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Sovereign wealth funds (SWFs) are a force in global asset management. The need to understand them is as important as
ever. SWFs vary dramatically in scale, mandate, transparency and governance. This report examines the 12 largest SWFs

in the world, in case-study format, and assesses the size and the amount of assets that are addressable by fund man-
agers.

In addition, it examines SWFs’ investment style, goals, timeframes, and assessment process for external fund managers.

Key Findings: Exclusive data in this report:

o SWFs outsourced approximately US$750 billion to external asset e SWFs’ selection and de-selection criteria
managers as of March 2010. for fund managers

e SWFs increasingly manage money internally as their sophistication e SWFs’ use of investment consultants
specialist expertise, and stability to win mandates. Authority (AUM, external mandates, in-

e SWFs tend to adopt a core-satellite approach, using core-passive house training, use of investment
strategies to get market return, and satellite-active strategies for consultants)
performance.

e SWFs with set liabilities tend to be more open to equities, such as
Norway’s Government Pension Fund Global or the ADIA. The former
has a benchmark of 60% equities, while the latter can go to 70%.
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This report is a guide for international fund mangers targeting SWFs for asset gathering. It helps firms:

e Examine differences in the largest SWFs (AUM, asset e (Gain insight into the reclusive Kuwait Investment
allocation, investment styles, mandates, source of Authority SWF via perspective gathered from exclusive
funds, liabilities) interviews

¢ |dentify the amount outsourced to external managers o |dentify the size of SWF-like institutions in China and

) . ] their performance-related metrics
e Understand the different selection and de-selection

criteria for external managers
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USER SCENARIOS:

The following are examples of how this report can be applied to business planning and strategic
decision-making:

Scenario 1: An international asset management firm wants to pitch to several SWFs but lacks informa-
tion such as the main differences among these funds, the amount outsourced to external managers, and
the selection criteria for fund managers. Global Sovereign Wealth Funds provides insight into the follow-
ing questions:

e \What are the main differences in AUM, asset allocation, investment style, mandates, sources of funds,
and liabilities among SWFs?

e How much is being outsourced to external managers?

* What are the different selection and de-selection criteria for external managers?

Scenario 2: An asset manager with an existing institutional book of business wants to tilt more of its
resources towards asset gathering from SWFs. It has already identified the Middle East as its target mar-
ket but wants detailed information such as a fund’s investment process, AUM, and other specific infor-
mation. Global Sovereign Wealth Funds provides insights into the following questions:

e What is the investment and selection process like for a large SWF such as the Abu Dhabi Investment
Authority?

e What is the AUM by investment objective and by geography for Middle Eastern SWFs?

e What information is available (in terms of AUM, external mandates, in-house training, and use of
investment consultants), on a reclusive SWF such as the Kuwait Investment Authority?

Scenario 3: A U.S.-based asset manager is trying to determine how best to grow its book of assets for
SWFs located in North Asia. However, it does not have detailed information for decision-making. Global
Sovereign Wealth Funds provides insights into the following questions:

e \What is the size of SWF-like institutions in China and what are their performance-related metrics?
e What is the history, organization, and asset allocation of SWFs in South Korea?

e What information on investment returns, fund manager selection, and external mandates is available
about the investment portfolio of the Hong Kong Monetary Authority?

% For more information on how to apply this report to your firm’s unique needs, please contact our Marketing
& Business Development team at +1 617-437-0084, CAmarketing@cerulli.com.
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METHODOLOGY

Global Sovereign Wealth Funds is a thematic report looking at the 13
largest sovereign wealth funds (SWFs) in the world, from the Middle East to
China, Norway to Australia. The report aims to bring clarity to the very
blurred data published on the funds’ overall size and the amount of assets that
is addressable by fund managers. Our firm is striving to sort through the

anecdotes and begin assembling more actionable data in two forms:

» Consultative qualitative information designed to help asset
managers and other service providers decide whether, and when, to target
SWFs as part of their asset-gathering strategy. Over the past decade the focus
of most international asset managers has been on the bigger and higher-
profile SWFs in Europe and the Middle East. While that continues to be the
case for some, there are those managers who now want to explore opportu-
nities in Asia.

» Granular quantitative information that provides a better picture of
the true current and potential opportunities in all 13 SWFs. This quantitative
information aims to reduce uncertainty regarding metrics such as fund size,

investment goals, and product development demand.

Cerulli is one of the few research houses anywhere in the world to
have conducted a proprietary survey of local and foreign asset managers for
these SWFs. The asset manager survey included questions designed to help
us understand the selection criteria of fund managers as well as their views

on the use of investment consultants.

This report also provides a general overview of SWFs around the
world and the opportunities that these 13 funds may provide asset managers
over time; in addition, our analysts have added significant qualitative
analysis of other key metrics that we examine across all 13 SWFs. Scores of
in-depth interviews—in person and by telephone, among manufacturers and

distributors—help wrap all the data points together.

Information in this report was obtained from public and non-confi-

dential sources, as well as proprietary surveys. Cerulli believes the data
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herein are reliable and has made every effort to verify statistics presented;

however, Cerulli does not guarantee its accuracy or completeness.

Our analysts are especially grateful for the information from the

following:

* Abu Dhabi Investment Authority

* The Future Fund (Australia)

* China Investment Corporation

+ State Administration of Foreign Exchange (China)
* National Council for Social Security Fund (China)
* Hong Kong Monetary Authority Investment Portfolio
» Korea Investment Corporation

* National Pension Service (Korea)

» Kuwait Investment Authority

* Government Pension Fund Global (Norway)

* Qatar Investment Authority

* Saudi Arabia Monetary Agency

» Temasek Holdings (Singapore)

* Government of Singapore Investment Corporation

16 Global Sovereign Wealth Funds



REPORT SCOPE

Beneficiaries of this Study

The primary beneficiaries of this research are global asset
management firms who target sovereign wealth funds as a key part of their

asset-gathering strategy.

In addition, this research will prove to be a most useful benchmark-
ing exercise for those international or regional fund management firms that

have existing relationships with these SWFs.

Finally, the data and supporting analysis in this report will also benefit
those asset management and distribution firms—be they banks or brokerage
firms—in understanding the asset-gathering landscape of these SWFs, as it

continues to develop.
Report Roadmap

Global Sovereign Wealth Funds has 12 main sections:

* Introduction sets the stage for the rest of the report and is a summary
of the quantitative analysis, supported by a qualitative assessment of
the asset management opportunities among the 13 SWFs featured in
this report.

* The next 10 sections shed light on individual SWF. Each section covers
the main research themes that Cerulli focuses on: their overall size and
the addressability of assets by fund managers.

* Each chapter also looks at an SWF’s investment style, its goals,
timeframes, and the way it assesses external fund managers.

* For all SWFs in this analysis—apart from Australia’s Future Fund and
Korea’s National Pension Service—we are very pleased to include in
the report an in-depth proprietary survey conducted among asset
managers of each of these SWFs.

* Finally, this report ends with Conclusions for asset managers seeking
sovereign wealth fund mandates.
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EXHIBIT 3: GLOBAL SOVEREIGN WEALTH FUNDS ASSETS
UNDER MANAGEMENT, MARCH 2010 (US$ BILLIONS)
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Transparency and
governance are the
biggest differences

among SWFs

Source: Cerulli Associates

Notes: (1) AUM is between US$400 billion and US$500 billion (estimate). (2) US$2.44 trillion in total
reserves, but approximately US$350 billion invested internationally. (3) AUM is between US$250
billion and US$300 billion (estimate). (4) AUM is US$200 billion (of which approximately US$105
billion is deployed overseas). (5) AUM is between US$65 billion and US$75 billion (estimate). (6) AUM
is A$67.62 billion, including Telstra shares valued at A$3.9 billion.

Governance and Structure

One of the biggest areas of variation is transparency and governance.

At one extreme is Norges Bank Investment Management, entrusted with the

management of Norway’s fund; it will this year start disclosing total funds

under management on a daily basis, in addition to its voluminous quarterly

disclosure of asset allocation, risk metrics, external mandates, and numerous

other items of information. Australia’s Future Fund is similarly transparent

(and so, perhaps surprisingly, is the Petroleum Fund of East Timor, much the

most transparent emerging market fund).
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EXECUTIVE SUMMARY

Heterogeneous Group

This report covers the largest sovereign wealth funds worldwide, and
includes both classic sovereign funds and some central bank or pension funds
that have sovereign wealth characteristics.

In recent years, it has become popular to refer to SWFs as a US$3
trillion bloc, as if they represent a force of money acting in concert. In fact,
SWFs have as little in common with one another as any other institutional
investors, and perhaps even less. Seeing sovereign funds as homogeneous is
a mistake. They differ markedly in mandate, source of funds, scale of assets,

transparency, and investment technique.

Assets

Few subjects around sovereign wealth funds attract more attention
than their assets. Cerulli’s analysis suggests that total assets of these largest
and most prominent SWFs stand at just more than US$3 trillion, a figure
quite a lot lower than the US$5 trillion that has often been ascribed to this
group of very powerful institutional investors. Further, our analysis suggests
that the Abu Dhabi Investment Authority (ADIA), Norway’s Government
Pension Fund Global, and the Saudi Arabia Monetary Agency (SAMA) alone

account for more than US$1 trillion in assets.

Governance and Structure

One of the biggest areas of variation is transparency and governance.
At one extreme is Norges Bank Investment Management, entrusted with the
management of Norway’s fund; it will start disclosing total funds under
management on a daily basis this year.

At the other extreme, several institutions have never disclosed their
total assets under management. ADIA’s AUM number is one of the most
sought-after numbers in contemporary finance, although ADIA did take a
dramatic leap forward in transparency with the launch of an annual report

earlier this year.
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