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SOVEREIGN WEALTH FUNDS: A STRATEGIC GOVERNANCE VIEW 

 

Abstract  

Recent tectonic global economic and political shifts have spurred the emergence of new 

organizational forms such as the sovereign wealth funds (SWFs)—state-owned investment 

organizations without pension liabilities arising primarily in emerging and frontier markets.  

Although scholarship has begun to explore SWFs’ macro-economic trends, little is known about 

the challenges these institutional investors face, nor about their strategic capabilities to address 

them.  Drawing on comparative and strategic corporate governance research, we offer an 

organizing framework to better understand these firm-level characteristics.  We seek to 

contribute to the literature on state capitalism and comparative corporate governance, and to 

bring in the salient role of the new state. 
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State intervention in the market economy, in the form of the ownership and management 

of state-owned national champions or large diversified conglomerates has progressively been 

eroded, with the role of the state being reinvented into new organizational and strategic forms as 

a result.  This gradual transformation is partly explained by the wave of privatizations, changes 

in state and non-state ownership, new industrial policies, and the dismantling of large diversified 

business groups.  As it is well documented by Musacchio and Lazzarini (2014), we are entering a 

new era of state capitalism where governments tend to share their ownership with other non-

governmental owners and/or provide strategic support to private firms using subsidized credit 

and/or other protections.  New state capitalism is grounded in a reinvented state as owner that 

seeks to simultaneously achieve, the often conflicting roles of financial efficiency (i.e., short-

term shareholder value maximization) and political goals (i.e., industrial policy, geopolitical 

positioning, national security, etc.).  Sovereign wealth funds (SWFs) are an important class 

within this new state capitalism, blurring the line between finance and politics.  SWFs are 

government-owned investment funds without explicit pension liabilities that typically pursue 

long-term investment strategies.  SWFs also tend to be internationally focused and manage large 

amounts of assets. 

 It is important to understand the emergence of SWFs within the context of the latest 

global financial developments.  The world economy has changed rapidly since the beginning of 

the 21
st
 century, particularly in the distribution of international reserves which are an important 

funding source for SWFs.  At the turn of the century, central banks from advanced economies 

held 66 percent of the world reserves (mostly in foreign exchange and gold), and emerging and 

developing economies held just 34 percent.  A decade later, the numbers have reversed.  

Emerging and developing economies hold 60 percent of all reserves, and more strikingly, they 
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have grown six-fold in this period, from US$2.2 trillion in 2000 to $12.1 in by 2011(Truman, 

2012).  These systemic global imbalances explain the current global financial arena.  On the one 

hand, export-led economies and those sitting on large natural resource reserves benefit 

substantially from the increasingly integrated world trade economy and high prices of natural 

resources.  On the other hand, most Western economies face sovereign deficits, debt pressures, 

and low growth rates. Thus, investors from the Middle East, South-East Asia (and particularly 

China), and to a lesser extent Latin America, have the liquidity that Western economies seek.  

SWFs appear as an organizational investment icon within these tectonic movements.  As large 

global institutional investors, mostly from developing markets, SWFs manage enormous pools of 

capital from the surplus regions and engage in strategic investment relationships with firms and 

managers from a wide array of industries.  Unfortunately, existing research tends to take a 

macro-economic or financial perspective and is highly segregated across the different 

disciplinary fields.  Therefore, there is a strong need to not only integrate this “siloed” 

knowledge but also to bring it down to the firm level.  In this paper, we seek to offer an 

organizing framework to better understand the strategic orientation of these fairly unknown yet 

important institutional investors by uncovering the different dimensions of their strategic and 

governance traits.  In particular, we explore how states, personified widely from politicians in 

dictatorships to ruling elites in countries with weak institutions, and executed by SWF managers 

relate to investee firms, to investee firms’ managers and their co-owners.  

There are at least five reasons why it is critical to examine SWFs.  First, these investment 

organizations are key players in the global economy in that they collectively manage $6 trillion
1
 

as of the end of June 2014.  According to Megginson and Fotak (2014), in less than a decade, 
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SWFs’ total assets have surpassed hedge funds and private equity combined.  Thus, SWFs are 

shaping the global financial landscape, with their presence rising in the coming years.  Yet, these 

organizations have been understudied and what we know needs to be integrated into a cohesive 

framework for scholars, practitioners and policy makers.  Second, SWFs became salient global 

players during the 2008 financial crises by recapitalizing most of the Western banking system, 

and collectively they own more than $10bn in the world’s ten largest companies by market 

capitalization.  For example, the Norwegian Government Pension Fund–Global (GPFG)—the 

largest SWF with approximately US$900bn of assets under management—owns almost 5 

percent of all shares listed in Europe.  Third, SWFs are learning organizations which are 

venturing into managing more complex asset classes such as infrastructure, private equity and 

real estate.  For example, SWFs account for 9.5 percent of all private equity investments made 

during 2003-2007 (Bernstein, Lerner, & Schoar, 2013).  Fourth, SWFs investment trends are not 

only geared toward the advanced industrialized world; they also instigate a shift towards strong 

“South-South” (non-OECD countries) investment relationships.  For example, Singapore’s 

Temasek holds more than $17bn in Chinese banks stocks.  Fifth, some strategic SWFs are 

leading the economic transformation of their own national economies.  For example, the 

Mubadala Development Company, from the emirate of Abu Dhabi, has developed a world class 

aerospace industry through foreign strategic investments and alliances and now supplies 

components to EADS, the European champion in the aerospace industry.   

 In sum, SWFs are unique investors for their size, central involvement in global finance, 

strategic power and absorptive capacity, geopolitical breath, and developmental strength.  They 

nicely capture the spirit of the new state capitalism in that despite being state-owned investors, 

their capacity to intervene in firms is equal to other institutional investors, yet their incentives are 
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likely to often diverge.  These state-owners represent a new type of governance very much 

embedded in the new state capitalism.  That is, SWFs are equity owners who cannot exercise 

sovereign regulatory or supervisory power in the organizations in which they invest.  SWFs are 

one investor among many others and have a fiduciary duty to the state (or ultimately to citizens) 

of a given country.  They still have the pressure to achieve the same financial efficiency as other 

institutional investors as they seek to become global players, but the challenge is to balance 

financial efficiency and political effectiveness, which defines the boundaries of new state 

capitalism. 

 Unfortunately, existing research on SWFs remains highly fragmented across the 

disciplines of finance, economics, and law.  In this paper, we begin by briefly reviewing existing 

research findings.  We quickly identify the need to turn to the firm level to examine the strategic 

motives and governance traits of these transnational investment organizations that embody new 

state capitalism.  To do so, drawing on research from strategic management and corporate 

governance research, we develop an organizing framework that systematically identifies four 

governance and managerial challenges that these organizations face according to their 

investment strategies.  We discuss our theoretical implications for SWFs and conclude by 

identifying fruitful areas of future research in the field of SWFs.  

WHAT WE KNOW ABOUT SOVEREIGN WEALTH FUNDS 

 The first thing that stands out when reviewing the SWF literature is that these 

organizations are highly heterogeneous in terms of size, geographic origin, geographic 

destination, funding sources, and policy purposes (as shown in Table 1).  Although the first SWF 

dates back to 1854 (Texas Permanent School Fund), within the new state capitalism, SWFs are a 

fairly new type of organization.  The term was first coined in 2005 by Andrew Rozanov, 
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managing director of State Street, yet here is still an ongoing debate on the definition and 

boundaries of SWFs (Capapé & Guerrero, 2014; Monk, 2008; Rozanov, 2011). 

---------------------------------------------- 

Insert Table 1 about here 

---------------------------------------------- 

 

Second, in terms of their financial performance, SWFs’ short-term influence over 

investee firms is similar to that of other institutional investors, despite the fact that often SWFs 

are portrayed as barbarians at the gate.  For instance, SWFs’ investment announcements cause 

positive short-term stock reactions (Bortolotti, Fotak, & Megginson, 2013; Dewenter, Han, & 

Malatesta, 2010; Kotter & Lel, 2011).  However, their long term impact is neutral in terms of 

absolute returns (Bortolotti et al., 2013), and negative when measured by Sharpe and P/E ratios 

(Bernstein et al., 2013; Knill, Lee, & Mauck, 2012).  The latter worsens when politicians are 

involved in SWF management (Bernstein et al., 2013), reflecting embedded agency issues in 

which politicians’ investment interests are not always aligned with the long-term strategy of the 

SWF.  Bortolotti et al. (2013) refer to this inability to keep up with the performance of peer 

institutional investors as the “SWF discount,” capturing the most salient feature among these 

organizations—that, they are state-owned investment funds.  This is in line with corporate 

governance research claiming that the configuration of types of owners has a great influence on 

firms’ strategic decisions (Aguilera & Jackson, 2011).  In the case of SWFs, governments, as co-

owners, might be able to influence the non-financial goals of their investee firms, and capture 

private benefit of control that ultimately might expropriate from the financial goals’ of their co-

owners. 

Lastly, we know quite a bit about the investment and economic motivations that led to the 

establishment and growth of SWFs: inter-generational balance, macro stabilization, resource 
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diversification, national economic development or gain supremacy in the international 

geopolitical arena.  In particular, economists have sought to uncover the trends in the surge of 

SWFs in recent years driven by the immense accumulation of international reserves—as a 

learning take away from the Asian crises in 1997, and accompanied by soaring oil and gas prices 

in times of low-yield global interest rates (Aizenman & Glick, 2010; Castelli & Scacciavillani, 

2012; Megginson & Fotak, 2014; ESADEgeo, 2013).  This capital hording has particularly 

encouraged the establishment of new SWFs in Asia and the Middle-East.  Yet, we are missing a 

better understanding of these state-owned institutional investors as unique organizations in the 

new state capitalism, and as organizations adopting diverse hybrid strategies and governance 

models.  

AN ORGANIZING STRATEGIC GOVERNANCE FRAMEWORK 

 Drawing on notions from strategic management and corporate governance research, we 

propose an organizing framework to better understand the underlying organizational capabilities 

and challenges of SWFs, and to analyze how the ultimate owners of SWFs (states personified in 

politicians and executed by SWF managers) relate to managers in the investee firms and to their 

co-owners.  We start with the underlying logic of principal-agency theory (Dalton, Hitt, Certo, & 

Dalton, 2007) where SWFs as minority and globally diversified investors have limited ability to 

influence over managerial decisions and managers can have their own incentives.  We then 

introduce some of the nuances that this type of owner brings into the equation as an influential 

player, with multi-dimensional goals, and seeking to minimize asymmetric information.  Our 

framework conceptualizes SWFs in terms of two dimensions: (1) investment motivations, and 

(2) the governance nature of the investee firms.  These two key dimensions (strategy and 

governance) offer important insights into the capabilities and constraints that SWFs are likely to 
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face in seeking to become effective global investors.  Figure 1 summarizes the four possible 

scenarios that we propose. 

------------------------------------ 

Insert Figure 1 about here 

------------------------------------- 

 

 In terms of the first dimension, investment motivations, it is worth noting that SWFs are 

government owners without managerial involvement.  The principal-agent problem is embedded 

because of “who” they are—which is distinct from owners and managers of state-owned 

enterprises.  The key challenge in this classic agency problem situation is to define the 

motivation for the investment.  The comparative corporate governance literature is useful here in 

that it makes a sharp distinction between those investors who are typically short-term oriented 

and pursue mostly a maximizing shareholder value strategy, and those who are long-term 

oriented and seek broader societal or political goals such as sustaining full employment, keeping 

harmony within the business groups, extending social welfare, protecting business elites, etc. 

(Shleifer &Vishny, 1997).  This classic dichotomy between shareholder and stakeholder oriented 

business systems can be extended to the SWF context as financial versus strategic goals 

(Aguilera & Jackson, 2003; Hoskisson, Johnson, Tihanyi, & White, 2005).  The financial versus 

strategic categorization is relevant because it moves away from purely Anglo-American 

conceptions of short-term financial gains, as it captures broader market logics tied to political 

interests prevalent in transition, emerging and frontier markets with weak shareholder rights 

protection and strong national states.  Thus, we propose two investment motivations: financial 

and strategic. 

 In terms of financial motivations, there are SWFs that operate fairly similar to their 

institutional investor counterparts in that they invest in global, diversified, portfolios to maximize 
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long-term returns subject to an acceptable risk level (Balding, 2012; Bernstein et al., 2013; 

Chhaochharia & Laeven, 2009; Fernandes, 2014).  In this way, they might seek to invest 

internationally to entrench themselves from domestic political pressures and thereby differentiate 

themselves from SWFs that pursue non-financial goals.  Moreover, as Das, Lu, Mulder, and Sy 

(2009) argue, the pursuit of purely financial goals might insulate the sovereign state economy 

from resource price and supply fluctuations, and diversify revenues from non-renewable 

resources such as oil or minerals.  

We define strategic motivations as those adding to the sovereign value.  These sovereign 

developmental goals encompass several strategies such as assisting to national industrial-

planning (Dyck & Morse, 2011; Haberly, 2011), securing natural resources or establishing 

alliances with foreign industry leaders.  SWFs can be deployed as a means to engage in 

international relationships with other countries, and/or to foster national security.  Broad 

development aims can be legitimate goals within the global financial arena, accounted for within 

the Generally Accepted Principles and Practices for SWFs (also known as Santiago Principles). 

However, strategic capital allocations range widely.  For instance, Clark, Dixon, and Monk 

(2013) show how they can be “tools for facilitating autonomy and sovereignty” to governments, 

or a powerful form of protection from the depredations of the global economy in their currency 

and commodity fluctuations.  We conceptualize investment motivation as a continuous and 

bidirectional factor as SWFs move between strategic and financial poles in a continuum; they are 

dynamic as the main motives can vary over time. 

The other dimension of our organizing framework of SWFs is the governance nature of 

investee firms.  In particular, we consider two broad governance modes that the investee firm can 

take: whether it is a publicly traded or privately held company.  This is an important 
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differentiation because the ownership structure conditions both how the owners can influence 

managers and the intensity of the information asymmetries.  Publicly traded firms tend to have a 

more dispersed and broader floating ownership.  From the point of view of an investor such as a 

SWF, public entities encompass less uncertainty and lower asymmetry of information about their 

value due to their disclosure requirements, market pricing, coverage from analysts, and ties with 

investment banks.  The intrinsic characteristics of publicly traded firms result in lower search 

costs, implying more effective searches and lower risks of adverse selection (Capron & Shen, 

2007).  Yet, publicly traded companies experience higher pressures for short-term results.  

Traditional passive institutional investors, such public pension funds as well as SWFs are 

typically well-received by listed firms because they are not likely to “rock the boat” (Barclay, 

Holderness, & Sheehan, 2007).  

Conversely, private firms typically have higher concentration of ownership (Claessens & 

Tzioumis, 2006) and the reduced liquidity of their shares encourages investors’ long-term 

commitment (Fischer & Pollock, 2004; Lee & O’Neill, 2003).  Yet, firm valuations are more 

uncertain due to the lack of publicly disclose information and lower scrutiny (Cumming & 

Waltz, 2010).  From the investors’ point of view, in this case the SWF, they are likely to benefit 

from the “private firm discount,” that is, investors can negotiate more advantageous prices and 

invest at a substantial discount relative to public firms (Capron & Shen, 2007).  This is 

accentuated by the fact that private firms are not as rigorously regulated (Henisz, Mansfield, & 

Von Glinow, 2010).  Moreover, Capron and Shen (2007) show in the context of acquisitions of 

privately held firms that there is an industry specialization, given the risk of adverse selection. 

Investors favor private firms in familiar industries while they tend to invest in listed companies 

when they don’t have a knowledge advantage.  Accordingly, SWFs investing in private firms are 
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likely to specialize in two familiar industries: natural resources (generally, SWFs funnel their 

funds through natural resources or need to secure access to them, such in Singapore or China), 

and financial services (every SWF is by definition an investment organization, thus, a financial 

player themselves).  Their specialized industry investment knowledge facilitates their capability 

to calculate potential risk, and forecast financial and non-financial returns (ESADEgeo, 2013). 

We define investee type as a discrete variable that can be either listed companies or private 

companies.  

Next, we turn to our categorization of SWFs drawing on the two dimensions: SWFs’ 

investment motivations and governance of investee firms.  Our categorization yields four 

analytical quadrants which we use to identify four key managerial advantages and challenges 

related to each of those domains. 

Shareholder Activism  

Quadrant 1 in Figure 1 represents those SWFs that we characterize as shareholder 

activists.  These SWFs seek primarily financial goals and invest in publicly traded firms to either 

set the country’s investment tone and become national investment benchmarks, or to overcome 

the “liability of sovereignness”—by entrenching themselves from domestic politicians.  

Moreover, while on the one hand, they are asked to comply with typically high standards of 

financial and social disclosure, they are also empowered with shareholder rights to monitor 

investee managers and exercise their voice as owners.  Since these SWF investments are 

transparent and typically large, they tend to set the investment choices for other domestic firms 

that seek to invest globally yet do not have the research resources to select investee firms.  We 

argue that these investment organizations are not only active in their investment choices and 

governance practices, but they are also seen as legitimate organizations that activate isomorphic 
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investment dynamics.  

The Norwegian SWF—GPFG—is the best known example of an active shareholder 

among these investment organizations.  First, through its government commissioned Council on 

Ethics, GPFG exerts an active, widespread monitoring role over its investments—close to 7,500 

companies by the end of 2013—by identifying inconsistencies between its portfolio companies 

and its ethical guidelines.  When necessary, the Council on Ethics recommends the exclusion or 

observation of a company to the Ministry of Finance—who holds the last word. Since 2004, 

firms at risk of causing environmental damages, involved either in nuclear arms or production of 

cluster munitions, and tobacco corporations have been excluded from the GPFG investment 

portfolio.  This exclusion list includes well-known companies such as Boeing, EADS, Rio Tinto, 

and Wal-Mart.  In addition to exercising its exit shareholder right, GPFG recently launched a 

campaign for increased corporate governance engagement in companies where it has a 

substantive investment and a long-term interest (i.e., BlackRock, BG Group, UBS, Prudential, 

Volvo or Svenska Cellulosa).  The rationale is that GPFG wants to express their voice in 

governance issues such as director nominations and remuneration policies. 

We contend that SWFs that follow a financial purpose and operate in transparent markets 

are more likely to be perceived as other institutional investors who are typically equipped to 

engage in shareholder activism, exercise their voting rights, and demand effective corporate 

governance standards in the investee companies where they have become state owners.  

Examples of these funds include, along with GPFG, Singapore’s GIC, Kuwait Investment 

Authority (KIA), and Korea Investment Corporation (KIC).   

In-house Capabilities 

SWFs in quadrant 2 of Figure 1 are characterized by seeking financial goals investing in 
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private firms.  There are significant differences in the motivations to invest in private versus 

public firms as we discussed above.  In this quadrant, we would like to introduce the idea that 

SWFs as investment organizations that are gradually developing in-house capabilities.  

Typically, institutional investors hire external fund managers (i.e., Goldman Sachs, UBS, etc.) to 

manage their assets.  In the case of SWFs, they have investment mandates which guide external 

fund managers to pursue their established investment strategies and goals.  Until recently, SWFs 

pay high fees untied to their performance to their external fund managers.  Yet, the 2008 

financial crises altered the relationship between investors and external fund managers and 

introduced a new practice.  During the crises, these external fund managers did not succeed in 

providing reasonable returns on investments, which led SWFs to seek alternative solutions that 

would minimize the transaction costs of investment (Dixon & Monk, 2013).  One of the 

responses to these non-contingency external management fund cost is the internalization of this 

service, which reduces both SWFs’ dependence on external agents as well as the intrinsic agency 

costs (Clark et al., 2013).  Thus, SWFs investing in private equity motivated by diversifying risk 

and the search for higher profitability have gained from two spill-over benefits: the increasing 

professionalization of their internal investment managers and the development of in-house 

investment capabilities.  

More specifically, investments in private equity face two key challenges that can be 

partially overcome with the development of in-house investment capabilities.  On the one hand, 

the information asymmetry between the principal (SWF) and the agent (external fund manager) 

is exacerbated with the general opacity of private equity (relative to publicly traded companies).  

These asymmetries are even larger in the context of SWFs which tend to invest in foreign 

markets.  Therefore, an important challenge is the agency problem when SWFs invest in private 
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equity, relative to publicly listed firms (Johan, Knill, & Mauck, 2013).  Yet, on the other hand, 

the continuing growth of these state-owned funds demands the development of new capabilities, 

that can either be developed internally or, more commonly, acquired by hiring foreign senior 

talent, that in turn makes SWFs more professional and sophisticated (Ang, 2010).  This 

development of internal human capital facilitates greater internationalization, particularly in 

private equities.  

Therefore, SWFs, through their growing direct investments in private equity are 

addressing three challenges.  First, their engagement in private equity funds forces them to 

professionalize their internal investment teams through the development and/or acquisition of 

talent.  Better human capital is likely to lead to an overall more efficient organization.  Second, 

as a result of the internal development of new investment capabilities, SWFs lower their 

dependence on external investment management, reducing their transaction costs (fees).  

Moreover, greater internal investment capabilities are typically associated with the ability to 

manage more complex assets such as private equity which tends to increase in volume.  Lastly, 

the development of in-house investment capabilities reduces agency costs by more closely 

aligning the interests between SWFs and investee shareholders (Clark et al., 2013). 

The main challenge for this type of SWF investment is to co-exist as state-owners with 

other owners (not always state-owners) who might have different interests in the firm.  This 

raises the classic principal-principal problem (Young, Peng, Ahlstrom, & Bruton, 2008).  In 

private firms, this problem tends to be accentuated due to lower shareholder protection compared 

to listed firms.  In order to minimize this principle-principle problem and the institutional 

distance that widens it, SWFs might set up investment management offices closer to their 

investee companies to exert more control over managers and minimize moral hazard (Al-
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Kharusi, Dixon, & Monk, 2014).  Reducing the institutional distance between SWFs as owners 

and the management team is likely to develop trust and reduce information asymmetries, which 

in turn might decrease the principle-principle agency costs.  Doing so also exposes SWFs to 

learning opportunities with other co-investors and financial intermediaries.  

ADIA from Abu Dhabi is a key example of a quadrant 2 SWF.  ADIA’s volume in assets 

is estimated at $590bn (Sovereign Wealth Center, 2014), and is in the process to both reduce its 

reliance on external investment managers (which in 2012 was around 75 percent) and capture 

international talent (for instance, ADIA is hiring managers from Deutsche Bank, Credit Suisse, 

and BP as Heads of key private equity departments).  This organizational effort shows its desire 

to develop in house capabilities that are likely to reduce transaction costs and agency costs. GIC 

from Singapore is another good example of this strategic governance.  This US$280bn 

Singaporean SWF is increasing its investments in private equity (in 2014 around 15 percent of its 

portfolio) as well as engaging in product diversification—by being one of the ten largest 

investors in real estate in the world.  Furthermore, GIC has developed in-house capabilities in 

venture capital, which is a specialized entrepreneurial field within private equity.  The recent 

opening of GIC’s San Francisco office is proof of its commitment to venture capital.  

Legitimacy and Decoupling 

SWFs in quadrant 3 in Figure 1 pursue strategic (non-financial) goals and invest in 

publicly traded firms.  These SWFs’ investments seek legitimation from being listed in foreign 

public markets and pursue simultaneously non-financial goals.  There are several strategic 

dynamics that fall into this quadrant.  First, increasingly, the governments behind SWFs develop 

financial relationships with host country governments, with the ultimate goal of establishing 

strong political and financial ties with more powerful states in the global arena (Clark et al., 
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2013).  This tends to happen particularly with SWFs from small governments that do not count 

with a salient geo-political stature.  Clark et al. (2013) refer to these SWFs as “post-colonialist.”  

Second, quadrant 3 SWFs rely on their large endowment pool to launch long-term investment 

relationships with publicly traded organizations equipped with critical economic or political 

power, i.e., multinational firms and non-governmental organizations.  Here, SWFs are used as a 

governmental tool, differentiating from other countries’ investment mechanisms.  For instance, 

Temasek in Singapore and CIC in China have ownership participation in national strategic 

companies such as the Spanish oil company Repsol and the American private equity firm, 

Blackstone, respectively.  

Third, there is a risk in pursuing international public investments that seek national 

strategic goals as opposed to purely financial ones.  The potential stigma associated with state 

ownership (i.e., deep pockets accompanied by non-financial goals) can be overcome when 

choosing publicly traded firms as investees.  In this regard, we argue that SWFs in this quadrant 

might de-couple (Meyer & Rowan, 1977) and invest in publicly traded firms to legitimize 

themselves, yet their sovereign interests are not likely to be fully aligned with the core 

shareholder value maximization interests of the publicly traded firm.  The presence of strategic 

SWFs can be quite powerful when they seek to gain international investment legitimation.  A 

good example is the SWF investment arm from Qatar, Qatar Holding, which has a clear goal of 

promoting its national country brand.  Qatar Holding has invested in European global companies 

such as Volskwagen, Banco Santander, Hochtief, Lagardere, Iberdrola,  and Harrods.  It has also 

been involved in one of the largest acquisition deals of the decade, showing its strength as 

shareholder.  In particular, Qatar Holding, with a 12 percent ownership in Xstrata (a 

multinational mining company) pressured Glencore (a global commodities trading firm) to 
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increase its initial tender offer by 9 percent.  This governance activism is interpreted as this 

SWF’s attempt to signal that it can be legitimate investor (Hall et al., 2013).  

Finally, in this quadrant, it is also possible that SWFs engage in cross-national 

institutional arbitrage (Schneider, Schulze-Bentrop, & Paunescu, 2010; Witt & Lewin, 2007) in 

the sense that they look for the most institutionally appropriate foreign market to invest in public 

firms.  SWFs borrow the host country national institutions to gain the home country legitimation 

that they lack.  This is also labeled institutional bonding (Bell, Filatotchev, & Aguilera, 2014; 

Coffee, 2002).  Most of these strategic funds originate from non-democratic countries that lack 

accountability and shareholder protection (World Bank, 2013; Aggarwal, Erel, Stulz, & 

Williamson, 2008).  These SWF managers have to take into account the sovereign interests when 

making investment decisions while seeking global investment legitimation.  SWFs that belong to 

this quadrant include those from small countries such as Qatar Holding or Temasek (Singapore), 

but also other funds from countries with wide political power and strategic policies tightly 

aligned with the government such as Chinese CIC. 

Long-term Learning 

Quadrant 4 in Figure 1 includes SWFs that pursue strategic investment motives and 

invest in private firms.  This quadrant introduces some new dimensions of SWFs.  First, there is 

interest in learning and acquiring new capabilities through alliances and joint ventures with 

international private leading companies, yet keeping a low profile in terms of public scrutiny and 

financial disclosure.  An example of how acquiring knowledge and pursuing long-term 

investment can help a country to diversify its domestic productive portfolio is Mubadala and its 

multiple private joint ventures in the industry of renewable energy with Western leading 

companies such French Total, Spanish SENER and Abengoa Solar, or German E.ON. 
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Second, many of these strategic alliances occur to the non-listed companies’ universe.  

As discussed above, investments in private companies are associated with higher investor risk as 

they are difficult to valuate and typically entail less transparency, weaker corporate governance 

standards, and less liquidity.  Therefore, to minimize these information asymmetries, institutional 

investors seek private equities only in industries they are familiar with (Bernstein et al., 2013).  

SWFs in particular, have the highest percentage among institutional investors in private equity 

(Johan et al., 2013).  An SWF example in this quadrant is the International Petroleum Investment 

Corporation (IPIC), Abu Dhabi’s SWF specializing in oil.  IPIC began investing in the Spanish 

oil MNC Cepsa in 1988, and in 2011, took the company private. IPIC was seeking to acquire 

Cepsa’s existing geographic diversification and its sophisticated global value chain.  However, 

the main motivation was to obtain the necessary knowledge to undertake more efficient 

operations in the rest of their own extensive energy investment portfolio.  Taking Cepsa private 

fulfills two requirements.  First, profit-wise, IPIC obtains the rents from a MNC operating in four 

continents.  Second, the Cepsa privatization gives full access to the learning templates that will 

help transfer relevant know-how, experience and access to other international markets in which 

IPIC operates. 

Third, SWFs in this quadrant seek more than in any other scenario to develop country to 

country long term strategic relationships.  Strategic SWFs have stronger ties to governments than 

financial SWFs.  Their goals and mandates are aligned with those of the government.  Thus, for 

SWFs directly representing their governments (many times they are run by government officials 

too), it is easier and faster to engage into agreements with other governments.  For example, 

these SWFs have established agreements with the governments of Italy, France, and Ireland in 

key strategic sectors: export-oriented companies, medium sized enterprises, and technology 
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companies, respectively.  In all cases, host governments are interested in the SWFs’ large 

financial resources to fuel private companies for which access to credit and investors is difficult. 

SWFs acquire the reputation of being long-term investors, diversify their investment portfolios, 

and engage with governments from more prevalent nations.  Thus, SWFs pursue state goals 

through financial agreements.  

 It is important to emphasize that that strategic goals for investment are a win-win 

situation for both countries and firms.  Even in the presence of decoupling, where the SWF’s 

public goal is one and the intrinsic goal is another, host countries and investee companies benefit 

from these relationships in that foreign companies or countries secure long-term investment and 

SWFs gain legitimacy through global renowned partners.  

DISCUSSION 

We have identified four categories of SWFs with distinct strategic governance 

dimensions and challenges.  We explored how SWFs engage in shareholder activism, develop 

new in-house capabilities, use institutional arbitrage to gain legitimation, and seek to establish 

long-term learning relationships.  Our framework is quite unique to the nature of SWFs in that 

the ultimate owner is the state as opposed to individual investors seeking to maximize 

shareholder wealth or to guarantee a future pension.  We argue that our framework captures the 

complex dynamics within the new state capitalism where states are nor the sole or majority 

owners nor the managing agents.  

Our framework is an ideal type in the sense that a given SWF might belong to more than 

one quadrant in our framework.  For example, Singaporean Temasek was incorporated in 1974 

and has gained a prestigious track record in the investment community, which gives them 

legitimation to become an active investor and shareholder (quadrant 1).  Yet, Temasek 
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simultaneously pursues strategic (non-financial) goals such as directing the transformation of 

their state-owned companies (Temasek maintains majority holdings in key Singapore’s 

government-linked companies such as SingTel or Singapore Airlines).  Thus, Temasek turned 

around private inefficient companies into regional listed giants, and thereby shifted from 

quadrant 4 to quadrant 3—illustrating the dynamism and evolution of SWFs over time.  

SWFs are also increasingly co-investing with other partners.  Co-investments lower deal 

search costs, especially for private companies, and reduce the information asymmetries and 

misalignment of interests as they partner with other SWFs with similar interests, incentives, and 

time-horizons.  These partnerships save intermediary fees and might take the form of an alliance 

(with no formal agreement and the risk of free-riding), a syndicate (with signed agreements 

requiring a level of trust), or seed a new asset manager (the strongest type of relationship found 

with the cost of finding talented managers to run it) (Dixon & Monk, 2013).  Moreover, in order 

to overcome some of their “liability of sovereignness” and to effectively decouple, SWFs are 

partnering with other established public and private institutional investors.  This allows SWFs to 

obtain political legitimacy and ensure commercial motives, lowering skepticism because of their 

assumed geopolitical intents.  Specifically, strategic SWFs falling under quadrant 3 lower their 

risk of political intervention by investing in public firms, and effectively decouple through 

partnerships.  Yet, financial SWFs in quadrant 1 engage with other institutional investors and 

mitigate the “liability of sovereignness” which is embedded in SWFs. 

Our framework introduces two important additional dimensions of this investment 

organization, at the apex of new state capitalism: the idea of long term capitalism and the role of 

politicians and politics (sometimes leading to crony capitalism).  We discuss each dimension in 

turn.  SWFs are well equipped to become significant actors in the new “long-term capitalism” for 
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multiple reasons.  In order to overcome short-term pressures, long-term investors provide patient 

capital to companies with long-term perspectives (Davis, 2009; Krippner, 2012)—thereby 

alleviating short-term distortions introduced by stock volatility and rewarding those investors 

with a long-term investment.  Bolton and Samama (2012) propose a new paradigm where 

shareholders get a premium for their loyalty to the company (i.e., L shares).   

Given the patient capital nature and long-term view of SWFs, one can see how they 

might balance the short-term race to the bottom.  Moreover, the worlds’ large investment 

infrastructure needs are estimated around $5tn per year for the next two decades (World 

Economic Forum, 2014).  This brings new opportunities for SWFs as long-term investors. 

Investments in new projects, especially in Africa and Latin America, as well as in mature 

markets, such as the United States, require new global capital.  SWFs are well-equipped to 

provide it.  Steady long-term cash flows, necessary in infrastructure, also serve as a 

diversification measure for SWFs. SWFs’ large investments in well-established multinationals 

around the globe not only bring legitimacy to SWFs, but also lead to long-term commitment.  

For instance, Mubadala and GE’s “memorandum of understanding” includes both the 

establishment of a private joint-venture company and stresses GE’s interest of having Mubadala 

as a reference investor (i.e., top-10 shareholder, specifically).  This strong relationships between 

investor and investee captures the strategic governance of SWFs where they are likely to “look 

less like that which has been inherited from modern financial theory and practice and more like 

merchant banks whose relationships with their clients are framed by reciprocal commitment 

rather than anonymity” (Clark et al., 2013: 151).   

So far, we have discussed the potential value added by SWFs to long-term capitalism 

through stable and patient capital, and stronger relationships with investees.  Now, we turn the 



21 
 

discussion into the dark side of SWFs: the hidden political motives behind SWFs and how 

political interventionism may affect the management of SWFs.  It is clear that the risk is high and 

there is a potential pressure from domestic politicians. Instead of politicians—as conceived in 

West democracies—we should refer to governing elites in non-democratic countries (belonging 

to royal or political families, or members of an unrivaled party) but we use the term politicians 

for the sake of simplicity.  One of the main risks that SWFs face (especially those with strategic 

goals, as in quadrants 3 and 4) is the excessive involvement of politicians in the operations, goals 

and governance of the SWFs.  This is typically associated with a clearer bias towards domestic 

investments and less reliance of external fund managers (Bernstein et al., 2013).  There exist 

multiple degrees of politicians’ involvement.  First, the most direct influence is played by having 

politicians (or close relatives) in top SWF management positions.  Second, politicians might also 

hold a seat at the board of directors or the parallel supervisory body.  Third, the power of 

politicians within SWFs is likely to be mitigated by the presence of external fund managers.  

Lastly, the SWF investment goals are likely to confine the role of politicians with decision-

making capacity (Bernstein et al., 2013). When strategic goals prevail—such as securing access 

to natural resources, industrial policies, diversification of the economic base, learning and 

exploring new industries—there is a higher likelihood of misleading usage of the funds by 

politicians, unless strong governance is in place.  

In cases with high political involvement, the risk of political rent seeking increases and 

helps ruling elites to uphold privileges (Pistor & Hatton, 2011).  In this context it is more likely 

that poorer economic decisions are taken.  In addition, two other consequences arise: strong 

domestic bias and short-term pressures.  Politicians willing to use the SWF for political goals 

benefit shifting the strategy of the SWF towards domestic targets.  This is particularly important 
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during economic downturns when politicians face higher pressures to alter the mandate of the 

SWF (typically long-term oriented) and use its resources for specific damaged sectors.  In 

addition, the short-term pressure is explained by the different rhythms of the political and 

economic cycles.  A sovereign fund may succumb to the temptation of coming to the rescue of 

companies with poorer performance on a political rather than economic logic, such as during 

election times.  Therefore, we can state that the influence of politicians in SWFs’ investment 

decisions is at the intersection between regulation and policy (Balding, 2012; Rose, 2009).  

In sum, all these new and growing cases and trends, involving state-backed institutions 

interacting with private peers and foreign governments, pose new theoretical challenges 

requiring new assumptions and views about the state, its objectives, and its governance.  An 

interesting research topic to be developed within management research is to examine the specific 

features of SWFs’ human capital (as a hybrid type between state employees and global 

investors).  The workforce of this new state capitalism comprises workers from SWFs, but also 

from SOEs, development banks and public agencies, each with unique skills and capabilities. 

SWFs’ professionalization demonstrates that investment managers in this kind of organization 

require global orientation and the ability to reconcile divergent interests.  So far, managers from 

state-owned organizations are presumed to be unmotivated and inefficient (Rajan, 2010) with 

few exceptions.  The new state capitalism is at a turning point as it reconciles the strengths of 

capitalism (results-oriented and open to global markets) with the goals of states (long-term 

objectives and political interests).  Interestingly, at the individual level, the open question is 

whether managers will be able to combine state and political goals with financial returns.  

State capitalism is salient in each of the quadrants in our theoretical framework.  Firstly, 

the fact that some of these SWFs have become corporate governance global watchdogs such as 
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GPFG is an organizational innovation.  Also, SWFs introduce a new way to understand the 

relationship between the state and the private sector.  Some question remain open: Will states 

sponsoring SWFs be able to attract or develop enough talent to achieve their goals?  Will SWFs 

lead to improved governance worldwide while they are in need of better management practices?  

CONCLUSION 

Most of the existing research on SWFs is very much grounded in their own disciplinary 

field and has mainly focused on their over-time economic and performance trends.  In this paper, 

we sought to bring this research to the firm-level and explore SWFs’ organizational capabilities 

and their strategic and governance challenges.  We begin by briefly reviewing the current main 

findings on what we know about SWFs: SWFs’ investment announcements cause positive short-

term stock reactions, their investment strategies tend to have a substantial domestic bias when 

politicians are involved in management, and they face the “SWF discount,” capturing the most 

salient feature among these organizations—that, they are state-owned investment funds.  Yet, we 

lack a better understanding of these state-owned institutional investors as unique organizations in 

the new state capitalism, and as organizations adopting diverse hybrid strategies and governance 

practices.  Specifically, there is an important gap in the literature regarding SWFs’ nature, 

beyond the “SWF discount,” which might explain why their long-term impact remains unknown.  

We draw on concepts in the strategic management and comparative corporate governance 

research to develop an organizing framework.  Our SWF framework, while an ideal type, 

identifies the strategic challenges these institutional investors face and uncover the 

organizational capabilities and governance tools they deploy to overcome them.  In particular, 

our strategic governance framework of SWFs identifies two axes: SWF investment motivation 

(financial and strategic) and investee type (publicly traded firm vs. private firm). These two 
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factors yield four distinct SWF investment scenarios, each with their unique strategic governance 

and key insights into the organizational capabilities to overcome their liability of sovereignness. 

First, we uncover shareholder activism, exercised with their voting rights and demand for 

effective corporate governance standards in the investee companies where they have become 

state owners.  This is a new path within state capitalism for financial SWFs to engage in 

isomorphic behavior with large developed-based pension funds and private institutional 

investors.  Some funds, led by Norway’s GPFG, have become legitimate organizations that in 

turn activate isomorphic investment dynamics.  Second, SWFs face severe information 

asymmetries and intrinsic agency costs.  Improving in-house capabilities, SWFs have been able 

to simultaneously diminish their dependence on external managers and increase the 

professionalization of their human capital.  Third, strategic SWFs might be deployed as a 

governmental tool, where they de-couple and invest in publicly traded firms to gain legitimation, 

although their sovereign interests are not likely to be fully aligned with the core shareholder 

value maximization interests of their co-owners.  Fourth, strategic SWFs investing in private 

companies (within the context of a larger investment agreement between the fund and a given 

country or as an isolated firm deal) provide full access to the long-term learning templates that 

will help acquire relevant know-how.   

From our proposed strategic governance framework, we uncover two research topics 

within the comparative strategic management literature that need further attention: the idea of 

long term capitalism and the role of politicians and politics in SWFs.  Although we take a first 

step into the strategic firm-level characteristics of these institutional investors, we hope future 

research will continue to look at the role of these unique owners and managers within the context 

of new state capitalism.  
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TABLE 1  

Characteristics of Sovereign Wealth Funds 

  

 

Age 

Senior (five SWFs) <1960s  

Adult (nine SWFs) 1970-80s 

Teen (nine SWFs) 90s 

Baby (56 SWFs) 2000-10s 

Senior: Including Saudi Arabian Monetary 

Authority and Kuwait Investment Authority. 

Adult: Three SWFs from the U.S., two 

Singaporean and Abu Dhabi Investment 

Authority (ADIA) (estimated $590bn).  

Teen is the largest group by assets under 

management ($1.77tn): Norwegian GPFG 

($900bn) and SAFE (estimated $450bn).  

Babies: 56 new funds ($1.63tn) established in 

the SWFs’ baby-boom, led by Chinese 

Investment Corporation (CIC) ($575bn).  

 

Size 

 

Extra Large (five SWFs) > $400bn 

Large (eight SWFs) > $100bn 

Medium (37 SWFs) > $5bn 

Small (28 SWFs) < $5bn 

The SWFs industry represents US$6tn; 

industry concentration is key. The top-10 

SWFs manage 70% of the industry assets. We 

foresee a continued transfer of wealth from 

central banks foreign-exchange reserves to 

more sophisticated SWFs. 

 

Global 

Location 

 

Middle East (17 SWFs) $2.1tn - 34% 

China (five SWFs) $1.5tn - 25% 

Norway (one SWF) $0.9tn - 15% 

SEA (eight SWFs) $0.7tn -  12% 

New poles in Africa and to a lesser extent in 

Latin America are surfacing. Central Asia will 

continue to grow. SWFs emerging markets 

will dominate even more in the foreseeable 

future. 

 

Funding 

Sources 

Commodity: oil, gas, other minerals, metals 

Non-commodity: foreign-exchange reserves 

Others: leverage, privatizations, SOEs 

profits… 

Oil-related SWFs will benefit from recent 

global demand projections. Yet, other funding 

sources (i.e., debt issuance) will become more 

prevalent. 

 

Policy 

Purposes 

Macro stabilization (“rainy days fund”) 

Savings (“future generations” distribution) 

Reserve investment 

Pension reserve 

SWFs’ objectives are compound, overlapping, 

and changing over time (i.e., short-term 

stabilization SWFs may evolve into savings 

funds; likewise, pension reserve SWFs may 

choose more active and direct investment 

strategies)  
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FIGURE 1 

Strategic Governance Types of Sovereign Wealth Funds 

 

 

 

 

 

 

 

 

 


