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A change of strategy

Sovereign wealth funds find new ways to venture into the market. By Sophia Grene

OVEREIGN WEALTH FUNDS
(SWFs) are teutativaly sticking
their toes back in the water after : .

| experiencing a turbulent ride y
through the financial crisis. . ;

: Most SWFs exclude from the
dafinition government pension funds
and foréiym currenty reserve asseis.

Many belong to oll-rich nations, aiming to invest i
and manage the proceeds of a country’s natural
resources for the long-term benefit of its citizens
After a disasitrous 2008 for investors around the |
world, 2009 started off quietly for SWFs. Having |
suffered mark-to-market losses of an estimated |
$67bn (Ed5ba, £64bn)on Investments in pablizly —-1
listed companies to the end of the first quarter of |

.

2009, SWFs unsurprisingly did Hitle new business
In the Grst half of the year

A renewnl of intersst In the second balf of the
year brodght transaction levels up again. But
totals for the year - 113 deals worlh an ageregate
$6d.8bn — barely reached 60 per cent of the tolals
fur 3004

“We've seen it a little more towards the
back end ol? last year, but it's gone quite quist
aguin now,"” says ‘Uictuna Barbary, an analyst
it Monitor Group, which reports and Jll]ﬂli‘:r&:s
SWE activity. : A :

As well as investing, SWFs-also pu} ﬁ%wﬁ-m. - s !

an important role i providing acquisition (2= en ' j 3
fnance” #Th SN

A consortium of SWFs, including i e ‘R ’ bk
Government of Stugapore Corporation, : L : ¢ } i
China Investment Corporation and Kowait
Investment Authority, stumped up a cotn-
bined $2 8bn to help BlackRock the asset
manager, in its $6.6tn bid for Barclays
Global Investurs. Another consprtium stood
repdy to act 4s corperstone investor to the
ili-fated deal betwean Prudential, the UK
insurer, and the Aslan arm of AIG.

Though the faflure of that deal may oot F
appear (o augur well for such transactions in
future, it might oot have a significant impact i
on strategic decisions, Ms Barbary says: “It
wasn't necassarily a bad judgment on the part
of the funds, even thotigh it didn't go ahead.”

Whether to finance acqmsitions or for
other purpeses, this seems to be a signifi
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There seems to be a sngmflcant
new pattern in SWF investment:
partnership or co-operation

cant new pattern m SWF iovestinent: towards
partnership or eo-operation. i allows the funds
to shire the risK of the investment, while
potentially doubling the due diligence on the
investee company, and can help calm concems in
_the host conntry about i ivELment by.a lﬂlﬂ:p'l
sovereign body,
The tmpact of the financial crisis has he\.n
felt in more'than ons way among SWEs, says Ms
Barbary, “One of the trends from last year is that
SWEs wire very busy looking at thelr investinent
strategy and building thefr personnel, theic
In-hoise capabilites”
| CIC, for example, in February started
recrulting professionals in chrunodities and
natural resources, real estate, private equity
and fxed income. (o April, it announced it was.
resitucturing alpng sirategic lines jnstead aof
asset classes: public market investmearits, tacti-
cill [uvestments, private market investmants and
special mvestments. :
| As a pesult of the peneral velhink, SWFs bave
| diversifisd their (nvestment focus significantly,
|+ adds Ms Barbary.
“There has been'a more genaral trond o a
more diverse pattarn of purchasing” she says,
“We used-{o end up being able fo put transactions
| into these buckels: financial, real estate, .m:_rq,)r
and uthu' hut now there's a lot more going on.™

E('lihﬂl DGY-ORIENTATED
Weompariesd with a Kigh intellectual

property component are popular, she
§aYs, us these are seen 1o be relatively.
; :‘P;s-llmnl to further potential awmg?. of
the global economie climate

Cumcl:llm, With this shift in seuiurnj fpcus is 8

. thange'in gmgr:!piuml distribution.

tination for SWE investment, Asia and emerging
marksts @ L[bi!\ﬂl?h_ now ﬂutnmale in termes of

1 ermLinn:numhers, although these deals, 1
ranging perhaps from §25m to §150m in size, aro |
affen for smuller companies

- ¥ur SW¥s; irivesting in smaller deals' in )
emerging markets:-has the added advuntage Dt
they can’afford to he mare active investors, taking
board seat and actively voting their stock. In
developed markets, taditionally there has
been political wariness about accepting an
SWEF. - séen at some level as the agent of a -
farelgn governmant, —as an active participant
10 the economic and finaneial life of a
host country

Hecent resparch® found a pattern of SWEs
talding a large stuke in mvestes compa-
nies, then sitting back and leaving it
untouched, which it attributed largely to
a fear of causing political waves,

The study then found undsyperfor. &
mance in thise eompanies, which it - 154
linked precisely to the lafsse2 fame
attitude of the investars.

Other resanrch has found the appo- '3
site, however, indicating that in many @
cases, SWFs are active investors, with
ignificant benefit o their investee
companies. Tha diflerence may lia
partly in a more nuanced interpreta-
tion of those political sensilivities, sinco
they are noticeably more active as inves-
tors in emerglog markets

The current relatively depressed global
economie climate has also given SWFs more -
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freedom to aet in their own best interests regard-
less of public attitudes, points out Ms Barbary.
“When everyons was so desperate for privale
capital, [political concerns| went away,” she says.
"While the climate's not great. it's not an issme,
but when the economy starts to pick up, there' Ll
be a lot more pressure oo them to align with the
!'.-:lntlalm Prinripies.” The Santiago Principles
¢ "are a voluntary set of conventions and practices
dgreed among SWFy, intended partly to promote
mnﬂdc-ma in them ns a-general stoucture,

" The dejres of ransparency rom SWEs,
!wwmrm- still varies, although it is increasing
“steadily s they find it to their own advantage
to improve relations with investes compa-
nies and eofovestors. The most transparent
SWF is the Norwegian Government Pen-
sion Fund Global, which is committed to

tranumrmcs both about its investiment

si.tategr andl its evolving philogophy
For the purposes of those seeking
acquisition finance, the Norwegian fund

as it concuntrates on public markets and
has mu::]:ly declared it sees lithle value
ln au:uvu manm,'ement_

1 'Somwﬂ Weuﬂhﬁmdlmsnmr:
" . Pattgrns and Performance, by Bernarda
*Bortolotti, Veliko Fotak, Wiltiom Meegﬁtsm and
"WMm Miracky

is unlikely to be fertile ground, however,
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Filling up the jar:
savercipn weatth
funds mvest in -
Ihinmluﬂh.anﬂ
many of thesa funds
imvest and manage
the proceeds of a
country’s natural
resources ;
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