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ABSTRACT

We study the role of a relatively new type of external firm monitor, an
on-site government-appointed Corporate Monitor, and assess whether such
appointments reduce firms’ propensity to violate laws. Using a sample of de-
ferred and nonprosecution agreements, we first document the determinants
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of Monitor appointment. We find firms that voluntarily disclose wrongdoing
and have more independent directors are less likely to have Corporate Mon-
itors, whereas those with more severe infractions, mandated board changes,
and increased cooperation requirements are more likely to have Monitors.
We find such appointments are associated with an 18%–25% reduction in vi-
olations while the Monitor is on site, however, the effect does not persist after
the Monitorship ends. Using a semisupervised machine learning method to
measure changes in firms’ ethics and compliance norms, we find that the re-
duction in violations is associated with changes in ethics and compliance that
also do not persist. Finally, we document that firms under Monitorship expe-
rience a persistent reduction in innovation, highlighting a previously unex-
plored cost of these interventions. Overall, our results suggest that, although
Corporate Monitors on site are associated with fewer violations, firms revert
to previous levels of violations following Monitors’ departure.

JEL codes: G30, G34, G38, K14, K22, K40, M14, M40, M41, M48

Keywords: corporate governance; corporate culture; corporate monitor;
corporate recidivism; enforcement; ethical norms; regulation

1. Introduction

Regulators use a variety of tools to deter and remedy corporate misconduct
in areas such as financial or tax fraud, insider trading, and environmental
or safety violations. Recent literature has studied, in various settings, the
effectiveness of these tools, including whistleblower programs (Call et al.
[2018], Soltes [2020], Dey et al. [2021], Berger and Lee [2022]), the dis-
closure of regulatory actions (Duro et al. [2019], Kleymenova and Tomy
[2022]), mandated firm disclosures (Christensen et al. [2017]), and en-
forcement or prosecution (Correia [2014], Silvers [2016], Nguyen [2021]).
We study a relatively new tool at the disposal of regulators in preventing
corporate misconduct: a government-appointed, on-site corporate compli-
ance monitor, also referred to as the “Corporate Monitor.”1 Monitors are
appointed at large corporations that have already been exposed for wrong-
doing, with the aim of reforming the firm and preventing further miscon-
duct. However, given their relative novelty, less is known about their role
or effectiveness. In this paper, we examine whether the appointment of a
Corporate Monitor reduces the incidence of repeat misconduct.

By studying the impact of these Monitors, we address a timely and unre-
solved debate in the area of corporate prosecution. The George W. Bush
administration established guidelines regarding how federal prosecutors
should select and implement Corporate Monitors, but stated they “should
only be used where appropriate given the facts and circumstances of a par-
ticular matter” (Morford [2008]). The use of Corporate Monitors was more
widespread under the Obama administration, with a third of all prosecu-

1 Throughout the paper, we capitalize Corporate Monitor to distinguish from other types
of monitors.
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the role of the government-appointed corporate monitor 3

tion agreements requiring them. However, although the Trump adminis-
tration pulled back on the practice, citing the burden on corporations, the
Department of Justice (DOJ) has recently reestablished its commitment to
using Corporate Monitors, calling them “an effective means of reducing the
risk of repeat misconduct” (Monaco [2021]). Given this seemingly ad hoc
approach by successive administrations, whether Corporate Monitors have
helped reduce corporate recidivism is an important and timely question
and may aid the DOJ in considering Monitor imposition going forward.

We study Corporate Monitors within the setting of deferred or nonpros-
ecution agreements (hereafter, N/DPAs), which are contracts between the
offending firm and enforcement agencies in which the firm agrees to reme-
dies and sanctions in exchange for not being prosecuted.2 The federal gov-
ernment maintains the right to prosecute later if the firm fails to uphold
the agreement. Prosecuting large corporations that break laws can lead to
negative externalities that affect stakeholders, such as employees, pension
funds, or minority investors, who may not be directly responsible for the
corporate misconduct. Therefore, prosecutors may decide to prioritize ref-
ormation over retribution and enter into N/DPAs. Often the agreements
mandate firms to hire a government-appointed Corporate Monitor, who
is tasked with investigating the compliance failure that resulted in the vi-
olation, assessing its scope to provide adequate compensation to affected
parties, and providing recommendations to prevent future violations (Root
[2014], Arlen and Kahan [2017]).3

It is unclear whether government-appointed Corporate Monitors would
help prevent misconduct. The N/DPA generally outlines the compliance
measures that the firm must undertake; as long as the firm is motivated
to avoid future violations and any N/DPA violations, the Monitor may not
be incrementally effective. Corporate Monitors are also frequently former
prosecutors who may not have the firm-specific knowledge required to im-
prove governance. On the other hand, because Corporate Monitors are
outsiders, they may also be less prone to capture by the management. Ad-
ditionally, they may be particularly well versed in compliance issues. Given
the tradeoff between insider knowledge and objectivity, whether these out-
side Monitors help prevent violations at a firm that engaged in wrongdoing
is uncertain.

Furthermore, the appointment of Corporate Monitors imposes addi-
tional costs on the firm. Not only are Corporate Monitors and their teams

2 As part of the N/DPA, the firm typically must admit responsibility and agree to a state-
ment of facts that can be used against it in the case of noncompliance, making conviction (if
pursued) highly likely (Arlen and Kahan [2017]).

3 Corporate Monitors are also used, albeit to a lesser extent, as part of plea agreements.
We limit our analyses to N/DPAs, given the relative frequency with which these agreements
use Corporate Monitors (Alexander and Cohen [2015]). Prosecutors generally use plea agree-
ments and N/DPAs to extract different concessions, with the latter used more often to achieve
governance changes (Alexander and Cohen [2015]). Furthermore, limiting our sample to
N/DPAs allows us to restrict unobserved variation in the Monitor and non-Monitor firms,
which improves the precision of our difference-in-differences estimates.
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4 l. a. gallo, k. v. lynch, and r. e. tomy

compensated by the firm, but they have also been accused of interfering too
much with firms’ internal functioning.4 Firms also run the risk of the Moni-
tor uncovering new, unrelated violations that can lead to further penalties.5

These factors may have the unintended consequence of making firms more
risk averse and less innovative. Moreover, reports produced by Corporate
Monitors are rarely made public, due to concerns regarding trade secrets.
Therefore, investors and other outside stakeholders have little insight into
Monitors’ activities and findings. Considering the costs of engaging Corpo-
rate Monitors, and the lack of transparency around them, understanding
whether they succeed at overseeing compliance and reducing misconduct
is particularly significant.

To explore the role of Corporate Monitors and study whether their ap-
pointment reduces corporate recidivism, we collect comprehensive data re-
lated to 193 deferred and nonprosecution agreements between the DOJ
and publicly listed firms over the period 2001 to 2019. A third of these
agreements require the firm to engage a Corporate Monitor. We begin by
assessing the factors that lead to an agreement requiring a Corporate Moni-
tor. Our findings suggest that features of the N/DPA are associated with the
imposition of a Monitor. Specifically, we find that firms that voluntarily dis-
close wrongdoing are less likely to have Corporate Monitors, whereas those
with more severe infractions, mandated board changes, and increased co-
operation requirements are more likely to have Monitors. We also find that
firms with more independent directors at the time of the N/DPA are less
likely to be required to appoint a Corporate Monitor. Other firm charac-
teristics, such as size, leverage, and profitability, do not significantly predict
Monitor-appointment, suggesting that firms with and without Monitors are
similar as N/DPAs are usually offered to larger corporations.

Next, we use a difference-in-differences design to determine if appoint-
ing a Corporate Monitor is linked with future law violations. Our measure
of violations incorporates data across a comprehensive set of violations, in-
cluding accounting, antitrust, banking, medical, employment-related, envi-
ronmental, export control, fraud, investor protection, kickbacks/bribery,
and Foreign Corrupt Practices Act (FCPA) violations.6 We aim to assess

4 For example, a 2009 investigation by the Government Accountability Office (GAO) found
that corporations expressed concerns about Monitors’ cost and scope as well as how to resolve
disputes with them (U.S. GAO [2009]). Consistent with the DOJ being sensitive to these con-
cerns, in a recent memo, then-Assistant Attorney General Benczkowski instructed DOJ prose-
cutors to be more selective in appointing Monitors and highlighted the costs to companies of
imposing Corporate Monitors, specifically mentioning that the scope of the Monitor should
be focused and limited (Benczkowski [2018]). Also see “U.S. to Reduce Use of Monitors in
Corporate Settlements,” The Wall Street Journal, October 15, 2018.

5 See, for example, “N.Y. Financial Watchdog Fines Standard Chartered $300 Million,” The
Wall Street Journal, August 20, 2014.

6 Examining all future violations, rather than only those related to the initial infraction, is
consistent with how the DOJ intends to measure repeat offenders going forward. Specifically,
the Deputy Attorney General recently released a memo instructing their attorneys to consider

 1475679x, 0, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/1475-679X

.12502 by U
niversity O

f C
hicago L

ibrary, W
iley O

nline L
ibrary on [15/09/2023]. See the T

erm
s and C

onditions (https://onlinelibrary.w
iley.com

/term
s-and-conditions) on W

iley O
nline L

ibrary for rules of use; O
A

 articles are governed by the applicable C
reative C

om
m

ons L
icense



the role of the government-appointed corporate monitor 5

whether Monitor-firms perform differently regarding violations while the
Monitor is on site compared to after their departure. A decrease in viola-
tions during the Monitor’s tenure and an increase after they leave would
make it easier to attribute the change to the Monitor’s presence, but im-
ply that those changes are temporary. A decrease in violations during the
Monitor’s tenure, with no increase after they leave suggests a permanent
change, but it is less clear if the Monitor’s presence was the main driver.
Our findings are consistent with the former—that is, N/DPA firms with
Corporate Monitors commit 18%–25% fewer violations relative to N/DPA
firms that are not required to appoint Corporate Monitors, but only while
the Monitor is on site. The average firm in our sample engages in 46 viola-
tions over our sample period, making the decline economically significant.
These magnitudes suggest that N/DPA firms assigned a Corporate Moni-
tor commit 8 to 12 fewer violations relative to N/DPA firms that are not
assigned a Monitor. However, violations increase to pre-N/DPA levels fol-
lowing the Monitors’ departure. We do not find significant differences in
violations between Monitor and non-Monitor firms prior to the N/DPA,
supporting the reasonability of the parallel trends assumption that under-
lies our difference-in-differences specification.

A key concern in this setting is that differences in features of the N/DPA
or other unobservable factors, rather than the Monitor, could drive the
decline in violations. We next conduct additional analyses to mitigate this
concern. First, we match Monitor and non-Monitor firms on observable
firm- and agreement-specific characteristics, including the compliance
requirements in the N/DPA and the governance environment at the firm
at the time of the N/DPA. We use multiple matching techniques including
coarsened exact matching (CEM) and entropy balancing (Hainmueller
[2012], Iacus et al. [2012]). Additionally, we match Monitor and non-
Monitor firms on the textual content of the N/DPA (Mozer et al. [2020]).
As these agreements include particular instructions for the manager, such
as making specific operational changes, matching the text of the N/DPA
could identify additional dimensions of oversight. If the compliance man-
dates are identical for both Monitor and non-Monitor firms, the contrast
in violations could be attributable to differences in implementation, which
is within the scope of the Monitor’s duties. Our results are robust to these
alternative matching techniques.

Second, we examine variation in violations after matching on preexisting
levels of integrity, which captures aspects of a more detrimental corporate
culture that could generate violations. Employing a measure of integrity
developed using machine learning and a corpus of earnings transcripts (Li
et al. [2021]), we find that our inferences continue to hold. Third, we con-
duct sensitivity tests and find that selection on unobservable factors is un-
likely to significantly bias our results (Altonji et al. [2005], Oster [2019]).

all corporate misconduct, including civil and regulatory violations, when considering appro-
priate actions (Monaco [2021]).
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6 l. a. gallo, k. v. lynch, and r. e. tomy

Features of our setting are also consistent with the limited influence of un-
observable factors. As discussed earlier, there is an ad hoc component to
assigning Monitors, which is not based on firm and agreement character-
istics but rather on the political leanings of the administration in office
and prosecutors in charge of the enforcement case. Also, our prediction
model suggests Monitor firms are similar to non-Monitor firms along sev-
eral firm-specific characteristics, reducing concerns that unobserved firm-
specific factors could be driving our results.

Next, we study the mechanism through which Monitors influence rule
violations. In the Morford memorandum (Morford [2008]), the DOJ states
that “A [M]onitor’s primary role is to evaluate whether a corporation has
both adopted and effectively implemented ethics and compliance pro-
grams to address and reduce the risk of recurrence of the corporation’s
misconduct.” Based on this mandate, we examine changes in ethics and
compliance standards at the offending firm by drawing on the corporate
culture literature (Kotter and Heskett [1992], Weber et al. [1996], Guiso
et al. [2015], Li et al. [2021], Graham et al. [2022]). Corporate culture
comprises shared values and group behavior norms (Kotter and Heskett
[1992]). Shared values pertain to the significant goals and concerns held
by the majority within a group, whereas group behavior norms involve ways
of behaving within a group. Shared values are invisible and more difficult
to modify, whereas group behavior norms are visible and easier to change
(Kotter and Heskett [1992]). Furthermore, unlike societal culture, corpo-
rate culture (specifically norms) can often change, especially based on ma-
jor corporate events (Weber et al. [1996], Guiso et al. [2015], Graham et al.
[2022]). Therefore, if a company receives an N/DPA or implements a Cor-
porate Monitor, this may impact a facet of its culture, specifically the group
behavior norms.

We use a semisupervised machine learning method on the unscripted
portion of firms’ earnings conference call transcripts to develop a measure
of ethics and compliance norms for our sample firms (Li et al. [2021]). Be-
cause senior management influences prevailing group behavior norms, if
they are committed to instituting changes in ethics and compliance norms,
then such a commitment—real or purported—should percolate into their
communications. Consistent with the reduction in violations, relative to
non-Monitor firms, Monitor firms only experience an improvement in their
ethics and compliance during the time the Monitor is on site—there is no
long-term increase in our measures.

Next, we conduct a structural mediation analysis to test whether the Mon-
itor has a direct effect on violations or if the effect is indirect and works
through changing norms (MacKinnon et al. [2007], MacKinnon [2012]).
Our results are consistent with the latter—there is only a significant indirect
effect of the Monitor on violations through the Monitor’s impact on ethics
and compliance norms. Based on the direct effect, we do not find that Mon-
itors affect violations through pathways other than ethics and compliance.
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the role of the government-appointed corporate monitor 7

We conduct several additional analyses to provide more insight into the
institution of Corporate Monitorship. First, we document details related to
the background of Monitors, including their education, experience, and
other Monitor and Monitorship-specific details. We find that Monitors who
have prior experience in a similar role and those on site for a longer du-
ration are associated with more lasting changes to ethics and compliance
norms at the firm. Second, we provide details related to Monitors’ direct
and indirect costs. Based on estimates triangulated from various sources,
the direct costs of Monitors account for approximately 2% of net income
before extraordinary items. Although we find that Monitor firms do not
restructure in response to the high direct costs, we do find evidence con-
sistent with these firms experiencing a reduction in innovation, measured
using patent filings and the market return to patent grants (Kogan et al.
[2017]). These results highlight a potential indirect cost of being assigned
a Monitor and might explain why managers pull back on their commitment
to ethics and compliance following the Monitor’s departure.

Finally, we explore an alternative explanation for our results of lower vi-
olations during the tenure of the Monitor: Regulators may be reluctant to
bring additional charges against firms that have a Corporate Monitor on
site, resulting in fewer violations. To test whether Monitor firms are sub-
ject to less scrutiny by regulators, we focus on the subset of firms subject
to inspections by the Environmental Protection Agency (EPA). We find no
evidence of a reduction in EPA inspections during the Monitor’s tenure,
relative to the control sample, suggesting that regulators are not neces-
sarily paying less attention while the Monitor is on site. We also find that
firms that receive Monitors are not significantly more likely to be engaged
in parallel civil litigation (e.g., class-action lawsuits) or regulatory action
(e.g., by the SEC) for the violation that led to the N/DPA. Taken together,
these results do not support the alternative that firms with Monitors are less
likely to be subject to regulatory scrutiny relative to non-Monitor firms.

Our study is subject to certain limitations. First, our sample consists of
deferred and nonprosecution agreements entered into by publicly listed
firms that are large and economically important. Our findings may not gen-
eralize to private companies. Second, our primary analyses consist of com-
paring outcomes for Monitor firms to similar non-Monitor firms, matched
using various methods and along several dimensions. Additionally, we de-
lineate the effect of the Monitor by relying on their primary mandate of im-
plementing changes in ethics and compliance standards and relating such
changes to law violations. We conduct several additional analyses and ro-
bustness tests to rule out alternative explanations and assess our results’ sen-
sitivity to unobservable factors. Nonetheless, there may be alternative mech-
anisms that could be driving our results. Also, even though we find that
Monitors are not associated with violations through governance changes
such as board changes or increased monitoring by senior management,
there may be additional dimensions of oversight that we do not capture. Fi-
nally, although we provide some evidence of Monitors’ costs and benefits,
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8 l. a. gallo, k. v. lynch, and r. e. tomy

we do not attempt to provide a complete cost-benefit analysis of Corpo-
rate Monitorship.

Our paper makes several contributions to the literature. First, we investi-
gate a relatively understudied arrangement between regulators and offend-
ing firms and assess whether Corporate Monitors are effective in reforming
repeat offenders. Our findings indicate that, although Corporate Monitors
are associated with a reduction in violations during their tenure at the firm,
they are less successful in producing lasting change and reducing criminal
and civil violations in the long run. To our knowledge, our paper is the
first to empirically investigate whether the mandate of a Corporate Mon-
itor results in lower rates of future violations. In doing so, we contribute
to a growing literature that studies the mechanisms regulators use to deter
and remedy corporate misconduct (Correia [2014], Silvers [2016], Chris-
tensen et al. [2017], Call et al. [2018], Duro et al. [2019], Soltes [2020],
Dey et al. [2021], Nguyen [2021], Berger and Lee [2022], Kleymenova and
Tomy [2022]).

Second, we shed light on the mechanism by which the presence of Mon-
itors reduces violations, which aligns with the DOJ’s view on the role of the
Monitor. Specifically, we show that the reduction of violations during the
probationary period is related to improvements in ethics and compliance
standards at the firm. However, once the Monitor leaves, these improve-
ments do not persist, except in cases where the Monitor has similar prior
experience or is on site for a longer duration. These findings can guide the
DOJ in how to reduce corporate recidivism. On the one hand, our results
suggest that Monitors are associated with significant improvements to group
behavior norms related to ethics and compliance; however, they are largely
ineffective at instituting lasting changes.

Third, our work adds to the nascent literature exploring the determi-
nants and consequences of Corporate Monitors (Amiram et al. [2021], Files
et al. [2022]). We provide novel insight into the factors that predict the ap-
pointment of Corporate Monitors (Khanna and Dickinson [2006], Root
[2014]). We find that voluntary disclosure of the misconduct, the sever-
ity of the infraction, mandated board changes, increased cooperation by
the firm, and the percentage of independent directors significantly predict
Monitor appointment.

Finally, we contribute to a large literature that examines the effective-
ness of external monitors (DeFond et al. [2002], Lang et al. [2004], Lar-
cker and Richardson [2004], Bebchuk and Weisbach [2010], Soltes [2014],
Vashishtha [2014], Bell et al. [2015], Boone and White [2015], Chen et al.
[2015], Lehmann [2019]). Although independence from management al-
lows the external monitor to remain objective, it also limits the amount
of information and firm-specific knowledge the monitor can collect. This
tradeoff between proximity and objectivity is seen as fundamental to the
supervision and monitoring of firms (Boot and Macey [2003]). Although
Corporate Monitors are compensated by the firm, they are appointed by a
regulator and have wide authority to review and gather information about
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the role of the government-appointed corporate monitor 9

the firm. Unlike other external overseers, such as auditors who are hired
and retained by the firm at will, Corporate Monitors remain with the firm
for a fixed duration, based upon an agreement with a regulator. Our re-
search sheds light the effectiveness of this unique arrangement.

2. Background

The United States has a long history of prosecuting corporations. In a
landmark 1909 case, New York Central & Hudson River Railroad v. United
States, the U.S. Supreme Court ruled a corporation can not only be prose-
cuted but can also be held responsible for the actions of a single employee
(Garrett [2014]). However, no official federal guidelines existed for when
prosecutors should indict corporations, until Eric Holder, as U.S. deputy
attorney general, issued a memorandum in 1999 titled, “Bringing Crimi-
nal Charges Against Corporations.” It outlined eight principles that should
be considered when determining whether to indict a corporation on crim-
inal charges (Holder [1999]). These include (1) the nature and severity
of the offense, (2) the pervasiveness of wrongdoing within the corpora-
tion, (3) history of similar conduct, (4) timely and voluntary disclosure,
(5) the existence and adequacy of a corporate compliance program, (6)
the corporation’s remedial actions, (7) the collateral consequences, and
(8) the adequacy of noncriminal remedies. In 2003, the Thompson Memo
added a ninth criterion, namely waiver of client-attorney privilege (Thomp-
son [2003]), and, in 2015, a 10th was added regarding whether liable indi-
viduals were held accountable (Yates [2015]). Other memos over the past
two decades have outlined additional directives related to the prosecution
of corporations.

Of the total number of law violations committed by corporations, about
86% are indicted.7 In less than 1% of cases, the prosecutor declines legal
action. In the remaining 13% of cases, prosecutors enter into a deferred or
nonprosecution agreement with the firm.8 Of the 86% of firms indicted,
the most common outcome is a plea agreement (80.5%). Only 0.5% of
cases face a trial conviction, whereas the remainder is dismissed (4.4%) or
result in an acquittal (0.4%). Although plea agreements require acceptance
by the judge overseeing the case and result in penalties, they are generally
preferred to trial because they allow the firm to avoid the unpredictabil-
ity and reputational damage of a trial (Meitl [2007], Kaal and Lacine
[2014], Thomas [2019]). Accounting firm Arthur Andersen is a prominent

7 These figures are sourced from the Corporate Prosecution Registry (CPR) and ex-
clude Swiss Bank Program Agreements. The CPR can be accessed here: https://corporate-
prosecution-registry.com/(last accessed: December 23, 2022).

8 Despite the low percentage of N/DPA outcomes relative to indictments, the sample of
N/DPA actions is relevant because of the frequency with which large, public firms enter these
agreements. Specifically, in the CPR, N/DPAs represent greater than 50% of the outcomes of
publicly listed firms, and 20 of the Fortune 100 companies are in this sample.
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10 l. a. gallo, k. v. lynch, and r. e. tomy

example of the collateral damage of a trial. In the wake of the Enron scan-
dal, it opted to go to trial instead of entering into a plea agreement, leading
to clients deserting the firm and, ultimately, its demise.9

Because the terms of a plea agreement could be overly punitive, firms
and prosecutors also have the option to enter into a deferred or non-
prosecution agreement. These agreements are used when the collateral
consequences of an indictment would cause “disproportionate harm to
shareholders, pension holders, employees, and others not proven person-
ally culpable” (The U.S. Justice Manual, §9-28.300).

Deferred and nonprosecution agreements are contractual agreements
between a corporate wrongdoer and enforcement agencies, in which the
corporation agrees to the imposition of certain sanctions in exchange
for the government not prosecuting or deferring prosecution of the firm
(Garrett [2007], Kaal and Lacine [2014], Arlen and Kahan [2017]). In non-
prosecution agreements, no formal charges are filed, and therefore a fed-
eral judge does not have oversight of the agreement. In deferred prosecu-
tion agreements, charges are formally filed, and the federal judge oversee-
ing the case can reject the terms of the agreement. However, in practice,
federal judges tend not to do so, which makes deferred prosecution agree-
ments similar to nonprosecution agreements (Garrett [2014], Kaal and
Lacine [2014]). These agreements impose sanctions that include, among
others, imposing penalties, changing the corporate compliance program,
and appointing a Corporate Monitor.

The mandate of a Corporate Monitor is to rehabilitate the corporation
so that it will not become a recidivist. Often prosecutors appoint Monitors
when they do not trust in the firm’s ability to remedy its issues without over-
sight (Garrett [2014]). However, a Monitor’s powers can vary from serving
in an advisory role to forcing significant compliance changes at the firm
(Khanna and Dickinson [2006]). The Monitor also has an obligation to pe-
riodically report to the prosecutor (or other governmental body) oversee-
ing the N/DPA. For example, the 2005 deferred prosecution agreement be-
tween the DOJ and Bristol-Myers Squibb (BMS), related to criminal charges
that the company conspired to commit securities fraud, outlines the role of
the Monitor, including his term and reporting requirements. The agree-
ment gives the Monitor latitude “to require BMS to take any steps he be-
lieves are necessary to comply with the terms of [the DPA].” In this case,
the Monitor was required to report quarterly to the DOJ, and senior man-
agement could only review the reports after they had been reviewed by the
DOJ.10

Most Corporate Monitor reports are never made public or are heavily
redacted if they are (Garrett [2014], Root [2014]). Being answerable only

9 See, for example, “Justices Unanimously Overturn Conviction of Arthur Andersen,” The
New York Times, May 31, 2005.

10 We provide an excerpt from the BMS deferred prosecution agreement in section 3 of the
internet appendix.
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the role of the government-appointed corporate monitor 11

to the body that imposes the sanctions provides Monitors with extraordi-
nary leverage to recommend any further compliance changes, with the
DOJ generally agreeing with them (Coffee [2005], Root [2014]). Having
a Corporate Monitor also opens the firm to “scope creep” or a potential
expansion of the Monitor’s compliance efforts. For example, the CEO of
BMS was terminated after the Monitor uncovered unrelated antitrust vio-
lations (Resnik and Dougall [2006]). BMS pleaded guilty to making false
statements to the government while negotiating its deferred prosecution
agreement.11

About a third of deferred and nonprosecution agreements since 2001
have required the retention of Corporate Monitors. Although the use of
Corporate Monitors grew in popularity following the Thompson Memo in
2003, their role was better defined in the 2008 Morford memo, titled “Se-
lection and Use of Monitors in Deferred Prosecution Agreements and Non-
Prosecution Agreements with Corporations” (Morford [2008]). The Mor-
ford memo provided guidelines on how to structure the requirements of a
Corporate Monitor within the context of N/DPAs, emphasizing their pri-
mary role is to propose, evaluate, and monitor a corporation’s ethics and
compliance program. However, the Morford memo was less clear about
when Monitors should be imposed.

In light of how frequently Corporate Monitors have been imposed and
the objections related to them, in 2018, then-U.S. Assistant Attorney Gen-
eral Benczkowski issued a memo titled, “Selection of Monitors in Criminal
Division Matters.” Among other comments regarding the use of Monitors,
the memo listed more specific considerations for when to impose Monitors
and noted that “the imposition of a [M]onitor will not be necessary in many
corporate criminal resolutions, and the scope of any [M]onitorship should
be appropriately tailored to address the specific issues and concerns that
created the need for the [M]onitor” (Benczkowski [2018]).

The Benczkowski memo establishes that fewer Monitors should be im-
posed going forward, and, for those imposed, their scopes should be well
defined. More recently, Deputy Attorney General Lisa Monaco issued two
memos pertaining to the use and scopes of Corporate Monitors (Monaco
[2021], [2022]). To some degree, these memos reverse the implications
of the Benczkowski memo regarding how frequently Monitors should be
used. Instead, these memos make it clear that Corporate Monitors will be
considered for all firms and imposed on a case-by-case basis. Further, the
memos give additional guidelines for prosecutors that go beyond the Mor-
ford memo for how to structure Monitorships. These instructions for pros-
ecutors were informed by the Corporate Crime Advisory Group created by
Deputy Attorney General Monaco in 2021 and reflect the learnings of ex-
perienced prosecutors throughout the DOJ and experienced attorneys at

11 See “Bristol-Myers Squibb Announces Agreement in Principle to Resolve Federal An-
titrust Investigation,” Press Release, May 10, 2007.
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12 l. a. gallo, k. v. lynch, and r. e. tomy

other executive agencies. However, to our knowledge, no study has directly
examined the effectiveness of Corporate Monitors. Most conclusions about
Monitors are anecdotal or theoretical, and thus our study contributes to a
greater understanding of the efficacy of Corporate Monitors.

3. Data and Sample

3.1 data on corporate monitors, n/dpas, and firm
characteristics

We source our sample of deferred and nonprosecution agreements from
the CPR, a comprehensive database of U.S. federal prosecutions and de-
ferred and nonprosecution agreements (Garrett and Ashley [2017]). The
CPR data are collected using several sources, which include federal docket
sheets, press releases, prosecutors’ offices, and FOIA requests.12 Data on
corporate governance variables are sourced from the Institutional Share-
holder Services (ISS), ExecuComp, and BoardEx. For firms where these
date are not available from ISS, ExecuComp, and BoardEx, we hand-collect
the missing data from SEC filings using forms DEF 14A, 10-K, and 20-F. Con-
ference call transcripts are from Factset. Finally, data on firm-level charac-
teristics are sourced from Compustat.

We restrict our sample to N/DPAs with public corporations listed in the
United States and their subsidiaries and require that the firm be publicly
listed in the year of the N/DPA. If separate N/DPAs for the same infraction
exist with a parent company and its wholly owned subsidiary, we consider
this observation to be a single N/DPA for the parent. Because data on our
outcome measure (rule violations by firms) are available only from 2000
onward, we restrict our sample of N/DPAs to 2000–19. No publicly listed
companies entered into an N/DPA in the year 2000. Therefore, our final
sample consists of 193 N/DPAs during the years 2001–19.

For each of these N/DPAs, we obtain the primary agreement document
from the CPR or DOJ’s Web site. We collect information on the infraction
period, the date of the agreement, whether the agreement required the
appointment of a Corporate Monitor, its penalties, its probation period,
and details related to the offense. In addition, we collect variables that cap-
ture compliance and corporate governance requirements stipulated by the
N/DPA agreement.13 Finally, we classify the agreements into 14 violation-
type categories.

We match our sample of 193 N/DPA-firms to a Global Company Key
(GVKEY) in Compustat. Because a nontrivial number of firms in our sam-
ple undertake mergers and acquisitions during our sample period, we trace

12 We thank Brandon Garrett and Jon Ashley for sharing the CPR data. For further details,
please see https://corporate-prosecution-registry.com/(last accessed: December 23, 2022).

13 We thank Wulf Kaal and Timothy Lacine for generously sharing their data on N/DPA
requirements for 2000–13. We extend their data set to 2019 based on the primary N/DPA
documents.
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the role of the government-appointed corporate monitor 13

each firm through time and match it with its surviving GVKEY.14 This step
is important because N/DPAs stipulate that changes in corporate organi-
zation do not absolve the company from compliance, and the acquiring
parent can still be held responsible if the terms of the agreement are not
upheld.15

Figure 1 presents a plot of the time trend of N/DPAs between the DOJ
and publicly traded companies from 2001 to 2019, highlighting the por-
tion of observations characterized by the assignment of a Corporate Mon-
itor. Panel A of table 1 presents the descriptive statistics for our sample of
N/DPA firms by Fama-French 12-industry groups. Of the 193 observations,
59 (31%) are assigned a Corporate Monitor. Firms in finance represent the
largest portion of our sample (25.39%), with healthcare, medical equip-
ment, and drugs representing the next-largest contingent (19.17%). These
two industries also have the largest shares of Corporate Monitors (18.64%
and 22.03%, respectively). Panel B of table 1 presents the descriptive statis-
tics for our sample of N/DPA firms by type of violation. FCPA violations are
the most common type (34.72%), and FCPA-related N/DPAs contain the
most Corporate Monitors (27 of 59 total).

Table 2, panel A, presents descriptive statistics for the sample. We cat-
egorize the variables by whether they represent preagreement measures,
N/DPA requirements, or firm characteristics and other variables. In terms
of measures undertaken prior to the N/DPA, 80.3% of the firms engaged in
remedial measures, and in 47.7% of the cases, the firm voluntarily disclosed
the wrongdoing to the DOJ. Panel A also shows the agreement-specific re-
quirements. On average, an N/DPA is in effect for 30 months, and there
is high variation in the penalties associated with the N/DPA, with a mean
(median) penalty of $95 million ($17 million). Other significant activities
required as part of the N/DPA include mandated board changes (51%
of the cases); additional oversight responsibilities for senior management
(46% of the cases); additional monitoring obligations by the board of di-
rectors (58% of the cases); setting up an improved compliance program
(82% of the cases); and some form of a waiver of the entity’s rights (95% of
cases); and accounting-specific obligations regarding internal controls or
accounting methods (43% of cases).

Panel B of table 2 presents the means of the predictor variables for
N/DPAs that require Corporate Monitors (treated) and those that do

14 Forty-one firms in our sample pursue M&As in our sample period.
15 In an October 2021 memo, Deputy Attorney General Monaco instructs prosecutors as

follows when considering firm misconduct: “To that end, when making determinations about
criminal charges and resolutions for a corporate target, prosecutors are directed to consider
all misconduct by the corporation discovered during any prior domestic or foreign criminal,
civil, or regulatory enforcement actions against it, including any such actions against the tar-
get company’s parent, divisions, affiliates, subsidiaries, and other entities within the corporate
family. Some prior instances of misconduct may ultimately prove less significant, but prose-
cutors must start from the position that all prior misconduct is potentially relevant” (Monaco
[2021]).

 1475679x, 0, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/1475-679X

.12502 by U
niversity O

f C
hicago L

ibrary, W
iley O

nline L
ibrary on [15/09/2023]. See the T

erm
s and C

onditions (https://onlinelibrary.w
iley.com

/term
s-and-conditions) on W

iley O
nline L

ibrary for rules of use; O
A

 articles are governed by the applicable C
reative C

om
m

ons L
icense



14 l. a. gallo, k. v. lynch, and r. e. tomy

Fi
g

1.
—

T
im

e
tr

en
d

of
N

/D
PA

s
an

d
co

rp
or

at
e

m
on

it
or

as
si

gn
m

en
t.

T
h

is
fi

gu
re

de
pi

ct
s

th
e

ti
m

e
tr

en
d

of
N

/D
PA

s
an

d
sh

ow
s

th
e

pe
rc

en
ta

ge
of

N
/D

PA
s

th
at

re
qu

ir
ed

th
e

ap
po

in
tm

en
to

fa
C

or
po

ra
te

M
on

it
or

.

 1475679x, 0, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/1475-679X

.12502 by U
niversity O

f C
hicago L

ibrary, W
iley O

nline L
ibrary on [15/09/2023]. See the T

erm
s and C

onditions (https://onlinelibrary.w
iley.com

/term
s-and-conditions) on W

iley O
nline L

ibrary for rules of use; O
A

 articles are governed by the applicable C
reative C

om
m

ons L
icense



the role of the government-appointed corporate monitor 15

T A B L E 1
Corporate Monitors Breakdown

Panel A: Corporate Monitors by industry

Industry N % of Sample Monitors % of Monitors

Consumer Nondurables 9 4.66 2 3.39
Consumer Durables 4 2.07 3 5.08
Manufacturing 15 7.77 6 10.17
Oil, Gas, Coal 19 9.84 6 10.17
Chemicals 4 2.07 2 3.39
Business Equipment 17 8.81 6 10.17
Telephone and Television Transmission 6 3.11 2 3.39
Utilities 5 2.59 0 0.00
Wholesale, Retail, Services 15 7.77 4 6.78
Healthcare, Medical Equip., Drugs 37 19.17 13 22.03
Finance 49 25.39 11 18.64
Other 13 6.74 4 6.78
Total 193 59

Panel B: Corporate Monitors by violation type

Violation Type N % of Sample Monitors % of Monitors

Accounting 6 3.11 3 5.08
Antitrust 6 3.11 1 1.69
Banking 15 7.77 4 6.78
Drug or medical 20 10.36 2 3.39
Employment related 5 2.59 0 0.00
Environmental 2 1.04 0 0.00
Export Control 8 4.15 2 3.39
FCPA 67 34.72 27 45.76
Fraud 23 11.92 7 11.86
Investor Protection 18 9.33 3 5.08
Kickbacks/bribery 15 7.77 8 13.56
Misc 8 4.15 2 3.39
Total 193 59

This table shows the number of Corporate Monitors by Fama-French 12-industry groups (panel A) and
by violation type (panel B) for the sample of deferred and nonprosecution agreements from 2001–19, in
the year of the agreement. Please see appendix A for a description of the violation types.

not (control). Panel B also includes two-sample t -tests of the differences
in means. Firms with Monitors demonstrate significantly more personnel
changes in the wake of the misconduct (37.3% of firms with a Monitor have
personnel changes versus 24.6% for firms without one). Treated firms are
also required to pay a higher penalty, relative to control firms, suggesting
that worse infractions invite the appointment of a Monitor.16 Furthermore,
violations of the FCPA regulation are more likely to be associated with en-
gaging a Corporate Monitor.

16 The distribution of these payments is highly skewed. Therefore, we use payment deciles
in our estimations. The mean of treated firms falls in the sixth decile, whereas the mean of
control firms falls in the fifth decile.
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Finally, the appointment of a Corporate Monitor is also associated with
other required governance changes specified in the N/DPA agreement. For
example, treated firms are more likely to have mandated board changes, be
required to set up or improve a compliance program, have additional moni-
toring by the board, have additional oversight responsibilities for the senior
management, and change their financial reporting practices. We match
treated and control firms on these observable differences in our empiri-
cal tests.

3.2 corporate violations data

We source data on corporate violations from the Good Jobs First (here-
after, GJF) Violation Tracker database. GJF is a nonprofit organization
whose goal is to “promote corporate and government accountability in
economic development.” Its Violation Tracker database accumulates data
on corporate violations from 47 federal regulatory and enforcement agen-
cies, including the DOJ, the Federal Deposit Insurance Corporation, and
the EPA. The database covers cases of corporate misconduct that result
in penalties across several categories, such as banking, consumer protec-
tion, employment protection, environment-related misconduct, price fix-
ing, bribery, and others. For each agency covered, the data are complete
from 2000.

We merge the corporate violations data with our sample of deferred and
nonprosecution agreements. We drop Alpha Natural Resources from our
sample of N/DPAs, as this firm is an outlier with 3,840 violations. The me-
dian firm in our sample has 20 violations for the same period. Because the
GJF database accumulates violations by the current parent company, we
manually search the data to identify firms that received the N/DPA prior
to when the current parent acquired them. Firms that enter into N/DPAs
tend to be large and have multiple subsidiaries and pursue many mergers
and acquisitions. As such, we hold the parent company responsible for vi-
olations by its subsidiaries, which is consistent with the approach taken by
the SEC and DOJ Criminal Division, which have stated that “a parent may
be liable for its subsidiary’s conduct under traditional agency principles.”17

Specifically, if the N/DPA firm acquires another firm, we attribute viola-
tions by the target firm after acquisition to the N/DPA firm. If the N/DPA
firm is acquired, we attribute violations by the parent company after the
date of acquisition to the N/DPA firm. However, we do not include any vi-
olations by unrelated subsidiaries of the new parent company. Finally, we
also account for the case in which the N/DPA firm acquires a firm that is

17 See A Resource Guide to the U.S. Foreign Corrupt Practices Act, available here: https://www.
sec.gov/spotlight/fcpa/fcpa-resource-guide.pdf (last accessed: December 23, 2022).
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a serial violator by including the preacquisition violations of the acquired
subsidiary.18

Using a description from GJF, we classify these violations into 14 cate-
gories. These include violations of accounting rules, antitrust regulations,
banking and consumer protection laws, drug- or medical-related rules,
economic sanctions, employment laws, environmental laws, export control
rules, FCPA, fraud, and investor protection laws. There are also categories
for kickbacks and bribery and a residual category we call miscellaneous.
Appendix A describes these categories and provides the list of agencies
involved in overseeing the firm and issuing penalties for the violations.
Figure 2 presents a plot of the time trend of violations by type for 2000–19.
The figure shows that employment- and environmental-related violations
comprise the largest share of violations in our sample over time.

In table 3, we present additional descriptive statistics related to the viola-
tion data. Our sample contains 8,820 violations from 2000 to 2019. Firms in
our sample have multiple violations of the same type. For example, there
are a total of 66 accounting-related violations but only 45 N/DPA-firms
with this type of violation, indicating that, conditional on violating, the
average firm in our sample violates accounting rules 1.467 times. Consis-
tent with figure 2, employment- and environmental-related violations form
the largest share of our sample, at 36.98% and 25.26% of total violations,
respectively. The other violations that comprise a high percentage of to-
tal violations include banking (7.28%), investor protection (5.56%), fraud
(4.66%), consumer protection (4.24%), and FCPA (2.18%). In addition,
the miscellaneous category accounts for 7.59% of all cases.19 The table also
shows the mean and median number of violations per firm. The average
firm violates environmental laws 23 times and employment-related laws 21
times. Combining all violation types, the mean number of violations is 46,
indicating firms violate multiple laws during our sample period.

4. Determinants of the Decision to Appoint a Corporate Monitor

We begin our analyses by assessing the factors that drive the appointment
of Corporate Monitors within the sample of deferred and nonprosecution
agreements. Specifically, we estimate variations of the following linear prob-
ability model:

Pr (Monit or = 1|X )i = β0 + ηv + γt + λind + βkXi + εi , (1)

where i indexes the firm subject to the N/DPA. Monit or is an indicator
variable that takes the value of 1 if the N/DPA requires a Corporate Monitor

18 This measure of violations is consistent with Deputy Attorney General Monaco’s direction
to DOJ prosecutors noted in footnote 15. Nonetheless, our results are robust if we only include
violations of the firm and its subsidiaries of record as of the N/DPA date.

19 Please see appendix A for a description of the miscellaneous category and respective
overseeing agencies.
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and 0 otherwise. β0 is the constant term, ηv represents violation-type fixed
effects, γt represents N/DPA-year fixed effects, and λind is industry fixed
effects. X is a vector of k predictors, and ε is the error term. We include
predictors from three categories: characteristics of the N/DPA, variables
related to governance of the firm, and other firm-specific characteristics.
We provide detailed definitions of variables in appendix B.

Table 4 presents results from the estimation of equation (1).20 Panel A
presents the results using only variables related to the agreement and in-
cludes the total payment required by the settlement (including fines, resti-
tution, and disgorgement), and an indicator for whether the firm had a
prior violation of the same type. We also include variables that capture com-
pliance and corporate governance changes that were required as part of
the N/DPA (e.g., Board Changes, Cooperation) as well as indicators for factors
cited in the N/DPA as reasons for deferring prosecution. These indicators
capture whether remedial actions were taken by the firm, whether there
were personnel changes initiated by the firm ahead of the N/DPA, and the
firm’s involvement in the investigation of wrongdoing. Column 1 of panel A
does not include any fixed effects. Columns 2, 4, and 6 include N/DPA vio-
lation fixed effects, whereas columns 3–6 include year fixed effects. Finally,
columns 5 and 6 present the estimates with industry fixed effects. Based on
our univariate results, firms with FCPA violations are more likely to have
Corporate Monitors. Therefore, specifications without violation fixed ef-
fects include an FCPA Indicator variable.

We find that four agreement-specific variables are significantly associated
with the appointment of a Monitor across specifications. First, voluntary dis-
closure by the firm, that is, if the firm voluntarily discloses its wrongdoing
to the DOJ or another enforcement agency or investigates and reveals its
misconduct, reduces the probability of having a Monitor by 18.3%–22.0%.
We also find that Total Payment Decile is positive and significant across spec-
ifications, consistent with Monitors being required for more severe mis-
conduct.21 Moving from the lowest to the highest decile of Total Payment
Decile increases the likelihood of being assigned a Monitor by 33.2%–42.1%.
N/DPA firms with mandated board changes are also more likely to be as-
signed a Corporate Monitor. Finally, N/DPAs require the company’s coop-
eration, including the admission of responsibility; providing documents,
testimony, access to facilities and employees; and the disclosure of activi-
ties to the government. We find that firms facing increased cooperation
requirements are also more likely to be assigned a Corporate Monitor. The
models in panel A have significant explanatory power for identifying Mon-
itor firms, with adjusted R2 values ranging from 16.7% to 27.8%.

20 We present the results using linear probability models for ease of interpretation. However,
our results are robust to estimation using logit models (untabulated).

21 The U.S. Sentencing Guidelines tend to impose more significant fines, depending on the
severity of the violation. For details, see https://www.ussc.gov/guidelines/2018-guidelines-
manual(last accessed: December 24, 2022).
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Next, we include additional predictor variables related to the governance
environment at the firm at the time the N/DPA agreement is being consid-
ered. These variables capture both the quality of governance at the firm
as well as changes in governance leading up to the N/DPA and include %
Independent Directors, CEO is Chairman, and New CEO: % Independent Directors
is the percentage of independent directors for the fiscal year ending before
the N/DPA agreement; CEO is Chairman is an indicator variable equal to 1
if the CEO is the chairman of the board of directors in the year prior to
N/DPA agreement; New CEO is an indicator variable equal to 1 if the CEO
changes between the infraction period and the year prior to the N/DPA.
Because the Monitor is responsible for addressing compliance issues at the
firm, we expect that firms with better corporate governance (as determined
by the DOJ) and those that have improved their governance since the time
of the infraction will be less likely to have a Monitor mandate.22

Panel B of table 4 presents the results. We lose observations without the
requisite governance data, leaving us with 185 observations, which includes
59 Monitors. Column 1 presents the model with only the governance vari-
ables and year fixed effects. Columns 2–7 include all N/DPA-specific vari-
ables from panel A, although for brevity, we only report variables that are
statistically significant. Consistent with our hypothesis, % Independent Direc-
tors is negative and significant across all specifications. This finding indi-
cates the DOJ places Monitors at firms with perceived weaker governance.

Our final set of prediction models layers on firm-specific variables, in-
cluding Size, Leverage, Return on Assets, Asset Quality, Market-to-Book Ratio, and
Employee Variability. These variables capture several firm dimensions that
may be important inputs when determining an appropriate punishment
and its potential collateral damage. In this specification, we lose observa-
tions without the requisite Compustat coverage leaving us with 175 obser-
vations (including 55 Monitor firms). Panel C of table 4 presents the re-
sults of this analysis.23 Column 1 includes only these firm-specific variables
and year fixed effects before adding in governance and N/DPA variables in
columns 2–7.

We find that, after including firm-specific controls, the sign and signif-
icance of Voluntary Disclosure, Total Payment Decile, Board Changes, and Co-
operation persist with similar magnitudes. The coefficient of % Independent
Directors continues to be negative and significant with a similar magnitude
across specifications. In addition, we find that Probation Length and Compli-
ance Program load in some specifications. Although the fact that none of the
firm-specific variables load significantly, even on their own, may be surpris-
ing, the lack of significance is likely explained by selection into the N/DPA

22 The DOJ’s manual, “Evaluation of Corporate Compliance Programs,” emphasizes the im-
portance of independence in monitoring. For details, see https://www.justice.gov/criminal-
fraud/page/file/937501/download(last accessed: December 24, 2022).

23 In presenting table 4, panel C results, we suppress insignificant variables from panel A
and panel B.
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agreement itself, which tends to be offered to large, public firms. That is,
these firms are the ones for which the DOJ deemed the collateral conse-
quences of indictment too severe, likely subsuming any significance these
coefficients may have otherwise had.

Our findings suggest that the DOJ tends to assign Monitors when the in-
fraction is severe and for firms with mandated board changes and required
cooperation agreements. Mitigating the compliance concerns may be too
difficult for these firms to navigate without outside assistance, and the DOJ
thus requires added assurance that the remediation efforts will succeed. On
the other hand, the DOJ is less likely to impose a Monitor when the firm
voluntarily discloses wrongdoing and when the firm has stronger perceived
governance measures, specifically a greater proportion of independent
directors.

5. Corporate Monitors and Rule Violations

5.1 baseline results

Next, we employ a difference-in-differences model to determine whether
the appointment of a Corporate Monitor is associated with future law viola-
tions. The treated sample consists of all N/DPA firms that appoint a Corpo-
rate Monitor, whereas the control sample consists of N/DPA firms without
Corporate Monitors. If violations decrease during the Monitor’s tenure rel-
ative to the control sample but revert following the Monitor’s departure,
we can attribute the violation change more clearly to the Monitor’s pres-
ence at the firm. The effect of the Monitor, in this case, would be tempo-
rary. On the other hand, suppose violations decrease during the Monitor’s
tenure and, relative to the control, remain low following the Monitor’s de-
parture. Although the violation change is permanent, the results are less
clearly attributable to the Monitor’s presence. That is, other changes could
have occurred during the Monitor’s tenure, which might have driven the
long-term decline in violations.

To determine how the Monitor’s presence is associated with law viola-
tions, we estimate variations of the following model:

Violationsit = β0 + β1Post Infractionit + β2During Probationit

+ β3Post Probationit

+ β4Treati + β5Post Infractionit × Treati

+ β6During Probationit × Treati + β7Post Probationit × Treati

+ βkXit−1 + αi + δt + εit , (2)

where i indexes the firm and t the year. Violations is the natural logarithm
of the firm’s number of rule violations. Treat is an indicator variable and
equals 1 for firms that must appoint a Corporate Monitor as part of the
N/DPA agreement and 0 otherwise.
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32 l. a. gallo, k. v. lynch, and r. e. tomy

The indicator Post Infraction equals 1 for the years after the noncompli-
ance event that led to the firm receiving the N/DPA, up until the year of
the N/DPA, and 0 otherwise. During Probation equals 1 for the years after
the N/DPA to the end of the probation period, and 0 otherwise.24 The pro-
bation period is the time during which the N/DPA agreement is active and
the DOJ could prosecute the firm if it did not comply with the agreement.
Typically, the Monitor is on site at the firm during the probation period.
Post Probation equals 1 for the years following the end of the probation pe-
riod, and 0 otherwise. X represents a vector of k explanatory variables and
includes time-varying firm characteristics. In additional specifications, we
include interactions of firms’ compliance- and governance-related N/DPA
requirements with Post Infraction, During Probation, and Post Probation to con-
trol for any simultaneous changes in compliance or corporate governance.
The αi and δt terms represent firm and year fixed effects, and ε is the er-
ror term.

Table 5, panel A, presents results from the estimation of equation (2).
Column 1 of the table does not include the interaction of N/DPA re-
quirements with the Post Infraction, During Probation, and Post Probat ion
indicators, whereas columns 2–9 include these interactions. We include
firm and year fixed effects and time-varying, firm-level controls in all
specifications. The table shows a negative and significant coefficient for
Treat × During Probat ion. The coefficient estimate is consistently negative
and of similar magnitude across all specifications. The estimate varies be-
tween −0.288 and −0.193, which translates to a reduction in violations of
18%–25% while the Monitor is on site.25 Finally, we find no significant re-
ductions in violations in the period after the Monitor departs from the firm
(indicated by the coefficient estimates of Treat × Post Probat ion).

We also assess trends in the number of violations for treated and control
firms from six years before the N/DPA year to six years after the end of the
probation period. Figure 3 presents plots of the trends in event time. Panel
A of figure 3 shows the unconditional mean number of violations for the
treated and control firms separately. There are no discernible differences
in the trend of violations between the two groups in the period before the
N/DPA year. However, there is a distinct decline in the average violations
for the treated group in the probation period. The trend lines for the two
groups appear to converge following the end of the probation period.

Panel B of figure 3 shows the conditional trend from a regression where
the dependent variable is the number of violations and the base year (omit-
ted) is seven years before the N/DPA year. The regression includes firm
fixed effects, event time indicators, and the interaction of Treat with event

24 We use the term “probation” to mean the period for which the firm is subject to the
N/DPA. Please see appendix B for more information.

25 To confirm that these results are not driven by violations of the same type as those that
led to the N/DPA, in untabulated tests, we drop these violations from our sample and rerun
equation (2). Our results are substantively unchanged.
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the role of the government-appointed corporate monitor 39

Fig 3.—Time trend of violations by event time. This figure shows the relation between Corpo-
rate Monitors and violations in event time and includes two-tailed 80% confidence intervals
for each point estimate. Panel A presents the mean violation count separately for the treat-
ment and control groups. Panel B presents the coefficient plot for the interaction of Treat
with event time indicators from a regression where the dependent variable is the number of
violations, and which includes firm fixed effects and control variables. The sample period is
from 2000–19.
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40 l. a. gallo, k. v. lynch, and r. e. tomy

time indicators. The figure plots the coefficients from the interaction of
Treat with event time indicators. The trend from the plot of coefficients
is consistent with the unconditional trends: Violations for the treated firms
are not significantly different from control firms in the period leading up
the N/DPA and decline in the probation period before increasing in the
years following the end of the probation period. These figures support our
main results as well as the reasonability of the parallel trends assumption
that underlies our difference-in-differences specification.

Overall, the findings in this section—that violations are lower for the
treated firms relative to the control firms only during the Monitor’s
tenure—suggest that this decline in violations is more clearly attributable
to the presence of the Monitor. Nonetheless, specific N/DPA characteristics
that may differ for Monitor and non-Monitor firms could drive the reduc-
tion in violations. We address this concern next.

5.2 matching analyses based on n/dpa characteristics

To mitigate concerns that N/DPA characteristics, other than the appoint-
ment of the Monitor, could be driving our results, we create a balanced
sample of treated and control firms by matching on variables that predict
the appointment of Corporate Monitors using three different approaches.
In our first approach, we use CEM to minimize the imbalance between the
treated and control samples (Iacus et al. [2012]). We match on firm and
agreement attributes including Size, Total Payment, % Independent Directors,
Voluntary Disclosure, and Board Changes (Blackwell et al. [2009]). Our goal
is to eliminate the significant differences in pretreatment characteristics
between the treated and control populations while keeping our sample as
large as possible. To achieve this, we choose variables that are significantly
different in the unmatched populations and significant in our prediction
models for determining Corporate Monitor assignment. Our treated and
control samples are balanced across the majority of observable firm and
N/DPA characteristics after the matching procedure.26

We reestimate equation (2) using the matched sample. Table 5, panel
B, presents the results of this estimation. As before, column 1 does not in-
clude interactions of the event time indicators with N/DPA requirements
variables, whereas columns 2–9 include these interactions to account for
any simultaneous changes in compliance or governance. Similar to the
results using the unmatched control sample, the coefficients on Treat ×

26 For the indicator variables (Voluntary Disclosure and Board Changes), we use the Scott al-
gorithm to determine coarsening breakpoints. For the continuous variables, we use the fol-
lowing percentiles as breakpoints: Size uses the median; Total Payment uses the 5th and 95th
percentiles; and % Independent Directors uses the 5th, 50th, and 95th percentiles. Table IA1 in
the internet appendix shows the differences in firm and N/DPA characteristics between the
treated and control samples after the matching procedure. The two samples are balanced with
the exception of Prior Violations of Same Type. However, this variable does not load significantly
in our prediction models in table 4, panel A.
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the role of the government-appointed corporate monitor 41

During Probat ion are consistently negative and significant with magnitudes
varying between −0.291 and −0.255. These estimates translate to a reduc-
tion in violations of 23%–25%. The coefficient of Treat × Post Probat ion
continues to be insignificant, indicating that violations revert to pre-N/DPA
levels following Monitors’ departure from firms.

In our second approach, we match on the N/DPA contract features and
firm-specific factors using entropy balancing, which creates covariate bal-
ance for treated and control groups by assigning weights to the observations
(Hainmueller [2012]). Specifically, we match on the first three moments of
agreement- and firm-specific characteristics. The agreement-specific char-
acteristics we match on are significantly different in the treated and con-
trol samples (table 2, panel B). These include Total Payment Decile, Board
Changes, Compliance Program, Board Monitoring, Senior Management, and Ac-
counting Mandate.27 The results from this analysis are presented in table
5, panel C, and show consistent results. In particular, the coefficient es-
timates on Treat × During Probat ion range between −0.286 and −0.382,
which translates to a 25%–32% reduction in violations during the Moni-
tor’s tenure. As before, we find no significant reductions in violations in
the period after the Monitor departs from the firm.

Although the variables representing N/DPA features attempt to capture
the additional compliance requirements imposed on the firm, the possi-
bility exists that differences in compliance requirements remain and are
driving our results. Therefore, in our third approach, we directly match
on the similarity of the compliance requirements language in the N/DPA
(Mozer et al. [2020]). We collect compliance requirement language from
each N/DPA, excluding any language pertaining to a Corporate Monitor
mandate. Specifically, we exclude language related to the selection process,
reporting requirements, term of the Monitor, and other language which is
not related to N/DPA compliance requirements, but is driven solely by the
existence of a Monitor at the firm. Appendix C describes the methodology
for the text-based matching. We compute cosine similarity scores between
all treated and control firms. Using these scores, we perform two separate
matching procedures. First, we match treated-control pairs based on the
highest cosine similarity score, without replacement, while maximizing the
average cosine-similarity score. Second, we remove all firms (treated or con-
trol) which have no close matches in the sample.28 We rerun our main
analyses using these two separate matching procedures and present these

27 The firm-specific factors we match on include Size, Return On Assets, and Market-to-Book
Ratio. The entropy balancing algorithm fails to achieve convergence on the first three mo-
ments if we include the additional firm characteristics of Leverage, Change in I ntangibl es,
and E mpl oyee V ar iabil it y. Therefore, we exclude these three variables from the matching
procedure, but include them as controls.

28 Specifically, we remove firms with a maximum cosine-similarity score less than 0.25. The
cosine similarity scores are on a scale of 0 to 1, with 1 being identical, and 0 being com-
pletely distinct.
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42 l. a. gallo, k. v. lynch, and r. e. tomy

results in table 5, panel D. The text-matching procedures hold constant the
N/DPA compliance requirements; thus, we do not include the interactions
with N/DPA requirement indicator variables. Our main results are robust
to the text-based matching methods.

Our results in table 5, panel A–panel C, show a persistent effect of Board
Changes and Accounting Mandate on reduced future violations. A concern
is that if Monitors were operating through the channel of implementing
these N/DPA-related compliance and governance changes, then we can-
not conclude that Monitors were not effective in the long run in reducing
recidivism. To evaluate this channel, in additional analyses, we include the
triple interaction of Treat with N/DPA Requirement×Post Probation and find in-
significant coefficients on this triple interaction. The results are presented
in columns 1 and 2 of table 5, panel E. These results suggest that Moni-
tors are unlikely to have a persistent effect on reducing future violations
through these compliance and governance changes. There is an additional
concern that boards or senior management of Monitor firms may increase
their monitoring efforts in the wake of a severe violation that necessitates a
Monitor. However, the results in columns 3 and 4 of panel E assuage that
concern.29

In additional robustness tests, we match the treated and control sample
on firms’ culture of integrity to get at constructs such as a corporate culture
of dishonest dealings, faulty tone at the top, and boards that are beholden
to management. Specifically we use entropy balancing and, in addition to
the firm and N/DPA requirement-specific variables, match on a measure of
integrity in the period prior to the appointment of the Monitor. The mea-
sure of integrity is from Li et al. [2021] who use machine learning and a
corpus of earnings call transcripts to measure corporate culture.30 We be-
lieve that this measure should capture aspects of a more detrimental corpo-
rate culture that could result in greater violations. Matching on preexisting
levels of integrity, we test for changes in treated firms’ violations and find
that our inferences continue to hold. Also, we find consistent results by us-
ing an alternative measure of violations where we include only violations of
the firm and its subsidiaries of record on the date of the N/DPA.31

Finally, we assess the sensitivity of our results to unobserved factors using
the methods detailed in Altonji et al. [2005] and Oster [2019]. Specifically,
we calculate the magnitude of selection on unobservables that would be
required for there to be no effect of the Monitor, that is, for the coefficient
of Treat × During Probation to equal zero. Figure 4 presents the results of our
analysis for values of maximum R2 ranging from 0.75 to 1. In all cases, the

29 Anecdotal evidence suggests increased monitoring by boards and senior management of
treated firms is, in practice, not as critical a concern. For instance, please see the panel discus-
sion WWCDA Global Enforcement & Compliance Series, Part 3 (last accessed: November 25,
2022).

30 We thank Li et al. [2021] for sharing data related to their culture variables.
31 Internet appendix table IA2, table IA3, and table IA4 present these robustness test results.
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the role of the government-appointed corporate monitor 43

Fig 4.—Sensitivity analysis. This figure shows the degree of selection on unobservables relative
to observables necessary for there to be no effect of the Monitor, that is, for the coefficient of
Treat×During Probation to equal zero (Altonji et al. [2005], Oster [2013], [2019]). δ is the co-
efficient of proportionality and measures the degree of selection on unobservables relative to
observables. Maximum R2 is the total variation explained by observed and unobserved factors.

selection on unobservables needs to be significantly higher (ranging from 2
to 32 times) than the selection on observables to get β = 0. These sensitivity
analyses suggest that it is unlikely that the selection on unobservables would
significantly bias our results.32

The results in this section indicate that the association between the Mon-
itor and violations is temporary and dissipates with the Monitor’s departure
from the firm. The temporary effect allows us to tie better the reduction in
violations to the presence of the Monitor. Further, results from our match-
ing analyses and various robustness tests suggest it is unlikely that differ-
ences in N/DPA characteristics between Monitor and non-Monitor firms
drive the reduction in violations.

32 In an additional sensitivity analysis, we calculate the bias-adjusted β-coefficients by assum-
ing that the relative degree of selection on observables is equal to that of unobservables and
find consistent results. We describe this analysis in section 2 of the internet appendix.
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6. Corporate Monitors and Ethics and Compliance Norms

Next, we study the mechanism through which Monitors influence rule
violations. We base our analyses on the mandate of the Corporate Mon-
itor, which is clearly defined by the DOJ in the Morford memorandum
(Morford [2008]). The memo states the following: “A [M]onitor’s primary
role is to evaluate whether a corporation has both adopted and effectively
implemented ethics and compliance programs to address and reduce the
risk of recurrence of the corporation’s misconduct. A well-designed ethics
and compliance program that is not effectively implemented will fail to
lower the risk of recidivism.” Consistent with this mandate, more recently,
Deputy Attorney General Lisa Monaco issued a memo regarding the DOJ’s
corporate criminal enforcement policies, which frequently emphasizes the
importance of firms creating a culture of ethics and compliance (Monaco
[2022]). The memo updates previous guidance on when and whether to
impose a Corporate Monitor, indicating prosecutors should impose a Cor-
porate Monitor when a corporation’s culture needs significant reform to
better adhere to the DOJ’s ethics and compliance expectations.

Therefore, based on the Monitor’s mandate, to better identify the effect
of the Monitor, we measure changes in firms’ adoption and implementa-
tion of ethics and compliance programs as such changes are more directly
attributable to the Monitor. Specifically, we study changes in firms’ ethics
and compliance norms. Kotter and Heskett [1992] argue that corporate
culture comprises shared values and group behavior norms. Shared values
are significant concerns and goals shared by the majority in a group that
governs group behavior and tend to persist over time, even when the com-
position of the group changes. An example of shared values is that man-
agers care about customers. Group behavior norms are pervasive ways of
acting in a group—current members teach these ways of behaving to new
members by rewarding those who comply and punishing those who do not.
An example of group behavior norms is that customers’ requests must be
responded to immediately.

Importantly, shared values are invisible and harder to change, whereas
group behavior norms are visible and easier to change (Kotter and Hes-
kett [1992]). Consistent with these ideas, other literature has argued that
corporate culture differs from the societal culture, in that, corporate cul-
ture can often change, especially based on major events (Graham et al.
[2022], Guiso et al. [2015], Weber et al. [1996]). Therefore, events such
as receiving an N/DPA or instituting a Corporate Monitor could influence
a dimension of firm culture, specifically group behavior norms. If Moni-
tors are effective in their mandate, we should find relative improvements to
ethics and compliance norms at firms with Monitors.

To measure changes in firms’ ethics and compliance norms, we follow
the methodology in Li et al. [2021], who use earnings conference call
transcripts and a semisupervised machine learning approach to measure
innovation, integrity, quality, respect, and teamwork. At the core of this
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the role of the government-appointed corporate monitor 45

approach is a word embedding model (Word2vec; Mikolov et al. [2013]) to
identify synonymous words in a given context and quantify the text—that
is, represent each distinct word with a group of numbers. This approach
is based on the idea that words with similar meanings occur together and
uses a neural network to identify synonyms from neighboring words.

We adopt this approach to measure ethics and compliance norms at
the N/DPA firm. If, following the appointment of a Corporate Monitor,
the firm is committed to improving norms related to ethics and compli-
ance, then we should find that top managers share this commitment in
their communications with key stakeholders. We focus on the more spon-
taneous question-and-answer section of the conference calls to avoid cap-
turing mere cheap talk or window-dressing. Because senior management
influences prevailing group behavior norms, if they are committed to insti-
tuting changes in ethics and compliance norms, then such a commitment
should percolate into their more spontaneous communications.

The methodology requires us to provide seed words, which in our case
include the words “ethics” and “compliance” and their derivatives, includ-
ing “ethic,” “ethical,” “ethically,” “comply,” and “compliant.” We then train
the Word2vec model to get the word vector associated with these seed words.
We manually inspect the words to ascertain that words relevant to our seed
words are included.33 We then score the ethics and compliance culture at
the firm-year level by using the weighted count of the number of words as-
sociated with ethics and compliance (based on our dictionary) divided by
the total number of words in the document. We use the Term Frequency
Inverse Document Frequency (TFIDF) index as our weights. This weight-
ing scheme accounts for a word’s importance in a given document and in
the entire corpus of transcripts.34

Our results are presented in table 6, panel A, and suggest significant im-
provements in ethics and compliance norms for treated firms in the proba-
tion period, that is, when the Monitor is on site. Specifically, our ethics and
compliance measures increase by a relative 0.261–0.314 for treated firms
during the period when the Monitor is on site. The mean value of the mea-
sures is 1.107, suggesting that the ethics and compliance measures increase
by 24%–28% during the tenure of the Monitor.

Table 6, panel A, also shows that, consistent with our results for violations,
there is a distinct decline in the ethics and compliance measures when the
Monitor is no longer on site. Similar to the Monitor’s appointment, their
exit from the firm is also a significant corporate event. To the extent that
management’s genuine or purported commitment to changing group be-
havior norms related to ethics and compliance has not taken root at the

33 Section 4 in the internet appendix provides the 60 most representative words that appear
in our dictionary.

34 Our inferences are unchanged if we use WFIDF as an alternative weighting scheme (unt-
abulated). In TFIDF, term frequency (TF) is the numerator, whereas, in WFIDF, log(1+TF) is
the numerator.
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46 l. a. gallo, k. v. lynch, and r. e. tomy

T A B L E 6
Corporate Monitors and Ethics and Compliance Norms

Panel A: Changes in ethics and compliance norms

Ethics and Compliance (All) Ethics and Compliance (300+)
(1) (2)

Post Infraction 0.052 0.026
(0.659) (0.339)

During Probation −0.059 −0.106
(−0.562) (−1.042)

Post Probation −0.051 −0.121
(−0.387) (−0.959)

Treat × Post Infraction −0.012 0.070
(−0.080) (0.514)

Treat × During Probation 0.261* 0.314**

(1.742) (2.156)
Treat × Post Probation 0.273 0.339

(1.283) (1.621)
Observations 1,777 1,771
Adjusted R2 0.374 0.398

Panel B: Structural mediation analysis

Coefficient z-Statistic

Model (1):
Direct Effect
β{Violations, Monitor} −0.010 −0.11
Indirect Effect
β{Norms, Monitor} × β{Violations, Norms} 0.015* 1.81
Observations 1,777
Model (2):
Direct Effect
β{Violations, Monitor} −0.010 −0.10
Indirect Effect
β{Norms, Monitor} × β{Violations, Norms} 0.018* 1.95
Observations 1,771

This table presents OLS estimates of the effect of Corporate Monitors on N/DPA firms’ ethics and com-
pliance norms for 2000–19. Panel A presents coefficient estimates for changes in the measure of ethics and
compliance for N/DPA-firms. Treat takes the value of 1 for the firms assigned a Corporate Monitor and 0
otherwise. In column 1, Ethics and Compliance (All) is the norms measure calculated using all earnings con-
ference call transcripts, whereas in column 2 Ethics and Compliance (300+) is calculated using only earnings
conference call transcripts of 300 words or greater. Panel B presents the results of a structural mediation
analysis where the indirect effect measures the Monitor’s influence on violations through changes in firms’
norms and the direct effect includes all other pathways through which the Monitor influences future vi-
olations. Model 1 uses Ethics and Compliance (All) as the measure of norms , whereas Model 2 uses Ethics
and Compliance (300+). All specifications include firm control variables Size, Leverage, Return on Asset s,
Change in I ntangibl es, Market-to-Book Ratio, and E mpl oyee V ar iabil it y, and firm and year fixed effects. t -
statistics are shown in parentheses below the coefficient estimates. Standard errors are clustered by firm. To
mitigate the effects of extreme observations, all continuous control variables are winsorized at the 1% and
99% tails of their respective distributions in each sample year. Please see appendix B for a description of
the variables. ∗ p < 0.1; ∗∗ p < 0.05; ∗∗∗ p < 0.01 (two-tailed).
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the role of the government-appointed corporate monitor 47

firm, the Monitor’s exit could lead to a relapse into old methods of conduct
that led to the N/DPA. Our results are consistent with this interpretation.35

We next relate the changes in ethics and compliance to recidivism.
Specifically, we use structural equation modeling to test whether changes
in ethics and compliance norms is the mediating variable through which
Monitors influence repeat violations (MacKinnon et al. [2007], MacKin-
non [2012]). We measure the indirect and direct effects of Monitors on
violations, as shown in appendix D. The indirect effect captures Monitors’
influence on violations through the channel of changes in firms’ ethics and
compliance norms. The direct effect includes all other pathways through
which the Monitor influences future violations except through ethics and
compliance. We present findings from this analysis in table 6, panel B. The
results show a significant indirect effect but an insignificant direct effect,
suggesting full mediation of ethics and compliance variables. That is, Mon-
itors are unlikely to influence future violations other than through changes
in ethics and compliance norms.

7. Additional Analyses

7.1 monitor characteristics

We next explore Monitor characteristics and their association with
changes in firms’ ethics and compliance norms. We source data on Mon-
itor characteristics from the CPR, Global Investigations Review, LinkedIn,
law firm Web sites, and the DOJ’s Web site. Table 7, panel A, presents de-
scriptive statistics related to Monitorship-specific and Monitor-specific char-
acteristics. Regarding the Monitor mandates, 32 (54%) Monitorships were
directed by a specific duties attachment, which lays out the duties of the
Corporate Monitor, the number of reports the Monitor must provide to
the DOJ, and the duration of their tenure. The mean duration of the Mon-
itorship was 31 months, and the mean (median) Monitor was required to
submit 3.76 (3) reports during the Monitorship.

Of the 59 Corporate Monitors in our sample, we could collect the iden-
tities of 57. Of these, the majority (86%) had a law degree—83% had a JD
and 16% an LLM. The average Monitor is highly experienced—the aver-
age legal experience is 27 years, 23% had taught law, 33% had clerked for
a federal judge, and 72% are former prosecutors. Furthermore, a quarter
of the sample had prior experience serving as Monitors, and 33% worked
at law firms with prior Monitorship experience.

Using these characteristics, we conduct cross-sectional tests to under-
stand their influence on Monitor effectiveness. Specifically, we subset our

35 In table IA5 of the internet appendix, we present results from a specification using the Li
et al. [2021] Integrity measure as the dependent variable instead of our ethics and compliance
measure. The inferences are substantively similar to those from the preceding analysis. That
is, firms with Corporate Monitors demonstrate improved Integrity during the tenure of the
Monitor; however, this improvement does not persist post-Monitorship.
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sample to only Monitor firms and run the same model as we present in table
6, panel A. However, instead of interacting Treat (which is 1 for all firms
in this subset) with the time indicators, we interact Characteristic, which is
a Monitor- or Monitorship-specific characteristic. The remaining variables
are defined as before. Our results, presented in table 7, panel B, indicate
that two characteristics—Prior Monitor Experience and Monitorship Duration—
are significantly associated with improvements in firms’ ethics and com-
pliance norms. We do not find the remaining Monitor characteristics to
be significantly associated with changes in ethics and compliance norms
(untabulated).36 Importantly, Monitors with these characteristics are asso-
ciated with improvements in firms’ commitment to ethics and compliance
norms that persist beyond the tenure of the Monitor. These results indicate
that Monitors with prior experience in similar roles and those who spend a
longer time at their assigned firms oversee lasting changes.

7.2 direct and indirect costs of corporate monitors

In this section, we discuss Monitors’ direct and indirect costs. Direct costs
include the fees paid to Monitors, which are usually not publicly disclosed.
Based on a search of public sources, including legal Web sites, the press,
and discussions with attorneys who are experts in the area, we estimate that
the entire Monitorship costs $30 million to $50 million on average, with
one Monitorship reportedly costing $130 million.37 In addition to the costs
of the Monitor herself, this estimate includes the costs of any team (such as
attorneys, forensic accountants, or compliance consultants) that the Cor-
porate Monitor requires to perform the duties set out by the DOJ. The
costs for the team must also be paid by the firm and will likely vary with
the scope of the Monitor, the duration of the N/DPA, and the severity of
the misconduct. Based on our discussions and publicly available details, we
arrive at an estimate of the cost for the Monitor herself ranging between
$1,500 and $2,000 per hour. Given the average Monitor firm in our sample
has an agreement length of 31 months, and assuming the Monitor works
full time at the firm with roughly 173 working hours per month, we esti-
mate a total cost of $8,044,500 to $10,726,000 for the average Corporate
Monitor’s fees.38 The total costs of the Monitorship are significant as they

36 We also estimate this model with Violations as the dependent variable and do not find the
Monitor characteristics to be significantly associated with changes in violations (untabulated).
However, our tests might have low power due to the discrete nature of violations, which have
less variability than our ethics and compliance measures. Additionally, the sample size used
for these analyses is relatively small and includes only the Monitor firms, which could also
contribute to the underpowered tests.

37 See, for example, “Rethinking Corporate Monitors: DOJ Tells Companies To Mind Their
Own Business,” Forbes, October 15, 2018; “White Collar – Corporate Monitors: Peace, at What
Cost?” Crowell, January 2018.

38 It is 2,080 working hours per year ÷ 12 months = 173 working hours per month; 2,080
hours is equivalent to one person working for 40 hours per week and assuming 52 weeks in
a year.
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the role of the government-appointed corporate monitor 51

represent 2% of the average net income before extraordinary items for the
firms in our sample.

In addition to direct costs, firms may also incur indirect costs of having
a Monitor. For example, given the high direct costs of a Monitor, firms
may undertake restructuring activities to cut costs in others areas. Also,
firms with Corporate Monitors may refrain from engaging in more risky
but value-adding projects and thus may be less innovative in the long run.
Accordingly, we first explore whether treated firms are more likely to incur
positive restructuring charges relative to control firms and find no differ-
ence for firms with a Monitor relative to control firms.39

Next, we evaluate changes in innovation for treated firms relative to con-
trol firms by using two measures of innovation. Our first measure is the
number of patents for which N/DPA firms apply each year. However, be-
cause not all patents are innovative, our second measure is the patent-
innovation measure developed by Kogan et al. [2017]. This measure cap-
tures the economic value of innovations by using stock market reactions to
patent grants. Because stock prices are forward-looking, the measure esti-
mates the private value to the patent holder. We aggregate this measure at
the firm-year level in our analysis.

Table 8 presents the results from this analysis. As column 1 of the table
shows, although treated firms are not any less innovative during the Moni-
tor’s tenure, upon the Monitor’s departure, treated firms experience a de-
cline in the number of patents applied for, as compared to control firms
that did not have to retain a Corporate Monitor. In terms of economic mag-
nitude, treated firms apply for 43 fewer patents relative to control firms in
the postprobation period. We find consistent results in column 2 of table 8,
where the dependent variable is the economic value of the patents. Based
on this measure, treated firms experienced a relative 56% decline in inno-
vation following the Monitor’s departure. Our analyses suggest that it is not
just that firms that had Monitors apply for fewer patents in the aftermath
of a Monitor, but these patents are also less innovative.

We also explore whether Monitor firms engage in less research and de-
velopment by reestimating our main specification using research and devel-
opment costs (scaled by average total assets) as the outcome variable (R&D
Expense). Consistent with a decline in innovation, we find that treated firms
invest less in research and development relative to control firms during the
probation period (column 3 of table 8), which may help explain the reduc-
tion in patents observed in the postprobation period.

Overall, our results in this section suggest that Monitor firms experience
significant direct and indirect costs. Importantly, compared to non-Monitor
firms, those with Monitors witness a decline in innovation, likely due to
their investment in potentially less risky projects. These findings provide
suggestive evidence for why managers may forsake their commitment to

39 Results are presented in table IA6 in the internet appendix.
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52 l. a. gallo, k. v. lynch, and r. e. tomy

T A B L E 8
Impact of a Corporate Monitor on Future Innovation

Innovation (Patent
Count)

Innovation (Patent
Value)

R&D Expense

(1) (2) (3)

Post Infraction −0.001 0.011 0.003
(−0.007) (0.058) (0.673)

During Probation 0.131 0.125 0.006
(0.666) (0.482) (1.139)

Post Probation 0.433 0.515 0.006
(1.504) (1.345) (0.774)

Treat × Post Infraction −0.064 −0.299 −0.009
(−0.297) (−0.985) (−1.642)

Treat × During Probation −0.073 −0.185 −0.011*

(−0.263) (−0.458) (−1.703)
Treat × Post Probation −0.569* −0.824* −0.012

(−1.779) (−1.682) (−1.568)
Observations 2,862 2,862 1,759
Adjusted R2 0.875 0.862 0.795

This table presents coefficient estimates for changes in measures of innovation for N/DPA-firms that
were assigned a Corporate Monitor, using a difference-in-differences specification. The sample period is
from 2000 to 2019. The dependent variable in each column is a different measure of innovation. In column
1, it is measured as the count of patents for which the firm applied in a given year. In column 2, it is
the annual sum of patent innovation as measured by Kogan et al. [2017]. In column 3, it is the R&D
expense scaled by average total assets in a given year. Column 3 only includes firm-year observations for
which a firm has nonmissing R&D expense. Treat takes the value of 1 for the firms assigned a Corporate
Monitor and 0 otherwise. All specifications include firm control variables Size, Leverage, Return on Asset s,
Change in I ntangibl es, Market-to-Book Ratio, E mpl oyee V ar iabil it y, and firm and year fixed effects. t -statistics
are shown in parentheses below the coefficient estimates. Standard errors are clustered by firm. To mitigate
the effects of extreme observations, all continuous control variables are winsorized at the 1% and 99% tails
of their respective distributions in each sample year. Please see appendix B for a description of the variables.
∗ p < 0.1; ∗∗ p < 0.05; ∗∗∗ p < 0.01 (two-tailed).

ethics and compliance norms. Such commitments can restrict a firm’s risk-
taking activities, decreasing R&D investments and innovation.

7.3 other benefits of monitors

Our analyses thus far indicate that Monitors are associated with lower vio-
lations in the short run only, and their influence works through changes in
ethics and compliance norms. In this section, we explore other benefits of
Monitors, including whether they have spillover effects in instituting other
types of norm changes or if their presence is associated with less severe
future violations (as measured by penalties).

We evaluate whether firms with Monitors witness improvements along
other dimensions of culture, including teamwork and quality norms. Im-
proved ethics and compliance norms may improve employees’ motivation,
productivity, and collaboration, thereby leading to better team norms at the
firm. Such improvements may also have spillovers in overall product quality
as employees strive for excellence. To test this, we reestimate our main spec-
ification using the Li et al. [2021] measures of Teamwork and Quality. Our
results indicate that firms with Monitors show an improvement in Teamwork
during the term of the Monitor, but this improvement does not persist.
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the role of the government-appointed corporate monitor 53

Interestingly, Monitor firms also show improvements in Quality in the long
run, suggesting that gains in ethics and compliance norms may be associ-
ated with future improvements in quality.40

We also assess whether the consequences of future prosecution are likely
to be less severe for treated firms by studying whether future penalties per
violation are lower for these firms. Specifically, we conduct an additional
difference-in-differences analysis where the dependent variable is the natu-
ral logarithm of the average penalty paid by firms per violation in a given
year. The benchmark period in this analysis is before the Monitor is on site
and before the DOJ investigation began. That is, we exclude the Post In-
fraction period from the benchmark to assess whether penalties are higher
after the Monitor exits, relative to before the violation was uncovered. We
find no evidence that firms with Monitors pay lower penalties in the post-
probation period relative to other firms.41

7.4 attention by other government agencies

We conduct additional analyses to examine whether reduced vigilance
by government agencies during the probation period could be driving our
results. These agencies may view the Monitor as a substitute for their mon-
itoring and thus be less vigilant while the Monitor is on site, resulting in a
drop in detected violations. Once the Monitor leaves, the vigilance of the
government agencies might increase to prior levels. We conduct two addi-
tional analyses to evaluate this alternative explanation.

First, we assess whether firms with Monitors face less oversight from the
SEC or shareholders. Specifically, we create an indicator Parallel Litigation
equal to 1 if the firm is subject to parallel civil litigation by other agen-
cies (typically the SEC) or a shareholder lawsuit, and 0 otherwise. We com-
pare the means of Parallel Litigation for the control and treated firms and
find that they are not significantly different.42 Specifically, 92.3% of treated
firms and 87.2% of control firms undergo parallel litigation due to their
misconduct, and the difference is not significant (p = 0.4036).

Second, to further assess changes in vigilance by government agencies,
we evaluate whether the EPA conducts fewer inspections during the tenure
of the Corporate Monitor, using the EPA’s ECHO database to count the
yearly inspections. In table 9, we document no significant differences in the
rate of annual EPA inspections (measured as the log of EPA inspections plus
1) between treated and control firms while the Monitor is on site (column
1).43 This no-result holds if we limit the sample to only firms that ever have
an EPA inspection during our sample period (column 2).

40 The results of this analysis are presented in table IA7 of the internet appendix.
41 These results are presented in IA8 of the internet appendix.
42 Some firms are missing the data in the CPR to create this variable. The means are not

significantly different if we drop these firms, code them all as 1, or code them all as 0.
43 We winsorize this measure by year at 1% and 99% to control for extreme observations.

For instance, Chevron has more than 6,000 inspections in one year.
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T A B L E 9
Corporate Monitors and EPA Inspections

Inspections Inspections
(1) (2)

Post Infraction 0.038 0.130*

(0.913) (1.908)
During Probation 0.065 0.199*

(1.057) (1.892)
Post Probation 0.083 0.262**

(1.246) (2.199)
Treat × Post Infraction −0.029 −0.147

(−0.458) (−1.156)
Treat × During Probation −0.093 −0.265

(−1.244) (−1.605)
Treat × Post Probation −0.032 −0.221

(−0.421) (−1.334)
Observations 2,987 1,558
Adjusted R2 0.960 0.947
Sample All Only EPA

This table presents coefficient estimates for changes in EPA inspections for N/DPA-firms. Treat takes
the value of 1 for the firms assigned a Corporate Monitor and 0 otherwise. The dependent variable is the
log of EPA inspections plus one. EPA inspections data are collected from the EPA’s ECHO database. In
column 1, all firm-year observations are included, whereas in column 2, only firms which ever have an EPA
inspection during the period of our sample are included. All specifications include firm control variables
Size, Leverage, Return on Asset s, Change in I ntangibl es, Market-to-Book Ratio, E mpl oyee V ar iabil it y, and
firm and year fixed effects. t -statistics are shown in parentheses below the coefficient estimates. Standard
errors are clustered by firm. To mitigate the effects of extreme observations, all continuous control variables
are winsorized at the 1% and 99% tails of their respective distributions in each sample year. Please see
appendix B for a description of the variables. ∗ p < 0.1; ∗∗ p < 0.05; ∗∗∗ p < 0.01 (two-tailed).

The results in this section suggest that other government agencies do not
change their vigilance levels in response to Monitor assignments. Although
we only test for changes in oversight by some government agencies, our
findings are suggestive. They do not support the alternative explanation
that firms with Monitors are less likely to be subject to alternative regula-
tory scrutiny.

8. Discussion and Conclusion

We examine the role of a relatively new type of external firm monitor: a
government-appointed on-site Corporate Monitor. We assess whether Cor-
porate Monitors help reduce future corporate misconduct using the setting
of deferred and nonprosecution agreements. All N/DPAs require changes
to a firm’s controls and compliance programs. However, only a subset re-
quires the firm to engage an independent Corporate Monitor to oversee
these changes.

We find that the appointment of a Monitor positively relates to the sever-
ity of the infraction (measured by the total payment required), mandated
board changes, and requirements for cooperation. We also find that firms
with better-perceived governance at the time the N/DPA is signed are less
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the role of the government-appointed corporate monitor 55

likely to be appointed a Monitor, as are firms that voluntarily disclose evi-
dence of wrongdoing to an enforcement agency. These results are consis-
tent with the DOJ placing Corporate Monitors where they are perceived to
be the most needed.

We further test whether the presence of a Corporate Monitor is associ-
ated with a reduction in law violations by using a difference-in-differences
design. Relative to non-Monitor N/DPA firms, we find that N/DPA firms
with Monitors experience a 18%–25% reduction in violations while the
Monitor is on site. However, this reduction does not persist beyond the
tenure of the Corporate Monitor. These short-term results allow us to bet-
ter tie the change in violations to the Monitor’s presence at the firm. Be-
cause the Monitor’s primary mandate is to adopt and implement ethics and
compliance programs, we also test whether this temporary reduction in vi-
olations is associated with equally temporary improvements in the firm’s
commitment (genuine or purported) to improve ethics and compliance
norms. We use machine learning and unscripted earnings conference call
transcripts to measure ethics and compliance norms. We find that although
the commitment to ethics and compliance improves while the Monitor is
on site, it returns to pre-N/DPA levels once the Monitor departs. Based on
structural mediation analyses, we find that Monitors influence violations
through the channel of ethics and compliance, suggesting that at least some
of the commitment to improving ethics and compliance norms is genuine.
We further provide suggestive evidence for why managers may abandon
their commitment to ethics and compliance once the Monitor departs—
Monitors are costly not only in terms of direct expenses, but also in indi-
rect ways. Specifically, we find that firms under Monitorships experience a
reduction in innovation that persists post-Monitorship.

Our results suggest that, on average, the presence of a Corporate Monitor
is associated with short-term improvements to N/DPA firms that do not gen-
erally translate to reforming these firms in the long term. Failure to oversee
lasting improvements to ethics and compliance programs is an important
reason for Monitors’ limited effectiveness in reducing repeat misconduct.
Our results are timely in light of the recent activity by Deputy Attorney
General Monaco in reforming Monitorships by directing prosecutors and
various DOJ Sections to make public the selection criteria and appointment
process to instill greater transparency in Monitor selection, and to ensure
the Monitor’s responsibilities and scope are well defined within the N/DPA
(Monaco [2022]). In light of our findings, such transparency efforts would
allow investors and other stakeholders to evaluate the benefits of Monitors
relative to their high costs, potentially influencing their decisions related
to the firm.

Furthermore, although we find that Monitors do not have a lasting im-
pact on average, our results related to Monitor characteristics indicate that
experience and the duration of the Monitor’s presence may have important
implications. In cases where Monitors have prior Monitorship experience
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56 l. a. gallo, k. v. lynch, and r. e. tomy

or a longer tenure, improved ethics and compliance norms persist beyond
the Monitor’s tenure at the firm.

Our findings contribute to a growing literature on corporate criminal
misconduct and the efficacy of outside monitors. Although compliance and
corporate governance changes are traditionally initiated by the board of di-
rectors or the shareholders, we highlight a relatively new mechanism for
these changes and provide the first large-sample empirical evidence of its
effectiveness. As we find that Monitors provide only limited benefits with
respect to repeat misconduct, our study underscores a need for greater
transparency to ascertain whether these benefits justify the significant costs
associated with the Corporate Monitor. We look forward to future research
that explores various aspects of Corporate Monitorship, particularly the fac-
tors that contribute to the effectiveness of Monitorships.

appendix a: description of violations

Violation Type Description Overseeing agency

Accounting Accounting violation Securities and Exchange
Commission; State Attorney
General; Justice Department
Criminal Division; Commodity
Futures Trading Commission;
U.S. Attorney

Antitrust Civil contempt; price-fixing or
anticompetitive practices

State Attorney General; Justice
Department Antitrust Division;
Justice Department Criminal
Division; Federal Trade
Commission; U.S. Attorney;
Securities and Exchange
Commission

Banking Anti–money-laundering
deficiencies; bankruptcy
professional violation; data
submission deficiencies;
discriminatory practices;
financial institution
supervision failures; foreign
exchange market
manipulation; insurance
violation; interest rate
benchmark manipulation;
mortgage, student loan, and
toxic securities abuses; other
banking violation

Federal Deposit Insurance
Corporation, Office of the
Comptroller of the Currency;
Justice Department Criminal
Division; Commodity Futures
Trading Commission; Federal
Reserve; Securities and
Exchange Commission; State
Attorney General; New York
Department of Financial
Services; National Credit Union
Administration
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the role of the government-appointed corporate monitor 57

Violation Type Description Overseeing agency

Consumer
protection

Consumer protection violation;
food safety violation; motor
vehicle safety violation;
privacy violation; product
safety violation

State Attorney General; Federal
Motor Carrier Safety
Administration; Consumer
Financial Protection Bureau;
Federal Trade Commission;
National Highway Traffic Safety
Administration; Consumer
Product Safety Commission

Drug or medical HHS civil monetary penalties;
drug or medical equipment
safety violation; off-label or
unapproved promotion of
medicine; violation of
Controlled Substances Act,
Medicare Coverage Gap
Discount Program, or
Medicare Parts C and D
Enforcement Action

State Attorney General; U.S.
Attorney; Centers for Medicare
& Medicaid Services; Health &
Human Services Department;
Drug Enforcement
Administration; Food and Drug
Administration; Justice
Department Civil Division

Economic
sanction

Economic sanction violation Office of Foreign Assets Control;
State Attorney General; Justice
Department Criminal Division;
New York Department of
Financial Services; Federal
Reserve

Employment-
related

Family and Medical Leave Act
violation; benefit plan
administrator violation; child
labor or youth employment
violation; employment
discrimination and screening
violation; labor relations
violation; wage and hour
violation; work visa violation;
workplace safety or health
violation; workplace
whistleblower retaliation

Occupational Safety & Health
Administration; National Labor
Relations Board; Labor
Department Wage and Hour
Division; Mine Safety & Health
Administration; Equal
Employment Opportunity
Commission; Office of Federal
Contract Compliance
Programs; Employee Benefits
Security Administration

Environmental Offshore drilling violation;
other environmental
violation

Environmental Protection
Agency; State Attorney General;
Bureau of Safety and
Environmental Enforcement;
Pipeline and Hazardous
Materials Safety Administration;
Justice Department
Environment and Natural
Resources Division; U.S.
Attorney

Export control Export control violation Bureau of Industry and Security;
State Department Directorate
of Defense Trade; U.S. Attorney
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58 l. a. gallo, k. v. lynch, and r. e. tomy

Violation Type Description Overseeing agency

FCPA Foreign Corrupt Practices Act
violation

Securities and Exchange
Commission; Justice
Department Antitrust Division;
Justice Department Criminal
Division; U.S. Attorney

Fraud Federal leasing royalty
violation; tax violation; other
fraud

State Attorney General; Justice
Department Civil Division;
Justice Department Criminal
Division; Justice Department
Tax Division; U.S. Attorney;
Interior Department Office of
Natural Resource; Securities
and Exchange Commission;
New York Department of
Financial Services

Investor
protection

Insider trading; securities
issuance or trading violation;
other investor protection
violation

Securities and Exchange
Commission; State Attorney
General; Commodity Futures
Trading Commission; Justice
Department Criminal Division;
U.S. Attorney

Kickbacks/
bribery

Kickbacks and bribery State Attorney General; U.S.
Attorney; Justice Department
Civil Division and Criminal
Division; Securities and
Exchange Commission; Food
and Drug Administration

Miscellaneous Pipeline safety violation;
premerger notification
violation; railroad safety
violation;
telecommunications
violation; tobacco litigation

Federal Railroad Administration;
Federal Aviation
Administration; State Attorney
General; Federal
Communications Commission;
National Highway Traffic Safety
Administration
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the role of the government-appointed corporate monitor 59

appendix b: variable definitions

Variable Name Description Source

Preagreement measures
Remedial Measures A 0 or 1 indicator of whether the firm

subject to the N/DPA has agreed to
undertake further remedial measures as
part of the N/DPA. 1 if it has agreed to
further remedial measures, 0 otherwise

N/DPA hand
collection

Employee Changes A 0 or 1 indicator of whether the firm
subject to the N/DPA undertook
changes in its employees and officers
prior to the N/DPA, but after the
infraction was discovered. 1 if it
terminated its employees and/or officers
engaged in the infraction, 0 otherwise

CPR; N/DPA hand
collection

Voluntary Disclosure A 0 or 1 indicator of whether the firm
voluntarily disclosed its wrongdoing to
the DOJ. 1 if it disclosed the violation
voluntarily, 0 otherwise

CPR; N/DPA hand
collection

N/DPA Requirements
Monitor In the prediction model, an indicator

equal to 1 if the N/DPA requires the
retention of a corporate monitor, and 0
otherwise

CPR

Probation Length Length of time (in months) the N/DPA is
effective

CPR

Total Payment The decile of the total amount the
Department of Justice requires the firm
pay as part of the N/DPA, ranked from 0
to 9 and divided by 9, such that the scale
is from 0 to 1. This payment includes the
fine, any forfeitures/disgorgements, and
restitution payments

CPR

FCPA An indicator equal to 1 if the primary
violation in the N/DPA was a Foreign
Corrupt Practices Act (FCPA) violation,
and 0 otherwise

CPR

Prior Violations of Same
Type

An indicator equal to 1 when there are
prior firm violations of the same type as
the N/DPA primary violation, and 0
otherwise. This indicator is based on the
period prior to the N/DPA date
(beginning in 2000) and excludes the
violations included in the N/DPA.

CPR; GJF
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60 l. a. gallo, k. v. lynch, and r. e. tomy

Variable Name Description Source

Board Changes An indicator equal to 1 if the N/DPA
requires changes to the Board of
Directors (including additional
reporting requirements, committee
creation, independent directors), and 0
otherwise

Kaal & Lacine, 2014;
N/DPA hand
collection

Business Changes An indicator equal to 1 if the N/DPA
requires changes to the firm’s business
practices (i.e,. the nature and scope),
and 0 otherwise

Kaal & Lacine, 2014;
N/DPA hand
collection

Compliance Program An indicator equal to 1 if the N/DPA
requires the firm to implement or
enhance a compliance program
(including regarding corporate policy,
communication and training, financial
statements, bookkeeping, creation of a
Chief Compliance Officer) and 0
otherwise

Kaal & Lacine, 2014;
N/DPA hand
collection

Cooperation An indicator equal to 1 if the N/DPA
requires the firm to cooperate in future
related investigations (including
employee testimony, increased access to
facilities, disclosure of activities,
identifying witnesses), and 0 otherwise

Kaal & Lacine, 2014;
N/DPA hand
collection

Board Monitoring An indicator equal to 1 if the N/DPA
requires the firm to engage in additional
monitoring obligations that are
ultimately the responsibility of the
Board of Directors, and 0 otherwise

Kaal & Lacine, 2014;
N/DPA hand
collection

Senior Management An indicator equal to 1 if the N/DPA
requires the firm’s senior management
to engage in additional oversight
responsibilities and obligations, and 0
otherwise

Kaal & Lacine, 2014;
N/DPA hand
collection

Waive Rights An indicator equal to 1 if the N/DPA
requires the firm to waive its or its
agents’ rights (including waiving its
rights to the 6th Amendment, statute of
limitation, admissibility, venue,
indictment, disclosure), and 0 otherwise

Kaal & Lacine, 2014;
N/DPA hand
collection

Accounting Mandate An indicator equal to 1 if the N/DPA
imposes additional obligations on the
firm with respect to accounting
(including conducting reviews of its
internal controls, implementing
additional internal controls, hiring an
external agent to conduct a review of its
internal controls, ceasing use of an
accounting alternative), and 0 otherwise

N/DPA hand
collection
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the role of the government-appointed corporate monitor 61

Variable Name Description Source

Violations The log of one plus the count of violations
for the N/DPA firm, any new parent
(where new parent violations are
included only after the date of
acquisition), its subsidiaries, and its
acquired subsidiaries (including
violations of acquired subsidiary before
acquisition). In panel A and panel B of
Figure 3, the raw count of violations is
used.

CPR; GJF

Treat An indicator equal to 1 if the firm has an
N/DPA which requires the retention of
a corporate monitor, and 0 otherwise.
This variable is not time-varying

CPR

Post Infraction An indicator equal to 1 if the observation
occurs after the infraction ended and
before the N/DPA is effective, and 0
otherwise

CPR

Probation An indicator equal to 1 if the observation
occurs during the period in which the
N/DPA is effective, and 0 otherwise

CPR

Post Probation An indicator equal to 1 if the observation
occurs after the N/DPA is effective, and
0 otherwise

CPR

Firm characteristics & other variables
Size The log of total assets Compustat
Leverage The sum of total debt in current liabilities

and total long-term debt, scaled by total
assets

Compustat

Return on Assets The net income over the average total
assets

Compustat

Change in Intangibles The change in intangibles divided by
average total assets

Compustat

Market-to-Book Ratio The ratio of the market value of the firm to
the book value of equity measured as of
the end of the fiscal year

Compustat

Employee Variability The coefficient of variation of the number
of employees, five-year rolling average

Compustat

USA-based An indicator equal to 1 if the firm is
headquartered in the United States of
America, and 0 otherwise

Compustat

Percentage of
Independent Directors

Percentage of the Board of Directors that
are considered independent in the year
prior to the N/DPA date

ISS; hand collection
from proxy
statements/ annual
reports

CEO is Chairman An indicator equal to 1 if the firm’s CEO
was also the Chairman of the Board of
Directors in the year prior to the N/DPA
date and 0 otherwise. This is only a 1 if
the CEO was the Chairman for a
majority of the fiscal year

BoardEx; hand
collection from
proxy statements/
annual reports
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Variable Name Description Source

New CEO An indicator equal to 1 if the CEO changes
between the infraction period and the
year before the N/DPA agreement, and
0 otherwise

ExecuComp; hand
collection from
proxy statements/
annual reports

Ethics and Compliance
(All)

Measure of a firm’s ethics and compliance
norms using the methodology
developed by Li et al. [2021], including
all earnings conference call transcripts
available during the sample period

FactSet; (Li et al.
[2021]) code

Ethics and Compliance
(300+)

Measure of a firm’s ethics and compliance
norms using the methodology
developed by Li et al. [2021], including
only earnings conference call transcripts
with 300 or more words available during
the sample period

FactSet; (Li et al.
[2021]) code

Innovation (Patent
Count)

The natural log of the count of patents
plus 1 in a given firm year

(Kogan et al. [2017])
patents data

Innovation (Patent
Value)

The natural log of the sum of patent
innovation value (as measured by Kogan
et al. [2017]) plus 1 in a given firm year

Kogan et al. [2017]
patents data

R&D Expense The sum of research and development
expenses (Compustat variable XRD)
scaled by average total assets in a given
firm year

Compustat

EPA Inspections The natural log of EPA inspections
conducted at a firm location plus one in
a given firm year

EPA Enforcement &
Compliance History
Online Database

Restructuring An indicator equal to 1 if the firm has
positive restructuring charges
(Compustat variables RCA, RCD,
RCEPS, and RCP) during the year, and 0
otherwise

Compustat

appendix c: text-based matching methodology

This section provides a description of the methodology to perform text-
based matching which is used in section 5. Following Mozer et al. [2020],
we use a “bag-of-words” approach to construct Term Document Matri-
ces (TDM), which are scaled according to the TFIDF weighting and cre-
ate matches using cosine similarity (Salton and Michael [1986], Salton
[1991]).44 The TFIDF is the product of the TF and the inverse-document
frequency (IDF) calculated as follows:

T F I DF (t , d, D) = T F (t , d ) · I DF (t , D),

44 A TDM is a representation of documents as vectors of terms, where the rows in the matrix
are the terms and the columns are each document in the corpus. The cells within the matrix
are the weights of each term for that document-term pair.

 1475679x, 0, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/1475-679X

.12502 by U
niversity O

f C
hicago L

ibrary, W
iley O

nline L
ibrary on [15/09/2023]. See the T

erm
s and C

onditions (https://onlinelibrary.w
iley.com

/term
s-and-conditions) on W

iley O
nline L

ibrary for rules of use; O
A

 articles are governed by the applicable C
reative C

om
m

ons L
icense
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where TF is a function of the term t and the document d, and IDF is a
function of the term t and the set of documents D. TF measures how many
times a word appears in a document relative to all the words in a document:

T F (t , d ) = ft ,d
∑

t ′∈d ft ′,d
.

The IDF measures the inverse of the proportion of documents in which a
term appears throughout the corpus. It is calculated as follows:

I DF (t , D) = l og
|D|

|{d ∈ D : t ∈ d}|

The IDF gives a higher value to words which appear less frequently in
the corpus. Thus, the product of TF and IDF helps us to identify how im-
portant a word is to a specific N/DPA. Common words which appear in all
documents will receive less weight. This facilitates better matches among
documents by identifying the most relevant elements of the N/DPA. Once
the TDMs are constructed using TFIDF, we compare the treated and con-
trol TDMs using cosine similarity. That is, we calculate the cosine similarity
as follows:

Cosine Simil ar it y = Tn · Cm

‖ Tn ‖‖ Cm ‖ ,

where T n and Cm are the vectors of words for the nth treated firm’s
N/DPA and mth control firm’s N/DPA being compared, respectively. The
cosine similarity is higher when the N/DPAs use the same words with sim-
ilar relevance within the document. A score of 1 indicates the two vectors
are identical. After calculating these pair-wise scores, we create matches in
two ways. First, we match treated-control pairs based on the highest cosine
similarity score, without replacement, while maximizing the average cosine-
similarity score. This matching method attempts to find the best compar-
ison N/DPA for each treated firm among the control firms. Second, we
remove all firms (treated or control), which have no close matches in the
sample. This matching method reduces our sample size by fewer observa-
tions, while only maintaining N/DPAs which are relatively similar in terms
of remedial requirements.

appendix d: structural mediation analysis

This figure presents the path analysis of the relations between Monitor
assignment, corporate norms, and legal violations. The indirect effect is
measured as β1β2 whereas the direct effect is given by β3.
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