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Abstract

This paper studies the relationship between anti-corruption enforcement

and trade, offering a novel empirical perspective on the OECD Anti-Bribery

Convention (ABC), in which signatory countries agreed to prosecute bribery

of foreign officials. Existing literature on ABC focuses on its early years, claim-

ing that it led OECD firms to avoid exporting to corrupt destinations, with the

effect of diverting business away from developing countries. Yet these early

years involved little actual enforcement, and I argue that the redirection of

trade in this period owed not to the anti-bribery laws themselves, but to an

underlying trend of increased political cooperation among OECD countries,

as indicated by several factors including patterns in UN voting affinity. Only

when enforcement of the laws intensifies, during the OECD’s Phase 3 initia-

tive, do the laws begin having real effects, diverting OECD countries’ trade

away from corrupt destinations.
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1 Introduction

The international institutional framework is a critical determinant of trade flows. While

much literature focuses on the role of tariffs and trade agreements, trade also depends on

a far broader range of laws and institutions. This paper assesses how trade is affected by

a key component of this institutional setting, the legal enforcement against corruption, as

embodied in the OECD Anti-Bribery Convention (ABC).

In 1997, ABC signatory countries agreed to impose legal penalties on any of their own

citizens who bribe public officials in other countries. The United States had enforced its

Foreign Corrupt Practices Act (FCPA) since 1977, but prior to ABC most other countries’ le-

gal codes placed little restriction on foreign bribery, or even condoned it by allowing firms

to deduct these bribes from their taxable profits. ABC has thus garnered significant atten-

tion in both the business and policy communities, with the OECD billing it as “the first and

only international anti-corruption instrument focused on the ‘supply side’ of the bribery

transaction” (OECD).

In the existing literature on ABC, two contradictory themes emerge. On one hand,

these studies agree that ABC was poorly implemented at first (Spahn, 2013; Tarullo, 2004).

Although signatory countries pledged to prosecute foreign bribery, the OECD lacks formal

power to enforce this pledge. As of 2009 Transparency International reported that 32 of 36

Convention signatories did “Limited” or “Little or No” actual enforcement against foreign

bribery (Transparency International, 2009). Yet despite the poor implementation, litera-

ture on ABC somehow finds real effects: recent papers argue that the it redirected trade

(D’Souza, 2012) and foreign investment (Cuervo-Cazurra, 2008) away from corrupt des-

tination countries, to the point of functioning as “de facto economic sanctions” against

emerging markets (Spalding, 2009). How could such a poorly implemented Convention

achieve such results?

This paper’s first main claim is that, contrary to the findings of existing literature (D’Souza,

2012; Cuervo-Cazurra, 2008), ABC’s initial implementation had no real effect on trade to
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corrupt destinations. In particular, I argue that existing estimates are confounded by a

broad OECD-level trend in cooperation among member countries. At the time of ABC

in the late 1990s, the OECD was especially active, adding several new members, launching

initiatives against tax havens, working toward a Multilateral Agreement on Investment, and

broadening cooperation into areas such as education, with the Program for International

Student Assessment (PISA). Even apart from any real effects of these concurrent programs

in redirecting economic activity, the launching of so many initiatives suggests that in the

late 1990s OECD member countries were overcoming barriers to collective action and co-

operating with one another. This cooperation also involved OECD exporters trading more

with their OECD counterparts. Since these OECD counterparts happen to have low cor-

ruption levels, trade happens to shift toward less corrupt destinations. But as we see once

we control for joint OECD membership in the gravity regressions, this trade shift owes to

the intra-OECD cooperation, not to any actual avoidance of corruption in response to an

unenforced Convention.

In light of this observation, a better avenue for identifying effects of ABC is to consider

a time period without these confounds and with stronger enforcement of the anti-bribery

provisions. The OECD’s Phase 3 initiative offers just such an avenue. In Phase 3, ABC

signatories monitor each other, investigating enforcement and publishing reports which

praise the countries actually enforcing their foreign bribery laws and pressure the non-

enforcers. Legal scholars agree that the 2010 launch of Phase 3 marked a discrete increase

in ABC enforcement (Tyler, 2011; Jongen, 2021).

I show that Phase 3 also leads to aggregate redirection of trade away from corrupt des-

tinations. These estimates are not subject to the confounds specific to the time of ABC’s

initial implementation, and are at any rate robust to controlling for the same OECD coop-

eration indicators which proved confounding. The effects for Phase 3 are also stronger in

sectors with higher reported corruption. Estimates based on this sector-level variation in-

clude country-pair-by-year effects, removing the influence of any possible confounds from

cooperation trends at the country-pair level. So ABC did affect trade patterns after all, but
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only once coupled with real enforcement.

This study relates to several strands of existing literature. Most directly, it speaks to the

literature on anti-bribery enforcement and trade, challenging the existing consensus that

ABC’s implementation shifted trade patterns, while offering the first evidence on the trade

effects of the Phase 3 enforcement increase. In addition to the above mentioned studies

of ABC, Beck et al. (1991) and Hines (1995) conduct similar analyses of the US FCPA, find-

ing that it redirected trade and foreign investment away from corrupt destinations. Yet

anti-corruption initiatives are not always so effective. The development literature offers

numerous examples of initiatives which prove ineffective when not accompanied by ad-

equate monitoring mechanisms (Banerjee et al., 2008), or by the resources and political

will to enforce them (Singh, 2016; Pillay and Kluvers, 2014). Legal scholars raise similar

concerns about the effectiveness of ABC, questioning whether it provided a real deterrent

(Spahn, 2012; Tarullo, 2004). The results in this paper indicate that ABC indeed had lit-

tle effect on trade when its enforcement was lacking, yet the same laws yield meaningful

effects when coupled with adequate enforcement.

A second strand of literature examines the mechanisms by which corruption affects

international business. Wei (2000a,b) provides cross-country empirical evidence suggest-

ing corruption reduces foreign investment, consistent with firm-level evidence showing

that foreign firms operating in developing countries are more likely to pay bribes than do-

mestic firms (Webster and Piesse, 2018). Anderson and Marcouiller (2002) provide similar

evidence for trade. The mechanisms explaining this result vary, from corruption creating

imperfect contractibility (Dixit, 2015), increasing uncertainty (Wei, 1997), or advantaging

local ownership (Javorcik and Wei, 2009). While most of these theories regard corruption as

a characteristic of the destination country, ABC targets the “supply side,” requiring origin

countries to restrain their bribe payers. In theory, this intervention could promote trade

by increasing transparency and easing contracting frictions, or restrict trade by adding a

constraint and placing foreign firms at a disadvantage. The results here suggest that en-

forcement of ABC leads more to the latter.
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Finally, this study speaks to the role of multinational organizations like the OECD in

affecting patterns of international trade. The literature has seen heated debates on the

effects of these agreements, starting with the seminal work of Rose (2004) on the WTO,

and continuing to examine other agreements like preferential trade agreements (Baier and

Bergstrand, 2007; Limão, 2016). The results in this literature have often been conflicting or

puzzling, with a general lesson being that accession to these organizations is often subject

to selection biases or to confounding country trends. A particular puzzle has been the

apparent trade-enhancing effects of institutions such as the OECD which hold little to no

formal power to facilitate trade (Rose, 2005). Such findings are consistent with the notion

that, as argued in this paper, international agreements often coincide with other patterns

of international cooperation driving trade. This notion also accords with a tradition in

political science arguing that strategic considerations in international relations act as an

important determinant of trade patterns (Gowa, 1994).

The paper proceeds as follows. Section 2 provides background information about the

implementation of ABC, the concerns surrounding enforcement in its initial years, and the

subsequent increase in enforcement following the launch of Phase 3. The empirical strat-

egy, outlined in Section 3, begins from a specification common in the existing literature

and best exemplified by D’Souza (2012). After replicating the existing literature’s most im-

portant results, the analysis proceeds to consider the role of international political coop-

eration in explaining the redirection of trade at the time of ABC. This role is evident both

in extensions of the past literature’s specification which include controls for joint OECD

membership, and in additional data showing that the patterns in trade redirection co-

incide with ABC signatories’ increasing alignment in their UN voting. Section 4 turns to

the Phase 3 initiative, showing that, in this period of heightened enforcement, ABC does

lead to a redirection of trade away from corrupt destinations after all. Drawing on survey

measures of sectoral corruption, Section 5 shows that trade also decreases in sectors more

prone to corruption.
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2 Background

Prior to the 1990s, the U.S. with its Foreign Corrupt Practices Act was the lone country

actively prosecuting its businesspeople for bribing foreign officials. As late as 1999, ma-

jor European corporations openly claimed tax deductions for bribes. Especially brazen in

this practice was Siemens, whose telecoms-equipment division set up three “cash desks”

to which executives could bring empty suitcases to be filled with up to 1 million Euros in

cash, with few questions asked and no documentation required (The Economist, 2008).

Perceiving that these practices disadvantaged US multinationals, the US pressured other

developed countries to pass similar laws against foreign bribery. Tarullo (2004) describes

these laws as a prisoners’ dilemma, since all countries might benefit from a level, non-

corrupt playing field for exports and foreign investment, but any individual country bene-

fits from allowing its companies to bribe abroad.

After several years of stalled negotiations, the anti-foreign bribery movement suddenly

gained support among OECD countries, leading them to finalize ABC in 1997. All ABC sig-

natories agree to make the bribery of foreign public officials a criminal offense, to inves-

tigate credible allegations, and where appropriate prosecute and punish those who offer,

promise, or give bribes to foreign officials (OECD, p. 8). ABC entered into force in 1999,

leading countries to pass compliant laws in the ensuing years. Online Appendix Table A1

lists the ABC signatories, along with the year in which each country passed its anti-bribery

law. The original signatories include all OECD member countries, in addition to six non-

member countries. Most signatories pass the anti-bribery law soon after ABC enters into

force, and all do so by 2004.

Although signatory countries pledged to pass and enforce foreign bribery laws, ABC

at first provided no real enforcement mechanism to ensure that signatories did so. Since

each country would benefit from allowing its businesspeople to bribe foreign officials with

impunity, it should come as little surprise that enforcement of these laws was lax. A 2009

Transparency International report (Transparency International, 2009) showed that 21 of
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the 36 signatory countries were doing "Little to No" enforcement, while enforcement was

"Limited" in nine countries, and "Active" in just four signatory countries (one of which

was the United States, which had been enforcing anti-bribery laws since 1977, long before

ABC). These deficiencies in enforcement were widely recognized in the legal academic lit-

erature (Spahn, 2012, 2013; Tarullo, 2004; Abbott and Snidal, 2002), and the OECD itself

conducted a comprehensive review of ABC, finding significant difficulties and shortcom-

ings in many aspects of enforcement (OECD, 2006).

Recognizing this deficiency, the OECD instituted what it called the Phase 3 assessment

mechanism, in which signatory countries engage in peer review, monitoring and reporting

on other countries’ enforcement of their foreign bribery laws (Tyler, 2011). Prior to Phase

3, the extent of monitoring under ABC was for countries to assess whether their fellow sig-

natories had passed anti-bribery laws with the appropriate legal language. With Phase 3,

signatory countries conducted systematic reviews of each other’s actual enforcement, in-

cluding by sending evaluators for site visits to both the country being evaluated and its

overseas business destinations. The evaluators would publicly report on any shortcom-

ings in the country’s enforcement system or in its handling of particular corruption cases.

They were also equipped, beginning in Phase 3, with a more exhaustive checklist of en-

forcement requirements which the signatory country was expected to meet, ranging from

accounting requirements to the monitoring of subsidiaries or agents which might be used

to circumvent ABC (OECD, 2009). These changes were widely recognized as a marked im-

provement in the quality of the enforcement mechanism (Tyler, 2011; Jongen, 2021), and

led to associated improvement in the actual enforcement conducted by signatory coun-

tries (Transparency International, 2018). The launch of Phase 3 has been an important

subject of within-country emprical study, for instance by Jensen and Malesky (2017), who

argue that Phase 3 reduced self-reported bribery by OECD firms operating in Vietnam.

3 Effects of ABC implementation
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3.1 Empirical strategy

This section estimates the effects of ABC when first implemented beginning in 1997. I

begin with the main gravity-based empirical test used in existing literature. A good imple-

mentation of this test is the preferred specification of D’Souza (2012):

ln(Exports)o→d
t =β1(ABCot ×Corruptiond )+X ′

od tγ+δod +δot +δd t +ϵod t . (1)

The relevant explanatory variables areABCot , indicating whether origin o has implemented

the Anti-Bribery Convention as of year t , and Corruptiond , the level of corruption in des-

tination country d just prior to the implementation of ABC. As recommended in the grav-

ity literature (Anderson and van Wincoop, 2003; Head and Mayer, 2014), the specification

also controls for an importer-exporter fixed effect δod , as well as time-specific effects of

outward (δot ) and inward (δd t ) resistance, and other determinants of trade Xod t , detailed

below. These controls are well grounded in theoretical gravity models of trade, and serve to

rule out omitted variable bias associated with any characteristics specific to a pair of trad-

ing countries, or with changes over time in variables specific to the origin or destination

country.

The coefficient of interest in this specification is β1 which shows how ABC signatories

change their patterns of export at the time of signing. The central finding in the literature

on ABC holds that β1 < 0, meaning ABC signatories redirect their exports away from cor-

rupt destinations, relative to how much they export to less corrupt destinations. In princi-

ple, it is also possible to estimate a main effect of ABC, without theCorruptiond interaction,

and I do report such results. Doing so, however, entails removing the outward resistance

term δot , which plays the important role of controlling for other factors driving countries’

levels of exports. Thus most of the analysis focuses on preferred specification (1).

The key idea behind this strategy is that the effect of an anti-bribery law is a function of

the amount of corruption happening prior to the law. Online Appendix B formalizes how,

in a gravity framework, this type of variation in exposure to a law can be used to identify
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the law’s effects. A critical identifying assumption is that, in the absence of ABC, signato-

ries would not have differentially (i.e., relative to non-signatories) shifted their exports to

or from corrupt destinations. The assumption is violated if, for instance, other factors con-

temporaneous with ABC implementation lead signatories to systematically export more or

less to destinations which, for whatever reason, happen to be more corrupt.

The data used in estimating (1) is similar to that in the existing literature and comes

from the CEPII Gravity database (Head and Mayer, 2014) along with several auxiliary sources

described below and in Online Appendix A. The dependent variable is the log dollar value

of total exports, as reported by the exporting country in the UN Comtrade database. As

in previous work on the topic such as D’Souza (2012), I focus on the years 1992 to 2006

and consider only positive flows in the main specification. This yields data on 166 ori-

gin countries exporting to a total of 177 destinations, for 209,578 total pair-year trade flow

observations. To account for zeros, the Poisson pseudo maximum-likelihood (PPML) esti-

mator is arguably preferred (Silva and Tenreyro, 2006); I present PPML estimates in Online

Appendix C but for comparability with past literature on ABC implementation focus the

main discussion on OLS.

As a corruption measure, I use the Control of Corruption Index in the World Gover-

nance Indicators provided by the World Bank (Kaufmann et al., 2011). The index measures

standard deviations in a survey-based corruption score, ranging from approximately −2.5

to 2.5, with a mean of approximately 0. I multiply by −1, so higher values correspond to

more corruption. As in D’Souza (2012), all specifications estimating the effects of ABC im-

plementation use the 1998 measure, which was based on data collected in 1997, prior to

ABC.

The specification also controls for a set of variables Xod t motivated by gravity model

predictions of trade flows. First, this includes a set of variables from Rose (2005) and the

CEPII gravity dataset: joint membership in a regional trade agreement, one or both coun-

tries being in GATT/WTO, and membership in a common currency union. To extend these

variables to later years, I use a hand-coded list of recent WTO accessions and the DESTA
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database of regional trade agreements. I also collect GDP and population data from the

World Bank, and construct the logged product of per capita GDP for each country pair in

each year. I use data from the IMF International Financial Statistics to compute exchange

rate volatility, calculated as the standard deviation of the log of each year’s monthly nomi-

nal exchange rates.

3.2 Results

In Table 1, columns (1) and (2) reproduce the main results of D’Souza (2012). The

former includes only pair and year fixed effects, while the latter adds the outward and

inward resistance terms as in (1). Estimates are similar in both specifications, and tell

essentially the same story as the results in D’Souza (2012).1 While the sample here includes

only positive trade flows, including zero flows in PPML estimation makes no difference

with the more limited set of fixed effects, and a statistically insignificant difference with

the full set of country-year effects, as reported in the Online Appendix Table C3.

[Table 1 about here]

In the preferred specification of column (2), the negative estimate β̂1 =−0.031 suggests

that implementation of ABC redirects trade away from corrupt countries. Specifically, a

corrupt destination country receives on average a 3.1 percent decrease in annual imports

from each ABC implementer, relative to a country which is less corrupt by one standard

deviation in the WGI corruption index. One standard deviation is the difference in corrup-

tion between, for instance, Poland and Nigeria. So the result suggests that if all countries

would have traded equally with Nigeria and Poland in the absence of ABC, a signatory such

as Germany does 3.1 percent less trade with Nigeria than with Poland upon ABC’s imple-

mentation. This result shows that at the time of ABC implementation, countries shift their

trade away from corrupt countries, although it does not demonstrate that the shift occurs

because these countries are more corrupt.
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In particular, causal identification is confounded if other characteristics of high-corruption

destination countries make them more likely to lose imports from OECD origin countries

at the time these origins implement ABC. As suggested above, the pattern of OECD coun-

tries cooperating with each other indicates that joint membership in the OECD might be

such an omitted factor. Specifically, implementation of ABC in a given country coincides

with that country cooperating more with the rest of the OECD, which entails more exports

to other OECD countries, and because these OECD destinations are typically less corrupt,

this explains the redirection of trade from corrupt to less corrupt countries.

Columns (3) and (4) of Table 1 provide empirical support for this explanation: when

they implement ABC, signatory countries redirect their trade toward other OECD mem-

bers, but otherwise not to less corrupt countries. In particular, we augment the baseline

model with the interaction of ABC implementation and an important omitted indicator of

contemporaneous political alignment – joint OECD membership. At the time of ABC im-

plementation and in the following years, OECD members were consolidating their political

and economic alliances on many fronts, as evidenced by other OECD measures at the time,

such as the 1995 Transfer Pricing Guidelines and associated cooperation on international

tax cooperation, as well as the 1997 introduction of PISA and associated cooperation on

standardizing educational norms. Many of these same OECD countries were also cooper-

ating at the time on the formation of the European Union and adoption of the Euro, and

on international efforts such as military intervention in Afghanistan.

Focusing for interpretation on column (4), implementing ABC itself has no effect on

the amount of trade between a country pair, unless the destination country is also an

OECD member, in which case the year of ABC implementation coincides with a 0.7 per-

cent increase in exports. This does not necessarily mean that ABC causes countries to ex-

port more to OECD partners, but more plausibly that both ABC implementation and the

trade increase follow from a broader pattern of cooperation among these countries. The

estimated coefficient on ABC×Corruption is also quite precise even with the additional

control, and is statistically distinct from both past estimates and from the estimates in
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columns (1) and (2). So it seems that cooperation among at least roughly the set of OECD

countries is an important shifter of trade at the time of ABC, even if the OECD itself plays

little role and ABC is merely a symptom of this cooperation.

Joint OECD membership is a priori the most apparent indicator of international coop-

eration relevant to ABC given that the ABC was a direct product of intra-OECD coopera-

tion. But other proxies for international cooperation could play a similar role in explaining

away the apparent effect of ABC in directing trade away from corrupt destinations. On-

line Appendix Table C2 reproduces the result of Table 1, Column (4), substituting the joint

OECD membership indicator with other proxies for being among the group of countries

cooperating strongly at this time. These include indicators of joint EU membership, part-

nership in an RTA, and sharing of a common currency. Also included is an interaction of

ABC with destination per capita GDP, testing the notion that the relevant cooperation can

be characterized as cooperation among rich countries. Apart from common currency, each

of these interaction suffices to explain away the apparent effect of ABC interacted with cor-

ruption, albeit with slightly higher standard errors than in the main results of Table 1, but

still with enough precision to reject the literature’s earlier estimates.

UN voting alignment data provides a stark and even more direct indication of the pat-

terns in international cooperation at this time. Figure 1 uses an event study framework

to characterize OECD countries’ patterns of political alignment in the years surrounding

ABC implementation. Specifically, I regress bilateral voting affinity scores on year-specific

dummies for joint OECD membership, together with country-pair and year fixed effects:

Alignmentod t =
2012∑
τ=1993

βτ(OECDd ×1t=τ)+δod +δt +ϵod t . (2)

Here Alignment is the UN voting Affinity index, using three-category vote data (Voeten and

Merdzanovic, 2008). This index ranges from −1 for countries with the least similar inter-

ests, to 1 for countries which always agree. I include dummies for the years 1993 through

2012, with 1992 also included in the sample as the omitted category. The plotted βτ cap-
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ture the trend in OECD members’ voting alignment with each other relative to their degree

of alignment with non-OECD countries. Consistent with the trade patterns, diplomatic

cooperation among OECD members increases steadily in the years surrounding ABC im-

plementation.

[Figure 1 about here]

FDI flows serve as a useful point of comparison to the trade results, although I limit the

discussion of FDI because the available data, from the OECD database, report flows only

for OECD origins. Still, with this data it is possible, as in Cuervo-Cazurra (2008) to identify

the effects of ABC from differences in the time at which each OECD country implements

ABC. Appendix Table D1 shows that, consistent with the main findings on trade, the ap-

parent effects of ABC on FDI are not robust to the inclusion of the full set of gravity fixed

effects, nor to the inclusion of the OECD interaction. The standard errors are, however,

quite large, perhaps owing to the lack of FDI data for non-OECD origins, so it is difficult to

reach a definitive conclusion about whether ABC affected FDI.

If OECD-level or other cross-national trends often determine patterns of trade, this

poses an additional challenge for statistical inference. By default, I follow Cuervo-Cazurra

(2008) and D’Souza (2012) in clustering standard errors at the level of country pair. This

approach might be insufficiently conservative, however, if trade flows in fact depend on

OECD-level shocks such as a pattern of cooperation among member countries. Concep-

tually, an appropriate correction would be to cluster at the level of OECD membership,

although this is of course impractical with only one OECD. As an intermediate correction

used in robustness checks, I cluster at the level of origin country. The main results are

robust to clustering on origin for the trade regressions. In any event, the impossibility of

clustering at a higher level marks a general challenge in using cross-country regressions to

estimate the effects of anti-bribery legislation, particularly given the seeming importance

of broad patterns of international cooperation.
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4 Effects of Phase 3 increase in enforcement

This section considers the effects of the Phase 3 initiative strengthening enforcement

of ABC. One important motivation in studying Phase 3 is that, as discussed above, the pe-

riod surrounding implementation of ABC witnessed confounding trends in intra-OECD

cooperation, suggesting we should look to another timeframe for cleaner identification. As

seen in Figure 1, the cooperation trends surrounding ABC implementation level off by the

time of Phase 3. Moreover, an apparent reason for the lack of effect upon implementation

is that ABC came with no enforcement mechanism, and indeed most signatory countries

do little to no actual enforcement. As reported in Online Appendix Table D2, high enforce-

ment countries do shift their trade away from corrupt destinations, although enforcement

decisions are endogenous so this evidence is no better than suggestive. Phase 3 offers the

opportunity to assess whether enforcement really matters.

To estimate the Phase 3 effects, I use a specification similar to (1) but with ABCot re-

placed by Phase3ot , an indicator of whether country o is an ABC signatory and Phase 3 has

commenced (i.e., the year is 2010 or later). It could equivalently be written as Phase3ot ≡
ABCo ×1(t ≥ 2010). In addition to providing estimates of ABC’s effects in a period other

than the high-cooperation period of its initial adoption, this strategy addresses another

potential endogeneity problem relating to countries’ choices of implementation timing.

Hypothetically, if national governments anticipated that their firms are going to continue

exporting to corrupt destinations, they might have delayed implementation of their anti-

bribery laws, waiting until these firms announce plans to move out of corrupt markets or

stop lobbying to delay implementation. In this case, the identifying assumption would be

violated, with the estimates of (1) reflecting trade shifts that were happening anyway, not

the effects of ABC. In contrast, because Phase 3 came at the OECD level, its timing was

independent of the goals of any particular implementing government, and thus less likely

to have anticipated specific changes in trade flows.

Data for the Phase 3 analysis again comes from the CEPII Gravity database and the
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same sources mentioned above. Picking up where the Section 3 analysis ended, I include

all years from 2007 to 2018. I consider both OLS estimates on positive trade flows and

PPML estimates including zeros. For the OLS, 169 origin countries report positive trade

flows to a total of 179 destination countries, yielding a total of 218,811 observations. For

the PPML, which includes zero-flows, 170 origin countries export to 179 destinations, for

a total of 273,862 non-singleton observations usable in the estimation.2 The corruption

variable for all Phase 3 regressions is the 2009 value of the same WGI Control of Corruption

Index.

4.1 Results

Table 2 presents the Phase 3 results. The OLS estimate in column (1) is positive, indi-

cating that Phase 3 leads signatories to redirect their trade toward destinations which are

on average more corrupt. The estimate is significant only at the 10 percent level, however,

and adding the control for destination OECD membership in column (2) yields a similar

but statistically insignificant estimate.

The most striking and robust results come from the PPML method, which include zero

trade flows and thus account for the extensive margin in countries’ trade. Column (3)

shows an estimate of (β̂1 = −0.047), reflecting a substantial shift of signatory trade away

from corrupt destinations. Concretely, it means that if all countries would have otherwise

exported equal amounts to Nigeria and Poland, Phase 3 leads signatories to export 4.7 per-

cent less to Nigeria. Column (4) shows an almost identical estimate with the addition of

the OECD control, indicating that unlike in the case of ABC implementation, these Phase

3 results are not driven by intra-OECD cooperation.

[Table 2 about here]

The results are also robust to a range of modifications and alternate specification choices.

The main findings do not change when I drop potential outlier observations, include all
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available data going back to 1992, or restrict to subsamples of countries. As shown in Ta-

ble 3, they are also robust to using alternate measures of corruption. For each alternate

corruption measure. I present estimates from the same specification used in column (3) of

Table 2. First, instead of using 2009 corruption as is standard in my Phase 3 estimates, I use

1998 corruption, reflecting corruption levels prior to any change which may have resulted

from ABC. The main estimate in column (1) is −0.036, which is somewhat lower than the

Table 2 estimate, perhaps due to attenuation given that the older 1998 corruption levels

are noisy measures of the corruption levels during Phase 3. Next, in columns (2) to (4) I

return to 2009 corruption data, but with alternate measures from the World Governance

Indicators: Government Effectiveness, Rule of Law, and Regulatory Quality. Each of these

yields results statistically indistinguishable from the main result in column (3) of Table 2.

Finally, in column (5) I use the 2009 measure from Transparency International’s Corrup-

tion Perceptions Index, yielding an estimate which is somewhat smaller than in Table 2

though still negative and significant; the Transparency International measure does cover

far fewer countries, leaving only 137,401 observations in the regression using this measure.

[Table 3 about here]

The key identifying assumption behind these results is that, in the absence of the Phase

3 crackdown, ABC signatories would not have differentially shifted their exports to or from

corrupt destinations. Support for this assumption comes from Figure 2, an event study

showing the time trend in signatories’ relative exports to corrupt destinations. Specifically,

the coefficients come from the PPML regression

ln(Exports)o→d
t =

2018∑
τ=1992

βτ((t = τ)×Signatoryo ×Corruptiond )+δod +δot +δd t +ϵod t . (3)

Each coefficient gives a year-specific estimate of Convention versus non-Convention coun-

tries’ relative tilt toward higher-corruption export destinations, relative to what this tilt is

one year prior to Phase 3. The pre-period shows small fluctuations but overall little indi-

cation of any such relative tilt. Only with the onset of Phase 3 in 2010 do ABC signatories
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exhibit more avoidance of corrupt destinations. This effect grows slowly over the following

years, reaching a plateau around 2014. The clear time patterns in this event study rein-

force the conclusion that anti-bribery laws affect economic activity only with the type of

real enforcement conducted in Phase 3.

[Figure 2 about here]

5 Sectoral trade

Further evidence for the Phase 3 effect comes from sectoral variation. If estimates

of the effects of ABC implementation are confounded by international cooperation pat-

terns, as argued in Section 3, then a solution is to partial out these confounding patterns

altogether using pair-year effects. As formalized in Online Appendix B, doing so requires

within-pair variation in exposure to the effects of anti-bribery enforcement. Accordingly,

this section shows that in Phase 3 signatories reduce their exports in sectors more prone

to corruption.

5.1 Data and empirical strategy

The baseline sectoral specification takes the form:

ln(Exports)o→d
kt =β(Phase3ot ×SectorCorruptionk )+δod t +δodk +δkt +ϵodkt . (4)

Here, SectorCorruptionk indicates whether sector k is more corrupt than the median sec-

tor according to Transparency International’s 2011 Bribe Payers Survey (Transparency In-

ternational, 2011). Interviewing more than 3,000 business executives worldwide, it asked

how often firms in each of 19 sectors engage in bribery. If bribery is more essential in cer-

tain sectors, for instance due to the need for permits or other government involvement,
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then anti-bribery enforcement should affect these sectors most, and this will be reflected

in (4). For identification, it is necessary that, in the absence of Phase 3, signatories would

not have otherwise differentially shifted their export mix toward or against more corrupt

sectors. General patterns of international cooperation no longer pose a confound, since

they are absorbed by the pair-year effects δod t .

Data to estimate (4) come from the BACI database (Gaulier and Zignago, 2010). I match

the HS1996 codes with the Transparency International sectors and aggregate trade flows

for each importer-exporter pair in each sector in each year from 2007 to 2018. Zeros are

even more common in the sectoral trade data than in the aggregate data, so I consider both

OLS and PPML estimates.

5.2 Results

Table 4 presents the sectoral results, beginning in the top row with the main hypothesis

that Phase 3 reduces trade in corruption-prone sectors relative to other sectors. The OLS

estimate in column (1) is β̂=−0.030, indicating that Phase 3 leads ABC signatories to shift

their export mix away from the more corrupt sectors. In particular, if Phase 3 only affects

trade in the corrupt sectors, these estimates imply that the effect of Phase 3 enforcement is

a 3 percent reduction in affected-sector exports. The PPML estimate in column (4) shows

an even larger effect of 6.2 percent, again pointing toward ABC reducing trade in sectors

more prone to corruption. Because the PPML estimation includes observations with zero

flows, the PPML estimates capture effects on the extensive margin of sectoral trade flows,

as well as the intensive margin. If Phase 3 leads some trade relationships in corruption-

prone sectors to not only scale down, but to cease entirely, we would expect the PPML

coefficient to be larger than the OLS, just as we observe.

I also test, in the second row, whether this reduction happens differentially in more

corrupt destination countries, by adding an interaction with destination corruption. Col-

umn (4) reports the results. If the corrupt sectors were uniformly rampant with corruption
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in all destination countries, we might expect this triple interaction coefficient to be zero.

On the other hand, if these sectors’ corrupt activity is more prevalent when the destination

country also has a corrupt institutional setting, we might expect a negative coefficient.

Column (2) shows a large and significant negative coefficient of −0.072, and this estimate

is similar in column (3) with the addition of exporter-sector-year and importer-sector-year

effects. The same test estimated with PPML in columns (5) and (6) yields estimates which

are insignificant though still negative. Overall, these results point toward anti-bribery laws

curtailing trade the most where corruption is most likely to be found.

[Table 4 about here]

6 Conclusion

While agreements such as ABC form a critical part of the institutional framework gov-

erning trade, causal identification of these agreements’ effects demands caution and care-

ful attention to possible confounds. A particular concern is that these agreements often

come into force at times when the parties to the agreement are otherwise cooperating and

inclined to increase their trade with one another for a variety of other reasons. The years

surrounding ABC’s implementation witnessed a steady increase in intra-OECD trade, and

my results shows that this broader pattern, rather than ABC itself, explains why OECD

countries shifted trade toward destinations which happened to be less corrupt.

Turning attention to Phase 3 frees the analysis from this confound. When anti-bribery

enforcement becomes serious, ABC does lead to real effects on trade patterns, and the na-

ture of these effects is in line with the spirit of the earlier literature in economics, as well

as the qualitative assessments of legal and policy observers (Spalding, 2009; Transparency

International, 2009). The desirability of these effects remains an open question, as the en-

forcement curbs the business of OECD firms exporting to corrupt destinations, but might

at the same time advantage firms local to these destination countries or yield other bene-
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fits associated with a less corrupt business environment. Still, an important lesson is that

the right enforcement environment is a precondition for any such effects.
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Notes

1The estimates here, of β̂1 =−0.056 in column (1) and β̂1 =−0.031 in column (2), are somewhat

smaller in magnitude than those in D’Souza (2012), which finds corresponding estimates of −0.0744

and −0.0566. However, my results are not statistically distinguishable from that paper’s estimates

at the 10 percent level. The difference in magnitude seems to result from a difference in the set

of countries in the sample with available data. Online Appendix Table C1 restricts the sample to

the same 155 exporters and 143 importers studied in D’Souza (2012), finding estimates of the co-

efficient of interest almost identical to those in that paper. One apparent explanation for the small

remaining discrepancy is that data coverage differs across releases of the Comtrade data, leading

the D’Souza (2012) sample to include 174,464 observed pair-year trade flows, slightly different from

what I observe in Table C1.

2As described in Correia (2015), within-fixed-effect singleton groups can lead to incorrect infer-

ence in PPML, so the estimation drops these observations.
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Tables & Figures

Table 1: Baseline estimates

Exports (1) (2) (3) (4)

ABC × Dest. Corrupt -0.056*** -0.036*** -0.015 0.007
(0.011) (0.013) (0.014) (0.018)

ABC × Dest. in OECD 0.171*** 0.165***
(0.031) (0.044)

ABC 0.081*** 0.050***
(0.017) (0.018)

Dest. in OECD -0.023
(0.052)

Regional trade agreement 0.163*** 0.142*** 0.160*** 0.140***
(0.026) (0.029) (0.026) (0.029)

Common currency -0.011 0.021 -0.072** -0.022
(0.029) (0.044) (0.029) (0.044)

Exchange rate volatility -0.093** -0.241 -0.088** -0.226
(0.039) (0.157) (0.039) (0.157)

One in GATT/WTO 0.120*** -0.031 0.117*** -0.037
(0.021) (0.090) (0.021) (0.090)

Both in GATT/WTO 0.238*** 0.157** 0.242*** 0.161**
(0.022) (0.078) (0.022) (0.078)

Log origin GDP per capita 5.856*** 5.943***
(1.247) (1.248)

Log dest. GDP per capita 6.026*** 6.112***
(1.254) (1.254)

Log origin population 1.029*** 1.026***
(0.123) (0.123)

Log dest. population 0.368*** 0.394***
(0.098) (0.099)

Year × ln(GDPo ×GDPd ) -0.003*** -3.672* -0.003*** -3.661*
(0.001) (1.927) (0.001) (1.927)

Observations 209,578 209,578 209,578 209,578
R2 0.901 0.910 0.901 0.910
Fixed Effects od , t od ,ot ,d t od , t od ,ot ,d t

Notes: The dependent variable is the logged dollar value of total exports (1992-2006).
ABCot is an indicator of whether country o has implemented an anti-bribery law in ac-
cordance with ABC as of year t . “Dest. Corrupt” is 1998 corruption in the destination
country, measured as standard deviations in the WGI index. Standard errors are ad-
justed for clustering by pair. ∗ = p < 0.10, ∗∗ = p < 0.05, ∗∗∗ = p < 0.01.
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Table 2: Phase 3 estimates

Exports (1) (2) (3) (4)

OLS OLS PPML PPML

Phase 3 × Dest. Corrupt 0.026* 0.018 -0.047*** -0.048***

(0.014) (0.020) (0.013) (0.013)

Phase 3 × Dest. in OECD -0.033 -0.005

(0.045) (0.032)

Regional trade agreement 0.032 0.031 0.069*** 0.069***

(0.026) (0.026) (0.019) (0.019)

Common currency -0.044 -0.044 0.024 0.024

(0.052) (0.052) (0.030) (0.030)

Exchange rate volatility -0.026 -0.015 -0.545*** -0.544***

(0.235) (0.235) (0.147) (0.147)

One in GATT/WTO -0.244** -0.244** 0.075 0.075

(0.098) (0.098) (0.065) (0.065)

Both in GATT/WTO -0.107 -0.107 -0.079 -0.079

(0.131) (0.131) (0.072) (0.072)

Year × ln(GDPo ×GDPd ) 2.312 2.307 0.432 0.439

(1.879) (1.879) (0.955) (0.955)

Observations 218,811 218,811 273,862 273,862

R2 0.914 0.914 0.995 0.995

Notes: The dependent variable is the dollar value of total exports (2007-2018), logged
for the OLS specifications. “Dest. Corrupt” is the destination’s WGI corruption mea-
sure for 1998. “Phase 3” is an indicator of whether country o is an ABC signatory
and Phase 3 has commenced (i.e., the year is 2010 or later). It could equivalently
be written as ABCo × 1(t ≥ 2010). “Dest. Corrupt” is 2009 corruption in the des-
tination country, measured as standard deviations in the WGI index. All specifica-
tions include pair fixed effects, as well as origin-year and destination-year effects.
Standard errors are adjusted for clustering by exporter-importer pair. ∗ = p < 0.10,
∗∗ = p < 0.05, ∗∗∗ = p < 0.01.
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Table 3: Phase 3 estimates with alternate corruption measures

Exports WGI TI

(1) (2) (3) (4) (5)

CC98 GE09 RL09 RQ09 CPI09

Phase 3 × Dest. Corrupt -0.036*** -0.069*** -0.053*** -0.055*** -0.017***

(0.012) (0.017) (0.015) (0.017) (0.006)

Regional trade agreement 0.068*** 0.069*** 0.068*** 0.068*** 0.063***

(0.019) (0.019) (0.019) (0.019) (0.020)

Common currency 0.024 0.023 0.024 0.023 0.009

(0.030) (0.030) (0.030) (0.030) (0.032)

Exchange rate volatility -0.544*** -0.534*** -0.543*** -0.554*** -0.648***

(0.148) (0.147) (0.147) (0.147) (0.164)

One in GATT/WTO 0.086 0.069 0.074 0.083 0.079

(0.066) (0.065) (0.065) (0.066) (0.085)

Both in GATT/WTO -0.086 -0.084 -0.081 -0.079 -0.062

(0.073) (0.072) (0.072) (0.072) (0.083)

Year × ln(GDPo ×GDPd ) 0.301 0.449 0.451 0.445 0.816

(0.889) (0.812) (0.812) (0.813) (1.447)

Observations 272,409 272,757 272,757 272,757 137,401

R2 0.995 0.995 0.995 0.995 0.995

Notes: PPML estimation. These estimates come from the same specification used in column (3) of
Table 2, but with alternate measures of corruption. In the first four columns, these measures are
from the World Governance Indicators: 1998 Control of Corruption (CC98), 2009 Government Ef-
fectiveness (GE09), 2009 Rule of Law (RL09), and 2009 Regulatory Quality (RQ09). The final column
uses Transparency International’s 2009 Corruption Perceptions Index (CPI09). The dependent vari-
able is the dollar value of total bilateral export flows (2007-2018). “Phase 3” is an indicator of whether
country o is an ABC signatory and Phase 3 has commenced (i.e., the year is 2010 or later). It could
equivalently be written as ABCo ×1(t ≥ 2010). “Dest. Corrupt” is 2009 corruption in the destination
country, measured as standard deviations in the WGI index. All specifications include pair fixed ef-
fects, as well as origin-year and destination-year effects. Standard errors are adjusted for clustering
by exporter-importer pair. ∗ = p < 0.10, ∗∗ = p < 0.05, ∗∗∗ = p < 0.01.
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Table 4: Sector corruption

Exports (1) (2) (3) (4) (5) (6)

OLS OLS OLS PPML PPML PPML

Phase 3 × Sec. Corrupt –0.030* –0.032* –0.062*** –0.069***

(0.017) (0.017) (0.018) (0.019)

Phase 3 × Sec. Corrupt –0.072*** –0.075*** –0.007 –0.021

× Dest. Corrupt (0.015) (0.015) (0.016) (0.014)

Post2010 × Sec. Corrupt 0.038*** –0.016

× Dest. Corrupt (0.010) (0.014)

Observations 1,381,050 1,381,050 1,377,990 2,287,913 2,287,913 2,276,630

R2 0.888 0.888 0.897 0.993 0.993 0.995

okt , dkt Fixed Effects ✓ ✓

Notes: The dependent variable is the dollar value of sectoral bilateral export flows (2007-2018),
logged for the OLS specifications. “Phase 3” is an indicator of whether country o is an ABC sig-
natory and Phase 3 has commenced (i.e., the year is 2010 or later). It could equivalently be writ-
ten as ABCot ×1(t ≥ 2010). “Dest. Corrupt” is 2009 corruption in the destination country, mea-
sured as standard deviations in the WGI index. “Sec. Corrupt” indicates whether the sector is
more corrupt than the median sector according to Transparency International’s 2011 Bribe Pay-
ers Survey. The triple interaction in the third row reflects the secular post-2010 change in relative
exports of corruption-prone products to corrupt destination countries. The triple interaction in
the second row indicates how this change differs for ABC signatories relative to the secular trend.
Standard errors are adjusted for clustering by exporter-importer pair. ∗ = p < 0.10, ∗∗ = p < 0.05,
∗∗∗ = p < 0.01.
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Figure 1: Patterns in UN Voting Alignment among OECD Members
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Figure 2: Event study showing Phase 3 reduction in trade to corrupt destinations
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A Additional descriptive information

Table A1: Countries Signing OECD Anti-Bribery Convention

Country Implementing law OECD member

Argentina 1999 No

Australia 1999 Yes

Austria 1998 Yes

Belgium 1999 Yes

Brazil 2002 No

Bulgaria 1999 No

Canada 1999 Yes

Chile 2002 No

Czech Republic 1999 Yes

Denmark 2000 Yes

Estonia 2004 No

Finland 1999 Yes

France 2000 Yes

Germany 1999 Yes

Greece 1998 Yes

Hungary 1998 Yes

Iceland 1998 Yes

Ireland 2001 Yes

Italy 2000 Yes

Japan 1999 Yes

Korea 1999 Yes

Luxembourg 2001 Yes

Mexico 1999 Yes

Netherlands 2001 Yes

New Zealand 2001 Yes

Norway 1999 Yes

Poland 2001 Yes

Portugal 2001 Yes

Slovak Republic 1999 Yes

Slovenia 1999 No

Spain 2000 Yes

Sweden 1999 Yes

Switzerland 2000 Yes

Turkey 2003 Yes

United Kingdom 2002 Yes

United States 1977 Yes
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Table A2: Means of relevant variables for ABC implementation

All observations Positive flows

Origin countries: All ABC Non-ABC All ABC Non-ABC

Bilateral Variables
Trade Flow (Mn USD) 266.8 682.0 80.2 408.1 762.1 147.0
Both in GATT/WTO .55 .65 .50 .60 .67 .55
Both in OECD .035 .11 0 .053 .12 0
Regional Trade Agreement .11 .15 .088 .14 .16 .13
Common Currency .012 .011 .012 .014 .012 .015
Exchange Rate Volatility .068 .067 .069 .061 .064 .058

Origin Variables
Population (Mn) 42.7 40.3 43.8 57.1 41.5 68.6
GDP/Capita (USD) 8818.3 20022.9 3782.2 11106.4 20520.2 4161.0
GATT/WTO Member .75 .93 .67 .80 .95 .70
OECD Member .22 .71 0 .31 .74 0
ABC Signatory .31 1 0 .42 1 0
WGI Corruption Index -.18 -1.17 .27 -.40 -1.21 .21

Destination Variables
Population (Mn) 39.6 33.7 42.2 45.0 36.3 51.4
GDP/Capita (USD) 8019.5 7114.2 8426.4 9025.2 7472.3 10170.8
GATT/WTO Member .73 .70 .74 .75 .71 .77
OECD Member .21 .17 .22 .24 .19 .28
ABC Signatory .27 .23 .29 .31 .25 .35
WGI Corruption Index -.043 .019 -.071 -.10 .0031 -.18

Observations 320655 99433 221222 209578 88977 120601

Notes: This table describes relevant variables for the empirical analysis of the
years surrounding the implementation of ABC, which we take as 1992 to 2006 for
consistency with existing literature. Statistics are calculated using only obser-
vations factoring in the analysis, excluding observations which are missing any
of the relevant variables or which are dropped as singletons in the regressions.
Observations with zero trade factor in the PPML estimation but not in the fixed
effects OLS, so these observations are included only in the statistics in the first
three columns of the table. Columns also group observations by whether the ori-
gin is an ABC signatory.
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Table A3: Means of relevant variables for Phase 3

All observations Positive flows

Origin countries: All ABC Non-ABC All ABC Non-ABC

Bilateral Variables
Trade Flow (Mn USD) 644.2 1429.9 442.9 806.2 1492.3 584.2
Both in GATT/WTO .52 .64 .49 .55 .65 .52
Both in OECD .045 .14 .020 .057 .15 .027
Regional Trade Agreement .20 .27 .19 .24 .28 .23
Common Currency .021 .034 .017 .025 .035 .022
Exchange Rate Volatility .050 .048 .051 .048 .048 .049

Origin Variables
Population (Mn) 48.8 43.4 50.2 57.5 44.2 61.7
GDP/Capita (USD) 16180.7 35449.6 11245.4 18405.6 35710.3 12804.6
GATT/WTO Member .74 .93 .69 .76 .93 .70
OECD Member .25 .80 .11 .30 .81 .13
ABC Signatory .20 1 0 .24 1 0
WGI Corruption Index -.15 -1.17 .12 -.26 -1.18 .038

Destination Variables
Population (Mn) 43.8 38.3 45.2 50.1 39.8 53.4
GDP/Capita (USD) 14338.1 13236.9 14620.1 15636.2 13637.2 16283.2
GATT/WTO Member .71 .69 .72 .73 .70 .74
OECD Member .19 .17 .20 .22 .17 .23
ABC Signatory .17 .22 .16 .19 .23 .18
WGI Corruption Index -.0072 .035 -.018 -.062 .023 -.090

Observations 273862 55841 218021 218811 53505 165306

Notes: This table describes relevant variables for the empirical analysis of the
years relevant in the Phase 3 analysis, from 2007 onward. Statistics are calculated
using only observations factoring in the analysis, excluding observations which
are missing any of the relevant variables or which are dropped as singletons in
the regressions. Observations with zero trade factor in the PPML estimation but
not in the fixed effects OLS, so these observations are included only in the statis-
tics in the first three columns of the table. Columns also group observations by
whether the origin is an ABC signatory.
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B Conceptual framework

This section outlines the paper’s conceptual framework, which works from a

textbook gravity equation to characterize the economic parameters of interest and

isolate the assumptions required for identification. While the empirical analysis

will not seek structural estimation of each of these parameters, specifying them will

clarify the nature of relevant economic forces and how we should assess causality.

B.1 Characterization of trade costs

Holding national incomes and expenditures fixed, we aim to study how trade

flows respond to changes in trade costs associated with international agreements

such as the ABC. To aid exposition, we specify a functional form for these trade

costs:

Todkt ≡ [1+ (αG)odkt ]λ1 X λ2
odktµ

λ3
odkt (5)

where Todkt is the iceberg cost of trading good k from origin o to destination d in

year t , G reflects the role of non-tariff institutional barriers to trade, and X is an

index reflecting the cost of all other observable factors including tariffs, shipping

costs, distance, and any other barriers to trade. The parameters λi indicate the

proportionate contribution of each of these components to overall trade costs.

B.2 Derivation of estimating equation

Consider a gravity equation for bilateral trade, as in the standard formulation

of Anderson and van Wincoop (2003):

Tradeodkt =
Yokt Edkt

Ykt

(
Todkt

ΦdktΩokt

)1−σ
(6)
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The gravity equation predicts greater trade for origins with higher output Y and

for destinations with higher expenditures E . With trade elasticity σ > 1, trade is

decreasing in bilateral resistance Todkt , and increasing in multilateral resistance

terms which take the conventional form

Φdkt =
∑
ℓ

Tℓdkt Yℓkt

Ωℓkt

Ωokt =
∑
ℓ

Toℓkt Eℓkt

Φℓkt
.

Inward resistance Φdkt is a function of the barriers all countries in the world face

in exporting k to d . Likewise, outward resistanceΩokt reflects the capability of o to

export g to all of the world’s destination countries which are possible alternatives

to d .

To linearize the expression for trade flows, we take logs and combine (6) with

(5):

lnTradeodkt ≈β(αG)odkt + ln
Yokt

Ω1−σ
okt

+ ln
Edkt

Φ1−σ
dkt

− lnYkt +λ2Xodkt +λ3µodkt , (7)

whereβ≡λ1(1−σ). According to this expression, G will have a larger average effect

on trade flows if (i) trade is more elastic as reflected by σ, or (ii) non-tariff institu-

tional barriers such as G constitute a relatively large proportion λ1 of overall trade

costs. G will also have larger effects for the specific trading relationships with the

most intense exposure α; this point is indeed what motivates the main empirical

specifications used in the literature.

B.3 Identification with aggregate trade flows

Some policy events, such as changes in product-specific tariffs, afford ready

variation at the odkt level, making it straightforward to estimate an empirical coun-
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terpart of (7). For many important institutions, however, change happens at a

higher level, for instance that of individual countries. The ABC is one such policy,

since signatories are supposed to implement anti-bribery laws uniformly across

export partners and across economic sectors. So the literature on such policies will

often estimate a more limited version of (7):

lnTradeod t =β(Got ×Kd )+X ′
od tγ+δot +δd t +ϵod t . (8)

This paper’s central estimating equation, (1) is an empirical counterpart of just

this equation, with Got = ABCot and Kd = Corruptiond , as described in Section

3.1. The considerations relevant to assessing identification with these variables are

similar to those for any Got and Kd .

To see how β is identified, note that by itself ABCot would be absorbed by the

origin-year effect, but it is interacted with a measure of corruption at the destina-

tion level. The idea is that ABC can affect trade only in settings with corruption, so

the effects of ABC can be identified by studying how trade responds to it as a func-

tion of the corruption level. Here the product subscript k is suppressed since the

estimation relies on aggregate flows. The origin-year and destination-year effects

also play an important role in identification. In particular, enforcement of ABC

would entail changes in bilateral trade costs Tod t for every origin o implement-

ing ABC. Thus the multilateral resistance terms Φd t and Ωot are likely to change

in ways correlated with ABC implementation, and to thereby confound identifica-

tion. The canonical survey of Head and Mayer (2014) shows that the effects of these

changes in multilateral resistance amount to a substantial proportion of the overall

effect of gravity variables on trade. We thus maintain focus on specifications with

these effects, and rely for identification on differences in intensity.

In general, estimated values of β in (8) indicate whether countries implement-

ing G redirect trade toward destinations with higher values of K . However, this redi-
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rection could happen not because of characteristic K itself, but because of some

omitted factor correlated with K .

As argued below, the pattern of OECD countries cooperating with each other

indicates that joint membership in the OECD is one such omitted factor. Specif-

ically, implementation of the ABC in a given country coincides with that country

cooperating more with the rest of the OECD, which entails more exports to other

OECD countries, and because these OECD destinations are typically less corrupt,

this explains the redirection of trade from corrupt to less corrupt countries. A range

of empirical results support this finding, including an event study, versions of (8)

which control for joint OECD membership or crackdowns on enforcement, and

concurrent trends in international cooperation as proxied by UN voting records.

The general point of these empirical tests is that there is component of the unob-

served portion institutional barriers, µod t , which is correlated with the regressor of

interest. Countries agree to ABC at precisely the time when they are anyway more

likely to cooperate and trade with one another.

This type of confound poses a concern in estimating the effects not only of ABC,

but of any international agreement related to trade policy. The literature has seen

heated debates, for instance on the effects of the WTO (Rose, 2004) and of prefer-

ential trade agreements (Baier and Bergstrand, 2007; Limão, 2016). One surprising

theme has been the apparent trade-enhancing effects of institutions such as the

OECD which lack formal power over trade (Rose, 2005). Such findings are con-

sistent with the notion that international agreements often coincide with other

patterns of international cooperation driving trade patterns. Another important

finding in this literature comes from Subramanian and Wei (2007), who show that

although the WTO has little average effect, it does seem to yield a trade-enhancing

effect for the sectors and countries with the largest actual reductions in tariffs and

other trade barriers. The spirit of Subramanian and Wei (2007) is, indeed, that in

evaluating international agreements we often need to look to the substance of their



WHEN DO ANTI-BRIBERY LAWS AFFECT INTERNATIONAL TRADE? 9

rule changes and to differences in effects associated with variation in α.

B.4 Identification with product level trade flows

Turning to product-level trade flows enables us to go farther in exploiting this

form of variation, and to look in the right place for causal effects of agreements like

ABC. In particular, with a specification of the form

lnTradeodkt =β(Got ×Kdk )+X ′
odktγ+δod t +δokt +δdkt +ϵodkt , (9)

the pair-year fixed effect δod t absorbs any changes in countries’ propensity to co-

operate with one another and facilitate trade in unobservable ways. If these types

of cooperation patters, rather than the substance of the agreement itself, are what

lead to apparent trade-shifting effects of institutions like ABC, then specifications

like (9) will remove this bias. Given that changes in trade policy often require some

form of international agreement and cooperation, removing this bias would seem

an important concern a priori.

To implement this strategy, the remaining task is to specify a suitable Kdk which

serves as a determinants of trade’s exposure to the policy and which varies at the

destination-by-product level. In this paper’s empirical analysis, I do not have a

measure which varies by destination and product, but can still obtain identifica-

tion using product-level variation in susceptibility to corruption. Given that busi-

ness in certain sectors involves more interaction with government or is otherwise

more likely to require bribery, we would expect ABC to have greater effects on cor-

rupt countries’ trade in these sectors. Section 5 provides further detail on these

strategies.
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Figure B1: Event Study Checking for Pre-Trends in Exports to Corrupt Destinations

−
.2

−
.1

0
.1

C
o

e
ff

. 
o

n
 (

R
e

la
ti
v
e

 Y
e

a
r 

X
 D

e
s
t.

 C
o

rr
u

p
ti
o

n
)

Earlier −4 −3 −2 −1 0 +1 +2 +3 +4 Later
Years relative to implementation

Timing of effect for implementing countries

Anti−Bribery Convention Event Study

The event study uses the specification:

ln(Exports)o→d
t =

5+∑
τ=2

β−τ(YrsPriorτot×Corruptd )+
5+∑
τ=0

β+τ(YrsPostτot×Corruptd )+δod+δot+δd t+ϵod t ,

where YrsPriorτot and YrsPostτot are indicators for year t being τ years before or af-

ter the implementation of the Convention in a country o. Each coefficient gives a

year-specific estimate of Convention versus non-Convention countries’ relative tilt

toward higher-corruption export destinations, relative to what this tilt is one year

prior to implementation. Even without controls for OECD membership, we see in-

dications of a pre-trend, with a downward slope in the coefficients prior to the date

of ABC implementation. In other words, even before ABC’s actual adoption, ABC

signatories were starting to trade more with countries happening to have lower

corruption levels. This pre-trend casts doubt on the counterfactual assumption

needed for causal identification, and more broadly provides the context in which
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we need to evaluate ABC’s effects. As Figure B2 shows, gross trade flows from OECD

origins were shifting toward OECD partner destinations for much of this period,

while there is no analogous trend in the years surrounding Phase 3.
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Figure B2: Trends in Total Exports from OECD Countries
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C Alternate specifications

Table C1: Baseline estimates with D’Souza (2012) sample countries

Exports (1) (2) (3) (4)

ABC × Dest. Corrupt -0.067*** -0.058*** -0.009 -0.005
(0.011) (0.014) (0.014) (0.019)

ABC × Dest. in OECD 0.220*** 0.189***
(0.032) (0.046)

ABC 0.081*** 0.042**
(0.018) (0.020)

Dest. in OECD -0.039
(0.053)

Regional trade agreement 0.163*** 0.135*** 0.161*** 0.133***
(0.026) (0.029) (0.026) (0.029)

Common currency -0.016 -0.009 -0.086*** -0.052
(0.027) (0.042) (0.027) (0.042)

Exchange rate volatility -0.156*** -0.173 -0.152*** -0.157
(0.052) (0.185) (0.052) (0.185)

One in GATT/WTO 0.093*** -0.131 0.089*** -0.137
(0.023) (0.105) (0.023) (0.105)

Both in GATT/WTO 0.245*** 0.121 0.250*** 0.125
(0.024) (0.094) (0.024) (0.094)

Log origin GDP per capita 7.917*** 8.024***
(1.378) (1.378)

Log dest. GDP per capita 8.170*** 8.277***
(1.384) (1.385)

Log origin population 0.901*** 0.898***
(0.135) (0.135)

Log dest. population 0.590*** 0.622***
(0.108) (0.109)

Year × ln(GDPo ×GDPd ) -0.004*** -3.865* -0.004*** -3.861*
(0.001) (2.051) (0.001) (2.051)

Observations 169,318 169,318 169,318 169,318
R2 0.905 0.915 0.905 0.915
Fixed Effects od , t od ,ot ,d t od , t od ,ot ,d t

Notes: OLS estimation. This is the same as Table 1, but restricted to countries in the
sample of D’Souza (2012), 155 exporters and 143 importers. Data included are from
1992 to 2006. “Dest. Corrupt” is the 1998 WGI measure. Standard errors are adjusted
for clustering by exporter-importer pair. ∗ = p < 0.10, ∗∗ = p < 0.05, ∗∗∗ = p < 0.01.
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Table C2: Controlling for alternate cooperation proxies

Exports (1) (2) (3) (4)

ABC × Dest. Corrupt -0.000 -0.017 -0.037*** 0.056**
(0.015) (0.014) (0.013) (0.022)

ABC × Dest. in EU 0.208***
(0.039)

ABC × RTA 0.132***
(0.026)

ABC × Com. Currency -0.096
(0.073)

ABC × Dest. log GDP/Pop 0.073***
(0.015)

Observations 209,578 209,578 209,578 209,578
R2 0.910 0.910 0.910 0.910
Fixed Effects od ,ot ,d t od ,ot ,d t od ,ot ,d t od ,ot ,d t

Notes: PPML estimation. The dependent variable is the dollar value of total bilat-
eral export flows (1992-2006). ABC is an indicator of whether country o has im-
plemented an anti-bribery law in accordance with the Convention as of year t .
“Dest. Corrupt” is 1998 corruption in the destination country, measured as stan-
dard deviations in the WGI index. Specifications include all of the same gravity
control variables used in Table 1. Standard errors are adjusted for clustering by
exporter-importer pair. ∗ = p < 0.10, ∗∗ = p < 0.05, ∗∗∗ = p < 0.01.
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Table C3: Poisson estimates, including zero-flows

Exports (1) (2) (3) (4)

ABC × Dest. Corrupt -0.042*** 0.000 -0.008 0.004
(0.014) (0.013) (0.014) (0.018)

ABC × Dest. in OECD 0.179*** 0.013
(0.034) (0.048)

ABC -0.058* -0.150***
(0.031) (0.036)

Dest. in OECD 0.040
(0.049)

Regional trade agreement 0.080** -0.055 0.075* -0.056
(0.040) (0.037) (0.040) (0.036)

Common currency 0.045 -0.110*** 0.025 -0.110***
(0.028) (0.025) (0.028) (0.025)

Exchange rate volatility -0.118** -0.039 -0.132** -0.038
(0.052) (0.112) (0.052) (0.112)

One in GATT/WTO 0.114** -0.113 0.091* -0.114
(0.051) (0.112) (0.055) (0.112)

Both in GATT/WTO 0.165*** -0.019 0.180*** -0.017
(0.047) (0.078) (0.050) (0.079)

Log origin GDP per capita 24.037*** 25.576***
(2.051) (2.083)

Log dest. GDP per capita 24.058*** 25.575***
(2.058) (2.094)

Log origin population -0.254 -0.344
(0.301) (0.303)

Log dest. population -0.172 0.005
(0.170) (0.168)

Year × ln(GDPo ×GDPd ) -0.012*** -0.111 -0.013*** -0.106
(0.001) (0.997) (0.001) (0.996)

Observations 320,655 278,811 320,655 278,811
R2 0.990 0.995 0.990 0.995
Fixed Effects od , t od ,ot ,d t od , t od ,ot ,d t

Notes: PPML estimation. The dependent variable is the dollar value of total bilateral ex-
port flows (1992-2006). ABC is an indicator of whether country o has implemented an
anti-bribery law in accordance with the Convention as of year t . “Dest. Corrupt” is 1998
corruption in the destination country, measured as standard deviations in the WGI in-
dex. Standard errors are adjusted for clustering by exporter-importer pair. ∗ = p < 0.10,
∗∗ = p < 0.05, ∗∗∗ = p < 0.01.
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D Additional tests

Table D1: Effects of OECD-ABC on FDI

FDI Flows (1) (2) (3) (4) (5)

ABC × Dest. Corrupt -0.134*** 0.0396 -0.0368 0.0261 -0.0352

(0.0446) (0.0363) (0.0611) (0.0408) (0.0618)

ABC -0.0878 -0.0895

(0.0678) (0.0677)

Dest. Corrupt -0.971***

(0.0491)

ABC × Dest. in OECD -0.0453 0.0221

(0.0859) (0.145)

Dest. in OECD 0.256**

(0.117)

Observations 9454 9118 11791 9118 11791

R2 0.540 0.830 0.876 0.830 0.876

Dest. Controls ✓
GDP & Pop Controls ✓ ✓ ✓
Fixed Effects o, y od , t od ,ot ,d t od , t od ,ot ,d t

Notes: OLS estimation. The dependent variable is the logged dollar value of total bilateral FDI
flows. Due to constraints on data availability, the sample includes FDI flows only from OECD
origin countries. The sample runs from 1996 to 2002, to maintain consistency with Cuervo-
Cazurra (2008). I generally employ the same set of fixed effects as in (1), but in one initial re-
gression follow the specification of Cuervo-Cazurra (2008) by omitting the ABC main effect,
only including origin fixed effects and adding a wider set of gravity controls from Rose (2005).
These controls include distance between countries and indicators of being landlocked, being
an island, sharing a border, sharing a common language, having a common colonizer, and
ever being in a colonial relationship. ABCot is an indicator of whether country o has imple-
mented an anti-bribery law in accordance with ABC as of year t . “Dest. Corrupt” is 1998 cor-
ruption in the destination country, measured as standard deviations in the WGI index. Stan-
dard errors are adjusted for clustering by exporter-importer pair. ∗ = p < 0.10, ∗∗ = p < 0.05,
∗∗∗ = p < 0.01.
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Table D2: Effects by Enforcement of Anti-Bribery Laws

(1) (2) (3)

ln(Exports) ln(Exports) ln(FDI)

Enforce × ABC × Dest. corr. -0.0573*** -0.0573*** 0.0112

(0.0173) (0.0173) (0.0620)

ABC × Dest. Corrupt -0.0182 -0.0182 -0.0165

(0.0142) (0.0142) (0.0701)

Observations 209578 209578 12293

R2 0.910 0.910 0.876

Origin Sample All countries Signatories only Signatories only

Notes: OLS estimation. ABCot is an indicator of whether country o has implemented an anti-
bribery law in accordance with the Convention as of year t . “Dest. Corrupt” is 1998 corruption
in the destination country, measured as standard deviations in the WGI index. “Enforce” is an
indicator of whether the origin country conducts a “High” level of enforcement according to the
Transparency International progress report. All specifications include pair fixed effects as well as
origin-year and destination-year effects, and all of the same gravity model controls as in Table 1.
Standard errors are adjusted for clustering by exporter-importer pair. ∗ = p < 0.10, ∗∗ = p < 0.05,
∗∗∗ = p < 0.01.


