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The literature supports the notion that corruption can through various transmission chan-
nels constrain economic development of countries. Defined as the “abuse of entrusted power
for private gain” (Kaufmann and Siegelbaum, 1997), corruption imposes corrosive effects on
the economy through higher transaction costs and uncertainty (Murphy et al., 1991), inefficient
investments (Mauro, 1995; Shleifer and Vishny, 1993), reduced human capital development
(Reinikka and Svensson, 2005), and misallocation of resources (Rose-Ackerman, 1999).

This study examines these important but much less explored channels at the sector-level.
We focus on the reform of electricity systems in developing countries (Wren-Lewis, 2015;
Estache et al., 2009; Dal Bo, 2006; Bergara et al., 1998). Corruption can cripple economic
development by inhibiting the performance of the electricity sector. It can also reduce labour
productivity (Wren-Lewis, 2015; Dal B6, 2006), increase the networks energy losses, and
constrain the efforts to increase access to electricity services (Estache et al., 2009).

Electricity reforms and in particular introducing independent regulation and private sector
participation were, together with unbundling of the vertically integrated functions of this indus-
try, aimed to improve the efficiency of the sector (Joskow, 2006). However, the experiences
of reforms around the world have shown the difficulty of creating an economically efficient
electricity sector underpinned by genuine competitive markets that benefit consumers through
reliable service, low tariffs, and choice of alternative sources (IEA, 2014).

Also in Sub-Saharan Africa the reform experience has lagged behind the anticipated out-
comes and has led to extensive political backlash against reforms. Higher electricity prices
have been an obvious source of political resistance in many countries, especially for groups
that are accustomed to paying near nothing for electricity services (Victor, 2005). This re-
sistance was further reinforced by the awareness that elections can be won or lost because
of electricity prices (UNDP and World Bank, 2005).

Therefore, the appropriateness of the standard reform model for developing countries
has been questioned as it often resulted in higher prices, loss of employment, unreliable ser-
vices, and concentration of services to profitable areas since the private firms did not have
incentives to extend the service to poor areas (Transnational Institute, 2002; Victor, 2005).
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We examine whether the reforms in Sub-Saharan Africa have been successful. We esti-
mate a set of econometric models of the performance of electricity reforms in terms of their
effect on efficiency, welfare, and economic development in 47 countries in the region for the
2002-2013 period. The paper shows that corruption has an adverse and statistically significant
effect on three performance indicators of electricity reform - i.e. technical efficiency, access
rates and economic performance. This finding adds to the large body of evidence that stress
the detrimental impacts of corruption on electricity sector performance.

We find that creation of independent regulation and private sector participation, not only
have the potential to enhance the utilities’ performance but have also wider economic benefits.
Specifically, we find that independent regulation has the potential to increase social welfare
directly and indirectly by reducing the association between corruption and electricity access
rates. We also show that independent regulation is associated with improved technical effi-
ciency, but not with increased economic performance. At the same time we find privatisation
policies have no statistically significant direct effect on technical efficiency and access rates,
but have a positive impact on countries’ economic performance.

More importantly, we analyse how corruption interacts with the two reform policies and
how these interactions impact on the three indicators of performance. The creation of inde-
pendent regulators has substantially reduced the adverse association between corruption and
technical efficiency and access rates, while they have not mitigated the often-cited negative
association between corruption and income level. However, private participation has offset
the adverse effects of corruption on income, while they have no direct impact on the associa-
tion between corruption and technical efficiency and access rates.

Therefore, implementation of electricity reforms in developing countries can not only en-
hance the performance of the electricity sector, but they would also boost their economic per-
formance, since improvements in technical efficiency can be translated into increased access
rates and income growth.
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