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Abstract 

An Analysis of the National Fund of 
the Republic of the Kazakhstan:  

Save or Invest Domestically 
 

Turlubayev Maxat 
Public Administration Major 

The Graduate School of Public Administration 
Seoul National University 

 
 

The Kazakhstan Sovereign Wealth Fund (SWF) started in 2000 in 

order to decrease the country’s high level of dependence on the global market 

and to secure its future growth. Over the past decade, the boom in commodity 

prices and the massive accumulation of foreign exchange reserves have 

resulted in the rise of SWFs as major forces in international financial markets 

and the global economy. During the global financial crisis, they contributed to 

the stability of domestic economy by providing required liquidity to national 

banks and companies. Their total assets have grown considerably over the last 

10-15 years and amounted over to US$ 5.2 trillion in 2012.  

The thesis reviews SWF phenomena in terms of its institutional 

capacity including investment strategies and governance. Transparency and 

accountability have also become major issues. In order to assess all these 

aspects, a method of comparative analysis is selected for developing a 

research framework. This thesis analyzes the current trends of the National 
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Fund of the Republic of Kazakhstan and finds problems with respect to the 

inefficient management. The thesis particularly concentrates on Norway’s 

Government Pension Fund – Global and Government Pension Fund – Norway, 

America’s Alaska Permanent Fund, Singapore’s Temasek Holdings and 

Russia’s Reserve and National Welfare Funds as representative cases. These 

SWF’s are then compared with the National Fund of the Republic of 

Kazakhstan.  

The findings suggest that Kazakhstan SWF has problems in many 

aspects such as transparency, accountability and investment strategy. Thus, 

for the further improvement, it requires overall restructuring and 

transformation of its structure into a professional organization. 

 

Keywords: Kazakhstan, Sovereign Wealth Funds, Governance, 

Transparency, Investment Strategy, Asset Allocation 

Student ID.: 2012-24060 
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CHAPTER 1. INTRODUCTION 

1.1 Study background 

Over the last decade, the condition of Kazakhstan’s economy is largely 

determined by the situation in the natural resources sector. The dependence of 

the state budget revenues from natural resources has set the task to effectively 

use of natural resources and to reduce the dependence of government 

revenues and expenditures from fluctuations in world commodity prices 

through creation of SWF, which accumulate and increase revenues from the 

export of natural resources. 

Many SWFs are dedicated to cover the state budget deficit at the time 

of unfavorable market conditions. In the period of high commodity prices 

SWF allows to accumulate excess export earnings and to prevent the 

development of the “Dutch disease” of the economy. 

Such kind of SWF in Kazakhstan became National Fund of the 

Republic of Kazakhstan (NFK), which was established in accordance with the 

Decree of the President of the Republic of Kazakhstan No.402 “On the 

National Fund of the Republic of Kazakhstan” dated 23 August 2000. NFK 

has two main functions, first, to ensure a stable socio-economic development 

and the accumulation of financial resources for future generations (saving 

function), and secondly, reducing dependence of the economy from the 

impact of adverse external factors (stabilizing function). 
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The relevance of this study is due to decreasing dependence of the 

amount of state budget from the sudden and unexpected jumps of the world 

commodity prices, and needs of efficient management of NFK. With the 

ongoing global financial crisis, the first goal should be the issue of 

preservation and ensuring further accumulation of NFK. The investment 

income, expressed in dollars, must exceed the value of dollar inflation. 

However, today, when inflationary pressures are being globalized and tighten 

everybody, including the USA, the issue of profitability becomes more 

important. In this regard, it is useful to consider the investment strategies of 

other large SWFs. 

There is virtually no description, analysis, or evaluation of the 

activities and performance of NFK. In fact, while there is now a substantial 

literature on the general nature of SWFs, it lacks specificity in part because 

the data is sketchy and difficult to compare from fund to fund. The issues 

concerning SWFs, from corporate governance and transparency to investment 

policies and implications, are very contentious and many are unresolved.  

Recently, SWFs have received much attention and criticism on the 

world stage. This thesis analyzes these funds from a multidimensional 

perspective, showing their relative size, origins, history, strategies, and what 

regulatory oversight they have. 
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1.2 Purpose of the study 

The purpose of this thesis is to analyze the NFK in the conditions of 

changing situation in the global financial market. Therefore a comparative 

analysis of SWFs and NFK is conducted. It presents research in the form of an 

analytical study of SWFs, their policies and investment strategies. Thesis 

involves two different perspectives. Firstly, the study includes analyses of 

underlying practical patterns of development of SWFs, their investments, 

management, strategies and policies. This results into the system of SWF 

operations and policies along with solutions set for long term success of SWF. 

Secondly, it analyzes the current trends of the NFK and shows the problems 

of effective or ineffective management of the fund. 

In order to make comparative analyses this thesis particularly 

concentrates on Norway’s Government Pension Fund – Global and 

Government Pension Fund – Norway, America’s Alaska Permanent Fund, 

Singapore’s Temasek Holdings and Russia’s Reserve and National Welfare 

Funds as representative cases.  

Moreover this thesis covers the following issues: 

1. The analysis and evaluation of management of NFK. 

2. The experience of countries with SWF in the formation, 

investment, management and uses of funds. 

3. Advisability of expanding the purposes of use of NFK, for 

example, by investing domestically and other purposes. 
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In this work it is used regulations of the Republic of Kazakhstan, 

records and documents of international organizations and researchers, and the 

materials of the National Bank of Kazakhstan. 

The structure of the thesis consists of six chapters, including 

conclusion and bibliography. First chapter briefly introduces the relevance of 

the study and provides with the purpose of the thesis. Second chapter 

introduces corresponding literature review with the background of SWFs, 

modern trends of development of SWFs by types, objectives and sources, and 

describes the existing transparency ranking mechanisms.  

Chapter 4 presents the brief overview of SWFs such as Norway’s 

Government Pension Fund – Global and Government Pension Fund – Norway, 

America’s Alaska Permanent Fund, Singapore’s Temasek Holdings and 

Russia’s Reserve and National Welfare Funds. After that Chapter 5 makes 

comparative analyses of those SWFs with NFK and identifies transparency 

rankings.  

The last chapter concludes this thesis with some suggestions.  
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CHAPTER 2. LITRETURE REVIEW 

2.1 Background of Sovereign Wealth Funds 

As the name suggest, SWF is an array of financial instruments, owned 

by a sovereign state, where a nation’s savings are accumulated. For these 

funds, the primary focus is on the development of a foreign portfolio of 

investments. Other definitions of SWFs in the literature suggest their funding, 

purpose and objectives of setting up. Although there is no single definition of 

these funds but the term “Sovereign Wealth Fund” wаs first provided by 

Rozanov. He defined SWF as, neither traditional public pension funds nor 

reserve assets supporting national currencies but funds set up with the 

following objectives: insulate the budget and economy from excess volatility 

in revenues, help monetary authorities sterilize unwanted liquidity, build up 

savings for future generations, or use the money for economic and social 

development1. 

SWFs, as defined by the US treasury, are government investment 

vehicles funded by foreign exchange assets that are managed separately from 

official reserves. They seek higher rates of return and may be invested in a 

wider range of asset classes than traditional reserves2.  

                                                             
1 Rozanov, A. (2005). Who Holds The Wealth of Nations? Central Banking Journal. Vol. 15. No.4. 
http://www.centralbanking.com/central-banking-journal/feature/2072255/holds-wealth-
nations  

2 US GAO (2008). Sovereign Wealth Funds: Publicly Available Data on Sizes and Investments for 
Some Funds Are Limited. Report t to the Committee on Banking, Housing, and Urban Affairs, 
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Economist Edwin Truman has provided some of the most salient 

literature analyzing SWFs in general terms since 2007. Truman provides a 

history of SWFs and disputes the US Treasury’s definition of SWFs, 

distinguishing between stabilization funds, which are characterized by low 

risk investments, and SWFs. Truman then provides a discussion of the 

problem of transparency, and assigns a composite score for governance, 

transparency, and accountability to each sovereign wealth fund that fits under 

his definition3. From then on, an overwhelming response for SWFs research 

from academic researchers, industry analysts and government institutes has 

led to the number of definitions in the literature outnumbering the actual 

number of funds.  

As Schimbor in his economics honors thesis states, the main 

instrument through which SWFs can affect company performance is by 

pressuring for changes that improve corporate governance4. While a study of 

the specific impacts of SWFs on corporate governance has yet to be 

completed, two contrasting theories about the impact of large institutional 

shareholders exist in previous literature. Shleifer and Vishny showed that 

small shareholders lack the right incentives to demand improved managerial 

                                                                                                                                                  
U.S. Senate. p.46. GAO-08-946. Available via Internet: 
http://www.gao.gov/new.items/d08946.pdf 

3 Truman, E. (2007). Sovereign Wealth Funds: The Need for Greater Transparency and 
Accountability. Policy Brief No. PB07-6, Peterson Institute for International Economics. 
Available via Internet: http://www.iie.com/publications/pb/pb07-6.pdf 

4 Schimbor, R. (2009). The Impact of Sovereign Wealth Fund Investments on Listed United 

States Companies. Economics Honors Thesis. Available via Internet: 

https://www.econ.berkeley.edu/sites/default/files/richard_schimbor_thesis.pdf 
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performance since their holdings are so small the opportunity cost of 

monitoring managers and improving governance is not worth the increased 

returns 5 . They suggest that large institutional investors present a partial 

solution to this free rider problem, since their large shares give them the 

incentives to monitor and improve managerial performance. On the other 

hand, Demsetz and Lehn found that large shareholders are not well diversified 

and therefore demand an unnecessary reduction of company risk, forcing the 

company to be overly conservative and possibly pass up new investment 

projects. They also hypothesized that large investors may create an agency 

problem, forcing the company to act solely in their interest and ignore the 

interests of other shareholders, employees, and even society as a whole6.  

In general, the emergence of SWF has changed the underlying 

assumption in the international finance world that money would always flow 

from developed economy countries to emerging and developing markets that 

is from USA, UK and Germany to Middle East and Asia. Central bankers 

outside USA in UK, Japan and China were always investing and buying 

national bonds (treasury notes) from USA considering it as a safe and risk free 

investments.  

 

                                                             
5 Schleifer, A. and Vishny, R. (1986). Large Shareholders and Corporate Control. Journal of 

Political Economy. Volume 94 Issue 4. Available via Internet: 

http://piketty.pse.ens.fr/files/ShleiferVishy1986.pdf 

6 Demstetz, H. and Lehn, K. (1985). The Structure of Corporate Ownership: Causes and 

Consequences. The Journal of Political Economy. Volume 93, Issue 6, pp.1155-1177.  
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2.2 Modern trends of development of SWFs: 

Types, objectives and sources 

According to the IMF, SWFs are a heterogeneous group and may serve 

various purposes. Five types of SWFs can be distinguished based on their 

main objectives7: 

1. Stabilization funds are set up by countries rich in natural resources 

to insulate the budget and economy from volatile commodity 

prices (usually oil). The funds build up assets during the years of 

ample fiscal revenues to prepare for leaner years. 

2. Savings funds are intended to share wealth across generations. For 

countries rich in natural resources, savings funds transfer 

nonrenewable assets into a diversified portfolio of international 

financial assets to provide for future generations, or other long-

term objectives. 

3. Reserve investment corporations are funds established as a 

separate entity either to reduce the negative cost-of-carry of 

holding reserves or to pursue investment policies with higher. 

4. Development funds allocate resources for funding priority 

socioeconomic projects, such as infrastructure. 

                                                             
7 International Monetary Fund (2008). Sovereign wealth funds – A work agenda. 29 February 

2008, Retrieved March 18, 2010.  Available via Internet:  

http://www.imf.org/external/np/pp/eng/2008/022908.pdf  
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5. Pension reserve funds have identified pension and/or contingent-

type liabilities on the government’s balance sheet. 

Often in practice, SWFs at the same time pursuing more than one of 

these objectives. For example, some countries set up funds for both 

stabilization and savings objectives. As circumstances change, the objectives 

of the funds may also change. This is especially true for countries that export 

natural resources, like Norway, Russia and Kazakhstan. 

In terms of funding, according to JP Morgan Research three types of 

sources stand out 8:  

1. Commodity sources are largely oil and gas related, although some 

funds are also based on revenues from metals and minerals (e.g. 

Kazakhstan). Most commodity revenues are generated either 

directly through state-owned companies or commodity taxes. 

Commodity revenues are viewed as “real wealth” as they typically 

have no corresponding liability on the government’s balance sheet.  

2. Fiscal sources can come from fiscal surpluses, proceeds from 

property sales and privatizations or transfers from the 

government’s main budget to a special purpose vehicle. Most 

fiscal sources are “real wealth”, although some have liabilities.  

3. Foreign reserves represent often “borrowed wealth” as the reserve 

build-up in many countries stems from sterilized foreign exchange 

                                                             
8 JP Morgan (2008). Sovereign Wealth Funds: A Bottom-up Primer. JPMorgan Chase Bank, N.A., 

Singapore Branch. JPMorgan Research. Available via the Internet: 

ftp://139.82.198.57/mgarcia/Seminario/textos_preliminares/SWF22May08.pdf 
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interventions, in which case the central bank issues interest bearing 

liquidity notes to fund the interventions and mop up the excess 

liquidity. However, part of the foreign reserves may also represent 

“real wealth”, thanks to asset appreciation and the accumulation of 

interest income. The share of foreign reserves managed by SWFs 

is typically viewed as “excess” reserves as it exceeds the portion of 

foreign reserves deemed necessary for the conduct of foreign 

exchange policy and precautionary reasons. 

Major sources of funding to large SWFs come from oil income or non-

commodities. For example, GCC region, Norway, Russian and Kazakhstan 

SWFs have utilized their oil income to establish SWFs whereas China and 

Singapore are non-commodity based funds and are funded from trade 

surpluses. The following table provides some typical examples of the main 

fund purposes and their funding sources.  

Table 1. Examples of SWF Objectives and Sources 

Purposes/Sources Commodity 

Revenues 

Fiscal Sources Foreign 

Reserves 

Revenue 
stabilization 

Russia: Reserve 
Fund Kuwait: 
Reserve Fund,  
Mexico: Oil 
stabilization fund 

  

Future 
generations/Public 
pension  

Russia: National  
Welfare Fund 
Norway: 
Government 
Pension Fund – 
Global 
 

Australia: Future 
fund 
New Zealand: 
Super Fund 

 

Management of 
government holdings  
 

UAE: Mubadala Singapore: 
Temasek 
Malaysia: 
Khazanah 

China: Bank 
Holdings  
managed by CIC 
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Wealth or 
risk/return  
Optimization 

Abu Dhabi 
Investment 
Authority  
(ADIA) 
Qatar Investment 
Authority (QIA) 
 

Singapore: 
Government 
Investment 
Corporation  
(GIC) 

Singapore: 
Foreign reserves 
managed by GIC 
Korea: Foreign 
reserves managed 
by KIC 
China: Foreign 
reserves managed 
by CIC 

Source: JPMorgan, 2008.9 

In reality, however, this table cannot fully summarize the universe of 

SWFs. As mentioned above, most SWFs serve not only one, but also other 

objectives as well. Besides objectives and sources of funding, there are a 

number of differences in many other aspects. These aspects could be 

ownership and governance, fund disclosure, institutional structure, investment 

types and asset allocation. For instance, all SWFs belong to the public sector, 

but the government directly owns some and others are statutory entities.  

According to Mitchell et al SWFs are developed by governments 

utilizing various resources such as natural, taxes, fiscal or trade surpluses10. 

SWFs usually manage assets separately from foreign currency reserves and 

tend to be investing internationally and when needed, in domestic operations, 

infrastructures and in stabilizing the industries. These SWFs are at present 

very important to global financial world for two reasons. Firstly, it holds 

liquidity worth more than US$ 5.2 trillion and other unknown figures in their 

portfolios. Secondly, their performance and management affect economy in 

                                                             
9 ibid 

10 Mitchell, O. S., Piggott, J. and Kumru, C. (2008). Managing Public Investment Funds:  Best 

Practices and New Questions. National Bureau of Economic Research working paper series. 

Available via Internet: http://www.nber.org/papers/w14078.pdf?new_window=1 
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their own countries. Hence, these SWFs require asset increase and profitable 

returns. In principle the financial perspective of SWF leads them to seek 

higher profits, asset diversification so as to improve the fund’s efficiency of 

asset allocation and reduce risk for wealth of their citizen on whose behalf 

they make investment11. Nevertheless, SWF policies of many countries in the 

present situation is mixed and not standardized, as they tend to invest in open 

economies of USA and EU, they attempts to increase their portfolios. In 

addition, the transparency agenda and their investment strategies have created 

big concerns. It has been repeatedly stated by western countries that their 

investment objectives are politically motivated 12 . For instance, Summers 

states that in 2007 government-controlled Chinese entities take the largest 

external stake (albeit non-voting) in Blackstone, a big private equity group 

that, indirectly through its holdings, is one of the largest employers in the US. 

These types of cases can be reduced with standardization and common 

principles such as Santiago principles when followed by both investee and 

sponsors of SWF. Also, these concerns have prompted calls for greater 

transparency of SWF holdings and strategies 13  and for the suspension of 

                                                             
11 Chhaochharia, V., Laeven, L. (2009). The Investment Allocations of Sovereign Wealth Funds. 

Working papers series. Available via Internet: 

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1262383 

12 Summers, L. (2007). Funds That Shake Capitalist Logic. Financial Times. Available via 

Internet: http://www.ft.com/cms/s/2/bb8f50b8-3dcc-11dc-8f6a-

0000779fd2ac.html#axzz2llrEXNWP 

13 Truman, E. (2007). Sovereign Wealth Funds: The Need for Greater Transparency and 
Accountability. Policy Brief No. PB07-6, Peterson Institute for International Economics. 
Available via Internet: http://www.iie.com/publications/pb/pb07-6.pdf 
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voting rights by SWFs to mitigate concerns that SWFs will distort the 

corporate strategies of domestic firms to satisfy the objectives of foreign 

governments 14 . Detailed discussion of transparency ratings of SWFs is 

provided in the next section of the literature review.  

 

2.3 Transparency ranking of SWFs 

SWFs manage funds on behalf of their population in the respective 

countries. Thus, transparency and information disclosure is essential for 

people to have trust in the government officers and politicians taking 

decisions about the SWF management. The second source of transparency 

demand is investee companies and their countries’ governments. As SWFs 

assets grow, the lack of transparency and the opaque nature of most funds 

were the priority concerns for these demanders.  

With regard to governance, especially when the institutions are state-

owned, there may be more acute problems than with comparable private 

institutions. These problems could be connected to a greater risk of corruption 

due to lower salaries, problems suggested by agency theory such as Trust, 

legitimacy,15 excessive control of political elite and lack of accountability16. 

                                                             
14 Gilson, R. and Milhaupt C. (2008). Sovereign Wealth Funds and Corporate Governance: A 
Minimalist Response to the New Mercantilism. Stanford Law Review. Available via Internet: 
http://www.relooney.info/SI_Rare-Earths/New-Mercantilism_17.pdf 

15 Monk, A. (2009). Recasting the sovereign wealth fund debate: Trust, legitimacy and 
Governance. New Political Economy. December 2009. Available via Internet: 
http://www.relooney.info/0_New_11937.pdf 
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There have been many initiatives, responses, and policy proposals as a 

reaction to the growth and increasing number of SWFs. For example, in 

October 2008 the International Working Group of Sovereign Wealth Funds 

adopted a set of Generally Accepted Principles and Practices for SWFs in 

Santiago, Chile17 . This framework known as Santiago Principles. Truman 

(2008) was an early advocate of greater transparency and accountability for 

SWFs and actively participated in subsequent reviews of progress 18 . In 

addition, the Linaburg-Maduell transparency index, developed by economists 

at the SWF Institute in early 2008, provides additional transparency ratings 

for all sovereign wealth funds under the broader treasury definition19.  

Truman offers a first systematic approach of SWF ranking and 

quantitative analysis of fund performance. The starting point of this 

assessment is the present fund practices providing a basis for the evaluation of 

the results of the IMF-sponsored dialogue on SWFs best practices. Main 

argument is that no fund should be asked to implement guidance or practices 

that at least another fund does not implement or practice already. The 

                                                                                                                                                  
16 Truman, E. (2013). Progress on Sovereign Wealth Funds Transparency and Accountability: An 
Updated SWF Scoreboard. Policy Brief No. PB13-19, Peterson Institute for International 
Economics. Available via Internet: http://www.iie.com/publications/pb/pb13-19.pdf 

17 International Working Group of Sovereign Wealth Funds (2008). Sovereign Wealth Funds: 
Generally Accepted Principles and Practices “Santiago Principles”. Available via Internet: 
http://www.iwg-swf.org/pubs/eng/santiagoprinciples.pdf 

18 Truman, E. (2008). A Blueprint for Sovereign Wealth Fund Best Practices. Policy Brief No. 
PB08-3, Peterson Institute for International Economics. Available via Internet: 
http://www.iie.com/publications/pb/pb08-3.pdf  

19 Sovereign Wealth Fund Institute (2008). Linaburg-Maduel Transparency Index. Available via 
Internet: http://www.swfinstitute.org/statistics-research/linaburg-maduell-transparency-
index/ 
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scoreboard is constructed using the sum of points that each fund collects in a 

series of questions, where the respective answers can be either “yes” or “no” 

giving the relevant point (being 0 or 1 as predetermined for each question) to 

the fund assessed.  

His scores for governance are based on the answer to the following 

four questions: 1) Is the role of the government in setting investment strategy 

clearly established? 2) Is the role of managers in executing the investment 

strategy clearly established? 3) Does the fund have in place and publicly 

available guidelines for corporate responsibility? 4) Does the fund have 

ethical guidelines that it follows in its investment strategy? Thus, the approach 

identifies four categories of SWF management practice focusing on fund 1) 

structure, 2) governance, 3) transparency/accountability, and 4) behavior. The 

results of this assessment offer a scoreboard that quantifies the degree of 

successful performance for a wider set of funds considering a range of 

different assessment elements. 

Santiago Principles have developed in an attempt to ease Western 

concerns over the lack of accountability and transparency of the SWFs. In this 

respect, they have been developed with a preemptive purpose to control the 

possible adoption of protectionist or nationalist policies. This however has 

been attempted carefully to not affect the free investment flows and to not 

discomfort the SWFs that claim their investments to be based purely on 

economic grounds.  
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In general, it has several goals. First, they ask SWFs to meet local 

recipient regulatory requirements. Second, they ask SWFs to make certain 

public disclosures in a variety of areas. Third, the principles seek to ensure 

stable financial markets and avoid any protectionist policies targeting SWFs. 

Fourth, the principles try to instill transparent and sound governance 

structures, which will be designed to ensure that SWFs invest on the basis of 

economic and risk and return considerations. In short, the goals aspire to align 

SWF internal practices and principles with Western expectations and norms.  

Santiago Principles comprises 24 principles and practices, on a 

voluntary basis, each of which is subject to home country laws, regulations, 

requirements and obligations. Similarly, the principles make use of the same 

values that the scoring and ranking attempts make. 

In an attempt to assess SWFs’ transparency and accountability 

provision, the “Linaburg-Maduell Transparency Index” has been developed 

by the SWF Institute researchers. This is based around Norway’s SWF, 

widely seen as the benchmark of transparency. The index implements 10 

“essential principles” that depict SWF transparency to the public. For each 

principle assessed, there are different levels of depth and the judgment of the 

latter is left to the discretion of the SWF Institute. The index results in a 

transparency index rating from 1 to 10 (Table 2), with 8 recommended from 

the SWF Institute in order to claim adequate transparency.  
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Table 2. Principles Linaburg-Maduell Transparency Index 

Point Principles Linaburg-Maduell Transparency Index 
+1 Fund provides history including reason for creation, origins of wealth, 

and government ownership structure  
+1 Fund provides up-to-date independently audited annual reports 
+1 Fund provides ownership percentage of company holdings, and 

geographic locations of holdings 
+1 Fund provides total portfolio market value, returns, and management 

compensation 
+1 Fund provides guidelines in reference to ethical standards, investment 

policies, and enforcer guidelines 
+1 Fund provides clear strategies and objectives  
+1 If applicable, the fund clearly identifies subsidiaries and contact 

information  
+1 If applicable, the fund identifies external managers 
+1 Fund manages its own web site 
+1 Fund provides main office location address and contact information 

such as telephone and fax 
Source: SWF Institute 

Many research studies examining policies of transparency and 

accountability have argued that any improvement in financial disclosure and 

reporting system can enhance the performance of the organization and protect 

the investor interests. Indicative of these efforts are the Truman scoreboard 

and the SWF Institute’s Linaburg-Maduell transparency index. Both of the 

latter attempts have developed a classification system of the existing funds 

assessing governance, transparency and accountability aspects along financial 

aspects of the SWFs. 

The response to Santiago Principle was hostile from many large SWFs 

and China Investment Corporation has hinted absence from the negotiation for 
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the above said model as well to maximize its own interests 20 .Moreover, 

Truman underlines that the Santiago Principles were a compromise and, as a 

result, are not as rigorous as outsiders would prefer. For example, they are not 

explicit about what information should be publicly disclosed. In addition, he 

mentions that 10 of the 30 Santiago Principles and subprinciples have little to 

do with the public and, rather, focus on relations between the fund and its 

government. 

The Truman rankings for governance, transparency, and accountability 

in addition to the Linaburg-Maduell transparency index, will be helpful in 

assessing whether or not sovereign wealth funds with better transparency and 

governance provide more value by monitoring and improving the governance 

of the companies in which they invest, leading to increased returns. 

Above discussion explains that not only scope, definition and 

investment strategies in managing SWF are important but concerns about 

transparency and governance also shape the growth, performance and 

transformational agenda of SWF. Next section briefly describes Norway’s and 

Russians, as well as Alaskan and Singaporean SWFs. 

 

                                                             
20 Zhang, M. and He, F. (2008). China‘s Sovereign Wealth Fund: Weakness and Challenges. 

Research Center for International Finance. Working Paper No. 0823. Available via Internet: 

http://www.eaber.org/sites/default/files/documents/CCER_ZHANG_2008.pdf  
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CHAPTER 3. OVERVIEW OF SOVEREIGN 

WEALTH FUNDS 

 

SWFs have been around for decades but since 2000 the number of 

SWFs has increased dramatically. In the end of 2012, Norway, United Arab 

Emirates, China, Saudi Arabia, Singapore and Russia had the biggest SWFs in 

the world (Table 3). As SWF Institute reports, in 2012 the size of this market 

totalled around to US$ 5.2 trillion, out of which commodity funds constituted 

more than US$ 2.5 trillion and non-commodity funds – US$ 2.7 trillion21. The 

table below shows the ranks of SWFs by assets with corresponding date of 

inception and origin of source.  

Table 3. Largest SWFs Rankings by Assets 

Country SWF Name 
Assets, 

$ billion 
Inception Origin 

L-M 
Transparency 

Index 

Norway Government 
Pension Fund – 
Global 

$664.3 1990 Oil 10 

UAE – Abu 
Dhabi 

Abu Dhabi 
Investment 
Authority 

$627 1976 Oil 5 

China SAFE Investment 
Company 

$567.9** 1997 Non-
Commodity 

4 

Saudi 
Arabia 

SAMA Foreign 
Holdings 

$532.8 n/a Oil 4 

China China Investment 
Corporation 

$482 2007 Non-
Commodity 

7 

China – 
Hong Kong 

Hong Kong 
Monetary 
Authority 
Investment 
Portfolio 

$298.7 1993 Non-
Commodity 

8 

                                                             
21 Sovereign Wealth Fund Institute (2013). Sovereign Wealth Fund Rankings. Available via 
Internet: http://www.swfinstitute.org/fund-rankings/  



 

21 

Kuwait Kuwait 
Investment 
Authority 

$296 1953 Oil 6 

Singapore Government of 
Singapore 
Investment 
Corporation 

$247.5 1981 Non-
Commodity 

6 

Singapore Temasek 
Holdings 

$157.5 1974 Non-
Commodity 

10 

Russia National Welfare 
Fund 

$149.7* 2008 Oil 5 

China National Social 
Security Fund 

$134.5 2000 Non-
Commodity 

5 

Qatar Qatar Investment 
Authority 

$115 2005 Oil 5 

Australia Australian Future 
Fund 

$83 2006 Non-
Commodity 

10 

UAE – 
Dubai 

Investment 
Corporation of 
Dubai 

$70 2006 Oil 4 

UAE – Abu 
Dhabi 

International 
Petroleum 
Investment 
Company 

$65.3 1984 Oil 9 

Libya Libyan 
Investment 
Authority 

$65 2006 Oil 1 

Kazakhstan Kazakhstan 
National Fund 

$61.8 2000 Oil 8 

Algeria Revenue 
Regulation Fund 

$56.7 2000 Oil 1 

South Korea Korea Investment 
Corporation 

$56.6 2005 Non-
Commodity 

9 

UAE – Abu 
Dhabi 

Mubadala 
Development 
Company 

$53.1 2002 Oil 10 

US – Alaska Alaska Permanent 
Fund 

$42.8 1976 Oil 10 

Total  $5 205.9    

Updated in January 2013 

Source: SWF Institute 

According to this table, the NFK took 17th place in the world in terms 

of assets. Among former Soviet Union countries this kind of fund also formed 

in Russia and in Azerbaijan with total assets US$ 149.7 billion and US$ 32.7 

billion, respectively. 
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The literature on SWFs is almost exclusively descriptive, except an 

empirical analysis of the Norwegian fund done by Caner and Grennes 22 . 

Limited disclosure, data limitations, and lack of transparency about the total 

assets of funds make it almost impossible to carry out a comprehensive 

statistical analysis for certain countries. However, Norway and Alaska are the 

countries that publish their reports data in quarterly and annually basis, 

including all information that needed for the purpose of this research such as 

rates of return. This gives an opportunity to see their investment policies, 

better understand how these funds operate, and compare their functions with 

the functions of NFK.  

There are also considered Russian SWFs, including Reserve Fund and 

National Welfare Fund, and Singapore’s Temasek Holdings. The latter were 

chosen to study the functioning of the SWF with the source of formation from 

non-commodity funds, whereas Russian SWFs seems to be interesting to 

know as far as budget structure and dependence of the economy from the oil 

sector are somehow similar with Kazakhstan. Therefore in this chapter there 

will be studied the SWFs of Norway and Russia, as well as Alaska and 

Singapore. 

 

                                                             
22 Caner and Grennes (2010). Sovereign Wealth Funds: The Norwegian Experience. Available 
via Internet: http://www4.ncsu.edu/~mcaner/tgmc.pdf 
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3.1 Sovereign Wealth Funds of Norway 

In 1966, Norway established the National Insurance Scheme Fund, 

which was intended to be the funding vehicle for reserves stemming from a 

surplus in the social security system. To further strengthen Norway’s financial 

position to meet future pension liabilities, in 1990 the Petroleum Fund was 

established. 

Both funds merged in 2006 to make up the Government Pension Fund 

that consists of two parts, the Government Pension Funds – Global (GPFG) 

and the Government Pension Funds – Norway (GPFN). The latter reflects the 

old National Insurance Scheme Fund. These two funds owned by the 

Government of Norway and the MoF holds the overall responsibility for the 

management of the Government Pension Fund. The operational management 

of the two parts of the fund is delegated to Norges Bank and Folketrygdfondet 

respectively, under mandates set by the MoF.23 

Figure 1. GPF Framework of Operations 

 
Source: Ministry of Finance of Norway 

                                                             
23 Ministry of Finance of Norway. Governance model for the Government pension funds. 
Available via Internet: http://www.regjeringen.no/en/dep/fin/Selected-topics/the-
government-pension-fund/governance-model-for-the-government-pens.html?id=699573  
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3.1.1 Government Pension Fund – Global  

The Norwegian Government Petroleum Fund was formally established 

in 1990 when the Norwegian parliament adopted the Act on the Government 

Petroleum Fund (Act of June 22, 1990, No. 36). However, the fund 

mechanism entails that money will only be allocated to the fund when there is 

a budget surplus. In the first half of the 1990s, there were budget deficits due 

to the strong recession. Only in 1995, the budget back in surplus, and the first 

transfer from the state budget to the Petroleum Fund was made in 1996 for 

fiscal year 1995. After that, the fund has grown strongly. At the end of 2005 

the fund amounted to close to NoK 1400 billion (around US$ 210 billion), or 

99 percent of mainland GDP (i.e. excluding petroleum activities). In 2006, 

projections indicated that the fund expected to reach a level of around 250 

percent of mainland GDP in the years after 2030, before starting to gradually 

decline given the present guidelines for fiscal policy24.  

In order to strengthen the public’s sense of ownership of the fund and 

make it easier to accumulate financial assets for the state, the Petroleum Fund 

was renamed to the Government Pension Fund – Global as from 1 January 

2006. The name change underlines the aim of the fund to support savings for 

financing future pension payments. The pension system under the National 

                                                             
24 Ministry of Finance of Norway (2006). The Norwegian Petroleum Sector and the 

Government Pension Fund – Global. Available via Internet: 

http://www.regjeringen.no/upload/FIN/Statens%20pensjonsfond/The_Norwegian_Petroleum

_Sector_te.pdf 
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Insurance Scheme will, however, remain financed over government budgets 

on an ongoing basis (“pay-as-you-go”). 

 

Governance framework  

The Pension Fund Act states that the MoF is responsible for the 

management of GPFG. Norges Bank (the Central Bank of Norway) is given 

the task to operate the day-to-day management of the fund on behalf of the 

MoF. There were several reasons for choosing Norges Bank, including the 

banks knowledge of the constitutional set up and background for the fund, the 

close relationship between the fund mechanism and monetary policy and 

Norges Bank’s experience in managing its exchange reserves. The 

management of GPFG is, however, not a central bank’s task and therefore 

strictly separated from Norges Bank’s other activities.  

System for management of the fund requires three major key issues to 

be met: 

1. Professionalism: In practice, this implied the need to ensure full use 

of the capabilities of Norges Bank, while also building skills and capabilities 

in the MoF. It also implied extensive use of external fund managers for those 

assets that Norges Bank previously had little experience with.  

2. Accountability: A system of checks and balances was set up to 

ensure accountability and a clear division of responsibilities between the 

Ministry of Finance and Norges Bank.  
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3. Transparency: This really is a key issue. The need to build a 

consensus for accumulating substantial financial wealth on the hands of the 

government makes it necessary for policymakers to be able to tell the public 

exactly how the money is invested, and what the returns are. 

In order to meet above requirements Norges Bаnk delivers detailed 

аnnual reports on the mаnagement of the fund. These public reports describe 

how the fund is mаnaged and include a list of the compаnies in which the 

GPFG’s capitаl is invested at year end. The reports provide figures on total 

return, benchmаrk return, аttribution of the excess return and management 

costs. The annual reports also contain articles on the investment philosophy 

behind the operational management, information on the process of selecting 

external managers etc.  

In addition, Norges Bank submits quarterly reports containing the main 

return and cost data to the MoF. It also reports to an independent company 

hired by the MoF to make calculations of fund returns and attribution analysis 

of differences between actual and benchmark returns. The reports from this 

company are public, and are published on the Internet, as are also the reports 

from Norges Bank.  

The Office of the Auditor General does the auditing of the GPFG and 

its management. The Auditor General appoints by and reports directly to 

Parliament, ensuring parliamentary control on GPFG operations. Outlined 

above management system is illustrated in the diagram below. 
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Figure 2. GPFG’s Governance Structure 

 
Source: Ministry of Finance of Norway 

 

Accumulation and spending policy  

The Petroleum Fund can also be seen as a fiscal management tool to 

ensure transparency in the use of petroleum revenues. In the work preceding 

the act establishing the fund, it was emphasized that the fund's resources must 

be included in a coherent budgetary process. When the fund was established it 

was therefore emphasized that the accumulation of assets in the fund should 

reflect actual budget surpluses. This reflects an important point: running a 

budget surplus is the only way a Government can accumulate financial assets 

on a net basis. If a fund is set up with an allocation rule that is not linked to 

actual surpluses, the accumulation of assets in the fund will not reflect actual 

savings. 
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Figure 3. Integration in Fiscal Policy of GPFG 

 
Source: Ministry of Finance of Norway 
 

The interaction between the GPFG and the fiscal budget illustrated in 

the diagram above. It shows that the fund's income consist of the central 

government net cash flow from petroleum activities (via the state budget) and 

the return on fund investments. The fund's expenditure consists of an annual 

transfer to the state budget corresponding to the amount of petroleum 

revenues used in the fiscal budget. This transfer from the GPFG finances the 

non-oil budget deficit. According to the fiscal guidelines, this should equal to 

4 percent of the fund’s capital. In this way, money is accumulated in the fund 

if, and only if, there is a government budget surplus including oil revenues. 

 

Investment strategy  

MoF as its formal owner defines long-term investment strategy of the 

GPFG. This includes the strategic choices made in the management of the 

fund regarding currency and country distribution, the distribution between 

asset classes and between securities in different market segments.  
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These strategic choices are reflected in a benchmark portfolio. 

Portfolio represents a “virtual” fund, consisting of equity and bond indices for 

the various markets in which the fund is invested. The benchmark serves two 

purposes25:  

1. The MoF has defined limits for the maximum variations 

permitted relative to the benchmark portfolio. The limit is defined as a 

maximum expected tracking error of 1.5 percent, which is a measure of the 

standard deviation of the difference between the return on the fund and the 

return on the benchmark.  

2. The benchmark is also used to assess Norges Bank’s 

performance. Actual returns are compared with returns on the benchmark 

portfolio and performance differences are reported and explained in the fund’s 

reports. 

The first payment into the GPFG was made in May 1996. At that time, 

the fund’s investments comprised only bonds. Equities were included in 1998, 

with a proportion of 40 percent. In the period 1998–2001, the GPFG was 

rebalanced through the quarterly transfer of capital into the fund. The 

rebalancing rules have remained unchanged since 2001, but were temporarily 

suspended in connection with the increase in the equity portion from 40 

                                                             
25 Ministry of Finance of Norway (2006). The Norwegian Petroleum Sector and the 
Government Pension Fund – Global. Available via Internet: 
http://www.regjeringen.no/upload/FIN/Statens%20pensjonsfond/The_Norwegian_Petroleum
_Sector_te.pdf 
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percent to 60 percent in the period 2007–200926. The investments to real 

estate were adopted in 2008 by increasing their share gradually over time up 

to 5 percent. 

Nowadays the benchmark portfolio is split between equities (60 

percent), fixed income (35 percent) and real estate (5 percent). It has also been 

divided into three geographical regions: Europe, America/Africa and 

Asia/Oceania. Within each region, the investments have primarily been 

allocated to countries in accordance with relative market size. The fund’s 

geographical distribution implicitly determines the currency composition of 

the fund. These can be seen in the table below27. 

Table 4. Strategic Benchmark Portfolio of GPFG (in %) 

Asset 
class 

Overall strategic 
benchmark 

Europe America/Africa Asia/Oceania 

Equities 60 50 35 15 
Fixed 
income 

35-40 60 35 5 

Real 
estate 

0-5    

Source: Norges Bank. 

As indicated in the table, more than half of the fund’s capital has been 

invested in Europe. As in the case of the fixed income benchmark, the reason 

for the high proportion of investments in Europe has been a consideration 

regarding the fund’s exchange rate risk. As Norway imports most from 

                                                             
26 Norges Bank Investment Management (2012). The History of Rebalancing of the Fund. 
Available via Internet: http://www.nbim.no/Global/Documents/Dicussion%20Paper/ 
2012/DiscussionNote_4-12_Final.pdf 

27 Ministry of Finance of Norway (2012). Investment Strategy of GPFG. Available at 

http://www.regjeringen.no/en/dep/fin/Documents-and-publications/propositions-and-

reports/Reports-to-the-Storting/2011-2012/meld-st-17-20112012-2/2.html?id=680517 
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Europe, it has been natural to think that it can protect the purchasing power of 

the fund against exchange rate risk by investing most in EU markets. 

 

Market value28  

The market value of the GPFG increased by NOK 504 billion during 

2012 and amounted NOK 3,816 billion (US$ 657 billion 29 ). The fund 

registered an aggregate return of 13.4 percent or NOK 447 billion in 2012 and 

received NOK 276 billion from the Government. Owing to recent years’ solid 

growth, the GPFG is now equal to 140 percent of the mainland GDP. 

In general, total capital inflow to the fund since its inception in 1996 is 

equal to NOK 3,058 billion, whilst total foreign currency return before asset 

management cost is NOK 1,107 billion. The kroner exchange rate has 

appreciated over the period, which has reduced the fund value by NOK 331 

billion. Figure 4 shows fund’s market value developments and percentage of 

GDP since inception.  

 

 

 

 

 

 

                                                             
28 Annual report of Norges Bank Investment Management, 2012 

29 According to the Norges Bank report, average exchange rate in 2012 was equal to 5.8210 

kroner per one dollar 
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Figure 4. GPFG Market Value and % of GDP 

 
Source: Ministry of Finance of Norway 

The GPFG seeks to achieve the highest possible long-term return with 

moderate risk. As an indication of its performance, it has achieved an average 

annual return of 5.0 percent since its inception. After accounting for inflation 

and management costs, this is equivalent to an average net real return of 

3.0 percent. By comparison, over the past five years the average net real 

return has been 1.0 percent. 

However, the GPFG returned 13 percent, or 447 billion kroner, in 2012 

(Figure 5). The equity investments rose 18 percent, fixed-income holdings 

climbed 7 percent and the real estate investments returned 6 percent. In total, 

it was the best year since the record 26 percent return in 2009. Out of 15 years, 

since 1998, returns have been positive in 11 years, with only one year in 2008 

registering a large negative return (-23.31 percent). 
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Figure 5. GPFG’s Annual Return (in %) 

 
Source: NBIM 

The fund held 61.2 percent in equities, 38.1 percent in fixed income 

and 0.7 percent in real estate at the end of 2012. 

It should be noted, that at year end 2012 only 3.9 percent of the GPFG 

was managed by external managers, down from 4.4 percent a year earlier. The 

remainder of the assets are managed internally by Norges Bank. External 

management predominantly involves equity mandates in emerging markets 

and small companies in developed markets.   

 

3.1.2 Government Pension Fund – Norway 

As mentioned previously, the Government Pension Fund – Norway 

(GPFN) constitutes a part of the Government Pension Fund, and shall support 

governmental savings for financing national insurance pension expenditures. 

It was established by the National Insurance Act in 1967 under the name 

National Insurance Scheme Fund (Norwegian: Folketrygdfondet). The name 

was changed at the same time as the former Petroleum Fund on 1 January 
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2006. This fund continues to be managed by a separate board and separate 

government entity still named Folketrygdfondet30. 

The capital base of the GPFN originates primarily from surpluses in 

the national insurance scheme between the introduction of the national 

insurance scheme in 1967 and the late 1970s. The assets were deposited with 

Folketrygdfondet, which manages the assets in its own name and in 

accordance with a mandate issued by the MoF. The return on the assets in the 

GPFN is not transferred to the Treasury, but is added to the fund capital on an 

ongoing basis. So the only source of income for GPFN is its return on the 

capital under management and corresponding objective therefore is to achieve 

the maximum possible return over time. 

 

Investment strategy  

GPFN is placed as a capital contribution with Folketrygdfondet, which 

manages the capital in its own name. This capital can be placed in equity 

instruments taken up to trade in regulated market places in Norway, Denmark, 

Finland and Sweden, and in interest bearing instruments where the issuer is 

resident in Norway, Denmark, Finland and Sweden or has equity capital taken 

up to trade in regulated market place in those countries. 

The MoF has adopted a benchmark index for the investments of the 

GPFN. The benchmark index reflects the investment strategy chosen by MoF 

                                                             
30 Folketrygdfondet, available at http://www.ftf.no/en/home.aspx  
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and provides a detailed description of how the assets of the fund should, as a 

main rule, be invested.  

According to the index, Folketrygdfondet may own portfolio which 

consists of 40 percent interest bearing instruments and 60 percent equity 

instruments. Also this index divided into two geographical regions like 

Norway with 85 percent share and the Nordic region excluding Iceland with 

15 percent share. 80-90 percent of equity- and fixed-income portfolios, 

respectively, shall be placed in Norway, whilst 10-20 percent shall be placed 

in Denmark, Finland and Sweden. 

The least important issue is that Folketrygdfondet may hold up to 

15 percent and 5 percent of the share capital or the primary capital of one 

single company in Norway and in Nordic region, respectively. The MoF also 

has settled that prospective relative volatility on annualized basis which shall 

be three percentage points maximum. 

Table 5. Benchmark Index of GPFN (in %) 

Asset class Overall strategic benchmark Norway Nordic region 
Equities 60 80 20 
Fixed income 40 90 10 

Source: Ministry of Finance of Norway 

Taking into consideration that GPFN invested mainly in Norway, it is 

a major owner and lender in the Norwegian capital market. Equity portfolio 

represents in excess of 10 percent of the market value of the main index of the 

Oslo Stock Exchange. Fixed income portfolio represents about 5 percent of 

the value of the benchmark index for the Norwegian bond market, totally with 

equity portfolio making GPFN one of the principal investors on that markets.  
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Market value 31 

The market value of the GPFN increased by NOK 16 billion and 

amounted NOK 145 billion (US$ 24.9 billion). Out of this amount about 

NOK 77 billion of the fund assets were invested in Norwegian stocks, whilst 

NOK 46 billion were invested in bonds issued by Norwegian entities. The 

Nordic portfolio comprised stock holdings of NOK 14 billion and bond 

holdings of NOK 8 billion. Consequently, the overall holdings of the fund at 

year end comprised NOK 91 billion in stocks and NOK 54 billion in bonds.  

The GPFN registered an aggregate return of 12.2 percent in 2012. 

Comparing return on the fund to a benchmark index, Folketrygdfondet 

outperformed it by 0.2 percentage point. 

Figure 6. Development of Assets (in NOK billion) and Returns (in %) 

 
Source: Folketrygdfondet 
 

 

                                                             
31 Folketrygdfondet and Ministry of Finance of Norway, key figures. Available via Internet: 

http://www.ftf.no/en/c-446-Key-figures.aspx#.Unnrw_mGqw8 
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Summary on Norway’s SWFs 

Been the second largest pension fund in the world32 and first largest 

SWF, its significant assets indicates that the fund can affect the global 

financial market.  

Norway conserves more oil revenues (almost all government revenues 

from oil sector) than other SWFs, however fund's profitability performance is 

not high. Relatively conservative investment policy demonstrated an annual 

gross return of 5 percent since 1998 until the end of 2012. After management 

costs and inflation, the annual return was 3 percent.  

Despite of these facts the Norway SWFs is the standard of 

transparency, which should seek other less transparent funds. The EU and 

USA are often point out that the Norwegian funds could serve as a model for 

other funds. 

 

3.2 Alaska Permanent Fund of United States of 

America 

The Alaska Permanent Fund (APF) was established in 197633 by a vote 

of almost 2 to 1. It was designed to be an investment where at least 25% of the 

oil money would be put into a dedicated fund for future generations, who 

                                                             
32 The largest pension fund in the world is Japan’s Government Pension Investment Fund with 

total assets of 120.5 trillion yen (US$ 1.21 trillion) constituted in 2012. Source: 

http://www.gpif.go.jp/en/fund/pdf/Review_of_Operations_in_Fiscal2012.pdf  

33 Alaska Permanent Fund Corporation. What is the Alaska Permanent Fund? Available via 
Internet: http://www.apfc.org/home/Content/aboutFund/aboutPermFund.cfm 



 

38 

would no longer have oil as a resource. So the purpose of the fund was set to 

distribute the wealth between generations of Alaska. From February 1976 

until April 1980, the Department of Revenue Treasury Division managed the 

state’s Permanent Fund assets, until, in 1980, the Alaska State Legislature 

created the APF Corporation (APFC)34. 

 

Governance framework 

The State of Alaska has established the APFC in 1980 to manage the 

fund’s investments and operate as a quasi-independent state entity, designed 

to be insulated from political decisions yet accountable to the people as a 

whole. This establishment as a corporation protects the fund’s focus on long-

term performance by keeping it as removed as possible from short-term 

political considerations. 

APFC has the Board of Trustees, which consists of six members 

appointed by the Governor. Two of the members are required by law to be 

heads of principal departments of state government, one of whom shall be the 

commissioner of revenue. Four members shall be appointed by the Governor 

from the public with recognized competence and wide experience in finance, 

investments, or other business management-related fields. 

The Board establishes a statement of investment policies and 

guidelines, including the Board’s overall investment philosophy, as well as 

                                                             
34 Alaska Permanent Fund Corporation. About the Alaska Permanent Fund Corporation. 
Available via Internet: http://www.apfc.org/home/Cont ent/aboutAPFC/aboutAPFC.cfm 



 

39 

other related policies as necessary for the effective management and 

investment of the assets of the APF35.  

Also the Board ensures that an annual report of the APFC is prepared, 

by September 30th of each year, for distribution to the Governor, the 

Legislature and the public. The report include the audited financial statements 

of the APF, a statement of the amount of money received by the fund from 

each investment during the period covered, a statement of investments of the 

fund including an appraisal at market value, a description of investment 

activity during the period covered by the report, a comparison of the fund 

performance with the intended goals, an examination of the effect of the 

investment criteria on the fund with recommendations of any needed changes, 

and any other information the Board believes would be of interest to the 

Governor, the Legislature, and the public.  

 

Accumulation and spending policy 

The APF owns and operates the State of Alaska as a trust fund. It has 

two parts: principal and earnings reserve36. The principal is the permanent part 

of the APF. It can be invested, but it cannot be spent without a vote of the 

people. The principal of the APF comes from four sources: 

                                                             
35 Alaska Permanent Fund Corporation (2011). Board of Trustees Charters and Governance 
Policies. Released in February 2011. 
http://www.apfc.org/_amiReportsArchive/2011_02_GovernanceManual.pdf 

36 Alaska Permanent Fund Corporation (2009). An Alaskan’s Guide to the Permanent Fund. 12th 
Guide Edition, July 2009. Available via Internet: 
http://www.apfc.org/home/Media/publications/2009AlaskansGuide.pdf 
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1. Dedicated oil revenues (at least 25 percent of all mineral lease 

rentals, royalties, royalty sale proceeds, and federal mineral revenue) 

automatically deposited in the Fund in accordance with the state constitution. 

2. Additional funds deposited by special legislative appropriation. 

3. Income from the fund’s earnings reserve that the Legislature 

transfers to principal for inflation proofing. 

4. Unrealized gains or losses, which are dependent on the market 

volatility on the value of investments. 

Earnings Reserve is money received from the investment of the 

principal and from the reinvestment of undistributed earnings. Earnings 

reserve can be spent for dividends, inflation proofing and for whatever other 

lawful purpose the Legislature may designate. All income in the earnings 

reserve is available for appropriation. 

The dividend program has created a broad and powerful constituency 

for the fund by annually distributing to every qualified applicant a portion of 

the fund’s earnings. From 1982 through 2009, the dividend program paid out 

about US$ 17.5 billion to Alaskans through the annual distribution of 

dividend checks. The lowest individual dividend payout was US$ 331.29 in 

1984 and the highest was US$ 2,069 in 2008. 

This program has a significant effect on the state’s economy. 

Dividends represent an important source of income for some Alaskans, 

particularly those in rural Alaska. The Dividend Division of the Department 
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of Revenue administers the dividend program. Alaskans must apply each year 

to receive a dividend. 

How the dividend amount is calculated?37 

Step one: Add the statutory net income from investments for the last 

five years. 

Step two: Multiply the sum by 21 percent. 

Step three: Divide by 2. 

Step four: Subtract prior year obligations, expenses and Dividend 

program operations. 

Step five: Divide by the number of eligible applicants. 

 

Investment strategy  

The fund’s assets are managed and invested by the corporation APFC. 

The Board of Directors of the fund, together with investment managers and 

external consultants APFC annually reviewing the investment strategy of the 

fund, in particular, the distribution of assets.  

The strategy is designed to produce an average annual real rate of 

return of 5 percent over the long term. To achieve the target return, each year 

the Board of Directors set a target asset allocation. This asset allocation 

determines the types and percentages of investments as shown in table below. 

                                                             
37 Alaska Permanent Fund Corporation (2013). The Permanent Fund Dividend. Available via 

Internet: http://www.apfc.org/home/Content/dividend/dividend.cfm 



 

42 

Table 6. APF’s Strategic Asset Allocation38 

Risk Class Asset Class 
Risk Class 

Target 
Asset Class 

Target 
Cash  2% 2% 

Interest Rates  6%  

 U.S. Government Bonds  4% 

 International Developed 
Government Bonds (currency 
hedged) 

 
2% 

Company 
Exposure 

 
55% 

 

 Global Credit  11% 

 Public/Private Credit  2% 

 Global Equity  36% 

 Private Equity  6% 

Real Assets  19%  

 Real Estate  12% 

 Infrastructure  4% 

 U.S. Treasury Inflation Protected 
Securities 

 
3% 

Special 
Opportunities 

 
18% 

 

 Absolute Return Mandate  6% 

 Real Return Mandate  7% 

 Emerging Markets Multi-Asset  2% 

 Debt Opportunities   1% 

 Other (future opportunities)  2% 

Source: APFC 

The stocks mainly dominate the distribution of assets by type of 

instrument. Later assets invest by class, depending on such factors as (1) the 

amount of capitalization of assets, (2) the need for liquidity, (3) growth 

against the cost, (4) diversification of the investment approach, (5) the level of 

development of the market, and (6) geographical position. Created Advisory 

Board, consisting of three persons, to assess investments, develop 

                                                             
38 Alaska Permanent Fund Corporation (2013). Investment policy. Available via Internet: 
http://www.apfc.org/home/Media/investments/20130227InvestmentPolicy.pdf 
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recommendations regarding investment policy, investment strategy, 

investment procedures and proposals for the selection of external consultants 

as well as the structure and content of annual reports, and other requests from 

the Board of Directors of the fund.  

In addition to the investment staff APFC, the fund employs specialized 

external managers to invest and evaluate each control on the basis of 

standards, divided between the managers. Last year, just in bond portfolio the 

external managers controlled 23 percent of assets39. 

 

Market value40 

Market value of the APF in the fiscal year-end June 30, 2013 was 

US$ 44.9 billion, which rose up US$ 4.6 billion from the prior year-end 

(figure 7). Out of this, approximately 36 percent of the fund’s assets invested 

in stocks, 21 percent bonds, 12 percent real estate, 11 percent - in 

infrastructure, 6 percent - in absolute return assets, 6 percent - in private 

equity, 4 percent - in other assets and 4 percent - in public/private credit and 

cash.  

In bond portfolio the prevailing assets were invested in US bonds for 

about US$ 6 billion or 80 percent, while in stock portfolio 29 percent or 

US$ 5.8 billion were invested in US stocks, returning 22.4 percent.  

 

                                                             
39 Alaska Permanent Fund Corporation (2013). Annual report of the Alaska Permanent Fund 
for the fiscal year ended June 30, 2013. Available via Internet: 
http://www.apfc.org/_amiReportsArchive/FY2013AnnualReport.pdf 

40 ibid  
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Figure 7. Market Value of APF (in billion dollars) 

 
Source: APFC 

Investment return reached 10.93 percent. This performance trailed the 

composite benchmark return of 11.3 percent, reflecting the more conservative 

nature of the fund’s holdings. The closest to this return was a 10.98 percent 

return in fiscal year 2006 (figure 8). 

Figure 8. APF’s Total Return (in %) 

 
Source: Office of Management and Budget41 

The total dividend payment was virtually unchanged, from US$ 605 

million in previous year to US$ 604 million in current. 

                                                             
41 Office of the Governor (2013). Available via Internet: 

http://omb.alaska.gov/html/performance/details.html?p=150 
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Summary of APF 

In favour to APF can be said that this fund is also one of the most 

transparent fund in the world. The decision to use the fund is made by the 

public, not by the Government. The population has taken an active interest in 

the activities of the APF, that holds the fund management under control and 

ensure its transparency. The principle of equality in the distribution of 

dividends also promotes public confidence in the country. 

Another argument in favour to the dividend policy is the support of 

rural Alaskans whose incomes are among the lowest in the USA. This is 

especially important where the receipts are dependent on selling fish and other 

natural resources, subject to rapid fluctuations in yield and price. 

On the other hand, the benefit of the APF for the country’s economy is 

mixed. Some experts believe that citizens tend to view its dividend as a gift 

and spend it irrationally, which is comparable to eating up the funds. Perhaps 

it would be better to invest in major projects such as infrastructure, education, 

health care, so that the oil contributed to the real development of the local 

economy and provided the same economic level after the exhaustion of 

natural resources. 
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3.3 Sovereign Wealth Funds of Russian 

Federation 

Russia established an oil fund in 2004, known as the Oil Stabilization 

Fund, reflecting the Government’s desire to shield itself from the volatility 

and uncertainty of oil prices, to accumulate reserves to pay off foreign debt, 

and to curb inflation. Over the period 2005–2007, the Stabilization fund and 

other budget sources deployed for early debt repayment of US$ 47 billion in 

total, saving at least US$ 13 billion in interest payments and smoothing 

budget expenses42. 

The fund designed to balance the federal budget with a decrease in the 

price of oil below the baseline. In 2004-2005, the base price was US$ 20 per 

barrel. In February 2008, the Stabilization fund divided into two parts: the 

Reserve Fund and the National Welfare Fund (NWF). If the first inherited the 

functions of its predecessor, the second fund established the goal to raise 

revenues for future generations. 

 

3.3.1 Reserve Fund 

The Reserve fund substituted the Stabilization fund of the Russian 

Federation. However, in contrast of Stabilization fund the Reserve fund 

accumulates not only federal budget revenues from production and export of 

oil, but also revenues from production and export of natural gas and oil 

                                                             
42 International Monetary Fund (2012). Strengthening Russia’s Fiscal Framework. IMF Working 

Paper. Available via Internet: http://www.imf.org/external/pubs/ft/wp/2012/wp1276.pdf 
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products. The fund contributes to stability of the Russian Federation economic 

development by means of reducing inflationary pressure and insulating 

national economy from volatility of earnings generated by export of non-

renewable natural resources. Therefore, it is a part of the federal budget assets 

and is dedicated to ensure financing of the federal budget expenses and 

maintaining federal budget balance in case oil and gas budget revenues 

decline.  

 

Accumulation and spending policy 

Oil and gas revenues of the federal budget are comprised of the 

following43: 

- oil and gas production tax (oil, natural gas, gas condensate); 

- export customs duty on crude oil; 

- export customs duty on natural gas; 

- export customs duty on oil products. 

Each year part of these revenues applies as an oil and gas transfer to 

finance federal budget expenditures. Federal law on the federal budget 

constitutes size of the oil and gas transfer for a corresponding fiscal year and 

planning period in the absolute amount, determined as 3.7 percent of 

forecasted GDP in the corresponding year. 

After oil and gas transfer completely executed, remaining oil and gas 

revenues accumulates in the Reserve fund. Another source of funding is 

                                                             
43 Ministry of Finance o the Russian Federation. Accumulation. Available via Internet: 
http://www1.minfin.ru/en/reservefund/accumulation/ 
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returns resulting from its asset management. The maximum size of the fund is 

limited to 10 percent of the Russian Federation GDP forecasted for the 

corresponding fiscal year. Whenever the Reserve fund reaches 

aforementioned cap then remaining oil and gas revenues transfers to the NWF. 

For the accumulation and spending procedures of oil and gas revenues 

of federal budget, oil and gas transfer to and from Reserve fund is responsible 

MoF. Here noted, that since 1 January 2010 until 1 January 2015 regulatory 

size of the Reserve fund will not be constituted, oil and gas revenues of the 

federal budget will not be used to finance oil and gas transfer and to form the 

Reserve Fund and National Wealth Fund, but deployed to finance federal 

budget expenditures44. 

 

Investment policy 

In accordance with the Budget Code of the Russian Federation assets 

of Reserve fund can be allocated in foreign currencies and financial assets 

denominated in foreign currencies. The Government determines broad limits 

of strategic asset allocation of Reserve fund. In order to enhance efficiency of 

management the MoF is authorized to establish strategic asset allocation 

within the limits determined by the Government. 

Nowadays strategic asset allocation of the fund is directed to debt 

securities of foreign governments. These securities should be belonging to 

following 12 countries: Austria, Belgium, Canada, Denmark, Finland, France, 
                                                             
44 Based on Federal law No. 245-FZ dated 30 September 2010 “Amendments to the Budget 

Code of the Russian Federation and particular legislative acts of the Russian Federation”. 



 

49 

Germany, Luxembourg, the Netherlands, Sweden, the United Kingdom and 

USA. 

In general, Reserve fund assets can be invested in following ways (in 

one or both of them simultaneously)45: 

1) purchase of foreign currencies (US dollars, euro, GB pounds) 

and allocation to the Federal Treasury’s accounts with the Bank of Russia 

which pays interest on them according to bank account agreement; 

2) purchase of foreign currencies and financial assets 

denominated in foreign currencies.  

The fund assets are invested according to the first alternative 

(allocation to the Federal Treasury’s accounts with the Bank of Russia) in the 

following way. According to calculation and transfer procedure of interest 

payments approved by the MoF the Bank of Russia pays interest equivalent to 

yield of total return indices comprised of financial assets complying with 

requirements approved by the Government of the Russian Federation. 

Currency composition of the Reserve fund consists of US dollars – 45 

percent, Euro – 45 percent, GB pounds – 10 percent46. 

 

Market value 

In 2012, the Reserve fund assets increased by US$ 36.87 billion and at 

the end of the year amounted US$ 62.08 billion or 3 percent to the mainland 

                                                             
45 Regulation of the Government of Russian Federation No.955 dated 29 December 2007 

“Procedure of management of Reserve Fund”, clause 1 

46 Order of the Ministry of Finance No.4 dated 16 January 2008 
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GDP. The balances in the accounts of the fund amounted to US$ 27.42 billion, 

21.45 billion euro and to 3.88 billion GB pounds. 

Figure 11. Developments of the assets, in US$ billion 

 
Source: Ministry of Finance 

The total estimated amount of income from the placement of the 

Reserve fund in foreign currency accounts in the Bank of Russia, recalculated 

in dollars, for the period from 15 January to 31 December 2012 amounted to 

US$ 0.43 billion. 

 

3.3.2 National Welfare Fund 

National Welfare Fund of Russian Federation (NWF) was formed on 

February 1, 2008, after the liquidation of Stabilization Fund. It represents a 

part of federal budget assets and it is dedicated to support pension system of 

the Russian Federation to guarantee long-term sound functioning of the 

system. Fund’s primer assignments are to co-finance voluntary pension 

savings of Russian citizens and to balance budget of Pension Fund of the 

Russian Federation (offsetting the deficit).  
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Management of NWF assets is executed by the MoF. Bank of Russia 

may act as operational manager. Part of the assets can be transferred in trust to 

specialized financial institutions. 

The NWF is formed from: 

- oil and gas revenues of the budget in a volume exceeding the 

volume of oil and gas transfer adopted for the relevant financial year in cases 

when the accumulated funds of the Reserve fund has reached (or exceeded) its 

mandatory size; 

- revenues from the management of funds in the NWF. 

 

Investment policy 

Investment policy is same with Reserve Fund engaged in managing 

assets of NWF, but with one exception – asset allocation strategy is directed 

not only for the debt securities of foreign states, but also to deposits in banks, 

depository institutions and State Corporation “Bank of development and 

foreign-economic activity (Vnesheconombank)”. That is invested locally in 

order to support the level of development of the economy throw depositing 

assets in state banks.  

 

Market value47 

In 2012 the NWF assets increased by US$ 1.8 billion and at the end of 

the year amounted US$ 88.59 billion or 4.3 percent to the mainland GDP. The 

                                                             
47 Ministry of Finance of Russian Federation. Available via Internet: 
http://www1.minfin.ru/en/nationalwealthfund/statistics/amount/  
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balances in the accounts of the fund in Bank of Russia amounted to 

US$ 27.66 billion, 24.15 billion euro and to 4.39 billion GB pounds. 

The deposits in Vnesheconombank amounted US$ 6.25 billion or 7.05 

percent out of total amount of the assets.  

Figure 12. Developments of the Assets, in US$ billion 

 
Source: Ministry of Finance 

The total estimated amount of income from the placement of the NWF 

in foreign currency accounts in the Bank of Russia, recalculated in dollars, for 

the period from 15 January to 31 December 2012 amounted to US$ 0.49 

billion. The total estimated amount of income from the deposits in 

Vnesheconombank in 2012 amounted to US$ 1.31 billion. 

 

Summary on Russia’s SWFs  

Management of both funds' assets is executed by the MoF in 

accordance with procedures and terms established by Government of the 

Russian Federation. The Central Bank of Russia acts as operational manager. 
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Reserve Fund assets can be used to purchase: foreign currencies 

(dollars, euro and pounds) that are then kept in the Federal Treasury’s 

accounts with the Central Bank of Russia, which in turn pays interest on those 

deposits; and financial assets denominated in foreign currencies. The list of 

eligible financial asset classes is determined by Russian legislation. MoF 

guidelines for Reserve Fund asset allocation are foreign (12 OECD countries) 

government debt instruments – 95 percent, international financial institutions' 

(a closed list of 9) debt instruments – 5 percent.  

The NWF can be held in foreign currencies (dollars, euro and pounds) 

in the Federal Treasury’s accounts with the Central Bank of Russia, which 

pays interest according to the bank account agreement. The NWF can also be 

used to purchase financial assets denominated in Russian rubles and eligible 

foreign currencies.  

The Reserve Fund and NWF are audited by Russia’s Chamber of 

Accounts and the results are reported to the Federal Assembly. In 2009 and 

2010, the Russian government tapped into both funds heavily to finance bail-

out programs for major banks and industries during the global economic crisis. 

Despite of quarterly reports to the Government on inflow and outflow 

of oil and gas revenues of the federal budget, management and use of the both 

fund’s assets, their transparency issue is still main concern.  
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3.4 Temasek Holdings of Singapore 

Temasek Holdings is the second largest SWF of Singapore 48 , 

incorporated in 1974 as an investment holding company under the Singapore 

Companies Act, which is wholly owned by the MoF. Despite fully state-

owned, the Government of Singapore has no influence in its investment and 

management decisions which are guided by commercial interests with an 

independent Board of Directors49.  

Initial portfolio of Temasek valued at S$354 million and included 35 

companies owned by the MoF. They were transferred to Temasek to 

separately hold and manage its investments in companies and joint ventures. 

This enabled the Government to focus on its core role of policymaking and 

regulations and provided an opportunity for a commercially disciplined and 

independent company to achieve sustainable long-term returns. Initial 

portfolio included a bird park, a hotel, a shoe maker, a detergent producer, 

naval yards converted into a ship repair business, a start-up airline, and an 

iron and steel mill. In addition to managing its inherited portfolio, Temasek 

also actively invested in other local companies in Singapore for growth and 

diversification. 

As Singapore’s economy evolved and became increasingly globalized, 

Temasek began to invest actively outside of Singapore. An overall corporate 

                                                             
48 In addition, the Government of Singapore has another investment arm, substantially larger 
Government of Singapore Investment Corporation (GIC), which invests primarily the country's 
foreign reserves. 

49 Temasek Holdings (Private) Limited (2013). Corporate Governance. Available via Internet: 
http://www.temasek.com.sg/abouttemasek/corporategovernance  
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credit rating of “Aaa” has been assigned by Moody’s and “AAA” by Standard 

& Poor’s. Today it has a portfolio of companies covering the following major 

sectors: financial services; telecommunications, media and technology; 

transportation and industrials; consumer and real estate; energy and resources; 

and life sciences. These investments span across countries and regions, 

including Singapore, Asia, North America and Europe, Australia and New 

Zealand, Latin America, and Africa, Central Asia and the Middle East.  

 

Governance framework 

Temasek is 100 percent owned by the MoF of Singapore and is 

accountable to them. Temasek does not manage any of the government’s 

foreign exchange reserves or other revenues. The fund’s current position is 

reported to the President of Singapore bi-annually, and audited financial 

statements are provided annually. Neither the President of the Republic of 

Singapore nor the Singapore Government is involved in investment, 

divestment or other business decisions, except in relation to the protection of 

Temasek’s own past reserves. 

A Board of Directors, comprising 10 independent directors (as for 31 

March 2013), provides strategic direction to management. All investment and 

operational decisions are made by the Board and management. The right to 

appoint, reappoint or remove Board members is subject to the President’s 

concurrence. This safeguards the integrity of the Board in protecting past 

reserves. The appointment or removal of the CEO by the Board is also subject 
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to the concurrence of the President. The Board is accountable to the President 

to ensure that every disposal of investment is transacted at fair market value. 

The Board is scheduled to meet for two-day meetings each quarter, and may 

meet more often when necessary. 

 

Accumulation and spending policy 

The chairman and CEO certify Statement of reserves and Statement of 

past reserves to the President at prescribed intervals, as part of their 

responsibility to protect past reserves.  

Under the Singapore Constitution, past reserves are those accumulated 

by Temasek before the current term of Government. Current reserves are 

those accumulated by Temasek during the current term of Government. On 

the eve of the first day of each term of Government, Temasek’s total reserves 

– comprising past reserves and current reserves as at the changeover – are 

locked up as past reserves for the next term of Government. This cycle repeats 

every time there is a change in the term of Government. However, dividends, 

distributions and divestment proceeds remain the primary source of 

investment funding, supplemented by the occasional debt issuance. 

The way of spending or getting benefits from the holding of this 

company is like in any other commercial company. Temasek contributes to 

the Singapore Government budget, at a sustainable pace, via the dividends 

and tax on profits. The annual dividend is deliberated and recommended by 

the Board for the shareholder’s consideration at the annual general meeting. 
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The Board takes into consideration the balancing of distributions to 

shareholder and retention of returns for reinvestments to generate future 

returns.  

 

Investment strategy 

Temasek is an investment company that owns and manages its assets 

based on commercial principles. Temasek seeks to manage its investments to 

create and maximize shareholder value, balancing risks and opportunities 

across industries and geographies.  

As a shareholder, Temasek does not participate in the day-to-day 

management of its portfolio companies. Companies in its portfolio are 

managed by their respective management, and guided by their respective 

boards of directors to deliver sustainable shareholder value. As the owner of 

its portfolio, Temasek has flexible investment horizons and the option of 

taking concentrated risks or remaining in cash. As an active value-oriented 

investor, Temasek may increase, reduce or hold its investments in companies 

or other assets, based on its value tests and market opportunities.  

Temasek’s investment strategy is guided by the following four key 

investment themes50: 

1) Transforming Economies – tapping the potential of transforming 

economies such as China, India, Southeast Asia, and Latin 

                                                             
50 Temasek Holdings (Private) Limited (2013). Investment themes. Available via Internet: 

http://www.temasek.com.sg/portfolio/investmentthemes 
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America through investments in sectors such as financial services, 

infrastructure, and logistics. 

2) Growing Middle Income Populations – leveraging growing 

consumer demands through investments in sectors such as 

telecommunications, media and technology, and consumer and real 

estate. 

3) Deepening Comparative Advantages – seeking out economies, 

businesses and companies with distinctive intellectual property and 

other competitive advantages. 

4) Emerging Champions – investing in companies with a strong home 

base as well as companies at inflection points, with the potential to 

be regional or global champions. 

Traditionally, most of investments were located in Singapore. Over the 

years, it has increased its overseas investment exposure but largely within the 

Asian region. Nowadays in terms of its overall portfolio, Temasek has an 

underlying exposure of 58 percent to mature economies and 42 percent to 

growth regions. In the future, Asia will continue to be primary focus for new 

investments, but it has started increasing the pace of investments in the 

Americas and Europe. 

In terms of sectors, Temasek has increased focus on sectors such as 

energy, resources, technology, consumer and other middle income needs, with 

an active rebalancing of various sectors as needed.  
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A key performance measure for Temasek is total shareholder return, 

which excludes capital injections from, and includes dividends to, Temasek’s 

shareholder. This measures the compounded annual returns to shareholder, the 

Government of Singapore. 

 

Market value 

The Temasek had total assets of S$317.4 billion or US$ 256 billion 

and generated revenue of S$83.8 billion (US$ 67.6 billion) and profit 

attributable to equity holder of Temasek of S$10.6 billion (US$ 8.5 billion) 

for the year ended on 31 March 2013. Compared to S$198 billion a year 

before, Temasek’s net portfolio value amounted to S$215 billion (US$ 173 

billion), comprising mostly equities (Figure 9). As of 31 March 2013, over 73 

percent of portfolio was held in liquid and listed assets. In total, Temasek 

made net investments of S$7 billion, including S$20 billion of investments 

and S$13 billion of divestments during the year. 

Figure 9. Market value of Temasek Holdings (in S$ billion) 
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Source: Temasek Holdings (Private) Limited51 

                                                             
51 Temasek International (Private) Limited (2013). Beyond Investing. Temasek review 2013. 

Available via the Internet: http://www.temasekreview.com.sg/documents/Temasek_Review_ 

2013_ENG.pdf  
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In Singapore dollar terms, one-year total shareholder return was 8.86 

percent, giving a wealth added of S$3.7 billion above the risk-adjusted cost of 

capital hurdle. Three-year return was 4.94 percent compounded annually. 

Longer term 10-year and 20-year returns were at 13 percent and 14 percent 

respectively. Return since inception in 1974 was 16 percent. However in US 

dollar terms, return was equal to 10, 9, 5, 17, 16, 17 and 18 percent for 1, 3, 5, 

10, 20, 30 and 39-year periods respectively. The trend of total shareholder 

return is seen in figure 10. 

Since Temasek’s inaugural rating in 2004, it has been credit rated as an 

investment company at AAA/Aaa by Standard & Poor’s Ratings Services 

(S&P) and Moody’s Investors Service (Moody’s) respectively. 

Figure 10. Temasek’s Total Shareholder Return, in terms of S$ (in %) 
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Source: Temasek Holdings (Private) Limited52 

Exposure to Asia remained steady at 71 percent. This included 

Singapore portfolio, which kept pace with overall portfolio growth at about a 

third of underlying exposure over the last six years. During last fiscal year 

                                                             
52 ibid 
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exposure to North America and Europe grew to 12 percent, arising from 

various energy and resources investments, and other investments such as a 4.6 

percent stake in Evonik, a German specialty chemical company. Australia and 

New Zealand exposure declined marginally to 13 percent of portfolio, while 

Latin America exposure increased to 2 percent. Exposure to Africa, Central 

Asia and the Middle East remained steady at 2 percent as shown in the table 

below.  

Table 7. Geographic Allocation of Temasek’s Investments (in %) 

 2013 2012 
Asia ex-Singapore 41 42 
Singapore 30 30 
Australia and New Zealand 13 14 
North America and Europe 12 11 
Latin America 2 1 
Africa, Central Asia and the Middle East 2 2 

Source: Temasek Holdings (Private) Limited. March 2013 

Sectorally, Temasek invests across sectors including financial services; 

telecommunications, media and technology; transportation and industrials; 

consumer and real estate; energy and resources; and life sciences. As of 31 

March 2013, the top three sectors (based on contribution of each sector to 

Temasek’s net portfolio value) were financial services, telecommunications, 

media and technology, and transportation and industrials which comprised 31, 

24, and 20 percent respectively.  

Some of its prominent investments include Standard Chartered (UK), 

Industrial and Commercial Bank of China Limited (China), China 

Construction Bank Corporation (China), Bank of China Limited (China), AIA 

Group Limited (Hong Kong), Bharti Airtel Limited (India), Evonik Industries 
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AG (Germany), etc. Domestically, Temasek owns DBS Group Holdings Ltd, 

Singapore Technologies Engineering Ltd, Singapore Airlines Limited, 

Singapore Telecommunications Limited, Singapore Technologies Telemedia 

Pte Ltd, etc. 

 

Summary on Temasek Holdings 

Incorporated on June 25, 1974, Temasek Holdings is an exempt 

Singapore company wholly-owned by the MoF. Subject to the Singapore 

President’s concurrence, the MoF has the right to appoint or renew board 

members at shareholder meetings. 

In general its history started from 1960s, when the Government of 

Singapore embarked on an industrialization drive and took a proactive 

entrepreneurial role by taking stakes in a wide range of companies in the 

manufacturing, financial, trading, transportation, shipbuilding and service 

sectors. Many of these early companies were joint ventures with foreign 

investors which helped in the transfer of technology. Some were of strategic 

and national importance. For example, Development Bank of Singapore, 

Singapore Airlines and so on.  

These companies became government linked companies, originally 

held directly by the Singapore MoF. Later on MoF established Temasek 

Holdings to manage these assets. As the years progressed, Temasek Holdings 

began to diversify its holdings from the local market, to other surrounding 

countries.  
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CHAPTER 4. AN ANALYSIS OF THE 

NATIONAL FUND OF THE REPUBLIC OF 

KAZAKHSTAN  

 

After the collapsion of the Soviet Union in 1991, Kazakhstan went 

through five years economic stagnation characterized by hyperinflation, high 

unemployment, and a sharp decline in GDP. However, in the beginning of 

2000s, the growth of the hydrocarbon sector has been due largely to a 

relatively large amount of investments. The average GDP growth has been 

around 7 percent. Inflation went down to 6 percent. The increase in petroleum 

revenues has allowed the Government to mаintain a budget surplus from 2001 

onwаrds. This allowed Kazakhstan to build up significant reserves, which 

were the fundament for establishment of National Fund of the Republic of 

Kazakhstan (NFK). In 2000 by the Decree of the President of the Republic of 

Kazakhstan, it officially created53 and in June 2001 started to work.  

This in turn allowed Kazakhstan to maintain a steady level of public 

spending and prevent fluctuations of key macroeconomic indicators (inflation, 

exchange rate, the level of the public debt, etc.) by reducing the dependence 

of the economy and budget from the export of natural resources. 

As a main purposes of the NFK were identified the ensuring of stable 

social and economic development of the country, accumulation financial 

                                                             
53 Decree of the President of the Republic of Kazakhstan No.42 “On the National Fund of the 

Republic of Kazakhstan” dated August 23, 2000 
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resources for future generations and reduction the economy’s susceptibility in 

relation to unfavorable external factors.   

In order to manage the NFK, between Government of the Republic of 

Kazakhstan and the National Bank of the Republic of Kazakhstan (National 

Bank) signed an Agreement on Trust Management in 2001, according to 

which, the bank exercises trust management over the account within the rules 

of conducting investment operations in accordance with the legal framework 

of the Republic of Kazakhstan. The fund's assets started to accumulate on the 

account of the Government of the Republic of Kazakhstan with the National 

Bank. 

Main directions of the National Bank’s work on the first stages of the 

NFK’s management included 1) developing investment strategy; 2) selecting 

a custodian for keeping the fund's assets; and 3) selecting external managers 

for part of the fund’s assets. In June 2001, the Government approved the 

NFK’s investment strategy developed by the National Bank (also called the 

Rules of conducting investment operations of the National Fund of the 

Republic of Kazakhstan).  

These Rules determine general framework for the fund’s investment 

operations, including limits set on types and proportions in terms of various 

currencies, classes of financial instruments, external managers and a custodian. 

Besides, the Rules set the framework for managing risks arousing while 

handling NFK, selecting the model portfolio, periodicity and content of 



 

65 

National Bank's reporting on its work on trust management of the fund to the 

Government. 

According to the Decree of the President of the Republic of 

Kazakhstan No.543 “On certain issues of the National Fund of the Republic 

of Kazakhstan” dated January 29, 2001, the sources of formation of the NFK 

are tax and other obligatory payments into the budget in excess of the planned 

payments from the organizations of raw material sector, as well as other 

payments and revenues that are not prohibited by the legislation of the 

Republic of Kazakhstan. Therefore, in the first stage of development only six 

companies were identified as taxpayers. One of them was US oil company 

“Chevron”, who paid US$ 660 million tax.  

However, after enactment of the Concept of formation and use of the 

NFK 54  since 2006, tax payments began to arrive from all legal entities 

engaged in production and sale of crude oil and gas condensate. Previously 

some revenues came to the fund by diverting the state budget “excess 

revenues”.  

In general, there were three Presidential decrees clarifying the purpose 

and operations of the NFK through the 2000s. The latest decree was 

introduced 2 April 2010 “On the concept of formation and use of the National 

Fund of the Republic of Kazakhstan”, the so  called – New Concept, 

                                                             
54 Decree of the President of the Republic of Kazakhstan No.1641 “On the concept of 

formation and use of the National Fund of the Republic of Kazakhstan for the medium term” 

dated September 1, 2005 
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abrogated the earlier decrees and provided much more specific guidelines for 

the formation and use of funds. 

 

4.1 Governance framework 

The National Fund of Kazakhstan is not a legal entity, but literally a 

fund of assets created by Decree of the President of the Republic of 

Kazakhstan, essentially owned by the MoF, overseen by a Management 

Council, and managed by the National Bank.  

The Management Council’s functions include examination of the 

conceptual approaches in the use of the NFK; approval of proposals on 

volumes and directions of the NFK’s use, as well as the annual report on 

formation and use of it. The Council members, appointed by the President of 

Kazakhstan, are the President, the Prime Minister, the Chairman of the Senate, 

the Chairman of the Majilis (the lower house), Head of the Administration of 

the President, the Governor of the National Bank, the Deputy Prime Minister, 

the Minister of Finance, the Minister of Economy and Budget Planning and 

the Chairman of the Accounting Committee for the Control of the Execution 

of the National Budget. The Council sets the general governance policies and 

general investment strategy. 

According to the Agreement on Trust Management, the National Bank 

exercises trust management over the account within the rules of conducting 

investment operations in accordance with the legal framework of the Republic 

of Kazakhstan. As in case with Norwegian SWFs there were several reasons 
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for choosing National Bank, including the banks knowledge of the 

constitutional set up and background for the fund, the close relationship 

between the fund mechanism and monetary policy and National Bank’s 

experience in managing its exchange reserves. The management of NFK is, 

however, not a National Bank’s task and therefore strictly separated from 

other activities. 

Taking into account the sustainable growth of the NFK, Government 

together with the National Bank decided to create a special entity to manage a 

part of assets of the fund. This entity was established in 25 May 2012, called 

National Investment Corporation of National Bank. A distinctive feature of 

this corporation is its ability to invest assets in alternative financial 

instruments, which was not made by NFK, in order to diversify and get higher 

returns from their investments. 

 

4.2 External management 

Trust management is carried out by the National Bank since the 

formation of the NFK. However, part of the fund's assets is transferred to the 

external management. The main advantages of the transfer of the assets of the 

NFK are: 

1) reducing the risks associated with the management; 

2) an increase in the yield management of the fund through the use of 

experience, analysis, research and technical resources of the 

external manager; 
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3) obtaining additional expertise in asset management, staff training; 

4) the possibility of introducing new classes of assets, which do not 

have sufficient experience in the internal management. 

Selection of the external managers is described in detail in the Rules of 

selection of external asset managers of the NFK, approved by the Board of the 

National Bank dated 25 July 2006 No.66. As for the end of 2012 there were 

14 external managers, who managed 28.32 percent of total value of the fund, 

whereas 71.68 percent managed by the National Bank. 

 

4.3 Accumulation and spending policy 

The main sources of NFK are tax payments from all legal entities 

engaged in production and sale of crude oil and gas condensate. There are also 

proceeds from the privatization of state property being in the republican 

ownership and belonging to the mining and manufacturing sectors; proceeds 

from the sale of agricultural land; investment income from the management of 

the NFK; and other receipts and income that is not prohibited by the 

legislation of the Republic of Kazakhstan. 

Spending policy include three ways, such as 1) delivering to the state 

budget of the annual guaranteed transfer from the fund, which is stabilization 

function; 2) delivering targeted transfer to the state budget based on the 

decision of the President of Kazakhstan; and 3) expenditures associated with 

managing and conducting annual audits.  
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The stabilization function started to work from year 2007 after 

implementation of Concept of formation and use of the NFK, determined by 

the amount required to provide the guaranteed transfer to the state budget. 

This transfer rose from US$ 2.1 billion in 2007 up to US$ 9.3 billion in the 

end of 2012 to cover public expenditures for development.  

As seen in the figure 11 from year 2010 the amount of guaranteed 

transfer to the state budget was fixed by US$ 8.0 billion annually. In 2012 this 

amount raised up to US$ 9.2 billion since some changes to the Concept of 

formation. This change allows making corrections of the guaranteed transfer 

amount, which is US$ 8.0 billion, to decrease or increase it by 15 percent, 

depending on the situation in the economy. 

In case of decreasing rate of economic growth against the target level 

(6-7 percent annually) in the medium term, the size of the guaranteed transfer 

to the state budget can be increased to US$ 9.2 billion to support economic 

growth. However, with economic growth above the target level, the size of the 

guaranteed transfer can be reduced to US$ 6.8 billion to provide the saving 

functions of the NFK. 

To perform the saving function of the NFK it is established a minimum 

balance of 20 percent of the forecasted GDP at the end of the financial year. 

In the case of insufficient funds for the implementation of the guaranteed 

transfer, due to the need to comply with the limit of the minimum balance, the 

amount of the guaranteed transfer will be reduced by a corresponding amount. 
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The existence of the second way of spending NFK allowed the 

Government to make an active Anti-crisis policy during 2009-2010, under 

which about US$ 12 billion were used from the fund, and accumulation policy 

has been maintained. 

 

4.4 Investment strategy 

According to the accepted concept, investment strategy of the NFK as 

a whole is conservative. In this regard, the main objectives of investment 

operations in descending order of priority are safety, maintaining sufficient 

level of liquidity, and ensuring the profitability in the long term at a moderate 

level of risk. 

NFK has two investment portfolios – stabilization and saving. To 

perform the saving function, a minimum balance in the NFK (20 percent of 

GDP) is set. Implementation of the stabilization function involves ensuring 

guaranteed transfer to the state budget. 

The revenues and earnings are predominately in foreign currency and 

initially allocated in the stabilization portfolio. Some portions are then 

transfers to the savings portfolio or disbursed to the state budget.  

As for the end of 2012, the market value of NFK was US$ 57.9 billion, 

including stabilization portfolio – US$ 19.8 billion and saving portfolio – 

US$ 38.1 billion. The stabilization portfolio is wholly managed internally, 

that is by National Bank, while savings portfolio partly managed by internally, 
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partly – externally. Asset allocation structure of the year ended 2012, can be 

seen in table below.  

Table 8. Asset Allocation Structure of NFK 

 Market value in billion US$ % 
Fixed income securities 29.5 50.97 
Cash and cash equivalence  19.8 34.21 
Global Equities 7.6 13.07 
Global securities 1.0 1.74 
Total 57.9 100 

Source: Report on Management of NFK by National Bank. 2012 

Fixed income securities under saving portfolio managed internally by 

73.49 percent and 26.51 percent – externally. Equities and global securities 

still managed by external managers. External managers now provide expertise 

in new asset classes and allow the National Bank team to gain experience.  

In the future, assets under National Investment Corporation of National 

Bank will be invested in alternative financial instruments, which are illiquid 

investment products with high risk/return profile. It includes alternative asset 

classes, like Private Equity, Hedge Funds, Real Estate, Infrastructure projects 

and other specific non-traditional assets.  

 

Market value 

In the end of 2012, the market value of NFK was equal to US$ 57.9 

billion 55 , increasing from the previous year by US$ 14.3 billion. The 

                                                             
55 National Bank of the Republic of Kazakhstan (2013). Annual report of the National Bank of 
the Republic of Kazakhstan for the Year 2012. Available via the Internet: 
http://www.nationalbank.kz/cont/publish824801_10380.pdf   
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dynamics of the growth of the fund and the amount of guaranteed transfers 

from it is visible in figure below. 

Figure 11. Market Value and Guaranteed Transfers of NFK 

 
Source: National Bank  

The market value of securities and other financial instruments 

comprising the NFK’s foreign currency portfolio is based on the data of the 

custodian bank - BNY Mellon. According to the custodian bank BNY Mellon, 

in 2012 investment return (realized and unrealized) was calculated in the 

baseline currency – US Dollars – which amounted to US$ 1.7 billion.  

Historical returns of NFK are given in figure 12. Returns during 2012 

accounted for 3.33 percent. Returns of the NFK since its inception 56  to 

December 31, 2012, accounted for 61.86 percent, which accounts for 4.54 

percent in annual terms. These returns are calculated in the baseline currency 

of the NFK – the US Dollars.  

 

 

                                                             
56 From June 2001 
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Figure 12. Historical Returns of NFK 

 
Source: National Bank  

In 2012, assets in the stabilization portfolio under the independent 

management were invested in the money market instruments, mainly the US 

Treasury securities. Returns on the stabilization portfolio in 2012 accounted 

for 0.15 percent, and returns on the benchmark portfolio (Merrill Lynch 6-

month US Treasury Bill Index) for the same period accounted for 0.17 percent. 

Thus, negative excess returns of 0.02 percent were received. 

Returns on the savings portfolio accounted for 5.10 percent, and 

returns on the benchmark portfolio (30% – Merrill Lynch US Treasury; 28 

percent – Merrill Lynch All Euro Government Index, DE, FR, NL, AT, LU, 

FI; 10 percent – Merrill Lynch UK Gilts; 10 percent – Merrill Lynch Japan 

Governments; 5 percent – Merrill Lynch Australian Governments; 5 percent – 

Merrill Lynch Canadian Governments; 5 percent – Merrill Lynch South 

Korean Government Index; 3 percent – Merrill Lynch Hong Kong 

Government Index; 2 percent – Merrill Lynch Singapore Government Index; 

2 percent – Merrill Lynch Danish Government Index) and 20 percent – major 
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market stock index MSCI World) for the same period accounted for 5.09 

percent. Thus, positive excess returns of 0.01 percent were received. 
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CHAPTER 5. COMAPARATIVE ANALYSES OF 

THE NATIONAL FUND OF THE REPUBLIC OF 

KAZAKHSTAN  
 

From the official sources it is now well known, that after studying a 

number of examples of other country’s SWFs on the formation and operation, 

in the framework of the NFK was adopted the model of the GPFG of Norway. 

But in this case, as rightly noted by critics, it is still necessary to distinguish 

between models of formation and use of the fund on the one hand and models 

of asset management fund (i.e., investment strategy) on the other hand. 

As in Norwegian GPFG the NFK is belong to the MoF, but 

operationally managed by the central bank of Kazakhstan. Investments are 

made in abroad mostly in fixed income assets and equities. All sources are 

formed from the commodity sector and from the income received from asset 

management. Spending is made by transfers to the state budget which should 

be not higher than 4 percent out of total assets in GPFG, while in Kazakhstan 

it should be not higher than absolute amount equal to US$ 9.2 billion. 

Another SWF from Alaska is a model of transparency and fairness. 

As for the fair use of the APF – equal distribution of income among the 

population – will not contribute to the growth of the economy, and the 

development of investment projects. This is evident from the population size, 

where in Alaska in 2012 estimated 731,449 people, while in Kazakhstan a 

little more than 17 million. Thus, in case of implementing this policy, it could 
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dramatically decrease the assets of the NFK, but at the same time the amount 

of dividend, probably, would not satisfy current population. 

In addition, the APF is not responsible for the overheating of the 

economy, since it has no connection with the macroeconomic, fiscal and 

monetary policies. In general, the Alaskan experience is interesting from the 

transparency point of view, and from the point of governing as far as its 

strategy is regularly reviewed and approved by the public. 

Russian SWFs has totally different accumulation and spending policy, 

mostly depending from the current demands of the policies of political leaders. 

That’s why until 2015 there will not be provided accumulation policy. Their 

funds are dedicated to support pension system of the Russian Federation to 

guarantee long-term sound functioning of the system and for the repayments 

of the foreign debt. These also do not fit the goals and targets of the NFK.  

In general, the classification of presented SWFs is given in table 9. 

Usually they are distinguished by their funding sources, type and purpose. In 

terms of funding, presented SWFs have two types of sources, such as 

commodity and fiscal sources. As defined by JPMorgan (2008), fiscal sources 

can come from fiscal surpluses, proceeds from property sales and 

privatizations or transfers from the government’s main budget to a special 

purpose vehicle. Hence, Temasek Holdings is well fitted under this definition.  

Based on the purposes, SWFs divided into four groups such as future 

generations, public pension, management of government holdings and 

revenue stabilization. Revenue stabilization funds are designed to cushion the 
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impact of volatile commodity revenues on the government’s fiscal balance 

and the overall economy. This is reliable to Russia’s SWFs.  

This stabilization funds are generally conservative in their strategic 

asset allocation, using shorter investment horizons and low risk return 

profiles, or other instruments (perhaps longer-term) that vary inversely with 

the risk the fund is meant to cover. Typically, such funds are designed to 

insulate the budget from terms-of-trade shocks and to meet contingent 

financing requirements. In this regard, they are akin to reserves, which are 

managed for safety and liquidity. 

However, future generation (or savings) funds are meant to invest 

revenues or wealth over longer time periods for future needs. Therefore GPFG 

and APF are good examples. Such savings funds with long-term objectives 

may be better able to accommodate short-term volatility in asset returns. 

Nonetheless, savings funds and pension reserve funds also aim to preserve a 

minimum amount of capital, in real terms, so that the purchasing power of the 

fund is guaranteed. 

Besides objectives and funding sources, SWFs differ in other aspects. 

One of such aspect could be the ownership and governance. All SWFs belong 

to the public sector, but some are directly owned by the government and 

others are statutory entities. All SWFs have a board, but some are entirely 

government controlled, while others have mixed representations from the 

government and private experts. Therefore, the ownership and governance 

aspects introduced in the table below.   
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Disclosure aspect standards vary between full transparency (e.g. 

GPFG) and low transparency as in Russian case. However, disclosure is 

becoming more accepted as best practice and some notoriously secretive 

funds have started to reveal information about their fund size, performance 

and basic asset allocation. This part will be disclosed more in next section. 

Table 9. Classification of the SWFs 

 
GPFG 

Temasek 
Holdings 

APF Russian SWFs 

Ownership MoF MoF State of 
Alaska 

MoF 

Management Cental bank owned 
entity: NBIM 

Temasek 
Holdings 

State-owned 
corporation: 
APF 
Corporation 

MoF 

Purpose Future 
generations/Public 
pension 

Management 
of government 
holdings 

Future 
generations 

Revenue 
stabilization 

Mission Support savings for 
financing future 
pension payments 

Commitment 
to delivering 
sustainable 
value as an 
active investor 
and 
shareholder 

Distribution 
the wealth 
between 
generations of 
Alaska 

1. Guarantee of 
the voluntary 
pensions of the 
citizens 
2. Ensure 
financing of the 
federal budget 
expenses and 
maintaining 
federal budget 
balance in case 
oil and gas 
budget  
revenues 
decline 

Source of fund Commodity 
revenues: Oil 

Fiscal sources Commodity 
revenues: Oil 

Commodity 
revenues: Oil 
and gas 

Spending 
policy 

Transfers to the state 
budget limited at 4 
percent out of total 
assets in GPFG 

Contributes to 
the Singapore 
Government 
budget via the 
dividends and 
tax on profits 

Dividends 
distributed to 
the Alaskan 
people 

Intended to 
assist the 
government to 
uphold budget 
spending 
commitments 
in the event 
of low oil and 
gas revenue 

Disclosure of 
reports to 

Parliament of 
Norway 

President of 
Singapore 

Governor, the 
Legislature 
and the public 

Government 
and Russian 
Parliament 
(State Duma 
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and Council of 
Federation) 

 

5.1 Comparative analyses of the investment 

strategies 

Table 10. Comparative Analysis on the Investment Performance  

 NFK APF57 GPFG GPFN 
2010 2011 2012 2011 2012 2013 2010 2011 2012 2010 2011 2012 

Return, 
in % 

3.0% 1.4% 3.3% 20.6% -0.0% 10.9% 9.6% -2.5% 13.0% 15.3% -3.9% 12.16% 

Return 0.9 0.2 1.7 6.9 0.0 4.4 43.7 -15.3 76.8 2.9 -1.0 2.7 

Market 
value58 

33.8 46.6 57.9 40.1 40.3 44.9 509.0 590.6 655.6 22.3 23.1 24.9 

Growth 
rate 

 138% 124%  100% 111%  116% 111%  103% 108% 

Source: National Bank, APFC, NBIM, Folketrygdfondet 

Comparing the dynamics of investment income and market value of 

the NFK with those of leading SWFs, presented in Table 10, it should be 

noted that the performance of investment income of the NFK for the period 

from 2010 to 2012 confirms its conservative investment policy and 

demonstrates relative efficiency of asset management. 2011 is the most 

indicative, because in this year began testing the strength of the investment 

policy and management efficiency of SWFs. APF, GPFG and GPFN got 

negative returns in 2011 amounted to (-) 0.01, (-) 2.5 and (-) 3.92 percent, 

respectively, while NFK’s return demonstrated positive sign.    

                                                             
57 For the APF the fiscal year ends in June 30.   

58 Market value for the GPFG and GPFN was converted from the Norwegian national currency 
(krone) to US dollars according to the Norges Bank data, available at http://www.norges-
bank.no/en/price-stability/exchange-rates/usd/aar/ 
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In case of the market value growth, NFK has demonstrated best 

results. In 2012, the growth of NFK was higher than APF and GPFG growth 

by 13 percentage points and higher than GPFN by 16 percentage points.  

Thus, the management of NFK for the presented years was effective. 

However, there is some window to enhance the return on investments until the 

levels of presented SWFs, where this indicator has demonstrated more than 12 

percent in 2012. Probably, it could be reached by diversifying assets and 

investing into alternative financial instruments, managed under National 

Investment Corporation of National Bank. This class of assets is illiquid 

investment products with high risk and high return profile. 

A Temasek holding in this prospect is a good example. It is an active 

shareholder and investor, and its portfolio covers a broad spectrum of sectors 

including financial services, telecommunications, media and technology, 

transportation and industrials, life sciences, consumer, real estate, as well as 

energy and resources. However, this feature does not fit with the mission of 

the NFK. For that purposes Kazakhstan has special government owned entity, 

called JSC “National Welfare Fund “Samruk-Kazyna”. It was established in 

2008 by merging two state owned enterprises, management of state assets 

“Samruk” and sustainable development fund “Kazyna”. Since this year, JSC 

“National Welfare Fund “Samruk-Kazyna” started to be listed in SWF 

Institute with the assets equal to US$ 77.5 billion. Its strategy and objectives 

is more like Temasek holdings, which is management the interest of national 

development institutes, national companies, and other entities.  
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Investing in domestic market is integral to modern practices of SWFs 

in some countries. In Norway, for example, the investment strategy of the 

GPGN provides for the investments 85 percent of fund assets in domestic 

market. In Alaska 80 percent of the bond portfolio and 29 percent of stock 

portfolio invested in USA last fiscal year. In Russia, one of the two ways to 

invest money from the Reserve Fund is to place in the foreign exchange 

accounts at the central bank of the Russian Federation. In addition, under the 

decision of the Government of the Russia, NWF invests in local currency 

assets throw placing funds on deposit in commercial banks.  

However, in Kazakhstan also there were some specific investments to 

domestic market. It was seen as one-time events as a result of the financial 

crisis. NFK has been tapped to stabilize the economy or recapitalize the 

banking and financial systems. Four banks, several construction/real estate 

ventures and a major agricultural enterprise were fully or partially 

nationalized and/or recapitalized (the operations resulted in a transfer of funds 

of about US$ 5 billion in 2008, US$ 1.8 billion in 2009 and the purchase of 

about US$ 4 billion in JSC “National Welfare Fund “Samruk-Kazyna” bonds 

by the NFK).  

  

5.2 Transparency ranking 

To address the issue of transparency and accountability, clearly 

defined and monitored corporate governance, there have been several attempts 

to evaluate or “score” SWFs. The most notable and best-documented measure 
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of overall SWF behavior is that developed by Edwin Truman at the Peterson 

Institute. A second measure of transparency is the Linaburg-Maduell 

transparency index. The scoring methodology is not clear, but the coverage of 

funds is quite large. These measures, while they often do not agree, clearly 

illustrate the highly diverse nature of the management of SWFs. 

The overall score that Truman calculates is based upon 33 individual 

elements that are equally weighted and translated into a 100-point scale. 

These elements grouped into indicators evaluating the structure (including 

fiscal treatment), governance, transparency and accountability (which include 

investment strategy implementation, investment activities, reporting, and 

audits) and behavior. For 58 SWFs (including nine government pension 

funds) of 52 countries each of 33 elements are scored and the total score in 

percent of the maximum possible is reported59. The scores range from 260 to 

98. The highest score is for Norway’s GPFG, at 98. 12 funds score above 80; 

15 funds score 30 or below; and 22 funds score more than 30 and 80 or less. 

The average score for all funds (pension and nonpension) is 59. The average 

for all funds is positively skewed by the nine pension funds’ average of 86, 

whereas the average for the SWFs alone is 54. Kazakhstan’s NFK is in the 

middle of the pack with a score of 71. 

                                                             
59 Truman, E. (2013). Progress on Sovereign Wealth Funds Transparency and Accountability: An 
Updated SWF Scoreboard. Policy Brief No. PB13-19, Peterson Institute for International 
Economics. Revised September 2013. Available via Internet: 
http://www.iie.com/publications/pb/pb13-19.pdf 

60 The lowest score has Equatorial Guinea’s Fund for Future Generations 
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Most of the SWFs with scores above 80 are from developed economies 

such as Norway, the US, Canada, France, Netherlands, Japan and Australia. 

However, Timor-Leste and Trinidad and Tobago are also included in that 

range. The lowest scores, less than 30, include SWFs from the United Arab 

Emirates, Sudan and Qatar.  

However, it is difficult to compare SWF scores, especially for those in 

the middle of the range, since the scores for the individual components vary 

widely, and their relative importance varies. Nonetheless, the scoring provides 

a basis for discussions of specific problematic issues and concerns, and some 

general conclusions emerged. Specifically, 1) pension SWFs score higher than 

non-pension SWFs; 2) for non-pension SWFs, those that are members of the 

International Forum of Sovereign Wealth Funds (IFSWF)61  (26 members) 

score higher than non-members (65 vs. 42). 

As stated above, the highest scoring funds are those of Norway, New 

Zealand, Chile, the United States (Alaska), and Ireland. Norway’s GPFG 

currently is the only fund ranking in the top five that has more than US$ 50 

billion in assets under management. Each of these funds, as well as six of the 

next seven high-ranking funds, is associated with the IFSWF. At the other end 

of the spectrum, three of five lowest-scoring funds, those of Qatar, Libya, and 

Equatorial Guinea, are also associated with the IFSWF, and the estimated size 

of the Qatar Investment Authority is more than US$ 100 billion and of the 

Libyan Investment Authority more than $50 billion. Truman says that the 

                                                             
61 International Forum of Sovereign Wealth Funds, formerly the IMF Working Group on 
Sovereign Wealth Funds, which drafted the Santiago Principles 
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IFSWF appears to have been broadly, but not universally, successful in 

raising global standards of transparency and accountability of SWFs. 

Therefore, the management of the NFK should consider the membership 

status for the NFK.  

Truman points out, that a number of funds made significant 

improvements in the entire 2007-12 period led by the Abu Dhabi Investment 

Authority and the Government of Singapore Investment Corporation, with 

increases of more than 50 percentage points each, the Kazakhstan’s NFK 

increases by 13 percentage points. At the same period, Norway’s GPFG 

increases by 6 percentage points, US’s APF increases by 19 percentage point 

and scores at 91, Singapore’s Temasek increases by 22 percentage point and 

scores at 76, finally Russia’s both funds increases by 15 percentage point and 

scores at 53. Norway’s GPFN is not scored.  

Thus, the NFK scores is more than Reserve Fund and National Welfare 

Fund by 18 percentage points, but lower than Temasek by 5 percentage point, 

and much lower than APF and GPFG by 20 and 27 percentage points, 

respectively. As Truman (2013) concludes, the progress has been made in 

increasing the transparency and accountability of SWFs, including NFK, but 

more is needed. 

The Linaburg-Maduell transparency index’s coverage of funds is quite 

large. Since the implementation of this transparency index (2008) it is been 

used worldwide by SWFs in their official annual reports and statements, as 
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the global standard benchmark. The main strength of it its actualization as far 

as updates in quarterly bases.  

In 2012 there has been scored 47 SWFs with the maximum possible 

index rating, equal to 10. The highest index rating was given for nine SWFs, 

such as Norway’s GPFG, United Arab Emirate’s Mubadala, Singapore’s 

Temasek, US’s APF, Azerbaijan’s oil fund, etc. 8 SWFs got the lowest index 

rating. The Russia’s SWF (not mentioned the name of the fund) received 5, 

while Kazakhstan’s NFK rated at 8. Norway’s GPFN is not rated. Thus, 

according to this transparency index, despite minimum recommended rating 

of eight, it is also found that there are some opportunities to enhance 

transparency and accountability mechanisms. 

Table 11 presents the scores of the SWFs on the Linaburg-Maduell 

transparency index, the Truman scoreboard and Santiago Principles (25 out of 

33 elements).  

Table 11. 2012 SWF Scoreboard 

SWF 
Linaburg-Maduell 
transparency index 

Truman 
score 

Santiago 
Principles 

GPFG 10 98 98 
APF 10 91 94 
Temasek 
Holdings 

10 76 82 

NFK 8 71 75 
Russia’s 
SWFs 

5 53 56 

Source: Truman (2013), SWF Institute (2012) 

Finally, despite the NFK produces quarterly reports that are approved 

by the Management Board of the National Bank and MoF, these are not 

published for the public. Significant events are included in the annual report 
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of the National Bank, but obviously transparency remains an issue. Therefore, 

it would be useful to apply the experience of leading SWFs transparency and 

accountability policies, as in GPFG, Temasek Holdings and in APF. 
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CHAPTER 6. CONCLUSION  

This section summarizes the findings of this research study. These 

findings refer to the final framework and align the research aim and objectives 

with the findings.  

Looking back over the past decade, it is safe to conclude that the 

establishment of the NFK was timely and appropriate. Moreover, without 

going into some minor tweaks, it can be generally responded favorably on the 

initial investment strategy of the fund: in the period of formation of the 

country, when the achievement of economic security and independence were 

the most important to it, the presence of a buffer of liquid assets in the form of 

portfolio investment allowed Kazakhstan to be more independent in solving 

current economic problems. However, the improvement of the economic well-

being requires and allows raising the investment policy of the fund: now there 

should be included special state program of the Industrial-innovative 

development of the country.  

This means that with the increase in the assets of the NFK there should 

be expanded the goals of usage, for example, to introduce the investment 

objectives, aimed for the industrial and innovative development of the country. 

Therefore it is suggested to invest part of the assets for the long term 

development and infrastructural projects that will benefited by the future 

generation of Kazakhstan in the trend of declining long-term funding sources 
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for the sustainable development of Kazakhstan. The proposed measure will 

provide the necessary support to the real sectors of the domestic economy. 

However, SWF’s allocations of sovereign reserve assets to domestic 

investments have macroeconomic implications, especially for developing and 

emerging market economies. Investing domestically could stimulate domestic 

demand with inflationary consequences. Issues of fiscal accounting, 

transparency, and risk could also emerge if those investments are actually 

government spending operations that should take place within the budget. 

Therefore, domestic investments are generally seen to be ruled out in SWFs.  

A characteristic feature of many, including leading SWFs, is the 

transfer of the part of fund's assets under external management. In Norway, 

the choice between internal and external managers is depending at the level of 

expected return. In 2012, 96.1 percent of the assets of the GPFG managed by 

the NBIM, 3.9 percent – were in the external control. In APF the Board of 

Directors retains the authority to select internal versus external management 

of the fund’s assets. Last year, only in bond portfolio of APF 23 percent of 

assets were managed by external institutions, remaining – internally managed.  

Asset allocations of NFK between internal and external managers were 

as follows: in the external control – 28.32 percent of the total assets, whereas 

remaining 71.68 percent controlled by National Bank. 

Taking into account the correction in global financial markets, NFK 

following a conservative investment policy of keeping a larger share of debt 

securities – bonds in the investment portfolio is, in authors’ opinion, the most 
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reasonable and justified. Current investment strategy, as well as general 

management of NFK withstood the test of strength in the condition of 

financial crisis that began in 2007 and continued until last years. Investment 

performance in 2011 characterizes the efficiency of asset management NFK. 

Last years, the issue of governance and transparency of SWFs is 

becoming increasingly urgent. The status of SWF transparency affects its 

investment activities. Thus, the lack of transparency of SWFs is causing more 

concern among recipient countries, as soon as investments of such SWFs in 

certain types of assets are a potential threat to the national security of these 

countries. Hence, the lack of transparency of SWFs limits their investment 

activities and affects the freedom of movement of international capital flows. 

Therefore, it is necessary to have governance mechanisms in place such as 

Norway’s GPFG which has scored high in all such attributes.  

For the purpose of effective investments it is necessary to develop 

clear investment policies, which will take into account the significant impact 

of that investment for the domestic market. The information and reports 

related to the NFK should publicly available and transparent. 

Decision making by political leaders or decisions based on political 

objectives rather than financial motives can impact the profitability of the 

SWFs. This is evident from SWFs of the Russian Federation. This decision 

making should allow other attributes to be workable or advantageous for SWF 

such as investment strategy and organizational structure as these two are vital 
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for setting up objectives and appraisal of the investments which can ultimately 

reflected in the assets yield and growth of the SWF.  
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국문초록 

 

카자 스탄 국부펀드에 한 분 : 
국내 축  자 략 

 

Turlubayev Maxat 

행 학원 행 학 공 

울 학  

 

  카자 스탄  경 는 자원수출에 존도가 높 에 외경 경  

변 에 취약하다. 라  지난 2000  경  외 존도를 낮추고 

외  보 액  보하여 장 인 경 장  촉진시키  하여 

카자 스탄 국부펀드가 창 었다. 창  이후 카자 스탄 국부펀드는 

원자재 가격  상승과 외  보 고  량 축  카자 스탄 

경  장  그 역할이 었다. 특히 벌  

당시 자국 행과 업에 동  지원하여 경  안 에 

여하 다. 지난 10 여 간 국부펀드는 꾸 히 장하여 자산규모가 

2012 에 5 조 달러를 어 다.  

  본 연구는 카자 스탄  국부펀드  장  장  한 도  

에  운  략  분 하고자 한다. 특히 명 과 거버 스를 

심  운 상   살펴보고, 효  하는 자 략  
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알아본다. 이를 하여 연구 법  채택하 다. 연구  

사 는 노르웨이  Government Pension Fund - Global 과 

Government Pension Fund - Norway, 미국  Alaska Permanent 

Fund, 싱가포르  Temasek Holdings, 러시아  Reserve Fund  

National Welfare Funds 를 분 하 다. 이를 통해 카자 스탄 

국부펀드  향  도출하고자 한다.  

  연구결과 카자 스탄 국부펀드는 명 과 책임 이 결여 었 며 

자 략에도 효 이 존재하 다. 라  국부펀드  장 인 

 도모하  해 는 인 도  신과 조직 구조  

개편이 요구 다.  

 

주요어: 카자 스탄, 국부펀드, 거버 스, 명 , 자 략, 자원 분 

학번: 2012-24060   
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