
Divestment or Engagement: The Effect of Green

Investors on Corporate Carbon Emissions

Matthew E. Kahn (USC)

John G. Matsusaka (USC)

Chong Shu (Utah)

SHoF - ECGI Corporate Governance Conference

August 2024



Can financial markets address climate issues?

Contending views:

Divestment

vs.

Engagement

vs.

Private actors do not work

How to test:

Emissionsi;t+1

= � + � � Green Ownershipi;t + ei;t

e Divestment works: � > 0

e Engagement works: � < 0

e Neither works: � = 0
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Two Empirical Challenges: Part I

p How to measure green ownership?

p We focus on an important class of investors: public pension funds.

e Public pensions control a significant amount of capital, $5.6 trillion in

assets by one measure.

p pension funds’ preferences concerning carbon emissions can be

proxied by the political party that controls the fund.

e Democrats more favorable toward decarbonization than Republicans.

p We define a public pension fund as “green” in two ways.

‹ Governor of the state.

› Composition of pension board of trustees.
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