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Abstract This paper examines how bribe payment by
enterprises in Vietnam affects employees’ working con-
ditions, particularly wage benefits and other non-
monetary compensations. We exploit the variation in
the interaction of the score for the transparency of the
local government in a specific province, the district-
sector share of enterprises engaging in bribe payment,
and the sector average size of the enterprise owner’s
social network that are public officers as an exogenous
variation in the likelihood of engaging in bribe payment.
The results of the analysis reveal that when an enterprise
pays bribe, it reduces the wages of its employees by
approximately 27.6% (mostly for those within the
highest wage bracket). Employees’ membership of a
trade union, enterprise’ performance, capacity for
inter-jurisdictional mobility, investment in human

capital development, and formality status are likely op-
erative channels of impact.

Plain English Summary Enterprises’ engagement in
bribe payment has negative impacts on the wages of
employees. Corruption and bribe payment are endemic
in many developing countries and they come at a cost to
the broader society. Several studies have been conducted
on how corruption impacts the welfare of individuals and
households, the productivity, and effective and efficient
functioning of firms and government, but we contribute to
this debate by considering how bribe payment at the firm
level affects employees’ welfare. We argue that bribe
payment by an enterprise has potential effects on the
wages and other non-monetary compensations of their
employees. Depending on the size of the bribe and the
profit level of the enterprise, bribe payment may reduce or
improve an enterprises’ cash flow. In an event that the
enterprise incurs a cost for paying bribe, it may transfer
the cost to its employees by either cutting their wages or
adjusting other pecuniary benefits that they receive. On
the other hand, if the enterprise benefits from paying
bribe, employees’ wages and other benefits could either
increase as a spillover effect or remain unchanged depend-
ing on several factors, including the enterprise’s appetite
for further bribe payment in anticipation of reaping more
benefits in the long term. We use a unique dataset from
the survey of Vietnamese small- and medium-scale
manufacturing enterprises to validate these propositions
and the channels through which they operate. The results
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of the analysis show that when an enterprise pays bribe, it
reduces the wages of its employees (mostly for those
within the highest wage bracket) by approximately
27.6%. Our result further shows that employees’ mem-
bership of a trade union, an enterprise’s performance and
its capacity to move between different jurisdictions of
operation, investment in human capital development,
and formality status are the potential channels through
which the identified impact operates. These findings sup-
port the need for anti-corruption policies, which could
have other spillover effects on decent labor outcomes in
Vietnam and other developing countries.

Keywords Bribe payment . Corruption . Employees
working condition . Fringe benefits . Small andmedium
enterprise

JEL classifications J81 . J83 . J88 . K42 . L26

1 Introduction

There has been extensive literature on the deleterious
effect of corruption on economic growth and develop-
ment (Mendez and Sepulveda 2006). Other evolving
studies have drawn mixed conclusions on the relation-
ship between enterprise-level corruption and perfor-
mance (Şeker and Yang 2014; Lavallee and Roubaud
2018). However, studies on the spillover effect of
enterprise- level corruption on the welfare of employees
remain limited. The few available studies on this policy
issue have emphasized the macro effect of corruption on
labor market outcomes and emigration of skilled
workers (Schneider 2015; Cooray and Dzhumashev
2018), the relationship between corruption and salary
in foreign-owned enterprises (Cole and Tran 2011),
workers’ protest as a result of managerial corruption
(Chen 2000), reduction in public sector wages (Van
Rijckeghem and Weder 1997), misallocation in hiring
due to corruption (Weaver 2016), and determinants and
evolution of firm-level corruption (Rand and Tarp
2012). This study contributes to this debate by consid-
ering the effect of enterprises’ bribe payment on the
wages and other non-monetary entitlements of em-
ployees from a developing country’s perspective.

Tackling bureaucratic corruption and bribe payment
has remained a public policy issue for developing coun-
tries. Some of these countries have initiated policies to
address the abuse of power and corruption by public

officials. For instance, in Vietnam, which is the country
of this study’s focus, the government has introduced
several policy initiatives and set up institutions to ad-
dress corruption, such as the 2005 anti-corruption law,
which was amended in 2012. Several anti-corruption
agencies such as the Office of the Central Steering
Committee for Anti-Corruption, the Government In-
spectorate, and the State Audit Office of Vietnam have
also been set up to address public sector corruption.
However, the country has not made much progress in
achieving corruption reduction. This slow progress is
evident by the country’s low score (33 of 100) of
the corruption perception index for 2018 and its
placement among the two-third category globally,
scoring below 50 in the corruption index
(Transparency International 2020).

The ineffectiveness of the various initiatives to tackle
corruption in Vietnam is due to the large implementation
gap and lack of enforcement of regulations and laws by
public officials (Martini 2012). Corruption in the country is
mostly perpetrated by public officers, including traffic
police, land cadres, customs officers, and tax authorities
(Bai et al. 2017). These officials engage enterprises to pay
a bribe to facilitate the execution of their basic tasks or
services. However, monitoring these officers and their
respective offices is difficult because corruption in Viet-
nam is mostly subnational, such that most business inter-
actions, including business registration and other regulato-
ry obligations, take place within public offices at the
provincial level (Bai et al. 2017). The distribution of the
line of authority and the distance between the capital city
and the provincial offices further make it difficult to mon-
itor the heads of the offices at the provincial level. Such a
monitoring gap allows the provincial government’s lead-
ership, who has powers over their subordinate depart-
ments, district, and commune, to fix bribe for enterprises
that contravene business regulations depending on the
enterprises’ performance (Tran et al. 2009).

This study, therefore, relies on an enterprise-level data
across the ten provinces in Vietnam for the periods 2011,
2013, and 2015, to answer the following broad questions:
(a) How does bribe payment affect the wages and other
fringe benefits of the workers in the bribe-paying enter-
prises? (b) What are the potential mechanisms that explain
the estimated relationships? To address the endogeneity
issues with bribe payment, we exploit the variation in the
interaction of the score for the transparency of the local
government in a specific province, the district-sector share
of enterprises engaging in bribe payment, and the sector
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average size of the enterprise owner’s social network that
are public officers as an exogenous variation in the likeli-
hood of enterprises engaging in bribe payment. The results
of the analysis show the following. First, bribe payment
has a consistently negative and significant effect on
workers’ wages and wages to total value addition, mostly
for workers within the highest wage bracket. Second, bribe
payment does not significantly explain workers’ non-
monetary entitlements, including having a formal contract,
health insurance, annual leave, and sick leave. Third, the
negative effects of bribe payment on workers’ wages are
mostly driven by non-union membership status of
workers, and enterprises’ low performance and capacity
for inter-jurisdictional mobility, non-investment in human
capital development, and formality status.

Apart from our contribution to the literature, address-
ing these policy-relevant questions is necessary for the
debate about the attainment of the sustainable develop-
ment goal 8, which seeks to promote inclusive and
sustainable economic growth, employment, and decent
work for all by 2030 (International Labor Organization
2020). Specifically, we emphasize the consequences of
corruption on workers’ labor outcomes, including those
monetary and non-monetary entitlements, which are
directly linked to decent work. The remainder of the
paper is structured as follows. Section 2 presents the
analytical framework, while Section 3 describes the data
and the empirical strategy. Section 4 illustrates the em-
pirical results. Section 5 concludes the paper.

2 Analytical framework

The central argument of this study is that corruption sig-
nificantly affects employees’ working conditions. This
proposition can be situated within the “grease the wheels”
or “sand the wheels” frameworks. Proponents of the
“grease thewheels” framework argue that corruption could
improve business opportunities and performance by reduc-
ing the burden from bureaucracy and red tapes that could
negatively affect enterprises’ operations (Dutta and Sobel
2016; Williams et al. 2017; Lavallee and Roubaud 2018).
This framework has been validated by studies including
Vial and Hanoteau (2010) in Indonesia, Mendoza et al.
(2015) in the Philippines, and Lavallee and Roubaud
(2018) in the informal sector of selected West African
countries. Williams and Kedir (2016) further find that
corruption significantly enhances enterprises’ annual sales,
employment, and productivity growth rates in Vietnam.

The “sand the wheel” framework, on the other hand,
suggests that bribe payments by an enterprise are addi-
tional costs to doing business, which may negatively
affect growth and performance. For example, Fisman
and Svensson (2007) and Şeker and Yang (2014) found
a negative impact of corruption on businesses’ sales
growth in Uganda and Latin American and Caribbean
region. Other studies (e.g., O’Toole and Tarp 2014;
Paunov 2016) posit that corruption negatively impacts
investment and the extent of small enterprise’s
innovation.

As illustrated in Fig. 1, irrespective of the nature
(positive or negative) of the effect of corruption on
enterprise’s innovation, growth, performance, and pro-
ductivity, there is a likelihood of its indirect spillover
effects on monetary and non-monetary labor compensa-
tions (Fisman and Svensson 2007; Şeker and Yang
2014; O’Toole and Tarp 2014; Paunov 2016). In the
event that an enterprise’s payment of bribe negatively
affects its financial performance, it transfers the cost of
the bribe to its employees by either cutting their wages
or adjusting other pecuniary benefits that they receive.
In essence, as rational economic agents, enterprises are
likely to offset the cost of paying bribe (i.e., low pro-
ductivity and performance) by adjusting their labor costs
(Coyne et al. 2010). As McKenzie (2017) highlighted,
adjustments to enterprise’ labor are a significant indica-
tor of a struggling business.

When an enterprise benefits from paying bribes, em-
ployees’wages and other benefits could either increase as a
spillover effect or remain unchanged depending on several
factors, including the enterprise’s appetite for further bribe
payment in anticipation of reaping benefits in the long
term. The literature (particularly those that show a positive
correlation between corruption and some labor market
outcomes such as employment growth) suggests that such
practices might guarantee the going concern of an enter-
prise and employment expansion (Williams et al. 2017).
Therefore, holding other factors, such as labor union ac-
tivities constant, we argue that enterprises’ engagement in
corruption will have direct (positive or negative) effect on
their performance, which in turn affects the working con-
ditions of their employees.1

Corruption can also affect employees’ working con-
ditions, including their rights, privileges, and monetary
outcomes, through enterprises’ subversion of labor

1 We explored other mechanisms through which corruption can affect
employees’ working conditions in the analysis.
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regulatory scrutiny and oversight (Dutta and Sobel
2016; Bai et al. 2017). This issue is prevalent in most
developing countries where some government officials
implicitly encourage regulation subversion by creating
more regulatory obstacles to induce bribe payment
(Banerjee 1997; Sylwester 2019; Rand and Tarp
2012). In such a setting, regulation may not be sufficient
to ensure better working conditions for employees, since
enterprises can easily bribe their way through rather
complying with regulatory guidelines.

3 Data and empirical strategy

3.1 Vietnamese small business survey

This study relies on a unique dataset from the survey of
Vietnamese small- and medium-scale manufacturing
enterprises. The survey which covers the 10 provinces
(Hanoi, Hai Phong, Ho Chi Minh City, Ha Tay, Phu
Tho, Nghe An, Quang Nam, Khanh Hoa, Lam Dong,
and Long An) of the country was collected by a collab-
orative effort of different agencies, including the Central
Institute for Economic Management (CIEM) Vietnam,
the Institute of Labour Science and Social Affairs
(ILSSA) Vietnam, the Development Economics Re-
search Group (DERG) at the University of Copenhagen,

and the United Nations University—World Institute for
Development Economics Research (UNU-WIDER).

Although previous rounds of the survey have been con-
ducted in 2005, 2007, and 2009, this paper relies on the data
from 2011, 2013, and 2015 rounds because they are the
only publicly available rounds with comprehensive metada-
ta on the labeling and coding of the variables. The limited
information about the descriptions of the variables in the
earlier rounds makes it difficult for their inclusion as a
pooled data for the analysis. The sample frame includes
only formal enterprises randomly selected from a merged
population list from the 2002 General Statistics Office es-
tablishment census and the industrial survey for the period
2002–2005 (Rand and Tarp 2007). The selected sample
businesses in the survey make up 30% of all manufacturing
enterprises in Vietnam as of the year of the establishment of
the sample frame (Rand and Tarp 2007). Trifkovic (2017)
describes other methodological steps taken for the selection
of the sample. The participants of the survey are the owners
of the enterprises, but in instances where they are not
available for the interview, the enumerators interviewed
the managers or any other individual in active control.

There are three components of the survey—enter-
prise, employee, and general economic perception. This
study relies on only the enterprise and employee survey
modules to achieve its objective. The enterprise survey
includes information regarding the history of the enter-
prise, its ownership characteristics, production and sales

Fig. 1 A Framework of bribe payment and employees’ welfare. Source: Authors
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structure, investments, fees, employment, environmen-
tal engagement structure, among others. The employee
survey, on the other hand, randomly selects permanent
full-time employees (between one and seven) that work
in the surveyed enterprises. It includes information on
their general characteristics, experience, remuneration
and other benefits, labor contracts, among others. Each
employee or enterprise was assigned a unique identifier,
which we rely on to match each employee in the survey
to the corresponding enterprise. The observations for the
variables of the matched data are displayed in Table 1.

3.1.1 Measuring bribe payment

In the survey dataset, each small business owner/
manager was asked whether the enterprise paid a bribe
to government officials. Other questions from the sur-
vey instrument include how much such payment is
worth in Vietnamese Dong, and the purpose of the
payment. Further, to understand the perception of these
individuals regarding the level of corruption in society,
they were asked whether they think that bribe payments
would increase in the coming years. The survey instru-
ment was carefully worded such that the questions on
bribe and corruption were replaced with informal or
communication fees to minimize the risk of
underreporting actual involvement in corrupt practices.

Our study explicitly measures the experience of bribe
by relying on the question whether the enterprise paid a
bribe to government officials. This measure is the actual
corruption experience at the enterprise level, rather than
the perception of corruption (Lavallee and Roubaud
2018). The other measure of bribe payment (the amount
of bribe paid by the enterprise in Vietnamese Dong) is
underreported in the dataset; however, this additional
variable was considered for robustness check, in a sub-
sequent section.

From the survey, 54% of the enterprises paid a bribe
in 2011, while in 2013 and 2015, 62.5% and 56.3% of
enterprises paid a bribe. Overall, 57.8% of the enter-
prises in the entire period paid a bribe. The average
amounts of bribe payment, which will be considered
as a supplementary measure in the robustness check,
were 7745.93 VND in 2011, 10,675.34 VND in 2013,
and 16,756.27 VND in 2015. On average, the sampled
enterprises had a total bribe payment of 19,769.38
VND. The trend suggests that the size of bribe paid by
the enterprises have increased over the years, which is

consistent with the findings in Bai et al. (2017) that the
amount of corruption remains substantial in Vietnam.

3.1.2 Measuring the working conditions of workers

We measure workers’ working conditions as the aver-
age nominal monthly worker wage of the sampled em-
ployees, which was 2815.58 VND in 2011, and slightly
declined to 2757.12 VND in 2015. However, the overall
average value of this indicator is 2646.73 VND. We
further consider the total wage compensation of em-
ployees relative to total value added by the enterprise
to understand wage compensation as a share of value
added by the bribe-paying engagement of the enterprise.
The other supplementary measures, which we classify
as non-monetary benefits, include whether the worker
has a formal contract, receiving health insurance, annual
leave, and sick leave.

The definition and summary statistics of these sup-
plementary variables across the sample years are pre-
sented in Table 1. For instance, in 2011, about 47% of
employees of the sampled businesses had a formal con-
tract, which consistently increased to about 50% in
2013, and 54% in 2015. Overall, 50% of the sampled
workers have a formal contract. Regarding health insur-
ance and annual paid sick leave, we also see an increas-
ing rate across the year. Overall, about 42% of the
sampled workers have health insurance, and 43% have
sick leave. Regarding annual leave, 33% of the workers
in 2011 have such; while in 2013 and 2015, 37% and
48% have such. Overall, 39% of the sampled workers
have annual leave.

3.1.3 Measuring other covariates

We carefully select the other covariates for this study.
They include the characteristics of the workers and the
enterprises (and those of the owner/manager). Regard-
ing the characteristics of the workers, we consider age,
experience, and education, which are essential human
capital variables that determine the earnings of the re-
spective worker (Trifkovic 2017). The worker’s gender
is another essential characteristic that describes the wage
differences of workers in Vietnam (Liu 2004).

We also control for the characteristics of the small
businesses, which were carefully selected to include
those variables that are correlated with employees work-
ing conditions and bribe payment at the enterprise level
(Rand and Tarp 2012; Trifkovic 2017; Lavallee and
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Roubaud 2018; Sylwester 2019). For instance, we con-
trol for the enterprises’ age, size (total labor force),
investment in assets, and total tax payment. We also
include in the model the gender and age of the owner/
manager of these enterprises, and the presence of infra-
structure in the community of operation of the enter-
prises. We also include the export status of the enter-
prise, as this reflects manufacturing capacity that could
inform wages and exposure to demand for bribe
(Lavallee and Roubaud 2018). Finally, we include the
online presence and formality status of the enterprise.
Table 1 further records the summary statistics and the
definition of these covariates.

3.2 Empirical strategy

Equation (1) presents the basic specification, showing
that the working conditions (WC) of worker “i” in small
business ‘b’ in sector ‘j’ in a particular province ‘p’ and
time ‘t’ depends on bribe payment (Bp), and other
covariates as earlier discussed:

Wci;b; j;p;t ¼ αþ βBpb; j;p;t þ λχi;b; j;p;t þ ℶi þ δb

þ I j þ ρp þ τ t þ εi;b; j;p;t ð1Þ
The usual enterprise and employee covariates are

included in the model (1) as ′χ′. ℶi; δb;I j; ρp; τ t are

the fixed effects at the worker-, enterprise, sector, loca-
tion, and survey year levels. εi, b, j, p, t is the error term,
which we cluster at the district, sector, and province
level. These fixed effects are considered in the empirical
model to account for the unobservable differences at
these five levels that could impact working conditions.

Although we estimate such naïve regressions (Eq. 1)
for comparison, a key concern in establishing the effect
of bribe payment on workers’ compensation is the po-
tential endogeneity of bribe payment. As inferred from
the conceptual framework in Fig. 1, payment of bribe by
enterprises is not entirely exogenous. It is influenced by
several unobserved factors including the acceptance or
otherwise of bribery as a convention by other business,
the severity of punishment for enterprises that pay bribe
and the public officials who engage in the act of corrup-
tion, enterprises’ expectation regarding the effect of
bribe payment on their performance and other institu-
tional factors. There could also be a reverse causality in
the model such that the enterprises pay bribe to circum-
vent labor regulations and regulatory scrutiny related to

employment because of poor working conditions. Fur-
ther, there could be some unobservable confounding
variables that may be correlated with both bribe pay-
ment and working conditions. For example, there could
be changes in informal institutions in the location where
the enterprise is sited or even changes in internal policies
of the enterprise that could result in changes in both
attitudes towards bribe payment and working conditions
of employees. Although not reported, the test for
endogeneity of bribe payment suggests a rejection
of the null hypothesis that the variable is exoge-
nous at 1% level.

Addressing the endogeneity concerns require an
identification strategy that relies on an instrument that
is strongly correlated with bribe payment, but not di-
rectly associated with workers’ wages. We rely on the
instrument that is constructed by interacting the score
for the transparency of the local government in a spe-
cific province,2 the district-sector share of enterprises
engaging in bribe payment, and the sector average size
of the owner’s social network that are public officers.
The values for the transparency of the local government
in a specific province are obtained from the Vietnam
Provincial Competitiveness Index (PCI). The index is
computed by asking enterprises about the extent of
transparency of planning documents, legal decisions
and decrees, access to provincial materials, ease of
negotiations with the tax authority, and openness of
provincial webpage for relevant information (PCI
2020). For the analysis we subtracted 7.53 from the
index to create an inverse representation as 0 (most
transparent) to 7.5 (less transparent).

Considering bribe payment as those actions that
could be informed by activities of other enterprises in
the industry and location of the enterprise (Fisman and
Svensson 2007), we use the rate of bribe payment in the
peer group of the sampled enterprises, defined over the
geographical location (district), and business activity
(sector) proximity. Further, the owner/manager’s social
networks can matter for the extent of bribe payment, as
described in Lavallee and Roubaud (2018). That is, the
number of social networks of the owners of the enter-
prise that are politicians and public officers, and which
the respondent has been in touch with at least once every

2 This variable is recorded as higher values implying less openness/
transparency.
3 We chose 7.5 because it is the maximum threshold for the initial PCI
index.
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3 months, averaged for the peer group. This indicator
could reflect the likelihood of exposure to bribery en-
counters. The interaction of these three variables char-
acterizes the environment in which small businesses
operate, capturing the potential for bribing. In essence,
a small business in locations and sectors with higher
bribe incidence, relatively more extensive contact with
public officers, and in a province with low transparency,
is likely to engage in bribe payment.

Having computed this instrument, the next issue is to
ascertain its validity. That is, apart from being strongly
correlated with the endogenous variable, the instrument
can only affect workers’ wages through bribe payment.
This is the so-called exclusion restriction condition,
which must be guaranteed, despite being difficult to
verify. However, we provide some evidence that the
instrument meets the excludability assumption.

There could be crucial spatial distribution and cluster
influences on workers’ wages, which may depend on a set
of relatively immobile resources (such as knowledge) clus-
tered in specific sectors or locations (Sorensen 2011; Verdu
and Tierno 2019). Further, noting that corruption is subna-
tional in Vietnam, small businesses could relocate their
activities from high corrupt province to less corrupt areas
(Bai et al. 2017), which could also affect wages due to
relocation cost. Therefore, such instruments that are con-
structed at the location and sector level could likely pick up
these other spatial and sectorial influences that could also
affect wages. This threat, however, is highly unlikely con-
sidering that the relocation of sites depends on the financial
capacity of the enterprise, which is likely for larger busi-
nesses compared to smaller businesses (Bai et al. 2017).
Further, we control for the location and sector fixed effects,
and we include an extensive set of covariates. Hence, it is
unlikely that the chosen instrument directly affects workers’
wages in a particular business, but may increase the chances
of engaging in bribe.

In a mathematical form, therefore, the first-stage
regression, which displays the relevance of the instru-
ment, is defined in Eq. (2):

Bpb; j;p;t ¼ αþ βInstrumentb; j;p;t þ λχi;b; j;p;t þ δb

þ I j þ ρp þ τ t þ εi;b; j;p;t ð2Þ
where the instrument is earlier defined, while the covariates
overlap with those in Eq. (1). The usual error term εi, b, j, p, t
captures the remaining variance of Bpb, j, p, t, which is not
explained by the covariates and the instrument.

We also estimate the reduced form equation, which
tests the null hypothesis that all coefficients related to the
excluded instrument are simultaneously equal to zero.

Wci;b; j;p;t ¼ αþ βInstrumentb; j;p;t þ λχi;b; j;p;t þ ℶi

þ δb þ I j þ ρp þ τ t þ εi;b; j;p;t ð3Þ
The second stage regression on the other hand, is

estimated as shown in Eq. (4):

Wci;b; j;p;t ¼ αþ λχi;b; j;p;t þ cγV1 þ ℶi þ δb þ I j

þ ρp þ τ t þ εi;b; j;p;t ð4Þ
Applying the instrument in the two-stage least

squares (2sls) regressions, the estimation of the effect
of bribe payment on workers’ wages corresponds to a
local average treatment effect (LATE), which measures
the effect of the instrument on those who engaged in
bribe payment—i.e., compliers. Therefore, if the key IV
assumption holds, any observed relationship between
bribe payment and workers’ outcomes has a causal
interpretation for compliers (see Trifkovic 2017). We
apply the linear IV estimation approach, which pre-
serves the control function assumption (Angrist 2001).

Before getting into the discussions of themain results, it
is important to note that as presented in the last column of
Table 1 and the subsequent subsections, there were differ-
ent observations for each variable after merging the em-
ployee data onto the enterprise level data. This together
with the different estimation techniques employed in the
analysis contributed to the reduction and variations in the
sample sizes that are reported in the output tables in
Section 4 (Empirical analysis) and at the Appendix.

4 Empirical analysis

4.1 Bribe payment and workers’ wages

We begin the empirical analysis by first estimating the
relationship between bribe payment and workers’ wage
outcome without addressing the endogeneity concerns.
Columns (1) and (3) of panel A of Table 2 report the
regression estimates that include all the covariates, while
columns (2) and (4) are similar but control for the
worker, enterprise, sector, location, and survey year
fixed effects, while the standard errors are clustered at

1983Are there wages from “sin”? Working conditions spillover from paying bribe in Vietnam



the district, sector, and province level.4 Taking advan-
tage of the panel structure of the data, we also report the
fixed effects regression results in columns (5)–(8).

The results from panels A and B generally indicate a
negative relationship between bribe payment by enter-
prises and workers’wages. The estimates in columns (2)
and (4) of panel A are the most extensive specification
for the model that do not consider the panel structure of
the data, suggesting that the wages of workers in enter-
prises that engage in bribe payment decreases by 12.2%
and the ratio of wages to value addition of such workers
also decreases by 2.3%. Compared to the average wage
of workers in the sample, an employee in an enterprise
that pays bribe sees a 1.2% lower wage compensation
and about 4 fold lower wage to value added ratio com-
pared to those of workers in an enterprise that does not
pay bribe. When considering the panel structure of the
data in panel B, the Hausman test suggests that the fixed
effect estimates are the most efficient, and the results
from column (5) suggest that that the wages of an
employee in an enterprise that pays bribe reduces by
20%. This decline is 2.7% lower than the average wage
compensation of the workers in the sample. Further, the
estimate from column (6) suggests that a worker in an
enterprise that pay bribe sees a 2.3% decline in their

wage to value addition of the enterprise, which is about
4 fold lower compared to the average wage to value
addition of the sampled workers.

4.1.1 Addressing the endogeneity concerns

Recall that the estimates presented in Table 2 do not
address the endogeneity concerns with the bribe pay-
ment variable, which we now consider in Table 3. The
estimates for the first- and second-stage regression in
columns (1), (3), and (5) exploit the interaction between
the score for the transparency of the local government in
a specific province (rescored as higher values for less
transparency), the district sector share of enterprises
engaging in bribe payment, and the sector average size
of the enterprise owner’s social network that are public
officers as an exogenous variation in bribe payment.
The estimates of the reduced form equation are also
presented in Table 3 in columns (2) and (4), which tests
the null hypothesis that all coefficients related to the
excluded instrument are simultaneously equal to zero.

We only focus on the estimates of the most extensive
specification for concise discussion. The first-stage re-
sults in columns (1) of Table 3 suggest that the instru-
ment has a significant and positive correlation with bribe
payment. Implying that the interaction of the score for
the extent of non-transparency of the local government4 The instrument for the 2sls estimation is constructed at these levels.

Table 2 Bribe payment and wages of workers

Panel A: Without considering the panel structure of the data Panel B: Considered the panel structure of the data

Log Wages Wages to
value added

Log Wages Wages to
value added

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

Bribe payment −0.088**
(0.040)

−0.122**
(0.050)

−0.008**
(0.004)

−0.023***
(0.007)

−0.203***
(0.050)

−0.023***
(0.006)

Employee characteristics Yes Yes Yes Yes Yes Yes

Enterprise characteristics Yes Yes Yes Yes Yes Yes

Observations 2343 2196 2342 2196 2343 2342

Hausman test (prob.) 0.052 0.002

Outcome mean 7.645 7.645 0.006 0.006 7.645 0.006

Model OLS OLS OLS OLS Fixed effect Fixed effect

Columns (1) and (3) control for the employee and enterprise’s characteristics, while columns (2) and (4) control for the fixed effects at the
province, year, sector, workers, and enterprise level, and the standard errors in parenthesis are clustered at the district, sector, and province
level. The estimates in columns (5) and (6) are the fixed effect regression. The following characteristics of the employees are included in all
the columns: age, male dummy, prior experience, level of experience, and education dummy (1 if secondary school). We also include the
following enterprise characteristics as follows: age of the enterprise, gender and age of the owner/manager, infrastructure dummy, size of the
enterprise (log), total tax paid (log), investment in asset (log), website dummy, export dummy, and formality status. ** < 0.05; *** < 0.01
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in a specific province, the district sector share of enter-
prises engaging in bribe payment, and the sector average
size of the enterprise owner’s social network that are
public officers has a positive and significant association
with the likelihood of bribe payment. The first-stage F-
statistics that is higher than ten further shows that the
instrument is valid and that the weak instrument prob-
lem is not a concern.

The estimates of the reduced form regression in
columns (2) and (4) and the second-stage estimates in
columns (3) and (5) in Table 3 show a decline in wages
of workers in an enterprise that pays bribe. In particular,
the second-stage estimate in column (3) reinforces the
reduced form effect by showing that engaging in bribe
payment by an enterprise results in 27.6% significant
decline in the wages of employees. Relative to the
average wage compensation of workers in the sample,
this translates to a 3.6% decline. Likewise, the
estimate in column (5) of Table 3 also suggests
that there is a 3.1% significant decline in the ratio
of an employee’s wage to total value addition of
the enterprise with bribe payment (i.e., a 5 fold
decrease in wages relative to the mean).

The results presented in Table 3 confirm that there is
a negative relationship between small business bribe
payment and worker’s wage compensation. The results

further suggest that irrespective of the consistently neg-
ative and significant effect of bribe payment onwages in
both the regression results in Table 2 and second-stage
results of the 2sls specification in Table 3, the estimates
in Table 2 are upwardly biased5 but do not show any
deviation from the earlier conclusions about the nega-
tive consequences of bribe payment on worker’s mone-
tary compensation.

We see from Tables 2 and 3 that overall, an enter-
prise’s engagement in bribe payment has an adverse
effect on its workers’ wages. Although we later check
for the likely operative channels of impact, the estimated
negative relationship does not claim that corruption is
detrimental to the overall labor market outcomes of
workers, as some evidence also suggest that corruption
positively correlates with employment growth
(Williams et al. 2017). Therefore, this initial finding
acknowledges the complexity of the effect of corruption
on labor market outcomes, while showing that

5 Such bias could arise from those time-varying changes in enterprise
and employee unobservable characteristics that are correlated with both
bribe payment and working conditions. For example, a change in
management could lead an enterprise to both pursue policies that desist
bribe payment and improve working conditions, in which case the
regression estimates would not capture such issues.

Table 3 Bribe payment and wages of workers (2sls and reduced form estimates)

Bribe payment Wages (log) Wages (log) Wages to
value added

Wages to
value added

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

Instrument 0.123***
(0.006)

−0.034**
(0.015)

−0.004**
(0.02)

Bribe payment −0.276**
(0.119)

−0.031**
(0.016)

Employee characteristics Yes Yes Yes Yes Yes

Enterprise characteristics Yes Yes Yes Yes Yes

Observations 2196 2196 2196 2196 2196

First stage F-stat 359.92

Outcome mean 0.578 7.645 7.645 0.006 0.006

Model IV 1st Stage OLS IV 2nd Stage OLS IV 2nd Stage

The dependent variables for each model are presented at the top of each column. Columns (1) and (4) are the estimates of the first-stage
regression; columns (2) and (5) are the estimates for the reduced formmodel, while columns (3) and (6) are the estimates for the second-stage
regression, which is the ratio of the estimates for the reduced form and the first stage. All the columns control for the fixed effects at the
province, year, sector, workers, and enterprise level, and the standard errors in parenthesis are clustered at the district, sector, and province
level. The following characteristics of the employees are included in all the columns: age, male dummy, prior experience, level of
experience, and education dummy (1 if secondary school). We also include the following enterprise characteristics as follows: age of the
enterprise, gender and age of the owner/manager, infrastructure dummy, size of the enterprise (log), total tax paid (log), investment in asset
(log), website dummy, export dummy, and formality status. ** < 0.05; *** < 0.01
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corruption is negatively related to changes in the reward/
remuneration that accrue to workers.

4.1.2 Differential effect of bribe payment on workers’
wages

It is conceivable that enterprises’ bribe payments are
likely to have a differential impact on different wage
earners. For example, bribe payments might have a
disproportional effect on workers in the lower wage-
earning category relative to those at the median or upper
wage-earning bracket of the wage distribution. The pos-
sibility of the presence of heterogeneous returns/slopes
along the whole range of enterprise workers’ wage
distribution might therefore exist. We test the presence
or otherwise of this heterogeneity and present the esti-
mates of the quantile regression in Table 4.

The results show a non-monotonic relationship be-
tween bribe payment and wage distribution. At lower
and middle wage bracket (25th and 50th percentile,)
bribe payment by the enterprise has no significant effect
on wages. However, the relationship is seen to be neg-
ative and significant in magnitude at the 90th percentile.
We find similar higher negative and significant effect of
bribe payment for those workers at the 90th percentile
for wages to value addition compared to those at the
25th and 50th percentile. We interpret the difference in
the estimates of bribe payment across the wage percen-
tile, which is only clearer for the ratio of wages to value
addition. This suggests that the effects of enterprises’
engagement in bribe payment on employees’ wages are
proportionate to the sizes of the wages. Thus workers in
the higher wage-earning bracket loose earnings com-
pared to the lowest or middle wage earners.

4.2 Bribe payment and fringe benefits

Noting that there is a negative relationship between
bribe payment and the wages of workers in small busi-
nesses, the next issue is the consideration of the effect of
bribe payment on other non-monetary outcome of
workers. We consider four outcome variables, which
provide information on whether the sampled worker
has a formal contract, a health insurance, receive annual
leave, and sick leave. The estimates for the fixed effect
regression (including the estimate that takes advantage
of the panel nature of the data) and the second stage of
the 2sls regression are reported in Table 5. We only
report the first-stage F-stat, but do not report the

estimates for the first-stage regression and the reduced
form model since they are not the focus of discussion.6

Columns (a) and (c), respectively, report the esti-
mates for the OLS and the second-stage of the 2sls
regression analysis that adjusts for the fixed effects at
the province, year, sector, workers, and enterprise level,
and clusters the standard errors at the district, sector, and
province level. Column (b) reports the estimates for the
fixed effect regression that takes advantage of the panel
nature of the survey data, noting that the Hausman test
rejects the null hypothesis that the unique errors in the
model are not correlated with the regressors.

The estimates from panels A, B, C, and D illustrate
that the effect of bribe payment on non-monetary bene-
fits of workers is not reliably significant at the traditional
one and 5 % levels. For example, the estimates from
panels A, B, C, and D suggest that bribe payment does
not significantly explain the likelihood of workers’ hav-
ing a formal contract, having a health insurance, been
entitled to an annual paid leave, and entitled to a sick
leave. This relationship is consistent for both OLS and
2sls regression analysis. However, the estimate in col-
umn (3b) was only significant for the likelihood of not
receiving an annual leave with an enterprise bribe pay-
ment. Nonetheless, this estimate is not convincing, not-
ing that the results from the OLS and the second-stage
regression are not significant.

4.3 Potential mechanisms

The potential mechanism that explains the estimated
relationship between bribe payments and monetary
compensation are considered in this section as follows.

4.3.1 Employee mobility and union membership

First, we consider whether the employee mobility status
and union membership determine the extent of the effect
of bribe payment on workers’ wages. We measure mo-
bility status following Campbell et al.’s (2012) approach
as a dummy if the employee’s dominant employer
changed since the previous year. That is, 1 if a worker
has been employed in the current enterprise before the
year of the survey, and 0 if they have not. Union mem-
bership, on the other hand, is a dummy variable, which
takes the value 1 if the worker is a union member, and 0
otherwise. The estimations provide additional evidence

6 These estimates are available upon request.
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that the effects of bribe payment indeed operate through
the membership status of a worker in a trade union, but
not through their mobility status. In essence, we show
evidence in panel A of Table 6 that the adverse mone-
tary compensation effect from bribe payment is stronger
among workers who are not members of a trade union.

4.3.2 Enterprise performance and mobility status

Next, we consider the enterprises’ performance and
mobility status as important operating channels that
explain the relationship between bribe payment and
workers’ wages. Literature indicates that corruption in
developing countries could negatively affect the out-
comes of small businesses (including labor cost and
other overhead expenditures) through changes in per-
formance (Bai et al. 2017; Lavallee and Roubaud 2018).
Therefore, it is likely that the negative effect of paying
bribes on workers of Vietnamese small businesses may
only be seen depending on the performance of the
enterprise. To check whether performance of the enter-
prise is at play, we interact bribe payment with the
performance variable (total sales value) and the esti-
mates are reported in panel B of Table 6.

Other literature highlights that in countries where
corruption are largely subnational and bribe rates are
set at provincial government level—as it is the case in
Vietnam—the impact of bribe on the outcome of busi-
nesses is relative to the enterprises’ capacity for inter-
jurisdictional mobility (Bai et al. 2017). For example, if
some bribes are fixed fees (say inspectors demand bribe
from offices they visit irrespective of the firm’s size) in a

specific province and some bribes in other provinces are
a fixed proportion of revenue, the effect of bribe on
outcomes of businesses would likely depend on the
capacity for movement across locations (Bai et al.
2017). Enterprise with such capacity can negotiate their
bribe rates because of the leverage they have to relocate
their operations to other provinces that may likely re-
quest lower amount of bribe, and could matter for re-
ducing the cost of corruption on the enterprise’s opera-
tions (see Bai et al. 2017). We consider the proxy,
whether the enterprise operates its manufacturing oper-
ations in multiple provinces, and we interact this vari-
able with bribe payment (see panel B of Table 6).

The regression results in panel B suggest that bribe
payment has a significant negative effect on the wages
of workers in low performing enterprises, but not for
those in high-performing enterprises. We also do not
find any significant effect of bribe payment on the ratio
of wages to value addition by the performance of the
enterprise (see columns 3 and 4 of panel B). Further, we
find from panel B that enterprises’ mobility status is an
important mechanism through which the effect of cor-
ruption on wages is seen. For example, a worker in an
enterprise that pays bribe is likely to see over 30%
increases in wages and over 3% increase in wages to
value addition only if the enterprise operates in more
than one location. These effects are significant at the 1
and 5% levels. These effects indicate that despite the
consistent negative effect of bribe payment on wages,
workers in high-performing enterprises or enterprises
that operate in more than a single location are more
likely to see higher wages.

Table 4 Effect of bribe payment on wages of workers (quantile regression)

Wages (log) Wages to value added

25th percentile 50th percentile 75th percentile 25th percentile 50th percentile 75th percentile
(1) (2) (3) (4) (5) (6)

Bribe payment 0.005
(0.028)

−0.019
(0.021)

−0.058***
(0.021)

−0.000*
(0.000)

−0.000***
(0.000)

−0.002**
(0.001)

Employee characteristics Yes Yes Yes Yes Yes Yes

Enterprise characteristics Yes Yes Yes Yes Yes Yes

Observations 2343 2343 2343 2342 2342 2342

Outcome mean 7.645 7.645 7.645 0.006 0.006 0.006

The dependent variables for each model are presented at the top of each column. All the columns control for the following characteristics of
the employees: age, male dummy, prior experience, level of experience, and education dummy (1 if secondary school). We also include the
following enterprise characteristics as follows: age of the enterprise, gender and age of the owner/manager, infrastructure dummy, size of the
enterprise (log), total tax paid (log), investment in asset (log), website dummy, export dummy, and formality status. * < 0.10; ** < 0.05; ***
< 0.01
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Table 6 Mechanisms of impact of bribe payments on wages

Wages (log) Wages to value added

[1] [2] [3] [4]

Panel A: Employee mobility and union membership

Bribe payment × employee mobility 0.007
(0.123)

−0.003
(0.126)

−0.014
(0.017)

−0.014
(0.016)

Observations 2196 2343 2196 2342

Hausman test (prob.) 0.050 0.003

Bribe payment × union membership 0.325**
(0.129)

0.262**
(0.130)

0.0006**
(0.003)

0.0011**
(0.005)

Observations 568 644 568 644

Hausman test (prob.) 0.000 0.001

Panel B: Enterprise performance and mobility status

Bribe payment × performance of the enterprise 0.029***
(0.010)

0.025***
(0.008)

0.000
(0.000)

0.0000
(0.0001)

Observations 1333 1472 1333 1472

Hausman test (prob.) 0.002 0.998

Bribe payment × mobility status 0.309***
(0.117)

0.341***
(0.117)

0.035**
(0.015)

0.035**
(0.014)

Observations 2196 2343 2196 2342

Hausman test (prob.) 0.040 0.001

Panel C: Human development effort, employment structure, and regulatory monitoring

Bribe payment × investment in training workers 0.053
(0.099)

0.112
(0.099)

0.033**
(0.013)

0.034***
(0.013)

Observations 2196 2343 2196 2342

Hausman test (prob.) 0.009 0.001

Bribe payment × share of casual worker 1.032***
(0.289)

0.425*
(0.245)

0.044
(0.038)

0.045
(0.036)

Observations 2196 2343 2196 2342

Hausman test (prob.) 0.085 0.003

Bribe payment × number of visits by regulatory authority 0.017
(0.082)

0.007
(0.072)

0.018
(0.011)

0.017*
(0.010)

Observations 2194 2341 2194 2340

Hausman test (prob.) 0.058 0.002

Panel D: Enterprise formality status

Bribe payment × enterprise code number −0.268*
(0.139)

−0.516***
(0.138)

−0.131***
(0.045)

−0.129***
(0.039)

Observations 988 1077 988 1077

Hausman test (prob.) 0.000 0.000

Employees characteristics Yes Yes Yes Yes

Enterprise characteristics Yes Yes Yes Yes

Outcome mean 7.645 7.645 0.006 0.006

Model OLS Fixed effect OLS Fixed effect

The dependent variables are presented at the top of the columns of Table 6. All the columns (apart from columns for the fixed effect
estimations) include fixed effects at the province, year, sector, workers, and enterprise level, and the standard errors are clustered at the
district, sector, and province level. All the columns control for the following characteristics of the employees: age, male dummy, prior
experience, level of experience, and education dummy (1 if secondary school). We also include the following enterprise characteristics as
follows: age of the enterprise, gender and age of the owner/manager, infrastructure dummy, size of the enterprise (log), total tax paid (log),
investment in asset (log), website dummy, export dummy, and formality status. * < 0.10; ** < 0.05; *** < 0.01
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4.3.3 Human development effort, employment structure,
and regulatory monitoring

In panel C, we explore three other potential mechanisms
(including the enterprise’s human development effort,
employment structure, and the extent of regulatorymon-
itoring) to explain the effect of bribe payment on wages.
The monetary outcome of workers might be affected by
bribe payment depending on human development in-
vestment of the enterprise. The standard neoclassical
model of human capital investment assumes that labor
markets are perfectly competitive and workers are paid
according to their marginal product, such that enter-
prises do not receive any rents from the employment
relationship (Pischke 2005). However, in cases where
the enterprise directly finances any of the human capital
investment, the strategic decision to be made with bribe
payment might not be to downwardly adjust wages
because of the likelihood of increasing labor mobility
from the enterprise.

The effect of bribe payment on workers’ monetary
outcomes may also be affected by the enterprise’s em-
ployment structure through inter-temporal budget ad-
justments, such that enterprises can adjust their wage
budget depending on their employment structure.
Changes in the intensity of regulatory monitoring are
another important mechanism that explains the effect of
corruption on enterprise’s outcomes (Lavallee and
Roubaud 2018).

We compute a dummy variable that takes the
value 1 if the enterprise normally trains workers
and 0, otherwise, which is intended to identify
enterprises that invest in human capital develop-
ment efforts. We also consider the enterprise’s
employment structure as the share of employees
who are casual worker, and then the number of
visits by the regulatory authority to compute the
changes in regulatory intensity. We interact these
indicators with bribe payment, and the results are
presented in panel C of Table 6. The results sug-
gest that a change in regulatory monitoring inten-
sity is not an essential mechanism through which
corruption affects workers’ wages. However, bribe
payment positively affects the ratio of wages to
value addition for enterprises with higher invest-
ment in human capital development. This could be
explained by a higher return to scale of labor
despite bribe shock or the enterprise’s unwilling-
ness to downwardly adjust their wages with bribe

payment because of the likelihood of labor mobil-
ity. Regarding the employment structure of an
enterprise as an important mechanism that explains
the effect of corruption on workers’ wages, our
results do not show a consistent significant effect.

4.3.4 Formality status of the enterprise

Formality status of the enterprise is another mechanism
identified in the literature that explains corruption and
the extent of compliance with regulations, including
labor laws (Rand and Tarp 2012; Meghir et al. 2015).
We consider in panel D of Table 6 how the relationship
between corruption and workers’ wages influenced by
the formality status of the enterprise. We consider the
formality status of an enterprise as a dummy variable,
which takes the value 1 if the enterprise has a formal
code number,7 and 0 otherwise.We interact this variable
with bribe payment, and the result suggests that the
adverse effects of bribe payment on the two indicators
of workers’ monetary compensation are mostly driven
by the formality status of the enterprise. This is probably
because formalization in a developing country context
could exert significant and additional cost on doing
business (McKenzie and Sakho 2010), which could
adversely affect wages with additional bribe payment.

4.4 Validation and robustness check

To validate our identification strategy, we first conduct a
falsification test by replicating the key estimations while
replacing the main regressor (bribe payment) with a
different variable that measures whether the owner/key
official of the business expects that bribe payments will
increase in the coming years. This variable should be
seen as the perception and projection of the owner/key
official about the state of “systemic” corruption in their
immediate business environment, which could also in-
form the tendency to self-select into paying a bribe. The
OLS estimation results, the fixed effect taking
advantage of the panel structure of the data, and
the second-stage 2sls regression are shown in
Table 7 in the Appendix.

To be precise, there is a 51-percentage point signifi-
cant association between the expectation of incremental
bribe scenarios in the immediate business environment

7 Authorities in Vietnam are to issue each enterprise a code number
showing their formal registration status.
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and actual bribe payment by the enterprise. Despite this
association, we find no consistent significant and nega-
tive effect of such expectation on workers’ compensa-
tion. Such lack of evidence of an effect suggests that the
actual bribe payments are responsible for meaningful
changes in workers’ compensation, especially the mon-
etary outcome of workers, and not attributed to the
owners’ expectations about the business environment’s
conditions concerning bribe payment.

Second, noting the amount spent on bribe payment by
the sampled businesses is underreported in the survey8;
nonetheless, we engage this variable to check whether the
relationship with the indicators of workers’ compensation
is consistent with the results of the earlier estimations in
Tables 2, 3, and 5. The estimates in Appendix Table 8
indicate that there is a consistent negative effect of bribe
payment on workers’ wages and wages to total value
addition. However, some variances are observed in the
estimates for other non-monetary compensations as far as
this new measure of bribe payment is concerned. For
example, we find inconsistent significant effect on an
employee’s probability of having a formal contract and
receiving a sick leave.

5 Conclusion

In this study, we have examined the effect of bribe pay-
ment on workers’ wages and other non-monetary entitle-
ments. We have shown that enterprises’ bribe payment
results in a significant decline in workers’ wages, but has
no significant effect on other non-monetary compensa-
tions, such as having a formal contract, having a health
insurance, receiving annual leave, and receiving sick
leave. A noteworthy observation from our finding is that
this effect occurred noting the significant government
interest in addressing corruption in Vietnam, suggesting
that there are potential complementary labor market out-
comes to policies that address underlying institutional
challenges confronting the business environment in devel-
oping countries. Therefore, anti-corruption policies are
likely to have substantial wage payoffs for workers. We
have shown effects for small businesses, but there may be
potential for this effect to exist for larger businesses,
especially if corruption hurts their performance and
growth.

Our analysis regarding the mechanism through which
the estimated effect is seen suggests that union member-
ship by employees, enterprises’ performance, mobility
status of the enterprise, and investment in workers’ train-
ing are important pathways that explain the relationship.
We interpret this result as a possible copingmechanism for
employees and enterprises to cushion the negative effect of
bribe payment on wages. For example, belonging to a
trade union could cushion the adverse impact of corruption
on employees’ wages through the union’s bargaining
power. However, the practicality of enterprises improving
their performance, increasing their mobility capacity, and
investment in workers’ training, as strategies to cope with
the cost of bribe payment on monetary outcomes of labor,
is a paramount concern. Therefore, we support the argu-
ment for anti-corruption policies for decent labor outcomes
because the coping mechanisms at the enterprise level in
the absence of such policy may not be practical for small
businesses.

Addressing the cost of formalization in a developing
country context is another important factor determining
the effect of bribe payment on wages. A qualification to
this claim is the negative reinforcing effect that we find
for wages of employees in enterprises that engage in
bribe payment and are formalized. This suggests that
due to the cost of formalization in Vietnam—including
fiscal burdens on an enterprise in the form of taxes and
general costs of complying with regulatory require-
ments (Rand and Torm 2012)—additional bribe pay-
ments are likely to only adversely affect the monetary
outcome of workers.
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