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Abstract

| exploit the passage of the UK Bribery Act 2010aasexogenous shock to UK firms’ cost of doing
business in corrupt regions to study whether thityalo use bribes creates firm value. First, ddi
that UK firms operating in high-corruption regioofsthe world display a drop in firm value after the
Act’s passage. Foreign firms subject to the Actalose they (i) have a UK subsidiary and (ii) operate
in high-corruption regions also exhibit negativenatmal returns. Second, relative to comparable
continental European firms, UK firms expand thestwork of subsidiaries less into high-corruption
regions and their sales in such regions grow sicgrgage points more slowly. Third, non-UK
industry peers competing directly with UK firms @pecific corrupt countries experience positive
spillovers from the passage of the Act. Taken togetthese results suggest that bribes are
indispensable for doing business in certain regidrfisee consequences of unilateral anti-bribery

regulation for the competitiveness of affected fiwarrant attention from policy makers.
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1. Introduction

Corruption reduces levels of investment and ultelyaeconomic growth (Mauro 1995). Indeed, the
World Bank estimates that corruption costs $2.éami (5% of global GDP) per year, with $1 trillion
paid in bribes every year. In an attempt to fighé teconomic consequences of corruption, some
developed nations have implemented unilateral egigul punishing the use of bribes; other nations—
most notably, China and India—have hdBpponents of anti-bribery regulation argue thaitateral
regulation puts affected firms at a competitiveadigantage on the grounds of bribes being indisfixssa

for doing business in certain regions or industries

The aim of this paper is to study whether theitgbib use bribes is, indeed, indispensable for
doing business. This research agenda is challemgioguse bribes are largely unobserved: From k978 t
early 2013—i.e. over more than three decades—odly Wribery-related enforcement actions were
initiated against publicly listed firms by the SBC the Department of Justice for violations of th&
Foreign Corrupt Practices Act (FCPA) (Karpoff, Laxed Martin 2013). However, according to a survey
of more than 11,000 firms from 125 countries, ame¢hree firms believes competitors to use bribes to
secure public procurement contracts, suggestirtgnthay cases go undetected (D'Souza and Kaufmann

2011)?

To deal with the observability problem associateth wribery, | employ a quasi-experimental
design that allows me to study how firms respond pbausibly exogenous increase in their cost aiglo
business in perceivably corrupt regions. Speclficalexploit the passage of the draft of the UKry
Act 2010 on 25 March, 2009. The UK Bribery Act, force since 1 July 2011, requires firms to
implement internal controls aimed at preventing tise of bribes. Exploiting this event is appropgriat

only if it came as a surprise and had a substaeffatt on firms. One can plausibly argue that ¢hes

! For instance, in 1977 the United States passedFdreign Corrupt Practices Act (FCPA), which impose
regulatory fines on firms that are found to havibdut foreign public officials.

2 0n average, firms pay 8% of the contract valuleribes. These statistics are based on the 2006uExe®pinion
Survey conducted by the World Economic Forum.



conditions are met. In the first place, the Actasgage on 25 March 2009 was not covered by theamedi
during prior weeks; the passage was not actualerenl until that day (and in the days thereafter).
Second, the Act imposes potentially unlimited firees corporations found not to have implemented
internal anti-bribery controls, as well as on firfmind to have paid bribes and on the individuals
responsible for bribery, both inside and outsideWmited Kingdont. The fines assessed for violating the
Act are much higher than the fines stipulated ievijmus UK legislation, by the OECD Anti-Bribery
Convention, and by comparable US legislation. Thing Act unexpectedly ran counter to precedent in
applying also to foreign firms with UK operatichhese provisions made it harder for UK industry
lobbyists to argue that the Act placed UK firms atdisadvantage vis-a-vis foreign competitors.
Importantly, the UK Bribery Act 2010 is not appliedretro perspective: Firms will not be chargediem

the UK Bribery Act’s provisions if bribery occurrdefore the Act came into force in July 2611.

| measure firms’' propensity to engage in bribery ®@grruption exposurea variable that
combines hand-collected firm-level subsidiary lamad with Transparency International’s Corruption
Perception Index to measure firms’ exposure to dgighuption regions. The findings of this paper are
based primarily on 645 listed UK firms and 2,7%tdd (predominantly European) non-UK firms for

whom subsidiary datia available for 2008/2009.

% The UK Bribery Act encompasses both active andipasribery. In the Actactivebribery is defined as offering,
giving, or promising to give a financial or othetlvantage to a person in exchange for that persomjsoper
performance of a relevant function; this includes bribery of foreign public officials and othemfis. Conversely,
passivebribery is defined as receiving or agreeing toeiee a financial or other advantage in exchange for
improperly performing a relevant function. The Aalso prohibits the use of so-called facilitationyipants, a
stipulation that is more stringent than previougutation in this field. Facilitation payments ah®$e made with the
aim of inducing government officials to performkaghat they are already obligated to perform.

* This feature enables me to perform a robustnestsore non-UK firms that are exposed to both the &gl
perceivably corrupt countries. In and additionait té study other event days with news on attertptgass anti-
bribery regulation in the UK and failures of thedtempts over the past decade. Using multiple edays is a more
standard robustness test yet it relies on bribewsrbeing uncorrelated with other news specifithéoUK.

® For instance, in July 2014, criminal proceedingsted against Alstom Network UK Ltd, a UK subsigiaf
Alstom, for alleged bribery in India, Poland andni&ia. In this case, bribery occurred between 2808 2006—
which is why charges were made under the much heaient provisions of th€revention of Corruption Act 1906
and theCriminal Law Act 1977Similarly, investigations into allegations of lbery against Rolls-Royce for bribery
in the early 2000s do not fall under the UK Bribémt 2010. The first prosecution under the UK BripAct 2010
is against four former employees of Sustainableo&gergy plc, a firm that promotes biofuel investinétere,
bribery occurred between April 2011 and February20.e. largely under the jurisdiction of the UKiligery Act.
While the four employees await trial in Novembef20the firm is in administration (Serious Fraudi€sf 2014).



My analysis delivers three key results. First,rbyide evidence that the passage of the UK
Bribery Act destroys firm value of affected firmSpecifically, UK firms operating in high-corruption
regions exhibit negative abnormal returns on theafahe passage of the draft of the Act and onvve
days with news concerning anti-bribery regulafidubstantiating this result, | document that non-UK
firms that are subject to the UK Bribery Act beaatisey have operations in both the UK and in cdrrup
regions exhibit negative abnormal returns on the afethe passage of the Act relative to other ndh-U
firms. This effect is more pronounced for non-Ukxrfs headquartered in countries with strong reguofato

enforcement, suggestive of higher expected detectsts.

Abnormal returns observed around the passage ofAtttemight revert. Yet, relative to
continental European firms operating in corrupioreg, UK firms suffer a drop in Tobin’s Q in theays
after the passage of the Act. Firms that are omedsrd deviation more exposed to perceivably corrup
regions suffer a considerable drop in Tobin’'s Q&% after the Act is passed in 2009 and 3.1% by th

time the Act is enforced in July 201 Economically, 1.8% and 3.1% of firm value refl§82.4mn

($8.5mn) and $142mn ($14.6mn) for the mean (mediample firm.

The observed decline in firm value could have twampeting but not mutually exclusive
explanations. On the one hand, bribes may be mdjmithen doing business in corrupt regions—in this
case, the observed drop in firm value reflects ceduwcompetitiveness as firms decide to no longgr pa
bribes. On the other hand, the costs of implemgrdfifective internal anti-bribery controls to adhé¢o
the Act’s provisions might be very substantial—mstcase, firms withdraw from perceivably corrupt

regions regardless of having used bribes in thegiems or not. Both explanations may partly expthi

® These are days during the period 2000-2013 whetJkh government either announced that it would enpént
tougher anti-bribery regulation or that its plaogib so had failed. Stacking all such event datgs dne regression,
| find that firms with higher exposure to corrugigions are more negatively (resp., positively) ciffd on event
days that are (resp., are not) associated withightening of anti-bribery regulation.

" One example illustrating a one—standard deviatiiffierence inCorruption exposurés given by the comparison
between a UK firm with 9 subsidiaries in the Unit€icigdom and an otherwise comparable UK firm thatmates 8
subsidiaries in the United Kingdom and 1 subsidiariRussia. Assuming that the effect of the UK BripAct on
firm value is entirely driven by the Russian suksigand not by the UK subsidiaries, the effecjust that Russian
subsidiary is 16.2%(=9*1.8%) after passage and%iE9*3.1%) after enforcement of the Act.



drop in UK firms’ value but it is difficult to qudify to what extent. Non-UK firms, however, are
exempted from the internal control requirementlsgebut in Section 7 of the UK Bribery Act. Even so
non-UK firms with UK operations and operations orrapt regions exhibit negative abnormal returns.

This suggests that the drop in firm value is modtlyen by firms’ inability to pay bribés.

My second key result is that the passage of theBdlery Act affects operations. | document
that UK firms’ sales outside Europe and outsideUlsegrow 6 percentage points less in comparison to
continental European firms. Moreover, | documeit tHK firms expand less into perceivably corrupt
regions after the passage of the Act: The trenth@kasingly engaging into such region in the 1898
2008 period slows down after 2008, particularly wieempared to continental European firms. Similarly

non-UK firms with UK operations slow down their eggment relative to other non-UK firms.

Third, the passage of the Act has unintended peskifects on competitors. Some non-UK
sample firms compete directly with UK firms in agpt regions in the sense that they (i) operatéén t
same industry as a UK firm and (ii) have at least subsidiary in the same perceivably corrupt agunt
as that UK firm. | find that abnormal returns ofthunon-UK industry peers are 1.3%pts higher at the
time of the passage of the Act than those of coalparUK firms. Moreover, their abnormal returns are
0.7%pts higher than those of non-UK firms operatimgerceivably corrupt countries but not directly

competing with UK firms.

Why do direct competitors benefit from the UK BripeAct? On the one hand, some direct
competitors are not subject to any anti-briberyutation; they now face weaker competition from UK

firms.? On the other hand, some direct competitors mayhawe used bribes prior to the passage of the

8 To further alleviate the concern that all resuétiect firms completely withdrawing operations figoerceivably
corrupt regions, | hand-collect a small sample ioBRkcial Reports for the years 2012 and 2013. Fstate in their
reports that they have implemented or updated sacggontrol systems in accordance with the UK &mnbAct.

(Of course, no firm states that a reduction inifgmeactivity is in any way linked to high costsiofplementing anti-
bribery controls.) For instance, Rolls-Royce statess 2012 annual report that GBP 6mn were spard review of
the firm’s anti-bribery and corruption program,léeted by an update effective December 2010 witlpaesto
grease payments, gifts, sponsorship, and donathmsndependent review on the effectiveness of ehggstems
was commissioned (http://www.rolls-royce.com/Imdgals_royce_annual_report_2012_tcm92-44211.pdf).

° Such competition effect is, for instance, predidby first-price auction models with side paymeants! unilateral



UK Act because they were subject to other antidsitregulation already. For such competitors, tike U
Bribery Act creates a level playing field. To profoy firms subject to other anti-bribery regulatiprior

to the UK Bribery Act, | distinguish non-UK firmsith US subsidiary from non-UK firms without US
subsidiary: Firms with US subsidiary are subjectthe US Foreign Corrupt Practices Act of 1977,
considered the toughest anti-bribery regulatioril timt passage of the UK AEI find that both types of

competitors benefit from the UK Act. In sum, sonmeagulated firms benefit from unilateral regulation

My results are robust to standard event study ttolegs tests. Such tests include extended event
windows, alternative models of calculating abnormelrns, removal of outliers, median regressions,
using non-UK indices as benchmarks when calculaimgormal returns, and weighting observations by
firm size. Furthermore, there is no qualitative miea in the results wheforruption exposures

measured by sales outside the European Union arldrttted States rather than by subsidiary cotints.

It is not ex-ante clear whether the ability to Us#des when doing business in corrupt regions
creates firm value or not. On the one hand, if §imse bribes as an investment to increase the mlibpa
of winning contracts then the passage of costlisaittery regulation should reduce firm value. This
the case for instance in Beck and Maher (1986)Laen (1986), who model bribes as a side payment
within Vickrey’s (1961, 1962) first-price auctiomafnework'?> On the other hand, managers might use
bribes for their personal benefits; in this cagsei-lribery regulation that punishes individual ragers

for bribe activity should increase firm valtfel provide evidence strongly suggestive of the fernin

regulation (Beck and Maher 1989).

12 Some non-UK firms may be subject to their homentguanti-bribery regulation yet most such regwaatis
considered relatively weak.

" The nature of the geographic sales data allowgorstudy sales bgontinentand saleutside the European
Union and the United Statésit does not allow analysis by country.

12 A corruptible government official (agent) tenderscontract on behalf of the government (princigal)firms
competing for the contract; this agent allocates d¢bntract to the firm offering the highest brilbé&rms assign a
common value to the contract, draw gross profitenfra common and known distribution, and competettier
contract in a first-price auction with side payneefitribes). Beck and Maher (1989) show how cogtly-laribery
regulation imposed on a subset of firms may lead ttecline in competition and to inefficient resmugallocation.
See also Harstad and Svensson (2011) for an diterrmaodelling approach whereby firms bribe (foeithown
benefit) or lobby (in collaboration with industreers).

13 Consider a firm that incentivizes country managemnsthe basis of sales growth (rather than praiitgertain
regions; these managers might overinvest in briergas to increase sales. An alternative exampbeoisded by



line with first price auction theory, | also showat unregulated competitors benefit from unilateral

regulation*

Due to the observability problem associated witbdry, perhaps unsurprisingly few papers have
studied bribery empirically. By and large, thes@gra study characteristics of bribe givers andebrib
takers using detected bribery cases or survey ttata.sample of 166 prosecuted international byiber
cases, Cheung, Rau, and Stouraitis (2012) docuttm&titon average, a bribe of $1 returns $11 ofrecnt
value. Karpoff, Lee, and Martin (2013) study 143oecement actions for violations of the FCPA; they
find that prosecution costs more than offset tHaevaf contracts obtained through bribe paymentst—bu
only if prosecution for bribery is accompanied nyaiges of fraud. This paper contributes to theditee

by showing that bribery pays if bribery remains etedted and no charges are made.

Smith, Stettler, and Beedles (1984) find that vtdmn disclosure of sensitive foreign payments
under the SEC Voluntary Disclosure Act (passedrpidothe FCPA) comes with negative abnormal
returns. A related stream of the literature stude&reported bribes from surveys. Ugandan sudsag
shows that using bribes is negatively correlatetth fitrm growth (Svensson 2003, Fisman and Svensson
2007). Bennedsen, Feldmann, and Lassen (2013)dmge firms to be more inclined to lobby whereas
small firms tend to use bribes. Clarke and Xu (30fd that bribe-paying utility firms are more

profitable than de novo private firms and Seraféil3) studies the detection of bribery within finen.

Exploiting the passage of the UK Bribery Act allows to address concerns about selection,
sample size, measurement error, and limited ppatitiinformation inherent in studying detected sase
and survey data. Moreover, my empirical strate@yigles new insights into the long-run implicatiafs

being restricted in one’s use of bribes and intogpillovers on competitors.

passive bribery (which is covered by the UK Bribéwt). Consider a potential subcontractor offerbrghes to a
manager in charge of contracting a firm. Agains thianager's decision might depend more on his agrast
(highest bribe) than on the firm’s interest (optimabcontractor).

14 Beck and Maher (1989) show how costly anti-bribergulation imposed on a subset of firms may lend t
decline in competition and to inefficient resouadtocation. It immediately follows that unregulatedmpetitors
benefit from unilateral regulation of some compmett



A few papers have studied macro effects of arlidoy regulation. Hines (1995) finds that the
FCPA led to declines in US foreign direct investieaircraft exports, joint venture activity, andeth
capital/labor ratio. Evidence concerning the FCP&ffect on overall US exports is mixed. Beck, Maher
and Tschoegl (1991) report that US exports to (hatir American) bribe-prone countries were
negatively affected, but Graham (1984) finds noatieg impact on US exports overall. This paper

provides firm level evidence, complementing thesilts based on macro and sector data.

Last but not least, this study relates to a lamgayhof literature that studies the relation between
corruption and growth. Mauro (1995) establisheg t@mruption lowers investment and so reduces
growth. Shleifer and Vishny (1993) argue that tled for secrecy renders corruption costlier than
taxation'®> My scope is narrower in that | study firms makidecisions with respect to shareholders’
wealth rather than social welfare. Notably, theréiture on corruption and growth links corruption i
developing countries to growth in those countriédlevthis paper offers insights into the role plhysy

multinational firms in propagating corruption invééoping countries.

Section 2 discusses methodology and data. Sectieradnines the effect of anti-bribery
regulation on firm value. Section 4 investigatearoiels through which firm value is affected. Setto

studies spillovers on competitors. Section 6 caetu
2. Empirical methodology and data

Bribes are largely unobserved. | address this gladbservability problem by employing a quasi-
experimental design that allows me to study howmdirespond to an increase in their cost of doing

business in corrupt regions. Here, | describe ewmnpirical methodology, sample, and data.

2.1 Event

15 For reviews of the vast literature on this togiee Bardhan (1997) and Svensson (2005).



The draft of the UK Bribery Act was passed by aaament commission and put forward by the
Secretary of State for Justice on 25 March 2009 Gamde into force on 1 July 2011. This sub-section

summarizes the Act’s history and content, and éxphlahy the Act came as a surprise.

History of anti-bribery regulation in the UK and ggage of the UK Bribery Act 2010

The United Kingdom passed the Bribery Act 2010rafears of ignoring its promises to reform existing
legislation. Prior corruption legislation in the itéd Kingdom dates back to the late 19th and e20th
centuries. The Public Bodies Corrupt Practicesafdt889 (modified by the Statute Law Revision Att o
1908), the Criminal Cases Act of 1908, and the @ranJustice Act of 1967 (reenacted in 1988) all
criminalize the active and passive bribery of UKbl officials (see Footnote 4 for the distinction
between active and passive bribery). Penaltiesfifst offenses included fines, imprisonment, and
constraints on reelection; second offenses incutishments such as prohibition against running for
office as well as loss of pension claifiPrior UK regulation did not explicitly address liety by

corporations and operations abroad.

The recent history of UK anti-bribery regulatiorsismmarized in Figure |. The United Kingdom
committed to implementing the OECD Anti-Bribery Gemtion, which was ratified in 1997 and signed
by the United Kingdom in 1999. According to the eention, signatory countries agree to enact
legislation that penalizes the bribing of foreignbfic officials. The OECD has no enforcement
mechanisms, but its monitoring process enabl@satdrt governments about local noncompliance iand,
cases of continued noncompliance, to take measuaé$nclude banishing noncompliant countries from
the OECD. The UK was repeatedly reported to bémobmpliance with the convention, most firmly in a
letter sent in June 2008 from the OECD’s anti-tmgb&orking group to the UK government. This letter

accuses the United Kingdom of not bringing to c@ustngle foreign bribery case and of not refornitag

1% See for example http://www.legislation.gov.uk/upgict/52-53/69.




anti-corruption laws’ Indeed, attempts initiated by the UK government201 and 2003 to fight

corruption failed in 2002 and 2004, respectively.
[[ INSERT Figure | about Here ]]

The draft of the UK Bribery Act 2010 was passedaliyovernment commission and put forward by Jack
Straw, the Secretary of State for Justice, on 26cMa009'® Importantly, news about the passage did not
leak prior to that date: It was only on 25 MarctD2@hat newspapers began to report on content and

implications of the UK Bribery Act 2010 (see Figule
[[ INSERT Figure Il about Here ]]
Content of the UK Bribery Act 2010

The UK Bribery Act makes it a criminal offense mwtly for individuals and corporations to engage in
either active or passive bribery but also for coggions to have no internal control proceduresgiesi

to prevent associated persdrmn acts of bribery. Furthermore, the Act protstfcilitation payments:
payments meant to induce government officials tfope tasks that they are obligated to performng a
case. Corporate fines for violating the Act areeptitillly unlimited; individuals—such as managersowh
violate the Act—can be fined and imprisoned. Orgatibns can defend against allegations by proving
that they have adequate anti-bribery controls @#tg@l Both UK firms and non-UK firms with links toet
United Kingdom fall within the Act’s jurisdictioniyrespective of where violations occur, yet non-UK

firms are exempted from the requirement to implerfiem-wide internal anti-bribery controfS.
Did the passage of the UK Bribery Act come unexuiy®

As mentioned previously, event study methodologyuires that the passage of the draft of the UK

Bribery Act on 25 March 2009 be unexpected. The'sApassage after numerous failed attempts (see

' Financial Timeg17 August 2008)British Business Monitof18 August 2008).
18 See Appendix for a description of the UK legistatprocess and for a timeline of procedural evesisged to the
Act.



Figure |) is surprising in its own right. Howevéishall argue that the following developments waiso
unexpected: (i) special interests were unable hbysuccessfully against the passage of the Actft;d

(i) the Act was likely to be enacted without itopisions being watered down subsequent to itsgugss
and (iii) the penalties stipulated by the Act wenere severe than anticipated. These aspects will be

discussed in turn.

First, prior attempts to pass anti-bribery regolativere aimed solely at UK firms, which made
such regulation a target for industry lobbyistse3énlobbyists argued that enforcing any such aiftety
regulation would be at the expense of UK firms logeait would benefit non-UK competitors. A distinct
and decisive feature of the UK Bribery Act 2010tlist it applies also to non-UK firms with UK

operations (such as subsidiaries), which addrésbbgists’ concerns.

Second, although there is a formal procedure fairig a bill into an Act of Parliament (i.e., into
legislation)?® and although drafts can fail to survive that pchee, the draft of this Act was likely to go
through. The Labour Party was in charge not onlgrafting the Act but also of turning it into lelgion.

The draft was passed by a government commissienmiémbers of which reflected the majority in the
House of Commons. When the draft was passed, thsdHeoas dominated by the Labour Party (whose
members occupied 355 of the 646 seats in Parliaadtert the 2005 general election); as a result, the
commission was likewise dominated by the LabourtyParlt is noteworthy that—unlike previous
attempts to implement anti-bribery regulation—institase there was considerable pressure to act
quickly: OECD sanctions were looming and there @alas a relatively short time until the next general
elections. With election outcomes predicted to iiavorable for the Labour Party (and accuratelyaso,

it turned out), the Labour Party was highly presduo turn the Act into legislation quickly so asatvoid

19 See_http://www.legislation.gov.uk/ukpga/2010/23#pckpga_20100023_en.pdf (accessed 16 Septembd) 201
for the Act's official text; see_ http://www.justiggev.uk/downloads/legislation/bribery-act-2010-duigtart-
guide.pdf (accessed 16 September 2013) for a quiicle provided by the Ministry of Justice.

%0 An outline of this procedure is presented in tigpéndix.

2 Both the House of Commons (lower house) and thesel@f Lords (upper house) participate in the med
turning bills into Acts of Parliament. However,stpossible for a bill to be passed by the Hous€ahmons (via
the Parliament Acts) if no agreement is reacheddet the upper and lower houses.

10



time-consuming amendments. Indeed, amendment®tdr#it focused on marginal wording and not on

substantive content.

Third, the potentially unlimited fines outlined the provisions of the Act led to its reputation as
“a platform for what could be the toughest [anibbry] enforcement regime in any jurisdictiof?While
evident when comparing the provisions of the UKbBriy Act to jurisdiction and penalties of preceding
UK anti-bribery legislation, this becomes more app&in comparison to the Foreign Corrupt Practices
Act (FCPA), which the United States enacted in 191t¥%e FCPA forbids the bribery of foreign public

officials by US and US-listed firms.

The UK Bribery Act 2010 differs from the FCPA alosgveral dimensions. First, the UK Bribery
Act (unlike the FCPA) stipulates that a firm isicty liable if it fails to implement anti-bribergontrols.
Second, whereas the FCPA was initially interpretegrohibit only active bribery, the UK Bribery Act
proscribes both active bribery (offering a bribe)l passive bribery (accepting a bribe). Third, FGPA
focuses on bribing foreign public officials; in doast, the UK Bribery Act covers the bribing ofyaie
persons as well as other firms and also the emptogéthose firms. Fourth, there is no upper limithe
amount a firm can be penalized under the UK Britfariy under the FCPA, the maximum fine is $2fn.
Fifth, of the two Acts, only the UK one criminalzéacilitation payments. Sixth, the UK Bribery Ast’
jurisdiction explicitly extends to non-UK firms witUK operations, regardless of where the bribery
occurs. The FCPA initially applied solely to UShiis and has only recently been interpreted as agplyi
to foreign firms with US operations. In sum, the WBfbery Act is more extensive and more punitive

than is the FCPA?

2.2 Empirical methodology

22«The UK Bribery Act 2010 — What US Companies Néz&now,” Mondaq Business Briefin@1 June 2010).

% That being said, the FCPA (under its provisioriatesl to “Books and Records and Internal Controtises
stipulate fines ranging as high as $25 millionffons that are found to have manipulated their @ statements.
24 UK Bribery Act 2010 (see http://www.legislation\gak/ukpga/2010/23/contents); “The UK Bribery AQ1D —
What US Companies Need to Knovw\ondag Business Briefin(l June 2010); “The UK Bribery Act 2010 v
Foreign Corrupt Practices Act of 1977: How Differdwe They & Should Your Business be Concerned®hdaq
Business Briefing26 April 2010).
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To empirically test whether the passage of the Uibdy Act affects firm value, | use event study

methodology by running the regression
CAR=a+pCE+yX +&g (1)

where CAR denotescumulative abnormal returns of firinaround the day of the passage of the UK
Bribery Act, CE denotes a firm’'s exposure to corrupt regions, ¥n& a vector of controls including
industry fixed effects. The coefficient of interést3,. This coefficient captures whether the passage of
the UK Bribery Act explains firm value of firms witexposure to corrupt regions. In a key robustirests

on non-UK firms, | augment (1) to the DiD regressio
CAR =a+ BUK _LINK, + B,CE_UR + B,CE_UR UK _LINK, + )X, +& (2)

where UK_LINK is a Dummy that equals one if a non-UK firm hasraions in the UK and CE_UR
Dummy equal to one if a firm operates in corrugfioas, measured before the passage of the UK Briber
Act. Of particular interest i€; i.e. whether firms exposed to the UK Bribery Aby (having a UK
subsidiary) and to corrupt regions are differehtiaffected. | estimate equations (1) and (2) using

heteroskedasticity-robust standard errors thatlastered at the industry level.
To test whether the Act had long-run effects, | aypooled panel regression

Y,, =a+BMID _EVENT+ B,MID _EVENTxCE_UR
+ B,POST_EVENT+ 8,POST_EVENTXCE_UP +y' X, +&,

where Y, an outcome variable (such as firm value) of firat time t, MID_EVENTa Dummy equal to
one if an observation occurs between passage @&dhand the Act being in force, and POST_EVEBT
Dummy equal to one if an observation occurs afterAct is in forceX;; contains firm fixed effects. Of
particular interest are coefficiens and %, denoting whether firms with high corruption expies are
differentially affected. Again, in robustness testaugment this set-up to a DiD regression, coingar
UK to non-UK firms. | estimate equation (3) usingtéroskedasticity-robust standard errors that are

clustered at the year and country level (two-wagtdrs).
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2.3 Sample

The main result is based on publicly listed UK frfor which | can construct daily abnormal retuons
25 March and 26 March 2009, which have non-missimgtrols, and for which | have subsidiary data.

These criteria yield a sample of 645 publicly listéK firms.

| start with all 2,302 UK-headquartered firms intBstream/Worldscope that exist in 2008.
Datastream/Worldscope keeps records of firms thetna longer active or that have been delisted: |
remove 755 such firms, leaving 1,547 firms. In ortteconstruct Fama-French factors, | then remove
firms with missing total assets or missing marlagditalization (218 firms). Of the remaining 1,329rs,

I remove 580 firms with missing daily stock retums the draft's passage date (25 March) and the day
thereafter (26 March), firms that have fewer th@f daily stock return observations during the ywaor

to passage (the estimation period), and firms Veiier than five non-zero returns in March 260%his
leaves 749 firms with abnormal returns, 707 of wWwhit can link to subsidiary data from
Dun&Bradstreet's Who Owns Whom 2008/280®f these remaining firms, 14 are discarded when
winsorizing at 1% and 99% level and a further 4@ehaissing data for my control variables %ROA and

%CAPEX, yielding 645 sample firnfs.
2.4 Data
Firm-level outcomes

In the first part of my analysis, | use event stigighniques to test whether bribes affect firm galn

calculating abnormal returns to capture changdisnmvalues, | follow the early work of Ball and &wvn

% This drop in sample size is largely due to firnas being covered by Datastream’s daily return dstas stocks
being illiquid. Changing the non-zero-return requient to zero days without returns (resp., lesa tha days
without returns) reduces by 2 firms (resp. incredse3 firms) the sample and does not affect thelt® Including
lags of returns to account for illiquid stocks iy estimation regressions does not affect results.

% Some of the 42 firms that cannot be matched to gshbsidiary data are firms without subsidiaries:
Duné&Bradstreet’'s Who Owns Whoomly lists firms with at least one subsidiary. tgiCapital 1Q, | verify for 10
unmatched firms that they do indeed not have sidrgd in 2013. However, Capital IQ does not previdstoric
subsidiary data which is why | cannot distinguigiieen unmatched firms and firms without subsidi&gding
these 10 firms to the sample and assuming thatategnly exposed to the UK does not affect myltesu

%" Replacing these missing controls with sample dusitry means does not affect the results. Remdt@gontrols
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(1968) and of Fama et al. (1969); however, | usly deturns data and extend the explanatory vaembl
employed to estimate abnormal returns by using §ime and the book/market ratio (Fama and French
1993) as well as momentum (Carhart 1997). The lepeddent variable ISARO; 1], firms’ cumulative
abnormal return (CAR) on the day of the passagh@fUK Bribery Act (25 March 2009) and one day
after. CARO; 1] are calculated using a Carhart (1997) mad¢imated for the period starting 294 days
before the event and ending 41 days before thetelemobustness tests, | also consider cumulative
abnormal returns up to four weeks before and #fiepassage of the Act. | use Datastream as theesou
for stock return data, stock market returns, T-Bélilurns, and accounting information for the Carhar
local factors of book value and market valti@he equally weighted CAR for UK firms on 25 and 26
March 2009 is —0.85% (Table | Panel ZBoth prior to and after the event, equally weightemulative
abnormal returns are negative and economicallgmifscant: —0.06% for (respectively) both [-20; —1]

and [2; 20].
[[ INSERT Table | about Here ]]

In the second part of my analysis, | consider ltarga outcomes using accounting data obtained from
Datastream/Worldscope. Tobin’s Q is (Equity Marietue + Market Value of Liabilities)/(Equity book
value + Book value of liabilities) though | takeethatural logarithm to facilitate interpretationresults.
Gross marginis gross profit over operating revenues (in %) nehgross profit is net sales plus other
revenues minus cost of goods s®dofit marginis profit/loss before taxes divided by operatiaganues

(in %). Table | Panel A summarizes these variatiet/K firms in 2008.

Measuring corruption exposure

from the key regressions does not affect resulteei

28| follow Ince and Porter (2006) in “cleaning” daileturns data. Long—short portfolios based on, $inek/market,
and momentum are constructed in accordance witmé&terFrench’s data library, but for UK firms, | is@ize into
top-30% and bottom-70% firms in order to account tfte skewed size distribution in the UK (resulte aot
affected by this split). Results are robust toittetusion of global returns and global Carhart (Z)9fctors.

? The value-weighte@ARO; 1] is —0.005%.
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The key control variable i8orruption exposurea measure of firms’ exposure to regions with Heyrels

of perceived corruption. This variable is basedwa sources. First, | hand-collect data on headquar
locations of subsidiaries (and of subsidiaries’sdtilaries) using Dun & Bradstreet®ho Owns Whom
2008/2009 For public and private ultimate parent firms, D&rBradstreet publishes the names of all
subsidiaries along with the subsidiary headquaentries; a firm is considered to be a “subsidi#ra
parent firm owns more than half of its shafeSecond, for each headquarter country, | obtain its
Corruption Perception Index (CPI) for 2008 from Asparency International. To obtain the corruption

exposure measure for each firnh combine these data as follows:

#Subsidiarie
Corruption exposure= Z ((10— CP)x i j ’
cc

#Subsidiaries

whereCPI. is the Corruption Perceptions Index of courttriy 2008, #Subsidiaries is the number of

subsidiaries of firm in countryc in 2008/2009, andtSubsidiarieg is the total number of subsidiaries of

firm i in 2008/2009. By construction, this measure iggasing in firms’ exposure to corruption. It is
bounded by [0.7; 8.9] because 1CPI is 10 -9.3 = 0.7 for the least corrupt countriBenmark,
Sweden, and New Zealand) and is 10 — 1.1 = 8.¢homost corrupt country (Somalia). The average UK
sample firm has &orruption exposuref 2.47 (Table | Panel A). Th€orruption exposuraneasure
assumes that all subsidiaries are equally impottaatfirm. In a robustness test | construct a mesaef
relative importance based on geographic sales thohig measure is restricted to a smaller subset of

firms due to limited data availability.

Additional Controls

% The average publicly listed UK firm has 59 subssiigis, of which 38 are located in the United Kinggd.1 in
continental Europe, 4 in the United States, and thé rest of the world. The median UK firm hassii®sidiaries in
Europe but none in the United States or in non-ge@ao countries. Of all the sample firms, 40% haweef than 10
subsidiaries but 17% have more than 100. A fewditrave a strong effect on the mean: for instarregtbanks
(Royal Bank of Scotland with 1,165 subsidiaries,B@&Swith 1,036, and Barclays with 601) and two oil
corporations (Royal Dutch Shell with 906 subsidiarand BP with 583).
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Control variables include the (logged) number dbfsidiaries, the log of assets, capital expenditures
(CAPEX) divided by assets, and return on asset®AjRThe mean (resp., median) UK sample firm has a
capitalization of $4,580mn (resp., $472mn), a CAREXets ratio of 4.1% (2.3%), and ROA of 2.0%

(3.1%).

Some UK firms are more likely than others to beetd by the UK Bribery Act. First, a number
of firms must comply also with other anti-bribemggulations—most notably, the US Foreign Corrupt
Practices Act of 1977. Sample firms subject toRG&A are inferred in two ways, first from the Baotk
New York's list of ADRs in combination with Worldspe, second from subsidiary data. 23% of the
sample firms held an ADR at some time in the twargepreceding 25 March 2009 and 35% had at least
one subsidiary in the US in 2008. Second, somesfiratuntarily adhere to corporate social respolisibi
(CSR) standards. Much like the Domini 400 Sociaebafor S&P 500 firms in the United States, FTSE
Group publishes the FTSE4Good UK Index for firmgha United Kingdom. Firms listed in this index
are those that comply with certain environmentaman rights, social, and stakeholder relationega
where information on compliance is obtained fronblfmly available sources and also directly from the

companies. 33% of sample firms were constituentaeFTSE4Good UK index at the end of 2008.
Non-UK firms

In order to study spill-over effects of the UK Beily Act on non-UK firms, | construct abnormal retsir
for publicly listed firms using local benchmarksdarisk-free rated! | also collect subsidiary data on
publicly listed continental European firms—and omsBian and Indian firms—from Dun & Bradstreet's
Who Owns Whom 2008/2009 Continental Eurapd Who Owns Whom 2008/2009 Australasia, Asia,
Africa & Middle Eastand construc€orruption exposuras defined abov&.| defineUK link as a dummy

variable set equal to 1 if a foreign firm has atsteone subsidiary in the United Kingdom (and sed t

31 Again, results are robust to including global fastand lagged returns in the estimation regression

32| include only those EU countries for which | czoilect all relevant information (subsidiaries, abmal returns,
accounting controls) on at least 20 publicly lisfechs. | do not study US firmsN(= 4,500) because they are
already subject to the US Foreign Corrupt Practietsof 1977. It is hard to predict the effect betUK Bribery
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otherwise). For a sample of 2,791 non-UK foreigm§, Panel B of Table | presents summary statistics
During the [0; 1] event window, non-UK firms expance an equally weighted cumulative abnormal
return of —0.04%. The mean corruption exposure ganfgom 1.43 (Swedish firms) to 7.34 (Russian
firms). Among all the sample firms, 32% have a k! Of the Irish sample firms, 93% have at least 0
subsidiary in the United Kingdom (this high propanmt reflects geographic proximity and/or historical

ties). In contrast, only 7% of the Polish samplm$ have a UK link.

3. Firm value results

In this section, | study changes in firm value agged with the passage of the UK Bribery Act.arsby
examining abnormal returns and Tobin's Q of UK fitnh then consider abnormal returns of non-UK

firms. | conclude with a series of robustness tests

3.1 Abnormal returns of UK firms

Table Il specifies, step by step, the full regrss{l) for UK firms. The dependent variable is
CARQO; 1]—that is, firms’ cumulative abnormal returoe the event day (25 March 2009) and the day
thereafter. The main control variableGsrruption exposurea measure that increases in firms’ exposure

to corrupt regions.

[[ INSERT Table Il about Here ]]

In column [1] of the tableCARQO; 1] is explained solely b orruption exposureCorruption
exposurdoads significantly negatively on cumulative atmat returns and exposure to corruption with a
coefficient of —0.657. Thus, firms that are mor@ased to high-corruption regions have more negative
abnormal returns around the passage of the UK Briet. Yet this result might actually be driven by

industry-level corruption—as suggested by Figukewhhich plots average industry CARs around the

Act on these firms: They might be positively affstthecause competition moves closer to a leveingaield or
negatively affected because the US might followdfreconian punishment possible under the UK Brilderty
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event against industry corruption lev&lsindustries that are more corrupt experience magative
cumulative abnormal returns around the Act's passhgddress this concern by including industredix

effects in column [2], which shows that the maisutestill holds.
[[ INSERT Figure Ill about Here ]]

When the full set of industry- and firm-level caifr is included (column [3]), the relation
betweenCorruption exposur@ndCARO; 1] is still significant. An increase of one sthard deviation in
Corruption exposurds associated with an 0.48% (= 0.65 x 0.731%) idecin firm value, which is
equivalent to $2.27mn (= $472mn x 0.48%) for theliae firm and $21.98mn (= $4,580mn x 0.48%) for
the mean firm. One example illustrating a one—sdathddeviation (hereafter, 1-S.D.) difference in
Corruption exposurés given by the comparison between an averagelsddipfirm with 59 subsidiaries
in the United Kingdom, with €orruption exposuref 2.3 (= 10 — 7.7) and an otherwise comparable UK
firm that operates 52 subsidiaries in the Unitedddiom and 7 subsidiaries in Russia; this latten'fr
Corruption exposureis 2.93 = (10 - 7.7)(52/59) + (10 - 2.1)(7/59)). VK firm operating all its
subsidiaries in Russia would experience a 5.26%irdecompared with a UK firm operating all its

subsidiaries in the least corrupt countfies.

Of the sample UK firms, 40% do not have subsid&aoetside the United Kingdom. Hence |
rerun all main regressions on the subsample of ithsfwith at least one foreign subsidiary (columns
[4]-[6] in Table II). With all controls, the coeffient for Corruption exposurés significantly negative
(-0.829). Conditional on firms being in the sampie,1-S.D. increase iCorruption exposureis
associated with an 0.66% (= 0.80 x 0.829%) drogfiim value, which is equivalent to $5.51mn

(= $835mn x 0.66%) for the median firm.

3 Industry corruption levels are obtained from tf®®2 version of the EBRD-World BarBusiness Environment
and Enterprise Performance Surv@8EEPS). This survey was conducted in 2008—2008ngn11,800 firms from
29 Eastern European and Asian countries. The diorupmeasure tabulates, by industry, the percentddems
responding “major” (i.e., 4 on a 5-point scale)this question: “please ... [indicate whether thistée is No
Obstacle, a Minor Obstacle, a Moderate Obstacl®lapr Obstacle, or a Very Severe Obstacle to theeat
operations of this establishment” when the faataguestion is “corruption”.
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The number of subsidiaries loads negatively, wtdalggests that more complex firms find it
costlier to comply with anti-bribery regulationgtivalue of assets loads weafi\Controls for US cross-
listing, US subsidiary and for FTSE4Good load indigantly; the interaction of these factors with

Corruption exposurés tested in the robustness section.
3.2 Alternative identification: Related events

In this sub-section, | consider events relatedhéopassage of anti-bribery regulation in the UK-eratits

to pass anti-bribery regulation and failures tasdo While the focus of this paper is on 25 MarcB20
the day of the passage of the UK Bribery Act, stadated events contain information about expected
costs of using bribes, too. Additionally, usingateld events alleviates concerns that other eveints tthe

results on 25 March, 2009.

One problem with using related events is thatquiees using media reports to identify bribery-
related events. This is inherently subjective, sipgdgment is required when assessing whether or no
announced (failure of) regulatory action constsguteews. In addition, this method requires that the
“direction” of news be coded, especially when staglevents into a single regression. This prodess,

is subject to judgment.

| use Factiva searches to identify announcemenastefpts to pass anti-bribery regulation (and
the failure of such attempts) in the United Kingdduning the period 2000-2011. These events cotsstitu
updates of the probability that the United Kingdwili implement anti-bribery regulation. The Factiva
searches are based on the keyword “bribery” inUkenewspaper articles of this period. Just as in
Figure ll, 1 remove “non-events"—that is, articltisat do not constitute news, such as journalistic

opinions on past events. | also exclude articldselil to bribery regulation elsewhere (e.g., inltmited

34 In 2008, the Corruption Perceptions Index wasf@renmark, Sweden, and New Zealand and 2.1 f@siRu
(9.3 -2.1) x 0.731 = 5.26%.

% Value of assets and number of subsidiaries ariiyeg correlated (rho = 0.68). The results aré affected by
removing either (or both) of these controls.
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States) and those related to potential brilExsesas opposed to bribemggulationn examples include

speculation about bribery of the Olympic Commitbedoribery in cricket.

Table Il lists events indicating that the Uniteingdom will implement bribery regulation at
some point in the early 2000s, as well as revexdfalese indications. It then reports the coeffitifor
Corruption exposurefrom a regression structured exactly as the magression of this paper (see
column [3] in Table Il) in order to explain abnormmaturns on the respective event date. As befare,
negativeCorruption exposureoefficient indicates that firms that are more @sqd to corruption have

more negative abnormal returns on the focal day.
[[ INSERT Table Il about Here ]]

The reported coefficients are not statisticallynffigant in most individual cases, but they do
reliably follow the direction of news. In 2000, llmlving OECD pressure on the United Kingdom to enact
legislation in line with the OECD Corruption Direat, the UK government announced a toughening of
bribery regulation in May and June 2000—and agairNbvember 2001. Th€orruption exposure
coefficient is negative (albeit not statisticalligrificant) on these days, which suggests that -high
exposure firms were negatively affected. In conedth the news (of 2 September 2002) that these
bribery regulation plans had failed, the coeffititar Corruption exposurés positive; this result reflects
a decline in the likelihood of UK anti-bribery rdgtion being passed. In 2003, the UK government
issued a draft bill (-0.90%, significant at the 108¢el) that subsequently failed (+0.48% on 1 Atgus
2003, +0.41% on 18 February 2004). In 2005 and 20688 government again announced that bribery
regulation would be toughened; in these cases saoefficients are negative (but again, insigaiitly
s0). Subsequent delays in passage of anti-brilkegiglation had no notable impact. Recall for corigoar
that, around passage of the UK Bribery Act's dr#ig Corruption exposurecoefficient is—0.73%%

(significant at the 5% level).

Stacking all events into a single regression allows to control for time fixed effects, which |énact

with industry fixed effects. | cluster at the filevel because the key independent variable is asdum
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be constant over events. | find ti@brruption exposureloes not significantly explain abnormal returns
on event days that bear news in favor of firms ties bribes, but it does significandyplain abnormal
returns on event days bearing news that is adveriams that use bribes (-0.72%). Stacking allrése
into one regression and then multiplying the dependariable by -1 if events are favorable yields a
negative and significant coefficient of —0.37%, @his in accordance with the main result of thipgra
In short, these results confirm the previous masult even when an alternative identification st

is used.
3.3 Negative spillovers on foreign firms with UK pasure and enforcement across borders

So far | have shown that UK firms which are morg@ased to corrupt regions have more negative
abnormal returns on the day of the UK Bribery Agiassage and on days with news on anti-bribery
regulation. One specific feature of the draft af K Bribery Act 2010 is that it affects foreignrfis
with UK operations through potential fines. On tre hand, this allows for an additional robustriess
using the DID regression given by Equation (2). ba other hand, this allows studying regulatory

enforcement across borders.

Recall that foreign firms with UK operations ardfct to the Act’s provisions, whereas foreign
firms with no UK operations are not. | posit that foreign firmgh UK operations and high corruption
exposure should, like UK firms that are similarlypesed, have negative abnormal returns around
passage of the UK Bribery Act. Panel A of Table riaports equally weighted cumulative abnormal
returns for sample splits by (i) firms with abowersus below the mediaorruption exposurg(ii) firms
with versus without &K link, and (iii) the interaction between these two. tFasong the four resulting
subsets, foreign firms with UK exposure that operat regions perceived to have high levels of
corruption are the ones most negatively affectedphgsage of the UK Bribery Act0.31%). In
comparison to foreign firms with a UK link but witbw corruption exposure, these firms are 0.46%emor

negatively affected; in comparison to foreign firmishout a UK link but with high corruption exposyr
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these firms are 0.39% more negatively affected. difference-in-differences (DID) value shows that

non-UK firms with a UK link and high exposure toragpt regions are 0.63% more negatively affected.
[[ INSERT Table IV about Here ]]

One problem with the analysis is that a split afefgn firms byUK link and byCorruption
exposuremay reflect also a split along some other dimanssuch as industry or size. If a particular
industry contains many firms with a UK link or higlerruption exposure and suffers a strong negative
effect on the day the Act is passed, these ciramsts might explain the results reported above. To
address this concern, | conduct a multivariate yaml(Panel B) that controls for industry and count
fixed effects as well as for number of subsidigrfesn size, capital expenditures, and return csets
While losing observations due to limited availdliliof accounting controls, the results reported
previously hold also in this multivariate settifidgne CARs of firms with a UK subsidiary are not difént
from zero and neither are the CARs of firms withraption exposure (Column 1). Interacting UK
exposure with corruption exposure, returns of finmith UK subsidiary and above-median exposure to
corruption are significantly lower than those ofnfs with high corruption exposure but no UK

subsidiary.

Not all foreign firms are equally affected by UKgrgation, in part because of differences in
detection probabilities and costs, prosecution anfbrcement probabilities, and reputational losses.
Splitting the sample of foreign firms into Westétnropean foreign firms (Columns (3) and (4) of Eabl
IV Panel B) and Eastern European and Asian foréigms (Columns (5) and (6)) illustrates this notion
the previous result is driven by corruption-exposastern European foreign firms, which lose
0.422%(=0.343%-(-0.079%)) more in value if linked the United Kingdom than if not. Eastern

European and Asian firms do not show this pattern.

A natural extension to the split into Western Ewanp versus other firms is to calculate the
difference-in-differences presented in Panel A abl& IV country by country. Figure IV plots DID

values for countries with at least two firms in leat the DID portfolios against the level Begulatory
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enforcementn firms’' headquarter countryRegulatory enforcemeidg a submeasure of the WJP Rule of
Law Index compiled by the World Justice Projectisidubmeasure is, in turn, the equally weightedmmea
of assessing five criteria: (i) government regolasi are effectively enforced; (ii) government regjons

are applied and enforced without improper influen@& administrative proceedings are conducted
without unreasonable delay; (iv) due process ipaeted in administrative proceedings; and (v) the
government does not expropriate without adequatepensation. Indeed, the negative effect of the UK
Bribery Act on non-UK firms with a UK subsidiary @righ exposure to corrupt regionsgisater for

firms from countries characterized by strong reguiaenforcement®
[[ INSERT Figure IV about Here ]]
3.4 Tobin's Q

In order to test whether the UK Bribery Act haddenun implications, | estimate in Table V the pable
panel regression specified in Equation (3) usingdievel accounting data. The sample is unbalaaced
comprises all publicly listed UK firms with availebdata. All regressions include mid-event dummies
equal to 1 for accounting data reported from [102Qntil 11/2011 and post-event dummies equal forl
accounting data reported after 11/2011, the intiéoacof Corruption exposureand these event period

dummies, log of assets, and firm fixed effects.
[[ INSERT Table V about Here ]]

Tobin’s Q drops during the mid- and post-eventqgakiiat least partly reflecting the crisis), morefeo
UK firms with high Corruption exposure (Columns rida?). Being 1-S.D. more exposed to perceivably
corrupt regions is associated with a 1.6%(=0.65024%) and 2.8%(=0.65 x 0.043%) drop in Tobin's Q
in the mid- and post-event period, respectivelyisonfirms the event study results above and hyjgtd
that the effect is long-run rather than reversé®s€ results are slightly stronger for the subkétros

with foreign subsidiaries (Columns 3 and 4).

% 1t would be ideal to plot abnormal returns of afésl firms against a measure of “enforcement adsosgers”, for

23



In order to alleviate the concern that trends djgeto corrupt regions drive my results, | augmémg
previous analysis by continental European firmsPémel B, for a sample of continental European and
UK firms, Mid Event and Post Event are interactathwK firm (a dummy set equal to 1 if a firm is
headquartered in the UK) and with bdthk firm and Corruption exposureThe previous results are
confirmed in terms of economic magnitude and gtasik significance. Compared to a continental
European firm with 1-S.D. greater exposure to peatdy corrupt regions, a UK firm with 1-S.D. great
exposure to perceivably corrupt regions suffersop éh Tobin’s Q of 1.8%(=0.65*0.028%) after thetAc

is passed in 2009 and 3.1%(=0.65*0.047%) afteAtttds enforced in July 2011.

3.5 Robustness

The findings of this section so far indicate thhe tpassage of the UK Bribery Act had negative

implications for UK firms. In this section, | regaesults of a range of robustness tests.

Some firms may be less affected by the UK Bribecy Because they are already subject to other
anti-bribery regulation, e.g. because they areselisted in the US and therefore subject to the US
Foreign Corrupt Practices Act (FCPA) of 1977. Sdimmas may be less affected by the Act because they
adhere to corporate social responsibility (CSR}Yedd, e.g. indicated by being a FTSE4GOOD
constituent. Last but not least, auction theonhwitibes as side payments suggests that bribingpire
concentrated industries is more profitable (Becld avlaher 1986, 1989) — | measure industry
concentration using a global Herfindahl-type meesindeed, | find thaCorruption exposurenly loads
significantly negatively orCAR[0;1] of UK firms that have a US Cross-listing, that & ESE4GOOD

constituents, or that operate in industries withvee-median industry concentration (Table VI Pajel
[[ INSERT Table VI about Here ]]

| conduct several standard robustness checksdamtin event day. First, it might be that a short

event window (such as the one employed here) casapitire the full implications of the event. Insthi

the Act is costly to foreign firms only to the emtehat the United Kingdom can punish non-UK violat In this
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case that deficiency would be applicable from aguent standpoint if, for example, some information
about passage of the UK Bribery Act had leaked thto market prior to the event but without being
picked up by major news sources. Post-event, madatitipants might have been slow to react—perhaps
because implications of the regulatory change wadear initially and did not become apparent until
more details of the new regime became known. |esidthis concern by rerunning the main regressions
for alternative event windows. The results are riggbin Panel B of Table VI. | find th&orruption
exposureloads negatively only when event date returnsimckided in cumulative abnormal returns.
When four-week event windows ending before the evame used instead, the coefficients are

insignificant, and the same is true for four-weekrd windows starting after the event.

Second, event-time clustering could bias the cdiefit found forCorruption exposureTo
alleviate this concern, | follow Karpoff and Malate (1995) in using seemingly unrelated regresdions
calculate cumulative abnormal returns on portfolisth above- and below-median exposure to
corruption. A portfolio of firms with above-mediaxposure to corrupt regions underperforms one with
below-median exposure at the 5% significance 1&vallso, results on related events (Table IIl) are
robust when | allow slopes @orruption exposuré¢o shift on event days (Schipper and Thompson 1983

and when | use non-UK indices to calculate abnornetairns (Zhang 20075.

Third, one might argue that my measure of corruptexposure does not account for the
importance of individual subsidiaries in the parénhs’ operations, since the measure is based on a

count of subsidiaries and not on size-related slidrsi characteristics. Therefore, as an additional

paper | simply assume that a country’s enforcensgmbsitively correlated with enforcement acrosslecs.

3" Rather than constructing abnormal returns basetti@oefficients for each firm and estimation peyil follow

the approach of Karpoff and Malatesta (1995) agdess stock returns from 27 March 2008 to 26 M&@BO on a
constant, the market return, the Fama-French amba@afactors, and event-day dummy variables folVe&ch

2009 and 26 March 2009. | then calculate equalliglated returns for one portfolio of stocks issugdcbmpanies
characterized by above-median corruption exposadeaaother portfolio for below-median corruptiorpesure. A
Wald test for the difference in returns on these partfolios is significant at the 5% level—andilae 1% level for
the subset of firms with at least one non-UK subsid

3 Other authors have argued that non-local indibesils always be used to calculate abnormal retikfisle my

results are unaffected, | restrain from using raoal indices throughout because, in a competitattirg with

unilateral regulation, non-UK indices will reflesegative spillovers (Section 3.2) and competitiffieats (Section
3.3). In a non-competitive setting without spillosenon-local indices are preferable.
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robustness test | hand-code self-reported geogragigiment sales for 2008 from Capital IQ as a nmeasu
of corruption exposure. Abnormal returns are atiredameasure of firm value; therefore, for thisttes
express a firm's segment sales as a percentadpe difin’s overall segment sales such that all segse
initially add up to 100%. Most of these “segmentereues” come exclusively from the European Union
(46.5%). Relatively little revenue comes excluspebm the United States (2.9%). Given that repbrte
segments are not standardized, | construct therigenategorynon-US non-European Sale¥his
category accounts for 6.4% of sales. However, 44%rm revenues cannot be reliably categoriZed.
Using the segment sales so constructed to explaimulative abnormal returns on the event day corsfirm
my previous results for those 430 firms that regegment sales. Abnormal returns around the eaat d

are decreasing in non-European, non-US sales (Wdlianel C).

Finally, the results reported in this paper are saisitive either to other specifications of the
estimation period or to outliers. Using a shorsimaation period of 100 days does not affect mglifigs.
Neither are they changed by winsorizing abnormairns at the 2nd and 98th, or the 5th and 95th

percentiles?
4. Channels

In the preceding section | documented that firmghwigh exposure to corrupt regions exhibit a drop
firm value around the passage of the UK Bribery. Atdwever, is this indicative of real effects fonis’
ability to do business in corrupt regions? Or dibesdrop in firm value instead reflect one-off coef

implementing internal anti-bribery controls that dot, for the most part, inhibit firms’ ability to

% In some cases, firms report extremely broad ggbicasegments. Firms may report sales by coungnyprbcise
economic area, or by geographic area; in theseschean fit the data into categories (e.g., sit@®s China or from
Africa all qualify as sales from non-US, non-Eurapeyeographic segments). Some firms distinguistsblés from
“worldwide non-UK” sales; in this case | can catege the former as European but, with regard toléter, |

cannot distinguish between sales attributable tmj) the United States, and the rest of the w@tne firms
report sales from “Europe, Africa, and Australia; m an extreme example, sales from “Tanzaniag&ore, and
France”; in these cases | cannot categorize satesuch observations are omitted. Some firms doreybrt

geographic sales—because nondomestic sales adoomaine (or only a small fraction of) their sales.

“0 Results are also unaffected when not removingodservations.
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compete? To answer these questions, | study whittbeémplications of the UK Bribery Act are refledt

in firm-level performance and cost measures, abagdh operations in corrupt regions.
4.1 Firm-level performance and cost structure

In order to test whether the UK Bribery Act hadnfitevel implications for performance and cost
structure, | estimate the pooled panel regresgiecified in Equation (3), following Table V [Pang]

above, for a range of measures. Results are repiorfeable VII.
[[ INSERT Table VII about Here ]]

| find no evidence that the UK Bribery Act reducsges or cost of goods sold. If bribes were
expensed, the UK Bribery Act could result in a mdhin of costs of goods sold though some of these
costs may be substituted by other means of creatihgs, such as marketing expenses. In practice,
however, bribes are likely off-balance sheet itefmg., they are paid through direct kick-backs or
unreported income), suggesting that the Act mightehno direct implications for the levels costs of
goods sold. Similarly, a drop in sales in corriggions may be substituted by sales elsewhere,idsntv

in the analysis of sales outside Europe and outhel&S in Section 4.3.

While firms with high corruption exposure are niffetentially affected in terms of their gross
margin (equal to gross profit divided by operatiegenues), they are negatively affected in ternibeif
profit margin (equal to profit/loss before taxesvided by operating revenues), providing some
explanation for the drop in Tobin’s Q. Being 1-S.ore exposed to perceivably corrupt regions is

associated with a 1.62%pts(=0.65 x 2.496%) drapemprofit margin in the post-event period.

To further understand implications of the UK Bripekct, | study sub-components of gross
margin and profit margin. In Columns (1) and (2)Teble VII (Panel B), | break down the gross margin
into two sub-components provided Byorldscope Cost of goods sold less R&ENAR&D. UK firms
increase their R&D expenses though this has no d¢impa the gross margin because R&D expenses

constitute a negligible fraction of sales. In orderfurther understand the drop in the profit mardi
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examine depreciation as a fraction of assets (CQol@jn Indeed, the drop in profit margin is at least
partially explained by an increase in depreciatidh.the same time, there is no effect on capital
expenditure (Column 4), suggesting that the effectiepreciation is not driven by new acquisitiorithw

exceptional early depreciations. Part of this e¢ff@ay come from exceptional depreciation of assets

including assets in corrupt regions though the tiiatits such more detailed analysis.

Adding European firms as controls does not affeese results (Table VIII). This alleviates the
concern that the previous results of this sub-sactre driven by developments specific to firms

operating in corrupt regions.
[[ INSERT Table VIl about Here ]]
4.2 Firm presence in regions perceived to be cotrup

An increase in the cost of doing business affdetsdecision to open new subsidiaries or to continue
operating existing ones. Consider a subsidiary whms/enues depend on paying bribes to local
authorities. Anti-bribery regulation increases tiepected costs of paying bribes, which makes the
subsidiary less profitable, perhaps even unprdétaBimilarly, a subsidiary that has to implemeostty

internal anti-bribery controls may become unprabliga

To test this idea, | investigate whether—subseqtepassage of the UK Bribery Act 2010—UK
firms make any changes to their presence in regidreze corruption levels are perceived to be high.
augment the 2008/2009 subsidiary data used in quswsections by hand-collected subsidiary data for
1998 and 2013. | construct firm€orruption exposureneasure for 1998 and 2013 as before, though |
still weigh subsidiary countries with the 2008 Gmtion Perceptions Index so that my results are not
driven by changes in the CPI. | focus on firms theate at least one subsidiary outside their heatizua

country in 2008 and exclude firms with observabier@ption exposure in only one sample year.
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Table IX reports the results for a panel of 545 fitkhs and 1,201 continental European firths.
Panel A reports levels @orruption exposurén 1998, 2008, and 2013 for UK firms, EU firms, Ebins
with at least one UK subsidiary in 2008, and Euh&rwith no UK subsidiary in 2008. Panel B reports
changes irCorruption exposurdérom 1998 to 2008 (prior to the Act’'s passage) 2068 to 2013 (after
the Act was being passed and enforced) along vigghifEance levels. Panel C compares changes in
Corruption exposure of different groups to charigeSorruption exposure of UK firms. Panel D reports

the difference in trends.
[[ INSERT Table IX about Here ]]

UK firms significantly increased their exposuredwrrupt regions by 0.475 between 1998 and
2008 (prior to the Act's passage) but this tremveld down to an increase by 0.094 from 2008 to 2013
(when the Act was being enforced). Over the same fieriod, European firms increased their exposure
significantly by 0.344 and 0.219, respectively. \WWHturopean firms increased their exposure to pbrru
regions slightly less than UK firms from 1998 ta080they increased their exposure slightly morenfro

2008 to 2013 (Panel C). The difference in diffeeeigcsignificant at 10% level.

As noted earlier, this result may be explained byne UK-specific trend. | therefore split
continental European firms into firms that are sabfo the UK Bribery Act—because in 2008 they had
at least one subsidiary in the United Kingdom—ainud that are not subject to the Act. Both non-UK
firms with and without at least one UK subsidiancriease their exposure between 1998 and 2008.
However, only non-UK firms without UK subsidiary minue this trend from 2008 to 2013 while non-

UK firms with UK subsidiary even slow down theirpansion.

It is worth remarking on the magnitude and sigaifice of these effects. In 2008, the average UK

sample firm (in this Section) had 59 subsidiaried a Corruption exposureof 2.832. If such a firm

“This sample is slightly different from the samplesdribed by the summary statistics given in Tapli|

particular, this section incorporates some firntswibich accounting information was unavailable (@fhthus were
omitted in Table I). However, the results preseritete are not qualitatively affected if instead shenple contains
the same firms referenced in Table I.
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opened one additional subsidiary in Russia (forciwithe CPI in 2008 was 10 — 2.1 = 7.9), then that
firm’s Corruption exposuréncreases by 0.084 to 2.916 (= [(2.832 x 59) #/(B9 + 1)). This is close to
the change observed for UK firms between 2008 &1 &nd roughly 40% of the change observed for

European firms.

Overall, the results in this sub-section suggest the UK Bribery Act affected firms’ decisions

to open (and continue operating) subsidiaries mugb regions.
4.3 Firm sales in regions perceived to be corrupt

My test of real effects looks at firm sales in et where the corruption level is perceived to igh.h
Firms affected by anti-bribery regulation are expdcto experience reduced sales in these regions

subsequent to passage of the UK Bribery Act.

For UK firms and continental European firms, | dbtguarterly sales by geographic segment
from Capital 1Q. As firms do not report segmentsaintandardized way, | aggregate sales fnomUS,
non-Europeanoperations (see Footnote 39). | aggregate quartales from non-US, non-European
operations for three separate periods: prior toBtibery Act's passagepfe-event 2008Q2-2009Q1),
after the Act's passage but before its enforcenfamt-event 2009Q2-2011Q2), and subsequent to

enforcement of the Acppst-event2011Q3-2012Q1¥.

In terms of overall sales growth in high-corruptioggions, UK firms suffer a competitive
disadvantage with respect to their continental Beam counterparts. Between passage of the Act in
March 2009 and its enforcement beginning July 2@hé,foreign sales of UK firms increase by 0.4%
(compared with pre-passage sales) whereas foralga ef continental European firms increase by 6.4%

over the same period. Once the Act is enforce@jdarsales soar for all firms (due in part to angjeain

2 Data availability dictated that the post-eventigeimot extend past 2012Q1 (i.e., the first quade2012). In
order to avoid capturing seasonal sales (earnieffeyts arising from the inclusion of only threeagers in this
period, | compute sales and earnings for the pesteand mid-event periods based on the same tluwargegs (3rd,
4th, and 1st). There are few firms that make akkélaéoth earnings and sales data, so it is notilles® determine
whether anti-bribery regulation affects return esets in regions perceived to have high leveloofiption.
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International Financial Reporting Standards, IFR®Bgeographic segment sales) but less so faetho

headquartered in the United Kingdom (Table X, P&)el
[[ INSERT Table X about Here ]]

Moreover, UK firms that operate in more corruptioeg are more adversely affected post-event.
For a balanced panel of 235 UK firms with geograpbales in corrupt regions reported over three
periods, | run a panel regression with indicatansthe mid-event and post-event period that are als
interacted withCorruption exposurgTable X Panel B). These regressions include fikad effects as

well as firm-level controls.

Both the Mid-event and Post-eventdummy variables exhibit a positive but insignifita
correlation with sales, in line with the previoesult that UK sales increase (column [1] in PaneMgt
| find that, already by the mid-event period, thées of UK firms that operate in more corrupt regiare
declining. Post-event, sales of these UK firms ewren more affected. Mid-event, an increase of one
standard deviation inCorruption exposureis associated with a sales reduction of 17.8pp
(= 27.4% x 0.65); post-event, a 1-S.D. increaseCarruption exposureis associated with a 20.9pp
(= 32.2% x 0.65) sales reductihOverall, the results in this section show that the Bribery Act has

real effects on firms.
5. Spillovers on direct competitors in corrupt regons

Two types of competitors may be positively affecbydthe UK Bribery Act. First, as regulated
firms decide to quit bribing or to quit perceivaligrrupt regions, unregulated competitors’ expected
payoff from offering bribes may actually increaSeich competition effect is, for instance, predidbgd
first-price auction models with side payments aniateral regulation (Beck and Maher 1989). Siniylar

unregulated competitors that are subject to aiftieby regulation already (e.g. through having US

*3 There are only a few firms for which | can constrperformance metrics (e.g., earnings/sales) donp@rative
purposes. This is because (i) not all firms repath geographic sales and geographic earnings fitaC#Q and
(i) firms that report both sales and earnings dbalways report coherent geographic regions. Rstance, a firm
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operations) but nevertheless compete in corruppbmegmay benefit because the UK Bribery Act moves
competition closer to a level playing field. Thurect competitors of UK firms may be positively

affected by the passage of the UK Bribery Act.

| test this prediction by focusing on all firms theave at least one subsidiary outside Western
Europe, the US and Canada, Australia, New Zeatamdi their respective home countfyL12 of the 645
UK firms and 523 of the 2,791 non-UK sample firmifl this criterion. Among non-UK firms, some
compete directly with UK firms in corrupt regions the sense that they (i) operate in the same indus
as a UK firm and (ii) have at least one subsidiarthe same perceivably corrupt country as thatesam
industry UK firm. Of the 523 non-UK firms, 314 coete directly with UK firms by that definition.

These firms should benefit more from the passagleeotUK Bribery Act.

Table Xl analyzes abnormal returns of direct corngest of UK firms around the passage of the
Act and tests for differences. First, UK firms agtérg in corrupt regions experience negative ababrm
returns of 1.40%, while their non-UK counterpartperience negative abnormal returns of just 0.38%.
The difference is significant. Second, non-UK firmempeting directly with UK firms experience
negative abnormal returns of -.09%, significandgd than UK firms. Third, non-UK firms competing
directly with UK firms are also less negativelyaffed than non-UK firms not competing directly with
UK firms (-0.72%pts = -0.83%-(-0.09%)); the diffame is significant at 10% level. Taken togetheis th
suggests that direct competitors of regulated fibmsefit from anti-bribery regulation. To verifyath

these results are not driven by outliers, | adddlly test for differences in median.
[[ INSERT Table XI about Here ]]

As outlined above, two types of direct competitoray benefit from unilateral regulation: unregulated
competitors and competitors that are subject teroéimti-bribery regulation. | distinguish theseedgmf

competitors by identifying firms that are subjestthe US Foreign Corrupt Practices Act, which was

might report its sales in “UK” and in “Rest of tWorld” while reporting its earnings in “UK”, “Chirfa and
“Europe and Rest of the World”.
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implemented in 1977 and has been enforced morathgaaver the past eight years. Sub-dividing my
sample of direct competitors of UK firms into firmdth at least one US subsidiary and firms witho&
subsidiary, | find that both types benefit from tBK Bribery Act relative to non-UK firms not dirdgt

competing with UK firms (Rows (v)-(x)).
6. Conclusion

It has been shown in the economics literaturedbatuption reduces growth in developing nationghis
paper, | study the supply side of bribes—specifjcéihe need of bribes for doing business. As altex
the passage of the UK Bribery Act, UK firms suféedrop in firm value, which is driven by expanding
their network of subsidiaries less into high-cotiom regions than continental European competimcs
suffering a reduction in sales growth in such ragioFirms that compete directly with UK firms by
operating in the same industry and in the sameifgpperceivably corrupt country benefit from thets

passage, warranting attention from policy maketsragulators.

The passage of the UK Bribery Act provides an eitgtlirsetting in which to study the effect of
bribes on firm value as well as a range of relaiegistions. First, unilateral anti-bribery regulatghould
affect contract allocation and, ultimately, welfar8econd, the potentially unlimited regulatory
punishments that can be meted out under the UKeBritAct should have implications for firm
boundaries, such as decisions about whether dorioternalize customers and/or suppliers. | |ehese
questions for future research. The techniques abdidiary data used in this paper are not limited t
studying bribery; they can be readily applied ttisgs in which firms face unilateral regulationge on
child labor), bilateral agreements (e.g., tradeeemrents), or other country-specific shocks (e.g.,

expropriation of multinational firms by local gowenents).

4 Removing tax havens and countries such as Singapat Hong Kong does not affect my results.
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Appendix: Brief Outline of UK 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 fenédity) and becomes an official A& A timeline of
events related to the UK Bribery Act 2010 is givedable Al.

Table Al: Timeline of the Legislative Process of #nUK Bribery Act 2010

Date Stage

19 Nov. 2009 1°'reading: House of Lords

9 Dec. 2009 2" reading: House of Lords

7 Jan. 2010 1%sitting: House of Lords

13 Jan. 2010 2" sitting: House of Lords

2 Feb. 2010 Report stage: House of Lords
8 Feb. 2010 3" reading: House of Lords

9 Feb. 2010 1% reading: House of Commons

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

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

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

23 Mar. 2010 5" sitting: House of Commons

7 Apr. 2010 Report stage: House of Commons
3 reading: House of Commons

8 Apr. 2010 Ping pong: House of Lords/Commons
Royal Assent

Legislation typically begins in the House of Lordshe 1st and 2nd readings in the House of Lords
transpire in front of the (present) Lords; the fdesiding is without debate, but concerns can bedais
during the 2nd reading. “Sittings” take place immeoittees of interested members of the House of4.ord
and are responsible for a detailed, line-by-linanaixation of the bill. Amendments are collectedobef
sittings and are discussed and voted upon duriegitting. In a House of Lords sitting, the goveemmn

is not allowed to restrict either the subjects dised or the time spent in discussion. After gj#jrthe

bill is printed with all agreed amendments and ed to the report stage, during which any member o
the House Lords can make further amendments amed Vbe bill is “cleaned up” during the 3rd reading,
whereafter it moves to the House of Commons. Hei@lows the same steps, although sittings cae fac
both subject and time restrictions. Once amendédvated on during the report stage, the bill isankxl

up and moves back to the House of Lords to ensiateits members agree on the amendments made by
the House of Commons. “Ping-pong” is the procedafrenoving a bill back and forth between both
houses until they reach agreement on the exactimgprRoyal Assent consists of the Monarch formally
agreeing to turn the bill into an Act. If no agresrhis reached between the two houses then thiaits!|
however, it can be passed by the House of Commsing the Parliament Acts—that is, without consent
of the House of Lords.

% See http://www.parliament.uk/about/how/laws/passhit}/lords/Irds-lords-first-reading/ (accessed Migust
2013) for an excellent illustrative descriptiontioé process.
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Table |
Summary Statistics

This table provides summary statistics for UK firared non-UK firms. In panel A, the sample considtsll publicly listed UK
firms for which there is 2008 accounting datéofldscopg 2008 subsidiary informatiodun & Bradstreet's Who Owns Whiam
and return dataD@atastream such that abnormal returns on 25 and 26 Marct 2@ be constructed. Cumulative abnormal
returns (CAR) for firms over event windows2p; —1], [0; 1], and [2; 20] around the event date are obtafrmd parameters of a
four-factor Carhart (1997) model estimated oversdaf94; —41]. CAR are winsorized at 1% and 99% level. €kent date is 25
March 2009, which is when the draft of the UK Bripéct was passed by the government commissionpaidorward by the
Minister of JusticeSales outside Europe & the USe annualized sales of all listed firms that regmb sales by geographic
segments in Capital IQ (accessed August 2012)—hiyt ib segments could be unambiguously categoriaedoutside Europe
and outside the United Stated’n(Tobin’s Q) is the natural logarithm of (1+(Equity Market Valut Market Value of
Liabilities)/(Equity book value + Book value of kidities)). Gross marginis gross profit over operating revenues (in %) rehe
gross profit is net sales plus other revenues mingsof goods soldRrofit marginis profit/loss before taxes divided by operating
revenues (in %)Corruption exposurecombines, for each firm, subsidiary data from D8rBradstreet'sWho Owns Whom
2008/2009 UK and Irelandith Transparency International’s Corruption Petimeys Index (CPI) for the year 2008. For each firm,
Corruption exposuras the sum—over all countries—of the percentagehef firm’s subsidiaries headquartered in the focal
country in 2008nultiplied bythe CPI of that country in 2008. The resulting saraubtracted from 10 (the upper limit of the CPI)
so thatCorruption exposureavill be increasing in firms’ exposure to high-agption regions. The count variab#subsidiaries
gives the number of subsidiaries reported by DuBr&dstreet'sSVho Owns Whom 2008/2009 UK and Irelaitie Market value
for 2008 is obtained from Datastream/WorldscopethB6CAPEXand %ROAare for year 2008 and are scaled by total assets;
these variables denote (respectively) capital ediperes and return on assets (i.e., earnings bdfdezest and taxeslUS
subsidiaryis a dummy variable set equal to 1 if a firm hateast one subsidiary on the US in 200& cross-listing (ADRIs a
dummy variable set equal to 1 only if a firm waess-listed (via an ADR) in the United States in 882009 or in the prior two
years.FTSE4Good constitueiis a dummy set equal to 1 only if a firm was pHrthe FTSE4Good UK Index in 2008. Panel B
shows summary statistics of non-UK firms by coun@®ARO; 1] are constructed as for UK firms but usingdbfactors.UK
subsidiaryis a dummy set equal to 1 only if a firm has asteme subsidiary in the United Kingdom.

Panel A: UK firms

Variable Mean SD Median # Obs
Abnormal returns
CAR [-20;-1] -0.06% 0.77% -0.08% 645
CAR [0;1] -0.85% 2.60% -0.96% 645
CAR [2;20] -0.06% 0.73% -0.07% 645
Accounting effects
Tobin's Q 1.26 0.42 1.17 576
Gross Margin (%) 48.9% 23.6% 47.4% 529
Profit Margin (%) 7.3% 16.4% 7.4% 645
Corruption Exposure 2.47 0.65 2.30 645
Other Controls
#Subsidiaries 59 114 19 645
Market Value ($mn) 4,580 17,140 472 645
CAPEX (% of Assets) 4.1% 5.0% 2.3% 645
%ROA 2.0% 11.9% 3.1% 645
US subsidiary 35% 48% 0% 645
US cross-listing (ADR) 23% 42% 0% 645
FTSE4GOOD constituent 33% 47% 0% 645
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Panel B: Non-UK firms

Corruption

Country #0bs CAR[0;1] exposure UK Subsidiary

Austria 47 -0.38% 3.13 49%
Belgium 88 -0.23% 2.74 36%
Denmark 99 -0.29% 1.71 38%
Finland 93 -0.16% 1.92 37%
France 280 0.26% 3.07 49%
Germany 580 -0.20% 2.42 33%
Hungary 20 -0.07% 481 20%
India 469 -0.12% 5.74 15%
Ireland 27 0.04% 2.39 93%
Italy 224 0.02% 4.34 29%
Netherlands 101 0.17% 2.00 56%
Norway 118 0.10% 2.28 47%
Poland 214 0.12% 5.31 7%
Portugal 32 0.38% 3.79 25%
Russia 56 0.51% 7.34 16%
Spain 111 -0.01% 3.63 37%
Sweden 232 -0.12% 1.43 42%
Total 2791 -0.04% 3.47 32%
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Table Il
Corruption exposure and abnormal returns of UK Firms around passage of the UK Bribery Act

This table provides event study results for UK Btr@umulative abnormal returnrSAR [0; 1]) for UK firms over event windows
[0; 1] around the event date are regresse@amuption exposurend controls to establish the main result. CAR[&r& obtained
from parameters of a four-factor Carhart (1997) el@stimated over days]94; —41]. CAR are winsorized at 1% and 99% level.
The event date is 25 March 2009, which is whendilaét of the UK Bribery Act was passed by the goveent commission and
put forward by the Minister of Justic€orruption exposure&ombines, for each firm, subsidiary data from BuBradstreet’s
Who Owns Whom 2008/2009 UK and Irelamith Transparency International’s Corruption Petimeys Index (CPI) for the year
2008. For each firmCorruption exposureis the sum—over all countries—of the percentagethsf firm’'s subsidiaries
headquartered in the focal country in 2008ltiplied bythe CPI of that country in 2008. The resulting ssmsubtracted from 10
(the upper limit of the CPI) so th&orruption exposurewill be increasing in firms’ exposure to high-agption regions.
Log(#Subsidiariesjs the log of the number of subsidiaries repotigddun & Bradstreet’$%ho Owns Whom 2008/2009 UK and
Ireland. Log(assets) is the logarithm of total assets008& Both%CAPEXand%ROAare for year 2008 and are scaled by total
assetsUS subsidianjs a dummy variable set equal to 1 if a firm hakeast one subsidiary on the US in 200& cross-listing
(ADR)is a dummy variable set equal to 1 only if a finas cross-listed (via an ADR) in the United Statellarch 2009 or in the
prior two yearsFTSE4Good constitueiid a dummy set equal to 1 only if a firm was pHrthe FTSE4Good UK Index in 2008.
The sample consists of all publicly listed UK firrfr which there is 2008 accounting dafatastream/Worldscope 2008
subsidiary informationjun & Bradstreet's Who Owns Whanand return dataD@atastrean) such that abnormal returns on 25
and 26 March 2009 can be constructed. Columns 31Egnsider the whole sample of UK firms; columd$-[6] consider the
subsample of UK firms that have at least one sidngicbutside the United Kingdom. Columns [2], [8$], and [6] include
industry fixed effects (Fama—French 48 industri€@pandard errors are clustered at the industryl.lé\atatistics are given in
parentheses. *, ** and *** denote significance rgspectively) the 10%, 5% and 1% level.

All UK Firms All UK Firms with Foreign
Subsidiary
1) ) 3 4 ®) (6)
CAR[0;1] CAR[0;1] CARJ0;1] CAR[0;1] CAR|[0;1] CARJ0;1]
Corruption exposure -0.657** -0.729** -0.731* aY.0** -0.853** -0.829**
(-2.28) (-2.27) (-2.29) (-2.24) (-2.35) (-2.22)
log(#Subsidiaries) -0.564** -0.431
(-2.37) (-1.30)
log(Assets) 0.304 0.296
(1.59) (1.20)
%CAPEX -4.399 -5.894
(-0.89) (-0.86)
%ROA 3.197 4.248
(1.58) (1.65)
US subsidiary -0.284 -0.710
(-0.49) (-1.08)
US cross-listing (ADR) 0.720 0.640
(1.16) (0.81)
FTSE4GOOD constituent 0.567 0.876
(1.10) (1.45)
Industry fixed effect (48FF) No Yes Yes No Yes Yes
N 645 645 645 416 416 416
Adj. R-square 0.005 0.024 0.038 0.009 0.030 0.043
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Table 111
Corruption exposure and abnormal returns of UK Firms around days with news on bribery

This table provides event study results for UK fitrRach row replicates the main specification dil@al (Column [3]) on a day
with news concerning bribery regulation and the tlagreafter. The left-hand side variable CAR isstnrcted as before and
winsorized at 1% and 99% level on each event dagnts are derived from a Factiva search for “bsibér UK newspapers; see
text for exclusions. For each event, the table mspbe coefficient foCorruption exposureBesides the controls used in Table Il
Column [3], the stacked regressions also corf&if8 fixed effects interacted witbate fixed effects. For the stacked regression
with all events, values foCARO; 1] of events with the predicted positive difentare multiplied by —1. Standard errors are
clustered at the firm levet:statistics are given in parentheses. *, ** and #&note significance at (respectively) the 10%,a5%
1% level.

Predicted Corruption

Date Headline/Content Source Direction Exposure

30/03/2000 OECD urges UK to toughen anti-bribery The Guardian. - -0.06%
laws

23/05/2000 UK government to announce new laws The Guardian; Financial - -0.57%
aimed at bribery crackdon Times.

21/06/2000 UK home secretary announces new anti- The Independent; The - -0.16%
bribery law Guardiar

09/11/2001 UK Government announces measures to Associated Press - -0.67%

tackle international corruption, proposes Newswires; Evening
tightening bribery laws, crack down on News - Scotland.
bribery by Britons abroz
02/09/2002 British anti-corruption plans branded The Guardian. + 0.69%
toothless. Blair proposal wins backing of
just five firms

25/03/2003 UK government issues draft corruption bill ~ WMRC Qdhnalysis. - -0.90%*

01/08/2003 Corruption bill faces delay over loopholes FinahTianes. + 0.48%

18/02/2004 UK government backtracks over bribery Financial @m + 0.41%

09/12/2005 Corruption laws to be overhauled in the UK  Globaight Daily - -0.23%
Analysis.

19/11/2008 Bribery law reform plans focus on oversead he Times; Press - -0.77%

work of businesses; managers face jail in Association National
bribery cases. (published 20/11/2008) Newswire; The Guardian;
The Daily Telegraph.

20/07/2010 Clarke delays enforcement of bribery law FinanTiates. + 0.22%
31/01/2011 UK delays enforcement of UK Bribery Act The Wall Street Journal; + -0.20%
2010 by 3 more months Reuters.
Stacked Regressions
All events with positive direction 1 0.16%
All events with negative direction -1 -0.72%***
All events -0.37%***
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Table IV
Spillovers of the UK Bribery Act 2010 on non-UK firms

The UK Bribery Act 2010 applies to non-UK firms WiUK operations. This table relates cumulative aiwad returns of non-UK
firms around passage of the Act to corruption exposudel#d subsidiaries. Panel A splits sample firmseémis ofCorruption
exposureand UK subsidiaryand reports th€ARO; 1] values of the equally weighted portfoliosthare so create@€ARO; 1]
denotes cumulative abnormal returns (in %) on @@y&] around the event date of 25 March 2009, Whigcwhen the draft of the
UK Bribery Act was passed by the government comimisand put forward by the Minister of Justice. lBach firm, CARs are
obtained from Carhart (1997) models estimated ohegts [294; —41] using local factors. CAR are winsorized at a%@ 99%
level by countryCorruption exposurés increasing in firms’ exposure to high-corruptiegions and is constructed as described
in Table I.UK subsidiaryis a dummy set equal to 1 only if a firm has asteme subsidiary in the United Kingdo®AR[0;1] are
for all firms in column (i), for firms characteriddoy above- and below-median exposure to corrupti@olumns (ii) and (iii), for
firms with and without a UK subsidiary in rows (a8hd (3), and for the interaction of the two. Diffieces in CAR between
subsamples are reported as well. Panels C extdredsnalysis of Panel B to a multivariate settindgitonally analyzing
subsamples of firms from Western European counaiesfirms from Hungary, India, Poland, and Rusgmle controlling for
log#Subsidiariel log(Assety, %CAPEX and%ROAas well as for FF48 industry fixed effects (FFD® Hungarian, Indian,
Polish, and Russian firms) and country fixed eBe&tandard errors are clustered at the industitycaantry leveli-statistics are
given in parentheses. *, **, and *** denote signdhce at (respectively) the 10%, 5%, and 1% level.

Panel A: Sample split

Low Corruption  High Corruption Difference
All Firms Exposure Exposure (High-Low)
@ (i) (iii) (iii)-(ii)
(1) All Firms -0.04% -0.02% -0.07% -0.05%
(2) With UK Subsidiary -0.10% 0.15% -0.31%*** -0.46%***
3) Without UK Subsidiary -0.01% -0.08% 0.08% 0.16%
(3)-(2) Difference 0.09% -0.23%* 0.39%*** 0.63%***
(Without Subsidiary-With Subsidiary) (Diff-in-Diff)

Panel B: Multivariate analysis by region

Indian, Russian, Polish,
and Hungarian Firms

All non-UK Firms Western European Firms

1) (2) (3) 4) () (6)
CAR[0;1] CAR[0;1] CARJ[0;1] CARJ[0;1] CARJ[0;1] CARJ[Qt]
UK Subsidiary -0.006 0.187* -0.020 0.171 0.124 40.1
(=1 if firm has UK subsidiary) (-0.08) 1.74) 0(22) (1.43) (0.43) (0.40)
High Corruption Exp. -0.099 -0.135 0.179
(-1.26) (-1.39) (0.54)
High Corr.Exp. x UK Subs. (i) -0.313*** -0.343** 0.156
(-3.17) (-2.89) (0.40)
High Corr.Exp. x No UK Subs. (ii) 0.110 0.079 194
(1.05) (0.64) (0.51)
Constant & Controls Yes Yes Yes Yes Yes Yes
Fixed Effects 48FF 48FF 48FF 48FF 10FF 10FF
Country Country Country Country Country Country
N 1392 1392 1187 1187 205 205
Adj. R-square 0.066 0.070 0.072 0.076 0.021 0.014
p-value for (i)=(ii) 0.002 0.005 0.925
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Table V
Corruption exposure and Tobin’s Q around passage dahe UK Bribery Act 2010

This table establishes whether the UK Bribery Aad fong-run firm value implications. Firm valuenigeasured using Tobin’s Q,
the natural logarithm of (1+(Equity Market Valueviarket Value of Liabilities)/(Equity book value +0Bk value of liabilities)).
In Panel A, the sample is unbalanced and compatiepublicly listed UK firms for which respectiveceounting items are
available in Worldscope. All regressions includedvevent dummies equal to 1 for accounting datartegdrom 111/2009 until
1112011 and post-event dummies equal to 1 for anting data reported after 11/2011, the interactadnCorruption Exposure
(constructed as in Table I) and these event patiodmies, log of assets, and firm fixed effectsn8#ad errors are clustered at
the year level. Panel B follows Panel A but compaJ& firms to continental European firms. In adulitito the previous controls,
Mid Event and Post Event are interacted with Uknfla dummy set equal to 1 if a firm is headquadénehe UK) and with both
UK firm and Corruption exposure. Standard erroesc@dustered at the year and country level. In Ipathelst-statistics are given
in parentheses. *, ** and *** denote significanae(respectively) the 10%, 5% and 1% level.

Panel A: UK firms

All UK Firms All UK Firms with Foreign Subsidiary
1) 2 3 4)
Ln(Tobin’'s Q)  Ln(Tobin’s Q) Ln(Tobin’s Q) Ln(Tohis Q)
Mid-Event -0.064 -0.005 -0.059 0.018
(=1 if 2009-2010) (-1.17) (-0.08) (-1.02) (0)29
Mid-Event -0.024** -0.030%***
x Corruption Exposure (-2.68) (-3.25)
Post-Event -0.038 0.067 -0.020 0.120
(=1if 2011-2012) (-0.58) (0.92) (-0.31) (1.74)
Post-Event -0.043*** -0.055***
x Corruption Exposure (-3.76) (-5.20)
Ln(Assets) -0.019 -0.016 -0.005 -0.003
(-0.75) (-0.68) (-0.17) (-0.09)
Firm Fixed Effects Yes Yes Yes Yes
N 4968 4968 3074 3074
Adj. R2 0.681 0.682 0.684 0.686
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Panel B: UK firms and continental European firms

All Firms All Firms with Foreign Subsidiary
1) (2) (3) (4)
Ln(Tobin's Q)  Ln(Tobin's Q) Ln(Tobin’s Q) Ln(Tohis Q)
Mid-Event -0.056 -0.059 -0.048 -0.065
(=1 if 2009-2010) (-1.16) (-1.08) (-0.95) (-@)5
Mid-Event x UK Firm -0.019 0.051 -0.018 0.081**
(-1.14) (1.60) (-1.08) (2.85)
Mid Event 0.001 0.006
x Corruption Exposure (0.25) (2.03)
Mid Event x UK Firm -0.028** -0.038***
x Corruption Exposure (-2.79) (-5.41)
Post-Event -0.082 -0.089 -0.081 -0.060
(=1 if 2009-2010) (-1.60) (-1.58) (-1.51) (-0)3
Post-Event x UK Firm 0.027 0.144*** 0.051* 0.175*
(1.16) (3.30) (2.63) (5.60)
Post Event 0.003 -0.007
x Corruption Exposure (0.56) (-1.16)
Post Event x UK Firm -0.047*** -0.049***
x Corruption Exposure (-3.52) (-6.22)
Ln(Assets) 0.017 0.018 0.018 0.018
(0.73) (0.74) (0.64) (0.66)
Firm Fixed Effects Yes Yes Yes Yes
N 26089 26089 20314 20314
Adj. R2 0.694 0.694 0.702 0.702
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Table VI
Robustness tests of event study results

This table presents a range of robustness testel Rarelates cumulative abnormal returns of UKni;, around passage of the
Act, to corruption exposure and cross-sectionah foharacteristics. Columns [1]-[3] consider the l@hsample of UK firms;
columns [4]-[6] consider the subsample of UK firmish at least one subsidiary outside the Unitedgdiom. The setup matches
the one in column [3] of Table ICorruption exposurés interacted with the presence or absenceld &ross-listingn columns
[1] and [4], with a dummy equal to one if a firmd$TSE4Good constitueim columns [2] and [4], and with a firm operatiimg
an industry that is concentrated as defined byrigagi Herfindahl index above median. Panel B cartstta robustness check for
the main result using alternative event windowsauadbthe event date (columns [1] and [2]), before ¢lient date (columns [3]
and [4]), and after the event date (column [5])e @etup matches the original one (see column [3[adfle 1) except for the
dependent variable, which now becomes the cumelatmormal returns for the windowsl[ +1], [-20; —1], [-2; —1], and
[+2; +20]. The event date (day 0) is 25 March 20@8ich is when the draft of the UK Bribery Act wpassed by the government
commission and put forward by the Minister of JusstiFor comparison, results of the original settgoshaded (column [2]). For
brevity, only the key explanatory variablgprruption exposureis reported. Panel C is a robustness check tomtain result for
CAHRO; 1] using an alternative measure@drruption exposureThe setup matches the original one (Table llurwi [3]) except
that the control variableCorruption exposurés now measured in terms of geographic revenueifeed from Capital IQ but
reported by only a subset of the sample firms). Wdméables¥oRevenue US6Revenue Europe, non-UKnd%Revenue non-US,
non-Europemeasure the percentage of a firm’s overall revenascome (respectively) from the United Statesmf Europe
(excluding the United Kingdom@and from non-US, non-European countries. Standaioiseare clustered at the industry level;
statistics are given in parentheses. Panel D egtdreanalysis of non-UK firms (Table Ill) to a gamsplit into firms with US
subsidiary and firms without US subsidiary, respety, while controlling for logéSubsidiaries log(Assety %CAPEX and
%ROAas well as for FF48 industry fixed effects and raoy fixed effects. Standard errors are clusteretha industry and
country levelit-statistics are given in parentheses. In all par@R are winsorized at 1% and 99% level. *, **datf* denote
significance at (respectively) the 10%, 5%, andl&9él.

Panel A: Cross-sectional characteristics

All UK Firms All UK Firms with foreign Subsidiary
(1) (2) (3) (4) (5) (6)
CAR[0;1] CAR[0;1] CAR[0;1] CARJ[0;1] CAR[0;1] CAR[(1]
Corruption Exposure x -0.781* -0.882**
No US Cross-listing (ADR) (-2.45) (-2.37)
Corruption Exposure x -0.584 -0.745
US Cross-listing (ADR) (-1.46) (-1.50)
Corruption Exposure -0.776** -0.894**
x Not FTSE4GOOD (-2.42) (-2.36)
Corruption Exposure -0.544 -0.554
x FTSE4GOOD (-1.44) (-1.28)
Corruption Exposure -1.415** -1.555*
x Concentrated Industry (-2.06) (-1.88)
Corruption Exposure -0.556 -0.648
x Competitive Industry (-1.53) (-1.56)
Constant & Controls Yes Yes Yes Yes Yes Yes
Industry Fixed Effects Yes Yes Yes Yes Yes Yes
N 645 645 645 416 416 416
Adj. R-square 0.036 0.037 0.038 0.039 0.043 0.042
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Panel B: Alternative Event Windows

CAR Around Event Date Before Event After Event
(1) (2) 3) (4) (5)
[-1;+1] [0;+1] [-20;-1] [-2;-1] [+2;+20]
Corruption Exposure -0.684*  -0.745** 0.317 0.049 -0.136
(-1.76) (-2.33) (0.34) (0.14) (-0.12)
Constant & Controls Yes Yes Yes Yes Yes
Fixed Effects 48FF 48FF 48FF 48FF 48FF
N 645 645 645 645 645
R2 0.034 0.038 0.097 0.032 0.017

Panel C: Geographic Revenues as Alternative Measufer Corruption exposure

(1)

CARJ0;1]
Split: All firms
%Revenue US 0.012
(0.71)
%Revenue Europe -0.001
non-UK (-0.18)
%Revenue nonUS -0.029**
nonEurope (-2.05)
Controls Yes
Industry FE 48FF
N 430
R-square 0.078

Panel D: Multivariate analysis by US subsidiary

Non-UK Firms Non-UK Firms
with US Subsidiary without US Subsidiary
(1) (2 (3 (4)
CAR[0;1] CAR|[0;1] CAR[0;1] CARJ[0;1]

UK Subsidiary 0.107 0.218 0.052 0.260**
(=1 if firm has UK subsidiary) (0.45) (0.89) 90) (2.31)
High Corruption Exp. -0.199* 0.012
(-1.89) (0.14)
High Corr. Exp. x UK Subs. (i) -0.252* -0.346**
(-1.81) (-2.51)
High Corr. Exp. x No UK Subs. (ii) -0.066 0.206*
(-0.36) (1.92)
Constant & Controls Yes Yes Yes Yes
Fixed Effects 48FF 48FF 48FF 48FF
Country Country Country Country
N 555 555 837 837
Adj. R-square 0.108 0.107 0.040 0.046
p-value for (i)=(ii) 0.437 0.021
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Table VI
Long-run implications of the UK Bribery Act for UK firms

This table establishes whether the UK Bribery Aatl Hong-run implications using firm-level accoumtidata. The sample is
unbalanced and comprises all publicly listed UKnBirthat report respective accounting items in Degas/Worldscope. All
regressions include mid-event dummies equal to rlafwounting data reported from [11/2009 until D22L and post-event
dummies equal to 1 for accounting data reporteer ft2011, the interaction of Corruption Exposgcenstructed as in Table I)
and these event period dummies, log of assetsfiandixed effects. In Panel A, the dependent Valiéaln(Sales) is the natural
logarithm of sales and In(Cost of Goods Sold) enhtural logarithm of costs of goods sd@kioss margin(%)s gross profit over
operating revenues where gross profit is net gales other revenues minus cost of goods dBidfit margin(%)is profit/loss
before taxes divided by operating revenues. In PBnNet cost of goods sold(%andR&D(%) are scaled by operating revenues
(these two items are a breakdown of changes ingtess margin hence expressed as a fraction of tipgreevenues).
Depreciation over assets(%andCapex over assets(%Je depreciation, amortization & depletion andauitions to fixed assets
over total assets. Standard errors are clusteréiieagear level, antistatistics are given in parentheses. *, ** and ¢enote
significance at (respectively) the 10%, 5% and &%&l.

Panel A: Sales, cost of goods sold and performancios

(1) 2) 3) (4)
Ln(Sales) Ln(Cost of Goods Sold) Gross margin (%) Profit margin (%)
Mid-Event 0.001 -0.254 -0.463 0.036
(=1 if 2009-2010) (0.03) (-1.25) (-0.41) (0.01)
Mid-Event 0.007 0.080 0.121 -0.763
x Corruption Exposure (2.07) (0.96) (0.28) (-0.93
Post-Event 0.061 -0.084 0.965 4.926*
(=1if 2011-2012) (1.25) (-0.59) (0.46) (1.74)
Post-Event 0.008 0.041 -0.443 -2.496*
x Corruption Exposure (2.17) (0.67) (-0.55) (8).9
Firm Fixed Effects Yes Yes Yes Yes
N 8236 7200 6834 7074
Adj. R2 0.854 0.828 0.817 0.477
Panel B: Cost structure
1) 2 3 4)
Cost of goods sold R&D Depreciation Capex
(% of sales) (% of sales) (% of assets) (% oftayse
Mid-Event 0.144 -0.371 -0.888*
(=1 if 2009-2010) (0.11) (-1.27) (-0.30) (-1.83)
Mid-Event 0.080 0.186* 0.155 -0.114
x Corruption Exposure (0.17) (1.86) (1.67) (-0.48
Post-Event -1.308 -0.766** -0.482 -0.356
(=1if 2011-2012) (-0.64) (-2.53) (-0.88) (-0.53)
Post-Event 0.634 0.301* 0.374* -0.260
x Corruption Exposure (0.79) (2.73) (1.92) (-3.00
Firm Fixed Effects Yes Yes Yes Yes
N 6862 7812 7926 4795
Adj. R2 0.794 0.716 0.573 0.648
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Table VI
Robustness to long-run implications: UK firms and ontinental European firms

This table follows Table VIl in establishing whethtbe UK Bribery Act had long-run implications ugifirm-level accounting
data. The sample is unbalanced and constructeddtiopublicly listed continental European and Ukhfs that report respective
accounting items in Datastream/Worldscope. In @diio the controls in Table VII, Mid Event and P&vent are interacted with
UK firm (a dummy set equal to 1 if a firm is headegered in the UK) and with both UK firm and Cortigp exposure. All
regressions include firm fixed effects. Standanarsr are clustered at the year and country leved, tastatistics are given in
parentheses. *, ** and *** denote significancgf@spectively) the 10%, 5% and 1% level.

Panel A: Sales, cost of goods sold and performancios

1) (2 3 4)
Ln(Sales) Ln(Cost of Gross Profit
Goods Sold) margin (%) margin (%)
Mid-Event 0.162** -0.013 2.318*** -2.522*
(=1 if 2009-2010) (2.87) (-0.42) (3.56) (-2.13)
Mid-Event x UK Firm -0.195%** -0.266 -1.960 3.265
(-8.20) (-1.34) (-1.412) (1.71)
Mid Event 0.005 0.009 -0.543** 0.121
x Corruption Exposure (0.98) (1.16) (-2.39) (1.112)
Mid Event x UK Firm -0.002 0.063 0.384 -1.237
x Corruption Exposure (-0.25) (0.76) (0.77) (-1.63)
Post-Event 0.188*** -0.032 3.040** -1.299
(=1 if 2009-2010) (3.26) (-1.10) (7.10) (-1.45)
Post-Event x UK Firm -0.173*** -0.080 -1.451 6.846*
(-6.95) (-0.56) (-0.67) (2.23)
Post Event -0.000 0.027*** -0.901*** -0.463***
x Corruption Exposure (-0.01) (3.18) (-5.90) (-4.68
Post Event x UK Firm 0.004 0.002 0.267 -2.424*
x Corruption Exposure (0.54) (0.03) (0.35) (-1.94)
Firm Fixed Effects Yes Yes Yes Yes
N 41470 37514 35863 36863
Adj. R2 0.991 0.890 0.826 0.491
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Panel B: Cost structure

) (2 3) (4)
Cost of R&D Depreciation Capex
goods sold
(% of sales) (% of sales) (% of assets) (% oftayse
Mid-Event -2.422%* -0.062 0.659** -1.015%**
(=1 if 2009-2010) (-3.71) (-0.64) (2.55) (-9.18)
Mid-Event x UK Firm 1.662 -0.485 -0.709*** 0.145
(1.13) (-1.36) (-3.07) (0.26)
Mid Event 0.631** 0.032 -0.109*** -0.121*
x Corruption Exposure (2.83) (1.58) (-3.96) Q2.
Mid Event x UK Firm -0.228 0.173 0.267*** -0.013
x Corruption Exposure (-0.43) (2.4 (3.58) 0®.
Post-Event -3.185*** -0.094 0.618** -0.538***
(=1 if 2009-2010) (-8.60) (-0.98) (2.65) (-5.09)
Post-Event x UK Firm 1.142 -0.890** -0.994 0.168
(0.55) (-2.71) (-1.76) (0.25)
Post Event 0.950*** 0.033 -0.082*** -0.274%x*
x Corruption Exposure (6.87) (1.56) (-4.28) .
Post Event x UK Firm -0.067 0.294** 0.457** -0.005
x Corruption Exposure (-0.09) (2.56) (2.25) 0.
Firm Fixed Effects Yes Yes Yes Yes
N 35839 39645 39515 26515
Adj. R2 0.822 0.763 0.584 0.597
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Table IX
Implications of the Act for subsidiaries in corrupt regions

This table shows the evolution of firms’ exposwreorrupt regions around the passage of the UKeByildct. Panel A reports the
meanCorruption exposurdor UK Firms and continental European firms in 892008 (before the Act was passed), and in 2013
(once the Act was in force). Continental Europaamd are further split into firms with and withoUK subsidiary (defined as
firms with at least one and no subsidiary in the IdKL998, respectively), firms with and without d@bsidiary (defined as firms
with at least one and no subsidiary in the US i@8l9espectively), and firms with neither UK nor B&bsidiary in 1998. Panel B
reports changes in corruption exposure from 199888 (i.e. the time period before the passaghef)K Bribery Act) and from
2008 to 2013 (i.e. the time period after the passHdghe UK Bribery Act) for each group of firms.psitive value indicates that
a group of firms has become more exposed to coragivns on average. Panel C compares the chamgesruption exposure of
each group of firms to the changes in corruptioposxre of UK firms before the passage of the A8O8L2008) and after the
passage of the Act (2008-2013), respectively. Aitppasvalue indicates that a group of continentatrdpean firms has become
more exposed than UK firms over the respective fimgod. Panel D reports whether the differencdifference. *, **, and ***
denote significance at (respectively) the 10%, &6l 1% level.

Panel A Panel B Panel C Panel D
Corruption Exposure Difference within Difference between UK firms and  Diff-in-
Levels over Time Groups across Time non-UK firms across Time Diff
1998 1998-2008 2008- 1998-2008  2008-2013 (b)-(a)
2008 2013 2013
(i) UK Firms 2357 2.832 2926  0.475%* 0.094 (@) (b)
(i) EU Firms 2517 2.861 3.080  0.344%* 0.219**  (ii)~(i) -0.131 0.126 0.257*

EU Firms...
(iii) without UK subsidian  2.51¢ 2.80( 3.22¢  0.285*** 0.428*** (iif)-(i) -0.190° 0.338x* 0.525%**

(iv) with UK subsidiary 2520 2918 2.801 0.399*** -0.110** (iv)-(i) -0.076 -0.204** -0.128**
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Table X
Implications of the Act for Sales outside Europe agh outside the US

This table establishes real effects of the Actfiions’ annual sales outside Europe and outsideUthited States. Panel A reports
the evolution of sales for all sample firms as veallfor firms split into UK and non-UK groups. Aralized sales are reported for
three distinct periods as described in the texé Fdmple is unbalanced and constructed from &#di§rms that reported sales by
geographic segments in Capital IQ (accessed Afi2)—but only if segments could be unambiguouategorized as “outside
Europe and outside the United States”. Panel B eesrimplications of the Act for UK firm sales aduaction of Corruption
exposurein a multivariate setting. The dependent variablthe log of the focal firm’'s mean sales outside United States and
outside Europe, constructed as the quarterly meaeach of the indicated periods. Each firm is thegresented by three
observationsMid-eventandPost-evenaire dummy variables set equal to 1 only if an ola@®n occurs in the respective period;
Corruption exposurés constructed as in Table | and is increasingring’ exposure to high-corruption regions. Standamrs
are clustered at the firm level, andtatistics are given in parentheses. ** and *®#ndte significance at (respectively) the 5% and
1% level.

Panel A: Evolution of sales over time

Pre-Event Mid-Event Post-Event
(111/08-1/09) (11/09-11/11) (11/11-1/12)
Sales outside Europe and outside the US (in $mn pannum)

All Sample Firms 474.5 498.5 695.6
Non-UK Firms 371.2 394.8 556.8
UK Firms 103.3 103.7 138.8

Sales growth

All Sample Firms 5.1% 39.5%
Non-UK Firms 6.4% 41.0%
UK Firms 0.4% 33.8%

Panel B: Corruption exposure and sales of UK Firms

1) 2)
Log(Sales) Log(Sales)
Mid-Event (=1 if 11/2009-11/2011) 0.013 0.009
(0.22) (0.15)
Mid-Event x Corruption Exposure -0.274**
(-2.12)
Post-Event (=1 if 111/2011-1/2012) 0.086 0.080
(1.27) (1.19)
Post-Event x Corruption Exposure -0.322%**
(-2.35)
Fixed Effects Firm Firm
N 705 705
Adj. R2 0.950 0.951
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Table XI

Spillovers of the UK Bribery Act on direct competitors of UK firms

This table analyzes cumulative abnormal returnérnmfs operating in corrupt regions. The sample @isf all UK and non-UK
firms used in Tables Il and Il with the restrigtithat they have to have at least one subsidiasideiWestern Europe, the US,
Canada, Australia, New Zealand, and their respedteadquarter country. The dependent variablensitative abnormal return
CARQO; 1] calculated on days [0; 1] around the eveatedf 25 March 2009 on the bases of Carhart (18®d)els estimated over
days [294; —41] using local factors. CAR are winsorized at af6 99% level. Reported are summary statisticSAR[0;1] for
firms headquartered in the UK and firms headqueadteutside the UK. Firms headquartered outsidéJtheare split further into
firms that compete directly with UK firms in corugegions and those that do not. Non-UK firms ttainpete directly with UK
firms in corrupt regions are defined as firms f)eoating in the same industry as a UK firm andH#ying at least one subsidiary
in the same perceivably corrupt country as a UK fiPerceivably corrupt countries are countries wediolg Western European
countries, the US, Canada, Australia, New Zealand, firms’ respective headquarter countries. Nonfills are further split
into firms with at least one US subsidiary (a prday being subject to the US Foreign Corrupt PradtiAct) and firms with no
US subsidiary. Also reported are differences in m@eith significance of t-test) and median (witlgrsficance of Pearson’s chi-
squared test) for various groups compared to UkKdir*, **, and *** denote significance at (respemly) the 10%, 5%, and 1%

level.
Mean  Median SD Obs Diff Mean Median

(i) UK firms -1.40%  -1.46% 5.20% 110

(if) non-UK firms -0.38% -0.42% 4.90% 523 (ii)-(i) 1.02% = 1.04% =
(iii) thereofdirect competitors of UK firrr -0.09% -0.21% 477% 314 (i) -(i) 1.31% ** 1.25%  *x
(iv) thereof not direct competitors of UK firms 0.83% -0.93% 5.08% 209 (iv)-(i) 0.57% 0.53%

(v) non-UK firms with US subsidiary -0.36% -0.49% 4.70% 338 (v)-(i) 1.04% = 0.97% **
(vi) thereof direct competitors of L firms -0.12% -0.27% 457%  22€ (vi)-(i) 1.28% ** 1.19%  *=*
(vii) thereof not direct competitors of UK firr -0.83% -1.29% 4.93% 112 (vii)-(i) 0.57% 0.17%

(viii) non-UK firms without US subsidiary =~ -0.43%  -0.28%  5.27% 185 (viii)-() 0.97% 1.18%

(ix) thereof direct competitors of UK firr -0.01% 0.30% 5.26% 88 (ix)-(i) 1.39% * 1.76%  **

(x) thereof not direct competitors of UK firi -0.82% -0.73% 5.27% 97 x)-(i) 0.58% 0.73%
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Figure |
Recent history of UK anti-bribery regulation

This figure shows the timing of recent events aiséed with anti-bribery regulation in the Unitedng§idom.

1999: UK signs OECD Anti-Bribery Convention

2001: UK government announces crackdown on bribery

2002: Crackdown fails due to lobbying

2003: UK government issues draft corruption bill

2004: UK government backtracks over bill

2009: UK government commission passes Draft UK Bribery Act (March 25)
2011: UK Bribery Act 2010 comes into force (July 1)

2013: Four employees of Sustainable AgroEnergy plc charged

Figure Il
Number of newspaper articles addressing bribery reglation around passage of the UK Bribery Act 2010

This figure plots the number of newspaper artickdated to bribery regulation that were publishedriajor UK newspapers
around the passage (on 25 March 2009) of the dfafte UK Bribery Act 2010. The figure is based afractiva search in UK
newspaper articles that include the term “bribeagt the term “United Kingdom” (or “Britain”) but deot include any of the
terms “cricket”, “Olympic”, “football”, or “contrat notice”. Newspaper articles that were publish&era8 pm in the online
version are dated to the following day; duplicatickes are omitted.
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Figure Il
Abnormal returns by industry around passage of théJK Bribery Act 2010

This figure plots the average industry cumulatibea@amal returns of UK firms around passage of tike Rtibery Act (y-axis)
against industry corruption levels-éxis). The event date is 25 March 2009, whichliemwthe draft of the Act was passed by the
government commission and put forward by the Marisif Justice. The variableARO; 1] is averaged by (FF48) industry.
Industry corruption levels are obtained from th@2@dition of the EBRD-World BanRusiness Environment and Enterprise
Performance Surve(BEEPS), which was conducted in 2008-2009 amon8001firms from 29 Eastern European and Asian
countries. See text for additional survey detddespondents provide primary SIC codes, which areered into the Fama—
French industry classifiers.
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Figure IV
Regulatory enforcement and effect of the UK BriberyAct 2010 on non-UK firms

This figure plots the level of regulatory enforcemhin the headquarter country of non-UK firmsakis) against the effect of the
Act on non-UK firms in that countryy{axis). The figure augments Panel B of Table llidayculating, country by country, the
difference-in-differences in cumulative abnormauras (CARs) between non-UK firms with and with@utUK subsidiary and
with high versus low exposure to corruption. Thhgy-axis reflects CAR (in %) of a portfolio of non-Ufikms with at least one
UK subsidiary and with high exposure to corruptioeg relative to a portfolio of similar firms butitw low exposure to corrupt
regions; deducted from this difference in CAR ie tlifference in CAR between a portfolio of firmithouta UK subsidiary and
with high corruption exposure and a portfolio oh#ar firms but low corruption exposure. The CARues are calculated on days
[0; 1] around the event date of 25 March 2009, whgwhen the draft of the UK Bribery Act was pak&y the government
commission and put forward by the Minister of JusstiFor each firm, cumulative abnormal returns astained from Carhart
(1997) models estimated over day294; —41] using local factors. Th@orruption exposurevariable is constructed as described
in Table I. TheRegulatory enforcemenariable is a sub-measure of the WJP Rule of Leaex provided by the World Justice
Project; the components of this index are spellgdrothe text.
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