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Economics 
Celebrating the Birth of 
Russia’s SWF 

Bottom line.  It is official now: Russia’s National Wealth 
Fund (NWF) is the newest SWF in the world.  While its 
birth weight will be a relatively modest US$32 billion, if 
oil prices remain at the current levels, this fund could 
reach up to US$320 billion in the next five years, with our 
best guess being US$140 billion, depending on the oil 
prices and the extent of the fiscal withdrawals from this 
fund.    

The birth of the NWF.  On February 1, 2008, Russia’s 
US$157 billion Oil Stabilisation Fund – which forms a 
part of Russia’s US$479 billion in official reserves – will 
be tiered into a Reserve Fund and a NWF.  The former 
will be invested like official reserves, while the latter will 
eventually be invested like a SWF.   

Rapid growth rate.  We calculate that Russia’s NWF 
could potentially grow to US$320 billion in the next five 
years, depending on how big the pension and fiscal 
transfers are.  Domestic pressure for government 
infrastructure and pension spending is likely to be higher 
in Russia than in China and some other wealth fund 
countries, and the case for drawing down the NWF is likely 
to be strong.  Our best guess is that the NWF will reach 
US$140 billion in five years.   

More similar to Norway’s Government Pension 
Fund – Global than to the GCC SWFs. In many ways, 
the institutional arrangement of Russia’s NWF is 
somewhat similar to that of Norway.  The Ministry of 
Finance has the mandate on the strategic investment 
strategy, including recommending the benchmark 
portfolio and the deviations from the benchmark.  
Further, it is obligated to issue monthly reports to the 
media and report to Duma on a quarterly & annual basis.   

The investment style will evolve significantly.  We 
believe that the NWF’s investment style will be very 
conservative initially.  However, over time, we expect it 
to evolve towards the norm of other SWFs, i.e., with 
more exposure to equities and alternative investments.  
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Celebrating the Birth of Russia’s SWF
Summary and conclusions 

On February 1, 2008, the world will officially gain another 
sovereign wealth fund (SWF), as Russia will formally launch its 
National Welfare Fund (NWF).  This will become a large and 
important SWF, even though its birth weight – possibly tipping 
the scales at US$32 billion or so – is modest relative to China’s 
CIC.  If oil prices remain supported, Russia will likely see this 
fund grow over time.  In five years’ time, the NWF could be 
anywhere between zero and US$320 billion, depending on 
how much the budget and the pension fund draw on the NWF.  
At first, the fund will be managed conservatively, in ways not 
dramatically different from how official reserves are generally 
managed in other countries.  However, as the NWF gains 
experience and confidence, we expect it to have a broad 
portfolio of risky assets, like other SWFs.    

Some facts about the NWF 
We first discussed this fund in Russia: The Newest Member of 
the SWF Club, April 26, 2007.  Here are some facts and 
background information about this fund:   

• The birth weight of the NWF will be around US$32 
billion.  On February 1, 2008, the Oil Stabilisation Fund (OSF)1 
– which forms a part of the official reserves, including gold, of 
US$479 billion – will be tiered into a NWF and a Reserve Fund 
(RF).  The latter will be kept at an amount that is equivalent to 
around 10% of Russia’s GDP, which is currently around 
US$1.27 trillion, with the rest being funneled into the NWF.  As 
of end-2007, the OSF was US$156.8 billion.  Subtracting out 
10% of GDP (US$127 billion), this leaves some US$29 billion 
for the NWF as of end-2007.  By February 1, this figure will 
have reached around US$32 billion.  This is larger than the 
US$24 billion expected by the Russian government last April.2   

• Governance structure.  The NWF will be managed by the 
Ministry of Finance, though some asset management 
responsibilities may be delegated to the Central Bank of 

                                                           
1The OSF was established on January 1, 2004, with the aim of stabilising 
the monetary impact of changes in oil prices.  The tax proceeds above the 
threshold of US$27 a barrel were saved in the OSF.  When the OSF 
exceeded 500 billion rubles, the ‘excess’ capital was used to discharge 
some of Russia’s foreign debt (US$22.6 billion paid off in 2005) as well as to 
cover its Pension Fund’s deficit (US$1.04 billion equivalent was transferred 
in 2005).  The OSF is invested in sovereign bonds of the US (45% of the 
total), Euroland (45% of the total) and the UK (10% of the total).  In turn, the 
OSF forms a part of the official reserves, including gold, which reached 
US$476 billion as of end-2007 – the third-largest in the world.   
2The Russian government announced last April that the OSF was expected 
to reach US$142 billion or so by this time, assuming an oil price of US$55 a 
barrel.   

Russia.  The MoF has the autonomy to recommend the 
currency composition and asset allocation of the NWF, subject 
to government approval.  The MoF will publish monthly reports 
to the media, and will report quarterly and annually to the 
government on accumulation, investment and spending of the 
capital of the Fund.   

• The mechanism of fund accumulation.  Going forward, 
all oil tax proceeds (including those from the first US$27 per 
barrel of Urals oil) will now be saved in the OSF.  Further, tax 
receipts associated with natural gas transactions will also be 
diverted to the OSF.  In addition, the budget can claim 
resources from both funds (the NWF and the RF), but the total 
transfer cannot exceed 3.7% of GDP; this cap will be effective 
in 2010, with the intermediate target being more flexible.   

• A conservative investment style to start out.  When the 
notion of the NWF was first conceived, the intention was to 
make the Reserve Fund be invested in ‘risk-free’ sovereign 
bonds (like official reserves) and for the NWF to be invested 
like a SWF, i.e., in assets with higher expected returns, such as 
equities.3  However, the Russian government recently 
announced that, for now, the NWF will initially be invested very 
conservatively, with the following guidelines:   

(i)  All must be in foreign debt, denominated in USD, EUR or 
GBP, rated at least AA-, from Austria, Belgium, Canada, 
Denmark, Finland, France, Germany, Ireland, Luxembourg, 
the Netherlands, Spain and the US.   

(ii) At least 50% in foreign government debt, with the rest in 
foreign private/corporate debt. 

(iii) Up to 30% in foreign agency debt and central bank debt. 

(iv) Up to 15% in debt of international financial organisations 
(ADB, EIB, etc.). 

(v) Up to 30% in foreign bank deposits.   

 
The Ministry of Finance has until October 1, 2008 to propose a 
framework for wider investments, potentially including 
corporate debt, equity and investment funds, but actual 
investment in these assets will be at least another year away.  
Currently, the OSF is invested in AAA government debt.   

                                                           
3Note that Russia is extraordinarily conservative here.  In addition to the 
US$320 billion in official reserves held by the Central Bank of Russia, the 
OSF will have an additional ‘Reserve Fund’ equivalent to US$10% of GDP.  
In other words, Russia is setting aside some US$450 billion or so of 
reserves for ‘liquidity purposes’.  This seems excessive, in our view.   
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Our observations 
We have the following thoughts:   

• Thought 1.  The NWF could potentially grow to 
US$600 billion in a decade.  The evolution of the NWF is 
likely to exhibit a steep upward trend in the coming years, if it is 
unmolested by the fiscal authorities, i.e., if there are no 
extraordinary withdrawals from the government, above and 
beyond what is permitted under the 3.7% fiscal transfer rule.  
Assuming that oil prices remain unchanged at current levels, 
and a conservative investment return on the OSF and the 
NWF,4 the NWF could exhibit the growth trajectories indicated 
in Exhibit 1, with the NWF reaching US$600 billion in 10 years’ 
time (Scenario 1 in Exhibit 1). 

Exhibit 1 
Possible Future Trajectories of Russia’s NWF 
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Source: Russian Ministry of Finance, Morgan Stanley Research estimates 

 
• Thought 2.  However, Russia is likely to draw heavily 
on the NWF, breaking the 3.7% fiscal transfer rule.  This is, 
in our view, the most likely scenario (Scenario 2 in Exhibit 1).  
With pension shortfalls looming and pressure for infrastructural 
spending growing, we believe that it is likely that the 
government will draw on the NWF heavily, despite current 
inflationary risks.  Assuming stable energy prices but also that 
budget spending out of oil and gas revenue does not decline as 
planned and remains at the 5.5% of GDP level planned for 
2008 and 2009, we find that the NWF could grow gradually to 
US$160 billion in five years’ time, but be depleted in a little over 
a decade.    

                                                           
4In our simulations, we assumed that nominal investment returns rise 
gradually from 5.0% to 8.0% over the next 12 years.  The government, very 
conservatively, assumes 2.2% returns in RUB.   

• Thought 3.  The Russian government’s own 
projections are very conservative.  The government’s own 
projections see inflows into the NWF ceasing after 2008 as 
energy prices fall sharply and oil and gas revenues fail to keep 
pace with nominal GDP growth (the government’s most recent, 
upwardly revised forecast is for Urals oil at US$62 in 2010).  
Super-imposing on this inflow trajectory the risk that the 
government will break its spending limits to finance domestic 
spending, Scenario 3 in Exhibit 1 is also possible, though not 
likely, in our opinion.   

• Thought 4.  The NWF’s investment strategy is likely to 
evolve dramatically in the coming years, towards that of 
most other SWFs.  While, with limited experience and 
resources, it is understandable that the NWF, in the initial 
stages of its operations, chooses to adopt a very conservative 
investment strategy, we believe that its investment strategy will 
gradually evolve in the coming years to resemble more closely 
those of the existing SWFs.  Norges Bank had a similar 
experience.  Specifically, Norway’s Global Pension Fund – 
Global began in 1996 with all of its investments in bonds.  
NBIM only gradually raised its exposure to equities over time.  
It is natural for SWFs to alter their portfolio, risk profile and 
duration of exposure as they mature.  It is our expectation that 
Russia’s NWF will gradually evolve and take on more risk in 
order to generate higher returns.   

• Thought 5.  The NWF is likely to outsource some of 
the fund management.  Like other SWFs, some outsourcing 
is efficient.  Building human capital in certain areas (e.g., 
equities and mortgage derivatives) may not be cost-effective.  
Also, outsourcing could provide an important performance 
benchmark for Russia’s own investment team.  In the early 
stages of a SWF, it is likely that much of the equity portfolio will 
be farmed out to other fund managers, while bond 
management is mostly kept in-house.  We expect this trend to 
prevail in Russia.  Overall, we use the rule of thumb that 20% of 
the funds under management could be outsourced.5   

Bottom line 
It is official now: Russia’s National Wealth Fund (NWF) is the 
newest SWF in the world.  While its birth weight will be a 
relatively modest US$32 billion, if oil prices remain at the 
current levels, this fund could reach up to US$320 billion in the 
next five years, with our best guess being US$140 billion, 
depending on the oil prices and the extent of the fiscal 
withdrawals from this fund.    

                                                           
5We suggested this 20% ratio for external management in How Much 
Assets Could SWFs Farm Out? (January 10, 2008).   
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Appendix: Selected Recent Briefing Notes 

A 70:15:15 Currency Basket Numeraire for the GCC 25 Jan 08 Assessing the Collateral Damage from the Crisis 30 Aug 07 

The Dollar Smile Is Starting to Work 21 Jan 08 Sovereign Pension Funds 23 Aug 07 

On Economic and Financial De-Coupling 16 Jan 08 Beware of Structural Headwinds for the JPY 23 Aug 07 

How Much Assets Could SWFs Farm Out? 10 Jan 08 Still Constructive on the Global Economy, but … 16 Aug 07 

Yen to Yo-Yo 10 Jan 08 The USD and Oil Prices: Some Conceptual Issues 9 Aug 07 

The Burgeoning Global Savings Glut & Risky Assets 8 Jan 08 Anticipating an Early Recovery in Risk-Taking 2 Aug 07 

2008 to Transfigure from Fear to Greed 4 Jan 08 AUD:  A Great ‘China Play’ 26 July 07 

A Retrospective on 2007: Another Weak Dollar Year 13 Dec 07 Expensive, but Will Likely Overshoot Further 26 July 07 

The Dollar Smiles in a Recession 10 Dec 07 Assessing the Dollar Undershoot 26 July 07 

The US S&L Crisis, 1991 Recession and the Dollar 6 Dec 07 The Biggest Dollar Diversifiers Are American 19 July 07 

AXJ as a Source of Global Disinflation and Inflation 29 Nov 07 Play the Overshoot in EUR/USD and Cable 12 July 07 

USD Peggers to Blink, Now the Fed Has Turned Dovish 29 Nov 07 Excess Official Reserves 12 July 07 

Portfolio Allocation for Sovereign Wealth Funds 21 Nov 07 Inflation Targeting, Carry Trades and Misalignments 5 July 07 

A Managed Float Is the Ultimate Goal for the GCC 21 Nov 07 Why Japan Should Have Its Own Sovereign Wealth Fund 5 July 07 

To Gisele and Jay-Z: US ‘Twin Deficits’ Are Shrinking 15 Nov 07 Misalignments, Manipulation and Intervention 14 June 07 
China’s Private Sector Is US$1.2 Trillion Short of 
Foreign Assets 15 Nov 07 USD to Reassert; Non-G4 Currencies to Shine 14 June 07 

GCC: Transforming Oil into Financial Wealth 15 Nov 07 USD to Reassert; Non-G4 Currencies to Shine 14 June 07 

The Undervalued Dollar to Keep Weakening 8 Nov 07 Still Positive on Risky Assets and Non-G10 Currencies 7 June 07 

Global Official Reserves Just Breached US$6.0 Trillion 8 Nov 07 The ‘Trilemma’ and De-Dollarisation 7 June 07 

Cyclical Dollar Weakness:  Still in its Seventh Inning 1 Nov 07 We Are ‘Global Re-Balancing Optimists’* 31 May 07 

‘RMBisation’ and the HKD 1 Nov 07 Sovereign Wealth Funds and Bond and Equity Prices* 31 May 07 

Waiting for Coordinated Intervention? 1 Nov 07 Regionalization and the ‘Ballast Effect’ 17 May 07 

The Definition of a Sovereign Wealth Fund 25 Oct 07 Dealing with China’s BoP Surplus: Not Straightforward 17 May 07 

Full Deployment of SWFs to Hurt Both USD & EUR 18Oct 07 Gradually Rotate into Dollar Shorts Against EM 10 May 07 

The ‘Impossible Trinity’ to Weigh on USD/AXJ 11 Oct 07 The World Is Indeed De-Coupling 3 May 07 

A 25:45:30 Long-Term Model Portfolio for SWFs 11 Oct 07 How Big Could Sovereign Wealth Funds Be by 2015? 3 May 07 

Japan Post: Another Structural Headwind for JPY 5 Oct 07 Russia: The Newest Member of the ‘SWF Club’ 26 Apr 07 

US Stagflation, Global De-Coupling and the Dollar 5 Oct 07 No Need to Look Under the Rocks for Reasons 19 Apr 07 

Belated Verbal Intervention from the ECB? 27 Sep 07 HKD: The Latest Flavour in Carry Trades 12 Apr 07 

Dollar Peggers to Stretch the ‘Impossible Trinity’ 27 Sep 07 Protectionism Poses Another Risk to the Dollar 4 Apr 07 

Demographic Trends and the Financial Markets 20 Sep 07 Big Potential for Further Japanese Retail Outflows 4 Apr 07 

The US Dollar Is the Sub-prime Currency, for Now 13 Sep 07 ‘Asset Shortage Hypothesis’ – Geographical Dimension 29 Mar 07 

A Hypothesis on Currency Hedging and ‘Carry Trades’ 6 Sep 07 CHF Mortgage Loans Ex-Switzerland Are Small 29 Mar 07 

Currency Implications of a Slowdown in the US 6 Sep 07 Another Bout of Generalized USD Weakness in 2Q 22 Mar 07 
 

* = Co-Authored. 
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