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ABSTRACT. Rankings of countries by perceived cor-
ruption have emerged over the past decade as leading
indicators of governance and development. Designed to
highlight countries that are known to be corrupt, their
objective is to encourage transparency and good gover-
nance. High rankings on corruption, it is argued, will
serve as a strong incentive for reform. The practice of
ranking and labeling countries “corrupt,” however, may
have a perverse effect. Consistent with Social Labeling
Theory, we argue that perceptual indices can encourage
the loss of needed investment and, thus, contribute to
higher rates of corruption within unfavorably ranked
countries. In effect, corruption indices may inhibit for-
eign direct investment, the effect of which is to encourage
the status quo in terms of corruption ranking. Using an
experimental study design, we test the effects of country
corruption rankings on the assessment of country
investment desirability and find ranking exposure causes
shifts in country investment desirability for 10 of 12
countries studied. These findings suggest that corruption
rankings, which are based on perceptions of corruption,
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may cause country isolation and a reduction in legitimate
means of investment.
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“The issue of corruption is vitally important. It affects
the economic viability of nation states, endangers the
physical well-being of untold thousands and unjustly
enriches supremely mendacious individuals.” (Dunfee
and Hess, 2001, p. 489)

Introduction

As multinational corporations seek new business
opportunities, there is an increasing need for infor-
mation regarding the extent of perceived corruption,
commitment to the rule of law, and maturity of
governance standards in prospective countries. Firms
need to understand the investment risks associated
with the expansion into new consumer markets,
adoption of foreign supply chain partners, and
decisions about desirable plant relocations. Many
scholars argue that high rates of corruption present
significant risks for investors and adversely affect
economic outcomes (Dunfee and Hess, 2001;
Goldsmith, 1999; Habib and Zurawicki, 2002; Hess
and Dunfee, 2000). Thus, valid data on country
corruption levels are strongly desired by firms. In
recent years, corruption indices, which assess per-
ceptions of businesspeople aggregated at the country
level, have increased in popularity, serving as tools
for raising awareness about international corruption
(Dunfee and Hess, 2001; Goldsmith, 1999; Hess and
Dunfee, 2000, Johnston, 2004; Laufer, 2006; PR
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Newswire, 2008; The Economist, 2008; Wilhelm,
2002).

Transparency International (TI), a non-govern-
mental organization responsible for a number of
international corruption and bribery rankings, con-
structs the Corruption Perceptions Index (CPI), one
of the most commonly cited sources of aggregate,
country-level perceptions (Alesina and Weder, 2002;
Habib and Zurawicki, 2002; Steensma et al., 2005).
TT has also gained popularity in the popular press
(PR Newswire, 2008; The Economist, 2008). Just
recently, The Dow Jones, a major US media outlet,
chose to partner with TI in combating corruption
(PR Newswire, 2008). Such a partnership will only
expand awareness of the corruption index.

We assert that widespread awareness of country
corruption is useful to the extent that (1) the indices
accurately depict relative differences in country
corruption and (2) labeling countries by perceptions
of corruption does not cause isolation, diminished
incentives to invest, and further corruption. In this
article, we examine one of the most popular indices
— TT’s ’s Corruption Perception Index (CPI) — and
discuss the potential inaccuracies of perceptual
measures of corruption. After considering the
shortcomings of the TI’s ’s CPI, we use an experi-
mental study to demonstrate the investment effects
of exposure to the CPI ratings. The findings suggest
that ratings of investment desirability are indeed
influenced by corruption index data. Drawing on
Becker’s Social Labeling Theory, we maintain that
indices that publicly label countries as corrupt can
cause isolation from further investments and
opportunities for development. In effect, the cor-
ruption indices serve as self-fulfilling prophecies that
reinforce, rather than reform, developing econo-
mies.

Deviance

Deviance scholars have long questioned the manner
in which society determines who is a deviant. In the
business literature, deviance is often characterized as
a relative concept, requiring a target for comparison
(Warren, 2003). This perspective finds its roots in
the sociological literature on social labeling. One
school of thought asserts that the term “deviance” is
nothing more than a label that attaches itself to

people regardless of the behavior exhibited (Becker,
1963). Becker states that we ““...cannot assume that
these people have actually committed a deviant act
or broken some rules because the process of labeling
may not be infallible; some may be labeled deviant
who in fact have not broken a rule” (Becker, 1963,
p. 9). Thus, those who deviate have not necessarily
exhibited deviant behaviors. The notion that devi-
ance is merely a matter of social construction pre-
sents considerable concern for those involved in
evaluating corruption.

Corruption

The social labeling tradition typically focuses on
individuals and communities and pays particular
attention to those who are labeled “criminals™ and
stigmatized by such labels (Becker, 1963; Goftman,
1963). In the business literature, Warren (2007) has
considered the damaging effects of stigmas suffered
by employees when their organizations are involved
in scandals. While this tradition does not typically
focus on countries, we believe that the labeling
phenomena and related theory extend to countries
that are labeled “corrupt.”

Similar to labeling theorists’ concern for the
“truth”” behind a label, several business scholars note
that common perceptions of corruption may not
gauge the same degree or type of practices within
countries (Johnston, 2004; Laufer, 2006). The vari-
ance in conceptualizations of corruption is best
realized after reviewing the academic literature,
which varies greatly in definitions of corruption
(Habib and Zurawicki, 2002; Husted, 1999;
Rodriguez et al,, 2005). Habib and Zurawicki
(2002) refer to corruption as acts of improbity,
which includes behaviors that are illegal as well as
improper. Husted (1999) notes the variance in cor-
ruption definitions but settles on a narrower one that
describes corruption in terms of a specific exchange
involving two parties. In contrast, Rodriguez et al.
(2005) recognize corruption as involving both spe-
cific transactions as well as a general relationship
between the public and private sector but the au-
thors ultimately choose an aggregate perspective for
purposes of theory building.

Little is written about the application of social
labeling theory to countries, but recent corruption
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rankings have provided opportunities to apply social
labeling theory at the country level. In one of the
few articles that considers social labeling in terms of
country corruption, Nelken and Levi (1996) analyze
the political motivations behind labeling practices as
corrupt. More directly, they question whether or
not accusations of corruption against certain regimes
are not merely political tactics used to rise to power
because, many times, the new regimes eventually
engage in similar practices.

This sentiment is shared by Becker (1963, p. 9)
who explains,
making the rules whose infractions constitute devi-
ance, and by applying those rules to particular people
and labeling them as outsiders.” For instance,
Johnston (2004) notes that certain forms of corrup-
tion such as political corruption do not receive the

...social groups create deviance by

same level of attention as bribery when countries are
rated for corruption indices.

In short, people vary in their conceptualization of
corruption which affects their ranking of countries.
This disparity, however, is not addressed by cor-
ruption rankings, even those rankings that depend
on perceptual measures. Next, we will outline our
concerns with corruption rankings that use percep-
tual measure.

Corruption rankings

Our critique of the corruption rankings fall into two
categories: (1) shortcomings of perceptual measures
and (2) distortions of rankings due to sample fluc-
tuation.

Perceptual measures
As we already noted, definitions of corruption vary
within the business literature. The individuals who
comprise the study populations for perceptual cor-
ruption indices also possess varied definitions of
corruption and the behaviors that constitute cor-
ruption. When survey respondents rate countries on
corrupt behaviors, the respondents’ judgments of a
country’s level of corruption will depend on their
particular definition of corruption. After reviewing
an index such as CPI, it is difficult to discern what, if
any, behaviors are prevalent in a particular country.
A similar criticism suggests indices wrongly mis-
represent corruption as a single dimension. Johnston

(2004, p. 275) notes, “The scope, origins, and effects
of corruption are often assumed to differ by degree,
but not in kind, across a wide range of societies —
suggesting, in effect, that corruption in Denmark,
Korea, and Bangladesh varies only in terms of its
extent.” This leads to another criticism which relates
to the way T1 computes its single dimension of cor-
ruption. Many country officials criticize the lack of
transparency in the creation of the TT rankings (Hess
and Dunfee, 2000; Maragay, 2006).

Other criticisms note that the ranking of countries
by corruption levels downplays the variance of
conditions within countries (Johnston, 2004, Laufer,
2006). As a means to highlighting differences in
corruption levels within a country, Laufer (2006)
examined convictions of local, state, and federal
officials for public corruption in the United States.
In addition to displaying the variance in corruption
levels within one country, Laufer’s (2006) analysis
sheds light on the substantial levels of political cor-
ruption in those countries that promote corruption
rankings.

Distorted shifts in ranks

Rankings depend upon the number of countries
included in the index. As the number of countries
fluctuates, rankings fluctuate. Since the better ranked
countries also have the highest level of economic
development, their rankings are rarely affected by
the inclusion of new countries. The poorly ranked
countries are most affected by the inclusion of new
countries because their corruption levels may appear
to have declined even though perceptions of cor-
ruption did not shift. For instance, a country that
held the last place in the ranking will appear to suffer
a rise in corruption if its rank shifts three points even
though its change in rank is caused by the addition of
three more countries to the index.

Despite the shortcomings of perceptual measures
of corruption, many defend the rigor of the measure.
Wilhelm (2002) empirically compared TI’s CPI to
two other sources of data that relate to country
corruption (Black Market Activity Index and Excess
Regulation Index) and found that the CPI moved in
conjunction with the other measures. Wilhelm
(2002) asserts that these findings provide evidence of
the CPI’s validity, but the other indices are also
perceptual measures, and so it is difficult to claim
that such correlations provide evidence that specific
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forms of corruption do indeed occur within the
ranked countries.

In the next section, we consider the effects of
labeling a country as corrupt.

Theory

Theorists assert that the initial labeling of ““deviance”
can be a self-fulfilling prophecy such that those who
are labeled ““deviant” inevitably behave deviant
(Becker, 1963). This outcome occurs because the
initial label of “deviant” is thought to cause isolation
from groups and society and such isolation reduces
access to legitimate sources of resources and aftilia-
tions. The lack of legitimate resources leads those
who were initially only labeled “deviant” to secure
resources from illegitimate sources or maintain
affiliations with other deviants. Thus, those who
may have been deviant in name only start to embark
on a pattern of deviance; the label begets a new
behavioral pattern.

While social labeling theory is typically used to
describe members of society and has been used rarely
in reference to countries, we believe the theory of
self-fulfilling prophecy offers insight into the effects
of corruption rankings. In particular, we assert that
the theory provides an understanding of how the
processes of labeling countries as corrupt, specifically
those related to perceptual corruption rankings,
affect a country’s future opportunities and actions.

The rankings, we argue, create a stigma that dis-
credits the business environment within a particular
country (Goftman, 1963). Similar to the spoiled
organizational identities in business scandals (War-
ren, 2007), stigma due to corruption rankings can
produce irreparable harm to a country’s opportuni-
ties for investment. Not only will the “corrupt”
label reduce legitimate sources of funding, it may
attract those who desire more risky ventures
(Lambsdorft, 2003).

While other scholars have mentioned the down-
ward spiral of corrupt forces but such perspectives
typically start with a position that assumes that the
initial level of corruption exists and is not mislabeled.
For instance, O’Higgins (2006) writes about corrupt
governments that control valuable extractive re-
sources and divert funds to benefit the government
which prevents future economic development.

Here, the corruption itself is not questioned, but its
hindrance to development is accepted. Finally, the
author of the CPI makes a strong case that corrup-
tion reduces the ratio of investment to GDP
(Lambsdorft, 2003). Implicit in this conclusion is the
position that those countries ranked high on cor-
ruption will make an effort to improve their rating
(Lambsdorff, 2003).

We take a different approach in considering the
effects of the index itself. In the development of
hypotheses, we address the first part of the self-
fulfilling prophecy theory, the isolating effects of
corruption rankings.

Isolation

A substantial body of literature supports the theory
that corruption causes isolation in terms of invest-
ment. Habib and Zurawicki (2002), in a study of 89
countries, compared 1999 CPI data to the three
years of foreign direct investment and found a cor-
relation between the index ratings and investments.
Similarly, Goldsmith (1999) found favorable CPI
data for emerging economies correlated with im-
proved economic and political conditions. Alesina
and Weder (2002) explained that some countries,
such as Scandinavian countries, provide less aid to
countries that are considered corrupt. Organizations
such as the World Bank have openly stated that they
will not provide aid to countries deemed corrupt
(Alesina and Weder, 2002). These empirical studies
suggest an association between country corruption
and changes in investment.

These studies, however, are not focused on the
effect of the corruption index itself. Most studies are
constructed in such a way that the CPI is used as a
proxy for country corruption instead of an inde-
pendent predictor of country investments. Here, we
empirically examine the specific effects of the cor-
ruption index itself as an isolating factor. The pre-
mise of this research is that investors are sensitive to
the risks suggested by country corruption rankings.
Therefore, our first hypothesis captures our main
assertion.

Hypothesis 1:  Exposure to country corruption rank-
ings affects country investment desirability.
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The initial hypothesis is multidirectional because
it gauges the general relationship between the index
and investments. The next two hypotheses unpack
the relationship between country corruption indices
by examining the effects of favorable rankings as well
as unfavorable rankings on investment desirability.
Past studies using the CPI typically focus on the full
index rather than addressing how relationships be-
tween rankings and investment may be driven by a
subset of the population. Our approach allows for a
more fine-grained analysis of ranking effects.

The relationship between corruption rankings and
investment desirability could be a result of stigmati-
zation of those countries with unfavorable rankings so
we chose to separately theorize the effects of favorable
rankings on desirability of country investment. Most
theorists would not expect favorable corruption
rankings to harm a country’s investments. At worst,
the rankings would have no eftect, but most would
assume that the rankings would improve the country’s
reputation and attract investments. Here, we adopt
the dominant view and predict that favorable rankings
will increase investment desirability.

Hypothesis 2:  Exposure to favorable corruption rank-
ings relates positively to investment desirability.

Since the relationship between corruption rank-
ings and investments may be driven by a halo effect
for those countries with favorable rankings, we
present separate theory on the effects of unfavorable
rankings. Two theories explain the link between
unfavorable rankings and investments.

The dominant perspective suggests that exposure
to a country’s unfavorable ranking will reduce
investment in that country (Lambsdorft, 2003).
Investments in poorly ranked countries may fall due
to risks associated with corrupt political regimes that
divert funds to personal projects. Firms may want to
avoid pressure to conduct business in ways that
violate extant country laws such as the Foreign
Corrupt Practices Act. Thus, the dominant per-
spective suggests unfavorable ranking will cause
isolation and a decrease in desirability of country
investments.

A competing, but less popular, perspective sug-
gests that investors may seek business in countries
that are unfavorably ranked because the investors
desire opportunities to earn above-average returns or

the ability to conduct business in an illegitimate
manner. The latter assertion is often voiced by those
who rank lowest on the corruption indices. More
specifically, some leaders of lower-ranked countries
assert that the better ranked countries essentially
export their corruption to the lower ranked coun-
tries (Hess and Dunfee, 2000). Support for this claim
appears in Transparency’s ranking of countries by
bribe payers. Hess and Dunfee (2000) note that
Singapore was ranked third in the CPI but eleventh
in the Bribe Payers Index (BPI), which suggests that
Singaporean businesses behave differently at home
than when operating overseas.

Thus, some evidence suggests that an unfavorable
ranking will increase investment desirability. Even if this
relationship is found to be true, it would not undermine
the application of social labeling theory. A positive
relationship between unfavorable ranking and invest-
ments may indicate a rise in investments from illegiti-
mate sources. Once the “deviant” label is assigned,
legitimate sources of resources and aftiliations cease to
exist and other illegitimate sources of funds may rise, but
we assert that these funds will only bolster corruption
within the country and harm economic reform.

Hypothesis 3:  Exposure to unfavorable corruption
rankings relates negatively to investment desir-
ability.

Methods

We conducted an experimental study to test the
effects of T1 rankings on perceptions of a country’s
desirability in terms of business expansion and will-
ingness to recommend a country for investment.
The sample was composed of 127 undergraduate
business students at a large northeastern university.

Manipulation

Corruption rankings

We used TT’s ’s CPI for 2002-2006 which is a
composite index of more than 10 polls and per-
ception surveys from independent firms and insti-
tutions (Transparency International, 2006). We split
TT rankings into four quadrants for five years of data
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and chose three countries from each quadrant. We
included five years of rankings to give subjects a
sense of progress and/or stability in corruption
assessments. Our criteria for choosing the 12 coun-
tries involved regional representation as well as
placement in the rankings. We ensured that there
were at least three countries per quadrant, and that at
least one country appeared from a specific region.
The quadrants were calculated by dividing the TI
ranking in the base year, 2002, by four. For the
subsequent rankings, we divided the list by four and
noted the quadrant in which our 12 countries fell.
Our study included two conditions (No rankings,
Rankings). Those in the control condition (No
Rankings) were told that countries are ranked based
upon corruption, but the study participants were not
provided ranking data.

Manipulation check

Respondents received a map and were asked to place
a country’s quadrant of TI ranking next to the
country’s name (I, II, III, or IV where I is least
corrupt and IV is most corrupt). In order to provide
consistency across conditions, we also offered the
study respondents in the control condition a map of
the world and asked them to note which TT quad-
rant of corruption they believed each country would

fall in. The results of the manipulation check indi-
cate that respondents who received the rankings
were better able to choose the correct quadrant for
each of the 12 countries. The mean number of
correct answers was 11.90 for those who received
the TI rankings and 7.51 for those who did not
receive the TT ranks (p < 0.001).

Dependent variable

Country desirability

Respondents were told they were the Director of
Operations of a multinational corporation and given
the task of recommending to the Board of Directors
where to expand the firm’s business. Respondents
were asked to rate the desirability of expansion in the
12 countries using a 7-point scale where “1” rep-
resents undesirable and “7”’ represents desirable.

Results

Our first hypothesis, that exposure to country
corruption indices affects country investment
desirability, was supported for 10 of the 12 coun-
tries (Table I). Bangladesh (r = 5.07, p < 0.001),

TABLE 1

Comparison of mean country desirability for investments

No TI ranking (s.d.)

TI ranking (s.d.)

Favorable ranking

Switzerland 5.77 (1.52)
Finland 5.41 (1.43)
South Korea 4.33 (1.87)
Morocco 3.89 (1.35)
Portugal 4.69 (1.38)
Slovenia 3.70 (1.24)
Unfavorable ranking

Haiti 2.64 (1.56)
Colombia 2.70.(172)
Pakistan 3.27 (1.62)
Bangladesh 3.73 (1.65)
Albania 3.69 (1.33)
Senegal 3.33 (1.46)

6.41 (1.34)™
6.34 (1.38)"**
5.03 (1.24)"
4.40 (1.20)*
6.12 (1.26)***
4.98 (1.57)***
2.02
3.17
2.41

1.61)*
(1.30)
(
2.17 (
(
(

1.30
1.25)**
1.76)"**
1.52)***
1.29)*

2.57
3.43

N (No rankings) = 65 and N (TT rankings) = 59.
*p<0.01, “p<0.05, *p<0.001



Are Corruption Indices a Self-Fulfilling Prophecy? 847

Portugal (t = —5.98, p < 0.001), South Korea (t =
—2.43, p < 0.05), Haiti (t = 2.18, p < 0.05), Slovenia
(t = =5.01, p < 0.001), Pakistan (r = 3.21, p < 0.01),
Switzerland (t = —2.49, p < 0.05), Albania (¢t = 4.33,
p < 0.001), Morocco (t = —2.18, p < 0.05), and
Finland (t = —3.68, p < 0.001). We found no statis-
tical support for a ranking exposure effect on invest-
ment desirability for Senegal (r = —.41,p = 0.681) or
Colombia (t = —1.69, p = 0.094).

Hypothesis 2 stated that exposure to favorable
rankings would increase investment desirability. For
purposes of this analysis, we defined favorable
rankings as the top half of the index and unfavorable
rankings as the bottom half. All of the six countries
(Switzerland, Finland, Morocco, Portugal, South
Korea, and Slovenia) in the top half received higher,
statistically significant, ratings of investment desir-
ability when respondents were exposed to the cor-
ruption rankings.

Hypothesis 3 stated that exposure to unfavorable
rankings would decrease investment desirability. Of
the six countries that started in the bottom half (Sen-
egal, Pakistan, Bangladesh, Albania, Colombia, and
Haiti), four received lower, statistically significant,
ratings of investment desirability when respondents
were exposed to the corruption rankings.

Discussion

Given that corruption indices are growing in pop-
ularity within the research community and among
practitioners (Alesina and Weder, 2002; Habib and
Zurawicki, 2002; Steensma et al., 2005; PR. News-
wire, 2008; The Economist, 2008), it is important to
understand their shortcomings and effects. In this
study, we take the first step in testing the isolating
effects of perceptual corruption country rankings.
We investigate the degree to which corruption
rankings affect an individual’s assessment of a
country’s investment desirability. Our findings sug-
gest that individuals’ investment assessments are in-
deed aftected by exposure to corruption indices for
certain countries. To date, most empirical research
suggests that countries with higher corruption rates
receive less foreign investment (Habib and
Zurawicki, 2002; Lambsdorft, 2003). This literature,
however, offers no direct link between corruption
indices themselves and investment decisions. Here,

we find this relationship holds true for four of the six
countries with unfavorable ratings. Furthermore, by
studying the unfavorably ranked countries separate
from the favorably ranked countries, we found evi-
dence that countries can experience a boost in
investment desirability from a favorable corruption
ranking.

In the presentation of theory, we mentioned that
the main tenets of social labeling theory support a
rise in investment from illegitimate sources after a
country is labeled deviant. Future studies could
capture the rankings’ effects by investment source
through the manipulation of the nature of the
investor (e.g., aid provider, private bank). Such a
study will provide a more nuanced analysis of cor-
ruption ranking effects on isolation from legitimate
sources of funding.

Another contribution of this article includes
connecting the corruption literature to well-
regarded theory in the sociological literature. To
date, the literature lacks a comprehensive theoretical
framework (for an exception, see Rodriguez et al.,
2005). Social labeling theory suggests that country
corruption rankings dampen future legitimate busi-
ness opportunities for those labeled as corrupt and
that this label, in effect, reinforces corrupt means of
business. While we could not address the full theory
within a single empirical study, we believe other
studies could systematically address different aspects
of the theory. As we mentioned earlier, new
countries are added to the index every year and
differences in these countries’ funding could be
examined alongside similar countries that were al-
ready in the index as well as those which were not.
Such a study would allow for some causal evidence
of ranking effects. Our findings coupled with future
studies on patterns of country corruption may have
far reaching implications for country development
and reform.

Finally, there are very few critics of the CPI and,
more generally, the idea of corruption rankings. One
notable exception, Galtung (2005), makes research
on the possible labeling effects of corruption rank-
ings seem all the more important. Galtung (2005)
writes about the artifacts of an annual ranking of
country level perceptions. Movement on such
rankings, according to this author, is unlikely to
result from internal anti-corruption reforms alone.
He offers numerous examples, including the fact that
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changes in ranking often require the deterioration of
ranking of other countries in proximity. Improve-
ment of countries in a region may also affect rank
ordering. “By publishing the CPI on an annual ba-
sis,” Galtung (2005, p. 14) concludes, “TT wittingly
sustains this negative race to the bottom....The CPI
cannot reward reformers because the standardization
technique emphasizes rank ordering over internal
reforms. It thereby reinforces negative perceptions
about certain countries (and the positive images
other, already well-to-do countries).”

Notably, Galtung’s (2005) critique of perception
rankings extends well beyond artifacts that might
reinforce negative perceptions of corrupt countries.
His final criticism centers on the use of corruption
rankings, such as CPI, in bilateral aid negotiation
with countries. Galtung’s (2005) specific concern is
with aid conditionality, and he provides evidence
that countries are disqualified from receiving aid
from, for example, the Millennium Challenge Ac-
count (MCA) due to its perceived corruption. The
MCA Board is directed to consider the CPI as
“additional information” in determining eligibility
for donor aid. That a country’s ranking may be used
instrumentally in aid determinations adds additional
significance to our already existing concerns with
labeling effects. Additional research should also ex-
plore the relationship between aid conditionality and
corruption rankings.

Shortcomings associated with this study include
the absence of actual investment decisions and the
use of student respondents. Also, our study did not
address the second portion of the self-fulfilling
theory in that we cannot gauge how countries re-
spond to the loss of legitimate means of funding due
to receiving the label of corrupt.

Conclusion

In this article, we took the first step in empirically
testing the effects of corruption rankings on invest-
ment desirability using a controlled experiment. The
findings suggest that unfavorable rankings reduce
investment desirability for many countries while
favorable corruption rankings boost investment
desirability. To the extent that the corruption index
contains measurement flaws, a country’s ranking
relative to other countries may be inaccurate, and

any subsequent isolation from legitimate investments
due to these rankings may be unwarranted.
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