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Abstract

We use the data leak of the Panama Papers on#@U16 to study whether and how the use of offshor
vehicles affects valuation around the world. Theadeak made transparent the operations of more tha
214,000 shell companies incorporated in tax halwnBanama-based law firMossack Fonsecalhe
Panama Papers implicate a wide range of firmstigals, and other individuals around the globe to
have used secret offshore vehicles. Allegationdud® tax evasion, financing corruption, money
laundering, violation of sanctions, and hiding othetivities. We find that, around the world, thatal
leak erased an unprecedented risk-adjusted USSR bn market capitalization among 1,105 firms
with exposure to the revelations of the Panama lBapéms with subsidiaries in Panama, the British
Virgin Islands, the Bahamas, or the Seychellespresenting 90% of the tax havens usedvimssack
Fonseca— experienced an average drop in firm value o%0®6% around the data leak. We also find
that firms operating in perceivably corrupt couedri— particularly in those where high-ranked
government officials were implicated by name in tbaked data — suffered a similar decline in firm
value. Further, firms operating both in Mossack dema’s primary tax haverend in countries with
implicated politicians experienced the largest tiggaabnormal returns. For instance, firms linked t
Mossack Fonseca’s tax havens and operating inndedaperienced negative abnormal returns of -1.4%;
the data leak revealed that Iceland’s Prime Miniééled to disclose beneficial interest in a Bfiti
Virgin Islands incorporated shell company. Overally estimates suggest that investors perceivietthe

to destroy some of the value generated from ofshativity.

Keywords:Panama Papers, tax havens, tax evasion, corrypfishore vehicle.
JEL ClassificationG32, G38, H25, H26

We have benefitted from discussions with Morten rieetsen, Alexander Dyck, Julian Franks, Nicola Gatina
Karl Lins, Colin Mayer, Marco Ottaviani, Paolo Paagello, Uday Rajan, and Fabiano Schivardi. Athegning
errors are our own.

" Department of Finance, INSEAD, james.odonovan@idsedu.

* Department of Finance, Bocconi University, hamwagner@unibocconi.it.

*" Department of Finance, University of Michigan, z&@umich.edu.



1. Introduction

On April 3, 2016, news sources around the worldtelareporting about a data leak of
confidential documents concerning the busineswities of Mossack Fonseca, a Panama-based
law firm and provider of corporate services. Thesecalled Panama Papers comprised 11.5
million emails, contracts, transcripts and scandeduments, and constituted the largest data
leak to date. However, the contents of the leakierathan its sheer size - 2.6 terabytes of data,
equivalent to roughly 168 million pages of text -akme it significant. The leaked documents
provided insights into the uses of more than 2131 §lell companies during the past 45 years.
According to Mossack Fonseca’s internal documeraise- leaked — 95% of the company’s work

consisted of “selling [corporate] vehicles to avtasles™

The use of offshore corporate vehicles to avoidewamde taxes, facilitate corruption,
launder money, violate sanctions, and avoid detectf other activities is well known.
However, due to their intransparent nature, anyaisbf the actual uses of offshore vehicles and
of the value they create for shareholders has bealkenging in the past, both for governments

and researchers.

In this paper, we use the data leak of the Panaaper® to study, around the world,
whether and how the use of offshore vehicles affeetiuation and corporate decisions. In
theory, the unexpected data leak might reduce aease firm value generated from offshore
vehicles. The leak might negatively affect valué iihakes it harder to avoid future taxes or to
use offshore money to bribe foreign governmenc@fs. The same applies if the leak increases

expected costs of regulatory punishment for pastetgasion and violations of anti-bribery

! “The Panama Papers: how the world’s rich and fartide their money offshore’, April 3, 2016, Theagdian.
Retrieved April 14, 2016.



regulation. Additionally, reputational damage maysa from the revelations. However, if
offshore structures were used to tunnel resourceésobthe firm at the expense of minority

shareholders, the leak might increase the costadf activities, thereby increasing firm value.

We use a sample of 26,655 publicly traded firmsnfré3 countries, with a total of
543,151 subsidiaries across 213 sovereign and oneraign territories, to assess the impact of
the Panama Papers data leak on firm value. We meedison value by returns and abnormal

returns to the announcement of the data leak arépnid 3, 2016.

Our results show that, across countries, the detk Wiped out a total of $ 222-230
billion in market capitalization among firms withxgosure to the revelations of the Panama
Papers. Around the data leak, an average firm with expesarthe Panama Papers — by having
subsidiaries in the main tax havens used by MosBaokeca — experiences a drop in firm value
of 0.5 to 0.6 percent relative to same-country sardastry firms without such exposure. These
returns persist over alternative event windows rabeist to adjusting for market movements and

market risk exposure, and are statistically sigaifit at the 1% level throughout.

Next, we consider firms’ exposure to individual taavens implicated by the Panama
Papers. Of the 214,000 companies that appear irsddksFonseca’s files, 90 percent were

incorporated in just four tax havens - the Britigingin Islands (BVI) (114,000 firms), Panama

? For this calculation, we consider the 1,105 firmish exposure to Panama, the British Virgin Islantie

Bahamas, and the Seychelles in our sample. US$222ha drop in market value of these firms betwelesing of

Thursday, March 31, 2016 (the day before our maenewindow) and closing of Thursday, April 7, 20{1be last
day of our main event window). US$230 is the dmpriarket value obtained by multiplying each of th&05

firms’ market valuation on Thursday, March 31, 2@6its cumulative abnormal returns between Apri2016 and
April 7, 2016 (our main event period). Cumulatiienarmal returns are based on a 1-factor CAPM (ssti@® 2

for more detail). We obtain quantitatively similegsults when applying the average drop in firm gaftom

regressions with country and industry fixed effeotshe average size of firms conditional on besxgosed to the
Panama leak.



(48,000), the Bahamas (16,000), and the Seychéle900)® We find negative and strongly
significant abnormal returns for exposure to thoéghese tax havens. Firms exposed to the

Bahamas lose 1.3% in value, followed by firms exgoo® Panama (-0.8%) and BVI (-0.7%).

We then turn to the impact of the data leak ondimith exposure to perceivably corrupt
regions. Firms having subsidiaries in countriecg@i@ed to be more corrupt than their home
country experience 0.3% lower returns than samesing, same-country firms without this
exposure. Also, the impact of the data leak is nppomounced for firms that have activities in
countries whose high-ranked government officialsenienplicated by name in news stories of
suspected fraud, money laundering, bribes, oraelattivities immediately following the leak.
These countries are Iceland, Argentina, Georgiag, IJordan, Qatar, Saudia Arabia, Sudan,
United Arab Emirates, and Ukraifiesirms with at least one subsidiary in any of thd€e

countries experienced average abnormal return3.6%%.

Finally, we test whether investors perceive firm&iave used offshore accounts to obtain
political favors, such as government contractsaanses. Because bribe payments and contract
allocation procedures are unobservable, our evaesndndirect. We find that firms that are
exposed both to tax havens implicated by the PanBagers and to perceivably corrupt
countries have 0.3%-0.4% lower abnormal returnsuradothe data leak than same-country,

same-industry firms. Similarly, firms with exposuceany of the four Panama Papers havens and

3 According to ICIJ, the remaining 10% of firms wémneorporated in Niue (9,600), Samoa (5,300), BhitAnguilla

(3,200), Nevada (1,300), Hong Kong (450), the UBQ)land very small numbers in other countries.

* Initial news stories focused primarily on the o$effshore vehicles by several government leapisidents and
other politicians in these 10 countries. As of 24riA2016, the list of potentially implicated indduals has grown
to include politicians and other individuals frofd dountries in total (additionally: Armenia, Ausdiea Azerbaijan,

Bangladesh, Brazil, Canada, Chile, China, ColomBigrus, Egypt, France, Hong Kong, India, Indonekieael,

Italy, Malta, Mexico, New Zealand, Norway, Pakist&ussia, Singapore, Spain, Sweden, Switzerlandildrd,

Tunisia, the UK, and the US).



nine of the ten countries directly implicated by tleak have negative returns; the effect is

statistically significant for Iceland, Jordan, Qatae Sudan, and the United Arab Emirates.

As an example of an early outcome of the data legkand’s Prime Minister, Sigmundur
David, resigned in the wake of revelations that faimily had ownedWintris, a company
incorporated in the British Virgin IslandsiVe show that firms both linked to implicated tax

havens and operating in Iceland experienced negabmormal returns of 1.4%.

Our work is related to two strands of researchstFa large and growing literature in
accounting and finance has studied the costs anefiteof using tax haverisTax shelters are
used as a substitutes for debt (Graham and Tu€@8)2nd for round-trip tax evasion (Hanlon,
Maydew, and Thornock 2015). Managers also use &er subsidiaries to finance inefficient
acquisitions (Hanlon, Lester, and Verdi 2015) aadekxpropriate minority shareholders; tax
enforcement and transparency can reduce such eiairop in the tax haven setting (Bennedsen
and Zeume 2016) and in corrupt environments (D&saik, and Zingales 2007, Mironov 2013).
Second, prior work has studied the benefits ofdsgitand the costs of anti-bribery regulation for
firms.” Firms appear to use bribes to create shareholddue (Cheung, Rau, and Stouraitis
2012, Lin, Morck, Yeung, and Zhao 2016, Zeume 20Y@} prosecution costs associated with
detected violations of anti-bribery regulation maonan offset the value of contracts obtained
through bribe payments, but only if prosecution Byitbery is accompanied by charges of
financial fraud (Karpoff, Lee, and Martin 2015). Owork provides insights into the use of

offshore facilities, among others to pay off cotrppliticians.

> At the time of writing, Sigmundur David's move megnstitute atepping asideather than atepping down

® This literature by-and-large focuses on tax avoiga- see Hanlon and Heitzman (2010) for a reviege also
Desai, Foley, and Hines (2004) on the effects nfitavens, Johannesen and Zucman (2014) for bantsitgp
response to increased transparency of tax havedsslamrod (1985) for a perspective on individaal évasion.

’ Reviews of the corruption and growth literature provided by Shleifer and Vishny (1993), Bardh&®9(7), and
Svensson (2005).



Finally, much of the data pertaining to the Pand&apers leak are not yet available; for
our tests we rely on market data and news stopes April 7, 2016. Future revelations from the
Panama Papers and responses by law enforcemeatpngmntal agencies, and regulatory bodies

will likely create additional events and data timapact the value of offshore secréts.
2. Data and Summary Statistics

In this section, we describe the data and variabsesl in this paper. The Appendix lists all

variable definitions and data sources.
2.1 Sample construction

Our paper combines data from several sources.|Fpulicly listed firms in Bureau van Dijk’s

Orbis database (2015), we obtain a list of subsiEes owned at the 50% level or higher. We
identify whether or not a firm has subsidiariesaimy of the four main tax havens used by
Mossack Fonseca (Panama, British Virgin Island$iaBeas, Seychelles). We do not condition
on whether a firm used Mossack Fonseca to set eisubsidiary or not; instead, we capture
whether a firm hasny exposure to tax havens used by Mossack Fonsegartintly, this is

information available to investors as of April 315, i.e. the initial date of the disclosure of the
data leak. Future versions of this paper will addally use more direct links between firms and

Mossack Fonseca based on the leaked data.

In similar fashion, we use news stories from ABFfif, 2016 to measure whether or not a
firm has at least one subsidiary in any of the toes whose high-ranked government officials

were implicated by name in the leaked data. Thesatdes are: Argentina, Georgia, Iceland,

8 A future version of this paper will include an emtled analysis of the far more detailed data coethin the
Panama Papers once made available by the The dtiteral Consortium of Investigative JournalistsI{l)C This
data will allow us to connect firms, individualspljicians, and countries, and cover aspects opetted tax
evasion, money laundering, fraud, corruption, aiethtion of sanctions.
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Irag, Jordan, Qatar, Saudi Arabia, Sudan, UnitedbAEmirates, and the Ukraine. As before,
these measures proxy for being exposed to certaintges rather than capture whether firms are

indeed connected to implicated politicians.

We obtain daily stock prices from Datastream fdrpalblicly listed firms. We apply
standard data filters and drop penny stocks (ptetsw US$0.10), stocks indicated as inactive
by Datastream, stocks with only zero returns betwieand 7 April 2016, and we exclude firms
with revenues in 2015 below US$1mn. We winsorizarres at the 1% and 99% percentiles to
remove outliers (all of our results alternativelytain without winsorization). We calculate stock
returns in excess of market returns using courgeeific market returns. Alphas are obtained
from a 1l-factor model, with March 4, 2015 to Mar8h2016 as the estimation period. We

require stocks to have at least 100 observatioasadle during that period.

The day of the data leak, April 3, 2016, falls o®Swunday, which makes our event day
Monday, April 4, 2016. We aggregate returns ovélerBnt event windows spanning up to 20

trading days prior to April 4, 2016, and up to &ding days thereafter.

Finally, we construct several variables that trycépture firms’ exposure to corruption,
independently of the revelations of the Panama lBapks in Zeume (2016)Corruption
exposurecombines, for each firm, subsidiary location d&tam Orbis with Transparency
International’s Corruption Perceptions Index (CP).order to calculat€orruption exposure
for each firm, we multiply the percentage of themfs subsidiaries headquartered in each
country in 2015 by the CPI of that country in 20W&e then sum over all of a firm’s products to
obtain that firm’s corruption exposure. The resigtsum is divided by 10 (for legibility) and
subtracted from 10 (the upper limit of the CPI)that Corruption exposurds increasing in
firms’ exposure to high-corruption regionidigh Corruption Exposureand High Corruption

6



Rank are indicator variables equal to 1 iffiam’s Corruption Exposure is strictly above its

headquarter country’s corruption level and ran&peetively.’

2.2 Summary statistics

Table 1 provides summary statistics for all firmsour sample. Panel A shows equal-weighted
returns for several event windows around April @1@&, the first trading day after the Panama
Papers data leak became public knowledge. Leadgtrig the event, during the [-20;-3] window,
firms experience an average positive return of %, 1dr 0.81%, controlling for local market
returns. Around the event, for the [-2;3] windownTs experience positive returns of 0.45% and

0.11%, respectively.

-- Table 1 about here --

Roughly 1,100 firms, or 4.1% of the sample, havéeast one subsidiary in the Panama
Papers tax havens, many of them in the British ididglands (2.9%) and Panama (1.1%).
Around 1,600 firms, 5.9% of the sample, have sués&bs in countries whose government
officials were immediately implicated by the PanaRapers leak, many of them in Argentina
(2.5%) and the United Arab Emirates (3%). A subdangb firms have both subsidiaries in a
range of Panama Papers tax havens and in moreottgpolitically implicated country; we do
not yet analyze this in detail. In terms of expestar perceivably corrupt countries, about 22% of

firms are exposed to countries with higher cormpievels than their headquarter country.

° Both dummy variables are not 50% in mean becalmeye fraction of firms from any given country dotave
foreign subsidiaries; these are classifieth@sw medianA few firms miss &orruption exposureneasure because
the Corruption Perception Index is not availableaoy of their subsidiaries.
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3. The Market Reaction to the Panama Papers Data lak

In this section we analyze the market responskdd®anama Paper data leak. Our event date is
Monday April 4, 2016, the first trading day afteedna around the world began reporting on the
data leak. To account for the possibility that infation became available prior to the weekend,
and to accommodate that the unprecedented scopleedbaked data became apparent over

several days, we consider several alternative evertows, around April 4, 2016.
3.1 All havens implicated by the Panama Papers

Panel A of Table 2 shows regressions of the depgndeiable, cumulative stock returns around
disclosure of the Panama Papers, on firms’ exposutax havens implicated by the Panama
papersHas Panama Papers Exposusean indicator variable equal to 1 if a firm leideast one

subsidiary in any of the four main tax havens ubgdMossack Fonseca. All specifications

includecountry x industryixed effects; industries are Fama-French 49.

--- Table 2 about here ---
First, Columns 1 and 2 show that firms with sulzsidis in havens implicated by the
Panama Papers didot have significantly higher or lower returns over mvevindows that

exclude the event day, alleviating concerns aboiatrimation leaks prior to the event or firms

with exposure always earning lower returns.

Second, the firms with Panama Papers Exposure hagative returns for all event
windows that include April 4, 2016, event day zdfor a standard event window [-1;3], which
comprises 5 trading days (Friday April 1 to Thunsderil 7), such firms have 0.75% lower
returns than same-country, same-industry firms. tMdghe effect occurs during event days O
and 1 (0.53%, Column 9), while later event days,at®l +3 are not significantly different
(Columns 10 and 11). Results for a range of evantdews before and after April 4, 2016,
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confirm these findings. However, given that we gtadelatively recent event, and our data and
on April 7, we cannot yet make statements aboutthdnethe effect beyond April 7 persists,

increases, or reverts, and how this may differ betwfirms across countries.

Next, we analyze abnormal returns. First, we deffooh stock returns the market return
of firms’ local market indices. While our regresssancludecountry x industryixed effects, one
concern could be that firms with exposure to theaf@a Papers tend to operate in markets that
had lower returns for unrelated reasons aroundl Ap2016. Panel B of Table 2 shows that our

results are robust to deducting market returns.

Another possible concern is that firms with Pandagers exposure tend to have higher
market risk, and that high-beta firms have lowdunes during the event period. We therefore
calculate cumulative abnormal returns (alphas) allerespective event windows. The economic
magnitude is slightly reduced, but we continueital fsignificantly negative abnormal returns
around the event day. For the [-1;3] window, firwigh subsidiaries in tax havens implicated by

Mossack-Fonseca’s activity have 0.5% lower returns.
3.2 Haven-by-haven results

We have so far shown that firms with subsidiariedPanama, the British Virgin Islands, the
Bahamas, and the Seychelles have more negativensearound April 3, 2016. Next, we
distinguish firms by their exposure to individuaavens. One purpose of this analysis is to
understand whether benefits reaped from activitiesertain havens, such as havens considered

to be more secretive or more dubious, are moreradiyeaffected by the leakage.

Table 3 repeats our previous analysis for the [-&y&nt window, using stock returns

(Columns 1 to 6) and alphas (Columns 7 to 12)tHerfour tax havens.



--- Table 3 about here ---

Returns are negative and significant for firms wstibsidiaries in Panama, the British
Virgin Islands, and the Bahamas. The effect isdikberent from zero for firms with subsidiaries
in the Seychelles. These results may help inteapogt of what types of benefits of offshore
vehicles the data leak is affecting. The BahamakRamama, for instance, appear on a list of
fifteen countries regarded as uncooperative infitfie against money laundering compiled by
the Financial Action Task Forcen 2000. The Seychelles, in the meantime, arecapnsistently
considered a tax haven. Notably, they are neitimethe OECD Gray List (as of August 17,
2009), nor on the list of havens of a draft of @ ‘Stop Tax Haven Abuse Act’ (S.1533; not

enacted); both these lists are commonly used ssifjatax havens in the literature.
4. Exposure to Perceivably Corrupt Regions

In the previous section, we have focused on théngwen side, and shown that firms exposed to
tax havens used by Mossack Fonseca experiencdicagtiy negative returns around the data
leak. We now turn our attention to a second aspleitte Panama Papers. Around the leak, news
stories disclosed links between offshore accoumd high-ranked government officials,
including, for instance, the Prime Minister of laetl. Ultimately, we seek to establish a link
between companies’ use of offshore subsidiaries gowernments implicated by the Panama
Papers. Specifically, firms may have used offshaceounts to bribe foreign government
officials. The Panama Papers data leak shouldldehto a decline in firm value for such firms,
since discovery of bribery can be associated wigavig fines in many jurisdictions and

reputation costs (see e.g. Karpoff, Lee, and M&tih5, Zeume 20167.

10 Examples of regulation making bribery of public gawment officials illegal includes the Foreign Gt
Practices Act (USA; 1977) and the UK Bribery Actnftéd Kingdom; 2010); moreover, most OECD counthiage
signed the OECD Anti-Bribery Convention and therabyeed to adopt some of its features into naticegallation.
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Table 4 presents our results. In Panel A, we shioat firms exposed to countries
perceived to be more corrupt have more negativenetaround the data leak event. Specifically,
firms that, on average, operate subsidiaries imt@s perceived to be more corrupt than their
home country have 0.31%-0.34% lower returns thamesiadustry same-country firms with no
such incorporated entities (Columns 1 and 3). Aeraétive continuous measure of Corruption

exposure shows a similar negative, although stzibt insignificant, coefficient.

-- Table 4 about here --
Further, in Panel B, we test whether firms with @qre to countries where high-ranked
government officials were directly implicated byetleak are more negatively affected, and find

this to be the case. Firms exposed to these tamresihad 0.65% lower returns (Column 1).
5. Financing Corruption?

Our last test is aimed at understanding whetheestors perceive firms to have used offshore
accounts to obtain political favors, such as gowent contracts or licenses. Lacking direct
evidence on bribe payments and contract/licencecation procedures, we provide indirect
evidence by focusing on firms exposed to both taxehs and countries whose high-ranked

officials were directly implicated by the Panamaé&a leak.

If firms created value by paying off politiciangdligh offshore accounts, and if the leak
is perceived to destroy such value, firms with esyye to both tax havens and implicated
countries should have more negative returns ardprd 4, 2016. Possible channels for such
negative effect include (i) legal fines for obsdateabribery (e.g. under the US FCPA or the UK
Bribery Act) and (ii) an increase in the cost ofngsoffshore accounts to pay off politicians,

resulting in a lower probability of obtaining licegs or winning government contracts.
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Table 4 presents the results of our tests. In Panek do find that firms exposed both to
havens implicated by the Panama Papers and tor@siperceived to be more corrupt have
0.35%-0.36% lower returns (Columns 2 and 4). ThatioaousCorruption exposureneasure
confirms this result (Column 6). In Panel B, weegapthis analysis for each country whose high-
ranked officials were implicated by the leak. Firmgh exposure to any of the four Panama
Papers havens and nine of the ten countries dirgupllicated by the leak have more negative
returns (Georgia is the exception). The effecttédigtically significantly negative for Iceland,
Jordan, Qatar, the Sudan, and the United Arab Eesir&conomically, firms exposed to Iceland
(whose Prime Minister was directly implicated by tleak) and with subsidiaries in any of the

Panama Papers havens have 1.4% lower returnsah@country same-industry firms.
6. Conclusion

This paper documents that the Panama Papers dité|perceived to destroy significant value
of corporate offshore activities. Offshore vehiotesate shareholder value, for example because
they can be used to pay bribes or evade taxesthendata leak appears to have significantly

reduced the expected benefits of offshore strusture

Our event study estimates of decreases in shamheddue are economically large and
statistically significant; at the same time, beeausore information from the leaked data
becomes available over time, we caution from intipg the economic magnitudes documented
(our analysis ends on April 7, 2016). A future vemsof this paper will include an extended
analysis of the detailed data contained in the Paf@apers and made available by the ICI1J. The
ICIJ data allow us to connect firms, individualsjificians, and countries, and cover aspects of

suspected tax evasion, money laundering, fraudyption, and violation of sanctions.
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Appendix - Variable Definitions and Data Sources

\Variable Description Source
Return [a;b] The natural logarithm of (the closing price of degivided by the [Datastream
closing price of dag-1). aandb arerelative to April 4, 2016 (a
Monday), the first trading day after April 3, 20@&@Sunday),
which is when the press reported about the Panaper®.
Stock - Market Return [a;b]|A firm’s Return [a;b]less the retrun of the major stock market [Datastream
index of that firm’s headquarter country over theng period.
Alpha [a;b] The residual of a factor CAPM. Estimation period is the calenDatastream
lyear ending on March 4, 2016 and beginning on M&r2015.
Inputs are returns of stocks, their local maina@edi and the risk-
free rate.
Has Panama Papers ExposdDummy variable equal to 1 if a firm has at least snbsidiary in [Orbis 2015
any of the four main tax havens used by Mossacls&aan
(Panama, British Virgin Islands, Bahamas, Seychglle
Has Panama Subsidiary |[Dummy equal to 1 if a firm has at least one subsidin Panama.[Orbis 2015
Has British Virgin Island  [Dummy equal to 1 if a firm has at least one subsidin the Orbis 2015
Subsidiary British Virgin Islands.
Has Bahamas Subsidiary |[Dummy equal to 1 if a firm has at least one subsidin the Orbis 2015
Bahamas.
Has Seychelles Subsidiary [Dummy equal to 1 if a firm has at least one sulsidin the Orbis 2015
Seychelles.
Corruption Exposure Combines, for each firm, subsidiary location data Orbis with |Orbis,
(O=low;10=high) Transparency International’s Corruption Perceptioex (CPI). [Transparency
For each firmCorruption exposurés the sum—over all International
countries—of the percentage of the firm’s subsidir
headquartered in the focal country in 2015 mukigliy the CPI o
that country in 2015. The resulting sum is dividedLO (for
legibility) and subtracted from 10 (the upper limftthe CPI) so
that Corruption exposurés increasing in firms’ exposure to high-
corruption regions.
High Corruption Exposure |[Dummy equal to 1 if firm’s Corruption Exposure lsoae Transparency
headquarter country’s Corruption Perception Index. International
High Corruption Rank Dummy equal to 1 if firm’s Corruption Exposure Raslabove ([Transparency
headquarter country’s Corruption Perception Index. International
Has T' Layer Subsidiary  [Dummy variable equal to 1 if a firm has at least enbsidiary in [Orbis 2015
any of the countries whose presidents or majociaff were
implicated by the Panama Papers (Argentina, Gedicgéand,
Irag, Jordan, Qatar, Saudi Arabia, Sudan, Unitezb/AEmirates,
Ukraine).
Dummy variable equal to 1 if a firm has at least sabsidiary in [Orbis 2015

HasCountrySubsidiary

Country.
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Table 1 Summary statistics

Panel A: Equally Weighted Returns

Days Relative First Day Last Day Cumulative Cumulative Cumulative
to Event raw return market-adjusted Alpha (one-factor
return model)
[-20;-3] March 7, 2016 March 30, 2016 1.11% 2.22% .810%
[-10;-3] March 21,2016  March 30, 2016 0.00% 0.50% -0.11%
[-2;3] March 31, 2016  April 7, 2016 0.45% -1.24% 3™
[-2;2] March 31,2016  April 6, 2016 0.39% -1.15% 3%
[-1;2] April 1, 2016 April 6, 2016 0.17% -1.14% %
[-1;1] April 1, 2016 April 5, 2016 0.07% -1.31% $117)
[0;1] April 4, 2016 April 5, 2016 0.20% -0.50% 0%5
[2;3] April 6, 2016 April 7, 2016 0.11% -0.67% 0%8
[3;3] April 7, 2016 April 7, 2016 0.16% 0.03% 0.13%
Panel B: Dependent Variables and Controls (Firm-Leel)
Variable Mean SD P10 P25 P50 P75 P90 N
Cumulative raw return [-1;3] (%) -0.94 481 -6.42 -3.50 -0.89 1.32 450 26,525
Cumulative MA return [-1;3] (%) 0.74 460 -452 -1.78 0.62 3.07 6.07 26,525
Cumulative Alpha [-1;3] (%) -141 167 -358 -2.33 -117 -029 0.36 26,525
Has Panama Papers Exposure (%) 4.1 19.9 0 0 0 0 0 26,525
Has Panama Subsidiary (%) 1.1 10.6 0 0 0 0 0 26,525
Has BVI Subsidiary (%) 29 16.9 0 0 0 0 0 26,525
Has Bahamas Subsidiary (%) 04 65 0 0 0 0 0 26,525
Has Seychelles Subsidiary (%) 0.1 35 0 0 0 0 0 26,525
High Corruption Exposure (%) 222 416 0 0 0 0 100 26,429
High Corruption Rank (%) 28.9 453 0 0 0 100 100 26,429
Corruption Exposure 3.86 8.30 6.30 5.60 3.50 2.40 2.00 26,429
(O=low;10=high)
Has F' Layer Subsidiary (%) 59 235 0 0 0 0 0 26,525
Has Iceland Subsidiary (%) 0.2 3.9 0 0 0 0 0 26,525
Has Argentina Subsidiary (%) 2.5 15.8 0 0 0 0 0 26,525
Has Georgia Subsidiary (%) 0.1 3.8 0 0 0 0 0 26,525
Has Irag Subsidiary (%) 0.2 4.2 0 0 0 0 0 26,525
Has Jordan Subsidiary (%) 0.3 5.6 0 0 0 0 0 26,525
Has Qatar Subsidiary (%) 0.5 7.4 0 0 0 0 0 26,525
Has Saudi Arabia Subsidiary (%) 1.2 10.9 0 0 0 0 0 26,525
Has Sudan Subsidiary (%) 0.1 3.2 0 0 0 0 0 26,525
Has UAE Subsidiary (%) 3.0 16.9 0 0 0 0 0 26,525
Has Ukraine Subsidiary (%) 15 12.3 0 0 0 0 0 26,525
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Table 2: Cumulative Stock Returns and Subsidiarietn Tax Havens Implicated by the Panama Papers

Regressions of the dependent variable, cumulatvek seturns around leakage of the Panama Paperitnas’ exposure to tax havens implicated by the
Panama papers. Cumulative stock returns over @elykdre those obtained between closing ofatdyand closing of dap. Daysa andb arerelative to April 4,
2016 (a Monday), the first trading day after A;il2016 (a Sunday), which is when the press staeggokting about the Panama Papers. Panel A usestoak
returns. Panel B uses stock returns less local ehaeturns. Panel C uses alphas obtained fromezti+f model (described in the Appendikas Panama
Papers Exposurés an indicator variable equal to 1 if a firm heideast one subsidiary in any of the four mainhaxens use by Mossack Fonseca (Panama,
British Virgin Islands, Bahamas, Seychelles). Alkesifications includeountry x industryfixed effects; industries are those in the Fanen€h 49 industry
classification. Standard errors clustered at thenttg level are reported in brackets. ***, ** arndindicate significance at the 1%, 5%, and 10% leve
respectively.

(1) 2 3 4) ®) (6) (7) 8 9 (10)

Event Window [-20;-3] [-10;-3] [-2;3] [-2;2] [-1B [-1;2] [-1;1] [0;1] [2;3] [3;3]
Panel A: Cumulative raw returns
Has Panama Papers Exposure 0.279 -0.039 -0.789*®693**  -0.748** -0.651*** -0.682*** -0.529*** -0.098 -0.100
(0.53) (-0.17) (-4.04) (-4.51) (-4.11) (-4.63) 3.89) (-5.54) (-1.21) (-1.15)
Country x Industry FE Yes Yes Yes Yes Yes Yes Yes esY Yes Yes
N 26441 26211 26525 26316 26525 26237 25489 24295 547® 22914
Adj. R2 0.131 0.071 0.124 0.190 0.121 0.184 0.196 .17® 0.136 0.226
Panel B: Cumulative market-adjusted returns
Has Panama Papers Exposure 0.203 0.008 -0.666***583%** -0.638*** -0.555*** -0.612*** -0.511*** -0. 059 -0.089
(0.45) (0.04) (-3.88) (-4.43) (-3.69) (-4.06) .69) (-5.11) (-1.04) (-0.98)
Country x Industry FE Yes Yes Yes Yes Yes Yes Yes esY Yes Yes
N 26441 26211 26525 26316 26525 26237 25489 24295 547]@ 22914
Adj. R2 0.102 0.055 0.097 0.099 0.103 0.107 0.099 .07® 0.062 0.052
Panel C: Cumulative abnormal returns (one-factor malel)
Has Panama Papers Exposure 0.232 -0.032 -0.560*®*518***  -0.500*** -0.457*** -0.523** -0.291*** 0.001 -0.052
(0.96) (-0.30) (-3.20) (-2.69) (-3.45) (-2.80) 3.32) (-5.04) (0.03) (-0.94)
Country x Industry FE Yes Yes Yes Yes Yes Yes Yes esY Yes Yes
N 26441 26211 26525 26316 26525 26237 25489 24295 547@ 22914
Adj. R2 0.095 0.049 0.085 0.099 0.091 0.104 0.094 .079 0.042 0.054
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Table 3: Cumulative Stock Returns and Individual Subsidiaries in Tax Havens Implicated by the Panama Papers

Regressions of the dependent variable, cumulatvek geturns around leakage of the Panama Paperfirnas’ exposure to tax havens implicated by the
Panama papers. Cumulative stock returns are ctddutes described in Table 2. Columns (1)-(6) usestack returns. Columns (7)-(12) uses alphas oéthi
from a 1-factor model (described in the Appendbtas ... Subsidiarys an indicator variable equal to 1 if a firm hatsleast one subsidiary in any of the
respective four main tax havens used by Mossackdam(Panama, British Virgin Islands, Bahamas, l88hgs). All specifications includeountry x industry
fixed effects; industries are those in the Famarée49 industry classification. Standard errorstedted at the country level are reported in bracket, **,

and * indicate significance at the 1%, 5%, and 189&l, respectively.

1) (2 3 4) 5) (6) (7) 8 ) (10)
Event Window [-1;3] [-1;3] [-1;3] [-1;3] [-1;3] ;3] [-1;3] [-1;3] [-1;3] [-1;3]
Has Panama Subsidiary -0.808** -0.612 -0.881* -0.569***
(-2.22) (-1.61) (-3.24) (-3.18)
Has BVI Subsidiary -0.723%** -0.641** -04B*** -0.385%**
(-4.30) (-3.84) (-3.24) (-3.05)
Has Bahamas Subsidiary -1.321%** -1.018*** -0.782** -0.547**
(-4.66) (-3.54) (-2.57) (-2.17)
Has Seychelles Subsidiary -0.067 0.198 -0.278 -0.121
(-0.09) (0.28) (-0.80) (-0.44)
Country x Industry FE Yes Yes Yes Yes Yes Yes Yes esY Yes Yes
N 26525 26525 26525 26525 26525 26525 26525 26525 6523 26525
Adj. R2 0.121 0.121 0.121 0.120 0.121 0.091 0.091 .09D 0.091 0.091
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Table 4: Cumulative Stock Returns and Exposure to PerceivalglCorrupt Countries/Officials

Regressions of the dependent variable, cumulatvek geturns around leakage of the Panama Paperfirnas’ exposure to tax havens implicated by the
Panama papers anf firms’ exposure to other cosnt@emulative stock returns are alphas obtaineah faol-factor model (described in the Appendbias
Panama Papers Exposuig an indicator variable equal to 1 if a firm tetdeast one subsidiary in any of the four mainhaxens use by Mossack Fonseca
(Panama, British Virgin Islands, Bahamas, Seychgllln Panel ACorruption Exposurecombines, for each firm, subsidiary location ditan Orbis with
Transparency International’s Corruption Perceptilomiex (CPI). For each firnCorruption exposurés the sum—over all countries—of the percentagthef
firm’s subsidiaries headquartered in the focal ¢guim 2015 multiplied lg the CPI of that country in 2015. The resulting ssrdivided by 10 (for legibility)
and subtracted from 10 (the upper limit of the C&Rl)thatCorruption exposurés increasing in firms’ exposure to high-corrupticegions.High Corruption
Exposures an indicator variable equal to 1 ifiem’s Corruption Exposure is above its headquactamtry’s corruption leveHigh Corruption Exposure Rank
is an indicator variable equal to 1 if the averageguption rank of a firm’s subsidiaries is abofie torruption rank of its headquarter country. &mé B,Has
Subs. in Ctiin an indicator variable equal to one if a firmslasubsidiary in any of the indicated countriegl{@ns (3)-(12)m or in all of them (Columns (1)-
(2). All specifications includeountry x industryfixed effects; industries are those in the Famen€h 49 industry classification. Standard erroustelred at the

country level are reported in brackets. ***, ** & indicate significance at the 1%, 5%, and 10%elerespectively.

Panel A: Exposure to Perceivably Corrupt Countries

1) 2) 3) (4 (5 (6
Event Window [-1;3] [-1;3] [-1;3] [-1;3] [-1;3] [-1;3]
High Corruption Exposure -0.309*** -0.270***
(-4.36) (-4.66)
High Corruption Exposure Rank -0.340*** -0.301*
(-4.67) (-5.07)
LN(Corruption Exposure) -0.136 -0.178
(-0.43) (-0.62)
(Corruption Exp. Measure) x (Has Panama Papersdtxp) -0.361* -0.348** -0.124%**
(-1.92) (-2.02) (-3.54)
Country x Industry FE Yes Yes Yes Yes Yes Yes
N 26429 26429 26429 26429 26429 26429
Adj. R2 0.091 0.091 0.102 0.102 0.091 0.091
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Panel B: Exposure to Countries with Presidents or ijh-Ranked Government Officials Implicated by the Rinama Papers

1) ) @) 4 ®) (6) () (8) 9) (10) (11) (L2

Event Window [-1;3] [-1;3] [-1;3] [-1;3] [-1;3] [-B] [-1;3] [-1;3] [-1;3] [-1;3] [-1:3] [-1:3]
Country 1st Layer  1st Layer Iceland Argentina  Georg Iraq Jordan Qatar S. Arabia Sudan UAE Ukraine
Has Subs. in Ctr -0.649**  -0.572** 0.043 -0.669** -1.162*** -0.962*** -0.328 -0.481**  -0.747** -0.44 -0.427**  -0.778**

(-3.66 (-4.06 0.23 (-2.56 (-4.10 (-2.79 (-1.55 (-2.51 (-3.58 (-1.64 (-3.77 (-5.51
(Has Subs. in Ctr) x -0.303 -1.379%* -0.208 307 -0.169 -0.626* -0.454* -0.211 -1.196**  -0.375* -0.181
(Has Panama Pajs (-1.58 (-3.50 (-1.19 (1.04 (-0.42, (-1.74 (-1.87 (-1.35 (-3.31 (-2.02; (-0.61
Exposur)
Country x Ind. FE Yes Yes Yes Yes Yes Yes Yes Yes esY Yes Yes Yes
N 2652¢ 2652¢ 2652¢ 2652¢ 2652¢ 2652¢ 2652¢ 2652¢ 2652¢ 2652¢ 2652¢ 2652¢
Adj. R2 0.091 0.091 0.091 0.091 0.091 0.091 0.091 .09D 0.091 0.091 0.091 0.091
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