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Abstract

| exploit the passage of the UK Bribery Act 2010aas exogenous shock to UK firms’ cost of using
bribes to study whether the ability to use bribesates firm value. First, | find that UK firms opéing in
high corruption regions of the world display negatabnormal returns upon passage of the Act. A firm
operating exclusively in the most corrupt regiondfess a 6.2% drop in value compared to a firm
operating exclusively in the least corrupt regiohke effect is stronger for firms that are not athe
subject to US anti-bribery regulation, are not pErcorporate social responsibility indices, operat
concentrated industries, and have better govern&uceign firms subject to the Act because theyetav
UK subsidiary also exhibit negative abnormal resur®econd, | identify real effects of the Act. Rieka

to comparable continental European firms, UK firsagand their subsidiary network less into high
corruption regions and their sales in these regipo® six percentage points more slowly.
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1. Introduction

The use of bribes is pervasive in business. Acagrdd a survey of more than 11,000 firms from 125
countries, one third of firms use bribes to sequrilic procurement contracts, paying 8% of the i@t
value on average (D’'Souza and Kaufmann 20139me developed nations have implemented unilateral
regulation punishing the use of bribes yet othdiona, notably China and India, have A@pponents of
such regulation argue that bribes are indispengabldoing business in certain areas or industaiesthat

unilateral regulation puts affected firms at a cefitjye disadvantage.

In this paper, | seek to assess whether the altdityse bribes creates firm value. This is challeng
because most bribes remain undetected. The enigiterature has studied detected cases, whiclwallo
conducting cross-sectional analysis but raisexcsefeconcerns. | address the challenge that nrises
remain undetected by exploiting the unexpectedguessf the UK Bribery Act 2010 on March 25, 2009.
First, | find that UK firms operating in high coption regions of the world display negative abndrma
returns upon passage of the Act. A firm operatirgjiesively in the most corrupt regions suffers 2%.
drop in value compared to a firm operating exclelsivn the least corrupt regions. The effect issger

for firms that are not already subject to US anmifpéry regulation, are not part of corporate social
responsibility indices, operate in concentratedustdes, and have better governance. Foreign firms
subject to the Act because they have a UK subgidilo exhibit negative abnormal returns. Second, |
identify real effects of the Act. Relative to comgiale continental European firms, UK firms expahelitt
subsidiary network less into high corruption regi@nd their sales in these regions grow six peagent

points more slowly.

1 The survey is based on the 2006 Executive OpiSiawey conducted by the World Economic Forum.
2 For instance, in 1977, the US passed the Fore@muft Practices Act (FCPA) which imposes regulafires on firms found
having bribed foreign public officials.



The event study methodology requires that the passéthe UK Bribery Act came as a surprise with
substantial impact for firms. This is plausibly tese. First, the passage of the Act on March @39 2vas
not covered in the media during the weeks priathte date. The media only covered the passageen th
event day and the days thereafter. Second, theimypbses potentially draconian monetary fines on
corporations found to have used bribaed individuals responsible for bribery. It appliequally to UK
firms and foreign firms with UK operations, and fitre use of bribes inside or outside the UK. The
monetary and personal fines associated with brgatkia Act go well beyond previous UK legislation,
requirements of the OECD Anti-Bribery Conventiomdacomparable US legislation. Also, the Act

prohibits the use of facilitation paymehtathich goes beyond comparable regulation.

| expect firms operating in high corruption regidne more negatively affected by the UK Bribert.A
My key explanatory variabl€orruption Exposuremeasures firms’ exposure to high corruption regjion
To construct this measure, | combine hand-colledegd on the country of location of firms’ subsitka
from Duné&Bradstreet'swho Owns Whom 2008/200sbok serieswith Transparency International’s
Perceived Corruption Index (CPI). | define a firnEsrruption Exposureas the weighted average of its
subsidiary country CPIs. The weight for each subsjdcountry CPI is determined by the number of
subsidiaries in that country relative to the tataimber of subsidiaries. Firms with a large fractmn
subsidiaries headquartered in regions with highupion levels score high on ti@@orruption Exposure
measuré.The key dependent variable is firms’ abnormal lst@turn around the passage of the Act. My
findings are largely based on 645 listed UK firnas fvhich abnormal returns and subsidiary data

available; robustness tests consider 2 791 predotijnEuropean firms.

% The Act comprises active and passive bribery. victiribery is defined by the Act as offering, giyiror promising to give a
financial or other advantage to a person in excadog that person to improperly perform a relevamiction. This includes
bribery of foreign public officials and other firmBassive bribery is defined as receiving or agge# receive a financial or other
advantage in exchange for improperly performinglavant function.

4 Facilitation payments (commonly known as greasgrmemts) are payments that induce government dfidi@ perform tasks
they are otherwise obligated to perform anyway.

® Corruption Exposuraveighs each subsidiary equally. Arguably, the phility of bribery activity being detected increasa
subsidiary size. For robustness, | collect datéiransales by geographic region. Results are rotstis alternative measure yet
geographic sales data is available only for a sguddket of UK firms.



My first main finding is that UK firms with higherorruption exposure are more negatively affectethby
UK Bribery Act. Based on abnormal returns arourafgassage of the Act, a one standard deviatioerarg
exposure to high corruption regions is associatitdl &/0.48% drop in firm value. In the extremejranf
operating all its subsidiaries in the country pame to be most corrupt (Somalia) suffers a 6.2%pdn
firm value compared to a firm operating all its sigliaries in those countries perceived to be leagupt
(Denmark, Sweden and New Zealand). The observadidrirm value may be because doing business in
more corrupt regions requires resorting more tbdwi Alternatively, the observed drop may reflexdts

of implementing the Act that are higher for firmstlwhigh corruption exposure and are incurred even
though firms do not resort to bribes. | study refiécts to distinguish between these two explanatid
find that, relative to comparable continental Ewap firms, UK firms expand less into high corruptio
regions and their sales in these regions grow sikgmtage points more slowly after enforcementef t

Act. This suggests that the drop in firm valueasdwuse firms resort to using bribes to create Vatoe.

One concern is that another event specific to baghuption regions may have occurred at the same. ti
tackle this concern by examining the impact of the Bribery Act on firms from Europe and Indiarhe
Act’s jurisdiction comprises foreign firms with UBperations, such as foreign firms with UK subsigiar
(UK-exposell but not foreign firms without UK operations.Herefore run an event study distinguishing
foreign firms with a UK subsidiary from those witltoa UK subsidiary. | document that foreign firms
operating in high corruption regions experienceatigg abnormal returns but only if they are UK-
exposed. Foreign firms with UK exposure and aboeelian exposure to high corruption regions are 0.5%
more negatively affected than comparable firms euthUK exposure. Moreover, while continental
European firms increase their exposure to corregtons between 2008 and 2013, this trend is more

pronounced among continental European firms witliGexposure.

® My analysis involves splitting foreign firms alomgo dimensions, namely byorruption Exposure@nd UK exposure. | restrict
the sample to countries in Europe (including Rysaiad India because | need a sufficient numberiraisf with subsidiary
information for this split to be meaningful. | dotrinclude US firms as they are already subjed¢h&Foreign Corrupt Practices
Act 1977; | expect them to be largely unaffectedhsy UK Act.



To further alleviate the concern, | examine abnénmeturns of UK firms around other events related t
anti-bribery regulation. On 12 distinct days betw@800 and 2013, the UK government either announced
that it would implement tougher anti-bribery redigda or that plans to do so had failed. Stacking al
events into one regression, | find that firms wiigher exposure to corrupt regions are more negjtiv

affected on event days that suggest a tougheniagtebribery regulation and vice versa.

| also study which firms benefit more from beindeatn use bribes. First, some firms may be lessctdf]
by the UK Bribery Act because they are already exttfo other anti-bribery regulation. | use a Dummy
variable equal to one if a firm has an Advancedd3dépry Receipt (ADR), which implies that it is $ett
to the US Foreign Corrupt Practices Act 1977 (FCHA)s Act makes bribery of foreign public officsah
criminal offence. | find the negative associaticgtvieen exposure to high corruption regions and firm
value to be stronger for firms not already subjedhe FCPA. A one standard deviation larger exposu
high corruption regions is associated with a 0.55% in value for firms that are not subject to B@PA,

compared to a 0.26% drop for firms that are.

Second, some firms may be less affected by the etause they adhere to Corporate Social
Responsibility (CSR) criteria. | use a Dummy equabne if a firm is part of theTSE4Good UK Index
This index is constructed by FTSE and consists kffitms that fulfill a range of CSR criteria. | fihthe
negative association between exposure to high poruregions and firm value to be stronger fomfr
that are not part of theTSE4GoodA one standard deviation larger exposure to bmiuption regions is
associated with a 0.59% drop in value for firmg @ not part of theTSE4Goodcompared to a 0.19%

drop for firms that are.

Third, firms operating in more concentrated indestrmay be more negatively affected by the Act.
Bribery has been modeled as a first-price auctigh side payments (Beck and Maher 1989). In such

auctions, rents increase as the number of panitspgoes down hence excluding participants hasra mo



negative impact on participants of auctions witly mpetitors. | measure industry concentrationgsi
Herfindahl-Hirschman-type index. | find the asstioia between negative abnormal returns and exposure
to high corruption regions to be more pronouncedfiftms operating in concentrated industries. A one
standard deviation larger exposure to high coramptégions is associated with a 0.95% drop in fielue

for firms in concentrated industries, compared €036% drop for firms in competitive industries.

Next, | study how governance affects the valuehefability to pay bribes. Theories go in both dikats.

On the one hand, weakly governed firms may be hegmtively affected by anti-bribery regulation
because they face lower reputational costs, briedficiently due to agency conflicts, or because th
regulation indirectly improves internal monitoririthe latter reduces the extraction of private biénhahd
benefits minority shareholders (Desai, Dyck andgZies 2007). On the other hand, weakly governed
firms may be more negatively affected because fivey it more costly or impossible to implement

effective internal anti-bribery controls, resultimghigh expected regulatory fines.

Empirically, | establish that UK firms with strongprporate governance, particularly UK firms with
independent boards and high foreign institutionahership, are more negatively affected by the Act.
Firms with above-median board independence (iriitital ownership) experience a 1.31% (1.02%) larger
drop in firm value. This result could be because th Bribery Act reduces agency conflicts withireth
firm or because well-governed firms have higheregxed reputation costs. One proxy for agency odsfli

is the vote premium of dual class shares; this prenincreases as agency conflicts increase. Aneledd
around the passage of the Act, the vote premiuduaf class shares decreases most for weakly gaverne
firms with high corruption exposure. This indicathat the governance results are driven by a remuat

agency conflicts rather than by reputation costs.

All results survive standard event study robustritesss, such as extended event windows, alternative
models to calculate abnormal returns, and remosintiers. The results also carry over to an altévea

measure of corruption exposure, namely sales ofithS outside the EU and the US.



In summary, this paper makes three contributiohe. first is to show that firms benefit from theldjpito

use bribes. Indeed, unilateral anti-bribery regofatlestroys value for affected firms and hencedshtheir
shareholders. The second is to show that certpstpf firms benefit more from the ability to pajbles,
namely firms that are not US cross-listed, are paot of the FTSE4Good, and operate in concentrated
industries. The third is to show that part of tlegative effect of anti-bribery regulation on firralwe is
offset because regulation improves firm governamdech explains why weakly governed firms are less

adversely affected by the Act.

A few papers have linked the use of bribes to fiatue using detected cases of bribery. Cheung,aRdu
Stouraitis (2012) document a $1 bribe payment tater $11 value in a sample of 166 prosecuted
international cases. Karpoff, Lee and Martin (2048)dy 143 enforcement actions for violations @& th
FCPA. They document that prosecution costs more titset the value of contracts obtained through
bribe payments but only if prosecution for bribegmes along with fraud charges. Smith, Stettler and
Beedles (1984) focus on foreign sensitive paymeligslosed voluntarily under the SEC Voluntary
Disclosure Act (prior to the passage of the FCPAAEryY show that firms suffer negative abnormal metur
around disclosure. While these studies allow fetstén the cross-section, they are subject to sefeand

small sample concerns.

Some studies outline the broader economic impbaatiof anti-bribery regulations rather than thaim#
level implications. Hines (1995) finds the FCPA¢ad to a decline in US Foreign Direct Investméls,
aircraft exports, joint venture activity, and capiabor ratios. Evidence on the impact of the FGAUS
exports is mixed. Graham (1984) finds no negatimpact on US exports overall. Beck, Maher and

Tschoegl (1991) find that US exports to non-Latimekican bribe-prone countries are negatively adfect

Another stream of the literature studies self-reggbbribes from surveys. Ugandan survey data ifiesiti

bribe payers to be firms receiving public serviceatracts and engaging in trade (Svensson 2008)g us



bribes is negatively correlated with firm growthvé@sson and Fisman 2007). Bennedsen, Feldmann and
Lassen (2013) use the World Bank’s WBES survey astétn European and Central Asian firms and find
large firms to use lobbying while small firms us@bob. Clarke and Xu (2004) find utility firms thate
bribes to be more profitable de novo private finuith greater overdue payments. Serafeim (2013)indbta
global survey data from PricewaterhouseCoopergrisic practice. He shows detection of bribery to
impact competitiveness, particularly morale, repatg and regulatory relations. Survey data allows
studying characteristics of bribes and parties lvaa yet raises selection and measurement conerns.

Moreover, the anonymity of survey participants i@iavailable information.

Last but not least, | focus on the firm value irptions of bribes and cannot make a statement abeut
implications of corruption for economic welfdrélotably, the fact that firms benefit from the &pito use

bribes does not exclude that they would benefihewere from a global ban of bribes.

The remainder of this paper is organized as folldextion 2 outlines the UK Bribery Act 2010. SewxtB
develops predictions. Section 4 describes datavandble construction. Section 5 presents results f
abnormal returns and Section 6 for real implicagioBection 7 presents an alternative identification

strategy using multiple events. Section 8 offebattery of robustness checks. Section 9 concludes.
2. The UK Bribery Act 2010

This paper exploits the passage of the UK Bribecy 2010 as a shock to firms’ cost of using britidse
UK Bribery Act was passed by a government commissiod put forward by the Minister of Justice on
March 25, 2009 and came into force on July 1, 20#&scribe history and content of the Act, argusy w
March 25, 2009 constitutes the event date, andheuthe severity of the Act, especially comparednt-

bribery regulation outside the UK.

7 Svensson (2003) runs robustness tests on firnfsselection into responding to the survey questioknother concern is that
subjective dependent variables may be biased (thegisurement error is likely causally related ttefpendent variables; Bertrand
and Mullainathan 2001).

8 See Bardhan (1997) and Svensson (2005) for reviews



2.1 History

The UK implemented the Bribery Act 2010 after yeafdgnoring its commitments to reform existing
legislation. Prior corruption legislation in the Ukates back to the late L@nd early 20 century. The
Public Bodies Corrupt Practices Act 1888odified by theStatute Law Revision Act 1908e Criminal
Cases Act 19Q8nd theCriminal Justice Act{1967, 1988), criminalizes the acts of active padsive
bribery of public officials in the UK. This Act dieks active bribery as the promising, giving, diedhg

of gifts, loans, fees, rewards, or advantages tminees, officers, or servants of any public bodgrider to
influence decisions within their power. Passivebéry is defined as the receiving of gifts, loaressf
rewards, or advantages by members, officers, mase&s of any public body. Penalties for first offen
include fines, imprisonment, and constraints toelestion; second offences involve fines such as

incapability of being re-elected along with thesa$ pension claims.

The UK had also committed to implement the OECDi&nibery Convention, ratified in 1997 and signed
by the UK in 1999. According to the convention,nsitpry countries agree to put in place legislathoat
puts under legal punishment the bribing of foremublic officials. The OECD has no enforcement
mechanisms but its monitoring process allows higting local non-compliance to the governments and,
in the case of repeated non-compliance, taking mmeassuch as excluding non-compliant countries. On
repeated occasions, the UK had been reported tmie&ompliant with the convention, most firmly in a
letter by the anti-bribery working group of the OE@elivered to the UK government in June 2008 sThi
letter attacks the UK of neither having broughteéwrt a single foreign bribery case nor having mefed

its anti-corruption laws®

% See for examplbttp://www.legislation.gov.uk/ukpga/Vict/52-53/69
0 Financial Times, August 17, 2008 and British BessMonitor, August 18, 2008.




2.2 Content and event date

The UK Bribery Act makes it a criminal offence fadividuals and corporations to use bribes, as al|
for corporations to fail to have in place interpahtrol procedures that prevent associated pesatsas
employees from acts of bribery. This comprisesvacbribery and passive bribery. Active bribery is
defined by the Act as offering, giving, or promigito give a financial or other advantage to a peiso
exchange for that person to improperly performlevant function. This includes bribery of foreigalyic
officials and other firms. Passive bribery is definas receiving or agreeing to receive financiabtbier
advantage in exchange for improperly performinglavant function. Importantly, facilitation payment
fall under the Act. Facilitation payments are diémt as payments that induce government officials t
perform tasks that they are otherwise obligategetdorm anyway. The Act imposes potentially unliedit
monetary fines on firms found guilty of briberydimiduals, such as managers responsible for bregchi
the Act, can be charged with monetary fines ansbprierms. Both UK firms and non-UK firms with Ik
to the UK fall within the jurisdiction of the Act regardless where bribery takes place. Organizaitbam

defend against allegations by proving that theyetedequate procedures in place to prevent bribery.

The draft of the UK Bribery Act was passed by aagoment commission and put forward by the Minister
of Justice, Jack Straw, on March 25, 2009. Newssagiel not discuss the passage of the Act prior to
March 25, 2009. Only on the day of the passagaeigspapers start reporting on content and impdinati

of the Act (Figure 1).
--- FIGURE 1 ABOUT HERE ---

March 25, 2009 therefore marks the event datehisravent study. Of course, in the UK, there israntal

procedure to turn a draft/bill into an Act of Pantient (i.e. into legislatior}.Arguably, after the passage

11 see http:/ivww.legislation.gov.uk/ukpga/2010/23#pukpga_20100023_en.pdf (accessed September 18) &fr the official
text of the Bribery Act 2010 and sdutp://www.justice.gov.uk/downloads/legislationkery-act-2010-quick-start-guide.pdf
(accessed September 16, 2013) for a quick guidedmd by the Ministry of Justice.

12 An outline of this procedure is presented in tppéndix.




of the UK Bribery Act, the Act could have been wattdown or failed. However, in the case of the UK
Bribery Act, this legislative procedure was verkely to be successful without major changes to the
content of the draft for two reasons. First, ttebour Partywas in control of drafting the Act and in
control of turning it into legislation. The draff ¢the Act was passed by a government commission,
members of which reflect the majority in thlouse of Commongt the time the draft was passed, the
House of Commonsas dominated by theabour Party (355 of the 646 Seats in Parliament after the 2005
General Election in the UK), and so was the govemmtommission. While bothRlouse of Commons
(lower house) andHouse of Lordqupper house) participate in the process of tgriills into Acts of
Parliament, a Bill can be passed by the House ofif@ons using the Parliament Acts if no agreement is

reached between the two parties.

Second, opposed to previous attempts to implematitbabery regulation, thd_abour Party was
pressured to act quickly, facing heavy OECD pressurd having at its disposal a relatively shorietim
horizon until the next general elections in 2010th¢é¢lection outcomes unfavorable or at least uaager
(and eventually indeed unfavorable for Gordon Brpvthe only chance to turn the Act into legislation
was to act quickly, without time-consuming amendiseindeed, subsequent amendments focused on

wordings of the draft rather than substantial conte
2.3 Comparison

The UK Bribery Act is consideretb “[create] a platform for what could be the toagh[anti-bribery]
enforcement regime in any jurisdiction”; some jalists describe the Act as toothless thotighargue in

this subsection that the Act does constitute taeghlation with costly implications for non-comphke

Not only does the Act extend the jurisdiction am@ tassociated fines of prevailing UK legislation

considerably, but it also goes well beyond antbéry regulation in other countries. Prior UK legihn

13 Mondaq Business Briefing, June 21 2010, “The Ukb8ty Act 2010 - What US Companies Need to Know”.

10



does neither explicitly account for corporate offes nor explicitly address bribery by firms. Alpoior

attempts to change UK anti-bribery regulation ditl extend to non-UK firms with UK operations.

The severity of the UK Act becomes most apparertomparison to the Foreign Corrupt Practices Act
(FCPA), enacted by the US in 1977. The FCPA forlidsbribery of foreign public officials by US fisn
and US-listed firms. The UK Bribery Act 2010 diféeslong several dimensions. First, the UK Bribegy A
2010 makes it a criminal offence to receive brifassive bribery) and to give bribes (active brer
while the FCPA covers active bribery only. Secantijle the FCPA focuses on bribing foreign public
officials, the UK Bribery Act covers the bribing pfivate persons, other firms, and their employé&ms,
Third, both private persons and firms are conceureter the UK Bribery Act, with strict liability aamed
for firms that do not have in place procedures meaptréwent bribery, such as internal controls. Fqurth
potential firm fines are unlimited under the oriinlraft of the UK Bribery Act, rather than limitdxyy $2
million under the FCPA? Fifth, facilitation payments are criminalized undee UK draft, while US
legislation excludes such payments from the lighuriishable offences. Sixth, the jurisdiction of tHK
Bribery Act explicitly extends to non-UK firms withlK operations (even bribery on foreign ground)eTh
FCPA is only recently applied to foreign firms athokes not explicitly mention foreign firms. In suthe

UK Bribery Act goes well beyond the regulatory miment and jurisdiction of the FCPA.
3. Hypotheses

| derive hypotheses about the implications of bsilbregulation for firm value. The theoretical lisdure
has studied bribes as side payments within Vickr€}961, 1962) first price auction framework. Beckl

Maher (1986) and Lien (1986) find auctions withesighyments (bribes) and without frictions to lead t

4 However, US legislation allows for fines up to $28lion under the Books and Records and Interrmittls provisions.

15 UK Bribery Act (2010) (see http://www.legislatiamv.uk/ukpga/2010/23/contents), Gerrard (2010) “TiieBribery Act 2010
— What US Companies Need to Knowlondaq Business Briefinglune 21, 2010, Flint (2010) “The UK Bribery Add1D v
Foreign Corrupt Practices Act Of 1977: How diffareme they & should your business be Concernelindaq Business
Briefing, April 26, 2010.

11



efficient resource allocation. Beck and Maher ()%8%w costly anti-bribery regulation affectingubset

of firms to lead to a decline in competition angtdentially lead to inefficient resource allocatid

With a first price auction with side payments imuohi illustratively consider a government officiaigént)
tendering a contract on behalf of the governmenngjpal) to firms competing for the contract. Tiiren
winning the contract is assumed to enjoy a rensufg imperfect monitoring or some incentive alignie
problem between principal and agent so the govenhiagent finds it optimal to award the contracthe
firm offering him the largest bribe. In turn, editm finds it optimal to bribe, i.e. to share i&nt with the

agent, to maximize firm value because not usingdsrieads to zero probability of winning the cocttta

In such setting, consider surprisingly implementszhl anti-bribery regulation that imposes a costhe
use of bribes on a subset of firms. If such regutas sufficiently costly, it will force all regated firms to
stop engaging in bribery. For regulated firms, éikpected value from competing for the contract drtap
zero, given that the probability of winning the tat drops to zero. Non-regulated firms continu@ay
bribes in competition for the contract and may seeincrease in expected value from using bribes,

explained by a drop in competition (Beck and Mat#86, 1989).

First, consider firms’ exposure to corrupt agehtsa region with incorruptible agents where cortBare
allocated independently of bribes, firms have reemiive to bribe. Firms enjoy the full expectedtifieam
competing over the contract and are unaffectednliybsibery regulation. In a region where contraats
allocated only to firms that pay a bribe, howevW&#ms may find it optimal to share part of theintén

form of a bribe. Regulating a subset of firms thérate in such regions reduces their firm value.

Hypothesis 1 (Corruption Exposure): Firms that operate in regions with high corruptitevels

experience a larger drop in firm value when antibery regulation is passed.

18 Harstad and Svensson (2011) follow a different efiad approach that focuses on implications of {6 and bribing for
economic development. Firms bribe, which benefitly ¢he firm, or lobby collaboratively, which beitsftheir entire industry. As
country-level development increases, firms switcimfthe use of bribes to the use of lobbying.

" This set-up follows Beck and Maher (1986) and L({#®86). Firms assign a common value to a contdraty gross profit from
a common, known distribution, and compete for thietiact in a first-price auction with side payments

12



Second, consider firms that are less likely to daridither because they are subject to prior reigulatr
because they consider themselves ethical. Fornicstssome firms are subject to non-UK anti-bribery
regulation already, such as the US Foreign CoffPupttices Act 1977 (FCPA). Thusly pre-regulatech$ir
may have decided to comply with pre-existing retijolaor may have decided and implemented ways to
circumvent such regulation. Pre-regulated firmg thecided to comply and no longer pay bribes aea th
unaffected by the passage of the UK Bribery Acte Bme goes for firms that openly disclose noteto b

bribing if such disclosure is believable.

Hypothesis 2: Firms that are less likely to use bribes are lasgatively affected by anti-bribery

regulation.

Third, consider competition. In first price auctsoand Cournot competitions, expected payoff deeseis

competition. This extends to first price auctiornighwgide payments (Beck and Maher 1986, Lien 1986).

Hypothesis 3 (Competition): Firms that operate in more concentrated industregerience a

larger drop in firm value when anti-bribery regula is passed.

Fourth, consider firm governance. Uzun, Szewczyk darma (2004) and Crutchley, Jensen and Marshall
(2007) document detected cases of corporate frawmtd¢ur more likely within weakly governed firms.
This finding may reflect that strongly governedrfs have stronger incentives to comply with antbéry
regulation, e.g. due to a larger loss in reputaifiatiscovered to be using bridsr due to larger personal
punishment of managers that are responsible fakbrg the law (such as documented by Karpoff, Lee

and Martin 2008). Strongly governed firms are there negatively affected by anti-bribery regulation

However, weakly governed firms may also be less &bimplement regulation effectively or to disguis

breaches of the law. By this argument, with considie regulatory fines, weakly governed firms aen

18 For a sample of UK firms, Armour, Mayer and PoRD12) document abnormal stock market returns aassatiwith the
announcement of regulatory enforcement actionsetagproximately 9 times higher than the actual leggty fine, which they
interpret as a value loss to corporate reputation.

13



negatively affected by regulation. A further arguntnfor predicting that strongly governed firms amere
negatively affected arises from heterogeneoustgliti bribe optimally. Better incentive alignmemt i
strongly governed firms may incentivize managerbribe optimally in the interest of shareholder®ipr

to anti-bribery regulation, resulting in a more atbge impact of anti-bribery regulation on firm wval

Related to this agency argument, anti-bribery ratnh can be interpreted as an increase in regylato
enforcement that strengthens internal monitoringsdd, Dyck and Zingales (2007) formalize this ided
show that weakly governed firms experience a less&re drop in firm value when tax enforcement
increases. There are two mechanisms at play. Bitstx crackdown reduces firms’ ability to avoidés,
resulting in a decrease in firm value. Second,xactackdown also reduces firms’ ability to expraeypei
minority shareholders, more so in weakly governigdd. This results in an increase in firm value renso
for weakly governed firms. Translated to bribesgulatory enforcement may cost contracts but msy al

reduce expropriation if channels used to pay brivesused to expropriate minority shareholders.

Hypothesis 4 (Firm Governance):
4a: Weakly governed firms are more negatively tdfiby anti-bribery regulation.

4b: Strongly governed firms are more negatively affidtig anti-bribery regulation.

4. Sample and data

In order to test my predictions, | use event sttethniques linking firm characteristics to firm wal
measured by abnormal returns around the passabe oK Bribery Act. In this section, | describe saen

selection, data sources, and variable construction.

The main result is based on publicly listed UK firas UK firms are directly affected by the passsHghe
UK Bribery Act. | remove firms that do not have lglastock return data on the day of the passagbef t

UK Bribery Act and the day thereafter, firms thatvh fewer than 100 daily stock return observatities
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year before the passage, and firms that do not &ec@unting controls and subsidiary data the yetorb

the passage. These criteria leave a sample of B4fds.

The dependent variable is CAR[0;1], firms’ cumulatabnormal return on the day of the passage of the
UK Bribery Act (March 25, 2009) and one day aftee passage. CAR[0;1] are calculated from a Carhart
(1997) model estimated for the period starting 88ss before the event and ending 41 days before the
event. | obtain stock return data of UK firms, Utdck market returns, UK T-Bill returns, and accaongt
information for Carhart (1997) local factors (boeklue, market value) from DatastredhiThe equally
weighted cumulative abnormal return around the edate is -0.85% (Table 1j.Prior to the event and
after the event, equally-weighted cumulative abradnmmaturns are economically insignificantly negatat

-0.06% for [-20;-1] and -0.06% for [2;20], respeely.
--- TABLE 1 ABOUT HERE ---

The key variable to test Hypothesis 1Q0srruption Exposuremeasured by UK firms’ subsidiaries in

regions with high perceived corruption leveBorruption Exposure&ombines two sources. First, | hand-
collect data on headquarter locations of subsikam@nd subsidiaries of subsidiaries using Dun &
Bradstreet'swho Owns Whom 2008/2009 UK & Irelandun & Bradstreet publishes all subsidiaries,
private and public, for ultimate parent firms owvedrious years along with subsidiary headquarter

countries. Subsidiaries are defined by ownershieeding 509! Second, | obtain the country-specific

19 follow Ince and Porter (2006) in cleaning daigturn data. Long-short portfolios on size, bookvtarket, and momentum are
constructed in line with Kenneth French’s Data hityrthough | split size into top-30% and bottom-7fiftas to account for the
skewed size distribution in the UK though resutes mot sensitive to this split. Results are robastdding global Carhart (1997)
factors to construct abnormal returns.

20 The value-weighted CAR[0;1] is -0.005%.

2 The average publicly listed UK firm has 59 subsiiis, 38 thereof in the UK, 11 in continental Epgp4 in the US, and 6 in
the rest of the world. The median UK firm has 1Bsidiaries in Europe and no subsidiary in US/non#d8-Europe. 40% of the
sample firms have fewer than 10 subsidiaries. 17#%esample firms have more than 100 subsidiafidew firms drive up the
mean, namely a few banks (Royal Bank of Scotlanth Wil65 subsidiaries, HSBC with 1036, Barclays wbil) and oil
corporations (Royal Dutch Shell with 906, BP wit83%. For firms not listed iwwho Owns Whop useCapitallQ subsidiary
information. CapitallQ's ownership information is contemporaneous. All negults hold when restricting the sample to firms
identified in Dun&Bradstreet.
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Perceived Corruption Index (CPI) for 2008 from Tsparency International (TI) for all headquarter
countries. | combine both data sources into a nreasficorruption exposure for each firm

Corruption Exposure=z(ﬂc (@0-CPI;) * #subsidiares, / #subsidiares) (4)

where CPI, is the Perceived Corruption Index of countryn 2008,#subsidiar'es,,0 is the number of
subsidiaries of firm in countryc in 2008/2009, andfsubsidiares is the total number of subsidiaries of
firm i in 2008/2009. By construction, this measure igdasing in firms’ exposure to corruption and
bounded by [0.7;8.9] given the least corrupt cdaatbenmark, Sweden, and New Zealand (10-CPl is 10-
9.3=0.7) and the most corrupt country Somalia (F04€ 10-1.1=8.9). The average sample firm h&Pa
Exposureof 2.47 (Table 1B). Th€orruption Exposuraneasure assumes that all subsidiaries are equally
important to a firm. In the robustness sectiomrstruct a measure of relative importance thaaget on

geographic sales reported by a subset of firms.

Hypothesis 2 relates to firms being more likelybto affected by the UK Bribery Act. First, some f&m
may have to comply with other regulation, most bbtahe US Foreign Corrupt Practices Act 1977. |
obtain US cross-listings as an indicator of firmaing to comply with the US Act frorBank of New
YorKs list of ADRs and Worldscope/Datastream. 23% afmple firms had an ADR in the 2 years
preceding March 25, 2009. Second, some firms halexted to adhere to corporate social respongibilit
(CSR) standards. Comparable to Br@mini 400 Social Indefor S&P500 firms in the US, FTSE publishes
the FTSE4Good UK Indefor UK FTSE All-Share firmsFTSE4Good UK Indexonstituents are firms
identified to be complying with environment, humeghts, social, and stakeholder relations criteria.
Information is obtained from publicly available soes but also directly from companies. | obtaiisadf

FTSE4Good Ukconstituents for the end of 2008. 33% of my sarfiples are FTSE4Good constituents.

| measure industry concentration (Hypothesis 3gahltirschman-Herfindahl Index (HHI) type measure.

The HHI of industryd is given by HHI :Zim ((Mv, /ZiDJ M\/i)z) where MV, the market value of
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firm i in industry J prior to the event date and industry classificatifollow Datastream/ Worldscope.
The mean (median) HHI is 0.19 (0.03). This skewestridution of HHI is driven by a few very
concentrated industries and discourages from irgéng the economic significance of a shift in Hibjl
one standard deviation around the mean. Insteadll group industries by above- and below-median
concentration. The most competitive industries @stMHI) are Support Services, Travel & Leisurgd an
Real Estate Investment & Services. The most coramieat industries (highest HHI) are Alternative

Energy, Automobiles & Parts, and Mobile Telecomnoations.

In order to proxy for firm governance (Hypothesiy 4 suggest three measures. First, | measure
governance by institutional ownership which proXmsmonitoring. | follow Ferreira and Matos (200#)
constructing institutional ownership as the fractiof a firm's market capitalization held by foreign
institutional investors that are not headquartdredhe UK. Average institutional ownership is 9.8%.
Second, following Aggarwal et al. (2009), | meastiren governance using forty-four governance
attributes provided byRiskMetrics/ISS. The overall measure reflects the percentage ofmissing
governance attributes that a firm satisfies; it@ases in firm governance. | can match 317 of aémepée
firms to ISS. The average UK firm fulfills 85% dfd governance criteria. Third, | use detailed goaece
data from ISS/RiskMetrics to measure firm transpeye | defineTransparencyas the sum of dummies
that equal one if a firm has independkaard compensation committeeomination committeeandaudit

committeerespectively. The median firm fulfills 2 of thecdteria.

Control variables include the log of the numbersabsidiaries, the log of assets, capital expereltur
divided by assets, returns on assets, and the nuohlas a percentage of assets, respectively. Tdanm

(median) sample firm has a capitalization of $4B8d$472mn), CAPEX of 4.1%, and ROA of 2.0%

22 Al results are qualitatively unaffected when lasare competitiveness on the basis of book vakieyedl as when | measure
HHI only for UK firms and when | measure HHI usiRgma-French industry classifiers (FF48, FF12, FF10)

23 |SS obtains information from regulatory filingsyraual reports, and company websites. For a mowletdescription of the
dataset and a list of the 44 attributes, see Aggleetval. (2009).
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5. Results

In this section, | study the implications of the WKbery Act for firm value using event study teajures
around the passage of the UK Bribery Act. | expkimormal returns of UK firms and foreign firmsnggi

their exposure to high corruption regions and tiesmmine cross-sectional characteristics of UK firms
5.1 UK firms

Step by step, Table 2 develops the full regresspecification for UK firms. The dependent varialde
CAR[0;1], firms’ Cumulative Abnormal Returns on teeent day March 25, 2009 and the day thereafter.

The main control i€orruption Exposurgwhich increases in firms’ exposure to corrupioag.
--- TABLE 2 ABOUT HERE ---

In Column 1, CARJ[0;1] is explained bgorruption Exposureon its own. In line with hypothesis 1,
Corruption Exposurdoads significantly negative with a coefficient-6f657: Firms that are more exposed
to high corruption regions are more negativelyéd by the passage of the UK Bribery Act. One eamc

is that this result is be driven by industry-leeelruption, a concern supported by Figure 2 whildtsp
average industry cumulative abnormal returns ardabecevent against industry corruption levéiMore
corrupt industries experience more negative cunvelabnormal returns around the passage of the Act.

Therefore, | include industry fixed effects. Theimaesult survives (Column 2).
--- FIGURE 2 ABOUT HERE ---

Extending the analysis to the full set of industnd firm level controls (Column 3{orruption Exposure

still significantly explains abnormal returns. Aeostandard deviation increaseGorruption Exposures

24 Industry corruption levels are obtained from tf%®@ version of th&BRD-World Bank Business Environment and Enterprise
Performance Survey (BEER3his survey was conducted in 2008-2009 among0D1fidms from 29 Eastern European and Asian
countries. By industry, the measure reflects theeqreage of firms responding ‘major’ to questiordgmasking ‘As | list some
factors that can affect the current operations bifisiness, please look at this card and tell nyeuf think that each factor is No
Obstacle, a Minor Obstacle, a Moderate ObstacMamr Obstacle, or a Very Severe Obstacle to theeeati operations of this
establishment.’; the factor used is ‘corruption’.
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associated with a 0.48%(=0.65*0.745%) drop in firatue, reflecting $2.27mn(=$472mn*0.48%) for the
median firm and $21.98mn(=$4,580mn*0.48%) for theamfirm. To illustrate a one standard deviation
difference inCorruption Exposurecompare an average sample UK firm with 59 subsigh in the UK

(Corruption Exposuref 2.3=10-7.7) to an otherwise comparable UK ftirat operates 52 subsidiaries in

the UK and 7 in Russia&prruption Exposuref 2.93=(52/59)*(10-7.7)+(7/59)(10-2.1)).

In the extreme, a UK firm operating all its subaitks in the most corrupt country by Transparency
International’s Perceived Corruption Index (Sonjadiaffers a 6.2% drop in firm value compared toka U
firm operating all its subsidiaries in the leastrapt countries (Denmark, Sweden and New Zealaid).
UK firm operating all its subsidiaries in Russigperences a 5.36% drop compared to a UK firm opeyat

all its subsidiaries in the least corrupt countfies

40% of UK firms do not have subsidiaries outside K. | re-run all main regressions on the sub-damp
of UK firms with at least one foreign subsidiaryo{@mns 4-6). With all controls, the coefficient on
Corruption Exposuras significantly negative at -.846. Using standdeviation ofCorruption Exposure
and market value conditional on firms being in shelple, a one standard deviation increasgoimuption
Exposure is associated with a 0.68%(=0.80*0.846%) drop inrmf value, reflecting

$5.68mn(=$835mn*0.68%) for the median firm whicteigger than the effect for the whole sample.

The results so far go in favor of Hypothesis 1.tihé same time, cross-listing and FTSE4Good controls
load positively on CAR[0;1] with 0.707% and 0.584féspectively, but insignificantly so. A strongest
of Hypothesis 2 uses interactions wiftorruption Exposureand is provided belowThe number of
subsidiaries is negatively associated with CAR[Osliggesting that more complex firms find it cestlio

comply with anti-bribery regulation; assets are kipaositively associated with abnormal retufhs.

%5 |n 2008, the Perceived Corruption Index was 1.0 $omalia and 9.3 for Denmark, Sweden and New Zdal#9.3-
1)*0.745%=6.2%. The Perceived Corruption Index ®dsfor Russia: (9.3-2.1)*0.745=5.36%. The effemt also be expressed
by country. For instance, on the day of the passéglee UK Bribery Act, a firm operating all its Issidiaries in China suffers a
9.56% drop in firm value compared to a firm opematall its subsidiaries in the least corrupt coestrHowever, such analysis by
country is subject to country-specific shocks.

28 Assets and the number of subsidiaries are pokitogrelated with rho=.68 but results unaffecteuew removing one or both.
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5.2 Spilloversto foreign firms

The main result so far is that UK firms that arerenexposed to high corruption regions have more
negative abnormal returns on the day of the passiatee UK Bribery Act. One concern is that thisuk

is driven by a shock specific to high corruptiogioms on the day of the passage of the Act. Inrotale
alleviate this concern, | study spillovers of th& Bribery Act to foreign firms. Foreign firms withigh
corruption exposure and UK operations are subgetiié Act {reated. Foreign firms with high corruption

exposure and no UK operations are not.

Thus, foreign firms with high corruption exposunedaUK operations should have negative abnormal
returns around the passage of the UK Bribery Atest this prediction by collecting subsidiary data
publicly listed continental European firms as wad#l Russian and Indian firms from Dun&Bradstreet’s
Who Owns Whom 2008/2009 Continental Eurapd Who Owns Whom 2008/2009 Australasia, Asia,
Africa & Middle East’ Abnormal returns over the event window [0;1] ambuhe passage of the UK
Bribery Act are constructed from parameters of ah@a 4-factor model estimated over days [-294;-41]
using local benchmarks and risk free rat@erruption Exposuras constructed as beforgK Link is a

Dummy that equals 1 if a foreign firm has at le@st subsidiary in the UK and zero otherwise.

For a sample of 2,791 non-UK foreign firms, Tablpr8sents summary statistics, abnormal returntsesul
for sample splits, and regression results. Durhrgy évent window [0;1] around the passage of the UK
Bribery Act, non-UK firms experience an equally glgied cumulative abnormal return of -0.04% (Panel
A). The mean corruption exposure ranges from 1Si8eglish firms) to 7.34 (Russian firms). 32% of the
sample firms have a UK link. Reflecting geograpbioximity or historical ties, 93% of the Irish sal@p

firms have at least one subsidiary in the UK. Of#y of the Polish firms have a UK link.

27| only include EU countries if | can collect a#llevant information (subsidiaries, abnormal retuatsounting controls) for at
least 20 publicly listed firms. | do not study U8rfs (4,500 firms) as they are subject to the Ugigm Corrupt Practices Act of
1977. | expect the effect of the UK Bribery Act 08 firms with UK exposure to be close to zero.
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--- TABLE 3 ABOUT HERE ---

Panel B reports equally weight&RR for sample splits by (i) firms having above/beloauntry-median
Corruption Exposure(ii) firms having/not having &K Link, and (iii) the interaction of the two. First,
among the four resulting subsets, foreign firmshwitK exposure that operate in regions with high
perceived corruption level are most negativelycéd around the passage of the UK Bribery Act (%3
sub-Panel (1)). Compared to foreign firms with UKK.but with low corruption exposure, these firnme a
0.46% more negatively affected. Compared to fordigns without UK Link but strong exposure, these
firms are 0.39% more negatively affected. The dififee in difference shows that non-UK firms with UK

Link and strong exposure to corrupt regions ar8%.énore negatively affected.

Not all foreign firms are equally affected by UKgtgation, partly due to home country differences in
detection probabilities, detection costs, prosecugirobabilities, enforcement probabilities, orutgional
losses. Splitting the sample of foreign firms iMéestern European foreign firms (Sub-Panel (2)) and
Eastern European and Asian foreign firms (Sub-P&lillustrates this notion: The previous resslt
driven by Western European foreign firms which 1€s49% more in value if exposed to the UK and
exposed to regions with high perceived corruptievels. Moreover, the evidence weakly suggests that
Eastern European and Asian firms that operategh borruption regions benefit from the passagehef t
UK Bribery Act though this result does not carryoiligh to the difference-in-differené&This could hint

at the presence of a competition effect: As regdldirms’ optimal bribe decreases or regulated Signit

the auction, unregulated firms’ expected payofirfrpaying bribes increases, which is predicted nist fi

price auction models with unilateral regulation ¢Bend Maher 1989).

A split by UK Link and bycorruption exposuremay reflect a split among another dimension, sagh

industry or size. If an industry contains many 8rmvith UK link and high corruption exposure and is

28 |n this subset, merely 7 firms are categorizethits UK link and above-median corruption exposyraflowing for the mean
CAR]0;1] to be driven by one outlier.
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particularly negatively affected on that day, tmgyht explain the results in Panel B. To allevities
concern, | provide multivariate analysis in Panelc@ntrolling for industry and country fixed effechs

well as the number of subsidiaries, firm size, %ecq@and %roa.

All results are robust in a multivariate settingrnis with UK link and above-median exposure to
corruption have 0.4%pts lower abnormal returns tfiams with UK link but below-median corruption
exposure; firms without UK link and above-mediap@sure to corruption have a 0.1%pt higher abnormal
return than comparable firms with low exposure @db Column 2). The difference in difference of
0.5%pts is significant. Again, this result is drivey Western European sample firms for which the

difference of 0.5% is significant at 1% level. EastEuropean and Asian firms do not reveal thigepat

Overall, this subsection suggests that the resot&/K firms are indeed driven by the UK Bribery tAc
The spillover results allow excluding alternativgkanations such as a global event that negataiégcts
perceivably corrupt countries on the day of thespge of the UK Act; they therefore lend strong

robustness to the finding that the UK Act has nggamplications for affected firms.

5.3 Cross-sectional characteristics

For the sample of UK firms, | now test Hypothesek 2As before, the dependent variable is CAR[0;1].

Table 4 analyzes the role of cross-listings, so@aponsibility, and industry competition. Colunih8
focus on the full sample of UK firms. Columns 4-yide robustness tests for the subset of UK firms
with at least one foreign subsidiary. The set-U¥es exactly Table 2 Column 3 and the focus istlos

interaction betwee@orruption Exposur@andcross-sectional controls.

--- TABLE 4 ABOUT HERE ---

Supporting Hypothesis Zorruption Exposurexplains abnormal returns more strongly for UKnirthat

are not already subject to the FCPA 1977 (ColumrAldne standard deviation larger exposure to high
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corruption regions is associated with a 0.55% dropalue for firms that are not subject to the FCPA
compared to a 0.26% drop for firms that are. SiryilaCorruption Exposureexplains abnormal returns
more strongly for UK firms that are not identifiéal be socially responsible by FTSE (Column 2). Bhes
results are supported in the subset of UK firms tiaze at least one foreign subsidiary and givestfo
Hypothesis 2: Firms that are less likely to bribe kess affected by the UK Bribery Act. A one stamd
deviation larger exposure to high corruption regi@associated with a 0.59% drop in value for ditimat

are not part of theTSE4Goodcompared to a 0.19% drop for firms that are.

Supporting Hypothesis Eorruption Exposureexplains abnormal returns significantly for UKnfis that
operate in concentrated industries (Column 3).fifms in concentrated and competitive industriesna
standard deviation increase©@bdrruption Exposurés associated with a .95% and 0.36% reductionrin f

value, respectively. Using conditional median fsize, these reflect $3.50mn and $1.81mn, respégfive

All results continue to hold in the subset of Ukafs with at least one foreign subsidiary (Colum#&).4n

unreported results with double interactions, | doent that the association betwe@orruption Exposure
and firm value is strongest among (i) firms withoumss-listing that are not FTSE4Good constitugfijs,
firms without cross-listing that operate in concatéd industries, and (iii) firms that are not FA&®o0d

constituents and operate in concentrated industries

Table 5 Panel A entertains the role of firm goveg®following exactly the specification in Table 2,
Column 3. Given that governance controls were noluded in Table 2 (to keep a large sample), | add
governance controls in odd-numbered Columns of &dhl | interact governance witBorruption
Exposurein even numbered columns. Columns 1 and 2 focuagiitutional ownership, Columns 3 and 4

on the overall ISS/RiskMetrics governance measamd,Columns 5 and 6 diransparency

--- TABLE 5 ABOUT HERE ---

29 For firms in concentrated (competitive) industrigee conditional standard deviations afrfliption Exposurds .67(.65) and
the median size is $368mn ($502mn).
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First, | document that better governance is astatiwith a larger drop in firm value on the daytloé
passage of the UK Bribery Act and the day thereaRems with above-median institutional ownership
experience a 1.02% larger drop in firm value (Calud). Firms with above-median Transparency
experience a 1.31% larger drop in firm value (Caiusih Notice thaCorruption Exposureoefficients are
larger, reflecting a lower standard deviation ofragption exposure in the subset of firms that have

governance data. The real implications for firmueshre comparable to those reported above.

Second, | document that the association betw@emnruption Exposureand firm value is stronger in
strongly governed firms. For instance, among finwigh above-median and below-median institutional
ownership, a one standard deviation increas€arruption Exposurds associated with a 0.87% and

0.45% reduction in firm value, respectivéfy.

In unreported results, examine a range of indiMidgavernance attributes. | find that firms with

independent boards are more negatively affectea@rtibribery regulation than firms with dependent
board. Having an independent board (nomination cibiee compensation committee, audit committee) is
associated with a 0.9% (1.3%, 1.2%, 1.2%) more thegabnormal return. While board size does not
appear to matter, | find that classified boardsof@sosed to annually elected boards) are negatieédyed

to abnormal returns. Moreover, firms with CEOs thgport related party transactions and firms with

unreasonably risky option grants are less negatafiécted.

Why are weakly governed firms less negatively dffddy the Act? One possible explanation is thét an
bribery regulation constitutes an increase in raguy enforcement, strengthening internal monitprin
Following Desai, Dyck, and Zingales (2007), | tdss idea on the vote premium of dual class shares
around the passage of the Act. If the Act redugpsapriation by minority shareholders, weakly gowet

firms should see a reduction in the vote premiuroyerso if operating in corrupt regions. The vote

%0 The conditional standard deviation oft@uption Exposur@mong firms with above-(below-) median institutiboanership is
.53(.42).
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premium is the difference in price between votind aon-voting shares times the number of votingesha
divided by market value. To avoid the problem thamne share classes are not traded daily, | avénage

vote premium before the passage of the Act (10ad@yage) and after the passage (10-day average).

Table 5 Panel B shows changes in the vote premiaund the passage of the Act for 13 UK firths.
Overall, the vote premium of UK firms stays almoshstant around the passage of the Act (-0.02%pts).
Weakly governed firms see a reduction in the premiy 0.86%pts (strongly governed firms: +0.7%pts).
Also, firms with strong corruption exposure seesardase in the premium by 1.51%pts. Weakly governed
firms with strong corruption exposure see the kegjgiecline in the vote premium. This lends weak
support to the potential explanation that anti-®rybregulation constitutes an increase in regwator

enforcement, strengthening internal monitoring eedlicing expropriation of minority shareholders.
6. Real effects of the UK Bribery Act

So far, | have documented that firms with high gption exposure have negative abnormal returnsnarou
the passage of the UK Bribery Act. However, do tiggaabnormal returns reflect real implications for
firms’ ability to secure contracts by paying briBdse. do negative abnormal returns reflect theievaif
paying bribes? Or do abnormal returns largely ceftme-off costs of implementing internal anti-terp
controls but do firms in fact maintain their alyilito compete? To answer these questions, thisosecti
considers two real implications: Firms’ subsidigoyesence in regions where corruption levels are
perceived to be high and firms’ sales in such megid compare UK firms to continental European $rim

order to control for macro-economic trends.

31 Dual class shares are not common in the UK (eumd@lupe and Pérez-Gonzalez 2011). The averagepvetgum for my
sample is 48.0%, which is comparable to the 43 @p6nted by Guadalupe and Pérez-Gonzalez (2011).
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6.1 Firm presence in regions where the level of corruption is perceived to be high

An increase in the cost of paying bribes affects diacision to open (continue) subsidiaries. Consade
subsidiary that generates revenues through payiipdto local authorities. Anti-bribery regulation

increases expected costs of paying bribes whictstilne subsidiary less profitable or unprofitable.

To test this idea, | investigate whether UK firmisange their physical presence in regions where
corruption levels are perceived to be high subsaytee the passage of the UK Bribery Act 2010. |
augment the 2008/2009 subsidiary data used befohatd-collected subsidiary data for 2013. | carettr
firms’ Corruption Exposureneasure for 2013 as before, though | weigh sudnsédi with thePerceived
Corruption Indexfor 2008 so that my results are not driven by gearnin the perceived corruption index.
As before, the measure increases in exposure taptaegions. Table 6 reports the results for amedd

Panel of 650 UK firms and 1,526 continental Europians >
--- TABLE 6 ABOUT HERE ---

UK firms increased their exposure to corrupt regisignificantly by 0.026, from an average 2.402008
(prior to the passage of the Act) to an averag8=22id 2013 (after the Act is enforced; Panel A)eOthe
same time period, European firms increased thgosuxre highly significantly by 0.077. The differenc
between continental European and UK firms is sigaift. In economic terms, UK firms do not complgtel

follow the general trend to increase exposure gores with high perceived corruption levels.

This result may be driven by a UK-specific trendhérefore split continental European firms inton
that are affected by the UK Bribery Act becauseythave at least one subsidiary in the UK in 2008

(treated) and firms that are not directly affedbgdhe Act. Continental European firms that areettd by

32 The results in this Section are based on a sliglifferent sample than the summary statisticsabl& 1; this section contains
some firms for which accounting information was waikable (omitted in Table 1) but discards somenfirthat could not be
identified in 2013. Results of this sub-section amaffected when constraining the sample to thmegfiused in Table 1 and 2.
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the Act increase their exposure by 0.066 while ditimat are not directly affected increase theirosxpe

by 0.086, lending support to the idea that the U@&y Act affects geographic presence.

A comment on the magnitude and significance ofdleftects is in order. The average UK sample finm i
this sub-section has 59 subsidiaries ar€oaruption Exposureof 2.408 in 2008. If such firm opens one
additional subsidiary in China (Perceived Corrupt@oefficient in 2008 is 10-3.6=6.4) th€orruption

Exposureincreases by 0.067 to 2.475(=(2.408*59+6.4)/(59+This is more than twice the change

observed for UK firms, and reflects roughly the rpa observed among European firms.

As a robustness test, | restrict the previous aimhtp firms that have at least one foreign subsjdin
2008. Firms that did not have foreign exposure @& may be firms that do not intend to open
subsidiaries abroad (biasing the change in expatmrawards), or growing firms that are more likédy
soon open a subsidiary (biasing the change in exposither way). In particular, the subsample of
continental European firms with UK subsidiary ir08ds constructed of firms that operate abroaddlye
while the subsample of continental European firnthaut UK exposure in 2008 contains both firms that
operate only in their home country and firms thperate abroad. The robustness test supports and
strengthens the previous result (Panel B). UK fimith at least one foreign subsidiary in 2008 iase
exposure to corrupt regions by an insignifican6,0vhile continental European firms increase expmos

by 0.086. Among continental European firms, firrhattdo not have a UK subsidiary in 2008 increase

their exposure more strongly by 0.113 compared@64@) the difference is significant.

Overall, this subsection suggests that the UK Byib&ct affects firms’ decision to continue and open

subsidiaries in corrupt regions; it hampers afféciiens’ presence in corrupt regions.

6.2 Salesin corrupt regions

The second test of real implications looks at firaes in regions where the corruption level is @gad to

be high. Firms affected by anti-bribery regulateould suffer a reduction of sales in these regions
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| obtain geographic segment revenues for UK firmgd eontinental European firms from CapitallQ. Not
all firms report geographic revenues, either beedhsy do not have sales outside their home cowntry
because they have only a small fraction of reveutside their home country. | aggregate quartiémhy
sales from non-US non-Europe operations at thréetpdn time: prior to the passage of the Aptef
event 2" quarter 2008 — 1quarter 2009), after passage but before enforcenfethe Act (nid-event
11/2009-11/2011), and after the passage of the fumist-eventI1/2011-1/2012)% Given that reported
segments are not standardized, | construct gecategories. For an unbalanced panel, this subsectio

focuses on sales in corrupt regions, notably iforegoutside Europe and outside the*t)S.

In terms of overall sales growth in regions wheoeruption levels are perceived to be high, UK firms
suffer a competitive disadvantage over contineBtalbbpean competitors. Between passage of the Act in
March 2009 and enforcement in July 2011, foreigessaf UK firms go up by 0.4% compared to sales
prior to passage of the Act, while foreign salesaitinental European firms go up by 6.4% oversime
period. After enforcement of the Act, foreign sadesr, partly due to a change in reporting staredéod

geographic segment sales (IFRS 8), but less dKdirms (Table 7 Panel A).

--- TABLE 7 ABOUT HERE ---
Moreover, UK firms that operate in more corruptioeg are more adversely affected. For a balanceelpa
of 256 UK firms with geographic sales in perceiyatbrrupt regions reported at three points in tihren

a panel regression with indicators for the mid-évamd post-event period that are then interacted wi

33 Data availability limits the sample period to fitst quarter of 2012. In order to avoid capturseasonal sales (earnings) effects
arising from the fact that the post-event perioty @movers quarters Ill, IV, and |, | compute satesl earnings for the pre-event
and mid-event periods only on the basis of quatterv, and I. Only few firms make both earningad sales data available so
that | cannot study whether anti-bribery regulatidiiects return on assets in regions with high gieed corruption levels.

3% In some cases, firms report very broad geogragtenents. Some firms report revenues by countrprégise economic area,
or by geographic area in which case | can identi& continent (e.g. revenues exclusively fr@hina” , or revenues exclusively
from “Africa” all qualify asgeographic revenues outside Europe and outsid&JB)e Some firms distinguisklK revenues from
worldwide non-UKrevenues in which case | can only categorizeUHKerevenues agxclusivelyEurope while | cannot split
worldwide non-UKrevenues byEurope, US,and rest of the world Some firms report revenues frotEurope, Africa, and
Australia” or, in a rather extreme example, revenues ffbanzania, Singapore, and Franceh which case | cannot categorize
revenues for the purpose of this analysis. | duggh©bservations.
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Corruption Exposure(Table 7 Panel B). These regressions include fikad effects and firm-level

controls. In all regressions, standard errors abest>

Both mid-event and post-event dummy load insigaifity positively, in line with the previous resthiat

UK sales go up (Panel B Column 1). However, | fihdt sales of UK firms that operate in more corrupt
regions are negatively affected in the mid-eventgdealready. Post-event, sales of such UK firme ar
even more affected. Mid-event, a one standard tlemiancrease in Corruption Exposure is associated
with a 14.2%pts(=27.4%*0.52) sales reduction; pag&nt, a one standard deviation increagedrruption

Exposureis associated with a 16.7%pts(=32.2%*0.52) sadsctiori®.

Overall, the results of this sub-section show thatUK Bribery Act has real implications for firms.

7. Alternative identification: Related events

| have so far focused on the passage of the UKeByiBct on March 25, 2009 as a shock to briberthin
UK. In order to alleviate the concern of other rwibery related events driving the results on e, |
used the jurisdiction of the UK Bribery Act 2010agsatural experiment: Foreign firms with UK expasu

are subject to the Act (treated); foreign firmshaiiit UK exposure are not subject to the Act.

An alternative way to exclude other shocks as @rg@tl explanation is to use multiple bribery-retht
events. The passage of the draft Act on March @692s not the only bribery-related event that ocsal
in the UK during the early 21century. If alternative events are not perfectyrelated with bribery-

related events, stacking multiple events into @ggassion helps exclude alternative explanations.

Problematically, this method requires identifyirmipbry-related events from the media. This is iendy

subjective: Deciding whether announced regulatatioa and announced failure of regulatory actiom ar

35| restrain from clustering at the time level givliat mid-event and post-event dummies are es#griiae fixed effects.

% From my source, | can only construct relative fiperformance (e.g. earnings/sales) for very femdibecause first, not all
firms report both geographic sales and geograpmiciegs in Capital IQ and second, firms that repoth sales and earnings do
not always report coherent geographic regions.ifsance, a firm might report sales in “UK” and ‘®Ref the World” while
reporting earnings in “UK”, “China”, and “Europe @Rest of the World".
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important or not requires judgment. Additionallizjst method requires coding of the direction of news

particularly when stacking events into one regm@ssT his again can be subject to judgment.

Based orfactivasearches, | identify announcements of attemptsas$s pnti-bribery regulation in the UK
in 2000-2011, as well as failure of such attempteese events constitute updates of the probaluifity
having anti-bribery regulation in the UK. Events drom Factiva via a search for ‘bribery’ in UK
newspaper articles between 2000 and 2011. Just ligjire 1, | remove non-events, i.e. articles that
not constitute news, such as journalistic opinionsevents of the past. | also exclude articleselthko
bribery regulation elsewhere (the US) and artictdated to potential bribery cases as opposedilberyr

regulation (e.g. speculation about bribery of thgnipic Committee or bribery in cricket).

Table 8 lists events that indicate that the UK wilplement bribery regulation at some point in daely
2000s, as well as reversals of these indicatiordlel 8 then reports the coefficient @worruption
Exposureof a regression that follows exactly the main esgron of this paper (Table 2 Column 3) to
explain abnormal returns on the respective evem¢.dd negativeCorruption Exposurecoefficient

indicates that firms with higher exposure to cotimphave more negative abnormal returns on that da

--- TABLE 8 ABOUT HERE ---

While not statistically significant in most indiwidl cases, the coefficients dDorruption Exposure
reliably follow the direction of news. In 2000, imving OECD pressure to line up UK legislation witie
OECD Corruption Directive, the UK government annoeth a toughening of bribery regulation in May
and June 2000, and again in November 2001. Theumtizn exposure coefficient is insignificantly
negative on these days, indicating that firms eggdds regions with high perceived corruption le\aris
negatively affected. When news that the plansdiotéin bribery regulation failed spread on Septer2ber
2002, the coefficient is positive, reflecting a gra the probability of UK anti-bribery regulatidreing

passed. In 2003, the UK government issues a dilft(-0.90%, significant at 10% level) which
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subsequently failed (+0.48%, +0.41%). In 2005 a@@8?2 the government again announced that bribery
regulation will be toughened; coefficients are riegabut insignificantly so. Subsequent delayshaf Act
have no notable impact. For comparison, recall ttmatcoefficient orCorruption Exposuret the time of

the passage of the draft UK Bribery Act is -0.74&3¢gnificant at 5% level).

Stacking all events into one regression allows roflimg for time fixed effects which | interact whit
industry fixed effects. | cluster at the firm levgiven that the key independent variable is assumed
constant over event€orruption Exposureoes not significantly explaiabnormal returns on event days
that constitute news in favor of firms that uséobs. HoweverCorruption Exposureignificantlyexplains
abnormal returns on event days that constituteradvweews to firms that use bribes (-0.72%). Stagkih
events into one regression and multiplying the ddpat variable by minus one if events are favorable

gives a negative significant coefficient of -0.37%line with the main result of this paper.

The results of this subsection confirm the previmasn result with an alternative identificationatégy.

8. Robustness

| conduct a range of robustness checks. A firsteomis that a short event window does not capheae
full implications of the event. This would be thase if some information about the passage of the UK
Bribery Act had leaked into the market prior to thent without being picked up by major news sosirce
Similarly, market participants might have been stoweact, e.g. because implications of the regofat
change were unclear initially and became apparelyt lowly as more details of the regulatory change
became public. | address this concern by runnimgmnfain regressions for alternative event windows.
Table 9 (Panel A) reports the results. | find tBatruption Exposurdoads negatively only when event
date returns are included in cumulative abnorméalrns. For 4-week event windows ending before

(starting after) the event, the coefficients aségnificant.

--- TABLE 9 ABOUT HERE ---
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A related concern is that the main coefficientstaystically explain a fraction of returns that ist n
captured by the Carhart factors. Consider runnirep+andomly selected days — the main specification
with Corruption Exposurgfrom Table 2 Column 1). ICorruption Exposuresystematically explained
abnormal returns, | would find its coefficient t@ Bignificantly positive or negative more oftenrtha
expected by chance. To address this concern, theimain regressions for each day within four trgdi
weeks around the event. The dependent variabihe iglinormal return on each of the trading dayspdnt
significance levels of eacBorruption Exposurecoefficient in Figure 3. The coefficient is signdnt at
1% level only on the event day but not otherwisgsireg the initial concern. In unreported results, |

confirm this for interactions of corruption expospyADR, and industry concentration

--- FIGURE 3 ABOUT HERE ---

Second, one might argue that the measure of carrupkposure does not account for the importance of
individual subsidiaries for firms’ operations ag timeasure is based on subsidiary counts rathersthen
related subsidiary characteristics. For robustneland-code self-reported geographic segment $ates
2008 from CapitallQ in order to explain abnormalures on the event date. Abnormal returns are a
relative measure of firm value; | therefore exprasfirm’s segment sales as a percentage of thésfirm
overall segment sales such that all segmentslipiadd up to 100%. The majority of segment revenue
come exclusively from the EU (46.5%). A small fraot comes exclusively from the US (2.9%) and
exclusively from non-EU non-US segments (6.4%)hwAisia (2.9%) and non-US America (1.4%) the
strongest continents. | cannot categorize 44% wémees. Using thusly constructed segment sales to
explain cumulative abnormal returns on the evegt daonfirm the previous results for those 430nfir
that report segment sales: Abnormal returns ardhedevent date decrease in non-Europe non-US sales

(Table 9 Panel B).
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Last but not least, the results are not sensitvether specifications of the estimation period aodiers.
Using a shorter estimation period of 100 days dmt®ffect the results. Removing abnormal retutriibe

1%and 99, 2" and 98, and ' and 95' percentile, respectively, does not affect theltssu
9. Conclusion

| show that firms benefit from the ability to usebes. In a setting where some firms continue tbeyr
unilateral anti-bribery regulation destroys firmuaof regulated firms and hence hurts sharehaldletso
show that certain types of firms benefit more friva ability to pay bribes, namely firms that are &
cross-listed, are not part of the FTSE4Good, arataip in concentrated industries. | document thet gf
the negative effect of anti-bribery regulation érnmf value is offset because regulation improvemfir
governance, which explains why weakly governed dirare less adversely affected by the Act. It is
important to bear in mind that the fact that firoenefit from the ability to use bribes does notexe that

they would benefit even more from a global banradjes.

The empirical setting used here allows studying fiualue. Future research may be interested in stgdy

implications of unilateral anti-bribery regulatifor contract allocation and welfare.

The findings of this paper are important in theatelon unilateral regulation. However, the techegjand
data used in this paper are not restricted to stgdyribery; they provide potentially fruitful avees for
future research on firms faced with unilateral tagan (e.g. on child labor) and bilateral agreetadr.g.
bilateral trade agreements) as well as countryiBpeshocks such as expropriation of multinationais

local governments or political unrest.
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Appendix: Brief Outline of the Legislative Procedure in the UK

In the UK, a draft (bill) has to go through varidiasmal stages in thelouse of Lordgupper house) and
the House of Commonfower house); it has to be passed in the samma toy bothHousesbefore it
receives Royal Assent (a formality) and becomegairi’

A timeline of events related to the UK Bribery Astshown in Table Al below. The UK Bribery Act firs
went through the House of Lords and 2° Readings in the House of Lords take place in fafnthe
(present) Lords; the®1Reading is without debate and concerns can bedaisring the % reading.
Sittings take place in Committees of interested tens of the House of Lords and comprise a detailed
line-by-line examination of the bill. Amendment® aollected before sittings and discussed/votethgur
the sitting. In a House of Lord sitting, subjecitscdssed and time of discussion cannot be resdringahe
government. The bill is then printed with all agteamendments and moved to the report stage during
which all members of the Lords can make amendmemdsvote. The bill is ‘cleaned up’ during thé 3
reading and moved to the House of Commons. Herfellows the same steps though sittings are more
restricted by subject and time. One amended aneddvdtiring Report Stage, the Bill is cleaned up and
moved back to the House of Lords in order to agreéhe amendments made by the House of Commons.
‘Ping-Pong’ is the act of moving a bill back andtfobetween both houses until both houses reach
agreement on the exact wording. Royal Assent iswthhe Monarch formally agrees to turn the bill iato

Act. If no agreement is reached in the two Housles, Bill falls but can be passed by the House of
Commons using the Parliament Acts, without recgjtite consent of the Lords.

Table Al: Timeline of the legislative process of #nUK bribery Act 2010

Date Stage

19/11/2009 1° Reading: House of Lords
09/12/2009 2" Reading: House of Lords
07/01/2010 1° Sitting: House of Lords
13/01/2010 2" Sitting: House of Lords
02/02/2010 Report Stage: House of Lords
08/02/2010 3" Reading: House of Lords
09/02/2010 1° Reading: House of Commons

03/03/2010 2" Reading: House of Commons
Programme Motion: House of Commons

16/03/2010 1° Sitting: House of Commons

2" Sitting: House of Commons
18/03/2010 3" Sitting: House of Commons

4" Sitting: House of Commons
23/03/2010 5" Sitting: House of Commons
07/04/2010 Report Stage: House of Commons

3 Reading: House of Commons
08/04/2010 Ping Pong: House of Lords

Royal Assent

37 See http://www.parliament.uk/about/how/laws/passag#tbitds/Irds-lords-first-reading{accessed August 15, 2013) for an
excellent illustrative description of the process.

34



References

Aggarwal, Reena, Isil Erel, René Stulz, and RohaifliaMson, 2009, “Differences in governance
practices between U.S. and foreign firms: Measurgmeauses, and consequenceBhe Review of
Financial Studies22(8), 3131-3169.

Armour, John, Colin Mayer, and Andrea Polo, 201Redulatory sanctions and reputational damage in
financial markets”"SSRN Working Paper

Bardhan, Pranab, 1997, “Corruption and developméntreview of issues”,Journal of Economic
Literature, 35, 1320-1346.

Beck, Paul J. and Michael W. Maher, 1986, “A congmar of bribery and bidding in thin markets”,
Economic Letters20, 1-5.

Beck, Paul J. and Michael W. Maher, 1989, “Compmetjt regulation and bribery’Managerial and
Decision EconomigdlO, 1-12.

Beck, Paul J., Michael W. Maher, and Adrian E. T=di, 1991, “The impact of the Foreign Corrupt
Practices Act on US exportdVlanagerial and Decision Economjck2(4), 295-303.

Bennedsen, Morten, Sven A. Feldmann, and David &@rkegssen, 2013, “Strong firms lobby, weak firms
bribe — A survey-based analysis of the demandnfitwence and corruption¥Vorking paper

Bertrand, Marianne and Sendhil Mullainathan, 20@q people mean what they say? Implications for
subjective survey dataAmerican Economic Revie®1, 67-72.

Carhart, Mark M., 1997, “On persistence in mutwald performance'The Journal of Finangeb2(1), 57-
82.

Cheung, Yan Leung, R. Raghavendra Rau, and Arigr&tes, 2012, “How much do firms pay as bribes
and what benefits do they get ? Evidence from gtion cases worldwide”, NBER Working Paper Series.

Clarke, George R. G. and Lixin Colin Xu, 2004, SRtization, competition, and corruption: How
characteristics of bribe takers and payers affabeb to utilities”,Journal of Public Economi¢c®88, 2067-
2097.

Crutchley, Claire E., Marlin R. H. Jensen, and BvB. Marshall, 2007, “Climate for scandal: Corpte
environments that contribute to accounting fraddie Financial Review42, 53-73.

D’Souza, Anna E. and Daniel Kaufmann, 2011, “Whibds in public contracting and why? Worldwide
evidence from firms”, SSRN Working Paper.

Desai, Mihir A., Alexander Dyck, and Luigi Zingale2007, “Theft and taxes'Journal of Financial
Economics84, 591-623.

Ferreira, Miguel and Pedro Matos, 2008, “The colofsinvestors’ money: The role of institutional
investors around the worldJpurnal of Financial Economi¢88, 499-533.

Fisman, Raymond and Jakob Svensson, 2007, “Areigtion and taxation really harmful to growth? Firm
level evidence”, Journal of Development Econonm&s,63-75.

Graham, John L., 1984, “The Foreign Corrupt Prasti&ct: A new perspectiveJournal of International
Business Studie45(3), 107-121.

Guadalupe, Maria and Francisco Pérez-Gonzalez,,2@dimpetition and Private Benefits of Control”,
Working Paper

Harstad, Bard and Jakob Svensson, 2011, “Bribbbylng and development”, American Political Science
Review, 105(1), 46-63.

Hines, James R. Jr., 1995, “Forbidden payment:igotaribery and American business after 19TNBER
Working Paper

35



Ince, Ozgur S. and R. Burt Porter, 2006, “Individeguity return data from Thomson Datastream: Handl|
with care!”,Journal of Financial Researc¢29(4): 463-479.

Karpoff, Jonathan M., D. Scott Lee, and Gerald &rtM, 2008, “The consequences to managers for
financial misrepresentationJpurnal of Financial Economi¢c88, 193-215.

Karpoff, Jonathan M., D. Scott Lee, and Gerald Srti, 2013, “The economics of foreign bribery:
Evidence from FCPA Enforcement ActionSSRN Working Paper

Lien, Da-Hsiang Donald, 1986, “A note on compeéthwibery games’iEconomic Letters22, 337-341.
Serafeim, George, 2013, “Firm competitiveness atdalion of bribery”SSRN Working Paper

Smith, David B., Howard Stettler, and William Beesll 1984, “An investigation of the information
content of foreign sensitive payment disclosudgyrnal of Accounting and Economi&s 153-162.

Svensson, Jakob, 2003, “Who must pay bribes andrhoeh? Evidence from a cross section of firms.”,
The Quarterly Journal of Economick18(1), 207-230.

Svensson, Jakob, 2005, “Eight questions about ptioni’, The Journal of Economic Perspectiveld(3),
19-42.

Uzun, Hatice, Samuel H. Szewczyk, and Raj Varm®420Board composition and corporate fraud”,
Financial Analyst Journal60(3), 33-43.

Vickrey, William, 1961, “Counterspeculation, auctsgy and competitive sealed tenderdburnal of
Finance 16(1), 8-37.

Vickrey, William, 1962, “Auctions and bidding ganiga Recent Advances in Game Thed?yinceton
Conference Series, 29, Princeton, NJ: Princetoneédsity Press, 15-27.

36



Table 1: Summary Statistics

This table provides summary statistics for UK firmitie sample consists of all publicly listed UKnfs with non-missing
accounting data in 2008, non-missing subsidiargrmftion in 2008, and non-missing abnormal retamdé/larch 25 and
26, 2009. Cumulative Abnormal Returns (CAR) oveergwindows [-20;-1], [0;1], and [2;20] around theent date are
obtained from parameters of a 4-factor Carhart 7)1980del estimated over days [-294;-41]. The ewdaté is March 25,
2009 which is when the draft of the UK Bribery Aeas passed by the UK government commission anébputrd by the
Minister of Justice Corruption Exposurecombines, for each firm, subsidiary data from D&mn&dstreet’'swho Owns
Whom 2008/2009 UK and Irelangith Transparency InternationalRerceived Corruption Indefor the year 2008. For
each firm,Corruption Exposurés the sum over atountriesof (percentage of firm’'s subsidiaries headquadéneountry

in 2008 * Perceived Corruption Index obuntryin 2008). The resulting sum is subtracted fromth@ upper limit of the
Perceived Corruption Index) so th@brruption Exposurencreases in firms’ exposure to high corruptiogioes. US
Cross-Listingis a dummy equal to one if a firm was cross-listedan ADR in the US in March 2009 or in the priaio
years.FTSE4GOOD Constituers a dummy equal to one if a firm was constitugithe FTSE4GOOD UK Index in 2008.
Industry Concentratiois a Herfindahl-Hirschman type measure construotethe basis of market value of all UK firms in
Datastream/Worldscope, using Fama-French 48 indastinstitutional ownership is the fraction of ampany’s
outstanding shares owned by institutional investartained from Bureau van DijKSS Governancés a measure of
corporate governance that denotes the percentagie gdvernance features fulfilled by a firm. Gowaroe data is obtained
from ISS/RiskMetrics; the measure increases in gmmce quality. Transparency is the sum of dumnagasal to one if
board compensation committeaomination committeeand audit committeeare independent, respectively. Number of
subsidiaries gives the number of subsidiaries tepdoy Dun&Bradstreet’'8vho Owns Whom 2008/2009 UK and Ireland
Market valueis obtained from Datastream/Worldscope for 288 APEXand%ROAarecapital expenditur@ndearnings
before interest and taxés 2008 scaled biotal assetdn 2008.

Variable Mean SD Median # Obs
Dependent Variable
CAR [-20;-1] -0.06% 0.77% -0.08% 645
CAR [0;1] -0.85% 2.60% -0.96% 645
CAR [2;20] -0.06% 0.73% -0.07% 645
Main Controls
Corruption Exposure 2.47 0.65 2.30 645
US Cross-Listing 23% 42% 0% 645
FTSE4GOOD Constituent 33% 47% 0% 645
Industry Concentration 19% 36% 3% 645
Governance Variables
Institutional Ownership 9.8% 7.8% 8.2% 464
ISS Governance 85 11 87 317
Transparency 2.2 1.3 2.0 302
Other Controls
Number Subsidiaries 59 114 19 645
Market Value ($mn) 4580 17140 472 645
%Capex 4.1% 5.0% 2.3% 645
%ROA 2.0% 11.9% 3.1% 645
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Table 2: Corruption Exposure and Abnormal Returns d UK Firms around the Passage of the UK Bribery Act2010

This table relates cumulative abnormal returns Kffidms around the Passage of the UK Bribery AcLt@®0o corruption
exposure to establish the main result. Columng3)LEonsider the whole sample of UK firms; Colunh)s(6) consider the
subsample of UK firms that have at least one sidosicdutside the UK. The dependent variabl€isnulative Abnormal
Returns (CAR)n % on days [0;1] around the event date. The edate is March 25, 2009 which is when the drafthef
UK Bribery Act was passed by the UK government cassion and put forward by the Minister of Justidde key
explanatory variable i€orruption Exposurewhich increases in firms’ exposure to high corimptregions. This and all
other variables are constructed as described ileTabColumns (2), (3), (5), and (6) include indudixed effects (Fama-
French 48 Industriesj-statistics of robust regressions are in parenthese™*, and *** denote significance at the 10%,
5%, and 1% level, respectively.

All UK Firms All UK Firms with Foreign Subsidiary
1) (2) 3) (4) ) (6)
CAR[0;1] CAR|[0;1] CAR|0;1] CAR[0;1] CAR[0;1] CAR|0;1]
Corruption Exposure -0.657** -0.729** -0.745** -0.670** -0.853** -0.846**
(-2.28) (-2.27) (-2.33) (-2.24) (-2.35) (-2.24)
ADR 0.707 0.640
(1.14) (0.80)
FTSE4GOOD Constituent 0.584 0.954
(1.14) (1.56)
Log(Number Subsidiaries) -0.598*** -0.520
(-2.64) (-1.60)
Log(Assets) 0.295 0.277
(1.57) (1.13)
%CAPEX -4.379 -5.910
(-0.89) (-0.85)
%ROA 3.132 4.095
(1.56) (1.60)
Industry Fixed Effect (48FF) No Yes Yes No Yes Yes
N 645 645 645 416 416 416
Adj. R-square 0.005 0.024 0.038 0.009 0.030 0.043
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Table 3: Corruption Exposure, UK Exposure, and Abnomal Returns of non-UK (foreign) Firms

The UK Bribery Act 2010 applies to non-UK firms witUK operations. This table relates cumulative abrab returns of
non-UK (foreign) firms around the Passage of the UK Bribery Act 2010 tougtion exposure and UK exposure. Panel A
reports number of observations and means of keiablas for publicly listed foreign firms by headaqigst country.
CAR][0;1] denoteCumulative Abnormal Returns (CAR)% on days [0;1] around the event date. The edate is March
25, 2009 which is when the draft of the UK Bribégt was passed by the UK government commissionpaidorward by
the Minister of Justice. For each firm, cumulatalenormal returns are obtained from Carhart (1993ets estimated over
[-294;-41] using local factorsCorruption Exposureincreases in firms’ exposure to high corruptiogioas and is
constructed as described in TabldJK Linkis a dummy equal to one if a firm has at least sutgsidiary in the UK. Panel
B splits sample firms by corruption exposure and Uik and reports equally weighted CARJ[0;1] of thusreated
portfolios. Sub-Panel (1) is based on all sampladi Sub-Panel (2) is based on Western Europeaplsdinms. Sub-Panel
(3) is based on non-Western European sample fithumidarian, Indian, Polish, and Russian firms). EBelmel reports
CAR for all firms (Field 1i), for firms split by hang above/below median corruption exposure witthieir country
(columns i and iii), for firms split by (not) hawy a UK link (rows 2 and 3), and for the interantmf the two. Each Panel
also reports differences in CAR of subsamples. Parextends the analysis of Panel B to a multitarsetting, controlling
for log(number of subsidiaries), log(assets), %gap@d %roa as well as Fama-French 48 industrydfedects (Fama-
French 10 for Hungarian, Indian, Polish, and Rus§itans) and country fixed effect&statistics of robust regressions are
in parentheses. *, **, and *** denote significanaethe 10%, 5%, and 1% level.

Panel A: Summary Statistics

Corruption

Country #0bs CAR|[0;1] Exposure UK Link

Austria 47 -0.38% 3.13 49%
Belgium 88 -0.23% 2.74 36%
Denmark 99 -0.29% 1.71 38%
Finland 93 -0.16% 1.92 37%
France 280 0.26% 3.07 49%
Germany 580 -0.20% 2.42 33%
Hungary 20 -0.07% 4.81 20%
India 469 -0.12% 5.74 15%
Ireland 27 0.04% 2.39 93%
Iltaly 224 0.02% 4.34 29%
Netherlands 101 0.17% 2.00 56%
Norway 118 0.10% 2.28 47%
Poland 214 0.12% 5.31 7%
Portugal 32 0.38% 3.79 25%
Russia 56 0.51% 7.34 16%
Spain 111 -0.01% 3.63 37%
Sweden 232 -0.12% 1.43 42%
Total 2791 -0.04% 3.47 32%
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Panel B: Sample Split

(1) All Sample Firms (2791 observations)

All Firms Corruption Exposure Difference
Low High (High-Low)
(1) (i) (iii) (ii)-(ii)
(1) All Firms -0.04% -0.02% -0.07% -0.05%
(2) With UK Link -0.10% 0.15% -0.31% *** -0.46% ***
(3) Without UK Link -0.01% -0.08% 0.08% 0.16%
(3)-(2) Difference 0.09% -0.23% * 0.39% *** 0.63% ***
(Without Link-With Link (Dif-in-Dif)
(2) Western European Sample Firms (2032 observatish
All Firms Corruption Exposure Difference
Low High (High-Low)
(1) (i) (iii) (ii)-(ii)
(1) All Firms -0.08% 0.06% -0.20% *** -0.25% **
(2) With UK Link -0.11% 0.23% * -0.32% *** -0.55% ***
(3) Without UK Link -0.05% -0.03% -0.09% -0.06%
(3)-(2) Difference 0.05% -0.26% 0.24% 0.49% **
(Without Link-With Link (Dif-in-Dif)

(3) Indian, Russian, Polish, and Hungarian Sampleifns (759 observations)

All Firms Corruption Exposure Difference
Low High (High-Low)
() (ii) (iii) (iii)-(ii)

(1) All Firms 0.05% -0.15% * 0.54% *** 0.69% ***

(2) With UK Link -0.05% -0.10% 1.63% 1.73%
(3) Without UK Link 0.07% -0.16% * 0.53% *** 0.69% ***

(3)-(2) Difference 0.11% -0.06% -1.10% -1.04%
(Without Link-With Link (Dif-in-Dif)
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Panel C: Multivariate Analysis

All non-UK Firms

Western European Firms

Indian, Russian, Polish,
and Hungarian Firms

(1) (2) (3) (4) (5) (6)
CAR[0;1] CAR[0;1] CAR[0;1] CAR[0;1] CARJ[0;1] CAR[1]
UK Link (=1 if firm has UK subsidiary) 0.001 0.003** 0.000 0.003 0.006** 0.005***
(0.59) (2.12) (0.18) (1.66) (2.62) (3.48)
High Corruption Exp. -0.002 -0.002 0.001
(-1.38) (-1.09) (0.42)
High Corruption Exp. x UK Link (i) -0.004*** -0.004** 0.001
(-3.25) (-2.65) (0.32)
High Corruption Exp. x No UK Link (ii) 0.001 0.001 0.001
(0.53) (0.58) (0.29)
Constant & Controls Yes Yes Yes Yes Yes Yes
Fixed Effects 48FF 48FF 48FF 48FF 10FF 10FF
Country Country Country Country Country Country
N 1680 1680 1426 1426 254 254
Adj. R-square 0.022 0.024 0.027 0.030 0.014 0.009
p-value for (i)=(ii) 0.003 0.003 0.959
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Table 4: Cross Sectional Characteristics and Abnor@ Returns of UK Firms around the Passage of the Boery Act

This table relates cumulative abnormal returns Kffidms around the Passage of the UK Bribery AcL@®o corruption
exposure and cross-sectional firm characterisBesumns (1)-(3) consider the whole sample of Uknr Columns (4)-(6)
consider the subsample of UK firms that have atleae subsidiary outside the UK. The dependenabigrisCumulative
Abnormal Returns (CARh % on days [0;1] around the event date. The teslate is March 25, 2009 which is when the
draft of the UK Bribery Act was passed by the UKvgmment commission and put forward by the Ministiedustice. The
variable Corruption Exposurgincreasing in exposure to high corruption regjoissinteracted with no ADR and ADR
(Columns (1) and (4)), No FTSE4GOOD Constituent #SE4GOOD Constituent (Columns (2) and (5)), and
Concentrated Industry and Competitive Industry (@uis (3) and (6)), respectively. All variables aa@nstructed as
described in Table 1 except Concentrated Indusidy @ompetitive Industry which are dummies equabne if a firm
operates in an industry with above- and below-medidustry concentration, respectively. All regiess include controls
(constant, ADR, FTSE4GOOD, log(humber of subsids)i log(assets), %ROA, %CAPEX) and industry fixadfects
(Fama-French 48 Industries)statistics of robust regressions are in parenthesé™*, and *** denote significance at the
10%, 5%, and 1% level, respectively.

All UK Firms All UK Firms with foreign Subsidiary
1) 2 3) 4) 5) (6)
CAR[0;1] CAR[0;1] CAR[0;1] CAR[0;1] CAR[0;1] CAR[(L]
Corruption Exposure x No ADR -0.781** -0.882**
(-2.45) (-2.37)
Corruption Exposure x ADR -0.584 -0.745
(-1.46) (-1.50)
Corruption Exposure -0.776** -0.894**
x Not FTSE4GOOD (-2.42) (-2.36)
Corruption Exposure -0.544 -0.554
x FTSE4GOOD (-1.44) (-1.28)
Corruption Exposure -1.415** -1.555*
x Concentrated Industry (-2.06) (-1.88)
Corruption Exposure -0.556 -0.648
x Competitive Industry (-1.53) (-1.56)
Constant & Controls Yes Yes Yes Yes Yes Yes
Industry Fixed Effects Yes Yes Yes Yes Yes Yes
N 645 645 645 416 416 416
Adj. R-square 0.036 0.037 0.038 0.039 0.043 0.042
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Table 5: Firm Governance around the Passage of tHéK Bribery Act 2010

Panel A relates cumulative abnormal returns of kg around the Passage of the UK Bribery Act 2@id@orruption
exposure and firm governance. The dependent variallumulative Abnormal Returns (CAR)% on days [0;1] around
the event date. The event date is March 25, 2006wk when the draft of the UK Bribery Act was pad by the UK
government commission and put forward by the Mearistf Justice. In Columns (1) and (Bovernance GooBad) is a
Dummy equal to one if a firm has above (below) raadnstitutional OwnershipIn Columns (3) and (4)zovernance
Good (Bad) is a Dummy equal to one if a firm has above (bglonedianISS Governancein Columns (5) and (6),
Governance GoodBad) is a Dummy equal to one if a firm has above (bglmedianTransparencyAll variables are
constructed as described in Table 1. All regressimelude controls (constant, ADR, FTSE4GOOD, logiber of
subsidiaries), log(assets), %ROA, %CAPEX) and itrgufixed effects (Fama-French 48 Industridstatistics of robust
regressions are in parentheses. For firms with diagls shares, Panel B relates changes in thepveteium around the
Passage of the UK Bribery Act 2010 to corruptiopasure and firm governance. Dual class sharesdardified from
Datastream. The vote premium is the differencericepbetween voting and non-voting shares timestivaber of voting
shares divided by market value (following Desaickynd Zingales 2007). For each firm, | subtraet Wote premium
before the passage of the Act (10-day average) fhenvote premium after the passage (10-day averagegovernance
split and thecorruption exposuresplit are with respect to the sample median. Timaber of observations is reported in
square brackets. *, **, and *** denote significaraethe 10%, 5%, and 1% level, respectively.

Panel A: Firm Governance and Abnormal Returns

1) (2) 3) (4) ) (6)
Governance Measure Institutional Ownership ISS Gwrece Transparency
CAR[0;1] CAR[0;1] CARJ[0;1] CARJ[0;1] CARJ[0;1] CARJ[]
Corruption Exposure -1.425* -1.683 -2.135*
(-2.39) (-1.42) (-1.89)
Corruption Exposure -1.639** -1.528 -2.560**
x Governance Good (-2.34) (-1.06) (-2.03)
Corruption Exposure -1.070 -1.785 -1.434
x Governance Bad (-1.05) (-1.24) (-0.78)
Governance Good -1.016* 0.333 -0.548 -1.162 -1.308* 1.356
(-1.77) (0.11) (-0.92) (-0.30) (-1.94) (0.27)
Constant & Controls Yes Yes Yes Yes Yes Yes
Industry Fixed Effects Yes Yes Yes Yes Yes Yes
N 464 464 317 317 302 302
Adj. R-square 0.054 0.052 0.064 0.061 0.094 0.091

Panel B: Firm Governance and Changes in the Votin@remium of Dual Class Shares

All Firms Corruption Exposure Difference
Low High (High-Low)
(i) (i) (iii) (iii)-(ii)

(1) All Firms -0.02%[13] 1.26%(7] -1.51%(6] 2.77%*
(2) Good Governance 0.70%]7] 1.15%(5] -0.43%]2] -1.58%
(3) Poor Governance -0.86%]6] 1.54%2] -2.06%[4] -3.60%
(3)-(2) Difference -1.56% 0.39% -1.63% -2.02%

(Without Link-With Link (Dif-in-Dif)
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Table 6: Firms’ Corruption Exposure before and afte the Passage of the UK Bribery Act

This table establishes real implications of the Bikbery Act for firms’ exposure to high corruptioagions. Reported are
the mearCorruption Exposurdor UK Firms and non-UK European firms in 2008 f@ire the Act was passed) and 2013
(after the Act was in force). Non-UK European firarg further split into firms that had at least &€ Subsidiary in 2008

(and are therefore subject to the UK Bribery Aatddirms that did not have a UK Subsidiary in 20@&rruption
Exposureincreases in exposure to high corruption regioms ia constructed as described in Table 1. Dat®2€dr3 is
obtained from Dun&Bradstreet’'s 2013/20'¥ho Owns Whorbook series. Panel A repoi@orruption Exposurdor all
firms with subsidiary data in both 2008 and 2018lghced panel). Panel B repo@erruption Exposurdor all firms with
subsidiary data in both 2008 and 2013 and at le@stforeign subsidiary in 2008 (balanced panel¥**and *** denote

significance of differences and difference-in-diffieces at the 10%, 5%, and 1% level, respectively.

Panel A: All Firms

Corruption Exposure

Pre-Event Post-Event Difference Dif-in-Dif
(2008) (2013)
UK Firms (650 firms) 2.408 2.435 0] 0.026** (in)-(i)
European Firms (1,526 firms) 2.559 2.636 (i)  0.077**= 0.051**
thereof with UK Subsidiary (678 firms) 2.600 2.666 (iii) 0.066*** (iv)-(iii)
thereof without UK Subsidiary (848 firms) 2.526 2.612 (iv) 0.086*** 0.020
Panel B: Firms with at least one foreign subsidiaryn 2008
Corruption Exposure
Pre-Event Post-Event Difference Dif-in-Dif
(2008) (2013)
UK Firms (409 firms) 2.472 2.497 0) 0.025 (i)-(i)
European Firms (1,183 firms) 2.592 2.679 (i)  0.086*** 0.061**
thereof with UK Subsidiary (678 firms) 2.600 2.666 (iii) 0.066*** (iv)-(iii)
thereof without UK Subsidiary (505 firms) 2.583 2.695 (iv) 0.113%* 0.047*
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Table 7: Sales in High Corruption Regions around tk Passage of the UK Bribery Act

This table establishes real implications of the Bbery Act for firms’ annual sales outside Eurcgred outside the US.
Panel A reports the evolution of revenues for athple firms, as well as for firms split by UK firnasmd non-UK firms.
Sales are reported for tipge-event periodbefore the UK Bribery Act is passed; 111/20084(D), themid-event period
(after the Act is passed and before the Act comisforce; 11/2009-11/2011), and thafter-event periodll1/2011-1/2012).
The sample is unbalanced and constructed fromsadid firms that reported sales ggographic segmenia CapitallQ
(accessed August 2012) but only if segments coaléxtlusively categorized as ‘outside Europe andide the US'. As
the after-eventperiod only contains quarters Ill, IV and |, safes pre- and mid-event periods are also constductiay
from these quarters. Sales are then annualize@l$Brexamines the real implications of the UK Brip Act for UK firm
sales as a function of Corruption Exposure in atiwarate setting. The dependent variable as tlgedloa firm’'s mean
quarterly sales outside the US and outside Eunogach of the relevant periods for quarters IllaMl I. Thus, each firm
is represented by 3 observatiohid-eventandpost-evenare dummy variables equal to one if an observaimmrs in the
respective periodCorruption Exposurds constructed as in Table 1 and increases in expde high corruption regions.
statistics in parentheses are for robust standaadse *, **, and *** denote significance at the %) 5%, and 1% level,
respectively.

Panel A: Evolution of Revenues: UK Firms and non-UKFirms (Unbalanced)

Pre-Event Mid-Event Post-Event
(111/08-1/09) (11/09-11/11) (1mn/11-1/12)
Sales (in $000s per annum)

All Sample Firms 474 451 498 466 695 587
Non-UK Firms 371178 394 794 556 823
UK Firms 103 273 103 672 138 765

Sales growth

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

Panel B: Exposure to High Corruption Regions and Sas

1) 2)
Log(Sales) Log(Sales)
Mid-Event (=1 if 11/2009-11/2011) 0.013 0.009
(0.21) (0.15)
Mid-Event x Corruption Exposure -0.274**
(-2.12)
Post-Event (=1 if 11//2011-1/2012) 0.086 0.080
(1.27) (1.19)
Post-Event x Corruption Exposure -0.322%**
(-2.35)
Fixed Effects Firm Firm
N 705 705
Adj. R2 0.950 0.951
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Table 8: Abnormal Returns on Dates of Attempts to Bss Anti-Bribery Regulation

This table relates cumulative abnormal returns aysdvith news on bribery regulation @orruption ExposureEvents are
from a Factiva search for ‘bribery’ in UK NewspapeEvents that are not related to bribery regutatas well as non-
events (such as journalistic opinions on eventhefpast), are removed. For each event, the taplarts the coefficient on
Corruption Exposurefor a regression that follows exactly Table 2 Cau The dependent variable Gumulative
Abnormal Returns (CARh % on days [0;1] around respective dates. Thedsplanatory variabl€orruption Exposure
increases in firms’ exposure to high corruptionioag. All stacked regressions additionally inclugle48 x Datefixed
effects. For the stacked regression with all eved#sR[0;1] of events with positive predicted direct are multiplied by -1.
* ** and *** denote significance at the 10%, 5%nd 1% level. Standard errors are robust for regyas with only one
event and clustered at firm level for stacked regjmns.

Predicted Corruption

Date Headline/Content Source Direction Exposure

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

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

21/06/2000 UK home secretary announces new anti-briberyThe Independent; The - -0.16%
law. Guardian.

09/11/2001 UK Government announces measures to tackleAssociated Press Newswires; - -0.67%

international corruption, proposes tightening  Evening News - Scotland.
bribery laws, crack down on bribery by Britons

abroad.
02/09/2002 British anti-corruption plans branded toothless. The Guardian. + 0.69%
Blair proposal wins backing of just five firms.
25/03/2003 UK government issues draft corruption bill. WMRCiDanalysis. - -0.90% *
01/08/2003 Corruption bill faces delay over loopholes. Finahdiimes. + 0.48%
18/02/2004 UK government backtracks over bribery. Financiah@s. + 0.41%
09/12/2005 Corruption laws to be overhauled in the UK. Glolmsight Daily Analysis. - -0.23%
19/11/2008 Bribery law reform plans focus on overseas  The Times; Press Association - -0.77%
work of businesses. Managers face jail in bribefyational Newswire; The
cases. (published 20/11/2008) Guardian; The Daily
Telegraph.
20/07/2010 Clarke delays enforcement of bribery law. FinanGiates. + 0.22%
31/01/2011 UK delays enforcement of UK Bribery Act 2010The Wall Street Journal; + -0.20%
by 3 months. Reuters.
Stacked
All Positive Events 1 0.16%
All Negative Events -1 -0.72% **
All Events -0.37% ™
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Table 9: Robustness: Alternative Event Windows and\lternative Measure of Corruption Exposure

This table establishes robustness of the maintrésublternative event windows and an alternativeasure of corruption
exposure. Panel A is a robustness check for tha mault using alternative event windows aroundetent date (Columns
1-2), before the event date (Columns 3-4), and #fie event date (Column 5). The set-up followscélxahe original set-

up (Table 2 Column 3) except for the dependentalsdgi which is replaced by cumulative abnormal retdor [-1;+1], [-
20;-1], [-2;-1], and [+2;+20], respectively. Theeew date (day 0) is March 25, 2009 which is when dhaft of the UK
Bribery Act was passed by the UK government comimisand put forward by the Minister of Justice. Eomparison,
results of the original set-up are reported in @oil2 (highlighted in grey). For brevity, only theykexplanatory variable
Corruption Exposurgwhich increases in firms’ exposure to high cotiwup regions) is reported. Panel B is a robustness
check for the main result using an alternative memsfCorruption ExposureThe set-up follows exactly the original set-
up (Table 2 Column 3) except the main con€olruption Exposurés now measured by geographic revenues. Geographic
revenues are obtained from CapitallQ but reportagt by a subset of firm$6Revenue US/HRevenues Europe non-UK
and%Revenues nonUS nonEurapeasures the percentage of a firm’'s overall revethegt come exclusively frothe US
exclusively from Europe (excluding the Uldnd exclusively from non-US non-Eurgpespectively. In both panels,
statistics in parentheses are for robust regression **, and *** denote significance at the 10%%, and 1% level,
respectively.

Panel A: Alternative Event Windows

CAR Around Event Date Before Event After Event
(1) (2) (3) (4) (5)
[-1;+1] [0;+1] [-20;-1] [-2;-1] [+2;+20]
Corruption Exposure -0.684*  -0.745** 0.317 0.049 -0.136
(-1.76) (-2.33) (0.34) (0.14) (-0.12)
Constant & Controls Yes Yes Yes Yes Yes
Fixed Effects 48FF 48FF 48FF 48FF 48FF
N 645 645 645 645 645
R2 0.034 0.038 0.097 0.032 0.017
Panel B: Geographic Revenues as Alternative Measufer Corruption Exposure
1
CAE{[)O;l]
Split: All firms
%Revenue US 0.012
(0.71)
%Revenue Europe -0.001
non-UK (-0.18)
%Revenue nonUS -0.029**
nonEurope (-2.05)
Controls Yes
Industry FE 48FF
N 430
R-square 0.078
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Figure 1: Number of newspaper articles that cover fibery regulation around the passage of the UK Brilery Act

This figure shows the number of newspaper artistebribery regulation published in major UK newspagparound the passage of
the draft of the UK Bribery Act 2010 on March 2®0®. The figure is based orfactivasearch in UK newspaper articles that (i)
include the term ‘bribery’ and (ii) include the nes ‘United Kingdom’ or ‘Britain’ and (iii) do notniclude the terms ‘cricket’,
‘Olympic’, ‘football’, or ‘contract notice’. Newspzer articles that were published after 8pm in thkne version are dated to the
following day; duplicate articles are removed.
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Figure 2: Abnormal Returns

This figure relates average industry cumulativecabral returns of UK firms around the Passage oftikeBribery Act 2010 (y-
axis) to industry corruption levels (x-axis). Theeat date is March 25, 2009 which is when the dsathe UK Bribery Act was
passed by the UK government commission and putdatviy the Minister of Justice. CAR[0;1] is averdd®y Fama-French 48
industry. Industry corruption levels are obtainedni the 2009 version of thEBRD-World Bank Business Environment and
Enterprise Performance Survey (BEEPR)is survey was conducted in 2008-2009 among0D1fi8ms from 29 Eastern European
and Asian countries. By industry, the measure ctfleéhe percentage of firms responding ‘major’ testion g54q asking ‘As | list
some factors that can affect the current operatibrassbusiness, please look at this card and tellfryou think that each factor is
No Obstacle, a Minor Obstacle, a Moderate ObstachMajor Obstacle, or a Very Severe Obstacle tatheent operations of this
establishment.’; the factor used is ‘corruptionesRondents provide primary SIC codes which are eed into Fama-French 48
industries.
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Figure 3: Explanatory Power of Corruption Exposure around the Passage of the UK Bribery Act 2010

This figure reports the explanatory power of tberruption Exposurecoefficientin OLS regressionfor each day within four
trading weeks around the event date. The regressibap follows exactly Table 2 (Column 3), exclptthe dependent variable
which is replaced by firms’ daily abnormal retuorstrading days -9, -8, ..., 0, ..., 8, and 9 relativ¢he event date, respectively.
Trading days are denoted on the x-axis; t-stasisticthe main regression coefficie@brruption Exposurgincreasing in firms’
exposure to high corruption regions) are reportethe y-axis (light grey) and highlighted if signdnt at 1% level (black; robust
cluster). The event date is March 25, 2009 whiclvtien the draft of the UK Bribery Act was passedtiny UK government
commission and put forward by the Minister of Juesti
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