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Motivation

• Institutional investors movement against climate change.

• Large asset managers → Do nothing? VS Gone so far?

• - BlackRock and Vanguard both voted in 2017 to require Exxon Mobil to 

produce a climate change report (CNBC News in Oct. 2019) vs Support 

more fossil fuel intensive companies

• Q: Do institutional investors walk the (green) talk? 

• Why focusing on foreign institutional investors? 

• Characteristics: Independent, knowledgeable and more resources 

• More effective in dealing with corporate governance issues around the 

world (Gillan and Starks, 2003JAF; Ferreira and Matos 2008JFE) 



Research Questions

• Do foreign institutional investors drive down corporate carbon 

emissions? 

• Why do foreign institutional investors push firms to reduce 

corporate carbon emissions?

• Through what mechanisms can foreign institutional investors 

affect corporate carbon emissions? 



Institutional Background & Motivation

• Why China?

• - China emitted around 27% of the world’s GHG in 2019, which surpassed 

those emitted by the OECD and all EU member states. (Rhodium Group 

Report)

• - Policymakers: Carbon emission peak before 2030; Carbon neutrality 

before 2060; The QFII scheme…



Institutional Background & Motivation

• History of Chinese Capital Market Open-Up
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Institutional Background & Motivation

2021 Q1 Ownership of China’s 

A-Share market (Est. Market Cap)

Source: WIND

2015-2021 Q1 Foreign Ownership of 

China’s A-Share market (Est. Market Cap)

Source: WIND



Literature Review & Contribution

• The role of foreign institutional investors in corporate governance 

practices, such as corporate innovation (Luong et al., 2017JBFA; long-term 

investment (Bena et al., 2017JFE), CSR (Dyck et al., 2019JFE; Li et al., 

2020JBFA), global financial reporting convergence (Fang et al., 2015JAR), 

minority shareholder protection (Huang and Zhu, 2015JCF), internal control 

quality (Li et al., 2021IRFA), etc., 

• The increasing focus of shareholders on corporate environmental 

behaviour in the context of climate change

• - Hedge fund activism: Chu & Zhao, 2019WP, Akey & Appel, 2019WP; 

Naaraayanan et al., 2021WP

• - Socially responsible mutual funds (SRMFs): Dasgupta et al., 2021RES; 

Heath et al., 2021WP; Kim et al., 2019MS

• - State ownership: Hsu et al., 2020WP

• More related: Azar et al., 2021JFE (Big Three Ownership & CO2 ) & Li et al., 

2020JBFA (Foreign Ownership & CSR)

• Contributing by investigating the role of foreign institutions in corporate 

carbon reduction in China, where foreign investors have tightly restricted 

access to the local stock market + Expanding the understanding on why and 

how foreign institutions are willing to engage with firms on environmental 

issues. 



Hypotheses Development
• Why do QFIIs engage with firms on carbon reduction?

• -Financial motivation: The financial implication of climate risk 

(Krueger et al., 2020RFS) → The monetary value of portfolio 

holdings is associated with investee firms’ exposure to climate risk 

(in terms of physical risk, regulatory risk and transition risk). 

• Benefits of reducing carbon exposure: Higher financial returns 

(Matsumura et al., 2013AR; In et al., 2019WP; Gibson et al., 

2017WP; Hartzmark & Sussman, 2019JF) or lower risks (Ilhan et al., 

2021RFS; Hoepner et al., 2016WP). 

• -Social motivation: QFIIs have fiduciary duties on their clients, which 

requires them to take account of moral or ethical factors in their 

investment processes (Krueger et al., 2020RFS). 

• Well social-norm towards ESG issues & External pressure from 
conformity to rules → Transplant social awareness to investee firms (Dyck et 

al., 2019JFE). 

• The dark side of QFIIs: short-term investment horizons (Bushee, 

2001CAR)? Informed investors with speculative trading (Zhang et al., 

2017CGAIR)? 

Hypothesis: The presence of QFIIs does not affect corporate carbon emissions



Empirical Strategy 

• - QFII: An indicator variable that equals one for firms with at least one 

QFII over four quarters within the year, and zero otherwise

• - Carbon Intensity: Firms’ annual carbon emissions (Scope1, 2 and     

3), which is measured in equivalents of metric tons of carbon       

dioxide, divided by firms’ total revenue (CO2/Revenue), by firms’ 

total assets (CO2/Assets) and by firms’ total market capitalization 

(CO2/MV) at the end of the year, respectively  (Ilhan et al., 

2021RFS)

• - Controls & Fixed Effects (Year, Industry/Firm & Region FE)



Sample and Data

• Corporate carbon emissions data: The Institutional 

Shareholder Services (ISS) database (ESG Carbon & Climate 

Impact)

• -Climate scope1/2/3 emissions, Emissions source, Emissions 

reported/estimated trust, etc. 

• Foreign institutional ownership data: China Stock Market & 

Accounting Research (CSMAR)

• Firm-level Financial data: China Stock Market & Accounting 

Research (CSMAR)

• A-share listed firms on the Shanghai/Shenzhen Stock Exchange 

(Main+SME+Sci-tech Innovation Board)

• The final sample consists of 1,977 firms with 13,839 obs from 

2012 to 2018 (After merging ISS with CSMAR)



Table 1 QFII & Corporate Carbon Emissions 

(Baseline)



Endogeneity: IV Estimation
IV: An indicator that takes the 

value of one if a firm is eligible 

for trading under SH-HK/SZ-HK 

stock connect scheme, and 

zero otherwise. 

Year

Industry

Region 

FE



Endogeneity: PSM Approach



Mechanisms Exploration 

• Voting power mechanism

• Institutional investors can exert governance influences via “voice” 

(e.g., shareholder proposals, proxy voting and private engagement 

with management), or “voting with their feet” (selling shares to exit) 

(Gillan & Starks, 2000JFE; Edmans, 2009JF). 

• >>> The effect of QFIIs’ decarbonization is more pronounced when 

QFIIs have more voting power (QFIIs as one of Top10 largest 

shareholders)

• Common ownership mechanism

• QFIIs holding more same-industry peers can achieve the economy of 

scale (e.g., facilitating knowledge and information-sharing across 

peer firms → The easier generalization of similar decarbonization 

patterns across peer firms because of commonalities among same-

industry firms) (Ramalingegowda et al., 2021CAR). 

• >>> The effect of QFIIs’ decarbonization is more pronounced for 

QFIIs with common ownership (QFIIs holding multiple investee firms 

within the same industry)



Table 2  

Economic Mechanisms



Further Analysis & Additional Tests (1)

• The influence of QFIIs’ social norm 
The rankings of Environmental 

Performance Index (EPI) 

(Dyck et al., 2019)

The regulatory quality scores 

underlying the Worldwide 

Governance Indicators (WGI) 

(Li et al., 2020)



Further Analysis & Additional Tests (2)

• Heterogeneous effects by firms’ geographic location

“Coastal provinces” (11): 

Liaoning, Hebei, Shandong, 

Jiangsu, Zhejiang, Fujian, 

Guangdong, Guangxi, Hainan, 

Tianjin, and Shanghai 

(Jiang et al., 2014)



Further Analysis & Additional Tests (3)

• Heterogeneous effects by QFIIs’ geographic location



Further Analysis & Additional Tests (4)

• Alternative measure of QFII The fraction of a firm’s shares 

owned by QFIIs in a given year



Conclusion

• I explore the impact of foreign institutional investors on 

corporate carbon reduction in China. 

• - The presence of QFIIs promotes investee firms’ decarbonization

• - QFIIs’ climate engagement can be realized through voting power 

and common ownership mechanisms. 

• - The effect of portfolio decarbonization is more pronounced: 

>>> when QFIIs are domiciled in countries with higher social norm   

(i.e., better environmental performance and higher regulatory   

quality)

>>> when firms operate in the inland provinces with higher 

exposures to air pollution

>>> when QFIIs are domiciled in Asia and Australasia with closer      

geographical distance to China



Thanks for your time!

Any questions?



Table A 

Sample distribution by industry group



Table B Descriptive statistics

Variables No. of obs Mean SD P25 Median P75

CO2/Revenue 12,231 2.77 2.14 1.12 2.34 3.90

CO2/Assets 12,232 2.20 1.91 0.73 1.71 3.13

CO2/MV 12,219 8.28 2.34 6.77 8.05 9.58

QFII 13,839 0.17 0.37 0.00 0.00 0.00

FirmSize 13,839 22.20 1.28 21.29 22.04 22.95

Leverage 13,351 0.08 0.10 0.00 0.03 0.12

PPE 13,839 0.22 0.17 0.09 0.18 0.31

ROA 13,839 0.04 0.05 0.01 0.03 0.06

BM 13,360 −0.60 0.48 −0.87 −0.49 −0.23

Growth 13,621 0.19 0.45 −0.02 0.11 0.27

BoardSize 13,823 2.15 0.20 2.08 2.20 2.20

FCFF 13,624 0.03 0.18 −0.03 0.06 0.13

SOE 13,832 0.41 0.49 0.00 0.00 1.00

GDP 13,839 10.97 0.44 10.61 10.99 11.32



Stock Connect Scheme
• Target: Building a “unified” Chinese stock market which 

allows qualified mainland China investors to access 

eligible Hong Kong shares (Southbound) as well as Hong 

Kong and overseas investors to trade eligible A shares 

(Northbound) subject to a certain amount of daily quota

• Time: 2014 for SH-HK pilot  & 2016 extended to SZ-HK 

pilot

• Eligible Stocks (Northbound): 

• The constituent stocks of the SSE 180 Index and the 

SSE 380 Index, the constituent stocks of the SZSE 

Component Index and the SZSE small/Mid Cap 

Innovation Index which have a market capitalization of 

more than RMB 6 billion, and all the other SSE/SZSE-

listed A shares which have corresponding H shares listed 

on Hong Kong Stock Exchange

• So far, the “Stock Connect” scheme covers over 2,000 

eligible equities in Shanghai, Shenzhen and Hong Kong 

Stock Exchange. 

The increased investment 

flows to China 

Source: WIND 


