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Research Question
• How do state ownership and geopolitical factors
affect foreign investment?
o “Liability of foreignness” reduces foreign investment
o Governments often favor domestic firms over their
foreign counterparts in mergers and acquisitions –
”economic nationalism” Serdar & Erel, Journal of
Finance 2013

2

We argue: State ownership raises investment sensitivity
to geopolitical factors

• Foreign state investors face higher liability of
foreignness (compared to private investors)
o State control increases the outsider status of the firm
o Host is concerned over its political or strategic
objectives
• Objectives incongruent with the host’s national
interests
• Gains from investment turned into economic,
security, or other advantages

Additional “net benefit”
test for state-controlled FDI
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We seek to build on 3 research streams
• Interstate Relations and Foreign Investment
Based on dyadic FDI flows, so cannot examine state
ownership (e.g., Li & Vashchilko JIBS 2010; Lee & Mitchell JCR 2012)
• Foreign Investment by SOEs
Based on characteristics of host countries and target
firms. Interstate relations absent. Mostly from China
(e.g., Wang et al JIBS 2014; exception, Karolyi & Liao WP 2013)

• SWF Investment (mostly Finance literature)
Focus on commercial behavior. Divergent patterns
from private investors assumed political. Interstate
relations absent (surveyed in Megginson and Fotak WP 2014;
exception Knill et al, J Corp Finance 2012, but no benchmarking)
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Empirical Setting: Sovereign Wealth Funds (SWFs)
• SWF definitions and which investors qualify vary
o We follow definition used by Sovereign Investment Lab
(Megginson and Fotak 2014)
• fully state-owned
• investment fund, not operating company
• pure wealth – no liabilities/future commitments (unlike pension
funds, social insurance)
• separate entity, not part of central bank or finance ministry
• foreign investment exposed to financial risk

• We compare geographic patterns and disclosure
of foreign investment by SWFs and private firms
• SWF foreign investment huge (~$7 trillion in assets,
far exceeding hedge funds Source: SWF Institute homepage)
 policy, research interest

5

Advantages of SWF Approach
Research motivation
• Cleaner comparison with private investors than are
operating SOEs
o Operating SOEs often partly private, listed muddies comparison
o As pure investors, SWFs can’t bring targets operating experiences or
capabilities, removing key unobserved-heterogeneity source
• Differences in investment patterns due to political factors or SWF
managers’ ability to choose targets

Policy motivation
• Relations between top SWF home countries & largest
host countries for FDI often problematic 
propitious
setting for studying geopolitical influences
• Host policy responses 
importance of assessing
non-commercial objectives (mostly in Finance literature)
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Argument
SWFs face higher liability of foreignness than private
firms when
(1) home-host country relationship is adversarial
o Inter-state political relationships influence FDI decisions (Li &
Vashchilko, 2010)
o CNOOC surrenders control of Gulf oil reserves, in contrast to
government approvals for Norway’s state-owned Statoil
(Bloomberg, 2013)

(2) Greater FDI restrictions in host country
o FDI restrictions 
suspicion of foreign investment,
significant control issues, national pride, or perceptions of
national sovereignty
o Greater backlash against foreign state involvement
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Argument
(3a) Host-country policymakers concerned about SWF
opacity.
SWFs (except Norway) disclose very little about investment
portfolios, inherently opaque due to (a) not being listed, and
(b) disclosure reveals the use of state finances, potentially
harmful to leaders

(3b) Alternative view – SWFs disclose more than private
firms, due to greater liability of foreignness of state
ownership, to alleviate suspicion about motivations.
• Little empirical research. Cannizzaro and Weiner WP
2014 find SOEs more opaque than private MNEs in the
global oil industry
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Hypotheses
H1: SWFs are more sensitive than private investors to
target-country political relations with their home
country
H2: SWFs are more sensitive to host-state FDI policy
restrictions than are private investors

H3a: SWFs are less likely to release information about
acquisitions than private investors
H3b: SWFs are more likely to release information about
acquisitions than private investors
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Challenges in Studying SWFs
•
•
•
•

SWFs highly opaque
SWF sponsoring countries not random
SWF transactions not consistently coded
SWF transactions geographically concentrated
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New Micro-Data on M&A Transactions
6965 completed cross-border M&A transactions during
1987-2012, for at least 5 percent of target firm
excludes many SWFs purchasing small stakes in many
firms via stock markets (e.g., Norway)
SWF deals:
547, 7.85%
Private firm deals: 6418, 92.15% from SWF home countries
17 SWFs from 10 countries investing in 86 countries (with
co-investors from 12 non-SWF countries in some deals).
Top 10 active SWF countries (at least 10 SWF deals)
account for 96.85% of all SWF transactions within SDC.
Data sources: SDC Platinum (6702, 96.17%), augmented
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by Zephyr (206, 2.96%), and Capital IQ (61, 0.88%)

Variables and Method
Dependent variable: 1 if investment is by SWF and 0 if by
private investor From M&A literature; designed to capture
differences between SWFs and private investors

Independent variables (predicted sign of effect on likelihood
of investment by SWF vs. private investor):
(-) Diplomatic risk: Global Data on Events, Location and Tone
(GDELT) and Goldstein (1992) scale

𝑓𝑐𝑜𝑜𝑝 𝑤𝑐𝑜𝑜𝑝 + 𝑓𝑐𝑜𝑛𝑓 𝑤𝑐𝑜𝑛𝑓
𝐷𝑖𝑝𝑙𝑜𝑚𝑎𝑡𝑖𝑐 𝑟𝑖𝑠𝑘𝑠𝑖𝑗𝑡 = −
𝑓𝑐𝑜𝑜𝑝 + 𝑓𝑐𝑜𝑛𝑓 + 𝑓𝑛𝑒𝑢𝑡
(+) Military alliance dummy (COW)
(-) UN voting dissimilarity (Voeten)
(-) FDI policy restrictiveness (Pandya)
(-) Deal value information dummy

Null expectation: if SWFs and private firms are not any different
in their sensitivity to political and policy factors, then we
should not find any significant effect.
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Variables and Method
Control variables:
Deal level: multiple acquirer dummy, energy sector target
dummy, finance sector dummy
Country level: acquirer GDP, target GDP, British common
law dummy for target, target energy endowment (log of
fuel exports over merchandise exports)
Bilateral level: institutional distance, political regime
dissimilarity, geographical distance
Year fixed effects
Method: logit with robust standard errors clustered over dyad;
conditional logit in sensitivity analysis
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Average Marginal Effects on Probability of Target Acquired by SWF
(1)
(2)
(3)
Diplomatic risk
-0.00864**
-0.00843**
-0.00881**
(0.00364)
(0.00365)
(0.00423)
Military alliance
0.0633***
0.0669***
0.0727
(0.0234)
(0.0239)
(0.0472)
UN voting dissimilarity
-0.0147
-0.0133
-0.0960**
(0.0405)
(0.0401)
(0.0474)
Deal value information
0.0193**
0.0323***
(0.00813)
(0.00853)
FDI restrictions
-0.196*
(0.111)
Finance target
0.0582***
0.0587***
0.0754***
(0.0112)
(0.0109)
(0.0140)
Energy target
0.0449**
0.0441**
0.0417*
(0.0179)
(0.0177)
(0.0219)
Multiple acquirers
0.0930***
0.0915***
0.0974***
(0.0137)
(0.0141)
(0.0170)
Institutional distance
0.0727*
0.0707
0.113*
(0.0434)
(0.0430)
(0.0592)
Regime dissimilarity
0.00904***
0.00928***
0.0115***
(0.00172)
(0.00174)
(0.00277)
Distance
0.0303***
0.0296***
0.0625***
(0.0102)
(0.0103)
(0.0169)
Fuel export/exports
4.73e-05
5.01e-05
0.000529
(0.000315)
(0.000320)
(0.000705)
Target legal origin
0.00563
0.00444
-0.00133
(0.0118)
(0.0118)
(0.0211)
Acquirer GDP
-0.0411***
-0.0418***
-0.0496***
(0.00574)
(0.00579)
(0.00737)
Target GDP
0.00480
0.00499
0.0111
(0.00542)
(0.00538)
(0.00808)
Number of Dyads
369
369
221
Observations
6,191
6,191
4,028
Robust standard errors, clustered over dyad, in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Findings
SWFs differ systematically from private firms in foreign
investment behaviors. Geopolitical factors and
liability of foreignness explain such differences.
Compared to private firms, SWFs are
• less likely to acquire firms in target countries that
have poor political relations with the home country
• more likely to reveal information on deal value
• more sensitive to FDI policy restrictiveness.
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