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Abstract: This paper presents a comprehensive analysis of the involvement of major 24 Sovereign Wealth Funds
(SWFs) in reputational risk scandal cases, utilizing data from Refinitiv spanning the period 2007-2020. These SWFs
collectively account for 87% of global SWFs' assets under management and 94% of their public equity holdings.
The study investigates whether SWFs were invested in the public equity holdings of companies involved in scandal
cases, both at the time of the scandal's appearance and during a two-year period before and after the event.
The findings reveal that commodity-based Reserve Investment Funds from developed countries with a liberal
investment style, particularly those characterized as balanced growth investors, exhibit over-proportional
involvement in reputational risk cases. This trend also holds true for SWFs with the highest levels of transparency
in environmental, social, and governance (ESG) and sustainable development goals (SDG) matters, which typically
rely on self-reported ESG information provided by invested companies. The findings raise questions about the
alignment of some evaluated SWFs' investment behaviours with their stated commitment to "walk the talk" on ESG
and SDG matters.

Key words: Sovereign Wealth Funds, ESG, reputational risk, exogeneous shock, special events, scandal cases,
Corporate Social Responsibility.

Introduction

Scandal cases are not uncommon in the financial industry, with Credit Suisse being just one recent
example. In addition to environmental damage, events such as the Volkswagen diesel gate affair and the
BP Deepwater Horizon disaster have resulted in significant losses for investors in terms of public equity
stakes. However, it is not just financial losses that result from such scandals - the reputational damage
to the companies involved and the industries they operate in can also be severe (Malik, Chowdhury,
Alam 2023, p. 2).

The involvement of Sovereign Wealth Funds (SWFs) in these scandal cases has attracted significant
attention in recent years (Liang, Renneboog 2020, p. 386). As large, government-owned investment
funds with significant assets under management, SWFs are expected to act as responsible, long-term
investors with a focus on ESG factors (Cuervo-Cazurra, Grosman, Megginson 2021, p. 80). However,
their involvement in reputational risk cases has raised questions about their alignment with ESG goals
and their impact on long-term sustainability.

Against this backdrop, this paper presents an analysis of the involvement of major 24 SWFs in
reputational risk scandal cases. These SWFs collectively account for a significant portion of global
SWFs' assets under management and public equity holdings (Aggarwal, Goodell 2018, p. 85; Farag,
Neupane, Marshall et al. 2022, p. 4). The study aims to investigate whether SWFs were invested in the
public equity holdings of companies involved in scandal cases, both at the time of the scandal's
appearance and during a two-year period before and after the event (Martinek 2021, p. 5). The findings
provide valuable insights into the investment behaviour of SWFs in relation to reputational risk scandals
and contribute to the ongoing debate around responsible investment and sustainable finance (Nobanee,
Alhajjar, Abushairah et al. 2021, p. 3).

Ministry of Education and Science H
Republic of Poland — DOSkonata
——= Nauka
['IP'(E)IC-h) Czestochowa
N A Facult A Department of Applied Sociology
N I KA gpjr‘;irlf:lt(aylogy [ =nl ) of I\;I.lanyagement [KSS|ZZL) and Human Resource Management

171



IEM 2=

Background, History, Review-of-Literature, and Methodology of the research

Private investors, whether through direct equity investments or investments in Exchange Traded
Funds (ETFs) and mutual funds, may lack the expertise, time, and financial resources to identify
potential scandal cases before they occur. Institutional investors, on the other hand, are expected to have
the intellectual resources and capacity to investigate such matters in advance. SWFs are considered one
of the most influential types of institutional investors in the global financial system, alongside pension
funds and insurance companies (Bortolotti, Fotak, Megginson 2015, p. 3012). Their massive assets
under management and long-term investment horizons give them significant power to shape the
financial markets, and their investment behaviour has an impact on the overall stability and sustainability
of the system (Dyck, Lins, Roth et al. 2019, p. 701).

While SWFs may have different financial backgrounds, including commodity-based investments in
oil and gas, their primary goal is to preserve state-owned capital over the long term (Gangi, Meles,
Mustilli et al. 2019, p. 440). As such, they are expected to act as responsible, long-term investors with
a focus on ESG factors. However, their involvement in scandal cases has raised questions about their
alignment with ESG goals and their impact on long-term sustainability (Wurster, Schlosser 2021, p. 16).

Investigating the involvement of SWFs in reputational risk scandals is important for several reasons.
First, as significant investors in public equity holdings, SWFs have the potential to exert significant
influence on the companies they invest in (Aizenman, Glick 2009, p. 372; Grasso 2017). Additionally,
as large and influential investors in the global financial system, SWFs have a unique responsibility to
consider ESG factors in their investment decisions. This is not only important for promoting long-term
sustainability and stability in the financial system, but also for ensuring that SWFs align with the values
and priorities of their respective countries and citizens. Finally, as major players in the global financial
system, the investment behaviour of SWFs can have significant implications for the overall
sustainability and stability of the financial system (Megginson, Fotak 2015, p. 782; Bassan 2015).

The global financial industry has been rocked by numerous scandal cases over the years, with more
than 20 high-profile cases having emerged in recent times. These cases have resulted in significant
financial losses for investors, as well as irreparable reputational damage for the companies involved and
their respective industries (Liang, Renneboog 2020, p. 411; Dai, Song, You et al. 2022, p. 2).

Examples of such scandal cases include the Volkswagen diesel gate affair, which resulted in the
company paying billions in fines and compensation for manipulating emissions data, and the BP
Deepwater Horizon oil disaster, which caused the largest marine oil spill in history and cost the company
billions in clean-up efforts and settlements.

The widespread impact of these scandal cases on the financial industry highlights the importance of
responsible investment practices and the need for investors to carefully consider potential reputational
risks associated with their investment decisions.

The reputation of companies and industries can be severely impacted by scandals, resulting in
significant financial losses and long-lasting effects. The objective of this research is to investigate the
involvement of SWFs in public equity holdings of companies that have been involved in reputational
risk scandals. The study covers a time frame of 13 years, from 2007 to 2020, and aims to provide insights
into the investment behaviour of SWFs and their potential impact on long-term sustainability,
particularly in relation to ESG factors. Using data from Refinitiv, the study examines the involvement
of 24 major SWFs by AuM and available public equity holding data in these scandal cases. These SWFs
collectively manage a significant portion of global assets under management and public equity holdings.
By analysing their investment behaviour during the period leading up to, during, and after the scandal
events, the study aims to provide valuable insights into the role of SWFs in promoting responsible and
sustainable investment practices.
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The findings of this study will provide valuable insights into the investment practices of SWFs and
their potential impact on long-term sustainability, particularly regarding ESG factors. As responsible,
long-term investors, SWFs are expected to promote sustainable investment practices and mitigate
potential risks associated with scandal events.

By understanding the investment behaviour of SWFs in relation to reputational risk scandals,
stakeholders can work towards improving the overall transparency and accountability of the global financial
system. This study is significant to investors, regulators, and policymakers alike, as it highlights the need
for responsible investment practices and promotes the long-term sustainability of the financial system.

An increasing number of studies (Liang and Renneboog, 2020; Farag et al., 2022) have examined
the extent to which SWFs integrate ESG considerations into their investment decision-making
processes. These studies have typically analysed the relationship between the ownership stakes of
underlying companies and their ESG scores. For example, Liang and Renneboog (2020) found that
SWFs take both historical ESG performance and recent improvements in ESG scores into account when
acquiring ownership stakes in publicly traded companies. However, ESG scores have several
limitations, including reliance on self-reported information, which may result in opaque content
(Bautista-Puig et al., 2021; Johan et al., 2013; Jory et al., 2010).

Table 1. Definition and description of variables

0 ’
Variable Type Scale Level  Binary Varlable': S Additional information
Categories
INVESTMENTI Dependant Nominal Yes ?:“ﬁgs”’ Investment in ESG scandal case
ESGi (X1i) Independent Nominal Yes ?:“ggs’,’ ESG disclosure of the SWF
SDGi (X21) Independent Nominal Yes ?:“ggs’)’ SDG disclosure of the SWF
.. 0=“Commodity”,
Origin ofassets Independent Nominal Yes 1="Non-
(X31) L
commodity
1=“Savings Fund”,
2="“Pension
Reserve Fund”,
3="“Development
Purp O(S;:ig SWE Independent Nominal Fund”,

4="“Stabilization
Fund”, 5=“Reserve
Investment Fund”,
6="Other”
0="“No data”,
1=“Liability
Driven Investor”,
Independent Nominal 2=" Balanced

Investment Style

(X51) Growth Investor”,
3="“Strategic
Return Maximizer”
Country’s 0="“No data”,
Economic . 1="Frontier”,
Development Independent Nominal 2=“Emerging”,
(X6i) 3=“Developed”

Source: Own study

Involvement of SWFs in defined public equity scandal cases is defined as investment and disinvestment
in at least 1 out of 20 investments during 2007-2020.
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Hypothesis 1 (H1): SWFs do avoid investments in public equity scandal cases by taking into account
both historical ESG performance and recent improvements in ESG scores when acquiring ownership
stakes in publicly traded companies.

To test and then possibly find support for the hypothesis, the following alternative null hypothesis has
been formulated:

Hypothesis 0 (HO): SWFs do not avoid investments in public equity scandal cases by considering both
historical ESG performance and recent improvements in ESG scores when acquiring ownership stakes
in publicly traded companies.

The Logit Regression Models for the dependent variables are as follows:

INVESTMENTI = Logit (b0 + b1*X1i + b2*X2i + b3*X3i + b4*X4i + b5*X5i + b6*X6i) + ui

The findings suggest that the hypothesis HO can be confirmed at a confidence level of 95%. SWFs
do not avoid investments in public equity scandal cases by considering both historical ESG performance
and recent improvements in ESG scores when acquiring ownership stakes in publicly traded companies.
Hence, we must reject hypothesis H1. The findings reveal that commodity-based (Figure 1) Reserve
Investment Funds (Figure 2) from developed countries (Figure 3) with a liberal investment style,
particularly those characterized as balanced growth investors (Figure 4), exhibit over-proportional
involvement in reputational risk cases. This trend also holds true for SWFs with the highest levels of
transparency in ESG (Figure 5) and sustainable development goals (SDG) (Figure 6) matters, which
typically rely on self-reported ESG information provided by invested companies (Klein 2021, p. 45).
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Figure 1. Bar chart showing involvement of top 24 SWFs by AuM in public equity scandal cases— by origin of assets

Source: Own study
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Figure 2. Bar chart showing involvement of top 24 SWFs by AuM in public equity scandal cases— by purpose of SWF

Source: Own study
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Figure 3. Bar chart showing involvement of top 24 SWFs by AuM in public equity scandal cases —
by country’s economic development

Source: Own study
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Figure 4. Bar chart showing involvement of top 24 SWFs by AuM in public equity scandal cases —
by investment style

Source: Own study
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Figure 5. Bar chart showing involvement of top 24 SWFs by AuM in public equity scandal cases —
by transparency on ESG goals

Source: Own study
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Figure 6. Bar chart showing involvement of top 24 SWFs by AuM in public equity scandal cases —
by transparency on SDG goals

Source: Own study

Discussion

The findings of this research shed light on the potential misalignment between the investment
behaviour of certain SWFs and their stated commitment to ESG and SDG matters. It suggests that certain
SWFs, such as the Government Pension Fund Global (Norway), the Korea Investment Corporation
(Korea), the Alberta Investment Management Corporation (Canada), and the Texas Permanent School
Fund (United States of America), have a higher involvement in global scandal case investments.

It supports the results of studies performed by e.g., Liang and Renneboog (2020) and Farag et al.
(2022). They have provided support for the integration of ESG considerations by SWFs in their
investment decision-making processes. These studies typically explore the correlation between SWFs'
ownership stakes in companies and the companies' ESG scores. Liang and Renneboog (2020)
specifically found that SWFs consider both the historical ESG performance of companies and their
recent improvements in ESG scores when acquiring ownership stakes in publicly traded companies.

Despite the positive results from these studies, it is important to acknowledge certain limitations
associated with ESG scores. Notably, these scores rely on self-reported information, which can lead to
potential issues related to transparency and accuracy. Scholars such as Bautista-Puig et al. (2021), Johan
et al. (2013), and Jory et al. (2010) have pointed out the concerns related to opaque content stemming
from the use of self-reported data in calculating ESG scores.

While it may be due to their larger portfolio size and diversified equity holdings, this does not
guarantee protection from the impact of scandal cases. In addition, the engagement of SWFs in scandal
cases has prompted significant scrutiny regarding their commitment to ESG goals and their potential
impact on long-term sustainability (Wurster & Schlosser, 2021, p. 16). These scandals have cast doubt
on the extent to which SWFs prioritize responsible investment practices and ethical considerations in
their decision-making processes. Such incidents have led to concerns about the overall credibility and
credibility of SWFs in terms of upholding ESG principles and contributing to sustainable development.

In some cases, there might be a time lag between current reporting on ESG and SDG topics and
historical self-reported ESG data as basis for an investment decision. A change in ESG figures has not
been considered. Furthermore, the influence of SWFs on ESG data of underlying assets has not been
considered in this analysis.

It is crucial to understand whether SWFs consider only self-reported ESG and SDG data or rely on
independent sources for their investment decisions. This leaves room for further research to investigate
how SWFs can better align their investment behaviour with their commitment to sustainability and
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responsible investing. As significant investors in the global financial system, SWFs must prioritize the
long-term sustainability of their investments and consider reputational risks associated with investing in
companies with poor ESG practices.

Conclusion

In conclusion, the study presented a comprehensive analysis of the involvement of major SWFs in
reputational risk scandal cases over a 13-year period from 2007 to 2020. The findings suggest that the
financial involvement of SWFs in scandal cases is correlated with various characteristics of SWFs, as
well as countries' domestic economic conditions and risk factors. The study raises questions about the
alignment of some SWFs' investment behaviour with their stated commitment to ESG and SDG matters.
It highlights the importance of promoting responsible investment practices and mitigating the potential
negative impacts of reputational risk scandals. Further research is needed to investigate whether SWFs
consider independent ESG data sources when making their investment decisions.

Therefore, we recommend further research in this area using independent data sources. These
findings are of great significance to investors, regulators, and policymakers and can contribute to the
stability and sustainability of the global financial system.
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