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Abstract. A new active component has appeared in the contemporary global
financial system, Sovereign Wealth Funds, demonstrating the growing investment capacities
in some countries. This newly born category of investors reflects a wide array of economic
policy intentions in the realities when current consumption or investment of considerable
funds resulting from budget surplus and positive payment balance becomes either undesirable
or unfeasible. The article’s objective is to analyze operation of Sovereign Wealth Funds as an
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innovative and leading actor of the global financial market, coming in place of hedge funds
and private investment funds and challenging the role of central banks as biggest lenders.
The position of Sovereign wealth Funds in the system of global financial imbalances is
studied; benefits and threats from their operation are analyzed from the perspective of global
financial stability.

Keywords: sovereign wealth funds, global financial imbalances, financial stability,
savings, investments.

AHoTalisA. V cyuachii enobanvhitl Qinancosii cucmemi 3'96U6cs HOGUL AKMUBHULL
KOMNOHEHM, AKU 0eMOHCMPYE HAPOCMAIOYl MONCIUBOCMI V chepi iH8eCcmy8aHH OKpeMux
Kpain — ponou cysepennoeo b6acamcmea. llossa oanoi kamezopii ineecmopis 8i0obpaszuia
WUPOKULL KOMNAEKC HAMIDI8 6 eKOHOMIYHIU NOAimuyi 8 peanisix, KOAU CMEOPHIMbCs
Qynoamenmanvui  nepedymosu  Onsi  HeOANCAHOCMI YU  HEMOMNCAUBOCMI  NOMOUYHO20
CHOJICUBAHHA AOO THBECYB8AHHA 3HAYHUX KOWMIB, AKI € pe3yIbmamom HaoluwKy 01oxicemy
ma npogiyumy naamixcuozo oanauncy. Mema cmammi 6 ananizi OisIbHOCMI CY8EPEHHUX
Gonoie bazamcmea AK HOGIMHLO20 NPOBGIOHO20 VUACHUKA C8IMOB020 (PIHAHCOBO20 PUHKY,
AKUU NPUTIULO8 HA 3MIHY Xe0HC-(hoHOAM | NPUBAMHUM IHEeCUYIUHUM GOHOAM, ROCMABUBLUIU
nio0 CYMHI8 polb YEeHMPATbHUX OAHKI@ K HAUOLIbWUX NO3uUYaNbHuKie. /locniodceHo micye
Gonodis cysepennoco bazamcmea y cucmemi 2100ANbHUX (IHAHCOBUX OucOalaucie ma
NPOAHANi308aAHO BUCO0U MA 3A2PO3U BI0 IXHbOI JistIbHOCIE 3 NO3uyii 2100a1bHOI pinancos0l
cmabinbHocmi.

3’acoseano, wo Hezanedxcho 6i0 3adexknaposanux yinet, PDPCH paxkmuuno
BUCYNAIOMb JIEBUM AKMOPOM pedarizayii ekoHomiunoi norimuku. Kpim moeo, hopmysanms
000amK06020 iHaHco8020 3abe3neyeHus y unadi makux )oHoi8 3yMosieHe HeoOXiOHICmIO
2apanmy8ants MAatlOYmMHIX O0epIHCABHUX BUMPAM, NO8 A3AHUX 31 CMAPIHHAM HACEeNeHHs ma
nowykom aoanmuenoi coyianvhoi modeni. Omoodw, excnaucia Gonoie cysepenHo20
bazamcmea € 8i00OPANCEHHAM NOEOHAHHSA 2N00ANbHUX (DIHAHCOBUX OUCOANAHCIB, 2100ANbHOT
Ginancosoi inmezpayii ma Ho8UX ModdcIUBOCMEU Y chepi 2100a1bH020 THBECH) AHHS.

KuarouoBi cioBa: @onou cysepennoco bOacamcmea, 2nobanvHi  Qinancosi
oucbanancu, ginancosa cmadinbHicmb, 3A0UWAOHCEHHS, IHBECTMUYL.

AHHOTAUMsA. B cospemennoll 2nobanvholi ¢uHancosol cucmeme NosAGUINCS HOBbIl
AKMUBHBIN KOMNOHEHM, KOMOPbIll 0eMOHCIMPUPYem HApacmaruue 803MOICHOCMU 6 chepe
UHBECUPOBAHUSL OMOCTbHBIX CMPAH - (POHObI cyeepenHo2o bocamcmea. llosienenue danHou
Kame2opuu UHBECMOPO8 OMPA3ULA WUPOKULL KOMNIEKC HAMepeHUll 8 IKOHOMUYECKOU
noaumuke 8 peanusx, Ko20a co30aomcs  QYHOAMEHMANbHble NPeOnoOCublIKU — OJisl
HeXCeNamenbHOCMU U HeBO3MONCHOCIU MeKywe20 NompebieHus Uil UH8eCMUpOBaHus
3HAYUUMENILHBIX CPeOCms, NOJYYEHHbIX 8 pesylbmame u3dvlmka O0wddcema u npoguyuma
naamedxcHo2o 6anauca. Lleno cmamvu 6 aumanuse OesAMeNbHOCMU CYBEPEHHbIX (OHO08
bozamcmea Kak H08020 8e0yuec0 YUaCMHUKA MUPOBO20 PbIHKA, KOMOPbIU NpULMes HA CMEHy
Xeodc-(poHoam U YACMHBLIM UHBECMUYUOHHBIM (HOHOAM, NOCMABUE NOO COMHEHUE pPOJlb
YeHmpanohblx OAHKO8 KAaK KpynHeuwiux 3saemwjukos. Hccnedosano mecmo GoH0os
cyeepeHHo2o  bocamcmea & cucmeme  2100ANbHBIX  QUHAHCOBLIX  OUCOANAHCO8 U
NPOAHATUZUPOBAHDBL 8bI200bL U Y2PO3bl UX 0esIMEeNbHOCU € NO3UYUU 2N100AIbHOU (DUHAHCOBOU
CcmMabunbLHOCMU.

Yemanosneno, umo mesasucumo om 3adexnapuposannuvix yenet, @CE gpaxmuuecku
BLICMYNAIOM OelCBEHHbIM AKMEPOM Peatu3ayuu IKoHoMuyeckou noaumuku. Kpome moeo,
Gopmuposarue OONOTHUMENLHO20 (HUHAHCOB020 oObecneverus 6 6ude mMaxKux @oHo08
00YCN081IEHO  HEe0OX00UMOCMbI0  0becneuenuss 0Y0yWux 20Cy0apCmeEeHHbIX  Pacxo0o08,
CBA3AHHBIX CO CMAPEeHUeM HAceNeHUsl U NOUCKOM AOAnMUEHOU cOyuanvHou mooenu. Mmak,
9KCNaHCUst  (POHO08  CYBEPEHHO20 —002aMCmea  ABIAEMC  OMPANCeHUeM  COYemanus
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2N00ANbHBIX (PUHAHCOBLIX OUCOANAHCO8, 2100ANbHOU (DUHAHCOBOL UHMeZPAYUU U HOBbIX
B03MOJICHOCIEN 8 Chepe 2100aANbHO20 UHBECUPOBAHUSL.

KiroueBble c¢jioBa: @ouovl cysepennHoco 6Gozamcmea, 2100anibhvle (QUHAHCOBble
oucobanaucol, puHancosas cMabuIbHOCMb, COEPeNHCeHUs, UHBECTNUYUU.

The current problem.The growing economies have increased their financial
assets and the accumulated national wealth, claiming for the role of active players at
international financial markets. At the same time, transformation of Sovereign Wealth
Funds (SWFs) into institutions active at the global market have changed the base of the
global investors, thus modifying a wide array of processes taking place in the sphere of global
finance [1, p.423].

The aim of the article is to analyze benefits and threats related with SWF
operation for the financial stability.

Analysis of the latest publications.Evidence for the potential radical
consequences of SWFs operation for the established balance of power on the global arena
can be found in the monograph of V. Kozyuk, a Ukrainian researcher. Yet, in the list of risks
enumerated by the author,we can discern the signs of the transformation of economic
dependence into economic interdependence with the changing vectors of mutual impact.
J. Santiso, OECD Development Centre’ Director, notes thatSWFs are the products of a major
global economic and financial rebalancing of power. Their emergence has been controversial
not only because of the fear of politically induced investments, lack of transparency and other
conspiratorial arguments, but also because they symbolize a much deeper phenomenon
reshaping the world’s economy and finance [13]. Although there exists no commonly
accepted definition of SWFs, R. Beck and M. Fidora identifyythree elements that are common
to such funds: first, SWFs are state-owned. Second, SWFs have no or only very limited
explicit liabilities and, third, SWFs are managed separately from official foreign exchange
reserves[9]. B. Bortolotti, V. FotakandW. L. Megginsonasserts, that there is no consensus, in
either the academic or practitioner literature, on exactly what constitutes a SWF.The authors
use the definition of SWF employed by the Sovereign Investment Lab: (1) an investment fund
rather than an0 operating company; (2) that is wholly owned by a sovereign government, but
organized separately from the central bank or finance ministry to protect it from excessive
political influence; (3) that makes international and domestic investments in a variety of risky
assets; (4) that is charged with seeking a commercial return; and (5) which is a wealth fund
rather than a pension fund—meaning that the fund is not financed with contributions from
pensioners and doesnot have a stream of liabilities committed to individual citizens [10].

In spite of great numbers of studies devoted toSWFs analysis from the
perspective of their organization structure, management specifics, comparisons of existing
SWF operation models at country level and their formation sources, a study of SWF
impact from the perspective of SWF capacity to aggravate or eliminate global imbalances
requires rethinking.

The important research results.The increasing numbers and scopes of SWFs in
the globalization era reflect the occurrence of high surpluses both in countries exporting
primary resources and in ones importing SWFs, which pursue aggressive policies of
gaining global competitive advantages by means of undervalued exchange rates. As a
consequence, SWFs are no longer homogenous financial entities. Now the total assets of
SWFs make 7.421 trillion USD, includingassets worth 4.168 trillion USD (56.16%)
associated with oil and gas. The central role is played bySWFs of the Persian Gulf (2.878
trillion USD)[14].

By purpose, SWFs can be broken nowinto five types: stabilization funds, saving
funds, reserve investment corporations, development funds and contingent pension reserve
funds. Neo-protectionist capacities are specific to only stabilization funds, designed to
isolate the budget and overall economy from fluctuations of prices for primary resources [5,
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p.313; 3, p.31]. The key instrument by which SWF impact on a domestic economy is made is
exchange rate. Accumulation of hard currencies inside countries strengthens national
currencies, whereas their increasing rates lower the foreign competitiveness of home-made
goods on account of their high cost; therefore, it is very important to have hard currency
accumulations allocated in structural development of the economy and investment.

The sovereign demand for assets used to be associated with the policy of currency
reserves pursued by central banks, which changed radically as the financial globalization
advanced. It was transformation of SWFs into a source of global change in the sphere of
investment and capital flows that caused the need for revising the concept of sovereign
demand for assets as the one limited by the functional competence of central banks.

The operation specifics of SWFs are affected by a number of destabilizing factors in
the global economy, such as devalued global interest rates, pressures on euro and the
decreasing competitiveness of European goods, the sustaining link of Asian currencies to the
falling dollar, the inflexible growth of exchange rate in many countries etc.

Bearing in mind that SWF grow most rapidly in size and numbers as the problem of
financial imbalances aggravates, SWFs in the conditions of “overheated” economy start to
take on the functions of control over the domestic inflation, normally executed by central
banks, which is caused by the undervalued exchange rate and the competitive accumulation of
currency reserves. This problem can be seen most clearly in the economies based on oil
extraction. The scales of SWF activity are a proxy of undervalued exchange rates of leading
global exporters.

Another problem faced by SWFs is the distortion of global inflation processes and
tendencies in the sphere of imbalances [2]. To begin with, two main models of SWF funds
management are most often used worldwide: public model and non-public one. However,
SWFs are most often referred to as public institutional investors which operation is related
with accumulation of sovereign funds (pools) due to favorable macroeconomic, trade and
financial positions of a country and their allocation in foreign or domestic financial and
alternative assets, to implement long-term objectives of stable national development. The
main tasks of such financial institutes are: support economic stability; eliminate negative
effects of market conjuncture; accumulate funds for next generations, with guaranteeing
additional stimuli for development to domestic enterprises and high level of social protection
of the population today and in future.

Of the main risks caused by the increasing global presence of SWFs, the following
ones are emphasized by V. Kozyuk:

- Lack of transparence and legitimacy of international accountancy, because
SWEF operation have not been regulated by far at any of the levels. The researcher emphasizes
that while central banks provide regular reports to IMF, SWF operation is not subject to
jurisdiction of international organizations like IMF, World Bank or Bank of International
Settlements; as a result, the global supervision of their operation has rather scientific than
official character [2, p.427]. We are inclined to interpret this situation as a step towards
defending economic sovereignty, which, in spite of the risks caused by the increasing
uncertainties for the rest of global players, lays the fundament for reconfiguration of the
existing asymmetry in balancing the interests of developed and developing countries.
Moreover, in this we discern the signs of the increasing dependence on resources, because the
lion share of SWF founders are countries exporting energy resources (UAE, Norway, Saudi
Arabia, Kuwait, Russia, Libya, Qatar, Algeria, Brunei, Malaysia, USA, Canada, Nigeria, Iran,
Azerbaijan, Oman, Timor, Venezuela, Trinidad and Tobago) and Asian countries (Singapore,
China, South Korea, Taiwan);

- Political engagement that can encourage the occurrence of financial protectionism,
which, if extrapolatedon the current and predicted scopes of SWFs, endangers financial
globalization per se, with destructive consequences for the global trade, capital flows and
capabilities to finance payment imbalances [2, p.427]. Accepting V. Kozlyuk’s thesis about
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the occurrence of new sources of risk for the financial stability, we, nevertheless, propose an
impartial interpretation of this process as an evidence that countries claiming for the changing
role in the contemporary geo-economic space are actively seeking for instruments capable to
protect their own economic interests, which were obviously used by developed countries at
the phase of formation and establishment as global leaders.

- Financial interference, which mechanism is mediated by the operation of SWFs and
which allows some countries to invade financial systems of other ones, causingboth economic
and political consequences [2, p.428];

- Concentration of the sovereign demand on assets. Because the overwhelming
majority of countries founding SWFs have at their disposal the largest monetary reserves, the
sources of demand for assets undergo radical transformation. The sovereign demand for assets
begins to catch up with the private one and may sometimes outpace it. According to V.
Kozlyuk, when a country has large monetary reserves in possession, combined withSWFs,
this will threaten the global financial system with high risks in case of any change in demand
and supply [2, p.428]. Agreeing with the author’s concern that any process of correcting
global financial imbalances will be increasingly more dependent on the character of the
sovereign demand for assets, we need to say that this process will be gradual, and will be an
objective step towards multi-polarity.

The changing sensitivity of sovereign investment funds to risk/profit ratio and the
scale of the investment horizon depends on a fund raising source: funds founded on profits
from sales of oil have the largest impact on risky assets, they are capableto invest long-term,
they have lower risk,and they seek for funds based on surplus from trade with goods; and the
lowest level of risk, even a negative one, will be characteristic of funds based on flows of
capital, which have to invest short-term to have the capacity for flexible reaction on the
changing situation.

We agree with the opinion of experts from Stanford Economic School that rise and
development of SWFs gives evidence of the increasing global tendency towards direct
government participation in corporate activities, which is named “new mercantilism”[4,
p.215;12]. The worsening economic situation in Europe and the lesser possibilities for U.S. to
lend abroad in the conditions of sub-prime mortgage crisis decreased global growth rates and
cut oil prices. If this affects the current account surpluses of oil exporters, the current accounts
of Asian countries will obviously be improved. Besides that, some countries, instead of using
foreign currency reserves to implement monetary policies and react on the cessation of capital
flows, tend to transfer the surplus of these reserves to SWFs in order to invest diversified
assets in foreign currencies. Also, considerable reserves in foreign currencies cause the
growing supply of money, thus entailing inflation. This may have extremely negative
implications in countries like China, Vietnam or Indonesia, which, having adopted the export-
oriented model of economic growth, seek for competitive prices for home-made goods. To
have this situation prevented, the government withdraws extra liquidity through sterilization
of assets. This will be possible to dowhen the interest rate paid on government bonds issued
for sterilization of extra reserves in foreign currencies is not higher than the incomes on assets
in which the reserves are invested.A part of the reserves is, therefore, transferred to SWFs
which purpose is to invest in a multiplicity of assets that are capable forgenerating a higher
income, although often a risky one.

Official purchases through SWFs are not considered as harmful in economic
literature, but this argument seems to us rather contradictory, because the main purpose of
SWEFs is to transfer savings abroad, which will decrease the value of national currency and
preserve a large surplus in the current account. In this sense, foreign investment of SWFs is
positively a currency manipulation. This can be excused when a non-renewable resource is
exported, although even then there must be international agreements imposing limitations on
such action.A major part of SWFs activities involved investment in developed countries,
intended to cope with economic and political problems. This was accompanied by the
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increasing protectionist tendencies in the investment policies of countries that arerecipientsof
capital.

SWEFs are being actively created by not only exporters of primary commodities, but
by oil importers as well. These are countries that either effectively increase exports of goods
(such as Japan, Ireland, China, South Korea) or pursue expansion policies at global financial
and information markets, including Singapore and Hong Kong. A positive balance of foreign
trade may occur due to export expansions, reduced prices for imported goods, changed
exchange rates or administrative limitations on imports. When a government with the positive
account of current transactions accumulates more reserves than it needs to achieve short-term
goals, it tends to create a SWF in order to administer these “additional” reserves.

The difference between monetary incomes and expenditures is not covered by
internal investment because industrial infrastructures fail to absorb a surplus of money. To
eliminate inflation effects from the increasing monetary mass, a surplus of hard currency has
to be “sterilized” by transferring it abroad. The problem of external payment imbalances
obviously has global and system nature. The persisting positive payment balance in some
countries along with the permanently negative external payment balance in other ones (high
payment deficit in U.S. and high surpluses in China) causes the uneven cross-country
distribution of capital, taking on the threatening and chromic character. The correction of
global imbalances launched in 2008 is a long and nonlinear process.

Therefore, SWF is a consequence of imbalanced global financial flowsas well as an
instrument to eliminate imbalances. Funds like this are created in countries with either
negative or positive payment balance, including ones where these figures are the highest. It is
quite logical that the largest amounts of sovereign money are concentrated in countries with
positive balances. SWFs help in mitigating undesired effects from the foreign currency
surplus by way of their “sterilization”. In 2013, due to the fall of oil prices, countries like
Norway, Russia and Singapore could not enter the top-10 countries with the highest surplus.
They were replaced by Qatar, UAE, the Republic of Korea and Taiwan. The economic effects
from the oil shock are being rapidly materialized. Basically, the rapidly falling oil prices
cause redistribution of real incomes from investors to consumers in importing countries like
Japan, EU members and U.S., which decreased the negative balance. In countries with
developed and flexible economies, where exchange rates are formed by the market
mechanism of supply and demand, the increased exchange rate of national currency (just like
the decreased effectiveness of exports of goods) causes rapid transfers of capital to other
spheres. Thus, in 2013 China could decrease the negative balance by way ofincreased
investment, stimulating tax and budget policy focused on growth of spending, boost of
lending and growth of prices for assets. Besides that, developed countries like Germany that
has the highest positive balance, as well as Switzerland and the Netherlands, are active
participants of global financial and economic relations. Therefore, they have no need in
creating special funds to compensate possible losses in case of the changed conjuncture at
some commodity markets: the adaptability of domestic economy and the mobility of
resources can fully protect and secure it [7; p. 9].

Conclusions.lIrrespective of the declared objectives, SWF is, in fact, an effective
actor in the economic policy implementation. Raising of additional funds in form of SWFis
caused by the need to guarantee future government spending related with ageing of the
population and seeking for an adaptive social model. Therefore, the expansion of SWFs is a
reflection of the combination of global financial imbalances, global financial integration and
new capabilities in the global investment sphere.
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