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The 1997 OECD Anti-Bribery Convention (OECD-ABC) was a landmark international
convention designed to combat global corruption by pushing signatories to pass laws
criminalizing bribery by their citizens and companies abroad that could be prosecuted in the
signatories’ domestic courts. Since its passage, the Convention has been lauded by legal experts
for its influence on domestic anticorruption laws and enforcement patterns, primarily due to its
peer review system (Stephan 2012, Tyler 2011, Spahn 2012, Spahn 2013, Hatchard 2013).
Despite the accolades, nearly two decades after the passage of the Convention, there is very little
direct evidence to answer the important question of whether the OECD-ABC has fulfilled its
primary goal of reducing bribery by firms investing abroad. Scholars have documented
increasing enforcement among some signatories (Heimann and Dell 2012) as well as reluctance
of investors to invest in (Cuervo-Cazurrd 2008) or trade with (D’Souza 2012) suspect locations,
but evidence is mixed on the direct effect on firm bribery (Spencer and Gomez 2011).

Although the hypothesis is straightforward and critically important on both academic and
practical grounds, evaluating the effectiveness of the OECD-ABC is complicated by three well-
documented research pitfalls. First, selection into the OECD-ABC was not random. The original
signatories were a collection of the most democratic and wealthy countries in the world,
comprising 63.9% of global exports and 85.1% of overseas direct investment (Transparency
International 2013). Second, the standard measures of corruption in international surveys of
investors are subject to both social desirability bias and non-response bias that are systematically
associated with signing the OECD-ABC. Since the OECD Convention raises the risk of
prosecution for bribery by the signatory country (according to its home country laws), it not only

reduces the willingness of investors to bribe but also reduces their willingness to answer honestly



in surveys regarding engagement in the activity (Couts and Jann 2011). Finally, the generic
survey questions that are available in standard datasets are ill-suited to investigate the study of
corruption because they conflate different forms of bribery.

We set out to resolve these problems with a careful research design of a single host
country—Vietnam—that is specifically devoted to evaluating the success of OECD-ABC. To
address the first challenge, we use a differences-in-differences (diff-in-diff) estimator to analyze
the change in corruption behavior between investors from signatories and non-signatories of the
Convention. Our sample includes 4,361 foreign investors in Vietnam, surveyed in four waves
between 2010 and 2013. Key to our design is an analysis of bribery behavior after the
introduction of Phase 3 of the OECD-ABC, which, according to experts, marked an important
shift toward greater compliance by forming working groups to perform onsite reviews of
signatory countries and monitor implementation (Stevenson 2014, Tyler 2011). By treating the
Phase 3 onsite reviews as the beginning of meaningful enforcement, we are able observe the
difference in the behavior between firms from OECD countries prior to OECD implementation
and afterwards. Since we focus on change in behavior, rather than the level of corruption, we can
separate the effect of the OECD-ABC from the home country’s attributes that are correlated with

the likelihood of signing.

The diff-in-diff design, however, does not resolve the question of correlated measurement
error. To address this problem, we take advantage of a novel strategy for measuring corruption—
the Unmatched Count Technique (UCT) or “list question.” Using this approach, we can both
directly measure corrupt behavior in a number of activities and simultaneously shield
respondents from the dangers of admitting to the illegal actions. Anticipating our results, we find

evidence of high levels of corruption in registration and procurement for foreign firms, both



before and after the original Convention. This level of corruption is especially high in licensing
for restricted sectors and procurement. Nevertheless, we provide strong evidence that the level
and growth of corruption is altered by the OECD-ABC. We find that firms from signatories had
the same propensity to pay bribes as non-signatories before the implementation of Phase 3.
However, after the onset of Phase 3 in 2010, when the risk of punishment substantively
increased, firms from the OECD-ABC significantly reduced their corrupt behavior relative to
their non-signatory peers. After Phase 3, firms from the OECD-ABC countries had about a 26
percentage point difference in the growth of bribery compared to firms from non-signatories,

with even larger reductions experienced by active enforcers of the Convention.

The OECD Convention and Anti-Bribery Activity

The OECD-ABC began as an ad hoc working group in 1989, culminating in the passage
of the Convention in 1997 and officially coming into force in February 1999. Countries have
joined and ratified the OECD-ABC at different dates, and new signatories (including Colombia
in 2013) have continued to join since its inauguration. The negotiations over the OECD-ABC
were partially triggered by the United States’ amendment of the 1977 U.S. Foreign Corrupt
Practices Act (US-FCPA) in 1988, which required the President to begin negotiations with
fellow OECD members on issues related to bribery (George et al. 2000, 495).

Two dominant motivations for the OECD-ABC have been put forward by scholars. First,
the Convention expanded the jurisdiction of criminal activity beyond the host country for foreign
investment, because it was becoming clear that not all governments had the capacity,
sophistication, or incentive to rid their investment environments of corruption (Kazmerek and
Newman 2011). Second, unilateral implementation by OECD members of such anti-corruption

legislation was insufficient, because corruption posed a global collective action problem



(Duvanova 2007, Magnusson 2013). Although corruption had negative effects on the general
investment environment, raising costs and increasing the uncertainty of doing business in some
countries (Zaheer 1995, Zaheer and Mosakowski 1997, Zaheer 2002, Miller and Eden 2006,
Mauro 1995, Wei 2000, Habib and Zurawicki 2002, Cuervo-Cazurra 2008), any one briber could
benefit by winning lucrative procurement contracts, licenses, or land deals (Bliss and Di Tella
1997, Ades and Di Tella 1999, Hellman et al. 2000). Thus, if a country unilaterally began to
punish the activities of its investors abroad, as the United States did with the FCPA in 1977, it
placed its investors at a disadvantage in competition with investors from other countries without
similar restrictions (Pacini et al. 2002, Schmidt 2009, Tyler 2011).

The key principle of the OECD-ABC is the passage of local laws criminalizing bribery.
The OECD does not directly enforce these laws, but a Working Group monitors both the
generation of anti-bribery legislation and the enforcement of anti-bribery laws of signatory
countries. The OECD-ABC was a striking departure from how many OECD countries treated
bribery abroad. Although all signatories had laws restricting domestic bribery in their own
countries, the high profile US-FCPA was one of the first acts that actually criminalized the
corrupt behavior of companies doing business abroad. Following in this vein, the OECD-ABC
“adopted an extraterritorial approach,” requiring governments to pledge to criminalize bribery
behavior outside of their home country (George et al. 2000: 486). Consequently, the bribery of
an official abroad became a criminal act, and individuals could be directly prosecuted in home
country courts for bribery behavior. The OECD-ABC provides explicit details ranging from how
individual actors can be extradited to the level of information sharing required by parties in

uncovering and prosecuting bribery.*

! See George et al. (2000).



What has set the OECD-ABC apart from previous multilateral efforts to combat
corruption is its peer review process, whereby each signatory must allow for a rigorous and
intrusive dissection of its efforts by the OECD Working Group in order to comply with the
Convention (Tyler 2011). Although all the reports maintain a diplomatic and formal tone, the
legal language can certainly be strong and pointed. For example, Australia, was savaged by its
evaluators in its Phase 3 report, which complained that the country “has only one case that has
led to foreign bribery prosecutions, out of 28 foreign bribery referrals received by the Australian
Federal Police (AFP) ... this is of serious concern,” (Hoy 2004).

The Peer Review of the OECD-ABC has proceeded in three phases, which countries have
met at different times depending on their accession dates. During Phase 1 (Evaluation Stage),
which began in 1997 and was completed by 1999 for the original signatories, the focus was on
whether legal documentation developed by the signatories met the standards set by the
Convention. Since the monitoring concentrated on the wording of legal texts, Phase 1 posed very
little threat to the activities of overseas multinational firms, and it is unlikely that we would
observe significant changes in behavior after its onset.? The purpose of the Phase 2 review
(Assessment Stage), which began in 2002 with a follow up evaluation in 2005 for the original
signatories, was to study whether the legal texts were being applied correctly and appropriately.
Phase 2 also broadened the range of covered activities to include non-criminal procedures, which
were part of the original Convention. Once again, these reports generally discussed legal
implementation and therefore were unlikely to influence overseas behavior by investors.

The real teeth of the OECD-ABC were brought to bear during Phase 3 (Enforcement
Stage). Phase 3 sought to move beyond the textual legal analysis to focus specifically on whether

signatory countries were living up to the spirit of the Convention by punishing malfeasance of

2 OECD Country Monitoring (n.d.).



their citizens and businesses abroad. Importantly for our research design, the Phase 3 Peer
Review was initiated in 2009 with a full schedule for all signatories, running from June 2010 to
June 2015.% Thus, even if a country was not scheduled to be evaluated until late in the schedule,
it had full knowledge of when it would be evaluated at the beginning of 2010. This year,
therefore, represents the critical shock to business behavior that we aim to evaluate in our data.

Prior to 2010 it was unclear what the final phase of the Convention would entail,
especially since the extent of the monitoring surpassed some of the most optimistic predictions
about it. The Phase 3 peer reviews now involve systematic on-site visits to both signatory
countries and the overseas locations of investors, and a shorter, more focused assessment
questionnaire has been added to pinpoint lack of adherence. Working Group reports now
specifically focus on how particular cases of corruption were dealt with and punished by
signatory countries (Tyler 2011). As Stevenson (2014, 1) writes, “The reports are often quite
harsh, even scathing, and the political embarrassment associated with a bad review can shame
governments and mobilize public opinion.” Despite the embarrassment, no single country can
block a report because the Working Group has adopted a “consensus minus one” standard. The
bite of the Phase 3 Peer Review has been further augmented by a companion document adopted
by the signatories, called the “Recommendation of the Council for Further Combating Bribery of
Foreign Public Officials in International Business Transactions,” which covers nineteen sections
ranging from facilitation payments to procurement to internal taxation rules.

<Insert Figure 1 here>

Transparency International (T1) (2013), which has been monitoring implementation of

the Convention, provides evidence that the enforcement behavior of the signatories changed after

Phase 3. At the end of 2009, the year before Phase 3 began, OECD-ABC signatories commenced

® OECD Schedule (n.d.)



67 foreign bribery investigations, resulting in 23 cases of punishment, 16 of which were major
(involving substantial fines or penalties). In 2011, the year after Phase 3 started, OECD-ABC
signatories pursued 130 cases, resulting in 42 sanctions, 16 of which were major. Figure 1
provides the historical record of the major foreign bribery cases pursued by OECD-ABC
members according to T1’s annual reports. The gray lines chart the time series of each
individual country, while the thick dark line shows the average number of major bribery cases.
Clearly for active enforcers we can see sharp changes in the number of cases after 2010, leading
to a slight upward change in the slope of the average number of cases. If proponents of the
Convention are correct, this greater enforcement should result in a deterrent effect, leading
MNCs abroad to curtail their behavior. In the firm-level analysis below, we probe this
hypothesis.

H1: After the onset of Phase 3 (2010), firms from countries that signed the OECD-
ABC will reduce the frequency of their bribery compared to non-signatories.

Skepticism about Convention Success

Skeptics have pointed out three reasons explaining why the OECD-ABC may not result
in decreased bribery and why we might find a non-result in our statistical analysis below. In this
section, we describe these reasonable criticisms as well as how we address them in our empirical
design.

First, a closer look at Figure 1 reveals that most of the activity is being driven by a
handful of countries.® As the OECD Secretary-General soberly noted after touting early
successes: “However, there has been little or no enforcement in over half of the Parties to the

Convention” (OECD 2013, 3). Heiman and Dell (2012) criticize this implementation of the

* OECD (2014) provides additional data on the 427 corruption cases to date.
® In fact, these are the countries that TI calls active (US, UK, Germany, and Switzerland) and moderate enforcers
(Italy, Australia, Austria, Finland), according to the number, size, and frequency of the cases prosecuted.



Convention, noting so few countries graded at the highest level of “Active Enforcement” with
the remaining signatories are spread over the three other categories of enforcement. This wide
variation in compliance, while demoralizing for proponents of the Convention, is interesting
empirically. Rather, than simply asking whether signing the Convention matters, we can further
probe how evidence of domestic enforcement (according to the four-point T1 scale) shapes the
behavior of foreign investors (Dell 2012). This leads to our second hypothesis.

H2: After the onset of Phase 3 (2010), firms from countries that actively enforce the

OECD-ABC will reduce the frequency of their bribery compared to non-signatories

and non-active enforcers.

A second obstacle to OECD success is the role of the host country. Prosecuting bribery
abroad requires both knowledge of the crime and the ability to gather evidence on the crime.
Major cases filed against Siemens (settled in 2008), Walmart (for bribery in Mexico), and
GlaxoSmithKline (for contracting payoffs in China) only came to light when the host countries
started their own investigations and shared information with home country authorities (Lichtblau
and Dougherty 2008, Barstow 2012, McDonald 2013). Host country governments can derail
OECD-ABC cases if they do not allow access to investigators or if they conceal the activities
because they themselves are benefitting from the bribery. Thus, in addition to variation in home
country legal construction and enforcement, more noise in compliance is introduced by the wide
variation in host country behavior. Fortunately, in our empirical analysis, this factor is held
constant by our decision to focus only on a single country—Vietnam. The variation for our
analysis is over time and across the wide spectrum of firms from different countries.

A final contentious issue concerns the exact definition of bribery. The key principle used

by the OECD-ABC is that a business cannot use bribery to gain an “improper advantage” over



other firms.® In cases such as bidding for government contracts, improper advantage seems
straightforward. For instance, if a briber is more likely to win a contract, then they likely had an
improper advantage. Nevertheless, a problematic feature of the OECD-ABC, and indirectly our
research design, is that one of the most common forms of bribery observed in developing
countries is tacitly allowed by the Convention. Facilitation payments or “grease money” are
payments to expedite a process of gaining access to a good or service to which a firm is entitled,
such as a registration certificates, sector-specific licenses, business premises, or other forms of
documentation needed to legally operate in the home country, and these types of payments are
often not explicitly covered in domestic anti-bribery laws, such as the US-FCPA (Koch 2005).

The OECD-ABC does more than turn a blind eye to these practices. In fact, they
specifically permit facilitation payments by businesses. According to Argandofia (2005, 255):

...Paragraph 9 of the official commentaries explicitly excludes “small facilitation

payments” made to “induce public officials to perform their functions, such as issuing

licenses or permits.”

This could be especially problematic for our study of firm registration. If firms are
compelled to bribe bureaucrats to speed up the process of a legitimate firm registration, it is
unclear if this is really a firm gaining an “improper advantage.” Although the OECD has been
vocal on the need to make facilitation payments illegal (Strauss 2013)—and Vietnam considers
them to be illegal as well, which technically makes them illegal under the FCPA (Nichols 2013),
the OECD-ABC largely allow countries to make their own decisions on whether to criminalize
facilitation payments, thereby allowing punishment for perpetrators in home country courts.
According to Schemmel (2002), only ten signatories make facilitation payments illegal, and the
enforcement of anti-bribery laws concerning this type of payment are significantly more lax than

other forms for bribery.

® See George et al. (2000) for an excellent discussion.



To address this problem, we also analyze two additional types of bribery that are clearly
more severe than facilitation payments: bribery to allow for discretionary access to restricted
sectors and bribery for procurement contracts. These types of bribery are against the spirit of the
OECD-ABC and have been the subject of numerous reports and initiatives.” In the official
comments of the agreement, the OECD clarified that bribery during procurement was outlawed,
“whether or not the firm was the most qualified bidder.”®
Empirically Evaluating the OECD-ABC

The empirical evidence is mixed regarding the effectiveness of laws against bribery in
home countries on bribery behavior of their firms abroad. Hines (1995) finds that the US-FCPA
had a major negative impact on U.S. business, while Graham (1984) finds that the US-FCPA had
no impact on the market share of U.S. investors in corrupt countries. There is evidence that the
OECD-ABC leads foreign actors to curtail their behavior in suspect environments, including
reducing FDI (Cuervo-Cazurra 2008) and exports (D’Souza 2012) into highly corrupt countries.
In the only study of the direct influence of the OECD-ABC on corruption, Spencer and Gomez
(2011) demonstrate mixed results depending on where the survey was collected, finding
evidence in Ghana but not in Eastern Europe. They attribute the divergence to the fact that the
survey in Eastern Europe was conducted during the OECD-ABC ratification process and
therefore had no teeth.

There are important reasons for the mixed conclusions. Research on the OECD-ABC is
dogged by three well-documented research pitfalls. First, selection into the OECD-ABC is not
random. The original signatories were a collection of the most democratic and wealthy countries

in the world, which was no accident. Firms from these wealthy countries were the most likely to

’ See OECD (2007).
8 OECD (2011, 14).

10



be competing for opportunities abroad. However, because of the selection process, it is difficult
to empirically separate the effects of signing the OECD-ABC on multinational corruption
behavior from other features of the original signatories (e.g., wealth, democracy, lower home
country corruption, distance from emerging markets, etc.) that might also reduce corruption
(Fisman and Miguel 2007).° Worse vet, all of these features are highly correlated, so it is
impossible to pinpoint which of the home country features is actually doing the work.

Second, the standard measures of corruption in international surveys of investors are
subject to both social desirability bias and non-response bias. The strength of these biases is not
random, but instead strongly associated with signing the OECD-ABC. Since the OECD
Convention raises the risk of prosecution bribery by investors from the signatory country, it not
only reduces the willingness to bribe but also reduces the willingness to provide honest answers
in surveys regarding engagement in these activities, which presents an extreme example of social
desirability bias (Couts and Jann 2011). Fearing home country prosecution, firms from signatory
countries are systematically less likely to report bribery and more likely to abstain from
answering corruption questions. Although, it is worth noting that poor implementation in some
countries indicates that the true probability of home country prosecution is low. Whatever the
true probability, however, it is higher than the zero probability faced by investors from non-
signatories. As a result, analysts cannot determine whether correlations between OECD-ABC
membership and reduced bribery are the result of a real causal relationship, or simply a
correlation between signatory status and measurement error in the dependent variable.

Finally, generic survey questions about corruption (which we look at below), though

commonly available, are ill-suited to investigate the study of corruption, because they conflate

® See Online Appendix A1 for a formal balance test detailing the wide range of confounders that are associated with
OECD membership.
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the different forms of bribery discussed above. In many of the standard questions, it is not clear
whether firm answers refer to facilitation payments or more pernicious forms of corruption.
The Research Setting: Investment Liberalization and Bribery in Vietnam

To obtain more accurate measures of corruption and avoid noise caused by host country
cooperation, we focus on a single FDI recipient: Vietnam. Vietnam has emerged as one of the
most successful developing countries in attracting FDI across a number of sectors. Although
liberalization in the 1980s and 1990s attracted large numbers of investors, Vietnam’s entry into
the WTO in 2006 has been the highpoint of attracting FDI. After entering the WTO, FDI inflows
totaled a staggering 10% of GDP (World Bank 2010). Although many advanced industrialized
countries have joined the Convention, the major investors in Vietnam consist of both firms from
signatory and non-signatory countries. Thus, studying Vietnam allows us to examine investment
in a developing country that includes a wide range of investors.

Using original survey data we are able to document how the investors’ country of origin
shapes bribery behavior for both firm registration and securing procurement contracts. In this
section, we provide a clear application of this novel measurement of corruption by drawing on
four waves of the Vietnam Provincial Competitiveness Index (PCI) survey.'® This survey paints
a relatively comprehensive picture of domestic and foreign firms in Vietnam’s 63 provinces with
high response rates of 30% for domestic firms and 25% for foreign firms.** The PCI research
team ensures that each year this survey is representative of the population of firms in Vietnam
(VCCI 2013). Most important for this study, of the 10,437 active foreign firms in Vietnam, 46%

of these firms (4,821) are in the sample.

19 Methodological details and background on the survey can be found at www.pcivietnam.org.
1 See White and Luo (2006) for a discussion of response rates in firm level surveys.
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Foreign investment in Vietnam is largely dominated by firms from East Asia. The five
largest investors in national data and in the PCI sample include Taiwan (18.41%), South Korea
(15.56%), Japan (15.38%), China (4.83%), and Singapore (3.96%). The sample also includes 560
investors from the EU, 176 investors from the US, and 61 from Australia. Although this
concentration of investment from East Asia may seem like a liability for this study, two of the
top five countries (Japan and South Korea) are both signatories of the OECD-ABC. The other
top Asian investors are not. Overall, 42% of foreign investors in Vietnam are subject to the
OECD-ABC, providing comparison groups that are relatively equal in size. Thus, our study
provides the added benefit of a large number of investors from the same region along with
considerable variation in signatories to the OECD-ABC.

Despite Vietnam’s success in attracting FDI and increasing liberalization over the past
decade, Vietnam remains a difficult environment for foreign investors to its complex FDI
policies—currently ranking 116 out of 175 countries on T1’s Corruption Perceptions Index
(CPI). Vietnam’s 1987 Foreign Investment Law, the first major reform regarding FDI, led to the
liberalization of many sectors. Some sectors, known as “Group A” projects, however, are
formally open to entry by foreign firms, but only after special approval from the Prime
Minister’s office. These special requirements covered over thirty different economic sectors,
ranging from insurance, transportation. 2

Because Group A sectors in Vietnam require special registration approval for entry,
foreign firms must apply for access to these “restricted” sectors and bureaucrats have the
discretionary power to allow or deny entry. The special licenses to enter these sectors are not
facilitation payments, since they are not available to all firms, and specifically limit access to

losers and later firms in the cue. In this sense, they operate far more like procurement contracts,

12 We provide details on these sector restrictions in the Online Appendix A2.
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granting a foreign business exclusive access to a revenue stream without significant competition
in the same way a country might be granted exclusive rights for natural resource extraction.
Correspondingly, work has shown that sectors where investors need special permission to enter
Vietnam had 2.4% greater industrial concentration and 13% higher profit margins (AUTHOR).
The key reason is that these sectors provide rents for firms and allow the gatekeepers of these
sectors to demand bribes in order for firms to enter (AUTHOR). It should come as no surprise,
therefore, that these sectors are also associated with a higher propensity to pay bribes.*® For
Group A sectors, simply using bribery as a facilitation payment is unlikely; rather, firms are
literally buying access into monopoly rents.** In fact, a deep theoretical literature has shown how
the availability of rents shapes bribery behavior (Bliss and Di Tella 1997, Ades and Di Tella
1999, Djankov et al. 2002).* Our hypotheses outlined above focus on the impact of the OECD-
ABC on bribes. We believe that this analysis of bribery in restricted sectors, as opposed to
facilitation payments, is an important test of these hypotheses.
A Standard Analysis of Corruption

Before delving into our suggested methodological approach, it is useful to ask how
traditional corruption questions perform in the measurement of corruption in Vietnam. To do
this, we utilize two questions from the PCI survey, which directly replicated two standard

corruption measures used in the World Bank’s Enterprise Survey and are employed in the World

3 For example, AUTHOR showed that sectors in Vietnam that restricted entry to foreign firms have much higher
levels of industry concentration and profitability. Indeed, they find that 39.4% of foreign firms provided bribes to
enter these sectors.

4 D’Souza (2012, 74-75) specifically notes that the Convention “pertains to payments that afford firms an unfair or
unwarranted advantage in, for example, securing a government contract, acquiring an import permit, or starting a
business.”

15 For additional firm-level studies of bribery for rent seeking see: Svensson 2003; Clarke and Xu 2004; Martin et al.
2007; Lee et al. 2010; Jeong and Weiner 2012.
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Bank’s Control of Corruption index.*® The first question asks firms to record whether it is
common for firms like them to pay bribes. The second question asks firms to record the share of

revenue that they pay in bribes each year. ! We present both questions in the box below.

1. Do you agree with this statement? “It is common for firms in my line of business
to have to pay some irregular ‘additional unofficial payments.’

1.0 Yes

0. d No

2. On average, what percentage of income do firms in your line of business typically
pay per annum in unofficial payments to public officials?

1.0 0% 5. Q4 Less than 1%

2. O From 1% to less than 2% 6. O From 10% to less than 20%
3. O From 2% to less than 5% 7. O From 20% to less than 30%
4. O From 5% to less than 10% 8. 1 Over 30%

Note that both questions share three common features that are standard in surveys
measuring corruption. First, they ask firms to project away from their own culpability in the
corrupt activity. This is thought to protect respondents because they are not admitting culpability
but only talking about “others.” The conceit is that the respondent will actually answer about
their own activity. One cost of this approach, however, is that it can lead to over-reporting, as
respondents report a “common” activity that they have not directly observed. Second, the
questions are general in nature, asking the respondent to reflect and account for all the types of
corruption encountered that year. Thus, we do not know what activities generated the bribery,
whether it should be treated as a facilitation payment, or whether it could be connected to
changes in the dependent variable, which would help in specifying useful policy changes.
Instead, only very general changes in the legal environment can be detected. Third, the questions

ask firms to comment on the contemporary level of bribery in their host country. This is a

16 To see their location in the World Bank’s Control of Corruption Index see the label BPS in the Governance
Codebook <http://info.worldbank.org/governance/wgi/index.aspx#doc>.

7 As is standard in Vietnamese surveys, the PCI uses the colloquial “unofficial” or “informal” payments to denote
bribes because these terms are less sensitive, used widely in the country, and understood broadly by respondents.
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reasonable choice as the goal is to reflect the current environment, and progress in corruption can
be made by comparing iterations of the survey over time. However, this strategy comes at a cost
because the surveys do not nail down when these firms actually experienced the corruption they
are discussing. Most corruption takes place as businesses engage in specific activities, such as
registering, acquiring an investment license, obtaining land, or bidding for government
procurement contracts. Although all firms answer the survey at the same time, the length of time
they have been in the country varies considerably, meaning the years in which they were exposed
to corruption (especially those connected to business entry) will also vary considerably.

The combined effects of these three reasonable choices in designing standard corruption
questions is that we cannot tell whether the OECD-ABC has led to a reduction in corruption; we
can only tell whether OECD-ABC signatories are less likely to report corruption. Although less
exciting, observing this correlation is a critical starting point for our analysis. Figure 2 reveals a
3.4% lower propensity of firms from OECD-ABC signatories to indicate “yes” to the first
question and about a 0.23 shift down on the eight-point bribery scale, which corresponds to a 0.5
percentage point decrease in the amount of income devoted to bribes, in terms of the second
question.*®

<Insert Figure 2 about Here>
Some analyses of bribery might stop here. A closer inspection of the data, however,
concerns us greatly about how firms respond to these standard bribery questions. Intriguingly,
the strength of the relationship between OECD-ABC and bribery spiked significantly during
2012, nearly doubling in size compared to previous and later years. What could account for the

enormous success of the OECD-ABC in this specific year? Second, item non-response to the

'8 These results are robust to multivariate analysis, controlling for both firm and country-level confounders. See
Online Appendix A7 for details.
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corruption question averages about 30% over all four years, indicating the potential for a
significant bias posed by who decided to answer the surveys. Third, the distribution of responses
across question two is not normal, but is highly skewed toward very low levels of reporting bribe
amounts. This raises concerns, but the implications for inferences about corruption are not
obvious. In normal times, it is difficult to evaluate if individuals are providing non-responses or
false responses to bribery questions for fear of incrimination.

In the middle of fielding our 2012 PCI survey, however, a natural experiment emerged
that allows us to tease out the true motivations for reticent response to the standard survey
questions. On August 20, 2012, the chairman of Asia Commercial Bank (ACB) was arrested in a
corruption scandal, sending shock waves through the business community (Robinson and Bland
2012). We use this shock to provide a stress test (technically, a regression discontinuity design
(RDD)), where we can evaluate willingness to answer bribery questions in the wake of this
scandal.

The details of the scandal are well documented in international media (Bloomberg News
2012). Indeed, the media coverage itself may have contributed to non-response bias, as foreign
investors were reminded that bribery scandals might become known to their home country
governments. Critically for our research, the arrest of the head of ACB, a firm with a fantastic
reputation, numerous foreign clients, and the backing of multiple foreign equity investors, not
only rocked confidence in the company, it led to an immediate 10% decline in the Ho Chi Minh
stock market. This major sell-off in the stock market allows us to identify the exact timing of
when markets (and managers) became aware of the seriousness of the scandal.*® This date,

August 20, 2012, was during the midpoint of the distribution the 2012 PCI-FDI, with almost

9 To identify the exact date, VCCI 2012 uses a statistical method called “change-point analysis.” See the 2012 PCI
Report (Chapter 4, p. 61) and our Online Appendix A4 for a picture of the drop.
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50% responses before the scandal and 50% responses after the scandal. Timing of the PCI mail-
out is randomized, so the respondents receiving the instrument before and after the scandal are
balanced on other attributes that could shape bribery behavior.*

Did this bribery scandal lead to a major change in how managers answered these direct
questions on corruption? To test this proposition we regressed item non-response (nr)* on the
bribe size question (#2 above) on the multiplicative interaction of (1) was the firm is a signatory
of the OECD-ABC (OECD) and (2) was the survey was distributed after the ACB arrest
(AfterACB). To address omitted variable bias, we control for firm and country attributes.*?

nr, = B, + BOECD, + 3, AfterACB, + S,0ECD * AfterACB, + FX, +CX, +e

The left panel of Figure 3 presents the results, where we graph the predicted probability
of non-response over the date in which the survey was answered (measured by the days before
and after the ACB scandal broke). The graph clearly shows that before the scandal the predicted
item non-response was already relatively high (about 21%), but there was no statistical
difference between investors from OECD-ABC and non-OECD-ABC signatories. After the
crisis, however, the two groups sharply diverge with the average non-response among OECD-
ABC signatories spiking to 39% while the non-OECD-ABC respondents remain level. This
result illustrates the dilemma in interpreting less reporting of bribery by firms from OECD-ABC
signatories as evidence of less corruption. If bribing firms were the most reluctant to answer a
direct bribery question honestly, because they were worried about criminal penalties, the
decision of OECD-ABC respondents not to answer would lead to an apparent lower bribery

share for that group. In other words, non-response bias is the likely answer to why OECD-ABC

20 Batches of surveys are mailed out randomly and research assistants randomly call managers as a reminder to fill
out the survey. See VCCI 2012, p.62 for more details.

2! |tem non-response means that managers that filled out the survey but did not answer the individual corruption
question.

22 See Online Appendix A8 for full multiple regression results.
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firms appear to have lower levels of bribery than their non-OECD-ABC competitors on standard
guestions.

<Insert Figure 3 about Here]
A New Research Design for Evaluating OECD-ABD Effectiveness
Our discovery above that social desirability and non-response bias among OECD-ABC
signatories is directly biasing in favor of research designs trying to measure the Convention’s
effectiveness is not new. The use of perceptions of corruption rather than actual incidence of
corruption has been widely criticized (Treisman 2007, Olken 2009). There is evidence that firms
are reluctant to share information on their direct payments to politicians for fear of legal or
political reprisals (Knack 2006, Seligson 2006, Kraay and Murrel 2013). To mitigate these

concerns, scholars have been increasingly turning to alternative ways to measure corruption.

The List Approach to Corruption Analysis

Our approach directly asks respondents about their experience, while shielding them from
incriminating themselves or being subject to reprisal, thereby reducing downward bias in
corruption associated with the OECD-ABC. We designed the PCI survey to include a question
that utilizes the UCT, which is also known as a “list question” (Ahart and Sackett 2004).
Evidence suggests that list questions are easy for respondents to understand and outperform other
techniques in their ability to elicit sensitive answers from respondents (Coutts and Jann 2011). In
our context, a respondent can “admit” to bribery without fear that this information can be used
against the manager or firm. To get a sense of how well this is accomplished, in the right hand
panel of Figure 2, we replicated our ACB experimental analysis on the UCT question about

bribing at registration, which was also used in the survey. Two conclusions stand out in the
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graph. First, item non-response with the UCT is half the size (11%) of the standard question.
Second, there is no difference between OECD-ABC and non-OECD-ABC firms before and after
the ACB revelations.

The benefits of the UCT are achieved by separating respondents, in our case firms, into
two groups that through randomization are equal in terms of all observable characteristics. One
group, that we call our “control group” receives a list of non-sensitive items and is asked to
indicate how many of these items the respondent has engaged in. In our survey, we ask firms
about their experience with registration and procurement.?® Respondents are instructed to
indicate the total number of activities that they engaged in, but not to indicate their participation
in any particular activity. In other words, respondents answer 0, 1, 2, or 3 rather than checking
off boxes next to the specific activities in which they participated.

The other half of our sample, our “treatment group,” receives the same list, but with one
additional sensitive activity. In our UCT question below, the sensitive item is activity three.
Respondents are given the same instructions: “Provide us a number, but do not indicate any of
the individual activities that the firm or manager engaged in.” Respondents then simply answer
0,1, 2, 3, or4.

Notice that the treatment group has one more item than the control group, which is the
crux of the experiment. If all of the respondents in the treatment group engaged in bribes, we
would expect that the mean response of the treatment group to be one point higher than that of
the control group. Conversely, if no firms paid bribes, the means for the control and treatment

group should be the same.

2% Question C6 in the PCI-FDI survey, shown in the box below.
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UCT Question 1: Please take a look at the following list of common activities that
firms engage in to expedite the steps needed to receive their investment
license/registration certificate. How many of the activities did you engage in when
fulfilling any of the business registration activities listed previously?

1. Followed procedures for business license on website.
2. Hired a local consulting/law firm to obtain the license for your firm.
3. Paid informal charge to expedite procedures.
(Only Available on Form B of the Survey)
4. Looked for a domestic partner who was already registered.

This question was included in all four PCI-FDI surveys between 2010 and 2013 that were
mailed out to firms in both English and Vietnamese. There is excellent balance across the control
and treatment groups, mitigating concerns that differences between the groups is attributable to
differences in the sub-samples.?* Another concern is that if these activities are too frequent
(everyone is answering at the maximum) or too rare (most responses are zero), respondent
answers on the sensitive question are not effectively shielded. Luckily our survey indicates that
most firms answer one or two items, and few are near the floor or the ceiling.

UCT Experiment Results

To first analyze the level of bribery during registration, we present a simple difference-in-
means between the number of activities completed in the treatment versus the control groups in
Table 1. As the first two rows of the table show, treatment firms engaged in 1.595 activities,
while the control group engaged in 1.403 activities. These means are significantly different,
indicating the success of the experiment. More specifically subtracting the control from
treatment averages, we find that on average, 19.2% of foreign firms engaged in bribery.

<Insert Table 1 about Here>

% See Online Appendix A3 for details.
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Although uncovering bribery by foreign firms is interesting, our key test is how OECD-
ABC signatories fare relative to non-signatories. In the next three panels, we disaggregate the
analysis between OECD-ABC signatory and non-signatory countries. Consistent with our
hypothesis, the differences between the two groups are non-significant in aggregate before the
onset of Phase 3. However, after Phase 3, a huge gap opens up between firms from signatory and
non-signatory countries. While firms from OECD-ABC signatory countries continue to bribe at
about the same frequency as before Phase 3 (around 22%), firms from non-signatories more than
doubled their bribe frequency (from 16.7% to nearly 44%).

The simple difference-in-means is suggestive of our hypotheses, yet we are leaning
heavily on the representativeness of the comparisons between groups. Are we sure that firms
from non-signatory countries are investing in the same sectors or types of operations? In short, it
is possible that these results suffer from omitted variable bias, which can be mitigated through
multivariate regression.”® To control for potential confounders within the UCT framework, we
utilize a two-stage estimation model developed by Blaire and Imai (2012) called LIST. This
method uses a set of covariates to model non-sensitive responses in the control group and then
uses this model to estimate responses for the treatment group. The process involves fitting a
model to describe the control group, then using the estimated coefficients to predict new values

for the treated group, as described below.

> OECD-ABC signatories are not randomly assigned. The countries that have signed are significantly richer, more
democratic, and more likely to be in Europe or North America. Moreover, OECD-ABC businesses are slightly
smaller in their initial capital sizes and more likely to be in manufacturing industries, rather than services or
construction. We add control variables to address the main differences in initial starting status between firms from
OECD-ABC signatories and those that are not.
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Y. = f(X,y)+T.(X,0)+¢,where:

Y, s response variable (total number of activities),

T, : treatment variable (received survey with sensitive item),

-X, »matrix of covariates,

-f (X,y) :model for non-sensitive items (negative binomal regression),
-g(X,0) : model for sensitive items (non-linear least squares).

We fit the f (X,7) model to the control group in the first stage. From this we obtain the
relationship between the response to the non-sensitive questions and each independent variable
(7). Then we fit the g(X,0) model in the second stage using non-linear least squares (NLS) in
models without fixed effects and linear estimation in models using sector fixed effects. Then

after subtracting f (X,7)from Y; we have a measure for the relationship between bribery and

each independent variable (3 ).2°
Model Specification

Using the UCT helps limit the dangers of non-response and social desirability. In addition
to measurement error, however, a key issue in the naive analysis above was the potential omitted
variable bias that might be associated with OECD-ABC signatory status. Because so many
factors correlate strongly with membership, causal inference is nearly hopeless in a cross-
sectional model. To address this, we employ a diff-in-diff estimator, which assesses the change
in the behavior of firms from OECD signatories before and after the onset of the Phase 3
implementation stage. Focusing on Phase 3 has practical, empirical, and theoretical benefits.
Practically, only 549 firms (229 from OECD-ABC signatories) were registered before 1997,
limiting precision about the pre-OECD-ABC environment. Empirically, however, even if more

firms entered before 1997, using it as the cut-off would still be risky due to recall and survival

%6 Standard errors are clustered by country and are calculated using bootstrapping with 1,000 replications.
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bias. Remembering activities that took place nearly two decades ago would be difficult under
normal circumstances, and this is made even more challenging due to the fact that the original
country manager may have left. Survival bias enters as well since firms that have remained in
Vietnam since 1997 are part of a unique group of operations that have successfully navigated the
Vietnamese environment for two decades, and that success undoubtedly colors their views of
governance.’’ Theoretically, the extant literature makes clear that Phase 3 posed a unique
structural break in home country implementation.

Returning to the design, we expect that g, the predicted proportion of firms paying bribes,
is determined by the following equation, where i is an index of firms and t indexes the year they
completed registration activities. C is a matrix of time-variant firm and country controls.

g, =9, + 6,0ECD, + 8,Phase3, + 5,0ECD, *Phase3, + FX, +C, + ¢,

The key feature of the diff-in-diff model is that we can separate the structural features of
OECD signature status from the change caused by Phase 3.2% This can be seen directly in the
formula. The coefficient d; provides the effect of OECD-ABC member prior to the onset of
Phase 3 in 2010, and &, provides the change in corruption since 2010 in the non-signatory group.
d3 Is the key parameter of interest, as it provides the additional effect of OECD-ABC
membership on bribery after Phase 3 came into force (the diff-in-diff).

Since we are using a two-stage, non-linear estimation strategy and our key causal variable
is not exogenously assigned, it is crucial that we demonstrate that our results both hold in the
most parsimonious model and are robust to changes in specification. This is the strategy we

adopt in Table 2 using the LIST methodology outlined above, where we present the simple

2T To ensure that our results are not caused by recall bias resulting from firms that registered many years earlier or
from a particular era of regulatory development, we restrict the sample to firms that registered after 2005.

%8 The diff-in-diff estimator identifies the impact of the treatment under the parallel paths assumption that the
unobserved difference between the treatment and control groups is time-constant before the intervention. We test
this assumption in Appendix A10 and Al1, finding that it holds in our analysis.
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relationship and then try our best to disprove it.?° Note that our sample size is halved because it
is a two-stage model, where we first estimate the number of non-sensitive items in the control
group, and then use those estimates to calculate bribery in the treatment group in the second
stage. Thus, our n only reflects the observations in the treatment group.® In Model 1, we present
a model with no controls, showing that our results correctly recover the difference-in-means
estimate presented in Table 2. We find that 19.2% of firms pay bribes in our sample.

We begin our analysis in Model 2 of Table 2 by assessing the interaction of OECD and
Phase 3. Since bribe propensity can differ dramatically across sectors, we introduce two-digit
ISIC sector fixed effects in Model 3. Model 4 introduces the exact same firm-level confounders
used above, and Model 5 adds in commonly used country-level confounders (e.g., GDP per
capita, distance from Vietnam, home country corruption, and level of democracy). As noted in
our theory, one contentious issue is the domestic enforcement of these conventions. To assess the
effect of enforcement in Model 6, we use the four-point Heiman and Gill (2012) coding of
domestic enforcement, ranging from no enforcement (1) to full enforcement (4).

Focusing on the fully-specified model in Model 5, we find strong support for the notion
that Phase 3 implementation has important effects on reducing bribery in OECD-ABC
signatories. Looking at the first coefficient in the table (5,), we see that bribe frequency increased
by 35 percentage points since 2010 among non-signatories. The second coefficient (31) shows
that OECD-ABC signatories were significantly less corrupt (about 16 percentage points) than
non-signatories prior to the onset of Phase 3. This effect should be treated with caution because it

is not robustly significant across model specifications. Moreover, severe multicollinearity means

it is not clear whether this is due to the Convention or unobserved features of the signatories.

2 Online Appendix A6 provides descriptive statistics for all variables used in our regression analysis
% To preserve space, we only present the bribery results, although first stages will be made available with our
replication materials.
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The coefficient on the interaction (83) IS the critical parameter in our analysis, providing the diff-
in-diff since 2010: a 26 percentage point reduction in the growth of bribery for OECD-ABC
signatories relative to non-signatories. However, it is important to notice that this coefficient
does not fully offset the coefficient on Phase 3 alone (81), which indicates that corruption has
increased slightly among signatories, but far less than among non-signatories.

To make sense of these results, the northwest panel of Figure 4 plots the predicted and
marginal effects from the interaction. We can see that prior to Phase 3 the predicted probability
of bribery was 5.7% (represented in the graph by the light diamonds) among signatories and 22%
among non-signatories (dark dots) after controlling for covariates. Overlapping confidence
intervals, however, indicate that these levels were statistically indistinguishable. After 2010, as
the Vietnamese economy boomed and investors sought new opportunities created by WTO entry,
non-signatories increased their bribery dramatically, reaching a predicted probability of 57%.

Vu Quang Viet, a leading Vietnamese economic analyst, summarized his view of what happened
as a process of: “...opening up the economy outwardly and generating much more wealth, thus
offering more spoils for abuse and bribery which have reached an unprecedented scale under the
current regime” (Viet 2010, 17). By stark contrast, firms from signatories have a predicted
bribery of 15.7% after Phase 3, which is not significantly different from the pre-Phase 3 period.
Thus, it is clear that while Phase 3 was not successful in eliminating bribery, it does show that
during a period of high growth in the Vietnamese economy along with lucrative opportunities for
malfeasance, the OECD-ABC appears to have significantly restrained growth in bribery.
<Figure 4 about Here>
Applying the same analysis to enforcement in the northeast panel, we find that variations

in enforcement made little difference prior to Phase 3, when the Convention had very limited
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teeth. Statistically, there is no difference between those with some level of enforcement (3 and 4
on the TI scale) and those with limited or no enforcement (1 and 2 on the TI scale). The change
rate, however, is statistically significant. OECD-ABC countries, which were willing to enforce,
saw an eight percentage point reduction in the growth of corruption after the onset of Phase 3.
Our results provide strong evidence that both signing the OECD-ABC and enacting
domestic legislation consistent with the Convention has been effective in reducing the growth of
bribery relative to non-signatories. Although, we find signatories are marginally more likely to
bribe after Phase 3 than before. Our research design cannot account for the many factors that
may be driving bribery behavior. Our main test is the comparison of how the OECD-ABC affects
the relative bribery behavior of managers. On this score, our results are clear. The difference
between OECD-ABC signatories and non-signatories first becomes relevant after Phase 3. After
Phase 3, we observe OECD-ABC signatories bribing at much lower levels than non-signatories.
As outlined in our theory section, our question on bribery during registration could be
confounding facilitation payments, which are consistent with the Convention, with other forms
of bribery that are clearly deemed illegal by the Convention, e.g., bribes to enter into “restricted”
sectors and bribes during procurement. In Models 7-10 of Table 2, we present results limiting
our analysis to entry into restricted sectors. In Table 3, we present our results on bribery during
procurement, limiting the analysis to the year the firm competed for a procurement contract.
The southwest panel of Figure 4 presents the predicted and marginal effects of the model
using only restricted sectors. As predicted by H3, we see an even more striking effect in areas

that cannot be legally construed as facilitation payments. While predicted bribery in restricted

%1 Because of the small sample size in these two analyses, we follow Glynn (2013) by truncating bribes at zero when
firms have predicted bribes that are nonsensically less than zero. This tends to raise the average bribe size slight, but
marginal effects remain unchanged.
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sectors grows among non-signatories from 65% to 87%, predicted bribery among signatories
declines from 27% to slightly less than 8%.
<Table 3 about Here>

In Table 5, we present an analysis of bribery during procurement, limiting our sample to
only firms active in government procurement contracts.* Results from this analysis are more
tentative because very few foreign firms in Vietnam actually engage in government contracting.
The southeast panel of Figure 4 presents the marginal effects of the fully-specified procurement
model (Table 5, Model 3). Procurement bribes follow a different pattern. OECD-ABC firms are
considerably more likely than non-signatories to bribe prior to Phase 3 (86% versus 24%).
Nevertheless, the onset of Phase 3 reduced the activity among OECD-ABC signatories (to about
70%), while it increased over the same time period among non-signatories (to 36%).

Again, although bribery behavior can be driven by many factors, our results are
consistent when looking at the differences between OECD-ABC signatories and non-signatories.
There is little difference between these groups until Phase 3. After Phase 3, we observe vastly
lower levels of corruption among firm from signatories compared to those from non-signatories.
Conclusion

In this paper we engage the large and growing literature on the determinants of bribery in
business transactions using Vietnam as an ideal empirical case study of liberalization to test how
the OECD Convention on Bribery of Foreign Public Officials in International Business
Transactions, and its enforcement, shape bribery. Using a major corruption scandal in Vietnam
during the rollout of our survey as a natural experiment, we show that mangers are extremely
sensitive to answering questions about corruption. We then introduce unique survey data that

directly measure corruption without forcing managers to incriminate themselves for illegal

%2 The full wording of the UCT procurement question can be found in Online Appendix A9.
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activities. Using this methodology we find that roughly 20% of foreign investors in Vietnam
engaged in bribery.

We harness this data to answer a set of important substantive questions on how the
OECD-ABC affected levels of bribery by firms from signatory countries located in Vietnam.
Our main finding is that the success of the OECD-ABC is mixed. We find that merely signing
onto the Convention had no impact on bribery. Only once the countries experienced serious
monitoring in Phase 3 of the Convention do we see a divergence in bribery behavior by
signatories and non-signatories. In this phase, we find substantial evidence that the Convention
has helped curb bribery behavior by managers. We find the same general trend whether we look
at informal payments during business registration, bribery to gain access to “restricted” sectors,
or bribery engaged in during procurement. Firms from OECD-ABC signatories, and especially
the countries with the strongest enforcement, engage in less corruption relative to firms from
non-signatory countries, even after controlling for non-random selection into the OECD-ABC.

However, our results indicate that the OECD-ABC has not stopped, or in some cases
even slowed, bribery in Vietnam. This Convention is therefore far from a single solution that can
curb bribery. On the other hand, however, we do find that, absent the Convention, and
specifically monitoring in Phase 3, bribery levels among firms from signatory countries would

have been much higher.
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Figure 1: Foreign Bribery Cases Pursued in Signatory Countries before and after Phase 3
Thin gray lines show the trend lines for each of the 29 individual signatories. The thick dark line
marked by diamonds provides the mean number of cases for all OECD Signatories.
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Figure 2: Differences between OECD Anti-Bribery Convention Signatories and Non-
Signatories Using Standard Corruption Questions. Data obtained from four years of annual
PCI-FDI survey (2010-2013) using questions el11 and e12, which replicate questions j7a and j7b
from the World Bank’s Enterprise Survey. These graphs show unadjusted differences in means,
but the results are robust to multiple regression using firm-level, sector-level, and country-level
controls.
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Figure 3: Stress Test — The Impact of the OECD Anti-Bribery Convention on Reticent
Response before and after the Arrest of Nguyen Duc Kien, Chairman of ACB Commercial
Bank. X-Axis reports predicted probability of item non-response based on the multiple

regression in Table 2. The Y-Axis records the days before and after the ACB crisis that the

respondent received the PCI-FDI survey. The first panel shows changes in reticent response to

standard corruption questions. The second panel shows changes in reticent response to the

Unmatched Count Technique (UCT).
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Figure 4: Marginal Effects of Phase 3 Onset on Bribery. Each panel portrays the predicted
and marginal effects of fully specified regression models in Tables 3 and 4. Dark dots denote the
predicted share of firms from non-signatory countries paying bribes. Light diamond dots depict
bribe frequency for OECD-ABC signatories. Range bars are 95% confidence intervals. Slope
lines between predicted values display the marginal effects of Phase 3 onset. The Registration
results are drawn from Table 4 (Model 5), the Enforcement results from Table 4 (Model 6),
Group A results are from Table 4 (Model 8), and Procurement commissions from Table 5
(Model 3).

37



Table 1: Calculation of Firms Paying Bribes using the Unmatched Count Technique

1. All Firms, All Years

Treatment Mean SE Low High Bribe
No 1.403 0.02 1.37 1.44 19.2%
Yes 1.595 0.02 1.56 1.63
2. All Years by OECD Anti-Bribery Convention Signatory Status
OECD Treatment Mean SE Low High Bribe
No No 1.371 0.02 1.32 1.42 18.7%
No Yes 1.557 0.02 1.51 1.60
Yes No 1.443 0.03 1.39 1.50 20.6%
Yes Yes 1.648 0.03 1.59 1.71
3. Before Phase 3 by OECD Anti-Bribery Convention Signatory Status
OECD Treatment Mean SE Low High Bribe
No No 1.376 0.03 1.33 1.43 16.7%
No Yes 1.543 0.03 1.49 1.59
Yes No 1.425 0.03 1.37 1.48 20.6%
Yes Yes 1.631 0.03 1.57 1.69
4. After Phase 3 OECD Anti-Bribery Convention Signatory Status
OECD Treatment Mean SE Low High Bribe
No No 1.317 0.09 1.14 1.49
39.6%
No Yes 1.713 0.09 1.53 1.89
Yes No 1.543 0.07 1.41 1.68
22.7%

Yes Yes 1.770 0.09 1.59 1.95




Table 2: Correlates of Corruption during Business Entry (LIST Method)

. . . All Seciors Group A Sectors [Restricted)
Dependent variable: difference between the activities Diff-in- N Fi Count Count C C C
reported by treatment group and predicted number of n e Sectors rm ountry ounltY  gectors ountry Country Country
nonsensitive activities of control group. Means  Controls Controls Controls Controls Controls Controls Controls
() (2) (3) (4) (5) (6) (N (8) (9) (10)
Firm Entered after Home Country Completed Phase 3 0.220%**  Q277** 0.276* 0.336** 0.332% 0.054 0.149 0.061 0.148
(0.072) (0.049)  (0.072) (0.083) (0.089) (0.243) (0.2B8) (0.247) (0.277)
Signed OECD Bribe Convention =1 0.039 0.069 0.053 -0.162%* 0.033  -0.7053%**
(0.048) (0.046)  (0.043) (0.080) (0.106) (0.115)
Domestic Enforcement of Convention (1 to 4) -0.009 -0.013  -0.160F
(0.037) (0.033)  (0.059)
OQECD*Phase3 -0.208**  -0.228*** -0.201*= -0.260** 0.402 -0.371
(0.084) (0.077)  (0.073) (0.114) (0.249)  (0.383)
OECD Enforcement*Phase3 -0.081** -0.136%  -0.102F
(0.038) (0.077)  (0.108)
100% Foreign Owned =1 -0.0635 -0.111* -0.111* 0.098 0.110
(0.049) (0.058) (0.037) (0.110) (0.108)
Size of Firm at Establishment (1 to 8) -0.031==  -0.017 -0.018 -0.041 -0.037
(0.011) (0.014) (0.014) (0.033) (0.033)
Industrial Zone=1 -0.033 0.027 0.024 -0.003 -0.007
(0.036) (0.067) [0.067) (0.208) (0.209)
Corruption Perceptions Index (TI) -0.130F**  -0,128%%* -0.076 -0.062
(0.037) (0.038) (0.101) (0.101)
GDP Per Capita (In) 0.321%=  0.309%*= 0.135 0.093
(0.078) (0.074) (0.215) (0.211)
Democracy=1 0.035 -0.036 0.460%* 0.263%=*
(0.090) (0.110) (0.080) (0.088)
Distance in KM (In) 0.032 0.026 0.068 0.078
(0.043) [0.0447 (0.081) (0.08N
Constant Oroz===  0187**=* (.167* 0.388%= -2.241%* -2,009%* (.104** -1.051 0.201*= -0.822
[0.044) (0.053) (0.076)  (0.088) (0.613) (0.363) (0.093) (1.812) (0.093) (1.746)
Survey Year FE No Tes Tes Tes Tes Tes Tes Tes Tes Tes
Industry FE No Tes Tes Tes Tes Tes Tes Tes Tes Tes
Observations 2636 2636 2626 2289 1808 1806 443 326 443 328
Country Clusters 36 36 56 33 52 52 38 36 38 36
R-Squared ] 0.00260 0.0402 0.0474 0.0833 0.0623 0.104 0.138 0.103 0.132
Root Mean Squared Error 0.982 0.980 0.951 0.945 0.960 0.960 0.939 0.967 0.940 0.967
Log-Likelihood -3691 -3683 -3549 -3073 -2443 -2442 579.4 -427.3 -379.5 4274

Mote: These results are derived from a two-stage model. In the first stage, the number of nonsensitive activities is regressed on the covariates for the control group using a negative
binomial specification. The predicted number of nonsendtive activities is then subtracted from the total number of registration adivities for the treatment group. The difference
becomes the dependent variable in the second stage, which is analyzed using a Non-Linear Least Squares (NL) specification in models without fixed effects and OLS in models with fixed
effects. Mote that the number of chservations () is the number of respondents in the treatment group. As Model 1 shows, the process correctly delivers the difference-in-means
estimator for the whole sample and by year, indicating that the two-stage procedures yields unbiased estimates. Panel 1 studies all sectors, Panel 2 restricts the analysis to Group A4
sectors that require special registration procedures. Because the dependent variable is an estimate, standard errors are calculated through bootstrapping procedure with 1000
repefitions . Errors are clustered atthe home country level. [ *** p<0.01, ** p=0.05, * p=<01]
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Table 3: Correlates of Corruption during Procurement (LIST Method)

Dependentvariable: difference between the activities

reported by treatment group and predicted number of No Sectors Firm Country  Country
nonsensitive activities of control group. Controls Controls Controls Controls
) 2) (3) (4) (5)
Firm Entered after Home Country Completed Phase 3 0.198* -0.058 0.125 0.170* 0.085
(0.113) (0.100) (0.089) (0.100) (0.090)
Signed OECD Bribe Convention =1 0.069 0.049 0.930***
(0.107) (0.121) (0.237)
Domestic Enforcement of Convention (1 to 4) -0.004 -0.072
(0.035) (0.058)
OECD*Phase3 -0.310**  -0.161 -0.375%**
(0.147) (0.110) (0.109)
OECD Enforcement*Phase3 -0.082**  -0.092%**
(0.036) (0.030)
100% Foreign Owned =1 0.281***  (.341*** 0.320%**
(0.083) (0.063) (0.063)
Size of Firm at Establishment (1 to 8) -0.148***  -0.137*** -0.137***
(0.020) (0.026) (0.026)
Industrial Zone=1 0.116 0.232** 0.196*
(0.086) (0.106) (0.105)
Corruption Perceptions Index (TI) 0.012 -0.006
(0.021) (0.020)
GDP Per Capita (In) 0.027 0.116**
(0.045) (0.047)
Democracy=1 -0.875%** -0.067
(0.225) (0.179)
Distance in KM (In) -0.097 0.050
(0.099) (0.102)
Constant 1.008***  1.265***  1.591*  1.052***  -0.181
(0.113) (0.081) (0.800) (0.112) (0.770)
Survey Year FE Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes
Observations 764 693 603 764 603
Country Clusters 36 33 33 36 33
R-Squared 0.451 0.490 0.489 0.452 0.483
Root Mean Squared Error 0.865 0.856 0.855 0.865 0.856
Log-Likelihood -935.3 -837.4 -721.2 -935.4 -721.5

Note: These results are derived from a two-stage model. In the first stage, the number of nonsensitive activities is regressed

on the covariates for the control group using a negative binomial specification. The predicted number of nonsensitive

activities is then subtracted from the total number of registration activities for the treatment group. The difference

becomes the dependent variable in the second stage, which is analyzed using a Non-Linear Least Squares (NL) specification
in models without fixed effects and OLS in models with fixed effects. Note that the number of observations (N) is the
number of respondents in the treatment group. As Model 1 shows, the process correctly delivers the difference-in-means

estimator for the whole sample and by year, indicating that the two-stage procedure yields unbiased estimates. Panel 1

studies all sectors, Panel 2 restricts the analysis to Group A sectors that require special registration procedures. Because the

dependent variable is an estimate, standard errors are calculated through bootstrapping procedure with 1000 repetitions .

Errors are clustered at the home country level. ( *** p<0.01, ** p<0.05, * p<0.1)
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Appendix A1: Comparison between OECD-ABC Signatories and Non-Signatories

Signatory of OECD Covention

Covariate
Yes (n=29) No (n=34) t p

Respondents 2559 3506

Group A Restricted Sector=1 0.22 0.27 0.71 0.48
Labor Size of Firm at Establishment (1 to 8) 3.30 344 0.56 0.58
Age of Investment 11.69 9.18 -1.76 0.08
Capital Size of Firm at Establishment (1 to 8) 3.60 4.17 1.59 0.12
100% Foreign Owned =1 0.76 0.71 -0.62 0.54
Democracy =1 096 046 -499 0.00
GDP/Capita (In, PPP) 10.19 9.06 -5.08 0.00
Distance from VN in KM (In) 9.08 8.25 -3.68 0.00
Settler Mortality 3.00 4.63 2.31 0.04
Veto Points (Checks, DPI) 401 2.77 -3.08 0.00
Freedom House Civil Liberties 142 3.56 5.88 0.00
Polcon 3 (Henisz) 042 0.24 -4.61 0.00
Transparency International CPI 6.79 4.09 -5.09 0.00
Human Development Index 0.86 0.69 -5.81 0.00
Population (Millions) 43.60 152.60 1.55 0.13
WB Control of Corruption 1.19 -0.15 -5.03 0.00
WB Doing Business 3196 88.72 5.09 0.00
Energy Consumption (kilowats) 8296.00 3726.59 -3.07 0.00
Export/GDP 4293 5433 1.18 0.24
FDI Flows/GDP 261 5.04 199 0.05
Manufacturing =1 0.35 046 146 0.15
Construction=1 0.07 0.03 -1.26 0.21
Services=1 048 0.40 -1.06 0.29
Agriculture=1 0.06 0.02 -1.21 0.23
Mining=1 0.00 0.02 122 0.23
Firm plans to expand investment 245 247 0.09 093
Located in Industrial Zone=1 0.25 0.38 1.73 0.09
Possesses Land Title=1 2.08 2.08 0.05 0.96




Appendix A2: Group A Sectors Requiring Special Licensing Procedures

Restricted sectors Pre-2000 2000-2005 2((::((:[51;3“00(:17 2007-2009 Post-2009_
As 0of 1996 (USBTA era) . (WTO era) (WTO phase-in)
investment law)
Catching aquaculture R R R OPEN OPEN
Logging and silviculture R R R R R
Extraction of crude and gas R R R R R
Mining coal and ignite RA RA RA RA RA
Mining of metal ores RA RA RA RA RA
Mining and quarrying clay, stone RA RA RA RA RA
Manufacture of sugar and alcohol R R R R R
Manufacture of tobacco R R R R R
Publishing and Journalism RA RA RA RA RA
Manufacture of chemicals R R R R OPEN
Manufacture of pharmaceuticals R R R R R
Manufacture of cement R R OPEN OPEN OPEN
Manufacture of refined petroleum R R R R R
Production of electricity R R R R R
Infrastructure construction R R R OPEN OPEN
Land transport and railways R R R R R
Sea and inland water transport R R R R OPEN
Air transport R R R R R
Transport and travel activities R R R R R
Post and telecomm R R R R R
Tourism R R R R OPEN
Financial intermediation (banks) R R R R R
Insurance and pension funding R R R OPEN OPEN
Auxiliary financial activities R R R OPEN OPEN
Real Estate RA RA RA RA RA
Research and development R R R OPEN OPEN
Legal, accounting, and auditing R R R R R
Public security and defense RA RA RA RA RA
Higher Education RA RA RA RA RA
Health services R R R R OPEN
Sewage and refuse disposal R R R R R
Motion picture, TV, entertainment R R R R R
R=Restricted to Foreign Investors, RA= Restricted to all Investors, OPEN= Open to all Investors
USBTA = United States Bilateral Trade Agreement
ISIC = International Standard Industrial Classification
WTO =World Trade Organization
Source: Authors' coding referencing various years of Vietnamese Foreign Investment Law available at <http://www.vietnamlaws.com/>




Appendix A3: Balance between Treatment and Control Groups

Mean Std. Deviation

Treated Control | Treated Control [ p-value T-stat
Sectors
(Services=1, Manf & other=0) 0.243 0.255 0.429 0436 0.395 -0.851
Province Attributes
GDP 112320 111594 | 121737 125454 0.859 0.178
Population (10,000) 2789.5 27983 2357.2 2386.5 0911 -0.112
Paved Roads (%) 0.774 0.763 0.172 0.176 0.074 1.787
Telephones Per Capita (%) 0.276 0274 0.081 0.080 0.588 0.541
Industrial Zone* 0.523 0.499 0.500 0.500 0.170 1.372
Region [nominal] 3.843 3.868 2.368 2.358 0.748 -0.321
National Level City* 0.360 0.364 0.480 0481 0.822 -0.225
Distance to Hanoi/HCMC (km) 80.5 86.2 164.8 1669 0.295 -1.046
Firm Attributes
Year Registered 2006 2006 2.715 2.651 0.125 1537
Time to Register (days) 46 59 81 226 0.089 -1.701
Employment [1-8] 3.606 3.592 1.605 1.654 0.805 0.247
Equity [1-8] 4635 4602 1.728 1.811 0.629 0.484
Joint Venture* 0.076 0.080 0.264 0.271 0.649 -0.455
Fully Owned* 0.840 0.853 0.367 0.354 0.269 -1.105
Land Rights* 2.252 2.260 0.508 0.521 0.639 -0.469
Business Burden
Bribe Size [1-8] 6.640 6.701 1.311 1.230 0221 -1.225
Bureaucracy Time Burden [1-6] 4791 4795 1214 1.188 0942 -0.073
Document Burden* 0.232 0.326 0422 0.469 0.000 -5.548
Annual Inspections 2.190 2479 2973 2.731 0.005 -2.800
Performance (y-on-y) -58.825 -44.557 63924 57.132 0.000 -5.305
Governance
Weighted PCI [0-100] 60.181 59.941 4.146 4207 0.083 1.735
Service Provision [1-5] 3.351 3.526 1.120 0963 0.000 -4.286
Proactiveness [0-10] 4.737 4803 1455 1474 0.176 -1.354
Transparency [0-10] 6.110 6.100 0.535 0.538 0.585 0.546

*binary variable



Appendix A4: Drop in VNINDEX after ACB Arrest
(Reproduced from page 61 of the 2012 PCI Report (VCCI 2012).
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Appendix A5: Representativeness of PCI-FDI Sample (Comparison to Census Data)

Legal form of investment Weighted PCI GSO Sector Weighted PCI GSO
100% Foreign-directed enterprise 84.35% 82.95% |Industry/manufacturing 64.59% 59.44%
Joint venture with a Vietnamese private 4.84% 16.36% [Construction/infrastructure investment 4.09% 4.72%
Joint venture with a Vietnamese SOE 4.55% Service/commerce/finance 29.33% 28.94%
Registered as a domestic company 2.52% 0.46% Agriculture/forestry /aquaculture 2.36% 5.87%
Domestic company w/overseas VN capital 0.61% Mining/natural resource exploitation 0.86% 1.03%
Other 3.13% 0.23%

Sector Weighted PCI GSO Major customer Weighted PCI GSO
Industry /manufacturing 64.59% 59.44% |Exportdirectly or indirectly 55.00% 66.8%
Construction/infrastructure investment 4.09% 4.72% Foreign individuals or companies in Vietnam 24.51% 16.2%
Service/commerce/finance 29.33% 28.94% |Sold domestically to SOE 3.52% 2.8%
Agriculture/forestry /aquaculture 2.36% 5.87% Sold domestically to state agency 1.42% 0.9%
Mining/natural resource exploitation 0.86% 1.03% Sold domestically to private individuals 15.55% 13.0%
Size of labor force Weighted PCI GSO Licensed investment size Weighted PCI GSO
Less than 5 2.92% 4.18% Under 0.5 BVND ($25,000 USD) 2.52% 2.25%
5t09 5.99% 6.79% From 0.5 to under 1 BVND ($50,000 USD) 1.39% 2.17%
10 to 49 31.79% 29.67% From 1 to under 5 BVND ($250,000 USD) 15.85% 12.75%
50 to 299 31.35% 30.95%  [From 5 to under 10 BVND ($500,000 USD) 8.75% 11.71%
300 to 399 6.38% 7.64% From 10 to under 50 BVND ($2.5 Million USD) 35.14% 36.04%
400 to 499 7.26% 7.09% From 50 to under 200 BVND ($10 Million USD) 23.13% 22.83%
500 to 999 7.17% 6.88% From 200 to under 500 BVND ($25 Million USD) 7.62% 7.29%
1000 and over 7.13% 7.81% Above 500 BVND ($25 Million USD) 5.61% 4.97%

Note: This table compares data on the nationally weighted sample of foreign firms from the PCI to the data collected from the National Tax Authority (Tax) and General Statistical Office (GSO)
Enterprise Census. Weighted PCI is the PCI survey sample, but weighted by provincial share of enterprises to create a nationally representative sample. General Statistical Office (GSO) Data
available at (www.gso.gov.vn) and GSO Enterprise Census (2009) available at (http://www.gso.gov.vn/default_en.aspx?tabid=515&idmid=5&ItemID=9775). NA = Not Available for 2010.
*Tax Authority data does not disaggregate construction firm from manufacturing. The PCI data records 15 percent construction. (BVND = Billions of Vietnamese Dong; SOE=State Owned
Enterprise; VN=Vietnamese)



Appendix A6: Summary Statistics and Source Data of Key Variables Used in Analysis

Variable n Mean SD Min Max Source
Firm Paid a Bribe of Any Size =1 4361 0.34 0.47 0.00 1.00 PCI-FDI (Qel1)
Bribe Size/Revenue (8-Point Scale) 4361 1.56 2.79 0.00 30.00 PCI-FDI (Qel2)
Procedures completed during registration 4698 1.51 0.92 0.00 4.00 PCI-FDI (Qc6)
Procedures completed during procurement 2408 1.27 1.23 0.00 6.00 PCI-FDI (Qel4)
Signed OECD Bribe Convention =1 6065 0.42 0.49 0.00 1.00 TI (Table A)
Domestic Enforcement of Convention (1 to 4) 6065 1.32 1.57 0.00 4.00 TI (Table A)
Group A Restricted Sector=1 5695 0.18 0.38 0.00 1.00 PCI-FDI (Qa6)"*
Capital Size of Firm at Establishment (1 to 8) 4379 4.59 1.79 1.00 8.00 PCI-FDI (Qa5)®
Labor Size of Firm at Establishment (1 to 8) 5387 3.77 1.66 1.00 8.00 PCI-FDI (Qa10)®
Manufacturing Sector=1 6064 0.62 0.49 0.00 1.00 PCI-FDI (Qa5)
100% Foreign Owned =1 6066 0.83 0.38 0.00 1.00 PCI-FDI (Qa8)
Age of Investment 5818 10.37 4.94 1.00 73.00 2013-PCI-FDI (Qal.1)
GDP /Capita (In, PPP) 4764 9.51 1.09 7.58 11.13 WDI (2014)
Distance from VN in KM (In) 5901 7.87 0.74 5.32 9.78 GW (2001)
Democracy =1 5899 0.64 0.48 0.00 1.00 PCI-FDI
Survey Year 2010 6066 0.18 0.38 0.00 1.00 PCI-FDI
Survey Year 2011 6066 0.31 0.46 0.00 1.00 PCI-FDI
Survey Year 2012 6066 0.25 0.43 0.00 1.00 PCI-FDI
Survey Year 2013 6066 0.26 0.44 0.00 1.00 PCI-FDI

A: International Standard Industrial Classification (ISIC) Revision 4 codes are applied to the main product or service of every firm. These are then compared to the
Group A restrictions listed in the Vietnam National Assembly. 2005. “Law on Investment.” 59-2005-QH11. November 29.

B: 1) Under 0.5 BVND (25,000USD); 2) From 0.5 to under 1 BVND (50,000 USD); 3) From 1 to under 5 BVND (250,000 USD); 4) From 5 to under 10 BVND (500,000
USD); 5) From 10 to under 50 BVND (2.5 million USD); 6) From 50 to under 200 BVND (10 million USD); 7) From 200 to under 500 BVND (25 million USD); 8) Above
500 BVND

(25 million USD).

C: 1) Lessthan 5; 2) From 5to 9; 3) From 10 to 49; 4) From 50 to 299; 5) From 300 to 399; ) From 400 to 499; 7) From 500 to 1000; 8) 1000 and over.

PCI-FDI: Vietnam Provincial Competitiveness Index, Foreign Investment Index Survey, 2010-2013) http://eng.pcivietnam.org/pci-questionnaire/questionnaire-2013-
a299.html

WDI: World Bank. International Economics Dept. Development Data Group. (2014).World Development Indicators. Washington, DC: World Bank.

TI: Heimann, F. F.,, & Dell, G. 2012. Exporting Corruption?: Country Enforcement of the OECD Anti-bribery Convention Progress Report 2012. Berlin, Germany:
Transparency International, p9

GW: Gleditsch, K. S., & Ward, M. D. 2001. "Measuring space: A minimum-distance database and applications to international studies," Journal of Peace Research, 38.6,
739-758.



http://eng.pcivietnam.org/pci-questionnaire/questionnaire-2013-a299.html
http://eng.pcivietnam.org/pci-questionnaire/questionnaire-2013-a299.html

Appendix A7: Traditional Questions and the Association between the OECD-ABC and Bribery by Foreign Investors

Dependent Variable: Bribe Size/Revenue (%) All Years Only 2012
(1) (2) (3) (4) (5) (6) (7)
Signed OECD Bribe Convention =1 -0.231**  -0.224***  -0.296***  -0.249* -0.424***
(0.103) (0.078) (0.059) (0.143) (0.114)
Domestic Enforcement of Convention (1 to 4) -0.079* -0.116**
(0.040) (0.044)
100% Foreign Owned =1 -0.378** -0.238 -0.240 -0.554** -0.553*
(0.146) (0.181) (0.180) (0.270) (0.270)
Size of Firm at Establishment (1 to 8) -0.213**  -0.202** -0.201** -0.077 -0.078
(0.080) (0.091) (0.091) (0.185) (0.185)
Industrial Zone=1 -0.051** -0.046* -0.046* -0.117**  -0.117**
(0.023) (0.025) (0.025) (0.051) (0.051)
Corruption Perceptions Index (TI) -0.103 -0.100* -0.139**  -0.135**
(0.062) (0.057) (0.063) (0.059)
GDP Per Capita (In) 0.146 0.141 0.471** 0.444**
(0.176) (0.161) (0.217) (0.214)
Constant 1.663***  1.688***  2.306*** 1.340 1.374 -1.309 -1.101
(0.089) (0.104) (0.159) (1.339) (1.231) (1.691) (1.698)
Survey Year FE No Yes Yes Yes Yes Yes Yes
2-Digit Sector ISIC FE No Yes Yes Yes Yes Yes Yes
Observations 4,361 4,337 3,202 2,552 2,552 564 564
Country Clusters 59 59 54 45 45 29 29
R-squared 0.002 0.033 0.056 0.064 0.064 0.212 0.211
Root Mean Squared Error 2.787 2.774 2.801 2.719 2.719 1.898 1.899

OLS with robust standard errors, clustered at country level, in parentheses. *** p<0.01, ** p<0.05, * p<0.1.



Appendix A8: Modeling Non-Response before and after the 2012 ACB Crisis in Vietham

Standard Corrupt Question Unmatched Count Technique
Dependent variable: Firms which refused to Days Days Days Days
answer question=1. Before/After Before /After Before/After Before /After Before/After Before/After Before/After Before/After
(1) (2) (3) (4) (5) (6) (7) (8)
Signed OECD Bribe Convention =1 -0.053 -0.004 -0.037 -0.019
(0.048) (0.033) (0.025) (0.020)
Domestic Enforcement of Convention (3 & 4) -0.061 -0.009 -0.031 -0.012
(0.049) (0.034) (0.026) (0.020)
After ACB Arrest 0.080 0.078 -0.030 -0.030
(0.055) (0.054) (0.030) (0.030)
Number of Days before/after ACB Arrest 0.000 0.000 -0.001* -0.001*
(0.001) (0.001) (0.001) (0.001)
OECD*AfterACB 0.117* 0.122** 0.040 0.041
(0.060) (0.060) (0.041) (0.041)
OECD*Distance 0.005%** 0.005%** 0.002 0.002
(0.001) (0.001) (0.001) (0.001)
100% Foreign Owned =1 0.019* 0.019* 0.020** 0.020** 0.007 0.007 0.007 0.007
(0.010) (0.011) (0.010) (0.010) (0.007) (0.007) (0.007) (0.007)
Size of Firm at Establishment (1 to 8) 0.059 0.060 0.062 0.063 0.097*** 0.097*** 0.095*** 0.095***
(0.046) (0.046) (0.048) (0.048) (0.021) (0.021) (0.020) (0.020)
Industrial Zone=1 0.026 0.026 0.020 0.019 0.002 0.001 0.002 0.001
(0.028) (0.028) (0.028) (0.028) (0.024) (0.024) (0.024) (0.024)
Corruption Perceptions Index (TI) 0.010 0.012 0.015 0.017 -0.002 -0.005 0.000 -0.003
(0.042) (0.043) (0.041) (0.042) (0.021) (0.021) (0.019) (0.019)
GDP Per Capita (In) 0.002 0.002 0.002 0.002 0.001 0.002 0.001 0.001
(0.014) (0.014) (0.015) (0.014) (0.005) (0.005) (0.005) (0.005)
Observations 792 792 792 792 792 792 792 792
Country Clusters 32 32 32 32 32 32 32 32
Pbar 0.285 0.285 0.285 0.285 0.112 0.112 0.112 0.112
(Pseudo) R-squared 0.0378 0.0380 0.0321 0.0322 0.0284 0.0282 0.0306 0.0303
Log-Likelihood -455.7 -455.6 -458.4 -458.3 -270.4 -270.5 -269.8 -269.9
Chi-Squared 166.0 170.0 97.92 92.40 43.93 40.07 37.54 33.18

Probit model with marginal probabilities presented. Robust standard errors, clustered at country level, in parentheses. *** p<0.01, ** p<0.05, * p<0.1. Panel 1 studies non-response in
standard questions. Panel 2 studies non-response to the Unmatched Count Technique question.



Appendix A9: Full wording of UCT Question on Procurement

UCT Question 2: If your firm competed for business with a government agency,
please look at the following list of common activities firms engage in to make their
goods or services more attractive to government clients. Please do not answer about
any one of these activities specifically; we are only interested in the TOTAL
NUMBER you may have utilized to win government business. How many of the
below activities did you engage in when fulfilling business registration or licensing
activities?

1. Dropped off pamphlets or fliers at government offices advertising your goods or
services.

2. Opened your business or a branch of your business near government offices in
order to be nearer to the decision-makers.

3. Paid a “commission” to a government official to ensure that your business won
the contract, he would receive a small percentage. [Only on Form A]

4. Attended government functions or meetings in order to meet officials and make
them aware of your goods or services




Appendix A10: Test of Parallel Trends Assumption using Pre-Treatment Period

Dependent variable: difference between the Pre-Phase 3 Trend (After 2008=1)
activities reported by treatment group and

Registration Group A Sectors Procurement
predicted number of nonsensitive activities of
control group. (1) 2) (3) €) (5) (6)
Trend 0.098 0.086 0.152 0.126 -0.631***  -0.661***
(0.070) (0.066) (0.318) (0.327) (0.183) (0.179)
Signed OECD Bribe Convention =1 -0.238*** -0.802%*** 0.487
(0.073) (0.144) (0.489)
Domestic Enforcement of Convention (1 to 4) -0.038 -0.183** -0.118
(0.036) (0.067) (0.154)
Trend*OECD 0.099 -0.099 0.277
(0.095) (0.263) (0.228)
Trend*OECD Enforce 0.039 -0.016 0.110
(0.030) (0.088) (0.072)
100% Foreign Owned =1 -0.118**  -0.118** 0.087 0.094 0.388***  (.375%**
(0.056) (0.057) (0.112) (0.112) (0.116) (0.118)
Size of Firm at Establishment (1 to 8) -0.013 -0.012 -0.034 -0.027 -0.112 -0.111
(0.014) (0.015) (0.033) (0.032) (0.097) (0.094)
Industrial Zone=1 0.024 0.021 -0.025 -0.030 0.079 0.050
(0.066) (0.066) (0.208) (0.214) (0.230) (0.228)
Corruption Perceptions Index (TI) -0.128***  -0.126*** -0.088 -0.074 -0.074 -0.088
(0.036) (0.037) (0.098) (0.097) (0.099) (0.096)
GDP Per Capita (In) 0.322***  (0.310%** 0.167 0.125 0.337 0.395
(0.074) (0.073) (0.207) (0.203) (0.302) (0.281)
Democracy=1 0.056 -0.051 0.462***  0.232**  -0.862%** -0.264
(0.088) (0.109) (0.099) (0.106) (0.184) (0.245)
Distance in KM (In) 0.040 0.037 0.088 0.095 0.027 0.135
(0.043) (0.044) (0.075) (0.080) (0.180) (0.240)
Constant -2.296%**  2.177*** -1.433 -1.174 -2.466 -3.677
(0.605) (0.556) (1.732) (1.669) (3.398) (3.532)
Survey Year FE Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
Observations 1806 1806 326 326 340 340
Country Clusters 52 52 36 36 23 23
R-squared 0.0623 0.0613 0.141 0.132 0.208 0.202
rmse 0.960 0.960 0.968 0.969 1.197 1.197
11 -2442 -2442 -427.9 -428.0 -506.8 -506.9

Note: These results are derived from a two-stage model. In the first stage, the number of nonsensitive activities is regressed on
the covariates for the control group using a negative binomial specification. The predicted number of nonsensitive activities is
then subtracted from the total number of registration activities for the treatment group. The difference becomes the dependent
variable in the second stage, which is analyzed using a Non-Linear Least Squares (NL) specification in models without fixed
effects and OLS in models with fixed effects. Note that the number of observations (N) is the number of respondents in the
treatment group. As Model 1 shows, the process correctly delivers the difference-in-means estimator for the whole sample and
by year, indicating that the two-stage procedure yields unbiased estimates. Panel 1 studies all sectors, Panel 2 restricts the
analysis to Group A sectors that require special registration procedures. Because the dependent variable is an estimate,
standard errors are calculated through bootstrapping procedure with 1000 repetitions . Errors are clustered at the home

country level. ( *** p<0.01, ** p<0.05, * p<0.1)
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Bar at 2010 denotes start of OECD-ACB Phase 3

Appendix Al1l: Graphical Display of Parallel Trends Assumption: Looks at average bribery over five-year

periods among signatories and non-signatories of OECD countries. The red line at 2010 indicates the onset of
Phase 3.





