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	Table A1 Detailed variable description and sources

			Variable
	Source
	Definition
	Units
	Compustat Variable Name
	Format

	ISO Country Code - Headquarters 
	Compustat Global – Fundamentals Annual & Company Reports

	This item contains the code that identifies the country where the company headquarters is located. The country codes are established by the International Standards Organization (ISO).

	
	LOC
	Code

	Net Total Sales 
	Compustat Global – Fundamentals Annual & Company Reports
	This item represents gross sales (the amount of actual billings to customers for regular sales completed during the period) reduced by cash discounts, trade discounts, and returned sales and allowances for which credit is given to customers, for each operating segment. Differences, which exist between the data as reported by the company and the Compustat definition, will be indicated by a footnote.

	Millions of US Dollars
	REVT
	Number

	Research and Development Expense
	Compustat Global – Fundamentals Annual & Company Reports
	This item represents all costs incurred during the year that relate to the development of new products or services. 
This amount is only the company's contribution. 
This item includes:
1. Software expenses 
2. Amortization of software costs
3. Company-sponsored research and development
This item excludes:
1. Customer or government-sponsored research and development (including reimbursable indirect costs) 
2. Extractive industry activities, such as prospecting, acquisition of mineral rights, drilling, mining, etc. 
3. Engineering expense routine, ongoing efforts to define, enrich, or improve the qualities of existing products 
4. Inventory royalties 
5. Market research and testing
	Millions of US Dollars
	XRD
	Number

	Acquisitions
	Compustat Global – Fundamentals Annual & Company Reports
	This item represents cash outflow of funds used for and/or the costs relating to acquisition of a company in the current year or effects of an acquisition in a prior year carried over to the current year.
1. Acquisition of additional ownership (i.e., decrease in minority interest)
2. Additional investment in a company if the company is consolidated
3. Costs in excess of net assets of businesses acquired (goodwill)
4. Long-term debt assumed in an acquisition
5. Net assets of businesses acquired
6. Property, plant, and equipment of acquired companies
7. Acquisition of assets, if the company mentions they acquired a business in the notes
8. Purchase of business(es), net of cash acquired
9. Additional cost of an acquisition
10. Amounts associated with the "consolidation of an investment previously carried at equity"

	Millions of US Dollars
	ACQ
	Number

	Mergers
	Company Reports
	This item represents the costs relating to mergers of a company with another one in the current year.
	Millions of US Dollars
	
	Number

	Operating Activities – Net Cash Flow
	Compustat Global – Fundamentals Annual & Company Reports
	This item represents the net change in cash from all items classified in the Operating Activities section on a Statement of Cash Flows (Format Code = 7).
This item includes changes in operating assets and liabilities. 
Increases in cash are presented as positive numbers. Decreases appear as negative numbers. 
This item is the sum of:
1. Accounts Payable and Accrued Liabilities Increase (Decrease) (APALCH) 
2. Accounts Receivable Decrease (Increase) (RECCH) 
3. Assets and Liabilities Other (Net Change) (AOLOCH) 
4. Deferred Taxes (Statement of Cash Flows) (TXDC) 
5. Depreciation and Amortization Statement of Cash Flows (DPC) 
6. Equity in Net Loss (Earnings) (ESUBC) 
7. Extraordinary Items & Discontinued Operations (Statement of Cash Flows) (XIDOC) 
8. Funds from Operations Other (FOPO) 
9. Income Before Extraordinary Items Statement of Cash Flows (IBC) 
10. Income Taxes Accrued Increase (Decrease) (TXACH) 
11. Inventory Decrease (Increase) (INVCH) 
12. Sale of PP&E and Investments Gain (Loss) (SPPIV) 

	Millions of US Dollars
	OANCF
	Number

	Earnings Before Interests and Taxes
	Compustat Global – Fundamentals Annual & Company Reports
	This item is the sum of Sales - Net (SALE) minus Cost of Goods Sold (COGS) minus Selling, General & Administrative Expense (XSGA) minus Depreciation/Amortization (DP).
	Millions of US Dollars
	EBIT
	Number

	Employees
	Compustat Global – Fundamentals Annual & Company Reports
	This item represents the number of people employed by the company and its consolidated subsidiaries in thousands.
	Thousands
	EMP
	Number

	European Sales
	Company Reports
	This item represents the total yearly sales of a company to customers in European countries according to the arbitrary geographic definition of Europe adopted by the company in its financial statement. Hence, the geographic definition of Europe differs sometimes across firms and over time for the same firm (i.e. it may include Russia, Turkey, only European Union Members or European countries and Middle East).
	Millions of US Dollars
	
	Number

	United States Sales
	Company Reports
	This item represents the total yearly sales of a company to customers in the United States of America.
	Millions of US Dollars
	
	Number

	Rest of the World Sales
	Company Reports
	This item represents the difference between Net Total Sales and the sum of European Sales and United States Sales.
	Millions of US Dollars
	
	Number


ISO International Standards Organization, US United States





Table A2 Summary Statistics
	Variable
	Obs.
	Mean
	Std. Dev.
	Min
	Max

	
	
	
	
	
	

	Total revenue (US $)
	180
	37160.62
	14969.4
	5507.499
	75540

	R&D expenditure (US $)
	180
	5735.719
	2437.386
	872.8135
	11708.72

	Operating Activities - Net Cash Flow (US $)
	180
	9414.913
	4648.312
	633.0205
	21056

	Earnings Before Interest and Taxes (US $)
	180
	8720.24
	4798.388
	-2323.685
	21163

	US sales (US $)
	178
	15516.92
	7102.878
	969.9029
	39863

	
	
	
	
	
	

	European sales (US $)
	174
	11216.33
	4940.965
	1773.9
	21507

	R&D to Sales ratio
	180
	0.1592169
	0.0424431
	0.0699972
	0.2958451

	Share of European sales
	174
	0.4223497
	0.1145555
	0.2021124
	0.7761934

	Cash flow to Sales ratio
	180
	0.2516583
	0.0683979
	0.0330362
	0.4415056

	Pre-tax profit margin
	180
	0.2364281
	0.0908099
	-0.0741299
	0.557496

	
	
	
	
	
	

	Merger
	180
	0.0333333
	0.1800062
	0
	1

	Acquisition
	180
	0.5777778
	0.4952913
	0
	1

	No. of employees (thousands)
	180
	86.74444
	27.06589
	29.2
	135.69


R&D research and development, US United States, Obs observations, Std.Dev. standard deviation, Min minimum, Max maximum



Table A3 Estimates of Firm FE interactions with key Independent Variables
	
	(1)
	(2)
	(3)
	(4)
	(5)

	VARIABLES
	Cash flowt
	Profitabilityt
	(R&D/Sales)t
	(R&D/Sales)t
	(R&D/Sales)t

	
	
	
	
	
	

	AstraZeneca (UK)# Exposure to price regulationt
	0.198
	0.343
	
	
	

	
	(0.878)
	(0.685)
	
	
	

	Bayer (DE)# Exposure to price regulationt
	-0.482
	-1.182**
	
	
	

	
	(0.402)
	(0.487)
	
	
	

	Eli Lilly & Co. (US)# Exposure to price regulationt
	-0.701*
	-1.144*
	
	
	

	
	(0.377)
	(0.589)
	
	
	

	GlaxoSmithKline (UK)# Exposure to price regulationt
	-0.808***
	-0.259
	
	
	

	
	(0.277)
	(0.231)
	
	
	

	Johnson & Johnson (US)# Exposure to price regulationt
	-0.571**
	-0.691**
	
	
	

	
	(0.237)
	(0.346)
	
	
	

	Merck & Co (US)# Exposure to price regulationt
	-0.900***
	-0.994*
	
	
	

	
	(0.232)
	(0.545)
	
	
	

	Novartis (CH)# Exposure to price regulationt
	-0.0606
	-0.531**
	
	
	

	
	(0.370)
	(0.262)
	
	
	

	Pfizer (US)# Exposure to price regulationt
	-0.121
	-0.436*
	
	
	

	
	(0.187)
	(0.240)
	
	
	

	Roche (CH)# Exposure to price regulationt
	-0.753***
	-1.053***
	
	
	

	
	(0.183)
	(0.175)
	
	
	

	Sanofi (FR)# Exposure to price regulationt
	0.0898
	0.0966
	
	
	

	
	(0.137)
	(0.195)
	
	
	

	AstraZeneca (UK)# Cash flow(t-1)
	
	
	-0.390***
	
	

	
	
	
	(0.106)
	
	

	Bayer (DE)# Cash flow(t-1)
	
	
	0.0404
	
	

	
	
	
	(0.152)
	
	

	Eli Lilly & Co. (US)# Cash flow(t-1)
	
	
	-0.000962
	
	

	
	
	
	(0.0483)
	
	

	GlaxoSmithKline (UK)# Cash flow(t-1)
	
	
	0.136
	
	

	
	
	
	(0.0832)
	
	

	Johnson & Johnson (US)# Cash flow(t-1)
	
	
	-0.211
	
	

	
	
	
	(0.210)
	
	

	Merck & Co (US)# Cash flow(t-1)
	
	
	-0.111
	
	

	
	
	
	(0.110)
	
	

	Novartis (CH)# Cash flow(t-1)
	
	
	0.109
	
	

	
	
	
	(0.0950)
	
	

	Pfizer (US)# Cash flow(t-1)
	
	
	0.175*
	
	

	
	
	
	(0.0897)
	
	

	Roche (CH)# Cash flow(t-1)
	
	
	0.147***
	
	

	
	
	
	(0.0498)
	
	

	Sanofi (FR)# Cash flow(t-1)
	
	
	0.107
	
	

	
	
	
	(0.132)
	
	

	AstraZeneca (UK)# Profitability(t-1)
	
	
	
	-0.265***
	

	
	
	
	
	(0.0818)
	

	Bayer (DE)# Profitability(t-1)
	
	
	
	0.00418
	

	
	
	
	
	(0.148)
	

	Eli Lilly & Co. (US)# Profitability(t-1)
	
	
	
	-0.0363
	

	
	
	
	
	(0.0511)
	

	GlaxoSmithKline (UK)# Profitability(t-1)
	
	
	
	0.196**
	

	
	
	
	
	(0.0940)
	

	Johnson & Johnson (US)# Profitability(t-1)
	
	
	
	0.0735
	

	
	
	
	
	(0.131)
	

	Merck & Co (US)# Profitability(t-1)
	
	
	
	-0.00945
	

	
	
	
	
	(0.0661)
	

	Novartis (CH)# Profitability(t-1)
	
	
	
	0.410
	

	
	
	
	
	(0.255)
	

	Pfizer (US)# Profitability(t-1)
	
	
	
	0.188
	

	
	
	
	
	(0.157)
	

	Roche (CH)# Profitability(t-1)
	
	
	
	0.189***
	

	
	
	
	
	(0.0492)
	

	Sanofi (FR)# Profitability(t-1)
	
	
	
	0.103
	

	
	
	
	
	(0.125)
	

	AstraZeneca (UK)# Exposure to price regulation(t-1)
	
	
	
	
	-1.279***

	
	
	
	
	
	(0.207)

	Bayer (DE)# Exposure to price regulation(t-1)
	
	
	
	
	-0.386***

	
	
	
	
	
	(0.125)

	Eli Lilly & Co. (US)# Exposure to price regulation(t-1)
	
	
	
	
	-0.155

	
	
	
	
	
	(0.0966)

	GlaxoSmithKline (UK)# Exposure to price regulation(t-1)
	
	
	
	
	-0.0881

	
	
	
	
	
	(0.0611)

	Johnson & Johnson (US)# Exposure to price regulation(t-1)
	
	
	
	
	-0.293***

	
	
	
	
	
	(0.0709)

	Merck & Co (US)# Exposure to price regulation(t-1)
	
	
	
	
	-0.0736

	
	
	
	
	
	(0.120)

	Novartis (CH)# Exposure to price regulation(t-1)
	
	
	
	
	0.0592

	
	
	
	
	
	(0.0845)

	Pfizer (US)# Exposure to price regulation(t-1)
	
	
	
	
	0.173

	
	
	
	
	
	(0.126)

	Roche (CH)# Exposure to price regulation(t-1)
	
	
	
	
	0.00408

	
	
	
	
	
	(0.104)

	Sanofi (FR)# Exposure to price regulation(t-1)
	
	
	
	
	0.321***

	
	
	
	
	
	(0.0716)

	Constant
	0.211
	0.790
	0.432***
	0.349**
	0.387**

	
	(0.435)
	(0.539)
	(0.108)
	(0.143)
	(0.172)

	
	
	
	
	
	

	Observations
	174
	174
	164
	164
	164

	R-squared
	0.565
	0.543
	0.823
	0.831
	0.870


Robust standard errors in parentheses, Exposure to price regulation is measured by relative market shares EU/US. R&D research and development, EU Europe, US United States, UK United Kingdom, DE Germany, CH Switzerland, FR France, FE fixed effects

*** p<0.01, ** p<0.05, * p<0.1

Table A4 Estimates of Year FE interactions with key Independent Variables
	
	(1)
	(2)
	(3)
	(4)
	(5)

	VARIABLES
	Cash flowt
	Profitabilityt
	(R&D/Sales)t
	(R&D/Sales)t
	(R&D/Sales)t

	
	
	
	
	
	

	2000# Exposure to price regulationt
	-0.726***
	-0.699**
	
	
	

	
	(0.183)
	(0.314)
	
	
	

	2001# Exposure to price regulationt
	-0.426***
	-0.497**
	
	
	

	
	(0.148)
	(0.196)
	
	
	

	2002# Exposure to price regulationt
	-0.528***
	-0.608**
	
	
	

	
	(0.192)
	(0.241)
	
	
	

	2003# Exposure to price regulationt
	-0.422***
	-0.528**
	
	
	

	
	(0.124)
	(0.230)
	
	
	

	2004# Exposure to price regulationt
	-0.400***
	-0.902***
	
	
	

	
	(0.150)
	(0.287)
	
	
	

	2005# Exposure to price regulationt
	-0.290*
	-0.626***
	
	
	

	
	(0.148)
	(0.154)
	
	
	

	2006# Exposure to price regulationt
	-0.270**
	-0.400**
	
	
	

	
	(0.119)
	(0.163)
	
	
	

	2007# Exposure to price regulationt
	-0.00445
	-0.103
	
	
	

	
	(0.182)
	(0.282)
	
	
	

	2008# Exposure to price regulationt
	-0.305
	-0.316
	
	
	

	
	(0.214)
	(0.261)
	
	
	

	2009# Exposure to price regulationt
	-0.102
	-0.795**
	
	
	

	
	(0.209)
	(0.354)
	
	
	

	2010# Exposure to price regulationt
	-0.224
	-0.416**
	
	
	

	
	(0.204)
	(0.193)
	
	
	

	2011# Exposure to price regulationt
	-0.243
	-0.182
	
	
	

	
	(0.148)
	(0.209)
	
	
	

	2012# Exposure to price regulationt
	-0.272*
	-0.314
	
	
	

	
	(0.158)
	(0.202)
	
	
	

	2013# Exposure to price regulationt
	-0.235*
	-0.226
	
	
	

	
	(0.140)
	(0.157)
	
	
	

	2014# Exposure to price regulationt
	-0.201
	0.00314
	
	
	

	
	(0.146)
	(0.272)
	
	
	

	2015# Exposure to price regulationt
	-0.182
	-0.126
	
	
	

	
	(0.247)
	(0.220)
	
	
	

	2016# Exposure to price regulationt
	-0.119
	-0.195
	
	
	

	
	(0.167)
	(0.205)
	
	
	

	2017# Exposure to price regulationt
	-0.317**
	-0.146
	
	
	

	
	(0.150)
	(0.187)
	
	
	

	2001# Cash flow(t-1)
	
	
	0.0526
	
	

	
	
	
	(0.0966)
	
	

	2002# Cash flow(t-1)
	
	
	-0.0857
	
	

	
	
	
	(0.0866)
	
	

	2003# Cash flow(t-1)
	
	
	-0.0208
	
	

	
	
	
	(0.0571)
	
	

	2004# Cash flow(t-1)
	
	
	0.0267
	
	

	
	
	
	(0.0647)
	
	

	2005# Cash flow(t-1)
	
	
	0.0501
	
	

	
	
	
	(0.0601)
	
	

	2006# Cash flow(t-1)
	
	
	0.0843
	
	

	
	
	
	(0.0843)
	
	

	2007# Cash flow(t-1)
	
	
	0.377*
	
	

	
	
	
	(0.199)
	
	

	2008# Cash flow(t-1)
	
	
	0.0466
	
	

	
	
	
	(0.0384)
	
	

	2009# Cash flow(t-1)
	
	
	0.0487
	
	

	
	
	
	(0.102)
	
	

	2010# Cash flow(t-1)
	
	
	-0.151
	
	

	
	
	
	(0.131)
	
	

	2011# Cash flow(t-1)
	
	
	0.0192
	
	

	
	
	
	(0.0688)
	
	

	2012# Cash flow(t-1)
	
	
	0.149*
	
	

	
	
	
	(0.0859)
	
	

	2013# Cash flow(t-1)
	
	
	0.0636
	
	

	
	
	
	(0.0815)
	
	

	2014# Cash flow(t-1)
	
	
	0.169**
	
	

	
	
	
	(0.0679)
	
	

	2015# Cash flow(t-1)
	
	
	0.161
	
	

	
	
	
	(0.103)
	
	

	2016# Cash flow(t-1)
	
	
	0.0131
	
	

	
	
	
	(0.183)
	
	

	2017# Cash flow(t-1)
	
	
	-0.471
	
	

	
	
	
	(0.350)
	
	

	2001# Profitability(t-1)
	
	
	
	0.0335
	

	
	
	
	
	(0.0994)
	

	2002# Profitability(t-1)
	
	
	
	-0.0449
	

	
	
	
	
	(0.0951)
	

	2003# Profitability(t-1)
	
	
	
	-0.0547
	

	
	
	
	
	(0.0451)
	

	2004# Profitability(t-1)
	
	
	
	0.104
	

	
	
	
	
	(0.0940)
	

	2005# Profitability(t-1)
	
	
	
	0.0326
	

	
	
	
	
	(0.0377)
	

	2006# Profitability(t-1)
	
	
	
	0.107
	

	
	
	
	
	(0.0937)
	

	2007# Profitability(t-1)
	
	
	
	0.331*
	

	
	
	
	
	(0.188)
	

	2008# Profitability(t-1)
	
	
	
	-0.0293
	

	
	
	
	
	(0.0726)
	

	2009# Profitability(t-1)
	
	
	
	-0.0613
	

	
	
	
	
	(0.0764)
	

	2010# Profitability(t-1)
	
	
	
	0.117
	

	
	
	
	
	(0.0732)
	

	2011# Profitability(t-1)
	
	
	
	0.000310
	

	
	
	
	
	(0.0445)
	

	2012# Profitability(t-1)
	
	
	
	0.0940
	

	
	
	
	
	(0.0627)
	

	2013# Profitability(t-1)
	
	
	
	0.0284
	

	
	
	
	
	(0.0578)
	

	2014# Profitability(t-1)
	
	
	
	0.171***
	

	
	
	
	
	(0.0536)
	

	2015# Profitability(t-1)
	
	
	
	-0.146*
	

	
	
	
	
	(0.0792)
	

	2016# Profitability(t-1)
	
	
	
	-0.192
	

	
	
	
	
	(0.164)
	

	2017# Profitability(t-1)
	
	
	
	-0.163
	

	
	
	
	
	(0.125)
	

	2001# Exposure to price regulation(t-1)
	
	
	
	
	0.00925

	
	
	
	
	
	(0.0733)

	2002# Exposure to price regulation(t-1)
	
	
	
	
	0.102*

	
	
	
	
	
	(0.0519)

	2003# Exposure to price regulation(t-1)
	
	
	
	
	0.104**

	
	
	
	
	
	(0.0519)

	2004# Exposure to price regulation(t-1)
	
	
	
	
	0.192**

	
	
	
	
	
	(0.0908)

	2005# Exposure to price regulation(t-1)
	
	
	
	
	-0.0136

	
	
	
	
	
	(0.0577)

	2006# Exposure to price regulation(t-1)
	
	
	
	
	-0.0282

	
	
	
	
	
	(0.0739)

	2007# Exposure to price regulation(t-1)
	
	
	
	
	-0.0524

	
	
	
	
	
	(0.0778)

	2008# Exposure to price regulation(t-1)
	
	
	
	
	0.0389

	
	
	
	
	
	(0.0541)

	2009# Exposure to price regulation(t-1)
	
	
	
	
	0.121**

	
	
	
	
	
	(0.0611)

	2010# Exposure to price regulation(t-1)
	
	
	
	
	0.0331

	
	
	
	
	
	(0.0794)

	2011# Exposure to price regulation(t-1)
	
	
	
	
	0.100

	
	
	
	
	
	(0.0616)

	2012# Exposure to price regulation(t-1)
	
	
	
	
	0.0288

	
	
	
	
	
	(0.0776)

	2013# Exposure to price regulation(t-1)
	
	
	
	
	0.0416

	
	
	
	
	
	(0.0857)

	2014# Exposure to price regulation(t-1)
	
	
	
	
	-0.0268

	
	
	
	
	
	(0.0609)

	2015# Exposure to price regulation(t-1)
	
	
	
	
	-0.0208

	
	
	
	
	
	(0.0840)

	2016# Exposure to price regulation(t-1)
	
	
	
	
	0.0256

	
	
	
	
	
	(0.115)

	2017# Exposure to price regulation(t-1)
	
	
	
	
	0.0953

	
	
	
	
	
	(0.0717)

	Constant
	1.269***
	2.321***
	0.280**
	0.279**
	0.0498

	
	(0.319)
	(0.528)
	(0.110)
	(0.133)
	(0.161)

	
	
	
	
	
	

	Observations
	174
	174
	164
	164
	164

	R-squared
	0.553
	0.556
	0.816
	0.824
	0.819


Robust standard errors in parentheses, Exposure to price regulation is measured by relative market shares EU/US. . R&D research and development, EU Europe, US United States, FE fixed effects

*** p<0.01, ** p<0.05, * p<0.1

