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Abstract
Legal reforms matter for economic growth and democratic consolidation. As part of the ‘‘sec-
ond-generation reforms’’, international financial institutions have sought to build the rule of law
by funding a vast array of legal and judicial reform projects throughout the developing world. Yet
aside from scattered anecdotal evidence, the general effects of international assistance on legal
reform and the rule of law remain poorly understood. This article addresses this gap by develop-
ing a theoretical framework that explores the strategic interaction among international financial
institutions, national governments and non-governmental actors. Using original data on World
Bank legal and judicial reform projects, we show that World Bank assistance can in fact encourage
some types of incumbent governments to promote reforms that increase judicial independence.

Keywords
International aid, judicial independence, judicial reform, legal reform, rule of law, World Bank

As part of the ‘‘second-generation reforms’’, international financial institutions have sought
to build the rule of law1 by funding a vast array of legal reform projects throughout the
developing world.2 The basic logic underlying this recent wave of financial transfers stems
from the widespread view that efficient and impartial judiciaries are the key to sustainable
economic development and democratic consolidation (e.g. World Bank, 2003, 2004). Yet
despite the growing involvement of international lending agencies in such reforms, standard
theories about the origins of judicial independence and the rule of law are largely confined
to analyzing the strategic interaction among domestic political actors (e.g. Ferejohn, 1999;
Ramseyer, 1994; Weingast, 1997). Aside from scattered anecdotal evidence, the general
effects of international aid on legal reform and the rule of law remain poorly understood.
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This article addresses this gap by developing a general theoretical framework that explores
the strategic interaction among international financial institutions, national governments
and non-governmental actors. We begin with the simple but widespread observation that for-
mal institutional protections are rarely sufficient for explaining judicial independence: nearly
every modern constitution mandates an independent judiciary. However, in practice, inde-
pendence is relatively scarce, and while no single set of actors has a monopoly on undermin-
ing judicial independence, it is often the case that incumbent politicians have both the
temptation and capacity to threaten judicial autonomy.

Under the broad rubric of rational choice theory, scholars have thus variously sought to
explain the ‘‘puzzle of judicial independence’’ as a solution to commitment problems
between legislators and interest groups (Landes and Posner, 1975), an information-
generating mechanism (McCubbins and Schwartz, 1984; Rogers, 2001; Stephenson, 2004), a
device for blame avoidance (Salzberger, 1993; Magaloni and Sánchez, 2001), an ‘‘insurance
policy’’ for parties facing electoral uncertainty (Ramseyer, 1994; Stephenson, 2003a), a prod-
uct of political fragmentation (Cooter and Ginsburg, 1996; Iaryczower et al., 2002; Rios-
Figueroa, 2007; Tsebelis, 2002), or as the result of strategic judicial decision-making
(Epstein and Knight, 1998; Ferejohn and Weingast, 1992; Helmke, 2005; Spiller and Gely,
1990; Vanberg, 2001). Although this body of research has generated enormous insight into
the incentives and constraints underlying judicial independence, most strategic-based
accounts either entirely ignore international efforts at bolstering the rule of law, or assume
that certain domestic conditions must already be in place for internationally backed efforts
to succeed (e.g. Stephenson, 2003b).

We take a different tack. We develop a simple game-theoretic model to explore the condi-
tions under which international institutional involvement increases the willingness of domes-
tic politicians to promote independence-enhancing judicial reforms. In particular, we
consider the role that non-governmental actors (e.g. bar associations and various legal non-
governmental organizations) play in helping the World Bank to reduce the moral hazard
problem inherent in internationally sponsored reforms. Game-theoretic modeling is a partic-
ularly useful tool, given our interest in the strategic underpinnings of the interactions
between the donor organization and national-level actors and of the resulting moral hazard
problem. We show that World Bank aid can both raise the bar for domestic actors and pro-
vide them with incentives for clearing it. Precisely by demanding third-party support for
legal reform, the World Bank may be able to indirectly encourage some types of incumbent
governments to promote judicial reforms that increase independence, which would not oth-
erwise do so.

Taken together, our findings provide a fresh perspective on established empirical regulari-
ties and add to emerging debates over the effects of international aid. On the one hand, for
example, our model suggests another possible mechanism for the association between judicial
independence and democracy. Whereas much of the recent literature maintains that only
highly competitive democracies are likely to enjoy judicial independence, our findings suggest
an alternative route. With a merely pluralistic society—in which non-governmental groups
are able to participate in policy reform—in place, international lending agencies may be able
to commit sufficient resources that, in turn, help encourage incumbent governments to pur-
sue independence-enhancing judicial reforms.

On the other hand, our findings also contribute to the nascent literature on the effects of
international aid. Although research looking at the economic effects of aid is divided,3 stud-
ies of the impact of aid on governance in recipient countries present rather pessimistic results.

384 Conflict Management and Peace Science 31(4)

 by guest on August 20, 2014cmp.sagepub.comDownloaded from 

http://cmp.sagepub.com/


For instance, Knack (2001) finds that higher aid levels decrease the quality of governance,
one measure of which is the rule of law. Our theoretical expectation supports the results of
Knack’s analysis only in part. Certain types of governments will not tolerate judicial inde-
pendence regardless of the World Bank’s involvement level; however, some governments can
be swayed by the promise of aid and the threat of its suspension.

International aid, judicial reform and ‘‘consensus-based’’ monitoring

Promoting legal and judicial reform was not always a priority at the World Bank. Beginning
in the 1970s, the international financial community’s view of reforms was limited to reducing
the level of state involvement in the economy in favor of open markets, de-regulation and
low tariffs. However, experience soon showed that simply ‘‘dismantling’’ the state was ulti-
mately counter-productive (World Bank, 2003: 12). In light of problems with privatization
in the former Soviet Union, the Asian financial crisis and the persistence of poverty and
income inequality throughout Latin America and Africa, by the 1990s the World Bank and
other international agencies had begun a new phase of institution-building reforms. Touting
the importance of a well-functioning legal system capable of protecting property and other
individual rights, the Bank’s current mantra is that legal and judicial reform is essential for
encouraging domestic and foreign investment, creating jobs and alleviating poverty (World
Bank, 2003: 2).

Although initially the World Bank limited its mandate to funding technical legal and judi-
cial reforms that had ‘‘direct and obvious’’ implications for economic development,4 such as
strengthening judicial administrative capacity, over time the Bank began to take a broader
view of its mission. In a 1996 report on initial judicial reform efforts in Latin America, for
example, the Bank called for expanding its agenda to include judicial independence as ‘‘an
imperative feature of any judicial reform project’’ (Heymann and Lundburg, 2004: 3).
Although still wary of involving itself too heavily in domestic politics, policy experts warned
of the futility of creating efficient courts which, nevertheless, still lacked the power to uphold
the rule of law (World Bank, 2003: 2).

Throughout this period, the Bank also came to believe that the main determinant of suc-
cess is the level of domestic consensus in favor of reform. The various actors whose support
the Bank views as crucial include the executive branch (including the Ministry of Justice),
the judiciary (including judges and the judicial bureaucracy), the bar association and various
non-governmental organizations, such as human rights groups. Yet, as the Bank has also
acknowledged, achieving consensus among these various actors is hardly automatic. In
addition to these actors’ disagreements over which reforms matter most, a more fundamen-
tal problem is that many actors benefit from maintaining the status quo (Dakolias, 1996:
170).

Consider the executive branch. From Peru and Venezuela to Russia and Argentina, presi-
dents are notorious for dominating policy by subordinating other branches of government,
including the judiciary (e.g. Carey and Shugart, 1998). In addition to increasing the chances
of the court issuing a contrary opinion, granting independence to judges is also likely to
increase public support for the judiciary, thus raising the costs to the government for dis-
obeying such opinions (Carruba, 2002; Staton, 2003). Perhaps not surprisingly then, in such
contexts, judicial ‘‘reform’’ often serves merely as a pretext for governments interested in
seizing greater judicial control.
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For international lenders, the main problem thus lies in the difficulty of determining
whether a government’s commitment to independence-enhancing reforms is credible. For
example, despite former Peruvian President Alberto Fujimori’s stated commitment to a
World Bank-sponsored judicial reform project, the government had routinely interfered in
the independence of the judiciary since Fujimori’s autogolpe in 1992 (Kennedy School
Government Case Program 1779.1; Heymann and Lundburg, 2004). Although the country
had successfully carried through other neo-liberal reforms (e.g. Stokes, 2001), the Bank
rightly feared that its resources would be used to further consolidate the government’s con-
trol over the judicial system.

The difficulty in directly monitoring the success of judicial reforms only further com-
pounds lenders’ problems. In addition to the fact that the results of many reforms may take
years to become manifest, objective measures, particularly regarding judicial independence,
are notoriously hard to develop (Stephenson, 2003b). From the Bank’s point of view, this
means that both the long-run progress toward the Bank’s objectives and short-run violations
of the terms of the loan are difficult to gauge.5

In light of these problems, how can the Bank maximize the chances of success? In this
article, we explore the idea that the Bank’s demand for consensus between governmental
and non-governmental actors may, indirectly, help in the reform process, particularly for the
duration of the loan. Specifically, we argue that, although international agencies often have
difficulty in directly assessing a government’s commitment to judicial reform, particularly at
the stage of project development, the involvement of non-governmental actors can be instru-
mental in the implementation of World Bank projects. Starting with the assumption that
most non-governmental actors stand to benefit from an independent judiciary, while the
incumbent government may or may not, we explore how the level of collaboration between
the government with reform preferences unknown to the donor, on the one hand, and third-
party actors with known pro-reform preferences, on the other hand, may increase the likeli-
hood of project success.

The model

Our model focuses on the interaction of three players: the World Bank, a national govern-
ment and non-governmental actors (NGAs). The sequence of play is summarized in
Figure 1. To capture the fundamental difficulty that international agencies face in determin-
ing whether domestic governments are truly committed to reform, we model this as a simple
game of incomplete information in which governments know their preferred level of com-
mitment to judicial reform, but the Bank does not. The assumption of incomplete informa-
tion is consistent with existing research that points out that international bureaucrats are
unlikely to have full knowledge of recipient countries and governments’ intentions (e.g.
Murrell, 2002).

Thus, the game begins with Nature’s move, which randomly selects a type of the govern-
ment. Government types (t) are assumed to be distributed uniformly on an interval [0, 1]
ranging from governments that eschew all aspects of legal and judicial reform (t = 0) to
governments that are in full accordance with the Bank’s goals of establishing an independent
and effective judiciary (t = 1). Next, without knowing the government’s type with certainty,
the World Bank makes a decision on the size of its aid commitment. Contributions of all
players are normalized so that they can be represented by the [0, 1] interval. Thus, the

386 Conflict Management and Peace Science 31(4)

 by guest on August 20, 2014cmp.sagepub.comDownloaded from 

http://cmp.sagepub.com/


World Bank commits w2 [0, 1] to the judicial reform project. The government then has an
opportunity to choose its contribution to the project i2 [0, 1]. Conceptually, we view the
government’s contribution as the effort it makes to realize the Bank’s objectives of judicial
impartiality and effectiveness. Following these two decisions, non-governmental actors
decide what their support level a2 [0, 1] will be, which we conceptualize as the degree to
which they choose to participate in the reform process. We assume that NGAs share a com-
mon interest in achieving improvements in judicial and legal institutions in their country.
Finally, the World Bank concludes the game by choosing either to release the committed
funds completely (the project receives w) or to suspend them (the project receives only w/26).

The utility function of the World Bank is defined as

uWB(w) ¼ iaþ rlw� (lw� ia)2:

We assume that the World Bank derives utility from shared commitment to judicial
reform on the part of the government and non-governmental actors. Thus, the term ia repre-
sents the level of shared commitment: if one actor (or both) fails to give support to the proj-
ect (i.e. i = 0 and/or a = 0), the World Bank receives the lowest utility, all else being equal.
rlw is the term that captures the Bank’s utility from releasing aid, where lw is the disbursed
amount of aid and r2 [0, 1] is a measure of the World Bank’s interest in a particular project.
Finally, we assume that the World Bank attempts to match the level of shared commitment
between the government and NGAs in determining its financial support for the project.

NATURE

t = G’s type t ∈ [0,1]

WB

w w∈ [0,1]

G

i
i ∈ [0,1]

NGAs

a a∈ [0,1]

WB

suspend 
(λw)

∼suspend 
(w)

w = World 
Bank 

funding

i = Government 
support level

a= NGAs’ 
support level

Figure 1. Game tree.
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Thus, the last term in the World Bank’s utility function reduces the Bank’s payoff whenever
the level of funding exceeds or falls short of the domestic support for the project.

The national government has the following utility function:

uG(i) ¼ �(i� t)2þ lw:

The first term in the utility function reflects the idea that the government receives negative
utility from offering more or less support (i) for judicial reforms than its type (t) requires. At
the same time, the government always benefits from funding it receives from the World Bank
(lw).

Non-governmental actors’ utility function is defined as

uNGA(a) ¼ �(a� i)2 � (ia� lw)2:

The first term in this utility function represents the notion that NGAs seek to match the level
of commitment to the judicial reform demonstrated by the government. For example, if the
government is willing to back the reforms in a way that sufficiently accords with the Bank’s
mandate, NGAs endorse the government’s reforms. By contrast, if the government is prone
to subverting the mandate, NGAs should avoid involvement in aid projects. NGAs also
care about external funding for reform: the last term in the NGAs’ utility function decreases
their payoff whenever aid exceeds or falls short of the level of shared commitment to the
reforms.

This is a sequential game of incomplete information, in which the uninformed player (i.e.
the World Bank) moves first. However, the government chooses its support level for the
legal and judicial reform project (i), which is observable by the Bank, and thus, through the
impact of its decision on the NGAs’ participation level, provides the World Bank with suffi-
cient information to make the decision to suspend or disburse funding at the last node of
the game. Since at this decision node the Bank can differentiate between the absence of
cooperation on the part of the government and some positive level of support, the Bank acts
under complete information, and we apply backwards induction to find the equilibrium of
this game.

At the final node, the World Bank chooses whether or not to suspend the funding that it
has committed.7 The World Bank will fully release funding when the following condition
holds:

ia>
3

4
w� 1

2
r ¼ (ia)* or c* consensusð Þ ð1Þ

We can re-write condition (1) to reflect the effect of NGA participation on the Bank’s
decision:

a>
3w� 2r

4i
¼ a* ð2Þ

If NGAs’ level of support is less than a*, the World Bank will punish the government by
releasing only a part of promised funding (lw).

Since NGAs are forward looking and possess all the information from previous decision
nodes, they know whether or not conditions (1) and (2) hold. Given this, they choose their
optimal involvement level:

388 Conflict Management and Peace Science 31(4)

 by guest on August 20, 2014cmp.sagepub.comDownloaded from 

http://cmp.sagepub.com/


ap ¼
i(1þ lw)

1þ i2
ð3Þ

ap is NGAs’ preferred level of support for a project in the absence of the external constraint
a*, imposed by the World Bank.8 However, NGAs know that there are two possible scenar-
ios: ap>a* and ap\ a*. If ap>a*, the World Bank does not suspend aid (i.e. l = 1). NGAs
set ap at this level when the following condition holds:

i>

ffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffi
3w� 2r

4þwþ 2r

r
¼ î ð4Þ

This means that NGAs are willing to set their support for the project at the level sufficient to
deter the World Bank from suspending funds whenever the government displays a sufficient
commitment to judicial reform (i>î). Otherwise, NGAs give less support than is required to
sustain aid (ap\ a*). The basic logic is that NGAs want to prevent ‘‘non-cooperative’’ gov-
ernments from receiving an aid windfall, which would merely increase the resources at the
government’s disposal.

Next, consider the government’s response. In a world without external constraints, the
government’s preferred level of legal reform is ip, where

ip ¼ t ð5Þ

However, external constraints induce the government to compare ip with î because its
choice will affect the decisions of NGAs and ultimately the World Bank at the final decision
node. There are two possible cases to consider:

(1) When ip>î, the government contributes ip, its optimal choice, and the World Bank
releases lw = w. Only governments with a sufficiently high commitment to reform
(t) will voluntarily push for more reform than the minimal requirement that would
satisfy NGAs and the Bank:

t>

ffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffi
3w� 2r

4þwþ 2r

r
¼ t1*, where t1* is the first cut point: ð6Þ

(2) When ip\̂i, governments prefer levels of support for judicial reform that are less than
or equal to î; however, not all governments whose ip is less than î actually choose ip.
For some, an increase in i (up to î) is sufficiently compensated by receiving the full
amount of World Bank funding. Thus, some governments contribute î in spite of their
underlying preferences because this prevents the World Bank from suspending its aid,
which adequately compensates for the government’s weakened control over the judi-
ciary. Such governments have t less than t1* defined above but greater than t2*:

t>

ffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffi
3w� 2r

4þwþ 2r

r
�

ffiffiffiffiffiffi
2w
p

2
¼ t2*, where t2* is the second cut point: ð7Þ

Finally, governments with t \ t2* contribute ip\̂i and receive lw =w=2 from the World
Bank. Thus, as Figure 2 shows, there are two categories of governments: ‘‘cooperative’’
(ip>î) and ‘‘non-cooperative’’ (ip\̂i ).
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At the first decision node, the World Bank has to decide on the optimal level of its finan-
cial commitment. The World Bank uses the information on the probability distribution of
government types and corresponding expected contributions from different types of govern-
ments. The optimal level of w is presented in Figure 3.9

Empirical implications

According to the model, the World Bank’s decision to suspend aid depends on whether con-
dition (1) is satisfied. In other words, the Bank gives full aid if domestic consensus meets or
exceeds c*, the threshold level of consensus. We can state this theoretical expectation as
follows:

Expectation 1.1: As the level of domestic consensus increases, the World Bank is less likely to sus-
pend its funding.

Note that, as Figure 4 shows, w and r have opposite effects on the threshold: the greater
the World Bank’s interest in the project (r), the lower the threshold; the higher the level of
committed aid (w), the higher the threshold. This leads to two additional expectations
regarding the likelihood of aid suspension:

Expectation 1.2: As the amount of committed aid increases, the World Bank is more likely to sus-
pend its funding.
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Expectation 1.3: As the level of the World Bank’s interest in the project increases, the World Bank
is less likely to suspend its funding.

In turn, NGAs’ preferred level of support for the project depends on the domestic govern-
ment’s willingness to implement judicial reform and the amount of World Bank funding. As
Figure 5 shows, NGAs are most likely to fully participate in reforms when both the World
Bank and the government give their highest level of support for the project. By contrast, if
the domestic government does not support the project, NGAs’ support remains at its lowest
regardless of the aid amount the World Bank commits. This suggests two testable implica-
tions regarding the participation of non-governmental actors:

Expectation 2.1: NGAs are more likely to lend support to judicial reform projects as the level of the
government’s support increases.

Expectation 2.2: NGAs are more likely to lend support to judicial reform projects as the amount of
World Bank funding increases.

Figure 6 represents the first cut point. Government types that are on or above the plane
will voluntarily grant more independence to the judiciary and thus both NGAs and the
World Bank will be compelled to give their support to judicial reform projects. These govern-
ment types have pro-reform preferences, and hence are in no danger of losing any share of

Figure 4. The World Bank’s decision to suspend.

Figure 5. NGAs’ preferred level of support.
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committed aid. Figure 7 shows the second cut point, which separates government types that
can be induced to respect judicial independence from those that cannot. Here, a combination
of three factors determines whether the government will satisfy the donor’s performance
requirements and receive the full amount of committed funding. First, the government’s type
shapes the government’s support level: government types below the second cut point will not
grant more independence to the judiciary even though they expect to have their aid sus-
pended. Two other factors affect the cut point: the donor’s aid commitment and interest
level. Taken together, these theoretical conclusions suggest the following empirical implica-
tions regarding project outcomes:

Expectation 3.1: Governments with stronger pro-reform preferences will be more likely to complete
projects satisfactorily.

Expectation 3.2: As the amount of World Bank funding increases, projects will be more likely to be
completed satisfactorily when governments favor reforms.

Expectation 3.3: As the level of World Bank interest increases, projects will be less likely to be com-
pleted satisfactorily when governments favor reforms.

The final theoretical expectation links the World Bank’s interest in supporting judicial
reform in a given country to the size of the Bank’s initial aid commitment. As Figure 3
shows, once all subsequent choices made by the other actors have been taken into account,
the level of aid is essentially a linear function of the donor’s interest. The expected positive
relationship can be summarized as follows:

Expectation 4: As the level of the World Bank’s interest increases, the amount of committed fund-
ing increases as well.

Empirical analysis

This section draws on original data to make the first empirical probes of observable implica-
tions of the strategic interaction among the World Bank, national governments and non-

Figure 6. The first cut point.
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governmental actors. To construct the World Bank Judicial Reforms Dataset, we relied on
the World Bank Projects and Operations Database,10 which allowed us to generate a compre-
hensive list of all World Bank projects requiring some judicial or legal reforms.11 For each
project, we coded the following information: the start and end dates of the project, the
amount of aid committed by the World Bank, whether the aid was suspended, various proj-
ect assessment measures provided by the World Bank, and whether or not non-governmental
organizations participated in the reform project. Currently, the World Bank Judicial
Reforms Dataset contains 274 closed or dropped projects from 104 developing and post-
communist countries around the world. However, owing to unavailable project evaluations
and missing data, the number of observations in our analyses ranges from 60 to 63.

Table 1 lists the variables used in our analyses, including the range of values for each vari-
able and formal model parameters to which they correspond. Whereas some of these vari-
ables map easily onto the parameters discussed in the previous section, others require
additional explication. For example, capturing the level of World Bank aid (w) is relatively
straightforward with our data (i.e. World Bank aid is the total amount of aid in US dollars
committed by the World Bank to a given project). The variable Suspend is similarly straight-
forward.12 Capturing the level of World Bank interest (r) systematically with available data,
however, is more difficult. Here, we create a proxy for World Bank interest using a product
of two measures, the rule of law (Rule of law) and government effectiveness (Govt effective-
ness), taken from the World Bank Governance Indicators Dataset for each country at the
start of each project. Rule of law captures ‘‘perceptions of the extent to which agents have
confidence in and abide by the rules of society, and in particular the quality of contract
enforcement, property rights, the police, and the courts, as well as the likelihood of crime
and violence’’, while Government effectiveness represents ‘‘perceptions of the quality of pub-
lic services, the quality of the civil service and the degree of its independence from political
pressures, the quality of policy formulation and implementation, and the credibility of the
government’s commitment to such policies’’ (Kaufmann et al., 2009: 6). The logic of these
measures is that the World Bank is likely to have the greatest interest in funding projects in
countries that have both the greatest need (measured by low rule of law scores) and capacity
for judicial reform (measured by high government effectiveness scores).

Figure 7. The second cut point.
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The variable NGA dummy indicates whether or not non-governmental organizations
(which include bar associations, lawyers groups, human rights organizations and other civil
groups) were mentioned in the Bank’s project reports as participating in the reform project.
Although this measure is not refined in terms of the extent of NGA participation, it serves
as a convenient proxy of a, providing a rough and ready indicator of whether or not the
reform process was exclusively dominated by the government.

Perhaps the most difficult parameters to capture with the existing data are those associ-
ated with the national government. For example, in our theoretical model, NGAs’ participa-
tion is contingent on a certain level of national government support (i). Measuring
government support objectively, however, is tricky at best. This is especially the case given
that we wish to avoid conflating situations where the government may support reform finan-
cially, but does so with the intention of creating a subordinate judiciary. As a first cut, here
we employ an ordinal variable (Law and order difference) based on the difference in Law
and Order scores contained in the International Country Risk Guide (ICRG) from the year
prior to the World Bank project beginning and the last year of the project. Although our
ability to infer the government’s contribution from such scores is far from perfect,13 a posi-
tive difference in scores (i.e. the legal environment improves over the course of the project)
suggests that the national government used the World Bank resources in a way that roughly

Table 1. Variables from the World Bank Judicial Reform Dataset

Variable Description Corresponding model
parameter

WB aid Total amount of World Bank (WB) aid
committed to a project (range from
US$0 to 505.5)

w = Level of World Bank funding

WB interest Product of two measures: government
effectiveness and rule of law, at project
approval (range from 0.13 to 0.37)

r = Level of World Bank interest

Suspend Dummy variable that captures whether
the World Bank suspends funding in a
project (0 = not suspend; 1 = suspend)

l = World Bank aid suspension

NGA dummy Dummy variable that captures whether
NGAs participate in the World Bank
reform project (0 = no participation; 1
= participation)

a = NGAs’ support level

Law and order difference Difference between ICRG Law and
Order scores from the project
approval year and the last year of the
project (range from 23 to 1)

i = Government commitment
to judicial reform

Consensus Interactive term: NGA dummy 3 Law and
order difference (range from 21 to 1)

ia = Measure of domestic
actors’ consensus on reform

Law and order ICRG Law and Order scores from the
project approval year (range from
1 to 6)

t = Proxy measure of
government type

Outcome Dummy variable that captures the
World Bank’s assessment of project
performance (0 = unsatisfactory;
1 = satisfactory)

Used as a proxy measure for
project success
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corresponded to the World Bank mandate, while a zero or negative difference in scores
likely indicates the reverse.14

Finally, to create a proxy for the type of government the World Bank faces (t), we use the
ICRG Law and Order score (Law and order) reported for the year prior to when the project
began. Law and order is coded as a combination of two components: the law component is an
evaluation of the strength and impartiality of a country’s legal system, while the order compo-
nent is an evaluation of adherence to the law. We gauge whether different types of govern-
ments are more or less likely to satisfy reform conditions attached to aid with a dummy
variable (Outcome), which is based on the World Bank’s final assessment of a given project.15

The first set of questions that comes from our theoretical framework revolves around the
basic idea that the Bank’s decision to suspend aid depends on whether governments and
non-governmental actors mutually support legal and judicial reform. In the foregoing dis-
cussion, we established that the threshold for consensus (c*) that the World Bank requires
to avoid suspension is related inversely to the amount of committed aid (Expectation 1.2)
and proportionally to the Bank’s interest in a given project (Expectation 1.3). Put simply,
higher levels of aid increase the consensus threshold that must be reached; higher levels of
interest lower it. At the same time, as the actual level of domestic consensus grows, the reci-
pient country will find it easier to clear the World Bank’s consensus threshold (Expectation
1.1). To explore empirically these propositions, we estimate the following logit model:

Suspend ¼ b1WBaidþb2WBinterestþb3Consensus ðmodel 1Þ

The coefficients in model 1 presented in Table 2 are in the predicted directions and reach
statistical significance at conventional levels. More informative are the substantive effects

Table 2. Empirical model of strategic interaction among the World Bank, national governments and non-
governmental actors

Model 1 Model 2 Model 3 Model 4
Dependent variable Suspend NGA dummy Outcome WB aid
Model estimated Logit Logit Logit Tobit

WB aid 0.006* 0.004* 0.006*
(0.004) (0.002) (0.003)

[ + ] [ + ] [ + ]
WB interest 210.222*** 25.135*** 23.639 188.980***

(2.027) (1.607) (3.297) (46.339)
[2] [2] [2] [ + ]

Consensus 20.057*
(0.032)

[2]
Law and order difference 1.094***

(0.383)
[ + ]

Law and order 0.393**
(0.166)

[ + ]
N 60 63 61 60

Note: * p \ 0.1; ** p \ 0.05; *** p \ 0.01 (two-tailed). Standard errors are reported in parentheses. Expected

relationships are in brackets.
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derived from evaluating the probability of suspension under different values of the explana-
tory variables shown in Table 3. When all variables are set at their means, for example, the
probability of suspension is just 9.1%. As Consensus decreases from its maximum to the
minimum value, while the other regressors remain fixed, the likelihood of suspension grows
from 8.7 to 9.5%, which is consistent with Expectation 1.1. When aid grows, while we hold
the levels of interest and consensus at their means, this has a much more sizeable effect on
the probability of suspension: when the amount of World Bank aid reaches its maximum,
the likelihood of suspension is 66.3%, in accordance with Expectation 1.2. Conversely, and
consistently with Expectation 1.3, holding aid and consensus constant and increasing donor
interest from the mean to its highest level produces a small decline in the likelihood of
suspension—from 9.1 to 4%.

Next, we examine the link between the decision of non-governmental actors to support
reform and levels of support given by both the World Bank and the national government.
Here, the basic intuition we seek to test is whether national governments’ willingness to con-
tribute to the success of the reform has the expected positive effect on non-governmental
actors’ support, and whether NGA participation is affected by an increase in World
Bank aid. The coefficients reported for model 2 in Table 2 are based on the following logit
model:

NGA dummy ¼ b1WBaidþb2WBinterestþb3LawOrderDiff ðmodel 2Þ

The results from model 2 are fully consistent with our theoretical expectations and reach
statistical significance at conventional levels. Table 3 examines substantive effects of the
donor’s aid commitment and government contributions on NGA participation. We start
with a baseline that fixes all regressors at their mean values, and calculate the probability of

Table 3. Predicted probabilities of suspension, NGA support, and satisfactory evaluation

Variables Probability of
suspension = 1
(model 1)

Probability of
NGA dummy = 1
(model 2)

Probability of
outcome = 1
(model 3)

WB aid (min) 0.069 0.156 0.702
WB aid (mean) 0.091 0.186 0.736
WB aid (max) 0.663 0.576 0.824
WB interest (min) 0.171 0.237
WB interest (mean) 0.091 0.186
WB interest (max) 0.040 0.126
Consensus (min) 0.095
Consensus (mean) 0.091
Consensus (max) 0.087
Law and order difference (min) 0.012
Law and order difference (mean) 0.186
Law and order difference (max) 0.510
Law and order (min) 0.605
Law and order (mean) 0.736
Law and order (max) 0.866

Note: Predicted probabilities are calculated at minimum, mean and maximum values of a given independent variable that

has reached statistical significance, while others are held at their mean values.
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non-governmental actors participating in a project. This baseline probability is 18.6%.
Increasing the government’s level of support (Law and order difference) to the maximum
value, while the other regressors remain at their means, increases the likelihood of NGA par-
ticipation to 51%. When we vary World Bank aid from its mean to its maximum, the prob-
ability that NGAs participate increases substantially—by 39 percentage points. Finally, we
observe an increase in the probability of NGA involvement by 5.1 percentage points when
World Bank interest declines from its mean to the minimum value, while the remaining
regressors are fixed at their mean values. Thus, Expectations 2.1–2.3 receive empirical sup-
port in our analysis, and the effects of the donor’s and governments’ actions on NGAs’ deci-
sion to get involved are substantively significant.

In the next set of results, we explore the idea that different ‘‘types’’ of governments may be
more or less influenced by the World Bank’s assistance and interest level. As an initial test of
this set of theoretical expectations, we use Law and Order scores as a proxy for the type of
government and then examine whether ‘‘cooperative’’ government types (i.e. those above the
second cut point) are more responsive than ‘‘non-cooperative’’ government types (i.e. those
below the second cut point). In order to determine government type, we (1) estimate the fol-
lowing ordinary least squares (OLS) model: Law and order = b1WBaid þb2WBinterest; (2)
calculate predicted values of Law and order, which then serve as the second cut point repre-
sented by t2* in the theoretical model; and (3) generate a binary government type variable
(Ctype) that takes the value of 1 if a government’s Law and order score is greater than or
equal to the predicted value, and 0 otherwise. We then interact World Bank aid and World
Bank interest with this binary variable because our theoretical results suggest that only
‘‘cooperative’’ governments are affected by these two factors, and estimate the following logit
model:16

Outcome ¼ b1WBaid*Ctypeþb2WBinterest*Ctypeþb3Law and order ðmodel 3Þ

Table 2 shows that governments with pro-reform preferences, as expected, are more likely
to receive a positive evaluation from the World Bank. While the probability of a positive eva-
luation is quite high even for governments that do not wish to grant more independence to
the judiciary—that is, 60.5%—the likelihood of a positive outcome rises to 73.6 and 86.6%
when the measure of government type (Law and order) takes its mean and maximum values,
respectively, while holding other regressors at their means (see Table 3, column 3). We also
find that the performance evaluation of ‘‘cooperative’’ types improves when aid increases,
but declines when the donor’s interest grows, although the latter result is not statistically sig-
nificant. The probability of ‘‘cooperative’’ types receiving a positive evaluation increases by
8.8 percentage points whenWorld Bank aid increases from its mean to its maximum.

Finally, we test the theoretical expectation linking the donor’s level of interest in support-
ing a legal reform project in a given recipient country with the size of the donor’s aid commit-
ment. Since, in equilibrium, the World Bank’s interest is the sole determinant of the level of
the donor’s commitment, we estimate the following tobit model:

WBaid ¼ b1WBinterest ðmodel 4Þ

The last column of Table 2 shows empirical support for the hypothesized positive rela-
tionship between the World Bank’s interest and commitment. To illustrate this relationship,
Figure 8 presents a plot of the predicted size of the World Bank’s aid. The donor’s commit-
ment increases by approximately US$50 million as the level of the donor’s interest ranges
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from the minimum to the maximum value. This funding increase is substantial: the median
aid amount is only US$20.5 million in our dataset, while the average is approximately
US$60 million. Therefore, a country with the greatest need for external assistance (i.e. with
the lowest rule of law score) and the best ability to implement required reforms (i.e. with the
highest government effectiveness score) attracts a larger aid commitment than a country
without these characteristics.

Robustness checks: the effect of World Bank assistance on de facto and de jure judicial
independence

To conduct additional tests of the effect of World Bank projects on judicial independence in
recipient countries, we collected data for measures gauging changes in de jure and de facto
levels of judicial independence during project implementation. Melton and Ginsburg (2012)
code six binary variables that reflect key dimensions of judicial independence: (1) presence/
absence of an explicit statement in the country’s constitution regarding the independence of
the judiciary; (2) presence/absence of a life-term judicial tenure; (3) presence/absence of selec-
tion procedures for judicial appointments; (4) stringency of procedures for judicial removal;
(5) limited/unlimited removal conditions; and (6) presence/absence of judicial salary insula-
tion. In addition, Melton and Ginsburg create indicators of de jure independence, using these
six measures. We follow this approach and generate two de jure indices—an additive index
of all six measures, and an additive index of three selection and removal procedure indicators
(i.e. variables 3–5). Data for the de facto measure of judicial independence are from Linzer
and Staton (2011). Their approach is to use eight variables from previous studies of judicial
independence to run a model that yields estimated levels of de facto independence.
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Figure 8. Predicted World Bank aid commitment (based on model 4).
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In order to construct dependent variables appropriate for our robustness checks, we cal-
culate the change in these measures between project initiation and completion years. Table 4
reports our robustness checks with these variables. We replaced our original measure (the
Outcome dummy) and replicated the analysis using the two-step estimation procedure, as
previously. The only difference is that, instead of using logit in the second stage, we used
OLS in models with Dde jure independence (6), Dde jure independence (3) and Dde facto inde-
pendence as dependent variables.

Note that the key difference between the de facto and de jure aspects of judicial indepen-
dence is that the former is a long-term indicator and hence, from the standpoint of judicial
reform, takes a long time to evolve as a result of policy changes implemented by the govern-
ment (Feld and Voigt, 2003; Hayo and Voigt, 2007; Melton and Ginsburg, 2012). Thus,
Melton and Ginsburg (2012: 18) construct a de facto measure by averaging ‘‘Linzer and
Staton’s measure for each country from 1980–2003’’. The latter is, on the contrary, a short-
term indicator; therefore, judicial reforms are likely to result in de jure changes that can be
observed soon after the reforms are implemented. Given the relatively short time horizon of
the legal and judicial projects funded by the World Bank (on average, approximately 6 years
from initiation to completion), we expected to see differences in empirical results based on
these two aspects of judicial independence. In fact, we do find that aid has the expected posi-
tive effect on de jure judicial independence, but no influence on de facto independence.17

Is there evidence of selection bias?

The positive relationship between World Bank assistance and legal and judicial reforms
implemented by recipient governments could be spurious if recipients with better legal and
judicial institutions tend to apply for such assistance and, hence, a self-selection mechanism
is at work. To address this important issue, we compare two subsets of countries in our
dataset—that is, those that receive legal and judicial reform projects from the World Bank
and those that do not. First, there can be selection on the type of countries (IBRD or IDA)

Table 4. Robustness checks for the government performance model using measures of de facto and de jure
judicial independence

Model 4
(from Table 2)

Dependent variable Outcome
dummy

Dde jure
independence (6)

Dde jure
independence (3)

Dde facto
independence

Model estimated Logit OLS OLS OLS

WB aid 0.006* 0.003** 0.001* 0.000
(0.003) (0.001) (0.001) (0.000)

[ + ]
WB interest 23.639 22.619*** 21.829*** 20.060

(3.297) (0.777) (0.587) (0.065)
[2]

Law and order 0.393** 0.159*** 0.098*** 0.002
(0.166) (0.036) (0.027) (0.003)

[ + ]
N 61 106 106 110

Note: * p \ 0.1; ** p \ 0.05; *** p \ 0.01 (two-tailed). Standard errors are reported in parentheses. Expected

relationships are in brackets.
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that become recipients of legal and judicial projects.18 To address this possibility, we col-
lected data on all World Bank projects. The World Bank project database currently has
information on 13,630 projects, initiated between 1947 and 2013; approximately 80% of
these projects are closed, and the rest are still active. Note that the World Bank implements
projects for other international organizations, such as the Global Environment Facility, so
we coded two dummy variables to account for IDA and IBRD countries. The IDA dummy
takes the value of 1 if a given project received funding from IDA, and 0 otherwise. Similarly,
the IBRD dummy takes the value of 1 if a given project received funding from the IBRD,
and 0 otherwise. The total numbers of all IBRD and IDA projects are approximately the
same: 5909 and 6017, respectively. We then evaluated the likelihood of receiving a legal and
judicial project based on the country type (IBRD vs IDA), and found that, for both types of
countries, legal and judicial reforms constituted very similar shares of their project portfo-
lios: 5.39% for IDA, and 4.35% for IBRD. Therefore, there is no evidence that one group of
recipients is significantly more likely to undertake judicial reforms than the other.

Second, we examine whether recipients with more judicial independence selected them-
selves into World Bank projects requiring legal and judicial reform because it would be quite
easy for them to comply with the terms of the agreement with the World Bank. An impor-
tant consequence of such self-selection would be our inability to attribute any positive rela-
tionship between World Bank assistance and project performance to the ‘‘inducement’’
effect of aid. We conducted bivariate (difference of means) tests and found that countries
that received legal and judicial projects were not significantly different from other aid recipi-
ents in terms of their de jure or de facto levels of judicial independence. The distributions of
the key measures of the legal and judicial environment in recipient countries prior to project
initiation are not different at conventional significance levels across the two values of the
legal project dummy (coded as 1 for legal and judicial projects, and 0 for all other projects).
The only result suggesting a statistically significant difference between countries with legal
and judicial projects and other countries is based on the de facto measure of judicial
independence—a positive and statistically significant difference between countries with legal
and judicial projects and other countries indicates that the first group has a slightly more
independent judiciary. The substantive significance, however, is negligible. In sum, countries
applying for legal and judicial projects do not differ from other aid recipients in terms of
their legal and judicial environment at project initiation.

Finally, we compare the size of World Bank aid projects requiring legal and judicial reform
with that of the other projects. We find that legal and judicial projects are not part of larger
lending arrangements: legal and judicial projects receive, on average, less financing than other
types of projects. Table 5 summarizes World Bank assistance for these two subsets of projects,
based on: (1) overall assistance; (2) IDA assistance; and (3) IBRD assistance. In all three cases,
legal and judicial projects receive significantly less aid than other types of projects. For
instance, an average legal and judicial project receives approximately US$57 million in assis-
tance, while an average aid commitment associated with other types of projects is around
US$73 million. Thus, recipients of legal and judicial projects are not lured by the promise of
outsized inflows of aid, in exchange for the agreement to conduct reforms.

Conclusion

International institutions play an increasingly large role in promoting judicial and legal reform
in developing countries around the world. Yet, most analyses of judicial reform are confined
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to the strategic choices domestic political actors make. This article aims to bridge this gap by
exploring the strategic interaction among the World Bank, national governments and non-
governmental actors. Taken together, the theoretical framework yields a series of intuitively
appealing predictions about the conditions under which the Bank is likely to suspend aid, the
conditions under which NGAs are likely to participate in reforms, and the likelihood of reform
success among different types of governments. Using original systematic data on World Bank
projects, the empirical evidence presented in the article is preliminary, but promising.

The amount of World Bank aid clearly affects international and domestic actors alike.
Increasing aid volumes raise the threshold for domestic consensus; hence, suspension is more
likely at higher levels of aid. At the same time, increasing aid may also induce better perfor-
mance on the part of some types of national governments. Specifically, the larger the amount
of resources at stake, the more support for reforms NGAs demand from governments. In
turn, the higher the amount of aid, the more governments stand to lose by not complying.

Our findings raise a deeper question about the endurance of judicial reforms. In our
model, the only stick that the Bank carries is the threat to suspend aid. Thus, once all of the
aid is released, an obvious question is why judicial systems in governments that fall between
the first and second cut points in the model do not simply revert to the status quo. One
answer may lie in the emerging judicial politics literature on public support and legitimacy
(Carruba, 2002; Staton, 2003; Vanberg, 2001). Thus, although the government’s initial sup-
port is contingent on the level of foreign assistance, once such reforms are relatively success-
ful, the enhanced public reputation of the judiciary may help to sustain independence. In
other words, when courts are weak or unpopular, international involvement may provide a
‘‘jump start’’ to the legitimacy-building process.

This, in turn, leads to two final implications. First, given the previously noted fact that the
results of such reforms often take time to become manifest, the duration of the Bank’s assis-
tance programs should be considerably longer in countries that are at a greater risk of reversion.
Second, among such cases the Bank should be particularly anxious to claim success for its proj-
ects. Thus, there should be a greater discrepancy in such cases between the World Bank’s ex
post assessment of project effectiveness and objective measures (such as Law and Order scores)
than among countries that are at lower risk. These remain questions for future research.
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Notes

1. According to the World Bank, the rule of law is based on four components: (1) the government
itself is bound by the law; (2) every person in society is treated equally under the law; (3) the
human dignity of each individual is recognized and protected by law; and (4) justice is accessible
to all (World Bank, 2003: 1). For a discussion of the concept of the rule of law, see Stephenson
(2003b).

2. For example, during the 1990s, the World Bank financed approximately 600 projects related to
legal and judicial reform in Latin America, Asia, Africa and the former USSR (World Bank
Report, 2004: 3–4).

3. For example, Burnside and Dollar (2000), Collier and Dollar (2001), Dalgaard and Hansen
(2001), Guillaumont and Chauvet (2001), Levy (1987a, b, 1988), Mosley et al. (1987) and
Svensson (1999).

4. This is the language used by the Bank’s General Council in 1990s (cited in Heymann and
Lundburg, 2004: 3).

5. Thus, to date, most empirical analyses are aimed at assessing the ‘‘success’’ of legal and judicial
reforms by focusing at the macro-level, associating the rule of law with an increase in GNI per
capita or a decline in infant mortality (World Bank, 2003: 16–17).

6. Although the World Bank suspends aid, the government keeps and benefits from the funds lw,

where l 2 (0, 1], received before the penalty is imposed. If committed aid is fully disbursed, l =
1. For convenience, we set l = 1/2 if aid is suspended.

7. Note that aid suspensions serve as a punishment for non-compliance. The World Bank can fur-
ther increase the scale of its punishment by denying funding for subsequent projects. Hence, proj-
ect suspensions are costly not only because of the immediate loss of financing—they can also be

costly because they can have other repercussions in interactions with the Bank in the future.
Therefore, the decision to suspend can be viewed as an opportunity for the Bank to impose some
punishment—suspending some share of committed aid, labeling the recipient as uncooperative or
non-compliant for future reference, or reducing/denying aid for subsequent projects based on the
recipient’s record of non-compliance.

8. This means that

ap ¼
i(1þw)

1þ i2

if l = 1 (aid is disbursed), and

ap ¼
i(1þ 0:5w)

1þ i2

if l = 1/2 (aid is suspended).
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9. The expression for the Bank’s optimal aid commitment is too unwieldy, and hence we do not
report it here. We use a mathematical software package (Maple) to solve for and plot the optimal
commitment, which is presented in Figure 3. The solution depends on just one parameter—r. The
full solution is available upon request.

10. Available online at: http://go.worldbank.org/KPMUDAVVT0
11. The World Bank’s disclosure policy is to make most of these documents publicly available (see

The World Bank Group Policy on Disclosure of Information at http://www1.worldbank.org/
operations/disclosure/policyIII.html), although they are typically not released until at least five
years after project completion. Yet, even for projects that had been closed for a five year period,
some documents were not available on the website.

12. The World Bank has suspended only 8% of all judicial and legal reform projects.
13. For example, depending on the initial condition of the legal system, improvements may take sev-

eral years to achieve. Thus, this measure may inadvertently code some governments as non-com-
pliant, where the improvements are simply not yet apparent.

14. To test the validity of the government support measure, we generated a variable measuring eco-
nomic growth during project implementation. The new variable, Economic growth, captures the
change in per capita gross domestic product (GDP, measured in constant 2000 US dollars) from
the first year of project implementation to the final year. If our measure of government support is
valid, we expect to see a positive correlation between the measure and Economic growth because
improvements in the quality of judicial systems are believed to foster economic development. We
find that there is indeed such a positive correlation between the two variables: the correlation coef-
ficient is equal to 0.23 and significant at the 0.01 level.

15. Approximately 20% of the projects were coded as unsuccessful.
16. In order to obtain standard errors, we incorporate this two-step estimation procedure into a boot-

strap command.
17. We conducted robustness checks with individual de jure components, and only two are positively

affected by World Bank assistance—Statement of judicial independence and Life term. This helps
to explain why aid has no statistically significant effect on Dde jure independence (3), the depen-
dent variable in column 3 of Table 4: none of the individual three components of this additive
index have a statistically significant relationship with aid.

18. The International Bank for Reconstruction and Development (IBRD) is the branch of the World
Bank that provides assistance to middle-income (with GDP per capita between US$1000 and
10,000) and credit-worthy poor countries. The International Development Association (IDA), on
the other hand, works with the world’s poorest countries (with GDP per capita less than
US$1000) that cannot borrow on market terms. IDA programs offer concessional terms to its
recipients, that is, little or no interest, and lengthy repayment periods.
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