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THE “SANTIAGO PRINCIPLES” OF THE INTERNATIONAL 

WORKING GROUP OF SOVEREIGN WEALTH FUNDS:  

BLUEPRINT FOR A 12-POINT ACTION PLAN1 

SVEN BEHRENDT 

In October 2008, the International Working Group of Sovereign Wealth Funds 

(IWG) published the “Generally Accepted Principles and Practices”, also 

known as the “Santiago Principles”. 

The purpose of the Santiago Principles is to identify a framework of generally 

accepted principles and practices that properly reflect appropriate gover-

nance and accountability arrangements, as well as the conduct of investment 

practices by Sovereign Wealth Funds (SWF) on a prudent and sound basis. 

The Santiago Principles introduce 24 practices and principles in three key 

areas to be implemented by SWFs: (i) legal framework, objectives, and coor-

dination with macroeconomic policies; (ii) institutional framework and gover-

nance structure; (iii) investment and risk management framework. 

The process that the IWG has engaged in is based on an innovative approach 

to global governance, and contributes to a growing body of international soft 

norms that provides order in the world of global finance. Based on broad par-

ticipation from Asian, Middle Eastern, European, and American SWFs, the 

Principles are highly inclusive. This is remarkable since these kinds of ar-

rangements are usually supported by a constituency that is predominantly re-

cruited from developed countries, which is increasingly detrimental to their 

effectiveness given the current dispersion of economic clout. 

The global discourse of the past two years about the impact of SWFs on the 

national security and economic competitiveness interests of recipient econ-

omies has very much been based on hypotheses and assumptions. These, to a 

considerable extent, have driven policy processes in recipient countries, sub-

stantially increasing the political and regulatory risk premiums for SWFs. Mov-

ing forward with the implementation of the Santiago Principles through of a 

dynamic process would actively address these risks. 

To have an impact on the behavior of its signatories, and the overall percep-

tion that the global audience has of SWFs at large, the IWG now needs to 

demonstrate that it can sustain the process it has begun, and move SWFs to-

wards higher levels of governance, transparency, and accountability. Other-

wise, the Santiago Principles’ legitimacy could erode over time and by 

association, and eventually could become detrimental for individual, and pre-

sumably more advanced, SWFs. 
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The current situation in global financial markets appears to have made mov-

ing forward with the Santiago Principles less urgent. Given market volatilities, 

SWFs have been less active in the past months. The public debate about their 

impact on the national interest of recipient economies has calmed down. 

However, the IWG should take a medium to long term perspective, and ad-

vance its agenda to be prepared when the global economy picks up and SWFs 

seek global opportunities again. 

The following blueprint for a 12-point action plan is intended to make a con-

tribution to the international discussion on how to move the work of the IWG 

forward. It is based on publicly available information. It does not claim to be 

comprehensive and does not represent the official position of any institution. 

This blueprint supports the argument that the IWG and its members need to 

proactively move beyond the publication and adoption of the Santiago Prin-

ciples. The IWG needs to sustain the process it has started, maintain or create 

incentives for individual members to move from adoption to implementation, 

and reach out to a global audience. 

1 ENSU R E TRAN SP A REN CY O F T H E IWG 

One key point of criticism held against SWFs has been their lack of transpa-

rency. Acknowledging that the concept of transparency is a key element of ef-

ficient markets, the Santiago Principles state that increased transparency will 

help build a stable and open investment environment. 

Yet, it appears that the IWG itself risks turning into an ambiguous institution. 

There is inadequate public information about the IWG’s governance struc-

ture, process management, or long term strategy. 

The IWG risks gradually losing its legitimacy if it is not clear about how it 

wants to advance its work. 

2 ESTA B LI SH  IMP LEMENT ATION  T IMELIN ES  

The IWG recognizes that for the implementation of the body of the Santiago 

Principles, individual SWFs require transitional periods. It suggests that SWFs 

should implement the Principles according to individual time frames. 

However, it appears that an overly decentralized approach to the application 

of implementation timelines risks failing to inject the necessary discipline for 

individual SWFs to move forward.  

The IWG should seek to reach an understanding on the timelines that are re-

quired to implement the Santiago Principles. 

3 AD D RES S TH E TENSIO N  BETW EEN  VO LUNT A RY  

IMP LEMENT ATION  AND  COLLECTIV E ACTION  

The Santiago Principles leave it to each individual SWF, its owner, or govern-

ing body(ies), to assess their implementation, and disclose their assessment 

to the public. It is unclear, however, why SWFs have found it useful to engage 

in collective action during the drafting process of the Santiago Principles, 

while leaving the implementation process to its individual members. 

The implementation of the Santiago Principles should not be based on an “à 

la carte” approach. SWFs that are more advanced in implementation might 
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see little value in being associated with a process that is not supported by the 

commitment of the entire group of SWFs. 

To ensure commitment across the entire group of SWFs, the IWG could con-

sider developing mechanisms, such as a peer review mechanism, that would 

support a certain degree of collective action in the implementation process of 

the Santiago Principles. 

4 AD D RES S MO TIVA TION S O TH ER  TH AN  F IN AN CI AL O R  

ECONO MI C CON SI D ER A TIONS  DRIVIN G  INV ES T MENT  

BEH AVIOR  

One key aspect in the public debate about SWFs is the concerns about the 

motivations other than financial or economic considerations driving their in-

vestment behavior. 

The Santiago Principles suggest that if investment decisions are subject to 

considerations other than economic or financial, these should be clearly set 

out in the investment policy and be publicly disclosed. The Principles suggest 

that SWFs may exclude certain investments for different reasons, such as le-

gally binding international sanctions and social, ethical, or religious reasons. 

They might also wish to consider social, environmental, and other factors in 

their investment policy. 

The IWG should further explore the nature of investment activities that are 

based on considerations other than economic and financial, and more active-

ly engage with both, the representative bodies of recipient countries and the 

public, regarding this issue to address concerns. 

5 PLAY  A LEA DER SHI P ROLE B Y  CON TRI B UTIN G TO GLO B A L 

PROJ ECT S  

Given the current state of global financial markets, and the economic climate 

around the world, there might be an opportunity for SWFs to play a leader-

ship role in contributing to the financing of global projects that provide bene-

fits for the global society at large. This engagement might also open new 

investment perspectives for individual SWFs. 

An investment fund for a common global future could make such a contribu-

tion. This investment fund, financed by the members of the IWG, would be 

established on the assumption that the fate and economic well being of their 

own societies are necessarily linked to the fate of the global society at large. 

Investments that benefit the global common good, such as economic devel-

opment and environmental sustainability, could become a major reference 

points in the discourse about the constructive role that SWFs can play now 

and in the future, and build the political capital that they need to keep finan-

cial markets open. 

6 CONT RIB UT E TO  T H E D ISCU SSIO N O F A REVI SED GLO BA L 

F INAN CI AL AR CHIT ECT UR E  

The G20 has begun a process to address the deeper challenges of the global 

financial crisis. It has produced a catalogue of action items that should make 

the global financial markets, and the world economy, more robust. 
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Some countries that own large SWFs and could play a stabilizing role in global 

financial markets are not included in the G20 deliberations, e.g., Norway, the 

UAE, Kuwait, or Singapore. Discussions of a new financial architecture risk 

missing an important dimension if they do not take into account the perspec-

tives and interests of the world’s major capital exporters. 

In order for these players to be given a platform, the IWG might want to me-

diate the development of policy propositions, which could contribute sub-

stantially to the G20 process as it moves forward. This might also render the 

G20 process more efficient. 

7 REA CH OUT  TO  T H E REPR ES EN TA TIV E BO DIES  OF RECIPI EN T 

ECONO MI ES  

The Santiago Principles state that to ensure their success, a constructive and 

collaborative response from recipient countries will be essential. They rightly 

presume that they will only be valuable if recipient economies acknowledge 

their legitimacy. 

It would advance the objectives of the IWG and its members to develop a 

reach-out strategy, and establish inclusive platforms that would enable them 

to engage recipient economies and their representative bodies in a sustained 

dialogue. 

8 REA CH OUT  TO  T H E BR OAD ER  PU B LI C  

SWFs have been exposed to public scrutiny in recipient countries based on 

concerns about national security or economic competitiveness. Many political 

leaders have tried to curb these concerns, and identify avenues to keep these 

economies open for investment. Nevertheless, they are subject to the politi-

cal will of their constituents, which in turn risks to be driven by populist sen-

timent. 

It would thus make sense for the IWG and its members to build political capi-

tal within the public of recipient economies in order to facilitate a more ra-

tional process of political decision making. 

9 BRO AD EN MEMB ER SHI P O F T H E IWG  A ND  PA RTI CIP ATION  IN  

TH E SAN TIA GO  PRIN CI PLES  

In order to be effective, the Santiago Principles need to be based on an inclu-

sive approach to membership. 

It would therefore be useful to broaden membership of the IWG and include 

special purpose investment funds or arrangements that are owned by the 

general government; invest in a variety of assets, including foreign financial 

assets; and operate for macroeconomic purposes and financial objectives. 

10 ESTA B LI SH  AN  INT ER N ATION A L ADVI SOR Y GR OUP  O F 

EXP ERT S  

The Santiago Principles suggest that the IWG explores the idea of establishing 

a Standing Group of SWFs to keep them under review, facilitate their disse-

mination, proper understanding, and implementation. The Standing Group 

should also provide SWFs with a continuing forum for exchanging ideas and 

views among themselves, and with recipient countries. 
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In the spirit of creating unique knowledge and advice that the community of 

SWFs can act on, an International Advisory Group of Experts could be estab-

lished, convene on a regular basis and engage with the Standing Group. 

Such an advisory body could be the source of unique knowledge and insight 

for the SWF community regarding governance and structure, investment 

strategies, risk management, public relations, and other pertinent issues. 

The members to this Group of Experts would be current and/or former poli-

cymakers, academics and investment professionals, including former SWF ex-

ecutives and officials. Membership would be based on a rigorous selection 

process. 

11 FA CILI TA TE RES EAR CH AN D KNOW LEDG E D I S S EMIN ATION  

An ever growing community of experts, based in financial services institu-

tions, consulting firms, think tanks, and academic institutions, have devel-

oped a substantial body of research about SWFs. This body of research is 

largely based on assumptions, and a “connecting the dots”-approach, assem-

bling disparate fragments of information. However, these efforts have re-

sulted in an ever more accurate picture of the SWF landscape. 

Beyond the work of the Advisory Group of Experts, the IWG could stimulate 

an informed debate, driven by further academic research, on the role of SWFs 

in national and global economic affairs. This would also help to reduce some 

of the mystique that has driven much of the research agenda on SWFs in re-

cent years. 

Independent research could also support the IWG in moving forward with the 

implementation of the Santiago Principles. It would allow an educated and 

politically mature public audience to perform a watchdog function, and foster 

the transfer of knowledge and best practices amongst its members. 

12 ESTA B LI SH  A SECR ETA RIAT  

In order for the IWG to be operationally effective, it appears to be useful to 

establish a fully functioning and professional secretariat to provide process 

management, monitoring, and outreach services, to the IWG and its different 

bodies. 

At a later stage, this secretariat could also serve as a representative body on 

issues that SWFs collectively wish to move into the global public policy arena. 
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