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Abstract

This dissertation explores how the informational environment of political economy

affects domestic governance and economic performance. The first essay addresses

whether the Extractive Industries Transparency Initiative (EITI) improve domes-

tic governance by employing fixed effects regression and Cox Proportional Hazard

Model with time-dependent variables. This essay suggests that EITI membership is

positively and significantly associated with domestic transparency and that the EITI

has few spill-over effects into other transparency institutions. The second essay of

my dissertation probes the effect of the EITI on the flow of foreign direct investment

(FDI). By using two-stage least squares method and instrumental variables, this es-

say finds that the EITI membership is positively and significantly associated with

the flow of FDI. The third essay explores whether the effect of inequality on redis-

tribution is mediated by the level of transparency of a country. The assumption that

average citizens are aware of their income level in the entire income distribution is

unfounded, and this misperception influences public preferences for redistribution.

However, correcting this misperception by providing accurate information makes

public preference move in favor of redistribution. Built on the existing literature

on inequality and redistribution, this paper finds that transparency increases redis-

tribution and the effect of transparency is greater when there are socio-economic

cleavages among the race/ethnic groups of a society.
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Introduction

Three essays of this dissertation explores the political economy of transparency.

Transparency can be defined as a mechanism that facilitates the release of infor-

mation about government policies and performances to outsiders. The essence

of transparency is to guarantee outside access to the information. This disserta-

tion examines the effect of transparency intervention on domestic institutions, eco-

nomic performance, and the effect of transparency on redistribution. Transparency

is closely related to the type of political regimes, in that democratic countries are

more likely to be transparent than autocratic ones, though even autocrats disclose

information for their political survival if increasing transparency help them to deal

with rival elites. Enhanced domestic transparency, often achieved through domes-

tic transparency law, such as Freedom of Information Act (FOIL), is a political

compromise for incumbents to keep consistent access to government information

in the future. At the same time, transparency influences economic performance.

Exploring international transparency initiatives, such as the Extractive Industries

Transparency Initiative (EITI), offers an opportunity to explain hidden mechanisms

of political economic phenomena that have yet to be fully illuminated. Moreover,

variation in transparency can explain why some countries redistribute more than

other countries. The more informed citizens are more likely to demand for more re-

distribution in general. However, this linear relationship between transparency and

redistribution will be conditioned by socio-economic cleavages among race/ethnic

groups of a society. The economic division between ethnic groups crowds out in-
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formation effect brought by transparency.

The first essay titled “The Resource Curse and International Substitution: The

Case of Extractive Industries Transparency Initiative (EITI)” explores whether in-

ternational institutions complements or substitutes domestic institutions. The Ex-

tactive Industries Transparency Initiative (EITI) is expected to complement domes-

tic institutions of countries that show the low level of transparency in the sectors of

oil, gas, and mining. The essential mechanism of the EITI is to make the reports

that are approved by the Multi-Stakeholder Group (MSG) available to the public.

By enhancing the flow of information, the EITI is expected to improve transparency

within the governments receiving revenues from their abundant natural resources.

This transparency of information to the public can promote accountability and re-

duce the corruption in resource-rich countries. In contrast, international institutions

can substitute domestic institutions in a negative way. International institutions may

be substitutes for local institutions and lead to reductions in domestic governance

quality. Whether international institutions might substitute domestic governance

should be checked out case-by-case. This paper explores whether this specific case

of the EITI complements or substitutes domestic institutions. This paper finds that

the EITI participation is positively and significantly correlated with domestic trans-

parency but that the effect does not spill over to other institutional settings such as

freedom of information law (FOIL).

The second essay titled “Transparency, Institution, and FDI: The Case of the

Extractive Industries Transparency Initiative (EITI)” addresses a research ques-

tion of whether transparency intervention increases the flow of FDI. Since the cre-

ation of the Extractive Industries Transparency Initiative (EITI), many resource-

rich countries have joined the international transparency initiatives. Considering

that resource-rich countries have historically had a preference for opacity, this trend

is surprising. Once a country joins the EITI, the country is supposed to report
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their revenues, contract, and licenses relating to natural resources. The disclosure

of information on resource revenues could threaten the survival of the leadership

in less transparent democratic and autocratic regimes. In the face of the threats

that enhanced transparency poses, these countries keep the EITI membership, but

for what reason? This paper argues that countries participate in the international

transparency initiative to signal a favorable economic environment to international

investors. This paper shows that under the self-reporting mechanism, investors re-

ward or punish a country according to the level of its EITI membership. Empiri-

cally, based on the analysis of 97 countries using two-stage least squares regression

in order to deal with selection bias (2006-2015), this paper finds that joining in

the EITI has a stronger positive effect on the inflow of resource-related foreign di-

rect investment (FDI) in less transparent countries due to the diminishing returns of

transparency intervention.

Furthermore, the political economy of transparency relates to inequality and

redistribution. My third essay titled “Misperception, Redistribution, and Trans-

parency: Does Transparency Increase Redistribution?” bridges the gap between

theoretical expectation of Meltzer and Richard’s seminal 1981 paper by consid-

ering the role of information. In their paper, Meltzer and Richard hypothesized

that, all else equal, greater inequality within a country should bring about greater

redistribution. However, the empirical findings for this thesis have been mixed.

The reason that we observe these mixed findings is because the previous studies

assume that ordinary voters can correctly identify their place in the entire income

distribution of the country and because the role of information is ignored. This

assumption is unfounded and the failure to take the role of information leads to

the gap between theoretical argument and empirical findings. A burgeoning liter-

ature finds that individuals frequently misperceive their relative income and actual

level of inequality and that their demand for redistribution is influenced by their
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perception of their relative income and inequality, rather than the actual level of

their income and inequality. Moreover, recent research suggests that correcting this

misperception shifts beliefs and affects preferences for redistribution. Since en-

hancing transparency can mitigate information asymmetry regarding redistribution,

enhanced transparency will allow individuals to perceive their level of income and

inequality more accurately, which will lead to more redistribution. Therefore, this

paper argues that the effect of inequality on redistribution increases when trans-

parency also increases. By using panel data on 106 countries from 1975 to 2013,

this paper explores the relationship between inequality, transparency, and the level

of redistribution. I present empirical evidence that the effect of inequality on redis-

tribution is contingent upon the level of transparency. My findings indicate that the

link between inequality and redistribution is mediated by the level of transparency

and that this information effect is crowded out by socio-economic cleavages among

race/ethnic groups of a society.
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Chapter 1

Do International Transparency Initiatives Substitute

for Domestic Governance?

Introduction

Many scholars have found a negative relationship between natural resource wealth

and economic growth (Sachs and Warner 1995, 2001; Gylfason, Herbertsson and

Zoega 1999). Everything else being held constant, resource abundance should

translate into better economic performance. However, with few exceptions, such

as Norway and Botswana, resource abundance is negatively related to lower eco-

nomic growth, higher probability of being authoritarian regime and having civil

wars (Ross 2012). The causes of this “resource curse” or “paradox of plenty”

are said to be corruption or rent-seeking activities (Sala-i Martin and Subramanian

2003). The international community responded to the concerns of the scholarly

communities by creating the Extractive Industries Transparency Initiative (EITI) in

2003 to deal with this resource curse, and, specifically, the corruption issue. The

EITI has been performing as a mechanism of international cooperation in oil, gas,

and mining industries for more than a decade. The most important responsibility of

EITI countries is to report the revenues from the the oil, gas and mining industries.

Considering the current coverage of the EITI membership relating to the re-
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source curse and the time that has passed since its creation in 2003, it is worth

examining the domestic impact of the EITI membership. The EITI was created to

complement domestic governance, and “collective governance efforts such as the

EITI seeks to strengthen, not substitute for, government institutions by bringing

complementary expertise to provide policy advice (Rich and Moberg 2015, p.6).”

However, it also could be used as a window dressing or openwashing (Moene and

Søreide 2015; Brockmyer 2016). Therefore, it is appropriate to explore empirically

whether the EITI complements or substitutes for domestic governance of trans-

parency. The reason that this paper explores the EITI case is that the EITI is the

most comprehensive international transparency initiative in the oil, gas, and mining

industries in the context of the resource curse.

Although many studies examine the effectiveness of the EITI in terms of eco-

nomic growth and corruption, little attention has been brought to the effect of the

EITI on domestic governance. This paper tries to bridge this gap in the literature

by probing the effect of the EITI on domestic transparency. The paper proceeds as

follows: the next section discusses what the EITI is and how it works. The third sec-

tion discusses the EITI as an international institution and focuses on why countries

joins international institutions like the EITI. The fourth section discusses theoreti-

cal framework and hypotheses. The fifth section discusses data and methodology.

The sixth section discusses the empirical results and is followed by the robustness

check. The final section concludes the paper, discussing the implication.

What is the EITI and How Does It Work?

International concerns about the resource curse created the EITI with the primary

purpose of finding solutions. Since the mid-1990s there has been much research on

the resource curse (Sachs and Warner 1995, 2001; Gylfason, Herbertsson and Zoega

1999; Karl 1997; Ross 2012). These academic concerns prompted more journalism
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Source: Lujala, Rustad and Le Billon (2017)

Figure 1.1: The Global Spread of The EITI (2007-2015)

and a growing campaign by Global Witness, Human Rights Watch, Oxfam Amer-

ica and other civil society groups (Rich and Moberg 2015). Finally, at the World

Summit on Sustainable Development in Johannesburg in 2002, UK Prime Minister

Tony Blair announced the plan to create the EITI.

Since its creation the EITI has evolved as an international institution in search of

transparency and accountability in the global management of natural resources, rep-

resenting international efforts on resource governance(Rustad, Le Billon and Lujala

2017). Countries voluntarily join the EITI by giving consent to the disclosure of in-

formation on revenues, licenses and contracts concerning natural resources such as

oil, gas, and coal. Figure 1.1 shows the global spread of the EITI membership.

Nigeria, Azerbaijan, Ghana, and the Kyrgyz Repubic signed up the pilot program

of the EITI after the first EITI Conference at London in June 2003. Azerbaijan

became the first country to be compliant with the EITI Standard in 2009, and was

followed by Liberia, Timor Leste, Nigeria, and Ghana (Rich and Moberg 2015).

As of the end of 2016, there were 31 compliant countries, 20 candidate coun-
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tries, and two suspended countries in the EITI membership. Figure 1.2 shows the

EITI countries’ status from 2007 to 2015. The stage of the EITI membership is

composed of three steps in the order of processing membership status: commit-

ment, candidate, and compliant. When a country makes a public announcement

that it wants to join the EITI, it is considered to show a commitment. After showing

a commitment, a country becomes a candidate country by meeting five sign-up re-

quirements, such as Multi-Stakeholder Group (MSG), work plan, and a time table

for reaching status as a compliant country. Finally, if the country pass the EITI

validation process by meeting multiple criteria after being a candidate country, the

country becomes a compliant country. However, the country’s membership is sus-

pended if it fails to keep meeting the requirements. Therefore, each stage of the

EITI membership provides relevant information on the transparency of a country.

Why States Join the EITI and Comply with the EITI Standard?

This paper considers the EITI as an international institution, defined by Koremenos,

Lipson and Snidal (2001), as “explicit arrangements, negotiated among interna-

tional actors, that prescribe, proscribe, and/or authorize behavior.” The EITI has

its own explicit arrangements that govern the behavior of member countries. Even

though the developmental level of the EITI does not arrive at international organi-

zations such as the UN or the IMF, the EITI functions as an international standard

for the governance of natural resources such as oil, gas, and mining. Therefore, the

EITI should be understood as an international institution.

States utilize international institutions for various reasons (Abbott and Snidal

1998), chief among which is to facilitate international cooperation. International

institutions benefits participating countries by reducing transaction costs, conveying

information, and accomplishing specific activities (Keohane 1984; Keohane and

Martin 1995). While international institutions facilitate international cooperation
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Source: Neumann et al. (2016)

Figure 1.2: The EITI Membership (2007-2015)
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as mediators among countries, states as consumers use international institutions for

domestic and international benefits.

Against this backdrop, the question here is why corrupt countries with abun-

dant resources at their discretion join the EITI considering that many authoritarian

leaders in resource-abundant countries could risk their political survival due to do-

mestic backfire after disclosing information on resources that have buttressed their

financial stability. The EITI is not the first international initiative suggested to ad-

dress corruption issue. However, at an unprecedented rate, resource-abundant and

authoritarian countries are participating the EITI.

One of the most comprehensive and convincing answers for the question is

that the advent of transparency as an international norm, and technological break-

throughs that have made political leaders realize that they cannot control infor-

mation anymore have transformed the structure of their cost-benefit calculation

(David-Barrett and Okamura 2016; Grigorescu 2003). Those political leaders had

to change their perspectives on transparency because of the widespread consen-

sus on the cancerous role of corruption in economic development among donors,

lenders and companies. Moreover, they had to face the reality that their societies

can obtain information from outside sources.

One might argue that the EITI can be used as a window-dressing or facade

when considering the voluntary basis of the EITI membership and that political

elite might believe that participation does not require a serious commitment to en-

hance transparency (Pitlik, Frank and Firchow 2010). However, the success of the

EITI hinges on its reputation for credible and comprehensive monitoring. In fact,

the Central American Republic, the Democratic Republic of Congo, Guatemala,

Indonesia, Madagascar, Sierra Leone, Tajikistan, Tanzania, and Yemen had their

membership suspended even after most of them successfully passed the validation

process. Additionally, Trinidad and Tobago has been renounced its candidate status
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due to no progress in the EITI validation process. At least, the EITI has built its rep-

utation by providing information relevant to resource management of the member

countries and updating it every three years.

Joining or committing to international agreements does not guarantee states’

compliance to them. States still have incentives to renege on those agreements if

compliance is not in their interests any longer. This puzzle could be understood in

the case of the EITI in this way: why do states comply with the EITI even when

compliance might not give states much gain?

Many scholars suggest reputation for the reason that states comply with interna-

tional agreements (Guzman 2008; Tomz 2007). In the case of the EITI, reputation

matters and plays a important role when states participate in EITI membership, as

seen in “States may seek to build a reputation for creditworthiness with interna-

tional creditors, for example, or a reputation for a predictable business environment

with foreign investors (David-Barrett and Okamura 2016, p.5).” The reason that

countries join the EITI is that they want to send signals in order to enhance their

reputation regarding transparency.

However, reputation is not an unconditional factor to explain states’ compliance

to all types of international agreement. According to Simmons (2009), reputational

consideration does not matter when a country has low record of international in-

teraction and the communities ignore potential violators. Since reputation matters

in transparent and more homogeneous communities, international signaling model

might not help explain states’ compliance when states do not consider international

treaties as constraints on state behavior. Therefore, if countries took advantage of

the EITI membership for a window-dressing, the reputation of the EITI would be

compromised.
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The Effect of the EITI on Domestic Governance

Previous studies focuses on the effect of the EITI membership on corruption, flow of

FDI, and economic growth. Many studies find that the EITI is positively associated

with the reduction in corruption, higher inflow of FDI, and higher economic growth

(Kasekende, Abuka and Sarr 2016; Papyrakis, Rieger and Gilberthorpe 2017; Kol-

stad and Wiig 2016; Sovacool et al. 2016). These are about the effectiveness of

the EITI as a international institution. However, few studies explore whether the

EITI substitutes or complements domestic transparency governance. This ques-

tion matters since the initial purpose of creating the EITI is to strengthen domestic

transparency governance, not to replace domestic transparency institutions. The

EITI cannot be a permanent substitute for domestic institutions. It was supposed to

be temporal until it achieve the initial purpose. Therefore, whether and how, if any,

the EITI impacted domestic transparency governance needs to be examined. Since

the creation of the EITI it has been 15 years, so it seem to be a good time to test

whether the EITI fulfilled its initial purpose to complement domestic transparency

governance.

To the author’s knowledge, there is one paper that examines the effect of the

EITI membership on domestic transparency and corruption (Öge 2016). This paper

finds that the EITI without delay improved overall disclosure of relevant informa-

tion in member countries. However, this paper does not take feasible selection bias

into account. Since countries join the EITI voluntarily, countries with better quality

of governance could join the EITI and have a better result. If so, the participation

of the EITI and better domestic governance is confounded by the characteristics of

states. In this case, the effect of the EITI on domestic governance cannot be cor-

roborated. To address the selection bias, this paper employ two-stage least squares

(2SLS). The first-stage equation deals with selection equation, where countries join

the EITI, and the second-stage equation handles whether countries implement Free-
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dom of Information Law (FOIL). More details are discussed later in the section of

data and methodology. Before that, it is necessary to discuss the direction of the

effects of the EITI membership in terms of complements and substitutes.

Transnational Governance as Complements or Substitutes for Domestic

Governance

Scholars have explored how transnational interactions shape global governance, but

there is no consensus on whether transnational interaction complements or substi-

tutes for states and the intergovernmental system. According to Andonova, Hale

and Roger (2017), there are two group of researchers regarding the issue. One

group argues that state actions and policies have increased transnational relations,

reinforcing domestic governance; the other group argues that transnational gover-

nance undermine or substitutes for domestic governance or intergovernmental sys-

tems.

For the first group of scholars, states and intergovernmental organizations are

entrepreneurs or orchestrators(Andonova, Hale and Roger 2017; Abbott et al. 2015).

States utilize international institutions for various motives. International institutions

reduce transaction costs, convey information, and accomplish specific activities.

Aside from the supply function of international institutions as facilitators of interna-

tional cooperation, states as consumers use international institutions for the benefits

that they can enjoy relating to domestic and international purposes. One of the rea-

son that states cannot be a passive participants in transnational governance is that

domestic politics shapes many aspects of international cooperation. Specifically,

political regimes (Leeds, Mattes and Vogel 2009), dyad relationship of political

regimes (Leeds 1999), the ideology of domestic opposition (Clare 2014; Schultz

2005), constraints on executive authority (Fuhrmann and Berejikian 2012), domes-

tic audience costs (Allee and Huth 2006), and the magnitude of winning coalition

13



(Smith and McGillivray 2008) account for how the characteristics of domestic pol-

itics carves out international cooperation.

By contrast, international institutions may substitute for domestic institutions.

Many studies on IO examine this substitution effect on IMF or foreign aid con-

ditionality (Willett 2001; Powell and Bird 2010), on election monitoring (Kelley

2011, 2012; Hafner-Burton, Hyde and Jablonski 2018), and security issues, such

as alliances (Diehl 1994) and peacekeeping. These studies find that transnational

governance replace or challenge domestic sovereignty, policy, and governance to

varying degrees.Even though conventional wisdom is that such international insti-

tutions are supposed to help remedy local institutional deficiencies, international

institutions subvert governance quality in the area of Bilateral Investment Treaties

(BIT) if domestic judiciaries fails to internalize institutional quality due to interna-

tional alternatives (Ginsburg 2005).

A Theoretical Framework and Hypotheses

How does the EITI membership influence domestic governance? Regarding the

impact of international institutions on domestic governance “from the outside in,”

Alderson (2001) mentioned four accounts for state socialization. a) inter-state com-

petitive pressures, b) conditions on economic assistance, c) interaction with transna-

tional actors, and d) the enlargement of international communities. This idea is

embodied in Bauhr and Nasiritousi (2009).

To summarize Bauhr and Nasiritousi (2009) on this point, first of all, inter-state

competitive pressures work two different ways: competitive pressures aligned with

the rankings of governance, and competition for foreign direct investment (FDI).

Since governance rankings by international organizations is directly related to the

images of the countries, governments enact reform to improve their images. Also,

countries implement reform to attract FDI for economic development.
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Second, governments give the seal of approval to reform to receive economic

assistance such as aid and loans. These economic assistance has strings attached

such as structural adjustment programs and conditionality schemes, which have

been used by both states and international organizations such as the World Bank

and IMF.

Third, interaction with transnational actors involves social learning. The transna-

tional advocacy networks called “norm entrepreneurs” seek to advance norms for

states and other behavior internationally (Finnemore and Sikkink 1998). Interna-

tional norms such as transparency and anti-corruption are introduced to domestic

society through IO-led workshops and capacity building.

Fourth, the enlargement of international communities motivates countries to

embark on government reform. For example, when countries wish to become a

member of the European Union, they need to conform to a set of political and eco-

nomic conditions, such as human rights and rule of law.

The EITI is expected to complement domestic institutions of countries that show

the low level of transparency in the sectors of oil, gas, and mining. The essential

mechanism of the EITI is to make the reports that are approved by the MSG avail-

able to the public. By enhancing the flow of information, the EITI can improve

transparency within the governments receiving revenues (Corrigan 2014). This

transparency of information to the public is expected to promote accountability and

reduce the corruption in resource-rich countries. Concerning the domestic influence

of the EITI, the four ways mentioned above can be applied to the case of the EITI.

First of all, inter-state competitive pressures will be the most powerful motiva-

tion for resource-abundant countries to undertake reforms. Even though many of

resource abundant countries, such as the oil-rich Middle Eastern countries, might

not care about the global ranking of transparency or anti-corruption, they want to

attract more FDI since it is critical for economic growth. In fact, resource-rich
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countries need huge FDI to extract natural resources such as oil, gas, and coal.

Moreover, global competition for FDI (Öge 2017) is making them reform existing

domestic policies.

Second, resource-rich countries join the EITI and implement the EITI Standard

expecting the economic assistance from the World Bank, IMF and other financial

and lending institutions. For example, the World Bank is a primary supporter for

the cause of the EITI, providing support for implementation of the EITI and helping

to bargain through the Extractive Industries Technical Assistance Facility (EITAF)

and the Africa Extractive Industries Facility (AEIF) (Volberding and Warner 2018,

p.300). From 2004 to 2015, the World Bank has assisted EITI implementation

through the EITI Multi-Donor Trust Fund (EITI MDTF), cumulatively amounting

to $47.18 million in 30 countries (World Bank 2018). Morevoer, ‘Statement of

Support to the EITI’ from financial and lending institutions shows the broad sup-

port for the EITI implementation from companies and banks that manage natural

resources globally. This connection between the EITI and the current global finan-

cial and monetary system can be a carrot for resource-abundant countries because

international loan can be aligned with the transparency conditionality of the EITI.

For example, Chad has continued to receive the oil-backed loans granted by Glen-

core, a mining company with headquarters in Switzerland. Even though this loan

was criticized by the International Monetary Fund (IMF) due to the opaqueness

of the process of allocating payments to service the debt (Payne 2018), the EITI

has played an important role to guarantee the enhancement of transparency (IMF

Country Report 2019)

Third, interaction with transnational actors is the essential mechanism of the

EITI. The operation mechanism of the EITI is collective governance which can

be defined as “the formal engagement of representatives of government, civil so-

ciety, and companies in decision-making and in public policy discussions” (Rich
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and Moberg 2015). This idea of collective governance is embodied in MSG in the

EITI, and the critical communication method in the collective governance is the

self-reporting mechanism.

The self-reporting mechanism of the EITI can improve the level of transparency

in resource-rich countries. According to Creamer and Simmons (2016), there are

three mechanisms through which self-reporting could achieve the objectives of in-

ternational agreements: bureaucratic self-assessment; capacity developments, elite

socialization; and domestic political mobilization. These mechanisms can be ap-

plied to the self-reporting mechanism of the EITI as well. Governments “reorganize

themselves in ways that may enhance the influence of individuals and bureaucratic

units that are more sympathetic to external views” (Keohane, Macedo and Moravc-

sik 2009). While compiling a report to international institutions, a government will

review comprehensively national legislation and administrative practices (Creamer

and Simmons 2016).

Also, through interaction with the treaty body, governments will learn how to

improve their policies and practices. In this process, “treaty bodies also engage

in a practice of “naming and shaming” by publicizing noncompliance and recom-

mending proposals for reform” (Creamer and Simmons 2016, p.7). Through public

decisions by the EITI regarding the candidacy, compliance, or suspension of coun-

tries’ membership, the member countries will go through socialization processes

when it comes to transparency.

Furthermore, international institutions can facilitate socialization (Russett, Oneal

and Davis 1998; Fausett and Volgy 2010). IGO membership socializes newer states

specifically, helping them to learn the norms of the region or a particular global

standard, though this effect depends on the type and design of IGOs (Fausett and

Volgy 2010). Through this socializing process, countries learn and put into practice

the relevant norms and rules (Russett, Oneal and Davis 1998). Regular EITI meet-
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ings and technical supports from the EITI regarding how to implement the EITI

Standard have provided member countries with opportunities to learn the norm of

transparency and to be socialized with other member countries. Moreover, domes-

tic audiences get informed about their governments’ activities and their compliance

with international obligations through the information produced by international

bodies (Dai 2005). Therefore, a self-reporting mechanism can encourage domestic

institutions by informing domestic audiences. Domestic audiences can raise their

voice through civil society that participate the national EITI.

Last but not least, transparency as international norm can be internalized in state

practice (Finnemore and Sikkink 1998). For example, in June 2013, the European

Union introduced transparency requirements for oil, gas, and mining companies

to make public how much they pay foreign governments. The United Kingdom

incorporated this new rules into domestic law in December 2014 for the first time.

So, oil, gas, mining industries in the U.K. should report data on all their project-

level payments to all related governments in their annual reporting (David-Barrett

and Okamura 2016). All together, this reasoning leads to the first hypothesis on the

positive effect of the EITI on domestic transparency.

Hypothesis 1.1 State participation in the EITI will increase domestic levels of

transparency.

Next, The spillover effect of carrying out the EITI Standard can be taken to ac-

count regarding the implementation of FOIL. This spillover effect of the EITI on

other domestic governance of transparency is worth investigating since resource

rich countries are less likely to implement FOIL (Vadlamannati and De Soysa

2016). Whether the EITI impacts the implementation of FOIL will show the gen-

uine willingness of the member countries to enhance domestic transparency gover-

nance. Since the EITI members are heavily dependent on resource revenues, trans-
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parency in resource area is most critical in domestic governance of transparency.

The disclosure of resource field will lead to the improvement of other sectors or

comprehensive change such as the enactment of FOIL. Freedom of Information

Law is one of the most available indicators of domestic governance. Adopting free-

dom of information laws increases government transparency and empowers civil

society (Berliner 2014). Freedom of information laws are instrumental “in open-

ing up the black box of states and bureaucracies so that the press, other public

watchdog organizations, and ordinary citizens can access information on matters

of public concern” (Vadlamannati and De Soysa 2016). If a country has a genuine

willingness to carry out the spirit and goals of the EITI, there could be spillover ef-

fects of this international participation on domestic governance. The EITI member

countries should be get ready to implement the FOIL domestically or be able to put

FOIL into practice faster than non-EITI members.

Hypothesis 1.2 Countries with the EITI membership are more likely to implement

FOIL.

By contrast, the countries can fake their compliance with the international agree-

ment. Countries are more likely to get around full compliance especially when there

is strong international pressure for domestic reform and high costs of conformity to

the agreement (Öge 2016). Mock compliance is an attempt to placate international

audience by imitating compliance to global norms, combining the “rhetoric and

outward appearance of compliance with international standards together with rela-

tively hidden behavior divergence from such standards.” (Walter 2008, p.5). There

are three conditions for mock compliance: high costs of private sector compliance,

high costs of noncompliance, and high costs of third party compliance monitoring

(Walter 2008, p.36). When the cost of compliance, non-compliance and monitoring

are altogether high, countries are more likely to show faked compliance. Participat-
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ing governments to construct a “good governance facade” to deliberately mislead

international observers and national stakeholders Moene and Søreide (2015, p.46)

- a practice known as openwashing. As a result, it is possible that global Multi-

Stakeholder Initiatives (MSIs) are simply being “used to bolster the legitimacy of

national regimes that remain fundamentally closed and undemocratic” (Brockmyer

2016, p.21).

Moene and Søreide (2015) use a rational choice model to demonstrate that cor-

rupt regimes might actually be expected to have more nominal good governance

than benevolent regimes, because these fashionable institutions and policies serve

to increase the amount of income available to steal (i.e., via foreign loans and invest-

ment), while doing little to challenge the underlying distribution of power (Brock-

myer 2016).

Additionally, international institutions can be manipulated by companies for

their benefits. In the United States natural resource extractive companies are re-

quired to disclose the number of payments above US dollar 100,000 by type, by

project, and by governments to the Securities and Exchange Commission (SEC)

according to Section 1504 of the Dodd-Frank Wall Street Reform and Consumer

Protection Act (Dodd-Frank Act). However, Unlike in the European Union and

in the U.K., the American Petroleum Institute (API) on behalf of several oil com-

panies challenged this law when the SEC issued a rule for the implementation of

Section 1504 in August 2012. Ironically, all of these companies are listed as sup-

porters of the EITI (Ospanova et al. 2013). Finally, in July 2013 a federal court

agreed with the API’s complaint (EYGM 2013). As of March 2015, the SEC had

neither promoted a new final rule nor published a new proposed rule (David-Barrett

and Okamura 2016). The U.S. case clearly shows that international institutions can

be introduced and used only for special interests, not for better governance. This

leads to the following alternative hypotheses on the negative effect of the EITI on
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domestic transparency.

Hypothesis 1.3 The EITI membership deteriorates domestic transparency, or, at

least, does not increase it.

Hypothesis 1.4 The EITI member countries are less likely to implement freedom of

information law.

Data and Methodology

Table 1.1: Descriptive statistics/selected variables

Statistic N Mean St. Dev. Min Pctl(25) Pctl(75) Max

FOIL 1,514 0.53 0.50 0.00 0.00 1.00 1.00
EITI 1 (commitment) 2,533 0.15 0.36 0.00 0.00 0.00 1.00
EITI 2 (candidacy) 2,533 0.11 0.32 0.00 0.00 0.00 1.00
EITI 3 (compliance) 2,533 0.05 0.21 0.00 0.00 0.00 1.00
Polity IV 2,175 3.87 6.27 −10.00 −2.00 9.00 10.00
Ethnic Fractionalization 1,815 1.83 1.65 0.00 1.00 3.00 8.00
Civil Society Participation 2,240 0.69 0.22 0.05 0.58 0.86 0.99
Resource Rents (% of GDP) 2,494 8.39 12.44 0.00 0.43 11.13 66.48
Foreign Aid (logged) 1,886 19.18 1.58 11.41 18.19 20.33 23.82
Transparency 2,542 0.12 0.51 −1.25 −0.29 0.51 1.72
GDP per capita (logged) 2,505 8.44 1.51 5.27 7.15 9.55 11.62
Trade Openness 2,402 89.64 49.46 0.17 58.08 108.55 439.66
Corruption Perception Index 2,178 41.66 21.00 8.00 26.00 53.00 97.00
The Number of NGOs 1,493 1,282.75 1,084.10 146.00 452.00 1,809.00 4,912.00
The Participation of Neighboring Countries 2,515 0.11 0.23 0.00 0.00 0.10 1.00

This paper uses a time-series cross-sectional data covering 115 non-OECD coun-

tries over the years 2002-2015 to examine the impact of EITI membership on do-

mestic transparency and the implementation of FOIL. The EITI was created in 2003

and the first candidates for the membership appeared in 2007. The empirical test

examines whether countries implement FOIL as dependent variable. If a country

implement FOIL at a given year, FOIL takes 1 and, otherwise, 0. EITI membership
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is the explanatory variable. Control variables are resource abundance, oil, gas, and

mining industries,real GDP, trade openness. Most resource-abundant countries did

not introduce FOIL until the mid 1990s. EITI membership data draws on Corrigan

(2014). FOIL data draws on Vadlamannati and De Soysa (2016).

The first analysis relates to addressing the self-selection issue regarding the

effect of the EITI on domestic transparency. Since countries join the EITI vol-

untarily based on various political and economic considerations, the same factors

that would lead countries to EITI membership also could lead to better governance

(Gray 2009). To address this potential bias, a binary treatment regression estimator

is used. This two-stage least squares method first procures a country’s probability

to undergo a particular binary treatment, which is to join the EITI. Then this fitted

value from the first equation of selection is included in the second stage equation as

a treatment variable (Gray 2009; Vadlamannati and Cooray 2017).

2SLS =


The First Stage:p(EITI = 1)it = αi + γ1Xit + γ2Zit + λt + εit

The Second Stage:Transparencyit = ζi + β1EITIit + β2Xit + φi + θit

+ξit

Then, whether the EITI member countries are more likely to implement FOIL is

examined. First, we look into a survival model to examine whether the EITI mem-

ber countries are more likely to implement FOIL or not. The conventional Cox Pro-

portional Hazard Model assumes time-invariance of control variables, which makes

the application of the model less realistic. Therefore, Cox Proportional Hazard

Model with time-dependent variables, the Aalen’s additive model (Aalen 1993) is

used to estimate the effect of the EITI membership on the survival rate of resource-
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rich countries in terms of FOIL. The second estimation model is the two-stage least

squares (2SLS) with a dependent variable of FOIL. The logistic regression model

in two-stage least squares analysis will be used to test the effect of the EITI on the

implementation of the FOIL.The first stage takes into account the factors that de-

termine whether a country joins the EITI. To handle the non-linear relationship in

the first stage, the logit model with fixed effect estimates the effect of the factors.

The second stage deals with the question of whether the EITI membership is sig-

nificantly associated with the implementation of FOIL. Specifically, EITI takes 1

for all ensuing years after country i join the EITI and 0 if not. FOIL is the depen-

dent variable and the EITI is the explanatory variable of interest in the second step.

The first and second stage are both logit models. Since this is the binary treatment

regression using the two-stage least squares analysis, the fitted value from the first

stage will replace the role of each EITI membership status in the second stage.

This paper intends to extend the HRV index created by Hollyer, Rosendorff and

Vreeland (2014) since the HRV index ranges from 1980 to 2010 but the time period

covered in this paper is from 2003 to 2015. In fact, the absence of 46 items used

in the creation of the HRV index and computational burden of extending the HRV

index prompted the author to use MCMCPACK (Martin, Quinn and Park 2005)

keeping its Bayesian insight. The estimation time response theory (IRT) model is

below.

Pr(Yj,i,t = 1|transparencyi,t) = logit(δj + βjtransparencyi,t)

IRT model is an effective way to quantify latent characteristics such as trans-

parency and ability. The model above allows us to compute the estimation of trans-

parency. More specifically, IRT model enables researchers to measure the level of

difficulty of items and discrimination of items (Hollyer, Rosendorff and Vreeland
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2014). δj is a parameter for the difficulty of items j and βj operationalizes the dis-

crimination parameter for item j. yj,i,t is a binary variable, coded as 1 if country i

reports the item j in the WDI database in year t and 0 otherwise. This model deals

with 204 items j, 217 countries i and 36 years t from 1980 to 2015.

The three stages of the EITI membership as a treatment variable is the vari-

able of interest: commitment, candidate, and compliant. This EITI membership

data draws on Corrigan (2014). Potential factors that influence the participation in

the EITI are controlled. Corruption uses Corruption Perception Index (CPI) from

Transparency International (2016). Foreign aid, real GDP per capita, and trade

openness are collected from World Bank (2018). The level of the EITI participation

of neighboring countries calculate how much proportion of a country i’s border-

sharing countries join and keep the EITI membership at year t. Other control vari-

ables are the number of NGOs (Vadlamannati and Cooray 2017), civil society par-

ticipation (Coppedge et al. 2017), and ethnic fractionalization(Girardin et al. 2015).

Since political regime is a relevant variable regarding the implementation of FOIL,

Marshall and Jagger’s polity IV index (Marshall and Jaggers 2002) is used.

Empirical Findings

This section shows the empirical findings of the estimation models. Regarding

Hypothesis 1.1 and Hypothesis 3.1, the effect of the EITI on domestic transparency

will be discussed. Concerning Hypothesis 1.2 and Hypothesis 1.4, the effect of the

EITI membership on the implementation of FOIL will be examined using survival

analysis and panel analysis with fixed effects.

I begin by assessing the effect of the EITI membership on domestic level of

transparency. Table 1.2 shows the effect of the EITI membership on domestic trans-

parency after addressing sample selection. The first column is about the effect of

EITI commitment, the second column is about the effect of EITI candidacy, and the
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Table 1.2: 2SLS- The Effect of EITI on Transparency

Stage 1: Selection: Joining EITI Model 1 Model 2 Model 3
EITI 1 EITI 2 EITI 3

(Intercept) −7.675∗ −11.646∗ −24.709∗∗
(3.790) (4.671) (8.251)

‘Ethnic Fractionalization‘ 0.244∗∗∗ 0.156∗ −0.223
(0.058) (0.075) (0.221)

‘Civil Society Participation‘ 4.547∗∗∗ 4.207∗∗∗ 3.355
(0.970) (1.220) (2.558)

‘Polity 2‘ −0.059∗ −0.015 0.066
(0.028) (0.035) (0.076)

‘Resource Rents per capita‘ 0.665∗∗∗ 0.701∗∗∗ 0.519∗

(0.117) (0.136) (0.244)
‘Foreign Aid‘ 0.762∗∗∗ 0.949∗∗∗ 1.433∗∗∗

(0.157) (0.194) (0.361)
Transparency 2.616∗∗∗ 2.993∗∗∗ 2.045

(0.457) (0.563) (1.044)
‘GDP per capita (logged)‘ 0.055 0.300 0.706

(0.215) (0.260) (0.497)
‘Trade Openness‘ 0.011∗ 0.006 0.007

(0.005) (0.006) (0.012)
‘ Corruption Perception Index‘ −0.064∗∗∗ −0.058∗∗ 0.000

(0.017) (0.020) (0.029)
‘Number of NGOs‘ −2.081∗∗∗ −2.424∗∗∗ −2.716∗∗

(0.393) (0.513) (1.034)
‘Neighbors’ EITI Participation‘ 2.222∗∗∗ 3.882∗∗∗ 2.918∗∗

(0.504) (0.580) (1.005)
AIC 520.483 382.603 157.357
BIC 577.009 439.129 213.884
Log Likelihood -248.241 -179.301 -66.679
Deviance 496.483 358.603 133.357
Num. obs. 821 821 821
Second Stage: The Effect on Transparency Model 1 Model 2 Model 3

DV: Transparency
‘EITI 1‘ 0.507∗∗∗

(0.046)
‘EITI 2‘ 0.335∗∗∗

(0.040)
‘EITI 3‘ 0.828∗∗∗

(0.130)
‘Resource Rents‘ −0.001 0.001 0.001

(0.001) (0.002) (0.002)
‘Civil Society Participation‘ −0.478∗∗∗ −0.380∗∗∗ −0.360∗∗∗

(0.097) (0.099) (0.101)
‘Ethnic Fractionalization‘ −0.025∗∗ −0.016 −0.007

(0.009) (0.009) (0.010)
log(aid) −0.020∗ −0.005 −0.002

(0.009) (0.009) (0.009)
log(‘GDP per capita‘) −0.088∗ −0.092∗ −0.054

(0.044) (0.046) (0.046)
Trade Openness −0.001∗ −0.001∗ −0.001∗

(0.000) (0.000) (0.000)
‘Number of NGOs‘ 0.286∗∗∗ 0.275∗∗∗ 0.254∗∗∗

(0.071) (0.073) (0.075)
‘Polity 2‘ 0.009∗∗ 0.006 0.006

(0.003) (0.003) (0.003)
R2 0.193 0.138 0.106
Country Fixed Effects Yes Yes Yes
Num. obs. 821 821 821
∗∗∗p < 0.001, ∗∗p < 0.01, ∗p < 0.05
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third column is about the effect of EITI compliance. The upper section of Table 1.2

shows the results of the selection equation, which is to join the EITI membership

and move to the next stages of the EITI membership. The lower section shows the

results of the outcome equation, which is the effects of the EITI membership on

domestic transparency. After controlling for selection bias through this 2SLS, all

three stages of EITI membership are positively and significantly associated with

domestic transparency. The results are statistically significant at the .1 % level.

These findings shows that the transparency reform of one critical sector influences

the entire area of economic transparency. The negative association of civil society

participation with transparency seems to be opposite to the expectation since it is

the civil society that asks for more transparency and tries to enhance the domestic

level of transparency.

To be more specifically, the first stage shows which variables are correlated with

the participation in each stage of the EITI membership. The results confirms the

findings of Pitlik, Frank and Firchow (2010). Foreign aid, domestic transparency,

resource rents, civil society participation, ethnic fractionalization and the level of

corruption are all statistically and significantly correlated with the EITI participa-

tion. The second stages shows which variables are correlated with domestic level of

transparency. Other than the EITI membership, the number of NGOs are positively

and significantly correlated at .1% level in every stage of the EITI membership, and

the civil society participation and trade openness are negatively and significantly

associated with the level of transparency at .1 % and .5%, respectively.

Figure 1.3 shows the coefficients of time-dependent covariates relating to the

implementation of FOIL. Since the Cox Proportional Hazard model assumes that

covariates other than variables of interests do not change, using simply the Cox

model in this paper will distort the results. So, Aalen’s additive model can mitigate

this problem (Aalen 1993). βs are the variables of interest in this model. β = 0
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implies no effect on survival due to the EITI membership. β < 0 implies the EITI

membership does negatively impact the implementation of FOIL since hazard de-

creases. ON the other hand, β > 0 implies that the EITI membership is beneficial

for the implementation of FOIL since hazard increases. Figure 1.3 suggests that

EITI is not statistically significant with implementation of FOIL. Table 1.3 corre-

sponds to Figure 1.3. Table 1.3 shows the results on the effect of EITI 1 on the

implementation of FOIL using the Aalen’s additive model. Any stage of the EITI

membership is not significantly associated with the implementation of FOIL. With

the 95 % confidence interval, Polity IV, GDP per capita and transparency are posi-

tively associated with the implementation of FOIL. More democratic countries are

more likely to carry out FOIL. More developed countries are more likely to im-

plement FOIL. More transparent countries are more likely to put the FOIL into

practice. However, resource rents are negatively associated with FOIL. This find-

ing confirms the finding of Vadlamannati and De Soysa (2016) that resource-rich

countries are less likely to implement FOIL.

Going further, the 2SLS analysis shows that the EITI membership is not sig-

nificantly associated with the implementation of FOIL when countries undergo any

stages of the EITI membership. Table 1.4 show the treatment effect of EITI mem-

bership on the implementation of FOIL. The top part of Table 1.4 captures results

for the non-linear treatment regression on the probability to participate in the EITI.

As seen, more transparent countries tend to join the EITI, which is statistically sig-

nificant at the 1 per cent level. It is straightforward that resource-rich countries

are more likely to join the EITI. The estimation model in the second stage tests

the statistical significance of the EITI membership on the implementation of FOIL.

The second stage shows that the EITI stages have no statistical significance. To

test the effect of the EITI compliance on FOIL, this paper uses a measurement of

transparency extending from HRV Transparency Index. The correlation between
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Table 1.3: Cox Proportional Hazard Model with Time-variant coefficients

EITI 1 Estimate Statistic Std.error Z-statistic P-value

Intercept -0.153770 -0.006383 0.002610 -2.446188 0.014438
‘EITI 1 (Commitment)‘ 0.003929 0.000152 0.000480 0.316764 0.751423
‘Resource Rents‘ 0.000340 0.000018 0.000010 1.781207 0.074879
Trade 0.000001 0 0.000001 0.221394 0.824786
‘Numer of NGO‘ 0.018815 0.000859 0.000271 3.175373 0.001496
Polity2 0.001349 0.000067 0.000025 2.677185 0.007424
‘Civil Society Participation‘ 0.019465 0.001148 0.000654 1.755914 0.079103
‘Ethnic Fractionalization‘ -0.004388 -0.000275 0.000046 -5.930386 0
‘Foreign Aid‘ 0.001734 0.000074 0.000099 0.747617 0.454691
‘GDP per capita‘ 0 0 0 -0.744893 0.456337
HRV Transparency index 0.006288 0.000213 0.000116 1.831991 0.066953
‘EITI 1 (Commitment)‘:‘Resource Rents‘ -0.000402 -0.000027 0.000015 -1.858756 0.063062

EITI 2 Estimate Statistic Std.error Z-statistic P-value

Intercept -0.151170 -0.006355 0.002556 -2.485762 0.012927
EITIMEM2 -0.001017 -0.000292 0.000519 -0.562363 0.573868
‘Resource Rents‘ 0.000255 0.000014 0.000009 1.601725 0.109216
Trade 0.000001 0 0.000001 0.209354 0.834172
‘Numer of NGO‘ 0.018676 0.000854 0.000271 3.149093 0.001638
Polity2 0.001382 0.000070 0.000025 2.784488 0.005361
‘Civil Society Participation‘ 0.017477 0.001079 0.000609 1.772957 0.076236
‘Ethnic Fractionalization‘ -0.004430 -0.000275 0.000047 -5.822081 0
‘Foreign Aid‘ 0.001822 0.000079 0.000098 0.810751 0.417508
‘GDP per capita‘ 0 0 0 -0.651277 0.514867
HRV Transparency index 0.005966 0.000201 0.000115 1.743330 0.081276
EITIMEM2:‘Resource Rents‘ -0.000228 -0.000017 0.000016 -1.016995 0.309156

EITI 3 Estimate Statistic Std.error Z-statistic P-value

Intercept -0.137902 -0.005758 0.002499 -2.303720 0.021238
EITIMEM3 -0.004740 -0.000139 0.000576 -0.241071 0.809500
‘Resource Rents‘ 0.000160 0.000010 0.000008 1.247425 0.212242
Trade 0.000001 0 0.000001 0.213951 0.830585
‘Numer of NGO‘ 0.018599 0.000848 0.000272 3.114621 0.001842
Polity2 0.001370 0.000069 0.000025 2.745404 0.006044
‘Civil Society Participation‘ 0.014660 0.000884 0.000591 1.497338 0.134305
‘Ethnic Fractionalization‘ -0.004499 -0.000282 0.000048 -5.922334 0
‘Foreign Aid‘ 0.001449 0.000058 0.000095 0.612771 0.540028
‘GDP per capita‘ 0 0 0 -0.659070 0.509851
HRV Transparency index 0.006080 0.000217 0.000113 1.914770 0.055522
EITIMEM3:‘Resource Rents‘ -0.000036 0.000019 0.000038 0.500847 0.616479
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Table 1.4: Two-Stage Least Squares Analysis: The Results of Outcome Equation
for FOIL

Stage 2: Outcome: Implementing FOIL Model 1 Model 2 Model 3
(Intercept) −3.137 0.104 −2.859

(2.196) (0.418) (2.186)
‘EITI 1‘ 1.729∗∗

(0.620)
‘EITI 2‘ 0.160

(0.104)
‘EITI 3‘ −1.299

(1.898)
Transparency 0.759∗ 0.197∗∗∗ 1.119∗∗∗

(0.309) (0.056) (0.287)
‘Resource Rents‘ −0.018 −0.002 −0.004

(0.009) (0.002) (0.008)
‘Civil Society Participation‘ −1.841∗ −0.264∗ −0.909

(0.725) (0.130) (0.658)
‘Ethnic Fractionalization‘ −0.521∗∗∗ −0.086∗∗∗ −0.445∗∗∗

(0.068) (0.009) (0.060)
‘Foreign Aid‘ 0.107 0.024 0.199∗

(0.092) (0.017) (0.093)
‘GDP per capita (logged)‘ 0.193 0.032 0.195

(0.139) (0.026) (0.139)
Trade −0.000 −0.000 −0.000

(0.001) (0.000) (0.001)
‘Number of NGOs‘ 0.105 −0.022 −0.299

(0.247) (0.045) (0.225)
‘Polity 2‘ 0.134∗∗∗ 0.025∗∗∗ 0.116∗∗∗

(0.023) (0.004) (0.022)
AIC 947.715 1005.695 955.110
BIC 999.531 1062.221 1006.926
Log Likelihood -462.858 -490.848 -466.555
Deviance 925.715 158.916 933.110
Num. obs. 821 821 821
∗∗∗p < 0.001, ∗∗p < 0.01, ∗p < 0.05
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the extended measure and previous HRV is very high, which is around 0.8, but still

there is a chance for divergence of the two measures in some dimension and context.

This apparently mixed findings on the effect of the EITI on domestic governance

show precisely where this international transparency initiative is currently located.

The results suggest that the EITI membership enhances the domestic transparency

because the countries are supposed to disclose more information on the oil, gas,

and mining industries. It is crystal clear that this disclosure will increase domestic

transparency, but the EITI members, on average, are less likely to implement FOIL.

This mixed finding describes the ongoing process of transparency intervention. The

EITI countries are ready to disclose more information on the extractive industries,

but they are not prepared to implement FOIL, which will lead to the disclosure

of information of all government information. If the countries keep carrying this

transparency intervention into completion without backfiring, the EITI countries

will implement FOIL in the near future.

Robustness Check: Receiver Operation Characteristic Plots

Figure 1.4 and Figure 1.5 show Receiver Operation Characteristic (ROC) which

tells about the model specification. ROC summarizes the trade offs between true

positive rate and false positive rate. Since it is advisable to assume p ¿ 0.5 for

plotting ROC due to our concern about success rate, this paper follows this advice.

Since ROC plot correct predictions against false predictions, a model with excellent

fit will produce a curve that is very close to the left and top bound. This ROC

plot suggests that the logistic regression of the first equation has a excellent model

specification concerning when it comes to model prediction.

Finally, endogeneity or selection bias issues can be handled by using instru-

mental variable estimation. There is a feasible endogeneity issue between the EITI

membership and the implementation of FOIL. The EITI member countries could be
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(c) EITI Compliance

Figure 1.4: Receiver Operation Characteristic (ROC) of Selection Equations
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Figure 1.5: Receiver Operation Characteristic (ROC) of Outcome Equations: FOIL
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Table 1.5: Instrumental Variables Estimation: 2003-2015

Model 1 Model 2 Model 3
EITI 1 EITI 2 EITI 3

(1) (2) (3)
Transparency Transparency Transparency

EITI 1 0.131*
(2.05)

EITI 2 0.0855*
(2.05)

EITI 3 0.164*
(2.00)

Polity 2 -0.000257 -0.000498 -0.00173
(-0.09) (-0.18) (-0.57)

Corruption Perception Index 0.000435 0.000480 -0.000757
(0.35) (0.38) (-0.46)

log(Foreign Aid) 0.00244 0.00540 0.00774
(0.29) (0.68) (0.96)

Trade Openness 0.000320 0.000413 0.000601
(0.92) (1.21) (1.68)

GDP per capita -0.0000127 -0.0000120 -0.0000119
(-1.85) (-1.77) (-1.72)

N 1379 1379 1379
∗∗∗p < 0.001, ∗∗p < 0.01, ∗p < 0.05, Values in parentheses are p-value, not standard errors.
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more likely to implement FOIL and countries who are implementing FOIL could be

more likely to join the EITI. The EITI participation level of neighboring countries

could be a good instrumental variable since countries care about other countries

when they join the international transparency initiative but they do not much care

about the level of neighboring countries’ participation in the EITI when they decide

to implement FOIL. Table 1.5 shows that every stage of the EITI are significantly

and positively correlated with transparency. The EITI participation level of neigh-

boring countries passes underidentification, weak IV, and endogeneity tests using

xtivreg2 in Stata.

Conclusion

This paper explores the effect of EITI on domestic transparency governance. Pre-

vious studies delve into the effect of the EITI on corruption and economic growth,

but more attention to the immediate and direct effect of the EITI on domestic trans-

parency governance needs to be paid to the initial and ultimate purpose of the EITI

since the EITI is supposed to be a temporary solution for the resource curse until

resource rich countries stabilize their domestic transparency governance.

This paper finds that the EITI membership is broadly beneficial for the enhance-

ment of domestic economic transparency, but that its current effect has its limita-

tion concerning the actual domestic reform of transparency. Since the findings of

the positive effect of the EITI membership on domestic transparency contrasts with

the finding that the EITI member countries are less likely to implement FOIL. The

mixed findings suggest that the EITI is still the ongoing project and that the im-

plementation of FOIL is more difficult than joining the EITI. This finding could

provide justification for not slacking off the transparency reform and keep working

for creating better international transparency governance.

At least, the findings of this paper suggest that the EITI complements domestic
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governance of transparency, which sheds lights on its future. Even though there are

concerns about the actual effect of the EITI membership and feasibility of window-

dressing, this paper suggests that those concerns are not being realized. Huge re-

sources are being invested in the EITI through the World Bank, IMF, and other

financial institutions and companies. This paper shows one additional silver-lining

to this efforts and suggests that this efforts should be continued.
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Chapter 2

Transparency, Institution, and Investment: The Case

of the Extractive Industries Transparency Initiative

(EITI)

Introduction

What are the effects of international transparency initiatives on foreign direct in-

vestment? Many researchers have explored how the increase in transparency can

draw more foreign direct investment (FDI); the degree of transparency has a strong

impact on a country’s attractiveness to foreign investors (Drabek and Payne 2002).

However, there is little research on whether international transparency initiatives

affect the flow of FDI. States’ international behavior with respect to institutional

cooperation and the effect on economic performance deserve more attention. This

paper aims to explain the relationship between state participation in the EITI and

the flow of FDI using a signaling game and time series cross-sectional analysis.

State participation in international transparency initiatives such as the Extrac-

tive Industries Transparency Initiative (EITI), the Construction Sector Transparency

Initiative (CSTI), and Open Government Partnership (OGP) unveils a state’s will-

ingness to comply with the international transparency initiatives. International in-

vestors can observe such state behavior and respond to it with their investment de-
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cisions. So, by participating in international transparency initiatives, countries can

send a signal that they will comply with newly emerging global norms for interna-

tional investors.

Resource-rich countries want FDI since it is essential for economic growth.

Resource-rich countries need huge FDI to extract natural resources such as oil,

gas, and coal. Furthermore, since there is a long-term global competition for FDI

(Öge 2017), countries are supposed to reform existing domestic policies in order to

draw more FDI. In fact, FDI is good not only for democratic leaders but also for au-

tocrats’ political survival since FDI reduces the likelihood of coups(Tomashevskiy

2017) and lowers the likelihood of democratic transitions (Escribà-Folch 2017).

Therefore, countries make efforts to induce more FDI regardless of the type of po-

litical regime.

Attracting more FDI is one of the most important reasons why countries created

the EITI and why resource-abundant countries join the EITI. The work plan of the

International Secretariat makes it a point to enhance the investment environment in

membership countries in its work plan since its first publication in 2007. It is not

surprising that the country’s goal of joining the EITI is to attract more FDI. Almost

every EITI candidate country makes this point clear in its work plans.

This paper contributes to the literature by addressing potential selection bias

through the two stage least squares and instrumental variable. Moreover, when it

comes to the EITI joining process, this paper is the first paper that takes the diffu-

sion effect into account. This paper finds that there are diffusion effect of interna-

tional norms regarding state participation in the EITI and the EITI membership is

positively and significantly associated with the flow of FDI.

Section 2 discusses the resource curse and the EITI as an international institu-

tion. Section 3 looks into the relationship between transparency and FDI. Section 4

deals with the signaling effect of the EITI. Section 5 discusses the empirical model
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and section 6 discusses the conclusion.

The Resource Curse and the EITI as an International Institution

The resource curse, where the resource abundant countries are ended up with poverty,

civil war, and authoritarian regime (Ross 2012; Sachs and Warner 1995, 2001; Gyl-

fason, Herbertsson and Zoega 1999). The negative relationship between natural re-

source wealth and economic growth is believed to be caused by lack of good-quality

institutions(Robinson, Torvik and Verdier 2006; Mehlum, Moene and Torvik 2006;

Sala-i Martin and Subramanian 2003). This understanding prompted international

communities to find solutions for the curse, launching the EITI in 2003 with the aim

of enhancing transparency and accountability in the extractive industries by con-

structing international standards for resource-abundant countries (Corrigan 2014).

The basic mechanism of the EITI operation is to disclose revenues, contracts, and

licenses relating to oil, gas, and mining industries. Governments disclose what they

receive and companies make public what they pay.

The most important function that the EITI provides with foreign investors re-

lates to the three stages of the EITI validation process: commitment, candidate,

and compliant. Commitment as the first stage is to sign up the EITI membership

by announcing a clear statement of the government’s commitment. After this an-

nouncement, countries develop a work plan for goals that they aim to achieve with

the EITI, and establish a multi-stakeholder group (MSG), which is composed of

government, companies and civil society. Once countries meet these requirements,

they become EITI candidate countries. The final step to receive ‘EITI compliant’

is primarily contingent on the EITI validation of countries’ self-report on revenues

of the countries’ resource-related sectors. Figure 2.2 shows the three stages of the

EITI membership between 2007 to 2015.

An intriguing fact is that countries with higher resource rents are less likely to be
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transparent, as seen in Figure 1. This figure shows the relationship between trans-

parency measured by Hollyer, Rosendorff and Vreeland (2014) and the resource

rents from the World Bank. The negative relationship between them demonstrates

that this hesitation toward transparency leads us to question why such countries

seek to enroll in international transparency initiatives. This paper argues that those

resource-abundant countries join the EITI in order to attract more FDI. By joining

an international institution, those countries can use international authority, which

will give greater signaling effects. Moreover, the governments can use this inter-

national authority when dealing with a domestic power game. Specifically, since a

higher number of political rival groups makes political conflict over resource rents

more intense, higher ethnic fractionalization leads countries to join the EITI. The

ethnically fractionalized countries with abundant resources use the EITI as an in-

strument to bind rent-seeking groups in the future (Pitlik, Frank and Firchow 2010).

According to Koremenos, Lipson and Snidal (2001, p.762), international insti-

tution is defined as ”explicit arrangements, negotiated among international actors,
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Source: Neumann et al. (2016)

Figure 2.2: EITI Membership Status 2007-2015
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that prescribe, proscribe, and/or authorize behavior.” The EITI governs the behavior

of member countries by its own explicit arrangements, prescribing how to enhance

domestic transparency relating to the resource industries. The EITI functions as an

international standard for the governance of natural resources such as oil, gas and

mining.

The EITI member countries join the initiative because they want to send inter-

national investors a signal that they intend to comply with a new global standard in

order to induce more FDI. The signaling effects of international agreements are con-

firmed in many studies. States can enjoy greater deterrence through alliance (Mor-

row 1994), a domestic signaling effect through joining international trade agree-

ment (Mansfield, Milner and Rosendorff 2002). Moreover, states can acquire an

international signaling effect through ratifying more stringent international mone-

tary requirements (Simmons 2000), through receiving a seal of approval from EU

(Gray 2009), and through joining international human rights agreements (Garriga

2016).

Above all, joining the EITI can send an international signal that a country has

an intention to comply with the new global standard. The EITI standard is used as

an important criterion for lending fund to countries. Furthermore, joining the EITI

sends a signal to domestic societies as well since joining the EITI requires countries

to create an MSG and to work with civil society and companies through overseeing

the implementation. Therefore, the EITI has some level of constraining effects on

government behavior, which will be a signal for better governance to international

investors.

Transparency and FDI

Transparency refers to how clearly and thoroughly the government provides infor-

mation and communicates its policies and regulations with the public (Zhao, Kim
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and Du 2003). In highly transparent countries, information on the governments’

activities is disclosed without delay and provided abundantly. Therefore, higher

transparency leads to more productive economic activities. The mechanism of how

an increase in transparency affects economic activities is based on transaction cost

and information asymmetry. Low transparency increases transaction cost and mag-

nifies information asymmetry. It is difficult for foreign investors to predict the fu-

ture business in low-transparency countries. In non-transparent countries, investors

have to overcome indefinite delays of issuing licenses and unexpected and frequent

changes of investment rules and regulations. High economic growth is less likely

to occur in countries with low transparency.

Furthermore, in an empirical study of the effect of Bilateral Investment Treaties

(BITs) on FDI, Allee and Peinhardt (2011) find that BITs do increase FDI into

signatory states only if those states are not filed against before the International

Centre for the Settlement of Investment Disputes (ICSID). The ex post information

on a country’s practice of international agreements provides international investors

a signal concerning whether more FDI should be put into the country or be taken

out.

Table 2.1 shows the effect of the EITI membership on various measures of trans-

action cost. The nine measures draws on Doing Business Data from the World

Bank. These measures are the typical examples of typical transaction costs and are

used for economic freedom index provided by the Heritage Foundation. Table 1

shows the preliminary result of the estimation model. Political regime measured

by Polity IV is not statistically associated with transaction costs in this model. The

commitment to the EITI is significantly associated with the decrease in days to

open a business, the decrease in costs of opening a business, but with the increase

in days to enforce a contract. The first two are positive effects, but the last one is

negative. Becoming a EITI candidate seems to affect transaction cost most than
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the other two stage of membership. EITI candidacy is significantly associated with

the decrease in days to open a business, decrease in days to enforce a contract, and

decrease in days to enforce a contract. Even though it is not statistically significant,

EITI candidacy is related with the decrease in many transaction costs. In contrast

to the expectation, the EITI compliance is not statistically significant with various

measures of transaction costs.

When it comes to the relationship between transparency and FDI inflows, it

is evident that an increase in transparency induces more FDI (Drabek and Payne

2002). There are a few studies on the relationship between the EITI membership

and FDI (Öge 2016; Schmaljohann 2013). These studies find that participation in

the EITI help countries attract more FDI. Paradoxically, resource abundance crowds

out non-resource FDI (Poelhekke and van der Ploeg 2013). This is one of the rea-

sons why the resource curse occurs. For economic growth, non-resource FDI mat-

ters more than resource FDI because non-resource FDI, such as foreign investment

on manufacture and service industries, has stronger positive impacts on economic

growth as a whole.

Previous literature finds that members of the EITI are expected to induce more

FDI since they can send international investors a signal that they comply with in-

ternational standards relating to the oil, gas and mining industries (Schmaljohann

2013). The EITI is expected to complement domestic institutions of countries that

show the low level of transparency by making available to the public the reports ap-

proved by the MSG. Making a commitment to an international resource agreement

can enhance the credibility of governments - especially those governments that suf-

fer from time-inconsistency by demonstrating a willingness to comply with the new

global standard that the EITI suggests. By enhancing the flow of information, the

EITI can improve transparency within the governments receiving revenues (Corri-

gan 2014). This transparency of information to the public is expected to promote
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accountability and reduce the corruption in resource-rich countries. In previous

studies, the mechanism of the international signaling effect of the EITI has not

been examined. Furthermore, the time period covered in the previous studies is not

sufficient to make a robust conclusion on the effect of the EITI on FDI inflow. By

exploring the mechanism of the signaling effect and using an instrumental variable,

this study contributes to the literature.

The Costly Signaling of Joining the EITI

Access to resource rents allow political leaders – specifically, autocrats – to strengthen

their positions in power (Ross 2012; Vadlamannati and Cooray 2017). Implement-

ing transparency policies incurs increased political cost mainly because enhanc-

ing transparency restricts politicians’ ability to use public office for private gains

(Berliner 2014). A political leader seeking to join international transparency initia-

tives foregoes opportunities to exploit his office for personal profits. In fact, losing

access to future rents and faring replacement prevent him from making reforms or

implementing transparency intervention (Acemoglu and Robinson 2006). Despite

restrictions on immediate and future private gains, the current political leader can

find potential benefits from holding the future government accountable in case that

he loses the power (Berliner 2014; Pitlik, Frank and Firchow 2010).

Disclosure may act as a credible signal to investors of government’s pro-investment

policy tendencies (Hollyer, Vreeland and Rosendorf 2018). First of all, this is

because gathering aggregate economic data requires staffing of statistical offices

with knowledgeable professionals. More importantly, greater disclosure implies

increased accountability and reduced opportunities for rent-seeking, slacking, and

blaming shifting.

Three conditions need to be met for a country’s reputation to increase, accord-

ing to Garriga (2016): joining the international transparency initiative needs to be
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costly; the cost of joining the initiative needs to vary for different countries; in-

vestors should care about the reputation of potential host countries. Participation in

the EITI satisfies these three conditions.

First, joining the EITI involves cost since after joining the EITI, a country will

be evaluated by the EITI Standard. If the country is declared to be ‘not compliant’

by the EITI, this will affect the country’s lending status from the international de-

velopment banks (IDBs) since EITI standard is used as a guideline for IDBs to lend

funds to countries. Non-compliance with the agreement sends a negative signal

about the country’s intention to hold the membership since joining an international

regime brings potential noncompliance or agreement-reneging costs to countries

(Garriga 2016).

Second, different countries face different cost of joining the international trans-

parency initiative. By looking into the political regime of the countries that are

willing to enter the EITI, it can be identified that autocratic regimes that are located

below -7 in terms of Polity IV do not join the EITI. The reason may be that dis-

closing information about resource revenue could mean the end of political regime

in such a high level of autocratic countries. If, in such highly non-transparent so-

ciety, the public realizes that all the revenues coming from selling resources are

spent arbitrarily, this could result in political turmoils. No political leaders in these

countries will take such a risk. So only the autocratic regimes that can handle the

political consequences of implementing the initiative will join the EITI.

Third, one of the characteristics of the EITI is that it includes companies in a

MSG, which oversees the EITI implementation in a country. Companies participate

in developing a ‘work plan’ and in inspecting the EITI report. Over 90 compa-

nies in the oil, mining and gas industries are officially supporting EITI and over 90

global investment institutions that collectively managed over 19 trillion USD have

signed the ’Investors’ Statement’ that expresses the support for the EITI. Trans-
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parency matters to companies not just because transparency is directly associated

with their economic profit but also because investors can use the country’s commit-

ment to transparency to shield themselves from domestic pressures that demand for

corporate social responsibility even abroad (Garriga 2016).

Hypotheses

The first hypothesis is related to the effect of EITI on the inflow of FDI. As dis-

cussed above, greater transparency brings more FDI. When a country join an inter-

national transparency initiative and implement its duties under the initiative, it will

decrease transaction cost and raise the business expectation of foreign investors.

Table 1 shows that the EITI membership is associated with decrease in transaction

cost in many levels. Moreover, a state’s participation in the EITI will send inter-

national investors a signal for a better environment to draw investment into these

countries. Self-reporting mechanism can be effective in improving domestic gover-

nance through bureaucratic self-assessment, capacity developments, elite socializa-

tion and domestic political mobilization (Creamer and Simmons 2016). Since the

EITI belongs to the international resource regime, we expect that joining the EITI

sends a signal to international investors relating to the resource governance of the

recipient country. Therefore, the immediate effect of the EITI membership on the

flow of FDI will be related to FDI.

Hypothesis 2.1 The participation in the EITI increases the flow of FDI.

Next, if the participation in the EITI is a signal to international investors, the

positive effect on FDI should vary depending on the level of transparency of coun-

tries. Since the transparency has a characteristic of diminishing returns of tran-

parency when it comes to the flow of FDI, already highly transparent countries are

more likely to get smaller marginal benefits from joining the initiative. In gen-
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eral, more transparent countries receive more FDI than less transparent ones since

higher transparency means lower transaction cost and more information available

for business. However, when a country with lower transparency join the EITI and

shows its willingness to enhance its domestic transparency, the signaling effect will

be greater and this effect will be reflected in the newly drawing FDI to the country.

Therefore, the marginal effect of tranparency will be greater in countries with lower

transparency. This expectation leads to the second hypothesis. The interaction term

between the EITI membership and transparency provide an empirical evidence for

this argument.

Hypothesis 2.2 The participation in the EITI has a stronger positive effect on FDI

inflows in less transparent countries.

Data and Estimation Strategy

Table 2.2: Summary Statistics

Statistic N Mean St. Dev. Min Pctl(25) Pctl(75) Max

Transparency 2,542 0.119 0.511 −1.246 −0.285 0.512 1.721
Resource Rents per capita 2,144 807.994 2,628.488 0.000 21.344 298.265 25,987.160
Polity IV 2,175 3.874 6.273 −10.000 −2.000 9.000 10.000
FDI (% of GDP) 2,147 5.154 7.304 −55.066 1.387 6.463 85.963
EITIMEM1 (sign-up) 2,533 0.149 0.356 0.000 0.000 0.000 1.000
EITIMEM2 (candidate) 2,533 0.114 0.318 0.000 0.000 0.000 1.000
EITIMEM3 (compliant) 2,533 0.046 0.209 0.000 0.000 0.000 1.000
GDP per capita 2,505 12,509.500 17,992.670 194.169 1,277.544 14,037.030 111,069.200
FDI per capita 2,478 5.972 17.556 −58.978 1.414 6.523 451.716
Corruption Perception Index 2,178 41.663 20.996 8.000 26.000 53.000 97.000
Ethnic Fractionalization 1,815 1.825 1.649 0.000 1.000 3.000 8.000
Foreign Aid (logged) 1,886 19.184 1.583 11.408 18.187 20.334 23.817
Number of NGOs 1,493 1,282.747 1,084.099 146.000 452.000 1,809.000 4,912.000
Neighbor Participation 2,542 0.112 0.231 0 0 0 1
Civil Society Participation 2,240 0.692 0.222 0.046 0.577 0.856 0.988

Model Specification: 2SLS

This paper uses time-series cross-sectional data covering 128 countries over the

years 2002-2015 to examine the impact of EITI membership on the flow of FDI.
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The EITI was created in 2003 and the first candidates for the membership appeared

in 2007.

One of the most important concerns that this paper addresses is the self-selection

problem. Since countries join the EITI voluntarily based on various political and

economic considerations, the same factors that would lead countries to EITI mem-

bership also could lead to higher flow of FDI to the country (Gray 2009). To address

this potential bias, a binary treatment regression estimator is used. This two-stage

least squares method first procures a country’s probability to undergo a particular bi-

nary treatment, which is participation in the EITI. Then, this probability is included

as a treatment variable in the second stage equation (Gray 2009; Vadlamannati and

Cooray 2017).

The first stage:

p(EITI = 1)it = αi + βZit + λt + εit

The second stage:

FDIit = γi + β1EITIit + β2Transparency + β3(EITI × Transparency)

+β4Xit + φi + θit + ξit

The first stage takes into account the factors that determine whether a country

joins the EITI. To handle the non-linear relationship in the first stage, the logit

model with fixed effects estimates the effect of the factors. The second stage deals

with the question of whether the EITI membership is significantly associated with

the flow of FDI using country-year fixed effect. Specifically, EITI is coded as 1
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for all ensuing years after country i join the EITI and 0 if country i does not. Total

FDI is the dependent variable, and the EITI is the explanatory variable of interest

in the second step. The first stage considers only year fixed effect due to incidental

parameter problem (Wooldridge 2002; Vadlamannati and Cooray 2017).

This paper uses a transparency index developed in the same way that Hollyer,

Rosendorff and Vreeland (2014) creates the HRV index. There are a few reasons

that the transparency index should be created separately from Hollyer, Rosendorff

and Vreeland (2014). The 46 items that Hollyer, Rosendorff and Vreeland (2014)

used from the World Bank’ World Development Index (WDI) to construct the HRV

index is no longer available. Extending the HRV index is computationally demand-

ing and this paper get around this computational burden by using MCMCPACK

(Martin, Quinn and Park 2005) without losing its Bayesian insight and procedures.

Unlike Hollyer, Rosendorff and Vreeland (2014), this newly created index includes

every country available as long as they exist in WDI from 1980 to 2015. The esti-

mation item response theory (IRT) model is as follows:

Pr(Yj,i,t = 1|transparencyi,t) = logit(δj + βjtransparencyi,t)

The IRT model is a useful way to measure latent characteristics such as ability.

The IRT model makes distinct both the level of the difficulty and the discrimina-

tion of items, making this method far more widely applicable than simple averaging

(Hollyer, Rosendorff and Vreeland 2014). The model above let us obtain the esti-

mation of transparency. δj is the difficulty parameter, and βj is the discrimination

parameter for item j. yj,i,t is the dichotomous variable, coded as 1 if country i re-

ports WDI variable j in year t and 0 if country i does not. This IRT model has 204

item j, 217 countries i and 36 years t from 1980 to 2015.

51



The key explanatory variable is the EITI membership as a treatment variable.

The EITI membership is divided into three stages: sign-up, candidate, and com-

pliant. This membership data is borrowed from Corrigan (2014). The vector Z

includes potential factors that impacts a country’s joining the EITI in the first step.

Corruption uses the Corruption Perception Index (CPI) from Transparency Interna-

tional (2016). Foreign aid, real GDP per capita, and trade openness are collected

from the World Bank (2018). The level of participation of neighboring countries is

calculated by the author. It is the proportion of country i’s border-sharing countries

that join and keep holding the EITI membership at year t. Ethnic fractionaliza-

tion (Girardin et al. 2015), civil society participation (Coppedge et al. 2017), and

the number of Nongovernmental Organizations (NGOs) (Vadlamannati and Cooray

2017) are controlled. Political regime matters when it comes to the flow of FDI

(Jensen 2003). With respect to political regime, Marshall and Jagger’s polity IV

index (Marshall and Jaggers 2002) is used.

Empirical Results

Table 3 shows the treatment effect of EITI membership on FDI inflow by consid-

ering the selection bias. The top part of Table 3 captures results for the non-linear

treatment regression on the probability to participate in the EITI. As seen, more

transparent countries tend to join the EITI, which is statistically significant at the

1 per cent level. Countries that are more dependent on natural resources are more

likely to join the EITI. Ethnic fractionalization is positively related to participation

in the EITI as found in Pitlik, Frank and Firchow (2010). Foreign aid is positively

related to joining the EITI. Civil society participation is also positively and signif-

icantly associated with joining the EITI. The higher the share of natural resources

per capita is associated with the participation in the EITI. These similar findings

with Pitlik, Frank and Firchow (2010) mean that the model specification of the first
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Table 2.3: Treatment Effects - 2SLS

First Stage: Joining the EITI Model 1 Model 2 Model 3
DV: EITI 1 (Commitment) EITI 2 (Candidacy) EITI 3 (Compliance)

Model 1 Model 2 Model 3
(Intercept) −10.626∗∗ −15.149∗∗∗ −35.240∗∗∗

(3.758) (4.516) (9.383)
‘Ethnic Fractionalization‘ 0.142∗ 0.042 −0.246

(0.058) (0.076) (0.188)
‘Civil Society Participation‘ 3.854∗∗∗ 3.549∗∗ 4.044

(0.877) (1.083) (2.442)
‘Polity 2‘ −0.001 0.040 0.120

(0.029) (0.036) (0.075)
‘Resource Rents‘ 0.114∗∗∗ 0.108∗∗∗ 0.109∗∗∗

(0.013) (0.015) (0.025)
log(aid) 0.421∗∗ 0.542∗∗ 1.154∗∗∗

(0.146) (0.175) (0.341)
Transparency1 0.038∗∗∗ 0.043∗∗∗ 0.045∗∗∗

(0.005) (0.006) (0.011)
log(‘GDP per capita‘) −0.327 −0.028 0.485

(0.201) (0.228) (0.397)
‘Trade Openness‘ −0.005 −0.013∗ −0.007

(0.004) (0.005) (0.007)
‘ Corruption Perception Index‘ −0.009 −0.001 0.059

(0.016) (0.020) (0.030)
‘Number of NGOs‘ −0.003∗∗∗ −0.004∗∗∗ −0.005∗∗∗

(0.001) (0.001) (0.001)
‘Neighbors’ EITI Participation‘ 2.455∗∗∗ 4.124∗∗∗ 3.474∗∗∗

(0.421) (0.492) (0.956)
AIC 560.496 425.343 167.042
BIC 618.178 483.025 224.724
Log Likelihood -268.248 -200.672 -71.521
Deviance 536.496 401.343 143.042
Num. obs. 904 904 904
Second Stage: Outcome Equation Model 1 Model 2 Model 3

DV: Total FDI (% of GDP)
EITI 1 (Commitment) 6.118∗∗∗

(1.462)
EITI 1:Transparency −0.041

(0.031)
EITI 2 (Candidate) 6.305∗∗∗

(1.129)
EITI 2:Transparency −0.088∗∗

(0.030)
EITI 3 (Compliant) 26.801∗∗∗

(2.509)
EITI 3:Transparency −0.395∗∗∗

(0.064)
Transparency 0.012 0.021 0.017

(0.015) (0.014) (0.012)
Polity 2 −0.059 −0.067 −0.059

(0.101) (0.100) (0.095)
log(aid) 0.120 0.133 −0.015

(0.288) (0.280) (0.263)
Resource rents per capita −0.001 −0.001 −0.001

(0.001) (0.001) (0.001)
Trade Openness 0.043∗∗∗ 0.050∗∗∗ 0.064∗∗∗

(0.013) (0.013) (0.012)
GDP per capita 0.000 0.000 0.000

(0.000) (0.000) (0.000)
R2 0.048 0.067 0.154
Country Fixed Effects Yes Yes Yes
Num. obs. 894 894 894
∗∗∗p < 0.001, ∗∗p < 0.01, ∗p < 0.05
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equation seems reasonable. Furthermore, it is noteworthy that the neighbor effect

is gone in the case of the EITI compliance. This makes sense because signing-up of

the EITI and becoming candidates are relatively easy processes and the willingness

of country to join matters, but the compliance stage is decided not by countries but

by the EITI. Neighboring effects will disappear when the membership stage goes

up to compliance.

The estimation model in the second stage examines the effect of the EITI mem-

bership on the flow of FDI. The second equation introduces the interaction between

the EITI membership and transparency in order to check whether the effect of the

EITI membership hinges on the level of transparency. The interaction term is neg-

ative and statistically significant only in EITI compliance, which means that the

effect of the EITI membership on the flow of FDI is conditional on domestic trans-

parency. To interpret the interaction term properly, the marginal plots as shown in

Figure 4 is presented to show the magnitude of the interaction term. In Figure 4

both transparency which is the conditioning variable, and the interaction term are

taken into account.

Each column presents the results of different levels of EITI membership. The

results confirm the Hypothesis 1 and Hypothesis 2. The EITI candidacy and EITI

compliance are significantly associated with influence the inflow of FDI inflow. The

effect of EITI compliance is much stronger than that of the EITI candidacy. This

result means that becoming candidates of the EITI sends powerful signals to foreign

investors and becoming compliant sends even more powerful signal to international

investors. As confirmed in the model 1, the interaction effect between the EITI and

the level of transparency is negatively significant, which means that the effect of the

EITI on FDI inflows diminishes as the level of transparency increases. The effect

on FDI inflows is greater in the countries with less transparent EITI countries. To

be more specific, as seen in Table 3, the EITI membership is associated with an
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(b) EITI Compliance

Figure 2.3: Marginal Plots: the Effect of EITI Membership on FDI conditional on
Transparency

increase in the flow of FDI. The point estimates suggests that joining the EITI is

associated with about 3.24 point increase in the flow of FDI and that entering into

the candidacy is associated with about 12.82 point increase in FDI inflow. However,

this effect diminished as domestic transparency increases. This provides evidence

for Hypothesis 2 that the effect of EITI membership will depend on the level of

domestic transparency.

Figure 4 shows the total marginal effect conditional on transparency graphically.

The y-axis of Figure 4 displays the marginal effect of joining the EITI and on the

x-axis the level of transparency at which the marginal effect is evaluated. The 95

per cent confidence interval is included. The marginal plot shows that entering

into the candidacy stage in the EITI membership increases the flow of FDI in less

transparent countries but that there is no statistically significant effect for the highly

transparent countries.

Political regimes are not significantly associated with FDI inflow. This reminds

us that resource-rich countries are likely to be nondemocracies, so the positive rela-

tionship between democracy and FDI inflow could be gone in the case of the EITI

as seen in Table 3 (see, Jensen 2003; Li and Resnick 2003).
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Dealing with Endogeneity: Instrumental Variable Estimation

There could potentially be a reverse causality between EITI membership and the

flow of FDI. If only the countries with a considerable level inflow of FDI join the

EITI, joining the EITI could be the consequence of high flow of FDI, not the cause.

Therefore, we need to address this endogeneity issue. Two-stage least squares

method with instrumental variables deals with endogeneity issue. A good instru-

mental variable should satisfy the exclusion clause, which means that the instru-

mental variable should be correlated with the dependent variable in the first stage

equation, but not with the outcome variable, which is the dependent variable in the

second stage equation (Wooldridge 2002).

This paper suggests one instrumental variable: the level of participation of

neighboring countries in the EITI. The level of participation of neighboring coun-

tries in the EITI should affect whether a country join the EITI since there are some

kind of peer pressure. However, investors might not give much attention to whether

neighboring countries join the EITI or not when they make decisions on investment

abroad. Investors should primarily care about whether a potential host candidate

provides a good opportunity for business profits. In fact, regional contexts have

been suggested as good instrumental variables. Eichengreen and Leblang (2008)

uses the capital account openness with the capital account openness of a country’s

peers when examining the impact of democracy on economic openness. Gassebner,

Gaston and Lamla (2011) use reforms adopted by its neighboring countries as an

instrumental variable.

Table 4 reports the 2SLS-IV estimation to address potential endogeneity con-

cerns1. As seen in Table 5, the positive effect of the EITI membership on the flow of

FDI remains significantly different from 0 at the 5 per cent confidence level and the

substantive effects is not small. The interaction effect is also statistically significant

1For a rigorous analysis, xtivreg2 module in Stata is used
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Table 2.4: Instrumental Variables Estimation
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at the 5 per cent level. To check whether the regional context could be a strong in-

strumental variable or not, this paper provides Cragg-Donald Wald F statistics. The

F-Statistics is highly significant. In fact, as a rule of thumb, when Joint F-statistics

is great than 10, an instrumental variable is likely to be a strong one. Every stage of

EITI membership shows that the level of participation of neighboring countries can

be a strong and powerful instrumental variable. Also the underidentification test

statistics, which is the Anderson canon. corr. LM statistic, provides good evidence

that there is no underidentification problem in the model. Finally, Sagan statistic

shows that there was no over-identification of the instrumental variable.

Conclusion

This paper aims to examine the signaling effect of the participation in the EITI

on FDI by testing the effect of joining the EITI on the flow of FDI. To the best

of my knowledge, there is no empirical evidence that takes the selection bias into

account in the research that explores the effect of the EITI membership on the flow

of FDI. Since countries with better governance are more likely to join the EITI and

at the same time investors want to invest in those countries, considering the selection

problem is essential when it comes to the effect of voluntary international regime,

such as the EITI. Failure to consider the selection issue would produce incorrect

estimates. Furthermore, endogeneity is another issue to be addressed since joining

the EITI and the flow of FDI could be reversely caused by each other. A good

instrumental variable can mitigate this endogeneity problem.

Participation in the EITI is expected to increase the flow of FDI. In addition,

each stage of the EITI is expected to send different signals to international investors,

which means that higher levels of actual compliance will show greater effect on the

inflow of the FDI than pre-compliance stages. Using panel data on 128 countries
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over the 2002-2015, the paper finds that joining the EITI is significantly associated

with the flow of FDI and the effect is conditional on the level of domestic trans-

parency. However, the results show that the candidacy sends most powerful signal.

The signaling effect seems to be taken mostly in the stage of candidacy. This paper

identifies the signaling effect by exploring the interaction effect between the EITI

membership and the level of transparency.

Considering that the effect of membership on economic performance could be

strongest in candidacy stage (see, Gray 2009; Fang and Owen 2011), it is notewor-

thy that the EITI effect is strongest in the stages when countries actually become

compliant. It must be due to the fact that becoming compliant can give better infor-

mation to international investors than the other previous stages.

The findings here provide positive evidence for the potential power of interna-

tional institutions. A self-reporting international institution could work, at least in

international level, even if member countries join it voluntarily. While the effect of

the institution vary among countries, partaking itself could make a difference. Still,

there is a collective action problem. If advanced economies that would not get much

benefit from this sort of international institutions did not join because unfavorable

cost-benefit analysis for them, developing countries would have less opportunities

to improve their domestic governance. Therefore, it is evident that the leadership

of the advanced economies is very important to the rest of the world. In case of

the EITI, the United Kingdom took the initiative when creating this institution and

Norway has provided resources to keep it operating. The leadership of advanced

economies matters in this sense.
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Appendix

Table 2.5: FGLS: Dealing with Heteroskedasticity

Model 1 Model 2 Model 3
EITI 1 EITI 2 EITI 3

DV: Resource FDI (% of GDP)
Transparency 0.597∗∗ 0.494∗∗ 0.891∗∗∗

(0.203) (0.185) (0.072)
Polity IV −0.036∗ −0.040∗∗ −0.039∗∗∗

(0.015) (0.014) (0.005)
Foreign Aid (logged) −0.027 −0.007 −0.061∗∗

(0.049) (0.047) (0.023)
Resource Rents (% of GDP) 0.049∗∗∗ 0.035∗∗ 0.055∗∗∗

(0.013) (0.012) (0.007)
Trade Openness 0.022∗∗∗ 0.023∗∗∗ 0.039∗∗∗

(0.004) (0.003) (0.002)
GDPPC (logged) 1.702∗∗∗ 1.382∗∗∗ 1.177∗∗∗

(0.309) (0.293) (0.102)
EITI 1 (Sign-Up) 1.694∗∗∗

(0.306)
Transparency:EITI 1 −2.814∗∗∗

(0.529)
EITI 2 (Candidacy) 2.176∗∗∗

(0.282)
Transparency:EITI 2 −2.792∗∗∗

(0.393)
EITI 3 (Compliance) 0.035

(0.114)
Transparency:EITI 3 −0.360a

(0.195)
R2 0.908 0.919 0.891
Num. obs. 319 319 319
∗∗∗p < 0.001, ∗∗p < 0.01, ∗p < 0.05, ap < 0.1

Table 5 shows the results of the FGLS method. This method is used for ad-

dressing heteroskedasticity in panel data. It allows us to use AR (1) for a dynamic

analysis. The results provide evidence for the hypotheses. EITI 1 and EITI 2 are

significantly associated with the flow of resource FDI and the interaction term be-

tween EITI and transparency is negatively and significantly associated. Again, this

means that the signaling effect of EITI membership is greater in countries with

lower transparency. There is a diminishing returns when transparency increases.
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Table 2.6: Instrumental Variables with 2SLS-HRV
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Table 2.7: Cross-Section Analysis (Year 2010)

Model 1 Model 2 Model 3
(Intercept) 8.678 10.052 12.876

(8.410) (8.067) (10.350)
EITIMEM1 5.858∗∗∗

(1.519)
Transparency:EITIMEM 1 −7.974∗∗

(2.649)
EITIMEM2 4.054∗∗∗

(0.961)
Transparency:EITIMEM 2 −5.322∗∗

(1.900)
EITIMEM3 −1.299

(1.852)
Transparency 1.098 0.439 −0.230

(1.027) (0.955) (1.187)
Polity IV −0.034 −0.022 0.008

(0.051) (0.049) (0.065)
Foreign Aid (logged) −0.290 −0.270 −0.270

(0.299) (0.290) (0.375)
Resource Rents 0.008 0.032 0.119

(0.060) (0.057) (0.063)
Trade Openness −0.006 −0.007 −0.005

(0.008) (0.008) (0.009)
GDP per capita (logged) −0.332 −0.483 −0.845

(0.398) (0.371) (0.449)
R2 0.546 0.575 0.315
Adj. R2 0.416 0.453 0.150
Num. obs. 37 37 37
RMSE 1.333 1.290 1.608
∗∗∗p < 0.001, ∗∗p < 0.01, ∗p < 0.05

62



Table 2.8: Instrumental Variables with 2SLS: 2006-2015: Resource FDI

Model 1 Model 2 Model 3
EITI 1 EITI 2 EITI 3

Civil Society Participation −0.572 −0.464 −0.392
(1.320) (1.250) (1.338)

Transparency −0.234 0.112 0.106
(0.551) (0.483) (0.502)

Political Regime −0.080 −0.073 −0.072
(0.046) (0.043) (0.046)

Foreign Aid (logged) 0.024 0.008 0.038
(0.102) (0.097) (0.103)

Resource Rents 0.005 0.031 0.019
(0.025) (0.023) (0.025)

Trade Openness 0.012 0.012 0.011
(0.009) (0.008) (0.009)

GDP per capita (logged) −0.816 −0.762 −0.144
(0.947) (0.916) (0.944)

EITI 1 (Sign-up) 2.168∗

(0.953)
Transparency*EITI 1 −1.256

(1.436)
EITI 2 (Candidate) 3.665∗∗∗

(0.642)
Transparency*EITI 2 −4.649∗∗∗

(1.099)
EITI 3 (Compliant) 1.980

(1.482)
Transparency* EITI 3 −3.088

(2.592)
R2 0.066 0.160 0.045
Country Fixed Effects YES YES YES
Year Fixed Effects YES YES YES
Num. obs. 287 287 287
∗∗∗p < 0.001, ∗∗p < 0.01, ∗p < 0.05
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Chapter 3

Misperception, Redistribution, and Transparency:

Does Transparency Increase Redistribution?

Introduction

Everything else being constant, higher inequality is expected to bring higher re-

distribution according to Meltzer and Richard (1981). The authors of this seminal

paper argue that median voters support more redistribution when the gap between

their pre-tax income and mean income gets larger. However, the empirical findings

for the Meltzer and Richard’s (MR) model have been mixed (Houle 2017). 1

To explain why the theoretical expectation of the MR model does not produce

the anticipated empirical finding, scholars have suggested various explanations: pri-

marily ethnic cleavages (Houle 2017), the inefficiency of government welfare sys-

tem (Ross 2006), public belief in social mobility (Alesina and La Ferrara 2005),

and the influence of political identification (Boix 2003; Korpi 1993). Building on

these previous studies, this paper intends to bridge the gap between theoretical ex-

pectations and empirically mixed findings by taking the role of information into

account.

Previous literature assumes that ordinary voters correctly recognize their place

1Houle (2017) documented the previous empirical tests on the Meltzer and Richard’s model
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in the entire distribution of income. However, this assumption is unfounded. People

often misperceive their place in the entire income distribution, and what matters for

a person’s demand for redistribution is his or her perceived level of inequality, not

actual inequality (Gimpelson and Treisman 2018; Kuziemko et al. 2015; Karadja,

Mollerstrom and Seim 2017; Cruces, Perez-Truglia and Tetaz 2013).

This misperception can be caused by the lack of available information that helps

people identify their accurate places in the income distribution. Therefore, the ex-

tent of misperception on the level of inequality and relative income is influenced

by the level of transparency. Transparency means outsiders’ access to government

information. Higher transparency means that there are more authentic information

available to general public. Transparency helps to mitigate information asymmetry

concerning the misperception issue in inequality and redistribution.

As a result, as transparency increases, people are more likely to perceive accu-

rately their level of income, and inequality. Thus, this paper argues that the effect

of inequality on redistribution increases when transparency also increases. Further,

this effect of transparency on redistribution is conditioned by economic cleavages of

ethnic groups and media capture due to ethnic/racial conflicts and framing effects.

By using panel data of 106 democratic countries from 1975 to 2013, this paper

explores the relationship between inequality, transparency, and the level of redistri-

bution. I present empirical evidence that the effect of inequality on redistribution is

contingent upon the level of transparency.

This paper contributes to the literature of inequality and redistribution by tak-

ing misperception into account theoretically and by testing the moderating effects

of transparency. To the author’s knowledge, this is the first paper to estimate the

effect of transparency on redistribution in the international level. This paper finds

that transparency is correlated with the level of redistribution when there are socio-

economic cleavages among ethnic groups.
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The next section discusses the previous argument about the relationship between

inequality and redistribution. The following section introduces public mispercep-

tion on income and inequality. Then, this paper discusses the moderating role of

transparency concerning redistribution and draws hypotheses from the theoretical

argument. After that, this paper provides data statistics and the estimation model,

discusses the results, and finally concludes the paper.

Misperception and Redistribution

Concerning the determinants of preferences for redistribution, there are largely two

strands. One group of researchers analyzes self-interest arising from redistribution.

The MR model represents this approach in that the median voters will prefer more

redistribution when inequality increases because more distribution will be benefi-

cial for them. However, redistribution represents financial loss to the richer half,

because it is the half whose wealth is distributed. The other group of researchers

focuses on political psychology. They see that political identification or ideology

influences voters’ preferences for redistribution. One of the reasons that people are

reluctant to agree with increasing redistribution is related to their distrust in gov-

ernment (Kuziemko et al. 2015).

A growing body of literature emphasizes the role of information concerning

economic and psychological motivations for redistribution. Recently, there has

been progress in understanding how available information shapes preferences about

inequality and redistribution (Mas 2017; Ura and Ellis 2008; Bartels 2008). Unlike

the assumptions of previous literature that the public has complete information on

the actual level of inequality and redistribution policies, most voters do not un-

derstand redistribution policies exactly and do not grasp properly the change in

tax policies arising from welfare and redistribution policies (Claassen and Highton

2009; Chetty, Friedman and Saez 2013; Gilens 2001).
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Bartels (2005, p.21) comments on this ignorance of the public on redistribution

policies, “Survey results like these make it clear that most ordinary citizens are re-

markably ignorant and uncertain about the workings of the tax system and the policy

options under consideration, or actually adopted, in Washington.” Gimpelson and

Treisman (2018) also identify that this misinformation phenomenon is prevalent re-

garding voters’ perception of inequality, arguing that perceived inequality, not the

actual level of inequality, matters regarding voters’ demand for redistribution.

Specifically, the median voter fails to locate his precise place in income distri-

bution, when his perceived income, on average, is greater than the actual income

(Fernández-Albertos and Kuo 2018; Bublitz 2017). Therefore the MR model should

take this misperception into account. What was meant to be actual income in the

model should be changed to perceived income. It should be noted that the actual

income of the median voter is less than perceived income. If the optimal level of

redistribution can be reached when there is no misperception on relative income,

the results of this misperception leads to a sub-optimal level of redistribution.

The conclusion of the MR model2 shows that when there is an increase in the

gap between mean income and median income, which is the measure of inequality,

redistribution also rises. The problem with the MR model is that it assumes that the

median voter recognize his place in the income distribution accurately, but as dis-

cussed above, the issue of misperception is huge. This upward tendency regarding

perceived income makes the gap between the mean income and perceived income

of the median voter smaller, which results in sub-optimal level of redistribution (t∗).

Throughout this paper the positively skewed income distribution will be as-

sumed as in Figure 3.1 (a), which shows the typical income distribution where me-

dian income is less than mean income. Since M is the perceived median income

2In the original MR model, t = m−1+η(ȳ,r)
m−1+η(ȳ,r)+m(η(ȳ,r) shows that redistribution increases as m

increases since the F.O.C of this original model is positive. The magnitude of m captures the ratio
of mean income to the income of the median voter. For more details, refer to Meltzer and Richard
(1981).
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(a) Income Distribution (b) Income and Desired Tax Rate

(b) Preferred tax rate is the function of income. t∗(M) captures the optimal tax rate for an individual
with median income. The optimal tax rate for all individuals above mean income (M) µ is zero.
Source: Iversen and Goplerud (2018)

Figure 3.1: Median Voter, Income Distribution, and Optimal Tax for Redistribution

in Figure 3.1 (b), which shows the relationship between income and tax rate, the

actual median (M∗) is less than M due to people’s tendency to belong to the middle

class. If the median voter accurately perceives his relative income, where his actual

position is lower than his perceived one, redistribution will increase. Since the me-

dian voter is assumed to be the decisive voter of election outcomes, as in (Meltzer

and Richard 1981), the median voter’s preference for redistribution will decide the

level of redistribution on the national level.

Here, the critical question is whether the median voter shows positive bias or

negative bias. Whether there is any systemic tendency for the median voter to

misperceive his standing will suggest whether misperception is a determinant the

level of redistribution. If this misperception shows random walk, we cannot find

any robust evidence for the MR model using this misperception theory.

If the median voter systematically underestimates his relative income, he is

more likely to prefer redistribution. On the other hand, if the median voter overes-

timates his relative income, he is less likely to prefer redistribution. In an interna-

tional survey Bublitz (2017) finds that respondents, on average, overestimated their
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relative income five out of six countries, thinking that their incomes are higher than

their actual income. This is compatible with a conventional finding that people tend

to believe that they belong to the middle class. Since median income is generally

less than mean income, individual with median income would overestimate their

relative position to the direction of mean income.

This misperception will vary according the level of transparency because mis-

perception is one form of information asymmetry. Therefore, misperception is neg-

atively related to transparency, and the gap between actual position and perceived

position of the median voter in the income distribution due to misperception will

increase as transparency increases. Therefore, in more transparent countries the

perceived position of the median voter is closer to actual position, so the gap be-

tween mean income and the relative position perceived by the median voter will be

greater in transparent countries, which will lead to more redistribution. At the end

of the day, transparency lead to higher redistribution. This “information effects”

will be greater when transparency increases.

Precise information makes differences concerning tax and redistribution poli-

cies. “... most importantly, better-informed respondents were much more likely

to express negative views about the 2001 tax cut”(Bartels 2005, p.24). Cruces,

Perez-Truglia and Tetaz (2013) found in a case study of Argentina that people who

overestimated their position in income distribution shift their preferences for redis-

tribution after their misconceptions about their income position had been corrected.

However, there is a caveat. It is not clear yet if providing voters with informa-

tion about the actual inequality level of the country and their places in the entire

income distribution shift their preference for redistribution or not. In fact, the find-

ings for the effect of precise information on the preferences for redistribution are

mixed (Bublitz 2017). When presented with the precise information on their relative

income level, voters prefer more redistribution and in other countries voters prefer
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less distribution. This means that the effect of information is not unconditional.

Therefore, this paper argues that if a country becomes more transparent, this

misperception phenomena diminishes and its citizens will be more likely to be in

favor of increased redistribution. the effect of inequality on redistribution is contin-

gent on the level of transparency. In more transparent countries, this misperception

phenomena will diminish since misinformation arises from information asymme-

try. The public have more access to government information in more transparent

countries, which will reduce information problem regarding inequality and redistri-

bution.

Transparency and Redistribution

Transparency relates to how easily the general public can access government in-

formation. People support a certain redistributive policy, depending on the nature

and availability of information about the costs of taxation and the efficiency of the

policy (Petrova 2008). Therefore, It seems straightforward that transparency brings

better governance (Islam 2006). As Hamilton (2004) put it, “if too many voters lack

information on too many topics ... politicians can enjoy too much freedom to pursue

policies which their constituents would reject if they were actual decision makers.”

Transparency can limit such a political leeway for the benefits of the general public,

enhancing governance in two ways.

First of all, government information available to the general public provides the

public with the opportunity to judge their government’s ability to make sound pol-

icy (Islam 2006). Public evaluation of political leaders’ performance can influence

the level of support for the government and, henceforth, their political survival. In-

formed citizens request that their governments perform better, so governments are

more likely to do better because their political survival hinges on their political and

economic performance. Therefore, under this kind of environment, transparency
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translates to accountability. Even in autocracy political leaders are under pressure

to make a better economic performance because they are judged by the public and

they care about their reputations (Islam 2006). Specifically, the release of informa-

tion to the public will prevent political leaders from engaging in self-enrichment

through their positions of power (Kolstad and Wiig 2016; Severson 2018). Legisla-

tors in more transparent and democratic countries pursue more egalitarian policies,

favoring redistributive policies on account of their concern about reelection (Kol-

stad and Wiig 2016).

Second, the public can evaluate their government’s capacity to create and imple-

ment fair policies by looking at the disclosed data (Islam 2006). The ability to look

into how political leaders perform in the economic arenas will result in the politi-

cal support that the leaders receive from the public. In countries where the general

public is well-informed and can judge political and economic performances, they

will demand better governance, specifically in the sphere of redistribution. This

will hold the governments more accountable.

Motivation to be politically informed are deeply associated with the political,

economic, and social institutions of societies (Iversen and Soskice 2015). Ac-

cording to these authors, more polarized and left-leaning constituencies are more

likely to be correlated with more equal distributions of income. On the other hand,

higher inequality and lower mass polarization are likely to be correlated with right-

shifted ideological self-placements. It seems straightforward that the more equal

educational opportunities reduce income inequality. Therefore, Iversen and Sos-

kice (2015, p.1784) expect that “with a more informed and polarized electorate

to be more left leaning, there could be feedback effects whereby center-left parties

and governments take measures to bolster unionization, to promote the education of

lower income groups, and directly to increase redistribution.” Transparency even-

tually leads to a more equal society. This leads to the Hypothesis 3.1.
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Hypothesis 3.1 Inequality increases redistribution when transparency increases.

Transparency and its Limitation: the Socio-Economic Cleavages between

Ethnic/Race Groups

According to Severson (2018), the linear relation between transparency and redis-

tribution is based on three assumptions: (1) that information release alone automat-

ically produces accountability and responsiveness on the part of elected officials,

(2) that access to information released by transparency initiatives is uniformly dis-

tributed, and (3) in the same way, mobilization and sanctioning capacities are uni-

formly distributed across the general population. However, the disclosure of infor-

mation does not create accountability if “transparency initiatives which mobilize the

power of shame have no purchase on the shameless,” (Fox 2007, p.665). Moreover,

if free access to information is unequally distributed and it is difficult to impose

sanctions, transparency would not lead to accountability (Severson 2018).

Information effect through transparency is not unconditional, primarily con-

tingent on the level of political and economic cleavages. Does providing voters

information about the actual inequality level of the country and their places in the

entire income distribution shift their preference for redistribution? The findings are

mixed. In ethnically homogeneous countries like Argentina, after being corrected

their relative income positions, respondents asked for more redistribution, but in

heterogeneous like the United States, they demanded less redistribution (Hoy and

Mager 2018; Cruces, Perez-Truglia and Tetaz 2013). Even though the public know

that they need more redistribution but they think that their tax money will go to

disadvantaged but different ethnic/race groups, they might oppose it. In this point,

the ethnic/race structure of population matters. This point has been confirmed in

previous studies.

Concerning the moderating effect of racial and ethnic diversity has been well
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documented by Houle (2017). Focusing on the role of population structure in terms

of ethnic diversity, he argues that diversity within the poor reduces the support

redistribution. In the same context, Alesina, Glaeser and Sacerdote (2001) explains

that ethnic diversity within the working class keeping the US from becoming a large

welfare state. This negative effect of ethnic diversity on redistribution is based on

the concept of homophily (Iversen and Soskice 2015) and well commented in Houle

(2017, p.7),

Individuals should be more likely to support redistribution toward the poor if

they find themselves into the same social networks as poor individuals or if

some family members are themselves poor (Lupu and Pontusson 2011). This

argument also builds on the contact theory according to which people feel

more sympathy toward groups with which they are often in contact (Pettigrew

1998). The idea that altruism is stronger among individuals that share a com-

mon life experience and membership in the same group is called parochial

altruism by Fowler and Kam (2007).

Many studies find that ethnic diversity decreases redistribution (Alesina and

Glaeser 2004; Houle 2017). The negative attitude to other ethnic group will make

voters of main ethnic groups less prefer redistribution. Even though they realize

that more redistribution benefits them, they might oppose the increase in redistri-

bution since they do not like the tax money going to the other ethnic groups. Their

emotional loss is greater than marginal benefit from redistribution. This leads to the

Hypothesis 3.2.

Hypothesis 3.2 The effect of transparency on redistribution will decrease when

there is economic cleavages between ethnic groups.
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Table 3.1: Descriptive statistics

Statistic N Mean St. Dev. Min Pctl(25) Pctl(75) Max

Redistribution (relative) 1,481 25.130 15.630 −2.321 8.005 38.820 57.487
Redistribution (absolute) 1,481 11.483 7.226 −0.783 3.637 17.778 26.890
Inequality 1,987 46.225 7.145 23.265 42.056 49.957 76.888
HRV Transparency index 1,490 29.615 21.727 −9.455 13.934 44.001 99.811
Transparency 1,899 4.130 3.983 −9.441 2.117 6.578 17.212
Polity 2 1,987 8.718 1.426 6.000 8.000 10.000 10.000
Trade 1,933 75.167 42.181 11.436 48.074 95.591 348.393
Population (logged) 1,804 16.423 1.443 13.491 15.352 17.528 20.897
GDP per capita (logged) 1,819 8.773 1.497 3.661 7.872 10.153 11.175
Ethnic Fractionalization 1,771 65.569 15.168 0.000 57.103 77.164 92.689
Female Labor 1,658 41.766 5.886 12.223 37.812 46.073 51.877
Government Ideology 1,982 0.340 0.474 0.000 0.000 1.000 1.000
Labor Union 1,010 35.075 20.187 6.300 19.007 48.956 93.916
Export 1,789 0.128 0.282 0.0001 0.004 0.113 2.990

Data and Estimation Model

This paper uses a time-series cross-sectional data covering 188 countries whose

Polity IV score is more than 5 over the years 1990-2010 to examine the impact of

transparency on the level of redistribution. The dependent variable, which is re-

distribution and one of key explanatory variables, inequality, draw on Solt (2009).

There are two kinds of redistribution measurement. One is absolute redistribu-

tion, which is the number of Gini-index points by which market-income inequality

changes due to taxes and transfers. The other is relative redistribution, which is the

percentage reduction in market-income inequality due to taxes and transfers. While

there are some debate on which redistribution index is more appropriate (Kenwor-

thy and Pontusson 2005; Huber and Stephens 2014), this paper uses both of them.

Data for transparency (HRV Transparency Index) draws on Hollyer, Rosendorff and

Vreeland (2014). The measurement of ethnic economic structure follows Houle

(2017), who coded ethnic diversity in terms of economic cleavages. He created a

variable based on whether the main group of the society is ethnically different from

the economic minority groups. Data other than ones mentioned above draws on

Aleman and Woods (2018).
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The estimation model is as follows:

Redistributionit = γi + β1Inequalityit + β2Transparencyit + β3EthnicStuructureit

β4Inequalityit × Transparencyit + β5Inequalityit × EthnicStructureit +

β6Transparencyit × EthnicStructureit +

β7Inequality × Transparency × EthnicStructure+

β8Xit + φit + θit + ξit

Empirical Results

Table 3.2 shows the panel data analysis with country-year fixed effects. Of the

six models in Table 2, the dependent variable of Model 1, Model 2, and Model

3 are absolute level of redistribution and Model 4, Model 5, and Model 6 deal

with the determinants of relative level of redistribution. While all the models are

dealing with the effect on redistribution, Model 3 and Model 6 shows the three-way

interaction effects between inequality, transparency and socio-economic cleavages

among ethnic/race groups.

Inequality is positively and significantly associated with redistribution across all

models, which confirms the Melzer and Richard model. Other than inequality, labor

union participation, female labor participation, and polity score shows statistically

significant results in some models. These three variables are positively correlated

with the level of redistribution.

Transparency, variable of interest, is positively and significantly correlated with

redistribution in Model 3. In other models, transparency is not statistically signif-

icant. This could be related to whether a model consider interaction effect even
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Table 3.2: The Effects on Redistribution

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Absolute Redistribution Relative Redistribution

Inequality 0.610∗∗∗ 0.520∗∗∗ 1.429∗∗∗ 0.785∗∗∗ 0.821∗∗∗ 2.647∗∗∗

(0.036) (0.063) (0.227) (0.068) (0.134) (0.480)
HRV Transparency index −0.015 −0.903 4.125∗ −0.153 −0.641 7.689

(0.087) (0.520) (2.089) (0.135) (1.100) (4.408)
Trade Openness 0.015 0.013 0.021∗ 0.013 0.026 0.041

(0.010) (0.010) (0.011) (0.019) (0.021) (0.022)
log(Population) 0.768 0.753 3.963 0.506 5.474 13.089∗

(2.367) (2.362) (2.551) (4.671) (4.992) (5.385)
log(GDP per capita) −0.841 −0.637 −0.728 −1.307 2.350 2.108

(1.325) (1.327) (1.366) (2.056) (2.805) (2.882)
Ethnic Fractionalization −0.014 −0.013 −0.016 −0.034 −0.024 −0.030

(0.012) (0.012) (0.012) (0.025) (0.025) (0.026)
Ideology of Government 0.271 0.267 0.286 0.307 0.696∗ 0.724∗

(0.167) (0.166) (0.174) (0.331) (0.351) (0.367)
Union Density 0.054∗ 0.055∗ 0.028 0.124∗∗ 0.122∗∗ 0.057

(0.021) (0.021) (0.025) (0.044) (0.045) (0.053)
Export Volume −0.910 −0.862 −0.225 −1.236 −0.896 0.413

(0.510) (0.510) (0.533) (0.930) (1.078) (1.126)
Turnout rate 0.027 0.030∗ 0.025 0.044 0.037 0.026

(0.015) (0.015) (0.015) (0.030) (0.031) (0.032)
Female Labor Participation 0.156 0.137 0.163 0.379∗ 0.552∗∗ 0.606∗∗

(0.090) (0.091) (0.093) (0.167) (0.192) (0.197)
Polity IV 0.353 0.386 0.322 0.918 0.573 0.469

(0.231) (0.231) (0.233) (0.469) (0.489) (0.491)
Inequality:HRV Transparency index 0.020 −0.084 0.011 −0.165

(0.011) (0.043) (0.024) (0.092)
Inequality:Economic Structure of Ethnicity −0.783∗∗∗ −1.558∗∗∗

(0.193) (0.406)
HRV Transparency index:Economic Structure of Ethnicity −4.396∗ −7.133

(1.849) (3.903)
Inequality:HRV Transparency index:Economic Structure of Ethnicity 0.089∗ 0.148

(0.038) (0.079)
R2 0.468 0.471 0.500 0.285 0.292 0.332
Country Fixed Effects Yes Yes Yes Yes Yes Yes
Num. obs. 484 484 456 484 484 456
∗∗∗p < 0.001, ∗∗p < 0.01, ∗p < 0.05
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Figure 3.2: Predicted Values for Model 3

though Model 6 considering interaction effect is not significant. The effect of

transparency can be properly estimated when considering the interaction between

transparency and inequality. However, the interaction term between inequality and

transparency is significant only in Model 3 with the negative sign of the interaction

term, which means that the effect of inequality on redistribution decreases when

transparency increases. Model 1 and Model 4 show two-way interactions between

inequality and transparency, but the interaction terms are not statistically significant.

To analyze a three-way interaction, it is helpful to specify a focal independent

variable and moderator variables (Jaccard and Turrisi 2003). Focal independent

variable of this paper is inequality and two moderators are transparency and ethnic

diversity in Models 1-6. Transparency is the first-order moderator variable since

the effect of inequality is directly moderated by the level of information avail-

able (information effect). This paper hypothesized that the moderating effects of

transparency would differ depending on the level of ethnic diversity and framing.
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Therefore, ethnic diversity and framing is the second-order moderator since the in-

formation effect is thought to be moderated by the level of ethnic diversity.

The three-way interaction term in Model 3 are positively and significantly cor-

related with redistribution. This results is unexpected because it was hypothesized

that the economic cleavages of ethnicity is negatively associated with the infor-

mation effects. Specifically, information effect is negatively and significantly cor-

related with redistribution and the coefficient of the three-way interaction term is

positive, which is associated with the dependent variable in a reversed order.

As the second-order moderator, ethnic structure of inequality is stronger predic-

tor than ethnic fractionalization3. This seems to be straightforward because ethnic

fractionalization itself does not consider directly political and economic cleavages

of ethnicity regarding inequality. However, ethnic structure of inequality measures

ethnic conflicts concerning redistribution and inequality.

Figure 3.2 and Figure 3.3 show the marginal effect of Model 3 and Model 6, re-

spectively. These marginal plots shows the predicted value of redistribution contin-

gent on inequality, transparency and ethnic fractionalization. In the figures, 1 means

there is no socio-economic cleavages among race/ethnic groups, which makes a so-

ciety more homogeneous in terms of economic inequality. In contrast, 2 means

there is socio-economic cleavages among race/ethnic groups, which makes a so-

ciety more heterogeneous in terms of economic inequality. Both figures show that

countries with no socio-economic cleavages among race/ethnic groups tends to have

higher level of redistribution and the moderating effect of transparency is greater in

countries with socio-economic cleavages among race/ethnic groups since the in-

creasing rate of redistribution is greater in countries with socio-economic cleavages

among race/ethnic groups. This confirms the effect of ethnic cleavages on the level

of redistribution as a second moderator.

3The regression results using ethnic fractionalization are not reported here, and none of the mod-
els using ethnic fractionalization show statistically significant results.
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Conclusion

How do changes in transparency affect redistribution? This paper examines the

moderating effect of transparency, ethnic structure of inequality, and framing. As

the second-order moderators, ethnic structure of inequality relates to population

structure concerning redistribution and framing represents how media capture affect

the flow of information regarding inequality and redistribution.

The role of transparency as a determinants of the level of redistribution has been

relatively ignored. To my knowledge, this paper is the first paper that examines the

moderating effect of transparency on redistribution at the international level. The

lack of previous panel data analysis on the effect of transparency on redistribution

results from the nonavailability of data on transparency. Hollyer, Rosendorff and

Vreeland (2014) enables researchers to use a transparency index in various interna-

tional context. HRV Transparency Index is one of the broadest transparency index

regarding economic transparency.
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This paper lends more nuanced support to the Meltzer and Richard Model by

considering the role of information and by confirming that inequality is one of the

most powerful predictors concerning redistribution. Even though the effects of

transparency are not confirmed in every model as hypothesized in this paper, the

empirical findings of this paper give supports to the hypotheses partly. In several

models, the mediating role of transparency, ethnic structure of inequality are iden-

tified.

For the future research, a transparency index that focuses on fiscal transparency

needs to be examined because transparency is not a single concept and its multi-

faceted aspects should be illuminated from various contexts. It would not be pos-

sible to contain transparency just in one index since there is no such an index as

one-size-fits-all considering the various aspects of transparency. Moreover, since

information makes differences when voters make decisions on the optimal level of

redistribution of the society, it is worth delving into which information more matters

voter’s preference for redistribution.
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Conclusion

To probe various aspect of the political economy of transparency, I examined the ef-

fect of transparency intervention on governance and investment. Also I explored the

effect of transparency on redistribution. These three essays find that transparency

matters in governance, investment, and redistribution. Transparency is one instru-

ment to enhance accountability, leading to a better governance. However, trans-

parency is not panacea for every governance issue and there is not one-size-fits-all

or unconditional solution for the resource curse.

In the first paper, I find the diffusion effect of the EITI membership in the joining

process and the positive and significant effect of the EITI membership on domestic

transparency. Even though these findings are expected, this paper contribute to the

literature by addressing the selection bias and endogeneity issues. The effect of

the EITI membership also can be identified when it comes to corruption. This will

require a different model specification.

In the second paper, I find the positive and significant effects of the EITI on

the flow of FDI by addressing selection bias and endogeniety issues. Specifically,

the instrumental variable estimation in this paper provides a strong support for the

main results. Moreover, the diminishing marginal effect of the EITI membership

is also identified through the interaction term between the EITI membership and

transparency. This confirms the hypothesis that the signaling effect will be greater

in less transparent countries. Still, there is a work to be done about the negative

effect of the EITI membership in countries with high transparency. This might
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happen substitution effect between countries

The third paper shows that there is a misperception about the median voters’

position of relative income, which is confirmed in the growing body of literature.

The median voter has a positive bias, where he perceives that his position income is

higher than his actual position of current income. If this positive bias is the case, this

challenges the MR model, because the MR model assumes complete information.

If there is misperception and the decisive voter does not ask for more redistribution

on account of this misperception, the society will end up with the sub-optimal level

of redistribution, which is different from the MR model. In this regard, I argue

that transparency will reduce this misperception because misperception is the con-

sequence of information asymmetry. If there are more information, there will be

less misperception. However, this information effect will be conditioned by socio-

economic cleavages among ethnic group due to ethnocentrism. Even though there

is a lack of the widespread support for the hypotheses of this paper, this research

question needs to be further studied in order to find the robust effect of transparency

on redistribution.

This dissertation project will be extended to the next project of transparency

with more cautious theoretical framework. Since transparency is essentially the is-

sue of information, there are various research question that can be answered using

transparency index, such as how misperception affects redistribution in the local

and federal level. Specifically, my next survey research will be an experimental

study on whether information matters in the context of inequality and redistribution

in the United States. In this case study of the US, I am going to focus on the effect of

financial transparency on voters’ preferences for redistribution in U.S. states. This

study will be one of the first studies investigating whether information can correct

voters’ misconceptions on their income level and inequality. This paper will also

examine how attitudes to other race/ethnic groups shape voters’ preferences for re-
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distribution. By considering the economic characteristics of each state and cities

and race/ethnic compositions, this study will show how information influences vot-

ers’ preferences for redistribution and the limitation of transparency when it comes

to redistribution and inequality.
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