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Abstract

We examine the impact of the enforcement of financial regulations by the French
Financial Market Authority on sanctioned firms. The early stages of the enforce-
ment process are by law confidential, with an internal investigation and bilat-
eral exchanges between the defendant and its regulator. The public hearing by the
Enforcement Committee leads to a single publication of the decision, being the only
public communication. Using an event study methodology, we find that the confi-
dentiality of the initial steps of enforcement procedures is respected and that markets
account for the publication of sanctions. Still, reactions are limited in absolute and
relative terms, both compared to past studies and in terms of reputational penalty.
Some parameters trigger a stronger reaction, but not the most straightforward (such
as the cash fine or behavioral sanction). The results echo the reputation for leniency
of sanctions (scarce procedures, lax verdicts, low fines, ending neglected by analysts
and investors), despite consecutive regulatory tightenings and long procedures. They
question the efficiency of enforcement.
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1 Introduction

Regulating financial markets targets diverse objectives: encourage sound and trans-
parent financial markets; deter excessive risk-taking; foster market participants to
act responsibly; and compensate for past wrongdoings; etc. Being budgetary con-
strained (Carvajal and Elliott 2007), regulators focus on the most severe uncovered
regulatory breaches. Hence, sanctions are expected to be interpreted as a significant
negative information regarding the firm and/or the individual being sanctioned, jus-
tifying a reputational cost imposed by market participants. If a potential sanction
stands for a credible threat, its mere existence could complement financial regula-
tion by incentivizing market players to abide by the law. Markets would be a channel
complementary to enforcement to deter future misconducts and to induce firms, top
managers, and individuals to act responsibly (Engelen 2011). All in all, what are the
consequences of regulatory enforcement on sanctioned listed firms?

Due to data constraints, limited research was done to date on jurisdictions other
than the United States (US) on this question. Regarding France in particular, pre-
vious studies focused on one type of regulatory breach (accounting frauds, Djama
2008; or insider trading, Fonteny 2017), or covered few sanctions (47 sanctions of
listed companies, Kirat and Rezaee 2019).! The objective of this paper is to provide
a comprehensive investigation of market reactions to sanctions of listed companies
for the French market, by constructing and exploiting a unique dataset of all the
sanctions and settlements made by the French Financial Market Authority (AMF).
Our sample is improved compared to prior research as it covers exhaustively the
sanctions of the AMF since its creation in 2003, until late 2016, based on public and
confidential data.

Beyond its novelty, the use of a database pertaining to the French market is par-
ticularly relevant since the French enforcement process is highly compatible with an
event study. Indeed, the dates of the consecutive steps of the sanction procedures are
unique and available (publicly or confidentially). The initial steps of enforcement
procedures are confidential, and should not lead to abnormal market reactions.? Con-
versely, the last two steps (Enforcement Committee hearing and publication of the
decision) are public information, with the nature and the size of the penalty being
precisely identified on the day of the publication. Hence, they are expected to influ-
ence market expectations, should the sanctions signal a negative assessment by the
Regulator. Additionally, sanctions are not private information for the firms: they are
revealed by the Regulator and exogenous to the firm’s agenda. Therefore, there is no

! This gap in the literature can be accounted for by the (increasingly) limited open access to data.
Indeed, sanction reports are frequently published anonymized (part of the sanction decision of the
Enforcement Committee (AMF EC), i.e. ex ante) or anonymized ex post at the EC AMF Chairman’s dis-
cretion. The compounded anonymization rate is 57% (de Batz 2017a, b). Additionally, some dates can be
missing in sanction reports. Lastly, in 2018, a regulatory change led to an anonymization of most of the
sanctions from 2004 to 2013.

2 Like in the United Kingdom (UK, Armour et al. 2017). Conversely, in the US, the trigger event can be
early communication by the Regulator and/or the defendant.
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self-selection nor optimization process made by the sanctioned companies: the AMF
decides independently when to publish its decision.

Following the rich literature on the repercussions of corporate misconducts, an
event study methodology investigates for abnormal returns following the milestones
of sanction procedures (the “events”). Complementarily, the market value losses are
estimated, questioning reputational penalties following the sanction. The results are
complemented by cross-sectional multivariate analysis of the determinants of the
abnormal returns. Investors should amend their investment strategies proportionally
to the severity of the financial misconduct (Choi and Kahan 2007).

This article enriches the understanding of market reactions to enforcement by inves-
tigating how regulatory decisions are perceived by market players to the largest possible
extent: depending on the procedure (sanction or settlement), on the verdict (sanction,
acquittal, anonymization), on the offender’s characteristics, on the timing of the enforce-
ment, on the media coverage, and on the legal environment. It questions, over a long and
up-to-date time span, potential abnormal returns following the milestones of sanction
procedures, from the investigation until the publication of the decision (see Fig. 1). Three
reasons make it particularly interesting: (1) only the most serious regulatory breaches
detected by the AMF end with a sanction procedure; (2) sanction procedures are long
(close to 3 years on average); and (3) firms listed in a stock exchange are likely to be sub-
ject to a closer scrutiny by the Regulators and to receive more media attention.

The results indicate, on average, statistically significant abnormal reactions to
sanctions. Guilty listed firms incur abnormal losses in returns after the sanction deci-
sion and its publication. Still, reactions are limited in absolute and relative terms and
no reputational penalty is found. Conversely, no abnormal reaction follows either the
ignition of the procedure, or the statement of objection, stressing a compliance with
the confidentiality of enforcement procedures. Cross-sectional regressions show that
abnormal returns are unrelated to the main features of the sanctions (cash fines, as
in Armour et al. 2017, and disciplinary sanctions). Other aspects contribute to nega-
tive abnormal returns after the publication: procedures initiated with an investigation,
longer procedures, the involvement of the top management (chairman, CEO, CFO,
owner of the firm), higher media coverage, being a financial or technological firm,
and better economic times. Complementary event studies conclude with no abnormal
reaction following anonymized sanctions or settlements, in line with their confiden-
tial or less severe natures. Acquittal decisions do not trigger straightforward reactions.

This article hence contributes to the existing literature on the impact of enforce-
ment by detailing the timing and transmission schemes of a sanction procedure
into the French stock markets. The results contribute to improving the understand-
ing of financial regulation, and of the reasons why French enforcement and sanc-
tions can be said to be scarce and lenient.’ The current framework can be questioned

3 Sanctions by the AMF suffer from a reputation of being scarce (i.e. low probability of being caught)
and lenient (i.e. lax verdicts with low fines). They do not receive a straightforward coverage by the
media nor by financial analysts: most identified misconducts are dealt with bilaterally and confidentially
between the AMF and the regulated entity. Even the highest sanction in history (35 million euros sen-
tenced in July 2017) did not cast an unequivocal analysis. In fact, financial penalties are low in abso-
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Fig. 1 Timeline of an AMF enforcement action. Sources: AMF, Author

as: (1) the market reactions are limited in absolute and relative terms, (2) the most
straightforward features of the sanctions (cash fines and disciplinary sanctions) do
not matter, and (3) the fines remain extremely limited compared to maximum legal
thresholds (despite consecutive increases along the period under review), though
trending upwards (de Batz 2017a, b). The following policy recommendations can
be made, under the assumption that a credible and efficient enforcement should be
priced in by the markets: (1) more communication from the Regulator along the
enforcement process, as done by the US SEC, to help market participants better and
more rapidly assimilate the information on the misconducts being investigated and
as a tool to educate and set example (“name and shame”, as enforced in the UK);
(2) more severe and less frequent sanctions (significantly higher fines, closer to the
legal maximum, and more disciplinary sanctions), if the Regulator believes that the
credibility of a sanction should be measured in the market reactions, as in the US
for example;* and (3) more sanctions of individuals (top managers in particular),
in order to reinforce accountability and encourage best practices. Better enforcing
financial regulations is all the more relevant that market participants are increasingly
regulated, partly as a consequence of the Great Financial Crisis. In the end, regula-
tion should support and accompany a healthy development of firms, and not suffo-
cate them. It is a crucial parameter of the attractiveness and the strength of securi-
ties markets in terms of fund raising (La Porta et al. 2006), of market capitalization
(Beny 2008), and of liquidity (Cumming et al. 2011).

The rest of the article is structured as follows. Section 2 presents a literature
review. Section 3 outlines the institutional framework of enforcement in France and
formulates the hypotheses. The subsequent Section 4 describes the methodologies
of the event study and of the cross-sectional regression, and the data. Section 5 pre-
sents the results and Section 6 concludes.

Footnote 3 (continued)

lute and relative terms, despite four-consecutive reinforcements of AMF’s enforcement powers since its
creation in 2003. For example, the maximum legal fines were repeatedly increased (up to 100 million
euros, or 10 times the gains realized for firms, see Table 1). In the end, the translation of sanctions into
returns of listed companies is a priori unclear. This marks a sharp difference with other jurisdictions
(Anglo-Saxon countries in particular) or with sanctions by other French Regulatory Authorities (such as
the Competition Authority).

* For example, in Karpoff et al. (2008a), only 8% of the 585 firms received a fine from their regulatory
agencies over the period 1978-2002. The mean was 107 million dollars (60 million when excluding an
exceptional case).
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2 Literature review

Securities regulation for capital markets and the subsequent enforcement aim at
informing investors and at deterring and uncovering white collar crimes. Several
tools are at the Regulator’s disposal: market surveillance, bilateral exchanges with
regulated entities, settlements, and (monetary and/or non-monetary) sanctions, on
which this article focusses. Alternative enforcement tools can also encourage best
practices (Berger and Davies 1998; Barth et al. 2004; La Porta et al. 2006), such
as private enforcement and disclosure of information, in particular in a context of
imperfect information (Garoupa 1999).

Rational agents will break the law if the profits derived from their crimes exceed
the expected costs. In a seminal contribution, Becker (1968) proposes a theoretical
framework for the economics of crime to reach an optimal enforcement (deterrence
of future crimes, compensation, and vengeance). In his model, sanctions will cir-
cumvent frauds and foster compliance with regulation depending on three parame-
ters: (1) the expected profits from committing the fraud (i.e. the harm inflicted upon
victims or the society, justifying a sanction); (2) the probability of being caught;’
and (3) the subsequent the total cost for being caught (i.e. the cumulated costs of
punishment including fines, disciplinary sanctions, jail, higher financing costs, repu-
tational penalty, etc.). This article focusses on this third parameter. Indeed, for firms,
sanction procedures are a major legal risk as they convey direct and indirect finan-
cial consequences: long and costly procedures, the cash fine set by the Regulator,
second-round effects such as higher costs of funding and doing business,® and pos-
sibly a “reputational penalty” from the market. Hence, the share price is expected to
contract after a sanction, though some contrarian forces may play. Some investors
may fail to or decide not to react to the news, while risk-seeking investors could
search for investments in firms more prone to play with the limits of the law, pos-
sibly synonym of higher returns. Most past literature concludes that the reputational
penalty must be accounted both when setting policy standards and when making
business decisions (Karpoff et al. 2008b). On the one hand, financial markets could
complement enforcement as a channel to induce firms and market participants to

5 The (actual or perceived, Garoupa 1999) detection rate by the Regulator (or by other market par-
ticipants) is low, even though misconducts on financial markets are frequent. The probability of being
caught depends on the public expenditures on enforcement, courts, police, etc. They are by nature con-
strained. No data exists on frauds which went undetected. Bussmann and Werle (2006) estimated, in
the global survey, that only 4% of the detected economic crimes were identified by law Enforcement
Agencies, most of them being detected by the firms themselves. On average, only 2 to 5% of the Ameri-
can listed companies are investigated per year by the Securities and Exchange Commission (US SEC),
according to Cumming and Johan (2013). Drake et al. (2014) stressed that, from 1996 to 2004, out of the
15% of large American publicly traded firms engaged in fraud each year, only 4% are in the end detected.
Similarly, the detection rates for cartels are low, despite being larger in terms of scope and duration. In
the US, Bryant and Eckard (1991) estimated the annual probability of being caught for a cartel from 13
to 17%. In Europe, Combe et al. (2008) estimated it from 12.9 to 13.1% from 1969 to 2008, based on
European Commission data.
© The sanctioned entity can face higher insurance premia, more expensive funding conditions, tougher
client relationships, and additional investments to compensate for the demonstrated market failure (IT,
process improvements, marketing, and communication, etc.).
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behave responsibly (Engelen 2011). On the other hand, the threat of a reputational
penalty from the market, exceeding by far the legal sanction, could deter regula-
tory breaches (for the US, Karpoff and Lott 1993; Karpoff et al. 2008a; for the UK,
Armour et al. 2017). Otherwise, the perceived under-punishment of fraud might
encourage financial misconduct. The question is then whether financial misconduct
pays, if expected profits from regulatory breach(es) exceed the total cost of a sanc-
tion (monetary (fines) and non-monetary (reputation) costs), for a given probability
of being caught.

The impact of regulatory sanctions on the behavior of financial investors was
empirically studied by the literature for numerous jurisdictions,” and from differ-
ent angles, either for given populations,® for specific regulatory breach(es),” or
depending on the media coverage.'” They echo a long literature on corporate regu-
latory breaches.!! Some investigated the difference between first-time and repeated
offenses, with higher market corrections (Gondhalekar et al. 2012). The most studied
country is the US,'? thanks to higher transparency from Regulators and defendants
(along the enforcement procedures), the size of the market, and the easy availability
of a wide range of data on financial fraud. The consecutive steps of the enforcement
procedures were studied, typically with event studies.'®> Assuming financial markets
are informationally efficient (Fama et al. 1969), all the available information (here
the regulatory sanctions) should be reflected immediately by the market (in the stock
prices of the sanctioned listed companies). Past researches show that US markets
react significantly to sanctions, in particular to the earlier stages of the procedures
(Feroz et al. 1991; Pritchard and Ferris 2001). Still, in an in-depth comparative
study, Karpoff et al. (2014) stressed that the consecutive nature of the US enforce-
ment process significantly biases abnormal returns estimates. Similar event studies
were conducted following the news of a financial frauds and regulatory sanctions for

7 Such as Canada, China, France, Germany, Japan, Luxembourg, Malaysia, the Netherlands, and the UK.
8 Such as listed companies (Karpoff and Lott 1993; Kirat and Rezaee 2019), banks (Koster and Pelster
2017; Caiazza et al. 2018), asset managers (Choi and Kahan 2007), or the management of the firm of the
sanctioned firm (Karpoff et al. 2008b).

® Such as financial and accounting frauds (for France, Djama 2008), the accounting disclosure (Karpoff
et al. 2008b), or insider trading news (Rogers et al. 2016; Fonteny 2017).

10" This article focusses on the role of dissemination of information of the press, and not on the crea-
tion (Drake et al. 2014). The coverage by mass media can alleviate information problems for listed firms
(Fang and Peress 2009), in particular for individual investors (Fang et al. 2014). Miller (2006) demon-
strated that an accounting fraud is more likely to be echoed in the press for firms which already receive
more attention from the press. (Past researches typically conclude with higher market reactions. Rogers
et al. (2016) showed that the media plays an economically important role in price formation in securities
markets, by widening the dissemination of insider trading disclosures.

" A wide range of regulatory breaches can damage one’s reputation: financial fraud, corporate malfea-
sance (anti-trust violation, bribery, tax evasion, illegal political contributions, employer discrimination,
etc.), false or misleading advertising, product recalls, airplane accidents, environmental violations, illicit
allegations, etc. Their impacts are typically investigated with an event study methodology.

12 Ordered chronologically: Feroz et al. 1991; Karpoff and Lott 1993; Alexander 1999; Pritchard and
Ferris 2001; Karpoff et al. 2008a; Tibbs et al. 2011; Haslem et al. 2017.

13" Accounting and Auditing Enforcement (AAER), US SEC formal or informal investigations, Wells
Notice issuance, sanctions, and class action filing.
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other jurisdictions. They are scarcer, possibly due the data availability challenges.
Whatever the country or region under review, these event studies conclude with neg-
ative, rapid,14 and significant abnormal market reactions to such financial news from
the Regulator. Still, the extent of the abnormal returns varies substantially, as well as
the timing. There can also be some anticipation from the market, possibly resulting
from rumors or private information regarding the sanction.'

Beyond the impact of sanctions on returns (put it differently abnormal returns
estimated using an event study methodology), some studies isolate the reputational
penalty imposed by the market (if any) from the cost of the sanction.'® To estimate
this reputational penalty, a “residual approach” is typically used. The financial sanc-
tion (i.e. the fine, and possibly other related costs like financing costs, compensa-
tions, etc.) is deducted from the overall estimated abnormal market reaction follow-
ing the news of the sanction (Jarrell and Peltzman 1985; Karpoff and Lott 1993;
Karpoff et al. 2008a; Murphy et al. 2009; Armour et al. 2017). They conclude that
the reputational penalty exceeds, by far, the financial sanction set by the Regulator.

Some articles distinguish misconducts depending on the relationship between
the offender and the offended, to challenge whether it influences market reactions.
The sanctions are split depending on whether the regulatory breach impacted related
parties to the offender (investors, employees, customers, suppliers) or third parties
(market participants, the public, etc.). They conclude that the reputational cost of
wrongdoings against related parties is significantly higher (for the US, Alexan-
der 1999; Karpoff et al. 2008a; Murphy et al. 2009; Tibbs et al. 2011; for the UK,
Armour et al. 2017).

Finally, part of the literature discriminates the reactions depending on the content
of the decision or the communication by the Regulator: being acquitted or being
investigated for alleged financial regulatory breaches. This is particularly relevant
to studies on the US, where Regulators and defendants are allowed to (and do) com-
municate along the enforcement process. Some studies found negative impacts on
returns of allegations of financial misconduct (i.e. for being investigated by one’s
authority), demonstrating a reputational penalty to the mere suspicion of miscon-
duct (Feroz et al. 1991; Pritchard and Ferris 2001; Murphy et al. 2009; Nelson et al.

4 Lin and Rozeff (1995), for example, demonstrated that 85 to 88% of private information is incorpo-
rated into prices within one trading day.
15 For shorter term reactions, out of an extensive literature review of 55 similar studies (details are avail-
able on demand), the following averages for Cumulative Average Abnormal Returns were estimated:

° For the most frequently used event window (55% of the sampled studies, most frequently US),
CAAR_ |,y = —7.7%, ranging from — 25 up to —0.5%, with a standard error of 7.6%;
o For shorter event windows: CAAR)q,, ) = —7.6%, ranging from —20.6 up to —0.7%, with a
standard error of 7.6%; CAAR_.q; = —3.2%, ranging from —6.3 up to —0.8%, with a standard error of
2.3%;

o For longer short term event windows ([—2;+2], [-3;+3], [-5;+5], and [-7;+7]),
CAAR_; ;) = —9-4%, ranging from — 19 up to — 1%, with a standard error of 7.6%.

These averages are higher with the two past studies on France (CAAR_;,;;=-1.05% and
CAARH; = —2.98%, not statistically significant), as well as short-term estimates on Europe, the UK,

and Germany (— 1.55% in CAAR).
16 Reputation is a key asset and deserve investments (Fiordelisi et al. 2014; Heidinger and Gatzert 2018).
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2009; Dyck et al. 2010; Tibbs et al. 2011; Haslem et al. 2017). The first announce-
ment of an alleged (potentially sanctioned) regulatory breach triggers the highest
and most significant negative market reaction.

3 The French institutional framework of enforcement
and the research questions

3.1 Sanctioning powers of the AMF

As part of its mandate, the Enforcement Committee of the French Financial Market
Authority (AMF EC) sanctions market players which infringe the sets of rules they
are subjected to: the Monetary and Financial Code, and the AMF General Regula-
tion. The goal of sanctions, from a regulatory point of view, is to strengthen the mar-
ketplace, by condemning wrongdoings and setting examples. Four main regulatory
breaches are sanctioned by the AMF (see Table 1): three market abuses: (1) breaches
of insider dealing regulations (the use and/or divulgence of insider information for
investment decisions); (2) price manipulations (a deliberate misconduct to influence
securities prices and fair price formation); (3) breaches of public disclosure require-
ments (a failure to comply with financial reporting laws and regulations); and (4)
any breach of the Monetary and Financial Code and the AMF General Regulation (a
failure to meet with professional obligations). From 2004, when the AMF first sanc-
tioned after its creation in 2003, to 2016, 308 decisions were made and published
on the AMF website. They stood for 196 million euros of cumulated fines.!” Until
late 2016, for a given regulatory breach(es), such administrative procedures could
be conducted by the AMF, in parallel to criminal prosecutions. All procedures fol-
low the same four milestones (see Fig. 1). A sanction decision can be comprised of
cash fines,'® disciplinary sanctions,'® and its publication.?’ The offender (firm and/or
individual) and/or the AMF Chairman of the Board can appeal the decision towards

17 24 sanctions were made per year on average, to which add 6 settlements per year since 2012, when
this new procedure was first concluded. When excluding the 9% acquittals, 94% of the guilty sanctions
included a cash fine, for an average 688,320 euros, paid to the French Treasury (or to the guarantee fund
to which the professional belongs).

18 There is neither binding rule nor clear guidelines on how to value fines. Time consistency and the
maximums set legally are the two key objective parameters to set a fine, to which add specificities of the
respondent (gravity and duration of the financial misconduct(s), financial situation of the defendant, mag-
nitude of the obtained gains or advantages, losses by third parties, etc.). Maximum fines were increased
three times over the period under review and can amount up to 100 million euros for market abuses com-
mitted by professionals, or 10 times any profit.

19 (1) Warning and/or blame, depending on the seriousness of the wrongdoing(s); and (2) “ban on activ-
ity”, covering temporary or permanent ban on providing some or all services, suspension or withdrawal
of professional license, and temporary or permanent ban on conducting some or all businesses.

20 Most sanctions are published, in particular in recent years, except if such disclosure would seri-
ously jeopardize the financial markets or cause disproportionate damage to the parties involved. The EC
decides whether to publish its decision, where to publish it (mostly on the French Official Journal for
Legal Notices (BALO) and on the website of the AMF, possibly in a given set of magazines, at their
expenses) and whether to anonymize it (entirely or partially).
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Table 1 Taxonomy of the sanctions

Which Procedure for What Regulatory Breach?

Investigation 1. Market abuses:

1.1. Insider dealing (29% of the sample'): use or dissemination of information
which is not publicly available to other investors for personal gain (for exam-
ple, a director with knowledge of a takeover bid)

1.2. Price manipulation (/0% of the sample'): distortion of the price-setting
mechanism

1.3. Dissemination of false or misleading information (about a company’s
financial circumstances) vis-d-vis the Regulator or investors (63% of the
sample")

Control 2. Any failure to meet the professional obligations set out in the Monetary and
Financial Code, the AMF General Regulation and AMF-approved profes-
sional rules (38% of the sample')

Who?

1. Any professionals under AMF supervision if they breach their professional
obligations under the law, regulations and professional rules approved by the
AMF

2. Individuals acting under the authority or on behalf of these professionals

3. Any person that commits market abuse, or any other breach that could impair
investor protection or interfere with orderly markets

By How Much?

Up to 100 million euros (or 10 times any profit earned) for professionals under
the AMF supervision

Up to 300,000 euros (or 5 times any profit earned) for individuals acting under
the authority (or on behalf of a professional) for failing to meet professional
obligations

Up to 15 million euros (or 10 times any profit earned) for individuals acting
under the authority (or on behalf of a professional) for market abuses

Up to 100 million euros (or 10 times any profit earned) for other persons (issu-
ers and their executives, auditors, others) for market abuses

This table lists the regulatory breaches which can be sanctioned by the AMF, through which proceeding,
who can be sanctioned with what financial risk. Listed companies, and their employees, can be inves-
tigated or controlled for any market abuse or failure to meet their professional obligations. They risk
maximum cash fines of 100 million euros, possibly assorted with behavioral sanctions (warning, blame,
or bans on activity). The maximum fine ever set was 35 million euros, in 2017

Sources: AMF, Author — See de Batz (2017a, b) for details

!Several breaches can be sanctioned per sanction

four different jurisdictions: the Court of Appeal of Paris, the Court of Cassation, via
priority preliminary ruling on constitutionality, and the State Council.

An originality of this article is that it exploits a crucial feature of the French
financial regulatory framework. All the enforcement process is, by law, confiden-
tial until the Enforcement Committee hearing and the subsequent publication of the
sanction decision. Consequently, like in the UK until recently (Armour et al. 2017),
there are no private litigation nor class action claims occurring over the enforce-
ment process. Additionally, and contrary to the US, newspaper articles or a whistle-
blowing never triggered an enforcement procedure sanctioned by the AMF over the
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period under review. All (but one in 2017) sanctioned infringements were identi-
fied by the AMF.2! Hence, a priori, no speculation on stock returns should be made
regarding future financial penalties. Still, this article is an opportunity to investigate
for potential leakages from part of the AMF (when the procedure starts) and of the
defendants (after the statement of objection).

Within this framework, the AMF’s legal attributes to sanction have significantly
evolved since 2004. On four occasions, its sanction powers were reformed, broad-
ened and reinforced (de Batz 2017a, b). Additionally, an alternative procedure to
sanctions, the settlement proceeding, was introduced in 2010, and first applied in
2012. The latter implies simpler and shorter procedures, initially only for the less
serious regulatory breaches (failures to meet with professional obligations), without
guilty plea from the offender or appeal possibility. Settlements reduce the costs and
risks inherent to a trial, but dilute deterrence from an enforcement perspective. They
are clearly preferred by firms (Bussmann and Werle 2006), when the Regulator
offers the option. The two latest reforms were enforced in 2016 and have impacted
enforcement since 2017.>2 They reorganized legal proceedings and reinforced the
sanction powers of the AMF. Therefore, such evolutions make it particularly inter-
esting to assess the impact of sanctions on investors from the first sanction pro-
nounced in 2004 until late 2016, before a new set of tougher rules starts to apply.

3.2 Testable hypotheses

This article contributes to answering to a global research question, based on the
chronology of sanction procedures: what are the consequences of regulatory
enforcement on sanctioned listed companies? To do so, we investigate the informa-
tional content of sanction procedures by testing the following hypotheses:

2! In the USA a significant share of financial scandals are revealed by the press (Choi and Kahan 2007),
associated with a statistically significant impact on prices (Miller 2006).

Conversely, in France, the press is mostly a re-broadcaster of scandal news detected by the regulator
(and not a producer of news), hence improving the dissemination of information among actual stakehold-
ers and potential investors and contributing to the efficiency of stock markets (Fang and Peress 2009;
Fang et al. 2014).

22 Law on market abuses of 21, June 2016 (Law no. 2016-819) and Law on transparency, the fight
against corruption and modernized business life, of 9, December 2016 (Law no. 2016-1691, IV Art.
42-46)

The main changes include: (1) The maximum fine remains 100 million euros but can stand for up to
15% of the annual turnover for a legal entity and has been increased up to 15 million euros or ten times
any profit earned for an individual failing to meet his professional obligations. (2) The ban from activ-
ity can now exceed 10 years. (3) The powers of the Enforcement Committee have also been broadened
to public offerings of unlisted financial instruments (without prospectus) and to crowdfunding. (4) The
scope of regulatory breaches eligible to settlement procedures has been widened to all market abuses
(insider dealing, price manipulation and dissemination of false information), and no longer only the fail-
ures of regulated professions to meet professional obligations. (5) Finally, any decision published on the
AMF website should remain online at least for 5 years (which was already the case), but any reference to
personal data should be anonymized after 5 years (which was only partially the case).
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Hypothesis H, The confidentiality of the first two steps of the procedures is
respected. No abnormal returns follow the ignition of an investigation or a control
(i.e. from part of the AMF) or the statement of objections (i.e. from part of the AMF
or of the company/individual being investigated or controlled).

Hypothesis H, Financial markets matter about the negative signal sent by the
Regulator when sanctioning financial misconduct. The sanction and its publication
lead to negative abnormal returns for sanctioned firms, due to the fine imposed, the
downward revision of forecasts, and possibly a reputational penalty.

Hypothesis H; Sanctioned firms undergo a reputational loss for being sentenced
guilty. The publication of the sanction decision is associated with negative abnormal
returns, exceeding the fine imposed by the Regulator.

Hypothesis H, The informational content of the regulatory decision and/or the
characteristics of the sanctioned firms impact market reactions.

4 Methodology and data
4.1 Methodology

A standard event-study methodology (MacKinlay 1997; Kothari and Warner 2008)
is used to investigate the information content of the four main steps of the AMF
enforcement procedure (i.e. the “events”). The events are assumed exogenous to the
firms: enforcement procedures are independent regulatory decisions, and unrelated
to corporate agendas.”> The impact of the event is measured as the daily Abnor-
mal Returns (AR) of the company being sanctioned around the event, by compar-
ing “actual” ex post returns with “normal” estimated returns. The abnormal returns
are taken as unbiased estimates of the total financial consequences of the sanction
(all expected uninsured future costs, including reputational losses). Under the null
hypothesis H,, the “event” has no impact on the distribution of returns for the sanc-
tioned firms (mean or variance effect). A market model, augmented with a sectoral
index,?* describes the behavior of returns. The model assumes a jointly multivariate
normal and temporally independent distribution of returns. On every day ¢ of the
event window [— 10; + 120] including the event day (¢ = 0), the deviation in an indi-
vidual stock’s daily return from what is expected is taken as an unbiased estimate of

23 Contrary to events such as annual and quarterly publication, or profit warnings. The exogeneity is also
supported by the fact that some sanctions were, in the end, excluded from the sample due to confounding
events such as the publication of the results from another judicial procedure or M&As.

24 The results of the event studies are robust when using a market model not adjusted for the sectors,
though lower. Detailed results are available in de Batz (2018). Controlling for the sector is supported by
the long period under review (2004-2016, including the Great Financial Crisis), and the wide range of
sectors of the sanctioned firms.
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the financial impact of the “event” on the stock 7 in . This abnormal return AR;, is
defined as:

AR, =R;, — &; — :éiRm,t - ViR, 1)

where R;;, R,,, and R, , are the returns on day 7 respectively on the stock i, on the
market portfolio, and on the sector portfolio s; of company i.>>%° &, f, and 7, are
the Ordinary Least Squares (OLS) estimates for every sanction i over the estimation
window [—120; —11]. To draw overall inferences for the event of interest, abnor-
mal returns are cumulated over time [tl;tz] and averaged across sanctions to get the
Cumulative Average Abnormal Returns (CAARY, ., 1), including the event (see speci-

fication (2)). All the sanctions are treated as a group.

n n n
1 1
CAAR[[‘ ] = n z CAR"’[H ] = n 2 ZARi,t' 2)
i=1

i=1 t=t,

Complementarily, for every sanctioned firm i, the shareholders’ loss (or gain)
SL;. [10] is estimated over [tl ;t2] by multiplying the market capitalization of the firm i
on the day preceding the event window (¢, — 1) MVi’(tl_l) (in euros) by the
CAR; [1,.1,]: Shareholder losses are then averaged across the n sanctions (ASL[; 1))

1 % 1 %
ASL{) = - Z} SLifi) =7, Z} CAR; 11, XMV (1,-1) Q)

The (net) average reputational loss (or gain) RL; |, ., for firm i is proxied with a
residual approach (Jarrell and Peltzman 1985; Karpoff and Lott 1993; Karpoff et al.
2008a; Murphy et al. 2009; Armour et al. 2017). Sanctions are published long after
the misconducts and their capitalization in prices, as enforcement procedures last
for years. Hence, this wealth loss is not added to the regulatory fines (Armour et al.
2017).%” The financial penalty FP, for sanction i only equals the fine imposed by the
Regulator. It is deducted from the abnormal shareholder loss (or gain) due to the
event SLi[; .,

RLL[[] ] = SLiv[’litz] —FP; = CARiv[fl lfz]XM‘/i”l—l — FP, 4)

Finally, cross-sectional tests investigate the link between the magnitude of the
abnormal returns after the event (i.e. loss or gain incurred by shareholders) and the

25 Equity returns are defined as the daily log difference in value of the equity (including reinvested divi-
dends).

26 Given the wide range of size of sanctioned companies, the broadest benchmark index for the French
stock markets (CAC All Shares) proxies the market portfolio. Euronext main sectors are used for each
firm. The 10 main sectors are: financials (38% of the sample); industrials (15%); technology (13%); con-
sumer goods (8%); consumer services (8%); health care (6%); basic materials (6%); telecoms (2%); utili-
ties (2%); oil and gas (2%).

27 Conversely, in Karpoff et al. (2008a), the reputational penalty equals the expected loss in present
value of future cash flows, due to lower sales and higher contracting and financing costs.
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features of the events (see Table 2). It is particularly interesting given the multi-
ple possible causes for abnormal returns: do higher fines, disciplinary sanctions,
appeals, recidivism, higher media coverage, more liquid stocks, etc. lead to more
negative abnormal returns? A cross-sectional regression for CAR;, .| on sanctions
characteristics is estimated using the usual OLS, with White-corrected standard
errors:

CAR[11,] = 8o + 01X 1 + 635 + - + +8,X;,, + p;, WhereE(p;) =0 (5)

m”i,m

where Xijs for j=1, ..., m, are the m characteristics of the ith observation, 5j, for j=0,
.., m, are the m+ 1 parameters of the model, and y; is the zero-mean disturbance
term, uncorrelated with the explanatory variables x; ;. Heteroskedasticity-consistent

t-statistics will be derived using White-corrected standard errors (MacKinlay 1997).

4.2 Description of the data

A unique dataset was constructed covering the 308 publicly available sanction deci-
sions published on the AMF website over the period 2004-2016. It was completed
with a second dataset comprising the 32 settlement decisions made from 2012 to
2016. Most variables were extracted or created from the online sanction reports.
They were supplemented by publicly available information and by confidential
information, shared by the AMF. The latter covers the names of the entities, for
anonymized sanction reports (either ex ante or ex post),”® some missing dates of
procedure, and information on sanctions dating back to before the AMF creation
(such as sanctions by AMF’s forefathers). Finally, softwares were used for market
data (Thomson Reuters), and for media coverage (Factiva).

The dataset includes more than 40 variables (see descriptive statistics in Table 2):
(1) the characteristics of the sanction (or settlement) procedure (including the type
of procedure at the origin with an investigation or a control, the sanctioned regula-
tory breaches,” the dates of four milestones of the procedure30); (2) the main fea-
tures of the verdict (acquittal, cash fine(s), disciplinary sanction(s), ban(s) on activ-
ity, anonymization of the sanction,’' the chairman of the AMF EC, the length of
the sanction report, appeal characteristics,’> whether other listed companies were

28 Sanction reports can be first (ex ante) published anonymized or not, depending on the AMF EC deci-
sion. Reports can also be anonymized ex post, following decisions of the AMF EC Chairmen (de Batz
2017a, b).

2 AMF classification: insider trading, price manipulation, failure to meet with the information regula-
tory requirements vis-d-vis investors or the Regulator, failure to meet with professional obligations, pro-
ceedings, and takeovers.

30" Complementary variables were built: the duration of the procedure from ignition to the sanction deci-
sion, in years, as in Karpoff et al. (2008b), and the lag between the decision and its publication, in months.
31 Three dummies were used to control for the impact of the anonymization: anonymized when first pub-
lished, partial anonymization, and ex post anonymization, at the AMF EC Chairmen’s discretion.

32 Several variables characterize the appeals: whether the decision was appealed or not by the sanctioned
entities, as in Karpoff et al. (2008b); whether the AMF appealed the decision of the AMF EC; the number
of courts appealed to; whether the decision was confirmed or not; and the duration of the appeal procedure.

@ Springer



European Journal of Law and Economics (2020) 49:301-337

314

+ ¥ 0 660 18°0 steadde Jo roquiny

+ 1 0 0S0 870 [eaddy
sreadde oy jo srereg

- 123 € S6'S €LTT soSed Jo 1oquinu 110da1 uonOURS

2 ! 0 0<0 (S (s9)yoeaIq jo wmola Auedwods orqng

& I 0 LY'0 69°0 S[ENPIAIPUI PAUOTIOURS

- 1 0 050 9t°0 (s9)yoraIq oy} ur paaoAur Judwoseuew doJ,

+ I 0 8¥°0 Se0 paziwAuoue uoneorqnd Jsiry

+ I 0 90 §To uoneziwAuoue [enied

+ I 0 8¥'0 S9°0 UONBZIWAUOUE SUI[UO JO 3JBIS  [ENOY

1A LY'8 €00 691 81 (syyuow se) uonedriqnd 0) uonoues wWoIj Je|

- 86°S Y1l 101 S9'C (s1e4 se ‘uonjoues 0) 11e)s) 2Inpadod ayy Jo uoneIn

- I 0 61°0 ¥0°0 swe[g

- 1 0 0 §Co Sururep

- 0008 0 12531 098 ,(s0Ina puesnoy) se) uonoues yse)
UOISIO9P UOTIOUES Y] JO SONSLIAIORIRYD)

uone[n3oy [e1oUdn JINV Yl pue

+ ! 0 050 8¢€°0 9poD [erourUL] PuB AIBIQUOIA ) JO SayoraIg

- T 0 £€9°0 £€9°0 sjuowaImbar axnsofosip o1qnd jo sayoearg

- I 0 0€0 01°0 suonendiuew 9oL

- 1 0 9t°0 620 suorne[n3ar Jurfeap JopIsul Jo SoYoraIg

- I 0 0’0 18°0 (Jonuoo jou) uoneINSAAU]
uonoues ay) Jo ursLQO

suanjax
[ewIouqe U0 UONBIAID

joedwr pajoadxyg XAl U prepuel§ UBIIA TS :SUOIBAIISQO JO JOqUINN

sonst)oeIRyd o[dwes g ajqeL



315

European Journal of Law and Economics (2020) 49:301-337

pringer

As

6 I 0 ¥€0 €10 (101095 Tea1So[ouyos,

2 1 0 9¢'0 Sro 01098 $OTAIDS JO SPOOT JOWNSUOD)

18 I 0 9¢0 S1°0 (101095 Ansnpuy

- 1 0 61°0 8¢0 101008 [eTOUBUL]

18 I 0 6£°0 61°0 0 Judunredwo)) Jxouoing

6 I 0 8¢°0 LT0 , g Jusunedwo)) jxsuoIg

2 1 0 050 960 »V Juounredwo) 1xeuoinyg

2 ! 0 €0 88°0 (Pa3SI] [[1}S) UOT)OUES 0) [RATIAING

1A £6£°69 8 11661 2186 (soIna uor[Tu se ‘Aep uonoues ay) uo) uonezielides JoxIeN
SONSLI)ORIRYD JONIEW YOO0IS

- I 0 90 6C°0 (9102-+000) AINV-150d WSIAIPIOSY

- ! 0 Y0 LT0 (€002 01 dn) JINV-21d WSIAIPIORY
WISIAIPIOoY

- 1 0 90 1L°0 soyag s27 10 Y23y, 7 Ul paystqnd saponIy

uoneodrqnd ayy
- 41! 0 0¢c 8¢l SuImor[oy seom oy Sutmp paysiqnd so[dnIE JO 1quInN
uonedrqnd )1 pue uonoues Ay}

- 8¥¢C 0 0Le gol1 udamIaq paysiqnd sa[onIe JO IqUINN

- 8¢0 0 S0°0 900 uonoues Ay} 10Jaq AJISUAUI FLIDA0D BIPIN
ampadoxd uonoues ayy Jo a5eI9A00 RIPIN

- LT°L 0 or'1 660 (s1eaf se ‘uonoues ay) wouy) [eadde ayy jo uoneing

- I 0 61°0 Y00 JAV 4q [eaddy

- 1 0 6%°0 00 readde oy jo uonosfoy

SuIN)I
[eurIOUQE UO UOIJBIAD

joedwr payoadxyg XeIN UIA pIepuels B[ 76 1SUOIIBAISQO JO JoqUInN

(ponunuoo) zs|qey



European Journal of Law and Economics (2020) 49:301-337

316

LT0T AInf 03 TTOT ISNSNY WOI XIowWey "D pue Z10T AIN{ 03 §00T 3quL03( woif 34nof g [,

UOLEOYISSE[O JXQUOINg 0} SUIPIOY

SOIND UOI[IW ()G MO[oq 2A0qe suonezifeyides josIew 10§ O

Juduedwod (S0INd UOI[[IQ | PUB UOI[IW (G| US9mI9q 9A0qe suonezieiided joyIew 10§ g juswiiedwod (Somd uol[[lq | 9Aoqe suonezijeided joyrew 103 v juownsedwo),
(a191oueuL] UONSAD) B 9p AurdIdsI(] 9p [1SU0)D)

pue ‘9s1n0g 9p SUONEIIAQ SOP UOISSIWWOD) ‘SIFIOUBUL] SPYOIBIA SIP [IOSU0D) €00T UL IV Y} J8a10 0) PaIoW 1M YOIYM SILIOYINY ¢ oy} Aq paounouoid SUOHOUES .
(91-Tt "MV AL ‘1691-910T '0U MBT) 9[(T JqUId03( ‘6 JO ‘9JI] $SUISNQ PIZIUISPOU PUB

uondn1100 Jsurese WSy oy ‘Koudredsuen) uo MeT] pue (6]8-910T "OU MET) 9[(T dUN[ ‘[T JO SISNGE JoIEW UO MeT] Ay} Jo uonedridde yy 910J0q UOHEZIWAUOUE JO JeIS,
901/} 10§ PIIUNOOE 219M SIIUBAWOD PIISI] [BIOASS SUIAJOAUL SUOHOURS PUE QUY SEI 0INI-019Z B PAUFISSE 210Mm uonoues A1eur[diosip & poa[oaur A[UO yoIym suonoues,
SUOTIB[NO[ED S IOYINY “SISINSY UOSWOY [, “BATIOR] ‘JINV 5224108

(onpea

¥o03s uo joeduur pajoadxa aanrsod 2°7) UOTSIOSP uoOTOUES Iy} JO [euSTs oAnESou oY) Jodwd) Pinood 31 9oudy Juadouur speayd Wy Y3 Jey) J93IeW Y) 0} [BuSIS P[NOYS UOISIOP
e Surpeadde ‘A[es1oAuo)) *(-) SuIN)aI [BUWLIOUQE JATJESAU IOW OJUI LIQAUOD OUY ‘SIUSUWIISIAIP 9DIOJUIAI P[NOYS UOTIOULS YY) JO 3FLIIA0D BIPIW I9YS1Y © ‘AIe[ruIs *(-) suinjar
[eurIOuqE 9ATIESAU QI0W 0) PEd] 0) PAoadXa ST ‘saydeaIq A10je[nSa1 219Ads 210w Jo uondumnsaid v Funosger ‘(pa[oNuod sns.ad) paresSnsaaur Suraq Q[durexa 104 "suInjax
reurzouqe (+) Ajeanisod o (—) A[oanedou joedwr pnoys 9[qerreA dy) JOYIOYM ‘QIMJeId)I] 9y) uo paseq pue Loud e ‘sjooger  suinjal feuriouqe uo joedwr pajoadxo,, ayJ,
(rernonaed ur sajep Surssiw ‘saruedwod pauonoues paziwAuouer) JINV oYl Aq A[[EIUSPYUOD PAIRYS JO (BAT)OR,] PUB SI9INIY UOSWOY],)

SOIBMIJOS WOI) PA)ORIXd d1am eyep Arejuswaidwo)) "eyep 9[qereae Korqnd uo Apsow paseq I[Iing sem JOseiep Y], “UOTIOULS Y} ADUIS PIJSI[AP 2ARY w0 ‘ssadoxd uon
-oues 9y} ySnoIy) [[e PaISI] aIom YOTYM PUE 91(Z 03 $00T WOl JINV oy Aq (KIS "277) pauonoues a1om yoTym saruedwiod pajst| Ay} [[e 10400 2d0oos oY) ur suonoues gg L,

- I 0 £v'0 €20 pXIourRy "D JUSPISAI]

- 1 0 87°0 (SN o¥ANOf [ JUSpISaI]

- 1 0 6%°0 or'0 010C 4991

- I 0 wo 4 800C HN'T

- 910C ¥00T v'E 600T uondUEs ) JO TBIX
SONSLIO}ORIRYD JUSWIUOIIAUD [eSo]

SUIN)ax
[EULIOUQE UO UONRIASD

joedwr pajoadxyg XA U pIepuels UBAIAl 76 :SUOTIBAISSQO JO JOqUINN

(ponunuoo) zs|qey



European Journal of Law and Economics (2020) 49:301-337 317

victims of the financial misconduct being sanctioned); (3) the attributes of the
defendant (such as the moral form, whether an individual (employee, manager,
other) was sanctioned, the top management involvement (chairman, CEO, CFO,
owner of the company),>® the survival of the firm to the sanction, recidivism before
and/or after the AMF creation,* place of listing, stock market capitalization, busi-
ness sector’>); (4) the media coverage of the sanction (media exposure intensity
before the sanction, the number of articles published between the decision and the
publication and over the week following the publication, articles on the sanction
published in top tier journals, L'Agéfi and Les Echos); and (5) some time and legal
indicators (AMF chairmen of the board, financial regulations, real GDP growth
rate). A comprehensive correlation analysis was carried the dataset.*®

The sample was restricted to sanctioned listed companies, which were histori-
cally the most frequently sanctioned population (42% of the sanctions), followed by
asset management firms. The initial sample covered 134 cases, in which 129 sanc-
tions impacted 105 companies. Some sanctions involve several listed companies.
Some firms were repeatedly sanctioned (i.e. recidivism), when taking into account
branches of groups. These repeat offenders were sanctioned on average three
times, ranging from two up to nine sanctions. They were most frequently financial
institutions.

The final sample covers less than half of the initial sample: 52 sanctions (i.e. on
average 4 sanctions per year) against 40 daily listed companies. 6 of them are no
longer listed, following mergers and acquisitions (M&As) or bankruptcies. The sam-
ple is comprised of all the firms which were daily listed on the Paris stock-markets,*’
from the 120 trading days before ignition of the procedure, until 120 trading days
after the publication of the sanction (i.e. daily listed on average over 3.4 years). The
reasons for exclusion from the sample include: early delisting, late listing, temporary

33 Generally speaking, a focus is made on the individuals within an organization convicted of crime,
as recommended by Cohen (1996), either employees (with a principal-agent relationship derived from
the employer-employee contract) or top managers. From an investor’s perspective, the top management
involvement in a fraud could be particularly detrimental, demonstrating the improper management of the
firm and questioning the capacity of the management to handle future challenges. Karpoff et al. (2008b)
showed how financial mis-presentation can prejudice careers of top managers: more than 90% of them
lose their jobs by the end of the US SEC enforcement procedure.
3 Recidivism is one of key aggravating factor regularly stated by the AMF to define the size of the sanc-
tion. Repeat offenders are sanctioned more severely than first-time offenders.
35 According to the Euronext classification. The most frequent sectors (dummy variables) are: financial
services, industry, consumer goods and services, and technology.
36 Detailed results and analyses are available on demand or in de Batz (2018).
37 Euronext is organized around three pillars:

1) The European Union regulated market for equity securities operates in five markets (including
Paris). They are segmented by market capitalizations: compartment A (above 1 billion euros), compart-
ment B (from 150 million to 1 billion euros), and compartment C (below 150 million euros).

2) Alternext targets small-and-mid-sized companies by offering a simplified access to capital
markets with fewer requirements and less stringent ongoing obligations than on the EU-regulated market.
3) The free market provides the easiest access to capital markets through a direct quotation pro-

cedure for any company, whatever the size (from micro-cap to medium-sized international companies)
searching to access capital markets (free from the Euronext’s eligibility criteria and information disclo-
sure requirements). This market targets primarily sophisticated or professional investors.
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suspension, or lower-than-daily quotation frequency.*® Such companies could be
already ailing, experiencing financial difficulties (announcing a delisting or a failure
in the near future), less traded (hence less liquid, questioning the price formation
mechanism around the events), or undergo exceptional events justifying a temporary
suspension (such as M&As). All these reasons are likely to interfere with the event
and to bias (to the down- or up-side) the market responses to the news of a sanction.
Additionally, four sanctions on a multinational bank daily traded in Euronext Paris
were excluded, due to the limited share of activities in France.> Acquittal decisions
(11 cases) were also removed from the initial sample, given the different nature of
the verdict. To avoid overlap and enable data clustering, two concomitant sanction
procedures were merged (cash fines and disciplinary sanctions), to assess the cumu-
lated severity of the regulatory decisions. Finally, five sanctions were dropped due
to major confounding events, such as the outcome of a major lawsuit, the start of a
safeguard procedure, or changes of name. The risk of introduction of biases through
the sample selection is tamed by the comprehensiveness of the sample of sanctioned
listed companies. Complementarily, some initially excluded sanctions were included
in complementary robustness analyses, as well as settlements with listed companies.

Table 3 compares the descriptive statistics of the initial and the final samples of
sanctioned listed companies. For the final sample, sanctions massively followed inves-
tigations (81% in the sample), which target the most serious regulatory breaches (i.e.
the three market abuses). 1.4 regulatory breaches were committed per sanction on
average, the most frequent being dissemination of false information (63%), failures to
meet with professional obligations (38%), and insider trading (29%). The great major-
ity of companies were large, as 56% of them were listed on the Compartment A and
17% on the Compartment B of Euronext. The average market capitalization amounted
to 9.8 billion euros (on the day preceding the sanction), ranging from 8 million up to
69 billion euros, with a standard deviation of 15.5 billion euros. 48% of the decisions
were appealed, with an 84% confirmation rate of the AMF EC’s decision.

Most of the divergences between the sample and the average for listed sanctioned
companies derive from the higher share of financial companies in the sample (38%,
against 25%). These sanctions targeted top tier universal banks, with higher-than-
average market capitalizations (by 42%),”° and a lower likelihood of bankruptcy
(the Central Bank being the lender of last resort). The gap in market capitalizations
can also be explained by the fact that smaller companies are more frequently not

3% In our sample, delisting can be accounted for three main sets of reasons, by decreasing frequency:
(1) bankruptcy; (2) mergers or acquisitions with/by another listed company, leading to delisting; and (3)
managerial decision to delist due to the regulatory constraints and the legal and financial risks associ-
ated, preferring other financing sources (less regulatory constrained). Karpoff et al. (2008a) also found
for the US that there is high delisting rate, which reduces massively the size of the sample. The study
also stresses that the delisted companies tend to be associated the poorest stock performance over the
whole enforcement period.

3 Given the size of the bank (14 times the average market capitalization of the sample), and its listing
on several stock exchanges, any action from the French AMF would unlikely provoke a significant abnor-
mal reaction from global shareholders. Additionally, confounding events could lead to misinterpret the
results.

40 When excluding the 4 sanctions of the major international bank excluded from the sample.
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Table 3 Characteristics of the sanctions of listed companies versus the sample

3

All listed companies Sample
listed com-
panies

Number of sanctions 129 52
Number of sanctioned companies 105 40
Of which bankrupted 23 (19 before sanction) 2
Investigations (as % of total) 88 81
Number of regulatory breaches per sanction L5 1.4

Main activity sectors:
Financials (as % of total) 25 38
Consumer goods or services (as % of total) 22 15
Industrials (as % of total) 22 15
Technology (as % of total) 13 13
Average cash fine' (as thousand euros) 693 8824
Average duration of procedure (as years) 2.7 2.6
Average market capitalization (as billion euros, on the 11.9 9.8

day preceding the sanction)? 6.9y

This table presents the main features of the initial and the final samples of listed companies being sanc-
tioned by the AMF from 2004 to 2016. The final sample (“Sample Listed Companies”) is comprised of
the decisions involving a daily listed firm, from 120 trading days before the ignition of the enforcement
procedure, until 120 days after the publication of the decision. Major confounding events or duplicated
and acquittal procedures were also excluded as well as abnormally big firms

Sources: AMF, Thomson Reuters. Author’s calculations

"Excluding acquittals and counting only one time sanctions involving several listed companies
2For companies still listed when being sanctioned guilty, on the day of the sanction decision
3Listed companies cover all the sanctions of listed companies, including acquittals
“Excluding the sanctions with only a disciplinary sanction (meaning a null cash fine)

3 Average market capitalization when excluding the 4 sanctions on the major international bank excluded
from the sample

daily quoted (hence excluded from the sample), or experience financial difficulties.
It can lead to quotation suspension or bankruptcy shortly after the sanction, which
adds to the reasons for being excluded from the sample. Financial firms are also the
most likely to reoffend (de Batz 2017a, b). All in all, the sample cash fines are 28%
higher-than-average, as recidivism and size are two of the few regulatory determi-
nants of cash fines.

5 Impact of sanctions on listed companies
5.1 Impact on stock returns
Four event studies are conducted for each step of the enforcement (see Fig. 1).

Step 1 is the beginning of the (AMF internal) procedure, with the approval of an
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investigation (for alleged market abuses) or a control (for breaches to professional
obligations). Step 2 is the statement of objection, when the incriminated firm is noti-
fied by the Board of the AMF that it is being investigated for characterized regu-
latory breach(es) and asked for additional information. Given these elements, the
Board may transfer the case to the AMF EC, initiating the “judicial part” of the
procedure. Step 3 is the sanction decision made after the AMF EC hearing (i.e. the
trial), followed by the (possibly anonymized) publication of the sanction report on
the AMF website (step 4). Since 2010, the AMF EC hearings have been opened
to the public, without naming ex ante the case(s) under review. Top-tier financial
journalists typically attend them. Hence, newspaper articles can be written over the
50-trading-day average lag between the decision and its publication (42% of the
sample). The echo of sanctions in the press is even greater after the publication (85%
of the sample). Hence, returns can be expected to react to the anticipated publication
of the sanction.

As described in the methodology, for every step of the procedure, “abnormal”
returns are calculated over the event window [— 10;+ 120] with respect to the event
in ¢ = 0 from the “normal” parameters estimated over the estimation window [— 120;
—11] (see specification (1)).*! Including days before the event investigates for antici-
pation following leakages or speculation. Abnormal returns are then cumulated
along time and averaged across sanctions to draw some inferences on the abnor-
mal reactions following the milestones of the proceeding (see specification (2)).
Figure 2a—c and Table 4 report, for every step of the procedure, Average Abnor-
mal Returns (AAR,), and Cumulative Average Abnormal Returns (CAAR[,l ;tz]) for
the whole sample (n = 52). Complementarily, a set of cumulative abnormal returns
for sanctioned firms and for every step is presented in Fig. 3a—e. They demonstrate
adverse and genuine effects of some steps of the sanction procedure on returns of
sanctioned listed firms over the period under review.

On the one hand, shareholders do not react significantly to the early steps of the
procedure: no significant abnormal return follows either the beginning of the proce-
dure, or the statement of objection. We fail to reject the hypothesis H,, in line with
expectations. This result for the beginning of the procedure rejects any breach of
confidentiality from part of the AMF teams in charge of internal procedures. Leak-
ages to market players or use of insider information could have caused a reaction
in stock returns. Secondly, the absence of abnormal returns following the statement
of objection demonstrates the lack of insider trading from part of the AMF and of
the investigated company, after learning about a procedure that can end up with a
sanction.

On the other hand, as expected (see hypothesis H,), the last two steps of the pro-
cedure trigger statistically significant reactions: shareholders suffer abnormal losses
following the sanction decision, and its publication. The regulatory decision on the
guiltiness of a given listed firms is negative information to the market: on average,
returns contract by a cumulated abnormal 0.9% over the period [— 1;+ 3] in event

41 Robustness checks were performed by modifying the length of estimation window (100 and 90 days).
The results are not sensitive to such variations. Detailed results are available on demand.
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(a) Average Abnormal Returns (A4AR,) (b) Cumulative Average Abnormal Returns
(CAAR,) around the event [-10;+10]
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(¢) Cumulative Average Abnormal Returns (CAAR,) after event [-1;+10]
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Fig.2 Average abnormal returns and cumulative average abnormal returns for the different milestones of
the sanction procedures. Abnormal returns are computed given the market model parameters estimated
with OLS with White-corrected standard errors, through the period [— 120; — 11] in event time (see spec-
ification (1)). Event time is days relative to the step of the sanction procedure under review. The sample
is composed of 52 sanctions of daily-listed companies over the period 2004-2016. Average abnormal
returns AAR, and CAARY, ., | are calculated using the specification (2). Sources: AMF, Thomson Reuters.
Author’s calculations

time (significant at the 10% level). Additionally, they lose 0.8% over the period [— 1;
0] following the publication of the decision (significant at the 1% level) and 1.1%
over the period [—1;+ 3] (significant at the 10% level). Interestingly, there is some
anticipation in the reaction, before the publication, as in previous studies: abnormal
returns turn significantly negative, possibly anticipating the outcome of the decisions
and newspaper article, or due to leakages of information to insiders, as seen in other
jurisdictions.*? 62% of the guilty companies exhibit negative abnormal returns on
the day of the publication of the sanction, ranging from — 5.3 to +5.0% (with a 1.5%
standard deviation). Three days after the publication, 63% of the companies suffer
cumulated losses, ranging from —12.1% to gains of +7.8% (4.4% standard devia-
tion). The contraction peaks 6 days after the publication (CAAR_;. .4 = —1.3%,

42 For example, ordered chronologically: Pritchard and Ferris 2001, Griffin et al. 2004, Djama 2008,
Dyck et al. 2010, Haslem et al. 2017 and Armour et al. 2017.
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Table 4 Cumulative average abnormal returns following the sample of 52 sanctions of the listed compa-
nies

Beginning of pro- Statement of objection ~Enforcement com- Publication of the
cedure (control or mittee and sanction sanction decision
investigation) decision

~

CAAR, (%)  t-stat CAAR, (%)  t-stat CAAR, (%)  t-stat CAAR, (%)  t-stat

-1 0.4 0.8 0.7%% 2.2 -0.4 -1.2 —0.5%%% =27
0 1.4 0.7 0.8 1.5 -0.6% -1.7 —0.8%%* -3.0
1 2.0 1.0 0.4 0.5 -0.6 -17 -0.7*% -2.0
2 1.5 0.7 —0.1 -0.1 -0.9% -19 -0.9% -1.9
3 1.9 0.9 0.4 0.5 -0.9% -1.8 —1.1* -1.7
4 2.0 1.0 0.0 0.0 -0.8 -1.3 -09 -1.5
5 2.6 1.3 0.0 0.0 -0.8 -1.2 - L.1* -1.8
6 33 1.6 -0.2 -0.2 -1.3 -1.6 —1.3%* -2.2
7 2.6 1.2 -0.2 -0.3 -1.3 -15 - 1.3% -1.8
8 1.0 0.4 -0.3 -04 -14 -1.7 -09 -1.2
9 1.2 0.5 -0.4 -04 —1.1 -1.3 -0.8 -0.9
10 0.8 0.3 0.0 0.0 -1.0 -1.1 -15 -1.6
20 39 14 -0.7 -04 -13 -1.0 -0.8 -0.6
40 7.4 1.5 -1.8 -0.7 -19 -1.0 1.2 0.6
60 9.1*% 1.7 -0.2 -0.1 -3.7 —-14 0.2 0.1
120 11.8% 1.7 3.6 0.6 -17.1 -1.5 -6.6 -15

This table reports the cumulative average abnormal returns (CAAR,) up to a specified day ¢ in event time
for the four main steps of the sanction procedure, as defined in specification (2). Event time is days rela-
tive to the step of the sanction procedure being analyzed and ¢ = 0 is the event itself. Abnormal returns
are computed given the augmented market model parameters, which are estimated with OLS through the
period [—120; — 11] in event time. The sample is composed of the 52 companies which were sanctioned
guilty by the AMF from 2004 to 2016 and were daily quoted all through the sanction procedure

Sources: AMF, Thomson Reuters. Author’s calculations

* #% and *** denote statistical significance at the 10%, 5%, and 1% level

significant at the 5% level). In the longer run, cumulative average abnormal returns
following the sanction decision remain negative though statistically insignificantly
(CAAR|_y.160) = —3.7%). This higher contraction echoes the lag between the AMF
EC hearing and the publication of the decision: 50 trading days on average in the
sample (de Batz 2017a). Hence, the cumulated contraction 60 days after the sanc-
tion would incorporate the compounded abnormal reactions to the sanction and to
its publication, estimated over a window excluding the sanction decision and its
publication.

Given the limited (though exhaustive) number of observations, and to ensure that
the presence of outliers does not bias the results, two complementary robustness
checks were conducted. A bootstrapped analysis of the robustness of standard errors
was conducted 1000 times, with a confidence interval of 95%. Complementarily,
abnormal returns were winsorized before estimating the test statistics, as in Armour
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(a) Cumulative Average Abnormal Returns
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Fig.3 Cumulative average abnormal returns and cumulative abnormal returns for some sanction pro-
cedures. Abnormal returns are computed given the market model parameters estimated with OLS with
White-corrected standard errors, through the period [—120; —11] in event time, using specification (1).
They are then cumulated along time. The figures depict abnormal price developments (on average or
specific sanctioned firms), rebased 100 on the day of the event. Event time is days relative to the step of
the sanction procedure under review. The sample is composed of 52 sanctions of daily-listed companies
over the period 2004-2016. Sanctions are numbered chronologically. Sources: AMF, Thomson Reuters.
Author’s calculations

et al. (2017): all abnormal returns outliers to a 90th percentile were excluded from
the data, meaning that all data below the 5th percentile are set to the Sth percentile,
and data above the 95th percentile are set to the 95th percentile. The magnitudes of
the CAAR were confirmed and turned out to be slightly more significant and persis-
tent in time with winsorized abnormal returns.*’

All in all, in the short run, these sequential event studies confirm the reactions
observed in previous research. They also contribute to improving the quality of the

43 Detailed results are available on demand.
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assessment of the spillovers of sanctions in France. In fact, the exhaustive sample of
daily listed guilty companies implies a broader scope of analysis and a higher granu-
larity. No abnormal reaction was measured through the early stages of the enforce-
ment procedure, rejecting breaches of confidentiality either by the Regulator and the
defendant(s). Subsequently, the results are coherent with past studies on the French
sanctions, though to a lower extent: sanction decisions and their publications convey
information and impact negatively returns of listed companies in the short run.**
As in the literature, some anticipation in the outcome was measured, with the nega-
tive correction in prices. Additionally, contrary to the efficient market hypothesis,
investors’ reactions tend to be scaled in time: the spillovers of sanctions on the stock
returns take some time to fully materialize. Some investors will react immediately
after learning the sanction. Conversely, various reasons can contribute to this ineffi-
ciency of financial markets, leading to no or postponed reactions: the time to access
information (initially unaware, herd behaviors), the poor financial education (mis-
understanding of regulatory breaches), or the avoidance of financial consequences
(fees due to portfolio rebalancing, deterring fiscal consequences, no investment
alternative, etc.).

In the longer run, past literature estimates a large range of impacts, from posi-
tive® to very negative.*® Some studies conclude that a fraud durably affects returns,
up to three years after the news, when using lower frequency data (Leng et al. 2011;
Dyck et al. 2010). Such estimates must be taken with caution as the further from
the event, the more likely confounding events will interfere with abnormal returns.
The impact of French sanctions on guilty daily-listed companies in the longer run
remains limited compared with international estimates. Our results demonstrate that,
over the six months following the sanction (either decision or publication), CAAR,
remain negative, even though they are not significantly different from zero. That
could be explained by the higher volatility in the long run. Finally, it is likely that
the reaction following the sanction decision is partly confounded with the reaction
following the publication.*” When cumulating the impacts of the last two steps of
the procedure, the magnitude of average abnormal returns becomes more substan-
tial: —3 to —4% cumulated losses 60 trading days after the sanction, estimated over
an estimation window excluding any event related to the sanction.

# Kirat and Rezaee (2019) concluded with a statistically significant —0.7% in AAR, on the day of the
announcement of the sanction in the press and a CAAR|_,,, of —1.7%, with a sample of 47 companies
over the period 2004-2017. Djama (2008) found no impact of the beginning of the procedure and a sig-
nificant negative impact of the publication of the decision (—6.9% in AAR, —8.3% in CAAR,,;), for
accounting fraud with a sample of 37 sanctions of 28 listed companies, from 1995 to 2005.

45 Such as +2.96% in one-year stock performance following a 1-standard deviation increase in the finan-
cial penalty for 20 country panel, in Koster and Pelster (2017).

46 The maximum was —34.4% in the US cumulated over the days for which the firms were subject to a
regulatory event, in Karpoff et al. (2008a).

47" As stated by Armour et al. (2017), multi-stage events make it difficult to ensure that the later stages
really relate to the original announcement and not to further information that was released during subse-
quent stages or conversely that relevant information was not released between the reported stages.
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5.2 Complementary results and information content of the sanction decisions

Robustness checks with larger or sub-samples and complementary analysis were
conducted to test the sensitivity of the results to the hypotheses. Results are robust
and complementary with conclusions previously described.*® They show that the
French enforcement actions are not trivial.

Firstly, including into the initial sample the four sanctions pronounced against a
major international bank leads to similar impacts with the central event study. Still,
abnormal returns are lower and less significant, supporting the hypotheses which led
to their initial exclusion.

Secondly, the impact of the Great Financial Crisis was tested, given its magnitude
and spillovers. Financial firms, which were at its origin and its main victims, are
the most frequently sanctioned listed companies. The crisis also led to a tightening
of financial regulation and supervision, in particular regarding sanction powers at
the European and French levels (de Batz 2017b). The sample was split by publica-
tion dates, either before or after the crisis.*® The re-estimated event studies show
that the information content of the publication of sanctions seems to have increased
since June 2007, with significant and more negative abnormal returns. They sug-
gest a reinforced market awareness and risk sensitiveness to sanctions and regula-
tory interventions.

Thirdly, following past literature, offenses were sorted into two main categories:
whether they hit related parties or not (i.e. third parties), based on the AMF split of
regulatory breaches.?” The event studies demonstrate that the three breaches impact-
ing related parties lead to higher abnormal negative returns after the publication (by
declining order of magnitude and significance): (1) insider trading; (2) dissemina-
tion of false information (vis-d-vis investors or the Regulator); and (3) not comply-
ing with one’s professional obligations. Conversely, price manipulation (i.e. hitting
third parties) does not cast significant abnormal returns (though with a limited sam-
ple size). Such results confirm past studies as investors tend to react more when they
are impacted by the financial misconduct (i.e. by being a related party).

Fourthly, the event studies were re-estimated for two subsamples based on the
“seriousness” of the verdict,’’ capitalizing on the guidelines given by the AMF on
how to set the sanction.!® The results demonstrate that the mere cash fine is uncor-
related to the magnitude of abnormal returns. That may be explained by low level of

48 Detailed results are available on demand or in de Batz (2018).
4 As in the literature, two alternative starting dates were tested: June 2007 (Armour et al. 2017), with
the beginning of the US subprime crisis, or September 2008, with Lehman Brothers’ bankruptcy (Kirat
and Rezaee 2019).
30 First subsample “Average” (19 sanctions): cash fines higher than the average.

Second subsample “3 factors” (19 sanctions) if two out of the three following conditions: a cash fine
higher than the median; a disciplinary sanction (warning or blame); and recidivism (pre- and/or post-
AMEF creation).
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average cash fines (in absolute and relative terms).>! Some cumulated dimensions
of the seriousness of the decision (subsample “3 factors”)>® point to a more severe
financial misconduct, leading to more negative abnormal returns. That confirms the
initial hypothesis H, that not only will the mere fact of being sanctioned be priced
in abnormal returns, but the nature of the sanction will also negatively influence the
results.

Fifthly, no significant abnormal returns followed the 7 decisions for which the
identities of the sanctioned firms were anonymized when first published, what-
ever the step of the procedure. This confirms the lack of breaches to confidentiality
through the whole enforcement process.

Finally, two complementary samples of decisions were subjected to the event
study methodology: (1) the 11 acquittals of listed companies, and (2) the 5 settle-
ment decisions involving subsidiaries of daily listed companies (three French finan-
cial groups).>? For both samples, the expected information content of the decisions
was not straightforward, under the assumption that sanctions convey information to
investors. Firstly, acquittals can mean innocence and no fine has to be paid (positive
signal). Conversely, they signal serious doubts from the Regulator regarding a firm
(negative signal), as only the most severe alleged financial wrongdoings are brought
to the AMF EC. Other breaches are dealt with confidentially and bilaterally, between
the AMF and the regulated entity. Additionally, acquittals frequently result from pro-
cedural irregularities, or prescription limit of the incriminated regulatory breach(es),
which do not exonerate the entity from any liability. Secondly, settlements are alter-
native lighter procedures, dedicated to less serious regulatory breaches than sanc-
tions. They do not imply guilt recognition from part of the defendant. Still, they
result from significant financial misconducts. Under the rationality of investors and
efficient market hypotheses, abnormal returns following settlements are expected to
be negative, though lower than for the sample of guilty sanctions.

Acquittal decisions convey mixed signals: positive statistically significant abnor-
mal returns on the day of the sanction (AAR, = +1.1%, at the 10% level), followed
by a negative one after the publication (CAAR., 3, = —3.1%, at the 10% level). The
results could be explained by the limited sample size. They also echo the divergent
conclusions on the impacts of allegation of financial misconduct (i.e. the mere fact
of being investigated) as well as on acquittal decisions, in other jurisdictions.

For the small sample of settlements, no significant abnormal returns followed any
step of the proceeding. The markets do not price in the additional information on
the firm’s compliance with regulation. Similarly, Haslem et al. (2017) found market
reactions to settlements being the least negative and negligible, whatever the out-
come. The lack of reaction to settlements questions the information content of such
procedures, and the credibility of the AMF communication and decisions vis-d-vis
Investors.

5! Compared to the market capitalizations, to fines by other French Regulatory Authorities, or to inter-
national standards. The average abnormal market correction stands for a limited 0.001% of the market
capitalization.

52 32 settlements were signed from 2012 to 2016. A settlement is an alternative and shorter kind of sanc-
tion dedicated to the least severe regulatory breaches (until late 2016), subject to an AMF proposal and
an acceptance by the firm.
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5.3 Impact on market values and reputational penalty, following the publication
of the sanction

This section investigates the hypothesis H,: does a reputational penalty explain part
of the abnormal returns following the sanctions of listed firms? The focus is lim-
ited to the step of the procedure triggering the biggest and most significant reac-
tions in CAAR: the publication of the sanction. From specification (3), the impact
on market capitalizations SL;_;.,, is estimated from the CAR|_,.,,, from the day
preceding the event until ¢ days after in event time. On average, sanctioned firms
lost in equity ASL_y.q = —45, 200 euros, ASL[_I; = —74,600 euros, and
ASL_y.;6 = —32,000 euros respectively. There is a wide range of reactions, sug-
gesting that not all frauds are equally important to shareholders. For example, over
the event window [—1;+1], SL;_;.,, range from losses of 2.2 million euros (—6%
loss in value) up to gains of 870,900 euros (+2.7% in value), with a standard devia-
tion of 363,000 euros.

Hence, markets do integrate the information of the sanction sent by the Regula-
tor as a negative signal, but only to a limited extent (see Table 5). The impact on the
market capitalizations is small in absolute, as well as in relative terms. On average,
for the sample, the cash fine is 12 times bigger than the abnormal market correc-
tion. Put it differently, on average, the reputational impact for being sanctioned RL is
positive, after subtracting the cash fine from the estimated abnormal market reaction
(see specification (4)). One gains from being sanctioned. Still, the dispersion is very
high. Market efficiency, in that sense, is limited. This result questions the credibility
of AMF’s sanctions. We fail to reject the null hypothesis H; that there is no repu-
tational penalty subsequent to the publication of a regulatory sanction. It is all the
more striking that the regulatory fines are already perceived as low compared to the
legal authorized maximums (100-million-euro threshold for any professional under
the AMF supervision, see Table 1), as well as in relative terms (standing for 0.01%
of the market capitalization on average) and in international standards.>®

Sanctioned financial misconduct implies statistically significant market penal-
ties but no reputational penalty. One would expect that such regulatory decisions
impact negatively the perception by shareholders, stakeholders, etc., as it is the case
in other jurisdictions (US and UK in particular). The “reputational gain” for French
listed firms from being sanctioned questions the severity of the verdict (in particular
the levied financial penalties) and, more broadly, the credibility of the Regulator. In
sharp contrast, in the US, the reputational penalty represents 90% of the equity loss,
according to Karpoff and Lott (1993). In Karpoff et al. (2008a), the reputational
penalty for cooking the books in the US stands for 7.5 times all penalties. Firms lose
38% of their market values when their misconduct is reported, 2/3 of which being a

53 In the US, from 1978 to 2002, the average monetary fines stood for 107 million dollars. In the US, in
Karpoff and Lott (1993), the fines stand for 6.5% of the stock losses. In the UK, based on the estimations
of Armour et al. (2017), the average fine set by the Regulator amounts to 0.26% of the market capitaliza-
tion.
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Table 5 Average stock losses/gains following the publication of the sanctions

[-1:0] [-1:+1] [-1;+6]

CAAR;_y., a8 % —0.8%*** -0.7%* —1.3%**
ASLl_ 11> &S €UTOS —45,200 — 174,600 —32,000
Standard error, as euros 192,000 362,910 616,843
Minimum SL[_I;,], as euros — 834,400 —2,236,000 —3,533,300
Maximum SLH;,], as euros +192,118 +870,900 +1,192,700
Negative SL_;.;, as % of total 60% 56% 58%

ASL, as % of average cash fines 5.1% 8.5% 3.6%

The cumulative abnormal returns from #, to #, (CAR{, .,,)) used to estimate the impact of sanctions are
estimated after the publication of the sanction (see specification (2)), for the sample of 52 listed compa-
nies over three different event windows. The subsequent Average Stock Losses/Gains (ASLp,.,, are cal-
culated with a residual approach (see specification (3)), by deducting the fines from the estimated abnor-
mal impacts (in euros)

Sources: AMF, Thomson Reuters. Author’s calculations

* k% and *#* denote statistical significance at the 10%, 5%, and 1% level

pure reputational penalty. In the UK, the reputational penalty exceeds by 9 times the
cash fine, according to Armour et al. (2017).

5.4 Cross-sectional determinants of the stock market’s reaction

In this section, we use a cross-sectional regression to explain the determinants of
the abnormal returns incurred by each sanctioned firm in the aftermath of the pub-
lication of the sanction (i.e. the most significant results). The dependent variables
are the CAR;|_,.,,, as defined in specification (2). For a cross-section of sanctions,
we run OLS regressions with robust White-corrected standard errors of CAR;|_;.,
against all the explanatory variables from the dataset (firm, sanction, and environ-
ment characteristics, see Table 3), based on specification (5). The results for three
following models are presented, robust with the exhaustive cross-sectional test.

Model 1 is estimated from the day preceding the publication until ¢ days
(t =0 and +6), for each sanction i, with the following explanatory variables: a
dummy for sanctions following an investigation (i.e. the most serious regulatory
breaches); a variable for the length of the procedure from the beginning until the
sanction decision (synonym of complexity); a dummy for sanctions anonymized by
the AMF; a dummy for the rejection or dismissal of the appeal (confirmation of the
AMF verdict); a dummy for the media attention, when articles are published follow-
ing the sanction publication of the top-tier financial journals (L’Agéfi or Les Echos);
a dummy for firms which “survived” the sanction (i.e. are still listed); a dummy for
the largest firms (i.e. listed on the Euronext Compartment A); a dummy for Euronext
industrial firms; a dummy for Euronext technological firms; and the real quarterly
French GDP year-on-year growth rate when the sanction was published (synonym of
the economic conditions);

Two alternative models (models 2 and 3) were estimated for the peak in sig-
nificant cumulative abnormal returns (CAR;_,.,¢), With the following alternative
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variables: a dummy if the top management of the firm was involved in the regulatory
breach(es) (chairman, CEO, CFO, owner of the firm); a media intensity variable
before the sanction (ratio of articles mentioning the firm over the 20 days preceding
the sanction to the number over the preceding year); a variable for the number of
articles mentioning the sanction published over the week following the publication;
a dummy for Euronext consumer goods or services firms; a dummy for Euronext
financial firms; and a dummy for the sanctions published under the financial law
LME (2008 to 2010).™

Table 6 reports the strongly robust results. The fits of the models over the period
[— 1;+6] are particularly interesting given their robustness, and the fact that more
time is given to market players to react to the news of the sanction (i.e. inefficient
markets). The following takeaways can be drawn regarding the information content
of sanctions and their interpretation by the market.

Four aspects of the sanction contribute to significantly more negative abnormal
returns: being investigated (versus controlled), longer procedure, the top manage-
ment’s involvement in the regulatory breach(es), and a higher media coverage. Inter-
estingly, negative abnormal returns appear higher in better economic times, possibly
as stronger forces than sanctions may play during an economic crisis and lead to
global negative trends.

Regarding the sanctioned firms, size (being listed in the Euronext Compartment
A, which is also positively correlated with recidivism) curbs negative abnormal
returns. In terms of sectors, as expected, model 3 shows that financial firms will
endure more negative abnormal returns for being sanctioned. This sector is the most
frequently sanctioned, and the most prone to recidivism. Being a technological firm
will also contribute to more negative abnormal returns, conversely to being a con-
sumer goods or services firm.%

Surprisingly, appealing a decision, which could stand for a positive signal (claim-
ing for one’s innocence), sends mixed and limitedly significant information: pos-
itive in the very short run, before turning negative, at the 10% level. It could be
accounted for by the historically low probability of success of appeals. Additionally,
anonymization leads to significantly more negative abnormal returns, though only
in the short run. The consecutive regulatory tightenings did not impact significantly
returns.

The last two takeaways can be drawn from insignificant variables. Firstly, the
three variables controlling for the most straightforward features of the sanction deci-
sion (cash fine, warning, and blame) do not statistically significantly influence mar-
ket reactions.’® The fine and disciplinary sanctions do not serve as signals of the
seriousness of the misconduct. Nor do the regulatory breaches committed by the

3 Loi de Modernisation de I’Economie (LME, no. 2008-776).

55 In the case of the industrial sector, the estimations of model 1 over the periods [—1; 0] and [— 1;+ 6]
show that the negative contribution is due to some market anticipation, which is more than compensated
in the subsequent period.

56 Derived variables were also tested, as in Armour et al. (2017), such as the natural log of the cash
fine or the ratio of the fine to the market capitalization the day before the sanction. The results were also
insignificant.
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sanctioned company, and recidivism (either before or after the creation of the AMF),
despite being key parameters considered by the Enforcement Committee to set its
verdict. This can be partly accounted for by the fact that the survival to sanctions of
listed firms (i.e. still being listed) is significantly negatively correlated with abnor-
mal returns. Secondly, the consecutive Chairmen of the AMF, named by Govern-
ment decree, and the EC AMF chairmen do not appear to have influenced the infor-
mation content of the sanctions, as perceived by market players. This supports the
regulatory independence of the regulatory actions.

5.5 Discussion of results

The event studies and the cross-sectional regressions demonstrate that, over the
period under review, the markets do price in the information of the sanction, but to a
moderate extent. The results on CAAR are limited but consistent with most past stud-
ies. They are supported by a precise unique identification of the announcement date
and the exhaustivity of the data set. Additionally, they show that the most classical
seriousness determinants of sanctions were hardly taken into account by the market:
cash fines, disciplinary sanctions, regulatory breaches being sanctioned, and recidi-
vism. Still, some complementary signs of seriousness are incorporated into prices,
such as being investigated (not controlled), longer procedures, or the involvement
of the top management of the firm. It may be due to the fact that the fines set by
the Regulator and echoed by the market (i.e. “reputational penalty”) are limited in
absolute and relative terms, when compared with the legal maximums, with other
French regulatory authorities, or with other jurisdictions. Indeed, in the US, the use
of financial fines is less common than in France (8% of the sample in Karpoff et al.
2008a), but the amounts are much more significant (average of 107 million dollars,
in Karpoff et al. 2008a). That could plead for scarcer and much more severe sanc-
tions in France, though Armour et al. (2017) concluded, for the UK, that the reputa-
tional penalty is unrelated to the size of the financial penalties levied (0.26% of the
market capitalization on average). The results for France are all the more surprising
that studies (on the US and other jurisdictions) concluded that financial and account-
ing issues—which are investigated by the article—triggered the strongest stock
market reactions.’’ The reputational gain from being sanctioned echoes the initial
statement that AMF sanctions seem misunderstood and neglected by analysts, inves-
tors, and shareholders. All in all, this article questions the information content of the
sanctions, the credibility, usefulness, and efficiency of cash fines, and, more gener-
ally, of the current regulatory enforcement framework in France. Reputational pen-
alties subsequent to sanctions could enhance enforcement, like in other jurisdictions.
They could complement regulatory sanctions, if they were large enough to stand for
a credible threat to offenders, without endangering the firms’ solvency. The limited
market reactions to AMF sanctions could also be due to the “person” being sanc-
tioned: mostly companies, despite the frequent involvement of the top management

57 In the US (Karpoft and Lott 1993; Griffin et al. 2004), but also in Japan and in China.
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in the regulatory breaches (which would send a negative signal, according to the
cross-sectional test results). Recent research suggests focusing more on top manag-
ers to gain in credibility and efficiency in deterring future crime (Jones 2013; Kay
2015; Cullen 2017). In the US, past research stressed how enforcement impacts car-
riers and reputations of top managers. Karpoff et al. (2008b) demonstrated that, in
the US, 93% of top managers involved in financial misrepresentation lose their jobs
before the end of the regulatory enforcement period, mostly explicitly fired. Com-
plementarily, class-actions securities litigations will penalize directors’ reputation
only if initiated by the US SEC (Helland 2006). In the case of AMF sanctions, no
top manager was fired, despite being involved in half of enforcement procedures of
the sample.

Additional takeaways derive from the event-study analyses. The results confirmed
past studies (Nourayi 1994; Alexander 1999; Murphy et al. 2009; Tibbs et al. 2011;
Armour et al. 2017) in that financial wrongdoings linked to related parties induce
stronger abnormal market reactions, in particular insider trading, and breaches to
information obligations. It illustrates the key role played by trust in investment
relationships. Sanctions seem to have gained in echo in the market since the Great
Financial Crisis, implying higher abnormal returns, in line with Armour et al. (2017)
in the UK, but contrary to Kirat and Rezaee (2019) for France.

Three remarks concern the transmission of the news of a regulatory sanction.
Firstly, anonymizing the sanction report, when publishing it, appears to protect the
sanctioned entity from suffering abnormal returns. Secondly, in line with past stud-
ies, a higher media coverage of the published sanction will trigger stronger abnor-
mal negative returns. Thirdly, the cross-sectional results stress that the independence
from governmental and political process (a key challenge for Regulators for Carvajal
and Elliott (2007)) seems to be overcome. The successive chairmen of the AMF and
of the AMF EC did not impact significantly market reactions.

In light of these results, some policy recommendations can be made in order to
improve the credibility and the efficiency of the enforcement of financial regula-
tion: (1) to increase transparency from part of the Regulator by communicating
more on regulatory breaches, possibly before the sanction itself as done by the US
SEC, as a tool to educate and set example (“name and shame”); (2) to sanction
more severely (significantly higher fines, closer to the legal maximum), possibly
less frequently, and to resort more disciplinary sanctions, if the Regulator believes
that the credibility of a sanction should be measured in the market reactions; and
(3) to focus more on individuals (top managers in particular), as a way to question
their competences and integrity, possibly with higher fines or resorting to (tempo-
rary) bans on activity.

6 Conclusion
This work aimed at investigating the information content of sanctions of listed
companies for financial misconducts, as enforced in France, to better understand

how enforcement influences markets. It challenges the common view is that finan-
cial misconduct and regulatory breaches can be lightly punished by the French
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Regulator and consequently neglected by investors. It analyzes reactions in listed
companies returns to the news of a sanction. The results are put into perspective
depending on the content of the decision and on the characteristics of the convicts
and compared with other jurisdictions. More precisely, this paper details the reac-
tions of investors and stakeholders along the sanction proceeding by searching for
abnormal returns after the four milestones of sanction procedures. It also strives to
understand how the features of the sanctions, and of the sanctioned entities could
explain such reactions. To do so, an original dataset was built for the 52 sanction
decisions impacting 40 daily-listed companies from 2004 to 2016, completed with
similar complementary datasets for acquittal decisions and settlements.

The results first show that the confidentiality of the early stages of the proceed-
ing is respected, by the AMF and the investigated firms: no significant abnormal
returns were detected. Investors then react significantly negatively to the news of a
guilty sanction, and to its publication. Such negative abnormal returns are limited in
absolute or relative terms, compared to past studies on France and on other jurisdic-
tions. No reputational penalty is assorted to sanctions. Settlements do not trigger
abnormal returns. Some features of the sanction and of the defendant will influence
the reaction, but not the most straightforward (cash fine, behavioral sanction, and
recidivism).

Overall, the results echo the reputation for leniency of AMF sanctions (scarce
procedures, lax verdicts, low fines, ending neglected by investors), despite con-
secutive regulatory tightenings and long and costly procedures. They question the
enforcement efficiency, bearing in mind that the goal of regulation is to support and
accompany a healthy development of firms, and not to impose an unnecessary regu-
latory burden. The following policy recommendations can be made to improve the
credibility of enforcement: (1) increasing the communication from the Regulator
with more transparency on sanctions or with a name and shame of financial crime,
for the market to quicker, better, and more comprehensively price the information;
(2) sanctioning less frequently and more severely, with higher cash fines, and possi-
bly completed with more frequent disciplinary sanctions>®; and (3) sanctioning more
individuals, and in particular top managers.
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8 The introduction of the settlements also supports that trend: dedicate more means to sanction the most
severe regulatory breaches, by settling for the least serious—though significant—regulatory breaches.
Indeed, since a peak in 2009, sanctions have been trending downwards. Sanctions hit a historical low
point in 2016 and 2017 (15 per year, comparing with 23 on average per year over the 2004—2018 period),
followed by a slight rebound in 2018 (20).
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