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Abstract 

 

 

 

This dissertation research has driven by an empirical puzzle: despite most sovereign wealth funds 

(SWFs) are sponsored by commodity-dependent economies, why some non-commodity-

dependent economies have also established SWFs? In other words, how to explain the variations 

in SWFs across different types of economies and levels of development?   

This dissertation uses comparative case study method augmented by process tracing, archival 

research and financial analysis to address this empirical puzzle. It bridges three different literatures: 

international finance and economics, international political economy, and comparative political 

economy. The analytical framework proposed by this dissertation is to differentiate traditional 

commodity-based SWFs from non-commodity-based SWFs by examining funds’ capital structure, 

especially liability structure. More specifically, traditional commodity-based SWFs are capitalized 

by unencumbered wealth from the monetization of natural resources, whereas non-commodity-

based SWFs are capitalized by leveraging idle capital assets administered by the state. This 

dissertation uses the term “sovereign leveraged funds” (SLFs) to describe the latter.  

Using “leveraged” as a mark, the framework proposed in this dissertation helps to explain when, 

why, and how the Chinese government leveraged China’s foreign exchange reserves to establish 

several Chinese SLFs. It also allows the discovery of government-owned financial institution that 

does not have the name of a SWF but actually behaves like one. A case is Japan Bank for 
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International Cooperation. Finally, this framework allows to explain and predict with confidence 

under what circumstances in what type of economies we may see new government-owned 

investment funds to be created.  

First reader: Kent Calder 

Secondary Readers: Erik Jones, David Lampton, John Lipsky, Patrick Schena  
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Preface 
 
 
 
 
 
 
 
 

My dissertation research is motivated by a simple empirical puzzle: how is it that China came to 

have several SWFs even though SWFs are predominantly found in commodity-exporting countries 

that enjoy large cash flows from the monetization of a natural resource endowment? It is 

perplexing that China, a country without significant natural resource exports, would have a need 

for a sovereign wealth fund. While some scholars point to China’s excessive foreign exchange 

reserves as the cause of China’s SWFs, my research finds that this is a necessary but insufficient 

condition. Indeed, there are several countries with an excessive amount of foreign exchange 

reserves that do not claim to have a SWF, for example Japan. China has not only one of the world’s 

largest SWFs, China Investment Corporation (CIC), but also eight more such funds that are lesser- 

known but nonetheless collectively manage more than $1 trillion in assets. The existing literature 

on China’s SWFs focuses primarily on CIC, providing much insight into its politics and operations. 

However, very little attention has yet to be paid to the other funds that make up China’s SWF 

complex. This lack of research makes it difficult to fully understand the raison d’être of China’s 

SWFs and what these funds reveal about the practice of financial statecraft by the Chinese state.  

This dissertation addresses this gap in the existing literature by considering not only CIC, but also 

the other eight Chinese SWFs. It examines why and how these funds were first created and 

subsequently how effective they have been in executing China’s financial statecraft on the world 

stage. My analysis is situated in the context of China’s structural reforms and the need to adapt its 
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financial system to financial globalization. In this respect, the Chinese government has faced a 

complicated challenge, as the tangible rewards of structural reforms are not immediately apparent, 

but the associated high political costs are borne in real-time. My research finds that this difficult 

political equation led China’s leaders to employ financial statecraft as a means of offsetting the 

costs of structural reform, minimizing its political impact. For this reason, China has leveraged its 

stockpile of foreign exchange reserves to capitalize several state-owned investment funds that 

participate in global financial markets with the purpose of both tangible financial returns and 

intangible political gains from the practice of financial statecraft. 

The fact that Japan claims that it does not have a sovereign wealth fund and that Japan’s Ministry 

of Finance has publicly announced that Japan does not intend to establish a Japanese sovereign 

wealth fund is very intriguing. Why Japan does not have a sovereign wealth fund? I started the 

research with two working hypotheses. One is that Japan has sufficiently developed private capital 

market and sophisticated financial system, and therefore it does not need a sovereign wealth fund. 

In other words, a Japanese sovereign wealth fund would be useless and redundant to Japan’s 

economic and financial development. Another working hypothesis is that perhaps Japan has a 

government-owned financial institution that functions somewhat like its Chinese peers, but it just 

does not have the name. In other words, Japan has a de facto sovereign wealth fund that is 

capitalized and functions like the Chinese sovereign wealth funds. When I first started the research, 

my initial intuition told me that it probably would be the first case -that Japan does not need one. 

However, my research told me that my initial intuition was not correct. I found that Japan Bank 

for International Cooperation has been transformed into a de facto Japanese government-owned 

financial institution that shares many similar functional features of the Chinese funds.  
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We tend to treat government-owned investment institutions as given. Scholars and financial 

practitioners accept that every sovereign wealth funds are different without proposing a simply 

framework that can easily explain the variations of these funds. After spending nearly six years 

doing research in the US, China, Japan, United Arab Emirates, and Italy, I am convinced that the 

source of funding used to capitalize a sovereign fund and the domestic political economic structure 

that leads to the creation of the fund are crucial to determine the management of the fund and the 

fund’s behavior in global markets. Therefore, I use fund’s capital structure, especially its liability 

profile, as a proxy for the analysis of the domestic politics that the creation of a sovereign fund is 

embedded in. In many ways, the analytical framework is very much inspired by classic works of 

Karl Polanyi and Robert Putnam. 

In order to be able to conduct rigorous financial analysis and understand the technical aspect of 

how these funds work, I took Charted Financial Analyst (CFA) exams and successfully passed 

Level 1 and Level 2 on first attempt. At this moment I am going to take Level 3 exam in about a 

month.   

I owe tremendously to all the people who have supported me to finish the research for this 

dissertation and the writing. I am deeply indebted to all the scholars, former and current 

government officials, central bankers, financial practitioners including those who work at some 

major sovereign wealth funds in the world. Without their help, I could not gain so much first-hand 

knowledge about some important details at both theoretical level and practical level. There is no 

word that can express how much I appreciate the support and care that my committee members 

have given me through this journey. Professor Kent Calder, my adviser, has been my mentor and 

patron at SAIS Johns Hopkins University. He inspires me and teaches me how to discover good 
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questions and find answers to them. Moreover, Professor Calder also shows me how to first be a 

good person before being a good scholar. He has shown me how a research project is done from 

the very beginning. Professor Erik Jones, my second reader, has been this cool and genuine 

professor that encourages me to be bold and never be afraid to express my ideas. His rigorousness 

sets the perfect example for me to follow. I have had the rare fortune to learn from him how to do 

scholarly writing -not write convoluted sentences but use simple language to express difficulty 

concepts and ideas. On this part, I am still learning. Professor David M. Lampton is the undisputed 

China hand who has helped me understand my home country more. Even after he retired from 

SAIS, his help is still always there. When he gave me a hardcopy of my dissertation chapters with 

carefully-marked comments, critiques, and questions, I was deeply touched. I never would 

anticipate that he would have the time to look at my work so thoroughly. Dr. John Lipsky is the 

backbone of the international finance aspect of my research. He was also the chair during my 

defense. Dr. Lipsky’s help goes beyond his financial expertise. Right before my defense, we had 

a long conversation and he shared with me his own experience. Professor Patrick Schena is a most 

knowledgeable SWFs expert in the country or even in the world. He is the person who connected 

me to a broader network of people around the world who research on sovereign wealth funds. It 

has been such a privilege to work with my committee members.  

I owe too much to my husband, Daniel Stemp. He read through every single word of my work and 

help me revising and editing. I cannot remember how many sleepless nights he has spent to revise 

my dissertation draft. When my writing gets stuck, he is always there to encourage me and keep 

me calm. I also owe too much to my parents. They always remind me to be grateful and 

appreciative. They give me emotional and financial supported my study in the US, without which 

I could never be here.  
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Chapter 1 

Sovereign Wealth Fund:  

Background and Literature Review 

 

 

 

 

 

 

 

 

 

This chapter is intended to provide essential background information for the analytical framework 

of this dissertation, Sovereign Leveraged Funds and Financial Statecraft. This chapter is 

structured as follows. Section I provides an overview of the history and rise of sovereign wealth 

funds (SWFs) on the global stage. Section II presents the empirical puzzle that motivated this 

dissertation and its broader implications. Section III reviews literatures from three different 

academic fields applicable to the analysis of sovereign wealth funds. The knowledge and theories 

of each of these three literatures contribute to this dissertation’s new analytical framework that 

will be elaborated in Chapter 2. With an understanding of the strength and weakness in relevant 

existing literature, Section IV moves on to discuss this dissertation’s proposal of a new dimension 

to the analysis of SWFs—the nature of the “wealth” of a sovereign wealth fund. To be more 
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specific, this dissertation proposes that the most discerning question to ask in the analysis of a 

sovereign fund is whether the source of the fund’s capital is either real wealth (net wealth) or 

leveraged/borrowed wealth (assets encumbered by liabilities). This question forms the basis of a 

new framework that analyzes a SWF’s capital structure, specifically its liability profile, in order 

to reveal how domestic political relationships are systemically encoded in that capital structure, 

which in turn largely determines the fund’s behavior and the pattern of its investment decisions. 

Put more simply, a sovereign fund’s capital structure can be used as a proxy to evaluate its the 

relationship with the state. This chapter lays down the groundwork for a more detailed discussion 

in Chapter 2, which introduces the new concept of a “sovereign leveraged fund”— a SWF 

capitalized by leveraged/borrowed wealth.  

 

I. The rise of sovereign wealth funds in historical perspective 

Coinage of the term “sovereign wealth fund” (SWF) is widely credited to Andrew Rozanov, who 

first used it in a 2005 article entitled, Who Holds the Wealth of Nations. He defined a SWF as, 

“sovereign-owned asset pools, which are neither traditional public pension funds nor reserve assets 

supporting national currencies.”1 Although SWFs did not receive their moniker until relatively 

recently, as institutions, SWFs have existed in shape or form since the 1950s. The first government-

owned investment funds that would later be labeled as SWFs came about with the monetization of 

oil wealth found in the Middle East. Historically, the first SWF established was the Kuwait 

Investment Authority in 1953. Later in the 1970s several other similar funds were established, with 

the majority of present SWFs having been created after the mid-1990s (see Figure 1). During the 

                                                      
1  A. Rozanov, “Who Holds the Wealth of Nations,” Central Banking Journal, 4. Retrieved at 

http://piketty.pse.ens.fr/files/capital21c/xls/RawDataFiles/WealthReportsEtc/SovereignFunds/General/Rozanov2005.pdf  

http://piketty.pse.ens.fr/files/capital21c/xls/RawDataFiles/WealthReportsEtc/SovereignFunds/General/Rozanov2005.pdf
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ten-year period between 1998 and 2008, sixteen countries set up their first SWF. The largest of 

these funds are in China, Qatar, Kazakhstan and Russia, each with assets under management 

exceed $100 billion at the end of 2016.  

Figure 1 Number of SWFs established worldwide (1953-2016) 

 

 

In 1953, the Kuwait Investment Authority was established as a vehicle to invest the large amount 

revenues the government received from its sale of oil. Since then, there have been two waves in 

the proliferation of SWFs as depicted in Figure 1: the first wave from 1970 to 1989 was relatively 

small, while the second wave starting in 2000 was much larger. These two surges in the number 

of SWFs coincide with two cycles of commodities prices appreciation (see Figure 2). Before 1970, 

there were only three SWFs globally. Between 1970 and 1989, twelve new SWFs were created. 

Between 2000 and 2010, 27 more SWFs were established within this decade. Fifty-three percent 

of SWFs existing today were launched in the decade between 2000 and 2009, more than any 

previous time period combined. Since 2010, there have been more SWF launched around the world. 

For instance, Angola established its SWF, Fundo Soberano Angolano, in 2012 with a mandate to 

invest in alternative investments in addition to traditional investments in equity and fixed income 

instruments. Bolivia, India, Panama and others t have already formulated plans to establish their 
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own SWF.2 This trend indicates that in the coming years the world will see more SWFs being 

established around the world, not only in commodity-dependent economies but also in non-

commodity-dependent economies.    

 

Figure 2 Commodities prices and the establishment of SWFs 

 

 

The largest SWFs (at the national level) in the world are not established by the most advanced 

countries with the largest economies, such as the United States, but rather by a group of mostly 

smaller countries which are high-income but at varying levels of social development, such as 

Norway, Singapore, UAE, Kuwait, Qatar, among others. Many SWFs are established by 

developing countries that are at relatively low-income levels, such a Senegal and Turkmenistan. 

These developing countries are home to the majority of existing SWFs, and many more are to be 

launched in these countries.   

                                                      
2 2014 Preqin Sovereign Wealth Fund Review. 
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SWFs already achieved an impressive scale in terms of total assets undermanagement even before 

the Global Financial Crisis in 2008. According to Morgan Stanley, SWFs had amassed more than 

$3.1 trillion by the end of 2007,3 which is equivalent to the entire U.S. money market fund 

industry.4 The combined portfolios of SWFs are nearly 2.5 times the size of the global hedge fund 

industry and nearly 2.3 times the size of all private equity funds. Between 2008 and 2015, the total 

assets of SWFs doubled to more than $6 trillion. The growing prominence of SWFs coincides with 

two broader economic trends: 1) global energy prices increased dramatically between 1998 and 

mid-2008, creating windfall revenue for many resource exporting countries; 2) developing 

countries’ accumulation of foreign exchange reserves increased several folds over the last decade. 

In 2004, advanced economies held $2 trillion in reserves compared to $1.67 trillion for developing 

countries, a difference of about 20%. By 2013 this comparison had flipped, developing countries 

controlled $7.9 trillion in reserves, more than double that of advanced economies at $3.8 trillion.5  

 

II. An empirical puzzle with implications for the future 

This dissertation research is motivated by a simple empirical puzzle: how is it that China came to 

have several SWFs even though SWFs are predominantly found in commodity-exporting countries 

with large revenues from the monetization of natural resource endowments? It is perplexing that 

China, a country without significant natural resource exports, would have a need for a sovereign 

wealth fund. Indeed, China has not only one of the world’s largest SWFs, China Investment 

                                                      
3   Jen S. (2007), “Sovereign Wealth Funds: A New and Growing Class of Funds”, Morgan Stanley Investment 

Management Journal, Vol. 3, No.2, December. Retrieved at: http://www.morganstanley.com/msamg/ 

msimintl/docs/en_US/publications/marketing_materials/brochures/msim_journal.pdf 
4  3.11tn: US Money Market Funds AUM 12/31/2007, https://www.ici.org/research/stats/mmf/mm_01_21_16 and 

Bloomberg. 
5 IMF and “Composition of Foreign Exchange Reserves 2015” by Global Finance, January 25, 2016. Retrieved at 

https://www.gfmag.com/global-data/economic-data/economic-dataforeign-exchange-reserves 
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Corporation (CIC), but also eight other lesser-known funds that collectively manage more than $1 

trillion in assets. While some scholars point to China’s excessive foreign exchange reserves as the 

cause of China’s SWFs, this explanation seems to be insufficient. If having excessive foreign 

exchange reserves is a necessary and sufficient condition for a state to create a SWF, then why 

Japan does not claim to have a SWF?   

China and Japan are the two largest economies in East Asia with the two largest stockpiles of 

foreign exchange reserves in the world. At the end of 2018, China’s had $3 trillion in foreign 

exchange reserves and Japan had $1.2 trillion. These amounts far exceed all but the most 

conservative estimates of how much is necessary to ensure economic stability.6 If the rationale for 

China to launch a SWF was to manage its excessive amount of foreign exchange reserves, then 

one would expect the same economic logic would also motivate Japan to use its reserves to create 

a SWF. However, Japan has repeatedly rejected proposals for a Japanese SWF despite a group of 

Japanese politicians pushed for it. Certainly, the circumstances of China and Japan are not entirely 

the same, each country accumulated reserves by a different economic mechanism and has 

subsequently managed reserves differently. Nonetheless, the empirical puzzle remains and begs 

further inquiry: why would China use its foreign exchange reserves to create SWFs—China 

doesn’t fit the historical model of a resource-exporting country depositing revenues into a SWF—

whereas Japan, which the same as China has an excessive amount foreign exchange reserves, has 

steadfastly refused to follow suit and create its own SWF?  

                                                      
6 A standard benchmark for trading economies is foreign exchange reserves equal to at least 3-4 months’ worth of imports. At the 

beginning of 2018, China’s reserves equaled 17 months of imports, and Japan’s reserves equaled 19 months of imports. 
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Underpinning this empirical puzzle is another question that has greater implications for the future. 

China and Japan both face the challenge of holding excessive foreign exchange reserves, and yet, 

with respect to the establishment of a SWF they have diverged in chosen solutions. However, with 

regards to several other aspects of development and domestic structural challenges, China and 

Japan appear to be at different stages of the same trajectory. In particular, China’s state-led 

development model seems to have much in common with the Japan Inc. model of several decades 

ago. This is cause for some concerns and motivates the question: how much of China’s future 

resembles Japan’s today—will China ultimately experience a burst bubble the same as did Japan? 

If this were to happen, the implications would stretch far beyond East Asia to become a shock to 

the entire global economy. China is the world’s second largest economy and the largest contributor 

to global growth. Much of the planned investment and development taking place around the world 

today is predicated on the assumption that China will manage its transition to an advanced 

economy while maintaining relatively high growth, avoiding the crash from high growth that mired 

Japan in prolonged deflation. It is worth noting that in 2018, China’s economy grew at a rate of 

6.6%, the slowest pace in 28 years, and slightly less than the 6.7% rate of Japan in 1988. 

To address the empirical puzzle mentioned above, this dissertation bridges three academic 

literatures. The first literature is from the field of international finance related to sovereign wealth 

funds. Rather than focusing on the micro level of how SWFs’ investments affect asset prices of 

individual firms, this dissertation looks at SWFs as government institutions that are embedded in 

the domestic political economic process with international activities. It treats SWFs not as 

investment institutions that are isolated from their respective domestic environment but rather as 

government-owned financial institutions that are born out of domestic political economic 

procedures and are themselves results of domestic political decision.  
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The second literature this dissertation draws upon is in the field of international political economy. 

The sovereign aspect of SWFs and their state ownership has naturally led scholars to study SWFs 

from the perspective of the role of the state in international finance. Simply focusing on the 

“sovereign” aspect is not necessarily informative and may even mislead one to believe that 

sovereign ownership is indicative of a fund whose global investment activity may potentially 

jeopardize recipient countries’ national interests and be destructive for global financial order and 

financial stability. This dissertation argues that it is a fund’s capital structure, specifically a fund’s 

liability profile, that most influences its risk tolerance and investment behavior and therefore is the 

most distinguishing feature of a fund.   

The third literature this dissertation draws upon is the developmental state paradigm in the field of 

comparative political economy. The developmental state thesis has often been used to explain the 

East Asian Miracle, particularly in regards to Japan and South Korea. Generally, the development 

state thesis posits that the state and its influential bureaucrats were the force behind the successful 

industrialization and economic transformation of those countries. Since China established China 

Investment Corporation in 2007 and the subsequently rise in China’s financial activism after the 

Global Financial Crisis, scholars have become more interested the idea of a Chinese developmental 

state. However, scholars have yet to apply the developmental state thesis to the analysis of SWFs 

or tested the thesis against the case presented by the emergence SWFs in Asian economies such as 

China, Singapore, South Korea, among others. This presents a valuable opportunity to test the 

developmental state thesis in the era of financial globalization: China and Japan are similar in that 

both have governments that are active in guiding their economies through capital resource 

allocation, but they appear to differ in their approach to using foreign exchange reserves to finance 

the government’s economic agenda. Are these two countries really that different, with China 
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choosing to establish several government-owned investment funds whereas Japan completely 

rejecting this option? 

III. Bridging Three Literatures: International Finance, International Political Economy, 

and Comparative Political Economy 

The literature on SWFs has been growing fast since the Global Financial Crisis when some of the 

world’s largest SWFs came to the rescue of the world’s most influential banks. The scholarship on 

SWFs has not been limited to the field of international finance, but also includes contributions 

from the field of International Political Economy. The rest of the section is divided into three parts, 

each reviewing the portion of the literature that is most relevant to the analysis of sovereign wealth 

funds from the fields of International finance, International Political Economy, and the 

developmental state thesis in the field of Comparative Political Economy. These three literatures 

form the basis for this dissertation’s framework for evaluating different types of sovereign wealth 

funds, which will be presented in Chapter 2. 

1. Sovereign Wealth Funds in the International Finance Literature 

Naturally, relevant literature in the field of international finance is rich with knowledge about the 

set of circumstances that precipitate the emergence of sovereign wealth funds. David Fernandez 

summarized three common circumstances in which SWFs have emerged: 

o SWFs have emerged as commodity income funds as a result of tax revenue received from the 

sale of commodities (including oil and gas and other minerals); Such commodity revenues 
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are real wealth (net wealth), since they have no corresponding liability on the government’s 

balance sheet. 

o SWFs have emerged in countries where there is a fiscal source of funds, either from fiscal 

surpluses, or from property sales and privatizations or transfers from the government’s main 

budget to a special purpose vehicle. Many of these transfers involve increases in real wealth 

(net wealth), although some have offsetting liabilities.  

o SWFs have been set up in countries which have run current account and/or capital account 

surpluses and have accumulated foreign exchange reserves. A portion of these accumulated 

foreign exchange reserves are viewed as “in excess of what may be needed for intervention 

or balance-of-payment purposes.”7 

Besides these three common domestic circumstances, the emergence of sovereign wealth funds 

has also been viewed as a direct consequence of the shift in global savings and investment patterns 

and resulting prevalence of current account imbalances around the globe. More specifically, this 

refers to the rapid growth of the foreign exchange reserves holdings in non-Western countries. For 

instance, Shams Butt et al. has argued that the growth of sovereign wealth funds is part of, “a larger 

process of accumulation of foreign exchange assets by developing countries, which also includes 

the large accumulation of foreign exchange reserves during the boom that these countries have 

experienced over most of the current decade, reflecting both booming exports (due in part to high 

commodity, particularly mineral prices) and pro-cyclical capital flows.”8 

                                                      
7 Fernandez, David G. and Bernhard Eschweiler, 2008, Sovereign Wealth Funds: A Bottom-Up Primer, New York, J.P.Morgan 

Research. 2008. Also, Fernandes, Nuno G., 2009, Sovereign wealth funds: Investment choices and implications around 

the world, available at SSRN, http://ssrn.com/abstract=1341692.  Also, Roland Beck and Michael Fidora, “The Impact of 

Sovereign Wealth Funds on Global Financial Markets,” European Central Bank, 2008, 6. 
8 Shams Butt et al. (2008). “Sovereign Wealth Funds: A Growing Global Force in Corporate Finance,” Journal of Applied 

Corporate Finance, No.1, p74. 

http://ssrn.com/abstract=1341692
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Industry researchers and academic scholars in the field of international finance have been working 

with an imprecise notion of a SWF in part because there is no single authoritative definition of a 

SWF. There have been several attempts to remedy this problem within the literature. Many 

institutions and scholar have proposed their own definition of a SWF ever since Rozanov’s initial 

definition. For example, the U.S. Department of the Treasury defines a SWF as a “government 

investment vehicle funded by foreign exchange assets which manages those assets separately from 

official reserves.”9 The International Working Group on Sovereign Wealth Funds established 

under the auspices of the International Monetary Fund refers to SWF as “special purpose 

investment funds or arrangements, owned by the general government. Created by the general 

government for macroeconomic purposes, sovereign wealth funds hold, manage, or administer 

assets to achieve financial objectives, and employ a set of investment strategies which include 

investing in foreign financial assets. The sovereign wealth funds are commonly established out of 

balance of payments surpluses, official foreign currency operations, the proceeds of privatizations, 

fiscal surpluses, and/or receipts resulting from commodity exports.” 10  Some scholars and 

institutions have widened the definition of SWFs to include pension funds, development funds, 

government sponsored enterprises, and social security funds.11 The International Monetary Fund 

(IMF) also has a very inclusive categorization of SWFs that is based upon the primary 

macroeconomic function of a SWF for its home state. It includes five categories: 1) stabilization 

                                                      
 9  “Report to Congress on International Economic and Exchange Rate Policies,” Department of the Treasury, 

December 2007. 
10 International Working Group on Sovereign Wealth Funds, Sovereign Wealth Funds – Generally Accepted Principles and 

Practices – “Santiago Principles” (2008). Accessed at 

http://www.ecgi.org/codes/documents/iwg_santiago_principles_oct2008_en.pdf  
11 For example, Das et al. (2009) added reserve investment corporations, pension reserve funds and development funds into the 

family of SWFs. See in Das, U., Y. Lu, C. Mulder, and A. Sy. 2009. “Setting up a Sovereign Wealth Fund: Some Policy and 

Operational Considerations.” IMF Working Paper, WP/09/179. Washington DC: International Monetary Fund.  

 

http://www.ecgi.org/codes/documents/iwg_santiago_principles_oct2008_en.pdf
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funds; 2) savings funds; 3) reserve investment funds; 4) development funds; and 5) contingent 

pension reserve funds.12 

The way that SWFs are classified in the international finance literature is largely on the basis of 

their funding sources or founding purposes. Differentiating SWFs on the basis of their funding 

source yields a simple dichotomy: “commodity-based” SWFs and “non-commodity-based” SWFs. 

Commodity-based SWFs mainly refer to those SWFs that are funded by natural resource revenues 

and can be found mostly in energy exporting countries. There has been extensive research 

conducted on how SWFs established in resource exporting countries can help to overcome Dutch 

Disease,13 which is an economic phenomenon that occurs when the vibrant resource exporting 

sector causes the national currency to appreciate to the harm of the competitiveness of the rest of 

the economy. Non-commodity-based SWFs often refer to SWFs established by non-commodity-

exporting countries using either foreign exchange reserves or government budget surplus, such as 

China Investment Corporation, Korea Investment Corporation, Temasek, etc. Scholars have also 

analyzed the motivations for non-resource exporting countries to use their accumulated foreign 

exchange reserves to establish SWFs and their global implications. 14  Not surprisingly, some 

scholars in the field have argued that sovereign funds established by countries such as China may 

have somewhat mercantilist motivations.15  

                                                      
12 International Working Group of Sovereign Wealth Funds (IWGSWFa) (2017), 

Santiago Principles, available at http://www.ifswf.org/santiago-principles-landing/santiago-principles  
13 For example, Sagit Cohen, “The Norwegian Cure for the Dutch Disease 

and its applicability for Israel,” May 2013, Bank Leumi Le-Israel, the Finance & Economics Division, accessible at 

https://english.leumi.co.il/static-files/10/LeumiEnglish/Leumi_Review/NorwegianCureforDutchDiseaseMay2013.pdf Mark D 

Wenner, Elton Bollers, Roger Hosein, “The Dutch Disease Phenomenon and Lessons for Guyana: Trinidad and Tobago's 

Experience,” July 2018, IDB, accessible at https://publications.iadb.org/en/publication/13003/dutch-disease-phenomenon-and-

lessons-guyana-trinidad-and-tobagos-experience  
14 See, for example, Stephany Griffith-Jones and Jose Antonio Ocampo  
15 For example, Peter Navarro, “Sovereign wealth funds: China's potent economic weapon,” The Christian Science Monitor, 

February 8, 2008.  

http://www.ifswf.org/santiago-principles-landing/santiago-principles
https://english.leumi.co.il/static-files/10/LeumiEnglish/Leumi_Review/NorwegianCureforDutchDiseaseMay2013.pdf
https://publications.iadb.org/en/publication/13003/dutch-disease-phenomenon-and-lessons-guyana-trinidad-and-tobagos-experience
https://publications.iadb.org/en/publication/13003/dutch-disease-phenomenon-and-lessons-guyana-trinidad-and-tobagos-experience
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Classifying SWFs based upon the stated purposes of their creation or their mandates leads to two 

common types: savings funds and fiscal stabilization funds. Savings funds are established with the 

intention to save revenue from the sale of natural resources. These funds function as a sort of 

national savings account for inter-generational wealth transfer, allowing future generations to be 

able to benefit from the natural resource endowment even after the resources have been depleted. 

Fiscal stabilization funds are designed for the purpose of intertemporal consumption smoothing in 

the economy, reducing the impact of revenue volatility on government fiscal outlays. Besides these 

two common types, Davis, Ossowski and Barnet have proposed an additional type of SWF called 

financing funds.16 This type of SWF is established with the purpose of absorbing fiscal surpluses 

to finance later fiscal deficits, which is quite similar to fiscal stabilization funds.  

Scholars and practitioners in international finance have shown interest in sovereign wealth funds 

not only because their large size but also because these SWFs were a source of much-needed 

capital to banks during the Global Financial Crisis. These scholars have produced much insight 

regarding the potential role of SWFs in promoting global financial stability.17 Tamara Gomes 

summarized the potential stabilizing and destabilizing effects that SWFs could have on the 

international financial system (see Table 1).  A drawback of this research is its negelegence of the 

impact of domestic politics over the funds’ activities in the global markets. It treats SWFs as a 

distinctive category of large institutional investors without considering them as outcomes of 

                                                      
16 Davis, J., R. Ossowski, J. A. Daniel, and S. Barnet. 2003. “Stabilization and Savings Funds for Nonrenewable Resources: 

Experiences and Fiscal Policy Implications,” In Fiscal Policy Formulation and Implementation in Oil Producing Countries, ed. 

James Davis, Rolando Ossowski, and Annalisa Fedelino. Washington DC: International Monetary Fund. 
17 See, for example, Beck, R. & Fidora, M. (2008) “The impact of sovereign wealth funds on global financial markets”, 

Intereconomics, November 2008, Volume 43, Issue 6, pp 349–358. Tamara Gomes, (2010) “The Impact of Sovereign Wealth 

Funds on International Financial Stability,” Bank of Canada research report. Accessed at http://www.bankofcanada.ca/wp-

content/uploads/2010/01/dp08-14.pdf.  Surendranath R. Jory et al. “The Role of Sovereign Wealth Funds in Global Financial 

Intermediation,” Thunderbird International Business Review, Vol. 52, No. 6, November/December 2010. Accessed at 

https://deepblue.lib.umich.edu/bitstream/handle/2027.42/78242/20381_ftp.pdf?sequence=1  

http://www.bankofcanada.ca/wp-content/uploads/2010/01/dp08-14.pdf
http://www.bankofcanada.ca/wp-content/uploads/2010/01/dp08-14.pdf
https://deepblue.lib.umich.edu/bitstream/handle/2027.42/78242/20381_ftp.pdf?sequence=1
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domestic political economic decisions. Additionally, these analyses are conducted at the macro 

level and treat SWFs as black boxes that exist in a vacuum rather than embedded in a particular 

set of domestic political economic circumstances. 

Table 1 Potential Stabilizing and Destabilizing Effects of SWFs on International Financial Stability18 

Potential stabilizing effects Potential destabilizing effects 

• Macroeconomic management of capital flows 

• Portfolio diversification and risk sharing 

• Address long-term structural issues  

• Provision of liquidity  

• Long-term investment strategy 

• Gradual unwinding of global imbalances  

• Potential to trigger herding behavior  

• Lack of transparency may cause short-term 

volatility  

• Risk of financial protectionism due to non-

commercial investment motivations  

• Monitoring and agency problems  

• Disorderly unwinding of global imbalances  

Caution should be taken to avoid overstating the capability of any one class of investor to prevent 

a crisis in global markets. Nonetheless, there is no doubt that SWFs have played a greater role in 

both the global financial system and national economies since the Global Financial Crisis and there 

are no signs of that role diminishing in the foreseeable future. This has encouraged a growing 

number of scholars and practitioners to research the role of SWFs within the economies of their 

home countries, their founding purposes and the motivation behind their investment decisions. 

Many scholars agree that SWFs provide a stable capital base that countries can use as a source of 

development financing. For example, Christopher Balding in his study mentioned that in the late 

1970s, the UAE placed full-page advertisements in several major newspapers touting its economic 

                                                      
18 Table source: Tamara Gomes, (2010) “The Impact of Sovereign Wealth Funds on International Financial Stability,” Bank of 

Canada research report. Accessed at http://www.bankofcanada.ca/wp-content/uploads/2010/01/dp08-14.pdf. 

http://www.bankofcanada.ca/wp-content/uploads/2010/01/dp08-14.pdf
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develop ment vision and the role of its SWF, Abu Dhabi Investment Authority (ADIA). The 

advertisement touted ADIA’s role in “ensuring that the country's source of income is moving as 

rapidly as possible … away from dependence on the exhaustible oil and gas sector.”19 

This growing interest in how sovereign wealth funds can promote domestic development has led 

some scholars to distinguish between Sovereign Development Funds (SDFs) and other SWFs. 

These scholars have rebranded a few publicly-owned investment funds that have adopted market 

tools to drive domestic investments as SDFs. Singapore’s Temasek is often cited as the example 

of an SDF.20 Some scholars have offered additional political economic rationales for the state to 

create SDFs. For example, Massimiliano Castelli and Fabio Scacciavillani argued that it is a 

combination of distrust towards international financial markets and the need to boost domestic 

GDP amid anemic global growth that has induced governments to add a variety of local 

development objectives to the tasks of SWFs.21 In particular, they contend that that SDFs take 

strategic stakes in domestic or international companies, and they rely less on the intermediation of 

external asset managers than other SWFs. 

Unlike the macro approach taken by Castelli and Scacciavillani, Peter Clark and Ashby Monk 

employ a more domestic and less macro perspective in their research on SDFs. They have argued 

that governments typically create SDFs when domestic financial markets are underdeveloped or 

                                                      
19 Balding, Christopher. 2012. Sovereign Wealth Funds: The New Intersection of Money and Politics. New York: Oxford 

University Press. p.76 
20 For example, Massimiliano Castelli and Fabio Scacciavillani, “SWFs and State investments: A preliminary general overview,” 

in Fabio Bassan edited Research Handbook on Sovereign Wealth Funds and International Investment Law (Edward Elgar 

Publishing Limited, 2015), p25. And Peter Clark and Ashby Monk, “Sovereign Development Funds: Designing High-

Performance, Strategic Investment Institutions,” September 30, 2015. Retrieved at http://ssrn.com/abstract=2667974  
21 Massimiliano Castelli and Fabio Scacciavillani, “SWFs and State investments: A preliminary general overview,” in Fabio 

Bassan edited Research Handbook on Sovereign Wealth Funds and International Investment Law (Edward Elgar Publishing 

Limited, 2015), p25. 

 

http://ssrn.com/abstract=2667974
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capital starved.22 They correctly pointed out that SDFs are different from, and have different 

responsibilities to, central banks or other, more traditional government-linked institutional 

investors. The comparative advantage SDFs have over traditional financial institutions is their 

ability to realize investment returns from proprietary knowledge of local opportunities, privileged 

access to those opportunities, and trusted relationships with other investors, public or private. For 

Clark and Monk, the difference between SWFs and SDFs mirrors the distinction between adopting 

a portfolio for a “wealth appreciation” investment strategy as opposed to a “wealth creation” 

strategy. They place SDFs on a plane with two axes. The first axis ranges from “strategic” to 

“commercial” in terms of investment objectives. The second axis is in terms of how closely or 

loosely the SDF’s investment objectives axis align to the national endowments and advantages of 

the home country. An SDF may identify and capitalize on emerging opportunities in promising 

industries within its home country, thereby crowding-in private and public capital to accelerate 

development. Along these two axes, they describe four operational strategies of SDF: reinforcing, 

crowding in, catalytic, and financialization. 

In the existing international finance literature, researchers have found that many SWFs share 

similar structural characteristics and investment objectives to private equity funds.23 Once such 

similarity that concerns researchers and practitioners is the low level of transparency among some 

of the world’s largest SWFs. There have been calls for more public disclosure by SWFs on their 

                                                      
22 Peter Clark and Ashby Monk, “Sovereign Development Funds: Designing High-Performance, Strategic Investment 

Institutions,” September 30, 2015. Retrieved at http://ssrn.com/abstract=2667974  
23 For example, Klein, April and Emanuel Zur,. “Entrepreneurial shareholder activism: Hedge funds and other private investors,” 

Journal of Finance, 2009 (64), pp. 182-229. Brav, Alon, Wei Jiang, Frank Partnoy, and Randall S. Thomas, “Hedge fund 

activism, corporate governance, and firm performance,” Journal of Finance, 2008 (63), pp. 1729-1775. Becht, Marco, Julian 

Franks, Colin Mayer, and Stefano Rossi, “Returns to shareholder activism: Evidence from a clinical study of the Hermes UK 

Focus Fund,” Review of Financial Studies, 2009 (22), pp.3093-3129. 

 

http://ssrn.com/abstract=2667974
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investment strategy and risk management strategy.24 In this regard, the International Forum of 

Sovereign Wealth Funds (IFSWF) has been instrumental in promoting transparency and 

accountability among SWFs. Edwin Truman found that members of the IFSWF generally score 

higher than nonmember funds on his scorecard for financial transparency.25   

The international finance literature reflects the relative interest that scholars in that field have for 

the financial aspects of SWFs versus their defining characteristics. For the most part, the literature 

treats SWFs as “just another funds,” or simply a special group of institutional investors, without 

considering the domestic politics that these funds are embedded in. These studies tend to focus on 

how SWFs compare to pensions and insurance companies in terms of governance and transparency. 

It is somewhat puzzling that this literature would focus on those aspects and for the most part forgo 

a rigorous comparative analysis of the different capital structures of SWFs. This shortcoming is 

probably owing to the conflation of SWFs with private funds and their accounting treatments. 

Typically, private funds will recognize almost no assets or liabilities on their balance sheets as 

they view themselves as asset managers. For them, the owners of the funds’ assets are the funds’ 

investors or contributors, and it is on their individual balance sheets that the fund’s assets and 

liabilities should be recognized. However, in the case of a SWF, the sovereign is both the investor 

and manager, therefore a more accurate examination would treat SWFs not as “funds” but rather 

as financial institutions that assume financial risks against capital. In order to understand the 

characteristics of any financial institution, the first place to look at is its balance sheet, particularly 

                                                      
24 For instance, Jin Zhang (2016) Enhancing the Transparency of Sovereign Wealth Funds: From the Middle East to China, 

Journal of Middle Eastern and Islamic Studies (in Asia), 10:1, 90-120.  
25 For the 2015 edition of the scoreboard, see Sarah E. Stone and Edwin M. Truman, “Uneven Progress on Sovereign Wealth 

Fund Transparency and Accountability,” Peterson Institute for International Economics, October 2016. Accessible at  

https://piie.com/system/files/documents/pb16-18.pdf For the 2013 edition, see Allie E. Bagnall and Edwin M. Truman, “Progress 

on Sovereign Wealth Fund Transparency and Accountability: An Updated SWF Scoreboard,” Peterson Institute for International 

Economics, August 2013. Accessible at https://piie.com/sites/default/files/publications/pb/pb13-19.pdf  

https://piie.com/system/files/documents/pb16-18.pdf
https://piie.com/sites/default/files/publications/pb/pb13-19.pdf
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the liabilities side. An understanding of the liability profile of these government-owned investment 

funds and their funding costs is essential to a complete understanding of the fund. Similar to private 

financial institutions, the funding costs of SWFs will impose constraints on the funds’ management 

and influence their investment strategies. This is because liabilities need to be repaid from the 

eventual sale of assets, so liabilities shape the investments of a fund and can ultimately dictate the 

behaviors of funds much more so than do investment opportunities.  

More importantly, the liability structure of a fund can reveal far more than the specified mandate. 

This is because how the liability is created is embedded in the domestic political economic process 

of the state. This is beyond the scope of finance but requires the assistance of political economy. 

The political institution or state bureaucracy that has the power to create risk-bearing capital to 

establish a state-owned investment fund will naturally have ownership or administrative power 

over the fund, or may even dominate the fund’s operation and management. Once established, the 

fund embodies the state’s favored way of capital resource allocation and therefore reveals the 

state’s preferred strategy. This highlights another reason why government-owned investment 

funds should be categorized on the basis of their liability profile. Those funds that have no 

liabilities, explicit or implicit, have no practical investment constraints other than imposed 

regulatory restrictions. In other words, funds that are not capitalized by the issuance of liabilities 

are expected to have far greater discretion in investment decisions than those that are constrained 

by liabilities. The liability profile of a fund gives us this unique insight into how the political power 

and discretion of the funds is constrained or checked.  

Unfortunately, the lack of serious consideration of the liability profile of these government-owned 

investment funds has resulted in ways of categorizing SWFs that completely pass over the unique 
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distinctions that can be gleamed from the consideration of funds’ liability profiles. This 

dissertation will propose a framework that starts with examining the funds’ balance sheets and 

analyzing the funds’ liability profile. This framework will then resort to analytical methods in the 

fields of international political economy to analyze the nature of the wealth of SWFs to gain 

insights into the domestic-international feedback loops linked by these SWFs. Special emphasis 

will be given to SWFs that are funded by leveraged/borrowed wealth in order to understand why 

countries without an abundance of natural resources, such as China and Japan, resort to foreign 

exchange reserves or other means, to capitalize government-owned investment funds. 

2. Sovereign Wealth Funds in the International Political Economy Literature 

The rising prominence of SWFs since the Global Financial Crisis has attracted more attention to 

the study of SWFs not only in the field of international finance. Political scientists and political 

economists did not show much interests in the rise of SWFs until the Global Financial Crisis 

despite that SWFs as non-traditional institutional investor kept growing in number and in size. 

During the Global Financial Crisis, SWFs based in non-Western, non-democratic countries such 

as the UAE, China and Russia, injected tremendous amounts of capital into recipient western, 

democratic countries like the US, UK, France and other European countries. They came as timely 

liquidity providers to cash-starved western banks. Within less than a year’s time after the hit of the 

subprime crisis started in 2007, and well before governments decided to bail out banks, SWFs put 

in almost $69 billion into recapitalizing the world’s biggest investment banks in developed 

countries. 26  At that time, SWFs suddenly began to appear in the news headlines with great 

                                                      
26 “The invasion of the sovereign-wealth funds,” The Economist, January 17th 2008. 
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frequency. This gave rise to a general concern that SWFs as foreign government entities could 

eventually choose to destabilize western markets or provoke a political backflash.27 Of course, 

these notions were spurred on by the relative lack of transparency of SWFs. In January 2008, The 

Economist ran a cover story titled “the invasion of the sovereign-wealth funds.”28 In this article it 

specifically warned against the rising tide of financial protectionism in investment recipient 

countries against SWFs. Large investments in the private banking sector by SWFs had triggered 

debate over whether SWFs should be considered “Norse raiders” or “white knights.” Edwin 

Truman, a leading economist on SWFs, published a book further stimulating the debate on whether 

SWFs should be considered as a threat or salvation for the global economic and global financial 

system.29  To scholars of international political economy, the concerns over SWFs exercising 

political influence over recipient countries are not totally inconceivable.    

IPE scholars have different research interests compared to economists or practitioners of finance. 

Their primary research interests are centered around two geopolitical questions that are the two 

sides of the same coin: Are SWFs strategic investors that may be used by political actors to pursue 

tacit or overt political goals? Do SWFs pose a threat to investment recipient countries’ national 

interests and the existing global financial system? Regarding these two geopolitical questions, 

scholars are aware of the theoretical threats and challenges posed by SWFs to the national security 

of recipient countries and to the international financial system. However, many IPE scholar also 

argue that these theoretical geopolitical concerns over SWFs have not been supported by empirical 

                                                      
27 See, for instance, “A Fear of Foreign Investments,” The New York Times, August 21, 2007. 
28 “The invasion of the sovereign-wealth funds,” The Economist, January 17th 2008. 
29 For instance, Truman, E. M. (2010). Sovereign wealth funds: threat or salvation? Washington, DC: Peterson Institute for 

International Economics. Balding, C. (2009). Who’s Afraid of Sovereign Wealth Funds? Revue d’Économie Financière, 201–

210 Yi-chong, X. (2009). Who’s afraid of sovereign wealth funds? Australian Journal of International Affairs, 63(1), 1–21. 
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evidence. Instead, these scholars are more concerned about other more fundamental issues 

underlying the rising activism of SWFs than worrying about SWFs themselves. 

For example, Benjamin Cohen has claimed that SWFs pose a challenge for international monetary 

governance. After China and Russia established SWFs, host governments the world over became 

more cautious towards the potential geopolitical implications of receiving investments from SWFs. 

Cohen has argued that a protectionist backlash against SWFs investment will be a much greater 

threat than SWFs themselves.30 Daniel Drezner has also discussed several channels through which 

SWFs could influence the policies and capabilities of host countries: direct and indirect ownership 

and control of strategic sectors or critical infrastructure; sabotage of the firms that they invest in; 

threat of sudden investment withdrawal; and cooperation with disruptive interests within recipient 

countries.31 However, Drezner has also argued that many of the concerns about SWFs rested on 

uncertain ground and are not supported by empirical evidence. For Drezner, the number of 

authoritarian and non-democratic governments that have launched SWFs is concern for America’s 

foreign policy, as SWFs may represent an alternative development model that rivals the American-

led liberal market democracy model.32 Further, SWFs can contribute to political outcomes that are 

suboptimal for social welfare in that SWFs’ investment income may diminish the need of states to 

raise revenues from internal sources, making them rentier states. When developing states are less 
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dependent upon domestic sources of revenue that may delay their transition to democracy and 

perpetuate a type of illiberal clientele capitalism.33 

Jonathan Kirshner is not too concerned about the national security threat or disruption to 

international system posed by SWFs. He believes that very large SWFs have stakes in the stability 

of the international economy. He has argued that, “SWFs are not now, nor are they likely to become, 

consequential in and of themselves for questions of national security.”34 For Kirshner, SWFs 

themselves are not the cause of potential geopolitical problems. Rather, the underlying shifts in 

wealth in the international system that made possible the establishment of SWFs by non-traditional 

powers in the international system is the reason for concern. Plenty of scholars share Kirshner’s 

point of view. Some scholars have noted that the rise of SWFs in developing countries parallels 

the observed shift in global trade balances and economic power in favor of developing countries. 

Once the debtors of the world, some developing countries are now the world’s leading creditors 

and SWFs have emerged as an important means to channel this capital into productive investment 

around the globe.35 

IPE scholars have focused on the sovereign aspect of SWFs, allowing them to apply political 

economy theories to explain the behavior and geopolitical implications of SWFs. One such 

example is the economic statecraft argument drawn from the realism tradition of international 
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political economy. William Norris applied the theory of economic statecraft to the study of how 

China has exercised its economic power in the international system to achieve the state’s grand 

strategy.36 His key examples of this were Chinese SWFs, including China Investment Corporation, 

State Administration of Foreign Exchange, and the National Social Security Fund among others. 

He claims that China’s SWFs exhibit different degrees of state control and each has achieved 

different degrees of success in advancing China’s broader national strategy.  

There are also scholars who disagree with the application of economic statecraft to the analysis of 

SWFs. Manda Shemirani’s work is one example. Shemirani presented a methodology for a micro-

level analysis of SWFs and proposed ways to distinguish between the various motives of investor 

states. By studying SWFs in Norway, UAE, Singapore and the Russia Federation, Shemirani 

contested two mainstream conceptions of SWFs. First, Shemirani argued against the idea that 

SWFs are a means of economic statecraft or a foreign policy tool aimed at exerting power over 

another state, which is a belief widely held by policymakers in advanced economies. Second, 

Shemirani argued against the view that the role of SWFs is limited to the correction of balance of 

payment deficit or monetary imbalances, a view held by some economists.37   

Bent Sofus Tranøy applied Peter Katzenstein’s theory of “a strategy of flexible adjustment and 

domestic compensation” to understand the diverse behaviors of Norway’s Government Pension 

Fund–Global (GPF-G).38 Katzenstein originally developed this theory in his comparative analysis 

of the foreign economic policies of seven small northern European states in the post-war era. His 

conceptualization includes four main analytic components: adjustment, flexibility, domestic 
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compensation and corporatism. Tranøy reinterpreted these four elements as four policy goals of 

GPF-G’s macro regime put in place in 2002: saving for future generations; supporting a continued 

expansion of the welfare state by bringing petroleum revenues into the fiscal budget; but doing so 

in a controlled manner which would minimize crowding-out effects and support income policies 

centered on the export sector while at the same ending the pro-cyclical pattern of existing monetary 

policies.  

With a primary concern over the sovereign aspect of SWFs, IPE scholars have have come to some 

general conclusions about whether SWFs investment might be politically motivated and whether 

they are disruptive to the established liberal economic and financial order. Scholars tend to hold 

on to the idea that the sovereign ownership of SWFs is positive indication that their global 

investment activities are inevitably driven by political motivations. For instance, Drezner, Trumen, 

Clark and Monk, all tend to share the view that SWFs are extensions of the state and by this logic 

they are political by nature.39 Drezner also sharply pointed out that “some sovereign wealth funds 

have made investments decisions based on criteria other than profit maximization.”40 This does 

not mean that scholars all agree that SWFs investment are necessarily disruptive. In fact, some 

scholars found a lack of empirical evidence suggesting that SWFs are purely disruptive forces that 
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contribute to market volatility.41 Drezner also pointed out that there is no evidence indicating 

SWFs’ using political pressure had achieved any real effects.42  

There are two major issues that existing IPE literature on SWFs tend to overlook. First, it is 

preoccupied by the sovereign ownership of SWFs and thus largely ignores the nature of the wealth 

used to capitalize these funds. In other words, IPE scholars may distinguish SWFs by the political 

regime of their sponsoring state, but they do not differentiate SWFs by how they are capitalized 

and whether they are funded by unencumbered real wealth or leveraged wealth. The resulting 

problem is a lack of analysis of how the domestic politics that create the funds and the liability 

structure may shape the funds’ global investment behavior. This relates to the second issue in 

existing literature. As it stands now, very few works have touched upon the issue of how the 

domestic origins and the domestic political economic process that created the fund may influence 

funds management and behavior at home and abroad. This dissertation aims to address these two 

shortcomings by proposing a framework that analyzes the nature of the wealth of SWFs and the 

embeddedness of SWFs in the domestic political economy.  

3. The Developmental State Paradigm and Sovereign Wealth Funds 

The developmental state literature focuses primarily on the role of the state and capable 

bureaucracies in leading economic development. It is puzzling that scholars in this field have not 

tested this theory against the phenomenon of an increasing number of SWFs in developing 
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countries, especially in the context of East Asia. The developmental state thesis emerged in the 

early 1980s when scholars attempted to explain the rapid economic transformation of Japan and 

the Four Asian Tigers (Hong Kong, Singapore, Taiwan, and South Korea). Chalmers Johnson’s 

research on Japan published in 1982 was some of the earliest research dedicated to explaining 

Japan’s economic miracle. His idea was that the Japanese state had played primarily a 

developmental role in Japan’s industrialization and described Japan as a “capitalist developmental 

state.” He argued that this developmental role of the Japanese state was different from the 

regulatory role of the Anglo-American states that he described as a “capitalist regulatory state.”43 

Johnson credited the Japanese state’s policies for Japan’s economic success and praised the 

Japanese state, especially the Ministry of International Trade and Industry (MITI), as the catalyst 

for Japan’s industrialization. Johnson’s work on MITI was groundbreaking and is of great value 

to those trying to understanding Japan’s formula for rapid and successful industrialization. 

However, it had a narrow empirical basis, only considering MITI in a political vacuum, as if 

besides MITI there were no other Japanese bureaucracies or even private businesses. Neither did 

Johnson consider how MITI and Japanese government policies more broadly were shaped by the 

prevailing international system.  

In the that years followed Johnson’s groundbreaking work, scholars further developed his capitalist 

developmental state argument by introducing the idea of interaction between the state and 

international system as well as the relationship between the state and private businesses.  For 

example, in 1992, Manuel Castells contributed to the developmental state literature by expanding 
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the discussion to the state’s relationship with the broader international economic system. Castells 

defined the capitalist developmental state as a state that, “establishes as its principle of legitimacy 

its ability to promote and sustain development, understanding by development the combination of 

steady high rates of economic growth and structural change in the productive system, both 

domestically and in relationship to the international economy.” 44  This idea reflected broader 

changes in the international system that were going on at the end of the Cold War and in the midst 

of the remarkable economic integration of East Asian developmental states into global markets. 

Shortly thereafter in 1993, Kent Calder challenged Johnson’s state-centric argument in his work, 

Strategic Capitalism. Instead of focusing on one single government institution, Calder pioneered 

the study of the role of private business and the political economy of credit allocation and 

interpersonal networks in Japan’s industrialization. His research showed that the Japanese state 

has been persistently plagued in its industrial credit behavior due to hesitancy and clientelism and 

therefore the Japanese state and its bureaucratic institutions were not the origins of Japan’s 

increased international competitiveness. Calder argued that rather than a developmental state, the 

Japanese model should be considered as “strategic capitalism,” featuring a hybrid public-private 

system primarily driven by the market-oriented private sector and supported by the visible hand of 

the public sector.    

With China’s state-led reform and open up unleashing tremendous momentum in the Chinese 

economy, scholars also find relevance of the developmental state paradigm to China. Gordon 

White is credited with being the first scholar to revise the developmental state framework to 
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include an analysis of China’s reform and opening up during late 1980s. In contrast to the capitalist 

development states such as Japan and South Korea, White introduced the concept of socialist 

development states in 1984.45 In his later works, White identified China during the first decade of 

the country’s reform and opening up as a primary example of a socialist developmental state with 

a socialist guided market.46  White’s attempt at analyzing China through the developmental state 

lens was appropriate during his time but was also had its limitations. As China’s reform has moved 

forward, its socialist aspects have been very much diluted if not totally washed away by market 

reforms and China’s ascension to the WTO. 

The rise of China, particularly its decade-long double-digit economic growth during the early 

2000s, stimulated new scholarly research revising the developmental state paradigm. How to fit 

China into the developmental state paradigm has attracted the attention of many political scientists 

and political economists. For example, John Knight argued that China possesses the relevant 

characteristics of a developmental state. He argued that China’s developmental state represents a 

“successful solution to the principal-agent problem” based upon creating incentive structures that 

encourage officials at all levels of government to pursue their own economic objectives resulting 

in the achievement of rapid economic growth at the national level.47  The advantage of such 

incentive structures, according to Knight, was that it helped to overcome bureaucratic inertia. This 

combined with the growing success of reform policies helped to overcome China’s vested interests 

and further enlarge the reform coalition. In this way, Knight believed that China today has 
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successfully made the transition from a centrally planned economy to a developmental state.48 

Giuseppe Gabusi has also argued that China’s rapid economic growth since 1978 was a peculiar 

form of a developmental state rather than a unique “China Model”.49 Gabusi emphasized the 

relevance of Robert Wade’s Governing the Market to understanding China’s economic experience. 

Gabusi summarized the defining features of China’s developmental state model as: 1) pragmatism 

of the leadership; 2) gradualism and experimentalism; 3) an unclear and unstable hybrid system of 

property rights; 4) managed integration in global markets; 5) a strong emphasis on GDP growth; 

6) the pervasive presence of a fragmented authoritarian political system.  

Not all scholars agree that China’s development experience fits nicely into the developmental state 

paradigm. For instance, Pranab Bardhan argued that although China exhibits some features of a 

developmental state, the Chinese case is qualitatively different from the standard East Asian 

developmental state model in three ways. 50  First, the nature of the Chinese developmental 

bureaucracy was different from its East Asian developmental neighbors because of the differing 

evolutionary path of the private sector in China.51 China does not fit into the classic “coordinated 

capitalism” category in the same way as Japan or South Korea do because the Chinese case is a 

combination of top-down state-led development and “guanxi” (network) capitalism from the 

ground up. Second, unlike its East Asian developmental neighbors, fiscal and general economic 

decentralization has been more advanced in China, leading to much more substantial regional 

variations in the development of Chinese capitalism. Third, because China did not have a large 
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and strong private sector, foreign direct investment played a much more important role in China 

than it did in the development of its East Asian neighbors. For these reasons and more, Bardhan 

concluded that it was difficult to fit China neatly into the developmental state paradigm.  

Roselyn Hsueh contends that China departed from the developmental state model of Japan, South 

Korea and Taiwan when it adopted a more open strategy towards foreign capital. 52  This 

fundamentally distinguishes China from its East Asian developmental neighbors who restricted 

foreign direct investment and instead promoted export-oriented industrialization by helping 

domestic companies to obtain capital resources and technology through state-aid, issuance of 

foreign debt, and licensing foreign technology. Roselyn argued that China is a regulatory state 

with liberalization at the economy-wide level but with regulation at the sectoral level. As a 

regulatory state, the Chinese state reformulates old rules and establish new ones to maximize profit 

and minimize risk. The changes in regulations at the sectoral level was influence by institutional 

organizations and the boom-bust economic cycles.  

In addition to examining the role played by the central government in China’s economic reform, 

scholars have also contrasted the different political economic dynamics of the central government 

versus local governments in their analyses of China as a developmental state. This research draws 

upon data from the subnational level in order to describe a variety of developmental states within 

China. For example, Blecher and Shue used the term developmental state to describe county-level 

officials’ commitment to generate economic growth at their own local county through preferential 

allocation of resources.53 Jean Oi advances the developmental state argument by introducing two 
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new concepts. First, is the concept of the  “local corporatist state” as a type of decentralized 

developmental state where local government officials are “fully-fledged economic actors” in the 

sense that they intervene in key investment decisions at the local level to promote local political 

and economic interests.54 Second, is the concept of the “entrepreneurial developmental state,” 

which is distinguished from the conventional developmental state by the level and depth of 

officials’ involvement in market activities, ranging from product research and development to 

technology acquisition. Oi compares a county government that behaves as an entrepreneurial 

development state to “large, multi-level corporation.”55 

The developmental state paradigm often centers around industrialization policies and equates 

industrialization to economic development. As such this type of research most often focuses upon 

the level of the state and its domestic bureaucracies in its analysis. This is an advantage when 

explaining domestic factors to development such as bureaucratic incentives and competition but it 

fails to take account of how states utilize global financial markets to affect their national 

developmental strategies, sometimes even beyond their own borders.  Moreover, the 

developmental state argument is overly focused upon the state and its institutions. This singular 

static analytical perspective misses the interaction between the state and its institutions and the 

private sector which forms the basis of an evolving relationship between the state and market 

participants.  
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Recognizing the constraints of the developmental state thesis, this dissertation combines it with 

two other literatures—international finance and international political economy—across different 

fields of studies in order to explain when, why and how China and Japan used their foreign 

exchange reserves to establish government-owned investment funds, each motivated by a complex 

set of circumstances. The following section of this chapter summarizes why it is important to assess 

the nature of the wealth used to capitalize a SWF in order to better understand how closely it is 

aligned with the state’s national strategy and to what degree a SWF is a tool of financial statecraft. 

The Chapter 2 will discuss in more detail the concept of sovereign leveraged funds as a subcategory 

of SWFs that is different from traditional commodity-based SWFs. Chapter 2 will also present the 

analytical framework of sovereign leveraged funds and its three distinctive functions in their 

respective sponsoring states’ political economic landscape.  

IV. My Proposal: Assessing the nature of “wealth” of SWFs 

As discussed previously, SWFs have increased in both number and in variety since the 1950s. 

While SWFs have proliferated and their universe has become more diverse, the academic literature 

on SWFs has struggled to keep pace in part due to an overreliance on state-level analysis and in 

part due to an omission of the liability profile in the consideration of SWFs. Generally speaking, 

the pattern of prior research has been to discuss the history of SWFs and then try to place each 

subsequent emergent fund into that historical context. Very few analyses of SWFs have delved 

into both the financial structure (particularly the liability profile) of the funds and their respective 

domestic political economic context.56  The lack of a solid framework that incorporates both a 
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fund’s financial structure and its domestic political context has prevented the study of these 

government-owned investment funds from applying the most robust techniques of analysis from 

both finance and political economy, leaving the existing literature with an incomplete 

understanding of funds’ role and the strategic motivations of their sponsoring governments. 

Consequently, prior studies on these government-owned investment funds have not been 

successful in generating conclusions that have both internal and external validity. 

A major missing piece in the analysis of scholars in the fields of finance and political economy is 

that neither has fully examined the domestic politics at play in the creation of a SWF using 

leveraged/borrowed wealth and what implications this leveraged structure has for the fund’s 

relationship with the state. As discussed in the prior section, various political economic analyses 

of the geostrategic implications of SWFs have enriched the academic debate about whether SWFs 

present a threat or salvation for investment recipient countries and the existing global financial 

system. These analyses have also encouraged discussion about how to design proper policy 

responses from the international community. However, there is also growing recognition that 

different SWFs behave differently and that generalizations about SWFs would risk 

oversimplifying the heterogeneous universe of these funds. Some scholars have previously 

expressed concern regarding the lack of a sufficient framework for analysis, raising the issue that 

the existing definitions and categorizations often lead to conflating important differences among 

SWFs. For example, Herman Schwartz commented that “sovereign wealth fund” as a nominal 

label “lumps apples (Norway’s Government Pension Fund), lobsters (Singapore’s Temasek), and 

bliss potatoes (the Gulf SWFs) together on the grounds that they are all colored red.”57 He suggests 
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that these funds should not be grouped together because they have different political and economic 

characteristics. Now that the literature on SWFs is expanding, it is time to discuss how the domestic 

political economic process can shape the capital structure of SWFs, and what kind of SWFs are 

most prone to acting as agents of the state, investing for the purpose of achieving not only 

economic returns but also strategic gains.   

This question resonates with the empirical puzzle that drives this research: why a non-commodity-

exporting country such as China would establish one of the world’s largest SWFs? There is an 

economic rationale for commodity-exporting countries to establish SWFs, including to save wealth 

in the form of financial assets for future generations, to stabilize intertemporal consumption and 

absorb international commodities prices shocks, and to develop domestic non-commodity 

industries. However, the rationale for some non-commodity-exporting countries to create a SWF 

is not so clear. For these countries without a significant natural resource endowment that generates 

real wealth, the source of the sovereign wealth used to capitalize a SWF will inevitably come from 

either borrowing or relocation. In other words, the state could take on explicit liabilities by the 

issuance of sovereign debts and use the proceeds to establish a SWF. Alternatively, the state could 

take on implicit liabilities by reallocating fiscal surplus, excess foreign exchange reserves, or 

proceeds from the selling of state-owned enterprises into a state-owned special purpose vehicle 

and call it a SWF. From the state perspective, taking on implicit liabilities seems like taking money 

out of one pocket and putting it back to another pocket, and no actual liability is incurred on the 

state balance sheet. However, the actual domestic politics around fiscal budgeting and who 

controls what and how much have always been sensitive political battles. Moreover, in the case of 

using foreign exchange reserves to set up a SWF, it often means the state uses “leveraged/borrowed 

wealth” and takes on leverage to capitalize the fund. This is because many states accumulate their 
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foreign exchange reserves by foreign exchange interventions and sterilization, a process involving 

the central bank issuing interest-bearing notes to finance intervention in the foreign exchange 

market. The purpose is usually to keep the exchange rate at an advantageously low in order to 

support the county’s exports. Relating to our empirical puzzle, this pushes us forward to ask how 

will the heated domestic politics surrounding the state using borrowed wealth to establish a SWF 

shape the resulting fund’s investment behavior and governance?  

A lack of discussion in the existing literature about how different funding structures influence a 

SWF’s investment strategy and its relationship with the state is largely due to three factors. First, 

there is no universally agreed-upon definition of a SWF. Second, existing definitions of SWFs 

emphasize the sovereign aspect of SWFs and the state ownership but do not discuss the nature of 

sovereign wealth. Third, practitioners in finance often view SWFs as a special type of institutional 

investor or private equity fund.  

This dissertation does not aspire to put out a perfect definition of a SWF. However, it contributes 

to the political economic study of SWFs by analyzing the nature of the wealth of SWFs. 

Specifically, it separates SWFs that are funded by leveraged/borrowed wealth from SWFs that are 

funded by unencumbered real wealth. It also uses comparative case studies to show how the 

investment choices of SWFs funded by borrowed wealth are shaped by the state and domestic 

politics. In the existing literature, the liability feature of a SWF is only used as a label to facilitate 

the identification of different funds. It is never used as a proxy to examine the relationship between 

the funds and the state. For example, David Muray said that: “About 80% of SWF assets are 

estimated to be associated with resource depletion and intergenerational wealth objective. The 

remaining, broadly speaking, is associated with the use of surplus reserves from rapid early stage 
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growth being used to bolster long-term economic development.”58 However, the issue of how the 

funding structure, especially the liability profile, can shape the investment and governance of a 

SWF has largely been overlooked in the existing literature. Bader Alhashel reviewed the nascent 

literature on SWFs from 2007 to 2014, covering the majority of the scholarship on SWFs. He 

categorized the research during this period into four major themes: 1) regulations of SWFs; 2) the 

positive and negative effects of SWFs bring to firms and target countries; 3) SWFs investment 

strategies; 4) SWFs’ shareholder activism.59 None of the research included in Alhashel’s review 

discussed the political economy of SWFs’ funding structure and liability profile.  

Several financial practitioners have published research notes exploring the liability feature of 

SWFs. For instance, a 2008 JPMorgan research paper did distinguish between real wealth for 

commodity-based SWFs and borrowed wealth for SWFs funded by fiscal borrowing and foreign 

reserves.60 However, neither this research nor other works in existing literature has discussed how 

this difference in funding structure has shaped the investment behavior and the governance of the 

funds.  

Another example of an industry expert who have discussed the liability issue of SWF without 

examining the connection between domestic political economic process and the liability creation 

is Andrew Rozanov, who is widely credited to have coined the term “sovereign wealth fund” 

                                                      
58  David Murray, “Negotiating a Voluntary Code,” in Renee a Fry & Warwick J McKibbin and Justin O’brien ed., Sovereign 

Wealth: The Role of State Capital in the New Financial Order (London: Imeprial College Press, 2011). 
59 Bader Alhashel. 2015. “Sovereign Wealth Funds: A literature review,” Journal of Economics and Business, Volume 78, pp.1-

13. 
60 David G. Fernandez and Bernhard Eschweiler, “Sovereign Wealth Funds: A Bottom-up Primer.” JPMorgan Research, May 22, 

2008.  

 



   
 

37 
 

(SWFs) in a 2005.61 As a financial practitioner, he recognized that defining the liability profile, “is 

arguably the most important step in designing and running any fund.”62 His discussion focused on 

how different liability profiles might affect the investment risk and return preferences of different 

SWFs. Rather than evaluating whether SWFs were financed by real wealth or borrowed wealth, 

Rozanov argued that the liability profile of a SWF can be defined by its goal and function. This 

became the basis for his classification of SWFs into six categories: 1) stabilization funds; 2) future 

generation funds; 3) national pension reserve funds; 4) foreign reserve management 

agencies/corporations; 5) national development funds; and 6) government investment holding 

companies. Owing to his experience in the financial industry, Rozanov was able to appreciate the 

importance of the liability profile in determining the ultimate structure and operation of a SWF, 

its governance structure, asset allocations strategy, risk tolerance, and investment return target. 

However, his functional interpretation of the liability profile of a SWF did not consider the fund’s 

source of funding and how the funding structure can shape the investment and the relationship 

between a SWF and its sponsoring government. 

This dissertation enriches the existing study on SWFs by adding new piece of vocabulary to the 

debate on the political economy of SWFs: sovereign leveraged funds (SLFs). This concept of SLFs 

de-emphasizes the sovereign aspect of SWFs and instead places emphasis upon the financial 

characteristics of a fund, specifically the source and quality of its capital. When SWFs are viewed 

from this angle, there is a sharp distinction between funds that are capitalized by real wealth and 

those that are funded by leveraged/borrowed wealth. The latter are described as leveraged funds 

                                                      
61 He defines SWFs as sovereign-owned asset pools that are neither traditional public pension funds nor reserve assets supporting 

national currencies. See in Rozanov, Andrew. 2009. “Who Holds the Wealth of Nations,” Central Banking Journal, 4. Retrieved 

at http://piketty.pse.ens.fr/files/capital21c/xls/RawDataFiles/WealthReportsEtc/SovereignFunds/General/Rozanov2005.pdf  
62 Rozanov, Andrew. 2009. “Sovereign Wealth Funds: Defining Liabilities.” Revue d’Economie Financiere, 283–90. 

http://piketty.pse.ens.fr/files/capital21c/xls/RawDataFiles/WealthReportsEtc/SovereignFunds/General/Rozanov2005.pdf
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in order to highlight that these funds inherently represent the government taking on some form of 

debt or implicit liability in order to raise capital and reinvest it in a risk-taking venture.  

The traditional model of a SWF is a commodity-based fund capitalized by the proceeds from the 

government’s sale of natural resources or exploitation rights. This is an example of sovereign real 

wealth (net wealth), as this cashflow is largely unencumbered by any matching liability. The 

sovereign has wide discretion as to how to use this cashflow and it faces no associated obligation 

to pay compensation or repay a related loan. Notable examples of SWFs funded by real wealth are 

Norway’s Government Pension Fund and the Abu Dhabi Investment Authority. SWFs funded by 

real wealth tend to have more professional and efficient management because it is possible to 

closely align managers’ incentives to the interests of the single principal—the sovereign. In 

contrast, SWFs funded by borrowed wealth—sovereign leveraged funds—tend to have more 

complicated management structures that reflect the complex domestic political process that led to 

their creation. In the absence of sovereign real wealth, the capital for launching a SWF must be 

raised either by borrowing it or reallocating it from elsewhere in the economy, which is sure entail 

a political process. The launching of a SWF with leveraged/borrowed wealth is not an outcome of 

pure economic decisions but the product of the sponsoring states’ domestic political economic 

process. 

A sovereign leveraged fund is born out a domestic political economic process, and the fund’s 

liabilities are the birthmark. The liability profile of a SLF documents the domestic political process 

that raised the capital to create the fund. When the liability profile includes on-balance-sheet debt 

then the record is more explicit, it shows the political cost to launching the fund and reveals how 

the government weighs its risk-return trade off. When the liability is off-balance sheet, such as a 
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promise that reallocated capital will eventually be repaid in the form of an undefined benefit, then 

the record is more implicit, but insight into the domestic political process can still be inferred. In 

either case, the liabilities of the fund are in effect constraints upon how it operates that shape both 

the fund’s investment decisions and its overall risk tolerance. For this reason, an understanding of 

a fund based solely upon analyzing its assets is woefully inadequate. A complete understanding of 

a sovereign leverage fund is only possible when one considers how the fund’s investment decisions 

are driven by its liabilities profile, and how the relationship between investment decisions and 

asset-liability matching is fundamentally the product of the domestic political economy. This 

means that the investment behaviors and strategies of sovereign leverage funds are best interpreted 

as financial statecraft in action. 

The next chapter discusses in depth the concept of sovereign leveraged funds and the framework 

of sovereign leveraged funds. It will discuss in detail how SLFs are different from traditional 

commodity-based SWFs. It also explains how the “leveraged” capital structure can serve as a 

proxy to understand a fund’s investment behavior and its relationship with the state. Chapter 3 and 

4 will provide some empirical evidence to support this framework through a comparative case 

study of sovereign leveraged funds in China and Japan. The final chapter, Chapter 5, reviews the 

analytical framework and summarizes the main findings of the comparative case studies. It also 

points out limitations of this dissertation as well as suggestions for future research.  

V. Source of Data and Research Methodology 

 
My research draws upon primary sources in English, Chinese and Japanese language, 
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including: official documents, first-hand accounts published in newspaper reports, industry analyst 

investment reports, and the U.S. regulatory filings (such as SEC Form 18-K, Schedule 13G, etc.) 

made by Chinese and Japanese financial institutions. My analysis also uses data from secondary 

sources of noted authority, such as World Bank Open Data, IMF International Financial Statistics, 

Federal Reserve Economic Data (FRED), as well as private data providers such as Bloomberg, 

Preqin, Bureau van Dijk, Thomson Reuters, and the SWF Institute. Additionally, I have collected 

original data in the form of approximately 85 personal interviews conducted with government 

officials, assets managers, journalists, and academics during three years of field research in China, 

Japan, Italy, and the United Arab Emirates. My research also relies upon existing literature, 

archival research, and other open source materials. 

The primary research methodology employed in my dissertation is qualitative comparative case 

studies, supported by process tracing and financial analysis. In the case studies, I combine the 

positivist and interpretivist approaches to analyze why and how China used its foreign exchange 

reserves to create state-owned investment funds and what Chinese officials aimed to achieve 

relative to the national interest by doing so. From a comparative perspective, I examine how Japan, 

as an incumbent power in global finance, reacted to China’s financial statecraft and eventually 

responded by leveraging its own foreign exchange reserves to discreetly create a Japanese state-

owned investment fund. 
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Chapter 2 

A Framework for Sovereign 

Leveraged Funds   

 

 

 

 

 

 

 

 

 

 

Chapter 1 discussed the rise of sovereign wealth funds from a historical perspective, evaluated the 

existing studies on this special group of financial market participants, and pointed out the 

weaknesses of those studies. Chapter 1 also provided a way to refine the existing studies on 

sovereign wealth funds by proposing that the nature of fund’s “wealth” be considered a primary 

distinguishing feature. This makes for a categorical difference between funds capitalized by real 

wealth (net wealth unencumbered by liabilities) and funds capitalized by borrowed wealth 

(burdened with liabilities). The goal of Chapter 2 is to solidify this idea into a framework that fully 

defines a sovereign leverage fund (SLF) and answers two establishing questions: how do SLFs 

contrast with traditional commodity-based SWFs and how do these two types of funds form a 

dichotomy that divides the universe of sovereign wealth funds.  
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To achieve this goal, this chapter is divided into five sections, each of which builds upon the 

argument of the last. Section 1 describes a dichotomy in the universe of SWFs, with commodity-

based SWFs as the majority on one side and SLFs as a minority on the other side. Section 2 

describes the traditional model of a commodity-based SWF, the beneficial and detrimental role 

that these funds play in the sponsoring country’s economy and financial system. Section 3 

describes the features of a SLF, contrasts these features with commodity-based funds, and explains 

why SLFs deserve to be considered a distinct part to the dichotomy of SWFs. Section 4 describes 

three functions performed by SLFs that determine how they interact with the political-economic 

environment — SLFs as capital mobilizers, SLFs as protectors of strategic industry, and SLFs as 

agents of financial statecraft. Lastly, Section 5 summarizes the arguments of this chapter and 

briefly outlines Chapter 3 and 4, the two comparative cases. 

After reading the sections of this chapter, it will become apparent that this framework employs the 

term “leverage,” as in sovereign leverage funds, to have a much broader meaning than in the 

context of finance or accounting. This framework emphasizes leverage as a feature of SWFs in 

order to highlight its usefulness as a marker that clearly delineates the boundary between two 

groups of SWFs that exhibit different behavior along many political-economic dimensions. In this 

way, leverage is a convenient indicator variable, a proxy for the complex set of political-economic 

factors that shape the relationship of the fund to the state and the approach the fund takes to 

selecting its investments. These complex factors are ultimately codified in a fund’s capital 

structure, recorded on the fund’s balance sheet and in its liability profile. This makes leverage an 

artifact of the fund’s surrounding political-economic environment and is why leverage is the best 

metric to sort through SWFs and to form consistent groupings for purpose of comparison and 

generalization. This chapter lays out the framework for the analysis of sovereign leveraged funds 
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that is the basis for the comparative case studies of sovereign leveraged funds in China and Japan 

that follows in Chapter 3 and Chapter 4 respectively.  

In preview of this chapter’s conclusion: the model of SLFs is much more widely applicable to a 

greater number of country specific circumstances than the model of traditional commodity-based 

SWFs. Therefore, we can expect that the number of SLFs will continue to grow in the near-future. 

Furthermore, the particular functions that SLFs perform, are of interest to a wide variety of 

governments, and therefore we should expect a growing number of governments to express interest 

in launching a SLF in the future. 

 

I. Introduction: A dichotomy in the universe of SWFs 

As discussed in Chapter 1, this dissertation’s research is motivated by an empirical puzzle: how is 

it that a country like China, a country without significant natural resource exports, came to have 

several SWFs even though SWFs are predominantly found in commodity-exporting countries that 

enjoy large cash flows from the monetization of a natural resource endowment? The first step to 

addressing this empirical puzzle is to distinguish between SWFs that are funded by the 

monetization of natural resources and those that are funded by another form of wealth. Among 

exiting SWFs there are a myriad of different funding schemes, some of which are extremely 

complex and convoluted. However, the rules of accounting provide a reliable method to discern a 

SWF’s funding source. The fund’s capital structure, specifically its liability profile, recorded on 

its balance sheet documents its source funding source. In the existing literature, classification 

systems for SWFs have previously been proposed, but none of them has differentiated SWFs on 

the basis of their capital structure and liability profile. This is likely due to a lack of cross-
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disciplinary perspective in the study of SWFs. As discussed in Chapter 1, experts in finance tend 

to view SWFs as a type of institution investor — just another “fund” — whereas political 

economists focus upon the sovereign ownership aspect of SWFs. When we borrow from both of 

these disciplines, it becomes apparent that an accounting analysis of a SWF’s capital structure can 

provide insight into the political-economic circumstances of the fund’s creation. To date, this 

approach to analyzing SWFs has been given relatively little consideration. In recognizing of this 

opportunity, this dissertation proposes a new framework that differentiate SWFs basis of their 

capital structure and liability profile. This approach reveals that there are two types of SWFs, those 

funded by real wealth, and those funded by leveraged/borrowed wealth, which I call sovereign 

leveraged funds.  

The framework of this dissertation proposes is a dichotomy to SWFs: traditional commodity-based 

SWFs and sovereign leveraged funds (SLFs). The category of traditional commodity-based SWFs 

is a familiar model in the existing literature. It includes government-owned investment funds 

capitalized by the retained earnings from the monetization of a country’s natural resource 

endowment. These funds are considered to be capitalized by real wealth (net wealth unencumbered 

by any matched with any liability). In contrast, SLFs are funded by leveraged or borrowed wealth 

— that is capital raised by the state issuing either explicit or implicit liabilities or by leveraging 

existing capital stock and taking on implicit leverage. Most SWFs that are usually given the 

reductive label “non-commodity-based SWF” or “sovereign development fund” belong to the 

category of sovereign leveraged funds. This includes foreign-reserves-based SWFs as their initial 

capitalization involves the government taking on a form of implicit leverage. The same can be said 

for government holding companies that are funded by the repurposing or reallocation of 

government-owned shares or other assets. 
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From a finance perspective, a critical difference between commodity-based SWFs and SLFs is 

their funding source: commodity-based SWFs are funded by free cash flow from state-owned 

assets that are not matched by liabilities; whereas SLFs are funded by the proceeds from the state 

taking on explicit or implicit leverage. Viewing this distinction from a macroeconomic perspective 

yields another interpretation: commodity-based SWFs are funded by real wealth in countries with 

capital abundance, whereas SLFs are funded by borrowed wealth in countries with capital scarcity. 

The economic and financial conditions of a sponsoring country are crucial to determining the 

relationship between the state and the fund and what role that fund will play in the economy. 

Countries with an abundance of capital, far beyond the capacity of the domestic economy to absorb 

and more than the domestic financial system can allocate efficiently, have several reasons to 

consider launching a commodity-based SWF. These country’s governments may choose to divert 

excess capital as capital injections into a SWF. In this way these governments may avoid the 

hallowing out of the domestic economy that is referred to in development literature as the “natural 

resource curse” or “Dutch Disease.” Governments may also have other purposes for launching s 

SWF, such as often inter-generational wealth transfer, hedging commodities price fluctuations, or 

simply as s national savings account. In all of these cases, the creation of a SWF is intended to 

address a domestic economic imbalance that has resulted in an overabundance of capital relative 

to the domestic demand for that capital and the capacity of the domestic financial system. 

Clearly, the conditions that bring about capital abundance in an economy are unusual and do not 

apply to the majority of countries in which capital is scarce. In these countries, demand for capital 

exceeds the available supply, therefore the cost of capital rises, making previously profitable 

projects unprofitable until the point that the remaining profitable projects can be fully funded by 

the limited amount of available capital. A country with capital scarcity does not have the luxury 
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of needing a commodity-based SWF to divert capital away from its domestic economy. What these 

countries have is a need for a new type of financial institution that is able to better utilize the 

existing stock of available capital. Sovereign leverage funds are this new type of financial 

institution and they alleviate the binding constraint of capital scarcity by leveraging the existing 

capital stock either by the issuance of new state liabilities or by serving as a vehicle through which 

the state can unlock the risk-bearing potential of idle capital sitting in places like reserve accounts, 

fiscal surplus balances, or even pension assets. This means that founding of a SLF is cause for 

political competition among different bureaucracies and interest groups. This is not surprising, as 

the process of issuing new government debts or reallocating scarce capital is not only an economic 

issue but also a political one. In particular, the decision to create a SLF by reallocating capital 

resources from one government institution to another is likely to be a highly contested political 

battle rather than just a public finance issue.63  

How a state can take leverage through a SLF will be discussed in detail later in this chapter. For 

now, it is important to highlight this distinction: SLFs are born out of a political process while 

commodity-based SWFs are the product of an economic imbalance. This distinction is reflected in 

the capital structure of funds and is why leverage is a such a useful characteristic upon which to 

group funds for political-economic analysis. Before this chapter proceeds with that analysis, 

Section II will discuss the model of a traditional commodity-based SWFs, which stands in contrast 

                                                      
63 For instance, Wessel, D. (2012). Red ink: inside the high-stakes politics of the federal budget. New York: Crown Business. 

Campbell, J. C. (1977). Contemporary Japanese budget politics. Berkeley: Univ. of California Press. Clingan, C. E. (2001). 

Finance from Kaiser to Führer: Budget politics in Germany, 1912-1934. Westport, Conn.: Greenwood Press. Cozzetto, D. A., 

Kweit, M. G., & Kweit, R. W. (1995). Public budgeting: Politics, institutions, and processes. White Plains, N.Y.: Longman 

Publishers, USA. FONG, B. (2015). The politics of budget surpluses: The case of China VS. Hong Kong SAR. International 

Review of Administrative Sciences, 81(1), 134. Jung, C., & Clark, C. (2010). The impact of the Asian financial crisis on budget 

politics in South Korea. Asian Affairs: An American Review, 37(1), 27. Quinn, S. (2017). "The miracles of bookkeeping": How 

budget politics link fiscal policies and financial markets. American Journal of Sociology, 123(1), 48-85. Rubin, I. (1997). The 

politics of public budgeting: Getting and spending, borrowing and balancing. Chatham, N.J.: Chatham House Publishers. Suzuki, 

T. (2000). Japan's budget politics: Balancing domestic and international interests. Boulder, CO: Lynne Rienner Publishers. 

 



   
 

47 
 

to model of SLFs discussed in Section III. These two sections explain the different political-

economic fundamentals associated with SLFs and traditional commodity-based SWFs. 

Specifically, these two sections will discuss the nature of wealth, sources of funding, cost of 

funding, and the respective domestic political-economic environment of these two types of funds. 

Section IV builds upon the previous sections by discussing the three characteristic functions 

performed by SLFs in shaping the sponsoring countries’ political-economic landscape: mobilizing 

idle reserve assets of the state; protecting domestic ownership against foreign takeovers and 

maintaining state control over strategic industries at home; and facilitating the sponsoring states’ 

practice of financial statecraft by transforming idle reserve assets at home into foreign assets and 

foreign influence.  

II. The model of commodity-based SWFs 

The funding source for a commodity-based SWF is free cash flow from the monetization of natural 

resources such as oil and gas. This is real wealth that is unencumbered by liabilities. Diverting this 

cash flow as a capital injection directly into a SWF does not cause the government or the SWF to 

record a matching liability. In general, commodity-based SWFs do not record any liabilities (or a 

de minimis amount) on their balance sheets. Therefore, without considering opportunity costs, the 

nominal cost of capital for SWFs is extremely low. In fact, if capital injections are made 

automatically as the state receives free cash flow and there for the state has relatively little 

discretion in regards to amount then the fund’s cost of capital is near zero. When the government 

establishes a SWF and funds it with capital injections from free cash flow, that revenue is removed 

from the fiscal budgeting process. By diverting this revenue as a capital injection into a SWF for 
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investment purposes, the government literally transforms its natural resource endowment into 

financial assets.  

The existing literature on SWFs has documented a variety of practical economic and financial 

purposes for commodity-exporting countries to establish SWFs. These include saving revenue for 

the enjoyment of future generations, to dampening revenue volatility emanating from global 

commodities markets, or to overcome Dutch Disease (the crowding out of smaller industries by 

the dominant resource export sector).64 However, these works have largely failed to give sufficient 

attention to an overlooked basic fact: most commodity-based SWFs exist in economies with 

relatively undeveloped financial markets and limited opportunities for profitable investment at 

home. This conclusion can be reached not only by synthesizing the existing scholarly literature, 

but also by empirical analysis using data on the levels of financial sector activity and 

entrepreneurship in resource-dependent economies. Drawing upon an extensive data set covering 

128 countries from 1999 to 2008, Sanna Kurronen found empirical evidence that among resource-

dependent economies the banking sector tends to be smaller. Furthermore, the relatively small 

financial sector that did exist primarily catered to the needs of the resource sector, often times to 

the neglect of other sectors which hampered diversification in these economies.65 Similarly, an 

analysis of scores that the IMF assigns to each country to measure its financial market depth reveals 

                                                      
64 For a discussion of SWFs and natural resource economy, see, for example. Wills, S. E., Senbet, L. W., & Simbanegavi, W. 

(2016). Sovereign wealth funds and natural resource management in Africa. Journal of African Economies, 25, ii3. Alsweilem, 

K., & Rietveld, M. (2018). Sovereign wealth funds in resource economies: Institutional and fiscal foundations, Columbia 

University Press. Olawoye, O. O. (2017). Commodity based sovereign wealth funds: An alternative path to economic 

development. ProQuest Information & Learning). Dissertation Abstracts International Section A: Humanities and Social 

Sciences, 78 (6). Luecke, M. (2011). Stabilization and savings funds to manage natural resource revenues: Kazakhstan and 

Azerbaijan versus Norway. Comparative Economic Studies, 53(1), 35. Van Den Bremer, Ton and van der Ploeg, Frederick and 

Wills, Samuel, The Elephant in the Ground: Managing Oil and Sovereign Wealth (October 1, 2014). CAMA Working Paper No. 

62/2014.  
65 Kurronen, Sanna (2015). Financial Sector in Resource-dependent Economies. Emerging Markets Review. Volume 23, pp-209-

229. 
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a general pattern of countries with commodity-based SWFs also having relatively poor financial 

market depth.66 Figure 1 plots the IMF’s financial market depth score for the 35 countries that have 

established commodity-based SWFs. Figure 1 shows that only three SWFs exist in countries with 

a high degree of financial market depth, equal to or greater than the advanced economy average. 

Most other SWFs exist in countries that have a level of financial market depth that is below the 

advanced market average and closer to the emerging markets average. In several cases, the 

financial market depth is near zero, meaning the country has a commodity-based SWF but essential 

completely lack financial markets. The lack of financial market depth exhibited by countries with 

commodity-based SWFs is also an indication of a lack profitable investment opportunities in the 

domestic economy outside of the commodity sector. This is consistent with the findings of 

Mohammad Reza Farzanegan from his analysis of panel data consisting of 65 countries from 2004 

to 2011. Farzanegan found a negative and statistically significant relationship between oil rents 

dependency and entrepreneurship.67 The diminished level of entrepreneurship in these countries 

contributes to less demand for capital from non-resource sectors of the economy. This results in 

what can be a somewhat paradoxical situation, even though a country may be underdeveloped, it 

can still experience an overabundance of capital — that is to say that the free cash flow from the 

monetization of the country’s natural resources can far exceed the domestic demand for capital 

and the capacity of domestic financial market and institutions to absorb the excess capital. The 

condition of capital overabundance is a feature of many economies that have stablished 

commodity-based SWFs.  

 

                                                      
66 The concept of financial market depth relates to the capacity of markets to allocate a large amount of capital while maintaining 

liquidity and without distorting prices. 
67 Farzanegan, M. R. (2014). Can Oil-Rich Countries Encourage Entrepreneurship? Entrepreneurship and Regional 

Development, 26(9–10), 706–725. 
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Figure 3 SWFs act to safely absorb capital in economies lacking financial market depth 

 
 

A lack of financial market depth combined with relatively undersized domestic financial 

institutions in resource-dependent economies means the cash flow generated from the natural 

resource sector is generally much larger what can be recycled through the domestic financial 

system. This combined with limited entrepreneurship and undeveloped industries in other sectors 

means that there are few opportunities for profitable domestic investment of excess capital. Such 

a condition of capital overabundance is unusual and can lead to economic dynamics that are 

different from the base scenario of a conventional economy in which most financial and economic 

theories are grounded. In most economies of the world, different industries and projects compete 

for a limited amount of available capital resource, this is capital scarcity Under these normal 

conditions capital markets work to discover an equilibrium price of capital (cost of capital for the 

perspective of capital users) that then becomes the critical hurdle rate for a project’s rate of return 

to exceed in order to profitable. This calculation is repeated in the capital budgeting process at all 
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levels of the economy. The capital budgeting process rations capital to ensure that only profitable 

investment projects with a high likelihood of returning capital receive funding. However, in 

commodity-exporting countries with an overabundance of capital this process no longer works 

well. The extremely low-cost capital and a lack of capital markets prevents discovery of an 

equilibrium price to capital which short-circuits the economy-wide capital budgeting process. It 

no surprise then that several countries with commodity-based SWFs are often associated with large, 

costly, vanity building projects — at least according to critics. Such “white elephant” projects 

would be much less likely to proceed in a economy with capital scarcity and the associated capital 

budgeting process. Scholars in the fields of economics and political economy have also done 

extensive research on capital scarcity and sovereign debt crises. However, far less scholarly 

attention has been paid to the opposite situation, one of capital overabundance relative to both 

domestic industrial capital demand and to the capacity of domestic financial institutions. This is 

precisely the situation in which many commodity-exporting economies with large resource-

exporting revenues find themselves. 

The existing literature in economics and political economy often attributes the lack of 

socioeconomic development in commodity-exporting economies to what is often described as the 

“resource curse.”68 Underpinning all such resource curse explanations is that capital is overly 

abundant in resource-exporting economies. When capital ceases to be scarce, the normal 

                                                      
68 Scholars have offered the following explanations for why a resource is a curse rather than blessing: 1) the onset of “Dutch 

Disease”; 2) the deterioration of governance; 3) overinvestment in physical capital; 4) underinvestment in human capital; 5) 

underdeveloped financial markets; 6) increased macroeconomic volatility. For details, see, for instance, Ross, M. Lewin. (2012). 

The oil curse: how petroleum wealth shapes the development of nations. Princeton, NJ: Princeton University Press. Deacon, R. T. 

(2011). The political economy of the natural resource curse. Hanover, Mass.: Now Publishers. Gelʹman, V., & Marganii͡ a, O. 

(2010). Resource curse and post-Soviet Eurasia: oil, gas, and modernization. Lanham: Lexington Books. Ross, M., Kaiser, K., & 

Mazaheri, N. (2011). The "Resource Curse" in MENA: Political Transitions, Resource Wealth, Economic Shocks, and Conflict 

Risk. Washington, D.C.: The World Bank. Mlachila, M., & Ouedraogo, R. (2017). Financial Resource Curse in Resource-Rich 

Countries, 29. Petkov, B. (2018). Natural Resource Abundance: Is It a Blessing or Is It a Curse. Journal of Economic 

Development, 43(3), 25–56. 
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mechanism of capital budgeting ceases be effective in promoting long-term growth. This is 

especially true during the period of a commodity price boom when temporary a revenue windfall 

combined with perverse individual incentives can result in rampant misallocation of capital. To 

provide two examples of how such perverse individual incentives work: no matter how overpriced 

assets become fund managers will find it difficult to retain clients if they fail to stay fully invested 

in a bubbly market and bank managers without a full loan book no matter how prudent that may 

be will find it difficult to attain promotion. In these situations, the state has a motivation to create 

a SWF that can absorb excess capital from the natural resource sector and divert it away from 

domestic financial markets and institutions. This restores a sense of capital scarcity to the domestic 

financial system so that it can function normally and facilitate capital rationing as a feature of the 

economy-wide capital budgeting process. A far worse long-term economic outcome is if excess 

capital is invested in long-lived fixed assets with dubious long-term profit potential. These 

“investments” can become cases of throwing good money in after the bad when additional capital 

injections become necessary to just keep the entire project from becoming total loss. If excessive 

amounts of capital are allowed to enter the domestic financial markets it will drive down the cost 

of capital, and projects that normally would not be sufficiently profitable to be funded will 

nonetheless be enthusiastically rewarded with financing. In this way, excess capital poses a risk of 

not just overwhelming the domestic financial system but also saddling the entire economy with 

the type of impaired legacy assets and zombie companies that could permanently diminish its 

growth potential and delay the maturation of the financial sector into a valuable part of the 

economy.  

Very few commodity-exporting countries also have a well-developed domestic industrial base that 

provides sufficient opportunities for profitable domestic investment, even fewer have well-
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developed capital markets and financial institutions capable of efficiently allocating the flow 

capital from of resource revenue. Some governments have to avoid allowing excess capital to turn 

into loss-making domestic investment and to preserve their long-term international purchasing 

power by diverting excess capital into a SWF that can invest in the global market. In this way, a 

commodity-based SWF becomes a vehicle for transforming potentially harmful excess capital at 

home into scarce capital in global markets. This is precisely why some commodity-based SWFs 

have a mandate that forbids domestic investment. The practical function of commodity-based 

SWFs is not to control the dynamics of financial markets and reshape the operations of financial 

institutions, but instead to shelter them. In general, the existence of commodity-based SWFs 

doesn’t imply the state is dominating the market, but rather, that the state is complementing the 

market as its largest participant.  

Many scholars in development literature have noted the indispensable role played by the domestic 

financial system in developing a broad national industrial base. Similarly, there has been much 

empirical work by economists to explain why so many resource-rich countries have such a low 

level of financial development. However, much of this work doesn’t address the situation in which 

resource-dependent economies find themselves. In order to shelter the domestic financial system 

from being overwhelmed excess capital is diverted into a SWF, but this leaves the domestic 

industrial base still under developed and unable to generate capital demand. One way out of this 

predicament is for the state to aid the development of domestic industry through its commodity-

based SWF not by making direct domestic investments but instead by partnering with international 

investors to invest in domestic projects that are profitable after discounting for the international 

investor’s cost of capital. The commodity-based SWF doesn’t pick which domestic projects 

receive capital, it becomes a co-investment partner after a foreign investor has identified a 



   
 

54 
 

profitable project. In a sense, the commodity-exporting country has imported from abroad the 

financial expertise that is part and parcel to capital scarcity. In this way, domestic industry gets 

access to more capital than was available before, without the risk of an overabundance of capital. 

This has given rise to some commodity-based SWFs with a domestic investment mandate (see 

Table 1). 

Table 2 SWFs with Domestic Investment Mandates (non-exhaustive) 

Country Fund Year 

Founded 

Mandates AuM 

($bn) 

Domestic 

portfolio 

(%) 

Founding 

Source 

Angola 

 

Fundo 

Soberano de 

Angola 

2012 To generate sustainable financial 

returns that benefit Angola’s people, 

economy, and industries. 

5 NA Commodities 

(oil) 

Nigeria* Nigeria 

Infrastructure 

Fund 

2011 To invest in projects that contribute to 

the development of essential 

infrastructure in Nigeria. 

1 100 Commodities 

(oil) 

Russia Russia Direct 

Investment 

Fund 

2011 To make equity investments in 

strategic sectors within the 

Russian economy on a commercial 

basis by coinvesting with large 

international investors in an effort to 

attract long-term direct investment 

capital. 

10.0 NA Commodities 

(oil and gas) 

Gabon** Sovereign 

Fund of the 

Gabonese 

Republic 

1998 Initially set up for future generation; 

after 2012 focus more on domestic 

growth than external investments.  

Guide the Gabonese economy towards 

further local added value; 

Guarantee Gabon’s long-term financial 

independence; 

Support the growth and development 

of Gabonese companies. 

NA NA Commodities 

(oil) 

Author complied the table from SWFI database, official website of individual fund, and publicly available resources such as 

newspapers.  

*The Nigeria InfrastructureFund is one of three funds managed by the Nigeria Sovereign Investment Authority and absorbs 

between 20 and 60 percent of the authority's funding. 

** Gabon had a reserve account at the Banque des Etats de l'Afrique Centrale (BEAC) since 1998 called the Fund for Future 

Generations. in 1998. In 2010, this sovereign fund was renamed the Fonds Souverain de la Republique Gabonaise (Sovereign 

Fund of the Gabonese Republic). Since then have been managed by the Strategic Investment Funds (FGIS-Fonds Gabonais 

D’Investissements Strateiques). Domestic infrastructure investment has been made through the indigenous Ports Development 

Company. It has invested in strategic industries such as infrastructure, mining and port management. 

 

III. A new type of fund for different circumstances: SLFs 

A motivation of this dissertation is the empirical puzzle of why some countries that don’t have an 

overabundance capital from the monetization of natural resources have come to create SWFs. A 

case in point is China. While some scholars would claim that this puzzle is easily solved by 
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observing that China has an excessive amount of foreign exchange reserves and that its SWF is 

capitalized by these foreign exchange reserves, I have found this to be an insufficient explanation. 

Indeed, there are several countries with excessive foreign exchange reserves that do not have SWFs, 

such as Switzerland. The empirical puzzle persisted, there must be some other purpose or 

explanatory factors behind China’s creation of not just one but several SWFs. This solution to this 

empirical puzzle which came to light in course of my research is that the Chinese funds are actually 

examples of a new type of SWF that services a different function than traditional SWFs and is 

created on different economic circumstances. A common feature this new type of SWF is a 

complicated funding scheme that sometimes relies upon debt and other time implicit leverage. 

Therefore, I call this new type of SWF, found in China and elsewhere, a sovereign leveraged fund 

(SLF).  

A point of confusion that arises in discussions of China’s decision to launch a SWF is that China’s 

SWFs are not capitalized by unencumbered wealth. At the root of this confusions lies the conflation 

of a balance of payments surplus and foreign exchange reserves (an artifact of accounting) with 

real unencumbered wealth (a free cash flow stream from an asset). A country will accumulate 

foreign exchange reserves when both its current account and financial account are in surplus 

leading to an overall balance of payments surplus that must be offset by the accumulation of 

foreign exchange. 69  In a sense, a large current surplus is representative of making loans to 

foreigners to finance their purchases of goods. Under normal circumstances with free-floating 

currency regime, the exchange rate would adjust to make imports cheaper in the surplus country 

and exports more expensive in the deficit country, eventually bringing the imbalance to zero. 

                                                      
69 Current account + Capital account = change in FX reserves, or Trade balance + NFP + Capital account = change in FX 

reserves. 
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However, with fixed currencies and strong financial account inflows the surplus country will be 

forced to accumulate foreign exchange reserves. In a sense, these accumulated foreign exchange 

reserves represent purchasing power potential. If the surplus country’s currency had been allowed 

to appreciate that purchasing power potential would have been shared broadly among the 

consuming public. However, instead that purchase power potential is entirely retained by the state 

and kept in its coffers as foreign exchange reserves. In this way, foreign exchange reserves don’t 

equate to real wealth as much as they are the artifact of a wealth transfer from the consuming 

public to the state in the form of purchasing power potential. This is why SWFs that are capitalized 

by foreign exchange reserves cannot be said to represent real unencumbered wealth in the same 

way as commodity-based SWFs. 

A balance of payment surplus does not necessarily imply an abundance of capital. In fact, some 

“surplus countries” with excessive foreign exchange reserves and persistent trade surpluses, such 

as China, Japan, Singapore, and South Korea are relatively capital constrained. A country’s status 

as a “surplus country” is not a robust independent variable to explain the propensity of a 

government to create a SWF capitalized by foreign exchange reserves. Instead, this appears to be 

a necessary but insufficient condition. For example, Japan is a major surplus country with excess 

foreign exchange reserves but it does not claim to have a SWF. The status of “surplus country” 

describes the condition of a country’s balance of payments, while being a country with capital 

abundance describes an economic condition in which available capital outstrips domestic demand 

for that capital. The latter is the condition often found in countries with commodity-based SWFs, 

while the former is the condition found in countries with capital scarcity that goes unrelieved by 

foreign exchange reserves sitting idly on the balance sheet of the central bank. Instead of this 
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capital being recycled into domestic industry, it is managed very conservatively either by the 

central bank or the finance ministry. 

The majority of the world’s foreign exchange reserves are held in ultra-low risk assets like US 

Treasury bonds. The constraint that reserves be managed very conservatively means that reserves 

as capital have very low risk-bearing capacity and therefore cannot support the type of risk-taking 

entrepreneurial activity that drives economic growth. In order for the state to unlock the risk-

bearing potential of reserves and put that capital to more efficient use in financing the growth of 

preferred industries, it must first find a way to remove those reserves from the balance sheet of the 

central bank or finance ministry. Sovereign leveraged funds are vehicles for accomplishing this. 

SLFs transform “official” foreign exchange reserves into “shadow” reserves, which have much 

higher risk-bearing capacity and can be invested by the state in its preferred risky ventures or 

enterprises that support of key policy objectives. This decrease in reserves together with increased 

risk exposure in effect results in the state taking on increased economic leverage (the assumption 

greater risk exposure without a commensurate increase in capital). Many developing countries, 

especially after the Asian financial crisis, began to accumulate foreign exchange reserves out of 

concern for national economic security. The crisis had proven the need to be able to stabilize the 

local currency amid global financial market volatility. For many of these countries, changing the 

way that foreign exchange reserves are managed and allowing for investment in riskier assets is 

not only an economic issue but also a very contentious political issue as well.  

There are two ways that a state can take on leverage to establish a sovereign leveraged fund: 

financial leverage and economic leverage. The first and most straightforward way is for the state 

to increase its financial leverage by issuing new government debt or some other form of liability. 
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This allows the government to raise new capital from private markets, add it to the existing 

available capital and deploy the combined lot as investments in risky assets. From an accountancy 

perspective, the state has expanded its balance sheet by increasing its debt load and therefore 

increases its use of financial leverage.   

A second and much more subtle approach is for the state to increase leverage without raising new 

debt by employing economic leverage. Economic leverage occurs anytime when the potential 

change in the value of an asset is greater than the amount paid for it. Put differently, the state 

increases its use of economic leverage when it assumes greater risk exposure without a 

commensurate increase in capital. This means that for the state to increase its use of economic 

leverage it must also increase its risk tolerance. The higher the state’s risk tolerance the less 

compelled it is to hold reserves (e.g. foreign exchange reserves, pension reserves, or accumulated 

fiscal surplus), which in turn frees those reserves to become risk-bearing capital. SLFs are the 

vehicles for states to take economic leverage, when reserves assets are transferred to the balance 

sheet of a SLF they are transformed into risk-bearing capital backing an investment portfolio of 

risky assets whose price swings make for potential gains and losses that exceed the initial amount 

invested – the capital has become leveraged. In accounting parlance, the reserves have been 

recharacterized as a form of equity.   

By employing economic leverage, the state essentially unlocks the risk-bearing capacity of capital 

that otherwise would be sitting idly as reserves. The source of these idle reserves may be foreign 

exchange reserves, fiscal surplus balances, pension reserves, and state-owned stock shares in state-

owned enterprises. The state’s use of economic leverage changes the risk-bearing profile of the 

existing stock of capital in the economy and allows for more risk-taking endeavors to be funded. 
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A country that determines itself to have an excess of foreign exchange reserves may use part of 

those reserves for investment purposes to alleviate domestic capital scarcity while reduce the 

opportunity cost of holding excess reserves by pursuing higher investment returns.70  As the 

amount of foreign exchange reserves in some emerging market economies and even some 

developed economies continue to grow, there has been a growing debate over the optimal level of 

reserves and the cost of holding excess foreign exchange reserves.71 In cases like this, SLFs 

certainly have a role to play. SLFs can be established by injecting part of the country’s 

conservatively managed foreign exchange reserves into a new or an existing state-owned financial 

institution through which the idle foreign exchange reserves can serve as risk-bearing capital. This 

is essentially the mechanism through which some so-called FX-based sovereign wealth funds are 

created. There are also some state-owned financial institutions that do not call themselves a 

sovereign wealth fund but borrow the country’s foreign exchange reserves and use the borrowed 

reserves for investment purposes. A case in point is Japan Bank for International Cooperation, 

which will be discussed in detail in Chapter 4. Once the reserves are used to capitalize the funds, 

they are no longer part of the “official” foreign exchange reserves as defined by the IMF’s standard 

for foreign exchange reserves statistics.  

                                                      
70 Many developing countries have accumulated large amounts of foreign exchange reserves for reasons that have been well 

examined by other scholars. For example, Griffith-Jones and Ocampo identified four major motives for the accumulation of 

foreign exchange assets: wealth substitution, resilient surplus, counter-cyclical buffer and self-insurance. See in Griffith-Jones S., 

Ocampo J.A. (2010), “Sovereign Wealth Funds: A developing country perspective,” Foundation for European Progressive 

Studies, Brussels. 
71 For a discussion of the social cost of holding excess foreign exchange reserves, see Rodrik, D. (2006). The Social Cost of 

Foreign Exchange Reserves. International Economic Journal, 20(3), 253–266. For a formal stylized discussion on optimal level 

of foreign exchange reserves in emerging economies, see Jeanne, O., & Ranciere, R. (2011). The Optimal Level of International 

Reserves for Emerging Market Countries: A New Formula and Some Applications. Economic Journal, 121(555), 905–930. 

Examples with policy implications, see Zheng, Y., & Yi, J. (2007). China’s Rapid Accumulation of Foreign Exchange Reserves 

and Its Policy Implications. China and World Economy, 15(1), 14–25. Cheng, T., & Liu, X. (2013). Foreign exchange reserves: a 

new challenge to China. Journal of Post Keynesian Economics, 35(4), 621–650. Goldberg, L., Hull, C. E., & Stein, S. (2013). Do 

Industrialized Countries Hold the Right Foreign Exchange Reserves? Current Issues in Economics & Finance, 19(1), 1. 
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It is important to note that the creation of a SLF using foreign exchange reserves will necessarily 

reduce a country’s foreign exchange reserves. This is because when a central bank or the ministry 

of finance uses foreign exchange reserves to capitalize a SWF, that capital is no longer counted 

towards the IMF’s definition of official reserves. Reserves that are moved off the balance sheet of 

a central bank become “shadow reserves.” 72 These shadow reserves are often not subject to the 

same restrictions as official reserves when it comes to leverage and investment in risky assets. For 

this reason, shadow reserves form the capital base of several SLFs, including all those in China’s 

SLF complex that will be discussed in Chapter 3. 

Foreign exchange reserves are not the only source of idle reserve capital upon which a state can 

take economic leverage. Other major sources of state-administered capital include fiscal assets, 

government-owned stock shares and pension reserves. A state can take on leverage by allocating 

fiscal assets and government-owned stock shares to a state-owned holding company through which 

more risk can be taken in order to pursue higher returns on the assets. It can also increase the risk-

bearing profile of a national pension fund, or merge a pension fund with an existing fund. In fact, 

many funds were founded with this purpose of economic diversification and development (see 

table below). Across the instances of SLFs there are three identifiable functions that the funds tend 

to serve: to promote long-term strategic economic development, to strengthen the international 

competitiveness of national companies, and to support the development of strategic industry. 

These functions will be discussed in detail in Section IV. Generally, these functions have led to 

                                                      
72 Brad W. Setser has used this term to describe foreign exchange hidden in the state banks. This author borrows this term and 

uses it to describe foreign exchange reserves that are taken out of the central bank’s pocket for other usages, such as recapitalize 

state-owned financial institutions, capitalizing new government-owned investment funds or multilateral investment banks or 

funds, and so on. For Brad Setser’s use of shadow reserves, see for example, “China’s Non-Reserve Official Assets, and How 

They Might Help Us Understand China’s Forward Book,” Council on Foreign Relations, November 8, 2016. 

https://www.cfr.org/blog/chinas-non-reserve-official-assets-and-how-they-might-help-us-understand-chinas-forward-book   

https://www.cfr.org/blog/chinas-non-reserve-official-assets-and-how-they-might-help-us-understand-chinas-forward-book
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SLFs invest more domestically compared to commodity-based SWFs. This difference in asset 

allocation will be discussed in Section V. 

Table 3 Sovereign Leveraged Funds capitalized by government assets 

Name of Fund Sponsoring 

Country 

Time of 

Establishment 

Source of Initial Capitalization Asset under 

management 

Temasek Holdings Singapore  6/25/1974 holding company; government shares 

in companies 

$374,896,000,000  

Investment Corporation 

of Dubai 

UAE 5/3/2006 holding company; government shares 

in companies 

$233,801,000,000  

Mubadala Investment 

Company 

UAE 10/1/2002 government development program 

(UAE Offsets Group); (organized as a 

Public Joint Stock Company) 

$226,484,000,000  

Samruk-Kazyna Kazakhstan 10/13/2008 founded by the merge of two state-

owned enterprises, Management of 

State Assets SAMRUK and KAZYNA 

Sustainable Development Fund. 

organized as a joint stock company. 

$71,344,300,000  

Emirates Investment 

Authority 

UAE 5/1/2008 UAE federal government shares in 

over 30 corporations across the GCC, 

including Etisalat, Du, Gulf 

International Bank, United Arab 

Shipping Company and Gulf 

Investment Corporation 

$45,000,000,000  

Turkey Wealth Fund Turkey  8/26/2016 Joint stock company. It has paid-in 

capital of 50 million TRY (US$ 16 

million). The capital is being financed 

from Turkey’s state privatization fund 

which will hold shares in the company. 

In addition, in January 2017, proceeds 

from lottery games and betting, such as 

horse races and Turkey’s national 

lottery, will be funneled into the 

sovereign fund for 49 years, starting 

from January 1, 2018. 

$40,000,000,000  

Khazanah Nasional Malaysia 9/3/1993 commercial assets of the government; 

issued Islamic bonds. Incorporated as a 

public limited company.   

$32,727,600,000  

Ireland Strategic 

Investment Fund 

Ireland 12/21/14 formed from the remaining assets of 

the National Pensions Reserve Fund 

(NPRF); established with a statutory 

mandate to invest on a commercial 

basis in a manner designed to support 

economic activity and employment of 

Ireland.  

$24,521,500,000  

The Fund for Financing 

State Development 

Programs 

Uzbekistan 12/1/2017 The sources of the Fund’s funds are 

formed based on the state budget of the 

Republic of Uzbekistan and state off-

budget funds, the Fund for 

Reconstruction and Development of 

the Republic of Uzbekistan, foreign 

loans attracted under the guarantee of 

the Government of Uzbekistan and 

other sources. 

 

Mumtalakat Holding Bahrain 6/1/2006 government shares in companies. It 

manages Bahrain's strategic non-oil 

and gas related assets. 

$15,198,600,000  
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Solidium Oy Finland 
 

a holding company wholly owned by 

the State of Finland and a minority 

owner in nationally important listed 

companies.   

Solidium was founded to manage the 

property of SKOP Bank 

(Säästöpankkien Keskus-Osake-

Pankki), which went bankrupt in the 

early 1990s recession. In 2008 the 

purpose of Solidium was changed to 

manage the listed minority 

shareholdings of the Finnish state. 

$5,761,810,000  

CDP Equity SpA 

(former, Fondo 

Strategico Italiano) 

Italy late July 2011  90% of initial capitalization ( €1 

billion) was contributed by Cassa 

Depositi e Prestiti (CDP) and 10% 

from Fintecna. On March 31, 2016 FSI 

was renamed into CDP Equity. 

Currently 100% owned by CDP. Its 

purpose is to invest in strategic Italian 

companies to help them to compete 

globally.  

$6,763,300,000  

SFPI-FPIM(Federal 

Holding and Investment 

Company) 

Belgium 11/1/2006  a merger between the Federal 

Participation Company and the Federal 

Investment Company; centrally 

manages the federal government’s 

shareholdings, cooperates with the 

government on specific projects and 

pursues its own investment policy in 

the interests of the Belgian economy. 

$2,690,640,000  

Hellenic Corporation of 

Assets and 

Participations S.A. 

Greece  May 2016 holding company managing a wide 

array of Greek State-owned assets and 

participations. 

$1,555,230,000  

Fund for Productive 

Industrial Revolution 

Bolivia 4/9/2012 borrowing reserves from the central 

bank. Funded with a duration of 30 

years and can be renewed after.  

$1,200,000,000  

Fonds Souverain 

d'Investissements 

Stratégiques S.A. 

Senegal October 2013.  The government of Senegal transferred 

state assets into Fonsis. The fund seeks 

to leverage public assets to drive 

profits and growth. 

$1,000,000,000  

Palestine Investment 

Fund 

Palestine 3/17/2003  It was created by a transfer of assets 

previously managed by the Palestinian 

Authority. 

$856,224,000  

Sharjah Asset 

Management Holding 

LLC 

UAE 6/30/1905 government asset; started within the 

Sharjah Finance Department 

$793,202,000  

Luxembourg 

Intergenerational 

Sovereign Fund 

Luxembourg 12/19/2014 It is supported by an annual budget 

allocation of at least EUR 50 million, 

which consists of revenue partly 

derived from VAT on e-commerce and 

excise duties on fuel. It can be fed by 

other recipes considered as non-

recurring.  

$229,990,000  
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Abu Dhabi Investment 

Council 

UAE 
 

splintered off from the Abu Dhabi 

Investment Authority (ADIA).  On 

June 4, 2018, UAE President Sheikh 

Khalifa bin Zayed Al Nahyan had 

issued a law to turn the Abu Dhabi 

Investment Council (ADIC) into a 

public joint-stock company as part of 

moving the entity into the Mubadala 

Investment Company.  

NA 

Austrian State and 

Industrial Holding 

Limited (Österreichische 

Bundes- und 

Industriebeteiligungen 

GmbH, previously 

OIAG) 

Austria 1/1/2015  a state holding company that 

administers the investments of the 

Republic of Austria in partially or 

entirely nationalized companies. 

Organized as a limited liability 

company. 

NA 

The Strategic 

Investment Fund (SIF, 

Fonds Stratégique 

d’Investissement) 

France 12/19/2008 It was endowed with EUR 20 billion, 

i.e. 14 billion worth of stakes in French 

companies, previously held by the 

government and the Caisse des Dépôts 

et Consignations (CDC), and 6 billion 

of cash. The fund is owned by CDC 

(51%) and the French government 

(49%). 

NA 

Misr Fund Egypt 2018 Egyptian public treasury. NA 

Polish Development 

Fund 

Poland  4/1/2016 Holding company  
 

State Capital Investment 

Corporation 

Vietnam 6/20/2005 Holding company; the government 

shareholder in Vietnamese state-owned 

enterprises. In addition, the SCIC is 

responsible for promoting strategies to 

support market development, jobs and 

economic growth in Vietnam. The 

strategic development sovereign 

wealth fund (SDSWF) was also created 

to reduce government ownership in 

domestic companies. 

NA 

Figure 2 and Figure 3 visualize the difference between commodity-based SWFs and SLFs with 

regards to their sponsoring countries’ level of financial development and capital stock (capital 

overabundance or capital scarcity). These two figures are snapshots of the level of financial 

development and the total monetizable wealth of countries in 2014. Those countries that have a 

traditional commodity-based sovereign wealth fund are marked by a red circle. Those countries 

with a sovereign leveraged fund are marked by a green circle and the name of the country is printed 

beside the circle. Lastly, those countries without any such fund are marked with an empty circle 

for reference. The dashed line is the fitted line that results from a simple linear regression.  
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Figure 4 Financial Institution Depth vs state’s monetizable wealth 

 

Figure 5 Financial Market Depth vs state’s monetizable wealth 

 
 

The y-axis (vertical axis) in these graphs represents a country’s monetizable wealth, defined as the 

amount of capital that a country’s government could readily convert into financial assets. More 

specifically, monetizable wealth is mathematically calculated as total wealth minus human capital. 

The data on a country’s total wealth and human capital are from the World Bank’s project on “The 

Changing Wealth of Nations” and its Wealth Accounting dataset. The x-axis (horizontal axis) in 

these graphs represents two measures from the IMF’s Index of Financial Development. The 

measure in Figure 2 is Financial Institution Depth (FID) which is a general measure of the size and 

robustness of financial institutions in a country. The measure in Figure 3 is Financial Market Depth 

(FMD), which measures the capacity of markets to absorb capital while still allocating it efficiently. 

In both cases, these measures are a proxy for the throughput capacity of a country’s existing 

financial institutions and markets in terms of additional capital. In general, those countries that are 

above the dashed line, could be said to have relatively underdeveloped financial institutions or 

markets relative to the capital stock in the economy (capital overabundance). Conversely, those 
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countries below the dashed line have relatively over-developed financial institutions or markets 

given their level of capital stock (capital scarcity). 

We can interpret these two graphs as indicating that in general, SWFs exist in countries that have 

relatively underdeveloped financial institutions and markets. This is demonstrated in the graphs 

by the distance above the dashed line for the red circles. For those countries that which are 

especially far the dashed line, the implication is that they enjoy an overabundance of capital. 

Indeed, the available capital is much greater than their current financial institutions and markets 

could be expected to efficiently allocate. These observations from these two graphs are consistent 

with the earlier claims from the existing literature that financial institutions tend to be 

underdeveloped in resource-dependent economies. Overabundant capital combined with 

underdeveloped financial institutions and markets in resource-dependent economies makes it not 

surprising that in these countries SWFs tend to serve as an outlet for excess capital, allowing it to 

be invested overseas at a profit rather than squandered domestically. 

We can also observe in these two graphs that countries with SLFs are much closer to the dashed 

line, with an almost equal amount falling below and above the dashed line. This indicates that 

countries with SLFs have financial institutions and markets at a level of development about in line 

with what we would expect given their monetizable wealth (capital stock). The implication is that 

these countries generally do not have an overabundance of capital, that is to say more capital than 

their existing financial institutions and markets could reasonably absorb. In these countries, SLFs 

stand alongside existing financial institutions and complement them in terms of capital allocation. 

This supports the argument that SLFs represent a form of government interaction with the financial 

system that is very different from traditional commodity-based SWFs. In the case of SLFs, the 
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government is attempting to change the existing landscape of financial institutions in its economy 

by introducing a new type of entities onto that landscape. Section IV will describe the three 

functions of a SLF and what states can accomplish by introducing a SLF into the domestic financial 

system.  

Commodity-based SWFs and SLFs are established to address different domestic macroeconomic 

and financial concerns. As discussed earlier, the economic motivation for creating a SWF is to 

deal with the problem of excess capital from the monetization of natural resources. In addition, 

commodity-based SWFs represent commodity-exporting countries’ decision to convert their 

natural resource endowment into overseas financial assets and save for the long-run in the form of 

financial assets. They inherently reflect a dilemma of whether to extract and monetize natural 

resources today and save for the future in the form of financial assets, or to delay natural resources 

export and save for the future in the form of untapped natural resources. By contrast, SLFs in most 

cases are created to unlock and repurpose capital assets that are “stuck” somewhere in the economy 

that cannot be easily tapped by the state to pursue higher returns on investment or for risk-bearing 

developmental investment purposes at home and abroad. The state creates SLFs for financial 

development purposes by repurposing capital assets that are either sitting idly or invested in ultra-

safe assets at significant opportunity cost, making them available for pursing higher returns or for 

achieving a state prioritized agenda such as supporting the development of strategic industries at 

home. 

Once established, SLFs become additional financial institutions in the economy that have access 

to a special pool of state-administered capital that can hardly be accessed by ordinary financial 

institutions such as existing commercial banks. In this way, SLFs function as capital distribution 
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channels of the state to allocate this special pool of capital to preferred sectors or corporations. 

This corresponds to the first and second distinct functions of SLFs that will be elaborated in Section 

IV: SLFs are Gerschenkron’s capital mobilizers in the 21st century; they support national 

champions or state-favored corporations in maintaining government control over strategic 

industries and help enhance the international competitiveness of national companies. This also 

explains why some advanced economies such as France, Italy, Belgium, Finland and others have 

established their own sovereign leveraged funds by repurposing government assets. 73  This 

particular function of a SLF will be elaborated on in detail in Section IV. 

The fact that traditional commodity-based SWFs and SLFs are created to address different 

domestic macroeconomic and financial concerns is what shapes their different relations with the 

domestic political economic establishment. Compared with commodity-based SWFs, SLFs tend 

to be more embedded in the sponsoring states’ domestic politics and domestic political economic 

apparatus than commodity-based SWFs. This is because the creation of leverage either by 

repurposing a special pool of capital or by issuing new debt is a political decision of the state. The 

decision-making process involves actual politicians with their own political calculations, real 

bureaucrats representing different interests, and other groups with competing demands. In other 

words, SLFs are the outcome of a decision-making process, they are born in a domestic political 

process that involves allocating scarce capital amongst competing demands. Moreover, once 

established, a SLF as a new government institution will have a tangible effect at home and abroad 

                                                      
73 These funds have not been thoroughly researched in existing literature. For a discussion on the French Strategic Investment 

Fund: see “The French Strategic Investment Fund: A Creative Approach to Complement SWF Regulation or Mere 

Protectionism? 
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by way of its investments. All of these point to a distinctive feature of SLFs: SLFs are products of 

the sponsoring states’ political and strategic calculations.  

The financial and economic fundamentals regarding the mechanisms through which a developing 

state can use leveraged capital to establish a SWF are relatively straightforward. The conditions 

and process that bring about a SLF are deeply embedded in a country’s domestic political 

economic system. When the political regime of the state is a unitary autocracy, the SLF is more 

likely to be established as a new agency to achieve the long-term strategic development vision of 

the ruling elites. The ruling elites have well-defined interests and a long-term orientation, hence 

they would be willing to decrease the official reserves they own and establish a modern investment 

company by taking on some calculated risk, so as to make the SLF a vehicle to achieve 

development in the long run. This is also a political economic explanation to why some natural-

resource-dependent economies have established “development companies” that are essentially 

sovereign leveraged funds with the intention of supporting economic diversification alongside 

commodity-based SWFs. From this perspective, the SLF established by a unitary autocracy is a 

public good but the ultimate goal is to keep the ruling elites in power and increase their own welfare 

in the long run. Singapore’s Temasek and Abu Dhabi’s Mubadala are good examples. 

A comparison between Mubadala (a SLF) and Abu Dhabi Investment Authority (ADIA, a 

commodity-based SWF) provides a clear contrast of what is a commodity-based SWF and what is 

a SLF. A detailed analysis on these particular funds is beyond the scope of this dissertation, but 

they have obvious differences in levels of transparency, financial structure, governance, and 

investment preferences in terms of geography and sector. These differences illustrate that despite 

Mubadala and ADIA share the same sponsoring country, the resource-abundant Emirate of Abu 
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Dhabi, the two funds are not only functionally different but also fit into different strategic 

calculations of the ruling elite. Mubadala as a SLF takes on the responsibility of diversifying the 

economy for Abu Dhabi’s long-term development. It functions as a necessary financial institution 

to support the growth of domestic industries. It is also the most important financier to implement 

the “Abu Dhabi Economic Vision 2030,” a long-term plan for the transformation of the emirate’s 

economy, including a reduced reliance on the oil sector as the primary driver of economic activity 

and a greater focus on knowledge-based industries in the future.74  By contrast, ADIA is not 

involved with domestic industrial development but instead focuses predominantly on generating 

higher returns at given levels of investment.  

As mentioned earlier, a distinctive feature of SLFs is that they are capitalized by leveraged capital. 

They are similar to private-sector leveraged funds in that they both use leveraged capital to 

purchase assets with the hope that the prices of the assets will appreciate and the after-tax income 

will exceed the funding cost. A major difference between SLFs and private-sector leveraged funds 

is that SLFs are funded by the state borrowing either explicitly (on-balance sheet) or implicitly 

(off-balance sheet). An apt example is China Investment Corporation (CIC). China’s Ministry of 

Finance issued special purpose bonds with specified interest, which were all purchased by the 

People’s Bank of China, the country’s central bank, using foreign exchange reserves. The proceeds 

of these bonds were used capitalize CIC, which came from China’s foreign exchange reserves. 

The financial nature of CIC’s initial capitalization is a liability, for which CIC is supposed to pay 

about 5 percent annual interest. Therefore, sovereign funds that have a similar capital structure to 

CIC in terms of liability profile are in fact not funded by unencumbered real wealth of the state. In 

                                                      
74 For details on this Economic Vision 2030, see the official portal of the UAE government at https://government.ae/en/about-the-

uae/strategies-initiatives-and-awards/local-governments-strategies-and-plans/abu-dhabi-economic-vision-2030  

https://government.ae/en/about-the-uae/strategies-initiatives-and-awards/local-governments-strategies-and-plans/abu-dhabi-economic-vision-2030
https://government.ae/en/about-the-uae/strategies-initiatives-and-awards/local-governments-strategies-and-plans/abu-dhabi-economic-vision-2030
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this sense, these funds by its funding nature are different from traditional commodity-based SWFs 

but rather SLFs. The politics of the process of creating a SLF is inherently complicated because it 

often involves reallocating or repurposing an existing pool of capital that is often a target of 

competitive demands among different bureaucracies and interest groups. Chapter 3 and Chapter 4 

will illustrate this through comparative cases studies of the politics of establishing and 

transforming SLFs in China and Japan. 

The key to understanding where a SLF is seated on a country’s domestic political-economic 

landscape is to understand the fund’s liability profile. The creation of a SLF is through a deliberate 

political-economic process that involves the state’s cautious decision to take on financial leverage 

or repurpose a special pool of existing capital administered by the state. This political economic 

decision-making process inevitably involves changing the status quo of the management and 

control over state-controlled assets. The liability profile is correlated with the SLF’s funding cost, 

which implies that in order to turn a profit the fund’s return on investment must be higher than 

interest payment on its liabilities. This places a financial constraint on the SLF’s investment 

decision making. This means that several important questions must be resolved in the process of 

establishing a SLF: who should provide and raise the capital by issuing liabilities in the first place, 

who should have ownership over the SLF once established, who should manage the SLF, how 

should interest payments on the liabilities be arranged, and who should be the guarantor of these 

liabilities. Finding an answer to each of these questions is the first step to establishing a SLF and 

is a part of a political process. As a result, a SLF is as much a political institution as a financial 

institution because it is an outcome of the domestic political decision-making process. The political 

process determines whether the SLF will be dominated by a particular government bureaucracy or 

potentially even a particular individual, or will the SLF truly reflect the state’s national interests. 
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A fragmented political process where different government institutions and bureaucracies fight for 

the control of the organization and behavior of the SLF will reflect bureaucratic competition. This 

means there will either be a political compromise between conflicting interests, or alternatively, 

the winner will have total control over the SLF, staffing the top management of the SLF with its 

own people.  

When the political regime of the state is fragmented rather than unitary, especially when there are 

rivalry bureaucratic institutions fighting for dominance over the political process of policy making 

and competing for control over the management of the state’s official reserves. The status quo of 

the rivalry and who controls the state’s reserves is likely be preserved until a crisis arises. A crisis 

creates new possibilities and excuses for a change to the status quo of the bureaucratic balance of 

power and the control over reserves management. Thus, the political rivalry among competing 

bureaucratic agencies will be exacerbated when a crisis hits a country, particularly if the crisis that 

arises impacts the domestic financial system, either the securities markets or the banking system. 

In times of a domestic banking or securities market crisis, there is an urgent need to concentrate 

scarce capital and make it available to recapitalize financial institutions or to prop up securities 

markets so as to prevent the domestic financial system from becoming completely paralyzed. A 

crisis has been the catalysts for the formation of some SLFs, most prominent among these include 

China Investment Corporation, the Ireland Strategic Investment Fund, the transformation of Japan 

Bank for International Cooperation, and others. But how such a SLF is structured, whose interests 

it represents, and how it is managed, questions like these are largely determined by the surrounding 

political process and the power dynamics of bureaucratic rivalries. Because capital is scarce and it 

requires a complicated political process to mobilize capital and create a SLF, the establishment of 
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a SLFs reflects a deliberate effort by the state to address an urgent challenge or to achieve a certain 

policy goal that is prioritized by the state. 

IV.  Three functions of SLFs in the political economic landscape 

The previous sections discussed the differences in financial and political economic fundamentals 

between commodity-based SWFs and sovereign leveraged funds using an analytical framework 

that focuses upon the source and the nature of wealth used to capitalize the funds and the domestic 

political-economic process surrounding the creation of the funds. That analysis draws upon ideas 

from the literature in several fields, including: international finance on sovereign wealth funds, 

political economic analysis of resource-dependent economies, and economic theories on capital 

budgeting and capital rationing. This section moves on to address the importance of SLFs and how 

they impact the surrounding political-economic landscape. In short, why do SLFs matter? This 

discussion primarily resolves around three distinctive functions that SLFs are observed as serving 

in several sponsoring countries. The analysis of these three functions in this section borrows from 

and creates a bridge between studies on sovereign wealth funds from the literature in the fields of 

international finance and economics, international political economy, and comparative political 

economy.  

The most important insight from this analysis is that unlike commodity-based SWFs, whose 

primary function is to preserve and grow revenue from monetized natural resources, SLFs are 

embedded in the domestic political-economic landscape and are created with the intent of 

facilitating the state’s intervention in the market. Commodity-based SWFs are large but otherwise 

relatively unremarkable participants in capital markets, they show few signs of actively attempting 

to alter the way that markets operate. Their primary purpose is to provide an investment alternative 
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to using natural resource revenues on unprofitable investment at home. In contrast, SLFs do not 

always act as normal market participants, instead sometimes they act to shape the markets in which 

they are based and in which they participate. The creation of SLF and its subsequent participation 

in capital market represents the state’s attempt to use access to scarce capital as a method of 

correcting a perceived problem in the economy or a means to advance a particular political 

economic agenda. Examples of perceived problems that the state has sought to address either 

directly or indirectly by creating a SLF include: lowering the opportunity costs of holding reserves, 

stemming a financial system crisis, restructuring domestic industries, boosting the international 

competitiveness of domestic industries and corporations, and strengthening political control over 

strategic industries while guarding against foreign takeover. 

Establishing a SLF that has access to a special pool of capital allows the state to use market 

mechanisms to pursue policy objectives rather than resorting to policy regulations hoping to 

achieve desired policy goals. The use of market mechanisms to achieve policy objectives is often 

more efficient — and certainly less heavy handed — than alternatives like regulations or directives. 

Establishment of a SLF can be seen a step towards the financialization of state policy. States create 

SLFs in order to use market mechanisms to actively shape the way that markets operate and nurture 

market conditions for the purpose of advancing a state-prioritized agenda both at home and abroad. 

With the rise of SLFs, states are no longer regulators that stand outside of and try to take control 

over markets. Neither are they just another market participant that follow the lead of markets.  

Instead, states have used SLFs to be market creators and market movers, exerting their influence 

through select investments and not through regulations. The evolution of the state’s relationship 

with the market can be analogized as the state going from wolf (regulator) to sheep (commodity-

SWF) to finally shepherd (SLF).  
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SLFs are established with three major functions that are categorically different from commodity-

based SWFs. First, SLFs are meant to mobilize capital for more efficient use in the economy in a 

way that existing domestic financial institutions are simply unable. This means that in terms of 

economic development, SLFs are the 21st century version of Alexander Gerschenkron’s capital 

mobilizers. The state establishes a SLF for the purpose of efficiently funneling capital into state-

prioritized industries and projects. This is why SLFs tend to invest a greater share of their portfolio 

at home compared to commodity-based SWFs and why some SLFs even have a domestic 

developmental mandate. Second, SLFs support large iconic enterprises that are popularly 

associated with the country (so-called national champions) and strategic industry more broadly by 

providing a ready supply of capital in case of illiquidity during times of financial stress or to 

preserve their home-country dominated ownership structure and guard against takeover by foreign 

investors. Third, SLFs serve the agents of the state in the practice financial statecraft by choosing 

overseas investments on basis of both tangible financial returns and intangible political gains. 

Table 3 lists these three functions and how they interact with a country’s level of development and 

how they fit into different types of economies with different compositions of national balance sheet. 
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Table 4 Functions of SLFs in different types of economies and different levels of development 

  
Level of economic development  

  
Advanced Economies Developing Economies  

Type of 

economy 

Commodity

-dependent 

economies 

NA 

• Illustration of State’s National Balance Sheet: 

 

• SLFs as capital mobilizer:  

o SLFs as development companies aim to diversify the 

economy and promote other non-resource industries;  

o SLFs as holding companies to restructure and develop the 

domestic financial system. 

 

Non-

commodity

-dependent 

economies 

•  Illustration of State’s National Balance Sheet 

 

 

• SLFs as capital mobilizer:  

o vehicle and platform through which the state can 

provide liquidity to corporations and the market in 

times of stress;  

o support the overseas expansion and activities of 

domestic corporations; 

 

• SLFs as protectors of strategic industries:  

o SLFs as holding companies to support selected 

companies and strengthen their international 

competitive advantage;  

o maintain a home country majority in the ownership 

structure of key strategic industries and guard against 

foreign takeovers. 

 

• SLFs as tools of financial statecraft:  

o Help strengthening the international competitiveness 

of domestic corporations through providing financial 

and political support. 

• Illustration of State’s National Balance Sheet  

 

 

• SLFs as capital mobilizer: 

o unlock idle reserve assets and pursue higher returns on 

investment to lower opportunity costs; 

o serve as a vehicle through which the state can provide 

liquidity to corporations and the market in times of stress; 

o SLFs as holding companies to restructure and develop the 

domestic financial system. 

 

• SLFs as tools of financial statecraft: 

o finance the implementation of a state agenda in the global 

markets through transforming domestic idle reserve assets 

into strategic assets in the form of natural resources and 

overseas companies with a desired technological advantage 

o occasionally may be used to provide financial incentives to 

influence and shape other states’ behavior and policy 

options. 

Natural resources

Productive labor and

human capital for

manufacturing products

Intangible assets

Natural resources

Productive labor and

human capital for

manufacturing products

Intangible assets

Natural resources

Productive labor and

human capital for

manufacturing products

Intangible assets
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*Note: In the illustrations of national balance sheet, intangible assets include science and high-tech assets, intellectual properties, 

financial market expertise, and other service industries capacities.   

1) SLFs as capital mobilizers  

SLFs are Alexander Gerschenkron’s capital mobilizers in the 21st century. SLFs are established in 

countries that already have financial institutions at an appropriate level of development given their 

wealth (see Figure 2). However, these existing financial institutions are unable to allocate scarce 

capital in the way that can most efficiently facilitate the development of domestic industries 

visioned by the state. SLFs address this problem, by using their special access to pools of idle 

capital and investing it in a way that aligns with the state’s goals. The behavior of SLFs in this 

respect are very similar to what Gerschenkron described as state-engineered development. SLFs 

are created by the state for the purpose of leveraging a pool of idle capital to advance certain 

political-economic objectives that otherwise would be slow in becoming realized or perhaps would 

never be accomplished.  

Gerschenkron’s research of economic history was primarily concerned with the set of factors that 

were catalyst for the rapid industrialization of states that had long suffered from economic 

backwardness. In his discussion of patterns of industrialization, the first industrial states, which he 

terms as “pioneers” of the industrial revolution, had a different set of factors of production and 

distinct institutional features from the late-industrializing countries. Gerschenkron argued that a 

lack of capital was not the greatest obstacle to development as many development economists at 

the time claimed. Instead, he argued that political-economic pressure within the economically 

backwards countries caused the creation of new financial institutions that could both raise capital 

and efficiently funnel it into growing industry. Gerschenkron concluded from his study of the 

industrialization history of the UK, Germany and Russia that the more backward a country’s 
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economy, the greater the necessity for special set of institutional factors, and the greater the need 

for the state to take an interventionist approach to mobilizing scarce capital for industrialization 

and the formation of expertise in production. 

Late-industrializing countries did not have experienced capitalists with adequate industrial 

organizational expertise, and therefore the state had to fill this gap by creating institutions that 

were conducive to economic growth. As Gerschenkron argued, “the more backwards a country’s 

economy, the greater was the part played by special institutional factors designed to increase the 

supply of capital to the nascent industries and, in addition, to provide them with less decentralized 

and better informed entrepreneurial guidance; the more backwards the country, the more 

pronounced was the coerciveness and comprehensiveness of these factors.”75 The greater the 

degree of economic backwardness, the more an interventionist approach must be adopted by the 

state in order to supply both capital and expertise to developing industries. Among the special 

institutional factors that Gerschenkron mentions, the most important role was played by universal 

banks, the capital mobilizers of this time. Gerschenkron explains that universal banks were, 

“perhaps the greatest organizational innovation in the economic history of the century.”76 Some 

contemporary scholars have echoed Gerschenkron’s recognition of the importance of universal 

banks as capital mobilizers.77 Gerschenkron’s universal banks and state-backed banks are financial 

institutions that create the preconditions necessary for industrialization to takeoff. Their function 

is to mobilize scarce capital in service of a state-prioritized development goal.    

 

                                                      
75 Gerschenkron, Alexander. Economic Backwardness in Historical Perspective. Cambridge, MA: Harvard University Press, 

1962, p354.  
76 Gerschenkron, Alexander. Europe in the Russian Mirror, Four Lectures in Economic History. Cambridge, MA: Harvard 

University Press, 1970, p102. 
77 See, for example, Calomiris, C. (1994), “The Costs of Rejecting Universal Banking: American Finance in the German Mirror, 

1870-1914,” Working Paper, University of Illinois, Urbana-Champaign. 
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SLFs are similar to Gerschenkron’s capital mobilizers in that both are outcomes of a political 

decision-making process and both are institutional innovations by the state. Scholars have noted 

the different roles played by financial markets and financial institutions in providing industrial 

financing, and how such national-level institutional differences in industrial financing have led to 

a comparative economic advantage for some nations. 78  Creating a state-owned financial 

institutions capable of mobilizing idle capital and reduce the opportunity cost of holding reserves 

is a powerful explanatory variable in the analysis of why some states establish SLFs using 

economic leverage. A state-owned financial institution such as SLF is needed because for a variety 

of reasons the existing financial institutions do not have access to pools of idle capital like reserve 

assets. There are at least three reasons why the state would prefer to create a SLF to access to pools 

of idle capital rather than allowing access by existing financial institutions.  

The first reason is also the most important, the existing financial institutions may not be healthy 

themselves and their operations may be structurally flawed. This is the case when the economic 

difficulty the SLF is intend to remedy is a domestic banking crisis or an exogeneous shock such 

as a regional or global financial crisis. It is not in the interest of the state to give direct access to 

new capital to financial institutions that are either already insolvent or on the way to becoming 

insolvent. A more prudent course of action is for the state to establish a new financial institution 

as a vehicle to access pools of idle capital, which can then be selectively deployed to assist other 

                                                      
78 For instance, Michael Porter conducted a cross-country study of the comparative advantage of nations and demonstrated that 

financial systems that were dominated by securities markets were better at providing risk capital and therefore more readily 

provided funding for radical technological innovation. By contrast, bank-dominated financial systems were better at supporting 

long-term investment and investment in intangible assets that could not be easily priced by the market, such as research and 

development expenditure or employee training. For details, see Porter, Michael E., The Competitive Advantage of Nations. New 

York: Free Press, 1990. For a brief summary, see Porter, Michael E. "The Competitive Advantage of Nations. (cover story)." 

Harvard Business Review 68, no. 2 (March 1990): 73-93. 
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financial institutions that are troubled but still solvent. The near collapse of a domestic financial 

institution has been a catalyst for some states to create a SLF to tap into idle capital like foreign 

exchange reserves or pension reserves and restore financial stability. This was the case when the 

Chinese government used foreign exchange reserves to create Central Huijin, which went on to 

recapitalize the troubled Chinese banking system. The details of this case and how it paved the 

way for the founding of China Investment Corporation will be discussed in detail in Chapter 3. 

The second reason why the state would create a SLF for the specific purpose of accessing pools of 

idle capital is that existing financial institutions are not structured in such a way that aligns with 

the development goal or that is capable of efficiently executing on those goals. Even those 

countries with a relatively large banking sector in terms of assets may not have financial 

institutions that are particularly efficient or sophisticated, which means those existing financial 

institutions are not well-positioned to serve the state’s strategic agenda. This also applies to 

commodity-based economies, where the existing financial system maybe too focused on serving 

the natural resource sector which may actually suppress the development of the other sectors. 

When the existing financial institutions are not conducive to the advancement of the state’s 

prioritized agenda, policymakers and leaders of the state have the intention to establish a SLF for 

the purpose of changing the domestic landscape of financial institutions. This is the reason that 

some commodity-exporting countries, such as the United Arab Emirates (UAE) have launched 

SLFs alongside their pre-existing commodity-based SWFs. In the case of the UAE, Mubadala 

Development Company, a SLF, was founded in 2002 to complement the activity of the 

commodity-based SWF, Abu Dhabi Investment Authority, founded in 1976. The purpose of 

Mubadala Development Company is to diversify the UAE’s economy by spurring the development 
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of new internationally competitive non-energy industries. A similar motivation is behind why 

some states create SLFs as holding companies to facilitate the privatization state-owned assets.79  

The third reason why a state would create a SLF to access pools of idle capital is that the prevailing 

rules and regulations prevent existing institutions from using idle capital like reserve assets to take 

any financial risks, like make an investment in growth industry. In many countries there are clear 

and strict rules that prevent idle capital like pension reserves or foreign exchange reserves from 

being invested in risky assets or being used for recapitalizing failing banks. This capital is 

essentially “stuck” in accounts that existing financial institutions are unable to use for investment 

in productive segments of the economy. The state can attempt to unlock the risk-bearing potential 

of this capital by taking on economic leverage and setting up a government-owned financial 

institution, such as a SLF, to “borrow” from these pools of idle capital with an explicit (or implicit) 

government guarantee that the capital will be replaced. This is a much more politically expedient 

and less time-consuming method than the alternative, which would be to undertake a long and 

potentially politically divisive effort to change existing law or regulation to allow for the 

management of reserves (and other forms of idle capital) to directly take on more financial risk. 

An example of this is the Japan Ministry of Finance allowing Japan Bank for International 

Cooperation (JBIC) to borrow from the very conservatively-managed foreign exchange reserve 

fund to make liquidity loans to major Japanese corporations and support their overseas operations. 

This case will be discussed in detail in Chapter 5.   

 

                                                      
79 Jonathan Brookfield, Patrick J. Schena, and Ravi Shankar Chaturvedi analyzed the implications of SWFs for the privatization 

of state assets using a life-cycle framework. See “Sovereign Wealth Funds and the Privatization of State Assets: Toward A Life-

Cycle Framework,” an article contribution to Report “Braving the New World: Sovereign Wealth Fund Investment in the 

Uncertain Times of 2010” by Monitor Group: pp38-43. Accessed at https://sites.tufts.edu/sovereignet/files/2017/09/Archives-

Sovereign-Wealth-Funds-and-the-Privatization-of-State-Assets-Towards-a-Lifecycle-Framework-Pg-38-43.pdf  

https://sites.tufts.edu/sovereignet/files/2017/09/Archives-Sovereign-Wealth-Funds-and-the-Privatization-of-State-Assets-Towards-a-Lifecycle-Framework-Pg-38-43.pdf
https://sites.tufts.edu/sovereignet/files/2017/09/Archives-Sovereign-Wealth-Funds-and-the-Privatization-of-State-Assets-Towards-a-Lifecycle-Framework-Pg-38-43.pdf
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In short, SLFs are similar to Gerschenkron’s capital mobilizers in that although SLFs are 

established by the state, their function and purpose is not to replace existing financial markets and 

institution but rather to serve as vehicles to mobilize pools of idle capital that existing financial 

institutions cannot access. Just like Gerschenkron’s universal banks, SLFs advance the state’s 

development goals by changing the landscape of financial institutions, either by recapitalizing 

banks or restructuring the financial system, or simply by achieving higher returns on investment 

and therefore decreasing the opportunity cost of holding idle capital as required by the existing 

financial system.        

The majority of economies today are small open economies existing in a world where markets are 

much more globalized and cross-border capital flows are much more volatile than in 

Gerschenkron’s time. Among these small open economies, developing countries are challenged 

not only by late industrial development but also by late financial development. Advanced 

economies also face challenges in strengthening their international competitiveness. Commodity-

dependent economies suffer from relatively underdeveloped financial institutions and a lack of an 

industrial base. Most non-commodity-based economies generally have domestic financial 

institutions and banking systems that are at least proportionate to the level of their capital stock 

but their existing financial institutions may be unsophisticated and inefficient. For both 

commodity-based and non-commodity-based economies, inefficient domestic financial 

institutions be a heavy burden on economic development. The cost of having underdeveloped 

domestic financial institutions and late financial development in the current global environment is 
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significant, not only is industrialization delayed by making it difficult to get access to industrial 

credit but long-term growth rate of the economy is depressed.  

The relationship between financial development and economic growth is both a topic of active 

research and an important policy issue. There is no shortage of scholarly works in the existing 

literature that emphasize the importance of financial development for long-term economic growth. 

Ever since 1959, when Raymond Goldsmith gained notoriety for documenting the relationship 

between financial development and economic growth in his work, Financial Structure and 

Development as a Subject for International Comparative Study,80  there have been increasing 

numbers of studies each decade advancing Goldsmith’s original ideas. These studies have 

established a robust, clear positive relationship between the performance of the financial system 

of a country and its long-term economic growth trajectory. Empirical evidence from cross-country 

comparisons, individual country studies, industry-level studies, and firm-level studies have all 

provided broad support for the causality between financial development and economic growth: a 

higher level of financial development has a significant positive impact on economic growth.81 This 

explains why policymakers and ruling elites in a number of countries in both commodity-based 

economies and broad-based economies and across the entire spectrum of economic development, 

have chosen to allocate capital to SLFs as special purpose vehicles, holding companies, or 

                                                      
80 See Raymond W. Goldsmith, “Financial Structure and Development as a Subject for International Comparative Study,” in in 

NBER book The Comparative Study of Economic Growth and Structure (1959), pp.114-123. The paper can be accessed at 

https://www.nber.org/chapters/c4417  
81 For example, Demirgüç-Kunt, A. and Maksimovic, V. (1998), Law, Finance, and Firm Growth. The Journal of Finance, 53: 

2107–2137. Rajan, R., & Zingales, L. (1998). Financial Dependence and Growth. The American Economic Review, 88(3), 559-

586. Wurgler, Jeffrey, (2000), Financial Markets and the Allocation of Capital, Journal of Financial Economics, 58, issue 1-2, 

pp. 187-214. Robert G. King and Ross Levine (1993), Finance and Growth: Schumpeter Might Be Right, The Quarterly Journal 

of Economics, Volume 108, Issue 3, 1, pp.717–737. King, Robert G., and Ross Levine. (1993), Finance, entrepreneurship, and 

growth: Theory and evidence. Journal of Monetary Economics, Volume 32, Issue 3, 1993, pp. 513-542. Levine, R., & Zervos, S. 

(1998). Stock Markets, Banks, and Economic Growth. The American Economic Review, 88(3), 537-558. Ross Levine, Norman 

Loayza, and Thorsten Beck, (2000) Financial Intermediation and Growth: Causality and Causes, Journal of Monetary 

Economics, Volume 46, Issue 1, 31-77.  

https://www.nber.org/chapters/c4417
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development companies, for the purpose of developing domestic financial institutions and 

cultivating domestic financial expertise. Creating a SLF allows the state to leverage a pool of idle 

capital to take support risk-taking in the rest of the economy and to pursue a development goal that 

pursue existing financial institutions would be unable to achieve or too slow to realize. 

Examples of SLFs mobilizing capital for developmental purposes include the formation of special 

purpose vehicles to recapitalize the domestic banking system, supporting the development of 

strategic industries, and financing national economic development or sectoral diversification. 

Several SLFs in existence today have their origins in either a domestic banking crisis or a perceived 

necessity to prioritize the development of certain sectors. An apt example is the recapitalization of 

failing Chinese state-owned commercial banks in the early 2000s which prompted the creation of 

Central Huijin.  Initially created as a state-owned special purpose vehicle, Central Huijin is now 

the single largest shareholder of all major Chinese financial institutions. Another example is the 

creation of the Korea Investment Corporation for the purpose of developing Korea’s financial 

markets and making Seoul into a regional financial hub. A more recent example is the Ireland 

Strategic Investment Fund established in 2014. It was funded by repurposing the assets left over 

after the National Pensions Reserve Fund (NPRF) was used to recapitalize struggling Irish banks 

during the 2008 financial crisis. When the NPRF was founded in April 2001 its assets were 

supposed to be used to meet future pension liabilities. However, with the transfer of the NPRF’s 

assets into a new strategic investment fund this capital will now be used to support economic 

activity and employment in Ireland.82  

                                                      
82 International Forum of Sovereign Wealth funds on Ireland Strategic Investment Fund, https://www.ifswf.org/member-

profiles/ireland-strategic-investment-fund-isif  Also, Ireland National Treasury Management Agency presentation on “Ireland 

Strategic Investment Fund,” November 2014, the PPT can be accessed at 

 

https://www.ifswf.org/member-profiles/ireland-strategic-investment-fund-isif
https://www.ifswf.org/member-profiles/ireland-strategic-investment-fund-isif


   
 

84 
 

An on-going and potential future case is that of Saudi Arabia’s current endeavor to leverage Saudi 

Aramco, the world’s most profitable company,83 for the purpose of raising international capital 

with which to support new industry and help reduce Saudi Arabia’s dependence on oil and gas 

revenue. The Saudi government plans for Aramco to borrow up to $15 billion through the sale of 

bonds, the proceeds of which will go to finance Aramco’s purchase of a majority-stake (70%, 

$69.1 billion) in Saudi Basic Industries, a state-owned petrochemical company, from the Public 

Investment Fund of Saudi Arabia (PIF), the kingdom’s commodity-based SWF.84 The transaction 

will free up cash at PIF to make investments in other sectors. The move is also considered an 

alternative to Aramco’s delayed IPO and could possibly be an important step towards transforming 

Aramco itself into a giant international holding company that is tasked with the mission of 

diversifying Saudi’s economy. There are signs that the oil giant has plans to purchase more 

chemical companies in the spirit of diversification.85  

2) SLFs as protectors of strategic industries 

A second function of SLFs derives from the domestic political-economic procedure and 

circumstance that allows them as state-owned financial institutions to unlock pools of idle capital. 

As mentioned in Section III, the reallocation of idle capital such as reserve assets often involve a 

change of management and control over those assets. Therefore, the creation of a SLF is an 

                                                      
http://www.ul.ie/business/sites/default/files/files/Ireland%20Strategic%20Investment%20Fund%20-%20Opportunities%20For%

20The%20Tourism%20Sector.pdf  
83 “Saudi Aramco Is World’s Most Profitable Company, Beating Apple by Far,” The New York Times, April 1, 2019.  
84 Saudi Aramco’s official website published a press release on some details of the transaction. See “Saudi Aramco signs share 

purchase agreement to acquire 70% majority stake in SABIC from the Public Investment Fund of Saudi Arabia” at  

https://www.saudiaramco.com/en/news-media/news/2019/aramco-sabic.  “” 
85 Some news reports discussed Aramco’s plan on buying more chemical companies. See, for example, “Aramco Wants to Buy 

Up More Chemicals Companies,” Bloomberg, November 27, 2018. “Saudi Aramco eyes multi-billion-dollar U.S. gas 

acquisitions: CEO,” Reuters, January 22, 2019. “Saudi Aramco plans to buy stake in S.Korea's Hyundai Oilbank for $1.6 bln,” 

Nasdaq, January 28, 2019. “Saudi Aramco signs agreements to acquire stake in Zhejiang Integrated Refining & Petrochemical 

Complex,” Saudi Aramco official press release, February 22, 2019, accessed at https://www.saudiaramco.com/en/news-

media/news/2019/saudi-aramco-signs-agreements-to-acquire-stake-in-zhejiang  

http://www.ul.ie/business/sites/default/files/files/Ireland%20Strategic%20Investment%20Fund%20-%20Opportunities%20For%20The%20Tourism%20Sector.pdf
http://www.ul.ie/business/sites/default/files/files/Ireland%20Strategic%20Investment%20Fund%20-%20Opportunities%20For%20The%20Tourism%20Sector.pdf
https://www.saudiaramco.com/en/news-media/news/2019/aramco-sabic
https://www.saudiaramco.com/en/news-media/news/2019/saudi-aramco-signs-agreements-to-acquire-stake-in-zhejiang
https://www.saudiaramco.com/en/news-media/news/2019/saudi-aramco-signs-agreements-to-acquire-stake-in-zhejiang
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outcome of the state’s political decision-making process. The SLF’s mission and mandate reflect 

the sponsoring states’ strategic priorities regarding long-term economic development. Once 

established, a SLF’s asset allocation decisions are aligned to the state’s major national strategies 

on economic development. This does not mean that SLFs will always sacrifice financial profits for 

the sake of political strategic gains. However, it does mean that SLFs are careful to structure their 

investment activities in such a way that maximizes profit while also advancing the national interest. 

This means that SLFs can sometimes serve as protectors of strategic industries and use their offers 

of capital to shelter domestic corporations from foreign takeover. In this way SLFs can be used by 

the state to funnel cheap capital into national champions and other state-preferred corporations. In 

good times, this may mean that SLFs extend financial and political support to national corporations 

whose activities at home and abroad are aligned with the national interest. In times of stress or 

crisis, SLFs can perform the role of a backstop to national corporations, providing financial 

liquidity at low cost.  

The role of SLFs as channels to provide cheap capital to national corporations is particularly 

important in countries with coordinated market economies (CMEs) and mixed market economies 

(MMEs).86 In these economies the dominant economic agents are state-backed enterprises that 

ward off hostile takeovers and otherwise discourage mergers and acquisitions through a system of 

tax provisions, securities regulations, and networks of cross-shareholding. This dynamic is a topic 

                                                      
86 This relates to the literature on varieties of capitalism. Peter Hall and David Soskice made ground-breaking contributions to 

this literature. Their collective volume, Varieties of Capitalism: The Institutional Foundations of Comparative Advantage 

(Oxford University Press; 2001), is seminal. This book investigates the cross-national institutional variations of advanced 

economies and distinguishes two ideal types of capitalism: the Liberal Market Economy model and the Coordinated Market 

Economy model. The former follows neoclassical economics and features countries like the US, UK, Australia, Canada, New 

Zealand, Ireland; whereas the latter embraces consensus-enhancing institutional infrastructure between firms as well as 

employers and unions and primary examples include countries like Germany, Japan, Switzerland, the Netherlands, Belgium, 

Sweden, Norway, Denmark, Finland and Austria. Countries like France, Greece, Italy, Portugal and Spain were considered as 

Mixed Market Economies. In Peter Hall’s later work titled “Varieties of Capitalism and the Euro Crisis”, Ireland is reconsidered 

as a mixed market economy rather than a liberal market economy. See Peter A. Hall (2014) Varieties of Capitalism and the Euro 

Crisis, West European Politics, 37:6, 1223-1243.  
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of study in the Varieties of Capitalism (V-of-C) framework. The V-of-C approach adopts a firm-

oriented analytical perspective. Peter Hall and David Soskice describe the V-of-C approach as 

viewing companies as the “central actors in the economy and organizations whose success turns 

on the quality of the relationships they form in key realms of endeavor, including industrial 

relations where wages are set, interfirm relations governing technology transfer, markets for 

corporate governance that supply finance, and intrafirm relations bearing on how products are 

made.”87 Several CMEs and MMEs countries in Europe have established SLFs or are currently 

considering it (see Table 4). One such example is Germany, which is categorized as a CME by 

Peter Hall. A number of German politicians in recent years have been considering setting up a 

government-owned investment fund to, “beat predatory Chinese and Gulf investors to German 

assets and keep valuable technology in German hands.”88 However, this is not entirely a new idea. 

There were calls from scholars and think tanks for such a fund during the Eurozone debt crisis 

(2009-2012) although the reasons given were different from the protectionist argument made today 

by some German politicians.89 The German financial sector has backed the idea of a government-

owned investment fund to finance the country’s infrastructure needs and strategic industries. The 

German Federation of Financial Analysts and Asset Management (DVFA) found that 68.6% of its 

members backed the creation of a SWF that could help with “targeted, direct investments.” 90  

                                                      
87 Hall, P. A. (2015). Varieties of Capitalism. In Emerging Trends in the Social and Behavioral Sciences (eds R. A. Scott and S. 

M. Kosslyn). Accessed at https://scholar.harvard.edu/files/hall/files/hall2015_emergingtrends.pdf  
88 “Germany mulls sovereign fund to fend off foreign investors: FAZ,” Reuters, September 12, 2018. “German minister calls for 

fund to counter foreign takeovers,” Financial Times, February 5, 2019.  
89 For instance, Kurt Huebner, Professor of European Studies and the Jean Monnet Chair at the Institute for European Studies at 

the University of British Columbia, Canada, wrote papers to discuss how a German government-owned investment fund 

combined with expansive fiscal policy could help rebalance the Eurozone. See in “How A German Sovereign Wealth Fund Could 

Help to Rebalance The Eurozone,” February 28, 2014, assessed at https://www.socialeurope.eu/german-sovereign-wealth-fund 

Daniel Gros and Thomas Mayer, “A Sovereign Wealth Fund to Lift Germany’s Curse of Excess Savings,” CEPS Policy Brief, 

August 2012, accessed at https://www.ceps.eu/system/files/PB280%20DESWF.pdf  
90 Jonathan Williams, “German investment professionals back launch of sovereign wealth fund,” IPE.com, August 3, 2015. 

Accessed at https://www.ipe.com/countries/germany/german-investment-professionals-back-launch-of-sovereign-wealth-

fund/www.ipe.com/countries/germany/german-investment-professionals-back-launch-of-sovereign-wealth-

fund/10009263.fullarticle  

https://scholar.harvard.edu/files/hall/files/hall2015_emergingtrends.pdf
https://www.socialeurope.eu/german-sovereign-wealth-fund
https://www.ceps.eu/system/files/PB280%20DESWF.pdf
https://www.ipe.com/countries/germany/german-investment-professionals-back-launch-of-sovereign-wealth-fund/www.ipe.com/countries/germany/german-investment-professionals-back-launch-of-sovereign-wealth-fund/10009263.fullarticle
https://www.ipe.com/countries/germany/german-investment-professionals-back-launch-of-sovereign-wealth-fund/www.ipe.com/countries/germany/german-investment-professionals-back-launch-of-sovereign-wealth-fund/10009263.fullarticle
https://www.ipe.com/countries/germany/german-investment-professionals-back-launch-of-sovereign-wealth-fund/www.ipe.com/countries/germany/german-investment-professionals-back-launch-of-sovereign-wealth-fund/10009263.fullarticle
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Table 5 "Varieties of Capitalism" and Sovereign Leveraged Funds in Continental Europe 

Mixed 

Market 

Economy 

Ireland Strategic 

Investment Fund 

Ireland 12/21/14 Formed from the remaining assets of the National 

Pensions Reserve Fund (NPRF); established with a 

statutory mandate to invest on a commercial basis in a 

manner designed to support economic activity and 

employment of Ireland.  

Mixed 

Market 

Economy 

CDP Equity SpA 

(former, Fondo 

Strategico Italiano) 

Italy late July 

2011  

90% of initial capitalization ( €1 billion) was 

contributed by Cassa Depositi e Prestiti (CDP) and 

10% from Fintecna. On March 31, 2016 FSI was 

renamed into CDP Equity. Currently 100% owned by 

CDP. Its purpose is to invest in strategic Italian 

companies to help them to compete globally.  

Mixed 

Market 

Economy 

Hellenic Corporation 

of Assets and 

Participations S.A. 

Greece  May 2016 Holding company managing a wide array of Greek 

State-owned assets and participations. 

Mixed 

Market 

Economy 

The Strategic 

Investment Fund 

(SIF, Fonds 

Stratégique 

d’Investissement) 

France 12/19/2008 It was endowed with EUR 20 billion, i.e. 14 billion 

worth of stakes in French companies, previously held 

by the government and the Caisse des Dépôts et 

Consignations (CDC), and 6 billion of cash. The fund 

is owned by CDC (51%) and the French government 

(49%). 

Coordinated 

Market 

Economy  

Luxembourg 

Intergenerational 

Sovereign Fund 

Luxembourg 12/19/2014 It is supported by an annual budget allocation of at 

least EUR 50 million, which consists of revenue 

partly derived from VAT on e-commerce and excise 

duties on fuel. It can be fed by other recipes 

considered as non-recurring.  

Coordinated 

Market 

Economy  

Solidium Oy Finland 2008 a holding company wholly owned by the State 

of Finland and a minority owner in nationally 

important listed companies.  (Solidium was founded 

to manage the property of SKOP Bank 

(Säästöpankkien Keskus-Osake-Pankki), which went 

bankrupt in the early 1990s recession. In 2008 the 

purpose of Solidium was changed to manage the 

listed minority shareholdings of the Finnish state.) 

Coordinated 

Market 

Economy  

SFPI-FPIM(Federal 

Holding and 

Investment 

Company) 

Belgium 11/1/2006 Form from a merger between the Federal 

Participation Company and the Federal Investment 

Company; centrally manages the federal 

government’s shareholdings, cooperates with the 

government on specific projects and pursues its own 

investment policy in the interests of the Belgian 

economy. 
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Coordinated 

Market 

Economy  

Austrian State and 

Industrial Holding 

Limited 

(Österreichische 

Bundes- und 

Industriebeteiligunge

n GmbH, previously 

OIAG) 

Austria 1/1/2015 A state holding company that administers the 

investments of the Republic of Austria in partially or 

entirely nationalized companies. Organized as a 

limited liability company. 

 

 

The establishment of SLFs using economic leverage also resonates with the East Asian 

developmental state paradigm in terms of state intervention in channeling capital resources to 

prioritized industries and selected corporations. The industrialization model of the East Asian 

developmental states has at its core the state intervention that is “designed to influence the 

allocation of resources among different activities.” 91  However, compared to this classic 

developmental paradigm, the SLFs approach is more market-oriented and flexible, capable of 

supporting both domestic market development and national corporation’s overseas activities. As 

discussed earlier, states take on economic leverage through a SLF in a variety of ways such as 

recharacterizing idle capital like foreign exchange reserves, fiscal surplus reserves, or pension 

reserves as risk-bearing capital or by transferring state-owned assets to holding company which 

can itself assume debt while representing the state’s controlling interest in strategically important 

industries. Economic leverage represents the reallocation of capital resources to finance a state-

prioritized agenda and support strategic industries. Examples of the state using economic leverage 

for these purposes can be found in Singapore and South Korea. Japan is another example although 

its government does not claim to have a sovereign wealth fund. However, as will be discussed in 

                                                      
91 Haggard, S. (2004). Institutions and Growth in East Asia. Studies in Comparative International Development, 38(4), 53–81. 
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Chapter 4, the reality is that Japan has subtly transformed the Japan Bank for International 

Cooperation into a de facto sovereign leveraged fund. Additionally, despite scholarly disagreement 

regarding whether China and Vietnam can be characterized as developmental states, both countries 

have established their own SLFs through leveraging foreign exchange reserves (China) or 

transferring government shares in state-owned enterprise (Vietnam).  

State-owned enterprises and business conglomerates with significant of cross-holdings of shares 

are often dependent upon state-backed financing for a number of practical reasons. These firms 

cannot raise cheap capital by issuing new equity shares without state authorization or consent from 

all major shareholders because issuing new shares would alter the existing ownership structure and 

perhaps risk the national identity of the company. Unable to issue new shares, these corporations 

are therefore reliant upon cheap financing provided by the state, either in the form of subsidized 

debt financing or direct equity injection from the state. Typically, raising capital through equity is 

cheaper than debt financing, even state-subsidized rates. A direct equity injection from the state is 

preferred for another reason: burdening a state-backed enterprise with additional debt reduces its 

financial soundness and often its international competitiveness which can cause it to become a 

drag upon the rest of the economy. An overreliance on debt financing to funnel capital to national 

champions would be contrary to the goal of supporting these corporations’ expansion in global 

markets.    

When the state repeatedly uses equity injection to support national corporations, the state may 

prefer to raise the necessary capital by raiding fiscal budgets or other surpluses, or by tapping 

excess foreign exchange reserves. SLFs are vehicles for accomplishing this, and serve as capital 

distribution channels through which the state can inject capital into favored corporations, saving 
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those corporations from needing to change their ownership structure and or become overburdened 

by debt. Receiving an equity injection means the corporation does not need assume any additional 

leverage in this process, which would potentially weaken its financial position. Instead, leverage 

is assumed by the state, which typically has a stronger financial position than any national company 

and therefore is able to assume greater leverage with more ease. The state can use leverage to 

capitalize a SLFs either explicitly, by issuing new sovereign bonds, or implicitly, by reallocating 

idle capital like reserves.  

SLFs as state-directed capital distribution channels could have significant implications for not just 

global financial markets but global trade more broadly. Corporations that receive political support 

from a state and financial from a SLF will have a competitive advantage when in it comes to 

executing overseas mergers and acquisitions, striking large natural resource deals, and in 

competing to win contracts to build capital-intensive infrastructure projects. For example, when a 

Chinese state-owned enterprise in the natural resource sector wants to close on a large overseas 

supply deal that requires a large amount of cash to settle it may encounter some difficultly. The 

Chinese company may be prohibited from cheaply financing the deal by selling new equity shares 

because that would unacceptably alter its ownership structure. Alternatively, private debt financing 

may be prohibitively expensive, especially if the company already has as a weak financial position. 

In cases like this, one of China’s SLFs can act as a vehicle to funnel capital to the Chinese company, 

either through cheap direct financing or as a partner in a special purpose vehicle that then closes 

the deal. This presents a distinct advantage to companies that received financial support from a 

SLF, the ability to close deals with large sum of cash and in a timely fashion is often a tremendous 

advantage over foreign competitors. Similarly, the ability of SLFs to facilitate bids by national 

corporations to build foreign infrastructure projects by offering favorable financing terms to the 
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host country is an advantage over that most other competitors cannot afford. How SLFs in China 

and Japan have performed this role in support of the state’s infrastructure export strategy will be 

discussed in Chapter 3 and Chapter 4. 

The costs of providing this support to the overseas of activities of state-backed companies is 

ultimately borne at home. The creation of a SLF and the SLF’s investments in state-backed 

companies have distributional and welfare effects at home, resulting in a welfare loss for domestic 

producers, private households, and those businesses that lose out on growth opportunities because 

they do not have access to capital support from the SLF. The excess foreign exchange reserves 

that are often used to capitalize a SLF represent a form of financial repression that lowers the 

welfare of domestic producers and households at-large. By controlling exchange rates and the 

interest rates offered by domestic financial institutions while also barring competitive entry into 

the financial sector, the state is able to accumulate foreign exchange reserves by keeping an 

artificially low exchange rate and a persistent trade surplus. Domestic producers and households 

bear the real cost of this through the diminished purchasing power of their savings denominated in 

domestic currency. For those SLFs that are capitalized by reallocating other sources of capital 

administered by the government (such as national pension reserves and the like), the economic 

cost is either borne either explicitly in terms of a reduced benefit to the original stakeholders or 

implicitly in terms of the reduced long-term solvency of those funding programs. Further, SLFs 

channeling capital into favored corporations creates an unleveled competitive landscape that 

disadvantages businesses that do not have access to SLF’s support. These “unfavored” businesses 

are often small and medium sized private companies that are already disadvantaged when seeking 

credit through the conventional channels like the banking system. This is particularly problematic 
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in an economy in which the state dominates credit allocation and tends to give cheap financing to 

big business groups and state-owned enterprises. 

3) SLFs as tools of financial statecraft 

The third function of SLFs originates from their embeddedness in the sponsoring states’ domestic 

political economic landscape. As discussed previously, SLFs’ mission and mandate reflect the 

sponsoring states’ strategic priorities regarding long-term development and therefore their 

investment strategies at home and abroad are aligned with the state’s major national strategies on 

socioeconomic development. This should not be narrowly misinterpreted as SLFs’ investments 

necessarily being driven by geopolitical or geostrategic interests of the sponsoring states in the 

international system. The following analysis qualitatively characterizes the role of SLFs in 

financing the achievement of states’ national development strategies in global markets as financial 

statecraft. It should be pointed out that states’ national development strategies in global markets 

do not always focus on exerting influence over other sovereign states and forcing them to change 

behaviors. Therefore, financial statecraft does not automatically equate with economic or financial 

coercion by one state upon another. The following discussion is a synthesis of several recent 

scholarly works in the International Political Economy literature that relate SWFs to economic 

statecraft.  

 

The literature on financial statecraft is built upon economic statecraft. Early scholars did not use 

these exact words to describe economic statecraft but the idea was clearly present in early works. 

For example, Herbert Feis analyzed how pre–World War I powers used investment and finance 
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to facilitate their own security policies.92 Albert Hirschman used the term “New Machiavellism” 

exercised by a “modern prince” to describe the use of “quotas, exchange controls, capital 

investment, and other instruments” as instrument of economic warfare.93 He examined pre-

WWII German foreign economic policies and “bloodless” economic penetration in southeastern 

Europe and Latin America that served to benefit Germany and expand its national power. 

Hirschman concluded that “the power to interrupt commercial or financial relations with any 

country, considered as an attribute of national sovereignty, is the root cause of the influence or 

power position which a country acquires in other countries….”94 David Baldwin’s Economic 

Statecraft published in 1985 is widely cited to be the inspirational work for the contemporary 

study of economic statecraft. He defined economic statecraft as “influence attempts relying 

primarily on resources that have a reasonable semblance of a market price in terms of money.”95 

For him, economic statecraft can be understood as the use of economic instruments to 

accomplish geopolitical objectives and foreign policy goals. It most commonly takes the form of 

foreign aid, trade, and policies governing the international flow of capital. Following Baldwin, 

the concept of economic statecraft has been mainly used in connection with economic sanctions 

or incentives.96  

 

                                                      
92 Feis, H. (1930). Europe, the world's banker, 1870-1914; an account of European foreign investment and the connection of 

world finance with diplomacy before the war. New Haven: Yale University Press; London. 
93 Albert O. Hirschman. (1945). National Power and the Structure of Foreign Trade, University of California Press, Berkeley. 

pp. xv-xvi.  
94 Albert O. Hirschman. (1945). National Power and the Structure of Foreign Trade, University of California Press, Berkeley. 

p16.  
95 Baldwin, David A. Economic Statecraft. Princeton, N.J.: Princeton University Press, 1985. Chapter 3.  
96 For example, Blanchard, Jean-Marc F., and Norrin M Ripsman. Economic Statecraft and Foreign Policy: Sanctions, Incentives, 

and Target State Calculations. Hoboken: Taylor and Francis. Chan, Steve, and A. Cooper Drury. Sanctions As Economic 

Statecraft: Theory and Practice. London: Macmillan Press, 2000. Dobson, Alan P. US Economic Statecraft for Survival, 1933-

1991: Of Sanctions, Embargoes, and Economic Warfare. London: Routledge, 2002. Cortright, David, and George A Lopez. 

Smart Sanctions: Targeting Economic Statecraft. Lanham, Md.: Rowman & Littlefield, 2002. Blackwill, Robert D., and Jennifer 

M. Harris. War by Other Means: Geoeconomics and Statecraft. Cambridge, Massachusetts: The Belknap Press of Harvard 

University Press, 2016. 
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Benn Steil and Robert Litan defined financial statecraft as “those aspects of economic statecraft 

that are directed at influencing capital flows.”97 By studying how the American government has 

practiced financial statecraft, they found that those efforts often involved harnessing financial 

institutions and the results have been mixed. The work of Steil and Litan focused on the United 

States, an incumbent power in international finance. Following Steil and Litan, scholars have 

finetuned the definition of financial statecraft as: “the use of financial and monetary policies by 

sovereign governments for the purpose of achieving larger foreign policy goals.”98 

The most recent scholarly works suggest that the practice of financial statecraft is no longer a 

privilege available only to incumbents in the global financial system. Among scholars there is 

growing interest in using individual case studies to investigate how an emerging power or a group 

of emerging powers practice financial statecraft. For instance, Friedrich Wu and Koh De Wei 

examined the efficacy and limitations of China’s exercise of financial statecraft in Africa and Latin 

America through direct investment in those regions by Chinese agencies, such as SOEs, state-

owned banks, and China Investment Corporation. They conclude that China has used its financial 

assets to pursue both economic goals and political interests, but the results were mixed.99 There 

have also been several studies on BRIC countries’ exercise of “collective financial statecraft” as 

they have attempted to modify the existing international financial system and increase their 

influence.100  

                                                      
97 Steil, B., & Litan, R. E. (2006). Financial statecraft: The role of financial markets in American foreign policy. New Haven: 

Yale University Press, p4. 
98 Roberts, C. A, Armijo, L. Elliott, & Katada, S. N. (2017). The BRICS and collective financial statecraft. New York, NY: 

Oxford University Press, p6. 
99 Roberts, C. A, Armijo, L. Elliott, & Katada, S. N. (2017). The BRICS and collective financial statecraft. New York, NY: 

Oxford University Press, p6. 
100 Roberts, C. A, Armijo, L. Elliott, & Katada, S. N. (2017). The BRICS and collective financial statecraft. New York, NY: 

Oxford University Press. 
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The current literature on economic and financial statecraft has been primarily focused on 

describing how the state can use economic and financial means to achieve geopolitical and 

geostrategic goal while giving little consideration to whether the state is an incumbent power or 

emerging power. The empirical examples cited in the existing literature on financial statecraft 

generally fall into one of two major categories: 1) the state deploying coercive economic 

sanctions;101 2) the state deploying its power as a creditor to advance geopolitical interests.102 This 

emphasis on the geopolitical implications of economic and financial statecraft has given rise to 

several academic terms, such as capitalist geopolitics, 103  political capitalism, 104  authoritarian 

capitalism,105 and peripheral capitalism.106 From this perspective, sovereign leveraged funds as 

state-owned financial institutions can be interpreted as tools of the sponsoring states to attempt to 

realize their geopolitical aspirations through the exercise of financial power.  

This geostrategic interpretation of the role of SLFs as a tool of financial statecraft is too narrow 

and overlooks the fundamental motivation of states to establish SLFs in the first place. The practice 

of financial statecraft by SLFs comprises not only the coercion of investment-recipient states, but 

                                                      
101 For example, Lenway, S. A. (1988). Between war and commerce: economic sanctions as a tool of statecraft. International 

Organization, 42(2), 397. Drezner, D. W. (1999). The sanctions paradox: economic statecraft and international relations. 

Cambridge, Eng.: Cambridge University Press. Chan, S., & Drury, A. Cooper. (2000). Sanctions as economic statecraft: theory 

and practice. London: Macmillan Press. Drezner, D. W. (2015). Targeted Sanctions in a World of Global Finance. International 

Interactions, 41(4), 755–764. Lew, J. J., & Nephew, R. (2018). The Use and Misuse of Economic Statecraft: How Washington Is 

Abusing Its Financial Might. Foreign Affairs, 97(6), 139. 
102 For example, Brad W. Setser, Sovereign Wealth and Sovereign Power: The Strategic Consequences of American Indebtedness 

(New York: Council on Foreign Relations Press, 2008). DREZNER, D. W. (2009). Bad debts: assessing China’s financial 

influence in great power politics. International Security, 34(2), 7–45. MYERS, M. R. 1. (2018). The globalization of united states 

debt: The real impact of china's rise as a creditor state. Indiana Journal of Global Legal Studies, 25(1), 495-511. 
103 Woodley, D. (2015). Globalization and capitalist geopolitics: sovereignty and state power in a multipolar world. Abingdon, 

Oxon: Routledge. 
104 Schwartz, H. (2012). Political Capitalism and the Rise of Sovereign Wealth Funds. Globalizations, 9(4), 517–530. For a most 

recent theoretical discussion on political capitalism, see Holcombe, R. G. (2018). Political Capitalism: How Economic and 

Political Power is Made and Maintained. Cambridge, United Kingdom: Cambridge University Press. 
105 Carney, R. W. (2018). Authoritarian capitalism: Sovereign wealth funds and state-owned enterprises in east asia and beyond. 

Cambridge: Cambridge University Press. 
106 Dixon, A., & Monk, A. (2012). Rethinking the sovereign in sovereign wealth funds. Transactions of the Institute of British 

Geographers, 37(1), 104-117. Adeakin, I. (2018).  The emerging role of sovereign wealth fund as an economic growth avenue 

for Nigeria: lessons from the Singapore experience. Commonwealth & Comparative Politics, 56 (3), 298-317. 
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also the general application of financial power in a multifaceted approach to executing on the 

priorities of the state both at home and abroad. SLFs have emerged and grown in number during 

the past two decades against a backdrop of increasing globalization and the rising importance of 

financial markets to long-term economic development. Countries of different levels of 

development have increasingly integrated financial development into their long-term development 

strategies, recognizing that the efficient use of resources to facilitate the development of financial 

markets can mitigate domestic structural issues.  

When considering SLFs as tools of financial statecraft, it is important to keep in mind that most 

SLFs were created to address a pressing crisis at home or as a response to perceived challenge 

from abroad. Across all levels of development, policymakers will eventually face an urgent crisis 

or perceived challenge that requires the reform of domestic institutions and structures amid a 

globalized, competitive environment. Implementing the required reforms at minimum political 

cost is a critical issue for the state. Several SLFs were initially created with a dual imperative of 

deepening structural reforms at home while adapting the domestic financial system to financial 

globalization. In this circumstance, policymakers are faced with a complicated challenge, as the 

tangible rewards of reforms are not immediately apparent, but the associated high political costs 

are borne in real-time. The need to balance this difficult political equation has led policymakers to 

employ financial statecraft as a means of offsetting the cost of structural reform and minimizing 

its political impact. For this reason, some states have leveraged pools of idle capital to fund SLFs 

that participate in global markets in pursuit of both tangible financial returns and intangible 

political gains.  
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Such an example is the Chinese SLFs complex, which will be discussed in Chapter 3. There have 

been several occasions in which the Beijing government has provided financial incentive packages 

through Chinese SLFs to Latin American countries and successfully induced them to cut ties with 

Taipei. Practices like this echo with what David Lampton pointed out about money and material 

resources as “a convertible form of power - they purchase coercive capabilities, confer normative 

power, are attractive, and provide the means to disseminate ideas.”107 But in the context of Chinese 

SLFs, advancing foreign policy interests was not the primary reason for their creation. In fact, 

China created its first SLF in 2003 as a special purpose vehicle, Central Huijin, funded by foreign 

exchange reserves as the government saw an urgent need to recapitalize failing Chinese banks. 

This ultimately led to the creation of more SLFs as the Chinese government sought more 

innovative ways to manage its foreign exchange reserves and leverage idle capital to help solve 

domestic structural imbalances.  

SLFs as tools of financial statecraft in an increasingly globalized and financialized world play a 

much broader role than what can be described as traditional economic statecraft (see Table 5). 

Traditional economic and financial statecraft suggests that coercion is the most often resorted to 

means to achieve a desired foreign policy goal without going to war. It also acknowledges that the 

ability to coerce is limited. Moreover, economic and financial statecraft as traditionally 

conceptualized can be useful when an incumbent power or a stronger state targets at a weaker state 

but it will not work the other way around. More often than not, attempts to use financial power to 

gain political leverage over an incumbent power has failed. As Thucydides concluded, “the 

                                                      
107 Lampton, D. M. (2008). The three faces of Chinese power: might, money, and minds. Berkeley, Calif.: University of 

California Press, p78. 
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possession of capital enabled the more powerful to reduce the smaller cities into subjection.”108 

However, SLFs broaden the scope of how financial statecraft can be exercised in global markets 

in that it is no longer the exclusive prerogative of incumbent powers and it can be practiced by 

more positive means for more defensive or development ends. 

Table 6 SLFs as Financial Statecraft 

Dimension Traditional conceptualization of Financial 

Statecraft 

Sovereign Leveraged Funds as Tools of Financial Statecraft 

Agent Individual state or national government Sovereign leveraged funds 

Target Individual state In most cases the targets are individual corporations and individual 

projects. Occasionally the target can also be individual states to 

shape the state’s choices and influence the state’s incentives.  

Means Offensive (via coercion) Positive incentivizing or persuasion;  

Defense against hostile foreign takeover of key domestic firms in 

strategic industries;  

Goal Achieve foreign policy goals Achieve both tangible financial gains and intangible strategic gains. 

Solve domestic development issues through international markets. 

Finance state-prioritized agenda and advance national interests 

through directly participating in global markets. 

Primary 

Issues of 

Concerns 

economic sanctions; 

sovereign creditors and their conversion 

of financial power into statecraft; 

Direct and indirect investment in global markets; 

Overseas project financing. 

Investing in strategic companies that have desired technological 

advantage. 

Investing in overseas strategic natural resources to secure the 

supplies of resources for domestic needs. 

Type of 

power 

Incumbent power Both incumbent and emerging power   

 

The way in which SLFs practice financial statecraft is different in three respects. First, SLFs 

directly participate in global financial markets as an agent of the state. They play the role of 

financiers and investors rather than simple sovereign creditor. Through direct investment and 

financing, SLFs have the capacity to tap domestic pools of idle capital and translate them into 

overseas assets with growth potential or into strategic natural resources that support long-term 

domestic development. By directly participating in international markets, SLFs seek solutions to 

                                                      
108 Robert B. Strassler, ed., The Landmark Thucydides: A Comprehensive Guide to the Peloponnesian 

War (New York: Simon and Schuster, 1996), p. 7. 
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address domestic structural issues from markets beyond the sovereign border of a state. Second, 

SLFs can finance overseas activities of state-owned enterprises and other state-favored 

corporations whose operations are critical to the achievement of national strategies. Through 

targeted investments by SLFs and by coordinating the international expansion of domestic firms, 

the state can take the driver’s seat to facilitate domestic financial development while also 

mitigating domestic industrial overcapacity. Alternatively, the state can also assume a more subtle 

back seat role, using a SLF to less obtrusively and indirectly provide financial and political support 

to favored private firms as they expand internationally in way that aligns with the national 

economic and financial development strategy. The state can also use SLFs to play a defensive role, 

maintaining sufficient capacity to defend against losing control over strategic domestic firms to 

foreign interests. Third, SLFs resort to persuasion and incentivization rather than coercion when it 

is convenient or necessary to attempt to shape other countries’ choices and influence their behavior. 

This is not always motivated by the pursuit of geopolitical interests. This can also take the form of 

SLFs building relationships with foreign governments and providing project consultations with 

the intention to help domestic firms to win international contracts for major infrastructure projects. 

A good example of this is Japan Bank for International Cooperation which will be discussed in 

Chapter 4. 

V. Conclusion 

This chapter has contributed to the academic discussion on government-owned investment funds 

or sovereign wealth funds by adding a new term to the vocabulary: sovereign leveraged funds. The 

concept of sovereign leveraged funds is used to explain the variations in behavior and functions 

among existing sovereign funds. This chapter uses two independent variables to explain such 

variations. The first is the nature of the wealth used to capitalize the fund: whether the fund is 
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capitalized by real unencumbered wealth from the monetization of natural resources, or whether 

the fund is capitalized by leveraging a pool of idle capital like reserves. The second independent 

variable is the domestic political-economic process and condition through which the leverage is 

created. SLFs and commodity-based SWFs are differentiated by both their political-economic 

circumstances and financial structure. This chapter has also highlighted SLFs’ three distinctive 

functions: capital mobilizers, protectors of strategic industry, and agents of financial statecraft. 

The framework laid out in this chapter analyzes the political-economic conditions under which 

SLFs were created and provides some insight into what type sovereign funds will be launched by 

countries in the future and how might we expect these funds to behave. Clearly, the model of SLFs 

is much more widely applicable to a greater number of country specific circumstances than the 

model of traditional commodity-based SWFs. Moreover, for the governments of resource-

dependent countries that have a goal of economic diversification the creation of a SLFs in the 

mode of Gershenkron’s capital mobilizers may be a way to foster the development of other sectors 

and new industries and lessen a dangerous reliance upon natural resource revenues. The economic 

functions that SLFs perform are likely to be of interest to a wide variety of governments, and 

therefore we should expect to see a growing number of governments follow the recent steps taken 

by Saudi Arabia and Germany and express an interest in launching a SLF in the future. 

Chapter 3 and Chapter 4 provide a comparative analysis of SLFs in China and Japan. In Chapter 

3, I examine when, why, and how China used its foreign exchange reserves to capitalize several 

sovereign wealth funds (SWFs) for the purpose of advancing a state-prioritized agenda in global 

financial markets. From a comparative perspective, I examine in Chapter 4 Japan’s decade-long 

debate about whether to launch a SWF and why it ended with the discreet transformation of a little-

known government institution into a de facto SLF through a process that I describe as “putting 
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new wine in an old bottle.”  My comparative analysis describes how domestic political economic 

processes have influenced the different approaches taken in China and Japan—the two largest 

economies in East Asia with the two largest stockpiles of foreign exchange reserves in the world—

towards using foreign exchange reserves for the establishment of sovereign leveraged funds to 

finance national strategies, to respond to domestic crisis and exogenous shocks, and to solve 

structural issues through broader international markets.    
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Chapter 3  

Sovereign Leveraged Funds and the 

Case of China 

 

 

 

 

 

 

 

 

 

 

This chapter analyzes a different type of government-owned investment fund which this author 

calls “sovereign leveraged funds” (SLFs). It begins with an introduction of the economic and 

financial fundamentals of these funds, then analyzes the political-economic function and 

significance of these funds. After that, the third section of this chapter examines the theory in 

practice with a detailed case study of a prototypical example, the Chinese sovereign leveraged 

fund complex.  

 

The politics and economics of SLFs are best illustrated by a case study on China’s SLF complex. 

Since its reform and opening up, China has accumulated an enormous amount foreign exchange 

reserves, exceeding $3 trillion. However, apart from these official reserves, China also has as much 
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as $2.1 trillion in assets collectively managed by its three major SLFs.109 As will be discussed in 

the next section, China first gained experience with SLFs in 2003, when the government saw an 

urgent need to recapitalize Chinese banks. This ultimately led to the creation of two more SLFs as 

the Chinese government sought more innovative ways to manage its foreign exchange reserves. 

China’s SLF complex can be thought of as Gerschenkron’s “capital mobilizers” in the 21st century. 

They exemplify a state-engineered project to leverage capital to solve urgent domestic problems 

and to give support to the state’s political-economic agenda. The use of SLFs to attempt to 

domestic structural imbalances and to coordinate domestic firms to “go out” also show that 

Chinese SLFs are used by the Chinese state as tools for financial statecraft, seeking solutions to 

domestic structural issues in broader global markets. 

 

The case study will in turn analyze each of China’s three SLFs: Central Huijin, China Investment 

Corporation (CIC), and SAFE. In each discussion we will cover the key people and institutions in 

the founding of the fund and illustrate how it advanced China’s national interests. Our focus will 

initially be on Central Huijin and its role in addressing the chronic undercapitalization of China’s 

banking system. Next, we will consider CIC and how it wrestled away control of a part of China’s 

foreign exchange reserves to launch China’s first overseas investment fund. Lastly, we discuss 

SAFE − the most opaque of China’s SLFs and perhaps world’s single largest institutional investor 

− and how its entry into global markets was largely motivated by bureaucratic competition and 

more than a tinge of jealousy. The experience of China’s SLF complex demonstrates many of the 

characteristics that are emblematic of SLFs as a new class of government investment fund. 

 

                                                      
109《有多少外储花开别处？——中国“影子外储”的规模估算》, 天风证券报告. The full report in Chinese can be accessed at 

http://www.stcn.com/2017/0222/13063240.shtml  

http://www.stcn.com/2017/0222/13063240.shtml
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China’s Sovereign Leveraged Funds are prototypical examples of SLFs. They best illustrate the 

SLF as a state-engineered project to leverage capital to achieve a political-economic agenda. 

China’s SLFs came out of necessity due to the undeveloped status of China’s financial system that 

is characterized by state control over major financial institutions and infrastructure. Such “state 

dominance” of the financial system in the Chinese case is defined by three elements: 

1) the predominance of state-owned financial institutions rendering privately-owned 

financial institutions almost non-existent, leaving the populace with very limited 

options for saving or borrowing; 

2) the dominance of state-owned commercial banks (SOCBs) over credit markets, 

which has led to cheap and easy financing for loss-making SOEs and has created huge 

non-performing loans among SOCBs; 

3) a closed capital market and capital controls, which amounts to a financial Great Wall 

preventing the free flow of capital across the border in pursuit of the most profitable 

investment opportunities.  

 

State control over major financial institutions has led to “financial repression” in China. This is 

characterized by captive savings that earn extremely low real interest, which in turn necessitates 

even higher rates of saving by the populace that has no access to financial services besides deposits 

at state-owned banks. 110 Decades of this financial repression has contributed to China’s currency 

having long been undervalued leading it to accumulate an enormous amount of foreign exchange 

reserves. When these reserves come off the balance sheet of the PBoC they cease to count as 

                                                      
110 The concept was introduced in 1973 by Edward S. Shaw and Ronald I. McKinnon to define the effect of the creation of captive 

domestic markets for government debt. Financial repression can be disguised as “macro prudential regulations”, i.e.: the 

government efforts to mitigate systemic risks in the financial system. 
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official reserves and instead become shadow reserves. These shadow reserves are far less restricted 

in terms of investment than official reserves, which is why shadow reserves generally comprise 

the capital base of China’s SLFs. 

 

The fact that there is more than one SLF in China should not be surprising, given the hybrid state-

market economic system that China has adopted since its since its reform and opening-up.111 The 

publicized of China’s SLFs is China Investment Corporation (CIC). However, CIC is not as well 

capitalized as the State Administration of Foreign Exchange (SAFE) and various SAFE-affiliated 

investment companies. SAFE is a direct subsidiary of the PBoC and it is legally mandated to 

manage China’s more than $3 trillion in foreign exchange reserves.  SAFE-affiliated investment 

companies are estimated to collectively manage about $1 to $1.5 trillion in assets, almost a third 

of China’s total reserves.  

 

There are several other Chinese smaller funds with considerably few resources that tend to be joint 

ventures between the China’s major SLFs and other agencies. (Table 7.) These include the recently 

established Silk Road Fund, which was funded by a consortium of SAFE, CIC, the Export-Import 

Bank of China, and China Development Bank. Additionally, there is the China-Africa 

Development Fund, which was co-funded by China Development Bank and the Silk Road Fund. 

Several other funds established in 2017 tend to more industry-oriented and have some feature in 

common with venture capital. These include: China Aerospace and Technology Corporation, 

China State-owned Enterprises Restructuring Fund, China State-owned Capital Venture 

Investment Fund, and the State-owned Enterprises China Innovation Fund. Some city or provincial 

                                                      
111 Such hybrid regime has been described as “centrally managed capitalism” (Lin, 2011), “Sino-capitalism” (McNally, 2012), 

and “Chinese market-liberal state capitalism” (ten Brink, 2012). 



   
 

106 
 

governments in China have also launched their own small investment funds. The case study in this 

chapter limits itself to CIC (including Huijin) and SAFE (and its affiliated funds) and leaves these 

other, smaller funds to future research. 

Table 1 Examples of Chinese Sovereign Leveraged Funds 

Name of Fund Year of Founding Initial Capitalization 

SAFE Investment Company 1997 $20 billion 

China Investment Corporation  2007 $200 billion 

Silk Road Fund 2014 $40 billion 

SOE Restructuring Fund  2016 RMB 350 billion ($52.5 billion) 

State-owned Venture Capital fund 2016 RMB 200 billion ($30 billion) 

SOE China Innovation Fund 2017 RMB 150 billion ($ 21.76 billion) 

SOE Mixed-ownership Reform Fund 2017 RMB 100 billion yuan ($15.19 billion) 

 

 

 

I. The Creation of Central Huijin: China’s First Attempt at Leveraging its Foreign 

Exchange Reserves 
 

1. Non-performing Loans and China’s Banking Crisis  

 
China does not have a real private banking system. Rather, its banking system has been dominated by four 

major state-owned commercial banks (SOCBs) –the Bank of China, Industrial and Commercial Bank of 

China, China Construction Bank and Agricultural Bank of China.  Each of these four SOCBs was assigned 

a special role: the Agricultural Bank of China (rural and agricultural sectors); the Bank of China (foreign 

trade); the People’s Construction Bank of China later renamed the China Construction Bank (construction 

and fixed-assets); the Industrial and Commercial Bank of China (business activities of the SOEs). These 

four SOCBs accounted for the vast majority of all loans and deposits within China. For example, at the end 

of 2002, these four SOCBs accounted for approximately 59% of all domestic deposits and 55% of all 

loans.112 In 2004, their assets accounted for 54% of the banking sector as a whole.113  

 

                                                      
112 “Balance sheets of Assets and Liabilities of the SOCBs,” (国有商业银行资产负债表), Annual Report of the PBoC 2003 (中

国人民银行年报 2003). Retrieved at http://www.pbc.gov.cn/chubanwu/114566/115296/115340/index.html#2003 年年报  
113  “Total Assets & Total Liabilities in 2004”, see: http://www.cbrc.gov.cn/english/index.htm   

http://www.pbc.gov.cn/chubanwu/114566/115296/115340/index.html#2003年年报
http://www.cbrc.gov.cn/english/index.htm
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For a long time, China’s SOCBs were commercial only in name, and their lending activity historically was 

noncommercial in nature. Deng Xiaoping frankly pointed out the lack of a real banking system in China. 

He said in October 1978: “banks should play a role in the economy, but our banks are merely accountants 

and have not played the role of a bank in a real sense. ( 银行应该抓经济，现在仅仅是当会计，没有真

正起到银行的作用.)” Traditionally, Chinese SOCBs extended loans to finance the operations of SOEs 

regardless of their risks or profitability, simply to meet the goals of government policy. By the end of 1995, 

more than 4/5 of bank loans outstanding were to SOEs, an indication that Chinese banks had not adequately 

allocated funds to private enterprises on a commercial basis. 114  PBoC governor Zhou Xiaochuan 

acknowledged that of all the nonperforming loans (NPLs) accumulated by the end of the 1980s, 30% came 

from direct government administrative orders and intervention at different levels of government, 30% from 

supporting SOEs, 10% from unfavorable local administrative and judicial ecosystem, and 10% from 

industrial structure adjustment directed by the government.115 This meant that 80% of all the accumulated 

NPLs by the end of the 1980s were either directly or indirectly caused by government administrative orders 

and extending loans to unprofitable SOEs.  

 

The magnitude of NPLs at China's largest banks increased on through to the mid-1990s.116 In June,1995, 

just before becoming the governor of the PBoC, Dai Xianglong (戴相龙) revealed that the share of the 

combined loan portfolios of China's four largest banks that was nonperforming had been rising by 2 

percentage points per annum for several years.117 This assessment was confirmed by a more detailed 

                                                      
114 Lardy, Nicholas R. (1998.) China’s Unfinished Economic Revolution. Brookings Institution Press, p130. 
115 The PBoC Governor Zhou Xiaochuan (周小川) speech at the 2004 Beijing International Financial Forum. See “2004 北京国

际金融论坛上午实录,” 人民网，May 19, 2004. Retrieved at http://finance.sina.com.cn/roll/20040519/1016767522.shtml  
116 For details, see Lardy, Nicholas R. (1998.) China’s Unfinished Economic Revolution. Brookings Institution Press, p121. 
117 Cited from Lardy, Nicholas R. (1998.) China’s Unfinished Economic Revolution. Brookings Institution Press. His original 

source is "Enterprises Need Personal Savings," China Daily, May 23, 1995, p. 4. The article in China Daily draws on an 

interview with Dai Xianglong published in Liaowang (Outlook). At the time he was the vice governor of the bank. The English-

language article states that the portion of "bad loans" has been rising by 2 percent a year. In the original article the language used 

by Dai is not ''daizhang daikuan," the term for bad loans, but "buliang daikuan." Buliang daikuan is a generic term that 

corresponds to what would usually be called nonperforming loans. It is inclusive of all three types of classified loans. The 

 

http://finance.sina.com.cn/roll/20040519/1016767522.shtml


   
 

108 
 

statement of a staff member of the headquarters of the Industrial and Commercial Bank of China.118 In an 

article reviewing the first National Financial Work Conference held in 1997, Dai recalled the grave situation 

again: “at the end of June 1996, the share of NPLs on the balance sheets of the SOCBs reached 24.75% of 

the SOCBs total loan balance. Some of our SOCBs were literally insolvent.”119 Unsurprisingly, the major 

contributors to such a large number of NPLs were loss-making SOEs. By October 1997, 46% of SOEs were 

unprofitable.120 By the end of 2001, the total level of NPLs in China’s SOCBs had reached 25-40% of the 

SOCBs’ total loan balance, far above the healthy limit according to international standards.121 

Figure 6 Bank Non-Performing Loans to Gross Loans for China (2000-2015) 

 
 

                                                      
original article states that the share of nonperforming loans is rising by 2 percentage points a year. Zhao Yining, "The Financial 

Situation and Financial Reform," Liaowang (Outlook), May 15, 1995, pp. 1213.  
118 Cited from Lardy, Nicholas R. (1998.) China’s Unfinished Economic Revolution. Brookings Institution Press. This journal 

study placed the share of past due loans, doubtful loans, and bad debt of the four largest state-owned banks at year-end 1994 at 

11.3 percent, 7.7 percent, and 1.3 percent of the total loans outstanding by these banks. (See Sun Shangrui, "An Investigation of a 

Number of Issues in the Commercialization Reform of the Specialized Banks," Caimao jingji (Finance and Trade Economics), 

no. 3 (March 1996), p8.) Nicolas Lardy referred to a different article saying that the sum of these numbers, 20.4 percent, is 2 

percentage points less than the year-end 1995 data. The share of nonperforming loans of the Agricultural Development Bank, the 

largest of the three new policy banks created in 1994, is rising even more rapidly, from 20 percent at year-end 1995, 26 percent at 

year-end 1996, and 27 percent by February 1997. (See Hu Chushou, "The Causes and Solutions to the Financial Risk of China's 

Agricultural Policy Bank," Jingjixue dongtai (Economic Dynamics) October 18, 1997, pp. 2225 in FBIS, China, 97-350, 

December 16, 1997. 
119戴相龙. (2010). 回顾 1997 年全国金融工作会议. 中国金融(19), 28-31. 
120 Lin Zhaomu, (1998).《1997-1998 宏观经济形势分析》 (Analysis of Macroeconomic Condition) .中国计划出版社. 
121 “China Banking System Outlook: China’s Banks Walk a Tight Rope” (Hong Kong: Moody’s Investors Service, October 

2002), p11. 40 percent was reported by some international private institutions, whereas 25 percent was published by the People’s 

Bank of China. 
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Chinese policy makers recognized the threat posed by NPLs to the progress of China’s economic reform. 

The rising amount of NPLs not only threatened the health of Chinese banks but also the chance of gradually 

reforming the ailing SOEs. The lack of a market mechanism and state control over capital meant that the 

SOCBs were acting as financial lifelines, propping up some SOEs.  Those loss-making SOEs were unable 

to survive without preferential access to cheap credit funneled through the SOCBs as a matter of policy. 

There was no better alternative to advance reform of the SOEs than to enforce market discipline upon their 

funding operations while at the same time reforming the SOCBs. Therefore, during the first four National 

Financial Work Conferences (NFWC), the most critical issue discussed by Chinese policy makers was how 

to implement financial reform for the purpose of transforming the SOCBs into true commercial banks.122 

 

Chinese policy makers soon discovered there would be no easy solution to fixing the problems of Chinese 

banks’ NPLs. The issue of NPLs threatening the failure of Chinese SOCBs was both a financial and political 

problem. The Ministry of Finance (MOF), the sole owner of Chinese SOCBs, did not have sufficient 

resources to recapitalize the SOCBs by itself. Estimates placed the total cost of fixing the banking system 

at as high as 30% of China’s GDP in 2005.123 Such a fix would also be politically difficult for other reasons. 

Permanently addressing the NPLs issue would need to accompanied by reform of the SOEs that had taken 

the loans. This had the potential to be unpopular with some of China’s political elites who exercised control 

over the SOEs, not to mention the many millions of people employed directly by the SOEs. The Communist 

Party had traditionally considered the SOEs as the foundation of its dominance of the Chinese economy 

and as critical to maintaining political stability.   

 

Chinese policy makers began to realize that leveraging China’s enormous foreign exchange reserves as part 

of a recapitalization of the banking system may be the most economically and politically feasible solution 

                                                      
122  The time of these four conferences, respectively, is: November 17-19, 1997; February 2-5, 2002; January 19-20,2007; and 

January 6-7, 2012. Till 2016, National Financial Work Conference has only been held four times.  
123 Ma, G. (2007). “Who Pays China’s Bank Restructuring Bill?” Asian Economic Papers (1), pp.46-71. 
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to the problem of NPLs. However, the PBoC had never before used foreign exchange reserves to 

recapitalize banks and the central bank was prohibited from becoming a controlling shareholder. It was for 

exactly this reason that the government decided to establish Central Huijin Investment Ltd., an investment 

fund that could act as a shareholder while carrying out the policies the state.  

 

2. The Establishment of Central Huijin and Its Transformation  

 

The establishment of Central Huijin was the most important part of a state-engineered solution to 

the urgent problem of the failing banking sector, burdened by high amounts of non-performing 

loans which were the legacy of decades of support for unprofitable SOEs. China’s ascension to the 

WTO made the problem all the more pressing as it included a condition that China remove 

restrictions over the entry of foreign banks into the Chinese market. This meant that during the 

limited time of the implementation period China’s government needed to quickly improve the 

competitiveness of Chinese banks. Against this backdrop, Central Huijin was created as a special 

purpose vehicle (SPV) to recapitalize China’s failing SOCBs using foreign exchange reserves 

transferred from the PBoC. Between 2003 and 2006, Central Huijin acted as a sort of state-owned 

private-equity fund and played an indispensable role in the restructuring China’s major financial 

institutions, both banks and non-banks. Ever since then Central Huijin has been an major player in 

the Chinese financial system, it exercises ownership on behalf of the Chinese state and under the 

supervision of the State-owned Financial Assets Supervision and Administration Commission (金

融国资委). The use of an innovative, market-oriented mechanism like Central Huijin to address 

the pressing need for financial sector reform shows that the Chinese state was willing to take on 

new risks by becoming a participant in capital markets rather than attempting to control markets.  

 



   
 

111 
 

Huijin is solely owned by the state, but rather than being a regulatory commission it is a yangqi 

(央企). Its mandate is to exercise the rights and obligations on behalf of the Chinese state as an 

investor in major state-owned financial enterprises, and to preserve and increase the value of state-

owned assets. Initially, it was administered as a subsidiary of SAFE within the PBoC until 2008 

when it was transferred from SAFE to become a wholly owned subsidiary of China Investment 

Corporation (CIC). Before Huijin was reincorporated as a subsidiary of CIC, it implemented two 

major restructurings across both the banking and financial services industries. In this process, 

Huijin matured as an institution. It recruited experts to serve on its board of directors drawn from 

the ranks of SAFE, MOF, PBoC, CBRC, and elsewhere in Chinese government. However, Huijin’s 

relative success does not mean that its institutional culture and governance is not without serious 

flaw. As might be expected of an institution born out of crisis, Huijin became a point of contention 

among the established powers with the most responsibility for the crisis, namely the PBoC and 

Ministry of Finance.  

1)  Central Huijin and China’s Banking Sector Restructuring 

Central Huijin’s first mission was to recapitalize the SOCBs and help with reforming their 

shareholding structure so that eventually the SOCBs could be transformed into publicly-traded 

banks. However, the formation of Central Huijin was not the beginning of China’s banking reform, 

but rather it was the start of a new approach by the Chinese government. Banking reform had been 

attempted before in the late 1990s, however at that time the Ministry of Finance MOF) took an 

approach that was decidedly non-market oriented. For a long time, the SOCBs were locked in an 

unhealthy circle: they made loans to loss-making SOEs which eventually became NPLs, then the 

government stepped in to provide administrative recapitalization to the banks so that the cycle 

could continue. In 1998, MOF injected RMB 270 billion (US$32.6 billion) into the Big Four 
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SOCBs (ICBC, CCB, BOC, and ABC) to replenish their dwindling capital. This made the MOF 

the sole shareholder of the Big Four. (Figure 2) In 1999, the government created four centrally 

controlled asset management companies (AMCs), one for each of the Big Four, namely Dongfang 

(东方)、Changcheng (长城)、Xinda (信达) and Huarong (华融). The AMCs were supposed to 

purchase bad debts on the balance sheets of the Big Four and to dispose of them over 10 years. 

Between 1999 and 2000, assets transferred amounted to RMB 1.4 trillion ($169 billion), 

representing some 40% of the estimated total NPLs of the big four banks and equivalent to 18% 

of China’s GDP in 1998. 124 But all these efforts achieved limited results. The increase in NPLs 

was faster than the government’s administrative recapitalization of the banks. By 2003, Chinese 

banks were believed to be sitting on around $500 billion in NPLs, or slightly less than half the 

value of the nation’s annual GDP. In November 2003, Standard & Poor’s rated major Chinese 

banks as junk grade.125  

 

                                                      
124 For a detailed analysis of the AMCs, see, for example, Guonan Ma and Ben S C Fung, “China’s asset management 

corporations,” BIS Working Papers No 115, August 2002. Accessed at https://www.bis.org/publ/work115.pdf  
125 According to The Wall Street Journal, ICBC, BOC and CCB were all rated at double-B-plus, one notch below investment 

grade. Agricultural Bank of China, China Merchants Bank Co., and Shanghai Pudong Development Bank were all rated with a 

double-B-pi rating, two notches below investment grade. China Everbright Bank, Shenzhen Development Bank Co., China 

Minsheng Banking Corp, and Hua Xia Bank were all rated with a single-B-pi rating. Guangdong Development Bank were rated 

with a triple-C-pi rating. See in “Standard & Poor's Rates China Banks as Junk Grade,” The Wall Street Journal, November 26, 

2003. 

https://www.bis.org/publ/work115.pdf
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Figure 7 1998 SOCB recapitalization by special T-bonds 

 
 

Using foreign exchange reserves to recapitalize the banks was attractive to national policymakers. 

China had been running a trade surplus and steadily accumulating foreign exchange reserves since 

1994. As China’s foreign exchange reserves reached $403 billion in 2003, the PBoC made a bold 

move by using reserves to recapitalize the SOCBs. It needed a vehicle to implement 

recapitalization and to take a market-oriented reform approach to break away from the vicious 

circle. This was the raison d’etre of Huijin. Created in December 2003, Huijin was to serve as the 

representative of the government and the PBoC in banking reform. Since its establishment, Huijin 

carried the responsibility to reform SOCBs, to help restore the health of China’s domestic banking 

system, and eventually to create competitive domestic financial markets. This also permanently 

defined Huijin’s distinctive nature: it is a quasi-government agency with the special mission of 

carrying out China’s domestic financial reform. This is a very different mandate from that of China 

Investment Corporation, which was established almost four years after Huijin. 
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China’s ascension to the WTO in December 2001 put much more pressure on the state to quickly 

strengthen the SOCBs and to further reform the Chinese banking system. This was due to an 

agreement that in five years China would remove restrictions on the entry of foreign banks and 

end protections for the domestic financial sector. At the Third Plenum of the 16th Party Congress 

(十六届三中全会) in October 2003, the Party Congress decided to speed up the SOCB’s 

restructuring. Following the Party Congress, the State Council launched the Leading Group on 

Reforming the Shareholdings of SOCBs (国有独资商业银行改革领导小组) to implement this 

reform. The group was headed by Huang Ju (黄菊), the First Vice Premier and senior Politburo 

member who was in charge of financial affairs. Also a part of the group were: PBoC Governor 

Zhou Xiaochuan, who was a protégé of President Jiang Zemin (江泽民); Premier Zhu Rongji (朱

镕基); and Vice Premier Huang Ju,126 who was made the Director of the Office for the Leading 

Group (国有独资商业银行股份制改革试点工作领导小组办公室主任). These appointments 

reflected the rising influence of the PBoC in the banking reform relative to other institutions, 

particularly the Ministry of Finance and the China Banking Regulatory Commission (CBRC), 

which itself was newly created in April 2003. 

 

The Leading Group quickly put forward an implementation plan for the restructuring of Bank of 

China and China Construction Bank, and proposed that the State Council authorize SAFE to 

establish a government-owned investment company as a vehicle to conduct capital injection and 

to participate in corporate governance when necessary. This proposal was considered a clever way 

to bypass legal restrictions that prohibited the PBoC from owning any commercial bank. In 

                                                      
126 “Political Overlords Shackle China's Monetary Mandarins,” The Wall Street Journal, April 15, 2011. Accessed at 

https://www.wsj.com/articles/SB10001424052748703410604576217553508821290  

https://www.wsj.com/articles/SB10001424052748703410604576217553508821290
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November 2003, this proposal was approved by senior leaders in the State Council, including Wen 

Jiabo (温家宝), Huang Ju (黄菊) and Wu Yi (吴仪). With this approval, Central Huijin Investment 

Co., Ltd. was officially launched within one month on December 16, and the PBoC allocated $45 

billion of foreign exchange reserves (RMB 372.465 billion) as Central Huijin’s initial capital. At 

that time, Huijin was the largest investment company in mainland China.  

 

In the early days of Central Huijin’s operations, it was considered as an SPV and proxy of the 

PBoC. It was led by the Leading Group for the Reform of SOCBs (国有独资商业银行改革领导

小组) headed by Huang Ju but directed by the PBoC Governor Zhou Xiaochuan. The real power 

behind Central Huijin resided with the PBoC’s Financial Stability Bureau (FSB). The FSB was in 

charge of Huijin’s institutional planning and daily operations since Huijin was established. 

Administrative provisions related to financial stability were made and implemented by the 

Financial Stability Bureau, whereas market operations were conducted by Central Huijin. Initially, 

Huijin did not have its own management team or staff but was managed by the same management 

team as SAFE. Guo Shuqing (郭树清), then a Deputy Governor of PBC and Administrator of 

SAFE, assumed the position of Huijin’s first chairman. Hu Xiaolian (胡晓炼), then the Deputy 

Administrator of SAFE, took a concurrent position as Huijin’s General Manager, after the position 

had been vacant for a quite some time. Li Xiaoming (李笑明), then the Director of China Foreign 

Exchange Trading Center, became Huijin’s Deputy General Manager. 
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Shortly after Huijin was established, it injected $45 billion into Bank of China (BOC) and China 

Construction Bank (CCB) using foreign exchange reserves, each receiving $22.5 billion.127 The 

whole $45 billion from Huijin would be kept on the balance sheets of these two banks in the form 

of foreign exchange assets that would not be exchanged into RMB. This capital injection 

automatically wrote down $45 billion of SAFE’s foreign exchange reserves, and the MOF wrote 

off RMB 320 billon of its equity stake in these two banks.128 (Figure 3) Huijin has since become 

the controlling shareholder of these two banks. This was seen as the PBoC’s growing leadership 

in China’s banking reform and its increasing influence over the two banks, breaking MOF’s 

monopolistic control over state-owned financial assets.  

 
Figure 8 Huijin, the PBoC, and SOCBs (BoC and CCB) Restructuring 

 
 

                                                      
127 According to CCB’s publicly disclosed financial information on the Hong Kong Exchange News, the $22.5 billion equity 

contribution CCB received from Huijin was recognized as an increase in shareholders' equity in the amount of RMB 186,230 

million in the form of U.S. dollars. This equity contribution significantly increased CCB’s foreign currency assets. For the full 

disclosure of this information and related, see http://www.hkexnews.hk/listedco/listconews/sehk/2005/1014/939/F123_e.pdf  
128中行和建行注资模式是首先以财政部所有的资本金冲销各类损失坏账，然后央行以 450 亿美元外汇储备注资。财政部

的权益为股改不良资产买单，央行通过汇金公司成为两大银行的真正股东，成为中建股改的主导力量. 北京师范大学金

融研究中心主任钟伟分析，中行和建行两行动用了改制前的资本金和拨备来冲销损失类贷款，所有者权益正好能冲销损

失类贷款。然后由央行掌控的汇金公司注入外汇储备 450 亿美元，实际上央行成为最大股东 

http://www.hkexnews.hk/listedco/listconews/sehk/2005/1014/939/F123_e.pdf
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In September 2004, CCB was reincorporated as a shareholding bank, named China Construction 

Bank Corporation. Xie Ping(谢平) attended the ceremony for the relaunch of the bank as the 

General Manager of Huijin. Xie held a PhD in Economics from Renmin University, and he had 

great experience within the PBoC working on financial stability issues. Together with Yi Gang 

(易纲), Xie Ping was believed to be one of the two most critical architects of Huijin when it was 

still under planning. Before taking the General Manager position at Huijin, Xie had been a bureau-

level (局级) PBoC technocrat for more than a decade. He was a former Director of the FSB, and 

he also held a concurrent position as the Director of the Office for State-owned Financial 

Institution Reform (国有金融机构改革小组办公室). Xie Ping taking the position of Huijin’s 

General Manager was considered as a signal that Huijin –representing the PBoC –was no longer a 

temporary SPV but started to take on responsibilities in SOCB reform.129 

 

Two pilot banking reform projects led by Huijin were considered as successfully completed when 

CCB and BOC both went public. In October 2005, Bank of America (BoA) made its first 

investment in CCB, paying $3 billion for a 10% stake.130 Soon after, CCB listed on Hong Kong 

stock exchange. In June 2006, Royal Bank of Scotland invested in BOC and a short while later the 

Chinese bank listed on the Hong Kong Stock Exchange and the Shanghai Stock Exchange.  

 

However, Huijin’s experience with the recapitalization of BoC and CCB using foreign exchange 

reserves was not repeated when it came to the recapitalization of the Industrial and Commercial 

                                                      
129 Interview with an NDRC official, Beijing, September 2016. 
130 According to the Wall Street Journal, between January 2009 and November 2011, BoA sold at least $22.6 billion worth of 

share of ICBCs, which had increased in value, leaving it with less than 1%. In September 2013, BoA sold two billion Hong 

Kong-listed shares for HK$5.70 each (74 U.S. cents). Altogether, BoA reaped about $14 billion in profit from its shares since 

2009. See “Bank of America Exits China Bank Stake,” The Wall Street Journal, September 3, 2013.   
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Bank of China (ICBC), China’s biggest bank. Rather, ICBC’s capital injection was carried out by 

both Huijin and the Ministry of Finance, a model that has been considered as a political 

compromise between the PBoC and the Ministry of Finance, as each was vying for control of 

ICBC and overall leadership of the banking reform.131 Instead of having Huijin, representing the 

PBoC, conduct capital injection single-handedly, both Huijin and the Ministry of Finance 

participated in ICBC’s recapitalization and restructuring. As approved by the State Council in 

April 2005, Huijin injected into ICBC $15 billion using foreign exchange reserves, giving Huijin 

an equity stake in ICBC of approximately RMB 124 billion. Meanwhile, the Ministry of Finance 

wrote down its equity stake in ICBC from RMB 170 billion to RMB 124 billion against 

provisioning for NPLs.132 Such a restructuring arrangement gave ICBC total registered capital of 

RMB 248 billion. More importantly, it allowed Huijin and the Ministry of Finance to be equal 

shareholders in the bank, with each holding 50% of the bank’s shares.  

 

Huijin’s reform of the Chinese banks peaked when ICBC completed the world’s biggest IPO in 

2006 and raised at least $19.07 billion on the Hong Kong Stock Exchange, smashing the previous 

record of $18.4 billion set by NTT DoCoMo of Japan in 1998. Up until then, Huijin had completed 

the restructuring of three of the Big Four within only three years. The last of the Big Four, 

Agricultural Bank of China was restructured in November 2008, after Huijin was reincorporated 

under China Investment Corporation. (Table 2 and 3) 

                                                      
131 Interview with a former PBoC official, who is currently running a private equity fund, Beijing, September 2016. 
132工行没有将原来的资本金和亏损资产全部冲光，汇金注资 1240 亿人民币(150 亿美元)后，与财政资金对半持股。损失

类资产 2460 亿元放在财政部承担的“特别共管基金”里，通过财政部持有的工行一半股份在上市之后的升值、每年的分

红和所得税来逐步填补。此外，工行 4590 亿人民币的可疑类贷款通过招标，已经转让给四家资产管理公司。‘特别共管

基金’等于无形中给工行发了一笔债，用未来的增值、分红和所得税来填补。”谢平说，工行上市后，股价上涨到两三块

是不难的，财政部持有工行的 1240 亿元将会增值，再加上分红和所得税的收益，就能弥补原来的投入。 

http://finance.people.com.cn/GB/8215/30803/4237435.html  also http://finance.sina.com.cn/g/20050423/10321544259.shtml  

http://finance.people.com.cn/GB/8215/30803/4237435.html
http://finance.sina.com.cn/g/20050423/10321544259.shtml
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Table 8 Huijin’ Capitalization of the Big Four 

Time Description 

December 31, 2003 Huijin injected $22.5 billion into Bank of China (中国银行，BOC), 

taking 100% total shares. 

December 31, 2003  Huijin injected $22.5 billion into China Construction Bank (中国建设

银行 CCB), among which $20 billion was direct injection into CCB 

(representing 86.128% total shares) and $2.5 billion was injected in to 

the Jianyin Investment (建银投资), which then injected the whole 

amount back into CCB (representing 10.653% total shares). In total, 

Huijin held 96. 881 % 

June 2004 Huijin injected RMB 3 billion into Bank of Communications (交通银

行). 

April 21, 2005 Huijin injected $15 billion into Industrial and Commercial Bank of 

China (中国工商银行, ICBC). 

 
Table 9 China's Big Four SOCBs Reform 
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After the bank restructurings were complete, Huijin was the largest shareholder of the SOCBs, 

breaking previously dominant control of MOF over Chinese banks. As the controlling shareholder 

of major SOCBs, Huijin – representing the PBoC – gradually transformed from an SPV into the 

visible hand of the government directing state policy towards banks. Huijin was given a mandate 

to take proactive market-oriented measures to ensure the safety of the state’s capital injection and 

to obtain a reasonable return on investment. As a state-owned investment company, Huijin’s 

capital injections are not fiscal allocations or administrative recapitalizations, but rather are capital 

investments; therefore, a reasonable return on investment is expected. Huijin’s strong presence 

inside the major banks empowered the PBoC to gain more control over financial risks in the 

banking sector, relatively weakening the authority and regulatory power of the Ministry of Finance 

and the CBRC regarding banking reform issues. The strengthening of PBoC’s position allowed it 

direct the path of China’s financial reform.  

 

2)  Central Huijin and Securities Brokerage Firms Restructuring 

Between the end of 2003 and 2004, Chinese securities brokerage companies faced an industry-

wide crisis for the first time since China established a securities market. In 2004, 114 major 

brokerage firms recorded a total net loss of RMB 14.993 billion.133 Losses had been swelling for 

years across the industry leading to multiple incidences of malpractice and risky behavior at several 

notable securities firms. The industry was rife with allegation of misappropriation of client security 

deposits, noncompliance with China Securities Regulatory Commission (CSRC) regulations in 

                                                      
133 “114 家券商去年亏 150 亿 创新试点公司名列前茅,” 新浪财经，2005 年 6 月 15 日。Accessed at 

http://finance.sina.com.cn/stock/y/20050615/07021684302.shtml  

 

http://finance.sina.com.cn/stock/y/20050615/07021684302.shtml
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wealth management services, and market manipulation. 134 Investors began to lose confidence in 

the industry as a whole.  

 

In July 2005, crisis swept through the whole securities industry, requiring a response from the 

government. The State Council took action by approving the Comprehensive Plan for the 

Consolidation of Brokerage Firms (证券公司综合治理工作方案 ). The Plan aimed at 

restructuring brokerage firms and reforming the securities market, purging the industry of illegal 

activities and misconduct, reducing risk, strengthening supervision, and implementing new 

regulatory mechanisms. The State Council gave the task of restructuring the brokerages to Central 

Huijin, specifically its wholly owned subsidiary Jianyin Investment (建银投资), together with the 

China Securities Investor Protection Fund (CSIPF).135 This allowed Huijin to go beyond its initial 

mission of banking reform and step into the restructuring of major brokerage firms as well. In 

dealing with the crisis, Huijin and its subsidiary Jianyin exercised a division of labor. Huijin 

focused upon restoring financial stability in the brokerage industry in general, targeting the largest 

of the brokerages for acquisition without resale. This included the nationwide state-owned 

brokerages of Galaxy Securities (银河证券), Shenyin Wanguo (申银万国), and Guotai Junan (国

泰君安). Meanwhile, Jianyin focused on acting like a strategic investor, injecting capital with the 

intent to eventually exit the investment. In this way Jianyin purchased several mid-sized brokerage 

firms owned by local governments.136   

 

                                                      
134 Wu Xiaoqiu, Chinese Securities Companies: An Analysis of Economic Growth, Financial Structure Transformation, and 

Future Development (Hoboken, New Jersey: John Wiley, 2014), pp.113-115. 
135 Jianyin was established in September 2004 to hold the non-commercial banking assets of CCB 
136 Interview. 
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Between 2004 and 2007, Huijin had controlling stakes in the largest Chinese brokerages exercising 

enormous influence over the entire industry.  In less than three years, Huijin and Jianyin had built 

a “Huijin Family” of brokerage firms, acquiring controlling stakes in 10 major brokerage firms or 

a third of the entire industry at the time.137  

 

 【Figure: Huiijn and Jianyin capital injections into major brokerage firms】 

 
Table 10 Huiijn’s capital injections into major brokerage firms 

Time Description 

August 2005 Huijin injected RMB 2.5 billion into Shenyin & Wanguo Securities 

Co., Ltd (申银万国证券公司) in addition to RMB 1.5 billion loan.  

 Huijin injected RMB 1 billion into Guotai Junan Securities Company 

(国泰君安证券公司) in addition to RMB 1.5 billion loan as liquidity 

support.  

 Huijin injected RMB 5.5 billion into Galaxy Financial Holdings (银河

金融控股公司). 

September 2005 Huijin injected RMB 10 billion into China Everbright Bank (中国光大

银行). 

 Huijin  restructured Southern Securities (南方证券) and reincorporated 

it into China Investment Securities (中投证券公司)。 

December 2006  Huijin injected RMB 20 billion into China Everbright Bank (中国光大

银行). 

December 2007 Huijin injected equity capital RMB 146.092 billion into China 

Development Bank for 48.7% shares.  

October 2008 Huijin injected into the Agricultural Bank of China the equivalent of 

RMB130 billion in US dollars. 

November 2009  Huijin signed contract to acquire 38.815% equity share of Xinhua Life 

Insurance Company (新华人寿保险股份有限公司) 

August 2010 2010 年 8 月正式受让中金公司 43.35%股权 

 

 
Table 11 Jianyin's capital injections into major brokerage firms 

Time Description 

August 2005 Jianyin paid RMB350 million ($43.2 million) to buy assets of China 

Southern Securities (南方证券), becoming the largest the majority 

                                                      
137 These 10 brokerage firms include 中投证券 (原南方证券)、建银投资、宏源证券、瑞银证券（原北京证券）、国泰君

安、申银万国、银河金控、银河证券、中金公司、中信建投(原华夏证券). 
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shareholder with 60% of the stock. CTITC securities held the 

remaining 40%. 

 Jianyin paid RMB 1.08 billion to restructure Huaxia Securities (华夏证

券), holding 40% of the stock. CITIC Securities held the remaining 

60%. The two investors will also join forces to establish a Jianyin-

CITIC Asset Management Corp., in which Jianyin will become the 

majority shareholder with 60 percent of the stock. CITIC will hold the 

remaining 40 percent. 

 

 

Huijin’s increased control over the securities industry gave the PBoC tremendous power over these 

firms even though it lacked legal supervisory authority. This posed a significant challenge to the 

CSRC, which did have a legal mandate to supervise securities markets and brokerages. Under 

Governor Zhou Xiaochuan, the PBoC’s objective in restructuring the brokerages was guided by 

market principles. Upon restoring stability to the markets and credibility to the brokerage industry, 

the PBoC wanted to recoup a portion of its investment. In late 2004, the PBoC put up for sale a 

51% stake in a medium-sized brokerage, inviting foreign and domestic investors to bid. This 

marked the first time that Zhou Xiaochuan or any previous PBoC Governor invited foreign 

investment in China’s domestic securities markets. 

 

By stepping beyond its original mission of bank reform and into the securities industry, Huijin 

invited questions about what were the limits of its mission, if any limits existed at all.  Within just 

three years, Huijin had outgrown the scope of its initial remit. In banking reform, Huijin behaved 

like a state-owned private-equity fund rather than a government bailout fund, it didn’t stop at 

restructuring but rather forced the banks to become publicly companies, allowing Huijin to sell 

some of its shares at a profit. Huijin was no longer a temporary SPV, it had become an agency of 

the PBoC and the State Council, able to directly implement financial policy by virtue of its 

controlling interests in major banks and brokerages. Many experts criticized Central Huijin as 
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riddled with conflicts of interests due to its expansive and complicated role in the financial system. 

This criticism would continue to grow and the question of what is the appropriate role for Huijin 

would become an acute problem. In 2007, Vice Chairman of the National People's Congress Cheng 

Siwei (成思危) stated that the time had come for Huijin itself to be reformed.138  

3. Putting Central Huijin into Context: China’s First Attempt at Leveraging its Foreign Exchange 

Reserves to Solve a Pressing Domestic Crisis 

 

Between 2003 to 2006, Huijin’s operated as a SLF, it was created to leverage the country’s foreign 

exchange reserves for the purpose of achieving a state-prioritized political-economic agenda, 

namely reform of the financial system. During this period, the Chinese government empowered 

Central Huijin with $66.4 billion in foreign exchange reserves for the recapitalization of SOCBs 

and Chinese financial institutions. Huijin itself grew from an inconspicuous SPV to become a 

massive holding company wielding influence across the Chinese financial system. 

 

Although Huijin was initially created as a bailout fund, it ended up behaving like a state-owned 

private-equity fund. It not only recapitalized the Chinese financial institutions on behalf of the 

state, but it also facilitated their restructuring and eventual public listings. Jing Xuecheng (景学

成), formerly Huijin’s representative to CCB’s Board of Directors, has identified two stages to 

Huijin’s development: the first stage was restructuring the SOCBs and becoming a major 

shareholder in the SOCBs; the second stage is diversification out of that core interest.139  In 

carrying out banking reform, capital injection was just the beginning of Huijin’s engagement with 

the banks. As a shareholder Huijin insisted that banks’ management establish modern 

                                                      
138 2007 年，全国人大副委员长成思危称“必须进行改革”。 
139 Interview. 
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international-standard corporate governance and eliminate vast portions of the business that were 

“administrative.” The ultimate goal was to transform the SOCBs, shedding their stodgy culture to 

be global banks and publicly listed with foreign investors. Wu Xiaoling (吴晓灵), then the Deputy 

Governor of the PBoC, said the important function of Huijin was not capital injection into the 

Chinese banks, but rather to become the platform through which the Chinese commercial banks’ 

corporate governance could be improved.140   

 

Huijin has indeed played a critical role in strengthening Chinese banks’ financial discipline and 

corporate governance structure. Huijin demands a third of the seats on the board of directors at its 

banks, the maximum allowed under the Company Law of the PRC. This guarantees that Huijin 

will always be able to exercise a veto on any company action, protecting its shares from possible 

dilution in the future. Ba Shusong (巴曙松), Chief Economist of the China Banking Association, 

observed: “compared with simple administrative capital injections into financial institutions, the 

current Huijin method undoubtedly is much better and advanced.”141 Huijin’s role in not only 

restructuring China’s banks but also insisting upon more professional management and better 

corporate governance has made China’s financial system more resilient, something that became 

particularly evident when China suffered relatively little market turmoil during the recent financial 

crisis. 

 

However, Huijin’s own internal structure is not without fault. In its first couple years, Huijin was 

a “self-claimed government-owned investment company with no administrative title.” However, 

                                                      
140 Interview 
141 Interview. 
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after making capital injections into three SOCBs, each competitors of the others, Huijin 

repositioned itself to become a holding company that “does not conduct commercial activities.” 

For an extended time after its founding, Huijin operated semi-formally, neither its mandate, 

function, goals, nor operation principles were formalized in a legal document. One expert in 

Chinese finance compared the situation to a play that has no scriptwriter but only actors, actresses, 

and a stage; anyone could do their own little show during the play and make mistakes, but no one 

would be held responsible or accountable when things go out of control.142 A lack of accountability 

stemming from an undefined mission meant that Huijin’s expansive holdings soon became a 

challenge in its own. Outside observers began to note that Huijin was ill prepared to deal with the 

conflict of interests posed by affiliate transactions between banks or relationships between 

commercial banks and brokerages.  

 

Although Huijin was successful in orchestrating the restructuring of China’s banks and brokerages, 

it’s broad portfolio of controlling interests in financial services meant that Huijin itself had a 

complicated relationship with China’s regulatory institutions. (Table 6) As a bank holding 

company, Huijin faced scrutiny from several regulatory and supervisory agencies, including the 

PBoC (financial stability supervision), the CBRC (bank supervision), the MOF (industry 

regulation), and of course the State Council (political oversight). Coordinating with all these 

agencies simultaneously is very cumbersome task. For Huijin, this means its power and authority 

as the largest shareholder of most of China’s financial services industry is only limited by the 

inertia of bureaucratic layers. Ultimately, Huijin is in competition with China’s regulatory and 

supervisory institutions for influence over the financial system. Although Huijin holds veto power 

                                                      
142 Interview.  
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on the board of directors of its portfolio companies, it does not have discretion to appoint or dismiss 

the CEO or Chairman. The power to appoint senior management resides with Secretariat of the 

Central Committee of the Chinese Communist Party, specifically the Organizational Department 

which controls all staffing positions within the party. Huijin’s own senior management is 

appointed by the Organizational Department. This could be described as corporate governance 

with Chinese characteristics, and it is a poor fit for modern international-standard corporate 

standards. Nonetheless, despite its own structural flaws, Huijin’s track record of restructuring 

China’s financial institutions has largely been judged as a success.  

 

Table 12 Table: Huijin’s portfolio as of 2016 

Institution Type Industry 

Total Share outstanding 

(billion shares)/total 

capitalization (RMB billion) 

Huijin's share 

(billion 

shares)/capitalization 

Huijin’s 

percent 

of total 

China Development 

Bank 

limited liability 

company 
policy bank 421.248 146.092 34.68% 

ICBC joint-stock 

limited company. 
banking service 356.406 123.718 34.71% 

China Agricultural Bank joint-stock 

limited company. 
banking service 324.794 130.005 40.03% 

Bank of China joint-stock 

limited company. 
banking service 294.388 188.462 64.02% 

China Construction Bank joint-stock 

limited company. 
banking service 250.011 142.786 57.11% 

China Everbright 

Group   

joint-stock 

limited company. 

investment 

service 
60 33.403 55.67% 

China Everbright Bank joint-stock 

limited company. 
banking service 46.679 10.251 21.96% 

China Export and Credit 

Insurance Corporation 

limited liability 

company 

export credit 

insurance 
RMB27.161 billion RMB 20 billion 73.63% 

China Reinsurance 

Corporation  

joint-stock 

limited company. 
reinsurance  42.48 30.398 71.56% 
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New China Life 

Insurance 

joint-stock 

limited company. 
life insurance 3.12 0.978 31.34% 

China Jianyin 

Investment 

exclusively state-

owned enterprise 

investment 

service 
20.692 20.692 100% 

China Galaxy Financial 

Holdings Company   

limited liability 

company 

financial 

investment  
RMB 7 billion RMB 5.5 billion 78.57% 

Shenwan Hongyuan 

Group  

joint-stock 

limited company. 

investment 

service 
14.857 3.719 25.03% 

China International 

Capital Corporation 

joint-stock 

limited company. 

investment 

banking/securities 

brokerage   

2.3007 0.656 28.45% 

China Securities joint-stock 

limited company. 

investment 

banking/securities 

brokerage   

6.1 2.389 33.29% 

China Investment 

Securities 

limited liability 

company 

investment 

banking/securities 

brokerage   

5 5 100% 

Note: Apart from the portfolio companies listed above, Huijin also have a wholly-owned subsidiary Central Huijin Asset 

Management Ltd. Central Huijin Asset Management Ltd. was established in November 2015 with initial capitalization RMB 5 

billion. 

 

 

II. From Central Huijin to China Investment Corporation 
 

Existing literature has often interpreted the creation of China Investment Corporation (CIC) as the 

byproduct of a bureaucratic competition between the MOF and the PBOC.143 While there is more 

than an ounce of truth to this interpretation it places too much emphasis upon the formation of CIC 

as a single discrete event. In fact, CIC emerged part of a longer process of reform in China’s 

financial system. Similar to Central Huijin, CIC was founded with the purpose of leveraging 

foreign exchange reserves to address a perceived problem in China’s financial system. This means 

that like Central Huijin, CIC is also a SLF, the second component to China’s SLF complex. The 

                                                      
143 For example, Sarah Eaton and Zhang Ming, “A Principal-Agent Analysis of China’s Sovereign Weath System: Byzantine by 

Design”, Review of International Political Economy 17:3 August 2010. 
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emergence of CIC after Central Huijin represents not only the continuation of China’s financial 

system reform, but it also a new focus. 

 

Some scholars have argued that CIC was founded as a solution to the monetary policy dilemma 

presented by China’s enormous foreign exchange reserves. China’s current account surplus 

combined with a desire to fix the value of China’s currency required the PBoC to conduct large-

scale sterilization operations, soaking up domestic currency in order to keep a lid on inflation. 

Maintaining these operations began to place pressure on the balance sheet of the PBoC when two 

distinct trends started to emerge. The falling value of the US dollar and declining rates on US 

Treasuries meant that the yield on assets was shrinking. Conversely, the hot economy in China 

was driving up domestic real interest rates, increasing the interest-payment burden on the PBoC’s 

liabilities denominated in renminbi. In short, the opportunity cost of investing foreign exchange 

reserves in US Treasuries was rising. The argument by most scholars follows that the Chinese 

government decided to establish CIC in response to this dynamic, with the hope that CIC could 

earn a higher yield on foreign exchange reserves. 

 

While this argument is correct in its economic reasoning, it is also incomplete because it fails to 

consider essential political and cultural factors. The establishment of CIC would not have been 

possible if the Chinese government had not gained experience at using markets to achieve policy 

objectives when it first created Central Huijin. In this context, the launch of CIC is not a singular 

event, but rather another step in the Chinese government learning to take on risk. Like the other 

SLFs in China’s SLF complex, CIC’s fundamental purpose is to leverage foreign exchange 

reserves to achieve the political-economic objectives of the state. The founding of CIC was the 
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point when China’s financial system reform shifted in focus from state-owned commercial banks 

to foreign exchange reserve management.  

 

The evolution of China’s financial system reform from Central Huijin to CIC is a modern version 

of Alexander Gerschenkron’s state-engineered development with the modern feature that the state 

leverages foreign exchange reserves to achieve a political-economic agenda. The creation of 

Central Huijin to recapitalize China’s banks was the first state-engineered attempt at leveraging 

foreign exchange reserves. The second attempt was the launch of CIC. Together, Central Huijin 

and CIC mark the Chinese government’s progress in learning to take on risk and engage markets 

in order to carry out financial reform. 

 

1. The Establishment of China Investment Corporation 

 
The plan to establish CIC was approved in 2007 during the 28th Session of the Standing Committee 

of the 10th National People’s Congress (NPC). The plan included a complicated scheme whereby 

the MOF would capitalize the fund but the PBoC would provide it with foreign exchange to invest. 

In June 2007, the MOF announced that it would issue RMB 1.55 trillion ($226.9 billion) in special 

Treasury bonds, the proceeds of which would be used to buy $200 billion of foreign exchange 

from the PBoC that would be transferred to CIC. The money to make interest payments on the 

special Treasury bonds would come out of the investment income of CIC. The special Treasury 

bonds were mostly purchased China’s state-owned Banks, who mostly deposited the bonds as 

regulatory capital back at the PBoC. The net effect of these transactions was the transfer of $200 

billion to CIC from the PBoC, but MOF remained as the sole shareholder of CIC. On September 



   
 

131 
 

29, 2007, CIC was officially incorporated as a wholly state-owned company under China's 

Company Law.144  (Figure 4) 

 
Figure 9 The Creation of China Investment Corporation 

 
 

The peculiar funding scheme of CIC highlights the most salient difference between SLFs and 

SWFs, which are funded by free cashflow from the monetization of natural resources. CIC was 

funded not by the wealth of the nation but rather by capital raised from debt. The RMB 1.55 trillion 

special Treasury bonds were issued in 8 batches from August 2007 to December 2007, with coupon 

rates ranging from 4.3% to 4.69%.145 This meant that CIC was required to pay annual interest of 

                                                      
144 CIC Articles of Association (Abstract). Retrieved at CIC website.  
145 1.55 万亿元共分 8 期发行，其中第 1 期 6,000 亿元和第 7 期 7,500 亿元为定向发行。受制于《中国人民银行法》第二

十八条规定：“中国人民银行不得对政府财政透支，不得直接认购、包销国债和其他政府债券”，定向发行采取了借道农

行的方式（当时四大行中仅农行还未上市，借道农行发行比较便利）。具体的发行过程为，2007 年 8 月 29 日和 12 月

11 日，财政部向农行定向发行特别国债，再用发债筹集的资金向央行购买等值外汇，发行当日央行即进行公开市场现

券买断操作，以售汇所得从农行购入全部特别国债，成为 1.35 万亿元特别国债的最终持有者。其余 6 期共 2,000 亿元特

别国债于 9 月至 12 月通过银行间债券市场公开发行。认购对象包括农行、中国人寿和社保基金等机构，也有部分个人

投资者。The RMB1.55 trillion special treasury bonds were issued in 8 batches:1) 特别国债第一期发行日、上市日和起息日

均为 2007 年 8 月 29 日，票面利率为 4.30% ，期限 10 年，规模 6000 亿元人民币。特别国债通过全国银行间债券市场，

面向境内商业银行发行，可以上市交易。2) 特别国债第二期，实际发行面值金额为 319.7 亿元，其中计划发行 300 亿

元，根据有关规定甲类成员追加认购 19.7 亿元。本期国债期限 15 年，经投标确定的票面年利率为 4.68%，2007 年 9 月

18 日开始发行并计息，9 月 21 日发行结束，9 月 27 日起在全国银行间债券市场和试点银行柜台上市交易 3) 特别国债第

三期实际发行面值金额为 350.9 亿元，其中计划发行 300 亿元，根据有关规定甲类成员追加认购 50.9 亿元。本期国债期

限 10 年，经投标确定的票面年利率为 4.46%，2007 年 9 月 24 日开始发行并计息，9 月 26 日发行结束，9 月 28 日起在
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about RMB 66.65 billion ($9.76 billion) as the cost of its initial capital. The real cost of capital 

was actually much higher in CIC’s first few years as the appreciation of the renminbi increased 

the interest burden as a percentage of gross income. This reveals the large currency risk embedded 

in CIC’s funding structure: CIC’s assets are denominated in US dollars while its liabilities are 

denominated in renminbi. This asset-liability currency mismatch meant that CIC’s net profitability 

was a function of not only its investment prowess but also the dollar-renminbi exchange rate. In 

2010, the average interest on CIC’s debt was 4.5%, after accounting for a 2% appreciation in the 

renminbi, the effective cost of capital for CIC was about 6.5%. In order to earn an economic profit, 

CIC’s return on investment had to clear an annual hurdle rate of 6.5%. This was an unusual 

constraint for a fund like CIC, which was supposed to have a long-term investment horizon. From 

the fund’s inception, its management team would be under high pressure to deliver immediate 

results.  

 

In CIC’s early days, its mandate was the subject of contention among Chinese officials. Much of 

the early brain trust of CIC was in favor of making passive investments, placing money with 

professional money managers in overseas accounts. Other officials viewed the fund as having a 

                                                      
全国银行间债券市场和试点银行柜台上市交易。4) 特殊国债第四期 2007 年 9 月 29 日-10 月 9 日 ，实际发行面值金额为

363.2 亿元，其中计划发行 320 亿元，根据有关规定甲类成员追加认购 43.2 亿元。本期国债期限 15 年，经投标确定的

票面年利率为 4.55%。 5) 特殊国债第五期 2007 年 11 月 5 日开始发行并计息，11 月 7 日发行结束. 本期国债实际发行面

值金额为 349.7 亿元，其中计划发行 300 亿元，根据有关规定甲类成员追加认购 49.7 亿元。本期国债期限 10 年，经投

标确定的票面年利率为 4.49%. 本期国债通过全国银行间债券市场和试点商业银行柜台面向社会各类投资者发行。试点

商业银行包括中国工商银行、中国农业银行、中国银行和中国建设银行在全国已经开通国债柜台交易系统的分支机构。

6) 特殊国债第六期，2007 年 11 月 19 日开始发行并计息，11 月 21 日发行结束. 本期国债期限 15 年，经投标确定的票面

年利率为 4.69%， 本期国债实际发行面值金额为 355.6 亿元，其中计划发行 300 亿元，根据有关规定甲类成员追加认购

55.6 亿元。本期国债通过全国银行间债券市场和试点商业银行柜台面向社会各类投资者发行。试点商业银行包括中国工

商银行、中国农业银行、中国银行和中国建设银行在全国已经开通国债柜台交易系统的分支机构。7) 特殊国债第七

期，本期特别国债发行规模为 7500 亿元，期限为 15 年，票面利率为 4.45％，本期特别国债发行日、上市日和起息日为

2007 年 12 月 11 日。8) 特别国债第八期，计划发行 263.5 亿元，实际发行面值金额为 263.18 亿元。期限 10 年，经投标

确定的票面年利率为 4.41%，2007 年 12 月 17 日开始发行并计息，12 月 20 日发行结束。第八期国债发行结束之后， 财

政部通过发行特别国债共筹集资金 15500 亿元。The yield on 10-year Chinese government bonds was around 4% in 2007.  

Source：中华人民共和国财政部国库司国债管理网页。Retrieved at 

http://gks.mof.gov.cn/redianzhuanti/guozaiguanli/gzgltbgz/  

http://gks.mof.gov.cn/redianzhuanti/guozaiguanli/gzgltbgz/
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more strategic purpose, to financially support Chinese state-owned companies as they invest 

overseas. These competing ideas were somewhat on display in the choice of personnel at the fund. 

CIC’s first CEO was Lou Jiwei (楼继伟), a former Vice Finance Minister. The other members of 

the board were drawn from a variety of agencies. 

 

The composition of CIC’s board almost guaranteed that its investment decision-making process 

would be far more politicized and less professional than its international counterparts in Norway 

or Abu Dhabi. None of the members of CIC’s board had previously worked as a professional fund 

manager or had extensive prior investment experience. Rather, all the board members were long-

time government bureaucrats. Making the work of the board even more difficult was the fact that 

the members were alumni of different bureaucracies that had historically competed to shape 

China’s economic and financial policy, such as the Ministry of Finance, National Council for 

Social Security Fund, China Securities Regulatory Commission, the PBoC, SAFE, and the 

Ministry of Commerce among others.  

 

The composition of the board may have been chosen to ensure that no single agency monopolized 

influence over CIC. However, the complicated composition of CIC’s board made it more likely 

that each decision taken by the board would resemble a political battle in which the members 

would retreat into their respective corners according to bureaucratic affiliation. As CIC’s board 

proved ineffectual, decision-making would ultimately come from the next level up in the political 

hierarchy, the Ministry of Finance. This dynamic was likely perfectly acceptable to the majority 

of CIC’s board members, who were alumni of MOF, a legacy of MOF gaining the upper hand in 

the political struggle at time of CIC’s creation. This reveals that although CIC is nominally 
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independent, at the equivalent level of a ministry in the political hierarchy, it is to large extent 

subject to the influence of MOF.  

 

CIC’s corporate structure didn’t stay as originally planned, it has evolved into a troika of 

subsidiaries, each independent with a separate business: 1) Central Huijin, consolidated in 2007, 

is responsible for domestic financial sector investment, 2) CIC International, established in 2011, 

handles overseas portfolio investments, and 3) CIC Capital, founded in 2015, specializes in 

overseas direct investments. This internal division of labor is the result of a series of firewalls 

meant to isolate Huijin, a bank holding company, whose activities are sometimes not market-

motivated, from the market-oriented, international activities conducted by CIC International and 

CIC Capital. This separation aims to alleviate anti-competitive concerns when CIC makes 

investments the financial sectors of foreign countries while allowing Huijin to concentrate on its 

task of overseeing bank management. 
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Figure 10 CIC Corporate Governance Structure and Key People at the Time of Establishment  

 
Source: Yang Zhendai, “Issues in the Long-term Development of Sovereign Wealth Funds,” Asia-Pacific Trade and 

Investment Review, Vol. 4, 2008. pp.159-180. “The China Investment Corporation enters into business,” Caijing, 

September 29, 2007. 

Notes: 

Name Highlight of Previous Positions 

Lou Jiwei Former Vice Minister of Finance and Deputy Secretary-General of the State Council 

Gao Xiqing Former Vice-Chairman of the National Pension Fund and former Vice-Chairman of the China Securities 

Regulatory Commission  

Zhang Hongli Vice-Minister of Finance 

Zhang Xiaoqiang Vice-Chairman of the National Development and Reform Committee 

Li Yong Vice-Minister of Finance 

Fu Ziying Assistant Minister of Commerce 

Liu Shiyu Deputy Governor of the PBoC and SAFE Administrator 

Hu Xiaolian Deputy Governor of the PBoC and SAFE Administrator  

Liu Zhongli Former Minister of Finance 

Wang Chunzheng Former Vice-Chairman of the National Development and Reform Committee 

Hu Huaibang Former Commissioner of the Discipline Inspection Committee of the China Banking Regulatory 

Commission 

Yang Qingwei Director-General of the Investment Department of the National Development and Reform Committee 

Xie Ping Former Director-General of the Financial Stability Department of the PBoC, and General Manager of the 

Central Huijin, which was merged as a subsidiary of CIC. 

Wang Jianxi Former Assistant Chairman of the China Securities Regulatory Commission and Chairman of Central Huijin 



   
 

136 
 

The next part of this section will discuss Central Huijin’s evolution after it was reincorporated as 

a subsidiary of CIC, as well as the gradual emergence of CIC International and CIC Capital from 

the rest of CIC. We will see that in the past ten years, Central Huijin has evolved into the visible 

hand of the government in China’s financial markets. As the single most important shareholder of 

major state-owned financial institutions in China, Huijin has become a de facto State-owned 

Financial Assets Supervision and Administration Commission (金融国资委 ). We will also 

discover that the gradual process that led to the formation of CIC International and CIC Capital 

can be best described as “feeling the stones while crossing the river.” After ten years, CIC 

developed into a true institutional investor, with a troika of specialized subsidiaries. CIC has faced 

a steep learning curve and at times incurred huge financial losses. However, all along the way CIC 

has adapted both its organizational structure and its investment focus, so that it can better 

complement the Chinese government’s policies and national strategy. 

 

2. The Visible Hand of the Government: Huijin’s Evolution after Acquisition by CIC  

 

With its $200 billion in initial capital CIC acquired Central Huijin from SAFE for $67 billion in 

2007. The acquisition did not really complete until July 2008, when it was announced that the 

reorganization of Huijin’s board of directors was final. The new board comprised several notable 

figures in Chinese government: Lou Jiwei (楼继伟) was Chairman was, Li Jiange (李剑阁) was 

Vice Chairman, Xie Ping (谢平) was Executive Director, and Wu Xiaoling (吴晓灵) and Jin 

Lianshu (金莲淑) were Independent Directors. The formation of the new board marked the end of 

Huijin’s subordination to SAFE, and by extension the PBoC. Thereafter, Huijin was fully 
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incorporated into the management structure of CIC, both in terms of assets under management and 

human resource management. 

 

After being acquired by CIC, Huijin was in an awkward position in terms of relations with the rest 

of China’s political institutions. If Huijin were to keep playing its original role as a special purpose 

vehicle of the PBoC, then it would contradict CIC’s mandate of for-profit investment; but if Huijin 

were to redefine itself as a commercial entity that would be at odds with its culture and 

responsibility to intervene when necessary in China’s financial markets. The awkward position of 

Huijin was of no benefit to CIC either, as Huijin’s quasi-government agency status made CIC’s 

claim to a market-oriented institutional investor more difficult to defend.  

 

In order to resolve the issue, CIC’s Chairman Lou Jiwei (楼继伟) announced that CIC’s would 

implement an internal firewall between Huijin and the other parts of the CIC. At the same time 

Lou Jiwei acknowledged that the differences between Huijin and the CIC would never be 

reconcilable: despite being a subsidiary of CIC, Huijin is a capital injection and management 

platform that does not aim to take commercial profits, whereas CIC itself is a for-profit investment 

company. According to Lou Jiwei, Huijin’s profits are put towards CIC’s profits, but Huijin’s 

assets are not managed or controlled by CIC.146  

 

This internal firewall essentially makes Huijin an independent entity from the rest CIC in terms of 

both its management and mandate. Huijin’s shareholder rights are exercised on behalf of the State 

                                                      
146 Interview. Also, some related news, such as “楼继伟公开中投投资战略,与汇金之间将建防火墙,” 《新京报》, 2007 年 11

月 30 日.  http://news.ifeng.com/mainland/200711/1130_17_316421.shtml  

 

http://news.ifeng.com/mainland/200711/1130_17_316421.shtml
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Council, not CIC. Conversely, CIC operates its investment business irrespective of Central Huijin 

and its domestic interests.147 Unlike CIC Capital and CIC International, both of which position 

themselves as market-oriented commercial entities, Huijin does not conduct any commercial 

activities besides investing in major state-owned financial enterprises and preserving the value of 

state-owned financial assets. However, Huijin does provide crucial financial support to the rest of 

CIC. As the largest shareholder of major SOCBs, brokerage firms, and insurance companies, 

Huijin receives a steady stream of dividend payments which are transferred to CIC and ploughed 

into the commercial activities of CIC Capital and CIC International. Huijin’s steady domestic 

revenue streams give CIC more flexibility in pursuing either more volatile or illiquid investment 

strategies overseas. Lou Jiwei acknowledged that with the stable domestic revenues of Huijin, the 

CIC’s overseas asset allocation can afford to be more active and take a longer time horizon, rather 

than be restricted to just government and investment-grade corporate bonds.148  

 

Carving out Huijin from the rest of CIC allows it to maintain its status as a quasi-government 

agency with a focus on domestic financial institutions and deepening financial sector reform. Soon 

after being acquired by the CIC, Huijin went on to restructure several more commercial banks, 

policy banks, and insurance companies. For example, in November 2007, Huijin announced it was 

spending RMB 20 billion ($2.7 billion) to buy a 70.92% stake in China Everbright Bank (CEB), 

                                                      
147 From interviews, and also from Huijin’s website http://www.huijin-

inv.cn/wps/portal/!ut/p/a1/pZHLCoJAFIafpQeIcxpttOWkpWNOLiSy2YhEXiAvhLTo6RvFrWPQ2R34Pv5zAQkJyCZ7V0XWV

22TPYde0vSMFDdOjAEKdkRm40FERkAisVXATQGOx3zTChHRtAlyd--

71k4gcqr1qTH5OFMMdb4d08nXAD_lzwCeafzlD8DC_YIR0OyvAshLOKIA2WV9ua6avIWkbOtHem_gClKX4J3IAjBsOAK6

Fy7NuDCDAV19UZV8wjzmFWerL8TWP8c!/dl5/d5/L2dBISEvZ0FBIS9nQSEh/. 
148 “楼继伟公开中投投资战略,与汇金之间将建防火墙,” 《新京报》, 2007 年 11 月 30 日.  

http://news.ifeng.com/mainland/200711/1130_17_316421.shtml  

 

http://www.huijin-inv.cn/wps/portal/!ut/p/a1/pZHLCoJAFIafpQeIcxpttOWkpWNOLiSy2YhEXiAvhLTo6RvFrWPQ2R34Pv5zAQkJyCZ7V0XWV22TPYde0vSMFDdOjAEKdkRm40FERkAisVXATQGOx3zTChHRtAlyd--71k4gcqr1qTH5OFMMdb4d08nXAD_lzwCeafzlD8DC_YIR0OyvAshLOKIA2WV9ua6avIWkbOtHem_gClKX4J3IAjBsOAK6Fy7NuDCDAV19UZV8wjzmFWerL8TWP8c!/dl5/d5/L2dBISEvZ0FBIS9nQSEh/
http://www.huijin-inv.cn/wps/portal/!ut/p/a1/pZHLCoJAFIafpQeIcxpttOWkpWNOLiSy2YhEXiAvhLTo6RvFrWPQ2R34Pv5zAQkJyCZ7V0XWV22TPYde0vSMFDdOjAEKdkRm40FERkAisVXATQGOx3zTChHRtAlyd--71k4gcqr1qTH5OFMMdb4d08nXAD_lzwCeafzlD8DC_YIR0OyvAshLOKIA2WV9ua6avIWkbOtHem_gClKX4J3IAjBsOAK6Fy7NuDCDAV19UZV8wjzmFWerL8TWP8c!/dl5/d5/L2dBISEvZ0FBIS9nQSEh/
http://www.huijin-inv.cn/wps/portal/!ut/p/a1/pZHLCoJAFIafpQeIcxpttOWkpWNOLiSy2YhEXiAvhLTo6RvFrWPQ2R34Pv5zAQkJyCZ7V0XWV22TPYde0vSMFDdOjAEKdkRm40FERkAisVXATQGOx3zTChHRtAlyd--71k4gcqr1qTH5OFMMdb4d08nXAD_lzwCeafzlD8DC_YIR0OyvAshLOKIA2WV9ua6avIWkbOtHem_gClKX4J3IAjBsOAK6Fy7NuDCDAV19UZV8wjzmFWerL8TWP8c!/dl5/d5/L2dBISEvZ0FBIS9nQSEh/
http://www.huijin-inv.cn/wps/portal/!ut/p/a1/pZHLCoJAFIafpQeIcxpttOWkpWNOLiSy2YhEXiAvhLTo6RvFrWPQ2R34Pv5zAQkJyCZ7V0XWV22TPYde0vSMFDdOjAEKdkRm40FERkAisVXATQGOx3zTChHRtAlyd--71k4gcqr1qTH5OFMMdb4d08nXAD_lzwCeafzlD8DC_YIR0OyvAshLOKIA2WV9ua6avIWkbOtHem_gClKX4J3IAjBsOAK6Fy7NuDCDAV19UZV8wjzmFWerL8TWP8c!/dl5/d5/L2dBISEvZ0FBIS9nQSEh/
http://www.huijin-inv.cn/wps/portal/!ut/p/a1/pZHLCoJAFIafpQeIcxpttOWkpWNOLiSy2YhEXiAvhLTo6RvFrWPQ2R34Pv5zAQkJyCZ7V0XWV22TPYde0vSMFDdOjAEKdkRm40FERkAisVXATQGOx3zTChHRtAlyd--71k4gcqr1qTH5OFMMdb4d08nXAD_lzwCeafzlD8DC_YIR0OyvAshLOKIA2WV9ua6avIWkbOtHem_gClKX4J3IAjBsOAK6Fy7NuDCDAV19UZV8wjzmFWerL8TWP8c!/dl5/d5/L2dBISEvZ0FBIS9nQSEh/
http://news.ifeng.com/mainland/200711/1130_17_316421.shtml
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China's eighth-largest lender.149 Later, in December 2007, Huijin made a $20 billion equity capital 

injection into China Development Bank (CDB), regarded a crucial step in the policy bank’s 

successful restructuring.150 Huijin’s participation in restructuring insurance companies began with 

the restructuring of the People’s Insurance Company of China (PICC). In October 2007, Huijin 

and the Ministry of Finance partnered to lead the restructuring of PICC into China Reinsurance 

(Group) Corporation with registered capital of RMB 42.48 billion. The Ministry of Finance holds 

a 12.72%  stake in the company while Huijin holds a controlling interest of 71.56%. 151  In 

November 2009, Huijin bought from the Insurance Securities Fund (ISF) all of its shares in New 

China Insurance (NCI), a 38.8% stake in company.152 In June 2011, Huijin injected $3.1 billion 

into China Export and Credit Insurance Corporation (Sinosure), a major provider of export 

insurance to Chinese companies.153 The investment was meant to strengthen Sinosure’s ability to 

support Chinese SOEs’ export activities. 

 

Huijin also carried on with its mission of restructuring SOCBs. When Huijin was acquired by CIC, 

the Agricultural Bank of China (ABC) was the only one of large state-owned banks (the Big Four) 

that had not yet been restructured. The delay was caused by ABC’s heavy load of nonperforming 

                                                      
149 “Central Huijin bails out Everbright bank,” China Daily, November 8, 2007. Accessed at 

http://www.chinadaily.com.cn/bizchina/2007-11/08/content_6239488.htm  
150 Interview, CDB senior official, Beijing, October 2016. 
151 China RE Annual Report 2014, accessed at 

http://www.chinare.com.cn/zhzjt/resource/cms/2015/08/2015082709085075513.pdf. Also, Company Overview of China RE, 

accessed at http://eng.chinare.com.cn/zhzjteng/505528/505542/index.html HK Stock Exchange news on China RE, accessed at 

http://www.hkexnews.hk/listedco/listconews/SEHK/2015/1026/a5724/ECHNARE-20150730-15.PDF  
152Credit Suisse Equity Research on New China Life (A), January 9, 2012. Accessed at https://research-doc.credit-

suisse.com/docView?language=ENG&source=ulg&format=PDF&document_id=938727251&serialid=4qPRCOl7f4YjAiQUHte6

mbsOb0RXDJjWYivLWwyeiig%3D. Also, “New China Life Insurance Co., Ltd 2011 Annual Results Announcement,” March 

2012. Accessed at 

http://www.newchinalife.com/CMS5_G20306002ResourcePDF?info=747343;res=13330714367461336168350  
153 “中国信保已获中投公司 200 亿元注资,” 《东方早报》, 2012 年 12 月 19 日。
http://www.ccstock.cn/stock/insurance/2012-12-19/A1015850.html   

 

http://www.chinadaily.com.cn/bizchina/2007-11/08/content_6239488.htm
http://www.chinare.com.cn/zhzjt/resource/cms/2015/08/2015082709085075513.pdf
http://eng.chinare.com.cn/zhzjteng/505528/505542/index.html
http://www.hkexnews.hk/listedco/listconews/SEHK/2015/1026/a5724/ECHNARE-20150730-15.PDF
https://research-doc.credit-suisse.com/docView?language=ENG&source=ulg&format=PDF&document_id=938727251&serialid=4qPRCOl7f4YjAiQUHte6mbsOb0RXDJjWYivLWwyeiig%3D
https://research-doc.credit-suisse.com/docView?language=ENG&source=ulg&format=PDF&document_id=938727251&serialid=4qPRCOl7f4YjAiQUHte6mbsOb0RXDJjWYivLWwyeiig%3D
https://research-doc.credit-suisse.com/docView?language=ENG&source=ulg&format=PDF&document_id=938727251&serialid=4qPRCOl7f4YjAiQUHte6mbsOb0RXDJjWYivLWwyeiig%3D
http://www.newchinalife.com/CMS5_G20306002ResourcePDF?info=747343;res=13330714367461336168350
http://www.ccstock.cn/stock/insurance/2012-12-19/A1015850.html
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loans (NPLs), amounting to almost a fifth of all loans at the end of June 2008.154 In November 

2008, Huijin injected $19 billion (RMB130 billion) into ABC in exchange for a 50% stake in the 

bank. The remaining stake was held by the Ministry of Finance, following the same model as used 

in the restructuring of ICBC.155 In July 2010, ABC listed on Shanghai A-share and Hong Kong 

Stock Exchange and finally all four of the Big Four had become public companies.  

 

Much more controversial than its restructuring operations has been Huijin’s participation in 

China’s A-share markets as a systemic buyer in the face of market volatility. Between 2008 and 

2015, Huijin conducted six interventions in China’s stock market. (Table 7) In each of these six 

interventions, Huijin purchased shares of the Big Four banks that had a short history of being 

publicly listed. Lou Jiwei, former Chairman of Central Huijin and CIC, disclosed in an interview 

that by the end of June 2012, Central Huijin had pumped into the Chinese stock market RMB 

964.46 billion ($151 billion) on behalf of the state, and its total equity holdings had reached RMB 

2.1 trillion ($330 billion), accounting for more than 60% of the corporate equity owned by the 

central government. 156  In November 2015, Huijin transferred all its holdings of financial 

companies including the Big Four banks to a newly established wholly-owned subsidiary, Central 

Huijin Asset Management Ltd.157 

 

 

                                                      
154“China Gives Agricultural Bank $19 Billion Bailout,” New York Times, November 7, 2008. Accessed at 

https://dealbook.nytimes.com/2008/11/07/china-gives-agricultural-bank-19-billion-bailout/  
155“Govt ploughs $19b into ABC,” China Daily, October 23, 2008. Accessed at https://www.chinadaily.com.cn/bizchina/2008-

10/23/content_7132899.htm, and “ABC to receive capital injection,” China Daily, November 7, 2008. Accessed at 

https://www.chinadaily.com.cn/business/2008-11/07/content_7183278.htm. 
156 “有效发挥注资改制平台作用探索国有金融资产管理新模式—访中投公司董事长兼中央汇金公司董事长楼继伟,” 新华

网, November 5, 2012. http://www.ccstock.cn/review/hongguanshiping/2012-11-05/A961342.html  
157 “汇金资管受让‘救市仓’ 打造大陆版‘盈富基金’” 《京华时报》，2015 年 12 月 31 日。
http://finance.sina.com.cn/stock/y/2015-12-31/doc-ifxncyar6053358.shtml http://www.jiemian.com/article/492903.html  

 

https://dealbook.nytimes.com/2008/11/07/china-gives-agricultural-bank-19-billion-bailout/
https://www.chinadaily.com.cn/bizchina/2008-10/23/content_7132899.htm
https://www.chinadaily.com.cn/bizchina/2008-10/23/content_7132899.htm
https://www.chinadaily.com.cn/business/2008-11/07/content_7183278.htm
http://www.ccstock.cn/review/hongguanshiping/2012-11-05/A961342.html
http://finance.sina.com.cn/stock/y/2015-12-31/doc-ifxncyar6053358.shtml
http://www.jiemian.com/article/492903.html
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Table 13 Huijin’s intervention in China’s stock market 

Time Huijin’s Intervention 

September 23, 2008-

September 27, 2009 

Huijin started to purchase shares in ICIC, CCB and BOC in the 

secondary market on the Shanghai and Shenzhen bourses. It promised 

to buy a total amount of 0.49 billion shares of these three big banks 

with market value of RMB 2.11 billion within one-year time. Huijin’s 

move was part of a series of steps taken by the Chinese government 

aimed at supporting the market and pumping up the share prices of the 

banks amid stock market slumps. This move helped spur a 21 percent 

week-long rally in the Shanghai Composite Index.158 

September 23-

October 9, 2009 

Huijin bought additional shares in ICBC, CCB and BOC to increase 

investor confidence. It purchased 30.07 million yuan-denominated A 

shares of ICBC, 16.14 million A shares of CCB, and 5.13 million A 

shares of BOC through the Shanghai Stock Exchange. This purchase 

increased Huijin’s stakes in ICBC, CCB and BOC to 35.42%, 57.09%, 

and 67.5279% respectively.159 

October 10, 2011-

April 9, 2012. 

Huijin purchased additional shares of the Big Four on the secondary 

market to stabilize their share prices.160 Within one-year time, Huijin 

used RMB 2.768 billion purchasing 117 million shares in ICBC, 251 

million shares in BOC, 117 million shares in CCB, and 347 million 

shares in ABC.161   

October 10, 2012- 

April 9, 2013 

 

Huijin bought more shares of the Big Four. This time Huijin spent 

RMB 2.8 billion and purchased 212 million shares in ICBC, 231 

million in ABC, 239 million in BOC, and 169 million in CCB. 

June 13, 2013 – 

December 12, 2013  

Huijin bought more shares in six publicly-listed financial 

corporations, including the Big Four, China Everbright Bank, and 

Xinhua Insurance. This time Huijin spent RMB 500 million and 

purchased a total amount of 673 million shares. 162 

                                                      
158  
159 “China wealth fund raises stakes in largest listed banks,” Market Watch, October 11, 2009. Accessed at 

https://www.marketwatch.com/story/china-wealth-fund-raises-stakes-in-largest-listed-banks-2009-10-11  
160 “China fund unit buys shares of 4 major banks,” Market Watch, October 10, 2011. Accessed at 

https://www.marketwatch.com/story/china-fund-unit-buys-shares-of-4-major-banks-2011-10-10  
161 “权威人士证实： 汇金 230 亿金融股权来自证金,” http://www.cdshuashua114.com/zx_1821_1.htm  
162 On June 13, Huijin spent about $59.2 million buying bank shares according to Reuters calculations based on stock exchange. 

“China’s Stock Market Intervention—Expect More,” CNBC, June 18, 2013. Accessed at 

https://www.cnbc.com/id/100822921?view=story&$DEVICE$=native-android-tablet  

 

https://www.marketwatch.com/story/china-wealth-fund-raises-stakes-in-largest-listed-banks-2009-10-11
https://www.marketwatch.com/story/china-fund-unit-buys-shares-of-4-major-banks-2011-10-10
http://www.cdshuashua114.com/zx_1821_1.htm
https://www.cnbc.com/id/100822921?view=story&$DEVICE$=native-android-tablet
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July –November 

2015 

Huijin purchased ETFs on the stock market as part of concerted 

efforts of the government authorities seeking to prevent a stock market 

collapse.163 In August 2015, Huijin acquired shares of some financial 

companies from China Securities Finance Corporation, China’s 

national margin lender, through share transfer.164 Goldman Sachs 

estimated that Huijin and China Securities Finance Corporation spent 

a combined 1.8 trillion yuan ($273.74 billion) between June and 

November buying shares to rescue the stock market.165 In December, 

Huijin transferred its holding of financial companies including the Big 

Four to its wholly-owned subsidiary Central Huijin Asset 

Management Co., Ltd. that was formed in November 2015.  

 

 

These market interventions earned Huijin the label of “Share-Holder-in-Chief.” This was not 

entirely inconsistent with Huijin’s mission to preserve and grow the value of state-owned financial 

assets. However, it did setup Huijin to become a scapegoat whenever the stock prices of Chinese 

banks began to slide. For example, in May 2015, Huijin’s President Xie Zhichun (解植春) stepped 

down after Huijin’s sale of state-owned banks’ shares was cited by traders as a contributing factor 

behind a 6% plunge in the mainland stock market earlier that week. Xie’s departure came only 

three days after Huijin sold a combined RMB 3.5 billion ($564.5 million) worth of shares in 

Chinese banks CCB and ICBC. This was said to have triggered a sell-off by investors after more 

brokers tightened margin trading requirements for clients and the central bank drained money 

market liquidity.166 Cases like this show that Huijin itself –not CIC as a whole entity – is directly 

                                                      
163 “Chinese state-owned investor purchasing ETFs,” Reuters, July 5, 2015. Accessed at https://www.reuters.com/article/china-

markets-statebuying-etfs/chinese-state-owned-investor-purchasing-etfs-idUSL3N0ZL06B20150705  
164 “汇金接手证金持股新进多家上市公司 概念持续遭爆炒,” 凤凰财经综合, 2015 年 08 月 18 日. Accessed at 

http://finance.ifeng.com/a/20150818/13914938_0.shtml  “Central Huijin Investment transfers partial holdings to its subsidiary,” 

Xinhua Finance, December 31, 2015. Accessed at http://en.xfafinance.com/html/Markets/Stocks/2015/183058.shtml  
165 “The Quiet Side of China’s Market Intervention,” The Wall Street Journal, January 13, 2016. 

https://www.wsj.com/articles/chinas-national-team-plays-defense-when-stocks-decline-1452686207  
166 “China state investment fund Central Huijin's president steps down,” Reuters, May 31, 2015. Accessed at 

https://www.reuters.com/article/china-investment-president/china-state-investment-fund-central-huijins-president-steps-down-

idUSL3N0YM04920150531  

https://www.reuters.com/article/china-markets-statebuying-etfs/chinese-state-owned-investor-purchasing-etfs-idUSL3N0ZL06B20150705
https://www.reuters.com/article/china-markets-statebuying-etfs/chinese-state-owned-investor-purchasing-etfs-idUSL3N0ZL06B20150705
http://finance.ifeng.com/a/20150818/13914938_0.shtml
http://en.xfafinance.com/html/Markets/Stocks/2015/183058.shtml
https://www.wsj.com/articles/chinas-national-team-plays-defense-when-stocks-decline-1452686207
https://www.reuters.com/article/china-investment-president/china-state-investment-fund-central-huijins-president-steps-down-idUSL3N0YM04920150531
https://www.reuters.com/article/china-investment-president/china-state-investment-fund-central-huijins-president-steps-down-idUSL3N0YM04920150531
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involved in China’s domestic financial markets and therefore Huijin’s management team is much 

more politically vulnerable to the vagaries of domestic financial markets.  

 

3. A Growing International Presence: the emergence of CIC International and CIC Capital 

 

The previous discussion focused on the evolution of Central Huijin as a subsidiary of CIC and how 

it has grown into the role of “Shareholder-in-Chief” in China’s domestic financial markets. This 

part will discuss CIC’s international presence and the gradual emergence of a division of labor 

regarding overseas investment between CIC International and CIC Capital. The emergence of 

these two subsidiaries completes the transformation of CIC into the troika structure that we see 

today. This transformation has been a gradual but nonetheless trying process. As will be later 

discussed in more detail, the evolution of CIC can be divided into three distinct periods. The first 

period began in 2007 when CIC made its global debut by investing in US financial institutions − 

resulting in enormous losses (at least in the short-term). The second period started in 2009, when 

CIC regrouped by forming CIC International and shifting its investment focus to natural resources 

– which turned into another loss-making investment when commodity fell sharply in 2011. The 

third period began in 2013, when under a new Chairman, CIC’s investment focus shifted to 

agriculture and infrastructure. It was also during this time that CIC Capital was spun off for the 

purpose of making direct investments overseas in support of the government’s Belt and Road 

Initiative.  

 

The remainder of this section will discuss the finer details of CIC’s different subsidiaries and its 

internal divisions, including the key decision makers, internal restructurings, as well as two case 

studies on CIC’s investments in Blackstone − it’s first foray overseas − and Teck Resources, a 
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diversified Canadian natural resource company. The purpose of this discussion is to demonstrate 

that CIC is a prototypical SLF and as such it is also a modern version of Gerschenkron’s capital 

mobilizers; CIC leverages China’s foreign exchange reserves to achieve political-economic 

objectives prioritized by the state. The evolution of CIC into a sophisticated investor is the Chinese 

government learning to be a participant in markets to better advance its national strategies. CIC 

has enjoyed varying degrees of success over the past ten years, but its actions in global markets 

have always been in close alignment with the interests of the Chinese government. 

 

1) An Overview of CIC’s Different Subsidiaries 

When asked about how to understand the relationship between Central Huijin and the other 

subsidiaries of CIC, a member of CIC’s senior management replied that Huijin is a “unique” and 

“relatively independent” subsidiary. Strictly speaking, Huijin is actually a quasi-government 

agency. Every one of Huijin’s investments has to be approved by the State Council, which means 

that Huijin cannot make independent investment decisions. When viewing CIC as a government-

owned investment fund, Huijin, as a quasi-government agency is not included.167 A practical 

example of this is when CIC presents itself at the International Forum of Sovereign Wealth Funds 

(IFSWF) or seeks foreign investment opportunities. In this context, CIC only means CIC 

International (中投国际) and CIC Capital (中投海外直接投资有限责任公司, 曾用名 “中投汇

通资本有限责任公司”), while Central Huijin is always omitted from discussion.    

 

                                                      
167 Interview, CIC public relations representative, Beijing, October 2016.   
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Unlike Central Huijin, which has become the visible hand of the government in domestic markets, 

CIC International and CIC Capital only engage in international investment activities and each has 

its own specialized mandate. There is a division of labor between CIC International and CIC 

Capital. CIC International was established in September 2011 with a mandate to invest and manage 

overseas assets. It took over the entire portfolio and mandate for overseas investment from the CIC 

at that time.168 CIC International specializes in public market equity and bond investments, hedge 

fund placements, multi-asset and real estate investments, private-equity commitments, and co-

investments as a minority investor. CIC Capital was established in January 2015 with initial 

funding of RMB 31billion ($5 billion). Its long-term funding target is $100 billion after several 

rounds of capitalization. It is a government-owned investment company that is mandated to 

conduct overseas direct investments and to enhance investment in long-term assets, particularly 

infrastructure investment and long-term direct financial investment in forestry, animal husbandry 

and fishery.169 In particular, the Chinese government hopes that the specialization of CIC Capital 

in overseas direct equity investment would be able to facilitate SOEs’ overseas mergers and 

acquisitions activities in a more professional and efficient way. According to Gu Dawei (顾大伟), 

head of the department of foreign capital and overseas investment of the National Development 

and Reform Commission (NDRC), the specialization of CIC Capital in overseas direct equity 

investment is part of the Chinese government’s effort to give financial support to SOEs to “go out,” 

meaning conduct foreign direct investment.170 

                                                      
168 Official introduction of CIC International, CIC website. 
169 Interview, also “中投设海外直接投资公司” 《北京青年报》 2015 年 5 月 21 日。http://epaper.ynet.com/images/2015-

05/21/A19/bjqnb20150521A19.pdf 
170 “中投海外股权直投公司成立 4 个月 注册资本 310 亿,” 《第一财经日报》，2015 年 5 月 21 日. 

http://finance.sina.com.cn/chanjing/gsnews/20150521/095222233107.shtml “‘中投海外’投什么,” 《国际金融报 》, 2015 年 08

月 10 日,  http://paper.people.com.cn/gjjrb/html/2015-08/10/content_1596764.htm “中投设海外直接投资公司,” 《中国日

报》，2015 年 5 月 21 日, http://www.chinadaily.com.cn/hqcj/zgjj/2015-05-21/content_13724825.html  

http://epaper.ynet.com/images/2015-05/21/A19/bjqnb20150521A19.pdf
http://epaper.ynet.com/images/2015-05/21/A19/bjqnb20150521A19.pdf
http://finance.sina.com.cn/chanjing/gsnews/20150521/095222233107.shtml
http://paper.people.com.cn/gjjrb/html/2015-08/10/content_1596764.htm
http://www.chinadaily.com.cn/hqcj/zgjj/2015-05-21/content_13724825.html
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It took nearly eight years for CIC to develop such a division of labor between CIC International 

and CIC Capital and their specialization regarding overseas investment and portfolio composition. 

From 2007 to the present, CIC underwent three periods of development that brought about CIC’s 

current corporate structure, featuring the troika of Central Huijin, CIC International, and CIC 

Capital.  

• Period 1 (May 2007 to December 2008): This period featured CIC’s concentrated position 

in US financial institutions and heavy losses as the financial crisis developed. During this 

period, there was no formal separation between CIC’s domestic operation and overseas 

investments, even though CIC had announced a strict firewall between Central Huijin and 

its other overseas investment activities.  

 

• Period 2 (January 2009 to June 2013): This period featured soul-searching by CIC and 

adjustment to its internal organization. Heavy losses from investing in US financial 

institutions and China’s RMB 4 trillion ($585 billion) stimulus package led to a change in 

investment focus to prioritize natural resources. Meanwhile, CIC also formally created an 

individual subsidiary to handle the entirety of its overseas portfolio, CIC International. 

Ultimately, CIC’s venture into natural resources did not fare well when the global 

commodities prices collapsed in 2011. This led to another round of internal assessment and 

soul-searching. This period ended with Chairman Lou Jiwei leaving to become the Minister 

of Finance. After his departure, the CIC chairman position was unoccupied for nearly four 

months, until the new leader, Ding Xuedong, was appointed. 
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• Period 3 (July 2013 to present): This period featured CIC under new leadership, Chairman 

Ding Xuedong. During this time CIC made another shift in investment strategy to focus on 

the agriculture sector and infrastructure. In general, CIC’s activities were brought closer 

into line with China’s national strategy. A highlight of this period was the creation of CIC 

Capital in 2015. Its purpose was to facilitate investment abroad in prioritized sectors by 

Chinese SOEs as part of China’s Belt and Road Initiative. With the establishment of CIC 

Capital, CIC’s corporate structure evolved into a troika, featuring a division of labor among 

three subsidiaries with a strict firewall between domestic activities and international 

investment.  

 

2) May 2007 to December 2008: CIC suffers heavy losses investing in US financial institutions 

This first period in the evolution of CIC was a bumpy road. CIC’s track record was marred by ill-

timed investments in US financial institutions before the global financial crisis. This resulted in 

negative returns on portfolio investments in its first year, inviting much criticism from home and 

abroad. During this period, CIC was generally viewed as inexperienced and not sophisticated 

enough to effectively manage its risks or fully diversify its investments. In the runup to the 

financial crisis (2007-2008), CIC’s investments were overly concentrated in US assets and 

financial institutions. Reeling from losses in those investments, CIC later adjusted its focus and 

shifted to natural resources and other sectors. However, geographically, the fund’s investment 

portfolio remained heavily concentrated in North America. (Table 8, Figure 6 and 7) 

 
Table 14 CIC Investment before the Lehman Shock (2007-Q2 2008) 

Calendar 

(Quarter) 

Investment 

(Type) 

Target 

(Country) 

Target 

(Name) 

Target 

(Sector) 

Target 

(Industry) 
Size/stake  
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2007Q2 Listed 

Equity 

US Blackstone 

Group LP 

Financials Private 

Equity 

CIC agreed to buy a stake of 9.9% of 

Blackstone’s non-voting common units for $3 

billion in pre-IPO subscription 

2007Q4 Convertible US Morgan 

Stanley 

Financials Capital 

Markets 

CIC acquired 9.9% for 5 billion 

2008Q1 Listed 

Equity 

US Visa Inc. Financials Consumer 

Finance 

CIC paid $0.1 million for VISA pre-IPO 

subscription 

2008Q2 Fund 

Investment 

US JC 

Flowers 

Fund Private 

Equity 

CIC agreed to provide an estimated 80% of the 

funding for a new USD 4 billion fund with JC 

Flowers 

 
Figure 11 CIC Investment by Region (2007-2016 October) 
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Figure 12 CIC Investment in the US by Year 

 
 

In retrospect, CIC’s international debut was ill-fated as it coincided with the peak of the asset 

price bubble that ruptured during the global financial crisis. The two most notable examples of 

this are CIC’s investments in 2007 in the US private-equity giant Blackstone and US investment 

bank Morgan Stanley. Both of these institutions saw the value of their equity drop severely 

during the global financial crisis.  

 

CIC’s first venture onto the turf of Western financial markets was its pre-IPO subscription of 

Blackstone shares. This was also the first time that China’s foreign exchange reserves were 

invested directly in the purchase of shares of a foreign company. The purchase took place in May 

2007, two months before Blackstone’s shares were first listed in its June IPO. The purchase even 

pre-dated the formal launch of CIC as a fund, technically the purchase was by the National Foreign 

Exchange Investment Corporation (国家外汇投资公司), which would become CIC in September 

2007. Blackstone hired Antony Leung (梁锦松) to the position of Chairman of Blackstone Group 
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LP in Greater China in January 2007, a position he would hold until November 2013.171 Leung 

had previously been the head of Greater China for Citibank and JPMorgan, as well as a member 

of Hong Kong government as Financial Secretary of Hong Kong from 2001 to 2003. Under 

Leung’s direction a deal was finalized for CIC to buy a stake of 9.9% of Blackstone’s non-voting 

common units for $3 billion.172 Under the terms of the deal, CIC bought the shares at a discount 

of 4.5% to the IPO price but agreed to a four-year lockup period in which it could not sell its stake. 

Enthusiasm for the deal was high on both sides, in its 2007 SEC annual report, Blackstone listed 

the owner of CIC’s investment stake as “Beijing Wonderful Investments.”173 For Antony Leung, 

who oversaw the multi-billion dollar investment barely four months into his tenure at Blackstone 

the deal marked a triumph in his career up to that point.  

 

The timing of CIC’s investment in Blackstone was questionable well before the onset of the 

financial crisis. After CIC bought its stake in Blackstone, founders Stephen Schwarzman and Peter 

Peterson sold a combined $10.6 billion worth of shares as part of the firm’s IPO. As Steven Kaplan, 

professor at the University of Chicago Graduate School of Business, once commented, “smart 

people don't sell when they think they are undervalued.”174 Blackstone’s preparation for an IPO 

and cash out by senior executives made for media speculation about whether it was a harbinger of 

the end for the boom in asset prices and especially in private-equity firms. Moreover, the US Senate 

Finance Committee had been working on a legislative change to levy higher tax on the private-

equity industry which specifically targeted firms like Blackstone.175  

                                                      
171 “梁锦松的黑石 ‘江湖’,”   《环球人物》， 2007 年 7 月 16 日，第三十四期。 
172 “China to Buy $3 Billion Stake in Blackstone,” The New York Times, May 20, 2007.  
173 For the whole report (Form 10-K), see SEC Archives assessed at 

https://www.sec.gov/Archives/edgar/data/1393818/000119312508053079/d10k.htm  
174 “Blackstone’s costly float,” Financial Times, June 21, 2007.    
175 “Blackstone’s costly float,” Financial Times, June 21, 2007.    

https://www.sec.gov/Archives/edgar/data/1393818/000119312508053079/d10k.htm
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The prospect of a greater tax burden discouraged many US investors, particularly US mutual funds, 

from investing in Blackstone’s IPO. Moreover, sentiment on Wall Street at that time had already 

shifted to one of worry over an end to the benign credit market. Any deterioration in credit markets 

would negatively impact Blackstone, which relied upon debt to finance its buyout strategy. All 

these potential issues were publicly known at the time and did not dissuade CIC from its investment 

in Blackstone. Blackstone would go on to experience negative growth between 2007 and 2008 as 

the global financial crisis erupted. Blackstone’s share price dropped from its IPO price of $31 per 

share to as low as $3.55 per share in 2009, an 88% decline from the price paid by CIC. On paper 

CIC faced an enormous loss on its investment, but that remained an unrealized loss as the fund did 

not liquidate its shares. 

 

One could interpret CIC’s ill-timed investment in Blackstone as an unfortunate yet foreseeable 

consequence of an inexperienced investment fund negotiating a deal across the table from one of 

the world’s most sophisticated investor groups. Critics chided CIC by saying that its debut on the 

global financial market landscape was a revelation that its senior management not only lacked 

professional investing experience but was also naive. Those critics tend to not give the benefit of 

the doubt to CIC that its investment was motivated more by long-run prospects rather than short-

term risks. Certainly, in the short-term CIC took substantial losses on the deal. But CIC is a long-

term investor, and whether CIC was correct about the long-term profitability of the deal will hinge 

upon Blackstone’s ability find new attractive targets for its buyout strategy in the long run. 

Moreover, investing in Blackstone allows CIC to team up with the world’s finest financiers with 

global-wide influence. This is in the long-term interest of the young and understaffed CIC. For this 
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reason, CIC deserves to be given the benefit of the doubt that its investment in Blackstone is long-

term oriented.  

 

Subsequent events have provided evidence in support of CIC’s interpretation of the long-run merits 

of investment in Blackstone. The CIC-Blackstone deal was a very personal and relationship-based 

deal, a feature laid the foundation for a long-term relationship between CIC and Blackstone that 

has grown beyond the scope of just shareholder and investor. The personal aspect of the deal is 

best revealed by Stephen Schwarzman’s own recollections. In a June 2017 interview with 

Bloomberg, Schwarzman talked about some additional details to the deal, including the critical 

role played by Antony Leung. According to Schwarzman, Leung was approached in 2007 by two 

former Chinese officials, one a former Deputy Finance Minister and the other a former Deputy 

Governor of the PBoC. They proposed that the Chinese government buy $3 billion worth of shares 

in Blackstone’s forthcoming $4 billion IPO. They expressed a preference for nonvoting stock as 

opposed to holding a large block of voting shares (and a position on the board of directors), which 

they termed as “cumbersome” (likely referring to political backlash in the US over Chinese 

influence in such a strategic sector).  

 

Leung advised that Schwarzman to accept the offer and retreat from his initial bargaining condition 

of 5-year lockup period on the shares, instead agreeing to 4 years, a face-giving gesture to the 

Chinese side that wanted 3 years. Leung cautioned that insistence on the 5-year lockup period was 

folly: “[the Chinese]  won’t like you because you’ve taken away their face […] the point is to have 

a long-term relationship with people who have mutual respect.” 176  On the Chinese side the 

                                                      
176 “Q&A with Steve Schwarzman: ‘There Are No Brave Old People in Finance’” Bloomberg Markets, June 6, 2017. Accessed at 

https://www.bloomberg.com/features/2017-blackstone-steve-schwarzman-interview/  

https://www.bloomberg.com/features/2017-blackstone-steve-schwarzman-interview/
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investment required approval by the State Council and the Premier himself, a bureaucratic process 

which in this case was resolved in a speedy eight days, clearly demonstrating the high-level of 

political connections possessed by Blackstone’s partners in the deal.177  Schwarzman credited 

Leung for widening the door to China for Blackstone: “Blackstone is in a very strong position in 

China, with deep relationships across the firm on the mainland and in Hong Kong […] [Leung] 

played a major role in helping to build these relationships.”178 

 

The backing of CIC has been an important factor in Blackstone’s ability to build new relationships 

in China. Blackstone first established its presence on the ground in 2008 in Beijing. Schwarzman 

acknowledged that the CIC deal has served as the basis for Blackstone’s business network in China: 

“as a result of that investment, they’ve included me on the board of Tsinghua’s school of 

economics and business, which was started as a feeder into the senior levels of Chinese government 

[…] It was a very easy introduction to China, and Chinese institutions have given us a lot of money 

to invest in private equity and alternative products” 179  

 

This relationship has also advanced China’s interests. CIC has gained valuable experience by 

teaming up with Blackstone on investments in third parties. (Box: CIC and Blackstone relationship) 

More importantly, China also has long-term interests in the backchannel for discussion and 

dialogue with the US that is opened up by the relationship between Blackstone and CIC, as well 

as the personal relationship between Schwarzman and his Chinese network. In September 2016, 

                                                      
177 “Q&A with Steve Schwarzman: ‘There Are No Brave Old People in Finance’” Bloomberg Markets, June 6, 2017. Accessed at 

https://www.bloomberg.com/features/2017-blackstone-steve-schwarzman-interview/  
178 “Former financial secretary Antony Leung to join Nan Fung Group as CEO,” South China Morning Post, November 20, 2013.  
179 “Q&A with Steve Schwarzman: ‘There Are No Brave Old People in Finance’” Bloomberg Markets, June 6, 2017. Accessed at 

https://www.bloomberg.com/features/2017-blackstone-steve-schwarzman-interview/  

 

https://www.bloomberg.com/features/2017-blackstone-steve-schwarzman-interview/
https://www.bloomberg.com/features/2017-blackstone-steve-schwarzman-interview/
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Schwarzman launched a scholarship program at Tsinghua University, the Schwarzman Scholars 

Program, with a goal of building a global network of 10,000 elite scholars who “understand” 

China.180 In February 2017, Chinese President Xi Jinping shared lunch with Schwarzman on the 

sidelines World Economic Forum in Davos. It is said that Schwarzman is considered by Chinese 

leaders to be one of a handful of individuals capable of communicating a message directly to US 

President Trump.181 

 
Box: CIC and Blackstone relations  

• In May 2007, CIC bought 9.9% of Blackstone’s non-voting shares for $3 billion shortly before Blackstone was 

listed on Wall Street,182 and agreed to hold the shares for at least four years. 

• Blackstone opened its Beijing representative office in 2008. 

• CIC invested $500 million in a fund of the hedge fund managed by Blackstone in June 2009. 

• In 2011, CIC teamed up with Blackstone to buy a Japanese loan portfolio from Morgan Stanley at a deep discount. 

They paid 35 cents on the dollar for the portfolio, which had a face value of $1.1 billion. It was reported that CIC 

had put up most of the money.183  

• In October 2011, CIC joined Blackstone and agreed to buy a stake in Royal Bank of Scotland's commercial real 

estate portfolio. It was reported that CIC and Blackstone would each hold a 12.5% equity stake in the portfolio 

worth a combined £100 million. Blackstone would manage the portfolio.184  

• CIC co-invested with Blackstone in Cheniere Energy in August 2012. 

• In November 2013, Blackstone sold London office park Chiswick Park to CIC, and continued to act as the asset 

manager for CIC on the premise. 

• In September 2016, Blackstone’s Chairman Schwarzman launched a scholarship program - the Schwarzman 

Scholars Program -in Tsinghua University. Over the years, Mr. Schwarzman himself has also been working on 

building a network of 10,000 elite scholars who understand China.185 

• In June 2017, CIC agreed to buy Logicor, a pan-European logistics company, from Blackstone for €12.25 billion. 

At that time, this was the second-largest European real estate transaction on record and the fourth-largest 

international Chinese takeover, according to Dealogic.186 

                                                      
180 See Schwarzman’s “why I’m bulding a network of 10,000 elite scholars who understand China”. CNBC, June 23, 2017. 

Accessed at  https://www.cnbc.com/2017/06/23/why-im-building-a-network-of-10000-elite-scholars-who-understand-china-

commentary.html  
181 “Xi Jinping’s back channel to Donald Trump,” Nikkei Asian Review, February 3, 2017. Accessed at 

https://asia.nikkei.com/Features/China-up-close/Xi-Jinping-s-back-channel-to-Donald-Trump?page=1  
182 “China to Buy $3 Billion Stake in Blackstone,” The New York Times, May 20, 2007.  
183 “CIC, Blackstone buys Morgan Stanley Japan loan portfolio,” Reuters, February 21, 2011. Accessed at 

https://www.reuters.com/article/us-cic-msjapanloan/cic-blackstone-buys-morgan-stanley-japan-loan-portfolio-report-

idUSTRE71K0C320110221  
184 “CIC invests with Blackstone in RBS loan portfolio,” Financial News, October 21, 2011. Accessed at 

https://www.fnlondon.com/articles/cic-blackstone-rbs-20111021  
185 See Schwarzman’s “why I’m bulding a network of 10,000 elite scholars who understand China”. CNBC, June 23, 2017. 

Accessed at  https://www.cnbc.com/2017/06/23/why-im-building-a-network-of-10000-elite-scholars-who-understand-china-

commentary.html  
186 “Blackstone Announces €12.25 billion Sale of Logicor to China Investment Corporation,” Blackstone Press Release, June 2, 

2017. Accessed at  https://www.blackstone.com/media/press-releases/blackstone-announces-12.25-billion-sale-of-logicor-to-

 

https://www.cnbc.com/2017/06/23/why-im-building-a-network-of-10000-elite-scholars-who-understand-china-commentary.html
https://www.cnbc.com/2017/06/23/why-im-building-a-network-of-10000-elite-scholars-who-understand-china-commentary.html
https://asia.nikkei.com/Features/China-up-close/Xi-Jinping-s-back-channel-to-Donald-Trump?page=1
https://www.reuters.com/article/us-cic-msjapanloan/cic-blackstone-buys-morgan-stanley-japan-loan-portfolio-report-idUSTRE71K0C320110221
https://www.reuters.com/article/us-cic-msjapanloan/cic-blackstone-buys-morgan-stanley-japan-loan-portfolio-report-idUSTRE71K0C320110221
https://www.fnlondon.com/articles/cic-blackstone-rbs-20111021
https://www.cnbc.com/2017/06/23/why-im-building-a-network-of-10000-elite-scholars-who-understand-china-commentary.html
https://www.cnbc.com/2017/06/23/why-im-building-a-network-of-10000-elite-scholars-who-understand-china-commentary.html
https://www.blackstone.com/media/press-releases/blackstone-announces-12.25-billion-sale-of-logicor-to-china-investment-corporation
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CIC’s pre-IPO investment in Blackstone has also resulted in a change to CIC’s investment 

behavior, providing an indirect method of investing in the domestic Chinese market. For example, 

in June 2011, CIC established CIC Development LLC (中投发展有限责任公司) as a joint-

venture with registered capital of RMB 2 billion ($308 million). Blackstone owned a 10% equity 

stake and China Jianyin (Huijin’s wholly-owned subsidiary) owned 60% equity stake. By that time, 

CIC had already increased its ownership stake in Blackstone from 9.9% to 12.5%. 187  CIC 

Development was formed to be CIC’s arm focused on domestic land and infrastructure 

development and healthcare industry investment.188 An investment portfolio with such a domestic 

focus was slightly outside of CIC’s mandate, which was to leverage China’s foreign-exchange 

reserves in investment abroad, not at home. The National Audit Office found that by March 2013, 

CIC Development had invested RMB 8.2 billion ($1.3 billion) in Chinese real estate development. 

189 The National Audit Office criticized CIC for exceeding the scope of mandate and ordered it to 

rectify its investment behavior. In November 2016 CIC had completely exited the real estate 

business.190  

 

CIC’s relationship with Blackstone has gone beyond one of simply a shareholder and corporation 

during the ten years between 2007 and 2017. During the course of the relationship CIC has changed 

considerably as it has gained experience and familiarity with global financial markets. The 

                                                      
china-investment-corporation  “China’s CIC buys Blackstone’s Logicor warehouse unit for €12.25bn,” Financial Time, June 2, 

2017. Accessed at https://www.ft.com/content/9d0f20d5-80a1-3ba8-809e-fe8d20a5d0e9  
187 “中投发展掷 60 亿购十宗地 主投京津、海南城镇化市政,” 《21 世纪经济报道》2013 年 05 月 03 日。
http://finance.ifeng.com/stock/ssgs/20130503/7988316.shtml  
188 “中投发展退出房地产业务 曾被审计署点名违规” http://finance.huanqiu.com/ssgs/2016-11/9706983.html  
189 “中投发展退出房地产业务 曾被审计署点名违规” http://finance.huanqiu.com/ssgs/2016-11/9706983.html  
190 “中投发展退出房地产业务 曾被审计署点名违规” http://finance.huanqiu.com/ssgs/2016-11/9706983.html and “中投违规

投入 82 亿开发房地产 今年 3 月已被告知,” 《21 世纪经济报道》2014 年 06 月 19 日。Accessed at 

http://finance.sina.com.cn/chanjing/gsnews/20140619/023019454702.shtml  

https://www.blackstone.com/media/press-releases/blackstone-announces-12.25-billion-sale-of-logicor-to-china-investment-corporation
https://www.ft.com/content/9d0f20d5-80a1-3ba8-809e-fe8d20a5d0e9
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partnership between CIC and Blackstone has given the staff of the fund access to some the world’s 

most sophisticated investors. The people-to-people relationships and networks that have been built 

up around the partnership are of great long-term value to the political-economic relationship 

between China and the United States. 

 

Although CIC’s initial investment in Blackstone on the eve of the financial crisis may have a been 

a misstep in terms of timing, the success of the partnership in the later years has been largely 

redeeming. In contrast, several of CIC’s other investments in financial institutions from that time 

have yielded unmitigated losses. CIC came under intense political pressure when it was hit hard 

by losses on its investments with JC Flowers, a New York-based private equity fund run by former 

Goldman Sachs banker Christopher Flowers. In April 2008, CIC partnered with JC Flowers to 

launch a $4 billion private equity fund, Financial Service Opportunities LP, with a goal of buying 

distressed financial assets. CIC made the investment despite the unfurling credit crisis in the US 

and sharp declines in its earlier investments in Blackstone and Morgan Stanley. CIC agreed to 

provide about 80% of the new fund’s equity ($3.2 billion), while JC Flowers itself contributed  

10%, a much higher share than the 1-2% that is standard among fund managers. 191 CIC would be 

only a limited partner in the fund, allowing it to discretely invest and hopefully avoid the political 

backlash that would otherwise be expected when a foreign government invests in distressed 

financial institutions.192 CIC also hoped that by partnering with JC Flowers and relying upon its 

expertise in picking distressed targets that CIC would be less susceptible to domestic criticism if 

the investments were to lose value. 

                                                      
191 “China's CIC to launch $4 billion fund with JC Flowers,” Reuters, April 3, 2008. https://www.reuters.com/article/us-flowers-

china-fund/chinas-cic-to-launch-4-billion-fund-with-jc-flowers-idUSN0332446920080403   
192 “CIC close to fund deal with JC Flowers,” Financial Times, February 8, 2008. https://www.ft.com/content/aeaf55dc-d5b1-

11dc-8b56-0000779fd2ac  

https://www.reuters.com/article/us-flowers-china-fund/chinas-cic-to-launch-4-billion-fund-with-jc-flowers-idUSN0332446920080403
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In April 2008, an investment group including CIC and led by JC Flowers bought a 29.5% stake 

(1.1 billion euro) in Hypo Real Estate (HRE), Germany’s second largest commercial property 

lender. Normally, German companies would hesitate to take an investment from a government-

related entity like CIC. However, because CIC was only a limited partner with JC Flowers the deal 

was able to proceed.193 The investment soon turned sour, declining more than 90% in value as the 

bank became insolvent and was nationalized by the German government in April 2009. The 

amount CIC actually lost on this one investment is unknown, but according to regulatory filings 

from 2015 when CIC effectively ended its partnership with JC Flowers, the total value of CIC’s 

investment was $2.95 billion, implying a loss of $350 million.194  

 

Overall, CIC’s first period featured concentrated positions in US financial institutions. The heavy 

losses that CIC suffered revealed that the fund did not have sophisticated risk management 

practices and lacked investment experience. However, CIC deserves the benefit of the doubt that 

its investments in US financial institutions were motivated by a long-term strategy. Despite heavy 

losses in the short run, CIC has introduced itself to the world’s top financiers in the largest 

sophisticated financial markets. Its long-term oriented relationship with esteemed firms like 

Blackstone and Morgan Stanley has allowed CIC to gain access to well-connected people that 

could potentially open new channels for China-US dialogue. Moreover, the fund also learned to 

reduce foreign suspicion and protectionism by investing indirectly through participation in foreign 

private-equity funds.  

                                                      
193 “PE Losses Sting Chinese Investment Arms,” Caijing, January 5, 2009. http://english.caijing.com.cn/2009-01-

05/110044952.html  
194 “Flowers Hands Back Most of $3.2 Billion China Investment Unspent ,” Bloomberg, September 5, 2015. 

https://www.bloomberg.com/news/articles/2015-09-09/flowers-hands-back-most-of-3-2-billion-china-investment-unspent    

http://english.caijing.com.cn/2009-01-05/110044952.html
http://english.caijing.com.cn/2009-01-05/110044952.html
https://www.bloomberg.com/news/articles/2015-09-09/flowers-hands-back-most-of-3-2-billion-china-investment-unspent
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In this first period of its evolution, CIC’s learning curve proved to be quite steep with huge losses 

and harsh domestic critics. Nevertheless, its establishment epitomizes a developing country’s 

government-engineered attempt to address the problem of foreign exchange reserve management 

reform. Although it suffered setbacks, CIC’s debut demonstrated that a sovereign leveraged fund 

can leverage the country’s reserve assets for both tangible financial gains and intangible strategic 

gains. CIC investments in the US financial institutions were hardly optimal but it provided China’s 

government with experience in taking on risk in markets not only to increase the return on their 

assets but also to build partnerships with the world’s finest financiers and to cultivate new channels 

to approach to policy makers in advanced economies.  

 

3)  January 2009 to June 2013: a new focus shift and restructuring 

CIC’s losses on overseas investments invited harsh criticism at home, particularly among China’s 

netizens. CIC’s managers and staff who worked on the overseas deals were the subject of public 

anger, accused of wasting Chinese people’s hard-earned money and maligned as "traitors" and 

being like "Judas,". 195  This experience provoked some soul-searching at CIC that led to 

restructuring in 2009. The fund hired new expert staff and adjusted its investment focus to be closer 

to China’s national policies, concentrating on natural resources, fixed income and real estate. Most 

importantly, CIC formally separated its domestic operations and international businesses by 

creating a new subsidiary, CIC International.  

                                                      
195 See, for example, “中投的投资风险,” FT 中文网，2012 年 6 月 5 日, accessed at 

http://www.ftchinese.com/story/001044886 “中投卖国,呼吁铁血迷一起抗议,” 铁血论坛, accessed at 

http://bbs.tiexue.net/post_2886270_1.html “中投公司--最光明正大的卖国行径,”新浪博客，2011 年 4 月 26 日，accessed at 

http://blog.sina.com.cn/s/blog_621c4fa20100qu12.html  “杨芳洲:海外投资失误是水平问题还是卖国问题?” 博讯, 2008 年 8

月 5 日 https://www.boxun.com/news/gb/pubvp/2008/08/200808050226.shtml  
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It is incorrect to attribute these changes at CIC entirely to frustration with the losses suffered the 

previous year. CIC’s focus on fixed income could be explained a desire to be more cautious, but 

the fund’s shift to investing in often volatile natural resources was hardly an embrace of caution. 

It does however, reveal that CIC was determined to more closely align its investment strategy with 

the national strategies of China’s government. CIC’s entered into natural resource investing not 

only because it saw an opportunity but based upon its assessment of China’s economic need. In 

November 2008, the Chinese government announced a RMB 4 trillion ($585 billion) economic 

stimulus package as an attempt to minimize the impact of the global financial crisis on China’s 

economic performance. It was anticipated that this fiscal stimulus would create more demand for 

natural resources, and it would be in the interests of the Chinese government and its economic 

policy if CIC could secure access to these global resource supplies. In 2009, global commodity 

prices were rallying. Like many investors, CIC and its investment team did not anticipate that the 

global commodities super cycle would soon come to an end with a sharp decline in prices in 2011. 
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Figure 13 China's Import of Mineral Commodities and Global Prices (Copper, Iron and Zinc, 2005-2017) 

   
 

 

CIC’s shift in investment focus to natural resources indicates that fund was aligning its overseas 

investments with the state’s economic strategy, performing the role of a capital mobilizer by 

concentrating the capital at its disposal in the sectors that the state has identified as in the best 

service of the national strategy. This is a classic Gerschenkron’s state-driven model to create the 

necessary conditions for economic development.  In order to better serve state policy, CIC 

undertook its first high-profile reorganization. It started a recruitment drive in February 2009 and 

hired investment professionals in natural resources, real estate, private-equity, and fixed income 

assets. This was interpreted as indication of an impending strategy of diversification and 

investment into the nonfinancial sectors.196 In late April 2009, CIC setup four new investment 

divisions along strategic lines: Public Markets Investments (收益投资部), Tactical Investments 

                                                      
196 Monitor Group. (2009, April). Weathering the storm: Sovereign wealth funds in the global economic crisis of 2008. SWF 

Annual Report 2008. 
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(策略投资部), Private Market Investments (私募投资部) and Special Investments (专项投资部). 

These four new divisions replaced three earlier divisions organized along asset classes.197   

 

Moreover, the frustrated CIC received some pressure relief in August 2009, when it established an 

agreement with the MOF to convert the initial debt of $200 billion into equity.198 This was a 

tremendous relief for CIC, and a big personal win for Chairman Lou Jiwei. Under this agreement, 

CIC was no longer required to make interest payments on the special Treasury bonds that provided 

its seed capital. Instead, CIC need only pay an annual dividend to the MOF. Chairman Lou publicly 

expressed what a heavy burden the interest payments had become for CIC, disclosing that interest 

alone was costing CIC nearly RMB 300 million ($40 million) every day.199 CIC’s average annual 

interest charge was approximately RMB 66.5 billion ($8.9 billion). Conversion of CIC’s debt into 

equity meant that by 2010 the fund had become “essentially fully invested.”200  

 

The removal of the heavy interest burden alleviated the need earn high return by taking 

concentrated risky positions and allowed CIC to focus on its restructuring. CIC International was 

formally established wholly-owned subsidiary of CIC in September 2011. It took over CIC’s entire 

overseas investment mandate, all assets and management of the global investment portfolio. The 

establishment of CIC International formally separated CIC’s domestic investments (managed by 

                                                      
197 “中投公司调整投资部门,”《财经网》2009 年 04 月 29 日, 

http://misc.caijing.com.cn/templates/inc/webcontent.jsp?id=110156843&time=2009-04-29&cl=100&page=all  
198 “CIC No Longer to Pay Interest to the State,” Economic Observer, August 26, 2009. Accessed at 

http://www.eeo.com.cn/ens/homepage/briefs/2009/08/26/149395.shtml  “中投拟交 660 亿红利 金融央企红利是否收缴待定,” 

金融界， http://finance.jrj.com.cn/2009/08/2209305869140.shtml Tong, S. Y. & Chong, S. K. C.(2010, October). China’s 

sovereign wealth fund: An update. EAI Background Brief, No. 570. East Asian Institute, National University of Singapore. 
199 “中投每天至少需要盈利 3 亿 楼继伟坦承压力很大, ” 《北京晨报》，2007 年 11 月 30 日 

http://finance.people.com.cn/GB/6598712.html  
200 CIC Annual Report, 2010. 

 

http://misc.caijing.com.cn/templates/inc/webcontent.jsp?id=110156843&time=2009-04-29&cl=100&page=all
http://www.eeo.com.cn/ens/homepage/briefs/2009/08/26/149395.shtml
http://finance.jrj.com.cn/2009/08/2209305869140.shtml
http://finance.people.com.cn/GB/6598712.html
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Central Huijin) from CIC’s overseas investments (CIC International). This reinforced the firewall 

that had supposedly always existed between domestic investments and overseas ventures.  

 

In December 2011, CIC received its first direct equity capital injection of $30 billion from 

SAFE.201 The $30 billion was to be used for overseas investment by CIC International. Meanwhile, 

to better reflect its nature as a long-term investor, CIC decided to change its performance 

evaluation horizon from 5 to 10 years. Furthermore, CIC International started to adopt the Yale 

endowment model of investing abroad with a focus on nonmarketable securities and other 

alternative investments.202 

 

To reflect the new emphasis upon natural resources in its portfolio, CIC chose to establish its first 

overseas representative office in Toronto in January 2011. Felix Chee (徐秉清), a Chinese 

Canadian, was appointed as the first Chief Representative. Before joining CIC, Chee had served 

as the CIO at Manulife, a leading Canadian financial services group, and was head of the Ontario 

Hydro pension plan and the University of Toronto Asset Management Corporation.203 At CIC 

Chee coordinated several of the fund’s investments in natural resources in Canada. Most 

prominently, he was the key person who facilitated CIC’s investment in Teck Resources Ltd., 

Canada’s largest diversified mining company. In July 2009, CIC bought a 17.2% stake in Teck 

                                                      
201 CIC 2011 Annual Report. Accessed at http://www.china-inv.cn/china-invTheme/themes/html/ztnb/2011e.html  
202 Lee, D., & Gregoriou, G. N. (2014). Handbook of Asian Finance: Financial Markets and Sovereign Wealth Funds. 

Burlington: Academic Press, an imprint of Elsevier, p320. 
203  “The man behind the Teck-CIC deal,” The Globe and Mail, published on July 3, 2009 and updated on March 26, 2017.  

Accessed at https://www.theglobeandmail.com/report-on-business/the-man-behind-the-teck-cic-deal/article4278324/ “中投最成

功投资：牵手泰克资源浮盈 25 亿美元,” 《财经》2010 年 10 月 25 日，

http://finance.sina.com.cn/china/hgjj/20101025/19278839875.shtml “中投 15 亿美元入股加拿大矿业巨头,” Xinhua, July 4, 

2009. Accessed at http://finance.people.com.cn/GB/9593025.html “中投斥资 15 亿美元 收购加拿大矿业公司 17%股份,” 中国

新闻网, 2009 年 7 月 4 日。http://pe.pedaily.cn/200907/2009070483466.shtml  

 

http://www.china-inv.cn/china-invTheme/themes/html/ztnb/2011e.html
https://www.theglobeandmail.com/report-on-business/the-man-behind-the-teck-cic-deal/article4278324/
http://finance.sina.com.cn/china/hgjj/20101025/19278839875.shtml
http://finance.people.com.cn/GB/9593025.html
http://pe.pedaily.cn/200907/2009070483466.shtml
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Resources for C$1.74 billion ($1.5billion) through an SPV, Fullbloom Investment Corporation. 

CIC’s purchase of Teck Resources made the fund the largest single shareholder of the Canadian 

company, and the deal itself was also the largest private placement ever seen in Canadian capital 

markets at that time.204  

 

Similar to the CIC-Blackstone deal, the CIC-Teck deal was meant to be a strategic partnership 

between the Canadian miner and the Chinese fund rather than a one-off transaction. It did work 

well in the beginning, particularly for the Canadian company. But it did not take too long for CIC’s 

Canadian investments to become another brutal loss-making ride. CIC was not merely a passive 

investor but a timely strategic partner for Teck Resources. The Chinese fund not only solved 

Teck’s pressing debt issues but also opened up business opportunities with the world’s largest 

consumer of natural resources. Don Lindsay, president and CEO of Teck Resources, 

acknowledged that CIC’s purchase had instant positive impact on Teck’s financial situation, saving 

the company from liquidating 20% of its holdings in coal resources.205 He also noted about CIC’s 

investment in Teck: “[it] represents an attractive opportunity for Teck to establish a relationship 

with a major Chinese financial investor, with a deep understanding of China, the world's largest 

consumer of our principal products.”206  

 

                                                      
204 “The man behind the Teck-CIC deal,” The Globe and Mail, published on July 3, 2009 and updated on March 26, 2017.  

Accessed at https://www.theglobeandmail.com/report-on-business/the-man-behind-the-teck-cic-deal/article4278324/  
205 “中投最成功投资：牵手泰克资源浮盈 25 亿美元,” 《财经》2010 年 10 月 25 日，
http://finance.sina.com.cn/china/hgjj/20101025/19278839875.shtml  
206 “The man behind the Teck-CIC deal,” The Globe and Mail, published on July 3, 2009 and updated on March 26, 2017.  

Accessed at https://www.theglobeandmail.com/report-on-business/the-man-behind-the-teck-cic-deal/article4278324/ “泰克资源

的中国基因, ” 《21 世纪经济报道》，2009 年 07 月 11 日。http://finance.ifeng.com/news/hgjj/20090711/922289.shtml  

 

https://www.theglobeandmail.com/report-on-business/the-man-behind-the-teck-cic-deal/article4278324/
http://finance.sina.com.cn/china/hgjj/20101025/19278839875.shtml
https://www.theglobeandmail.com/report-on-business/the-man-behind-the-teck-cic-deal/article4278324/
http://finance.ifeng.com/news/hgjj/20090711/922289.shtml
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Teck’s CEO Lindsay views CIC as a “long-term strategic investor that could bring in Chinese 

clients and Chinese financial support.” 207  The company bet its business on continuous rapid 

growth in China’s demand for natural resources. In 2012, China accounted for over 25% of Teck’s 

total revenues and became its biggest market.208 In April 2013, Teck Resources opened a new 

office in Shanghai.209 In 2013, at a mineral exploration conference in Vancouver , Lindsay said:  

“We at Teck keep a really close relationship with China and that’s for one 

reason. It’s that no matter where we are investing, whether it’s here in B.C. or 

in Chile, where we’re building two large copper projects, that money may be 

going into B.C. or Chile, but really, it’s an investment in China. Unless we had 

good confidence in China we wouldn’t be making the investment.”210  

In short, for Teck Resources, CIC’s investment came at a good time and had great long-term 

strategic importance: CIC solved the company’s immediate financial problems and granted the 

company connections in the world’s largest resource-consuming market. 

 

For CIC, the deal laid the groundwork for CIC’s entry into other investments in Canadian resources. 

But CIC’s ventures in Canadian natural resources did not fare well for long. Starting from 2010, 

CIC made four other strategic investments in Canada’s oil sands worth about C$1.9 billion ($1.8 

billion), all of which turned out to be poor investments: C$500 million in the IPO of Athabasca 

                                                      
207 “泰克资源来华掘金,” 《21 世纪经济报道》，2010 年 10 月 12 日 。http://finance.ifeng.com/roll/20101012/2697394.shtml  
208 “A Canadian Success Story: Teck Resources Opens New Office in China,” Global Affairs Canada, April 16, 2013. Accessed 

at http://www.international.gc.ca/media_commerce/release_photo_distribution/2013/04/16c.aspx?lang=eng  
209 Teck established its China presence in 2006 with the opening of our Beijing office and expanded with an office in Shanghai in 

2013. See “Member Spotlight: Teck Resources” CanCham website, accessed at http://www.cancham.asia/member-spotlight-teck-

resources/ “A Canadian Success Story: Teck Resources Opens New Office in China,” Global Affairs Canada, April 16, 2013. 

Accessed at http://www.international.gc.ca/media_commerce/release_photo_distribution/2013/04/16c.aspx?lang=eng 
210 “Teck’s Lindsay sees bright future for the careful,” The Northern Miner, February 6, 2013 Volume 98 Number 52 February 

11 - 17, 2013. 

 

http://finance.ifeng.com/roll/20101012/2697394.shtml
http://www.international.gc.ca/media_commerce/release_photo_distribution/2013/04/16c.aspx?lang=eng
http://www.cancham.asia/member-spotlight-teck-resources/
http://www.cancham.asia/member-spotlight-teck-resources/
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Oil Corporation − considered one of the most overpriced IPOs in Canadian history; C$1.25 billion 

in a pair of deals with Penn West Petroleum Ltd. − which was rocked by an accounting scandal 

and other problems; US$150 million in Sunshine Oil Sands Ltd.’s Hong Kong IPO − a junior oil 

sands company that owns 1.14 million acres of oil sands leases in Alberta but had to halt 

development of its flagship West Ells project because it ran out of money;211 and C$100 million 

in MEG Energy Corporation – whose share price has declined almost inexorably since it went 

public.212  Eventually, the decline in global commodity prices and the slowdown of Chinese 

domestic economic growth put an end to CIC’s enthusiastic investment in Canadian natural 

resources. CIC adjusted its strategy again and decided to relocate the its representative office from 

Toronto to New York in December 2015. By the time the decision was made, CIC’s stake in Teck 

had already lost 72 % of its value, a total loss of C$1.25 billion ($1.08 billion).213    

 

4)  July 2013 to present: leadership change and the formation of the troika  

CIC’s repeated loss-making investments overseas not only prompted severe domestic criticism 

against the fund, but also turned the senior management position into a hot seat desired by no one. 

In March 2013, Chairman Lou Jiwei was promoted to serve as Minister of Finance. His departure 

left the position of CIC Chairman vacant for nearly four months. Part of the reason for this long 

vacancy was cautiousness on the part of the Organization Department of the CCP, the Party’s 

human resources department. It was not easy for the Organization Department to quickly decide 

upon the most suitable candidate to take the leadership position, as it was recognized that CIC 

                                                      
211 “CIC among investors in Sunshine Oilsands HK IPO ,” Reuters, February 7, 2012. Accessed at 

https://www.reuters.com/article/sunshineoilsands-ipo/cic-among-investors-in-sunshine-oilsands-hk-ipo-source-

idUSL4E8D74TI20120207  
212 “Fortune Lost: The short, brutal and costly ride of China Investment Corp. in Canada,” Financial Post, May 29, 2015. 

http://business.financialpost.com/commodities/energy/fortune-lost-the-short-brutal-and-costly-ride-of-china-investment-corp-in-

canada  
213 “Exclusive: China's sovereign wealth fund to open first U.S. office – sources,” Reuters, December 14, 2015.  

https://www.reuters.com/article/sunshineoilsands-ipo/cic-among-investors-in-sunshine-oilsands-hk-ipo-source-idUSL4E8D74TI20120207
https://www.reuters.com/article/sunshineoilsands-ipo/cic-among-investors-in-sunshine-oilsands-hk-ipo-source-idUSL4E8D74TI20120207
http://business.financialpost.com/commodities/energy/fortune-lost-the-short-brutal-and-costly-ride-of-china-investment-corp-in-canada
http://business.financialpost.com/commodities/energy/fortune-lost-the-short-brutal-and-costly-ride-of-china-investment-corp-in-canada
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would require the new leader to execute a turnaround. Several bureaucrats were reported to be 

nominees for the position, including Vice Mayor of Shanghai Tu Guangshao (屠光绍), Mayor of 

Chongqing Huang Qifan (黄奇帆), Deputy Governor of the PBoC Yi Gang (易纲), Chairman of 

ICBC Jiang Jianqing (姜建清), then Vice Chairman of CIC Gao Xiqing (高西庆), and Chairman 

of China National Cereals, Oils and Foodstuffs Corporation (COFCO) Ning Gaoning (宁高宁).214 

But none of these men wanted the job because they feared CIC’s books were littered with legacy 

investments that would soon become problematic.215 Given CIC’s track record of struggling to 

achieve a real economic profit, no one was willing to take the role of the fund’s new chairman and 

risk taking the blame for CIC’s deteriorating situation. 

 

A close review of CIC’s annual reports from 2008-2016 reveals that the fund’s global portfolio 

return has not been satisfying. (Table 9) CIC’s global portfolio return has consistently been lower 

than the S&P Index return the whole time since its establishment. (Figure 9) Even worse, the fund’s 

global return often failed to meet its cost of capital. CIC’s breakeven rate on investment was 

estimated to be approximately 10% after adjusting for inflation, the cost of capital, and the negative 

effect of exchange rates due to the fund’s investments being predominantly in dollars while its 

debt payments were in RMB.216 But very rarely has its global portfolio return met the breakeven 

rate. A review of CIC’s annual reports shows that the fund’s global portfolio return had surpassed 

the 10% breakeven rate only three times between 2008 and 2016.  

 

                                                      
214 “中投董事长难产非因候选人不愿意 更高层在迟疑,” 《中国经济周刊》, 

http://finance.sina.com.cn/chanjing/gsnews/20130702/001015978965.shtml “外媒称易纲屠光绍拒绝接手中投 董事长一职空

缺,”新浪财经，2013 年 05 月 27 日。 “中投为何成烫手山芋” 新浪财经， http://finance.sina.com.cn/focus/asknow16/ 
215 “外媒称易纲屠光绍拒绝接手中投 董事长一职空缺,”新浪财经，2013 年 05 月 27 日。 “中投为何成烫手山芋” 新浪财

经， http://finance.sina.com.cn/focus/asknow16/  
216 Interview 

http://finance.sina.com.cn/chanjing/gsnews/20130702/001015978965.shtml
http://finance.sina.com.cn/focus/asknow16/
http://finance.sina.com.cn/focus/asknow16/
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Table 15 CIC Performance: Cumulative Annualized Return on Capital and Global Portfolio Return 

Year 
Cumulative Annualized 

Return on Capital 

Global Portfolio 

Return* 

2008 -2.1% -2.1% 

2009 4.1% 11.7% 

2010 6.4% 11.7% 

2011 3.8% -4.3% 

2012 5.02% 10.6% 

2013 5.7% 9.33% 

2014 5.66% 5.47% 

2015 4.59% -2.96% 

2016 4.76% 6.22% 
Note: 

*Global portfolio return measures the total return of CIC’s global portfolio, including realized return such as 

interests and dividends, and unrealized return from changes in the fair market value of investments.  

 

 

  
Figure 14 Comparing CIC return with SP500 Index return 2008-2016 

 
 

 

Eventually, the Organization Department announced in late June 2013 that Ding Xuedong (丁学

东 ), who once served as Vice Minister of Finance and then vice-ministerial-level Deputy 
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Secretary-General of the State Council, was appointed as the new Chairman of CIC.217  Ding 

succeeding Lou as CIC Chairman and Lou’s ascension to Minister of Finance highlighted the close 

relationship between the Ministry of Finance and CIC. Moreover, by appointing someone like Mr. 

Ding, an experienced State Council mandarin who is close to China’s highest policy making circle 

and knows nearly every detail of its procedure, indicated the Party’s intention to empower CIC to 

serve as the Party’s lever for acting in global markets to advance the state’s interests.  

 

In 2013, during the first year of his tenure, Ding led a new change in CIC’s in investment strategy. 

CIC increased its investments in the agriculture sector and global food supplies. In a June 2014 

article for the Financial Times, Ding wrote that for many countries, “food security is already an 

urgent challenge.” Between 2006 and 2008 world food prices increased by 58% according to the 

United Nations. (Figure 10) Ding described CIC’s investment strategy as focusing on the 

agricultural sector “across the entire value chain,” including industries such as irrigation, land 

transformation and animal feed that had been overlooked by other large institutional investors.  

 

                                                      
217 “中组部今天宣布丁学东接任中投董事长,” 新浪财经, 2013 年 6 月 28 日。
http://finance.sina.com.cn/china/20130628/192115956844.shtml  

http://finance.sina.com.cn/china/20130628/192115956844.shtml
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Figure 15.   Food Price Index 

 
Source: http://www.fao.org/worldfoodsituation/foodpricesindex/en/  

 

 

 
source: https://fred.stlouisfed.org/series/PALLFNFINDEXQ 

 

In addition to agriculture, CIC’s global portfolio would include a focus on technology, real estate 

and infrastructure investments with an eye towards long-term stable returns.218 This new emphasis 

came at a time when it had become clear that CIC’s investments in Canadian natural resources 

were failures. Global commodity prices had declined more than 10% from their peak in early 2011. 

                                                      
218 For the whole article, see Ding Xuedong, “China will profit from feeding the world’s appetite,” Financial Times, June 17, 

2014. Also, “China’s sovereign wealth fund shifts focus to agriculture,” Financial Times, June 17, 2014.  

http://www.fao.org/worldfoodsituation/foodpricesindex/en/
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CIC reported a -4.3% return on investments in its global portfolio in 2011, but managed positive 

returns in both 2012 and 2013 as its US assets recovered alongside the US economy.  

 

In January 2015, CIC made a fundamental organizational related to the way it manages overseas 

investments. The division of Special Investments Division (专项投资部), previously underneath 

the Chief Investment Officer of CIC, was spun off into a third distinct subsidiary named CIC 

Capital. This new wholly-owned subsidiary would receive a mandate for direct investments in 

overseas companies. In an interview with the author, a public relations manager for CIC shared 

several of the reasons behind the decision to create CIC Capital. 

 

Firstly, the timing of the change seemed appropriate, CIC was well positioned to take advantage 

of resurgent demand for capital as the global economy appeared to be finally recovering from the 

financial crisis. Secondly, senior management at CIC closely studied the practices of Singapore’s 

Temasek and several other large commodity-based SWFs and wanted to align the structure of CIC 

more closely with those funds, which they viewed as successful investors. Those funds, as well as 

most other large institutional investors, had a separate entity dedicated to making direct 

investments in companies and projects.  The establishment CIC Capital was seen as another step 

in the maturation of CIC along the lines of a truly professional global investment institution. 

Furthermore, CIC’s change in investment strategy to focus more upon the agricultural and 

infrastructure sectors necessitated such a specialized entity as CIC Capital, which could not only 

identify projects but also ensure their successful management throughout the investment period. 

Lastly, CIC Capital would serve as the interface between CIC at-large and the other large 

institutional investors with whom CIC would partner in long-term investment projects. Previously 
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such close partnerships were made difficult by concerns for a conflict of interest among the CIC 

staff that were also responsible for investments in financial intuitions that often times competed 

directly with CIC’s prospective partners. The formation of CIC Capital allowed for a new firewall 

between the business lines of CIC, with dedicated staff responsible only for CIC Capital’s 

investments and maintaining its relationships with other institutional investors.219  

 

Apart from the above, it is also worth noting that CIC Capital is one of the investment funds 

expected to play a critical role in supporting China’s Belt and Road Initiative, a massive 

international infrastructure and development plan unveiled by the State Council in 2013. The plan 

calls for moving production lines abroad and boosting international cooperation in equipment 

manufacturing. Gu Dawei (顾大伟), head of the Department of Foreign Capital and Overseas 

Investment of the NDRC, explained that CIC Capital would “support domestic enterprises to invest 

abroad and encourage the export of the country’s advanced industrial capacity.”220   

 

CIC Capital is but one of several new Chinese funds with at least a partial mandate to support the 

Belt and Road Initiate. Another is the Silk Road Fund with $10 billions of initial capital, with 

contributions of $1.5 billion from CIC, $6.5 billion from SAFE, $1.5 billion from the Export-

Import Bank of China, and $500 million from the China Development Bank. 221  CIC’s 

spokeswoman Liu Fangyu (刘芳玉) acknowledged in an interview that the creation of CIC Capital 

was a calculated strategic response to the government’s Belt and Road Initiative. She disclosed 

                                                      
219 Interview with two current CIC employees and one CIC’s public relations representative, Beijing, October 2016. 
220 “CIC subsidiary to focus on overseas targets, official says,” China Daily, May 22,2015. Accessed at China State Council 

official website http://english.gov.cn/state_council/ministries/2015/05/22/content_281475112388270.htm  
221 “CIC subsidiary to focus on overseas targets, official says,” China Daily, May 22,2015. Accessed at China State Council 

official website http://english.gov.cn/state_council/ministries/2015/05/22/content_281475112388270.htm 

 

http://english.gov.cn/state_council/ministries/2015/05/22/content_281475112388270.htm
http://english.gov.cn/state_council/ministries/2015/05/22/content_281475112388270.htm
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that CIC Capital would do more overseas direct investment, particularly in real assets that offer 

the potential for steady and predictable returns. In addition, CIC Capital would keep prioritizing 

investment in agriculture sector, high-tech, and real estate.222 

 

Regardless of the rationale for its creation, the establishment of CIC Capital and its separation 

from CIC International marks significant progress in the maturation of CIC. Prior to the founding 

of CIC Capital, most of CIC International’s investments were indirect and passive equity 

investments funneled through foreign private-equity funds and marketable securities. 223  The 

separation of CIC Capital as a distinct entity with specialization in direct investment overseas 

indicates that after nearly eight years since its inception CIC had assembled a staff with enough 

experience to take on a more active investing role.  CIC had finally adopted the organizational 

structure that we see today, a troika comprised of Central Huijin, CIC International, and CIC 

Capital.  

 

Under Ding’s leadership, CIC underwent a period of not only restructuring but also one of enforced 

internal discipline. Before Ding became the Chairman of CIC in July 2013, the National Audit 

Office had begun a comprehensive audit of CIC’s overseas investment business and subsidiaries. 

The audit was completed in September of that year, two months after Ding assumed his role. 

Rightfully so, the audit was considered more of reflection upon Lou Jiwei, Ding’s predecessor, 

than upon Ding himself.224  The audit found that among CIC’s overseas investments between 2008 

and 2013, six were recorded losses, four were unrealized losses, and two were potential losses. 

                                                      
222 “外储收益真相：中投外管局到底给国家赚了多少钱,” 《财经国家周刊》，2005 年 8 月 23 日。
http://finance.huanqiu.com/zcjd/2015-08/7340303.html  
223 Interview with a public relations representative of CIC, Beijing, October 2016.  
224 Interview, an official of China Ministry of Finance and an official of China Development Bank, Beijing, October, 2016.  

http://finance.huanqiu.com/zcjd/2015-08/7340303.html
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The audit concluded that the loss-making investments were largely due to a dereliction of duty, 

inadequate due diligence, a lack of post-investment management and professionalism, and other 

problems within the CIC and its subsidiaries.225 In light of these findings and against a backdrop 

of a nation-wide anticorruption campaign led by Chinese President Xi Jinping, CIC launched its 

own internal corruption investigation between 2015 and 2016 with oversight from the CPC Central 

Commission for Discipline Inspection (CCDI) and Chairman Ding. At the conclusion of the 

investigation, 495 people from across CIC and its subsidiaries received disciplinary sanctions and 

37 people were formally punished for the use of money from the fund to pay for golf. 226 

 

In February 2017, Ding Xuedong stepped down from the position of CIC Chairman because he 

was promoted to be the Deputy Secretary General of the State Council. His departure left the job 

of CIC Chairman vacant for more than a year. As of February 2018, it is still unknown who will 

be the next chairman of CIC. The Vice Chairman and General Manager Mr. Guangshao (屠光绍) 

has been making public appearances representing CIC. It remains unclear how CIC will change 

once the new chairman is appointed. But it seems fairly unlikely that CIC will make another 

significant change in investment focus. This is because the iconic project of President Xi, the Belt 

and Road Initiative, is still going to dominate CIC’s investment preference.    

                                                      
225 The original audit report in in Chinese. It found that the CIC has the following problems (in Chinese) “ (1)境外投资管理不规

范，有的形成损失或面临损失风险。2008 年至 2013 年，中投公司境外投资中，6 个损失项目、4 个浮亏项目和 2 个面

临损失风险项目存在管理人员失职、尽职调查不深入和投后管理不到位等问题；其他部分项目存在选聘外部管理人不够

规范、未及时委派管理人员等问题。(2)对境内机构管控不到位，一些机构存在违规操作问题。” See the full audit report 

in “2014 年第 5 号公告：中国投资有限责任公司 2012 年度资产负债损益审计结果,” 国家审计署官方网站公告，2014 年 6

月 18 日, http://www.audit.gov.cn/n5/n25/c63648/content.html  “中投境外投资 6 损失 4 浮亏 2 风险 财务管理藏猫腻,” 《第

一财经日报》，2014 年 6 月 20 日。http://www.xqfunds.com/info.dohscontentid=108557.htm “Chinese fund CIC under fire 

over overseas losses,” Financial Times, June 18, 2014. 
226 Interview, a public relations representative of CIC, October 2016, and also “中共中投公司委员会关于巡视整改情况的通

报,” 中央纪委监察部网站, 2016 年 4 月 25 日. 

http://www.ccdi.gov.cn/special/zyxszt/2015dsl_zyxs/agls_2015dsl_zyxs/201605/t20160501_78356.html  “中投公司通报巡视整

改:37 人次因公款打高尔夫球被处分,” 人民网，2016 年 4 月 25 日。http://politics.people.com.cn/n1/2016/0425/c1001-

28302971.html  

http://www.audit.gov.cn/n5/n25/c63648/content.html
http://www.xqfunds.com/info.dohscontentid=108557.htm
http://politics.people.com.cn/n1/2016/0425/c1001-28302971.html
http://politics.people.com.cn/n1/2016/0425/c1001-28302971.html
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4.  Putting CIC into Context: Learning to take risks  

 
CIC is a prototypical SLF in that its capitalization involved the issuance of special Treasury bonds 

for the purchase of foreign exchange reserves. CIC’s balance sheet doesn’t reflect less of the wealth 

of the nation more of a reallocation of the people’s money. CIC’s domestic activities and 

international ventures show that it’s a modern version of Gerschenkron’s capital 

mobilizers−freeing up the valuable capital of China’s foreign exchange reserves turning it into 

risk-bearing capital that can be invested to achieve the political-economic agenda of the state. This 

recharacterization of capital to be risk-bearing essentially reallocated China’s “official” foreign 

exchange reserves into “shadow reserves” that are no longer counted in the official statistics of 

national reserves. This very nature of non-official shadow reserves distinguishes CIC’s capital 

from the official reserves managed by SAFE: CIC’s capital is not legally prohibited from investing 

in riskier assets. This shows that the Chinese government is learning to take on risks. The learning 

curve of CIC has been quite steep, billions of dollars lost in its first few failed overseas ventures. 

But CIC has gained experience from its failures as well as its successes.     

 

The establishment of CIC using China’s foreign exchange reserves is another attempt by the state 

to leverage its foreign exchange reserves to achieve its political-economic objectives. From 2007 

to 2017, CIC went through three periods of evolution under two leaders. Its domestic operations 

have been more successful than its overseas investments. Nonetheless, CIC has been able to 

harvest intangible strategic gains for China’s interests, such as building relations with the world’s 

most talented and most well-connected financiers. Over the years, it has restructured its corporate 

structure and expanded its talent pool. (Table 10) The current CIC features a troika structure with 

three specialized divisions, each independent with their own mandate. 
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Table 16 CIC Staff over the years 

Source: CIC Annual Report, 2009-2016. 

 

 

In the past decade, CIC and its three subsidiaries have been the vehicle to leverage part of China’s 

huge foreign exchange reserves to generate higher returns. At home, Central Huijin is the domestic 

visible hand facilitating the stability of Chinese financial markets as the “Shareholder -in-Chief.” 

CIC International and CIC Capital have been the global face of CIC. They invest in international 

markets, sometimes partnering with private equity funds, and increasingly conducting direct 

investments themselves. Their global activities have centered around China’s domestic needs and 

China’s national strategy. Moreover, both CIC International and CIC Capital have also been the 

front men to help the Chinese government and Chinese enterprises cultivate relationships with 

international elites in industries that are identified as strategic to the implementation of Chinese 

national strategy. From Chairman Lou Jiwei to Chairman Ding Xuedong, CIC’s operations at 

home and abroad have consistently been executed in close alignment with the interests of the 

Chinese government. CIC has adjusted its investment focus based upon its assessment of how to 

better serve China’s national interests. Given that the Belt and Road Initiative is a high-profile 

project under President Xi’s leadership, it is likely that CIC’s investment interests will continue to 

Year Global 

investment 

Personnel 

Advanced 

Degrees 

Overseas 

Work 

Experience 

Overseas 

Education 

Overseas 

Citizenship 

As of May 2009 194 184 73 85 18 

December 31, 2009 245 199 115 132 31 

As of June 30, 2011 378  313 154 217 43 

As of June 30, 2012 405 334 165 224 44 

As of June 30, 2013 443 363 174 250 41 

As of June 30, 2014 467 381 177 271 41 

As of June 30, 2015 455 375 171 264 36 

As of June 30, 2016 466 389 179 280 37 
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be located along the Belt and Road and in sectors that can best facilitate Chinese SOEs’ foreign 

expansions.  

 

The experiment of CIC and its growing sophistication has caused some uneasiness for the PBoC 

and SAFE, the arm of the PBoC legally mandated to manage China’s foreign exchange reserves. 

In several ways CIC has challenged the role of PBoC, encroaching upon its traditional 

responsibilities. Before CIC was established, Central Huijin was under the wing of the PBoC. 

Between 2003 to 2006, the growing influene of Huijin in China’s financial system meant the 

PBoC’s influence was also growing. The acquisition of Huijin by CIC in 2007 was public political 

defeat for the PBoC, it had lost control of the China’s “Shareholder-in-Chief.” CIC’s initial 

capitalization using China’s foreign exchange reserves was a public challenge to SAFE’s  

long-established role as legal administrator of China’s foreign exchange reserves. As the size of 

China’s foreign exchange reserves continued to grow, reaching excessive levels, the PBoC and 

SAFE responded to the challenges posed by the founding of CIC. At first slowly but later in a big, 

SAFE changed its traditional highly conservative approach to managing reserves and started to 

learn how to take on risks in global markets, becoming the third SLF in China’s SLF complex. 

 

III. The Rising Activism of SAFE and SAFE-affiliated Investment Companies 
 

The foray of CIC into overseas investment did not prevent other China government entities from 

pursuing the same ambition. A primary example is the State Administration of Foreign Exchange 

(SAFE), the arm of the PBoC responsible for the management of China’s more than $3 trillion in 

foreign exchange reserves. Although SAFE has traditionally focused on highly conservative 

investments in US Treasuries and other fixed-income assets, the agency has surprised many 
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observers in recent years by using reserves to purchase equity stakes in foreign companies such as 

BP, Australia and New Zealand Banking Corporation, and Commonwealth Bank of Australia 

among others. Some scholars have observed a growing competition between the PBoC and the 

Ministry of Finance for influence over China’s economic and financial policy. The management 

of China’s foreign exchange reserves has become some of the most hotly contested ground in this 

institutional rivalry with SAFE and CIC as the respective proxies of the PBoC and MOF. 227  

 

The acrimony of the competition has spilled over to the organization’s dealing with other market 

participants. In a 2008 interview with Institutional Investor, one European banker who met 

frequently with CIC’s former Chairman Lou Jiwei and Chief Investment Officer Gao Xiqing (高

西庆) commented that in their interactions he could sense the “intense rivalry between the State 

Administration of Foreign Exchange and China Investment Corporation [and that] SAFE feels that 

it can do everything that China Investment Corporation does.” 228  With this background of 

bureaucratic competition in mind, the following sections will discuss the role of SAFE in China’s 

foreign exchange reserves management and the internal divisions of SAFE that are related to the 

diversification of China’s reserves. 

  

1. SAFE and China’s Foreign Exchange Reserves  

 
SAFE’s role in managing China’s foreign exchange reserves dates back to the historical transition 

of China from a centrally planned economy to more of a market-orientation in the late 1970s. At 

                                                      
227 For example, Chwieroth, J.M, (2014). Fashions and Fads in Finance: The Political Foundation of Sovereign Wealth Fund 

Creation. International Studies Quarterly, 58, 752-63. Eaton, S. and Ming, Z. (2010). A Principal-Agent Analysis of China’s 

Sovereign Wealth System: Byzantine by Design. Review of International Political Economy, 17(3), 481-506.  
228 “Inside China's CIC,” Institutional Investor, September 10, 2008. 

https://www.institutionalinvestor.com/article/b150q73jxgpn7x/inside-chinas-cic  

https://www.institutionalinvestor.com/article/b150q73jxgpn7x/inside-chinas-cic
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that time, the limited foreign currency that China did possess was co-managed by three different 

government agencies: Ministry of International Trade (reorganized into Ministry of Commerce in 

2003), Ministry of Finance, and the PBoC. In 1979, as part of the broader drive towards economic 

liberalization, the State Council approved the PBOC’s Proposal on the Reform of China’s Banking 

System. This established what was then named the State Central Administration of Foreign 

Exchange (SCAFE,国家外汇管理总局). SCAFE was given responsibility over Chinese small 

cache of $167 million in reserves. Initially, SCAFE was an agency directly under the supervision 

of the State Council but administered by the PBoC on behalf of the State Council. Later in 1983 

when the State Council restructured itself, SCAFE was placed under the supervision of the PBoC 

and renamed as it is known today, the State Administration of Foreign Exchange (SAFE). In 1988, 

SAFE’s status was elevated to that of an agency under the direction of the State Council, but still 

administered by the PBoC. The political prestige associated with SAFE grew as China’s reserves 

increased to the most in the world. Although it is technically administered by the PBoC, SAFE 

enjoys a vice-ministry ranking within China’s political hierarchy and the head of SAFE has also 

typical concurrently served as a vice-governor of the PBoC. (Table 11) In 2008, the State Council 

revised The Administrative Regulations of the People's Republic of China on Foreign Exchange 

to further clarify the mandate of SAFE to “hold, manage and operate the foreign exchange reserves 

of the state and shall adhere to the principles of security, liquidity and increase in value.”229  

Table 17 SAFE Secretary List 

Name Duration 

Bu Ming(卜明). 兼 1979.06～1982.05 

Tang Gengyao (唐赓尧) 1988.08～1990.12 

                                                      
229 “Administrative Regulations of the People's Republic of China on Foreign Exchange (Revised in 2008), Order of the State 

Council No.532,” August 5, 2008. Retrieved through LexisNexis. 
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Yin Jieyan (殷介炎) 1990.12～1994.01 

Zhu Xiaohua (朱小华).兼 1994.01～1995.09 

Zhou Xiaochuan (周小川). 兼 1995.09～1998.04 

Wu Xiaoling (吴晓灵) 1998.04～1998.10 

Li Fuxiang (李福祥).兼 1998.10～2000.05 

Wu Xiaoling (吴晓灵). 兼 2000.06～2001.04 

Guo Shuqing (郭树清).兼 2001.04～2003.03 

Hu Xiaolian (胡晓炼).兼 2005.03～2009.07 

Yi Gang (易纲).兼 2009.07～2015.12 

Pan Gongsheng (潘功胜). 兼 2015.12～present 

 

 

China’s foreign exchange reserves have been growing nearly continuously since economic reform 

in the 1970s. (Figure 11) In 1992, China’s foreign currency reserves totaled $19.4 billion, which 

was about 4% of GDP. Reserves surpassed $100 billion in 1996, $200 billion in 2001, and then 

$500 billion in 2004.230 At the end of 2006, China’s foreign exchange reserves stood at $1.1 trillion, 

more than the GDP of Russia. By the end of September 2007, reserves were close to 50% of 

China’s GDP, $1.4 trillion. At the end of 2009, reserves reached $2.4 trillion. Finally, in March 

2011, reserves topped $3 trillion for the first time, by far the largest accumulation of foreign 

exchange reserves by a central bank in modern history. 

                                                      
230 China’s foreign exchange reserves reached 10 percent of GDP in 1995, 20 percent of GDP in 2003, and 30 percent of GDP in 

2004. These figures were quoted from Bloomberg, IMF, and Edwin M. Truman, “The Management of China’s International 

Reserves: China and a Sovereign Wealth Fund Scoreboard,” in Morris Goldstein, Nicholas R. Lardy, and Summers, Larry, 2008. 

Debating China's Exchange Rate Policy (Washington DC: Peterson Institute for International Economics), p169.  
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Figure 16 China’s Foreign Currency Reserves (1990-2015) 

 
 

 

As China’s foreign exchange reserves grew so did SAFE’s assets under management (AUM). To 

deal with the increasingly difficult task of finding appropriate ways to safely place its reserves, 

SAFE reallocated a portion of its reserves into separate accounts at several foreign investment 

offices and placed a few investments with foreign funds, these separately managed reserves 

became known as “shadow reserves” because they no longer counted towards the officially 

disclosed amount of China’s foreign exchange reserves. Since theses shadow reserves were not on 

the balance sheet on the PBOC, the investment restrictions described in the PBoC Law no longer 

applied. This allowed the SAFE, through its affiliates, to invest shadow reserves in risker assets in 

pursuit of higher returns. It is estimated that in 2016, SAFE-affiliated investment funds collectively 

manage about $1-$1.5 trillion in shadow reserves, almost a third of China’s official foreign 

exchange reserves.231  

 

                                                      
231 Interview, former SAFE official, Beijing, October 2016.  
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SAFE’s first five foreign satellite offices were in major global financial centers, one of which was 

the Frankfurt Exchange Office. The other four offices were given an informal and much evocative 

name, the “Four Golden Flowers” (四朵金花). These are: 1) Huaan Company (华安, also known 

as SAFE Investment Company or SAFE-IC) located in Hong Kong; 2) Huaxin Company (华新, 

also known as Investment Company of the People’s Republic of China in Singapore) located in 

Singapore; 3) Huaou Company (华欧) located in London; 4) the New York Exchange Office 

located in New York with coverage of all North American markets.   

 

SAFE’s rising activism was first apparent when its affiliated institutions began to move beyond 

the mission of defending currency stability and into the realm of investing in risky assets for higher 

returns. Huaan Company (SAFE IC) is one such example. Established in June 1997, one month 

before the transfer of Hong Kong sovereignty to China, Huaan was the first subsidiary that SAFE 

ever established. It was capitalized with approximately $20 billion for the purpose of “supporting 

and promoting the development of Hong Kong’s financial Market.”232 In its early life, SAFE-IC 

operated as a minor outpost of SAFE, copying the conservative investment strategies of SAFE’s 

headquarters in Beijing. However, over the years it has served a crucial role in defending the value 

of China’s currency, the renminbi (RMB) as well the Hong Kong Dollar. Both currencies have in 

the past been pegged in value to the US dollar and have at times come into the crosshairs of 

international speculators.233  

                                                      
232 Balding, C. and Campbell, E. (2013). The Big Wallet of China: The China Investment Corporation and the State Administration 

of Foreign Exchange Reserves, in Sovereign Wealth Fund Report 2013, edited by Javier Santiso, ESADEgeo,KPMG and Invest in 

Spain (ICEX).  Cited in Khalid A. Alsweilem, Angela Cummine, Malan Rietveld, and Katherine Tweedie, “A comparative study 

of sovereign investor models: Sovereign fund profiles,” a joint report by the Center for International Development Harvard 

Kennedy School and the Belfer Center for Science and International Affairs Harvard Kennedy School, p31. 
233 Jamil Anderlini, “China investment arm emerges from shadows”, Financial Times, January 4, 2008. 

https://www.ft.com/content/2ee05a68-baf9-11dc-9fbc-0000779fd2ac Khalid A. Alsweilem, Angela Cummine, Malan Rietveld, 

and Katherine Tweedie, “A comparative study of sovereign investor models: Sovereign fund profiles,” a joint report by the 

 

https://www.ft.com/content/2ee05a68-baf9-11dc-9fbc-0000779fd2ac
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In the late 2000s, the role of SAFE-IC expanded to include making investments in foreign risky 

assets. Brad Setser of the Council on Foreign Relations estimated that SAFE-IC began buying 

risky US assets in the Spring of 2007and continued until at least the onset of the financial crisis in 

July 2008. Between 2007 to 2008, SAFE-IC invested between $150 and $200 billion in corporate 

equities from the US, Europe, and Australia. These investments included minority positions in 

three Australian banks for a total of $185 million. An a $2.85 billion (1.6%) ownership stake in 

Total SA, France’s largest oil and gas company. Additional purchases between January and July 

2008 included minority stakes in over 40 major companies in the UK, including:  BP, Barclays, 

HBOS Plc and the Royal Bank of Scotland acquired.234 

 

SAFE’s rising activism is also reflected by the growing number of SAFE-affiliated investment 

funds that were launched between 2009 and 2015, each capitalized with shadow reserves. During 

this period, it established at least three offshore investment companies and two onshore investment 

funds in Beijing. The three offshore funds are quite opaque, and there is very limited public 

disclosure of their initial capitalization or portfolio holdings:  

1) Gingko Tree Investment Ltd. (银杏树投资有限责任公司), registered in the UK in 2009. 

The fund is reported to be a subsidiary of SAFE-IC managed by the PBoC’s office in the 

City of London. 

                                                      
Center for International Development Harvard Kennedy School and the Belfer Center for Science and International Affairs 

Harvard Kennedy School, p31. 
234 Sarah Eaton and Zhang Ming, “A Principal-Agent Analysis of China’s Sovereign Weath System: Byzantine by 

Design”, Review of International Political Economy 17:3 August 2010, p 498. See also Brad Setser, "SAFE seems to have started 

buying US equities in the spring of 2007, and didn’t stop until July 2008", March 15, 2009, accessed at 

http://blogs.cfr.org/setser/2009/03/15/safeseems-to-have-started-buying-us-equities-in-the-spring-of-2007-and-didnt-stop-until-

july-2008/  

http://blogs.cfr.org/setser/2009/03/15/safeseems-to-have-started-buying-us-equities-in-the-spring-of-2007-and-didnt-stop-until-july-2008/
http://blogs.cfr.org/setser/2009/03/15/safeseems-to-have-started-buying-us-equities-in-the-spring-of-2007-and-didnt-stop-until-july-2008/
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2) Beryl Datura Investment Limited (绿玉曼陀罗), registered in the British Virgin Islands in 

2012. This fund is reported to focus on infrastructure investment. 

3) CNIC Corporation Limited (国新国际投资有限公司), registered in Hong Kong in 2012 

with initial capitalization $11 billion. Unlike Gingko Tree and Beryl Datura, CNIC 

established in partnership with SASAC, SAFE holds a controlling  interest of 90%. Its 

official mandate is to support Chinese enterprises’ overseas merger and acquisition activities.  

The one onshore fund established during this period was Phoenix Tree Investment (梧桐树投资

有限责任公司), registered in Beijing in 2014 with initial capital of RMB100 million ($15.6 

million). Phoenix Tree Investment’s scope of business is listed as “domestic and overseas project 

investment, equity, bond and loan investment.” According to information from the Administration 

of Industry and Commerce (工商局), Phoenix Tree Investment established two other subsidiaries 

in 2015 each with RMB 50 million in capital: Beijing Fengshan Investment Co., Ltd (北京凤山

投资有限责任公司) and Beijing Huangshan Investment Co., Ltd (北京凰山投资有限责任公司) 

later renamed Beijing Kunteng Investment Co., Ltd (北京坤藤投资有限责任公司). The stated 

purpose of these subsidiaries is “project investment, asset management, and investment 

management.”235  

 

The proliferation of SAFE-affiliated investment companies has been to a large extent related to 

the pressure to diversify the way that China’s foreign exchange reserves were invested. This 

pressure came from two major domestic factors are discussed next: a consensus in the State 

Council and the PBoC to better manage excess reserves, and SAFE’s intention to outperform CIC. 

                                                      
235 天眼查全国企业信息查询。http://www.tianyancha.com/company/2312874897  

http://www.tianyancha.com/company/2312874897
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2. SAFE’s Activism and the Domestic Context for SAFE’s Rising Activism after 2007 

 

SAFE’s activism after 2007 departed greatly from its traditional conservative attitude towards 

investing, for decades SAFE had placed China’s foreign exchange reserves mostly in US 

Treasuries. However, after CIC suffered a series of well publicized investment losses overseas in 

late 2007 and 2008, SAFE began to aggressively increase its own overseas investment in ways that 

dwarfed the impact of CIC on foreign markets. The author learned in an interview with a former 

employee of SAFE who worked there for nearly a decade that it is not unusual for SAFE to execute 

trades of up to $1billion at a time.236 Transaction level data from the Sovereign Wealth Fund 

Institute and aggregated US Treasury TIC data paint a picture of increasing overseas investment 

in recent years by SAFE, putting it conflict with the overseas investment mandate of CIC. By 2016, 

SAFE’s global investment portfolio included investments in a range of sectors from financials, 

energy, real estate, industrials, and materials to information technology among others. In terms of 

regional distribution, SAFE’s investments have been relatively concentrated in the UK market. 

(Figure 12, 13, 14, and 15) This is consistent with some commentators’ observations that the UK 

government has been particularly enthusiastic in its courting of Chinese investment, a policy 

sometimes called the “Osborne Doctrine” after UK Chancellor George Osborne.  

 

                                                      
236 Interview, former SAFE official, Beijing, October 2016. 
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Figure 17 SAFE Investment by Region 

 
Data source: SWFs Transaction Database, SWFI. 

 

 
Figure 18 SAFE Investment in the UK by Year (2007-2016) 
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Figure 19 CIC  & SAFE Investment by Target Sector (number of investments) 

 
Data source: SWFs Transaction Database, SWFI. 

 
Figure 20CIC & SAFE Investment by Target Sector (value of investments) 

 
Data source: SWFs Transaction Database, SWFI. 

Note: There are 21 CIC transactions whose values are undisclosed and hence are not reflected on this chart.  
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3. The Gradual Formation of a Consensus: the need to better manage excess reserves  

 

The deviation of SAFE from its traditional conservative approach to investing was in part a 

reaction to a growing call for reform of China’s reserve management system. By 2006, when 

China’s reserves became the largest in the world, a debate had already emerged over whether the 

level of reserves had become excessive for the purpose of mere currency stabilization. Some 

scholars expressed concern at the large portion of reserves invested in US dollar-denominated 

assets like Treasuries. This subjected the value of China’s reserves to undue exchange rate risk as 

the dollar declined, furthermore the yield on US assets like Treasuries had been in long-term 

decline since the 1980s. These scholars argued that diversification of China's reserves out of US 

Treasuries was necessary not only to reduce financial risks but also to boost national welfare by 

using the reserves for national economic development. A leading economist, Yi Xianrong (易宪

容 ), argued that a diversified mode of investment is the ultimate exit for the excessive 

accumulation of reserves.237  Others scholars suggested using the excessive foreign exchange 

reserves to purchase natural resources for the purpose of creating a strategic resource reserve, along 

the same lines of the US Strategic Petroleum Reserve. Additional suggested uses included assisting 

state-owned enterprises with technological upgrades, fill the funding gap in the social security fund, 

and the financing of the low-cost housing program.238  

 

In 2006, there were still some within the PBoC who strongly opposed the idea of diversifying 

China’s reserves portfolio. For example, Wu Xiaoling (吴晓灵), vice-governor of the PBoC, 

criticized not only the above mentioned above proposals, saying that they “did not realize the fact 

                                                      
237 Xianrong, Yi. 2006. "Forex Reserves Need Effective Management." China Daily, Nov 28, 4.  
238 Interview, a researcher at China Social Science Academy and a professor at Renmin University, Beijing, October 2016.  
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that foreign exchange reserves are bought by the state by providing basic money. They are not 

fortunes or capital that can be poured freely into policy programs.” In other words, from the view 

of China’s central bank, foreign exchange reserves, unlike tax revenue, cannot be taken and used 

as for a social welfare transfer. PBoC Governor Zhou Xiaochuan (周小川) not only publicly 

dismissed these proposals but also dismissed concerns that China’s reserves were excessive: “there 

is no need to be concerned that our foreign currency reserves are now the largest by amount in the 

world (外汇全球第一不用怕).”239  

 

Despite the PBoC’s official position of opposing the diversification of reserves, the continuation 

of the debate certainly influenced the decision of SAFE to reconsider its long-established 

conservative investment strategy. Data collected by the Sovereign Wealth Fund Institute and the 

US Treasury show that starting in 2007, SAFE began to build a global investment portfolio 

covering a wide range of asset types, countries, and sectors. SAFE’s earliest moves to invest 

overseas, such as its purchase of equity in Total SA and several Australian banks, was believed to 

have been at least partially motivated by concern that the falling value of the dollar was eroding 

the real purchasing power of its massive holdings of US Treasury.240  

 

The PBoC and SAFE began to publicly embrace the idea of diversifying reserves in 2010. The 

change in opinion was gradual. In May 2010, SAFE reorganized its internal organizational 

hierarchical, promoting the Entrusted Asset Management Office (委托资产管理处) from the rank 

                                                      
239 For more details, refer to a special discussion on NetEase, “周小川：外汇全球第一不用怕,” retrieved at 

http://biz.163.com/special/00021PRC/zhouxiachuan_foreign%20exchange.html  
240 Interview, former SAFE official, Beijing, October 2016.  

 

http://biz.163.com/special/00021PRC/zhouxiachuan_foreign%20exchange.html
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of office underneath the Department of Reserves Management to its own status  as an independent 

Division (委托投资部).241 This structural reorganization was interpreted by many outsiders to 

signal SAFE’s intention to make more risky asset investments as part of its management of 

reserves. It was reported that this new division was equipped with two offices, the public market 

office (公开市场处) and the direct investment office (直接投资处). About one year later in April 

2011, when China’s reserves eclipsed $3.1 billion, PBoC Governor Zhou Xiaochuan (周小川) 

expressed his change of opinion regarding reserves in the following way: 

 

“China’s foreign currency reserves have already exceeded reasonable levels that we 

actually need. The State Council should adjust to a better balance of payment. … It 

is exactly because the build-up of our foreign exchange reserves is too fast, liquidity 

growth is too rapid, that have exerted a lot of sterilization pressure on the PBoC. 

There is tremendous risk associated with any policy imbalance. … The Party Central 

Committee and the State Council have made efforts to adjust our economic structure, 

and the accumulated reserve assets must be properly managed. …Diversifying the 

nation’s reserves through new investment agencies and new investment fields should 

be considered. CIC is one example.”242  

 

                                                      
241 “外管局加强委托投资在外汇储备管理中力度,” 《每日经济新闻》，2010 年 06 月 22 日。
http://www.treasurer.org.cn/node/16180  
242 “中国银行行长周小川在清华 100 年的回母校讲座,” whole transcript in Chinese can be accessed at 百度文库，
http://wenku.baidu.com/link?url=jcICuFG86f3beKLccDh6TX3Oxvgn0zwXvm9tx9ouKKxTgGEQi4_TVEHo2IatlQwEa4tNCs0l

R0ndHycLGPYIg_AetJBD8whZwPD7UPidgbi  Several newspapers also reported on this. For example, “China Must Cut 

Foreign Exchange Reserves PBoC Zhou Says,” Bloomberg, April 18, 2011. Retrieved at http://www.bloomberg.com/news/2011-

04-18/china-must-cut-foreign-exchange-reserves-pboc-s-zhou-says-1-.html  

http://www.treasurer.org.cn/node/16180
http://wenku.baidu.com/link?url=jcICuFG86f3beKLccDh6TX3Oxvgn0zwXvm9tx9ouKKxTgGEQi4_TVEHo2IatlQwEa4tNCs0lR0ndHycLGPYIg_AetJBD8whZwPD7UPidgbi
http://wenku.baidu.com/link?url=jcICuFG86f3beKLccDh6TX3Oxvgn0zwXvm9tx9ouKKxTgGEQi4_TVEHo2IatlQwEa4tNCs0lR0ndHycLGPYIg_AetJBD8whZwPD7UPidgbi
http://www.bloomberg.com/news/2011-04-18/china-must-cut-foreign-exchange-reserves-pboc-s-zhou-says-1-.html
http://www.bloomberg.com/news/2011-04-18/china-must-cut-foreign-exchange-reserves-pboc-s-zhou-says-1-.html
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In the years that followed, the PBoC and SAFE continued to explore new ways to utilize China’s 

reserves and prevent the further allocation of reserves to any other institution besides SAFE ($200 

billion in foreign exchange reserves were sold to the Ministry of Finance in 2007 to establish CIC).  

According to SAFE’s 2011 Annual Report released in June 2012, SAFE established a new 

investment unit called SAFE Co-financing (外汇储备委托贷款办公室 ) tasked with the 

innovative management of foreign exchange reserves. SAFE confirmed the launch of this new 

operation in January 2013.243 SAFE Co-financing is a division under SAFE’s Central Foreign 

Exchange Business Center.244 (Table 12.) This office intends to assist Chinese companies to invest 

overseas or “go out” by providing entrusted loans of foreign exchange reserves.  

Table 18 SAFE-Affiliated Institutions 

SAFE Investment 

Center 

General Affairs Division 

Asset Allocation Division 

Investment Management Division 

External Managers Division 

SAFE Co-Financing 

Risk Management Division 

Operation Division 

Compliance & Internal Audit Division 

Information Technology Division 

Human Resources/CPC Committee Division  

Overseas Offices shown on its annual 

report 

 

Singapore 

Hong Kong 

London 

New York 

Frankfurt 

Offshore Investment Companies NOT 

shown on its annual report 

Gingko Tree Investment Ltd.   

Beryl Datura Investment Limited 

CNIC Corporation Limited 

Onshore Investment Companies NOT 

shown on its annual report 

Phoenix Tree Investment and its 

subsidiaries (Beijing Fengshan 

                                                      
243  SAFE Annual Report (2011). Also,  “国家外汇管理局有关负责人就创新外汇储备运用相关工作答记者问,” SAFE 

official website 2013年 1月 14日。Accessed at 

http://www.safe.gov.cn/wps/portal/!ut/p/c4/04_SB8K8xLLM9MSSzPy8xBz9CP0os3gPZxdnX293QwMLE09nA09Pr0BXLy8P

QyNPI_2CbEdFAKLWUno!/?WCM_GLOBAL_CONTEXT=/wps/wcm/connect/safe_web_store/safe_web/whxw/zcfgjd/node_n

ews_zcfgjd_store/395ee6004e2c9a939e61bfe9b1a6fedc  
244 SAFE Annual Report (2011), p8.  

http://www.safe.gov.cn/wps/portal/!ut/p/c4/04_SB8K8xLLM9MSSzPy8xBz9CP0os3gPZxdnX293QwMLE09nA09Pr0BXLy8PQyNPI_2CbEdFAKLWUno!/?WCM_GLOBAL_CONTEXT=/wps/wcm/connect/safe_web_store/safe_web/whxw/zcfgjd/node_news_zcfgjd_store/395ee6004e2c9a939e61bfe9b1a6fedc
http://www.safe.gov.cn/wps/portal/!ut/p/c4/04_SB8K8xLLM9MSSzPy8xBz9CP0os3gPZxdnX293QwMLE09nA09Pr0BXLy8PQyNPI_2CbEdFAKLWUno!/?WCM_GLOBAL_CONTEXT=/wps/wcm/connect/safe_web_store/safe_web/whxw/zcfgjd/node_news_zcfgjd_store/395ee6004e2c9a939e61bfe9b1a6fedc
http://www.safe.gov.cn/wps/portal/!ut/p/c4/04_SB8K8xLLM9MSSzPy8xBz9CP0os3gPZxdnX293QwMLE09nA09Pr0BXLy8PQyNPI_2CbEdFAKLWUno!/?WCM_GLOBAL_CONTEXT=/wps/wcm/connect/safe_web_store/safe_web/whxw/zcfgjd/node_news_zcfgjd_store/395ee6004e2c9a939e61bfe9b1a6fedc
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Investment Co., Ltd and Beijing 

Kunteng Investment Co., Ltd) 

Monitoring Center 

General Affairs Division 

Planning Division 

Science and Technology Management and Information Security Office 

Data Management Division 

Application System Division  

Technology Engineering Division 

Operation and Emergency Security Division 

General Services 

Center 

General Administration Division 

Fixed-Asset Management Division 

Security Division 

Internal Financial Office 

Documentation Service Office 

Editorial Office for 

Foreign Exchange of 
China Magazine 

Editorial Center 

Market Development Office 

Training Office 

General Office 

 

 

The reasoning behind SAFE Co-financing’s business model is that than SAFE allocating foreign 

exchange reserves to a foreign fund for indirect investment in overseas assets, SAFE Co-financing 

would allocate foreign exchange reserves to Chinese financial institutions, who would act as agents 

to arrange loans (hence the “entrusted” feature of the loan) to Chinese companies so that they could 

use the proceeds of the loan to support their overseas trading and business activities. That is to say, 

the SAFE Co-financing provides both liquidity and credit guarantees to facilitate Chinese banks 

extending foreign exchange loans to Chinese companies for their overseas investment. These 

Chinese financial institutions include policy banks, such as China Development Bank, and major 

Chinese commercial banks. A senior manager at China Development Bank mentioned that in 

practice these entrusted loans are implemented by Gingko Tree Investment, an offshore SAFE-

affiliated fund.245 These SAFE-affiliated funds assist SAFE to achieve its the main objective, the 

investment capital abroad and the diversifying reserves, but allow it to accomplishes this in such 

                                                      
245 Interview with a senior manager at China Development Bank, Beijing, October 2016. 
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a way that increases the value of domestic Chinese corporations by lowering their net financing 

costs.  

 

Following the establishment of SAFE Co-financing, the government gave further policy support 

for its function. In June 2013, during an executive meeting of the State Council presided by Primer 

Li Keqiang (李克强), the government endorsed the policy of finding innovative ways to use 

China’s foreign exchange reserves to facilitate overseas merger and acquisitions by Chinese 

enterprises. The State Council authorized the decided the expansion of entrusted loan programs 

for foreign exchange reserve management. 246  Within a month, this policy endorsement was 

formalized by the State Council in the “Ten Guidelines for Financial Development.”247 The “Ten 

Guidelines” is essentially a working manual for SAFE Co-financing and a checklist for Chinese 

enterprises aiming to invest abroad. Its publication marked the formalization of a consensus among 

the highest-ranking Chinese policymakers that China’s foreign exchange reserves should not only 

be diversified, but also put to good use in directly supporting China’s national strategies.   

 

By 2014, the highest levels of China’s government had become increasing aware of the economic 

danger posed by the rising level of excess foreign exchange reserves. During a visit to Kenya that 

year, China’s Premier Li Keqian (李克强) openly expressed his government’s view on China’s 

growing reserves: “to be frank with you all, China’s war chest of foreign currency reserves has 

already become a burden as it keeps increasing. This is because excess foreign currency reserves 

                                                      
246 “李克强主持召开国务院常务会议（2013年 6月 19日）” 国务院办公厅. Accessed at 

http://www.gov.cn/guowuyuan/2013-06/19/content_2591124.htm  
247 State Council’s official website, “国务院办公厅关于金融支持经济结构调整和转型升级的指导意见,” 2003年 7月 5日。

http://www.gov.cn/zwgk/2013-07/05/content_2440894.htm  

 

http://www.gov.cn/guowuyuan/2013-06/19/content_2591124.htm
http://www.gov.cn/zwgk/2013-07/05/content_2440894.htm
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could affect the Chinese base currency and could stoke inflation in the long term.” This marked 

the first time that such a high-ranking government official made such a statement acknowledging 

that China’s foreign currency reserves has become a source of concern.248   

 

4. The Rivalry between SAFE and CIC 

 

As discussed above, starting in 2010, the Chinese government and the PBoC gradually reached a 

general consensus that China’s foreign exchange reserves had become excessive and it was 

necessary to find innovative ways to use reserves in support of China’s economic development. 

The reaction of SAFE was one of activism, opening new international offices and launching 

affiliated funds as part of an experimental effort to fulfil the mandate of innovatively manage 

China’s foreign exchange reserves. However, SAFE’s activism is also critically motivated by its 

institutional competition with CIC, which reflects the greater bureaucratic rivalry between the 

MOF and the PBoC. The competition is not only for control of China’s foreign exchange reserves 

but also for influence over economic and financial policy in general.  

 

Scholars and financial practitioners in both China and abroad have discussed the struggle between 

these two powerful Chinese agencies. Some scholars have argued that the emergence of CIC and 

SAFE’s overseas investment portfolio has been an unintended consequence of political infighting 

between the PBoC and the Ministry of Finance. Some of these scholars even concluded that 

                                                      
248 The original speech was in Chinese. Here is a direct translation of his original speech. The original words are as following: 李

克强：“从中国来说，如果整体上贸易不平衡，会给我们宏观经济调控带来极大的压力。我这里也坦率的说，比较多的

外汇储备已经是我们很大的负担，因为它要变成本国的基础货币，会影响通货膨胀。”  “李克强：巨额外汇储备是中国

2 经济的一个沉重负担,” 中国新闻网，May 12, 2014. Retrieved at 

http://money.163.com/14/0512/08/9S1H491200252G50.html  

 

http://money.163.com/14/0512/08/9S1H491200252G50.html


   
 

194 
 

China’s leadership has encouraged this rivalry because it has supplied the government with a 

veritable carrot and stick approach to disciplining staff at both CIC and SAFE.249 Arthur Kroeber, 

managing director of Dragonomics, an independent research firm, commented on SAFE’s rising 

activism: “It might be that, having been forced to surrender control of Huijin to CIC, SAFE and 

the central bank are now lobbying for authority to make alternative investments on their own 

account.”250 Against the backdrop of rising foreign exchange reserves and general disappointment 

with CIC’s initial foray overseas,  it seems that SAFE saw an opportunity to gain an advantage in 

the bureaucratic rivalry and demonstrate that its own ability to invest in global markets was 

superior to that of CIC. If nothing else SAFE certainly had much deeper pockets than CIC, and if 

its returns could outpace those of CIC than that might tilt the political power balance away from 

MOF towards the side of the PBoC.  

 

The overseas investments of SAFE would ultimately prove to be every bit as disappointing as 

those of CIC, at least in the short run. In the first months of the financial crisis, SAFE made its 

first placement with a foreign private-equity fund and, with breathtaking speed, found itself left 

with a loss of perhaps billions of dollars. In early 2008, SAFE agreed to invest more than $2.5 

billion with TPG Fund (Texas Pacific Group), a Texas-based private equity firm run by the widely-

respected investor David Bonderman. 251  The fund was raising capital to lead a $7 billion 

investment in the troubled bank Washington Mutual, which at the time was the largest thrift in the 

US and was teetering on the edge of bankruptcy. Reuters reported that TPG actually initially 

                                                      
249 For example, Shih, Victor. 2009. “Tools of Survival: Sovereign Wealth Funds in Singapore and China,” Geopolitics, 14(2): 

328–44. Sarah Eaton & Zhang Ming. 2010. “A principal–agent analysis of China's sovereign wealth system: Byzantine by design,” 

Review of International Political Economy, 17(3): pp. 481-506.  
250 “China investment arm emerges from shadows,” Financial Times, January 4, 2008. 
251 “China’s Safe to invest $2.5bn in TPG fund,” Financial Times, June 11, 2008. https://www.ft.com/content/d793921e-3714-

11dd-bc1c-0000779fd2ac  

https://www.ft.com/content/d793921e-3714-11dd-bc1c-0000779fd2ac
https://www.ft.com/content/d793921e-3714-11dd-bc1c-0000779fd2ac
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approached the CIC about making an investment, but CIC declined the offer citing concerns about 

the risks and weak US markets. It is more likely however, that CIC actually declined the offer 

because it had already committed $3.2 billion in a similar investment with JC Flowers. 

 

SAFE’s commitment of $2.5 billion, possibly the largest ever to a single private equity, was on 

the condition that TPG also invest a significant amount of its own capital in the deal.252 In April 

2008, TPG purchased $1.35 billion of shares in Washington Mutual. Five months later in 

September 2008, Washington Mutual was seized by regulators in “the biggest bank failure in 

American history.” 253 Its assets were sold off at auction and investors like SAFE were completely 

wiped out.254 It’s not clear how much of SAFE’s $ 2.5 billion commitment went towards TPG’s 

investment in Washington Mutual or other ill-fated deals, but SAFE may well have lost the entirety 

of $2.5 billion initial investment.255 

  

In addition to a loss of capital, SAFE suffered a severe loss of face which it was determined not to 

repeat. In July 2009,  Yi Gang (易纲) replaced Hu Xiaolian as SAFE Administrator. Under Yi’s 

leadership more effort was given to recruiting overseas Chinese who had experience in financial 

services. Administrator Yi was particularly suited to carry out this recruiting drive. He lived in the 

US for more than a decade and received a tenured professor position at Indiana University. Many 

of his Chinese students had gone on to become experienced Wall Street financial professionals.  

In 2009, the SAFE held public recruitment campaigns in London, New York and Hong Kong. This 

                                                      
252 “China forex watchdog burnt by WaMu collapse,” Reuters, December 30, 2008  
253 Kirsten Grind, The Lost Bank: The Story of Washington Mutual-The Biggest Bank Failure in American History (New York: 

Simon and Schuster, July 2013). 
254 “PE Losses Sting Chinese Investment Arms,” Caijing, January 5, 2009. http://english.caijing.com.cn/2009-01-

05/110044952.html  
255 “PE Losses Sting Chinese Investment Arms,” Caijing, January 5, 2009. http://english.caijing.com.cn/2009-01-

05/110044952.html  

http://english.caijing.com.cn/2009-01-05/110044952.html
http://english.caijing.com.cn/2009-01-05/110044952.html
http://english.caijing.com.cn/2009-01-05/110044952.html
http://english.caijing.com.cn/2009-01-05/110044952.html
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effort was made easier by numerous layoffs in the financial services industry at the time. In 

February 2010, SAFE hired Zhu Changhong (朱长虹) to be its new Chief Investment Officer 

(CIO). Zhu had previously been a fund manager and derivatives specialist at Pacific Investment 

Management Company (PIMCO), one of the world’s largest and most notable investment houses. 

At PIMCO, Zhu was considered the right-hand man to legendary bond investor Bill Gross. 256 

Soon after joining SAFE Zhu acquired a new reputation, his extreme reluctance to make public 

appearances led to him being called the “the invisible man.”257  

 

As CIO, Zhu adopted a more aggressive investment approach, leading SAFE to overtake CIC in 

terms of the size of its overseas investment portfolio.258 Several of Zhu’s investments were highly 

successful. In a series of interviews conducted by the author with SAFE staff, Zhu received praise 

for having persuaded SAFE’s investment committee to increase exposure to Japanese equities just 

before second half of 2012, when prices rose sharply. Zhu was also responsible for SAFE’s 

investments in European debt, a move deemed as too risky by some but nonetheless yielded large 

profits for SAFE. 

 

In June 2010, about four months after Zhu began his term as CIO of SAFE, it was estimated that 

about 45% of China's reserves ($1.11 trillion) were invested in US Treasuries. Since then Zhu 

worked to slow the pace of China’s US Treasury purchases and has increased purchase of US 

                                                      
256 “Pimco's Zhu Leaving for China Foreign-Exchange Post,” The Wall Street Journal, December 21, 2009. 

https://www.wsj.com/articles/SB10001424052748704238104574602121934280670  “外管局聘华尔街专家朱长虹管理外储投

资,” 经济观察网，2009 年 12 月 24 日。http://www.eeo.com.cn/finance/banking/2009/12/24/158819.shtml  
257 “China’s ‘invisible man’ quits forex role,” Financial Times, January 28, 2014. https://www.ft.com/content/c4320802-880a-

11e3-a926-00144feab7de  
258 “China’s ‘invisible man’ quits forex role,” Financial Times, January 28, 2014. https://www.ft.com/content/c4320802-880a-

11e3-a926-00144feab7de 

 

https://www.wsj.com/articles/SB10001424052748704238104574602121934280670
http://www.eeo.com.cn/finance/banking/2009/12/24/158819.shtml
https://www.ft.com/content/c4320802-880a-11e3-a926-00144feab7de
https://www.ft.com/content/c4320802-880a-11e3-a926-00144feab7de
https://www.ft.com/content/c4320802-880a-11e3-a926-00144feab7de
https://www.ft.com/content/c4320802-880a-11e3-a926-00144feab7de
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corporate debt and other forms of private debt. In September 2013, China’s holdings of US 

Treasuries were estimated to have risen by $180 billion to $1.29 trillion but as percentage of 

reserves exposure had dropped to about 10% from 35%.259  (Figure 16) 

 

Figure 21 China's Holding of US Treasuries(2010-2013) 

 
 

Zhu also led SAFE in series of overseas investments that were highly profitable but also highly 

unconventional for an institution such SAFE that is related to a central bank. In August 2011, 

SAFE amassed a 3% interest in Munich Re, the world’s largest provider of reinsurance. The move 

made SAFE one of the largest single shareholders of Munich Re. The Financial Times reported 

that SAFE acquired its position in Munich Re on the heels of an investment by Warren Buffett, 

                                                      
259 Interview, current SAFE official, Beijing, October 2016. Also “China Loses Manager of Its Cash Hoard,” The Wall Street 

Journal, January 28, 2014.  
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who expanded his own a 10% interest in 2010.260 In July 2012, SAFE agreed to pay General 

Motors’ pension plan up to $2 billion for its interest in private-equity funds managed by Carlyle 

Group, Blackstone and CVC Capital Partners. As a result of this deal, SAFE became a major 

backer of private-equity in the US and Europe.261 

 

Under Zhu’s guidance, not only did SAFE diversify its investments, but it also significantly 

expanded the breadth of its overseas operations. In May 2013, it opened a new office in New York 

City on the Fifth Avenue. The new office is focused on investing in real estate and private equity, 

another step towards in diversifying away from US Treasuries. The launch of SAFE’s New York 

office sharpened the competition between SAFE and the CIC in the US market. In large part due 

to Zhu’s investment successes, SAFE has resisted pressure to make another transfer of foreign 

exchange to CIC. In general, Zhu’s concentration of earning positive portfolio returns has sheltered 

SAFE from overbearing political demands.262 Zhu’s success as CIO of SAFE did not lead to a long 

tenure, he resigned in January 2014 for unreported reasons, leaving a significant role to fill at 

SAFE.263 

 

5. Putting SAFE’s Activism in Context: Using “Shadow Reserves” to Support the National 

Interest 

  
So far this discussion of SAFE has focused on its rising activism since 2007. In the following 

subsection we shift the focus of our discussion to describe those features that make SAFE a SLF, 

the third component of China’s SLF complex. SAFE has transformed itself from a sleepy part of 

                                                      
260 “China’s Safe now a main Munich Re shareholder,” Financial Times, August 11, 2011. “UPDATE 1-Munich Re says China 

cenbank arm has 3 pct stake,” Reuters, August 11, 2011.  
261 “China to buy US assets via GM pension,” Financial Times, July 18, 2012. 
262 “The “Invisible Man” managing China’s $3.8 trillion in reserves just stepped down,” Quartz, January 28, 2014. 

https://qz.com/171645/the-invisible-man-managing-chinas-3-8-trillion-in-reserves-just-stepped-down/  
263 Interview, SAFE official, Beijing, October 2016. 

https://qz.com/171645/the-invisible-man-managing-chinas-3-8-trillion-in-reserves-just-stepped-down/
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the central bank into a highly active SLF with many billions in global investments. Towards the 

end of our discussion we will reveal how the transformation of SAFE into a SLF has invited 

criticism from abroad.  

 

The defining feature of SAFE as a SLF is the $1 to $1.5 trillion in shadow reserves −reserves that 

don’t show up on the PBoC’s balance sheet −that it manages through its SAFE-affiliated 

investment funds. Similar to the foreign exchange reserves used to capitalize CIC, these shadow 

reserves managed by SAFE-affiliated investment companies are not included in China’s official 

reserves account. These shadow reserves are a prime example of the recharacterization of capital 

from reserves to risk-bearing capital. The PBoC Law places strict limits on the way that official 

foreign exchange reserves can be managed, severely limiting this capital’s risk-bearing potential. 

Instead of revising the PBoC, which would be cumbersome and time consuming, SAFE has 

devised a method of skirting the law’s restrictions by simply recharacterizing of a portion of 

reserves as risk-bearing capital. Once recharacterized, the reserves are off the balance sheet of the 

PBoC and become shadow reserves which SAFE can leverage to make risky investments in pursuit 

of not just higher returns but also in support the government’s strategic objectives.  

 

An example of SAFE behaving as a SLF by leveraging shadow reserves is the activity of SAFE 

Co-financing, established in 2013. Through SAFE Co-financing, SAFE is permitted by the State 

Council to provide loans of foreign exchange and credit guarantees to support Chinese firms’ 

expansion overseas. Through these programs, SAFE Co-financing has leveraged shadow reserves 

to become a direct financial sponsor of Belt and Road Initiative, the largest and most ambitious 

foreign policy endeavor ever undertaken by China.  The success of SAFE as a SLF is one of the 
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main reasons that no more foreign exchange reserves has been transferred to CIC, China’s other 

major SLF. In response to the government’s mandate to find more innovative ways to managed 

foreign exchange reserves, SAFE has transformed itself into a SLF, an active investor with full 

discretion to deploy shadow reserves both for profit and in support of the government’s policy 

objectives. 

  

In the course of its rising activism overseas, SAFE has had no qualms about publicly stating that 

its investment strategies are meant to actively advance China’s national interests. This is unique to 

SAFE among China’s SFL complex. For example, in its 2016 Annual Report, the mission of SAFE 

is described as “optimizing diversified use of foreign exchange reserves to serve national 

strategies.” The rest of the reports describes SAFE’s investment portfolio almost in terms of a 

checklist of the Chinese government’s priorities. This had led some market participants to call into 

question SAFE’s commitment to market principles in its investment decisions. 

 

At no time was criticism of SAFE’s behavior greater than when reports surfaced that China’s 

leaders were using potential investments from SAFE as political leverage in China’s dispute with 

Taiwan. In January 2008, a memorandum released on the website of Costa Rica’s Foreign Ministry 

publicly stated that China had agreed to buy $300 million of Costa Rican government bonds as 

part of an incentive package to persuade Costa Rica to end its diplomatic recognition of Taiwan. 

According to the document, SAFE purchased $150 million bonds at 2% annual interest rate, and 

agreed to purchase the rest the following year in January 2009.264 Additionally, China would give 

                                                      
264 “China Used Reserves to Sway Costa Rica,” The Wall Street Journal, updated on September 13, 2008. 

https://www.wsj.com/articles/SB122121919505927749 

 

https://www.wsj.com/articles/SB122121919505927749


   
 

201 
 

Costa Rica another $130 million in direct economic aid that would not have to be repaid in addition 

to providing 20 scholarships for Costa Rican students to study in China.265  

 

In a letter dated January 2, 2008, Fang Shangpu, a SAFE official, wrote to the Costa Rican finance 

ministry setting out the terms of the deal, including a request that Costa Rica “shall take necessary 

measures to prevent the disclosure of the financial terms of this operation and of SAFE as a 

purchaser of the bonds.” On January 7, finance minister Guillermo Zuniga replied saying, “it is a 

pleasure for me to confirm that these suggestions are acceptable to us.” Also released was a letter 

by Costa Rican Foreign Ministry official Edgar Ugalde, confirming that SAFE's first investment 

of $150 million took place on January 23, 2008.266 

 

SAFE’s involvement in the Costa Rica incentive package deal was considered prime evidence that 

SAFE had become an integral part of China’s “checkbook diplomacy.”  The US-China Economic 

and Security Review Commission, a government panel, found that China’s foreign exchange 

reserves were a tool for the achievement of China’s foreign policy goals.267 Criticism of SAFE 

was harsh among foreign media outlets and think-tanks. The New York Times wrote, “China used 

the muscle of its enormous foreign exchange reserves […] to further is political goals despite 

promises that it would not to do so.”268 Kerry Brown, senior fellow with the Asia program at 

Chatham House in London, told the Financial Times that the Costa Rican affair was “the first 

smoking gun that proves China uses its foreign exchange reserves for political purposes.”269 This 

                                                      
265 “Cash Helped China Win Costa Rica’s Recognition,” The New York Times, September 12, 2008. 
266 “China Used Reserves to Sway Costa Rica,” The Wall Street Journal, updated on September 13, 2008. 

https://www.wsj.com/articles/SB122121919505927749  
267 “Report of the U. S. -China Economic and Security Review Commission (2008),” p53. 
268 “Cash Helped China Win Costa Rica’s Recognition,” The New York Times, September 12, 2008.  
269 “Beijing uses forex reserves to target Taiwan,” Financial Times, September 12, 2008. 

https://www.wsj.com/articles/SB122121919505927749
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politically motivated deal severely damaged SAFE’s credibility as a politically  impartial market 

participant. Moreover, it is highly likely that there was collateral damage done to CIC and its effort 

to distinguishes itself as a transparent, market-oriented, global institution investor.  

 

IV. A Review of China’s SLF Complex: seemingly different but all the Party’s men 
 

In Section III we discussed China’s SLF complex in a progressive manner: beginning with China’s 

first attempt to leverage its foreign exchange reserves in order to rescue its failing banking system; 

followed by expanded details on the evolution of China’s SLF complex from Central Huijin to 

CIC against a backdrop of China’s growing foreign exchange reserves; and finally, we discussed 

of the reactive behavior of SAFE, China’s foreign exchange reserves watchdog. Throughout 

Section III, we have also covered in detail the role played by key people, relevant institutions, and 

most critically, changes to China’s national strategies and policies that have led to important 

changes in each of China’s SLFs. With those details in mind, the following is a summary of the 

key conclusions drawn from an overview of China’s SLF complex.   

 

The defining characteristic of China’s SLF complex is the use of shadow reserves in pursuit of 

both tangible financial gains and intangible strategic gains. Both CIC and SAFE-affiliated funds 

are capitalized by the recharacterization of China’s official foreign exchange reserves into shadow 

reserves. These shadow reserves have no statutory limit on their risk-bearing capacity and can be 

leveraged many times over which is why they were used capitalize China’s SLFs. (See Figure 

below). The assets under management at China’s SLFs are off the balance sheet of the PBoC and 

are not counted towards official reserves. This is an apt example of the state learning to participate 

in markets, learning to take on risks, and eventually seeking a balance between role of the market 
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and policy in pursuit of achieving the state’s objectives. Leveraging shadowing reserves is another 

way for the state to achieve prioritized goals. For China, the most important use of shadow reserves 

has shifted overtime, first it was to recapitalize failing banks, then it was to secure access to natural 

resources, and now it seems to be financing Chinese corporate expansion and supporting the Belt 

and Road Initiative.  

 
Figure 22 Estimated Distribution of Chinese Shadow Reserves 

Distribution share of total size (billion) 

Capitalizing CIC 21% $447.269 

Capitalizing Chinese banks 22% $468.399 

SAFE-related offshore investment funds (exclude CNIC) 48% $1,000 

Ginko Tree Entrusted Loan 4% $93.358 

Capitalizing the Silk Road Funds, AIIB, and BRICs 

Development Bank 
4% $77.28 

Capitalizing CNIC 1% $13.41 

 

 

China’s SLF complex features a fierce competition between its two most prominent members, 

SAFE and CIC, which are proxies in the large struggle between the PBoC and the MOF. This 

competition is not only over control of China’s foreign exchange reserves but for influence over 

economic and financial policy in general. In 2007, the MOF successfully forced SAFE to transfer 

$200 billion of foreign exchange reserves to CIC, the first political victory of either side in this 

competition. Two years later, in 2009, the MOF and CIC reached an agreement that CIC would 

pay annual dividends to the MOF. This placed CIC under the influence of the MOF, formalizing 

a relationship that had already existed for a number of years, as CIC was largely staffed by former 

MOF employees. The agreement converted debt owed by CIC to the MOF into equity, relieving 

CIC of a heavy interest burden that had distorted CIC’s investment objectives and caused it to 
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pursue overly risky investments. In 2011, CIC and the MOF achieved another political victory 

when SAFE transferred another $30 billion in foreign exchange to CIC International.  

 

There certainly are differences between the component funds of China’s SLF complex. Our case 

study on CIC and SAFE shows that these two SLFs are distinguished by their internal structures 

which are responses to their different mandates. CIC has developed an internal structure in the 

form of a troika, three distinct subsidiaries separated by strict firewalls to ensure the independence 

of each. The three parts of the troika are: 1) Central Huijin, in charge of managing investments in 

major state-owned financial enterprises; 2) CIC International, responsible for professional 

management of a global portfolio of passive investments; and 3) CIC Capital, whose remit includes 

direct investment in overseas companies. The essential role of Central Huijin has remained fairly 

consistent since its founding, it exercises shareholder rights on behalf of the Chinese state.  In 

contrast, CIC International and CIC Capital have seen a shift in their investment focuses between 

2007 and 2017.  Not only have they adapted to the global market situation but they have also 

adapted to the shifting economic development strategy of the Chinese government. Initially after 

inception, CIC International invested heavily in the US financial sector, but pivoted later to natural 

resources and then again to the agriculture sector and infrastructure. CIC Capital was spun off from 

CIC International largely in response to the government’s policy of encouraging SOEs to invest 

abroad as part of the Belt and Road Initiative. 

 

Unlike CIC, SAFE had an established mission with decades of history as the arm of the PBoC 

responsible for managing foreign exchange reserves. Its purpose was to safeguard the value and 

liquidity of China’s reserves while facilitating trade settlement and stability of the renminbi 
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exchange rate. However, as a consensus gradually emerged among the Chinese government that 

China’s foreign exchange reserves had become excessive, and after the establishment of CIC, 

SAFE became more internationally active through its affiliated investment funds. Although it was 

outside the bounds of its own bureaucratic traditions, SAFE began to experiment through its 

affiliated funds with investing reserves in pursuit of higher returns. In many ways SAFE and its 

affiliated investment funds behaved much the same as CIC and engaged in the same sort of high-

profile, extremely large, and sometimes extremely risky, foreign investments as CIC.  

 

During the last decade, CIC and SAFE have become more sophisticated in their overseas 

investment activities, becoming not only greater market participants in terms of size but also in 

terms of respect. In the process, each has developed its own distinct culture and approach to 

investing. CIC has taken pains to present itself to the global financial community as classic large 

institutional investor by being more transparent and pledging to be impartial to politics. In contrast, 

SAFE remains a relatively opaque institution which critics claim has infused politics into its 

investments. Soon after its founding, CIC signed on to the Santiago Principles, a set of guidelines 

on transparency and governance designed by the IMF and meant specifically for government-

owned investment funds. Nonetheless, in CIC’s early days, Chairman Lou Jiwei publicly 

expressed his frustration that western governments were using “national security” as an excuse for 

protectionism and blocking investments by CIC. During his term as CIC Chairman, Lou on many 

occasions made great efforts to present CIC as a market-oriented, stabilizing force in global 

markets. After Ding Xuedong became CIC Chairman in 2013, the fund began to align its 

investment strategy much closer to China’s national economic strategy while maintaining the same 

degree of transparency. 
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The same cannot be said for SAFE, neither SAFE nor its affiliated investment companies disclose 

their portfolio holdings or gains and losses. This penchant for secrecy has at times protected SAFE 

from the same level of criticism suffered by CIC when it made poor investments, even though the 

losses suffered by SAFE on its investments during the financial crisis were likely at least as large 

as those of CIC. The Financial Times reported, that while CIC was savaged domestically for losing 

more than $4 billion in its misjudged investment in Blackstone and Morgan Stanley, the secretive 

SAFE hardly faced any criticism even though by some estimates its losses were 20 times greater 

than CIC.270 Observers have commented that CIC may have learned from SAFE that transparency 

and openness are not always worth it and the way to avoid criticism is to avoid outside scrutiny: 

“CIC has turned to stealth mode; it is doing transactions and is looking at lots of resource-related 

deals all over the world but it is trying to hide its involvement.”271  Such comments may have some 

truth to them, but it is more likely that when CIC obfuscates its involvement in an investment it is 

doing so in order to prevent raising the ire of protectionists in the countries in which it wants to 

invest.  

 

Notwithstanding the rivalry between the institutions, both CIC and SAFE have consistently been 

led by men who are very similar in their strong loyalty and close connections to the highest ranks 

of China’s Community Party. The path to the top positions inside China’s SLFs is closely guarded 

by the Party. The leaders of CIC and SAFE have always been hand-picked and prepared by the 

Party’s Organization Department, guaranteeing the Party’s supreme leadership over these two 

agencies. Although CIC and SAFE have expanded their recruiting to become more professional 

                                                      
270 “China Forex Funds Find Security in Secrecy,” Financial Times, March 15, 2009. 
271 “China Forex Funds Find Security in Secrecy,” Financial Times, March 15, 2009. 
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and international, their senior positions have always been occupied by Party loyalists with decades 

of experience as political mandarins. For these men, Chinese politics is never far from mind. It is 

not unusual for the same generation of Chinese bureaucrats to spend decades repeatedly interacting 

with one another other many times in many different roles across the agencies of Chinese 

government. No matter where they go, whether it be CIC or SAFE, they are all the Party’s men.  
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Appendix: 

【Figure: CIC Investment 2009-2010】 

Calendar 

(Quarter) 

Investment 

(Type) 

Target 

(Country) 

Target 

(Name) 

Target 

(Sector) 

Target 

(Industry) 

Size/stake (USD) 

2009Q2 Listed 

Equity 

United 

States 

Blackrock Inc  Financials Asset 

Management 

CIC purchased 713.8 mil USD worth of Blackrock 

Inc stock through the Floursh Investment 

Corp.  through a special offering.   

2009Q2 Fixed 

Income 

Australia Goodman Group Real Estate Real Estate CIC committed A$200 million (US$159 million) in 

exchange for options on 255 million new shares for 

A$102 million, which would give it an 8-percent 

stake in Goodman.  

2009Q3 Listed 

Equity 

Kazakhstan JSC 

KazMunaiGas 

Exploration 

Production 

Energy Oil, Gas and 

Consumable Fuels 

Fullbloom Investment Corporation purchased 

approximately 11 percent of the Global Depositary 

Receipts of JSC KazMunaiGas Exploration 

Production for approximately $939 million.  

2009Q3 Fixed 

Income 

Indonesia PT Bumi 

Resources Tbk 

Materials Mining and 

Metals 

CIC invested 1.9 billion USD in Bumi in the form 

of a debt-like instrument. The $1.9 billion 

investment consists of $600 million repayable in 

year 4, $600 million in year 5, and remaining $700 

million in year 6. The investment attracts a 12 

percent annual cash coupon with a total IRR of 19 

percent, the balance payable at the time of final 

maturities. The funds will be used for debt 

restructuring and capital expenditure.    

2009Q3 Unlisted 

Equity 

Hong Kong CITIC Capital 

Holdings Ltd 

Financials Brokerage CIC has agreed to buy a 40 percent stake in 

investment firm CITIC Capital Holdings Ltd.   

2009Q3 Listed 

Equity 

Canada Teck Resources 

Limited 

Energy Oil, Gas and 

Consumable Fuels 

Teck Resources Limited announces the closing of 

its previously announced private placement of 

101,304,474 Class B subordinate voting shares to an 

affiliate of CIC for proceeds of $1.5 billion.   

2009Q4 Listed 

Equity 

United 

States 

A123 Systems 

Inc  

Industrials Industrials CIC purchased $3.48 million worth of A123 

Systems Inc stock   

2009Q4 Listed 

Equity 

United 

States 

Abbott 

Laboratories  

Healthcare Pharmaceuticals CIC purchased $2.7 million worth of Abbott 

Laboratories stock   

2009Q4 Listed 

Equity 

United 

States 

Aetna Inc  Healthcare Insurance CIC purchased $3.17 million worth of Aetna 

Inc stock   

2009Q4 Listed 

Equity 

United 

States 

American Eagle 

Outfitters Inc  

Consumer 

Discretionary 

Consumer 

Discretionary 

CIC purchased 3.4 mil USD worth of American 

Eagle Outfitters Inc stock  

2009Q4 Listed 

Equity 

United 

States 

American 

International 

Group Inc  

Financials Insurance CIC purchased $3 million worth of American 

International Group Inc  stock 
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2009Q4 Listed 

Equity 

United 

States 

American 

International 

Group Inc  

Financials Insurance CIC purchased 11.33 mil USD worth of American 

International Group Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

AMR Corp  Industrials Industrials CIC purchased 2.32 mil USD worth of AMR 

Corp  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Anadarko 

Petroleum Corp  

Energy Energy CIC purchased 6.24 mil USD worth of Anadarko 

Petroleum Corp  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

Kingdom 

AngloGold 

Ashanti Ltd 

Materials Mining and 

Metals 

CIC purchased 4.02 mil USD worth of AngloGold 

Ashanti Ltd - Dep Rcpt  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Apple Inc  Information 

Technology 

Information 

Technology 

CIC purchased 6.32 mil USD worth of Apple 

Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

Luxembourg ArcelorMittal 

SA Luxembourg 

- Dep Rcpt  

Materials Steel CIC purchased 9.15 mil USD worth of 

ArcelorMittal SA Luxembourg - Dep Rcpt  stock 

SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Bank of America 

Corp 

Financials Banking CIC purchased 19.89 mil USD worth of Bank Of 

America Corp  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Burlington 

Northern Santa 

Fe Corp  

Infrastructure Infrastructure CIC purchased 4.93 mil USD worth of Burlington 

Northern Santa Fe Corp stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Chesapeake 

Energy Corp  

Energy Oil, Gas and 

Consumable Fuels 

CIC purchased 5.18 mil USD worth of Chesapeake 

Energy Corp  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Citigroup Inc Financials Banking CIC purchased 29.79 mil USD worth of Citigroup 

Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Coca-Cola Co  Consumer 

Staples 

Beverages CIC purchased 9.01 mil USD worth of Coca-Cola 

Co  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Comerica Inc  Financials Banking CIC purchased 2.96 mil USD worth of Comerica 

Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

CSX Corp  Industrials Industrials CIC purchased 1.45 mil USD worth of CSX 

Corp  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Cummins Inc  Industrials Industrials CIC purchased 4.59 mil USD worth of Cummins 

Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

D.R. Horton Inc  Consumer 

Discretionary 

Homebuilders CIC purchased 2.44 mil USD worth of D.R. Horton 

Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Eli Lilly & Co Healthcare Pharmaceuticals CIC purchased 3.57 mil USD worth of Eli Lilly and 

Co stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Expeditors 

International of 

Washington Inc  

Industrials Air Freight and 

Logistics 

CIC purchased 0.42 mil USD worth of Expeditors 

International of Washington Inc  stock SWFI 

Approved 

2009Q4 Listed 

Equity 

United 

States 

Fidelity National 

Financial Inc  

Financials Insurance CIC purchased 2.69 mil USD worth of Fidelity 

National Financial Inc  stock SWFI Approved 
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2009Q4 Listed 

Equity 

United 

States 

Freeport-

McMoRan 

Copper & Gold 

Inc  

Materials Diversified 

Metals and 

Mining 

CIC purchased 4.74 mil USD worth of Freeport 

McMoran Copper and Gold Inc  stock SWFI 

Approved 

2009Q4 Listed 

Equity 

United 

Kingdom 

Gold Fields Ltd Materials Mining and 

Metals 

CIC purchased 4.59 mil USD worth of Gold Fields 

Ltd stock. SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Goodyear Tire & 

Rubber Co  

Consumer 

Discretionary 

Consumer 

Discretionary 

CIC purchased 1.41 mil USD worth of Goodyear 

Tire and Rubber Co  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Hartford 

Financial 

Services Group 

Inc  

Financials Insurance CIC purchased 4.65 mil USD worth of Hartford 

Financial Services Group Inc  stock SWFI 

Approved 

2009Q4 Listed 

Equity 

United 

States 

Health Net Inc  Healthcare Healthcare CIC purchased 2.33 mil USD worth of Health Net 

Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Johnson & 

Johnson  

Healthcare Pharmaceuticals CIC purchased 9.34 mil USD worth of Johnson and 

Johnson  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

KAR Auction 

Services Inc  

Industrials Industrials CIC purchased 6.64 mil USD worth of KAR 

Auction Services Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Keycorp  Financials Banking CIC purchased 1.11 mil USD worth of 

Keycorp  stock SWFI Approved 

2009Q4 Listed 

Equity 

Canada Kinross Gold 

Corp  

Materials Mining and 

Metals 

CIC purchased 4.6 mil USD worth of Kinross Gold 

Corp  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

KLA-Tencor 

Corp  

Information 

Technology 

Semiconductors 

and 

Semiconductor 

Equipment 

CIC purchased 2.52 mil USD worth of KLA-Tencor 

Corp  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Lincoln National 

Corp  

Financials Insurance CIC purchased 5.13 mil USD worth of Lincoln 

National Corp  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

MEMC 

Electronic 

Materials Inc  

Information 

Technology 

Information 

Technology 

CIC purchased 1.36 mil USD worth of MEMC 

Electronic Materials Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Merck & Co Inc  Healthcare Pharmaceuticals CIC purchased 7.31 mil USD worth of Merck and 

Co Inc stock. SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Metlife Inc  Financials Insurance CIC purchased 2.3 mil USD worth of Metlife 

Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Motorola Inc  Information 

Technology 

Communications 

Equipment 

CIC purchased 3.88 mil USD worth of Motorola 

Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Navistar 

International 

Corp  

Industrials Industrials CIC purchased 7.73 mil USD worth of Navistar 

International Corp  stock SWFI Approved 
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2009Q4 Listed 

Equity 

United 

States 

New York 

Community 

Bancorp Inc  

Financials Banking CIC purchased 4.35 mil USD worth of New York 

Community Bancorp Inc stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

News Corp  Media and 

Entertainment 

Media CIC purchased 4.11 mil USD worth of News 

Corp  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Pfizer Inc  Healthcare Pharmaceuticals CIC purchased 2.82 mil USD worth of Pfizer 

Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

Canada Potash Corp of 

Saskatchewan 

Inc  

Materials Materials CIC purchased 5.43 mil USD worth of Potash Corp 

of Saskatchewan Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Precision 

Castparts Corp  

Industrials Industrials CIC purchased 2.59 mil USD worth of Precision 

Castparts Corp  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Pulte Homes Inc  Consumer 

Discretionary 

Homebuilders CIC purchased 3 mil USD worth of Pulte Homes 

Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

Canada Research In 

Motion Ltd  

Information 

Technology 

Information 

Technology 

CIC purchased 1.01 mil USD worth of Research In 

Motion Ltd  stock SWFI Approved 

2009Q4 Listed 

Equity 

China Shanda Games 

Ltd 

Information 

Technology 

Internet Software 

and Services 

CIC purchased 1.53 mil USD worth of Shanda 

Games Ltd  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Smith 

International Inc  

Energy Energy CIC purchased 5.43 mil USD worth of Smith 

International Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Sprint Nextel 

Corp  

Telecom Wireless 

Communications 

Services 

CIC purchased 1.47 mil USD worth of Sprint Nextel 

Corp  stock.  

2009Q4 Listed 

Equity 

United 

States 

Terex Corp  Industrials Industrials CIC purchased 4.8 mil USD worth of Terex 

Corp  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Tesoro Corp  Energy Energy CIC purchased 2.71 mil USD worth of Tesoro 

Corp  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Textron Inc  Industrials Aerospace and 

Defense 

CIC purchased 5.64 mil USD worth of Textron 

Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

United Health 

Group Inc  

Healthcare Insurance CIC purchased 3.05 mil USD worth of United 

Health Group Inc  stock SWFI Approved 

2009Q4 Listed 

Equity 

Brazil Vale S A  Materials Materials CIC purchased 200.21 mil USD worth of Vale S 

A  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Valero Energy 

Corp  

Energy Oil, Gas and 

Consumable Fuels 

CIC purchased 1.68 mil USD worth of Valero 

Energy Corp  stock SWFI Approved 

2009Q4 Listed 

Equity 

Switzerland Weatherford 

International 

Ltd  

Energy Oil, Gas and 

Consumable Fuels 

CIC purchased 3.58 mil USD worth of Weatherford 

International Ltd  stock SWFI Approved 

2009Q4 Listed 

Equity 

United 

States 

Wells Fargo & 

Co  

Financials Banking CIC purchased 31.04 mil USD worth of Wells 

Fargo and Co  stock SWFI Approved 
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2009Q4 Listed 

Equity 

Hong Kong GCL-Poly 

Energy Holdings 

Limited  

Energy Electricity CIC signed a binding framework agreement with 

GCL-Poly Energy Holdings Limited for the 

subscription of approximately 3,108 million shares 

of GCL-Poly at a price of HK$1.79 per share. The 

total investment is around HKD 5.5 billion . 

2009Q4 Listed 

Equity 

Hong Kong Noble Group Ltd Consumer 

Staples 

Food and 

Beverage 

CIC acquired a 14.96 percent stake, or 438 mil 

newly issued ordinary shares and 135 mil ordinary 

shares, in Noble Group Ltd, a wholesaler of 

agricultural raw materials, for HKD 11.556 (USD 

1.491) per share, or a total value of HKD 6.622 bil 

(USD 854.397 mil), in a private deal.   

2009Q4 Convertible Hong Kong Iron Mining 

International 

Ltd. 

Materials Mining The terms of CIC’s investment in Iron Mining 

International involve a 500 million USD convertible 

loan, with an option for the company to increase the 

loan to 700 million USD, according to people 

familiar with the situation.  Iron Mining 

International is using part of the proceeds from the 

deal to repay Credit Suisse\'s initial investment of 

110 million USD.   

2009Q4 Convertible Canada SouthGobi 

Energy 

Resources Ltd 

Materials Mining and 

Metals 

CIC acquired debentures convertible to a 25.18 

percent stake, or 44.996 mil new ordinary shares, in 

SouthGobi Energy Resources Ltd, a Vancouver-

based coal mining company, and a unit of Ivanhoe 

Mines Ltd, for CAD 11.88 (USD 11.112) per share, 

or a total value of CAD 534.55 mil (USD 500 mil), 

in a private deal.   

2009Q4 Listed 

Equity 

Russia Nobel Oil Group Energy Oil, Gas and 

Consumable Fuels 

CIC acquired a 45 percent stake in Nobel Oil 

Group, an oil and gas exploration and production 

company, from ZAO NK aka Nobel Oil, for RUB 

8.804 bil or 300 Million USD. On completion, 

Nobel was renamed Nobel Holdings Investment 

Ltd.   

2009Q4 Listed 

Equity 

United 

Kingdom 

Songbird Estates 

PLC  

Real Estate Real Estate Qatar Holding LLC, CIC, Morgan Stanley Real 

Estate Funds and GF Investments II, LLC, have 

entered into commitments to subscribe for and 

underwrite a substantial issue of ordinary shares and 

preference shares by the Company so that it will be 

in a position to repurchase the loan.   

2009Q4 Real Estate United 

Kingdom 

Songbird Estates 

PLC  

Real Estate Real Estate Full Bloom Investment Corp have agreed to 

subscribe on Admission and 125 million Preference 

Shares respectively on the terms of the Preference 

Share Subscription Agreement. FIC is required to 
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place their subscription monies payable thereunder 

being 81.5 million GBP respectively.  

2010Q1 Listed 

Equity 

United 

States 

AES 

Corporation 

Energy Electricity CIC invested $1.58 billion in AES Corporation 

through a wholly-owned subsidiary.CIC will 

acquire 125.5 million shares of AES stock for $12.6 

per share, representing approximately 15 percent 

equity interest in the company.  

2010Q1 Listed 

Equity 

China Changsha 

Zoomlion Heavy 

Industry Science 

& Technology 

Development 

Industrials Machinery CIC joined with 7 companies and spent $816 

million in acquiring a 15.12% share in Zoomlion 

Heavy Industry Science and Technology 

Development Company. 

2010Q1 Unlisted 

Equity 

United 

Kingdom 

Apax Partners 

LLP 

Financials Private Equity The China Investment Corporation has won 

approval from a British regulator to buy a stake in 

the private equity firm Apax Partners, LLP. Apax 

11.2 billion euros in funds, announced plans to sell a 

10 percent stake in its management company 18 

months ago. A first tranche of 7.7 percent was sold 

last February to GIC Special Investments, the 

private equity arm of the Government of Singapore 

Investment Corporation, as well as Future Fund, an 

Australian pension fund. CIC bought the remaining 

2.3 percent for $956 million. SWFI Approved 

2010Q2 Convertible United 

States 

Chesapeake 

Energy Corp  

Energy Oil, Gas and 

Consumable Fuels 

CIC has invested US$ 200 milllion in Chesapeake 

Energy Corporation convertible offering. SWFI 

Approved 

2010Q2 Listed 

Equity 

Canada Penn West 

Energy Trust 

Energy Energy CIC has agreed to subscribe for 23,524,209 units of 

Penn West Energy Trust, representing 

approximately 5 percent of Penn West'\s issued and 

outstanding units, for a total gross proceeds of 

approximately CAD435 million ($416 

million).  The units will be issued at a price of 

$18.48 per unit. SWFI Approved 

2010Q2 Unlisted 

Equity 

Canada Penn West 

Energy Trust - 

Peace River Oil 

Partnership 

Energy Energy China Investment Corporation, through one of its 

wholly-owned subsidiaries, entered into an 

agreement with Penn West Energy Trust to form a 

partnership to develop Penn West\'s bitumen assets 

located in the Peace River area of northern Alberta, 

Canada. CIC will invest approximately 329 million 

USD to acquire a 45 percent interest in the 

partnership. SWFI Approved. 
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2010Q2 Listed 

Equity 

China L\'Occitane 

International SA 

Consumer 

Discretionary 

Luxury Retail L\'Occitane International SA, which starts sales in 

Hong Kong today for its initial public offering, 

plans to use two thirds of the proceeds of as much as 

HK$5.49 billion ($707 million) to open new stores. 

China Investment Corp., the nation\'s sovereign 

wealth fund, agreed to buy $50 million worth of 

shares in the IPO, the company said. CIC\'s 

investment in the shares will be locked up for six 

months after the IPO, it said. SWFI Approved 

2010Q3 Unlisted 

Equity 

China Sunac China 

Holding Ltd 

Real Estate Real Estate The China Investment Corporation is participating 

in an IPO to purchase around $25 million of Sunac 

China Holding Ltd. SWFI Approved 

2010Q3 Real Estate Singapore Nex Mall in 

Singapore 

Real Estate Retail and Malls The CIC acquired 50 percent of Goldridge which 

owns the 99-year-leasehold Serangoon Central site 

of Nex Mall in Singapore.  CIC is buying the stake 

from funds managed by Pramerica Asia. 

2010Q4 Unlisted 

Equity 

Brazil BTG Pactual Financials Banking A group of investors including the sovereign wealth 

funds of China, Singapore and Abu Dhabi have 

agreed to pay 1.8 billion USD for a stake in 

Brazilian investment firm BTG Pactual. GIC, China 

Investment Corp., Ontario Teachers'\ Pension Plan 

Board, Abu Dhabi Investment Council, J.C. Flowers 

and Co. LLC, RIT Capital Partners, Grupo Santo 

Domingo, and the Rothschild, Agnelli and Motta 

families, joined with senior BTG managers to buy 

the stake, the company said.  GIC, CIC, Adic, 

Ontario Teachers\' Pension Plan and JC Flowers are 

each injecting between $200m and $300m. SWFI 

Approved 

2010Q4 Listed 

Equity 

United 

States 

General Growth 

Properties Inc 

Real Estate Retail REITs CIC has acquired a 7.4 percent stake in General 

Growth Properties Inc.  CIC holds 59.3 million 

common shares and warrants to buy an additional 

14.7 million shares.  The CIC holds their stake in 

General Growth through entities created by 

Brookfield Asset Management Inc SWFI Approved 

2010Q4 Unlisted 

Equity 

China China 

Zhengtong Auto 

Services 

Holdings Ltd 

Industrials Automobiles Temasek Holdings, CIC, and other investors invests 

in China Zhengtong Auto Services Holdings Ltd 

IPO   
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Chapter 4  

New Wine in an Old Bottle:  

Japan Bank for International 

Cooperation as Japan’s Sovereign 

Leveraged Fund 

 

 

 

 

 

 

 

 

 

 

The previous chapter analyzed China’s sovereign leveraged fund complex and its capitalization by 

China’s foreign exchange reserves. A sovereign leveraged fund is a twenty-first century version 

of Gerschenkron’s capital mobilizers; it is a state-owned fund that uses low-cost borrowed capital 

to be a price-insensitive participant in financial markets that is capable of demonstrating financial 

favoritism towards select entities; its investment decisions are designed to induce a market 

response in which a wide set of private enterprises with profit-seeking motivations readily align 

themselves to the strategic goals of the state for the purpose of either becoming a direct recipient 

of financial favoritism or indirectly benefiting from it. In the past, states have remained outside of 

financial markets and relied upon regulation to constrain the market to only those activities that 
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were also in the national interest. Through a sovereign leverage fund, the state steps inside of 

markets, making the national interest endogenous to the forces that move markets (price discovery 

and signaling) to the effect that market participants act autonomously but also advance the national 

interest.  

 

The ability of sovereign leverage funds to selectively exercise financial favoritism make control 

over the fund a source of fierce bureaucratic competition. The China Investment Corporation and 

the four other funds of China’s sovereign leverage fund complex are apt examples. Each fund is 

closely associated with a different bureaucracy of the Chinese state. They are often cited by 

scholars as representative of a bureaucratic power struggle between the Ministry of Finance and 

the People’s Bank of China. Despite this, ultimately, all of these bureaucracies and funds are led 

by “the Party’s men.” The senior management teams of these funds, without exception, are all 

appointed by the Chinese Communist Party. Their global investment activities have been carefully 

constructed to promote industries and acquire resources that are critical to the state’s economic 

development strategy. The Chinese sovereign leverage fund complex represents the Chinese state 

becoming a participant within global financial markets and through those markets exercising 

influence beyond its traditional territorial boundaries. 

 

This chapter continues the analysis of sovereign leveraged funds but extends it to the case of Japan, 

which similar to China has a vast accumulation of foreign exchange reserves, $1.2 trillion at the 

end of 2017. Japan resembles China in another critical aspect, both countries face the challenge of 

domestic market reform. Indeed, some scholars have said that China risks suffering from a 

“Japanization,” in which its unwillingness to reform leads it to follow’s the fate of Japan towards 
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a Chinese “lost decade.”272 China’s creation of a sovereign leverage fund complex is in part a 

response to this challenge as it allows the state to funnel capital to strategically important sectors 

without adopting politically difficult policies to directly reallocate capital. This motivates a 

question: why has Japan not followed suit and created its own state-owned fund to strategically 

invest its foreign exchange reserves?    

 

Officially, Japan does not have a sovereign wealth fund or a sovereign leveraged fund. Although 

some observers believe the recently established Japan Investment Corporation (JIC) to be a 

sovereign wealth fund; this view is incorrect, JIC is the former Innovation Network Corporation 

of Japan (産業革新投資機構) and is best described as a public-private partnership fund, not a 

sovereign wealth fund. Over the last two decades there have been several serious proposals by 

scholars and Japanese politicians for a Japanese SWF funded by a range of capital sources 

including: foreign exchange reserves, pension fund assets, the sale of government-owned land, and 

the sale of government bonds. For example, Dr. Edwin Truman said in a speech to the Japan 

Society in 2008 said that the Government Pension Investment Fund (GPIF): “may be the largest 

SWF in the world with about $1.3 trillion in assets. Its foreign assets alone, at about $250 billion, 

would rank it sixth among all SWFs; [for Japan] the issue is whether other Japanese government 

financial resources, in particular from Japanese foreign exchange reserves, should be used to 

augment that fund, or whether a portion of Japan's reserves should be used to finance a stand-alone 

SWF.” 273 Dr. Truman explained that: “Japan has excess foreign exchange reserves by any metric 

                                                      
272 For example, Smith, Roy C. 2016. “Is China the Next Japan?” Independent Review 21 (2): 275–98. “Is China’s economy 

turning Japanese?” Financial Times, May 28, 2017. “Will China Follow Japan Into Economic Stagnation?” Newsweek, February 

15, 2016.  
273 “Sovereign Wealth Funds: The Challenge for Japan,” Edwin M. Truman (PIIE), speech delivered at the Japan Society, May 1, 

2008. Accessed at https://piie.com/commentary/speeches-papers/sovereign-wealth-funds-challenge-japan  

 

https://piie.com/commentary/speeches-papers/sovereign-wealth-funds-challenge-japan
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[and therefore] it is reasonable for the Japanese government to invest its reserves in a broader range 

of financial assets via the creation of a sovereign wealth fund.”274 

 

The type of government-owned fund that Dr. Truman describes is similar to what this author calls 

a sovereign leveraged fund (SLF). It bears repeating that a SLF is a state-owned fund that uses 

low-cost borrowed capital to be a price-insensitive participant in financial markets that is capable 

of demonstrating financial favoritism towards select entities. The most defining feature of a SLF 

is that it is capitalized by either explicit government borrowing or by the creation of an implicit 

government liability. A state-owned fund in the Japanese context would be a SLF because the only 

source capital to which the Japanese government has access is derived from some sort of borrowing 

or implicit liability owed to the Japanese public. For this reason, a state-owned fund in the Japanese 

context cannot be considered a traditional SWF because the defining characteristic of a traditional 

SWFs is its capitalization by a source of free cashflow, most commonly the monetization the of 

natural resources under state control. This is decidedly not the case in Japan, a country poor in 

natural resources but rich in other forms of capital, such as national savings. 

 

Dr. Truman mentions the Japanese national pension fund, GPIF, could potentially be considered a 

SWF given its large holdings of foreign assets. However, this view defines a SWF only by the 

assets side of its balance sheet. This view is incomplete, it ignores the liabilities side of the balance 

sheet that lists the sources of capital. A traditional SWF has assets (mostly foreign assets) 

capitalized entirely by the state’s unencumbered wealth (equity) in the form of retained earnings 

and periodic fresh capital injections coming from the state’s free cash flow. A SLF resembles a 

traditional SWF in terms of assets, however, on the liabilities side of the balance sheet it is 

                                                      
274 “Sovereign Wealth Funds: The Challenge for Japan,” Edwin M. Truman (PIIE), speech delivered at the Japan Society, May 1, 

2008. Accessed at https://piie.com/commentary/speeches-papers/sovereign-wealth-funds-challenge-japan  

https://piie.com/commentary/speeches-papers/sovereign-wealth-funds-challenge-japan
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burdened by a combination of debt, loans, or an implicit obligation to return paid-in capital to the 

state or public. Considering the liabilities side of GPIF’s balance sheet it is apparent that it is 

capitalized by retirement saving contributions of the Japanese public with an obligation to return 

that capital in the form of retirement benefits. For this reason, GPIF cannot be considered a SWF 

as its balance sheet is burdened with an implicit obligation. Neither can GFIP be considered a SLF, 

because its investment mandate carries with it no strategic objective or capability to demonstrate 

financial favoritism; instead GFIP is best described as a simple collective investment scheme.    

 

Several other scholars have proposed Japanese state-owned funds that hew more closely to the 

definition of a SLF. Dr. Koichi Hamada, a Yale University professor and senior advisor to the Abe 

administration, has proposed the establishment of a “Japan Investment Fund.” He argues that this 

state-owned fund could be financed at Japan’s near-zero interest rates and earn a healthy spread 

by investing in foreign assets, helping Japan to overcome a distinct home bias in the investment 

portfolios of individual Japanese savers. Hamada recognizes that GFIP and Financial Investment 

Loan Program (FILP) are similar to SWFs in that they are collective investment schemes, but their 

funding by taxes, insurance premiums, and/or bond issuance preclude their consideration as true 

SWFs. Hamada does mention several Japanese “quasi-SWFs” that are best described as public-

private partnerships, the largest of these being the aforementioned Innovation Network 

Corporation of Japan ($2.5 billion in government paid in capital).275 Hamada’s proposed Japanese 

SWF shares some funding features in common with a SLF, however he describes a fund that would 

be too broadly invested to practice selective financial favoritism and wouldn’t have a mandate to 

support a strategic goal, which are defining features of a SLF.  

                                                      
275 Koichi Hamada, James Leitner, and Masahiko Tsutsum, “A Sovereign Wealth Fund for a Non-Oil Producing Country: The 

Case of Japan,” Singapore Economic Review Conference 2017 (SERC 2017), August 2-4, 2017. The whole paper can be 

accessed at http://cis.ier.hit-u.ac.jp/Common/pdf/dp/2017/dp664.pdf  

http://cis.ier.hit-u.ac.jp/Common/pdf/dp/2017/dp664.pdf
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Similar to Hamada, Max Corden and Sisira Jayasuriya have proposed the establishment of a 

professionally managed and politically independent Japanese SWF for the purpose of diversifying 

Japan’s aggregate investment portfolio by including more higher-yielding foreign assets. Going 

one step further than Hamada, they recommend that the fund be capitalized by the proceeds from 

the sale of ultra-low interest rate Japanese Government Bonds (JGBs) to Japanese savers and 

financial institutions. These yen proceeds could then be converted in dollars and used by the state-

owned fund to buy foreign assets, transforming the strong preference of the Japanese public for 

domestic assets into foreign investment.276 Corden & Jayasuriya argue that such a fund could help 

combat excessive yen strength while earning a spread on foreign assets, reducing the need for 

future tax rises to deal with Japan’s very high level of government debt (almost 200% of GDP).277 

In this proposal there are elements that closely resemble a SLF, the capital structure is heavily 

burned with debt, representing not only the state taking on financial leverage but also taking on 

significant amounts of investment and exchange rate risk. The proposal calls for the state to assume 

these risks (mutualizing them among society) because the Japanese people are unwilling to bear 

these risks in their individual portfolios leading a suboptimal aggregate portfolio for Japan as a 

whole. In effect, the state-owned fund acts as an intermediary, borrowing from Japanese savers in 

order to lend (invest) to Japanese companies abroad or directly to foreigners. It is worth repeating 

that this proposed model of operation for a Japanese state-owned fund differs greatly from that of 

a traditional SWF capitalized entirely by equity from the state’s unencumbered wealth.  

 

                                                      
276 W Max Corden & Sisira Jayasuriya, 2016. “The Japanese macroeconomic mystery,” Departmental Working Papers 2016-03, 

The Australian National University, Arndt-Corden Department of Economics. 

277 World Bank, Central government debt, total (% of GDP) for Japan retrieved from FRED, Federal Reserve Bank of St. Louis; 

December 13, 2018. 

 

https://fred.stlouisfed.org/series/DEBTTLJPA188A
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The model of a traditional commodity-based SWF cannot work in the context of Japan. As Finance 

Minister Fukushiro Nukaga noted: those countries with SWFs “have either lucrative oil revenues 

or good fiscal surpluses, [but Japan] has neither.”278 This is the simple answer to the question of 

why Japan doesn’t have a SWF. However, after considering the above proposals, it is apparent that 

the more appropriate question to ask is why doesn’t Japan have a SLF? Indeed, the circumstances 

of Japan seem to fit quite well into the model of a sovereign leveraged fund: Japan has ample 

national savings and foreign exchange reserves that can be used to capitalize such a fund and 

government influence is not unfamiliar to Japanese private enterprises — the term “Japan Inc” 

gained wide usage in the 1980s and 1990s to describe such influence. This chapter considers the 

question of a Japanese SLF and finds it to have a ready answer — Japan already has a SLF. The 

Japan Bank for International Cooperation (JBIC) is Japan’s SLF. Over the course of two decades 

it has evolved from a small overseas development assistance (ODA) agency into a $25 billion SLF. 

This transformation has been the product of heated political debate, bureaucratic rivalry, economic 

necessity, and ultimately the peculiar institutional rigidities of Japan. 

 

This chapter relates the story of JBIC to putting “new wine in an old bottle.” JBIC’s transformation 

has been guided by a political-economic cost-benefit analysis in the context of Japan’s domestic 

political landscape and entrenched economic institutions. Scholars of Japan studies have discussed 

extensively Japan’s institutional rigidities and resistance to reform.279 Networks of mutual interests 

embedded in the Japanese political economic system have made any major institutional reform 

very difficult if not nearly impossible. The rejection of the idea of a Japanese SWF by the Ministry 

                                                      
278 “Cautious Nukaga nixes sovereign wealth fund,” The Japan Times, February 23, 2008.  
279 For example, Katz, Richard. Japan, the System That Soured. Hoboken: Taylor and Francis, 2015. Stockwin, J. A. A. 

Governing Japan: Divided Politics In a Major Economy. 3rd ed. Oxford: Blackwell Publishers, 1999. Amyx, Jennifer Ann. 

Japan's Financial Crisis: Institutional Rigidity and Reluctant Change. Princeton: Princeton University Press, 2004. Ulrike, 

Schaede. 2003. “Why Japan Cannot Reform: Social Contract and the Welfare System.” Harvard Asia Quarterly 7 (2): 53–60. 

Freedman, Craig, Economic Reform In Japan: Can the Japanese Change? Cheltenham, UK: Edward Elgar, 2001. 
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of Finance is an illustrative example. However, it also demonstrates the use of a subtle method to 

overcome resistance to reform in Japan, what this author calls putting new wine in an old bottle. 

Implementing structural reform at home has always been difficult for the Japanese government 

and it has increasingly found it to be more efficient and politically expedient to rely upon the little-

known JBIC to leverage Japan’s foreign exchange reserves to make selective investments that 

align the incentives of Japanese private enterprises with the national interest through market forces 

rather political forces. 

 

The remainder of this chapter is divided into four sections. Section I is a discussion of the origins 

and management of Japan’s foreign exchange reserves and how that differs from the case of China. 

The section argues that in both cases, excessive reserves are matched by either explicit or implicit 

claims on the government. Section II chronicles the road to a Japanese SWF marked by a series of 

proposals that generated bureaucratic resistance amid heated debate and political upheaval. The 

section concludes that although proposals for a Japanese SWF were ultimately defeated, their best 

elements were coopted by the Ministry of Finance and used as the basis to transform JBIC in a 

Japanese SLF. Section III examines the process by which JBIC was transformed and how it 

operates today by offering financial support to private enterprises aligned with the Japanese 

national interest. This section will argue that JBIC’s mandate and structure has adapted to varying 

national interests as Japan’s economic circumstances have changed; ultimately JBIC’s shifting role 

relative to Japanese government and business can be understood in the context of what Kent Calder 

describes as “Circles of Compensation.”  

 

To preview the conclusion of this chapter, Japan has transformed JBIC into a sovereign leveraged 

fund so as to participate in international markets and advance the interests of the Japanese 
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government and enhance the international competitiveness of Japanese corporations. By 

restructuring JBIC, the Japanese government, particularly the Ministry of Finance, has undermined 

the rationale for creating a new entity to manage foreign exchange reserves, avoiding a potential 

disruption to the landscape of Japanese political economic institutions. This allows the Japanese 

government to quietly pursue a policy of financial support for Japanese corporations’ overseas 

operations without undergoing the political costs entailed by structural reform.  

 

I. Japan’s Foreign Exchange Reserves: Origins and Management 
 

The mechanism of foreign exchange reserves accumulation is different between China and Japan. 

China’s foreign exchange reserves have been accumulated through a long-term international trade 

surplus combined with the implementation of a system of compulsory foreign exchange settlement 

and sales (强制结售汇制度). This system was first instituted in 1994. The Chinese government 

did not make any changes until China’s admission into the WTO, when it started to take steps to 

gradually loosen its compulsory exchange system (see Table 1). The most important benefit of this 

system is that it helped the Chinese government to build up its foreign exchange reserves. The 

benefits of the compulsory system outweighed the associated disadvantages when China’s foreign 

exchange reserves were small in size during the early years of China’s reform and opening up. 

However, as the size of the Chinese economy and its international trade surplus grew, the 

disadvantages of the compulsory system became harder to ignore. For example, not only did the 

system create more supply than demand in foreign exchange markets, it also infringed upon the 
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PBoC’s monetary policy autonomy and constrained international capital flows to non-state-owned 

enterprises.280  

 
Table 19 Major Policy Changes in China's FX Regulation 

2001 China made changes to how much foreign currency could be retained by individuals and businesses, adjusting 

regulations on the opening and size of accounts in foreign currencies that gradually expanded the amount of 

foreign currency that could be retained. 

Companies that took in over $2 million in revenue from exports and spent over $200,000 per year were permitted 

to open foreign currency accounts after approval by SAFE, enabling them to retain a certain amount of foreign 

exchange revenue from the export of goods and services. 

2002-

2005 

China increased the upper limit on foreign currency revenue for current corporate accounts by 20%.  

In 2004, it was increased again to 30% or 50%.  

In 2005, it was further increased to 50% or 80%. 

2006 In 2006, China changed its policy from quotas based simply on revenue to a combination of 80% of the revenue 

in current accounts from the previous year and 50% of expenditures from current accounts, once again further 

increasing the amount of foreign exchange that companies could retain.281  

2007 On August 13, 2007, SAFE announced that domestic institutions could keep their foreign currency denominated 

income under their current account at their own choice. This means that the Chinese enterprises for the first time 

were given autonomy to hold foreign currencies rather than having to sell their foreign currencies to the state. 

This officially put an end to China’s compulsory foreign exchange settlement and sales system, which had been 

implemented for 13 years.282  

2008 In August 2008, the State Council took steps to retire the compulsory system. In 2012, the government started to 

allow Chinese enterprises and individuals keeping foreign exchange income on their own. 

 

2012 In 2012, the government started to allow Chinese enterprises and individuals keeping foreign exchange income 

on their own 

Source: public information from newspaper, author collected. 

 

 

In contrast, Japan does not have a compulsory foreign exchange settlement and sales system. This 

means that Japan’s large amount of foreign exchange reserves is not directly related to exchange 

control in the same way as China. Rather, Japan’s reserves are the product of decades of official 

intervention in currency markets to curb the appreciation of the yen in order to support its export-

led economy. Such efforts by the Japanese government date back to 1971, when the Nixon 

administration ended the Bretton Woods system of fixed exchange rates and devalued the U.S. 

dollar. Japanese intervention in currency markets accelerated after the yen strengthened following 

                                                      
280 Feng, X., Ljungwall, C., & He, G. (2015). The Ecology of Chinese Private Enterprises. Singapore: World Scientific. Chinese 

Economics Research, Vol. 11, pp.337-338. 
281 Companies and individuals can now retain foreign exchange revenue (2012). 

282 “中国结束强制结售汇制度,” 《经济观察报》, 2007年 08月 18日. 

http://finance.sina.com.cn/china/hgjj/20070818/08363895197.shtml  

http://finance.sina.com.cn/china/hgjj/20070818/08363895197.shtml
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the 1985 Plaza Accord, in which the Group of Seven nations agreed to bring down the value of the 

U.S. dollar. The most significant of Japan’s interventions to combat the deflationary impact of a 

stronger yen took place in four periods: during the Japanese real estate market crash (1993 to 1996); 

during the dot-com bubble (1999 to 2000); in the wake of the dot-com bubble bursting (2001 to 

2004); and in the aftermath of the Global Financial Crisis (2010 to 2011). The Japanese 

government’s large purchases of U.S. dollars resulted in an accumulation of foreign exchange 

reserves, totaling $1.2 trillion at the end of 2017. Although the Japanese government hasn’t 

conducted any interventions since 2012, its reserves have continued to grow by virtue of the 

interest earned on them.  

 

The Japanese government has been able to intervene in currency markets at such a large scale 

because of the unique circumstances of the Japanese economy and society. An almost perpetual 

worry of Japanese officials is “endaka” (excessive yen strength). However, this prioritizes the 

supply-side perspective on exchange rates over that of the demand side, where yen strength 

represents increased consumer purchasing power in terms of imports. Government currency 

market interventions work to erode Japanese consumers’ purchasing power. Furthermore, the 

sterilization of currency market interventions by the simultaneous sale of government bonds to 

remove yen from domestic circulation ties up large amounts of working capital that could 

potentially be deployed more efficiently elsewhere in the economy. The cost of conducting such 

large-scale interventions should be high. However, the Japanese government is able to raise large 

amounts of capital at extremely low costs because as Japan’s population rapidly ages an increasing 

amount of national savings is used to fund retirements and therefore must be ploughed into 

government bonds. This allows the Japanese government to conduct sterilized currency market 
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interventions and assume large amounts of public debt without incurring high financing costs that 

would destabilize the government’s budget. The combined effect of these two dynamics is a system 

in which foreign consumption is subsidized by domestic capital, not entirely dissimilar to the effect 

created by China’s compulsory exchange system although completely different in its mechanics.    

 

As discussed in Chapter 3, China’s foreign exchange reserves management is the legal 

responsibility of the PBoC and its subsidiary SAFE. However, in Japan, the Ministry of Finance 

(MoF) has the responsibility for the control and operation of the foreign exchange fund and matters 

concerning the Foreign Exchange Fund Special Account (FEFSA, Gaikoku Kawase Shikin 

Tokubetsu Kaisei). FEFSA is where Japan’s official foreign exchange reserves reside, consisting 

of foreign currency denominated assets and a de minis amount of yen-denominated assets. The 

primary purpose of FEFSA is to fund the government’s foreign exchange market operations. The 

power of managing Japan’s official foreign exchange reserves and FEFSA belongs solely to MoF, 

which has jurisdiction over foreign exchange market intervention. Within MoF, the International 

Bureau is directly responsible for the management of FEFSA and matters concerning foreign 

exchange rates. The International Bureau has a Foreign Exchange Market Division, which is the 

division directly involved in currency market intervention. This division constantly monitors 

foreign exchange market conditions and keeps in close contact with the Bank of Japan (BoJ), which 

according to the Bank of Japan Law acts as the agent of MoF in conducting currency market 

transactions.  

 

 

MoF has the ultimate decision-making authority over foreign exchange market intervention and 

how to use the resource of FEFSA. The finance minister is empowered by the Foreign Exchange 
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Fund Special Account Law of 1951 to direct the BoJ to carry out transactions from FEFSA. 

According to the provisions of the law, the finance minister can resort to any intervention method 

necessary in the foreign exchange market in order to maintain yen exchange rate stability. 

Although the finance minister is responsible for making the decision to conduct currency market 

interventions, detailed intervention strategies are decided along a bureaucratic hierarchy: at the top 

is the Vice Minister for International Finance, then the Director General of the International Bureau, 

and at the bottom is the Director of Foreign Exchange Market Division.283 The main authority for 

foreign exchange intervention rests with the Director General for the International Bureau. He and 

the Vice Minister for International Affairs determine the level and amount of intervention that will 

be conducted from FEFSA. In exercising this authority, they are ultimately responsible to the 

Finance Minister. 

 

The International Bureau (formerly known as the International Finance Bureau) had its origins in 

the Foreign Exchange Administration Division set up in 1933. After several changes of name and 

function, it was reestablished in 1952 as the Exchange Bureau. Its name was changed to the 

International Finance Bureau in 1964, the year Japan joined the OECD and accepted member status 

at the IMF. The International Bureau was renamed the International Bureau in 1998. For most of 

its history, the bureau has had two major responsibilities: 1) the formulation and coordination of 

Japan’s overall international financial policy and foreign exchange management; and 2) 

coordination with Japanese and foreign financial institutions in areas such as the 

                                                      
283 Organizational structure of the MOF, refer to http://www.mof.go.jp/english/about_mof/divisional_composition/  

 

http://www.mof.go.jp/english/about_mof/divisional_composition/


   
 

228 
 

internationalization of the Japanese yen, the international balance of payments, the foreign 

exchange rate, overseas investments, and economic cooperation.284 

 

In the process of foreign exchange market intervention, the BoJ has no decision-making power. It 

simply carries out intervention orders under the authority of the Finance Minister.285  As stipulated 

in the Act on Special Accounts and the Bank of Japan Act Article 40, the BoJ conducts foreign 

exchange interventions on behalf of and at the instruction of the finance minister.286 Once the 

finance minister decides there is a need to intervene in the foreign exchange market the 

intervention order is given to the BoJ. The BoJ will then carry out the specific intervention orders 

as instructed by the finance minister.287 Therefore, unlike the case of the PBoC, China’s central 

bank, which is legally obliged to manage and administer China’s foreign exchange reserves, the 

BoJ, Japan’s central bank, operates as an agent of MoF in the administration of FEFSA and 

currency market interventions.288  

 

When the Japanese government steps into the foreign exchange market, MoF first raises the 

necessary funds for FEFSA by issuing a special type of yen-denominated short-term debt called 

Foreign Exchange Fund Financing Bills (FBs) with a maturity of usually three months.289 Unlike 

                                                      
284 Wright, Maurice, Japan's Fiscal Crisis: The Ministry of Finance and the Politics of Public Spending, 1975-2000. Oxford: 

Oxford University Press, 2002. p149. 
285 Interview with MoF staff members and former BoJ Chief of the International Department, July 2017, Tokyo. 
286 Bank of Japan Act Article 40, Buying and Selling of Foreign Exchange. The English version of the Act can be accessed at 

http://www.japaneselawtranslation.go.jp/law/detail/?id=92&vm=02&re=01  
287 For more details, see “Outline of the Bank of Japan's Foreign Exchange Intervention Operations,” July 2000 (March 2018 

Revision). Full text can be accessed at BOJ official website https://www.boj.or.jp/en/intl_finance/outline/expkainyu.htm/  
288 Interview with MoF staff members, former BoJ Chief of the International Department, Mizuho financial analysts, and Nomura 

financial analysts, June 2017, Tokyo.  
289 In Japan, there are five types of Financial Bills (FBs), each of which is associated with some Special Account or the General 

Account of the Government of Japan’s budget. The FBs associated with the FEFSA accounts for the largest share in the amount 

of outstanding FBs, usually more than 90 percent. See Fatum, Rasmus and Hutchison, Michael M., Foreign Exchange 

Intervention and Monetary Policy in Japan, 2003-04 (January 1, 2005). International Economics and Economic Policy, Vol. 2, 

 

http://www.japaneselawtranslation.go.jp/law/detail/?id=92&vm=02&re=01
https://www.boj.or.jp/en/intl_finance/outline/expkainyu.htm/
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some other countries, Japan’s foreign exchange reserves are matched by yen liabilities. Once the 

required yen funds are raised for FEFSA, they are sold on the currency market for U.S. dollars and 

other foreign exchange, which are subsequently used to buy and hold U.S. government bonds and 

low-risk assets denominated in other foreign currencies. Technically, the intervention is 

automatically sterilized, removing as much yen from the domestic market as is supplied to the 

international market.290As FEFSA’s foreign exchange reserves are held in high-quality liquid 

assets the FBs which finance the operation have an extremely stable value and can be easily rolled 

over at maturity. When MoF decides to sell foreign currency denominated assets, a corresponding 

number of FBs are allowed to mature and are redeemed without rolling over.  

 

The accumulation of foreign exchange reserves swells the balance sheet of MoF: FEFSA’s foreign 

currency denominated assets on one side and Financing Bill liabilities on the other. Oppositely, a 

decline in foreign exchange reserves corresponds to a shrinking of the balance sheet. There are a 

number of different categories of FBs subject to legal limits capping the overall amount 

outstanding (see Table 2). It is important to realize that when MoF conducts an intervention in the 

currency market it first raises yen by the issuance of FBs in Japan’s domestic market and this yen 

is subsequently sold into the international market, meaning that the government’s intervention in 

currency markets does not affect Japan’s total money supply. This essentially isolates exchanges 

rate policy conducted by the Ministry of Finances from monetary policy and interest rate setting 

conducted by the BoJ.291 

                                                      
No. 2-3, pp. 241-260, November 2005, endnote 7. The paper is available at SSRN: https://ssrn.com/abstract=642862 or 

http://dx.doi.org/10.2139/ssrn.642862    
290 For a detailed discussion, refer to Ito, Takatoshi (2003): “Is Foreign Exchange Intervention Effective? The Japanese 

Experience in the 1990s” in Paul Mitzen (ed.), Monetary History, Exchange Rates and Financial Markets: Essays in Honor of 

Charles Goodhart, Vol. 2, Edward Elgar, UK, and NBER Working Paper No. 8914. 

291 “日本：FEFSA 妙用,” 《金融实务》2007 年第 5 期, 2007 年 06 月 11 日。http://magazine.caijing.com.cn/2007-06-

11/110070903.html  

http://dx.doi.org/10.2139/ssrn.642862
http://magazine.caijing.com.cn/2007-06-11/110070903.html
http://magazine.caijing.com.cn/2007-06-11/110070903.html
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Table 20 Financing Bills (Trillion Yen) 

 Total Financing 

Bills 

Foreign Exchange Fund 

Financing Bills 

March 2000 (FY1999)  44.2 39.6 

March 2001 (FY2000)  47.6 43.8 

March 2002 (FY2001)  49.6 48.6 

March 2003 (FY2002)  57.5 56.6 

March 2004 (FY2003)  86.1 85.0 

   

FY 2003 Legal Limit of 

Issuance 

141.0 100.0 

FY 2004 Legal Limit of 

Issuance 

171.0 140.0 

Source: Japan Ministry of Finance 

 

 

FEFSA is a government-owned special investment vehicle with the purpose of managing the yen 

exchange rate. Its operations are not without financial risk. By funding the long-term foreign 

currency denominated assets of FEFSA with short-term yen denominated liabilities, MoF is 

inherently creating an asset-liability mismatch on its balance sheet. This mismatch in maturities 

between assets and liabilities creates a duration gap which subjects MoF to interest rate risk. 

Additionally, the mismatch of currencies between assets and liabilities also exposes FEFSA’s 

entire portfolio valuation to exchange rate risk. To illustrate this point, consider that FEFSA’s 

assets primarily consist of long-term U.S. Treasuries that pay interest in U.S. dollars. When short-

term Financing Bills come due, MoF must make payments in yen. When the yen strengthens 

against the U.S. dollar, the value of FEFSA’s assets don’t change in dollar terms, but the cost to 

MoF of making yen payments to holders of Financing Bills does increase. Historically, the 

persistent appreciation of the yen against the U.S. dollar led to substantial losses for MoF due to 

FEFSA operations. For instance, in 2012, when the exchange rate was 77 yen per U.S. dollar, 

MoF’s cumulative book losses from FEFSA operations amounted to 40 trillion yen ($489 billion) 
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on 120 trillion yen ($1.5 trillion) of Financing Bills outstanding.292 Rather than recognizing this 

loss or selling foreign-currency denominated assets, MoF carries the unrecognized loss on its 

balance sheet indefinitely, continually refinancing it by rolling over Financial Bills. 

 

 

Very rarely has MoF ever intervened in currency markets to strengthen the yen by selling foreign-

currency denominated assets from FEFSA. MoF data showed that between 1991 and 2018 there 

were only four periods that in total lasted for only several months. It is safe to say Japan’s 

accumulation of foreign exchange reserves is the direct result of the government’s foreign currency 

market interventions to weaken the yen by making large-scale purchases of U.S. dollars and 

investing in U.S. government bonds. Although, Japan has not conducted any such operations since 

2012, its reserves continue to grow due to the due interest.293   

 

II. The Road to a Japanese SWF 
 

This section opens by placing the discussion of a Japanese SWF as occurring directly after the 

political battle surrounding the reform of the Japan Post Bank initiated by Prime Minister Koizumi. 

Japan’s postal savings reform featured prominently as an issue in Japan’s 2005 general election. 

Critics argued that it had become a vehicle for pork barrel spending by corrupt politicians, 

bankrolling economically dubious infrastructure projects in politically strategic areas. The heated 

political debate colored Japanese public opinion on whether the government was capable of 

serving as a good steward of the nation’s capital. It was in the context of the effort to reform the 

                                                      
292 Masanaga Kumakura, Osaka City University, “Japan’s foreign exchange misadventure,” East Asia Forum, March 16, 2012. 

Accessed at http://www.eastasiaforum.org/2012/03/16/japan-s-foreign-exchange-misadventure/#more-25324  
293 For a discussion about foreign exchange management, see Robert N McCauley & Jean-François Rigaudy, 2011. "Managing 

foreign exchange reserves in the crisis and after," BIS Papers chapters,in: Bank for International Settlements (ed.), Portfolio and 

Risk Management for Central Banks and Sovereign Wealth Funds, volume 58, pages 19-47 Bank for International Settlements. 

http://www.eastasiaforum.org/2012/03/16/japan-s-foreign-exchange-misadventure/#more-25324
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over 130 years old Japan Postal Savings System that discussions of a Japanese SWF began to 

emerge amid public distrust of government-owned financial entities. From 2007 to 2010, even as 

the public remained skeptical of the notion of the government as a financial manager, a small group 

of Japanese politicians decided to advocate for the establishment of a Japanese SWF. 

 

 

The remainder of this section is structured as a four-part discussion of how and why political 

support for a Japanese SWF emerged in the wake of reform to the Japan Postal Savings System. 

From 2007 until recently, this political activism for a Japan SWF has not been successful. 

Meanwhile, Japan’s most powerful bureaucracy, the Ministry of Finance, has responded to all 

proposals for a Japanese SWF with hardline rejections. However, as this section will conclude, 

although MoF rejected the idea of a SWF, it didn’t entirely dismiss its merits. Instead, MoF first 

reacted by enhancing its own in-house expertise at managing Japan’s foreign exchange reserves. 

Later, to further undermine the rationale for an independent Japanese SWF, MoF arranged loans 

using Japan’s foreign exchange reserves to the Japan Bank of International Cooperation (JBIC), 

which is responsible for financing Japanese corporations’ overseas activities. In this way, MoF 

transformed JBIC from a once nondescript departmental agency into Japan’s little-known 

sovereign leverage fund. 

 

 

1. Privatization of Japan’s postal savings system and its effect upon public perception 

 

The concept of a government-owned financial institution is no stranger to the Japanese people. 

The Japanese public’s views towards government-owned financial institutions have been shaped 

by their experience with Japan’s postal savings system (yubin-chokin, or yu-cho) and the long 

running political battle to privatize the system. Economists and political scientists have studied 
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Japan’s postal savings system with great interest: its role in Japan’s economic development, the 

efficacy of the government’s management of the system, and the politics of the system’s 

privatization.294 Japan’s postal savings system has a major role in Japan’s political economy with 

deposits valued in the hundreds of trillions of yen and is the primary source of funds for MoF’s 

Fiscal Investment and Loan Program (FILP). For generations, politicians have used the FILP as a 

political war chest, directing loans to advance their favored interests. Examples of this are the 

Japanese war machine during WWII, the country’s postwar reconstruction, and in later years 

massive if somewhat questionable infrastructure projects that have been derided as highways and 

bridges to nowhere and airports in the middle of nowhere.  

 

 

In Japan, the debate about reform of the postal savings system carried with it a potential serious 

impact upon people’s daily lives. The Japan Post is much more than just a place to buy stamps and 

mail an envelope. About 85 percent of all Japanese households have savings accounts with the 

Japan Post Bank and in the first quarter of 2018 these accounts held deposits equal to 10 percent 

of Japanese households’ total assets. Additionally, Japan Post Insurance is the largest provider of 

life insurance to the Japanese public, providing coverage to more than 60 percent of households.295 

These financial services are sold alongside traditional postal services at Japan Post retail outlets 

spread throughout the country, making the Japan Post signage and storefront an iconic feature on 

the landscape of towns across Japan. While the Japan Post Bank is still one of the world’s largest 

financial institutions (see Figure 1), it was once much larger. In 2004, the Japan Post was the 

                                                      
294 For example, Calder, Kent E. "Linking Welfare and the Developmental State: Postal Savings in Japan." Journal of Japanese 

Studies 16, no. 1 (1990): 31-59. Maclachlan, Patricia L. "The Postwar Postal Regime and the Failure of Reform." In The People’s 

Post Office: The History and Politics of the Japanese Postal System, 1871–2010, 147-91. Cambridge (Massachusetts); London: 

Harvard University Asia Center, 2011. Maclachlan, Patricia L. "Post Office Politics in Modern Japan: The Postmasters, Iron 

Triangles, and the Limits of Reform." Journal of Japanese Studies 30, no. 2 (2004): 281-313. 
295 “Japan Approves Postal Privatization,” Washington Post, October 15, 2005 
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largest financial institution in the world measured by assets (see Figure 2), responsible for holding 

about a quarter of Japanese households’ assets ($3.3 trillion). At that time the Japan Post was 2.5 

times the size of Citigroup and about 20 times the size of Postbank, the German postal saving bank. 

The varied operations of Japan Post required 280,000 fulltime and 120,000 part-time staff. This 

meant that one in three Japanese public servants worked for Japan Post, more than the combined 

strength of the Japanese army, navy and air force.296 In summary, the Japanese people have long 

been familiar the concept of government-owned financial institutions and their personal experience 

with such institutions has largely been shaped by their many interactions with the nearly ubiquitous 

Japan Post.  

 
Figure 23 Banking Behemoths: World’s largest banks 

ranked by customer deposits  

 

 
 

Source: Bloomberg (as of January 2017, based on filings 

of banks’ latest fiscal year). 

 

Figure 24 Top 10 Banks compared with Japan Post in 2004 

 
Source: The Banker July 2004, “Koizumi shakes up the post 

office,” Financial Times, September 12, 2004. 

 

 

In the early-2000s, as Japan Post cast an ever-growing shadow upon rest of Japanese society it also 

became a topic of heated political debate. Impassioned calls for reforms and eventually even the 

privatization of Japan Post contributed to a charged political atmosphere in Japan. The biting 

                                                      
296 “Koizumi shakes up the post office,” Financial Times, September 12, 2004. 
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language used by political campaigns during this time to describe Japan Post negatively impacted 

the public’s attitude towards the concept of government-owned financial institutions. As The New 

York Times explained: “hardly a day goes by without some critique of Japan's postal savings 

system in the news media.” Some polemicists went as far as to depict the postal system as “evil.”297  

 

 

Privatization was the most contentious issue in the public debate about Japan Post and is often 

associated with the premiership of Junichiro Koizumi. Koizumi had advocated for radical changes 

to the postal savings system for two decades prior to becoming Prime Minister in 2001.298 In fact, 

his grandfather, Koizumi Matajirō was an original proponent of the idea in 1929 when he became 

Minister of Post and Telecommunications under Prime Minister Hamaguchi, a position that 

Koizumi later held when he was appointed by Prime Minister Miyazawa in 1992. When Koizumi 

became Prime Minister in 2001, he declared: “privatization of the post office is the first step toward 

the reconstruction of Japan’s politics and economy.”299 Koizumi argued that Japan Post financed 

wasteful spending on public projects of marginal economic value and contributed to Japan’s 

swelling national debt. By privatizing the postal savings system, Koizumi claimed he would: 

“destroy a system that neglects 120 million citizens to protect a few hundred thousand 

bureaucrats.”300 

 

In 2005, the Diet passed into law Koizumi’s plan to privatize the postal savings system, marking 

a major achievement in the course of Koizumi’s administration from 2001 to 2006 — the sixth 

                                                      
297 “Banking in Japan: At postal giant, friendly service and low fees,” The New York Times, September 28, 2002. 
298 For a detailed discussion about Koizumi’s privatization drive and problems with his privatization plan, see Amyx, Jennifer, 

Harukata Takenaka, and A. Maria Toyoda. “The Politics of Postal Savings Reform in Japan.” Asian Perspective 29, no. 1 (2005): 

23-48. Jennifer Amyx, “Reforming Government-Backed Financial Institutions: The battle for postal savings reform in Japan,” 

Working Paper Series Vol. 2005-17 November 2005. 
299 “Japan's Post Offices: Full-Service Political Battlefields,” The New York Times, August 30, 2005. 
300 “Japan Post,” Bloomberg, September 4, 2017.  
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longest in Japan’s history.301 However, in Japanese politics such resounding victories can easily 

later fall victim to reduction in compromise. 302  Today, privatization of Japan Post remains 

incomplete after repeated delays to implementation. In fact, privatization of the postal savings 

system has become a goal of “Abenomics,” the make-or-break plan to pull the Japanese economy 

out of a two-decade slump named after current Prime Minister Shinzo Abe (see Figure 3). In 2015, 

a small step towards full privatization was taken when Japan Post Holdings, the parent company 

of the Japan Post Bank, raised 1.4 trillion yen ($12.8 billion) in three initial public offerings for 

each of its subsidiaries. However, even after the sale of stock, the Japan Post Bank remained more 

than 70 percent government-owned.  

 

  

                                                      
301 Discussions on Koizumi and Japan’s postal savings reform, see Maclachlan, Patricia L. "Koizumi Junichirō and the Politics of 

Postal Privatization." In The People’s Post Office: The History and Politics of the Japanese Postal System, 1871–2010, 229-85. 

Cambridge (Massachusetts); London: Harvard University Asia Center, 2011. Hiwatari, Nobuhiro. "Japan in 2005: Koizumi's 

Finest Hour." Asian Survey 46, no. 1 (2006): 22-36. 
302 For example, in September 1997, the Administrative Reform Council presented to the Prime Minister Ryutaro Hashimoto an 

interim report on the split-up and privatization of postal savings and postal life insurance. The privatization was postponed due to 

objections from the Post and Telecommunications Ministry as well as legislators with close ties to the postal services. Eventually, 

the advisory panel abandoned the idea of privatization and settled for the establishment of a public corporation managing postal 

savings. 
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Figure 25 Privatization of Japan Postal Savings (2001-2012) 
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In the course of a nearly decade long political debate, the Japanese public has become keenly aware 

of the inefficiency and unsatisfactory governance at Japan Post. This experience has significantly 

influenced the public’s perceptions of government-owned financial institutions in general. It is not 

surprising then that when a small group of Japanese politicians proposed the establishment a 

Japanese SWF during the late-2000s, they faced a difficult time convincing their colleagues in 

government who were worried how a skeptical public may react. 

 

 

2. The push for a Japanese sovereign wealth fund (2007-2011) 

 

The idea of establishing a Japanese SWF was most actively discussed between 2007 and 2011, a 

period of frequent turnover among Japan’s top leadership. During this time, politicians from both 

the LDP and the DPJ crafted proposals for a Japanese SWF. These proposals had a small number 

of ardent supporters among Japanese politicians and bureaucrats but, ultimately, they failed to gain 

wide support. The Japanese financial services industry opposed the placement of public capital 

into a Japanese SWF because of its deep-rooted suspicions about the government’s ability to 

effectively manage financial resources. 303  Japanese bureaucracies also opposed the idea of a 

Japanese SWF. In particular, MoF feared that the establishment of a Japanese SWF using foreign 

exchange reserves as seed capital would expose the ministry to severe public criticism if the fund 

were to suffer investment losses. Apart from MoF’s opposition, the domestic political turmoil 

evident in the frequent turnover of Japanese prime ministers during this period prevented any 

advancement beyond discussions about a Japanese SWF at the top levels of Japanese leadership. 

                                                      
303 Interview with Nomura capital market manager, Tokyo, July 2017. 
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All this indicated that the establishment of a new Japanese SWF was far from the highest priority 

for Japan’s political class.   

 

Starting in 2007, momentum was gathering around the idea of a Japanese SWF for the purpose of 

increasing the rate of return on the investment of Japan’s foreign exchange reserves or its pension 

assets. In 2007, Morgan Stanley predicted in a report entitled Why Japan Should Have its Own 

Sovereign Wealth Fund that: “Japan will have one of the largest sovereign wealth funds in the 

world in the next two to three years [2009-2010].”304 The report calculated that of Japan’s $900 

billion in foreign exchange reserves in 2007, only $200 billion was necessary for trade purposes, 

leaving $700 billion to be potentially invested in a SWF. Dr. Takatoshi Ito, former Deputy Vice 

Minister for International Affairs of Japan’s Ministry of Finance and a professor at Columbia 

University also suggested that a portion of the $1.4 trillion in assets held by Japan’s Government 

Pension Investment Fund (GPIF) should be actively managed in order to boost its return.305  

 

These discussions point to the main economic rationale for a Japanese SWF, managing Japan’s 

vast pool of government-controlled assets in the form of pension assets and foreign exchange 

reserves. During the first half of the 2000s, MoF sold yen and bought U.S. dollars in a series of 

currency market interventions for the competitive purpose of holding down the value of the yen. 

This resulted in a $547 billion increase in Japanese foreign exchange reserves between 2000 and 

2004, bringing total foreign exchange reserves to $833 billion, by far the most in the world at the 

time (see Figure 4). This presented a problem once the need for currency market intervention 

                                                      
304 Stephen Jen, “Why Japan Should Have its Own Sovereign Wealth Fund,” Morgan Stanley Research, July 5, 2007. Stephen 

Jen, “Sovereign Wealth Funds: What they are and what’s happening,” World Economics, Volume 8, No. 4, October–December 

2007, footnote 6. 
305 “Key adviser: GPIF should sell ¥25 trillion in JGBs,” The Japan Times, April 18, 2014. 
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passed by the end of 2004, the excess reserves could not be sold back onto the market without 

restoking yen appreciation. However, MoF had no plans for managing excess reserves besides 

simply holding them in its FEFSA account at the BoJ. Additionally, the establishment of the 

Korean Investment Corporation in 2005 and the China Investment Corporation in 2007 served as 

catalysts to a discussion about the prospects of a Japanese SWF by suggesting that perhaps Japan 

risked falling behind its regional rivals if it did not use its foreign exchanges reserves to launch its 

own SWF.306 

 
Figure 26 Japanese intervention in yen exchange rate and foreign exchange reserves  

 
 

 

Seizing upon these arguments, a small group of government bureaucrats and politicians formed an 

alliance to advocate for the establishment of a Japanese SWF. Two leading bureaucrats within this 

group were Yuji Yamamoto and Yoshimi Watanabe, both the former ministers for financial 

services responsible for leading Japan’s Financial Services Agency (FSA). Yamamoto became 

                                                      
306 牧田健 (Takeshi Makida), “外貨準備運用積極化の是非 (Pros and Cons of Active Management of Foreign Exchange 

Reserves),” Business & Economic Review 2007 年 11 月号, 株式会社日本総合研究所 (The Japan Research Institute, 

Limited)。Accessed at https://www.jri.co.jp/page.jsp?id=4737  
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Minister for Financial Services in 2006, before which he had been the Vice Minister of Finance 

since 2003. Mr. Watanabe became Minister for Financial Services in 2007 before which he was 

Senior Vice-Minister of the Cabinet Office in the first Abe cabinet. Among those LDP politicians 

who supported the idea of a Japanese SWF the most active was Mr. Kotaro Tamura. He served as 

the Parliamentary Secretary for Economic and Fiscal Policy during the first Abe administration 

from 2006 to 2007. It was during this time that he began to argue that Japan’s public funds needed 

to be managed more effectively. Mr. Tamura pointed to Singapore’s Temasek as an example that 

Japan could follow in establishing a SWF that could achieve higher investment returns on Japan’s 

foreign exchange reserves.307  

 

In April 2007, discussions about a Japanese SWF advanced to the policy making level of the 

government in meetings of the Council on Economic and Fiscal Policy headed by Prime Minister 

Abe and within the policy study groups of the FSA and the LDP. At these meetings a proposal 

emerged for Japan to establish a special state investment fund modelled on Singapore’s Temasek. 

The fund would manage a portion of Japan’s foreign exchange reserves with the goal of improving 

financial returns and mitigating the long-term impact of the Japan’s ageing population.308 In July 

2007, Yuji Yamamoto visited Singapore and met with policymakers and senior executives at the 

country’s largest government-owned investment institutions, the Government Investment 

Corporation (GIC) and Temasek Holdings. Upon his return to Japan, Mr. Yamamoto 

recommended to Prime Minister Abe changes in the risk management and investments practices 

of Japanese pension funds and other pools of public funds. Mr. Yamamoto argued that these funds 

                                                      
307 He expressed his views on many occasions. See, for example, “Japan mulls investment fund to tackle aging crisis,” Financial 

Times, April 23, 2007. Also, “Japan, Tamura pushes for a sovereign wealth fund,” Euromoney, May 2, 2008.  
308 “Japan mulls investment fund to tackle aging crisis,” Financial Times, April 23, 2007.  
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should not hire external asset managers at the cost of paying commissions, but rather the 

government should recruit its own cadre of top-talent experts so that the government itself can 

invest funds and earn a higher return on public funds.309 

 

In December 2007, 42 LDP politicians formed a committee with Mr. Yamamoto as its chair and 

Tamura as the secretary general with the stated goal of creating a Japanese SWF with $100 billion 

in assets transferred from a combination of Japan’s foreign exchange reserves, public pension 

funds, and public real estate trusts.310 The committee argued the time was ripe for a Japanese SWF 

to invest in an international portfolio because falling global asset prices had made more attractive 

investments out of distressed assets, financial institutions, equities and commodities. At the 

committee’s first meeting on December 5, 2007, Yoshimi Watanabe, the FSA minister at that time, 

said that the U.S. subprime mortgage problems had done limited damage to Japan’s economy and 

therefore “this is an opportunity” for Japan to invest more broadly.311 As previously discussed in 

Chapter 3, similar sentiments in China led to vast investment losses among the Chinese SWF 

complex.  

 

In early 2008, this political push to create a Japanese SWF encountered strong opposition from 

MoF and significant skepticism among some of Japan’s leading financial research institutions. 

This indicated that while the group led by Mr. Yamamoto aimed to produce a set of concrete plans 

for a Japanese SWF by March 2008 and to launch the fund later that year, parts of the Japanese 

government weren’t planning on moving nearly as quickly, if at all. In February 2008, Finance 

                                                      
309 山本内閣府特命担当大臣閣議後記者会見の概要, 平成 19 年７月６日（金） 10 時 53 分～11 時 13 分. (Excerpt of 

Press Conference by Yuji Yamamoto, Minister for Financial Services), July 6, 2007. Accessed at 

https://www.fsa.go.jp/common/conference/minister/2007b/20070706.html  
310 “Push for Japanese sovereign fund,” Financial Times, December 6, 2007.  
311 “Push for Japanese sovereign fund,” Financial Times, December 6, 2007. 

https://www.fsa.go.jp/common/conference/minister/2007b/20070706.html
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Minister Fukushiro Nukaga openly rejected the idea of a Japanese SWF, saying that with the 

pursuit of higher returns on assets also came increased risk of a public backlash when the fund 

inevitably suffered a setback: “active management of public wealth involves high risks.”312  

 

Other senior officials from MoF argued that the first priority when investing foreign exchange 

reserves must be to ensure stability and liquidity and that all investment decisions must be made 

within that framework.313 MoF’s views were backed by some of Japan’s leading financial research 

institutes. Hideo Kumano, chief economist at Dai-ichi Life Research Institute, argued that an active 

investment strategy wasn’t always superior to MoF’s policy of simply holding cash-like 

instruments, especially when asset price volatility rises.314 Prime Minister Yasuo Fukuda, who 

became Prime Minister in September 2007, maintained a deliberately equivocal position in the 

debate over a Japanese SWF, saying in February 2008 that the Japanese government “must be 

cautious” when it comes it to national assets.315  

 

Criticism from MoF did not deter Yuji Yamamoto from organizing a new group, this time outside 

of the government, to proceed with his objective of drafting a set of concrete plans for a Japanese 

SWF. In February 2008, the SWF Review Project Team was created at the LDP’s National 

Strategy Headquarters. The team was led by Mr. Yamamoto and reported directly to Prime 

Minister Fukuda.316 The SWF Review Project Team quickly organized a series of meetings with 

leading academics and financial practitioners to discuss the appropriate model for a Japanese SWF. 

                                                      
312 “Idea of Japanese wealth fund rebuffed,” Financial Times, February 1, 2008. 
313 “Japan mull more aggressive approach to forex investment,” The Japan Times, December 9, 2007. 
314 “Japan mull more aggressive approach to forex investment,” The Japan Times, December 9, 2007. 
315 “Cautious Nukaga nixes sovereign wealth fund,” The Japan Times, February 23, 2008.  
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At one such meeting, Tokyo Stock Exchange Group President Atsushi Saito recommended that a 

Japanese SWF be strictly assessed on its performance with government officials supervising the 

fund’s operations but otherwise barred from taking part in the fund’s investment decisions, which 

would be left to outside professional asset managers.317 

 

In his public speeches and interviews Mr. Yamamoto seemed to favor Abu Dhabi Investment 

Authority (ADIA) and Temasek as potential models for a Japanese SWF, citing the former’s cash 

injection into Citigroup as an example of how a SWF can promote financial stability by leaning 

against the winds of volatile financial markets. Yamamoto argued that a Japanese SWF would 

promote global development by making investments in much poorer economies, earning the fund 

a higher expected return on capital while also serving the greater good.318 Such investments in 

growing economies would carry a relatively higher yield, helping to offset the decline in yields on 

Japanese assets resulting from its aging population, improving the overall financial health of Japan. 

Yamamoto also argued that a Japanese SWF could follow the example of Temasek by making 

strategic investments in natural resources and infrastructure projects for the purpose of securing 

energy supplies for Japan at stable prices.319 As envisioned by Yamamoto, the fund would be 

professionally administered by world-class talent lured away from various countries, boosting the 

status of Tokyo as global financial center and imparting some positive externalities upon the rest 

of Japan’s financial services industry.320  

 

                                                      
317 “TSE chief lays out SWF role, checks” The Japan Times, March 5, 2008. 
318 Abu Dhabi Investment Authority paid $7.5 billion to buy a stake in Citigroup in November 2007 to help the Wall Street Bank 

recoup capital lost following the collapse of the subprime-mortgage market. “Wealth fund should promote development, 

Yamamoto says,” The Japan Times, April 29, 2008. 
319 Temasek invested 6% of its assets in energy and natural resources as of March 2007 according to the fund’s website. “Wealth 

fund should promote development, Yamamoto says,” The Japan Times, April 29, 2008. 
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In May 2008, the LDP’s International Competitiveness Investigation Committee published a report 

in which it discussed the creation of a Japanese SWF from the perspective of strengthening Japan’s 

competitiveness as a global financial center. The team was headed by former senior vice Finance 

Minister Kazunori Tanaka. The report recommended that the management of the hundreds of 

trillions of yen held by government-owned entities be outsourced to private professional asset 

managers. The report also recommended changes to the investment objectives of the Government 

Pension Investment Fund (GPIF) in order to encourage it to take on more risk and earn a higher 

expected return on capital. The report called for GPIF’s target portfolio composition to be 

reallocated by decreasing domestic assets to 40 percent (from 67 percent) and raising international 

assets to 60 percent (from 33 percent); also, the required rate of return for risk management 

purposes should be raised to 7 percent annually, more than double GPIF’s average annual return 

over the five years prior. 

 

In a setback for Yuji Yamamoto and other supporters of a Japanese SWF, the committee expressed 

some caution towards the idea of a Japanese SWF. It’s report recommended that the bulk of Japan’s 

foreign exchange reserves remain untouched and that only the interest earned by the reserves be 

re-invested as capital for a SWF.321 This meant a proposed initial capitalization of a Japanese SWF 

of somewhere in the vicinity of $33 billion, based on figures released by MoF in 2007.322 This 

comprise approach would have left the proposed Japanese SWF rather thinly capitalized but was 

still not enough to quell dissent from those in the LPD who were most closely associated with 

MoF. Yoshitake Masuhara, a lower House member and former Finance Ministry bureaucrat, 

panned the idea of a Japanese SWF saying: “no major economies have such a fund.” Lower House 
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member Akihiko Yamamoto, senior Cabinet office Vice Minister in charge of Financial Services, 

questioned whether a Japanese SWF could be both successful and transparent, noting that the most 

successful SWFs reside in countries that don’t require information disclosures.323 

 

In June 2008, Yuji Yamamoto and the LDP SWF Review Team published their plans for a 

Japanese SWF. These plans represented at the very least a change of tack from Mr. Yamamoto’s 

initial proposals, and more likely they were a tacit acknowledgement that the MoF had largely won 

the SWF debate. The plans called for no foreign exchange reserves to be used in the capitalization 

of a Japanese SWF. Instead, the fund would be capitalized entirely by a 10 trillion-yen ($93.7bn) 

transfer of assets from GPIF.324 More important, this money would come with some major strings 

attached. Firstly, the SWF would not be allowed to invest in a way that significantly differed from 

the GPIF. Both would be required to invest 67 percent of assets in domestic bonds and the 

remaining 33 percent in other assets. Secondly, the fund’s required rate of return for risk 

management would be set to 3.5 percent annually, the same as GPIF. These two conditions meant 

that the SWF would be severely limited in the both nature and magnitude of investment risk it 

could take on.  

 

The investment objectives of the planned SWF were so curtailed it seemed that in effect its only 

mandate was to be a smaller, more professional version of GPIF. Yamamoto appeared to confirm 

this: “If the Government Pension Investment Fund is compared with a team of high school baseball 

players, the new [SWF] will be a group of major league players.” However, herein lied the 

existential danger faced by the new fund. The mandate of the fund would be reviewed five years 
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after inception and if its performance did not meet expectations then it would be disbanded; and 

as Yamamoto’s colorful sport analogy revealed, expectations were going to be high. Unfortunately, 

it was going to be difficult for the SWF to make significantly greater investment gains than GPIF 

because it was largely restricted to same investments as GPIF. One strategy to increase the fund’s 

returns without changing the portfolio’s composition would be to invest in more long-term or 

illiquid securities, a so-called portfolio tilt. There are indications in Yamamoto’s plan that this was 

the intended strategy of the SWF. The plan includes an unusual provision: for the first five years 

the fund would make no public disclosures about its investment activities. This implies the fund 

wanted to avoid scrutiny of its choices to invest in long maturity or illiquid securities, which could 

suffer short-term losses but would be expected to have greater gains in the long term. This secrecy 

may have been necessary from a financial perspective, but Yamamoto recognized it would make 

the politics of a Japanese SWF more problematic: “It will be difficult to win the understanding of 

Japanese people on the launch of the SWF, because some might think it is like putting taxpayers’ 

money into casinos.”325 After much debate and comprise, there was finally an LDP endorsed plan 

for a Japanese SWF, its realization seemed to be only a matter of timing. 

 

In September 2008, two months after receiving the plan for a Japanese SWF, Prime Minister Yasuo 

Fukuda (福田康夫) abruptly resigned. He was succeeded by Prime Minister Tarō Asō (麻生太

郎), who quietly shelved the plan amid a change in priorities from his predecessor.326 Mr. Kotaro 

Tamura, another outspoken advocate for a Japanese SWF, admitted that the plan had become “a 

hard sell.”327 For the remainder of Prime Minister Asō’s short-lived administration there was no 
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more discussion about active management of Japan’s foreign exchange reserves or pension assets. 

However, during the also short-lived administration of Prime Minister Yukio Hatoyama (鳩山由

紀夫) from September 2009 to June 2010, the idea of a Japanese SWF of sorts was revived albeit 

in a drastically different form than before.  

 

Shortly after assuming office, Prime Minister Hatoyama announced that he would delay 

indefinitely the privatization of the Japan Post Bank, a policy that had been foundational to the 

administration of his predecessor Prime Minister Junichiro Koizumi. Instead, the government 

would retain control of the bank and install new leadership under Shizuka Kamei, the Hatoyama-

appointed Postal reform minister. Kamei proposed that the bank’s $1.8 trillion in deposits be 

shifted out of investments in JGBs and U.S. Treasuries and used to capitalize a new investment 

fund that would focus on regional development within Japan in addition to overseas direct 

investments.328 Transport minister Seiji Maehara supported the proposal by saying a fund for 

investing in foreign natural resources and infrastructure, “would be a good way to spend 

money.”329  

 

An essential component to the proposal was convincing depositors that their savings were not at 

risk even as their money was used to capitalize the new investment fund. To this effect, the 

proposal called for the maximum amount of deposit insurance per person on a Japan Post Bank 

account to be raised from 10 million to 20 million yen. Naturally, some Japanese experts feared 

that the bank’s lack of prior experience with managing credit risk, especially in overseas markets, 

                                                      
328 Japan Post to expand into overseas lending, Financial Times, October 19, 2009 
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would lead to a large number of bad loans that would eventually have to be written-off, leaving 

the government on the hook to cover any losses and make depositors whole.330  

 

Japanese bankers were also skeptical of the proposal and its implications for the rest of the banking 

sector. Mr. Katsunori Nagayasu, chairman of the Japanese Bankers Association, publicly opposed 

raising the insured deposit cap. He argued that it may induce an outflow of deposits from private 

banks, resulting in the unintended consequence of reduced lending to smaller firms causing 

damage to small regional economies.331 Mr. Tadashi Ogawa, chairman of Japan’s Regional Banks 

Association argued that because the government’s association with the Japan Post Bank, some 

customers in times of uncertainty, may shift their deposits to the bank en masse, depriving the rest 

of the Japanese banking sector of access to deposit capital.332 This negative reaction from Japanese 

bankers was not unexpected. As recently as 2005, the Tokyo Metropolitan Government established 

a public bank, Shintaro Ishihara, to support small local companies having liquidity problems. In 

the end, the bank itself had a solvency problem. Examples like this combined with still fresh 

memories of Koizumi’s campaign for privatization in the early 2000s made the proposal to turn 

the Japan Post Bank into a government investment fund a very hard sell to the Japanese people. 

 

Prime Minister Hatoyama’s plan for the Japan Post Bank came to end when he resigned in June 

2010 to be succeeded by Prime Minister Naoto Kan (菅直人). In October 2010, the ruling DPJ 

unveiled an economic stimulus plan that called for Japan to consider making use of its foreign 

                                                      
330 “Postal privatization retreat assailed by finance sector,” The Japan Times, April 15, 2010. 
331 “Kamei pitches postal privatization retreat: Government would keep control; eyed deposit limit hike irks banks,” The Japan 

Times, March 25, 2010. 
332 “Kamei pitches postal privatization retreat: Government would keep control; eyed deposit limit hike irks banks,” The Japan 

Times, March 25, 2010. 

 



   
 

250 
 

exchange reserves to create a SWF. The chief architect of this stimulus plan was former trade 

minister Masayuki Naoshima.333 Once again the plan was met with cool criticism from MoF. Mr. 

Naoshima admitted that prior to the plan’s public announcement the ruling party had not reached 

any kind of agreement with MoF on how to set up the fund.334 Some political observers believed 

the proposal to be insincere and simply intended to “show off” to the voters that the administration 

was aware of the trend in countries such as China for SWFs to be used as a vehicle for earning 

higher returns on foreign exchange reserves.335 

 

Prime Minister Naoto Kan’s term was not long enough for his plan to advance beyond initial 

discussions. He resigned in September 2011, after only one year in office, and was succeeded by 

Prime Minister Yoshihiko Noda (野田佳彦). Prime Minister Noda inherited a very chaotic 

political economic situation. The Japanese yen had steadily appreciated following the massive 

earthquake and tsunami that struck Japan on March 11, 2011. Despite a coordinated effort by the 

G-20 and another round of currency market intervention by the MoF, the yen appreciated to a 

postwar record of 75.35 yen per dollar in October, shortly after Prime Minister Noda began his 

term. The strength of the yen undercut earnings of Japan’s large export-oriented companies like 

Toyota Motor Corporation and Sony Corporation. The government faced another challenge in how 

to finance the reconstruction of the vast areas destroyed by the earthquake without greatly 

increasing Japan’s already very high level of public debt, the highest among advanced economies 

at 231 percent of GDP in 2011.  
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It was amid these challenges that Prime Minister Noda’s administration introduced a proposal for 

a Japanese SWF during its first month of September 2011. Seiji Maehara, the DPJ’s policy 

architect, stated in an interview that the government should sell its shares in domestic companies 

and use the proceeds to set up a SWF that would buy foreign assets with yen, simultaneously 

combating the rising yen and raising funds for post-earthquake reconstruction without imposing 

new taxes.336 As before the idea sparked discussion, but unlike before the discussion was focused 

upon using foreign exchange reserves to buy assets in emerging market markets. Tsutomu Okubo, 

a former Morgan Stanley derivatives-trader and deputy head of DPJ’s policy committee said in an 

interview: “[Japan] should invest in not just the dollar and the euro, but in our trading partners like 

China, South Korea and Thailand. Holding Asian currencies like the yuan, the won and the Thai 

baht is natural if our trade with Asia is going to grow.”337    

 

The political momentum behind a Japanese SWF was once again brought to an abrupt halt by a 

change in leadership. In December 2012, Prime Minister Noda resigned after the DPJ lost a general 

election to the LDP. He was succeeded by Shinzo Abe, himself a former Prime Minister. Abe’s 

two nonconsecutive terms bookend a period between 2007 and 2012 that featured frequent 

turnover in Japan’s leadership. Under Abe there was finally enough political stability to allow 

plans for a Japanese SWF to succeed. Indeed, Abe was one of the LDP politicians who had 

supported Yamamoto’s initial calls for a Japanese SWF back in 2007. However, in the intervening 
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time and subsequent debate the MoF had changed its approach in regards to a Japanese SWF. 

Instead of opposing its creation, the MoF had instead coopted its best ideas.     

 

Observing that a Japanese SWF had become too politically difficult and time consuming to ever 

be implemented, the MoF took steps to create its own fund, functionally much the same as a SWF, 

but subordinate to the ministry. In August 2011, the MoF withdrew $100 billion from FEFSA to 

extend as a loan to the previously little-known Japan Bank for International Cooperation (JBIC). 

JBIC would then use that money to make new foreign currency loans to Japanese corporations 

with overseas operations.338 This move was met by little resistance from the rest of government. 

In fact, Seiji Maehara, a supporter of the idea of a Japanese SWF, requested that the amount of the 

loan be increased by 2 trillion yen ($25 billion).339 This move by the MoF and the reaction of the 

rest of government sent a clear signal that the idea of a Japanese SWF wasn’t entirely dead; what 

had unquestionably died was the idea of creating a completely new government institution and 

giving it control over Japan’s foreign exchange reserves. A Japanese SWF was still an achievable 

goal for its proponents, but it was going to have to come about in more subtle way that didn’t 

undermine MoF’s power and draw potential criticism and undue attention from either the Japanese 

public or interests abroad. For a variety of reasons, building up JBIC, restructuring it, and 

supplying it with loans of foreign exchange became the way forward for MoF to ultimately create 

a Japanese SWF, or to put it more precisely, a Japanese sovereign leveraged fund (SLF). How 

MoF changed and evolved its position to ultimately arrive at this conclusion is the topic of the next 

section. 
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3. How to move a mountain: the reaction of Japan’s Ministry of Finance to a proposed Japanese 

SWF 

 

Japan’s Ministry of Finance is considered to be the “Mount Fuji of all the ministries” of Japanese 

government, therefore its strong opposition constituted a formidable obstacle to the establishment 

of a Japanese SWF.340 MoF rejected the idea of creating a Japanese SWF using foreign exchange 

reserves on two grounds: first, given the size of Japan’s foreign exchange reserves even a small 

portion invested in a SWF could have a significant impact upon financial markets; second, MoF 

is risk-averse and its bureaucrats are wary of public criticism and the potential that it would face a 

backlash if such a SWF were to ever lose money.341 Since serious discussion of a Japanese SWF 

first emerged in late 2007, senior officials at MoF expressed reservations while bracing for 

resistance. For example, in February 2008, Minister of Finance Fukushiro Nukaga dismissed an 

LDP whitepaper on a Japanese SWF saying: “if, by some chance, a loss is incurred [by the fund] 

how will the Japanese public deal with it? I think the public […] prefers safe and secure 

[management of Japan’s foreign exchange reserves] and so, at this time, I do not think such a 

sovereign wealth fund will be created.” 342  In the subsequent years, MoF has more or less 

maintained this position, at least in public. 

 

When proposals for a Japanese SWF continued to resurface with each new administration (2007 

to 2012 was a period of especially high turnover) not only did MoF voice its opposition but it also 

constructed a policy response aimed at undermining the economic rationale for an independent 

Japanese SWF. MoF made three changes: 1) MoF slowly hired experienced professionals from the 
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financial services industry to join its foreign exchange reserves management team; 2) MoF 

engineered regulatory changes to the management of foreign exchange reserves, allowing more 

flexibility in the way FEFSA operated; and 3) MoF made an unprecedented move, allowing JBIC 

to borrow from Japan’s foreign exchange reserves to make foreign currency loans to Japanese 

companies with overseas operations. The discussion that follows in the remainder of this section 

will focus upon the first two of these changes. The third of these changes deserves a separate, 

detailed, multi-subsection discussion in Section III of this chapter.  

 

In July 2008, MoF announced that it would open a new office within its division of foreign 

exchange markets to focus solely on managing foreign exchange reserves. Although MoF intended 

to recruit former investment bankers with experience in cash management strategies to staff the 

new office, initial hiring was slow. At the time of creation, 16 of the 18 total staff were holdovers 

from the team previously responsible for reserves management and all were bureaucrats.343 In the 

years that followed, MoF ramped up hiring. In March 2009, MoF hired a former JP Morgan 

strategist Akihiko Yokoyama to help manage reserves. According to the ministry, Mr. Yokoyama 

was the first official recruited from the private sector for this specific purpose.344 In October 2017, 

MoF announced the hiring of another former Chief FX strategist at JP Morgan, Junya Tanase, to 

help improve the management of FEFSA.345 
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In addition to beefing up its in-house expertise in cash management, MoF also engineered the 

series of regulatory changes contained in the FEFSA Reform Bill (特別会計改革関連法案) and 

presented to an extraordinary session of the Diet in October 2013.346 The bill made two major 

changes to the way FEFSA operated. First, it allowed FEFSA to engage in securities lending from 

its vast portfolio of government securities with not only banks but also brokerage firms. Expanding 

the securities lending program to include brokerage firms, the most active participants in securities 

trading, meant that FAFSA could do greater volume of securities lending and earn more fees. 

Second, the bill allowed MoF to outsource the management of a portion of Japan’s foreign 

exchange reserves to private asset managers. In January 2014, MoF posted on its public website 

an announcement inviting private fund managers to apply for consideration as an “outsourcing 

partner” that would invest reserves on behalf of MoF.347 

 

 

While MoF was taking steps to assemble the expertise and legal authority necessary to more 

actively manage foreign exchange reserves, it was also laying the groundwork for an institutional 

relationship that eventually evolved into a major channel for reserves investment. As the U.S. slid 

into a recession in 2008, the dollar funding costs of Japanese companies rose to a level that posed 

a serious liquidity problem for Japanese exporters with major overseas operations. These 

companies appealed to MoF for assistance. In May 2008, MoF took unprecedented action, 

announcing a program whereby JBIC would be allowed to exchange yen for dollars held by 

FAFSA, JBIC would then in turn loan those dollars on to Japanese companies in need of financing. 

                                                      
346 “外貨準備運用を一部民間委託へ、証券会社にも外債貸付＝政府筋,” Reuters, 2013 年 10 月 13 日. 
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JBIC exchanged 500 billion yen ($4.82 billion) through the program over 10 months ending in 

March 2009.348 This marked the first time that Japan’s foreign exchange reserves had been used 

for such a purpose. MoF said the move didn’t reflect a new approach to managing reserves and 

was primarily intended to address liquidity concerns by giving JBIC more diversified and effective 

ways of procuring dollar funds. MoF’s claim was supported by the relatively small size of the 

program compared to Japan’s total foreign exchange reserves at the time, $975 billion. Nonetheless, 

these transactions established a facility between FAFSA and JBIC that would later become the 

basis for MoF orchestrating the transformation of JBIC into a sovereign leverage fund.      

 

 

To some observers these actions taken by MoF appeared to signal its intellectual shift towards a 

less risk adverse approach to reserves management and perhaps even a softening towards the idea 

of a Japanese SWF.349 However, this view fails to recognize that although MoF had become more 

comfortable taking financial risks with foreign exchange reserves, it remained deeply 

uncomfortable with the political risks associated with a SWF. The carefully built up reputation of 

MoF as the “ministry of all ministries,” staffed by the best and brightest of Japan, meant that if a 

Japanese SWF were to lose money and fail, then no matter what the circumstances, MoF would 

ultimately be held responsible by the Japanese public. This anxiety about a public backlash helps 

to explain why MoF contradicted Japanese foreign policy when it came to the issue of transparency 

by SWFs. On the international stage, Japan had joined the US and EU in formally calling for SWFs 

to adhere to a set of best practices and principles, including transparency about their investment 
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activities. Yet at home, MoF maintained the opinion that in the case of a Japanese SWF, such 

levels of transparency would not be conducive to the long-term success of the fund.350 It seemed 

like the only model for a SWF that MoF would be content with was one that it designed for itself. 

 

 

III. Japan’s Sovereign Leveraged Fund: Restructuring the Japan Bank for 

International Cooperation (JBIC)  
 

Since 2007, MoF’s absolute control over Japan’s foreign exchange reserves was challenged by 

proposals to use foreign exchange reserves to capitalize a Japanese SWF. MoF dismissed these 

proposals but they did prompt MoF to make several changes in reaction. MoF hired former 

investment bankers specializing in cash management to enhance its own in-house expertise and 

more important, MoF began to lend foreign exchange reserves to the Japan Bank for International 

Cooperation (JBIC). Since 2008, MoF has allowed JBIC to borrow from Japan’s FEFSA, which 

has become the largest source of funding for JBIC. JBIC uses these borrowed funds to provide 

financing for Japanese corporations’ overseas activates and advance Japan’s economic 

revitalization strategy. By borrowing from Japan’s foreign exchange reserves and reinvesting that 

money to support the Japanese state’s strategic goals, JBIC has become a sovereign leveraged fund 

(SLF). 

 

JBIC was established in 1999 as the result of a merger between two agencies of the Japanese 

government: the Export-Import Bank of Japan (JEXIM) and the Overseas Economic Cooperation 

Fund (OECF). JEXIM was responsible for providing long-term credit to export-oriented Japanese 

companies while OECF supported Japanese companies that invested in developing countries by 
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making Official Development Assistance (ODA) loans. The purpose of the merger was to 

consolidate the agencies’ yen lending programs into a single streamlined operation. JBIC inherited 

the missions of the two agencies: managing low-cost loans extended by the government as part of 

Japanese ODA and promoting Japan’s overseas trade and economic activities. The Economic 

Cooperation Bureau of the Ministry of Foreign Affairs (MOFA) was initially given oversight over 

JBIC due to responsibility for Japan’s ODA loans.351  

 

Since its founding in 1999, JBIC underwent two restructurings (see Figure 5): the first was in 2008 

as part of Japan’s ODA reform and the second was in 2012, primarily driven by Japan’s increased 

commitment to infrastructure export. These events mark three stages in the evolution of JBIC. The 

first stage was from 1999 to 2008, when JBIC was primarily focused on implementing ODA loans 

and was overseen by the Ministry of Foreign Affairs. The second stage, from October 2008 to 

March 2012, was when JBIC served as the international arm of the Japan Finance Corporation 

(JFC) and was under the authority of the Ministry of Finance. Lastly, the third stage from April 

2012 to the present, is when JBIC became a stand-alone government-owned financial institution. 

JBIC today is a completely different agency compared to when it was first established in 1999 in 

many aspects, including financial structure, risk tolerance, its missions, and organizational 

structure.  

 

                                                      
351 See Table 3, Japan’s ODA Administration -Institutional Setup in Masahiro Kawai and Shinji Takagi, “Japan’s Official 

Development Assistance: Recent Issues and Future Directions,” Wilson Center Asia Program working paper. Accessed at  

https://www.wilsoncenter.org/sites/default/files/oda.pdf  

https://www.wilsoncenter.org/sites/default/files/oda.pdf
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Figure 27 The Evolution of JBIC 

 
 

 

Senior government officials have been careful to distinguish JBIC’s credit support function from 

the types of direct investment done by sovereign-wealth funds set up in other countries. “It’s not a 

sovereign wealth fund, but a way of funding which allows JBIC to take risks”, according to Yoshito 

Sengoku, Japan’s chief cabinet secretary.352 Indeed, the peculiar funding structure of JBIC, in 

which FAFSA lends it foreign exchange reserves, is why JBIC cannot be cannot be considered a 

sovereign wealth fund and instead is best defined as a sovereign leverage fund. JBIC leverages the 

foreign exchange reserves of Japan to make investments aligned with the strategic goals of the 

Japanese government. Through the loan operations of JBIC, Japanese companies gain indirect 

access to a low-cost, stable source of capital. In effect, JBIC is engaged in a type financial risk 

transformation, borrowing money at the low-cost of a sovereign and then lending that money at 

                                                      
352 “A True ‘Japan Inc.’ Could Be on the Way,” The Wall Street Journal, December 30, 2010. 
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below market rates to private businesses whose objectives align with the strategic goals of the state. 

That makes it a strong case for JBIC as a sovereign leveraged fund.   

 

The rest of this section analyzes the making of Japan’s sovereign leveraged fund and how the 

Japanese government has successfully transformed Japan’s former ODA-loan implementing 

agency into a government-owned financial institution that takes on financial risk and finances the 

government’s agenda. The primary takeaway from the detailed discussion in the following sections 

is that by restructuring JBIC, the Japanese government has essentially removed the necessity to 

create a new government-owned investment fund using Japan’s foreign exchange reserves. The 

restructuring of JBIC was a process in which the Japanese government put new wine in an old 

bottle. Through two rounds of restructuring, JBIC today is transformed into a completely different 

agency compared to when it was first established in 1999, although the agency’s name has been 

preserved. As will be analyzed in the following sections, JBIC’s restructuring has been influenced 

and advised by Japanese business groups. JBIC’s first restructuring in 2008 was in the process of 

Japan’s ODA reform, a process in which the Keidanren played an indispensable advisory role in 

shaping the reform. JBIC’s second restructuring in 2012 was mostly driven by Japan’s 

infrastructure export strategy, a strategy in response to Japanese business groups’ overseas 

frustration due to a lack of government support compared to other competitors such as China and 

South Korea. As Japan’s sovereign leveraged fund, JBIC has been channeling Japan’s foreign 

exchange reserves into various overseas financing activities that serve Japan’s strategic interests. 

The rest of Section III tells the story of JBIC’s transformation into Japan’s sovereign leverage fund 

since 2008, at a time of global financial crisis and the years after.  
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1. First restructuring of JBIC (2008) 

 

After the creation of JBIC as a merger of two government agencies in 1999,353 it was restructured 

for the first time in 2008 as part of Japan’s ODA reform. ODA loans had always been the more 

important part of JBIC’s mission and correspondingly since its inception it fell under the authority 

of the Economic Cooperation Bureau of the Ministry of Foreign Affairs. In the early 2000s, Japan 

implemented a systemic reform of its ODA after several years of domestic debate. The reforms 

created Japan International Cooperation Agency (JICA) as a unified ODA agency in charge of all 

ODA loans and bilateral grants. This meant that ODA loans were excised from JBIC’s mission 

leaving it with only a mandate for supporting Japanese companies’ international trade.354 This 

focus was reaffirmed in October 2008 when JBIC was restructured as the international finance 

wing of the newly formed Japan Finance Corporation (JFC, 日本政策金融公庫).  

 

 

The Japan Finance Corporation (JFC) was established by the merger of JBIC with National Life 

Finance Corporation (NLFC), the Agriculture, Forestry and Fisheries Finance Corporation (AFC), 

and Japan Finance Corporation for Small and Medium Enterprise (JASME). MoF had oversight 

over the newly formed JFC, so consequentially the top position at JFC was held by a former official 

of MoF or METI with very few exceptions.355 At the same time, JBIC ceased to be an ODA loans 

implementation agency and became the international wing of the JFC with a revised four part 

                                                      
353 JBIC was established on October 1, 1999, through a merger of the Export-Import Bank of Japan (JEXIM) and the Overseas 

Economic Cooperation Fund (OECF). This merger was part of a comprehensive civil service reform in Japan approved by the 

Cabinet in March, 1995. In April 1999, the Diet approved “The Japan Bank for International Cooperation Law (Law No. 35, 

1999),” which stimulates the mission and the operational principles of the bank. The article also stipulates that JBIC shall not 

compete with commercial financial institutions. The Law document can be accessed at 

https://www.jica.go.jp/english/publications/jbic_archive/annual/2001/pdf/jap.pdf  
354 The New JICA, created in 2008, took over the Yen Loan program and since then the New JICA manages three key aid 

programs, namely, ODA grant ODA loans, and technical cooperation. 
355 Interview with IIMA senior economist, Tokyo, July 2017.  

 

https://www.jica.go.jp/english/publications/jbic_archive/annual/2001/pdf/jap.pdf
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mandate: 1) develop and acquire overseas natural resources that are important for Japan, 2) extend 

financing to maintain and improve the international competitiveness of Japanese industries, 3) 

promote overseas businesses with the purpose of preserving the global environment such as 

preventing global warming, and 4) prevent disruptions to the international financial order or take 

appropriate measures with respect to damages caused by such disruptions.356  

 

 

The restructuring of JBIC in 2008 and MoF’s oversight over it had great implications for its 

funding structure. Starting in 2008, loans from the MoF-administered FEFSA became a significant 

source of funds for JBIC. Indeed, since 2008 no other source of funds has contributed more capital 

to JBIC than FEFSA. Before 2008, JBIC was mostly financed from the government’s budget. 

These “on-budget” sources included loans from MoF’s Fiscal Investment and Loan Program (FILP) 

and to a lesser extent issuance of government-guaranteed bonds, direct capital contributions by the 

government, and simple government grants (see Figure 6).357 Starting from 2008, JBIC’s funding 

shifted to “off-budget” sources, mostly loans of foreign exchange from the FEFSA account 

administered by MoF. Initially, loans from FEFSA comprised a limited share of JBIC’s capital. 

Loans from FEFSA were 27 percent (490.3 billion yen) of JBIC’s capital structure in 2008 and 38 

percent (987.4 billion yen) in 2009. However, this share quickly increased to 67 percent (1.7 

trillion yen) in 2012 and was no less than 51 percent in any following year (Figure 7).  

                                                      
356 JBIC Annual Report 2017, p2. Accessed at https://www.jbic.go.jp/en/information/annual-report/pdf/2017E_00_full.pdf  
357 From FY2001, JBIC started to issue FILP Agency Bonds without a government guarantee in the domestic capital market as a 

new method of funding. Profile of JBIC, p65. Accessed at 

https://www.jica.go.jp/english/publications/jbic_archive/annual/2004/pdf/04.pdf  

https://www.jbic.go.jp/en/information/annual-report/pdf/2017E_00_full.pdf
https://www.jica.go.jp/english/publications/jbic_archive/annual/2004/pdf/04.pdf
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Figure 28 JBIC's Operation Model Prior to 2008 

 
 

Figure 29  JBIC Capital Structure FY 2006 - FY 2016 (billions of yen) 

  
 

 

MoF’s purpose in allowing FEFSA to lend to JBIC was to ensure that JBIC had ready access to 

foreign exchange so that it could make foreign currency loans to Japanese companies with overseas 

operations. This provided several benefits to Japanese companies. First, it gave them access to 

relatively low-cost foreign currency loans. Second, it insulated the profits of their Japanese parent 

group against a liquidity crunch causing a spike in foreign currency funding costs. In this way 

JBIC essentially transformed foreign exchange reserves into a form of leveraged finance available 
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to select Japanese companies with overseas operations that the Japanese government deemed to be 

acting in the national interest.  

 

2. The key role of Keidanren in Japan’s ODA reform and JBIC’s restructuring 

 

JBIC’s restructuring in 2008 came when Japanese business associations were particularly vocal in 

a call for the government to increase its support for Japanese companies’ expansion overseas, 

particularly with respect to Japan’s infrastructure exports. One of the largest and most influential 

such associations is Nippon Keidanren (the Federation of Economic Organizations). As a long-

time advocate of Japanese businesses’ interests and a source of policy advice to the government, 

Keidanren enjoys a prestigious position as an interlocutor between the Japanese government and 

Japanese business at large. Keidanren’s role was particularly influential in shaping the 

restructuring of JBIC in 2008. 

 

 

Keidanren’s membership includes 1,340 Japanese companies, most of the public companies listed 

on the First Section of the Tokyo Stock Exchange, and 156 nationwide industrial associations.358 

Many of the Japanese companies involved in ODA are members of Keidanren which makes it a 

key interest group involved shaping Japan’s ODA policies to better serve the competitive 

advantage of Japanese firms. According to Nippon Keidanren Director General Yoshio Nakamura, 

unlike the United States, Japan does not have a culture of “individual lobbying,” in which each 

company lobbies politicians. Instead, it is more common for companies to “collectively” lobby 

through Nippon Keidanren as this route is more effective.359    

                                                      
358 This set of number is as of May 31, 2018, and the source is Keidanren official website that can be assessed at 

http://www.keidanren.or.jp/en/profile/pro001.html  
359 “On 70th anniversary, top business lobby looks at what distance to keep from politics,” The Mainichi, May 31, 2017. 

https://mainichi.jp/english/articles/20170531/p2a/00m/0na/021000c . 

http://www.keidanren.or.jp/en/profile/pro001.html
https://mainichi.jp/english/articles/20170531/p2a/00m/0na/021000c
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Over the years, Keidanren has been the most influential force behind reforming Japan’s ODA 

system. It was a major advocate for consolidating all ODA programs under a single unified ODA 

administrative agency (JICA) and restructuring JBIC into a bank focused upon supporting 

international trade. As the locus of Japanese business power, Keidanren maintains close political 

ties with the long-time ruling LDP and close working relationships with Japanese bureaucrats. 

Keidanren is able to ensure that Japanese business interests remain high priorities on the ODA 

policy agenda. Sometimes Keidanren directly negotiates with bureaucratic leaders over aid and it 

often makes ODA policy proposals directly to Japanese government officials.360 

 

 

Keidanren publishes whitepapers, proposals, and reports that advocate not only the tactical 

interests of Japanese business but also serve to articulate a broader Japanese business strategy. 

Keidanren’s publications were the impetus for structural changes to Japan’s ODA system and the 

restructuring of JBIC to have an exclusive focus on financially supporting Japanese companies 

overseas. As early as 1997, Keidanren suggested that the fragmented system of state aid be 

streamlined by a consolidation of responsibilities into a “International Cooperation Agency.” It 

argued this would strengthen the collaboration between the government and the private sector and 

lead to greater use of the private sector’s human and financial resources to improve ODA.361 In 

May 2007, Keidanren presented to the Diet a report entitled: “Recommendations on Japan’s 

International Cooperation Policy and Expectations on the new JICA.” In this proposal, Keidanren 

                                                      
360 Keiko Hirata, “New Challenges to Japan's Aid: An Analysis of Aid Policy-Making,” Pacific Affairs, Vol. 71, No. 3 (Autumn, 

1998), pp. 311-334 
361 Keidanren policy proposal, “Reforming Official Development Assistance (ODA) in Japan,” April 15, 1997. The whole 

proposal can be accessed at http://www.keidanren.or.jp/english/policy/pol059/index.html  

 

http://www.keidanren.or.jp/english/policy/pol059/index.html
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expressed its position that “the new JBIC will make full use of its expertise in international finance 

and, as an effectively independent body, will play a greater role in backing the international 

operations of Japanese business.”362 Three days after hearing Keidanren’s recommendations, the 

Diet passed the Japan Finance Corporation Act (株式会社日本政策金融公庫法) which formally 

created the new JBIC with a mandate much as Keidanren had described. In April 2008, Keidanren 

issued another report entitled “On future directions of international cooperation: focus on a 

strategic viewpoint and strengthening public-private partnerships.” The report emphasized that 

JBIC, in its new non-ODA role, should still continue its international finance function and should 

utilize its expertise and human resources not only to make loans but also to issue credit guarantees 

and make direct investments.363  

 

 

In 2009, Keidanren began to emphasize that Japan should export more hard-infrastructure to 

developing countries, but in order to do so, Japan must first buildup “soft” infrastructure in those 

countries. The soft infrastructure to which Keidanren refers are bilateral government relationships 

and political agreements that are the precursors to trade deals and international business activity. 

Specifically, Keidanren recommended that Japan should focus on striking economic partnership 

agreements (EPA) with developing countries and then strategically deploy ODA loans to facilitate 

the purchase of hard-infrastructure built by Japanese companies. On occasion, executives of 

Keidanren helped Japanese government officials as they attempted to build such soft-infrastructure.  

One example is during Prime Minister Abe’s visit to Myanmar in May 2013, when he was 

                                                      
362 “Recommendations on Japan's International Cooperation Policy and Expectations on the new JICA,” Nippon Keidanren, May 

15, 2007. The original document can be accessed at http://www.keidanren.or.jp/english/policy/2007/040.html  
363 “今後の国際協力のあり方について―戦略的視点の重視と官民連携の強化―,” (社)日本経済団体連合会, 2008 年 4 月

15 日。 The whole proposal in Japanese language can be accessed at 

https://www.keidanren.or.jp/japanese/policy/2008/019/honbun.html  

http://www.keidanren.or.jp/english/policy/2007/040.html
https://www.keidanren.or.jp/japanese/policy/2008/019/honbun.html
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accompanies by more than 100 representatives from more than 40 Japanese businesses, including 

and infrastructure firms like Taisei and JGC Corporation. In subsequent years, JBIC itself would 

take on the responsibility of building soft-infrastructure in developing countries, simultaneously 

managing communications between Japanese businesses and host countries’ governments and 

providing the trade financing necessary to close export deals. 

 

 

3. JBIC during the Global Financial Crisis (2008-2009) 

 

a) JBIC as a liquidity provider for Japanese firms in times of global crisis  

 

Keidanren was among the first organizations to recognize that there was a new and very important 

role for JBIC to play in helping to maintain global financial stability. In a report published in 2009, 

Keidanren argued that “as part of Japan’s efforts to combat the international financial crisis, it is 

important to use the Japan Bank for International Cooperation (JBIC) and Nippon Export and 

Investment Insurance (NEXI) to secure sufficient liquidity for overseas affiliates and projects of 

Japanese companies.”364 In fact, JBIC had already been helping Japanese companies to weather 

the storm of the Global Financial Crisis. Since May 2008, MoF had given unprecedented 

permission for JBIC to use yen to buy U.S. dollars directly from FEFSA. In effect, this program 

opened up a back channel through JBIC by which the Japanese government could leverage its 

stockpile of more than $975 billion in foreign exchange reserves to supply U.S. dollars to Japanese 

companies that were facing a liquidity crunch abroad. The timing of this program proved critical, 

just five months after the U.S. entered a recession — crimping Japanese auto exports — and just 

five months before the collapse of Lehman Brothers — causing U.S. dollar funding rates to spike 

                                                      
364 “Pursuing Strategic, Enhanced International Cooperation Through Public-Private Cooperation,” Nippon Keidanren policy 

proposal, April 8, 2009. The whole proposal can be accessed at http://www.keidanren.or.jp/english/policy/2009/033.html  

http://www.keidanren.or.jp/english/policy/2009/033.html
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(see Figure 8). In this way, JBIC became a critical component to the extraordinary response by the 

Japanese government, and indeed the entire international community, to stabilize the global 

financial system.  

Figure 30 U.S. Auto & Light Truck Sales and LIBOR Overnight Funding Rate 

 
 

 

The Global Financial Crisis and its aftermath coincided with the period (2008-2012) that JBIC was 

a part of the Japan Finance Corporation (JFC) and under the authority of the Ministry of Finance. 

The newly restructured JBIC commenced operations as a part of JFC in September 2008, two 

weeks before Lehman Brothers filed for bankruptcy and the Global Financial Crisis reached its 

nadir. As short-term credit markets in the U.S. froze up financial institutions in the U.S. and Europe 

struggled to find funding for their dollar denominated assets and avoid fire sales. This caused the 

eurodollar system, in which banks normally park U.S. dollars outside the jurisdiction of the U.S., 

to suddenly and sharply reverse.365 The result was a “dollar shortage” everywhere outside of the 

                                                      
365 The US dollar shortage in global banking. BIS Quarterly Review. March 2009 
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U.S., a liquidity crunch on a global scale that toppled banks and seriously tested the resiliency of 

companies located outside the U.S. but nonetheless with dollar dependent operations.  

 

This was the situation in which many Japanese firms operating overseas found themselves, but 

most especially Japan’s auto making industry with its high exposure to the U.S. market. The 

business model of cars sales in U.S. often requires manufacturers to provide direct financing to 

individual car purchasers. This creates a need for manufacturers to have large amounts of working 

capital — in U.S. dollars — just to maintain normal order flow. For this reason, some large 

Japanese automakers, like Toyota, have entire U.S.-based financial services subsidiaries that 

arrange billions of dollars in financing in a single month. This meant that Japanese automakers 

were especially vulnerable when the Global Financial Crisis simultaneously sapped demand for 

cars and roiled dollar funding markets (see Figure 8). By December 2008, Toyota was reeling from 

its worst drop in sales in 20 years and was expecting its first annual operating loss in more than 70 

years.366 In March 2009, after months of hemorrhaging cash, Toyota became the first Japanese 

automaker to seek government assistance in the amount of $2 billion.367 JBIC would provide 

Toyota with a direct loan of $1.2 billion and government would guarantee an additional $800 

million in loans from private banks.368 Shortly thereafter, several other major Japanese carmakers 

followed suit and applied for loans from JBIC. Honda announced that it too was asking for a loan 

from JBIC to shore up its U.S. operations. 369  Mazda Motor Corporations’ financial services 

division chief Nobuyoshi Tochio explained why his company was seeking a loan from JBIC: “we 

can’t sell bonds right now […] the market isn’t functioning. Conditions are really bad.”370 

                                                      
366 “Toyota Expects Its First Loss in 70 Years,” The New York Times, December 22, 2008. 
367 “Toyota tapped JBIC funds to finance U.S. car sales,” The Japan Times, April 4, 2009 
368 “Japan taps forex reserves to ease crunch,” Financial Times, March 3, 2009. 
369 “Honda Seeks Tokyo Loan for US Operations,” The Wall Street Journal, March 5, 2009. 
370 “Mazda, unable to sell bonds, to seek government bailout,” The Japan Times, March 18, 2009 

https://www.japantimes.co.jp/news/2009/04/04/business/toyota-tapped-jbic-funds-to-finance-u-s-car-sales/#.XA33LmhKjIU
https://www.ft.com/content/c1820502-07aa-11de-9294-000077b07658
https://www.japantimes.co.jp/news/2009/03/18/business/mazda-unable-to-sell-bonds-to-seek-government-bailout/#.XA31RGhKjIU


   
 

270 
 

 

In March 2009, on the same day that Toyota announced it was seeking government assistance, 

MoF created a new program to ensure that JBIC itself would have sufficient lending capacity and 

access to U.S. dollars to conduct its lending operations to Japanese companies. Unlike the previous 

program from May 2008, in which JBIC exchanged yen for dollars from FEFSA, this time the 

FEFSA would lend dollars to JBIC on a low-cost, unsecured basis. Finance Minister Kaoru Yosano 

unveiled the plan saying: “the economy is becoming increasingly severe and it is necessary to take 

all possible measures to help companies get access to funds for their domestic and overseas 

businesses towards the fiscal year end on March 31.”371 At this point JBIC had all the features of 

a sovereign leverage fund. Although it remained relatively small in terms of assets, it was clearly 

engaged in leveraging Japan’s foreign exchange reserves for the purpose of risk transformation for 

the benefit of select companies that the state deemed to be aligned with the national interest.  

 
 

b) JBIC’s contributions to stabilizing the global financial system    

 

In response to the financial crisis, JBIC functioned as a key Japanese government-owned financial 

institution contributing to the stabilization of the global financial system and economic recovery. 

It provided liquidity to the market at the international level. At the regional level, it helped with 

Asian local bond markets’ development and facilitated yen-denominated Samurai bonds issued by 

foreign governments so that they could gain access to Japan’s capital markets. In addition, JBIC 

also provided much-needed support for trade finance in developing countries. 

                                                      
371 “Japan taps forex reserves to ease crunch,” Financial Times, March 3, 2009.  Also, “外国為替資金特別会計（外為特会）

から株式会社日本政策金融公庫国際協力銀行（JBIC）に対し貸付を行います,” 財務省, 平成 21 年 3 月 19 日. Accessed 

at 

https://www.mof.go.jp/international_policy/gaitame_kawase/foreign_exchange_fund_special_account/jbic_gaitame_houdou_210

319.htm  

https://www.mof.go.jp/international_policy/gaitame_kawase/foreign_exchange_fund_special_account/jbic_gaitame_houdou_210319.htm
https://www.mof.go.jp/international_policy/gaitame_kawase/foreign_exchange_fund_special_account/jbic_gaitame_houdou_210319.htm
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At the international level, JBIC partnered with the World Bank’s International Financial 

Corporation (IFC) to provide liquidity for global financial stabilization. On November 14, 2008, 

Japan’s Minister of Finance Shoichi Nakagawa and the President of the World Bank Group Robert 

B. Zoellick agreed to create the Bank Recapitalization Fund aimed at recapitalizing major local 

banks in small and medium developing countries. The fund was expected to distribute $3 billion 

over the following three years. On Japan’s side, JBIC was charged with taking the initiative and 

contributed $2 billion to the Bank Recapitalization Fund. On the World Bank side, the IFC 

contributed $1 billion. In February 2009, JBIC signed agreements with the International Financial 

Corporation (IFC) to provide loans and equity capital to the IFC Recapitalization (Equity) Fund 

L.P. and the IFC Recapitalization (Subordinated Debt) Fund L.P.372  

 

At the regional level, JBIC strengthened its support for the development of local bond markets in 

Asia to improve financial markets’ functioning and allow the region’s savings to be used for 

investment in the region. Representing the Japanese government, JBIC contributed to the Asian 

Bond Markets Initiative (ABMI) by assisting with the issuance of Asian local currency 

denominated bonds and providing guarantees for them. Under the ABMI, JBIC supported Japanese 

companies operating in other Asian countries to raise funds in local capital markets by 

guaranteeing local-currency denominated bonds issued by those companies in Asian markets. It 

also helped other Asian sovereign governments to raise funds through local bond markets as one 

way to overcome the difficulties presented by the Global Financial Crisis.  

 

                                                      
372 “Establishing the Bank Recapitalization Fund,” JBIC official website press release, accessed at 

https://www.jbic.go.jp/en/information/press/press-2008/1117-6687.html  

https://www.jbic.go.jp/en/information/press/press-2008/1117-6687.html
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In addition, JBIC also facilitated yen-denominated Samurai bond issuance by foreign countries 

and companies, which was another part of its response to the Global Financial Crisis.373 To help 

foreign countries and foreign companies gain access to Japanese credit markets, JBIC worked with 

foreign governments and financial institutions to issue yen-denominated Samurai bonds and in 

most cases agreed to provide guarantees for the bonds. In 2009 alone, Indonesia, Philippines, 

Colombia, and Mexico issued Samurai bonds guaranteed by JBIC (see Figure 9). Overall, four 

guarantees totaling ¥330 billion were provided to support the efforts of developing countries to 

regain access to financial markets during the global financial turmoil.374   

 

In response to the Global Financial Crisis, JBIC also launched exceptional measures to facilitate 

trade finance and overseas investment. The crisis caused a shortfall in available trade finance in 

developing countries. The WTO and World Bank estimated the trade finance gap to be somewhere 

between $100-300 billion.375 To help alleviate constraints on trade finance due to the liquidity 

crunch caused by the financial crisis, the Japanese government launched the Global Trade Finance 

Initiative in February 2009, and expanded the initiative in April 2009. Through this initiative, JBIC 

and NEXI (Nippon Export and Investment Insurance) were charged to provide up to $22 billion in 

additional support for trade finance to developing countries (see Figure 10), an increase of about 

24% over Japan’s normal annual contribution of about $90 billion.376 JBIC was responsible for 

providing trade support in the form of loans and guarantees totaling up to $6 billion over a 2-year 

period under the Global Trade Finance Initiative. In 2009 alone, JBIC made 6 loan commitments 

                                                      
373 Interview with Hiroshi Watanabe, Tokyo, July 2017. 
374 JBIC Annual Report, FY 2010, p12.  
375 “Japan’s Initiative on Trade Finance,” by Japan’s Ministry of Economics, Trade, and Industry. Accessed at 

http://www.meti.go.jp/policy/external_economy/toshi/trade_insurance/pdf/shinchaku/090402kinyu-shien_eng.pdf  
376 “Japan’s Initiative on Trade Finance,” by Japan’s Ministry of Economics, Trade, and Industry. Accessed at 

http://www.meti.go.jp/policy/external_economy/toshi/trade_insurance/pdf/shinchaku/090402kinyu-shien_eng.pdf 

http://www.meti.go.jp/policy/external_economy/toshi/trade_insurance/pdf/shinchaku/090402kinyu-shien_eng.pdf
http://www.meti.go.jp/policy/external_economy/toshi/trade_insurance/pdf/shinchaku/090402kinyu-shien_eng.pdf
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totaling $760 million to the export-import banks of Indonesia and Malaysia, Standard Bank of 

South Africa, the Andean Development Corporation and others in order to facilitate trade finance. 

JBIC also signed an MOU with IFC and the Asian Development Bank for the purpose of 

supporting trade finance.377 

 

                                                      
377 https://www.jbic.go.jp/en/information/press./press-2009/0427-6607.html, https://www.jbic.go.jp/en/information/press./press-

2009/0507-5958.html  

https://www.jbic.go.jp/en/information/press./press-2009/0427-6607.html
https://www.jbic.go.jp/en/information/press./press-2009/0507-5958.html
https://www.jbic.go.jp/en/information/press./press-2009/0507-5958.html
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Figure 31 Japan Global Trade Finance Initiative (2009) 

 
Source: “Japan’s Initiative on Trade Finance,” by Japan’s Ministry of Economics, Trade, and Industry. Accessed at 

http://www.meti.go.jp/policy/external_economy/toshi/trade_insurance/pdf/shinchaku/090402kinyu-shien_eng.pdf 

 
Figure 32 JBIC Support for the Stability of International Financial System in Response to the Global Financial Crisis (2008-2009) 

 
Source: JBIC Report on FY 2009 Operations 

 

http://www.meti.go.jp/policy/external_economy/toshi/trade_insurance/pdf/shinchaku/090402kinyu-shien_eng.pdf
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To be clear, JBIC provides trade finance under normal economic conditions as well.378 The Global 

Trade Imitative was a temporary measure launched by the Japanese government to provide 

additional support for trade finance. JBIC together with NEXI were the agencies in charge of its 

implementation. Through import and export loans, JBIC was able to support not only Japan’s 

exports but also imports from foreign countries, particularly natural resources. As Japan is poorly 

endowed with natural resources, providing import loans to secure the stable flow of natural 

resource imports for the long term is one of the key components of government policy.  

 

JBIC’s representation of the Japanese government as it worked to stabilize the global financial 

system through various initiatives and partnerships during the Global Financial Crisis put the bank 

on a different path compared with its past. Departing from its old role as an ODA-loan 

implementation agency, JBIC started to actively participate in global markets, both directly and 

indirectly. It also helped to explore new channels for foreigners to gain access to Japan’s domestic 

capital markets so that large amounts of domestic yen liquidity could be applied to broader 

investment opportunities. Additionally, starting from FY 2008, borrowing from Japan’s FEFSA 

became an important component of JBIC’s funding structure. By leveraging Japan’s foreign 

exchange reserves, JBIC started its transition towards becoming a Japanese sovereign leveraged 

fund and becoming an increasingly important tool for financing the advancement of the 

government’s economic strategy. 

 

                                                      
378 In general, JBIC provides trade finance via export loans (輸出金融) and import loans (輸入金融). Export loans are provided 

to overseas importers and financial institutions to support finance exports of Japanese machinery, equipment, and technology 

mainly to developing countries. Export loans cover, in principle, 50-60% of goods and services exported. Import loans support 

and finance the development and import of strategically important goods, such as natural resources. They can be extended to 

Japanese importers or foreign exporters. For more details, see “輸出金融,” 株式会社国際協力銀行, 

https://www.jbic.go.jp/ja/support-menu/export.html and “輸入金融,” 株式会社国際協力銀行, 

https://www.jbic.go.jp/ja/support-menu/import.html  

https://www.jbic.go.jp/ja/support-menu/export.html
https://www.jbic.go.jp/ja/support-menu/import.html
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c) JBIC’s support of Japanese overseas businesses’ activities   

 

One of JBIC’s core mandates is to support Japanese corporations attempting to develop their 

overseas operations. This mandate was firmly strengthened during the financial crisis. JBIC not 

only came to the rescue of big businesses like the Japanese car-making giant Toyota but also gave 

assistance to small-and-medium-sized Japanese firms. In December 2008, following a policy 

decision made by the Japanese government, JBIC launched Emergency Operations to Support 

Japanese Overseas Business Activities (海外事業支援緊急業務). This Emergency Operation 

included three temporary financial facilities aimed at helping to maintain the international 

competitiveness of Japanese industries. It later launched a fourth facility that turned out to be 

enduring, the Two-Step Loans (TSLs) program. The three temporary facilities were extended to 

March 31, 2011, based on the “Emergency Economic Countermeasures for Future Growth and 

Security” announced by the Japanese government on December 8, 2009 and the public notice 

issued by the Ministry of Finance on February 15, 2010.379  

 

The emergency facilities provided the following forms of support: 1) loans to major Japanese 

companies to finance their investment projects in developing countries; 2) supplier’s credits to 

support exports to developing countries;380 and 3) loans and guarantees to finance Japanese firms’ 

business operations in industrial countries. Through these three facilities, JBIC extended a large 

amount of loans and guarantees to Japanese firms operating in both developing and advanced 

countries. From the implementation of these three emergency facilities to the end of March 2009, 

                                                      
379 平成 22 年度 国際協力銀行業務実績, 報道発表／2011-7, 2011 年 5 月 6 日 
380 “国際金融秩序の混乱への対応について,” 2008年 12月 25日株式会社日本政策金融公庫,国際協力銀行 (“JBIC's 

Response to Global Financial Turmoil,” JBIC official website). Accessed at https://www.jbic.go.jp/en/information/news/news-

2008/1225-2010.html 

 

https://www.jbic.go.jp/en/information/news/news-2008/1225-2010.html
https://www.jbic.go.jp/en/information/news/news-2008/1225-2010.html
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JBIC provided ¥121 billion to finance business operations in developing countries and another 

¥455.8 billion to finance business operations in industrial countries.381 In FY2009, JBIC made 29 

commitments in loans totaling ¥57.8 billion to support trade and business activities in developing 

countries, and 43 commitments in loans and guarantees totaling ¥758.1 billion to support similar 

activities in developed countries.382   

 

The fourth facility of the Emergency Operations was launched in May 2009, the Two-Step Loans 

(TSLs) program. The TSLs program is different from the three temporary facilities in three major 

aspects. First, unlike the three temporary measures that extended loans and guarantees directly to 

Japanese firms, the TSLs program is an indirect financing facility. Through the TSLs, JBIC does 

not extend loans directly to the Japanese firms but instead lends capital loans to Japanese financial 

institutions, who then lend to Japanese firms in need of financial support. In 2009 and 2010, JBIC 

made a total number of 13 TSLs totaling ¥1 trillion to domestic financial institutions.383 Second, 

the three temporary programs served the purpose of maintaining the international competitiveness 

of Japanese industries in overseas markets. These programs targeted large Japanese corporations. 

The TSLs program is different. It was designed specifically to help mid-tier enterprises and small 

and medium-sized enterprises (collectively, “SMEs”) as well as second-tier large companies that 

were facing funding difficulties in their overseas expansions. As of 2009, the number of Japanese 

enterprises including sole proprietorships stood at 4.23 million; those with less than ¥1 billion in 

capital accounted for a remarkable 99.6% (4.21 million). Japanese SMEs generate about half of 

                                                      
381 JBIC Annual Report 2009.  
382 平成 21 年度 国際協力銀行業務実績, 報道発表／2010-9, 2010 年 5 月 7 日. 
383 平成 21 年度 国際協力銀行業務実績, 報道発表／2010-9, 2010 年 5 月 7 日. 平成 22 年度 国際協力銀行業務実績, 報道

発表／2011-7, 2011 年 5 月 6 日 
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the value added in the manufacturing industry and hire approximately three-quarters of all regular 

employees in Japan.384 Third, the TSLs program continues to serve as a special facility today under 

the category of JBIC’s Overseas Investment Loans, whereas the three temporary facilities of the 

Emergency Operation were terminated in March 2011. 

 

Apart from providing both direct and indirect financial support to Japanese companies, JBIC also 

helped to improve the conditions and environment in foreign markets in which Japanese firms 

operate. JBIC strengthened its network of contacts in foreign governments and financial 

institutions in order to cultivate a business environment that is more conducive to Japanese 

businesses’ success. For instance, in May 2008, JBIC signed an MOU with the Development Bank 

of Namibia on strengthening bilateral ties to increase business opportunities for Japanese firms. 

This reflects the great interest shown by Japanese firms in Namibia’s minerals and gas resources, 

which has led to several Japanese firms participating in resource development projects in 

Namibia.385    

 

A further step taken by JBIC to facilitate Japanese firms operating overseas in response to the 

Global Financial Crisis was that it was no longer confined itself to extending financial support to 

Japanese firms operating only in developing countries. Normally, JBIC’s financial support 

programs are provided only for firms operating in developing countries. In other words, JBIC was 

not allowed to provide loans or guarantees for Japanese firms operating in advanced economies. 

On December 26, 2008, Japan’s Cabinet approved the Cabinet Order for Amendment of Part of 

                                                      
384 JBIC Today, 2012 November, p.3. 
385 https://www.jbic.go.jp/en/information/press./press-2008/0529-6271.html 
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the Enforcement Order of the Japan Finance Corporation Act.386 Following this Cabinet Order, 

JBIC was asked to provide loans to Japanese firms operating in the developed world.387 With this 

regulatory change in place, JBIC launched a financing facility in January 2009 that provides loans 

and guarantees to Japanese firms (including small and medium-sized enterprises) to finance their 

business operations in industrialized countries.  

 

d) JBIC’s financing of Japan’s natural resource supply chain   

 

JBIC has played a greater role in assisting domestic companies’ overseas project financing after 

the Global Financial Crisis caused credit markets to freeze up. JBIC significantly expanded its 

Overseas Investment Loans both in terms of total value committed and as a share of total operations 

(see Table 3 and Figure 11). Between 2008 and 2009, 10 out of 13 JBIC commitments through 

Overseas Investment Loans were allocated to financing natural-resource-related projects, 

particularly energy, which amounted to approximately $10.34 billion (see Table 4 and Figure 12).  

Table 21 JBIC’s Operations by categories of commitments (2006-2010, billion yen) 

  FY2006 FY2007 FY2008 FY2009 FY2010 

  Amount  Share Amount  Share Amount  Share Amount  Share Amount  Share 

Loans and Equity Participations 1,049.00 63.50% 1,157.80 68.40% 2,170.90 80.60% 2,657.10 79.00% 1,127.70 63.90% 

 Export Loans 75.7 4.60% 37.8 2.20% 27.6 1.00% 97.8 2.90% 151.2 8.60% 

 Import Loans  8.2 0.50% 255.7 15.10% 15.4 0.60% 8.2 0.20% 169.5 9.60% 

 Overseas Investment Loans 889.6 53.80% 732.5 43.30% 1,816.50 67.40% 2,193.70 65.20% 710.3 40.20% 

 United Loans  75.5 4.60% 131.7 7.80% 225.5 8.40% 344.3 10.20% 76.8 4.30% 

 Equity Participations  - - - - 85.6 3.20% 13 0.40% 19.8 1.10% 

Guarantees  603.8 36.50% 534.3 31.60% 523 19.40% 707.9 21.00% 638.1 36.10% 

Total   1,652.80 100% 1,692.10 100% 2,693.90 100% 3,365.10 100% 1,765.90 100% 

                                                      
386 Eligible businesses are defined as “the business categories determined by the competent minister to belong to the industries 

that are experiencing significant difficulties in promoting the government policy of maintaining their international 

competitiveness due to the global financial turmoil.” Policy Issues in Insurance: The Impact of the Financial Crisis on the 

Insurance Sector and Policy Responses, OECD 2011, p92.  
387 For the official information from JBIC, see “Overseas Investment Finance for Japanese Firms to Finance Their Business 

Operations in Industrial Countries,” January 15, 2009. Accessed at https://www.jbic.go.jp/en/information/news/news-2008/1226-

2011.html 

https://www.jbic.go.jp/en/information/news/news-2008/1226-2011.html
https://www.jbic.go.jp/en/information/news/news-2008/1226-2011.html
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Note: 1) Figures may not add up due to rounding down. (Figures for before FY2008 may not add up due to rounding. 2) Note: 

Figures for commitments before October 2008 refer to former International Financial Operations. 

Source: 平成 22 年度 国際協力銀行業務実績, 別添, 表 3：国際協力銀行業務概況（過去５年間の推移） 

https://www.jbic.go.jp/wp-content/uploads/press_ja/2011/05/6768/3.pdf   

 

Figure 33 JBIC's Commitments FY 2006-2010 (billion yen) 

 
 
Table 22 JBIC Overseas Investment Loans (2008-2009) 

 

Date Project Region Category 

Amount  

($, 

million) 

2008-06-16  Loan Agreement for Sakhalin II (Phase 2) Project   Asia Infrastructures 3700 

2008-06-25  Loan for Australian LNG Project  Oceania Energy and Natural Resources 1000 

2008-08-06  Loan Agreement for Power and Desalination Project in Qatar Middle east Infrastructures; environment 1500 

2008-09-25  Support Japanese Firm’s Auto Parts Business Expansion in India   Asia Manufacturing and Services 20 

2008-09-26  Loan and Guarantee for Steel Mill Project in Brazil   
Latin America 

and the Caribbean 

Manufacturing and Services; 

infrastructures 
550 

2008-09-29  Loan for Project Supporting Egypt’s Natural Gas Development  Africa Energy and Natural Resources 500 

2008-12-30  
Project Finance and Political Risk Guarantee for Tanjung Jati B 

Coal-Fired Power Plant Expansion Project in Indonesia   
Asia Infrastructures 947 

2009-07-17  Loan for Increased Production of Anti-Malaria Nets in Tanzania  Africa Manufacturing and Services NA 

2009-07-28  
Loans for the Manufacturing and Sales of Thermal Power 

Generation Facilities in India   
Asia Infrastructures; environment 153.7 

2009-09-01  
JBIC Signs Loan Agreement for Acquiring Interest in Esperanza 

Copper Mine in Chile   

Latin America 

and the Caribbean 
Energy and Natural Resources 650 

2009-10-20  
Loan Agreement with Abu Dhabi for the Shuweihat S2 Power 

and Desalination Project   
Middle east Infrastructures; environment 1.111 

2009-10-22  
Loan for Manufacturing and Sales of Thermal Power Generation 

Facilities in India   
Asia Infrastructures; environment 90 

2009-12-16  Project Finance for LNG Project in Papua New Guinea Asia Energy and Natural Resources 1800 

Total (exclude Manufacturing and Services) 10341.811 

https://www.jbic.go.jp/wp-content/uploads/press_ja/2011/05/6768/3.pdf
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Source: JBIC official disclosure. Data can be accessed at https://www.jbic.go.jp/en/information/press/investment.html  and 

Indonesia: Public Finance/Subsidies for Coal, http://priceofoil.org/content/uploads/2014/06/OCI-Indonesia-Coal-

Subsidies-Summary-February-2014.pdf  

 

  Figure 34 JBIC’s Support to various phases of energy supply chain 

 
Source: Presentation by Toshiyuki Kosugi, JBIC Managing Director, at the 52nd Australia - Japan Joint Business Conference. 

PPT can be accessed at https://www.jcci.or.jp/jabcc52-4-2p.pdf  
 

 

The majority of JBIC’s energy-related Overseas Investment Loans were extended to a couple of 

Japanese general trading companies (sogo shosa) and oil & gas companies. The loans were used 

to enable their overseas investments along various stages of the energy supply chain. JBIC 

provided the lion’s share of the capital for many of energy-related projects during 2008-2009, 

ranging from oil and gas field development, pipeline construction, refineries upgrade, and energy 

infrastructure construction among others (see Figure 12). JBIC’s energy-related financing during 

this period was geographically diversified, ranging from Russia’s Far East, Asia and Oceania, 

Middle East and North Africa (see Table 4). For instance, in June 2008, JBIC agreed to provide 

up to $3.7 billion in project financing for the development of the Sakhalin II Project off the coast 

of Russia’s Sakhalin Oblast. Mitsubishi Corporation and Mitsui & Co., Ltd., the top two largest 

general trading companies, have held a combined interest of 22.5% share in this project for many 

years and have engaged in large-scale energy resource development jointly with Gazprom (50% 

https://www.jbic.go.jp/en/information/press/investment.html
http://priceofoil.org/content/uploads/2014/06/OCI-Indonesia-Coal-Subsidies-Summary-February-2014.pdf
http://priceofoil.org/content/uploads/2014/06/OCI-Indonesia-Coal-Subsidies-Summary-February-2014.pdf
https://www.jcci.or.jp/jabcc52-4-2p.pdf
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plus 1 share) and Shell (27.5% minus 1 share).388 In June 2008, JBIC also signed a loan agreement 

totaling up to $1 billion with Woodside Finance Limited, a financial subsidiary of Australia’s 

largest oil and gas explorer, to finance the Pluto LNG project in Western Australia. This LNG 

project is a joint project of Woodside, Japan’s Kansai Electric Power Co., Inc. and Tokyo Gas Co. 

The latter two, Kansai and Tokyo Gas, agreed to purchase 3.75 million metric tons of LNG per 

year under a 15-year period sales contract, constituting approximately 90% of the LNG produced 

by this project.389   

 

In addition to energy-related projects, JBIC also financed mineral resource acquisitions by 

Japanese general trading companies. For instance, in August 2009, JBIC agreed to provide up to 

$650 million in loans to Marubeni Corporation, Japan’s fifth largest general trading company, to 

finance Marubeni’s acquisition of a 30% interest in Chile’s Esperanza copper mine.390 Copper 

imports from Chile accounted for 43% of Japan’s total copper imports. Therefore, this loan is 

considered by JBIC as contributing to the goal of securing a long-term and stable supply of 

important resources to Japan.391 

 

The alliance between JBIC and Japanese general trading companies and Japanese oil & gas 

companies did not occur by accident. Financing Japanese firms’ overseas natural resources 

                                                      
388 “サハリンⅡプロジェクト（フェーズ２）に対する融資契約の調印, 日本のエネルギー資源の安定的確保・エネル

ギー安全保障に貢献” JBIC 新聞発表／2008-22, 2008 年 6 月 16.https://www.jbic.go.jp/ja/information/press/press-

2008/0616-6171.html  

389 “豪州・プルート LNGプロジェクトに対する融資契約の調印:日本の電力・ガス会社の資源開発の支援を通じて天

然ガス資源の安定確保に貢献”JBIC 新聞発表／2008-26, 2008 年 6 月 25 日. 

https://www.jbic.go.jp/ja/information/press/press-2008/0625-6554.html  
390 “チリ共和国エスペランサ銅鉱山権益取得に対する資源金融供与, 日本企業による長期、安定的な銅精鉱の確保を

支援” JBIC 報道発表/2009-27, 2009 年 9 月 1 日. https://www.jbic.go.jp/ja/information/press/press-2009/0901-6228.html  
391 Ibid. 

 

https://www.jbic.go.jp/ja/information/press/press-2008/0616-6171.html
https://www.jbic.go.jp/ja/information/press/press-2008/0616-6171.html
https://www.jbic.go.jp/ja/information/press/press-2008/0625-6554.html
https://www.jbic.go.jp/ja/information/press/press-2009/0901-6228.html
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investments and acquisitions satisfies JBIC’s two most important missions, namely, “promoting 

the overseas development and acquisition of strategically important natural resources to Japan,” 

and “maintaining and improving the international competitiveness of Japanese industries.”392 

JBIC’s financial commitment in these two mission areas amounted to ¥2515.2 billion (93.3% of 

total) in FY 2008 and ¥1309.8 billion (38.9% of total) in FY 2009. 393  The general trading 

companies are JBIC’s natural partners given their special position in Japan’s business hierarchy. 

They dominate the top layer of the Japanese business pyramid and have played an important role 

in the rise of Japanese economy. Since the Japanese economic reconstruction after WWII, the 

general trading companies have built an expansive and sophisticated global business network.394 

They have been an incredible source of economic intelligence, collecting information and guidance 

on markets, suppliers of particular products of interest to Japanese importers, export prospects, 

and Japanese foreign direct investment opportunities. While the business intelligence they 

collected was designed primarily for business clients, the information is also shared with the 

government bureaucracy.395 By financing overseas projects operated by these general trading 

companies, JBIC has been able to directly participate in overseas resource acquisition and reduce 

its risk exposure thanks to the high-quality information and intelligence possessed by these general 

trading companies.   

 

In addition to providing overseas investment loans, JBIC also has made direct equity investments 

for the purpose of securing overseas energy and natural resources. This is usually conducted by 

                                                      
392 JBIC Annual Report, 2009. 
393 It committed more to the stabilization of global financial order in FY2009 due to the deterioration of the global financial 

market. 
394 Interview, former BoJ official, Tokyo, July 2017. 
395 Hugh Patrick, “Legacies of Change: The Transformative Role of Japan’s Official Development Assistance in its Economic 

Partnership with Southeast Asia,” Discussion Paper No. 54, Columbia University APEC Study Center Discussion Paper Series, 

January 2008. 
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joint investment with one or several Japanese companies. For example, in February 2009, JBIC 

partnered with Tokyo Electric Power Company (TEPCO) and Toshiba Corporation to make a joint 

investment in Uranium One Inc., a major Canadian-listed Uranium producer and marketer. The 

three parties agreed to subscribe to a new share issuance of 117 million shares (19.95% of all 

equity shares) at a total price of about ¥20.2 billion. To take up the full share issuance, JBIC and 

the two Japanese corporations established a special purpose vehicle (SPV) in Canadian British 

Columbia named Japan Uranium Management Inc. JBIC holds 20% of this SPV and the rest is 

equally divided between TEPCO and Toshiba. 396  This equity investment was the first-ever 

Japanese investment in a major overseas uranium company. JBIC’s equity participation supporting 

this investment showed that it supports the acquisition of uranium resources for Japan and is 

aiming to improve the international competitiveness of the Japanese nuclear industry.  

 

JBIC’s funding structure dictates that its lending activities are leveraged lending and its investment 

activities are leveraged investment. The Overseas Investment Loans program is an example of this, 

showcasing how the Japanese government uses JBIC to leverage financial resources that cannot 

otherwise be easily and efficiently deployed in the market to achieve a particular agenda. Between 

2008-2009, JBIC was mostly funded by borrowing from FEFSA, borrowing from FLIP, and 

capital raised by issuing government-guaranteed bonds in international capital markets. It also 

raised a very limited amount of capital by direct capital contribution from FLIP and FLIP-agency 

bonds, among other sources. The lion’s share of JBIC’s funding comes from government-

controlled pools of capital or government-guaranteed liabilities. JBIC uses borrowed capital to 

                                                      
396 カナダ法人ウラニウム・ワン社の第三者割当増資による株式引受について: 戦略合意書及びウラン引取契約締結に

よる長期的且つ戦略的な協力関係の構築,2009 年 2 月 10 日,新聞発表／2008-68,東京電力株式会社-株式会社東芝-株式

会社日本政策金融公庫国際協力銀行. https://www.jbic.go.jp/ja/information/press/press-2008/0210-6135.html  

https://www.jbic.go.jp/ja/information/press/press-2008/0210-6135.html
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finance Japanese companies’ overseas activities in the form of equity participation or various types 

of loans.  

 

When JBIC operated under JFC, it not only supported Japanese businesses in terms of financing 

but also in terms of political risk mitigation.397 Japanese energy-related companies need to work 

with foreign national energy companies, which can expose them to political risk of all kinds. JBIC 

assists Japanese businesses overseas by assuming certain risks, among these are political risk and 

currency risk which is commonly faced by overseas business operations. JBIC assists Japanese 

businesses undertaking overseas projects when they encounter difficulties in their relations with 

local governments and authorities or logistical issues resulting from inadequate infrastructure. 

 

 

e) JBIC’s role in combating yen appreciation (2010-2012) 

 
In the immediate aftermath of the Global Financial Crisis, JBIC participated in mitigating the effect 

of yen appreciation by investing part of Japan’s foreign exchange reserves under the Japanese 

government’s instruction. Between August to October 2010, the yen steadily appreciated against 

major global currencies. It appreciated against the euro by 15 percent and against the U.S. dollar 

by 10 percent.398 To counter the rising yen, the Japanese government did not resort to currency 

intervention in the foreign exchange market as it normally does. Rather, it decided to take 

advantage of the rising yen and promote increased overseas investment by Japanese companies. 

To this end, part of Japan’s foreign exchange reserves was transferred to JBIC so that it could 

make foreign currency loans to support overseas acquisitions by Japanese companies. The net 

                                                      
397 Interview with JBIC’s representative in Washington DC, October 2018. 
398 “How and why the yen is suddenly the world’s strongest currency,” Financial Times, October 13, 2008. 
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effect was Japanese companies converting large amounts of yen into U.S. dollars, much the same 

as if MoF had intervened in the currency market itself. In early October 2010, the Japanese 

government laid out the “Comprehensive Emergency Economic Measures in Response to Yen 

Appreciation and Deflation”, in which it stated that the government will “make strategic overseas 

loans and investments through JBIC, Japan Oil and Gas Metal and Mineral Resources 

Organization (JOGMEC), and the Innovation Network Corporation of Japan,” seeking to “make 

more efficient use of the FEFSA.” 399  Following this policy, in late October, MoF made an 

announcement allowing JBIC to borrow up to ¥1.5 trillion ($18.44 billion) from the country’s 

foreign exchange reserves.400 This credit line was designed as a backup in case turmoil in financial 

markets made it difficult for JBIC to secure foreign currencies in the open market. JBIC could use 

the borrowed foreign exchange reserves to extend loans in foreign currency to Japanese firms to 

cover part of their foreign currency need in their overseas activities. Alternatively, JBIC could also 

make yen investments in Japanese corporations, who would then exchange the yen funds into 

foreign currencies in order to finance their operations in foreign countries. This would effectively 

create downward pressure on the yen in the foreign exchange market. 

 

The 3/11 Tohoku earthquake in 2011 brought about rapid appreciation of the Japanese yen. The 

Japanese currency surged against all 16 of its most-traded counterparts after the worst earthquake 

in at least a century struck Japan.401 From March 10 to March 17 in 2011, the yen rose by about 5 

                                                      
399 “円高・デフレ対応のための 緊急総合経済対策～新成長戦略実現に向けたステップ２～” 平成 22 年 10 月 8 日閣議

決定(“Comprehensive Emergency Economic Measures in Response to Yen Appreciation and Deflation-Step 2 toward the 

Realization of the New Growth Strategy-”) Accessed at the official website of Japanese Cabinet Office, 

https://www.kantei.go.jp/jp/keizaitaisaku2010/keizaitaisaku_step2.pdf  
400 “Japan to lend JBIC up to $18.4 bln from FX reserves,” Reuters, October 25, 2010. “A True 'Japan Inc.' Could Be on the 

Way,” Wall Street Journal, December 30, 2010. 
401 “Yen Surges as Japanese Earthquake, Tsunami Spark Repatriation,” Bloomberg, March 11. 2011.  
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percent against the U.S. dollar. The JPY/USD exchange rate fell from 82.98 JPY/USD at noon 

U.S. eastern time on March 10 to 78.74 JPY/USD at the same time on March 17.402 At one point 

the JPY/USD exchange rate reached 76.25, the strongest yen exchange rate since World War II.403 

Sustained yen appreciation undermines the competitiveness of Japanese exports and puts strong 

deflationary pressure on Japan’s export-powered economy. Japan’s economy was struggling to 

come out of a recession even before being struck by the earthquake and tsunami. A soaring yen 

combined with the huge economic and financial loss and infrastructure damage caused by the 

natural disaster threatened to derail Japan’s modest economic recovery.404  

 

Neither coordinated currency intervention by G-7 nations to stem the rising yen immediately 

following the earthquake nor unilateral FX market intervention by MoF a few months later 

effectively prevented the yen from appreciating (see Figure 13 and Table 5). In response to the yen 

appreciation associated with the tragic events in Japan, the G-7 finance ministers and central bank 

governors held a conference call on the evening of Thursday, March 17 (Friday morning in Tokyo). 

In a statement expressing “solidarity with the Japanese people,” the G-7 countries announced that 

they would conduct a coordinated intervention the next day to assist Japanese authorities in 

stemming the yen’s rise.405 The immediate result was a 4 percent decline in the yen’s value and a 

large reduction in foreign exchange market volatility over the next two days. But this did not last 

long. Beginning in April 2011, the yen rose again. By August, the yen had risen over 8 percent 

                                                      
402 Christopher J. Neely, “A Foreign Exchange Intervention in an Era of Restraint,” Federal Reserve Bank of St. Louis Review, 

September/October 2011, 93(5), pp. 303-24. 
403 “Yen hits record-high against US dollar as Nikkei falls,” BBC News, March 17, 2011. 
404 There are many discussions and analyses of the economic impact of the earthquake. For example, J Tokui et al., “The 

Economic Impact of the Great East Japan Earthquake: Comparison with other disasters, supply chain disruptions, and electric 

power supply constraint,” March 2012, Policy Discussion Papers 12004, Research Institute of Economy, Trade and Industry 

(RIETI). William H. Cooper et al., “Japan’s 2011 Earthquake and Tsunami: Economic Effects and Implications for the United 

States,” Congressional Research Service, March 25, 2011. 
405 “Group of 7 to Intervene to Stabilize Yen’s Value,” The New York Times, March 17, 2011. 
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against the U.S. dollar. The JPY/USD exchange rate hit a four-month low of 76.29 (signaling yen 

strength), slightly above of the record low of 76.25 in March.406 To alleviate the strains of yen 

appreciation on the Japanese economy and Japan’s post-earthquake recovery, MoF and BoJ 

conducted unilateral intervention in the FX markets on August 4, with BoJ adding an additional 

¥10,000 billion ($12.7bn) to its ¥40,000 billion asset-purchase program.407  This intervention 

proved to be ineffective as the JPY/USD rate returned to the level before the intervention after just 

3 days.408 

Figure 35 Trend of the Yen/USD exchanging market 

 
 

Table 23 Japanese MoF Foreign Exchange Intervention Involving Buying Dollar (2011) 

Intervention Date Amount Currency Pairs 

November 4, 2011 ¥ 306.2 billion  Bought USD, sold JPY 

November 3, 2011 ¥ 202.8 billion  Bought USD, sold JPY 

November 2, 2011 ¥ 227.9 billion  Bought USD, sold JPY 

November 1, 2011 ¥ 282.6 billion  Bought USD, sold JPY 

October 31, 2011 ¥ 8,072.2 billion Bought USD, sold JPY 

August 4, 2011 ¥ 4,512.9 billion Bought USD, sold JPY 

March 18, 2011 ¥ 692.5 billion Bought USD, sold JPY 

                                                      
406 “Yen intervention meets wall of haven demand,” Financial Times, August 4, 2011. “Statement of G-7 Finance Ministers and 

Central Bank Governors,” U.S. Department of the Treasury, March 17, 2011. The statement can be accessed through the official 

website of the U.S. Department of the Treasury at https://www.treasury.gov/press-center/press-releases/Pages/tg1110.aspx  
407 “Japan intervenes to force down yen,” Financial Times, August 4, 2011. “Yen slumps 2% on Japan intervention,” CNN 

Money, August 4, 2011. 
408 “Currency intervention by the Japanese government/BOJ,” market report by Daiwa Asset Management Co. Ltd., October 31, 

2011. Accessed at https://www.daiwa-am.co.jp/system/files/english/market/english_market_20111101_9053.pdf  

https://www.treasury.gov/press-center/press-releases/Pages/tg1110.aspx
https://www.daiwa-am.co.jp/system/files/english/market/english_market_20111101_9053.pdf
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(Source: Japan’s Ministry of Finance statistics on “Foreign Exchange Intervention Operation”. The data can be 

accessed at MoF website https://www.mof.go.jp/english/international_policy/reference/feio/quarter/index.htm)  

 

 

While currency interventions failed to generate a long-lasting effect, the Japanese government 

resorted to unconventional means. It lent foreign currency reserves to JBIC with the intention of 

taking advantage of the rising overseas purchasing power of an appreciating yen. On August 24, 

the Japanese government launched a $100 billion loan program (about ¥7.7 trillion) through which 

the Japanese government would lend foreign currency reserves to JBIC, which would then channel 

the funds to finance Japanese corporations’ overseas activities.409 This program was an unusual 

one-year scheme aiming to encourage Japanese companies to shift their yen holdings into foreign 

currencies and spur overseas mergers and acquisitions (M&A), as the appreciation of the yen 

threatened to erode export profits but also had boosted the yen’s purchasing power in international 

markets. JBIC financed as much as 60 percent of overseas mergers and acquisitions and 70 percent 

of purchases of foreign assets during that time. Borrowers were expected to obtain elsewhere the 

additional dollars to complete their deals and thereby boost the dollar against the yen.410 Mr. 

Tsutomu Okubo, deputy head of the DPJ’s policy committee who was also a former Morgan 

Stanley derivatives trader, commented in an interview with Bloomberg that JBIC is Japan’s de 

facto “clever sovereign wealth fund” because the country was moving up to $100 billion of its 

reserves to the JBIC to help Japanese companies’ overseas mergers and acquisitions and to secure 

natural resources abroad. This move “means Japan is channeling its accumulation of dollars to the 

places that most need dollar-funding.” He also mentioned discussions with MoF officials seeking 

to further expand the funding of JBIC beyond just the nation’s foreign reserves. 

                                                      
409 “Japan Noda: To Set Up $100 Bln Fund to Fight High Yen,” ForexLive, August 29, 2011. “Japan sets $100B to manage 

strains of strong yen,” The San Diego Union-Tribune, August 23, 2011. 
410 “Strong Yen Belies a Worrisome Japanese Economy,” Bloomberg, June 3, 2012. 

 

https://www.mof.go.jp/english/international_policy/reference/feio/quarter/index.htm
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The initial $100 billion loan to JBIC was increased to $130 billion, which was all borrowed from 

Japan’s $1.3 trillion FEFSA.411 In addition, JBIC also separately funneled another ¥150 billion 

($1.96 billion) of its own money into this program.412 That means a total of $131.96 billion were 

scheduled to be distributed in one year to finance Japanese firms’ overseas investments and M&A 

activity. Not surprisingly, this encouraged Japanese companies to embark on an aggressive global 

shopping spree. Data from Dealogic shows that the value of overseas M&A by Japanese companies 

in 2011 more than doubled from 2010. 

 

To further offset the yen’s strength while taking advantage of it, JBIC set up a $43 billion credit 

line with three major Japanese banks in October 2011 to promote acquisitions by Japanese 

companies of overseas businesses and encourage M&A in international markets.413 These three 

banks were Bank of Tokyo-Mitsubishi UFJ, Sumitomo Mitsui Banking, and Mizuho Corporate 

Bank. A portion of the $43 billion credit line was first used in February 2012 when JBIC 

announced that it would extend low-interest dollar loans to Sony and Toshiba through major 

Japanese banks to help finance their acquisitions of foreign companies. This marked the first loans 

that were part of the government’s efforts to counter the yen’s appreciation. JBIC would extend 

$819 million to Sony so that the consumer electronics giant could take advantage of the yen’s 

appreciation and buyout the mobile phone joint venture Sony Ericsson. Sony bought out its 

Swedish partner Ericsson for 1.05 billion euros, seeking to exploit its music and video content to 

                                                      
411 “Strong Yen Belies a Worrisome Japanese Economy,” Bloomberg, June 3, 2012. 
412 “Japan sets $100B to manage strains of strong yen,” The San Diego Union-Tribune, August 23, 2011. 
413 “JBIC to extend dollar loans to Sony, Toshiba to offset yen’s strength,” The Japan Times, February 25, 2012. 

https://www.japantimes.co.jp/news/2012/02/25/business/jbic-to-extend-dollar-loans-to-sony-toshiba-to-offset-yens-

strength/#.W5btF5NKjBI  

 

https://www.japantimes.co.jp/news/2012/02/25/business/jbic-to-extend-dollar-loans-to-sony-toshiba-to-offset-yens-strength/#.W5btF5NKjBI
https://www.japantimes.co.jp/news/2012/02/25/business/jbic-to-extend-dollar-loans-to-sony-toshiba-to-offset-yens-strength/#.W5btF5NKjBI
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help it catch smartphone leaders such as Apple Inc.414 In a similar manner, JBIC also provided a 

loan of $600 million for Toshiba’s takeover of Swiss electrical meter company Landis+Gyr AG.415 

The electrical machinery maker bought unlisted Landis+Gyr in 2011 in a deal valued at $2.3 billion 

including debt as part of plans to move into the international smart grid market.416 

 

 

f) Second restructuring of JBIC (2011) 

 

The legal document detailing JBIC’s second restructuring was the Japan Bank for International 

Cooperation Act (Act Number 39 of 2011) enacted on May 2, 2011.417 This makeover of JBIC 

came amid criticism that JBIC lacked speed in making loan and investment decisions.418 The 2011 

JBIC Act is the official legal basis for the spin-off of JBIC from JFC. Following this Act, JBIC 

became a stand-alone policy-based financial institution fully owned by the Japanese government 

effective on April 1, 2012. The purpose of this spin-off is to strengthen the agility and expertise of 

JBIC and at the same time secure financial independence and clarity in order to improve the 

stability of JBIC’s funds procurement.419 According to the 2011 JBIC Act, JBIC’s annual budget 

requires approval from the Diet and it is subject to inspection by Japan’s Financial Service Agency. 

The Ministry of Finance has general authority to supervise JBIC.  

 

                                                      
414 “Toshiba, Sony tap state-backed bank to fund M&A,” Reuters, February 23, 2012.  
415 “JBIC to extend dollar loans to Sony, Toshiba to offset yen’s strength,” The Japan Times, February 25, 2012. 

https://www.japantimes.co.jp/news/2012/02/25/business/jbic-to-extend-dollar-loans-to-sony-toshiba-to-offset-yens-

strength/#.W5btF5NKjBI  
416 “Toshiba, Sony tap state-backed bank to fund M&A,” Reuters, February 23, 2012. 
417 The full text of this legal document in English can be accessed through the JBIC’s official website at 

https://www.jbic.go.jp/en/about/images/jbic-act-english.pdf  
418 Interview with senior economist at Institute of International Monetary Affairs (IIMA), Tokyo, July 2017. 
419 JBIC Annual Report 2012, p9. 

https://www.japantimes.co.jp/news/2012/02/25/business/jbic-to-extend-dollar-loans-to-sony-toshiba-to-offset-yens-strength/#.W5btF5NKjBI
https://www.japantimes.co.jp/news/2012/02/25/business/jbic-to-extend-dollar-loans-to-sony-toshiba-to-offset-yens-strength/#.W5btF5NKjBI
https://www.jbic.go.jp/en/about/images/jbic-act-english.pdf
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The 2011 JBIC Act emphasizes JBIC’s financial services function and serves as the legal basis for 

JBIC to provide finance for Japanese firms’ activities in developed countries. This further 

separates JBIC from its own past when it was mostly an ODA loan implementing agency working 

mostly with developing countries. To be more specific, the 2011 JBIC Act expanded JBIC’s 

financial services function in the following areas: 1) export finance for developed countries; 2) 

overseas investment loans to provide short-term bridge loans; 3) overseas investment finance for 

equity investments in foreign companies; 4) two-step loans through Japanese banks to support 

small and medium enterprises (SMEs) and M&A; 5) guarantees for currency swaps and other 

products, among others; 6) assistance for liquidation and securitization of accounts receivable; and 

7) counter-guarantees for export credits.420 These seven items highlight a critical new feature of 

JBIC, which is that JBIC is allowed to provide finance support for developed countries. JBIC is 

empowered to provide export loans for developed countries in specified sectors and overseas 

investment loans for an expanded range of sectors as well M&A activity in developed countries. 

This regulatory change removed restrictions on investing in developing countries and emerging 

markets. It made it possible for JBIC to expand its operations into developed countries, such as 

supporting the export of large cruise ships to Europe and the acquisition of companies in developed 

countries during FY2011.421 The change, especially that allowing JBIC to expand its operations to 

developed countries, came at a time when the Japanese yen went through a record amount of 

appreciation and the Japanese government wanted to take advantage of the increased purchasing 

power and encourage overseas M&As and investment, as discussed in the previous subsection.  

 

                                                      
420 Of these seven functions, 1) through 4) have been launched in advance in FY 2011, while it was determined that 5) through 7) 

would be launched from April 2012. See JBIC Today, August 2011, p2, and JBIC Annual Report 2012, p11. 
421 JBIC Annual Report, 2012, p18.  
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The appointment of Mr. Hiroshi Okuda as JBIC’s first governor in 2012 further reveals the 

intention of the Japanese government to transform Japan’s former aid agency into a sovereign 

leveraged fund. Mr. Hiroshi Okuda is not a traditional Japanese bureaucrat and does not have 

extensive professional experience serving in the Japanese government. Rather, he is a seasoned 

businessman. He is the first Toyota president from outside the Toyoda family since 1967. He was 

the president of the Toyota Motor Corporation from 1999 to 2006.422 He also held the position of 

the chairman of Keidanren. Okuda’s appointment as head of JBIC took many by surprise, as in the 

past, bureaucrats from MoF had been routinely named to fill the position. For example, Hiroshi 

Watanabe, a former ministry official, was considered a lock for the spot, but instead, Watanabe 

was named vice president and Okuda became head of JBIC. This was seen as the government’s 

way of demonstrating that JBIC as a recently independent financial institution needed a fresh 

mindset in order to compete in the global market.423 Being the first governor of an independent 

JBIC, Mr. Hiroshi Okuda believed that “a real sense of crisis is needed to make a new Japan.”424 

He sharply pointed out that when Japanese people hear the word “market,” many imagine the 

“domestic market” is what is meant. He expressed with no reservation that Japan may become 

isolated unless the Japanese people pay more attention to the world at large.425 He showed a strong 

commitment to use JBIC’s resources and connections to help Japanese firms go abroad and engage 

with the global market. In his new position as the JBIC Governor, the business mogul dealt with 

the issue of how JBIC can assist Japan’s export of infrastructure and help the country secure energy 

resources.426  

                                                      
422 “Exclusive interview: Toyota’s Okuda,” WARDSAUTO, December 1, 1995. Accessed at http://www.wardsauto.com/news-

analysis/exclusive-interview-toyotas-okuda  
423 “Okuda to lead JBIC in new direction,” The Japan Times, May 2, 2012. 
424 JBIC Today: The Start of New JBIC, 2012 Special Issue, p2. 
425 JBIC Today: The Start of New JBIC, 2012 Special Issue, p2. 
426 “Okuda to lead JBIC in new direction,” The Japan Times, May 2, 2012. 

http://www.wardsauto.com/news-analysis/exclusive-interview-toyotas-okuda
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By appointing people with close ties to Japan’s business groups and with a broad international 

network, the Japanese government aims to equip JBIC with the most resourceful personnel to 

advance Japan’s economic policy and infrastructure export strategy. The appointment of Mr. 

Hiroshi Okuda as an independent JBIC’s first governor also reveals the intimate relationship 

between the Japanese government and Japan’s business groups. Mr. Okuda’s stint as the head of 

Keidanren gives him an advantage in creating ties between JBIC and the private sector compared 

with having a former bureaucrat as the bank’s head.427 Another example indicating the close 

relationship between JBIC and Japan’s business groups is the appointment of Akira Kondoh as 

JBIC’s governor serving between June 2016 and June 2018. His appointment came at a time when 

Japanese business groups and policymakers perceived the China-led Asian Infrastructure 

Investment Bank (AIIB) as a major competitor to Japan’s infrastructure export strategy. Mr. 

Kondoh was the second person since Mr. Hiroshi Okuda to hold a high-level position at Toyota 

Motor Corporation before taking on the job as JBIC’s governor. Besides Toyota, Mr. Kondo also 

has professional experience in Japan’s finance sector. Before taking the position as JBIC’s 

governor, he held various positions, including Executive Vice President by Daiwa Securities SB 

Capital Markets Co. Ltd., Managing Director of Sumitomo Bank (now SMBC), Senior Executive 

Managing Director at Mitsubishi UFJ Securities, Representative Executive President and Chief 

Executive Officer at The Fuji Fire and Marine Insurance Company, among other positions. He is 

also very well connected in Japan’s elite circles. He is close friends with the BoJ Governor 

Hirohiko Kuroda (黒田東彦) and the LDP’s Secretary General Mr. Hiroyuki Hosoda (細田博之). 

The three were classmates and close friends since middle school and they all graduated from Tokyo 

                                                      
427“Okuda to lead JBIC in new direction,” The Japan Times, May 2, 2012. 
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University. It was said his connections were part of the reason he was appointed as the JBIC 

governor following Mr. Watanabe.428 Following Mr. Akira Kondoh in the position of Governor of 

JBIC is Mr. Tadashi Maeda. Mr. Maeda assumed the position in June 2018. Compared with his 

predecessor, Mr. Maeda’s advantage lies in his impressive international network. He worked for 

six years in Washington,429 and obtained a master’s degree from Johns Hopkins SAIS.430 Upon 

taking office, he expressed his intention to advance Japan’s infrastructure export, particularly high-

speed railways and nuclear power plants.431  

 

Although the 2011 JBIC Act was enforced in May 2011, the new JBIC as an independent agency 

was launched in April 2012. During this transition period between May 2011-March 2012, JBIC 

was used as an unconventional tool to mitigate yen appreciation and channel Japanese foreign 

exchange reserves to Japanese firms for overseas investment and M&A activities. From April 2012 

onwards, JBIC’s function as a sovereign leveraged fund becomes more apparent. Borrowing from 

Japan’s foreign exchange reserves constituted the single largest source of funding, and the 

Japanese government made further regulatory changes to allow JBIC to increase its risk exposure. 

From 2012 to 2016, JBIC’s borrowing from FEFSA dwarfed its borrowing from the FILP special 

account, which used to be an important source of funding for JBIC (see Figure 6). At the end of 

November 2012, outstanding loans from FEFSA to JBIC reached $35.1 billion.432 Since 2012, 

JBIC’s borrowing from FEFSA has consistently counted for more than 50 percent of its total 

                                                      
428 Interview with former MoF official, Tokyo, July 2017. Also, “「勉強家」で異彩の経歴 国際協力銀総裁に近藤氏,” 日

本経済新聞,06/23/2016. 
429 “Japan Bank for International Cooperation appoints first home-grown governor,” The Mainichi, June 23, 2018.  
430 Interview and Tadashi Maeda’s LinkedIn profile.  
431 “ＪＢＩＣ総裁に前田氏 初の生え抜き,” 日本経済新聞, 2018/5/22 
432 “Japan Nov FX Reserves Dip as Loans to Ease Yen Impact Raised,” MNI Financial Market News, December 6, 2012. 
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funding. In 2015, foreign exchange lending to JBIC accounted for as much as 76 percent of the 

agency’s total funding (see Figure 6).  

 

Besides changes in funding sources, the Japanese government also made regulatory changes to 

make it possible for JBIC to increase its risk exposure. In May 2016, the Japanese Diet approved 

a milestone change to the operating charter of JBIC, the Act for Partial Amendment of the JBIC 

Act (Act No. 41 of May 18, 2016). The purpose of this amendment is to enhance JBIC’s functions 

to provide further support toward Japanese companies’ overseas businesses by enabling JBIC to 

take further risks regarding overseas infrastructure and other foundations for socioeconomic 

activities, allowing JBIC to procure foreign currency from financial institutions by means of long-

term borrowing, and diversifying JBIC’s assistance tools. With this amendment, the Japanese 

government allowed JBIC to make higher risk investments through a special account. In October 

2016, JBIC began operations under a new “Special Operations” account, which is aimed to provide 

support for overseas infrastructure businesses of Japanese companies with higher risk profiles.433  

 

Japan’s regulatory change to increase JBIC’s risk tolerance has been seen as Japan trying to bring 

JBIC more in line with competing lenders from China. The motivation for this policy change was 

when Japan struggled to compete with Chinese companies for the Jakarta-Bandung rail project in 

Indonesia and eventually lost the project to Chinese competitors in 2015, mostly because of 

China’s better funding offer to the Indonesian government. Japan’s proposal was to fund the 

project through the Indonesian budget and a low-interest loan from Japan, whereas China offered 

                                                      
433 From accounting perspective, activities for the Special Operations account is accounted for separately from those of the 

Ordinary Operations account. JBIC’ SEC filing (the Securities and Exchange Commission Form 424B5) Filing Date: 2017-05-

25, p18. Accessed through the SEC database. 
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to provide a loan and have Indonesian state-owned firms provide the remainder of the costs. An 

Indonesian government official said the government doesn’t want to use the state budget for the 

train so it can focus instead on other projects. 434  In addition, JBIC’s previous strict credit 

requirements limited its ability to lend to projects with higher risk profiles, such as those requiring 

longer repayment periods or those at risk of default through non-payment from local governments. 

Under JBIC’s standard criteria, it would require sovereign guarantees from the Indonesian 

government. The Chinese banks had no such requirement for sovereign guarantees, which made 

their bid cheaper and imposed fewer liabilities on the Indonesian government. Indonesia’s State-

Owned Enterprises Minister Rini Soemarno favored the Chinese proposal because it didn’t require 

Indonesia to provide funding guarantees.435 Eventually, Japan lost the bid to construct Indonesia’s 

first high-speed railway project to its Chinese competitors because it could not provide as good of 

terms in financing as the Chinese could.  

 

Through the two rounds of restructuring, the Japanese government has literally transformed the 

old JBIC, which used to be mostly an ODA loan implementing agency, into a new JBIC that 

performs the role of a sovereign leveraged fund. Since JBIC became an independent agency, it 

receives loans from Japan’s foreign exchange reserves and leverages that to support Japanese 

corporations’ overseas activities and for its own equity investments around the world. It also takes 

on greater investment risk to support Japan’s infrastructure export strategy as articulated by the 

Japanese government. JBIC’s activities go beyond extending loans. It also makes direct equity 

investments in overseas projects, invests in private equity funds, and partners with foreign 

government-owned investment institutions among other activities. Additionally, JBIC is no longer 

                                                      
434 “Indonesia Scraps Bullet Train, Seeks Fresh China, Japan Bids,” Bloomberg, September 3, 2015. 
435 “Indonesia Scraps Bullet Train, Seeks Fresh China, Japan Bids,” Bloomberg, September 3, 2015. 
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restricted to operations in developing countries. It can also finance select activities in developed 

countries. This makes its footprint and influence truly global.  

 

In short, the independent JBIC’s leveraged financial structure, especially its use of borrowed 

foreign exchange reserves, together with its close alignment with the Japanese government and its 

strong commitment to support Japanese companies in their overseas operations, undermines the 

primary rationale for creating a Japanese SWF to manage Japan’s foreign exchange reserves. The 

restructuring of JBIC first in 2008 then again in 2011 is a process in which the Japanese 

government put new wine in an old bottle. JBIC today is no longer what it was when it was first 

established in 1999. Although JBIC continues to use its old name, it has become a completely 

different institution compared to its own past. Once an ODA implementation agency, the new JBIC 

after 2012 behaves like a sovereign leveraged fund. The following section elaborates on JBIC’s 

role in financing Japan’s economic policy, particularly its role in advancing Japan’s infrastructure 

exporting strategy.  

 

g) Japan’s emphasis on global investment and infrastructure export and its effect on JBIC’s 

second restructuring 

 

JBIC’s prioritization infrastructure exports did not come about because of a sudden and dramatic 

policy change. Rather, it was closely related to Japan’s economic growth strategy in the 2000s and 

the government’s emphasis on overseas investment and infrastructure exports. The following 

discussion will demonstrate that infrastructure exports have been considered a critical element to 

Japan’s economic revival by both the DPJ and the LDP. Therefore, the spin-off of JBIC from JFC 

in 2012 and JBIC’s internal restructuring was driven by the growing need for government support 



   
 

299 
 

of infrastructure exports.436 The separation of JBIC and JFC was meant to allow JBIC to strengthen 

its function as the core government-owned financial institution to support the export of integrated 

infrastructure systems. As will be analyzed in detail later in this section, JBIC’s restructuring came 

at a time when enhancing government support for integrated infrastructure systems became “an 

urgent task” because of intensified international competition for winning contracts on 

infrastructure projects.437  The challenge and competition came from “rival countries, including 

emerging market countries,” because they are “proactively promoting sales through the 

coordination of public and private sectors while strengthening support by policy-based finance.”438 

In light of these conditions, the Japanese government held deliberations at the Ministerial Meeting 

on the Overseas Deployment of Integrated Infrastructure Systems in September 2010. As a result 

of these deliberations, the Japanese government made the determination to separate JBIC from 

JFC and to increase the flexibility and expertise of JBIC.  

 

The Japanese government across multiple different administrations has chosen infrastructure 

export as a critical pillar to its economic revitalization strategy. This strategic decision is made to 

deal with Japan’s long-term economic stagnation and its reaction to a changing regional and 

international political economic landscape. Japan suffered from prolonged low-growth and 

deflation in the 1990s after the bursting of an asset bubble. The annual growth rate in Japan 

averaged less than 1% during the 1990s, compared with over 4% in the previous decade. Japan’s 

Lost Decade coincided with China’s economic takeoff which led to the latter’s growing regional 

and international recognition. By the early 2000s, gone were the times when Japan was Number 1, 

                                                      
436 Interview, JBIC representative in Washington DC, October 2018. 
437 JBIC Annual Report 2012, p11. 
438 JBIC Annual Report 2012, p11 
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now the world marveled at China’s decades-long double-digit growth. From a broader 

international perspective, the fast growth of the emerging market economies has resulted in 

increased competition in the global market, particularly in the manufacturing sectors where Japan’s 

export-driven economy used to have a strong competitive advantage.  

 

With increased international competition, Japan gradually lost its export competitiveness in the 

manufacturing industry. Japan’s share of global real exports has general been declining whereas 

emerging economies led by China have gained more global export market share (see Figure 14). 

The price competitiveness of Japanese products has been severely challenged over the past two 

decades due to the rise of low-cost suppliers elsewhere in Asia. In addition, the appreciation of the 

Japanese yen has further weakened the price advantage of Japanese exports, particularly after the 

Lehman shock and the 3/11 earthquake. Losing export share does not necessarily mean a decline 

in Japan’s overseas competitiveness as long as this drop is directly caused by a shift to overseas 

production by Japanese multinational corporations. Indeed, Japanese firms have increased their 

overseas production since the 1990s (see Figure 15). However, for Japan, its decline in export 

share was more than merely a hollowing out of domestic production but in many ways related to 

its loss of competitive advantage for a variety of reasons, such as a clash between established 

Japanese business management norms and the new demands of global competition, the impact of 

technological change, and the rise of low-cost competitors along the entire value chain of the 

manufacturing industry.439  

                                                      
439 Fitzgerald, Robert, and Chris Rowley. 2015. “How Have Japanese Multinational Companies Changed? Competitiveness, 

Management and Subsidiaries.” Asia Pacific Business Review 21 (3): 449–56. 
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Figure 36 Shares in Global Real Exports by Country and Region 

 

 

 
Figure 37 Changes in the overseas production ratio of manufacturing industries 

 
Source: Data is collected by the author from Survey on Overseas Business Activities from 1997-2017 (the 27th- 47th) 

published by Japan’s Ministry of Economy, Trade and Industry.  

  

 

Besides a diminishing comparative advantage in exports, Japan also faces severe long-term 
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side, Japan’s demographic change particularly its aging and shrinking population not only puts 

huge burden on Japan’s public pension but also starves Japan’s labor force. The proportion of over-

64-year-olds is expected to increase from about 25 percent at present to 38 percent over the next 

five years. 440  This will further increase the financial and care burden on the working-age 

population. On the demand side, the increase in an elderly population combined with low birth 

rate leads to a long-term decline in domestic consumption. The Japanese government is unlikely 

to implement a huge economic stimulus package and use government expenditure to create 

domestic demand. This is because the Japanese government is already deep in debt and runs huge 

fiscal deficits. An aging population further tightens the government fiscal condition due to 

increased demand for social security services and medical care assistance. These domestic 

structural problems cannot be fixed over a short period of time. 

 

All these domestic constraints make it difficult to revitalize the Japanese economy quickly through 

structural reform at home. It is easier and politically less costly to expand overseas rather than 

deepening reform at home. Therefore, the Japanese government and Japan’s corporations have 

doubled down on overseas economic expansion. This has resulted in a series of government policy 

changes. For example, Japan’s Council on Economic and Fiscal Policy passed “Japan’s 21st 

Century Vision” in April 2005, proposing for the first time to “establish Japan as a country for 

global investment” and to develop Japan into “an investment-based country that utilizes superior 

management resources and technology to carry on global investment activities” by 2030.441 METI 

in the 2006 White Paper on International Economy and Trade further examined the requirements 

                                                      
440 “Japan’s Shrinking Population,” Bloomberg, May 16, 2017. 
441 “Japan’s 21st Century Vision” The Report of the special board of inquiry for examining “Japan’s 21st Century Vision.”  Full 

Text can be accessed at http://www5.cao.go.jp/keizai-shimon/english/publication/pdf/050419visionsummary_fulltext.pdf  

 

http://www5.cao.go.jp/keizai-shimon/english/publication/pdf/050419visionsummary_fulltext.pdf
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to “realize Japan as an ‘investment powerhouse’ that makes profits through effective utilization of 

net external assets.”442 

 

The tipping point that eventually triggered this series of concerted efforts by the Japanese 

government and Japanese private business to enhance government support to Japan’s exports, 

particularly infrastructure exports, came in December 2009, when a joint Japan-US consortium 

(Hitachi-GE) lost to a Korean consortium on a $20 billion contract bid to build four nuclear power 

plants in the UAE. This was particularly face-losing given that South Korea had never before 

exported a nuclear power plant. Moreover, South Korea’s Ministry of Knowledge Economy hailed 

the deal as the biggest single contract that the country has ever won overseas. Korea’s winning bid 

over Japan alerted Japanese policymakers and businessmen that the country needed a new 

approach to promote Japanese infrastructure overseas.443    

 

Japan’s loss of the contract to Korea prompted then Prime Minister Yukio Hatoyama (鸠山由纪

夫, DPJ) to set up a council of ministers to boost Japan’s export of infrastructure and services. On 

June 18, 2010, after substantial discussions, the DPJ-led coalition government put forward a policy 

entitled, “The New Growth Strategy: Blueprint for Revitalizing Japan.” It stated that Japan would 

“establish a framework for strenuously supporting private companies’ initiatives in the field of 

infrastructure with ‘one-voice and in a united front’ approach” with the aim of expanding the 

market for exports to 19.7 trillion yen by 2020.444 

 

                                                      
442 “White Paper on International Economy and Trade,2006,” Chapter 3 Section 4. Accessible at 

http://dl.ndl.go.jp/info:ndljp/pid/1286065  
443 Interview with former JBIC Governor Hiroshi Watanabe, Tokyo, July 2017. 
444 The whole document can be accessed at http://www.meti.go.jp/english/policy/economy/growth/report20100618.pdf  

http://dl.ndl.go.jp/info:ndljp/pid/1286065
http://www.meti.go.jp/english/policy/economy/growth/report20100618.pdf
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Although Prime Minister Hatoyama resigned in early June 2010, the DPJ’s policies largely were 

preserved when Prime Minister Naoto Kan (菅直人) was elected. Prime Minister Kan served as 

the Minister of State for National Strategy and then as Minister of Finance under Prime Minister 

Yukio Hatoyama (鳩山由紀夫). However, the policy of government support for Japanese firms 

exporting infrastructure was subverted from within the DPJ. Several party leaders had campaigned 

for a ban on political donations by business and other organizations and were unenthusiastic about 

the prospect of the DPJ building close relations with specific companies.445 

 

The situation changed during the administration of Prime Minister Yoshihiko Noda (野田佳彦), 

who was also a member of the DPJ. In July 2012, the Japanese Cabinet approved a national strategy 

named “Rebirth of Japan: A Comprehensive Strategy.” This national strategy stated explicitly that 

Japan places high priority on promoting Japanese’s firms’ participation in exporting integrated 

infrastructure systems that utilize the nation’s technological strength in order to revitalize the 

Japanese brand and lead to the nation’s economic growth.446 

 

Prime Minister Yoshihiko Noda’s administration turned out to be short lived, but the strategy of 

prioritizing infrastructure exports was not abandoned when his successor, the LDP Prime Minister 

Shinzo Abe (安倍晋三), took office in December 2012. In fact, Prime Minister Abe has made 

infrastructure export a key pillar of his eponymously named growth strategy, “Abenomics.” 

Promising to be Japan’s top salesman for infrastructure exports, Prime Minister Abe vowed to 

                                                      
445 “Abe's 'new mercantilism' bears fruit for Japan,” Nikkei Asian Review, January 4, 2016. Accessed at 

http://asia.nikkei.com/Politics-Economy/Policy-Politics/Abe-s-new-mercantilism-bears-fruit-for-Japan?page=2  
446 The document in English can be accessed at https://www.cas.go.jp/jp/seisaku/npu/pdf/20120731/20120731_en.pdf  

 

http://asia.nikkei.com/Politics-Economy/Policy-Politics/Abe-s-new-mercantilism-bears-fruit-for-Japan?page=2
https://www.cas.go.jp/jp/seisaku/npu/pdf/20120731/20120731_en.pdf
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promote private-sector investment at home and encourage corporate Japan to increase exports as 

a part of Abenomics.447 Within his first 10 months in office, Prime Minister Abe made 12 overseas 

trips in an effort to find new markets for Japanese exports in the face of increasingly strong 

competition from China and South Korea.448 

 

In response to Abe’s push for infrastructure export, the Japanese government launched new policy 

discussion and coordination mechanisms. A prime example is the Ministerial Meeting on Strategy 

Relating Infrastructure Export and Economic Cooperation that was established within the Cabinet 

Secretariat in March 2013. It is chaired by the Chief Cabinet Secretary and is participated in by six 

other relevant ministers.449 The Ministerial Meeting has since become a policy discussion and 

coordination venue where various government agencies meet and hold comprehensive discussions 

about Japan’s policies for infrastructure exports. Between March 2013 and August 2016, 26 

meetings were held targeting specific countries/regions or specific policy fields. The meetings 

have been carefully coordinated so as to complement diplomatic missions led by the Prime 

Minister to countries or regions which are potential export markets.450 In addition, the meetings 

also divided target overseas markets into three regional groups and drew up marketing policies for 

each: China and Southeast Asia; Southwest Asia and the Middle East; and Africa. In the following 

years, JBIC has strengthened its support to infrastructure exports to these three regions accordingly 

which will be discussed in further detail later.  

                                                      
447 “Abe Unveils Plan for Exports and Investment,” The New York Times, May 17, 2013. Accessed at 

http://www.nytimes.com/2013/05/18/business/global/abe-unveils-strategy-of-exports-and-investment.html 
448 “Japan Seeks New Export Markets,” Wall Street Journal, October 31, 2013. Accessed at 

https://www.wsj.com/articles/abetravels-abroad-in-search-for-new-export-markets-1383236121 
449 Japan Ministry of Foreign Affairs, Diplomatic Bluebook 2016: Japan’s Foreign Policy to Promote National and Worldwide 

Interests, Chapter 3, p258. Accessed at http://www.mofa.go.jp/files/000177725.pdf  
450 Hidetaka Yoshimatsu, “Japanese Economic Policy toward Asia: International Pressure and Domestic Politics,” Electronic 

Journal of Contemporary Japanese Studies. Volume 12, Issue 2 (Article 10 in 2012), and Hidetaka Yoshimatsu “Japan's export 

of infrastructure systems: pursuing twin goals through developmental means,” The Pacific Review, 30:4 (2017), 494-512. 

http://www.mofa.go.jp/files/000177725.pdf
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Within three months since the Ministerial Meeting was launched, the Japanese government 

unveiled the “Infrastructure System Export Strategy” in May 2013. It was Japan’s integrated grand 

strategy for overseas infrastructure deployment, and was incorporated into the “Japan 

Revitalization Strategy” announced on June 14th the same year to ensure its immediate 

implementation. These two strategy documents explicitly set a target to triple Japanese 

infrastructure sales from ¥10 trillion in 2010 to ¥30 trillion by 2020.451   

 

The years following have seen a global Japanese infrastructure export campaign with JBIC serving 

as a major pillar of financial support, especially regarding the provision of risk capital. It officially 

began with Prime Minister Abe’s public announcement of Japan’s proposal for “Partnership for 

Quality Infrastructure: Investment for Asia’s Future” on May 21, 2015, in his address to the 21st 

Conference on the Future of Asia themed “The Future of Asia: Be Innovative” held in Tokyo.452 

In this initial proposal, Prime Minister Abe pledged to provide $110 billion (¥13 trillion) to finance 

quality infrastructure investment in Asia over a period of five years in collaboration with the Asian 

Development Bank, and around $20 billion will be funded through agencies such as JBIC.453 

Japan’s “Partnership for Quality Infrastructure” initiative consists of four concrete measures: 1) 

the full mobilization of Japan’s economic cooperation tools; 2) collaboration between Japan and 

the ADB; 3) measures to double the supply of funding for projects with relatively high risk profiles 

                                                      
451 Japan Minister of Land, Infrastructure, Transport and Tourism, White Paper on Land, Infrastructure, Transport and Tourism 

in Japan 2014, Section 1 Chapter 9, p297. Accessed at http://www.mlit.go.jp/common/001063089.pdf  
452 Japan Ministry of Foreign Affairs, “Announcement of "Partnership for Quality Infrastructure: Investment for Asia's Future,” 

May 21, 2015. Accessed at http://www.mofa.go.jp/policy/oda/page18_000076.html  
453 Under this proposal, about $53 billion will be financed through the ADB, to which Japan is the largest contributor. Some 

$33.5 billion will be loaned through JICA and around $20 billion will be funded through agencies including the government-

owned JBIC. “Abe announces $110 billion in aid for ‘high-quality’ infrastructure in Asia,” The Japan Times, May 22, 2015.     

 

http://www.mlit.go.jp/common/001063089.pdf
http://www.mofa.go.jp/policy/oda/page18_000076.html
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by such means as the enhancement of the function of JBIC; and 4) Promoting quality infrastructure 

investment as an international standard.454 In order for JBIC to be able to carry out high-risk-

bearing investment and increase its risk profile, the Japanese government made regulatory changes 

to the JBIC Act within a year. This will be discussed in detail in the next section.  

 

Within a year, Prime Minister Abe’s initial proposal for “Partnership for Quality Infrastructure” 

was expanded to a larger and broader scale. He was able to legitimize this Japanese infrastructure 

export strategy by having the G7 leaders agree with Japan’s proposal. In the meantime, the 

Japanese government promised more financial resources to this strategy. On May 23, 2016, Prime 

Minister Abe delivered the “Expanded Partnership for Quality Infrastructure” at the 24th meeting 

of the Management Council for Infrastructure Strategy. Compared with the initial proposal 

announced a year earlier, this expanded initiative not only expanded the targeted area from Asia 

to the whole world, but also increased Japan’s financial commitment to approximately $200 billion 

in the next five years. It also reiterated strong government support to ensure sound financial 

fundamentals of government-owned financial institutions and increase the supply of financial 

resources to them, one of which was JBIC.455 During the G7 Ise-Shima Summit taking place on 

May 26 and 27, Prime Minister Abe got the G7 leaders to agree with his “Expanded Partnership” 

and made the Japanese infrastructure export strategy a part of the G7 Ise-shima Principles for 

                                                      
454 “Partnership for Quality Infrastructure: Investment for Asia’s Future,” May 21, 2015, jointly issued by Japan’s Ministry of 

Foreign Affairs, Ministry of Finance, Ministry of Economy, Trade and Industry, and Ministry of Land, Infrastructure, Transport 

and Tourism. The document can be accessed at the official website of Japan’s Ministry of Foreign Affairs 

https://www.mofa.go.jp/policy/oda/page18_000076.html 
455 In addition to JICA and JIBC, other government-owned financial institutions being included in the Expanded Partnership for 

Quality Infrastructure are Nippon Export and Investment Insurance (NEXI), the Japan Overseas Infrastructure Investment 

Corporation for Transport and Urban Development (JOIN), the Fund Corporation for the Overseas Development of Japan’s ICT 

and Postal Services (JICT), the Japan Oil, Gas and Metals National Corporation (JOGMEC). Details about the “Expanded 

Partnership for Quality Infrastructure” initiative can be found at the official website of Japan Ministry of Foreign Affairs, “The 

‘Expanded Partnership for Quality Infrastructure’ initiative directed toward the G7 Ise-Shima Summit Meeting announced,” May 

2016. http://www.meti.go.jp/english/press/2016/0523_01.html  

 

https://www.mofa.go.jp/policy/oda/page18_000076.html
http://www.meti.go.jp/english/press/2016/0523_01.html
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Promoting Quality Infrastructure Investment.456 In this way, Prime Minister Abe was able to 

legitimize a Japanese strategy by gaining support from the seven largest advanced economies in 

the world whose combined net wealth is about 58 percent of the global total. 

 

To ensure the initiative is sufficiently funded, JBIC’s role in the execution of Japan’s infrastructure 

exporting strategy has been redefined and elevated. Not only has the Japanese government made 

regulatory changes to the JBIC Act to increase its risk-taking ability, the government has also 

created a new agenda and injected more foreign exchange reserves into JBIC. For example, in June 

2018, Prime Minister Abe proposed to establish a new investment and loan mechanism to be 

implemented by JBIC starting from July 1st of the same year.457 The name of this new financing 

agenda is called “JBIC Global Facility to Promote Quality Infrastructure Investment for 

Environmental Preservation and Sustainable Growth” (QI-ESG, 質高インフラ環境成長ファシ

リティ).458 JBIC will obtain half of the needed funding from Japan’s FEFSA. Prime Minister Abe 

pledged to provide funds of approximately $50 billion (about ¥5.5 trillion) in total from Japan’s 

public and private sectors over the next three years to assist in the building of high-quality 

infrastructure in the Indo-Pacific region. This will be discussed in detail in the next section. 

 

Today’s JBIC is no longer an ODA loan implementation agency. Rather, it functions as a sovereign 

leveraged fund that leverages its capital resources to support the government’s agenda. It’s role in 

advocating the government strategy has been further strengthened ever since Prime Minister Abe 

                                                      
456 Details about the principle can be accessed through the official website of Japan Ministry of Foreign Affairs at 

https://www.mofa.go.jp/ecm/ec/page24e_000148.html  
457 “首相 インド太平洋地域へ３年で 5.5 兆円投融資,” 日本経済新聞, 2018 年 6 月 11 日.  
458 The QI-ESG is the successor of the “Overseas Deployment Support Facility”(海外展開支援融資ファシリティ).「質高イン

フラ環境成長ファシリティ（QI-ESG）」の創設・開始について, 株式会社国際協力銀行,  2018 年 6 月 28 日. Accessed 

at https://www.jbic.go.jp/ja/information/news/news-2018/0628-011154.html  

https://www.mofa.go.jp/ecm/ec/page24e_000148.html
https://www.jbic.go.jp/ja/information/news/news-2018/0628-011154.html
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came into power. Under Abe’s administration, strong government advocacy has made Japan’s 

“Partnership for Quality Infrastructure” initiative the most important international policy brand of 

the Japanese government over a relatively short period of time. With the Japanese government 

promising more capital to the implementation of the “Partnership for Quality Infrastructure” 

initiative, JBIC has become a designated financier for Japan’s infrastructure export strategy. It has 

been allowed to keep borrowing from Japan’s foreign exchange reserves and it has also been 

encouraged to take on higher-risk investments. Japan’s focus on infrastructure export is perhaps 

the most important factor that led to the restructure of JBIC in 2012 as well as regulatory changes 

thereafter. JBIC’s transformation and its critical role in implementing Japanese government 

strategy has essentially undermined the call for another independent foreign-exchange funded 

government investment fund. The next section discusses in more detail how JBIC finances Japan’s 

infrastructure export strategy. 

 

 

h) JBIC’s role in financing Japan’s economic growth strategy featuring infrastructure 

export (2012 and onwards) 

 

The previous section analyzed how infrastructure export has become a major policy strategy of the 

Japanese government over the past decade and how the Abe Administration has branded its global 

strategy as “Partnership for Quality Infrastructure.” That section paves the way for a detailed 

discussion on JBIC’s role in the implementation of Japan’s infrastructure export strategy. This 

section delves into the specific functions of JBIC in the execution of Japan’s economic growth 

strategy featuring infrastructure exports, since infrastructure exports has become an international 

policy brand of the Japanese government in the past decade. The following discussion examines 
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how JBIC advances Japan’s infrastructure export strategy. The remaining part of this section first 

introduces the unique approach of Japan’s model of infrastructure export and how JBIC fits in this 

model. It then discusses JBIC’s organizational and regulatory changes in order to carry out its 

entrusted missions and better serve the government’s strategy. Under the Abe Administration, 

JBIC has become a pivotal institution to finance Japan’s infrastructure export strategy. It conducts 

its business like a sovereign leveraged fund, transforming low-risk capital such as foreign 

exchange reserves into high risk-bearing financial resources and deploys them for the advancement 

of Japan’s broader economic strategy.  

 

Japan’s infrastructure exporting model is not a business model in which companies individually 

export their systems or technology just as stand-alone subcontractors or suppliers. It is strategic 

and long-term oriented. In Japan’s integrated infrastructure systems exporting business model, a 

Japanese company directly invests in an infrastructure-related project and obtains a business right 

to ensure a wide range of services such as systems, technology, and maintenance services, or 

provides a wide range of proposals such as a master plan for urban deployment in an integrated 

manner.459 In this way, exporting integrated infrastructure systems creates further opportunities 

for Japanese firms to not only sell machinery but also to perform the operation and maintenance 

upon the projects’ completion. Often the operation and management of a project is carried out over 

an extended period of time. Therefore, Japan’s model of exporting integrated infrastructure 

systems reflects the long-term comprehensive strategic vision of the Japanese government and 

Japanese firms. Infrastructure exports have been considered a critical driver for Japan’s economic 

growth across different Japanese administrations. The rest of this section first analyzes JBIC’s 

                                                      
459 JBIC Today 2012, p8. 
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function in the promotion of Japan’s infrastructure export strategy and then explains how and why 

JBIC’s reform in 2012 is primarily driven by the Japanese government’s infrastructure export 

strategy. 

 

To ensure the successful implementation of an integrated infrastructure system export strategy, the 

Japanese government has made JBIC the leading representative of the Japanese government in 

dealing with foreign governments and organizations in matters related to infrastructure exports. 

JBIC’s role in this integrated infrastructure systems exporting business model is two-fold: 

relationship building and financial support. On the one hand, it proactively provides support from 

the early stages of project formulation by utilizing its extensive relationships with foreign 

governments; and on the other hand, it also provides financing based on the business plan.460 

JBIC’s proactive support from the early stages of project formulation usually takes the form of 

periodic policy dialogues with a foreign government on a variety of macroeconomic matters and 

socio-economic development issues. These bilateral dialogues have led to many development 

projects implemented by Japanese corporations in foreign countries. For example, JBIC has carried 

out dialogues with the Indonesian government on issues related to the promotion of power 

development using domestic Indonesian resources. These inter-governmental dialogues resulted 

in Japan constructing Indonesia’s first highly efficient coal-field thermal power plant. Part of 

JBIC’s ongoing role in supporting Japanese global project finance initiatives, besides providing 

credit and other financial support, is and will continue to be to liaise with local host governments 

and ensure they are fully committed to the project being developed in their territory.461  

 

                                                      
460 Interview with JBIC representative in Washington DC, October 2018. Also, JBIC Annual report 2012. 
461 Interview with JBIC official, Tokyo, July 2017. 
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JBIC’s operations have three major functions: The first major function is to borrow from Japan’s 

foreign exchange reserves to raise capital. Between 2012 and 2016, borrowing from Japan’s 

FEFSA has consistently accounted for more than 50% of JBIC’s total funding. Ever since the 

second JBIC restructuring, the Japanese government has been funneling part of Japan’s foreign 

exchange reserves into the bank by loans. This slightly reduced Japan’s holdings of foreign 

exchange reserves and eased appreciation pressure on the yen without resorting to currency market 

intervention. Secondly, JBIC has been prioritizing infrastructure exports and overseas 

infrastructure project financing. With its widespread global network, JBIC has supported Japanese 

firms to win big infrastructure contracts in foreign countries and has helped them to mitigate 

political risk and financial risk in foreign countries. Last but not least, JBIC further strengthened 

its efforts in securing overseas natural resources by building relationships with foreign 

governments, financial institutions, and companies in resource-exporting countries. JBIC’s 

participation in various overseas projects in a broad range of fields, including but not limited to 

natural resources, power plants, transportation, desalination, has allowed it to build and deepen 

relationships with foreign governments and organizations.  

 

To make its corporate structure better fit its new functions, in particular support for the export of 

integrated infrastructure systems, JBIC introduced a strategic realignment and reorganized its 

internal corporate structure prior to its spin-off from JFC in April 2012. It adopted a five-group 

corporate structure, including the Corporate Group, the Credit Assessment and System Group; and 

three finance groups.462 These three finance groups are set up with a clear division of labor by 

                                                      
462 The three finance groups were streamlined from five finance departments, including three finance departments classified by 

region and two organized by sector. The three regional-based finance departments were 1) Asia and Oceania, 2) the Americas, 

and 3) Europe, Middle East and Africa. The two finance departments classified by sector were1) the Energy and Natural 

Resources Finance Department and 2) Corporate Finance Department. See JBIC Annual Report 2012, p 
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sector (see Tables 6 and 7). The respective functions of these three groups can be discerned from 

their names: 1) Energy, Natural Resources and Environment Finance Group, 2) Infrastructure 

Finance Group, and 3) Industry Finance Group.463 For example, the Energy, Natural Resources 

and Environment Finance Group mainly performs operations to secure a stable supply of energy 

and mineral resources. The Infrastructure Finance Group supports the export of Japanese 

infrastructure and related business to maintain and improve the international competitiveness of 

the Japanese industries. The Industry Finance Group supports the overseas operations of Japanese 

firms, both big firms and SMEs, and helps Japanese industries maintain and improve their global 

competitive advantages. 

Table 24 JBIC Corporate Structure (2012-June2014) 

Corporate Group 

Corporate Planning Department 

Risk Management Department 

Treasury Department 

Administration and General Services Department 

Energy, Natural Resources 

and Environment Finance 

Group 

Oil and Gas Finance Department 

Mining and Metals Finance Department 

Nuclear and Renewable Energy Finance Department 

Infrastructure Finance 

Group 

Power and Water Finance Department 

Transportation and Telecommunication Finance Department 

Industry Finance Group 

Corporate Finance Department 

Marine and Aerospace Finance/Finance Products 

Department 

West Japan Office 

Finance Division for SMEs 

Credit, Assessment, and 

System Group 

Credit Department 

Country Credit Department 

IT Planning and Operations Administration Department 

 

Internal Audit Department 

Office of Corporate Auditor 

Overseas Representative Offices 
Source: JBIC Annual Report 2012, p10. 

Table 25 JBIC’s major finance groups (July, 2014-September 2016) 

Energy and Natural 

Resources Finance Group 

Oil and Gas Finance Department 

Mining and Metals Finance Department 

Infrastructure and 

Environment Finance 

Group 

Nuclear and Renewable Energy Finance Department 

Power and Water Finance Department 

Transportation and Telecommunication Finance Department 

Industry Finance Group Corporate Finance Department 

                                                      
463 JBIC Annual Report 2012, p9. 
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Marine and Aerospace Finance/Finance Products 

Department 

West Japan Office 

Finance Division for SMEs 
Note: On July 1, 2014, the former Infrastructure Finance Group absorbed the Nuclear and Renewable Energy Finance 

Department to become the Infrastructure and Environment Finance Group. This arrangement integrated JBIC operations in 

conventional electric power with those in the sector of new energy, energy efficiency.  

Source: JBIC Annual Report, 2014, p24.  

 

 

The Japanese government gave more financial support to JBIC after Japan lost to its Chinese 

competitor a $5.5 billion contract to build Indonesia’s first highspeed railway in 2015 despite 

Tokyo’s stronger ties with Jakarta.464 Japan’s loss shocked the Japanese government and Japanese 

corporations, who boasted superior technology but failed to anticipate China’s strong bargaining 

position. A decisive factor for China being chosen by the Indonesian government was China’s 

willingness to offer a no-strings-attached loans without requiring a state guarantee from the 

Indonesian government. The unanticipated shock of Japan’s loss to China was so large that it 

provoked a soul searching in Japan. The Yomiuri Shimbun published an editorial saying the 

Japanese government “must prepare strategically to beat China for overseas orders.”465  

 

The Japanese government reacted by beefing up risk capital supply to JBIC and relaxing JBIC’s 

stringent financing criteria to foreign governments. In December 2015, MoF injected ¥33 billion 

($272 million) into JBIC to serve as capital for a new Asia-focused infrastructure investment 

account.466 This account provides funding to high-risk undertakings being carried out by local 

governments in developing countries. In May 2016, the Japanese Diet approved the Amendment 

Act of the JBIC Act which brought a regulatory watershed to JBIC’s operating rules and its risk 

                                                      
464 “Japan Says China Wins Indonesia High-Speed Rail Contract,” The Wall Street Journal, September 29, 2015. 
465 “Japan must prepare strategically to beat China for overseas orders,” The Strait Times, October 8, 2015.  
466 The account is included in the ministry's fiscal investment and loan program (FILP). JBIC uses its own capital to provide 

about 150 billion yen in capital for the account, too. “Japan to put 33bn yen into infrastructure account,” Nikkei Asian Review, 

December 21, 2015. 
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tolerance. Mr. Akira Kondoh, then Governor of JBIC, said that the Amendment enabled JBIC to 

support projects that it could not support before.467  

 

To be more specific, there were three major changes to JBIC enabled by the amendment. The first 

was a change in JBICs lending rule. In the amendment the Japanese government allowed JBIC to 

make higher-risk investments through a special account, which led to the launch of the Special 

Designated Operations (SDOs) in October 2016.468 Through the SDOs, JBIC makes investments 

in and provides loans to overseas infrastructure projects which have a sufficient level of expected 

return but involve high risks.469 The second major change was an expansion of JBIC’s operations 

in local currency. The Japanese government allowed JBIC to introduce long-term borrowing in 

foreign currencies from local financial institutions in foreign countries. This gives JBIC additional 

means to obtain local currency so that it can expand the Local Currency Loans that are in high 

demand for use in infrastructure projects in developing countries. The third major change was that 

the Japanese government allowed JBIC to add additional financial assistance tools to support 

Japanese firms’ infrastructure exporting business, including two-step loans to banks involved in 

overseas infrastructure projects, acquisition of bonds (project bonds), and Islamic finance. All 

together, these three major changes made it possible for JBIC to expand the supply of risk capital 

to finance Japan’s infrastructure exporting strategy and strengthen Japan’s competitiveness 

relative to China.  

                                                      
467 In Japan’s White Paper on International Economy and Trade 2016 drafted by METI, “expanding the supply of risk money by 

JBIC” was part of Japan’s plan to expand public finance to support the Partnership for Quality Infrastructure program. See 平成

28 年版 通商白書:日本を活かして世界で稼ぐ力の向上のために, 第Ⅲ部政策編第２章,第２節市場獲得に向けた取組. 

Ministry of Economy, Trade and Industry, White Pape on International Economy and Trade 2016, Part Ⅲ Policies, Chapter 2, 

Section2 “Initiatives to capture markets.” The White Paper can be accessed at 

http://www.meti.go.jp/english/report/data/WP2016/wp2016.html  
468 JBIC Today: Rising Global Demand for Infrastructure Development – Challenges and Contributions of Japan. Special Issue, 

January, 2017.  
469 The first project under the SDOs was carried out in March 2017. It was a buyer’s credit that JBIC provided to the Iraqi 

government to support the export of substation facilities of Japanese companies. See JBIC Annual Report 2017, p5. 

http://www.meti.go.jp/english/report/data/WP2016/wp2016.html
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After the enactment of the amendment, JBIC adjusted its internal organizational structure to 

strengthen its capacity for direct equity investment. In October 2016, it launched a brand-new 

Equity Finance Group and the associated Equity Investment Department (see Table 8). This is the 

first major internal functional augmentation since JBIC became an independent agency. The new 

group’s function is to supply long-term risk capital in accordance with various Japanese 

government initiatives.470 In January 2017, JBIC partially revised its Medium-term Business Plan 

(FY2017-2019) and added “increasing supply of funding through equity participation” as one of 

the key action plans. This change reflected an emphasis on the newly established Equity Finance 

Group to increase the supply of risk capital with a long-term horizon to Japanese corporations 

operating overseas.  

 

Table 26 JBIC’s Major Finance Groups (2017-now) 

Energy and Natural 

Resources Finance Group 

Oil and Gas Finance Department 

Mining and Metals Finance Department 

Infrastructure and 

Environment Finance 

Group 

Nuclear and Renewable Energy Finance Department 

Power and Water Finance Department 

Transportation and Telecommunication Finance Department 

Industry Finance Group 

Corporate Finance Department 

Marine and Aerospace Finance/Finance Products 

Department 

West Japan Office 

Finance Division for SMEs 

Equity Finance Group Equity Investment Department  

 

 

In short, internal structure changes, operational changes, and regulatory changes in 2016 all mark 

a new chapter for JBIC. JBIC since then is augmented with a specialized group and dedicated 

operation to provide risk capital and finance investments with higher risk. All these changes have 

made it possible for JBIC to finance infrastructure projects all around the world across different 

                                                      
470 “Equity Finance Group: Message from the Global head of the Group, Shinji Fujino” JBIC Annual Report 2017, p34. 
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levels of economic development (see Figure 16). Between 2012 and 2017, JBIC’s primary sources 

of funding were mostly borrowing from Japan’s foreign exchange reserves and other types of loans 

and bond proceeds, which are categorically low risk-bearing capital before they became available 

for JBIC’s disposal. By using such borrowed capital for equity investment with higher risk 

tolerance, the previously low risk-bearing capital is leveraged to support Japan’s economic 

strategies and its infrastructure export initiative.  

Figure 38 JBIC financed Infrastructure Projects (As of December 2016) 

 
Source: JBIC official website, https://www.jbic.go.jp/en/businessareas/sectors/images/infra_map_en.pdf  

 

 

 

4. Putting JBIC in Context: JBIC as a sovereign leveraged fund within Japan’s “Circles of 

Compensation” 

 

https://www.jbic.go.jp/en/businessareas/sectors/images/infra_map_en.pdf


   
 

318 
 

So far, this section has discussed how the Japanese government, particularly MoF, has subtly 

restructured JBIC into a sovereign leveraged fund. Japan’s big business groups have also been 

actively involved in JBIC’s restructuring. JBIC’s transformation illustrates how Japan’s 

subnational institutions affect Japan’s economic revitalization strategy and its response to 

increasing challenges in the global market. It is an example of what Kent Calder describes as 

“circles of compensation.”   

 

The idea of “circles of compensation” theorizes how subnational institutions affect economic 

growth strategies and national response to globalization. Calder argues that in the case of post-

World War II Japan, Japanese subnational institutions “internalize benefits and externalize costs, 

thus orienting micro-level incentives of their members in a risk-and-reward-sharing fashion that 

can both encourage large-scale public-interest projects and support expansionary capital-

investment-driven domestic growth strategies.” 471  JBIC as a subnational institution, its quiet 

restructuring and its low-profile yet highly-strategic global investment and financing activities 

exemplify how Japan’s business groups and MoF bureaucrats internalize benefits and externalize 

costs in response to increasing international competition in the global market. The “circles of 

compensation” are illustrated through the following two aspects described below (see Figure 17). 

 

                                                      
471 Calder, Kent E., Circles of Compensation: Economic Growth and the Globalization of Japan. Stanford, California: Stanford 

University Press, 2017, p17. 
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Figure 39 JBIC as Japan's SLF: Circles of Compensation 

 
Source: Author’s own illustration based upon Kent Calder’s concept of “Circles of Compensation”. 

 

 

The first aspect is MoF undermining the necessity for a Japanese SWF by quietly restructuring 

JBIC. A Japanese SWF could potentially reduce MoF’s management and control over Japan’s 

foreign exchange reserves. Additionally, JBIC functionally shared the currency intervention 

burden of MoF and BoJ by encouraging cash-rich Japanese firms to invest overseas during times 

of yen appreciation after the March 11 earthquake. In this way, the benefits are internalized to MoF 

and their bureaucrats, BoJ, and JBIC while the risks of being publicly humiliated and criticized 

are externalized to other government bureaucracies and Japanese politicians who are in favor of 

establishing an independent Japanese SWF using Japan’s foreign exchange reserves. An example 

is the recent disgrace of METI triggered by the high level of management compensation at the 

Japan Investment Corporation (JIC). Established on September 25, 2018, the JIC is in fact the 

former Innovation Network Corporation of Japan (産業革新投資機構). It is a Public-Private 
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Investment Fund rather than a true SWF or SLF. This is because it is funded by private sector 

equity contributions and the government contributions from FILP. Its first president is Mr. Masaaki 

Tanaka, former deputy president of Mitsubishi UFJ Financial Group and a counselor at the 

Financial Services Agency. However, only three months into JIC’s operation, disputes between 

METI and JIC around the high level of management compensation were exposed. The core tension 

was that JIC was seeking annual compensation of about 55 million yen ($480,000) for its top 

management, which is higher than the Bank of Japan governor’s 35.3 million yen and the 31.5 

million yen paid to the president of the GPIF.472 Not surprisingly, METI was criticized as being 

incompetent (不手際) and had to publicly apologize for its incompetency.473    

 

The second aspect is JBIC becoming the government representative helping Japanese corporations 

compete internationally. It provides Japanese banks and corporations with low-cost foreign 

currency funding and risk capital. It also manages communications with foreign host governments 

to reduce political risks and promote beneficial conditions for Japanese corporations operating 

overseas. In this way, JBIC helps Japanese corporations enhance their international 

competitiveness. This JBIC-assisted boost to the competitiveness of Japanese companies often 

times comes at the expense of foreign competitors. The benefits are internalized to Japanese banks 

and corporations while the risks and costs are externalized to foreign competitors. An illustration 

of this is Japan’s push against rising competition in overseas infrastructure development, especially 

state-backed competitors from China. As discussed before, stringent risk guarantees used to be a 

major reason why Japan would lose to China on infrastructure export bids. An example of this was 

                                                      
472 “Japanese state-backed fund in executive pay dispute,” Reuters, December 3, 2018. 
473 “革新投資機構の「高額報酬」認可せず、経産省が不手際を謝罪,” 日本経済新聞, 2018 年 12 月 3 日. 
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Japan’s loss to China in the bid for the first highspeed railway in Indonesia in 2015.474 This blow 

to Japan caused bitter disappointment in Japan and provoked soul searching in the Abe government, 

which ultimately led to a major change in JBIC’s operating rules aimed at strengthening risk capital 

supply to compete with foreign state-backed competitors. To quote JBIC’s Governor Tadashi 

Maeda, JBIC’s Special Operations Account is “set up for Japanese companies to win infrastructure 

orders.”475 

 

The circles of compensation illustrated by JBIC’s transformation and its special role in financing 

Japan's government strategy and enhancing Japanese firms’ international competitiveness is a 

subtler and more advanced way to mobilize domestic capital resources to expand in overseas 

markets. Unlike the China case discussed in the previous chapter, JBIC does not represent any 

political party or any corporation. It has become the government face of Japanese business in the 

international market. Through the circles of compensation, the interests of the government and 

private business are closely aligned. JBIC has been given access to Japan’s foreign exchange 

reserves in addition to other sources of government funding. It provides cheap funding and risk 

capital to help Japanese corporations compete in the global market and mobilizes domestic 

liquidity for overseas investment. In this way, JBIC as a sovereign leveraged fund is a more 

sophisticated version of Gerschenkron’s credit mobilizer.  

 

IV. A Summary: Today’s JBIC is New wine in an old bottle 
 
 

                                                      
474 “Japan Says China Wins Indonesia High-Speed Rail Contract,” The Wall Street Journal, September 29, 2015. 
475 JBIC Today: Rising Global Demand for Infrastructure Development– Challenges and Contributions of Japan, February 2017, 

p5. 
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This chapter extends the discussion of sovereign leveraged funds to the case of Japan. Our 

discussion starts with an examination of various proposals for a Japanese sovereign wealth fund. 

The details of these proposals vary one from another, but they in fact all suggest a Japanese 

sovereign leveraged fund capitalized by encumbered wealth, either from Japan’s foreign exchange 

reserves or Japan’s pension fund assets.  

 

There were several Japanese politicians who lobbied for the establishment of a Japanese sovereign 

wealth fund since 2007, but their efforts did not yield success. This was due to a combination of 

three major factors in play. First, is that the Japanese public’s perception towards any government-

owned investment institution has been heavily shaped by their experience with Japan’s behemoth 

postal savings system. Moreover, Prime Minister Koizumi’s postal privatization campaign not 

only politicized the issue of privatizing the postal bank and postal insurance but also made the 

Japanese public very suspicious of government-owned investment institutions. Second, Japan’s 

Ministry of Finance from the very beginning has been strongly against the idea of using Japan’s 

foreign exchange reserves to create a Japanese SWF. The risk-averse MoF bureaucrats are highly 

aware of the suspicion and distrust of the Japanese people. They are afraid that they would be the 

targets of public criticism if any losses were suffered by a Japanese SWF established under its 

purview. Third, the proposals for a Japanese SWF came at a time when Japanese domestic politics 

were highly fluid and the global financial system was walking into the worst crisis since the Great 

Depression. High frequency changes in Japan’s prime ministers during 2007 and 2012 undermined 

the chances that any of the proposals for a Japanese SWF would become the priority of a stable 

government. The Global Financial Crisis and the disclosure of negative investment returns of 
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major SWFs in other countries seemed to have further undermined the rationale for a Japanese 

SWF. 

 

Despite publicly opposing the idea of establishing a Japanese SWF, MoF did not completely toss 

away the idea. Rather, it subtly helped to remake JBIC into a sovereign leveraged fund. Taking 

the opportunity of ODA reform, the exogenous shock of the Global Financial Crisis, and rising 

international competition in infrastructure exports, MoF injected foreign exchange reserves into 

JBIC and engineered its transformation into a sovereign leveraged fund. Unprecedently, the 

conservative MoF allowed JBIC to borrow from Japan’s FEFSA and gradually transformed JBIC 

into a sovereign leveraged fund that provides risk capital to Japanese corporations operating 

overseas and reduces political risk for the implementation of Japan’s overseas projects. In this way, 

JBIC has become the government’s representative to Japanese business and banking groups in the 

international market, supporting the advancement of the government’s strategy and strengthening 

the international competitiveness of Japanese business groups.  

 

The transformation of JBIC and its evolving functions in accordance with Japanese government’s 

initiatives illustrates what Kent Calder calls “Circles of Compensation.” Japan’s big businesses 

represented by the Nippon Keidanren have played quite an influential role in the remaking of JBIC. 

Nippon Keidanren advocated that JBIC should provide direct investment and credit finance to help 

improve the international competitiveness of Japanese business and advance Japan’s national 

strategy. This has become JBIC’s major mandate through two rounds of transformation. In addition, 

MoF has been crucial in making JBIC into a crucial pillar for financing Japan’s economic strategy. 

Today, JBIC’s activities range from securing strategically important natural resources, enhancing 
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the international competitiveness of Japanese business, and financing Japan’s infrastructure export 

strategy. The major source of funding supporting these activities has been JBIC’s borrowing from 

Japan’s foreign exchange reserves since 2012.  

 

In short, the Japanese government has quietly transformed a former ODA loan implementation 

agency into an independent sovereign leveraged fund that represents the Japanese government in 

the international market. JBIC today is no less strategic than our previous case study on China’s 

sovereign leveraged funds. The next chapter will draw upon the major findings in the two case 

studies and answer the question of why some countries would take on leverage of some sort and 

create a leveraged SWF, or sovereign leveraged fund as this dissertation calls it. 
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Chapter 5  

Conclusion 
 

 

 

 

 

 

 

 

 

 

This final chapter begins with a review of the empirical puzzle that has motivated this dissertation 

research and a summary of the theoretical framework and main findings that answer the empirical 

puzzle. The second section summarizes the main findings in the two major case studies in Chapter 

3 and Chapter 4 from a comparative perspective. Specifically, it reviews the two cases individually 

and then discusses the convergence of behavior between Chinese sovereign leveraged funds and 

Japan’s de facto sovereign leveraged fund. It then moves on to highlight some major differences 

between the China case and the Japan case, as they each represent different types of sponsoring 

states for sovereign leveraged funds: China being a non-commodity-exporting developing country 

and an emerging power in both a regional and global context, whereas Japan is a non-commodity-

exporting developed country and an incumbent power in both a regional and global context. The 

third section discusses the practical relevance of this research from five aspects, and how the 
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analytical framework proposed in this dissertation can be applied to other cases. The forth section 

points out some limitations of this research and proposes topics for future research.  

 

I. Review of the empirical puzzle, theoretical framework, and main arguments   
 

As mentioned in Chapter 1, this dissertation is motivated by a simple empirical puzzle: why does 

China, as a non-commodity-exporting country, have one of the world’s largest sovereign wealth 

funds? Some may think there is a very simple answer to this empirical puzzle — China’s excessive 

amount of foreign exchange reserves. However, if an excessive amount of foreign exchange 

reserves was both a necessary and sufficient condition for a country to establish a sovereign wealth 

fund then why does Japan — which by most measures also has an excessive amount of foreign 

exchange reserves — not claim to have a sovereign wealth fund? 

 

 

To address this empirical puzzle, Chapter 1 reviewed the relevant literature on sovereign wealth 

funds in the fields of international finance, international political economy, and comparative 

political economy. Based upon an assessment of the relevant existing literature in these three fields, 

Chapter 2 proposed an analytical architecture featuring a dichotomy of SWFs into commodity-

based sovereign wealth funds and sovereign leveraged funds. This analytical architecture not only 

helps to explain the empirical puzzle observed in Chapter 1, but also has broader theoretical and 

practical relevance. This proposed framework explains that China’s sovereign wealth funds are in 

fact not capitalized by real wealth but rather by the leveraging of idle capital. To be more specific, 

they were created by leveraging China’s foreign exchange reserves. Chinese sovereign leveraged 

funds have been used for a variety of purposes, such as: to rescue failing domestic banks, to 

restructure domestic nonbanking financial institutions, to facilitate overseas acquisitions of natural 
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resources, to support Chinese domestic enterprises’ overseas expansion (so-called “going out”), 

and to implement a government prioritized agenda such as the Belt and Road Initiative.  

 

 

The sovereign leveraged funds framework goes beyond a one-dimensional mental construction of 

sovereign wealth funds as simply accounts of wealth. Rather than addressing the simple question: 

why Japan does not have a sovereign wealth fund? Instead, this dissertation asks a more probing 

question: has Japan used its foreign exchange reserves for reasons similar to its neighbor China — 

particularly during times of crisis? This shift in line of inquiry has proven to be very helpful in 

explaining the original empirical puzzle. As Chapter 4 discussed, the dichotomy of traditional 

commodity-based sovereign wealth funds and sovereign leveraged funds demonstrates that it is to 

be expected that Japan does not have a sovereign wealth fund similar to those commodity-

exporting countries. This is because Japan does not have an over-abundance of natural resources 

and thus does not have unencumbered wealth from the monetization of those natural resources. 

Nonetheless, the Japanese government has transformed the existing Japan Bank for International 

Cooperation into a de facto sovereign leveraged fund. A close look at the recent management of 

Japan’s foreign exchange reserves reveals that they have been leveraged for a number of purposes, 

including: providing liquidity to Japanese firms during times of crisis, supporting the overseas 

expansion of Japanese firms, the acquisition of overseas of strategic natural resources, and for the 

advancement of the government’s infrastructure-export strategy (so-called Quality Infrastructure 

Initiative). 

A review of the existing literature shows a varied focus and research interest from scholars and 

experts across several fields with regards to sovereign wealth funds. Scholars and practitioners in 

the field of international finance have primarily focused upon the similarities between sovereign 
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wealth funds and other large institutional investors, acknowledging but not emphasizing the 

sovereign ownership aspect of these funds. For the most part, research on sovereign wealth funds 

in field of international finance falls into one of three types and modes of analysis: 

 

o Firm-level analyses of behavior and impact: these studies focus on how sovereign wealth 

funds have invested their capital and what kind of investments they should pursue; the 

motivating questions of these studies are how sovereign wealth funds’ investments can 

impact a target firm’s value; and what are the similarities and differences between 

sovereign wealth funds and other types of institutional investors. 

 

o Macro and state level analyses: these studies focus on the set domestic economic 

circumstances that have led to the founding of sovereign wealth funds in both commodity-

based and non-commodity-based economies; the primary question for this type of research 

is whether sovereign wealth funds should invest their capital at home for development 

purposes or internationally for sterilization purposes;  

 

o Global and international system level analyses: these studies focus on how the global 

savings imbalance among countries coupled with patterns of international investment has 

led to the creation of foreign-exchange-reserves-based sovereign wealth funds in 

developing countries that have accumulated an excessive amount of foreign exchange 

reserves. This type of research seeks to answer the question of what the global impact of 

sovereign wealth funds may be upon cross-border investment.  
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The International Finance literature on sovereign wealth funds is highly informative regarding the 

domestic macroeconomic and financial circumstances that cause SWFs to be established. The 

literature is also a rich source of information on these funds’ general practices and behaviors and 

their financial and economic impact at different levels of analysis. The three major types and 

modes of research in this field (listed above) have advanced the general understanding of many 

individual sovereign wealth funds. However, within this literature, scholars and practitioners have 

sometimes agreed to disagree. That is to say, a shortcoming of this literature is that there is no 

widely accepted single definition of a sovereign wealth fund and there is no consistent way of 

categorizing funds for analysis. Many of these studies take it as a given that each sovereign wealth 

fund is uniquely different from all others, causing a lack of generalizability. Additionally, in much 

of the International Finance literature on SWFs, there is an issue of diversity of sample because 

this research tends to emphasize commodity-based sovereign wealth funds in natural-resource-

dependent economies. This has led to a lack of an overarching framework that explains the 

variations in both function and financial structure among different sovereign wealth funds across 

different levels of development and across different types of economies.  

 

The number of scholars in International Political Economy researching sovereign wealth funds has 

grown since the Global Financial Crisis. Compared to International Finance, the research on 

sovereign wealth funds in the field of International Political Economy field has shown a greater 

interest in the sovereign aspect of SWFs. These scholars deemphasize the financial institution 

aspect of SWFs and instead are more interested in the geopolitical implications of sovereign 

ownership of SWFs and how that may impact the stability of the global financial system and the 

security of international system. Some studies in the field have raised concerns over the potential 
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for SWFs to act on behalf of political actors as strategic investors that tacitly (or even overtly) 

pursue geopolitical goals. These studies question whether SWFs pose a threat to the existing global 

financial system and the national interests of investment recipient countries; and whether SWFs in 

non-democratic regimes may perpetuate a type of illiberal clientele capitalism in sponsoring states 

that ultimately delays their transition to democracy.  

 

The research on SWFs in International Political Economy has certainly advanced the discussion 

on the geopolitical implications of SWFs in the international system, but there is still no clear 

answer to the question of whether all SWFs are potentially geopolitically motivated, and why some 

more so than others? Furthermore, the existing literature is not able to clearly identify the domestic-

international linkage evident in the behavior of SWFs. For sure, some work in the field has 

attempted to explain how certain SWFs can be used as tools for regime survival in non-democratic 

countries like China and Singapore, but for the most past, the existing literature has been unable 

to systematically generalize the mechanisms and functions that make SWFs tools for advancing 

national interests in the international system.  

 

Within the existing literatures on sovereign wealth funds from both the fields of International 

Finance and International Political Economy, the nature of the “wealth” used to capitalize 

sovereign wealth funds has mostly been overlooked as a distinguishing characteristic of these 

funds. As discussed in Chapter 1, the lack of attention paid to the financial structure of funds, 

especially the funds’ liability profile, has led to a lack of robustness among many studies on 

sovereign wealth funds which this dissertation seeks to address by proposing a new framework 

that explains variations among SWFs, most especially why some SWFs demonstrate more strategic 
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behavior than others. This framework builds upon an analysis of the nature of the wealth of SWFs 

by distinguishing between funds that are capitalized by unencumbered real wealth and funds that 

are capitalized by borrowed wealth. The former is categorized as traditional commodity-based 

sovereign wealth funds, and the latter is categorized as sovereign leveraged funds in this dichotomy 

of SWFs (see Figure 1).  

 

 

 

 

 

 

 

 

 

Figure 40 commodity-based sovereign wealth funds and sovereign leveraged funds as components of public wealth 
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The dichotomy of SWFs into traditional commodity-based sovereign wealth funds and sovereign 

leveraged funds is related to the literature on the developmental state. The developmental state 

paradigm is based within the broader comparative political economy literature, and at its core is 

an emphasis upon the role of the state in the allocation scarce capital resources in order to build up 

an international competitive advantage among domestic industry. The developmental state 

paradigm highlights the role of capable bureaucracies as part of the state. This has theoretical 

applicability to the study of sovereign wealth funds because both traditional commodity-based 

sovereign wealth funds and sovereign leveraged funds are owned and established by the 

“sovereign,” and both are the product of the sponsoring state’s decision-making process. In 

particular, the creation of a sovereign leveraged fund is not only an economic or financial decision 

but it is also a political one. This is because the creation of “leverage” often involves changes to 

the management and control of existing pools of idle capital among different government 

bureaucracies. The developmental state paradigm has particular theoretical relevance to the 

analysis of the domestic politics aspect to the creation of leverage and how sovereign leveraged 

funds serve as channels for the financing of a state-prioritized agenda that includes strategic goals 

like protecting key domestic industries and supporting state-owned enterprises or other state-

favored private entities.  

 

This dissertation’s framework on sovereign leveraged funds recognizes the limitations of the 

developmental state paradigm and seeks to exceed these limitations by combining ideas from the 

developmental state paradigm with ideas from other literatures. The developmental state paradigm 

is aimed at explaining the role of state in domestic development and the creation of a domestic 

economic competitive advantage. In other words, the focus of the literature is the role of state in 
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industrialization at home. The developmental state paradigm as it stands now does not explain the 

role of the state in global financial markets in an era of financial globalization. This in part because 

even if a state could control financial markets at home, it is much less likely to able to do so beyond 

its sovereign borders. Recognizing this limitation to the developmental state paradigm, the 

framework of sovereign leveraged funds invokes the ideas of International Finance and 

International Political Economy to reimagine the role of the state in global finance and how the 

state can learn to take on financial risk as a participant in financial markets. The state-market 

dynamic as reflected in the framework of sovereign leveraged funds is qualitatively different from 

the concept of state control of the commanding heights — the state attempting to rein in market 

forces. Sovereign leveraged funds represent the state’s participation in financial markets, not the 

dominance of the state over financial markets. Through its experience with a SLF, the state learns 

to take on financial risk and to create new channels of capital distribution and new institutions that 

set the conditions for domestic financial development. Sovereign leveraged funds are the vehicle 

through which the state is able to partner with global investors and corporations in both domestic 

and overseas investments and directly participate in global markets in pursuit of both tangible 

financial profits and intangible strategic gains.  

 

II. Summary of the two cases 
 

1. Review of China’s SLFs Complex 

 

Chalmers Johnson wrote that after the abrupt and unexpected end of the Cold War “there were 

now discovered to be at least two capitalist gods, one American and one Japanese; and writing 

about them took on major theoretical significance.” 476  He considered the Japanese capitalist 

                                                      
476 Johnson, C. (1995). Japan, who governs? the rise of the developmental state. New York: Norton, p54.  
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institutions to be much more disruptive of the global capitalist system. The Japanese model was, 

“threatening to the vested interests built up around the American model.”477 In this new era, several 

decades after the Cold War, China has replaced Japan as the greatest nonconforming threat to the 

vested interests of the American-led international economic and financial system. 

 

China’s development model and experience is comparable to that of Japan in many ways. In 

particular, both countries have pursued their own unconventional development model that 

separates them from the classic capitalist economies of the West. The distillation of the Japanese 

industrialization experience by prominent Japanese government officials and academics can be 

applied to the Chinese experience today. For example, in spring 1992, Hoshino Shinas, the former 

vice minister of Japan’s Economic Planning Agency and later the president of the National 

Institute for Research Advancement (NIRA), explained the postwar Japanese development 

experience to Russia’s Ministry of Economics by pointing out that “the postwar Japanese approach 

was something close to a planned economy, not true capitalism but capitalism under strict control.” 

Shinas elaborated that in a type of society such as Japan, with only one ethic group, “non-

transparent rules are accepted in the belief that their purport is understood implicitly. Non-

transparent methods such as the Japanese government’s administrative guidance would have been 

regarded as ‘unfair’ outside of Japan … and most likely could not function in the United States.” 

Shina compared this to the American model of development in which “emphasis is placed on the 

method of competition among equally powerful industries, while Japan has been emphasizing an 

industrial policy of shifting comparative advantage.”478 In a similar fashion, Professor Shimada 

Haruo of Keio University argued that MITI’s industrial policy, “does not take the form of pure 

                                                      
477 Johnson, C. (1995). Japan, who governs? the rise of the developmental state. New York: Norton, p54. 
478 Shinyasu, Hoshino. (1992). “The Japanese Model: Maturing ‘Miracle,’” NIRA Library: International Crossroads. 
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government control, nor does it function as pure industry self-adjustment […] In a sense, it is 

similar to what takes place in a planned economy of a socialist country.”479 

 

Chapter 3 shows how China practices its unconventional capitalism in today’s era of financial 

globalization by way of a detailed case study of China’s sovereign leveraged funds complex. The 

large amount of assets under management by China’s SLFs and their close alignment with the 

Chinese state and Party is evidence that the state has absolute dominance in the process of capital 

resource allocation. China has accumulated foreign exchange reserves through what Nicholas 

Lardy has described as “financial repression.” The Chinese government has used its control over 

these reserves to recharacterize their risk profile and change their intended purpose. In this way, 

the wealth these reserves represent was less “earned” than it was “borrowed” and used to capitalize 

a state-owned investment fund and finance a state-prioritized agenda. These SLFs are agents and 

tools of the Chinese government in the exercise financial statecraft beyond China’s sovereign 

border.   

 

Chapter 3 examined in detail when, why, and how China used its foreign exchange reserves to 

capitalize several state-owned investment funds for the purpose of advancing China’s national 

interests and a strategic agenda in global financial markets. My research has shown that China’s 

experiment with using foreign exchange reserves to achieve state-prioritized goals was not initially 

driven by a carefully designed grand strategy. Rather, China’s first attempt at using foreign 

exchange reserves was to address a pressing domestic banking crisis. The Chinese government 

created Central Huijin to leverage the country’s foreign exchange reserves in order to recapitalize 

                                                      
479 Haruo, Shimada, “Jyapan moderu’ wa shinazu” [The “Japan Model” Will Not Die], Bungei Shunju (February 1992), pp 138-

49.  
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the country’s failing state-owned commercial banks. Although Huijin was initially created as a 

bailout fund, it ended up behaving like a state-owned private-equity fund and outlived its initial 

mission. Between 2003 and 2006, Huijin was China’s first sovereign leveraged fund and played a 

crucial role on behalf of the Chinese state in implementing domestic financial reforms. It not only 

recapitalized China’s state-owned commercial banks, but also went on to facilitate their 

restructuring and into publicly listed companies. Meanwhile, Huijin also stepped in on behalf of 

the state to restructure China’s brokerage firms when the securities industry was faced with an 

industry-wide crisis in 2005. Eventually, Huijin came to outgrow its initial mission and scope and 

was transformed from a temporary special purpose vehicle, designed as a state-owned bailout fund, 

into a giant state-owned financial holding company that wields great influence over almost the 

entirety of China’s financial system. Even after Huijin was reincorporated into China Investment 

Corporation (CIC), it still maintained its own Board of Directors and holds an absolute majority 

of shares in many major Chinese financial institutions on behalf of the state. 

 

The success of Huijin in leveraging China’s foreign exchange reserves to implement China’s 

domestic financial reform agenda paved the way for the launch of CIC. Similar to Central Huijin, 

CIC was founded with the purpose of leveraging foreign exchange reserves to address a perceived 

problem in China’s financial system. The creation of CIC marked a shift in focus of the financial 

reform agenda in China from banking reform to foreign exchange reserves management reform. 

Together, Central Huijin and CIC mark the Chinese government’s progress in learning to take on 

financial risk and engage markets in order to carry out financial reforms. 
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My research has found that CIC is a prototypical SLF as it was capitalized by the issuance of 

special government bonds for the purchase of foreign exchange reserves. CIC’s domestic activities 

and international ventures show that it is a modern version of Gerschenkron’s capital mobilizers 

— unlocking idle capital in the form of China’s foreign exchange reserves and turning it into risk-

bearing capital that can be invested to achieve the political-economic agenda of the state. This 

recharacterization of idle capital from low-risk foreign exchange reserves into risk-bearing 

investment capital was also a transformation of China’s “official” foreign exchange reserves into 

“shadow reserves” that are no longer counted in official reserves statistics. 

 

From 2007 to 2017, CIC went through three periods of evolution under two leaders. Today, CIC 

features a troika structure with three specialized divisions, each independent and with their own 

mandate. CIC’s three subsidiaries have been vehicles to leverage part of China’s foreign exchange 

reserves to generate higher returns. At home, Central Huijin is the visible hand of the state, 

ensuring the stability of Chinese financial markets as the “Shareholder-in-Chief.” Abroad, CIC 

International and CIC Capital represent the global face of CIC. Their global investment activities 

have centered around ensuring access to resources to match China’s domestic needs and advance 

China’s national strategy. Moreover, CIC International and CIC Capital have also been the front 

men to help the Chinese government and Chinese enterprises cultivate relationships with 

international elites in industries that are identified as essential to the implementation of China’s 

national strategies. 

 

 

The amount of foreign exchange reserves managed by the State Administration of Foreign 

Exchange (SAFE) continued to grow rapidly even after China’s Ministry of Finance purchased a 
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portion of these reserves using the proceeds from a special issuance of bonds. Around 2010, the 

Chinese government reached a consensus that China’s foreign exchange reserves had reached an 

excessive amount. This new consensus allowed the PBoC and SAFE to mirror the global financial 

activism of CIC by using China’s foreign exchange reserves to establish several off-balance-sheet 

investment companies. Through these SAFE-affiliated investment companies, SAFE itself has 

transformed from an unremarkable foreign exchange reserve management agency into another 

component of China’s sovereign leveraged funds complex. The primary feature of SAFE as a 

sovereign leveraged fund is the $1-$1.5 trillion in foreign exchange assets managed by SAFE-

affiliated investment companies. These investment companies are not listed in the organization 

chart of the PBoC and their assets under their management do not count towards China’s official 

foreign exchange reserves statistics and instead can be thought of as shadow reserves. The primary 

difference between official foreign exchange reserves and shadow reserves is the different level of 

risk tolerance in their investment. SAFE-affiliated investment companies and the shadow reserves 

they manage are not bound by the PBoC Law that restricts “official” foreign exchange reserves 

from being invested in risk-bearing asset classes. In other words, by reallocating “official” foreign 

exchange reserves into shadow reserves, the PBoC and SAFE have essentially found a way to 

bypass the regulation regarding China’s foreign exchange reserves management. On the one hand, 

this has enabled reserves to be invested in risky assets in pursuit of higher financial returns, while 

on the other hand this has also created means of incentivizing foreign entities to more closely align 

themselves to China’s strategic interest in the hopes of receiving access to this sizable pool of 

capital. 
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The rivalry between CIC and SAFE-affiliated investment companies reflect a bigger power 

struggle between the Ministry of Finance and the PBoC. Nonetheless, CIC with its three 

subsidiaries and all of the SAFE-affiliated investment are all members of China’s sovereign 

leveraged funds complex. Their overseas investment experience demonstrates that the Chinese 

government under the leadership of the Party has been learning to take on financial risk and 

participate in global financial markets. Although their initial establishments were primarily crisis-

driven, they have since evolved into tools and agents of the Chinese state and the Party to mobilize 

resources and finance major national strategies in the global arena. In both their senior 

management appointments and investment focuses, Chinese sovereign leveraged funds have all 

demonstrated a close alignment to the state and the Party.  

 

The evolution of Central Huijin, CIC, and SAFE-affiliated investment companies typifies China’s 

unconventional capitalism in the age of financial globalization. This evolution has been a state-

engineered endeavor in financial risk-taking — leveraging the country’s foreign exchange reserves 

to participate in international financial markets with the goal of both tangible financial returns and 

intangible strategic gains. The case study of China’s sovereign leveraged funds complex shows 

that their overseas investment activities and acquisitions have largely followed the pattern of 

China’s evolving domestic needs and the national strategies as outlined by the Party. At home, 

China’s sovereign leveraged funds have acted as the visible hand of the state. Central Huijin is the 

largest shareholder of many Chinese financial institutions while SAFE-affiliated investment 

companies maintain a lower profile, but both are prepared to provide liquidity to support China’s 

domestic financial market in times of crisis. In global markets, China’s sovereign leveraged funds 

are not only profit-seeking investors, but also agents representing the Chinese state in pursuit of 
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intangible political gains. They are tools and agents of the state in the practice of financial statecraft, 

using their financial power to shape other countries’ foreign policy choices and financing China’s 

strategic projects.   

 

2. Review of JBIC as Japan’s de facto SLF 

 

From a comparative perspective, Chapter 4 examined how and under what circumstances Japan 

leveraged its foreign exchange reserves. My research showed that contrary to the common belief 

that Japan does not have a sovereign wealth fund, in fact, Japan has quietly transformed Japan 

Bank for International Cooperation (JBIC) — its former ODA-implementing agency — into a 

sovereign leveraged fund in almost every way except for name. As documented in Chapter 4, 

borrowing from Japan’s foreign exchange reserves has gradually become the single largest source 

of funding for JBIC’s financing operations. Similar to the Chinese experience, JBIC’s changing 

role has been primarily driven by crisis. The first restructuring of JBIC took place in 2008 during 

domestic ODA reform and the turbulence of the Global Financial Crisis, while the second 

restructuring in 2012 was undertaken against a backdrop of rising Chinese financial activism as 

part of its Belt and Road Initiative.  

 

The creation of China’s sovereign leveraged funds complex and the restructuring of JBIC into a 

sovereign leveraged fund have all been motivated by the imperative to respond to a crisis. However, 

the nature of the crises in China and Japan that led each to dip into their foreign exchange reserves 

was different. In the case of China, the crisis was endogenous to China’s domestic political 

economic system, it started at home. Initially it was China’s domestic banking crisis that led to the 

creation of Central Huijin, then it was an urgent sense of necessity to reform China’s foreign 

exchange reserves management that led to the launch of CIC. However, the crisis that triggered 
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JBIC’s transformation was mostly exogenous to Japan’s political economic system, it started from 

the international system outside Japan. First, it was the global financial crisis; second, it was 

intensified competition from China in global markets for natural resources and overseas 

investment projects.  

 

In the case of Japan, the crisis was most severe among Japanese corporations with a substantial 

overseas presence — like Toyota Motor Corporation — that suffered directly from the exogenous 

shock of a liquidity crunch in financial markets during the Global Financial Crisis. These 

corporations were unable to obtain foreign currency funding in international markets at satisfactory 

rates, which pushed the Japanese Ministry of Finance to allow JBIC to borrow from Japan’s foreign 

exchange reserves in order to provide timely liquidity to Japanese corporations operating in the 

United States and Europe. This marked an unprecedent attempt by the Japanese Ministry of 

Finance to use Japan’s foreign exchange reserves to help save Japanese corporations. Another 

exogenous shock was the emergence of new stiff competition from state-backed corporations in 

South Korea and China. In several cases Japanese firms found themselves at a disadvantage 

relative to these upstarts when bidding for infrastructure-export contracts in emerging market 

countries. In 2009, Japanese firms lost to a South Korean bid to build a nuclear power plant bid in 

the UAE. In 2015, Japanese firms again lost a competition to build Indonesia’s first high-speed 

railway, this time to a Chinese bid. Losing out on these contracts led to strong demand by Japanese 

businesses for increased government support to ensure Japanese firms remained internationally 

competitive.  

 



   
 

343 
 

Eamonn Fingleton argued that the role of Japanese state-backed financial institutions was “to 

channel the nation’s enormous pool of savings into the right industries and to ensure that corporate 

clients stay in line with industrial policy (by, for instance, encouraging buy-Japanese sourcing 

policies).”480 However, the case of Japan Bank for International Cooperation (JBIC) shows that 

dynamic has changed. The state-corporate relationship is no longer dictated by the state’s industrial 

policy or national strategy. Instead, a new form of alliance has emerged between state-owned JBIC 

and Japanese private corporations and business groups. The role of the Japanese state exemplified 

by JBIC is not to reign in corporations but rather to support their overseas activities both financially 

and strategically. This change to Japanese state policy was not a voluntary innovation but rather 

was the result of an exogenous shock suffered directly by Japanese companies that operate 

overseas. Losing infrastructure export competitions to a South Korea bid in 2009 and then to a 

Chinese bid in 2015 were major catalysts for change. Another impetus for change was China’s 

decade-long effort to lock up sources of commodities around the globe. Japan’s economy is heavily 

dependent upon imported natural resources, and for Japanese general trading houses to secure 

strategic natural resources abroad they would increasingly have to rely upon government support. 

After its first restructuring in 2008, JBIC made securing strategic resources its top priority and 

took on a new role in support of Japanese businesses. As discussed in Chapter 4, JBIC has financed 

major overseas natural resource procurement activities conducted by leading Japanese trading 

houses ever since 2008.  

 

In short, the JBIC case described in Chapter 4 indicates that the state-corporate relationship in 

Japan today is no longer directed by the Japanese state and its polices but rather a new alliance 

                                                      
480 Fingleton, Eamonn. (1990). “The Gaijin and Gyosei Shindo,” Institutional Investor, pp71-76. 
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between the state and Japanese corporations. In this new alliance, the state provides both financial 

support and political support through JBIC to Japanese corporations to ensure their success 

overseas. Since 2008 the Ministry of Finance has allowed JBIC to borrow from Japan’s Foreign 

Exchange Fund Special Account (FEFSA) and channel those funds into private businesses and 

financial institutions to enhance the international competitiveness of Japanese corporations. The 

success of Japanese corporations in procuring overseas natural resources and in bidding on 

infrastructure export projects has worked to advance Japan’s national interests. It is in this sense 

that JBIC behaves like a sovereign leveraged fund, its main interest lies not in the Japanese home 

market but in broader international markets.  

 

 

3. Convergence in the functions and behavior of China’s SLFs and Japan’s JBIC:  

 

After China launched its Belt and Road Initiative, there were clear signs that SLFs in China and 

JBIC in Japan were moving towards a convergence in their functions, especially in terms of 

providing foreign currency financing in support of the overseas activities of domestic corporations 

in strategic sectors. As discussed in detail in Chapter 4, JBIC has several mechanisms to directly 

and indirectly support the overseas activities of Japanese corporations and general trading 

companies. Chinese SLFs have exhibited similar investment patterns to that of JBIC, particularly 

since the launch of the Belt and Road Initiative. The most critical piece of evidence demonstrating 

that SLFs in China are behaving more like JBIC is the quiet establishment of SAFE Co-financing 

and the institutionalization of foreign currency entrusted loans services. Conversely, JBIC is 

converging towards the model of the Chinese SLFs by the establishment of JBIC’s enhanced 

ability to make direct equity investments. The remainder of this section will analyze how SAFE 

Co-financing is similar in function to JBIC in terms of how each provides foreign currency 
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financing to support domestic firms’ overseas expansion. Additionally, an analysis of JBIC’s 

enhanced equity investment function will show that Japan’s SLF (JBIC) has become more like 

China’s SLF complex. These two pieces of evidence demonstrate that Chinese SLFs and JBIC 

have converged in their functions and behavior since China launched its Belt and Road Initiative, 

which was about the same time the Japanese government strengthened its support for Japanese 

companies in the global marketplace.  

 

As discussed in Chapter 3, SAFE Co-financing first appeared in SAFE’s annual report in June 

2012.481 No public announcement about the launch of this new office within SAFE was made by 

either the Chinese government or the PBOC before then. It was not until January 2013 that officials 

at SAFE publicly confirmed the launch of SAFE Co-financing.482 SAFE Co-financing is tasked 

with supporting Chinese companies in investing overseas (so-called “going out”) by providing 

entrusted loans using China’s foreign exchange reserves. The structure of these loans is shown 

below in Figure 2.  

  

                                                      
481 SAFE 2011 Annual report.  
482 “国家外汇管理局有关负责人就创新外汇储备运用相关工作答记者问,” SAFE official website 2013年 1月 14日。

Accessed at 

http://www.safe.gov.cn/wps/portal/!ut/p/c4/04_SB8K8xLLM9MSSzPy8xBz9CP0os3gPZxdnX293QwMLE09nA09Pr0BXLy8P

QyNPI_2CbEdFAKLWUno!/?WCM_GLOBAL_CONTEXT=/wps/wcm/connect/safe_web_store/safe_web/whxw/zcfgjd/node_n

ews_zcfgjd_store/395ee6004e2c9a939e61bfe9b1a6fedc 

http://www.safe.gov.cn/wps/portal/!ut/p/c4/04_SB8K8xLLM9MSSzPy8xBz9CP0os3gPZxdnX293QwMLE09nA09Pr0BXLy8PQyNPI_2CbEdFAKLWUno!/?WCM_GLOBAL_CONTEXT=/wps/wcm/connect/safe_web_store/safe_web/whxw/zcfgjd/node_news_zcfgjd_store/395ee6004e2c9a939e61bfe9b1a6fedc
http://www.safe.gov.cn/wps/portal/!ut/p/c4/04_SB8K8xLLM9MSSzPy8xBz9CP0os3gPZxdnX293QwMLE09nA09Pr0BXLy8PQyNPI_2CbEdFAKLWUno!/?WCM_GLOBAL_CONTEXT=/wps/wcm/connect/safe_web_store/safe_web/whxw/zcfgjd/node_news_zcfgjd_store/395ee6004e2c9a939e61bfe9b1a6fedc
http://www.safe.gov.cn/wps/portal/!ut/p/c4/04_SB8K8xLLM9MSSzPy8xBz9CP0os3gPZxdnX293QwMLE09nA09Pr0BXLy8PQyNPI_2CbEdFAKLWUno!/?WCM_GLOBAL_CONTEXT=/wps/wcm/connect/safe_web_store/safe_web/whxw/zcfgjd/node_news_zcfgjd_store/395ee6004e2c9a939e61bfe9b1a6fedc
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Figure 41 How SAFE Co-financing works 

 
 

Source: 陈晓奕 , “揭开外储委托贷款的神秘面纱 ,” 2014 年 8 月 21 日 , 晨哨网 (Morning Whistle)。

http://www.tisino.com/cn/investmentpolicy/20140821/MTQWODU5OTMWODM.html  

 

 

The purpose of SAFE Co-financing is very similar to the first mandate of JBIC, which is securing 

overseas strategic natural resources for Japan’s economy. In effect. both SAFE Co-financing and 

JBIC are transforming their home country’s foreign exchange reserves into overseas natural 

resource assets. Chapter 3 discussed the role of SAFE Co-financing in providing financial support 

to Chinese corporation’s overseas activities. The following provides a supplementary explanation 

in order to highlight how this behavior represents a convergence between China’s SLF complex 

and JBIC (Japan’s de facto SLF). 

 

SAFE Co-financing was launched amid a background of increasing government support for 

Chinese corporations’ overseas expansion. These corporations were mostly in the business of 

securing natural resource overseas. Unlike Western companies, which often rely upon merger 

strategies to gain access to natural resources, Chinese corporations often resort to cash acquisition 

strategies in their “going out” deals. Relying upon cash acquisition strategies often results in a 

http://www.tisino.com/cn/investmentpolicy/20140821/MTQWODU5OTMWODM.html
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heavy financial burden on these firms in the long run. Moreover, Chinese corporations prefer to 

acquire relatively mature companies, which generally have relatively high valuations. All this 

means that Chinese corporations require a large amount of foreign currency in order to close their 

deals, which are often very large in scale for natural resource acquisitions. However, Chinese 

companies have relatively limited options to get the needed foreign currency due to China’s 

stringent capital control policies and the imperative of maintaining the state’s undiluted share in 

these companies. SAFE was not completely oblivious to the predicament these constraints 

presented to Chinese corporations. As early as March 2009, officials at SAFE expressed their 

willingness to provide financial support to Chinese corporations conducting overseas acquisitions 

of natural resources. For example, Mr. Zou Lin (邹林), then head of SAFE’s General Affairs 

Department, mentioned in an interview that SAFE “would provide timely currency exchange and 

other services” for Chinese corporations.483 

 

The idea of transforming foreign exchange reserves into overseas natural resource assets gained 

widespread support among the executives of Chinese SOEs in the natural resource sector, as well 

as elites in financial sector and some Chinese academics. In 2009, executives and senior managers 

at major Chinese state-owned natural resource companies proposed that China should use $1.5 

trillion of its then $2 trillion foreign exchange reserves to establish a natural resource fund in order 

to help Chinese corporations conducting natural resource exploration and acquisition activities 

both at home and abroad. Mr. Zhou Zhongshu (周中枢 ), then CEO of China Minmetals 

Corporation (中国五矿集团有限公司), was one such advocate. He made a recommendation to 

                                                      
483 “商务部外管局开方便之门 企业海外收购不差钱,” 《华夏时报》， 2009年 03月 20日。 
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the Chinese government, suggesting that foreign exchange reserves be used to capitalize a China 

mineral fund which would be established and led by China Investment Corporation while also 

allowing for the participation of major Chinese domestic mineral companies.484 In the financial 

sector, several senior financial executives, who were also members of the Chinese People's 

Political Consultative Conference, also made similar proposals. For example, Mr. Wang 

Yongzhong (王永忠), then general manager of HeBei Construction & Investment Corporation, 

and Mr. Zhang Hongli (张红力), then CEO of Deutsche Bank Asia, advised that the government 

should use its foreign exchange reserves as soon as possible to support Chinese corporations to 

explore and secure natural resources in overseas markets.485 Professor Liu Jipeng (刘纪鹏) at 

China University of Political Science and Law has advocated that China should establish two 

special funds to support Chinese corporations’ overseas mergers and acquisitions. One fund would 

be used exclusively for equity acquisitions of global top tier companies and the other fund would 

be used solely to support the acquisition of overseas natural resources such as oil and gas, minerals 

and gold.486  

 

It was amid this background that SAFE began providing foreign currency entrusted loans services 

to qualified policy banks and some state-owned commercial banks as early as May 2010. China 

Development Bank was the first policy bank that SAFE worked with to do foreign currency 

entrusted loan services. Afterwards, this foreign currency entrusted loan services platform was 

                                                      
484 Ibid. 
485 Ibid. 
486 Ibid. 
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expanded to the Export-Import Bank of China and several other state-owned commercial banks.487 

The quiet establishment of SAFE Co-financing marks the institutionalization of the foreign 

currency entrusted loans services platform for outbound investment. The source of capital is 

ultimately SAFE but the loans are implemented through select financial institutions that directly 

participate in the market or directly work with other market participants, such as policy banks and 

state-owned commercial banks. SAFE Co-financing and its role in providing foreign currency 

entrusted loans services was endorsed by the State Council in July 2013, when the General Office 

of the State Council issued the “Guiding Opinions on Financial Support for Economic Structural 

Adjustment, Transition and Upgrade” (《国务院办公厅关于金融支持经济结构调整和转型升

级的指导意见》).488 In this document, the State Council emphasized using multiple ways to 

provide foreign currency financing support to Chinese corporations in need of foreign exchange 

for their overseas activities. It called for innovatively using foreign exchange reserves and 

expanding the foreign currency entrusted loans platform and commercial banks’ sub-loan 

channels.489 Through SAFE Co-financing and the Guiding Opinions, SAFE has institutionalized 

channels supported by the Chinese government to provide foreign currency entrusted loans and 

credit guarantees to support Chinese firms’ expansion overseas.  

 

It is worth pointing out that not every corporation is qualified to take out foreign currency entrusted 

loans from designated commercial banks. The foreign currency entrusted loans services are only 

                                                      
487 Interview with Li Tao (李涛)， Caixin, January 22, 2013. http://video.caixin.com/2013-01-22/100485100.html  Also, 张海亮

编著，《中国主权财富投资的理论、问题与对策》(中国社会科学出版社, 2015年)， 第三章第六节，“中国外汇储备投

资的新动向”。 
488 《国务院办公厅关于金融支持经济结构调整和转型升级的指导意见》， 2013 年 07 月 01 日。 

full text can be accessed at http://www.gov.cn/zhengce/content/2013-07/05/content_1929.htm  
489 “创新外汇储备运用，拓展外汇储备委托贷款平台和商业银行转贷款渠道，综合运用多种方式为用汇主体提供融资支

持.”  See in 国务院办公厅关于金融支持经济结构调整和转型升级的指导意见》， 2013 年 07 月 01 日,full text can be 

accessed at http://www.gov.cn/zhengce/content/2013-07/05/content_1929.htm  

http://video.caixin.com/2013-01-22/100485100.html
http://www.gov.cn/zhengce/content/2013-07/05/content_1929.htm
http://www.gov.cn/zhengce/content/2013-07/05/content_1929.htm
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provided to qualified major state-owned enterprises in specific industries that are expanding 

overseas under the general spirit of the government’s “going out” call. In particular, the preferred 

corporations are those directly managed by State-owned Assets Supervision and Administration 

Commission (SASAC) or the so-called yangqi (央企) in strategic industries such as energy and 

mineral sectors. The idea is to provide these corporations with cheap foreign currency financing 

to support their overseas acquisition of major oil fields or mines. SAFE does not directly set the 

interest rate on each foreign currency entrusted loan to these corporations. Rather, SAFE entrusts 

designated financial institutions to extend loans to specific qualified borrowers and allows these 

financial institutions to determine the interest rate, the terms, and amount of the loan based upon 

their evaluation of each individual case. However, SAFE does have a minimum return target for 

the foreign currency entrusted loans, which is about 2.5%. This return requirement is calculated as 

a spread of several basis points to the international benchmark bank-lending rate (LIBOR). In 2012 

and 2013, an interest rate of 2.5% may not seem particularly low in an environment of quantitative 

easing in the EU and the United States. However, to provide some context, the US 10-year 

Treasury Note, a proxy for the risk-free rate, was only 1.5% at the end of 2012. This means that 

qualified Chinese corporations only needed to pay 1 percentage point higher in interest to get 

foreign currency funding for their overseas activities, which are often much riskier ventures than 

such a small spread to the risk-free rate would normally justify.   

 

In short, in the foreign currency entrusted loan services, SAFE provides the foreign currency 

capital, sets a minimal return target, but has no control over loan approval and ongoing risk 

management of approved loans. The downside of this is that SAFE has to rely upon these entrusted 

financial institutions for risk control and loan services. For SAFE, this situation is not ideal, but 
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for Chinese corporations in need of foreign currency for overseas expansion, the entrusted loan 

service is almost equal to a government-subsidized foreign currency lending program that allows 

them to borrow cheaply from the country’s foreign exchange reserves. Through entrusted loans 

services, SAFE Co-financing has leveraged China’s shadow reserves to become a direct financial 

sponsor of the Belt and Road Initiative, the largest and most ambitious foreign policy endeavor 

ever undertaken by China. The success of SAFE as a SLF is one of the main reasons that no 

additional foreign exchange reserves have been transferred to CIC, China’s other major SLF. In 

response to the government’s mandate to find more innovative ways to manage foreign exchange 

reserves, SAFE has transformed itself into a SLF, an active investor with full discretion to deploy 

shadow reserves both for profit and in support of the government’s policy objectives. 

 

The discussion above shows that SAFE, especially the SAFE Co-financing office, shares the same 

function as JBIC in providing foreign exchange financing support to domestic firms in their global 

acquisition activities. The convergence between Chinese SLFs and JBIC (Japan’s de facto SLF) 

does not end there. As the Japanese government placed more emphasis upon supporting Japan’s 

infrastructure exports and securing overseas natural resources, JBIC’s function has been subtly 

enhanced in the area of equity investment. As JBIC increasingly makes more equity investments 

its overseas behavior has steadily converged towards that of China’s SLFs. 

 

On October 1, 2016, JBIC established the Equity Finance Group and Equity Investment 

Department under the leadership of Governor Akira Kondoh. The objective of this organizational 

change was to strengthen JBIC’s “institutional capacity of equity investment in line with various 
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government’s initiatives.”490 JBIC makes equity investment both in cases where Japanese firms 

have equity stakes and in cases where Japanese firms do not have equity stakes. Cases where JBIC 

can make equity investment can be generalized into four categories: 1) JBIC takes an equity stake 

in a Japanese company that makes an equity investment in an overseas project; 2) JBIC takes an 

equity stake in a Japanese company that acquires an equity interests in a foreign company to form 

a business alliance; 3) JBIC takes an equity stake in a Japanese company that participates in a fund 

that may have other investors. In this case, JBIC performs a major role as the general partner in 

the management and investment decisions; 4) JBIC takes an equity stake in a Japanese company 

to form a consortium and to participate in an international fund.  

 

On June 30, 2017, less than a year after the Equity Investment Group was launched, JBIC 

established JBIC IG Partners together with the Industrial Growth Platform Inc. (IGPI). The joint 

venture was 51% owned by JBIC and 49% owned by IGPI. The idea behind establishing JBIC IG 

was to setup overseas funds by partnering with both foreign sovereign wealth funds and 

international investors by providing investment advisory services to overseas investment funds. 

Through providing investment advice to overseas funds, JBIC IG aims to incentivize co-

investments in overseas companies to share risks with Japanese companies, as well as to expand 

transactions with overseas companies and Japanese companies. 

 

                                                      
490 “JBICの支援体制・取組みの強化について,” 株式会社国際協力銀行, 2016年 10月 3日 . 

https://www.jbic.go.jp/ja/information/news/news-2016/1003-50688.html  

https://www.jbic.go.jp/ja/information/news/news-2016/1003-50688.html
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Figure 42 JBIC IG Business Model 

 
Source: JBIC Official Website, https://www.jbic.go.jp/en/about/introduction/equity.html  

 

 

JBIC’s internal organizational change and its external partnership building through JBIC IC are 

closely aligned with the Japanese government’s growth strategies in overseas markets. JBIC’s 

enhanced function in equity investment also fits with the government’s emphasis on supporting 

Japanese corporations’ overseas acquisitions activity as a way to obtain new technologies and 

acquire technical expertise. Under its Third Medium-term Business Plan (FY2018-FY2020), JBIC 

will continue to provide proactive support to Japanese companies that plan to expand their business 

to overseas markets, while considering new trends in Japanese industries.491 Through its enhanced 

equity investment capacity, JBIC as Japan’s de facto sovereign leveraged fund increasingly 

resembles the Chinese sovereign leveraged funds complex in terms of its functions, especially its 

support of domestic firms in their international operations and partnering with foreign investors in 

a consortium for overseas investment in companies and projects.  

 

                                                      
491 “JBIC Third Medium-term Business Plan,” June 2018 accessible at 

https://www.jbic.go.jp/en/about/images/business_plan_en.pdf  

https://www.jbic.go.jp/en/about/introduction/equity.html
https://www.jbic.go.jp/en/about/images/business_plan_en.pdf
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As Peter Evans points out, as states become increasingly involved in economic transformation, 

they increasingly look at the international system not just as a system of sovereign political entities 

but also as a division of labor and their economic transformation is inescapably defined in global 

terms.492  The experience of sovereign leveraged funds in China and Japan shows that both states 

have sought ways to directly participate in global markets in order to redefine their role in the 

international division of labor as their economy becomes inseparable from the global system.  They 

have leveraged their foreign exchange reserves to finance various overseas financial activities with 

the intention of not only achieving higher financial returns but also gaining a strategic advantage 

in terms of acquiring natural resources or providing equity to firms operating in strategic industries 

in foreign countries. By directly participating in international markets, SLFs facilitate an economic 

transformation at home by building up global networks and accumulating expertise (in the case of 

China), and strengthening the global competitiveness of private business operating overseas.   

 

Besides convergence in function, both the China case and the Japan case also demonstrate that 

their sovereign leveraged funds are in fact not directly administered by the “sovereign” but rather 

are overseen by respective bureaucracies that harbor their own interests. In global markets these 

funds are seen as the state’s national team and as representing state support for a certain agenda, 

but at home each SLF represents their own patrons. For instance, as discussed in Chapter 3, China 

Investment Corporation has close ties with China’s Ministry of Finance whereas SAFE-affiliated 

investment companies are solely administered by SAFE and the PBoC. The competition between 

CIC and SAFE-affiliated investment companies directly reflects the competition for controlling 

and managing China’s foreign exchange reserves. This ultimately represents a broader power 

                                                      
492 Evans, P. B. (1995). Embedded Autonomy: States and Industrial Transformation. Princeton, N.J.: Princeton University Press. 
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struggle between the Ministry of Finance and the PBoC. In the case of Japan, JBIC after two rounds 

of restructuring has become an independent financial institution but it is administered and mainly 

financed by Japan’s Ministry of Finance. It represents the Ministry of Finance in extending support 

to Japanese corporations operating overseas. It also has become a place where former bureaucrats 

from the Ministry of Finance can assume a new job (Amakudari). By transforming JBIC and 

allowing it to borrow from Japan’s foreign exchange reserves and finance the overseas activities 

of Japanese firms, Japan’s Ministry of Finance has also weakened the necessity for establishing a 

new government-owned financial institution to perform the same role.  

 

4. Differences between the Japanese experience and the Chinese experience  

 

Despite the convergence in functions between China’s sovereign leveraged funds and JBIC 

(Japan’s de facto SLF) there remain two major differences. The first major difference is regarding 

the initial motivation for leveraging foreign exchange reserves and the recipients of state support. 

As discussed in Chapter 3, China’s first attempt at leveraging its foreign exchange reserves was 

intended for Central Huijin to serve as a temporary special purpose vehicle to deal with China’s 

domestic banking crisis and to recapitalize failing state-owned commercial banks. In other words, 

Huijin’s mandate was to save the Chinese banks by leveraging China’s foreign exchange reserves. 

By contrast, JBIC was allowed to borrow from Japan’s foreign exchange reserves not because it 

was mandated to protect Japanese financial institutions but rather to help Japanese private 

corporations weather a potentially devastating liquidity crunch. In short, the recipients of state 

support were different between Japan and China in first attempts at leveraging foreign exchange 

reserves.  
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Japan’s first experience at leveraging foreign exchange reserves was to achieve a time-sensitive 

mission of saving Japanese private corporations, whereas China’s first experience was aimed at 

saving its failing domestic state-owned commercial banks. This initial difference in recipients of 

state support has been carried forward, particularly with the launch of SAFE Co-financing and the 

enhancement of JBIC’s equity finance arm. In the case of China, the Chinese corporations 

receiving support from Chinese SLFs are mostly SOEs in strategic sectors, not private corporations. 

In the case of Japan, the Japanese corporations receiving support from JBIC are Japanese private 

corporations and general trading companies.   

 

The second major difference between China’s SLFs and JBIC is in regards to the implied state-

corporate dynamics. This can be observed through comparing Central Huijin and JBIC. Despite 

the fact that both Central Huijin and JBIC obtained foreign exchange reserves from the state, their 

functions and their relationship with the entities they were created to aid are very different. Huijin 

played the role of a state-owned private equity fund and eventually became an overarching holding 

company controlling a majority of shares in nearly all Chinese major financial institutions. 

However, JBIC has played the role of a silent financier and sponsor to Japanese private 

corporations in their global activities without interfering with their operations. Central Huijin as 

one of China’s sovereign leveraged funds has represented the state taking the driver’s seat, learning 

to take on risk and participate in financial markets, whereas JBIC as Japan’s sovereign leveraged 

fund has represented the state taking the backseat, providing needed financial resources and 

political support to Japanese private firms without taking control of them. From a functional 

perspective, Huijin’s control over major Chinese financial institutions is an expression of state 

control over domestic strategic industries, whereas JBIC’s role as a financer is a manifestation of 
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the state supporting domestic corporations to strengthen their global competitive advantage in 

global markets.  

 

 

5. Putting the rise of Chinese SLFs and JBIC’s transformation in context: Japan as a reactive state 

 

In a broader regional and global context, JBIC’s evolution could best be understood using the 

“reactive state” framework first developed by Kent Calder. Calder used this framework to describe 

Japan’s peculiarity in foreign economic policy formulation. The essence of Calder’s reactive state 

framework has two components: first, there is a mismatch between the state’s economic size and 

its foreign economic policy formulation. That is to say, even if it has the capacity and incentives 

to undertake some major independent foreign economic policy initiatives, the state fails to do so. 

Second, it is exogenous shocks and external pressures, rather than the state’s own proactiveness, 

that cause the state to respond to external challenges, and hence make the state change in an erratic, 

asymmetrical, and often incomplete way.493 The reactive state framework provides a theoretical 

explanation of JBIC’s evolution against the background of two major external challenges at two 

levels: 1) at the global systemic level, the Global Financial Crisis and the associated global dollar 

liquidity crunch; 2) at the regional level, rising Chinese financial activism following the Global 

Financial Crisis, particularly in regards to China’s Belt and Road Initiative and global 

infrastructure financing campaign.  

The Global Financial Crisis was a major exogenous shock that placed great pressured on the 

finances of major Japanese corporations with overseas operations and drove them to look for 

assistance from the Japanese government. As a result, the Ministry of Finance — Japan’s most 

                                                      
493 Calder, K. (1988). Japanese Foreign Economic Policy Formation: Explaining the Reactive State. World Politics, 40(4), 517-

541. 
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powerful ministry — have no better option other than to allow JBIC to borrow from Japan’s foreign 

exchange reserves and lend that capital on to Japanese firms in need of foreign currency liquidity. 

If it were not for this exogenous shock and global liquidity crunch, JBIC would not have been 

allowed to borrow from Japan’s foreign exchange reserves because the Ministry of Finance has 

always had a very conservative view of how Japan’s foreign exchange reserves should be managed. 

The Ministry even today believes that reserves should be managed in a safe and liquid way rather 

than for the purpose of gaining higher returns on investment. Allowing JBIC to borrow from 

Japan’s foreign exchange reserves for the purpose of a providing liquidity in times of crisis does 

not go against the conservative view of the Ministry. However, it does open the door for future 

practices such as lending foreign exchange reserves to JBIC to provide seed capital to induce 

Japanese firms to invest abroad as a policy measure to stabilize the appreciating Yen. In the future, 

foreign exchange reserves could even be injected into JBIC with the purpose of financing Japan’s 

Qualitative Infrastructure Initiative. None of these practices should be interpreted as signaling a 

change in the mentality of the Ministry of Finance in regards to how foreign exchange reserves 

should be managed, or as an indication of an increased risk appetite or risk tolerance on the part 

of the Ministry. Rather, by allowing JBIC to borrow from Japan’s foreign exchange reserves and 

leverage the reserves for purposes such as financing private business activities and major policy 

initiatives, the Ministry has essentially acted to undermine the impetus for establishing a new 

separate agency that could potentially compete against its own bureaucratic dominance within 

Japan’s decision-making apparatus, especially its management and control over Japan’s foreign 

exchange reserves.  

 



   
 

359 
 

In the years following the Global Financial Crisis, the Japanese government has increasingly 

exhibited a tendency to react against China’s Belt and Road Initiative and the expansion of China’s 

infrastructure exports. This was the environment in 2012, when JBIC was restructured as an 

independent government agency with an enhanced role for equity investment. As discussed in 

Chapter 4, Japan, as part of its plans for national economic revival, has made infrastructure exports 

a pillar of national economic policy. The Japanese government explicitly identified the export of 

infrastructure as a key pillar of a plan to revive the Japanese economy in Prime Minister 

Hatoyama’s administration (September 16, 2009 - June 8, 2010). This was about the same time as 

when China’s Belt and Road Initiative — and its focus on infrastructure exports — also began to 

emerge in earnest. For Japan, this meant that its position as the incumbent economic power and 

the region’s premier overseas development assistance provider were simultaneously under 

challenge from China’s Belt and Road Initiative and China’s rising overseas financial activism. 

 

An unintended consequence of China’s Belt and Road Initiative is that it served as another 

exogenous shock for Japan’s economic revival, not long after the Global Financial Crisis. This 

drove the Japanese government to change its approach to implementing its foreign economic 

policy by further strengthening government support to the overseas activities of private companies 

in two respects. First, the Abe administration not only views infrastructure export as an important 

aspect of Abenomics to revitalize the Japanese economy, but more importantly, the Abe 

Administration has elevated the issue into a national strategy called Quality Infrastructure 

Initiative. Under this new initiative, the Japanese government and various bureaucracies have 

coordinated with Japanese business groups and representatives to seek better ways to strengthen 

Japanese firms’ international competitive advantage.  
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Second, Japan has transformed JBIC into an independent financial institution under the purview 

of the Ministry of Finance. This transformation makes JBIC the de facto Japanese sovereign 

leveraged fund through which the Japanese government can easily extend its diplomatic and 

financial support to Japanese corporations’ overseas infrastructure export activities. Through the 

subtle transformation of JBIC, Japan can exercise its financial statecraft by providing loans and 

equity financing to Japanese corporations, foreign governments, and foreign financial institutions. 

In particular, JBIC’s cooperation with foreign government agencies through good-will services 

such as bilateral consulting conferences and planning workshops directly help to create demand 

for Japanese infrastructure in overseas markets. By doing so, Japan aims to protect and strengthen 

its own global competitiveness, reinforce its position as the incumbent power in infrastructure 

development projects and strengthen its position while balancing China’s expansion.  

 

In addition to reacting to China’s Belt and Road Initiative on the issue of infrastructure exports, 

JBIC has also financed overseas strategic natural resource procurement activates conducted by 

Japanese general trading companies. In fact, securing overseas strategic natural resources has been 

the top priority of JBIC since its first restructuring in 2008, a time when Chinese state-owned 

enterprises were actively engaged in overseas natural resource acquisitions.  

 

In short, JBIC’s transformation especially since 2012 can be thought of as a reaction to global and 

regional challenges since the Global Financial Crisis and rise of Chinese financial activism. 

Perhaps Japan will not long be alone in its strong reaction to China’s rising overseas activism. In 

the years to come, perhaps more Western economies with technological advantages that are 

waning will resort to establishing government-owned financial institutions by tapping into their 
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pools of idle capital to strengthen domestic firms’ global competitiveness and protect against 

foreign takeover in strategic sectors.  

 

III. The Practical Relevance of Sovereign Leveraged Funds 
 

The framework of sovereign leveraged funds helps to alleviate the definitional issues regarding 

sovereign wealth funds that Herman Schwartz sharply critiqued as putting lobsters, apples and 

oranges into the same basket simply because they are all red.494 By analyzing the financial structure 

— especially the liability profile — of the funds this framework allows for the separation of 

sovereign leveraged funds capitalized by leveraging idle capital reserves from the traditional 

commodity-based sovereign wealth funds capitalized by unencumbered wealth from the 

monetization of natural resources. The remainder of this section discusses from five aspects the 

practical relevance of sovereign leveraged funds as a new term in the vocabulary and as an 

analytical framework applicable in the fields of international finance, international political 

economy, and comparative political economy.  

 

First, the ability to identify sovereign leveraged funds as opposed to traditional commodity-based 

sovereign wealth funds allows us to understand and predict with greater confidence the ongoing 

economic transformations seen in natural-resource-dependent economies. For example, Chapter 

2 raised the relevance of sovereign leveraged funds as a framework to understand the ongoing 

transformation of Saudi Aramco into an enormous multinational holding company in charge of 

diversifying the Saudi Arabia’s economy and reducing its dependence on oil and gas. In a similar 

fashion, the framework of sovereign leveraged funds helps us to understand why some natural-

                                                      
494 Schwartz, H. (2012). Political Capitalism and the Rise of Sovereign Wealth Funds, Globalizations, 9:4, 517-530. 
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resource-dependent economies have established SLFs and are strengthening their state-owned 

development companies or industrial holding companies alongside traditional commodity-based 

sovereign wealth funds.  

 

The sovereign leveraged funds framework also helps us to understand why some non-natural-

resource-dependent economies of different levels of economic development either have already 

established government-owned investment funds or are presently considering doing so. It also 

illustrates how such a fund could be established when a state does not have abundant free 

cashflow from the monetization of natural resources. As has been discussed in Chapter 2, 

sovereign leveraged funds can be found in both developed and developing non-natural-resource-

dependent economies. These funds can be capitalized by the state taking on either financial or 

economic leverage. Taking on financial leverage typically requires the state issuing new bonds, 

whereas taking on economic leverage is a more common approach and involves the state 

leveraging an existing pool of idle capital administered by the state which existing financial 

institutions do not have direct access to for reasons the discussed in Chapter 2. These pools of 

idle capital often include foreign exchange reserves, pension reserves, and fiscal surplus 

reserves. Normally, this idle capital is invested in safe and low-risk bearing assets that are 

passively managed and administered by government agencies or bureaucracies. By tapping into 

these pools of idle capital and reallocating the capital into a government-owned investment 

institution, the state essentially changes the risk-bearing characteristic of this pool of capital and 

allows it to be used for risky investment.  
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The “leveraged” feature of sovereign leveraged funds helps to explain the fundamental 

functional difference between traditional commodity-based sovereign wealth funds and non-

commodity-based funds established by leveraging state administered idle assets. The primary 

function of traditional commodity-based sovereign wealth funds is to preserve and grow 

revenues from the monetization of natural resource and prevent them from being inefficiently 

deployed at home due to limited profitable investment opportunities and undeveloped domestic 

financial institutions. From this perspective, traditional commodity-based sovereign wealth funds 

help governments of natural-resource-based economies to discipline themselves in fiscal 

expenditure in contemporary consumption. Moreover, these funds transform natural resource 

assets into overseas financial assets with the expectation that these financial assets will 

appreciate in value in the long run. But this also reveals a difficult policy dilemma that many 

natural-resource-based economies face: whether they should exploit and monetize their natural 

endowment as much as possible and save for future generations in the form of financial assets, or 

should they save untapped natural resources for future generations. By contrast, sovereign 

leveraged funds have three different functions compared with traditional commodity-based 

sovereign wealth funds: SLFs are capital mobilizers that allow for the unlocking of pools of idle 

capital for crisis response and development purposes at home; SLFs are protectors of domestic 

strategic industries and key corporations, and SLFs are tools for exercising financial statecraft in 

global financial markets to advance state-prioritized development strategies with the goal of 

mitigating domestic structural imbalances.  

 

The three distinctive functions of sovereign leveraged funds link this framework to the literature 

on the Varieties of Capitalism by providing an explanation as to why some developed countries 
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have established government-owned investment funds in the form of government-holding 

companies or investment companies and more are presently considering doing so. As Chapter 2 

points out, these countries belong to either the category of Coordinated Market Economies 

(CMEs) or the category of Mixed Market Economies (MMEs). CMEs and MMEs create 

sovereign leveraged funds by reallocating existing pools of idle capital into government-owned 

investment companies or holding companies. In these two types of capitalist economies, the 

creation of sovereign leveraged funds in the form of government-owned investment companies 

or holding companies exemplifies government coordinating (CMEs) or orchestrating (MMEs) 

the allocation of scarce capital resource for a state-prioritized agenda. This state-prioritized 

agenda can be mobilizing capital to provide liquidity for critical firms in critical industries in 

times of crisis, to extend government support to strengthen the international competitive 

advantage of indigenous corporations and industries, and to protect strategic corporations and 

industries at home against foreign takeovers. W. Carl Kester and Timothy Luehrman argued that 

“in the new global economy, all companies — Japanese, American, European, and others — 

must compete for the same capital.”495  This is not necessarily true when states can leverage 

domestic pools of idle capital to create sovereign leveraged funds through which cheap financing 

can be channeled into state-favored corporations. For structural and cultural reasons, some firms, 

such as state-owned enterprises, corporations that have cross shareholding structures, or 

corporations in strategic sectors, cannot freely compete for capital by raising it in global capital 

markets for several reasons: states or shareholders do not want to dilute their stakes, or states 

intend to protect strategic firms against foreign take over. With the establish of sovereign 

leveraged funds as capital distribution channels, these selected corporations are financially and 

                                                      
495 Kester, W. Carl and Luehrman, Timothy. (1992). “The Myth of Japan’s Low-Cost Capital,” Harvard Business Review, p135. 
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politically supported by the state. In other words, the ability of sovereign leveraged funds to have 

access to idle capital and use it for strengthening the international competitiveness of selected 

domestic firms essentially guarantees that these selected firms do not always have to compete for 

financing in global markets. 

 

Finally, by introducing the concept of sovereign leveraged funds and analyzing the liability 

profile of the funds, it is possible to identify government-owned financial institutions that do not 

have the name of a sovereign wealth fund but in practice behave as a sovereign leveraged fund. 

One such case is Japan Bank for International Cooperation discussed in Chapter 4. Despite the 

fact that Japan’s Ministry of Finance has consistently rejected proposals for a Japanese sovereign 

wealth fund, it allowed Japan Bank for International Cooperation to borrow from Japan’s foreign 

exchange reserves to provide foreign exchange liquidity for Japanese corporations operating 

overseas during the Global Financial Crisis. Afterwards, the Ministry of Finance also allowed 

JBIC to borrow more foreign exchange reserves to provide seed capital to mobilize Japanese 

private corporations to conduct more overseas activities as an effort to stabilize the Japanese 

Yen. Moreover, since 2012, JBIC has been a stand-alone government-owned financial institution 

that not only finances the overseas investment activities of Japanese corporations and general 

trading companies but is also a critical financing arm for the government’s Quality Infrastructure 

Initiative.  

 

IV. Limitations and Future research  
 

The cases of sovereign leveraged funds analyzed in this research are both related to the 

leveraging of foreign exchange reserves in non-natural-resource-dependent economies. As 
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pointed out earlier, foreign exchange reserves are not the only source of idle capital that a state 

can leverage. This research has not examined cases beyond foreign exchange reserves based 

sovereign leveraged funds. This is because the initial empirical puzzle driving this research was 

in the context of China and Japan — the two countries with largest amount of foreign exchange 

reserves. However, going forward, it is worthwhile to examine how other types of idle capital 

can be tapped by sovereign leveraged funds for risk-taking investment and economic 

development purposes. For instance, the Ireland Strategic Investment Fund, whose predecessor 

was the National Pensions Reserve Fund, is an interesting case to explore the domestic politics of 

how a democratic government was able to leverage the pension reserves and transform the old 

pension fund into a leveraged fund to “support economic activity and employment in Ireland.” 

Cases like this could potentially touch upon an important issue of the life cycle of government-

owned investment funds, especially the issue of how and under what circumstances the mandate 

of sovereign wealth funds may evolve and change.  

 

This research has found that most countries belong to the categories of Coordinated Market 

Economies and Mixed Market Economies have established sovereign leveraged funds. Japan as a 

representative of Coordinate Market Economies has chosen to transform an existing government-

owned financial institution into a de facto sovereign leveraged fund without naming as such. 

Other countries in these two categories, such as France, Belgium, Italy, Ireland, Luxemburg, and 

Austria have also established their own sovereign leveraged funds. Germany is presently 

considering to do so as well. With the exception of Belgium, which established the SFPI-FPIM 

(Federal Holding and Investment Company) in 2006, most of these countries established their 

sovereign leveraged funds in the aftermath of the Global Financial Crisis amid rising Chinese 
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overseas financial activism. Moreover, the common mission of sovereign leveraged funds in 

these countries is to increase domestic firms’ global competitiveness. The French government 

recently launched a new €57 billion fund ($67.8 billion) specifically to finance major state 

priorities such as energy transition, skills development, innovation and transformation.496 This 

poses a question for future research: whether the establishment of government-owned investment 

funds in these advanced economies where the state tends to play a bigger role is a sign of rising 

protectionism or just an effort to respond to global challenges? This research has not been able to 

answer this question, but it is certainly an important issue to consider.  

 

 

 

 

 

  

                                                      
496“ France’s ambitions for investment and innovation,” French government official portal, June 22, 2018, accessible at  

https://www.gouvernement.fr/en/france-s-ambitions-for-investment-and-innovation  

https://www.gouvernement.fr/en/france-s-ambitions-for-investment-and-innovation
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