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Introduction

Since our last bi-annual report on investment trends
among Sovereign Wealth Funds (SWFs), we highlight the
following key trends in 2018-2020:

« Overall asset allocation remained largely stable with
equities continuing to be the largest exposure!

e The number of SWFs has shrunk due to mergers,
underscoring our previous analysis that fund size is a
more important predictor of asset allocation than fund
origin or other characteristics.

« Size enables greater diversification and higher
allocations to alternatives, and therefore supports
better performance over the long run.

« Over half of SWF alternatives allocation is concentrated
in real estate and private equity, with SWFs owning
roughly 16% of global assets under management (AUM)
in the latter industry.

« Surprisingly, SWF returns are similar to those of public
pension funds over the past decade, with SWFs
benefiting slightly more during risk-on periods.
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Our research draws on data provided by Global SWF. Global SWF studies 438 State-Owned
Investors (SOlIs), including Sovereign Wealth Funds (SWFs) and Public Pension Funds (PPFs),
which jointly manage well over $27 trillion in assets. Since our last report released in early 2020,
we mark a change to our sample, now counting the 34 largest SWFs.

SWFs: Growing in Size Sovereign Wealth Funds (SWFs) remain a prominent and diverse group of global asset owners.

and Importance They represent unencumbered fiscal resources of the host governments, invested under a range
of different mandates. In this study, we considered 34 of the largest SWFs, located in 26 different
jurisdictions, which as of year-end 2020, have total assets of almost $8.5 trillion, representing 5%
of total global markets.? Between 2018 and 2020, total SWF assets under management (AUM)
grew by an annualized 11.3%, as compared to 5.5% over the previous time period (Figure 1). We
find that the acceleration in AUM growth is largely a function of market gains due to the post-2018
drawdown in equities. However, we estimate that organic inflows into global SWF holdings are
roughly in line with the mid-single digits during the 2014-2018 time period. Figure 2 displays the
breadth and depth of the 2018 market drawdown by illustrating the return of asset classes across
the years between 2018 and 2020. The table also shows the stark reversal across the board in
markets, which in turn flatters SWF AUM growth. Looking ahead, we speculate that the beginning
of a commodity supercycle in 2020 is likely to restore higher organic AUM growth over the
coming decade, increasing SWFs’ systemic role in the asset owner community.
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Source: Global SWF, State Street Global Macro Policy Research, based on 34 largest SWFs.

Figure 2 Asset Class Returns Index 2018 (%) 2019 (%) 2020 (%)
Return of Asset Classes in
2018, 2019, and 2020 Fixed Income S&P 500 Global Bond Index

Public Equities S&P Global 1200 Index

Real Estate S&P 500 Real Estate Index

Infrastructure S&P Global Infrastructure Index

Private Equity S&P Listed Private Equity Index

Hedge Funds HFM Global Index

Source: Global SWF.2
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Asset Allocation:
Caution Amid
the Pandemic

Figure 3
Aggregate Allocation
of SWFs
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Figure 4
Unweighted
Average Asset
Allocation of SWFs
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SWFs entered the COVID-19 pandemic with a cautious positioning. Though long-term overall
asset allocation trends remain constant, SWFs had marginally de-risked with an increased
allocation to cash and fixed income. The average SWF recorded 2.5% more of its assets in
cash and fixed income, essentially mirroring a -2.3% reduction in public equities and a -0.2%
reduction in private markets exposure (Figures 2 and 3). Most of this shift is explained by four
SWEFs: the Fundo Soberano de Angola (Angola), the National Wealth Fund (Russia), the Future
Fund (Australia) and the Permanent Wyoming Mineral Trust Fund (USA), respectively, which
added 15% on average to their cash and fixed income layer. Some of those choices were driven
by institutional re-design more than portfolio choices; for example, Russia’s fund dramatically
increased its cash and fixed income allocation. While we are not speculating whether this
increase was related to the country’s geopolitical intentions, we note Russia added $100 billion
to cash and fixed income, bringing the total share to 70% of the mandate. However, given the
continued growth in global leverage, the static appetite for bonds among SWFs means that SWFs
currently hold a 2.8% share of global fixed income markets.*
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In contrast, SWFs are doubly as relevant as equity investors, currently holding a 5.4% share

of global public equities.® This continues to be the largest exposure, both on average (37% of
SWFs) and in aggregate (42% of the global SWF asset pool). While the larger SWFs appear to
have lowered their equity allocation more (3.2% for funds with AUM >$50 billion versus 0.9%

for funds with AUM <$50 billion), one could be sceptical given reporting timelines and the
significant market gyrations. Instead, another way is to count the number of SWFs with increased
or decreased allocations, as shown below in Figure 5. Indeed, this shows a clear consensus

net decrease in equity allocation between 2018 and 2020. Notably, this is not explained by a
re-allocation within the risk budget as shifts in private market allocation are roughly balanced,
with an equal number of SWFs increasing or lowering their allocations.

Figure 5
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Source: Global SWF, State Street Global Macro Policy Research, based on 34 largest SWFs.

SWF private markets investment continues to grow in nominal terms and has now reached
$2,556 billion (2020) in our sample, an increase of $590 billion from 2018. This total results

in a14% increase on an annualized basis over the two-year period. However, overall private
market allocation to the portfolio has only increased by 1%. Compared to 2019 volumes, global
investments by SWFs dropped by 33%, in 280 transactions (Global SWF).® Figure 5 indicates
the appetite for increasing private investments has been mixed as there is not a real consensus
in allocation direction. Dissecting by size, we also only find minimal differences, with larger
SWFs showing marginally higher (0.3%) and smaller SWFs showing marginally lower average
allocations (-0.7%).

Again, fund size remains a more important predictor of asset allocation than fund origin. Since
the post-2014 oil price shock, oil SWFs have either dwindled or re-adjusted to the new reality, and
their investment behavior has somewhat converged with the non-oil ones.” Figure 7 shows the
allocation to fixed income between smaller funds (<$50 billion) and larger funds (>$50 billion)
continues to diverge (43% vs 33%). Moreover, the gap between small oil funds and large oil

funds and between small and large non-oil funds is also similar. This is likely to change given the
structural shift higher in oil prices.
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Figure 6
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Figure 7
Allocation to Fixed
Income by Fund Size
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Source: Global SWF, State Street Global Macro Policy Research, based on 34 largest SWFs.

Comparing sub-asset class choices, oil SWFs maintain a higher exposure to private equity, where
non-oil SWFs have a more balanced alternatives profile. Private equity and real estate account
for 53% of the alternatives profile and 17% of total assets, which implies a major share for SWFs

in these industries (Figure 8). Globally, we estimate that our 34 SWFs account for 16% of private
equity markets and 7% of real estate markets in 2020.8 Additionally, we find that both private
equity and infrastructure have picked up the most over the decade, increasing by 4% and 2% of
total asset allocation, respectively.
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Figure 8
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Private Markets
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SWFs, Breakdown by
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Over the long term, illiquid assets have delivered higher returns and thus early diversification into
private markets has affected overall fund performance. SWFs diversifying earlier in their time
horizon have generated higher returns. Figure 10 shows the average allocation to private markets
on aregional basis. The Middle East and North Africa (MENA), Oceania and North America
diversified earlier and continued to ramp up their alternatives profile.
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Source: Global SWF, State Street Global Macro Policy Research, based on 34 largest SWFs.

r Average Allocation to Private Markets (%)
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Source: Global SWF, State Street Global Macro Policy Research, based on 34 largest SWFs.
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Figure 12
SWF 5-year Average
Returns by Group

Public Pension Funds (PPFs) and SWFs generally follow similar return trends. Figure 11 shows

the average returns for our SWF sample compared to our PPF sample. PPFs on average
outperformed SWFs, where PPFs were protected better in risk-on years. Post the Global Financial
Crisis (GFC), PPFs have outperformed SWFs by 3% at most. Similar to PPFs, we find that SWFs
with earlier diversification to private markets have higher returns. Figure 12 illustrates the five-
year average return for different SWF groups in our sample. Oceania and MENA lead regionally,
both having the highest allocation to private markets. Conversely, Latin American SWFs have no
alternatives allocation and exhibit the lowest returns. Large SWFs tend to outperform small SWFs
for the same reason.
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Conclusion

In our analysis of sovereign wealth funds, we consciously focus on the largest SWFs as they
exhibit long-term trends and benefit from the classic characteristics of no explicit liabilities and
a diversified international asset pool (in contrast to newer funds whose original portfolio may be
state-owned enterprises). This long-term trend shows that SWFs are approaching an equilibrium
strategic asset allocation, with any increased alternatives exposure constrained by liquidity
needs as well as market supply. Furthermore, any major shifts in the global economy such as

a commodity cycle or geopolitical shifts in the balance of payments surpluses are likely to be
mirrored in SWF asset allocation strategies going forward.
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Endnotes In this study, we use the terms ‘alternatives’ and ‘private The GMP excludes cash and commodities therein

markets’ interchangeably to denote all asset classes
which cannot be categorized as cash, fixed income or
equity, such as real estate, private equity, private debt
and commodities.

The Global Market Portfolio (GMP) encompasses the
universe of all investable assets and their market value
at a given point in time. This includes public equities,
government bonds, investment grade credit, real estate,
private equity, emerging market debt, gold, inflation-
linked bonds, and high yield bonds. Dodard, F. and A.

Le (2022) ‘Global Market Portfolio: Value of Investable
Assets Touch All-Time High, SSGA.

‘2021 Annual Report: State-Owned Investors in a post-

skewing our calculation SWF cash and fixed income
share of total fixed income markets. Dodard, F. and A.
Le (2022) ‘Global Market Portfolio: Value of Investable
Assets Touch All-Time High, SSGA.

SSGA calculations. Dodard, F. and A. Le (2022) ‘Global
Market Portfolio: Value of Investable Assets Touch
All-Time High, SSGA.

‘2021 Annual Report: State-Owned Investors in a post-
pandemic age, Global SWF.

Hentov, E. and A. Petrov (2019) ‘How Do Sovereign
Wealth Funds Invest: Shift into Private Markets
Continues, SSGA.

pandemic age, Global SWF.
8 SSGA calculations. Dodard, F. and A. Le (2022) ‘Global
Market Portfolio: Value of Investable Assets Touch All-
Time High, SSGA.
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manager*, we are always inventing new ways to invest.

* Pensions & Investments Research Center, as of December 31,2021.
ssga.com with company number 49934, authorised and 1lron Street, Boston, MA 02210-1641. Any fixed income security sold or redeemed

For institutional use only

State Street Global Advisors
Worldwide Entities

Abu Dhabi: State Street Global Advisors Limited,
ADGM branch is regulated by the Financial
Services Regulatory Authority (FSRA).

This document is intended for Professional
Clients or Market Counterparties only as defined
by the FSRA and no other person should act upon
it. State Street Global Advisors Limited, ADGM
Branch, Al Khatem Tower, Suite 42801, Level 28,
ADGM Square, Al Maryah Island, PO Box 76404,
Abu Dhabi, United Arab Emirates. Regulated by
the ADGM Financial Services Regulatory
Authority. T: #9712 245 9000. Australia: State
Street Global Advisors, Australia, Limited (ABN
42003 914 225) is the holder of an Australian
Financial Services License (AFSL Number
238276). Registered office: Level 14, 420 George
Street, Sydney, NSW 2000, Australia. T: +612
9240-7600. F: +612 9240-7611. Belgium: State
Street Global Advisors Belgium, Chaussée de La
Hulpe 185, 1170 Brussels, Belgium. T: +322 663
2036. State Street Global Advisors Belgiumis a
branch office of State Street Global Advisors
Europe Limited, registered in Ireland with
company number 49934, authorised and
regulated by the Central Bank of Ireland, and
whose registered office is at 78 Sir John
Rogerson’s Quay, Dublin 2. Ganada: State Street
Global Advisors, Ltd., 1981 McGill College Avenue,
Suite 500, Montreal, Qc, H3A 3A8, T: +514 282
2400 and 30 Adelaide Street East Suite 800,
Toronto, Ontario M5C 3G6. T: +647 775 5900.
France: State Street Global Advisors Europe
Limited, France Branch (“State Street Global
Advisors France”) is a branch of State Street
Global Advisors Europe Limited, registered in
Ireland with company number 49934, authorised
and regulated by the Central Bank of Ireland, and
whose registered office is at 78 Sir John
Rogerson’s Quay, Dublin 2. State Street Global
Advisors France is registered in France with
company number RCS Nanterre 899183 289,
and its office is located at Coeur Défense — Tour
A — La Défense 4, 33e étage, 100, Esplanade du
Général de Gaulle, 92 931 Paris La Défense Cedex,
France. T: +33144 45 40 00. F: +33144 45 41
92. Germany: State Street Global Advisors
Europe Limited, Branch in Germany, Brienner
Strasse 59, D-80333 Munich, Germany (“State
Street Global Advisors Germany”). T: +49 (0)89
55878 400. State Strest Global Advisors
Germany is a branch of State Street Global
Advisors Europe Limited, registered in Ireland

regulated by the Central Bank of Ireland, and
whose registered office is at 78 Sir John
Rogerson’s Quay, Dublin 2. Hong Kong: State
Street Global Advisors Asia Limited, 68/F, Two
International Finance Centre, 8 Finance Street,
Central, Hong Kong. T: +852 2103-0288. F: +852
2103-0200. Ireland: State Street Global Advisors
Europe Limited is regulated by the Central Bank
of Ireland. Registered office address 78 Sir John
Rogerson’s Quay, Dublin 2. Registered Number:
49934. T: +3563 (0)1 776 3000. F: +353 (0)1 776
3300. Italy: State Street Global Advisors Europe
Limited, Italy Branch (“State Street Global
Advisors Italy”) is a branch of State Street Global
Advisors Europe Limited, registered in Ireland
with company number 49934, authorised and
regulated by the Central Bank of Ireland, and
whose registered office is at 78 Sir John
Rogerson’s Quay, Dublin 2. State Street Global
Advisors Italy is registered in Italy with company
number 11871450968 — REA: 2628603 and VAT
number 11871450968, and its office is located at
Via Ferrante Aporti, 10 - 20125 Milan, Italy. T: +39
0232066 100. F: +39 02 32066 155. Japan:
State Street Global Advisors (Japan) Co,, Ltd.,
Toranomon Hills Mori Tower 25F 1-23-1
Toranomon, Minato-ku, Tokyo 105-6325 Japan.
T: +81-3-4530-7380. Financial Instruments
Business Operator, Kanto Local Financial Bureau
(Kinsho #345), Membership: Japan Investment
Advisers Association, The Investment Trust
Association, Japan, Japan Securities Dealers’
Association. Netherlands: State Street Global
Advisors Netherlands, Apollo Building Tth floor,
Herikerbergweg 29, 1101 CN Amsterdam,
Netherlands. T: +3120 7181 000. State Street
Global Advisors Netherlands is a branch office of
State Street Global Advisors Europe Limited,
registered in Ireland with company number
49934, authorised and regulated by the Central
Bank of Ireland, and whose registered office is at
78 Sir John Rogerson’s Quay, Dublin 2.
Singapore: State Street Global Advisors
Singapore Limited, 168, Robinson Road, #33-01
Capital Tower, Singapore 068912 (Company Reg.
No:200002719D, regulated by the Monetary
Authority of Singapore). T: +65 6826-7555.

F: +65 6826-7501. Switzerland: State Street
Global Advisors AG, Besthovenstr. 19, CH-8027
Zurich. Registered with the Register of Commerce
Zurich CHE-105.078.458. T: +41(0)44 245 70 00.
F:+41(0)44 245 70 16. United Kingdom: State
Street Global Advisors Limited. Authorised and
regulated by the Financial Conduct Authority.
Registered in England. Registered No. 2509928.
VAT No. 577659181. Registered office: 20
Churchill Place, Canary Wharf, London, E14

5HJ. T: 020 3395 6000. F: 020 3395 6350.
United States: State Street Global Advisors,

T:+1617786 3000.

The information provided does not
constitute investment advice as such term
is defined under the Markets in Financial
Instruments Directive (2014/65/EU) or
applicable Swiss regulation and it should
not be relied on as such. It should not be
considered a solicitation to buy or an offer
to sell any investment. It does not take into
account any investor’s or potential
investor’s particular investment
objectives, strategies, tax status, risk
appetite or investment horizon. If you
require investment advice you should
consult your tax and financial or other
professional advisor. All material has been
obtained from sources believed to be
reliable. There is no representation or
warranty as to the accuracy of the
information and State Street shall

have no liability for decisions based

on such information.

Investing involves risk including the risk of loss
of principal.

The information provided does not constitute
investment advice and it should not be relied
on as such. It should not be considered a
solicitation to buy or an offer to sell a security.
It does not take into account any investor’s
particular investment objectives, strategies,
tax status or investment horizon. You should
consult your tax and financial advisor. All
information is from SSGA unless otherwise
noted and has been obtained from sources
believed to be reliable, but its accuracy is not
guaranteed. There is no representation or
warranty as to the current accuracy, reliability
or completeness of, nor liability for, decisions
based on such information and it should not be
relied on as such.

The whole or any part of this work may not be
reproduced, copied or transmitted or any of its
contents disclosed to third parties without
SSGA’ express written consent.

Risks associated with equity investing include
stock values which may fluctuate in response
to the activities of individual companies and
general market and economic conditions. Bonds
generally present less short-term risk and
volatility than stocks, but contain interest rate
risk (as interest rates raise, bond prices usually
fall); issuer default risk; issuer credit risk;
liquidity risk; and inflation risk. These effects are
usually pronounced for longer-term securities.

prior to maturity may be subject to a substantial
gain or loss.

Asset Allocation is a method of diversification
which positions assets among major investment
categories. Asset Allocation may be used in an
effort to manage risk and enhance returns. It
does not, however, guarantee a profit or protect
against loss.

Diversification does not ensure a profit or
guarantee against loss.

The views expressed in this material are the views
of Global Macro Policy Research through the
period ended April 30,2022 and are subject to
change based on market and other conditions.
This document contains certain statements that
may be deemed forward-looking statements.
Please note that any such statements are not
guarantees of any future performance and actual
results or developments may differ materially
from those projected.

This communication is directed at professional
clients; this includes eligible counterparties,

as defined by the appropriate EU regulator,
who are deemed both knowledgeable and
experienced in matters relating to investments
that include the products and services to which
this communication relates. Such products
and services are only available to such
persons, and persons of any other description
(including retail clients) should not rely on

this communication.

All the index performance results referred
toare provided exclusively for comparison
purposes only. It should not be assumed
that they represent the performance of any
particular investment.

The trademarks and service marks referenced
herein are the property of their respective
owners. Third-party data providers make no
warranties or representations of any kind
relating to the accuracy, completeness or
timeliness of the data and have no liability

for damages of any kind relating to the use

of such data.
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