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SOVEREIGN WEALTH FUNDS: A GROWING FORM OF STATE 
CAPITALISM
Owned or controlled by States, albeit separate from central banks, Sovereign 
Wealth Funds (SWFs) draw their revenue from either natural resources or 
from trade surpluses. With the massive accumulation of foreign reserves, 
these institutions have moved away from a passive approach to asset mana-
gement to a more long-term proactive investment strategy, embodying 
a form of State capitalism. In 2011, these funds managed assets worth 
USD 3,000 billion (from 500 billion in 2003) and made 237 direct invest-
ments worth USD 81 billion (a 15% increase in the number of investments 
and a 42% increase in their value compared to 2010). 

THAT INDUCES SOMES RISKS INTO THE GLOBAL ECONOMY
The growing influence of SWFs raises questions regarding: the 
consequences on the economy and finance of the home country, should 
these investments be mismanaged; the concern that these funds may pur-
sue strategic, non-financial interests; the risk of protectionist retaliation 
by host countries against such strategic behaviour; and the uncertain 
impact on the international financial markets and global economy. These 
risks need to be carefully assessed, and managed. 

BUT IS ALSO AN OPPORTUNITY FOR THE TRANSITION  
TO A GREEN ECONOMY
SWFs are long-term institutional investors. Unlike some private inves-
tors, they steer clear of the unbridled scramble for immediate profits. 
And contrary to pension and mutual funds or insurance companies, they 
have no long-term debt and no obligation to make future payments at 
fixed dates. A small number of highly dynamic funds are working to set 
up a common financing platform for green infrastructure. This positive 
move must be accompanied and supported, without naivety, but also with 
open-mindedness.
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INTRODUCTION

Sovereign wealth funds (SWFs) are owned or 
controlled by sovereign States, which invest all 
or a part of these funds’ resources outside of 
national territory. Some have been in existence 
for over several decades. Yet it is only in recent 
years that they have attracted particular atten-
tion due to various emblematic investments and 
investment projects: the acquisition of the Pirée 
Port Management Company in Greece by the 
China Ocean Shipping Company; investment 
projects in the United Kingdom’s nuclear sector 
by China Guangdong Nuclear Power Group and 
China National Nuclear Power Corporation; etc. 
More recently, in 2012, the Qatar Investment 
Authority’s project to invest in French suburbs 
has made the headlines. 

1. ACCUMULATION OF FOREIGN 
EXCHANGE RESERVES
However, these projects are not always SWF 
investments in the strict sense. The world of 
sovereign wealth funds is vast and complex and 
its frontiers are porous. Generally, a distinc-
tion is drawn between SWFs and other forms 
of sovereign investment1 such as central banks 
and foreign exchange reserve funds (which are 
designed to control inflation and help stabilise 
exchange rates, and thus invest in liquid assets 
carrying a low risk); stabilisation funds (which 
are intended to counter external economic shocks 
and which also privilege liquidity rather than 
return on investment); pension funds (which 
have clear obligations to pay retirement indem-
nities at precise dates); national development 
funds (which invest their resources in their 

1.  Sovereign Investment Lab Annual Report, 2011.

home country) and finally, state-owned enter-
prises (often in strategic sectors, such as natural 
resources or infrastructures). 

These SWFs draw their revenue from either 
natural resources (mainly oil and gas) that are 
owned, controlled or taxed by the State (SWFs in 
the Middle East and North Africa and Norway) or 
from trade surpluses (chiefly the Asian SWFs). 
SWFs may have several goals:2 to protect against 
the volatility of revenues stemming from commod-
ity exports; to mitigate other negative effects of a 
heavy dependency on natural resources and the 
exchange rate appreciation that may result from 
such dependency and thus reduce the competitive-
ness of other sectors exposed to international com-
petition (“Dutch disease”); and to transfer natural 
resource wealth to future generations, given that 
these resources are exhaustible. 

The massive accumulation of foreign reserves, 
stemming from trade surpluses caused by global 
macroeconomic imbalances, has also increased 
the sterilisation costs of these reserves so as to 
reduce their inflationary effects. This has led to 
the creation of institutions —sovereign wealth 
funds— separate from central banks and other 
reserve funds in order to move away from a pas-
sive approach to asset management (investment 
in bond markets, mainly American Treasury bills) 
to more proactive approach (investments bringing 
higher returns and thus higher risks, mainly on 
the stock market) and thus reduce costs, and even 
make a profit. 

2. Direction générale du Trésor et de la Politique économ-
ique, “The conditions for a positive contribution of sover-
eign wealth funds to the world economy”, Trésor-Econom-
ics Letter No.28, January 2008.
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2. PURSUING STRATEGIC INTERESTS

Table 1. Sovereign wealth funds, assets under management by end 2011.
COUNTRY FUND NAME INCEPTION YEAR SOURCE OF FUNDS AUM (US$BN)
Norway Government Pension Fund – Global 1990 Commodity (Oil) 582.9

UAE/Abu Dhabi Abu Dhabi Investment Authority 1976 Commodity (Oil) 450†

China China Investment Corporation 2007 Trade Surplus 374.3

Kuwait Kuwait Investment Authority 1953 Commodity (Oil) 296†

Singapore Government of Singapore
Investment Corporation

1981 Trade Surplus 220†

Singapore Temasek Holdings 1974 Government-Linked
Companies

141.6

Qatar Qatar Investment Authority 2005 Commodity (Oil & Gas) 135†

China National Social Security Fund 2000 Trade Surplus 130*

Russia National Wealth Fund 2008 Commodity (Oil) 89.8

Australia Australian Future Fund 2006 Non-Commodity 76.5

Libya Libyan Investment Authority 2006 Commodity (Oil) 64.2

Kazakhstan Kazakhstan National Fund 2000 Commodity (Oil) 52.3

UAE/Abu Dhabi International Petroleum Investment 
Company

1984 Commodity (Oil) 49

UAE/Abu Dhabi Mubadala Development Company 2002 Commodity (Oil) 48.2

Republic of Korea Korea Investment Corporation 2005 Trade Surplus 45

Brunei Brunei Investment Agency 1983 Commodity (Oil) 39

Malaysia Khazanah Nasional Berhard 1993 Government-Linked
Companies

34.1

Azerbaijan State Oil Fund of Azerbaijan (SOFAZ) 1999 Commodity (Oil) 29.8

Ireland National Pension Reserve Fund 2001 Non-Commodity 18.9

New Zealand New Zealand Superannuation Fund 2001 Non-Commodity 15.5

Bahrain Bahrain Mumtalakat Holding 
Company

2006 Government-Linked
Companies

13.5*

UAE Emirates Investment Authority 2007 Commodity (Oil) 10†

UAE/Abu Dhabi Abu Dhabi Investment Council 2007 Commodity (Oil) 10†

East Timor Timor-Leste Petroleum Fund 2005 Commodity (Oil & Gas) 8.9

Oman State General Reserve Fund 1980 Commodity (Oil & Gas) 8.2†

UAE/Ras Al Khaimah Ras Al Khaimah (RAK) Investment 
Authority

2005 Government-Linked
Companies

2.0†

Vietnam State Capital Investment Corporation 2005 Government-Linked
Companies

0.6

Kiribati Revenue Equalization Reserve Fund 1956 Commodity (Phosphates) 0.5

São Tomé & Principe National Oil Account 2004 Commodity (Oil) 0.0063

Oman Oman Investment Fund 2006 Commodity (Oil & Gas) Unknown

TOTAL OIL & GAS 1,873.31
TOTAL TRADE SURPLUS 769.30

TOTAL OTHER 303.20
TOTAL AUM 2,945.81

* Assets at end 2010 † Estimate

Source: Sovereign wealth fund annual report 2011, Sovereign Investment Lab.
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SWFs have increasingly come under the spot-
light —and are very often subject to criticism— for 
several reasons. 

The number of SWFs has grown swiftly in recent 
years, as have the amount of assets they manage 
and the size of their investments. In the 1950s and 
1960s, there were only three SWFs, twenty or so in 
the 1990s and, today, around fifty.3 Yet the opac-
ity surrounding them makes any attempt to put a 
figure on their assets a tricky matter. A crosscheck 
of all the available data produces a total of about 
USD 3,000 billion for the year 20114 (“only” 500 
billion in 2003). But some sources mention a real 
total closer to USD 6,000 billion dollars.5 And most 
analyses agree that SWF assets could reach up to 
USD 12,000 billion by 2015.6 In 2011, the SWFs 
made 237 direct investments worth USD 81 billion 
in total, which is up by 15% with respect to the 
number of investments and 42% in terms of value, 
compared to 2010. In 2011, therefore, the average 
size of investments stood at USD 340 million. 

The rise of SWFs is symbolic of two major 

3 Deutsche Bank.
4 The data concur between the Sovereign Investment Lab 

and the Sovereign Investment Monitor: USD 2,945 bil-
lion in 2011 for the first and USD 2,704 billion for the 
second. 

5 Nick Tolchard, “Investco Middle East, and Sovereign 
Wealth Fund Coordination”, cited in the Financial Times, 
2 September 2012 (“SWFs: Time for greater transpar-
ency”, article signed by Emma Boyde).

6 Morgan Stanley.

developments in global political economy: firstly, 
the redistribution of wealth and economic and fi-
nancial power away from the mature economies 
of the Organisation for Economic Co-operation 
and Development (OECD) towards the emerging 
economies with different political regimes and 
economic models; and secondly, States’ growing 
intervention in economic matters and their in-
creasing role in wealth management, an opposite 
trend to the liberalisation and privatisation that 
took place in OECD countries during the previous 
decades. Apart from Norway’s sovereign wealth 
fund (with assets worth UDS 600 billon), none 
of the ten largest SWFs (those with assets of over 
USD 100 billion) are from OECD countries. The 
SWFs, which embody a form of State capitalism, 
are now (almost) double the size of the speculative 
hedge funds, which are the paroxysmal emblems 
of liberal capitalism (with assets worth USD 2,000 
billion). 

The growing influence of SWFs raises a num-
ber of questions concerning: the consequences on 
the economy and finance of the country with the 
SWF, should these investments be mismanaged; 
the concern that these funds may pursue strategic, 
non-financial interests (economic, political, etc.); 
the risk of protectionist retaliation against such 
strategic behaviour; and the uncertain impact on 
the international financial markets and global 
economy. 

Some SWFs have marked up temporary but 
hefty losses after the burst of the sub-prime bubble 

Map 1. Deals and flows by Asian and Middle East SWFs, 2011.
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in the United States and the ensuing financial and 
public debt crises, as they had a high level of ex-
posure on the property, banking and sovereign 
debt markets. Some sovereign investment projects 
in key economic sectors have also aroused contro-
versy in the recipient countries on account of the 
supposedly predatory behaviour by the country 
making such investments. These fears are on the 
whole unjustified and the criticisms exaggerated. 
These controversies mostly involve the investment 
projects of state-owned enterprises, and not SWFs: 
for example, the American authorities refusal to 
agree to the proposed acquisition by Dubai World 
Ports of the Peninsular and Oriental Steam and 
Navigation Company (P&O), which manages most 
American ports, including New York; similarly, 
the proposed acquisition of Uncocal by the Chi-
na National Offshore Oil Corporation. SWFs are 
well aware of the risk of a protectionist backlash 
in cases of strategic takeovers and so, generally, 
take a very small minority stake in the enterprises 
they invest in. This is true for the Chinese SWF, 
the China Investment Corporation, even more so 
than other SWFs.7 It is, however, clear that SWFs 

7 Some SWFs in the Gulf States are less prudent or less 
hesitant to make larger investments. The Qatar Invest-
ment Authority (QIA), for example, has acquired a 20% 
stake in London’s Heathrow Airport, thus becoming 

do not limit their objectives to generating financial 
returns, even in the long term. Their other goals – 
declared or implicit – include securing supplies of 
natural resources and facilitating access to foreign 
technologies and know-how for their national en-
terprises. From this standpoint, SWFs are not quite 
like other investors, a fact that could warrant spe-
cific regulation of their investments. Moreover, it 
is the lack of reciprocity with respect to investment 
conditions on the part of SWF-holding countries 
that poses a problem rather than their pursuit of 
directly political goals.

3. TOWARDS GREATER TRANSPARENCY

These questions are all the more urgent and the 
related concerns all the greater given that SWFs 
operate with a lack of transparency. Although some 
SWFs stand apart (notably Norway’s sovereign 
wealth fund or Canada’s Alberta Heritage Savings 
Trust Fund), opacity is a feature of the huge majority 
of SWFs, as scarcely any information is available 

the group’s third largest shareholder, with two seats on 
the Board of Directors. QIA, which owns 12% of Xstarta 
(mines), also blocked the merger with Glencore because 
it considered that the proposed deal was unsatisfactory. 
The Norwegian SWF in fact did the same thing, although 
it expressed its opposition more in private than publicly. 

Figure 1. Value of direct investments by top spending SWFs, 2011.

Government Pension Fund - Global
(Norway)

Kuwait Investment Autority
(Kuwait)

National Wealth
Fund (Russia)

Kazakhstan National
Fund (Kazakhstan)

Mubadala
Development
Company

Brunei
Investment
Agency

State Oil
Fund of
Azerbaijan

Abu Dhabi Emirates

China Investment
Corporation

Government of Singapore
Investment Corporation

National Social
Security Fund
(China)

Temasek Holding
(Singapore)

Khazanah
(Malaysia)

Bahrain

Qatar Investment
Authority

Timor Est Oman

Australian Future Fund

Ireland New Zealand

Int. Petroleum 
Investment Company 
(Abu Dhabi)

Libyan Investment Autority
(Libya)

Korea Investment Corporation

Abu Dhabi Investment Authority
(United Arab Emirates/ Abu Dhabi)

 
$582.9M

 $296M  $89.8M

$64,2M $48.2M

$76.5M

$52.3M
$39M

$45M

$49M

$30M

$13,5M

$34.1M

$10M $10M

$15.5M$18.9M

$374M 

$130M 

$141.6M 

$135M 

$220M 

 
$450M

Source: IDDRI. Figure created by Dario Ingiusto, Légendes Cartographie.



Sovereign Wealth Funds: opportunity or threat for the green economy?

WORKING PAPER 01/2013 9IDDRI

on their size, their portfolio holdings, investment 
strategy, performance or mode of governance. 

The purpose of the Santiago Principles, which 
are voluntary agreements signed in 2008 by twen-
ty-five States or SWFs in the wake of efforts under-
taken by the International Monetary Fund (IMF) 
and the International Working Group of Sovereign 
Wealth Funds (IWG-SWF), is to increase transpar-
ency and disseminate good practice. These princi-
ples, comprising twenty-four items relating to the 
legal, institutional and governance framework for 
SWFs and to their investment and risk manage-
ment policies, constitute an important first step 
on the road to regulation. They are nonetheless 
unevenly applied and insufficient. The level of ap-
plication of the twenty-four Santiago principles 
gives, for example, a score of 76 out of 100 on the 
scoreboard developed by Edwin Truman of the 
Peterson Institute for International Economics, 
which while not over-ambitious is both more com-
plete and more rigorous.8

Providing they become more transparent, SWFs 
could play a positive and major role in global fi-
nance and economy. As their investments are on 
a long-term basis, they help to reduce volatility 
on the financial markets. Certainly, like other in-
stitutional investors, SWFs are long-term inves-
tors and steer clear of the unbridled scramble 
for immediate profits, ever higher leverage and 
more sophisticated derivative instruments. Ad-
ditionally, contrary to pension and mutual funds 
or insurance companies, SWFs have no long-term 
debt and no obligation to make future payments at 
fixed dates. They have therefore greater latitude 
for developing their own investment strategies. 
Finally, unlike private investors, who have a pas-
sive behaviour vis-à-vis investments where returns 
depend on public intervention for various reasons 
(creating demand, building infrastructures, pay-
ing additional costs, etc.), SWFs are likely to have 
a more proactive approach thanks to the dialogue 
between the governments of the investing country 
and the country hosting the investment. 

4. PLAYERS IN THE GREEN ECONOMY

All these characteristics lead us to think that 
SWFs could be a key player on the road towards 
a green economy. In fact, the success of this tran-
sition depends on the possibility of financing 
high investment costs (in the region of several 
GDP points annually, over several decades), the 

8 Edwin Truman (2010), Sovereign Wealth Funds: Threat or 
Salvation”, Peterson Institute for International Econom-
ics, Washington D.C. 

additional short-term cost of capital being only 
gradually offset by lower operating costs. It also 
presupposes setting up a public policy package to 
correct numerous market failures, in addition to 
the management of the long-term systemic risks 
of the financial markets: internalisation of pollu-
tion-related externalities, optimal investment in 
research and development, construction of infra-
structure networks, information disclosure, etc. It 
thus implies close collaboration between investors 
and States. 

Today, the SWFs’ active participation in this 
transition to the green economy is still a long way 
off. In 2011, they invested USD 35.2 billion in fi-
nancial services; USD 13.4 billion in real estate; 
USD 13.2 billion in fossil fuel resources (mainly oil 
and gas); USD 6.5 billion in infrastructures and 
utilities; and USD 3.4 billion in aircraft, car, ship 
and train manufacturers as well as several billion 
in the mining and health sectors.9 These figures, 
compared to those of previous years, reveal differ-
ent trends. The SWFs have been required by their 
governments to invest heavily within national 
borders, mainly to help the banking and financial 
sectors. In 2011, national investment compared to 
total investment —being almost zero in 2005 and 
2006— was proportionally back up to the average 
levels (about one third) for 2007, 2008 and 2009, 
whereas in 2010 it had dropped to 15%. The SWFs 
are clearly not completely free from political pres-
sures, and the pursuit of several simultaneous and 
largely contradictory objectives (intergenerational 
transfer of wealth, bank bailouts) could seriously 
harm their investment strategies and long-term 
rates of return). Ironically, SWFs continue to view 
fossil fuel resources and property as low-risk as-
sets, with these markets having served them as 
refuge values in 2011 within an uncertain and 
threatening macroeconomic and financial setting. 
Yet, some SWFs have visibly shifted the balance 

9 Sovereign Investment Lab.

Figure 2. SWFs investments by sector and target region, 2011.
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towards infrastructure and utilities, notably in the 
energy sector, which could open a window of op-
portunity for their contribution to financing the 
move-over to a green economy. 

SWF participation in financing sustainable 
development will be neither disinterested nor 
spontaneous. In addition to general measures to 
guarantee that SWF finance will help foster the 
economic development of the recipient country 
and protect their national interests, two further 
conditions need to be met. The profitability of low 
carbon, resource efficient and environmentally 
friendly investment projects depends firstly on 
setting up a raft of public policies that integrate 
the cost of environmental damage and correct 
the many market failures (linked to innovation, 
networks, information, etc.). The recipient coun-
tries must therefore send SWFs a clear, credible 
and predictable signal to this end. But the exist-
ence of a favourable regulatory framework in the 
recipient countries, although necessary, will not 
be enough to ensure that SWFs actively contribute 
to financing sustainable development. New finan-
cial products, new public-private partnerships and 
new project finance packages need to be invented 
so that the characteristics of SWF demands can 
dovetail with those offered by new projects. Large-
scale renewable energy projects (wind and solar 
in the main) are the obvious choices for this type 

of investment and are within easy reach. But con-
siderable financial innovation will be required if 
these investments are also to extend to other less 
evident but no less important sectors such as trans-
port infrastructure or energy efficiency. 

Today, a small number of highly dynamic SWFs, 
in the Middle East and Asia, are working to set 
up a common financing platform for green infra-
structure. This positive move must be accompa-
nied and supported, without naivety, but also with 
open-mindedness.❚
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