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In 2014, Brazilian authorities uncovered an intricate network of bribes and systemic corporate 
and government corruption headed by the Brazilian conglomerate Odebrecht.1 Multiple 

government officials, former heads of states, political parties, and influential individuals in 
over fourteen Latin American and African nations were implicated in the largest corruption 
scandal in Latin American history, highlighting the extent and scale of international corruption. 
Past international corruption scandals spurred members of the Organization for Economic 
Cooperation and Development (OECD) to enact the Anti Bribery Convention (ABC) in 1999, 
the first and only international anti-corruption regime to target bribery of foreign officials by 
multinational firms.2 Existing empirical studies of the treaty have deemed it a success, yet issues 
with their methodology and events like the Odebrecht scandal call into question the treaty’s 
effectiveness. My study improves on prior studies by retesting past results with new data, testing 
for offsetting corruption by non-signatories that had not been properly addressed, and utilizing 
a more precise proxy measure of financial corruption, banking monopolization. My results thus 
offer a better understanding of the overall effect of the convention on international bribery. 

Literature Review
Although corruption is widely studied, the literature assessing the effectiveness of the 

OECD ABC is quite small and lacks robust treatment. This literature can be broken down into 
two camps: optimists and pessimists. The optimists examined the financial and trade flows of 
ABC signatory states to corrupt states, noting that after its implementation corrupt states saw 
reductions in economic flows.3 This suggested that the treaty raised the expected risk for foreign 
businesses in countries with corruption problems. The pessimistic studies, in contrast, note that 
the treaty has had mixed results, succeeding in altering firm behavior only sometimes.4 

There are three primary issues that exist within the OECD ABC effectiveness literature. 
First, prior studies rely on aggregate economic flows that may only be indirectly related to 
corruption and are subject to multiple push and pull factors that are only weakly measured by 
existing regression analyses. Therefore, there is considerable gain in using a variable that is a 
direct consequence of corruption. Second, prior studies have ignored variation in enforcement 
of the OECD ABC, which should help to explain which countries’ firms actually change their 

1 Johnathan Watts, “Operation Car Wash: Is this the biggest corruption scandal in history?” Guardian, June 01, 2017, 
https://www.theguardian.com/world/2017/jun/01/brazil-operation-car-wash-is-this-the-biggest-corruption-scandal-in-history. 
2 For more background on the OECD ABC, see http://www.oecd.org/corruption/oecdantibriberyconvention.html.
3 Anna D’Souza, “The OECD Anti-Bribery Convention: Changing the currents of trade,” Journal of Development Economics 97, no. 1 
(2012): 73-87, https://www.sciencedirect.com/science/article/abs/pii/S0304387811000058?via%3Dihub. 
4 Jennifer Spencer and Carolina Gomez, “MNEs and Corruption: The Impact of National Institutions and Subsidiary Strategy,” 
Strategic Management Journal 32, no. 3 (March 1, 2011): 280-300, https://doi.org/10.1002/smj.874. 
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behavior or not. Finally, most studies have focused on flows from signatory states, yet they fail 
to account for the possibility of offsetting flows from non-signatory exporting states, such as 
China, whose firms would have no domestic incentive to halt bribery practices.

Theory
To deter firms from using bribery abroad, the OECD ABC stipulates that bribing firms 

are subject to sanctions in the form of fines and possible dissolution.5 Yet, enforcement of these 
sanctions by signatories may vary. In theory firms should not conduct business and trade in 
highly corrupt states as their operations there would require bribery to function smoothly. 
This means that there should be an observable reduction of trade flow from these OECD ABC 
signatories, especially those enforcing the treaty, to these corrupt states as the cost of doing 
business in those markets outweighs the potential gains for these firms. However, this reduction 
of trade from signatory states may be offset by trade inflows by non-signatory states. 

Bribery, rather than being reduced by the OECD 
ABC, could simply be shifted, as a result of “corruption 
leakage.” Like carbon leakage, wherein greenhouse gas 
emissions in one country increase following an emissions 
reduction by a second country with a stricter climate 
policy,6 states that have stringent anti-corruption laws may 
see their own firms’ involvement in bribery decrease. Yet 
firms located in states with little to no regulation on the use 
of bribery abroad may continue or increase their use of it 
especially if the market opportunities outweigh their costs. 
Thus, it is possible that there is increased trade from non-
signatory exporters to those highly corrupt nations as their 
firms seek to exploit the opportunities left by the reduction 
of trade from firms in OECD ABC signatory states.

In addition to trade flows, I argue that banking monopolization should also be 
examined, especially in the period of the conventions’ phase 3 (2010-2014) implementation. 
The reason for this is that this period generated the most pressure on states to sanction firms 
that utilized bribery due to this phase’s special prosecutorial review mechanism, which allowed 
for other members of the convention to investigate and publish scathing reports on the efforts 
(or lack of effort) of other members. Banking monopolization is ideal to examine the treaty’s 
effectiveness due to the relationship between corruption and the formation of monopolies due 
to rent seeking. Rent seeking is the attempt to increase an individual’s or firm’s wealth without 
any increase in costs or productivity.7 Corruption is a classic type of monopolistic rent seeking.8 
Often firms will attempt to use bribery in order to capture contracts and exclusive privileges 
with government entities and by doing so these firms reduce overall market competitiveness 
as they raise the barrier to entry to prevent rival rent seekers from the doing the same. Banks, 
like any other industry, have been involved in corruption before and through examining how 
competitive a nation’s banking sector is the effectiveness of the treaty can be gauged. In light of 
the theoretical considerations outlined above, I developed three testable hypotheses: 

5 Convention on Combating Bribery of Foreign Public Officials in International Business Transactions, November 21, 1997, http://
www.oecd.org/daf/anti-bribery/ConvCombatBribery_ENG.pdf.
6 Andreas Cala, “Emissions Loophole Stays Open in E.U.,” New York Times, November 18, 2014, https://www.nytimes.
com/2014/11/19/business/energy-environment/emissions-loophole-stays-open-in-eu.html. 
7 Paul Pecorino, “Rent Seeking: A Textbook Example,” University of Alabama Economics, Finance, and Legal Studies Working Paper 
no. 04-01-01 (2004), accessed February 14, 2021, http://econ.ucsb.edu/~tedb/Courses/Ec100C/pecorinotextbookexample.pdf. 
8 Johann Graf Lambsdorff, “Corruption and rent-seeking,” Public Choice 113, no. 1 (2002): 97-125. 
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Hypothesis 1: OECD ABC signatory states’ firms will decrease trade with highly corrupt states.

Hypothesis 2: Non-signatories trade flows will offset OECD ABC outflows to corrupt states.

Hypothesis 3: The OECD ABC Phase Three will result in the reduction of banking monopolies.  

Design
To test these hypotheses, I created two panel data analysis models shown below: 

Model One: Log(Trade inflow) = j Log(Trade Flows)t-1+ β2 Corruption + β3 OECD 
Phase Three + β4 Corruption * OECD Phase Three + Controls + α + є     

Model Two: Banking monopolization = j Banking Monopolization-1+ β2 Corruption + 
β3 OECD Phase Three + β4 Corruption * OECD Phase Three + Controls + α + є     

My sample size for these models consisted of 180 countries for the period from 1995 to 2014. 
The dependent variables for the models were bilateral trade inflows, measured in millions of US 
dollars, and a measure of banking monopolization, which measures market power as a product 
of a bank’s output pricing compared to its marginal costs on a 0 to 1 scale.9 

My main independent variables are (1) a measure of OECD ABC Phase Three, which 
equals 1 if a country was a signatory in a given year since 2010 and equals 0 otherwise; and 
(2) a measure of political corruption, which varies from 0 (least corrupt) to 1 (most corrupt).10 
I also interact these variables, to detect whether the treaty’s effects vary by a country’s level of 
political corruption. I also test an alternative independent variable, the level of OECD ABC 
treaty enforcement, measured on a scale from 1 to 3, with one being assigned to states with 
little to no level of treaty enforcement to 3 being reserved for states with highly active levels of 
enforcement.11 

In all models, I also control for a plethora of standard variables thought to influence 
trade flows and banking monopolization, including population size, growth, level of democracy, 
GDP per capita, the presence of a systemic banking crisis, a nation’s level of financial market 
regulation, the distance between nations’ capital cities, de jure and de facto financial flows, de 
jure trade flows, whether or not the nation’s currency was pegged to another nation’s currency 
(currency peg), the nominal exchange rate of a nation’s currency, and the percentage of market 
control that foreign bank have in each nation’s markets (foreign bank).12

9 Trade data is from the United Nations Conference on Trade and Development (UNCTAD), Trade trends, available at https://
unctadstat.unctad.org/wds/ReportFolders/reportFolders.aspx. The banking monopolization variable is from the World Bank, Global 
Financial Development Database, 2019, available at https://www.worldbank.org/en/publication/gfdr/data/global-financial-develop-
ment-database. 
10 The data on political corruption reflects rescaled perceived levels of government corruption on a scale of 0-100 by country expert 
surveys and adjusted measurement model. It is taken from Michael Coppedge et al., V-Dem [Country-Year/Country-Date] Dataset 
v8, 2018, distributed by Varieties of Democracy (V-Dem) Project, available at https://doi.org/10.23696/vdemcy18. 
11 Data on treaty enforcement is rescaled from Transparency International’s 2019 Corruption Perceptions Index, which has a 4 unit 
range. Data is available at https://www.transparency.org/en/cpi/2019/index/nzl.
12 Fraser Institute, Economic Freedom of the World, 2019, distributed by The Fraser Institute,
https://www.fraserinstitute.org/economic-freedom/dataset?geozone=world&year=2018&page=dataset&min-year=2&max-
year=0&filter=0. Currency Peg Classification data is from Jay C. Shambaugh, “The Effect of Fixed Exchange Rates on Monetary 
Policy,” The Quarterly Journal of Economics 119, no. 1 (February 2004): 301–352; KOF Globalization Index is from Savina Gygli, 
Florian Haelg, Niklas Potrafke and Jan- Egbert Sturm, “The KOF Globalisation Index – Revisited,” Review of International Organiza-
tions 14, no. 3 (2019): 543- 574. Data on distance between capital cities is from Kristian Gleditsch, http://ksgleditsch.com/data-5.
html; other socio-economic data is from World Bank, World Development Indicators Online Database, 2019, distributed by the 
World Bank, https://datacatalog.worldbank.org/dataset/world-development-indicators. 
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Table 1: OECD ABC Signatory Trade Flow Impact
(1) Phase 3 (2) Phase 3 (3) Phase 3 (4) Phase 3

All Low High Enforced 
Countries Corruption Corruption

Trade Flowst-1 (log) 0.825*** 0.805*** 0.766*** 0.823***
(0.005) (0.006) (0.034) (0.005)

Corruption 0.011 -0.010 0.119 -0.013
(0.041) (0.043) (0.197) (0.041)

OECD ABC Phase 3 -0.171*** -0.137*** 0.183**
(0.027) (0.028) (0.089)

Corruption * OECD ABC Phase 3 -0.086** -0.085** -0.354**
(0.033) (0.033) (0.147)

Enforcement Level 0.082*** 0.070*** 0.000
(0.009) (0.009) (.)

Enforcement (dummy) -0.016
(0.026)

Corruption * Enforcement -0.105**
(0.040)

Controls Yes Yes Yes Yes
Year Fixed Effects Yes Yes Yes Yes
Random Effects Yes Yes Yes No
Region Fixed Effects No No No Yes
Observations 42,201 39,130 1,378 42,201

Standard errors in parentheses * p<0.1 ** p<0.05 *** p<0.001. 
Dependent variable is dyadic trade imports. Coefficients for the constant and these control variables are omitted due to space 
considerations: currency peg, Population (log), Nominal Exchange Rate (log), Growth, De jure Global Trade Flow (log), GDP per 
capita (log), Democracy, Dyadic GDP per capita (log), Year, and Distance (Km).

Results
Table 1 shows the results of four different models used to test whether or not trade 

to corrupt states would be reduced by the treaty.13 Like prior literature, my findings ultimately 
support hypothesis one as the treaty consistently saw a significant reduction of trade to corrupt 
states from the treaty’s signatories in most of the models. An interesting finding is that when 
the trade flows were subset to OECD ABC signatories that had high levels of corruption the 
coefficient effect was -.35, quadruple the amount of the previous models. This suggests that 
firms based in these highly corrupt signatories saw the largest declines in trade to other corrupt 
states signaling a shift in business patterns. Figure 1 shows the variation in the impact that high 
levels of OECD ABC enforcement have on trade, as states with high corruption saw significant 
decreases in trade while there was no discernible impact for the least corrupt states.

Although not shown here, I also ran seven models to test for offsetting flows by non-
signatory states. These models produced statistically significant negative coefficients, directly 
contradicting hypothesis two. During this period, non-signatory states also reduced trade with 
highly corrupt states while diverting their trade to states with low to no levels of corruption. 
These results were unexpected and could be driven by increased international attention on these 

13 Although not shown due to space constraints, I also ran models that used fixed and random effects on both interaction measures 
and found similar results to those reported here.
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highly corrupt markets as the OECD ABC Phase Three investigations were underway or the fact 
that their export presence may have not been large enough to account for massive outflows of 
OECD ABC trade. Results from the enforcement level and banking models cautiously suggest 
unobserved factors are not driving the lack of observed “corruption leakage.” 

Table 2 presents three models examining the impact of the OECD ABC on banking 
monopolization and banking concentration, an alternative dependent variable that examines 
how much control a nation’s three largest banks has on a nation’s commercial market. Models 
1 and 2 examine banking monopolization, and both show a statistically significant negative 
interaction effect in which the OECD ABC led to increased banking sector competitiveness 
especially in states with high levels of corruption. To further reinforce these findings, model 
3 used banking concentration as an alternative dependent variable. Again, the model suggests 
statistically significant negative interaction coefficients.14 This meant that over time the percentage 
of market share held by the country’s three largest banks decreased, showing increased banking 
sector competitiveness. These findings make the most sense because a significant portion of 
international financial hubs are found within OECD ABC signatory states meaning that these 
global banks are exposed to the treaty’s enforcement directly.

Conclusion
Corruption has continued to be a pressing issue for international development scholars 

and policymakers. Failure to combat corruption deters economic development and creation of 

14 Although not shown due to space constraints, I also ran two additional models that utilized random effects on both dependent 
variables with the results being consistent with these other models.

Figure 1: Marginal Effect of OECD Anti-Bribery Convention Enforcement on Trade Flows 
by Corruption Level
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political stability in developing nations. This paper sought to address issues within the existing 
corruption literature by addressing a specific type of corruption: international bribery on the 
part of international firms. My results provide much greater clarity and confidence that the 
OECD ABC’s criminalization of foreign bribery did have a positive impact. This treaty changed 
the behavior of OECD ABC signatory firms as it forced them to divert trade flows away from 
highly corrupt states at greater rates to low and non-corrupt states. Likewise, the reduction 
of banking monopolies in these highly corrupt states further lends credence to the treaty’s 
effectiveness. Although I hypothesized that the treaty would result in the creation of offsetting 
trade flows by non-signatory exporters, like China, it was surprising to find the opposite was 
the case. Since 2010, non-signatories have also avoided pursuing trade in highly corrupt states. 

Future researchers can build upon this work in three ways. First, scholars should 
continue retesting the impact that the OECD ABC has on its signatories’ flows. As more nation’s 
join the treaty in the future it will alter the way the flows are being directed. Second, corruption 
research should employ banking monopolization (and banking concentration) as variables that 
proxy bribery much more closely than the aggregate flow models. Third, although I did not find 
offsetting corruption, “corruption leakage” should be revisited as this risk grows larger as more 
corrupt nations gain export shares along with their development. 

Table 2: OECD ABC Signatory Banking Sector Impact
(1) Banking (2) Banking (3) Banking
Monopoly Monopoly Concentration

Banking Monopolizationt-1 (log) 0.443*** 0.699***
(0.041) (0.049)

Banking Concentrationt-1 (log) 0.797***
(0.025)

Corruption 0.061 0.035 -1.232
(0.056) (0.027) (2.925)

OECD ABC Phase 3 0.027* 0.029** 0.564
(0.015) (0.013) (0.976)

Corruption * OECD ABC Phase 3 -0.055* -0.052** -3.445**
(0.029) (0.021) (1.646)

Controls Yes Yes Yes
Year Fixed Effects Yes Yes Yes
Country Fixed Effects Yes No Yes
Region Fixed Effects No Yes No
Observations 1256 1256 1176
Number of Countries 91 91 95
Years per Country 13.8 13.8 12.4

Standard errors in parentheses * p<0.1 ** p<0.05 *** p<0.001. 
Dependent variable is banking monopolization (models 1 and 2) or banking concentration (model 3). Coefficients for the constant 
and these control variables are omitted due to space considerations: Population (log), Growth, Democracy, Banking Crisis, Foreign 
Banks (percentage), De Jure and De facto Global Financial Flows (log), Market Regulation, GDP per capita (log), and Year.


