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1. Dataset Construction
To construct our dataset of subsidiaries and standalones, we source ownership and financial data from the Orbis database published by Bureau van Dijk Electronic Publishing (BvDEP), which covers close to 400 million public and private firms around the world. We use the Orbis Historical version of the database, which compiles several vintages of Orbis, reflecting its contents at different points in time. This allows us to maximize coverage and to accurately identify bankruptcy events and ownership links.
Following prior research (e.g., Shroff et al. 2014; Beaver et al. 2019; Beuselinck et al. 2019), we identify subsidiaries and the business groups to which they belong by mapping the control chain of each business group starting from the group’s global ultimate owner—that is, the independent firm at the top of the control chain in which no single shareholder holds more than 25% of the shares. For each business group global ultimate owner (i.e., the business group parent), we collect ownership and financial information on directly held (level 1) and indirectly held (levels 2, 3, 4, and 5) subsidiaries. We next identify standalones as independent firms that (i) have no single shareholder holding more than 25% of their shares, and (ii) have no (investments in) subsidiaries. 
We then impose a series of sample selection filters (see Table 1 in the paper). We eliminate firms whose Orbis legal form is labelled as Other legal form. This effectively excludes cooperatives from the sample.[footnoteRef:1] We further delete firms with SIC codes 8000-9999. These include Museums and educational services, Private households, Membership organizations (SIC codes 8000-8999), and Public services (SIC codes 9000-9999). We then delete firms that do not have assets and turnover of at least US $10,000 and business groups with unavailable consolidated financial statements. Finally, we drop firm-years after bankruptcy for bankrupt firms (Shumway 2001) and observations missing data for our main analysis. We identify bankrupt firms using the status variable from Orbis. We create a bankruptcy firm-year indicator equal to one if a firm goes bankrupt in the 12-month period following the end of the fiscal year. This leaves us with 272,955 unique subsidiaries and 6,326,790 unique standalones, corresponding to 1,201,352 subsidiary-year observations and 28,706,602 standalone-year observations over the period 2004-2018. We refer to this as our Initial Sample—that is, the initial sample from which we subsequently draw subsidiary and standalone matched pairs (i.e., our Final Sample). [1:  The drivers of the bankruptcy decision for cooperatives might be significantly different from other types of businesses.] 

Table OA-1, Panel A, presents the distribution of our Initial Sample firms by country. There are 138 countries represented in our Initial Sample. France, Italy, Spain, Sweden, and the United Kingdom account for more than half of the subsidiary firm-year observations. The relative prevalence of subsidiaries and standalones varies across countries. For example, Russia accounts for 16.5% of standalone firm-years but only 1.7% of subsidiary firm-years. Conversely, the United Kingdom accounts for 14.1% of subsidiary firm-years but only 1.5% of standalone firm-years. Table OA-1, Panel B, presents descriptive statistics for subsidiaries and standalones. Subsidiaries exhibit an average bankruptcy rate of 1.3%, whereas the observed bankruptcy rate for standalones is 1.5%. Subsidiaries are, on average, larger, less profitable, and more leveraged than standalones. Additionally, subsidiaries are more likely to have their shares listed in public equity markets.
2. Initial Sample Analysis
Because group-affiliation is not a random assignment and thus subsidiaries are inherently different from standalones, all the tests we report in the paper are based on a sample of matched subsidiary–standalone firm pairs, which we refer to as our Final Sample.
Even though cross-sectional comparisons of subsidiaries and standalones are problematic because of the fundamental differences that distinguish these two types of firms (e.g., size, profitability, and leverage), we nevertheless conduct an additional set of robustness tests to assess whether the differential sensitivity to industry distress that we document in our Final Sample of matched subsidiaries and standalones extends to all subsidiaries and standalones in our Initial Sample. Table OA-2 reports the results of this analysis. Both subsidiaries and standalones are on average more likely to file for bankruptcy following an episode of industry distress, as suggested by the positive and statistically significant coefficient on . The effect of industry distress, however, is less pronounced for subsidiaries, which, compared to standalones, experience a less severe increase in bankruptcy risk. The lower sensitivity of subsidiaries to industry distress supports the notion that business groups actively manage their intra-group credit risk to insulate affected subsidiaries when negative credit-risk shocks occur.
3. Matching Subsidiaries to Standalones
As discussed in the previous section, group affiliation is not random, and subsidiaries and standalones differ along a series of important observable characteristics (see Table OA-1). Controlling for these characteristics in a linear fashion within a multiple regression framework may lead to biased estimates if the underlying relation between these characteristics and the likelihood of being a subsidiary/standalone firm is misspecified. 
To alleviate potential endogeneity concerns associated with selection on observables, the tests we report in the paper are based on matched pairs of subsidiaries and standalones—our Final Sample—rather than on the whole Initial Sample. Isolating subsamples of subsidiaries and standalones that are “more similar” ensures that the assumptions required in our study to produce causal inferences are more tenable—that is, differences in observable characteristics of subsidiaries and standalones can be assumed to be random. To match subsidiaries to similar standalones, we use a propensity score matching (PSM) approach (Rosenbaum and Rubin 1983). PSM effectively allows us to estimate the differential effect of industry distress across the two types of firms using matched standalones as counterfactuals for our subsidiaries.
As a sensitivity test, we also mitigate the concern that observable differences between subsidiaries and standalones may bias our estimates by using entropy balancing (EB) (Hainmueller 2012) as an alternative approach to PSM. Instead of estimating a difference in propensity scores, with EB we estimate weights for each standalone observation such that the mean, variance, and skewness of the covariate distributions of the weighted sample of standalones are nearly identical to those of subsidiaries.[footnoteRef:2] [2:  While entropy balancing (EB) ensures that higher-order moments of the covariate distributions are nearly identical across subsidiaries and standalones, propensity score matching (PSM) does not. However, to achieve close-to-perfect covariate balance (on multiple moments of the covariate distributions), EB may assign larger weights to a few “selected” control observations (i.e., standalones), which is akin to sampling control observations with replacement. Because each method has relative advantages and disadvantages, we use both to allay the concern that our findings may hinge on a specific covariate balance procedure.] 

3.1. Propensity Score Matching
We use PSM to match subsidiaries and standalones in the first year that subsidiaries appear in the Initial Sample to ensure that the matching is based on pretreatment levels of observables—that is, before they are exposed to episodes of industry distress or their countries adopt related party transaction (RPT) reforms. Our goal is to find, for each subsidiary, a standalone that is as similar as possible at the start of our sample and to follow the matched pair over time as it is exposed to industry distress. We retain a subsidiary (standalone) in the sample when the matched standalone (subsidiary) files for bankruptcy, to avoid endogenous right censoring of the data.
We match standalones (without replacement) to subsidiaries based on country, industry, listing status, and closest propensity score (using a caliper of 0.01). Propensity scores are estimated based on a logistic regression of  on , , , , and . Table OA-3, Panel A, reports the first stage estimates used to calculate propensity scores. Consistent with the univariate descriptive statistics presented in Table OA-1, we find that subsidiaries are larger and less profitable than standalones. We obtain successful matches for 137,305 subsidiaries.
Table OA-3, Panel B, presents the results of the covariate balance analysis conducted before and after the PSM procedure. As we match subsidiaries and standalones on the first year they appear in our sample, the analysis of covariate balance is also conducted within this subsample. Before matching, subsidiaries and standalones appear significantly different across all matching variables except leverage. However, PSM successfully eliminates these significant differences for all covariates with the exception of loss, for which the average is slightly smaller for standalones. We base our main analyses reported in the paper on this propensity score matched sample (i.e., our Final Sample). One drawback of matching firms in the first year they appear in the sample is that firm characteristics may diverge over time for reasons unrelated to credit-risk shocks or RPT reform adoption. For this reason, in addition to matching on country, industry, listing status, and firm-level covariates, we also control linearly for these variables in our models. As such, our estimates are doubly robust in that they combine the bias-reducing properties of nonparametric matching and parametric regression methods (Cochran and Rubin 1973; Rubin 1973, 1979; Bang and Robins 2005).
3.2. Entropy Balancing
In Table OA-4, we re-examine our findings using EB (Hainmueller 2012) as an alternative method to identify suitable standalone matches for our sample of subsidiaries. Table OA-4, Panel A, presents the different moments (mean, variance, and skewness) of the variables used in the EB procedure (i.e., , , , , and ) across subsidiaries and standalones. Covariate balance weights are estimated using the first year in which firms appear in our sample—that is, before they are exposed to episodes of industry distress or their countries adopt RPT reforms. Sizable differences in the three moments (mean, variance, and skewness) of the variables used in the EB procedure are successfully eliminated when entropy weights are applied. 
Table OA-4, Panel B, presents the results of the analysis that examines the differential sensitivity of subsidiaries and standalones to industry distress using the reweighted sample with balanced covariates. In line with the main findings reported in the paper, we continue to find that, relative to standalones, the effect of industry distress is less pronounced for subsidiaries.
4. RPT Reforms
We collect information on RPT reforms implemented from 2008 to 2018 from the World Bank Doing Business Reports. Table OA-5 presents the adoption year of RPT reforms for our sample countries. Out of the 138 countries in our Initial Sample, 65 implemented reforms during this period. For example, Morocco started requiring greater disclosure of RPTs in annual reports in 2011, Korea made it easier to sue directors in cases of prejudicial RPTs in 2013, and the Netherlands introduced a law regulating the approval of RPTs in 2013.
5. Sensitivity Tests
5.1. Excluding the Financial Crisis
The prior internal capital markets literature has often focused on the 1997 Asian financial crisis as an event that is likely to have increased the role played by internal capital markets in resource reallocation (e.g., Almeida et al. 2015). While the 1997 Asian financial crisis predates the start of our sample period, our sample includes the global financial crisis of 2007-2008. 
During the 2007-2008 global financial crisis, the cost of external finance substantially increased and firms were often unable to raise capital externally. The financial crisis may thus have increased the reliance of group-affiliated firms on internal capital markets and the importance of within-group resource reallocation to manage financial distress. In this section, we examine the robustness of our findings to excluding the global financial crisis of 2007-2008. Our aim is to understand whether business groups actively manage intra-group credit risk outside of this very extreme event.
In Table OA-6, we re-estimate our main models excluding observations pertaining to the years 2007 and 2008 from our sample. We continue to find that, when subject to industry distress, subsidiaries experience less severe increases in bankruptcy probability than standalone firms. Moreover, we also continue to find that, following the introduction of RPT reforms, this differential sensitivity of subsidiaries and standalones to industry distress decreases.
5.2. Excluding Non-bankrupt Dropout Firms
In this section, we investigate firms that drop out of the sample but are not classified as bankrupt according to our definition. We find that 93% of the firms that drop out of the sample but are not classified as bankrupt remain “Active” at the end of our sample period (approximately 1% of which are classified as “Dormant”). A further 5% of non-bankrupt dropout firms are classified as “Dissolved” because of a merger or a de-merger, and 2% have an “Unknown” status (untabulated). These statistics suggest that most firms that drop out of our sample but are not classified as bankrupt (according to our definition) remain active but do not have the data we need for our analysis available in the Orbis database. Nonetheless, to allay the concern that some dropouts could be due to firms going bankrupt and not being recorded as such in the Orbis database, we examine the robustness of our main analyses to the exclusion of non-bankrupt dropout firms. In Table OA-7, we report the results of this analysis. The tenor of our findings is qualitatively unchanged.
5.3. Excluding US/Canadian Subsidiaries and Subsidiaries of US/Canadian Groups
A potential limitation of the Orbis database pertains to cross-country variation in reporting requirements (Kalemli-Ozcan et al. 2015). While most countries require limited liability companies to file their annual financial statements, some countries (e.g., Canada and the United States) exempt private firms from this requirement. Our matching procedure alleviates the concern that differences in reporting requirements could lead to an uneven representation of subsidiaries and standalones in our sample. Nonetheless, differences in reporting requirements could result in an underrepresentation of private firms from certain countries. 
To mitigate the concern that this potential limitation could affect our inferences, we rerun our main analyses by dropping observations from countries where we are certain that private firms are not required to file annual financial reports. Accordingly, we exclude from our sample (i) US and Canadian subsidiaries (of both US and non-US business groups and both Canadian and non-Canadian business groups, respectively), (ii) subsidiaries (both domestic and foreign) of US and Canadian business groups, and (iii) both US and Canadian subsidiaries and subsidiaries of US and Canadian business groups. We report the results of this sensitivity analysis in Table OA-8. Our estimates closely mirror those of our main tests reported in the paper.
5.4. Alternative Bankruptcy Definitions 
In essence, the concept of corporate insolvency reflects a simple economic reality—a firm’s inability to pay its obligations when due. However, because regulators around the world often try to balance different objectives when designing an institutional framework for resolving financial distress and dealing with corporate insolvency, bankruptcy regimes vary considerably across countries and over time. Important country institutional characteristics, such as strength of creditor rights and creditors’ ability to enforce contracts and collect payments in the case of default, may influence creditors’ decisions to settle default in or out of court. Moreover, the resolution of in-court insolvency proceedings may vary significantly, with bankruptcy law encouraging restructuring in some countries and liquidation in others. 
In France, for example, the primary stated objectives of insolvency law are to ensure the survival of firms and to safeguard employment. These two objectives take precedence over meeting creditors’ claims. Accordingly, French firms may take advantage of a safeguard procedure (“procedure de sauvegarde”), which allows them to seek protection from their creditors while they restructure their debt and re-capitalize. If the safeguard procedure fails, then firms may file for rehabilitation (“redressement judiciaire”). The court appoints an administrator who takes control of the firm with the main objective of keeping it as a going concern. 
In contrast, in more creditor-friendly countries such as the United Kingdom, control rights often pass to creditors in the event of bankruptcy. Secured creditors appoint an insolvency professional, who takes control of the firm with the sole objective of realizing funds to meet the creditors’ claims. Since fully secured creditors do not benefit from restructuring, liquidation is frequent in this type of regime. Some countries go further and do not allow creditors to initiate restructuring procedures. 
In our analyses reported in the paper, we employ a broad definition of bankruptcy to circumvent potential concerns posed by cross-country differences in insolvency law. We identify bankrupt firms using the status variable that we source from the Orbis database. We classify as bankrupt firms with the following statuses: “Active (default of payment),” “Active (rescue plan),” “Active (reorganization),” “Active (insolvency proceedings),” “Bankruptcy,” “Dissolved,” “Dissolved (bankruptcy),” “Dissolved (liquidation),” “In liquidation,” and “Inactive (no precision).” Firms with the first four statuses remain active but have defaulted on their debt, sought protection from their creditors (e.g., “procedure de sauvegarde” in France), or are in administration, in receivership, or under a scheme of arrangement (e.g., Chapter 11 in the United States). Firms with the remaining six statuses are inactive—that is, they have ceased their activities, and are either in the process of liquidation or have already been liquidated or dissolved, in which case they no longer exist as legal entities. Firms may migrate through these statuses over time. For example, a firm that (unsuccessfully) files for a procedure similar to the US Chapter 11 may migrate from “Active (insolvency proceedings),” to “Bankruptcy,” “In liquidation,” and “Dissolved (liquidation).” Following prior literature (e.g., Beaver et al. 2005), our dependent variable captures the first year of default, rather than the year of resolution of bankruptcy proceedings.
Our bankruptcy definition is broader than the one used in several US-based studies, including Chava and Jarrow (2004), Hillegeist et al. (2004), and Bharath and Shumway (2008), which focus on the filing of Chapter 7 and Chapter 11 proceedings, as well as in some international studies which do not use the Bureau Van Dijk Orbis database, such as Claessens et al. (2003) and Claessens and Klapper (2005). Our choice to rely on a broader bankruptcy definition is motivated, as discussed above, by differences in insolvency laws among our sample countries and reflects our desire to be consistent with prior bankruptcy studies that use the Bureau Van Dijk Orbis database. These studies typically rely on definitions of bankruptcy that go beyond the “Bankruptcy” Orbis status (Altman et al. 2017; Beaver et al. 2019; Olbert 2022). Moreover, the use of a broader bankruptcy definition has another important advantage in our setting. It helps us ensure that our bankruptcy indicator does not switch on (from zero to one) at a very advanced stage of bankruptcy proceedings only.[footnoteRef:3] [3:  We note that, while there are conceptual differences between the terms “default,” “insolvency,” “failure,” and “bankruptcy,” these terms are often used interchangeably in the literature.] 

In Table OA-9, Panel A, we present the distribution of Orbis statuses for subsidiary and standalone bankrupt firms. Approximately 66% (58%) of bankrupt subsidiaries (standalones) exhibit “In liquidation” or “Dissolved” statuses, whereas 17% (22%) remain active during insolvency proceedings or while they restructure their debt and seek to implement a rescue plan. In Table OA-9, Panel B, we examine the distribution of Orbis statuses by type of subsidiary and find that this distribution is broadly similar across domestic, foreign, minority owned, and majority owned subsidiaries.
As discussed above, our definition of bankruptcy is deliberately broad to avoid potential concerns related to the use of different approaches by subsidiaries and standalones as well as cross-country differences in insolvency law. We nonetheless examine the robustness of our findings to the use of four alternative, narrower bankruptcy definitions. These alternative bankruptcy measures progressively remove the “Inactive (no precision),” “Active (rescue plan),” “Active (reorganization),” and “Active (default of payment)” statuses from our main definition. Table OA-9, Panels C and D, present average bankruptcy rates for subsidiaries and standalones calculated according to the definition of bankruptcy that we use in the paper as well as to the four alternative definitions (i.e., Alternative Definition 1, Alternative Definition 2, Alternative Definition 3, and Alternative Definition 4). 
According to our main definition, subsidiaries exhibit an average bankruptcy rate of 1.44%, whereas the observed bankruptcy rate for standalones is 1.55% (Table OA-9, Panel C). Average bankruptcy rates decrease to 1.06% and 1.28% for subsidiaries and standalones, respectively, when we use our narrowest definition (i.e., Alternative Definition 4). Table OA-9, Panel D, presents average bankruptcy rates for different types of subsidiaries. Across all bankruptcy definitions, foreign subsidiaries exhibit lower bankruptcy rates than domestic subsidiaries, and majority owned subsidiaries exhibit lower bankruptcy rates than minority owned subsidiaries. Table OA-9, Panel E, presents the results of the estimation of our main models using our alternative bankruptcy definitions. We continue to find that subsidiaries exhibit a lower sensitivity to industry distress compared to standalones. Moreover, consistent with our main analysis, we show that, following the introduction of RPT reforms, the differential sensitivity of subsidiaries and standalones to industry distress becomes significantly less pronounced.
5.5. Long-Term Bankruptcy Horizon
Industry distress can affect bankruptcy probabilities beyond a one-year horizon. Therefore, a potential concern with our findings is that intra-group credit-risk management may simply postpone subsidiary bankruptcy—that is, subsidiaries that receive group support are able to delay insolvency but ultimately file for bankruptcy beyond the 12 months that follow industry distress. Our broad bankruptcy definition, which also encompasses default events, partially alleviates this concern. Nevertheless, we conduct a sensitivity test to assess the robustness of our main findings to a longer bankruptcy horizon. 
Table OA-10 presents the results of this analysis. We rerun our main tests replacing our dependent variable, , with , an indicator variable equal to one if the firm files for bankruptcy in the following three years. The results of this robustness test are qualitatively similar to those reported in the paper, suggesting that the lower sensitivity of subsidiaries to industry distress does not merely reflect a delay in subsidiaries’ insolvency.
5.6. Placebo Tests
We conduct two placebo tests to assess whether the increase in the sensitivity of subsidiaries to credit-risk shocks following RPT reforms could be due to random chance. In the first placebo test, we scramble the RPT reform treatment across random countries in our sample (keeping the true years of adoption). In the second placebo test, we scramble both the RPT reform treatment and the timing of adoption across random countries. Columns (1) and (2) of Table OA-11 present the results of the first and second placebo tests, respectively. We report average coefficient estimates and bootstrapped standard errors based on 1,000 iterations for each placebo test. The average coefficient on  is very close to zero and insignificant across both placebo tests, as expected. Panels A and B of Figure OA-1 plot the estimated coefficients on  for the first and second placebo tests, respectively, clearly showing that these coefficients are clustered around zero. Moreover, based on 1,000 iterations, the chance that we obtain a coefficient estimate of at least the same magnitude and statistical significance as the “true” treatment (Table 3, Panel A, Column (7) of the paper) is negligible across both placebo tests (bootstrapped p-values of 0.013 and 0.019 for the first and second placebo tests, respectively). 
Taken together, the evidence emerging from our placebo tests provides reassurance that the effect of RPT reforms that we document in our main analysis is highly unlikely to result from random chance.
5.7. Treatment Effect Stability
Unobservable country time-varying factors may pose a challenge to our identification and bias our estimate of the effect of RPT reforms if correlated with the timing of the adoption of RPT reforms and firm bankruptcy probability. To assess the robustness of our findings to omitted variable bias and evaluate the stability of our treatment effect, we implement the bounding methodology developed by Oster (2019). Accordingly, we re-estimate our main model specification (Table 3, Panel B, Column (7) of the paper) with and without control variables. We then assume a value for Rmax (i.e., the R2 from a hypothetical regression of the outcome on treatment and both observed and unobserved control variables) and, based on this assumption, calculate the value of delta (i.e., the relative degree of selection on observed and unobserved control variables) for which the treatment effect would be zero.[footnoteRef:4] We report the results of this analysis in Table OA-12. Our delta ( = 14.587) suggests that the unobservables would need to be almost 15 times as important as the observables to produce a treatment effect of zero. Thus, the magnitude of this delta provides reassurance that the treatment effect of RPT reforms that we document in our main analysis is unlikely to be driven by unobservable factors. [4:  Delta is a function of Rmax and the change in the coefficient on  and R2 as the control variables are added to the regression. Following the most conservative approach proposed by Oster (2019), we set Rmax equal to 2 multiplied by the within-R2 of a regression that includes all control variables. We calculate delta based on the within-R2 following Breuer et al. (2018) because our objective is to gauge the role of unmodelled (unobservable) time-varying factors.] 

6. Other Tests
6.1. Veil Piercing – Foreign vs. Domestic Subsidiaries
Table 5 of the paper reports the results of the tests that we conduct to examine how the effect of RPT reforms varies, in the cross-section, with the likelihood of veil piercing (). We find that the sensitivity of subsidiaries to industry distress is lower when the likelihood of veil piercing is higher. This evidence supports the idea that business groups are more likely to support subsidiaries whose insolvencies impose higher expected costs associated with veil piercing—that is, business groups shelter subsidiaries whose debts they are more likely to be held accountable for. We further document that subsidiaries with high  become more sensitive to industry distress following the adoption of RPT reforms. This finding suggests that these reforms render internal capital markets a less effective tool for mitigating the risk of veil piercing, thus imposing a cost on business groups.
Because veil piercing may pose nontrivial jurisdictional problems in the case of multinational corporations, in this section we investigate (i) the role of veil piercing in business groups’ decisions to support domestic vs. foreign subsidiaries, and (ii) how the passage of RPT reforms differentially affects the increase in credit-risk sensitivity of domestic vs. foreign subsidiaries.
Following Belenzon et al. (2018), our veil piercing measure captures the likelihood of veil piercing in the country of the subsidiary. This is because, in subsidiary insolvency cases in which veil piercing is invoked, courts typically reject creditors’ attempts to bring the proceedings in the country of the parent (Muchlinski 2010).  For example, if a US subsidiary of a UK business group files for bankruptcy, the creditors of the US subsidiary are more likely to be able to seek redress from the UK business group in a US court than in a UK court. However, the US court must first establish that it has personal jurisdiction over the UK business group, which usually is not a straightforward endeavor (Joosten and Lamsvelt 2016). Against this backdrop, we expect the threat of veil piercing to be more prominent for subsidiaries that are domiciled in the country in which the business group has its headquarters. Moreover, we posit that the reduced ability of business groups to shield subsidiaries with high veil piercing risk brought about by the introduction of RPT reforms has a larger impact on domestic subsidiaries.
We report the results of these tests in Table OA-13. We first partition our sample into domestic and foreign subsidiaries, then assess how the effect of RPT reforms on the sensitivity of subsidiaries to industry distress varies, in the cross-section, with differences in  within each of the two subsamples. We find that, prior to the introduction of RPT reforms, domestic subsidiaries with high likelihood of veil piercing are less likely to file for bankruptcy following an episode of industry distress (Column (1)). This suggests that, prior to the introduction of RPT reforms, a business group prefers to shelter domestic subsidiaries whose defaults are more likely to impose costs on the group as a whole. Moreover, we find that domestic subsidiaries with high  experience higher increases in sensitivity to industry distress following an RPT reform. This is consistent with those subsidiaries that benefited the most from intra-group support being the most affected by the introduction of RPT reforms. We do not find any evidence that the likelihood of veil piercing plays a significant role in supporting foreign subsidiaries instead (Column (2)).
6.2. Tunneling – Majority Owned Subsidiaries Only
A potential concern with our tunneling analysis presented in Section 7.2 of the paper (and whose results are reported in Table 7) is that low wedge subsidiaries may be more tightly controlled than high wedge subsidiaries. To allay the concern that partitioning the sample based on wedge essentially splits subsidiaries according to the extent of their business group parents’ control rights, we conduct a sensitivity test in which we restrict our sample to majority owned subsidiaries. The results of this test are reported in Table OA-14. We continue to find that low wedge subsidiaries are both more likely to receive transfers and to provide support to other subsidiaries in need, which is, again, inconsistent with a pure tunneling explanation.
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[bookmark: _Hlk5545528]Figure OA-1: Placebo Tests

Panel A: Pseudo RPT Reforms
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Panel B: Pseudo RPT Reforms and Adoption Years
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This figure depicts the results of the two placebo tests, which we conduct to assess whether the differential sensitivity of subsidiaries and standalones to industry distress in the years surrounding the introduction of RPT reforms documented in our main analysis is due to random chance. In Panel A, we report estimates based on the placebo test in which we scramble the RPT reform treatment across random countries in our sample. In Panel B, we report estimates based on the placebo test in which we scramble both the RPT reform treatment and the timing of adoption across random countries. In both panels, we report the estimated coefficients on  based on 1,000 iterations of model (2) of the paper. Vertical bands represent 95% confidence intervals for the point estimate in each of the 1,000 iterations and are calculated based on standard errors clustered at the country and industry level. 
 
Table OA-1: Initial Sample Composition

Panel A: Initial Sample Composition by Country
	Country
	Business Group Parents
	
	Subsidiaries
	
	Standalones

	
	Unique Firms
	Firm-Years
	
	Unique Firms
	Firm-Years
	
	Unique Firms
	Firm-Years

	
	Obs.
	%
	Obs.
	%
	
	Obs.
	%
	Obs.
	%
	
	Obs.
	%
	Obs.
	%

	Albania
	0
	0.00%
	0
	0.00%
	
	11
	0.00%
	25
	0.00%
	
	159
	0.00%
	303
	0.00%

	Algeria
	0
	0.00%
	0
	0.00%
	
	125
	0.05%
	371
	0.03%
	
	56
	0.00%
	279
	0.00%

	Angola
	1
	0.00%
	1
	0.00%
	
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%

	Antigua and Barbuda
	1
	0.00%
	1
	0.00%
	
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%

	Argentina
	22
	0.05%
	95
	0.04%
	
	122
	0.04%
	492
	0.04%
	
	19
	0.00%
	84
	0.00%

	Australia
	259
	0.56%
	1,218
	0.47%
	
	2,606
	0.95%
	6,972
	0.58%
	
	3,984
	0.06%
	14,195
	0.05%

	Austria
	335
	0.72%
	2,082
	0.80%
	
	2,113
	0.77%
	10,658
	0.89%
	
	1,835
	0.03%
	7,589
	0.03%

	Azerbaijan
	1
	0.00%
	1
	0.00%
	
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%

	Bangladesh
	3
	0.01%
	14
	0.01%
	
	11
	0.00%
	58
	0.00%
	
	35
	0.00%
	220
	0.00%

	Barbados
	1
	0.00%
	13
	0.01%
	
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%

	Belgium
	402
	0.87%
	2,906
	1.12%
	
	5,805
	2.13%
	29,953
	2.49%
	
	56,264
	0.89%
	234,355
	0.82%

	Benin
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%
	
	3
	0.00%
	4
	0.00%

	Bermuda
	66
	0.14%
	386
	0.15%
	
	83
	0.03%
	269
	0.02%
	
	6
	0.00%
	18
	0.00%

	Bolivia
	0
	0.00%
	0
	0.00%
	
	4
	0.00%
	8
	0.00%
	
	9
	0.00%
	33
	0.00%

	Bosnia and Herzegovina
	15
	0.03%
	40
	0.02%
	
	196
	0.07%
	895
	0.07%
	
	8,367
	0.13%
	59,225
	0.21%

	Botswana
	1
	0.00%
	1
	0.00%
	
	3
	0.00%
	4
	0.00%
	
	0
	0.00%
	0
	0.00%

	Brazil
	153
	0.33%
	464
	0.18%
	
	1,070
	0.39%
	3,053
	0.25%
	
	3,513
	0.06%
	13,315
	0.05%

	Bulgaria
	21
	0.05%
	122
	0.05%
	
	924
	0.34%
	4,043
	0.34%
	
	174,554
	2.76%
	713,920
	2.49%

	Burkina Faso
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%
	
	3
	0.00%
	4
	0.00%

	Cambodia
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%
	
	2
	0.00%
	12
	0.00%

	Canada
	258
	0.56%
	1,314
	0.51%
	
	329
	0.12%
	914
	0.08%
	
	119
	0.00%
	581
	0.00%

	Canary Islands
	45
	0.10%
	263
	0.10%
	
	534
	0.20%
	2,632
	0.22%
	
	20,459
	0.32%
	115,865
	0.40%

	Cayman Islands
	56
	0.12%
	196
	0.08%
	
	47
	0.02%
	156
	0.01%
	
	35
	0.00%
	103
	0.00%

	Ceuta 
	1
	0.00%
	3
	0.00%
	
	11
	0.00%
	43
	0.00%
	
	410
	0.01%
	2,290
	0.01%

	Chile
	21
	0.05%
	165
	0.06%
	
	105
	0.04%
	452
	0.04%
	
	18
	0.00%
	58
	0.00%

	China
	1,262
	2.72%
	4,410
	1.70%
	
	12,981
	4.76%
	39,269
	3.27%
	
	323,298
	5.11%
	832,045
	2.90%

	Colombia
	18
	0.04%
	84
	0.03%
	
	1,033
	0.38%
	4,564
	0.38%
	
	40,653
	0.64%
	255,915
	0.89%

	Côte d’Ivoire
	0
	0.00%
	0
	0.00%
	
	10
	0.00%
	56
	0.00%
	
	6
	0.00%
	8
	0.00%

	Croatia
	40
	0.09%
	261
	0.10%
	
	866
	0.32%
	4,225
	0.35%
	
	53,428
	0.84%
	280,111
	0.98%

	Curaçao
	1
	0.00%
	15
	0.01%
	
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%

	Cyprus
	36
	0.08%
	132
	0.05%
	
	83
	0.03%
	186
	0.02%
	
	1,605
	0.03%
	3,607
	0.01%

	Czech Republic
	21
	0.05%
	75
	0.03%
	
	3,006
	1.10%
	15,595
	1.30%
	
	124,377
	1.97%
	597,131
	2.08%
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(continued)
	Country
	Business Group Parents
	
	Subsidiaries
	
	Standalones

	
	Unique Firms
	Firm-Years
	
	Unique Firms
	Firm-Years
	
	Unique Firms
	Firm-Years

	
	Obs.
	%
	Obs.
	%
	
	Obs.
	%
	Obs.
	%
	
	Obs.
	%
	Obs.
	%

	Denmark
	829
	1.79%
	4,775
	1.85%
	
	3,090
	1.13%
	13,283
	1.11%
	
	5,934
	0.09%
	13,964
	0.05%

	Ecuador
	3
	0.01%
	9
	0.00%
	
	11
	0.00%
	38
	0.00%
	
	46
	0.00%
	184
	0.00%

	Egypt
	11
	0.02%
	58
	0.02%
	
	34
	0.01%
	141
	0.01%
	
	79
	0.00%
	381
	0.00%

	El Salvador
	0
	0.00%
	0
	0.00%
	
	4
	0.00%
	34
	0.00%
	
	0
	0.00%
	0
	0.00%

	Estonia
	3
	0.01%
	11
	0.00%
	
	868
	0.32%
	4,596
	0.38%
	
	51,089
	0.81%
	258,712
	0.90%

	Faroe Islands
	8
	0.02%
	31
	0.01%
	
	18
	0.01%
	34
	0.00%
	
	2
	0.00%
	3
	0.00%

	Fiji
	1
	0.00%
	6
	0.00%
	
	2
	0.00%
	12
	0.00%
	
	0
	0.00%
	0
	0.00%

	Finland
	2,769
	5.96%
	13,383
	5.17%
	
	9,008
	3.30%
	38,534
	3.21%
	
	78,137
	1.24%
	438,920
	1.53%

	France
	2,651
	5.71%
	15,751
	6.09%
	
	31,976
	11.71%
	153,211
	12.75%
	
	359,869
	5.69%
	2,335,140
	8.13%

	French Guiana
	2
	0.00%
	12
	0.00%
	
	51
	0.02%
	227
	0.02%
	
	343
	0.01%
	1,817
	0.01%

	Gabon
	0
	0.00%
	0
	0.00%
	
	1
	0.00%
	2
	0.00%
	
	2
	0.00%
	3
	0.00%

	Germany
	2,066
	4.45%
	12,912
	4.99%
	
	9,901
	3.63%
	39,921
	3.32%
	
	49,362
	0.78%
	122,849
	0.43%

	Ghana
	0
	0.00%
	0
	0.00%
	
	6
	0.00%
	45
	0.00%
	
	4
	0.00%
	42
	0.00%

	Gibraltar
	2
	0.00%
	14
	0.01%
	
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%

	Greece
	292
	0.63%
	1,900
	0.73%
	
	1,356
	0.50%
	7,096
	0.59%
	
	16,858
	0.27%
	109,618
	0.38%

	Greenland
	5
	0.01%
	47
	0.02%
	
	31
	0.01%
	113
	0.01%
	
	79
	0.00%
	249
	0.00%

	Guadeloupe
	3
	0.01%
	9
	0.00%
	
	76
	0.03%
	386
	0.03%
	
	862
	0.01%
	3,949
	0.01%

	Guernsey 
	13
	0.03%
	46
	0.02%
	
	5
	0.00%
	20
	0.00%
	
	2
	0.00%
	3
	0.00%

	Guyana
	1
	0.00%
	1
	0.00%
	
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%

	Hong Kong
	35
	0.08%
	249
	0.10%
	
	106
	0.04%
	419
	0.03%
	
	11
	0.00%
	70
	0.00%

	Hungary
	79
	0.17%
	377
	0.15%
	
	1,620
	0.59%
	7,945
	0.66%
	
	79,875
	1.26%
	477,460
	1.66%

	Iceland
	59
	0.13%
	199
	0.08%
	
	261
	0.10%
	649
	0.05%
	
	10,473
	0.17%
	36,318
	0.13%

	India
	1,099
	2.37%
	3,859
	1.49%
	
	4,659
	1.71%
	13,505
	1.12%
	
	13,405
	0.21%
	44,339
	0.15%

	Indonesia
	12
	0.03%
	67
	0.03%
	
	55
	0.02%
	319
	0.03%
	
	13
	0.00%
	61
	0.00%

	Iran
	12
	0.03%
	28
	0.01%
	
	49
	0.02%
	107
	0.01%
	
	34
	0.00%
	220
	0.00%

	Iraq
	1
	0.00%
	2
	0.00%
	
	1
	0.00%
	2
	0.00%
	
	6
	0.00%
	52
	0.00%

	Ireland
	302
	0.65%
	1,265
	0.49%
	
	1,993
	0.73%
	7,712
	0.64%
	
	3,945
	0.06%
	10,436
	0.04%

	Isle of Man
	15
	0.03%
	62
	0.02%
	
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%

	Israel
	96
	0.21%
	624
	0.24%
	
	157
	0.06%
	746
	0.06%
	
	103
	0.00%
	165
	0.00%

	Italy
	3,184
	6.86%
	20,816
	8.04%
	
	27,424
	10.05%
	116,485
	9.70%
	
	757,447
	11.97%
	3,951,315
	13.76%

	Jamaica
	3
	0.01%
	21
	0.01%
	
	7
	0.00%
	14
	0.00%
	
	1
	0.00%
	4
	0.00%
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	Country
	Business Group Parents
	
	Subsidiaries
	
	Standalones

	
	Unique Firms
	Firm-Years
	
	Unique Firms
	Firm-Years
	
	Unique Firms
	Firm-Years

	
	Obs.
	%
	Obs.
	%
	
	Obs.
	%
	Obs.
	%
	
	Obs.
	%
	Obs.
	%

	Japan
	1,842
	3.97%
	12,968
	5.01%
	
	9,633
	3.53%
	45,289
	3.77%
	
	4,071
	0.06%
	41,044
	0.14%

	Jersey
	35
	0.08%
	200
	0.08%
	
	3
	0.00%
	4
	0.00%
	
	3
	0.00%
	17
	0.00%

	Jordan
	11
	0.02%
	69
	0.03%
	
	27
	0.01%
	144
	0.01%
	
	18
	0.00%
	155
	0.00%

	Kazakhstan
	1
	0.00%
	6
	0.00%
	
	30
	0.01%
	133
	0.01%
	
	217
	0.00%
	1,230
	0.00%

	Kenya
	2
	0.00%
	13
	0.01%
	
	15
	0.01%
	109
	0.01%
	
	2
	0.00%
	29
	0.00%

	Korea
	867
	1.87%
	4,804
	1.86%
	
	3,178
	1.16%
	16,181
	1.35%
	
	111,051
	1.76%
	841,684
	2.93%

	Kosovo
	1
	0.00%
	1
	0.00%
	
	2
	0.00%
	4
	0.00%
	
	24
	0.00%
	56
	0.00%

	Kuwait
	23
	0.05%
	156
	0.06%
	
	25
	0.01%
	107
	0.01%
	
	2
	0.00%
	5
	0.00%

	Kyrgyzstan
	1
	0.00%
	3
	0.00%
	
	0
	0.00%
	0
	0.00%
	
	2
	0.00%
	18
	0.00%

	Latvia
	164
	0.35%
	725
	0.28%
	
	1,079
	0.40%
	4,612
	0.38%
	
	55,177
	0.87%
	231,564
	0.81%

	Lebanon
	0
	0.00%
	0
	0.00%
	
	2
	0.00%
	25
	0.00%
	
	1
	0.00%
	5
	0.00%

	Liberia
	1
	0.00%
	15
	0.01%
	
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%

	Liechtenstein
	1
	0.00%
	2
	0.00%
	
	0
	0.00%
	0
	0.00%
	
	3
	0.00%
	26
	0.00%

	Lithuania
	108
	0.23%
	437
	0.17%
	
	645
	0.24%
	2,552
	0.21%
	
	9,583
	0.15%
	38,600
	0.13%

	Luxembourg
	87
	0.19%
	312
	0.12%
	
	762
	0.28%
	2,711
	0.23%
	
	4,340
	0.07%
	14,291
	0.05%

	Malaysia
	1,560
	3.36%
	11,488
	4.44%
	
	5,721
	2.10%
	37,171
	3.09%
	
	15,228
	0.24%
	122,704
	0.43%

	Malta
	47
	0.10%
	122
	0.05%
	
	259
	0.09%
	702
	0.06%
	
	624
	0.01%
	2,084
	0.01%

	Marshall Islands
	7
	0.02%
	34
	0.01%
	
	4
	0.00%
	11
	0.00%
	
	1
	0.00%
	6
	0.00%

	Martinique
	3
	0.01%
	10
	0.00%
	
	58
	0.02%
	267
	0.02%
	
	474
	0.01%
	1,954
	0.01%

	Mauritius
	13
	0.03%
	50
	0.02%
	
	115
	0.04%
	226
	0.02%
	
	68
	0.00%
	127
	0.00%

	Mayotte
	1
	0.00%
	1
	0.00%
	
	2
	0.00%
	2
	0.00%
	
	18
	0.00%
	40
	0.00%

	Mexico
	44
	0.09%
	304
	0.12%
	
	300
	0.11%
	845
	0.07%
	
	3,115
	0.05%
	5,799
	0.02%

	Moldova
	1
	0.00%
	1
	0.00%
	
	6
	0.00%
	14
	0.00%
	
	214
	0.00%
	1,255
	0.00%

	Mongolia
	1
	0.00%
	2
	0.00%
	
	2
	0.00%
	10
	0.00%
	
	60
	0.00%
	391
	0.00%

	Montenegro
	2
	0.00%
	10
	0.00%
	
	44
	0.02%
	158
	0.01%
	
	1,405
	0.02%
	5,686
	0.02%

	Morocco
	6
	0.01%
	24
	0.01%
	
	384
	0.14%
	1,123
	0.09%
	
	2,978
	0.05%
	12,263
	0.04%

	Netherlands
	1,685
	3.63%
	7,727
	2.99%
	
	4,811
	1.76%
	19,311
	1.61%
	
	775
	0.01%
	2,370
	0.01%

	New Zealand
	43
	0.09%
	224
	0.09%
	
	674
	0.25%
	2,354
	0.20%
	
	94
	0.00%
	220
	0.00%

	Nigeria
	3
	0.01%
	24
	0.01%
	
	19
	0.01%
	131
	0.01%
	
	12
	0.00%
	71
	0.00%

	North Macedonia
	15
	0.03%
	71
	0.03%
	
	130
	0.05%
	457
	0.04%
	
	33,360
	0.53%
	136,892
	0.48%

	Norway
	1,658
	3.57%
	8,255
	3.19%
	
	8,953
	3.28%
	33,818
	2.81%
	
	81,733
	1.29%
	413,963
	1.44%
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	Country
	Business Group Parents
	
	Subsidiaries
	
	Standalones

	
	Unique Firms
	Firm-Years
	
	Unique Firms
	Firm-Years
	
	Unique Firms
	Firm-Years

	
	Obs.
	%
	Obs.
	%
	
	Obs.
	%
	Obs.
	%
	
	Obs.
	%
	Obs.
	%

	Oman
	2
	0.00%
	9
	0.00%
	
	5
	0.00%
	25
	0.00%
	
	8
	0.00%
	78
	0.00%

	Pakistan
	23
	0.05%
	102
	0.04%
	
	64
	0.02%
	267
	0.02%
	
	117
	0.00%
	923
	0.00%

	Palestine
	0
	0.00%
	0
	0.00%
	
	1
	0.00%
	1
	0.00%
	
	1
	0.00%
	1
	0.00%

	Panama
	6
	0.01%
	38
	0.01%
	
	8
	0.00%
	24
	0.00%
	
	7
	0.00%
	23
	0.00%

	Paraguay
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%
	
	6
	0.00%
	28
	0.00%

	Peru
	7
	0.02%
	29
	0.01%
	
	163
	0.06%
	379
	0.03%
	
	298
	0.00%
	529
	0.00%

	Philippines
	10
	0.02%
	55
	0.02%
	
	667
	0.24%
	3,149
	0.26%
	
	1,011
	0.02%
	6,558
	0.02%

	Poland
	619
	1.33%
	3,401
	1.31%
	
	7,407
	2.71%
	33,206
	2.76%
	
	84,644
	1.34%
	372,388
	1.30%

	Portugal
	412
	0.89%
	1,819
	0.70%
	
	4,531
	1.66%
	18,535
	1.54%
	
	314,418
	4.97%
	1,708,179
	5.95%

	Qatar
	1
	0.00%
	12
	0.00%
	
	2
	0.00%
	16
	0.00%
	
	1
	0.00%
	8
	0.00%

	Reunion
	5
	0.01%
	19
	0.01%
	
	143
	0.05%
	511
	0.04%
	
	1,327
	0.02%
	5,756
	0.02%

	Romania
	29
	0.06%
	146
	0.06%
	
	2,287
	0.84%
	10,762
	0.90%
	
	418,395
	6.61%
	1,968,092
	6.86%

	Russia
	90
	0.19%
	525
	0.20%
	
	5,082
	1.86%
	20,887
	1.74%
	
	1,368,417
	21.63%
	4,740,954
	16.52%

	Saint Martin
	0
	0.00%
	0
	0.00%
	
	6
	0.00%
	32
	0.00%
	
	173
	0.00%
	849
	0.00%

	Saint Pierre and Miquelon
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%
	
	3
	0.00%
	4
	0.00%

	Saudi Arabia
	16
	0.03%
	131
	0.05%
	
	11
	0.00%
	74
	0.01%
	
	12
	0.00%
	83
	0.00%

	Serbia
	9
	0.02%
	29
	0.01%
	
	614
	0.22%
	2,609
	0.22%
	
	79,474
	1.26%
	323,092
	1.13%

	Seychelles
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%
	
	2
	0.00%
	2
	0.00%

	Singapore
	127
	0.27%
	994
	0.38%
	
	111
	0.04%
	553
	0.05%
	
	4
	0.00%
	23
	0.00%

	Slovakia
	56
	0.12%
	128
	0.05%
	
	1,512
	0.55%
	6,583
	0.55%
	
	114,903
	1.82%
	564,278
	1.97%

	Slovenia
	10
	0.02%
	84
	0.03%
	
	507
	0.19%
	2,530
	0.21%
	
	69,864
	1.10%
	382,869
	1.33%

	South Africa
	41
	0.09%
	247
	0.10%
	
	49
	0.02%
	175
	0.01%
	
	5
	0.00%
	32
	0.00%

	Spain
	1,604
	3.45%
	9,547
	3.69%
	
	16,620
	6.09%
	79,949
	6.65%
	
	468,107
	7.40%
	2,809,416
	9.79%

	Sri Lanka
	13
	0.03%
	104
	0.04%
	
	79
	0.03%
	507
	0.04%
	
	11
	0.00%
	42
	0.00%

	Svalbard
	1
	0.00%
	11
	0.00%
	
	7
	0.00%
	36
	0.00%
	
	52
	0.00%
	243
	0.00%

	Sweden
	4,367
	9.41%
	26,047
	10.06%
	
	21,270
	7.79%
	102,618
	8.54%
	
	2,287
	0.04%
	17,520
	0.06%

	Switzerland
	111
	0.24%
	1,200
	0.46%
	
	111
	0.04%
	876
	0.07%
	
	67
	0.00%
	664
	0.00%

	Taiwan
	510
	1.10%
	3,530
	1.36%
	
	632
	0.23%
	3,379
	0.28%
	
	348
	0.01%
	946
	0.00%

	Tanzania
	0
	0.00%
	0
	0.00%
	
	1
	0.00%
	1
	0.00%
	
	1
	0.00%
	1
	0.00%

	Thailand
	2,290
	4.93%
	8,282
	3.20%
	
	8,207
	3.01%
	32,051
	2.67%
	
	191,174
	3.02%
	877,258
	3.06%

	Trinidad and Tobago
	1
	0.00%
	9
	0.00%
	
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%


(continued)

Table OA-1 (continued)

(continued)
	Country
	Business Group Parents
	
	Subsidiaries
	
	Standalones

	
	Unique Firms
	Firm-Years
	
	Unique Firms
	Firm-Years
	
	Unique Firms
	Firm-Years

	
	Obs.
	%
	Obs.
	%
	
	Obs.
	%
	Obs.
	%
	
	Obs.
	%
	Obs.
	%

	Tunisia
	5
	0.01%
	15
	0.01%
	
	4
	0.00%
	11
	0.00%
	
	4
	0.00%
	18
	0.00%

	Turkey
	77
	0.17%
	341
	0.13%
	
	580
	0.21%
	1,946
	0.16%
	
	35,903
	0.57%
	121,224
	0.42%

	Ukraine
	33
	0.07%
	105
	0.04%
	
	685
	0.25%
	2,733
	0.23%
	
	202,753
	3.20%
	877,482
	3.06%

	United Arab Emirates
	6
	0.01%
	34
	0.01%
	
	4
	0.00%
	14
	0.00%
	
	7
	0.00%
	27
	0.00%

	United Kingdom
	9,023
	19.44%
	48,909
	18.90%
	
	36,932
	13.53%
	168,804
	14.05%
	
	148,755
	2.35%
	429,835
	1.50%

	United States
	1,492
	3.21%
	12,273
	4.74%
	
	807
	0.30%
	3,255
	0.27%
	
	531
	0.01%
	2,219
	0.01%

	Uruguay
	9
	0.02%
	24
	0.01%
	
	88
	0.03%
	156
	0.01%
	
	94
	0.00%
	172
	0.00%

	Uzbekistan
	0
	0.00%
	0
	0.00%
	
	1
	0.00%
	1
	0.00%
	
	7
	0.00%
	7
	0.00%

	Venezuela
	1
	0.00%
	13
	0.01%
	
	0
	0.00%
	0
	0.00%
	
	0
	0.00%
	0
	0.00%

	Vietnam
	568
	1.22%
	1,638
	0.63%
	
	2,012
	0.74%
	5,687
	0.47%
	
	257,739
	4.07%
	682,670
	2.38%

	Virgin Islands
	21
	0.05%
	88
	0.03%
	
	3
	0.00%
	5
	0.00%
	
	4
	0.00%
	9
	0.00%

	Zambia
	0
	0.00%
	0
	0.00%
	
	6
	0.00%
	31
	0.00%
	
	0
	0.00%
	0
	0.00%

	Zimbabwe
	2
	0.00%
	5
	0.00%
	
	5
	0.00%
	14
	0.00%
	
	5
	0.00%
	7
	0.00%

	Total
	46,426
	100.00%
	258,797
	100.00%
	
	272,955
	100.00%
	1,201,352
	100.00%
	
	6,326,790
	100.00%
	28,706,602
	100.00%




Table OA-1 (continued)

Panel B: Initial Sample Descriptive Statistics
	
	Unique Firms
	Firm-Years
	Mean
	Std. Dev.
	P25
	Median
	P75

	Subsidiaries:
	
	
	
	
	
	
	

	 
	272,955
	1,201,352
	0.013
	0.114
	0.000
	0.000
	0.000

	
	272,955
	1,201,352
	0.253
	0.434
	0.000
	0.000
	1.000

	
	255,206
	1,032,956
	0.223
	0.416
	0.000
	0.000
	0.000

	
	272,955
	1,201,352
	0.052
	0.223
	-0.001
	0.031
	0.095

	
	272,955
	1,201,352
	0.256
	0.436
	0.000
	0.000
	1.000

	 
	272,955
	1,201,352
	0.682
	0.483
	0.405
	0.656
	0.865

	 
	272,955
	1,201,352
	0.154
	0.369
	0.001
	0.076
	0.257

	 
	272,955
	1,201,352
	15.710
	2.163
	14.406
	15.960
	17.420

	
	272,955
	1,201,352
	0.028
	0.166
	0.000
	0.000
	0.000

	
	
	
	
	
	
	
	

	Standalones:
	
	
	
	
	
	
	

	 
	6,326,790
	28,706,602
	0.015
	0.123
	0.000
	0.000
	0.000

	
	6,326,790
	28,706,602
	0.302
	0.459
	0.000
	0.000
	1.000

	
	6,066,508
	26,321,043
	0.294
	0.455
	0.000
	0.000
	1.000

	
	6,326,790
	28,706,602
	0.065
	0.247
	-0.002
	0.024
	0.108

	
	6,326,790
	28,706,602
	0.260
	0.438
	0.000
	0.000
	1.000

	 
	6,326,790
	28,706,602
	0.717
	0.548
	0.374
	0.692
	0.923

	 
	6,326,790
	28,706,602
	0.176
	0.416
	0.002
	0.071
	0.303

	
	6,326,790
	28,706,602
	12.596
	1.721
	11.336
	12.505
	13.707

	
	6,326,790
	28,706,602
	0.001
	0.034
	0.000
	0.000
	0.000


This table presents the Initial Sample composition and descriptive statistics for business group parent, subsidiary, and standalone observations. Panel A presents the distribution of sample firms and firm-years by country. Panel B presents descriptive statistics for our main dependent and independent variables separately for subsidiaries and standalones. All continuous variables are winsorized at the 1st and 99th percentiles of their distributions. All variables are defined in the Appendix of the paper.



Table OA-2: Initial Sample Analysis

	
	Dependent variable: 

	 Independent variables:
	(1)
	(2)

	
	0.011***
	0.012***

	
	(7.67)
	(7.65)

	
	
	-0.009***

	
	
	(-4.00)

	
	-0.004***
	-0.004**

	
	(-2.59)
	(-2.58)

	
	0.009***
	0.009***

	
	(7.52)
	(7.53)

	
	0.014***
	0.014***

	
	(5.88)
	(5.89)

	
	-0.000
	-0.000

	
	(-0.88)
	(-0.88)

	
	-0.005***
	-0.005***

	
	(-4.94)
	(-4.95)

	
	-0.004***
	-0.004***

	
	(-3.14)
	(-3.21)

	Firm fixed effects
	Yes
	Yes

	Year fixed effects
	Yes
	Yes

	Obs.
	29,907,954
	29,907,954

	Adj. R2
	0.366
	0.366


This table presents the results of the analysis that examines the differential sensitivity of subsidiaries and standalones to industry distress in the Initial Sample. The dependent variable is , an indicator variable set equal to one if a firm files for bankruptcy in the 12-month period following the end of the fiscal year, and zero otherwise. All model specifications are estimated using ordinary least squares (OLS) regressions and include firm-level controls (i.e., , , , , , and ) as well as firm and year fixed effects. The table reports (in parentheses) t-statistics based on heteroscedasticity-robust standard errors clustered at the country and industry level. ***, **, and * denote statistical significance at the 1%, 5%, and 10% levels (two-tailed), respectively. All variables are defined in the Appendix of the paper.


Table OA-3: Propensity Score Matching Analysis

Panel A: Propensity Score First-Stage Logit Estimation
	
	Dependent variable: 

	
	Logit

	 Independent variables:
	(1)

	
	-0.640***

	
	(-5.48)

	
	0.306***

	
	(4.12)

	
	0.050

	
	(0.38)

	
	0.088

	
	(1.48)

	
	0.759***

	
	(20.10)

	Obs.
	6,599,745

	Pseudo R2
	0.152



Panel B: Covariate Balance
	
	Subsidiaries
	
	Standalones
	
	
	

	
	Obs.
	Mean
	
	Obs.
	Mean
	
	Difference
	p-value

	Before PSM:
	
	
	
	
	
	
	
	

	
	272,955
	0.045
	
	6,326,790
	0.100
	
	-0.055
	0.000

	
	272,955
	0.289
	
	6,326,790
	0.254
	
	0.035
	0.021

	 
	272,955
	0.724
	
	6,326,790
	0.747
	
	-0.023
	0.147

	 
	272,955
	0.136
	
	6,326,790
	0.205
	
	-0.069
	0.000

	 
	272,955
	15.310
	
	6,326,790
	12.241
	
	3.069
	0.000

	
	
	
	
	
	
	
	
	

	After PSM:
	
	
	
	
	
	
	
	

	
	137,305
	0.054
	
	137,305
	0.056
	
	-0.003
	0.446

	
	137,305
	0.301
	
	137,305
	0.265
	
	0.036
	0.000

	 
	137,305
	0.757
	
	137,305
	0.751
	
	0.006
	0.682

	 
	137,305
	0.146
	
	137,305
	0.143
	
	0.002
	0.692

	
	137,305
	0.054
	
	137,305
	0.056
	
	-0.007
	0.176


This table presents the results of the propensity score matching (PSM) analysis, which we conduct to identify suitable standalone matches for our sample of subsidiaries. We obtain subsidiary–standalone matches in the first year that subsidiaries appear in the sample. Standalones are matched (without replacement) to subsidiaries based on country, industry, listing status, and closest propensity score (using a caliper of 0.01) estimated based on a logistic regression of  on , , , , and . Panel A reports the first stage estimates used to calculate propensity scores. The dependent variable is , an indicator variable set equal to one if a firm is a subsidiary, and zero if a firm is a standalone entity. Panel B presents the results of the covariate balance analysis conducted before and after the PSM procedure. As we match subsidiaries and standalones in the first year they appear in our sample, the analysis of covariate balance is also conducted within this subsample. All variables are defined in the Appendix of the paper.


Table OA-4: Entropy Balancing Analysis

Panel A: Covariate Balance
	
	Subsidiaries
	
	Standalones

	
	Obs.
	Mean
	Variance
	Skewness
	
	Obs.
	Mean
	Variance
	Skewness

	Before entropy balancing:
	
	
	
	
	
	
	
	
	

	
	272,955
	0.045
	0.063
	0.609
	
	6,326,790
	0.100
	0.097
	0.851

	
	272,955
	0.289
	0.205
	0.933
	
	6,326,790
	0.254
	0.189
	1.132

	 
	272,955
	0.724
	0.259
	2.879
	
	6,326,790
	0.747
	0.273
	2.193

	 
	272,955
	0.136
	0.154
	0.121
	
	6,326,790
	0.205
	0.207
	0.099

	 
	272,955
	15.310
	5.069
	-0.550
	
	6,326,790
	12.240
	2.925
	0.611

	
	
	
	
	
	
	
	
	
	

	After entropy balancing:
	
	
	
	
	
	
	
	
	

	
	272,955
	0.045
	0.063
	0.609
	
	6,326,790
	0.045
	0.063
	0.609

	
	272,955
	0.289
	0.205
	0.933
	
	6,326,790
	0.289
	0.205
	0.933

	 
	272,955
	0.724
	0.259
	2.879
	
	6,326,790
	0.724
	0.259
	2.879

	 
	272,955
	0.136
	0.154
	0.121
	
	6,326,790
	0.136
	0.154
	0.121

	
	272,955
	15.310
	5.069
	-0.550
	
	6,326,790
	15.310
	5.069
	-0.550




Table OA-4 (continued)

Panel B: Entropy Weighted Regressions
	
	Dependent variable: 

	 Independent variables:
	(1)
	(2)

	
	0.010***
	0.016***

	
	(5.85)
	(6.06)

	
	
	-0.010***

	
	
	(-4.01)

	
	-0.002
	-0.002

	
	(-1.12)
	(-1.12)

	
	0.007***
	0.007***

	
	(7.21)
	(7.25)

	
	0.017***
	0.017***

	
	(7.30)
	(7.31)

	
	-0.002***
	-0.002***

	
	(-3.36)
	(-3.34)

	
	-0.001
	-0.001

	
	(-1.44)
	(-1.45)

	
	-0.002
	-0.003*

	
	(-1.65)
	(-1.74)

	Firm fixed effects
	Yes
	Yes

	Year fixed effects
	Yes
	Yes

	Obs.
	29,907,954
	29,907,954

	Adj. R2
	0.353
	0.353


This table presents the results of the entropy balancing (EB) analysis, which we conduct as a sensitivity test to identify suitable standalone matches for our sample of subsidiaries. Panel A presents the different moments of the variables used in the EB procedure across subsidiaries and standalones. Covariate balance weights are estimated using the first years that firms appear in our sample. Panel B presents the results of the analysis of the sensitivity of subsidiaries and standalones to industry distress using the reweighted sample with balanced covariates. All model specifications are estimated using weighted least squares (WLS) regressions based on EB weights and include firm and year fixed effects. The table reports (in parentheses) t-statistics based on heteroscedasticity-robust standard errors clustered at the country and industry level. ***, **, and * denote statistical significance at the 1%, 5%, and 10% levels (two-tailed), respectively. All variables are defined in the Appendix of the paper.

Table OA-5: RPT Reforms

	Country
	Year of Adoption

	Albania
	2009

	Benin
	2015

	Botswana
	2009

	Burkina Faso
	2015

	Chile
	2011

	China
	2019

	Colombia
	2008

	Côte d’Ivoire
	2015

	Croatia
	2017

	Cyprus
	2012

	Ecuador
	2015

	Egypt
	2009

	El Salvador
	2012

	Fiji
	2017

	Gabon
	2015

	Greece
	2009

	Hong Kong
	2015

	Hungary
	2019

	Iceland
	2008

	India
	2015

	Indonesia
	2008

	Iran
	2013

	Ireland
	2016

	Jordan
	2019

	Kazakhstan
	2011

	Kenya
	2017

	Korea
	2013

	Kosovo
	2013

	Kuwait
	2014

	Kyrgyzstan
	2009

	Lithuania
	2012

	Luxembourg
	2018

	Malaysia
	2018

	Mauritius
	2019

	Moldova
	2013

	Mongolia
	2013

	Morocco
	2011

	Netherlands
	2013

	Nigeria
	2016

	North Macedonia
	2010

	Norway
	2008

	Oman
	2020

	Pakistan
	2018

	Panama
	2014

	Peru
	2012

	Philippines
	2019

	Portugal
	2008

	Russia
	2017

	Saudi Arabia
	2009

	Serbia
	2020

	Slovenia
	2008

	Spain
	2016

	Sri Lanka
	2012

	Sweden
	2011

	Switzerland
	2015


(continued)

Table OA-5 (continued)

(continued)
	Country
	Year of Adoption

	Taiwan
	2013

	Thailand
	2009

	Tunisia
	2009

	Turkey
	2009

	Ukraine
	2010

	United Arab Emirates
	2014

	Uzbekistan
	2015

	Vietnam
	2008

	Zambia
	2020

	Zimbabwe
	2016


This table presents the adoption years of related party transaction (RPT) reforms for our Initial Sample countries (Source: World Bank Doing Business Reports 2008-2018). For countries with multiple RPT reforms during our sample period, we present the year of the first reform only.
Table OA-6: Excluding the Financial Crisis

	
	Dependent variable: 

	 Independent variables:
	(2)
	(3)

	
	0.012***
	0.011***

	
	(7.11)
	(6.28)

	
	
	-0.005***

	
	
	(-3.95)

	
	-0.007***
	-0.007***

	
	(-4.53)
	(-4.18)

	
	
	0.001

	
	
	(0.24)

	
	
	0.000

	
	
	(0.18)

	
	
	0.007***

	
	
	(2.87)

	Controls
	Yes
	Yes

	Firm fixed effects
	Yes
	Yes

	Year fixed effects
	Yes
	Yes

	Obs.
	1,214,240
	1,089,693

	Adj. R2
	0.375
	0.407


This table presents the results of the sensitivity tests that assess the robustness of the findings of our main analyses to the exclusion of the financial crisis years. We re-estimate the models presented in Table 2, Panel A, Column (7) and Table 3, Panel A, Column (7) of the paper excluding the years 2007 and 2008 from our sample. The dependent variable is , an indicator variable set equal to one if a firm files for bankruptcy in the 12-month period following the end of the fiscal year, and zero otherwise. All model specifications are estimated using ordinary least squares (OLS) regressions and include firm-level controls (i.e., , , , , , and ) as well as firm and year fixed effects. The table reports (in parentheses) t-statistics based on heteroscedasticity-robust standard errors clustered at the country and industry level. ***, **, and * denote statistical significance at the 1%, 5%, and 10% levels (two-tailed), respectively. All variables are defined in the Appendix of the paper.


Table OA-7: Excluding Non-bankrupt Dropout Firms

	
	Dependent variable: 

	 Independent variables:
	(1)
	(2)

	
	0.013***
	0.013***

	
	(7.30)
	(6.31)

	
	
	-0.012***

	
	
	(-5.24)

	
	-0.008***
	-0.008***

	
	(-4.10)
	(-3.56)

	
	
	0.001

	
	
	(0.31)

	
	
	0.003*

	
	
	(1.77)

	
	
	0.010***

	
	
	(3.01)

	Controls
	Yes
	Yes

	Firm fixed effects
	Yes
	Yes

	Year fixed effects
	Yes
	Yes

	Obs.
	838,312
	728,000

	Adj. R2
	0.338
	0.394


This table presents the results of the sensitivity tests that assess the robustness of the findings of our main analyses to the exclusion of non-bankrupt dropout firms. We re-estimate the models presented in Table 2, Panel A, Column (7) and Table 3, Panel A, Column (7) of the paper excluding non-bankrupt dropout firms from our sample. The dependent variable is , an indicator variable set equal to one if a firm files for bankruptcy in the 12-month period following the end of the fiscal year, and zero otherwise. All model specifications are estimated using ordinary least squares (OLS) regressions and include firm-level controls (i.e., , , , , , and ) as well as firm and year fixed effects. The table reports (in parentheses) t-statistics based on heteroscedasticity-robust standard errors clustered at the country and industry level. ***, **, and * denote statistical significance at the 1%, 5%, and 10% levels (two-tailed), respectively. All variables are defined in the Appendix of the paper.






Table OA-8: Excluding US/Canadian Subsidiaries and Subsidiaries of US/Canadian Groups

	
	Dependent variable: 

	
	Excluding US/Canadian 
Subsidiaries
	Excluding Subsidiaries of 
US/Canadian Groups
	Excluding US/Canadian Subsidiaries and Subsidiaries of US/Canadian Groups

	 Independent variables:
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	
	0.012***
	0.011***
	0.011***
	0.011***
	0.011***
	0.011***

	
	(6.73)
	(5.43)
	(6.40)
	(5.32)
	(6.39)
	(5.32)

	
	
	-0.007***
	
	-0.007***
	
	-0.007***

	
	
	(-5.10)
	
	(-5.04)
	
	(-5.04)

	
	-0.008***
	-0.007***
	-0.007***
	-0.007***
	-0.007***
	-0.007***

	
	(-4.75)
	(-4.08)
	(-4.43)
	(-3.90)
	(-4.43)
	(-3.90)

	
	
	0.001
	
	0.001
	
	0.001

	
	
	(0.33)
	
	(0.37)
	
	(0.37)

	
	
	0.001
	
	0.001
	
	0.001

	
	
	(0.64)
	
	(0.64)
	
	(0.64)

	
	
	0.007***
	
	0.007**
	
	0.007**

	
	
	(2.84)
	
	(2.47)
	
	(2.47)

	Controls
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Firm fixed effects
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Year fixed effects
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Obs.
	1,334,156
	1,152,257
	1,245,437
	1,079,878
	1,245,369
	1,079,840

	Adj. R2
	0.337
	0.394
	0.337
	0.393
	0.337
	0.393


This table presents the results of the sensitivity tests that assess the robustness of the findings of our main analyses to the exclusion of US and Canadian subsidiaries and subsidiaries of US and Canadian business groups. We re-estimate the models presented in Table 2, Panel A, Column (7) and Table 3, Panel A, Column (7) of the paper excluding from the sample (i) US and Canadian subsidiaries (Columns (1) and (2)), (ii) subsidiaries of US and Canadian business groups (Columns (3) and (4)), and (iii) both US and Canadian subsidiaries and subsidiaries of US and Canadian business groups (Columns (5) and (6)). The dependent variable is , an indicator variable set equal to one if a firm files for bankruptcy in the 12-month period following the end of the fiscal year, and zero otherwise. All model specifications are estimated using ordinary least squares (OLS) regressions and include firm-level controls (i.e., , , , , , and ) as well as firm and year fixed effects. The table reports (in parentheses) t-statistics based on heteroscedasticity-robust standard errors clustered at the country and industry level. ***, **, and * denote statistical significance at the 1%, 5%, and 10% levels (two-tailed), respectively. All variables are defined in the Appendix of the paper.



Table OA-9: Alternative Bankruptcy Definitions

Panel A: Subsidiary and Standalone Bankruptcy Statuses
	
	All Firms
	Standalones
	Subsidiaries

	
	Firm-Years
	%
	Firm-Years
	%
	Firm-Years
	%

	Bankrupt Orbis “status”
	
	
	
	
	
	

	Active (default of payment)
	347
	1.73%
	270
	2.45%
	77
	0.86%

	Active (insolvency proceedings)
	1,744
	8.72%
	1,340
	12.17%
	404
	4.49%

	Active (reorganization)
	2,013
	10.06%
	907
	8.24%
	1,106
	12.30%

	Active (rescue plan)
	199
	0.99%
	165
	1.50%
	34
	0.38%

	Bankruptcy
	1,615
	8.07%
	1,367
	12.42%
	248
	2.76%

	Dissolved
	5,587
	27.93%
	2,358
	21.42%
	3,229
	35.90%

	Dissolved (bankruptcy)
	5
	0.02%
	4
	0.04%
	1
	0.01%

	Dissolved (liquidation)
	243
	1.21%
	90
	0.82%
	153
	1.70%

	In liquidation
	6,530
	32.65%
	3,941
	35.80%
	2,589
	28.79%

	Inactive (no precision)
	1,719
	8.59%
	566
	5.14%
	1,153
	12.82%

	Total
	20,002
	100.00%
	11,008
	100.00%
	8,994
	100.00%




Panel B: Foreign and Controlled Subsidiary Bankruptcy Statuses
	
	Domestic Subsidiaries
	Foreign Subsidiaries
	Minority Owned Subsidiaries
	Majority Owned Subsidiaries

	
	Firm-Years
	%
	Firm-Years
	%
	Firm-Years
	%
	Firm-Years
	%

	Bankrupt Orbis “status”
	
	
	
	
	
	
	
	

	Active (default of payment)
	66
	1.05%
	11
	0.41%
	16
	0.91%
	61
	0.84%

	Active (insolvency proceedings)
	338
	5.38%
	66
	2.43%
	73
	4.17%
	331
	4.57%

	Active (reorganization)
	680
	10.83%
	426
	15.69%
	179
	10.23%
	927
	12.80%

	Active (rescue plan)
	27
	0.43%
	7
	0.26%
	4
	0.23%
	30
	0.41%

	Bankruptcy
	198
	3.15%
	50
	1.84%
	72
	4.11%
	176
	2.43%

	Dissolved
	2,301
	36.65%
	928
	34.18%
	505
	28.86%
	2,724
	37.60%

	Dissolved (bankruptcy)
	0
	0.00%
	1
	0.04%
	0
	0.00%
	1
	0.01%

	Dissolved (liquidation)
	59
	0.94%
	94
	3.46%
	28
	1.60%
	125
	1.73%

	In liquidation
	1,754
	27.93%
	835
	30.76%
	641
	36.63%
	1,948
	26.89%

	Inactive (no precision)
	856
	13.63%
	297
	10.94%
	232
	13.26%
	921
	12.71%

	Total
	6,279
	100.00%
	2,715
	100.00%
	1,750
	100.00%
	7,244
	100.00%




Table OA-9 (continued)

Panel C: Subsidiary and Standalone Bankruptcy Rates
	
	All Firms
	Standalones
	Subsidiaries

	
	Firm-Years
	Bankruptcy
Rate
	Firm-Years
	Bankruptcy
Rate
	Firm-Years
	Bankruptcy
Rate

	Final Sample
	1,334,475
	
	708,912
	
	625,563
	

	 (Main Definition)
	20,002
	1.50%
	11,008
	1.55%
	8,994
	1.44%

	 (Alternative Definition 1)
	18,283
	1.37%
	10,442
	1.47%
	7,841
	1.25%

	 (Alternative Definition 2)
	18,084
	1.36%
	10,277
	1.45%
	7,807
	1.25%

	 (Alternative Definition 3)
	16,071
	1.20%
	9,370
	1.32%
	6,701
	1.07%

	 (Alternative Definition 4)
	15,724
	1.18%
	9,100
	1.28%
	6,624
	1.06%




Panel D: Domestic vs. Foreign and Minority vs. Majority Owned Subsidiary Bankruptcy Rates
	
	Domestic Subsidiaries
	Foreign Subsidiaries
	Minority Owned Subsidiaries
	Majority Owned Subsidiaries

	
	Firm-Years
	Bankruptcy
Rate
	Firm-Years
	Bankruptcy
Rate
	Firm-Years
	Bankruptcy
Rate
	Firm-Years
	Bankruptcy
Rate

	Final Sample
	376,215
	
	249,348
	
	113,541
	
	512,022
	

	 (Main Definition)
	6,279
	1.67%
	2,715
	1.09%
	1,750
	1.54%
	7,244
	1.41%

	 (Alternative Definition 1)
	5,423
	1.44%
	2,418
	0.97%
	1,518
	1.34%
	6,323
	1.23%

	 (Alternative Definition 2)
	5,396
	1.43%
	2,411
	0.97%
	1,514
	1.33%
	6,293
	1.23%

	 (Alternative Definition 3)
	4,716
	1.25%
	1,985
	0.80%
	1,335
	1.18%
	5,366
	1.05%

	 (Alternative Definition 4)
	4,650
	1.24%
	1,974
	0.79%
	1,319
	1.16%
	5,305
	1.04%





Table OA-9 (continued)

Panel E: Sensitivity Tests Using Alternative Bankruptcy Definitions
	
	Dependent variable: 

	
	Alternative Definition 1
	Alternative Definition 2
	Alternative Definition 3
	Alternative Definition 4

	 Independent variables:
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)
	(7)
	(8)

	
	0.012***
	0.011***
	0.012***
	0.011***
	0.010***
	0.010***
	0.009***
	0.009***

	
	(6.75)
	(5.43)
	(6.44)
	(5.15)
	(5.96)
	(4.64)
	(6.12)
	(4.91)

	
	
	-0.008***
	
	-0.008***
	
	-0.007***
	
	-0.007***

	
	
	(-5.29)
	
	(-5.22)
	
	(-5.01)
	
	(-5.01)

	
	-0.008***
	-0.008***
	-0.007***
	-0.007***
	-0.007***
	-0.007***
	-0.007***
	-0.006***

	
	(-4.73)
	(-4.12)
	(-4.41)
	(-3.81)
	(-4.60)
	(-3.66)
	(-4.62)
	(-3.73)

	
	
	-0.000
	
	0.000
	
	-0.002
	
	-0.002

	
	
	(-0.04)
	
	(0.09)
	
	(-0.77)
	
	(-0.79)

	
	
	0.001
	
	0.001
	
	-0.000
	
	-0.000

	
	
	(0.73)
	
	(0.77)
	
	(-0.22)
	
	(-0.18)

	
	
	0.009***
	
	0.008***
	
	0.005**
	
	0.006**

	
	
	(3.28)
	
	(2.98)
	
	(2.16)
	
	(2.26)

	Controls
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Firm fixed effects
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Year fixed effects
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Obs.
	1,334,475
	1,152,422
	1,334,475
	1,152,422
	1,334,475
	1,152,422
	1,334,475
	1,152,422

	Adj. R2
	0.338
	0.390
	0.339
	0.391
	0.338
	0.393
	0.339
	0.395


This table presents the results of the sensitivity tests that assess the robustness of the findings of our main analyses to alternative bankruptcy definitions. Panel A presents the distribution of bankruptcy years by Orbis status separately for standalone and subsidiary firms. Panel B presents the distribution of bankruptcy years by Orbis status separately for domestic subsidiaries, foreign subsidiaries, minority owned subsidiaries, and majority owned subsidiaries. Panel C presents bankruptcy rates for subsidiary and standalone firms, calculated according to our main bankruptcy definition and to four alternative bankruptcy definitions. Under our main definition, we classify as bankrupt firms with the following statuses: “Active (default of payment),” “Active (insolvency proceedings),” “Active (reorganization),” “Active (rescue plan),” “Bankruptcy,” “Dissolved,” “Dissolved (bankruptcy),” “Dissolved (liquidation),” “In liquidation,” and “Inactive (no precision) .” Alternative Definition 1 excludes “Inactive (no precision)” from the main definition. Alternative Definition 2 further excludes “Active (rescue plan).” Alternative Definition 3 further excludes “Active (reorganization).” Alternative Definition 4 further excludes “Active (default of payment).” Panel D presents bankruptcy rates for domestic, foreign, minority owned, and majority owned subsidiaries, according to our main bankruptcy definition and the four alternative bankruptcy definitions. In Panel E, we re-estimate the models presented in Table 2, Panel A, Column (7) and Table 3, Panel A, Column (7) of the paper for each of the four alternative bankruptcy definitions. The dependent variable is , an indicator variable set equal to one if a firm files for bankruptcy in the 12-month period following the end of the fiscal year, and zero otherwise. All model specifications are estimated using ordinary least squares (OLS) regressions and include firm-level controls (i.e., , , , , , and ) as well as firm and year fixed effects. The table reports (in parentheses) t-statistics based on heteroscedasticity-robust standard errors clustered at the country and industry level. ***, **, and * denote statistical significance at the 1%, 5%, and 10% levels (two-tailed), respectively. All variables are defined in the Appendix of the paper.

Table OA-10: Long-Term Bankruptcy Horizon

	
	Dependent variable: 

	 Independent variables:
	(1)
	(2)

	
	0.035***
	0.022***

	
	(5.13)
	(3.23)

	
	
	-0.027***

	
	
	(-6.13)

	
	-0.017***
	-0.016**

	
	(-3.18)
	(-2.19)

	
	
	-0.031***

	
	
	(-3.66)

	
	
	0.000

	
	
	(0.04)

	
	
	0.032***

	
	
	(3.53)

	Controls
	Yes
	Yes

	Firm fixed effects
	Yes
	Yes

	Year fixed effects
	Yes
	Yes

	Obs.
	1,119,355
	937,302

	Adj. R2
	0.566
	0.636


This table presents the results of the sensitivity tests that assess the robustness of the findings of our main analyses to a longer term () bankruptcy horizon. We re-estimate the models presented in Table 2, Panel A, Column (7) and Table 3, Panel A, Column (7) of the paper using an alternative dependent variable. The dependent variable is , an indicator variable equal to one if the firm files for bankruptcy in the following three years, and zero otherwise. All model specifications are estimated using ordinary least squares (OLS) regressions and include firm-level controls (i.e., , , , , , and ) as well as firm and year fixed effects. The table reports (in parentheses) t-statistics based on heteroscedasticity-robust standard errors clustered at the country and industry level. ***, **, and * denote statistical significance at the 1%, 5%, and 10% levels (two-tailed), respectively. All variables are defined in the Appendix of the paper.



Table OA-11: Placebo Tests
	
	Dependent variable: 

	
	Pseudo RPT Reforms 
	Pseudo RPT Reforms and Adoption Years

	 Independent variables:
	(1)
	(2)

	
	0.010***
	0.010***

	
	(3.36)
	(3.72)

	
	0.000
	-0.001

	
	(-0.06)
	(-0.16)

	
	-0.006***
	-0.006***

	
	(-3.47)
	(-3.87)

	
	0.005
	0.006

	
	(0.61)
	(0.73)

	
	-0.002
	-0.002

	
	(-0.47)
	(-0.50)

	
	0.000
	0.000

	
	(-0.03)
	(-0.07)

	Controls
	Yes
	Yes

	Firm fixed effects
	Yes
	Yes

	Year fixed effects
	Yes
	Yes

	Iterations
	1,000
	1,000

	Obs.
	1,152,422
	1,152,422

	Adj.R2
	0.220
	0.220


This table presents the results of the two placebo tests, which we conduct to assess whether the differential sensitivity of subsidiaries and standalones to industry distress in the years surrounding the introduction of RPT reforms documented in our main analysis is due to random chance. In Column (1), we report estimates based on the placebo test in which we scramble the RPT reform treatment across random countries. In Column (2), we report estimates based on the placebo test in which we scramble both the RPT reform treatment and the timing of adoption across random countries. In both columns, we report average coefficient estimates based on 1,000 iterations of model (2). All model specifications are estimated using ordinary least squares (OLS) regressions and include firm-level controls (i.e., , , , , , and ) as well as firm and year fixed effects. The table reports (in parentheses) t-statistics based on bootstrapped standard errors. ***, **, and * denote statistical significance at the 1%, 5%, and 10% levels (two-tailed), respectively. All variables are defined in the Appendix of the paper.

Table OA-12: Treatment Effect Stability 
	
	0.008

	
	0.001

	
	0.007

	
	0.006

	
	14.587


This table presents an estimate of the value of Delta (), the relative degree of selection on observed and unobserved control variables for which the treatment effect would be zero, following the methodology developed by Oster (2019). The table reports the coefficient on  and the within-R2 from the estimation of our main model specification (Table 3, Panel B, Column (7) of the paper) with (, ) and without (, ) control variables. Following Oster (2019), we set Rmax (the R2 from a hypothetical regression of the outcome on treatment and both observed and unobserved control variables) equal to 2 multiplied by the within-R2 of the regression that includes all control variables (i.e., the controlled regression). 
[bookmark: _Hlk71984349]Table OA-13: Veil Piercing – Foreign vs. Domestic Subsidiaries

	
	Dependent variable: 

	
	Domestic 
Subsidiaries
	Foreign Subsidiaries

	 Independent variables:
	(1)
	(2)

	
	0.007***
	0.004**

	
	(2.82)
	(2.59)

	
	-0.011***
	-0.005**

	
	(-5.20)
	(-2.10)

	
	-0.001
	-0.002

	
	(-0.15)
	(-0.25)

	
	-0.005*
	-0.001

	
	(-1.75)
	(-0.63)

	
	0.006
	-0.001

	
	(0.72)
	(-0.57)

	
	0.045***
	-0.003

	
	(2.86)
	(-0.40)

	Controls
	Yes
	Yes

	Firm fixed effects
	Yes
	Yes

	Year fixed effects
	Yes
	Yes

	Test for difference in 
χ2-test p-value: Domestic Subsidiaries = Foreign Subsidiaries
	0.369

	Test for difference in 
χ2-test p-value: Domestic Subsidiaries = Foreign Subsidiaries
	0.017

	Obs.
	201,459
	85,507

	Adj. R2
	0.443
	0.471


[bookmark: _Hlk71887455][bookmark: _Hlk71886221]This table presents the results of the analysis that examines whether the cross-sectional differences in the effect of related party transaction (RPT) reforms for subsidiaries with differential likelihood of veil piercing depend on whether subsidiaries are foreign or domestic. The dependent variable is , an indicator variable set equal to one if a subsidiary files for bankruptcy in the 12-month period following the end of the fiscal year, and zero otherwise. We report estimates based on the sample of subsidiaries separately for domestic and foreign subsidiaries. A subsidiary is classified as foreign if its country of domicile and that of the business group parent are different.  is an indicator variable set equal to one if the veil piercing likelihood for a subsidiary is above the median veil piercing likelihood for all other subsidiaries that belong to the same business group, and zero otherwise. All model specifications are estimated using ordinary least squares (OLS) regressions and include firm-level controls (i.e., , , , , , and ) as well as firm and year fixed effects. We report p-values from χ2-tests for the differences in  and  across the Domestic Subsidiaries and Foreign Subsidiaries columns. The table reports (in parentheses) t-statistics based on heteroscedasticity-robust standard errors clustered at the country and industry level. ***, **, and * denote statistical significance at the 1%, 5%, and 10% levels (two-tailed), respectively. All variables are defined in the Appendix of the paper.


Table OA-14: Tunneling – Majority Owned Subsidiaries Only

Panel A: Subsidiary Own Wedge
	
	Dependent variable: 

	
	Majority Owned Subsidiary Wedge

	
	Low
	High
	
	Low
	High

	 Independent variables:
	(1)
	(2)
	
	(3)
	(4)

	
	0.002*
	0.002
	
	0.002**
	0.001

	
	(1.74)
	(0.91)
	
	(2.03)
	(0.53)

	
	
	
	
	-0.003**
	-0.004

	
	
	
	
	(-2.11)
	(-1.46)

	
	
	
	
	-0.003**
	-0.000

	
	
	
	
	(-2.43)
	(-0.04)

	Controls
	Yes
	Yes
	
	Yes
	Yes

	Firm fixed effects
	Yes
	Yes
	
	Yes
	Yes

	Year fixed effects
	Yes
	Yes
	
	Yes
	Yes

	Test for difference in 
χ2-test p-value: Low = High
	0.208
	
	0.052

	Test for difference in 
χ2-test p-value: Low = High
	
	
	0.049

	Obs.
	275,820
	38,267
	
	230,940
	29,855

	Adj. R2
	0.444
	0.502
	
	0.510
	0.652




Panel B: Wedge of Other Subsidiaries within the Same Business Group
	
	Dependent variable: 

	 Independent variables:
	(1)
	(2)

	
	-0.001
	-0.000

	
	(-0.88)
	(-0.31)

	
	0.002***
	0.002**

	
	(2.93)
	(2.14)

	
	
	-0.003**

	
	
	(-2.23)

	
	
	-0.001

	
	
	(-0.81)

	
	
	-0.003**

	
	
	(-2.07)

	Controls
	Yes
	Yes

	Firm fixed effects
	Yes
	Yes

	Year fixed effects
	Yes
	Yes

	Obs.
	314,087
	260,795

	Adj. R2
	0.431
	0.505


This table presents the results of the analysis that examines the interplay between intra-group credit-risk management and the extent of tunneling for majority owned subsidiaries. The dependent variable is , an indicator variable set equal to one if a subsidiary files for bankruptcy in the 12-month period following the end of the fiscal year, and zero otherwise. We report estimates based on the sample of subsidiaries that do not experience industry distress themselves.  is an indicator variable set equal to one if a subsidiary belongs to a business group that, in a given year, has a large number of subsidiaries that experience industry distress (i.e., when the number of subsidiaries affected by industry distress falls into the top three deciles of the sample distribution), and zero otherwise. A subsidiary is classified as high wedge (low wedge) if the wedge between its cash flow rights and voting rights is above (below) the median wedge of all other subsidiaries that belong to the same business group. The wedge between cash flow rights and voting rights is defined as one minus the ratio of cash flow rights to voting rights All model specifications are estimated using ordinary least squares (OLS) regressions and include firm-level controls (i.e., , , , , , and ) as well as firm and year fixed effects. In Panel A, we report p-values from χ2-tests for the differences in  and  across the Low and High columns. The table reports (in parentheses) t-statistics based on heteroscedasticity-robust standard errors clustered at the country and industry level. ***, **, and * denote statistical significance at the 1%, 5%, and 10% levels (two-tailed), respectively. All variables are defined in the Appendix of the paper.
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