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Recent financial news has been dominated by the turmoil in credit markets. But this 

summer’s other big story is the arrival of Sovereign Wealth Funds (SWFs) on the financial 
scene, and on the collective mind of the marketplace.  
 
SWFs have displayed a flurry of activity: just think of China’s investment of $3bn for a 
stake in private equity fund Blackstone; the deal by Temasek (Singapore) and China 
Development Bank to purchase up to 10% of Barclays; the purchase by Istithmar (Dubai) 
of Barney’s, the landmark New York department store; and Qatar’s Delta Two bidding for 

British retailer Sainsbury’s. And that is just for starters. In a study that has been quoted 
all over the summer, Morgan Stanley’s Stephen Jen estimated that SWF assets would 
increase fivefold by 2015 to 12,000 billion dollars, or double the world’s current exchange 
reserves. Markets seem to have just convinced themselves that SWFs are emerging as a 

fully-fledged new class of financial players, alongside banks, insurance companies, private 
equity or hedge funds. 
 
Not all of this is completely new. Funds from Kuwait, Abu Dhabi and Singapore have been 
around for decades. Moreover, not all these funds operate from geopolitically touchy parts 
of the world. Norway’s government pension fund has assets over $300bn and is one of the 
giants in the SWF category. What is new, however, is that high fossil-fuel prices and 
global financial imbalances are filling the coffers of oil-producing and East Asian countries 
at breakneck speed, thus shifting the balance in a big way. 
 
There are good reasons for states to seek higher yields and investing in shares. France put 

in place its own Fonds de Réserve des Retraites for the same reason. The uncertainty 
revolves around what kind of shareholders these funds will be in the future: pure financial 
plays, tools of industrial policy, or political levers? Indirect control taken by authoritarian 

states is often controversial, as when China’s CNOOC tried to buy up US oil company 
Unocal in 2005, or in Borse Dubai’s current endeavour to bid for Sweden’s OMX. This is 
what currently ignites the great SWF scare. The sense of fear that Asian hordes are to 
conquer the pinnacle of western capitalism is palpable in recent comments by respected 

observers such as Larry Summers (Harvard) and Jeffrey Garten (Yale). Angela Merkel 
opted to make it a key theme of the political season, by proposing a German SWF 
apparently designed to launch counter-bids when faced by the foreign invaders.  
 
Is the angst justified? The good news is that SWF appetite highlights western companies’ 
performance: SWFs seem to count on higher yields in the west than back home. The 
reasons given for protecting assets, apart from the defence sector and some critical 

infrastructure, are often unconvincing, and the drawing of a Maginot line could lead to 
dangerous escalation. Cooler heads might prevail. In the US, the Exon-Florio legislation on 
control of foreign investments was renewed this July. The executive branch and Congress 
reaffirmed that the state would only block investments on the basis of a narrow notion of 

national security, which they refused to extend to the woollier concept of ‘economic 
security’. US Treasury Secretary Hank Paulson declared that he ‘would like nothing more 
than to get more of that [SWF] money’. This has not prevented protectionist rows, as in 
the Unocal case or when Dubai Ports World purchased US facilities last year, but the 
American legal environment remains remarkably open.  
 
It is likely that SWFs will be domesticated, as others have been before. Politically-minded 

investments, made for reasons other than financial, often prove disastrous and clash with 
the funds’ stated objectives, even in non-democratic contexts. Witness the current 
embarrassment of the Chinese government in front of the drop in Blackstone’s share 



price, provoking furious grassroots reactions such as this anonymous post on sina.com: 
‘Our foreign reserves have been earned by the sweat and blood of the Chinese people. 
Please invest them more carefully!’ Major funds of OPEC countries have long ceased to use 
their shareholdings as political instruments, and are now mainly passive, long-term 

investors. The size of SWFs is growing. They must be monitored closely. But it could prove 
counterproductive to underestimate the capacity of the market to tame them. 
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