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Abstract States with large markets routinely compete with one another to shield
domestic regulatory policies from global pressure, export their rules to other jurisdic-
tions, and provide their firms with competitive advantages. Most arguments about
market power tend to operationalize the concept in economic terms. In this paper, we
argue that a state’s ability to leverage or block these adjustment pressures is not only
conditioned by their relative economic position but also by the political institutions
that govern their markets. Specifically, we expect that where a state chooses to draw jur-
isdictional boundaries over markets directly shapes its global influence. When a state
expands its jurisdiction, harmonizing rules across otherwise distinct subnational or
national markets, for example, it can curtail a rival’s authority. We test the theory by
assessing how changes in internal governance within the European Union altered
firm behavior in response to US extraterritorial pressure. Empirically, we examine
foreign firm delisting decisions from US stock markets after the adoption of the
Sarbanes–Oxley accounting legislation. The act, which included an exogenous compli-
ance shock, follows the harmonization of stock market governance across various
European jurisdictions. Econometric analysis of firm-level data illustrates that EU-
based companies, which benefited from jurisdictional expansion, were substantially
more likely to leave the American market and avoid adjustment pressures. Our findings
contribute to debates on the role of political institutions in economic statecraft and
suggest the conditions under which future regulatory conflicts will arise between
status quo and rising economic powers.

Despite widespread fear of a regulatory race to the bottom, states with large markets
routinely shield domestic regulatory policies from global pressure and force the costs
of adjustment onto foreign corporations and governments.1 Both through extraterri-
toriality and “leveling the playing field,” these states coerce firms into following their
rules even when a firm operates outside their jurisdictions.2 Scholars have demon-
strated such regulatory reach, often under the broad banner of “market power,”
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across a host of sectors and issue areas including corruption, economic sanctions,
finance, pharmaceuticals, and international trade.3

These findings are largely based on America’s experience in the context of eco-
nomic unipolarity.4 But with the rise of other significant economic players, we regu-
larly see empirical phenomena that no longer fit such general theorizing. In a number
of sectors the United States has been outfoxed: European Union (EU) rules have
become the de facto global standard in areas like data privacy and environmental
regulation despite repeated US attempts to export its rule book.5 At the same time,
global firms have not shied away from cutting ties with states that, by virtually all
conventional measures, possess substantial market power. For example, American
companies like Uber and Google left the Chinese jurisdiction because of the coun-
try’s convoluted market structure, and the adverse restrictions placed on the tech
giants. These anomalies indicate that scholars need to shift the debates about
market power away from a focus on whether states are able to regulate the behavior
of foreign jurisdictions or firms to, instead, analyze the conditions under which this is
more or less successful.
In this article, we reexamine the building blocks of what constitutes market power,

emphasizing how political development in one state reshapes its rival’s ability to
export adjustment.6 While studies generally look at economic fundamentals to
assess such coercive capabilities,7 this underestimates the role played by political
institutions. Even if a state has surplus capital or numerous consumers within its
borders, it relies on political institutions to effectively mobilize such abundance.
Importantly, the political organization of markets varies across and within even the
most “powerful” states.8 We argue that such variation in political organization and
oversight of market rules dictates a state’s ability to exert or limit adjustment forces.
More specifically, we expect that when a state expands its jurisdiction, harmoniz-

ing rules across otherwise distinct subnational or national markets, it can enhance its
market power and curtail that of its competitors. Market power ultimately depends on
firms’ decisions to comply with the rules and standards set in one country. By dimin-
ishing the transaction costs associated with border effects and creating a focal point of
authority, jurisdictional expansion increases the attractiveness of a firm’s home
market and its rule set. This makes the institutions and markets of other economic
powers more substitutable. Firms weigh these opportunities at home against the
benefits of participating in the foreign market, including the value of their prior
investments and the potential costs associated with adjustment pressure. For an

3. Bach 2010; Gruber 2000; Kaczmarek and Newman 2011; Oatley and Nabors 1998; Raustiala 2002;
Shambaugh 1996; Vogel 1995.
4. Gruber 2000; Oatley and Nabors 1998; Simmons 2001.
5. Bradford 2012; Newman 2008; Vogel 2012.
6. Bach and Newman 2007; Farrell and Newman 2014; Newman and Posner 2011; Posner 2009b.
7. Damro 2012; Drezner 2007.
8. Hall and Soskice 2001; Hancké, Rhodes, and Thatcher 2007.
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important segment of firms, then, domestic institutional changes blunt the extraterri-
torial pressures of competing economies.
To assess the effects of changes to jurisdictional boundaries on firm responses to

adjustment pressure, we examine how institutional reforms within the European
Union (EU) reshaped the reach of US market power in finance during the 1990s
and 2000s.9 While financial markets within Europe had grown increasingly inter-
dependent in the 1990s, they lacked a common governance structure until the intro-
duction of the Financial Services Action Plan (FSAP) in 1999.10 We expect that this
transformation in the internal governance of the EU, which consolidated oversight
and rules for cross-border finance at the supranational level, expanded its market
power. This had important ramifications for the extraterritorial reach of the major
financial power at the time—the United States.
In particular, we examine foreign firm reactions to the US’s Sarbanes–Oxley (Sox)

corporate governance legislation of 2002. Following the massive WorldCom and
Enron scandals, American financial regulators quickly came together to pass the
act, which substantially increased reporting requirements and altered the corporate
governance practices of firms traded on American stock exchanges. Crucially this
legislation affected not only US-incorporated firms but also any foreign firm listed
on US exchanges, forcing these firms to alter their business practices in the US
and also their operations at home. In a shift from the past, a large number of non-
American firms delisted from US exchanges. We examine the determinants of this
delisting. Since the literature on market power frequently uses US financial
markets as its primary empirical site of investigation,11 exiting from these markets
becomes a hard case for our theory.
To test the argument, we use firm-level data from a number of financial databases

to examine foreign-traded firms on major US exchanges. Moving to the level of the
firm, we can better scrutinize the microfoundations of market power, which have
been typically studied at the level of the state with a focus on issues of policy adop-
tion. This allows us to understand how different groups of market actors alter their
behavior in response to changes in market power rather than just focusing on aggre-
gate interstate bargaining. We find that jurisdictional expansion is correlated with
firm decisions to delist from the US following the implementation of Sarbanes–
Oxley: firms that are incorporated in the European Union are substantially more
likely to delist than non-EU-based firms.
The finding is statistically significant, substantively large, and robust to a battery of

checks that account for both firm and home-market economic characteristics. For

9. While the European Union is not a state, it enjoys many of the components of authority associated
with one in the realm of regulatory issues. As a result, most studies of international regulation place the EU
on equivalent footing to other important markets like the US, Japan, China, and others. See Drezner 2007;
Gruber 2000; Posner 2009a. For simplicity’s sake, we do not shift between terms like state, jurisdiction,
and polity in our theoretical argument.
10. Enriques and Gatti 2008; Mügge 2014; Quaglia 2007.
11. Drezner 2007; Oatley and Nabors 1998; Simmons 2001.
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example, we conduct quasi-placebo tests by including dummy variables for major
developed markets that could otherwise provide economic exit opportunities for
their home firms. In the absence of changes in political organization in these jurisdic-
tions, we find no statistically significant relationship between economic market size
and firm delisting patterns. In addition to evidence linking political institutions to
market power, we further specify the channel through which market forces shape
firm behavior because investment mobility influences delisting decisions. We gener-
alize the plausibility of the finding through brief narrative vignettes including global
insurance regulation, Brexit, and India’s Goods and Services Tax (GST).
Our argument provides insight into a number of conversations in International

Relations. First, it reconceptualizes the literature on the role of market power in inter-
national political economy.12 More than market size, we find that scholars must pay
attention to institutional developments in competing jurisdictions. Second, we add to
the body of work that attempts to understand the rise of economic multipolarity on
global governance.13 Instead of focusing on economic development in the
European Union, China, or other rising powers, we show that political development
relative to peer competitors is a key source of power. In this vein, our findings high-
light a need to consider the sequencing of domestic reforms across important econ-
omies, and firm heterogeneity, as key constraints on economic statecraft.14 In
terms of public policy, it underscores how states frustrated with great-power regula-
tory expansion will need to develop their internal regulatory capacity if they want to
protect their firms from adjustment pressure and signals the international costs of
excessive domestic decentralization and deregulation.

Who Governs Global Firms?

As tariff barriers eroded and capital markets integrated, early globalization scholar-
ship emphasized the degradation of state authority.15 Some went as far as to call
global finance a new structural condition of the international system,16 while
others focused on how corporations might skirt rules by bouncing from one jurisdic-
tion to another.17 Rather than globalization heralding an end of rules, it has been char-
acterized by significant reregulation that creates a new set of distributional
consequences.18 Scholars of political economy emphasize that large economies nat-
urally have a disproportionate ability to become rule setters by deploying market

12. Drezner 2007; Gruber 2000; Simmons 2001.
13. Kahler 2013; Young 2015.
14. Kalyanpur 2018; Newman 2008; Posner 2010; Wright 2017.
15. Strange 1996.
16. Andrews 1994.
17. Drezner 2001; Rudra 2008.
18. Abdelal 2007; Arel-Bundock 2017; Vogel 1996.
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power.19 Instead of countries all racing to the bottom, allowing multinational corpora-
tions to pick those states with the weakest regulation, firms often follow the practices
dictated by these jurisdictions.20 Such states leverage market power to externalize
their domestic rules through two general channels: by directly coercing multinational
corporations or by indirectly altering the bargaining between a global firm and its
home government.
States may condition market access to impose regulatory change. In this brand of

extraterritoriality, firms face barriers to entry if their home markets do not adopt
equivalent regulations or firms may face regulatory oversight regardless of where
their activity occurs.21 For example, within antitrust regulation, it has long been
American policy to investigate mergers that might affect the operation of US domes-
tic markets, making Department of Justice (DOJ) approval a global necessity.22 China
has replicated this, adding an explicit extraterritorial clause into its competition pol-
icies, using it as a mercantilist tool to satisfy it appetite for commodities.23

Increasingly, states attempt to regulate global firms based on the presence of some
assets within its jurisdiction. The Foreign Corrupt Practices Act, for example, was ini-
tially set up to weed out American firms bribing foreign government officials.24 But
over the past decade the Securities and Exchange Commission (SEC) and the DOJ
have charged a number of multinational corporations (MNCs) ranging from
Siemens to Statoil for such “corrupt practices,” claiming jurisdiction based on the
fact that these firms raise funds through US markets.25 The European Union’s
latest efforts to regulate online privacy means that any firm dealing with the data
of a European citizen, regardless of whether the firm is located in Germany or
India, must follow European data privacy law.26 In many cases, such global exten-
sions of domestic law are relaxed if countries or firms adopt equivalent regulations
or practices. Such adjustment pressures occur in a host of sectors ranging from
finance to chemicals to the Internet.
Large states can also have a more indirect effect by changing the relationship

between foreign firms and their home market governments. Firms competing in mul-
tiple jurisdictions may seek to level the playing field to reduce the competitive burden
of producing different products for different markets.27 In particular, firms may lobby
their home governments to adopt similar rules to those maintained by a large market
to equalize the regulatory burden that they face at home against domestic producers.28

This has lead scholars like Vogel to emphasize that globalization regularly leads to a

19. Aggarwal 1985; Hirschman 1980; James and Lake 1989; Shambaugh 1996.
20. Mosley and Uno 2007; Prakash and Kollman 2003;.
21. Aggarwal 1985; Bach and Newman 2007; Bradford 2012; Vogel 1995.
22. Griffin 1999; Raustiala 2011.
23. Crasnic, Kalyanpur, and Newman 2017; Ming 2009.
24. Weiss 2008.
25. Kaczmarek and Newman 2011; Koehler 2010.
26. Buttarelli 2016; Kalyanpur and Newman Forthcoming.
27. Streeck and Schmitter 1991.
28. Farrell and Newman 2014; Prakash and Potoski 2006.
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“trading up” where the environmental and safety standards of major powers become
the global de facto rules, curtailing the effects of a race to the bottom.29 Trading up
unfolds despite the absence of overt international coordination, interstate bargaining,
or great-power coercion. By leveling the playing field, firms externalize the cost of
doing business in large markets.
These theoretical and empirical examples illustrate that states have not shied away

from flexing their financial muscles to alter the behavior of foreign actors to achieve
their governance goals. Nevertheless, analysts recognize key limits on the effective
exercise of market power. Important economies have not always been able to lever-
age market size to change global practices.30 It is unclear how to understand the inter-
action of large markets when they diverge. Drezner, for example, argues that when
great powers agree, global governance is possible; when they disagree, the result is
rival or sham standards.31 Instead, a growing number of examples demonstrate one
great power outmaneuvering the other.32 What accounts for such variation in the pol-
itics of adjustment? In other words, under what conditions is market power likely to
be more or less effective? To answer these questions, we believe that the literature
must make two important analytical steps. First, it requires more attention to the insti-
tutions in which markets are embedded. Second, scholars must consider the inter-
action of these institutions across large economies.

Jurisdictional Boundaries and the Limits of Market Power

Market power is often used loosely in international political economy (IPE).33 At
various times it refers to the stock of one’s consumers,34 bilateral trade flows,35 or
surplus capital.36 While operationalizations vary, they typically focus on economic
indicators. We recognize the important role that market size plays in its various incar-
nations, but argue that political institutions, not just economics, dictate market power.
Moreover, we expect that market power exists in relation to other states so that
changes in political institutions in one jurisdiction constrain or enable the market
power of another. Specifically, we examine the relationship between jurisdictional
boundaries and market power, exploring how harmonization of governance in a
firm’s home state reshapes the substitutability of a rival’s market and in turn
weakens the adjustment pressures faced by those firms.
We start from the premise that firms participate in foreign jurisdictions because

they deem the benefits of entry, such as new consumers, as outweighing the costs

29. Vogel 1995.
30. Acharya 2011; Woods 2010.
31. Drezner 2007.
32. Bradford 2012; Newman 2008; Vogel 2012.
33. Shambaugh 1996.
34. Aggarwal 1985; Tonelson 2002; Vogel 1995.
35. Hirschman 1980; James and Lake 1989.
36. Drezner 2007; Simmons 2001.
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of entry. They are unable to fully reap these benefits in their home market. Entering a
foreign jurisdiction is seen as beneficial by virtue of the economic potential of partici-
pation in it. A firm cannot generally replace the advantages of the host market by
switching the location of its business activity and thus complies with the rule set
of the foreign jurisdiction. This lack of substitutability undergirds virtually all the
definitions of market power referenced here but current theories almost exclusively
look at the economic bases for substitution or exit.37

A large body of work in comparative political economy, however, illustrates that
predictable political institutions with clear rules reduce transaction costs and make
markets possible. States always have some baseline set of institutions that allow
their markets to function. As literatures like the Varieties of Capitalism (VoC) com-
prehensively document, even the most developed or economically dynamic states
display broad variations in political institutions and this pattern has persisted
despite many expecting convergences as a result of globalization’s pressures.38

While the economic fundamentals of a firm’s home state are relatively constant
and difficult to wholesale engineer, states regularly alter their domestic institutions
to make their markets more efficient and attractive.
Research on global governance generally assumes that, when it comes to formulat-

ing and maintaining the foundations for markets, authority resides at the national
level. But potential market size is not always coterminous with regulatory authority.39

Countries following a federal system, for example, often leave product standards to
the whims of various subnational units, creating a number of disconnected sub-
national markets. In other words, the delegation of political authority to the subnational,
national, and supranational level may not align with the territorial boundaries of
markets.40 Firms have to abide by a host of different regulations before they de
facto have access to an entire market. One could imagine an analogous situation
when few uniform regulatory rules exist and private actors at the local level are
largely left to regulate market behavior. In these cases, where a misfit between size
and authority exists, markets are characterized by political fragmentation.41 Before
it can completely tap diverse consumer pockets, a firm faces numerous barriers to
entry depending on where governance authority is located. The higher the fragmen-
tation, the higher the costs firms face, and thus the lower the gains from doing busi-
ness in the state.
At the same time, leveraging market access—a key channel of market power—

implicitly relies on political foundations. If decisions concerning market access are
decentralized, it becomes more difficult to coordinate entry rules vis-à-vis foreign

37. The literature’s emphasis on exit options in shaping state and firm behavior is echoed in various work
on great-power relations and the management of international institutions. See Stone 2011; Voeten 2001.
38. Hall and Soskice 2001; Hancké, Rhodes, and Thatcher 2007.
39. Here we build on the framework presented in Newman and Posner 2011, elaborating a firm-centric

perspective.
40. Hooghe and Marks 2003.
41. Newman and Posner 2011.
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firms. Subnational jurisdictions may also face race-to-the-bottom incentives, lower-
ing standards to attract investment. Fragmented oversight, whether through private
actor or subnational governance, will hinder the development of clear rules that
can be monitored and implemented in a way that is equivalent to the economic
size of the market and may constrain international representation of those rules in
negotiations.
The importance of such domestic political coordination for global governance out-

comes is supported by a growing body of work linking regulatory capacity to market
power.42 For example, despite China’s vast stores of capital and American treasuries,
it has been unable to flex this might in international financial negotiations. In part, this
stems from the lack of a clear, independent bureaucratic apparatus that can oversee
and coordinate national market rules.43 Similarly, the fact that insurance regulation
is left up to states, as opposed to the United States federal government, has regularly
prevented the US from exporting its insurance regulations.44

One option open to states to enhance their markets and global authority is to alter
the boundaries of their jurisdiction. By making market oversight more expansive, for
example, by moving from the subnational to national level, governors reduce the
burden for firms operating in any one of the submarkets. Decreasing the number of
actors dictating rules of exchange generally standardizes the content of an otherwise
fragmented system. As transaction costs decrease and oversight is centralized,
internal clashes of different regulatory regimes diminish, and the change in boundar-
ies mobilizes latent market power. We could still have, economically or geographic-
ally speaking, separate national or subnational markets, but when brought under the
same set of regulatory institutions, this alters the costs firms need to pay for access
and in turn the costs of compliance.
Jurisdictional expansion may attract greater investment from foreign firms but it

also has global consequences for other states as they attempt to exercise market
power. Such institutional changes create a new set of exit options for globally
active firms from that home jurisdiction—home states can now better provide, all
else equal, many of the economic benefits that lead the firm to initially invest in a
rival jurisdiction. The increases in efficiency can unlock the home market’s potential
and, since the firm by definition will need to abide by these rules, has few additional
costs.
However, such increases in market power by a firm’s home jurisdiction may have

varied effects on firms. Increased market power is likely to induce exit for the firms
that assess the benefits of the expanded home market as outweighing the value of
prior investments and future compliance costs in the foreign market. It may also
serve as a prospective measure to limit the number of firms that enter the foreign
market in the future. While it is difficult to measure the latter effect, exiting decisions

42. Bach and Newman 2007; Braithwaite and Drahos 2000; Posner 2009a; Quaglia 2014.
43. Bach, Newman, and Weber 2006; Walter 2010.
44. Singer 2007.
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should be most observable as rival states attempt to externalize adjustment costs. We
expect that global firm behavior is relatively path dependent because firms will have
already invested in a rival state.45 The greater the costs of moving operations to
another jurisdiction, the less likely firms should be to alter their business practices
even when faced with new adjustment pressures. When, however, a rival state tries
to exercise its market power, such as through extraterritorial regulation, the new
exit options provided by jurisdictional expansion at home alters the corporation’s cal-
culus. In other words, we also need to pay attention to the diversity of firm investment
portfolios to fully understand a state’s ability to extraterritorially extend its authority.
Rather than simple market size defining the ability of a state to dictate global rules

and firm behavior, market power depends on the home market’s political, rather than
solely economic development. Our approach, then, captures how market power is
conditioned by institutional developments in rival markets while controlling for the
heterogeneity of firm practices. It leads to our core testable expectations:

Globally active firms are more likely to exit from, rather than adjust to, a rival
market’s pressure if their home government creates a more efficient market
through jurisdictional expansion.

EU Jurisdictional Change and the Limits of US Market Power

We seek to test how a firm’s response to adjustment pressure is conditioned by its
home market’s political development. With this in mind, we focus on EU firms,
which gained from the harmonization of financial regulation across European juris-
dictions known as the Financial Services Action Plan (FSAP), as they responded
to the introduction of US extraterritorial corporate governance legislation.
Creating a single market for financial services was always a central goal for

European integrationists and the EU made huge strides toward achieving this aim
with the introduction of the FSAP. First openly discussed in 1998, the commission
and council endorsed the plan in 1999 and 2000 respectively.46 It is composed of
forty-two major regulatory changes that radically diminished the costs of raising
money and trading shares across EU member state borders.47 It enacted a host of
new retail financing and insurance measures, a coordinated initiative to prevent
market abuse, and reduced charges for cross-border money transfers. Implementation
proceeded rapidly.48 Particularly relevant to our investigation, a pan-European

45. The importance of such staying power is highlighted in research on the politics of foreign direct
investment (FDI) and has recently been extended to show how immobile assets can be used as ransom
to alter a firm’s global, not just domestic, practices. See Crasnic, Kalyanpur, and Newman 2017.
46. Moloney 2004.
47. Richards 2003.
48. Fritz Bolkestein, “Making the Most of the Internal Market after Enlargement,” speech at “Business

Meets the New EU” Euro-Czech Forum Conference, 13 May 2004, Prague. Retrieved from <http://europa.
eu/rapid/press-release_SPEECH-04-245_en.htm>.
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framework for corporate reporting using International Financial Reporting Standards
(IFRS) was agreed to in 2000, requiring all companies listed on European exchanges
to use a common set of accounting rules.
The FSAP is a quintessential example of jurisdictional expansion where disparate

markets are brought under one regulatory framework. But it is not simply the creation
of a new economic marketplace—firms trading in London or Paris still, de jure,
operate in these markets. Instead, by harmonizing rules, it creates a set of comple-
mentary financing mechanisms with minimal regulatory burden. To paraphrase
EuropeanVoice, if the euro was like giving birth to a baby, FSAP and its changes
were like decorating the nursery, announcing the EU’s arrival as a coordinated
player in global finance.49

While EU representatives tended to focus on the benefits of new investment oppor-
tunities for consumers, the real winners were EU-based corporations. FSAP fortified
the famous “single passport” implemented in 1993, which allows firms to access pro-
ducts from across Europe through one consolidated entry point. It standardized a host
of accounting and reporting requirements, and allows financial service providers to
operate across borders with virtually no regulatory hurdles. This is in stark contrast
to the previous nationally fragmented regime, where European firms were forced
to comply with national rules of multiple EU member states.
FSAP was universally seen as positive by the European commercial community.

The likes of Standard Bank celebrated “the major benefits in terms of compliance
and administration” while others stressed the role of the single passport in increasing
“real scope for market expansion.”50 FSAP would bring together the EU’s thirty-three
different markets under one regulatory banner. Prior to FSAP the cost of a cross-
border trade was six to seven times higher than domestic trades. Standardization
through jurisdictional expansion meant that new stores of capital could be released
to fund European business. As Fritz Bolkestein, European commissioner for the
Internal market noted in 2000, “the capitalisation of European investment funds/
pension funds/insurance products alone is about Euros 10,000bn ($9,500bn)—more
than the EU’s GDP. Small efficiency gains will have a significant impact.”51

A number of IPE scholars have documented the importance of the reforms. The
introduction of FSAP changed global financial regulation from a world dominated
by a single economic great power to one where the European Union emerged as a
clear challenger.52 While commission officials generally emphasized the domestic
benefits of the new regulations, they, and particularly Bolkestein, were not shy to
express these global ambitions: “Financial services is the oil in the machine. We
cannot seriously compete with the US and other industrialised countries unless we

49. Peter Chapman, “Launch of Finance Laws Is Anything but Child’s Play,” EuropeanVoice, 8
November 2001.
50. KPMG and Economist Intelligence Unit 2006.
51. Fritz Bolkestein, “One Currency, One Accounting Standard—Unless the European Union Adopts a

Single Set of Rules,” Financial Times, 15 June 2000.
52. Mügge 2014; Posner 2009b; Quaglia 2007.
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have a financial system which provides the liquidity in the market which our busi-
nesses need.”53

Discussing the need for a uniform set of accounting standards, the commission
expresses the core concerns featured in our approach, emphasizing the costs of
internal fragmentation and the need to reduce US market power by expanding juris-
dictional scope:

[Maintaining multiple accounting books] is burdensome and costly and consti-
tutes a clear competitive disadvantage. Producing more than one set of accounts
also causes confusion. Moreover, it involves companies in conforming with
standards (US Generally Accepted Accounting Principles or GAAP) which
are developed without any European input … This situation is not satisfactory.
It is costly and the provisions of different figures in different environments is
confusing to investors and to the public at large. There is a risk that large com-
panies will be increasingly drawn towards US GAAP… Externally, the absence
of a common position on accounting issues has prevented the EU from playing
an effective role in international fora.54

Our primary research question, then, explores how institutional changes in Europe
can enhance its market power and dampen the market power of other states such
as the United States. The US has consistently set the rules for foreign financial
entities, with a number of market-power theories explicitly based on America’s dom-
inance of global financial regulation. The US asserted its preferences in a range of
international cooperation areas such as capital requirements and insider-trading
rules. Moreover, US regulators have been able to leverage a firm’s presence on US
securities markets to investigate the bribery of government officials, and charge
foreign firms for corporate violations, like sanctions evasion and financial fraud,
that occur outside American borders.55

Despite this broad authority, the success of America’s extraterritorial endeavors
has varied across time. Given that such measures are often triggered by the infractions
of non-American firms, issues of endogeneity can be hard to overcome. To resolve
this issue, we focus on the passage of the “Corporate and Auditing Accountability
Act,” more commonly known as Sarbanes–Oxley, or just “Sox,” which, we argue,
struggled to fulfill its global mandate as FSAP created new exit options for EU
firms trading on American exchanges.
Passed in early 2002, Sox is generally regarded as a near overhaul of American

corporate governance. The bill made a number of crucial interventions in organiza-
tional practices including introducing salary claw-backs for executives, mandating
the need for third-party auditors, and increasing white-collar-crime penalties and

53. Bolkestein, “Making the Most.”
54. “Accounting Harmonisation: A New Strategy Vis-à-vis International Harmonisation,” Comunication

from the Commission, European Commission, 1995. Retrieved from <http://ec.europa.eu/internal_market/
accounting/docs/com-95-508/com-95-508_en.pdf>.
55. Abbott and Snidal 2002; Bach and Newman 2010; Zarate 2013.

Mobilizing Market Power 11

ht
tp

s:
//

do
i.o

rg
/1

0.
10

17
/S

00
20

81
83

18
00

03
34

 P
ub

lis
he

d 
on

lin
e 

by
 C

am
br

id
ge

 U
ni

ve
rs

ity
 P

re
ss

http://ec.europa.eu/internal_market/accounting/docs/com-95-508/com-95-508_en.pdf
http://ec.europa.eu/internal_market/accounting/docs/com-95-508/com-95-508_en.pdf
http://ec.europa.eu/internal_market/accounting/docs/com-95-508/com-95-508_en.pdf
https://doi.org/10.1017/S0020818318000334


their enforcement by boosting funding of the Securities and Exchange Commission.
A number of provisions directly affected publicly traded firms’ profits. In particular,
Sox dramatically increased the financial information a firm needed to provide share-
holders, taking into account stock trades, and any off-balance-sheet business.56 These
measures were far more stringent than any of the reporting requirements for stock
exchanges in other markets. Importantly for our purposes, non-American firms
were required to change not only their US reporting practices but their global ones
as well, creating significant extraterritorial costs.
Reactions by foreign firms doing business in the US signal both the limits of US

market power as well as the potential of jurisdictional expansion in the EU. Jurgen
Halbrecht, CEO of the German company BASF, a listed company on the
New York Stock Exchange, called Sox nothing short of “bureaucratic overkill.”57

Simon Watkins, company secretary of UK-based Lastminute, which was considering
listing in New York, said that “when Sarbanes Oxley was enacted, we felt that it was
going to be a cost that was so significant for us that the benefits of having an add-
itional listing in the States were more than outweighed.”58 He expected that the
firm would still find a way to attract US investors via listings in other markets that
were now developing.59 Sports-car maker Porsche quickly canceled its plans to
IPO in New York, citing Sox’s new compliance requirements as too cumbersome.60

Representatives of the London Stock Exchange, on the other hand, were ecstatic
when a number of international issuers told them that Sox meant that the balance
of power was going to move away from New York.61 With the costs and contradic-
tions in mind, and in spite of US market power, dozens of foreign firms voluntarily
delisted from US exchanges between 2002 and 2005. In response to Sox, David Sun,
partner at Ernst and Young, noted that firms with “overseas operations generally want
a ‘one-stop shop’when it comes to their accounting,”which was, ironically, precisely
what the EU was now implementing with FSAP.62

Numerous studies have since validated the expectations of frustrated executives—
the cost of complying with Sox, for the average firm, is in the millions of dollars on an
annual basis.63 The costs on the US markets, writ large, should also not be underes-
timated. Econometric analysis shows that new firms listing in the US after Sox
generally come from countries with weaker corporate governance, implying that
American exchanges began to lose out on a number of high-quality firms.64 Over

56. Coates 2007.
57. Walter Pfaelle, “The New Trend: Delisting—The New York Stock Exchange Is Losing Its

Attraction,” The Atlantic Times, December 2004.
58. Beth Carney, “Foreign Outfits Rue Sarbanes–Oxley,” Bloomberg, 15 December 2004.
59. Ibid.
60. Huw Jones, “Europe Sees IPO Boom as Fallout from Sarbanes–Oxley,” Reuters, 4 December 2002.
61. Ibid.
62. David S. Hilzenrath, “Foreign Firms Wary of SEC Rules; Business Regulators From Abroad Urge

Exemptions,” Washington Post, 18 December 2002.
63. Iliev 2010; Krishnan, Rama, and Zhang 2008.
64. Chaplinsky and Ramchand 2012.
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time, the frictions created by the legislation even forced the SEC to provide a number
of concessions to European companies surrounding reporting requirements and
auditor independence.65

For our research design, three specific features of the legislation are worth noting.
First, the extraterritorial move caught virtually every company off guard and had a
minimal relationship to the behavior of the foreign firms whose reactions we seek
to assess. Sarbanes–Oxley was primarily the result of a series of domestic scandals
and the huge amounts of value that were sucked out of American exchanges follow-
ing the collapse of Enron and Worldcom. The accounting changes were forced
through because of the various conflicts of interest that were uncovered during
those investigations, specifically concerning the way “independent” auditors aided
and abetted such malpractices. While globally active firms found themselves
subject to many of the requirements of the legislation, Sox was exogenous to the
behavior of foreign corporations. Second, the contents of Sox and FSAP were
unaffected by each other—if anything Sox went out of its way to ignore the political
developments in Europe. This ensures that both our treatment, FSAP, and the increase
in adjustment costs that cumulatively allow us to test the expectations of our theory,
were independent events.
Third, Sox offers an observable instance of firms responding to US adjustment

pressures in the context of a changed balance of relative market power between the
United States and the European Union. Owing to reforms in internal European pol-
itical institutions, EU firms could raise equity through the centrally regulated stock
markets, or issue Euro-denominated bonds, all for a fraction of the price compared
to pre-FSAP years. We expect that these increasingly efficient financing options
that FSAP provided made the US equity markets more substitutable to EU firms,
which made them less likely to obey Sox’s adjustment pressures.
Leaving US equity markets restricts the channels through which a firm can tap into

the vast stores of American capital. This potentially hinders future firm growth and
places the firm in a tenuous position if any unforeseen expenses arise. It further
increases the costs of funding US-based ventures as investments will be raised or
funded from abroad and will incur additional transaction costs. Finally, although
firms can continue operating in the broader American market, delisting degrades
the value of their prior investments, particularly if these investments are relatively
immobile, because listing acts as a substantial reputational boost.66 In other words,
listing allows a firm to both raise funds in an efficient manner and boosts the value
of other non-equity-related business, fully realizing the potential of a firm’s business
operations. European firms needed to weigh these competing prerogatives—access to
new financing options in the EU against compliance costs and a loss of equity market
access in the United States—before they chose to adjust to American pressure or exit.

65. Posner 2009a, 673–76.
66. Benos and Weisbach 2004.
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Data and Empirical Analysis

To assess the impacts of the EU’s jurisdictional expansion through FSAP on the
choice to adjust or exit following Sox, we collected firm-level data on all companies
traded on American exchanges through the Compustat database for the years 1996 to
2006, and then excluded all US-based firms. We start the collection earlier than Sox
to ensure that we analyze only companies that were already listed on exchanges prior
to the regulation, and to verify that our hypothesized effect is not a generic relation-
ship and is instead triggered by adjustment pressures generated by Sox.
To identify firms that voluntarily delist, we start with the list of foreign firms that

exited the major American exchanges originally collected by Chaplinsky and
Ramchand through the Center for Research in Security Prices (CRSP) database.67

To verify and categorize their data, we conducted individual firm searches of
Securities and Exchange Commission filings, and the news databases Factiva,
LexisNexus, and GoogleNews. Keeping with standard corporate finance practices,
we classify exits into three general categories—voluntary, involuntary, and through
a merger or acquisition.68 We then integrated the delisting decisions with the firm-
level financial information from Compustat, and narrowed down the sample by ana-
lyzing only companies whose finances were adequately reported.
We identified over 1,400 foreign firms trading on American markets prior to Sox—

approximately 22 percent of these firms were EU-based. Within three years after Sox,
fifty-nine foreign firms voluntarily left American exchanges, nearly half of which
belonged to EU jurisdictions. To put this shift in perspective, between 1980 and
1995 only seven firms voluntarily left the major US exchanges,69 while between
1998 and 2001, EU firms constituted less than 15 percent of the firms that voluntarily
left. The fifty-nine firms delisting post-Sox controlled approximately $86 billion in
assets prior to leaving; EU-based firms accounted for $68 billion of those assets
and came from a diverse array of industries from manufacturing to financial services
and telecommunications.70 This likely underrepresents the effect of jurisdictional
expansion because it does not capture those European firms that decided against
future new listings.
To assess the importance of jurisdictional expansion econometrically, we create a

dummy variable if the firm’s location of incorporation is a country that belongs to the
EU and was, as such, set to reap the gains from more centralized governance. To
control for the role that asset mobility may play in the delisting decision, we
follow past IPE studies and assume that the mobility of firm investments generally
depends on the nature of the industry they operate in.71 We first create a dummy

67. Chaplinsky and Ramchand 2012.
68. We also created a separate category for firms whose delisting decisions we could not verify.
69. Chaplinsky and Ramchand 2012, 1138.
70. When the firm exits, data are generally available for only the years prior to the delisting, so we code

the year prior to de jure exit as 1. All other firm-years take on a 0.
71. Jensen 2008; Pinto 2013.
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variable that indicates whether or not a firm is from an industry with immobile assets
based on the North American Industry Classification System (NAICS). We treat agri-
culture, mining, utilities, construction, and manufacturing as industries that are char-
acterized by large immobile investments and code the remaining sectors, such as
finance and insurance, educational services, and health care as mobile. To ensure
that these firms have investments in the US, we include only firms that report
paying US state-level taxes. We focus on the state level because firms may report
federal taxes as a result of their listing on American exchanges as opposed to their
domestic business activity. The final operationalization then takes a 1 for firms
that operate in immobile sectors and pay US state taxes and is a 0 for all remaining
firms.
We also collect data to represent a host of alternate firm- and country-level ex-

planations. Large firms generally have resources to withstand additional regulation
while more efficient and profitable firms should also be able to absorb these costs.
In line with other studies that investigate the determinants of delisting, we proxy
for these using the natural log of a firm’s assets and its Return on Assets (ROA),
respectively.72 The higher these values, the less likely a firm should be to exit.
When companies delist, they regularly cite that they are not actually taking advantage
of financing opportunities or that their firm is not being traded frequently enough to
merit the costs of listing. We use the change in the firm’s highest stock price to proxy
for usage and trading.
At the country level, we include the strength of shareholder rights as measured by

Djankov and colleagues’ Anti-Self-Dealing Rights index.73 One of the key findings
of the corporate finance literature on stock exchange use is that foreign firms list on
US markets to illustrate that they are meeting high corporate governance standards
and provide shareholders a structure that grants them stronger rights.74 The index
allows us to proxy for this “bonding” hypothesis. Next, we also incorporate market
capitalization of a firm’s home country stock market, which is collected by the
World Bank. This allows us to assess whether basic economic substitutability
plays a role in delisting decision making. For country-years where this is missing,
we assume that the state has a negligible home equity market and recode the
missing values as zeroes.
We follow the standard practice of delisting studies by employing event-history

analysis.75 We run a series of Cox proportional-hazard models to assess the probabil-
ity that a firm will take a specific action—delisting—in a period of time, assuming it
has not already done so.76

72. Doidge, Karolyi, and Stulz 2010; Leuz, Triantis, and Wang 2008
73. Djankov et al. 2008.
74. Karolyi 2012; Licht 2003.
75. Chaplinsky and Ramchand 2012; Daugherty and Georgieva 2011; Pour and Lasfer 2013.
76. Box-Steffensmeier and Jones 2004. We exclude firms who delist involuntarily and whose delisting

decisions we could not confirm because they cannot experience our event. Results are robust to their
inclusion.
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Econometric Analysis

Table 1 reports results of the Cox proportional-hazard models for firm delisting. We
begin with a Cox proportional-hazard model initially accounting for only our primary
variable of interest, EU INCORPORATION, and the degree of a firm’s investment mobility
(Model 1). The next model then adds additional firm-level factors that generally
shape delisting decisions. The final model adds country-level covariates, the anti-
self-dealing index, and degree of stock market development that account for
general home-market substitution. In line with event-history practices, the table pre-
sents the hazard rates rather than regression coefficients. Models analyze the year Sox
is passed and the following three years, in line with other delisting papers.77 The
three-year cut-off point is used assuming that this is enough time for firms to fully
analyze its effects and that future delistings are unlikely to be directly affected by
the legislation.

The results support the importance of changing jurisdictional boundaries. Across
the models, incorporation in the EU means firms are more likely to exit US
markets. This hypothesis is statistically significant and also has strong substantive
effects. When accounting for just firm-level financials, Model 2 implies that busi-
nesses incorporated in the EU are 314 percent more likely to delist from US equity
markets, all else equal, following Sox. The hazard model that includes the full set

TABLE 1. Determinants of firm delisting from US exchanges, 2002–2005

Model 1
EU

Incorporation

Model 2
Firm

Controls

Model 3
Country
Controls

Variables Cox-Hazard Cox-Hazard Cox-Hazard

EU 2.594*** 4.137*** 4.860***
(0.629) (1.136) (1.382)

IMMOBILE 0.293*** 0.192*** 0.220***
(0.135) (0.0911) (0.108)

ASSETS (NAT. LOG) 0.798*** 0.753***
(0.0329) (0.0308)

RETURN ON ASSETS 1.026 1.032
(0.0223) (0.0261)

PRICE-HIGH (DELTA) 1.001 1.002
(0.00169) (0.00144)

HOME CORP. GOVERNANCE 0.403
(0.287)

HOME STOCK MARKET CAP. 0.997
(0.00467)

Observations 5,757 5,675 5,202

Note: Standard errors clustered by firm in parentheses; *p < .1; **p < .05; ***p < .01.

77. Chaplinsky and Ramchand 2012; Zhu and Small 2007.
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of controls suggests that firms belonging to the EU are 386 percent more likely to exit
than non-EU-based firms. The results are significant at the .01 level. At the same
time, we also see the importance of asset mobility in shaping firm decisions to
adjust. Across all three models, firms with immobile investments in the US are
less likely to exit US equity markets.78

Some alternate hypotheses are also corroborated by our analysis. Large firms,
proxied by the natural log of their assets, are less likely to exit—a finding that is stat-
istically significant across models. Firm efficiency, however, does not appear to be a
statistically significant predictor of voluntary delisting while the stock market capit-
alization of a firm’s home market, which represents basic substitutability, does not
appear to consistently affect post-Sox exit outcomes. The other political variable
included in our analysis, a country’s home market corporate governance, while in
a negative direction in line with the bonding hypothesis, does not appear to be stat-
istically significant. Jurisdictional expansion, and the reduced transaction costs it trig-
gers, curbs the ability of the US to extraterritorially regulate corporate behavior.

TABLE 2. Determinants of firm delisting from US exchanges, 2002–2005, including
interactions with mobility

Model 1 Model 2 Model 3 Model 4
Variables NonEU &

Mobile
NonEU&
Mobile
with Controls

NonEU&
Immobile

NonEU&
Immobile
with Controls

NON-EU + MOBILE 1 1 3.716** 5.852***
(0) (0) (2.221) (3.758)

NON-EU + IMMOBILE 0.269** 0.171*** 1 1
(0.161) (0.110) (0) (0)

EU + MOBILE 2.553*** 4.616*** 9.486*** 27.01***
(0.642) (1.352) (5.776) (18.36)

EU + IMMOBILE 0.861 1.656 3.200 9.693**
(0.618) (1.163) (2.905) (9.093)

ASSETS (NAT. LOG) 0.750*** 0.750***
(0.0316) (0.0316)

RETURN ON ASSETS 1.030 1.030
(0.0260) (0.0260)

PRICE-HIGH (DELTA) 1.002 1.002
(0.00144) (0.00144)

HOME CORP. GOVERNANCE 0.389 0.389
(0.279) (0.279)

HOME STOCK MARKET CAP. 0.997 0.997
(0.00459) (0.00459)

Observations 5,757 5,202 5,757 5,202

78. We also run these models using a narrower sample of foreign firms traded on only the largest
exchanges. Results are robust to the alternate sample selection.
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Next, we further examine the relationship between jurisdictional expansion and
firm investments by running a series of models with interaction terms. Interaction
terms in nonlinear models are generally difficult to interpret and assess, so we
follow Buis’s recommendation of choosing a reference category to then compute
the ratio of hazards ratios of the interaction’s elements.79 In other words, we pick
one subset of firms and compare how likely another subset of firms is to delist com-
pared to that reference category. Models 1 and 2 use non-EU-based firms with mobile
investments as the reference category, and Models 3 and 4 use non-EU firms with
immobile investments as the reference. The initial model includes only the interac-
tions and the second model includes all the relevant firm- and country-level covari-
ates. Model 2 illustrates that EU firms are 362 percent more likely than firms with
similarly mobile investments to eventually delist from the US markets, while
Model 4 indicates that EU firms with immobile investments are approximately 870
percent more likely to delist than non-EU firms with similar investment profiles.
These results bolster our argument about the importance of jurisdictional expansion.
The results also indicate the broader significance of taking into account a firm’s

investment profile to understand global governance outcomes. We see from Model
2 that there is no statistically significant difference between EU firms with immobile
assets and non-EU firms with mobile assets. At the same time, firms with immobile
investments are consistently less likely to exit compared to firms with mobile assets.

TABLE 3. Determinants of firm delisting from US exchanges, 1998–2001

Model 1 Model 2 Model 3
Variables EU

Incorporation
Firm

Controls
Country
Controls

EU 0.539 0.758 0.656
(0.287) (0.430) (0.434)

IMMOBILE 0.987 0.728 0.953
(0.445) (0.346) (0.485)

ASSETS (NAT. LOG) 0.849*** 0.812***
(0.0520) (0.0546)

RETURN ON ASSETS 1.007 1.009
(0.00641) (0.00757)

PRICE-HIGH (DELTA) 0.999 0.999
(0.000681) (0.000892)

HOME CORP. GOVERNANCE 0.0954**
(0.109)

HOME STOCK MARKET CAP. 1.002
(0.00571)

Observations 5,097 4,986 4,514

Note: Standard errors clustered by firm in parentheses; *p < .1; **p < .05; ***p < .01.

79. Buis 2010.
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To further verify the importance of extraterritorial adjustment costs in firm decision
making, we assess the determinants of firm delisting for the four years prior to the
passage of the extraterritorial legislation. Of the firms listed by 1998, we identified
twenty-six firms that voluntarily exited. Only four of these firms came from EU juris-
dictions. We follow the same modeling strategy from Table 1 utilizing event-history
analysis including firm- and country-level controls. From 1998 to 2001, the costs of
complying with US regulations were relatively static with no major changes, but the
EU was already implementing many of FSAP’s biggest policy priorities like the
move toward IFRS accounting standards. Results are presented in Table 3.
Incorporation in the EU appears to have no substantive or statistically significant

effect on firm delisting decisions. At the same time, investment mobility does not
appear to influence firm exit. Nonetheless, we find that the size of the firm is still
one of the key predictors of delisting and the nature of a firm’s home-market govern-
ance also appears to have a negative effect on exiting the US. The bonding hypothesis
is also supported by these models. Coupled with the findings presented in Table 1 and
Table 2, the results imply that the importance of being based in the EU is not a generic
relationship but observable as US adjustment pressures increase. Rather than simple
substitutability, or market size, the importance of reduced transactions costs comes to
the fore as US adjustment efforts are blunted by political development in the EU.

Figure 1 is a visual illustration of the differences in firm decision making before
and after Sox. Specifically, it plots the hazard rates for each of our explanatory
and control variables, with the vertical line at 1 allowing us to distinguish between
covariates that have a positive or negative effect. The direction and substantive
effects of virtually all the factors that affect delisting remain generally unchanged

EU

Immobile

Assets (nat. log)

Return on Assets

Price-high (delta)

Home Corp. Governance

HomeStock Cap

0 1 2 3 4 5

Pre-Sox
Post-Sox

FIGURE 1. Hazard rates before and after Sox
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after the Sox treatment with the exception of EU incorporation and firm investment
mobility. While some firm-specific characteristics are always predictors of leaving a
market, those that we identify are activated once additional costs are placed on firms.
Changes to jurisdictional boundaries appear to be the primary factor shaping delisting
decisions following an extension of extraterritorial authority.
While the tests thus far provide substantial evidence for our jurisdictional expan-

sion hypothesis, we bolster the claim by using a series of quasi-placebo tests. If
the effect was driven solely by the new adjustment pressures of Sox and not jurisdic-
tional expansion, we would expect firms with large home equity markets to also delist
post-Sox. Therefore, we include a dummy variable for Japan, which had one of the
most robust stock markets but had limited changes to its governance structure
before Sox. Models 1 and 2 of Table 4 illustrate that contrary to the basic economic
logic of prior market-power studies, incorporation in Japan has limited influence on
pre- or post-Sox delisting but the effect of the EU post-Sox is robust to its inclusion.

Next, if only economic fundamentals were driving the EU correlation as per existing
market-power accounts, we would expect that firms from the UK, which had the most
developed equity market within the EU, would be most likely to leave. In other words,
standard market-power theories would predict that UK incorporation would drive delist-
ing patterns before and after Sox, causing a spurious correlation between the EU and
delisting. Insteadwe find no clear statistically significant relationship for UK incorporation

TABLE 4. Cox-proportional hazard analysis of firm delisting from US exchanges,
with country placebos

Model 1 Model 2 Model 3 Model 4
Variables Japan

1998–2001
Japan

2002–2005
UK

1998–2001
UK

2002–2005

EU 1.092 5.238*** 0.864 6.545***
(0.600) (1.524) (0.641) (2.619)

IMMOBILE 0.657 0.222*** 0.658 0.217***
(0.316) (0.109) (0.317) (0.106)

ASSETS (NAT. LOG) 0.795*** 0.742*** 0.800*** 0.755***
(0.0509) (0.0327) (0.0485) (0.0314)

RETURN ON ASSETS 1.008 1.034 1.008 1.032
(0.00766) (0.0272) (0.00734) (0.0260)

PRICE-HIGH (DELTA) 0.998* 1.001 0.998* 1.002
(0.000876) (0.00146) (0.000890) (0.00145)

HOME CORP. GOVERNANCE 0.411 0.412 0.265 0.945
(0.470) (0.293) (0.415) (1.049)

HOME STOCK MARKET CAP. 1.001 0.997 1.001 0.998
(0.00503) (0.00476) (0.00508) (0.00473)

JAPAN 2.594 3.427
(2.819) (2.607)

UNITED KINGDOM 1.687 0.397
(2.248) (0.327)

Observations 5,126 5,202 5,126 5,202

Note: Standard errors clustered by firm in parentheses; *p < .1; **p < .05; ***p < .01.
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while the EU variable continues to have positive, substantive effects despite the dummy
inclusion. If anything, the substantive effects of the EU appear to be larger once these
other country dummies are included. We also run these models without including the
EU. The UK attains a positive significant effect post-Sox but Japan is not statistically
significant. This further suggests the importance of FSAP over general economic
shifts because the UK firms gained from the jurisdictional expansion, since it was
then part of the EU, but the Japanese home market remained unaffected.80

Robustness Checks

To boost confidence in our core findings, we run a series of robustness checks on the
main post-Sox model presented in Table 1. We assess whether or not the results are
subject to how we selected our sample. We run the Cox proportional-hazard model
excluding only firms that involuntary delist and then firms whose delisting decisions
we could not verify. The statistical and substantive importance of EU incorporation
holds across these models.81

Next, we assess whether our findings are a result of our control variables and how
we operationalize them. First, we include the natural log of GDP, which has been
used to capture market size and governance capabilities of the firm’s home market.
Second, we also include a dummy variable for whether or not the firm’s home
state was a member of the Eurozone to test whether the currency, rather than
FSAP, is driving the results. Our results remain largely unchanged. We use the abso-
lute value, rather than the basic change, in the stock’s high price and a different
measure for stock market development—the value traded on the stock market over
GDP—to assess the importance of firm and home-market characteristics. Scholars
may also be concerned that our proxy for fixed investments captures general
capital-raising needs because firms in those industries tend to require more capital,
rather than the importance of mobility in shaping delisting. We therefore include a
dummy for whether or not a firm paid state taxes as an alternate proxy regardless
of their sector. Throughout these models, the EU continues to have a positive, statis-
tically significant effect on firm delisting decisions, while immobile investments con-
sistently deter firms from exiting.82

Narrative Extensions

The econometric analysis focused on the role of the EU’s FSAP in changing firm
behavior and the regulatory dynamics in the case of capital market listing decisions.
Here we provide narrative evidence that illustrates the importance of political institu-
tions in shaping market power. In particular, the examples illustrate how changes to

80. Results are presented in appendix Table 4.A.
81. Results are presented in appendix Table 1.A.
82. Results appear in appendix Table 1.B.
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jurisdictional boundaries (both expanding and contracting) are rearranging sovereign
authority and firm decision-making patterns in a diverse array of contemporary pol-
itical economy settings.

Dodd-Frank and America’s global insurance game. For much of the postwar
period, the United States struggled to implement its international agenda in insurance
despite the fact that, economically speaking, it accounts for more than a quarter of the
global market.83 Instead, the European Union has dominated transnational regulatory
venues like the International Association for Insurance Supervisors.84 Most import-
ant, Europe has successfully exported its solvency rules, which detail the amount
of assets insurance companies must maintain in the case of a crisis, putting US insur-
ance firms under considerable adjustment pressure.85

In keeping with our argument concerning the scope of jurisdictional boundar-
ies, qualitative evidence highlights the timing of political developments in the two
jurisdictions and how that has shaped relative market power. For a number of his-
torical reasons, insurance in the United States has been regulated at the state
level.86 As a result, its national oversight is fragmented politically and has left
the US flat footed in international negotiations. David Snyder, assistant general
counsel for the American Insurance Association, concluded that “the state regu-
latory system is structurally incapable of representing US interests effectively,
because it … lacks the legal authority to bind the United States.”87 The European
Union, by comparison, unified insurance oversight as part of the FSAP process
and saw corresponding rewards in shaping global rules and promoting its
Solvency II standards.88 As in the case of Sox, Solvency II contains significant
extraterritorial consequences for firms active in the EU in terms of their global
holdings. To avoid such pressure, home markets may be deemed as maintaining
equivalent standards to those in the EU. The US state-based system, however, hin-
dered its ability to be deemed equivalent and thus put US firms at a competitive
disadvantage.89

US reforms responding to the global financial crisis suggest that US policy-
makers understood the limits of jurisdictional fragmentation. The 2010 Dodd-
Frank Law created a Federal Insurance Office (FIO) housed at the Department
of the Treasury, which was given the authority to represent the US at international
financial organizations. Many insurance agencies that operate across state and
national boundaries heralded the change as crucial to safeguarding American

83. Quaglia 2014.
84. Ibid.; Singer 2007.
85. Barry Weissman and Carlton Fields, “Solvency II and Its Negative Impact on the US Reinsurance

Industry,” The Global Legal Post, 19 September 2015.
86. Konings 2011.
87. Meg Fletcher, “US Regulators Seek to Increase Visibility,” Business Insurance, 5 January 2009, 3.
88. Brown 2009, 968; Quaglia 2014.
89. Mark Hofmann, “Solvency II Assessment in US Should Wait: CEIOPS,” Business Insurance, 14

July 2010.
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interests. As Gail Ross and Joy Schwartzman of global actuarial company
Milliman noted, the change was about time: “Until now, the US has lagged
behind many other countries—those in the European Union (EU), for example—
in presenting a unified face to the world insurance market. For the US to compete
effectively in the global environment, we need to streamline the rules and regulations
governing the insurance business and speak as one country when negotiating inter-
national agreements.”90

The shift has started to pay off and validated Milliman’s perspective. The US, led
by Treasury/FIO efforts, and EU regulators concluded an agreement that allowed the
US to actually maintain its state-based form of regulation while still resolving a
number of the extraterritorial pressures of Solvency II.91 The transatlantic deal
reversed a trend in which postcrisis reform initiatives had an EU slant that criticized
the American approach.92 The vignette demonstrates that even the US, which is typ-
ically viewed as a regulatory hegemon in finance, relies on domestic political institu-
tions to activate its market power.

Brexit: Devolution’s effect on market power. In a June 2016 referendum, the
United Kingdom voted to leave the European Union. While it is too soon to fully
assess the economic fallouts of Brexit, initial evidence illustrates how restricting
the boundaries of jurisdiction weakens the UK’s ability to exert market power. The
devolution of authority from the supranational to national level not only means
that the UK will lose access to the European single market, and a host of trade
deals, but also ensures that London-based banks will lose the benefits of FSAP.
The single passport rights, which make Euro-denominated transactions the bedrock
of their profits, could soon be discarded.
The UK’s ability to influence firm behavior is already diminishing. British behe-

moth HSBC will relocate at least 1,000 employees to Germany, while Swiss-head-
quartered UBS plans to cut a fifth of its employment in the city.93 Price
Waterhouse Cooper expects that London will lose 70,000 financial services jobs,
accompanied by a 14- to 20-billion-pound loss in revenue over the coming years
as a function of now falling outside EU jurisdiction.94

90. Ross and Schwartzman 2010.
91. “US and EU Reach Agreement on Insurance Regulation,” Insurance Journal, 13 January 2017.

Retrieved from <http://www.insurancejournal.com/news/national/2017/01/13/438820.htm>.
92. Andy Winkler, Developments in the Regulation of Global Insurers: A Primer,” American Action

Forum, 13 May 2015. Retrieved from <https://www.americanactionforum.org/research/developments-in-
the-regulation-of-global-insurers-a-primer/>.
93. Pamela Barbaglia, “HSBC, UBS to Shift 1,000 Jobs Each from UK in Brexit Blow to London,”

Reuters, 18 January 2017. Retrieved from <http://www.reuters.com/article/us-davos-meeting-hsbc-
idUSKBN1520SO>.
94. “The Potential Economic Impact of Brexit for London, the UK and Europe,” Price Waterhouse

Cooper [blog], 21 July 2016, retrieved from <http://www.pwc.blogs.com/press_room/2016/07/the-poten-
tial-economic-impact-of-brexit-for-london-the-uk-and-europe.html>.
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This is not simply a firm-level story about economic market potential. Political
decisions regarding the boundaries of jurisdiction are altering the balance of
market power between the UK and the EU. Firms located in the UK can no longer
take advantage of the institutions that make international financial transactions cost
effective, thereby incentivizing companies to search for locations that can act as insti-
tutional substitutes, that is, cities still part of the EU jurisdiction. In fact, the European
Central Bank had tried to move Euro-based financial services from London to the
continent a few years back, but was thwarted by the EU General Court.95 The devo-
lution of jurisdictional boundaries has firmly placed the financial ball in the EU’s
court as Frankfurt, Paris, and Dublin all vie to lure financial services jobs to the
EU-governed markets. Jamie Dimon, head of JP Morgan, neatly summarized the
EU’s gains that roughly translate to the UK’s losses: “If the EU determines over
time that they want to move a lot of jobs out of London into the EU, they can
simply dictate that.”96

India’s GST: A new China through jurisdictional centralization? Despite
its impressive growth rates, BRIC status, and 1.3 billion population of consumers,
India has consistently struggled to build a large manufacturing base and exert its
preferences in global negotiations. The country’s failure to fulfill its economic
potential is frequently traced to its cumbersome bureaucracy, red-tape-based
bribery, and the strength of state governments in overriding and altering policies.97

Much of this is set to change with the introduction of the country’s first nation-
wide goods and services tax (GST). More than a decade in the making, GST
moves the authority over indirect taxes to a centralized national authority and
represents a key example of changes in jurisdictional boundaries from the subna-
tional to national level.
Passed through the Indian legislature in August 2016, the initial aim of creating

one single tax has been moved to creating a six-tier, nation-wide system.98 Prior to
GST, firms were taxed as their goods crossed subnational borders, divvying up
India into effectively twenty-nine markets, with double charges preventing the cre-
ation of efficient value chain production. In line with our expectations, jurisdic-
tional expansion is changing both domestic and foreign firm decision making as
those already involved in the country look to expand their operations. Global logis-
tics company DHL is set to invest $100 million to upgrade its existing Indian

95. Stephen Castle, “European Court Upholds British View on Euro Clearinghouses,” New York Times,
4 March 2015. Retrieved from <https://www.nytimes.com/2015/03/05/business/dealbook/european-court-
upholds-british-view-on-euro-clearinghouses.html>.
96. Michael Strothard, “Dimon Warns EU Could Force Banks to Move Staff out of UK,” Financial

Times, 11 July 2017.”
97. Kohli 2006; Panagariya 2008.
98. For a detailed overview, see Ernst and Young, “GST Implementation in India.” Retrieved from

<http://www.ey.com/in/en/services/ey-goods-and-services-tax-gst>.
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infrastructure because the firm expects its local customers to reconfigure their
supply chains to harness more efficient cross-state networks.99As Rajesh Shah,
the CEO of Bombay-based Edelweiss group, put it, “By simplifying the tax struc-
ture, the government is effectively incentivising foreign investors to increase their
investment quantum in India.”100

Although still in its early stages, and experiencing inevitable implementation prob-
lems, GST appears to provide the market-making institutions needed for global
manufacturing. For example, Foxconn announced a five-billion-dollar investment
to add to its current Indian manufacturing capacity, while capital markets have
seen a surge of foreign inflows.101 “Arvind Subramanian, the government’s chief
economic adviser, calls the whole construct ‘a voluntary pooling of sovereignty in
the name of co-operative federalism,’ borrowing freely from the lexicon once used
by the builders of the EU’s common market a generation ago.”102 Changing jurisdic-
tional boundaries is a key strategy for India to turn its potential market power into
kinetic form.
While far from exhaustive, these anecdotes demonstrate the plausibility of our key

causal mechanism linking political jurisdiction to market power and suggest its gen-
eralizability to a wide range of countries and sectors, and to both theoretically import-
ant and policy-relevant issues.

Conclusion

The concept of “market power” plays a central role in the study of global politics,
demonstrating how key countries use adjustment pressures to influence the rules
and processes that structure the global economy. Past work underscores its import-
ance across a wide range of substantively important sectors and settings, including
corruption, digital markets, economic sanctions, and international trade, to explain
differences in international negotiations and institutional design.103 That said, exist-
ing literature has devoted scant attention to its sources, assuming that market power
is largely synonymous with economic indicators of market size. At the same
time, market-power arguments face mounting empirical and theoretical challenges

99. “GST: DHL Says $100 Million Investment for GST Solutions in India,” Financial Express, 23 June
2017. Retrieved from <http://www.financialexpress.com/industry/gst-dhl-says-100-million-investment-
for-gst-solutions-in-india/731941/>.
100. Rajesh Shah, “GST: A Critical Reform That Will Drive Economic Growth, Forbes, 15 July 2017.

Retrieved from <http://www.forbesindia.com/article/special/gst-a-critical-reform-that-will-drive-eco-
nomic-growth/47571/1>.”
101. Pankaj Dovall, “Foxconn Plans to Invest Up to Rs 32,000 Crore,” Times of India, 4 July 2017.

Retrieved from <http://timesofindia.indiatimes.com/business/india-business/foxconn-plans-to-invest-up-
to-rs-32000-crore/articleshow/59433253.cms>.
102. Kiran Stacey, “Narendra Modi Embarks on a Great Tax Gamble,” Financial Times, 26 June 2017.

Retrieved from <https://www.ft.com/content/a7fa24b6-570b-11e7-9fed-c19e2700005f>.
103. Aggarwal 1985; Drezner 2007; Gruber 2000; Shambaugh 1996; Simmons 2001.
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because existing accounts either do not offer clear expectations or face puzzling
realities on the ground.
In this article, we reexamine the basis of market power, shifting attention from

economic indicators to political institutions.104 While GDP, consumer bases, or
surplus capital are no doubt important, they signal potential power. For these
measures of economic weight to matter, they must be activated by political insti-
tutions that set the rules for market actors, condition access, and determine state
representation in global negotiations. Research on the comparative politics of
capitalism offers overwhelming evidence that these institutions vary considerably
across advanced as well as emerging market economies. In this study, we focus on
one critical difference—the site of political authority. Since the location of
authority—at the sub-, national, or supra-national level—affects the transaction
and compliance costs of a market, we argue that where states choose to draw
their jurisdictional boundaries impacts their ability to exert influence. Expanding
jurisdictional boundaries, by minimizing the costs of doing business, can then
mobilize latent power.105

Focusing on the institutional underpinnings of market power helps us understand
who wins and loses when great powers compete over global regulation—all else
equal, we should expect the state with more harmonized governance to effectively
incentivize others to follow their rules. To assess our argument, we move to the
firm level by analyzing the delisting decisions of foreign firms in the face of an exer-
cise of US market power in the form of extraterritorial provisions in the Sarbanes–
Oxley legislation. We find significant evidence supporting the claim that European
financial harmonization curtailed American authority because firms incorporated
in the EU were more likely to delist from US markets than their foreign peers.
Our framework helps unravel why the European Union has been able to challenge
the US in some arenas, like privacy and antitrust, but has struggled in others like
anti-corruption efforts or energy policy. More than simple market size, EU market
power relies on regulatory authority residing at the supranational level. And this is
not a one-way street: the US has now mirrored the EU’s coordinated bargaining
approach in the insurance sector. Our approach emphasizes institutional develop-
ments across great powers in relation to one another. These are sometimes intention-
ally targeting the international arena and other times are unintentional products of
political history. It thus helps to break up an overly monolithic view of “US” or
“EU” power, offering concrete tools to explain crossnational variation across and
within sectors and over time.106

Our study offers an important research agenda looking at the intersection of polit-
ical institutions and market power, which has broad implications for scholars of
global governance as well as IPE. First, future work should reexamine how the

104. Farrell and Newman 2014; Newman 2008; Newman and Posner 2011.
105. We thank one of our reviewers for this metaphor.
106. Farrell and Newman 2010.
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nature and content of the rules themselves shape such interactions.107 In some cases,
for example, conflicts center on the distributional burden of adjustment rather than the
underlying norms involved.108 In our example of delisting, firms from the EU had
new options to skirt US extraterritorial pressure because of jurisdictional changes
in the EU. Following firm exit, the clash led to bargaining between the EU and the
US, and exceptions to US compliance costs were ultimately carved out for some
EU-based companies.109 One could argue that such an outcome was possible
because the nature of the conflict focused primarily on the adjustment burden
rather than differing fundamental norms such as those present in online privacy or
climate negotiations. That said, significant qualitative work demonstrates the import-
ance of domestic political institutions for market power even when substantive rules
differ.110 Future work should investigate how the effects of domestic institutions vary
depending on the nature of the regulatory battle, focusing on when firms exercise
their voice or instead choose to exit, as Hirschman explored.111

Second, we call attention to the importance of moving scholarship on global gov-
ernance to the firm level. After all, the ability of firms to threaten credible exit options
underpins many of IPE’s most central theories.112 Specifically, we argue that market
power often rests on the decisions of firms to comply or not comply with adjustment
pressure. Our evidence demonstrates important differences based on the location of
firm incorporation as well as the mobility of a firm’s investments in a jurisdiction.
The latter helps unravel why only some American firms like Google have left
China while others like Apple have continued their engagement despite repeated
regulatory concerns. But in contrast to many standard theories, our argument under-
scores how political institutions asymmetrically affect firm exit decision making. We
join a growing body of work in IPE that recognizes the importance of firm heterogen-
eity theoretically, and exploits firm-level data methodologically, to better test the
microfoundations of global governance and important interactions between actor
types and levels of analysis.113

Third, and finally, our argument highlights the important ways through which
domestic political institutions serve as a vital component of internal balancing in
an increasingly multipolar economic order. There is a long tradition of scholarship
in International Relations concerned with economic statecraft that demonstrates
how domestic institutions shape foreign policy.114 Our move is to put this into sys-
temic terms by emphasizing the relative distribution of institutions between compet-
ing players. In our example of firm delisting behavior, a change in jurisdictional

107. Efrat 2012; Simmons 2001.
108. We thank a reviewer and comments from Robert Keohane on this point.
109. Posner 2009a.
110. Kelemen 2010; Newman 2008.
111. Hirschman 1970.
112. Frieden 1991; Hirschman 1970; Lindblom 1982.
113. Baccini, Pinto, and Weymouth 2017; Jensen, Quinn, and Weymouth 2015; Kim 2017.
114. Bach 2010; Baldwin 1985; McGillivray and Stam 2004; Wright 2017.
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boundaries, not aggregate market size, altered the balance between the US and the
EU. This has important implications for the emerging multipolar system because
rising powers will not only need to generate large markets but will also need to
create the political institutions that can oversee and, thus, mobilize them. In some
cases, these states may intentionally alter institutional configurations to address inter-
national goals, but in others, domestic objectives will determine the available institu-
tional mix. Work on the governance of finance, for example, demonstrates the
difficulties China faces in international banking negotiations where it is represented
by an arm of the party state rather than an independent central bank.115 This final
point suggests a broader research agenda on contested multilateralism116 in which
the diffusion of power plays out not only in the confines of traditional international
organizations but also through economic statecraft and transnational relations.117 In
other words, domestic institutional trajectories will play a central role in the global
distribution of power.

Appendix

Robustness Checks

TABLE 1.A. Determinants of firm delisting from US exchanges, 2002–2005, robustness
checks (sampling)

Model 1 Model 2 Model 3
Variables Cox-Hazard Cox-Hazard Cox-Hazard

EU 4.860*** 4.969*** 4.861***
(1.382) (1.421) (1.390)

IMMOBILE 0.220*** 0.224*** 0.223***
(0.108) (0.110) (0.109)

ASSETS (NAT. LOG) 0.753*** 0.756*** 0.755***
(0.0308) (0.0310) (0.0310)

RETURN ON ASSETS 1.032 1.033 1.032
(0.0261) (0.0277) (0.0268)

PRICE-HIGH (DELTA) 1.002 1.002 1.002
(0.00144) (0.00143) (0.00144)

HOME CORP. GOVERNANCE 0.403 0.388 0.403
(0.287) (0.277) (0.285)

HOME STOCK MARKET CAP. 0.997 0.997 0.997
(0.00467) (0.00469) (0.00459)

Observations 5,202 5,327 5,250

Note: Standard errors clustered by firm in parentheses; *p < .1; **p < .05; ***p < .01.

115. Walter 2010.
116. Morse and Keohane 2014.
117. Putnam 2016; Farrell and Newman 2014.
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TABLE 1.B. Determinants of firm delisting from US exchanges, 2002–2005, robustness checks (variable selection)

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Variables

EU 5.024*** 7.805*** 4.240*** 5.401*** 4.764*** 5.706***
(1.503) (3.171) (1.256) (1.606) (1.357) (1.682)

IMMOBILE 0.217*** 0.224*** 0.214*** 0.200*** 0.252***
(0.105) (0.109) (0.115) (0.0998) (0.132)

ASSETS (NAT. LOG) 0.739*** 0.749*** 0.772*** 0.745*** 0.757*** 0.747***
(0.0353) (0.0307) (0.0355) (0.0310) (0.0317) (0.0329)

RETURN ON ASSETS 1.030 1.033 1.019 1.028 1.035 1.034
(0.0258) (0.0267) (0.0225) (0.0269) (0.0281) (0.0265)

PRICE-HIGH (DELTA) 1.001 1.002 1.002 1.001 1.002
(0.00152) (0.00148) (0.00163) (0.00139) (0.00166)

HOME CORP. GOVERNANCE 0.537 0.175* 0.409 0.397 0.395 0.480
(0.379) (0.184) (0.312) (0.273) (0.279) (0.353)

HOME STOCK MARKET CAP. 0.998 0.997 0.997 0.997 0.996
(0.00378) (0.00462) (0.00494) (0.00470) (0.00515)

GDP (NAT. LOG) 0.689***
(0.0788)

EURO 0.416
(0.247)

PRICE-HIGH (DELTA: ABSOLUTE VALUE) 0.996
(0.00570)

HOME STOCK MARKET TRADED VAL./GDP 0.996*
(0.00263)

IMMOBILE(SECTOR WITHOUT US) 0.805
(0.226)

STATE TAXES 0.412***
(0.136)

Observations 5,186 5,202 4,632 5,088 5,202 5,202

Note: Standard errors clustered by firm in parentheses; *p < .1; **p < .05; ***p < .01.
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