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Sovereign Wealth Funds (SWFs)
Effective financial management is vital for corporates, individuals and
even countries in order to plan, organize and control their financial
resources to achieve their long-term goals. Various countries may have
different goals such as building up wealth to counter excessive reliance
on reserves of natural resources, diversification of foreign exchange
holdings to counter risk as well as provide for an ageing workforce
90 others. As a result, Sovereign Wealth Funds (SWFs) have grown
among
to more than twice their size as compared to 2007 with assets under
management of more than USD 7 trillion, making them increasingly
influential in global financial markets.
What is a Sovereign Wealth Fund (SWF)?
A Sovereign Wealth Fund (SWF) is an investment fund that is owned and
managed by the country to benefit the country's economy and citizens
through investments in potential growth areas. In other words, it is a
mechanism through which countries make investments. The pool of
money for a sovereign wealth fund is generated from various sources
such as Balance of Payments (BoP) surpluses, country’s foreign currency
operations, proceeds generated from privatization, fiscal surpluses and
income generated through exports among other sources. SWFs have
become essential for economies that are heavily reliant on a single source
of income like oil revenues in the case of Norway and the Middle East.
Such countries use investments made through the SWFs to diversify and
become less reliant on a single source of income.

Equity than traditional foreign exchange reserves.
Origination of Sovereign Wealth Funds
Sovereign Wealth Funds can be classified into two broad categories on
the basis of the source of their origination:



Commodities: These funds are created through the income
generated by the country through export of commodities. The
exports can be either taxed or owned by the government
Non-Commodities: These funds are created through sources such
as transfer of assets from foreign exchange reserves, funds
generated through privatization, government transfer payments
among others.

Classification and Origination: 10 largest Sovereign Wealth
Funds
Below is the list of 10 largest Sovereign Wealth Funds along with the
source of origination:

Sovereign Wealth Funds aim at managing their risk-return profile for the
long-term with the goals of diversification along with planning for the
future. The goal of these funds is not just focused on capital preservation
but also ensuring high returns over the longer-term investments. As a
result SWFs tend to prefer returns to liquidity, and therefore they have a
higher risk tolerance towards investments in riskier assets like Private
Source: SWF Institute
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Where do Sovereign Wealth Funds Invest
Sovereign Wealth Funds invest their monies in a variety of asset classes
taking into account their financial objectives and risk profile. For instance,
the Government Pension Fund of Norway which has a medium term
return target of 3% + inflation, has over USD 1 Trillion invested in real
estate, equity and fixed income securities in nearly 70 countries
worldwide. With equity investments worth ~USD 695 Billion in over 9000
companies worldwide (~70% of its portfolio), it owns nearly 1.3% of
Global stocks and shares making it among the world’s largest such funds.
The Fund has nearly USD 11 Billion worth of investments in India
(including nearly USD 3 Billion in G-Secs and USD 8 billion in Equities).
Alternate investment classes such as Private Equity, gold and real estate
are gaining popularity with SWFs with nearly 23% of the total assets
across SWFs invested in such instruments and securities. As on Aug
2017, it was estimated that SWFs had invested nearly USD 250 Billion in
Private Equity deals.
As per The 2018 Preqin Sovereign Wealth Fund Review, Equities and
Fixed Income securities are the most popular avenues of Investments.

SWF: Indian Scenario
The National Investment and Infrastructure Fund Limited (NIIFL) is
India’s first sovereign wealth fund. It is unique in that when set up in
February 2015 as an Alternate Investment Fund under SEBI, it was
proposed that NIIFL would invest in core infrastructure sectors such as
power, roads, ports etc. and would also focus on sectors and companies
across sectors that were deemed as important from the perspective of
the country’s economic growth. Current focus areas of the Fund are
investments in green energy, ports and logistics. As on September 2018,
NIIFL manages funds to the tune of USD 3.4 Billion.
Conclusion
Anualized Nominal Returns (1998-2013)
Government Pension Fund of Norway
New Zealand Superannuation Fund
Abu Dhabi Investment Authority
Govt of Singapore Investment Corporation

Percentage of SWFs investing in each Asset Class
(2018)
Hedge Funds

Source: Sovereign Investor Institute
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The concept of SWFs has picked pace in the last decade with nearly 21
SWFs (out of the 78 SWFs today) being established since 2010 and with
nearly USD 1 Trillion in investments by SWFs being made in the last one
year alone. Many SWFs have been formed in countries with high
dependence on natural resources so as to diversify national income in
favor of stable and reliable income sources so as to support their growing
or ageing populations.
Sovereign Wealth Funds are also important players in world financial
markets. Their investments in emerging markets are an important source
of long term funds for those countries and form an avenue for the SWF
to diversify and generate extra returns. For the resident country of the
Sovereign Fund, the investments and income of the SWF play an
important role in the Social Welfare planning of the country. The income
from investments helps fund various welfare schemes and subsidize
facilities like housing and education.
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Disclaimer:
This report has been issued by Darashaw and Company Private Limited (CINU67120MH1994PTC076656) registered with Securities and Exchange Board of India
(“SEBI”) as a Stock broker, Merchant banker, Portfolio manager, Research analyst. The
information herein has been obtained from various sources and is meant only for general
reading purposes. Darashaw does not guarantee its veracity, accuracy or completeness.
Neither the information nor any opinion expressed constitutes an offer, or an invitation to
make an offer, to buy or sell any securities. This research report is not prepared for any

particular recipient. It does not have regard to the specific investment objectives,
financial situation and the particular needs of any specific person who may receive this
report. Investor may seek financial and other advice before relying on the data set out in
this report. It is possible that any possible inferred change in position of such securities
may not happen. Investor should note that income from such securities, if any, may
fluctuate and that each security's price or value may rise or fall. Past performance is not
necessarily a guide for future prospect and performance.

Nine Decades of Excellence in Broking and Investment Banking

DISCLAIMERS:

Particulars

This is a technical research report (“Report”) prepared by Darashaw’s
Research Analysts based on their study of certain charts, statistical data and
their interpretation of the same. This Report is not based on assessment of
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the specific investment objectives, financial situation and the particular needs
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of any specific person who may receive this Report. Investors must
undertake independent analysis with their own legal, tax and financial
advisors and must reach their own decision regarding the appropriateness of
investing in any securities or investment strategies discussed or
recommended in this Report and should understand that statements
regarding future prospects may not be realized. The investment discussed or
views expressed may not be suitable for all investors. This information is
strictly confidential and is being furnished solely for purposes of information.
This Report is not directed or intended for distribution to, or used by, any
person or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction, where such distribution, publication,
availability or use would be contrary to law, regulation or licensing
requirements within such jurisdiction. The distribution of this Report in
certain jurisdictions may be restricted by law, and persons in whose
possession this Report comes, should observe such restrictions. The
information given in this Report is as of the date of this Report and there can
be no assurance that future results or events will be consistent with this
information. This information is subject to change without any prior notice.
Darashaw reserves the right to make modifications and alterations to this
statement as may be required from time to time. Darashaw or any of its
affiliates shall not be in any way responsible for any loss or damage that may
arise to any person from any inadvertent error in the information contained
in this Report.
This information does not constitute or form part of and should not be
construed as, any offer for sale or subscription of or any invitation to offer to
buy or subscribe for any securities. The information and opinions on which
this communication is based have been complied or arrived at from sources
believed to be reliable and in good faith, but no representation or warranty,
express or implied, is made as to their accuracy, correctness and are subject
to change without notice. The view may be positively or adversely affected
by changes in foreign exchange or interest rates, as well as by other
financial, economic or political factors. Past performance is not necessarily
indicative of
future performance or results. Investors are advised to read “Risk disclosure
documents for capital market and derivatives segments” as prescribed by
Securities and Exchange Board of India before investing in Indian Securities
Market.

Analyst Certification: The research analyst(s) who prepared this research
Report hereby certifies that the views expressed in this research Report
accurately reflect the research analyst’s personal views about all of the
subject issuers and/or securities, that the analyst have no known conflict of
interest and no part of the research analyst’s compensation was, is or will be,
directly or indirectly, related to the specific views or recommendations
contained in this research Report. The Research Analyst certifies that he /she
or his / her family members does not own the stock(s) covered in this
research Report.
Copyright:
The information contained herein is confidential and is intended solely for the
addressee(s). The copyright in this Report belongs exclusively to Darashaw.
All rights are reserved. Any unauthorized use or disclosure is prohibited. No
reprinting or reproduction, in whole or in part, is permitted without the
Darashaw prior consent, except that a recipient may reprint it for internal
circulation only.
Caution: Securities and Derivatives markets may be subject to rapid and
unexpected price movements and past performance is not necessarily an
indication to future performance. There are risks associated with trading in
securities and derivatives. Investors should carefully consider whether
trading is appropriate for them in light of their experience, objectives,
financial resources and other relevant circumstances.
Darashaw group was established in 1926 and is one of India’s oldest
continuously managed financial services group. Darashaw & Co Pvt. Ltd
(CIN- U67120MH1994PTC076656) is registered with the Securities and
Exchange Board of India (“SEBI”) as a stock broker, merchant banker,
portfolio manager, research analyst. Darashaw along with its associates are
participants in all securities trading markets in India. Details of our associates
are available on our website i.e. www.darashaw.com.
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