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Salary top-ups and their impact on corruption

Query

What are the advantages and risks of salary top-ups? What is the potential impact of
salary top-ups on corruption and anti-corruption? What aspects have to be considered
related to integrity management and compliance?

Purpose

As an agency providing technical assistance, we would
like to know if this approach should be followed and, if
yes, under which preconditions.

Content

1. Wages and corruption
Benefits and challenges of salary top-ups

2.
3. Mitigating the corruption risks
4. References

Summary

Salary top-ups are a way to increase civil servant
salaries. They can be used by governments to
compensate for hardship jobs or increased workloads.
Top-ups are also used by donors to retain local staff,
that is, to keep staff committed to projects when other
projects or the private sector might offer incentives to
move on. The extent to which salary top-ups can be
used as an anti-corruption strategy must be seen in the
context of how salaries can reduce or increase
incentives for corruption. Evidence in this regard

remains largely inconclusive. There is, however, an
emerging consensus that increasing salary may not be
sufficient for reducing corruption, in the absence of
effective controls and management of staff and
resources.

Some studies show that salary top-ups are likely to be
effective in low-income countries. Salary top-ups can
also curb the misuse of per diems. Nevertheless, there
are also a number of challenges posed by salary top-
ups, including that they might prevent necessary civil
service reform, can generate warranted and
unwarranted perceptions of corruption due to
differences in payment, and could undermine
accountability and management.

If donors are inclined to use salary top-ups, steps can
be taken to address these risks, including: harmonising
donor practice, adapting to local conditions,
strengthening transparency and information-sharing,
creating robust management and accountability
systems, offering in-kind/non-monetary benefits, and
ensuring sustainability of the intervention.
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1 Wages and corruption

The topic of salary top-ups must be understood in the
broader context of the impact that wages may have on
corruption and to what extent wage policies — and
increased salaries — are an effective anti-corruption
tool.

Do low salaries create incentives
for corruption?

Over the past decades, public sector wages have been
declining at a rapid pace in many developing countries.
The 2008-2009 economic crisis has had a devastating
impact on the global labour market. According to the
International Labour Organisation’s 2010/2011 Global
Wage Report, global growth in real absolute average
wages was reduced by half in 2008 and 2009,
compared to earlier years.

There is a broad consensus that low salaries for civil
servants in developing countries can create incentives
for corruption. Scholars point to the negative
relationship between the level of civil service salaries
and incidences of corruption, contending that poorly
paid civil servants are more vulnerable to illicit rent-
seeking (Van Rijckeghem and Weder 2001).

Corruption as a coping strategy

One of the main arguments on the link between low
salaries and corruption is that for civil servants with low
salaries, corruption becomes a coping strategy to
compensate for economic hardship. These “need-
based” arguments focus on the situation in which an
underpaid official accepts bribes for basic necessities
(Pilapitya 2004), as opposed to greed-based
corruption, which is more apparent in cases of well-paid
officials in higher level positions (Wraith and Simpkins
1963).

Reducing the moral costs of corruption

The perception of failure to receive adequate
remuneration may also reduce the moral costs of
corruption (Abbink 2009). In other words, public officials
might find it less unacceptable — thus more tolerable —
to accept bribes if they are poorly paid. Similarly, it has
been argued that there is greater public tolerance for
corrupt practices when civil servants are underpaid.

Expectations for service

When salaries are low but expectations for service
remain high, government officials may demand more
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compensation from informal or even illegal channels
than what is officially sanctioned, hence, corruption
arises.

Private vs public sector salaries

Due to perceptions of unfair payment, lower
compensation level in the public sector as compared to
that of the private one is reckoned as a key factor in the
spread of corruption (Mahmood 2005). There is also the
risk that higher pay in the private sector may lead to a
brain drain in the public sector as staff are drawn
towards better-paying positions.

It has also been argued that low salaries in the public
service attract only incompetent or even dishonest
applicants, which results in an inefficient and non-
transparent corrupt administration (Abbink 2009).

The impact of higher salaries on
corruption

Against this background, it has been assumed that an
increase in the salary of civil servants is likely to reduce
their incentive to be corrupt.

Higher salaries as a way to reduce
opportunities for corruption

Other than alleviating the ‘need * for corruption, a main
argument in favour of raising salaries to reduce
corruption is the so-called “efficiency wage” argument,
which maintains that higher salaries raise the stakes of
engaging in corruption (Van Rijckeghem and Weder
2001). In other words, higher salaries make it more
costly to engage in corruption due to the fear of losing a
well-paid job. Similarly, the “fair wage model” contends
that officials engage in corruption only when they see
themselves as not receiving a “fair” income, a
perception that could be eliminated through higher
salaries (Mahmood 2005).

An analysis by Bond (2006) on corruption among court
officials argues that not only does the practice of raising
salaries increase the cost of corruption — and thus
reduce the incentive for corruption — it also reduces the
corruptibility of the labour pool. He argues that by
paying court officials above the market-clearing rate, it
increases the number of honest individuals who are
attracted to the position by more than it increases the
number of dishonest individuals.
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Questioning the anti-corruption impact

While there is a growing range of studies on the link
between wages and corruption, findings on whether
higher salaries can reduce opportunities for corruption
are mixed. The empirical evidence on the magnitude of
the impact that wage policies can have on corruption
remains largely inconclusive.

Some studies conclude that anti-corruption policies
designed to increase wages and net income of
potentially corrupt agents may be ineffective. Moreover,
La Porta et al. (1999) even found that higher
government wages are correlated with more corruption.
Higher pay may worsen corruption by crowding out
other funding necessary for the provision of public
services, thereby undermining the efficiency and
productivity of public service delivery, while not
addressing some of the contributing factors that provide
opportunities for corruption.

Necessary conditions for higher
salaries to have an effect

Based on the above evidence, there is an emerging
consensus that higher wages alone are unlikely to lead
to a reduction in corruption. It is assumed that other
factors than underpayment are either more important or
necessary for underpaid officials to resort to corruption.
Moreover, most studies agree that increasing salaries
without establishing effective control and monitoring
systems as well as enforcement of appropriate
sanctions is unlikely to have an effect on corruption.

Oversight and control

A study on the dramatic increases in civil service pay in
China, Gong and Wu (2012) find a limited impact of
higher remuneration on controlling corruption in public
personnel management. The authors argue that when
the demand for social services is high, legal institutions
are weak, and the oversight system remains powerless,
pay increases have little impact on curbing corruption.

Detection and punishment

One study by Schargrodsky et al. (in Di Tella and
Savedoff 2001) on the level of corruption at 33 hospitals
in Buenos Aires revealed that a premium paid to
purchasing managers did not have an impact on corrupt
activities. Instead, the authors conclude that the
explanatory factor for corruption was the lack of
detection and punishment. They argue that impunity
undermines any impact that rewards might have on
corruption.
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Human resource management

Di Tella and Schargrodsky (2003) explain that the
impact of salary raises on corruption is contingent on
other necessary conditions in human resource
management, on both the micro-level and the macro-
level. This includes integrity enhancement in personnel
recruitment, training, appraisal and promotion, as well
as strengthening accountability, transparency and equal
opportunities in public personnel management.

Income levels

Scholars find that one of the methodological challenges
in measuring the link between higher salaries and
corruption is the lack of reliable data (Treisman 2007).
A recent study by Le et al. (2013) attempts to overcome
this challenge by using a novel dataset based on
household micro-surveys covering a large number of
developing countries for which data on government
wages at the macro-level are often not available. The
study revealed that the impact of government wages on
corruption is dependent on the level of per capita
income. When income per capita is relatively low,
higher government wages can reduce corruption. In
other words, higher government wages only reduce
corruption in low-income countries.

Benefits and challenges of
salary top-ups

What are salary top-ups?

Salary top-ups can be used to increase public sector
salaries. They refer to official cash payments or
transfers that a civil servant receives above what other
colleagues in the same grade and pay scale receive.
Mukherjee and Manning (2002) explain that civil service
salary top-ups can take three forms: position-based
allowances (attached to high-risk jobs or jobs in
hardship locations), task-based allowances (when a
civil servant is doing more than one can reasonably be
expected to do), and donor-funded allowances. The
latter is the main focus of this U4 Expert Answer as it is
of particular relevance for this query.

Salary top-ups are primarily used by donors to obtain
and retain staff, particularly when they are not paid
enough by their governments. It also broadens the
potential labour pool available to them by attracting and
retaining skilled labour in the public service (Mukherjee
and Manning 2002).
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The potential benefits of top-ups

There are a number of expected benefits of using
salary top-ups:

Suitability in low-income countries

The abovementioned analysis of Le et al (2013),
suggests that when income per capita is relatively low,
higher government wages reduce corruption. Whether a
similar correlation exists for salary top-ups in particular
has not been studied, yet.

Curbing the misuse of per diems

Studies have shown that per diems can distort
incentives and their misuse is one of the most popular
coping strategies for compensating for low public sector
wages. Per diems refer to non-salary daily subsistence
allowances and are paid by donors to cover their
employees’ expenses incurred by work-related
activities. While these allowances are meant to be
compensatory, they tend to become a form of additional
salary payment in countries where salary levels are
generally low (Soreide et al. 2012).

Per diems and allowances can be manipulated as
indirect salary top-ups. They also provide many
opportunities for fraud and abuse. A 2012 study by
Soreide et al. detail the abuses of per diems in Ethiopia,
Malawi and Tanzania. For example, in the period 1994-
2006 the government of Norway financed the
management of a natural resource programme in
Tanzania at a cost of approximately USD 5 million per
year. A review of this project estimated that a about
USD 60 million had been spent on workshops including
per diems and travel expenses. The review also found
that more than 30 per cent of the expenses could not
be accounted for.

Salary top-ups can be expected to reduce the
motivation to abuse per diems as an indirect salary top-
up. This has been argued by Vian and Sabin (2012)
who wrote that moving part of the per diem system to
salary support could reduce pressure to commit fraud in
the per diem system.

Other advantages

As noted above, one of the justifications of salary top-
ups by the employer is to retain staff. A study on the
practice of the Japan International Cooperation Agency
(JICA) has shown that the donor’s prohibition of salary
top-ups has threatened the sustainability of its projects,
as counterparts are discouraged from committing
themselves (Maeda 2007). The loss of trained
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personnel to other organisations not only negatively
impacted on the efficiency and effectiveness of the
project activities but also threatened sustainability in the
post-project era.

The case of Malawi

An often-cited example on salary top-ups is that of the
investments by the Global Fund, DFID, and UNAIDS in
human resources for health (HRH) in Malawi from 2004
onward (Bowser et al. 2013; Dieleman et al. 2011;
Palmer 2006; Mtonya et al. 2006; USAID 2006). While
most recipient countries of the Global Fund - the
largest external donor for HRH, disbursing USD 1.3
billion between 2002-2010 for HRH in low- and middle-
income countries — rejected salary support due to
concerns about sustainability, Malawi, however, chose
to accept these funds on an emergency basis. Due to
extreme health workforce shortages and an impending
collapse of the health sector, a 52 per cent salary top-
up was used for all professional cadre health workers.

Palmer (2006) explains that the financing of salary top-
ups reflected an explicit decision by donors to consider
a measure that would normally be dismissed as
unsustainable, due to the scale of the crisis. The
decision was taken on the basis of the assumed
continued aid flows and an agreement was reached
with the Malawian government on a fixed proportion of
national budget expenditure on health over the next six
years. While no explicit mention of its anti-corruption
impact, the literature consulted on the outcome of these
investments reveals a positive impact on staffing levels
(Palmer 2006) and on simulating investments by other
sources (Bowser et al. 2013).

The risks associated with salary
top-ups

Corruption challenges associated with
salary top-ups
Creating distortions

One of the main arguments found in the literature on
salary top-ups is that the practice creates distortions in
the labour market, the public sector, the pay/skill
balance and may create inflationary pressures, thus
affecting the macro-economic situation. Soreide et al.
(2012) argue that these distortions can then encourage
opportunistic behaviour.

A report by the OECD from 2009 on integrity in state-
building explains that in post-war countries, donors are
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under enormous pressure to disburse large amounts of
funds in a context of low absorptive capacity of local
actors. Efforts to overcome this capacity gap (in the
form of salary top-ups) can themselves reinforce
incentives for corruption by, for example, creating room
for rent-seeking with those left out of the process.

Risks of nepotism

A 2011 report by the Overseas Development Institute
asserts that donors should either pay top-ups to all staff
at the same level in a ministry or not at all. It is
reasonable to assume that paying top-ups in a
seemingly arbitrary way, at different levels, may create
the risk of nepotism as top-ups find their way to those
individuals with the right connections. In addition, one of
the arguments found in the literature is that people feel
deprived when they perceive a failure to obtain the
same outcomes as others — in this case, the same
salaries - which may foster behaviour conducive to
corruption (Kulik, Fallon and Salimath 2008).

Creating accountability and management
challenges

A study by the World Bank from 2003 assessed the
subnational administration in Afghanistan and provides
recommendations for development strategies. It
advises against uncoordinated top-ups, arguing that
when staff receive incentive payments that are far
larger than their public sector salaries, it can create
serious management difficulties. Top-ups can
undermine management within the sectors as staff feel
less inclined to respond to managerial requests than
requests from the sponsoring donor.

A similar study by DFID (2012) in Zimbabwe revealed
that as the Global Fund was the main conduit of funding
of the top-ups, the overall structure of accountability
became too complex, which was found to undermine
both effectiveness and value for money.

Other challenges associated with salary
top-ups

Although it is reasonable to assume that top-ups can
reduce the incentive for need-based corruption, there
are also a number of case studies that reveal that
salary top-ups may not in fact have a clear anti-
corruption impact and may have negative side effects.

Preventing civil service reform

Civil service reform can help improve governance and
anti-corruption measures, however an evaluation of the
salary top-up scheme by DFID in Sierra Leone from
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2002-2007 concluded that the “excessive use of salary
enhancement schemes [...] has held back reforms and
may have actually decreased capacity within the wider
civil service” (DFID 2008: xi). Although acknowledging
that salary support was the right decision given the
circumstances, the evaluation finds that the topping up
of salaries in the absence of a clear and wider civil
service reform only reinforced the aid dependency of
the government of Sierra Leone.

Draining civil service of vital staff

Salary top-ups by donors may give the impression that
donor-funded projects are more financially worthwhile
than non-donor funded projects. There is thus the
concern that salary top-ups can have a negative impact
on the labour market and result in donors drawing away
staff from vital positions in civil service to their own
projects. Mukherjee and Manning (2002) argue that this
may undermine government capacity. In turn, this could
hinder efforts at capacitating initiatives for good
governance and anti-corruption.

Generating (unwarranted) perceptions of
corruption

In Indonesia (Mukherjee and Manning 2002), task-
based allowances form a signification proportion of civil
service salary and are mainly funded from the
development budget. The extreme variation of salary
within the pay grade may have considerable impact on
the perception of corruption in the civil service in
Indonesia. In other words, the variation in pay caused
by salary top-ups may in fact cause increased
perception of corruption even if that may not be the
case. Mukherjee and Manning (2002) also argue that
this entails reputational risks for donors.

Similarly, in the case of Malawi, a taxed salary top-up
was provided to health workers. However, as the
government did not clearly communicate to staff the
details of this top-up scheme, many staff members
developed unrealistic expectations about the salary
supplement. Once the top-up scheme came into place
and they received their payments, they suspected that
the government was holding back donor funds that
were rightfully theirs and led to accusations of
corruption (Palmer 2006). If donors and governments
are not open about the details of a salary top-up
scheme, it can still lead to perceptions of corruption and
undermine the system itself.
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Limited sustainability: The case of
Zimbabwe

A 2012 study by DFID analyses the status of the DFID
and Global Fund-funded Zimbabwe Health Worker
Retention Scheme, launched in 2009, which also has a
salary top-up component. The Global Fund and the
government of Zimbabwe agreed to phase out this
scheme by the end of 2013. Corresponding increases
in salaries paid by the government will make up for this
shortfall. There is, however, uncertainty about the
sustainability of the scheme considering the budgetary
constraints of the government. The salary increases
have led to wages taking over a considerable
proportion of the budget over non-wage expenditures.
In addition, the value of the top-up incentive in a climate
of increasing inflation is in doubt. The study finds that
additional donor funding will be required.

Addressing the challenges

If donors are inclined towards the use of salary top-ups,
there are a number of steps that could be taken to
address the above-mentioned challenges, such as:
harmonising donor practice, safeguarding transparency
and clear communication, adapting to local conditions,
ensuring continuity, creating robust management and
accountability systems, and offering in-kind/non-
monetary benefits as an alternative.

Harmonising donor practices

The 2012 strategy paper by the German Federal
Ministry of Economic and Development Cooperation
highlights that “particularly in the case of anti-
corruption, it is important that donors speak with a
single voice in partner countries [...] it also involves
maintaining a uniform approach in day-to-day project
work when dealing with [...] the payment of salary-top
ups in the public sector” (BMZ 2012, p. 14).

A lack of coordination amongst donors on their
practices can lead to harmful donor competition
amongst  potential  staff.  Coordination  and
harmonisation of donor practices in terms of salary top-
ups and per diem regimes are important to address the
abuse of donor funded monetary incentives regimes.
For details on how to improve and streamline donor
policy on per diem regimes, please consult the Per
diem policy analysis toolkit (Vian and Sabin 2012).

A key recommendation for donors is to share all of the
information regarding their approaches, a practice that
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has been found as lacking with some donors (Soreide
et al. 2012).

Strengthening transparency and
information-sharing about top-ups

Linked to the abovementioned point on sharing donor
practices, donors would be well-advised to be explicit
about the details of their salary top-up schemes to
governments and beneficiaries.

The 2009 OECD report explains that non-transparent
salary supplements can feed perceptions of corruption.
In Afghanistan, for example, high salary differentials
alone are considered by the local population as adding
up to corruption, whether or not there is corrupt activity
taking place.

In the case of corruption perceptions of the top-up
scheme in Malawi, it is clear that communication is
essential to ensure that staff expectations are realistic
and can be met (Palmer 2006).

The 2013 study on the Global Fund’s investments in
human resources for health from 2002-2010 found a
major deficit in terms of availability of data on the
details of the country programmes and types of salary
support. The authors conclude that this implies a deficit
in transparency and accountability at the national level,
which can be detrimental to the success of the
programme.

It is important for donors to be transparent about who
receives top-ups. The 2011 ODI report also suggests
that top-ups be paid either to all staff at the same level,
or none at all, in order to avoid perceptions and risks of
nepotism.

There is agreement in the literature on salary top-ups
on the necessity of close coordination between the
donor and the government to ensure that the top-ups
do not affect local conditions in a negative way.

Creating robust management and
accountability systems

Salary top-ups entail a direct involvement in a country’s
budget and labour market. This makes robust
management and accountability systems essential. A
study by Dieleman et al. (2011) argues that governance
seems to be a neglected issue in the field of human
resources for health. Their case studies, such as on
projects in China and India, revealed that accountability
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mechanisms for human resources for health financing
were clearly lacking, creating informal management
systems that resulted in corruption and nepotism.

One of the suggestions for improvement found in the
literature is to create clear and well-communicated lines
of reporting and accountability to minimise duplication
(DFID 2012). Similarly, it is suggested to have only one
employer (either the donor or the government).

Another suggestion is to create a strong detection and
enforcement system with a complaint mechanism and
auditing (Vian and Sabin 2012). When corrupt activities
remain unpunished and unsanctioned, it can lead to the
normalisation and increase of malpractice as staff are
not sufficiently discouraged from committing corrupt
acts (Soreide et al. 2012).

Offering in-kind/non-monetary
benefits

Development partners can contribute to reducing risks
and problems by offering benefits in-kind instead of
salary payments.

In-kind benefits have several advantages. For example,
they can curb the manipulation of travel days. Soreide
et al (2012) explain how the Ethiopian government
allowed an informal practice of civil servants
manipulating the number of days spent on travel (and
thus, per diems) to secure adequate compensation for
staff.). This contributes to creating a culture of tolerance
of malpractice and corruption and it allows managers to
build patronage networks. In order to combat this,
organisations such as the Norwegian CSO Norwegian
People’s Aid (NPA) offer workshops with a total
package of in-kind services, i.e. accommodation and
meals paid for without cash payments to participants.

Incentives for staff can also include rent-free
accommodation, in particular for rural or remote areas,
access to free health care, the chance to move from
fixed-term contracts to permanent employment, faster
promotion, or access to scholarships (World Bank
2003).

Ensuring continuity and
sustainability

One of the key arguments made against salary top-ups
is that of unsustainability. Examples from Malawi and

Zimbabwe underline the importance of developing an
exit strategy that takes into account future aid flows and
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the government's budgetary capacity. In the case of
human resource financing in Malawi (Palmer 2006),
donors took several measures to ensure the
sustainability of their investments. In addition to
reaching an agreement with the government to maintain
or increase national budget expenditure on health over
the next six years, DFID committed to give two financial
years' notice of the withdrawal of the salary component
of its aid.

The DFID 2012 evaluation on Zimbabwe also included
an agreement that corresponding increases in salaries
paid by the government will make up for this shortfall.
However, the evaluation concludes that the withdrawal
of support from donors is likely to lead to significant
deterioration in service provision, because the
proposed public sector remuneration increases are
likely to prove unaffordable for the government. The
study recommends the extension by 2-3 years of the
programme as the phasing-out is happening too soon.
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