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Abstract

Using enforcements of the Foreign Corrupt Practices Act, we find that prosecutors
are more lenient toward socially responsible firms. A one standard deviation increase
in corporate social responsibility (CSR) is associated with 5 million dollars less in
fines, or 25% lower than the mean. Yet, CSR is not a mitigating factor in sentencing
guidelines. It is also uncorrelated with bribe attributes, which should entirely determine
sanctions following Becker (1974). Consistent with the halo effect from psychology, this
prosecutorial bias is larger for firms that are more widely recognized by the general
public; and more responsible firms also receive less negative prosecutorial press releases
and experience better subsequent stock returns.
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1 Introduction

On August 15, 2015, the New York Times released an article exposing the poor treatment of
workers by Amazon. The article received more comments than any other in the New York
Times’ digital history. Amazon, long known as a demanding employer more focused on the
bottom line than on corporate social responsibility, faced intense national scrutiny. A number
of commentators pointed to potential damage to the Amazon brand and sales. Reflecting
the seriousness of the situation, Jeff Bezos founder and CEO engaged in a week-long damage
control.

The Amazon episode is one of the dreaded scenarios that many company executives of-
ten claim they want to avoid when they regularly spend hundreds of millions of dollars on
community, philanthropic, environmental and employee satisfaction programs.! According
to a 2009 McKinsey Survey, two-thirds of CFOs and three-quarters of investment profession-
als embraced the notion that corporate social responsibility adds to shareholder value. In
particular, they believed that the value added is tied to promoting a good corporate image.

A large literature, dubbed “doing well by doing good", has rightly recognized the im-
portance of trying to ascertain the strategic value of a good corporate image. The existing
approach has been to associate stock market valuation or firm profitability with a firm’s
CSR activities, hoping to show that higher CSR activities leads to higher valuations.? Yet
the case of the Amazon also demonstrates the difficulty of this widely-used approach since
valuations of Amazon subsequently reached an all time high on November 15, 2015, three
months after the scandal.

In this paper, we propose a novel setting by examining the influence of firm CSR on
penalties issued by the US Department of Justice and the SEC for violations of the Foreign
Corrupt Practices Act (FPCA) during the period of 1990-2013. In contrast to studies that
focus on the stock market, which lump together the value added of CSR for consumers,

employees, shareholders and regulators, we try to gauge the effect of CSR on only a subset

!For example, in the mid-2000s, Google initiated its famed 1% program, which invested 1% of its profits
in philanthropic and non-profit interests. In the late 2000s, General Electric spent $160 million for commu-
nity and employee philanthropic programs and earmarked billions more for the development of eco-friendly
products. At the same time, Intel spent $100 million for global education programs and energy conservation.

2See (Benabou and Tirole, 2010; Heal, 2005; Margolis, Elfeinbein, and Walsh, 2009; Kitzmueller and
Shimshack, 2012) for reviews.



of regulators.

Our setting, while more narrowly focused, offers a number of advantages relative to the
earlier approach. First, DOJ and SEC sentencing guidelines largely follow a clear benchmark
of optimal punishment and deterrence (Becker, 1974; Polinsky and Shavell, 1992) (hereafter
Becker-Polinsky-Shavell), where bribe characteristics and the firm’s cooperation with the in-
vestigation (Arlen, 1994; Arlen and Kraakman, 1997) should entirely determine the amount
of the fine. Since Becker (1974), this body of work has argued that as long as the offending
party can pay, optimal punishment should set fines proportional to the expected harm from
the crime—after accounting for cooperation with authorities. This principle of proportion-
ality gets the potential offending party to internalize the costs of the crime so that it can be
properly weighed against its expected benefit.

Indeed, the DOJ and SEC issued detailed guidelines for how prosecutors should take into
account severity of the bribe in calculating the fine amount. There is no mention of a firm’s
CSR as a mitigating factor.® This absence of CSR in sanctions guidelines makes the FCPA a
setting in which we should not expect CSR to affect outcomes in the absence of prosecutorial
bias. This null hypothesis stands in contrast to existing work correlating CSR with stock
market valuations, where reverse causality issues loom large.

Second, the FCPA setting provides us with rich enough data on the firm’s actions to
control for the factors that should drive fine calculations. FCPA cases come with detailed
information on bribe characteristics such as the size of payments and the number of years the
bribery persisted, which allow us to proxy for expected harm and as well as any underlying
differences in the bribing behavior of firms. These cases also have press releases, which we
are able to text-mine to determine whether the firm was cooperative or compliant (see Choi
and Davis (2013)).

Third, unlike other types of corporate crime such as accounting fraud, which almost
always involves the CEO, CFO or other upper management, bribes often do not involve top

firm executives.* The fraud is often committed by employees farther down the organizational

3In fact, it is not clear whether CSR should increase or decrease fines, if it was to play a direct role in
FCPA outcomes. A firm with a socially responsible corporate image can end up doing more harm to society
if its stakeholders were more trusting to begin with.

4See Bergstresser and Philippon (2006) for instances and evidence of CEO manipulation and accounting
fraud.



hierarchy. So FCPA enforcements are usually against a firm rather than just an individual,
making it a more fitting setting than fraud to measure how corporate image influences fines.

Fourth, there is a natural mechanism through which prosecutors might be influenced by
CSR. They are likely to be affected by the well-established halo effect in psychology liter-
ature, which was noted first by Thorndike (1920) and has been measured in the context of
jury penalties for defendants (see, e.g., Efran (1974)). The similarities between our setting
and these documented courtroom biases makes FCPA prosecutors likely candidates for the
halo effect. Prosecutors might be influenced by the broad or global reputation of the firm
for social responsibility and thereby harbor positive affect toward good companies. More
precisely, Nisbett and Wilson (1977) state the halo effect as “global evaluations alter evalu-
ations of attributes about which the individual has information fully sufficient to allow for
an independent assessment” and describe this bias as “[representing| a fundamental inability
to resist the affective influence of global evaluation on evaluation of specific attributes”. In
other words, prosecutors could go out and form an estimate of bribe harm but they are
unable to resist the influence of firm’s reputations for being socially responsible to assume
that the bribe is less harmful than it really is.

Fifth, we can use a key comparative static from experimental halo studies to motivate a
key additional test that helps with measuring a causal halo effect. The halo effect should be
stronger when subjects are more strongly primed with the “attractiveness” of the person or
firm in question. In our setting, we would expect the effect of the CSR scores on FCPA fines
to be larger for more visible companies, those for which the prosecutors were more likely to
be aware of their reputations.

Finally, announcement of fines are followed in the media and the stock market. We can
use event study methodology to measure the stock price reactions to these announcements
for high versus low KLD firms. These announcements also come with prosecutorial press
releases which we can text-mine for additional evidence of halo bias.

We measure corporate social responsibility using the widely-used Kinder, Lydenberg and
Domini (KLD) scores of CSR. KLD scores are developed by a for-profit company, akin to
a credit rating agency. The scores measure firm-level social responsibility along the lines

of community relations, product characteristics, environmental impact, employee relations,



diversity and governance. The final KLD score for a firm is a sum of indicators for various
socially responsible attributes or actions.

According to KLD guidelines, a one point increase in KLD requires a firm to change
one corporate social responsibility indicator from a concern to neutral, or from neutral to
a strength. For example, a company would need to implement a “notable strong retirement
benefits program” to get a strength. Or, if it had an underfunded or subpar retirement
benefits program in place, it would need to improve its funding or increase benefits. As we
discuss in Section 3, many of the indicators such as having a funded retirement plan involve
substantial resources.

We first establish that there are no differences in bribe characteristics across low versus
high KLD firms. In particular, there is no evidence that high KLD firms engage in less
harmful bribery. We also find that high KLD firms are no more likely to be cooperative or
compliant with the investigation, as measured by the textual analysis of prosecutorial press
releases. Therefore CSR should not be correlated with fines absent prosecutorial bias.

We then show that KLD nonetheless significantly influences sanctions. Our best estimate
is that a one-point increase in the KLD score results in an average reduction in sanctions
of around 2 million dollars relative to the Becker-Polinsky-Shavell optimal fine benchmark.
This is a substantial change in punishment, equal to 40% of the median sanction or 10% of
the mean sanction. The point estimates from different specifications range from 1.5 to 2.5
million dollars for a one point increase in KLD.?

We also break down KLD scores into their subcomponents to determine which are the
most relevant for FCPA fines. KLD related to community, products, and employees have the
strongest explanatory power, whereas governance does not. These findings indicate that our
overall results are not mechanically hard-wired to a firm having installed better governance
practices that somehow inhibit violations of the FCPA.

We also exploit the fact that the FCPA only became widely enforced after 2007 to address
the possibility of reverse causality. We show that KLD scores in 2007 and various measures
of lagged KLD scores are also negatively correlated with sanctions. These past CSR scores

were not set in response to FCPA fines. So we can rule out the alternative hypothesis that

5A one standard deviation increase corresponds to fines that are 25% lower than the mean.



fines influence CSR, rather than the other way around.

Although we have established a bias in sanctions, this bias could have various root causes.
Prosecutorial bias does not necessarily have to be due to a psychological or expectational
bias in the form of the halo effect. It could be due to other prosecutorial incentives such
as wanting to curry favor with powerful firms. To deal with these concerns, we first show
that sanctions are not lower for those firms that contribute more to political campaigns and
the effect of CSR is robust to controlling for other firm attributes such as firm size or firm
profitability. In other words, among all the obvious firm characteristics, CSR is the most
powerful explanatory variable for FCPA fines.

Second, motivated by halo experiments which predict that the halo effect matters more
when the positive attributes are most visible, we show that the halo estimate is larger for
more visible firms. We consider two measures of visibility. The first is a survey that exactly
tracks visibility, the annual Harris Poll Reputation Quotient, by asking several thousand
respondents each year (normal everyday individuals) to name the firms they perceive as
having the best and worst reputations. The second is membership in the S&P 500, which
has been shown to lead to more investor recognition and media coverage, all else equal (7).
We find that the effect of CSR on fines is concentrated amongst the most visible companies,
even controlling for firm size, consistent with the halo effect. Related, our KLD effect is
distinct from a brand reputation effect, as measured by Businessweek 100 Top Brands list.
While brand reputation might also confer halo and would be an interesting phenomenon in
its own right, we find a much sharper KLD effect than a brand reputation effect, thereby
pointing to the importance of CSR specifically.

We then examine whether the halo effect associated with FCPA fines have stock price
implications. We first use text mining to establish that prosecutorial press releases accom-
panying announcement of fines are associated with higher KLD firms having less negative
prosecutorial sentiment. Consistent with the preferential treatment by prosecutors, firms
with higher KLD scores enjoy larger excess returns, an extra 2.4% in the six months after
the announcement. This highlights the direct benefit of the halo effect to firm value via the
prosecutorial decision.

Our study focuses exclusively on fines levied in FCPA cases. Conditional on being prose-



cuted under the FCPA, we establish that a firm’s corporate social responsibility is associated
with lower fines relative to the benchmark of optimal fines. We might also be interested in
testing for a halo effect in the decision of whether or not to prosecute firms that may have
violated the FCPA. However, this is much more challenging because we do not observe the
sample of cases under consideration for prosecution, so we focus only on conditional fines in
this paper.

Our work cannot pin down whether the currently observed levels of CSR are optimal.
Indeed, as we alluded to above, we are only measuring a small fraction of the potential
marginal benefits of CSR whereas the marginal cost of obtaining a higher KLLD score are quite
substantial. Moreover, recent and well-identified work suggests that there is might be over-
investment in CSR due to agency problems (Bertrand and Mullainathan, 2003; Cronqvist,
Heyman, Nilsson, Svaleryd, and Vlachos, 2009; Cheng, Hong, and Shue, 2013). On the other
hand, some have argued there is not enough CSR because stock markets are too short-termist
(Bolton and Samama, 2013) and do not place enough value on the intangible aspects of CSR
(Edmans, 2011). More broadly, our paper contributes to a burgeoning literature on moral
finance as argued for in Haidt, Hirshleifer, and Teoh (2013) and Erhard and Jensen (2013)
and also the already important literature of behavioral corporate finance (see Baker and
Wurgler (2011) for a survey).

Our paper proceeds as follows. We provide background on FCPA sentencing guidelines,
particularly as it relates to discretion over company character, in Section 2. We describe
KLD scores in Section 3. We describe and summarize our data in Section 4. We collect our

main empirical methodology and results in Section 5. We conclude in Section 6.

2 FCPA and Sentencing Guidelines

The Foreign Corrupt Practices Act (FCPA) of 1977 was passed in response to the realization
that bribery was prevalent and the idea that bribery by some US firms was detrimental the
the reputation of US firms overall. The report to the House of Representatives that initially
introduced the FCPA outlined the reasoning behind this legislation. In recent years, more

than 400 companies admitted making illegal payments to foreign government officials, 117 of



which were in the Fortune 500.° These actions were thought to undermine the free market
system championed by the U.S. and harm foreign policy by lowering its credibility. Not
only were these actions judged as harmful, but a survey of corporations cited in the report
indicated that bribery was not deemed necessary by companies in a variety of industries and
of various sizes. As a result, the FCPA made it illegal for any US issuer, domestic concern,
or other person to bribe a foreign official in order to influence his acts or decisions or those
of his government or political party.

The number of cases prosecuted under the FPCA have grown rapidly in recent years,
prompting Choi and Davis (2013) to name the anti-bribery provisions of the FCPA as the
most important rules in the regulation of US business abroad. As shown in Figure 1, there
were quite few cases against corporations in the 1990s and early 2000s but the number
ballooned after 2007. A total of 15 cases were brought against corporations in the period
1991-2000 but this rose to 185 in 2001-2010. This is partially due to the changing nature of
US business involvement. At least twenty percent of the cases in the 2000s took place in Iraq
and at least 15 percent took place in China. But much of the increasing popularity of the
FCPA was due to the growing use of deferred prosecution and non-prosecution agreements
(DPAs and NPAs) to settle these charges. These made it easier for prosecutors to pursue
numerous cases. Regardless of the reasons, this surge in FCPA enforcement allows us to shed
light on prosecutorial practices by comparing sanctions for companies with differing levels
of corporate social responsibility.

The enforcement approach of the FCPA is detailed in A Resource Guide to the U.S.
Foreign Corrupt Practices Act, published in the Criminal Division of the U.S. Department
of Justice and the Enforcement Division of the U.S. Securities and Exchange Commission.
There is no mention of firm CSR as a mitigating factor that prosecutors need consider.
Rather, the initial “offense level” depends on the details of the bribe, such as the amount of
money paid and the cooperation of the offender. This base is then scaled by a “culpability
score”, which depends on firm prior misconduct and can reduce the fine to 5% of the base
or raise it to 400%. Nonetheless, prosecutors have some sentencing discretion, which makes

their FCPA sanctions susceptible to the halo effect. So it is possible that a firm’s reputation

Shttp://www.justice.gov /criminal /fraud /fcpa/history /1977 /houseprt-95-640.pdf



for social responsibility might influence their opinions of the severity of the crime.

The prosecutor’s opinion is particularly influential for the enforcement of the FCPA. This
is because most cases are decided by the prosecutor rather than a judge. The prevalent use
of DPAs and NPAs in the criminal charges handled by the Department of Justice means
that charges are not actually filed against many companies. In the cases when companies
are actually charged, they are likely to be resolved through a plea agreement. The civil
cases handled by the Securities and Exchange Commission follow a similar theme, with most
resolved through a settled civil complaint. Both of these policies give prosecutors a good

deal of discretion in setting sanction amounts.

3 Measuring Social Responsibility

To measure corporate social responsibility, we use annual scores compiled by Kinder, Lyden-
berg and Domini (KLD) Research & Analytics, Inc. These scores were first collected in 1991
for 488 firms and coverage grew over the years to include 2,894 firms in 2009. After 2009,
the calculations of KLLD scores changed. Therefore we use current KLD score to measure
firm goodness if the FCPA action was before 2009. If the action is in 2009 or later, we
use the KLD score from 2009. On average there are roughly 1,486 firms covered in every
year. KLD scans public databases, such as those on employee strikes and Environmental
Protection Agency (EPA) violations, and uses a team of analysts to measure these and other
social responsibility dimensions of firm production.

To calculate corporate social responsibility, firms are graded on roughly 60 indicators.
Each indicator represents a strength or a concern in one of six major areas: community,
corporate governance, diversity, employee relations, environment, and product. The total
strengths, net of the total concerns, are summed together to calculate a single KLLD score.
In Table 1, we list the firms with the highest and lowest KLLD scores both within the sample
of all firms with KLD scores and within firms that are in the FCPA sample. For the whole
KLD sample, the most responsible firms have scores of 10, while the worst have scores of
-8. These extreme scores are not dominated by any particular industry. For instance, the

technology giant IBM and ice cream company Ben and Jerry’s top the list and Walmart the



retailer and Goodyear Tire and Rubber round out the bottom of the list. We see similar
dispersion for the FCPA list.

As we mentioned in the Introduction, a one point change is quite costly for the firm.
One example we provided was changing to a well-funded retirement plan. Another indicator
score is on firm philanthropy. A company would have to donate around a few percent of its
capital expenditures each year to rank highly when it comes to philanthropic giving. Among
the 60 indicators, there are some less costly than retirement plan funding or philanthropic
giving. But presumably every firm can score well on the less costly indicators. Hence the
dispersion of scores we are picking up reflect the more costly measures, which can be easily
in the millions of dollars.”

Many of the companies on this list are well-known to consumers. One reason is that there
is a positive correlation between KLD and the lists of top brands compiled by publications
such as Businessweek and Forbes. The correlation is roughly 0.36, suggesting that KLD
captures the types of firm characteristics that influence consumer and investor sentiment
about the firm. It also suggests that the halo effect might come from a related source, which
is how prosecutors perceive the brands of these companies. We will disentangle these related

effects in our analysis.

4 Data and Summary Statistics

We start with a sample of 271 cases against corporations starting in 1991, the first year in
which KLD scores are available. The data on FCPA cases is taken from the website of the
law firm Shearman & Sterling LLP. In 101 of these cases, we can match the defendant’s name
to a company name in the KLD database. The characteristics of these cases are summarized
in Table 2. The average firm involved in one of these FCPA cases has a market capitalization
(Market Cap) of 27.86 billion dollars, with a median of 5.7 billion. These are larger than
the average firm for which KLD is measured, consistent with the fact that multinational

firms are larger and also have more opportunities to engage in foreign bribery. The mean

"Related, KLD scores have been shown to influence mutual fund managers’ portfolios and in particular the
portfolios of mutual funds marketed as being socially responsible (Hong and Kostovetsky (2012)). Socially
responsible funds typically own stocks with the highest KLD scores within an industry.



and median KLD score are both around -1. In contrast, the average KLD across all firms
surveyed in similar years is 0.1 and the median is 0.8 US Company is a dummy variable
that is equal to 1 if the firm is headquartered in the US and zero otherwise. The majority
of these companies, 87%, are headquartered in the US, as expected given the jurisdiction of
the FCPA.

Table 2 also describes the details of the bribes for which the firms are being prosecuted.
The mean sanction is 20.3 million dollars and the median is 5.23 million dollars. The mean
bribe involves a payment (Payments) of 9.26 million dollars. The median payment is 2 million
dollars. The number of years of bribery (i.e. how long the bribes went on) has a mean of
5.78 years and a median of 5 years. The FCPA cases also report the value of business gained
by the firm as a result of the bribes. The mean gain is calculated to be 300 million dollars
with a median of 98.2 million dollars. Notice that on average the value of business gained
is much larger than the sanction. This is to be expected because the value represents the
revenue gained by the business, not the profit, and because for some bribes the value to a
business could exceed the harm to society. Optimal fines do not aim to recoup the business
gained due to the bribe but only the harm it caused.

Many of the cases span multiple countries and jurisdictions; 40% take place in more than
one country and 15% are part of a foreign investigation. The data also imply that the bribes
in question are usually related to a wider pattern of firm bribery. Eighty percent of offending
firms are involved in multiple ongoing trials at once, although these tend to be clustered in
time since only 7% of cases stem from a repeat offense by a firm. Emphasizing the fact that
these bribes are committed by larger firms, in 51.5% percent of the FCPA actions related
companies are involved, generally subsidiaries.

Tables 3 and 4 further explore the types of industries and countries involved in these cases.
We use the Fama-French 17 industry portfolios to classify firms but only 12 of the industry
classifications have some representation. The majority of cases are assigned to the “Other”

industry, meaning their industries are specific enough that they do not belong to any of the

8Notice that the KLD scores of firms in the FCPA sample are slightly lower than those of other firms.
This suggests that higher KLD firms are less likely to be prosecuted under the FCPA. This could be due to
a number of different factors, one of which is a halo effect in the selection of firms to prosecute. We discuss
this at the end of the paper.

10



sixteen other broad industry classification.” The most commonly represented industries are
machinery, oil and food. In line with the report to the House of Representatives, offenses do
not appear to be concentrated in any one industry.

There is also a good deal of disparity across countries, with a majority of bribes taking
place in China (28 cases) and Iraq (20 cases). In this table, we do not display all countries
but just those with at least 3 FCPA violations. The total number of observations is greater

than the 101 cases in our sample because each FCPA case may involve multiple countries.

5 Results

5.1 Optimal Fines Benchmark

There is a sizeable literature in law and economics going back to Becker (1974) that has
examined the determinants of sanctions or fines, notably modeled by Polinsky and Shavell
(1992). Recent papers examining the empirical specifications for the FCPA include Choi and
Davis (2013) and Karpoff, Lee, and Martin (2014). The optimal fine derived in the most

basic version of Becker-Polinsky-Shavell type model has the following form:

E[Sanction;| = a + kE[Harm;]

where Sanction is the sanction or fine. It is set equal to a, a constant that captures the
fixed cost of enforcement, and is proportional to the harm done by the crime E[Harm,].*
The intuition for this optimal fine is that sanctions are set to recoup the fixed costs of
enforcement for society and to equate the firm’s expected sanction (the sanctions level scaled
by the probability of detection) with the expected harm. Because the firm trades off the
private benefits of the bribe with the expected sanction, it will only choose to bribe when

the private benefit outweighs the total harm.

The empirical literature on the FCPA has used observable bribe characteristics to proxy

9In the sample, these include firm that deal with data processing, computer systems, radio and commu-
nications equipment, among others.
10The coefficient reflects factors such as the probability of detection.
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for the harm done in each bribery case, i.e.

E[Harm;] = dB;

where B; includes variables such as the size of the bribe payment, the estimated value that
the firm gained from the bribe, and the number of years over which the bribery occurred.
The types of countries in which the bribe occurred may also influence harm. Another impor-
tant determinant of optimal fines following corporate crime is cooperation and compliance
with the authorities, as detailed by Arlen (1994) and Arlen and Kraakman (1997). More
cooperative firms should be assigned lower fines, all else equal, because they reduce the fixed
cost of investigation for prosecutors. To account for this enrichment of the benchmark model,
we control for these variables in later specifications. We will consider all the above bribe
characteristics, and more, in our empirical analysis.

Our regression specification is motivated by the following model

E[Harm;|KLD;| = —cK LD + dB;,

whereby prosecutors over-extrapolate that a high KLD firm imposed less harm for any given
set of bribe characteristics B;. This halo effect is in the spirit of psychology studies such
as Thorndike (1920) in which jurors assume some positive trait (such as good looks) spills
over into estimates of guilt or harm.!! We will show below that K LD is uncorrelated with
B;, makes it unlikely that K LD is a proxy for higher order moments of B; or unobservable
bribe characteristics.

Substituting the above expression for E[Harm;|KLD;] into the equation for optimal
sanction gives us an expression for F[Sanction;|K LD;], the expected sanction upon getting
caught, conditional on K LD. This motivates the regression specification for our test of the

halo effect of corporate social responsibility. We estimate

Sanction; = By + PuK LD; + BgB; + ¢;

1 One might also think that d is a function of K LD where d'(K LD) < 0. This would be true if prosecutors
assumed that equally egregious bribes translate into less harm for more socially responsible firms. We have
examined both settings but our baseline case is the simpler one.

12



where the outcome variable Sanction; is the punishment, as measured by the sanction as-
signed for FCPA case 7. The variable K LD; is the firm’s overall KLD score in our main
specification. As we detailed earlier, FCPA sentencing guidelines do not list CSR as a mit-
igating factor. Since CSR is uncorrelated with B; as we show below, our null hypothesis is
that Sy = 0 under the benchmark of optimal fines by unbiased prosecutors. So Sy measures
the halo effect. It represents the change in punishment for bribery offenses for firms with
higher corporate social responsibility, holding all else equal.

In subsequent regressions we also explore the importance of various subcategories of KLD.
In choosing relevant bribe and country characteristics for B;, we are guided by our reading
of the Resource Guide and by factors that Choi and Davis (2013) found relevant. For every
bribe we include the amount of bribe payments and the value gained by the firm as a result
of the bribe. When these variables are missing, we use the sample mean and include an
indicator for missing variables. We also include in B; the number of years the bribe spans
and indicators for whether there are multiple parties involved in the bribe, whether it is
being investigated by a foreign entity, whether it occurred in multiple countries, whether it
is a repeat offense by the firm, and whether the offender is a US company. We also include
fixed effects for the year in which the FCPA case was resolved and an indicator for whether
the prosecution was by the DOJ or SEC.

Our main specification uses firm KLD without accounting for industry. However, we
have also tried to account for the fact that more socially responsible industries may be
looked upon more favorably in general. We have tried controlling 