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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 pay bribesates firm value. | find that UK firms operatimghigh
corruption regions of the world exhibit negativenabmal returns upon passage of the Act. This effect
stronger for firms that are not subject to US #miibery regulation, are not part of corporate Socia
responsibility indices, operate in concentratedigtdes, and are better governed. Foreign firmgestko

the Act because they have a UK subsidiary alsobéxhiegative abnormal returns. | also identify real
implications of the Act: After enforcement, UK figrexpand their subsidiary network less stronglyg int
high corruption regions of the world and their sale these regions grow 6 percentage points more
slowly than sales of comparable continental Eurodeans. Thus, the ability to pay bribes createmfi
value and unilateral anti-bribery regulation hatfected firms.
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1. Introduction

The use of bribes is pervasive in business. Indeed,in three firms uses bribes to compete foripubl
procurement contracts according to a survey of rtwaia 11 000 firms from 125 countries (D’'Souza and
Kaufmann 2011}.Some developed nations have implemented unilageribribery regulation punishing
the use of bribes yet other nations — notably Chima India — have not implemented such reguldtias.

a result, regulated firms — limited in their alyilib use bribes — compete with firms that can ug®eb.

However, assessing whether the ability to use brdveates firm value is hard because most bribeaire
undetected.In this paper, | exploit the unexpected passagth@fUK Bribery Act 2010 on March 25,
2009. This allows me to address the challengertiwat bribes remain undetected. First, | find thit U
firms operating in high corruption regions of thend exhibit negative abnormal returns around thet
of the passage of the UK Bribery Act. This effextsironger for firms that are not subject to US-ant
bribery regulation, are not part of corporate dagaponsibility indices, operate in concentratadlistries,
and are better governed. Foreign firms subjechéoAct because they have a UK subsidiary also #@xhib
negative abnormal returns. Second, | find thatdtiehas sizeable real implications. After its eckment,
UK firms expand their subsidiary network less ihtgh corruption regions and their sales in theggores

grow 6 percentage points more slowly than salepoifparable continental European firms.

This event study requires that the passage of tKeBubery Act come as a surprise with substantial
impact for firms. This is plausibly the case. Thet Anposes potentially draconic monetary fines on
corporations found to have used bribes and indalslvesponsible for bribery. It applies equallylk
firms and foreign firms with UK operations, be drfthe use of bribes inside or outside the UK. A fu

defense against bribery allegations is providditriis can prove that adequate internal bribery enéion

1 In high-income OECD countries, one in eight firases bribes.

2 For instance, in 1977, the US passed the Fore@ru@t Practices Act (FCPA) which fines firms fouttdhave bribed foreign
public officials. The Russian Federation implemdrdeti-bribery regulation only recently, in eary12.

3 Academic studies have relied on few detected hyilmmses. Cheung, Rau and Stouraitis (2012) colléé prosecuted
international bribery cases that occurred over 8a@ry. Karpoff, Lee and Martin (2013) study 143 ecément actions for
violations of the FCPA that occurred over 36 years.



controls have been in place. Thus, the Act redtioes’ ability to use bribes. The monetary and peed
fines associated with breaking the Act go well beyprevious UK legislation, well beyond requirensent
of the OECD Anti-Bribery Convention, and well begormomparable US legislation. Also, the Act
prohibits the use of facilitation payments, whiabeg beyond comparable regulatformportantly, the
passage of the Act on March 25, 2009 was not aatied during the weeks prior to this date and tadian

only covered the passage on the event day andaisethdereafter (Figure 1).

--- FIGURE 1 ABOUT HERE ---

The findings of this paper are largely based on kgt&d UK firms. | calculate firms’ abnormal stock
returns around the passage of the Act to captume ¥alue implications. The key explanatory variable
Corruption Exposureneasures firms’ exposure to regions with high ugation levels. It combines hand-
collected headquarter locations of firms’ subsid&from Dun&Bradstreet8vho Owns Whom 2008/2009
book seriewith the country-specific Perceived Corruption IRAEPI) from Transparency International.
Both headquarter locations and CPI are reportetha@tcountry level. | define a firm'€orruption
Exposureas the weighted average of its subsidiary cou@ifys where weights are determined by the
percentage of a firm’s subsidiaries in respectiwantries. Further robustness tests require corstguc

abnormal returns andorruption Exposurdor 2 791 continental European, Indian, and Rusfias.

The main finding is that UK firms with higher coptibn exposure are more negatively affected byuke
Bribery Act. Based on abnormal returns around thsspge of the Act, a one standard deviation larger
exposure to high corruption regions is associategld & 0.48% drop in firm value. This may be because
operating a profitable business in more corruptoregmay require resorting more to bribes. And auje
find that UK firms expand less into high corruptioegions and their sales in these regions grow 6

percentage points more slowly than sales of contiddzuropean firms after enforcement of the A¢tisT

4 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 aggeéd receive financial or other
advantage in exchange for improperly performingelevant function. Facilitation payments (commonlgoaknown as grease
payments) are payments that induce governmeniaiffito perform tasks that they are otherwise albéid to perform anyway.



finding shows that the Act has real implicationggative abnormal returns on the day of the passhge

the Act do not merely reflect the cost of implenmegtegulation.

One immediate concern with this result is that heoevent specific to high corruption regions mayen
occurred at the same time. | tackle this concernekgmining the impact of the Act on firms from
continental Europe, Russia, and India. The Actissfliction comprises foreign firms with UK operat®
such as foreign firms with UK subsidiaryrgated, but not foreign firms without UK operations. |
therefore run an event study distinguishing forefigms that are UK-exposed (i.e. with UK subsidjary
from those that are not. | document that foreigmdi operating in high corruption regions experience
negative abnormal returns but only if they are Uased. This result is driven by Western European
firms. Among Western European firms, firms with Usposure that operate in regions with high
perceived corruption level are 0.5% more negatiedigcted than comparable firms without UK exposure
Moreover, while continental European firms incretisgr exposure to corrupt regions between 2008 and

2013, this trend is more pronounced among contah&ntropean firms without UK exposure.

To further alleviate the concern that another eueiigh corruption regions drives the resultsxamine
abnormal returns of UK firms around other eventateel to bribery regulation. On 13 distinct days
between 2000 and 2013, the UK government annouticed it would implement tougher bribery
regulation or that plans to implement tougher ratjoih failed. Staggering all events into one regjas |
find that higher corruption exposure is negativeljated to returns on event days that suggestghésing

of anti-bribery regulation and vice versa.

| also provide cross-sectional evidence. Firstnibgative association between exposure to highupton
regions and firm value is more pronounced for fimos already subject to other anti-bribery regolatil
measure exposure to other anti-bribery regulat&ingia Dummy variable that equals one if a firm &as
Advanced Depository Receipt (ADR), which indicatkat a firm is subject to the US Foreign Practices
Act 1977. This Act makes bribery of foreign pubbfficials a criminal offence. Second, the negative

association between exposure to high corruptioionsgand firm value is more pronounced for firmatth



are not considered socially responsible. | consittens socially responsible if they are part of the
FTSE4Good UK IndexThis index is constructed by FTSE and consistdkffirms that fulfill a range of
Corporate Social Responsibility criteria. Thirde tassociation between negative abnormal returns and
exposure to high corruption regions is more prowednfor firms operating in concentrated industries.
measure industry concentration using a Herfinddhddhman-type index. A one standard deviation llarge
exposure to high corruption regions is associatiél av0.95% drop in firm value for firms in conceated
industries, compared to a 0.36% drop for firms égmpetitive industries. This finding goes in linethwi

predictions from auction models with side payméBesck and Maher 1986, Lien 1986).

Predicting how governance affects the value ofathibity to pay bribes is difficult. Weakly governédms
may be less negatively affected by anti-briberyutation because they face lower reputational fines,
because they bribe less efficiently before antidmy regulation is passed (worse incentive aligrtinen
because a bribery enforcement crackdown improvesnal monitoring, hence reduces the extraction of
private benefits, which benefits minority sharekotd(as in Desai, Dyck and Zingales 2007). However,
weakly governed firms may also be more negativéigcted if they are unable to implement effective
internal anti-bribery controls, resulting in higkpected regulatory fines. | establish that UK firmigh
strong corporate governance, particularly UK firmigh high foreign institutional ownership and with
independent boards, are more negatively affectedhbyAct. Firms with above-median institutional

ownership (transparency) experience a 1.02% (1.3484&r drop in firm value.

All results survive standard robustness tests, sgcéxtended event windows and Placebo tests. theo,
results carry over to an alternative measure alupbion exposure. | collect sales data for the subsUK
firms that report geographic sales and show thatsfiwith a larger fraction of sales in Asia and tBou

America are more negatively affected by briberyutatjon.

This paper seeks to make three contributions. ireedontribution is to show that firms benefitinahe
ability to pay bribes in a setting where their catifors can use bribes. Indeed, unilateral antidygi

regulation destroys firm value of affected firmgldrence comes hurts shareholders.



Second, the findings of this paper are importantnderstand the role of governance in creating firm
value. It is possible that weakly governed firmmdfit optimal to circumvent anti-bribery regulatjaziven
lower reputational losses if detected breakinglélme A potential remedy to this is to impose suéitly
severe expected fines on firms and individuals. eviidtely, however, the weaker effect of the Act on

weakly governed firms is explained by the fact tnati-bribery regulation improves internal monitayi

Third, this paper introduces Dun&Bradstreatho Owns Whopa dataset that provides historical data on
public and private firms’ subsidiary structure. Jtdata can be used to study firm structure ovee,tim
geographic exposure of firms over time, and howckfdo particular geographic regions affect firmmatt
operate in these regions. Indeed, the techniqued us this paper can be applied readily to study
implications of unilateral regulation (e.g. on chibbor) or multilateral agreements (e.g. bilatératie
agreements) for competitiveness of the firm. A ipalar strength of the data is that it allows for

identifying suitable control groups, such as fondiigms without UK exposure in the paper at hand.

A few papers have linked bribery to firm value gsitetected bribery cases. Cheung, Rau and Stauraiti
(2012) document a $1 bribe payment to create $ldevim a sample of 166 prosecuted international
bribery cases. Karpoff, Lee and Martin (2013) stad$ enforcement actions for violations of the FCPA
They document prosecution costs to be more thaselly the value of contracts obtained throughebrib
payments. Smith, Stettler and Beedles (1984) shwt firms voluntarily disclosing foreign sensitive
payments under the SEC Voluntary Disclosure Acbrpto the passage of the FCPA suffer negative
abnormal returns around disclosure. While thesdiessuallow for studying cross-sectional charactieds

of bribe payers and bribe takers, they are sulbpegotential selection concerns and small sampke si

Some studies outline the broader economic impbaatiof anti-bribery regulation rather than firméév
implications. Hines (1995) finds the FCPA to leadat decline in US Foreign Direct Investment, US
aircraft exports, joint venture activity, and capitabor ratios. Evidence on the impact of the FGPAS
exports is mixed. Graham (1984) finds no negatimpact on US exports overall. Beck, Maher and

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



Another stream of the literature studies self-reggbbribes from surveys. Ugandan survey data ifiesiti
bribe payers to be firms receiving public servioemtracts and engaging in trade (Svensson 2003).
Bennedsen, Feldmann and Lassen (2009) use the \Barld's WBES survey on Eastern European and
Central Asian firms and find large firms to bené taws to their advantag®lpbying while small firms
bribe. Focusing on utilities, Clarke and Xu (20643 bribe payers to be more profitable de novwatea
firms that have greater overdue payments. Sergf2dt3) obtains global survey data from PwC'’s forens
practice and shows detection of bribery to impawmhpetitiveness, particularly morale, reputationd an
regulatory relations. Survey data allows studyihgracteristics of bribes and parties involved yeseas
selection and measurement concerns, which haveicatiphs for inference.Anonymity of survey

participants reduces available information, theriother limiting inference.

Last but not least, while | focus on the firm valeplications of bribes, a large body of economics

literature examines the implications of corruptioneconomic welfaré.

Taken together, the results of this paper sugdedtthe ability to pay bribes creates firm value émat

unilateral anti-bribery regulation hurts affectéunfs.

The remainder of this paper is organized as follo8ection 2 outlines history and content of the UK
Bribery Act 2010 and why March 25, 2009 is the d@veate. Section 3 derives predictions. Section 4
describes data and variable construction. SectipreSents results for abnormal returns and Seétitam
real implications. Section 7 presents an altergaitilentification strategy using multiple eventsct®m 8

offers a battery of robustness checks. Sectiom8lades.

5 Svensson (2003) runs a battery of robustness ¢esfirms’ self-selection into responding to thevay questions. Further
concern arises from the fact that subjective dependariables may be biased (their measurement isrlikely causally related to
independent variables; Bertrand and Mullainathal20and from the indices used to measure cormmack 2006).

® Mauro (1995) shows corruption to reduce investmireteby lowering growth. Fisman and Svensson (R6B@w corruption to
be more damaging to growth than taxation, whichei® and Vishny (1993) argue to be due to theydlidy and the need for
secrecy associated with corruption. See Bardha@i7(l&nd Svensson (2005) for reviews of studiesaoruption.



2. The UK Bribery Act 2010

This paper exploits the passage of the UK Bribecy 2010 as a shock to firms’ cost of using bribas.
this section, | describe history and content ofAlse | then argue why the passage of the drathefUK
Bribery Act on March 25, 2009 constitutes the ewdsie and why the UK Bribery Act has considerable

implications, especially in comparison to the OEBiibery Convention and US regulation.
2.1 History

The UK implemented the Bribery Act 2010 after yeafdgnoring its commitments to reform existing
legislation. In fact, part of prior corruption lstition in the UK dates back to the laté"Ehd early 20
century. ThePublic Bodies Corrupt Practices Act 188@odified by theStatute Law Revision Act 1908
the Criminal Cases Act 190&nd theCriminal Justice Ac{1967, 1988), criminalizes the acts of active and
passive bribery of public officials in the UK. Thisct defines active bribery as the promising, givior
offering of gifts, loans, fees, rewards, or advgetato members, officers, or servants of any pudaaty in
order to influence decisions within their powerss$tae bribery is defined as the receiving of giitgns,
fees, rewards, or advantages by members, officgrservants of any public body. Penalties for first
offences include fines, imprisonment, and constsatio re-election; second offences involve fineshsas

incapability of being re-elected along with thesas pension clainis

The UK had also committed to implement the OECDiMmnibery Convention. This convention was
ratified in 1997 and signed by the UK in 1999. Untlee convention, signatory countries agree toiput
place legislation that puts under legal punishntaet bribing of foreign public officials. In 2000ha
OECD urged the UK to toughen its anti-bribery regjioin to match the OECD convention yet subsequent
attempts to follow that urge failed in 2002 and 200he OECD’s monitoring process allows to highligh
local non-compliance to the governments. Moreoirethe case of repeated non-compliance, signatory

countries can take measures such as exclusionnefampliant countries. On repeated occasions, e U

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



had been reported to be non-compliant to a sat@fadegree, most firmly in a letter by the antiblery
working group of the OECD, delivered to the UK goweent in June 2008. This letter attacks the UK of

neither having brought to court a single foreigibéry case nor having reformed its anti-corruptams.
2.2 Content and event date

The UK Bribery Act was passed by a UK governmemhimission on March 25, 2009 and came into force
on July 1, 2011. The Act makes it a criminal offerfiar individuals and corporations to use bribasyall

as for corporations to fail to have in place intgdrcontrol procedures that prevent associated psssich
as employees from acts of bribery. This comprisgwe bribery and passive bribery. Active bribesy i
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 foreigualyic
officials and other firms. Passive bribery is definas receiving or agreeing to receive financiabtber
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 obligategerdorm anyway. The Act imposes potentially unlidit
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 gk
to the UK fall within the jurisdiction of the Act regardless where bribery takes place. Organizaitbam

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

On March 25, 2009, the UK government commissions@asthe draft of the UK Bribery Act 2010.
Newspapers did not discuss the vote on the pasdabe UK Bribery Act 2010 prior to March 25, 2009.
Only on the day of the passage did newspapers reaorting on content and implications of the Act

(Figure 1).

8 Financial Times, August 17, 2008 and British BessmMonitor, August 18, 2008.

% See http://www.legislation.gov.uk/ukpga/2010/23gpakpga_20100023_en.pdf (accessed September 18) £8 the official
text of the Bribery Act 2010 and sk#p://www.justice.gov.uk/downloads/legislationkry-act-2010-quick-start-guide.pdf
(accessed September 16, 2013) for a quick guidedmd by the Ministry of Justice.




The passage of the draft of the UK Bribery Act 20h0March 25, 2009 marks the event date for thesev
study. Of course, in the UK, there is a formal gaare to turn a draft/bill into an Act of Parliaméne.
into legislation)® Arguably, after the passage of the UK Bribery Abg Act was at risk of being watered

down or even failing.

However, in the case of the UK Bribery Act, thigitdative procedure was very likely to be succdssfu
without major changes to the content of the d@ftfvo reasons. First, theabour Partywas in control of
drafting the Act and in control of turning it integislation. The draft of the Act was passed by a
government commission, members of which reflectntiagority in theHouse of Commongit the time the
draft was passed, thdouse of Common&as dominated by thieabour Party (355 of the 646 Seats in
Parliament after the 2005 General Election in th€,land so was the government commission. While
both House of Common@ower house) anéHouse of Lordqupper house) participate in the process of
turning bills into Acts of Parliament, a Bill car Ipassed by the House of Commons using the Parltame

Acts if no agreement is reached between the twiegar

Second and more distinct from previous attemptisnfdement anti-bribery regulation, thebour Party
was pressured to act quickly, facing OECD pressun@ having at its disposal a relatively short time
horizon until the next general elections in 2010th/¢élection outcomes unfavorable or at least uaaer
(and eventually indeed unfavorable for Gordon Brpvithe only chance to turn the Act into legislation
was to act quickly, without time-consuming amendisethat would have contained additional news.

Indeed, subsequent Amendments focused on wordirthe draft rather than substantial content.
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 totagjulation with costly implications for non-comphke

10 An outline of this procedure is presented in tppéndix.
1 Mondaq Business Briefing, June 21 2010, “The Ukb8ty Act 2010 - What US Companies Need to Know”.



Not only does the Act extend the jurisdiction am@ tassociated fines of prevailing UK legislation
considerably, but it also goes well beyond the OE&Mi-Bribery Convention, as well as comparable
legislation such as the US Foreign Corrupt Prastidet. For instance, prior UK legislation does heit
explicitly account for corporate offenses nor ecitllf address bribery by firms. Also, prior attemo

change UK anti-bribery regulation did not extenahém-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 forkindsbribery of foreign public officials by US fisn
The UK Bribery Act 2010 differs along several dirsems. First, the UK Bribery Act 2010 makes it
criminal to receive bribes (passive bribery) andgiee bribes (active bribery), while the FCPA caver
active bribery only. Second, while the FCPA focusasbribing foreign public officials, the UK Briber
Act covers the bribing of private persons, othen§, and their employees, too. Third, both priyaesons
and firms are concerned under the UK Bribery Adthwstrict liability assumed fofirms that do not have
in place procedures meant to prevent bribery, acimternal controls. Fourth, potential firm finae
unlimited under the original draft of the UK BrilyeAct, rather than limited by $2 million under the
FCPA! Fifth, facilitation payments are criminalized undbe UK draft, while US legislation excludes
such payments from the list of punishable offen&@sth, the jurisdiction of the UK Bribery Act expitly
extends to non-UK firms with UK operations (eveibbry on foreign ground). The FCPA is only recently
applied to foreign firms and does not explicitlyntien foreign firms. In sum, the UK Bribery Act exids

regulatory punishment and jurisdiction of the FCghsiderably?
3. Hypotheses

In this section, | derive hypotheses about theiitagibns of bribes for firm value. The theoretitigdrature

has studied bribes as side payments within Viclrél961, 1962) first price auction framework. Beckl

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

13 Taken from UK Bribery Act (2010) (see_http://wwegislation.gov.uk/ukpga/2010/23/contents), Gerrég2@10) “The UK
Bribery Act 2010 — What US Companies Need to KnoWgndaq Business Briefinglune 21, 2010, Flint (2010) “The UK
Bribery Act 2010 v Foreign Corrupt Practices Act £¥77: How different are they & should your busmé® Concerned?”,
Mondaq Business Briefind\pril 26, 2010.
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Maher (1986) and Lien (1986) find auctions withesighyments (bribes) and without frictions to lead t
efficient resource allocation. Further relevantthe development of the hypotheses, Beck and Maher
(1989) show that costly anti-bribery regulation ehiaffects a subset of firms leads to a decline in

competition and may lead to inefficient resourdecatiort*.

With these theoretical frameworks in mind, illustraly, consider a government official (agent) who
tenders a contract on behalf of the governmenh¢jal) to firms that compete for the contract. Tine
that wins the contract is assumed to enjoy a teagsume some incentive alignment problem or ingoérf
monitoring between principal and agent so the guwent agent finds it optimal to award the conttact
the firm offering him the largest bribe. In turmoé firm finds it optimal to bribe, i.e. to shats ient with
the agent, in order to maximize firm value becausteusing bribes leads to zero probability of wingithe

contract®®

In this setting, consider surprisingly implementedal anti-bribery regulation that affects a subskt
firms. One can think of such regulation as imposirgpst to using bribes borne by each. If suchlatign

is sufficiently costly, it will force all regulatefirms to stop engaging in bribery. For regulat&th$, the
expected value from competing for the contract drtapzero, given that the probability of winningth
contract drops to zero. Non-regulated firms comitapay bribes in competition for the contract avaly
see an increase in expected value from using hrébgdained by a drop in competition (Beck and Mahe

1986).

First, consider firms’ exposure to corrupt agehtsa region with incorruptible agents where cortBare

allocated independently of bribes, firms have reeitive to bribe. Firms enjoy the full expectedtifieam

1 Harstad and Svensson (2011) follow a different efiag approach that focuses on implications of oty and bribing for
economic development. Firms bribe, which benefitly ¢he firm, or lobby collaboratively, which beitsftheir entire industry. As
country-level development increases, firms switdnf the use of bribes to the use of lobbying. & K Bribery Act affected
bribes only and not lobbying, this would allows tesdistinguish firm value reaction in less develdmnd more developed
countries. However, as established by Smith, 8tetthd Beedles (1984), anti-bribery regulationadtrces uncertainty under
which some firms consider actions such as lobbgingreasing illegal. Moreover, it is harder to gerimplications for industry
competition from this framework.

15 This set-up follows Beck and Maher (1986) and L({#®86). Firms assign a common value to a contdraty gross profit from
a common distribution, and compete for the contiaa first-price auction with side payments. Fo@isn the implications of
fines for the decision to bribe rather than onttpe of agency conflict or on the sharing rule estw firm and agent.
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competing over the contract and are unaffectednliyosibery regulation. In a region where contraats
allocated only to firms that pay a bribe, howe¥iems find it optimal to share part of their rentform of

a bribe. Regulating a subset of firms that oparaseich regions reduces firm value.

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

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

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

bribing if such disclosure is believable.

Hypothesis 2 (Less Affected Firms): Firms that are already subject to anti-bribery téation or
make believably public that they do not engageriibely experience a smaller drop in firm value

when anti-bribery regulation is passed.

Third, consider competition. In first price auctsoand Cournot competitions, expected payoff deeses
the number of competitors. This extends to firgtgauctions with side payments (Beck and Mahe6198

Lien 1986).

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

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

Fourth, consider the role of firm governance. UZBrewczyk and Varma (2004) and Crutchley, Jensen
and Marshall (2007) document detected cases obcaig fraud to be more likely to occur within weakl
governed firms. On the one hand, this finding meffect the fact that strongly governed firms have

stronger incentives to comply with anti-bribery wkgion, e.g. due to a larger loss in reputation if

12



discovered to be using brid&sr due to larger personal punishment of manadexsare responsible for
breaking the law (such as documented by Karpofeé bad Martin 2008). By this argument, strongly
governed firms are more negatively affected by legn. On the other hand, weakly governed firmy ma
be less able to implement regulation effectivelymdisguise breaches of the law. By this argumaith

considerable regulatory fines, weakly governeddiare more negatively affected by regulation.

A further argument for the prediction that strongtwerned firms are more negatively affected arfises
heterogeneous ability to bribe optimally. Bettecentive alignment in strongly governed firms may
incentivize managers to bribe optimally in the iat# of shareholders prior to anti-bribery regolati

resulting in a more negative impact of anti-bribesgulation on firm value.

Moreover, anti-bribery regulation can be interpdetess an increase in regulatory enforcement, which
strengthens internal monitoring. Desai, Dyck andgdies (2007) predict and confirm empirically that
weakly governed firms experience a less severe brdpm value when tax enforcement increases in
Russia. There are two mechanisms at play. Firsix arackdown reduces firms’ ability to avoid taxes
resulting in a decrease in firm value. Second xactackdown also reduces firms’ ability to expraypei
minority shareholders, more so in weakly governigdd. This results in an increase in firm valuerenso

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 &fbby anti-bribery regulation.

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

18 For a sample of UK firms, Armour, Mayer and PoD1) 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.
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4. Sample and data

This paper employs event study techniques in otddink firm characteristics to firm value. In this

section, | describe sample selection, data souacekyariable construction.

The main result is based on publicly listed UK firas UK firms are directly affected by the pass#Hghe
UK Bribery Act. | remove firms that do not have lgladtock return data on the day of the passagbef t
UK Bribery Act and the day thereafter, firms thatva fewer than 100 daily stock return observatibes
year before the passage, and firms that do not &es@unting controls and subsidiary data the yeforb

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 884s 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 accongt
information for Carhart (1997) factors (book valumarket value) from Datastredm.The equally
weighted cumulative abnormal return around the edate is -0.85% (median -0.96%) (Table®Lprior

to the event and after the event, equally-weightedhulative abnormal returns are economically

insignificantly negative at -0.06% for [-20;-1] ar@l06% for [2;20], respectively.
--- TABLE 1 ABOUT HERE ---

The key variable to test hypothesis Lisrruption Exposuremeasured by UK firms’ exposure to regions
with high perceived corruption level€orruption Exposurecombines two sources. First, | hand-collect
data on headquarter locations of subsidiaries abdidiaries of subsidiaries using Dun & Bradstieet’

Who Owns Whom 2008/2009 UK & Irelandun & Bradstreet publishes all subsidiaries, giévand

171 follow Ince and Porter (2006) in cleaning daigturn data. Long-short portfolios on size, bookvarket, and momentum are
constructed in line with Kenneth French’s Data hityrthough | split size into top-30% and bottom-7ffs to account for the

skewed size distribution in the UK though resutes @ot sensitive to this split. Parameters obtafn@eh a Carhart model over [-
294:-41] are then used to calculate alphas duhagtvent period [0;1].

8 The value-weighted CAR[0;1] is -0.005%.
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public, for ultimate parent firms over various y®aalong with subsidiary headquarter countries.
Subsidiaries are defined by ownership exceeding.508&cond, | obtain the country-specific Perceived

Corruption Index (CPI) for 2008 from Transparenatetnational (T1) for all headquarter countries.

| combine both data sources into a measure of pboruexposure for each firm

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

where CPI, is the Perceived Corruption Index of countryn 2008,#Subsidiar'esc 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;8.2] given the least corrupt caaatDenmark, Sweden, and New Zealand (10-CPlI is 10-
9.3=0.7) and the most corrupt countries Iran, Ugiak, and Zimbabwe (10-CPIl is 10-1.8=8.2). The
average sample firm hasGP| Exposureof 2.47 (Table 1B). Th€orruption Exposuraneasure assumes
that all subsidiaries are equally important torefil provide a measure of relative importance ghasn

geographic sales reported by a subset of firmghdmobustness section.

Hypothesis 2 relates to firms being affected byleBribery Act. First, some firms may have to cdyp
with other regulation, most notably the US Fore@prrupt Practices Act 1977. | obtain US crossHgsi

as an indicator of firms having to comply with thi$ Act 1977 fronBank of New Yoik list of ADRs; |
combine this list ADR information from Worldscopelfastream. 23% of sample firms had an ADR in the
2 years preceding March 25, 2009. Second, somes flnave selected to adhere to corporate social
responsibility (CSR) standards. Comparable toDbaini 400 Social Indefor S&P500 firms in the US,

FTSE publishes thé=TSE4Good UK Indexor UK FTSE All-Share firms.FTSE4Good UK Index

¥ The average publicly listed UK firm has 59 subsgiis 38 thereof in the UK, 11 in continental Ewepp in the US, and 6 in
the rest of the world. The median UK firm has 1Bsidiaries in Europe and no subsidiary in US/nonrd8-Europe. 40% of the
sample firms have fewer than 10 subsidiaries. 17#esample firms have more than 100 subsidiafidsw firms drive up the
mean, namely a few banks (Royal Bank of Scotlarid #4165 subsidiaries, HSBC with 1036, Barclays \8ifi1) and oil
corporations (Royal Dutch Shell with 906, BP wi8%. For firms not listed ifWVho Owns Whom useCapitallQ subsidiary
information.CapitallQ's ownership information is contemporaneous. All ragults hold when restricting the sample to firms
identified in Dun&Bradstreet.
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constituents are firms identified to be complyinghwenvironment, human rights, social, and stakedol
relations criteria. Information is obtained frombfialy available sources but also and directly from
companies. | obtain a list 8iTSE4Good UKconstituents for the end of 2008. 33% of my sarfiphes are

FTSE4Good constituents.

| measure industry concentration (Hypothesis 3)strocting a Hirschman-Herfindahl Index (HHI) type
measure from market values. The HHI of industig given by HHI ; = Zim ((MV, /ZiEIJ M\/i)z) where

MV, the market value of firm i in industty prior to the event date and industry classifiaatidollow

Datastream/ Worldscogé.The mean (median) HHI is 0.19 (0.03). This skewladribution of HHI is
driven by a few very concentrated industries arsgalirages from interpreting the economic signifiean
of a shift in HHI by one standard deviation arotinel mean. Instead, | will group industries by abaed
below-median concentration. The most competitikigtries (lowest HHI) are Support Services, Trdvel
Leisure, and Real Estate Investment & Services. ifest concentrated industries (highest HHI) are

Alternative Energy, Automobiles & Parts, and Mobililelecommunications.

In order to proxy for firm governance (Hypothesiy 4 suggest three measures. First, | measure
governance by institutional ownership which proxXmsmonitoring. | follow Ferreira and Matos (200i)
constructing institutional ownership as the fractiof a firm's market capitalization held by foreign

institutional investors that are not headquartématie UK. Average institutional ownership is 9.8%.

Second, following Aggarwal et al. (2009), | meastiren governance using fourty-four governance
attributes provided byRiskMetrics/IS8. The overall measure reflects the percentage ofmissing
governance attributes that a firm satisfies; it@ases in firm governance. | can match 317 of dmepée

firms to ISS. The average UK firm fulfills 85% dfe governance criteria.

20 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)

21 |SS obtains information from regulatory filingsyraual reports, and company websites. For a mowlelétdescription of the
dataset and a list of the 44 attributes, see Aggleetval. (2009).
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Third, | use detailed governance data from ISS/Reskics to measure firm transparengyansparencys
given by the sum of dummies that equal one if m firas independefitoard compensation committee

nomination committeeandaudit committegrespectively. 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 $458@#%72mn), CAPEX of 4.1%, and ROA of 2.0%

5. Results

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

their exposure to high corruption regions and tieamine 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 negatively @fd by the passage of the UK Bribery Act. Certain
industries are more likely to use bribes. The nmagult survives after additionally controlling fiodustry

fixed effects (Column 2).

Extending the analysis to the full set of industind firm level controls (Column 3{orruption Exposure
still significantly explains abnormal returns. Aeostandard deviation increaseGorruption Exposures

associated with a 0.48%(=0.65*0.745%) drop in firatue, reflecting $2.27mn(=$472mn*0.48%) for the
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median firm and $21.98mn(=$4,580mn*0.48%) for theam firm. For illustration of a one standard
deviation difference inCorruption Exposure compare a UK firm with 6 subsidiaries in the UK
(Corruption Exposureof 2.3=10-7.7) to an otherwise comparable UK filmat operates 1 subsidiary in

China and 5 subsidiaries in the UBqrruption Exposuref 2.98=(5/6)*(10-7.7)+(1/6)(10-3.6)).

40% of UK firms do not have subsidiaries outsid¢hef UK; they will have the san@orruption Exposure
of 2.3. | re-run all main regressions on the subga of UK firms with at least one foreign subsiglia
(Columns 4-6). With all controls, the coefficient Gorruption Exposures significantly negative at -.846.
Using standard deviation dforruption Exposureand market value conditional on firms being in the
sample, a one standard deviation increase QGorruption Exposure is associated with a

0.68%(=0.80*0.846%) drop in firm value, reflectifi§.68mn(=$835mn*0.68%) for the median firm.

Both cross-listing and FTSE4Good controls load tpady on CARJ[0;1] with 0.707% and 0.584%,
respectively, but insignificantly so, lending wealpport to Hypothesis 2. Industry concentration is
controlled for indirectly via industry fixed effexctThe number of subsidiaries is negatively assediaith

CARJ[0;1]; assets are weakly positively associafed.

5.2 Spilloversto foreign firms

One concern so far is that a shock specific to bighuption regions drives the result. In ordealleviate
this concern, | study spillovers of the UK Bribekgt to foreign firms. Foreign firms with high comption
exposure and UK operations are directly subje¢h#oAct (reated. Foreign firms with high corruption

exposure and no UK operations are not directlyenilip the Act.

Thus, foreign firms with high corruption exposunmedaUK operations should have negative abnormal
returns around the passage of the UK Bribery Atést this prediction by collecting subsidiary data

publicly listed continental European firms as wad#l Russian and Indian firms from Dun&Bradstreet’s

22 pAssets and number of subsidiaries are positivefyetated with rho=.68. Results are unaffected wieemoving one or both
controls, alleviating potential multicollinearitpocerns.
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Who Owns Whom 2008/2009 Continental Euraped 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 Exposurds constructed as beforegK 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, Tabl@résents summary statistics (Panel A) as well as
abnormal return results for sample splits (Paned®) multivariate regressions (Panel C). Duringethent
window [0;1] around the passage of the UK Bribemt,Aon-UK firms experience an equally weighted
cumulative abnormal return of -0.079% (Panel A)eTinean corruption exposure ranges from 1.43
(Swedish firms) to 7.34 (Russian firnf8)32% of the sample firms have a UK link. Reflectg@pgraphic
proximity and historical ties, 93% of the Irish gamfirms have at least one subsidiary in the UKilev

only 7% of the Polish firms have a UK link.
--- TABLE 3 ABOUT HERE ---

Panel B reports equally weight€AR 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%.8ore negatively affected.

23| only include EU countries if | can collect a#llevant information (subsidiaries, abnormal retpatsounting controls) for at
least 20 publicly listed firms. | do not study UBrfs (4,500 firms) as they are subject to the U&ign Corrupt Practices Act of
1977. | expect the effect of the UK Bribery Act 08 firms with UK exposure to be negative but claseero.

24 Recall: The measure of corruption exposure isyaarse measure of Transparency International’séRerd Corruption Index. |
take10- Perceived Corruption Indeé® get a measure that increases in corruption.
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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-Pé&lillustrates this notion: The previous resslt
driven by Western European foreign firms which 1€49% more in value if exposed to the UK and
exposed to regions with high perceived corruptievels. The evidence weakly suggests that Eastern
European and Asian firms without UK link even bdénfgbm the passage of the UK Bribery Act though
this result does not carry through to the diffeeeiredifference. This last result might hint at fresence

of a competition effect. As UK and continental Eugan competitors are forced to stop bribing for
contracts, Eastern European and Asian firms exhigtter rents (e.g. in a Cournot competition oirst f
price auction with a reduction in competition witlhaeplacement by new entrants; see Beck and Maher

1986, 1989, Lien 1986).

A split by UK Link and bycorruption exposuremay reflect a split among another dimension, sagh
industry or size. If an industry — such as miningoatains many firms with UK link and high corrugpti
exposure and is particularly negatively affectedimat day, this might explain the results in PaBelo
alleviate this concern, | provide multivariate aiséd in Panel C, controlling for industry and cayrfixed

effects as well as the number of subsidiaries, §ilze, %capex, 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 tfilams 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. EaetEuropean and Asian firms do not reveal thigepat

Overall, this subsection suggests that the resoiit¥)K firms are indeed driven by bribery. Somenfs

create firm value by engaging in bribery. Somehddt tvalue is destroyed through the UK Bribery Act
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2010. Methodologically, the spillover results exddualternative explanations such as a global ettt
negatively affects perceivably corrupt countriestba day of the passage of the UK legislation. The

spillover results therefore lend strong robustriedke results on UK firms.

5.3 Cross-sectional characteristics

For the sample of UK firms, | now turn to crossteewl characteristics that drive the main resai.

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-Ufes exactly Table 2 Column 3 and the focus isttos

interaction betwee@orruption Exposur@andcross-sectional controls.

--- TABLE 4 ABOUT HERE ---

In line with Hypothesis 2Corruption Exposurexplains abnormal returns more strongly for Uknfirthat
are not already subject to the Foreign Corrupt tRes Act 1977 (Column 1). SimilarlyCorruption
Exposureexplains abnormal returns more strongly for UKmir that are not identified to be socially
responsible by FTSE (Column 2). These results gpeated in the subset of UK firms that have astiea
one foreign subsidiary and give support to Hypdth2sFirms that are less likely to bribe are la§ected

by the UK Bribery Act.

Supporting Hypothesis Eorruption Exposureexplains abnormal returns significantly for UKnfis that
operate in concentrated industries. For firms incemtrated and competitive industries, a one stdnda
deviation increase dforruption Exposures associated with a .95% and 0.36% reductiorrin Yalue,
respectively. Using conditional median firm sizeege reflect $3.50mn and $1.81mn, respectively.

unreported results with double interactions, | doent that the association betwedearruption Exposure

% For firms in concentrated (competitive) industrigee conditional standard deviations afrfliption Exposurés
.67(.65) and the median size is $368mn ($502mn).
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and firm value is strongest among (i) firms withoumss-listing that are not FTSE4Good constitugfijs,
firms without cross-listing that operate in concated industries, and (i) firms that are not FTSkad&

constituents and operate in concentrated industries

Table 5 entertains the role of firm governanceofelhg exactly the specification in Table 2, Colu@in
Given that governance controls were not included able 2 (in order to keep a large sample), odd-
numbered Columns of Table 5 introduce governancetras. Even numbered columns interact
governance witlCorruption ExposureColumns 1 and 2 focus on institutional ownerskiplumns 3 and

4 focus on the overall ISS/RiskMetrics governaneasure, and Columns 5 and 6 focuS tansparency

--- TABLE 5 ABOUT HERE ---

First, | document that better governance is assatiaith a larger drop in firm value on the daytloé
passage of the UK Bribery Act and the day thereaRkems 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 (Colush. Notice thaCorruption Exposureoefficients are
larger, reflecting a lower standard deviation ofrgption exposure in the subset of firms that have

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

Second, | document that the association betw@emnruption Exposureand firm value is stronger in
strongly governed firms. Among firms with above-nig@dand below-median institutional ownership, a
one standard deviation increaseCiarruption Exposurés associated with a 0.87% and 0.45% reduction in
firm value, respectivelf® Among firms with above-median and below-mediamgparency, reductions

are 0.77% and 0.56%, respectively.

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

independent boards are more negatively affecte@rtisbribery regulation than firms with dependent

% For firms with above-(below-) median institutiormatnership, the conditional standard deviation ofrGption
Exposureas .53(.42). For firms with above-(below-)mediaartsparency, the conditional standard deviation of
Corruption Exposureés .30(.39).
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board. Indeed, having an independent board (nommatommittee, compensation committee, audit
committee) is associated with a 0.9% (1.3%, 1.2%%0) more negative abnormal return. While board siz
does not appear to matter, | find that classifieértds (as opposed to annually elected boards) are
negatively related to abnormal returns. Moreoviemd with CEOs that report related party transagio

and firms with unreasonably risky option grantslass negatively affected.

6. Real implications of the UK Bribery Act

So far, | have shown that firms are negatively @éfid by the UK Bribery Act. However, do negative
abnormal returns reflect real implications for f@nability to compete by paying bribes? l.e. do ateg
abnormal returns reflect the value of paying brib@s do abnormal returns largely reflect one-o8tsmf

implementing internal anti-bribery controls butfttans in fact maintain their ability to compete?

To answer these questions, this section considevsréal implications: Firms' subsidiary presence in
regions where corruption levels are perceived tdilgh and firms’ sales in such regions. | compake U

firms to continental European firms in order to ttohfor macro-economic trends.

6.1 Firm presence in regions where the level of corruption is perceived to be high

A shock to the cost of paying bribes affects theigien to open (continue) subsidiaries. Consider a
subsidiary that generates revenues through payibgdto local authorities or contractors. Antikniy
regulation increases expected costs of paying friBa increase in expected costs will affect psofé

sufficiently large increase may even turn the slibsy unprofitable.

To test this idea, | investigate whether UK firmisange their physical presence in regions where
corruption levels are perceived to be high subsetee the passage of the UK Bribery Act 2010. |
augment the 2008/2009 subsidiary data used befjohatd-collected subsidiary data for 2013. | cartr
firms’ Corruption Exposureneasure for 2013 as before, though | weigh sudnsédi with thePerceived

Corruption Indexfor 2008 so that my results are not driven by geann the perceived corruption index.
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As before, the measure increases in exposure taptaegions. Table 6 reports the results for armedd

Panel of 650 UK firm& and 1,526 continental European firms.
--- TABLE 6 ABOUT HERE ---

UK firms increase their exposure to corrupt regisigmificantly by 0.026, from an average 2.408 @02
(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 increase theioge highly significantly by 0.077. The difference
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
the Act increase their exposure by 0.066 while ditmat are not directly affected increase theirosxpe

by 0.086, lending weak support to the idea thatiKeBribery Act affects geographic presence.

A comment on the magnitude and significance ofdteffects 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€worruption

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 @ observed among European firms.

As a robustness test, | restrict the previous @l firms that have at least one foreign subsydin
2008. Firms that did not have foreign exposure @& may be firms that do not intend to open
subsidiaries abroad (biasing the change in expatmmmwards), or growing firms that are more likedy

soon open a subsidiary (biasing the change in exposither way). In particular, the subsample of

27 The results in this Section are based on a sfigfiflerent sample than the summary statisticsabl& 1. This section contains
some firms for which accounting information was waiable (these are omitted in Table 1) but thidise also discards some
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continental European firms with UK subsidiary ir080s 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 insignifican28,0vhile continental European firms increase expos

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

their exposure more strongly by 0.113 comparedQ66) 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 affécilens’ presence in corrupt regions.
6.2 Sales and earningsin 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 regulatsdrould suffer a reduction of sales in these regions

| 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 cownmtry
because they have only a small fraction of reveuside their home country. | aggregate quartiémhy
sales and earnings from non-US non-Europe opegatibthree points in time: prior to the passagtef
Act (pre-event 2" quarter 2008 —*iquarter 2009), after passage but before enforceafghe Act (nid-
event 11/2009-11/2011), and after the passage of thé (post-eventlll/2011-1/2012)* Given that reported
segments are not standardized, | construct genatgégories. This subsection focuses on sales nuptor

regions, notably in regions outside Europe andideithe US?

firms that could not be identified in 2013. Reswitshis sub-section are unaffected when constugittie sample to the firms used
in Table 1 and 2.

28 Data availability limits the sample period to first quarter of 2012. In order to avoid capturseasonal sales (earnings) effects
arising from the fact that the post-event perioty @overs quarters Ill, IV, and |, | compute sasesl 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.

29 |n some cases, firms report very broad geograggtments. Some firms report revenues by countrprégise economic area,
or by geographic area in which case | can identié/continent (e.g. revenues exclusively fr@hina” , or revenues exclusively
from “Africa” all qualify asgeographic revenues outside Europe and outsidéJB)e Some firms distinguisbK revenues from
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In terms of overall sales growth in regions wheoeruption levels are perceived to be high, UK firms
suffer a competitive disadvantage over contineBtalbpean 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 satear but less so for UK firms (Table 7).

--- TABLE 7 ABOUT HERE ---
Moreover, UK firms that operate in more corruptioeg are more adversely affected. For a balancedlpa
of 256 UK firms with geographic sales in perceiyalbbrrupt regions, | run a panel regression with
indicators for the mid-event and post-event petilogt are then interacted witBorruption Exposure
(Table 7). These regressions include firm fixeget and firm-level controls. In all regressiortandard
errors are robust. | restrain from clustering &t filme level given that mid-event and post-evemhihies
are essentially time fixed effects.
Both mid-event and post-event dummy load insigaifity positively, in line with the previous resthiat
UK sales go up (Panel B Column® However, | find that sales of UK firms that operat 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%(=27.4%*0.52) sales reduction; postagva one standard deviation increaseCorruption

Exposureis associated with a 16.7%(=32.2%%*0.52) salesataiu’.

worldwide non-UKrevenues in which case | can only categorizeUUKerevenues 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 ffdbanzania, Singapore, and Franceh which case | cannot categorize
revenues for the purpose of this analysis. | dragih ©bservations.

%0 Insignificant time controls in Table 7 may appagodds with positive growth in Table 6. Note hoesethat Table 6 is based on
an unbalanced panel including newly listed firmg& dimms that become subject to a change in geodragdies reporting
standards. Table 7 is based on a balanced Pafiehsfthat do not change geographic sales repoaimy roughly 4 years.

31 From my source, | cannot construct relative firenfprmance (e.g. earnings/sales). Firstly, nofiaiis report both geographic
sales and geographic earnings in Capital 1Q. Sdgpfidns that report both sales and earnings dbahways report coherent
geographic regions. For instance, a firm might repales in “UK” and “Rest of the World” while regimg earnings in “UK”,
“China”, and “Europe and Rest of the World".
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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 they, |
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 @892s not the only bribery-related event that o
in the UK during the early 21century. If alternative events are not perfectyrelated with bribery-

related events, staggering multiple events intoregeession helps exclude alternative explanations.

Problematically, this method requires identifyiripbry-related events from the media. This is iendy
subjective: Deciding whether announced regulatatioa and announced failure of regulatory actiom ar
important or not requires a judgment call. Additithy, this method requires coding of the directimi

news, particularly when events are staggered ingoregression. This again can be subject to judgmen

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 Rigliire 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 articidated to potential bribery cases as opposediberyr

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 gagly
2000s, as well as reversals of these indicatioableT8 then reports the coefficient on corruptispasure

of a regression that follows exactly the main regi@n of this paper in explaining abnormal retwonghe
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respective event date (Table 2 Column 3). A negatimruption exposure coefficient indicates thahé

with higher exposure to high corruption regionséhenore negative abnormal returns on that day.

--- TABLE 8 ABOUT HERE ---

While not statistically significant in most indiwidl cases, the coefficients on corruption exposeirably
follow the direction of news. In 2000, following pressure to line up UK legislation with the OECD
Corruption Directive, the UK government announcadughening of bribery regulation in May and June
2000, and again in November 2001. The corruptioposdre coefficient is insignificantly negative on
these days, indicating that firms exposed to regiwith high perceived corruption levels are negdyiv
affected. When news that the plans to tighten byilbegulation failed spread on September 2, 2002, t
coefficient is positive, reflecting a drop in theopability of UK anti-bribery regulation being pass In
2003, the UK government issues a draft bill (-0.8¥gnificant at 10% level) which subsequently fdile
(+0.48%, +0.41%). In 2005 and 2008, the governnagain announced that bribery regulation will be
toughened; coefficients are negative but insigaifity so. As discussed in the remainder of thisepage
passage of the draft UK Bribery Act is accompamnigith a negative coefficient on corruption exposure.

Subsequent delays of the Act have no notable impact

Staggering all events into one regression allowsroding for time fixed effects which | interactith
industry fixed effects. | cluster at the firm le@Ven that the key independent variables are eobstver
events.Corruption Exposureloes not explaiabnormal returns on event days that constitute meves/or

of firms that use bribes. Howevetprruption Exposuresignificantly explainsabnormal returns on event
days that constitute adverse news to firms thatbudes. Staggering all events into one regresaiwh
multiplying the dependent variable by minus onesvknts are favorable gives a negative significant

coefficient, in line with the main result of thiaper.

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

| conduct a range of robustness checks. A firsteonis that a short event window does not capghee
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 slowly 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 abnormairns. For 4-week event windows ending before

(starting after) the event, the coefficients asgnificant.
--- TABLE 9 ABOUT HERE ---

A related concern is that the main coefficientstaystically explain a fraction of returns that ist n
captured by the Carhart factors. Consider runniran+andomly selected days — the main specification
with Corruption Exposurgfrom Table 2 Column 1). ICorruption Exposuresystematically explained
abnormal returns, | would find its coefficient te Isignificantly 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 eadBorruption Exposureoefficient in Figure 3% The coefficient is significant at

1% level only on the event day but not otherwisesjrey the initial concern.

--- FIGURE 2 ABOUT HERE ---

Second, one might argue that the measure of carrupkposure does not account for the importance of

individual subsidiaries for firms’ operations ag tlmeasure is based on subsidiary counts ratherstben

32 |n unreported results, | confirm this for intefans of corruption exposure, ADR, and industry anteation (from Table 2
Column 4) and governance (from Table 4 Columns 2né 10).
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related subsidiary characteristics. For robustneBand-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 exprasirm’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 fiant comes exclusively from the US (2.9%) and
exclusively from non-EU non-US segments (6.4%)hwAsia (2.9%) and non-US America (1.4%) the

strongest continents. | cannot categorize 44%\afmees.

Using thusly constructed segment sales to explaimutative abnormal returns on the event day, liconf
the previous results for those 430 firms that repegment sales: Abnormal returns around the elegit

decrease in non-Europe non-US sales (Table 9 Banel

Third, results on governance are based on a sulsamhpK firms. In order to address selection caonse

| follow Svensson (2003) and compare the charatiesi of firms with governance data to those withou
Selected firms are larger (reflecting that largen§ are more likely covered by RiskMetrics) andtsly
less exposed to corrupt regions. Fourth, one caneéth the results on industry concentration ist tha
corruption and concentration are highly correlatéthile this concern is addressed by including 48FF
industry fixed effects, | also run the main regr@ss with anindustry corruptioncontrol. | construct an
industry-level measure of corruption from World Ba&n Business Environment and Enterprise
Performance Survey (BEEPS). The measure refleetfdltion of firms in an FF48 industry that cormsid
corruption asevereobstacle to conducting business (BEEPS Questi@®) 3. Controlling for industry

corruption does not affect the results on industmycentration.

Last but not least, | check that the results ateseasitive to other specifications of the estimatperiod
and outliers. Using a shorter estimation period@J days does not affect the results. Removing rateio

returns at the®land 99, 2" and 98, and %' and 95' percentile, respectively, does not affect theltssu

33 BEEPS does not report FF48 industries. Howevemsfireport theimain producs SIC code which allows me to derive the
FF48 industry code. For missing FF48 industriassd the corresponding FF10 industry corruptionlldveonstruct the measure
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9. Conclusion

In a setting where some firms are subjected tol lan&-bribery regulation while other firms are noét
show that the ability to pay bribes creates firrugaUnilateral anti-bribery regulation destroysrfivalue
and hence hurts shareholders of regulated firmshésame time, shareholders of unregulated firemg m

even benefit from a drop in competition for contsabhat are assigned via bribe payments.

Some regulated firms may still have incentives ribebwhen local regulation is not strong enough. To
prevent this, severe fines imposed on firms andviddals found guilty, along with effective regubay
monitoring, seem in order. These translate intd legpected detection costs and therefore drivesfirm

towards compliance.

The techniques and data used in this paper areeawicted to studying bribery; they provide poiaiht
fruitful avenues for future research on firms faceith unilateral regulation (e.g. on child labomda
bilateral agreements (e.g. bilateral trade agre&shehhe empirical setting in this paper allowsdying
firm value; it does not allow testing implicatiofes the efficiency of contract allocation. Futuesearch

may be interested in implications of unilaterali-domibery regulation for contract allocation.

on the basis of firms that report corruption toaiseveréissue, but results also hold when | constructriteasure on the basis of
firms reporting corruption to berainor, medium or major issue.

31



Appendix: Brief Outline of the Legislative Procedure in the UK

In the UK, a draft (bill) has to go through variciasmal 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 tyens of the House of Lords and comprise a detailed
line-by-line examination of the bill. Amendment® amllected before sittings and discussed/votethgur
the sitting. In a House of Lord sitting, subjeciscdssed and time of discussion cannot be resdringahe
government. The bill is then printed with all agteemendments 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 anedvduring 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 Houses,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 #gnUK 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

34 Seehttp://www.parliament.uk/about/how/laws/passag#toitds/Irds-lords-first-readingfaccessed August 15, 2013) for a
detailed description of the process.
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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 Agas passed by the UK government commiss@arruption Exposure
combines, for each firm, subsidiary data from Dumé&dBstreet'swWho Owns Whom 2008/2009 UK and Irelanidh
Transparency InternationalPRerceived Corruption Indefor the year 2008. For each fir@prruption Exposurés the sum
over allcountriesof (percentage of firm’s subsidiaries headquadeénecountryin 2008 * Perceived Corruption Index of
countryin 2008). The resulting sum is subtracted froms@Q@hatCorruption Exposuréncreases in firms’ exposure to high
corruption regionsUS Cross-Listings a dummy equal to one if a firm was cross-listelan ADR in the US in March
2009 or in the prior two year&TSE4GOOD Constitueris a dummy equal to one if a firm was constituehtthe
FTSE4GOOD UK Index in 2008ndustry Concentratioris a Herfindahl-Hirschman type measure construotethe basis
of market value of all UK firms in Datastream/Wattpe, using Fama-French 48 industries. Institatiomnership is the
fraction of a company’s outstanding shares ownedirsfitutional investors obtained from Bureau vaijkD ISS
Governancas a measure of corporate governance that dettetgsercentage of 44 governance features fulfthhga firm.
Governance data is obtained from I1SS/RiskMetries; rheasure increases in governance quality. Tregrspais the sum
of dummies that equal onehbard, compensation committeeomination committeeandaudit committe@are independent,
respectively. Number of subsidiaries gives the nemdf subsidiaries reported by Dun&Bradstreétio Owns Whom
2008/2009 UK and IrelandVarket valueis obtained from Datastream/Worldscope for 208 APEXand %ROA are
capital expenditur@ndearnings before interest and taxes2008 scaled biptal 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. The key explanatory variable Gorruption Exposure
which increases in firms’ exposure to high corroptiegions. These and all other variables are ngetst as described in
Table 1. Columns (2), (3), (5), and (6) includeustly fixed effects (Fama-French 48 Industrigsjtatistics of robust
regressions are in parentheses. *, ** and *** derggnificance at the 10%, 5%, and 1% level, retpaly.

All UK Firms All UK Firms with Foreign Subsidiary
1) (2) 3) (4) 5) (6)
CAR[0;1] CARJ[0;1] CARI[0:1] CARJ[0;1] CAR[0;1] CARJ[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 Bribeéxgt was passed by the UK government commission.eagh firm,
cumulative abnormal returns are obtained from QarflE997) models estimated over [-294;-41] usingalofactors.
Corruption Exposuréncreases in firms’ exposure to high corruptiogioas and is constructed as described in TabléKl.
Link is a dummy equal to one if a firm has at least sulesidiary in the UK. Panel B splits sample firmysdorruption
exposure and UK Link and reports equally weighté®R{D;1] of thusly created portfolios. Sub-Panel {4)based on all
sample firms. Sub-Panel (2) is based on Westernggan sample firms. Sub-Panel (3) is based on nest&th European
sample firms (Hungarian, Indian, Polish, and Ruséians). Each Panel reports CAR for all firms (8i&i), for firms split
by having above/below median corruption exposutéiwitheir country (columns ii and iii), for firmsplit by (not) having
a UK link (rows 2 and 3), and for the interactiohtloe two. Each Panel also reports differences AR®f subsamples.
Panel C extends the analysis of Panel B to a naultite setting, controlling for log(number of suliaries), log(assets),
%capex, and %roa as well as Fama-French 48 indfisag effects (Fama-French 10 for Hungarian, IngdiRolish, and
Russian firms) and country fixed effectsstatistics of robust regressions are in parenthese**, and *** denote
significance at the 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 UKgamment commission. The varialfl®rruption Exposurgincreasing
in exposure to high corruption regions) is integdctvith no ADR and ADR (Columns (1) and (4)), NoSB4GOOD
Constituent and FTSE4GOOD Constituent (Columnsaf®) (5)), and Concentrated Industry and CompetitinRistry
(Columns (3) and (6)), respectively. All variabke® constructed as described in Table 1 excepteébtrated Industry and
Competitive Industry which are dummies equal to dne firm operates in an industry with above- amelow-median
industry concentration, respectively. All regressioinclude controls (constant, ADR, FTSE4GOOD, mogiber of
subsidiaries), log(assets), %ROA, %CAPEX) and itrgufixed effects (Fama-French 48 Industridstatistics of robust
regressions are in parentheses. *, ** and *** derggnificance at the 10%, 5%, and 1% level, retpaly.

All UK Firms All UK Firms with foreign Subsidiary
1) 2 3) 4) 5) (6)
CAR[0;1] CARJ[0;1] CARJ[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 and Abnormal Returns of UKFirms around the Passage of the UK Bribery Act 200

This table relates cumulative abnormal returns Kffidms around the Passage of the UK Bribery AcLt@®o corruption
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. In Columns (1) and @yvernance UgDown) is a Dummy equal to one if a firm has above
(below) mediarnstitutional Ownershipin Columns (3) and (4¥;0vernance UgDown) is a Dummy equal to one if a firm
has above (below) medid8S Governancdn Columns (5) and (6f3overnance UgDown) is a Dummy equal to one if a
firm has above (below) medidiransparencyAll variables are constructed as described inldabAll regressions include
controls (constant, ADR, FTSE4GOOD, log(number ahsidiaries), log(assets), %ROA, %CAPEX) and indufiked
effects (Fama-French 48 Industriesjtatistics of robust regressions are in parenthésé*, and *** denote significance
at the 10%, 5%, and 1% level, respectively.

1) 2 3 4 ®) (6)
Governance Measure Institutional Ownership ISS Gwrece Transparency
CAR[0;1] CAR[0;1] CAR[0;1] CARI[0;1] CAR[0;1] CAR[f1]
Corruption Exposure -1.425** -1.683 -2.135*%
(-2.39) (-1.42) (-1.89)
Corruption Exposure -1.639** -1.528 -2.560**
x Governance Up (-2.34) (-1.06) (-2.03)
Corruption Exposure -1.070 -1.785 -1.434
x Governance Low (-1.05) (-1.24) (-0.78)
Governance Up -1.016* 0.333 -0.548 -1.162 -1.308* .35&
(-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
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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 BripAct for UK firm
sales as a function of Corruption Exposure in atiwarate setting. The dependent variable as tlgedloa firm’'s mean
guarterly sales outside the US and outside Eunogach of the relevant periods for quarters IllaM 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 establishes implications of news relatedbribery regulation for firm value of UK firmd&vents are from a
Factiva search for ‘bribery’ in UK Newspapers. Etgetinat are not related to bribery regulation, ali &s non-events (such
as journalistic opinions on events of the pasg,ramoved. For each event, the table reports tefficient onCorruption
Exposurefor a regression that follows exactly Table 2 Calug The dependent variableGsimulative Abnormal Returns
(CAR)in % on days [0;1] around respective dates. Thesgge of the draft of the UK Bribery Act 2010 onrbta25, 2009
through a UK government commission is included domparison. The key explanatory varialderruption Exposure
increases in firms’ exposure to high corruptionioag. In addition to the controls use in Table d2ugm 3, all staggered
regressions includ&F48 x Datefixed effects. For the staggered regression withewents, CAR[0;1] of events with
positive predicted direction are multiplied by *1**, and *** denote significance at the 10%, 5%nd 1% level. Standard
errors are robust for regressions with only oneneaad clustered at firm level for staggered regjoes.

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 afThe 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. WMRCiDa\nalysis. - -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. Glolaight Daily Analysis. - -0.23%
19/11/2008 Bribery law reform plans focus on overseas workhe Times; Press Association -0.77%
of businesses. Managers face jail in bribery National Newswire; The
cases. (published 20/11/2008) Guardian; The Daily
Telegraph.
25/03/2009 Draft bribery bill UK Bribery Act 201ppassed Reuters; Guardian; Financial - -0.75% **
by government commission & reaches Times; Press Association
parliament. National Newswire.
20/07/2010 Clarke delays enforcement of bribery law. Finan€iates. + 0.22%
31/01/2011 UK delays enforcement of UK Bribery Act 2010 The Wall Street Journal; + -0.20%
by 3 months. Reuters.
Staggered
All Positive Events 1 0.16%
All Negative Events -1 -0.53% **
All Events -0.34% *
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Table 9: Robustness: Alternative Event Windows and\lternative Measure of Corruption Exposure

This tables establishes robustness of the maitt feswlternative 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 followscélyxahe original set-
up (Table 2 Column 3) except for the dependentalsdgi which is replaced by cumulative abnormal retuor [-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 comimiss=or comparison, results of the original setamp reported in
Column 2 (highlighted in grey). For brevity, onlyet key explanatory variablgorruption Exposurgwhich increases in
firms’ exposure to high corruption regions) is repd. Panel B is a robustness check for the mawmltrasing an alternative
measure o€orruption ExposureThe set-up follows exactly the original set-uplfle 2 Column 3) except the main control
Corruption Exposureés now measured by geographic revenues. Geograplienues are obtained from CapitallQ but
reported only by a subset of firn#Revenue US6tRevenues Europe non-Wkd%Revenues nonUS nonEurapeasures
the percentage of a firm's overall revenues thateexclusively fronthe US exclusively from Europe (excluding the UK),
andexclusively from non-US non-Eurqpespectively. In both panelsstatistics in parentheses are for robust regrassio
* ** and *** denote significance at the 10%, 5%nd 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

45



Figure 1: Number of newspaper articles that cover @ti-bribery regulation around the passage of the UKBribery Act

This figure illustrates newspaper coverage of hribery regulation in major UK newspapers arourgphssage of the draft of the
UK Bribery Act 2010 on March 25, 2009 by the UK gowment commission. The figure is based draativa search in UK
newspaper articles that (i) include the term ‘bnybend (ii) include the terms ‘United Kingdom’ ¢Britain’ and (iii) do not
include the terms ‘cricket’, ‘olympic’, ‘football’or ‘contract notice’.

Newspaper coverage of bribery regulation in the UK
(around the passage of the UK Bribery Act 2010)
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Figure shows number of newspaper articles about bribery regulation around the passage
of the UK Bribery Act on March 25, 2009. Factiva Search: Newspaper articles published
in the UK that include ['bribery' and ('United Kingdom' or 'Britain') and not

('cricket’ or "olympic' or 'football' or 'contract notice')] and are in English; no duplicates.
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Figure 2: 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 whiclvhien the draft of the UK Bribery Act was passedtiny UK government
commission.
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T-Stat of Corruption Exposure Coefficient
T

Trading Day (Day 0 = Passage of UK Bribery Act 2010 on March 25, 2009)

————— 1% confidence interval - 5% confidence interval
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