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Abstract

| exploit the passage of the U.K. Bribery Act 2®a shock to U.K. firms’ cost of doing
business in order to study the effect of bribesiron value. Around the Act’'s passage, U.K.
firms operating in high-corruption countries digplka drop in value. However, their non-
U.K. competitors in these countries exhibit an ése in value. U.K. firms respond to the
Act by reducing the expansion of their network absidiaries into perceivably corrupt
regions. Moreover, compared to their non-U.K. cotitpes, U.K. firms’ sales in such
regions grow 12 percentage points slower and &A activity declines. Taken together,

| show that bribes facilitate doing business intaier regions. Imposing unilateral anti-

bribery regulation on some firms benefits theiragulated competitors.
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Corruption reduces levels of investment and ultatya¢conomic growth (e.g., Mauro 1999ndeed, the
World Bank estimates that corruption costs $2.éami (5% of global GDP) per year, with $1 trillion
paid in bribes every year. Corruption in the farfibribery is also widespread across firms. Acaugdd

a survey of more than 11,000 firms from 125 coestrbne in three firms believes their competit@s u
bribes to secure public procurement contracts (DZ8ocand Kaufmann 2011)in an attempt to fight
corruption, some developed nations have implememtddteral regulation punishing the use of bribes;
other nations like India have not. Opponents oflateial anti-bribery regulation argue that such
regulation puts affected firms at a competitiveadisantage vis-a-vis competitors who are alloweds®

bribes because bribes often facilitate doing bissire certain regions.

Despite their prevalence in business transactiood the globe, relatively little is known about
the causal effect of bribes on firm value. An intpat challenge with this research agenda is thibeér
are largely unobserved. From 1978 to early 2018y @43 bribery-related enforcement actions were
initiated against publicly listed firms by the U.Securities and Exchange Commission (SEC) or the
Department of Justice for violations of the 1978 Foreign Corrupt Practices Act (FCPA; Karpoffele

and Martin 2015).

In this paper, | examine whether the ability to bsbes creates firm value. To this end, | employ
a quasi-experimental design that allows me to sthéymarket reaction of firms that are subject to a
plausibly exogenous increase in their cost of dbimginess in perceivably corrupt regions. Spedifich
exploit the passage of the draft of the U.K. Bribact 2010 on March 25, 2009. This Act, enforcattsi
July 1, 2011, imposes substantial increases inlfiemnéor firms and managers found to be usingdsib
Moreover, the Act requires firms to implement intdrcontrols aimed at preventing the use of brilfes.

firms use bribes as an investment to increase tbieapility of winning contracts, then the passafe o

! Reviews of the literature on corruption and groath provided by Shleifer and Vishny (1993), Bard(i97), and Svensson
(2005).

% Firm-level statistics on bribery are based on2066 Executive Opinion Survey conducted by the \Wd&tonomic Forum.
Global estimates of the cost of corruption andédsipaid are obtained from reports by the World Blaskitute and the World
Economic Forum. These reports are based on 2002-209ey data.



anti-bribery regulation should reduce firm valuen @e other hand, if managers use bribes for their

personal benefits, anti-bribery regulation thatiplhes managers for bribery should increase value.

Exploiting the passage of the U.K. Bribery Act 2G&0appropriate only if it resolved residual
uncertainty about anti-bribery regulation beinggeasand if it had a substantial effect on firmse@an
plausibly argue that these conditions are mettfteast three reasons. In the first place, thesAgtissage
on March 25, 2009 was not covered by the medid th#t day. Second, the fines assessed for vigjatin
the Act are much higher than the fines stipulatedrevious U.K. legislation, by the OECD Anti-Brilye
Convention, or by comparable legislation in the .UT8e Act imposes potentially unlimited fines on
corporations found not to have implemented inteawdl-bribery controls, as well as on firms fouid t
have paid bribes and on the individuals respondimehe bribery, both inside and outside the &.K.
Third, the Act unexpectedly ran counter to preceéd®n it also applies to foreign firms with U.K.
operations. This provision made it harder for Uikdustry lobbyists to argue that the Act placed U.K
firms at a disadvantage vis-a-vis foreign competitoTaken together, the Act imposes substantial
unexpected fines on the use of bribes; this fatdi my investigation of the extent to which bribffect

firm value.

To test for the importance of bribes for firm valuéocus on publicly listed firms. | measure firm
value by abnormal returns around passage of the Brikery Act. | try to capture firms’ propensity t
engage in bribery through a variable nan@mruption exposurewhich combines firm-level subsidiary
locations with Transparency International’s CorroiptPerceptions Index to measure firms’ exposure to
high-corruption regions. My findings are based puiity on 1,097 U.K. firms and 9,457 non-U.K. firms.

| further explore channels through which the U.KibBry Act affects firms using data on subsidiary

% The U.K. Bribery Act 2010 encompasses both actind passive bribery. In the Adictive bribery is defined as offering,

giving, or promising to give a financial or othetvantage to a person in exchange for that persongsoper performance of a
relevant function; this includes the bribery ofdign public officials and other firms. Conversabassivebribery is defined as

receiving or agreeing to receive a financial oreothdvantage in exchange for improperly performanglevant function. The

Act also prohibits the use of so-called facilitatipayments, a stipulation that is more stringeahtprevious regulation in this
field. Facilitation payments are those made with aim of inducing government officials to perforasks that they are already
obligated to perform.



revenues, merger and acquisition (M&A) activitydgaint venture activity between 2007 and 2012.

| report three main results. First, the passagh®iJ.K. Bribery Act did indeed adversely affect
the value of U.K. firms. U.K. firms that are onarstiard deviation more exposed to perceivably corrup
regions than average firms have 0.7% lower abnoretatns around passage, reflecting a loss in marke
value of $12.9 million for such firms. A negativifeet on firm value is also present in prior attespy
U.K. regulators to pass anti-bribery regulation. €wen such events prior to 2010, U.K. firms that a
one standard deviation more exposed to perceivahypt regions had 1.9% lower returns. One example
illustrating a one—standard deviation differenc€orruption exposurés given by a comparison between
a U.K. firm with seven subsidiaries in the U.K. aard otherwise comparable U.K. firm that operatgs si

subsidiaries in the U.K. and one subsidiary in Russ

Second, the U.K. Bribery Act had positive effeatsdirect competitors of U.K. firms that do not
fall under the provisions of the Act. | define diteompetitors as non-U.K. firms that operate astene
subsidiary within (i) the same non-OECD country diildthe same industry as at least one U.K. firm.
Competitors do not have to comply with the Acthiéy do not have a U.K. subsidiary. | document that,
around the passage of the Act, such direct congpgtitad 0.5% higher abnormal returns than comparabl
non-U.K. firms. This effect is almost twice as lafgr direct competitors headquartered outside €D
countries, suggesting that direct competitors headgred in the least regulated countries benefited

most.

Third, | document the real implications of the UBtibery Act. | find that U.K. firms opened
fewer subsidiaries in non-OECD countries after agsof the Act and their revenues grew 12 percentag
points slower than those of non-U.K. firms in theseintries. These effects are even stronger irethos
non-OECD countries perceived to be most corrupbricg to Transparency International’s Corruption
Perceptions Index. | also document that, relativadn-U.K. firms, M&A activity by U.K. firms outsigl
the OECD increased 6-8 percentage points slowes. @ight suspect that U.K. firms substituted direct

ownership with third-party transactions; howevetplnot find evidence that U.K. firms circumventbd



Act by engaging increasingly in joint ventures ergeivably corrupt regions.

The Act may have curtailed profitable business e@ased with bribes, thereby reducing the value
of regulated firms. Beck and Maher (1986) and L({E986), for instance, model bribes as a side paymen
within Vickrey's (1961, 1962) first-price auctiorrainework. In this framework, firms make side
payments to increase the probability of winning tcacts tendered by corrupt government officials.
Imposing costly anti-bribery regulation on somenirwill hurt these firms and benefit their unregeda

competitors (Beck and Maher 1989).

However, the empirical setting—passage of the BHbery Act—might also subject my results
to alternative interpretations that are unrelatedribes. First, it is possible that U.K. firms fal it
optimal to withdraw from perceivably corrupt regsoomn face of substantial costs of implementing
effective internal anti-bribery controls withouturag used bribes in the first place. However, ohéhe
Act’s features specific to non-U.K. firms allows roealleviate this concern. Notably, non-U.K. firaue
exempted from the internal control requirementsSéattion 7 of the Act (i.e., they are not required t
implement costly control systems). NeverthelesBnd that non-U.K. firms with U.K. exposure and

exposure to perceivably corrupt countries througbsiliary presence are negatively affected by ttte A

A second potential alternative interpretation, vahdertainly merits consideration, is that negative
market response and subsequent withdrawal fromepmitaly corrupt regions reflect higher expected
legal costs and penalties associated with operatisgch regions. | examine revenue data on suby@di
that existed throughout the sample period in ordelleviate concerns that this interpretation ek all
results. Notably, if the Act solely led to highexpected legal costs and penalties, the revenues of
survivingsubsidiaries should be unaffected. Yet, | find thatviving subsidiaries experienced a relative

decline in revenue growth as a result of the Adtarso in countries perceived to be more corrupt.

Due to agency conflicts, it is, of course, not ateeclear that bribes always create firm value. For
instance, a corruptible firm manager in chargeeofdering a contract might allocate that contracino

inefficient subcontractor offering him/her a sidgyment. In this case, anti-bribery regulation canve as



an external monitoring device that makes accefiitiies costly to the manager, thereby aligninghieis/
incentives with shareholders’. Desai, Dyck, andgéies (2007) model this channel more formally and
provide evidence that increased tax enforcemerdrargd the value of Russian oil firms. To this eng,
results suggest that such value created throughoirements in governance is outweighed by the costs
associated with anti-bribery regulation, althougp setting does not allow me to quantify each okéhe

potentially offsetting effects.

On a cautionary note, any estimate of the magnitfdée effect of bribes on firm value from
passage of the U.K. Bribery Act is likely conseivat For one thing, it is possible that the Act was
passed at a time when U.K. regulators expectediddds/ing because the economic prospects of U.K.
firms were generally less positive. In additiommfs may circumvent some of the costly implicatiofs
anti-bribery regulation by reorganizing in orderramuce their exposure. Despite evidence that ttte A
did not cause an immediate increase in joint venaativity, such strategic decisions might takeetitm

filter through—and might take other forms that baeder to observe.

My empirical setting does not allow examinatiortted potential impact of anti-bribery regulation
on growth in the UK and in perceivably corrupt mets. In terms of UK growth, passage of the U.K.
Bribery Act constitutes one shock in the historytloé U.K.; it will be hard to establish a causakli
between passage of the Act and U.K. growth afté®2flie to confounding factors. In terms of economic
growth in perceivably corrupt regions, with few egtions, the fraction of non-OECD countries’ ovkral
economic activity determined by U.K. firms is lowm average; therefore, the economic effect of U.K.
anti-bribery regulation on such countries shouldimall. Additionally, a decline in U.K. firms’ ecomic
activity in certain regions can be substituted byeo firms. Nevertheless, my findings are indicatof
the role potentially played by multinational firnmspropagating corruption in developing countridere
generally, multinationals’ bribery decisions may &ened at maximizing shareholder value, yet that
decision may have externalities on the environmtitin which they operate. This setting reflects th

possible tensions between firms making decisionshareholders’ interest and governments seeking to



correct distributive failures (e.g., Bénabou anal& 2010).

One key contribution of this paper is to providerfilevel evidence of anti-bribery regulation’s
impact on foreign operations, such as revenue,ingemd closing of subsidiaries, and M&A activi§o
far, very few studies have documented implicatiohthe U.S. Foreign Corrupt Practices Act (FCPA) of
1977 on aggregate U.S. exports (Graham 1984; Beek €991), as well as foreign direct investment,
aircraft exports, joint venture activity, and trapital/labor ratio (Hines 1995). Ultimately, thiager adds

the cost of doing business to the list of driverfoeeign activity and international cross-bordiems

Firm-level evidence has so far focused on detebtiubry cases or survey data. In a sample of
166 prosecuted international bribery cases, CheRag, and Stouraitis (2012) find that, on average,
bribe of $1 returns $11 of contract value. Voluptdisclosure of sensitive foreign payments under th
SEC'’s voluntary disclosure program prior to passafglie FCPA comes with negative abnormal returns
(Smith, Stettler, and Beedles 1984). Karpoff, Laed Martin (2015) study 143 enforcement actions for
violations of the FCPA. They find that prosecutmsts more than offset the value of contracts nbthi
through bribe payments, but only if prosecutionbdbery is accompanied by charges of financialdra
Along those lines, Hong and Liskovich (2015) docuaimat socially responsible firms pay lower fines
when found violating the FCPA. Self-reported surdgata from Uganda reveals that using bribes is
negatively correlated with firm growth (Svensso®20Fisman and Svensson 2007). Also using survey
data, Bennedsen et al. (2007) show that large fiolmisy while small firms bribe. Exploiting passagfe
the U.K. Bribery Act allows me to address some eons about selection, sample size, measurement
error, and limited participant information inheréntstudying detected cases and survey data. Also,

provide new insights into the long-run implicatiasfgestricting firms in their use of bribes.

Taken together, the evidence in this paper supplzetsotion that bribes facilitate doing business

in certain regions. Imposing unilateral anti-bripeggulation on some firms hurts these firms burelfiés

4 Examples include studies of the determinantstefirational portfolio investment decisions (e.gehan and Cao 1997; Kang
and Stulz 1997; Graham et al. 2005; Portes and2Re%; Gianetti and Simonov 2006; Kho et al. 200834 et al. 2009), cross-
border M&As (e.g., Erel et al. 2012), and crossifg decisions (e.g., Doidge et al. 2004).



their unregulated competitors. The rest of the paperganized as follows. In Section 1, | descebent
and methodology, in Section 2 the data. In Se@idrconduct an event study around passage of tke U
Bribery Act. Long-run implications of the Act for KJfirms are analyzed in Section 4. Section 5

concludes.

1. Event and methodology

In this section, | describe event and methodology.
1.1U.K. Bribery Act 2010

The draft of the U.K. Bribery Act 2010 was passgdablJ.K. government commission and put forward
by the Secretary of State for Justice on March2pB9. | identify March 25 as the event date by etiFa
keyword search of “bribery” and “United Kingdom” imajor U.K. newspapers for ten weeks surrounding
March 25, 2009. There was no other significant latguy development in the U.K. during that period.
Importantly, news about the passage of the drdfindt leak prior to the event day (Figure 1). Asill
argue below, the draft faced little risk of beingtered down and, indeed, received Royal Assent in

almost unchanged form on April 8, 2010. Enforcenudrihe U.K. Bribery Act began on July 1, 20711.
[[ INSERT Figure 1 about Here]]

Estimates from event date March 25, 2009 are likedpservative because—following the
signing of the OECD Anti-Bribery Convention of 198i71999—the U.K. went through some attempts to
pass anti-bribery regulation in the early 2000sweler, these earlier attempts by the U.K. goverrimen
failed after facing opposition by lobbyists andrather spectacular fashion, after facing oppasiteen

from within the government. A letter sent by the @Es anti-bribery working group to the U.K.

5 See http://www.legislation.gov.uk/ukpga/2010/23#hekpga_20100023_en.pdf and http://www.justice.gkidownloads/
legislation/bribery-act-2010-quick-start-guide.ddf the Act’s official text and guidance provideg the Ministry of Justice,
respectively. In the Factiva search, | remove “egBnts,” that is, articles that do not constituevs, such as journalistic
opinions on past events. | also exclude articlekelil to bribery regulation elsewhere (e.g., in th8.) and those related to
potential briberycasesas opposed to briberggulationn examples include speculation about bribery of@iempic Committee
or bribery in cricket and football. One unrelateticte prior to March 25 covers investigations imtteged bribery conducted by
two U.K. employees in Nigeria; according to thecket these two individuals face charges undetd8d=CPA of 1977.



government in June 2008 accused the governmendtdfrimging to court a single foreign bribery case
and of not reforming its outdated anti-corruptiamvé. This letter revived efforts by the governmient

reform its laws. | study these related events @rtibustness section.

The content of the Act’s draft passed on MarchZZ)9 was surprising due to two unexpected
developments: (i) the penalties stipulated by ticewere more severe than anticipated, and (ii)afrtbe
key features of the Act made it much harder forcebanterest groups to lobby against passage ®f th

Act. These developments will be discussed in turn.

First, the provisions of the U.K. Bribery Act wewell beyond existing U.K. regulations, the
OECD Anti-Bribery Convention of 1997, and the U.BCPA of 1977. Prior U.K. anti-bribery
regulation—notably the Public Bodies Corrupt Piadi Act 1889, the Criminal Cases Act 1908, and the
Criminal Justice Act 1967—did not explicitly addsdsribery by corporations and focused on active and
passive bribery of U.K. public officials while th& K. Bribery Act addresses these issues. Accortting
the OECD Anti-Bribery Convention, signed by the Uik 1997, signatory countries agree to enact
legislation that penalizes the bribing of foreigmbfic officials. The U.K. Bribery Act extends beybn
these requirements by making it a criminal offefiséor individuals and corporations to engage ither
active or passive bribery and (ii) for corporatidnshave no internal control procedures designed to
prevent associated persdnsm acts of bribery. Furthermore, the Act prohsbiacilitation payments:
payments meant to induce government officials tfope tasks that they are obligated to performng a
case. Further, corporate fines for violating the & potentially unlimited; individuals who viotathe
requirements of the Act can be fined and imprisoddng similar dimensions, the U.K. Bribery Act

also goes well beyond the provisions of the FERAK. organizations can defend against allegatmns

® First, the U.K. Bribery Act (unlike the FCPA) stilates that a firm is strictly liable if it fail® implement anti-bribery controls.
Second, whereas the FCPA was initially interprétegrohibit only active bribery, the U.K. BriberycAproscribes both active
bribery (offering a bribe) and passive bribery @ating a bribe). Third, the FCPA focuses on brifioigign public officials; in
contrast, the U.K. Bribery Act covers the bribirfgpoivate persons as well as other firms and digsoetmployees of those firms.
Fourth, there is no upper limit to the amount enféan be penalized under the U.K. Bribery Act; urttie FCPA, the maximum
fine is $2 million. Fifth, of the two Acts, only ¢hU.K. one criminalizes facilitation payments. 8ixthe U.K. Bribery Act's
jurisdiction explicitly extends to non-U.K. firmsith U.K. operations, regardless of where the byitmarcurs. The FCPA initially
applied solely to U.S. firms and has only recehiien interpreted as applying to foreign firms witls. operations. Sources:



proving that they have adequate anti-bribery cdsiroplace.

Second, prior attempts to pass anti-bribery reguratvere aimed solely at U.K. firms. This
feature made previous attempts an easy targehdistry lobbyists, who argued that enforcing arghsu
anti-bribery regulation would be at the expenseUoK. firms because it would benefit non-U.K.
competitors. A distinct and decisive feature of th&. Bribery Act 2010 is that it also applies tom
U.K. firms with U.K. operations (such as subsidiaji which addresses lobbyists’ concerns. Both U.K.
firms and non-U.K. firms with links to the U.K. fakithin the Act’s jurisdiction, irrespective of \ehne
violations occur, although non-U.K. firms are exd¢etbfrom the requirement to implement internal -anti

bribery controls according to Section 7 of the Act.

While drafts can certainly fail to survive the fahprocedure for being turned into an Act of
Parliament (i.e., into legislation), the draft bétU.K. Bribery Act faced little risk of being watel down.
First, the Labour Party was in charge of drafting Act and had the power of turning it into ledisia.

The draft was passed by a government commissionnadad by the Labour Party. Likewise, that party
held the majority in the House of Commons (occugydb5 of the 646 seats in Parliament after the 2005
general election). Importantly, even though both House of Commons (lower house) and the House of
Lords (upper house) participate in the processimiinig bills into Acts of Parliament, it is possifor a

bill to be passed by the House of Commons if ne@ment is reached between the houses (see Appendix
for an outline of the U.K. Legislative Procedur8gcond, unlike previous attempts to implement anti-
bribery regulation, in this case there was consioler pressure to act quickly: OECD sanctions were
looming and there was also a relatively short timtl the next general elections. With electioncaues
predicted to be unfavorable for the Labour Pattyds highly pressured to turn the Act into ledisia
quickly so as to avoid time-consuming amendmemndedéd, amendments to the draft focused on

marginal wording and not on substantive contertimditely, the Act was pushed so hard that oncestlirn

‘The U.K. Bribery Act 2010— What U.S. Companies Née Know’ inMondag Business Briefingune 21, 2010) and ‘The U.K.
Bribery Act 2010v Foreign Corrupt Practices Act of 1977: How Differédre They & Should Your Business be Concerned?’ i
Mondaq Business Briefing\pril 26, 2010).



into legislation, its enforcement had to be delayeite because firms had not been provided with

sufficient guidelines for implementation.

Up to 2015, there have been few charges under tke Riibery Act 2010, yet these cases are
illustrative of the strictness by which the U.KSgrious Fraud Office (SFO) seeks to punish viatetiof
the Act. The first individual charged under the Aets a London-based court clerk who pleaded gtalty
one count of taking a GBP 500 bribe so as not talptails of a traffic summons into a court datab&s
November 2011, he was sentenced to six years somrihree years of which were for violations & th

U.K. Bribery Act.

The first charge against agents of a corporatiomecagainst four former employees of
Sustainable AgroEnergy Plc and associated compémidsibery that occurred between April 2011 and
February 2012 in association with selling bio-firslestment products involving plantations in Soatte
Asia. Three individuals were convicted of conspjrao commit fraud, conspiracy to furnish false
information, fraudulent trading, and Bribery Act1®20offences. They were sentenced to 13, 9, and 6

years’ imprisonment and disqualified from beingedtors for 15, 15, and 10 years, respectively.

The low number of convictions is due to two feasud bribery investigations. First, these
investigations are diverse, complex, and lengtmd aften involve other jurisdictions. The case of
Securency International PTY Ltd is illustrativetbe worldwide scope and complexity of bribery cases
Investigations into bribery started in October 2Cdrid are still ongoing. The first request for the
extradition of a British national was made in Fetsg2015; the case currently requires collaboratiiih
jurisdictions in Australia, Nigeria, and Brazil. @ad, the low number of convictions is becausefttie
only applies to cases of bribery that occurredrdftme 2011. Also, the sensitivity of informati@vealed

by the Serious Fraud Office (SFO) makes it indispbie to keep investigations confidential or to

" The fourth person was acquitted of all charges.cNarges were made against Sustainable AgroEndmyrPts parent
company Sustainable Growth Group because Sustei@bwth Group was placed in administration in Ma2012.

10



withhold further details on investigations. Harlegroperty, for instance, has been investigatadesi

March 2013 yet no other information was availabfey2ars latef.
1.2 Empirical methodology

One approach to studying the effect of bribes on fialue is to collect data on bribes paid as waelthe
benefits received from paying bribes using datailalvie@ from bribery cases detected by regulators.
However, (i) detected cases may differ from undetkdribery cases along dimensions that correlate
with the value they create, and (ii) using detectaskes omits unsuccessful bribery attempts. Toiatk
these concerns, | exploit the passage of anti-byribegulation, specifically the U.K. Bribery Act 20,

and | construct a proxy for firms’ likelihood ofing bribes from subsidiary data.

In the first part of the analysis, | use event gtotethodology to examine whether bribes affect

firm value. Specifically, | run the regression:
CAR =a+BCE +yX, +¢, @

whereCAR denoteghe cumulative returns of firinaround the day of passage of the A denotes a
firm’s exposure to corrupt regions, aXgd is a vector of controls including industfixed effects. The
coefficient of interesR; captures whether exposure to corrupt regions itsgdfam value around passage

of the Act.

One major prediction from auction theory with sigeyments and costly regulation is that unregulated
non-U.K. firms competing directly with U.K. firmsre positively affected by the passage of unilateral

regulation (e.g., Beck and Maher 1989). | test phegliction using the following regression:
CAR =a + BNO_UK _LINK, + BUK _COMP + Z,NO_UK _LINK,; xUK _COMP + y'X, +¢&,, (2)

whereUK_COMR measures the competition of non-U.K. firms wittKUfirms in perceivably corrupt

regions NO_UK_LINK is a dummy variable equal to one if a non-U.Kmfinas no exposure to the U.K.,

8 The Serious Fraud Office (SFO) lists ongoing caseder https://www.sfo.gov.uk/our-work/our-caseddme of these cases
relate to bribery but partly bribery that occurkefore June 2011 (i.e., before the U.K. Bribery Wess enforced).

11



and X; contains controls including country times indudired effects. Of particular interest & (i.e.,

whether firms unaffected by the Act and competirilp W.K. firms are differentially affected).

In the second part of the analysis, | test forltimg-run effects of the U.K. Bribery Act on U.Krifis by

running a pooled panel regression, as follows:

Y., =a+ BMID _EVENT + B,MID _EVENT xUK _FIRM,
+ B,POST_EVENT + 5,POST_EVENTXUK _FIRM, +y/'X,, +&,, (3

whereY;; is an outcome for firm at timet, MID_EVENT, is a dummy variable equal to one if an
observation occurs between passage and enforcerhdrg Act, andPOST_EVENTa dummy variable
equal to one if an observation occurs after theig\enforcedUK_FIRM denotes firms headquartered in
the U.K.X;; contains firm fixed effects. Of particular intetrese coefficient®, and(,, denoting whether
firms headquartered in the U.K. are differentiadlffected after passage and enforcement. In a key
robustness test, | additionally augment this sebymountry times time fixed effects (which mak&s

and(3; redundant).

Equation (1) uses heteroscedasticity-robust stanglaors that are clustered at the industry level.
Equation (2) uses two-way clusters at the induatmgl country level and equation (3) uses two-way

clusters at the year and country leVel.

2. Data

In this section, | describe the sample and keyades. Appendix 2 contains detailed variable défing.
2.1 Sample

For the first part of my analysis, | obtain subaigliinformation from Orbis, stock return data from
Datastream/Worldscope, and accounting data fromiO€drbis contains 26,094 unique publicly listed

firms with at least one subsidiary in 2008. Matchthese to Datastream, | obtain 18,848 firms that a

® | have experimented with various dimensions ofsigts and obtained similar results. Clustering deteah errors at the
dimensions mentioned here generally produces tret comservative (largest) standard errors.
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active in March 2009 and have price data for M&46, 2009° After merging these data with Osiris
data, | obtain 12,906 firms (1,244 headquarterethénU.K.) for which assets are larger than zews. F
most of my analyses, | require at least 100 retinservations during days [-294;-41) relative to thar
25, 2009 so as to construct abnormal returns. Aéeroving firms with insufficient return observat®
and penny stocks, this leaves a final sample d7Lfi'ms headquartered in the U.K. and 9,457 firms

headquartered outside the U.K.

The second part of my analysis employs subsidiatg qfom Orbis, as well as M&A and joint
venture (JV) data from Zephyr. Zephyr provides infation on 238,384 M&As involving 95,877 unique
acquirers and 29,815 JVs involving 12,472 uniquéngas for 2007-2012. | focus on M&As in which the

acquirer is public and increases its share inalget to above 50%.
2.2Main variables

All continuous variables described in the followiguge winsorized at the 1% and 99% levels, althahgh

results are insensitive to these levels.

Firm value. | measure the effect of the U.K. Bribery Act onnfirvalue using cumulative abnormal
returns CAR on the day of passage of the U.K. Bribery Act (&ha 2009) and the day thereafter. |
calculate returns on the basis of price changesdwst closing on March 24, 2009 and closing on March
26, 2009. To calculateARO;1], | follow the early work of Fama et al. (196@lthough | use daily stock
return data and control for firm size and the btmkrarket ratio (Fama and French 1993), as well as
momentum (Carhart 1997). All portfolios are consted using local stocks.The estimation period

starts 294 days before the event and ends 41 édyselihe event.

Corruption exposure. Because | do not have a direct measure of brib&s pary to capture firms’

19 1n 2008, more than 20% of the firms listed in Bateam/Worldscope are inactive: Datastream/Worjaisapes not remove
such firms. I identify inactive firms as firms wiht price movements within 20 trading days prioMarch 25, 2009.

1 follow Ince and Porter (2006) in “cleaning” daileturn data. Long—short portfolios based on dipek-to-market ratio, and
momentum are constructed as described in Kennetichis data library, but for U.K. firms, | splizsi into the top 30% and the
bottom 70% firms in order to account for the skewigé distribution in the U.K. Results are not efégl by using these cut-offs.
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propensity to use bribes by constructi@grruption exposurdrom firms’' exposure to regions with high

levels of perceived corruption. For each firnhcombine two data sources as follows:

Corruption exposure= )| ((10— CP)x

cc

#Subsidiaries
#Subsidiaries )’

where CPIl, is Transparency International’s Corruption Periogst Index of countryc in 2008,

#Subsidiaries is the number of subsidiaries headquartered imtcpe and owned by firm in 2008,

and #Subsidiaries is the total number of subsidiaries of fifrm 2008. By construction, this measure is

increasing in firms’ exposure to corruption. Ibisunded by [0.7; 8.9] because 1€Plis 10 - 9.3 =0.7

for the least corrupt countries (Denmark, Sweded, dew Zealand) and is 10 — 1.1 = 8.9 for the most

corrupt country (Somalia). In tHéorruption exposureneasure, | assume that each subsidiary is equally
important in creating firm value yet the ideal maaswould capture the fraction of value attached to

certain regions of the world. The robustness secsioggests some value-weighted variations of the

measure.

Long-run outcome variables. | also consider long-run outcome variables usimgual subsidiary, M&A,
and JV data for the 2007-2012 period from Orbis Zephyr. | aggregate firms’ revenues by geographic
region using subsidiary revenue data of subsidianigld to 50% or more. The number of acquisitions
(joint ventures) at the firm-year level is constagtfor all firms that incur at least one acquisitijoint
venture) between 2007 and 2012. M&As are restritttietbals where the acquirer increases their gbare

more than 50% of the target; JVs are restrictetidse with at least one public partner.

Controls. Under the U.K. Bribery Act, some firms may incumgpliance costs that are related to firm
size, which is why | control for the natural logam of total assets. Also, some firms may incuixad
per-subsidiary compliance cost under the Act. tdéfae control for the natural logarithm of the rhen
of subsidiaries. Moreover, some firms are mordyikkan others to be affected by the Act. A number

firms must also comply with other anti-bribery régions, most notably the U.S. FCPWS Linkis a
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dummy variable equal to one if a firm is subjecthe FCPA, which | infer in two ways: (i) from the
Bank of New York's list of ADRs, in combination \witWorldscope data, and (ii) from subsidiary data to
indicate whether firms have U.S. subsidiaries. Addally, some firms voluntarily adhere to corperat
social responsibility (CSR) standards. Much like tomini 400 Social Index for S&P 500 firms in the
U.S., FTSE Group publishes the FTSE4Good IndeXifors in the U.K. Firms listed in this index are
those that comply with certain environmental, humigihits, social, and stakeholder relations criteria
FTSE Group obtains compliance information from frmnd from publicly available sources. Firms

voluntarily adhering to CSR standards might be &fected by the Act

Non-U.K. firms. | proxy for being subject to the U.K. Bribery AacsingU.K. Link a dummy variable set
equal to 1 if a foreign firm has at least one dtibsy in the U.K.U.K. Competitioris a dummy set equal
to one if at least one of a non-U.K. firm’'s non-CEGubsidiaries competes directly with a U.K. firm's
non-U.K. subsidiary. Direct competition is definesltwo subsidiaries operating in the same indwustdy

in the same non-OECD country.

Robustness. In robustness tests, | also study raw returnsatians in the event period, and changes in
Tobin's Q. | also provide estimates using altemneatcorruption measures by additionally weighing

subsidiaries by revenues and employing alternatigasures of perceived corruption.
2.3 Summary statistics

Summary statistics are presented in Table 1. Pasebws that the equally-weighted CAR[0;1] for U.K.
firms around the event date is -0.43%, suggestiogemegative returns for small firms around theneve

In line with the notion that the Act may be moresttypfor firms exposed to perceivably corrupt regip
U.K. firms with foreign subsidiaries have more nagareturns. The average (median) sample firm has
41.4 (9) subsidiaries in 2008 and roughly one K. firms are FTSE4GOOD constituents; 38% of

firms have a U.S. link through having an ADR (18%)lJ.S. subsidiary (30%), or both. In order to

12 See Bénabou and Tirole (2010) and Cheng, HongSane (2014) for reviews of the literature on CSR fim value.
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account for the differences in firms that operdigad, | repeat my main analysis for the subsét.&f

firms with foreign subsidiaries.

[[ INSERT Table1 about Here]]

In Panel B of Table 1, | present summary statifocthe sample of non-U.K. firms. Non-U.K.
firms with U.K. subsidiaries are less exposed tw@@ably corrupt regions on average, are larged, a
more likely to be cross-listed, to have U.S. expesand to be FTSE constituents than non-U.K. witho
U.K. subsidiary. Some of these differences are iifiagnbecause 40% of non-U.K. firms are smaller
local firms without foreign subsidiaries. Roughlglhof the revenues generated by non-U.K. sample

firms outside of the OECD are in direct competitioith subsidiaries owned by U.K. parents.

Panel C of Table 1 provides subsidiary, M&A, andré&gults for the 2007-2012 sample period.
An average sample firm has @orruption exposureof 3.7 through its 21.7 subsidiaries; 63% of
subsidiaries, accounting for 73% of revenues, atateéd in OECD countries. The average sample firm
conducts 1.8 M&As per year, three in four in OEChuetries. Out of firms’ average 2.9 JVs, less than

half (41%) take place in OECD countries.

3. TheU.K. Bribery Act 2010 and firm value

I now document the results of event studies for.lakd non-U.K. firms for March 25, 2009 and the day

thereafter.

3.1UK. firms

Table 2 provides results for the full regressionf@t U.K. firms. The dependent variableGamulative
abnormal returndCAR) [0; 1] in columns (1)-(4) an€umulative raw return§CRR [O; 1] in columns
(5)-(6). Without further control€Corruption exposuréoads significantly negatively on abnormal returns
with a coefficient of -0.72, i.e., firms that areoma exposed to high-corruption regions have more
negative abnormal returns around passage of the BtiKery Act (column (1)). This result is robust t

controlling for industry fixed effects and furthBrm-level controls, alleviating concerns that isthy
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corruption levels or other firm-specific charactéds may drive the result. In the full specificati
(column (3)), an increase of one standard devidtidDorruption exposurés associated with an 0.73%
(= 0.79 x 0.93%) decline in firm value, which isuaglent to $12.9 million (= $1,772 million * 0.8
for the mean firm. One example illustrating a otamdard deviation difference @orruption exposurés
given by the comparison between an average samgleficim with seven subsidiaries in the U.K., wih
Corruption exposureof 2.3 (= 10 - 7.7), and an otherwise comparablK. firm that operates six
subsidiaries in the U.K. and one in Russia; thigfdirm’s Corruption exposurés 3.1 = (10 — 7.7)*(6/7)

+ (10 - 2.1)*(1/7)).
[[ INSERT Table 2 about Here]]

As shown in Table 1, of the U.K. sample firms, 48.do not have subsidiaries outside the U.K.; these
firms have aCorruption exposur@f 2.3 by construction. The coefficient fGorruption exposurés still
significantly negative (-0.79) when | re-run theimaegression for firms with at least one foreign
subsidiary. None of the other control variablesvjute explanatory power around the passage of tKe U.
Bribery Act; the number of subsidiaries loads inffigantly negatively, while size loads weakly
positively*® | repeat the main analysis using raw returns amdrols (column (5)), as well as additional

controls used to construct four-factor alphas (ewly6)), and confirm my previous results from Cohsm
(1)-(4).

For robustness, | repeat the analysis using aligenavent days, event windows, measures of
corruption exposure, measures of firm value, arghmple of non-U.K. firms. | first consider other
attempts to pass anti-bribery regulation in the .Ua§ well as failures to do so. Using related &sven
alleviates concerns that other events drive thadteeen March 25, 2009. | follow the procedure disx
in Section 1.1 to identify announcements in U.Kwsjgapers of attempts to pass anti-bribery regulatio

(and the failure of such attempts) in the U.K. dgr2000-2011.

13 The correlation between the natural logarithmhef value of assets and the number of subsidiasi€s5B8. My results are
unaffected by removing either (or both) of thesetaas.
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Following the main specification (column (3) in Tal2) for alternative event days, in Table 3 |
find that the coefficients oforruption Exposureare not statistically significant on most relawdent
dates, yet they do reliably follow the direction néws in most cases. Specifically, two early
announcements of legislative attempts to tacklbeyi result in negative returns for firms exposed t
perceivably corrupt regions while later events dbincur statistically significant abnormal retur@ne
may speculate that some of the later events areasexciated with statistically significant abnormal

returns because these attempts look exactly likeeeattempts that subsequently failed.
[[ INSERT Table 3 about Here]]

Stacking all events bearing news in favor of stesrmggulation, | find tha€orruption exposure
provides significant explanatory power falbnormal returns on event days; the same is netftrudays
bearing news on reversals of efforts to toughenladign. The average event with newspaper coverage
favor of stronger regulation is associated withoefficient of —0.34% orCorruption exposureTo put
this estimate into perspective, firms one standidation more exposed to perceivably corrupt negjio
lose 1.88% = 7*0.34%*0.79 over all seven such exefver five events with newspaper coverage

suggesting a weakening of regulation, the aver#fgetes relatively small (0.16% = 5*0.04%*0.79).

Panel B of Table 3 presents the results of altermatvent windows up to eight weeks before andr afte
passage of the U.K. Bribery Act. | find the fulfedft around March 25, 2009, rather than beforefter a

that day.

One concern with th€orruption exposuraneasure is that it weighs subsidiaries equally. In
Panel C, | therefore examine a range of alternatieasures. Weighing each subsidiary by its revenues
reconfirms the main result from Table 2, althoughhwiewer observations and at lower statistical
significance. Neither excluding sovereign tax havéem the construction dorruption exposureor
using Worldwide Governance Indicatdr&€ontrol for Corruptionas a measure of corruption affects
results, as shown in Panel C. A further extenssothat bribery is more common in certain industries

While industry fixed effects take care of this ifibsidiaries operate in the same industry as their
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headquarter firms, it might be that some firms arere exposed to certain industries through their
subsidiaries. | examine this idea using sectorumion measures obtained from the World Bank's
BEEPS survey and from Transparency Internatiorgd'storal Corruption Indicator. Not all industrige a
captured by these sources, so that the samplelips considerably. | find that firms more exposed

corrupt industries through operating subsidiamesadrrupt industries are more negatively affected.

Panel D in Table 3 shows that the negative firnueakaction of U.K. firms is also reflected in
long-term firm value measures. For the 2007-2018péa period, | estimate a pooled panel regression
using Tobin’s Q and revenue growth as dependeidblas. Using dummy variables to identify the time
after passage of the Act but before enforcemmid-eveny, as well as the time after enforcement of the
Act (post-event | document that Tobin’s Q and revenue growtldgern after passage, more so for U.K.

firms with higher exposure to perceivably corruggions and also relative to non-U.K. firms.

| also investigate whether something else may laen the negative market reaction of U.K.
firms with high exposure to perceivably corruptioeg on March 25, 2009 by studying non-U.K. firms.
These firms are subject to the U.K. Bribery Acthiéy are exposed to the U.K. and perceivably corrup
regions. Panel E in Table 3 shows that non-U.Kndirthat (i) have a U.K. subsidiary and (ii) higher
Corruption exposureexhibit more negative abnormal returns on the ewate. For such firms, an
increase of one standard deviationGorruption exposuras associated with a 0.58% (=1.77 * 0.33)
decrease in firm value. Not all non-U.K. firms aaually affected by U.K. regulations, in part besmof
differences in detection probabilities and costspspcution and enforcement probabilities, and
reputational losses, but also due to differentlieeé home country anti-bribery regulation. Sptigithe
sample into non-U.K. firms headquartered inside antkide of the OECD, | find that the negative

spillovers are more pronounced among OECD firms.

This last test also helps rule out an alternatixgamation for my main result. It could be that
U.K. firms with high exposure to perceivably corruggions find it optimal to withdraw from a

perceivably corrupt region when facing substargda@ts of implementing effective internal anti-bripe
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controls without having used bribes in the firsiqd. However, non-U.K. firms are exempted from the
internal control requirements in Section 7 of thet;Anevertheless, as shown in Panel E, they are

negatively affected on the day the Act is passed.

My results are robust to a range of additional dhath event study tests that are unreported for
brevity. First, | use non-U.K. indices to calcul@ARs(Zhang 2007§" Second, event-time clustering
could bias the coefficient found f@orruption exposureTo alleviate this concern, | follow Karpoff and
Malatesta (1995) in using seemingly unrelated issioBs (SURS) to calculate CARs on portfolios of
firms with different levels of exposure to percdisacorrupt countries. Third, results on relatecree
(Table 3 Panel A) are robust when | allow slopesGmrruption exposureto shift on event days
(following Schipper and Thompson 1983). Finallye ttesults reported in this paper are not sensitive

other specifications of the estimation period dfedént treatment of outliers.
3.2 Direct competitorsof U.K. firms

| have shown that the U.K. Bribery Act reduced tadue of U.K. firms with exposure to perceivably

corrupt regions. | now examine spillovers of th&\Bribery Act on competitors of U.K. firms.

Table 4 presents the results of regression (2)¢clwtasts whether non-U.K. firms with exposure
to U.K. competition and without exposure to the Udfe positively affected by the Act. In additian t
dummy variables indicating whether (i) subsidiar@sned by non-U.K. firms compete directly with
those owned by U.K. firms and (ii) non-U.K. firmseaxposed to the U.K. Bribery Act, | control fam
U.K. firms’ Corruption exposureThis is important because competing with U.Kmirmay be correlated

with Corruption exposure’

[[ INSERT Table 4 about Here]]

14 Specifically, | follow specification (1a) in Zhan@007), which contains contemporaneous Canadiargggan, and Asian
returns, as well as lead European and Asian retlttowever, | restrain from using non-local indiégesmy main specification
because, in a competitive setting with unilateeglulation, non-U.K. indices may reflect spillovexdacompetitive effects.

» Empirically, the correlation between U.K. compeiitiand corruption exposure is less than 0.1.
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The results in Table 4 show that increased exposukd.K. competition outside the OECD is
associated with more positive CARs but only among-b.K. firms that are not exposed to the U.K.
Bribery Act through a U.K. subsidiary (columns éhjd (2)). Firms that are exposed to competitio wit
U.K. firms through their non-OECD subsidiaries artd exposed to the U.K. have 0.51% more positive

CARs around the passage of the U.K. Bribery Act.

Competitors of U.K. firms may benefit through twdannels. First, some unregulated
competitors’ expected payoff from offering bribegyrincrease as regulated firms may decide to quit
perceivably corrupt regions, resulting in a reductin competition (e.g., Beck and Maher 1989). &d¢o
competitors subject to anti-bribery regulationhieit home country already but nevertheless comgétin
corrupt regions may benefit because the U.K. Byil#st levels the playing field. In an attempt tcegh
light on the channel driving my main result on k. firms, | split the sample by headquarter regio
For instance, firms headquartered in OECD countiiedy adhere to the OECD Bribery Convention,
while U.S. firms likely adhere to the even stride&PA. | find that the positive effect of the U Bribery
Act on direct competitors is strongest among norEDHEirms (+0.97%), suggesting that presumably less
unregulated firms benefit the most. The effect ®0D firms is insignificantly positive, and evendeso
for U.S. firms. The main result is similar in maigiie when including non-U.K. firms that do not have

non-OECD country operations.

One might argue that, rather than the presencaléet competitor, the size of that competitor is
a good proxy for potential business opportunitieg become available to non-U.K. firms after pagsafg
the Act. For each non-U.K. firm, | measure the ©i£&J.K. competition by the logarithm of sales made
by those U.K. subsidiaries that compete directlihvgiubsidiaries owned by respective non-U.K. firms.
As before, | focus on subsidiaries headquarteradidri OECD countries. Indeed, | find that non-U.K.
firms exposed to competition from larger U.K. sdliiies prior to passage of the Act have more pesit

abnormal returns around passage (column (8)).
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4. Long-run implications of the U.K. Bribery Act

In order to shed more light on the drivers behimel drop in U.K. firms’ value due to the U.K. Brilyer
Act, | examine U.K. firms’ response to the Act errhs of subsidiary locations and revenues, as agell

M&A and JV activity.
4.1 Geographic exposure

An increase in the cost of doing business affdetsdecision to open new subsidiaries or to continue
operating existing ones, more so where corrupterls are perceived to be high. Consider a subgidia

whose revenue depends on paying bribes to locdlodties. Anti-bribery regulations increase the

expected costs of paying bribes, which makes thsidiary less profitable, perhaps even unprofitable

Similarly, a subsidiary that has to implement gostiternal anti-bribery controls due to anti-briper

regulations may turn unprofitable.

To test whether the U.K. Bribery Act affects firmmibsidiary locations, | examine U.K. firms’
corruption exposure and their presence in regiohsrev corruption levels are perceived to be high. |

employ firm-level data for the 2007-2012 period.

In Panel A of Table 5, | present the results ofaaalysis of firms'Corruption exposureln
constructing theCorruption exposurevariable, | weigh subsidiary countries using tf®& Corruption
Perceptions Index so that my results are not driyeghanges in that index. | denote Mid-eventthe
period after passage of the Act but before its mefment (2009-2010), and WBost-eventthe years

thereafter (2011-2012).
[[ INSERT Table5 about Here]]

| document that, relative to 2007-2008, U.K. firmignificantly increased their exposure to
corrupt regions by 0.049 during 2009-2010 and By4.(i.e., a further 0.025) thereafter; all sanfjslas
increased their exposure by 0.083 and 0.120, r@sphc (columns (1)-(2)). Second, comparing the

increase in corruption exposure by U.K. firms tattbf non-U.K. firms, | find that U.K. firms incread
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their exposure more slowly than non-U.K. firms, mr\adter controlling forindustry times yeafixed
effects (columns (3) and (4)). This effect occursniediately after the passage of the U.K. Bribery Ac
and does not reflect a pre-trend, as shown whdndimgy a pre-event dummy for U.K. firms in 2008

(column (5)).

Second, | shed light on whether the relatively logmowth in Corruption exposure exhibited by
U.K. firms was driven by (i) increases in U.K. fishexposure to regions perceived to be less cooupt

(ii) decreases in U.K. firms’ exposure to regioesgeived to be corrupt.

In Panel B of Table 5, | examine changes in thaditigm of the number of subsidiaries in and
outside of OECD countries, as well as in countifie$ are among the 50 most corrupt countries aguprd
to Transparency International’s Corruption Peraeysilndex, at the firm level. Overall, both U.K.dan
non-U.K. firms establish more subsidiaries in OE&@RI non-OECD countries after 2009 (columns (1)-
(2) and (5)-(6)). DurindVid-eventandPost-evenperiods, the average sample firm increases itsbeum
of OECD subsidiaries by 19.1% and a further 17.4940,365-0.191), and its number of non-OECD

subsidiaries by 23.8% and a further 29.9%, respagti

Further, relative to non-U.K. firms, U.K. firms emge relatively more in OECD countries right
after the passage of the U.K. Bribery Act (coluniBs(4)), and relatively less in non-OECD countries
right after enforcement of the U.K. Bribery Act 2011 (columns (7)-(8)). This latter effect is

economically slightly stronger for subsidiariegtie 50 most corrupt countries (column (9)).

Taken together, after passage of the U.K. Bribecy, A.K. firms become less exposed to perceivably
corrupt regions. Only part of this effect is driveg U.K. firms’ reduced engagement in perceivably

corrupt regions.
4.2 Revenues

Above | document that the U.K. Bribery Act slowedlah U.K. firms’ expansion into perceivably corrupt

regions. In order to understand whether this deretmt is associated with a drop in revenues or Ignere
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reflects closures of small subsidiaries, | analgenues from perceivably corrupt regions at thma find
subsidiary level. In Table 6, the dependent vaeislare the sum of firms’ revenues by region usitg d
from all subsidiaries (columns (1)-(7)) and sulmidirevenues of surviving subsidiaries (i.e., sliasies

with revenue data in the pre-, mid-, and post-epenibds; columns (8)-(9)), respectively.

[[ INSERT Table 6 about Here]]

As far as revenue from OECD countries is concerkkl, firms experience an increase after
passage of the U.K. Bribery Act and a further insee after enforcement. Non-U.K. firms experience a
slightly less pronounced increase after passagediah up during the post-event period (columns (1)
(2)). This increase in revenues may partly reflextovery from the financial crisis and is robust to

additionally controlling for industry times timexéd effects (column (3)).

In terms of revenue from outside of the OECD, Uikns experience an increase of 11.6% and
16.3% during the mid- and post-event period, retbgeg. However, non-U.K. firms’ revenues from such
regions increase significantly faster after 201#&, after enforcement of the Act (columns (4)-(5)).
Economically, after enforcement, U.K. firms’ revesufrom non-OECD countries grow 11.9 percentage
points more slowly after controlling for time-vamia industry and parent headquarter country
characteristics (column (6)). This effect is mucbrenpronounced when focusing on revenue from the 50
most corrupt countries. Revenue generated by Urksffrom such countries grew 28 percentage points

more slowly after enforcement of the Act (colump)(7

The structure of the Orbis data additionally alldesanalysis of subsidiary-level revenue data.
This allows for making statements about U.K.-owrsedbsidiaries in perceivably corrupt regions after
controlling for a wide range of subsidiary chardstes, alleviating concerns that U.K. subsidiarae
different. In columns (8) and (9) of Table 6, | éidcon surviving subsidiaries. Indeed, compared to
subsidiaries owned by non-U.K. firms, subsidiadesed by U.K. firms experience a drop in revenue of

14.5 percentage points during the post-event pened after controlling for subsidiary fixed effect
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Further controlling for headquarter country timesuyand industry times year fixed effects, | find
that the drop in revenues is significantly morenaanced among U.K.-owned subsidiaries headquartered
in regions perceived to be more corrupt, as shaw@dlumn (9), which reconfirms the previous results
This latter result helps alleviate one additior@ieern: It may be that the drop in firm value eiteit by
U.K. firms (Section 3.1) reflects higher expecteddl costs and penalties associated with operating
regions perceived to be more corrupt. For this angtion to drive the entire drop in firm value e th

revenue of survivingubsidiaries should be unaffected by the Act.
4.3 Mergersand acquisitions

Above, | have shown that U.K. firms added fewersddilaries in perceivably corrupt regions than non-
U.K. firms after enforcement of the U.K. Bribery tAt now examine whether one form of opening new
subsidiaries—M&A activity—was affected. Notably,cadsitions in perceivably corrupt regions may be
associated with additional costs, such as costsmpiEmenting internal controls or costs associatéd

the probability of such targets engaging in bribezgardless of internal controls. In Table 7, Idstu
M&A activity around passage of the Act (2007-201Zhe number of M&As with targets in OECD
countries declined throughout mid- and post-evemtogls; this decline is pronounced for U.K. firns a

much as for all sample firms (columns (1)-(3)).
[[ INSERT Table 7 about Here]]

A different picture emerges from studying targatssime OECD countries. U.K. firms conducted
7.6% and 5.8% fewer M&As outside OECD countriesimurthe mid- and post-event periods after
controlling for firm fixed effects and time-variaimdustry effects, respectively, while the numbkswuch

deals by non-U.K. firms did not change (columns(@).

The findings in this subsection show that one fafmoing business in perceivably corrupt

countries—M&As—was adversely affected by passagbet).K. Bribery Act.
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4.4 Joint ventures

It is not ex ante clear whether U.K. firms engag&eror less in JVs after the Act. On the one h#ridj-
party transactions fall under the provisions of thé&. Bribery Act; if JV partners are found to be
engaged in bribery, U.K. firms are liable for parsi actions. On the other hand, it is harder teate

bribery by third parties and to link such activdtigack to U.K. firms.

In Table 8, | examine the number of JVs by targgfion for the 2007-2012 period. Overall, |
document a reduction in the number of JVs insideCDEountries; this reduction is neither statistical
significant nor more or less pronounced for U.Km§ relative to non-U.K. firms (columns (1)-(3)).
Similarly, JV activity outside OECD countries doest increase or decrease throughout the sample
period, and decreases only significantly for U.iKkm during the post-event period (columns (4)(6))
should be noted that JV data are relatively spamsepotentially biased towards JVs that occurreersd

years ago; also, JV data do not allow for statemebout quality and types of JVs.
[[ INSERT Table 8 about Here]]
5. Conclusion

In this paper, | show that passage of the U.K. @gibAct leads to a permanent drop in the value 4. U
firms, while the value of non-U.K. firms competimtirectly with U.K. firms increases. Furthermore,

passage of the Act adversely affects U.K. firm@remmic activity in perceivably corrupt regions.

My evidence is consistent with the notion that esitare a major aspect of doing business in
certain regions. Anti-bribery regulation is codtly affected firms and reduces their ability toligsiness
in some regions but benefits unregulated compsti®ome caution is warranted because part of thie Ac
effect on firm value may be due to higher expettgal costs and penalties associated with operating
perceivably corrupt regions. Similarly, U.K. firmsay withdraw from these regions to avoid the coéts
implementing internal controls without ever havimged bribes. In order to show that these alteraativ

explanations do not explain the full effect, | domnt a decline in the revenues of surviving subsiiet
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owned by U.K. firms and a drop in value of non-Ufkms that are subject to penalties and fines but

exempted from the internal control requirementthaAct.

One important topic for future research is whetiher regulatory punishment that can be meted
out under the U.K. Bribery Act has implications fam boundaries, such as decisions about whether o
not to internalize customers or suppliers. Addiiby) | focus on the costs and benefits to firmsaofi-
bribery regulations. Research on the social benefid costs of the U.K. Bribery Act for the U.K.tbu
also for perceivably corrupt countries can helpicte@ more complete picture of the motives for anti
bribery regulation and its implications. This pamenstitutes a first step towards understanding the

implications of anti-bribery regulation for reguddtfirms and their unregulated competitors.
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Appendix 1. Brief outline of U.K. legislative procedure

In the United Kingdom, a draft (bill) must go thgfuvarious formal stages in the House of Lords éapp
house of Parliament) and the House of Commons (ldwese). Once the draft is passed in the same
form by both houses, it receives Royal Assent (enédity) and becomes an official d€tA timeline of
events related to the U.K. Bribery Act 2010 is give Table Al.

Table Al: Timeline of the legidative process of the U.K. Bribery Act 2010

Date Stage

Nov. 19,2009 1% reading: House of Lords
Dec. 9, 2009 2" reading: House of Lords
Jan.7,2010 1% sitting: House of Lords

Jan. 13,2010 2" sitting: House of Lords

Feb. 2, 2010 Report stage: House of Lords
Feb.8,2010  3“reading: House of Lords
Feb. 9, 2010 1% reading: House of Commons

Mar.3,2010 2" reading: House of Commons
Programme motion: House of Commons

Mar. 16,2010 1°%'sitting: House of Commons
2" sitting: House of Commons

Mar. 18,2010 3“ sitting: House of Commons
4" sitting: House of Commons

Mar. 23,2010 5" sitting: House of Commons
Apr. 7,2010 Report stage: House of Commons
3 reading: House of Commons
Apr.8,2010  Ping pong: House of Lords/Commons
Royal Assent

Legislation typically begins in the House of Lord$e first and second readings in the House of $ord
transpire in front of the (present) Lords; thetfirsading is without debate, but concerns can eda
during the second reading. “Sittings” take placeeammittees of interested members of the House of
Lords and are responsible for a detailed, linethg-Examination of the bill. Amendments are cobelct
before sittings and are discussed and voted upoinglthe sitting. In a House of Lords sitting, the
government is not allowed to restrict either thbjects discussed or the time spent in discussifter A
sittings, the bill is printed with all agreed amerehts and is moved to the report stage, duringtwaity
member of the House Lords can make further amentnzemd vote. The bill is “cleaned up” during the
third reading, then it moves to the House of Comsndtere it follows the same steps, although siting
can face both subject and time restrictions. Omeeraled and voted on during the report stage, this bi
cleaned up and moves back to the House of Lordsisare that its members agree on the amendments
made by the House of Commons. “Ping pong” is tlee@dure of moving a bill back and forth between
both houses until they reach agreement on the exating. Royal Assent consists of the Monarch
formally agreeing to turn the bill into an Act.ib agreement is reached between the two housestthen
bill fails; however, it can be passed by the HoofeCommons using the Parliament Acts—that is,
without consent of the House of Lords.

16 See http:/www.parliament.uk/about/how/laws/passiait)/lords/Irds-lords-first-reading/ (accessedghist 15, 2013) for an
excellent illustrative description of the process.
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Appendix 2: Variable definitions

Variable

Description Data Source

Firm value measures

Cumulative abnormal
returns [a;b]

Cumulative raw returns
[a;b]

Tobin’s Q

Cumulative daily abnormal returns in % from closioig daya-1 to closing of Datastream
day b relative to some event date. Unless stated oteerwthe event date is

March 25, 2009. Daily abnormal returns are obtaifiech parameters of a four-

factor Carhart (1997) model estimated over dayZOf —41] relative to event
days.Excess return on the markistthe return of the local index over and above

the local risk-free rateSizeandbook-to-marketatio are constructed using the

cutoffs described in Kenneth French’s data libragt using accounting data

from Osiris; Momentum is constructed as describedénneth French’s data

library using returns on two size portfolios andeth momentum portfolios (2x3

=6 portfolios)

Cumulative daily stock returns in % from closing a@ewy a-1 to closing of dayp Datastream
relative to some event day. Unless stated othenthseevent date is March 25,

2009

(MV of Total Equity+MV of Total Liabilities)/(BV ofTotal Shareholder Equity Orbis
+BV of Total Liabilities). Regressions use the matlogarithm.

Corruption exposure measur es

Corruption exposure
(main measure)

Corruption exposure
value-weighted by
subsidiary revenues

Corruption exposure
equally-weighted
excluding tax havens
Corruption exposure
equally-weighted using
World Governance
Indicators (WGI)

Corruption exposure
equally-weighted using
BEEPS Surve$ector
Corruption levels

Corruption exposure
usingBEEPS Survey
Sector Corruption
levels (value-weighted
by subsidiary revenue

Corruption exposure
equally weighted using
Transparency
International’s Sectoral
Corruption levels

Combines, for each firm, subsidiary location datarf Orbis with Transparency Orbis,
International’s Corruption Perceptions Index (CHHpr each firm,Corruption Transparency
exposureis the sum—over all countries—of the percentagetta firm’'s International
subsidiaries headquartered in the focal countr®088 multiplied ly the CPI of (TI)

that country in 2008. The resulting sum is sub&@dtom 10 (the upper limit of

the CPI) so tha€orruption exposures increasing in firms’ exposure to high-

corruption regionsThis is the main measure used throug the papel

Constructed like the mairCorruption exposuremeasure (see above) buOrbis, Tl
additionally weighing by the fraction of revenuesngrated from firms’
subsidiaries.

Constructed like the mai@orruption exposureneasure but excluding territoriesOrbis, TI,
characterized as tax havens as per OECD’s Greydsstf August 17, 2009). OECD

Constructed like the mai@orruption exposureneasure but using ti@ontrol of Orbis,

Corruptionmeasure provided by Worldwide Governance Indicaf@/Gl). Worldwide
Governance
Indicators

Constructed like the main corruption exposure measut using subsidiaries’ Orbis, World

industry corruption levels to weigh observationsdustry corruption levels are Bank

obtained from the 2009 version of the EBRD-WorlshB8usiness Environment Business

and Enterprise Performance Survey (BEEPS). Thigseyuwas conducted in Environment

2008-2009 among 11,800 firms from 29 Eastern E@oad Asian countries. and Enterprise

The corruption measure tabulates, by industry, percentage of firms Performance

responding “major” (i.e., 4 on a 5-point scale) ttds question: “please... Survey

[indicate whether this] factor is No Obstacle, anbti Obstacle, a Moderate(BEEPS)

Obstacle, a Major Obstacle, or a Very Severe Olestacthe current operations

of this establishment” when the factor in questi®ricorruption.” Respondents

provide primary SIC codes, which are converted th® Fama—French industry

classifiers

Constructed as before but additionally weighing thg fraction of revenues Orbis, World

generated from firms’ subsidiaries. Bank
Economic
Survey

Constructed like the main corruption exposure meabut using TransparencyOrbis, Tl
International’s Sector Corruption measure assatiatiéh the industry of firms’
subsidiaries to weigh observations.
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Controls

Market value Market value at the end of the caleyéar.

Assets Total assets. Regressions use the natgeailttam. Orbis

# Subsidiaries Number of subsidiaries owned to nthem 50%. Regressions use the natur@rbis
logarithm.

FTSE4GOOD For UK. firms, this is a dummy set eqt@ll if a firm was part of the FTSE Group

FTSE4Good U.K. Index in 2008. For non-U.K. firmkistis a dummy set equal
to 1 if a firm was part of the FTSE4Good All Index2608

ADR A dummy variable set equal to 1 if a firm hasADR in the U.S. in March 2009 BNY Mellon
or in the prior two year:

US subsidiary A dummy set equal to 1 if a firm kdd.S. subsidiary in 2008. Orbis

Beta The coefficient on market excess returnsriggaession of firm excess returns oiDatastream
market excess returns over day294; —41] before March 25, 2009.

Market-to-book Market value in 2008 over book value in 2( Orbis

Momentun Cumulative raw returns over the 6 months up to 4 deefore March 25, 200  Datastrear

UK subsidiary A dummy set equal to 1 if a firm e .K. subsidiary in 2008. Orbis

Foreignsubsidian A dummy set equal to 1 if a firm has a foreign sdiasy in 2008 Orbis

Competes with U.K. A dummy variable set equal to 1 if at least ona ofon-U.K. firm’'s non-OECD Orbis
firm outside OECD subsidiaries competes directly with a U.K. firmigbsidiary. A non-U.K. firm’s
subsidiary is defined as competing directly withl &. firm if that subsidiary (i)
is headquartered in the same non-OECD country deaat one U.K. firm's
subsidiary and (ii) operates in the same Fama-FRref® industry as that

subsidiary
Subsidiaries, M&As, and JVs
Number All The number of subsidiaries/M&As/JVs d&etfirm-year level. Restricted toOrbis, Zephyr

subsidiaries held to more than 50%, M&As that lead-50% control, and JVs
involving at least one public partner. Regressigsesthe natural logarithm.

% ... in OECD % of subsidiaries/M&A targets/JV parsi@eadquartered in OECD countries a@rbis, Zephyr
thefirm-year level

% Revenues OECD % of firm revenues from OECD sudséd at the firm-year level. Uses dat®rbis
from all subsidiaries

% Firms with OECD % of firms with at least one OECD (non-OECD) sulzsidM&A/JV at the firm- Orbis, Zephyr
(non-OECD) ... year level.

Subsidiary revenues Average revenues obtained &dinm’s subsidiary at the subsidiary-year levelOrbis
Restricted to surviving subsidiaries, i.e. subsidgawith revenue data in the pre-
mid-, and post-event periods. Regressions useatueai logarithm.

Time dummies

Mid-event A dummy set equal to 1 in years 2009 200, i.e. in years during which the draft of th&U
Bribery Act 2010 was passed by the government casion but not enforced.
Post-event A dummy set equal to 1 in years 20112844 (i.e., years during which the U.K. BriberytAc

2010 was enforced).

Country classifications

OECD A dummy set equal to 1 if a firm is headdei@d in/has a subsidiary in an OECD country.

OECD non-US A dummy set equal to 1 if a firm eéatiquartered in/has a subsidiary in an OECD countitrgr
than the L.S.

Non-OECD A dummy set equal to 1 if a firm is headquartered in/does not have a subsidiary inEX@OD
country
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Tablel
Summary statistics

This table provides summary statistics for variahlsed in event studies for U.K. firms (Panel A)l aon-U.K.
firms (Panel B), as well as in the analysis of fmesponses to passage of the U.K. Bribery Ach€PL).
Appendix 2 provides detailed variable definitioddl continuous variables are winsorized at the 186 9%
levels. In Panels A and B, observations are atfithelevel using 2008 data, with the exception@fimulative
abnormal returnswhich denote abnormal returns relative to Marbh 2009 (when the draft of the U.K. Bribery
Act was passed) and the next day. In Panel A, fainesadditionally split byroreign subsidiarya dummy variable
set equal to 1 if a firm has at least one subsidiartside of the U.K. in 2008. In Panel B, firm aplit byU.K.
subsidiary, a dummy set equal to 1 if a firm haseast one subsidiary in the U.K. in 2008. ** artd tlenote
significance at the 5% and 1% level respectivatyPanel C, observations are at the firm-year (ex8epsidiary
revenues ($000svhich is at the subsidiary-year level) over t882-2012 period.

Panel A: UK. firms

Mean SD Median # Obs Foreign Difference
Subsidiary
Yes No
Cumulative abnormal returAR[0;1] -0.43% 2.38% -0.52% 1,097 -0.55% -0.27% -0.28%
Corruption exposure 2.56 0.79 2.30 1,244 2.76 2.300.46  wx
Market value ($mn) 1,772 9,813 107 1,244 2,833 4002,433
Number of subsidiaries 41.4 256.9 9.0 1,244 65.4 310 55.1 =
FTSE4Good (dummy) 16.1% 36.7% 0.0% 1,244  22.4% 7.9%4.5%
ADR (dummy) 17.6% 38.1% 0.0% 1,244  25.6% 7.2%  18.4%-
US subsidiary (dummy) 30.2% 45.9% 0.0% 1,244  56.49%0.0%  56.4%
US link (dummy) 37.9% 48.5% 0.0% 1,244 61.6% 7.2% 4.4% =
Foreign subsidiary (dummy) 56.4% 49.6% 100.0% 1,244
Panel B: Non-U.K. firms
Mean SD Median #0bs U.K. Subsidiary Difference
Yes No
Cumulative abnormal returrAR0;1] 0.27%  3.45% -0.02% 9,457 0.36% 0.24% 0.12%
Corruption exposure 3.48 1.77 2.72 11,662 2.93 3.69 (0.76) ***
Market value ($mn) 2,824 12,600 339 11,662 5,856 6648, 4,188 ***
Number of subsidiaries 27.8 125.4 8.0 11,662 643 391 50.4 ***
FTSE4Good (dummy) 2.6% 16.0% 0.0% 11,662 6.8% 1.0% 5.8% ***
ADR (dummy) 10.9% 31.2% 0.0% 11,662 18.5% 8.0% 0. 5x**
US subsidiary (dummy) 45.7%  49.8% 0.0% 11,662 73.2% 35.2% 38.0% ***
US link (dummy) 51.7% 50.0%  100.0% 11,662 78.5% 5e4. 37.0% ***
US link (non-U.S. firm; dummy) 32.3% 46.8% 0.0% /7 64.7% 22.4% 42.3% ***
Competes with U.K. firm outside OECD 43.2%  49.5% .0% 2,510 66.5% 31.4% 35.1% ***
Foreign subsidiary (dummy) 58.6% 49.3%  100.0% 11,66 100.0% 42.8% 57.2% ***
U.K. subsidiary (dummy) 27.6% 44.7% 0.0% 11,662
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Panel C: Subsidiaries, revenues, M & As, and JV's

Mean SD Median # Obs

(i) Subsidiaries

Number all 21.7 104.9 6.0 84,256

% Subsidiaries in OECD 63% 44% 92% 84,256

% Revenues OECD 73% 43% 100% 84,256

% Firms with OECD subsidiary 73% 45% 100% 84,256

% Firms with non-OECD subsidiary 54% 50% 100% 88,2

Subsidiary revenues ($mn) 311 602.7 15.1 784,464
(ii) Mergers and Acquisitions (M&AS)

Number all 1.8 1.8 1.0 16,675

% Target in OECD 76% 41% 100% 16,675

% Firms with OECD M&A target 79% 41% 100% 16,675

% Firms with non-OECD M&A target 30% 46% 0% 16,675
(i) Joint Ventures (JVs)

Number all 2.9 1.7 2.0 2,250

% Partner in OECD 41% 48% 0% 2,250

% Firms with OECD JV partner 43% 50% 0% 2,250

% Firms with non-OECD JV partner 62% 49% 100% 2,250
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Table2
Firm value of U.K. firms around passage of the U.K. Bribery Act

This table relates returns of U.K. firms around gessage of the U.K. Bribery Act to firm charagtcs. The
sample consists of all publicly listed U.K. firmgith the exception of column (4), which focuseslaK. firms with

at least one foreign subsidiary. The dependenabbriisCumulative abnormal returr®;1] in columns (1)-(4) and
Cumulative raw returnf);1] in columns (5) and (6). These returns aratie to March 25, 2009 (when the draft of
the U.K. Bribery Act was passed) and the next dagpendix 2 provides detailed variable definition|
continuous variables are winsorized at the 1% &% Bvels. Industry fixed effects (Fama—French&®)included
as indicated. Standard errors are clustered anthestry level t-statistics are given in parentheses; *, **, and **
denote significance at the 10%, 5%, and 1% leve&pectively.

Dependent Variable: Dependent Variable:
Cumulative abnormal returns [0;1] Cumulative raturns [0;1]
Firms with
All Firms  All Firms Al Firms Foreign All Firms All Firms
Subsidiary
@ ) ®3) 4) ®) (6)
Corruption exposure -0.717*  -0.838** -0.925** -@1* -0.842** -0.931**
(-2.08) (-2.26) (-2.42) (-1.85) (-2.20) (-2.43)
LN(Assets) 0.223 0.511 0.454** 0.226
(1.00) (1.60) (2.48) (1.01)
LN(# Subsidiaries) -0.204 -0.021 -0.317 -0.206
(-0.64) (-0.05) (-0.99) (-0.64)
FTSE4GOOD (dummy) -1.306 -0.835 -1.422 -1.285
(-1.30) (-0.67) (-1.43) (-1.28)
US link (dummy) -0.607 -0.500 -0.526 -0.587
(-0.81) (-0.52) (-0.71) (-0.78)
Beta 0.979
(0.77)
Market-to-book 0.022
(0.70)
Momentum -0.728
(-1.18)
Industry FE No Yes Yes Yes Yes Yes
N 1,097 1,097 1,097 618 1,097 1,097
Adj. R? 0.004 0.043 0.055 0.096 0.053 0.055
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Table3
Robustness tests

This table provides robustness tests for the mesnlts (Table 2). Panel A replicates the main tdsulalternative
event dates. Each row shows the coefficien€Cormruption exposuravhen replicating the main specification (Table
2, column (3)) on a day with news concerning bitbrexgulation and the day thereafter. The left-hgidé variable
Cumulative abnormal returfD;1] is based on abnormal returns obtained radatd these alternative days. Events
are derived from a Factiva search for “bribery’'UrK. newspapers. The table reports the coeffidenCorruption
exposureconstructed using Orbis data for the relevant ,yesing 2005 data for events prior to 2005. Besttles
controls used in Table 2, the stacked regressitsts @ntain date fixed effects multiplied with irsdty fixed
effects, and standard errors are clustered atitirelével. For the stacked regression with all égenalues for
CARO;1] of events with the predicted positive directiare multiplied by —1. Panel B replicates the m@sult
(Table 2, column (3)) using alternative event wiwdcaround the event date to construct the dependeiable.
Panel C replicates the main specification (Tabledumn (3)) using alternative geographic and inguievel
measures oCorruption exposurePanel D relates long-run measures of firm valne sevenue growth to firm
characteristics for a panel of firms for 2007-20t2columns (1)-(4), the dependent variable isrthtural logarithm

of Tobin’'s Q and in Column (5), the dependent variabl&®&/enue growthCorruption exposure is measured as
before but held constant after 2009. Controls itelthe logarithm of total assets and fixed effexdsdenoted.
Columns (1)-(2) consider publicly listed firms hgadrtered in the U.K.; other columns consider te@i®universe

of firms with available data. Standard errors dtestered at the year and country level (2-way elisdt Panel E
documents spillovers of the U.K. Bribery Act to AOrK. firms with exposure to the U.K.. Columns (B}
consider all sample firms, columns (3)-(4) consiskemple firms headquartered in the OECD (exclutliregU.K.),
and columns (5)-(6) consider firms headquarteretsidel the OECD. The dependent variableCismulative
Abnormal Returnselative to March 25, 2009 (when the draft of th&. Bribery Act was passed) and the next day.
Country fixed effects interacted with industry fikeffects (Fama—French 48) are included. Standaatseare
clustered at the country and industry level. Apmerl provides detailed variable definitions. All r@ouous
variables are winsorized at the 1% and 99% level$*, and *** denote significance at the 10%, 5%nd 1%
levels, respectively.
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Panel A: Alternative bribery-related events

Predicted Corruption # Obs
Date Headline/Content Source direction exposure
03/30/2000 OECD urges U.K. to toughen anti- The Guardian - -0.241% 852
bribery laws
05/23/2000 U.K. government to announce new The Guardian; - 0.344% 843
laws aimed at bribery crackdown  Financial Times
06/21/2000 U.K. home secretary announces neivhe Independent; - -0.535%** 829
anti-bribery law The Guardian
11/09/2001 U.K. Government announces Associated Press - -0.513%* 978
measures to tackle international Newswires;
corruption, proposes tightening Evening News -
bribery laws, pushes for crack-down Scotland
on bribery by Britons abroad
09/02/2002 British anti-corruption plans brandedhe Guardian + -0.103% 996
toothless
03/25/2003 U.K. government issues draft WMRC Daily - 0.072% 993
corruption bill Analysis
08/01/2003 Corruption bill faces delay over Financial Times + 0.043% 1,072
loopholes
02/18/2004 U.K. government backtracks over Financial Times + -0.052% 1,112
bribery
12/09/2005 Corruption laws to be overhauled inGlobal Insight - -0.073% 1,219
the U.K. Daily Analysis
11/19/2008 Bribery law reform plans focus on The Times; Press - -0.121% 1,367
overseas work of businesses; Association
managers face jail in bribery cases National Newswire;
(published 20/11/2008) The Guardian; The
Daily Telegraph
07/20/2010 Clark delays enforcement of briberyFinancial Times + 0.109% 1,244
law
01/31/2011 U.K. delays enforcement of U.K.  The Wall Street + -0.030% 1,286
Bribery Act 2010 by 3 more months Journal; Reuters
Stacked regressions
All events with positive direction 1 0.040% 5,710
All events with negative direction -1 -0.337%** 7,081
All events -0.223%* 12,791
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Panel B: Alternative event windows

Around Event

Before Event

After Event

CAR CAR CAR CAR CAR CAR CAR CAR
[-10;10] [-1;+1] [-40;-11] [-10;-1] [-2;-1] [+2;+3] [+2;+10] [+11;+40]
(1) (2) (3) (4) (5) (6) (7) (8)
Corruption Exposure  -0.848*  -0.988** -0.006 0.001 0.008 0.023 -0.029 0.007
(-1.89) (-2.21) (-0.29) (0.00) (0.09) (0.25) ) (0.40)
Constant & Controls Y Y Y Y Y Y Y Y
Industry FE Y Y Y Y Y Y Y Y
N 1,097 1,097 1,097 1,097 1,097 1,097 1,097 1,097
Adj. R 0.110 0.061 0.140 0.103 0.075 0.052 0.088 0.070

Panel C: Alternative measures of corruption exposure

Geographic measures

Industry measures

Using Transparency Using Using Worldwide Using World Bank Using World Bank Using Transparency
International Transparency Governance BEEPSSurvey BEEPSSurvey International’s Sectoral
Corruption Measure International Indicators Corruption Corruption Measure  Corruption Measure
Corruption Corruption Measure Measure
Measure

Value-weighted Equally-weighted

Equally-weighted

Equally-weighted Value-weighted by Equally-weighted by

by subsidiary by subsidiary count using Orbis by #subsidiaries in subsidiary revenues in #subsidiaries in sector
revenues excl. tax havens subsidiary count sector sector
1) ) ®3) 4) ©) (6)

Corruption -0.844* -0.925** -2.003* -1.146* -1.027 -0.603

Exposure (-1.94) (-2.27) (-1.80) (-1.79) (-1.75) (-0.34)
Controls Y Y Y Y Y Y
Industry Y Y Y Y Y Y
FE
N 935 1097 1068 753 753 477
Adj. R 0.015 0.053 0.017 0.008 0.010 0.038
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Panel D: Long-term firm value implications

Dependent Variable:

Dependent Variable:

Tobin’s Q Revenue Growth
U.K. Firms U.K. Firms All Firms  All Firms All Fims
(1) (2) (3) (4) (5)
Mid-Event * UK -0.148 -0.090***
(-1.67) (-3.70)
Post-Event * UK -0.121 -0.024*
(-1.54) (-2.10)
CPI * Mid-Event * UK -0.042* -0.058** -0.020
(-2.02) (-3.05) (-1.10)
CPI * Post-Event * UK -0.050** -0.040* -0.060***
(-2.97) (-2.09) (-4.30)
Mid-Event -0.058
(-0.74)
Post-Event -0.097
(-1.27)
CPI * Mid-Event 0.018** -0.026**
(3.15) (-2.01)
CPI * Post-Event 0.004 -0.031**
(0.65) (-2.38)
Controls Y Y Y Y Y
Firm FE Y Y Y Y Y
Year FE N Y N - -
Country - Year FE N N N Y Y
N 10,175 10,175 105,062 105,062 94,866
Adj. R? 0.738 0.751 0.762 0.770 0.655
Panel E: Spillovers of the U.K. Bribery Act 2010 on non-U.K. firmswith U.K. exposure
All non-U.K. firms OECD non-U.K. firms Non-OECfirms
CAR[0;1] CARJ[0;1] CAR[0;1] CAR|[0;1] CAR[0;1] CAR;1]
1) (2) 3) (4) (5) (6)
Corruption exposure -0.067 -0.024 -0.157 -0.060 100 0.153
(-0.59) (-0.20) (-0.93) (-0.34) (0.75) (1.03)
UK Subsidiary (dummy) -0.063 0.874* -0.182 1.246* 0.708 1.840
(-0.30) (1.65) (-0.80) (1.82) (1.40) (1.59)
Corruption Exposure X -0.326** -0.529** -0.27
UK Subs. (dummy) (-2.01) (-2.26) (-1.07)
Constant & Controls Y Y Y Y Y Y
Country * Industry FE Y Y Y Y Y Y
N 9,457 9,457 6,955 6,955 2,502 2,502
Adj. R? 0.151 0.151 0.121 0.121 0.248 0.248
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Table4
Spillovers of the U.K. Bribery Act on direct competitorsof U.K. firms

This table relates returns of non-U.K. firms arouhd passage of the U.K. Bribery Act to firm chaeaistics. The
dependent variabl€AR is constructed as in Table 1. In columns (1)-{fi key control variable i€ompetes with UK
Firm outside OECDa dummy variable set equal to 1 if at least dne mwon-U.K. firm’s non-OECD subsidiaries competes
directly with a U.K. firm’s subsidiary. A non-U.Kirm’s subsidiary is defined as competing direatligh a U.K. firm if (i)
that subsidiary is headquartered in the same noGBDEbuntry as at least one U.K. firm subsidiary &idhat subsidiary
operates in the same Fama-French 48 industry dd.thefirm’s subsidiary. In column (8), competitiavith U.K. firms is
measured by the logarithm of average sales madiedsg U.K. subsidiaries that compete directly gitibsidiaries owned
by respective non-U.K. firmsNo U.K. Subsidiaryis a dummy equal to 1 if a non-U.K. firm does mave a U.K.
subsidiary in 2008. Other controls are those inetlich Table 2 Column (3) and described in Apperdisample firms are
all firms headquartered outside the U.K. that hatvkeast one non-OECD subsidiary. Columns (3)-@@her reduce this
sample to firms headquartered in certain regiomscatumn (7) contains all non-U.K. firms. Fixedexffs are included as
indicated. All continuous variables are winsorizdl% and 99% level. Standard errors are clustatéde country and
industry level.t-statistics are given in parentheses; *, **, and #fenote significance at the 10%, 5%, and 1% kvel
respectively.

Competition Measure: Dummy Competition
Measure:
Sales
Allnon-  All non- OECD OECD U.S. Non- All non- All non-
U.K. U.K. non-U.K. Non-U.S. Firms OECD U.K. U.K. Firms
Firms Firms Firms Firms Firms Firms
(1) (2) (3) (4) (5) (6) (7 (8)
U.K. Comp. X NoU.K. Suk 0.514° 0.38( 0.52( 0.32( 0.973*** 0.591° 0.093**
(1.92) (1.21) (1.32) (0.58) (3.08) (1.80) (2.07)
U.K. Competitior 0.23¢ -0.01: -0.07¢ 0.16: -1.101° 0.05¢ 0.11¢ -0.05¢
(0.99 (-0.07 (-0.30 (0.61; (-1.88 (0.25 (0.79 (-1.58
No U.K. Subsidiary 0.059 0.117 0.047 0.204 -0.235 .408*** 0.143 -0.008
(0.81) (1.25) (0.40) (1.45) (-1.26) (2.83) (1.50) (-0.05)
Corruption exposul -0.06( -0.00¢ -0.02¢ -0.05¢ 0.02:2 0.021 -0.00¢ -0.02¢
(-1.38) (-0.37) (-0.67) (-1.22) (0.30) (0.64) 38) (-0.31)
Constant & Controls Y Y Y Y Y Y Y Y
Country X Ind FE Y Y Y Y N Y Y Y
Industry FE - - - - Y - - -
N 2,510 2,510 2,068 1,254 814 442 9,457 2,510
Adj. R? 0.058 0.059 0.064 0.035 0.054 0.081 0.018 0.061
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Table5
Geographic exposure

This table relates changes in firn@orruption exposuréPanel A) and number of subsidiaries by regiom@P8) between
2007 and 2012 to firm characteristics. In Paneth&, dependent variabf@orruption exposurés constructed as described
in Table 1, although subsidiary data are from Ofti2007-2012 and Transparency International’sr@uion Perceptions
Index for 2008 is used after 2008. The dependent variableanel B is the logarithm of the number of sdizsies
headquartered in OECD countries (columns (1)-(Apn-OECD countries (columns (5)-(8)), and the 50stmmorrupt
countries by Transparency International’s Corrupti®erceptions Index in 2007 (column (9)). Contrimislude the
logarithm of total assets and fixed effects asdatsid. Appendix 2 provides detailed variable d@éins. All continuous
variables are winsorized at the 1% and 99% lev&tsndard errors are clustered at the year and olaveel. t-statistics
are given in parentheses; *, ** and *** denote sfipance at (respectively) the 10%, 5% and 1% level

Panel A: Corruption exposure

Sample: U.K. Firms Sample: All Firms
(1) (2) (3) (4) (5)
Mid-Event * U.K. 0.049** -0.040* -0.033* -0.021*
(3.35) (-2.09) (-2.01) (-1.84)
Post-Event * U.K. 0.074*** -0.051*  -0.044**  -03e**
(11.05) (-2.75) (-2.77) (-2.57)
Mid-Event 0.083** 0.088**
(2.87) (2.81)
Post-Event 0.120***  0.126***
(5.52) (5.20)
Before * U.K. 0.014
(1.26)
Controls Y Y Y Y Y
Firm FE Y Y Y Y Y
Ind-Year FE N N N Y Y
N 7,199 84,256 84,256 84,256 84,256
Adj. R? 0.899 0.964 0.964 0.964 0.964
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Panel B: Number of subsidiaries

Dependent Variable:

LN (1 + #Subsidiaries headquartered in the OECD)

Dependent Variable:

Depeindariable:
LN (1 +

LN (1 + #Subsidiaries headquartered outside the #Subsidiaries in 50

OECD) countries perceived
to be most corrupt)
U.K. Firms All Firms  All Firms  All Firms U.K. Fims All Firms All Firms All Firms All Firms
(1) (2 ) (4) (5) (6) (7) 8) %)
Mid * U.K. 0.335** 0.160** 0.123*** 0.270° 0.03¢ 0.01: -0.01¢
(4.39 (1.99 (3.12 (2.53 (1.81 (0.69 (-0.56
Post *U.K. 0.398*** 0.03¢ -0.00¢ 0.430*** -0.118** -0.129*** -0.145%**
(11.34 (0.76 (-0.09 (30.24 (-4.54 (-5.39 (-8.06
Mid-Even 0.191***  0.175*** 0.238***  (0.235**
(4.54 (4.00 (2.73 (2.43
Pos-Even 0.3€5*** 0.359*** 0.537**  0.547***
(9.54 (8.93 (6.34 (5.79
Controls Y Y Y Y Y Y Y Y Y
Firm FE Y Y Y Y Y Y Y Y Y
Ind-Yr FE N N N Y N N N Y Y
N 7,19¢ 84,25¢ 84,25¢ 84,25¢ 7,19¢ 84,25¢ 84,25¢ 84,25¢ 84,25¢
Adj. R? 0.88: 0.927 0.927 0.92¢ 0.86¢ 0.87: 0.87: 0.87¢ 0.87¢
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Table6
Subsidiary revenues

This table reports revenue around the passageedf K. Bribery Act for a panel of firms (columns){{Ir)) and subsidiaries (columns (8)-(9)) over #H7-
2012 period. In columns (1)-(7), the dependentaidei is the logarithm of revenues generated bysfisubsidiaries headquartered in OECD countriekifons
(2)-(3)), in non-OECD countries (columns (4)-(&hd in the 50 most corrupt countries by Transparémernational’s Corruption Perceptions Index 008
(column (7)). Columns (8) and (9) consider subsidiavel revenues of subsidiaries that existedesip@07. Controls include the logarithm of totaleassand
fixed effects as indicated. Appendix 2 providesadetl variable definitions. All continuous variablare winsorized at the 1% and 99% levels. Colughpand
(4) consider firms headquartered in the U.K.; #tles columns consider all firms. Standard erroesciustered at the year and country leirstatistics are given
in parentheses; *, ** and *** denote significandg(gespectively) the 10%, 5% and 1% level.

Dependent Variable: Dependent Variable: Dependarnitble: Dependent variable:

LN(Firm revenues inside OECD) LN(Firm revenuessag OECD) L;’)\le('r:(:lcrari]:/é?lt.ofrt?emn?gsgggﬂtlzlpet? LN(Subsidiary Revenue)

U.K.Firms  AllFirms  All Firms U.K. Firms  All Firrs All Firms All Firms All Firms All Firms
(1) (2 3) (4) (5) (6) (7 (8) 9
Mid * U.K. 0.227%* 0.083** 0.085** 0.116%** -0.019 0.003 -0.051** -0.053
(3.98) (2.26) (2.22) (2.66) (-0.41) (0.06) (23 (-0.99)
Post * U.K. 0.346*** 0.016 -0.037 0.163*** -0.14%*  -0.119** -0.277*** -0.145%**
(4.22) (0.28) (-0.23) (3.48) (-2.93) (-2.27) .36) (-2.61)
Mid-Event 0.142** 0.134%** 0.032
(2.24) (7.60) (1.11)
Post-Event 0.334*** 0.313%** 0.041
(11.28) (16.97) (1.22)
Mid*U.K.*CPI -0.016
(-1.63)
Post*U.K.*CPI -0.033***
(-3.87
Mid * CPI 0.035%**
(3.16
Post * CPI 0.061***
(5.19
Controls Y Y Y Y Y Y Y Y Y
Firm FE Y Y Y Y Y Y Y N N
Sub FE N N N N N N N Y Y
Ind-Yr FE N N Y N N Y Y N Y
Ctr-Yr FE N N N N N N N N Y
N 7,199 84,256 84,256 7,199 84,256 84,256 84,256 84,464 784,464
Adj. R? 0.839 0.901 0.901 0.753 0.804 0.807 0.814 0.950 0.951
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Table7
M& A activity

In a panel of public firms, this table reports chesin the number of mergers and acquisitions (M&#starget region for
2007-2012. sample firms are firms that engagect ileast one M&A activity during the sample peridde number of
M&As is set to zeros in years in which such firnesrbt conduct an M&A. The dependent variable isltgarithm of (1 +
the number of M&A targets headquartered in OECDntoes) (columns (1)-(3)) and the logarithm of (Xhe number of
M&A targets headquartered in non-OECD countries)uimns (4)-(6)). Controls include the logarithmtofal assets and
fixed effects as indicated. Appendix 2 providesadet! variable definitions. All continuous variablare winsorized at the
1% and 99% levels. Standard errors are clusterditeagear and country levdtstatistics are given in parentheses; *, **
and *** denote significance at (respectively) tt¥4, 5% and 1% level.

Dependent Variable: Dependent Variable:
LN(1 + # Targets in OECD) LN(1 + # Targets ows@ECD)
U.K. Firms All Firms  All Firms U.K. Firms All Fims  All Firms
1) @) 3 4) 5) (6)
Mid * U.K. -0.125%* 0.032 0.047 -0.001 -0.066* 076**
(-4.88) (0.94) (1.20) (-0.11) (-2.09) (-2.68)
Post * U.K. -0.105** 0.028 0.044 0.008 -0.051 £B80
(-3.31) (0.92) (1.39) (0.35) (-1.32) (-1.43)
Mid-Event -0.125** 0.001
(-3.51) (0.06)
Post-Event -0.087** -0.007
(-3.13) (-0.59)
Controls Y Y Y Y Y Y
Firm FE Y Y Y Y Y Y
Industry-Year FE N N Y N N Y
N 2,006 16,675 16,675 2,006 16,675 16,675
Adj. R? 0.289 0.418 0.420 0.160 0.440 0.439
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Table8
Joint venture (JV) activity

In a panel of public firms, this table reports apesmin the number of joint ventures (JVs) by targeion for 2007-2012.
JV data are from Zephyr. Sample firms are firmg #regaged in at least one JV activity during the@e period. The
dependent variable is the logarithm of (1 + the hanof JVs with partners headquartered in OECD t@s) (columns
(1)-(3)) and the logarithm of (1 + the number ofsJWith partners headquartered in non-OECD countesdumns (4)-
(6)), set to zero in years in which firms did nohduct a JV. Controls include the logarithm of katssets and fixed effects
as indicated. Appendix 2 provides detailed varial@énitions. All continuous variables are winseadzat the 1% and 99%
levels. Standard errors are clustered at the y@hicauntry levelt-statistics are given in parentheses; *, ** and #fénote
significance at (respectively) the 10%, 5%, andl&9éls.

Dependent Variable: Dependent Variable:
LN(1 + # Partners in OECD) LN(1 + # Partners @g@<OECD)
U.K. Firms  All Firms  All Firms U.K. Firms  AllFims  All Firms
(1) (2) 3) (4) (5) (6)
Mid * U.K.  -0.179 -0.072 0.166 0.144
(-0.66) (-0.31) (0.28) (0.50)
Post*U.K.  -0.190 -0.048 -0.334 -0.281
(-1.66) (-0.34) (-0.46) (-0.42)
Mid-Event -0.059 -0.045 -0.019 -0.032
(-1.01) (-0.67) (-0.11) (-0.21)
Post-Event -0.126 -0.118 -0.042 -0.031
(-1.42) (-1.19) (-0.28) (-0.17)
Controls Y Y Y Y Y Y
Firm FE Y Y Y Y Y Y
Year FE N Y Y N Y Y
N 197 2,250 2,250 197 2,250 2,250
Adj. R? 0.129 0.279 0.313 0.210 0.242 0.242
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Figurel
Newspaper articles around passage of the U.K. Bribery Act 2010

This figure shows the number of newspaper artickdated to bribery regulation that were publishedmajor U.K.
newspapers around the passage on March 25, 2af8 tfK. Bribery Act 2010. The figure is based oRagtiva search in
U.K. newspaper articles that include the term “enfi and the term “United Kingdom” (or “Britain”)ui donot include
the terms “cricket”, “Olympic”, “football”, or “cotract notice”. Newspaper articles published aftgon8 in the online
version are dated to the following day; duplicatéckes are omitted.

8

Number of UK Newspaper Articles
N
1

46



