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Factors Driving Growth

" |nternational reserves reached levels beyond those needed to buffer
external vulnerabilities in many EM countries

= Reserve accumulation must be sterilized to be non-inflationary; domestic
cost of sterilization greater than return on central bank investments

= SWFs do not face same investment restrictions as central banks

= Growth of SWFs also driven by need to insulate economy from volatile
commodity prices, share wealth across generations and fund priority
projects
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Growth in Aggregate SWF Assets under Management 2007-2010
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Sovereign Wealth Fund Assets Under Management
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$ trillion, end-2009
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Launch Year of Largest SWFs
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Number and Value of Sovereign Funds by Region
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[ end-2009 $bn assets
under Inception
management Country year Source
Abu Dhabi Investment Authority 627 UAE 1976 Commodity
Government Pension Fund — Global 445 Nonvay 1990 Commodity
SAMA Foreign Holdings 431  Saud: Arabia n/a Commodity
SAFE Investment Company 347 China n/fa  Non-Commodity
China Investment Corporation 289 China 2007 Non-Commodity
Government of Singapore Invest. Corporation 248 Singapore 1981 Non-Commodity
Kuwait Investment Authority 203 Kuwait 1953 Commodity
National Welfare Fund 168 Russia 2008 Commodity
National Social Security Fund 147 China 2000  Non-commodity
Hong Kong Monetary Authority Invest. Portfolio 740 China (HK) 1993  Non-Commodity
Temasek Holdings 122 Singapore 1974  Non-Commodity
Libyan Investment Authority 70 Libya 2006 Commodity
Qatar Investment Authority 65 Qatar 2005 Commodity
Australian Future Fund 49 Australia 2004 Non-Commodity
Revenue Regulation Fund 47 Algeria 2000 Commaodity
Others 402
Total 3,800
Soutrce: SWF Institute, IFSL estimates
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Global Imbalances Tt

Current account surpluses and deficits narrowed as global rade declined and
commaodity prices fell. However, as the global economy recovers, imbalances are
projected to grow agaln, but to remalin lower than before the crisis. Thisis
consistentwith a drop in expected income growth in economies that ran
excesdve current account deficis before the crisis,
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Il. The Fletcher School’ s Sovereign Wealth
Fund Initiative (SWFI)

= The Fletcher School at Tufts University and its Center for Emerging Market
Enterprises (CEME) have created the Sovereign Wealth Fund Initiative (SWFI)

= The SWEFI offers an informal environment for SWFs to have open discussion
on key issues that they face, without pressures of “enforcement”

= The SWFI focuses on critical issues such as risk management, asset allocation,
transparency and accountability

SWFI Objectives

» Focusing on practical public policy needs of SWFs and other long-term
investors

» Capacity building including following-up with executive and providing mid-
level training programs both in Boston and abroad

» Consensus building and sending messages under the Fletcher umbrella

W
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Recent Trip to the Gulf Region TUFTS UNIVERSITY

As a result of ongoing discussions with high-level
SWF decision makers and managers, the SWFI has
identified critical issues faced by SWFs and LTIs:

v' Managing socio-political risk as asset allocation
diversifies beyond traditional geography and
asset classes

v’ Assessing and managing regulatory risk in
recipient countries with increasingly global and
diverse portfolio, and;

v Developing context-appropriate levels of
transparency and accountability that respond to
sensitivities of recipient countries, as well as
those of the SWF domestic constituent groups.
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lll. Asset Allocation Diversifies beyond
Traditional Geography and Asset Classes

Many SWFs noted during our discussions that they are increasing their asset
allocation in emerging and frontier markets, as well as in new investment
vehicles.

Factors driving diversified asset allocation:
» Purpose of SWFs
» Impact of global financial crisis

> Global asset allocation trends
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SWFs — Not a Homogenous Group

Insulate Budget/Economy (e.g. Chile, Kazakhstan, Azerbaijan,
Algeria, and Venezuela)

Inter-generational transfer (e.g. Kuwait, Qatar, U.S., Alaska)

Part of Reserves; Increasing Returns (e.g. Korea)

Socio-Economic Objectives

Finance unspecified; contingent pension liabilities of
governments (Australia, New Zealand)
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Portfolios Reflect Investment Horizons and Purpose

Low Risk Tolerance High
Cashi Gow't Fixed Real Hedge Private
Examples: Bonds Income Equity Estate Funds Equity LBOs

Sovereign Stabilization Funds
Russian Reserve Fund

Sovereign Saving Funds
Timor Leste Petroleum Fund

Norway Govt Pension Fund
Australian Future Fund
GIC Singapore

Qatar Investment Authority

China Investment Corporation

Type of Fund

Abu Dhabl Investment Authority
Kuwait Investment Authority
Libyan Investment Authority

Government Investment Corporations
Vietnam Capital Investment Corp.

Temasek Singapore

Source: Various Fund wehsites, swinstitute. org
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Impact of Global Financial Crisis on Asset Allocation to Emerging Markets

= Reinforcing the secular shift of financial and economic power away from the
traditional centers of the U.S. and Western Europe and towards emerging
markets with varying structure, transparency and accountability

= Ridding investors of the perception that developed markets in the West are
less risky and more secure than emerging markets

= Gradual shift of asset allocation to alternative assets and emerging market
debt and equity to meet public policy objectives

= Asset allocation to Latin America is expected to increase from low levels;
Asia should see significant increases as well
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Overview of SWF Investments

#& share of cross-border deals totalling $187bn between
19925 and Juns 2009

Origins of SWF investments

Other
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SWF investiments by target region
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Allocation of SWF Investments
by Sector in 2009

- Minerals and commodities

Transportaticn

- Real estate and construction

5% - Chemicals

26% |

13%

Mote: Data represented heve is based on TR SWF tansadion database for tmnsactions in 1]an 2009 — 1 oct 2003, invelving at least one SWF on the acquiver side, as either
divect nvestor, o an immadiate or intermediate parent, The figure reperts all publicly disclesed nvestments, The reported tansadiens are likely to prasant enly a frachion of
de facte un dertaken invastirents by SWFs, and should be seen as a tentative indicater of broad trands,

aource: TR SWF tiansaction database
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Value of SWF Deals by Location of Target
A return to outward looking investment
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Value of SWF Deals by Location of Target
Increased investment in emerging markets

US $Bn

67.8 95 15.3 351 , 638 3.5 25.3

100%
80% W ot
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40%

20%
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Note: Fublicly evailable data for SWF equity & real estate deals, joint ventures and capital injections
Source! Monitor-FEEM SWF Transaction Database
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Proportion of Sovereign Wealth Funds Investing in Each Asset Class '

Froportion of SWEs
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Asset allocation to private equity increases as SWFs grow

Proportion of 3WFa Inveating In Prvate Equtty by Region Propottion of SWWFs Investing in Prvate Equity by Total
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Size of Assets
Country Fund Name (1) % Traditional Assets % Non-traditional Assets*

i el 1 0/.) -
Narway Government Pension Fund 458.2 Equities and units (53.0%); Bonds and other

0,
—Global fixed income (41.9%); Short-term loans other assEiEIERE

_CEo/). A
ADDH R et St Developed Market Stocks (35-55%); Emerging

UAE-Abu Dhabi : 395 Markets Stocks (10-20%); Government Bonds
Authority (10-20%);
-20%);

Real Estate (5-10%); credit (5-10%); Small-Cap Stocks (1-5%);
Alternative Investments (5-10%); Private Equity (2-8%);

o I imend Cash and bank deposits (16.5%); Money
China LT (0 297.5 market funds (11.4%); Held-to-maturity
P investments (5.1%); Short-term notes (4.7%)

Long-term equity investments (57.5%)

Kuwait zzrz(gﬁigvestment 295 Equities (55-65%); Bonds (8-12%); Real Estate (8-12%); Alternative Investments (3-7%);

Developed Market equities (28%); Nominal

Government of Singapore _Real Estate (12%); Private Equity, VC & Infrastructure (11%);

Singapore : 179 Bonds (19%); Developing market equity (10%); o . i
Investment Corporation Cash (8%); Inflation-Linked Bonds (5%) Natural Resources (4%); Absolute Return Strategies (3%);
. / Listed Large bloc shares [>220%)] (38%); Other . .
Singapore  Temasek Holdings 119.3 listed and liquid assets (34%) Unlisted Assets (28%)
Cash (36.5%); Debt securities (20.5%); Telstra
v v holding (11.3%); Developed markets equity  Private equity (2.0%); Property (1.2%); Infrastructure (1.9%);
Abstraliugici g lign g g s (11.9%); Australian equities (7.4%); Alternative assets (4.4%);
Developing markets equity (2.8%);
. Investment Corporation of . ’ fr (e Transportation companies (~40%); Industrial Companies (~20%);
P Dubai e R panics (~20%); Real Estate Companies (~15%); Others (~5%)
Rentbiltrot & koW o dhh ont Government Bonds (34.1%); Stocks (28.3%);
P ) 17.8 Corporate Bonds (12.9%); Agency Bonds ABS (16.7%); Derivatives (3.4%);
Korea Corporation
(7.4%);
UAE -Dubai  Istithmar World 11.5 0% Real Estate (60%); Equity & Venture Capital (40%) |
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Detailed Sovereign Wealth Allocation by Geography

Country Fund Name Slze((s);g:ls)sets Geographical Allocation
Domestic Regional OECD countries Emerging Outside the Fund's Region
markets
Government . . VS
Norway  Pension Fund - 458.2 Europe (54%) Amer'lcas & Af.rlca (35%);
Asia/Oceania (11%)
Global
. North America (35- .
UAE-Abu A 50%), Europe (25- Emerging
. Investment 395 . Markets (15-
Dhabi Authori 35%); Developed Asia 25%)
v (10-20%) °
China
China Investment 297.5 250% Global (=250%)
Corporation
, United States & Europe
Kuwait [equal shares] (76- Emerging
Kuwait =1 Z‘L’li;’;’zf"t 295 86%); Asia & Japan  Markets (4-6%)
v (13-17%)
: e
Government of Japan (11%); China, Hong United States (38 /0.)' Other
) . North & South America (7%);
Singapore Singapore 179 Kong, S. Korea & Taiwan United Kingdom (6%); France
gap Investment (10%); Other Asia (3%); g e
Corporation Australasia (2%) (5%); Germany (4%); Other
P . Europe (14%)
North Asia (27%);ASEAN . .
Singapore ZZ’IE;eIS( 119.3 31% [Excl. Singapore] (9%); OECD (22%) Lagtllllg‘??;;?&
9 South Asia (7%) 0
Mubadala
i S e— 21.6 33% Qatar (41%) Others (26%)
Dhabi
Company PJSC
Investment
UAE-Dubai Corporation of 19.6 100%
Dubai
Sub-Saharan
i i 04):
AR e 11.5 il By AT RS e e v Asia Pacific (5%)
World Europe (20%) .
America (5%)




Share of Equity Investments

in Select Funds’ Portfolios
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Russia NWF & RF | 0%
Chile PRF&SESF | 0%
Azerbaijan SOF | 0%

China CIC 3%

Libya LIA 10%
Kazakhstan NF ‘09 14%
Dubai Istithmar ‘07 15%

SAMA

Korea KIC

Australia FF

S Alabama TF
China NCSSF ‘06
Singapore GIC
Canada Alherta
Norway GPF-Global

25%
28%
29%
T 32%
34%
LLEY%

L6%
I 50%

New Zealand SF 53%
s Alaska PF h3%
Ireland NPRF 60%
ADIA 61%
Kuwait KIA 62 %
LS Texas PSF 66%

Abu Dhabi Mubadala 100%
KZ Samruk-Kazyna 1100%
Malaysia Khazanah 100%
Singapore Temasek 1 100%

Taiwan NSF 100%
WVietnam SCIF 100%

0 20 L 60 80 100

Maotas: 1. data is for FE2008 {for seme funds it is nid-year), unlass sthenwise meantienad.
2. Data for Australia - excluding Telstra.

Source: Funds’ ofhigal data or madia regorls
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Share of Alternative Assets
in Select Funds’ Portfolios

Azerhaijan S0OF

Chile RPF&ESSF

Kazakhstan Samruk-Kazyna
Kazakhstan NF

Koreg KIC

Libya L1A

Malaysia Khazanah

Norway GPF-Global

Russia NWF and RF

Saudi Arahia SAMA

Singapore Temasek

Taiwan National Stabilisation Fund
UJAE Abu Dhabi Mubadala

LIS Alahama Trust Fund

Vietnam State Capital Investment Corporation
China CIC

Australia FF

Ireland NPRF

China NCSSF '06

IS Texas PSF |
ADIA |

Kuwait KIA

Singapore GIC |
US Alaska Permanent Fund |
Canada Alherta HTF |

New Zealand SF

UAE Dubai Istithmar '07 L
0

0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
2%

8%
110%
1 10%
150
1 15%
023%
1 25%
N 26%

135%

1 85%

20

40 &0 a0

100

Mate; 1, Data js for FY 2008 {for some funds itz mid-yvear], unless stherwize mentionad, 2, Although CIC invested in Blackstane and set up ajoivt PE fund with 12 Flowers, it

reports its abemnative nvestmeants as zers, probably indluding these paricular heldings In ‘equities’,
Souica: Offigal funds’ data and official statemerts in the media
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Portfolio Composition and Investment Returns
for Select Funds in 2008

oo
Malaysia Khazanah -3 6%
Abu Dhabi Mubadala - B
KZ Samruk-Kazyna
Taiwan Mational Stabilisation Fund
Singapore Temaseak — 3
Vietnam SCIC
Dubai Istithmar 07
Kuwwait KIa |
Mew Pealand SF - 22%
A DA -6 0%
LIS Alaska PF — i O _ HEEE
IS Texas PSF - G% Bl Alternative
Ireland NPRF [ - 30%a B Equity
Canada alberta HTF | - 18%
Singapore GIC =20 %
Mormwvay GPF-Glabal —25%a
China NCSSF %
s Alabama TF
Australia FF [ -9
Harea KIC -1 4%
saps | ~12%%
Kazakhstan MF
Libya LT
China CIC | 2%
Azaerbaijan SIOF =+
Chile PF&MESF |i
Russia hNWWF
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IV. Social-Political Risks Faced by SWFs with SCHOOL
Diversification Beyond Traditional Geography
and Asset Classes

These investments require organizational and leadership capabilities to
effectively manage risk in potentially difficult socio-political environments,
while at the same time ensuring that the SWFs’ basic objectives are met.

Effective risk mitigation aimed at optimizing a successful investment outcome
requires:

1. Incorporating social and political risk scenarios into the strategic plan

2. Gathering a deeper understanding of perspectives of recipient country and
company

. Developing strategies that align with stakeholder interests and priorities

4. Enhancing internal governance and implementing prudent operating

practices
5. Creating architecture for managing multiple external relations
6. Incorporating risk mitigation considerations into actual operations

W

w
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SWFI Offers Capacity Building Resources to Manage Socio-Political Risk

Fletcher’s SWFI works with SWF executives and offers relevant expertise in

three different areas:

\ 4

Jointly looking at SWFs’
leader development
strategy against challenges,
including: leader capability
models, formal and
informal leader

development, networking

and coaching, systems,
' processes, tools, and
analytic approaches used

M

Jointly looking at SWFs’
broader socio-political risk
management practices such

- as: organizational and leader
' expectations and

responsibilities; risk
assessment tools,
frameworks and approaches;
risk management strategies;
organizational systems,

- processes and capabilities for

implementation

¥

Ranking and scoring of
70 emerging economies
with diagnostic

" explanation of the

- political-socio-
economic factors that
affect the investor

' ties for implementation

| NAPEY VRN LT W B
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Discriminatory Practices

Recipient countries have voiced concerns about investment from
SWFs that has resulted in wide-spread discriminatory practices.
Concerns have centered on:

= Motivations behind SWF investment
= Excessive economic and political leverage of these funds

= Lack of transparency and accountability

= The efficacy of the Santiago Principles in achieving stated objectives due to
the voluntary and non-binding nature of such principles and resulting
unenforceability
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Legal, Regulatory and Trade Based Discrimination
SWFI offers capacity building resources to help manage recipient country

discriminatory practices through:

» Information on recipient country discriminatory practices and country-
specific driving forces and motivations underpinning these practices

» Information on recipient country treatment of other public sector financial
institutional investors with view to determine equivalency of treatment

» Strategies for SWFs to differentiate themselves from entities with politically-
driven investments
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Political Backlash and Local Resistance

SWFI offers capacity building resources to respond to political backlash and
points of resistance in recipient countries through:

» Providing a sounding board of resources reflecting a complex and in-depth

understanding of the legal, regulatory, and trade policy regimes faced by
SWFs in recipient countries around the world

» Jointly identifying, defining, and analyzing points of local resistance and their
intersection with the legal, regulatory, and trade policy regimes. This will
allow SWFs to arm themselves with effective tools to address and overcome

local resistance, anticipated political backlash, and other forms of
discrimination

» Jointly examining the best practices of other international institutional
investors, such as pension funds and large insurance companies, in order to

craft appropriate responses to these points of resistance and other obstacles
to foreign direct investment

| NAPEY VRN LT W B
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Transparency and Accountability

SWEFs still have significant issues with the demands for increased
transparency, noting that:

» External transparency is fine but the political pressures that come with
internal transparency are unwanted

» SWFs are not publicly traded companies, without obligations to publish
qguarterly information to the public

» Indeed, this kind of quarterly disclosure has done more harm than good. It
encourages management to seek short term, high profit, to the detriment
of long term returns
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Fletcher’s Capacity Building to Tackle the Challenges of
Transparency and Accountability

O Providing a value-neutral forum to discuss context-appropriate levels of
transparency and accountability, recognizing that transparency need not
be uniform across SWFs, or across recipient countries

O Jointly developing an analytical framework to assist SWF decision makers
in arriving at appropriate benchmarks of transparency and accountability
across recipient countries

[ Fostering a frank and open discussion of preferred practices with regard to
transparency and accountability; the ultimate aim to establish a catalogue
of methods and options from which SWFs can tailor their efforts to secure
appropriate levels of transparency and accountability

W
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Appendix
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SWEF Asset Allocation
(% of total at March 2010)

Equities Alternatives
Infra

Norway - 53% 42% 5%
UAE /ADIA - 45-75% 10-20% 5-10% 5-10% 2-8% - 1-2%
UAE/ADIC -- - -- active strategy
China CIC 25-30% 5-10% 50-65%
Kuwait KTA 3-7% 55-65% 8-12% 8-12% 3-7%
Singapore GIC 8% 38% 25% 12% 15% 5% - -
Singapore Temasek 70% 30% -- --
Australia 37% 33% 20% 1% 3% 2% 4% -
UAE /Mubadala - - - 100%
Korea/KIC 3% 20% 70% 7%
Bahrain - - - 100%
UAE Istithmar - - - 60% 40% - - -
Chile 30% 70% -- -- -- -- --
Alaska 3% 54% 22% 10% 6% 4% - -
Canada/Alberta 3% 46% 25% 14% 8% -- 6% -
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Geographic Distribution TUFTS UNIVERSITY

Own-Region/Global North America Developed Asia Emerging Markets
Norway 55% 35% 10%
UAE/ADIA 25-35% 35-50% 10-20% 15-25%
UAE/ADIC 90/10%
China CIC 50/50%
Kuwait KIA 35-40% 35-40% 13-17% 4-6%
Singapore GIC 25% 40% 25% 10%
Singapore Temasek 30/70% 25% 65% 11%
UAE /Mubadala 74/26%
Korea/KIC 0/100%
Bahrain 100/0%
UAE Istithmar 30% 20% 40% 10%
Chile 40% 50% 10%
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