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SOVEREIGN WEALTH FUNDS
INVESTMENT STRATEGIES

Abstract

Sovereign Wealth Fund (SWFs) is important participant in global financial
market. Although they were arisen more than fifty years ago, in the theory they have
not been explored. In the literature, there is no relevant theoretical and empirical
material on the basis of which we can make reliable economic objectification of
financial assets available to SWFs, and even more difficult to realize their investment
objectives and strategy. There are relatively few comparable data on their assets,
investment strategy and management, indicating a lack of transparency of SWFs.
It has prompted us, referring to the available contemporary theory and practice of
progressive developed countries, to study the structure of the investment portfolio,
investment models, countries and companies invested by SWFs. In the paper, we
are looking for an answer to the question: Can SWFs in the global economic and
financial crisis significantly mitigate its consequences? The results of the research
we will test on the most developed SWFs.

Key words: Sovereign Wealth Funds (SWF), investment strategy, investment
portfolio, investment models
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CTPATEI'NJE HHBECTUPAIbA HAIMOHAJIHUX
®OHIAOBA BOT'ATCTBA

Ancrpakr

Hayuonannu gponoosu 6oeamcmea (PHB), cy sascan yuechuk Ha 2nobanHom
Gunancujckom mpaicuwmy. Maxo cy nacmanu u novenu oa QyHKyoHuuLy, npe guuie
00 nedecem 200una y meopuju HUCY 00B0/6HO UCMPAdICEHU.Y numepamypu He
nOCmMoju penreeanmna meopujcko-emnupujcka epalia Ha 0CHO8Y Koje MOHCeMO U3-
spuLUm NOY30aHy eKOHOMCKY 00jeKmueU3ayujy QuUHAHCujcKux cpeocmasa Kojuma
pacnonaxcy PHB, a jows je medice cnoznamu wuxogy cmpamezujy u yusbege uHeec-
muparea. [locmoju penamugno mano ynopeousux no0amaxa 0 wUuxo8oj axmusl,
UHBECUYUOHO] cmpame2uju U YNpasasaivy, Wmo ykazyje na Hedo80/6HY mMpaHc-
napeumuocm nocrosarwa @HB. To Hac je noOcmakio oa ¢ no3ugom Ha OOCMYNHy
caspemery meopujy u npocpecusty NPAKCy pa3eujenux 3eMabd, caziedamo CmpyK-
Mypy UHBECIMUYUOHO2 NOPMPOaUA, MOOele UHBECIUPArbd, 3eM/be U KOMRAHUje y
Koje @HE unsecmupajy. ¥ pady hemo nompasxcumu u 002080p Ha numarse:0d iu
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@HF y ycnosuma enobanue eKoHoMcKe U puHancujke Kpuse moey oonpuremu yo-
aadcasaryrbenux nocieouya. Jobujene pesynmame ucmpasicuearoa mecmupahe-
MO Ha npumepy Hajpazeujenujux OHB.

Kuwyune peuu: Hayuonanuu ¢onoosu boeamemsa (OHE), cmpamezuja unsec-
Mupared, UHEECMUYUOHU NOPMPONUO, MOOENU UHBECIUPARA

Introduction

Although the Sovereign Wealth Funds (SWF), the National Wealth Funds Fund
(SWF), originated and began to function more than fifty years ago, in theory they have
not been sufficiently explored. There are relatively few comparable data on SWF, and
not standardized practice of publishing information on their assets, investment strategy
and management, which undermines the insufficient transparency of SWF’s business.
In the literature, there is no relevant statistical-empirical material on the basis of which
we can execute a reliable economic objectification of the financial assets (assets) held
by SWFE. SWF countries are economically rich, earning high prices for oil and other
strategic raw materials and products. The increase of the SWF from the end of the 20th
and the beginning of the 21st is related to the accumulation of excess foreign currency
reserves of developing countries, new global financial players (Washington Post, 2007,
p-A20). Although they are still a category with a number of unknowns, the literature
agrees that SWF serves to stabilize government revenues and export revenues, and aim
to accumulate savings, as resources obtained through the sale of natural resources are not
recovering and may disappear after a certain amount of time Davis, Ossowski, Daniel,
Barnett, 2001). Global financial market analysts believe that SWF through a reverse
investment strategy can contribute to the stabilization of the global financial imbalance.
Therefore, they propose a diversification of the portfolio outside government bonds in
US dollars, which have largely invested a large amount of traditional reserves up to
now. However, such a diversified portfolio raises the question: Can SWF deform the
value of assets through non-commercial buying and selling of HoVs (Davis, Ossowski,
Daniel, Barnett, 2001). According to the International Monetary Fund (IMF), 2008, FNB
controlled $ 3 trillion in assets (Johnson, 2007), and is expected to grow to 15 trillion by
2015 (Jan, 2007D).

In 2009, The Institute of SWF published a list of 52 funds, and in 2012 there
were 66. It is estimated that 12 out of 66 SWF have over $ 100 billion in assets. Thus,
the largest Norway Government Pension Fund Global has assets of $ 664.3 billion
(Sovereign Wealth Fund Institute, 2012). The second is Abu Dhabi Investment Authority
(ADIA), which has $ 627 billion (Sovereign Wealth Fund Institute, 2012b). Of the ten
largest ones, five are commodity funds (for oil) and five are non-profitable. The three
non-core are based in China (including the Hong Kong Monetary Authority Investment
Portfolio) and two in Singapore, which is the ninth largest SWF in the world with assets
of $ 157.5 billion (Sovereign Wealth Fund Institute, 2012). Out of the aforementioned
66, six are from the USA, and the largest is the Alaska Permanent Fund, which is at
the 21st largest (Sovereign Wealth Fund Institute, 2012). Based on these data, it can
be concluded that SWF represents one of the most burdensome financial institutions in
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the global financial market, whose market recognition is related to the accumulation of
surplus foreign exchange reserves that are conditioned by two fundamental factors: a)
growth in commodity prices, and b) the policy of a continuous surplus of the current
balance of payments of developing countries.

In accordance with this object and goal of research, the question arises: academic-
expert controversies about the establishment of SWF and their investment strategy. This
has prompted us to, with reference to modern theory and modern practice of market-
developed countries, look at the investment strategy of SWF in the global financial
market. In the paper, we will also look at the answer to the question: can SWF, in the
conditions of the global economic and financial crisis of 2008, contribute to alleviating its
consequences by linking the surplus and deficit financial sector (Van Horne, Wachowicz,
2007).

Theoretical methodological approach to SWF research
and investment strategy

In literature (Schubert, Barenbaum, 2010; Jen, 2007a; Johnson, 2007; Truman,
2007; Mishkin, 2006; Ainzenman, 2007; Allen, Caruana, 2008; Bartolotti, Fotak,
Magginson, 2010; Bernstein, Lerner, Schoar, 2009 , Rozanov, 2005), SWF is most often
defined as “... government investment funds that are funded by foreign reserves, but
managed separately from official foreign exchange reserves.” In domestic literature
(Soskic, Zivkovic, 2011; Kapor, 2008; Kvrgic, 2010) SWF is also defined as “financial
institutions (investment companies) of individual countries - which invest in individual
countries: Chile, Mexico, Brazil, Japan, Spain, etc. “As a rule, these are closed-type
funds and their actions oscillate around the net asset value per fund fund (NAV-Net Asset
Vallue), but, interestingly, they exhibit the highest price volatility at the time of the stock
market in the US, not at the time of operation the stock exchanges of the countries in
which they invested. This suggests that they are less likely to act as foreign portfolios of
actions, and more like domestic actions of the United States. “(Soskic, Zivkovic, 2011,
pp- 481).

Although there is no generally accepted SWF definition, three elements are
recognizable, which distinguish them from other investment funds: a) they are owned
by the state, b) SWF does not have a clearly defined and limited liability, and ¢) SWF is
separate from official foreign exchange reserves. Given that SWF behaves as a (CAMP-
Capital Asset Pricing Model) model for determining the price of invested capital, some
theoreticians raise the issue of their effectiveness as a factor of portfolio diversification.
This is particularly true for newly developed SWFemales in development. If it turns out
that SWF is less important than the prediction of individual analysts, the reserves of Asia
and the Middle East will likely cause major changes in the role of the US dollar and in the
decision-making structure within the IMF. However, the available information suggests
that SWF is mostly a conservative investor (IMF, 2008, p.4).

The investment strategy of the SWF can be explored through various theoretical
and empirical approaches. Apart from several relevant sources (Bortolotti, Fotak,
Megginson, 2010; Balding, 2008), there is no systematized empirical-statistical analysis
of the SWF investment strategy that could serve as a platform for further economic
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objectivization and more extensive academic and expert discussion on this topic. In
the absence of a generally accepted SWF definition, there are also a number of open
questions about the SWF investment strategy in the context of the globalization of
financial markets. The establishment of SWF is still under a veil of secrets, the portfolio
structure, portfolio diversification and investment strategies are only partially known
for the lack of transparency in SWF’s work. Due to lack of transparency, the theoretical
and empirical research of SWF investment strategies is confronted with a number of
unknowns. The Linaburg Madeuell Transparency Index has been developed for SWF
transparency. Conscious of these limitations, we will strive to pay particular attention to
the SWF assets structure, investment portfolio, investment models, corporate investment
distribution, territorial investment allocation and the stabilization role of SWF as an
investor in accordance with the available empirical and statistic data.

In the literature it can be found that SWF is not without influence on the global
economic and financial crisis that began in 2008. The crisis, conditioned by uncontrolled
capital flows in the global financial market, is a warning to the financial oligarchy that
it must take into account the transparency of SWF. Some countries, such as Russia and
Qatar, have used their SWF to mitigate the effects of the crisis. (Jen, 2007a). Developing
countries have used SWF to buy shares in companies from the West and invest in areas
that will reduce the effect of volatility in commodity prices on government revenues and
balance of payments. Managed by this account, Chinese SWF bought in 2007 the shares
of American companies Morgan Stanlez and Blackstone Group, and FNB from Dubai
bought shares from Sony and several other Asian companies.

Previous research on SWF investment strategy

In the introduction we pointed out that SWF is government investment funds,
which are financed by surplus foreign exchange reserves, but managed separately from
official foreign exchange reserves. The theory and practice agree that SWF’s main
growth factor is the large surplus achieved by individual countries due to high oil prices,
financial globalization, and imbalances in the global financial system. We will support
this research with empirical statistics and point to the countries with the largest SWF. The
previous research (Balding, 2008, p.26) indicates that a developed (European) country
- Norway and developing countries: the United Arab Emirates, Saudi Arabia, China,
Kuwait, Russia and Singapore, are the foremost developing SWF.

Academic and expert filings show that SWF is a heterogeneous group of
investment companies that instrumentalize different investment strategies in order to
achieve different goals. However, the available data show that SWF are passive long-
term investors with no special intention to influence the operational decision-making
of companies, using their own voice. Some of the SWF also apply socially responsible
investment and ethical guidelines that exclude individual investments (eg in the military
industry or the tobacco industry). Also, SWEF’s investment strategy, with a significant
share of investments in more risky financial assets such as shares, is far more complex
and involves a much wider geographic allocation of investments.

In the paper we search for the answer of the question: why are some countries
cautious about foreign investment? The answer of some politicians to this question
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is: “The strengthening of state investment funds gives us a completely new, unknown
element in the economic circulation,” she said in 2007. German Chancellor Angela
Merkel, while French Foreign Minister Jean-Pierre Jujet has also said that ... at the level
of Europe, we need to organize better in order to defend our interests.” For all of this, it
is understandable that under the auspices of institutions, such as the IMF and the OECD,
initiatives have been initiated to somehow regulate SWF activity, pointing to an increase
in the role of the investor in the sphere of investment in the global financial market.

There is a lot of theoretical discussions about the possibility and consequences
of the restructuring of financial markets through SWF that are present in the scientific-
professional public. The results of the survey (Kapor, 2008, p. 7) indicate that the
restructuring of financial markets through SWF can start diversification not only outside
the US dollar but also outside the euro area. In support of this assertion, it is stated that
the official reserves are currently excessive both in the eurozone and in US government
bonds. However, these theoretical arguments also have their limit because they ignore
the role of the reserve currency of the US dollar and the euro, (OECD, 2007), which may
be important in the “restructuring” of SWF in the global financial market.

The papers dealing with investment strategies of SWEF(Bortolotti, Fotak,
Megginson, 2010, p. 29) pay attention to the socially responsible behavior of these funds
and give priority to projects that promote environmental, economic and ethical principles
(Peaucelle, 2010). This promotes the transparency of SWF’s investment strategy and
achieves the satisfaction of all stakeholders: owners, managers, investment funders,
employees and society as a whole. Although some SWF have acquired significant
ownership in many companies, they generally act as a portfolio investor, investing on
the basis of a market index and buying only less participation in companies. Some SWFs,
especially those newly established, hire external portfolio managers, while others rely on
their own strengths.

In the end of the paper, we will see SWF as a counterweight to global financial
institutions. The results of the survey so far indicate that theory and practice agree that
the influence of SWF on the structure and stability of the global financial market will be
envied in the coming period from the motives behind the investment decisions of these
funds. It is certain that “benevolent” and socially responsible investments will positively
influence the financial stability of investment flows, while non-commercial (“risk™)
motives can have a negative impact on financial stability (Jen, 2007a).

Analysis of the operation and structure of the SWF portfolio

Statistical empirical analysis for the purposes of this research was based on 1,216
SWEF investments worth 357,1 billion dollars, using the FNB database (Bortolotti, Fotak,
Megginson, 2010). This database is organized by Monitor Group and Fondazione Eni-
Enrico Mattei (FEEM) and includes domestic and international investment 35 SWF in
the period from January 1986 to September 2011. The database structure is based on
three sources. The first source is the observation of 785 SWF investments in the value
of $ 250.9 billion and were obtained from public sources and from the Monitor Group,
which includes investment in equity from the listed equity, unallocated capital, which is
not unlisted equity, commercial real estate, private equity funds and joint ventures (Table
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1). Another source is a listing of 239 purchases of shares purchased by pre-determined
SWF groups, worth $ 84.1 billion, contained in the Securities Data Corporation Global
New Issues Database. This database includes companies that are on the list and those that
are not on the list. The third source is a sample of 230 acquisitions from and outside the
list, valued at $ 71.8 billion, made by the SWF’s previous SWFs, as shown in the Zephyr
Mergers and Acquisitions database.

After combining three sets of data and a matrix of 71 common observations for two
or more samples, the dates of investments are evaluated, amounted to SWF investors, and
the purchased shares are monitored and recorded possible data (if possible). Although
FEEM-Monitor SWF analysis is not comprehensive (because it does not monitor
investing in corporate bonds), it is the most comprehensive database on the type and
scope of SWF’s realized investments.

The data systematized in Table 1 of the Monitor-FEEM SWF, disputed earlier
opinion that SWF mainly invest in the purchase of stocks of Western listed companies.
The analysis shows that although more than 90% (1,098 of 1,216) of realized investments
represents equity participation, only one third of them are investments in shares of listed
companies. The remaining two-thirds of investments represent the purchase of stocks
of unlisted companies, private equity funds, initial public offers and joint ventures. The
average value of investments in shares on the stock exchange is $ 383 million, and this
transaction was purchased on average 19.4% of the shares of the company, while the
average value of SWF investments in unlisted companies was 349 million dollars, and
in the initial public offering 396 million dollars. The values of these investments are
similar to each other, as well as investments in shares of listed companies. However, the
analysis shows that SWF purchases much higher shares in unlisted companies (53.3% on
average) than investing in leased companies or initial public offerings (3.9% on average).

Investments in private equity funds are the largest SWF investments with an
average value of $ 1,905 million. Similarly, the acquired shares in these funds are large
(on average 59.2%). Joint ventures are relatively small (with an average value of $ 120
million) and an average value of 45.5%. SWF real estate investments are, on average,
immediately behind initial public offerings in size ($ 546 million) and include the
purchase of the largest shares of 73.1% on average. But this is not a rule, but one of the
strategies for portfolio diversification in order to reduce investment risk.

While typical SWF investments involve the purchase of significant but smaller
roles in targeted businesses, one-third (261 of the 785 analyzed investments) of all jobs
represents the takeover of the majority stake of the target company. In support of this, the
analysis shows that the 184 cases observed relate to the purchase of 100% of the capital
of the target company.

Table 1:Portfolio Structure SWF — Monitor — FEEM Database

Total Size (in mil.dollars) Creuenn yne (%)
Number of Total value (in mil. Mean val Centerline | Average Centerline
observations | dollars) ¢ ¢ | value allotment | part
All tr ti
ansactions 1216 357.133 441 55 23%  262%
Quoted participation | 57 141218 383 50 194%  [9.0%
in capital

126 EKOHOMUKA X151



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

Unquoted 5259
participation in 719 170.659 453 361 (36) 450 " ;
. (49,0%)
capital
Unquoted operational 53,3%
companies 691 154.202 442 349 (33) 440 49.0%)
Private capital funds 1,905 59,2%
10 9.526 5 (1.200) 5 (46.0%)
Initial public offers 3,9%
7 2.773 7 396 (170) |7 2.7%)
Mutual investments 45,5%
and the rest 8 145 ! 120(120) 12 (45,5%)
Investment in 73,1%
property 118 45.256 83 546 (245) |56 (100%)

Source: Bortolotti, B., Fotak, V., Megginson, W., (2010). Sovereign Wealth Fund
Investment Patterns andPerformance. Working Paper. University of Oklahoma.

The analysis of the empirical-statistical data given in Table 1 confirms the
theoretical stances of previous research (Mikkelson, Partch, 1985; Hertzel, Lemmon,
Linck, and Rees 2002) that most SWF investments make purchases of shares in companies
by private arrangement and primary offer of shares. Only 23 deals, worth $ 667 million,
can be considered as open market buying shares in these companies. The source cited
points out that all documents published by the stock exchange on private equity deals
have a positive result, while the mass of empirical evidence shows that market reactions
to public offers are negative 2-3%.

Analysis of investment portfolio of SWF

In the previous section we emphasized that there is no relevant statistical-empirical
material on the basis of which we can execute a reliable economic objectification of the
financial performance of the SWF. There is relatively little comparable data on their
assets, investment strategy and management. On the other hand, available information
suggests that SWF is mostly a conservative investor (IMF, 2008, p. 7).

Although some SWF have acquired significant ownership in many companies,
they generally behave as a portfolio investor, investing in a market index and buying
only minor shares in companies. Some SWFs, especially those newly established, hire
external portfolio managers, while others rely on their own strengths.

SWF can rightly be said to be a heterogeneous group of investment companies
that instrumentalizes different investment strategies in order to achieve different goals
(IMF, 2008, p.9). For example, some SWF only invests in publicly-listed financial assets
(stocks and bonds) in strategic allocation of funds, while others invest in all major types
of financial assets, including alternative investments (eg real estate). It is not uncommon
for some SWF to manage stock market indices by establishing the maximum amount of
investment in individual companies in order to ensure diversification of the portfolio.
The other SWF is using a strategy to maximize absolute returns over a longer period
of time, choosing to gain greater involvement in companies that they consider to be a
profitable investment.
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However, the available data show that SWF are passive long-term investors with
no special intention to influence the operational decision-making of companies, using
their own voice. Some of the SWF also apply socially responsible investment and ethical
guidelines that exclude individual investments (e.g. in the military or tobacco industry).

SWF's external managers are mainly used to improve their profitability and
achieve an active risk-adjusted yield, and at the same time to reduce the opportunity
costs of holding large foreign exchange reserves. Although domestic experts, who
manage foreign exchange reserves in many countries, generally have enough experience
in investing in financial markets in fixed income instruments, their knowledge is limited
when it comes to other types of financial assets (eg Actions). Therefore, more and more
SWEF rely on external managers in terms of strategic asset allocation, even for passive,
index-based investments.

In any case, the SWF portfolio is much more diversified in asset allocation, than in
the case of the traditional management of foreign currency reserves by the central bank.
Also, SWF’s investment strategy with a significant share of investments in risky financial
assets (such as shares) is far more complicated and involves a much wider geographic
allocation of investments. Proof of this is, for example, Norwegian SWF, whose assets
make up 40% of the portfolio in shares and a much wider geographical dispersion of
investments. It is estimated that SWF has a relatively higher investment in developing
economies, which, despite considerable instability, yield higher yields in the long run.
Practice shows that SWF still invest relatively little in hedge funds, private risk projects
and real estate, which we discussed in more detail when analyzing the SWF Monitor-
FEEM database.

SWF investment model

Table 2 shows the empirical-statistical data on the structure and investment models
of SWF. This table also presents the number and value of domestic investments - the
purchase of shares in companies in the country of origin of SWF.

Singapore’s SWF accounts for over 57% of the total FNB investment and 41% of
total investment, while Temasek Holdings and its subsidiaries account for 42% of the
total number of recorded investments and 18% of the value of all investments.2

Other SWF investors include China Investment Company (12 deals worth $
37.4 billion), UAE’s Mubadala Development Company (62 deals worth $ 30.3 billion),
Istithmar (80 deals in the value of 26.96 billion Qatar Investment Authority (29 deals
worth $ 20.9 billion), the Kuwait Investment Authority (18 deals worth $ 19.9 billion)
and the Abu Dhabi Investment Authority (42 jobs worth $§ 19.1 billion). The data
systematized in Table 2, draw attention to the fact that the number of FNB investments
in the home country makes up only 21.6% of the total and 16.3% of the value of all SWF
investments.
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The obtained results of the analysis show that the Singapore FNB is investment-
oriented globally, while the Chinese SWF is primarily focused on the domestic market,
especially since 2007, which coincides with the onset of the global financial and economic
crisis. Also, Singapore’s SWF is leading in the investments of listed companies, as well
as real estate investments. However, the results are surprising for two significant SWFs -
for Norwegian Government Pension Fund-Global and Abu Dhabi Investment Authority
(ADIA). Although the Norwegian fund is the world’s second largest SWF and recognized
as a leader in global investment, there are no statistical data on the models and structure
of investments in the previous table. This is because the fund signs subcontractors for
investment managers (asset managers) and therefore has never been listed (registered) as
a buyer of shares or real estate in any database.

There are two main publicly available reasons for a modest number of SWF
investments (ADIA), where only 42 investments were recorded, although the total
amount was $ 19.1 billion. First, (ADIA) employs managers (asset managers) for a
larger number of their investments, especially for smaller portfolio investments in
these companies. Second, the (ADIA) has a more conservative investment philosophy
than other SWFs, so that its investment strategy is dominated by capital investment,
government and corporate bonds denominated in dollars, which are not visible to the
search techniques shown in the previous table.

Corporate distribution of FNB investments

Table 3 shows the balance (elements) of the corporate distribution of FNB
investments. Empirical-statistical data aim to familiarize users of this analysis with the
diversification of the FNB portfolio and their investments in companies of different
sectoral affiliations. We note that FNB favors investments in financial companies of other
sectors, which is shown by the results of the research presented in Table 3.

Investments in financial companies include 376 investments, accounting for
30.9% of all jobs by number, and more than half (54.6%) of total investments. Other
important sectors that attract investments FNB are real estate (11.9% of jobs, 15.3% of
value), information and communication technologies ICT (7.5% of jobs, 7.7% of value),
production (9.1% jobs, 5.3% of value) and infrastructure (11.9% of jobs, 15.3% of value).
It should be noted that favoring investing in financial companies is a phenomenon of a
newer date. As noted in the earlier analysis, FNB has directed less than one-fifth of its
investments to financial companies in 2007, and in the earlier years even less.
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Countries invested by SWF

For the economic objectification of the SWF investment strategy, it is not enough
to look at the sectoral structure of investments, but it is also necessary to explore the
territorial distribution of the countries invested by SWF. Therefore, Table 3 can serve us
as the global distribution channel for SWF investments. As seen in Table 3. Singapore
is the country that receives the “numerical” maximum investment (177) of the SWF
(from its two funds), but the financial amount of these investments ($ 13.23 billion) is
insignificant and places it only to the sixth place.

The United States is the most popular destination for SWF investments in terms
of total investment value (22.2%) of the value of all SWF investments and 10.9% of the
total number directed to the US market.

China is the second country in terms of SWF’s investment value. The largest
number of 79 investments, whose total value is 31 billion dollars, make domestic
investments. China Investment Corporation is § 20 billion in December 2007 bought
shares in the Chinese Development Bank (China Development Bank) and this represents
the largest single investment in the observed database.

In addition to Singapore, the United States and China, other SWF-investing countries
are the United Kingdom, the United Arab Emirates (mainly domestic investment), Australia
(mainly foreign investment) and Malaysia (mostly domestic investment). In addition to
investing in domestic companies, research shows that FNB buys real estate and shares in
countries with English customary law: the United States, Great Britain and Australia.

Conclusion

National wealth funds are an important segment of the global financial market.
These financial institutions have their past, present and future. Over time, they have
built their physiognomy, replacing themselves and the financial environment. The SWF
portfolio has changed chronologically. Initially, SWF’s portfolio structure was dominated
by government securities denominated in foreign currencies. With the globalization
of the financial market, especially in the last decade of the 20th century and the first
decade of the 21st century, SWF is transforming itself into “managers of surplus foreign
exchange reserves” and other securities denominated in foreign currencies.

Although it is thought that SWF, most commonly, buyers of stocks in Western
companies listed on the stock market, research shows the opposite. Namely, in the
total capital of SWF, only one third are investments in shares of listed companies.
The remaining two-thirds include the purchase of stocks of companies not listed
on stock exchanges, private equity, initial public offerings and joint ventures. This is
understandable, bearing in mind that SWF’s investment strategy with more significant
investment in risky financial assets (stocks) is far more complex and includes a much
wider geographic allocation of investments. Investments in private capital are the largest
SWEF investments, followed by real estate investments, and joint ventures are relatively
small. Singapore SWF is an investment oriented globally, while Chinese SWF primarily
focuses on the domestic market, especially since 2007, which coincides with the onset
of the global financial crisis.

132 EKOHOMUKA X151



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

The survey shows that in the structure of sectoral investment, SWF is the leading
financial company (54.6% of total investments), followed by real estate (11.9% of jobs,
15.3% of value), infrastructure (11.9% jobs, 15.3% of value). (7.5% of jobs, 7.7% of
value) and industry (9.1% of jobs, 5.3% of the value). The USA are the most attractive
country for FNB investments in terms of total investment value (22.2% of the total
value of FNB investment goes to the US market.) China is the second country in terms
of SWF’s investment value, with domestic FNB dominating in the structure of overall
investments, Singapore is the country that receives the most investment (117), however,
the investment places it only in the sixth place. United Arab Emirates has attracted nor
for FNB investments, mainly dominated by the domestic FNB, the same is the case
with Malaysia, while Great Britain and Australia are more attracted to foreign FNB
investments, Analyzes also indicate that the number of FNB investments in the country
of origin is only 21, 6% of the total number and 16.3% of the value, all, of the FNB
investment.

The investment strategy of FNB can contribute to the expansion of the long-term
investment basis for risky assets, such as stocks, corporate bonds, private equity and real
estate. Although in theory and practice there is a concern that a particular FNB may be prone
to a sudden sale of funds, which may lead to financial market instability, the survey shows
that there is no firm evidence of investment strategies that would adversely affect the market
integrity. True, FNB can lead to excessive risk and deformation of property values, if they are
guided by investment motives of FNB acquisition, which is most often politically motivated.

With the reference to the methodology of scientific research in the end of this
paper, we point out: however much the obtained research results are relevant, they can
not serve as a “credible” statistical-empirical basis for a reliable economic objectification
of the financial performance of FNB and their investment strategies. Theory and practice
agree that during the next period, the influence of FNB on the structure and stability of the
global financial market will be envied by the motives behind the investment decisions of
these funds. It is certain that the “well-meaning” and socially responsible investments of
the FNB will positively influence the globe’s financial stability, and that non-commercial
motives (“risk”) may have a negative impact.
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