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There is a widespread consensus that transparency and accountability are essential 
underpinning of good governance and that this, in turn, is a pre condition for tackling 
poverty and inequality and achieving the Millennium Development Goals (MDGs).  
There are also widespread assumptions that transparency and accountability of public 
administration is necessary for sustainable economic development (for example the work 
of Amartya Sen in the 1990s that highlighted the development cost of secrecy). 
 
One of the primary obstacles to transparency and accountability is what is often known as 
an asymmetry of information in that governments and public officials tend to know much 
more than citizens and hold onto information as a source of power.  It is widely assumed 
that if public officials monopolize information about development programmes, 
corruption and maladministration will thrive. In the famous phrase “sunshine is the best 
disinfectant”.  Notwithstanding the history secrecy of governments, in recent years there 
has been a substantial move towards greater openness with over 50 countries adopting 
access to information laws of some kind.   This seems to be tied to the wave of 
democratization that followed the political events of the end of the 1980s and early 
1990s.   However, this momentum has now stalled and in many parts of the world 
democracy, and transparency, appears to be in retreat.  The growing power of 
authoritarian societies such as Russia and China and their apparent determination to 
promote different approaches to those of open societies (such as the Russian ”sovereign 
democracy) is a particular challenge. 
 
If progress is to be made we will need a more rigorous analysis of what might be termed 
the politics of policy in this field.  Policy making in the real world is rarely shaped by 
rational, objective considerations. Any form of constitution making is most likely to be 
shaped by the “tectonic plates of power”.  These tectonic plates will include structural 
factors such as the level of socio-economic development, the strength and weakness of 
particular institutions, the type of political system (parliamentary or presidential) and its 
stability, the perceived self interest of political actors, specific national and regional 
histories and cultures, the wider international dimension and contingent factors of both 





8) What is the role of external agencies in these processes, including external donors, 
internal agencies such as the World Bank and foundations, and international 
NGOs such as the Carter Center. 

 
9) Do we have sufficient impendent data to arrive at definitive conclusions?  Is more 

research needed – if so what kind? 
 
At the conclusion of our workshop we will pr
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I. Introduction  

Transparency systems hav





makes it harder to ma



mechanisms, transparency systems may also be effective on balance while 
producing some unintended effects. For example, toxic pollution disclosure has 
led manufacturers to reduce their overall releases of harmful chemicals even 
though some may have substituted unlisted but perhaps more toxic chemicals 
and others have made only "paper" changes in estimating techniques or 
definitions. Likewise, financial disclosure has contributed to efficient 
investment choices and improved corporate governance even though some 
companies have created “off-balance-sheet” entities to inflate reported profits. 
Nutritional labeling has encouraged food companies to create brand extensions 
of healthy products but sometimes labels have also led dieters to buy “low fat” y Our framewre has  9198 77 Tm24 Tmient si
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embedded in organizations’ decision-making processes. Assuming that 
information is accurate, this double-sided embeddedness becomes the most 
important condition for transparency systems’ effectiveness. This finding 
suggests the importance of asking at the outset what information consumers or 
business managers want and how these users and disclosers make and alter the 
choices that public officials hope to influence. Since the way that individuals 
and organizations act varies widely, this finding further suggests that 
transparency systems need to be tailored to take account of the cult911 0 0 1911 0Tz7.r 8e4751 spe 73igf th n.28056 Tm
(c)Tj
10.95911 0 0 10.98anizati



Then, in the 1960s, the emerging idea that the public had a “right to 
know” whatever information had accumulated in government files helped lay 
the foundation for the wider use of transparency systems.1 Union demands for 
information about workplace hazards and citizen groups’ demands for 
information about toxic risks inspired local “right to know” laws (Baram, 1984; 
Ashford and Caldart, 1985; Hadden, 



These differences between standard-based, market-based, and 
transparency-based regulatory systems are captured in Figure 1 below: 
 
Figure 1: Signals and Responses under Three Types of Regulation 
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improves services is, therefore, anything but automatic. Whether and how new 
information is used to further public objectives depends upon whether and how 
it is incorporated into complex chains of comprehension, action, and response. 
 
 In transparency systems, those chains of action and response have two 
primary actors: those who potentially use new information produced by 
transparency policies to improve their choices; and those who are compelled by 
public policies to provide that information and whose behavior policy makers 
hope to change. These information users and disclosers are typically connected 
in a general action cycle that has six main parts:  
 
 

Figure 2: Transparency Action Cycle 
 
 

(1) transparency system  2 5 6  1  0  0  1 0 . 9 8  1 6 5 . 5 9 9 7  5 4 5 . 4 0 8 9 7  5 4 a n s p a r e n c y  A c t . 6 2 0 6 4  T m 
 0 3 2  T w  1 0 . 9 c l e ’ T 
 E M C  
 / P  < < / M C I D  3  > > B 4 7 6 . 9 1 6 8 1 8 0 0 5 . 6 / P  c y  A c t T j 
 1 0 . 9 5 9 1 1  0  0  1 0 . 9 8  4 3 4 j 
 1 3  0  e  a 0 5 . 6 / P  c y  A c t  o n  C a r 1 e 2 1 1 8 0 8 3  1 . 3 0 0 7 7  T m 
 ( h ) T j 
 1 0 . 9 5 9 1  0  4 4 1 5 3  4 9 2 . 1 / P  < < / M C I p e r c e p 3 2  T / 1 0 . c u l 0 3 2  T  o n  C y c l e



IV. Information Embeddedness and User Decisions 
 

The fundamental feature of transparency systems is that they release 
information into the public domain by compelling corporations or other 
organizations to disclose information about their activities that they would not 
otherwise provide. The action cycle described in Figure 2 places information 
users as first movers in the sequence of actions and reactions.5 Users of 
transparency systems have diverse interests. They may include consumers, 
voters, employees, suburbanites, inner city residents, competitors, organizations 
representing businesses or consumer interests, legislators, government agencies, 
and regulators themselves. They may be casually or intensely interested in new 
information. Their goals may or may not coincide with those of policy makers. 
The next analytic step is to explain what factors influence whether and how 
users incorporate such information into their actions. 
 

Whether and how users respond to new information depends on how 
easily it fits into their accustomed ways of making choices. Cognitive 
psychologists and economists have provided insights into the bounded 
rationality of choice (e.g. Simon, 1982, 1997). They suggest that users of 
information act rationally to advance their various, usually self-interested, ends. 
However, because they have limited time and cognitive energy, they do not 
seek out all of the information necessary to make optimal decisions. Instead, 
they seek out information to make decisions that are good enough, using time-
tested rules of thumb.

 



information’s perceived value in achieving users’ goals; its compatibility with 
decision-making routines; and its comprehensibility.  

 
First, information must have perceived value to users in significantly 

advancing their goals. Many transparency policies provide facts that can 
substantially reduce health and safety risks or otherwise improve important 
choices. Nutritional labeling, automobile rollover ratings, and restaurant 
hygiene rankings, for example, enable consumers to better act on their existing 
preferences for healthy food, safe cars, and clean restaurants. However, if 
consumers have few real choices or do not believe there is anything more they 
need to know, new information is likely to be ignored. Requirements that 
employers clearly label hazardous substances in their workplaces have had little 
impact in part
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for their children are more likely to consider new information about school 
performance if it is sent home with re-enrollment forms.8   
 

Compatibility in the timeliness of information must be situation-
specific. When choice occurs in advance of action, information needs to be 
available when commitments are made, as when home purchase contracts 
precede possession and employment decisions precede start dates. When choice 
and action coincide, however, information at time



  
Simple formats and trusted intermediaries can influence whether new 

information is comprehensible. If policy makers combine complex auto road-
test results and probabilities into simple 5-star rollover rankings, such results 
may be more accessible to buyers. If policy makers disclose information in 
technical formats, business or government agency representatives, journalists, 
and consumer groups may simplify them. Environm
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Overall, the cost to disclosers of integrating information on user 

responses into management decisions must be sufficiently low to justify their 
efforts in relation to expected benefits, defined in their own terms. Disclosers 
may be mscloserm



public goal of nutritional labeling was to reduce risks of heart disease and 
cancer. Many shoppers’ private goals, as it turned out, were to lose weight. 
When dieters focused on cutting calories but not saturated fats, they 
complicated the signal to disclosers who were considering whether or not to 
introduce products that were low in saturated fats. The public goal of so-called 
Megan’s laws, which require disclosure of the place of residence of convicted 
sex offenders, was to enable community residents to avoid proximity to 
offenders or increase their watchfulness, if they believed that was necessary. 
However, some users employed the information to carry out vigilante attacks.  
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transparency. Environmental, safety, or



chemicals released into the air and water while community residents have 
specific concerns about reducing exposure to chemicals that cause cancer or 
serious neurological damage. When misunderstood information becomes 
embedded in disclosers’ decision-making, it can create a systemic distortions 
that impede transparency effectiveness. 

    
In summary, lack of congruence in goals and actions and 

misinterpretations of new information can reduce the effectiveness of 
transparency systems, even if information becomes embedded in routines. 
Sometimes such distortions mean that new information does more harm than 
good in terms of furthering specific public policies. These gaps between effect 
and effectiveness can be reduced by designing transparency policies that 
produce accurate and easily understood information. As a practical matter, 
however, many gaps become evident only after transparency systems have 
operated for some time and their action cycles can be evaluated. Mid-course 
corrections therefore become essential. Including architectural provisions that 





States has developed the world’s most exacting and most studied system of 
mandatory financial reporting. 
 

The purposes of this transparency system have remained constant: to 
protect investors from hidden risks, provide them with needed information to 
make investment decisions, and improve corporate governance. As noted 
earlier, required information has become highly embedded in the decision 
processes of both users and corporations. Institutional and individual investors 
use key indicators from quarterly and annual reports to inform stock purchases 
and sales. Securities’ analysts, brokers, financial advisors, and other 
intermediaries translate these reports into user-friendly data for clients. Internet-
based systems customize information to suit the needs of investors and search-
facilitating technologies improve its readability. Comparability and reliability 
are strengthened by detailed rules and interpretations issued by the federal 
Securities and Exchange Commission (SEC), by the conventions of highly 
trained accountants, by independent auditing, and by SEC enforcement. 
Company managers, in turn, have become accustomed to tracking investor 
responses to their financial disclosures as a routine practice and respond to 
perceived investor concerns. 
 
 While some economists have questioned the need for and effectiveness 
of a mandated financial reporting system (Stigler, 1964; Benston, 1973), a 
growing literature suggests that such reporting has been effective both in 
reducing investor risks and in improving corporate governance. Research 
suggests that financial reporting limits investors’ risks by reducing investment 
errors and costs of identifying appropriate investment opportunities (Simon, 
1989; Botosan, 1997) as well as by generally reducing information asymmetries 
between more and less sophisticated investors (Bushman and Smith, 2001; 
Greenstone et al., 2004). Research also concludes that public reporting reduces 
firms’ cost of capital (Botosan, 1997) and attracts the attention of analysts who 
may then recommend the stocks for purchase (Lang and Lundholm, 1996).  
 

The literature also suggests that reporting improves corporate 
governance by reducing information asymmetries between shareholders and 
managers, encouraging managerial dioation governance by





 



had established that over-consumption of saturated fats, sugar, and salt could 
increase risks of these illnesses. Congress intended new labels both to change 
shoppers’ habits and to encourage co



due to faulty metrics, may not have improved public health. In 1986, in the 
aftermath of a chemical accident that killed more than 2000 people in Bhopal, 
India and reports of smaller accidents and near-misses in the United States, 
Congress required manufacturers to disclose annually how many pounds of 
toxic chemicals they released to the air, water, or land, chemical by chemical 
and factory by factory. Initially enacted as a public “right to know” me





quality of required safety training has varied widely from workplace to 
workplace. Small workplaces often lacked the capacity to interpret chemical 
information and provide employees with sufficient training (GAO, 1992).  
 
 Exercising broad discretion permitted by regulators, employers have 
produced information sheets that vary widely in quality, detail, and technical 
vocabulary. Research on the quality of data sheets has shown that only 51% of 
analyzed sheets were partially accurate in all their sections (Kolp et al., 1995). 
Workers were generally able to understand only around 60% of the information 
in such sheets (Hazard Communication, 1997; Kolp et al., 1993). The high cost 
of understanding information has discouraged workers from using it to change 
work habits. Even in cases where workers seemed to comprehend safety 
information, they used it only in a limited fashion (Phillip et al, 1999). It should 
be noted that all of the documented cases of the impact of training and 
disclosure on information occurred within unionized establishments where 
unions potentially played a key third party role as user intermediaries (Weil 
2004; Fagotto and Fung
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Medication errors, the most common medical errors, continue to increase 
rapidly.  

b. Reducing Disruptions Due to Major Plant Closings and Layoffs
 
 The use of a transparency system to alert workers of impending plant 
closings has proven ineffective in limiting workers’ and communities’ 
dislocation costs. In response to a wave of high-profile plant closings in the 
mid-1980s, Congress passed the Worker Adjustment and Retraining 
Notification Act (WARN) in August 1988. WARN requires employers to 
provide advance notice of plant closures or large scale layoffs to affected 
workers and local communities. The information is relatively straight-forward: 
employers must provide affected employees with 60 days notice of a closing 
involving 50 or more workers at a single workplace and involving one-third of scale l
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Table 2 
 
Transparency policy evaluation of embeddedness and effectiveness 

 
Disclosure 
System 

Information Embeddedness 
in Users’ 
Decisions  

Embeddedness 
in Disclosers’  
Decisions 

Summary of effects 
(intended, 
unintended) 

Literature Review 
 
 
 

• Comparison of new stock issues in 1923-28 and 1949-55 suggests that 
mandatory disclosure requirements adopted in 1934 had no important effects on 
the quality of new securities sold to the public. (Stigler, 1964) 

• Analysis of share prices before and after the 1934 Securities Act suggests that 
mandated disclosure had no measurable effects on the share prices or on 
investor risk. (Benston, 1973) 

• Analysis of stock prices on regional exchanges before and after mandatory 
disclosure finds that variance of returns lessened substantially after disclosure      
Required, suggesting that investor risk was reduced even though mean returns 
did not change. (Simon, 1989)  

• Study of financial analysts’ data suggests that more informative disclosure 
policies decrease the dispersion among analyst forecasts, leading to greater 
accuracy in forecasting. (Lang and Lundholm, 1996)  
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Disclosure 
System 

Information Embeddedness 
in Users’ 
Decisions  

Embeddedness 
in Disclosers’  
Decisions 

Summary of effects 
(intended, 
unintended) 

Literature Review 

Workplace 
Hazards 
Disclosure 

Hazardous 
chemical 
information 

Workers 
understanding 
UNCLEAR 
Workers self 
protection UNCLEAR 

Employers switched 
to less hazardous 
chemicals YES 

INTENDED 
--



Disclosure 
System 

Information Embeddedness 
in Users’ 
Decisions  

Embeddedness 
in Disclosers’  
Decisions 

Summary of effects 
(intended, 
unintended) 

Literature Review 

Patient 
Safety 
Disclosure, 
New York & 
Pennsylvania  

Ratings of 
doctors and 
hospitals for 
cardiac surgery 

WEAK: Patient 
decisions based on 
doctor-
recommendation, 
word of mouth, health 
plan coverage.  
 
 

VARIABLE: Most 
doctors and hospitals 
unaccustomed to 
tracking safety data 
and responding to 
patients’ concerns. 

INTENDED 
-Some evidence that 
hospitals improved 
mortality rates after report 
cards introduced. 
UNINTENDED 
-Some hospitals shifted to 
treating less sick patients, 
a possible explanation of 
improved mortality rates. 
-Patients continued to 
select hospitals, doctors 
with less good safety 
records. 

• Analysis of New York hospital data suggested that the dissemination of 
information on surgery outcomes resulted in an improvement of surgery results 



Disclosure 
System 

Information Embeddedness 
in Users’ 
Decisions  

Embeddedness 
in Disclosers’  
Decisions 
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The Global Costs of
Although large-scale risks

garner media attention,

it is the everyday, small-

scale risks associated with

a lack of transparency in

countries' legal, economic,

regulatory and governance

structures that can con-

found global investment

and commerce. New

research identifies the

causes and measures the

effects of this phenomenon.
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ver the years, businesses have evolved a number of innovative ways to man-

O age the risks associated with global operations. They have  e
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Average Scores by World Bank Income Croup

When the countries studied are broken down into the four World Bank income groups,
group opacity for each component increases as group income decreases. The sole excep-
tion is 
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Overview

Chapter 1

The significant problems we face today cannot be solved at the 
same level of thinking we were at when we created them.

—Albert Einstein 

The history of economic and social development in Latin America is dominated by the 
search for new paradigms: simplified ways of understanding how the economy and so-
ciety function that offer governments a variety of policy alternatives. Latin America has 
ridden the waves of successive paradigms from the State-run, inward-looking develop-
ment of the postwar era to the macroeconomic discipline and trade liberalization of the 
Washington Consensus in the 1990s. As with other paradigms, the region’s enthusiasm 
for the Washington Consensus has waned, and it is now in search of a new paradigm 
that offers better economic results, more stability, and greater equity.
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6    CHAPTER 1

actors play in policy outcomes. Instead, the systemic approach simply attempts to under-
stand the constraints and incentives that condition the actions of presidents, legislators, 
judges, public servants, and other actors that participate in the policymaking process.

Given an emphasis on complex interactions, part of the research agenda behind this 
report takes a country-centered, historically grounded approach. A first output of that 
effort is reflected in the Political Institutions, Policymaking Processes, and Policy Out-
comes project, conducted under the auspices of the Latin American Research Network 
of the IDB.2

This report takes an additional step in advancing that agenda. It looks deeper into 
cross-country comparisons of the roles and characteristics of the main actors and arenas of 
the policy process. It develops new indicators of policy characteristics and of some proper-
ties of political systems. And it develops comparative cases in a number of policy areas.

This report should be taken as one stage of a work in progress. It raises more ques-
tions than it answers. Unlike previous editions of Economic and Social Progress in Latin 
America, which presented the culmination of years of research, this report is still writing 
an agenda. Research, analysis, and synthesis will continue. The main messages of the 
work to date are summarized in the rest of this chapter.

2 The results of the project, which benefited from the input of practitioners and academics from several 
disciplines, are available for examination at http://www.iadb.org/res/index.cfm?fuseaction=LaResNetw
ork.StudyView&st_id=82.
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Ten main messages can be extracted from this year’s report.

1. Processes matter! 

The process by which policies are discussed, approved, and implemented (the policy-
making process) has an important impact on the quality of public policies, including 
the capacity of countries to provide a stable policy environment, to adapt policies when 
needed, to implement and enforce policies effectively, and to ensure that policies are 
adopted in pursuit of the public interest. 

2. Beware of universal policy recipes that are supposed to work 
independently of the time and place in which they are adopted. 
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