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‘Sleeping with the Enemy’ or ‘An Ounce of Prevention’: 

Sovereign Wealth Fund Investments and Market 

Destabilization 

 

We investigate whether accusations by the popular press regarding the potential 

destabilizing force of sovereign wealth fund (SWF) investment have merit. We find 

uncompensated risk at both the firm- and market-level. Firm volatility decomposition 

suggests that total risk, systematic risk, and idiosyncratic risk are not compensated at the 

same level following SWF investment as they were preceding it. Overall, we find a 

decrease in return without a corresponding decrease in risk as a result of SWF 

investments. In a limited Granger causality analysis, we find that SWF investment 

Granger-causes the firm level return/risk relation to deteriorate for some firms. Analysis 

falls short of demonstrating that the media Granger-causes the poor performance. These 

findings suggest that SWF investment could indeed be potentially destabilizing. 

 

Keywords: Sovereign wealth fund, Risk, Return 

JEL Classification: G15, F34 
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Ⅰ. Introduction 

 

The popular press is flush with reports on sovereign wealth funds (“SWFs”).  

Periodicals such as The New York Times, Wall Street Journal, Financial Times, etc. have 

published numerous articles regarding SWFs and their implications. The Wall Street 

Journal alone has featured SWFs over 300 times in 2008 with many of those stories 

appearing on the front page. The growing importance of and attention to this type of 

investment is irrefutable. 

Sovereign wealth funds are investment funds owned by sovereign entities, or 

governments. The funds in these accounts are those above and beyond what is needed to 

be in liquid reserve accounts. Funds in excess typically result from long-running trade 

surpluses, something for which the United States has not seen since the early 1970s.  

Although SWFs have been around since the 1950s, they have increased in size 

significantly in the past decade (Johnson (2007)). According to most reports, the funds are 

expected to grow at an even more impressive rate going forward. Currently, there is 

approximately $2 ~ $3 trillion in SWFs. Some experts estimate that this will increase to 

approximately $10 trillion by 2012 (Jen (2007)). Comparing these amounts to the 

cumulative amount invested in hedge funds – $1.6 trillion – and recognizing the 

culpability that is placed on hedge funds in the current economic downturn, the potential 

implications of SWF investment become obvious.   

The popular press implies that there are two major concerns regarding investments of 

this size by foreign governments. The first is national security, the second, market 

destabilization. For the purposes of this paper, we view a destabilizing event as one in 
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which there is a significant decline in returns of the firm or market involved, or 

(ultimately) one in which the return/risk relation deteriorates.   

Although most countries have warmed to foreign investment in general based on its 

merits (e.g., Bekaert and Harvey (2003); Bekaert, Harvey and Lundblad (2005); Chari and 

Henry (2008); and Patro and Wald, (2005)), foreign investment by foreign governments is 

considerably different. The literature on state ownership generally indicates poor firm 

performance associated with state investment (see Megginson and Netter (2001) for a 

survey of this literature). 

Beyond the obvious implications on national security (recall Abu Dhabi’s attempted 

purchase of several port authorities), it is also possible that investments of this size could 

potentially destabilize markets. The literature has found that blockholder ownership is 

inversely related to liquidity and positively related to idiosyncratic volatility.  Heflin and 

Shaw (2000) show that bid-ask spreads are larger for firms with relatively high levels of 

blockholder ownership. Brockman and Yan (2009) show empirically that target firms 

receiving blockholder investment are associated with higher levels of idiosyncratic risk. 

The authors attribute this to an increased likelihood of informed trading by certain 

blockholder groups. In a more general setting, it has been shown that institutional 

investment is linked to higher levels of idiosyncratic volatility (Xu and Malkiel (2003)).  

The findings regarding idiosyncratic risk are especially relevant as higher levels of 

idiosyncratic risk have been linked to lower future returns (Ang et al. (2006), and Jiang, 

Xu, and Yao (2009)). 

The potential destabilization associated with SWFs is not lost on politicians.  

President Barack Obama offered the following thought on SWFs during the 2008 
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presidential election, “I am concerned if these … sovereign wealth funds are motivated by 

more than just market considerations, and that’s obviously a possibility” (Reuters (2008)). 

Members of Congress, spurred by the recent SWF bailout of U.S. financial firms, 

requested a study by the Government Accountability Office in September 2008.  The 

report indicates that six out of the ten countries surveyed have expressed discomfort with 

SWFs. Indeed, there are two separate recent cases, discussed below, where a government 

coerced a company into bringing a SWF’s stake below a more comfortable level (Rossant, 

Lask, and Griffiths (1986)). Concerns with inefficiencies resulting from mixing political 

issues with firm decisions are also found in the literature. Shleifer and Vishny (1994) 

examine the role of political influence on firm performance and note, “ … public 

enterprises are highly inefficient, and their inefficiency is the result of political pressures 

from the politicians who control them”. 

In 1986, then U.S. Defense Secretary Caspar Weinberger suspended a contract 

between the Department of Defense and a subsidiary of the Italian firm Fiat. The U.S. 

suspended the contract due to Fiat’s involvement with Muammar Gaddafi and the Libyan 

government through that country’s SWF. Fiat was locked out of the U.S. military market 

entirely because of Libyan investment in the company. The situation became a major 

public relations issue for Fiat, especially given the Libyan’s refusal to sell the stake 

initially and the fact that the SWF had two board seats at Fiat. 

In 1988, the British Government took similar steps when it ordered the Kuwait SWF 

to cut its stake in British Petroleum by half. The Monopolies and Mergers commission 

explained its decision by saying, “Unlike other shareholders, Kuwait is a sovereign state 

with wide strategic interests and could be expected to exercise its influence in support of 
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its own national interest” (Greenspan (1988)). At the time of the announcement, Kuwait 

held 21.7% of BP and subsequently reduced its stake to 9.9%. 

The media suggests that we should be concerned by SWF investment, but is it 

possible that SWF investment mitigates international risk? Foreign investments, 

blockholders, institutional investors, and liberalization are often viewed as beneficial.  

Recently, empirical research has found evidence of the monitoring benefits of 

blockholders suggested in Shleifer and Vishny (1986). McConnell and Servaes (1990) and 

Chen, Harford, and Li (2007) find a positive relation between firm value and institutional 

ownership, while Woidtke (2002) finds that positive impacts are limited to pension funds. 

Borokhovich, Brunarski, Harman, and Parrino (2006) find that certain types of 

institutional investors are able to provide benefits to firms via monitoring, while other 

types of institutions are not able to do so. If SWFs are successful in monitoring the targets 

in which they invest, we would expect to see increases in firm value as documented in 

prior literature. Some experts suggest that perhaps more dangerous is the protectionism 

that might follow if countries incorrectly labeled these investments as dangerous. This is a 

particularly compelling argument right now when there is a fear of protectionism due to 

the global recession. 

Indeed, Alan Greenspan, former U.S. Federal Reserve chairman, recently said with 

regard to U.S. protectionist sentiments toward SWFs, “We have always been the major 

force pushing (for globalization), and I think for us to be pulling back makes me sad ... 

because it is not to the best interest of the United States” (AFP Business News, 2008). 

Stephen Schwarzman, the CEO of the buyout firm Blackstone, a target of China’s SWF, 

has suggested that in his experience SWF investment is good for a firm. He said, “They're 
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not trying purposely to influence our activities. Our experience with the sovereign wealth 

funds is that they are smart, they are long-term, and they are highly professional. All 

they're looking for is the highest rate of return with safety that they can. In that sense, they 

are really a model type of investors” (Mellor and Lim, 2008). 

Perhaps the bottom line is that, based on the potential growth and the implications of 

sovereign entities invested in foreign assets, the potential ramifications of SWF 

investment are undeniable. Making matters even more precarious, similar to hedge funds 

and private equity funds, many SWFs do not disclose any information about investments.  

This lack of information includes intentions with regard to duration and purpose. In fact, 

there does not exist verifiable evidence that all SWFs intend to invest long-term or that 

they will avoid using large blocks of ownership as bargaining chips in larger political 

negotiations. Inasmuch as there does not exist an international SEC-like organization to 

mandate such disclosure, disclosure of investment specifics and fund performance is 

voluntary. There are attempts by some high level government officials (and pressure on 

the IMF) to impose disclosure requirements, but their lack of jurisdiction over many of the 

nations who have SWFs makes this task difficult, if not impossible.1 

This leaves us with the question of whether investment by sovereign wealth funds is 

beneficial or potentially dangerous. Does this form of investment increase the volatility 

(i.e., instability) of firms and markets? Is there a disparate effect on developed versus 

                                                 
1 As recently as October of 2008, SWFs have voluntarily agreed to abide by a new set of guidelines, the 

Santiago Principles.  Inasmuch as our sub-sample analysis suggests that the destabilizing effect is not caused 

by a lack of disclosure, it is not clear whether these principles will resolve the potential for investment from 

these funds to be destabilizing. A list of these principles may be found at http://www.iwg-

swf.org/pubs/gapplist.htm. 
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developing nations? Are there differences across target firm characteristics (e.g., industry 

or country) or SWF characteristics (opacity and whether the sovereign entity produces oil 

or not)? Does the media play a role in the effect of SWFs? 

We find that investment by sovereign wealth funds is followed by a decline in the 

return of the target firms as well as the market. At the same time, the volatility of the 

target firms and the market is reduced. Examining the effect of different sub-samples, we 

find that these results are somewhat driven by sub-samples. For example, firm-level return 

results are driven by investments in non-financial targets as well as by investments from 

SWFs in oil producing nations and transactions receiving media attention. Market return 

results are driven by investments made by oil producing nations, transparent SWFs, 

targets from Non-G10 nations, as well as transactions receiving media attention. 

Firm return volatility decomposition suggests that total risk, systematic risk, and 

idiosyncratic risk (relative to return) are not compensated in the same manner following 

SWF investment as they were before the investment. We consider this decrease in return 

without a corresponding decrease in risk as evidence of destabilization. A limited Granger 

causality analysis provides evidence that the firm level destabilization is Granger caused 

by SWF investment. That said, the Granger causality tests do not provide evidence of the 

media causing the destabilization. We also find that the market-wide return/risk relation is 

changed in the same manner as the firm return/risk relation following SWF investment 

(i.e., return decreases, volatility does not decrease by an offsetting amount). These 

findings may be of interest to proponents of globalization or privatization and to policy 

makers. 
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To our knowledge, there are no published empirical examinations of SWF 

investment in the literature. The papers most similar to ours are working papers by Fotak, 

Bortolloti, and Megginson (2008), Chhaochharia and Laeven (2008), Kotter and Lel 

(2008),  Dewenter, Han, and Malatesta (2008), and Fernandes (2009). Our paper differs 

from theirs (with the exception of Fernandes (2009)) in that we focus on the potential 

destabilization caused by these funds as opposed to solely their effect on firm performance.  

Fernandes (2009) concludes that SWF investments are stabilizing. This conclusion is 

based on evidence that SWFs will invest when others will not, thus stabilizing markets. 

Our paper differs from Fernandes (2009) in that we focus on the effects of SWFs on 

volatility and the return/risk relation as a means of testing the stabilizing role of SWFs.  

We conduct this analysis at both the firm and market level. Additionally, our paper 

provides evidence on the role of various sub-samples in the observed performance of SWF 

investments. 

The rest of the paper is structured as follows: Section II presents our empirical 

methodology. Section III explains the data collection efforts and sources. Section IV 

displays our empirical results, and Section V concludes the paper. 
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Ⅱ. Methodology 

 

A. Theoretical Basis and Related Literature 

 

Our analysis is based on market efficiency theory and the implications of the CAPM 

(Sharpe (1964)). The CAPM establishes a positive relation between risk and return. This 

relation suggests that we should examine the effect of SWF investment on individual 

securities in terms of both risk and return. For example, it is possible that SWF investment 

could lead to a decrease in return with an equal reduction in risk, in which case SWF 

investment would not be deemed destabilizing. Given the international nature of our 

sample, the international capital asset pricing model (Solnik, 1974) is appropriate: 

 

( ) ( )f wm f

i i i iE R R E R Rβ  − = −                   (1) 

 

where iR  is the return on security i , f

iR  is the riskless rate in country of security i , 

wmR  is the return on the world market portfolio, and iβ  is the international systematic 

risk coefficient of security i . 

We are interested in how the return/risk relation changes across firms and countries. 

In addition to the cross-sectional relation, we are also interested in how the return/risk 

relation changes over time. Specifically, we are interested in changes in the return/risk 

relation following SWF investment. For intuition regarding the intertemporal return/risk 
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relation, we turn to Merton's intertemporal CAPM (Merton (1973), Merton (1980)). The 

intertemporal CAPM, like the international CAPM, predicts a positive intertemporal 

relation between return and risk in equilibrium. Harvey, Solnik, and Zhou (2002) specify a 

multifactor asset pricing model that explains expected returns for international assets. The 

equation is of the form: 

 

1 0 1 1 1 1 1( ) ( ) ( ) ( ), 1, , , 1, , ,it t t i t ik k tE R Z Z Z Z i N t Tλ β λ β λ− − − −= + + + = =… … …

   
(2) 

 

where itR  is the return on asset i , 
1( )j tZλ −  is the expected risk premium on the j-th 

factor, 1tZ −  is the market-wide information available at time 1t − , 1, ,i ikβ β…  are the 

constant conditional betas of asset i , N is the number of assets, and T is the number of 

periods. 

We conduct our analysis at both the firm and market level. Goyal and Santa-Clara 

(2003) empirically establish a positive relation between market volatility and market 

return. In our firm-level analysis, we decompose risk into systematic and idiosyncratic 

risk to better understand the effect of SWF investment on the firm. The relation between 

systematic risk and return has been well established by beta in the International CAPM 

model above. Regarding idiosyncratic risk, Merton (1987) and Barberis and Huang (2001) 

predict that there should be a positive relation between idiosyncratic risk and future 

expected returns. Jiang and Lee (2006) document a positive relation between idiosyncratic 

risk and market excess return. However, the empirical findings of Ang et al. (2006) 

suggest that firm-level returns are negatively correlated with idiosyncratic risk. This 
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evidence contradicted previous findings of a positive relation between idiosyncratic risk 

and return. However, inasmuch as Ang et al. use firm-level measures (as opposed to 

aggregate measures), their findings are most relevant to our analysis. The implications of 

the above are that we would expect to see a negative relation between idiosyncratic risk 

and return. 

To gain intuition as to what we would expect following SWF investment, we turn to 

the blockholder, institutional investor, and cross-listing literatures.2 Since the effects of 

cross-listing are related to the internationalization of the shareholder base, this is 

conceptually similar to SWF investment. In a survey of the literature, Karolyi (1996) notes 

that negative returns following cross-listing are related to less sensitivity to market 

volatility. The cross-listing literature suggests that if firms see a decrease in returns, it 

should be met with an appropriate reduction in risk. Although the cross-listing literature 

has since moved beyond this type of analysis, the infancy of SWF research coupled with 

the predictions of other strands of literature suggests that examining the risk/return 

relation following SWF investment is a relevant and important first step. In sum, the 

hypothetical impact of SWF investment on the risk/return relation is different depending 

on to which literature one looks. We therefore leave this question to the empirical testing 

to lead us to the answer. 

 

                                                 
2 This literature is not relevant for the 20% of SWF investment that is within country.  Additionally, this 

literature reflects an event that is the choice of the firm, which is not the case in SWF investment. We view 

this area as related, however, due to the change in the shareholder base. 
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B. Empirical Models 

 

In investigating the effect of SWF investments on target firm returns, we use the 

event study method (see section III.A). To ascertain whether SWF investment has an 

effect on target firm volatility (
,
TV
i t

), market return (
mR
t

), and market volatility (
mV
t

), 

we employ an autoregressive (panel) model: 3 

 

, 1,0 1,1 , 1 1,2 , 1,3 , 1,4 , 1,5 , 1,
T TV V R X SWFI F e
i t i t i t i t i t i t t

γ γ γ γ γ γ= + + + + + +−
 ,        (3) 

2, 0 2,1 1 2, 2 2,3 , 2, 4 , 2,5 , 2,
m m mR R V X SWFI F e
t t t i t i t i t t

γ γ γ γ γ γ= + + + + + +−
 , (4) 

3,0 3,1 1 3,2 3,3 , 3,4 , 3,5 , 3,
m m mV V R X SWFI F e
t t t i t i t i t t

γ γ γ γ γ γ= + + + + + +− ,  (5) 

where ,
T

i tV is the standard deviation of target firm return over month t , 
mR
t

is the 

geometric average daily log difference in stock market (local index) over month t , 
m

tV is 

the standard deviation of market return over month t , ,i tSWFI is a dummy variable equal 

to 0 in the months before SWF investment and equal to 1 in the months after, ,i tX  is a 

variable for target firm information such as size, as defined as market value (in $’s), and 

                                                 
3 Note that for brevity we do not report results for target return panel regressions as the results are 

qualitatively similar to already reported event study results. 
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,i tF is a vector of investment-specific information including the percent stake or the dollar 

amount at month t , and a dummy variable for whether or not the investment involved a 

target firm with the same domicile nation as the investing SWF. Xi,t and Fi,t are included to 

control for firm and investment specifics that might influence return or volatility. 

 

B.1. Benchmark Procedure 

We compare the performance of target firms to that of similar firms using a matched 

pair benchmarking procedure.4 We match on three criteria: country, industry, and size. 

Once we have matched on country, we use an industry and size matching procedure to 

find the matched firms (e.g., Lee and Loughran (1998)). Industry classification is from 

Datastream’s Global Industry Classification (e.g., Venkataraman (2001)). First, we find all 

firms with the same industry classification as the target firm.  Second, we rank these 

firms by market capitalization. Last, we select the firm with the closest market 

capitalization at the end of the month prior to the event.  

 

B.2. Sub-sample Analysis 

Government ownership of SWFs is at the heart of the controversy surrounding these 

funds. As a result, we look at sub-samples based on noteworthy features of the SWF 

nation or fund itself. Sub-samples include whether or not the host nation of the SWF is an 

                                                 
4 We match by firm rather than by fund type (i.e., pension funds, mutual funds, etc.) because of data 

availability. Specifically, SWF investment in our sample is generally for large stakes purchased all at once, 

this is different than the purchasing methods of other funds. 
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oil producing country or not, and the opacity of the SWF as determined by the scoreboard 

of Truman (2007). 

We also divide the transactions into sub-samples based on features of the target firm. 

We examine whether or not the target firm is in the financial industry based on SWF 

recent interest in these firms (i.e., Citigroup and Merrill Lynch in the U.S.) and whether or 

not the target firm is domiciled in a G10 nation based on the potential impact of one 

investment on returns/volatility in developed financial markets versus those that are less 

developed. 

Lastly, we split the transactions into those events receiving media attention and those 

not receiving media attention in a manner to be described in section III. We conjecture 

that our results could potentially be driven by events receiving media attention.  Tetlock 

(2007) established that media pessimism predicts negative market returns. In a recent 

working paper, Liu, Sherman, and Zhang (2008) find evidence in the IPO market that 

suggests media attention is related to permanent changes in investor demand for a given 

firm. Consequently, we believe it is reasonable to expect that the sample involving media 

mention may behave differently than the non-media mention sample.5 The SDC data is 

generated using a different list of SWFs than was used in the manual collection.  As a 

result, when using the media and non-media mention transactions we restrict our analysis 

to those events involving SWFs from our article search list. 

 

                                                 
5 We have not conducted a formal analysis on the tone of the articles related to SWFs and SWF investment 

events. 
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C. Volatility Measures 

 

In addition to calculating the standard deviation of returns as a measure of total risk, 

we employ further volatility measures. We use the predicted beta from the standard 

market model as a measure of systematic risk and the standard deviation of the predicted 

residuals from the market model as idiosyncratic risk. We also use the Sharpe Ratio 

(Sharpe (1966)) and the Treynor Ratio (Treynor (1966)) in our analysis. The purpose of 

using these measures is to evaluate the relation between SWF investment and the 

return/risk relation of the target firms in the spirit of the CAPM. Our decomposition of 

firm level risk into idiosyncratic and systematic portions is well-substantiated in the 

literature (e.g., Xu and Malkiel (2003), and Brockman and Yan (2009)). We again employ 

an autoregressive (panel) model:  

            

, 1,0 1,1 , 1 1,2 1 1,3 1 1,4 , 1,5 , 1,6 , 1,
m mSharpe Sharpe V R X SWFI F u

i t i t t t i t i t i t t
θ θ θ θ θ θ θ= + + + + + + +− − −

,  (6) 

            

, 2,0 2,1 , 1 2,2 1 2,3 1 2,4 , 2,5 , 2,6 , 2,
m mTreynor Treynor V R X SWFI F u

i t i t t t i t i t i t t
θ θ θ θ θ θ θ= + + + + + + +− − −

,   (7) 

            

Re / Re /
, 3,0 3,1 , 1 3,2 1 3,3 1 3,4 , 3,5 , 3,6 , 3,

m mturn Idio turn Idio V R X SWFI F u
i t i t t t i t i t i t t

θ θ θ θ θ θ θ= + + + + + + +− − −
,  (8) 

 

where Sharpei,t= Returni,t / Standard Deviationi,t  and represents the relation between 

return and total risk (i.e., both systematic and idiosyncratic) for the target firm; Treynori,t 
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= Returni,t /Beta i,t and represents the relation between the return and systematic risk for 

the target firm; and Return/Idioi,t= Returni,t /Idiosyncratic Risk i,t and represents the 

relation between return and idiosyncratic risk for the target firm. All other variables are as 

previously defined. Estimation is done separately for each of the dependent variables 

using a random effects procedure. 

In the case of all three volatility ratios, a decrease in the ratio indicates that there is 

now uncompensated risk relative to the prior case as a result of SWF investment. If SWF 

investment is destabilizing, we would expect to see a negative coefficient for 1,5θ , 2,5θ , 

and 3,5θ . We can glean information about what aspects of risk are potentially affected by 

SWF investment by noting the values and any differences across these risk measures. 

The volatility ratios used in our analysis are traditionally defined using excess returns 

and the volatility of excess returns. We use raw returns in order to avoid a significant 

decrease in our sample size due to the limited availability of risk-free rates for various 

countries and periods. For robustness, we estimate the ratios for a reduced sample using 

excess returns. The results are qualitatively similar so the bulk of our results are reported 

using raw returns. 

 

D. Granger Causality 

 

We are interested in determining whether the relation between SWF investment and 

firm performance is simply a cross-correlation or a dynamic causal relation.  In order to 
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evaluate the dynamic causal relation between SWF investment and firm performance, we 

estimate the following regression: 

 

                
1,0 1, 2,

1 1

k k

t j t j j t j

j j

R R SWFδ δ δ− −
= =

= + +∑ ∑ ,

  

       

          

(9) 

 

where tR  is firm return and SWFt is the size of the SWF investment. The lag length k  

is selected for two lags, as discussed below. We implement the causality test using two 

different measures for SWF investment size: the dollar amount invested and the 

percentage stake. The results for each measure of SWF investment are qualitatively very 

similar. As a result, we only report results for dollar amount invested for the sake of 

brevity. 

SWF investment is said to Granger-cause firm return if we reject: 

 

H0: 2, jδ = 0, for all j.                          (10) 

 

In other words, SWF investment Granger-causes firm returns if lagged SWF 

investment can predict current firm returns, controlling for past returns. This specification 

also allows us to test the cumulative (net) effect of lagged SWF investment. Specifically, 

we can test: 

 

H0 : 2,

1

k

j

j

δ
=
∑ = 0.                              (11) 

This allows us to test for the sign of the causal relation. 
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We also examine the dynamic relation between SWF investment and volatility and 

volatility ratios. Specifically, we estimate the following equations: 

 

1,0 1, 2,

1 1

,
k k

t j t j j t j

j j

V V SWFφ φ φ− −
= =

= + +∑ ∑
                 

(12)

 

1,0 1, 2 ,

1 1

( / ) ( / ) ,
k k

t t j t j t j j t j

j j

R V R V SWFϕ ϕ ϕ− − −
= =

= + +∑ ∑
       

  (13) 

 

where tV  is the standard deviation of returns and /t tR V  represents the volatility 

measures discussed above (i.e., Sharpe ratio, Treynor ratio, and return to idiosyncratic risk 

ratio). 

We estimate the above equations at a quarterly frequency over the period from 

January 1990 to November 2008. The quarterly periodicity is chosen due to the infrequent 

nature of the event considered. Our sample for this analysis includes fourteen firms that 

received more than one quarter of SWF investment in the sample period (analysis with 

only one investment is not practical). Also considering both the Akaike information 

criterion and the Schwarz information criterion, we choose the lag length k = 2. 

We are interested in testing the potential for SWFs to be a destabilizing force to firms 

and markets. At the firm level, we view a destabilizing event as one that has a negative 

effect on the return to risk relation for the firm. Investors structure their investments to 

maximize return and minimize risk. As such, firms and investors would view an event in 

which the return to risk relation is negatively affected to be a destabilizing event. The type 

of risk also matters to investors as it is likely that risk types are compensated differently. 
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Ⅲ. Data 
 

A. Event Selection 

 

A.1. Hand-collected Data 

We first hand-collect SWF events by creating a list of existing SWFs using 

LexisNexis Academic Universe and the major world publications represented in that 

service (as well as documents from Congressional testimony by Edwin M. Truman). We 

perform an article search for each known fund by both the current (and any previous) 

name of the fund. We also search all known fund investment subsidiaries from the fund’s 

inception to February 2008. We conduct the search using certain keywords. For instance, 

to identify SWF acquisitions, we search using the fund name as well as one of the 

following: acquire, purchase, take stake, and similar derivations of these words. This 

procedure is similar to other papers on SWFs. We did not find transactions for all funds 

included in our search criteria; however, funds with at least one event are included in the 

sample and reported in Table 1. 

Facts relating to the SWFs are supplemented using fund annual reports and other 

official fund material. When official materials are unavailable, estimates and popular press 

reports as well as documents from Congressional testimony mentioned above supplement 

the data. There are 180 hand-collected events. Events include bids, share purchases, 

announcements of intentions to buy or sell stock, and other relevant announcements 

involving the fund and a publicly traded company. The size of the transaction and the  
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Table 1 Funds in Sample 

Country  Fund Established Sizea Source of Funds is Oil 

United Arab Emirates   Abu Dhabi Investment Authority 1976 500-875* Yes 

Norway Government Pension Fund–Global 1990 329 Yes 

Kuwait Kuwait Investment Authority 1960 250* Yes 

China  China Investment Company b 2003 200* No 

Hong Kong Hong Kong Monetary Authorityc 1993 173 No 

Singapore Temasek Holdings  1974 164 No 

Singapore Government of Singapore Investment Corporation 1981 100-330* No 

Australia Future Fund  2006 59.6 No 

Libya Libyan Arab Foreign Investment Company 1981 50* Yes 

Qatar  Qatar Investment Authority 2005 50* Yes 

Brunei Brunei Investment Agency 1983 >30* Yes 

Malaysia Khazanah Nasional  1993 25* No 

Korea Korea Investment Corporation 2005 20 No 

New Zealand Superannuation Fund   2001 13.2 No 

United Arab Emirates   Istithmarc 2003 12*  

Iran Iran Foreign Investment Company 2000 12* Yes 

United Arab Emirates   Mubadala Development Company 2002 10* Yes 
a Most recently reported size (in Billions of U.S. Dollars)    
b Includes Central Huijin Investment Company    
c Denotes fund not in manual article search    

* Denotes Estimate     
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percent stake in the target company involved are included when available. The date of the 

event is the day that the information becomes publicly available. 

 

A.2. Other SWF Events 

We further collect events by searching SDC Platinum for transactions with a positive 

value for the data point Sovereign Wealth Fund Flag. There are approximately 900 events 

involving SWFs as acquirers. After restricting the events to those involving actual 

purchases that involve public targets (so that we can get returns), the sample is reduced to 

170 events. 

There is some overlap between the SDC sample and the hand-collected sample. After 

restricting the hand-collected sample in the same manner as the SDC sample and 

combining the two datasets, we are left with 232 transactions. Much of our analysis is 

conducted using data from the period one year prior to SWF acquisition to one year 

following SWF acquisition. Our panel regression results are based on this data and include 

a sample of 149 targets. 

This sample size is comparable to other SWF working papers6. For instance, Fotak, 

Bortolloti, and Megginson (2008) have a sample of 182 investments in their analysis of 

one year return performance. Chhaochharia and Laeven (2008) use a large sample of 

holdings for determinants analysis, but for events with announcement day and relevant 

return data, their sample is 89 investments. Kotter and Lel (2008) use a sample of 124 

                                                 
6  All SWF empirical papers face concerns over limited sample size.  However, given the size and 

importance of these investments it is prudent to proceed with empirical analysis despite the less than perfect 

sample of events. 
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purchases in their cross-sectional analysis, and Dewenter, Han, and Malatesta (2008) use a 

sample of 163 for their analysis of one year return performance. Differences among the 

samples are likely due to the inclusion or exclusion of certain funds in the search criteria. 

 

B. Supplemental Data 

 

Price information is from DataStream. Specifically, we collect firm-specific and 

market-specific information on the following variables: price, return index, local market 

index, and market value for all target companies/markets. Data for one year preceding and 

one year following the event are collected. This poses a problem for recent events as not 

enough time has elapsed for the data to be available.  These events are dropped from 

relevant analyses.7 

The variables included in our regressions are intended to control for relations found 

in the literature. We include target size in all regressions in keeping with the literature 

(Ang et al. (2006)), which controls for possible size effects by including market 

capitalization as a measure of firm size.  Large and small firms have been shown to 

behave differently, as a result we control for this in our regressions. 

Market volatility is included in the market return regressions following the findings 

of Goyal and Santa-Clara (2003) of a positive and significant relation between these 

variables. The firm level volatility regressions use benchmark-adjusted measures to 

control for possible industry-wide effects that may be driving results. In all specifications, 

                                                 
7 This omission has the potential to bias the financial/non-financial target firm sub sample results. 
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we include a dummy for investments that involve a target and SWF domiciled in the same 

nation. The reason for this dummy is to control for the potential difference between cross-

border investment and investment within the same country. 

We also control for the size of the investment in terms of both percent of stake 

acquired and total amount of the investment in $US in some specifications. We control for 

investment size because it is possible that the effect of SWF investment is related to the 

size of the stake involved, not just whether or not there was an event at all. We control for 

the influence of outliers in the sample by winsorizing the cumulative abnormal return 

results in the event study at the 5% level to ensure that outliers do not bias results. 

 

C. Summary Statistics 

 

Summary statistics and a related correlation matrix for the data are included in Table 

2. The number of observations in Panel A reflects the number of firm-months in the 

sample (with the exception of investment amount and investment percent, which are only 

tabulated once per event). In general, we find that the summary statistics for the target and 

benchmark are similar indicating a reasonably good match (i.e., the log of target size and 

benchmark size are similar, and median return and volatility are the same for the target 

and benchmark). 
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Table 2 Data Characteristics 

 

Panel A:  Summary Statistics 

Variables N Mean Median Std. Dev. Min Max 

Target Return 3553 0.15 0 3.52 -66.23 56.66 

Target Volatility 3553 0.06 0.02 0.19 0 1.43 

Target Size  145  8.28   8.2 2.53 3.06 16.02 

Target Sharpe 3405 0.01 0.01 0.23 -0.85 1.12 

Target Treynor 3553 0 0 0.06 -2.57 0.57 

Target Return to Idiosyncratic Risk 3553 0.08 0 2.35 -64.91 34.44 

Target Beta 3553 1.02 1.00 0.84 -6.02 28.88 

Target Idiosyncratic Risk 3553 0.03 0.02 0.04 0 0.54 

Benchmark Return 3553 -0.03 0 1.33 -24.80 17.71 

Benchmark Volatility 3553 0.04 0.02 0.09 0 0.86 

Benchmark Size 145 6.46 6.43  2.11     1.15 12.13  

Benchmark Beta 3553 0.63 0.61 9.38 -332.65 245.45 

Benchmark Idiosyncratic Risk 3553 0.04 0.02 0.13 0 1.37 

Market Return 3553 0.14 0.04 3.48 -66.48 55.75 

Market Volatility 3353 0.04 0.01 0.19 0 1.43 

Investment (%) 145 21.38 10.02 27.27 0.00 100 

Investment ($'s) 145 864.54   150    1791.79 0.00 9760    

Same Country 3553 0.20 0 0.40 0 1 

Opaque 2671 0.54 1 0.50 0 1 

Oil Producing 3553 0.36 0 0.48 0 1 

G10  3553 0.23 0 0.42 0 1 

Finance 3553 0.31 0 0.46 0 1 

Media 3553 0.33 0 0.47 0 1 

SWF Investment 3553 0.52 1 0.50 0 1 
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Table 2 – Continued 

Panel B: Correlation 

  (1) (2) (3) (4) (5) (6) (7) (8) 

BM Adjusted Volatility (1) 1        

SWF Investment (2) 0.00 1       

BM Adjusted Return (3) 0.89 0.00 1      

Market Volatility (4) 0.98 0.01 0.92 1     

Target Size (5) 0.08 -0.03 -0.06 -0.06 1    

Investment $ (6) 0.00 0.19 0.00 0.01 0.05 1   

Investment % (7) 0.00 0.13 0.01 0.02 0.02 0.69 1  

Same Country (8) 0.30 0,00 0.25 0.28 -0.25 -0.02 0.02 1 

*Bold numbers indicate significance at 5%. 

Note: This table provides the summary statistics for the target firms on the event date and the correlation table 

for the firm volatility panel regressions, respectively. Target (Benchmark) Return is the return of the target of 

SWF investment (benchmark). Target (Benchmark) Volatility is the standard deviation of monthly returns 

over month t for the target of SWF investment (benchmark). Target Size is the average market value for the 

SWF Target over month t. The Sharpe (Treynor) Ratios use the standard deviation of returns (Beta) as the 

denominator of the dependent variable and returns as the numerator.  Beta is the coefficient of the 
m
tR  

component of the following regression: 
, ,* m

i t i t i tR R eβ= + . Market Return is the average daily log difference 

of the index related to given target over month t. Market volatility is the average daily standard deviation of 

market index returns over month t. Investment (%) is the percent stake that was reported for the event.  

Investment ($) is the amount of the stake involved in millions of US$. Same Country is a dummy variable 

which takes on a value of one if the SWF and target are domiciled in the same nation and zero otherwise. 

Opaque is a dummy variable which takes on a value of one (zero) if the SWF has a “scoreboard score” 

(Truman 2007) below (above) the median of all possible scores. Oil Producing (G10) is a dummy variable 

which takes on a value of one if the SWF is from an (a) oil producing (G10) nation and zero otherwise. 

Finance is a dummy variable which takes on a value of one if the target is in the finance industry and zero 

otherwise.  Media is a dummy variable which takes on a value of one if the investment was covered by the 

media and zero otherwise. SWF Investment is a dummy variable equal to zero before SWF purchase and equal 

to one after. 
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The mean stake taken by SWFs in our sample is about 21% with a maximum stake of 

100%. Most stakes in US firms tend to be smaller relative to the rest of world and are 

typically under 10%. Consequently, we see that the mean stake is positively skewed and 

the median stake is 10%. We believe that the effect of SWF investment may be different if 

the domicile nations for the SWF and target firm are the same. In order to control for this 

we include a dummy variable equal to one when the domicile countries are the same.  

Approximately 20% of our sample observations have the same domicile countries. Panel 

B of Table 2 indicates that this dummy is in fact significantly correlated with firm 

volatility. The correlation matrix in Panel B also provides information about the SWF 

investment dummy variable. There is significantly positive correlation between the SWF 

investment dummy and market volatility and investment amount. 

 

Ⅳ. Results 

 
A. Event Study 

 
In Panel A of Table 3, a significant increase of 1% in the daily returns is seen on 

trading days 0 and +1, consistent with Kotter and Lel (2008), and Dewenter, Han, and 

Malatesta (2008).  More economically significant decreases occur in the event windows.  

We find that the longer the term, the larger the reduction in cumulative abnormal return.  

The longest window, trading day +1 (i.e., one day after the investment event) to trading 

day +250, shows a 16.6% reduction in the return.  Matched firms show a significant 

decrease of 10.3% in the same window. Overall, we find that there is some effect in the 
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short-term but a more significant long-term effect.  The results of this event study mesh 

nicely with Fotak, Bortolloti, and Megginson (2008) and Chhaochharia and Laeven (2008), 

who find a significantly negative effect of SWF investment on firm performance in longer 

event windows. This is also related to Kotter and Lel (2008), who show deterioration in 

various accounting measures following SWF investment.  The authors suggest this may 

be related to the fact that SWFs tend to invest in distressed firms. The results are 

consistent with concerns of government ownership in the literature (the privatization 

literature as well as Shleifer and Vishny (1994)). The results also mesh nicely with those 

found in the cross-listing literature, where the negative CAR is explained by the reduction 

in systematic risk through the internationalization of the firm’s shareholder base [see 

Karolyi (1998) for a survey of this literature]. 

Panels B through F of Table 3 show event study results for sub-samples of the data. 

In Panel B, the results for oil producing versus non-oil producing sub-samples are striking. 

The one year event window shows a highly significant cumulative abnormal return (CAR) 

of -30.7% in transactions involving SWFs domiciled in oil-producing nations versus a 

marginally significant CAR of -10.0% in events involving SWFs domiciled in non-oil 

producing nations. The difference between the oil and non-oil producing samples could be 

explained by media tone toward SWFs from oil producing nations in keeping with the 

findings of Tetlock (2007). In Panel C, the results indicate that investments made by 

opaque SWFs that choose not to disclose any information about their investments are 

associated with a significantly negative impact on target returns of 14.6%. That said, 

transparent SWFs show a larger negative impact in the one year window of 20.6%. These  
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Table 3 Event Study 

Panel A:  Benchmark vs. SWF Targets    

Event Window Benchmark SWF Targets Event Window Benchmark SWF Targets 

-5 -0.000 0.000 (-100, -2) -0.024 0.004 

-4 -0.003*** -0.003* (-100, -50) 0.007 -0.006 

-3 0.001 -0.001 (-49,-10) -0.019* -0.001 

-2 0.002 0.004*** (-9,-2) -0.007 0.009* 

-1 0.000 0.004** (-1,0) -0.003* 0.014*** 

0 -0.003** 0.010*** (+1,+10) 0.005 -0.004 

+1 0.002 0.010*** (+11,+50) -0.012 -0.011 

+2 -0.000 -0.005** (+51,+100) -0.012 -0.029*** 

+3 -0.003** -0.003* (+1,+100) -0.013 -0.052*** 

+4 -0.002 -0.002 (+1,+250) -0.103** -0.166*** 

+5 0.002 -0.002*       

 

Panel B:  Oil Producing vs. Non-Oil Producing SWF Nations   

Event Window Non-Oil Producing Oil Producing Event Window Non-Oil Producing Oil Producing 

-5 -0.001 0.002 (-100, -2) 0.023 -0.016 

-4 -0.003 -0.002 (-100, -50) -0.000 -0.004 

-3 -0.002 0.000 (-49,-10) 0.019 -0.033* 

-2 0.005** 0.004** (-9,-2) 0.005 0.016** 

-1 0.002 0.008** (-1,0) 0.010*** 0.019*** 

0 0.010*** 0.011*** (+1,+10) 0.003 -0.020** 

+1 0.010** 0.008** (+11,+50) -0.009 -0.014 

+2 -0.003 -0.008*** (+51,+100) -0.016 -0.051*** 

+3 -0.002 -0.006*** (+1,+100) -0.029 -0.094*** 

+4 -0.002 0.000 (+1,+250) -0.100* -0.307*** 

+5 -0.002 -0.004       
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Table 3 – Continued 

 

Panel C:  Transparent vs. Opaque SWF    

Event Window Transparent Opaque Event Window Transparent Opaque 

-5 0.004 -0.001 (-100, -2) 0.052 -0.012 

-4 -0.003 -0.003 (-100, -50) -0.003 0.001 

-3 0.005 -0.003** (-49,-10) 0.030 -0.016 

-2 0.015*** 0.001 (-9,-2) 0.030*** 0.000 

-1 0.000 0.005*** (-1,0) 0.012* 0.015*** 

0 0.011** 0.010*** (+1,+10) 0.004 -0.007 

+1 0.014 0.009*** (+11,+50) -0.004 -0.011 

+2 -0.003 -0.005** (+51,+100) -0.036* -0.024* 

+3 0.002 -0.005*** (+1,+100) -0.052 -0.057** 

+4 -0.001 -0.002 (+1,+250) -0.206** -0.146*** 

+5 0.001 -0.002*       

 

Panel D:  Financial vs. Non-Financial Target Industries   

Event Window Financial Non-Financial Event Window Financial Non-Financial 

-5 -0.002 0.001 (-100, -2) 0.017 0.002 

-4 -0.001 -0.003 (-100, -50) -0.001 -0.005 

-3 -0.000 -0.002 (-49,-10) 0.009 -0.010 

-2 0.004* 0.004** (-9,-2) 0.007 0.010 

-1 -0.002 0.006*** (-1,0) 0.011** 0.016*** 

0 0.012** 0.009*** (+1,+10) 0.008 -0.010 

+1 0.007* 0.012*** (+11,+50) -0.002 -0.015 

+2 -0.007* -0.004* (+51,+100) -0.003 -0.040*** 

+3 -0.004* -0.002 (+1,+100) -0.025 -0.065*** 

+4 0.001 -0.003* (+1,+250) -0.005 -0.197*** 

+5 0.007** -0.006***       
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Table 3 – Continued 

Panel E:  G10 Target Nations vs. Non-G10 Target Nations   

Event Window G10 Non-G10 Event Window G10 Non-G10 

-5 -0.003* 0.001 (-100, -2) -0.023 0.016 

-4 -0.005 -0.002 (-100, -50) -0.003 -0.002 

-3 -0.001 -0.001 (-49,-10) -0.031* 0.011 

-2 0.007* 0.004** (-9,-2) 0.010 0.009 

-1 0.008** 0.002 (-1,0) 0.023** 0.013*** 

0 0.014* 0.010*** (+1,+10) -0.003 -0.006 

+1 0.011** 0.008** (+11,+50) -0.003 -0.017 

+2 -0.008* -0.003 (+51,+100) -0.043** -0.022* 

+3 0.001 -0.004*** (+1,+100) -0.068* -0.047** 

+4 -0.000 -0.002 (+1,+250) -0.186* -0.162*** 

+5 0.002 -0.003**       

 

Panel F:  Media Mention Events vs. Non-Media Mention Events   

Event Window Non-Media Media Event Window Non-Media Media 

-5 0.002 -0.003 (-100, -2) 0.036 -0.043* 

-4 -0.005** 0.001 (-100, -50) 0.008 -0.025 

-3 -0.002 0.000 (-49,-10) 0.017 -0.031** 

-2 0.005*** 0.003 (-9,-2) 0.007 0.013* 

-1 0.002 0.009*** (-1,0) 0.011*** 0.018*** 

0 0.010*** 0.010** (+1,+10) -0.004 -0.003 

+1 0.010** 0.007* (+11,+50) -0.007 -0.019 

+2 -0.002 -0.008*** (+51,+100) -0.018 -0.044*** 

+3 -0.002 -0.004 (+1,+100) -0.037 -0.074*** 

+4 -0.003* 0.002 (+1,+250) -0.124** -0.271*** 

+5 -0.003** -0.001       

 

Note: This table contains the cumulative abnormal returns for the sample or sub-sample listed.  Data is collected for 

one year previous to and one year subsequent to all SWF investment events.  Benchmark firms are matched by country, 

industry, and size. Oil-Producing refers to the events where the SWF is run by an oil-producing country. Transparent 

(Opaque) SWF is defined as SWF that has a “scoreboard score” (Truman 2007) above (below) the median of scores in the 

sample. Financial and Non-Financial refers to whether or not the target firm is in the financial industry.  G10 and non-G10 

describes whether or not a target firm is in a country belonging to the G10, or not.  Media and non-Media refer to events 

that received media mention in the major world publications, and those that didn’t.  We use the days from -100 to +250 as 

the estimation window. * Significance at the 10% level. ** Idem, 5%. *** Idem, 1%. 
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results show that the domicile nation of the SWF seems to be more important than the 

disclosure level of the fund. 

Panel D shows a very clear distinction between financial and non-financial targets. 

The results suggest that SWF investment does not have a significantly negative impact on 

the performance of financial firms over a longer-term horizon. Only non-financial firms 

show the statistically significant decrease in the cumulative abnormal return. That said, 

several of the SWF investments in financial firms are in the last six months of the sample 

(e.g., Citigroup). These events are dropped in the longer event windows and thus results 

for financial firms may be understated.   

Panel E shows the results of G-10 versus Non-G10 target firms.  Although there is 

greater statistical significance in the Non-G10 sample, there doesn’t appear to be a clear 

distinction between these two samples. Over the trading day window (+1,+250), Non-G10 

targets show a statistically significant 16.2% reduction in their cumulative abnormal 

return.  G-10 targets show a marginally significant 18.6% reduction.   

Finally, Panel F shows a striking difference between transactions receiving media 

attention and those that received no such attention. At every event window beyond 50 

trading days, the media sub-sample shows negative returns greater in magnitude and 

significance than the non-media sub-sample. In the one year window, the media 

transactions show a negative and significant reduction of 27.1% versus a marginally 

significant reduction of 12.4% in the non-media mention events. These results are 

consistent with the finding of Tetlock (2007) that media pessimism is associated with 

negative future returns. However, until we test for Granger causality we cannot conclude 

that the media causes the poor performance documented in Table 3. These results may be 
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due to the fact that negative performance tends to receive more media attention. A limited 

Granger causality test is performed later in the paper. 

Figure 1 shows graphs of the event study comparisons underlining the differences (or 

lack thereof as the case may be) of the different sub-samples.  Although we ignore the 

statistical significance of the CAR in these graphs, it still shows the basic relation between 

the effects. 
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Figure 1 Graphs for Event Studies. 
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B. Panel Regressions 

 
B.1. Benchmark-Adjusted Regressions 

The evidence for SWF targets versus benchmarks in Table 4 suggests that sovereign 

wealth fund investment may decrease volatility relative to a benchmark firm. This is in 

line with the typical relation between risk and return (i.e., CAPM) that the efficient 

markets literature provides. The results for benchmark-adjusted volatility (measured as 

standard deviation of returns for the target minus standard deviation of returns for the 

benchmark, where standard deviation is calculated using daily returns over the month) at 

the firm-level are marginally significant as shown in specifications (2) and (3) of Panel A 

of Table 4. Although the results lack strong significance, the decrease of 0.2% in 

specifications (1)-(3) is also consistent with the implications provided by the cross-listing 

literature, which would suggest that a firm’s exposure to domestic market risk is reduced 

through the international expansion of its shareholder base (Karolyi (1996)). When one 

compares the results in Panel A of Table 4 with those of Table 3, it appears as though 

negative return following SWF investment is met with a reduction in volatility. The 

answer to the question of destabilization, however, requires further analysis to see whether 

the volatility decrease is large enough to preserve the return/risk relation. 

Panel B of Table 4 shows that SWF investment is associated with a statistically 

significant reduction in market return of between 0.3% and 0.4% in specifications (1)-(3). 

This is a bit disturbing considering the fact that we are talking about investment in one 

firm having an impact on market-wide returns. This is especially the case when we look 

back to Panel A and realize that the marginal effect of SWF investment on firm-level 
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(benchmark-adjusted) volatility is only marginally negatively significant. A potential 

explanation for this is that the investment in the target somehow calms markets (e.g., 

investment in Citigroup was seen as a rescue for a firm needing an infusion of capital, 

raising hopes that worsening problems in the financial sector might be propped up). 

Indeed, if market-level volatility is reduced through this SWF investment in its target, then 

the traditional risk-return relation would be maintained. This also would mesh nicely with 

the cross-listing literature, which finds that the internationalization of a firm’s shareholder 

base actually has risk-reduction effects on its domicile nation’s market (see Karolyi (1998) 

for a survey of this literature). 

Looking to specifications (4)-(6), however, we see that this is not the case. SWF 

investment has a statistically insignificant impact on market volatility. This overall effect 

seems counter to both the market efficiency and cross-listing literature, foreshadowing the 

volatility ratio results.  
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Table 4 Panel Regression for Whole Sample 

 

Panel A: Benchmark-Adjusted Target Volatility 

  Volatility 

 1 2 3 

SWF Investment -0.002 -0.002* -0.002* 

 [0.001] [0.001] [0.001] 

BM Adjusted Volatilityt-1 0.686*** 0.686*** 0.687*** 

 [0.013] [0.013] [0.013] 

BM Adjusted Return 0.001*** 0.001*** 0.001*** 

 [0.000] [0.000] [0.000] 

BM Adjusted Returnt-1 -0.001*** -0.001*** -0.001*** 

 [0.000] [0.000] [0.000] 

Mkt Volatilityt-1 0.161*** 0.160*** 0.160*** 

 [0.010] [0.010] [0.010] 

Target Size 0.000 0.000 0.000 

 [0.000] [0.000] [0.000] 

Same Country 0.001 0.001 0.001 

 [0.002] [0.002] [0.002] 

Investment ($)  0.000  

  [0.000]  

Investment (%)   0.000 

   [0.000] 

Constant -0.001 -0.001 -0.002 

 [0.002] [0.002] [0.002] 

Observations 3553 3553 3553 

# of Targets 149 149 149 

Model χ2 24813*** 24900*** 25010*** 

Pseudo R2 0.94 0.94 0.94 
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Table 4 – Continued 

Panel B: Market Return and Volatility 

  Market Return Market Volatility 

 1 2 3 4 5 6 

SWF Investment -0.004*** -0.003** -0.004*** -0.000 0.001 0.000 

 [0.001] [0.001] [0.001] [0.001] [0.001] [0.001] 

Mkt Volatilityt-1     0.973*** 0.973*** 0.973*** 

     [0.004] [0.004] [0.004] 

Mkt Returnt-1 -0.299*** -0.299*** -0.299*** -0.001*** -0.001*** -0.001*** 

 [0.011] [0.011] [0.011] [0.000] [0.000] [0.000] 

Mkt Volatilityt 0.701*** 0.701*** 0.701***    

 [0.008] [0.008] [0.008]    

Target Size -0.000 -0.000 -0.000 0.000 0.000 0.000 

 [0.000] [0.000] [0.000] [0.000] [0.000] [0.000] 

Same Country -0.004 -0.004 -0.004 0.000 0.000 0.000 

 [0.003] [0.003] [0.003] [0.002] [0.002] [0.002] 

Investment ($)  -0.000    -0.001**  

  [0.000]    [0.000]  

Investment (%)   0.000   -0.000 

   [0.000]   [0.000] 

Constant -0.005 -0.005 -0.005 -0.000 -0.001 -0.000 

 [0.004] [0.004] [0.004] [0.003] [0.003] [0.003] 

Observations 3555 3555 3555 3553 3553 3553 

# of Targets 149 149 149 149 149 149 

Model χ2 8506*** 8509*** 8503*** 64268*** 64716*** 64268*** 

Pseudo R2 0.89 0.89 0.89 0.98 0.98 0.98 

 

Note: The following regressions are specified for Firm Volatility, Market Return, and Market Volatility, 

respectively: 

 

,
, 1, 0 1,1 , 1 1, 2 , 1, 3 , 1, 4 , 1, 5 , 1,
T TV V R X SWFI F e
i t i t i t i t i t i t t

γ γ γ γ γ γ= + + + + + +−
 

                 

 

(3) 

,
2 , 0 2,1 1 2, 2 2, 3 , 2 , 4 , 2 , 5 , 2 ,

m m mR R V X SW FI F e
t t t i t i t i t t

γ γ γ γ γ γ= + + + + + +−
            (4) 

.
3, 0 3,1 1 3, 2 3, 3 , 3, 4 , 3, 5 , 3,

m m mV V R X SW FI F e
t t t i t i t i t t

γ γ γ γ γ γ= + + + + + +−
                 

(5) 

 

The benchmark (BM) adjusted regressions use the difference between target and benchmark firms as variables. 

Ri,t , the target return, is the average daily log difference of target stock price over month t. V
i,t
T , target 

volatility, is the standard deviation of monthly returns over month t. X is a vector of firm characteristics 
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including Target Size, which is the natural log of the target firm’s market capitalization. SWFI is a dummy 

variable equal to zero in the months before SWF investment and equal to one in the months after. Fi,t is a 

vector of investment specific information including Same Country and Investment ($ and %). Same Country is 

a dummy variable equal to one if the target is domiciled in the same nation as the SWF.  Investment ($) is the 

amount of the stake taken in the target by an SWF measured as the natural log of the investment in millions of 

US$. Investment (%) is the amount of the stake taken in the target by an SWF measured as the percent of the 

target acquired in the transaction. Rm
t, the market return, is the average daily log difference of the index 

related to given target over month t. V
t
m , the market volatility, is the average daily standard deviation of 

market index returns over month t. Standard errors are in brackets. * Significance at the 10% level. ** Idem, 

5%. *** Idem, 1%. 

 

 

B.2. Sub-samples 

 
B.2.1. Market Return 

We delve further into these results to find if certain sub-samples dominating the 

above results are causing these seemingly contradicting findings. Specifically, we 

examine characteristics of both the SWF (nation) and the target firms, as well as examine 

the return/risk relation directly.  Panel A of Table 5 displays the most interesting results 

with regard to any sub-sample influence. Results for oil producing versus non-oil 

producing sub-samples show investments from oil producing SWF nations drive the 

market return results found in Table 4 with a statistically significant return decrease of 0.4% 

(specification (1) of Panel A). Interestingly, results for opacity sub-samples suggest that 

market return results are driven by the transparent funds.  This is evidenced by the fact 

that transparent funds (only) exhibit statistical significance in the market return 

regressions. Recall that opaque SWFs do not disclose any information about their 

investments. In Kuwait, it is actually illegal for a fund manager to discuss investment 
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specifics. We know from the results of the event study in Table 3 that this affects firm-

level cumulative abnormal returns but it does not seem to affect the firm-level volatility or 

market-level volatility or return. The results suggest that oil producing SWF nations have 

a greater association with negative performance than opaque funds. Results for financial 

versus non-financial firm sub-samples do not provide overwhelming evidence that either 

sub-sample is driving market return results. Non-G10 nations, relative to their G10 

counterparts, seem to drive market return results. Not surprisingly, media-mention SWF 

investments drive market return results.



 

39 
 

Table 5 Sub-samples 

Panel A: Market Return 

  SWF Nation Target Firm 

 Oil Producing Non-Oil Producing Transparent Opaque Finance Non-Finance G10 Non-G10 Media Non-Media 

  1 2 3 4 5 6 7 8 9 10 

SWF Investment -0.004** -0.003 -0.007*** -0.001 -0.006* -0.002** 0.000 -0.003* -0.005** -0.002 

 [0.002] [0.002] [0.002] [0.002] [0.003] [0.001] [0.000] [0.002] [0.002] [0.002] 

Observations 1287 2268 1225 1448 1116 2439 820 2735 1185 2370 

# of Targets 55 94 51 61 47 102 35 114 50 99 

Model χ2 2728*** 10765*** 6674*** 2735*** 3092*** 5840*** 751*** 6627*** 2786*** 65989*** 

Pseudo R2 0.90 0.90 0.88 0.88 0.89 0.91 0.49 0.89 0.91 0.89 

 

Panel B: Firm Volatility 

SWF Investment -0.001 -0.001 -0.001 -0.001 0.000 -0.004*** 0.000 -0.003** -0.001 -0.002 

 [0.001] [0.001] [0.002] [0.001] [0.002] [0.001] [0.002] [0.001] [0.002] [0.002] 

Observations 1286 2267 1225 1446 1115 2438 820 2733 1184 1610 

# of Targets 55 94 51 61 47 102 35 114 50 67 

Model χ2 32987.61 14244.19 12137*** 2093*** 25604*** 3630*** 89*** 15734*** 6937*** 11859*** 

Pseudo R2 0.97 0.93 0.96 0.96 0.98 0.87 0.22 0.94 0.96 0.96 
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Table 5 – Continued 

Panel C: Market Volatility 

SWF Investment 0.000 0.001 0.000 0.001 0.002 -0.000 0.003*** 0.000 0.000 0.001 

 [0.002] [0.002] [0.003] [0.003] [0.004] [0.001] [0.001] [0.002] [0.001] [0.003] 

Observations 1286 2267 1225 1446 1115 2438 820 2733 1184 1610 

# of Targets 55 94 51 61 47 102 35 114 50 67 

Model χ2 50190*** 42368*** 16736*** 18468*** 19184*** 143329*** 213*** 51676*** 72392*** 28208*** 

Pseudo R2 0.99 0.98 0.98 0.98 0.98 0.99 0.39 0.98 0.99 0.98 

 

Note: The following regressions are specified for Market Return, Firm Volatility, and Market Volatility, respectively:  

,
, 1,0 1,1 , 1 1,2 , 1,3 , 1,4 , 1,5 , 1,
T T

V V R X SWFI F e
i t i t i t i t i t i t t

γ γ γ γ γ γ= + + + + + +−
                                      

(3)

 

,
2,0 2,1 1 2,2 2,3 , 2,4 , 2,5 , 2,

m m mR R V X SWFI F e
t t t i t i t i t t

γ γ γ γ γ γ= + + + + + +
−                             

(4)

 

.
3,0 3,1 1 3,2 3,3 , 3,4 , 3,5 , 3,

m m mV V R X SWFI F e
t t t i t i t i t t

γ γ γ γ γ γ= + + + + + +
−                          

(5) 

Ri,t , the target return, is the average daily log difference of target stock price over month t. V
i,t
T , target volatility, is the standard deviation of firm 

returns over month t, adjusted for the return of its benchmark. X is a vector of firm characteristics including Target Size, which is the natural log 
of the target firm’s market capitalization. SWFI is a dummy variable equal to zero in the months before SWF investment and equal to one in the 
months after. Fi,t is a vector of investment specific information including Same Country and Investment ($ and %). Same Country is a dummy 
variable equal to one if the target is domiciled in the same nation as the SWF. Investment ($) is the amount of the stake taken in the target by an 
SWF measured as the natural log of the investment in millions of US$. Investment (%) is the amount of the stake taken in the target by an SWF 
measured as the percent of the target acquired in the transaction. Rm

t, the market return, is the average daily log difference of the index related to 

given target over month t. V
t
m, the market volatility, is the average daily standard deviation of market index returns over month t. The regression 

is estimated for each sub-sample where the sub-samples are defined as in the event study. Control variables are left out for brevity. Standard 
errors are in brackets. * Significance at the 10% level. ** Idem, 5%. *** Idem, 1%. 
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B.2.2. Volatility 

Sub-sample analyses in Panel B of Table 5 suggest that the results regarding firm-

level volatility are not driven by sub-samples. The two exceptions are non-financial firms, 

as evidenced by its statistically significant -0.4% marginal effect of the SWF investment 

dummy, and non-G10 firms, as evidenced by the -0.3% marginal effect of the SWF 

investment dummy. All other sub-samples lack any credible evidence to suggest that one 

or the other sub-sample is driving volatility results. 

Results in Panel C of Table 5 are even less striking with regard to the sub-sample 

analysis of market volatility. Only one subsample, G10 nations, shows a significant 

marginal effect of SWF investment. In fact, it is a positive 0.3%, suggesting that SWF 

investment is in fact potentially destabilizing in G10 nations.   

Lack of significance across sub-samples for both firm-level and market-level 

volatility is not particularly surprising given the lack of significance in the overall sample 

for the same in Table 4. These results simply confirm that sub-sample results are not 

simply canceling out each other in the whole sample. 

 

C. Volatility Ratios 

 

Panel A of Table 6 displays results examining comprehensive return/risk ratios for 

target firms. Using ratios that evaluate the return/risk relation enables us to gain further 

insight into firm and market performance following SWF investment. Respective 

volatility ratios (i.e., Sharpe Ratio, Treynor Ratio, and Return to Idiosyncratic Risk Ratio) 
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are the dependent variables in our regressions where these ratios are defined in equations 

(6) - (8).8    

The marginal effect of SWF investment on the Sharpe Ratio is approximately -0.043 

and is significant at the 1% level (specifications (1) – (3)). The negative and significant 

coefficient indicates that after SWF investment, we see uncompensated total risk relative 

to before the event. In other words, although the firm’s return has decreased, we don’t see 

a large enough corresponding decrease in total risk to preserve the return/risk relation.   

The marginal effect of SWF investment on the Treynor Ratio is -0.007 in 

specifications (4) – (6) and is significant at the 1% level. This result indicates that there is 

uncompensated systematic risk following SWF investment. The deterioration in this 

relation is evidence of destabilization at the firm level. This result may also be of interest 

to investors in firms receiving SWF investment as it indicates that non-diversifiable risk is 

no longer compensated at the same level.  

The significance and magnitude of the marginal effect of SWF investment on the 

return to idiosyncratic risk ratio depends on the specification. At its weakest, the 

coefficient is -0.281 and significant at the 5%.  Specification (8) shows its strongest 

marginal effect at -0.326 with a statistical significance at the 1% level. Here we see that 

there is uncompensated idiosyncratic risk following SWF investment. Ang et al. (2006) 

find that idiosyncratic risk and return are negatively correlated. The institutional investor 

literature has found that institutional investment is positively related to an increase in 

                                                 
8 Note that we make no comment as to a “correct” return/risk relation but rather just document the changes in 

the relation following SWF investment.  
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idiosyncratic risk. These are possible explanations for the return performance following 

SWF investment (see Panel A of Table 4) except that idiosyncratic risk has not increased, 

it is just compensated differently. The idiosyncratic risk level has not adjusted enough to 

preserve the pricing relation prior to the event. 

Taking the results collectively, the volatility ratios provide the most convincing 

evidence in the paper thus far regarding the potential destabilization of SWF investment. 

The negative coefficient in the Sharpe, Treynor, and idiosyncratic risk ratios indicates that 

the decreased return experienced by target firms is not compensated by a sufficient 

corresponding decrease in risk. This has strong implications for firms and SWFs alike.  

These results would seem to contradict expectations from the market efficiency and cross-

listings literatures.   

Panel B shows results using traditional excess return measures, as opposed to raw 

returns. As mentioned above, we see substantially smaller number of observations and 

target firms in Panel B compared to Panel A that uses raw returns. Still we do not find any 

change in the qualitative conclusions for the Sharpe, Treynor, and idiosyncratic risk ratios. 

These results suggest that with SWF investments, total risk, systematic risk, and 

idiosyncratic risk are not fully compensated. Panel C shows the results of the market 

Sharpe regressions. We find a negative and statistically significant coefficient of around -

0.037 even at the market level. Again, this is strong evidence of the potential for SWFs to 

have destabilizing effects on markets.  The finding that the market as a whole has 

uncompensated risk following SWF investment is a stark illustration of the importance of 

understanding the effect of SWF investment. 
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Table 6 Volatility Ratios 

Panel A: Firm Volatility Ratios 

  Sharpe Ratio Treynor Ratio Return to Idiosyncratic Risk Ratio 

 1 2 3 4 5 6 7 8 9 

SWF Investment -0.042*** -0.043*** -0.046*** -0.007*** -0.007*** -0.007*** -0.281** -0.326*** -0.295** 

 [0.010] [0.010] [0.010] [0.002] [0.003] [0.003] [0.121] [0.124] [0.122] 

Volatility Ratiot-1 -0.207*** -0.208*** -0.209*** -0.237*** -0.237*** -0.237*** -0.513*** -0.513*** -0.513*** 

 [0.017] [0.017] [0.017] [0.020] [0.020] [0.020] [0.043] [0.043] [0.044] 

Mkt Returnt-1 -0.002 -0.002 -0.002 -0.001*** -0.001*** -0.001*** -0.026 -0.026 -0.026 

 [0.001] [0.001] [0.001] [0.000] [0.000] [0.000] [0.027] [0.027] [0.027] 

Mkt Volatilityt-1 0.042 0.042 0.042 0.065*** 0.065*** 0.065*** 4.238*** 4.238*** 4.239*** 

 [0.032] [0.032] [0.032] [0.007] [0.007] [0.007] [0.335] [0.335] [0.335] 

Target Size 0.001 0.001 0.002 0.029 0.027 0.030 0.009 0.008 0.010 

 [0.002] [0.002] [0.002] [0.048] [0.048] [0.048] [0.024] [0.024] [0.024] 

Same Country -0.007 -0.007 -0.008 0.002 0.002 0.002 -0.039 -0.039 -0.041 

 [0.016] [0.016] [0.016] [0.003] [0.003] [0.003] [0.165] [0.165] [0.165] 

Investment ($)  0.002     0.085    0.053*  

  [0.003]     [0.085]    [0.032]  

Investment (%)   0.001**    0.000   0.004 

   [0.001]    [0.000]   [0.005] 

Constant 0.022 0.022 0.021 -.001 -.001 -.001 0.018 0.039 0.019 

 [0.022] [0.022] [0.022] [0.005] [0.005] [0.005] [0.231] [0.231] [0.231] 

Observations 3398 3398 3398 3554 3554 3554 3553 3553 3553 

# of Targets 149 149 149 149 149 149 149 149 149 

Model χ2 183*** 184*** 188*** 409*** 410*** 409*** 1394*** 1399*** 1394*** 

Pseudo R2 0.00 0.00 0.00 0.02 0.02 0.02 0.07 0.07 0.07 
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Table 6 – Continued 

Panel B: Firm Volatility Ratios Using Excess Return 

  Sharpe Ratio Treynor Ratio Return to Idiosyncratic Risk Ratio

 1 2 3 4 5 6 7 8 9 

SWF Investment -1.057*** -1.144*** -1.116*** -0.009*** -0.009*** -0.009*** -0.399** -0.467** -0.418** 

 [0.366] [0.376] [0.368] [0.003] [0.004] [0.004] [0.177] [0.182] [0.179] 

Volatility Ratiot-1 0.192*** 0.193*** 0.196*** -0.236*** -0.236*** -0.236*** -0.542*** -0.542*** -0.542*** 

 [0.020] [0.020] [0.020] [0.025] [0.025] [0.025] [0.054] [0.054] [0.054] 

Mkt Returnt-1 -0.008 -0.008 -0.008 -0.001*** -0.001*** -0.001*** -0.008 -0.008 -0.008 

 [0.023] [0.023] [0.023] [0.000] [0.000] [0.000] [0.034] [0.034] [0.034] 

Mkt Volatilityt-1 0.217 0.217 0.222 0.067*** 0.068*** 0.068*** 4.492*** 4.496*** 4.494*** 

 [1.065] [1.064] [1.062] [0.008] [0.008] [0.008] [0.426] [0.426] [0.426] 

Target Size -0.045 -0.050 -0.046 0.021 0.017 0.021 0.013 0.010 0.013 

 [0.100] [0.100] [0.100] [0.078] [0.078] [0.078] [0.041] [0.041] [0.041] 

Same Country -2.557*** -2.553*** -2.560*** 0.003 0.003 0.003 0.098 0.097 0.092 

 [0.655] [0.655] [0.654] [0.005] [0.005] [0.005] [0.263] [0.263] [0.263] 

Investment ($)  0.089    0.108    0.074  

  [0.090]    [0.113]    [0.045]  

Investment (%)   0.018   0.000   0.006 

   [0.016]   [0.000]   [0.008] 

Constant 0.856 0.915 0.879 -0.000 0.000 -0.000 -0.009 0.036 -0.003 

 [0.982] [0.982] [0.979] [0.008] [0.008] [0.008] [0.402] [0.403] [0.402] 

Observations 2372 2372 2372 2385 2385 2385 2380 2380 2380 

# of Targets 117 117 117 117 117 117 117 117 117 

Model χ2 128*** 131*** 134*** 1279*** 280*** 279*** 937*** 941*** 937*** 

Pseudo R2 0.32 0.32 0.32 0.02 0.02 0.02 0.07 0.07 0.07 

  

 

 

 

 

 

 

  



 

46 
 

Table 6 – Continued 

Panel C: Market Sharpe Ratio 

  Market Sharpe Ratio 

 1 2 3 

SWF Investment -0.037*** -0.032*** -0.037*** 

 [0.011] [0.011] [0.011] 

Market  Sharpet-1 -0.207*** -0.205*** -0.207*** 

 [0.017] [0.017] [0.017] 

Same Country -0.048*** -0.048*** -0.048*** 

 [0.017] [0.017] [0.017] 

Investment ($)  -0.007**  

  [0.004]  

Investment (%)   0.000 

   [0.001] 

Constant 0.095*** 0.095*** 0.095*** 

 [0.010] [0.010] [0.010] 

Observations 3553 3553 3553 

# of Targets 149 149 149 

Model χ2 167*** 169*** 167*** 

Pseudo R2 0.00 0.00 0.00 

 

Note: The following volatility ratio regressions are specified: 

, 1,0 1,1 , 1 1,2 1 1,3 1 1,4 , 1,5 , 1,6 , 1,
m mSharpe Sharpe V R X SWFI F u

i t i t t t i t i t i t t
θ θ θ θ θ θ θ= + + + + + + +− − −

,        (6) 

, 1,0 1,1 , 1 1,2 1 1,3 1 1,4 , 1,5 , 1,6 , 2,
m mTreynor Treynor V R X SWFI F u

i t i t t t i t i t i t t
θ θ θ θ θ θ θ= + + + + + + +

− − −
,          (7) 

Re / Re /
, 1,0 1,1 , 1 1,2 1 1,3 1 1,4 , 1,5 , 1,6 , 3,

m mturn Idio turn Idio V R X SWFI F u
i t i t t t i t i t i t t

θ θ θ θ θ θ θ= + + + + + + +
− − −

.      (8) 

 
For the numerator of these volatility ratios, we use raw return in Panel A, and excess return in Panel B. The 
Sharpe (Treynor) Ratios use the standard deviation of returns (Beta) as the denominator of the dependent 

variable and returns as the numerator.  Beta is the coefficient of the m
tR  component of the following 

regression: 
, ,* m

i t i t i tR R eβ= + . X is a vector of firm characteristics including target size, which is the natural log 

of the target firm’s market capitalization. SWFI is a dummy variable equal to zero in the months before SWF 
investment and equal to one in the months after. Fi,t is a vector of investment specific information including 
same country and $/% investment. Same Country is a dummy variable equal to one if the target is domiciled 
in the same nation as the SWF. Specifically, Investment ($) is the amount of the stake taken in the target by an 
SWF measured as the natural log of the investment in millions of US$. Investment (%) is the amount of the 

stake taken in the target by an SWF measured as the percent of the target acquired in the transaction. m
tR , the 

market return, is the average daily log difference of the index related to given target over month t. m
tV , the 

market volatility, is the average daily standard deviation of market index returns over month t. Standard errors 
are in brackets. * Significance at the 10% level. ** Idem, 5%. *** Idem, 1%. 
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D. The Role of Media 

 

If SWF investment is in fact destabilizing, as the results in Table 6 imply, does the 

media play a role in the destabilization or will especially destabilizing events be more 

likely to receive media attention? If either of these is the case, we would expect to see a 

lack of statistical significance for the non-media sub sample, or at least a considerable 

difference between the volatility ratios for the media and non-media sub-samples.   

Panel A of Table 7 shows these results. In specifications (1) and (2) we see that the 

decrease in the Sharpe ratio of the target firms is driven by the media sample. The 

magnitude and significance of the negative relation between SWF investment and the 

Sharpe ratio is greater for the media sample (-0.058 significant at 1% versus -0.035 

significant at the 5% level). That said, the marginal effect of SWF investment in those 

events not mentioned in the media is still negative and significant. Although the media 

tends to cover larger, more visible firms and investments that are larger in size, control 

variables in the specifications control for these differences. These results imply that the 

media may in fact be associated with more destabilizing events. 

In specifications (3) and (4) we see that the decrease in the Treynor ratio is not driven 

by either sample. The negative relation between SWF investment and the Treynor ratio is 

greater for the non-media sample (-0.007 versus -0.006). However, the coefficient for the 

non-media sample is significant at the 10% level while the coefficient for the media 

sample is significant at the 5% level. Taken together, the results suggest that neither 

sample is driving the Treynor ratio results.  
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Results for the return to idiosyncratic risk ratio suggest that there is a distinction 

between the media and non-media sub-samples. The media sub-sample shows a negative 

and significant (at the 5% level) effect of SWF investment on return per unit of 

idiosyncratic risk. This disparate effect suggests that the media is indeed related to events 

that lead to the reduction in return per unit of idiosyncratic risk. This in turn suggests that 

perhaps the fears of the media are potentially well founded. As a result, traditional 

return/risk relations are skewed. 

Specifications (7) and (8) show that the market Sharpe ratio results are also driven by 

the media sample. At the market level, the relation between SWF investment and the 

Sharpe ratio is only negative and significant for the media sample (-0.072 and significant 

at 1%). Collectively, it can be argued based on our results that SWF investments have a 

potentially destabilizing effect market-wide. It can also be argued that the media is 

associated with events that will be destabilizing. 
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Table 7 Volatility Ratios for Sub-samples 

Panel A: Media vs. Non-Media Volatility Ratios 

  Target Sharpe Target Treynor Return to Idiosyncratic Risk Market Sharpe 

 Media Non-Media Media Non-Media Media Non-Media Media Non-Media 

 1 2 3 4 5 6 7 8 

SWF Investment -0.058*** -0.035** -0.006** -0.007* -0.321** -0.388 -0.072*** -0.001 

 [0.017] [0.015] [0.003] [0.004] [0.139] [0.256] [0.019] [0.016] 

Volatility Ratiot-1 -0.208*** -0.185*** -0.059 -0.331*** 0.120 -0.732*** -0.190*** -0.191*** 

 [0.028] [0.026] [0.041] [0.128] [0.096] [0.059] [0.030] [0.024] 

Mkt Returnt-1 -0.002 -0.002 -0.002*** -0.002 -0.257*** 0.054   

 [0.002] [0.001] [0.001] [0.001] [0.068] [0.035]   

Mkt Volatilityt-1 0.084* 0.022 0.060*** 0.073*** 4.587*** 3.316***   

 [0.047] [0.044] [0.007] [0.008] [0.366] [0.597]   

Target Size -0.007* 0.003 0.001 -0.000 0.008 -0.014   

 [0.004] [0.003] [0.001] [0.001] [0.028] [0.048]   

Investment ($) 0.001 0.000 0.001 0.001 0.052 0.035 -0.004 -0.013** 

 [0.006] [0.005] [0.001] [0.001] [0.053] [0.056] [0.006] [0.006] 

Same Country -0.006 -0.014 0.000 0.000 -0.237 -0.004 -0.000 -0.073** 

 [0.023] [0.029] [0.003] [0.006] [0.174] [0.396] [0.026] [0.030] 

Constant 0.076** 0.019 -0.005 0.004 0.053 0.264 0.079*** 0.099*** 

 [0.037] [0.034] [0.006] [0.007] [0.278] [0.475] [0.015] [0.014] 

Observations 1162 1557 1184 1610 1184 1610 1184 1610 

# of Targets 50 67 50 67 50 67 50 67 

Modelχ2 72*** 68*** 96*** 791*** 207*** 1003*** 54*** 74*** 

Pseudo R2 0.01 0.00 0.07 0.06 0.14 0.07 0.00 0.00 
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Table 7−Continued 

Panel B: G-10 vs. non-G10 Volatility Ratios 

  Target Sharpe Target Treynor Return to Idiosyncratic Risk Market Sharpe 

 G-10 Non-G-10 G-10 Non-G-10 G-10 Non-G-10 G-10 Non-G-10 

 1 2 3 4 5 6 7 8 

SWF Investment -0.019 -0.052*** -0.001 -0.009*** -0.032 -0.417*** -0.089*** -0.016 

 [0.022] [0.011] [0.001] [0.003] [0.026] [0.161] [0.021] [0.013] 

Volatility Ratiot-1 -0.152*** -0.216*** -0.214*** -0.237*** -0.198*** -0.518*** -0.190*** -0.191*** 

 [0.039] [0.019] [0.046] [0.023] [0.040] [0.050] [0.030] [0.024] 

Mkt Returnt-1 -0.101** -0.002 -0.003** -0.001*** -0.064 -0.024   

 [0.046] [0.001] [0.001] [0.000] [0.060] [0.031]   

Mkt Volatilityt-1 -1.763 0.028 -0.167*** 0.065*** 0.844 4.219***   

 [2.158] [0.032] [0.065] [0.008] [2.675] [0.384]   

Target Size -0.011** 0.004 -0.000 0.000 -0.017*** 0.014   

 [0.005] [0.003] [0.000] [0.001] [0.006] [0.030]   

Investment ($) -0.004 0.004 0.000 0.001 -0.005 0.076* -0.007 -0.007 

 [0.006] [0.004] [0.000] [0.001] [0.008] [0.044] [0.006] [0.005] 

Same Country 0.101* -0.022 0.001 0.002 0.064 -0.051 0.092** -0.074*** 

 [0.053] [0.017] [0.002] [0.004] [0.053] [0.201] [0.046] [0.018] 

Constant 0.103** 0.020 0.003* -0.001 0.127** 0.046 0.073*** 0.105*** 

 [0.048] [0.024] [0.002] [0.006] [0.057] [0.289] [0.015] [0.011] 

Observations 794 2604 820 2734 820 2733 820 2733 

# of Targets 35 114 35 114 35 114 35 114 

Modelχ2 48*** 157*** 54*** 316*** 55*** 1082*** 55*** 132*** 

Pseudo R2 0.01 0.00 0.01 0.02 0.02 0.07 0.02 0.00 

 

Note: The following volatility ratio regressions are specified: 

 

, 1,0 1,1 , 1 1,2 1 1,3 1 1,4 , 1,5 , 1,6 , 1,
m mSharpe Sharpe V R X SWFI F u

i t i t t t i t i t i t t
θ θ θ θ θ θ θ= + + + + + + +− − −

,      (6) 

, 1,0 1,1 , 1 1,2 1 1,3 1 1,4 , 1,5 , 1,6 , 2,
m mTreynor Treynor V R X SWFI F u

i t i t t t i t i t i t t
θ θ θ θ θ θ θ= + + + + + + +

− − −
,            (7) 

Re / Re /
, 1,0 1,1 , 1 1,2 1 1,3 1 1,4 , 1,5 , 1,6 , 3,

m mturn Idio turn Idio V R X SWFI F u
i t i t t t i t i t i t t

θ θ θ θ θ θ θ= + + + + + + +
− − −

.    (8) 

 

The Sharpe (Treynor) Ratios use the standard deviation of returns (Beta) as the denominator of the dependent 

variable and returns as the numerator.  Beta is the coefficient of the Rt
m  component of the following 
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regression: Ri, t = b * Rt
m + e . m

tV 1− , the lagged market volatility, is the average daily standard deviation of 

market index returns over month t-1. m
t

R
1− , the lagged market return, is the average daily log difference of 

the index related to given target over month t-1. X is a vector of firm characteristics including Target Size, 

which is the natural log of the target firm’s market capitalization. SWFI is a dummy variable equal to zero in 

the months before SWF investment and equal to one in the months after. Fi,t is a vector of investment specific 

information including Same Country and Investment ($ and %). Same Country is a dummy variable equal to 

one if the target is domiciled in the same nation as the SWF. Specifically, Investment ($) is the amount of the 

stake taken in the target by an SWF measured as the natural log of the investment in millions of US$. 

Investment (%) is the amount of the stake taken in the target by an SWF measured as the percent of the target 

acquired in the transaction. Standard errors are in brackets. * Significance at the 10% level. ** Idem, 5%. *** 

Idem, 1%. 

 



 

52 
 

E. The Role of Market Development 

 

In specifications (1) and (2) in Panel B of Table 7, we find a negative and significant 

relation between SWF investment and the target Sharpe ratio only in the case of the less 

developed target nations (specification (2) is -0.052 and significant at 1%). This result is 

consistent with the notion that less developed nations may be more susceptible to the 

possible destabilizing effects of SWFs. 

The negative relation between SWF investment and the target Treynor ratio is also 

driven by less developed target nations. Again, the relation is only significant in the non-

G10 sample (specification (4) is -0.009 and significant at the 1% level). This evidence is 

also consistent with targets from less developed nations being more likely to experience 

destabilization related to SWF investment. 

Results for the return to idiosyncratic risk ratio reveal that there is again a difference 

between the G10 and Non-G10 samples. The results suggest that at the firm level, results 

are driven by the Non-G10 sample.  Specification (5) shows that the return to 

idiosyncratic risk ratio is not significantly related to SWF investment for the G10 sample. 

However, specification (6) shows that the relation between the return to idiosyncratic risk 

and SWF investment is negative, -0.417, and significant at 1% for the Non-G10 sample. 

Again, we find that the firm level risk ratios are driven by less developed target nations. 

Specifications (7) and (8) show the results for the market Sharpe ratio for G10 and 

Non-G10 samples. We find that the results are driven by G10 target nations. Specification 

(7) shows that the relation between SWF investment and the Sharpe ratio is negative, -

0.089, and significant at 1% for the G10 sample. In specification (8) we see that the 
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relation between SWF investment and the market Sharpe is insignificant for Non-G10 

nations. These results contrast the firm level results and suggest that the market-wide 

reaction is driven by more developed nations. This may be due to a more efficient 

information transmission in these markets. 

 

F. Granger Causality 

 

Table 8 reports the results for Granger causality tests at the firm level for return, 

volatility, and return/risk measures. As in equations (9)-(13), the joint and cumulative 

significance of past information regarding SWF investment are tested and reported.   

We conduct the Granger causality tests on the fourteen firms in the sample that 

received more than one SWF investment in the sample period.  With respect to returns 

(specifications (1) and (2)), two of the fourteen firms show a significant causal relation 

between SWF investment and firm return. Both Citigroup and Mirvac Group show a 

significant (5% and 1%, respectively) causal relation in the joint tests. Although the 

cumulative test is significant only for Mirvac Group, we see that both Citigroup and 

Mirvac Group have a negative cumulative effect (-0.0481 and -1.1407, respectively).  

These results are consistent with event study results reported earlier. The results indicate 

that SWF investment Granger-causes a decrease in return for at least some firms in the 

sample: SWF investment has additional predictive power for a lower return in the 

presence of the past returns. 

Specifications (3) and (4) examine the dynamic causal relation between SWF 

investment and firm risk. Three of the fourteen firms in the sample show a significant 
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causal relation. ICICI Bank and Kerzner International show significant (at the 10% and 5% 

levels, respectively) cumulative effects of SWF investment of -0.0003 and -0.0047, 

respectively. Additionally, the joint test also reveals a significant relation for Merrill 

Lynch.  These results suggest that SWF investment is not only correlated with firm 

volatility, but also that the relation is causal. Consistent with previous results in the paper, 

we find that SWF investment causes a decrease in firm volatility. 

Only one of the fourteen firms shows a significant causal relation with respect to the 

firm’s Sharpe ratio (specifications (5) and (6)). Mirvac Group shows a significant (at the 1% 

level) causal relation in both the joint and cumulative test. The cumulative effect of SWF 

investment on the Sharpe ratio for Mirvac Group is -0.9636. As in the cross-correlation 

analysis, we find that SWF investment is associated with deterioration in the return/total 

risk relation. 

Specifications (7) and (8) correspond to the results examining the dynamic causal 

relation between SWF investment and the Treynor ratio. One firm in the sample, Mirvac 

Group, shows a significant (1% and 5%, respectively) causal relation in both the joint and 

cumulative tests. The cumulative effect of SWF investment on the Treynor ratio is -0.0138. 

This suggests that for Mirac, SWF investment is a cause of deterioration in the 

return/systematic risk relation. Again we find that systematic risk is not fully compensated 

for a firm even in causal relations. 

Finally, we examine the dynamic relation between SWF investment and the return to 

idiosyncratic risk ratio in specifications (9) and (10). Two firms, Matrix Laboratories and 

Mirvac Group, show statistically significant deterioration in the return/idiosyncratic risk 
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relation of -0.0007 and -1.0785 respectively. Ipoh shows a marginally significant 

improvement in the relation of 0.1360.   

The dynamic causal relations in Table 8 are generally consistent with the relations 

from our cross correlation analysis. We find that, for some firms, return is negatively 

affected by SWF investment. We also find that the decreased return is not sufficiently 

compensated by a decrease in total, systematic, or idiosyncratic risk. We find a significant 

causal relation between SWF investment and at least one of the dependent variables 

discussed above for seven firms in our causality sample.   

Of these seven firms, three received media mention (e.g., Citigroup, Ipoh, Merrill 

Lynch) while four did not (e.g., ICICI Bank, Kerzner International, Matrix Laboratories, 

Mirvac Group). Prior results in this paper have indicated that firm and market 

performance are related to the media. We now examine if the relation between 

performance and the media mention is simply a correlation or a dynamic causal one. Due 

to the limited nature of the data, this analysis can only be done using the three firms for 

which we found significant causal relationships. The sign of the cumulative effect on the 

three firms receiving media mention does not indicate that the media causes poor 

return/risk performance. There does not exist sufficient evidence to suggest that the media 

Granger-causes the destabilizing effect of SWF investment. 
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Table 8 Granger Causality 

Target Return Volatility Sharpe Ratio Treynor Ratio Return to Idio. Risk Ratio 

 Joint χ2 Cumulative χ2 Joint χ2 Cumulative χ2 Joint χ2 Cumulative χ2 Joint χ2 Cumulative χ2 Joint χ2 Cumulative χ2 

 1 2 3 4 5 6 7 8 9 10 

Advance Info Service  3.07 1.99 0.12 0.04 2.17 0.99 2.41 1.51 2.49 1.14 

R2 0.08   0.50   0.06   0.06   0.05  

Cumulative Effect  1.8700  -0.0058  0.4954  0.0200   0.0006 

Bank Danamon 1.26 1.2100 0.50 0.49 2.95 2.23 0.32 0.30 3.24 2.64 

R2 0.07   0.36   0.04   0.06   0.04  

Cumulative Effect  0.0000  0.0000  0.0000  0.0678  0.0000 

Bank Internasional Indonesia 1.45 0.61 0.42 0.04 1.57 0.46 1.45 0.64 1.64 0.50 

R2 0.05   0.61   0.05   .05   0.05  

Cumulative Effect  2.5523  -0.0233  0.4733  .0258  0.5358 

Citigroup 7.57** 1.00 2.24 0.08 3.28 0.99 3.85 0.46 3.51 1.07 

R2 0.15   0.62   0.05   0.12   0.05  

Cumulative Effect  -0.0481  0.0003  -0.0154  -0.0001  0.0000 

Globe Telecom 0.31 0.10 0.97 0.34 0.52 0.07 0.33 0.12 1.26 0.03 

R2 0.03   0.31   0.02   0.01   0.04  

Cumulative Effect  -0.6573  -0.0326  -0.2122  -0.0077  -0.1453 

ICICI Bank 0.60 0.16 3.92 3.72* 0.75 0.22 0.63 0.60 0.68 0.21 

R2 0.03   0.14   0.03   0.03   0.02  

Cumulative Effect  -0.0129  -0.0003  -0.0001  -0.0002  -0.0061 

Ipoh 1.37 0.36 0.41 0.30 3.53 1.94 1.50 0.91 5.50* 3.39* 

R2 0.19   0.54   0.08   0.03   0.10  

Cumulative Effect  0.1100  -0.0044  0.1054  0.0011  0.1360 

Kerzner International 0.03 0.02 4.05 3.92** 2.29 1.84 0.09 0.08 0.17 0.16 

R2                

Cumulative Effect 0.07 0.0152 0.68 -0.0047 0.10 0.0930 0.11 0.0003 0.05 0.0245 
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Table 8−Continued 

 

  Joint χ2 Cumulative χ2 Joint χ2 Cumulative χ2 Joint χ2 Cumulative χ2 Joint χ2 Cumulative χ2 Joint χ2 Cumulative χ2 

 1 2 3 4 5 6 7 8 9 10 

Matrix Laboratories 1.4 0.04 0.17 0.02 4.59 0.11* 1.45 0.06 4.92* 0.16 

R2 0.04   0.21   0.16   0.04   0.17  

Cumulative Effect   -0.0014   0.0000   -0.0006   -0.0000   -0.0007 

Merrill Lynch 1.66 0.57 4.81* 0.08 1.88 1.47 0.14 0.05 1.86 1.49 

R2 0.03   0.72   0.03   0.02   0.03  

Cumulative Effect  -0.0677  -0.0006  -0.0294  -0.0002  -0.0392 

Mirvac Group 15.25*** 4.07** 1.20 1.17 12.49*** 12.06*** 20.77*** 5.80** 14.35*** 12.64*** 

R2 0.54   0.82   0.26   0.57   0.29  

Cumulative Effect  -1.1407  0.0153  -0.9636  -0.0138  -1.0785 

PICICI 1.08 1.02 0.26 0.13 0.42 0.24 0.67 0.04 0.42 0.25 

R2 0.15   0.63   0.14   0.10   0.15  

Cumulative Effect   -0.0081  -0.0001  -0.0001  0.0000  -0.0001 

Proton Holdings 0.64 0.01 0.54 0.06 2.14 0.12 0.57 0.01 1.60 0.11 

R2 0.08   0.41   0.07   0.08   0.07  

Cumulative Effect  -4.6619   -0.2822  -7.5330   -.0316   -6.6059 

Time Engineering 1.33 1.04 1.01 0.04 2.80 1.73 1.74 1.44 2.59 1.49 

R2 0.02   0.36   0.05   0.04   0.04  

Cumulative Effect   -0.0341    0.0002   -0.0092    -0.0004   -0.0099 

Note: The following regressions are specified:  

2 2

1,0 1, 2,

1 1

t j t j j t j

j j

R R SWFδ δ δ− −
= =

= + +∑ ∑ ,     

                                                         

(9) 
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2 2

1,0 1, 2,

1 1

t j t j j t j

j j

V V SWFφ φ φ− −
= =

= + +∑ ∑ ,                

                                             

(12) 

2 2

1,0 1, 2,

1 1

( / ) ( / )t t j t j t j j t j

j j

R V R V SWFϕ ϕ ϕ− − −
= =

= + +∑ ∑ .           

                                            

 (13) 

Ri,t , the target return, is the average daily log difference of target stock price over month t.  SWFt is the size of the SWF investment. The 

investment amount is defined as the US$ amount of the investment. Vt is the standard deviation of returns over month t.  Rt/Vt represents the 

volatility measures defined previously. * Significance at the 10% level. ** Idem, 5%. *** Idem, 1%. 
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Ⅴ. Conclusions 

 

SWF investment has received increasing attention in the literature.  The drastic 

increase in SWF visibility has recently stirred up a lot of controversy about their potential 

to threaten the stability of markets and firms (among other things). This paper examines 

the effect of SWF investments on uncompensated risk. We find that these investments are 

associated with a statistically significant decrease in firm return performance, a marginally 

statistically significant decrease in firm volatility and a statistically significant decrease in 

market return. We find that total risk, systematic risk, and idiosyncratic risk relative to 

return have changed as the result of SWF investment. Inasmuch as we define 

destabilization as a deterioration of the return/risk relationship, we find evidence to 

support the contention that SWF investment is destabilizing. 

Examining sub-samples clarifies things slightly. Investments in non-financial targets, 

investments by SWFs in oil producing nations and investments garnering media attention 

drive the results for target firm return.  Investments by oil producing SWF nations, 

transparent SWFs as well as targets from non-G10 nations and events garnering media 

attention drive market return results. Firm volatility decomposition suggests that total risk 

is not sufficiently reduced to preserve the return/risk relation prior to the event.  This 

appears to be driven by events that receive media mention. Firm level results appear to be 

driven by Non-G10 target nations. Market-wide results appear to be driven by G10 target 

nations.   
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Beyond evidence of cross correlation, we provide some evidence that these relations 

represent a dynamic causal relation. Granger causality tests show that the results from the 

cross correlation analysis hold in dynamic tests for some firms in the sample. Results in 

this paper may be underemphasized since many events are recent and therefore not 

included in certain samples due to a lack of sufficient performance data around the 

investment event.   

Although these results raise additional questions, they provide some evidence to 

support the insinuations set forth by the popular press in recent months (at least for some 

forms of investment and in some nations). The cross correlations found in the media 

coverage sub-sample suggest that in their coverage of SWF news the media may be partly 

culpable for the very negative characteristics that they report to fear (i.e., destabilization). 

That said, Granger causality tests on this sub-sample falls short of providing evidence that 

the relation between firm performance and the media is dynamically a causal one. It is 

possible that the media is more likely to cover destabilizing events.   

Given the dearth of empirical research in this area, we intend to research additional 

topics in SWF investment such as their determinants and the influence of political ties 

between target domicile and SWF nations. 
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이 연구내용은 집필자의 개인의견이며 한국은행의 공식견해와는 무관합니다. 

따라서 본 논문의 내용을 보도하거나 인용할 경우에는 집필자명을 반드시 

명시하여 주시기 바랍니다. 

본 연구는 국부펀드(sovereign wealth fund, SWF)의 투자가 시장불

안정 효과를 가지는 경향이 있다는 일부 언론의 주장이 타당한지를 

실증적으로 검토하였다.  

실증분석 결과 국부펀드 투자는 투자대상이 되는 기업 및 시장

의 주가수익률을 유의하게 감소시키지만 이에 상응하는 정도의 위험 

감소는 수반하지 않는 것으로 나타났다. 특히 개별기업 주가수익률

의 변동성, 즉 총위험(total risk)을 체계적 위험(systematic risk) 및 개별 

위험(idiosyncratic risk)으로 구분하고 세 가지 위험 대비 주가수익률 

비율을 종속변수로 하는 패널모형을 추정한 결과 모든 모형에서 국

부투자는 이들 비율과 부(-)의 관계에 있는 것으로 분석되었다. 이는 

국부펀드 투자 이후 기업의 주가수익률이 하락하였으나 이에 상응하

는 위험 감소는 동반되지 않았음을 의미한다. 

또한 이러한 추정결과가 인과관계를 의미하는지 보기 위해 그랜

저 인과관계(Granger causality) 검정을 실시한 결과, 국부투자는 일부 

기업에 있어 수익-위험 비율의 악화, 즉 위험 감소로 보상되지 않는 

수익 감소를 초래한 것으로 분석되었다. 이상의 분석 결과는 국부펀

드 투자가 실제로 잠재적인 시장불안정 요소가 될 수 있음을 시사한

다고 하겠다.  


