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Editorial

By Professor Christian Koenig

Th third issue of the Council on
eBusiness & Soci e

Global Voice comes to you at the beginning of
a new year and | would first like to wish a
happy, enjoyable and prosperous 2018 to all of
you who read us.

At a time when relations on an international
and global level seem at times strained, it is
perhaps fortuitous to highlight the positive
example of the Council on Business & Society
T a coming together of schools, faculty and
students from different continents, systems and
cultures. Despite the differences, and indeed
thanks to these differences, we manage to
open dialogue, share knowledge and understand each other through a common am i t r ai ni ng
responsible managers and leaders who combine business with an impact on the wider good.

2018 will see new initiatives from the Council. First, a will to widen the Council to new member schools and
universities with an aim to represent the five continents and provide our students, participants and readers with a
global voice faceted by a unique local perspective on business and society issues. How are business ethics seen,
for example, from a Chinese viewpoint? And how does this differ or converge with a European or Latin American
view and are their universal values that we can apply and follow when confronted with making difficult decisions?
The Council will also open up faculty exchange between the member schools with a Council on Business &
Society responsible leadership certificate awarded to students who follow the visiting professor course. The
Council Community blog will also encourage students and the wider public to give voice and opinion on CSR-
related questions. And finally, the Global Voice eMagazine will see improved design as well as offering new
sections aimed at helping professionals i whether managers, leaders, entrepreneurs, academics, NGOs or
policy-makers T tackle operational and theoretical issues relating to responsible leadership and business at the
service of society.

It remains for me to wish you an enjoyable read of the research-based articles included in this issue of Global
Voice. Comments on the topics covered are welcome, as well as your feedback, by visiting our website
www.council-business-society.org and dropping us a mail.

Best regards,

MJ\

Prof. Christian Koenig
Executive Director, Council on Business & Society

The Council on Business & Saociety

1 Council on Business & Society website: www.council-business-society.org
1 Council Community blog: councilcommunity.com
1

The Council on Twitter: @The CoBS
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TheCouncil on Business & Society

Recognizing the enormous role business can and must play in helping solve large-scale, global issues
facing the world, four business schools from around the world have formed a partnership: The Councll
on Business & Society. Through our individual and collective efforts, we strive to create and
disseminate knowledge about those issues and train future business leaders capable of and
committed to solving them.

The four schools that make up the Council on Business &
Society are:

ESSEC Business School, France, Asia-Pacific and Africa-Atlantic
FGV-EAESP, Brazil

School of Management, Fudan University, China

Keio Business School, Japan.
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The partner schools share a commitment to and belief in the power of academic excellence,
collaboration, innovation, and transformative leadership. Each is a recognised leader in management
education and offers a wide range of business-related degrees and executive programmes.

For further informationrand enquiriespleasecontact:

ESSEC Business School (France)
Mr. Tom Gamble
tom.gamble@essec.edu
+33 134 439 656

FGV-EAESP (Brazil)
Prof. And Vice-Dean Tales Andreassi: tales.andreassi@fgv.br
+55 113 799 7821

School of Management, Fudan University (China)
Ms. Elsa Huang: hzhuang@fudan.edu.cn
+86 212 501 1408

Keio Business School (Japan)

Mr. Hiroshi Takagi: hiroshi.takagi@kbs.keio.ac.jp
+81 455 642 045

The Council on Business& Society
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By Giovanni Pagliardi

Giovanni Pagliardi , award -winning PhD student at ESSEC Business
School, shares his research on 32 countries to disentangle the
different concepts of political risk and economic policy risk and
provide a ground -breaking decision -aid tool for international
investment and development funds.
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When the risk is high, we go for low
0 but what risk?

Imaglne you are an investor, a

government, a trader, a
company, a provider of development ajéind
you have ten billion dollars to invest. You take
two countries ¢ France and Turkey the
F2NX¥SNJ NI y1SR FYy2y3
terms of political stability, théatter the victim
of a recent coup, internal tension, and turmaoil
in neighboring Syria that threatens to spill
over the border. The question is: which one
would you feel more comfortable with in
placing your hareearned ten billion?
Instinctively, the anser would most probably
be France.

True, Turkey displays an incredibly high level
of political risk ¢ with its longterm
uncertainty and current troubles, it is
straightforward to understand why ¢
consequently appearing among the very last in
The Economistntelligence Unit international
political risk ranking. With respect to France,
the gap is huge. However, with a position of
mid-way through the rankings as far
aseconomic policy risie concerned, Turkey
performs better than France. So who do you
now chamse to invest in and reap those
returns? The same question was likely asked
of Spain in the period 2012016, when the
country faced high political turmoil and
difficulties in forming a stable government. As
reported in a recent article on Bloomberg,
howe\er, Spain in those same two years out
performed the Eurozone as far as GDP growth
was concerned despite its political turmoil.
Why? Because of effective economic reforms
implemented in the country.

New work on a sample of thirivo countries
by researchdllow Giovanni Pagliardi at ESSEC

Business School suggests that such decisions

deserve deeper thought before being made.
He disentangles the different concepts
of political riskandeconomic policy riskhe
former referring to government instability,
information access, transparency and political
event risk; the latter referring to the actual
implementation of the economic reforms by

the government, whether "good" or "bad"
economic reforms for the economy of the
country. He provides evidence that these two
sources of risk at the international level
display, surprisingly, very low correlation.
With the results, he then went on to analyze
the impact of these two sources of risk on

sovereign default risk and international
financial markets conovements.
(KS $2NIRQa o0Said Ay

Disentangling risk gives a surprising
picture

Traders, economists, politicians and
international bodies and organisations would
all like to have something tangible to hold
onto when on the brink of making heavy
investment or development aid decisions. This
time, it seems to be the case: by measuring
and comparing political risk and economic
L2t AOe NRA &l @
research was sparked by a realisation that no
one had formerly disentangled these two
sources of risk or given precise definitioms t
them. Indeed, if political risk and economic
policy risk are not differentiated, and only a
more general political variable affecting the
financial markets is considered, it implicitly
means that political risk and economic policy
risk have the same imga on financial
markets.

However, a surprising result that reinforces his
findings and the need to disentangle these
two sources of risk was that they have a
differential impact on the world of finance. In
his paper, Pagliardi shows that more effective
economic policies and lower political risk
translate into lower sovereign default
probabilities. In addition, he provides
evidence about the very high performance of
trading strategies that invest money in
countries that are better ranked as far as
these wo risk factors are concerned. Very
interestingly, this research sheds light on the
different relativemagnitudeof the effects

stemming from policy and institutional risks
on stock market performance arsmbvereign

default risk, and how combining this
information together can be beneficial for an
investor. Taking the two risks into

The Council on Business& Society

tl3f Al NRAQA



Global

Voice

consideration and disassociating the two can
help us to dive into the uncertainty driven by
the current political situation and events and
resurface with a clearer, truer view dhe
bigger picture from which to base our
investment, trading and political decisions.

Of politics, uncertainty and finance

CKAE Aad AYLRNIFYyldo®
world of Brexit, cooling UBussia relations,

9EOD

risk factors on stock markets and credit
default swaps.

Benefits o for all

The benefits of this research and a subsequent
model ¢ the Pagliardi Matrix¢ are multiple.
Professionals in thBnancial field, economists,

THE PAGLIARDI MATRIX ©
A Step Forward to Understanding
the Links Between Politics and Financial Markets

forthcoming elections in France anﬂﬂy and FRANCE - JAPAN — USA HONG KONG - HUNGARY | GREECE - PORTUGAL - ITALY
I KAyl Qa NBFR G2 ¢KFdG ¢ 93 23 33 |
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institutional issues and economic reforms are SEANY R bl (Gl - - gLl T
also often assessed with respect to the impact Ve v v 3y o
that they have on financial markets. — il h o
NORWAY - SWEDEN - CHILE CHINA

DENMARK - SWITZERLAND 5
Indeed, it is generally thoughthat political v vy 44 :
risk is the main aspect affecting sovereign Ee e

default risk. Hence, a stakeholder may think
that a deterioration of
the institutional situation of country A with
respect to country B, or the weakness of
government A with respect to governmeB,
can be associated with a future divergence of
the probability of default priced by the market
of these two countries.

However, we should ask ourselves what
political risk is exactly and how it can be
RSFTAYSR LINBSOAaSteod t |
show how to disentangle the different sources
of risk embedded in the notion of politics and
stemming from the impact that politics has on
the world of finance: there are countries with
high institutional risk but low policy risk, and
also countries withlow institutional risk and
high political risk. In these cases, which can be
identified clearly thanks to the Pagliardi
matrix, a useful and innovative tool developed
by the author, political uncertainty needs to

be further investigated in its different
components - institutional and economic
policy risk since the latter can convey

different information and may point in
opposite directions. Disentangling them and
assessing their impact separately becomes
therefore crucial. Pagliardi's research shows
the differential impact of these disentangled

Political risk
High

Medium
politicians and international organisations can
assess and predict more precisely which
countries are becoming riskier and with higher
default probability with respect to other
countriesby looking to their relativeconomic
policy risk and institutional risk. Their
decisions on which countries to invest in can
0SS akKl LISR

international level, showing that returns are
strongly affected by his politicailsk variable.
Traders and investors can thus more clearly
shape strategy to optimize succemsd be
able to consistently beat the market
generating high returns by choosing the
countries in which to invest according to these
disentangled political risk &ors, as
extensively shown in Pagliardi's research.

One essential lesson: ignoring variances in
political risk and economic policy risk would
lead to completely wrong conclusions about
the relationship between politics and finance
and the impact of the fomer on the latter.
wkiKSNJ GKFyYy Faadzys
FAY F2N £2¢¢3 owhatlshl (2
before letting go of your ten billion.
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