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n 2002, the government of Kenya invited bids to re-

place its antiquated passport system. A French firm

proposed €6 million, but the Kenyan government
secretly awarded the contract to a British corporation,
Anglo-Leasing Finance, which had tendered €30 million.
Upon the acceptance of its inflated bid, Anglo-Leasing
promptly subcontracted the work to its French competi-
tor for €6 million and pocketed the remainder. A govern-
ment official leaked word of the transaction to the press,
which provoked outcry and recriminations in Britain and
Kenya. Investigation revealed that the contracting firm,
Anglo-Leasing, was merely a postal address in Liverpool;
it was an anonymous “shell” corporation. Despite suspi-
cions that the other €24 million was bound for corrupt
officials, the investigation effectively stopped because it
was impossible to determine the corporation’s owners.

The identities of the perpetrators were hidden
notwithstanding international standards stipulating that
all companies should be able to be traced to the real per-
son in control. Dubbed “Anglo-Fleecing” by the press,
this scandal provides merely one of many possible anec-
dotes underscoring the harm engendered by the lack
of financial transparency and the noncompliance with
international standards of disclosure (Findley, Nielson,
and Sharman 2014; Kenya National Audit Office 2006;
Wrong 2009). More broadly, debates in political econ-
omy about the extent to which the international system
is rule-governed hinge on the causes of compliance and
noncompliance. Formal treaties and legislation are oflittle
interest to political scientists; compliance is the key. Re-
search on compliance with international rules has been
hamstrung, however, by selection bias and endogeneity
problems connected with an exclusive focus on states’
compliance (Downs, Rocke, and Barsoom 1996; Simmons
1998, 2010; von Stein 2005).

In principle, the best way to advance this research
agenda would be to use field experiments (see Gerber and
Green 2012; Levitt and List 2007, 2009). With a fixation on
states as the locus of compliance with international law,
however, experiments are not possible. But if compliance
also depends on nonstate actors such as firms, then field
experiments provide a way forward. As such, we present
the first randomized field experiment probing compli-
ance. To our knowledge, it is also the first fully global
field experiment (for other pathbreaking multinational
experiments, see Levine, Norenzayan, and Philbrick 2001
and Henrich et al. 2004).

Specifically, we assembled a subject pool of 3,515 in-
corporation services (for-profit firms that charge fees to
set up companies for clients): 1,793 services in 177 coun-
tries for Experiment 1 and 1,722 firms in the United States
for Experiment 2. We assigned the firms to treatment
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and placebo conditions that varied the rewards and risks
associated with the potential transaction and that ma-
nipulated information about domestic law enforcement
and accepted international rules. After receiving Insti-
tutional Review Board clearance, we used aliases, posed
as consultants, and approached the firms via emails re-
questing confidential incorporation. The study thus uses
deception. Where social phenomena cause a great deal
of harm, as with corruption, money laundering, tax eva-
sion, sanctions busting, and the financing of terrorism,
and where perpetrators are unlikely to report their behav-
ior truthfully, the benefits of learning about their actions
may outweigh the costs of deception. These important
ethical implications are discussed below.

The two experiments evaluate response and com-
pliance rates elicited by randomly assigned email treat-
ments compared with a placebo. The placebo emails
originate from aliases purportedly based in innocuous,
low-corruption OECD countries. The treatments derive
from international standards stipulated by the Financial
Action Task Force (FATF)—the international institution
charged with overseeing corporate transparency. Nearly
every country has assented to the FATF rules, which re-
quire full disclosure of company owners’ identities and
mandate that corporate service providers employ a “risk-
based approach” in scrutinizing potential customers.

In Experiment 1, the first treatment mentions the
FATF standard requiring identifying documents, but it
also suggests a desire to evade this rule. The second treat-
ment employs language about which the FATF explic-
itly cautions incorporation services, offering to “pay a
premium to retain confidentiality.” The third treatment
probes the effects of the FATF’s operationalization of cor-
ruption risk—the aliases originate from eight countries
that rank high on scales of corruption. The fourth treat-
ment examines the efficacy of FATF guidelines defining
terrorism risk: The aliases claim citizenship in nations as-
sociated with terrorism but consult in Saudi Arabia for
Islamic charities. In Experiment 2, performed only on
firms in the United States, we drop the premium condi-
tion and substitute a fifth condition in which we inform
subjects that U.S. law requires identity disclosure and that
the Internal Revenue Service (IRS) enforces the require-
ment.

The results of the experiments are often counterintu-
itive. Incorporation services based in tax havens comply
with international standards at significantly greater rates
than those in OECD countries. Also, providers in develop-
ing countries are sometimes significantly more compliant
than those in wealthy nations. Disturbingly, approaches
from clients posing a corruption risk tended to reduce
both response and compliance rates in both experiments.
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Terrorism risk significantly decreased responses and the
rate of offers for anonymous incorporation, but it also
decreased demands for identity documents internation-
ally and, in the U.S. experiment, dampened refusals of
service. The offer of premium payment lowered response
and compliance rates. Identifying the applicable interna-
tional rules and rule maker (FATF) while simultaneously
expressing a preference for anonymity had no significant
effects on response or compliance rates in either experi-
ment. However, raising the specter of the IRS did reduce
both rates of response and noncompliance, but it also
decreased refusal rates.

Background and Literature

The general subject of compliance has received prominent
scholarly attention (see Chayes and Chayes 1993; Downs,
Rocke, and Barsoom 1996; Raustiala and Slaughter 2002;
Simmons 2000, 2010; von Stein 2005). In their founda-
tional article, Chayes and Chayes (1993; see also Henkin
1979) conclude that compliance with international stan-
dards is the norm. This “managerial school” holds that
noncompliance generally arises as a result of ignorance,
ambiguities in agreements and treaties, and administra-
tive shortcomings, as opposed to deliberate attempts to
defy such standards. If the managerial logic holds, learn-
ing about international rules should induce compliance.

Rationalist, economic, and constructivist theories of
compliance are relevant to states, firms, and individuals.
Rationalists hold that compliance results from concerns
about international reputation (Keohane 1984; Simmons
2000). A broader economic theory of crime suggests that
actors will comply only when the probable costs of sanc-
tions for noncompliance outweigh the benefits (Becker
1968). Conversely, constructivists argue that actors are
often socialized to comply, seek esteem through compli-
ance, and shun the ostracism and disapproval associated
with noncompliance (Checkel 2001).

Reacting against the optimism asserting the efficacy
of international law, Downs, Rocke, and Barsoom (1996)
brought to light the challenges posed by endogeneity and
selection problems. Compliance with international stan-
dards might be high precisely because states agreed to
those standards where compliance proves easiest (Drezner
2007; Raustiala and Slaughter 2002; von Stein 2005). If this
is so, selection effects—and not the inherent constraining
power of international law—explain states’ compliance.

Other fields, especially economics, have addressed
the problems of selection and endogeneity by employing
field experiments using random assignment to treatment

and control conditions. Any difference in outcomes be-
tween groups can be causally attributed to the interven-
tion because in expectation, randomization balances—
and therefore neutralizes—the effects of all other ob-
servable as well as unobservable factors. This approach
has achieved prominent success in economists’ studies
of compliance with various antidiscrimination rules in
the housing and labor markets, as well as with require-
ments to pay licensing fees (Bertrand and Mullainathan
2004; Fellner, Sausgruber, and Traxler 2013; Levitt and
List 2009; Neumark 2012; Yinger 1998). For example,
Fellner Sausgruber, and Traxler (2013) mailed potential
license fee evaders a moral appeal, information on the
behavior of others, and information on legal penalties
to test the effects on compliance, with the last treatment
having the greatest impact. In these studies, the units of
analysis are ordinary individuals who can be effectively
treated as research subjects in experiments. The problem
in international relations is clear: The objects of inquiry
have typically been sovereign governments, which cannot
be manipulated experimentally.

Yet, crucially for this study, in many important ar-
eas of international relations, including financial trans-
parency, governments are not the main locus of com-
pliance with international standards. Instead, important
contributors to related debates agree that ordinary citi-
zens and firms make the specific decisions that ultimately
aggregate to a pattern of nationwide compliance or vio-
lation (e.g., Drezner 2007, 13; Keohane, Haas, and Levy
1993, 16). Referencing the compliance literature specifi-
cally, Simmons (2010) emphasizes the need for scholars to
study nonstate actors, which can better capture the actual
locus of compliance. International law is made by states,
but not exclusively for states. In our case, states do not
offer or withhold anonymous shell companies, private
firms do, and so in testing actual compliance, these firms
are the key locus of action. Where firms are the locus of
compliance, experimental methods can be employed.

Specifically, the firms of interest are corporate ser-
vice providers (CSPs)—for-profit businesses or law firms
that specialize in forming shell companies for others. In-
ternational standards require CSPs to establish the true
identity of individuals seeking incorporation. CSPs meet
this requirement by obtaining a notarized copy of the
picture page of the individual’s passport and proof of ad-
dress, such as an electricity bill. Yet prior scholarship has
suggested that such standards are quite variably enforced
(Sharman 2011b; World Bank 2011).

An intergovernmental institution, the Financial
Action Task Force (FATF), both sets and monitors
enforcement of regulations to counter money laun-
dering and terrorist financing, and 180 countries have



assented to these standards. The FATF has published 40
recommendations directing countries to avoid harboring
illicit financial activity within their borders (FATF
2012). Specifically, the key provision states: “Countries
should ensure that there is adequate, accurate and timely
information on the beneficial ownership and control of
legal persons [i.e., companies] that can be obtained or
accessed in a timely fashion by competent authorities”
(FATF 2012, 22).

Although formally soft law, the FATF standards have
now been endorsed by the United Nations Security Coun-
cil, incorporated within hard law conventions, transposed
into binding European Union Directives, and also en-
forced by the World Bank and International Monetary
Fund. Countries are monitored by the FATF whether or
not they have agreed to be bound by its standards. The
FATF has publicly blacklisted noncompliant jurisdictions
and compelled nearly all countries to align their domes-
tic laws with the international standards (Drezner 2007,
142-45; Sharman 2009). The FATF also issues specific
guidance that firms should follow in meeting its stan-
dards under the rubric of the “risk-based approach.” This
enjoins businesses to apply special scrutiny to specific cus-
tomer profiles—including offers to pay a premium, origin
in corruption- or terrorism-prone countries, and associ-
ation with “charities” (FATF 2008). We directly derive
three of our experimental interventions from the specific
features of these international standards.

These FATF standards were enacted far in advance of
member states’ domestic provisions (FATF 2006; OECD
2001; UN 1998; World Bank 2011). Thus, acceding to
FATF standards was likely not a case of selection bias.
However, domestic legislation derived from the interna-
tional standards often provides a poor indication of ac-
tual compliance. Such legislation may be ambiguous, for
example, mandating that providers “should take reason-
able measures” to establish the true identity of company
owners. Alternatively, laws may not be enforced, even in
high-capacity developed countries. Although the United
Kingdom has a seemingly straightforward law regulating
providers, the regulator (Her Majesty’s Revenue and Cus-
toms) has never performed even a single audit to check
whether providers do in fact collect identity documents
from customers (Global Witness 2012).

Indeed, we compiled FATF reports on country com-
pliance, coded them quantitatively, and analyzed their
relationship to the results of our audit study. The FATF
country evaluations for two of the three relevant provi-
sions were not related significantly to their firms’ behavior
in our study, and for the third the correlation was weak
(r = 0.24, p = .08; see Baradaran et al. 2013; Findley,
Nielson, and Sharman 2014). Reflecting the fact that do-
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mestic laws may bear little relation to actual compliance,
in 2013 the FATF moved from a system of judging com-
pliance by reading legislation to one that tries to capture
effectiveness in practice (FATF 2013).

The best way to test effectiveness of the FATF
standards involves minor deception. Both experimen-
tal guidelines and federal regulations allow exceptions
to informed consent under certain conditions: (1) the
costs are minimal, (2) the subjects are not exposed to
emotional or physical pain, (3) the research cannot be
performed in another way, and (4) the benefits are signif-
icant (Belmont Report 1979; Code of Federal Regulations
46.116(d)(2009)). The present research qualifies under
each condition.

We estimate that it took subjects roughly 5-10
minutes to respond to our queries; even performing Inter-
net background checks on individuals or countries would
have taken but a few minutes, so costs were low. Subjects
were clearly responding within the context of their nor-
mal day-to-day routines and therefore did not face any
harm from the study (see Singleton et al. 1985, 452).

All identifiable information about incorporation
service providers has been eliminated to protect sub-
jects’ privacy. Given the great damage caused by money
laundering, corruption, tax evasion, sanctions busting,
and terrorist financing, the potential benefits of unbiased
findings on corporate transparency are significant. In-
deed, one regulator suggested to us that the mere knowl-
edge that such tests have been and can be used again to
surreptitiously diagnose and detect noncompliance may
actually make CSPs more likely to comply (Asia-Pacific
Group on Money Laundering, personal communication
26 May 2011).

The conventional methods of social science, includ-
ing surveys and interviews, may well produce biased
results because noncompliant actors are very likely to
hide their true actions from researchers. We could thus
conceive of no other way to achieve unbiased results with-
out deception. This research builds on important prece-
dents using a similar method in economics and politi-
cal science to learn about discrimination (Bertrand and
Mullainathan 2004; Butler and Broockman 2011).

Research Design
Subject Pool

We carried out the experiments on a large pool (N =
3,515) of incorporation services worldwide. Experiment
1 targeted 1,793 firms based in 177 countries. Of these,
968 were stand-alone incorporation services, whereas 825
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were law firms; 445 (25%) of the subjects were located in
OECD countries, 432 (24%) were located in tax havens,
and 915 (51%) were located in developing countries. Ex-
periment 2 treated an additional 1,722 firms in the United
States. Of these, 265 were incorporation services, whereas
1,457 were law firms. Based on the ease of doing business
ratings, 840 (49%) were located in easy business states,
465 (27%) in medium business states, and 417 (24%) in
hard business states.

All data collection and correspondence for both ex-
periments took place between April 2010 and July 2012.
We built a convenience sample of CSPs from informa-
tion available on the Internet using systematic searches
via a popular search engine. Some incorporation service
providers exist mainly as Internet entities; others are spe-
cialized law firms offering incorporation as one of several
services. Each service offers to incorporate new businesses
within a specified set of countries for a fee usually ranging
between $500 and $3,000. We acknowledge that the sam-
ple is not random, nor necessarily representative. Indeed,
the firms listed online may prove more likely to comply
with international standards than firms that are “off the
radar.” Therefore, the data may actually overstate the de-
gree of compliance with global transparency standards
and thus present a more difficult test for this study.

Experiment 1 Block Randomization

We administered a blocking procedure on the subject
pool to improve covariate balance across experimental
conditions. Subjects are grouped according to values of
observable covariates, and the randomization then takes
place within each blocking stratum. As Gerber and Green
(2004) emphasize, blocking ensures that the covariates
are not colinear with assignment to experimental con-
ditions. It generates balanced proportions of subjects in
each condition for each block and thus rules out certain
“rogue” randomizations by design, leading “to substan-
tially more precise estimates than simple randomization”
(Gerber and Green 2012, 114).

For Experiment 1, we blocked by company type (in-
corporation service versus law firm) and country group.
After creating separate categories for OECD countries
and tax havens, we used the World Bank’s Ease of Doing
Business Index (2011) to differentiate among developing
countries. The five country categories were therefore (1)
OECD members, (2) tax havens, and developing coun-
tries grouped according to (3) high, (4) medium, and (5)
low “friendliness to business.” Countries in each category
are listed in Appendix A in the supporting information
(SI). We divided these five strata again by whether sub-

jects were incorporation services or law firms, leaving
10 strata within which we ultimately made the random
assignments to experimental conditions.

Within each blocking stratum, we randomly assigned
a treatment or the placebo condition. We also randomly
assigned an alias (and associated country of origin, 20 in
total), the text of the email (among 33 different possibil-
ities), and the subject line of the email (10 options; see SI
Appendix A).

Experiment 1 Treatments

We sent emails from aliases posing as consultants to each
of the 1,793 service providers in the international subject
pool for Experiment 1. All emails requested confidential
incorporation. The main outcome of interest is the de-
gree to which subjects comply with international law by
demanding certified identity documents.

Experiment 1 subjects were randomly assigned to one
of five conditions:

(1). Placebo: Low-Corruption OECD Country

The email originates from an alias based in
“Norstralia,” one of eight countries (Australia, Austria,
Denmark, Finland, Netherlands, New Zealand, Norway,
and Sweden) with low levels of perceived corruption.

(2). FATF/International Law

The email references the Financial Action Task Force
and its requirements for information disclosure, but it
also suggests a preference for noncompliance. The two
signals—identification of international law, on the one
hand, but a preference for confidentiality on the other—
admittedly push in opposite directions, but we could not
conceive of a prompt regarding international law that
could remain credible without the follow-up requesting
discretion. Thus, a lack of treatment effects for this con-
dition may simply reflect the opposing influences of the
two statements. We note here that, for firms with no prior
knowledge of these rules, this treatment acts to inform
them and thus presents a more direct test of the effects of
knowledge of the law on compliance. Our interviews and
a comprehensive survey we conducted of more than 300
CSPs suggest that knowledge of FATF standards is widely
lacking (more than 70% had not been briefed on the stan-
dards), so this direct effect should be common. For firms
with prior knowledge of the standards, the treatment acts
to “prime” them by calling to mind the standards. Both
mechanisms are consistent with the managerial logic, but
only the first presents a direct test of managerialism. And,
of course, neither actually manipulates the regulatory



environment directly; instead, they manipulate informa-
tion about that environment.

(3). Premium

The email offers to pay a premium for confiden-
tial incorporation, akin to a bribe for the CSP to ignore
international rules. The condition thus probes the effec-
tiveness of the FATF’s injunction to companies that they
screen customers who offer “to pay extraordinary fees
for services which would not ordinarily warrant such a
premium” (FATF 2006, 22). If firms are following in-
ternational law, compliance should increase under this
condition. Alternatively, if firms on balance are behav-
ing according to the cost-benefit logic of the economic
theory of crime, a premium should decrease compliance
rates. This condition, along with the next, probes CSPs
sensitivity to signals of corruption.

(4). Corruption

The email originates from a consultant working in
“government procurement” and hailing from “Guineas-
tan,” one of eight countries ranked by Transparency
International as high in perceived corruption (Equato-
rial Guinea, Guinea, Guinea Bissau, Papua New Guinea,
Kyrgyzstan, Tajikistan, Turkmenistan, and Uzbekistan).
The corruption treatment seeks to learn the efficacy of
the explicit FATF guidelines operationalizing corruption
risk by warning of customers from nations “identified
by credible sources as having significant levels of corrup-
tion, or other criminal activity” (2006, 21). This condition
should increase rates of compliance.

(5). Terrorism

The email originates from a citizen of Lebanon,
Pakistan, Palestine, or Yemen living in Saudi Arabia and
consulting for a Muslim charity. All four origin nations
were identified as key sites of suicide terror by Pape (2005).
The terrorism treatment thus examines the efficacy of two
FATF risk factors: terrorism-prone countries and char-
ities. The FATF operationalizes terrorist risk in warn-
ing against “countries identified by credible sources as
providing funding or support for terrorist activities that
have designated terrorist organisations operating within
them” (2006, 21). Likewise, the FATF enjoins companies
to screen “charities and other ‘not for profit’ organisations
which are not subject to monitoring or supervision (es-
pecially those operating on a ‘cross-border’ basis)” (2006,
22). The terrorism condition should also increase com-
pliance rates.

Each email was sent by a putative consultant who ex-
pressed a desire to form a shell corporation to enhance
confidentiality while limiting legal liability and tax pay-
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ments (examples are included in SI Appendix A). While
legitimate consultancy arrangements are widespread,
consultancy fees are a common alibi for funds derived
from criminal activities (Sharman 2011a; World Bank
2011).

We acknowledge here that FATF risk-based stan-
dards regarding extraordinary payments, corruption, and
terrorism are grounded in real-world concerns that ex-
tend beyond the FATF’s reach. The treatments therefore
probe the effects of conditions about which the FATF
has warned, not simply the FATF rules themselves. This
introduces some potential confounds to the conditions,
implying that any treatment effects will include the ef-
fects of factors beyond the force of international law. We
would argue that the treatment effects of terrorism, cor-
ruption, or offering a premium are interesting in their
own right, independent of international rules, so they
thus warrant study. However, since the FATF has specifi-
cally operationalized each in its standards, any treatment
effects should nevertheless reflect on international law,
even if subjects are not responding to manipulations of
the regulatory environment per se.

To execute the experimental conditions, we created
fictitious identities based on the most common male
names in each of the countries. The names were care-
fully vetted to ensure that no extraordinary connotation
would be applied to any alias, such as with a famous actor,
athlete, or politician. Twenty aliases with associated email
accounts were created; each corresponded to one of the
countries used in the placebo, corruption, and terrorism
conditions.

Different texts for 33 unique emails were created and
randomly assigned to the subjects. All 33 emails were writ-
ten according to the same criteria, but they were infused
with different language, style, grammar, and syntax to en-
sure uniqueness. For the emails originating from aliases
in non-English-speaking countries, two small spelling er-
rors were introduced to enhance authenticity. The many
diverse email texts both minimized the potential for de-
tection and mitigated the potential outlier effects of any
single email text. We emailed each CSP first in 2011 and
then emailed most subjects again in 2012, randomly as-
signing a different treatment, alias, text, and subject line
in the second round. All robustness analysis below reports
estimates using standard errors clustered by subject.

Outcome Measures and Coding

Responses to the control and treatment emails were coded
as refusal, compliant, partially compliant, or noncom-
pliant (see SI Appendix A for examples of replies). We
categorized the remainder as no response. Since subjects
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in the no response category are not enabling anonymous
shell corporations, an argument might be made that no
response is akin to refusal or compliance in preventing
shady incorporation. The data, however, suggest that soft
refusals amount to less than 14% of the subject pool inter-
nationally and less than 10% in the United States, which
are the differences between the strongest (terrorism) con-
dition and the placebo in the two experiments. Thus, soft
refusal is likely occurring among a significant proportion
of CSP subjects, and treatment effects on nonresponse
should be read as meaningful. But it is important to note
that only a minority of subjects seem inclined to soft
refusal.

Suspicious that many nonresponses failed to reply
due to incapacity or indifference, not soft refusal, we fol-
lowed up with multiple rounds of correspondence from
different aliases. The follow-ups culminated with brief
nonresponse checks that essentially asked whether the
firms were still in business and assisting customers—with
no mention of confidentiality, liability, or high taxes. In
the end, only an additional 17% of the nonresponses
(5.8% of the total) in the international subject pool and
5.6% of the nonresponses (3.9% overall) among U.S.-
based CSPs answered these low-risk emails. These find-
ings suggest that conflating no response with the refusal
and/or compliance categories would prove problematic
methodologically and may lead to bias; the vast majority
of nonresponding firms do not reply to any inquiry, even
the most innocuous we could design.

International standards mandate that service
providers require a certified copy of at least one offi-
cial photo identity document along with proof of address
(such as an original utility bill or a notarized copy) before
forming a company for the customer. Service providers
should then keep this documentation on file so that the
company can be traced back to its true owner by law
enforcement should the need arise.

If providers did not respond to the email within
five business days, the researcher posing as the consul-
tant prompted the subject with a standardized, brief
second email. Where service providers’ first response
to the approach email did not specify the identity
documentation required (if any), researchers drew from
a standardized set of response scenarios to draft an
appropriate follow-up email.

If firms declined service, we coded them as refusal.
Services were categorized as compliant if they required
notarized photo identification for the beneficial owner—
or real person in control—of the new company. Infor-
mation required for shareholders or nominee directors,
which can notoriously obscure ultimate ownership, did
not count as compliant according to FATF standards. We
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coded subjects as partially compliant if they required a
copy of photo identification for the beneficial owner but
failed to demand notarization or certification of the doc-
ument. Finally, services that did not request photo doc-
umentation of any kind were classified as noncompliant.
Requirements for identity documentation are outlined
by the FATF and clarified by the Basel Committee (2001).
Examples of each category can be found in SI Appendix A.

Once the specified information on identity docu-
mentation was obtained, researchers informed providers
that “needs have been met” and they no longer needed
the CSP’s assistance. To preserve the security of the ex-
ercise, all correspondence took place through specially
created Internet email accounts. Proxy servers that ran-
domly assign IP addresses throughout the globe (con-
centrated in Europe and East Asia) were used to prevent
service providers’ determining that emails in fact came
from within the United States.

A skeptic might worry that company providers could
employ a “bait and switch” stratagem that involves ini-
tially promising anonymous incorporation but then ask-
ing for identity documents further along the process. To
demonstrate the validity of our outcome measure, we rely
on a closely related audit study (Sharman 2011b). Mirror-
ing our approach here, the audit study was based on email
solicitations to CSPs for shell companies from a purported
consultant, and again was focused on determining what
identity documents (if any) were necessary to establish a
company. The target firms were the same type contacted
in this study. However, the audit study went through the
whole process of incorporation—barring the final trans-
fer of funds—with 42 separate providers. In every single
case, the initial email specification of whether identifica-
tion documents were required was an accurate reflection
of the requirements at each subsequent stage of the pro-
cess. Furthermore, in three cases, the author actually pur-
chased shell companies from providers. Once again, the
identification requirements remained consistent from the
initial email contact until the conclusion of the final stage
when the money had changed hands. These results thus
provide strong evidence for the contention that the email
correspondence we received from providers does in fact
constitute a valid indicator of compliance with corporate
transparency standards.

Experiment 1 Data and Results

Observational Data on Country Categories

In reporting our findings, we begin with observational,
descriptive statistics for Experiment 1. These statistics



reveal two surprising results: First, service providers in
tax havens are far more diligent in observing interna-
tional incorporation rules than those in OECD countries,
and, second, firms in OECD members are not signifi-
cantly more compliant than those in developing countries
(when there are significant differences, they generally fa-
vor greater compliance by firms in poor nations).

Table 1 displays the proportions and differences
for the three country categories: OECD members, tax
havens, and developing nations. Because we used this
categorization in our block randomization procedure, the
treatments—confirmed by randomization checks—were
balanced across the three types of countries, which en-
ables comparison without undue concern these statis-
tics are biased by treatment effects. Given that coun-
try type cannot be manipulated, we emphasize that
the data shown in Table 1 are observational and not
experimental.!

The contrasts are stark. Firms in tax havens were sig-
nificantly more likely to respond to inquiries (64.9%)
compared to services in OECD (49.5%, p = .000)
and developing countries (44.6%, p = .000). Thus, as
Table 1 shows, outcomes for no response were signifi-
cantly different in tax havens compared to the other two
country groups, and firms in OECD countries were sig-
nificantly more responsive than in developing countries
(p =.009).

Relating directly to compliance, tax haven services
were significantly more likely to demand notarized iden-
tification than services in either OECD or developing
countries. The compliance rate for tax haven firms of
34.4% was nearly three times greater than OECD firms
(11.9%, p = .000) and nearly four times greater than de-
veloping country services (9%, p = .000). Also, OECD
firms were more compliant than developing country ser-
vices (p = .009). This provides some evidence for the
managerial claim that noncompliance with international
standards results from an inability to comply, rather than
a product of unwillingness (Chayes and Chayes 1993;
FATF, personal communication October 2007; IMF per-
sonal communication February 2010; World Bank, per-
sonal communication March 2011).

At a mere 4%, tax haven firms were significantly less
likely than OECD companies (12.9%, p = .000) and de-
veloping country services (8.4%, p = .000) to offer in-
corporation without photo identity documents and thus
be found in noncompliance. Tax havens are thus signifi-
cantly more likely to follow international standards than

"Note that for these results, we report on all observations in the
overall experiment, whereas the remainder of the article reports on
only the six treatments discussed. Results for other treatments are
reported elsewhere (Findley, Nielson, and Sharman 2013, 2014).
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other country groups, suggesting that the pressure placed
on the havens by the United States, the United Kingdom,
and FATF has had the intended effect in altering domestic
law and its enforcement. Surprisingly, services in wealthy
countries displayed willingness to violate international
law significantly more often than firms in poor countries
(12.9 versus 8.4%, p = .000), contradicting the manage-
rial claim.

Both the compliance and the noncompliance results
undermine the conventional wisdom that firms in tax
havens are pariahs that ignore corporate transparency
standards. Tax haven firms were also significantly more
likely to be found in the partial compliance category by
requiring unnotarized identity documents than firms in
OECD countries (18.6 versus 13.0%, p = .000). Firms in
developing countries were also significantly more likely
to be found in the partially compliant category than in
OECD nations (16.2 versus 13.0%, p = .000), again chal-
lenging the managerial claim. Because such a large pro-
portion of firms in tax havens complied with international
law, fewer may have been left over for refusal of service,
an outcome in which a significantly smaller percentage
of tax haven services (7.8%) were found compared to
OECD members (11.7%, p = .002) and developing coun-
try companies (11.0%, p = .004). The question remains
open, however, as to whether specific interventions de-
rived from the international standards can cause firms to
alter their compliance levels.

Experimental Results

We treated each outcome category—no response, non-
compliant, partially compliant, compliant, and refusal—
as independent outcomes and employed difference-in-
means and multinomial probit analysis to assess the re-
sults.” The fewer assumptions in this approach makes it
particularly appealing, so we feature it here and use al-
ternatives such as a selection model and nested logit as
robustness checks, reported in SI Appendices C and D.’

*Two randomization checks—using both individual logistic and
multinomial logistic regressions—suggest balance of covariates
among experimental conditions. We find that neither company type
(i.e., incorporation service, law firm) nor country group (OECD,
tax haven, developing) was significantly related to the probability
that a given firm would be assigned to a specific condition. We note
that the confidence intervals on many of the results are relatively
large, suggesting low power. We nonetheless observe a number of
reasonably sized, statistically significant effects where expected.

3As discussed in the appendix, a nested logit model is appealing
because it allows modeling multiple stages, response/nonresponse,
followed by some level of compliance or refusal. Unfortunately,
we do not have an instrument that can be used to predict the
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TaBLE1 Contingency Table of Outcomes across Country Groups
Condition N No Response Noncompliant Partially Compliant Compliant Refusal
OECD Members 1,086 549 141 129 127
Proportion 50.5% 12.9% 13.0% 11.9% 11.7%
Tax Havens 1,124 3957 45%* 209 387 88"
Proportion 35.1% 4.0% 18.6% 34.4% 7.8%
Developing Nations 2,224 1,232%* 186 361 200%** 245
Proportion 55.4% 8.4% 16.2% 9.0% 11.0%
Note: Significant in difference-in-means tests compared to OECD countries: *.1 level, **.05 level, ***.01 level.
TaBLE 2 Contingency Table of Outcomes across Experiment 1 Conditions
Condition N No Response Noncompliant Partially Compliant Compliant Refusal
Placebo 1,112 495 97 184 210 126
Proportion 44.5% 8.7% 16.5% 18.9% 11.3%
FATF 390 190 35 62 66 37
Proportion 48.7% 9.0% 15.9% 16.9% 9.5%
Premium 385 191* 24 66 56" 48
Proportion 49.6% 6.2% 17.1% 14.5% 12.5%
Corruption 428 225%** 38 61 64" 40
Proportion 52.6% 8.9% 14.3% 15.0% 9.3%
Terrorism 424 247 24** 46" 64* 43
Proportion 58.3% 5.7% 10.8% 15.1% 10.1%
Total 2,739 1,348 218 419 460 294
49.2% 8.0% 15.3% 16.8% 10.7%

Note: Significant in difference-in-means tests compared to placebo

We begin with descriptive statistics by experimen-
tal condition on the outcomes across the five different
categories: no response, noncompliant, partially compli-
ant, compliant, and refusal. In expectation, the balance
induced by randomization enables simple analysis that
should reveal the principle treatment effects. In Table 2,
we report cell size and conditional proportions for each
treatment and outcome category. Using asterisks, we also
report statistical significance level in simple difference-
in-means tests for the treatments compared to placebo.

first stage but not the second. Moreover, nested logit routines in
Stata and R do not allow the inclusion of the treatment variable
in both the selection and outcome equations, and the presence of
the treatment in estimating both stages is critical for this study.
Thus, we are unable to estimate a nested logit properly. Instead,
we conducted a nested logit in two disconnected steps, dropping
the nonresponders for the second-stage analysis. The results of this
test are consistent with multinomial tests in which noncompliance
is set as the base outcome (given that response cannot be used
as the base in the second round). None of the treatment effects
are statistically significant. However, because these models did not
explicitly model the effects on outcomes conditional on selection,
our confidence in the nested logit results is reduced.

condition: *.1 level, **.05 level, “**.01 level.

The results in Table 2 suggest that informing incorpo-
ration services about international law, operationalized in
the FATF condition, has no statistically significant effect
on either their propensity to comply by demanding iden-
tity documents or refusing service. Alternatively, any such
effect was canceled out by the implied complicity of the
customers’ request for anonymity. However, offering to
pay a premium, or origin in a country associated with cor-
ruption or terrorism, did produce statistically significant
differences, but some of those differences undermine the
argument thatinformation about international law causes
compliance. Instead, the results on balance support the
counterargument that a significant share of materialist
actors will pursue their own self-interest despite explicit
cues that their actions are inappropriate, supporting the
economic theory of crime, and providing some discon-
firming evidence against managerial and constructivist
views of compliance.

Association with premium, corruption, or terrorism
did cause significantly greater proportions of services to
ignore email inquiries, potentially suggesting some soft
compliance. The three treatments increased the rates of no
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response from 44.5% in the placebo condition to 49.6%
for premium (p = .083), 52.6% for corruption (p =.005),
and 58.3% for terrorism (p = .000). This suggests that
firms exercise some discretion in responding to inquiries.

A prima facie expectation for the treatments would
be a lower response rate matched with a higher compli-
ance rate. Some providers should react to riskier clients
by failing to reply, whereas others might be more punctil-
ious in requiring identity documents, in accord with the
FATF’s prescribed risk-based approach. Thus, the statis-
tically lower response rate for premium, corruption, and
terrorism, and lower response rates generally across the
conditions, indicate that the treatments may induce some
soft compliance. The economic theory of crime suggests
that the premium condition ought to reduce compliance
rates. But why do the corruption and terrorism condi-
tions simultaneously make providers less likely to request
identifying documents?

It seems that the providers’ initial choice of whether to
reply selects responding firms that are more risk-tolerant
than the average subject. According to this logic, those
most likely to be compliant with international standards
and most attuned to the dangers of providing anonymous
shell companies choose not to respond in the first place.
It appears that there may also be a set of incorporation
services that, regardless of risk, employ a standard op-
erating procedure in which they simultaneously respond
and offer services that require little identity disclosure
from potential clients. Thus, when the risk-averse with-
draw through no response, relatively more risk-acceptant
companies may be left in the subject pool, thus altering
the outcome proportions for some of the treatments.

From the point of view of individuals seeking to evade
international law, this response pattern may make their
task easier. Indeed, clients offering to pay a premium
caused significantly lower compliance rates than in the
placebo condition—dropping one-third from 18.9% to
14.5% (p =.055). Compliance rates in the corruption and
terrorism treatments also decreased to 15.0% (p = .071)
and 15.1% (p = .083), respectively. Finally, the terrorism
condition lowered partially compliant rates by roughly
one-third from the 16.5% seen in the placebo condition
to 10.8% (p = .005). The sole bright spot for the FATF’s
risk-based approach was the significantly lower noncom-
pliance rate in the terrorism condition (p = .046).

Multinomial Models

We use multinomial probit models to analyze the condi-
tional probabilities of subjects’ choosing a given outcome
compared to a base outcome (Long 1997).

MICHAEL G. FINDLEY, DANIEL L. NIELSON, AND ].C. SHARMAN

Multinomial models enable us to capture all possible cat-
egories of outcomes without a loss of information from
collapsing the data. Table 3 reports predicted probabil-
ities, and the tables in SI Appendix B report the coef-
ficients and robust standard errors for the multinomial
models. Those receiving the corruption and terrorism
treatments compared to the placebo were significantly
less likely to be found compliant than in the no re-
sponse category (p = .043 and p = .000, respectively).
The terrorism condition caused significant decreases in
the proportion of partially compliant (p = .000) and, im-
portantly, noncompliant (p = .001) subjects compared
to the placebo. The reduced compliance rate in the pre-
mium condition is no longer significant in the multino-
mial specification when covariates are included, as shown
in Table 3, but both results remain significant at the .05
level without the covariates. Again, the FATF treatment
does not appear to cause significant differences from the
placebo condition.* The results are broadly similar when
we include controls for company type, OECD, and tax
haven.

Table 3 displays changes to the predicted probabilities
for the placebo condition versus each of the treatments,
again with no response set as the base outcome for com-
parison with the other outcomes (and compliance set as
the base outcome for comparison with no response). This
analysis employs covariates for company type and coun-
try group but omits the covariate results for ease of display
(see SI Appendix Table B8 for the full results). For two of
the conditions, corruption and terrorism, the treatment
caused significant increases in no response, a potential in-
dicator that subjects may have been complying in a “soft”
way through ignoring the email. Without the inclusion
of covariates, the results for the premium condition are
stronger for both noncompliance (p = .050) and com-
pliance (p = .036) in the multinomial models compared
to the difference-in-means analysis. Given the blocking
procedure and the balance indicated by the randomiza-
tion checks, this specification is defensible. However, with
the inclusion of covariates, the premium condition, as
shown in Table 3, remains significant for noncompliance
(p=.056) but loses statistical significance for compliance
(p = .125), attenuating confidence in the robustness of
the result.

The terrorism condition caused a 2.8% decrease
in the probability of noncompliance compared to the

“We note here that, as might be expected, these results shift when
we rotate the base outcome. Tables displaying the results of these
rotations can be found in Tables B2-B5 in SI Appendix B, but they
generally support the conclusions reported.

>We display the results for the control variables using a logit speci-
fication for robustness in Table B8 in SI Appendix B.
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TaBLE 3 Predicted Probabilities of Outcomes for Experiment 1

Conditions NoResponse Noncompliant Partially Compliant Compliant Refusal
FATF
Placebo 46.6% 9.7% 21.2% 14.0% 8.5%
Treatment 50.7% 10.3% 19.6% 12.4% 7.0%
Change 4.1% 0.6% -1.6% -1.6% -1.5%
Premium
Placebo 43.1% 9.6% 23.2% 14.8% 9.3%
Treatment 49.0% 7.1% 22.8% 12.9% 8.3%
Change 5.9% -2.6%"* -0.4% -2.0% -1.0%
Corruption
Placebo 43.7% 10.0% 21.8% 14.9% 9.6%
Treatment 50.4% 10.6% 18.1% 12.2% 8.8%
Change 6.7%"* 0.6% -3.7%"* =2.7%"* —-0.8%
Terrorism
Placebo 43.6% 9.6% 22.8% 15.3% 8.8%
Treatment 59.9% 6.8% 14.0% 11.7% 7.6%
Change 16.3%*** —2.8%""* —8.8% " -3.6%""* -1.2%**

Note: *.1 level, ** .05 level, ***.01 level.

placebo, which is significant at the.01 level. Along with
the increase in nonresponse, this is the most compelling
evidence in Experiment 1 that some CSPs exercise a risk-
based approach. A significant set of firms dropping out
in the terrorism condition would likely have proven non-
compliant if instead they had been faced with the placebo
condition.

Receiving the corruption condition decreases the pre-
dicted probability for partial compliance from 21.8%
in the placebo condition to 18.1%—a significant 3.7
percentage point decrease (p = .035). Corruption also
decreases the probability of full compliance by 2.7%,
from 14.9% to 12.2% (p = .043). Likewise, the terror-
ism condition causes a drop by nearly half in the pre-
dicted probability of partial compliance compared to the
placebo condition (from 22.8% to 14.0%, p = .000).
The terrorism condition also leads to a 3.6 percent-
age point decrease in compliance, from 15.3% to 11.7%
(p=.013).

Robustness analysis using a selection model (with
compliance levels dichotomized where noncompliance
and partial compliance are coded 0 and compliance and
refusal coded 1) generally corroborates the multinomial
results reported above; the terrorism and corruption con-
ditions are associated with significantly lower response
rates and with significant reductions in compliance (see
SI Appendix Table C2). We also estimated nested logit
models, which are comparable to the multinomial mod-
els in which noncompliance is the base outcome and with
which they are qualitatively similar in suggesting no sig-

nificant treatment effects (see SI Appendix Tables B2 and
C3).f

Finally, we performed subgroup analysis by coun-
try group and company type, and, while most results are
similar, some differed in key ways. In particular, firms
in tax havens compared to OECD and developing coun-
tries responded differently to the treatment conditions in
several instances, with tax haven firms generally proving
more responsive to the FATF condition but less sensitive to
corruption and terrorism, as reported in SI Appendix C.
Treatment effects were generally consistent between law
firms and incorporation services, with differences also
reported in SI Appendix C.

Do the results hold when we focus specifically on a
large subject pool of firms in the United States? We answer
this question with Experiment 2.

Experiment 2 Data and Results

Treatments in the United States

Experiment 2 employed the placebo condition and the
FATF, corruption, and terrorism treatments on a subject
pool of 1,722 companies in the United States, including

SWe also performed multiple-comparison corrections using the
different adjustments proposed separately by Scheffe, Bonferroni,
and Sidak (see Hsu 1996), which effectively tighten the significance
thresholds as more comparisons are performed. Some of the re-
sults hold under the more conservative standards, but others are
attenuated, as reported in ST Appendix C.
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265 incorporation services and 1,457 business law firms.
The isolation of a single country allowed a comparison of
firms’ behavior in response to information about interna-
tional law versus a prompt regarding domestic regulation,
and thus we replaced the premium treatment with a treat-
ment based on national enforcement.

(6). IRS/Domestic Enforcement

The email asserts that U.S. law requires identity dis-
closure and that the Internal Revenue Service enforces
this requirement.”

Block Randomization

In the U.S. subject pool, blocking strata were formed ac-
cording to state-by-state business friendliness and again
by the type of CSP: incorporation service or law firm. The
state groupings were created first by taking the states with
the greatest number of subject firms (i.e., California and
Nevada) and next the states with the reputations for great-
est ease of incorporating anonymously (i.e., Delaware and
Wyoming) and making each of the four states into indi-
vidual strata. The other states were blocked according
to the Beacon Hill Institute’s “State Competitiveness Re-
port” (2010). Specifically, we used the measure for busi-
ness incubation, which captures the ease of setting up
new businesses in a given state. We then further subdi-
vided the strata by company type. This created 14 strata
in which the random assignment to the five experimental
conditions took place. Two rounds of email inquiries were
again sent according to the same protocol and coded by
the same criteria described above for Experiment 1, with
analysis below reflecting estimates with standard errors
clustered by subject. As in Experiment 1, randomization
checks for Experiment 2 suggest that the covariates were
balanced across conditions.

Results

Table 4 displays the results for Experiment 2. The patterns
display some differences from Experiment 1. A much
higher proportion of U.S. firms failed to reply to our in-
quiries compared to international companies: An average
of 78% fell into the no response category across con-
ditions. By and large, however, it appears that the high
rates of no response were concentrated among law firms
and had little to do with the possibility that the inquiries
were high risk, since the response increased only by 3.9%
even when the inquiries were completely innocuous. That

"We thank Jessica Preece for suggesting this treatment.
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noted, again we find evidence of soft refusal. In particular,
the terrorism condition saw 83.3% of treated firms fail to
reply—a difference of nearly 11% from the placebo’s no
response rate of 73.8% (p = .000). The IRS treatment
showed a 6% increase in no response compared to the
placebo (p = .007) in the tests. The effect of the cor-
ruption treatment on no response was also statistically
higher than the placebo (p = .054), but the FATF was not
significantly different from the placebo.

Perhaps the greatest substantive differences between
Experiments 1 and 2 involve the rates of partial com-
pliance and compliance. While the proportions for non-
compliance and refusal were similar across the two ex-
periments, in Experiment 2 only 62 of the answers to the
2,336 inquiries in the United States asked for any docu-
ment with a photo establishing identity. A meager 10 an-
swers required that the photo identification documents
be notarized. This means that the rate of partial compli-
ance was merely 2.2%, and the rate of full compliance was
an astonishing 0.3%.

Likely due to the relatively small cell sizes, few of the
differences between the treatments and placebo were sta-
tistically significant. However, while rates of partial and
full compliance for the terrorism treatment were simi-
lar to the other conditions, the 9.1% rate of refusal for
the terrorism treatment was 3.9% lower than the placebo
rate (p = .026 in difference-in-means tests). This result
is particularly alarming, especially given the fact that re-
fusal was virtually the only active response U.S. firms em-
ployed that was consistent with international standards
(with passive refusal through no response being the al-
ternative). The refusal rates for the IRS and corruption
conditions were also statistically lower than the placebo
(each by 3.2 percentage points; p = .070 and p = .073,
respectively).

Multinomial Models

We once more analyze the results using a multinomial
probit model. However, due to the very small cell sizes
for compliance, the models employing all five outcomes
would not converge. Two alternatives presented them-
selves: Either we could collapse the few compliant subjects
with the refusals, or we could drop the 10 observations
from the analysis. The results are qualitatively similar
with either approach; for presentation, we opted to pre-
serve the observations in question through collapsing the
categories, and we display the multinomial results in SI
Appendix Table D1.

The results once more suggest that information
about international standards, invoked with the FATF
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TaBLE4 Contingency Table of Outcomes across Experiment 2 Conditions
Condition N NoResponse Noncompliant Partially Compliant Compliant Refusal
Placebo 816 602 92 13 3 106
Proportion 73.8% 11.3% 1.6% 0.4% 13.0%
FATF 546 417 54 11 2 62
Proportion 76.4% 9.9% 2.0% 0.4% 11.4%
IRS 552 4427 42 12 2 54*
Proportion 80.1% 7.6% 2.2% 0.4% 9.8%
Corruption 532 417* 54 8 1 52*
Proportion 78.4% 10.2% 1.5% 0.2% 9.8%
Terrorism 550 458" 327 8 2 50"
Proportion 83.3% 5.8% 1.5% 0.4% 9.1%
Total 2,996 2,336 274 52 10 324
78.0% 9.1% 2.2% 0.3% 10.8%

Note: Significant in difference-of-proportions and difference-in-means tests compared to placebo condition: *.1 level, **.05 level, ***.01

level.

treatment, does not cause greater compliance, perhaps
because of the customers” heavy hint inviting noncompli-
ance. But would the same pattern hold for domestic law?
The intuition behind Experiment 2 suggested that do-
mestic law enforced by the well-known and widely feared
IRS would induce greater compliance to stipulated iden-
tification standards. The rate of no response did increase
in the IRS condition; also, the rates of noncompliance and
compliance/refusal both decreased and were statistically
different from the placebo condition. Thus, the explicit
stipulation of U.S. federal law—at least as invoked by
the IRS treatment—both decreased noncompliance and
compliance, suggesting that firms were dropping out that
were likely to have been coded in both categories had
they received the placebo. The IRS versus the FATF re-
sult provides some support for the notion that domestic
regulation exercises greater influence over CSPs than in-
ternational standards. However, the offsetting decrease in
the refusal rate suggests that the specter of the IRS deterred
bothscofflaw and law-abiding firms from responding, and
the substantive drop for law-abiding firms appears to be
greater.

The terrorism treatment also decreases the noncom-
pliance rate significantly (p = .000). This provides some
encouragement that U.S. firms may be exercising a de-
gree of vigilance over their particularly risky prospective
clients. However, the concomitant negative result for the
terrorism treatment on refusal/compliance (p = .000)
may offset this positive result. The corruption condition
also led to lower refusal/compliance rates in the multino-
mial probit estimates. The corruption treatment effect for
the compliant/refusal category continues to be negative
and significant (p = .019).

Adding covariates to the analysis produced the pre-
dicted probabilities and rate changes from treatment
to placebo displayed in Table 5.% The corruption con-
dition causes a nearly 4% decrease in the rate of re-
fusal/compliance compared to the placebo (p = .019).
But the biggest changes are in the terrorism condi-
tion, where the no response rate increases by more
than 8% (p = .000), noncompliance decreases by 2.6%
(p = .000), and refusal/compliance decreases by 5.5%
(p = .010). The decrease in noncompliance rates for ter-
rorism, as above, provides some evidence for the efficacy
of the FATF’s risk-based approach, but the decrease in re-
fusal/compliance offsets this effect by roughly double. Re-
sults for robustness checks using a selection model are dis-
played in SI Appendix D and again generally corroborate
the findings above, with the IRS, corruption, and terror-
ism treatments reducing both responses and compliance
significantly.

The results of the two experiments are broadly consis-
tent. The terrorism treatment caused significant decreases
in both response and noncompliance rates in both exper-
iments.However, the terrorism condition also caused a
significant decrease in the partial and full compliance
rates in the global subject pool in Experiment 1 and a
significant reduction in the refusal rate among U.S. CSPs
in Experiment 2. These results suggest that the threat of
terrorism caused firms from all categories to drop out
and fail to reply. The corruption condition also caused
a decrease in the response rate. It did not, however,
significantly affect noncompliance but instead caused
a drop in both partial compliance and compliance in

8See Table D3 in SI Appendix D for full results.
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TaBLE 5 Predicted Probabilities of Outcomes for Experiment 2

Treatments No Response Noncompliant Partially Compliant Compliant + Refusal
FATF
Placebo 84.4% 2.9% 0.3% 12.5%
Treatment 87.2% 2.1% 0.3% 10.3%
Change 2.8% -0.8% 0.0% -2.2%
IRS
Placebo 85.6% 3.6% 0.5% 10.3%
Treatment 90.7% 1.8% 0.6% 6.9%
Change 5.1%" -1.8%"* 0.1% —-3.4%*"
Corruption
Placebo 84.5% 3.7% 0.8% 11.1%
Treatment 88.9% 3.0% 0.8% 7.3%
Change 4.4%"* -0.7% 0.0% -3.8%"
Terrorism
Placebo 83.8% 3.9% 0.5% 11.8%
Treatment 92.1% 1.3% 0.3% 6.3%
Change 8.3%""* —2.6%""* -0.2% —5.5%"**
Note:
“p < .05.

Experiment 1 and a decrease in refusals for Experiment 2.
This suggests that only the more compliant firms drop out
when confronting the corruption condition; the noncom-
pliant CSPs, however, appear largely unaffected. Infor-
mation about international law, operationalized through
the FATF condition, did not significantly affect any out-
come in either experiment, though it did appear to sig-
nificantly boost partial compliance rates for firms in tax
havens.

Some evidence suggests that the premium condition,
where a bribe was essentially dangled, caused a signifi-
cant decrease in response rates but also in noncompliance
and compliance rates, though these results are not robust
across specifications. Finally, the IRS condition caused a
significant decrease in noncompliance, but also in refusal,
suggesting that the threat of the IRS affects CSPs across
the range of behavior.

Conclusion

At the heart of current debates about global governance
and the nature of the international system is the question
of whether international law causes better behavior.
Scholars have been well aware of the inherent problems
of using observational data in terms of endogeneity and
selection bias, but they have until now been unable to
employ experimental methods because of the exclusive

focus on states as the locus of compliance with global
standards. Corporate transparency is consequential in
policy terms because untraceable shell companies are
the most common mechanism for several types of major
financial crimes.

The dominant policy consensus on corporate trans-
parency and international financial regulation more
generally is that OECD states comply, whereas de-
veloping countries are often unable to comply, and
tax havens are often unwilling to comply. Our results
cast considerable doubt on these presumptions. Cor-
porate service providers in tax havens are significantly
more compliant than those in OECD states. Overall,
the significant differences between levels of compliance
in rich and poor countries generally favor developing
nations.

Analysis of the experimental data also gives grounds
for concern about compliance. Contrary to views that
noncompliance is a product of lack of knowledge or
legal precision, prompting incorporation services about
their responsibility to collect identity documents as per
FATF standards made them no more likely to do so.
Further, a significant number of services were willing to
deliberately violate international standards when offered
extra money. Moreover, the terrorism and corruption
treatments provoked divergent responses compared with
the placebo. While one subgroup seemed to respond to
the extra risk by refusing any contact, another group of
incorporation services was conspicuously insensitive to
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obvious risks, especially for the corruption condition.
More broadly, the results of our experiments suggest
material self-interest an all-too-powerful
temptation to violate international standards.

remains

References

Baradaran, Shima, Michael G. Findley, Daniel L. Nielson, and
J.C. Sharman. 2013. “Does International Law Matter?”
Minnesota Law Review 97(1): 745-837.

“Basel Committee on Banking Supervision: Customer Due Dili-
gence for Banks.” 2001. Bank for International Settlements.
October. Available at: http://www.bis.org/publ/bcbs85.pdf.

Beacon Hill Institute. 2010. “Tenth Annual State Competi-
tiveness Report.” http://www.beaconhill.org/Compete10/
Compete2010State.pdf.

Becker, Gary. 1968. “Crime and Punishment: An Economic
Approach.” Journal of Political Economy 76(2): 169-217.

Belmont Report: Ethical Principles and Guidelines for the Pro-
tection of Human Subjects Research. 1979. Department
of Health, Education, and Welfare. http://ohsr.od.nih.
gov/guidelines/belmont.html.

Bertrand, Marianne, and Sendhil Mullainathan. 2004. “Are
Emily and Greg More Employable Than Lakisha and Ja-
mal? A Field Experiment on Labor Market Discrimination.”
American Economic Review 94(4): 991-1013.

Butler, Daniel M., and David E. Broockman. 2011. “Do Politi-
cians Racially Discriminate Against Constituents? A Field
Experiment on State Legislators.” American Journal of Polit-
ical Science 55(3): 463-77.

Chayes, Abram, and Antonia Handler Chayes. 1993. “On Com-
pliance.” International Organization 47(2): 175-205.

Checkel, Jeffrey T. 2001. “Why Comply? Social Learning and
European Identity Change.” International Organization
55(3): 553-58.

Code of Federal Regulations. 2009. Department of Health and

Human Services. http://www.hhs.gov/ohrp/humansubjects/
guidance/45cfr46.html.

Downs, George, David Rocke, and Peter Barsoom. 1996. “Is the
Good News about Compliance Good News about Coopera-
tion?” International Organization 50(3): 379-406.

Drezner, Daniel W. 2007. All Politics Is Global: Explaining Inter-
national Regulatory Regimes. Princeton, NJ: Princeton Uni-
versity Press.

Fellner, Gerlinde, Rupert Sausgruber, and Christian Traxler.
2013. “Testing Enforcement Strategies in the Field: Legal
Threat, Moral Appeal and Social Information.” Journal of
the European Economic Association 11(3): 634—60.

Financial Action Task Force. 2006. The Misuse of Corporate Ve-
hicles, Including Trust and Corporate Service Providers. Paris.

Financial Action Task Force. 2008. Risk-Based Approach Guid-
ance for Trusts and Companies Service Providers. Paris.

Financial Action Task Force. 2012. The FATF Recommendations:
International Standards on Combating Money Laundering
and the Financing of Terrorism and Proliferation. Paris.

15

Financial Action Task Force. 2013. Methodology for Assessing
Technical Compliance with FATF Recommendations and the
Effectiveness of AML/CFT Systems. Paris.

Findley, Michael G., Daniel L. Nielson, and J.C. Sharman. 2013.
“Using Field Experiments in International Relations: A Ran-
domized Study of Anonymous Incorporation.” International
Organization 67(4): 657—-693.

Findley, Michael G., Daniel L. Nielson, and J.C. Sharman. 2014.
Global Shell Games: Experiments in Transnational Relations,
Crime and Terrorism. Cambridge: Cambridge University
Press.

Gerber, Alan S., and Donald P. Green. 2012. Field Experiments:
Design, Analysis and Interpretation. New York: W. W. Norton.

Global Witness. 2012. Grave Secrecy: How a Dead Man Can Own
a UK Company and Other Hair-Raising Stories about Hidden
Company Ownership from Kyrgyzstan and Beyond. London.

Henkin, Louis. 1979. How Nations Behave: Law and Foreign
Policy. 2nd ed. New York: Council on Foreign Relations
Press.

Henrich, Joseph, Robert Boyd, Samuel Bowles, Colin Camerer,
Ernst Fehr, Herbert Gintis, and Richard McElreath. 2004.
“In Search of Homo Economicus: Behavioral Experiments in
15 Small-Scale Societies.” American Economic Review 91(2):
73-78.

Hsu, Jason. 1996. Multiple Comparisons: Theory and Methods.
Boca Raton, FL: Chapman & Hall/CRC Press.

Kenya National Audit Office. 2006. “Special Controller and
Auditor-General Report on Financing, Procurement and
Implementation of Security Related Projects.” http://www.
marsgroupkenya.org/Reports/Government/Special audits_
of_Security_Projects.pdf.

Keohane, Robert. 1984. After Hegemony: Cooperation and Dis-
cord in the World Political Economy. Princeton, NJ: Princeton
University Press.

Keohane, Robert, Peter M. Haas, and Marc A. Levy. 1993.
“Effectiveness of International Environmental Standards.”
In Institutions for the Earth: Sources of Effective Interna-
tional Environmental Protection, ed. Peter M. Haas, Robert
Keohane, and Marc A. Levy. Cambridge, MA: MIT Press, 3—
24.

Levine, Robert V., Ara Norenzayan, and Karen Philbrick. 2001.
“Cross-Cultural Differences in Helping Strangers.” Journal
of Cross-Cultural Psychology 32(5): 543—60.

Levitt, Stephen D., and John A. List. 2007. “What Do Laboratory
Tests Measuring Social Preferences Tell Us about the Real
World?” Journal of Economic Perspectives 21(2): 153-74.

Levitt, Stephen D., and John A. List. 2009. “Field Experiments in
Economics: The Past, the Present, and the Future.” European
Economic Review 53(1): 1-18.

Long, J. Scott. 1997. Regression Models for Categorical and
Limited Dependent Variables. Thousand Oaks, CA: Sage
Publications.

Neumark, David. 2012. “Detecting Evidence of Discrimination
in Audit and Correspondence Studies.” Journal of Human
Resources 21(4): 1128-57.

OECD. 2001. Behind the Corporate Veil: Using Corporate Entities
for Illicit Purposes. Paris: OECD.

Pape, Robert A. 2005. Dying to Win. New York: Random House.



16

Raustiala, Kal, and Anne-Marie Slaughter. 2002. “International
Law, International Relations and Compliance.” In Hand-
book of International Relations, ed. Walter Carlsnaes, Thomas
Risse, and Beth A. Simmons. Thousand Oaks, CA: Sage, 538—
58.

Sharman, J.C. 2009. “The Bark Is the Bite: International Orga-
nizations and Blacklisting.” Review of International Political
Economy 16(5): 573-96.

Sharman, J.C. 2011a. The Money Laundry: Regulating Criminal
Finance in the Global Economy. Ithaca, NY: Cornell Univer-
sity Press.

Sharman, J.C. 2011b. “Testing the Global Financial Trans-
parency Regime.” International Studies Quarterly 54(4):
981-1001.

Simmons, Beth A. 1998. “Compliance with International Agree-
ments.” Annual Review of Political Science 1(June): 75-93.

Simmons, Beth A. 2000. “International Law and State Behavior:
Commitment and Compliance in International Monetary
Affairs.” American Political Science Review 94(4): 819-35.

Simmons, Beth A. 2010. “Treaty Compliance and Violation.”
Annual Review of Political Science 13(June): 273-96.

Singleton, Royce, Jr., Bruce C. Straits, Margaret M. Straits, and
Ronal J. McAllister. 1988. Approaches to Social Research. New
York: Oxford University Press.

United Nations. 1998. Financial Havens, Banking Secrecy and
Money Laundering. Vienna, Austria: Office for Drug Control
and Crime Prevention.

MICHAEL G. FINDLEY, DANIEL L. NIELSON, AND ].C. SHARMAN

von Stein, Jana. 2005. “Do Treaties Constrain or Screen? Selec-
tion Bias and Treaty Compliance.” American Political Science
Review 99(4): 611-22.

World Bank. 2011. The Puppet Masters: How the Corrupt Use
Legal Structures to Hide Their Stolen Assets and What to Do
about It. Washington, DC: World Bank.

Wrong, Michela. 2009. It’s Our Turn to Eat: The Story of a Kenyan
Whistle Blower. London: HarperCollins.

Yinger, John. 1998. “Evidence in Discrimination in Consumer
Markets.” Journal of Economic Perspectives 12(2): 23—40.

Supporting Information

Additional Supporting Information may be found in the
online version of this article at the publisher’s website:

Appendix A: Country Groupings, Example Letters, and
Example Replies, Originally Registered Results
Appendix B: Additional Multinomial Specifications for
Experiment 1 (International Sample)

Appendix C: Robustness Analysis for Experiment 1 (In-
ternational Sample)

Appendix D: Robustness Analysis for Experiment 2 (US
Sample)





