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                                                                             ABSTRACT
Over the past few years, Sovereign Wealth Funds (SWFs) have been used by governments worldwide as an important financial vehicle to manage their national wealth and to create competitive advantage in global markets. SWFs are state owned funds typically financed through balance of payment surpluses of international trade, foreign currency deposits, IMF reserves and other national funds such as pension funds and oil funds. The present paper provides a comprehensive analysis of SWFs and their relevance for financial markets. The first section gives an introduction about SWFs and the incentives for the nations to establish them. The second section reviews the growth of SWFs since their inception in 1950s highlighting the forces driving surge in the sovereign funds. It details the changing investment choices of SWFs over the past years. The third section examines the shift in the pattern of regional distribution of SWFs towards fast growing emerging markets. It briefly analyses the reasons for this shift. Fourth section sheds light on the benefits that these funds bring to the countries of origin and to the recipient countries. It also addresses the macroeconomic consequences and concerns raised by their activities in the context of cross border flows of direct investments. It reviews the available empirical evidence on the validity of these concerns. The fifth section of the paper proposes that by engaging in FDI, sovereign funds can play an instrumental role in sustaining the developing and emerging economies that are vulnerable to FDI decline. It explores how the issues related to SWFs require a multilateral response through WTO to strike a bargain between nations with SWFs seeking a safe and liberal access for their investment and the recipient nations that have concerns about the motives and operations of SWFs. The sixth section makes a general insight into the framework and provisions of Santiago Principles that some of the members endorsed in October 2008 to serve as voluntary framework for governance and accountability arrangements as well as the investment practices of SWFs. The last section concludes that in view of their past performance, the role of SWFs in socioeconomic development of countries will remain significant. From policy perspective, lack of transparency and good governance are major issues. In this direction, a regulatory mechanism is required through multilateral organization such as WTO. Sovereign investors will make progress towards more transparency, but this progress would be gradual and its pace will vary among countries.

 Section I
 Introduction
SWFs are owned directly by a Sovereign Government and managed independently of other state financial institutions
. With a focus on greater potential returns than in the past, they have come to play a vital strategic role by directly linking their high return investments to the goals of economic diversification and socio-economic development. There are several incentives for countries to set up SWFs: 
· Macroeconomic stabilization: Economies want to create assets that can ensure a long term stream of revenue to cushion themselves against commodity price fluctuations and thereby promote domestic stability. Properly linking SWFs to macroeconomic policies can increase fiscal discipline. They help balance the budget in deficit times and reduce government debt. 

· Reserves for future generations: SWFs can help countries focus on long term goal of accumulating wealth for future generations when oil reserves are exhausted. 

· Higher Investment returns: Economies holding SWFs have far higher reserves than needed for normal usage and they are trying to widen the reach of their investment portfolio across countries to diversify the sources of their wealth and maximise returns. By foreign investment governments are attempting to forestall the Dutch disease of rapidly appreciating currencies
.

·  Development of domestic industries: some SWFs have been used to restructure and encourage industries at home.

These funds were initially concentrated in the oil producing countries with large foreign exchange reserves but the scenario changed during 1990s when SWFs across the world grew significantly in number and asset size. Their explosive growth has led to the apprehension that these investments are ridden by political objectives to acquire control of strategically important assets. However, to date there is no empirical evidence that SWFs pursue any political objectives. They are investing in countries that are financially rewarding regardless of the political regime
. SWFs investment decisions are similar to those of any other wealth managers. Policy makers world-wide frequently voice concern about the possible negative effects that SWFs can have on their economies. Such concerns have prompted the call for global regulatory measures. One such arrangement that can be applicable SWFs is negotiations through WTO. The SWFs contribution to the capital markets, stabilizing financial markets and providing equity injections to troubled institutions is highly recognized. As such, SWFs are likely to be a tremendous source of wealth creation for the nations for many years to come.

 Section II
  Emergence and Growth of Sovereign Wealth Funds        
Sovereign Wealth Funds are key players in today’s global financial arena. They are dynamic institutional investors in both industrialised and developing countries. Currently, SWFs control an aggregate $ 6.0 trillion in assets under management, up from 3 trillion in 2007
. They represent a crucial source of capital especially in terms of alternative asset classes as they continue to increase their influence on worldwide economy. Their ability to act as long term provider of capital has made them prominent as investors. What is new about SWFs is their size, anticipated rate of growth, recent investment trends and countries of origin. Standard Chartered has projected that SWFs assets would reach $ 13.4 trillion over the next decade
. During the last decade, spurred by fiscal and trade surpluses as well as rising investment opportunities thrown by globalization, SWFs across the world grew remarkably in number and increased their asset size to historic proportions. Table-1 shows major SWFs with total assets under management. They have existed since 1950s when Kuwait pioneered the establishment of its sovereign fund Kuwait Investment Authority (KIA) in 1953. Abu Dhabi Investment Authority (ADIA), the largest SWF was established in 1976. Alaska launched its SWF in 1976. Among the older and most successful is Singapore’s Temasek Holdings which was created in 1974. During the period of rising oil prices (2000 – 2008), SWFs of oil exporting nations increased dramatically due to significant increase in their foreign exchange reserves. At the end of 2009 more than 80 SWFs with an estimated total of $ 6.0 trillion were identified. In 2010 alone, nearly twenty governments, mostly from emerging economies, considered to establish SWFs
.
Table 1: SWF Corporations and their Assets 
[image: image1.emf]Name of Funds Year founded Source Billion US$

Abu Dhabi Investment Authority 1976 Oil 875

Singapore Investment Corporation 1981 Non-commodity 330

Norway Government Pension Fund-Global 1990 Oil 322

Saudi Arabia Various Funds n/a Oil 300

Kuwait Invetsment Authority 1953 Oil 250

China Investment Corporation 2007 Non-commodity 200

Hong Kong Monetary Authority Investment Portafolio 1998 Non-commodity 140

Stabilisation Fund of the Russian Federation 2003 Oil 127

China Investment Company  2003 Non-commodity 100

Singapore Temasek Holdings 1974 Non-commodity 108

Australia Government Future Fund 2004 Non-commodity 50

Libya Reserve Fund n/a Oil 50

Qatar Investment Authority 2000 Oil 40

US Alaska Permanent Fund  1976 Oil 40

Brunei Investment Agency  1983 Oil 35

Ireland National Pension Funds 2001 Non-commodity 29

Algeria Revenue Regulation Fund  n/a Oil 43

South Korea Investment Corporation  2006 Non-commodity 20

Malaysia Khazanah Nasional  1993 Non-commodity 18

Kazakhstan National Oil Fund 2000 Oil, gas and metals 18

Source: Deutsche Bank Research, "Sovereign Wealth Funds, State Investment on the Rise", September, 2007 


Source: Compiled from Deutsche Bank Research 2010, World Investment Report – Various Issues.
It can be observed from table-1 that a larger proportion of SWFs are of recent origin. Among some of the notable SWFs are, the China Investment Corporation (CIC), Stabilization fund of Russian Federation, Singapore’s GIC and Temsek and Abu Dhabi Investment Authority (ADIA). Large current account surpluses enabled these nations to build up such large sovereign funds. The export led growth of Asian economies like Singapore and China have given these countries considerable additional income and an inducement to seek higher returns on their accumulated wealth. After financial crisis they realised that it is better to have their own reserves instead of relying on IMF to bail them out at the time of crisis. Singapore’s success in promoting socioeconomic growth through SWFs is exemplary. Its SWFs has been remarkable in the development of industries in technology, transportation and logistics. Oil and natural gas exporting countries remain the largest holders of SWFs. Around 50 percent of sovereign assets are in the hands of middle east nations, followed by 30 percent of assets held by Asian funds and the rest held by Russia, Norway and Africa.
  Changing Pattern of Investment Portfolio

SWFs are a varied group with different policy mandates, investment styles, and risk appetite. They diversify foreign currency reserves across nations, asset- classes, and currencies as their purpose is to boost the return on accumulated sovereign wealth. Until recently most SWFs were content to keep most of their cross border investment confined to safe but low return assets. Foreign exchange reserves of oil producing countries were invested in treasury notes and deposits in the international banks mainly of US and European countries. Some of these “petro-dollars” were in turn loaned to developing countries and generated additional benefits for international banks. In recent years, this portfolio allocation has changed drastically. SWFs have diversified their holdings and acquired assets across countries and currencies as their purpose is to boost the return on accumulated sovereign wealth. Now SWFs are increasingly being invested in private equity, hedge funds and commodities.  They have also moved into acquisition of high profile real estate. The finance sector, in particular, has attracted the attention of several SWFs .During financial crisis they acted to recapitalize world’s largest banks such as Morgan Stanley and Merill Lynch and provided substantial infusion of fresh capital to large banks under stress, helping to contain the crisis of 2008
. SWFs now engage directly with the management of investor companies, take over companies to bring expertise and knowledge into the region and invest in start-up companies to create a wide new horizon of opportunities. They have also come to acquire more active social roles in the recipient countries. Another noticeable change has been that SWFs have increasingly shifted from portfolio investment to foreign direct investment (FDI). Today major part of SWFs holdings is accounted for by foreign investment, although some SWFs restrict their portfolio to domestic assets or diversify across both foreign and domestic assets.
  In 2010, SWFs channelled about 1/3rd of their direct investment to private equity funds and other funds
.   Their cross border mergers and acquisitions have immensely increased during 2000s. SWFs have also invested in automotive, aerospace, metals, mining and energy firms. In 1987 the KIA bought more than 20 percent of British petroleum (BP), at that time recently privatized. Taking the matter under consideration, the UK Monopolies and Mergers Commission decided that this large share would constrain British Petroleum from acting competitively. As a result KIA reduced its shareholding to 9.9 percent
. The investment choices of wealth funds are crucial as SWFs do have moral and fiduciary responsibility to their governments to ensure that their investments are profitable.                                            
Section III
 Regional Distribution of SWFs 
Traditionally, Europe and North America have been the targets of choice of SWFs investment, specifically those in US and UK. This choice is indicative of and reinforces close strategic and historic ties between the two sides. In addition to it, western markets have witnessed a high level of political stability and predictable legal and financial systems. This feature of SWF concentration on investing in markets of the west has increasingly shifted to emerging markets in Asia particularly India and China. A number of economic and political factors have contributed to this gradual shift: 
· Emerging markets have registered much higher economic growth rates than US and European economies. Hence, the rates of return on investments in emerging markets have proven very attractive financially. 
·  With increasing privatization of public enterprises in many middle-east countries and the proliferation of Islamic financial institutions have created large investment opportunities and attracted capital that would previously have been invested abroad. 
· Attempts of investment protectionism by the developed world are causing a gradual change in region wise distribution of SWFs. If developed economies continue to raise barriers to state owned investors emerging market would appear even more attractive. Several investors have declared a hold on investment in America either because of fear that their deals may be blocked or a belated realization that their leap into the financial sector may have been too soon. At the same time, emerging markets have been actively courting investments from sovereign funds.
·  An additional driver is continuing capital inflows to emerging markets, particularly Asia and Latin America and to some advanced economies such as Switzerland, as investors reduce their exposure to fiscal crisis in the US and the Euro zone. 

· The investment climate in several Asian and African economies is becoming more conducive as active investors look for new destinations. Many are developing their capital markets to seek foreign investment. The foreign assets of Qatar Investment Authority (QIA), a strategic investor, were estimated to grow from $65 billion in 2009 to $ 120 billion in 2011
. CIC, established in 2007 and an active investor in energy, natural resources and infrastructure related assets, received $100-$200 billion in new funds in 2010. 

While SWF assets are quite small in comparison to global market capitalization and total financial assets, they are large when compared to market capitalisation of emerging markets. Since most developing nations already run net surpluses and many of them still control their exchange rates, a significant capital inflow from any source is a challenge for the policy makers. The interest of SWFs in developing countries is a good sign but these nations need to take a close look to maximize the benefits from foreign investment. Brazil, Russia and India received more SWF investment than ever before during 2010. India was particularly popular with Singapore funds investing a total of $582 million
. In absolute amount it may be a small sum but such active sourcing of Indian market has been observed for the first time.

Section IV

 Benefits Spelled by SWFs to the Global Economy
· Financial Benefits –It is widely accepted that economic efficiency is improved as capital looks for the greatest expected areas of success.  SWFs have long term investment horizons, high tolerance for risk and generally have no commercial liabilities; therefore, they are well placed to withstand market pressure in times of crisis and unforeseen events, contribute to stabilizing financial markets and offer new source of liquidity for global capital markets.

· Promoting Peaceful Relations – Global investment interests lead to a desire to reduce inter-country violence. They consolidate peaceful relations between nations by facilitating mutual dependence between the investing and the recipient countries. 

· Ideal investors for developing Countries – In many ways SWFs seem like ideal investors able to pass on knowledge to developing economies and probably less likely to impose political conditionality. With their focus on economic returns and materials, emerging market investors may be more targeted towards the identified infrastructure needs of African countries. Many SWFs are located in resource rich but poorly diversified economies. By investing in a wide variety of industries, the possible negative effects on country from lower resource prices can be partially offset
. 
· Technology transfer – It is a key part of the deals concluded by SWFs. Some emerging market corporate and SWFs already have expertise in related areas and may be able to pass it on to make higher returns. The SWFs of countries like Singapore and Malaysia seek specific knowledge transfer through investment in private equities of technical and start-up companies and in research and development (R&D) investment. Singapore’s Temasek Holdings invests largely in technology industry in addition to investments in life sciences and telecommunications. It has invested in companies in Silicon Valley that provides the US with high- tech products. 

· Diversification Benefits- Since their investment choices are governed by strong financial performance, benefits that flow from such performance include the ability to create greater savings for future generations, reduce government debt and enhance fiscal discipline, help stabilize domestic economy and earn returns beyond those traditionally earned. SWFs clearly create diversification benefits to the home country. Diversification reduces risk by reducing the level of unsystematic risk. Many SWFs are located in resource rich but poorly diversified economics. By investing in a wide variety of industries; the possible negative impact on the country from lower resource prices can be partially offset. Further, earnings from the fund can be used to fund socially desirable economic and social projects.

· Increased access to foreign capital – the most obvious advantage to host countries, created by the growth of SWFs, is the increased access to foreign capital. They have aided global society by infusing capital into companies that might otherwise have needed government support or who might have failed .During financial crisis and decline in commercial bank, mortgage bank, and investment bank values, SWFs stepped in to add capital to the struggling companies. Anchor investments of Dubai International Capital (DIC) are in aerospace manufacturing services and airports sector. This provides a way to import aerospace technology and form international partnerships that actively promote worldwide economic growth
.
· Pursuing socioeconomic goals- The contribution of SWFs to economic growth can go beyond investment returns. A strong wave of economic integration supplemented by the development of WTO agreements along with the ease of financial flows enabled by technology allows SWFs around the world to engage in socioeconomic development in new ways.  
 Apprehensions about SWFs
· Threat to the economic competitiveness and national security: SWFs are viewed by some as potentially a threat to the economic competitiveness and national security interest of the recipient nations. A number of SWFs have been acquiring significant stakes in foreign companies. CIC, Singapore’s Temasek, KIA and QIA are glaring examples. As their economies will continue to outstrip growth in rest of the world, they have the potential to acquire certain technology or target sensitive sectors such as energy and defence areas. Substantial amount of cross border holdings in official hands are at a contrast with today’s general conception of market based global economy and financial system in which decision making is in the hands of private agents pursuing purely commercial objectives.
· Lack of Transparency: Despite explosive growth in the number of SWFs very few of them publish information about their assets, management and investment strategies. This lack of transparency on part of investors reinforces the recipient country’s concern and promotes a culture of unfair practices.  Three areas need to be mentioned-governance structure which includes information regarding who manages the funds and what are the procedures for auditing and supervision, investment objectives stating the goals and time horizon to pursue the; and implementation and strategy aspect disclosing the size, asset composition, risk limits and returns. While most funds reveal very little information, Norway’s SWF is an important example because the fund operates in an extremely transparent manner. On the other hand AIDA has been in existence for more than thirty years but has yet to reveal its fund size, portfolio structure and investment objectives.
· Lack of Reciprocity: Policy makers in the US and many European countries argue that most of these SWFs originate in countries that largely do not adhere to western ideals of democracy and free market. This may be termed as lack of reciprocity. The set of values under which the western markets operate and the system of their governments are very much different from those held by the owners of sovereign funds. On the basis of the political freedom and economic freedom scores, tables 2 and 3 explain the disparity between most SWF owners on one side (except Norway and Singapore) and receiving countries (US and UK) on the other.

[image: image2.emf][image: image3.emf]
· Concern regarding the absorption of increased flows towards developing countries.            Many small emerging markets of Asia already run current account surpluses, meaning that they ultimately have net outflows. Greater investment from SWFs may put pressure on emerging market currencies. If countries continue to try to limit upward movement, reserve accumulation may continue and possibly activate more SWFs as reserves exceed the needed levels. In addition to it, challenges of sterilizing the effect on money supply would be high. Such investments could potentially create profound destabilizing effects in the host countries, for example, by causing disruptions and volatility of markets through abrupt sell-offs.
· Cost to SWFs country of origin: Financial capital invested abroad may instead be used to improve social infrastructure at home. Investing outside improves and strengthens the growth of foreign economies at the expense of domestic economy. As they shift their portfolio away from risk averse assets to greater equity investment, the cost of equity capital would be artificially lowered abroad and it rises domestically. To the extent that financial capital is invested abroad, the needed capital movements and innovations at home are ignored.
· Poor investment choices: Several funds have apparently made some poor investment choices. The China Investment Corporation purchased a large stake in the Blackstone Group only to see that there was substantial loss in investment during the economic downturn. If SWFs cannot meet their performance objectives, reassessments should be required. SWFs need to have market discipline tied to performance if such funds are going to maximise the value of investment of the citizens of the country.
  The Empirical Evidence
The source of most policy concerns emanates from the recent explosive growth in investments by SWFs; however, there is little hard evidence for any of these concerns bearing out. The argument that SWFs exacerbate market uncertainty also appears to lack empirical foundation. The comparative advantage of SWFs is that they can hold large positions for long stretches of time, withstanding short panics and downturns. SWFs would therefore be expected to function in a counter cyclical stabilizing manner. The bulk of recent SWF equity investment has been for either non-voting shares or stakes too small to warrant corporate control. Financial analysts identify the primary strategic goal of SWF as acquiring expertise or technology that can facilitate economic development in the home country’s pre-existing comparative advantage. Arab SWFs, for example, are more likely to acquire equity stakes in energy sector. Singapore’s Temasek has been more likely to acquire port facilities. Monitor group (2008) recently examined 785 SWFs equity purchases from 2000 to present. They found that invest in strategic sectors like transport, defence, aerospace and high technology comprises less than 1 percent of the value of all purchases
. SWFs are investing in countries that are financially rewarding regardless of the political regime. Allocation disclosure is an important step towards transparency but should not only be a requirement for SWF managers but also for other institutional investors, either public or private. Importantly SWFs tend to be passive rather than active investors. With such a limited controlling stake, SWFs can hardly be viewed as possessing control over companies, at least directly.
 Section V

Foreign Direct Investment and SWFs
 Over the past two decades there has been a strong support from governments worldwide for promoting foreign investments and SWFs have been major contributors of it. It is universally acknowledged that global FDI has the potential to sustain long term economic development through encouragement to exports and employment generation. During 1990s there was a steady expansion of FDI which reached a peak in 2000. FDI flows declined for a few subsequent years and then continued to increase after 2004. However, since post crisis years global FDI flows have registered a consistent fall. World Investment Report (WIR-2011) forecasts that FDI flows will take yet another two years to recover to pre-crisis level. According to the report, FDI flows in 2010 were still 15 percent below their pre-crisis average and 37 percent below their 2007 peak
. This is in contrast to the trend in global trade and industrial output which were back to pre crisis level. The WIR also reveals that some of the poorest regions of the world continued to see declines in foreign investment flows including Africa, land locked developing countries and least developed countries. It indicates that the developing world would be in vulnerable situation and may suffer the most. SWFs can play a vital role in sustaining foreign direct investments. They are potentially important sources of capital. Although investment figures from SWFs in FDI are modest so far, potential that these funds have as investors is enormous. Over the period 1990-2007 the developing and emerging economies have achieved nearly twice as high the rate of real GDP growth than their counterpart developed economies. Many empirical studies have proved that FDI has had a positive influence on higher rate of GDP growth
. Since developing nations have high dependency on inward FDI flows, a reversal of the growth trend in FDI is likely to have an adverse impact on these economies.  To avoid such an impact, SWFs can play a lead role in contributing prominently to FDI flows.
The WTO and SWFs
On SWFs, there is a bargain to be struck between the countries with sovereign funds who want a secure and liberal right of entry for their capital and the capital importing countries that have concerns about the objectives and operations of SWFs. WTO is a proper forum for such obligations. Its services agreement GATS already covers investments by SWFs and its rules can be applied directly to SWFs. Out of the total investments done by SWFs, more than 45 percent are in services sector
. If one of the WTO member country invests its sovereign wealth in a services company of another WTO member country any attempts to block such investment by using some protectionist measures can involve WTO procedures based WTO member country’s obligations in the GATS. However, GATS rules only apply if foreign entity has significant control over the acquired company and therefore a minority investment by SWF will not be sufficient for them to be applicable. GATS also provides for the general and specific exceptions that can frequently be applied to investment by SWFs
.  
Attempts to facilitate FDI in services in the WTO have led to quite some achievement in providing security of access to foreign investors. In the past FDI inflows were largely in one direction from industrial to developing nations. Today, capital flows, to a greater extent, in both directions. Developing nations are increasingly exporting capital which creates new opportunities for international cooperation in WTO. The new capital exporting nations want free and safe access to the financial markets of industrial nations to maximise the returns on their holdings of capital while diversifying the attendant risks.  A multilateral action through WTO is required in this area from the perspective of countries with SWFs since they do not want to be subject to whims of unilateral actions by the countries receiving these funds. In this context mention may be made of the announcement by the German Chancellor Angela Merkel that her government was considering setting up a system similar to US where there is committee on investment that can recommend that the president of US can block FDI which are deemed to be a threat to national security. The nation has retained the right to disallow SWF controlled acquisitions in strategic areas. Such unilateral action could acquire protectionist stand in guise of national security. 
Besides, highly diverse and stringent standards may be imposed by the investment receiving nations putting undue cost of compliance on SWFs and hence affect efficient flow of capital. Even if such restrictions are reasonable there is likely to be difficulty in monitoring compliance with them unilaterally or even bilaterally. At the same time capital importers have legitimate worries about the intentions of these transactions, especially since the SWFs are owned by the governments. A mutually beneficial deal is there for taking. WTOs dispute settlement board (DSB) can play a role in resolving SWF related issues. WTO members that establish SWFs would be required to ensure that it was driven exclusively by the objective of maximising returns                                           
 Section VI

 Regulatory Issues and Santiago Principles

Sovereign wealth funds have been acquiring significant stakes in foreign companies in recent years, mainly China Investment Corporation (CIC), Singapore’s GIC and Temasek, Kuwait Investment Authority (KIA), Qatar Investment Authority and SWF of Russia. As such, there is a growing apprehension that as their economies and revenues will continue to outstrip growth in the rest of the world, they will be able to acquire even larger stakes in sensitive sectors such as energy, telecom, and financial services. Policy makers in the west frequently raise concern about foreign investor’s potential control over their strategic sectors and threat to national security. This has prompted the call for control measures to regulate SWFs investment. 
The IMF and International Forum of Sovereign Wealth Funds (IFSWF) jointly endorsed Santiago Principles in October 2008.  They are a set of twenty four voluntary guidelines. Through them IMF has tried to address the concern of transparency and governance of wealth funds. So far 26 nations have signed into the principles.  Santiago Principles define SWFs as: special purpose investment funds and arrangements that are owned by the government and created for macroeconomic purposes to manage assets to achieve financial objectives where the investment strategies include investing in foreign financial assets
. They cover three areas: First, sound objectives and legal framework to facilitate the formulation of an appropriate investment strategy. Second, a sound institutional and governance framework that demarcates the functions of the owner, governing body and management in order to ensure accountability and operational independence. Third, a clear investment and risk management structure to promote a disciplined investment process and sound investment operations. By being able to review the principles and make possible smooth dissemination, proper understanding and implementation of the principles, SWFs could continue the confidence building measures and improve their asset management practices. Santiago Principles, if followed, would facilitate a platform for a more efficient flow of foreign direct investment.                                                           
  Conclusion

The role of SWFs in the socioeconomic development of the economies will remain significant despite any intermittent financial setback. Outlining the respective roles of government and fund managers in carrying out investment operations, as well as, setting strict and transparent guidelines for corporate governance, could greatly increase the standing of SWFs. Furthermore, articulation of the corporate responsibility and ethical guidelines provide for good governance. Its advantage to the countries is that it leads to creation of an automatic process that takes effect without the need for frequent government interference. Transparency and accountability is more likely to lead to a successful operation of the fund in terms of good returns, savings and macroeconomic stabilization as well as better fiscal policy control.

 There is a need to strike a balance between public’s right to know and legitimate management practices. It is likely that sovereign investors will make progress towards more transparency, but this progress would be gradual and its pace will vary among countries. Here Norway’s SWF is a glaring example because the fund operates in an extremely transparent manner. China’s and Singapore’s SWFs reflect their pursuit of aggressive socioeconomic development. Changing trends in global imbalances will continue to shape the SWF development and their investment. International principles will provide incentives for wealth funds facilitating their acceptance in foreign markets and political environments.
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