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INTRODUCTION

Pension funds are buffers of accumulated indirectiederred wages. For this reason their
owner is the sovereign active working populatioruribg their expansion, pension funds
stand out as a gradually separated from the emplayel later from the worker. A rich
economic literature is dedicated to the role ofgp@m funds in the formation of a new type of
capitalism. For instance, G. Clark (2000) and S.ntdgne (2006) analyse the way the
development, first based on tradition and thenegally established requirements for private
and employer-sponsored pension funding bodies, hhesoa typical system of financial
management mechanisms of accumulation and ecorgyowdh.

The first sovereign wealth fund, the Kuwait Investrh Authority, was founded in 1953.
However, sovereign wealth funds (SWF) began toditgpévolve in the early Z1century,
becoming major players in global finance. Accordinga Deutsche Bank statistic (Kern,
2009), in 2008 SWFs were more than twice the sizeedge funds, approximately half the
size of world gold reserves, and their assets sporeded to 16% of pension funds, but to
70% of public pension reserve funds. The sourahefirst SWF, as of the majority of later
formed sovereign funds, is absolute ground rent.

The theoretical background of the nature of thig s in "classical” financial theory that
emerged in Europe between the™1énd 20" centuries and examined the rules of
accumulation, management and use of public propAfigolute rent is (see Marx, 1867) an
income of a monopolist, the owner of the land andiatural resources, which usually
exceeds the income earned by capitalists invedtiegsame amount of capital in other
economic sectors, where the average rate of resudetermined by competition. Since the
owner of land and natural resources in most coesiis the entire population, the absolute
rent from their use belongs to the entire poputatizvhich can democratically create a
sovereign fund and manage it according to genetatdsts. Often the sovereign state controls
the governance of the SWFs.

The source of state wealth funds can also deriven fthe activities of state enterprises, the
earnings of privatisations, the balance of paynsmpluses and the revenues arising from
fiscal surpluses, including foreign exchange reserof central banks resulting from
international operations of public finances.

The sovereign funds prosper at a time when, ootieehand, finance takes over the economic
methods of regulation, and when, on the other h#mel,idea of sustainable development
prevails in the social sciences. Indeed, finarltedature was dominated in the last half of the
last century by the so-called neoclassical thedhys theory rests on three principles: 1) the
economic power of the state depends on the econprogperity of the private sector, the
main actors of which are large corporations; 2) shkete minimizes its interference in the
private sector; and 3) earnings and capital maretsthe main sources for the financial
development of corporations. Based on the prinsipi¢ neoclassical economic theory,
financial mathematics became a dominant field. Saepated authors, recipients of the Nobel
Prize in Economic Sciences, work in this area. aviarkovitZ originated the modern
portfolio theory. James Tobimwon the Prize for the analysis of “financial maskand their

2 Markowitz, H.M. (1959)Portfolio Selection: Efficient Diversification ofivestmentsNew York: John Wiley
& Sons
% Tobin, J. (1958). Liquidity Preference as Behavibawards RiskReview of Economic Studi@s.1: 65-86.



relation to expenditure decisions, employment, pation and prices”. William Sharpevas
awarded the prize for work on the theory of assdtiation in a model of equilibrium with
risk factors. And Black & Schol@svon for evaluating the assets of an arbitratiomeste.
Rich with such support, the economic performanc8\Wis is often evaluated in comparison
with other financial vehicles guided by privateeargsts, such as hedge funds and private
equity funds.

However, the sovereign pension and sovereign wéaittis by their nature are vehicles of
public interests. Sustainable development, whitedaaccount of contemporary and future
generations' interests, is a most important soe@lirement, addressed to global governance.
The management of the SWFs is a financial way tditite the strategic development of
nations and the realisation of their major demandsey become the long-term public
investors whose social responsibility implies tmactices of capital use incorporating extra-
financial measures into the evaluation of industtie favour those that cause lesser risk for
society, the environment and sustainable developnf@nancial institutions are socially
responsible if they provide their services primatd industries which: 1) meet internationally
recognized standards and conventions (excludingative) and do not draw their revenues
from controversial activities (excluding sector), &e considered as best in their industry
(less risky, choosing responsible innovations), @nihitiate dialogues among different social
actors to focus on strategies for sustainable dewe¢nt.

In this paper we proceed by case studies of som&sSavid SPFs with the objective of
verifying their ability to serve public aspiratiéor socially responsible management of public
capital.

1. ECONOMIC ADVANTAGES AND LIMITATIONS OF SWFS: THE ORETICAL
AND EMPIRICAL ISSUES

SWFs are influential, long-term investors. Finahd&adies with such characteristics have
been considered by theoretical and empirical econditerature. Authors analysing SWF
performance from the firms’ point of view have foackground the work by Shleifer and
Vishny (1986). This article shows that large shalaérs resolve better than small ones the
free-rider problem because they have much stromggivation for supervising the firms. A
state is such a large and motivated shareholder.

Using agency cost theory, Jensen and Meckling (18d6clude that large investors (like
SWFs) can force the firms to operate in their owtenest and against the interests of
employees and managers. Sometimes, when the invésés not act for objective risk-
adjusted maximisation of profit, it causes a desgea the value of firm equity. Because of
this aspect of likely non optimal, from an econorpant of view, states’ introduction into
industrial investment policy has to be controllddh empirical study by Bortolotti, et al.
(2009) reveals that indeed SWFs acquire often stakenderperforming enterprises. But, as
the stocks of firms receiving SWF equity investnsenhcrease significantly on the
announcement of this capital inflow, smaller ineestwelcome the SWF as a shareholder.
Nuno Fernandes (2009) empirically studied SWFsdimgjs of shares in 8000 firms in 58
countries, between 2002 and 2007, and concludedithes with weighty SWF shares have

* Sharpe, W. F. (1964). Capital Asset Prices - Adfeof Market Equilibrium Under Conditions of Risk.
Journal of FinanceXIX (3): 425-42.

® Black, F. & Scholes, M. (1973) The pricing of apts and corporate liabilitiedpurnal of Political Economy
vol.81, pp.637-659



on average a better economic performance. Unfarlinshey invest disproportionately in
favour of financial institutions, and on averageda strategy of not investing massively in
high-technology industries or in firms operating areas involving important R&D
expenditures.

1.1. Social responsibility of financial vehicles

Socially responsible investors by definition giveeference to projects that promote
environmentally sustainable development, citizéngl of life and cultural diversity. Which
type of existing financial institutions best fuffithis definition? An active engagement in
ethical economic practice epitomizes the Islamraficial services industry. Islamic law
(Sharia) prohibits interest fees for both lending accepting money, usury and investment in
forbidden economic activities, such as alcohol gachbling. It includes also a prohibition of
uncertainty in contractual terms and conditionse ©bjective of Islamic finance is to engage
only in moral purchasing and ethical investmentc@ding to this doctrine, the deployment
of capital has to arise from the sale and leags®éts in the real economy.

Kabir Hassan (Hassan, 2007) writes that the reasgaon of banking on the basis of profit
sharing rather than interest was proposed by Ar@aeshi in 1948 and Mahmud Ahmud in
1952. In 1973 the Islamic Development Bank was flmahby 54 shareholding member states.
The Bank is designed to promote the social and@oandevelopment of member countries
in accordance with Islamic jurisprudence. The ohiccount of the Bank is the Islamic dinar,
equivalent to 1 SDR (Special Drawing Rights) —riné&tional foreign reserve exchange assets
allocated by the International Monetary Fund. Tbhenimal value of the SDR is derived from
a basket of currencies: dollars, yen, pounds anmdselrollowing this example, the First
Summit of BRIC, in 2009, (see later in the texgosed to enlarge the number of currencies
into a basket for IMF reference, and to use the 88&R as the worldwide reserve currency in
the place of US dollars.

In the last decade Sharia Compliant financial asketve been growing at over 10% per
annum. Islamic financial instruments are comingp icapital transactions, especially in
commercial banks, but also into insurance and fumdmagement. For example, Kuwait
Central Bank notifies that between April 2003 ar@iA2008 the Bank holdings shift towards
the Sharia Compliant investment holdings. Thusall@ssets of this type increased 775%,
foreign assets 723%, foreign liabilities 2650%, aed foreign assets 408% (Balding, 2008,
p.31).

Islamic financial institutions were impacted by thlebal financial crises of 2008-2009, but
they have been more resistant than conventionaksbanhis relative resilience can be
explained by the prohibition on selling somethihgttone does not own and by the avoidance
of speculative investments, which were the princgamuses of the crisis. Rich with such
experience, in May 2010 Germany prohibited shoitinge of a series of shares, and
prohibited the purchase of default credit swapbands of European countries by investors
who do not possess a base asset.

Conversely, SWFs of Muslim countries are converionvestors, probably because the
ethical behaviour requirement applies solely tartst users, and Islamic SWFs invest around
the world. For example, if we look at the portfolibthe Kuwait Investment Authority Public
Equity holdings (historically the first SWF in theorld) we can see that among its 50 major
holdings 11 of them are invested in bank, insuraacd other financial institutions, not



necessary respecting Islamic fawMore dramatically for the image of a potentially
responsible investor, there are on its list twadpieers of tobacco (British American Tobacco
Plc and Imperial Tobacco Group Plc).

Among non Islamic institutions, the interest inpassible investing appeared first in Brazil,
when the bank Unibanco initiated socially respadesiinvesting research in 2001. Firms
related to environmental and social problems weresiclered. On the basis of this study the
Brazilian Socially Responsible Investing Fund wesated, called Fundo Ethical, to support
potentially good practices. In Europe and the Whigtates socially responsible investing
among institutional investors is booming since #g@sode (see ORSE (2009)).

The largest European SWF, the Norwegian Global Fisncbnsidered the most transparent (a
very important characteristic for responsible ragoh of a public financial vehicle) and
socially responsible. The Norwegian Finance migistigages the social responsibility of the
Fund by publishing guidelines for the observatiod axclusion from the Fund’s investment
universe ethically prejudicial assets. For instamt008 Wal-Mart, an international retailer,
was disqualified for violation of human rights; Bog was excluded for producing nuclear
weapons; and Raytheon, an American industrial catfwm manufacturing defence systems,
was excluded for producing cluster munitions. Soyears ago among the Funds’ major
holdings there were the securities of tobacco comggaAltria Group Inc and Japan Tobacco
Inc (Balding, 2008). In 2010 the Norwegian SWF edhiguidelines involves exclusion of
tobacco related companies, saying that this peatmntributes to development of good
international standards within responsible invesiimgractice and exercise of its active
ownership rights.

1.2. Transparency

Usually the state represents the public interast, the SWF is considered as one of the
instruments of state and/or national economic golitieir management has to be transparent
and approved by their owner, which is above theéemtorking population. At the same time

it is necessary to consider that the state is axtable to the people, but the Funds, as they
exist, are accountable only to the stateminds jurist Larry Cata Backer (2009). The

population and firms need to comprehend the usdégbeeoSWF, hence the transparency.

Dissimilar preoccupations motivate the need fondparency in Western economic spheres.
Western countries are concerned by current hugenadations of foreign reserves in some

non OECD countries and require transparency fronkFS@bmiciled in these countries.

® However, the Kuwait Investment Authority is nattéid by Failaka as an Islamic financial institution

" An example of non respect of transparency andeddh of duty towards the people shows the Fetleralof

the Russian Federation, dated 17.12.2009, and ot resolution “Of suspension of action of goweent

acts relating to formation and use of oil and gec®imes of the federal budget and of incomes unoletra of
National Funds”, dated 21.04.2010, which stipuldtat between 1 January 2010 and 1 January 2013 the
Financial Ministry of RF will not published any orimation about the formation and use of the ResEua

and of the National Wealth Fund. They stipulate alsat the government of the RF will not reporteipt and

use of oil and gas incomes of the federal budgatreport about the formation of Sovereign Funda asirt of
records about execution of the federal budget.réperts must be available for the Audit chambethefRF.



Table 1. Foreign exchange reserves in BRIC (2006)

2006 $ billions| % change Share of GDP | Reserves/GDP
2001-2006 2006 2001-2006
Brazil 86 139 8 1.4
Russia 295 807 30 8.4
India 170 276 19 3.7
China 1 066 403 41 8.6

Source: Truman (2008)

The requirement of transparency, in this case, ldheerve as proof of non-infringement of
their previous private property rights (intelledtwa industrial PRs) and privileges. Indeed,
the SWFs came to life as consequences of the didemgum of the world economy related,
on the one hand, to strong specialisation of diffemations either in commodities or mass
industrial production or services or finance, amulthe other hand, to disproportional weight
given to the US dollar as a basis of the transastiamong these poles. Western post
industrial nations, specialised in financial adtes, watch with fear the situation when
international reserves are concentrated out of thaitiers, and US economy is fragile. In the
paper of Chalamish (2009), among many others osubgect of western nations’ anxiety, we
find a list of protective measures that he suggestslocking the SWFs’ investments abroad.
Such measures include a demand for transparentipnakregulations blocking foreign
SWFs’ investment in state enterprises and in gi@atsectors; individual selection of
proposed investments or acquisitions; and a paticgnsure that investments do not serve an
interest of SWF owners. It should be noted that aoly Western countries bear of
intervention of foreign funds in their economic d@m For instance, the Norwegian SWF
wanting to invest in solar energy in India met abks from Indian government; the
enterprises of this industry are only feebly padfle, thus the Indian government suspected
the state-owned fund of Norway of some politicaémsts harmful for India.

1.3. SWF objectives

The primary purpose of public pension funds istiarice defined benefit obligations. For that
purpose they need to produce a high-income retucortrespond to actuarial expectations and
pay benefits. Assets of a non-financial nature bd)-term liabilities need the specific
instruments of risk management, which should beeddd traditional tools utilised by a
pension fund if we want it to become a responsibtestor.

The sovereign-wealth funds have various purposes) as: saving an accumulation for future
generations, helping to realise socio-economic egtej protecting the economy against
commodity price fluctuations, or promoting scieiatif ecological and technological
restructuring. No one fund can implement all theesobjectives.

Following their targets, some types of sovereigndiican be identified: pension reserves,
investment funds aiming to reduce the cost of akafgr the reserves, and funds for carrying
out key long term macroeconomic policy, since theiwestment horizon is larger
(Weinberger, Golub, 2007) than those of hedge fumdprivate equity institutions, which
fulfil speculative management.



Accordingly, the 8 principle of the "Santiago principles”, elaborated an international
working group of SWFs (IWG, 2008), the governingdlpaf a SWF should act in the best
interests of the fund. In that respect the recontagons adhere to the tradition of the
Norwegian Sovereign Fund, named the Governmentidteaind-Global, the objective of
which is to earn the maximum income relative to el of risk specified by the finance
ministry. Thus, the Norwegian Fund is conceiveébhave as private agent and its role in
macroeconomic strategy is principally participatragher than regulatory. We do not agree
with this limiting assessment of the sovereign &irfdnctions, and consider that the funds'
governing bodies should act as regulators in ths¢ beonomic and social interests of the
population. The investment flows have to work imastic or foreign industries, participating
in globally responsible economic reorganisation.

Economic literature reveals through theoretical et®dand actual cases studies some
positions on these questions. The stylised moddibgnman and Glick (2009) suggests that
the SWF should opt for much greater investmenbneign equities, while the Central bank
manages its foreign exchange reserves with limiligdrsification in order to minimise the
downside risk of sudden crisis. In reality the migyoof sovereign funds manage general
public savings by investing them in a variety ofrpmrate funds and other financial
instruments, particularly in equities, bonds anddf of different countries. The paper by
Bortolotti et al. (2009) points out that on averdfe biggest SWFs, among the 28 funds
analysed by the authors, invest in their home acamsbnly in 21.6% of cases, in relation to
the number of investment projects, and at the l@fell6.3% in terms of their value.
According to Balding (2008), such funds as the Runs$tabilisation Fund and the China
Investment Corporation are the most domesticalty$ed major funds. These funds can play
easily the role of regulator.

1.4. Responsible investor SWF — example for othemvestors

According to the findings of Bortolotti et al. (2®0smaller investors welcome a SWF as
shareholder. This suggests that SWFs are goodrgectincite financial institutions to have a
high regard for ethical conventions, using neg#fivaereened criteria and positive ones,
investing into enterprises promoting sustainabilithis weight in financial spheres gives
SWFs the possibility of stabilising financial spktive movements by reducing the volatility
of asset prices and lowering the liquidity of rlemiums.

The SWFs may become the major mechanism for reggl#te world economy through the

governance formula of responsible investment. imatamg the public interests they can have
a long term goal of modifying the ethical normsdoimestic and recipient firms for more and
more social relevance. For that purpose the sitatege of responsible investment must be
enforced by public authorities according to thazens’ aspiration: finance and social

innovation, preference for extra financial criterlang term problem solving, ecological

projects, the introduction of good governance jcast and the pursuit of sustainable
development.

1.5. Fostering equitable development

The political force of sovereign wealth funds candppreciated through their willingness to
facilitate the development of poor regions. Stateed investment mechanisms from
different countries are able to join efforts cregtisupra sovereign wealth funds for that
purpose. Attempts in this direction have been mhgleSouth Korea, Azerbaijan, the



Netherlands and Saudi Arabia. The governments edettcountries have agreed to try an
experiment transferring to the World Bank the mamagnt of future common supra funds for
development.

1.6. SWFs and SPFs during the financial crisis

Sovereign Pension Funds and Public Pension Redamd (SPF) are funds created by
government or social security institutions to ciimtre to the financing of pay-as-you-go
pension plans. The largest SPF in terms of the kaset/GDP is the Norway fund, with a
ratio of 83%. In OECD countries on average the sfimssets held by the SPF was equal to
24% of GDP (OECD 2007). During the period of fin@hgorosperity the OECD SPFs
preferred to have a low percentage of bonds imr fhagitfolios and a high proportion of more
risky assets such as domestic and foreign shaoesexXample, the French Fond de Réserve
pour les Retraites allocated 62% of its total asseshares and 26% to bonds and the rest was
invested in other assets, likely riskier (privatpuigy, hedge funds). As a result, the French
pension fund suffered more during the cfisis comparison with conservative funds, which
by law were mandated to invest in low risk ass&ga{n, USA). The Russian autonomous
pension funds invested before the crisis nearlp&@ent of its assets in riskier equities and
shares, following the French example of portfolonposition.

Table 2. Structure of assets allocation in autongrEension funds, BRIC 2006, in percent of
total investment

Equities| Bonds Cash| Land& | Mutual | Loans| Other
or and Buil- | funds investments
Shares equi- | dings
valent
Of Of Of
which: which: which:
Issued Issued Foreign
by public | by Invest-
Adminis- | privat ment
tration sector
Brazil | 21.0 15.9/ 12.9 3.0 3.3 56.4 1.8 1.6
Russial 59.9 26.9 8.0 189 |94 0.3 1.7 1.8
China | 24.2 53.7 9.5 12.6 11.0

For China: Asset allocation refers to the NSSFasset allocation information for the reserve
funds is unavailable
SourcesOECD Pension Markets in Focus: November 20683ue 4

During the financial crisis the value of portfolibeld by SWFs declined. According to Kern

(2009) their equity portfolios lost 45% between Breber 2007 and early 2009, reducing the
overall portfolios by around 18%. Recent data, reggb by the SWF institute, show by

contrast an enforcement of Funds during these epsafin terms of market size), but a sudden
drop between December 2008 and Mars 2009, follolwed subsequent gradual rise until

June 2010.

8 Fond de reserve pour les retraites lost 25% afevil 2008. It was certainly a consequence of thiagse at
exchanges, rather than accelerated retirement ohgimg population, as the government interpretad th
phenomenon.
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Graph 1: Sovereign Wealth Fund Market Size 20001 percentage)

4

3,9
3,8 1
3,7 1
3,6
3,5 A
3,4 1
3,3

N '\/

3,1

3

a
\)
P

S
P

N

Source: Sovereign Wealth Fund Institute, updatee 2010

Commodity SWFs suffered during the crisis prindipbkcause they were affected by sudden
erosion of revenues as a consequence of oil packneé in 2008.

Graph 2: Oil price in London
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For instance, the aggregate amount of the RussemerRe Fund fell three and half times,
between January 2009 and April 2010.

° Market size reflects official disclosure, fund atien, investment activity, and capital injections
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2. BRAZIL, RUSSIA, INDIA, CHINA (BRIC)

The abbreviation BRIC appeared in 2001 in the vaolzaly of the investment bank Goldman
Sachs. The group of countries Brazil, Russia, lraid China had similarities, among which
some very important characteristics for potentizificial and investment expansion: they are
big countries and capital exporters; they had hggbwth rate during a decade; and
traditionally the government regulated the finahsector. Their political and financial power
came out after the beginning of the credit crisishe USA in 2007. BRICs became the
leading countries in terms of foreign exchangemease China occupies the first place on the
list, with 2454 billion USD (June 2010) or approxtaly 31% of total world reserves. Russia
is in third place, with 453 billion USD (June 201d¥) exchange reserves stock. The Indian
reserves in March 2010 represented 277 billion US, they were B largest in the Word.
Brazilian reserves in July 2010 were large at 2Bob USD, which corresponded td"8
place in the best credit rated nations. Brazil Rugsia have a mixture of state and private
control of capital flows; as for India and Chinbheir states are even stronger in control and
regulation of capital spheres. The export stratgfgrazil and Russia is determined by their
comparative advantages on commodity products; lahd China successfully use their
advantages of modern industrialisation and semiersification.

In the crisis year 2009 the chiefs of BRIC coumstrimet for a first summit in Russia
(Ekaterinburg), where they broadly discussed &ieras to the US dollar as the global
reserve currency. Brazilian and Russian economweldpments are particularly vulnerable
when the dollar weakens because commodities atedoin dollars. The majority of Brazil’s
foreign reserves are held in dollars. Russia is pleiriod still measured financial flows against
the dollar-euro basket, but looked to diversify tis& by switching to IMF bonds. China and
Russia agreed to use the rouble and yuan in kalatade to lessen dependence on the dollar.
Russia come to a decision to increase the shatieeo€hinese currency yuan in its foreign
currency reserves up to 1 — 1.5 % in detrimentotd @nd GB pounds. India is less concerned
by the dollar’'s troubles, since it does not havdadadenominated debt, and the Indian
government introduced capital control to protexdibmestic currency, the rupee.

The first summit of BRIC proposed to expand the banof currencies in the basket of IMF
and to use the new SDR as a worldwide reserveroyrien the place of US Dollars. Brazil,
Russia and India each bought 10 billion in bonasnfithe IMF, and China purchased 50
billion. These loans were intended to help reviweld/trade and to benefit net exporters like
the BRICs. More generally, the BRICs seek to takeger role in the world financial system.

The second summit of BRIC leaders took place ineJAA10 in Brazil, where mainly
industrial projects within the BRIC were concretis@he cooperation agreement was signed
between the Brazilian bank BNDES, the Vneschecorokiof Russia, the EXIM Bank of
India, and the State Bank of China for Developm@mtcooperation and interaction in the
spheres of high-tech, investment and energy. Tiee-bank association was initiated with the
objective of elaborating the most promising joinbjpcts and assuring their financing.
BRIC’s cooperation brings into play existing bilatle starting points. The financial
cooperation idea presumes usage of the experiehstat® banks in the organisation of
funding development projects in key sectors. Fetance, the know-how of the Development
Bank of Brazil in support of the aircraft industiry Brazil, which is now one of the most
competitive in this global sector, may be sharedrmgnother banks of the association.
Russian and Brazilian banks elaborated a projacjoiot development and production of
airplanes for Russian regional aviation. China walhstruct metal enterprises in Brazil.

12



2.1. SWFs of BRICs
2.1.1. Pension funds

The BRIC pension funds are unevenly distributetheirr domestic economies. The weight of
pension funds in 2007 corresponds to 15% of GDBrazil, to 5.6% of GDP in India, to only

1.5% of GDP in Russia, and to a minor portion inindh In absolute terms the total
investment in pension funds of BRICs occupies it modest place compared to
investments in other regions, like OECD countriegsto area countries, Asian and Latin
American countries,

Graph 3: Total investment in pension funds

Total investment in pension funds, 2004-2006
(millions of USD)
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but in terms of growth of their assets, betweend2&@ 2006, BRICs with 23.3% growth rate
show significant improvement compared with 9% okrage growth rate in the world
(OECD, 2007).

2.1.2. BRICs' participation in world-wide thinking of the SWF role

In October 2008 an international working group of/ereign wealth funds published the
generally accepted principles and practices for SWHalled “Santiago principles” (IWG,
2008). China and its China Investment CorporatR®uassia with the Reserve Fund and the
National Wealth fund were among the members ofgtioeip. India and Brazil participated at
the meeting as recipient countries. The acceptedipals can be implemented on a voluntary
basis, each of which is subject to home countrys]awgulations and obligations. They treat
commercial and property rights aspects of SWF mamagt, and are subject to the influence
of neo-liberal economic thought.

2.2. Brazil

The sovereign Fund of Brazil is a new non-commoflityd established in 2009. The Fund is
required to support national companies in theiroexpctivities, and more broadly it is a
mechanism for anti-cyclical development and for npoting investment in projects of
strategic interest to Brazil abroad and within toaintry. Therefore the advisory board to
manage the fund’s investment strategy is composedrosters of planning and finance, and
the president of the central bank. The Fund ardtes using financial instruments, such as
corporate bonds, rather than diffusing the capfafirms. At the beginning of 2010 the
government formalized rules of operation: the fatetreasury cannot sell domestic

13



government securities held in the Fund to make msw@stments. The Fund’s investments
must be made in assets that have good investmaadé gatings from no less than two ratings
agencies.

PREVI Pension Fund (Pension Bank for Banko do Be4aff), closed private pension funds,

was established for employees of the Bank of Braiiis is the largest pension fund, and the
Bank of Brazil is the largest bank in the counttyworks to provide for its employees and

their dependents social security benefits to comple benefits provided by the state social
security system. PREVI operates two pension pl&ianp 1 and Plano Fututro) and a
cumulative Foundation (Plano Peculio). The firsttioése, DB - Defined Benefits plan, is

closed to new participants since December 1997. Sdwond falls under the category of
schemes with variable contributions, which meampérates on a DC - Defined Contribution
- in the saving period and on a DB, when the engsagtires.

PREVI seeks to be the best benefit plan admingtrat Brazil and an international

benchmark by indicators among which it accentuateso-environmental responsibility. Its

ethical principles are expressed in such valugastise, respect, commitment, solidarity, and
democracy.

The profitability of the fund in 2007 was equal38.08% (according to the annual report). It
brought together 31% of the total assets of Brazipension funds and guaranteed an average
payment, more than twice the average secured Bratilian funds (including itself).

Judging from the appearance in the Report for 20@7methods applied by the PREVI Fund
correspond to international standards of portfaliband to standards of forecasting and risk
control. But with the onset of the crisis and u&é@ptember 2008 the fund lost 5.29 billion
dollars. The rate of return was negative in 20081g® 11, 4%). The year 2009 was a year of
recovery for PREVI. After pessimistic forecaststie first few months, the year of 2009
brought some positive results. The Plano 1 prafitglwas 28.25%, and the profitability of
Previ Futuro’s investments reached the 27.16% nfarkgreater than the actuarial target of
10% for each.

The Brazilian economy began consolidating in thedi@ of 2009. Public banks, especially
Banco do Brasil, which closely met government glinds, sustained the offer of credit in the
most critical moments, thus acting as a lever tovery. In the Report 2009 PREVI's
administration explains these encouraging resoltshfe Brazilian economy by three factors.
The first one was stabilizing inflation and mainiag the lowest interest rate in recent
Brazilian history. On the one hand, this elememt Kixed income profitability at low levels;
on the other hand, it was essential for returnongredit and investments. The second factor
was the recovery of the Stock Exchange, which becpassible due to the profitability of
companies that were properly equipped to face tisesdlike the aircraft industry), and to a
very strong sign of foreign investor trust in theure of the Brazilian economy. The third
factor was the increasing attractiveness of theagtate market. Lower interest rates facilitate
long term financing, and real estate has increasedlue.

Due to these favourable factors, the long term stiment allocation strategy adopted by
PREVI was improved, with an average profitabilitglixabove the actuarial goal. For Plan 1,
this represented a substantial surplus recovery.ti® PREVI Futuro Plan, it represents
increased savings value accumulated. In the long,téhis should allow better retirement
conditions.
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In 2009 PREVI, with two Brazilian companies, Petevsl Funcef, realised a strategic move
aiming to consolidate one great Brazilian compamyerms of infrastructure (INVEPAR).
With this support, INVEPAR won the right to operdtighways in Sao Paulo and acquire
complete control of the Rio de Janeiro metro. la tdase of Metro Rio, PREVI and other
partners financed the structured operation to @geh9 trains. The trains are being built in
China. This represents an example of socially nesipte investment, due to which Rio de
Janeiro will be a city with the cleanest, safestl most efficient means of transportation.

Considering the negative role of derivatives in ¢gpesad of the financial crisis, their volume
was limited to 20% of the invested sum and theyewerandatorily constrained. New
constraints are: 1) prior risk assessment; 2) excst of appropriate internal control systems;
3) record of transactions in the stock exchandetores and commaodities; 4) performance of
clearinghouse and settlements as transaction apant® and 5) strict rules forbidding
transactions left uncovered by buying operations.

2.3. Russia
2.3.1. Pension fund

The retirement fund of the Russian Federation waated December 22 1990 for the state’s
management of the finances of pension provisions lan out of state budget fund. The
financial stocks of the Pension Fund come from adsgy insurance instalments paid by
employers and citizens.

In 2010 the Retirement fund has implemented a s@fiesocially significant functions such
as:

- Account of insurance resources provided from cosgyl pensioner insurance;

- Assignment and payment of old age pensions, disapgnsions, pensions at the occasion
of loss of the family supporter;

- Person accounts of the participants of the systérmmompulsory pensioner insurance;
interaction with employers - the payers of insueapensioner instalments;

- Control of the funds of the pensioner system, idiclg part of the labour pension
constituted by accumulation, which is implementbbiigh the state controlling company
(Vneshekonombank) and private controlling companies

- Realisation of the State Program of joint pensioarfcing;

- Control of insurance funds acting on compulsory sp@mer insurance and compulsory
medical insurance;

- Formation of federal social additional provisionssbcial pensions, with a view to ensure
that aggregate retirement income of retired persemdd not be lower than the subsistence
minimum of pensioners.

In Russia besides the Retirement Fund there aretinar state off-budget funds: the Fund of
social security and the Fund of compulsory meditsurance.

2.3.2. Sovereign wealth funds
Despite liberalisation of its economy in 1992, ohnieh a lot of hope was placed, Russia still
failed to implement a modernisation of its indudtstructure. Over the years the country

lacked sufficient capital and experienced diffirdtin accessing long term financial credits.
Western countries have provided Russia short teedlits beneficial only for maintaining the
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level of household consumption, which demand wéecgbely satisfied, but through imports
of consumer goods from creditor western countiBesmestic industry and agriculture were
stagnating. Then came a period of high oil andpyaes, when Russia could accumulate big
foreign currency reserves, but as its financiatesyswas deficient, capital flowed abroad. It
became clear that Russia needs funds that coulgsé@ as collateral for the obligations of
domestic and foreign investors. The first stabil@afund was created for these purposes and
was divided later into two specialised funds.

The Reserve Fund of the Russian Federatestablished February 1, 2008, as part of the
federal budget, isolated and managed to use iitatapthe event of insufficient oil and gas
revenues for financial support of the economic prog The normative value of the Reserve
Fund in its absolute amount is determined as 10@r@écted GDP for the relevant planning
period. It is financed by oil and gas revenues ftbmfederal budget in excess of the amount
authorized by the oil and gas transfer, and thrangbme from the management of the funds.
Going forward the Reserve fund fulfils insuranceadtions, covering deficits of budget and
pension funds.

During 2008 at 13 different dates the operationgntddw transactions to the Reserve fund
took place, according to legislative authority. &siflow on the Federal Treasury’s account in
euros, in US dollars and in GB pounds. The onlylowtin 2008 was realised in November
from the US dollars account, which correspondedih® purchase of RF currency for
correction of the RF reserve position in the Inagional Monetary Fund. This process of
Reserve fund accumulation was affected by suddesicar of budget revenues as a
consequence of the oil price drop in 2008.

During 2009 the dominant flows were outflows fromra dollar and GB pound accounts
corresponding to the purchase of RF curréhéy financing the federal budget deficit. The
outflow operations were authorised by the ordethef Ministry of FinancE. This year the
dollar outflows occurred four times to purchase Bwgssian currency for correction of its
reserve position in the International Monetary Fuidother six outflow transactions in US
dollars corresponded to purchase of RF currencyifcaind gas transfer accumulations. The
inflows in Dollars took place seven times, fourvdiich were at the end of November and
beginning of December 2009. Inflows in euro and &Iinds were more numerous, on
eleven different operation dates. Earlier 2010lalls were outflows for financing the federal
budget deficit. Consequently this fund is now misbut exhausted.

The second Russian SWF issuing from the Stabiisdtind, theNational Wealth Fundis
part of the federal budget also and its prime psep® to co-finance voluntary pension
savings of citizens and to cover the deficit of Bension Fund of Russia. The Fund is formed
partly by transfers from the Reserve Fund if thtefaexceeds the rate of 10% of GDP. The
assets of the fund are placed in the accountseo€#ntral Bank of Russia in foreign currency
(U.S. dollars, euros and GB pounds sterling). Tlatal Bank is the principal agent for
management and pays interest for the use of ligesdi The Government sets a list of

19 Note on Russian Central Bank: The bank of Russimlacts scheduled purchases of foreign currendyirwit
realisation of measures on transition to the moflnftation targeting. Volumes of scheduled puradmof
foreign currency are installed in view of conjunetwf inside exchange market, course of executfdiederal
budget and the evaluation of conditions of balantg@ayments for supplying of stable functioning tbe
banking industry and neutralisation of expectaticegarding dynamics of the rouble exchange ratbe@ded
purchases are implemented only in the case of exafebe proposal of foreign currency above den@amd.

1 According to Order of 10.03.2009, 19 outflows weealised; to Order of 20.05.2009, 5 outflows; t@l€ of
23.06.2009, 3 outflows; to Order of 22.07.2009u#flows, and to Order of 17.10.2009, 19 outflows.
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requirements for financial assets where a virtwatfplio of financial instruments is estimated
and the value of the average yield. Financial assgh a high level of risk are not included in
the list of assets allowed to conduct operatiom® Fund is financed only in sovereign debt
obligations, debt securities of foreign agencied #re central banks of Austria, Belgium,
Britain, Germany, Denmark, Ireland, Luxembourg, thetherlands, USA, Finland, France
and Swedel?, as well as in debts of international financiajamizations: Asian Development

Bank, Bank of Europe Development Council, Europdzank for Reconstruction and

Development, European Investment Bank, Inter-AnagriDevelopment Bank, International
Financial Corporation, International Bank for Restoaction and Development. The issuer of
debt, a foreign bank or credit organisation musteha rating of long term credit not below
“AA-" by classification rating agencies. If the bght liabilities no longer meet the

requirements, they must be sold within one montr diie date of this discrepancy.

In contrast with other countries using natural vese earnings to create the funds and use
them to diversify and invest, Russian SWFs are us®d directly for these tasks. Thus,
Russian SWFs do not hold domestic state ownedllistpiities and no foreign state owns
listed equities. In Russia the owners of such expiiire oil and gas giants Gazprom and
Roseneft. These two largest state assets (Bal@b@g) hold listed equities, valued at 246
billion US dollars in 2007. Some authors consideat tGazprom is a Russian investment
SWEF. During 2008 there were only inflows into thatidnal Wealth Fund in all three foreign
currencies.

In 2009 Russia entered into recession and tax uevéll. In comparison with the previous
year the GDP decreased 7.9% in 2009, industrialymtion declined 10.8% and investment
in fixed capital fell 16.2%. In such a criticaligtion the Russian government chose to use the
sovereign funds for sustaining interior demand &dimproving the domestic financial
system. Outflows from the National Wealth Fund lmega the end of July 2009, when the
euro, dollar and GB pound purchase of RF currecypfacement on deposit at the state
corporation Vnesheconombank (VEB) according toRkegulation of the Government of the
RF. There were 15 other outflows for placement epogit with VEB, and only 4 inflows in
December 2009. In 2010 until August there werelowt: a purchase to co-finance voluntary
pension savings of Russian citizens (in April), tiperation in favour of VEB (in April). And
there were inflows, the investment of the fundsJdanuary it was decided to use the National
Welfare Fund to finance VEB infrastructure projedtkus the funds from the Fund placed in
VEB deposits will be provided to the mortgage diadi agency as loans (with annuities of
7% and 8.5% and end of the term 31.12.2019 an®32020 respectively), to credit the small
and medium size enterprises (with annuity of 8.5% end of the term 31.12.2017), to credit
the Agency for housing mortgage lending (with abyhwf 8.5% and end of the term
1.06.2020). Two billions US dollars were deposite@010 from the National Wealth fund at
a rate of 2.75 percentage points above the Londi@nbank offered rate, with the limit date
of return the 31 October 2011. (Sources: MinistrfFimance of RF). In April 2010 the funds
were used to plug the budget deficit and to in@e¢he pension reserves of the state.

12 Greece and Iceland are not on the list of statedebt securities of which National Wealth FundIddoe
placed. In such a manner, downward rating of Greboeld not have an effect on the cost of Rusdiacksin
autumn 2008 the credit rating agencies, which nooniteland’s sovereign debt, lowered their ratinger
instance, Standard & Poor's Ratings Services |lave€neece's long-term credit rating to BBB from ®n 7
October 2008, the central bank of Iceland annouticatthey had been in talks with the Russian aitth@ver

a €4 billion loan from Russia. The loan would beegi across three or four years, with an interest 38 to 50
points above LIBOR. In November the Icelandic gowveent reported that Russia has offered only $300M
(Sources: Wikipedia). In April 2010 Standard & PeoRatings Services lowered Greece's long-termitcred
rating to BB+ from BBB+, dropping the debt-plagumlintry's rating below investment grade.
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Graph 4 Aggregate amount of Sovereign Funds ofiRagsrterly.
(Attention in following graph: on the axe X moreeat data 01.08.2010 is located on the left)
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Sources: Ministry of Finance of Russian Federatd@08.2010
http://www1.minfin.ru/ru/nationalwealthfund/statest/volume/index.php?id4=6412

Thus, the Russian Reserve fund is emptying outthedNational Wealth fund is stagnating
because the government since March 2009 uses theoover budget deficits. In the

document describing the principals of budget pofmy2011-2013 it is announced that the
fund inflows into the Reserve Fund and into theidvatl Wealth Fund will no longer be

provided. It is planned to use the amount of thdiddal Wealth Fund as the source of
financing the deficit of the federal budget up to @mount equal to the amount of the
purchase to co-finance voluntary pension savingRussian citizens. In this way the earlier
accumulated amount of capital of this Fund willdpeserved.

Table 3: Forecasting of Aggregate amounts of Fumgercent of GDP

2010 2011 2012 2013

Reserve Fund

%GDP at 4.1 0.5 0.09 0.08
01.01.

%GDP at 0.7 0.09 0.09 0.08
31.12
National Wealth
Fund

%GDP al 6.2 5.2 4.6 4.2
01.01.

%GDP al 5.8 5.1 4.5 4.1
31.12

Source: Ministry of Finance of RF

In the future the National Wealth Fund can be usede intensively to cover the federal
budget deficit only at the approach of adverse it of economic development, such as a
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reduction of the price of oil below 75 dollars farrel or a growth rate of the economy below
5%. The Reserve Fund will be depleted, and theoNatiWealth Fund will be used for
resolution of political issues, engaged first dfialeffecting the state’s commitments in the
domain of pension provision.

A short history of Russian Sovereign Wealth Furedeals some examples of accumulations
of natural rent resources. In fact, the Funds weseful in the crisis period to sustain the
Russian economy and its financial sector. Both Bupdrticipate in sustaining domestic

consumption. It was necessary to use such regalbBoause in the crisis of 2009, in constant
prices the level of consumption compared to theipus prosperous year 2008, was only
93.6%. The share of household consumption incredszstically, and was the biggest since
1992, 63.8% GDP. At the same time, due to Sover&ignds, real depositable money

incomes augmented (102 % as of the previous yead, real fixed pension size grew

significantly (111%). The relative amount of incara relationship to subsistence minimum
level and the relative amount of average fixed [@ass in relationship to subsistence

minimum level signified the improvement of livingaadards of all populations (in terms of

money incomes) and the aged population in particula

Table 4: Russia, 2000-2009 Living standard of pafoih, Russia, 2000 - 2009
LIVING STANDARD OF POPULATION

2000 2004 2005 2006 2007 2008 2009

Actual final consumption of households

% of GDP 52.3 57.6 57.3 56.6 57.4 56.8 63.8
% as of the previous yeHr 105.9 110.2 1105 109.9 112.4 1094 93.6
Real disposable money incomes, 112 110 112 113 112 102 102
% as of the previous year
Real fixed pension sizé 128 106 110 105 105 118 111

% as of the previous year

Subsistence minimum level in percent to 120 113 118 113 112 119 112
previous year
Rapport to subsistence minimum level,
(percent):
of per capita money incomes 189 270 269 298 328 3p5 328
of average monthly accrued wage 168 259 263 288 3R7 348 337
of average fixed pensiofis 76 106 98 100 102 115 127
Population with money incomes below
subsistence minimum level:
min. persons 42.3 25.2 25.2 215 18.y 18)9 18.5
percentage of the total population 29.0 176 17\7 521 13.3 134 13.1
percentage as of the previous year 849 86.0 87.7 85.3 87.0 101.1| 97.9
Coefficient of funds (coefficient of 13.9 15.2 15.2 16.0 16.8 16.8 16.7

differentiation of incomes), times

Real minimum wages, as percentage of the ¢ o 111.0 | 110.4| 1221 137.6 1344 1686
previous year

Sources: Federal State Statistics Service httpwwws.ru/wps/portal/english
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) At constant prices.

2 1995, 200G-. - with compensation.

% Since 2000 according to changes of the norm-legaé and methodology for compilation
of the size of subsistence minimum (see methododbgjuidelines page) the assessment
published is based on data determined by the Gmesrthof the Russian Federation for I-1V
%uarters of respective years.

“In 2005 the structure of the consumer goods basistrevised to determine the subsistence
minimum value, based on the Federal Lt 34-FZ "On the subsistence minimum of the
Russian Federation".

% By comparable methodology of subsistence minimumpitation.

Looking at official statistics on living standard Bussian population (table 4) we can do
some observations about its evolution during theiscyear 2009. The share of actual final
consumption of households in GDP decreased in 280&ompared to previous years, and
represented 56.8% of national product, allowingemthutilisations of resources, for example
for modernisation of economy. In crisis’ 2009 yehe share of households consumption
increase drastically, and was the biggest sinc,188.8% GDP. In constant prices the level
of consumption weighed against the previous pragmeyear 2008, represented only 93.6%.
At the same time, real deposable money incomes enigu (102 % as of the previous year),
and real fixed pension size enlarged significaili1%). The relative amount of incomes in
relationship to subsistence minimum level and tative amount of average fixed pensions
in relationship to subsistence minimum level siguifthe improvement of living standard of
all population (in terms of money incomes) and ageg@ulation in particular (First ratio
changes from 325% in 2008 to 328% in 2009, thersgcivom 115% to 127%). By contrast,
financial situation of working population depreeidtin the crisis in view of the fact that the
average monthly wage in relationship to subsistenicemum level diminished from 348% in
2008 to 337% in 2009 and that in spite of increafseeal minimum wages, as percentage of
the previous year, 168.6%. The coefficient of difeiation of incomée's stays very high
(16.7 times) attesting large inequalities. In tdi&l8 million persons live with money incomes
below subsistence minimum level that representsitath8% of Russian population (small
decline of both numbers in 2009).

The National Wealth Fund via VEB patrticipates, #@lbemodest amount, in realisation of the
strategy of economic modernisation and restruagurin

2.4. India
2.4.1. Pension fund

The largest sovereign pension fund of India is Bmployees' Provident Fund. This

centralized storage fund works by a defined contrdm. Asset management is carried out by
the Governing Council, whose members are reprebeggaof the state, trade unions and
industrial enterprises. The Fund primarily inves¢sassets in domestic government bonds,
debt obligations of state-owned enterprises angpt®with a social purpose.

In November 2008, the state decided that from Jgn2@09 mandatory contributions to the
Employees' Provident Fund will be reduced from 1t¥8% of salary, and this rule will

13 The coefficient of income differentiation (the &fieient of funds) is a ratio between the averageels of
money incomes of 10 percent of the population whith highest incomes and 10 percent oh populatidm tive
lowest incomes.
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apply for 2 years. According to the Minister of &nte of India, declining levels of

assessments should help to increase the purchpswer of the population covered by this
pension fund. During the economic crisis, this measmay enhance consumption, thus
stimulating economic activity in the country.

2.4.2. SWF in question

The increase of foreign exchange reserves in lhdsabeen dramatic since the beginning of
this century. The GDP growth rate in the pre-criggsiod was around 9.5%. These trends
were a consequence of economic policy modificatiwhjch became outward oriented.
Exports rose, and for some years the current a¢dmlance of India has had a surplus. The
inflows of FDI were remarkably higher, especialgtiween 2005 and 2007. According to its
charter, the Reserve Bank of India has no rights® funds in foreign currency for investment
abroad in financial instruments other than treasusiruments.

So far, in India there is no sovereign fund of weaccumulation. The Indian government
began by establishing in 2006 a public India Infiagure Finance Company Limited, owned
and controlled by the government, with the objextivf financing major infrastructure
projects of India that require huge investmentse TBompany offers financial assistance
through lending directly to viable infrastructurejects, and refinancing banks and financial
organizations for long term loans. Long term débthis case, denotes a debt provided to the
project company where the average maturity for yemnt exceeds 10 years. The loans are
guaranteed by the government (against huge fomigency reserves, for instance).

In 2008, the Government discussed the possibilityestablishing a SWF, which would
support economic growth. In the paper by Chaissa.€R010) we find the description of a
discussion by Indian economists on the advantagdsshortcomings of ways to solve the
problem of the surplus of foreign currency reserviesa SWF in India. The arguments in
favour of a SWF were similar to the majority of wmjpins in other articles on the subject,
indicating the necessity of diversification of Hakjusted portfolio management, which could
not be run only by the Central Bank. Opponentsipted likely inflationary consequences of
every type of foreign currency reserves over acdatimm. Others consider that the time to
create a SWF is not opportune because of the fialacrtsis and economic depression, when
the potential volatility of currencies is too higand the mistakes of evaluation are more
frequent. The current account balance since theatéhe crisis is deteriorating and it is not
clear if a SWF could be fully funded. Moreover, tinerease in Indian reserves has been
caused by speculative capital inflows on the chpitaounts, and they are exposed to likely
sudden outflows by foreign investors.

The probable investment strategies of the SWF cbaltb increase returns on reserves, and
to guarantee energy resources. Investments aboodd iovolve metal, iron and services. The
accumulated experience of the India Infrastructtireance Company Limited of financial
management could be useful for future SWFs andstiaite company could even become its
administrator.

2.5. China
China holds four huge SWFs, three of which haver tidentifiable objectives. The

Investment Company of State foreign exchangeagement (SAFE) exists since 1997. The
company manages the foreign reserves of Chinehdrist of the world's largest sovereign
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funds it ranked in fourth position in 2010. Duritkge first period of existence this investment
company was placing its assets in safe financgtuments. Later, with the emergence of a
competing state-owned company, the China Invest@enporation (CIC), in the spring of
2007, SAFE began to buy shares and high-risk bamds to make direct investments,
particularly in companies of the oil industry of ¥¢eeuropean countries (Total, BP, Royal
Dutch, Shell Plc). Falling stock markets in 2008 $AFE to losses.

Established in 2007, th€hina Investment Corporatio(CIC) was in 2010 in fifth place
among the largest sovereign funds worldwide. ltgs®s of capital are special issue treasury
bonds, and for this reason CIC has to pay divideéadbe State Council as its owner. China
Investment Corporation aims to improve the goveceawf key state-owned financial
institutions, and to help Chinese enterprises ex@dmoad.

In the beginning CIC has made important investmentsmancial sectors. It purchases equity
stakes in financial institutions such as the investt bank Morgan Stanley (5,6 milliards
dollars US), funds of private equities BlackstoBenlliards $), and JC Flowers (3,2 milliards
$) (Park & Estrada, 2009, and Zhang, 2010 ). Failof Lehman Brothers and systemic
financial disaster on the American continent a#ddhe situation of Chinese institutions that
invested in American financial vehicles. The finahcrisis provoked radical modifications in
investment strategy. For example, in August 2010 Rds sold shares of the investment bank
Morgan Stanley (US$70.4 million) to cut its ownepsto less than 10 percent.

China Investment Corporation is bringing into pldye management principles of the

prosperous Sovereign Wealth Fund, Temasek (Singapdke the Singapore Fund, the CIC

started to develop many active investment patterhs. total value of Temasek investment
programs was vaster than that of CIC, and the tataiber of its projects was 510. Compared
to average Temasek projects, the value of averd@an@estment projects was more sizable.
There were only 12 projects to finance in 2008 {8loiti et al., 2009). Two years later the

amount of an average transaction of CIC decreasesiderably and did not exceed 8 billion

US dollars. Now CIC manages more domestic investmeaects, some of which are quoted

on the Hong-Kong stock exchange.

In the beginning the China Investment Corporatiad to borrow in appreciating currencies
in order to buy assets nominated in depreciategtoates. In connection with the lowering of
prices of shares of leading companies of energy raiming industries in the world, CIC
started investing in their securities. SubsequethidyFund continues to diversify industrially
(mining, construction, agriculture, equipment comstion) and geographically (Australia,
Central and South Asi§ its strategies of investment. Now CIC plans to are active
shareholder in companies of countries such as Bf@an export sector) and Mexico, by
increasing direct investments. China has increasezstments in resource-related companies
by purchasing a 45 percent stake in the RussiarelNob group (Zhhang, 2010) and in
environment (the largest French water treatmentpamy, Veolia). CIC acquired in February
2010 more than two percent of the UK private euqoity fund, Apax Partners. It plans also
to work together with Intel Capital to invest thexh generation technology, by combining
China’s assets with the technology expertise oélI@orporation. The investments in the
financial sector have to do with Asian companieshsas Hong-Kong Group CITIC (at the
level of 40% of capital stock).

14 Oil of Kazakhstan, mining in Indonesia, coal in Molia
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Table 5: CIC: Global investment portfolio distribart in August 2010

Asset Class Percentage of Fund
Listed Equities 25.0%

Special situatiorns 18.9%

Fixed income 18.0%

Hedge funds 9.4%

Inflation protected 8.8%

Cash 8.6%

Private equity 7.0%

Other assets 4.3%

Source: Sovereign Wealth Fund Institute, August0201

Thus during the financial crisis of 2008-2009 CIGhifted investments away from the
financial sector in general, and away from volatikctors of the American and European
continents, in particular, into Middle East, Asi&yssian, and Brazilian economies with their
agricultural, energy, real estate, industrial atigebinnovation sectors.

The National Social Security FUN(NSSF) pension fund was created by the Central
Committee of the Communist Party and State Coumci2000. This Fund is a strategic
reserve fund and aims to be a solution to the probbf the aging population. Its funding
sources are: fiscal allocations of the central govent, capital derived from reduction or
transfer of state-owned shares, investment procaedsequity assets, and allocations from
the lottery public welfare fund. The former souofdunding is explicitly condemned by ethic
principle of some socially responsible financiaktitutions, such as Islamic finance, for
example, for which gambling is a forbidden econoautvity.

For some years NSSF realised domestic investmieaitd& deposits, treasury bonds, financial
bonds, corporate bonds, securitised products amckst NSSF had shown a significant
increase in allocation to shares, which represeht®&¥ of its portfolio in 2001, and 24.2% in

2006 (OECD, 2007). The percentage of bonds indted investments of NSSF grew also in
this period, from 46.8% to 53.7%. Recently it begamvest abroad through external money
managers rather than through direct investments.Sidtial Security Fund, which administers
NSSF, reported in 2008 its first annual loss, eqad@.8% on its investments. The loss was
due to the previous year’s share market fall.

In 2007 China Development Bank established theiabewestment vehicle in Afric&hina-
Africa Development FundDebts incurred by the China Development Bank faléy
guaranteed by the central government. The fun@lesta invest in stocks, convertible bonds,
and other types of investment, as quasi-equitystments and a fund of funds. This fund
makes equity investments in 27 projects in Afrigthwva total value of 540 million US dollars,
which will likely lead to an increase in investmemity Chinese companies up to 3.6 billion
US dollars (source: information by Chinese Ministfycommerce, January 2010).

> Asian Special Situation Fund invests in specialasions stocks and smaller growth companies irAs
excluding Japan. Companies included in the podfalie businesses in a recovery situation, launchingw
product, undergoing restructuring or introducingvmeanagement. As at 31.07.2010 Industry breakdgwtou
5% was: Financial — 35%, Information technology0-526 Consumer discretionary — 14.5%, Materials5%4.
Industrials — 6.3% Telecommunication services —%b.8China represented 35.4% of Funds’ geographic
breakdown. Fund performance year by year: 20060%,42007: +37%, 2008: - 46%, 2009: +64%. Source:
https://www.chartbook.fid-intl.com/fi/current/27 24if
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CONCLUDING REMARKS

A successful example of pension capitalism in tst half of the 2B century brought about
the idea of the possibility of combining investmesitategic policy with the financial
management of public assets. Since the beginningisfcentury Brazil, Russia, India and
China (BRIC) have taken advantage of the painfuhricial developments in old capitalist
countries to accumulate foreign exchange rese®exil and Russia used for this purpose
the commodity price spread, while India and Chioatp use their export advantages. The
BRICs developed the conviction that their finana@a and should be socially useful
activities. This paper provides an overview of gledout the development of responsible
finance and about sovereign accumulation and imests, disseminated by European and
American ecologist organisations and by Islamiafficial institutions.

This paper contributes to the discussion of ma@woeic and financial theoretical problems
like sovereign asset liability management, andaseld on case studies of Brazil, Russia, India
and China. It also tries to determine the confijaraof institutions able to solve the
problems of global public goods.

Historically institutional investors of Brazil apension funds. Some of them, like the biggest,
PREVI, took on responsibilities to invest ethicalbyt they have to manage risks of inflation
and demographic long term risks, while meeting memBabilities. China and Russia set up

Sovereign Wealth Funds wanting to consider optiyntileir sovereign assets and liabilities

together with macroeconomic reconstruction and aldocially responsible investments.

India has to determine whether it should or nadldsth a Sovereign Wealth Fund.

Some SWFs of BRIC countries were established jefgrb the financial and economic crisis
of 2008-2010. Since this crisis erupted, Russiamisign funds have been used for the most
part to sustain the federal budget and househaiduwoption. They had to support banks also,
because the government wished to preserve thegsaginRussian citizens. Such usage may
be evaluated on a scale of responsible managerhargavereign fund, rather than on a scale
of responsible investment. And the Russian casersltibat a SWF, as the National Wealth
Fund, can stay alive longer during downturn periofirisis, and even provoke contra-
cyclical movement. After a contraction in 2009, tReissian economy grew around 4.5
percent of the GDP in 2010. Inflation has fallepiddy, the current and capital accounts have
both rebounded, and the rouble has strengthenedh®©mwmontrary, the Chinese sovereign
fund, the China Investment Corporation, was usetidadify swiftly the investment policy in
the country by substituting investments in forefgyancial institutions for industrial projects,
both domestic, Asian, Brazilian and Russian. Tlisechighlights the fact that a SWF may
steadily reallocate its portfolio, avoiding thegerieffects of transactions.

Even on the basis of this limited set of cases ae conclude that uniform responsible
investment policy cannot work. The comparative gtoidsovereign utilisation of public funds
in the context of global economic dynamics showddglolonged, as well as the analysis of its
influence on financial mechanisms to implementabcresponsible investment decisions.
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