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The Perils of Transparency in Bureaucracies
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Many countries have recently enacted or pro-
posed reforms aimed at increasing the availabil-
ity of information on the quality of some public
sector services. Transparency has been a buzz-
word among international organizations and
public sector reformers.! For example, the dis-
closure of school and teacher quality has gener-
ated a heated public debate. In the United States,
No Child Left Behind Act (NCLB) requires
learning progress be measured for every child
and results from students’ tests be made avail-
able in annual report cards, so that parents can
evaluate school performance. Similar reforms
have also been proposed for many other public
services. In the United Kingdom, legislation
introduced in 2000 requires the performance of
each local government be reviewed and results
made public, not only with regards to provision
of services such as fire, police, housing, social
services, and education, but also the condition
of roads, average time taken to remove fly-tips,
and the amount of household waste recycled.?

Most of these reforms have been opposed
by the affected public sector employees. In the
United States, the largest teachers union (the
National Education Association) spent more than
$8 million in an effort to derail NCLB. In the
United Kingdom, public service unions greeted
reforms with increased scepticism and hostility.
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! The International Monetary Fund published a book in
2001 titled Manual on Fiscal Transparency. The Organi-
sation for Economic Co-operation and Development pub-
lished a similar volume in 2000 titled Best Practices for
Budget Transparency. Transparency International is an orga-
nization for which the goal is to fight corruption and “pro-
mote transparency in elections, in public administration, in
procurement, and in business” (http://www.transparency.
org/about_us).

2 See http://www.bvpi.gov.uk/pages/index.asp.
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More generally, it is difficult to find groups of
public sector workers or trade unions lobbying
the government to disclose more information
about quality. In contrast with the private sector,
it is much less common to see even the highest
quality providers (e.g., hospitals and schools) try-
ing to distinguish themselves and offer informa-
tion about their quality to the public. This may
be puzzling, especially in light of the fact that
much of the information about quality can be
made observable at a relatively small cost.

This paper investigates the consequences of
transparency of government services, and we
argue there might be efficiency justifications for
the opposition by public sector employees to the
transparency reforms, although, of course, these
may not be the reasons driving the opposition.
We focus on one feature that tends to differen-
tiate government services from market setting.
The former typically are not allocated through
prices, and high-powered incentives for govern-
ment employees are the exception rather than
the rule. This implies that increasing the avail-
ability of information on quality of public ser-
vices leads to increased demand for the services
of the high-quality providers. While in typical
private sector settings this is beneficial to the
high-quality producers, in the public sector this
increase may lead to rationing and therefore
the final consequences are less immediate, and
depend on the specific setting.

We provide two simple models that capture
two distinct aspects of these phenomena. In the
most basic model, the department of motor vehi-
cles (DMV) model, several public offices that
differ in efficiency provide services to homog-
enous citizens. When efficiency is exogenous,
under no disclosure delays are lower in more
efficient offices, while under disclosure delays
are equalized among all offices, and average
delays are lower. Citizens are better off under
the policy that discloses the efficiency of all
offices. The most efficient offices end up having
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a higher workload when information is revealed,
however. This implies that the incentives to
invest in quality are reduced when information
is revealed, and so citizens might be better off
when there is no information about quality.

The second model can be viewed as a highly
simplified model of a school system: schools
differ in qualities, students differ in abilities,
and students’ payoffs exhibit complementarity
between their ability and quality of the school
they attend. When each school has a fixed capac-
ity and an oversubscribed school must allocate
slots through lotteries, the allocation is more effi-
cient when information on school quality is not
revealed. The opposite is true if oversubscribed
schools allocate slots via (informative) testing,
however. The first-best outcome can be achieved
when information is revealed. This points to
the increased importance of the way rationing
is resolved for oversubscribed schools when
information is transparent. It also highlights
the fact that a focus on improving information
about service quality may be counterproductive,
unless these reforms are accompanied by a care-
ful review of the process dealing with overde-
mand and rationing of the best-quality providers.
The incentives for principals to invest in school
quality may also be reduced by the disclosure of
information.

In both models, the higher-quality provid-
ers may be opposed to increasing transparency.
In the first model, this is because this leads to
higher workloads, in the second, this is because
it may lead to lower average student quality for
the top schools.

I. A Model of Delays in Public Services
A. Exogenous Efficiency

Consider an environment in which there are
several offices that provide a service. For con-
creteness, we will talk about the motor vehicle
services. Other examples in which waiting times
are important considerations (various document
offices, emergency rooms) can also be sensibly
thought of this way, however.

Consumers dislike waiting but otherwise
have homogeneous preferences across offices.
There is a unit mass of consumers and a finite
number of offices numbered 1, ... ,N. Workers
in office i can process each “problem” in #; time
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units. Without loss of generality, we assume that
t, < -+ < ty: lower indexed offices are more
efficient. In order to get served, consumers must
line up when the office opens and the order of
service is randomly determined. Thus, if a mass
M; of consumers show up in office 7, the average
waiting time for a consumer is (t;M;/2).

Absent any information about the efficiency
of the different offices, consumers are allocated
randomly. Thus, each office receives 1/N con-
sumers and the average waiting time in office i
is t;,/2N. More efficient offices have shorter waits.
The average waiting time across all offices is
then given by

m oLyt
N & 2N

Assume that information about the efficiency
of the different offices is revealed to everyone.
In equilibrium, waiting times must be equated
across offices; otherwise some consumers would
prefer changing office. Thus, M; must be such
that t;M,/2 = k or M; = 2k/t,. Since X _
= /], we must have

which implies that k = 1/[23"(1/,)]. We can
thus conclude that

) M. =
i= ll‘

Since M;is decreasing in ¢;, more efficient offices
receive more consumers, but all consumers wait

the same amount in every office. The average
waiting time in every office is given by

1

23 1

I*Itl-

3) P =

PROPOSITION 1: (i) The number of visitors
is increasing in the efficiency of the locations
when information about waiting times is public,
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while the number of visitors is independent of
location when information is not revealed.

(ii) Average waiting times are shorter when
information is revealed.

PROOF:

Part (i) is an immediate consequence of equa-
tion (2) and of the fact that allocations have to
be independent of locations in the absence of
any information. For part (ii), comparing equa-
tions (1) and (3), t? < ™ holds if and only if
VIN)ISE (1)) < (IN)SY 1. This is true
since the left-hand side is the harmonic mean
of efficiencies, while the right-hand side is the
arithmetic mean of efficiencies.

The intuition is straightforward. When infor-
mation is revealed, the most efficient offices
process more consumers. Thus, average waiting
times decrease.

In this model, the most efficient offices receive
more visitors when information about wait-
ing times is public. Since there is no reward for
processing more visitors, it is then plausible that
preferences for disclosure of quality are inversely
related to quality. The most efficient offices are
the most averse to disclosure.

B. Endogenous Efficiency

An important consequence of the model in
which efficiency is exogenous is that efficiency
is “rewarded” when information is not public
because the most efficient employees, on average,
work less. Instead, payoffs for office employees
may be decreasing in efficiency when infor-
mation is disclosed. This perverse force might
reduce the incentives to invest in efficiency when
efficiency is endogenous, and lower investment
might lead to overall higher waiting times when
information in revealed.

To understand these effects, consider an
extension of the previous model where, in a
prior stage, each office makes a decision that
affects its efficiency. For instance, assume that,
in the second stage, payoffs for the manager of
office i are given by T — (#; — x;)M,, where T
is the available time common to all offices, #; is
the skill level of office i absent any investment,
and x; = 0 is the investment. The interpretation
is that each manager enjoys free time left over
after all customers are served. Assume that all
employees within the same office are identical
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and that, in the first stage, the manager invests in
choosing x;. Assume that the cost of investment
is given by c(x,#;) with dc/ax > 0, i.e., investment
is costly, and azc/axat,- > 0: lowered indexed man-
agers have lower marginal cost. For simplicity,
assume the following functional form: c(x, t;) =
ytx?/2, where y > 0 is a parameter.

Thus, when information is not revealed, pay-
off from investment is

7TNR =7— (tl B ‘xi) _ ’ytl‘xlz
I N 2

When information is revealed, by a simple mod-
ification of equation (2), payoff is

When information is not revealed, the first-
order condition for x; implies

4 1= —.
@ YAl =

When information is revealed, the first-order
condition for x; implies

1

1 2
t. — x: L 4+ 1
<( i xt)E/#l t‘,' _ x_/' >

5) viix; =

In many cases, the system of first-order condi-
tions (5) are not sufficient for a maximum of the
payoff function. In particular, often the optimal
Xx; is at the boundary, i.e., x; = 0.

In any event, it is clear that the incentives to
invest in productivity are lower when waiting
times are revealed. To illustrate the point, con-
sider the following numeric example. Assuming
N=2,t,=3,1 =4, and y = 1/5, we obtain
that when information is revealed the optimal



VOL. 97 NO. 2

x; and x, are interior and by equation (5) are
x; = 0.635 and x, = 0.182. When information
is not revealed, we can use equation (4) to obtain
x; = 0.833 and x, = 0.625.

We can also compute waiting times in the two
scenarios. When information is not revealed, we
have thatf;, — x;, = 19 — 0833 and t, — x, =
1.8 — 0.625, so that average waiting time is

1 (t, — x-)
NP =— H L =.280.
N E 2N

i

Under revelation, we have f;, — x;, = 1.9 —
0.635 and 1, — x, = 1.8 — 0.182, so that average
waiting time is

tP = —————=10.355,

22N 1

=X

and therefore citizens are better off when infor-
mation about quality is not disclosed.

II. A Model of School Choice

Assume that there is a unit mass of students
and N schools numbered 1,..., N. Students differ
in ability a with distribution F. Schools differ in
quality g with g¢; > --- > g If a student of abil-
ity a attends a school of quality ¢, the outcome
the student receives (wage or opportunities) is
given by a X q.

In contrast with the previous model, we
assume that each school has a capacity. For sim-
plicity, we assume that capacity is the same for
all schools, and it is denoted by C. We assume
that NC >> 1 but C << 1 so that no school can
accommodate all the students, but the school
system is large enough that all students can find
at least one school.

Schools are also differentiated along an addi-
tional dimension that is perfectly observed by
everyone (e.g., distance). For simplicity, we
assume this dimension is swamped by quality.
In other words, if a student has no information
on quality, he chooses based on distance. If he
has information on quality, he chooses based on
quality.

We assume that the environment in which
information is not public is more complex than

THE PERILS OF TRANSPARENCY IN BUREAUCRACIES 303

in the previous model. Specifically, we assume
that the parents of each of the students receive
a signal. With probability p(a) the signal reveals
the quality of all the schools; with probability
1 — p(a) the signal reveals nothing. We assume
that p(a) is increasing so that parents of higher-
ability students are more likely to be informed
about quality. We believe that this assumption
is realistic, and it is meant to represent the fact
that parents who care more about education are
more likely to have high-ability students and
to acquire information both via word of mouth
and because they are better able to process the
information obtained via school visits and other
informal ways of obtaining information.

We assume that everyone is allowed to apply
to all schools. We need to specify what hap-
pens when a school is oversubscribed. Under
both transparency regimes, we distinguish two
scenarios. In the first scenario, oversubscribed
schools run a lottery and the winners are offered
a slot. In the second scenario, each school runs a
perfectly informative test, and the higher-ability
applicants are offered slots.?

When information is not public, those who
have information end up going to the highest-
quality school to which they are offered a slot.
Those who do not have information go to the
closest school that offers them a slot.* When
information is public, all students go to the best
school that offers them a slot.

It is easy to see that in the transparent regime,
if oversubscribed schools must allocate slots
through lotteries, the allocation is less efficient
than when information is not transparent. On the
other hand, if schools can allocate slots through
testing, the most efficient regime is the transpar-
ent regime.

3 One could think of alternative matching algorithms
that incorporate, to varying degrees, the preferences of the
schools. See Atila Abdulkadiroglu, Parag A. Pathak, and
Alvin E. Roth (2005), and Abdulkadiroglu et al. (2005)
for a discussion of a reform of matching in Boston and New
York.

4 Some care must be taken since the specific way in
which rationing is resolved across several schools could
affect the outcome. One simple way to solve this is sequen-
tial offers. The top school offers slots (either via lottery
or testing) to C students. Given our assumptions above,
these are all accepted. Then, the process is repeated for the
remaining N — 1 schools and 1 — C students.
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We can conclude there are two dimensions
of transparency in this model. There is trans-
parency of school quality and transparency of
student quality. If oversubscribed schools must
offer slots based on lotteries, this means they
cannot use information on ability. The most
efficient system is one in which there is two-
sided transparency. The least efficient system is
one in which only school quality is transparent.

It is clear that, if principals care about the
average quality of the students they receive,
when slots are offered through lotteries, princi-
pals of high-quality schools prefer the nontrans-
parent regime.

When school quality is endogenous, as in the
model of delays, when slots are offered through
lotteries, the incentives to invest in school qual-
ity may be reduced by transparency.

III. Related Literature

Several recent papers are concerned with
the effects of inferior information on politi-
cians’ actions (e.g., Timothy Besley and Robin
Burgess 2002, Gavazza and Lizzeri 2006a,b) or
politicians’ quality (e.g., Andrea Mattozzi and
Antionio Merlo 2006). Similarly, Gilat Levy
(2006) analyzes the effect of the transparency
of the decision-making process in committees
on the decisions that are eventually taken. Other
papers consider models with an agent of uncer-
tain ability and discuss the effect of imperfect
information on the incentives of the agent and
on screening (e.g., Andrea Prat 2005). David
Stromberg (2004) discusses the role of mass
media in informing voters, and shows that more
informed voters obtain higher transfers.

Outside the political economy literature, David
Dranove et al. (2003) examine the effects of
report cards on health care providers. They show
that the additional information has led to worse
health outcomes by pushing doctors to select
among patients. Heski Bar-Isaac, Guillermo
Caruana, and Vicente Cuiiat (2006) suggest that,
when goods have multiple characteristics, firms
might underprovide some characteristics when
consumers become more informed about other
characteristics, and this might decrease welfare.

Canice Prendergast (2002) provides a model of
oversight of public sector workers, and offers evi-
dence that in the Los Angeles police department,
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policemen reduced their crime prevention activi-
ties as a response to increased oversight.

IV. Concluding Remarks

We have presented two very stark models
focusing on some aspects of transparency in
bureaucracies. These show that transparency
may have some potential perverse effects unless
accompanied by reforms of the incentives facing
the bureaucrats. In the models, the highest qual-
ity providers may be opposed to transparency.’

We believe the forces highlighted by our
models do not apply to the public sector only,
but, more generally, might shed some light on
several instances in which prices do not fully
adjust. For example, it is interesting to note that
the theoretical literature on voluntary quality dis-
closure (Sanford J. Grossman 1981, and Boyan
Jovanovic 1982) predicts that all high-quality
firms should reveal their private information
about quality. In contrast to this “unraveling”
prediction, several empirical studies (Ginger
Zhe Jin 2005, and Mo Xiao 2006) have found
that voluntary disclosure is incomplete in real-
ity. This might seem puzzling at first sight, but if
prices cannot fully adjust in response to quality
differences, our model suggests one reason for
why such nondisclosure might persist in a mar-
ket equilibrium.

Moreover, allocations are not driven entirely
by prices within organizations, and in markets
such as most health care services, where insur-
ers’ bargaining power limits the prices that doc-
tors charge to their patients. Our analysis calls
for further research to understand fully how pro-
vision of quality and disclosure of information
interact in these contexts. For instance, an exten-
sion of our analysis suggests that voluntary dis-
closure of high quality should be more prevalent
for health specialties, where services are gener-
ally not covered by insurers and where prices
can adjust more rapidly to increases in demand,
i.e., plastic surgeons more than pediatricians.

5 In both models, the lower-quality providers beneft
from transparency. It is easy to think of reasons, such as
internal promotional concerns, why they may not want to
broadcast their inefficiency.
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