C. Logan, M. Neumann, N. Meisel, J. Ould-Auodia, R. Fullenbaum, M. Seligson, F. Marzo, C. Walker, P. Wongwan, V.
3 Hollingsworth, S. Hatipoglu, D. Cingranelli, D. Richards, M. Lagos, R. Coutinho, S. Mannan, Z. Tabernacki, J. Auger, L. Mootz, N. Heller, G. Kisunko, J. Rodriguez Mesa, J. Riano, V. Penciakova, and D. Cieslikowsky for providing data and comments, and answering our numerous questions. Particular thanks is due to Arseny Malov for his work in designing and maintaining the WGI website at 1. Introduction The Worldwide Governance Indicators (WGI) are a long-standing research project to develop cross-country Indicators of Governance . The WGI consist of six composite Indicators of broad dimensions of Governance covering over 200 countries since 1996: Voice and Accountability, Political Stability and Absence of Violence/Terrorism, Government Effectiveness, Regulatory Quality, Rule of Law, and Control of Corruption. These Indicators are based on several hundred variables obtained from 31. different data sources, capturing Governance perceptions as reported by survey respondents, non- governmental organizations, commercial business information providers, and public sector organizations Worldwide .
4 This paper summarizes the methodology and key analytical issues relevant to the overall WGI. project. The updated data for the six Indicators , together with the underlying source data and the details of the 2010 update of the WGI, are not discussed in this paper but are available online at We also plan to release and document subsequent updates of the WGI purely online, with this paper serving as a guide to the overall methodological issues relevant to the WGI. project and future updates. In the WGI we draw together data on perceptions of Governance from a wide variety of sources, and organize them into six clusters corresponding to the six broad dimensions of Governance listed above. For each of these clusters we then use a statistical methodology known as an Unobserved Components Model to (i) standardize the data from these very diverse sources into comparable units, (ii) construct an aggregate indicator of Governance as a weighted average of the underlying source variables, and (iii) construct margins of error that reflect the unavoidable imprecision in measuring Governance .
5 We believe this to be a useful way of organizing and summarizing the very large and disparate set of individual perceptions-based Indicators of Governance that have become available since the late 1990s when we began this project. Moreover, by constructing and reporting explicit margins of error for the aggregate Indicators , we enable users to avoid over-interpreting small differences between countries and over time in the Indicators that are unlikely to be statistically or practically significant. 1. This emphasis on explicit reporting of uncertainty about estimates of Governance has been notably lacking in most other Governance While the six aggregate WGI measures are a useful summary of the underlying source data, we recognize that for many purposes, the individual underlying data sources are also of interest for users of the WGI data. Many of these Indicators provide highly specific and disaggregated information about particular dimensions of Governance that are of great independent interest.
6 For this reason we make the underlying source data available together with the six aggregate Indicators through the WGI. website. The rest of this paper is organized as follows. In the next section we discuss the definition of Governance that motivates the six broad Indicators that we construct. Section 3 describes the source data on Governance perceptions on which the WGI project is based. Section 4 provides details on the statistical methodology used to construct the aggregate Indicators , and Section 5 offers a guide to interpreting the data. Section 6 contains a review of some of the main analytic issues in the construction and use of the WGI, and Section 7 concludes. 2. Defining Governance Although the concept of Governance is widely discussed among policymakers and scholars, there is as yet no strong consensus around a single definition of Governance or institutional quality. Various authors and organizations have produced a wide array of definitions. Some are so broad that they cover almost anything, such as the definition of "rules, enforcement mechanisms, and organizations" offered by the World Bank's 2002 World Development Report "Building Institutions for Markets".
7 Others more narrowly focus on public sector management issues, including the definition proposed by the World Bank in 1992 as the manner in which power is exercised in the management of a country's economic and social resources for development". In specific areas of Governance such as the rule of law, there are extensive debates among scholars over thin versus thick definitions, where the former focus narrowly on whether existing rules and laws are enforced, while the latter emphasizes more the justice of the content of the laws. 1. The only exceptions we are aware of are that (a) the Transparency International Corruption Perceptions Index began reporting margins of error in the mid-2000s, and (b) more recently the Global Integrity Index has begun reporting measures of inter-respondent disagreement on their expert assessments of integrity mechanisms. 2. We draw on existing notions of Governance , and seek to navigate between overly broad and narrow definitions, to define Governance as the traditions and institutions by which authority in a country is exercised.
8 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. We construct two measures of Governance corresponding to each of these three areas, resulting in a total of six dimensions of Governance : (a) The process by which governments are selected, monitored, and replaced: 1. Voice and Accountability (VA) capturing perceptions of the extent to which a country's citizens are able to participate in selecting their government, as well as freedom of expression, freedom of association, and a free media. 2. Political Stability and Absence of Violence/Terrorism (PV) capturing perceptions of the likelihood that the government will be destabilized or overthrown by unconstitutional or violent means, including politically-motivated violence and terrorism.
9 (b) The capacity of the government to effectively formulate and implement sound policies: 3. Government Effectiveness (GE) capturing perceptions of the quality of public services, the quality of the civil service and the degree of its independence from political pressures, the quality of policy formulation and implementation, and the credibility of the government's commitment to such policies. 4. Regulatory Quality (RQ) capturing perceptions of the ability of the government to formulate and implement sound policies and regulations that permit and promote private sector development. (c) The respect of citizens and the state for the institutions that govern economic and social interactions among them: 5. Rule of Law (RL) capturing perceptions of the extent to which agents have confidence in and abide by the rules of society, and in particular the quality of contract enforcement, property rights, the police, and the courts, as well as the likelihood of crime and violence.
10 6. Control of Corruption (CC) capturing perceptions of the extent to which public power is exercised for private gain, including both petty and grand forms of corruption, as well as "capture" of the state by elites and private interests. 3. We believe that this definition provides a useful way of thinking about Governance issues as well as a useful way of organizing the available empirical measures of Governance as described below. Yet we recognize that for other purposes, other definitions of Governance may of course also be relevant. In this spirit we make the source data underlying our Indicators publicly available at , and encourage users with different objectives to combine the data in different ways more suited to their needs. In the next section of the paper we describe how we use our definitions to organize a large number of empirical proxies into the six categories mentioned above. We also note that these six dimensions of Governance should not be thought of as being somehow independent of one another.
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