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“In the past few years, 11 presidents and former presidents in Latin America have been
forced from office, jailed, or are under investigation for corruption.”

—Congressional Research Service Report prepared for the U.S. Congress

The state of affairs in Latin America gives
observers cause for concern due to the
pervasive influence of corruption.! Firms
influence regulatory agencies and persevere
in erecting buildings that violate the law
(Barstow 2012; Barstow and Xanic von
Bertrab 2012). Officials rig government
procurement procedures and steal funds
meant for the construction of public
infrastructure (Di Tella and Schargrodsky
2003). Transit police unfairly target the poor
with requests for bribes (Fried, Lagunes,
and Venkataramani 2010). From the public
graveyard to the office of the president,
in a number of Latin American countries,
there is scarcely an area of government that
is beyond corruption’s reach (Hunt 2006;
Grajales, Lagunes, and Nazal 2018).

The gravity of this issue is reflected
in the high-profile scandals embattling
the region, and also in the available data.
With regard to the latter, in this report,
we analyze survey-based measures of
corruption made available by Transparency
International (2018) and the Latin American
Public Opinion Project (AmericasBarometer
2016). Among our findings, we confirm
that Latin America’s average level of
perceived corruption is relatively high. We
also note that Latin America as a whole is
not showing improvements in this area.
This is concerning for a number of reasons,
including the widely held suspicion that

corruption has a negative impact on the
economy. Our analysis reveals that higher
rates of perceived corruption are associated
with lower levels of economic welfare and
direct foreign investment in the region. We
conclude this report with suggestions for
how government integrity can be improved.

CORRUPTION THEN & NOW Our analysis reveals

that higher rates of
perceived corruption
are associated with
lower levels of
economic welfare
and direct foreign
investment in

the region.

Corruption stubbornly thrives in Latin
America, a fact that is confirmed by
Transparency International’s Corruption
Perception Index (CPI). First established

in 1995, the index attempts to measure
public sector corruption and is calculated
using surveys aimed at country experts
and business leaders.2 A CPI score of 100
represents high levels of perceived integrity
in government, while 0 stands for the
opposite. Building on these data, Figure 1
shows a series of 21 boxplots. The boxplots
in green represent the 20 countries with the
lowest CPI scores, while the blue boxplots
represent the 20 countries with the highest
CPI scores. The remaining boxplots (i.e.,
those in orange) represent 18 Latin American
countries.3 A key takeaway from this figure
is that Latin America’s average level of
government integrity was considerably
lower than that of the countries with the
most honest governments between 2012
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and 2018. This is to say that Latin American  on a clientelistic system of public sector
countries are among the most burdened by appointments, and most government

corruption in the world (Morris and Blake positions were allotted by political parties
2009, 2). Another key insight from Figure in exchange for electoral support (Buquet
1is that, during the time period of interest, Corleto and Pifieiro 2017, 57, 60-63).

the region made no perceived progress in However, in 1971, an outsider party whose
the control of corruption. support was not based on patronage (the

Frente Amplio) managed to carve a place for

itself in the political scene (Buquet Corleto
REGIONAL OUTLIERS and Pifieiro 2017, 65). This disturbed the

duopolistic party structure and was one of
the factors that made it possible to curb
clientelism (Buquet Corleto and Pifieiro
2017, 66-70). As the case of Uruguay
demonstrates, even if historical trends are
hard to shake off, they may be surpassed—
and that is precisely the path that Costa Rica
appears to be on.

Despite the perceived corruption levels
shown in Figure 1, the relatively strong
performance of a few Latin American
countries leaves room for optimism.
According to Figure 2, Uruguay, Chile, and
Costa Rica enjoy relatively high levels of
government integrity. This was not always
the case. For instance, Uruguay used to rely

FIGURE 1 — LEVELS OF PERCEIVED CORRUPTION
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NOTE Higher CPI scores indicate less corrupt governments. The orange boxplots represent the 18 Latin American countries for which there are CPI data. The
dots represent outliers. The topmost dots above the Latin America boxplots for 2012 and 2014 appear as dark orange because they reflect an overlap for the
region’s two strongest performers (Uruguay and Chile).

SOURCE Transparency International
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During the colonial and most of the
post-independence periods, officials in Costa
Rica were expected to buy their positions
in government, which encouraged bribe-
seeking amongst officeholders (Wilson
and Villarreal 2017, 189-90). Patronage
and other forms of abuse were reportedly
also common; however, Costa Rica began
improving its governance framework around
the turn of the twentieth century. Now,
decades later, Costa Rica stands out from
its Central American neighbors as a result
of strengthening the system of checks and
balances (Wilson and Villarreal 2017, 189-
90). Few citizens experience corruption in
their daily lives, and the country is at a stage
where corruption scandals are infrequent
and dealt with properly when they do occur
(Wilson and Villarreal 2017, 205-207).

Chile is the third case meriting closer
examination. The country’s history includes
periods of intense corruption. Between
1891 and 1924, business elites actively
sought close relations with politicians and
bureaucrats in order to capture a greater
share of rents (Montinola n.d.; Pollack
and Matear 1997). Bribery was relatively
common (Valenzuela 1977, 195), and
political loyalty was achieved through
patronage (Brinegar 2009, 133). However,
conditions appear to have improved in
1927 with the creation of the Office of the
Controller General, although the agency
lost its independence during the period of
authoritarian rule under Augusto Pinochet
from 1973-1990 (Pollack and Matear 1997,
375; Brinegar 2009, 133).

During Pinochet’s dictatorship, power
was concentrated in the executive branch,
and even the Office of the Comptroller
General was brought to heel (Pollack and
Matear 1997, 376; Navia, Mungiu-Pippidi,
and Martini 2017, 219). It is under these
conditions that Pinochet arbitrarily used
his power and amassed unexplained wealth
(Skidmore and Smith 2001, 133; Rohter
2006; Levi, Dakolias, and Greenberg 2007,
398). During the dictatorship, members of
the armed forces also enjoyed privileges
not afforded to the general population
(Pollack and Matear 1997, 376).

FIGURE 2 - PERCEIVED CORRUPTION ACROSS LATIN AMERICAN
COUNTRIES (2012-2018)
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NOTE Higher scores indicate a less corrupt government. Each country’s average CPI score is
marked with a dot, and each dot has “whiskers” representing the variance in the underlying
surveys that inform each year’s score.

SOURCE Transparency International

After democracy was restored in
1990, Chile made important strides in
controlling corruption (Navia, Mungiu-
Pippidi, and Martini 2017, 222), though
it is important to note that modern-day
Chile is not trouble-free (Baldn 2011,

471). As Table 1 shows, the country has
regularly faced scandals since the 1990s.4
Nevertheless, that same table illustrates
how these scandals are less frequent

than in neighboring Argentina. All things
considered, the level of corruption in Chile
has been considerably lower than the level
of corruption found in Mexico, Peru, or
Brazil since the mid-1990s (Pollack and
Matear 1997, 371).

The relatively strong
performance of a

few Latin American
countries leaves room
for optimism.
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TABLE 1 — PRESIDENTIAL CORRUPTION SCANDALS

Argentina Chile

Period Scandals Period Scandals
Menem 1989-1993 19 Aylwin 1990-1992 2
Menem 1993-1995 2 Aylwin 1992-1994 0
Menem 1995-1997 9 Frei 1994-1996 1
Menem 1997-1999 3 Frei 1996-1998 1
de la RGa1999-2001 3 Lagos 2000-2002 4
Duhalde 2002-2003 1 Lagos 2002-2004 4
Kirchner 2003-2005 2 Lagos 2004-2006 0
Kirchner 2005-2007 6 Bachelet 2006-2008 3

Total 44 Total 15

NOTE The periods represent congressional terms in Argentina. In Chile, congressional terms are
actually four years long; however, the table is designed to facilitate the line by line comparison

between the two countries.

SOURCE Table replicates data published by Baldn (2011).

FIGURE 3 — CORRUPTION AS A MAJOR PUBLIC CONCERN (2008-2016)
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NOTE The figure's X-axis represents the share of survey respondents in Latin America that,

between 2008 and 2016, viewed a particular issue (e.g., corruption, crime, poverty) as a national
priority. The main insight from the figure is that corruption stands out as one of the five most

important problems affecting Latin America.
SOURCE AmericasBarometer (2016)

BEYOND THE OUTLIERS

Looking beyond any single country, it is
worth noting that corruption stands as
one of the top five concerns for the region
at large (see Figure 3). People prioritize
corruption alongside public safety and
economic issues. In fact, between 2008
and 2076, anxiety about corruption grew
annually until approximately eight percent
of those surveyed cited it as their country’s
most significant problem. Media coverage
of the various corruption scandals may
explain some of this trend,> though
citizens’ direct experiences with corruption
are likely also to blame.

Data obtained from the Latin American
Public Opinion Project offers a glimpse
into people’s experiences with corruption
(AmericasBarometer 2016). The practice of
bribery is especially pronounced in Bolivia,
Mexico, Peru, and Paraguay. However,
bribery continues to be practiced, even in
countries with the strongest systems of
accountability. Thus, it is fair to suggest that
all jurisdictions, without exception, should
redouble their effort to control corruption.

CORRUPTION VS. THE ECONOMY

Perhaps surprisingly, not all are willing or
able to recognize corruption’s damaging
consequences. The case of China is
sometimes brought up as evidence that
economic growth is compatible with
relatively high levels of corruption (e.g.,
Huang 2018). However, this viewpoint
fails to consider that China’s growth could
have been even greater were it not so
burdened by corruption (Fisman 2010).
The mainstream thinking on the question
of whether corruption serves as “grease”
or “sand” in the wheels of an economy
is that countries around the world would
fare better if their governments were more
honest (Schleifer and Vishny 1993; Mauro
1995; Kaufmann 1997; Mo 2007; Aidt 2009).
A 2016 report by the International
Monetary Fund (IMF) provides a useful
summary of the relevant literature linking
corruption to negative economic outcomes.
Among the various issues highlighted, the
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report claims that corruption undermines
government spending programs; contributes
to generating large fiscal deficits and
considerable debt accumulation; weakens
financial oversight; and limits countries’
access to international credit markets (IMF
Staff 2016, 6-15). Our own analysis suggests
that corruption may have a negative impact
on key economic indicators, such as gross
domestic product (GDP) per capita and
foreign direct investment (FDI).6 With regard
to the former, Figure 4 shows that higher
levels of corruption are associated with a
lower standard of living. With regard to the
latter, Figure 5 indicates that higher levels of
corruption correlate with lower levels of FDI.
Taken together, there is evidence to suggest
that countries in Latin America would

be better off if they managed to control
corruption.

SOME SUGGESTIONS FOR
CORRUPTION CONTROL

By way of concluding this brief, we

want to point to a few possible solutions

to the corruption problem. One such
solution involves promoting government
transparency (e.g., Reinikka and Svensson
2005; Islam 2006; Cordis and Warren 2014).
The underpinning assumption is that officials
who work in transparent governments
realize that their actions are subject to
concurrent or after-the-fact review. Thus,
they have little choice but to act with
greater discipline and honesty.

Freeing information about government,
however, is unlikely to be enough to ensure
improved accountability. Indeed, increasing
the probability of detection is far from being
the only way to combat corruption. There
are other factors that must come into play.
In this sense, we agree with the authors of
a recent Inter-American Development Bank
report who argue that corruption control
requires a multi-layered approach (Engel
et al. 2018). The report delineates a series
of initiatives that governments in Latin
America should adopt, including identifying
the beneficial owners of shell companies,
eliminating barriers to extradition and
mutual legal assistance, strengthening the

FIGURE 4 — CPI VS. GDP IN LATIN AMERICA
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NOTE This figure is based on 18 Latin American countries (shown in the figure as abbreviations)
and 268 other countries (shown in the figure as grey dots) for which both GDP and CPI data are
available. From the graph, we observe a positive correlation between CPI score and GDP per capita.
More specifically, an increase of CPI by one unit is associated with an increase in the log of average
GDP per capita by 0.02 units in Latin American countries, and by 0.05 units among all other
countries. In other words, lower corruption is associated with a higher standard of living.

SOURCES Transparency International and the World Bank

FIGURE 5 — CPI VS. FDI IN LATIN AMERICA
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NOTE This figure is based on 18 Latin American countries (shown in the figure as abbreviations)
and 253 other countries (shown in the figure as grey dots) for which FDI data are available. There
is a negative association between corruption and FDI, as shown by the linear regression line. We
find that an increase of CPI by one unit generates an increase of average FDI as the percentage of
GDP by 0.08%. This correlation holds for both Latin American countries and all other countries,
indicating that countries with lower levels of corruption tend to attract more FDI.

SOURCES Transparency International and the World Bank
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Latin American
countries would do

well to adopt a variety
of anti-corruption
measures. Their citizens
expect and deserve
greater accountability.

enforcement of criminal laws, promoting
citizen participation, and adopting new
technologies. This last initiative in particular
has received considerable attention in
academic and policy circles, perhaps
because of the sense that technology has
the power to disrupt prevailing patterns and
vested interests (e.g., Bussell 2012; Santiso
2018; Lépez-Iturriaga and Pastor Sanz 2018;
Pérez Argiiello and Ziff 2019).

Turning to other possible solutions,
deregulation and the simplification of
government transactions can serve as
effective anti-corruption mechanisms,
especially since they eliminate opportunities
for corrupt officials to extract illegal rents
(de Soto 1989; Roseth, Reyes, and Santiso
2018). Outsourcing some services to
private firms and revising employment
mechanisms are two additional anti-
corruption tactics (Rose-Ackerman
1999, 71, 84-87). Improving the selection
process of bureaucrats by emphasizing
incorruptibility and technical competence is
another way to reduce the risk that officials
will misbehave (Calvert, McCubbins, and
Weingast 1989, 599, 604-5).7 Experimental
work also confirms that higher wages and
bonus programs can have positive effects
on public-sector hiring (Dal B6, Finan, and
Rossi 2013) and basic government functions
(Khan, Khwaja, and Olken 2016).

Another way for governments to
limit the probability that their staff will
engage in corruption is by encouraging
whistleblowers. This can be achieved by
granting protection and incentives to
insiders who report wrongdoing (Rose-
Ackerman, 1999, 53, 58; Rose-Ackerman
and Palifka 2016, 219-20; Mesmer-Magnus
and Viswesvaran 2005). Yet another anti-
corruption strategy involves the judicious
administration of officials’ duties. Reducing
the number of agents in sensitive positions
is a means of concentrating responsibility
and facilitating supervision (Gardiner and
Lyman 1978, 187; Schleifer and Vishny
1993). Sometimes, however, it is best to
take the opposite approach by dissipating
responsibility and generating intra-agency
competition. The likelihood of corruption
can be significantly reduced when officials
lose monopoly power over the provision of

certain goods, such as government permits
(Rose-Ackerman 1978, 137-38).

Oversight mechanisms paired with a
credible system of punishment are other
important tools at reformers’ disposal.
Indeed, there are grounds to believe that
under certain conditions, independent
audits can have a disciplinary effect on
bureaucrats (Olken 2007; Lagunes 2017;
Avis, Ferraz, and Finan 2018). Thus, following
the argument presented in Lagunes’s book
project, communities across Latin America
should apply the eye and whip approach
to corruption control (Lagunes n.d.). First,
the eye: the members of civil society and,
in a more immediate sense, the authorities
charged with controlling corruption must
be able to access and audit information
about the inner workings of government.
Second, in reference to the swift, targeted,
and just approach to law enforcement, is
the whip: high-level appointed officials and
the authorities responsible for investigating
and prosecuting corruption must offer a
credible threat that penalties will be applied
wherever wrongdoing is proven. Together,
the eye and the whip can improve the
behavior of government officials.

In closing, Latin American countries
would do well to adopt a variety of anti-
corruption measures. Their citizens expect
and deserve greater accountability.

ENDNOTES

1. Some of the material in this issue brief is
drawn from Lagunes (2018).

2. Bukovansky (2015) warns that
perception-based measures obscure
differences between types of corruption and
might even reinforce a country’s position
of relative corruption. Still, when used
appropriately, such indicators serve an
important function. Mainly, they provide a
general sense of the corruption problem in a
given jurisdiction.

3. The analysis was limited to the 18
countries in Latin America for which there
are corruption-related data in the Corruption
Perception Index and the Latin American
Public Opinion Project. The specific countries
are: Argentina, Bolivia, Brazil, Chile, Colombia,
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Costa Rica, Dominican Republic, Ecuador,

El Salvador, Guatemala, Honduras, Mexico,
Nicaragua, Panama, Paraguay, Peru, Uruguay,
and Venezuela.

4. Over the years, corruption scandals
in Chile have touched a variety of sectors.
During the 1990s, important public
enterprises, such as a sewage plantin
Valparaiso, and public agencies including
the National Emergency Office in the
Ministry of Interior, generated corruption
complaints (Rehren 2004). Then, as the
1997 congressional election neared, an
investigation revealed efforts by regional
public enterprises, private contractors,
regional and local authorities, and legislators
to funnel public funds to campaigns (Rehren
2004). An assessment from the early 2000s
also suggests that Chilean citizens were
concerned about the lack of transparency in
campaign financing (Rehren 2009, 55).

5. For a review of some of the recent
scandals that afflicted Chile, Guatemala,
Honduras, and Panama, see: Kevin Casas-
Zamora and Miguel Carter, Beyond the
Scandals: The Changing Context of Corruption
in Latin America (Washington, D.C.: The
Inter-American Dialogue, 2017).

6. These indicators are available for over
217 countries and are published by the World
Bank (2019).

7. Civil service reform also involves
setting up mechanisms to avoid conflicts of
interest and to require that officials disclose
their assets in a routine manner (Rose-
Ackerman 1999, 74-76).
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