Minding the GAPP*
Sovereign wealth, transparency, and
the “Santiago Principles.”

* “Generally Accepted Principles and Practices” for Sovereign Wealth Funds

A revolution in the making?
Few people nowadays know much about
the “Muscovy Company.”
The name is somewhat misleading – it
does not refer to a Russian corps de
ballet. The Muscovy Company, chartered in 1555, was the first major English
joint-stock trading company, precursor to
the Virgina Company, the Hudson’s Bay
Company, the British East India Company,
and others. The Muscovy Company had
a monopoly on trade between England
and Muscovy (Russia) until 1698, and it
survived as a trading company until the
1917 Revolution.
This obscure bit of history offers some
illuminating parallels to the recent
emergence of new actors on the global
economic scene – among them sovereign
wealth funds, the focus of this paper.
The joint-stock concept pioneered by the
Muscovy Company led eventually to the
issuance in 1602 of the first shares on the
Amsterdam Stock Exchange – shares
in the Dutch East India Company –
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enabling shareholders to invest in business ventures and get a share of their
profits (or losses). This led to the beginning of share-trading in 1688 on a stock
exchange in London. And this, in turn,
ultimately led to the past three centuries
of global capitalism as we know it.
By any meaningful definition of the term,
the actions of the Muscovy Company and
the Dutch East India Company and those
early brokers in London were profoundly
revolutionary in their impact. Their importance was not recognized at the time,
and it took literally centuries for the full
effects to be felt. But no feature of the
modern global economy is unaffected by
them.
The point of this historical sidelight is
that the mechanisms and structures for
accumulating and deploying capital are
not pre-existing givens, like the laws of
Physics. They are invented by individuals acting at specific times and places in
response to identifiable opportunities and

challenges. Their ultimate significance is
difficult to grasp early on. They morph
and evolve before reaching a relatively
stable and mature form. And an important element in achieving that maturity
and stability is the articulation of laws
and regulations such as those authorizing stock exchanges, regulating public
companies, and requiring annual audits
of financial statements. These and other
developments (such as the formulation of
banking and securities regulations) have
had a significant impact in guiding the
evolution of markets and flows of capital
in modern times.
One of the key drivers in the emergence
of stock companies was the impact of the
first wave of “globalization” that followed
Columbus’s voyages. Even before the
tumult in the global capital markets that
began in mid-September of 2008, there
were abundant signs that long-received
templates for how capital is gathered and
used were being supplanted, or at least
supplemented, by the emergence of new

“players,” whose activities are similarly the
outcome of the latest wave of globalization during the past quarter-century.
Hedge funds, private equity investors,
“crossing networks,” infrastructure investment funds – these and other new categories of actors in the global economy
operate in ways that differ importantly
from the processes and procedures we
are familiar with from the multinationals
listed on the NYSE, LSE, HKSE, FSE, and
other exchanges.
The emergence of such entities, capable
of investing tens or hundreds of billions of
dollars/euros/yen/dirhams, will add new
pages (and may rip out some old ones) in
the playbook that has delineated the flow
of global capital for centuries. Cumulatively, they represent strong potential
for profound changes to the markets’
taxonomy in an unprecedentedly compressed time frame – in short, a potential
“revolution in the making.” Among the
most visible of these new global players
are the entities commonly referred to as
Sovereign Wealth Funds (SWFs).1*
*The notes will be found at the end of this
document
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The articulation of laws and regulations such as those authorizing stock exchanges, regulating public companies,
and requiring annual audits of financial statements...and
the formulation of banking and securities regulations have
had a significant impact in guiding the evolution of markets and flows of capital in modern times.

A bit of background
According to the definition formulated by
the International Working Group (IWG) of
Sovereign Wealth Funds, “Sovereign wealth
funds (SWFs) are special-purpose investment
funds or arrangements that are owned by the
general government. Created by the general
government for macroeconomic purposes,
SWFs hold, manage, or administer assets to
achieve financial objectives, and employ a set
of investment strategies that include investing
in foreign financial assets.”2

The main causes of this are clear enough:
• The sudden spike in revenues flowing to
oil-producing nations, particularly in the
Middle East, as a result in the climb in oil
prices6
• The enormous increase in foreign exchange holdings by China owing to its
long string of favorable balance-of-trade
results, due primarily to its dealings with
Western nations (the U.S. in particular)

SWFs are actually not a brand-new phenomenon. The first SWF was the Kuwait Investment Authority, a commodity-funded SWF
created in 1953 from oil revenues before
Kuwait even gained independence from Great
Britain.3

From being little-noticed just a few years ago,
it suddenly seemed by mid-2007 that it was
impossible to glance at a mainstream business
publication without encountering one or
more articles about SWFs. And many of those
articles exhaled a very clear aroma of anxiety
and concern.

But SWFs have become hugely more prominent in the past 18 months or so. In part this
is because of their startling size: current assets
under management by SWFs globally have
recently been estimated at $3.6 trillion4, and
some sources forecast that this total could
grow to as much as $9 trillion by 20125.

3

SWFs didn’t “look like” or “act like” the kinds
of investment vehicles that had long been
familiar to Westerners. In many cases, their
operations and decision-making seemed
opaque, even secretive. They were owned
by nations – China, Russia, and some Middle
Eastern countries, in particular – whose
relations with Western governments have

sometimes been vexed. And there seemed
to be no common set of standards, no “best
practices,” according to which their motives
and decision-making processes could be
confidently analyzed.
The debate about the desirability (or otherwise) of allowing inbound SWF investment
began in earnest in 2007. A quote from
former U.S. Treasury Secretary Lawrence Summers, which is representative of the dialogue,
will help to illustrate this: “What has received
less attention are the particular risks associated
with ownership by government-controlled entities, particularly where the ownership stake is
taken through direct investments. The logic of
the capitalist system depends on shareholders
causing companies to act so as to maximize
the value of their shares. It is far from obvious
that this will over time be the only motivation
of governments as shareholders. They may
want to see their national companies compete effectively, or to extract technology or to
achieve influence.”7
With remarkable speed, other voices entered
the controversy. (One of the obvious ways
in which today is different from the historical

Some worried that governments might manage their vast capital resources in
furtherance of a political agenda. The possibility that the enormous financial
leverage of some SWFs might be deployed in ways that would compromise national security was surfaced in some quarters. There was also concern about the
potential for SWFs to contribute to market volatility and uncertainty.
examples cited at the beginning of this paper
is the sheer velocity with which such tempests
can erupt.) Some worried that governments
might manage their vast capital resources in
furtherance of a political agenda. The possibility that the enormous financial leverage
of some SWFs might be deployed in ways
that would compromise national security was
surfaced in some quarters.8 There was also
concern about the potential for SWFs to contribute to market volatility and uncertainty.
In the meantime, SWF owners and managers
began to take umbrage – not unreasonably
– at the unfavorable light in which they were
being portrayed in some quarters, particularly
given the positive role they were taking as providers of much-needed liquidity.9 As a result of
the ongoing global market turmoil triggered
by deteriorating subprime mortgages, it be-

4

came apparent that some prominent financial
institutions in Europe and the United States
were in dire need of capital injections. SWFs
were well placed to provide such funds. Since
2006, SWFs have made direct investments
totaling some $40 billion in Western financial
firms.10 With evidence of this kind to back up
their assertions, SWF spokespersons portrayed
the funds as model investors: stable, commercially oriented, and focused on long-term
returns rather than quick entries and exits to
generate short-term profits.
The danger of a prolonged conflict about the
trustworthiness of SWFs’ intentions – with
seriously disruptive effects to global investment flows – seemed a clear and present one.
To forestall this, a credible mediator and a
process inspiring confidence were required.

Enter the G-8
The G-8 group of industrialized nations
had a clear interest in identifying such
a mediator and backing such a process.
And it seemed that the first requirement
was at hand, in the form of the International Monetary Fund (IMF), part of
whose mission is to “promote international monetary cooperation, exchange
stability, and orderly exchange arrangements.” The depth and quality of technical resources available to the IMF made it
a logical candidate to play a disinterested
but positive role in defusing the SWF
controversy.
In October 2007, at their yearly meeting, the G-8 asked the IMF to develop a
set of best practices for SWFs that might
be uniformly adopted across countries.
The 2007 G-8 Summit, in its final communiqué, said: “Cross-border, marketbased investment is a major contributor
to robust global growth...We see merit
in identifying best practices for SWFs
in such areas as institutional structure,
risk management, transparency and
accountability.”11
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“Cross-border, market-based investment is a major contributor to robust global growth...We see merit in identifying best practices for SWFs in such areas as institutional structure, risk management, transparency and
accountability.”
—2007 G-8 Summit Communiqué

The “Santiago Principles”
Responding to the G-8’s direction, the
International Working Group (IWG) of
Sovereign Wealth Funds was formed in May
2008, with the IMF providing support in the
form of a secretariat. Twenty-six SWFs are
represented in the IWG (which also includes
permanent observers from Oman, Saudi
Arabia, Vietnam, the OECD, and the World
Bank). The member roster includes all but
one country with a nonpension SWF with
more than $50 billion in foreign assets.
The IWG was co-chaired by Hamad Al Hurr
Al Suwaidi, Undersecretary of Abu Dhabi
Finance Department, and Jaime Caruana,
Director of the Monetary and Capital Markets Department of the IMF and a former
governor of the Bank of Spain and Chair-
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man of the Basel Committee on Banking
Supervision. The stated purpose of the IWG
was to “identify a framework of generally accepted principles and practices that
properly reflect appropriate governance and
accountability arrangements as well as the
conduct of investment practices by SWFs on
a prudent and sound basis.”12
A subgroup of the IWG, chaired by David
Murray, Chairman of the Australian Future
Fund Board of Guardians, was charged with
the technical drafting work. The drafting
group met on three occasions (in Oslo, Singapore, and Santiago) to draft the principles
and practices. In carrying out its work, the
IWG used the findings of a voluntary SWF
Survey of current structures and practices

commissioned by the IMF, and “drew from
related international principles and practices
that have already gained wide acceptance
in related areas.”13
On September 2nd 2008, the IWG agreed
on a set of voluntary principles, the Generally Accepted Principles and Practices
for Sovereign Wealth Funds (GAPP) (also
known informally as the “Santiago Principles,” after the city in which the IWG
drafted the final version of the GAPP). The
Santiago Principles were officially presented
to the IMF at its October 11 meeting in
Washington DC, and published thereafter.

Caveats
The development of the Santiago Principles represents a remarkable example of
successful multilateral collaboration, both
in the efficiency of their process and in
the quality of their product. But it should
be noted that the publication of the Principles more closely resembles a beginning
than an end.
Endorsement of, and adherence to, the
GAPP is a completely voluntary matter
which must be ratified by the competent
authority in each participating country.
As the IWG noted in its release of the
Principles, “The GAPP is a voluntary set of
principles and practices that the members of the IWG support and either have
implemented or aspire to implement.
The GAPP denotes general practices and
principles, which are potentially achievable by countries at all levels of economic
development. The GAPP is subject to
provisions of intergovernmental agreements, and legal and regulatory requirements. Thus, the implementation of
each principle of the GAPP is subject to
applicable home country laws.”14
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The development of the Santiago Principles represents a remarkable example of successful multilateral collaboration... But it should be noted that
the publication of the Principles more closely resembles a beginning than an end.
The implementation process will take
some time, and different SWFs will be
at differing levels of observance of the
Principles for the near and probably midterm. (This crucial point is discussed in
greater detail later in this document.)
Finally, it should be noted that the
Santiago Principles address the operations and activities of SWFs as investors.
An effort to articulate best practices for
investee nations, in particular to forestall
any movement towards an undesirably
protectionist stance, is currently underway by the Organization for Economic
Cooperation and Development (OECD).

The OECD is expected to issue its report
in the spring of 2009 as part of its ongoing project on Freedom of Investment and
National Security. As noted in a memo
from Secretary-General Angel Gurria, the
OECD launched this effort in view of the
rise of investment protectionism and to
maintain open markets.15
GAPP for Sovereign Wealth Funds
The text of the Santiago Principles is presented on the following pages. Extensive
supplementary and explanatory material
can be found on the IWG website
(www.iwg-swf.org/pubs/santiagoprinciples.pdf.).

Generally Accepted Principles
and Practices (GAPP)—Santiago Principles
In furtherance of the “Objective and Purpose”, the IWG members either have implemented or intend to implement the following principles and practices, on a voluntary
basis, each of which is subject to home country laws, regulations, requirements and
obligations. This paragraph is an integral part of the GAPP.
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GAPP 1. Principle
• The legal framework for the SWF should be
sound and support its effective operation and
the achievement of its stated objective(s).
»» GAPP 1.1 Subprinciple The legal
framework for the SWF should ensure
the legal soundness of the SWF and its
transactions.
»» GAPP 1.2 Subprinciple The key
features of the SWF’s legal basis and
structure, as well as the legal relationship
between the SWF and the other state
bodies, should be publicly disclosed.
GAPP 2. Principle
• The policy purpose of the SWF should be
clearly defined and publicly disclosed.

»» GAPP 4.2 Subprinciple The general
approach to withdrawals from the SWF
and spending on behalf of the government should be publicly disclosed.
GAPP 5. Principle
• The relevant statistical data pertaining to the
SWF should be reported on a timely basis to
the owner, or as otherwise required, for inclusion where appropriate in macroeconomic
data sets.
GAPP 6. Principle
• The governance framework for the SWF
should be sound and establish a clear and
effective division of roles and responsibilities
in order to facilitate accountability and operational independence in the management of
the SWF to pursue its objectives.

GAPP 3. Principle
• Where the SWF’s activities have significant
direct domestic macroeconomic implications,
those activities should be closely coordinated
with the domestic fiscal and monetary authorities, so as to ensure consistency with the
overall macroeconomic policies.
GAPP 4. Principle
• There should be clear and publicly disclosed
policies, rules, procedures, or arrangements
in relation to the SWF’s general approach to
funding, withdrawal, and spending operations.
»» GAPP 4.1 Subprinciple The source
of SWF funding should be publicly
disclosed.
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GAPP 7. Principle
• The owner should set the objectives of the
SWF, appoint the members of its governing
body(ies) in accordance with clearly defined
procedures, and exercise oversight over the
SWF’s operations.

GAPP 10. Principle
• The accountability framework for the SWF’s
operations should be clearly defined in the
relevant legislation, charter, other constitutive
documents, or management agreement.
GAPP 11. Principle
• •An annual report and accompanying financial statements on the SWF’s operations and
performance should be prepared in a timely
fashion and in accordance with recognized
international or national accounting standards in a consistent manner.
GAPP 12. Principle
• The SWF’s operations and financial statements should be audited annually in accordance with recognized international or
national auditing standards in a consistent
manner.
GAPP 13. Principle
• Professional and ethical standards should
be clearly defined and made known to the
members of the SWF’s governing body(ies),
management, and staff.

GAPP 8. Principle
• The governing body(ies) should act in the
best interests of the SWF, and have a clear
mandate and adequate authority and competency to carry out its functions.

GAPP 14. Principle
• Dealing with third parties for the purpose of
the SWF’s operational management should
be based on economic and financial grounds,
and follow clear rules and procedures.

GAPP 9. Principle
• The operational management of the SWF
should implement the SWF’s strategies in an
independent manner and in accordance with
clearly defined responsibilities.

GAPP 15. Principle
• SWF operations and activities in host countries should be conducted in compliance
with all applicable regulatory and disclosure
requirements of the countries in which they
operate.

GAPP 16. Principle
• The governance framework and objectives,
as well as the manner in which the SWF’s
management is operationally independent
from the owner, should be publicly disclosed.
GAPP 17. Principle
• Relevant financial information regarding the
SWF should be publicly disclosed to demonstrate its economic and financial orientation,
so as to contribute to stability in international
financial markets and enhance trust in recipient countries.
GAPP 18. Principle
• The SWF’s investment policy should be clear
and consistent with its defined objectives, risk
tolerance, and investment strategy, as set by
the owner or the governing body(ies), and
be based on sound portfolio management
principles.
»» GAPP 18.1 Subprinciple The investment policy should guide the SWF’s
financial risk exposures and the possible
use of leverage.
»» GAPP 18.2 Subprinciple The investment policy should address the extent to
which internal and/or external investment
managers are used, the range of their
activities and authority, and the process
by which they are selected and their
performance monitored.
»» GAPP 18.3 Subprinciple A description of the investment policy of the SWF
should be publicly disclosed.
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GAPP 19. Principle
• The SWF’s investment decisions should aim
to maximize risk-adjusted financial returns
in a manner consistent with its investment
policy, and based on economic and financial
grounds.
»» GAPP 19.1 Subprinciple If investment
decisions are subject to other than economic and financial considerations, these
should be clearly set out in the investment policy and be publicly disclosed.
»» GAPP 19.2 Subprinciple The management of an SWF’s assets should be consistent with what is generally accepted as
sound asset management principles.
GAPP 20. Principle
• The SWF should not seek or take advantage
of privileged information or inappropriate
influence by the broader government in
competing with private entities.
GAPP 21. Principle
• SWFs view shareholder ownership rights
as a fundamental element of their equity
investments’ value. If an SWF chooses to
exercise its ownership rights, it should do so
in a manner that is consistent with its investment policy and protects the financial value
of its investments. The SWF should publicly
disclose its general approach to voting securities of listed entities, including the key factors
guiding its exercise of ownership rights.

GAPP 22. Principle
• The SWF should have a framework that
identifies, assesses, and manages the risks of
its operations.
»» GAPP 22.1 Subprinciple The risk
management framework should include
reliable information and timely reporting systems, which should enable the
adequate monitoring and management
of relevant risks within acceptable parameters and levels, control and incentive
mechanisms, codes of conduct, business
continuity planning, and an independent
audit function.
»» GAPP 22.2 Subprinciple The general
approach to the SWF’s risk management
framework should be publicly disclosed.
GAPP 23. Principle
• The assets and investment performance
(absolute and relative to benchmarks, if any)
of the SWF should be measured and reported
to the owner according to clearly defined
principles or standards.
GAPP 24. Principle
• A process of regular review of the implementation of the GAPP should be engaged in by
or on behalf of the SWF.

Commentary on the “Santiago Principles”
The SWF Generally Accepted Principles
and Practices (GAPP), or “Santiago Principles,” provide a model framework for
sovereign wealth funds and their governing bodies to ensure that SWFs remain
a stabilizing force in financial markets,
whether these markets are at home or
abroad.
As indicated earlier, the Santiago Principles are intended as a “framework of
generally accepted principles and practices that properly reflect appropriate
governance and accountability arrangements as well as the conduct of investment practices by SWFs on a prudent
and sound basis.” Owing to the backlash against SWFs discussed earlier, the
Principles are intended to be of particular
value in promoting acceptance of crossborder investments.
The IWG’s stated objectives16 were to
i. Help maintain a stable global financial system and free flow of capital
and investment
ii. Comply with all applicable regulatory
and disclosure requirements in the
countries in which they invest
iii. Invest on the basis of economic
and financial risk and return-related
considerations
11

The Principles are consistent with leading market
practices adopted by global financial institutions,
as well as many asset management firms. These
practices include providing transparency of
ownership and legal structure, and disclosure of
the investment strategy.
iv. Have in place a transparent and
sound governance structure that
provides for adequate operational
controls, risk management, and accountability.
The GAPP seeks to establish a framework
for SWFs that promotes operational independence in investment decisions, transparency, and accountability. To achieve
this, it covers practices and principles in
three key areas:
i. legal framework, objectives, and
coordination with macroeconomic
policies
ii. institutional framework and governance structure
iii. investment and risk management
framework17

The overarching theme across these key
areas is to provide assurance to the recipient country of the investment strategy of
the fund.
The Principles are consistent with leading market practices adopted by global
financial institutions, as well as many asset
management firms.18 These practices
include providing transparency of ownership and legal structure, and disclosure of
the investment strategy. This is particularly
beneficial to SWFs, as it could help to alleviate any concerns that the fund was set
up for purely political ends. In addition,
the Principles support proper governance
over the fund operations, such as governing
body oversight, as well as recognition and
disclosure of key risks, (e.g., credit, market,
and liquidity) that the fund faces as a result
of its investment strategy.

Deloitte’s view
We believe that the Principles as presented
to the International Monetary and Financial
Committee on 11 October satisfactorily address the purpose and objectives laid out by
the IWG. This belief is based on:
• The process by which the Principles were
developed
• The credibility of the members of the
IWG
• The likelihood that an ongoing mechanism will be created to carry forward the
work relating to the Principles19
The scope that the IWG set for this effort
appears to cover the issues that would reasonably be of interest to concerned parties,
including public-sector bodies, executives
of potential investee companies, and the
general public.
Sources
In developing the principles, the IWG drew
upon concepts and practices applicable to
SWF activities and already in use, including relevant IMF and OECD guidelines,
and the voluntary guidelines developed by
large institutional investors in the private
sector (such as private equity, hedge, and
pension funds). Additionally, the IMF had
recently completed a survey of sovereign
wealth funds belonging to the International
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Working Group, which compiled a significant amount of information on the current
operational and institutional practices of
SWFs.20
The survey conducted by the International
Monetary Fund is generally consistent
with Deloitte’s first-hand experience. The
internal governance structure of many SWFs
is indeed similar to the typical structure
of private corporations’ boards of directors and executive management teams.
Generally speaking, SWFs also prepare and
present their financial statements according
to a prescribed set of accounting standards;
these are often in accordance with generally
accepted accounting practices, if not International Financial Reporting Standards and

fair value rules. Deloitte regularly works with
internal auditors in SWFs, and performs
independent assessments of administrative procedures and supervision, reviews
of board judgments and decisions, and indepth reviews of financial and management
controls, including to risk-related matters.
Accountability and Transparency
The IWG has identified accountability
and transparency as key elements of the
Santiago Principles. The members have
committed to providing information to
recipient company regulators and to make
disclosures as applicable under local laws
and regulations. Of key significance in this
regard are Principles 11, 12, and 22, the
text of which will be found above.

We believe that the Principles as presented to the
International Monetary and Financial Committee
on 11 October satisfactorily address the purpose
and objectives laid out by the IWG.

Reactions to the Santiago Principles
• At the time of this document’s release (30 October

2008), the Norwegian Minister of Finance, Kristin
Halvorsen, had expressed her government’s support
for the Santiago Principles.21
• The Abu Dhabi Investment Authority (ADIA) had also

taken a similar position. Additionally, “To underline
its commitment to full compliance, ADIA has established an inter-departmental committee to oversee
compliance with the GAPP. Furthermore, ADIA is
analyzing the feasibility of establishing a mechanism
that would provide independent verification of its
compliance with the GAPP.”22
• Joaquín Almunia, European Commissioner for

Economic and Monetary Affairs, said that “[T] the EU
has participated actively in the work carried out in
the OECD and has strongly supported the initiatives
of the International Working Group of SWFs (IWGSWF). In this respect, the European Commission has
contributed to the dialogue between SWFs, originating countries and recipient countries and welcomes
the Generally Accepted Principles and Practices issued
by the IWG-SWF.
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“It is now important that the GAPP is effectively
implemented by a sufficiently large number of SWFs.
It is equally important that a standing group is established to monitor the implementation of the GAPP.
Together with the engagements already taken by
recipient countries at the OECD Ministerial -to be further worked out in the coming months – the GAPP is
a major success that demonstrates SWFs and recipient
countries are strongly committed to the preservation
of an open investment environment, and intend to
act accordingly.”23
• A statement by Tharman Shanmugaratnam,

Finance Minister of Singapore, indicated that “The
IWG has produced a meaningful and credible set
of principles and practices for the Sovereign Wealth
Funds (SWF), which most would want to follow.
Concerns over SWFs due to their being governmentowned are prospective in nature, rather than reflecting their actual conduct in global financial markets to
date. However, it is important for SWFs to continue
building trust with investment recipient countries. The
GAPP is a major milestone in this respect.

“… Singapore supports the GAPP principles in full.
The Government of Singapore Investment Corporation (GIC) and Temasek Holdings adhere to these
principles and practices, and will continue to do so in
the future.
“…A key component of the GAPP, involving the need
for adequate public disclosures, will enhance understanding of their roles as financially-orientated players
whose investments are aimed at maximising risk-adjusted returns. Such disclosures have to be shaped by
the SWF’s characteristics as long-term investors, with
the ability to take risks distinct from the global market
benchmarks and to ride out cycles. A short-term focus
in financial disclosures would be inconsistent with
such strategies. The GAPP strikes an appropriate balance in the level and type of public disclosures. It also
makes clear that public disclosures complement the
more detailed reporting by SWFs on their operations,
financials and performance to their owners, to whom
they are accountable.”24

• Robert M. Kimmitt, Deputy Secretary of the U.S.

Treasury, said on the Monday following the release
of the Principles that “the work of the IMF-sponsored
International Working Group of Sovereign Wealth
Funds offers timely guidance for SWFs as they become increasingly significant actors in global markets.
Similarly, as recipient countries consider policies to
address capital market vulnerabilities, we are wellserved to remember that openness to capital from
abroad is a source of economic strength not economic vulnerability…The Santiago Principles’ effectiveness in helping to reduce protectionist pressures and
contribute to global financial stability ultimately will
depend on their widespread adoption and implementation by SWFs. We expect that the successor to the
IWG – an international Standing Group of SWFs – will
address implementation issues and proposals for
further work. Ultimately, SWFs will be judged on how
they apply the Principles in practice, especially in their
investment decisions.”25
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• Edwin M. Truman is a Senior Fellow of the Peterson

Institute for International Economics and a former
Assistant Secretary of the US Treasury for International
Affairs. A long-time observer of and commentator
on SWFs, he writes: “I have made a preliminary assessment of the GAPP using the 33 elements in my
Blueprint for Sovereign Wealth Fund Best Practices.
The GAPP receives a “score” of 74. That is a good
score! The GAPP is within the top group of 22 pension
and nonpension SWFs out of 46 such funds. If in the
future each SWF complies completely with the GAPP,
they would all move into that top group.

“The fact that the GAPP does not score 100 on my rating system reflects reality. It is a compromise, a negotiated document. The weakest area is with respect to
accountability and transparency. Disturbingly, many of
the principles are silent about disclosure to the general
public or only call for disclosure to the fund’s owner.
That approach does not promote the needed accountability to citizens of the country with the SWF or of
other countries. As we knew would be the case, the

IWG punts on each fund’s revealing its size even while
endorsing full annual reports where that information
would be redacted.
“On the other hand, the GAPP is quite forthright in
confronting the issue of political motivation by calling,
in principle 19.1, for SWFs to declare publicly their
use of noneconomic considerations in their investment policies. It also contains a number of positive
principles that I did not include in my own scoring.
For example, the GAPP calls for the provision of data,
at least to the national authorities, and for ethical
standards to govern the internal management of the
funds—though it is not clear whether these standards
would be made public.
“Going forward, of course, the issue for the IWG is
“voluntary” compliance with the GAPP. The process
set up to explore the establishment of a “standing
group” of SWFs to deal with implementation and
follow-up issues must go ahead and produce such a
group.”26

Implementation
The Santiago Principles are pitched at a
relatively high level. As the word “principles” would suggest, they were not
intended to provide detailed, step-bystep prescriptions for a sovereign wealth
fund to follow if it wants to achieve
“best-in-class” compliance with the
GAPP. Additionally, as emphasized earlier,
endorsement of and compliance with
the Principles are voluntary undertakings:
there is no “enforcement” mechanism in
place, nor is one contemplated.27
The IWG’s priority was to create a set of
Principles in a relatively compressed period of time that would be acceptable to
the “owners” of the SWFs while also addressing the sources of concern identified
earlier. Still, some have expressed reservations about their scope and substance.28
It has been pointed out that the principles
are largely silent about disclosure to the
general public, and that there is no call
for publication of the size of the SWF.
On the other hand, there is some sentiment among SWFs themselves that the
investment review procedures in some
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countries (such as CFIUS in the U.S.) are
less clear-cut and informative than might
be hoped. It remains to be seen whether
the OECD project referred to earlier will
satisfactorily address such issues.
The IWG has recognized that the Santiago Principles will benefit from continued study and work. As macroeconomic
conditions evolve and SWF best practices
develop, some aspects of the GAPP may
need to be re-examined. To facilitate this
ongoing discussion, the IWG is exploring
the establishment of a standing group
of SWFs to keep the GAPP under review
and to facilitate the dissemination, proper
understanding, and implementation of
the GAPP.
The standing group would provide SWFs
with a continuing forum for exchanging ideas and views with each other and
with recipient countries. It has also been
suggested that the standing group could
aggregate information on SWF operations
for periodic reporting which would be
commendable indeed.29

It has been pointed out that
the principles are largely
silent about disclosure to the
general public, and that there
is no call for publication of
the size of the SWF.

The IWG is exploring the establishment of a
standing group of SWFs to keep the GAPP under
review and to facilitate the dissemination, proper
understanding, and implementation of the GAPP.
Notwithstanding the positive impact
that the Santiago Principles are likely to
have, the GAPP is, first and foremost, a
consultative mechanism. It marks the
beginning, not the end, of an ongoing
dialogue between SWFs (and their home
countries), and the countries in which
they choose to invest.
If the implementation of the Santiago
Principles is successful and sustained, then
the “revolution in the making” referred to
at the beginning of this paper has good
prospects of being, if the oxymoron is
permissible, an “orderly revolution,” at
least in so far as SWFS are concerned.
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(How the issues will be resolved that
are raised by the entry of other “nontraditional” players into the capital
markets remains to be determined.) But
the proof of the GAPP’s value and efficacy will come only with the passage
of sufficient time to assess the degree to
which individual sovereign wealth funds
have demonstrably put forward robust,
sustained, and good-faith effort towards
their implementation30, and the extent to
which implementation of the Santiago
Principles meets the expectations and
allays the concerns of governments and
other relevant constituencies in investee
countries.
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