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Abstract
| exploit the passage of the UK Bribery Act 2010aashock to UK firms’ cost of doing
business in order to study the effect of bribedion value. Around the Act's passage, UK
firms operating in high-corruption countries digp&adrop in value. At the same time, non-
UK industry peers competing directly with UK firrmmscorrupt countries exhibit an increase
in value. UK firms respond to the Act by expandthgir network of subsidiaries less into
high-corruption regions. Moreover, compared to hidf-competitors, UK firms’ sales in
such regions grow 12-15 percentage points morelgland their M&A activity declines.
Taken together, | show that bribes facilitate domginess in certain regions—imposing

unilateral anti-bribery regulation on some firmséfits their unregulated competitors.
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1. Introduction

Corruption reduces levels of investment and ultélyaieconomic growth. Indeed, the World Bank
estimates that corruption costs $2.6 trillion (5¢glwbal GDP) per year, with $1 trillion paid inibes
every year. Corruption in the form of bribery is@widespread across firms. According to a sunfey o
more than 11,000 firms from 125 countries, ondnhiré firms believes competitors to use bribes toirse
public procurement contracts (D’Souza and Kaufma@hl)? In an attempt to fight corruption, some
developed nations have implemented unilateral egigul punishing the use of bribes; other nations—
most notably, China and India—have not. Opponehtsidateral anti-bribery regulation argue thatisuc
regulation puts affected firms at a competitiveadigantage vis-a-vis competitors on the groundsibtb

facilitating doing business in certain regionsratustries.

Despite their prevalence in business transactiood the globe, we know relatively little about
the causal effect of bribes on firm value. An intpat challenge with this research agenda is thibeér
are largely unobserved. From 1978 to early 2013—ever more than three decades—only 143 bribery-
related enforcement actions were initiated agginblicly listed firms by the SEC or the Departmeft

Justice for violations of the US Foreign Corrupad®ices Act (FCPA; Karpoff, Lee and Martin 2013).

The aim of this paper is to study whether the gbtld use bribes creates value. To this end, |
exploit a quasi-experimental design that allowstanstudy the market reaction of firms that are scbjo
a plausibly exogenous increase in their cost afiglbusiness in perceivably corrupt regions. Speadlfj,
| exploit the passage of the draft of the UK BripAct 2010 on March 25, 2009. This Act, in forcacs
July 1, 2011, imposes substantial increases inlfenéor firms and managers found to be usingdsib
Moreover, the Act requires firms to implement imrcontrols aimed at preventing the use of brilfes.

firms use bribes as an investment to increase theapility of winning contracts then the passage of

! See, for instance, Mauro (1995). Reviews of trezdture on corruption and growth are provided laydBan (1997), Svensson
(2005), and Shleifer and Vishny (1993).
2 These statistics are based on the 2006 Execupimidd Survey conducted by the World Economic Farum
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costly anti-bribery regulation should reduce firalue. On the other hand, if managers use bribethéir

personal benefits, anti-bribery regulation thatiplies managers for bribe activity should increadee:

Exploiting the passage of the UK Bribery Act is eggiate only if it came as a surprise and had
a substantial effect on firms. One can plausibguarthat these conditions are met. In the firstgldhe
Act’'s passage on 25 March 2009 was not coveredéyrtedia until that day. Second, the fines assessed
for violating the Act are much higher than the &rsdipulated in previous UK legislation, by the QEC
Anti-Bribery Convention, and by comparable US l&gisn. The Act imposes potentially unlimited fines
on corporations found not to have implemented iatkeanti-bribery controls, as well as on firms fdun
have paid bribes and on the individuals respondittebribery, both inside and outside the United
Kingdom? Third, the Act unexpectedly ran counter to precedss it applies also to foreign firms with
UK operations. This provision made it harder for Uidustry lobbyists to argue that the Act placed UK
firms at a disadvantage vis-a-vis foreign compgtitdaken together, the Act imposes substantiakfim

the use of bribes and therefore facilitates angtigation of the extent to which bribes affect fivalue.

To test for the importance of bribes for firm valuéocus on publicly listed firms. | measure firm
value by abnormal returns around passage of theBulsery Act. | try to capture firms’ propensity to
engage in bribery through a variable nan@mtruption exposurewhich combines firm-level subsidiary
locations with Transparency International’s CorioptPerception Index to measure firms’ exposure to
high-corruption regions. My findings are based puiity on 1,097 UK firms and 9,457 non-UK firms. |
further explore channels through which the UK Brjbéct affects firms using data on subsidiary

revenues, merger and acquisition activity, andt jeémture activity between 2007 and 2012.

% The UK Bribery Act encompasses both active andipasbribery. In the Actactive bribery is defined as offering, giving, or
promising to give a financial or other advantage tperson in exchange for that person’s impropéiopeance of a relevant
function; this includes the bribery of foreign pigbbfficials and other firms. Converselyassivebribery is defined as receiving
or agreeing to receive a financial or other adwgmta exchange for improperly performing a releviamiction. The Act also

prohibits the use of so-called facilitation paynserd stipulation that is more stringent than presicegulation in this field.

Facilitation payments are those made with the ainmducing government officials to perform taskstththey are already
obligated to perform.
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Using these data, | report three main resultst,FRirassage of the UK Bribery Act did indeed
adversely affect the value of UK firms. UK firmsathare one standard deviation more exposed to
perceivably corrupt regions have 0.7% lower abnoretarns around passage, reflecting a loss in etark
value of $13mn for the average sample firm. Onemgla illustrating a one—standard deviation diffeen
in Corruption exposurés given by the comparison between a UK firm withubsidiaries in the UK and
an otherwise comparable UK firm that operates &iglidries in the UK and 1 subsidiary in Russia.sThi
negative effect of anti-bribery regulation on fisalue is also present in prior attempts by UK ratars
to pass such regulation. On seven such events rid010, UK firms that are one standard deviation

more exposed to perceivably corrupt regions hathldver returns.

Second, the Act had positive effects on direct cetitqrs of UK firms that do not fall under the
provisions of the UK Bribery Act. | define direcompetitors as non-UK firms that operate at leagt on
subsidiary within (i) the same non-OECD country diidthe same industry as at least one UK firm.
Competitors do not fall under the Act if they dot fave a UK subsidiary. | document that, around
passage of the Act, such direct competitors ha¢hhigher abnormal returns than comparable non-UK
firms. This effect is almost twice as large foredir competitors headquartered outside of the OECD,

suggesting that competitors headquartered in Hst tegulated countries benefited the most.

Third, | document real implications of the UK BrilgeAct. | find that UK firms opened fewer
subsidiaries outside the OECD and their revenuew @2-15 percentage points more slowly than those
of non-UK firms in that region. These effects avere stronger in more corrupt regions outside of the
OECD. | further document that, relative to non-UKnfs, merger activity by UK firms outside the OECD
increased 6-8 percentage points more slowly. Onghtmsuspect that UK firms substituted direct
ownership with third party transactions; howevedplnot find evidence that UK firms circumvented th

Act by engaging increasingly in joint ventures ergeivably corrupt regions.

One channel that may explain why passage of theekiced value of regulated firms is that the

Act may have curtailed profitable business assediatith bribes. Beck and Maher (1986) and Lien
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(1986), for instance, model bribes as a side payméhin Vickrey's (1961, 1962) first-price auction
framework. In this framework, side payments are entdincrease the probability of winning contracts
tendered by corrupt government officials. Imposaugtly anti-bribery regulation on some competitors

will hurt these competitors and benefit unregulatedhpetitors (Beck and Maher 1989).

The empirical setting—passage of the UK Bribery-Aatight subject my results to alternative
interpretations that are unrelated to bribes. Firss possible that UK firms found it optimal vathdraw
from perceivably corrupt regions in face of subB#rcosts of implementing effective internal anti-
bribery controls without having used bribes in fingt place. However, one of the Act’s featurescfie
to non-UK firms allows me to alleviate this conceNotably, non-UK firms are exempted from the
internal control requirements spelled out in Secfioof the Act, i.e. they are not required to inmpdat
costly control systems. Nevertheless, | find thab-WK firms with UK exposure through subsidiary

presence are negatively affected by the passape dfct.

A second potential alternative interpretation, vahdertainly merits consideration, is that negative
market response and subsequent withdrawal fromepmitaly corrupt regions reflect higher expected
legal costs and penalties associated with operatisgch regions. | examine revenue data on subr&di
that existed throughout the sample period in otdedleviate concerns that this interpretation aiyd all
results. Notably, if passage of the Act solely leatligher expected legal costs and penaltiesnreag of
surviving subsidiaries should be unaffected by the passagé. IYfind that surviving subsidiaries
experienced a relative decline in revenue growthrgbassage of the Act. This decline is similar in

magnitude to that of non-surviving subsidiaries.

Due to agency conflicts, it is, of course, not ateeclear that bribes always create firm value. For
instance, a corruptible firm manager in chargeeofdering a contract might allocate that contracno
inefficient subcontractor offering him/her a sidgyment. In this case, anti-bribery regulation canve as
an external monitoring device that makes accefiitiies costly to the manager, thereby aligninghieis/

incentives with shareholders’. Desai et al. (20@@yel this channel more formally and provide eviden

4



that increased tax enforcement enhanced value sdi&u oil firms. To this end, my results suggeat th
such value created through improvements in goves&outweighed by the costs associated with anti-
bribery regulation—though my setting does not allow to quantify each of these potentially offsgftin

effects.

On a cautionary note, any estimate of the magnitidée effect of bribes on firm value from
passage of the UK Bribery Act is likely conservati¥or one thing, it is possible that the Act wasged
at a time when UK regulators expected less lobbyiagause economic prospects of UK firms were
generally less positive. For another thing, firmsynesircumvent some of the costly implications ofi-an
bribery regulation by reorganizing in order to reeldheir exposure. Despite evidence that the Athdi
cause an immediate increase in joint venture agtiguch strategic decisions might take time ttefil

through—and might take other forms that are hai@ebserve.

More broadly, my setting reflects the possible imms between firms making decisions in
shareholders’ interest and governments seekingoteat distributive failures (see e.g. Bénabou and
Tirole 2009). However, my empirical setting doeg atbow examining the potential impact of anti-
bribery regulation on growth. First, passage oflitkeBribery Act constitutes one shock in the higtof
the UK; it will be hard to establish a causal linktween passage of the Act and UK growth after 2009
due to confounding factors. Similarly, with few eptions, the fraction of non-OECD countries’ ovkral
economic activity determined by UK firms is low awmerage; therefore, the economic effect of UK anti-
bribery regulation on such countries should be kiSakond, a decline in UK firms’ economic activiity
certain regions can be substituted by other firksvertheless, my findings are indicative of theerol
potentially played by multinational firms in promdiong corruption in developing countries.
Multinationals’ decision to bribe may be aimed aiximizing shareholder value yet that decision may

have externalities on the environment within whicéy operate.

One key contribution of this paper is to providerfilevel evidence of anti-bribery regulation’s

impact on foreign operations, such as revenuesjingend closing of subsidiaries, and M&A activity.
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So far, very few studies have documented implicatiof the US Foreign Corrupt Practices Act of 1977
on aggregate US exports (Graham 1984, Beck ePAall)l as well as foreign direct investment, aircraf
exports, joint venture activity, and the capitdifaratio (Hines 1995). Ultimately, the paper atdhadds

the cost of doing business to the list of driverfeeign activity and international cross-bordiemss

Firm-level evidence has so far focused on detebtimbry cases or survey data. In a sample of
166 prosecuted international bribery cases, Che®ay, and Stouraitis (2012) document that, on
average, a bribe of $1 returns $11 of contracte:alloluntary disclosure of sensitive foreign paytsen
under the SEC Voluntary Disclosure Act (passedrpidothe FCPA) comes with negative abnormal
returns (Smith, Stettler, and Beedles 1984). Kdypdade, and Martin (2013) study 143 enforcement
actions for violations of the FCPA,; they find thmbsecution costs more than offset the value ofraots
obtained through bribe payments—but only if prosiecufor bribery is accompanied by charges of fraud
Along those lines, Hong and Liskovich (2015) docuaimthat socially responsible firms pay lower fines
when found violating the FCPA. Ugandan self-rembdervey data shows that using bribes is negatively
correlated with firm growth (Svensson 2003, Fismmad Svensson 2007). Exploiting passage of the UK
Bribery Act allows me to address some concerns tabelection, sample size, measurement error, and
limited participant information inherent in studgimletected cases and survey data. Also, my emlpirica

strategy provides new insights into the long-ruplioations of restricting firms in their use of bes.

Taken together, the evidence put forward in thiggpasupports the notion that bribes facilitate
doing business in certain regions—imposing uniktanti-bribery regulation on some firms hurts thes

firms but benefits their unregulated competitors.

4 Examples include studies of the determinants trivational portfolio investment decisions (e.grefhan and Cao 1997,
Graham et al. 2005, Portes and Rey 2005, GianattiSimonov 2006, Kang and Stulz 1997, Kho et a092@&nd Leuz et al.
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2. Event and methodology
2.1 UK Bribery Act 2010

The draft of the UK Bribery Act 2010 was passedabyK government commission and put forward by
the Secretary of State for Justice on 25 March 20@fentify March 25 as the event date bifactiva
keyword search of ‘bribery’ and ‘United Kingdom’ major UK newspapers for ten weeks surrounding
March 25, 2009. There was no significant other leiguy development in the UK in that period.
Importantly, news about the passage of the Actnditlleak prior to the event day (Figure 1). The Act

came into force on 1 July 20%1.
[[ INSERT Figure 1 about Here]]

Estimates from event date March 25, 2009 are likedpservative because—following the
signing of the OECD Anti-Bribery Convention of 198¥1999—the UK went through some attempts to
pass anti-bribery regulation in the early 2000swkhler, these earlier attempts initiated by the UK
government failed after facing opposition by lokgtyi and, in rather spectacular fashion, after gacin
oppositions from within the government. A lettensby the OECD’s anti-bribery working group to the
UK government in June 2008 accused the UK of nioigbrg to court a single foreign bribery case ahd o
not reforming its outdated anti-corruption lawsisttetter revived efforts by the UK government to

reform its laws. | study these related events értbustness section.

Despite these aforementioned attempts, passagheoftt's draft on March 25, 2009 was
surprising due to two unexpected developmentshé)penalties stipulated by the Act were more sever
than anticipated, and (ii) one of the key featwkthe Act made it much harder for special inteydst

lobby against passage of the Act's draft. Theseldgwments will be discussed in turn.

2009), cross-border mergers and acquisitions (€rgl,et al. 2012), and cross-listing decisiong.(doidge et al. 2004).

® See _http://www.legislation.gov.uk/ukpga/2010/23¢fakpga_20100023_en.pdf and _http://www.justice.gkidownloads/
legislation/bribery-act-2010-quick-start-guide.ddf the Act’s official text and guidance provideg the Ministry of Justice,
respectively. In the Factiva search, | remove “puBnts”—that is, articles that do not constitutevsilesuch as journalistic
opinions on past events. | also exclude articldeeli to bribery regulation elsewhere (e.g., inWinéted States) and those related
to potential briberycasesas opposed to bribersegulation examples include speculation about bribery of @lgmpic
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First, the provisions of the UK Bribery Act went leeyond existing UK regulation, the OECD
Anti-Bribery Convention of 1997, and the US Forei@arrupt Practices Act (FCPA) of 1977. Prior UK
anti-bribery regulation—notably the Public Bodiesrf@ipt Practices Act of 1889, the Criminal Casets Ac
of 1908, and the Criminal Justice Act of 1967—dat explicitly address bribery by corporations and
focused on active and passive bribery of UK pubfiicials while the UK Bribery Act addresses these
issues. According to the OECD anti-bribery convamtisigned by the UK in 1997, signatory countries
agree to enact legislation that penalizes the rilwf foreign public officials. The UK Bribery Act
extends beyond these requirements by making iin@ral offense (i) for individuals and corporatiotus
engage in either active or passive bribery but digofor corporations to have no internal control
procedures designed to prevent associated pefisonsacts of bribery. Furthermore, the Act protsbit
facilitation payments: payments meant to induceegawment officials to perform tasks that they are
obligated to perform in any case. Further, cormofites for violating the Act are potentially united,;
individuals—such as managers who violate the Actr—ba fined and imprisoned. Along similar
dimensions, the UK Bribery Act also goes well beyahe provisions of the FCPAUK organizations

can defend against allegations by proving that tteme adequate anti-bribery controls in place.

Second, prior attempts to pass anti-bribery remratere aimed solely at UK firms. This feature
made previous attempts an easy target for indusilyyists, who argued that enforcing any such anti-
bribery regulation would be at the expense of Ukh§ because it would benefit non-UK competitors. A

distinct and decisive feature of the UK Bribery €10 is that it applies also to non-UK firms witliK

Committee or bribery in cricket. One unrelatedcetiprior to March 25 covers investigations inttegéd bribery conducted by
two UK employees in Nigeria; according to the detithese two individuals face charges under thd=OBA of 1977.

% First, the UK Bribery Act (unlike the FCPA) stipitiés that a firm is strictly liable if it fails implement anti-bribery controls.
Second, whereas the FCPA was initially interpretegrohibit only active bribery, the UK Bribery Agrroscribes both active
bribery (offering a bribe) and passive bribery @ating a bribe). Third, the FCPA focuses on brifioigign public officials; in
contrast, the UK Bribery Act covers the bribingpsivate persons as well as other firms and als@thployees of those firms.
Fourth, there is no upper limit to the amount enfaan be penalized under the UK Bribery Act; urttier FCPA, the maximum
fine is $2mn. That being said, the FCPA (underpitsvisions related to “Books and Records and l@te@ontrols”) does
stipulate fines ranging as high as $25 millionffons that are found to have manipulated their iegs statements. Fifth, of the
two Acts, only the UK one criminalizes facilitatigrayments. Sixth, the UK Bribery Act's jurisdicti@xplicitly extends to non-
UK firms with UK operations, regardless of where tiribery occurs. The FCPA initially applied soleyUS firms and has only
recently been interpreted as applying to foreigmgi with US operations. Source: ‘The UK Bribery A010 — What US
Companies Need to Know' iMondaq Business Briefin21 June 2010) and ‘The UK Bribery Act 2010 v FgneCorrupt
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operations (such as subsidiaries), which addrdebbyists’ concerns. Both UK firms and non-UK firms
with links to the United Kingdom fall within the As jurisdiction, irrespective of where violationscur,

though non-UK firms are exempted from the requineite implement internal anti-bribery controls.

While drafts can certainly fail to survive the fahprocedure for being turned into an Act of
Parliament (i.e., into legislation), the draft b&tUK Bribery Act faced little risk of being watereown.
First, the Labour Party was in charge not onlyraffihg the Act but also had the power of turningnio
legislation. The draft was passed by a governmamintission dominated by the Labour Party. Likewise,
that party held the majority in the House of Commwccupying 355 of the 646 seats in Parliameet aft
the 2005 general election). Importantly, even thohgth the House of Commons (lower house) and the
House of Lords (upper house) participate in thecgse of turning bills into Acts of Parliament, st i
possible for a bill to be passed by the House agh@ons if no agreement is reached between the houses
(see Appendix for an outline of the UK LegislatiPeocedure). Second—unlike previous attempts to
implement anti-bribery regulation—in this case ¢h&ras considerable pressure to act quickly: OECD
sanctions were looming and there was also a relgtshort time until the next general electionstiWi
election outcomes predicted to be unfavorableHerltabour Party (and accurately so, as it turndjl ou
the Labour Party was highly pressured to turn tloe iAto legislation quickly so as to avoid time-
consuming amendments. Indeed, amendments to ttie fdcased on marginal wording and not on
substantive content. Ultimately, the Act was pusised hard that once turned into legislation, its

enforcement had to be delayed twice so as to peduichs with sufficient guidelines for implementati

So far, charges under the UK Bribery Act 2010 aw fn numbers yet these few cases are
illustrative of the strictness by which the UK'sri®eis Fraud Office (SFO) seeks to punish violatiohs
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 datahae

was charged to six years in prison in November 2€iree years thereof explicitly for violations tbe

Practices Act of 1977: How Different Are They & St Your Business be Concerned?Muwondaq Business Briefin@6 April
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UK Bribery Act. The first charge against agentsaaforporation came against four former employees of
Sustainable AgroEnergy Plc and associated compémidsibery that occurred between April 2011 and
February 2012 in association with selling bio-fimtestment products involving plantations in South
East Asia. Three individuals were convicted of g@iray to commit fraud, conspiracy to furnish false
information, fraudulent trading, and Bribery Actl®0offences; they were sentenced to 13, 9, and&ye

imprisonment and disqualified from being directfms15, 15, and 10 years, respectively.

The low number of convictions is further explaineyg two features of bribery investigations.
First, such investigations are diverse and complasglving collaboration with other jurisdictionsé
therefore being lengthy. The case of Securencyrrat®nal PTY Ltd is particularly illustrative of
worldwide scope but also complexity of bribery cadavestigations started in October 2011 and tilte s
ongoing; a first request for the extradition of atiBh national was made in February 2015 and #s=c
currently requires collaboration with jurisdictioms Australia, Nigeria, and Brazil. Second, the low
number of convictions is additionally explainedthg fact that the Act is not applied in retro-pexdjre.
Thus, only cases of bribery that occurred aftereJ@nll fall under the Act. Also, sensitivity of
information revealed by the SFO makes it indispblesto keep investigations at secret or, in sonsexa
to withhold further details on investigations. Haylin Property, for instance, has been investigsiteze

March 2013 yet no other information was availab®yars late?.
2.2 Empirical methodol ogy

One approach to studying the effect of bribes on fialue is to collect data on bribes paid and fitsne
received from paying bribes using data availalenfdetected bribery cases. However, (i) detectedsca
may differ from undetected bribery cases along dsiwns that correlate with the value they creatd, a

(i) using detected cases omits unsuccessful lyilgtrempts. To alleviate these concerns, | exploit

2010).

" The fourth person was acquitted of all charges.dNarges were made against Sustainable AgroendoggrAts parent
company Sustainable Growth Group because SusteiGblwth Group was placed in administration in NMe2012.

8 The Serious Fraud Office (SFO) lists ongoing caseterhttp://www.sfo.gov.uk/our-work/our-cases/case-pesgi Some of
these cases relate to bribery but partly bribeay tccurred before June 2011, i.e. before the UKeBy Act came into force.
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passage of costly anti-bribery regulation, speaificthe UK Bribery Act 2010, and | construct a yyo

for firms’ likelihood of using bribes from subsidjedata.

In the first part of the analysis, | use event gtatethodology to empirically test whether bribes

affect firm value. Specifically, | run the regressi
CR=a+pCE+yXi+g ()

whereCR denotesumulative returns of firmaround the day of passage of the Act; @G#nhotes a firm's
exposure to corrupt regions, axXdis a vector of controls includirigdustryfixed effects. The coefficient

of interestl}; captures whether exposure to corrupt regions egfam value around passage of the Act.

One major prediction from auction theory with sigeyments and costly regulation is that unregulated
non-UK firms competing directly with UK firms areogitively affected by the passage of unilateral

regulation (e.g. Beck and Maher 1989). | test phnésliction using the regression
CR =a + BNO_UK _LINK, + LUK _COMR+ £,NO_UK _LINK, xUK _COMP+ y'X, +& (2)

whereUK_COMPR measures competition of non-UK firms with UK firnmsperceivably corrupt regions,
NO_UK _LINK is a Dummy equal to one if a non-UK firm has np@sure to the UK, andd; contains
controls includingcountry times industry fixed effects. Of particular interest & i.e. whether firms

unaffected by the Act and competing with UK firmie differentially affected.

In the second part of the analysis, | test for tomg effects of the UK Bribery Act on UK firms by
running the pooled panel regression

Y, =a+BMID _EVENT+ S,MID _EVENTxUK _FIRM,
+ B,POST_EVENT+ B,POST_EVENTXUK _FIRM, +y'X; +&, ()

where Y, is an outcome for firm i at time t, MID_EVEN® Dummy equal to one if an observation
occurs between passage and enforcement of theaAdtPOST_EVENTa Dummy equal to one if an

observation occurs after the Act is in force. UKRM denotes firms headquartered in the UK,
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contains firm fixed effects. Of particular intereste coefficientdd, and &, denoting whether firms
headquartered in the UK are differentially affecteda key robustness test, | additionally augmntbist

set-up by country times time fixed effects (whichkasl?; and(%; redundant).

Equation (1) uses heteroskedasticity-robust stahdaors that are clustered at industry level. Eigna

(2) uses two-way clusters at industry and courgvgl and equation (3) at year and country 18vel.

3. Data

In this section, | describe my sample and key e Appendix 2 contains detailed variable definis.
3.1 Sample

For the first part of my analysis, | obtain subaigliinformation from Orbis, stock return data from
Datastream/Worldscope, and accounting data fromO€drbis contains 26,094 unique publicly listed
firms with at least one subsidiary in 2008. Frontd3&ream, 18,848 thereof are active in March 20@P a
have price data for March 24-26, 200 fter merging these data to Osiris, | obtain 18,80ms (1,244
thereof headquartered in the UK) for which assetdarger than zero. Last but not least, for méshy
analysis, | require at least 100 return observatouring days [-240;-41] relative to March 25, 2G@9as

to construct abnormal returns. This leaves 1,09msfi headquartered in the UK and 9,457 firms

headquartered outside the UK.

The second part of my analysis employs subsidiata drom Orbis as well as Merger and
Acquisition (M&A) and Joint Venture (JV) data frogephyr. Between 2007 and 2012, Zephyr provides
information on 238,384 M&A deals involving 95,87figue acquirers and 29,815 JVs involving 12,472

unique partners. | focus dn&As in which the acquirer is public and increasesstiare to above 50%.

3.2 Main variables

° | have experimented with various dimensions ofsigts and obtained similar results. Clustering deieah errors at the
dimensions mentioned here generally produces thet comservative (largest) standard errors.

1910 2008, more than 20% of firms in Datastream/\Wscbpe are inactive: Datastream/Worldscope doediseard such firms.
| identify inactive firms as firms without price mements within 20 trading days prior to March 2802.
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| now describe the key variables. Appendix 2 costa detailed description. Continuous variables are

winsorized at 1% and 99% level though results @serisitive to these levels.

Firm value. In the first part of my analysis, | measure theeefffof the UK Bribery Act on firm value
usingCumulative abnormal returns (CARMN the day of passage of the UK Bribery Act (25 &1a2009)
and the day thereafter. | calculate returns orbttsés of price changes between closing of 24 Ma6€I9
and closing of 26 March 2009. To calcul&AR[0;1], | follow the early work of Fama et al. (1969)
though | use daily stock return data and additigrantrol for firm size and the book/market rafiftama
and French 1993) as well as momentum (Carhart 198F)portfolios are constructed using local
stocks:' The estimation period starts 294 days before tlemteand ends 41 days before the event. In
robustness tests, | also study raw returns, abragnans up to ten weeks before and after passhie

Act, and changes in Tobin’s Q.

Corruption exposure. Because | do not have a direct measure of bribah pary to capture firms’
propensity to use bribes by constructi@grruption exposurdrom firms' exposure to regions with high

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

Corruption exposure= ' ((10— CR)x

cc

#Subsidiaries
#Subsidiaries )’
where CPIl; is Transparency International’€orruption Perceptions Indexf country ¢ in 2008,

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

and#Subsidiarieg is the total number of subsidiaries of fifrin 2008. By construction, this measure is

increasing in firms’ exposure to corruption. Itigunded by [0.7; 8.9] because 1CPlis 10 - 9.3 = 0.7
for the least corrupt countries (Denmark, Sweded, ldew Zealand) and is 10 - 1.1 = 8.9 for the most

corrupt country (Somalia).

1| follow Ince and Porter (2006) in “cleaning” daiteturn data. Long-short portfolios based on sbmpk/market, and
momentum are constructed as described in Kennetichis data library, but for UK firms, | split sizgo top-30% and bottom-
70% firms in order to account for the skewed sig&rithution in the UK. Results are not affecteddbyposing these cut-offs.
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The aforementione@orruption exposureneasure assumes that each subsidiary is equallyriamt in
creating firm value yet the ideal measure wouldwagpthe fraction of value attached to certainoegiof
the world. In the robustness section, | additigneikigh subsidiaries by revenues though data avikiia

reduces the number of observations. | also prosstienates using alternative corruption measures.

Long-run outcome variables. In the second part of my analysis, | consider laing-outcome variables
using annual subsidiary, M&A, and JV data for the0?2-2012 period. Firm-year level number of
acquisitions and average deal value are constréictedl firms that incur at least one acquisitlmetween
2007 and 2012)Vsare restricted to those with at least one puldicrgr and | construct firm-year level

average number of JVs for firms that incur at lees acquisition between 2007 and 2012.

Controls. The UK Bribery Act may incur compliance costs thae related to firm size which is why |
control for the natural logarithm of total assdétkso, the Act may incur a fixed per-subsidiary cdiapce
cost; | therefore control for the natural logaritbfrthe number of subsidiaries. Moreover, somediare
more likely than others affected by the UK Bribérst. A number of firms must comply also with other
anti-bribery regulations—most notably, the US FgmeiCorrupt Practices Act of 197US Linkis a
Dummy equal to one if a firm is subject to the FCRvich | infer in two ways: (i) from the Bank of
New York's list of ADRs in combination with Worldspe, and (ii) from subsidiary data to indicate
whether firms have US subsidiaries. Additionallpm& firms voluntarily adhere to corporate social
responsibility (CSR) standards. Much like the Dardi®0 Social Index for S&P 500 firms in the United
States, FTSE Group publishes the FTSE4Good UK Ifidiefirms in the United Kingdom. Firms listed
in this index are those that comply with certairvieonmental, human rights, social, and stakeholder
relations criteria. FTSE Group obtains informatam compliance from publicly available sources and
also directly from the companies. Firms voluntagtjhering to CSR standards might be less affegted b

passage of the A¢t.

12 5ee Bénabou and Tirole (2010) and Cheng, HongSané (2014) for reviews of the literature on CBR firm value.
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Non-UK firms. A key prediction is that non-UK firms that are mutbject to the UK Bribery Act but
compete with UK firms are positively affected by tAct. | proxy for being subject to the Act biK
Link, a dummy variable set equal to 1 if a foreign firmshat least one subsidiary in the UHK
Competitionis a dummy set equal to one if at least one of Wk firm’s non-OECD subsidiaries
competes directlwith a UK firm’s non-UK subsidiaryDirect competitionis defined as two subsidiaries
operating in the same industry and in the sameQ@iB@D country. In robustness tests, | employ similar

competition measures.
3.3 Summary statistics

Summary statistics are presented in Table 1. Thallggweighted CAR[0;1] for UK firms around the
event date is -0.43%, suggesting more negativengfor small firms around the event (Panel A)lite
with the notion that the Act may be more costly fioms exposed to perceivably corrupt regions, UK
firms with foreign subsidiaries have more negatreturns—and score higher in terms of corruption
exposure. The average (median) sample firm has(9) gubsidiaries in 2008 and roughly one in six UK
firms are FTSE4GOOD constituents. 38% of firms hawgS Link through having an ADR (18%), a US
subsidiary (30%), or both. In order to accounttfe differences in firms that operate abroad oedlim

Panel A, | repeat my main analysis for the subkElofirms with foreign subsidiaries.
[[ INSERT Table1 about Here]]

Panel B describes the sample of non-UK firms, &atdhlly splitting such firms byK Link. Non-UK
firms with UK subsidiaries are less exposed to @eably corrupt regions on average, are larger, and
more likely to be cross-listed, to have US exposamed to be FTSE constituents. Some of these
differences are magnified because 40% of non-UKidimare smaller local firms without subsidiaries
abroad. Roughly half of the revenues generateddmyUK sample firms outside of the OECD are in
direct competition with subsidiaries owned by UKegrds. Last, Panel C describes subsidiary, M&A, and
JV data for the 2007 to 2012 sample period. Anayersample firm has @orruption exposuref 3.7

through its 21.7 subsidiaries. 63% of subsidiaras,ounting for 73% of revenues, are located in the

15



OECD. The average sample firm conducts 1.8 M&Asymar, three in four thereof in the OECD. Out of

firms’ average 2.9 JVs, less than half (41%) amcated in the OECD.

4. The UK Bribery Act 2010 and firm value

| now document results of event studies for UK nod-UK firms around March 25, 2009.
4.1 UK firms

Table 2 specifies, step by step, the full regresgly for UK firms. The dependent variable is
Cumulative Abnormal Returns (CAR) [0; it] Columns [1]-[4] andCumulative Raw Returns (CRR);
1] in Column [5]. Without further controlsCorruption exposurdoads significantly negatively on
abnormal returnsiith a coefficient of —0.717, i.e. firms that ar®@m exposed to high-corruption regions
have more negative abnormal returns around pasgage UK Bribery Act (Column [1]). This result is
robust to controlling for industry fixed effectsdafurther firm-level controls, alleviating concertisat
industry corruption levels or other firm charactéds may drive the result. In the full specificati
(Column [3]), an increase of one standard deviatioc@orruption exposurés associated with an 0.731%
(= 0.79 x 0.925%) decline in firm value, which puévalent to $12.95mn (= $1,772mn x 0.731%) for the
mean firm. One example illustrating a one—standandation difference ifCorruption exposurés given
by the comparison between an average sample UKwitm7 subsidiaries in the United Kingdom, with a
Corruption exposuref 2.3 (=10-7.7), and an otherwise comparable o fhat operates 6 subsidiaries

in the UK and 1 in Russia; this latter firmCorruption exposurés 3.1 = (167.7)(6/7) + (162.1)(1/7)).
[[ INSERT Table 2 about Here]]

Of the UK sample firms, 43.4% do not have subsigéaputside the UK; these firms have a
Corruption exposur®f 2.3 by construction. The coefficient fGorruption exposurés still significantly
negative £0.791) when | re-run the main regression for firmghvét least one foreign subsidiary. None

of the other control variables explains returnsuatbthe passage of the UK Bribery Act; the number o
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subsidiaries loads insignificantly negatively, ahe value of assets loads weakly positiVélyrepeat the
main analysis using raw returns and controls (Cal{is}) as well as additional controls previousleds

to construct 4-factor alphas (Column [6]), and dgominy previous results.

For robustness, | repeat my analysis using alteavent days, event windows, measures of
corruption exposure, measures of firm value, asdraple of non-UK firms. In Table 3, | first conside
other attempts to pass anti-bribery regulationhi@ UK—and failures to do so. Using related events
alleviates concerns that other events drive thatseen 25 March, 2009. | follow the procedure disl
in Section 2.1 to identify announcements of attemptpass anti-bribery regulation (and the failofe

such attempts) in the United Kingdom during théqae2000-2011 from UK newspapers.
[[ INSERT Table 3 about Here]]

Following exactly the main specification (Columd i3 Table 2) for alternative event days, | find
that the coefficients on Corruption Exposure arestatistically significant on most related eveates
yet they do reliably follow the direction of news finost cases. Specifically, two early announcentents
tackle bribery result in negative returns for firregposed to perceivably corrupt regions while later
events do not incur statistically significant abmat returns. One may speculate that some of tiee lat
events are not associated with statistically sigaift abnormal returns because these attempt Ikenitlg
like earlier attempts that subsequently failediskdss in Section 2.1 above why actual passagheof t

draft of the UK Bribery Act 2010 on March 25, 200@y have appeared more convincing to investors.

Stacking all events bearing news in favor of stesmggulation, | find thaCorruption exposure
significantly explains abnormal returns on event days; the sammoti true for days bearing news on
reversals of efforts to toughen regulation. Therage event bearing news in favor of stronger raguia
is associated with a coefficient of —0.337% @orruption exposureFirms one standard deviation more

exposed to perceivably corrupt regions lose 1.862%337%*0.79 over all seven such events.

18 value of assets and number of subsidiaries ariéiyg correlated (rho=0.534). Results are unafedy removing either (or
both) of these controls.
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Panels B investigates alternative event windowsouggn weeks before and after passage of the
UK Bribery Act. If the passage came as a surpttse full effect should be observed around March 25,
2009 rather than before or after that day and iddenés is what | find. One concern with tG@erruption
exposuremeasure is that it weighs subsidiaries equallyP#mel C, | therefore examine a range of
alternative measures. Weighing each subsidiartsyevenues reconfirms the main result though with
fewer observations and at lower statistical sigaifice. Neither excluding sovereign tax havens fitzan
construction of Corruption exposurenor using Worldwide Governance IndicatdrsControl for
Corruptionas a measure of corruption affects results. A&rrextension is that bribery is more common
in certain industries. While industry fixed effedtske care of this if subsidiaries operate in thme
industry as their headquarter firms, it might battsome firms are more exposed to certain indgstrie
through their subsidiaries. Panel C examines tiga using sector corruption measures obtained tinem
World Bank’'s BEEPS survey and from Transparencgrivdtional’s Sectoral Corruption Indicator. Not
all industries are captured by these sources sahitbasample size drops partly considerably. | fimak
firms more exposed to corrupt industries througkrapng subsidiaries in corrupt industries are more

negatively affected.

Panel D shows that the negative firm value reactibt/K firms is also reflected in long-term
firm value measures. Over the 2007 to 2012 samg@limqh | estimate a pooled panel regression using
Tobin’s Q and revenue growth as dependent variablsing Dummy variables to identify the time after
passage but before enforcement of the Adt{evenk as well as the time after enforcement of the Act
(post-event | document that Tobin’s Q and revenue growtldgan after passage, more so for UK firms

with higher exposure to perceivably corrupt regiand also relative to non-UK firms.

In Panel E, | investigate whether something elsg have driven the negative market reaction of
UK firms with high exposure to perceivably corrupgions on March 25, 2009 by studying non-UK
firms. These are subject to the UK Bribery Actliey are exposed to the UK and perceivably corrupt

regions. And indeed, | find non-UK firms that (ijpve a UK subsidiary and (ii) high&orruption

18



exposureexhibit more negative abnormal returns on the edate. For such firms, an increase of one
standard deviation i€orruption exposurés associated with a 0.577% (=1.77 x 0.326) deeréa firm
value. Not all foreign firms are equally affectegd UK regulation, in part because of differences in
detection probabilities and costs, prosecution anfbrcement probabilities, and reputational losses.
Splitting the sample into firms headquartered iasiahd outside of the OECD, | find that the negative
spillovers are more pronounced among OECD firmgs Tast test also helps rule out an alternative
explanation for my main result. It could be that Hikms with high exposure to perceivably corrupt
regions find it optimal to withdraw from perceivgbtorrupt region in face of substantial costs of
implementing effective internal anti-bribery congrowithout having used bribes in the first place.
However, non-UK firms are exempted from the intéawntrol requirements spelled out in Section 7 of

the Act — and yet, as shown in Panel E, they agathely affected on the day of passage of the Act.

Besides these tests, | conduct a range of additginadard event study robustness tests. First,
event-time clustering could bias the coefficientrfd for Corruption exposureTo alleviate this concern,
| follow Karpoff and Malatesta (1995) in using seegty unrelated regressions to calculate cumulative
abnormal returns on portfolios with above- and hetoedian exposure to corruption. A portfolio of
firms with above-median exposure to corrupt regisigsificantly underperforms one with below-median
exposure. Also, results on related events (Talitargel A) are robust when | allow slopesQurruption
exposureto shift on event days (Schipper and Thompson 1888 when | use non-UK indices to
calculate abnormal returns (Zhang 208)ast, the results reported in this paper are aositive either

to other specifications of the estimation periodliffierent treatment of outliers.
4.2 Direct competitors of UK firms

| have so far shown that the UK Bribery Act reducedue of UK firms with exposure to

perceivably corrupt regions. When some firms afecadd in their ability to compete for contractseit

14 Specifically, 1 follow specification (1a) in Zhatsg(2007) which contains contemporaneous Canadianppean, and Asian
returns, as well as lead European and Asian retittowever, | restrain from using non-local indiégesmy main specification
because, in a competitive setting with unilateeglulation, non-UK indices may reflect spillover arapetition effects.
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direct competitors may benefit: In this subsectiodpcument such spillovers. In Table 4, | implemen
regression (2) which tests whether non-UK firmshvekposure to UK competition and without exposure
to the UK are indeed positively affected by passafjghe Act. In addition to Dummies indicating
whether (i) subsidiaries owned by non-UK firms catepdirectly with those owned by UK firms and (ii)
non-UK firms are exposed to the UK Bribery Act,dntrol for non-UK firms’ corruption exposure. This

is important because competing with UK firms mayberelated wittCorruption exposuré®
[[ INSERT Table 4 about Here]]

In line with the prediction that non-UK firms comijmgy directly with UK firms may be positively
affected, | find that increased exposure to UK cefitipn outside the OECD is indeed associated with
more positive abnormal returns but only among néhfitms that are not exposed to the UK Bribery Act
through a UK subsidiary (Columns [1] and [2]). Férrthat are exposed to competition with UK firms
through their non-OECD subsidiaries and not expdeettie UK have 0.514% more positive abnormal

returns around passage of the UK Bribery Act.

Competitors of UK firms may benefit through two nhals. First, some unregulated competitors’
expected payoff from offering bribes may actualhcrease as regulated firms may decide to quit
perceivably corrupt regions (e.g., Beck and MahH@89). Second, competitors subject to anti-bribery
regulation in their home country already but ndwelgss competing in corrupt regions may benefit
because the UK Bribery Act levels the playing fididan attempt to shed light on the channel dgimy
main result, | split the sample by headquarteramgi For instance, firms headquartered in OECD
countries likely adhere to the OECD Bribery Coni@mtand US firms likely adhere to the even stricte
FCPA. | find that the positive effect of the UK Beiry Act on direct competitors is strongest among-n
OECD firms (+0.973%), suggesting that unregulaiedd — presumably firms that carry on bribing —
benefit most. The effect on OECD firms is insigrefintly positive, and even less so for US firms. The

main result is similar in magnitude when includiman-UK firms that do not have non-OECD operations.

15 Empirically, the correlation between UK Competitiand Corruption exposure is less than 0.1.
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One might argue that, rather than the presencaléet competitor, the size of that competitor is
a good proxy for potential business opportunitieg become available to non-UK firms after passage
the Act. Indeed, | find that non-UK firms expos@&dcompetition from larger UK subsidiaries prior to
passage of the Act have more positive abnormatnetaround passage (Column [8]). For each non-UK
firm, | measure size of UK competition by the lagan of sales made by those UK subsidiaries that
compete directly with subsidiaries owned by redpectnon-UK firms. | focus on subsidiaries

headquartered outside the OECD.
5. Long-run implications of the UK Bribery Act

Up to here, | have focused on the implicationsraf-bribery regulation for firm value. In order shed
more light on the drivers behind the drop in UKrf#' value, | now examine UK firms’ response to the
Act in terms of subsidiary locations and revenwsswell as merger and acquisition (M&A) and joint

venture (JV) activity.
5.1 Geographic exposure

An increase in the cost of doing business affdetsdecision to open new subsidiaries or to continue
operating existing ones, more so where corrupterls are perceived to be high. Consider a subgidia
whose revenues depend on paying bribes to locdlodties. Anti-bribery regulation increases the
expected costs of paying bribes, which makes thsidiary less profitable, perhaps even unprofitable

Similarly, a subsidiary that has to implement gostternal anti-bribery controls may turn unprofite.

To test whether passage of the UK Bribery Act affdecms’ subsidiary locations, | examine UK firms’
Corruption exposure and their presence in regiohsr& corruption levels are perceived to be high

around passage of the Act. | employ firm-level datar the 2007-2012 period.

First, in Panel A of Table 5, | analyze firmSobrruption exposureln constructingCorruption

exposure | weigh subsidiary countries with the 2008 Cotimp Perception Index so that my results are
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not driven by changes in that index. | denote Mid-eventthe period after passage but before

enforcement of the Act (years 2009 and 2010), griedst-eventhe years thereafter (2011 and 2012).

[[ INSERT Table 5 about Here]]

I document a trend among firms to increase theposire to perceivably corrupt regions.
Relative to 2007 and 2008, UK firms significanthcieased their exposure to corrupt regions by 0.049
during 2009 and 2010 and by 0.074 (i.e., a furthé25) thereafter; all sample firms increased their
exposure by 0.083 and 0.120, respectively (Coluiiig2]). Second, comparing the increase in
corruption exposure by UK firms to that of non-Uiknfs, | find that UK firms increased their exposure
more slowly than non-UK firms, even after contmagjiforindustry times yeafixed effects (Columns [3]
and [4]). This effect occurs immediately after gassage of the UK Bribery Act and does not reptesen

pre-trend, as shown when including a pre-event Wiy for UK firms in 2008 (Column [5]).

Second, | shed light on drivers of the documengdative drop inCorruption exposurdy UK
firms. This is important because the relatively dovgrowth in Corruption exposure exhibited by UK
firms may be driven by (i) increases in UK firmpesure to regions perceived to be less corrui) or
decreases in UK firms’ exposure to regions perceieebe corrupt. In Panel B, | study changes in the
logarithm of the number of subsidiaries in the OE@ml outside of the OECD, as well as in countries

that are among the 50 most corrupt countries.

Overall, both UK and non-UK firms establish morebsidiaries in OECD and non-OECD
countries (Columns [1]-[2] and [5]-[6]). The aveeagample firm increases its number of OECD
subsidiaries by 19.1% and a further 17.4%pts (Z2(B&91), and its number of non-OECD subsidiaries
by 23.8% and a further 29.9%pts, respectively. HartUK firms engage relatively more into OECD
countries right after the passage of the UK Brib&ey, i.e. during 2009 and 2010, and relativelyslago
non-OECD countries right after enforcement of th€ Bribery Act in 2011 (Columns [3]-[4] and [7]-
[8]). This latter effect is economically slightlyrenger for subsidiaries in the 50 most corruptrntoas

(Column [9]).
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Taken together, the drop in exposure to perceivablyupt regions is a combination of less

exposure to corrupt regions and more exposurerecoaupt regions.
5.2 Subsidiary revenues

The previous sub-section documents that the UKeByiti\ct slowed down UK firms’ expansion
into perceivably corrupt regions. In order to ursti@nd whether this development is associated with a
drop in revenues or merely reflects closures of llsmabsidiaries, | now analyze revenues from
perceivably corrupt regions at firm- and subsidi@mel. In Table 6, the dependent variables aresthme

of firms’ revenues by region (Columns [1]-[7]) asabsidiary revenues (Columns [8]-[9]), respectively
[[ INSERT Table 6 about Here]]

As far as revenues from subsidiaries headquarier@ECD countries are concerned, UK firms
experience a strong increase after passage of kh@ribery Act though non-UK firms experience a
similar growth during the post-event period, patdht reflecting a recovery from the crisis (Colusin
[1]-[2]). This result is robust to additionally cwalling for time variant industry and parent headder

country characteristics (Column [3]).

In terms of revenues from subsidiaries headquattentside of the OECD, UK firms experience
an increase by 11.6% and 16.3% during the Mid-Rost-event period, respectively. However, non-UK
firms’ revenues from such regions increase sigaifily faster after enforcement of the Act (Colurf#is
[5]). Economically, UK firms’ revenues from non-OBCcountries grow 11.9 percentage points more
slowly after controlling for time variant industend parent headquarter country characteristicsu(@ol
[6]]). This effect is much more pronounced whenukiog on revenues from the 50 most corrupt
countries. Revenues by UK firms from such countgesw 28 percentage points more slowly after

enforcement of the Act (Column [7]).

The structure of the Orbis data additionally alldes analysis of subsidiary-level revenue data.

This allows for making statements about UK-ownebssdiaries in perceivably corrupt regions after
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controlling for a wide range of subsidiary charastes, alleviating concerns that UK subsidiaréee
different. In Columns [8] and [9], | focus on suwivig subsidiaries, i.e. on subsidiaries with reveedata

in pre-, mid-, and post-event period. Indeed, cammbato subsidiaries owned by non-UK firms,
subsidiaries owned by UK firms experience a drogirenues by 14.5 percentage points during the Post
event period. This drop is more pronounced amongokiiied subsidiaries headquartered in regions

perceived to be more corrupt.

One concern so far may have been that the dropnmvialue exhibited by UK firms reflects
higher expected legal costs and penalties assdaidte operating in such regions. For this conderbe
justified, revenues of survivingubsidiaries should be unaffected by passage oAtheHowever, as
documented in this sub-section, surviving subsieaexhibit a relative drop in revue growth frommno
OECD subsidiaries that is comparable in magnitoddK firms’ overall revenue drop from such regions,

which alleviates the concern.

5.3 Merger and acquisition (M&A) activity

Above, | have shown that UK firms added fewer gilibses in perceivably corrupt regions than
non-UK firms after enforcement of the UK BriberytAtnow examine whether one form of opening new
subsidiaries—M&A activity—was affected. Notably,cadsitions in perceivably corrupt regions may be
associated with additional costs, such as costmiEmenting internal controls or costs associatéd
the probability of such targets engaging in briberyardless of internal controls. In Panel A of[€ah |
study M&A activity around passage of the Act inampl of firms over the 2007-2012 period. The number
of M&A deals with targets within the OECD declingdroughout Mid- and Post-event period; this

decline is not merely pronounced among UK firmsdmbng all sample firms (Columns [1]-[3]).
[[ INSERT Table 7 about Here]]

A different picture emerges from studying targetssime the OECD. After passage of the Act,

UK firms conducted fewer M&As outside the OECD afpassage of the Act, while the number of such
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deals conducted by non-UK firms did not change.nBoaically, UK firms conducted 7.6% and 5.8%
fewer M&As outside the OECD during mid- and poséstvperiod after controlling for firm fixed effects

and time-variant industry effects, respectivelyl(@mns [4]-[6]).

Predictions about the size of acquisitions are gatais. For instance, the costs of implementingcéffe
anti-bribery controls may be one-off, favoring largargets, or increasing in scale of operaticagyring
smaller targets. In Panel B of Table 7, | studyngjess in average M&A deal values over the 2007-2012
period. The unit of analysis is firms’' average dgiak at the year level. While average size of OECD

deals declines insignificantly, | document a sufiisincrease in non-OECD deal size.

In this subsection, | have documented that onenfaf engaging in perceivably corrupt

countries—M&A activity—was adversely affected byspage of the UK Bribery Act.
5.4 Joint venture (JV) activity

It is not ex ante clear whether UK firms engageermrless into JVs after passage of the Act. On
the one hand, third party transactions fall undher provisions of the UK Bribery Act; if found to be
engaged, UK firms are liable for partners’ actidds.the other hand, it is harder to detect brilimryhird
parties and to link such activities back to UK firnin Table 8, | study the number of JVs by targgton

over the 2007-2012 period.

[[ INSERT Table 8 about Here]]

Overall, | document a reduction in the number o$ Jdvside the OECD; this reduction is neither
statistically significant nor more or less pronoeacfor UK firms (Columns [1]-[3]). Similarly, JV
activity outside the OECD does not increase oretesa throughout the sample period, and decreales on
significantly for UK firms during the post-eventrpmd (Columns [4]-[6]). It should be noted that d¥ta
is relatively sparse and potentially biased towal\ds that occurred several years ago; also, JVdima

not allow for statements about quality and type3d\&f.
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6. Conclusion

| have shown that passage of the UK Bribery Acti$ei a permanent drop in value of UK firms,
while value of non-UK firms competing directly withK firms increases. Furthermore, passage of the

Act adversely affects UK firms’ economic activity perceivably corrupt regions.

My evidence is consistent with the notion that ésitare a major factor in doing business in
certain regions—costly anti-bribery regulation reefs affected firms’ ability to do business in such
regions but benefits unregulated competitors. Soawtion is warranted because part of the effethef
UK Bribery Act on value may be explained by higleepected legal costs and penalties associated with
operating in such regions. Similarly, UK firms maithdraw from perceivably corrupt regions to avoid
costs of implementing internal controls without ev&ving used bribes. In order to show that these
alternative explanations do not explain the fufeef, | document a decline in revenues of surviving
subsidiaries owned by UK firms and a drop in vabfieon-UK firms that are subject to the fines but

exempted from the internal control requirementdlegeut in the Act.

One important topic for future research is whetiher regulatory punishment that can be meted
out under the UK Bribery Act has implications finnf boundaries, such as decisions about whether or
not to internalize customers or suppliers. Addiityn this paper focuses on the costs and berafasti-
bribery regulation to firms. Research on the sdo@alefits of the UK Bribery Act for the UK but alfar
perceivably corrupt countries can help depict aemmomplete picture of the motives for anti-bribery

regulation and its implications.
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Appendix 1: Brief outline of UK legidative 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 (mé#ity) and becomes an official A& A timeline of
events related to the UK Bribery Act 2010 is givedable Al.

Table Al: Timeline of the legidative process of the UK Bribery Act 2010

Date Stage

19 Nov. 2009 1°'reading: House of Lords
9Dec. 2009 2" reading: House of Lords
7Jan.2010  1%sitting: House of Lords
13Jan. 2010 2" sitting: House of Lords
2Feb. 2010 Report stage: House of Lords

8 Feb. 2010 3“reading: House of Lords
9Feb.2010 1% reading: House of Commons

3Mar.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

23Mar. 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 durigitting. 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 amendedvated 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.

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

Variable

Description Data source

Firm value measures

Cumulative abnormal
returns [a;b]

Cumulative raw returns
[a;b]

Tobin’s Q

Cumulative daily abnormal returns in % from closioig daya-1 to closing of Cumulative
day b relative to some event date. Unless stated oteerwthe event date isabnormal
March 25, 2009. Daily abnormal returns are obtaifmech parameters of a four- returns [a;b]
factor Carhart (1997) model estimated over day®4; —41] relative to event
days.Excess return on the markistthe return of the local index over and above

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

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

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

library using returns on two size portfolios andeth momentum portfolios

(2x3=6 portfolios)

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

2009.

(Total Equity+Total Liabilities)/(Total ShareholdEquity (Book Value) + Total Orbis
Liabilities). Regressions use the natural logarithm

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
International’s Sectoral
Corruption level

Combines, for each firm, subsidiary location datarf Orbis with Transparency Orbis,
International’s Corruption Perceptions Index (CHApr each firm,Corruption Transparency
exposureis the sum—over all countries—of the percentagetta firm’'s International
subsidiaries headquartered in the focal countr0@8 multiplied bythe 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-

corruption regions. This is the main measure usezlighout the paper.

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 Greydssf(August 17, 2009). OECD

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

Corruptionmeasure provided by Worldwide Governance IndisafdrGl). Worldwide
Governance
Indicator:

Constructed like the main Corruption exposure meaduit using subsidiaries’ Orbis, World
industry corruption levels to weigh observationgdustry corruption levels areBankBusiness
obtained from the 2009 version of the EBRD-WorldiBBusiness Environment Environment
and Enterprise Performance SurvéBEEPS). This survey was conducted iand
2008-2009 among 11,800 firms from 29 Eastern Ewnoend Asian countries. Enterprise
The corruption measure tabulates, by industry, percentage of firms Performance
responding “major” (i.e., 4 on a 5-point scale) ttos question: “please ... Survey
[indicate whether this] factor is No Obstacle, anbti Obstacle, a Moderate(BEEPS)
Obstacle, a Major Obstacle, or a Very Severe Olastacthe current operations

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

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

classifiers.

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

generated from firms’ subsidiaries. Bank
Economic
Survey

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

Assets
# Subsidiaries

FTSE4GOOD

ADR

US subsidiary
UK subsidiary
Foreignsubsidiary

Competes with UK
firm outside OECD

Market value at the end of the calenglsar. Regressions use the natural
logarithm.

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

For UK firms, this is a dummy set equall tif a firm was part of the FTSE Group
FTSE4Good UK Index in 2008. For non-UK firms, tlisa dummy set equal to 1
if a firm was parof the FTSE4Good All Index in 20(

A dummy variable set equal to 1 if a firm hasADR in the United States in BNY Mellon
March 2009 or in the prior two years.

A dummy set equal to 1 if a firm hddS subsidiary in 2008. Orbis
A dummy set equal to 1 if a firm lEBK subsidiary in 2008. Orbis
A dummy set equal to 1 if a firm haforeignsubsidiary in 200i Orbis

A dummy variable set equal to 1 if at least oneafon-UK firm’s non-OECD Orbis
subsidiaries competes directly with a UK firm’s sidiary. A non-UK firm’s
subsidiary is defined as competing directly witbka firm if that subsidiary (i) is
headquartered in the same non-OECD country asstt tme UK subsidiary and

(i) operates in the same Fa-French 48 industry as that subsidi

Subsidiaries, mergersand acquisitions (M & As), and joint ventures (JVs)

Number All

% ... in OECD

% Revenues OECD

% Firms with OECD
(non-OECD) ...

Subsidiary revenues

Average deal value

The number of subsidiaries/mergers &uasijons (M&As)/joint ventures (JVs) Orbis, Zephyr
at firm-year level. Only subsidiaries held to mtiian 50%. Regressions use the
natural logarithrr

% of subsidiaries/M&A targets/JV parmd@eadquartered in the OECD at firmOrbis, Zephyr
year level. Only subsidiari¢held to more than 50¢

% of subsidiary revenues from OEQDsidiaries at firm-year level. OnlyOrbis
subsidiarieheld to more than 50¢

% of firms with at least one OECD (non-OECD) sulmidM&A/JV at firm-  Orbis, Zephyr
year level. Only subsidiaries held to more than 50%

Average revenues obtained fofinm’s subsidiary at subsidiary-year levelOrbis
Only subsidiaries held to more than 50%. Regressise the natural logarithm.

Average deal value M&As thatémsed the share of control from below 50% @ephyr
above 50%. Regressions use the natural logarithm.

Timedummies
Mid-Event

Post-Event

A dummy set equal to 1 in years 2009 20H0, i.e. in years during which the draft of thi€ U
Bribery Act 2010 was passed by the government casion but not in force.

A dummy set equal to 1 in years 2011281@, i.e. in years during which the UK BriberytAc
2010 was in force.

Country classifications
OECD
OECD non-US

Non-OECD

A dummy set equal to 1 if a firm is headderad 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 cowtitrgr
than the United State

A dummy set equal to 1 if a firm not tigaartered in/has a subsidiary in an OECD country.
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Tablel
Summary statistics

This table provides summary statistics for variahleed in event studies for UK firms (Panel A) and-UK firms
(Panel B), as well as in the analysis of firms’p@sses to passage of the UK Bribery Act (PanelAppendix 2
provides more detailed variable definitions. In &anA and B, Cumulative abnormal returns [0;1] besed on
abnormal returns obtained from parameters of aflactor Carhart (1997) model estimated over day94; —41]
relative to March 25, 2009 (which is when the draftthe UK Bribery Act was passed by the government
commission and put forward by the Minister of Jestiand the day thereaft&@orruption exposure&eombines, for
each firm, subsidiary location data from Orbis wikhansparency International’s Corruption Percepidmdex
(CPI). For each firmCorruption exposurds the sum—over all countries—of the percentagetha&f firm's
subsidiaries headquartered in the focal count30@8 multiplied bythe CPI of that country in 2008. The resulting
sum is subtracted from 10 (the upper limit of tHel)Gso thatCorruption exposurés increasing in firms’ exposure
to high-corruption regiondMarket valueis taken from the end of 200Blumber of Subsidiaries the number of
subsidiaries held to more than 50% from Orbis iI6F TSE4Good (Dummy3 a dummy variable set equal to 1 if
a firm was part of the FTSE4Good UK Index in 208BR (Dummy)is set equal to 1 if a firm is cross-listed (via an
ADR) in the United States in March 2009 or in tm®ptwo yearsUS subsidiaryandUK subsidiaryareset equal to

1 if a firm has at least one subsidiary in the Ul ghe UK, respectively, in 2008IS Link (Dummy)s the
maximum of ADR (Dummy)@andUS Link (Dummy)US Link (non-US firm; Dummy3 US Link (Dummyf¥or the
subset of non-US non-UK firm&oreign subsidiaryis set equal to 1 if a firm has at least one slibgt outside of
its headquarter country in 200Bompetes with UK Firm outside OEG®a dummy variable set equal to 1 if at least
one of a non-UK firm's non-OECD subsidiaries conggedirectly with a UK firm’s subsidiary. A non-UKrin’s
subsidiary is defined as competing directly withlld firm if that subsidiary (i) is headquarteredthre same non-
OECD country as at least one UK subsidiary andafii¢grates in the same Fama-French 48 industry asi
subsidiary. For this variable, the sample is rettd to firms with at least one non-OECD subsididarje last
columns splits firms byroreign subsidiaryPanel A) andJK subsidiary(Panel B). ** and *** denote significance
at (respectively) the 5% and 1% level. In Paneblservations are at the firm-year and subsidiagr-yevel over
the 2007-2012 period. Subsidiary data is obtaimeth fOrbis; Merger and Acquisition (M&A) and JoineNture
(JV) data is obtained from Zephyumber alldenotes the number of subsidiaries, M&As, and 3¥s.. in OECD
denotes the percentage of subsidiaries, M&A targetd JV partners in the OECE firms with OECD ..and %
firms with non-OECD ..denotes the percentage of firms with at least obeidiary, M&A target, and JV partner in
the OECD and outside of the OECD, respectivBiybsidiary Revenues ($ma@notes revenues at subsidiary level
andDeal Value ($ mn@lenotes average deal values of M&As. All contirmigariables are winsorized at 1% and
99% level.

Panel A: UK firms

Variable Mean SD Median # Obs Foreign Difference
Subsidiary
Yes No
Cumulative abnormal retur@AR[0;1] -0.43% 2.38% -0.52% 1,097 -0.55% -0.27% -0.27%
Corruption exposure 2.56 0.79 2.30 1,244 2.76 2.300.46  w=
Market value ($mn) 1,772 9,813 107 1,244 2,856 4002,457  w
Number of subsidiaries 41.4 256.9 9.0 1,244 65.5 .310 55.2 =
FTSE4Good (Dummy) 16.1% 36.7% 0.0% 1,244  22.4% 7.9%4.5%  x
ADR (Dummy) 17.6% 38.1% 0.0% 1,244  25.7% 7.2%  18.5%
US subsidiary (Dummy) 30.2% 45.9% 0.0% 1,244 53.690.0%  53.6% *=
US link (Dummy) 37.9% 48.5% 0.0% 1,244 61.6% 7.2% 4.4%
Foreign subsidiary (Dummy) 56.4% 49.6% 100.0% 1,244
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Panel B: Non-UK firms

Variable Mean SD Median  #Obs UK Subsidiary Difference
Yes No
Cumulative abnormal returrGAR[0;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 2.92 3.69 (0.77) ***
Market value ($mn) 2,824 12,600 339 11,662 5,850 6648, 4,182 **=
Number of subsidiaries 27.8 125.4 8.0 11,662 643 391 50.3 ***
FTSE4Good (Dummy) 2.6% 16.0% 0.0% 11,662 6.9% 1.0% 5.9% ***
ADR (Dummy) 10.9% 31.2% 0.0% 11,662 18.5% 8.0% . 5x**
US subsidiary (Dummy) 45.7%  49.8% 0.0% 11,662 73.4% 35.2% 38.2% ***
US link (Dummy) 51.7% 50.0%  100.0% 11,662 78.6% 594 . 37.1% ***
US link (non-US firm; Dummy) 32.3% 46.8% 0.0% 6,749 64.7% 22.4% 42.3% ***
Competes with UK firm outside OECD 43.2%  49.5% %.0 2,510 66.5% 31.4% 35.1% ***
Foreign subsidiary (Dummy) 58.6% 49.3% 100.0% 12,66 96.7% 44.1% 52.6% ***
UK subsidiary (Dummy) 27.6% 44.7% 0.0% 11,662

Panel C: Subsidiaries, revenues, mergers and acquisitions (M & As), and joint ventures (JVs)

Mean sD Median # Obs

(i) Subsidiaries
Number all 21.7 104.9 6.0 84,256
% Subsidiaries in OECD 63% 44% 92% 84,256
% Revenues OECD 73% 43% 100% 84,256
% Firms with OECD subsidiary 73% 45% 100% 84,256
% Firms with non-OECD subsidiary 54% 50% 100% 88,25
Subsidiary revenues ($mn) 1,678 6,003 59 784,464

(ii) Mergersand Acquisitions (M & As)
Number all 1.8 1.8 1.0 16,675
% Target in OECD 76% 41% 100% 16,675
% Firms with OECD M&A target 79% 41% 100% 16,675
% Firms with non-OECD M&A target 30% 46% 0% 16,675
Deal value ($ mn) 186 660 19 9,156
Deal value OECD ($ mn) 201 609 23 6,511
Deal value non-OECD ($ mn) 112 705 8 2,645

(iii) Joint Ventures (JVs)
Number all 2.9 1.7 2.0 2,250
% Partner in OECD 41% 48% 0% 2,250
% Firms with OECD JV partner 43% 50% 0% 2,250
% Firms with non-OECD JV partner 62% 49% 100% 2,250
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Table2
Firm value of UK firmsaround passage of the UK Bribery Act

This table relates returns of UK firms around tresgage of the UK Bribery Act to firm characteristidhe
dependent variable iSumulative abnormal returns [0;1h Columns (1)-(4) an€umulative raw returns [0;1]n
Column (5). Cumulative abnormal returns [0;1] assdd on abnormal returns obtained from parameteasfaur-
factor Carhart (1997) model estimated over dag94; —41] relative to March 25, 2009 (which is when traft of
the UK Bribery Act was passed by the governmentro@sion and put forward by the Minister of Justiaeyl the
day thereafterCumulative raw returns [0;1re raw returns on March 25 and 26, 2009. All mdntariables are
defined in Table 1 and Appendix 2 with the exceptid additional controls in Colum (6Betais the coefficient on
market excess returns in a regression of firm excetsirns on market excess returns over da3@4f —41] before
March 25, 2009. Market-to-book and momentum arekataralue in 2008 over book value in 2008 and cuamive
raw returns over the 6 months up to 41 days befftaech 25, 2009, respectively. All continuous vakisbare
winsorized at 1% and 99% level. The sample consisédl publicly listed UK firms, with the exceptioof Column
(4) which focuses on UK firms with at least oneeign subsidiary. Industry fixed effects (Fama—FreA8) are
included as indicated. Standard errors are clu$tatehe industry level-statistics are given in parentheses; *, **
and *** denote significance at (respectively) tH#®4, 5% and 1% level.

Dependent variable Cumulative abnormal returns[0;1] Cumulativeraw returns[0;1]
1) (2 3) 4) ) (6)
Sample All All All Foreign All All
Corruption exposure -0.717** -0.838** -0.925** -@1* -0.842** -0.931**
(-2.08) (-2.26) (-2.42) (-1.85) (-2.20) (-2.43)
LN(Assets) 0.223 0.511 0.454** 0.226
(1.00) (1.60) (2.48) (1.01)
LN(# Subsidiaries) -0.204 -0.021 -0.317 -0.206
(-0.64) (-0.05) (-0.99) (-0.64)
FTSE4GOOD (Dummy) -1.306 -0.835 -1.422 -1.285
(-1.30) (-0.67) (-1.43) (-1.28)
US link (Dummy) -0.607 -0.500 -0.526 -0.587
(-0.81) (-0.52) (-0.71) (-0.78)
Beta 0.979
(0.77)
Market-to-book 0.022
(0.70)
Momentum -0.728
(-1.18)
Industry FE No Yes Yes Yes Yes Yes
N 1,097 1,097 1,097 618 1,244 1,244
Adj. R-square 0.004 0.043 0.055 0.096 0.053 0.055
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Table3
Robustness tests

This table provides robustness tests for the mesalt (Table 2). Panel A replicates the main refaulialternative
event dates. Each row shows the coefficien€Cormruption exposuravhen replicating the main specification (Table
2, Column (3)) on a day with news concerning biflregulation and the day thereafter. The left-hside variable
Cumulative abnormal return [0;1] is based on abrabmaturns obtained from parameters of a four-faGarhart
(1997) model estimated over day294; —41] relative to these alternative days. Evenésdarived from a Factiva
search for “bribery” in UK newspapers; see textdgclusions. For each event, the table reportcdleficient for
Corruption exposureonstructed using Orbis data for the relevant,yesing 2005 data for events prior to 2005.
Besides the controls used in Table 2, the stackgkssions also contain date fixed effects mudtiplvith industry
fixed effects, and standard errors are clusterdkeatirm level. For the stacked regression witleaénts, values for
CARGO; 1] of events with the predicted positive difentare multiplied by —1. Panel B replicates theinmasult
(Table 2, Column (3)) using alternative event wiwdcaround the event date to construct the dependeiable.
Panel C replicates the main specification (TableC8lumn (3)) using alternative geographic and inguevel
measures oforruption exposureThese measures are described in the Appendiel Parelates long-run measures
of firm value and revenue growth to firm charactcs for a Panel of firms between 2007 and 204Zdlumns
(1)-(4), the dependent variable is the natural fitigaa of Tobin’s Q, defined as logarithm ¢fotal Equity+Total
Liabilities)/(Total Shareholder Equity (Book Value)Total Liabilities) using Osiris data. Revenueswvgth is the
log-change in revenues since the previous yeamuPtion exposure is measured as before but heldtanhafter
2009.Mid-eventis a dummy equal to 1 in years 2009 and 2@H3t-events a dummy equal to 1 in years 2011 and
2012. UK is a dummy variable equal to 1 if a firsmhieadquartered in the UK. Controls include theitgm of
total assets, firm fixed effects, and industry dxeffects multiplied by year fixed effects as iratied. Columns (1)-
(2) consider publicly listed firms headquarteredha UK; other Columns consider the Osiris universérms with
available data. Standard errors are clustered eatygfar and country level (2-way clusters). Pan@loEuments
spillovers of the UK Bribery Act to non-UK firms thi exposure to the UK. The event date is March2®®9. The
dependent variable Bumulative Abnormal Returrsver event window [0O; 1], obtained as befdd Subsidiary
(Dummy)is a Dummy set equal to 1 if a firm has at leawt subsidiary in the UK in 2008. Controls are carited

as in Table 2. Columns (1)-(2) consider all sanfpptas, Columns (3)-(4) consider sample firms headtgred in
the OECD (excluding the UK), and Columns (5)-(6hsider firms headquartered outside the OECD. Cgdixed
effects interacted with industry fixed effects (RafRrrench 48) are included. Standard errors ardectd at the
country and industry level. In all panels, continsiozariables are winsorized at 1% and 99% levet* *and ***
denote significance at (respectively) the 10%, &6l 1% level.
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Panel A: Alternative bribery-related events

Predicted Corruption # Obs

Date Headline/Content Source direction exposure

30/03/2000 OECD urges UK to toughen anti-bribery The Guardian - -0.241% 852
laws

23/05/2000 UK government to announce new laws The Guardian; - 0.344% 843
aimed at bribery crackdown Financial Times

21/06/2000 UK home secretary announces new anti-The Independent; The - -0.535%** 829
bribery law Guardian

09/11/2001 UK Government announces measures toAssociated Press - -0.513%* 978

tackle international corruption, proposes Newswires; Evening
tightening bribery laws, pushes for crackNews - Scotland
down on bribery by Britons abroad

02/09/2002 British anti-corruption plans branded = The Guardian + -0.284% 996
toothless
25/03/2003 UK government issues draft corruption WMRC Daily - 0.072% 993
bill Analysis
01/08/2003 Corruption bill faces delay over Financial Times + 0.043% 1,072
loophole:
18/02/2004 UK government backtracks over bribery  Financial &m + -0.052% 1,112
09/12/2005 Corruption laws to be overhauled in the Global Insight Daily - -0.073% 1,219
UK Analysis
19/11/2008 Bribery law reform plans focus on The Times; Press - -0.121% 1,367
overseas work of businesses; managersAssociation National
face jail in bribery cases (published Newswire; The
20/11/2008) Guardian; The Daily
Telegrap!
20/07/2010 Clark delays enforcement of bribery law  Financighé@s + 0.109% 1,244
31/01/2011 UK delays enforcement of UK Bribery = The Wall Street + -0.030% 1,286
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
) (2 ©) 4) ) (6) () (8)
[-10;10]  [-1:+1] [-40;-11] [-10;-1]  [-2;-1] [+23]  [+2;+10]  [+11;+40]
Corruption Exposure  -0.848*  -0.988** -0.006 0.001 0.008 0.023 -0.029 0.007
(-1.89) (-2.21) (-0.29) (0.00) (0.09) (0.25) .?) (0.40)
Constant & Controls Y Y Y Y Y Y Y
Industry FE Y Y Y Y Y Y Y
N 1,097 1,097 1,097 1,097 1,097 1,097 1,097 1,097
R2 0.110 0.061 0.140 0.103 0.075 0.052 0.088 .07
Panel C: Alternative measures of corruption exposure
Geographic measures Industry measures
Corruption Transparency Transparency Worldwide World Bank World Bank Transparency
Measure International International Governance BEEPSSurvey BEEPSSurvey International’s
Indicators Sectoral Corruption
Weights Value-weighted Equally-weighted  Equally-weighted Equally-weighted Value-weighted by Equally-weighted by
by subsidiary by subsidiary count using Orbis by #subsidiaries subsidiary revenues  #subsidiaries in
revenues excl. tax havens  subsidiary count in sector in sector sector
1) ) ®3) 4 (5) (6)
CAR CAR CAR CAR CAR CAR
Corruption -0.844* -0.925* -2.003* -1.146* -1.027 -0.603
Exposure (-1.94) (-2.27) (-1.80) (-1.79) (-1.75) (-0.34)
Controls Y Y Y Y Y Y
Industry FE Y Y Y Y Y Y
N 935 1097 1068 753 753 477
R2 0.01¢ 0.05: 0.C17 0.00¢ 0.01( 0.03¢
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Panel D: Long-term firm valueimplications

Tobin's Q  Tobin's Q Tobin's Q  Tobin's Q RevenGeowth
(1) (2) 3) (4) (5)
UK UK All All All
Mid-Event * UK -0.148 -0.090%***
(-1.67) (-3.70)
Post-Event * UK -0.121 -0.024*
(-1.54) (-2.10)
CPI * Mid-Event * UK -0.042* -0.058** -0.020
(-2.02) (-3.05) (-1.120)
CPI * Post-Event * UK -0.050** -0.040* -0.060**
(-2.97) (-2.09) (-4.30)
Mid-Event -0.058
(-0.74)
Post-Event -0.097
(-1.27)
CPI * Mid-Event 0.018** -0.026**
(3.15) (-2.01)
CPI * Post-Event 0.004 -0.031**
(0.65) (-2.38)
Controls Y Y Y Y Y
Firm FE Y Y Y Y Y
Year FE N Y N - -
Country - Year FE N N N Y Y
N 10,175 10,175 105,062 105,062 94,866
Adj. R2 0.738 0.751 0.762 0.770 0.655
Panel E: Spillovers of the UK Bribery Act 2010 on non-UK firmswith UK exposure
All All OECD OECD Non-OECD  Non-OECD
1) ) 3 4) 5) (6)
CAR[0;1] CAR[0;1] CAR[0;1] CARJ[0;1] CAR[0;1] CAR[f1]
Corruption exposure -0.067 -0.024 -0.157 -0.060 00.1 0.153
(-0.59) (-0.20) (-0.93) (-0.34) (0.75) (1.03)
UK Subsidiary (Dummy) -0.063 0.874* -0.182 1.246% .708 1.840
(-0.30) (1.65) (-0.80) (1.82) (1.40) (1.59)
Corruption Exposure X -0.326** -0.529** -0.277
UK Subs. (Dummy) (-2.01) (-2.26) (-1.07)
Constant & Controls Y Y Y Y Y Y
Country * Industry FE Y Y Y Y Y Y
N 9,457 9,457 6,955 6,955 2,502 2,502
Adj. R-square 0.151 0.151 0.121 0.121 0.248 0.248
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Table4
Spillovers of the UK Bribery Act on direct competitorsof UK firms

This table relates returns of non-UK firms aroune passage of the UK Bribery Act to firm charastées. The dependent
variableCARis constructed as in Table 1. In Columns (1)f#, key control variable iEompetes with UK Firm outside
OECD, a dummy variable set equal to 1 if at leagt of a non-UK firm’s non-OECD subsidiaries compedeectly with a
UK firm’s subsidiary. A non-UK firm’'s subsidiary idefined as competing directly with a UK firm i} that subsidiary is
headquartered in the same non-OECD country asast tme UK subsidiary and (ii) that subsidiary apes in the same
Fama-French 48 industry as that subsidiary. In @ol§8), competition with UK firms is measured b tlogarithm of
sales made by those UK subsidiaries that compegettyi with subsidiaries owned by respective non-filkhs. No UK
Subsidiary is a dummy equal to 1 if a non-UK firmed not have a UK subsidiary in 2008. Other costapé constructed
as in Table 1. Sample firms are all firms headauad outside the UK that have at least one non-OE@i3idiary, with
the exception of Columns (3)-(6) which further reduhis same to firms headquartered in certairoresgand Column (7)
which contains all non-UK firms. Country fixed efte interacted with industry fixed effects (Famaerieh 48) as well as
industry fixed effects are included as indicatedl. ddntinuous variables are winsorized at 1% an#&c98vel. Standard
errors are clustered at the country and industrglldn both Paneld:statistics are given in parentheses; *, ** and ***
denote significance at (respectively) the 10%, 5 Hxb level.

Headquarter Country All All OECD OECD us Non-OECD All All
Non-US
UK Competition Measure Dummy Dummy Dummy  Dummy Duynm  Dummy Dummy Sales
(1) (2) (3 (4) (5) (6) (7) 8)
CAR CAR CAR CAR CAR CAR CAR CAR
UK Comp. X No UK Su 0.514* 0.38( 0.52( 0.32( 0.973*** 0.591* 0.093**
(1.92) (1.21) (1.32) (0.58) (3.08) (1.80) (2.07)
UK Competition 0.239 -0.012 -0.075 0.163 -1.101* 056 0.118 -0.058
(0.99) (-0.07) (-0.30) (0.61) (-1.88) (0.25) @7 (-1.58)
No UK Subsidiary 0.059 0.117 0.047 0.204 -0.235 08*4* 0.143 -0.008
(0.81) (1.25) (0.40) (1.45) (-1.26) (2.83) (1.50) (-0.05)
Corruption exposure -0.060 -0.009 -0.026 -0.053 22.0 0.021 -0.009 -0.023
(-1.38) (-0.37) (-0.67) (-1.22) (0.30) (0.64) .88) (-0.31)
Constant & Controls Y Y Y Y Y Y Y Y
Country X Ind FE Y Y Y Y N Y Y Y
Industry FE - - - - Y - - -
N 2510 2510 2068 1254 814 442 9457 2510
Adj. R-squar 0.05¢ 0.05¢ 0.06¢ 0.03¢ 0.05¢ 0.081 0.01¢ 0.061
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Table5
Geographic exposure

This table relates changes in firn@&rruption exposuréPanel A) anchumber of subsidiaries by regigRanel B) between
2007 and 2012 to firm characteristics. In Paneth&, dependent variabf@orruption exposurés constructed as described
in Table 1 though subsidiary data is obtained frombis for the years 2007-2012 afdansparency International’s
Corruption Perception Indefor the year 2008 is used after 2008. The dependsmidble in Panel B is the logarithm of the
number of subsidiaries headquartered in OECD cms{Columns (1)-(4)), non-OECD countries (Colun@®ys(8)), and
the 50 most corrupt countries by Transparency matgsnal’s Corruption Perception Index in 2007 @oh (9)). Mid-
eventis a dummy equal to 1 in years 2009 and 2®d&t-evenis a dummy equal to 1 in years 2011 and 2012. $JK i
dummy variable equal to 1 if a firm is headquadeirethe UK. Controls include the logarithm of totasets, firm fixed
effects, and industry fixed effects multiplied bsay fixed effects as indicated. Standard errorslarstered at the year and
country levelt-statistics are given in parentheses; *, ** and tfénote significance at (respectively) the 10%, &% 1%
level.

Panel A: Corruption exposure

1) (2 ) (4) (%)
UK All All All All
Mid-Event * UK 0.049** -0.040* -0.033* -0.021*
(3.35) (-2.09) (-2.01) (-1.84)
Post-Event * UK 0.074*** -0.051** -0.044**  -0.032*
(11.05) (-2.75) (-2.77) (-2.57)
Mid-Event 0.083** 0.088**
(2.87) (2.81)
Post-Event 0.120***  0.126***
(5.52) (5.20)
Before * UK 0.014
(1.26)
Controls Y Y Y Y Y
Firm FE Y Y Y Y Y
Ind-Year FE N N N Y Y
N 7,199 84,256 84,256 84,256 84,256
Adj. R2 0.899 0.964 0.964 0.964 .964

Panel B: Number of subsidiaries

LN(# Subsidiaries headquartered in OECD) LN(#Subsidiaries headquartered outside OECD) TI<50
1) ) (©) 4) ©) (6) () (8) 9)
UK All All All UK All All All All
Mid * UK 0.335** 0.160**  0.123*** 0.270* 0.039 0.013 014
(4.39) (2.99) (3.12) (2.53) (1.81) (0.69) (®.5
Post* UK 0.398*** 0.039 -0.004 0.430*** -0.118**  -0.129* -0.145%**
(11.34) (0.76) (-0.09) (30.24) (-4.54) (-5.39) (-8.06)
Mid-Event 0.191**  (0.175*** 0.238***  0.235*
(4.54) (4.00) (2.73) (2.43)
Post-Event 0.365**  (0.359*** 0.537**  (0.547***
(9.54) (8.93) (6.34) (5.79)
Controls Y Y Y Y Y Y Y Y Y
Firm FE Y Y Y Y Y Y Y Y Y
Ind-Yr FE N N N Y N N N Y Y
N 7,199 84,256 84,256 84,256 7,199 84,256 84,256 2584, 84,256
Adj. R2 0.883 0.927 0.927 0.928 0.868 0.872 0.872 0.875 8760
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Table 6
Subsidiary revenues

This table studies revenues around passage of khBrithery Act in a panel of firms (Columns (1)-(7and subsidiaries
(Columns (8)-(9)) over the 2007-2012 period. In @ohs (1)-(7), the dependent variable is the logaribf revenues
generated by firms’ subsidiaries headquartered BCD countries (Columns (1)-(3)), in non-OECD coig#r(Columns
(4)-(6)), and in the 50 most corrupt countries Thansparency International’s Corruption Perceptidmdex in 2008
(Column (7)). Columns (8) and (9) consider subsidlavel revenues of subsidiaries that existedes2@07 Mid-eventis a
dummy equal to 1 in years 2009 and 20R0st-evenis a dummy equal to 1 in years 2011 and 2012. Ji& dummy
variable equal to 1 if a firm is headquarteredhi@ UK. Corruption exposureombines, for each firm and year, subsidiary
location data from Orbis with Transparency Inteioval’s Corruption Perceptions Index (CPQorruption exposurds
increasing in firms’ exposure to high-corruptiomimns. Controls include the logarithm of total assérm fixed effects,
and industry fixed effects multiplied by year fixeffects as indicated. Columns (1) and (4) condiders headquartered in
the UK; all other Columns consider all firms. Stardi errors are clustered at the year and countel.lestatistics are
given in parentheses; *, ** and *** denote signditce at (respectively) the 10%, 5% and 1% level.

LN(Firm revenuesinside OECD) LN(Firm revenues outside OECD) TI<50 LN(Subsidiary Revenue)
1) ) ®) 4) ©) (6) @) 8) 9)
UK All All UK All All All All All
Mid * UK 0.357***  (0.393* 0.345** 0.116%** -0.01¢ 0.00: -0.050° -0.05:
(4.62) (4.86) (4.35) (2.66) (-0.41) (0.06) (23 (-0.99)
Post * UK 0.352*** 0.015 -0.036 0.163**  -0.149** -0.119** -0.280*** -0.145%*
(4.29) (0.17) (-0.43) (3.48) (-2.93) (-2.27) .28) (-2.61)
Mid-Event -0.042* 0.134*** 0.032
(-1.74) (7.60) (1.11)
Post-Event 0.340%** 0.313%* 0.041
(13.54 (16.97 1.22;

Mid * UK * -0.016
CPI (-1.63
Post * UK * -0.033***
CPI (-3.87
Mid * CPI 0.035***

(3.16
Post * CP 0.061***

(5.19)
Control¢ Y Y Y Y Y Y Y Y Y
Firm FE Y Y Y Y Y Y Y N N
Sub FE N N N N N N N Y Y
Ind-Yr FE N N Y N N Y Y N Y
Ctr-Yr FE N N N N N N N N Y
N 7,199 84,256 84,256 7,199 84,256 84,256 84,256 784,464 784,464
Adj. R2 0.841 0.90¢ 0.90¢ 0.75: 0.80¢ 0.807 0.81¢ 0.95( 0.951
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Table7
Merger and acquisition (M& A) activity

In a panel of public firms, this table relates djesin the number of mergers and acquisitions (Mg#ystarget region
(Panel A) and average deal values (Panel B) bet&66i and 2012 to firm characteristics. In Panes@mple firms are
firms that engaged in at least one M&A activity idigrthe sample period; the number of M&As is sezeoos in years in
which such firms do not conduct an M&A. The deperideariable is the logarithm of the number of M&Argets
headquartered in OECD countries (Columns (1)-(8)) mon-OECD countries (Columns (4)-(6)). In Panelthi® sample
consists of all M&A deals with non-missing deal waland with an acquirer that engages in at ledd&2s over the
sample period. The dependent variable is the ddtgarithm of average deal value. For both panatsjuisition data is
obtained from ZephyMid-eventis a dummy equal to 1 in years 2009 and 2@43t-events a dummy equal to 1 in years
2011 and 2012. UK is a dummy variable equal tod fifm is headquartered in the UK. Controls in€ube logarithm of
total assets, firm fixed effects, and industry fb&ffects multiplied by year fixed effects as irated. Standard errors are
clustered at the year and country levektatistics are given in parentheses; *, ** and *tnote significance at
(respectively) the 10%, 5% and 1% level.

Panel A: Average number of M& As

LN(# Targetsin OECD) LN(# Targets outside OECD)

1) (2 3 4 ©) (6)
UK All All UK All All
Mid * UK -0.115%** -0.018 -0.013 -0.044 -0.066*  076**
(-3.99) (-0.71) (-0.43) (-1.24) (-2.09) (-2.68)
Post * UK -0.094** -0.031 -0.027 -0.048 -0.051 068
(-3.12) (-1.05) (-0.87) (-1.06) (-1.32) (-1.43)
Mid-Event -0.102** 0.001
(-2.89) (0.06)
Post-Event -0.065** -0.007
(-2.82) (-0.59)
Controls Y Y Y Y Y Y
Firm FE Y Y Y Y Y Y
Industry-Year FE N N Y N N Y
N 2,006 16,675 16,675 2,006 16,675 16,675
Adj. R2 0.289 0.418 0.420 0.160  0.440 0.439

Panel B: Average deal valuesfrom non-OECD countries

LN(Deal value OECD) LN(Deal value non-OECD)
@) 2 ®) 4 ©) (6)

UK All All UK All All
Mid * UK -0.428 -0.258 -0.172 0.177 0.323* 0.317*
(-2.10) (-1.77)  (-1.21) (1.14) (2.42) (2.45)
Post* UK -0.071 -0.180 -0.060 0.406 0.633***  0.626***
(-0.44) (-0.80) (-0.23) (1.30) (7.07) (7.45)
Mid-Event -0.107 -0.045
(-0.90) (-1.53)
Post-Event 0.066 -0.093***
(0.46) (-4.85)
Controls Y Y Y Y Y Y
Firm FE Y Y Y Y Y Y
Ind-Yr FE N N Y N N Y
N 957 6,511 6,511 128 2,645 2,645
Adj. R2 0.623 0.638 0.645 0.772 0.468 0.464
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Table8
Joint venture (JV) activity

In a panel of public firms, this table relates ajsin the number of joint ventures (JVs) by targgion between 2007
and 2012 to firm characteristics. JV data is oldifrom Zephyr. Sample firms are firms that engaigeat least one JV
activity during the sample period. The dependentabée is the logarithm of the number of JVs witlartpers

headquartered in OECD countries (Columns (1)-(8)) aon-OECD countries (Columns (4)-(6)), set toozer years in

which firms did not conduct a JWlid-eventis a dummy equal to 1 in years 2009 and 2@b3t-events a dummy equal to
1 in years 2011 and 2012. UK is a dummy variableaktp 1 if a firm is headquartered in the UK. Goft include the

logarithm of total assets and firm fixed effecttarlard errors are clustered at the year and goletel. t-statistics are
given in parentheses; *, ** and *** denote sign#itce at (respectively) the 10%, 5% and 1% level.

LN(# Partnersin OECD) LN(# Partners outside OECD)
1) 2 ®) (4) ©) (6)
UK All All UK All All
Mid * UK -0.179 -0.072 0.166 0.144
(-0.66) (-0.31) (0.28) (0.50)
Post*UK  -0.190 -0.048 -0.334 -0.281
(-1.66) (-0.34) (-0.46) (-0.42)
Mid-Event -0.059 -0.045 -0.019 -0.032
(-1.01) (-0.67) (-0.12) (-0.22)
Post-Event -0.126 -0.118 -0.042 -0.031
(-1.42) (-1.19) (-0.28) (-0.17)
Controls Y Y Y Y Y Y
Firm FE Y Y Y Y Y Y
N 197 2,250 2,250 197 2,250 2,250
Adj. R2 0.129 0.279 0.313 0.210 0.242 0.242
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Figurel
Newspaper articles around passage of the UK Bribery Act 2010

This figure plots the number of newspaper artiadleted to bribery regulation that were publishednmiajor UK
newspapers around the passage (on 25 March 2008g afraft of the UK Bribery Act 2010. The figure based on a
Factiva search in UK newspaper articles that ineltie term “bribery” and the term “United Kingdorfor “Britain”) but
do not include any of the terms “cricket”, “Olympic”, “@ball”, or “contract notice”. Newspaper articlesat were
published after 8 pm in the online version are dabethe following day; duplicate articles are dmrit
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