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Abstract
| exploit the passage of the U.K. Bribery Act 2G9a shock to U.K. firms’ cost of doing
business. Around the Act's passage, U.K. firms afpeg in high-corruption countries
experience a drop in firm value, while their norkU.competitors in these countries
encounter an increase. U.K. firms respond to the bAcreducing the expansion of their
subsidiary network into perceptively corrupt coigdr Moreover, their sales and merger
and acquisition (M&A) activity in such countriesdliees. In sum, bribes facilitate doing
business in certain countries. Imposing unilatenai-bribery regulations on some firms

benefits their unregulated competitors.
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Corruption reduces levels of investment and ultetyaeconomic growth (e.g., Mauro 1995).
Indeed, the World Bank estimates that corruptiopdses annual costs to the global economy of
approximately $2.6 trillion (5% of global GDP), Wi$1 trillion paid in bribes every year. Corruptiion
the form of bribery is also widespread across firdscording to a survey of more than 11,000 firms
from 125 countries, one in three firms believesrtbempetitors use bribes to secure public procergm
contracts (D’Souza and Kaufmann 2011).an attempt to deter corruption, some developeibns have
implemented unilateral anti-bribery regulationshest nations like India have not. Opponents of these
regulations argue that they put affected firms abmpetitive disadvantage vis-a-vis their unregdat
competitors because bribes often facilitate dongjriess.

Despite their prevalence in business transactioond the globe, relatively little is known about
the causal effect of bribes on firm value. An intpat challenge in an investigation into the impaict
bribery is that bribes are largely unobserved. FAa$78 to early 2013 in the United States, only 143
bribery-related enforcement actions were initisdgdinst publicly listed firms by the U.S. Secustand
Exchange Commission (SEC) or the Department ofcau@dOJ) for violations of the 1977 U.S. Foreign
Corrupt Practices Act (FCPA; Karpoff, Lee, and Nfag015).

In this paper, | examine whether the ability to bsbes creates firm value. To this end, | employ
a quasi-experimental design that allows me to sthéymarket reaction of firms that are subject to a
plausibly exogenous increase in their cost of dolmgsiness in perceptively corrupt countries.
Specifically, | exploit the passage of the draftte U.K. Bribery Act 2010 on March 25, 2009. Th&U
Bribery Act, enforced since July 1, 2011, imposasstantial penalties for firms and managers found t
be using bribes. Moreover, the Act requires firm&tplement internal controls aimed at preventimg t
use of bribes.

In theory, if firms use bribes to increase the pimlity of winning positive net present value

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

2 Estimates of the cost of corruption and bribes pae obtained from reports by the World Bank togti and based on 2001-
2002 survey data. Firm-level statistics on bribarg based on the 2006 Executive Opinion Survey wcted by the World
Economic Forum.



contracts, then the U.K. Bribery Act may curtailve profitable business, thereby reducing the vafue
regulated firms. Beck and Maher (1986) and LierB@)9for instance, model bribes as a side payment
within Vickrey's (1961, 1962) first-price auctiorrainework. In this framework, firms make side
payments to increase the probability of winning tcacts tendered by corrupt government officials.
Imposing costly anti-bribery regulation may impaxime firms negatively and act to transfer their
business to their unregulated competitors (BeckNalder 1989).

However, while the use of bribes might create fugiue in some instances, it is not ex ante clear
that this is always the case. For instance, a ptinle firm manager in charge of tendering a caitra
might assign that contract to an inefficient sulicasior who offers him/her a side payment. In ttdse,
an anti-bribery regulation could serve as an edlemonitoring device that makes accepting bribestlgo
to the manager, thereby aligning his/her incentiwéh shareholders’. Along these lines, Desai, Dyck
and Zingales (2007) show that increased tax enfoeoé enhanced the value of Russian oil firms. Anti-
bribery regulation may further increase firm valieough its impact on compliance, internal control
systems, and competitive strategy.

With these different theories about the effect mibds on firm value, | employ the passage of the
draft of the U.K. Bribery Act 2010 to empiricallggt whether bribery affects firm value. Exploititig
passage of the draft of the Act on March 25, 2@08ppropriate only if it resolved residual uncertgi
about anti-bribery regulation being passed and lilad a substantial effect on firms. One can plysi
argue that these criteria are fulfilled for at letgee reasons. In the first place, the Act's agsson
March 25, 2009 was not covered by the media umil tlay. Second, the fines assessed for violatiag t
Act are much higher than the fines stipulated evjmus legislation in the U.K., by the Organisatfon
Economic Co-operation and Development (OECD) Amib&y Convention, or by comparable
legislation in the U.S. The Act imposes open-erfitegs on 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 the bribery, both inside and owtstte U.K. Third, the Act unexpectedly runs courter
precedent as it also applies to foreign firms WitK. operations. This provision makes it harderfoK.
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industry lobbyists to argue that the Act places \ikns at a disadvantage vis-a-vis foreign competi
Thus, the Act imposes substantial unexpected fimeshe use of bribes. Taken together, these factors
facilitate my investigation of the extent to whigtibes affect firm value.

To examine the importance of bribes for firm valuécus on publicly listed firms. | measure
firm value by calculating abnormal returns arouradgage of the U.K. Bribery Act. | investigate fitms
propensity to engage in bribery by using the végi&worruption exposurethe variable measures firms’
exposure to high-corruption countries using a comtion of firm-level subsidiary locations and
Transparency International’s Corruption Perceptibmdex. My findings are based primarily on 1,097
U.K. firms and 9,457 non-U.K. firms. | also explarieannels through which the U.K. Bribery Act affect
firms using data on subsidiary locations and reeenmerger and acquisition (M&A) activity, and jpin
venture (JV) activity between 2007 and 2012.

There are three key findings. First, the passagth®fU.K. Bribery Act did indeed adversely
affect the value of U.K. firms. U.K. firms that aome standard deviation more exposed to perceptivel
corrupt countries than average firms have 0.7% fdom@ormal returns around passage of the Act,
reflecting a loss in market value of $12.9 millifor each such firm. One example illustrating a one
standard deviation difference @orruption exposurés given by a comparison of a U.K. firm with seven
subsidiaries in the U.K. and an otherwise comparibK. firm that operates six subsidiaries in th&.U
and one subsidiary in Russia.

Second, the U.K. Bribery Act had positive effeatsdirect competitors of U.K. firms that do not
fall under the provisions of the Act. | define diteompetitors as non-U.K. firms that operate astene
subsidiary within (i) the same non-OECD country gifdthe same industry as at least one U.K. firm.
Competitors do not have to comply with the Acthiéy do not have a U.K. subsidiary. | document that,
around the passage of the Act, direct competitbts Q. firms that do not fall under the provisioakthe
Act had 0.5% higher abnormal returns than comparabh-U.K. firms. This effect is almost twice as
large for direct competitors headquartered outsfd®@ECD countries, suggesting that direct competito
headquartered in the least regulated countriesfiteshéhe most from the Act. In essence, this firgdi
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suggests that the U.K. Bribery Act transferred bess from affected firms to firms that are not cede
by the Act.

Third, | document responses to the U.K. Bribery.Acfind that U.K. firms opened fewer
subsidiaries in non-OECD countries after passageeofct and their revenues grew 12 percentagdgoin
slower than those of non-U.K. firms in these coestr These effects are even stronger in those non-
OECD countries perceived to be most corrupt acogrdo Transparency International’s Corruption
Perceptions Index. | also document that, relativadn-U.K. firms, M&A activity by U.K. firms outsigl
the OECD increased 6-8 percentage points slowes. @ight suspect that U.K. firms substituted direct
ownership with third-party transactions; howevetplnot find evidence that U.K. firms circumventad
Act by engaging increasingly in JVs in perceptivelyrrupt countries. This may be because internal
control requirements are particularly stringent $ach third-party transactions, as highlighteddcent
U.K. Bribery Act investigation3.

The empirical setting—passage of the U.K. Bribegt-Amight subject my results to alternative
interpretations that are unrelated to bribes. Retaince, it is possible that U.K. firms found itioyal to
withdraw from perceptively corrupt countries wheacdd with substantial costs for implementing
effective internal anti-bribery controls withoutuirag used bribes in the first place. However, ohéhe
Act’s features that is specific to non-U.K. firmidoavs me to alleviate this concern. Notably, nomcU.
firms are exempted from the internal control regmients stipulated in Section 7 of the Act (i.eeythre
not required to implement costly control systenigvertheless, | find that non-U.K. firms affecteg b
the Act due to their exposure to the U.K. and tocegtively corrupt countries through subsidiary
presence are negatively affected by the Act.

Another potential interpretation is that negativaerket response and subsequent withdrawal from
perceptively corrupt countries reflect firms’ deoiss to reduce expected legal costs and exposure to
potential legal liabilities. However, it appearsitisuch an increase in expected costs is morerigjridr

firms that are paying bribes than for firms that aot paying bribes because bribe-paying firmslhlike



face higher expected legal costs and legal liadsslit

Note that any estimate of the magnitude of thecefi¢ bribes on firm value from passage of the
U.K. Bribery Act is likely conservative. For oneirly, as stated earlier, anti-bribery regulation rhaye
some positive effect on firm value through its imipan corporate governance, compliance, and
competitive strategy. To this end, | document tthet costs of anti-bribery regulation outweigh its
benefits. Furthermore, firms may circumvent som#hefcostly implications of anti-bribery regulatibg
reorganizing in order to reduce their exposurehsiategic decisions might take time to filteotingh—
and might take forms that are hard to observe. I&ilmi other equilibrium responses—investments in
compliance, reorganizations, or spin-offs—may eixptame of the muted response. Finally, the market
may have priced in some expectation of legislatioring prior attempts to pass anti-bribery regolatil
study such related events in the robustness section

A key contribution of this paper is to provide filevel evidence of the U.K. Bribery Act’s
impact on foreign operations, such as revenue,ingeand closing of subsidiaries, and M&A activity.
Very few studies have provided mixed evidence enitfiplications of the U.S. Foreign Corrupt Practice
Act (FCPA) of 1977 on aggregate U.S. exports (Grali®84; Beck, Maher, and Tschoegl 1991). My
findings are largely supported by Hines (1995), vehows that the FCPA reduced aggregate foreign
direct investment, aircraft exports, joint ventaivity, and the capital/labor ratio. Voluntarysdiosure
of sensitive foreign payments under the SEC’s ualyndisclosure program prior to passage of theACP
was associated with negative abnormal returns {Sigtettler, and Beedles 1984).

More recent evidence from the Chinese anti-corompttampaign suggests that, although the
campaign had little impact on corporate corruptoafture (Griffin, Liu, and Shu 2016), state-owned
enterprises benefitted (Lin et al. 2016) while pdevs of luxury goods and services suffered (Kei, Li
and Tang 2016). While these papers focus on a nemmnt regulatory effort to combat corruption in a

perceptively corrupt country, in this paper | atld tost of doing business to the list of drivergoogign

3 See, for example, “Serious Fraud Office launchmsuption inquiry into Airbus” ifFinancial Timegonline), August 7, 2016.
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activity and international cross-border flofvs.

My findings are also in line with some of the finds that exploit detected cases of bribe paying
companies. For instance, analysis of 166 prosecéuatethational bribery cases revealed that a hoftil
returns $11 of contract value (Cheung, Rau, andr8&itis 2012). Yet, enforcement actions for vialag
of the FCPA are associated with costs that mone diffset the value of contracts obtained throughebr
payments if prosecution for bribery is accompartgdcharges of financial fraud (Karpoff, Lee, and
Martin 2015), although fines tend to be lower focially responsible firms (Hong and Liskovich 2015)
Even though detected bribery cases help identifiscand benefits associated with bribery, suchscase
may raise concerns because they differ from untiteloribery cases along dimensions that correlate
with the firm value they create. Also, using detelctcases omits unsuccessful bribery attempts.
Exploiting the passage of anti-bribery regulatigpecifically the U.K. Bribery Act 2010, alleviatdsese
concerns. Finally, survey data, although typicalgociated with concerns about selection, measateme
error, and limited participant information, havdpgesl document that using bribes is negatively datee
with firm growth (Svensson 2003; Fisman and Svem&i7) and is more common among smaller firms
(Bennedsen, Feldmann, and Lassen 2009).

1. Event and methodology

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

The primary event date is March 25, 2009, whiclhen the draft of the U.K. Bribery Act 2010
was passed by a U.K. government commission anébpwtird by the Secretary of State for Justice. The

draft received Royal Assent in almost unchangedhfon April 8, 2010 and enforcement of the U.K.

* See, for example, studies of the determinantatefriational portfolio investment decisions (Bremaad Cao 1997; Kang and
Stulz 1997; Graham, Harvey, and Huang 2005; Pames Rey 2005; Gianetti and Simonov 2006; Kho, Stalmd Warnock
2009; Leuz, Lins, and Warnock 2009), cross-bord&A! (e.g., Erel, Liao, and Weisbach 2012), and si#listing decisions
(e.g., Doidge, Karolyi, and Stulz 2004).

6



Bribery Act began on July 1, 20%1.identify March 25, 2009 as the event date byaativa keyword
search of “bribery” and “United Kingdom” in major.K. newspapers for the ten weeks surrounding
March 25, 2009. There was no other significant latguy development in the U.K. during that period.
Figure 1 illustrates that news about the passagigeadraft did not leak prior to the event day.

[[ INSERT Figure 1 about Here]]

In order for March 25, 2009 to be a relevant ey, it is important to understand why the draft
of the U.K. Bribery Act 2010 passed on that dayetadittle risk of being watered down and why
implications of the draft were unexpected at theetof its passage. Each will be discussed in turn.

The draft of the U.K. Bribery Act passed on Mardh 2009 faced little risk of being softened
because the Labour Party was in charge of draftingAct and had the political power needed to ensur
its passage into legislatirMloreover, unlike previous attempts to implemertt-hribery regulation, in
this case there was considerable pressure to &l\guUOECD sanctions were looming and there was
also a relatively short time until the next genesldction. With election outcomes predicted to be
unfavorable for the Labour Party, it was highlygmered to turn the Act into legislation quicklya®to
avoid time-consuming amendments. Ultimately, the sas pushed so hard that once turned into
legislation, its enforcement had to be delayed evtiecause firms had not been provided with sufftcie
guidelines for implementation. Another reason whg draft faced little risk of falling through the
legislative process is that industry lobbyists laaldard time arguing against the draft. Prior attsnio
pass anti-bribery regulation were aimed solely &.firms. This feature made previous attempts asye
target for industry lobbyists, who argued that ecifay any such anti-bribery regulation would beireshy

at the expense of U.K. firms. A distinct and daasieature of the U.K. Bribery Act 2010 is thatlso

5 See hitp://www.legislation.gov.uk/ukpga/2010/23%hakpga_20100023_en.pdf and https://www.justice.go'downloads/
legislation/bribery-act-2010-quick-start-guide.gdf the Act’s official text and guidance provided the Ministry of Justice. In
the Factiva search, | remove “non-events,” thaiaiticles that do not constitute news, such asnglistic opinions on past
events. | also exclude articles linked to bribexguiation elsewhere (e.g., in the U.S.) and thekeed to potential bribeigases
as opposed to bribenggulationn examples include speculation about bribery of@hempic Committee or bribery in cricket and
football. One unrelated article prior to March 2%ers investigations into alleged bribery condudigdwo U.K. employees in
Nigeria; according to the article, these two indiwdls face charges under the U.S. FCPA of 1977.
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applies to non-U.K. firms with U.K. operations (kuas subsidiaries), irrespective of where violation
occur, which addresses lobbyists’ concerns.

The implications of the Act were unexpected becabsepenalties stipulated in its draft were
more severe than anticipated and went well beyodstieg U.K. regulations, the OECD Anti-Bribery
Convention of 1997, and the U.S. FCPA of 1977.Rdd. anti-bribery regulation—notably the Public
Bodies Corrupt Practices Act 1889, the Criminal&Sa&ct 1908, and the Criminal Justice Act 1967—did
not explicitly address bribery by corporations dodused on active and passive bribery of U.K. publi
officials only, while the U.K. Bribery Act addresséhese issudsAccording to the OECD Anti-Bribery
Convention, signed by the U.K. in 1997, sighataoyrttries agree to enact legislation that penalizes
bribing of foreign public officials. The U.K. Brilog Act extends beyond these requirements by maiking
a criminal offense (i) for individuals and corpaoais to engage in either active or passive brilaawy (i)
for corporations to have no internal control praged designed to prevent associated perfsonsacts
of bribery. Furthermore, the Act prohibits facititm payments: payments meant to induce government
officials to perform tasks that they are obligatedperform in any case. Further, corporate finas fo
violating the Act are potentially open-ended; indials who violate the requirements of the Act ban
fined and imprisoned. Along these dimensions, the Bribery Act also goes well beyond the provision

of the FCPA, although U.K. organizations can defagginst allegations by proving that they have

® The draft was passed by a government commissiotinded by the Labour Party. Likewise, that paeidithe majority in the
House of Commons (occupying 355 of the 646 seaPaifiament after the 2005 general election). Ehengh both the House
of Commons (lower house) and the House of Lordpéugouse) participate in the process of turnirs into Acts of
Parliament, it is possible for a bill to be pasbgdhe House of Commons if no agreement is reabbégdeen the houses.

" In the Act,active bribery is defined as offering, giving, or promigito give a financial or other advantage to a getis
exchange for that person’s improper performanca @levant function; this includes the bribery ofeign public officials and
other firms. Converselhpassivebribery is defined as receiving or agreeing tenee a financial or other advantage in exchange
for improperly performing a relevant function.
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adequate anti-bribery controls in pldce.

Up to 2015, there have been few charges under tKe Riibery Act 2010, yet these cases are
illustrative of the strictness by which the U.KSgrious Fraud Office (SFO) seeks to punish viotetiof
the Act. The first individual charged under the Aets a London-based court clerk who pleaded gtalty
one count of taking a GBP 500 bribe so as not talptails of a traffic summons into a court datab&s
November 2011, he was sentenced to six years somrihree years of which were for violations & th
U.K. Bribery Act. The first charge against agenita @orporation came against four former employes
Sustainable AgroEnergy Plc and associated compémidsibery that occurred between April 2011 and
February 2012 in association with selling biofualdstment products involving plantations in Soushea
Asia. Three individuals were convicted of conspjrao commit fraud, conspiracy to furnish false
information, fraudulent trading, and Bribery Actl1®20offences. They were sentenced to 13, 9, and 6
years’ imprisonment and disqualified from beingediors for 15, 15, and 10 years, respectivdlie low
number of convictions is due to three features rifdoy investigations. First, these investigatiams
diverse, complex, and lengthy, and often involMgeojurisdictions. Second, the Act only appliesases
of bribery that occurred after June 2011. Thire, sknsitivity of information revealed by the SFOke®m
it indispensable to keep preliminary investigatioognfidential until investigations are formally
announced. Examples of particularly complex inggdions include those into Securency International
Pty Ltd (ongoing since 2011) and Harlequin Propéshgoing since 2013f.

1.2 Empirical methodology

8 Specifically, the U.K. Bribery Act and U.S. FCPAffer along a range of dimensions. First, the UBfibery Act (unlike the
FCPA) stipulates that a firm is strictly liabletiffails to implement anti-bribery controls. Secomdhereas the FCPA was initially
interpreted to prohibit only active bribery, theKU Bribery Act proscribes both active bribery (offeg a bribe) and passive
bribery (accepting a bribe). Third, the FCPA foauea bribing foreign public officials; in contrasihe U.K. Bribery Act covers
the bribing of private persons as well as othendirand also the employees of those firms. Fourgretis no formal upper limit
for fines under the U.K. Bribery Act; under the FEGRhe maximum fine is $2 million. Fifth, of the twActs, only the U.K. one
criminalizes facilitation payments. Sixth, the U.RBribery Act’s jurisdiction explicitly extends toon-U.K. firms with U.K.
operations, regardless of where the bribery occiiie. FCPA initially applied solely to U.S. firmsdahas only recently been
interpreted as applying to foreign firms with Udperations. Sources: “The U.K. Bribery Act 2010-aW/b.S. Companies Need
to Know” in Mondag Business Briefin@lune 21, 2010) and “The U.K. Bribery Act 20¢@oreign Corrupt Practices Act of
1977: How Different Are They & Should Your Busindss Concerned?” iMondaq Business Briefin@\pril 26, 2010).

® The fourth person was acquitted of all charges.cNarges were made against Sustainable AgroEndmyrPts parent
company Sustainable Growth Group because Sustei@bwth Group was placed in administration in Nie2612.

19 The Serious Fraud Office (SFO) lists ongoing caseter https://www.sfo.gov.uk/our-work/our-cases/.
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One approach to studying the effect of bribes an fialue is to collect data on bribes paid, as
well as the benefits received from paying bribemgislata available from bribery cases detected by
regulators. However, as outlined in the introdutti@) detected cases may differ from undetectéucby
cases along dimensions that correlate with theevéthey create, and (ii) using detected cases omits
unsuccessful bribery attempts. To alleviate theseerns, | exploit the passage of anti-bribery laginn,
specifically the U.K. Bribery Act 2010, and | constt a proxy for firms’ likelihood of using bribéom
subsidiary data.

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

firm value. Specifically, | run the following reggsion:

CAR=a+ B CE+yXi+a (1)

whereCAR denoteghe cumulative returns of firinaround the day of passage of the A denotes a
firm’s exposure to corrupt countries, akdis a vector of controls including industiixed effects. The
coefficient of interest}; captures whether exposure to corrupt countriesaatspfirm value around
passage of the Act.

One major prediction from auction theory with sidayments and costly regulation is that
unregulated non-U.K. firms competing directly withK. firms are positively affected by the passafe o

unilateral regulation (e.g., Beck and Maher 1988st this prediction using the following regressi

CAR = a+ fiNO_UK_LINK+ 8,UK_COMR+ ;NO_UK_LINK x UK_COMR+ yXi+&  (2)

whereUK_COMR measures the competition of non-U.K. firms wittKUfirms in perceptively corrupt
countries,NO_UK_LINK is a dummy variable equal to one if a non-U.Kmfihas no exposure to the
U.K., andX; contains controls including country times indudirgd effects. Of particular interest &,
which indicates whether firms unaffected by the Antl competing with U.K. firms are differentially
affected.

In the second part of the analysis, | test forltmgy-run effects of the U.K. Bribery Act on U.K.
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firms by running a pooled panel regression, a®fast

Yii = a + p1EARLY_RESPONGSE S, EARLY_RESPONSEUK_FIRM

+ f;LATE_RESPONSE f,LATE_RESPONSEUK_FIRM + 7’ X;; + &, ©)

whereYi; is an outcome for firn at timet, EARLY_RESPONSE a dummy variable equal to one if an
observation occurs between passage and enforceshéimé Act, andLATE_RESPONSES a dummy
variable equal to one if an observation occursratte Act is enforcedUK_FIRM denotes firms
headquartered in the U.KX;; is a vector that contains firm fixed effects. Cdrficular interest are
coefficientsl3, andf3,, which denote whether firms headquartered in th€ tespond differentially after
passage and enforcement, respectively. In a keystobss test, | additionally augment this set-up by
country times time fixed effects (which mak&sand(3; redundant).

Equation (1) uses heteroscedasticity-robust stangiaors that are clustered at the industry level.
Equation (2) additionally clusters at the coun&ydl and equation (3) clusters at the year andtopun
level ™
2. Data

In this section, | describe the sample and keyabdes. Appendix 1 contains detailed variable
definitions.

2.1 Sample

For the first part of my analysis, | obtain subaigiinformation from Orbis, stock return data
from Datastream/Worldscope, and accounting datan f@siris. Orbis collects, among others, ultimate
ownership and subsidiary data on private and pubtics headquartered around the globe. | start with

26,094 unique publicly listed firms with at leasteosubsidiary owned to more than 50% in 2508.

1 n equations (2) and (3), | use two-way clustefsave experimented with various dimensions ofteltssand obtained similar
results. Clustering standard errors at the dimessioentioned here generally produces the most natse standard errors.

12 Orbis obtains information directly (e.g., from aahreports, private correspondence, company wehsind telephone calls)
or through official bodies (e.g., from SEC filingstpck exchanges). As of 2008, Orbis containedectos43.5 million active
companies (54,000 thereof publicly listed). Of #he%.3 million companies (29,900 thereof publidstdd) had at least one
recorded subsidiary owned to more than 50%. Histidrdata for other years are obtained from OrbisDBVThe Online
Appendix shows how subsidiaries are distributedscgeographic regions.
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Matching these firms to Datastream, | obtain 18,Bdfis that are active in March 2009 and have price
data for March 24-26, 2008.After merging these data with Osiris data, | abtaR,906 firms (1,244
headquartered in the U.K.) for which assets amgelathan zero. For most of my analyses, | require a
least 100 return observations during days [-294;+élative to March 25, 2009 so as to construct
abnormal returns. After removing firms with insaféint return observations and penny stocks, thigde
a final sample of 1,097 firms headquartered indh€ and 9,457 firms headquartered outside the U.K.

The second part of my analysis employs subsidiatg fom Orbis, as well as M&A and joint
venture (JV) data from Zephyr. Zephyr provides infation on 238,384 M&As involving 95,877 unique
acquirers and 29,815 JVs involving 12,472 uniquéngas for 2007-2012. | focus on M&As in which the
acquirer is public and increases its share inalget to above 50%.
2.2Main variables

All continuous variables described below are wiirsmt at the 1% and 99% levels, although the
results are insensitive to these levels.

Firm value. | measure the effect of the U.K. Bribery Act onnfirvalue using cumulative
abnormal returnsGAR on the day of passage of the U.K. Bribery Act (&ha25, 2009) and the day
thereafter. | calculate returns on the basis ofephanges between closing on March 24, 2009 and
closing on March 26, 2009. To calcul@AaR0;1], | follow Fama et al. (1969), although | udaily stock
return data and control for firm size and the btmknarket ratio (Fama and French 1993), as well as
momentum (Carhart 1997). All portfolios are consted using local stocké.The estimation period
starts 294 days before the event and ends 41 édyselithe event.

Corruption exposure. | do not have a direct measure of bribes paid, g 1o capture firms’
propensity to use bribes by construct®grruption exposurérom firms’ exposure to countries with high

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

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

141 follow Ince and Porter (2006) in “cleaning” daileturn data. Long—short portfolios based on dipek-to-market ratio, and
momentum are constructed as described in Kennetichis data library, but for U.K. firms, | splizsi into the top 30% and the
bottom 70% of firms in order to account for thewkd size distribution in the U.K. Results are reisitive to these cut-offs.
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¢ic #Subsidiaries

#Subsidiari
Corruption exposure= Z((lo— CP)x ubsi 'a”e.,%)

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

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

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

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

for the least corrupt countries (Denmark, Sweded, dew Zealand) and is 10 — 1.1 = 8.9 for the most
corrupt country (Somalia). In tHeorruption exposureéneasure, | assume that each subsidiary is equally
important in creating firm value, yet the ideal ma@ would capture the fraction of value attached t
certain countries of the world. | additionally emplsubsidiary-revenue-weighted variations of the
Corruption exposureneasure.

Long-run outcome variables. | consider long-run outcome variables using anrsugdsidiary,
M&A, and JV data for the 2007-2012 period from Qrlaind Zephyr. | aggregate firms’ revenues by
country using subsidiary revenue data of subsiekahield to 50% or more. The number of acquisitions
(joint ventures) at the firm-year level is constagtfor all firms that incur at least one acquisit{joint
venture) between 2007 and 2012. M&As are restrittadeals where the acquirer increases their share
more than 50% of the target; JVs are restrictatidee with at least one public partner.

Controls. Under the U.K. Bribery Act, some firms may incamipliance costs that are related to
firm size, which is why | control for the naturalgarithm of total assets. Also, some firms may iirecu
fixed per-subsidiary compliance cost under the Ad¢herefore control for the natural logarithm bkt
number of subsidiaries. Some firms are more likbbn others to be affected by the Act. A number of
firms must also comply with other anti-bribery régions, most notably the U.S. FCPWS Linkis a
dummy variable equal to one if a firm is subjecthe FCPA, which | infer in two ways: (i) from the
Bank of New York's list of ADRs, in combination \witWorldscope data, and (ii) from subsidiary data to

indicate whether firms have U.S. subsidiaries. #iddally, some firms voluntarily adhere to corperat
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social responsibility (CSR) standards. Much like tomini 400 Social Index for S&P 500 firms in the
U.S., the FTSE Group publishes the FTSE4Good Ifiaiefirms in the U.K. Firms listed in this indexear
those that comply with certain environmental, humigihits, social, and stakeholder relations criteria
FTSE4GOODis a dummy variable identifying index constituer&agms voluntarily adhering to CSR
standards might be less affected by the'Act.

Non-U.K. firms. | proxy for being subject to the U.K. Bribery AgsingU.K. Link a dummy
variable set equal to 1 if a foreign firm has askone subsidiary in the U.KI.K. Competitionis a
dummy set equal to one if at least one of a non-Uirkh's non-OECD subsidiaries competes directly
with a U.K. firm’'s non-U.K. subsidiary. Direct comtition is defined as two subsidiaries operatinthm
same industry and in the same non-OECD country.

Robustness. In robustness tests, | also study raw returnschiaghges in Tobin’s Q. Moreover, |
provide estimates using alternative measures ofepgxd corruption, all of which are defined in
Appendix 1.

2.3 Summary statistics

Summary statistics are presented in Table 1. Pasblows that the equally-weighted CAR[0;1]
for U.K. firms around the event date is -0.43%,gRsiing more negative returns for small firms acbun
the event. In line with the notion that the Act miag more costly for firms exposed to perceptively
corrupt countries, U.K. firms with foreign subsidéis have more negative returns. The average (media
sample firm has 41.4 (9) subsidiaries in 2008 amaghly one in six U.K. firms are FTSE4GOOD
constituents; 38% of firms have a U.S. link throdgtving an ADR (18%), a U.S. subsidiary (30%), or
both. In order to account for the differences imf that operate abroad, | repeat my main andigsibe
subset of U.K. firms with foreign subsidiaries.

[[ INSERT Table1 about Here]]

In Panel B of Table 1, | present summary statifocthe sample of non-U.K. firms. Non-U.K.

15 See Bénabou and Tirole (2010) and Cheng, HongSané (2014) for reviews of the literature on CBR firm value.
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firms with U.K. subsidiaries are less exposed t@@atively corrupt countries on average, are larged
more likely to be cross-listed, to have U.S. expesand to be FTSE constituents than non-U.K. witho
U.K. subsidiary. Some of these differences are iifi@agnbecause 40% of non-U.K. firms are smaller
local firms without foreign subsidiaries. Roughlglhof the revenues generated by non-U.K. sample
firms outside of the OECD are in direct competitigith subsidiaries owned by U.K. parents.

Panel C of Table 1 provides subsidiary, M&A, and lMnmary statistics for the 2007-2012
sample period. An average sample firm haSoaruption exposuref 3.7 through its 21.7 subsidiaries;
63% of subsidiaries, accounting for 73% of revenaes located in OECD countries. The average sample
firm conducts 1.8 M&As per year, three in four ilfEOD countries. Out of firms’ average 2.9 JVs, less
than half (41%) of the targets are headquarter€@E@D countries.

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

In this section, | document the results of eveatists for U.K. firms and direct competitors of
U.K. firms around March 25, 2009.
3.1UK.firms

Table 2 provides results for the full regressioh ftr U.K. firms. The dependent variable is
Cumulative abnormal return€AR ) [0; 1] in columns (1)-(5) an@umulative raw return§CRR [0; 1] in
column (6). Without further control€orruption exposurdoads significantly negatively on abnormal
returnswith a coefficient of —0.72, i.e., firms that areora exposed to high-corruption countries have
more negative abnormal returns around passageeott. Bribery Act (column (1)). This result is
robust to controlling for industry fixed effectscafurther firm-level controls, alleviating concertisat
industry corruption levels or other firm-specifiharacteristics may drive the result. In the full
specification (column (3)), an increase of one ddad deviation inCorruption exposurds associated
with a 0.73% (= 0.79 x 0.93%) decline in firm valwehich is equivalent to $12.9 million (= $1,772
million * 0.73%) for the mean firm. One exampleudtrating a one standard deviation difference in
Corruption exposurés given by the comparison between a U.K. firmhvgieven subsidiaries in the U.K.,
with a Corruption exposur®f 2.3 (= 10 — 7.7), and an otherwise comparabl€. firm that operates six
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subsidiaries in the U.K. and one in Russia; thigtdirm’s Corruption exposurés 3.1 = (10 — 7.7)*(6/7)
+ (10 - 2.1)*(1/7)).
[[ INSERT Table 2 about Here]]

As shown in Table 1, of the U.K. sample firms, 48.do not have subsidiaries outside the U.K.;
these firms have @orruption exposuref 2.3 by construction. The coefficient fGorruption exposurés
still significantly negative when | re-run the maaygression for firms with at least one foreignsdiary
(column (4)). The previous results are also cordinwvhen | repeat the main analysis usir@@paruption
exposuremeasure that weights subsidiaries by the fraatorevenues they generate (column (5)) and
using raw returns as dependent variable (column (6)

None of the other control variables have signiftcapwer in explaining returns around the
passage of the U.K. Bribery Act. The negative sifjthe coefficients oF TSE4GOODandUS linkare at
odds with predictions but are insignificant. Themtner of subsidiaries loads insignificantly negdtiye
while size loads weakly positively.

For robustness, | repeat the analysis using aligenavent days, event windows, measures of
corruption exposure, measures of firm value, asdraple of non-U.K. firms. Results are presented in
Appendix 2 and summarized in the following.

First, | also explored alternative days in 2000-2@here there were notable events related to
bribery legislation, using the identical search meblogy used for the main eve@orruption exposure
loads negatively on CARs over most event windowinduwhich attempts to pass anti-bribery regulation
in the U.K. were made (Panel A in Appendix 2). 8iag all events bearing news in favor of stronger
regulation, | find thaCCorruption exposurgrovides significant explanatory power falbnormal returns
on event days.

In Panel B in Appendix 2, | show that the full effeof the draft on firm value occurs around
March 25, 2009 rather than during eight weeks leeford after the passage of the Act. In Panel C, |

examine a range of alternati@orruption exposureneasures. Neither excluding sovereign tax havens
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from the construction oforruption exposureor usingWorldwide Governance Indicatdr€ontrol for
Corruptionas a measure of corruption affects results. Fimose exposed to corrupt industries—through
operating subsidiaries in perceptively corrupt stdes—are also more negatively affected by the
passage of the U.K. Bribery Act. The idea of thdsttis that bribery may be more common in certain
industries. While industry fixed effects address th subsidiaries operate in the same industrihag
headquarter firms, it might be that some firms arere exposed to certain industries through their
subsidiaries.

The negative firm value reaction of U.K. firms Isareflected in long-term firm value measures
(Panel D in Appendix 2). For the 2007-2012 samp@eqal, | estimate a pooled panel regression using
Tobin’s q and revenue growth as dependent variabscument that Tobin’s q and the revenue growth
of U.K. firms go down relative to non-U.K. firms,are so for U.K. firms with higher exposure to
perceptively corrupt countries. | also investigateether something else may have driven the negative
market reaction of U.K. firms with high exposurep@rceptively corrupt countries on March 25, 2099 b
studying non-U.K. firms. Panel E of Appendix 2 slsatlvat non-U.K. firms exposed to the U.K. Bribery
Act—these are firms that have both a U.K. subsjdemd a highCorruption exposuresxhibit more
negative abnormal returns on the event date. |faidathat the negative spillovers are more promeah
among OECD firms, which may reflect that firms hgaaktered in OECD countries face different
detection probabilities and costs, prosecution emdrcement probabilities, and reputational losbes,
also different levels of home country anti-bribeggulation.

All results are also robust to a range of additigtandard event study tests that are untabulated
for brevity. First, | use non-U.K. indices to cdiie CARs(Zhang 2007}/ Second, event-time clustering
could bias the coefficient found f@orruption exposureTo alleviate this concern, | follow Karpoff and

Malatesta (1995) in using seemingly unrelated gioms (SURS) to calculate CARs for portfolios of

16 The results are unaffected by removing size amilioiber of subsidiaries; the correlation betweesétcontrols is 0.53.

7 Specifically, | follow specification (1a) in Zhan@007), which contains contemporaneous Canadiargggan, and Asian
returns, as well as lead European and Asian retttmsever, | do not use non-local indices in my mspecification because, in
a competitive setting with unilateral regulatioonaU.K. indices may reflect spillover and compegteffects.
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firms with different levels of exposure to percepty corrupt countries. Third, results on relateerds
(Panel A in Appendix 2) are robust when | allowpas onCorruption exposurgo shift on event days
(following Schipper and Thompson 1983). Finallye ttesults reported in Table 2 are not sensitive to
other specifications of the estimation period dfedént treatment of outliers.

3.2 Direct competitorsof U.K. firms

| have shown that the U.K. Bribery Act reduced trdue of U.K. firms with exposure to
perceptively corrupt countries. | now examine spiirs of the U.K. Bribery Act on non-U.K.
competitors of U.K. firms. In theory, costly antiitiery regulation may transfers business from ratgual
firms to unregulated firms.

Table 3 presents the results of regression (2)chwhésts whether non-U.K. firms with U.K.
competitors but without exposure to the U.K. BribAkt are positively affected by the Act. The vata
of interest is the interaction between a dummyalde indicating whether subsidiaries owned by non-
U.K. firms compete directly with those owned by Ufitms and a dummy variable indicating whether
non-U.K. firms are exposed to the U.K. Bribery Attalso control for non-U.K. firmsCorruption
exposure This is important because competing with U.Kmfir may be correlated wit@orruption
exposure®

[[ INSERT Table 3 about Here]]

The results in Table 3 show that increased expogurd.K. competitors outside the OECD
countries is associated with more positive CARsdmly among non-U.K. firms that are not exposed to
the U.K. Bribery Act through a U.K. subsidiary (aoins (1) and (2)). Non-U.K. firms that are exposed
competition with U.K. firms through their non-OECiibsidiaries and not exposed to the U.K. Bribery
Act have 0.51% more positive CARs around the passéthe U.K. Bribery Act.

Non-U.K. competitors of U.K. firms may benefit thugh two channels. First, some unregulated

competitors’ expected payoff from offering bribegyrincrease as regulated firms may decide to quit

18 Empirically, the correlation between U.K. compietitand corruption exposure is less than 0.1 though
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perceptively corrupt countries, resulting in a retehn in competition (e.g., Beck and Maher 1989).
Second, competitors subject to anti-bribery redgmtain their home country but nevertheless compgetin
in corrupt countries may benefit because the UbdBy Act levels the playing field.

In an attempt to shed light on the channel drivimg spillovers from U.K. to non-U.K firms, |
split the sample by headquarter regions. For imgtafirms headquartered in OECD countries likely
adhere to the standards of the OECD Anti-Briberp@mtion, while U.S. firms likely adhere to the pve
stricter provisions of the FCPA. | find that thesjiive effect of the U.K. Bribery Act on direct
competitors is strongest among non-OECD firms (##h) suggesting that firms presumably facing less
stringent anti-bribery regulation benefit the molte effect on OECD firms is insignificantly posii
and even less so for U.S. firms (columns (3)-(6)able 3). The main result is similar in magnitwe®en
including non-U.K. firms that do not have non-OE€auntry subsidiaries (column (7)).

One might argue that, rather than the presencalméet competitor, the size of that competitor is
a good proxy for potential business opportunitieg become available to non-U.K. firms after paesafg
the Act. For each non-U.K. firm, | measure the sifzeompetition from U.K. firms by the logarithm of
sales made by those U.K. subsidiaries that contliegetly with subsidiaries owned by respective non-
U.K. firms. As before, | focus on subsidiaries hgaattered outside OECD countries. Indeed, | firat th
non-U.K. firms exposed to competition from largeiKUsubsidiaries prior to passage of the Act have
more positive abnormal returns around the passhidpe é\ct (column (8)).

4. Long-run implications of the U.K. Bribery Act

In order to shed more light on U.K. firms’ resporisethe U.K. Bribery Act, | examine U.K.
firms’ response to the Act in terms of subsidiarydtions and revenues, as well as M&A and JV dgtivi
4.1 Geographic exposure

An increase in the cost of doing business may &ffex decision to open new subsidiaries or to
continue operating existing ones in perceptivelywm countries. | analyze whether the U.K. BribAgt
affects such decisions by examining whether ther difference in geographic exposure between U.K.
and non-U.K. firms after the Act was passed. | tegression (3) to compare U.K. firms’ corruption
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exposure to that of non-U.K. firms over the 20072-2@eriod.

In Panel A of Table 4, | present the results ofaaalysis of firms'Corruption exposureln
constructing theCorruption exposurevariable, | weigh subsidiary countries using tf®& Corruption
Perceptions Index so that my results are not drixenhanges in that index. | denote Egrly-response
the period after passage of the Act but beforesitforcement (2009-2010) ardhte-responsdor the
years thereafter (2011-2012).

[[ INSERT Table 4 about Here]]

| document in column (1) of Table 4, Panel A thalative to 2007-2008, all sample firms
significantly increased their exposure to percegyivcorrupt countries by 0.083 in 2009-2010 and by
0.120 (i.e., a further 0.037) thereafter. Compatimg increase in corruption exposure by U.K. fitms
that of non-U.K. firms, | find in columns (2) an8)(that U.K. firms increased their exposure moosv}
than non-U.K. firms, respectively, even after colitmg for industry times yeafixed effects. This effect
occurs immediately after the passage of the U.kbeBy Act and does not reflect a pre-trend, as show
when including a pre-event dummy for U.K. firms2@08 (column (4)).

In Panel B of Table 4, | examine changes in thaditigm of the number of subsidiaries in and
outside of OECD countries, as well as in countities are among the 50 most corrupt countries agugprd
to Transparency International’s Corruption Peraai Index. All sample firms established more
subsidiaries in OECD and non-OECD countries aff€92 During theEarly-responseandLate-response
periods, the average sample firm increased its eurob OECD subsidiaries by 19.1% and a further
17.4% (= 0.365-0.191), and its number of non-OEGDsiliaries by 23.8% and a further 29.9%,
respectively (columns (1) and (4)). Further, relatto non-U.K. firms, U.K. firms engaged relatively
more in OECD countries right after the passagéefu.K. Bribery Act (columns (2)-(3)), and relatiye
less in non-OECD countries right after enforcenwrthe U.K. Bribery Act in 2011 (columns (5)-(6)).
This latter effect is economically slightly stromg®r subsidiaries in the 50 most corrupt countries
(column (7)).

Taken together, after passage of the U.K. Bribert; Al.K. firms became relatively less exposed
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to perceptively corrupt countries and reduced thiegagement in more corrupt countries.
4.2 Revenues

Above | document that the U.K. Bribery Act slowedwh U.K. firms’ expansion into
perceptively corrupt countries. In order to undemdtwhether this development is associated witfop d
in revenue or merely reflects closures of smalkgliaries, | analyze revenues from perceptivelyuutr
regions. | examine whether the revenue U.K. firased from corrupt countries grew more slowly than
for non-U.K. firms. In Table 5, the dependent vilés are the sum of firms’ revenue by region using
firm-level data (columns (1)-(5)) and revenue byvailng subsidiaries using subsidiary-level data
(columns (6)-(7)).

[[ INSERT Table5 about Here]]

As far as the revenue from OECD countries is caomembr all sample firms experienced an
increase after passage of the U.K. Bribery Act anflirther increase after enforcement. U.K. firms
experienced a slightly more pronounced increasg aumling the early response period. This increase i
revenue is robust to additionally controlling fadustry times time fixed effects (columns (1)-(2)).

In terms of revenue from outside of the OECD, #he=nue for non-U.K. firms from such regions
increased significantly faster than for U.K. firnadter 2011 (i.e., after enforcement of the Act).
Economically, after enforcement, the revenue of .Ufikms from non-OECD countries grew 11.9
percentage points more slowly after controlling tiare-variant industry and parent headquarter agunt
characteristics (columns (3)-(4)). This effect isain more pronounced when focusing on revenue from
the 50 most corrupt countries. Revenue generatedJy firms from such countries grew 27.7
percentage points more slowly after enforcemetth@fAct (column (5)).

The structure of the Orbis data additionally enstdealysis of subsidiary-level revenue data.
This allows for making statements about U.K.-owseatsidiaries in perceptively corrupt countriesrafte
controlling for a wide range of subsidiary chardstes, alleviating concerns that U.K. subsidiarae
different. In column (6) of Table 5, | focus on @uing subsidiaries. Indeed, compared to subsigari
owned by non-U.K. firms, subsidiaries owned by Ufifms experience a drop in revenue of 14.5
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percentage points during thete-responseperiod even after controlling for subsidiary fixedfects.
Further controlling for headquarter country timesryand industry times year fixed effects, | fihdttthe
drop in revenue is significantly more pronouncedoag U.K.-owned subsidiaries headquartered in
regions perceived to be more corrupt, as showroianen (7), which provides support for the previous
results.
4.3 Mergersand acquisitionsand joint ventures

Above, | have shown that U.K. firms added fewerssdilaries in perceptively corrupt countries
than non-U.K. firms after enforcement of the U.Kiild@ry Act. | now examine whether one form of
opening new subsidiaries—M&A activity—was affectedd whether firms circumvent the U.K. Bribery
Act through JVs.

Acquisitions in perceptively corrupt countries mag associated with additional costs, such as
costs associated with the probability of such t@rgagaging in bribery regardless of internal austr
In Panel A of Table 6, | examine M&A activity aralipassage of the Act (2007-2012). The number of
M&As with targets in OECD countries declined thrbogt theEarly- and Late-responseeriods; this
decline is pronounced for U.K. firms as much as dtirsample firms (columns (1)-(2)). A different
picture emerges from firms that are located outSIB€D countries. While the number of M&As outside
OECD countries during the early- and late-respgres@ds hardly changed for non-U.K. sample firms,
U.K. firms conducted 7.6% and 5.8% fewer such dé@akimns (3)-(4)) during these periods.

[[ INSERT Table 6 about Here]]

It is not ex ante clear whether U.K. firms engag&earor less in JVs after the Act's passage and
enforcement. On the one hand, third-party transastfall under the provisions of the U.K. BribergtA
if JV partners are found to be engaged in briberi. firms are liable for their partners’ actior®n the
other hand, it is harder to detect bribery by tipiagties and to link such activities back to U.iKms.

In Panel B of Table 6, | examine the number of Bygarget region for the 2007-2012 period.
Overall, | document a reduction in the number of Jhside OECD countries; this reduction is neither
statistically significant nor more or less pronoeaidor U.K. firms relative to non-U.K. firms (colura
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(1)-(2)). Similarly, JV activity outside of OECD antries does not increase or decrease througheut th
sample period, and decreases only insignificaotiyf.K. firms during the late-response period (cohs
(3)-(4)). It should be noted that JV data are reddy sparse and potentially biased towards JV$ tha
occurred several years ago; also, JV data do lmt &r statements about quality and types of JVs.

5. Conclusion

In this paper, | show that passage of the U.K. &sibAct on March 25, 2009 leads to a
permanent drop in the value of U.K. firms, while thalue of non-U.K. firms competing directly with
U.K. firms increases. Furthermore, passage of ttieallversely affects U.K. firms’ economic activity
perceptively corrupt countries. My evidence is ¢stient with the notion that bribes facilitate doing
business in certain countries. Imposing unilatardl-bribery regulation on some firms hurts thesmg
but benefits their unregulated competitors.

This paper constitutes a first step towards undeditg the implications of unilateral anti-bribery
regulation for regulated firms and their competitd®@ne important topic for future research is waeth
the regulatory punishment that can be meted ouemtice U.K. Bribery Act has implications for firm
boundaries, such as decisions about whether atoriaternalize customers or suppliers. Additionally
focus on the costs and benefits to firms of aritidy regulations. Research on the social benafits
costs of the U.K. Bribery Act for the U.K. but almr perceptively corrupt countries can help depict
more complete picture of the motives for anti-brjbeegulation and its implications. For instance,
multinationals’ bribery decisions may be aimed akimizing shareholder value, yet these decisiong ma
have externalities on the environment within whfeins operate. This reflects the possible tensions
between firms making decisions in shareholderg€réggt and governments seeking to correct distvibuti

failures (e.g., Bénabou and Tirole 2010).
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Appendix
Appendix 1: Variable definitions

Variable

Description Data Source

Firm value measures

Cumulative abnormal
returns [a;b]

Cumulative raw returns
[a;b]

Tobin’s q

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

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

factor Carhart (1997) model estimated over day®94:-2-41] relative to event
days.Excess return on the markistthe return of the local index over and above

the local risk-free rateSizeand book-to-marketatio are constructed using the

cutoffs described in Kenneth French’s data libtauyusing accounting data from

Osiris; Momentum is constructed as described inngém French’s data library

using returns on two size portfolios and three muoma portfolios (2x3 = 6

portfolios)

Cumulative daily stock returns in % from closing @ay a-1 to closing of dayp Datastream
relative to some event day. Unless stated otheniligeevent date is March 25,
2009.

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

Corruption exposure measur es

Corruption exposure
(main measure)

Corruption exposure
value-weighted by
subsidiary revenues

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

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

Corruption exposure
usingBEEPS Survey

Sector Corruption levels

(value-weighted by
subsidiary revenue
Corruption exposure
equally weighted using
Transparency

Combines, for each firm, subsidiary location datarf Orbis with Transparency Orbis,
International’s Corruption Perceptions Index (CHpr each firm,Corruption Transparency
exposureis the sum—over all countries—of the percentagettaf firm’'s International
subsidiaries headquartered in the focal countr2G@8 multiplied ly the CPI of (TI)

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

the CPI) so thaCorruption exposurés increasing in firms’ exposure to high-
corruptioncountrie:. This isthe main measure used throughout the p

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

Constructed like the mai@orruption exposureneasure but excluding territoriesOrbis, TI,

characterized as tax havens as per OECD’s Greydsstf August 17, 2009). OECD

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

Corruptionmeasure provided by Worldwide Governance IndicafarGl). Worldwide
Governance
Indicators

Constructed like the main corruption exposure measwt using subsidiaries’ Orbis, World
industry corruption levels to weigh observationsdustry corruption levels are Bank Business
obtained from the 2009 version of the EBRD-WorlchB8usiness Environment Environment
and Enterprise Performance Survey (BEEPS). Thiseguwas conducted in and Enterprise
2008-2009 among 11,800 firms from 29 Eastern Ewoend Asian countries. Performance
The corruption measure tabulates, by industry, percentage of firms Survey
responding “major” (i.e., 4 on a 5-point scale) tlis question: “please... (BEEPS)
[indicate whether this] factor is No Obstacle, anbfi Obstacle, a Moderate

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

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

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

classifiers

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

generated from firms’ subsidiaries. Bank
Economic
Survey

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

Corruption level

Controls
Market value

Assets
# Subsidiaries

FTSE4GOOD

ADR

US subsidiary
Beta

Market-to-book
Momentun

U.K. subsidiary
Foreign subsidiary

Competes with U.K.
firm outside OECD

Market value at the end of the caleyéar.

Total assets. Regressions use the natgaaittam. Orbis
Number of subsidiaries owned to ntbem 50%. Regressions use the natur@rbis
logarithm.

For U.K. firms, this is a dummy set eqt@mll if a firm was part of the FTSE Group
FTSE4Good U.K. Index in 2008. For non-U.K. firmkistis a dummy set equal
to 1 if a firm was part of the FTSE4Good All Indiex2008.

A dummy variable set equal to 1 if a firm hasADR in the U.S. in March 2009 BNY Mellon
or in the prior two years.
A dummy set equal to 1 if a firm kdd.S. subsidiary in 2008. Orbis

The coefficient on market excess returnsriggaession of firm excess returns oatastream
market excess returns over day394; —41] before March 25, 2009.

Market value in 2008 over book value in 2( Orbis
Cumulative raw returns over the 6 months up to 4k deefore March 2 2009.  Datastrear
A dummy set equal to 1 if a firmsheU.K. subsidiary in 2008. Orbis
A dummy set equal to 1 if a flies a foreign subsidiary in 2008. Orbis

A dummy variable set equal to 1 if at least on@ ofon-U.K. firm’'s non-OECD Orbis
subsidiaries competes directly with a U.K. firmigsidiary. A non-U.K. firm’'s
subsidiary is defined as competing directly with .&. firm if that subsidiary (i)

is headquartered in the same non-OECD country dsaat one U.K. firm's
subsidiary and (ii) operates in the same Fama-Fre#® industry as that
subsidiary

Subsidiaries, M& As, and JVs

Number All

% ... in OECD
% Revenues OECD
% Firms with OECD

(nor-OECD) ...

Subsidiary revenues

The number of subsidiaries/M&As/JVs dietfirm-year level. Restricted toOrbis, Zephyr
subsidiaries held to more than 50%, M&As that lead50% control, and JVs
involving at least one public partner. Regressimsesthe natural logarithm.

% of subsidiaries/M&A targets/JV pamsbeadquartered in OECD countries arbis, Zephyr
the firm-year level.

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

% of firms with at least one OECD (non-OECD) sulzmidM&A/JV at the firm-
year level

Orbis, Zephyr

Average revenues obtained &dinm’s subsidiary at the subsidiary-year levelOrbis
Restricted to surviving subsidiaries, i.e., sulzsiés with revenue data in the pre-
early-, and late-response periods. Regressionthaswtural logarithm.

Time dummies
Early-response

Late-response

A dummy set equal to 1 in years 20@02010, i.e., in years during which the drafthef U.K.
Bribery Act 2010 was passed by the government casion but not enforced.

A dummy set equal to 1 in years 20812012 (i.e., years during which the U.K. BribAgt 2010
was enforced).

Country classifications
OECD
OECD non-US

Non-OECD

A dummy set equal to 1 if a firm is headterd in/has a subsidiary in an OECD country.
A dummy set equal to 1 if a firm éatlquartered in/has a subsidiary in an OECD coutitrgr

than the LS.

A dummy set equal to 1 if a firm is headquartered in/does not have a subsidiary inEAQOD

country
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Appendix 2: Robustnesstests

Panel A: Alternative bribery-related events

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

Around Event

Before Event

After Event

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

Panel C: Alternative measures of corruption exposure

Geographic measures

Industry measures

Using Using Worldwide Using World Bank Using World Bank Using Transparency
Transparency Governance BEEPSSurvey BEEPSSurvey International’s Sectoral
International Indicators Corruption Measure Corruption Measure  Corruption Measure
Corruption Corruption Measure
Measure
Equally-weighted  Equally-weighted Equally-weighted Value-weighted by Equally-weighted by
by subsidiary count using Orbis by #subsidiaries in subsidiary revenues in #subsidiaries in sector
excl. tax havens subsidiary count sector sector
) ) 3 4 5)
Corruption -0.925** -2.003* -1.146* -1.027* -0.603
Exposure (-2.27) (-1.80) (-1.79) (-1.75) (-0.34)
Controls Y Y Y Y Y
Industry Y Y Y Y Y
FE
N 1097 1068 753 753 477
Adj. R 0.053 0.017 0.008 0.010 0.038
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Panel D: Long-term firm valueimplications

Dependent Variable: Tobin’s q Revenue growth
) ) 3
Early-Response X U.K. Firm -0.090***
(-3.70)
Late-Response X U.K. Firm -0.024*
(-2.10)
Corruption Exposure X Early-
Response X U.K. Firm -0.058** -0.020
(-3.05) (-1.10)
Corruption Exposure X Late-
Response X U.K. Firm -0.040* -0.060***
(-2.09) (-4.30)
Early-Response -0.058
(-0.74)
Late-Response -0.097
(-1.27)

Corruption Exposure X Early- 0.018** -0.026**
Response (3.15) (-2.01)
Corruption Exposure X Late- 0.004 -0.031*
Response (0.65) (-2.38)

Controls Y Y Y
Firm FE Y Y Y
Year FE N - -
Country X Year FE N Y Y

N 105,062 105,062 94,866
Adj. R? 0.762 0.770 0.655

Panel E: Spillovers of the U.K. Bribery Act 2010 on non-U.K. firmswith U.K. exposure

All non-U.K. firms OECD non-U.K. firms Non-OECfirms
CAR[0;1] CAR[0;1] CAR[0;1] CARJ[0;1] CAR[0;1] CARD;1]
1) (2) (3) (4) ©) (6)
Corruption exposure -0.067 -0.024 -0.157 -0.060 100 0.153
(-0.59) (-0.20) (-0.93) (-0.34) (0.75) (2.03)
U.K. Subsidiary (dummy) -0.063 0.874* -0.182 1.246 0.708 1.840
(-0.30) (1.65) (-0.80) (1.82) (1.40) (1.59)
Corruption Exposure X -0.326** -0.529** -0.27
U.K. Subs. (dummy) (-2.01) (-2.26) (-1.07)
Constant & Controls Y Y Y Y Y Y
Country X Industry FE Y Y Y Y Y Y
N 9,457 9,457 6,955 6,955 2,502 2,502
Adj. R? 0.151 0.151 0.121 0.121 0.248 0.248
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This table provides robustness tests for the mesnlts (Table 2). Panel A replicates the main tdsulalternative
event dates. Each row shows the coefficien€Cormruption exposuravhen replicating the main specification (Table
2, column (3)) on a day with news concerning bitbrexgulation and the day thereafter. The left-hgidé variable
Cumulative abnormal returfD;1] is based on abnormal returns obtained radatd these alternative days. Events
are derived from a Factiva search for “bribery'UrK. newspapers. The table reports the coeffidi@nCorruption
exposureconstructed using Orbis data for the relevant ,yesing 2005 data for events prior to 2005. Besttles
controls used in Table 2, the stacked regressitsts @ntain date fixed effects multiplied with irsdty fixed
effects, and standard errors are clustered atitirelével. For the stacked regression with all égenalues for
CARO;1] of events with the predicted positive directiare multiplied by —1. Panel B replicates the maisult
(Table 2, column (3)) using alternative event wiwdcaround the event date to construct the dependeiable.
Panel C replicates the main specification (Tabledumn (3)) using alternative geographic and inguievel
measures oCorruption exposurePanel D relates long-run measures of firm valne sevenue growth to firm
characteristics for a panel of firms for 2007-20t2columns (1)-(2), the dependent variable isrthtural logarithm
of Tobin’'s Q and in Column (3), the dependent variabl®é&/enue growthCorruption exposure is measured as
before but held constant after 2009. Controls idelthe logarithm of total assets and fixed effetsdenoted.
Standard errors are clustered at the year and molevel (2-way clusters). Panel E documents spélts of the
U.K. Bribery Act to non-U.K. firms with exposure tbe U.K.. Columns (1)-(2) consider all sample fisnsolumns
(3)-(4) consider sample firms headquartered inQBD (excluding the U.K.), and columns (5)-(6) ddes firms
headquartered outside the OECD. The dependentblaigCumulative Abnormal Returnelative to March 25,
2009 (when the draft of the U.K. Bribery Act wassped) and the next day. Country fixed effects auimd with
industry fixed effects (Fama—French 48) are inctud&tandard errors are clustered at the countryrahgtry level.
Appendix 1 provides detailed variable definitioddl continuous variables are winsorized at the 186 9%
levels. *, ** and *** denote significance at th®%, 5%, and 1% levels, respectively.
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Panel A: UK. firms

Tablel
Summary statistics

Mean SD Median # Obs Foreign Difference
Subsidiary
Yes No

Cumulative abnormal retur3AR[0;1] -0.43% 2.38% -0.52% 1,097 -0.55% -0.27% -0.28%

Corruption exposure 2.56 0.79 2.30 1,244 2.76 2.300.46 =

Market value ($mn) 1,772 9,813 107 1,244 2,833 4002,433  #=

Number of subsidiaries 41.4 256.9 9.0 1,244 654 310 55.1 =

FTSE4Good (dummy) 16.1% 36.7% 0.0% 1,244  22.4% 7.9%4.5% o=

ADR (dummy) 17.6% 38.1% 0.0% 1,244  25.6% 7.2%  18.4%

U.S. subsidiary (dummy) 30.2% 45.9% 0.0% 1,244 %B6.4 0.0%  56.4% *~

U.S. link (dummy) 37.9% 48.5% 0.0% 1,244 61.6% 7.29%04.4%  w

Foreign subsidiary (dummy) 56.4% 49.6% 100.0% 1,244

Panel B: Non-U.K. firms

Mean SD Median #0bs U.K. Subsidiary Difference
Yes No

Cumulative abnormal returrAR0;1] 0.27%  3.45% -0.02% 9,457 0.36% 0.24% 0.12%
Corruption exposure 3.48 1.77 2.72 11,662 2.93 3.69 (0.76) ***
Market value ($mn) 2,824 12,600 339 11,662 5,856 664, 4,188 ***
Number of subsidiaries 27.8 125.4 8.0 11,662 64.3 391 50.4 ***
FTSE4Good (dummy) 2.6% 16.0% 0.0% 11,662 6.8% 1.0% 5.8% ***
ADR (dummy) 10.9% 31.2% 0.0% 11,662 18.5% 8.0% 0. 5x**
U.S. subsidiary (dummy) 45.7%  49.8% 0.0% 11,662 2%3. 35.2% 38.0% ***
U.S. link (dummy) 51.7% 50.0%  100.0% 11,662 78.5% 1.5% 37.0% ***
U.S. link (non-U.S. firm; dummy) 32.3% 46.8% 0.0% ,749 64.7% 22.4% 42.3% ***
Competes with U.K. firm outside OECD 43.2% 49.5% .09% 2,510 66.5% 31.4% 35.1% ***
Foreign subsidiary (dummy) 58.6% 49.3%  100.0% 14,66 100.0% 42.8% 57.2% ***
U.K. subsidiary (dummy) 27.6% 44.7% 0.0% 11,662
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Panel C: Subsidiaries, mergersand acquisitions (M & As), and joint ventures (JVs)

Mean SD Median # Obs
(i) Subsidiaries
Average number 21.7 104.9 6.0 84,256
% Subsidiaries in OECD 63% 44% 92% 84,256
% Revenues OECD 73% 43% 100% 84,256
% Firms with OECD subsidiary 73% 45% 100% 84,256
% Firms with non-OECD subsidiary 54% 50% 100% 88,2
Subsidiary revenues ($mn) 311 602.7 15.1 784,464
(ii) Mergers and Acquisitions (M&AS)
Average number 1.8 1.8 1.0 16,675
% Target in OECD 76% 41% 100% 16,675
% Firms with OECD M&A target 79% 41% 100% 16,675
% Firms with non-OECD M&A target 30% 46% 0% 16,675
(i) Joint Ventures (JVs)
Average number 2.9 1.7 2.0 2,250
% Partner in OECD 41% 48% 0% 2,250
% Firms with OECD JV partner 43% 50% 0% 2,250
% Firms with non-OECD JV partner 62% 49% 100% 2,250

This table provides summary statistics for variahlsed in event studies for U.K. firms (Panel A) aon-U.K. firms (Panel
B), as well as in the analysis of firms’ respons®eshe passage of the U.K. Bribery Act (Panel Cppéndix 1 provides
detailed variable definitions. All continuous vdiies are winsorized at the 1% and 99% levels. IneRaA and B,
observations are at the firm-level using 2008 datth the exception o€umulative abnormal returnsvhich denote abnormal
returns relative to March 25, 2009 (when the doéthe U.K. Bribery Act was passed) and the next dia Panel A, firms are
additionally split byForeign subsidiarya dummy variable set equal to 1 if a firm haseast one subsidiary outside of the
U.K. in 2008. In Panel B, firms are split hy.K. subsidiary, a dummy variable set equal to 1 ifrenfhas at least one
subsidiary in the U.K. in 2008. ** and *** denotégysificance at the 5% and 1% levels, respectivielyPanel C, observations
are at the firm-year level (exceptibsidiary revenues ($000sjhich is at the subsidiary-year level) over tl8@2-2012 period.
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Table2
Firm value of U.K. firms around passage of the U.K. Bribery Act

Dependent variable: Cumulative abnormal returns maative raw returns
Firms with
Sample: All Firms  All Firms Al Firms Foreign All Firms All firms
Subsidiary
Corruption exposure Equall Equall Equall Equall Revenue .
measSre: P We?ightgd W(gightgd W(gightgd W(gightgd weighted Equally weighted
1 ) 3 4) ) (6)
Corruption exposure -0.717** -0.838** -0.925** -@1* -0.839* -0.931**
(-2.08) (-2.26) (-2.42) (-1.85) (-1.92) (-2.43)
LN(Assets) 0.223 0.511 0.032 0.226
(1.00) (1.60) (0.21) (1.01)
LN(# Subsidiaries) -0.204 -0.021 0.085 -0.206
(-0.64) (-0.05) (0.33) (-0.64)
FTSE4GOOD (dummy) -1.306 -0.835 -0.623 -1.285
(-1.30) (-0.67) (-0.84) (-1.28)
US link (dummy) -0.607 -0.500 -0.664 -0.587
(-0.81) (-0.52) (-1.16) (-0.78)
Beta 0.979
(0.77)
Market-to-book 0.022
(0.70)
Momentum -0.728
(-1.18)
Industry FE No Yes Yes Yes Yes Yes
N 1,097 1,097 1,097 618 935 1,097
Adj. R? 0.004 0.043 0.055 0.096 0.046 0.055

This table relates returns of U.K. firms around plassage of the U.K. Bribery Act to firm charadtcs. The sample consists
of all publicly listed U.K. firms, with the excepti of column (4), which focuses on U.K. firms with least one foreign
subsidiary. The dependent variable€Cismulative abnormal return®;1] in columns (1)-(5) an€umulative raw return§0;1]

in column (6). These returns are relative to M&6h2009 (when the draft of the U.K. Bribery Actsyaassed) and the next
day. In columns (1)-(4) and (6% orruption exposures constructed weighing each subsidiary equalty.cblumn (5),
Corruption exposure is constructed weighing eadisisliary by its revenue. Appendix 1 provides detawariable definitions.
All continuous variables are winsorized at the 186 89% levels. Industry fixed effects (Fama—FreA8h are included as
indicated. Standard errors are clustered at thasing level.t-statistics are given in parentheses; *, ** and tfenote
significance at the 10%, 5%, and 1% levels, re$p=ygt
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Table3

Spillovers of the U.K. Bribery Act on direct competitorsof U.K. firms

Competition measure: Dummy Sales
Allnon-  All non- OECD OECD u.s. Non- All non- All non-
Sample: UK. UK. non-UK. Non-US.  Firms OECD UK. U.K. Firms
Firms Firms Firms Firms Firms Firms
@) ) ®3) 4 5) (6) Q) 8
U.K. Comp. X NoU.K. Suk 0.514* 0.38( 0.52( 0.32( 0.973*** 0.591* 0.093**
(1.91) (2.22) (1.32) (0.58) (3.08) (1.80) (2.07)
U.K. Competitior 0.23¢ -0.01z -0.07¢ 0.16: -1.101° 0.05¢€ 0.11¢ -0.05¢
(0.99) (-0.07) (-0.30) (0.61) (-1.88) (0.25) (0.79 (-1.58)
No U.K. Subsidiar 0.05¢ 0.115 0.04% 0.20¢ -0.23t  0.408*** 0.14: -0.00¢
(0.81) (1.25) (0.40) (1.45) (-1.26) (2.83) (1.50) (-0.05)
Corruption exposul -0.06( -0.00¢ -0.02¢ -0.05: 0.02z2 0.021 -0.00¢ -0.02:
(-1.38) (-0.37) (-0.67) (-1.22) (0.30) (0.64) 38) (-0.31)
Constant & Controls Y Y Y Y Y Y Y Y
Country X Industry FE Y Y Y Y N Y Y Y
Industry FE - - - - Y - - -
N 2,510 2,510 2,068 1,254 814 442 9,457 2,510
Adj. R? 0.058 0.059 0.064 0.035 0.054 0.081 0.018 0.061

This table relates returns of non-U.K. firms arotine passage of the U.K. Bribery Act to firm chaesistics. The dependent
variable CARis constructed as in Table 1. In columns (1)-{fi¥ key control variable i€ompetes with UK Firm outside
OECD, a dummy variable set equal to 1 if at least dna won-U.K. firm’s non-OECD subsidiaries competié®ctly with a
U.K. firm’s subsidiary. A non-U.K. firm’'s subsidigiis defined as competing directly with a U.K. fiifr(i) that subsidiary is
headquartered in the same non-OECD country asstt éme U.K. firm subsidiary and (ii) that subsigiaperates in the same
Fama-French 48 industry as the U.K. firm’s subsididn column (8), competition with U.K. firms is @asured by the
logarithm of average sales made by those U.K. didrés that compete directly with subsidiaries editoy respective non-
U.K. firms. No U.K. Subsidiarys a dummy equal to 1 if a non-U.K. firm does hatve a U.K. subsidiary in 2008. Other
controls are those included in Table 2 column (&) described in Appendix 1. Sample firms are ath§ headquartered
outside the U.K. that have at least one non-OECDsigiary. Columns (3)-(6) further reduce this sampbd firms
headquartered in certain regions and column (7}aas all non-U.K. firms. Fixed effects are inclddas indicated. All
continuous variables are winsorized at 1% and 999ll Standard errors are clustered at the cowamdyindustry level (2-

, ant denote significance at the 10%, 5%, and 1% levelspectively.

way). t-statistics are given in parentheses;

* k%
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Panel A: Corruption exposure

Table4
Geographic exposure

Dependent variable:

Corruption exposure

(1) (2) 3) (4)
Early-ResponseX U.K. Firm -0.040* -0.033* -0.021*
(-2.09) (-2.01) (-1.84)
Late-ResponseX U.K. Firm -0.051*  -0.044**  -0.032**
(-2.75) (-2.77) (-2.57)
Early-Response 0.083** 0.088**
(2.87) (2.81)
Late-Response 0.120***  0.126***
(5.52) (5.20)
Before Event X U.K. 0.014
(1.26)
Controls Y Y Y Y
Firm FE Y Y Y Y
Industry X Year FE N N Y Y
N 84,256 84,256 84,256 84,256
Adj. R? 0.964 0.964 0.964 0.964
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Panel B: Number of subsidiaries

LN (1 +
#Subsidiaries in

. LN (1 + #Subsidiaries headquartered LN (1 + #Subsidiaries headquartered .
Dependent Variable: ( in the OECD) q ( outside the OECD)q 50 countries
perceived to be
maost corrupt)
(1) 2) (3) (4) (5) (6) (7
Early-Respons X U.K. Firm 0.160** 0.123*** 0.03¢ 0.01: -0.01¢
(1.99 (3.12 (1.€1) (0.69 (-0.56
Late-Respons X U.K. Firm 0.03¢ -0.00¢ -0.118** -0.129*** -0.145***
(0.76 (-0.09 (-4.54 (-5.39 (-8.06
Early-Respons 0.191***  (0.175*** 0.238*** 0.235**
(4.54 (4.00 (2.73 (2.43
Late-Respons 0.365***  (0.359*** 0.537*** 0.547***
(9.54 (8.93 (6.34 (5.79
Controls Y Y Y Y Y Y Y
Firm FE Y Y Y Y Y Y Y
Industry X Yeer FE N N Y N N Y Y
N 84,25¢ 84,25¢ 84,25¢ 84,25¢ 84,25¢ 84,25¢ 84,25¢
Adj. R? 0.927 0.927 0.92¢ 0.872 0.87: 0.87¢ 0.87¢

This table relates changes in firmGorruption exposure(Panel A) and number of subsidiaries by regionnéPa) between 2007 and 2012 to firm
characteristics. In Panel A, the dependent vari@oleuption exposurés constructed as described in Table 1, althoudisidiary data are from Orbis for 2007-
2012 and Transparency International’s Corruptiorc&ations IndeXor 2008 is used after 2008. The dependent variabRanel B is the logarithm of the
number of subsidiaries headquartered in OECD cmam{columns (1)-(3)), non-OECD countries (colungd¥(6)), and the 50 most corrupt countries by
Transparency International’s Corruption Perceptimuex in 2007 (column (7)). Controls include tlogdrithm of total assets and fixed effects as edid.
Appendix 1 provides detailed variable definitioAd.continuous variables are winsorized at the 18d 89% levels. Standard errors are clustered atgheand
country level (2-way)t-statistics are given in parentheses; *, **, an¥i denote significance at the 10%, 5%, and 1% levelspectively.
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Table5
Subsidiary revenues

LN(Firm revenues

LN(Firm revenues

LN(Firm rev. from 50 countries

LN(Subsidiary Revenue)

inside OECD) outside OECD) perceived to be most corrupt)
1) ) 3 4) ©) (6) ()
Early-Response X U.K. Firm 0.083** 0.085** -0.019 0.003 -0.051** -0.053
(2.26) (2.22) (-0.41) (0.06) (-2.32) (-0.99)
Late-Response X U.K. Firm 0.016 -0.037 -0.149%** 0.119* -0.277*** -0.145%**
(0.28 (-0.23 (-2.93 (-2.27 (-6.31 (-2.61
Early-Response 0.142* 0.134** 0.032
(2.24) (7.60) (1.11)
Late-Response 0.334*** 0.313*** 0.041
(11.28 (16.97 (1.22
Mid-Response X U.K. Firm -0.016
X Corruption exposul (-1.63
Post-Response X U.K. Firm -0.033***
X Corruption exposul (-3.87
Early-Respons 0.035***
X Corruption exposul (3.16
Late-Respons 0.061***
X Corruption exposure (5.19)
Controls Y Y Y Y Y Y Y
Firm FE Y Y Y Y Y N -
Subsidiary FE N N N N N Y Y
Industry X Year FE N Y N Y Y N Y
Country X Year FE N N N N N N Y
N 84,256 84,256 84,256 84,256 84,256 784,464 Ba4,4
Adj. R? 0.901 0.901 0.80¢ 0.807% 0.81¢ 0.95( 0.951

This table relates revenues around the passadee @d.K. Bribery Act for a panel of firms (columnk){(5)) and subsidiaries (columns (6)-(7)) over 20®7-
2012 period to firm characteristics. In columns-(&), the dependent variable is the logarithm efreies generated by firms’ subsidiaries headquattier
OECD countries (columns (1)-(2)), in non-OECD coig# (columns (3)-(4)), and in the 50 most corropantries by Transparency International’s Corruptio
Perceptions Index in 2008 (column (5)). Columnsdg)l (7) consider subsidiary-level revenues of iglidgrses that existed since 2007. Controls incltiuke
logarithm of total assets and fixed effects asdatdid. Appendix 1 provides detailed variable dgéns. All continuous variables are winsorizedrst 1% and
99% levels. Standard errors are clustered at the aied country level-statistics are given in parentheses; *, **, and #enote significance at the 10%, 5%,

and 1% levels, respectively.
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Table 6
Merger & acquisition and joint venture activity

Panel A: Mergersand Acquisitions (M& As)

Dependent Variable: Dependent Variable:
LN(1 + # Targets in OECD) LN(1 + # Targets outside OECD)
) 2 3) 4)
Early-Response X U.K. Firm 0.032 0.047 -0.066* o7®B**
(0.94) (1.20) (-2.09) (-2.68)
Late-Response X U.K. Firm 0.028 0.044 -0.051 -8.05
(0.92) (1.39) (-1.32) (-1.43)
Early-Response -0.125** 0.001
(-3.51) (0.06)
Late-Response -0.087** -0.007
(-3.13) (-0.59)
Controls Y Y Y Y
Firm FE Y Y Y Y
Industry X Year FE N Y N Y
N 16,675 16,675 16,675 16,675
Adj. R 0.418 0.420 0.440 0.439
Panel B: Joint ventures (JVs)
Dependent Variable: Dependent Variable:
LN(1 + # Partners in OECD) LN(1 + # Partners outside OECD)
1) (2) (3) 4)
Early-Response X U.K. Firm -0.072 0.144
(-0.31) (0.50)
Late-Response X U.K. Firm -0.048 -0.281
(-0.34) (-0.42)
Early-Response -0.059 -0.045 -0.019 -0.032
(-1.01) (-0.67) (-0.11) (-0.21)
Late-Response -0.126 -0.118 -0.042 -0.031
(-1.42) (-1.19) (-0.28) (-0.17)
Controls Y Y Y Y
Firm FE Y Y Y Y
Year FE Y Y Y Y
N 2,250 2,250 2,250 2,250
Adj. R 0.279 0.313 0.242 0.242

This tables relates changes in the number of merged acquisitions (M&As; Panel A) and joint vee(JVs;
Panel B) by target region for 2007-2012 to firm reteéeristics. Data are obtained from Zephyr. InéP#) sample
firms are firms that engaged in at least one M&Avéty during the sample period. The dependentalag is the
logarithm of (1 + the number of M&A targets headdeeed in OECD countries) (columns (1)-(2)) and the
logarithm of (1 + the number of M&A targets headdered in non-OECD countries) (columns (3)-(4)}, teezero
in years in which firms did not conduct an M&A. Ranel B, sample firms are firms that engaged Ieadt one JV
activity during the sample period. The dependeniatte is the logarithm of (1 + the number of JVishmpartners
headquartered in OECD countries) (columns (1)-62) the logarithm of (1 + the number of JVs withtpars
headquartered in non-OECD countries) (columns4})-Eet to zero in years in which firms did nohdact a JV.
In both panels, controls include the logarithm athit assets and fixed effects as indicated. Appetdprovides
detailed variable definitions. All continuous vddlies are winsorized at the 1% and 99% levels. Stahdrrors are
clustered at the year and country letetatistics are given in parentheses; *, **, an¥l denote significance at the
10%, 5%, and 1% levels, respectively.
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Figurel
Newspaper articles around passage of the U.K. Bribery Act 2010
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This figure shows the number of newspaper articiated to bribery regulation that were publishedniajor U.K.
newspapers around the passage of the U.K. Bribety2810 on March 25, 2009. The figure is based &adiva
search in U.K. newspaper articles that includet¢nm “bribery” and the term “United Kingdom” (or fBain”) but
do notinclude the terms “cricket,” “Olympic,” “football,or “contract notice.” Newspaper articles publidrefter 8
pm in the online version are dated to the followdtay; duplicate articles are omitted.
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