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THURSDAY, FEBRUARY 7,  2008 
 
U.S. -CHINA ECONOMIC AND SECURITY REVIEW COMMISSION 

 Washington,  D.C.   
 
 
 
 
 The Commiss ion met  in  Room 562,  Dirksen Senate  Off ice  
Bui ld ing,  Washington,  D.C.  a t  9 :05 a .m. ,  Chai rman Larry  M.  Wortze l  
and Commiss ioner  Pat r ick  A.  Mul loy (Hear ing CoChairs) ,  pres id ing.  
 

 
OPENING STATEMENT OF CHAIRMAN LARRY M. WORTZEL 

(HEARING COCHAIR) 
  
 CHAIRMAN WORTZEL:   Good morning.   Welcome to  th is  
hear ing on the  " Impl ica t ions  of  Sovere ign Weal th  Fund Inves tments  for  
Nat ional  Secur i ty ."  
 My name is  Larry  Wortze l .   I 'm the  chai rman of  the  U.S. -China  
Economic  and Secur i ty  Review Commiss ion for  the  2008 repor t ing  
year .   Along wi th  Commiss ioner  Pat  Mul loy,  I 'm going to  be  one  of  the  
cochai rs  of  today 's  hear ing.    
 Congress  has  g iven our  Commiss ion the  responsibi l i ty  to  
examine the  impl ica t ions  of  U.S.  t rade  wi th  China  for  the  American 
economy and for  na t ional  secur i ty .   China  has  about  $1 .5  t r i l l ion  in  
fore ign reserves  and is  ac tual ly  the  s ingle  larges t  buyer  of  U.S.  
external  debt .   Actual ly  r ight  now we probably  ought  to  be  pre t ty  
gra teful  for  tha t .  
 More  recent ly ,  the  Chinese  government  has  crea ted  a  fund and a  
management  mechanism to  grow i t s  own sovere ign weal th  a t  a  h igher  
ra te  by branching out  of  U.S.  government  debt .   Now,  the  People 's  
Republ ic  of  China  i sn ' t  unique in  crea t ing  a  sovere ign weal th  fund for  
these  purposes .   There  are  dozens  of  sovere ign weal th  funds  in  wor ld  
f inance ,  but  wi th  $200 bi l l ion  in  i t s  sovere ign weal th  fund,  China  i s  
ac tual ly  one  of  only  seven countr ies  wi th  over  $100 bi l l ion  in  such 
funds .  



 

 

 The U.S.  economy has  to  remain open for  inves tment .   We 've  
predica ted  our  markets  on  tha t ,  and I  th ink we a l l  agree  on tha t .   
However ,  some observers  have ques t ioned whether  one  nat ion 's  
sovere ign inves tments  could  lead  to  inf luence  over  key indust r ies ,  
access  to  technology or  inf luence  over  another  na t ion 's  pol ic ies .  
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 Leaders  in  France  and Germany have expressed concerns  about  
Chinese  inves tments  in  some sectors  of  the i r  economies  whi le  a t  the  
same t ime the  Br i t i sh  Pr ime Minis ter  has  invi ted  China 's  sovere ign 
weal th  inves tments  in  wi th  open arms.    
 In  th is  hear ing,  we ' re  going to  explore  the  nature  of  sovere ign 
weal th  inves tments  in  genera l .   We 're  going to  ask  whether  China 's  
sovere ign weal th  inves tments  should  be  t rea ted  d i f ferent ly  f rom those  
of  o ther  countr ies ,  and we ' l l  examine the  ins t i tu t ions  tha t  the  Uni ted  
Sta tes  government  has  in  p lace  to  ensure  tha t  fore ign inves tment  does  
not  af fec t  na t ional  secur i ty .  
 Now,  we expect  th is  morning three  members  of  Congress  in  to  
ta lk  about  the  i ssue ,  and then we hope he 's  able  to ,  but  Senator  James  
Webb of  Virginia  has  sa id  tha t  he  wi l l  come by or  t ry  to  get  by  here  a t  
2 :30,  so  a l though we have other  th ings  scheduled,  we ' l l  probably  
in ter rupt  the  hear ing a t  2 :30 i f  he 's  able  to  make i t  to  le t  h im speak 
and then go back to  our  regular  hear ing.  
 I  now want  to  turn  the  f loor  over  to  my cochai rman,  Pat  Mul loy.  
 I t ' s  been a  p leasure  to  work wi th  h im on th is  and I  a lways  learn  a  lo t  
f rom him.  
 

OPENING STATEMENT OF COMMISSIONER PATRICK A.  
MULLOY (HEARING COCHAIR) 

 
 HEARING COCHAIR MULLOY:  Thank you,  Mr.  Chairman.   I 'm 
pleased to  have  the  oppor tuni ty  to  cochai r  today 's  impor tant  hear ing 
wi th  Larry  Wortze l ,  the  chai rman of  our  Commiss ion.  
 I  f i r s t  want  to  thank the  members  of  Congress  who are  going to  
tes t i fy  a t  today 's  hear ing:  Senators  Bayh,  Brown and Webb and 
Congresswoman Kaptur .   I  a lso  want  to  thank the  Congress  for  the  
suppor t  and in teres t  so  many members  have shown in  the  work of  th is  
Commiss ion s ince  i t  was  char tered  by them in  the  year  2000.  
 The subjec t  mat ter  of  today 's  hear ing i s  ext remely  impor tant  and 
has  a t t rac ted  much a t tent ion  in  the  press  and in  the  pol icy  communi ty  
in  recent  months .  
 We wi l l  in  th is  hear ing t ry  to  gain  a  be t ter  unders tanding of  how 
nat ions  acquire  the  dol lars  to  bui ld  these  sovere ign weal th  funds  and 
what  la rge  inves tments  by  these  fore ign government-  contro l led  
vehic les  por tend for  our  nat ion .   This  i sn ' t  l ike  pr iva te  inves tment .   
These  are  government  contro l led  and owned vehic les  wi th  these  



 

 

inves tments .  
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 My own view is  tha t  the  Chinese  pol icy  of  keeping i t s  currency 
undervalued by buying dol lars  has  contr ibuted  to  our  nat ion 's  vas t  and 
growing t rade  def ic i t  wi th  tha t  country .   Las t  year  our  t rade  def ic i t  
wi th  China  was  $270 bi l l ion .   This  year  i t  wi l l  probably  reach 300 
bi l l ion .    
 S ince  1995,  our  cumulat ive  t rade  def ic i t s  wi th  China  are  wel l  
over  $1  t r i l l ion .   These  large  and growing t rade  def ic i t s  have  helped 
China  accumulate  fore ign currency reserves  of  about  $1 .5  t r i l l ion ,  
which are  growing a t  about  a  b i l l ion  dol lars  a  day.    
 Now,  China  has  recent ly  taken $200 bi l l ion  f rom i t s  fore ign 
currency reserves  and put  them in to  a  sovere ign weal th  fund,  but  they 
have  so  many more  fore ign currency reserves ,  they can add to  th is  fund 
a t  any t ime.   So jus t  ta lk ing about  a  $200 bi l l ion  fund I  don ' t  th ink 
rea l ly  gets  the  magni tude  of  the  potent ia l  problem here .  
 On October  26,  2003,  For tune  Magazine  carr ied  an  ar t ic le  by  
Warren Buffe t t ,  whom I  a lways  admire  and pay a t tent ion  to ;  h is  ar t ic le  
was  ent i t led ,  "Why I  Am Not  Buying the  Dol lar :  America 's  Growing 
Trade  Def ic i t  i s  Sel l ing  the  Nat ion Out  From Under  Us."  
 In  tha t  a r t ic le ,  Mr.  Buffe t t  warned that  America 's  cont inuing and 
mass ive  t rade  def ic i t s  were  caus ing a  mass ive  out f low of  our  nat ional  
weal th .  
 He l ikened our  country  to  a  r ich  family  tha t  i s  se l l ing  off  
por t ions  of  i t s  farm to  suppor t  a  l i fes ty le  i t  was  no longer  earning.    
 On October  24,  2007,  the  Washington Post ,  which is  hardly  
known a t  a  protec t ionis t  newspaper ,  publ ished an  edi tor ia l  ent i t led  
"Countr ies  Buying Companies ,"  which was  on the  subjec t  of  sovere ign 
weal th  funds .  
 In  tha t  edi tor ia l ,  the  Post  sa id ,  quote :  
 "Sovere ign weal th  funds ,  however ,  of fer  governments  a  way to  
take  over  bus inesses  for  pol i t ica l  as  wel l  as  economic  purposes .   The 
accumulat ion  of  so  many dol lars  in  fore ign hands  i s  the  resul t  of  years  
in  which the  Uni ted  Sta tes  has  impor ted  more  than i t  has  expor ted ."  
 One observer  has  noted  tha t  our  country  i s  col lec t ive ly  behaving 
l ike  the  Indians  who sold  Manhat tan  Is land for  some gaudy t r inkets  
tha t  a t  tha t  t ime appeared  a t t rac t ive  to  them.   We are  a l lowing th is  to  
happen because  we as  a  nat ion  have fa i led  to  develop pol ic ies  to  deal  
wi th  the  mercant i l i s t  t rade  prac t ices  be ing used agains t  us  by  o ther  
nat ions  such as  China .  
 Unt i l  the  Uni ted  Sta tes  makes  i t  a  na t ional  pr ior i ty  to  reduce  our  
t rade  def ic i t s ,  we ' re  going to  have to  l ive  wi th  increas ing fore ign 
ownership  of  our  economy.   So we must  then t ry  to  ensure  tha t  we have  
laws and regula t ions  in  effec t  tha t  a t  leas t  l imi t  fore ign purchases  of  
U.S.  asse ts  whose  ownership  could  threa ten  the  nat ional  secur i ty .  



 

 

 Congress  i s  aware  of  th is  problem and las t  year  updated  the  law 
governing the  Commit tee  on Fore ign Inves tment  in  the  Uni ted  Sta tes .  
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 Today,  we ' re  going to  hear  f rom wi tnesses  who are  going to  
speak on a l l  aspects  of  th is  i ssue .   This  i s  not  a  one-s ided hear ing.   
This  i s  a  hear ing in  which a l l  s ides  are  going to  be  represented .   The 
Commiss ion wi l l  take  a l l  such views in to  account  when i t  la ter  
formula tes  i t s  own recommendat ions  to  the  Congress .   I  see  tha t  
Senator  Bayh is  here  so  I  am so  happy to  welcome him and thank him 
for  being wi th  us .  
 Senator ,  i f  I  can  in t roduce  you and then we can get  s tar ted .   I  
want  to  thank you very  much for  honor ing us  wi th  your  presence  here  
today.  Senator  Bayh was  f i rs t  e lec ted  to  the  Uni ted  Sta tes  Senate  in  
1998 and is  current ly  serving in  h is  second term.  
 In  1986,  he  was  e lec ted  Indiana  Secre tary  of  Sta te .   In  1988,  
Senator  Bayh was  e lec ted  Governor  of  Indiana .   As  governor ,  he  
s t ressed f i sca l  responsibi l i ty  and job  crea t ion .   Dur ing h is  t ime as  
governor ,  350,000 new jobs  were  crea ted .   
 The  Senator  current ly  serves  as  the  chai rman of  the  
Subcommit tee  on Secur i ty  and In ternat ional  Trade  and Finance  of  the  
Senate  Banking Commit tee .   Jus t  th is  pas t  year ,  he  held  two hear ings  
very  c lose ly  re la ted  to  the  subjec t  we ' re  deal ing  wi th  today.  
 In  May,  he  had a  hear ing on China 's  exchange ra te  prac t ices ,  and 
then in  November ,  he  chai red  the  fu l l  commit tee  hear ing on sovere ign 
weal th  funds .   The Senator  i s  wel l  pos i t ioned to  unders tand the  
nat ional  secur i ty  impl ica t ions  of  these  mat ters  as  he  serves  on the  
Senate  Armed Services  Commit tee  and the  Senate  Selec t  Commit tee  on 
In te l l igence .  
 As  a  long- t ime former  s taf fer  on  the  Senate  Banking Commit tee ,  
I  welcome you,  Senator ,  and thank you for  being here .  
 

PANEL I:   CONGRESSIONAL PERSPECTIVES 
 

STATEMENT OF EVAN BAYH 
A U.S.  SENATOR FROM THE STATE OF INDIANA 

 
 SENATOR BAYH:  Thank you,  Commiss ioner  Mul loy,  for  tha t  
moving eulogy.   I  rea l ly  apprecia te  i t .   You 're  much too k ind th is  
morning.   Chai rman Wortze l ,  thank you for  your  hospi ta l i ty  today and 
your  invi ta t ion ,  and to  the  members  of  the  Commiss ion.   I  apprecia te  
th is  oppor tuni ty  to  tes t i fy .   More  impor tant ly ,  I 'm gra teful  for  the  good 
work you do on behal f  of  our  country  and th is  very  impor tant  
re la t ionship ,  one  tha t  may very  wel l  be  def in ing for  our  country  and 
for  much of  the  res t  of  the  wor ld  over  the  next  50  to  100 years .  
 Commiss ioner  Mul loy,  i t ' s  good to  be  wi th  you again .   As  you 



 

 

pointed  out ,  you have been kind enough to  come tes t i fy  before  our  
subcommit tee  on two occas ions ,  and your  tes t imony was  very  
informat ive .   I  personal ly  chalk  tha t  up  to  the  fac t  tha t  you are  a  good 
Notre  Dame man and so  your  Hoosier  roots  are  much apprecia ted ,  and 
i t ' s  good to  be  wi th  you again  here  th is  morning.  
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 Ladies  and gent lemen of  the  Commiss ion,  imagine  for  a  moment  
what  would  happen were  a  candidate  for  Pres ident  of  the  Uni ted  Sta tes  
to  propose  tha t  our  federa l  government  begin  buying up shares  in  
major  U.S.  companies .   Denuncia t ion  would  be  swif t  amid cr ies  of  
socia l i sm.   Cr i t ics  would  warn  of  the  potent ia l  for  undue pol i t ica l  
in ter ference  in  pr ivate  economic  decis ion-making.  
 As  chai rman of  the  Federa l  Reserve ,  Alan Greenspan sa id ,  quote ,  
"The federa l  government  should  eschew"-- that ' s  Fed-speak for  avoid--
"pr ivate  asse t  accumulat ion  because  i t  would  be  except ional ly  d i f f icul t  
to  i so la te  the  government 's  inves tment  decis ions  f rom pol i t ica l  
pressures ."  
 In  2001,  Treasury  Secre tary  Paul  O 'Nei l l  to ld  Congress ,  quote ,  
"Government  has  no business  owning pr ivate  companies ."   He got  no  
arguments .  
 As  Americans ,  we rea l ize  the  fo l ly  of  a l lowing our  government  
to  own our  indust ry .   Yet  paradoxical ly  some appear  far  less  a larmed 
by the  prospect  of  another  country 's  government  doing exact ly  the  
same.   Fore ign governments  opera t ing  sovere ign weal th  funds  have in  
recent  weeks  been purchas ing s izable  s takes  in  U.S.  companies ,  
par t icular ly  in  the  f inancia l  services  sec tor ,  and hardly  a  ques t ion  has  
been asked.   I t ' s  t ime tha t  we s tar ted  to .  
 S ince  our  colonia l  days ,  we have a lways  welcomed pr ivate  
fore ign inves tment .   This  t radi t ion  s t re tches  a l l  the  way back to  1606 
when King James granted  a  char ter  to  the  Jamestown Company to  
f inance  the  f i rs t  Br i t i sh  colony.    
 Our  ear l ies t  forefa thers  rea l ized  fu l l  wel l  tha t  capi ta l  f rom 
abroad is  ins t rumenta l  to  a  growing American economy.   But  more  
recent ly ,  i t ' s  been fore ign governments ,  not  pr iva te  companies ,  
amass ing large  f inancia l  reserves  and looking to  inves t .   Dr iven by 
America 's  unprecedented  t rade  imbalances  and cos t ly  energy impor ts ,  
th is  t rend is  a lmost  sure  to  cont inue  wi th  amounts  to ta l ing  wel l  in to  
the  t r i l l ions  of  dol lars .  
 Now,  i t  would  be  fo l ly  to  prohibi t  these  inves tments .   Al lowing 
these  funds  to  be  re inves ted  in  America  mi t iga tes  the  consequences  of  
t ransfer r ing  so  much weal th  abroad for  energy and consumpt ion.  
 I t  a lso  s t rengthens  our  economy,  crea tes  jobs ,  improves  
product iv i ty ,  and keeps  in teres t  ra tes  low.   But  ne i ther  these  long- term 
economic  benef i t s  nor  our  shor t - term need to  weather  the  subpr ime 
cr is is  should  obscure  the  fac t  tha t  inves tments  by fore ign governments  



 

 

are  inherent ly  d i f ferent  than pr ivate  inves tment .  
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 Sovere ign nat ions  have  in teres ts  o ther  than maximizing prof i t s  
and can be  expected  to  pursue  them wi th  every  tool  a t  the i r  d isposal ,  
inc luding the i r  f inancia l  power .   For  these  reasons ,  we must  es tabl ish  
s tandards  for  t ransparency in  behavior  now to  prevent  unwarranted  
in ter ference  in  our  economy by fore ign governments .  
 The current  adminis t ra t ion  has  sugges ted  a  pure ly  voluntary  
approach based on bes t  prac t ices ,  but  mere  suas ion a lone  has  rare ly  
deter red  nat ions  f rom pursuing the i r  in teres ts .   Incent ives  for  
compl iance  and meaningful  consequences  for  a  lack  thereof  must  be  
adopted.  
 I t  would  be  a  mis take  to  g ive  a  mul t ina t ional  organiza t ion  l ike  
the  In ternat ional  Monetary  Fund responsibi l i ty  for  overs ight  because  
the  IMF lacks  enforcement  power  and has  proven ineffec t ive  in  
d ischarging many of  i t s  current  responsibi l i t ies  l ike  l imi t ing  currency 
manipula t ion .   We cannot  outsource  the  responsibi l i ty  for  protec t ing  
our  nat ion 's  secur i ty .  
 At  a  minimum, the  Uni ted  Sta tes  ought  to  require  pass ive  
inves tment  by  sovere ign weal th  funds .   For tunate ly ,  the  o i l - r ich  
nat ions  of  the  Pers ian  Gulf  have a  long t rack record  of  pass ive  
inves t ing ,  but  Russ ia 's  recent  behavior  and China 's  dr ive  for  economic  
advantage  inc luding rampant  in te l lec tual  proper ty  thef t ,  currency 
manipula t ion ,  and subsidies  for  manufacturers  and expor t  ra ise  ser ious  
concerns  about  how sovere ign weal th  funds  might  be  used.  
 A caut ionary  example  of  how fore ign government  inf luenced 
inves tment  can  undermine  America 's  na t ional  secur i ty  in teres ts  comes 
f rom my home s ta te  of  Indiana .   A company named Magnaquench once  
made 80 percent  of  the  rare  ear th  magnets  used in  one  of  our  mi l i ta ry 's  
most  advanced muni t ions--our  laser -guided smar t  bombs.  
 In  1995,  the  company was  purchased by three  buyers :  one  
American,  two Chinese .   The Chinese  f i rms were  par t ly  owned by thei r  
government  and headed by the  sons- in- laws of  the i r  then paramount  
leader  Deng Xiaoping.   As  a  mat ter  of  fac t ,  one  of  the  son- in- law's  
wife  was  Deng 's  daughter .   She  was  the  v ice  chai rman of  a  minis t ry  
charged wi th  acquir ing  sens i t ive  mi l i ta ry  technologies .  
 In  2003,  the  company was  c losed and product ion moved to  China  
making us  dependent  upon them for  access  to  th is  cr i t ica l  weapons  
component .  I t ' s  not  very  smar t  to  have  to  re ly  upon the  Chinese  
government  for  the  weapons  tha t  we need to  defend ourse lves ,  but  
tha t ' s  exact ly  what  we 've  done in  th is  ins tance .  
 The Commit tee  on Fore ign Inves tment  in  the  Uni ted  Sta tes  i s  
charged wi th  reviewing these  k inds  of  fore ign t ransact ions  for  na t ional  
secur i ty  considera t ions ,  but  regre t tably  CFIUS has  a l l - too-of ten  been a  
toothless  watchdog and has  proven wi l l ing  to  sacr i f ice  our  na t ion 's  



 

 

secur i ty  on the  a l ter  of  both  ideology and monetary  gain .  
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 But  even i f  CFIUS were  effec t ive ,  many benef i t s  de t r imenta l  to  
broader  U.S.  secur i ty  in teres ts  can  be  der ived wi thout  formal  power  
l ike  a  ten  percent  ownership  s take  or  a  sea t  on  the  board  of  d i rec tors  
or  regular  shareholder  vot ing r ights .  
 Another  example  comes f rom the  recent  purchase  of  an  
ownership  s take ,  or  ra ther  I  should  say  the  change in  leadership ,  a t  our  
na t ion 's  la rges t  bank,  Ci t igroup.   In  tha t  case ,  the  change was  brought  
about ,  a t  leas t  in  par t ,  by  a  Saudi  pr ince  whose  ownership  in teres t  
const i tu ted  about  f ive  percent .   Now,  I  want  to  emphasize  the  
Ci t igroup deal  may have been exact ly  the  r ight  decis ion under taken for  
ent i re ly  appropr ia te  reasons .   But  i t  would  be  naive  for  us  to  bel ieve  
tha t  inf luence  cannot  be  had for  something less  than a  ten  percent  
ownership  s take .  
 Clear ly ,  tha t  i s  of ten  not  the  case .   I t  i s  of ten  not  the  case  in  our  
domest ic  bus iness  prac t ices .   We should  expect  no  less  when 
t ransact ions  involve  fore ign governments .    
 Global iza t ion  of  capi ta l  f lows is  i r revers ib le  and has  many 
benef i t s ,  as  I  have  indica ted ,  for  the  U.S.  economy.   We should  a lso  be  
a  safe  and a t t rac t ive  p lace  for  inves tment  f rom whatever  or ig in .   But  
occas ional ly ,  jus t  occas ional ly ,  our  na t ional  in teres ts  wi l l  d iverge  
f rom pure ly  pecuniary  concerns .  
 We care  about  more  than money as  Americans .   We should  
assume that  o ther  na t ions  do too .   Occas ional ly  fore ign governments  
wi l l  have  agendas  d i f ferent  f rom our  own.   They wi l l  pursue  them 
us ing a l l  the  resources  a t  the i r  d isposal  inc luding f inancia l  levers .  
 No great  na t ion  can permit  such in ter ference  wi th  i t s  
sovere ignty ,  and America  must  not .   Our  craving for  capi ta l  and the  
benef i t s  tha t  i t  br ings  must  not  de ter  us  f rom act ing .   Reasonable  
regula t ions  now wi l l  keep fore ign inves tment  f lowing and hope to  
avoid  potent ia l ly  xenophobic  react ions  down the  road.  
 I  hope  tha t  your  hear ings  today wi l l  he lp  us  to  achieve  th is  resul t  
and I 'm gra teful  to  you for  a l lowing me to  share  my thoughts  wi th  you 
th is  morning.  
 HEARING COCHAIR MULLOY:  Thank you very  much,  Senator .  
 We apprecia te  your  appearance  here  today.  
 SENATOR BAYH:  Thank you,  Mr.  Mul loy.   Thank you,  ladies  
and gent lemen.  
 CHAIRMAN WORTZEL:   We' l l  take  a  break in  p lace  here  for  a  
couple  of  minutes  unt i l  Congresswoman Kaptur  gets  here .  
 [Whereupon,  a  shor t  recess  was  taken. ]  
 HEARING COCHAIR MULLOY:  Let  me now int roduce 
Congresswoman Marcy Kaptur  who represents  the  9 th  congress ional  
d is t r ic t  in  the  s ta te  of  Ohio .     



 

 

 Congresswoman,  thank you for  being here  wi th  us .   She  was  f i rs t  
e lec ted  to  the  House  in  1982 and is  now serving her  13th  term.   She  i s  
the  most  senior  Democrat ic  woman on the  House  Appropr ia t ions  
Commit tee  and she 's  a  member  of  the  Congress ional  Execut ive  China  
Commiss ion and has  a  very  s t rong in teres t  in  the  mat ters  tha t  th is  
Commiss ion is  looking a t  today and a lso  how th is  i ssue  i s  re la ted  to  
the  t rade  problems that  we 've  had wi th  China .  
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 So Congresswoman,  thank you again  for  being here .   You honor  
us  wi th  your  presence  and we ' l l  open i t  up  for  your  s ta tement .  
 

STATEMENT OF MARCY KAPTUR 
A U.S.  CONGRESSWOMAN FROM THE STATE OF OHIO 

 
 MS.  KAPTUR:  Thank you very ,  very  much,  Mr.  Mul loy.   I t  i s  
t ru ly  a  pr iv i lege  to  tes t i fy  before  your  august  Commiss ion today,  and 
le t  me thank your  cochai rs ,  Chai rman Wortze l  as  wel l  as  Commiss ioner  
Mul loy,  a long wi th  a l l  the  commiss ioners  who are  here  th is  morning,  
for  the  oppor tuni ty  to  address  the  increas ingly  impor tant  topic  of  
sovere ign weal th  funds  and the i r  impact  on  America 's  na t ional  
in teres ts .  
 P lease  le t  me begin  wi th  a  rea l  s tory  f rom a  senior  c i t izen  f rom 
our  Ohio  d is t r ic t  who th is  pas t  week to ld  me about  her  family 's  p l ight ,  
and she  and her  e lder ly  husband l ive  f rugal ly  on Socia l  Secur i ty  and,  
sadly ,  the i r  marr ied  son 's  wife  recent ly  d ied  and he  a lso  los t  h is  job  
and has  responsibi l i ty  for  two chi ldren .  
 So the  grandparents  are  doing the i r  bes t  to  he lp  the i r  son get  
through di f f icul t  t imes .   In  wonder ing where  good jobs  were  to  come 
f rom for  her  son,  she  lamented to  me how America  had t ransformed 
in to  a  to ta l ly  d i f ferent  p lace  f rom when she  and her  husband were  
working.   She  sa id ,  "Marcy,  our  country  doesn ' t  be long to  us  
anymore ."  
 I  th ink i t ' s  impor tant  to  begin  wi th  a  s tory  f rom a  taxpayer  and 
someone who has  contr ibuted  so  much to  our  country  to  g ive  a  
perspect ive  on the  mind-se t  of  many people  tha t  I  represent  and why 
your  Commiss ion is  so  very  impor tant .  
 I t  i s  ref reshing tha t  there  i s  a  body here  on Capi to l  Hi l l  
inves t iga t ing  the  explos ion of  fore ign government  inves tment  in to  our  
economy.   This  i s  an  i ssue  not  only  cent ra l  to  U.S. -China  re la t ions  but  
a lso  to  our  re la t ionships  wi th  a  number  of  o ther  countr ies .   China  i s  
not  the  only  country  to  inves t  i t s  surplus  savings  in to  our  cash-shor t  
banks  and f inancia l  ins t i tu t ions .    
 As  America  becomes more  debt - laden and faces  recess ion,  o i l -
producing countr ies  and other  Asian  countr ies  wi th  which we have 
a l ready s tagger ing t rade  def ic i t s ,  which are  growing--Japan,  Russ ia ,  



 

 

Singapore ,  Kuwai t ,  Uni ted  Emira tes ,  among others- -contr ibute  more  
and more  to  th is  t rend.  
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 These  funds  are  the  la tes t  symptom of  a  decades- long problem.   
I t  ac tual ly  i s  the  resul t - - i t ' s  sor t  of  a  rec iprocal  of  fa i led  t rading 
re la t ionships  and a  very  ser ious  long- term debt  tha t  confronts  th is  
socie ty .  
 When I  f i r s t  a r r ived in  Congress  and was  appointed  to  the  then 
Banking Commit tee ,  now Financia l  Services  Commit tee ,  I  pointed  out  
and fought  agains t  the  t rend of  growing fore ign ownership  of  our  
publ ic  secur i t ies .   At  tha t  t ime,  in  1983,  the  percentage  of  fore ign-held  
U.S.  debt  was  less  than 17 percent  and of  U.S.  savings  bonds ,  less  than 
e ight  percent .  
 I  remember  we had in  those  days  a  "Save for  the  USA" campaign.  
 We t r ied  to  get  the  Federa l  Reserve  and Treasury  in teres ted  in  and 
found i t  very  d i f f icul t  to  move them.  
 Today--by 2006,  tha t  fore ign-held  debt  f igure  has  r i sen  to  over  
hal f ,  54  percent  and,  in  fac t ,  to ta l  debt  secur i ty  offer ings  now over  a t  
Treasury ,  on  any given week,  two- th i rds  to  80 percent  are  purchased 
by fore ign in teres ts  i f  you look a t  the  f igures .  
 This  i s  unacceptable  to  me as  an  American.  Today,  your  
Commiss ion has  focused on issues  re la t ing  d i rec t ly  to  Chinese-
American pol icy  and China 's  f inancia l  maneuvers  cer ta in ly  present  a  
threa t ,  a  la rge  threa t ,  to  America 's  economic  secur i ty .  
 However ,  I  be l ieve  th is  i ssue  i s  so  impor tant  i t  must  be  v iewed 
through a  larger  lens .  An old  professor  a t  the  Harvard  Business  School  
used to  admonish  us  i f  you want  to  know the  way the  wor ld  works ,  
fo l low the  cash .   I  urge  you to  fo l low the  cash .  
 Technical ly ,  these  funds  have exis ted  for  decades  s tar t ing  wi th  
Kuwai t  in  the  1950s .   Yet ,  the  term "sovere ign weal th  fund"  has  only  
recent ly  entered  the  publ ic 's  vocabulary  as  America 's  sovere ignty  and 
economic  ownership  s l ip  out  of  our  grasp .  
 These  funds ,  enr iched beyond imaginat ion by U.S.  dol lars  f rom 
fore ign impor ts ,  especia l ly  pet ro leum,  have swooped in  only  too  
happi ly  to  rescue  Wal l  S t ree t ,  i t s  inves tment  houses  and i t s  banks  tha t  
a re  fa l ter ing  as  a  resul t  of  the  subpr ime mortgage  cr is i s  and the  very  
f lawed t rade  models  l ike  China  Permanent  Normal  Trade  Rela t ions  tha t  
passed th is  Congress .  
 In  some ways ,  I  v iew the  increase  in  these  funds  as  t rademarks  
of  America 's  fa i led  economic  pol ic ies .   The power  of  pe t ro leum is  
obvious  on char t  one ,  which I  have  inc luded in  the  packet  tha t  we have 
given you,  which shows that  among ten  of  the  larges t  sovere ign weal th  
funds ,  69  percent  of  these  asse ts ,  over  two- th i rds ,  exis t  in  funds  



 

 

f inanced by oi l  revenue.
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 To prop up Wal l  St ree t ,  Chinese  funds  recent ly  inves ted  $5 
bi l l ion  in  Morgan Stanley  and $3 bi l l ion  in  Barc lays .   Ci t igroup jus t  
accepted  $22 bi l l ion  in  buyouts ,  inc luding a  s igni f icant  amount  of  
money f rom Singaporean,  Kuwai t i ,  and Abu Dhabi  funds .   Of  course ,  
the  Uni ted  Arab Emira tes  has  a lways  been the  banking center  for  o i l  in  
the  Middle  Eas t .  
 Merr i l l  Lynch sold  a  s take  to  these  funds  when the  governments  
of  Korea ,  Kuwai t  and Singapore  contr ibuted  to  a  buyout .  
 Mr.  Lou J iwei ,  the  head of  the  China  Inves tment  Corpora t ion ,  
China 's  $200 bi l l ion  sovere ign weal th  fund,  c la imed las t  week in  the  
New York Times  that  the  Chinese  government  through his  fund is  
focused more  on inves tments  in  por t fo l ios  than in  individual  
companies .   He did  not  ru le  out  making di rec t  inves tments ,  as  in  the  
case  of  Morgan Stanley  I  ment ioned ear l ier .   
 He sa id  i f  there  i s - -and I  quote  h im--"I f  there  i s  a  b ig  fa t  rabbi t ,  
we wi l l  a lso  shoot  i t .   Some people  wi l l  say  we were  shot  by  Morgan 
Stanley,  but  who knows?"    
 Think about  tha t  s ta tement- -"I f  there  i s  a  b ig  fa t  rabbi t ,  we wi l l  
a lso  shoot  i t . "   Mr.  Lou J iwei  fancies  h imsel f  to  be  a  b ig  game hunter ,  
to  be  sure .   He 's  not  content  wi th  smal l  game.   Oh,  no .   He loves  to  
shoot  b ig ,  fa t  ta rgets ,  ta rgets  such as  Morgan Stanley  and Blackstone .    
 He cer ta in ly  has  p lenty  of  ammuni t ion ,  $1 .4  t r i l l ion  in  fore ign 
reserves  and growing.   Again ,  those  reserves  growing because  of  our  
growing t rade  def ic i t  wi th  China .  
 The pol icy  ques t ion  for  us  i s  whether  the  Uni ted  Sta tes  wi l l  
requi re  h im to  buy a  hunt ing l icense?   Wil l  we regula te  Mr.  J iwei 's  
hunt ing by declar ing  a  season and a  bag l imi t?   Wil l  we require  
background checks  before  he  buys  a  gun to  hunt  h is  prey?  
 And what  i f  Mr.  J iwei 's  acquis i t ion  threa tens  U.S.  secur i ty  
in teres ts  in  products ,  processes  or  in te l lec tual  proper ty?   Wil l  we s i t  
back and le t  the  Lou J iwei 's  of  the  wor ld  f i re  a t  wi l l  c la iming our  
asse ts  and ext i rpat ing  our  bus inesses?  
 These  are  the  i ssues  before  your  Commiss ion.   Ins tead of  
rescuing our  economy,  these  inves tments  only  deepen America 's  
insecur i ty  forc ing the  Uni ted  Sta tes  fur ther  in to  debt  to  fore ign 
in teres ts .   And the  American people  know i t  and they expect  us  to  do 
something about  i t .  
 More  of ten  than not ,  these  deals  are  presented  as  pure ly  f inancia l  
when they are ,  in  fac t ,  pol i t ica l  and s t ra tegic .    
 The funds  suffer  f rom a  severe  lack of  t ransparency,  especia l ly  

 
1 Click here to view the chart:  Ten of the Largest Sovereign Wealth Funds` 
[Source Morgan Stanley] 

http://www.uscc.gov/hearings/2008hearings/transcripts/08_02_07_trans/kaptur_chart.pdf


 

 

with  regard  to  governance .  So many are  run by undemocrat ic  
governments  wi th  powerful  s t ra tegic  objec t ives .   I  inc luded wi th  th is  
tes t imony a  graph plot t ing  the  funds  tha t  we know current ly  exis t  
according to  the i r  level  of  t ransparency,  and we provided tha t  in  the  
tes t imony,  and I  refer  i t  to  you as  I  ta lk  about  i t .  
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 P lo t t ing  the  funds  according to  the i r  level  of  t ransparency and 
the  s ty le  of  inves tment  approach,  i f  one  looks  a t  th is  char t ,  one  can see  
funds  such as  Norway 's  have a  h igh level  of  t ransparency and they 
have  an  inves tment  approach tha t  i s  not  s t ra tegic .   They ' re  a t  the  
bot tom of  the  char t .  
 But  i f  one  looks  up to  th is  corner  where  China  s i t s ,  we wi l l  see  a  
huge lack of  t ransparency and huge s t ra tegic  objec t ives .   There  i s  a  
poss ib i l i ty  tha t  u l ter ior  mot ives  exis t  for  some of  these  countr ies  and 
tha t  these  f inancia l  inves tments  are  a imed a t  s t ra tegic  resul ts .  
 For  those  who th ink there  should  be  l i t t le  government  
involvement  in  the  workings  of  our  markets ,  i t  should  be  obvious  tha t  
fore ign governments  meddl ing and takeovers  of  pr iva te  enterpr ise  are  
even more  dangerous--some would  say  socia l i s t ic ;  some might  say  
fasc is t .  
 When the  means  of  pr ivate  product ion become owned and 
f inanced in  grea ter  and grea ter  shares  by  fore ign governments ,  many of  
them or  most  of  them undemocrat ic ,  a t  what  point  would  you say 
America 's  pol i t ica l  independence ,  and I  under l ine  pol i t ica l  
independence ,  i s  in  jeopardy?   Have we a l ready passed tha t  point?   
Does  th is  p lace  us  on a  path ,  as  I  have  sa id ,  to  some type  of  socia l i s t ic  
or  fasc is t ic  compromise  of  our  pol i t ica l  ideals?  
 America  needs  to  rec la im our  economic  independence  and 
secur i ty  whi le  re ta in ing the  in tegr i ty  of  our  markets  to  remain  
prosperous .   What  should  we do about  these  threa ts?  
 Three  th ings .   F i rs t ,  secure  t ransparency.  Move everybody on 
th is  char t  here .   Then analyze  the  nature  of  tha t  e ffor t ,  and i f  there  i s  
the  potent ia l  for  des t ruct ive  prac t ices ,  regula te .  
 Let  me go in to  a  l i t t le  more  deta i l .   We must  requi re  d isc losure  
and increased t ransparency of  a l l  sovere ign weal th  fund bids .   We must  
analyze  the i r  s takeholders ,  s tockholders ,  and our  government  needs  to  
ask  who opera tes  these  funds;  how big  are  they?   How are  they 
audi ted?   I f  so ,  by  whom?  What  are  the i r  inves tment  pol ic ies?   And 
what  are  the i r  mot ives?  
 Some funds  are  wi l l ingly  t ransparent  l ike  Norway 's .   So  there  
does  exis t  a  s tandard  for  how much informat ion can and should  be  
d isc losed.   Others  l ike  the  Chinese  funds  tha t  br ing us  here  today 
obscure  the i r  inves tment  and banking pract ices  and have 
unconvent ional  inves tment  pa t terns .  
 That  br ings  me to  a  key concern ,  and tha t  i s  pol i t ica l  mot ives .   I t  



 

 

i s  not  jus t  academics  ra is ing  the  a larm.   In  a  cover  s tory  las t  month ,  
The Economis t  repor ted  tha t  China  and South  Korea  want  re turns ,  and 
poss ib ly  access  to  markets ,  ideas ,  and technology.  
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 In  addi t ion  to  requir ing  t ransparency and analys is ,  in  order  to  
see  how immense  th is  i ssue  has  grown,  Congress  needs  a lso  to  examine 
regula t ion .   This  would  normal ly  fa l l  to  the  Commit tee  on Fore ign 
Inves tment  in  the  Uni ted  Sta tes  known as  CFIUS,  but  there  are  
ques t ions  as  to  how re l iable  tha t  body ac tual ly  i s .  
 Beyond methodological  objec t ions  regarding how wel l  these  
funds  can be  tes ted  by exis t ing  models ,  many of  us  have expressed 
concern  tha t  the  commit tee ,  CFIUS,  i s  governed by the  skewed 
in teres ts  of  those  involved in  approving those  very  t ransact ions .  
 Pres ident  Bush recent ly  s igned an  execut ive  order  t ransfer r ing  
his  own power ,  the  power  of  the  pres ident ,  to  the  Treasury  Depar tment  
to  author ize  or  re jec t  fore ign takeovers  of  American companies ,  but  
of f ic ia ls  f rom the  Defense  Depar tment ,  the  Depar tment  of  Jus t ice ,  and 
the  Depar tment  of  Homeland Securi ty  objec ted  to  the  order  over  the  
pas t  few months  saying i t  served bus iness  in teres ts  over  secur i ty  
in teres ts .   I  would  encourage  you to  inc lude  those  documents  in  th is  
Commiss ion record .    
 We cannot  a l low Wal l  S t ree t  to  prof i t  a t  the  expense  of  na t ional  
secur i ty .   Fur thermore ,  Pres ident  Bush s t r ipped f rom th is  order  the  
provis ion tha t  required  the  commit tee  to  moni tor ,  and I  quote ,  " the  
ef fec ts  of  fore ign inves tment  in  the  Uni ted  Sta tes ."    
 He s t r ipped from the  order  the  provis ion requir ing  the  commit tee  
to  moni tor  the  effec ts  of  fore ign inves tment  in  the  Uni ted  Sta tes .   We 
need to  res tore  tha t .  
 Congress  needs  to  reasser t  our  power  and pass  legis la t ion  tha t  
mainta ins  as  pres ident ia l  the  author i ty  to  approve or  re jec t  these  deals .  
 I  have  draf ted  legis la t ion  to  do exact ly  tha t  in  the  House .   Congress  
must  requi re  the  adminis t ra t ion  to  repor t  back in  order  to  prevent  the  
pres ident  f rom delegat ing  th is  impor tant  na t ional  secur i ty  author i ty  to  
any cabinet  of f icer  or  execut ive  agency.  
 The Uni ted  Sta tes  government  a lways  needs  to  ac t  in  the  name of  
na t ional  secur i ty  before  pr iva te  in teres ts .   Af ter  a l l ,  our  congress ional  
oa th  requires  us  to  suppor t  and defend the  Const i tu t ion  of  the  Uni ted  
Sta tes  agains t  a l l  enemies ,  fore ign and domest ic .  
 Some might  objec t  to  increased government  involvement  in  the  
economy i f  we require  t ransparency.   But  American government  
involvement  i s  preferable  to  fore ign government  involvement .   We 
need to  pr ior i t ize  the  secur i ty  of  our  c i t izens ,  bus inesses  and economy 
as  a  whole .   
 Our  na t ional  secur i ty  i s  far  more  impor tant  than Wal l  S t ree t ' s  
in teres ts  and more  impor tant  than dol ing  out  U.S.  l iber ty  in  order  to  
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 Fur thermore ,  our  nat ion  should  regula te  a  savings  pol icy  and 
re jec t  the  debt  pa th  Wal l  S t ree t  i s  imposing on Main  St ree t .   Our  
economy is  suffer ing enough as  i t  i s .   Our  federa l  government  should  
be  working to  rebui ld  our  economy,  crea te  new jobs  and lessen our  
dependence  on fore ign oi l ,  which is  so  very  much a  par t  of  the  
conundrum in  which we f ind ourse lves .  
 Ins tead,  i t  i s  a l lowing fore ign governments  to  contro l  grea ter  and 
greater  shares  of  our  economy.   Let 's  require  t ransparency,  ba lance  the  
approval  process  for  fore ign inves tments ,  and rec la im our  na t ional  
secur i ty  f rom sovere ign weal th  funds .   The Uni ted  Sta tes  government  
must  s tand up for  the  American people  in  the  face  of  th is  opaque and 
increas ingly  powerful  threa t  to  our  sovere ignty .   
 I  thank you very ,  very  much for  the  oppor tuni ty  to  appear  th is  
morning.  
[The s ta tement  fo l lows:]  
 

Prepared Statement  of  Marcy Kaptur 
A U.S.  Congresswoman from the State  of  Ohio 

 
It is my privilege to testify today before the United States-China Economic and Security Review 

Commission.  Please let me thank the hearing co-chairs, Chairman Larry Wortzel and Commissioner 
Patrick Molloy, along with the rest of the Commission, for this opportunity to address the increasingly-
important topic of sovereign wealth funds and their impact on America’s national interest. 

Please let me begin with a real story from a senior citizen from our Ohio district who this past 
week told me about her family’s plight. She and her elderly husband live frugally on Social Security. 
Sadly, their married son’s wife died recently. Moreover, he has lost his job with two children to support. 
So the grandparents are doing their best to help their son get through difficult times. In wondering where 
good jobs were to come from, she lamented how America had transformed into a totally different place 
from when she and her husband were working. She said, “Marcy, our country doesn’t belong to us 
anymore.” 
 It is refreshing that there is a body here on Capitol Hill investigating the explosion of foreign 
government investment into our economy.  This is an issue not only central to U.S.-China relations, but 
also to our relationships with a number of other countries.  China is not the only country to invest its 
surplus savings into our cash-short banks and financial institutions.  As America becomes more debt-laden 
and faces recession, oil-producing countries and other Asian countries with which we already have 
staggering trade deficits like Japan, Russia, Singapore, Kuwait, and the United Arab Emirates, among 
others, contribute more and more to this trend.   

These funds are the latest symptom of a decades-long problem.  When I first arrived in Congress, 
I pointed out (and fought against, to no avail) the growing trend of foreign purchases of U.S. treasury 
securities.  In 1983, the percentage of foreign-held debt was less than 17%.  But by 2006, that figure rose 
to 54%.   

To date, your Commission has focused on issues relating directly to Chinese-American policy, 
and China’s financial maneuvers certainly present a large threat to American economic security.  However, 
I believe this issue is so important it must be viewed through a larger lens. As my old professor at Harvard 
Business School used to admonish, “If you want to know the way the world operates, follow the cash.” 
 These funds have existed for decades. Yet the term “sovereign wealth fund” has only recently 
entered the public’s vocabulary as our sovereignty and economic ownership slip out of our grasp.  These 



 

 

funds, enriched beyond imagination by U.S. dollars from foreign imports such as petroleum, have swooped 
in only too happily to “rescue” Wall Street, investment houses, and banks that are faltering as a result of 
the sub-prime mortgage crisis and the very flawed trade models, like China PNTR, that are trademarks of 
American economic policy. The power of petroleum is obvious on the chart I included, which shows that 
among ten of the largest sovereign wealth funds, 69% of these assets exist in funds financed by oil 
revenue. 

 

 
 
 
  

- 14 -

  

To prop up Wall Street, Chinese funds recently invested $5 billion in Morgan Stanley and $3 
million in Barclays.  Citigroup just accepted $22 billion in buyouts, including a significant amount of 
money from Singaporean, Kuwaiti, and Abu Dhabi funds.  Merrill Lynch sold stake to these funds when 
the governments of Korea, Kuwait, and Singapore contributed to a buyout.    

Mr. Lou Jiwei, the head of China Investment Corporation, China’s $200 billion sovereign wealth 
fund, claimed last week in the New York Times that the Chinese government, through his fund, is focused 
more on investments in portfolios than in individual companies. He did not rule out making direct 
investments, as in the case of Morgan Stanley I mentioned earlier. 

He said, “If there is a big fat rabbit, we will also shoot it.  Some people will say we were shot by 
Morgan Stanley.  But who knows?” 

Think about that statement.  “If there is a big fat rabbit, we will also shoot it.” 
Mr. Lou Jiwei fancies himself to be a big game hunter, to be sure.  He’s not content with small 

game.  Oh, no.  He loves to shoot big, fat targets.  Targets such as Morgan Stanley and Blackstone.   
He certainly has plenty of ammunition: $1.4 trillion in foreign reserves. 
The policy question for us is whether the United States will require him to buy a hunting license.  

Will we regulate Mr. Jiwei’s hunting by declaring a season and a bag limit?  Will we require background 
checks before he buys a gun to hunt his prey?   

And what if Mr. Jiwei’s acquisitions threaten U.S. security interests in products, processes, or 
intellectual property? 

Will we sit back and let the Lou Jiweis of the world fire at will, claiming our assets and 
extirpating our businesses? 

Instead of rescuing our economy, these investments only deepen America’s insecurity, forcing the 
U.S. further into debt to foreign interests. More often than not, these deals are presented as purely financial 
when they are, in fact, political and strategic. 

The funds suffer from a severe lack of transparency, especially with regard to governance. So 
many are run by undemocratic governments with powerful strategic objectives. I included with this 
testimony a graph plotting the funds according to their level of transparency and style of investment 
approach.  There is the possibility that ulterior motives exist for these countries, and that these financial 
investments are aimed at strategic results. For those who think there should be little government 
involvement in the workings of our markets, it should be obvious that foreign government meddling and 
takeovers of private enterprise are even more dangerous—some would say socialistic. America needs to 
reclaim our economic independence and security while retaining the integrity of our markets to remain 
prosperous. 

What should we do about these threats? First, secure transparency.  Then, analyze.  And if there is 
the potential for destructive practices, regulate. 

We must require disclosure and increased transparency of all sovereign wealth fund bids. Stake-
holders, stock-holders, and the government need to ask:  Who operates these funds? How big are they?  
Are they audited?  If so, by whom?  What are their investment policies?  What are their true motives? 

Some funds are willingly transparent, like Norway’s, so there does exist a standard for how much 
information can and should be disclosed. Others, like the Chinese funds that bring us here today, obscure 
their investment strategies, and have unconventional investment patterns. 

That bring to light my second concern—political motives. It is not just the rogue academics 
raising the alarm. In a cover story last month, the Economist reported that “China and South Korea want 
returns—and possibly access to markets, ideas and technology.” 

In addition to requiring transparency, in order to see how immense this problem has grown, 



 

 

Congress needs also to examine regulation. This would normally fall to the Committee on Foreign 
Investment in the United States, also known as CFIUS, but there are questions as to how reliable this body 
is.  Beyond methodological objections regarding how well these funds can be tested by existing models, 
many of us have expressed concern that the Committee is governed by the skewed interests of those 
involved in approving these transactions. 

 

 
 
 
  

- 15 -

  

President Bush recently signed an executive order transferring his own power to the Treasury 
department to authorize or reject foreign takeovers of American companies.  But officials from the Defense 
Department, the Department of Justice, and the Department of Homeland Security objected to the order 
over the past few months saying it served business interests over security interests.  It allows Wall Street to 
continue to profit at the expense of national security. Furthermore, President Bush stripped from this order 
the provision that required the Committee to “monitor the effects of foreign investment in the United 
States.” 

Congress needs to reassert our power and pass legislation that maintains as presidential the 
authority to approve or reject these deals.  I have drafted legislation to do exactly that.  Congress must 
require the Administration to report back in order to prevent the president from delegating this important 
national security authority to any cabinet officer or executive agency.  The U.S. government always needs 
to act in the name of national security before private interests.  After all, our Congressional oath requires us 
to “support and defend the Constitution of the United States against all enemies, foreign or domestic.”  

Some might object to increased government involvement in the economy if we require 
transparency. But American government involvement is preferable to foreign government involvement. We 
need to prioritize the security of our citizens, businesses, and economy as a whole.  Our national security is 
far more important than Wall Street’s interests and more important than doling out U.S. liberty in order to 
rescue reckless megabanks from their own bad investment decisions. Furthermore, our nation should 
regulate a savings policy direction and reject the debt path Wall Street is imposing on Main Street. 

Our economy is suffering enough as it is.  Our federal government should be working to rebuild 
our economy, create new jobs, and lessen our dependence on foreign oil.  Instead, it is allowing foreign 
governments to control greater and greater shares of our economy.  Let’s require transparency, balance the 
approval process for foreign investments, and reclaim our national security from sovereign wealth funds. 
The U.S. government must stand up for the American people in the face of this opaque and increasingly-
powerful threat to our sovereignty. 
 
 HEARING COCHAIR MULLOY:  Thank you,  Congresswoman,  
very  much.    
 Now,  we have wi th  us  Senator  Brown.   Would  you prefer  to  le t  
h im tes t i fy  and s tay  before  taking ques t ions  and then there  could  be  
ques t ions  for  you both  together  or  however  you would  prefer?  
 MS.  KAPTUR:  Senator  Brown and I  know one another .  
 HEARING COCHAIR MULLOY:  Thank you,  Senator  Brown,  for  
be ing here .  
 SENATOR BROWN:  Thank you.  
 HEARING COCHAIR MULLOY:  We rea l ly  apprecia te  your  
in teres t  and your  suppor t  for  th is  Commiss ion and your  in teres t  in  th is  
par t icular  subjec t  mat ter .  
 The Senator  was  f i rs t  e lec ted  to  the  Uni ted  Sta tes  Senate  in  2006 
and one of  the  key issues  on which he  based his  campaign was  the  fac t  
tha t  the  Uni ted  Sta tes  was  running these  major  t rade  def ic i t s  which are  
so  damaging to  the  economy of  Ohio and,  I  th ink,  the  country  as  a  
whole .  



 

 

 Pr ior  to  be ing in  the  Senate ,  he  served in  the  House  of  
Representa t ives  as  a  member  f rom the  13th  d is t r ic t  of  Ohio  s ince  1992.  
 In  both  the  House  and the  Senate ,  he  has  been an  outspoken advocate  
of  h is  be l iefs  in  fa i r  t rade  and he  out l ined them in  h is  book ca l led ,  
quote ,  "Myths  of  Fai r  Trade ."  
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 So,  Senator ,  thank you again  for  be ing wi th  us .  You can give  
your  s ta tement  now.  
 

STATEMENT OF SHERROD BROWN 
A U.S.  CONGRESSMAN FROM THE STATE OF OHIO 

 
 SENATOR BROWN:  Thank you.   Thank you very  much,  
Commiss ioner  Mul loy.   I  apprecia te  tha t .   Chai rman Wortze l ,  thank 
you,  and Vice  Chair  Bar tholomew,  thank you very  much.   
Commiss ioner  Slane ,  welcome.   Good to  see  an  Ohioan on the  panel ,  
and Commiss ioner  Wessel  i s  sor t  of  an  honorary  Ohioan,  but  you ' re  the  
rea l  th ing.   So thank you.  
 I t ' s  my pleasure  to  appear  wi th  Congresswoman Kaptur ,  whom 
I 've  learned a  lo t  f rom over  the  years  when she ,  s tar t ing  in  the  ear ly  
'80s  here ,  made such a  d i f ference  in  beginning to  redi rec t  our  t rade  
pol icy .  
 I  apprecia te  the  oppor tuni ty  to  jo in  you today to  d iscuss  what  
sovere ign weal th  funds  means  for  our  nat ional  secur i ty  and our  
famil ies '  economic  and communi ty  secur i ty .   I t ' s  an  impor tant  topic .   I  
apprecia te  your  g iv ing a t tent ion  to  i t .  
 Some governments  around the  wor ld  today are  confronted  wi th  a  
n ice  problem:  what  to  do wi th  a l l  the  money earned f rom thei r  
abundance of  expor ts ,  whether  i t ' s  f rom barre ls  of  o i l  or  f rom "Barre ls  
of  Monkeys"  and other  toys .  
 Our  own government  i s  faced and cont inues  to  face  a  var ia t ion  of  
the  same di lemma.   The $400 bi l l ion  def ic i t  projec ted  in  the  
pres ident ' s  budget  i s  rea l ly  a  600 bi l l ion  on-budget  def ic i t  coupled 
wi th  the  200 bi l l ion  off -budget  surplus ,  pr inc ipal ly  caused by receip ts  
to  the  Socia l  Secur i ty  Fund.  
 For  a t  leas t  a  decade,  a  pol icy  debate  has  in termi t tent ly  focused 
on how to  bes t  inves t  tha t  surplus .   In  the  la te  1990s ,  Pres ident  Cl in ton 
proposed we inves t  15  percent  of  Socia l  Secur i ty  asse ts  in  the  s tock 
market .   The reasoning was  fa i r ly  s imple :  wi th  a  projec ted  ra te  of  
re turn  of  less  than three  percent  on  Treasury  secur i t ies ,  equi ty  
inves tment  offered  the  prospect  of  perhaps  more  than doubl ing tha t  
re turn  i f  the  h is tor ica l  seven percent  rea l  ra te  he ld  t rue .  
 Needless  to  say ,  tha t  proposal  was  not  enacted ,  but  the  same 
under ly ing pr incip le ,  seeking the  h igher  re turn  f rom equi t ies ,  was  par t  
of  the  mot ivat ion ,  I  th ink,  for  Pres ident  Bush 's  proposal  to  es tabl ish  



 

 

individual  accounts  wi th in  the  Socia l  Secur i ty  sys tem.   His  proposal  
a lso  fa i led  to  be  enacted .  

 

 
 
 
  

- 17 -

  

 The mer i t s  of  these  two proposals  and the  reason for  the i r  
fa i lure ,  in  my view,  are  qui te  d i f ferent ,  but  both  took pains  to  ensure  
tha t  the  U.S.  government  would  not  be  involved in  making se lec t ive  
equi ty  inves tments .  
 The Cl in ton proposal  would  have es tabl ished an  independent  
board  to  make inves tments  in  index funds ,  much as  the  Thr i f t  Savings  
Plan  does  today,  whi le  the  Bush proposal  would  have lef t  decis ions  to  
individual  inves tors .  
 As  the  Her i tage  Foundat ion put  i t  a t  the  t ime,  g iv ing federa l  
bureaucra ts  the  power  to  inves t  huge amounts  of  money in  the  s tock 
market  would  crea te  a  fundamenta l  conf l ic t  of  in teres t  be tween the  
long- term needs  of  fu ture  re t i rees  and shor t - term pol i t ica l  goals .  
 Al though that  doesn ' t  rea l ly  descr ibe  the  Cl in ton plan ,  the  
sent iment  i s  correc t  and i s  shared across  the  pol i t ica l  spect rum.   In  
fac t ,  Dr .  Wortze l ,  th is  may be  the  f i r s t  t ime in  my career  tha t  I 've  
tes t i f ied  in  agreement  wi th  the  Heri tage  Foundat ion so  I 'm thankful  for  
tha t .  
 CHAIRMAN WORTZEL:   But  we consider  you a  f r iend.  
 SENATOR BROWN:  That  wi l l  work.   So i f  our  country  has  
broad agreement  on how i l l -advised i t  would  be  for  our  own 
government  to  se lec t  par t icular  companies  for  inves tment ,  i t  comes as  
no surpr ise  tha t  some of  us  are  t roubled when other  governments  do so .   
 My only  surpr ise  i s  I  wonder  why th is  d iscomfor t  i s  not  broader  
or  deeper .   Our  d i f ference ,  of  course ,  i s  tha t  i t ' s  not  the  U.S.  
government  inves t ing  in  U.S.  bus inesses .   Maybe so .  But  suppose  
Pres ident  Cl in ton had proposed se lec t ive  inves tment  overseas?   Would  
tha t  proposal  have  been met  wi th  a  warm embrace?   Of  course  not .  
 I  th ink most  of  us  would  see  a  huge potent ia l  for  mischief  i f  the  
U.S.  government  had inves ted  in  one  company overseas  but  not  wi th  i t s  
compet i tors ,  and as  g lobal iza t ion  cont inues ,  a  d is t inc t ion ,  of  course ,  
be tween U.S.  and fore ign businesses  becomes increas ingly  b lurred .  
 Yet ,  th is  i s  exact ly  the  s i tuat ion  we 're  fac ing wi th  respect  to  
these  sovere ign weal th  funds .   I f  the  China  Inves tment  Corpora t ion  has  
inves ted  mi l l ions  of  dol lars  in  Morgan Stanley  or  Blackstone ,  can  
Car ly le  or  Bear  Stearns  res t  easy  tha t  they wi l l  have  an  equal  
oppor tuni ty  to  get  access  to  China 's  markets?  
 The answer  i s  fa i r ly  obvious .   Do we rea l ly  th ink tha t  a  near ly  
ten  percent  s take  i s  a  pass ive  inves tment  in  the  prac t ica l  sense  of  the  
te rm?  
 These  are  jus t  some of  the  ear l ies t  inves tments ,  and we know 
how they ' re  exploding.   As  we 've  seen,  the  appet i te  of  fore ign 
governments  and the i r  inves tments  goes  wel l  beyond the  f inancia l  



 

 

sector ,  as  we saw wi th  China  Nat ional  Offshore  Oi l  Corpora t ion 's  
proposed purchase  of  Unocal .  
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 Energy companies  might  be  a  par t icular ly  sens i t ive  indust ry  
when we have t roops  in  the  Middle  Eas t  and oi l  f luc tuates  between 90 
and $100 a  barre l .   But  the  same issues  are  ra ised  in  o ther  indust r ies .    
 Pres ident  Bush views the  sa le  of  U.S.  asse ts  as  tes t imony to  our  
a t t rac t iveness  to  fore ign inves tors .   That  may be  t rue ,  but  i t ' s  a lso  
evidence  of  the  fa i led  pol ic ies  of  the  adminis t ra t ion  which has  
pres ided over  an  explos ion in  our  t rade  and in  our  budget  def ic i t s .    
 I  remember  back when I  f i r s t  ran  for  Congress  in  1992,  we ta lked 
about  the  twin  def ic i t s ,  and you ' l l  look a t  what  the  budget  and t rade  
def ic i t s  were  then,  contras ted  to  now.   Pres ident  Bush,  who inher i ted  a  
federa l  budget  tha t  was  in  surplus ,  i s  leaving a  successor  budget  tha t  
wi l l  l ike ly  se t  a  record  for  red  ink ,  especia l ly  when the  fu l l  cos t  of  the  
wars  in  I raq  and Afghanis tan  are  inc luded.  
 As  you know,  in  the  pres ident 's  f ive  year  budget ,  in  2010,  there  
i s  zero  dol lars  a l lo t ted  for  I raq .    
 Unwil l ing  to  ask  Americans  to  bear  the  cos t  of  these  wars ,  the  
adminis t ra t ion  has  handed an  IOU to  our  chi ldren  and the i r  chi ldren .   
The publ ic  debt  he ld  by fore igners  has  doubled on his  watch.  
 As  China  has  del ibera te ly  undervalued i t s  currency,  providing 
what  Chairman Bernanke has  accura te ly  termed an  "effec t ive  subsidy,"  
the  adminis t ra t ion  has  responded wi th  l i t t le  but  ta lk .  A "dia logue,"  the  
term du jour  of  severa l  months  ago,  i s  hardly  the  r ight  response  when 
our  manufactur ing sec tor  i s  be ing hol lowed out .  
 China 's  mercant i l i s t  t rade  pol icy  i s  a t  the  hear t  of  what  the  
Commiss ion is  d iscuss ing today.   Unfa i r  t rade  prac t ices  cont r ibute  to  
the  enormous  imbalance  in  t rade  between China  and the  U.S.   Again ,  
back to  1992,  our  t rade  def ic i t  b i la tera l ly ,  U.S. -China ,  was  bare ly  in to  
double  d ig i t s .   Now i t ' s  exceeding a  quar ter  of  a  t r i l l ion  dol lars .  
 Currency manipula t ion ,  mass ive  expor t  subs id ies ,  counterfe i t ing ,  
p i racy,  lax  labor ,  envi ronmenta l ,  safe ty /heal th  s tandards ,  a l l  of  tha t ,  
have  contr ibuted  to  a  manufactur ing cr is is  in  America  and the  mass ive  
t rade  def ic i t s  tha t  a ff l ic t  us .  
 These  are  the  i ssues  the  execut ive  branch and Congress  need to  
address  of  course .   Jus t  las t  week,  I  was  jo ined by seven f reshmen 
senators ,  e ight  out  of  n ine  of  us ,  in  a  le t te r  a ff i rming tha t  China-
re la ted  t rade  legis la t ion  should  be  our  number  one  domest ic  t rade  i ssue  
pr ior i ty .  
 Without  sens ib le  f i sca l  and t rade  pol ic ies ,  we can only  expect  
the  increased growth of  sovere ign weal th  funds  and the  subsequent  sa le  
of  one  p iece  of  America  af ter  another .   That ' s  no  legacy to  leave  
behind for  our  chi ldren .  
 Thank the  chai rman and thank you,  Commiss ioner  Mul loy.  



 

 

 HEARING COCHAIR MULLOY:  Thank you,  Senator ,  very  
much.   Are  you both  prepared to  take  a  few ques t ions?  
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PANEL I:   Discuss ion,  Quest ions  and Answers   

 
 SENATOR BROWN:  Yes ,  sure .   Of  course .    
 HEARING COCHAIR MULLOY:  Chairman Wortzel .  
 CHAIRMAN WORTZEL:   When we ta lk  about  t ransparency,  can 
we rea l ly  t rus t  the  good in tent ions  of  the  Chinese  Communis t  Par ty ,  
which shrouds  i t s  own decis ions  and l i te ra l ly  i t s  opera t ions  in  secrecy,  
to  make t ransparent  the  in tent ions  of  the  f inancia l  decis ions  of  the  
government  tha t  i t  d i rec ts?  
 SENATOR BROWN:  No,  but  in  the  words  cer ta in ly  of  the  hero  
of  most  of  the  pres ident ia l  debates ,  " t rus t  but  ver i fy ."   I  th ink  tha t  I  go  
back to  th is :  dur ing the  China  PNTR debates  and discuss ions ,  some of  
us  would  ta lk  about  the  fac t  tha t  we were  China 's  b igges t  cus tomer .   
About  35 to  40 percent  in  those  days  of  Chinese  expor ts  came to  the  
Uni ted  Sta tes .  
 Many of  you have been successful  in  bus iness .   I  know cer ta in ly  
Dan has .   And i f  Dan has  one  cus tomer  tha t  represents  35  percent  of  
h is  sa les ,  he 's  going to  pay a  lo t  of  a t tent ion  to  tha t  cus tomer .  
 Whi le  the  Chinese  are  not  wi l l ingly  going to  be  as  t ransparent  as  
we l ike .   We’re  are  not  going to  wi l l ingly  do many th ings  tha t  we 'd  
l ike ,  we ' re  in  a  pos i t ion  of  s t rength  s t i l l ,  a l though that  35  percent  
f igure ,  whatever  i t  prec ise ly  i s  today,  decl ines  over  the  years  as  the  
res t  of  the  wor ld  gets  weal th ier ,  of  course ,  and they f ind  new lucra t ive  
markets .  
 I t ' s  impor tant  tha t  we ac t  sooner  ra ther  than la ter ,  but  I  th ink 
tha t  we have carrots  and we have s t icks  wi th  China .   I f  one  of  the i r  
sovere ign weal th  funds  wants  to  purchase  something big  in  the  Uni ted  
Sta tes ,  we ' re  in  a  pos i t ion  we can demand cer ta in  benchmarks  for  
t ransparency and for  o ther  i ssues .  
 MS.  KAPTUR:  Maybe I  would  jus t  say  again ,  br inging i t  back to  
my own dis t r ic t ,  in  my dis t r ic t  res ides  a  young woman who is  the  
roommate  of  one  of  those  Chinese  c i t izens  who was  k i l led  a t  
Tiananmen Square ,  and I 'm th inking of  her  as  I 'm answer ing th is  
ques t ion  because  she  cannot  go back in to  her  own country .   As  her  
fa ther  was  dying,  her  government  would  not  a l low her  to  go back and 
vis i t  h im.   What  k ind of  a  country  i s  tha t?  
 I  th ink about  people  in  bus iness  tha t  I  know that  have  t r ied  to  
p lace  offer ings  on the  s tock exchange here  in  our  country ,  Chinese  
f i rms,  and they los t  the i r  sh i r t s .   I t  was  an  unt ransparent  f i rm,  and we 
have lawyers  in  th is  country  now t ry ing to  adjudica te  and t ry  to  get  
back damages  re la ted  to  tha t  par t icular  s i tua t ion .  



 

 

 I  th ink the  company was  ca l led  Br i l l iant  China .   I  may have the  
wrong name.   I  th ink we have to  look a t  the  record .   We have to  look a t  
the  pol i t ica l  record .   We have to  look a t  the  f inancia l  record  and we 
have to  s tand up for  our  pol i t ica l  va lues  which make a  v ibrant  
capi ta l i sm poss ib le ,  and I  th ink Senator  Brown used the  word 
"mercant i l i s t  economy."    
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 When you have an  economy that  i s  not  t ransparent ,  a  pol i t ica l  
sys tem that  i s  repress ive ,  how can you poss ib ly  th ink tha t  you are  
going to  get  t ransparency?   And therefore  we have to  se t  up  ru les  of  
engagement .   I  th ink the  ro le  of  your  Commiss ion i s  ext raordinar i ly  
impor tant  and you are  working under  duress  because  we have le t  th is  
go  on for  too  long,  ac t ing  here  in  Washington as  i f  nothing had 
changed,  and yet  we have huge def ic i t s  tha t  we are  bear ing,  and 
because  of  our  o i l  dependency and the  dol lar  reserves  tha t  a re  be ing 
held  by o thers  around the  wor ld ,  we ' re  in  a  par t icular ly  vulnerable  
pos i t ion .  
 I  wi l l  a lso  say  as  a  member  of  the  Defense  Commit tee ,  China  has  
s t ra tegic  objec t ives .   She  has  a  record  tha t  people  in  our  in te l l igence  
services  know.   I  would  commend i t  to  you.   And those  s t ra tegic  
objec t ives  are  very  impor tant  to  the  extent  tha t  they can be  p laced on 
the  record ,  and those  s t ra tegic  objec t ives  take  the  form of  target ing of  
cer ta in  types  of  companies  and technologies  and not  a lways  in  the  
n ices t  way.  
 So I  th ink when we 're  deal ing wi th  countr ies  who have s t ra tegic  
objec t ives ,  we have to  have  s t ra tegic  objec t ives ,  and tha t  has  to  s tar t  
wi th  regula t ion  by our  own behavior  or  how we re la te  to  socie t ies  tha t  
are  very  d i f ferent  f rom our  own,  and we have to  protec t  our  own vi ta l  
in teres ts .  
 HEARING COCHAIR MULLOY:  Thank you,  Congresswoman 
and Senator .   Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  We' re  ta lk ing sovere ign weal th  
funds  today,  and there  i s  a  lo t  of  debate  about  sovere ign weal th  funds ,  
but  i s  i t  rea l ly  a  debate  about  sovere ign weal th  funds  or  government-
contro l led  ent i t ies?  
 For  ins tance ,  the  Chinese  have  huge s ta te-owned enterpr ises  tha t  
inves t  in  the  Uni ted  Sta tes .  Are  they di f ferent  f rom the  sovere ign 
weal th  fund only  in  tha t  they have less  money?   We should  be  
concerned about  those  equal ly  as  wel l ,  i t  seems to  me.   Do you have 
any sor t  of  thoughts  about  broadening the  d iscuss ion?  
 The Saudis  don ' t  have  a  sovereign weal th  fund but  have $285 
bi l l ion  in  corpora te  money inves ted .  
 MS.  KAPTUR:  I  th ink i t ' s  very ,  very  impor tant  to  look a t  the  
t ransfus ions  of  weal th  tha t  are  coming in to  th is  economy and what  
pr ice  they are  exact ing ,  whether  they be  in  a  more  h idden form l ike  



 

 

sovere ign weal th  funds ,  which the  publ ic  rea l ly  doesn ' t  know a  great  
deal  about ,  or  whether  they are  d i rec t  buys ,  and what  impl ica t ion  tha t  
has  down the  road for  our  own f inancia l  s tabi l i ty?  
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 To what  extent  could  those  inves tments  be  wi thdrawn or  what  
pr ice  can be  exacted  for  tha t  inves tment  down the  road?   What  
const i tu tes  a  cont ro l l ing  in teres t  i f  you take  a  sovere ign weal th  fund?  
I f  you ' re  dying and someone gives  you a  tourniquet  and i t  saves  your  
l i fe ,  tha t ' s  a  pre t ty  impor tant  inves tment .  
 Those  jus t  seem smal l  a t  tha t  moment ,  but  i t ' s  very ,  very  
contro l l ing .   So i s  i t  a  f igure  tha t  we ' re  looking for?   I s  i t  ten  percent?  
 I s  i t  50  percent?   I f  Ci t icorp  had fa l len  on i t s  face ,  i f  Morgan Stanley  
or  any of  these  o ther  companies ,  Blacks tone ,  how impor tant  was  tha t  
inves tment?  
 I t  seems to  me i t  was  v i ta l .   Without  i t ,  would  they have fa i led?   
And so  whether  tha t  i s  in  the  form of  asse t  ownership ,  which is  a  
concern  of  mine ,  par t icular ly  f rom undemocrat ic  countr ies ,  th is  i s  what  
t roubles  me.  
 I f  i t ' s  Norway,  I 'm a  l i t t le  less  concerned because  we share  a  ru le  
of  law,  we share  a  se t  of  pol i t ica l  va lues ,  but  when you have countr ies ,  
whether  i t ' s  Middle  Eas tern ,  whether  i t ' s  Chinese ,  tha t  share  none of  
our  pol i t ica l  va lues ,  how can you not  be  jeopardiz ing the  purposes  for  
which your  socie ty  s tands  pol i t ica l ly  when you ' re  se l l ing  off  p ieces  of  
i t  to  those  whose  values ,  pol i t ica l  va lues ,  a re  very  d i f ferent?  
 To me i t ' s  not  jus t  about  bus iness ,  but  i t ' s  about  our  va lue  se t ,  
and to  what  extent  do  those  inves tments  threa ten  tha t  va lue  se t  tha t  we 
hold  dear?  
 SENATOR BROWN:  I  agree  as  Congresswoman Kaptur  pointed  
out ,  tha t  the  American publ ic  has  so  l i t t le  unders tanding.   I  would  add 
tha t  the  Senate  and the  House  have l i t t le  unders tanding of  sovere ign 
weal th  funds .   
 I t ' s  a  te rm that  only  recent ly  has  worked i t s  way in to  
vocabular ies  in  f loor  speeches  and commit tee  hear ings ,  for  tha t  mat ter .  
 I  th ink people  are  aware  of  the  sor t  of  in t rac tabi l i ty ,  i f  you wi l l ,  of  
the  d i f f icul ty  of  changing pol icy  in  China  genera l ly  f rom our  
s tandpoint ,  tha t  the  people  who have so  much a t  s take  in  China ,  the  
People 's  Libera t ion  Army,  which owns some number  of  major  
enterpr ises ,  the  Communis t  Par ty ,  the  government ,  and I  would  put  in  
tha t  ca tegory  American inves tors ,  in  many cases .   Whi le  ro les  are  
d i f ferent ,  they have  some of  the  same th ings  a t  s take ,  and none of  them 
much want  a  change in  Chinese  government  pol icy .  
 The pol icy  works .   I t  may not  work for  Hasbro  so  much as  i t  
used to ,  but  i t  cer ta in ly  works  for  American inves tors ,  as  i t  does  for  
the  Chinese  Communis t  Par ty  and the  People 's  Republ ic  of  China 's  
government .   That ' s  the  ins id iousness  of  i t ,  and that ' s  why i t ' s  so  



 

 

re luctant ,  so  res is tant  to  change.  
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 I  th ink the  sovere ign weal th  funds  perhaps  beg the  ques t ion .   The 
sovere ign weal th  funds  are  even,  to  the  American publ ic ,  even more  
impenet rable  and darker  in  te rms of  unders tanding,  i f  not  mot ive .   I  
don ' t  know i f  Americans  unders tand that  the  Chinese  government  i s  
inves t ing  in  the  U.S. ,  whether  they unders tand what  the  weal th  funds  
are ,  or  whether  they unders tand where  these  inves tments  a l l  come 
f rom,  but  the  more  l ight  we shine  on i t - - I  th ink the  ques t ion  sor t  of  
impl ies  tha t  the  more  l ight  we shine  on i t ,  the  bet ter ,  i f  there 's  not  
much di f ference  in  the  two.  
 MS.  KAPTUR:  May I  jus t  add on to  what  the  Senator  has  sa id  
and give  you a  perspect ive ,  why th is  i s  so ,  I  th ink so  cr i t ica l - - th is  
hear ing today?   We are  l iv ing through the  larges t  mor tgage  forec losure  
cr is i s  s ince  the  Great  Depress ion,  and our  shared s ta te  of  Ohio  i s  
suffer ing as  much as  any other  one  in  the  union.  
 I f  one  looks  back a t  the  1990s  and how did  we get  in  th is  p ickle ,  
I  was  for tunate  to  serve  in  the  House  dur ing the  '90s  when we made the  
decis ions  to  balance  the  nat ional  budget ,  and by the  year  2000,  wi th  
the  leadership  of  Leon Panet ta  and a  lo t  of  o ther  people ,  Mar t in  Sabo,  
Dick Gephardt ,  we got  to  the  point  where  we had an  annual  surplus .   
We had an  annual  ba lance ,  and we were  paying back our  long- term 
debt .  
 I  can  remember  Alan Greenspan saying back then,  wel l ,  gosh,  
what  i f  we didn ' t  have  any debt?  Where  would  tha t  p lace  us?   And I  
thought  i sn ' t  tha t  an  odd s ta tement  to  make because  the  American 
people  want  to  pay the i r  b i l l s .   That  s ta tement  s t i l l  s tands  out  as  one  
of  the  most  abhorrent  ones  I 've  ever  heard .  
 But  dur ing the  '90s ,  the  indebtedness  tha t  had crea ted  cer ta in  
re la t ionships  around the  wor ld ,  those  re la t ionships  in  some ways ,  in  
my opinion,  became a  b i t  threa tened because  we were  paying our  b i l l s .  
 I  th ink,  my hypothes is  i s  tha t  dur ing the  '90s ,  because  we began to  
pay off  those  b i l l s ,  those  se t  of  re la t ionships  tha t  wanted to  cont inue  
found another  way to  exact  connect ion to  the  American people 's  
pocketbooks ,  and that  was  through the  housing sys tem.   The most  
impor tant  form of  savings  of  any American family  i s  the i r  home.  
 And we began to  see  invented new ins t ruments  to  draw equi ty  
f rom the  American people .   We began to  see  a  pro-savings  economy 
that  had exis ted  for  most  of  the  pos t -World  War  I I  per iod t ransformed 
in to  a  pro-debt  economy.   We fought  those  bat t les  on  the  Banking 
Commit tee .   We moved from thr i f t  ins t i tu t ions  where  people  ac tual ly  
had savings  and were  paying off  the i r  home loans  to  a  sys tem of  
megabanks ,  and drawing out  home equi ty  and people  saying,  you’ve  
got  to  do th is ,  Congresswoman,  because  we 're  doing to  secur i t ize  tha t ,  
and we 're  going to  break i t  up  in to  p ieces  and we 're  going to  make i t  a  



 

 

lo t  eas ier .   You ' l l  see .   We ' l l  never  have  a  bus t  in  the  rea l  es ta te  
market .  
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 I  sa id  tha t ' s  the  craz ies t  th ing I 've  ever  heard .   Why should  we 
t rus t  the  market  which has  ups  and downs more  than the  sys tem that  
we 've  had in  p lace  s ince  the  Great  Depress ion?  
 Dur ing the  '90s  what  happened?  For  the  f i rs t  t ime in  American 
h is tory  those  debts  were  secur i t ized  in to  the  in ternat ional  market .   
Why did  tha t  happen?  I t  secured cer ta in  re la t ionships  to  backf i l l  
where  those  re la t ionships  were  beginning to  be  severed because  we 
were  paying our  b i l l s .  
 And now what  do we have?   We are  l inked a t  the  h ip  wi th  the  
very  same places  tha t  we were  sever ing those  f inancia l  re la t ionships  
wi th  dur ing the  1990s .   But  i t  was  no longer  publ ic  debt ,  but  i t  was  the  
pr ivate  savings  of  the  American people  tha t  had been sucked out  of  
every  communi ty  in  th is  country .  
 The vacuum cleaner  of  Wal l  S t ree t - - I 'm sorry  to  refer  to  i t  as  
tha t - -d id  a  grea t  job .   But  I 'd  l ike  to  chal lenge any one  of  those  
execut ives  to  come to  my dis t r ic t  and to  deal  wi th  the  pain  tha t  our  
publ ic  i s  fee l ing  r ight  now,  and what 's  been great  out  of  Wal l  S t ree t  i s  
to  say  to  them,  wel l ,  you were  greedy.   You 're  the  one  tha t ' s  the  
problem.   You out  there  in  Ohio ,  tha t  hardly  can even work for  
minimum wage anymore ,  i t ' s  your  problem when the  head of  Ci t igroup 
walks  off  wi th--what  was  i t - -$110 mi l l ion?   What  d id  he  take  home?   
That  was  jus t  a  l i t t le  golden bal loon payment  he  got .  
 I 'd  l ike  to  chal lenge any one  of  them:  do they have the  manhood 
to  come to  my dis t r ic t  and face  the  damage tha t  they have  done across  
th is  country?   So i t ' s  a  very  c lever  sys tem,  and I  guess  my message  to  
the  Commiss ion today is  the  ro le  of  these  megabanks  and inves tment  
houses  i s  profound,  whether  they are  channel ing Chinese  money or  
Saudi  money,  they hi t  us  in  the  gut  in  Toledo,  Ohio ,  and i t  hur ts  bad,  
and we resent  what  they have done to  us .  
 As  the  representa t ive  of  the  people  of  the  9 th  d is t r ic t  of  Ohio ,  I  
d id  everything in  my power  over  a  quar ter  century  to  prevent  th is ,  and 
I  was  not  successful .   They have much more  power  than I  have  and 
they shouldn ' t .   We should  control  tha t  power .  
 HEARING COCHAIR MULLOY:  Thank you,  Congresswoman 
and Senator .   There  are  more  quest ions ,  but  we have the  SEC and the  
Treasury  about  to  come and tes t i fy ,  and then we have a  long day of  
o ther  wi tnesses ,  but  we are  going to  focus  on these  f inancia l  i ssues  on 
a  panel  tha t  we have th is  af ternoon,  Congresswoman.   
 I  want  to  thank you both  very  much for  being wi th  us  today and 
for  your  help  and contr ibut ions  to  our  work.   Thank you.  
 CHAIRMAN WORTZEL:  Thank you very  much for  your  
tes t imony.   We're  going to  sea t  the  o ther  panel  and we ' l l  take  about  



 

 

three  minutes  in  between.  
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 SENATOR BROWN:  Thank you.  
 MS.  KAPTUR:  Thank you.  
 [Whereupon,  a  shor t  recess  was  taken. ]  
 

PANEL II:   GOVERNMENT PERSPECTIVES 
 

 HEARING COCHAIR MULLOY:  We're  moving on to  the  second 
panel .   We have two wi tnesses  f rom the  Uni ted  Sta tes  government .   
Our  f i rs t  wi tness  i s  Rober t  Dohner ,  who is  the  Deputy  Ass is tant  
Secre tary  of  the  Treasury  for  Asia  in  the  In ternat ional  Affa i rs  
Divis ion.  
 We want  to  thank Secre tary  Paulson for  making you avai lable  to  
the  Commiss ion.   This  i s  the  f i rs t  t ime in  the  h is tory  of  th is  
Commiss ion tha t  the  Treasury ,  despi te  a  number  of  invi ta t ions ,  has  
come to  tes t i fy .   So p lease  te l l  h im we rea l ly  apprecia te  your  being 
here .  
 Mr.  Dohner  has  a  Ph.D.  in  economics  f rom MIT,  and he 's  been 
involved wi th  Chinese  and other  Asian  mat ters  wi th  the  Depar tment  of  
Treasury  for  a  number  of  years ,  and was  a  Senior  Economis t  on  the  
Pres ident 's  Counci l  of  Economic  Advisors .   A very  d is t inguished 
background,  and we apprecia te  you being here .  
 Secondly ,  we have Linda Chatman Thomsen,  who is  the  Director  
of  the  Divis ion of  Enforcement  a t  the  Secur i t ies  and Exchange 
Commiss ion.  
 She 's  been a t  the  Commiss ion s ince  1995 and has  served as  the  
Divis ion 's  Deputy  Direc tor  s ince  2002.    
 Before  jo in ing the  Commiss ion,  she  was  in  pr ivate  prac t ice  wi th  
the  d is t inguished LPW f i rm of  Davis  Polk  & Wardwel l  in  Washington 
and New York and a lso  served as  an  Ass is tant  U.S.  At torney for  the  
Dis t r ic t  of  Maryland.  
 We thank you both  for  be ing here ,  and we ' l l  open wi th  Dr .  
Dohner  and then turn  to  you,  Ms.  Thomsen.  
  
 

STATEMENT OF DR. ROBERT DOHNER, DEPUTY ASSISTANT 
SECRETARY FOR ASIA,  U.S.  DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C.   
   

 DR.  DOHNER:  Commiss ioner  Mul loy,  thank you very  much for  
your  in t roduct ion .   Chai rman Wortze l  and members  of  the  Commiss ion,  
thank you for  the  invi ta t ion  to  speak to  you today about  sovere ign 
weal th  funds  and the  ac t iv i t ies  of  the  Treasury .  
 Sovere ign weal th  funds  are  not  new.   The oldes t  funds  date  back 



 

 

to  the  1950s .   By 2000,  there  were  about  20 sovere ign weal th  funds  
managing to ta l  asse ts  of  severa l  hundred bi l l ion  dol lars .  
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 Today,  what  i s  new is  the  rapid  increase  in  both  the  number  and 
s ize  of  sovere ign weal th  funds .   Fueled  by high commodi ty  pr ices  and 
a  rapid  accumulat ion  of  of f ic ia l  reserves ,  20  new funds  have been 
crea ted  s ince  2000.   Today,  there  are  near ly  40 funds  managing to ta l  
asse ts  in  a  range of  1 .9  to  $2.9  t r i l l ion .  
 Sovere ign weal th  funds  genera l ly  fa l l  in to  two categor ies  based 
on the  source  of  the  fore ign asse ts .   F i rs t  a re  commodi ty  funds ,  funded 
through commodi ty  expor ts  owned or  taxed by the  government .  
Commodi ty  funds  serve  severa l  purposes  inc luding s tabi l iza t ion  of  
f i sca l  revenues  and the  preservat ion  of  na tura l  resource  weal th  for  
fu ture  genera t ions .  
 Second are  non-commodi ty  funds  which are  es tabl ished through 
t ransfers  of  asse ts  f rom off ic ia l  fore ign exchange reserves .   Large  
balance  of  payment  surpluses  have  enabled non-commodi ty  expor t ing  
countr ies  to  t ransfer  excess  fore ign exchange reserves  to  s tand-a lone  
funds .  
 I t  should  be  noted  tha t  for  th is  la t ter  group of  countr ies ,  fore ign 
exchange reserves  are  now suff ic ient  by  a l l  s tandard  metr ics  of  reserve  
adequacy.   I t  i s  our  v iew that  grea ter  exchange ra te  f lexib i l i ty  i s  
needed by these  and other  countr ies ,  and we are  ac t ive ly  engaged on 
many fronts  and ca l l ing  for  increased f lexibi l i ty .  
 Tota l  sovere ign weal th  fund asse ts  of  1 .9  to  2 .9  t r i l l ion  are  only  
a  f rac t ion  of  the  $190 t r i l l ion  s tock of  g lobal  f inancia l  asse ts ,  but  
sovere ign weal th  fund asse ts  current ly  are  la rger  than the  to ta l  asse ts  
under  management  by e i ther  hedge funds  or  pr ivate  equi ty  funds .  
 Roughly  two- th i rds  of  sovereign weal th  fund asse ts  are  
commodi ty  fund asse ts ,  whi le  the  remaining one- th i rd  are  non-
commodi ty  funds  t ransferred  f rom off ic ia l  reserves .  
 The r i se  of  sovere ign weal th  funds  c lear ly  has  impl ica t ions  for  
the  in ternat ional  f inancia l  sys tem.   They br ing benef i t s  and they a lso  
pose  some concerns .  
 In  evaluat ing  sovere ign weal th  funds ,  i t ' s  useful  to  s t ress  the  
benef i t s  provided by open t rade  and fore ign inves tment  regimes .   As  
re i tera ted  by the  Pres ident  in  h is  May 10 s ta tement ,  the  Uni ted  Sta tes  
i s  commit ted  to  open inves tment  and advancing open markets  a t  home 
and abroad.  
 The U.S.  economy benef i t s  f rom fore ign inves tment  inc luding 
inves tment  f rom sovere ign weal th  funds .   The Uni ted  Sta tes  has  
der ived benef i t s  in  the  forms of  jobs ,  research and development  
spending and higher  wages .    
 Sovere ign weal th  funds  a lso  have  the  potent ia l  to  promote  
f inancia l  s tabi l i ty .   They are  in  pr inc ip le  long- term s table  inves tors  



 

 

tha t  provide  s igni f icant  capi ta l  to  the  sys tem.   They are  not  h ighly  
leveraged and cannot  be  forced by capi ta l  requirements  or  inves tor  
wi thdrawals  to  l iquidate  pos i t ions  quickly .  
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 Sovere ign weal th  funds  a lso  ra ise  potent ia l  concerns .   F i rs t ,  the  
r i se  of  sovere ign weal th  funds  could  provoke a  new wave of  
inves tment  protec t ionism,  which ra ises  r i sks  for  the  heal th  of  the  
g lobal  economy.  
 Second,  inves tments  in  U.S.  companies  or  o ther  f i rms by 
sovere ign weal th  funds ,  as  wi th  o ther  types  of  fore ign inves tment  may 
crea te  legi t imate  nat ional  secur i ty  concerns .  
 Third ,  sovere ign weal th  funds  ra ise  non-nat ional  secur i ty  i ssues  
re la ted  to  a  la rger  ro le  of  foreign governments  in  markets .   For  
example ,  through ineff ic ient  a l locat ion  of  capi ta l ,  perce ived unfa i r  
compet i t ion  wi th  pr iva te  f i rms,  or  the  pursui t  of  s t ra tegic  objec t ives  
over  re turn-or iented  inves tments ,  sovere ign weal th  funds  could  
potent ia l ly  d is tor t  markets .  
 F inal ly ,  sovere ign weal th  funds  may ra ise  f inancia l  s tabi l i ty  
i ssues ,  as  ac tual  or  perce ived shi f t s  in  the i r  holdings  could  cause  
market  vola t i l i ty .  
 At  the  Treasury  Depar tment ,  we ' re  working on a  number  of  s teps  
to  ensure  the  Uni ted  Sta tes  cont inues  to  benef i t  f rom open inves tment  
whi le  address ing these  concerns .  
 F i rs t ,  the  new Foreign Inves tment  and Nat ional  Secur i ty  Act  
s igned in to  law by Pres ident  Bush las t  summer ,  implemented through 
the  Commit tee  on Fore ign Inves tment  in  the  Uni ted  Sta tes ,  or  CFIUS,  
ensures  robust  reviews of  inves tment  t ransact ions  tha t  pose  nat ional  
secur i ty  concerns  and requires  heightened scrut iny of  fore ign 
government-contro l led  inves tments .  
 CFIUS is  able  to  review inves tments  f rom sovere ign weal th  
funds  jus t  as  i t  would  o ther  fore ign government-control led  
inves tments ,  and i t  has  and wi l l  cont inue  to  exerc ise  th is  author i ty  to  
ensure  nat ional  secur i ty .  
 Second,  we have proposed the  crea t ion  of  a  mul t i la tera l  
f ramework for  bes t  prac t ices .   The In ternat ional  Monetary  Fund should  
develop bes t  prac t ices  for  sovere ign weal th  funds ,  bui ld ing on exis t ing  
bes t  prac t ices  for  fore ign exchange reserve  management .  
 These  bes t  prac t ices  would  provide  guidance  to  funds  in  areas  
such as  fund objec t ives ,  s t ructure ,  t ransparency,  and r i sk  management ,  
whi le  demonst ra t ing  to  cr i t ics  tha t  sovere ign weal th  funds  can 
cont inue  to  be  responsible ,  cons t ruct ive  par t ic ipants  in  the  
in ternat ional  f inancia l  sys tem.  
 Treasury  in i t ia ted  the  in ternat ional  d iscuss ion of  sovere ign 
weal th  funds ,  and meaningful  and t imely  progress  has  been made.   Las t  
May,  Treasury  hos ted  a  G-20 meet ing of  f inance  minis t ry  and cent ra l  



 

 

bank off ic ia ls  tha t  inc luded the  f i rs t  mul t i la tera l  d iscuss ion of  
sovere ign weal th  funds .  
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 Las t  October ,  Secre tary  Paulson hosted  a  meet ing wi th  G-7 
f inance  minis ters  and the  heads  of  sovere ign weal th  funds  f rom eight  
countr ies  to  bui ld  suppor t  for  bes t  prac t ices .   The next  day,  the  IMFC,  
a  minis ter ia l  level  advisory  commit tee  to  the  IMF,  ca l led  on the  IMF 
to  begin  a  d ia logue to  ident i fy  bes t  prac t ices  for  sovere ign weal th  
funds .  
 At  Treasury ,  we have taken a  number  of  s teps  in ternal ly  and 
wi th in  the  U.S.  government  to  respond to  the  i ssues  posed by 
sovere ign weal th  funds .  
 Treasury  has  crea ted  a  working group that  draws on the  exper t i se  
of  In ternat ional  Affa i rs  and Domest ic  Finance .   Treasury 's  market  
room vigi lant ly  moni tors  sovere ign weal th  fund t rends  and 
t ransact ions ,  and we have informed Congress  of  some of  our  in i t ia l  
th inking in  our  fore ign exchange repor t  and wi l l  cont inue  to  do so  in  
the  fu ture .  
 Through the  Pres ident ' s  F inancia l  Markets  Working Group,  
chai red  by Secre tary  Paulson,  we cont inue  to  d iscuss  and review 
sovere ign weal th  funds .   We have a lso  in i t ia ted  out reach to  ensure  an  
ongoing and candid  d ia logue wi th  countr ies  tha t  have  these  funds .  
 The Treasury  Depar tment  wi l l  cont inue  i t s  work on sovere ign 
weal th  funds  analyt ica l ly ,  b i la tera l ly  and mul t i la tera l ly  so  tha t  the  
Uni ted  Sta tes  can  shape an  in ternat ional  response  to  th is  i ssue  tha t  
addresses  legi t imate  areas  of  concern  whi le  ensur ing tha t  the  Uni ted  
Sta tes  and other  countr ies  remain  open to  fore ign inves tment .  
 S ince  the  par t icular  in teres t  of  th is  Commiss ion in  China ,  le t  me 
say a  few words  about  China 's  sovere ign weal th  fund.    
 The China  Inves tment  Corpora t ion  i s  an  example  of  a  non-
commodi ty  fund and was  crea ted  to  d ivers i fy  management  of  a  por t ion  
of  China 's  rapidly  growing fore ign exchange reserves .  
 China 's  reserve  accumulat ion  i s  the  resul t  of  a  pa t tern  of  growth 
tha t  depends  heavi ly  on expor ts  and inves tment .   This  model  has  
produced economic  growth to  date ,  but  has  led  to  large  in ternal  
imbalances ,  a  la rge  and growing current  account  surplus ,  and th is  
model  i s  not  sus ta inable  in  the  fu ture .  
 The need to  rebalance  the  sources  of  Chinese  economic  growth 
has  been a  key par t  of  the  d iscuss ions  of  the  St ra tegic  Economic  
Dialogue wi th  China .   We have argued s t rongly  and the  Chinese  
recognize  tha t  they must  sh i f t  to  a  model  of  growth that  depends  more  
on domest ic  consumpt ion.   This  wi l l  lead  to  smal ler  current  account  
surpluses  and to  more  sus ta inable  growth.  
 I t  i s  impor tant  tha t  China  take  effec t ive  s teps  to  s t rengthen the  
socia l  safe ty  net ,  provide  a  grea ter  range of  f inancia l  services  to  



 

 

households  and increase  the  payment  of  d iv idends  by s ta te-owned 
enterpr ises  to  br ing th is  rebalancing about .  
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 A more  f lexible  currency wi l l  p lay  a  key ro le  in  fac i l i ta t ing  th is  
adjus tment .   I t  i s  impor tant  tha t  China  move more  rapidly  to  increase  
renminbi  f lexibi l i ty ,  and China  should  not  use  the  earnings  of  i t s  
sovere ign weal th  fund to  delay  prompt  adjus tment  of  the  renminbi .  
 The China  Inves tment  Corporat ion,  or  CIC,  was  off ic ia l ly  
launched in  September  las t  year  wi th  $200 bi l l ion  in  regis tered  capi ta l .  
 Two-thi rds  of  the  asse ts  of  the  CIC,  about  $133 bi l l ion ,  have  been 
dedica ted  to  the  recapi ta l iza t ion  of  domest ic  f inancia l  ins t i tu t ions .   
According to  publ ic  comments  by Chinese  off ic ia ls ,  the  remaining one-
th i rd  of  CIC's  asse ts ,  or  about  $67 bi l l ion ,  has  been a l located  for  
overseas  inves tment .  
 CIC has  so  far  made inves tments  in  Blackstone,  the  Hong Kong 
IPO of  China  Rai lway Group,  and has  announced i t s  in tent ion to  inves t  
$5  b i l l ion  in  Morgan Stanley .  
 Press  repor ts  indica te  tha t  CIC is  a lso  recrui t ing  external  asse t  
managers  to  help  manage i t s  of fshore  por t fo l io .    
 Chinese  off ic ia l  s ta tements  have  character ized the  objec t ives  of  
CIC as  commercia l .  I t  i s  impor tant  tha t  CIC opera te  on  a  commercia l  
bas is ,  as  China 's  leaders  have  c la imed.   We wi l l  cont inue  to  work wi th  
CIC and other  sovere ign weal th  funds  and watch the i r  ac t iv i t ies  
v ig i lant ly .  
 The rapid  growth in  s ize  and number  of  sovere ign weal th  funds  
presents  impor tant  i ssues .   Treasury  has  led  the  in ternat ional  effor t  to  
deal  wi th  the  concerns  posed by sovere ign weal th  funds .  We bel ieve  
the  development  of  bes t  prac t ices  for  sovere ign weal th  funds  coupled 
wi th  exis t ing  CFIUS author i ty  and the  author i ty  tha t  our  f inancia l  
regula tors  have  to  protec t  market  in tegr i ty  provide  the  most  ef fec t ive  
way of  address ing these  concerns  whi le  mainta in ing the  benef i t s  of  
open inves tment  in  the  Uni ted  Sta tes  and global ly .  
 [The s ta tement  fo l lows:]  
 

Prepared Statement  of  Dr.  Robert  Dohner 
Deputy Assistant  Secretary for  Asia  

U.S.  Department  of  the  Treasury,  Washington,   DC  
 

History and Context 
 
Sovereign wealth funds are not new.  The oldest date from the 1950s.  By the year 2000, there were about 
20 sovereign wealth funds worldwide managing total assets of several hundred billion dollars.   
 
Today, what is new is the rapid increase in both the number and size of sovereign wealth funds.  Twenty 
new funds have been created since 2000, more than half of these since 2005, which brings the total number 
to nearly 40 funds that now manage total assets in a range of $1.9-2.9 trillion.  Private analysts project that 



 

 

sovereign wealth fund assets could grow to $10-15 trillion by 2015.  Two trends have contributed to this 
growth.  The first is sustained high commodity prices.  The second is the accumulation of official reserves 
and the transfers from official reserves to investment funds in non-commodity exporters.  It should be 
noted, that within this latter group of countries, foreign exchange reserves are now sufficient by all 
standard metrics of reserve adequacy.  For these countries, more flexible exchange rates are necessary, and 
Treasury actively pushes for increased flexibility.   

 

 
 
 
  

- 29 -

  

 
To get a better perspective of the relative importance of sovereign wealth funds it is useful to consider how 
they measure up against private pools of global capital.  Total sovereign wealth fund assets of $1.9-2.9 
trillion are only a fraction of the $190 trillion stock of global financial assets or the roughly $53 trillion 
managed by private institutional investors.  But sovereign wealth fund assets are currently larger than total 
assets under management by either hedge funds or private equity funds, and are set to grow at a much 
faster pace.   
 
At the Department of the Treasury, we have defined sovereign wealth funds as government investment 
vehicles funded by foreign exchange assets, which manage those assets separately from official reserves.   
Sovereign wealth funds generally fall into two categories based on the source of the foreign exchange 
assets: 
 

• Commodity funds are established through commodity exports, either owned or taxed by the 
government.  They serve different purposes, including stabilization of fiscal revenues and the 
preservation of natural resource wealth for future generations.  

 
• Non-commodity funds are typically established through transfers of assets from official foreign 

exchange reserves.  Large balance of payments surpluses have enabled non-commodity exporting 
countries to transfer “excess” foreign exchange reserves to stand-alone funds.  To prevent balance 
of payments surpluses from leading to inflationary growth in the money supply, countries often 
borrow domestically the currency they need to purchase foreign exchange inflows.  The cost of 
this process of “sterilization” is the domestic interest rate, and non-commodity sovereign wealth 
funds often face pressure to generate returns that exceed the domestic borrowing cost. 

 
Sovereign wealth funds are already large enough to be systemically important, and their growth clearly has 
implications for the international financial system. Sovereign wealth funds bring benefits to the system, but 
also raise potential concerns.     
 
Benefits  
 
A useful starting point in evaluating sovereign wealth funds is to recognize the benefits of foreign 
investment.  On May 10, 2007, President Bush publicly reaffirmed the longstanding U.S. commitment to 
advancing open economies at home and abroad, including through open investment and trade.  Lower trade 
and investment barriers benefit not only the United States, but also the global economy as a whole.   
 
In 2006, there was a net increase of $1.9 trillion in foreign-owned assets in the United States. International 
investment in the United States fuels U.S. economic prosperity by creating well-paid jobs, importing new 
technology and business methods, and providing healthy competition that fosters innovation, productivity 
gains, lower prices, and greater variety for consumers.   Over 5 million Americans – 4.6 percent of the U.S. 
private sector – are employed by foreign-owned firms’ U.S. operations.  These 5 million jobs pay 25 
percent higher compensation on average than jobs at other U.S. firms.  Additionally, foreign-owned firms 
contributed almost 6 percent of U.S. output and 14 percent of U.S. R&D spending in 2006. 
 
Sovereign wealth funds are an additional source of foreign investment for the United States and many other 



 

 

economies.  And, as many observers have pointed out, sovereign wealth funds have the potential to 
promote financial stability.  They are, in principle, long term, stable investors that provide significant 
capital to the system.  They are typically not highly leveraged and cannot be forced by capital requirements 
or investor withdrawals to liquidate positions rapidly.  Sovereign wealth funds, as public sector entities, 
should have both an interest in and a responsibility for financial market stability.  
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Potential Concerns 
 
However, sovereign wealth funds also raise potential concerns.  Most importantly, there is a risk that the 
rise of sovereign wealth funds could provoke a new wave of investment protectionism, which would be 
very harmful to the global economy.  Protectionist sentiment could be partially based on a lack of 
information and understanding of sovereign wealth funds, in part due to a general lack of transparency and 
clear communication on the part of the funds themselves.  Better information and understanding on both 
sides of the investment relationship is needed.  
     
Second, transactions involving investment by sovereign wealth funds, as with other types of foreign 
investment, may raise legitimate national security concerns.  The new Foreign Investment and National 
Security Act (FINSA) signed into law by President Bush last summer, and implemented through the 
Committee on Foreign Investment in the United States (CFIUS), ensures thorough reviews of investment 
transactions that pose genuine national security concerns, and requires heightened scrutiny of foreign 
government-controlled investments.  CFIUS is able to review investments from sovereign wealth funds just 
as it would other foreign government-controlled investments, and it has and will continue to exercise this 
authority to ensure national security.  
  
Treasury is also considering non-national security issues related to potential distortions from a larger role 
of foreign governments in markets, for example, through inefficient allocation of capital, perceived unfair 
competition with private firms, or the pursuit of broader strategic rather than strictly economic return-
oriented investments.  Clearly both sovereign wealth funds and the countries in which they invest will be 
best served if investment decisions are made on solely commercial grounds.    
 
Finally, sovereign wealth funds may raise concerns related to financial stability.  Sovereign wealth funds 
represent large, concentrated, and often non-transparent positions in certain markets and asset classes.  
Actual shifts in their asset allocations can cause market volatility.  In fact, even perceived shifts or rumors 
can cause volatility as the market reacts to what it perceives sovereign wealth funds to be doing.   
 
Treasury Activities 
 
Treasury has taken a number of steps to help ensure that the United States can continue to benefit from 
open investment, including by sovereign wealth funds, while addressing these potential concerns. 
 
First, Treasury and in other CFIUS agencies are aggressively implementing the Foreign Investment and 
National Security Act of 2007 (FINSA) to protect our national security.     
      
Second, we have proposed that the international community collaborate on a multilateral framework for 
best practices for sovereign wealth funds.  The International Monetary Fund, with support from the World 
Bank, should develop best practices for sovereign wealth funds, building on existing best practices for 
foreign exchange reserve management.  These would provide guidance to new funds on how to structure 
themselves, reduce any potential systemic risk, and help demonstrate to critics that sovereign wealth funds 
can continue to be responsible, constructive participants in the international financial system.   
 
Third, we have proposed that the Organization for Economic Cooperation and Development (OECD) 



 

 

should identify best practices for countries that receive foreign government-controlled investment, based 
on its extensive work on promoting open investment regimes.  These should have a focus on avoiding 
protectionism, and should be guided by the well-established principles embraced by the OECD and its 
members for the treatment of foreign investment. 
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We have already seen meaningful progress along these lines.  Following extensive Treasury discussions 
with government officials and individual sovereign wealth funds, Secretary Paulson hosted a G-7 outreach 
meeting on October 19 with Finance Ministers and heads of sovereign wealth funds from eight countries 
(China, Korea, Kuwait, Norway, Russia, Saudi Arabia, Singapore, and the United Arab Emirates) to build 
support for developing best practices.  The next day, the IMFC – a ministerial level advisory committee to 
the IMF – issued a statement calling on the IMF to begin a dialogue to identify best practices for sovereign 
wealth funds.  The IMF held a special session at a Sovereign Asset and Reserve Managers Roundtable on 
November 15-16 to begin this dialogue.  
 
Fourth, Treasury has taken a number of steps internally and within the U.S. Government to enhance our 
understanding of SWFs.  Treasury has created a working group on sovereign wealth funds that draws on 
the expertise of Treasury’s offices of International Affairs and Domestic Finance.  The President’s 
Working Group on Financial Markets, chaired by Secretary Paulson, has initiated a review of sovereign 
wealth funds.  We are cognizant that national authorities have an important role to play in understanding 
and addressing sovereign wealth fund issues.  Securities regulators should treat these funds as they would 
any large institutional investor.   
 
Treasury is also actively consulting with Congress through staff briefings and committee hearings.  Under 
Secretary David McCormick testified in front of the Senate Banking Committee in November.  We 
informed Congress in June of some of our initial thinking on sovereign wealth funds in an appendix to the 
Report on International Economic and Exchange Rate Policies, and provided an update in the December 
report.   
 
The Treasury Department will continue its work on and engagement with sovereign wealth funds so that 
we effectively address legitimate areas of concern while ensuring that the United States and other nations 
remain open to foreign investment.  We will also continue our work with multilateral institutions and 
directly with the major sovereign wealth funds to develop best practices applicable to sovereign wealth 
funds and foreign investment recipients. 
 
China Investment Corporation 
 
Since the particular interest of this Commission is China, let me say a few words about China’s sovereign 
wealth fund. 
 
China’s sovereign wealth fund, the China Investment Corporation (CIC), is an example of a non-
commodity fund.   CIC was created to diversify management of a portion of China’s rapidly growing 
foreign exchange reserves, which have grown to $1.5 trillion. 
 
China’s reserve accumulation is the result of a pattern of growth that depends heavily on exports and 
investment.  This model has produced economic growth to date, but has led to large internal imbalances, a 
large and growing current account surplus, and this model is not sustainable in the future.  Consumption 
has been restrained by a falling share of household income in GDP, and by households’ high needs for 
precautionary saving.  
 
The imbalances that have been created and the need to rebalance the sources of Chinese economic growth 
have been a key part of the discussions of the Strategic Economic Dialogue with China.  We have argued 



 

 

strongly, and the Chinese recognize, that they must shift to a model of growth that depends more on 
domestic consumption.  This will lead to smaller current account surpluses and to more sustainable growth. 
 It is important that China take effective steps to strengthen the social safety net, provide a greater range of 
financial services to households, and increase the payment of dividends by state-owned companies to bring 
this rebalancing about.  A more flexible currency will play a key role in facilitating this adjustment. It is 
important that China move more rapidly to increase renminbi (RMB) flexibility.  China should not use the 
earnings of its sovereign wealth fund to delay the continued increase in the flexibility of China’s currency. 
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The Chinese government decided in January 2007 to create a sovereign wealth fund, and the China 
Investment Corporation, Ltd. (CIC) was officially launched on September 29, 2007 with $200 billion in 
registered capital.  Former Vice Minister of Finance Lou Jiwei was appointed Chairman.  In his inaugural 
speech, Chairman Lou announced two goals for the CIC -- improving investment returns on foreign 
exchange reserves and managing reform and recapitalization of domestic financial institutions. 
 
Two thirds of the assets of the CIC – about $133 billion – have been dedicated to the recapitalization of 
Chinese domestic financial institutions.  In October 2007, the People’s Bank of China (China’s central 
bank) transferred ownership of Central Huijin Investment to CIC in exchange for $67 billion.  Central 
Huijin is the holding company that manages the government’s stakes in commercial banks and securities 
firms.  In addition, CIC is reportedly planning to spend an additional $67 billion to recapitalize domestic 
banks, and announced a $20 billion capital injection into China Development Bank and $3 billion into 
China Everbright Bank in late 2007.  The Agricultural Bank of China has been identified as a future 
candidate for capital injection. 
 
According to public comments by Chinese officials, the remaining one-third of CIC’s assets, or $67 billion, 
has been allocated for overseas investment.  CIC has so far made three offshore investments, and is 
reportedly recruiting external asset managers to help manage its offshore portfolio.   
 
CIC’s first overseas investment was a $3 billion stake, of less than 10 percent of outstanding shares, in 
U.S. private equity firm Blackstone Group LP in May 2007.  Second, CIC bought $100 million in shares of 
China Railway Group at their Hong Kong IPO in November 2007, amounting to a 4 percent stake.  Third, 
on December 20, 2007, CIC announced its plan to invest $5 billion in Morgan Stanley, for an ownership 
stake of no more than 9.9 percent of Morgan Stanley’s total outstanding shares.  
 
Chinese official statements have characterized the objectives of CIC as commercial. Chairman Lou said 
that CIC’s investments “will be focused on financial portfolios, aiming to improve long-term investment 
returns while keeping risks in an acceptable range.”  China’s Premier Wen said in January that CIC’s 
investments abroad will be “entirely commercial” and that CIC will be “open and transparent”.  Chairman 
Lou has also acknowledged that CIC is expected to earn returns sufficient to cover the costs of the RMB 
bonds issued by China’s Ministry of Finance to capitalize the CIC, bonds whose yields are between 4.3 and 
4.6 percent.   It is important that CIC be organized and that it operate on a commercial basis, as China’s 
leaders have claimed.  We will continue to work with CIC and other SWFs and watch their activities 
vigilantly. 
 
Treasury has been actively engaged with China’s leadership on the issues of sovereign wealth funds and 
investment since the announcement of CIC.  We have maintained close contact with CIC’s leadership and 
China’s economic policy makers on these issues.  We have encouraged China to participate in the drafting 
of voluntary international best practices for sovereign wealth funds that is being coordinated by the 
International Monetary Fund.  Particularly important is China’s commitment to pursuing a high level of 
transparency for CIC.   
 
The rapid growth in size and number of sovereign wealth funds presents important issues.  Treasury has 



 

 

led the international effort to deal with the concerns posed by sovereign wealth funds.  We believe the 
development of best practices for SWFs, coupled with existing CFIUS authority and the authority that our 
financial regulators have to protect market integrity provide the most effective way of addressing these 
concerns while maintaining the benefits of open investment in the United States and globally. 
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 HEARING COCHAIR MULLOY:  Thank you,  Dr .  Dohner ,  and 
now Ms.  Thomsen.  
 

STATEMENT OF MS.  LINDA CHATMAN THOMSEN 
DIRECTOR, DIVISION OF ENFORCEMENT 

U.S.  SECURITIES & EXCHANGE COMMISSION 
WASHINGTON, D.C.  

 
 MS.  THOMSEN:  Thank you.   Chai rman Wortze l ,  Vice  Chairman 
Bar tholomew,  and members  of  the  Commiss ion,  good morning and 
thank you for  invi t ing  me on behal f  of  the  Secur i t ies  and Exchange 
Commiss ion to  d iscuss  i ssues  ra ised  by the  par t ic ipat ion  of  
government-owned commercia l  inves tment  funds  in  the  Uni ted  Sta tes’  
capi ta l  markets .  
 I 'm going to  focus  my remarks  on issues  re la ted  to  the  
enforcement  of  the  federa l  secur i t ies  laws.   
 Government  ownership  of  large  inves tment  funds ,  known as  
sovere ign weal th  funds ,  i s  not  new,  but i t  i s  a  growing t rend tha t  ra ises  
impor tant  i ssues  for  pol icymakers  to  consider .  
 The wor ld 's  sovere ign weal th  funds ,  es t imated to  hold  $2.5  
t r i l l ion  in  asse ts ,  a re  s igni f icant ly  larger  than a l l  of  the  wor ld 's  hedge 
funds  combined.   According to  some es t imates ,  sovere ign weal th  funds  
could  grow to  hold  as  much as  $12 t r i l l ion  over  the  next  e ight  years .  
 The Abu Dhabi  Inves tment  Author i ty ,  Norway 's  Government  
Pension Fund,  and Saudi  Arabia 's  Weal th  Fund,  according to  IMF 
es t imates ,  each current ly  have  more  than a  quar ter  of  a  t r i l l ion  dol lars  
in  asse ts  to  inves t .  
 Kuwai t ,  S ingapore ,  Russ ia  and Hong Kong a lso  each have 
sovere ign weal th  funds  to ta l ing  more  than $100 bi l l ion  in  asse ts .   The 
Chinese  government  recent ly  es tabl ished the  China  Inves tment  
Corpora t ion  wi th  asse ts  es t imated a t  $200 bi l l ion .  
 These  funds  ra ise  a  number  of  secur i t ies  law enforcement  i ssues .  
 At  the  Secur i t ies  and Exchange Commiss ion,  an  essent ia l  par t  of  our  
miss ion i s  inves tor  protec t ion ,  and essent ia l  to  the  protec t ion  of  
inves tors  i s  the  protec t ion  of  market  in tegr i ty .  
 As  wi th  o ther  par t ic ipants  in  the  Uni ted  Sta tes  capi ta l  markets ,  
sovere ign weal th  funds  are  subjec t  to  the  requirements  of  the  federa l  
secur i t ies  laws inc luding a  var ie ty  of  d isc losure  requirements  and the  
ant i - f raud provis ions .  



 

 

 One ser ies  of  enforcement  i ssues  associa ted  wi th  sovere ign 
weal th  funds  are  s imi lar  to  i ssues  associa ted  wi th  hedge funds .   We are  
concerned that  some sovere ign weal th  funds ,  or  persons  associa ted  
wi th  them,  l ike  some hedge funds  or  persons  associa ted  wi th  them,  may 
undermine  market  in tegr i ty  by engaging in  ins ide  t rading or  o ther  
market  abuses .  
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 Sovere ign weal th  funds ,  l ike  hedge funds ,  have  by vi r tue  of  the i r  
subs tant ia l  asse ts  subs tant ia l  power  in  our  f inancia l  markets .   
However ,  in  addi t ion  to  th is  f inancia l  power ,  sovere ign weal th  funds ,  
unl ike  hedge funds ,  have power  der ived f rom being governmenta l  
ent i t ies  which may give  them access  to  informat ion tha t  i s  not  
avai lable  to  o ther  inves tors .  
 There  i s  the  potent ia l  for  these  powerful  market  par t ic ipants  to  
obta in  mater ia l  non-publ ic  informat ion e i ther  by  v i r tue  of  the i r  
f inancia l  and government  powers  or  by use  of  those  powers ,  and 
thereaf ter  engage in  i l legal  ins ider  t rading us ing tha t  informat ion.  
 To put  a  l i t t le  b i t  of  tha t  in  context ,  in  our  las t  f i sca l  year ,  we 
brought  47  ins ider  t rading cases  involving 110 defendants  or  
respondents .   Those  cases  showed a  d is turbing number  of  market  
profess ionals  inc luding profess ionals  associa ted  wi th  hedge funds  
engaging in  i l legal  ins ider  t rading.  
 Another  ser ies  of  i ssues  associa ted  wi th  sovere ign weal th  funds  
re la tes  to  the  need for  law enforcement  author i t ies  to  work together  in  
order  to  ef fec t ive ly  pol ice  our  increas ingly  g lobal  markets .  
 Each year  the  Secur i t ies  and Exchange Commiss ion makes  
hundreds  of  reques ts  to  fore ign regula tors  for  enforcement  ass is tance  
and responds  to  hundreds  of  reques ts  f rom other  na t ions .   To fac i l i ta te  
th is  type  of  ass is tance ,  the  Secur i t ies  and Exchange Commiss ion has  
entered  in to  more  than 30 b i la tera l  informat ion shar ing agreements  as  
wel l  as  the  IOSCO Mult i la tera l  Memorandum of  Unders tanding.  
 In  our  las t  f i sca l  year ,  we made 556 reques ts  of  fore ign 
regula tors  and received 454 reques ts  f rom fore ign regula tors .   These  
numbers  ref lec t  a  24  percent  increase  in  reques ts  to  fore ign regula tors  
f rom our  2002 f isca l  year  and a  28 percent  increase  in  reques t  f rom 
fore ign regula tors  f rom our  2002 f isca l  year .  
 Returning for  purposes  of  i l lus t ra t ion  to  our  ins ider  t rading cases  
f rom las t  year ,  of  the  47 cases ,  16 ,  or  about  34  percent ,  had an  
in ternat ional  component .   The in ternat ional  aspects  of  our  ins ider  
t rading cases  involve  many countr ies  and no par t icular  country  s tands  
out .  
 Of  the  110 defendants  or  respondents ,  24 ,  or  approximate ly  22 
percent ,  were  res idents  or  c i t izens  of  fore ign countr ies .    
 To c i te  a  very  current  example  of  our  in ternat ional  work,  th is  
week,  we f i led  a  se t t led  ac t ion  re la ted  to  a l leged ins ider  t rading in  the  



 

 

secur i t ies  of  Dow Jones ,  a  Uni ted  Sta tes  regis tered  i ssuer ,  ahead of  the  
publ ic  announcement  of  an  acquis i t ion  offer  by  News Corp.  
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 The SEC's  complaint  a l leged that  a  Dow Jones  board  member ,  a  
prominent  bus iness  and pol i t ica l  f igure  in  Hong Kong,  t ipped a  c lose  
f r iend,  another  prominent  Hong Kong businessman,  about  the  News 
Corp.  acquis i t ion  offer  before  i t  was  publ ic ly  announced.  
 Based on th is  ins ide  informat ion,  the  f r iend bought  $15 mi l l ion  
worth  of  Dow Jones  common s tock through a  brokerage  account  in  the  
names of  h is  daughter  and son- in- law,  who were  a lso  res idents  of  Hong 
Kong.   Ul t imate ly ,  the  purchased shares  genera ted  an  i l legal  prof i t  of  
$8 .1  mi l l ion .  
 This  week 's  c iv i l  ac t ion  was  agains t  the  board  member ,  h is  f r iend 
and the  f r iend 's  daughter  and son- in- law.   Without  admit t ing  or  
denying the  Commiss ion 's  a l legat ions ,  the  defendants  se t t led  the  
ac t ions  for  a  var ie ty  of  sanct ions  inc luding payments  of  c lose  to  $25 
mi l l ion .  
 In  conduct ing the  inves t iga t ion ,  the  SEC reques ted  and received 
ass is tance  f rom the  Hong Kong Secur i t ies  and Futures  Commiss ion.  
 Given the  inherent  d i f f icul t ies  of  conduct ing a  cross-border  
inves t iga t ion ,  th is  k ind of  coopera t ion  i s  essent ia l  for  our  
ef fec t iveness  and the  need for  tha t  k ind of  coopera t ion  i s  increas ing.  
 In  the  context  of  sovere ign weal th  funds ,  we are  concerned that  
i f  the  government  f rom which we seek ass is tance  i s  a lso  contro l l ing  
the  ent i ty  under  inves t iga t ion ,  the  nature  and extent  of  the  coopera t ion  
could  be  compromised.  
 Indeed,  in  o ther  contexts ,  we have seen less  than opt imal  
coopera t ion when fore ign governments  have  an  in teres t  in  the  i ssue  or  
person we are  inves t iga t ing .  
 The issues  ra ised  by the  growth of  sovere ign weal th  funds  are  
under  considera t ion  in  a  number  of  venues  inc luding the  Pres ident ' s  
Working Group on Financia l  Markets ,  of  which the  SEC is  a  member ,  
as  wel l  as  in  the  G-7,  the  World  Bank,  the  OECD, and the  IMF.   The 
outcome of  these  analyses  may be  a  genera l ized  agreement  about  the  
k inds  of  s t rong f iduciary  contro ls ,  d isc losure  requirements ,  
profess ional  and independent  management ,  and checks  and balances  
needed to  prevent  corrupt ion,  a l l  of  which may help  protec t  both  
inves tors  and markets .  
 We are ,  of  course ,  commit ted  to  v igorously  pursuing our  miss ion 
of  inves tor  protec t ion  and look forward to  cont inuing and deepening 
our  re la t ionships  wi th  our  counterpar ts  around the  g lobe .  
 Thank you so  much for  invi t ing  me to  appear  today and I  would  
be  happy to  take  any ques t ions .   Thank you.  
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Panel  II:   Discuss ion,  Quest ions  and Answers  
 

 HEARING COCHAIR MULLOY:  Thank you,  Ms.  Thomsen,  for  
your  s ta tement .   Commiss ioner  Wessel .  
 COMMISSIONER WESSEL:   Thank you both  for  being here .   
Very  helpful  tes t imony on the  very  t imely  topic  tha t  i s  ga in ing more  
and more  a t tent ion day by day.  
 I 'd  l ike  to  gain  some knowledge f rom you about  how these  funds  
work and how we might  look a t  some of  the i r  inves tments .   Las t  year ,  
before  th is  Commiss ion,  an  off ic ia l  wi th  the  Defense  In te l l igence  
Agency tes t i f ied  tha t  the  t ransact ion involving Blackstone ,  for  
example ,  where  there  could  be  der ivat ive  ownership  as  a  resul t  of  
Chinese  inves tments  in  tha t ,  meaning that  Blacks tone  would  then go 
out  and buy cer ta in  companies ,  might  inves t  in  cer ta in  t ransact ions ,  e t  
ce tera ,  might  crea te  i ssues  tha t  have  nat ional  secur i ty  repercuss ions .  
 I 'd  l ike  to  unders tand f rom you whether  the  adminis t ra t ion  i s  
looking a t  tha t - - the  off ic ia l  sa id  a t  tha t  point  there  was  going to  be  a  
working group to  look a t  tha t  wi th in  the  adminis t ra t ion  as  i t  re la ted  to  
CFIUS--what  the  resul t  of  tha t  has  been and whether  CFIUS and other  
s ta tu tes  need to  be  looked a t  more  broadly  in  terms of  how these ,  the  
par t ic ipat ion  in  some of  our  hedge fund,  pr ivate  equi ty ,  merchant  
banks ,  e t  ce tera ,  tha t  China  may gain  some access  tha t  would  not  
necessar i ly  t r igger  d i rec t  scrut iny  under  the  o ld  s tandards?  
 DR.  DOHNER:  I  can give  you a  par t ia l  answer ,  I 'm afra id ,  not  a  
very  sa t i s fy ing answer .   My responsibi l i ty  a t  the  Treasury  i s  Asia .   I 've  
been involved di rec t ly  in  the  d iscuss ions  wi th  China .   I 've  a lso  been 
involved wi th  the  sovere ign weal th  fund discuss ions .  
 I  have  not ,  am not ,  involved in  CFIUS mat ters  a t  the  Treasury ,  
but  I  can  te l l  you tha t  we cannot  comment  on  par t icular  t ransact ions  
tha t  e i ther  are  or  might  be  subjec t  to  CFIUS review.  
 In  genera l ,  to  your  f i rs t  point  about  how sovere ign weal th  funds  
opera te ,  I  th ink i t ' s  impor tant  to  recognize  tha t  these  funds  have  grown 
out  of  of f ic ia l  fore ign exchange reserves  and the  des i re  to  earn  a  
h igher  re turn  and accept  more  r i sks  than off ic ia l  fore ign exchange 
reserves  have  ordinar i ly  borne .  
 They have genera l ly  been conservat ive  and genera l ly  been 
pass ive  inves tors .   Now that ' s  no  indica t ion  tha t  tha t  may not  change,  
but  tha t  I  th ink has  character ized the  opera t ion  of  sovere ign weal th  
funds  to  date .  
 COMMISSIONER WESSEL:   I 'm not  seeking any comment  on 

 
2 Click here to read the prepared statement of Ms. Linda Chatman Thomsen 
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speci f ic  CFIUS t ransact ions .  What  I 'm in teres ted  in  and the  ques t ion  i s  
we 've  seen a  number  of  t ransact ions ,  whether  i t ' s  by  China  or  o thers ,  
ca l led  in to  ques t ion  e i ther  wi th in  our  secur i ty  sys tem,  pol i t ica l  sys tem,  
e t  ce tera .  
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 Some have been concerned about  cash  and carry  t ransact ions  tha t  
our  companies  are  going to  be  bought ,  product ive  enterpr ises  moved 
overseas .   There  have been some who have been concerned about  brand 
acquis i t ion  as  a  way of  ga in ing immedia te  access  to  the  U.S.  market  
for  companies  tha t  don ' t  have  a  U.S.  presence .  
 I f  these  sovere ign weal th  funds  now,  ra ther  than doing di rec t  
t ransact ions ,  do  them through U.S.  in termediar ies ,  whether  i t ' s  a  
merchant  bank,  whether  i t ' s  a  hedge fund,  e t  ce tera ,  i s  tha t  something 
tha t  you ' re  looking a t  to  de termine  what  der iva t ive  impact  tha t  might  
have ,  tha t  they ' re  us ing,  i f  you wi l l ,  i t ' s  a  U.S.  shel l  or  a  U.S.  f ront  to  
do what  they might  have  t rouble  doing otherwise?  
 DR.  DOHNER:  Thank you for  that  ques t ion .  There  are  a  couple  
points  tha t  I  would  make.   F i rs t ,  the  debate  about  what  fore ign 
inves tment  review should  cover  i s  a  long-s tanding one .   The Congress  
approved the  Fore ign Inves tment  and Nat ional  Secur i ty  Act  in  the  
summer  wi th  broad bipar t i san  suppor t .  
 That  legis la t ion  mainta ined the  focus  of  the  CFIUS process  on 
genuine  nat ional  secur i ty  concerns  and did  not  inc lude  broader  
concerns  of  economic  secur i ty  or  indust r ia l  pol icy .  
 We're  now in  the  process  a t  Treasury  of  i ssuing implement ing 
regula t ions  for  the  Fore ign Inves tment  and Nat ional  Secur i ty  Act .   We 
wi l l  publ ish  those  for  comment  and we encourage  your  comments  and 
other  comments  on the  k ind of  t ransact ions  tha t  should  be  subjec t  to  
CFIUS review.  
 COMMISSIONER WESSEL:   Ms.  Thomsen?   Any ques t ions  a lso  
as  i t  re la tes  to  mater ia l i ty  and how those  inves tments  may be  v iewed,  
market  in tegr i ty  and the  des i re  for  inves tors  to  have  fu l l  informat ion?  
 MS.  THOMSEN:  I  should  s tar t ,  of  course ,  by  reminding 
everyone I 'm an enforcement  lawyer  and worr ied  about  i ssues  of  
whether  or  not  a  par t icular  t ransact ion  has  v io la ted  the  secur i t ies  laws,  
and I  take  your  ques t ion ,  commiss ioner ,  to  re la te  la rgely  to  i ssues  of  
pass iv i ty ,  whether  or  not  the  inves tments  are  pass ive  or  more  ac t ive ,  e t  
ce tera ,  and f rom a  law enforcement  perspect ive ,  I  can  ant ic ipa te  or  
foresee  or  imagine  a lmost  any kind of  inves tment  as  ra is ing  the  
potent ia l  for  a  secur i t ies  law issue .  
 So,  for  example ,  wi thout  regard  to  any par t icular  inves tment ,  any 
par t icular  fund,  or  indeed sovere ign weal th  funds  genera l ly ,  you could  
have  a  long- term pass ive  inves tment ,  but  should  you come in to  
informat ion about  the  company that  you ' re  inves ted  in ,  bad news,  for  
example ,  and you then se l l  tha t  inves tment ,  tha t  ra ises  i ssues  f rom an 



 

 

ins ider  t rading law perspect ive  wi thout  regard  to  how you got  in to  the  
inves tment  in  the  f i rs t  p lace .  
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 On the  broader  pol icy  i ssues  tha t  you 've  ra ised ,  I  d id  a t tach  to  
my s ta tement  s ta tements  made by Chairman Cox that  address  some of  
those  i ssues  more  genera l ly ,  but  I  am most  concerned wi th  i ssues  of  
i l legal  t rading as  opposed to  pol icy  i ssues .  
 COMMISSIONER WESSEL:   I  unders tand,  but  le t  me then jus t  
ask  a  quick  ques t ion  regarding mater ia l i ty .   Let  us  say  tha t  a  China  
sovere ign weal th  fund,  CIC,  inves ts  in  a  U.S.  merchant  bank or  
inves tment  house ,  and the i r  funds  are  segregated  wi th in ,  as  they of ten  
are ,  in to  cer ta in  c lasses  of  funds ,  and that  fund were  then to  inves t  in  a  
U.S.  defense  program.  
 That  I  assume would  be  a  mater ia l  i ssue  tha t  an  inves tor  would  
want  to  know,  but  i t  would  not  necessar i ly  be  t r iggered under  the  
normal ,  i f  you wi l l ,  s tandard  we 're  looking a t  these  days .   We're  see ing 
a  changing s tandard  of  mater ia l i ty ,  I  th ink,  over  t ime.  
 MS.  THOMSEN:  Again ,  now you ra ise  an  i ssue  tha t  I  wish  I  had 
my counterpar ts  in  the  Divis ion of  Corpora t ion  Finance  here  for .   But  
to  the  extent  the  nature  of  the  i ssuer 's  bus iness  i s  changing or  the  r i sk  
tha t  the  i ssuer  has  by v i r tue  of  the  bus iness  i t ' s  in  or  the  bus inesses  
tha t  i t  i s  going-- tha t  i t  i s  cons ider ing based on i t s  shareholder  base ,  
tha t  ra ises  d isc losure  i ssues  for  the  i ssuer ,  and those ,  mater ia l i ty  i s  an  
ever-changing issue ,  a lways  has  been,  and i t ' s  an  i ssue  of  a l l  the  fac ts  
and c i rcumstances  taken in to  considera t ion ,  so  tha t  could  very  wel l  
ra ise  i ssues  tha t  d isc losure  counsel  for  the  i ssuer  would  have  to  
consider .  
 HEARING COCHAIR MULLOY:  Thank you.   I  should  have 
made th is  announcement  when I  was  in t roducing Dr .  Dohner .   In  
ar ranging for  you to  be  here ,  we did  ta lk  wi th  Deputy  Ass is tant  
Secre tary  Bar t l ing  and made c lear  tha t  you were  speaking on the  
sovere ign weal th  fund issue ,  tha t  i f  you did  not  have  the  capaci ty  to  
answer  cer ta in  o ther  ques t ions  deal ing wi th  CFIUS,  tha t  you could  take  
those  back to  the  Treasury  and provide  answers  for  the  record .  
 DR.  DOHNER:  Yes ,  I  would  be  happy to  do so .  
 HEARING COCHAIR MULLOY:  We should  note  tha t .   Thank 
you.   Commiss ioners ,  le t ’s  t ry  to  keep wi th in  our  f ive  minutes ,  because  
there 's  a  lo t  of  in teres t  in  asking ques t ions .   Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  Ms.  Thomsen,  a  hypothet ica l  
enforcement  ques t ion .  Assume my fac ts  are  correc t ,  which they may 
not  be .   So you have three  ent i t ies ,  three  Chinese  ent i t ies .   One is  
ca l led  CITIC,  the  o ther  i s  ca l led  the  China  Development  Bank,  and the  
o ther  i s  ca l led  CIC,  and they each buy 4 .9  percent  of  a  U.S.  company 
over  severa l  months  a t  d i f ferent  t imes .  
 Ul t imate ly ,  each of  those  ent i t ies  i s  owned or  i s  under  the  



 

 

control  of  the  Chinese  Sta te  Counci l .   Should  they have d isc losed tha t  
they were  a  group?  
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 MS.  THOMSEN:  Again ,  I  rea l ly  wish  I  had some of  my 
col leagues  f rom the  Divis ion of  Corpora t ion  Finance .   I t  ra ises  an  
i ssue  tha t  we 've  seen not  only  in  the  context  of  sovere ign weal th  funds  
but  for  o ther  funds ,  hedge funds  and others ,  who may be  ac t ing in  
concer t  or  in  a  coordinated  fashion as  to  whether  or  not ,  i f  you 
accumulate  re la ted  inves tments ,  they have  crossed the  d isc losure  
threshold ,  and tha t  i ssue  i s  reasonably  fac t  speci f ic  and depends  on the  
c i rcumstances .   But  i t  i s ,  cer ta in ly  there 's  a  potent ia l  d isc losure  i ssue  
which i s  cer ta in ly  t rue .  
 COMMISSIONER FIEDLER:  Okay.   Let  me ask  you another .   In  
your  formal  tes t imony,  you refer  to  Sect ion 13 of  the  Act ,  and le t  me 
get  a t  tha t  in  two ways .  
 MS.  THOMSEN:  Sure .  
 COMMISSIONER FIEDLER:  One,  we require  or  the  SEC 
requires ,  the  law requires  inves tment  managers  in  the  Uni ted  Sta tes- - I  
don ' t  know i f  the  f igure  i s  100 mi l l ion ,  $150 mi l l ion  of  o ther  people 's  
money to  regis ter - -  
 MS.  THOMSEN:  Right .  
 COMMISSIONER FIEDLER:  - - to  d isc lose ,  and to  f i le  13(f )s  on 
a  quar ter ly  bas is  of  a l l  the  holdings  of  the i r  s tocks  and bonds .   So we 
a l ready require  t ransparency and disc losure  of  inves tment  managers  of  
pension fund monies .   Conceptual ly ,  what 's  the  problem of  having a  
sovere ign weal th  fund or  any government-control led  ent i ty  f i l ing  a  
13(z) ,  a  new number ,  l i s t ing  a l l  of  i t s  subs id iar ies  and a l l  of  i t s  
holdings  in  the  U.S.  publ ic  secur i t ies  markets  on  a  quar ter ly  bas is?  
 I s  tha t  a  grea t  inhibi t ion  to  inves tment?  
 MS.  THOMSEN:  That ' s  a  pol icy  i ssue  tha t  I  t ru ly  leave  to  those  
who are  in teres ted  in  the  i ssues  associa ted  wi th  d isc losure .   We are  as  
a  base  mat ter  a  d isc losure  agency.   You know i t  i s ,  i s  what  we--  
 COMMISSIONER FIEDLER:  Then le t  me address  i t  to  Mr.  
Dohner  even though we ' l l  ge t  out  of  the  deta i l s  of  Sect ion 13.   The 
d isc losure  ques t ion ,  the  t ransparency ques t ion  of  them disc los ing to  
the  SEC? 
 DR.  DOHNER:  Cer ta in ly  the  d isc losure ,  we th ink the  
t ransparency of  sovere ign weal th  funds  inc luding asse t  holdings  i s  
very  impor tant  and should  be  a  par t  of  bes t  prac t ices  for  these  funds .  
 COMMISSIONER FIEDLER:  But  bes t  prac t ices  are  
unenforceable  so  I  was  ta lk ing about  an  enforceable  U.S.  government  
ac t iv i ty  to  compel  t ransparency a t  leas t  as  they opera te  in  the  Uni ted  
Sta tes  of  America?    
 We make lo ts  of  people  have  these  d isc losures .   Why are  we so  
hes i tant  as  a  mat ter  of  pol icy  to  have  the  Chinese  government- -why are  



 

 

we requir ing  more  of  individuals  in  the  Uni ted  Sta tes  than we are  of  
the  Chinese  government?  
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 DR.  DOHNER:  Again ,  I  would  prefer  not  to  answer  for  the  SEC 
on th is  ques t ion .   I  be l ieve  tha t  d isc losure  i s  des i rable  for  sovere ign 
weal th  funds ,  and I  be l ieve  personal ly  tha t  sovere ign weal th  funds  
should  be  subjec t  to  the  ru les  regarding any large  ins t i tu t ional  
inves tor .  
 COMMISSIONER FIEDLER:  One las t  ques t ion.  
 MS.  THOMSEN:  I  should  note  tha t  to  a  cer ta in  extent  under  the  
current  ru les  d isc losure  i s  a l ready required  in  some c i rcumstances  
regarding holdings  f rom sovere ign weal th  funds .  
 COMMISSIONER FIEDLER:  On t ransact ion bas is?  
 MS.  THOMSEN:  On t ransact ional  bas is  and to  a  cer ta in  extent  
there  may be  some c i rcumstances  where  there  are  d isc losure  
requirements  associa ted  wi th  13(f ) .  
 COMMISSIONER FIEDLER:  There  i s  no  current  d isc losure  
requirement  for  CIC,  for  ins tance ,  to  l i s t  a l l  of  i t s  subs id iar ies  
anywhere  in  the  wor ld  a l l  the  ent i t ies  through which they buy.   For  
ins tance ,  SAFE,  a  company that  bought  in to  the  banking sys tem of  
Aust ra l ia ,  I  be l ieve ,  which i s  the i r  fore ign exchange company,  has  a  
subsidiary  in  Hong Kong cal led  Bo An.   We found i t  by  accident  by 
looking for  i t ,  but  nowhere  could  you look in  U.S.  government  f i l ings  
and f ind any informat ion about  i t .  
 Thank you.  
 HEARING COCHAIR MULLOY:  Thank you.   Commiss ioner  
Reinsch.  
 COMMISSIONER REINSCH:  Thank you.   Let  me pursue  tha t  
jus t  a  minute  wi th  more  of  a  more  genera l  ques t ion  for  Ms.  Thomsen.    
 F i rs t ,  do  you th ink the  d isc losure  requirements  tha t  you a l ready 
have in  p lace  by s ta tu te  and regula t ion  are  adequate  to  deal  wi th  
sovere ign weal th  funds  or  do they pose  a  chal lenge tha t  would  require  
something more  than what  you a l ready are  doing?  
 MS.  THOMSEN:  Again ,  I 'm t ry ing to  s t ick  to  my sor t  of  comfor t  
level  or  cer ta in ly  my base  of  exper t i se .  
 COMMISSIONER REINSCH:  I  know,  but  you ' re  the  enforcement  
person.  
 MS.  THOMSEN:  Right .  
 COMMISSIONER REINSCH:  Do you have the  tools  tha t  you 
need to  do the  job  tha t  you ' re  ass igned to  do?  
 MS.  THOMSEN:  And that ' s  a  be t ter  ques t ion.  
 COMMISSIONER REINSCH:  Right .   Thank you.  
 MS.  THOMSEN:  And indeed where  we are  r ight  now is  I  th ink 
we have the  tools  to  enforce  the  laws that  we have on the  books .   The 
b ig  concern  or  one  of  the  concerns ,  as  I  ident i f ied  in  my tes t imony,  i s  



 

 

to  the  extent  we need to  work in ternat ional ly  in  order  to  enforce  the  
ru les  tha t  we have ,  one  of  the  chal lenges  may be  tha t  we foresee  i s  tha t  
we are  going to  be  asking governments  for  ass is tance  to  inves t iga te  
funds  tha t  they control .  
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 COMMISSIONER REINSCH:  Yes .  
 MS.  THOMSEN:  And that  could  be  a  chal lenge.  
 COMMISSIONER REINSCH:  Your  tes t imony noted  tha t .   Have 
you encountered  tha t?   I s  tha t  a  hypothet ica l  problem or  have  you 
encountered  tha t  as  an  ac tual  problem so  far?  
 MS.  THOMSEN:  I  th ink,  what  I  do  say  and can say  i s  tha t  
outs ide  of  the  context  of  sovere ign weal th  funds ,  tha t  has  been an  
ac tual  problem.  
 COMMISSIONER REINSCH:  But  not  ins ide  the  context  of  
sovere ign weal th  funds  yet?  
 MS.  THOMSEN:  I  th ink i t ' s  fa i r  to  say  i t ' s  something we can 
ant ic ipa te .  
 COMMISSIONER REINSCH:  What  do you do,  wi thout  ge t t ing  
in to  the  speci f ics ,  when you encounter  tha t  problem wi th  the  o ther  
government?   Can you enl is t  o ther  p ieces  of  the  Uni ted  Sta tes  
government  to  ass is t  you or  are  you on your  own?  
 MS.  THOMSEN:  We do a  var ie ty  of  th ings .   We t ry  to  get  the  
informat ion we need through other  sources ,  and of tent imes  in  an  
enforcement  inves t iga t ion ,  there  are  mul t ip le  channels  you can pursue  
so  we pursue  a l ternat ives .   We a lso  t ry  to  work wi th  our  counterpar ts  
to  persuade them of  the  value  of  providing coopera t ion ,  provide  them 
wi th  assurances .   Somet imes  i ssues  tha t  a r i se  are  misunders tandings  
about  how we wi l l  use  informat ion.   
 I  mean one  of  the  grea t  success  s tor ies  of  the  pas t  severa l  years  
i s  by  v i r tue  of  the  fac t  tha t  we have  increas ingly  g lobal  markets ,  a l l  of  
us  need to  work wi th  o ther  more  of ten  tha t  we ever  used to ,  and based 
on tha t  exper ience  we have learned how each other 's  sys tems work.   I  
mean one of  the  i ssues  tha t  we have run in to  i s  the  fac t  tha t  people  
don ' t  unders tand--we don ' t  unders tand how thei r  sys tem works;  they 
don ' t  unders tand how our  sys tem works .   And based on that  
misunders tanding or  lack  of  unders tanding,  i t  somet imes  takes  longer .  
 COMMISSIONER REINSCH:  Have you found that  your  
regula tory  counterpar ts  or  your  enforcement  counterpar ts  in  o ther  
countr ies ,  par t icular ly  in  Europe and Asia ,  have  the  same level  of  
concern  about  th is  problem and are  proceeding genera l ly  equal ly  
aggress ively?  
 MS.  THOMSEN:  I t  var ies  country  to  country .   I t  var ies  i ssue  to  
i ssue .   I  th ink what  i s  consis tent  i s  the  concern  on the  par t  of  
secur i t ies  enforcers  tha t  we cannot  opera te  s t r ic t ly  wi th in  our  na t ional  
borders ,  tha t  our  markets  are  a l l  g lobal ,  and tha t  a l l  of  our  markets  
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 COMMISSIONER REINSCH:  Is  there  some re levant  
in ternat ional  body tha t  everybody that  mat ters  be longs  to  inc luding the  
countr ies  tha t  opera te  these  funds  where  these  k inds  of  i ssues  can be  
addressed or  taken up?  
 MS.  THOMSEN:  Cer ta in ly ,  the  IOSCO MMOU is  one way 
through which we are  a l l - -  
 COMMISSIONER REINSCH:  China  is  a  par ty  to  tha t?  
 MS.  THOMSEN:  China  is  a  par ty  to  tha t ,  became a  par ty  in  
2007,  I  be l ieve .  
 COMMISSIONER REINSCH:  And the  var ious  Arab s ta tes  tha t  
a lso  have sovere ign weal th  funds  are  there  as  wel l?  
 MS.  THOMSEN:  There  are  a t  leas t  40  secur i t ies  regula tors  who 
are  s ignator ies  to  tha t  MMOU, and I ,  as  I  s i t  here ,  can ' t  name them al l  
unfor tunate ly .  
 COMMISSIONER REINSCH:  You don ' t  have to .   That ' s  a l l  
r ight .  
 MS.  THOMSEN:  Thank you.  
 COMMISSIONER REINSCH:  Let  me ask  Dr .  Dohner  a  ques t ion 
because  I  don ' t  want  to  depr ive  h im of  the  oppor tuni ty  to  say  
something in  th is  round.   
 You have ment ioned what  the  IMF is  working on and we 've  
ac tual ly  had a  br ief ing  wi th  the  IMF.  Is  the  Treasury  Depar tment  
sa t i s f ied  wi th  the  progress  tha t  the  IMF is  making in  developing 
whatever  i t  i s  tha t  i t ' s  developing?  
 DR.  DOHNER:  I  th ink we ' re  sa t i s f ied  wi th  the  progress  tha t ' s  
be ing made and wi th  the  par t ic ipat ion .   We th ink good progress  i s  
be ing made by the  IMF,  wi th  the  par t ic ipat ion  of  the  sovere ign weal th  
funds .   We don ' t  have  an  exact  t ime table .   I  th ink i t ' s  reasonable  to  
expect  tha t  something would  be  f in ished by the  t ime of  the  annual  
meet ings  in  the  fa l l  in  October .  
 COMMISSIONER REINSCH:  The fa l l  annual  meet ing  ra ther  
than the  spr ing?  
 DR.  DOHNER:  Yes .  
 COMMISSIONER REINSCH:  Al l  r ight .   Thank you very  much.  
 HEARING COCHAIR MULLOY:  Thank you.   Chairman Wortzel  
has  le t  me know that  a t  11:10,  we ' re  going to  c lose  th is  panel  of f  and 
move on.   So fe l low commiss ioners ,  i f  you can get  in  and out  because  
there  are  more  than one  who wants  to  ask  a  ques t ion .  
 Commiss ioner  Blumenthal .  
 COMMISSIONER BLUMENTHAL:  Thank you very  much for  
your  tes t imony.   We're  char tered  to  look a t  the  nat ional  secur i ty  
impl ica t ions  of  our  growing economic  re la t ions ,  and obviously  th is  
ge ts  more  and more  compl ica ted  as  our  economic  re la t ions  go to  new 



 

 

levels  and we get  more  in ter twined wi th  the  Chinese  economy.  
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 This  tes t imony is  very  useful .   When I  look a t  Dr .  Dohner 's  
tes t imony about  potent ia l  concerns ,  I  guess  you pointed  to  some 
hypothet ica l  na t ional  secur i ty  concerns  tha t  would  then be  covered by 
CFIUS,  and some other  ques t ions  of  market  vola t i l i ty .  
 I 'm t ry ing to  f igure  out  where  we should  focus  our  ef for ts  in  
terms of  our  work.   I s  th is  the  sor t  of  th ing you th ink tha t  wi th  
sovere ign weal th  funds  tha t  the  need for  CFIUS wi l l  be  grea ter  or  more  
robust  than in  the  absence  of  sovereign weal th  funds  because  of  cer ta in  
types  of  acquis i t ions?  
 Another  reason I  ask  i s  because  so  far  i t  seems tha t  the  Chinese  
sovere ign weal th  fund has  made an  a t tempt  to  purchase  or  purchased 
some f inancia l  pos i t ions .   So you pointed  to  hypothet ica l  concerns  
about  na t ional  secur i ty  concerns ,  but  i s  th is  something tha t  one  can 
foresee  becoming more  of  a  na t ional  secur i ty  i ssue  in  the  sense  of  
buying companies  wi th  the  types  of  technology we 'd  ra ther  China  
d idn ' t  have?  
 DR.  DOHNER:  Cer ta in ly ,  any kind of  acquis i t ion  of  a  s take  in  
an  American company that  car r ies  wi th  i t  an  e lement  of  cont ro l ,  
whether  i t ' s  done by a  pr ivate  f i rm or  a  government  f i rm,  whether  i t ' s  
done by a  sovere ign weal th  fund or  a  s ta te-owned enterpr ise ,  i f  tha t  
t ransact ion  poses  nat ional  secur i ty  considera t ions ,  then i t  i s  subjec t  to  
review by CFIUS.  
 I  th ink i t ' s  impor tant  to  remember  tha t  sovere ign weal th  funds  
are  one  channel  or  one  condui t  by  which governments  can deploy thei r  
resources  and they ' re  not  the  resources  themselves .  Sovere ign weal th  
funds  do pose  cer ta in  i ssues ,  both  for  na t ional  secur i ty  and for  
f inancia l  market  s tabi l i ty ,  and for  the  maintenance  of  open inves tment  
regimes ,  tha t  we 've  t r ied  to  ident i fy  and we 're  th inking c lose ly  about .   
 COMMISSIONER BLUMENTHAL:  Of  those ,  which ones  most  
concern  you?   You 've  la id  out  concerns  tha t  I  th ink are  hypothet ica l  
concerns ,  and I 'm t ry ing to  get  a  roadmap for  how we should  focus  our  
work as  we th ink about  th is .   But  of  the  ones  you ment ioned,  f inancia l  
vola t i l i ty ,  potent ia l  CFIUS issues ,  what  do you th ink people  who focus  
on th is  i ssue  should  be  most  worr ied  about?  
 DR.  DOHNER:  In  answer ing that  ques t ion,  I  can  speak to  the  
th ings  tha t  I  know,  which are  economics  and f inancia l  i ssues .   I  th ink 
the  grea tes t  r i sk  tha t  we have  ident i f ied  i s  the  poss ib i l i ty  of  the  r i se  of  
sovere ign weal th  funds  would  lead to  a  protec t ionis t  reac t ion  in  a  
number  of  p laces  tha t  would  res t r ic t  in ternat ional  inves tment  and thus  
d iminish  the  benef i t s  tha t  our  country  and other  countr ies  ge t  f rom 
open inves tment  regimes .  
 We a t  the  Treasury  are  obviously  a lso  very  sens i t ive  to  anything 
that  would  af fec t  f inancia l  market  s tabi l i ty  and so  we 've  looked very  
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 Here  the  exis tence  of  la rge  holdings  indica tes  the  impor tance  of  
t ransparency,  both  so  tha t  ac tual  movements  of  holdings  don ' t  d is rupt  
markets ,  but  a lso  so  tha t  market  percept ions  or  perce ived movements  
of  holdings  by sovere ign weal th  funds  don ' t  a f fec t  markets .  
 COMMISSIONER BLUMENTHAL:  Thank you.   My t ime is  up,  I  
th ink.  
 HEARING COCHAIR MULLOY:   Thank you,  Commiss ioner  
Blumenthal .   Commiss ioner  Bar tholomew.  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you very  much and 
thank you to  our  wi tnesses  for  coming today.   We rea l ly  apprecia te  
your  appearance  and your  tes t imony.   These  are  compl ica ted  ques t ions  
and i t ' s  in teres t ing  tha t  everybody is  focused on sovere ign weal th  
funds .   But  of  course  one  of  the  reasons  tha t  there 's  so  much concern  i s  
because  of  the  nature  of  the  Chinese  government  and the  nature  of  the  
Chinese  economy.   I  th ink a  lo t  of  these  ques t ions  were  ac tual ly  
summed up yes terday in  a  Wal l  S t ree t  Journal  ar t ic le  ent i t led  "China  
Shows Savvy in  Rio  Tinto  Deal ,"  and i t  rea l ly  brought  up  a  number  of  
the  i ssues :  
 I t  i sn ' t  a  sovere ign weal th  fund deal ,  but  i t  i s  a  purchase  by a  
company that  i s  a  Chinese  s ta te-owned enterpr ise .   The CEO of  tha t  
company is  noted  in  the  ar t ic le  for  be ing a  member  of  the  Chinese  
Communis t  Par ty .   I  th ink he 's  an  a l ternate  to  the  Centra l  Commit tee ,  
and i t  ra ises  a l l  sor ts  of  ques t ions .  
 I  th ink i t ' s  a lso  impor tant  because  of  the  whole  nature  of  
showing savvy.   We have found in  a  lot  of  the  mi l i ta ry  i ssues ,  a  lo t  of  
the  economic  i ssues ,  the  Chinese  are  moving ahead.   People  seem to  
cont inue  to  be  surpr ised  by how quickly  they ' re  overcoming barr iers ,  
be  i t  mi l i ta r i ly  or  the  economic  growth as  they ' re  moving up the  supply  
chain .  
 So I  would  ask  both  of  you a  s imple  ques t ion .   I f  you ' re  not  the  
r ight  people  in  your  agencies ,  le t  me know,  but  do  you th ink that  you 
have the  tools ,  both  in  terms of  the  laws that  you have and a lso  in  
terms of  the  manpower  tha t  you have,  to  address  what  I  th ink a l l  of  us  
can agree  i s  going to  be  unfolding as  an  increas ingly  complex 
s i tua t ion?  
 DR.  DOHNER:  That ' s  an  excel lent  ques t ion,  commiss ioner .   And 
I  be l ieve  tha t  we have the  tools  tha t  we need to  address  the  i ssues  
ra ised  by sovere ign weal th  fund inves tments  and by inves tments  by 
s ta te-owned enterpr ises .  
 However ,  these  i ssues  are  i ssues  tha t  we ' re  consider ing in  the  
Pres ident 's  Working Group,  in  our  own in ternal  d iscuss ions ,  and we,  as  
I  ment ioned,  are  put t ing  out  the  revised CFIUS regula t ions  for  publ ic  



 

 

comment ,  and would  invi te  comment  by you and by others  on the  
i ssues  tha t  CFIUS review should  now face .  
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 MS.  THOMSEN:  Sure ly  f rom an enforcement  perspect ive ,  I  do  
th ink we have the  tools  and indeed I  th ink i t  i s  a  pos i t ive  development  
tha t  the  Chinese  secur i t ies  regula tors  have  now s igned the  IOSCO 
MMOUs,  and those  k inds  of  developments  are  th ings  tha t  we look 
forward to  and wi l l  need,  and so  f rom that  perspect ive  I  th ink we do 
have those  resources ,  but  i t  i s  something.  
 The wor ld  i s  changing;  i t ' s  get t ing  b igger ,  and we a l l  have  
broader  jur isdic t ions .   So i t ' s  something we have to  keep our  eye  on.  
 VICE CHAIRMAN BARTHOLOMEW:  Okay.   So we wi l l  keep in  
touch wi th  you.   Ms.  Thomsen,  I  would  l ike  to  acknowledge the  work 
of  the  SEC in  th is  Dow Jones  case .   I t  was  pol i t ica l ly  wel l -connected  
and weal thy individuals  who were  involved.   I  th ink i t  should  be  
acknowledged that  i t  was  through Hong Kong that  the  coopera t ion 
happened.   I  have  my own doubts  as  to  whether  i f  i t  had been based in  
Bei j ing ,  you necessar i ly  would  have got ten  the  coopera t ion  tha t  you 
got  in  th is ,  but  I  th ink tha t  i t ' s  cer ta in ly  impor tant  to  recognize  the  
success  tha t  you 've  had wi th  th is .  
 We look forward to  working wi th  you both  as  th ings  move 
forward.  
 HEARING COCHAIR MULLOY:   Thank you,  Commiss ioner  
Bar tholomew.   Before  we turn  to  our  las t  ques t ioner ,  Commiss ioner  
Shea ,  I  jus t  want  to  thank Chairman Cox and Commiss ioner  Casey for  
having you avai lable .   I  th ink you put  in to  the  record  the  s ta tements  
tha t  Commiss ioner  Cox has  made up a t  the  Kennedy School  and then 
the  o ther  speech he  made.   Those  are  wel l  wor th  people  reading 
because  he 's  saying normal ly  we don ' t  want  our  own government  
contro l l ing  our  economy.   There  are  concerns  in  h is  mind.   Then why 
are  we le t t ing  fore ign governments  buy chunks  of  our  economy?  I  
th ink tha t ' s  a  very  impor tant  i ssue  and i t  was  ra ised  here  by some of  
the  congress ional  representa t ives .  
 Secondly ,  Mr.  Dohner ,  I  jus t  note  tha t  in  the  repor t  tha t  was  put  
out  by  the  McKinsey & Company cal led  "The New Power  Brokers ,"  
da ted  October  2007,  the  ques t ion was  how do the  Asians  accumulate  
th is  money so  rapidly?   And a t  leas t  according to  the  McKinsey,  i t s  
repor t  sa id  tha t  because  they ' re  managing the i r  currencies .   They ' re  
in tervening in  currency markets  to  prevent  apprecia t ion  of  the i r  own 
currency and for  Asia ,  quote ,  "This  sys tem has  assured the  success  of  
the i r  expor t - led  growth model  and cont inuous  and growing current  
account  surplus  wi th  the  Uni ted  Sta tes ."  
 That ' s  the  McKinsey Company.   So when Treasury  says  the i r  
b igges t  worry  i s  protec t ionis t  reac t ion  in  the  Uni ted  Sta tes ,  I  th ink we 
ought  to  ge t  pol ic ies ,  not  protec t ionis t  pol ic ies ,  but  we have to  have  



 

 

pol ic ies  to  deal  wi th  th is  type  of  behavior  on  the  par t  of  o thers  
because  you can see  where  i t ' s  taking us .  
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 Commiss ioner  Shea .  
 DR.  DOHNER:  May I  comment?  
 COMMISSIONER SHEA:  Sure .  
 DR.  DOHNER:  Thank you very much,  Commiss ioner  Mul loy.   
Countr ies  run balance  of  payments  surpluses  because  they have an  
excess  of  domest ic  saving over  domest ic  inves tment .   And Asian 
countr ies  have  accumulated  large  balance  of  payment  surpluses ,  la rge  
reserves ,  over  the  pas t  ten  years  because  inves tment  has  never ,  
inves tment  in  countr ies  outs ide  of  China  has  never  rea l ly  recovered 
f rom the  Asian  f inancia l  c r i s i s .  
 The s i tua t ion  in  China  i s  d i f ferent .   China 's  inves tment  i s  h igh,  
but  Chinese  saving is  very  h igh,  and th is  ref lec ts  the  fac t  tha t  the  
socia l  safe ty  net  i s  very  weak,  tha t  there  are  l imi ted  f inancia l  services  
avai lable  to  households ,  and tha t  s ta te-owned enterpr ises  pay very  
l i t t le  in  d iv idends .   In  fac t ,  these  are  fac tors  tha t  you pointed  out  in  
your  annual  repor t  in  2007.  
 The fore ign exchange ra te  levels  of  these  countr ies  fac i l i ta te  the  
accumulat ion  of  ba lance  of  payment  surpluses  and reserves ,  but  they 
are  not  in  themselves  responsible  for  the  excess  of  domest ic  savings  
over  domest ic  inves tment .  
 Our  d iscuss ion in  China  in  par t icular  has  emphasized the  need 
for  China  to  rebalance  the  sources  of  the i r  growth,  to  reduce  domest ic  
savings ,  to  reduce  the i r  current  account  surplus ,  and a lso  to  increase  
currency f lexibi l i ty ,  which wi l l  be  an  impor tant  par t  of  br inging th is  
rebalancing about .  
 This  i s  t rue  of  our  d iscuss ions  wi th  China .   I t ' s  a lso  t rue  of  our  
d iscuss ions  wi th  a  var ie ty  of  Asian  countr ies .  
 HEARING COCHAIR MULLOY:  Thank you.   Commiss ioner  
Shea .  
 CHAIRMAN WORTZEL:   I  want  to  thank both  Ms.  Thomsen and 
Dr .  Dohner .   I  apprecia te  your  tes t imony,  your  pat ience  in  a l lowing 
our  members  of  Congress  to  get  through thei rs ,  and the  forbearance  of  
your  agencies  and depar tments  in  get t ing  you here .   Thank you very  
much.  
 DR.  DOHNER:  My pleasure .   Thank you.  
 MS.  THOMSEN:  Thank you very  much.  
 CHAIRMAN WORTZEL:   We' l l  reconvene a t  11:15.  
 [Whereupon,  a  shor t  recess  was  taken. ]  
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designed th is  th i rd  panel  as  a  broad overview of  the  topic  f rom three  
wel l -qual i f ied  exper ts .   I ’ l l  in t roduce  them in  the  order  tha t  they wi l l  
speak.  
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 F i rs t  i s  Brad Setser .   He 's  an  economis t  wi th  exper t i se  in  
f inance ,  g lobal  capi ta l  f lows and emerging economies .   He 's  a  fe l low 
for  Geoeconomics  a t  the  Counci l  on  Fore ign Rela t ions .  
 Dr .  Setser  i s  the  author  of  severa l  publ ica t ions  inc luding the  
pol i t ica l  economy of  sovere ign debt  res t ructur ing mechanism,  o i l  and 
global  adjus tment ,  and the  pol i t ica l  economy of  sovere ign debt  
res t ructur ing--you got  tha t  in  there  twice ,  Brad.   I 'm jus t  reading here .  
 DR.  SETSER:  I  know.    
 CHAIRMAN WORTZEL:   That ' s  a l l  r ight .  
 DR.  SETSER:  Always  embarrass ing when your  own bio  i s - -  
 CHAIRMAN WORTZEL:  That ' s  okay.   I t ' s  grea t .   Dr .  Setser  
earned his  Bachelor  of  Ar ts  degree  f rom Harvard  Univers i ty ,  h is  DEA 
from the  Ins t i tu te  des  Etudes  Pol i t iques  in  Par is .   Did  I  do  tha t  r ight?   
I 'm a  Chinese  l inguis t .   And his  Master ' s  of  Phi losophy and Doctor  of  
Phi losophy degree  f rom Oxford  Univers i ty .  
 Second,  Dr .  Peter  Navarro .   He 's  a  Professor  of  Business  a t  the  
Merage School  of  Publ ic  Pol icy  a t  the  Univers i ty  of  Cal i fornia  I rv ine .  
 Professor  Navarro  graduated f rom Tuf ts  Univers i ty  in  1972,  served in  
the  Peace  Corps  in  Southeas t  Asia  f rom '73  to  '76 ,  and af ter  working as  
an  environmenta l  and pol icy  analys t  in  Washington,  he  received a  
Master ' s  in  Publ ic  Adminis t ra t ion  f rom the  John F.  Kennedy School  a t  
Harvard  and a  Ph.D.  in  Economics  a t  Harvard .  
 He wri tes  f requent ly  in  economic ,  energy and environmenta l  
i ssues .   He 's  the  author  of  f ive  books  on economics  and publ ic  pol icy  
inc luding The Dimming of  America ,  The Pol icy  Game,  and The Coming 
China  Wars .   And I  th ink th is  i s  your  second t ime tes t i fy ing here .  
 And th i rd  i s  Dr .  Michael  Mar t in ,  an  analys t  in  Asian  Trade  and 
Finance  for  the  Congress ional  Research Service  wi th  the  Library  of  
Congress .   His  profess ional  career  has  inc luded work in  China ,  Japan,  
Hong Kong and Vietnam.  
 From 1994 to  1998,  he  was  the  Ass is tant  Chief  Economis t  for  the  
Hong Kong Trade Development  Counci l  and taught  a t  Hong Kong 
Bapt is t  Univers i ty ,  Doshisha  Univers i ty  in  Kyoto ,  Japan,  Colby 
Col lege  and Tuf ts .   He holds  a  B.A.  in  Economics  f rom Michigan Sta te  
Univers i ty ,  and an  M.A.  and Ph.D.  f rom the  Univers i ty  of  
Massachuset ts  in  Amhers t .  
 So  wi th  tha t ,  i t  wi l l  be  seven minutes  of  ora l  tes t imony each and 
then we ' l l  move in to  a  round of  ques t ioning f rom the  commiss ioners ,  
the  f i rs t  of  which wi l l  come f rom Commiss ioner  Shea  because  I  cut  
h im off .  
 Dr .  Setser .  
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STATEMENT OF DR. BRAD SETSER, FELLOW FOR 
 GEOECONOMICS,  COUNCIL ON FOREIGN RELATIONS 

NEW YORK, NEW YORK 
  

 DR.  SETSER:   I  want  to  thank the  Commiss ion for  g iv ing me the  
oppor tuni ty  to  tes t i fy  here  today on sovere ign weal th  funds .   I t ' s  a  
very  t imely  hear ing.  
 The prominence  of  sovere ign weal th  funds  s tems f rom the  
combinat ion  of  h igh oi l  pr ices  and in  Asia  extens ive  exchange ra te  
management .   This  together  wi th  the  adopt ion of  inves tment  s t ra tegies  
tha t  have  ra ised  the  publ ic  prof i le  of  many long-es tabl ished funds  has  
e levated  the  sa l ience  of  the i r  ac t iv i t ies  and the i r  economic  impor tance .  
 Today 's  g lobal  economy,  as  I  ment ioned,  i s  marked by an  
unusual  combinat ion  of  la rge  current  account  surpluses  in  both  Eas t  
Asia  and in  the  o i l - impor t ing  economies ,  even though East  Asia  i t se l f  
i s  an  o i l - impor t ing  economy.  
 The s imul taneous  presence  of  a  la rge  surplus  in  both  Asia  and 
the  o i l -expor t ing  economies  d i f ferent ia tes  today 's  era  of  h igh oi l  
pr ices  f rom the  1970s .   The large  current  account  surpluses  in  both  
regions  are  largely  f inancing a  bui ld  up of  fore ign asse ts  by  the i r  
respect ive  governments ,  not  f inancing pr ivate  capi ta l  out f lows.  
 As  former  Ass is tant  Secre tary  of  the  Treasury  Ted Truman noted ,  
recent  developments  have  shi f ted  weal th  toward countr ies  wi th  
d i f ferent  concept ions  of  the  ru le  of  government  in  the i r  economic  and 
f inancia l  sys tems than in  the  Uni ted  Sta tes .  
 Unt i l  recent ly ,  though,  the  f r ic t ion  or  the  potent ia l  tens ions ,  I  
th ink,  in t r ins ic  in  tha t  sh i f t  have  been minimized by the  fac t  tha t  most  
of  the  increase  in  off ic ia l  asse ts  g lobal ly  has  come in  the  form of  
cent ra l  bank reserves  and tha t  these  reserves  have  been inves ted  fa i r ly  
conservat ive ly .  
 For  a l l  the  a t tent ion  tha t  the  $40 bi l l ion  tha t  var ious  sovere ign 
weal th  funds  have in jec ted  in to  large  U.S.  and European f inancia l  
ins t i tu t ions  over  the  pas t  severa l  months ,  legi t imate ly  so  s ince  i t  i s  
comparable  in  s ize  to  the  amount  of  money tha t  the  IMF lent  to  the  
emerging markets  back in  the  la te  1990s--so  i t ' s  a  b ig  sum of  money—
that  inves tment  i s  s t i l l  qui te  smal l  re la t ive  to  the  l ike ly  $1.2  t r i l l ion  
increase  in  the  fore ign exchange reserves  of  the ,  most ly  in  the  
emerging world .   The orders  of  magni tude  are  complete ly  d i f ferent .  
 A lack of  t ransparency makes  i t  d i f f icul t  to  assess  prec ise ly  how 
much sovere ign weal th  funds  added to  the i r  asse ts  in  2007,  but  i t  i s  
reasonable  to  th ink tha t  the  to ta l  sum is  roughly  $200 bi l l ion ,  again ,  
far  smal ler  than the  increase  in  the  asse ts  of  fore ign cent ra l  banks .  
 I f  overa l l  of f ic ia l  asse t  accumulat ion ,  though,  cont inues  a t  



 

 

something l ike  i t s  current  pace ,  a  pace  of  wel l  in  excess  of  $1  t r i l l ion ,  
and i f  more  of  tha t  increase  i s  managed by sovere ign weal th  funds ,  as  
many inves tment  banks  now ant ic ipate ,  the  pace  of  growth of  
sovere ign funds  wi l l  increase  dramat ica l ly .  
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 These  broad global  t rends  apply  wi th  par t icular  force  to  China .   
China 's  government  r ight  now is  adding a t  leas t  $400 bi l l ion  a  year  to  
i t s  fore ign asse ts  and perhaps  up to  $600 bi l l ion .   There  i s  a  cer ta in  
amount  of  uncer ta in ty  about  the  sca le  of  the  bui ld  up of  the  fore ign 
exchange asse ts  of  the  Chinese  s ta te  banks .  
 Right  now the  China  Inves tment  Corpora t ion  only  manages  a  
very  smal l  share  of  the  to ta l  s tock of  Chinese  inves tment  abroad.   
Separa t ing  out  the  funds  tha t  the  CIC in jec ted  in to  the  s ta te  banks ,  I  
would  put  tha t  to ta l  a t  the  end of  2007 a t  only  about  $20 bi l l ion .   
However ,  going forward,  i t  i s  reasonable  to  th ink tha t  the  CIC wi l l  
account  for  a  much larger  share  of  the  to ta l  outward inves tment  of  
China  and hence  the  focus  of  th is  hear ing.  
 My remarks  are  going to  be  organized in to  two broad par ts .   The 
f i rs t  br ief ly  i s  going to  make some genera l  observat ions  about  
sovere ign weal th  funds .   The second wi l l  focus  more  speci f ica l ly  on 
the  CIC.  
 As  I  th ink Rober t  Dohner  ment ioned,  sovere ign weal th  funds  
or ig inate  in  three  d i f ferent  ways:  f i r s t ,  f rom the  f i sca l  surplus  of  
commodi ty  expor ters ;  second,  f rom a  decis ion to  manage a  por t ion  of  a  
country 's  fore ign exchange ra tes  more  aggress ively;  and then th i rd ,  and 
th is  wasn ' t  ment ioned,  the  proceeds  f rom the  successful  pr ivat iza t ion  
of  s ta te  enterpr ises  somet imes  are  handed over  to  a  sovere ign weal th  
fund,  or  i f  a  sovere ign fund,  which previously  had managed the  s ta te  
sec tor  domest ica l ly ,  i f  some of  those  companies  are  successful ,  and 
there 's  a  par t ia l  d ives tment ,  tha t  fund may morph in to  an  in ternat ional  
inves tment  manager .  
 Whi le  a l l  sovere ign funds  manage money for  governments ,  I  
th ink the  d i f ferences  among sovere ign funds  are  far  more  s t r ik ing than 
the i r  s imi lar i t ies .   This  i s  a  ref lec t ion  of  the  fac t  tha t  very  d iverse  se ts  
of  countr ies  have large  funds .   Norway and Chi le ,  t ransparent  
democracies ,  a re  going to  have  d i f ferent  k inds  of  funds  than the  funds  
of  countr ies  wi th  d i f ferent  pol i t ica l  sys tems.  
 I  th ink sovere ign funds  can be  d i f ferent ia ted  a long f ive  d i f ferent  
cr i te r ia .   The  f i rs t  i s  the i r  mandate  and inves tment  s ty le .   Some 
sovere ign funds  are  very  c lose  to  being pure  money managers  tha t  t ry  
to  repl ica te  the  re turns  of  a  broad index.   Others  are  wi l l ing  to  make 
concentra ted  bets  on  individual  companies .   Some funds  have a  
mandate  tha t  i s  exclus ively  get t ing  the  h ighes t  r i sk-adjus ted  re turn .   
Others  have  a  mandate  tha t  inc ludes  promot ing to  the  extent  poss ib le  
local  economic  development  subjec t  to  the  const ra in ts  tha t  they have  
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 Second,  the  funds  can be  d i f ferent ia ted  on thei r  t ransparency.   
Ted Truman 's  work here  i s  the  gold  s tandard .   I  th ink there 's  a  
reasonably  s t rong corre la t ion  between the  level  of  t ransparency of  a  
sovere ign fund and the  level  of  democracy or  pol i t ica l  openness  of  tha t  
fund,  of  the  country  tha t  hos ts  the  fund.  
 Third  cr i te r ia  i s  the  s ize ,  and again ,  se l f -evident  tha t  a  $700 
bi l l ion  fund,  which i s  a  reasonable  es t imate  for  the  s ize  of  the  current  
la rges t -exis t ing  fund,  tha t  of  Abu Dhabi ,  i s  going to  ra ise  d i f ferent  
i ssues  g lobal ly ,  than a  $10 bi l l ion  fund.   And a  fund that  i s  growing a t  
$100 bi l l ion  a  year  i s  going to  ra ise  d i f ferent  i ssues  than a  fund that ' s  
growing by $1 bi l l ion  a  year .  
 Four th  cr i te r ia  would  be  the  weal th  of  the  hos t  country ,  and here  
I  th ink i t  i s  impor tant  to  d i f ferent ia te  China  f rom many of  the  large  
exis t ing  funds .   The average  PPP exchange per  capi ta  GDP of  the  
countr ies  wi th  the  b ig  funds  now is  probably  around $50,000.    
 China ' s  average  per  capi ta  GDP on PPP terms is  more  l ike  
$5,000.   There  i s  a  meaningful  d i f ference .   China  i s  the  f i rs t  poor  
country  tha t  wi l l  have  a  large  fund.    
 And then f ina l ly ,  the  geopol i t ica l  pos i t ion  of  the  country  f rom 
which the  fund comes.  Funds  f rom smal l  c i ty  s ta tes  a l igned wi th  the  
Uni ted  Sta tes  are  going to  ra ise  d i f ferent  se ts  of  i ssues  than funds  
f rom large  countr ies  wi th  broader  regional  or  g lobal  aspi ra t ions .   I  
th ink tha t ' s  a  s ta tement  of  fac t .   How exact ly  tha t  p lays  in to  the  pol icy  
debate  i s  a  much more  d i f f icul t  i ssue .  
 The ac t iv i t ies  of  the  China  Inves tment  Corpora t ion ,  I  th ink,  are  
going to  ra ise  a  par t icular ly  vexing se t  of  i ssues ,  both  for  China  and 
for  the  countr ies  tha t  wi l l  be  receiv ing inves tment .   That  i s  a  
ref lec t ion  of  the  fac t  tha t  the  CIC is  potent ia l ly  qui te  la rge .   Whi le  i t  
i s  current ly  smal l ,  the  fore ign asse ts  of  China 's  government ,  as  I  
ment ioned,  are  growing by 500,  600 bi l l ion  a  year ,  and i t  i s  reasonable  
to  th ink tha t  a  meaningful  f rac t ion  of  tha t  could  be  managed by the  
CIC,  which would  change i t s  na ture .  
 I t  a lso  ref lec ts  the  fac t  tha t  China  i t se l f  i s  a  country  which looks  
qui te  d i f ferent  f rom the  countr ies  tha t  have  exis t ing  funds .   I  wanted to  
conclude and wrap up by highl ight ing I  th ink four  character is t ics  of  
the  CIC apar t  f rom i t s  s ize  tha t  d i f ferent ia te  i t .  
 The  f i rs t ,  the  CIC is  indi rec t ly  f inanced by debt  i ssuance ,  not  by  
a  commodi ty  f i sca l  surplus .   That  means  tha t  in  ef fec t  i t  has  a  degree  
of  leverage  because  i t  has  to  genera te  enough re turns  to  pay the  debt  
tha t  the  Finance  Minis t ry  has  issued in  order  to  buy the  fore ign 
exchange tha t  i t  i s  managing.  
 Second,  i t  i s  taking an  unusual ly  h igh level  of  exchange ra te  r i sk  
because  of  i t s  ro le  suppor t ing  China 's  currency pol icy .   I t ' s  i ssuing 



 

 

bonds  a t  four-and-a-hal f  percent  and i t  i s  buying fore ign asse ts  whose  
value  according to  the  market  i s  expected  to  deprecia te  by  somewhere  
between e ight  and nine  percent ,  which genera l ly  impl ies  tha t  i t  needs  a  
13  percent  re turn  in  i t s  fore ign current  inves tments- -bal l  park-- to  
break even.   That  impl ies  e i ther  taking a  very  h igh level  of  r i sk  and 
i t ' s  probably  accura te  to  say  tha t  the  pol i t ica l  wi l l ingness  of  China  to  
absorb  losses  has  not  been tes ted .  
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 Third ,  the  CIC has  a  complex mandate  tha t  goes  wel l  beyond 
s imply  maximizing the  re turns  on China 's  fore ign asse ts .   That  shows 
up most  c leanly  in  the  fac t  tha t  i t  manages  China 's  s take  in  the  s ta te  
domest ic ,  s ta te  commercia l  banks ,  but  I  th ink i t  a lso  i s  expected  to  
suppor t  the  outward expansion of  Chinese  s ta te  f i rms.  
 And then f ina l ly ,  China  i s  s imply  a  far  poorer  country  than any 
of  the  o ther  countr ies  wi th  large  funds .   That  l ike ly  wi l l  g ive  i t s  fund a  
h igher  emphasis  on  nat ional  economic  development  than has  been the  
case  so  far .  
 I 'm going to  s top  here  and I ' l l  happi ly  take  ques t ions  la ter .  
 [The s ta tement  fo l lows:] 3 
 
 CHAIRMAN WORTZEL:  Thank you very  much,  Dr .  Setser .   Dr .  
Navarro .  
 
STATEMENT OF DR. PETER NAVARRO, BUSINESS PROFESSOR 
THE PAUL MERAGE SCHOOL OF BUSINESS,  UNIVERSITY OF 

CALIFORNIA,  IRVINE, CALFORNIA 
  

 DR.  NAVARRO:  Thank you so  much,  Chairman Wortzel ,  and 
thank you so  much for  the  invi ta t ion .  I 'd  l ike  to  applaud th is  
Commiss ion.   You 've  consis tent ly  performed the  h ighes t  level  of  
pol icy  analys is  on  th is  i ssue  over  the  las t  severa l  years  of  any 
government  or  academic  ins t i tu t ion .   You 're  tackl ing  a  rea l ly  impor tant  
problem today.  
 My message  to  you today is  a  s imple  one:  tha t  sovere ign ones  are  
nei ther  good nor  bad,  but  governments  make them so ,  tha t  China  i t se l f  
i s  l ike ly  to  be  a  government  tha t ' s  l ike ly  to  have  a  bad sovere ign 
weal th  fund tha t ' s  not  in  the  in teres t  of  the  Uni ted  Sta tes ,  and tha t  
tough regula t ions  and overs ight  are  needed now in  advance of  a  
problem that  has  not  ye t  emerged,  but  g iven the  magni tude  of  the  f low 
of  funds  over  the  next  decade,  i t ' s  going to  be  a  ser ious  one .  
 Let  me propose  a  very  s imple  tes t  of  how you determine  whether  
a  sovere ign weal th  fund would  be  good or  bad.   On the  one  hand,  a  
fund may s imply  inves t  to  maximize  i t s  f inancia l  re turn  on a  speci f ic  

 
3 Click here to read the prepared statement of Dr. Brad Setser 
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asse t ,  and i f  i t  d id  tha t ,  i t  would  meet  the  requirements  of  ef f ic ient  
capi ta l  markets  and everything would  be  f ine .  
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 I  th ink Norway,  by and large ,  does  tha t .   On the  o ther  hand,  i f  
you have a  sovere ign weal th  fund that  i s  wi l l ing  to  inves t  in  asse ts  as  a  
“ loss  leader ,”  in  order  to  promote  economic ,  pol i t ica l ,  mi l i ta ry  or  
o ther  types  of  s t ra tegic  goals ,  then you have a  very  ser ious  problem 
and a  very  ser ious  threa t  to  American economic ,  pol i t ica l  and mi l i ta ry  
sovere ignty .   And I  th ink tha t ' s  what  we have here  because  China  has  
a l ready es tabl ished the  pr inc ip le  tha t  i t  wi l l  use  i t s  excess  fore ign 
reserves  as  a  s t ra tegic  weapon through i t s  currency manipula t ion .   This  
i s  a  d i f ferent  way of  looking a t  currency manipula t ion  than has  been 
looked a t ,  but  i f  you th ink about  currency manipula t ion ,  i t ' s  a  perfec t  
example  of  us ing excess  fore ign reserves  as  a  weapon of  economic  
pol icy .  
 How does  i t  work?   Wel l ,  China  bas ica l ly  takes  our  dol lars  f rom 
Wal-Mart ,  and they “s ter i l ize”  those  dol lars  in  the i r  local  economy by 
se l l ing  bonds  to  the i r  people  a t  over  four  percent .   They then br ing 
those  dol lars  back here  and buy our  bonds  a t  two percent ,  and they 
earn  a  negat ive  net  re turn  - -  a  negat ive  net  re turn!  on  those  excess  
fore ign reserves .   Why would  they do that?  
 They do tha t  because  they are  s t ra tegic .   Such currency 
manipula t ion  boosts  the i r  expor ts .   In  doing so ,  i t  boosts  the i r  jobs ,  
and the  people  of  Ohio  and the  people  of  Michigan and the  people  of  
Cal i fornia  suffer .   So they have establ ished the  pr inc ip le  tha t  excess  
fore ign reserves  may be  used as  a  “ loss  leader”  to  achieve  economic  
goals . .  
 The  o ther  th ing China  has  es tabl ished is  tha t  i t s  government  wi l l  
use  the i r  excess  fore ign reserves  as  a  pol i t ica l  weapon.   Every  t ime 
people  in  Congress  ta lk  ser ious ly  about  any kind of  pol icy  response  to  
China 's  unfa i r  t rade  pract ices ,  what  do  they do?   They threa ten  what  
they themselves  ca l l  the  “f inancia l  nuclear  opt ion .”   That  opt ion  i s  to  
dump our  dol lars  and bonds  on global  markets ,  dr ive  our  in teres t  ra tes  
up ,  our  mortgage ra tes  up ,  ru in  our  s tock market ,  and cause  a  
recess ion.   And so  far ,  unfor tunate ly ,  tha t  f inancia l  b lackmai l  has  
worked on Capi to l  Hi l l  because  we have not  had ac t ion  on China’s  
many unfa i r  t rade  prac t ices .  
 So  there 's  a  very  c lear  danger  here .   I t ' s  not  c lear  and present  
danger ;  i t ' s  a  c lear  and fu ture  danger .   But  i t ' s  a  fu ture  tha t ' s  not  tha t  
too  far  away.   And le t  me give  you an  example .   Let ' s  suppose  tha t  
Commiss ioner  Mul loy holds  s tock in  an  American company for  h is  
re t i rement ,  and a  Chinese  company comes in  and buys  a  contro l l ing  
in teres t  in  tha t  company,  and they decide  tha t  wi th  tha t  cont ro l l ing  
in teres t ,  they ' re  going to  offshore  product ion,  tha t  they ' re  going to  
offshore  manager ia l  ta lent ,  tha t  they ' re  going to  offshore  research and 



 

 

development ,  and they ' re  going to  t ransfer  tha t  technology e i ther  to  the  
government ,  the  mi l i ta ry  or  maybe a  r iva l  to  tha t  American company.  
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 What  wi l l  happen to  Commiss ioner  Mul loy 's  inves tment  i s  tha t  i t  
wi l l  go  down.   That  American company wi l l  essent ia l ly  be  gut ted ,  as  
wi l l  the  sovere ign weal th  fund 's  inves tment  in  tha t  company,  but  the  
managers  of  the  sovere ign weal th  fund don ' t  care  because  the  net  ga in  
to  the  homeland is  subs tant ia l ly  h igher .   That ' s  the  major  r i sk  we have 
to  worry  about  here ,  and i t ' s  a  r i sk  tha t  wi l l  only  grow in  s ize  and 
danger  as  sovere ign weal th  funds  grow dramat ica l ly  in  s ize .   So we 
need to  ac t .  
 The g lobal  so lu t ion  here  i s  bas ica l ly  to  get  r id  of  sovere ign 
weal th  fund 's  f inancing.   How would  we do that?   Wel l ,  i f  we had an  
energy pol icy  we 'd  be  able  to  cut  of f  the  Middle  Eas t  and Russ ia 's  
excess  fore ign reserves  tha t  they ' re  accumulat ing .   Wouldn ' t  i t  be  n ice  
i f  we could  do tha t  on  Capi to l  Hi l l?  
 And the  o ther  th ing,  of  course ,  and th is  goes  to  Senator  Brown's  
e loquent  s ta tements  on  the  b ig  f ive  unfa i r  t rading pract ices  of  China--
expor t  subs id ies ,  currency manipula t ion ,  counterfe i t ing  and pi racy,  lax  
environmenta l ,  heal th  and safe ty  regula t ions--we need to  crack down 
on China’s  unfa i r  t rade  pract ices  which are  a  pr ime cause  of  the  U.S. -
China  chronic  t rade  imbalance .  
 In  formula t ing  an  SWF pol icy ,  we can ' t  re ly  on the  In ternat ional  
Monetary  Fund,  which is  t ry ing to  es tabl ish  voluntary  guidel ines .   
Voluntary  guidel ines  s imply  don ' t  work.   We cannot  re ly  on the  
Treasury  Depar tment .   Let ' s  face  i t ,  i f  the  Treasury  can ' t  handle  
China’s  rampant  currency manipula t ion ,  they ' re  not  going to  handle  
sovere ign weal th  funds .   I t ' s  jus t  not  going to  happen.    
 So  Congress  has  to  ac t .   What  does  i t  need to  do?   I t  needs  to  
have  fu l l  t ransparency for  sovereign weal th  funds .   That  means  
quar ter ly  and annual  repor t ing  requirements ,  inc luding disc losure  of  
asse ts  and holdings .   That ' s  the  f i rs t ,  but  tha t ' s  not  enough.  
 Here ,  I  s t rongly  d isagree  wi th  Senator  Bayh.   He says  i t ' s  fo l ly  
to  l imi t  res t r ic t ions  on g lobal  inves tment  in  the  U.S.   I  th ink i t ' s  fo l ly  
not  to .  Here ,  we s imply  need reasonable  res t r ic t ions .   In  one  opt ion,  
you could  e i ther  l imi t  sovere ign weal th  funds  to  inves tments  in  index 
funds .   That  would  be  a  hard  l imi t .   Or  a l te rnat ive ly ,  s imply  l imi t  them 
to  a  share  where  they cannot  ga in  contro l l ing  in teres ts  in  companies .   
In  tha t  math  of  a l l  th is ,  you have to  do what  Commiss ioner  Fiedler  
sugges ted:   I  you have  three  ent i t ies  f rom one country ,  you have got  to  
sum thei r  shares  up and count  them towards  the  l imi t .  
 In  addi t ion ,  we need to  put  of f  l imi ts  to  SWFs a l l  s t ra tegic  
sec tors  such as  te lecommunicat ions ,  por ts ,  energy,  defense .   I  mean i t ' s  
ludicrous  to  th ink tha t  the  Chinese  do not  covet  these  asse ts ,  g iven 
thei r  pas t  behavior ,  g iven the  d i f ference  in  the i r  ideology,  and given 



 

 

the  conf l ic ts  we ' re  going to  have wi th  China  over  na tura l  resources  in  
th is  wor ld  over  the  next  severa l  decades  because  of  the i r  emergence  as  
the  wor ld’s  fac tory  f loor .  
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 So ,  again ,  I  sa lu te  th is  Commiss ion for  tackl ing what  i s  a  very  
d i f f icul t  problem in  a  very  t imely  way.   I t ' s  going to  require  some 
courage  to  put  forward some solut ions  tha t  wi l l  ac tual ly  work,  but  i t  i s  
a  c lear  and fu ture  danger  tha t ' s  emerging and bet ter  tha t  we nip  i t  now 
in  the  bud ra ther  than wai t  for  the  problem to  get  even worse .   Thank 
you very  much.  
 [The s ta tement  fo l lows:]  

 
Prepared Statement  of  Dr.  Peter  Navarro,  Business  Professor  
The Paul  Merage School  of  Business ,  Univers i ty  of  Cal i fornia  

Irvine ,  Cal i fornia  
 

Mr. Chairman and members of the Commission.   My name is Peter Navarro, and I want to extend my 
deepest thanks for providing me with this opportunity -- and high honor -- to speak before you today on the 
crucial issue of sovereign wealth funds.  This Commission has consistently provided the highest level 
policy analysis of America’s emerging “China Problem” of any government-sponsored or academic 
institution, and for that, I heartily applaud its efforts.  As America’s economic difficulties only deepen, I 
sincerely hope that at some point the U.S. Congress, the U.S. Treasury Department, the U.S. Trade 
Representative, and the White House will move swiftly to adopt the policy recommendations this 
Commission has put forth in its latest annual report. 

 As a biographical note, I am a business professor at the University of California-Irvine and hold a PhD in 
economics from Harvard University.  My research has appeared in academic journals ranging from the 
Journal of Economic Perspectives, the Journal of Business, and the Rand Journal to the Harvard Business 
Review and China Perspectives.  I am also the author of a number of books on economics and public 
policy, including The Coming China Wars: Where They Will Be Fought, How They Can Be Won (Prentice 
Hall, 2006).  All of my publications can be accessed at www.peternavarro.com. 

A. MAIN TESTIMONY  

Sovereign wealth funds are government-run hedge funds financed by excess foreign reserves accumulated 
through a country’s chronic trade surpluses.  Commodity based funds common to the Middle East are 
financed largely by excess petrodollars generated by the cartel pricing of the OPEC cartel interacting with 
robust world petroleum demand.  Asian SWFs are fueled by excess trade dollars generated by the sale of 
manufactured goods and, particularly with China, are accumulated to a very large extent through various 
unfair trade practices that allow the U.S.-Asian trade imbalance to persist. 
As global financial investment vehicles, sovereign wealth funds are neither good nor bad, but governments 
make them so.    While the SWFs of countries like Norway and Abu Dhabi may be cheered, those of 
China, Russia, and Saudi Arabia should rightly be feared. 
As the poster child of a good citizen SWF, Norway’s fund has two main goals.  First, it provides 
countercyclical “fiscal stabilization.”  When oil prices are high, Norway adds to its SWF.  If oil prices fall, 
Norway can draw down its SWF rather than slashing government expenditures on critical needs such as 
health care and education. 
Second, Norway knows its declining oil reserves eventually will cease to be a major revenue source.  By 
growing its SWF now, Norway will generate wealth for future generations to live on in the style that 
current oil revenues have made them accustomed to.   For these reasons, Norway’s SWF always seeks to 
maximize its risk-adjusted financial returns – a primary requirement of efficient global markets. 

http://www.peternavarro.com/


 

 

In sharp contrast, China has a clear historical pattern of strategically deploying its excess foreign reserves 
as a “loss leader” to achieve other economic goals other than to maximize its financial return.  A perfect 
example of China’s mercantilist misuse of foreign reserves is China’s currency manipulation to boost its 
exports and create jobs – at the expense of workers in the U.S. and Europe. 
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In particular, to keep the Chinese yuan pegged and undervalued to the U.S. dollar, China first “sterilizes” 
vast sums of export dollars by issuing bonds to Chinese citizens at high interest rates.  China’s central bank 
then maintains the dollar-yuan peg by using those sterilized dollars to buy U.S. bonds at substantially lower 
interest rates.  In this way, China earns a negative return on its foreign reserves.  However, China is willing 
to take this loss on its foreign reserves investments because it boosts its exports and GDP.  By doing so, 
China’s “beggar thy neighbor” behavior completely violates the core principle of efficient capital markets, 
namely, that all investors in the financial markets seek to maximize returns.   
Even more provocatively, China has also firmly established the use of its foreign reserves as a political 
weapon.  Whenever pressure builds in the U.S. to curb China’s currency manipulation or other unfair trade 
practices, Chinese government officials threaten what they themselves refer to as the “financial nuclear 
option.”  They warn – sometimes directly, sometimes more subtly – that China will stop using its vast 
dollar-denominated foreign reserves to buy U.S. government bonds and begin dumping dollars on the 
international market.  Such a financial nuclear strike would cause interest and mortgage rates to soar and 
the U.S. stock market to drop sharply while triggering a U.S. recession.   
Based on China’s own bad behavior to date and the enormous economic and political power that its 
burgeoning foreign reserves bring, it should be clear that America has much to fear from the rapidly 
growing ability of Chinese SWFs to acquire controlling interests in U.S. corporations.  In buying up 
American corporate assets, Chinese SWFs will be able to heavily influence decisions about the offshoring 
of jobs, managerial best practices, research and development, and technology transfer.  Offshoring jobs hits 
America’s economy immediately.  Moving America’s R&D, managerial elite, and technologies to China 
significantly reduces future American productivity and growth. 
China’s SWFs also pose strategic dangers as they may seek to gain control of critical sectors of the U.S. 
economy -- from ports and telecommunications to energy and defense.  A big problem here is that many 
U.S. companies generate “dual use” technologies with both civilian and military applications.  Keeping 
China away from these technologies is particularly problematic, as the U.S.-China Commission well 
knows.. 
Most broadly, China’s SWFs threaten a loss of American sovereignty.  This danger lies in the 
aforementioned ability of China to use its vast foreign reserves to destabilize the international financial 
system in times of conflict – and thereby bully American politicians into submission.  In this sense, if 
China’s central bank represents the atomic bomb in China’s “financial nuclear option,” its rapidly growing 
SWFs will eventually represent a much higher megaton yielding hydrogen bomb.  Any one of a number of 
future conflicts with China could trigger the use of these financial nukes – from skirmishes over fair trade 
to the perennial open sore in U.S.-China relations, Taiwan. 
While China poses the most direct SWF threat, Russia poses its own set of problems.  Russia’s SWF is 
flush with petroleum and commodity revenues, and like China, it is no stranger either to state capitalism or 
brass knuckled trade policies.  Exhibit A is Russia’s bullying of Europe and the Ukraine over access to 
Russian natural gas reserves at reasonable prices while Russia’s veiled seizure of the oil company Yukos 
likewise casts a shadow over its commitment to free markets.  
As for Saudi Arabia, its corrupt monarchy stands as a perennial target for Islamic extremists. Should Saudi 
Arabia suffer an Iranian-style fundamentalist revolution, its SWF holdings, together with its vast oil 
reserves, would provide America’s Islamic enemies with substantial firepower. 
It follows that the rapid emergence of SWFs cries out for a coherent U.S. policy.  One major obstacle to 
swift action is the constructive role SWFs appear to be playing in the current global financial crisis.  They 
are providing critical liquidity to strapped global markets while serving as White Knights for distressed 
companies like Citi, Merrill Lynch, and UBS.  However, these short run benefits should not lull us into a 
false sense of long term security.   
In considering America’s policy options, it is critical to note that SWFs invariably represent the fruit of the 



 

 

poisoned free market tree.  Indeed, the SWFs of the Middle East and Russia exist largely because oil is 
priced according to monopoly principles by the OPEC cartel.  The Asian SWFs, particularly China, 
likewise exist largely because of mercantilist trade practices now generating chronic current account 
surpluses with the U.S. and Europe.   
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In this regard, China’s mercantilist trade practices are well-known by this Commission and include: blatant 
currency manipulation that acts as a tariff on U.S. exports to China and a subsidy to Chinese exports to the 
U.S.; a wide range of WTO violations, including the widespread use of export subsidies and import 
barriers; rampant counterfeiting and piracy that provide Chinese manufacturers with real cost advantages; 
and lax health and safety regulations far below international norms that likewise provide production cost 
advantages. 
These observations suggest three broad SWF policy responses.  First, the U.S. needs a comprehensive 
energy policy that will dramatically cut its reliance on foreign oil and thereby choke off the flow of excess 
petrodollars to Middle East and Russian treasuries.  Second, the U.S. urgently needs to crack down on 
Chinese mercantilism while boosting the fortunes of its own manufacturing base. Third, the U.S. must end 
an era of easy money and deficit spending that has helped artificially stimulate U.S. consumption of both 
Middle East oil and subsidized Chinese goods. 
America also needs a targeted SWF policy.   Here, the U.S. should certainly lend its support to the 
International Monetary Fund.  At the urging of the G-7, the IMF is exploring the establishment of a set of 
guidelines, a code of conduct, and a menu of best practices for SWFs. However, given the IMF’s political 
constraints, unilateral U.S. action will also be an absolute necessity.     
First, the U.S. should demand full transparency for any SWF purchasing U.S. assets.  This means quarterly 
and annual reporting requirements like those filed by corporations that summarize the SWF’s financial 
returns, major holdings, and objectives.   
A second option would limit SWFs to investments in broad-based index fund like the S&P 500 and Russell 
2000 rather than allowing SWFs flush with cash to cherry pick America’s finest corporations. 
Still a third, less restrictive, option, would limit the percentage of equity shares held in any given company. 
 This limit should be set low enough to prevent an SWF from gaining a controlling interest and thereby 
influencing managerial decisions related to offshoring, R&D, and tech transfer.  In this vein, SWFs should 
also be completely prohibited from investing in any sector, industry, or asset deemed to be strategic for 
U.S. economic or military purposes.    
As a final cautionary note, corporations themselves need to be very careful when fielding inquiries from 
SWFs.  Opening their company’s books and operations to such prospective investors is often an open 
invitation to industrial espionage and other abuses. 
 
B. Q&A PORTION OF NAVARRO TESTIMONY 
 
Business Professor Peter Navarro responds to the following set of questions provided by the U.S.-
China Commission for his February 7, 2008 testimony. 
 
1. How do SWF investments differ from other foreign investment? 
            
The two key differences between SWFs and other foreign investment relate to source of funding and 
investment objectives.      
 
Foreign investments undertaken by entities other than SWFs are typically funded by individuals or 
institutions through vehicles ranging from mutual funds and pension funds to corporations and other 
private entities.  What each of these forms of foreign investment share in common is the singular desire to 
simply maximize their rate of financial return on the foreign investment for a given level of risk.  This 
desire is consistent with the requirements of efficient capital markets and helps ensure an efficient 
allocation of capital. 
 



 

 

In contrast, government-owned SWFs are funded by excess foreign reserves earned when countries run 
chronic trade surpluses.   Because SWFs are owned by governments, they have the potential to pursue 
investment objectives that may not directly maximize the financial returns of their investments but provide 
other types of economic and/or strategic benefits.  In pursuing strategic goals beyond that of maximizing 
their financial returns in their particular investments, SWFs violate the principles of free market efficiency. 
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As an example, an SWF may acquire a controlling interest in an American corporation and effectively gut 
that corporation by offshoring jobs, R&D, technology, and management talent to the homeland.  While 
shareholders in the American corporation – including the SWF -- suffer a loss of financial return, the gains 
to the homeland would more than offset the SWF’s financial loss and provide a net benefit to the 
homeland.  In this way, SWFs may act as strategic “loss leaders” for the achievement of other policy goals. 
  
 
2. Is there a difference between funds derived from commodity sales and funds that derive from running 
large trade surpluses? 
 
No, not when it comes to the critical global welfare test of an SWF.  The critical global welfare test of an 
SWF is whether it seeks to maximize its financial returns or, alternatively, is the SWF willing to sacrifice 
return in pursuit of other policy goals.  As argued in my testimony, SWFs that sacrifice financial returns for 
other policy goals present very significant dangers both to the U.S. and global economy. 
 
In principle, both commodity-financed or trade-financed SWFs are capable of failing this global welfare 
test by using their excess reserves to promote broader strategic goals.  As I indicate in my testimony, SWFs 
are neither good nor bad but governments make them so.   
 
For example, a Norwegian commodity-financed SWF may simply seek to maximize its financial returns to 
meet the goals of fiscal countercyclical stabilization and intergenerational wealth transfer.  In contrast, a 
Russian SWF financed by petrodollars and other commodity-derived revenues can be every bit as 
dangerous as a Chinese SWF financed by trade dollars if they both use their SWFs to pursue goals other 
than the maximization of their financial returns.   
 
3. How do other G-7 countries deal with foreign investment and sovereign wealth funds?  Do other G-7 
nations limit investment for national security or other reasons? 
 
While political rhetoric against SWFs is becoming more heated, SWF policy formulation continues to lag 
behind in both Europe and the United States.  At present, at the urging of the G-7, the IMF is seeking to 
develop a voluntary code of conduct for SWFs.   Such a voluntary code is likely to do little to stem the 
growing influence of SWFs.  Direct action by the U.S. Congress is critical. 
 
C. RESPONSE TO ARGUMENTS IN FAVOR OF UNREGULATED SWFS 
 
The U.S.-China Commission has also asked hearing participants to respond to a set of arguments 
offered in favor of SWFs by proponents of an unregulated SWF market.  Professor Navarro explains 
why each of the identified claims is spurious. 
 
Spurious Claim #1 “[T]the [SWF] funds merely invest for financial gain and are not involved in politics 
and that they are not interested in technology transfer or obtaining proprietary information from their 
investment targets. 
 
The claim itself is not spurious but rather what we are supposed to infer from it.  Unregulated SWF 
proponents would have us infer that SWFs will continue to exhibit this benign behavior.  Nothing in the 



 

 

current economic and regulatory environment can possibly guarantee that.   
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Spurious Claim #2: SWFs provide capital to the U.S. economy and help create jobs 
 
SWFs also destroy jobs and diminish the availability of capital within the U.S.   Consider China’s SWFs.  
These are financed by China running chronic trade deficits with the U.S.  The U.S.-China chronic trade 
imbalances are, in turn, the result of a well-documented and highly destructive set of unfair trade practices. 
 These practices include blatant currency manipulation, massive illegal export subsidies, import barriers, 
flagrant counterfeiting and piracy, and health, safety and environmental regulations far below international 
norms.   
 
The broader point is that the dollars in China’s SWF literally have a mirror image in the destruction of jobs 
and the slowing of economic growth in the U.S. because they are being accumulated and invested through 
the application of mercantilist trade practices that violate the norms of free trade.   
 
Prospectively, if left unregulated, the “mercantilist SWFs” of countries like China will accumulate more 
and more funds and therefore more and more power to directly harm America’s industrial base.  Such harm 
may be inflicted in any number of the ways outlined in this testimony.     
 
Spurious Claim #3: In the current subprime mortgage and credit crisis, they are helping to bail out the 
U.S. financial services industry. 
 
As with Claim #1, it is not the claim itself that is spurious here but rather what unregulated SWF 
proponents would have us infer from it.  The faulty inference is that just because SWFs represent an 
important source of liquidity in the present  global financial crisis, they must therefore be benign in the 
future.   In fact, the SWFs could just as easily be looked upon as vultures than White Knights.   
 
In this regard, one should not forget the critical and critically destructive role that China’s currency 
manipulation has played in the creation of the mortgage crisis and real estate asset bubble to begin with.   
To maintain, its fixed peg to the dollar, China has recycled over a trillion dollars of its foreign reserves 
back into the U.S. bond market over the last six years.  This currency manipulation contributed materially 
to the era of low mortgage rates and easy credit that created the asset bubble to begin with.   
 
Spurious Claim #4A: SWFs are just … like private equity firms.  
 
This claim is just plain stupid.  Private equity firms have only one goal – to maximize the value of their 
shares for their owners.  In this way, private equity firms fulfill the most critical requirement of efficient 
capital markets. 
 
In contrast, SWFs may or may not seek to maximize their financial returns.  Instead, as this testimony has 
illustrated in the case of China’s currency manipulation, a country like China may purposely lose money on 
its foreign reserves to promote other goals related to its economic and trade policies.  In this way, unlike 
private equity firms, SWFs fail to meet the most critical requirement of efficient capital markets. 
 
Spurious Claim #4B: SWFs are just a manifestation of the free market system.  
 
This claim is equally stupid.  Almost all of the world’s SWFs derive their funding by crippling the free 
market in one or more ways. 
 
As every economics student learns, the free market leads to an efficient allocation of resources if and only 
if certain conditions are met.   These conditions include the lack of monopoly elements, the lack of 



 

 

subsidies that distort true price signals, and the absence of any “negative externalities.  When any one of 
these conditions are not met, the free market is said to be afflicted with “market failure” and an efficient 
allocation of resources is not obtained. 
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In fact, the world of SWFs is riddled with market failures so the virtues of the free market do not apply.  
For example, commodity-based, petrodollar SWFs owe their very existence to the monopoly pricing and 
production constraints of the OPEC cartel.  If such a cartel were to try to operate on U.S. soil, it would be 
ruled per se illegal under our antitrust laws and its managers and owners would be fined and jailed. 
 
The trade dollar SWFs likewise represent the poisonous fruit of a free market shackled by unfair, 
mercantilist, beggar thy neighbor policies.  In fact, if the free market were in effect, China would float its 
currency like the U.S. and Europe and Japan, market forces would quickly drive up the value of the 
Chinese yuan, U.S. exports to China would rise, Chinese imports to the U.S. would fall, trade would come 
back into balance, and China’s SWFs would have no long term source of funding. 
 
The surprise here is that the U.S. Treasury Department continues to turn a blind eye to Chinese currency 
manipulation via its fixed peg despite urging by this Commission to act.  Congress and the White House 
similarly continue to largely ignore China’s flagrant violations of the WTO via export subsidies and import 
barriers as well as China’s industrial strength counterfeiting and piracy.   Both practices are in sharp 
contradiction to free market principles. 
 
Finally, there is the matter of China’s lax environmental and health and safety regulations.  This lax 
regulatory environment generates significant “negative externalities” in the form of pollution and health 
and safety risks that impose substantial social costs on the Chinese people that are not reflected in the 
private cost of production.  That these negative externalities and resultant market failures help swell 
China’s SWF coffers likewise undercuts any claim of a free market efficiently allocated global capital. 
 
Spurious Claim #5: China’s fund, the China Investment Corporation, has actually lost money on its first 
purchases of U.S. assets.  
 
So what?  So did everybody else who bought Blackstone shares at the top.  This means nothing for the 
future of China’s SWFs. 
 
On this point, China’s money managers will steadily improve their trading skills, and China is unlikely to 
make the same mistakes that Japan did during its American buying spree in the 1980s.  That said, Claim #5 
is really irrelevant and a red herring. 
 
As outlined in my testimony, the real concern with Chinese SWFs is whether they will use their SWF 
investments as a loss leader to promote other policy goals detrimental to the U.S. and the broader global 
economy.  Everything we know about China and its management of its excess foreign reserves to date tells 
us there is great danger. 
 
Spurious Claim #6: China has avoided purchasing voting shares or has otherwise signaled its intention to 
avoid participating in or influencing management decisions. 
 
In the absence of appropriate legal and regulatory constraints, China’s past certainly need not be its 
prologue to a future where Chinese SWFs will rapidly swell in size and influence.   There is a very clear 
and future danger here. 
 
 CHAIRMAN WORTZEL:  Thank you very  much,  Dr .  Navarro .   I  
apprecia te  tha t .   Dr .  Mar t in .  
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STATEMENT OF DR. MICHAEL F.  MARTIN 
ANALYST IN ASIAN TRADE AND FINANCE 

FOREIGN AFFAIRS,  DEFENSE AND TRADE DIVISION 
CONGRESSIONAL RESEARCH SERVICE 

WASHINGTON, D.C.  
 
 DR.  MARTIN:   Chairman Wortze l  and Commiss ioner  Mul loy,  the  
res t  of  the  Commiss ion,  I  want  to  thank you for  the  oppor tuni ty  to  
speak today.   Before  I  begin  my tes t imony,  I  need to  c lar i fy  tha t  I  am 
here  as  Michael  Mart in  and not  speaking on behal f  of  Congress ional  
Research Service .   Otherwise ,  I  won ' t  be  able  to  go back to  
Congress ional  Research Service  i f  I  don ' t  make th is  s ta tement .   
However ,  the  Congress ional  Research Service  has  granted  me the  
permiss ion to  submit  my repor t  on  China 's  sovere ign weal th  fund as  
my wri t ten  tes t imony,  so  i t  i s  for  the  record .  
 In  addi t ion ,  there 's  another  CRS repor t  tha t  may be  avai lable  to  
you i f  reques ted ,  and we can discuss  tha t .   My col league Marty  Weiss  
i s  wi th  me so  i f  I  s tumble ,  I  can  turn  to  h im.   I 've  a lso  submit ted  a  
formal  copy of  my ora l  presenta t ion ,  which wi l l  a lso  be  for  the  record ,  
and what  I  wi l l  now do then is  complete ly  ignore  tha t  sa id  document ,  
in  par t  because  much of  i t  has  a l ready been covered by other  
presenters  so  far .  
 What  I  want  to  focus  on are  four  ques t ions  tha t  were  sent  to  me 
by people  who work for  the  Commiss ion,  and my compl iments  to  them 
for  the i r  work,  having to  do speci f ica l ly  wi th  China 's  sovere ign weal th  
fund.  
 They are ,  one ,  what  i s  the  growth potent ia l  of  China 's  sovere ign 
weal th  fund;  two,  what  do we know about  China 's  sovere ign weal th  
fund,  CIC;  three ,  sor t  of  a  quick  summary of  what  may be  the  major  
concerns  about  i t?   A warning,  I 'm an economis t ,  so  I  wi l l  focus  on 
economic  i ssues .   And four ,  i f  t ime should  a l low,  what  can we do 
about  i t?   And because  of  t ime const ra in ts ,  what  I ' l l  s ignal  i s  tha t  
what ' s  in teres t ing  to  me is  i t  seems tha t  regardless  of  the  perspect ive  
an  individual  has  on sovere ign weal th  funds  and speci f ica l ly  the  China  
Inves tment  Corpora t ion ,  or  CIC,  they seem to  come to  the  same 
conclus ions  on what  are  our  opt ions  before  us .   So tha t ' s  an  in teres t ing  
end-point  which I  may not  ge t  to .  
 Let  me s tar t  out  wi th  the  s imples t  of  the  ques t ions :  what  i s  the  
growth potent ia l?   And here  I ' l l  sound l ike  an  economis t .   Wel l ,  the  
growth potent ia l  i s  anywhere  f rom zero  to  over  $1  t r i l l ion .   Let  me be  
a  l i t t le  more  speci f ic  on  tha t .  
 A number  of  people  have pointed  out  the  CIC were  in i t ia l ly  
inves ted  wi th  about  $200 bi l l ion ,  depending on exchange ra tes  a t  the  



 

 

moment .   And as  people  have pointed  out ,  about  two- th i rds  of  tha t  has  
a l ready been taken up wi th  domest ic  inves tments ,  and here  le t  me s tep  
as ide  for  a  second and comment  on something tha t  the  CEO,  chai rman 
of  CIC,  Lou J iwei ,  sa id  about  the  genes is  of  the  CIC.  
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 Effec t ive ly ,  he  ta lked about  i t  as  i f  i t  were  an  af ter thought- - tha t  
China  faced some domest ic  economic  problems,  tha t  they had money 
tha t  they needed to  s ter i l ize ,  and as  wel l  as  a  couple  o ther  economic  
problems,  and so  th is  idea  of  s tar t ing  a  sovere ign weal th  fund that  
could  outwardly  inves t  the  money came about .  
 Now,  there  i s  a lways  a  quest ion  on the  reputabi l i ty  of  publ ic  
s ta tements  by Chinese  off ic ia ls  or  somet imes  o ther  of f ic ia ls ,  but  
se t t ing  tha t  as ide  for  a  second,  he  d id  seem to  indica te  tha t  when he  
was  appointed  to  the  pos i t ion ,  there  had not  been extens ive  thought  
about  what  CIC was  going to  do wi th  th is  roughly  $70 bi l l ion  of  
overseas  inves tments  tha t  they could  make.  
 So I  infer red  f rom th ings  tha t  he  sa id  publ ic ly ,  and other  
sources ,  tha t  i f  they have a  poor  performance,  tha t  there  may be  
pol i t ica l  wi l l  ins ide  China  to  jus t  c lose  down the  CIC.   Say that  d idn ' t  
work.   We' l l  t ry  something e lse .  
 I f ,  on  the  o ther  hand,  they are  successful ,  according to  some 
cr i te r ia ,  then an  increas ing por t ion  of  tha t  $1 .5  t r i l l ion  in  fore ign 
exchange reserves  tha t ' s  avai lable  may be  g iven to  the  CIC.  
 And on tha t ,  I  wi l l  quote  Chairman Lou again .   Quote :  " I f  I 'm 
making losses  everyday,  how can I  face  asking the  government  for  
more  money?"   So he  i s  concerned about  the  ra te  of  re turn  of  h is  
inves tments .  
 One other  point  on  tha t ,  Dr .  Setser  ta lked about  the  exchange 
ra te  r i sk .   According to  Lou,  he  i s  not  responsible  for  a  se t  exchange 
ra te  r i sk .   He only  needs  to  earn  a  four  or  f ive  percent  ra te  of  re turn  in  
order  to  be  considered successful  in ternal ly  ins ide  China .   Again ,  
tha t ' s  taking him a t  h is  word.  
 Second,  what  do we know about  China 's  sovere ign weal th  fund?   
There  I ' l l  ta lk ,  as  Brad did ,  about  Truman 's  t ransparency,  governance  
and other  cr i te r ia .   And there  the  record  in  China  i s  k ind of  mixed.   In  
some s i tua t ions ,  they ' re  very  t ransparent .   We know who the  board  of  
d i rec tors  of  the  CIC are .   We know when they have made a  decis ion 
about  an  inves tment ,  what  they ' re  going to  inves t  in .    
 But  what  we don ' t  end knowing is  when exact ly  tha t  t ransact ion 
takes  p lace  and the  deta i l s  of  the  t ransact ion .   I  see  I 'm running even 
fas ter  on  t ime.  
 So there 's  problems there .   There 's  problems wi th  the  
in ter l inking of  the  sub- inves tments .   The example  of  Rio  Tinto  where  
the  China  Development  Bank was  par t  of  the  f inancing.   The China  
Development  Bank is  a lso  inves ted  by CIC.  



 

 

 Real  quick  on the  concerns .   I  was  correc t .   I  won ' t  ge t  to  what  
we can do about  i t .   You can ask  about  tha t .   There 's  been a  lo t  of  ta lk  
about  the  mot ivat ion  behind the  CIC.   As  an  economis t ,  to  be  hones t ,  
I 'm less  concerned about  the  mot ivat ion of  what  the  CIC's  inves tments  
are .   I f  they want  to  make a  s tupid  inves tment ,  they can make a  s tupid  
inves tment .  
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 What  I  am concerned about  are  the  potent ia l  economic  
impl ica t ions  of  inves tment  decis ions  or  t ransact ions  tha t  take  p lace .   
The “nuclear  opt ion”  cer ta in ly  i s  a  potent ia l  r i sk  tha t ' s  out  there .   The  
l ike l ihood,  though,  of  China  making such a  t ransact ion  of  dropping 
hal f  a  t r i l l ion  dol lars  in  U.S.  government  debt  in  a  shor t  per iod of  
t ime,  which would  be  the  scenar io  in  which they could  do i t ,  I  see  as  
low personal ly .  
 The more  grea ter  concern  tha t  I  would  have  in  the  
macroeconomic  environment  i s  ac tual ly  on  the  market ' s  abi l i ty  to  deal  
wi th  rumors  or  specula t ion  about  what  the  CIC or  o ther  sovere ign 
weal th  funds  are  doing.   We saw wi th  Rio  Tinto  a  month  ago when 
there  were  rumors  tha t  China  was  going to-- that  CIC was  going to  
inves t ,  tha t  the  s tock pr ice  went  up  ten  p lus  percent  in  one  day.  
 We jus t  saw i t  the  o ther  day wi th  yet  another  specula t ion  or  
rumor  about  a  CIC inves tment  where  s tock jumped up double  d ig i t s  in  
one  day.  
 In  the  current  envi ronment  where  f inancia l  markets  are  a  l i t t le  
b i t  sk i t te r i sh  because  of  the  subpr ime loan cr is i s ,  there  i s  a  cer ta in  
anxie ty  tha t  can  be  crea ted  i f  rumors  or  specula t ions  about  sovere ign 
weal th  fund inves tments  s tar t  c i rcula t ing  a t  a  h igh level .    
 I  see  I 'm out  of  t ime;  I  am open to  ques t ions .  
 [The s ta tement  fo l lows:]  
 

Prepared Statement  of  Dr.  Michael  F.  Mart in  
Analyst  in  Asian Trade and Finance 

Foreign Affairs ,  Defense  and Trade Divis ion,  Congress ional  
Research Service ,  Washington,  D.C.  

 
Chairman Wortzel, Commissioner Mulloy, and to the other members of this commission, thank you for this 
opportunity to speak today at this important and timely hearing on the implications of sovereign wealth 
funds for national security.  
 
 Before I begin my formal testimony, I would like to clarify that the views and opinions that I 
present today are my own, and not those of the Congressional Research Service. However, the 
Congressional Research Service has granted me permission to submit my report on China’s sovereign 
wealth fund as my written testimony for this hearing. In addition, I have submitted a formal copy of my 
oral presentation for the record.  
 
 On September 29, 2007, China formally established the China Investment Corporation, Limited – 



 

 

or CIC – six months after announcing its intention to start a sovereign wealth fund. With an initial injection 
of $200 billion in capital, the CIC became one of the largest sovereign wealth funds in the world. The CIC 
also became a focal point of widespread concern about the recent growth in sovereign wealth funds and 
their potential impact on global financial markets, international economic development, and national 
security. 
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  However, it is interesting to note – according to the CIC’s CEO, Lou Jiwei – that the creation of 
China’s sovereign wealth fund was almost considered by China’s leadership as a necessary byproduct of 
policy decisions made to remedy a couple of domestic economic problems. At a recent presentation at the 
World Bank, Lou explained that the CIC was created to solve two domestic economic issues. First, to find 
a way of soaking up perceived excess liquidity in China. Second, to find a way of transferring the holdings 
of China’s commercial banks – the Industrial and Commercial Bank of China (ICBC), the Agricultural 
Bank of China, and the China Development Bank – from the People’s Bank of China to a central 
government agency. The fact that the resulting sovereign wealth fund would need to invest its capital 
seems to have been an afterthought.  
 
 Regardless of the circumstances surrounding its creation the CIC has begun to invest its initial 
capital. Approximately one-third of its capital was used to purchase the Central Huijin Investment 
Corporation – or CHIC – from the People’s Bank of China. Prior its acquisition by the  CIC, the CHIC had 
made investments in various financial entities, including several Chinese banks – the Bank of China 
(BOC), China Construction Bank (CCB), and the ICBC – and a U.S. private equity company, the 
Blackstone Group. In May 2007 – after China announced its plans to create the future CIC, but before the 
CIC was officially established, the CHIC invested $3 billion to purchase just under 10% of Blackstone in 
the form of non-voting shares. After the CHIC was acquired by the CIC, these investments were 
transferred to the new sovereign wealth fund.  
  
 Another third of the CIC’s $200 billion in capital may have been invested during the last four 
months in two more Chinese banks – the Agricultural Bank of China (ABC) and the China Development 
Bank (CDB). In November 2007, the CIC supposedly decided it would purchase one third of ABC for $40 
billion. However, since then there has been no confirmation of the investment. Just last week, there were 
reports that the CIC may be increasing its investment in the ABC to $45-50 billion, and that the investment 
may not occur until April 2008. The circumstances surrounding the CIC’s reported investment in the CDB 
have similarly been rather vague, with the exact date, amount and terms of the alleged investment 
unreported.  
 
  Two of the CIC’s investments have been reported extensively and in detail – $100 million in 
shares of the China Railway Group during its initial public offering in Hong Kong and $5 billion to 
purchase “around 9.9%” of Morgan Stanley. At the time of CIC’s investment, Morgan Stanley stressed that 
the sovereign wealth fund would have “no special” rights of ownership and no role in the company’s 
management.  
 
 The very fact that Morgan Stanley felt obliged to state that CIC would have “no special” rights or 
role in the company’s management attests to the existing apprehension about the presence of China’s 
sovereign wealth fund in international financial markets. Not that sovereign wealth funds are new to global 
markets; there have been sovereign wealth funds for over 50 years with an estimated $2-3 trillion already 
invested. However, for some reason, as Lou acknowledged during his presentation at the World Bank, 
China’s creation of a sovereign wealth fund with $200 billion to invest caught everyone’s attention – and 
raised some serious concerns about the impact of sovereign wealth funds on the global economy.  
 
 Edwin M Truman of the Peterson Institute for International Economics released a policy brief on 
sovereign wealth funds in August 2007 that provided an excellent summary of these concerns in the 



 

 

context of an international discussion about establishing “best practices” guidelines for sovereign wealth 
funds. He divided these concerns into four inter-related general categories – 1. Governance; 2. 
Transparency; 3. Behavior; and 4. Objectives and Investment Strategy. Truman also offered two criteria by 
which to assess policies targeted at the activities of sovereign wealth funds – 1. Accountability; and 2. 
Protection. For the next portion of my testimony, I would like to comment on these four concerns in the 
context of these two criteria as they pertain to the CIC. 

 

 
 
 
  

- 64 -

  

 
Governance 
 
 Truman and others argue that there should be standards for sovereign wealth funds that clearly set 
out the role of the government and the fund managers, as well as clear accountability arrangements. In 
addition to underlying ethical issues raised by government officials investing in private companies, people 
have also expressed their apprehension about sovereign wealth funds being used by governments to 
advance a potential geopolitical agenda. 
 
 The Chinese government and the CIC apparently recognize these governance issues and have 
provided a fair amount of information about its administrative structure. Technically, the CIC is a separate 
corporate entity, owned by the Chinese government and reporting directly to China’s State Council. The 
CIC has a board of directors with 11 members, including one selected by the employees of the CIC. None 
of the board members serve on China’s State Council, providing some separation between the CIC and 
Chinese government.  
 
 However, some observers have pointed to the primary employment of the 10 appointed board 
members as an indication that the Chinese government wishes to maintain tight control over the CIC. Four 
of the board members come from the Ministry of Finance, two from the People’s Bank of China, two from 
the National Development and Reform Commission, China’s economic policy think-tank, one comes from 
the Ministry of Commerce, and the last one comes from China’s national pension fund. To some analysts, 
the mix of board members represents a political compromise among the leadership of the Chinese 
Communist Party to obtain broad-based support for the creation of the CIC; to others, the board’s links to 
China’s key economic agencies will provide China’s leadership with the necessary mechanisms to exert 
indirect control over the activities of the CIC. 
 
 The CIC has also begun to advertise internationally for external fund managers. According to 
Lou, the CIC plans on allocating some of its capital to external fund managers to invest – according to 
some general investment guidelines – as a both a method of administering its investment activities as well 
as to provide a second-layer of separation between the CIC’s investments and China’s central government. 
The external fund managers are to include not only well-known international funds, but also individual 
fund managers with a strong credentials.  
 
 However, the CIC appears to be planning on using its external fund managers primarily for 
overseas investments. At present, nearly two-thirds of the sovereign wealth fund’s capital is targeted for 
domestic investments, such as the purchase of the CHIC or the planned capital outlays for China’s 
commercial banks. As a result, the CIC could still be used as an instrument to advance the central 
government’s domestic economic policies. In some cases, those domestic economic policies may have 
international implications. 
 
Transparency 
 
 Truman’s second category of concern focuses on the transparency of a sovereign wealth funds 
operations. Transparency covers a range of administrative issues, including publication of financial 
statements, independent auditing, and public disclosure of investment strategies. The underlying notion is 



 

 

that the more that is known about the investment activities of the sovereign wealth fund, the less likely that 
inappropriate activities will occur and the less likely that international financial markets will be “shocked” 
by the actions of sovereign wealth funds. 
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 To date, the CIC has had a mixed record on its transparency. As previously stated, the CIC has 
provided quite a lot of information about its administration, and has quickly announced its planned 
investment decisions once they have been made. However, the CIC has not been particularly punctual or 
precise in announcing the details when and how the planned investments were made. As a result, there 
continues to be a stream of rumors about CIC’s planned investments, and not surprisingly, a series of 
market fluctuations as investors react to those rumors. 
 
 According to the CIC, the issue of transparency cuts both ways. While a certain level of disclosure 
may provide reassurance to governments and international investors, too much disclosure may hurt the 
CIC’s commercial interests. In the words of CIC’s CEO, “If we are transparent on everything, the wolves 
will eat us up.” Based on various comments made by senior officials of the CIC, it would appear that they 
plan on conforming to standard international accounting practices and forthcoming when investments 
decisions are made, but may not release financial statements or details of the CIC’s investment strategy. 
 
Behavior 
 
 To my mind, Truman’s issue of behavior is intertwined with governance and transparency. 
Truman would like to see sovereign wealth funds establish behavioral guidelines for its investment 
management, covering both the scale and speed at which fund managers may alter their portfolios, but also 
consultative arrangements with countries that may be affected by investment decisions. The implicit notion 
is that these internal guidelines and policies will protect the sovereign wealth fund and the international 
financial markets from irresponsible behavior. However, as the recent experience of Credit Lyonnais 
would seem to indicate, such guidelines and policies are only as good as the commitment of senior 
management to abide by their self-established rules and regulations. In general, it is unclear if the 
behavioral risks of the CIC are significantly different from a privately-owned investment fund. 
 
Objectives and Investment Strategy 
 
 The general presumption is that sovereign wealth funds should confirm to the alleged profit-
maximizing behavior of other major investors operating in financial markets for two reasons. First, it 
supposedly makes the investment behavior of the sovereign wealth funds more predictable, and therefore, 
less likely to cause market disruptions. Second, it reduces or eliminates the possibility that a nation will use 
its sovereign wealth fund to advance geopolitical goals and/or pose a threat to the national security of 
another nation.  
 
 From the start, the Chinese government has issued a series of statements confirming that the CIC 
will be “purely investment-return driven.” Lou gave a more nuanced explanation of the CIC’s investment 
strategy to the press in December 2007, saying, “We will adopt a long-term and prudent investment 
principle and a safe, professional portfolio strategy that adapts to market changes, which will put emphasis 
on a rational match of returns and risks.” More recently, Lou compared the CIC to a farmer who wants to 
farm the land well, but is able to take advantage if a “big, fat rabbit” runs by – a reference to CIC’s 
investment in Morgan Stanley. 
 
 However, a number of commentators – including my fellow panelist Brad Setser – have 
questioned whether the CIC has developed a “coherent investment strategy.” While Lou implied at a 
presentation in Washington that the Morgan Stanley investment decision came after a long courtship and 
much consideration, various unnamed sources inside the CIC claim that the decision was made rather 



 

 

suddenly, catching some of CIC’s top officials by surprise. There are also reports that there continues to be 
discussion and debate between key Chinese government agencies on the proper role and purpose for the 
CIC.  
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 In response to a question about possible models for CIC among the existing sovereign wealth 
funds, Lou stated that the CIC will probably be more like the Government of Singapore Investment 
Corporation (GIC) than Temasek Holdings, Singapore’s other sovereign wealth fund. It is interesting to 
note that last year Truman ranked 32 sovereign wealth funds according to a set of criteria he had developed 
and determined that GIC was one of the worst sovereign wealth funds (ranking 30th) while Temasek one of 
the better funds (ranking 11th). Lou did not elaborate upon his comment. 
 
 There has also been much speculation on the CIC’s goal for the rate of return on its investments. 
Because few sovereign wealth funds publish financial reports, it is hard to determine their overall 
profitability. On several occasions, the CIC has made it known that the it will have to establish a record of 
profitability if it is to receive additional capital from the Chinese government. As Lou put it, “If I am 
making losses every day, how can I face asking the government for more money?” 
 
 There is a fairly clear floor on the CIC’s rate of return goal. Under its agreement with the Chinese 
government, the CIC is responsible for servicing the cost of bonds issued to transfer the foreign exchange 
from the People’s Bank of China over to the CIC. That means the CIC must earn at least a rate of return of 
about 5% in order to cover the cost of the bonds.  
 

Currently, a significant portion of China’s $1.5 trillion in foreign exchange reserves is invested in 
U.S. government debt, earning approximately 4-5% interest. So, it seems reasonable to assume that the 
CIC will have to outperform the relatively low risk rate of return that can be earned from U.S. government 
debt. In addition, the Chinese renminbi is expected to continue its gradual appreciation against the U.S. 
dollar and other major currencies over the next few years, which could place pressure on the CIC to 
preserve the real value of its capital fund over time by earning an additional 5-8% in its overall rate of 
return. Finally, China’s domestic inflation rate is rising, and is expected to exceed 5% in 2008. If the 
Chinese government should evaluate the CIC’s performance in its domestic currency, China’s rising rate of 
inflation will place more pressure on the CIC to obtain higher yields, possibly as high at 15-20%. However, 
according to Lou, the Chinese government only expects the CIC to cover the nominal cost of its debt, or 
about 5%.  

 
The target yield of the CIC is important primarily because of its implications for its portfolio mix. 

Earning higher yields usually means investing in higher risk investments and accepting more volatility in 
the value of the portfolio at any given time. This raises concerns for international markets for two reasons. 
First, given the CIC’s comparatively large current and potential capital fund, higher target yields could 
translate into riskier investments and more market volatility. Second, it is uncertain how comfortable the 
Chinese government will be if and when the CIC’s portfolio undergoes a sharp correction due to a poor 
investment decision. There is a risk that China will respond to a short-term loss by making sudden dramatic 
shifts in its investments, and possibly causing tumult in international financial markets. Similarly, a 
particular good patch of CIC investments may persuade the Chinese government to sell off much  of its 
U.S. government debt and hand the capital over to the CIC to invest. Under some circumstances, such a 
sharp shift in China’s ownership of U.S. government debt could cause problems for the future issuance of 
U.S. government debt. 
 
Market Effects 
 
 Setting aside for a moment the potential political ramifications of China’s sovereign wealth fund, 
the entry of the CIC into global financial markets in theory could have a significant economic impact on 



 

 

both a macroeconomic and microeconomic level. On a macroeconomic level, the key issue appears to be 
the possible shift of China’s holdings of U.S. government debt – either in a sudden move or gradually over 
time – into other forms of investments. On a microeconomic level, there are two separate issues of greater 
concern. First, some people are apprehensive about China using the CIC to secure significant market power 
over key commodity or financial markets. Second, regardless of the intentions of the CIC, there is concern 
that rumors and speculations about possible CIC investments may contribute to market instability. 
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 According to a recent Congressional Research Service report, China possesses over $600 billion 
in U.S. government securities, making China one of the largest overseas holders of U.S. debt. As 
previously mentioned, the creation of the CIC provides China with an alternative investment vehicle for its 
accumulating foreign exchange reserves. Rather than buying more U.S. governmental debt, the CIC can 
invest in higher-yield, higher-risk investments. Analysts have raised concern about two alternative 
scenarios involving shifts in China’s holdings of U.S. government debt. 
 
 The first theoretical scenario involves a decision by China to gradually divest its holdings of U.S. 
government debt and moving the proceeds over to other international investments. In some respects, the 
speed of such a move may be unimportant; what matters more is the overall decline on global demand for 
U.S. government debt. As demand declines, the U.S. government will be under market pressure to increase 
the rate of return on U.S. government debt in order to sell out its new issuances. This will have two 
possibly important macroeconomic effects. First, the cost of serving the national debt will rise, which will 
increase the overall federal deficit. Second, the higher yields on U.S. government debt will put upward 
pressure on interest rates, which could hinder private investment and overall economic growth. Various 
economists have examined the possible impact of a shift in China’s investment portfolio and have 
generally concluded that the overall economic impact on the United States would be small.  
 
 The second theoretical macroeconomic scenario involves a rapid divestment of U.S. government 
debt by China. In this case, the concern is that the sudden flood of existing U.S. debt on the market will 
cause a sharp drop in price and precipitate dramatic shifts in assets as investors move from stocks to bonds 
to capture the short-term high return on U.S. government debt. As capital leaves other financial markets, 
stock prices may quickly fall and possibly lead to wide fluctuations in financial markets around the world. 
While most analysts have stated this scenario is unlikely – principally because China would more than 
likely suffer a significant loss as it sells off its holdings of U.S. government debt – the fact that China holds 
over $600 billion in U.S. government debt means that rational investors will need to factor in this risk in 
their investment decisions. 
 
 Many analysts consider it highly unlikely that China would undertake a rapid divestment of its 
holdings of U.S. governmental debt for several reasons. First, China would incur a significant loss in the 
process. Second, there is no clear economic benefit to China in placing economic pressure in the U.S. 
federal deficit, interest rates and overall economic growth. Third, China would risk slowing its own 
economic growth by possibly precipitating a recession in one of its most important export markets. Fourth, 
China would also be risking economic retaliation from the United States. 
 

Turning to the microeconomic concerns, the first situation being discussed is the possible impact 
of China using the CIC to secure significant market power over an important commodity market or 
financial sector. For example, there has been some discussion about China using the CIC to purchase 
natural gas companies around the world in order to secure enough natural gas to supply its growing energy 
needs. Some market watchers are anxious that China could purchase enough of the global supply of natural 
gas to influence the market price and acquire monopolistic profits on their investments. Meanwhile, other 
economies around the world would be harmed due to the higher cost of natural gas.  
 
 The second microeconomic situation is not predicated on monopolistic intentions by the CIC, but 



 

 

possible market volatility instigated by rumors or speculation about the investment activities of the China’s 
sovereign wealth fund. Since the establishment of the CIC, there have already been cases where the stock 
market prices of companies rumored to be possible targets of CIC investments have jumped over 10% in 
the course of one day. Just this week, a rumor that CIC along with China Shenhua Energy were going to 
invest in Australia’s iron ore company, Fortescue, pushed up its stock market price by 10.5% in one day. 
Similarly, in late 2007, rumors that CIC was going to invest in Australian mining company Rio Tinto 
contributed to a 7.5% rise in the stock, despite CIC’s repeated assertions that there was no truth to the 
rumor.  
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 In many respects, whether looking at the macroeconomic or microeconomic concerns about 
sovereign wealth funds, the underlying issue primarily involves the uncertainty of international markets in 
adjusting to the recent growth in sovereign wealth funds. Although sovereign wealth funds have been 
around for decades, their overall capital holdings have been small and their involvement in global 
investment markets even smaller. However, with new sovereign wealth funds like China’s CIC entering 
into the market, and projections of more growth in the future, private investors and governments around 
the world are unsure how CIC and other sovereign wealth funds will affect the global economy. 
 
 The recent experience with sovereign wealth funds providing welcome capital to financial firms 
harmed by the so-called sub-prime financial crisis may provide some reassurance. The investments of the 
CIC and other sovereign wealth funds were widely perceived as providing market stability at a time when 
several major financial firms were in trouble. In addition, as the U.S. Treasury noted, because sovereign 
wealth funds are typically not highly leveraged and are seeking long-term returns in their investments, they 
are under less pressure to liquidate investments during times of major market volatility.  
 
Security Concerns 
 
 In some respects, the security concerns raised by sovereign wealth funds are an extension of the 
economic concerns. The key difference lies in the motivation of the behavior of the sovereign wealth fund, 
not in the mechanism by which the goal is achieved. For example, whether a potential CIC’s investment in 
natural gas companies is motivated by a desire to earn a higher rate of return or starve the U.S., Japan and 
Western Europe of energy makes no difference to the manner by which the CIC obtains such market 
power. In both cases, the CIC will have to purchase natural gas companies. 
 
 Cases where the security concerns may be distinct from the economic concerns involve possible 
CIC investments in companies that possess important dual-use technology or intellectual property. If the 
CIC – or any other sovereign wealth fund – were able to obtain critical technology or intellectual property 
by investing in particular companies, it could raise security concerns independent of the economic impact 
of the investment.  
 
 Such a scenario is one reason why Congress passed P.L. 110-49, tightening the review process of 
the Committee on Foreign Investment in the United States, or CFIUS, and heightening congressional 
oversight of the activities of CFIUS. In theory, CFIUS monitors foreign investments in U.S. companies to 
insure that entities such as the CIC are not allowed to invest in U.S. companies that possess sensitive 
technology or intellectual property. 
 
Reciprocity 
 
 There is one more area of concern that I wish to raise with respect to the CIC – the general issue 
of reciprocity. Over many years, regardless of which political party has been in power in Congress or in 
residence in the White House, it has been U.S. policy to promote the liberalization of trade and 
international financial markets. There has been a general consensus that the lowering of barriers to the 



 

 

trade in goods and services, as well as the open international flow of capital, is good for the U.S. economy 
and for nations around the world. As part of that general policy, the United States has pushed China – and 
other nations – to lower trade barriers and open up their financial markets to the inflow of U.S. capital.  
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 It would seem that the creation of the CIC and China’s accumulation of over $1.5 trillion in 
foreign exchange reserves may be changing attitudes about the merits of trade and investment 
liberalization. There is apparently little concern about Caterpillar purchasing China’s Shandong SEM 
Machinery Co., Ltd., but greater concern about the pending acquisition of 3Com Corporation by Huawei 
Technologies of China and its U.S. partner, Bain Capital, LLC. While there may be merit in the distinction, 
it may be lost on other governments and foreign investors who perceive the United States as having a 
double standard with respect to foreign investment. 
 
Alternatives 
  
 The preceding analysis of China’s sovereign wealth fund logically leads to consideration of what 
– if anything – should be done. There are already a variety of laws and regulations governing aspects of 
foreign investments in the United States, involving CFIUS, the Security and Exchange Commission and 
other government agencies. In addition, the U.S. government is supporting efforts by the International 
Monetary Fund and the Organization for Economic Cooperation and Development to create guidelines or 
best practices for sovereign wealth funds.  
 
 Whether or not these existing policies, laws, regulations and actions are sufficient to protect the 
U.S. national security and economic prosperity is the subject of much discussion of late. Rather than trying 
to offer yet another proposal for an ideal U.S. policy on sovereign wealth funds, I prefer to raise a few 
questions or ideas that I think are critical in decided what – if anything – the U.S. government should to do 
at this time.  
 
 First, how important is the apparent lack of transparency of sovereign wealth funds? If the key 
issues revolve around the opaqueness of the CIC’s investment portfolio and managerial practices, one 
possible response would be to require sovereign wealth funds investing in the United States to publicly 
release audited financial statements along the lines required of publicly traded companies. However, such a 
policy would raise criticism from overseas that such disclosure is not required of other entities investing in 
the United States, such as hedge funds.  
 
 Second, how important are concerns about foreign ownership over key companies or sectors of 
the economy? If ownership is a major issue, then one option would be to place limits on the percentage of a 
U.S. company that may be owned by a foreign entity. Such restrictions already exist in U.S. law for some 
types of companies. However, if the United States were to broaden the scope of foreign-ownership 
restrictions, it is reasonable to expect other nations to act in kind.  
 
 Third, if the real issue is not one of foreign ownership, but of foreign control, then rather than 
limiting the percentage of ownership, limits could be placed on the type of investment foreign entities 
could make in U.S. companies. For example, sovereign wealth funds may be limited to only non-voting 
shares of publicly-traded companies and barred from having a seat on the company’s board of directors. 
However, it is likely that other countries could place similar restrictions on U.S. investments in their 
domestic companies. 
 
 Finally, I would be remiss as an economist if I did not point out the role the federal deficit and the 
U.S. trade deficit play in any discussion of sovereign wealth funds and their potential impact on the United 
States. The rising federal debt and the continuing U.S. global trade deficit can only be financed by a 
continual flow of foreign funds into the United States. Foreign governments such as China have 



 

 

accumulated large holdings of U.S. government debt in part because the United States does not have 
adequate savings to finance the federal deficit. Similarly, foreign governments are accumulating foreign 
reserves at unprecedented rates in part because the United States continues to import more goods and 
services than it exports. Until these twin deficits are closed in some fashion, the United States will continue 
to face an inward capital flow that has to be accommodated in some manner. If new laws and regulations 
block or limit foreign direct investment in U.S. companies, the foreign capital will either have to flow to an 
alternative investment instrument in the United States, or the United States will be forced to reduce its twin 
deficits by rather harsh and painful adjustments, such as a serious depreciation of the U.S. dollar, 
significantly higher interest rates and possibly high rates of inflation, or a potentially severe economic 
recession.  
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Chairman Wortzel, Commissioner Mulloy, and to the other members of this commission, this 

concludes my testimony. I thank you for the opportunity to testify before this commission. I will be more 
than happy to answer your questions in the time remaining. 
  

PANEL III:   Discuss ion,  Quest ions  and Answers  
 

 CHAIRMAN WORTZEL:  Gent lemen,  thank you very  much.   
Commiss ioner  Shea .  
 COMMISSIONER SHEA: With  th is  bui ld-up to  my ques t ions ,  I  
th ink I 'm going to  fa l l  shor t  of  the  mark.   Thank you very  much,  a l l  
three  of  you,  for  par t ic ipat ing  today.   I  have  two ques t ions .  
 Dr .  Dohner  br ief ly  went  through the  h is tory  of  sovere ign weal th  
funds .   He sa id  they have long- term hor izons ,  genera l ly  conservat ive  
in  approach,  and Dr .  Setser  a lso  bas ica l ly  descr ibed the  d i f ferent  
levels  of  r i sk  tha t  sovere ign weal th  funds  are  wi l l ing  to  bear .  
 But  my ques t ion  for  you is  th is :  could  you give  me one or  two 
examples  in  the  Uni ted  Sta tes  regarding inves tments  by sovere ign 
weal th  funds  in  the  Uni ted  Sta tes  or  e lsewhere  where  the  in teres t  has  
not  been weal th  maximizat ion  but  ra ther  s t ra tegic  and pol i t ica l?   That ' s  
number  one .  
 And number  two,  on  the  theory  tha t  personnel  i s  pol icy--Dr .  
Mar t in ,  you br ief ly  ment ioned Mr.  Lou.   Could  you give  us  wi th  some 
deta i l  who is  f i l l ing  the  s lo ts  a t  the  CIC?  Are  these  inves tment  
banking types  or  na t ional  secur i ty  types  or  who are  the  people  who are  
popula t ing  th is  re la t ive ly  new agency in  China?  
 DR.  SETSER:   I ' l l  take  the  f i rs t  ques t ion .  I  th ink i t  i s  ac tual ly  
qui te  hard  to  d i f ferent ia te  be tween commercia l  and noncommercia l  
inves tments .   I  th ink drawing a  c lean l ine  i s  an  ideal  tha t  we a lways  
look for  which in  prac t ice  i s  rea l ly  hard .  
 I  would  note  in  th is  context  tha t  the  CIC's  inves tment  in  the  
offshore  IPO of  China  Rai lways ,  which presumably  was  mot ivated ,  a t  
leas t  in  par t ,  by  a  des i re  to  be  seen pol i t ica l ly  as  suppor t ing  Chinese  
s ta te  enterpr ises ,  not  jus t  suppor t ing  American banks ,  has  performed 
f inancia l ly  far  be t ter  than the  CIC's  presumably  commercia l  inves tment  
in  Blacks tone .   So I  th ink i t  i s  going to be  the  l ines  are  far  more  b lurry  



 

 

than we would  of ten  l ike  to  recognize .  

 

 
 
 
  

- 71 -

  

 I  th ink a  couple  of  examples  of  sor t  of  sovere ign weal th  funds  
inves t ing  where  par t  of  the  value  of  the  inves tment  and could  be  par t  
of  i t s  commercia l  va lue  s tems f rom i t s  ro le  in  suppor t ing  the i r  own 
nat ional  economic  development  program,  and in  th is  case  I  th ink i s  one  
way that  d idn ' t  have  any adverse  impact  for  the  U.S. ,  but  the  b idding 
war  over  NASDAQ and the  s tock exchanges  between the  sovere ign 
funds  f rom Qatar  and Dubai  where  the  value  of  tha t  inves tment  was  
perceived to  be  tha t  i t  would  inf luence  where  they se t  up  the i r  regional  
headquar ters  and which capi ta l  c i ty  would  emerge  as  the  regional  
f inancia l  capi ta l  for  the  Pers ian  Gulf .   
 So  there  was  a  mot ivat ion  tha t  went  beyond s imply  re turn .  
 COMMISSIONER SHEA:  Rate  of  re turn ,  yes .  
 DR.  SETSER:  But  a t  the  same t ime,  tha t  may not  be  d i f ferent  
than some of  the  mot ivat ions  for  o ther  s tock exchanges  looking to  
consol idate  exchanges .   That  sor t  of  l ine  i s  never  complete ly  c lean.  
 Another  example  i s  there 's  a  smal l  fund f rom Abu Dhabi ,  whose  
name I  cannot  pronounce,  Mubadala  roughly ,  tha t  made an  inves tment  
in  Ferrar i .   Ferrar i  i s  bui ld ing a  theme par t  in  Abu Dhabi  because ,  
wel l ,  they th ink i t  wi l l  probably  make them a  lo t  of  money.   But  I 'm 
sure  the  fac t  tha t  they have  the  suppor t  of  the  government  and the  
government  has  a  s take  Ferrar i  has  contr ibuted  to  tha t  commercia l  
decis ion.  
 So I  th ink there 's  a ,  ra ther  than a  pure  e i ther  on/off  swi tch ,  I  
th ink i t ' s  usual ly  much more  of  a  cont inuum.   I  would  note ,  though,  
tha t  a lmost  every  sovere ign fund does  have  as ,  i f  i t ' s  not  i t s  pr imary 
objec t ive ,  a  very  h igh objec t ive ,  making money.  
 Throwing out  commercia l  considera t ions  has  a  cos t .   I t  would  
have to  be  something that  would  be  agreed wi th  the  government  
because  i f  you end up los ing money,  someone e lse  has  to  bear  those  
losses .   The publ ic  uproar  tha t  the  unreal ized  loss  of  the  inves tment  in  
Blacks tone  has  genera ted  sugges ts  tha t  the  CIC is  not  current ly  
looking to  make inves tments  wi th  a  negat ive  expected  re turn .  
 I  th ink i t s  problem is  f inding the  inves tments  tha t  wi l l  genera te  
the  pos i t ive  expected  ra te .  
 DR.  NAVARRO:  I  th ink that ' s  a  grea t  ques t ion ,  and I  th ink one  
of  the  most  impor tant  va lue  added of  my tes t imony today is  the  idea  of  
be ing able  to  see  currency manipula t ion  as  a  way of  us ing your  excess  
fore ign reserves  for  s t ra tegic  purposes .   I f  China  i s  wi l l ing  to  do tha t  
wi th  the i r  cent ra l  bank opera t ion  through currency manipula t ion ,  they 
should  be  wi l l ing  to  do tha t  wi th  the i r  sovere ign weal th  funds .  
 Having sa id  tha t ,  I  was  very  in teres ted  in  Senator  Bayh 's  
example  th is  morning of  the  company that  made magnets- -  
 CHAIRMAN WORTZEL:   Magnaquench.  
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 DR.  NAVARRO:  The magnets  are  used in  prec is ion  mi l i ta ry  
ins t ruments ,  and the  company bas ica l ly  was  bought  and then taken 
offshore .   That ' s  a  c lass ic  model  of  China  expropr ia t ing  technology.  
 And then I  would  s imply  ask  you,  I  mean do we want  to  be  in  a  
pos i t ion  of  unreadiness  when China  comes in  and buys  a  control l ing  
share  of  GE or  Cisco or  Raytheon or  Boeing and not  have some kind of  
safeguards  in  p lace  because  i t ' s  not  a  c lear  and present  danger?   I  th ink 
wi th  sovere ign weal th  funds  tha t  i t  i s  a  c lear  and fu ture  danger .  
 What  th is  Commiss ion can do i s  to  ge t  us  prepared for  tha t  ra ther  
than be  caught  b l inds ided.      
 DR.  MARTIN:   I 'm going to  focus  on your  second ques t ion:  
bas ica l ly  who 's  who in  CIC?  And I  see  two s ides  to  tha t .   One is  i f  
you look a t  the i r  board  of  d i rec tors ,  you have a  mixture  of  
representa t ives  f rom the  Minis t ry  of  Finance ,  Minis t ry  of  Commerce ,  
the  People 's  Bank of  China ,  which is  the i r  cent ra l  bank,  and a lso  the  
Nat ional  Development  and Reform Commiss ion,  which is  the  leading 
th ink tank of  the  endless  s t ream of  th ink tanks  tha t  China  comes out  
wi th  for  the i r  leadership .  
 I t ' s  a  very  august  group in  terms of  economics  or  knowledge of  
China 's  economy,  but  the  ques t ion is  then how do you look a t?   And 
some people  have  sugges ted  tha t  th is  was  sor t  of  a  pol i t ica l  
compromise .   Each of  the  d i f ferent  interes ted  par t ies  wanted to  have  a  
sea t  on  the  board  to  make sure  they could  keep an  eye  on what  i t ' s  
doing due  to  pol i t ica l  k ind of  inf ight ing wi th in  China ,  which Dr .  
Setser  ment ions  or  Dr .  Setser  ment ions  in  h is  tes t imony.  
 Others  see  i t  as  they jus t  wanted to  come up wi th  the  bes t  minds  
tha t  they could  to  be  on the  board .   Another  aspect  to  keep in  mind is  
tha t  i t  i s  a  separa te  legal  corpora t ion  so  i t  repor ts  to  the  Sta te  Counci l ,  
but  i t  i s  not  par t  of  the  Chinese  government  a t  th is  point  in  tha t  
respect .  
 The other  aspect  of  the  who 's  who,  which a  couple  of  people  I  
th ink in  tes t imony have a l luded to ,  i s  tha t  they are  now looking for  
fund managers .   They have come out  wi th  th is  idea  tha t  ra ther  than 
di rec t ly  organiz ing or  managing the  inves tment  of  the  CIC,  tha t  they ' re  
going to  p ick  external  fund managers  who wi l l  be  g iven an  a l lo tment ,  
goals  and objec t ives ,  cer ta in  overa l l  c r i te r ia ,  performance for  the i r  
por t fo l io ,  and le t  them compete  amongst  themselves .   Within  tha t ,  
again  to  a l lude  to  an  ear l ie r  tes t imony,  then do you see  the  wi l l ingness  
of  Morgan Stanley  or  Ci t igroup or  Lehman Brothers  to  be  par t  of  the  
CIC inves tment  family  as  maybe a  condui t  of  ge t t ing  involved and 
being a  fund manager  for  CIC? 
 And that  a l ludes  again  to  the  comment  I  was  making about  the  
in ter re la t ionships  tha t  a re  s tar t ing  to  develop out  of  the  China  
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 CHAIRMAN WORTZEL:  Thank you.   I  have  a  ques t ion  mysel f  
and i t  ge ts  back a t  the  grouping issue  tha t  you have ra ised  and tha t  
Commiss ioner  Fiedler  ra ised .  
 Dr .  Setser ,  you reduced the  magni tude  of  CIC's  managed funds  to  
somewhere  around $20 bi l l ion  i f  I  heard  r ight .  
 Other  wi tnesses  sa id  i t  might  approach $67 bi l l ion ,  but ,  okay,  
i t ' s  not  200 bi l l ion .   Do any of  you think there  might  be  some cent ra l  
coordinat ing  author i ty  somewhere  in  the  Communis t  Par ty  or  in  
China 's  government  tha t  can  ac tual ly  d i rec t  var ious  forms of  
government-owned weal th  in  China  s t ra tegica l ly?  
 To res ta te  tha t ,  i s  i t  even sensib le  tha t  we t ry  to  d is t inguish  
between CIC-control led  sovere ign weal th  and other  government  
organiza t ion  contro l led  weal th  in  China?  
 DR.  SETSER:  Jus t  be  c lear ,  my $20 bi l l ion  number  was  the  
es t imate  for  the  funds  inves ted  abroad a t  the  end of  ca lendar  year  
2007.   The next  a l lo tment  of  foreign exchange hadn ' t  ye t  been 
del ivered  to  the  CIC a t  the  t ime,  and by the  end of  the  f i rs t  quar ter  th is  
year ,  i t  wi l l  be  $70 bi l l ion .   So I  don ' t  th ink there  i s  any meaningful  
d i f ference  in  the  tes t imony.  
 I  th ink tha t  the  i ssue  you highl ight  about  how to  d i f ferent ia te  the  
CIC f rom the  s ta te  banks ,  s ta te  commercia l  banks  tha t  i t  owns,  as  a  
resul t  of  the  decis ion,  which I  would  in terpre t  as  bureaucra t ic  
logrol l ing ,  to  br ing  cent ra l  Hui j in- - the  cent ra l  bank 's  asse t  manager ,  
the  owner  of  the  s ta te  banks ,  as  a  resul t  of  the  use  of  fore ign exchange 
for  the  recapi ta l iza t ion-- in to  the  CIC is  a  cr i t ica l  ques t ion .  
 Personal ly ,  I  th ink tha t  i f  the  CIC is  the  dominant  owner  and i t  
i s  the  source  of  the  fore ign exchange tha t  has  been put  in to  these  
banks ,  then i t  i s  very  hard  to  d i f ferent ia te  the i r  ac t iv i t ies  f rom the  
ac t iv i t ies  of  the  CIC in  any meaningful  way.   The legal  s t ruc ture  g ives  
the  CIC formal  ownership  of  the  banks  as  a  resul t  of  the  in jec t ion  of  
fore ign exchange.   So I  th ink that ' s  very  hard .  
 The caveats  I  would  ment ion are  three .   One is  tha t  the  s ta te  
banks  a lso  have o ther  sources  of  fore ign exchange,  whether  because  
they are  forced to  hold  some of  the i r  mandatory  reserves  in  fore ign 
exchange to  reduce  the  need for  s ter i l iza t ion ,  or  because  of  swaps  wi th  
the  cent ra l  bank,  so  not  a l l  the  foreign exchange in  the  s ta te  banking 
sys tem comes f rom the  CIC.  
 Second caveat ,  and we rea l ly  don ' t  know the  extent  of  th is ,  but  
we know that  there  i s  both  compet i t ion  and coordinat ion  ins ide  the  
Chinese  s ta te .   The Chinese  Sta te  Air  Lines  got  in to  a  b idding war  
amongst  themselves  even though they ' re  a l l  u l t imate ly  owned by the  
same ent i ty .  
 I  th ink the  d i f ferent  s ta te  banks  are  compet ing to  show that  they 
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 F inal ly ,  and i t  pushes  a  l i t t le  b i t  the  o ther  way,  I 'm not  sure  you 
ac tual ly  need coordinat ion  in  a  formal  sense .   There 's  so  much fore ign 
currency l iquidi ty  s loshing through the  s ta te  commercia l  banking 
sys tem that  any s ta te  enterpr ise  tha t  wants  to  do an  outward expansion 
can f ind f inancing.   There  i s  no  f inancia l  cons t ra in t  there .   What  i t  
needs  i s  permiss ion.    
 So  I  don ' t  th ink you need coordinat ion  amongst  the  f inancing 
bodies .   What  you need is  permiss ion f rom the  re levant  bodies  in  the  
Chinese  government  to  make tha t  inves tment .   That  permiss ion wasn ' t  
granted  for  the  China  Development  Bank 's  inves tment  in  Ci t i .   I t  
apparent ly  was  granted  quie t ly  for  Chinalco 's  b id  for  Rio  Tinto .  
 So I  th ink i t ' s  probably  inaccura te  to  th ink of  a  s ingle  
coordinat ing  commit tee ,  but  I  th ink i t  i s  accura te  to  th ink tha t  there 's  
p lenty  of  money there  avai lable  for  ambi t ious  s ta te  companies  looking 
to  expand or  buy.  
 DR.  NAVARRO:  And that ' s  a  great  ques t ion ,  too .  I  th ink i t  a lso  
doveta i l s  n ice ly  wi th  Commiss ioner  Fiedler ' s  grea t  ques t ion  tha t  went  
unanswered,  which is :   Should  we be  ta lk ing beyond sovere ign weal th  
funds  and a lso  about  s ta te-owned companies  as  wel l?   Because  tha t  
does  ra ise  the  poss ib i l i ty  of  coordinat ion  wi th  the  sovere ign weal th  
fund types  of  inves tment .   I  th ink Professor  Setser  i s  r ight :  there  i s  
both  compet i t ion  wi th in  any bureaucracy,  but  there  a lso  can be  
coordinat ion.   I  th ink i f  we would  expect  a  cent ra l  s t ra tegy f rom any 
country  in  the  wor ld ,  i t  would  have  to  be  a  cent ra l ly  p lanned s ta te  l ike  
China .   So tha t  there  are  s igni f icant  r i sks .  
 Also  I  see  the  prol i fera t ion  of  sovere ign weal th  funds  wi th in  
China .   They may,  as  the i r  money s loshing through the  sys tem grows,  
crea te  o ther  SWFs that  ta rget  speci f ic  sec tors  and th ings  l ike  tha t .   So  
bot tom l ine ,  yes ,  we do have to  worry  about  a  coordinated  indust r ia l  
pol icy  and economic  and mi l i ta ry  s t ra tegy f rom China .   There  i s  no  
ques t ion .  
 CHAIRMAN WORTZEL:   Thank you.   Commiss ioner  Wessel .  
 COMMISSIONER WESSEL:   Thank you,  Dr .  Setser  and Dr .  
Navarro  for  your  re turn  to  the  Commiss ion.   Your  tes t imony in  the  pas t  
and today is  very  helpful ,  and,  Dr .  Mar t in  and your  col league,  thank 
you and thanks  to  CRS for  a l lowing you to  be  here  today.   CRS is  a  
t remendous  resource  and we 're  p leased to  have you here  and the  work 
tha t  you 've  done has  been very  helpful ,  and I  hope tha t  we ' l l  reques t  
the  o ther  document  tha t  was  refer red  to  and have tha t  brought  before  
the  commiss ioners '  a t tent ion .  
 I 'd  l ike  to  fo l low up on our  las t  panel  where  there  was  
unders tandably  some concern  about  answer ing ques t ions  regarding 
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 And a  ques t ion  for  each of  the  panel is ts  as  to  whether  we should  
be  looking a t  CIC and potent ia l ly  o ther  sovere ign weal th  ent i t ies  in  
China  as  s imply  another  weapon in  China 's  a rsenal  a t  expanding i t s  
economic  and mi l i ta ry  capabi l i t ies ,  tha t  we should  t rea t  sovere ign 
weal th  fund inves tments  the  same as  we would  inves tments  by other  
s ta te-control led  ent i t ies ,  whether  i t ' s  the  CNOOC t ransact ion  of  
severa l  years  ago,  the  current  i ssue  re la ted  to  Huawei  and 3Com,  
Lenovo,  e t  ce tera?  
 We've  had a  number  of  t ransact ions ,  many of  which have ra ised  
substant ia l  concerns  here .   Should  we be  t rea t ing  the  sovere ign weal th  
fund inves tments  the  same way that  they should  t r igger  CFIUS 
reviews,  e i ther  whether  they are  done d i rec t ly  or  whether  they are  done 
through por t fo l io  t ransact ions  through a  Blacks tone  or  someone e lse?  
Each of  the  wi tnesses ,  p lease .  
 DR.  NAVARRO:  I 'm to ld  that  CFIUS is  Greek for  toothless .   I  
haven ' t  conf i rmed that ,  but  to  cont inue  on th is  theme,  the  myth  of  
CFIUS is  tha t  i t  would  ac tual ly  lead to  some enforcement ,  and th is  
goes  to  your  very  as tu te  ques t ion ,  Commiss ioner  Bar tholomew,  
because  you asked representa t ives  f rom the  adminis t ra t ion  whether  
they had the  tools  a l ready to  get  the  job  done?  
 And the  ques t ion  i s  wel l  taken,  but  the  o ther  par t  of  the  ques t ion  
i s :   Do you have the  pol i t ica l  wi l l  and good sense  to  use  those  tools?   
And that ' s  why th is  i s  not  an  adminis t ra t ion  job  per  se ,  but  ra ther  a  
legis la t ive  funct ion for  the  Congress  to  deal  wi th ,  and tha t ' s  rea l ly  
cr i t ica l .   Because  Treasury  i s  unl ike ly  to  ac t .  
 And then,  yes ,  in  answer  to  Commiss ioner  Wessel ' s  ques t ion ,  
yes ,  we should  t rea t  sovere ign weal th  funds  jus t  l ike  we would  o ther  
government  ent i t ies  and we have to  t rea t  them col lec t ive ly  per  
Commiss ioner  Wortze l ' s  ques t ions  and Commiss ioner  Fiedler ' s  
ques t ions .   This  i s  a  danger .  
 COMMISSIONER WESSEL:   Thank you.   Dr .  Setser  and Dr .  
Mar t in?  
 DR.  MARTIN:   I  guess  I ' l l  jump in here .   In  my mind,  i t ' s  rea l ly  
not - - le t  me take  i t  jus t  a  couple  of  ways .   One,  what ' s  behind your  
ques t ion  i s  not  necessar i ly  CFIUS-speci f ic .  
 The ques t ion  i s  do  we have the  tools  or  mechanisms avai lable  
under  current  law and regula t ion  in  order  to  keep and moni tor  the  
ac t iv i t ies  of  CIC or  o ther  Chinese  inves tment  bodies  or  o ther  sovere ign 
weal th  funds  to  protec t  na t ional  secur i ty?  
 Congress  jus t  recent ly  passed P.L.  110-49,  which amended 
CFIUS to  cover  government-owned-- they didn ' t  ta lk  about  sovere ign 
weal th  funds--but  government-owned,  but  in  the  context  of  takeovers  
or  fu l l  contro l  of ,  and there 's  ambigui ty  about  the  meaning of  the  word 



 

 

"control ."   So th ings  have  been done.   Congress  has  done,  made 
changes  a l ready in  CFIUS.   I t ' s  up  to  Congress  to  make the  
determinat ion  whether  they th ink i t ' s  adequate  a t  th is  point ,  a t  th is  
s tage ,  to  look a t  tha t .  
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 Ear l ier  I  th ink some of  the  hes i tance  may have come about  in  
par t  because  of- - I  wish  I  could  remember  the  Chinese  phrase .   My wife  
t r ies  to  teach to  me,  and I  a lways  forget .   But  the  Engl ish  equivalent  i s  
"what 's  good for  the  goose  i s  good for  the  gander ,"  which is  the  mat ter  
of  rec iproci ty  tha t  i s  f loa t ing  around behind here .  
 That  i f  we had disc losure  requirements  on  Chinese  sovere ign 
weal th  funds  companies  under  the  WTO and other  in ternat ional  bodies ,  
China  could  come back and ask  us  for  s imi lar  d isc losure  requi rements .  
 Now,  whether  or  not  we 'd  be  fu l ly  comfor table  wi th  tha t  informat ion,  
I  th ink i s  one  of  the  i ssues  tha t  i s  f loa t ing  around in  these  s i tua t ions .   
The informat ion would  f low both  ways .   I ' l l  s top  there .  
 COMMISSIONER WESSEL:   Could  I  jus t  c lar i fy  one  mat ter ,  and 
I 'm not  sure  I  agree  wi th  your  in terpre ta t ion  of  the  nat ional  t rea tment  
s tandard  as  i t  re la tes  to  the  d isc losure?   I  th ink we 'd  have  to  have  
d isc losure  as  i t  re la tes  to  o ther  ent i t ies ,  sovere ign weal th  funds  doing 
bus iness  here ,  not  necessar i ly  rec iproci ty  there .  
 But  as  you 've  done research and others  a t  CRS have done 
research ,  to  the  extent  there ,  and I  know that  the  Chinese  ent i ty  i s  
fa i r ly  new,  how much access  to  informat ion do you have v is -à-vis  what  
o thers  have done?   Do we have a  subs tant ia l ly  d i f ferent  s i tua t ion  in  
te rms of  t ransparency?  Again ,  i t ' s  fa i r ly  new.  
 DR.  MARTIN:   I ' l l  g ive  an  answer  and probably ,  maybe Dr .  
Setser  wi l l  too .   There  was  a  char t ,  which I  have  not  seen,  ear l ie r  by  
Representa t ive  Kaptur  tha t - -  
 CHAIRMAN WORTZEL:   I t ' s  your  char t .  
 VICE CHAIRMAN BARTHOLOMEW:  I t ' s  a  CRS char t .  
 CHAIRMAN WORTZEL:   I t ' s  your  char t .  
 DR.  MARTIN:   Okay.   Oh,  i t ' s  the  s tandard  char t .  
 CHAIRMAN WORTZEL:   She used your  char t .  
 DR.  MARTIN:   Okay.    
 CHAIRMAN WORTZEL:   Or  Weiss '  char t .    
 DR.  MARTIN:   Okay.   Oh,  i t ' s  h is  char t .   I  couldn ' t  see  i t .   There  
are  d i f ferent  ways  you can assess  levels  of  t ransparency.   As  I  was  
saying ear l ier ,  I  th ink China  has  been rea l ly  making grea t  e f for ts  to  t ry  
to  be  open about  what  they ' re  doing.  
 But  a t  the  same point - - the  Chinese  are  grea t  for  quotes- -
Chairman Lou sa id  a t  one  point  tha t  they wi l l  be  open and t ransparent ,  
but  i f  they ' re  too  t ransparent ,  something about  the  wolves  wi l l  ea t  us  
up.   He 's  concerned tha t  i f  they ' re  too  open about  the i r  in ternal  
dynamics  and the i r  decis ion-making process ,  tha t  in  the  in ternat ional  



 

 

f inancia l  markets ,  tha t  they wi l l  be  harmed.  
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 So  they are  concerned about  i t .   Later  on  in  a  conversa t ion  I  had 
wi th  h im af ter  a  presenta t ion ,  he  ment ioned tha t  a  ga ther ing of  
sovere ign weal th  funds  had got  together  to  d iscuss  the  mat ter  of  
t ransparency and openness .   There  was  no consensus  among the  
sovere ign weal th  funds  about  the  level  of  t ransparency or  what  exact ly  
t ransparency would  require .  
 My fee l ing  i s  tha t  they 've  been a  b i t  more  open than some of  the  
sovere ign weal th  funds ,  where  we have some of  them,  we have no idea  
how big  the i r  por t fo l io  i s .   China  has  been up-f ront - -we have $200 
bi l l ion--and they 've  been very  deta i led  about  how that  $200 bi l l ion  
were  genera ted .  
 But  on  the  o ther  hand,  I  keep scour ing the  Chinese  press  to  f ind  
out  when indeed the  inves tment  in  the  Agr icul tura l  Bank of  China  
takes  p lace  and exact ly  how is  i t  done.   So i t ' s  a  mixed s tory .  
 COMMISSIONER WESSEL:   How about  for  the  record  la ter ,  
wr i t ten ,  as  my t ime has  expired?  
 CHAIRMAN WORTZEL:  Thank you very  much for  tha t  very  
as tu te  addi t ion  in  the  hear ing.   Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  A research ques t ion.   I s  there  
anywhere  in  academia  or  in  government ,  to  your  knowledge,  a  l i s t  of  
government-owned companies  f rom var ious  countr ies  wor ld  over?   
World  over?   Anybody?  
 DR.  SETSER:   I  wi l l  answer  tha t  I  do  not  know.  
 DR.  NAVARRO:  Not  to  my knowledge,  but  I  could  get  on  
Google  Scholar  and get  on  i t  for  you.  
 DR.  MARTIN:   I  would  suspect  no  or  tha t ,  having been a  
recovered academic--probably  i f  anybody came out  wi th  such a  s tudy,  
there  would  be  a  lo t  of  ques t ions  about  the  methodology and how you 
def ine  a  s ta te-owned or  government-owned ent i ty .  
 COMMISSIONER FIEDLER:  Because  there  i s  not  a  lo t  of  
t ransparency in  corpora te  informat ion wor ldwide ,  genera l ly  speaking,  
and there 's  less  t ransparency about  government-owned corpora t ions .  
 So we ta lk  about  regula t ion .   We cannot  regula te  in  the  absence  
of  informat ion.   And par t  of  regula t ion  i s  the  in i t ia l  requi rement  of  
informat ion.   Do you ac tual ly  bel ieve  tha t  the  Chinese  won ' t  inves t  in  
the  Uni ted  Sta tes  i f  they have to  regis ter  wi th  the  SEC,  l i s t  the i r  
subs id iar ies ,  and disc lose  the  s tocks  and bonds  tha t  they own in  the  
publ ic  markets  of  the  Uni ted  Sta tes?  
 Does  anybody ac tual ly  bel ieve  tha t?  
 DR.  SETSER:   I ' l l  g ive  an  answer to  tha t .   And tha t  i s  tha t  i t  
would  be  very  easy  to  evade,  as  a  prac t ica l  mat ter ,  tha t  k ind of  
requirement  through the  use  of  equi ty  der ivat ives ,  and there  cer ta in ly  
have  been for  reasons  not  l inked to  avoiding disc losure  requirements  



 

 

but  jus t  because  of  a  des i re  to  have  embedded,  so-cal led  embedded 
leverage  in  the  t ransact ion ,  cer ta in  sovere ign funds  have  made use  of  
European banks  to  inves t  through equi ty  der ivat ives  to  take  large  
s takes  in  companies ,  and in  tha t  case ,  the  formal  owner  would  be  the  
bank tha t  i s  hedging i t s  equi ty  der ivat ive  pos i t ion .   So i t  i s  a  k ind of  a  
technica l  answer ,  but  i t  i s  easy  to  get  a round that .  

 

 
 
 
  

- 78 -

  

 DR.  NAVARRO:  I  th ink the  pr incip le  you ' re  t ry ing to  es tabl ish  
here ,  tha t  fore ign companies  should  a t  leas t  abide  by the  same 
guidel ines  as  American companies ,  i s  taken,  wel l - taken.  
 COMMISSIONER FIEDLER:  No,  I 'm ac tual ly  ta lk ing about  
government  companies .   I 'm not  ta lk ing about  fore ign companies .   I 'm 
ta lk ing about  government-owned ent i t ies ,  not  fore ign.   That ' s  
d i f ferent .  
 DR.  NAVARRO:  The answer  to  your  ques t ion is ,  no ,  they would  
cont inue  to  inves t  here  i f  they had to  meet  those  regula t ions ,  and the  
point  I  was  t ry ing to  respond to  i s  tha t  i f  we 've  got  regula t ions  on our  
own companies  here  or  ent i t ies ,  why shouldn ' t  fore ign ent i t ies  abide  by 
a t  leas t  the  same level  of  res t r ic t ions?   I  mean i t ' s  ludicrous  tha t  they 
wouldn ' t .  
 COMMISSIONER FIEDLER:  Do you have a  quick answer?   Do 
you know the  p lace  or  whether  they would  inves t  there?  
 DR.  MARTIN:   What  I  could  say i s  a t  a  forum at  the  World  Bank 
the  o ther  day,  Lou J iwei  sa id ,  somebody asked him about  Europe and,  
in  par t icular ,  conversa t ions  tha t  he 's  had wi th  representa t ives  of  the  
EU about  overs ight  and regula t ion  on the  CIC,  and he  shrugged his  
shoulder  and sor t  of  indica ted  tha t  i f  they fe l t  tha t  the  requirements  
were  too  h igh,  tha t  they would  inves t  e lsewhere .  
 COMMISSIONER FIEDLER:  Yes .   That ' s  l ike  the  Chinese  sa id  
dur ing 16 di f ferent  burps  in  the  re la t ionship  between the  Uni ted  Sta tes  
and China ,  they wouldn ' t  buy Boeing Aircraf t ,  tha t  there  were  only  two 
choices ,  Airbus  and Boeing.   That  a l l  sounded good and everybody 
screamed and ran ,  but  they bought  Boeing Aircraf t  in  increas ing 
numbers  af ter  the  burp  i s  fu l ly  expired .  
 You only  have cer ta in  choices  in  the  wor ld  where  to  inves t  where  
the  inves tment  i s  s table  and remunera t ive .   Those  tend to  be  in  the  
West ,  and the  Uni ted  Sta tes  i s  s t i l l  a  very  good place .  
 We are  apparent ly  worr ied  more  f rom the  tes t imony,  not  f rom 
your  tes t imony,  but  f rom the  wri t ten  record  I  read ,  about  people  not  
inves t ing  here  than we are  worr ied  about  our  na t ional  secur i ty  or  
worr ied  about  ga ther ing up informat ion tha t  a l lows us  to  protec t  
ourse lves  a t  a  minimum level  of  informat ion.   Our  informat ion i s  not  
keeping up wi th  g lobal iza t ion  of  economies ,  movements  of  capi ta l ,  and 
I 'm jus t  t ry ing to  see  where  people  are  wi l l ing--what  s imple  level  of  
regis t ra t ion  people  are  wi l l ing  to  accept  in  off ic ia l  pos i t ions  tha t  i s  



 

 

not  onerous  and that  i s  a l ready required  of  o ther  people?  
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 DR.  MARTIN:   With  tha t ,  my wiser  mind,  which is  s i t t ing  behind 
me,  d id  le t  me know that  the  OECD is  developing guidel ines  tha t  
would  cover  sovere ign weal th  funds  tha t  would  have a  h igher  level  of  
informat ion.  
 COMMISSIONER FIEDLER:  Please ,  p lease ,  th is  i s  conduct- -  
 DR.  MARTIN:   This  i s  ge t t ing  back to  your  ques t ion  or  comment  
about  whether  or  not  we have adequate  t ransparency,  whether  or  not  
we have enough informat ion?   I  th ink there 's  sor t  of  a  genera l  
consensus  tha t  we need more .   I  haven ' t  heard  any of  the  speakers- -  
 COMMISSIONER FIEDLER:  Nobody seems to  want  to  d iscuss  
in  off ic ia l  pos i t ions  what  the  nature  of  tha t  informat ion i s .   They jus t  
ta lk  about  bes t  prac t ices  and guidel ines ,  which I  wi l l  again  re inforce  
are  not  laws,  are  not  regula t ions ,  a re  not  enforceable ,  and are  var iant  
in  the i r  implementa t ion ,  depending on who the  sovere ign weal th  fund 
or  government-control led  ent i ty  i s .   Yes?  
 DR.  MARTIN:   I f  you ' re  ta lk ing about  the  IMF,  the--  
 COMMISSIONER FIEDLER:  On anybody 's  guidel ines  or  bes t  
prac t ices .  
 DR.  SETSER:   I  th ink the  res is tance  there  to  th is  k ind of  
d isc losure  would  be  very  s t rong in  the  U.S.  f inancia l  sec tor .  
 COMMISSIONER FIEDLER:  I  know i t  i s .  
 DR.  SETSER:   Because  the  U.S.  has  h is tor ica l ly  in  hedge funds  
and pr ivate  equi ty  funds  have not  wanted d isc losure  of  the i r  pos i t ions  
in  o ther  countr ies '  markets  or  an  in ternat ional  regis ter .   So  tha t  a  move 
in  tha t  d i rec t ion  by the  par t  of  the  U.S.  a lmost  cer ta in ly  would  be  met  
by  another  move by other  countr ies .   And I  th ink i t  ge ts  to  the  
d i f ference-- the  core  chal lenge tha t  we are  fac ing i s  tha t  the  outward 
f low of  capi ta l  f rom the  U.S.  i s  pr ivate .   The outward f low of  capi ta l  
f rom many of  the  countr ies  which are  now our  b igges t  credi tors  i s  
overwhelmingly  government  contro l led .   
 So th ings  which apply  to  government  ent i t ies  would  be  perceived 
in  the  U.S.  as  not  be ing discr iminatory  wi l l  be  perceived by those  on 
the  o ther  s ide  as  d iscr iminat ing  agains t  them because  a lmost  a l l  of  
the i r  out f low is  government  control led .  
 COMMISSIONER FIEDLER:  Thank you.   I f  we have t ime,  I  
want  to  come back.  
 CHAIRMAN WORTZEL:   Thank you very  much.   Commiss ioner  
Mul loy is  next .  
 HEARING COCHAIR MULLOY:  Thank you,  Mr.  Chairman.   
Watching th is  and learning more  about  th is ,  I  fee l  l ike  the  Uni ted  
Sta tes  i s  in  a  super  bowl  compet i t ion .   The o ther  guys  have  a  game 
plan  and we don ' t .   So we 're  not  doing so  wel l .  
 I 'm rea l ly  s t ruck by Mr.  Navarro 's  tes t imony.   A couple  of  



 

 

points .   You get  in to  the  i ssue  of  where  do these  funds  come f rom?  
With  regard  to  the  energy producers ,  you say  you’ve  got  a  car te l  tha t  
he lps  manage the  pr ice  of  the  o i l .   So tha t ' s  par t  of  a  f ru i t  of  a  poison 
t ree ,  you put  i t .  
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 I  th ink  par t  of  i t  i s  the  fac t  tha t  we never  developed an  energy 
pol icy .   So we 're  paying for  i t .   
 The second par t  of  i t ,  you point  out ,  i s  tha t  you have these  o ther  
countr ies  which are  car ry ing on mercant i l i s t  t rade  prac t ices  inc luding 
underpr ic ing currencies .   They ' re  de l ibera te ly  underpr ic ing the i r  
currencies  to  ga in  t rade  advantage ,  making our  expor ts  there  more  
expensive ,  making the i r  impor ts  here  cheap.    
 But  the  th i rd  point  I  th ink i s  going on i s  tha t  th is  prac t ice  a lso  
then incent iv izes  our  corpora t ions  who are  focused on shareholder  
va lue .   They ' re  moving the i r  opera t ions  to  there  to  ship  back here ,  and 
they ' re  moving R&D opera t ions  there  because  of  th is  mercant i l i s t  
sys tem that  we ' re  par t  of ,  and I  th ink tour  corpora t ions  are   th inking i f  
our  government  i s  not  going to  do anything about  i t ,  we have to  
survive ,  and so  we 're  going to  do what  we have to  do to  survive .  
 So the i r  in teres t  i s  increas ingly  d iverging--  
 DR.  NAVARRO:  And you might  add here  tha t  they ' re  te l l ing  
the i r  lobbyis ts  on  K Stree t  to  come down here  and swi tch  posi t ions  on 
the  China  i ssue .  
 HEARING COCHAIR MULLOY:  Yes .  
 DR.  NAVARRO:  Making your  job and Congress '  job  much more  
di f f icul t .  
 HEARING COCHAIR MULLOY:  Yes .  
 DR.  NAVARRO:  For  every  job  you outsource ,  you lose  an  
American corpora te  incent ive  bas ica l ly  to  deal  wi th  the  economic  and 
pol i t ica l  i ssues  f rom China  we 're  fac ing.  
 HEARING COCHAIR MULLOY:  Yes .  
 DR.  NAVARRO:  I t ' s  an  as tu te  observat ion.  
 HEARING COCHAIR MULLOY:  So  what  I  see  i s ,  Dr .  Setser ,  
when you tes t i f ied  before  the  House  Budget  Commit tee ,  you did  point  
out  tha t  the  Asian  countr ies  are  propping up the  dol lar .  Right .  And you 
bel ieve  tha t  the  Asian  countr ies  are  propping up the  dol lar  for  t rade  
advantage .  You saw when I  read f rom the  McKinsey repor t  to  our  
Treasury  wi tness ,  tha t  McKinsey & Company bel ieves  tha t  the  
mercant i l i s t  prac t ices  of  the  Asians  are  crea t ing  these  sovere ign weal th  
fund asse ts  for  them,  you saw our  Treasury  react  as  i f  I  shouldn ' t  ta lk  
about  tha t  in  publ ic .  
 In  the i r  tes t imony,  a l l  of  these  i ssues  tha t  you hear  e lec ted  
representa t ives  of  the  people ,  you exper ts  br inging before  us  about  
sovere ign weal th  funds ,  and they come in  here  and te l l  us  tha t  the i r  
b igges t  concern  i s  tha t  i t  may ra ise  protec t ionis t  sent iment  here  in  our  



 

 

nat ion.  
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 DR.  NAVARRO:  Yes .  
 HEARING COCHAIR MULLOY:  They ' re  not  worr ied  about  
fore ign governments  owning our  economy;  they ' re  worr ied  about  
protec t ionis t  sent iment .   And i t ' s  unbel ievable  to  me.   So I  would  ask  
you,  learned men,  what  i s  underpinning th is  Treasury  myopic  v iew of  
th is  problem from your  perspect ive?   With  Dr .  Navarro ,  Mr.  Setser ,  
and then Mr.  Mar t in .  
 DR.  NAVARRO:  The f i rs t  book I  ever  wrote  was  ca l led  The 
Pol icy  Game.   I t  bas ica l ly  was  an  analys is  of  publ ic  pol icy  f rom the  
s tandpoint  of  what  dr ives  pol icy  f rom ideologica l  considera t ions  and 
what  dr ives  i t  f rom specia l  in teres t  considera t ions .  
 I  th ink on th is  par t icular  i ssue ,  Treasury 's  perspect ive  bas ica l ly  
has  both  of  those  components .   There  i s  Treasury’s  f ree  market  
ideology dr iv ing the  not ion  tha t  somehow we should  le t  these  g lobal  
capi ta l  f lows have the i r  way wi th  the  wor ld ,  and tha t  somehow i t ' s  
Adam Smith ,  when in  fac t  as  I  point  out  in  my tes t imony,  and you have 
noted ,  i t ' s  f ru i t  of  the  poison t ree .   There  shouldn ' t  be  chronic  t rade  
imbalances  between countr ies .  
 We have these  g lobal  t rade  imbalances  because  of  monopoly  
car te l  pr ic ing for  o i l  and we have them because  of  mercant i l i s t  unfa i r  
t rade  pract ices  by China .   So tha t ' s  ludicrous  to  begin  wi th  to  defend 
SWFs on f ree  market  pr inciples .   But  tha t ’s  Treasury’s   ideology on 
th is ,  and I  th ink they are  b l ind  wi th  respect  to  th is  i ssue .   However ,  we 
a lso  have  to  recognize  the  specia l  in teres ts  involved.   As  you pointed  
out ,  once  American corpora t ions  go over  to  China  and to  Asia ,  they 
become ves ted  in  the  sys tem of  those  unfa i r  t rading prac t ices  tha t  he lp  
the i r  bot tom l ine  but  don ' t  he lp  the  people  of  Michigan or  Ohio  or  
I l l inois  or  Cal i fornia .  
 And so  you get  arguments  to  jus t i fy  a l l  th is  l ike  i t ' s  jus t  the  
excess  savings  of  the  Asian  people  tha t  bas ica l ly  are  responsible  for  
the  g lobal  t rade  imbalances  when,  in  fac t ,  we ' re  in  a  sys tem of  
currency manipula t ion  and other  unfa i r  t rade  prac t ices  tha t  c rea te  
those  imbalances .  
 And the  las t  point  I ' l l  make is  tha t  when China  manipula tes  the i r  
currency,  i t  forces ,  i t  forces  Japan to  engage in  the  carry   t rade  to  
manipula te  the i r  currency,  i t  forces  the  South  Koreans  and Taiwan to  
in tervene  in  currency markets  to  manipula te  the i r  currency.   And tha t ' s  
why i t ' s  not  a  Chinese  g lu t ;  i t ' s  an  Asian  g lu t  of  money;  and that ' s  why 
we have these  huge Asian  t rade  def ic i t s ,  and i t  i s  a l l  f ru i t  of  th is  
poison f ree  market  t ree .  
 HEARING COCHAIR MULLOY:  I  may be  res t r ic ted  by--  
 CHAIRMAN WORTZEL:   You are  res t r ic ted  by t ime.  
 HEARING COCHAIR MULLOY:  Yes ,  by t ime.   But  i f  I  have a  



 

 

second round,  I ' l l  le t  you answer  the  ques t ion .   

 

 
 
 
  

- 82 -

  

 DR.  SETSER:  I 'd  be  happy to .  
 CHAIRMAN WORTZEL:   Vice  Chairman Bar tholomew.  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you very  much,  
Mr.  Chairman,  and thank you to  our  wi tnesses .  We t ry  on th is  
Commiss ion to  be  forward th inking,  to  t ry  to  ident i fy  some of  the  
i ssues  tha t  are  coming up,  and I  have  to  say  hones t ly ,  the  more  tha t  I  
th ink about  th is ,  the  more  tha t  I  th ink tha t  our  ques t ions  about  
sovere ign weal th  funds  don ' t  begin  to  address  the  b igger  range of  
ques t ions  tha t  we have.    
 I f  th is  were  Norway,  even wi th  a  vas t  amount  of  money,  we 
would  not  be  having a  hear ing about  the  sovere ign weal th  funds .   I  
th ink tha t  we ' re  here  both  because  of  the  amount  of  funds  that  we ' re  
ta lk ing about ,  but  a lso  i t ' s  the  nature  of  China 's  government  tha t  has  
rea l ly  ra ised  a  lo t  of  these  concerns .  
 I  ment ioned ear l ie r  the  Wal l  S t ree t  Journal  ar t ic le  about  China  
showing savvy in  the  Rio  Tinto  deal ,  and i t ' s  rea l ly  c lear  tha t  the  
Chinese  government  in  whatever  capaci ty  i s  very  smar t  in  learning how 
to  s ides tep  concerns  tha t  a re  be ing ra ised .   They did  th is .   They pul led  
th is  off  successful ly  wi th  Rio  Tinto .   They learned f rom CNOOC 
they ' re  t ry ing to  keep the  inves tments  under  cer ta in  thresholds .  
 They ' re  saying they don ' t  want  sea ts  on  boards .   We're  ta lk ing 
about  much more  subt le  ways  of  exerc is ing control ,  power  and 
leverage .   Chinese  s ta te-owned enterpr ises ,  both  cent ra l  and local ly  
contro l led  s ta te-owned enterpr ises .   Thei r  prof i t  rose  31.6  percent  las t  
year- - th is  i s  f rom a  Reuters  s tory-- to  essent ia l ly  $224 bi l l ion .   We are  
ta lk ing there  more  than the  $200 bi l l ion  tha t  CIC is  ta lk ing about  
inves t ing .  
 What  I 'd  l ike  you a l l  to  th ink about  and answer  i s  whi le  we are  
focusing on th is  sovere ign fund weal th ,  what  are  miss ing?   What  o ther  
k inds  of  inves tments  could  the  Chinese  government  be  doing?   I f  i t  
becomes too  pol i t ica l ly  f raught  to  use  CIC,  what  e lse  are  they going to  
be  us ing to  t ry  to  deal  wi th  th is  money that  i s  sor t  of  s ta te-owned 
enterpr ise  based?  
 What  comes next  i f  i t  turns  out  tha t  i t ' s  jus t  too  much of  a  hass le  
to  go through t ransparency wi th  sovere ign weal th  funds?  
 DR.  SETSER:   I  th ink the  example  tha t  you brought  up,  Vice  
Chairman Bar tholomew,  about  the  Chinese  a luminum company 's  
par t ic ipat ion  in  Rio  Tinto  i s  in  a  lo t  of  ways  the  most  l ike ly  way 
forward.   I  th ink the  CIC because  of  i t s  personnel  const ra in ts  i s  
ac tual ly  not  looking to  take  sea ts  on  the  boards  and i t  doesn ' t  rea l ly  
have the  people  to  do so .  
 I t  ra ises  a  lo t  of  pol i t ica l  i ssues .   I t ' s  not  wor th  i t .   Moreover ,  
they don ' t  rea l ly  need to  do so .   I f  a  Chinese  company wants  to  expand 



 

 

abroad,  there 's  a  range of  d i f ferent  ways  i t  could  get  the  f inancing.   
One is  to  do an  offshore  IPO,  ra ise  money f rom a  hos t  of  pr ivate  
inves tors ,  and the  CIC could  take  a  s take  in  tha t  of fshore  IPO,  as  
happened wi th  China  Rai lways .   That 's  one  way.  
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 Or  you could  go to  the  China  Development  Bank or  to  any other  
s ta te  bank,  which is  now s i t t ing  on $300,  maybe $400 bi l l ion  of  
fore ign exchange,  some of  which tha t  was  inves ted  in  subpr ime,  and 
they los t  money on tha t .   They aren ' t  looking to  buy more  subpr ime.   
They view lending to  another  Chinese  s ta te  enterpr ise  in  dol lars  as  a  
be t ter  c redi t  r i sk  than taking the  k ind of  r i sk  in  the  U.S.  capi ta l  
markets  tha t  led  to  the i r  current  round of  losses .  
 So they are  very  wi l l ing  to  lend,  and tha t  provides  a  very  large  
pool  of  funding,  and i f  tha t  pool  of  funding gets  shor t ,  then there 's  an  
addi t ional  pool  of  funding out  there ,  which i s  the  Sta te  Adminis t ra t ion  
of  Fore ign Exchange can put  more  dol lars  on  deposi t  in  the  Chinese  
banking sys tem or  do  i t  through a  currency swap.   So there  i s  no  
const ra in t  there .  
 The other  th ing I  would  look a t  because  I  th ink the  CIC is  
domest ica l ly  and in ternat ional ly  so  v is ib le ,  and i t ' s  fa i r ly  easy  to  t rack  
because  i t  has  to  ra ise  money vis ib ly  through the  Minis t ry  of  Finance  
bonds ,  whereas  commodi ty  funds  whose  budget  i s  much harder  to  
t rack.  
 The Sta te  Adminis t ra t ion  of  Foreign Exchange,  the  main  reserve  
manager ,  has  l ike ly  received f lexibi l i ty  and f reedom to  be  more  
aggress ive  wi th  the  management  of  i t s  funds  in  order  to  seek higher  
re turns .   I t ' s  unl ike ly  l ike  the  CIC to  seek control l ing  pos i t ions ,  but  i t  
i s  l ike ly  to  be  making more  aggress ive ,  more  r i sky kinds  of  
inves tments .  
 DR.  NAVARRO:  One of  the  th ings I  th ink i t ' s  rea l ly  impor tant  
to  remember  here  i s  tha t  there  i s  a  compel l ing  need for  the  Chinese  to  
inves t  here  in  America .   The whole  idea  of  recycl ing  f i rs t  the i r  cent ra l  
bank reserves  in to  U.S.  bonds  and now as  they get  an  excess  of  those  
reserves  in to  o ther  U.S.  asse ts  i s  dr iven by th is  currency manipula t ion .   
 They cannot  keep the i r  f ixed dol lar -yuan a t  peg unless  they do 
tha t .   So  then i f  tha t ' s  t rue ,  then the  ques t ion  i s  what  are  they going to  
do?   And I  see  a  c lear  progress ion.   You s tar t  wi th  contro l l ing  in teres t  
in  companies .   At  some point  when they 've  developed thei r  own 
domest ic  markets  in  re la t ionships  wi th  India  and Brazi l  and the i r  
economy is  going s t rong,  then they do le t  the i r  currency to ta l ly  
revalue ,  and guess  what?   They ' l l  be  able  to  buy American companies  
out r ight  rea l ly  on the  cheap.  
 Consider  th is  ca lcula t ion .   I  looked a t  the  Russel l  2000 and 
China  could  buy one company a  week on the  Russel l  2000 and wi th in  a  
decade own a l l  of  them.   And the  reason why that ' s  impor tant  i s  tha t  



 

 

the  Russel l  2000 is  home to  the  smal l  companies  tha t  a re  the  fu ture  of  
innovat ion in  our  country .   I f  the  Chinese  are  smar t ,  and they cer ta in ly  
are ,  they shouldn ' t  be  going af ter  b ig  companies  and caus ing 
themselves  pol i t ica l  problems.   They should  be  buying a l l  of  our  smal l  
technology savvy companies  tha t  wouldn ' t  ra ise  anything on anybody 's  
radar  screen,  and acquire  b io tech,  defense ,  whatever .  
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 That ' s  what  u l t imate ly  worr ies  me,  and i f  we don ' t  have  a  
regula tory  s t ructure  in  p lace ,  we ' re  not  going to  p ick  up that  s tuf f  
be low the  radar  screen because  we 're  going to  be  worr ied  about  the  b ig  
targets .  
 DR.  MARTIN:   Real  quick.   I  guess  the  way I  look a t  i t ,  I  don ' t  
know i f  I  can  p ick  out  any ent i ty  or  group or  subpopula t ion  in  China  
tha t  we should  be  keeping par t icular ly  an  eye  on outs ide  of  the  ones  
tha t  have  a l ready been discussed,  but  more  looking in  genera l  a t  our  
t rade  pol icy  process ,  which i s  in  some ways  predica ted  on the  not ion,  
as  somebody ment ioned ear l ier ,  tha t  our  fore ign d i rec t  inves tment  
f lows were  going to  be  outward,  tha t  U.S.  companies  were  going to  be  
inves t ing  overseas .  
 We are  now facing I  th ink a  new era  where  increas ing number  of  
fore ign companies ,  government-owned,  some,  some of  them not  
government-owned,  some s ta te-owned,  whatever ,  a re  going to  be  
coming here  in  the  Uni ted  Sta tes  to  buy,  and tha t ' s  why I  bought  up  the  
i ssue  ear l ie r  of  rec iproci ty .  
 We 've  had a  not ion where  we should  have--  U.S.  companies  have 
had th is  not ion we should  have the  r ight  or  the  oppor tuni ty  to  buy 
fore ign companies ,  and now the  fore ign companies  are  coming back 
saying,  hey,  we 've  got  the  money,  may we do the  same?  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you.  
 CHAIRMAN WORTZEL:  Back for  another  round.  Commiss ioner  
Fiedler .  
 COMMISSIONER FIEDLER:  Thank you.   Let ' s  fo l low up,  Dr .  
Setser ,  on  your  las t  comment  when you and I  were  ta lk ing-- the  concern  
of  U.S.  companies '  re ta l ia t ion  in  d isc losure  in  o ther  countr ies  i s  what  
you were  ta lk ing about .   Let  me add something here .    
 There 's  been much wri t ten  about ,  and most  of  i t  i s  specula t ion-- I  
don ' t  th ink tha t  any of  the  companies  a t  i ssue  have  expl ic i t ly  admit ted  
th is - -  but  tha t  there  was  sol ic i ta t ion  of  CIC and other  sovere ign weal th  
fund money,  and in  the  case  of  China ,  there  were  expected  or  
ant ic ipated  quid  pro  quos  or  a t  leas t  the  improvement  of  the i r  own 
inves tment  environment  in  China  as  a  resul t  of  having absorbed th is  
la rge  s take .  
 So there 's  another  dynamic  here  a t  i ssue ,  and would  you address  
tha t ,  p lease?  
 DR.  SETSER:  Sure .   I  th ink that  the  chai rman of  the  SEC,  



 

 

Chairman Cox,  ment ioned th is ,  when he  ment ioned about  the  dynamics  
tha t  changed when a  s ta te  i s  both  an inves tor  and a  regula tor .   That  
ac tual ly  i s  a  much bigger  i ssue  for  China  than for  the  U.S.  because  
many companies  tha t  have  accepted inves tment  f rom the  CIC,  
obviously  they l ike  the  capi ta l ,  and they l ike  the  oppor tuni ty  to  do 
business  wi th  the  CIC because  the  CIC wi l l  be  or  Chinese  s ta te  banks  
tha t  are  owned by the  CIC are  a  major  source  of  inves tment ,  
potent ia l ly  inves tment  banking fees .   And they are  looking for  
oppor tuni t ies  to  increase  the i r  abi l i ty  to  inves t  ins ide  China .  
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 Now,  i t  probably  i s  up  to  China  to  decide  whether  i t  wants  to  
favor  companies  wi th  which i t  has  a l ready inves ted  a t  the  expense  of  
g iv ing them potent ia l ly  monopoly  prof i t s  or  not .   But  i t  i s ,  I  th ink,  a  
dynamic  tha t  i s  d i f ferent .  
 Like  many th ings ,  when count r ies  wi th  a  much di f ferent  
concept ion of  the  ro le  of  the  s ta te  in  the  market  a re  the  la rges t  g lobal  
credi tors ,  I  th ink  i t  i s  rea l i s t ic  to  expect  tha t  th ings  wi l l  change,  and i t  
i s  rea l i s t ic  to  expect  tha t  American companies  looking to  inves t  ins ide  
China ,  looking to  pos i t ion  themselves  to  prof i t  f rom the  fas ter  growth 
in  China  tha t  i s  expected ,  wi l l  countenance  doing deals  wi th  the  s ta te  
tha t  wi l l  encourage  access .  
 Now,  the  problem,  and th is  i s ,  I  th ink,  a  ques t ion  of  coordinat ion  
wi th in  China ,  i s  tha t  i f - -  remember  the  goal  of  th is ,  as  Dr .  Navarro  has  
ment ioned,  i s  to  move money out  of  China  tha t ' s  associa ted  wi th  the  
ef for t  to  keep the  currency down-- i f  you inves t  a  cer ta in  amount  of  
money in  a  U.S.  f inancia l  company,  and then a l low that  U.S.  f inancia l  
company to  make an  equal  amount  of  inves tment  back ins ide  China ,  
you ac tual ly  haven ' t  succeeded a t  your  goal  of  moving the  money out .   
You 've  jus t  sh i f ted  the  money around.  
 You jus t  k ind of  do a  swap and i t  doesn ' t  achieve  the  goal .   And 
th is ,  I  th ink,  i s  something the  cent ra l  bank is  very  worr ied  about .   
They are  except ional ly  concerned tha t  the  res t  of  the  wor ld  wants  to  
exploi t  China 's  undervalued currency to  get  easy  prof i t s ,  and I  th ink 
the i r  b ig  concern  i s  tha t  companies  tha t  ge t  inves tment  f rom the  CIC,  
which i s  k ind of  the i r  bureaucra t ic  r iva l ,  wi l l ,  in  re turn ,  ge t  a  favor ,  
which le ts  them move money in to  China ,  which makes  the  cent ra l  
bank 's  job  of  s ter i l iza t ion  more  d i f f icul t .  
 So  I  want  to  a lways  emphasize  tha t  the  chal lenges  tha t  these  
changes  br ing about  apply  on both  s ides  of  the  re la t ionship .  
 COMMISSIONER FIEDLER:  I  agree .   One other  ques t ion .   
We've  deal t  wi th  the  i ssue  of  rec iproci ty  only  l ight ly .   I t ' s  been 
ment ioned a  couple  of  t imes  today.   So,  for  ins tance ,  i f  China  wanted 
to  buy a  major  coal  company in  the  Uni ted  Sta tes  on the  U.S.  s tock 
exchange--okay--contro l l ing  in teres t ,  51  percent ,  there 's  nothing tha t  
inhibi ts  them to  do i t ,  and I  wouldn ' t  th ink that  CFIUS would  objec t .  



 

 

 Yet ,  we can ' t  do  tha t  there .   Al l  r ight .   Does  the  concept  of  
rec iproci ty  have  any ro le  to  p lay in  our  pol icymaking in  the  Uni ted  
Sta tes  v is -à-vis  not  jus t  China 's  sovere ign weal th  fund but  anybody 's  
sovere ign weal th  fund?  
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 DR.  SETSER:   I t  cer ta in ly  could  and i t  would  tend to  have  the  
ef fec t  of  l imi t ing  sovere ign weal th  fund 's  abi l i ty  to  inves t  in  the  
Uni ted  Sta tes .   Now,  in  genera l - -  
 COMMISSIONER FIEDLER:  Because  they res t r ic t  our  
inves tment  in  the i r  country .  
 DR.  SETSER:  So the  pract ica l  ef fec t  would  be  res t r ic t ive .   Now,  
I  want  to  make one  very  impor tant  point  which i s  tha t  we do not  l ive  in  
a  rec iprocal  wor ld .   We l ive  in  an  asymmetr ic  wor ld  where  we are  the  
borrower ,  where  we need a  net  inf low of  $750 bi l l ion  a  year  to  cover  
our  current  account  def ic i t ,  which means  tha t  on  aggregate ,  there  has  
to  be  a  lo t  more  money coming in  than going out .  
 So  the  not ion  tha t  there  wi l l  be  a  rec iprocal  exchange of  asse ts  
where  we wi l l  have  one  b i l l ion  of  Chinese  asse ts  for  every  one  b i l l ion  
of  Chinese  inves tment  in  the  U.S. ,  i t  won ' t  happen.  
 COMMISSIONER FIEDLER:  I  wasn ' t  ta lk ing one  for  one .   I  was  
ta lk ing abi l i ty  to  inves t .  
 DR.  SETSER:  I  would  say that  the  effec t  tha t  the  abi l i ty  to  
inves t  r ight  now would  mean,  i f  China  d idn ' t  adjus t  o ther  pol ic ies ,  tha t  
more  U.S.  money would  be  inves ted  in  China ,  tha t  th is  would  increase  
the  fore ign asse ts  of  China 's  government  because  in  order  to  keep the  
exchange ra te  down,  the  government  has  to  in tervene in  the  fore ign 
exchange ra te  market ,  so  you would  see  an  increase  in  capi ta l  inf lows 
in to  China ,  pr iva te  capi ta l  inf lows in to  China ,  and an  increase  in  
Chinese  reserve  growth,  and an  increase  in  government  out f lows given 
a l l  the  o ther  pol ic ies  tha t  a re  in  p lace .  
 And that  i s  why i t ' s  a lmost  imposs ib le  so  long as  China  i s  
mainta in ing th is  exchange ra te  a t  a  low level ,  which keeps  i t s  f inancia l  
asse ts  ins ide  China  underpr iced,  for  China  to  fu l ly  l ibera l ize  capi ta l  
f lows.  
 DR.  NAVARRO:  Jus t  one  quick comment  here .  I  would  
d iscourage  a  b i la tera l  approach in  terms of  pol icy  on th is  i ssue .   We 
don ' t  need to  target  China  wi th  a  sens ib le  sovere ign weal th  fund 
pol icy .  We jus t  need to  wri te  legis la t ion  tha t  se ts  down a  se t  of  ru les  
tha t  would  protec t  th is  country  f rom any sovere ign weal th  fund that  
engages  in  s t ra tegic  manipula t ion  of  i t s  reserves  and leave  i t  a t  tha t .  
 DR.  MARTIN:   A couple  quick comments .   One,  though i t  has  
been impl ied  tha t  the  only  mot ivat ion  or  the  pure  mot ivat ion  of  the  
s ter i l iza t ion  effor t  in  China  i s  to  keep the  currency exchange ra te  
where  i t  i s  r ight  now,  cer ta in ly  wi th in  the  Chinese  press  and the  
media ,  the i r  concern  i s  for  domest ic  inf la t ionary  purposes ,  not  for  the  



 

 

global  exchange ra te  phenomenon.   They are  le t t ing  the i r  currency 
gradual ly  apprecia te  agains t  the  U.S.  dol lar ,  and i t ' s  gone up about  14  
percent ,  which leads  to  the  second point ,  which is ,  as  Dr .  Setser  
ment ioned,  we ' re  rea l ly  in  a  s i tua t ion  where  we need capi ta l  to  come 
in .  

 

 
 
 
  

- 87 -

  

 But  the  rec iprocal  i s  tha t  for  China  they have  to  move tha t  
money somewhere  overseas .   So i f  we block off  one  condui t  or  one  
area  where  i t  can  go,  for  domest ic  pol i t ica l  purposes ,  they have  to  
move i t  e lsewhere  for  economic  purposes .   They do not  want  to  incur  
the  domest ic  inf la t ionary  impact  tha t  they would  incur .  
 COMMISSIONER FIEDLER:  I  unders tand.  
 DR.  NAVARRO:  But  they can ' t  move thei r  back to   the  U.S.  
currency pressures  undue the i r  peg.  
 DR.  MARTIN:   I f  I  may f in ish .   So they need to  inves t  overseas  
in  some format  so  tha t  i f ,  indeed,  you c lose  off  one  avenue whereby 
the  capi ta l  could  f low in to  the  Uni ted  Sta tes  or  e lsewhere  around the  
wor ld--okay-- then i t  wi l l  have  to  f ind  some other  method of  ge t t ing  or  
f lowing to  where  i t  goes  or  China  would  be  forced to  take  the  
economic  medic ine  tha t  macroeconomics  would  say  i t  must  take ,  g iven 
a  f ixed exchange ra te ,  which is  rapid  inf la t ion .   Pol i t ica l ly  r ight  now,  
my sense  i s  they ' re  not  wi l l ing  to  accept  tha t  level  of  inf la t ion .   They 
want  to  keep i t  be low f ive  percent .  
 CHAIRMAN WORTZEL:   Commiss ioner  Slane .  
 COMMISSIONER SLANE:  Are  there  c landes t ine  methods  tha t  
CIC may implement  in  the  fu ture  tha t  we should  focus  on such as  
dummy corpora t ions ,  subsets  of  o ther  ent i t ies?  
 DR.  SETSER:   Yes ,  there  wi l l  be  subsid iar ies .   We a lso  see  tha t  
wi th  the  Sta te  Adminis t ra t ion  of  Fore ign Exchange.   You could ,  in  
some sense  you could  say  tha t  the  CIC has  ef fec t ive ly  subcontrac ted  
the  management  of  the  major i ty  of  i t s  in i t ia l  a l locat ion  of  $200 bi l l ion  
to  f ive  s ta te  banks  ins ide  China .  
 They are  ac t ing  as  the  asse t  managers  for  the  CIC as  a  resul t  of  
the  recapi ta l iza t ion .   Now,  there 's  an  offse t t ing  equi ty  in teres t  tha t  the  
CIC received in  re turn .   But  the  ef fec t  i s  tha t  the  management  of  tha t  
has  been outsourced to  cer ta in  managers  ins ide  China .  
 I f  you look a t  how sovere ign weal th  funds  manage thei r  funds  
g lobal ly ,  they make very  heavy use  of  f inancia l  in termediar ies .   Most  
cases ,  those  f inancia l  in termediar ies  a lso  manage other  people 's  
money,  and you par t ic ipate  in  a  broader  por t fo l io .  
 But  i t ' s  very  d i f f icul t  to  know exact ly ,  to  t race  a l l  these  f lows in  
par t  because ,  to  be  hones t ,  we in  the  U.S.  haven ' t  necessar i ly  wanted 
the  wor ld  to  know,  and those  inves t ing  in  the  Middle  Eas t  haven ' t  
necessar i ly  wanted the i r  publ ics  to  know precise ly  how much of  the i r  
weal th  has  been kept  in  dol lars .   So there 's  a  very  wel l  developed 



 

 

mechanism that  uses  var ious  f inancia l  ins t i tu t ions  in  Europe tha t  for  
not  any nefar ious  purpose ,  but  jus t  i t  has  the  ef fec t  of  keeping some of  
these  f lows f rom being eas i ly  t rackable .  
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 CHAIRMAN WORTZEL:   Commiss ioner  Mul loy.  
 COMMISSIONER REINSCH:  Commiss ioner  Fiedler  a l ready 
asked my ques t ion .  
 HEARING COCHAIR MULLOY:  I  promised tha t  we would  get  
back to  the  i ssue  of  the  Treasury  saying tha t  the  b igges t  problem,  the i r  
b igges t  worry  i s  protec t ionism.   Jus t  to  put  fur ther  context ,  th is  
Commiss ion in  the  pas t  s t rongly  recommended that  Treasury  not  chai r  
the  CFIUS precise ly  because  your  point ,  CFIUS means  toothless  in  
Greek.  
 They never  used i t .   They 've  a lso ,  everybody in  the  wor ld  knows 
China  i s  in tervening in  currency markets  to  keep the i r  currency 
underpr iced contrary  to  the i r  IMF obl igat ions  except  the  Uni ted  Sta tes  
government ,  which refuses  to  name them a  currency manipula tor .  
 So now they ' re  saying the  b igges t  problem here  i s  protec t ionism.  
 So I 'm jus t  wonder ing what  i s  going on here  in  your  perspect ive .   I  
was  asked that  one  t ime when I  tes t i f ied  before  the  Senate  Banking 
Commit tee ,  why is  Treasury  behaving th is  way?   I  gave  them an 
answer ,  but  I 'd  be  very  in teres ted in  what  you fo lks  th ink on that  
point ,  s tar t ing  wi th  Dr .  Navarro .  
 DR.  NAVARRO:  You s tar t  wi th the  presumpt ion tha t  for  
ideologica l  reasons  and a lso  for  pol i t ica l  reasons ,  g iven the  Wal l  
S t ree t  connect ion  to  Treasury  and those  se t  of  in teres ts ,  tha t  Treasury  
has  a  v iew,  and the  v iew is  tha t  they ' re  not  going to  crack down on 
currency manipula t ion .  
 I f  they won ' t  do  that ,  we can ' t  expect  them to  crack down on 
sovere ign weal th  fund.   So then i t  becomes a  ques t ion of  how do you 
argue  th is  in  the  publ ic  arena?   How do you argue th is  in  the  publ ic  
arena  to  the  press  and to  pol icy  people  who may or  may not  be  deeply  
famil iar  wi th  the  k ind of  i ssues?   So you s tar t  wi th  a  f ree  market  
argument .  You ta lk  about  the  g lobal  f low of  capi ta l  and how that ' s  
e f f ic ient  for  g lobal  capi ta l  markets  and you don ' t  ment ion the  fac t  tha t  
i t ' s  the  f ru i t  of  the  poison t ree .  
 You blame the  Chinese  and the  Asians  for  saving too  much ra ther  
than blame China’s  currency manipula t ion  and the  expor t  subs id ies  and 
every  unfa i r  t rade  prac t ice  tha t  bas ica l ly  crea tes  China’s  excess  
reserves .   Then of  course  to  scare  people ,  you wave the  Smoot-Hawley 
bloody shi r t  tha t  everybody a lways  waves  when they want  to  do 
anything about  i t  and you use  the  "P"  word—“protec t ionism.” .   I t ' s  
more  powerful  than the  "F"  word when i t  comes to  t rade .  
 But  cracking down on China’s  unfa i r  t rade  pract ices  i s  not  
protec t ionism.   I  have  to  say  th is  over  and over  again  when I  ta lk  



 

 

about  th is .   I t ' s  not  protec t ionism for  th is  country  to  bas ica l ly  promote  
a  se t  of  ru les  which bas ica l ly  would  a l low us  to  have  f ree  t rade  in  the  
bes t  sense  of  Adam Smith .  
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 You have market  fa i lures  when you have monopoly  e lements ,  
when you don ' t  have  good informat ion and lack of  t ransparency,  when 
you have b la tant  subs id ies  tha t  ru in  the  pr ice  s ignals .   I  mean 
everything about  our  economic  re la t ionship  wi th  China  inc luding the i r  
own impor t  barr iers  and protec t ionism,  and the i r  grea t  wal l  of  
protec t ionism sugges ts  tha t  they are  the  rea l  protec t ionis ts ,  and a l l  
we ' re  t ry ing to  do i s  bas ica l ly  remain  t rue  to  American capi ta l i s t  roots .  
 That ' s  the  only  way I  can  answer  tha t  ques t ion ,  and anybody 
whoever  uses  the  "P"  word on you,  you got  to  shake your  head and 
come r ight  back a t  them and say,  no ,  we are  not  the  protec t ionis ts .  
 DR.  SETSER:  I  should  thank Chairman Wortze l  r ight  now for  
not  ge t t ing  to  the  por t ion  of  my biography that  ment ioned tha t  I  spent  
f ive  years  working a t  the  Uni ted  Sta tes  Treasury .   So I  presume that  
wi th  tha t  d isc losure ,  my response  wi l l  be  duly  d iscounted as  
represent ing  the  Treasury/Wal l  S t ree t  f inancia l  conspi racy.   But  I  am 
speaking ent i re ly  on my own behal f  and not  as  a  representa t ive  of  any 
ins t i tu t ion  tha t  has  employed in  the  pas t  or  tha t  current ly  employs  me.  
 Let  me give  you a  couple  of  points  in  response  to  your  ques t ion .  
 The f i rs t  i s  tha t  I  personal ly  do not  share  the  Treasury 's  f raming that  
the  grea tes t  r i sk  i s  inves tment  protec t ionism.   To me,  the  grea tes t  r i sk  
i s  a  fa i lure  to  have  the  necessary  adjus tments  in  the  g lobal  ba lance  of  
payments  tha t  would  br ing the  surpluses  in  the  surplus  countr ies  down,  
tha t  would  br ing the  def ic i t  in  the  def ic i t  country ,  the  U.S. ,  down,  and 
that  would  a l low the  U.S.  to  run a  def ic i t  which could  be  f inanced by a  
pr iva te  f low of  capi ta l  ra ther  than by the  bui ld  up of  government  
asse ts .  
 That  k ind of  adjus tment ,  which I  th ink i s  necessary ,  i s  to  some 
degree  being impeded by the  decis ion by the  Uni ted  Sta tes  Credi tor ,  to  
sh i f t  to  sovere ign weal th  funds  ra ther than to  accumulate  fewer  off ic ia l  
asse ts .  
 So  I  would  not  accept  the  f raming as  the  only  or  the  dominant  
r i sk  i s  inves tment  protec t ion .  The dominant  or  overarching r i sk  i s  an  
inabi l i ty  or  an  unwil l ingness  on the  par t  of  a l l  par t ies  in  the  sys tem to  
adjus t .  
 That  sa id ,  I  th ink tha t  the  Treasury  i s  responding to  three  
rea l i t ies .   One byproduct  of  China 's  currency pol icy  and,  a t  leas t  in  my 
judgment ,  of  the  fore ign exchange tha t  they have  to  accumulate  as  a  
resul t  of  tha t  currency pol icy  i s  tha t  they ' re  overpaying for  a  hos t  of  
f inancia l  asse ts ,  inc luding American f inancia l  asse ts ,  and they are   
keeping the  pr ice  of  a  hos t  of  f inancia l  asse ts  h igher  than they 
otherwise  would  be ,  and tha t  tha t  crea tes  winners  in  the  U.S.  economy 



 

 

jus t  as  the  underpr ic ing of  China 's  currency crea tes  losers  in  the  
t radeable  sec tor .  
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 And that  Treasury  i s  ba lancing those  in teres ts ,  and i t  re f lec ts ,  to  
a  degree ,  the  in teres t  of  those  people  who have been gaining f rom the  
in t r ins ic  overpay--  
 HEARING COCHAIR MULLOY:  Who are  they?  
 DR.  SETSER:  American households ,  a l though that  may be  hard  
to  bel ieve  to  the  extent  tha t  housing is  a  va lue  as  a  funct ion  of  in teres t  
ra tes  and to  the  extent  tha t  Chinese  bond purchases  have  kept  the  
pr ices  of  bonds  up and kept  in teres t  ra tes  down.   Chinese  demand has  
helped anybody who bought  a  house  in  2002.   Clear ly ,  i t  d idn ' t  benef i t  
anyone who brought  a  house  in  2006 expect ing ongoing household  
pr ice  apprecia t ion .  
 But  a  wor ld  where  U.S.  in teres t  ra tes ,  long- term in teres t  ra tes  on  
t reasur ies  are  s ix  ra ther  than four  to  f ive  would  be  a  major  b low to  the  
net  wor th  of  anybody who has  a  home.   And then i t ' s  a lso  t rue  for  
anybody e lse  who is  se l l ing  debt .   Var ious  groups  tha t  have  sold  debt  
to  f inance  the  purchase  of  equi ty  are  doing an  arbi t rage  whose  
economic  logic  h inges  on a  grea t  deal  of  demand for  debt  re la t ive  to  
equi ty ,  and recent ly  a  b ig  source  of  tha t  demand for  debt  has  been 
f rom centra l  banks .  
 I  th ink the  second point  i s  the  i ssue  of  China’s  nuclear  opt ion,  
so-ca l led ,  which i s  to  se l l  i t s  U.S.  holdings .   I t  doesn ' t  ac tual ly  have  to  
se l l .   I t  jus t  has  to  s top  buying and there  would  be ,  in  my judgment ,  a  
very  meaningful  impact .  
 U.S.  has  i t s  nuclear  opt ion  which i s  to  c lose  i t s  market  to  
Chinese  impor ts ,  Chinese ,  U.S.  impor ts  f rom China .   I  th ink the  
Treasury  has  been re luctant  to  take  s teps  tha t  would  lead  on a  pa th  tha t  
might  resul t  in  tha t  outcome.   And again ,  tha t  outcome would  have 
economic  cos ts  to  many in  the  U.S. ,  jus t  as  i t  would  perhaps  genera te  
benef i t s  for  o ther  par ts .  
 But  i t  would  be  a  very  aggress ive  move tha t  would  be  perceived 
as  a  s tep  by the  U.S.  to  force  adjus tment  ra ther  than an  a t tempt  by  the  
U.S.  to  persuade the  res t  of  the  wor ld  tha t  adjus tment  makes  sense .  
 The th i rd  point  i s ,  and I  th ink i t ' s  an  impor tant  point  to  consider ,  
i s  tha t  China  i s  a  country  of  1 .3  b i l l ion  people ,  a  group which wi l l  
because  of  i t s  own indust ry  and i t s  thr i f t  wi l l  be  much weal th ier  in  20 ,  
years  no mat ter  what  the  U.S.  does ,  than they are  today.   Because  of  
i t s  s ize  and because  of  i t s  economic  growth wi l l  l ike ly  be  a  very  
impor tant  p layer  in  a  p lanet  tha t  we a l l  hope to  inhabi t .  
 And I  th ink the  U.S.  appropr ia te ly  i s  re luctant  to  in i t ia te  a  pa th  
tha t  might  lead  to  a  widespread popular  percept ion ins ide  China  tha t  
the  U.S.  i s  taking s teps  to  keep i t  f rom growing,  to  keep i t  f rom 
developing,  and therefore  has  put  a  h igh premium on persuas ion ra ther  
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 The  d i f f icul ty  i s  tha t  those  persuas ive  ef fec ts  have  not  genera ted  
the  resul ts  a t  a  suff ic ient  pace  for  those  who have not  benef i ted  f rom 
the  changes  in  the  U.S.  economy that  have  been induced by the  
combinat ion of  cheap Chinese  expor ts ,  cheap goods ,  and s t rong 
demand for  U.S.  f inancia l  asse ts .   Groups  tha t  don ' t  benef i t ,  I  th ink 
qui te  r ight ly ,  a re  asking,  par t icular ly  now when the  U.S.  economy is  
not  doing so  wel l ,  what 's  in  i t  for  me,  why isn ' t  th is  happening fas ter .   
These  broader  considera t ions  don ' t  car ry  much water  i f  you ' re  out  of  a  
job .  
 CHAIRMAN WORTZEL:   Gent lemen,  I  want  to  thank the  three  
of  you for  your  wisdom and for  shar ing your  t ime and knowledge wi th  
us .   I f  you have more  tha t  you want  to  say ,  we ' l l  be  happy to  ge t  i t  in to  
our  wri t ten  record  of  the  hear ing.  
 We're  going to  break now.   We wi l l  reconvene a t  1 :45 wi th  the  
next  panel .   Thank you a l l  for  be ing here .   You 're  awesome.  
 DR.  NAVARRO:  Thank you so  much.  
 HEARING COCHAIR MULLOY:  Thank you a l l .  
 [Whereupon,  a t  12:45 p .m. ,  the  hear ing recessed,  to  reconvene a t  
1 :45 p .m. ,  th is  same day. ]  

 
 

A F T E R N O O N   S  E S S I  O N 
 

PANEL IV:  IMPACT ON FINANCIAL SERVICES INDUSTRY 
 

 HEARING COCHAIR MULLOY:  Thank you.   This  af ternoon,  
the  Commiss ion in  cont inuing th is  hear ing on sovere ign weal th  fund 
inves tments ,  the i r  impl ica t ions  for  our  own nat ional  secur i ty ,  we ' re  
going to  look a t  the  impact  on  the  f inancia l  services  indust ry  because  
there  have  been par t icular ly  ac t ive  sovere ign weal th  funds  making 
purchases  in  the  American f inancia l  services  indust ry .  
 So we were  very  for tunate  in  get t ing  three  top  ra te  wi tnesses  to  
come in  here  and discuss  the  i ssues  wi th  us .     
 Leading off  wi l l  be  Char les  Dal lara ,  who is  the  Managing 
Direc tor  of  the  Ins t i tu te  of  In ternat ional  Finance .   The Ins t i tu te  i s  an  
associa t ion  of  over  340 global  f inancia l  ins t i tu t ions .   Previous ly ,  
Char les  served as  a  Managing Director  of  J .P .  Morgan & Company.  
 I  f i r s t  met  Char les  when he  was  down in  the  Treasury  
Depar tment .   He was  a  DAS when I  f i r s t  met  Char les ,  and then he  
became an Ass is tant  Secre tary ,  and had the  in ternat ional  t rade  
por t fo l io  down in  the  Treasury  Depar tment .  
 Char les  holds  h is  Ph.D.  f rom the  Fle tcher  School  of  Law and 
Diplomacy,  and he 's  one  of  the  top  people  to  br ing us  a  perspect ive  



 

 

f rom the  f inancia l  communi ty  on what  i s  happening wi th  regard  to  
these  sovere ign weal th  funds .  
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 Our  second wi tness  i s  Dr .  Peter  Moric i .   Pe ter  i s  a  Professor  of  
In ternat ional  Business  a t  the  Univers i ty  of  Maryland and he  a lso  has  
grea t  government  service  over  a t  the  In ternat ional  Trade  Commiss ion 
where  you were  the  Chief  Economis t .  
 He a lso  has  been an  advisor  to  key t rade  commit tees  on  the  Hi l l ,  
and he  has  h is  Ph.D.  in  economics ,  and I  know he 's  a  person that  
wr i tes  a  lo t  in  the  press ,  and we 've  a l l  pa id  a  lo t  of  a t tent ion  to  what  
you say,  Peter ,  so  thank you for  being here  wi th  us .  
 DR.  MORICI:   You 're  welcome.  
 HEARING COCHAIR MULLOY:  And now the  th i rd  one  on the  
panel  i s  Karen Shaw Petrou.  When I  worked for  the  Senate  Banking 
Commit tee ,  I  f i r s t  met  Karen over  20 years  ago.   She 's  now the  
Managing Par tner  of  Federa l  F inancia l  Analyt ics  which i s  a  pr iva te ly  
held  company that  specia l izes  in  informat ion and consul t ing  services  
for  f inancia l  ins t i tu t ions .  
 She 's  one  who rea l ly  unders tands  the  f inancia l  services  indust ry  
and a  person of  grea t  in tegr i ty  and independence  to  g ive  us  a  very  
good analys is  of  what  she  th inks  i s  happening wi th  regard  to  the  
sovere ign weal th  funds  and our  own f inancia l  services  indust ry .  
 Pr ior  to  founding her  own f i rm in  1985,  Ms.  Pet rou worked in  
Washington as  an  off icer  a t  the  Bank of  America  where  she  began her  
career  in  1977.   
 So we thank you wi tnesses  for  be ing here  and for  the  help  tha t  
you ' re  g iv ing to  the  Commiss ion so  we can in  turn  be  of  he lp  to  the  
Congress .   So thank you.   Dr .  Dal lara .  
 

STATEMENT OF DR. CHARLES DALLARA, MANAGING 
DIRECTOR, THE INSTITUTE OF INTERNATIONAL FINANCE, 

WASHINGTON, D.C.  
 

 DR.  DALLARA:  Thank you very much,  Pat r ick ,  and thank you 
and the  chai rman and a l l  of  the  commiss ioners  for  af fording me th is  
oppor tuni ty .   I t  i s  an  honor  to  be  wi th  you today.  
 I 'm aware  tha t  you 've  had a l ready a  hal f  day of  d iscuss ions ,  and I  
would  l ike  to  pos i t ion  my br ief  comments  in  the  way that  you f ind  
most  useful .   I  was  g iven a  handful  of  ques t ions  which I ' l l  be  g lad  to  
respond to  br ief ly ,  and I  assume that ' s  the  bes t  way to  proceed.  
 Let  me begin ,  i f  I  may,  jus t  by  saying tha t  I  do  congra tu la te  the  
Commiss ion on se lec t ing  th is  topic  because  I  th ink i t  i s  one  of  the  
most  compl ica ted ,  one  of  the  most  impor tant  geopol i t ica l  f inancia l  
i ssues  tha t  wi l l  dominate  the  g lobal  f inancia l  landscape  in  the  next  
decades  and perhaps  have  impor tant  na t ional  secur i ty  impl ica t ions .   I  



 

 

par t icular ly  th ink tha t  i s  potent ia l ly  the  case  when you view i t  through 
the  pr ism of  U.S. -China  re la t ions .  
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 What  i s  a  sovere ign weal th  fund?   I 'm sure  tha t  through the  
d iscuss ions  you 've  had a l ready today,  you ' re  aware  tha t  there  i s  no  
universa l ly  accepted  def in i t ion .   What  I  th ink we should  be  looking a t  
a re  government  inves tment  vehic les  tha t  cont ro l  the  asse ts  tha t  a re  
owned or  control led  by government  ent i t ies  around the  wor ld .  
 That  i s  such a  broad def in i t ion  tha t  I  th ink we 're  going to  have  to  
be  somewhat  f lexible  and dynamic .   I s  the  China  Development  Bank 
par t  of  the  sovere ign weal th  fund world?   Many would  suggest  no ,  but  
indeed many analys ts  would  say  tha t  because  i t  i s  a  government-owned 
development  bank,  tha t  i t s  ac t ions  fa l l  in  the  scope of  th is .  
 My own view is  tha t  we should  not  be  too  dogmat ic  in  
de termining or  doct r ina i re  in  de termining what  i s  a  sovere ign weal th  
fund.   I  th ink we should  be  looking a t  th is  broad universe  of  the  
d iverse  ent i t ies  which contro l  government  asse ts  and which,  in  the  
c i rcumstances  in  which we look a t  these  th ings ,  inves t  them overseas ,  
and of  course ,  we know that  many of  these  asse ts  are  der ived f rom or  
in  some cases  s t i l l  par t  of  off ic ia l  reserves  of  monetary  author i t ies .  
 How large  are  these  sovere ign weal th  funds?   I  th ink we a l l  a re  
aware  tha t  they are  s t i l l  re la t ive ly  modest  in  the  to ta l  g lobal  scheme of  
g lobal  f inance .   For  example ,  1 .9  to 2 .9  t r i l l ion  i s  an  es t imate  tha t  we 
bel ieve  has  some val id i ty ,  and I  would  sugges t  tha t  the  numbers  are  
current ly  in  the  middle  of  tha t  range.  
 This  re la tes  to  $120 t r i l l ion  in  s tocks  and bonds  g lobal ly .   I t ' s  I  
th ink a  re la t ive ly  modest  propor t ion  of  the  g lobal  f inancia l  landscape,  
but  one  tha t  i s  growing rapidly ,  and I  th ink tha t  i s  why a t tent ion  i s  
mer i ted  and warranted  on th is  ent i re  mat ter .  
 Of  course ,  again ,  def in i t ions  mat ter ,  and you have many 
sovere ign weal th  funds ,  as  they would  be  ca tegor ized,  which have been 
wi th  us  for  many decades  and are  managed in  a  h ighly  profess ion 
fashion.  
 How fas t  a re  they expected  to  grow?  We do expect  tha t  they 
could  grow to  a  to ta l  of  seven to  e ight  t r i l l ion  by as  soon as  2012,  and 
12 to  15 t r i l l ion  by 2015.   I t  seems to  me tha t  i t ' s  impor tant  in  th is  
context  to  recognize  the  s t rong growth of ,  wel l ,  the  funds  in  the  
Middle  Eas t  dr iven by oi l  revenues  and in  China ,  and i f  I  could  jus t  
say  in  tha t  connect ion tha t  obviously  the  Chinese  sovere ign weal th  
funds  are  a  funct ion of  two th ings :  the  very  large  and high and 
cont inuing to  grow current  account  surplus  of  China;  and the  decis ions  
which they have made and wi l l  make to  t ransfer  cer ta in  funds  f rom 
thei r  regular  reserves  in to  th is  new sovere ign weal th  fund ent i ty .  
 How long have they been in  exis tence?   Cer ta in ly ,  two of  the  
funds  were  founded more  than 25 years  ago:  the  Abu Dhabi  Inves tment  



 

 

Author i ty  and Singapore 's  Government  Inves tment  Corpora t ion .  But  
you could  go back even fur ther  and look a t  the  in i t ia l  accumulat ion  of  
asse ts  by  the  Saudi  Arabian  Monetary  Author i ty  and see  there  the  
seeds  of  what  might  be  considered a  sovere ign weal th  fund.  
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 Of  course ,  today,  the  Saudis  do  not  necessar i ly  fee l  comfor table  
consider ing the  reserves  a  sovere ign weal th  fund,  and they in  fac t  
res is t  the  nomencla ture  and res is t  the  not ion,  and I  th ink we have to  
have some unders tanding of  why that  might  be  the  case  and we can 
cer ta in ly  d iscuss  tha t  la ter .  
 Jus t  to  wrap up my comments ,  i f  I  may,  coming speci f ica l ly  to  
China .   Right  now China 's  of f ic ia l  fore ign exchange reserves  are  
roughly  $1.6  t r i l l ion ,  huge by any s tandard  re la t ive  to  China 's  
domest ic  needs .  
 We expect  tha t  those  reserves  wi l l  c l imb to  two t r i l l ion  by the  
end of  th is  year ,  and eas i ly  to  2 .5  t r i l l ion  by the  end of  next  year .   As  
you can see  wi th  the  large  current  account  surplus ,  these  reserves  are  
growing rapidly .  
 A cr i t ica l  decis ion,  however ,  i s  whether  or  not  the  Chinese  
author i t ies  t ransfer  subs tant ia l  amounts  of  those  funds  in to  the  new 
corpora t ion  which has  been des ignated  as  the i r  pr imary vehic le  for  
sovere ign weal th  fund inves tment .   I  th ink i t ' s  ca l led  the  China  
Inves tment  Corpora t ion ,  or  CIC.  
 The in i t ia l  capi ta l iza t ion  of  tha t  i s  200 bi l l ion ,  much of  which 
wi l l  be  used for  domest ic  recapi ta l iza t ion  of  insolvent  f inancia l  
ins t i tu t ions  or  f inancia l  ins t i tu t ions  wi th  ser ious  weak asse ts .  
 So i t  remains  a  b ig  unknown how much of  the  fu ture  
accumulat ion of  Chinese  reserves  would  be  t ransferred  in to  th is  new 
ent i ty .   I  th ink there  i s  a  key i ssue ,  and I  wi l l  only  ment ion i t  very  
br ief ly .   Do commodi ty-based sovere ign weal th  funds  d i f fer  f rom non-
commodi ty-based funds?  
 I  would  sugges t  tha t  i t ' s  not  te r r ib ly  useful  to  spend a  grea t  deal  
of  t ime on tha t  d is t inc t ion  because  whether  a  country  genera tes  these  
asse ts  through accumulat ion  of  reserves  because  of  h igh oi l  pr ices  or  
whether  i t  genera tes  i t  through reserves  accumulated  as  a  resul t  of  a  
current  account  surplus  owing to  o ther  c i rcumstances ,  the  fac t  i s ,  i s  
tha t  these  are  funds  which are  accumulated  by a  sovere ign ent i ty  and 
managed for  var ious  purposes ,  which they wi l l  need to  def ine  and 
c lar i fy .  
 Cer ta in ly ,  in  the  las t  few months ,  they have come increas ingly  to  
the  fore  of  our  a t tent ion ,  and these  wi l l  conclude my opening 
comments ,  Mr.  Chairman,  because  of  the i r  t imely  and I  would  say  
const ruct ive  inves tments  in  U.S.  and European f inancia l  ins t i tu t ions .  
 We 're  going through a  per iod of  remarkable  s t ress  in  the  g lobal  
f inancia l  communi ty ,  par t icular ly  in  the  U.S. ,  Canadian and European 



 

 

f inancia l  ins t i tu t ions ,  which i s  obviously  having the  severe  adverse  
impact  on  economic  ac t iv i ty  in  the  U.S.  and potent ia l ly  around the  
g lobe .  
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 I t  would  not  have  been easy  and may not  have  even been 
prac t ica l  for  the  f inancia l  ins t i tu t ions  tha t  have  ra ised  capi ta l  f rom 
sovere ign weal th  funds  over  the  las t  few months  to  do so  in  a  t imely  
manner  through other  means .  
 I  th ink we have to  recognize  tha t  the  presence  and wi l l ingness  of  
these  sovere ign weal th  funds  to  in jec t  capi ta l  in to  U.S.  and European 
f inancia l  ins t i tu t ions  has ,  in  my view been an  impor tant  s tabi l iz ing  
fac tor  in  the  opera t ion  of  these  f inancia l  ins t i tu t ions .   At  the  same 
t ime,  I  th ink  there  are  impor tant  i ssues  of  governance ,  of  t ransparency,  
and of  fundamenta l  objec t ive  tha t  need to  be  explored wi th  the  fu ture  
opera t ions  of  these  sovere ign weal th  funds  in  order  for  us  to  fee l  
comfor table  tha t  these  are ,  on  the  whole ,  very  benef ic ia l  opera tors  in  
the  g lobal  f inancia l  scene .  
 Thank you,  Mr.  Chairman.  
 HEARING COCHAIR MULLOY:  Thank you,  Dr .  Dal lara .   
Before  we ca l l  on  Dr .  Moric i ,  I  jus t  want  to  le t  you know that  a t  2 :30 
today,  Senator  Webb is  going to  come by,  and he ' l l  make some 
comments .   At  tha t  point ,  we ' l l  le t  h im have the  wi tness ,  make his  
comments .   I  don ' t  th ink he 's  going to  take  ques t ions .   And then we ' l l  
come r ight  back to  th is  panel .  
 Thank you.   Peter .  
 

STATEMENT OF DR. PETER MORICI 
PROFESSOR, ROBERT H.  SMITH SCHOOL OF BUSINESS 

UNIVERSITY OF MARYLAND, COLLEGE PARK, MARYLAND 
 
 DR.  MORICI:   To jus t  p ick  up on what  the  previous  panel is t  
sa id ,  and then I ' l l  ge t  to  my tes t imony,  China  r ight  now has  about  $1 .5 ,  
$1 .6  t r i l l ion  in  i t s  fore ign exchange funds .   The U.S.  equi ty  markets  
are  only  wor th  $15 t r i l l ion  so  they could  buy ten  percent  of  a l l  the  
equi t ies  in  the  Uni ted  Sta tes  tomorrow morning wi th  the  cash  on hand.  
 Now to  my formal  tes t imony.   A sovere ign weal th  fund is  a  pool  
of  resources  owned or  contro l led  by a  government  inves ted  in  publ ic  or  
pr iva te  asse ts ,  inc luding debt  ins t ruments ,  equi t ies  and di rec t  
inves tments  in  proper ty .  
 The China  Inves tment  Corpora t ion  i s  an  example  of  such an  
ent i ty ,  but  so  too  are  nat ional  and subnat ional  in teres ts  tha t  European 
governments  have  in  indust r ia l  companies .   For  example ,  Airbus .  
 In  the  Uni ted  Sta tes ,  there 's  a  Socia l  Secur i ty  Fund.   I t ' s  huge,  
and that ' s  a  sovere ign fund,  as  i s  say  Calpers ,  the  Cal i fornia  Publ ic  
Employee  Ret i rement  Fund,  which does  inves tment  in  equi t ies .  



 

 

 My point  i s  tha t  ident i fy ing sovere ign weal th  i s  fa i r ly  easy  to  
do,  but  ident i fy ing those  sovere ign inves tments  tha t  should  concern  us  
i s  d i f f icul t .   Clear ly ,  ins t ruments  owned by nat ional  governments  such 
as  China  and i t s  s ta te-contro l led  companies  ra ise  i ssues ,  but  
genera l iz ing pol icy  i s  a  tangle  of  s t r ing .  
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 U.S.  pol icy  wi th  regard  to  sovere ign weal th  i s  la rgely  
underdeveloped.   I t  has  to  be  d iscerned f rom a  var ie ty  of  laws and 
regula t ions .   With  regard  to  our  own sovere ign weal th ,  we don ' t  le t  the  
Socia l  Secur i ty  Adminis t ra t ion  inves t  in  equi t ies  because  we don ' t  
want  the  federa l  government  inf luencing pr ivate  sec tor  decis ion-
making wi th  regard  to  how capi ta l  i s  a l located .   We le t  Calpers  do  i t ,  
though Calpers  i s  la rgely  in teres ted  in  making a  prof i t  l ike  a  b ig  
mutual  fund.  
 I t  cer ta in ly  has  voted  and inf luenced the  behavior  of  companies ,  
but  i t  hasn ' t  had,  for  example ,  an  indust r ia l  pol icy  concern  s imi lar  to  
the  Quebec Pension Fund in  recent  years .    
 In  contras t ,  in  China  and Europe,  na t ional  and subnat ional  
governments  make inves tments  wi th  speci f ic  indust r ia l  pol icy  purposes  
which have profound ef fec ts  on  in ternat ional  compet i t ive  outcomes.    
 Once upon a  t ime there  was  no Airbus ,  and McDonnel l  Douglas  
was  a  thr iv ing commercia l  enterpr ise .   Now,  Airbus  i s  a  thr iv ing 
commercia l  enterpr ise  and McDonnel l  Douglas  no longer  exis ts .  
 Sovere ign weal th  funds  have the  capaci ty  to  inf luence  American 
companies  grea t ly  i f  the i r  inves tments  become large .   For  example ,  
how would  a  major  China  Inves tment  Corpora t ion  (CIC)  inves tment  in  
one  of  our  major  automakers  af fec t  the  locat ion  of  a  fac i l i ty  to  produce  
smal l  cars  when those  cars  could  be  made here  and sent  to  China  or  
made in  China  and sent  here ,  when i t  i s  a  c lear  indust r ia l  pol icy  
objec t ive  in  China  to  get  in to  the  car  bus iness?  
 The inf luence  of  sovere ign weal th  on the  U.S.  economy through 
the  pol i t ica l  process  i s  another  very  ser ious  considera t ion .   I t  i s  an  
unspoken fac t  of  l i fe  tha t  under  our  campaign contr ibut ion laws,  g iven 
tha t  we largely  ra ise  money f rom pr ivate  individuals  to  f inance  
campaigns ,  the  major  sources  of  f inancing are  on Wal l  S t ree t ,  the  
Si l icon Val ley  and Hol lywood because  those  indust r ies  have  lo ts  of  
people  who can max out .  
 Right  now,  we have major ,  major  inves tments  being made in  our  
la rge  f inancia l  corpora t ions  on Wal l  S t ree t .  
 Clear ly ,  some sovere ign inves tments  are  more  t roubl ing than 
others ,  and I  would  suggest  tha t  we  should  ask  two ques t ion  in  t ry ing 
to  evaluate  what  we should  worry  about  and what  we shouldn ' t  worry  
about .  
 F i rs t ,  does  the  sovere ign ent i ty  share  U.S.  va lues  about  the  ro le  
of  markets  and s ta te  in tervent ion in  managing the i r  na t ional  economy 



 

 

and the  g lobal  economy? 
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 In  China ,  for  example ,  sovere ign inves tments  have  speci f ic  
purposes  of  crea t ing  a  socia l i s t  market  economy wi th  speci f ic  
indust r ia l iza t ion  objec t ives .   Inves tments  by  these  Chinese  ent i t ies  in  
U.S.  companies  pose  much greater  i ssues  than,  for  example ,  
inves tments  by a  Canadian provincia l  pens ion fund in  the  Uni ted  
Sta tes .  
 Second,  does  the  sovere ign ent i ty  share  U.S.  pol i t ica l  va lues  or  
does  i t  see  i t se l f  in  compet i t ion  f rom the  West?   We have  to  remember  
China  remains  an  autocra t ic  regime.   The Uni ted  Sta tes  offers  to  the  
wor ld  democracy and markets .   That ' s  our  prescr ip t ion .    
 China  offers  order  and prosper i ty  as  jus t i f ica t ion  for  shunning 
democracy and control l ing  markets .   Large  inves tments  by  such a  
government  in  the  larges t  U.S.  f inancia l  ins t i tu t ions  would  crea te  
impor tant  concerns  regarding independent  decis ion-making by those  
banks .   The potent ia l  for  compromise  in  the  a l locat ion  of  U.S.  
inves tments  and endur ing independence of  U.S.  pol i t ica l  f igures  should  
not  be  and cannot  be  denied.  
 The Uni ted  Sta tes  has  campaign f inance  laws because  Americans  
bel ieve  tha t  campaign money can inf luence  legis la t ion  and publ ic  
pol icy .   Hence,  major  holdings  by sovere ign funds  in  U.S.  banks  tha t  
are  now emerging should  be  the  focus  of  a t tent ion .   I t  i s  hard  to  
imagine  tha t  a  U.S.  execut ive  wi l l  not  be  sens i t ive  to  the  pol i t ica l  
concerns  of  la rge  shareholders  when they choose  candidates  to  suppor t  
for  publ ic  off ice .   You can ' t  work for  the  Chinese  government  and not  
be  looking over  your  shoulder .    
 The Uni ted  Sta tes  i s  in  a  box.   We have crea ted  a  mouset rap  for  
ourse lves  by running up very  large  t rade  def ic i t s  and consuming more  
than we produce.   In   s tanding id ly  by whi le  fore ign governments  buy 
up mass ive  amounts  of  dol lars  to  mainta in  undervalued currencies ,  we 
have put  the  very  cash  in  the  hands  of  these  sovere ign inves tment  
vehic les .  
 There  are  no two ways  about  i t .   U.S.  banks  owing to  
ques t ionable  lending pract ices  need mass ive  infus ions  of  capi ta l  which 
are  d i f f icul t  to  f ind  sole ly  f rom domest ic  or  pr iva te  sources .   We wi l l  
l ike ly  hear  f rom bankers  tha t  these  sovere ign inves tments  pose  no rea l  
concerns  or  i ssues .  
 I  would  point  out  to  you tha t  these  sovere ign inves tors  are  not  
requir ing  these  banks  to  make changes  in  the i r  bus iness  models .   
Pr ivate  capi ta l  would ,  g iven the i r  recent  performance.  
 Clear ly ,  they have in teres ts  o ther  than making a  prof i t .   Bankers  
wi l l  te l l  us  tha t  there  i s  no  danger  f rom these  inves tments .   But  I  
would  sugges t  to  you tha t  these  are  the  same fo lks  tha t  jus t  to ld  us  tha t  
col la tera l ized  debt  obl iga t ions  and s t ructured  inves tment  vehic les  and 



 

 

engineered f inancia l  products  were  jus t  as  sound as  the  American 
dol lar ,  and they have jus t  squandered away one-and-a-hal f  percent  of  
U.S.  GDP on thei r  adventures .  
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 So  take  tha t  for  what  i t ' s  wor th .   I  would  leave  you wi th  the  
not ion tha t  fundamenta l ly ,  when money comes in to  a  fa i led  ins t i tu t ion-
-and Ci t igroup,  Merr i l l  Lynch,  USB are  fa i led  ins t i tu t ions-- they need 
to  ra ise  capi ta l ,  they need to  se l l  off  the i r  shareholders '  va lue  to  s tay  
in  bus iness ,  they have  large  d is t r ibut ion networks ,  they have brands .   
Normal ly  the  new inves tor  expects  them to  change what  they do.   They 
haven ' t  been asked to  change what  they do.   And so  we have to  ask  
what  i s  the  mot ivat ion  for  those  inves tments?    
 Thank you.  
 [The s ta tement  fo l lows:]  
 

Prepared Statement  of  Dr.  Peter  Moric i  
Professor ,  Robert  H.  Smith School  of  Business  

Univers i ty  of  Maryland,  Col lege  Park,  Maryland 
 

My name is Peter Morici. I am an economist and Professor of Business at the University of Maryland. 
Thank you for this opportunity to participate in these hearings. I will devote my remarks to the issues 
raised by the recent surge in investments by sovereign wealth funds in the United States. 
 
What Is a Sovereign Wealth Fund? 
 
In purest form, a sovereign wealth fund is a pool of resources, owned and/or controlled by a government, 
invested in public or private assets, including debt instruments, equities and direct investments in property.  
 
Clearly, the China Investment Corporation (CIC) is an example of such an entity, but so too are national 
and subnational government interests in European industrial companies. In turn, the investments of CIC in 
Blackstone and European companies with part government ownership in U.S. companies would be 
examples of sovereign wealth investments in the United States. 
 
Also, the California Pubic Employees’ Retirement System (Calpers), which invests widely in equities, and 
similar foreign national and subnational government retirement systems around the world are sovereign 
investment funds. Those have holdings in U.S. companies. 
 
My point is identifying sovereign wealth is usually easy, but identifying sovereign investments that should 
concern U.S. policymakers is difficult. Clearly, investments by the national government of China and its 
state controlled companies raise issues, but generalizing policy from those concerns is a tangle of string—
pull one piece and you get more string than you anticipated. 
 
U.S. and Foreign Government Policies 
 
As a common law country and culture, much of U.S. policy must be deduced from piecemeal practice and 
by generalizing from fragments of legislation and policy directives.  For example, the U.S. social security 
fund is not permitted to make private investments, in part, because Americans don’t want the U.S. 
government engaged in allocating capital and influencing business decisions in the U.S. private enterprise 
system. However, U.S. state governments are permitted to do as they please—Calpers is a significant 



 

 

example, and it has not always been silent about the management of U.S. companies. The fact is, with its 
voting powers, it can’t always be silent. 
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In contrast, in China and Europe, national and subnational governments make investments expressly for the 
purposes of promoting industries and affecting competitive international outcomes among businesses. 
Often, earning a decent return on capital is not a motivation; rather, the objective is creating employment or 
establishing a national presence in an industry that the market would not otherwise support. 
 
Sometimes the results have strong and lasting effects on the U.S. economy through international commerce 
and competition. For example, Airbus is a strong competitor today, but McDonnell Douglas no longer 
exists as an independent entity. 
 
Sovereign wealth fund investments could have the capacity to influence important U.S. investment 
decisions—the choice of location of major production facilities in the United States or abroad; similarly, 
the location of R&D facilities; and the structure of investments by U.S. firms that may compete with 
companies domiciled in the home countries of sovereign wealth funds. 
 
For example, how would a major CIC investment in a major U.S. automaker affect the location of facilities 
to produce small cars that could be made and exported from China? Or the location of an auto design 
facility?  Chinese inward foreign investment policies have already had such effects. Given the size of 
Chinese sovereign holdings of U.S. dollars seeking investment opportunities, those issues will quickly 
move from the hypothetical to tangible.  
 
The influence of sovereign wealth on the U.S. economy through the political process is another issue that 
will soon emerge. New York banks are busy selling significant minority interests to sovereign wealth 
funds. The employees of those banks are significant sources of campaign contributions for both political 
parties, because those banks have large numbers of employees that may contribute the maximum amounts 
permitted under campaign financing laws. 
 
Through the Committee on Foreign Investment in the United States (CFIUS), the U.S. government has the 
means to review and screen sovereign investments; however, the recent rush to invest in U.S. banks by 
sovereign funds and the CFIUS response provides yet further indication that that agency is fairly passive. It 
seems great public controversy and Congressional out cry are necessary, as was the case in the proposed 
Dubai Ports investments in the United States, to spring CFIUS into meaningful action. 
 
Nevertheless, with the massive overseas holdings of dollars created by U.S. trade deficits and the 
intervention in currency markets by foreign central banks, investments by sovereign funds in the U.S. 
economy will present troubling issues. After all, why would the U.S. government permit a foreign 
sovereign fund to invest in U.S. companies and wield influence when it does not permit the U.S. social 
security fund to do the same?  
 
Yet, with all the dollars the United States has chosen to print and leave abroad, it can hardly deny 
completely sovereign investments in the United States. 
 
Shaping U.S. Policy 
 
Clearly, some sovereign investments are more troubling or benign than others, and I believe the answers to 
two sets of questions should help in identifying investments that should be the focus of concern and 
perhaps screened out. 
 
First, does the sovereign entity share U.S. values about the role of markets and state intervention in 



 

 

managing its national economy and the global economy? 
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In China for example, sovereign investments have the purpose of creating a socialist market economy, with 
specific industrialization objectives. Investments by these Chinese entities in U.S. companies pose much 
greater issues than, for example, investments by Canadian provincial government pension funds. 
 
U.S. experience with large, direct sovereign investments, beyond pension funds, is limited. Investments by 
sovereign entities whose governments have announced specific goals to cultivate competitors to U.S. 
enterprises raise much more poignant issues than those whose purposes are to merely earn a profit to 
finance pensions. 
 
Second, does the sovereign entity share U.S. political values or does it see itself in competition with the 
West? 
 
China remains an autocratic state. The United States offers to the world democracy and markets, while 
China offers order and prosperity as justification for shunning democracy and controlling markets.  
 
Large investments by such a government in the largest U.S. industrial financial institutions would create 
important concerns regarding the independent decision making of U.S. banks. The potential to compromise 
the allocation of large U.S. investments and the enduring independence of U.S. political figures should not 
be denied.   
 
Investments could be denied in the United States by U.S. corporations or moved abroad to appease foreign 
minority interests, and U.S. banks could choose to allocate loans away from U.S. companies that compete 
with foreign companies favored by sovereign investors. 
 
The United States has campaign finance laws, because Americans believe campaign money can influence 
legislation and public policy; hence, major holdings by sovereign funds in U.S. banks that are now 
emerging should be a focus of attention. It is hard to imagine that U.S. executives will not be sensitive to 
the political concerns of large shareholders when they choose candidates to support for public office. 
  
An Awkward Corner 
 
The United States is in a box.  
 
By running up large trade deficits and tolerating foreign government intervention in currency markets, the 
United States has contributed to large dollar overhang abroad—much of it in the hands of sovereign funds. 
Investments by those funds in Treasury securities helped keep long-term interest rates artificially low, and 
helped facilitate the real estate bubble and subprime crisis now besetting U.S. banks. 
 
U.S. banks, owing to questionable lending practices, need massive infusions of capital, which are difficult 
to find solely from domestic or private sources. We will likely hear from bankers in that foreign sovereign 
capital will not have any influences different from those of U.S. shareholders. However, we need ask why 
should foreign sovereign shareholders behave differently in the United States than they do at home? The 
Chinese government is not a neutral investor in China, and it should not be expect to be a neutral investor 
here.  
 
Similarly, if the U.S. government wishes not to continue to have growing pressure from sovereign funds to 
invest in the United States, the U.S. government must finally address the massive U.S. trade deficit and 
foreign government intervention in currency markets that help finance sovereign investments. After all that 
is how these sovereign funds are amassing so many dollars to invest in the United States. 
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 HEARING COCHAIR MULLOY:  Thank you,  Dr .  Moric i .   Ms.  
Pet rou.  
 

STATEMENT OF MS.  KAREN SHAW PETROU 
MANAGING PARTNER, FEDERAL FINANCIAL ANALYTICS,  

INC.  
WASHINGTON, D.C.  

 
 MS.  PETROU:  Thank you very  much.   I t ' s  a  rea l  honor  to  appear  
today before  th is  Commiss ion,  in  your  very  impor tant  inquiry  in to  an  
i ssue ,  tha t  whi le  an  emerging one  has  yet  to  be  very  wel l  s tudied .  
 In  a  recent  Fore ign Affa i rs  ar t ic le ,  Deputy  Treasury  Secre tary  
Kimmit t  commented tha t  sovere ign weal th  funds  are  what  he  ca l led  a  
s t ructura l  sh i f t  in  the  wor ld  economy,  and he  urged pol icymaker  
a t tent ion  to  i t .   And you I  th ink are  taking an  impor tant  leadership  
ro le .  
 Fundamenta l ly ,  any sovere ign inves tment  i s  a t  odds  wi th  the  
premises  on which the  U.S.  f inancia l  sys tem,  indeed the  U.S.  economy,  
i s  premised because  we are  a  pr ivate  sec tor  economy wi th  express  
s ta tu tory  and even const i tu t ional  barr iers  to  the  government 's  
involvement  in  our  pr ivate  market .  
 As  a  resul t ,  our  regula tory  sys tem and our  review of  inves tments  
has  ye t  rea l ly  fa i led  to  take  account  of  what  a  sovere ign inves tor  might  
do ,  and so  we are  s ingular ly  in  need of  the  a t tent ion  tha t  you are  
br inging to  th is  i ssue .  
 As  former  Treasury  Secre tary  Summers  has  recent ly  argued,  
government  inves tors  are  fundamental ly  d i f ferent  than pr ivate  ones ,  
and pol icy  therefore  needs  to  be  d i f ferent  as  wel l .  
 I  th ink th is  i s  especia l ly  t rue  wi th  regard  to  f inancia l  
ins t i tu t ions .   F inancia l  services  f i rms in  the  Uni ted  Sta tes  and indeed 
abroad have a  var ie ty  of  impl ic i t  and expl ic i t  guarantees ,  such as  
Federa l  Deposi t  Insurance  and access  to  the  Federa l  Reserves  d iscount  
window.  
 Even perhaps  more  impor tant ly ,  they take  o ther  people 's  money.  
 Deposi tors  and inves tors ,  who place  the i r  funds  in  t rus t ,  e i ther  in  a  
safekeeping or  even f iduciary  capaci ty  wi th  an  expecta t ion  tha t  those  
funds  wi l l  be  safeguarded and used for  economic  purposes ,  not  
pol i t ica l ,  economic  or  mi l i ta ry  ones  wi th  which the  deposi tor  might  
wel l  d isagree  or  even be  af ra id  of .  
 F inancia l  services  f i rms,  most  notably  pr iva te  equi ty  f i rms,  a lso  
take  d i rec t  s takes  in  o ther  f i rms of ten  as  contro l l ing  in teres ts ,  and 
therefore  they have access  to  ins ider  informat ion and in te l lec tual  
proper ty .   That  again  can p lace  s igni f icant  r i sk  to  our  fundamenta l ly  



 

 

pr ivate  approach to  capi ta l  markets .  
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 For  a l l  of  these  reasons ,  your  look a t  sovere ign weal th  funds  and 
the  f inancia l  services  indust ry  i s  an  urgent  and very  impor tant  one .    
 With  speci f ic  regard  to  the  f inancia l  services  f i rms,  I 'd  l ike  to  
make f ive  recommendat ions  to  th is  Commiss ion.    
 F i rs t  i s  tha t  sovere ign weal th  funds  do,  as  I  sugges ted ,  require  a  
express  and new pol icy  by the  Uni ted  Sta tes .   This  i s  a  pol icy  tha t  I  
th ink needs  to  be  broadened not  jus t  to  any f i rm that  i s  deemed to  be  a  
sovere ign weal th  fund,  but  indeed to  any tha t  i s  a  sovere ign ent i ty  tha t  
inves ts  in  pr ivate  debt ,  in  pr ivate  equi ty .  
 Dr .  Dal lara  has  r ight ly  ta lked about  the  def in i t ional  complexi t ies  
and I  th ink these  wi l l ,  should  we seek to  come up wi th  a  def in i t ion ,  
de lay  us  f rom urgent ly  needed pol icy  ac t ion.   We th ink we know who 
they are  because  they are  not  fundamenta l ly  persons  subjec t  to  U.S.  
law.  
 In  tha t  regard ,  I  do  not  th ink we need a  d i f ferent ia ted  pol icy  for  
China .   I  th ink we need a  U.S.  pol icy  for  a l l  sovere ign inves tors  tha t  
fu l ly  takes  China  and i t s  goals  and objec t ives  and i t s  impor tant  capi ta l  
in to  account .  
 I  th ink i t ' s  impor tant  not  to  t ry  too  hard  to  come up wi th  these  
complex def in i t ions  because  we a l ready see  f i rms tha t  a re  not  
technical ly  sovere ign weal th  funds  behaving in  ways  tha t  may wel l  not  
be  economical ly  dr iven.   I  would  note ,  for  example ,  the  Gazprom 
inves tment  in  energy pipel ines  in  Europe.   These  are  very  t roublesome 
inves tments  f rom a  nat ional  secur i ty  objec t ive .  
 Are  they made by a  pr ivate  company because  Gazprom is  
shareholder  owned or  by  a  government  ent i ty  because  i t  i s ,  of  course ,  
to ta l ly  government  contro l led?  
 A legal  def in i t ion  of  tha t  would  take  a  lo t  of  t ime,  but  I  th ink we 
a l l  know the  answer  to  tha t  ques t ion  f rom an economic  rea l i ty  point  of  
v iew.  
 Going speci f ica l ly  to  the  f inancia l  services  indust ry ,  as  has  been 
sa id ,  c lear ly  sovere ign inves tments  have  become a  major  i ssue .   We 
have ca lcula ted  tha t  s ince  2006,  sovere ign ent i t ies  replaced $44.3  
b i l l ion  in  U.S.  f inancia l  services  f i rms.  
 Now this  i s  a  drop in  the  bucket  compared to  the  t r i l l ions  in  
market  cap of  the  U.S.  f inancial  services  indust ry ,  but  i t  i s  an  
impor tant  inves tment  in  many f i rms,  in  Blacks tone ,  Merr i l l  Lynch,  for  
example ,  Ci t igroup,  and Morgan Stanley .   These  inves tments  make the  
sovere ign ent i ty  the  larges t  pr iva te  shareholder  or  g ive  tha t  inves tor  
s igni f icant  share  in  a  company.  
 Each of  these  inves tments  has  been careful ly  s t ructured to  meet  
the  pass ive  requirements  of  the  CFIUS process  and U.S.  f inancia l  law,  
but  I  th ink a l l  a re  of  a  s ize  to  ra ise  s igni f icant  ques t ions  about  the  



 

 

degree  to  which they are  indeed pass ive ,  and therefore  they warrant  
s igni f icant  addi t ional  cont ro ls .  
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 I  would  recommend two such controls .   F i rs t ,  I  would  argue  tha t  
a l l  sovere ign inves tments  in  U.S.  f inancia l  services  f i rms be  p laced 
through th i rd-par ty  asse t  managers .   I  th ink in  fac t  th is  i s  an  impor tant  
pol icy  for  a l l  sovere ign inves tments  in  the  Uni ted  Sta tes ,  but  i t  i s  
especia l ly  cr i t ica l  for  f inancia l  services  because  of  the  unique nature  
of  these  f i rms and the  ro le  they play ,  both  for  individuals  and for  the  
economy as  a  whole .  
 To the  degree  tha t  any inves tment  i s  p laced outs ide  of  a  th i rd-
par ty  asse t  manager ,  then I  be l ieve  we should  es tabl ish  a  rebut table  
presumpt ion of  control  when that  share  exceeds  f ive  percent .   That  
should  apply  not  only  to  the  CFIUS review,  but  a lso  to  review by the  
appropr ia te  funct ional  f inancia l  regula t ion .   We have long es tabl ished 
in  U.S.  law a  pol icy  of  specia l  review f rom f inancia l  services  f i rms 
because  of  the i r  unique  ro le ,  and tha t  should  be  recognized wi th  regard  
to  sovere ign inves tments  in  the  Uni ted  Sta tes .  
 The Federa l  Reserve  and FDIC are  now cal l ing  upon Congress  
for  new pol ic ies  wi th  regard  to  commercia l  ownership  of  insured 
deposi tor ies  through what 's  ca l led  an  indust r ia l ly-owned company.   
Those  concerns  re la ted  to  a  commercia l  company subjec t  to  U.S.  law 
are  c lear ly  far  more  magnif ied  when a  sovere ign inves tor  becomes a  
holder  of  a  U.S.  insured deposi tory  wi th  a  potent ia l  contro l l ing  s take .  
 Pr ior  Federa l  Reserve  review therefore  should  be  required  of  any 
inves tment  by  a  sovere ign ent i ty  in  an  insured deposi tory  or  re la ted  
company wi th  a  share  above f ive  percent .   I  be l ieve  tha t  secur i t ies  and 
insurance  regula tors  should  be  g iven comparable  author i ty  for  pr ior  
advance  and t ransparent  review of  any sovere ign share  above f ive  
percent .  
 This  would  ensure  most  fundamenta l ly  tha t  someone subjec t  to  
U.S.  law is  governed by pr inciples  tha t  condi t ion  the  t ransact ion .   I  do  
unders tand,  as  Chairman Cox has  pointed  out  in  h is  tes t imony,  tha t  
sovere ign ent i t ies  engaging in  the  Uni ted  Sta tes  in  commercia l  
ventures  are  subjec t  to  U.S.  law,  but  enforc ing tha t  wi l l  prove  
ext remely  problemat ic .   So  I  would  argue for  bui ld ing in  controls  now 
that  e i ther  ensure  t rue  pass iv i ty  through the  requirement  for  th i rd-
par ty  asse t  management  or  ef fec t ive  contro l  and enforcement  by 
advance  approval  tha t  b inds  par t ies  and persons  subjec t  to  U.S.  law.  
 I  th ink th is  i s  an  open pol icy  because  we do need the  sovere ign 
inves tment  in  the  Uni ted  Sta tes ,  especia l ly  in  the  f inancia l  services  
indust ry ,  but  I  th ink i t  i s  one  tha t  wi l l  put  some essent ia l  cont ro ls  in  
p lace  in  advance .  
 Thank you.  
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Panel  IV:   Discuss ion,  Quest ions  and Answers  
 

 HEARING COCHAIR MULLOY:   Thank you,  Ms.  Pet rou.   
Commiss ioner  Wessel ,  a re  you going to  s tar t  the  round of  ques t ioning?  
 COMMISSIONER WESSEL:   Thank a l l  of  you for  being here  and 
very  in teres t ing  points .   I 'd  l ike  to  ask  you a  ques t ion  or  spr ingboard  
off  of  a  recent  CRS repor t  done ear ly  in  January .   The t i t le  was  
"Foreign Ownership  of  U.S.  Financia l  Assets :  Impl ica t ions  of  a  
Withdrawal ."  
 In  the  summary,  i t  says  i f  a  wi thdrawal  occurred  when the  
economy were  not  exper iencing robust  ra te  of  growth or  i f  c redi t  
f inancia l  markets  were  under  duress ,  the  wi thdrawal  could  have a  
s t ronger  ef fec t  on  the  economy.  
 The f l ip  s ide  of  tha t ,  and Ms.  Pet rou and Dr .  Moric i ,  I  th ink 
going off  of  your  comments ,  tha t  potent ia l ly  the  inves tments ,  not  jus t  
the  wi thdrawal ,  the  inves tments  tha t  have  recent ly  been made in  a  
number  of  our  f inancia l  companies  on Wal l  S t ree t  may exer t  undue 
inf luence  as  wel l .  
 One would  have assumed,  for  example ,  tha t  as  a  resul t  of  the  
subpr ime debacle  las t  year ,  tha t  many of  our  Wal l  S t ree t  t raders  would  
not  have  got ten  as  robust  bonuses  as  they did ,  but  ra ther  they 'd  share  
in  the  losses  tha t  a  good por t ion  of  America  has  shared as  the i r  
mor tgages  have gone in to  foreclosure .  
 Have we passed the  t ipping point?   Dr .  Moric i ,  you ta lk  about  
the  inf luence  in  the  pol i t ica l  sys tem that  now exis ts .   Has  pol icy ,  our  
abi l i ty  to  contro l  pol icy  been eroded by not  jus t  sovere ign weal th  
funds ,  but  the  China  def ic i t ,  and i f  so ,  what  evidence  or  what  pol ic ies  
have  you seen tha t  have  changed i t  as  a  resul t?  
 DR.  MORICI:   Wel l ,  I  don ' t  think we 've  reached the  t ipping 
point  because  i t ' s  so  new,  and we are  jus t  beginning to  see  these  very ,  
very  subs tant ia l  increases  in  capi ta l  to  our  banks  f rom sovere ign 
funds .    
 However ,  I  th ink that  we have a lways  had the  i ssue  tha t  cer ta in  
indust r ies  enjoy more  inf luence  in  the  media  and in  the  pol i t ica l  
process  because  of  the i r  s ize  and the i r  campaign contr ibut ions ,  and 
that ' s  jus t  a  fac t  of  l i fe  in  America .  
 I t ' s  not  a  perfec t  sys tem,  and I 'm not  saying tha t  people  here  or  
people  tha t  work in  these  bui ld ings  tha t  a re  e lec ted  are  imperfec t  
individuals .   I t ' s  jus t  the  nature  of  f inancia l  power .    
 However ,  I  do  th ink that  i f  we ' re  going to  ta lk  about  safeguards  
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and screening and crea t ing  arm's  length  inves tments ,  then I  th ink we 
a lso  need to  enter ta in  whether  tha t  should  apply  to  the  pol i t ica l  
process  as  wel l  i f  i t ' s  cons t i tu t ional .  
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 For  example ,  should  i t  be  poss ib le  for  e i ther  the  Democrats  or  
the  Republ icans  or  anyone running for  publ ic  of f ice  to  ra ise  campaign 
contr ibut ions  f rom execut ives  employed by a  company wi th  more  than 
f ive  percent  ownership  by a  sovere ign fund?  
 I  th ink tha t ' s  a  very  in teres t ing  ques t ion we should  ask .   I  would  
suggest  tha t  probably  you would  s tar t  to  ge t  some of  the  same 
assurances  about  objec t iv i ty  and a l l  the  res t  f rom pol i t ic ians  tha t  
you ' re  going to  get  f rom f inancia l  execut ives  r ight  now because  tha t  i s  
how they ra ise  the i r  money,  and they need to  do tha t  to  be  compet i t ive .  
 But  I  don ' t  th ink we 've  reached the  t ipping point .   We can say  
you have to  keep your  money in  Treasury  secur i t ies  i f  we choose  to .   
We can do tha t .   We can make a  d is t inc t ion .   The rea l  problem is  where  
do you draw the  l ine?   What  i s  a  sovere ign inves tment  and what  i s  not?  
 Airbus  has  government  ownership  and i t  inves ts  here .   I s  tha t  a  
problem? The rea l  problem is  redl in ing,  i s  drawing the  red  l ine  around 
the  inves tments  tha t  you don ' t  want  to  have  here .   I t ' s  an  enormously  
d i f f icul t  problem,  but  ye t  i f  we get  involved in  def in i t ions ,  we ' re  going 
to  get  involved in  an  endless  morass .  
 I  would  sugges t  to  you that  the  fac t  tha t  we are  having th is  
d iscuss ion should  f ina l ly  move us  to  the  purpose  of  f ix ing the  t rade  
def ic i t  because  tha t ' s  where  the  money comes f rom.   And to  some 
degree  f ix ing what 's  going on on Wal l  St ree t  because  tha t ' s  where  the  
need comes f rom,  which is  b igger  than what  th is  Commiss ion is  
supposed to  address .   But  the  fac t  i s  we are  l iv ing through sys temic  
breakdown.    
 We have a lways  presumed that  i f  the  federa l  government  s tayed 
out  of  the  pr ivate  sec tor ,  tha t  governments  were  out  of  the  pr ivate  
sec tor .   That  doesn ' t  apply  anymore  because  we have so  f inanced the  
Chinese  to  be  in  our  pr ivate  sec tor  and others  inc luding the  Saudis  and 
the  Pers ian  Gulf  s ta tes  and so  for th .  
 COMMISSIONER WESSEL:   Ms.  Pet rou,  any comments?  
 MS.  PETROU:  I  th ink we are  a t  a  pos i t ion  in  our  f inancia l  
markets  where  many players- - for  example ,  I  don ' t  know how many 
people  knew what  a  monol ine  bond insurer  was  before  a  couple  of  
weeks  ago,  but  the  fa te  of  seven remarkably  smal l  f inancia l  guarantors  
i s  now dr iv ing equi ty  markets  up  and down and posing potent ia l ly  
t r i l l ion  dol lars '  wor th  of  r i sk  to  the  f inancia l  sys tem.  
 We need new governance  of  our  f inancia l  sys tem des igned to  
ref lec t  the  new r isks .   I 'm very  g lad  tha t  the  Treasury  Depar tment  i s  
hard  a t  work on a  b luepr in t  to  rewri te  U.S.  f inancia l  regula t ion .   We 
rea l ly  do need tha t ,  but  the  ro le  of  the  sovere ign weal th  funds  i so la ted  



 

 

within  tha t  would  be  very  d i f f icul t  to  do,  and that ' s  why I  th ink we 
need both  the  speci f ic  s tandards  I  sugges ted  to  l imi t  and contro l  the i r  
ro le ,  combined wi th  a  la rger  f inancia l  reform that  I  th ink  i s  a l ready 
beginning to  be  wel l  underway.  
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 COMMISSIONER WESSEL:   Thank you.   Dr .  Dal lara ,  any quick 
comments?  
 DR.  DALLARA:  Very br ief ly ,  Commiss ioner  Wessel ,  i f  I  may.   I  
do  bel ieve  tha t  we should  not  look a t  the  recent  inves tments  in  U.S.  
and European f inancia l  ins t i tu t ions  as  major  sources  of  concern .  I  
th ink i t ' s  good to  t rea t  them as  a  wake-up bel l  for  looking a t  some of  
these  broader  i ssues  which the  Commiss ion is  focusing on and which 
my col leagues  here  on the  panel  have  ra ised ,  which should  be  our  
overa l l  pol icy  here .  
 But  I  be l ieve  we have wi tnessed a  ser ies  of  pass ive  inves tments ,  
and somewhat  in  contras t  to  Dr .  Moric i ,  I  ac tual ly  welcome the  fac t  
tha t  they ' re  not  seeking management  changes  or  bus iness  model  
changes .   I  would  be  concerned i f  the  Abu Dhabi  Inves tment  Author i ty  
or  the  China  Inves tment  Corpora t ion  was  br inging in  two or  three  or  
four  percent  and immedia te ly  engaging in  d iscuss ions  wi th  
management  about  bus iness  models .  
 They are  see ing these ,  I  be l ieve ,  la rgely  as  pass ive  inves tments ,  
and r ight ly  or  wrongly ,  I  be l ieve ,  as  inves tment  oppor tuni t ies .   Now 
t ime wi l l  te l l  whether  or  not  they prove to  be  sound inves tment  
oppor tuni t ies ,  but  I  be l ieve  tha t  there  i s  a  potent ia l  tha t  in  our  
unders tandable  concern  about  protec t ing  U.S.  na t ional  secur i ty  
in teres ts  here ,  tha t  we might  ge t  pul led  in  the  d i rec t ion  of  protec t ionis t  
pol ic ies  which ac tual ly  undermine  the  fundamenta l  v i ta l i ty  of  f lows of  
capi ta l  to  th is  country .  
 As  Dr .  Moric i  pointed  out ,  we are  heavi ly  dependent  on  fore ign 
capi ta l  to  run our  economy.   For  be t ter  or  worse ,  tha t  i s  the  rea l i ty  in  
which we are  in ,  and I  th ink he 's  r ight  to  say  there 's  some fundamenta l  
i ssues  here  and tha t  we rea l ize  tha t  go  beyond the  scope of  th is  
commit tee .   But  cer ta in ly  the  current  account  surplus ,  which we have 
constant ly  managed,  which increases  th is  dependency on some $2 
bi l l ion  of  fore ign capi ta l ,  we can ' t  c lose  the  books  on th is  economy 
any day of  the  week,  inc luding a  Saturday or  Sunday,  wi thout  $2 
b i l l ion  of  capi ta l  inf lows.  
 I t ' s  a  ser ious  dependency,  which we must  address  a t  the  
fundamenta l  level ,  inc luding,  in  my view,  avoiding excess  tendencies  
toward running our  f i sca l  def ic i t  up  again .   We a lso  should  look in  the  
context  of  our  China  re la t ions ,  a t  whether  or  not  we are  comfor table  
wi th  the i r  exchange ra te  pol icy .  
 In  the  context  of  the  sovere ign weal th  fund issues ,  I  th ink the  
most  fundamenta l  i ssue  i s  whether  or  not  they are  inves t ing  for  



 

 

inves tment  commercia l  purposes  or  whether  they are  mot ivated  for  
pol i t ica l  or  geos t ra tegic  considera t ions ,  and i t  seems to  me tha t  we 
have every  r ight ,  you have every  r ight ,  and th is  country  has  every  r ight  
to  expect  an  answer  to  tha t  ques t ion  by any sovere ign weal th  fund 
inves t ing  in  th is  country .  
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 I t  seems to  me tha t  i s  the  fundamenta l  l i tmus  tes t  which must  be  
put  around any of  these  inves tments .   Thank you.  
 HEARING COCHAIR MULLOY:  Thank you,  Char les .   Chairman 
Wortze l .  
 CHAIRMAN WORTZEL:   I  have a  ques t ion  for  Dr .  Dal lara  and 
then one for  Dr .  Moric i  and Ms.  Pet rou.  
 Dr .  Dal lara ,  I  take  i t  tha t  the  analys ts  who caut ion  tha t  there  
could  be  some ins tabi l i ty  in  China  because  of  an  insolvent  banking 
sys tem are  jus t  wrong f rom what  you 've  sa id  here?   That  g iven your  
tes t imony about  both  the  current  amount  of  the i r  fore ign reserves  and 
the  way you see  i t  growing,  they 've  got  qui te  a  cushion there .  
 And then I  would  ask  Dr .  Moric i  and Ms.  Pet rou,  why did  you 
peg f ive  percent?   What 's  the  magic  a t  f ive  as  opposed to  three  or  s ix?  
 DR.  DALLARA:  I f  I  may,  I 'm going to  le t  her  tackle  the  second 
par t  of  tha t ,  Mr.  Chairman,  and I ' l l  say  a  br ief  word,  and I 'm sure  my 
col leagues  may wish  to  add on the  very  pointed  and very  impor tant  
f i r s t  ques t ion .  
 I  would  see  i t  somewhat  d i f ferent ly  than the  analys ts  tha t  you 
sugges ted  perhaps  see  i t .   They do have  a  cushion.   I t ' s  a  huge cushion,  
but  i t ' s  not  a l together  a  benef ic ia l  cushion.   Does  i t  rea l ly  make sense  
for  a  country  tha t  i s  s t i l l  re la t ive ly  poor  in  te rms of  per  capi ta  income 
to  be  t ransfer r ing  overseas  b i l l ions  of  dol lars  of  weal th  every  year?   
That ' s  what  China  i s  doing by running such a  current  account  surplus .  
 They have a  banking sys tem which is  unique in  the  wor ld  today.  
 I t  i s  a t t rac t ive  for  fore ign inves tors .   I t  i s  in  the  process  of  be ing 
reformed impress ively  in  te rms of  corpora te  governance ,  in  te rms of  
r i sk  management ,  but  tha t  reform process ,  in  my view,  i s  s t i l l  in  an  
embryonic  s tage .  
 The qual i ty  of  asse ts  in  these  f inancia l  ins t i tu t ions  ranges  s t i l l ,  
in  my view,  wi th  a l l  respect  to  my f r iends  in  the  Chinese  banking 
communi ty ,  f rom mediocre  to  very ,  very  poor .   This  cushion does  not  
protec t  them from f inancia l  ins tabi l i ty .   They have  markets  which are  
i so la ted  f rom global  markets  such as  the  Shanghai  exchanges  and other  
phenomena which needs  to  be  tackled  as  th is  economy is  in tegra ted  
in to  the  wor ld  economy.  
 So I  th ink we cont inue  to  need to  moni tor  very  c lose ly  
developments  in  the  Chinese  economy and the  Chinese  f inancia l  sec tor ,  
not  the  leas t  reason is  because  of  growing inf la t ionary  pressures  there .  
 So by no means  do I  come away in  an  ext remely  comfor table  



 

 

f rame of  mind wi th  regard  to  the  minimum term out look for  the  
Chinese  f inancia l  or  economic  sys tem,  Mr.  Chairman.  
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 DR.  MORICI:   Ms.  Pet rou,  do  you want  to  handle  the  f ive  
percent?  
 MS.  PETROU:  Sure .   I  th ink wi th  regard  to  the  f ive  percent ,  I  
p icked tha t  number  based on var ious  legal  s tandards ,  most  impor tant ly  
the  requirements  for  the  Federa l  Reserve ,  but  U.S.  law now requires  
the  Fed to  assume control  exis ts  when a  share  s take  exceeds  24.9  
percent .  
 But  there  i s  a  rebut table  presumpt ion of  control  a t  shares  of  f ive  
percent  or  grea ter .   So  I  looked a t  tha t  f ive  percent  and higher  as  the  
point  a t  which the  rebut table  presumpt ion of  contro l  should  k ick  in ,  
and even then I  th ink i t ' s  impor tant  to  ment ion,  which I  should  have  
sugges ted  in  my opening remarks ,  tha t  none of  these  are  red  br ight  
l ines  because  the  law now requires  the  Federa l  Reserve  to  in tervene  
when there  are  what  are  ca l led  indic ia  of  contro l .  
 For  example ,  I  would  argue  tha t  a  sovere ign ent i ty  tha t  took a  
one  percent  share  but  had a  sea t  on  the  board  of  d i rec tors ,  had those  
indic ia  of  control ,  and tha t  should  be  deemed a  contro l l ing  inf luence  
regardless  of  the  nominal  na ture  of  the  shareholding.   I  th ink tha t  i s  
what  i s  so  t roubl ing r ight  now about  the  careful  work being done to  
s t ruc ture  a l l  the  f inancia l  services  inves tments  as  nominal ly  pass ive  
ones  where ,  in  fac t ,  s igni f icant  contro l  may wel l  exis t  by  v i r tue  of  the  
re la t ive  s ize  of  the  inves tments .  
 DR.  MORICI:   And what  I  was  doing was  extending the  s tandard  
tha t  i s  appl ied  to  commercia l  cont ro l  to  the  campaign f inance  laws,  
saying i f  tha t ' s  going to  be  the  s tandard  tha t  we evaluate  commercia l  
control .   Then i f  a  sovere ign fund has  tha t  k ind of  control  over  a  
company,  then i t s  execut ives  should  be  barred  f rom making campaign 
contr ibut ions  in  the  Uni ted  Sta tes .  
 I  don ' t  know whether  tha t ' s  const i tu t ional  because  I  know that  
when we t ry  to  deal  wi th  campaigns ,  we run in to  a l l  k inds  of  i ssues .   
But  I  am qui te  concerned tha t  whether  or  not  the  China  Inves tment  
Corpora t ion  says  i t ' s  pass ive  or  not ,  i f  a  congressman wants  to  take  a  
hard  l ine  on the  yuan,  i t  might  not  be  smi led  upon as  much,  a  
contr ibut ion  by an  execut ive  to  tha t  congressman,  tha t  someone who 
says  there 's  no  problem here .    
 One of  the  problems that  we do face  i s  tha t  our  major  banks  see  
vas t  oppor tuni t ies  in  China ,  and wel l  they should ,  because  unt i l  jus t  a  
few months  ago,  we thought  we had a  super ior  f inancia l  sys tem.   Now,  
i t  seems as  though we have the  k inds  of  t roubles  we saw in  Asia  in  the  
1990s  wi th  banks  making loans  to  the i r  cous ins  and brothers  and a l l  
the  res t .   Not  tha t  we 've  done tha t  here ,  but  we 've  had tha t  k ind of  
outcome.    



 

 

 But  they see  vas t  oppor tuni t ies  in  China  and,  therefore ,  they ' re  
rue  to  suppor t  any kind of  legis la t ion ,  any kind of  pol icy  tha t  would  
chal lenge the  Chinese  yuan pol icy .   You 're  not  going to  get  much help  
f rom Wal l  St ree t  on  the  Chinese  yuan pol icy .   I t ' s  k ind of  l ike  what  
goes  on in  Detroi t .   They see  a l l  k inds  of  problems wi th  the  yen,  but  
none wi th  the  yuan,  because  they ' re  compet ing wi th  the  Japanese  cars  
but  not  the  Chinese  cars .  
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 HEARING COCHAIR MULLOY:  Thank you very  much.   
Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  A couple  of  quick  ques t ions .   I  
not ice  tha t  you sa id  sovere ign ent i ty  ins tead of  sovere ign weal th  fund.  
 Whi le  we 're  avoiding speci f ic  def in i t ions ,  i f  we ' re  to  take  your  
advice ,  tha t  i s  a  very  d i f ferent  def in i t ion  than sovere ign weal th ;  r ight?  
 I t ' s  a  broader  group of  ent i t ies ,  sovere ign ent i t ies .  
 DR.  MORICI:   My view is  tha t  i f  the  money is - -  
 COMMISSIONER FIEDLER:  Is  control led  by the  government .  
 DR.  MORICI:   - -owned by the  sovere ign--  
 COMMISSIONER FIEDLER:  Right .  
 DR.  MORICI:   - - i t  doesn ' t  rea l ly  mat ter  to  me what  the  
inves tment  vehic le  i s  because  the  sovere ign can pul l  the  s t r ing .  
 COMMISSIONER FIEDLER:  I  share  tha t  v iew.  I  was  jus t  
ge t t ing  c lear - -  
 DR.  MORICI:   I  d idn ' t  rea l ize  tha t  coming here  today tha t  
semant ics  would  be  as  much of  an  i ssue  as  i t  might  be  in  some people 's  
minds .   I  th ink tha t  i s  an  escape  hatch  tha t  people  may be  us ing to  get  
away f rom the  fundamenta l  i ssue .   I 'm not  saying you are ,  but  I 'm 
saying i f  we get  involved in  these  k inds  of  games.  
 COMMISSIONER FIEDLER:  We' re  going to  in ter rupt  for  
Senator  Webb.  
 CHAIRMAN WORTZEL:   As a  c i t izen of  the  Commonweal th  of  
Virgin ia ,  I  have  to  say  tha t  we ' re  rea l ly  b lessed tha t  we have and are  
represented  by two senators  who are  absolute ly  devoted  to  our  mi l i ta ry  
and the  nat ional  secur i ty  of  the  nat ion .  
 Both  are  former  Marines ,  both  are  former  Secre tar ies  of  the  
Navy.   Senator  J im Webb was  f i rs t  e lec ted  to  the  Senate  in  2006.   As  a  
Marine  in  Vie tnam,  he  was  awarded the  Navy Cross ,  the  Si lver  Star ,  
two Bronze Stars  and two Purple  Hear ts .    
 From 1984 to  1987,  he  was  the  f i rs t  Ass is tant  Secre tary  of  
Defense  for  Reserve  Affa i rs ,  and in  1987,  he  was  Secre tary  of  the  
Navy.   Senator  Webb serves  on the  Armed Services  Commit tee  and the  
Fore ign Rela t ions  Commit tee  where  he  i s  ass igned to  the  
Subcommit tee  on East  Asian  and Paci f ic  Affa i rs .  
 He 's  a lso  on the  Commit tee  of  Veterans  Affa i rs  and Joint  
Economic  Commit tee .   Senator  Webb,  we ' re  honored to  have you wi th  



 

 

us  today.  
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STATEMENT OF JIM WEBB 

A U.S.  SENATOR FROM THE STATE OF VIRGINIA  
 

 SENATOR WEBB:  Thank you very  much,  Commiss ioner  
Wortze l ,  and I 'd  a lso  l ike  to  express  my thanks  to  Commiss ioner  Pat  
Mul loy for  having helped to  ar range my invi ta t ion  to  come and ta lk  to  
you today.   The room def in i te ly  looks  d i f ferent  f rom th is  s ide  of  the  
dais .  I  rea l ly  would  l ike  to  thank you for  your  decis ion to  hold  a  
hear ing on th is  i ssue .   I t ' s  one  tha t  s tar ted  to  concern  me about  a  year  
ago,  when we s tar ted  see ing larger  sca le  inves tment  a t  a  t ime when our  
economy has  become more  vulnerable .  
 You 've  been meet ing a l l  day.   I  won ' t  repeat  a  lo t  of  the  th ings  
tha t  have  been sa id ,  in  genera l ,  about  sovere ign weal th  funds ,  but  I  
would  point  out  tha t  a l though fore ign governments  have  been inves t ing  
in  th is  country  through a  number  of  d i f ferent  vehic les ,  sovere ign 
weal th  funds  have def in i te ly  captured our  a t tent ion  up here ,  as  they 
increase  the i r  footpr in t .  
 Informat ion tha t  has  been suppl ied  to  my off ice  indica tes  tha t  
whi le  current ly  valued a t  $2 .2  t r i l l ion ,  sovere ign weal th  funds  could  be  
wor th  more  than $10 t r i l l ion  wi th in  f ive  years .  With  suff ic ient  fore ign 
exchange reserves  to  cushion agains t  economic  shocks ,  fore ign 
governments  seem to  be  seeking inves tment  a l ternat ives  to  our  
Treasury  secur i t ies .  
 And what  we 're  see ing obviously  i s  not  merely  pr ivate  fore ign 
inves tment ;  i t  i s  fore ign government  inves tment .   That  g ives  us  a  
whole  new ser ies  of  pol icy  chal lenges  and we qui te  c lear ly  don ' t  have  
a l l  the  answers  to  tha t .   So  i t ' s  one  of  the  reasons  I 'm rea l ly  g lad  to  see  
your  Commiss ion taking th is  on .  
 Governments  are  mot ivated  by a  broader  ar ray  of  fac tors  than 
commercia l  inves tors  are .   Whi le  fore ign governments  can inves t  
money in  our  country  to  make a  prof i t ,  they may a lso  do so  in  order  to  
fur ther  the i r  fore ign pol icy  ambi t ions ,  to  acquire  na t ional  secur i ty  
asse ts ,  or  to  purchase  s ta te  and s t ra tegic  indust r ies .  
 Gerard  Lyons ,  the  Global  Head of  Treasury  Research a t  S tandard  
Char tered  Bank,  coined a  phrase  a t  one of  the  hear ings  tha t  we were  
holding on th is  subjec t ,  "Sta te  Capi ta l i sm" to  descr ibe  the  phenomenon 
of  sovere ign weal th  funds .  
 I  qui te  f rankly  don ' t  know what  k ind of  label  should  be  put  on  
th is  phenomenon.   I 've  been doing a  lo t  of  th inking about  th is  over  the  
las t  year  or  so ,  cons ider ing the  progress ion of  government  pol ic ies  tha t  
s tar ted  wi th  colonia l i sm and go through other  forms of  government .   I  
don ' t  th ink we rea l ly  have  exper ienced anything qui te  l ike  th is ,  and 



 

 

we're  s t ruggl ing to  def ine  what  i t  rea l ly  means .  

 

 
 
 
  

- 111 -

  

 There  are  a  lo t  of  people  who say tha t  because  we are  ra is ing  
these  warnings ,  tha t  i t  i s  protec t ionis t .   In  re la t ion  to  concerns  tha t  
we ' re  br inging forward,  I  do  not  be l ieve  tha t ' s  t rue .   I  th ink tha t  no  one  
wants  to  s low down the  American economy and no one wants  to  impose  
barr iers  to  inves tment  wi thout  good reason.  
 No one wants  to  bui ld  a  wal l  a round our  country .   We want  a  
heal thy economy.   We want  good jobs ,  but  we have to  fu l f i l l  our  
f iduciary  responsibi l i t ies  here  in  the  government  to  make sure  tha t  
inves tments  are  done in  a  manner  tha t ' s  cons is tent  wi th  protec t ing  our  
na t ional  secur i ty  and the  s tabi l i ty  of  the  markets .   We have a  ro le  to  
p lay  here .   
 We 're  s t i l l  sor t ing  out  what  tha t  ro le  enta i l s .   These  inves tments  
so  far ,  i f  you look a t  the  react ions  f rom the  adminis t ra t ion ,  have  been 
discussed as  pol i t ica l ly  benign.   But  I  be l ieve  i t  would  be  naive  to  
assume that  o ther  mot ivat ions  are  not  capable  of  enter ing  in to  the  
p ic ture .   There  are  a  number  of  d i f ferent  examples  of  these  i ssues  in  
my formal  s ta tement .   I  would  jus t  ask  tha t  i t  be  entered  in to  the  
record .  I t ' s  been recent ly  noted  tha t  the  d i f ference  between sovere ign 
weal th  funds  and other  fore ign inves tment  i s  the  pol i t ica l  e lement  and 
the  des i re  of  these  funds  to  p lay  a  more  prominent  g lobal  ro le .  
Undoubtedly ,  some sovere ign weal th  funds  are  in teres ted  sole ly  in  
f inancia l  re turn  and wi l l  inves t  in  a  pure ly  commercia l  manner ,  but  we 
cannot  presume in  our  pos i t ions  of  responsib i l i ty  tha t  tha t  wi l l  a lways  
happen.  
 Al l  proposed fore ign inves tments  tha t  have  nat ional  secur i ty  
impl ica t ions  are  potent ia l ly  subjec t  to  review by the  Commit tee  on 
Fore ign Inves tment  in  the  Uni ted  Sta tes .   I  have  been par t icular ly  
concerned regarding pass ive  inves tments  tha t  may nonetheless  provide  
fore ign governments  and s ta te-owned corpora t ions  wi th  contro l  over  
sens i t ive  nat ional  secur i ty  informat ion.   Holding a  smal l  minor i ty  of  
shares  or  not  taking a  board  sea t  does  not  provide  a  guarantee  tha t  
there  wi l l  be  no inf luence  or  contro l .  
 You don ' t  a lways  need a  sea t  on  a  board  to  have  a  sea t  a t  the  
table .   That ' s  a  rea l i ty ,  I  th ink,  of  the  bus iness  wor ld .    
 I  was  able  in  September ,  a long wi th  Chairman Dodd,  and 
Ranking Member  Shelby of  the  Banking Commit tee ,  and Chairman 
Bayh of  the  Subcommit tee  on Securi ty  and In ternat ional  Trade  and 
Finance ,  to  send a  le t te r  to  Treasury  Secre tary  Paulson about  th is  
mat ter .   We expressed our  concern  tha t  CFIUS regula t ions ,  which I  
unders tand wi l l  be  i ssued th is  month ,  a re  broad enough to  address  the  
potent ia l  na t ional  secur i ty  impl ica t ions  of  ongoing fore ign government  
inves tment  in  our  economy.  We have been pursuing th is  wi th  Secre tary  
Paulson s ince  then.  



 

 

 In  November ,  I  par t ic ipa ted  in  a  Banking Commit tee  hear ing tha t  
I  had ac tual ly  reques ted  of  Senator  Dodd regarding the  impl ica t ions  of  
sovere ign weal th  funds .  
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 Sovere ign weal th  funds  are  now large  enough to  shi f t  markets .   
At  the  core  of  mainta in ing market  s tabi l i ty  i s  t ransparency and the  f ree  
f low of  informat ion.   Unfor tunate ly ,  some of  these  funds  opera te  in  
ef fec t  in  a  b lack box.   Decis ion-making is  opaque and the i r  inves tment  
s t ra tegies  are  known only  to  a  few.  
 I  applaud on the  one  hand the  ef for ts  of  the  Treasury  Depar tment  
to  work wi th  the  In ternat ional  Monetary  Fund,  the  World  Bank,  and the  
Organizat ion  for  Economic  Coopera t ion  and Development  to  promote  
t ransparency and bes t  prac t ices ,  but  there  i s  a lso  a  legi t imate  ques t ion  
to  be  ra ised  regarding compl iance  wi th  the  s tandards  tha t  these  
ins t i tu t ions  wi l l  es tabl ish :  how wi l l  a  mechanism that  re l ies  on  peer  
pressure  ensure  compl iance  among the  leas t  t ransparent  sovere ign 
weal th  funds?  
 And f ina l ly ,  the  i ssue  under ly ing th is  d iscuss ion i s  the  t ransfer  
of  our  product ive  weal th  away f rom the  Uni ted  Sta tes ,  a  t rend tha t  
imper i l s  our  economy,  a  cr i t ica l  concern  as  we consider  na t ional  
s t ra tegic  impacts .  
 We know that  we need an inf low of  capi ta l .  We know that  the  
economy is  in  some per i l ,  but  there  are  decis ion  points  tha t  need to  be  
examined before  they are  crossed.   I  was  g iven an  ar t ic le  by a  s taf f  
member  today f rom the  Wal l  S t ree t  Journal  Asia  ta lk ing about  
sovere ign weal th  funds  and the  react ion  of  the  Aust ra l ian  government  
to  regula t ing  those  funds .  
 I 'm not  sure  i f  the  Commiss ion has  seen the  ar t ic le .   I t  i s  very  
in teres t ing  because  Aust ra l ian  Pr ime Minis ter  Kevin  Rudd ment ioned 
on Tuesday tha t  separa te  ru les  apply  to  an  inves tment  in  Aust ra l ian  
asse ts  by  a  fore ign government  than they do to  inves tments  by  pr ivate  
fore ign inves tors .   I  th ink tha t ' s  something we might  want  to  examine 
as  a  potent ia l  templa te  as  we move forward in  th is  i ssue .   
 We do need to  ensure  tha t  we ' re  taking adequate  s tock of  a  
fore ign government 's  s t ra tegic  pr ior i t ies  when we review the  nat ional  
secur i ty  impl ica t ions  of  d i f ferent  t ransact ions .   We need to  ensure  tha t  
our  laws and pol ic ies  d is t inguish  between pol i t ica l ly  mot ivated  
sovere ign inves tment  and commercia l ly  mot ivated  sovere ign 
inves tment ,  we need to  c lose ly  scrut in ize  s t ra tegica l ly  mot ivated  
inves tments ,  and we need to  adequately  def ine  what  contro l  means  as  i t  
per ta ins  to  the  acquis i t ion  of  U.S.  asse ts .  
 In  my view,  we may need to  examine the  poss ib i l i ty  of  des igning 
s t r ic t  cont ro ls ,  perhaps  looking a t  something l ike  the  Aust ra l ian  model  
for  regula t ing  the  type  and extent  of  inves tments  by fore ign 
governments .   I  know that  th is  i s  an i ssue  tha t  i s  becoming more  and 



 

 

more vis ib le  in  the  debates  here  in  Congress .  

 

 
 
 
  

- 113 -

  

 We 're  having a  hear ing of  the  Joint  Economic  Commit tee  soon 
regarding sovere ign weal th  funds .  We rea l ly  need to  mainta in  c lose  
overs ight  of  th is  i ssue  in  a  way tha t  he lps  us  to  protec t  the  t rue  
in teres ts  of  our  country .  
 I  tend to  s tay  engaged on these  i ssues ,  I  again  thank you for  
holding th is  hear ing.  We look forward to  examining c lose ly  what  your  
recommendat ions  are ,  and I  look forward to  working wi th  you on a  
cont inuing bas is  in  the  fu ture .   Thank you very  much.  
 [The s ta tement  fo l lows:]  
 

Prepared Statement  of  J im Webb 
A U.S.  Senator  from the State  of  Virginia  

 
I would like to thank Commissioners Pat Mulloy and Larry Wortzel for their invitation to speak today.  I 
applaud the decision of the U.S.-China Economic and Security Review Commission to hold a hearing 
regarding China’s sovereign wealth fund. 
 
Let me take a few moments to make some general remarks regarding sovereign wealth funds.  Then I 
would like to speak briefly about the political, national security, and economic implications of the growth 
of these funds.  I will conclude by raising issues for follow-up by Congress and the U.S.-China Economic 
and Security Review Commission. 
 
Although foreign governments have been investing in the United States through various investment 
vehicles, sovereign wealth funds have captured the attention of lawmakers as the funds increase their 
footprint in the U.S. economy.  According to the International Monetary Fund, while currently valued at 
$2.2 trillion, sovereign wealth funds could be worth over $10 trillion within five years.  With sufficient 
foreign exchange reserves to cushion against economic shocks, foreign governments are seeking 
investment alternatives to U.S. Treasury securities.   
 
But what we’re seeing is not merely private foreign investment—it is foreign government investment, 
which raises new policy questions for which we do not have all the answers.   
 
Governments are motivated by a broader range of factors than commercial investors.  While foreign 
governments may invest money in our country to make a profit, they may also do so in order to further 
their foreign policy ambitions, to acquire national security assets, or to purchase a stake in strategic 
industries.  Gerard Lyons, the global head of treasury research at Standard Chartered Bank, coined the 
phrase “State Capitalism” to describe the phenomenon of sovereign wealth funds. 
 
Some commentators are quick to levy warnings of “protectionism” in relation to any concerns that are 
expressed regarding the potential impact of sovereign wealth funds.  Their critique falls wide of the mark.  
No one is advocating building a wall around our country.  I welcome investment that promotes economic 
growth and generates good jobs for American workers.  But such investment must do so in a manner 
consistent with protecting U.S. national security and the stability of U.S. markets.   
 
Congress has an important role to play in making sure these concerns are addressed.  We don’t fully 
understand what these funds mean for our country and there are serious policy questions that need to be 
raised.  Let me address a few of these concerns in turn.  
 



 

 

The investments made by sovereign wealth funds are largely discussed as politically benign, but it would 
be naïve to assume other motivations will not enter into the picture.  The Qatari Investment Authority’s 
recent failed effort regarding J. Sainsbury in the United Kingdom included an aggressive effort to seek 
management control.   
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Norway, which is held up as the model for sovereign wealth funds, incurred the ire of Iceland when it sold 
short on bonds issued by its banks, a move perceived as undermining Iceland’s economy.  Iceland’s prime 
minister at the time protested vehemently.  What will we do when a fund takes such actions in relation to 
the United States?  
 
As Felix Rohatyn has noted, the difference between sovereign wealth funds and other foreign investment is 
“the political element” and the desire of the funds to play a more prominent global role.  Undoubtedly 
some funds are interested solely in their financial return and will invest like a commercial investor, but we 
should not presume that all funds will act in this manner.    
 
All proposed foreign investments that have national security implications are potentially subject to review 
by the Committee on Foreign Investment in the United States.  I have been particularly concerned 
regarding passive investments that may nonetheless provide foreign governments and state-owned 
corporations with control over sensitive national security information.   
 
Holding a small minority of shares or not taking a board seat does not provide a guarantee that there will be 
no influence or control.  For example, Saudi Prince Walid Bin Talal, who holds a 3.9 percent stake in 
Citibank, was closely consulted in the ouster of Chuck Prince from Citibank as its CEO.  Prince Bin Talal 
does not sit on the board.  You do not need a seat on the board, however, to have a seat at the table.   
 
Prince Bin Talal has invested his money, not his government’s, and he is held up as a responsible and 
conscientious investor.  The Prince’s role in another Prince’s ouster, however, speaks volumes to those 
who suggest that you need to be on the board to exert influence.  
 
In September, I, along with the Chairman Dodd and Ranking Member Shelby of the Banking Committee, 
and Chairman Bayh of the Subcommittee on Security and International Trade and Finance, sent a letter to 
Treasury Secretary Paulson.  The letter requested that the Committee for Foreign Investment in the United 
States examine passive foreign ownership interests in assets in the United States, including through 
sovereign investment funds.   
 
The letter urged the Treasury Department to draft regulations, which will be issued this month, which are 
broad enough to ensure that potential national security implications of such investments are appropriately 
assessed in the context of ongoing foreign investments in the U.S. economy.  In December, I participated 
in a Banking Committee hearing regarding the implications of sovereign wealth funds.     
 
Sovereign wealth funds are now large enough to shift markets.  At the core of maintaining market stability 
is transparency and the free flow of information.  Unfortunately, some sovereign wealth funds operate, in 
effect, in a black box.  Decision-making is opaque and their investment strategies are known only to a few. 
 While I applaud the efforts of the Treasury Department to work with the International Monetary Fund, the 
World Bank, and the Organization for Economic Cooperation and Development to promote transparency 
and best practices, there is a legitimate question to be asked regarding compliance with the standards that 
these institutions will establish:  how will a mechanism that relies, in effect, on peer pressure ensure 
compliance among the least transparent sovereign wealth funds? 
 
Lastly, the issue underlying this discussion is the transfer of our productive wealth away from the United 
States, a trend that imperils our economic well-being.  Our need for the inflow of capital is unsustainable.  



 

 

As Jeffrey Garten at Yale noted regarding sovereign wealth funds, the “U.S. is going to be extremely 
vulnerable for a long period of time because we’re so hooked on foreign capital.”   
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Although the investment by sovereign wealth funds represents a small proportion of overall flows of 
foreign capital into the United States, it affords the opportunity to highlight the precarious financial 
position our country is in.  We cannot keep selling off our country; we cannot continue our excesses of 
spending and borrowing; and above all, American Capitalism must be reminded to nurture the democracy 
that allowed it to thrive. 
 
With a tight credit market, we can expect to see investment by sovereign wealth funds continue to grow.  
As such, we need to ensure that our policies protect our national security and our economy from the risks 
associated with these funds.   
 
We must ensure that we are taking adequate stock of a foreign government’s strategic priorities when we 
review the national security implications of particular transactions.  We need to ensure that our laws and 
policies distinguish between politically motivated sovereign investment and commercially motivated 
sovereign investment.  We need to closely scrutinize strategically motivated investments, and adequately 
define “control” of U.S. assets, which triggers review by the Committee on Foreign Investment in the 
United States.  And we need to design strict controls regarding the type and extent of such investments by 
foreign governments.  Congress also needs to maintain close oversight of the Committee on Foreign 
Investment in the United States.  
 
Any efforts that the U.S.-China Economic and Security Review Commission can make to further these 
goals, by collecting relevant information and data, would be helpful to Congress. 
 
I intend to stay engaged on these important issues.  Thank you for your time and attention. 
 
 CHAIRMAN WORTZEL:   Senator ,  thank you very  much.   We ' l l  
make sure  we get  tha t  Wal l  S t ree t  Journal  ar t ic le  of  February  6  in  our  
record . 5 
 SENATOR WEBB:  I  apprecia te  i t  and I 'm sorry  to  have broken 
up the  panel  here ,  but  i t  was  a  p leasure  to  be  able  to  be  wi th  you.   
Thank you.  
 HEARING COCHAIR MULLOY:  We ' l l  come back and r ight  now 
Commiss ioner  Fiedler  has  the  f loor  and he 's  ques t ioning.   Thank you 
for  g iv ing us  the  oppor tuni ty  to  have  Senator  Webb speak to  us  a t  th is  
t ime.  
  

PANEL IV:  [Discuss ion resumes]  
 
 COMMISSIONER FIEDLER:  Ms.  Pet rou,  le t  me ask  you a  
ques t ion  s ince  you are  wi th  a  group tha t  advises  o ther  f inancia l  
ins t i tu t ions ,  r ight?   I t ' s  an  associa t ion  of  f inancia l  ins t i tu t ions ,  in  
ef fec t .  

 
5 Click here to read the referenced article:  China Shows Savvy in Rio Tinto Deal, 
WSJ, February 6, 2007      

http://www.uscc.gov/hearings/2008hearings/transcripts/08_02_07_trans/china_shows_savvy_in_rio_tinto_deal.pdf
http://www.uscc.gov/hearings/2008hearings/transcripts/08_02_07_trans/china_shows_savvy_in_rio_tinto_deal.pdf


 

 

 The  Federa l  Reserve  required  Ci t igroup,  for  ins tance ,  as  a  bank 
holding company in  the  Uni ted  Sta tes ,  to  d isc lose ,  and i t ' s  on  the i r  
Web s i te  when you c l ick  on hierarchy,  you ' l l  ge t  a  l i s t  of  every  
subs id iary  tha t  Ci t igroup has ,  ad  nauseam actual ly ,  probably  in  excess  
of  90 pages  long-- i f  anybody cares  to  know.  

 

 
 
 
  

- 116 -

  

 I f  you ' re  an  insurance  company,  another  form of  f inancia l  
ins t i tu t ion  in  the  Uni ted  Sta tes ,  you f i le  separa te  accounts ,  genera l  
accounts ,  repor ts  tha t  a re  th is  th ick  and th is  b ig .   Every  s tock and 
bond owned,  when i t  was  purchased and when i t  was  sold ,  every  p iece  
of  land owned.   So we have a  h is tory  of  impor tant ly  regula t ing  and 
very  speci f ica l ly  regula t ing  f inancia l  ins t i tu t ions .  
 Sovere ign weal th  funds  are  f inancia l  ins t i tu t ions ,  a re  buying 
s igni f icant  p ieces  of  our  f inancia l  ins t i tu t ions ,  and a l l  we know in  the  
Morgan Stanley  inves tment  banking s i tua t ion  i s  whether  somebody has  
got  9 .9  percent .   That ' s  u l t imate ly  conver t ib le  to  common s tock 
somewhere  down the  l ine ,  by  the  way,  which gets  to  her  f ive  percent  
ru le .   They don ' t  have  to  f i le  th is  f ive  percent  contro l l ing  in teres t  now 
unt i l  they conver t ;  r ight?  
 MS.  PETROU:  Correct .  
 COMMISSIONER FIEDLER:  Yet ,  they have the  abi l i ty  to  
conver t  in  t ime.   The ques t ion  of  d isc losure  seems to  be  a  problem for  
the  wi tnesses  th is  morning for  sure- - requir ing  d isc losure  in  the  Uni ted  
Sta tes .   Could  you comment  on what  the  problem is?   Do you rea l ly  
th ink tha t  the  Chinese  would  not  inves t  in  the  Uni ted  Sta tes  i f  they  had 
to  d isc lose  s imi lar ly  as  Ci t igroup does  to  the  Federa l  Reserve?  
 MS.  PETROU:  I  doubt  i t  because  the  appeal  of  the  inves tments  
i s  so  grea t ,  and I  th ink the  idea  tha t  you 've  out l ined is  a  very ,  very  
in teres t ing  one .   What  t roubles  me about  re ly ing sole ly  on 
t ransparency and disc losures ,  and perhaps  you don ' t  in tend i t  as  so le ly-
-  
 COMMISSIONER FIEDLER:  Right .  
 MS.  PETROU:  - - i s  what  wi l l  we do i f  the  d isc losure  i s  
incomplete ,  wrong,  or  worse ,  in tended to  mis lead,  because  of  the  
d i f f icul ty  of  the  reach of  U.S.  law? 
 COMMISSIONER FIEDLER:  As I  say ,  I  unders tand tha t .   I  
ac tual ly  jus t  want  to  s tar t  wi th  t ransparency,  but  I  can ' t  ge t  anybody to  
s tar t  wi th  t ransparency because  t ransparency is  d isc losure .   Disc losure  
i s  cont ro l l ing  in  the  Uni ted  Sta tes ,  not  bes t  prac t ices ,  to  me.  
 The o ther  point  here  tha t  was  made,  I  th ink i t  was  you,  Dr .  
Pet rou,  tha t  Wal-Mart  couldn ' t  buy an indust r ia l  bank.   We didn ' t  want  
Wal-Mart  to  own the  banking sys tem,  but  we have less  concern  about  
the  Chinese  owning substant ia l  in teres ts?   Can Wal-Mart  buy a  
contro l l ing  in teres t  in  Ci t igroup?  
 MS.  PETROU:  No.  



 

 

 COMMISSIONER FIEDLER:  Under  current  law? 
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 MS.  PETROU:  No.   No,  s i r .  
 COMMISSIONER FIEDLER:  Can China?  
 MS.  PETROU:  Only  f i l ing  an  appl ica t ion  and doing so  through a  
sovere ign ent i ty .   They could  not  do  so  d i rec t ly  as  a  government .  
 COMMISSIONER FIEDLER:  No,  not  as  a  government ,  as  the  
CIC?  Can the  CIC buy ten  percent  of  Ci t igroup?  
 MS.  PETROU:  Yes .  
 COMMISSIONER FIEDLER:  Wal-Mart  can ' t?  
 MS.  PETROU:  Correct .  
 COMMISSIONER FIEDLER:  I  don ' t  l ike  Wal-Mart  anymore  than 
I  l ike  the  Chinese  government  par t icular ly ,  but  i t  shows an  
in teres t ingly  s tark  d i f ference  in  values ;  doesn ' t  i t?  
 DR.  MORICI:   You 've  h i t  something r ight  on  the  head,  
commiss ioner .   We are  permi t t ing  the  China  Inves tment  Corpora t ion  to  
do th ings  tha t  we don ' t  permi t  ent i t ies  wi th in  the  Uni ted  Sta tes  to  do 
because  we have concerns  about  keeping di f ferent  pots  of  capi ta l  
separa te  so  our  enterpr ise  sys tem can funct ion ef fec t ive ly .  
 COMMISSIONER FIEDLER:  We actual ly  used to  refer  to  th ings  
as  "Chinese  wal ls ."  
 DR.  MORICI:   I  know,  but  i t ' s  not  pol i t ica l ly  correc t  anymore .   
We're  going to  ass ign some doctora l  s tudents  the  oppor tuni ty  to  get  
Ph.D.s ,  to  come up wi th  a  new word.  
 COMMISSIONER FIEDLER:  I  mean i t ' s  paradoxical ,  i t ' s  i ronic ,  
i t ' s  cont radic tory .   I t ' s  a  lo t  of  d i f ferent  th ings .  
 DR.  MORICI:   One of  the  th ings  I  would  point  out  to  you is  in  
U.S.  law,  and I 'm not  a  lawyer ,  I 'm an economis t ,  but  having s tudied  
ant i t rus t  law where  economics  i s  ra ther  persuas ive ,  we do t rea t  
sovere igns  as  commercia l  ent i t ies  when they have  a  commercia l  
purpose .   You know,  the  Pol ish  government  gets  involved in  a  
monopol is t ic  prac t ice  through a  s ta te-owned company;  i t ' s  subjec t  to  
U.S.  law.  
 The t rouble  i s  our  government  has  to  balance  lo ts  of  d i f ferent  
th ings .   For  example ,  by  any reasonable  es t imate  by ant i t rus t  lawyers ,  
scholars ,  the  behavior  of  OPEC is monopol is t ic ,  but  we don ' t  t rea t  i t  as  
such because  of  fore ign pol icy  considera t ions .  
 I  would  sugges t  to  you we can subjec t  the  Chinese  to  the  same 
disc losure  requirements  as  Wal-Mart  or  the  same ru les  as  Wal-Mart ,  
and then we get  a l l  tangled  up in  o ther  fore ign pol icy  considera t ions .   
Our  whole  s t ructure  of  th inking is  based on the  not ion of  there  being a  
publ ic  sec tor  tha t  does  cer ta in  th ings ,  a  pr iva te  sec tor  tha t  does  cer ta in  
th ings ,  and we being very  careful  where  one  becomes the  o ther .   Yet ,  
in  China ,  they don ' t  have  tha t  because  i t ' s  a  d i f ferent  sys tem,  and we 're  
le t t ing  them come here  and buy up the  economy.   That  makes  no sense  



 

 

to  me.  
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 DR.  DALLARA:  Commiss ioner  Fiedler ,  i f  I  could  jus t  make a  
few points .   I  th ink I  would ,  f i rs t  of  a l l ,  underscore ,  as  you have,  the  
impor tance  of  t ransparency and disc losure .   I  th ink i t  i s  an  essent ia l  
par t  of  bui ld ing a  t rus t ing  f ramework for  these  f lows of  sovere ign 
funds  in to  g lobal  market ,  and wi thout  i t - - i t ' s  cer ta in ly  not  suff ic ient ,  
as  Ms.  Pet rou sa id--but  wi thout  i t ,  I  th ink you don ' t  have  tha t  essent ia l  
bui ld ing block.  
 Let  me re turn ,  i f  I  may,  though,  to  the  i ssue  tha t  I  ment ioned a t  
the  outse t ,  the  impor tance  of  c lar i f ica t ion .   To me,  the  most  impor tant  
point  of  d isc losure  in  a l l  i s  what  the  bas ic  objec t ive  and purpose  of  the  
sovere ign weal th  fund is  because  to  me tha t ' s  even more  impor tant  than 
the  ownership  i t se l f  because  in  many ways  I  th ink we would  be  
heal th ier  to  have  some of  these  so-cal led  sovere ign weal th  funds ,  the  
Futures  Fund of  Aust ra l ia ,  or  even the  Kuwai t  Inves tment  Fund,  who 
have a  long his tory  of  inves t ing  for  commercia l  inves tment  purposes ,  
we ' re  bet ter  of f  having them inves t  than to  have s ta te-owned 
companies  in  these  same countr ies .   
 And that ' s  why I  don ' t  th ink we can a l low ourse lves  to  be  f ramed 
by kind of  a  pure  def in i t ion  of  sovereign weal th  funds  jus t  re la t ing  to  
the  reserve  management .  
 There  i s  a  long his tory  in  many of  these  countr ies ,  in  many of  
the  funds  ac tual ly ,  of  inves t ing  for  commercia l  inves tment  purposes ,  
and i f  you look a t  the  behavior ,  t ransact ions  and behaviora l  tendencies  
of  a  Kuwai t i  Inves tment  Author i ty  and Abu Dhabi  Inves tment  
Author i ty ,  and even Chinese  author i t ies  who have managed thei r  
exchange reserves ,  so-cal led  Sta te  Adminis t ra t ion  for  Fore ign 
Exchange,  SAFE,  they 've  been very  profess ional ly  managed for  
commercia l  and inves tment  purposes ,  genera l ly  in  a  prudent  fashion.  
 What  concerns  one  i s  when one sees  new ent i t ies  be ing crea ted  
tha t  appear  to  have  a  more  pol i t ica l  colora t ion ,  and what  concerns  me,  
to  be  hones t ,  about  the  China  Inves tment  Corpora t ion ,  i s  tha t  there  i s  
not  a  c lar i f ied  f ramework of  governments  and a  c lar i f ied  s ta tement  of  
objec t ives ,  and I  would  ra ise  the  same concern  about  any other  
sovere ign weal th  fund which doesn ' t  have  i t ,  tha t  g ive  you comfor t  tha t  
i t  i s  d ivorced f rom the  pol i t ica l  process .  
 The f i rs t  antenna tha t  was  ra ised  in  my recogni t ion  of  the  
concerns  here  was  the  indica t ions  when I  v is i ted  China  las t  spr ing tha t  
the  China  Inves tment  Corpora t ion  repor ted  d i rec t ly  to  the  Sta te  
Counci l .   So  immedia te ly  tha t  sends  antenna up,  whereas  the  Sta te  
Adminis t ra t ion  for  Fore ign Exchange,  which manages  the  bulk  of  
China 's  reserves ,  repor ts  to  the  People 's  Bank,  which is  a  very  
profess ional ly  run technocra t ica l ly-or iented  organiza t ion .  
 DR.  MORICI:   Can I  ask  a  ques t ion  wi th  regard  to  tha t?   Can I  



 

 

ra ise  an  i ssue?   Suppose  tha t  i t  meets  a l l  of  your  requirements  and i t  
amasses  ten  to  15 percent  ownership  in  the  f ive  or  s ix  larges t  banks  in  
the  Uni ted  Sta tes ,  but  i t  has  tha t  a rm's  length  s t ructure  and so  for th ,  
and then the  Chinese  government  changes  i t s  mind about  what  i t s  
char ter  should  look l ike ,  how do we get  i t  eas i ly  to  d ives t?  
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 COMMISSIONER FIEDLER:  We confiscate  i t .  
 DR.  MORICI:   I  would  suggest  to  you tha t ' s  a  very  d i f f icul t  
ques t ion  to  answer .   That ' s  why in  my mind money f rom a  regime that  
doesn ' t  share  our  values  i s  very  t roublesome and requires  a  d i f ferent  
screen than say  a  French pension fund or  the  Ontar io  Pension Fund.   
I t ' s  jus t  a  d i f ferent  th ing,  and you have to  be  very  careful  to  remember  
whereas  companies  cannot  change the i r  spots  very  eas i ly  because  they 
are  subjec t  to  sovere ign contro l ,  sovere igns  are  subjec t  to  no  contro l  
but  the i r  own.  
 MS.  PETROU:  I f ,  however ,  we subjec t  the  U.S.  rec ip ient  of  the  
sovere ign control ,  then we have s igni f icant  contro l  over  i t .   Every  
approval  I 've  ever  read of  an  acquis i t ion  approval  f rom a  U.S.  
regula tor  inc ludes  the  phrase  "subjec t  to  the  terms and condi t ions  
represented  here in .   Should  these  change"--  
 That ' s  one  of  the  reasons  I  d id  recommend,  and I  th ink 
appropr ia te ,  would  be  to  have  a  pr ior  approval  process ,  par t icular ly  for  
f inancia l  services  acquis i t ions ,  because  then we may s t ipula te  through 
a  U.S.  governmenta l  agency,  what  terms and condi t ions  are  appropr ia te  
such as  the  nature  of  the  ent i ty  taking the  ownership  s take .   Should  
tha t  change,  then the  d ives ture  you seek would  be  accompl ished,  not  
by  seeking to  reach back to  China  or  the  o ther  na t ional  government ,  
but  ra ther  through the  inf luence  we have on U.S.  persons  under  U.S.  
law.  
 DR.  MORICI:   I  would  suggest  to  you that  tha t  would  not  be  
enough.   There 's  a  d i f ference  between a  compet i t ive  buyer  of  asse ts  
and a  monopoly  buyer  of  asse ts .   I f  the  Swiss  government  were  to  
make such inves tments  and then in  some way t r igger  a  mechanism you 
descr ibe ,  i t  i s  doubtful  tha t  the  scope  of  i t s  inves tments  would  cause  
indiges t ion  in  f inancia l  markets  i f  asked to  d ives t .  
 But  i f  the  Chinese  government  were  to  inves t  $500 bi l l ion  in  the  
Uni ted  Sta tes  and to  focus  tha t  money in  a  few sectors ,  which is  h ighly  
poss ib le ,  though I  don ' t  th ink i t ' s  going to  be  buying any text i le  mi l l s  
any t ime soon,  then asking i t  to  d ives t  when i t  changes  i t  s t r ipes  could  
cause  major  d is rupt ion.   There 's  a  d i f ference  between Calpers  and the  
China  Inves tment  Corpora t ion  because  of  i t s  s ize  and because  of  i t s  
miss ion.  
 You can ' t  make a  very  large  owner  d ives t  eas i ly  wi thout  caus ing 
major  d is rupt ion to  your  f inancia l  markets .  
 HEARING COCHAIR MULLOY:  Thank you.   I  th ink that  



 

 

exchange was  very  helpful  in  c lar i fy ing some points  tha t  were  made.   
Commiss ioner  Reinsch.  
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 COMMISSIONER REINSCH:  Thank you.   Karen,  i t ' s  good to  see  
you again .   I t ' s  been a  long t ime.  I 'm going to  come back to  you.   I  was  
s t ruck by Dr .  Moric i ' s  comment  about  shar ing values .   I  th ink China  
may be  an  easy  example .   I 'm not  ent i re ly  sure  the  French pension fund 
shares  American values  e i ther ,  and you might  want  to  th ink a  l i t t le  b i t  
about  where  tha t  logic  takes  you.  
 DR.  MORICI:   Actual ly ,  I  wasn ' t  ta lk ing about  va lues .   I  was  
ta lk ing about  s ize .  
 COMMISSIONER REINSCH:  Wel l ,  I  th ink you sa id  the  word 
"value ."   I f  you sa id  the  word "s ize ,"  tha t ' s  f ine .   That ' s  a  d i f ferent  
mat ter .  
 DR.  MORICI:   Wel l ,  the  focus  there  was  on s ize .  
 COMMISSIONER REINSCH:  Ahh.   Wel l - -  
 DR.  MORICI:   Remember ,  China  can buy seven-and-a-hal f  
percent  of  the  equi t ies  tomorrow morning i f  i t  chooses  to .  
 COMMISSIONER REINSCH:  That  was  not  my quest ion.  
 DR.  MORICI:   Okay.  
 COMMISSIONER REINSCH:  Let  me get  to  my ques t ion .   
Otherwise ,  my t ime is  going to  be  up.   Let  me ask--Ms.  Pet rou made a  
number  of  recommendat ions .   I 'd  l ike  to  ask  the  o ther  two of  you to  
comment  on two of  them.   One,  the  f ive  percent  one ,  which there 's  
a l ready been some discuss ion about ,  but  a lso  the  one  about  requir ing  
sovere ign inves tments  to  be  channeled  through th i rd-par ty  asse t  
managers .   Do you th ink that ' s  a  good idea  or  not?   Dr .  Dal lara ,  do  you 
want  to  go f i rs t?  
 DR.  DALLARA:  I  th ink both  of  her  proposals  mer i t  
cons idera t ion .   I  am cer ta in ly  open to  the  idea  of  having an  
ar rangement  which would  ensure  moni tor ing and review a t  cer ta in  
thresholds .  Whether  f ive  percent  i s  the  r ight  threshold ,  I 'm not  sure .  
 I  don ' t  rea l ly  a t  the  outse t ,  wi thout  fur ther  unders tanding of  what  
l ies  behind her  th inking and analys is ,  see  an  overwhelming case  for  the  
th i rd-par ty  approach.   I  th ink tha t  inves tors  anywhere ,  whether  they 
are  government-owned or  pr ivate ,  must  choose  the i r  own techniques  
for  inves tment .  
 Ul t imate ly ,  of  course ,  you and the  sovere ign in  th is  case ,  the  
Uni ted  Sta tes ,  has  the  prerogat ive  of  shaping the  environment  wi th in  
which those  inves tments  were  made.   But  to  require  them to  be  made 
through a  th i rd  par ty ,  I 'm not  sure  i t  would  accompl ish  a  grea t  deal  in  
in i t ia l  ref lec t ion .  
 COMMISSIONER REINSCH:  Dr .  Moric i ,  do  you want  to  
comment  on her  two proposals?  
 DR.  MORICI:   Yes ,  I  th ink the  idea  of  a  th i rd  par ty  works  bet ter  



 

 

again  i f  you ' re  deal ing  wi th  smal ler  inves tments  ra ther  than larger  
inves tments .   I f  the  th i rd  par ty  i s  dominated  by very  large  inves tments  
f rom a  s ingle  inves tor ,  i t  becomes i t s  ins t rument ,  and then you lose  
t ransparency as  oppose  to  gain  i t ,  and the  problem becomes worse .   I t  
goes  back to  the  sheer  s ize  of  the  inves tments  f rom some sources .  
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 COMMISSIONER REINSCH:  Ms.  Pet rou,  le t  me pursue  the  f ive  
percent  th ing for  jus t  a  moment .   Larry  asked one  of  the  ques t ions  I  
was  going to  ask ,  wel l ,  i f  i t ' s  going to  be  f ive ,  why not  s ix ,  why not  
ten?   But  le t  me ask  i t  d i f ferent ly  because  you opened a  d i f ferent  door  
when you ta lked about  o ther  indic ia  of  control ,  which I  th ink may be  a  
more  appropr ia te  route .  
 Given the  complexi ty  of  the  t ransact ions  and the  complexi ty  of  
the  s t ructures  we ' re  ta lk ing about ,  and a l l  of  you have I  th ink made 
that  point  one  way or  the  o ther ,  why doesn ' t  i t  make more  sense  to  t ry  
to  move to  some sor t  of  l i s t  of  reference  points  or  indic ia  of  contro l  
ra ther  than us ing a  percentage  which i s  inevi tably  arbi t rary  no mat ter  
what  number  you pick?  
 MS.  PETROU:  I  use  i t  as  an  arbi t rary .   I t  i s  comple te ly  
arbi t rary .   And yet  i t  has  worked wel l ,  and the  reason I  p icked i t ,  as  I  
sa id ,  i s  not  because  I 'm c lever ,  but  I  looked for  precedent .   I  th ink i t  
has  worked very  wel l  over  the  las t  50  p lus  years  in  the  bank holding 
company environment .  
 That  i s  not  to  say  cer ta in ly  tha t  there  are  ways  around s t r ic t  
numbers .   There  are  a l l  sor ts  of  conver t ib le  equi ty  s t ruc tures  and lo ts  
of  ways  to  subver t  contro l  by  s imple  percentage ,  and again  tha t ' s  why 
the  indic ia  of  cont ro l  c r i te r ion ,  I  th ink,  i s  a  cr i t ica l  one  a long wi th  
what  I  sugges ted  was  only  a  rebut table  presumpt ion of  control .  
 COMMISSIONER REINSCH:  Jus t  th inking about  th is ,  I  suppose  
to  re jec t  my own suggest ion ,  i f  you were  to  go to  a  more  complex 
analyt ica l  method and use  of  indic ia  contro l ,  wouldn ' t  tha t  have  an  
ef fec t  in  the  marketplace?   F i rs t  of  a l l ,  subs tant ia l ly  expanding the  
number  of  t ransact ions  subjec t  to  review and thereby increas ing 
uncer ta in ty ,  and wouldn ' t  tha t  be  a  bad th ing or  would  tha t  be  a  good 
th ing?  
 MS.  PETROU:  I  th ink general ly  i t  would  be  a  bad th ing 
because-- le t  me back up and s imply  say  contro l  i s  a lways  a  subjec t ive  
judgment ,  and we see  th is  wi th  the  banking regula tors ;  you see  tha t  in  
many aspects  of  corpora te  law.  
 What  I  was  t ry ing to  do wi th  both  the  rebut table  presumpt ion 
threshold  and a lso  the  asse t  management  s t ructure  was  to  come up wi th  
something that  permit ted  what  I  hoped would  be  the  f ree  f low of  
sovere ign funds  in to  the  Uni ted  Sta tes  because ,  l ike  i t  or  not ,  we need 
them.   I  fu l ly  concur  tha t  we need to  do something about  our  f i sca l  
pol icy ,  but  unt i l  we do,  we 've  got  to  deal  wi th  the  sovere ign weal th  
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 So  I  t r ied  to  come up wi th  something that  would  subject  U.S.  
persons  to  the  k inds  of  controls ,  inc luding t ransparency,  but  a lso  the  
economic  focus  of  the i r  companies ,  and to  l imi ts  on  t ransfers  of  
in te l lec tual  proper ty ,  the  var ious  o ther  i ssues  tha t  have  been ra ised  in  
the  debate  on sovere ign ent i t ies .  
 Rather  than t ry ing to  reach out  and across  the  waters  was  to  
come up wi th  a  sys tem that  under  U.S.  law would  insula te  us  wi thout  
be ing too  in t rus ive .   I 'm not  sure  th is  i s  i t ,  but  tha t  was  the  goal  in  
t ry ing to  propose  these  two opt ions .  
 COMMISSIONER REINSCH:  Wel l ,  I 'm glad  you proposed them.  
 I  th ink you deserve  grea t  c redi t  for  coming up wi th  some ser ious  
re levant  micro  ideas  tha t  work wi th in  the  f ramework we 've  got .   And 
they deserve  considera t ion .   I  don ' t  know what  I  th ink of  them,  but  I  
apprecia te  the  exchange.  
 I 've  got  one  more ,  but  I ' l l  wai t  unt i l  the  next  round i f  there  are  
o thers  tha t  have  ques t ions .  
 HEARING COCHAIR MULLOY:  Thank you,  Bi l l .  Commiss ioner  
Bar tholomew.   Vice  Chairman Bar tholomew.  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you and thank you 
to  a l l  of  our  wi tnesses .   I t ' s  a  rea l ly  in teres t ing  d iscuss ion tha t  we 
have going.   I  have  one  ques t ion fo l lowing up on th is ,  and then I  want  
to  take  us  on a  s l ight ly  d i f ferent  pa th  s ince  we 've  got  some exper t i se  
here .  
 Ms.  Pet rou,  one  of  the  i ssues-- I 'm sor t  of  borrowing f rom point  
Commiss ioner  Fiedler  ra ised  ear l ier  today,  and tha t  i s  when we ta lk  
about  the  nature  of  the  sovere ign inves tments ,  would  the  f ramework 
tha t  you ' re  proposing deal  wi th  the  fac t  tha t  the  sovere ign might  
cont ro l  or  might  inves t  in  the  same ent i ty  through severa l  d i f ferent  
mechanisms? 
 So i f  you had a  f ive  percent  threshold  and there  was  4 .5  percent  
f rom CIC and then 4 .5  percent  f rom another ,  f rom CITIC,  and 4 .5  
percent  f rom SAFE,  I  mean i f  there  are  o ther  in tent ions  going on,  how 
do you s t ructure  a  f ramework that  would  get  to  tha t  because  u l t imate ly  
then the  sovere ign has  the  k ind of  contro l  tha t  we ' re  ta lk ing about ,  but  
no  s ingle  ins t rument  necessar i ly  does?  
 MS.  PETROU:  I  th ink one could  do that .   We 've  done i t ,  again  
in  the  bank holding company arena ,  again  because  i t ' s  a  rebut table  se t  
of  presumpt ions  and you look beyond the  threshold .   And we and 
Congress  would  need to  re ly  on the  appropr ia te  regula tor  in  an  advance  
review in  a  t ransparent  way,  to  look for  what  we a l ready know how to  
look for ,  which are  h idden owners  or  famil ies .  
 For  example ,  when you look a t  a  bank holding company,  i f  i t ' s  
mama and papa and baby makes  three ,  tha t ' s  cons idered contro l  even i f  



 

 

each one  of  them has  a  smal l  share  s t ruc tured  to  evade scrut iny .   
Indeed in  such t ransact ions  which are  in  such,  tha t ' s  a  v io la t ion  of  law,  
an  a t tempt  to  evade review.   That  should  be  an  enforceable  one  tha t  
would  bar  the  t ransact ion .  
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 VICE CHAIRMAN BARTHOLOMEW:  And do you have any 
recommendat ions  on how we could  make sure  tha t  the  regula tors  who 
are  supposed to  be  t racking th is  bel ieve  tha t  they should  exer t  what  
might  end up having to  be  pol i t ica l  wi l l  in  order  to  be  able  to  make the  
d i f f icul t  decis ions?  
 MS.  PETROU:  I  would  suggest  c lear  ins t ruct ions  in  law,  a  
t ransparent  ru lemaking process ,  and then haul ing them up here  f rom 
t ime to  t ime in  the  hopes  tha t  there  are  compet ing pol i t ica l  objec t ives  
tha t  would  ensure  appropr ia te  advance  review of  problemat ic  
t ransact ions .  
 VICE CHAIRMAN BARTHOLOMEW:  Okay.   Thanks ,  and s ince  
we have a l l  three  of  you wi th  some exper t i se  on  f inancia l  ins t i tu t ions ,  
I 'm jus t  wonder ing to  what  extent  our  f inancia l  ins t i tu t ion  minor i ty  
jo in t  ventures  wi th  China 's  s ta te- run f inancia l  ins t i tu t ions  are  bui ld ing 
up compet i t ion ,  longer- term compet i t ion  and exper t i se?   We've  seen 
th is  happen in  the  automot ive  sec tor  wi th  GM and Shanghai  
Automot ive .   We 've  seen i t  wi th  Motorola  and Huawei .    
 Are  we heading down that  same path  where  our  f inancia l  
ins t i tu t ions  through the i r  minor i ty  join t  ventures  are  bui ld ing up the  
compet i t ion  tha t  they ' re  not  going to  be  able  to  compete  agains t  f ive ,  
ten ,  15 ,  20  years  down the  road?  
 DR.  DALLARA:  Madam Vice  Chairman,  I  th ink  i t ' s  a  fa i r  
ques t ion  to  ask ,  but  for tunate ly  notwi ths tanding the  recent  
demonst ra t ions  of  some ser ious  f laws in  our  f inancia l  sys tem,  the  U.S.  
f inancia l  services  indust ry  h is tor ica l ly  has  remained and I  th ink wi l l  
cont inue  to  be  very  compet i t ive  g lobal ly .   
 I  th ink the  inves tments ,  the  minor i ty  inves tments  you 've  seen in  
Chinese  f inancia l  ins t i tu t ions ,  wi l l  over  t ime,  of  course ,  s t rengthen 
the i r  capaci t ies  to  compete ,  but  pr imar i ly  I  would  say  a t  leas t  in  the  
near  to  medium-term in  the  Chinese  f inancia l  space .   I  th ink  tha t  we do 
have to  look over  the  medium and long term about  where  Chinese  
f inancia l  corpora t ions  move global ly ,  and th is  i s  why I  would  come 
back to  the  i ssue  of  what  const i tu tes  a  sovere ign weal th  fund.  
 I f  one  of  the  large  Chinese  banks ,  and they ' re  now very ,  very  
wel l  capi ta l ized ,  decides  to  inves t  in  a  f inancia l  ins t i tu t ion ,  does  tha t  
fa l l  under  the  f ramework of  your  and col lec t ive  scrut iny?   I  would  
suggest  i t  should .   That  to  me is  where  one  needs  to  focus:  what  are  
the  corpora te  governance  i ssues  tha t  potent ia l ly  ar ise  when those  
ins t i tu t ions  inves t  in  western  f inancia l  ins t i tu t ions ,  be  they U.S.  or  
Chinese?  



 

 

 I  am not  too  concerned about  the  compet i t iveness  angles  because  
U.S.  f inancia l  service  organiza t ions  have  proven themselves  to  be  very  
compet i t ive  over  t ime,  and I  th ink tha t  over  t ime,  they wi l l  acquire  
ser ious  market  share  in  the  Chinese  market .  
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 DR.  MORICI:   We cannot  expect  the  Chinese  to  reform thei r  
f inancia l  sys tem wi thout  developing exper t i se .   We have determined as  
a  mat ter  of  publ ic  pol icy ,  as  a  mat ter  of  fore ign pol icy ,  we want  the  
Chinese  to  develop a  western  f inancial  sys tem so  we need to  expect  
some t ransfer  of  exper t i se .  
 I  am not  par t icular ly  concerned wi th  the  qual i ty  of  exper t i se  on 
Wal l  S t ree t ,  which i s  where  I  th ink the  problem is .   I t ' s  not  in  our  
regional  banks ,  but  ra ther  the  incent ive  s t ruc ture  tha t  has  emerged 
there ,  la rgely ,  and th is  i s  again  subjec t  for  another  day,  f rom the  
combinat ion of  inves tment  and mortgage  banking wi th  t radi t ional  
inves tment  banking.    
 My fee l ing  i s  rea l  power  in  the  f inancia l  sec tor  emerges  f rom 
access  to  capi ta l  which can be  channeled  to  o ther  enterpr ises  e i ther  v ia  
crea t ing  ins t ruments  to  obta in  capi ta l  in  bond markets ,  through the  
sa le  of  f inancia l  ins t ruments ,  or  through the  capi ta l  of  the  bank in  
deposi ts ,  th ings  of  tha t  na ture .   The rea l  source  of  power  of  the  
Chinese  f inancia l  ins t i tu t ions  i s  the  war  ches t  tha t  China  has  of  U.S.  
dol lars  because  of  our  t rade  def ic i t ,  which is  not  dr iven by our  budget  
def ic i t  but  ra ther  o ther  pol ic ies ,  and tha t ' s  where  the  rea l  power  i s  in  
China .  
 My fee l ing  i s  i t ' s  going to  be  a  very  long t ime before  China 's  
banks  can compete  wi th  ours  s imply  because  they ' re  s t i l l  so  protec ted .  
 VICE CHAIRMAN BARTHOLOMEW:  Ms.  Pet rou,  anything to  
add?  
 MS.  PETROU:  No,  I  would  agree ,  I  th ink,  wi th  the  v iew of  
technology t ransfer  because  of  the  benef i t s  u l t imate ly  to  the  Uni ted  
Sta tes  f rom that .  As  we 've  seen the  sys temic  r i sk  impl ica t ions  of  the  
recent  vola t i l i ty ,  and a l l  tha t  can  be  done to  s tabi l ize  the  Chinese  
banking sys tem in  terms of  be t ter  capi ta l  reserves ,  t ransparency and 
eff ic iency is  u l t imate ly  in  our  bes t  in teres t .  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you.  
 HEARING COCHAIR MULLOY:  Thank you,  Vice  Chairman 
Bar tholomew.   Let  me ask .   I  want  to  ge t  through two quick  topics .   Do 
any of  you know whether  CFIUS reviewed any of  the  inves tments  in  
the  f inancia l  f i rms by the  Chinese  or  even of  the  o ther  sovere ign 
weal th  funds?   Did  CFIUS review those  and make any decis ions?   Do 
any of  you know that?  
 MS.  PETROU:  I  be l ieve  the  answer  to  tha t  i s  no ,  because  they 
were  a l l  s t ruc tured  to  fa l l  be low the  current  contro l l ing  share .  
 HEARING COCHAIR MULLOY:  So you don ' t  th ink any of  them 



 

 

had a  review by CFIUS? 
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 MS.  PETROU:  No.   I  be l ieve  the  Ci t ibank acquis i t ion ,  not  
Chinese ,  but  the  Abu Dhabi  acquis i t ion ,  was  informal ly  c leared  wi th  
the  Federa l  Reserve .   I  don ' t  be l ieve  any of  the  o thers  have  come 
before  regula tors  or  before  CFIUS.  
 HEARING COCHAIR MULLOY:  Under  the  new s ta tu te  
governing CFIUS,  control  i s  to  be  def ined dur ing the  regula tory  
process  which is  going to  be  Not ice  and Comment  ru lemaking.   I  was  
ta lk ing wi th  a  f r iend who was  a  former  genera l  counsel  of  one  of  the  
banking agencies  because  I 've  been t roubled by th is .   He gave me the  
same answer  tha t  you came up wi th ,  Karen.   He sa id  you should  use  the  
Bank Holding Company Act ,  the  rebut table  presumpt ion that  i f  you ' re  
over  f ive  percent ,  you 've  got  control .  
 I  very  much apprecia te  tha t  because  th is  o ther  fe l low is  th inking 
the  same way you are  th inking on that  area .   So obviously  you heard  
Senator  Webb ra ise  h is  concern  about  pass ive  inves tment  and contro l  
and his  concerns  a long those  l ines ,  so  th is  i s  very ,  very  helpful  to  th is  
Commiss ion to  get  tha t  tes t imony.  
 Now one other  i ssue  I  wanted to  ask  Char les ,  and then a l l  of  you 
could  comment ,  but  the  f i rs t  ques t ion  to  Char les .   On January  29,  there  
was  an  ar t ic le  in  the  New York Times  by Steven Davidoff  ca l led  "What  
You Don ' t  Know About  Sovere ign Weal th  Funds ,"  and i t  gave  d i f ferent  
myths  about  these  sovere ign weal th  funds .  
 One of  them,  myth  number  two,  tha t  there  was  no other  way for  
f inancia l  f i rms to  recapi ta l ize  themselves  ra ther  than se l l ing  off  
por t ions  to  these  sovere ign weal th  funds .   The author  of  th is  ar t ic le  
d isagreed,  he  sa id ,  we have pension funds  es t imated a t  14  t r i l l ion;  
mutual  funds ,  ten  t r i l l ion;  hedge funds ,  two t r i l l ion .   There 's  capi ta l  
avai lable  f rom other  U.S.  companies .   He sa id  tha t  there  were  o ther  
ways  for  these  f inancia l  f i rms to  recapi ta l ize  themselves .   Now th is  i s  
the  New York Times  guy wri t ing .  
 You sa id  tha t  we rea l ly  a lmost  had to  do th is ;  we didn ' t  have  a  
choice .   I s  tha t  correc t?   Am I  reading you r ight?   Or  were  there  o ther  
reasons  why the  f i rms wanted to  do i t  th is  way?  I  th ink Dr .  Moric i  
sa id  one  reason is  they d idn ' t  ge t  a  lo t  of  scrut iny  and have to  change 
the i r  present  prac t ices  so  they could  s t i l l  r ide  in  the  saddle  and get  
the i r  bonuses .  
 So I  wanted to  get  your  take  on tha t  and then have the  o thers  
comment .  
 DR.  DALLARA:  Pat r ick ,  I  th ink that  there  can be  no obviously  
def in i t ive  answer .   My answer  ear l ier ,  and I  wi l l  e labora te  br ief ly ,  was  
a  mat ter  of  conjec ture ,  but  I  do  bel ieve  i t  i s  unl ike ly  tha t  in  the  t ime 
f rame required  in  order  to  s imul taneously  announce losses  and new 
capi ta l  ra is ing ,  which was  very  const ruct ive  to  s tabi l iz ing the  out look 



 

 

for  these  f inancia l  ins t i tu t ions ,  and s tabi l iz ing  the i r  abi l i ty  to  cont inue  
to  lend because ,  le t ' s  face  i t ,  in  the  absence  of  capi ta l ,  addi t ional  
capi ta l ,  these  major  losses  would  have severe ly  af fec ted  the i r  capaci ty  
to  cont inue  to  use  the i r  ba lance  sheet  for  lending.  
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 So  in  the  t ime frame,  and wi thin  the  f ramework of  the  goal  of  
s imul taneous  announcement  of  losses  and capi ta l  ra is ing ,  I  doubt  
ser ious ly  tha t  i t  would  have  been feas ib le  a t  anything remote ly  
approaching a  reasonable  pr ice  to  ra ise  comparable  amounts  of  funds  
g iven the  magni tudes  required  f rom pension funds ,  insurance  
companies  and other  inves tors .  
 Over  a  longer  per iod of  t ime,  cer ta in ly  a  var ie ty  of  techniques ,  
r ights  i ssues ,  pr iva te  p lacements  and other  techniques ,  could  have  been 
used,  but  we 've  been going through th is  remarkable  s t ressful  per iod for  
these  f inancia l  ins t i tu t ions  where  many of  them have d iscovered tha t  
they have made huge mis takes  which required  the  recogni t ion  of  huge 
losses ,  and I  don ' t  th ink in  tha t  t ime f rame,  i t  would  have been easy  
and maybe not  even feas ib le  to  ra ise  comparable  amounts  of  funding.  
 HEARING COCHAIR MULLOY:  Do e i ther  of  you have a  
comment  on tha t?  
 DR.  MORICI:   Yes .   I  would  suggest  tha t  i t  would  have been 
di f f icul t ,  as  Dr .  Dal lara  says ,  to  do th is  quickly ,  whol ly  wi th  pr ivate  
money wi th in  the  Uni ted  Sta tes .   I t  would  have required  infus ion f rom 
the  Federa l  Reserve .   However ,  tha t  might  have been in  the  form of  
some kind of  loan,  or  temporary  funding,  or  perhaps  changing 
regula t ion  on a  temporary  bas is .  
 The benef i t  of  tha t  would  have been as  fo l lows:  the  bas ic  f law in  
Wal l  S t ree t  r ight  now is  tha t  the  bus iness  model  tha t  has  been appl ied  
to  t radi t ional  inves tment  banking has  been appl ied  to  mortgage  
banking,  and mortgage banking cannot  crea te  the  k inds  of  prof i t s  and 
unlock the  k ind of  va lue  by borrowing a t  7 .5  and lending a t  seven,  
then taking apar t  and put t ing  together  companies  can unlock.   So they 
cannot  suppor t  the  same kind of  compensat ion  s t ructures  and prof i t s  
and so  on.  
 By permit t ing  the  sovere igns  to  come in ,  they have  been able  to  
perpetuate  the  myth  tha t  they can cont inue  to  do th is .   In  rea l i ty  what  
may happen is  they ac tual ly  wi thdraw f rom that  k ind of  ac t iv i ty  a l l  
together ,  which would  be  very  dele ter ious  for  the  cont inuing wel l  
performance of  our  capi ta l  markets .  
 We would  have been bet ter  of f  i f  we had s t ruggled through and 
suffered and found another  avenue.   What  we have bas ica l ly  done i s  
swept  the  problem under  the  rug by invi t ing  in  funds  tha t  a t tach  no 
condi t ion  so  tha t  they may achieve  whatever  o ther  purposes  those  
funds  may have.  
 HEARING COCHAIR MULLOY:  Ms.  Pet rou,  and then I ' l l  wrap 
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 MS.  PETROU:  Chairman Mul loy,  p lease  correc t  me i f  I 'm 
wrong,  because  you know bet ter  than I ,  but  there  i s  no  provis ion of  
U.S.  law that  would  permit  the  Federal  Reserve  to  infuse  capi ta l  in to  a  
U.S.  deposi tory  ins t i tu t ion .  
 Cer ta in ly ,  any of  the  regula tors  could  forebear ,  for  example ,  
waive  the  capi ta l  requi rements  and permit  Ci t igroup to  opera te  a t   
lower  capi ta l  ra t ios ,  but  we have  a  very  dangerous  h is tory  of  having 
done tha t  wi th  the  savings  and loan indust ry ,  and i t  i s  something to  
th ink through qui te  careful ly  before  we recommend forbearance .  
 In  your  New York Times  ar t ic le ,  there  are  a lso  a  var ie ty  of  both  
logis t ica l  and in  some ins tances  s ta tu tory  impediments .   For  example ,  
corpora te  funds  cannot  f low in  s ize  in to  an  insured deposi tory  or  i t s  
holding company for  the  reasons  d iscussed wi th  regard  to  Wal-Mart .  
 Pension funds  of ten  have ru les  requir ing  tha t  they inves t  only  in  
AAA or  AA secur i t ies .   So for  a l l  of  the  reasons ,  I  would  concur  wi th  
Dr .  Dal lara 's  sugges t ion  tha t  these  were  expedient  and exigent  
inves tments ,  which does  not  make them good.  I t  does  not  mean they 
should  proceed wi thout  fu ture  scrut iny ,  but  i t  does  argue  for  
considerable  care  tha t  anything we do does  not  choke them off .  
 DR.  MORICI:   We le t  the  fore ign sovere ign funds  do th ings  tha t  
we would  not  le t  domest ic  ent i t ies  do  under  law.  
 HEARING COCHAIR MULLOY:  I 'm going to  have to  turn  to  
Commiss ioner  Esper ,  and,  Char les ,  you can jump in  response  to  h im.  
 COMMISSIONER ESPER:  Thank you.   I  jus t  have  one  ques t ion .  
 I  note  the  t ime is  shor t .   I s  there  any movement  or  d iscuss ion wi th in  
the  f inancia l  sec tor  to  take  the i r  own act ions ,  not  out  of  concern  for  
i ssues  we 're  ra is ing  today,  but  out  of  concern  tha t  sovere ign weal th  
funds  may take  ac t ions  or  make decis ions  tha t  don ' t  seek to  maximize  
re turn  but  ins tead seek pol i t ica l  or  o ther  objec t ives  and therefore  
increase  the  r i sk  to  inves tors  or  to  themselves?   I s  there  any d iscuss ion 
about  th is  on  Wal l  S t ree t  or  in  f inancia l  ins t i tu t ions  to  g ive  these  
sovere ign weal th  funds  greater  scrut iny?  
 DR.  DALLARA:  My c lear  impress ion,  commiss ioner ,  i s  tha t  
r ight  now that  i s  not  a  mat ter  of  focus  a t  a l l .   They are  so  concerned,  
f i rs t  of  a l l ,  they were  so  anxious  to  be  able  to  acquire  capi ta l  in  the  
c i rcumstances ,  and I  th ink they ' re  so  concerned wi th  c leaning up the  
problems tha t  exis t  in  the i r  f inancia l  ins t i tu t ions  today,  tha t  they ' re  
not  looking a t  a  longer  te rm issue  here .  
 I f  I  may add jus t  two br ief  points :   I  th ink there  are  many 
fundamenta l  and legi t imate  ques t ions  about  the  opera t ions ,  objec t ives  
and t ransparency of  these  sovere ign weal th  funds .   But  we should  
recognize  tha t  they do have  one  advantage  in  the i r  inves tment  
menta l i ty :  by  and large ,  they are  long- term inves tors .   Par t  of  the  



 

 

incent ive  s t ructure ,  which Dr .  Moric i  refer red  to ,  which has  crea ted  
such problems in  the  inves tment  banking communi ty ,  i s  the  shor t - term 
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 Many of  these  inves tors  f rom sovere ign weal th  funds  are  wi l l ing  
to  look a t  a  f ive ,  seven,  who knows how many year  t ime hor izon.   That  
i s  not  a l l  together- -yes ,  many other  fac tors  here- -but  not  a l l  together  
an  unheal thy  character is t ic  of  these  inves tors .  
 HEARING COCHAIR MULLOY:  Does  anyone e lse  have 
anything fur ther?   I  want  to  thank th is  panel  for  the  very  helpful  
tes t imony you 've  g iven to  us .   Ms.  Pet rou,  I  par t icular ly  want  to  thank 
you for  your  wri t ten  tes t imony,  which had some very  good legis la t ive  
recommendat ions  for  the  Commiss ion.  
 Thank you a l l  for  be ing here ,  and we ' l l  c lose  th is  panel  now.   
 CHAIRMAN WORTZEL:   We' l l  reconvene a t  3 :30 in  about  ten  
minutes .  
 [Whereupon,  a  shor t  recess  was  taken. ]  
 

 
PANEL V:  IMPACT ON NATIONAL SECURITY 

 
 CHAIRMAN WORTZEL:  Ladies  and gent lemen,  we have gone 
through a  day wi th  some excel lent  explanat ions  about  sovere ign weal th  
funds  and the i r  na ture ,  some very  good ideas  on how to  l imi t  the i r  
e f fec t  on  the  economy and on nat ional  secur i ty .  
 This  panel  addresses  about  50  percent  of  the  mandate  of  the  
Commiss ion and focuses  speci f ica l ly  on the  potent ia l  impact  on  
nat ional  secur i ty  of  sovere ign weal th  funds .    
 We 're  very  p leased to  have  two excel lent  wi tnesses  on th is .   
We ' l l  hear  f rom Ms.  Danie l la  Markheim,  who is  the  Jay  Van Andel  
Senior  Analys t  in  Trade  Pol icy  a t  the  Her i tage  Foundat ion.  
 Ms.  Markheim specia l izes  in  in ternat ional  t rade  and monetary  
theory ,  comparat ive  economic  sys tems,  and in ternat ional  f inancia l  
management .   She  has  a  grea t  deal  of  exper ience  developing economic  
models  for  s ingle-country  and global  t rade  and inves tment  pol icy .    
 She  has  worked for  the  Depar tment  of  Defense  in  the  economic  
sec tor  a t  the  Join t  Warfare  Center .    
 Our  second wi tness  wi l l  be  Mr.  Alan Tonelson.   He 's  a  Research 
Fel low wi th  the  U.S.  Business  and Indust ry  Counci l .   This  i s  a  
Washington research  organiza t ion that  s tudies  U.S.  economic ,  
technology,  and nat ional  secur i ty  pol icy .  
 He 's  a lso  been a  fe l low a t  the  Economic  St ra tegy Ins t i tu te  and 
was  Associa te  Edi tor  of  Fore ign Pol icy .   His  new book,  The Race to  
the  Bot tom:  Why a  Global  Worker  Surplus  and Uncontrol led  Free  



 

 

Trade are  Sinking American Living Standards ,  was  publ ished by 
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 Each of  you should ,  i f  you can,  res t r ic t  your  ora l  remarks  to  
seven minutes ,  and then we ' l l  be  able  to  have rounds  of  ques t ioning by 
commiss ioners  for  f ive  minutes  each,  but  your  wri t ten  tes t imony,  we 
wi l l  ensure  gets  in to  our  own records  in  fu l l .  
 Mr .  Markheim.  
 

STATEMENT OF MS.  DANIELLA MARKHEIM 
SENIOR ANALYST IN TRADE POLICY 

THE HERITAGE FOUNDATION, WASHINGTON, DC 
 

 MS.  MARKHEIM:  Thank you very  much,  Chairman Wortzel ,  
Vice  Chairman Bar tholomew,  members  of  the  Commiss ion,  for  th is  
oppor tuni ty  to  d iscuss  the  impl ica t ions  of  sovere ign weal th  fund 
inves tment  for  U.S.  na t ional  securi ty .   The v iews I  express  in  th is  
s ta tement  are  my own and should  not  be  const rued to  be  represent ing 
any off ic ia l  pos i t ion  of  the  Her i tage  Foundat ion.  
 F i rs t  conceived in  the  1950s  by fore ign governments  as  a  means  
to  inves t  surplus  fore ign exchange earnings  in  U.S.  and markets  
e lsewhere  around the  wor ld ,  sovere ign weal th  funds  are  fa l l ing  under  
growing scrut iny  as  the i r  number  and potent ia l  economic  c lout  
increase .   
 S ince  2000,  the  number  of  these  s ta te-owned funds  has  near ly  
doubled f rom 20 to  near ly  40 funds  managing an  es t imated two to  $3 
t r i l l ion  wor th  of  g lobal  asse ts .   
 Analys ts  forecas t  tha t  sovere ign weal th  funds  could  grow r ight  
a long wi th  the  g lobal  market  to  manage an  es t imated ten  to  $12 t r i l l ion  
asse ts  by  2015.   The s ize  of  these  funds  can be  d i f f icul t  to  es t imate  
because  governments  genera l ly  don ' t  d isc lose  informat ion about  the  
fund 's  asse ts ,  l iabi l i t ies ,  or  under ly ing inves tment  s t ra tegy.   Whi le  th is  
makes  i t  hard  to  assess  the  impact  of  such funds  on the  g lobal  
economy,  i t ' s  not  l ike ly  tha t  they wi l l  have  enough power  to  d ic ta te  the  
wor ld 's  f inancia l  fa te  any t ime soon.  
 Even wi th  the  h igher  es t imate  of  a lmost  $3  t r i l l ion  of  asse ts  now 
being managed by these  funds ,  th is  i s  s t i l l  jus t  a  f rac t ion  of  to ta l  
g lobal  inves tment  conservat ive ly  es t imated to  be  about  $165 t r i l l ion  
today.  
 However ,  there  i s  mount ing concern  tha t  these  government-
owned inves tment  funds  could  be  used to  advance  a  pol i t ica l  as  wel l  as  
economic  agenda.   I f  sovere ign inves tors  manage asse ts  to  promote  
more  than a  heal thy  re turn  on inves tment ,  then asse t  pr ices  in  
countr ies  receiv ing sovere ign capi ta l  may not  ref lec t  market  
fundamenta ls  and resources  wi l l  not  be  a l located  ef f ic ient ly ,  exact ing  
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 Moreover ,  some fear  tha t  countr ies  might  use  the i r  sovere ign 
weal th  to  des tabi l ize  f inancia l  markets ,  protec t  indust r ies  and 
companies ,  or  expropr ia te  technology.  
 With  l i t t le  publ ic  informat ion avai lable  on  most  sovere ign 
inves tors '  f inancia l  objec t ives ,  countr ies ,  inc luding the  U.S. ,  a re  
increas ingly  uncer ta in  about  the  rea l  benef i t s  of  receiv ing inves tment  
f rom these  funds  and worry  tha t  they ins tead represent  a  growing 
threa t  to  the i r  economic  and nat ional  secur i ty .  
 However ,  i t ' s  impor tant  to  remember  tha t  open compet i t ive  
markets  are  quick  to  punish  any inves tor ,  sovere ign or  o therwise ,  tha t  
would  mismanage thei r  holdings .   Few governments ,  even those  wi th  
h ighly  ques t ionable  f ree  market  credent ia ls ,  in tent ional ly  a l locate  
scarce  resources  to  ga in  contro l  of  an  asse t  for  the  sole  purpose  of  
des t roying the  value  of  tha t  asse t  and reducing the i r  own weal th .  
 Of  course ,  there  i s  a lways  the  off  chance  that  a  country  could  
decide  tha t  pol i t ica l  objec t ives  outweigh the  economic  cos ts  of  us ing 
i t s  sovere ign weal th  inappropr ia te ly .   I t  i s  agains t  th is  chance  and the  
predominance  of  the  i ssue  in  the  media  and in  governments  tha t  has  
dr iven home the  need for  sovere ign inves tors  and countr ies  tha t  
rece ive  sovere ign inves tment  to  engage in  meaningful  debate  about  
these  funds  and the  ro le  tha t  they p lay  in  in ternat ional  markets .  That  
debate  i s  now occurr ing  in  the  IMF,  the  OECD, the  World  Bank,  and 
between governments .  
 Of  specia l  concern  to  U.S.  pol icymakers  i s  China 's  recent  
crea t ion of  i t s  own sovere ign weal th  fund,  the  China  Inves tment  
Corpora t ion ,  in  September  of  2000.   Pr ior  to  es tabl ishing CIC,  China  
genera l ly  inves ted  i t s  surplus  fore ign exchange holdings  in  U.S.  
government  debt .   This  enabled  China  to  earn  a  re la t ive ly  r i sk-f ree  
re turn  on i t s  inves ted  reserves  and benef i ted  the  U.S.  economy by 
pushing down in teres t  ra tes  and lower ing the  cos t  of  borrowing for  
U.S.  households  and f i rms.  
 With  the  CIC,  China  now has  an  oppor tuni ty  to  earn  h igher  
re turns  on a  much more  d ivers i f ied  por t fo l io .  
 Al located  an  addi t ional  $200 bi l l ion  of  China 's  excess  fore ign 
exchange reserves ,  the  CIC is  one  of  the  larges t  sovere ign weal th  
funds  af ter  the  UAE's  Abu Dhabi  Inves tment  Author i ty ,  Norway 's  
Government  Pension Fund,  the  Government  of  Singapore  Inves tment  
Corpora t ion,  and Kuwai t ' s  Reserve  Fund for  Future  Genera t ions .  
 Of  the  200 bi l l ion  tha t  was  a l located  to  the  CIC,  so  far  e ight  
b i l l ion  has  f lowed to  the  U.S.   Three  b i l l ion  has  been inves ted  in  non-
vot ing shares  in  Blacks tone  Group,  and another  three  b i l l ion  has  been 
inves ted  in  Morgan Stanley .   Much of  the  res t  of  the  in i t ia l  f inancing 
has  been used for  domest ic  purposes ,  leaving about  70  b i l l ion  for  
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 Whi le  China  has  publ ic ly  commit ted  to  the  t ransparent ,  
commercia l ly  dr iven opera t ion  of  the  CIC,  us ing the  bulk  of  i t s  
f inancing to  help  res t ructure  two s ta te-owned banks  and other  in ternal  
inves tments  ra ises  legi t imate  ques t ions  about  the  ro le  tha t  China 's  
government  in teres ts  may play  in  how th is  fund funct ions .  
 However ,  the  b igges t  threa t  to  U.S.  economic  and nat ional  
secur i ty  i s  not  fore ign sovere ign weal th  inves tment  f rom China  or  any 
other  country .   Rather ,  i t ' s  the  increas ing threa t  tha t  the  U.S.  wi l l  
adopt  protec t ionis t  inves tment  pol ic ies  in  response  to  these  funds  
opera t ing .  

 Erect ing  barr iers  to  fore ign inves tment  would  s t i f le  innovat ion,  reduce  
product iv i ty ,  undermine economic  growth and cos t  U.S.  jobs ,  a l l  
wi thout  making America  any safer .  
 America  a l ready has ,  la rgely ,  the  banking,  inves tment ,  expor t  
contro ls  and other  pol icy  mechanisms such as  the  U.S.  Commit tee  on 
Fore ign Inves tments  in  the  Uni ted  Sta tes  in  p lace  to  he lp  reduce  the  
r i sk  associa ted  wi th  fore ign ownership  of  cr i t ica l  asse ts  whi le  s t i l l  
permit t ing  the  economic  benef i t s  tha t  come f rom fore ign inves tment .  
 Addi t ional ly ,  working groups  across  government  have  been 
formed to  d iscuss  and moni tor  sovere ign weal th  fund ac t iv i ty .   With  
such a  heightened sense  of  awareness  concerning sovere ign weal th  
funds ,  i t ' s  l ike ly  tha t  r i sky t ransact ions  wi l l  a t t rac t  some degree  of  
scrut iny .  
 I t  i s  t rue  tha t  not  every  sovere ign weal th  fund may be  large  
enough to  t r igger  a  CFIUS,  SEC or  o ther  U.S.  government  
inves t iga t ion  before  a  t ransact ion  occurs .   However ,  markets ,  
government  moni tor ing and enforcement  ac t iv i t ies  and media  should  
combine  to  provide  a  sol id  measure  of  ongoing scrut iny  even af ter  an  
inves tment  has  been made.  
 Forc ing potent ia l  weal th  inves tment  to  forego a  formal  
evaluat ion  would  only  add to  the  cos t  and t ime associa ted  wi th  each 
potent ia l  t ransact ion ,  dr iv ing perfec t ly  safe  fore ign inves tment  away.  
 The U.S.  ins tead should  cont inue  to  work wi th  fore ign inves tors ,  
sovere ign inves tors ,  to  permit  sound economic  pol ic ies ,  f inancia l  
development ,  and l ibera l iza t ion  in  the i r  own economies ;  should  
cont inue  to  suppor t  mul t i la tera l  e f for ts  to  es tabl ish  a  voluntary  se t  of  
bes t  prac t ices  for  sovere ign weal th  funds .  
 The U.S.  should  cont inue  to  promote  meaningful  debate  and 
research about  sovere ign weal th  funds  to  bet ter  unders tand the i r  
impact  on  the  U.S.  wi th  the  wor ld  market  and on the  sovere ign 
inves tors  themselves ,  and s tand f i rm agains t  implement ing 
protec t ionis t  barr iers  agains t  fore ign inves tment .  
 U.S.  na t ional  secur i ty  and f inancia l  reviews of  fore ign 
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 The  r i se  of  sovere ign weal th  funds  carr ies  impl ica t ions  for  
g lobal  f inancia l  market  s tabi l i ty  and U.S.  na t ional  in teres ts .   There  i s  
no  ques t ion  tha t  America  must  ensure  tha t  laws and procedures  
governing fore ign inves tment  are  robust ,  up- to-date  and funct ioning 
ef fec t ive ly  to  achieve  the  purposes  for  which they were  des igned 
especia l ly  wi th  regard  to  U.S.  na t ional  secur i ty .  
 However ,  the  growing t rade  and inves tment  t ies  tha t  b ind the  
economies  of  the  wor ld  together  are  more  l ike ly  to  promote  
responsible  economic  behavior  than cause  ent icement  for  mayhem.   
Proper ly  moni tored  and regula ted ,  sovere ign weal th  funds  are  not  a  
threa t  to  na t ional  and economic  secur i ty .  
 Thank you for  the  oppor tuni ty  to  address  th is  v i ta l  i ssue .  
 [The s ta tement  fo l lows:] 6 
 
 CHAIRMAN WORTZEL:   Thank you,  Ms.  Markheim.   Mr.  
Tonelson.  
 

STATEMENT OF MR. ALAN TONELSON 
RESEARCH FELLOW, U.S.  BUSINESS AND INDUSTRY COUNCIL 

EDUCATIONAL FOUNDATION, WASHINGTON, DC 
 
 MR.  TONELSON:  Thank you,  Mr.  Chairman,  and in  fac t  both  
the  chai rs  of  th is  sess ion.   I  would  l ike  to  say  tha t  on  behal f  of  the  
1 ,500 members  of  the  U.S.  Business  and Indust ry  Counci l ,  because  we 
are  a lso  a  na t ional  bus iness  organiza t ion ,  I 'd  l ike  to  thank you for  the  
oppor tuni ty  to  tes t i fy  about  th is  ext remely  t imely  subjec t .  
 I 'd  a lso  l ike  to  congra tu la te  you for  be ing out  ahead of  the  
Washington curve  on th is .   I  am in  fac t  qui te  amazed that  the  
Washington curve  has  been as  shal low as  i t  has  been on th is  
potent ia l ly  momentous  ques t ion  of  sovere ign weal th  funds ,  but  tha t ' s  
prec ise ly  the  s i tua t ion  we 're  in .  Even the  legis la t ive  branch seems jus t  
to  be  waking up about  th is ,  and again  I  th ink you rea l ly  have,  in  fac t ,  
p layed a  very  impor tant  leadership  ro le ,  which I  hope and t rus t  wi l l  
cont inue .  
 I  th ink tha t  your  leadership  ro le  has  been especia l ly  impor tant  
because  I  be l ieve  tha t  t ime is  not  working on our  s ide  in  terms of  
developing the  appropr ia te  pol icy  responses  for  the  chal lenges  
presented ,  not  only  by sovere ign inves tment  funds  as  such,  but  by  the  
wide  range of  fore ign government  inves tments  tha t  have  been coming 
in to  the  U.S.  economy or  tha t  c lear ly  would  l ike  to .   I  th ink i t ' s  been 
especia l ly  sa lu tary  tha t  there  have  been so  many references  in  our  
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proceedings  today to  the  fac t  tha t  we rea l ly  shouldn ' t  ge t  too  bogged 
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 I  th ink there  has  been broad recogni t ion  tha t  as  long as  a  fore ign 
sovere ign is  in  contro l ,  tha t ' s  what  rea l ly  counts .   Hopeful ly ,  tha t  
abi l i ty  to  cut  to  the  chase  wi l l  be  ref lec ted  in  our  country 's  fu ture  
pol icy  response .  
 However ,  I  s t i l l  th ink tha t  the  d iscuss ion has  been a  l i t t le  too  
mi tered  down a t  excess ively  low levels  of  the  so-cal led  pol icy  weeds .   
On the  one  hand,  there  are  c lear ly  major  conceptual  chal lenges  toward 
craf t ing  appropr ia te  responses  to  the  prospect ive  chal lenges  and even 
threa ts  presented  by sovere ign weal th  funds  and fore ign government  
assessments  of  a l l  k inds .  
 At  the  same t ime,  I  th ink tha t  the  chal lenge  i s  u l t imate ly  not  a l l  
tha t  d i f f icul t ,  and tha t  a  re la t ive ly  s imple  approach is  probably  l ike ly  
to  be  our  very  bes t  be t .   I 've  had a  fasc inat ing  t ime l i s tening to  the  
previous  panels  and I 've  learned a  grea t  deal  f rom them.  
 The more  tha t  I 've  heard  about  speci f ic  proposals  tha t  have  been 
f loa ted  by var ious  speakers  and even by some of  you commiss ioners  
yourse lves ,  the  more  skept ica l  I 've  grown about  them.  
 For  example ,  I 've  heard  some folks  a l lude  to  the  fac t  tha t  in  
some,  admit tedly  unspeci f ied  way,  we should  t rea t  fore ign government  
inves tments  f rom countr ies  tha t  do  not  share  U.S.  va lues ,  American 
f ree  market  va lues ,  American pol i t ica l  l iber ty  va lues ,  f rom inves tments  
f rom countr ies  tha t  ac tual ly  share  those .  
 And i t  sounds  pre t ty  good in  pr incip le .   In  fac t ,  i t  sounds  
awful ly  compel l ing  in  pr incip le ,  but ,  boy,  tha t  i s  going to  be  a  
d i f f icul t  th ing to  wr i te  in to  legis la t ion  and regula t ion  i f  we ' re  going to  
have a  share  our  values  tes t .   Good luck wi th  tha t .    
 I  th ink we would  even face  t remendous  d i f f icul t ies  t ry ing to  
d is t inguish  between perhaps  U.S.  t rea ty  a l l ies  and U.S.  non-a l l ies .   
One compl ica t ion ,  we 've  cer ta in ly  seen in  recent  years ,  tha t  even 
American t rea ty  a l l ies  are  very  prepared to  se l l  lo ts  of  very  
controvers ia l  types  of  technologies ,  lo ts  of  mi l i ta r i ly-sens i t ive  
equipment  to  rogue s ta tes ,  tha t  we would  never  dream of .  
 We 've  a lso  heard ,  for  example ,  especia l ly  in  the  wake of  the  
Dubai  por ts  f racas ,  tha t  the  Pers ian  Gulf  k ingdoms who are ,  of  course ,  
a  leading source  of  some of  the  b igges t  sovere ign weal th  funds ,  even i f  
they ' re  not  U.S.  t rea ty  a l l ies  as  such l ike  NATO al l ies ,  they ' re  s taunch 
f r iends ,  they ' re  the  k inds  of  regimes  we want  to  see  in  the  Middle  Eas t ,  
and i f  we t rea t  them in  an  adversar ia l  way,  tha t  wi l l  turn  in to  some 
kind of  a  se l f - fu l f i l l ing  prophecy.  
 I f  we have learned anything s ince  9 /11,  i t  should  have  been tha t  
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 We should  have  a lso  learned that  many of  these  Gulf  sheikdoms,  
inc luding Saudi  Arabia ,  a re  not  so  much governments  in  the  proper  
sense  of  th is  word.   They ' re  family  corpora t ions ;  they ' re  very  opaque.   
Thei r  makeup and the i r  workings  are  very  d i f f icul t  for  outs iders  to  get  
a  good sol id  handle  on.  
 And,  in  fac t ,  as  my wri t ten  remarks  ment ioned,  there  have  been 
credible  press  repor ts  tha t  the  Bush adminis t ra t ion  has  quie t ly  
pressured governments  l ike  Dubai 's  to  crack down on t raf f icking in  
very  dangerous  types  of  products  and technologies  headed for  p laces  
l ike  I ran  and a lso  Syr ia .   I t ’ s  very  impor tant  to  remember  tha t  these  
countr ies  have  h is tor ica l ly  served as  ent repot  economies .   They are  
jus t  happy to  see  t raf f ic  in  a l l  sor t s  of  th ings  going back and for th .   
They don ' t  especia l ly  care  what  i t  i s ,  and they are  especia l ly  happy to  
pay off  la rge  and very  powerful  ne ighbors .  
 I  th ink what  we need to  focus  on is  tha t  i f  we are  worr ied  about  
excess ive  concentra t ions  of  fore ign pol i t ica l  power ,  we should  move 
decis ive ly  to  prevent  excess ive  concentra t ions  of  fore ign pol i t ica l  
power  by essent ia l ly  banning them,  and th is  would  mean qui te  s imply  
res t r ic t ing  fore ign government  ownership  of  a l l  types  to  perhaps ,  and 
th is  i s  only  a  not ional  number  tha t  I 'm throwing out  today,  ten  percent  
of  any one U.S.  company and any type  of  government  inves tment  f rom 
any one country  to  one  percent .  
 We have a  $13 t r i l l ion  American economy.   There  i s  no  shor tage  
of  very  product ive  inves tment  oppor tuni t ies .   I f  fore ign government  
inves tors  are  rea l ly  not  concerned about  contro l ,  they won ' t  rea l ly  be  
too  concerned about  be ing required  to  spr inkle  these  inves tments  very  
l ight ly  and very  broadly  throughout  our  ent i re  economy.  
 Thank you so  much.  
 [The s ta tement  fo l lows:]  
 

Prepared Statement  of  Mr.  Alan Tonelson 
Research Fel low,  U.S.  Business  and Industry Counci l  Educat ional  

Foundation,  Washington,  DC 
 

Good afternoon, Cochairman Wortzel, Cochairman Mulloy, and Members of the Commission.  On behalf 
of the 1,500 member companies of the U.S. Business and Industry Council and the supporters of its 
Educational Foundation, thank you for the opportunity to share our views on the national security 
implications of sovereign wealth fund investments United States. 
 
The small and medium-sized family held companies – mainly manufacturers – that comprise most of the 
Council’s membership reject the view that the idea of free markets so central to our prosperity and our 
political liberties is a synonym for “anything goes.”  Our member companies and other supporters are all 
strong believers that business and economic activity should be dominated by private actors operating 



 

 

within a legal and regulatory framework that emphasizes objectives such as vigorous and sustainable 
competition, equality of opportunity, and transparency and the freest possible flow of information. 
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Our members and supporters are just as insistent on the need for the federal government to take a realistic 
view of national security, one that fully recognizes its vital economic, financial, and technological 
dimensions.  Finally, they believe that preserving the greatest degree of freedom of action for our country 
in world affairs – its sovereignty – is another central element of national security, and as a such deserves 
the highest priority. 
 
We believe that the ballooning role played by SWFs in the U.S. and world economies poses major 
potential threats to all these critical objectives, and that therefore Washington should adopt a highly 
restrictive posture toward them.  Moreover, we believe that the same posture is needed for other foreign 
government actors seeking to acquire U.S. assets – e.g., state-owned or affiliated entities not mentioned 
often enough in the embryonic SWF policy debate.  In fact, American policymakers must understand an 
added and critical complication to the challenge of formulating policy responses to official foreign 
investments – the immense buildup of capital and foreign exchange reserves by entire national economies 
where the line between public and private sector is difficult at best to draw. 
 
SWFs have attracted the spotlight recently not because they themselves are an entirely new phenomenon.  
Many have existed and invested in the United States for decades.  Rather, the new focus reflects a 
combination of: 
 
>their rapidly growing dimensions, which carry the potential to disrupt markets.  In this instance, however, 
the exact size of the funds and their growth rates are not the only issues that must be considered.  Because 
SWFs and other state-controlled or related entities can typically mobilize very large amounts of capital 
very quickly, without resorting to elaborate decision-making processes, they are likely to continue to punch 
considerably above even their currently formidable weight – as has been seen recently by their sudden 
huge investments in major American and other foreign banks and brokerages; 
 
>Their shift from the government bonds they have traditionally purchased to the entire range of financial 
assets, which raises the prospect of gaining control over these assets; 
 
>The secretiveness surrounding the make-up and operations of most SWFs, which can also be detrimental 
to the functioning of genuinely free markets; 
 
>The related issue of their origins in governments that have challenged U.S. national security interests, and 
that epitomize anti-market values such as cronyism and contempt for law. 
 
In preparing for these hearings, the Commission has posed thoughtful questions about SWFs..  They are 
exactly the kinds of questions that U.S. authorities need to be asking themselves – and answering – before 
allowing SWFs and other foreign government entities to acquire even more of the American economy.  At 
this point, however, definitive answers are very difficult to come by, and situation will remain murky for 
years to come because we stand at the very beginning of the Age of SWFs.  It is simply too soon to 
describe clear patterns of behavior, much less draw bright-line distinctions among funds from different 
parts of the world or representing different types of governments, beyond a handful of observations already 
widely reported in the media – e.g., all SWFs so far seem determined to keep equity purchases below 
threshholds that would trigger regulatory oversight even though such oversight is quite threadbare at 
present. 
 
For the same reason, it is simply too soon to know what kinds of challenges to and complications for 
national security policy SWF activities might present – or whether any significant threat will materialize at 



 

 

all.  Yet complacency is not an acceptable attitude for government to take in the face of such existential 
uncertainties.  SWF enthusiasts who eagerly note that the funds so far have provided no concrete cause for 
concern are tantamount to teenagers who have begun to start driving under the influence, and brag that 
they’re still alive.  Government must provide the adult supervision, and specifically take a longer view 
informed by, among other factors, history, logic, and our knowledge (or lack thereof) of the countries and 
political systems that have creating these funds.  In this view, the potential causes for concern are more 
than adequate to justify extreme caution in policymaking. 
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In particular, it is all too easy to envision circumstances in which SWF and other official foreign 
investments in U.S. assets could threaten national security.  As widely discussed already, such investors 
could seek to transfer militarily-sensitive know-how to home governments that often oppose U.S. 
diplomatic objectives, or to third-countries or non-state movements with similarly adversarial profiles.   
 
But the simple possession of assets could create serious problems as well.  If, for example, the Chinese 
government held significant stakes in a large number of big American financial institutions, especially 
market-makers, and if our nation’s current period of financial weakness persists, how willing would 
Washington be to stand up to Beijing in a Taiwan Straits crisis?  Moreover, a single instance of SWFs 
throwing their weight around or employing their leverage more subtly could produce genuinely disastrous 
results.  Official investments in key U.S. assets, moreover, pose an entirely different set of economic and 
financial risks that deserve a separate discussion of their own.  Such investments would need to create 
extraordinary and durable benefits indeed to justify living with the risks that we can know about and 
anticipate, as well as with the nasty surprises that events regularly serve up. 
 
Do SWFs from resource/energy exporting countries or SWFs from Asian goods exports pose the greatest 
potential threats?  Answering this question requires deciding which poses the greatest challenge to U.S. 
security – the emergence of a genuine Chinese military, economic, and technological superpower?  The 
activities of Al Qaeda or other Islamic terrorist organizations?  The reappearance of a powerful, adversarial 
Russia?  In my view, no purpose is served by choosing.  All such possibilities must be actively monitored 
and responded to, though of course the salience of each danger will vary with time. 
 
Clearly, however, acquisitions by government-related investors from China or Russia – meaning any 
investors from those two countries, given the state’s commanding role over the entire economy – raise a 
real danger of diverting sensitive products and technologies to potential adversaries, not to mention the 
implications of such lawless dictatorial governments gaining influence and even outright control over 
institutions vital to America’s continued strength and prosperity.   
 
Nor should anyone believe that the CFIUS process or any of the other statutory limits on foreign 
acquisitions of U.S. assets provides anywhere near the protection needed against such threats.  The CFIUS 
process, for example, remains a rubberstamp even after last year’s post-Dubai reforms.  In particular, it 
lacks any provisions to monitor or enforce the modifications and conditions that it all-too-rarely imposes 
on prospective takeovers. 
 
Foreign government investments from Persian Gulf oil kingdoms in particular – a second category of 
resource and energy exporter after Russia – raise the somewhat different yet equally worrisome possibility 
of transfers to third parties such as terrorist organizations or to rogue states like Iran and North Korea.  For 
example, at the end of 2006, the Financial Times reported that “Washington is alarmed at the diversion of 
sensitive military technology to Iran and Syria via Dubai” and that U.S. officials had threatened reprisals 
unless the trafficking were halted. 
 
In the case of these kingdoms’ investments in financial institutions, U.S. officials need to consider the 
possibility of transferring funds to terrorist organizations through money-laundering schemes.  Last 



 

 

December, the Financial Times reported the emergence of just such concerns in the United Kingdom 
“thanks to the much-publicised arrival of significant capital from opaque sources such a the former Soviet 
Union, sovereign wealth funds, and Middle Eastern oil states.”  
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Washington clearly lacks the capabilities at present to monitor and enforce the manifold forms of 
communications and interactions between the management of these finance firms and their foreign 
government shareholders, whatever the formal U.S. legal status of these shareholders.  (These same 
limitations obviously apply to cases involving Chinese investors in U.S. technology companies.)  And 
banks and brokerages in financial distress will obviously experience great difficulties saying No to requests 
to handle controversial deposits, fund transfers, and clients.   
 
In addition, those who call the Gulf kingdoms allies clearly have already forgotten one of the central 
lessons of 9-11 – that the Middle East is a region where distinguishing friend from foe can be 
excruciatingly difficult.  Further, the composition and workings of these governments are extremely 
opaque to outsiders; in fact, so far as can be reliably known, the monarchies in question are essentially 
extended families characterized by the most Byzantine forms of inter-personal relationships and rivalries. 
Finally, as suggested by the reference to Dubai above, the kingdoms long have played the economic role of 
entrepots, prospering by facilitating traffic all manner of licit and illicit goods, and continually seeking to 
appease larger, more powerful neighbors. 
 
None of the most popular policy responses suggested in Washington or elsewhere to the emergence of 
SWFs has much potential to prevent these and other prospective dangers.  Codes of conduct proposals that 
typically focus on securing greater transparency sound appealing.  But given the financial weakness of the 
United States nowadays, and given the leverage consequently enjoyed by capital-rich SWF governments, 
it’s difficult for the time being envisioning Washington – or any combination of recipient-country 
governments – standing their ground on these questions, much less successfully insisting on the kinds of 
monitoring and enforcement that would give the Codes some semblance of teeth. 
 
Far better for the United States to recognize explicitly that the benefits promised by foreign government 
investments fall far short of the dangers they pose, and understand that the best protection against their 
accumulation of power and influence is to prevent such accumulations in the first place.  Washington 
should limit sharply the share of any one U.S. entity’s assets that can be bought by SWFs and similar 
investors in toto, and by government investors from any one country.  A ten percent ceiling for total 
foreign government ownership seems a reasonable starting point, along with a one percent ceiling for the 
government-related investments from any one country (to guard against multiple official investors from the 
same country building up outsized stakes).  Such a policy would permit SWFs and their various official 
relatives to inject plenty of capital into the U.S. economy.  But it would require them to spread out their 
investments in ways that could not possibly create undue influence.  Nor would such a policy cause 
significant hardships for official foreign investors.  In a $13 trillion economy, they should be able to find 
plenty of attractive opportunities for profitably deploying their cash. 
 

Panel  V:   Discuss ion,  Quest ions  and Answers  
 

 CHAIRMAN WORTZEL:  Thank you very  much.   We had some 
research done by a  member  of  our  own s taf f  in to  the  ac t iv i t ies  not  only  
of  the  CIC,  the  China  Inves tment  Corpora t ion ,  but  three  of  the  
subs id iar ies  tha t  i t  c rea ted ,  and a t  leas t  our  pre l iminary  read of  tha t  i s  
tha t  the  China  Inves tment  Corpora t ion  may have in tent ional ly  
a t tempted to  deceive  both  the  western  press  and in ternal  Chinese  press  



 

 

on the  purpose  of  i t s  inves tments  in  Aust ra l ian  banks  and the  nature  of  
the  fac t  tha t  i t  was  rea l ly  a  s ingle  inves tment  ent i ty  masked as  three  
d i f ferent  corpora t ions .  
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 So  I  ask  both  of  you,  could  the  Chinese  government  use  a  por t ion  
of  i t s  sovere ign weal th  e i ther  for  s t ra tegic  purposes  or  to  ga in  access  
to  technology or  t rade  secre ts ,  even i f  they took a  loss  on tha t?   
Because ,  Ms.  Markheim,  you sa id  no government  would  take  a  loss  on 
i t s  sovere ign weal th ,  but  could  they do tha t  i f  in  the  aggregate  wi th  
the i r  whole  200 bi l l ion  tha t ' s  d is t r ibuted  across  bunches  of  banks  in  
China  they may a  prof i t?  
 Do we need to  th ink about  tha t?  
 MR.  TONELSON:  There 's  no quest ion  in  my mind that  we have 
to  assume the  defaul t  assumpt ion must  be  tha t  these  types  of  s i tua t ions  
wi l l  come up repeatedly .   One reason being tha t  i t ' s  very  d i f f icul t  for  
any management  team to  te l l  a  f ive  percent  shareholder  no  or  a  4 .99 
percent  shareholder  no ,  and I  th ink tha t  we genuinely  delude  ourse lves  
in to  th inking tha t  any U.S.  regula tory  appara tus  of  any s ize  tha t  could  
rea l i s t ica l ly  be  imagined in  the  foreseeable  fu ture  could  be  large  
enough and could  be  ef fec t ive  enough and wel l  funded enough to  
ef fec t ive ly  moni tor  a l l  the  d i f ferent  k inds  of  informal  communicat ions  
tha t  take  p lace  between shareholders  and managements  of  companies  
on an  ongoing bas is .  
 I t ' s  s imply  too  b ig  a  job ,  and again ,  the  bes t  way to  make sure  
tha t  fore ign government  inf luence  i s  not  improper ly  exerc ised  i s  to  
l imi t  i t  to  a  sca le  tha t  would  enable  management  and the  res t  f rankly  
of  the  shareholding communi ty  to  say  no wi thout  fear  tha t  a  sudden 
wi thdrawal  of  tha t  inves tment  would  have ru inous  consequences  for  
tha t  par t icular  company.  
 I f  I  may add one  point :   One other  reason tha t  I  th ink tha t  t ime is  
shor t  i s  because  even though one can t ro t  out  numbers  and we 've  heard  
them severa l  t imes  today,  tha t  the  sum to ta l  of  a l l  sovere ign weal th  
funds  i s  only  a  smal l  f rac t ion  of  the  to ta l  va lue  of  U.S.  s tock markets ,  
e t  ce tera ,  e t  ce tera .   What  we 've  seen in  recent  months  i s  tha t  these  
funds  and other  forms of  fore ign government  inves tments  can and wi l l  
tend to  punch way above thei r  weight .  
 Why is  tha t?   Because  as  we 've  jus t  heard  f rom Char les  Dal lara  
in  the  previous  sess ion,  they can make decis ions  rea l  fas t .   They can 
respond to  emergency dis t ress  ca l l s  f rom banks  l ike  Bear  Stearns  and 
Morgan Stanley ,  and they don ' t  have  to  go through e labora te  decis ion-
making processes  and they can shovel  over  b i l l ions  of  dol lars  of  
capi ta l  in  the  b l ink  of  an  eye .  
 And so  the i r  e f fec t ive  inf luence  over  the  American government  
and over  the  American economy wi l l  a lways  be  much greater  than the  
raw numbers  would  ac tual ly  indica te .  



 

 

 CHAIRMAN WORTZEL:  Ms.  Markheim,  do you want  to  
respond?  
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 MS.  MARKHEIM:  I t  would  cer ta inly  be  easy  to  come up wi th  a  
scenar io  tha t  would ,  in  fac t ,  prove  tha t  these  funds  could  be  used in  a  
way that  was  s t ra tegic  ra ther  than economic .   But  to  respond a  b i t  to  
what  Mr.  Tonelson has  sa id ,  even though i t ' s  hard  to  ignore  what  a  f ive  
percent  shareholder  or  a  shareholder  wi th  f ive  percent  of  the  fund may 
wish  to  do,  there 's  s t i l l  95  percent  he ld  by other  agents ,  and of  course  
these  companies  are  a lso  accountable  to  them.  
 So there  i s  th is  ba lancing tha t  would  have to  go on between what  
these  demands  are  f rom government  owners  as  opposed to  o ther  owners  
wi th in  the  company in  and of  i t se l f .   That ' s  the  f i rs t  point .   There  i s  
tha t  g ive  and take  tha t  would  have to  occur .  
 I  a lso  don ' t  th ink,  though,  tha t  any misuse  of  these  funds  could  
go on indef in i te ly .   I  th ink tha t  the  minute  China  a t tempted to  use  i t s  
inves tments  in  a  way tha t  e i ther  ga ined i t  technology that  we 'd  been 
t ry ing to  keep out  of  the i r  hands  or  what  have  you,  the  minute  tha t  h i t s  
the  news,  the  minute  Congress  becomes aware  of  i t ,  the  minute  th is  
becomes something tha t  we a l l  recognize  has  now been accompl ished 
through one of  these  funds ,  I  f ind  i t  very hard  to  be l ieve  tha t  we would  
not  respond on a  way that  would  s igni f icant ly  l imi t  China 's  abi l i ty  to  
opera te  wi th in  the  economy,  a t  leas t  in  terms of  i t s  government-owned 
inves tments .  
 So  I  don ' t  be l ieve ,  whi le  i t ' s  cer ta in ly  the  case  tha t  an  inc ident  
could  incur ,  I 'm not  cer ta in  tha t  th is  could  go on forever ,  and I 'm s t i l l  
not  cer ta in  tha t  i t  would  require  us  to  go  in  a  pr ior i  and es tabl ish  
regula t ions  and barr iers  to  th is  k ind of  inves tment .  
 Unt i l  we have hard  evidence  tha t  China  would  do something l ike  
th is ,  and there  i s  no  reason to  th ink tha t  there  i s  any of  th is  evidence  
qui te  ye t ,  we should  jus t  be  a  l i t t le  b i t  more  objec t ive  wi th  the  
approach that  we take .  
 CHAIRMAN WORTZEL:   Commiss ioner  Wessel .  
 COMMISSIONER WESSEL:   Thank you both .   Ms.  Markheim,  I  
be l ieve  one  of  our  Senate  wi tnesses  th is  morning refer red  to  your  
organiza t ion  and commended i t  for  i t s  ac t iv i t ies .   So you may want  to  
refer  to  th is  tes t imony ear l ie r  today.  
 I 'd  l ike  to  go deeper  in to  s ta tements  you 've  made and an  
approach you ' re  taking,  which is  the  ques t ion  of  loss  and whether  the  
Chinese  wi l l  over  a  long per iod of  t ime accept  a  s i tua t ion  of  loss?  
 I  guess  I 'd  counter  tha t  loss  i s  somewhat  of  an  a l ien  concept  to  
the  Chinese  as  they ' re  a  non-market  economy.   And indeed,  as  par t  of  
the i r  WTO access ion,  they agreed through 2016,  I  be l ieve ,  tha t  there  
would  be  cont inued legal  t rea tment  under  U.S.  and fore ign t rade  laws 
for  them as  a  non-market  economy.   So taking tha t  acceptance  by them,  



 

 

how do we t rea t  th is?  
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 You say tha t  they won ' t  take  a  loss .   I s  sus ta in ing the i r  pol i t ica l  
sys tem by keeping the i r  people  employed,  by  gaining access  to  fore ign 
technology,  i s  i t  a  loss ,  or  i s  i t  a ,  in  fac t ,  a  supplement  to  the  ru l ing  
regime?   Should  we be  looking a t  China  d i f ferent ly  than others  
because  they ' re  a  non-market  economy? 
 MS.  MARKHEIM:  That  i s  a  val id  point .   I t  i sn ' t  the  case--
because  i t ' s  not  a  market  economy,  loss  does  mean very  d i f ferent  
th ings  to  China  than i t  does ,  for  ins tance ,  for  our  own economy.  
 That  sa id ,  I  do  bel ieve  tha t  China  i s  t ry ing to  ge t  i t se l f  s lowly 
but  sure ly  on a  path  where  they are  adopt ing more  market -or iented  
pr incip les .   They are  t ry ing to  reform and l ibera l ize  the i r  economy,  
a lbei t  a t  a  s lower  pace  than perhaps  we would  l ike .  
 So I  do  th ink tha t  these  concepts  mat ter  in  the  sense  tha t  they 
unders tand tha t  they do dr ive  some of  these  market  pr inc ip les ,  tha t  
they are  s tar t ing  to  in t roduce  in to  the i r  own economy.   However ,  China  
i s  cer ta in ly  not  the  only  non-market  economy that  we deal  wi th ,  and in  
terms of  these  sovere ign weal th  funds  or  any of  the  fore ign-owned 
inves tments  tha t  can  come in to  the  Uni ted  Sta tes ,  they should  a l l  be  
looked a t  wi th  the  same degree  of  scrut iny.  
 China  shouldn ' t  be  separa ted  out  f rom other  government  
inves tors  for  specia l  d iscr iminat ion;  we shouldn ' t  d iscr iminate  agains t  
China  a t  a l l .   I f  a  fore ign-owned ent i ty  wants  to  come in  and acquire  
a l l  or  a  share  of  a  U.S.  asse t ,  i t  should  be  reviewed for  i t s  impact  on  
nat ional  secur i ty- -every  one  of  those  potent ia l  t ransact ions  should  be  
evaluated  in  terms of  the  ac tual  contro l  the  government  would  have  
over  tha t  inves tment  and what  the  shape of  the  inves tment  would  be .   
I s  the  inves tment  in  or  the  acquis i t ion  of  a  f i rm,  a  U.S.  f i rm that ,  in  
fac t ,  does  have  technologies  tha t  we need to  protec t?  
 Whether  i t ' s  China  or  i t ' s  S ingapore  or  any of  these  o ther  funds ,  
I  would  l ike  to  th ink that  we would  t rea t  each one  of  those  potent ia l  
t ransact ions  equal ly  and wi th  an  equal  amount  of  scrut iny .  
 I  don ' t  be l ieve  i t ' s  fa i r  to  s ingle  out  China  automat ica l ly  because  
I  do  th ink tha t  pul l ing  them in to  more  of  a  ru les-based,  market -based 
approach to  inves tment  wi l l  he lp  them learn  bet ter  ways  of  running 
thei r  own economy,  and that ' s  why one  of  my bigges t  recommendat ions  
i s  tha t  we cont inue  to  work very  aggress ively  wi th  t ry ing to  mot ivate  
China  to  in t roduce  bet ter  market ,  f inancia l  market  reform,  as  wel l  as  
o ther  economic  reforms to  balance  the i r  economy bet ter .  
 So,  yes ,  there  i s  a  concern ,  but  China  should  not  be  
d iscr iminated  agains t  unnecessar i ly .  We should  t rea t  a l l  fore ign 
government  owners  the  same and apply  the  same level  of  scrut iny  to  
each of  the  t ransact ions  as  i t ' s  required .  
 COMMISSIONER WESSEL:   I  th ink our  bas ic  law,  the  CFIUS 



 

 

s ta tu te ,  and i f  you look a t  Alcate l /Lucent ,  Dubai  Por ts ,  e t  ce tera ,  i t  has  
been neutra l  in  te rms of  the  country  f rom which the  inves tment  i s  
coming f rom.   We however  have the  government  connect ion in  the  
sovere ign weal th  funds .   
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 In  China ,  i t  i s  a lmost  imposs ib le ,  i f  not  imposs ib le ,  to  d ivorce  
what  they consider  to  be  a  commercia l  enterpr ise  f rom government  
ownership ,  and therefore  looking a t  the i r  inves tments  agains t  the  
backdrop of  la rger  government  pol ic ies ,  the i r  incurs ions  in to  the  
In ternet  here  a t  DOD, a t  In te l ,  e t  ce tera ,  I  th ink i s  a  s tandard  tha t ' s  
wor th  applying,  not  tha t  we should  not  be  v iewing a l l  fore ign 
inves tments  wi th  skept ic ism through the  CFIUS process .  
 MS.  MARKHEIM:  I  agree  tha t  because  China  does  has  l i te ra l ly  
no separa t ion  between government  and s ta te ,  tha t  we do need to  look a t  
each of  those  t ransact ions ,  but  not  because  i t ' s  China ,  but  because  i t ' s  
a  government-owned inves tor  tha t  wants  to  come in to  the  U.S.   I t ' s  a  
subt le  d is t inc t ion .  
 COMMISSIONER WESSEL:   Okay.    
 MS.  MARKHEIM:  But  i t  cer ta in ly appl ies  and helps  us  present  
the  fac t  tha t  we do bel ieve  in  non-discr iminatory ,  fa i r  and t ransparent  
approach to  guarding our  na t ional  secur i ty  whi le  le t t ing  inves tment  
come in  and benef i t  the  economy.  
 CHAIRMAN WORTZEL:   Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  I  don ' t  d isagree  wi th  you about  
having ru les  for  everyone.   I  th ink tha t  in  your  example  i f  we have a  
t ransact ion  where  the  Norwegians  were  going to  buy Bank A and the  
Chinese  were  going to  buy Bank B,  I  be t  you that  the  speed wi th  which 
the  Norwegian t ransact ion  could  be  analyzed would  be  quicker  than the  
Chinese  because  we don ' t  know how they made the  decis ion even to  
crea te  CIC.  
 We don ' t  know i f  the  Pol i tburo  sa t ;  we don ' t  know i f  the  Par ty  
sa t ;  we don ' t  know i f  the  Par ty  se t  up  a  separa te  commit tee .   We don ' t  
know who was  on i t .   We don ' t  know i f  the  in te l l igence  agencies  were  
par t  of  tha t  decis ion.   We don ' t  know i f  the  mi l i ta ry  was  a  par t  of  tha t  
decis ion.   And therefore  tha t  makes  them dif ferent  f rom the  
Norwegians .  
 I  d idn ' t  want  i t  tha t  way.   The fac ts  made i t  tha t  way.   Now,  by 
the  way,  I 'm not  anymore  sanguine  about  Saudi  decis ion-making 
processes  than I  am the  Chinese .   So i t ' s  only  because  we 're  the  U.S. -
China  Commiss ion that  we ' re  focused more  on the  Chinese  than the  
Saudis .   Maybe we should  focus  on the  I ranians .   So  i t  i s  a  broader  
d iscuss ion,  I  unders tand.   
 Do you want  to  l imi t ,  Ms.  Markheim,  to  sovere ign weal th  funds  
or  are  you wi l l ing  to  accept  the  broader  def in i t ions  tha t  previous  
wi tnesses  have  had tha t  sovere ign ent i t ies  are  of  a  concern  to  the  



 

 

United  Sta tes  or  should  be  of  concern  to  the  Uni ted  Sta tes?   In  o ther  
words ,  Gazprom,  Russ ian  s ta te-owned enterpr ises ,  Pet roChina?  
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 MS.  MARKHEIM:  I  th ink that ,  especia l ly  now with  FINSA 
reform of  CFIUS,  I  th ink that  i s  something,  th is  i s  a  tac t ic  we are  
going to  be  taking.   The def in i t ion  of  government-contro l led  i s  pre t ty  
loose  r ight  now in  terms of  what  CFIUS can apply  as  a  def in i t ion  for  
some of  these  government-owned ent i t ies  in  te rms of  the  t ransact ions  
they want  to  inves t  in .  
 So I  th ink tha t  we 've  a l ready taken a  s tep  in  the  d i rec t ion  of  
looking a t  a l l  of  these  par t icular  vehic les  for  inves tment  in  te rms of  
CFIUS.   I  th ink tha t  we a l ready have tha t  potent ia l .  
 What  I  hope,  though,  tha t  i s  mainta ined through CFIUS and the  
FINSA update  of  CFIUS is  tha t  we  do mainta in  the  f lexibi l i ty  to  
d is t inguish  between a  Norway and a  China  so  tha t  we can bet ter  ta i lor  
a  CFIUS inves t iga t ion  to  those  t ransact ions  tha t  ac tual ly  do  ra ise  some 
concerns .  
 I  don ' t  necessar i ly  have  any problem wi th  keeping sovere ign 
weal th  funds  separa te  f rom the  res t  of  the  o ther  types  of  vehic les  tha t  
can  be  used,  but  I  th ink we s t i l l  need to ,  regardless  of  what  i t  i s ,  
whether  i t ' s  a  Gazprom or  i t ' s  a  pension fund,  Canada 's  pension fund,  
or  Norway sovere ign weal th  fund or  China 's ,  tha t  we look a t  each one  
in  terms of  what  i t  ac tual ly  i s ,  what  we don ' t  know about  i t ,  and then 
use  tha t  to  he lp  guide  our  decis ion as  to  whether  or  not  an  inves tment  
f rom that  par t icular  agent  i s  safe .  
 COMMISSIONER FIEDLER:  One las t  ques t ion .  We require  
individuals  coming in to  the  Uni ted  Sta tes  to  have  passpor ts ,  to  be  
f ingerpr in ted ,  and soon probably  to  have  some biometr ic  ident i ty .   
There  was  in i t ia l  concern  tha t  the  people  would  re jec t  tha t ,  they 
wouldn ' t  come to  the  Uni ted  Sta tes .   One of  the  reasons  we do that  i s  
because  we 're  af ra id  tha t  they may have some sor t  of  nuclear  d i r ty  
bomb and they would  do us  damage.  
 So money comes in  the  Uni ted  Sta tes  in  the  form of  a  
corpora t ion 's  ownership ,  doesn ' t  need to  have  a  passpor t ,  doesn ' t  need 
to  regis ter ,  doesn ' t  need to  say  who i t  i s ,  and then i t  can  do some 
damage or  i t  can ' t  do  some damage.   So why are  we less ,  why are  we 
apparent ly  more  hes i tant  to  regula te  corpora te  in teres ts  than we are  
individual  passage  in  the  Uni ted  Sta tes  in  a  pos t  9 /11 wor ld?  
 MS.  MARKHEIM:  I  th ink the  reason is  because  we 're  t ry ing to  
s t r ike  tha t  ba lance  again  between protec t ing  our  na t ional  secur i ty  
in teres ts  whi le  s t i l l  a l lowing our  open and compet i t ive  market  to  
funct ion.  
 So there  i s  more  hes i tance .   I  don ' t  want  to  say  there 's  more  cos t  
involved,  there 's  not ;  there 's  a  d i f ferent  k ind of  cos t  involved.   
Obviously ,  i f  a  nuclear  bomb comes in  wi th  one  of  our  tour is ts ,  tha t  



 

 

has  a  pre t ty  s igni f icant  cos t  associa ted  wi th  i t ,  but  there 's  a  f inancia l  
and economic  cos t  tha t ' s  a lso  a t t r ibuted  to  the  nuclear  bomb,  but  i t ' s  a  
d i f ferent - - there  are  long- term effec ts  tha t - -  

 

 
 
 
  

- 143 -

  

 COMMISSIONER FIEDLER:  Isn ' t  there  a  cos t  to  the  economy of  
me and you and everybody e lse  in  th is  room wai t ing  two hours  in  l ine  
to  get  on  an  a i rp lane?  
 MS.  MARKHEIM:  Absolute ly .   But  tha t  cos t  i s  re la t ive ly  
indi rec t .   I t  a f fec ts  product iv i ty  and we 're  s tanding in  l ine--  
 COMMISSIONER FIEDLER:  I t  adds  up,  though;  doesn ' t  i t?  
 MS.  MARKHEIM:  I 'm sorry?  
 COMMISSIONER FIEDLER:  I t  adds  up though.  
 MS.  MARKHEIM:  I t  does  add up.  
 COMMISSIONER FIEDLER:  I  want  to  regula te  the  ent rants .   I  
want  to  know who 's  coming in  wi th  the  money and who they are .   I  
want  to  have a  form of  regis t ra t ion  of  fore ign government-owned 
ent i t ies ,  and I  d idn ' t  say  every  corpora t ion  in  the  wor ld  would  have to  
specia l ly  regis ter ,  only  those  tha t  we bel ieve  are  contro l led  by 
government .   I s  tha t  a  somehow abhorrent ,  ideologica l ,  overreaching 
regula tory  sugges t ion?   I s  i t  onerous?   Does  i t  take  more  than two or  
three  hours  to  f i le  the  paperwork?  
 MS.  MARKHEIM:  I  th ink that  tha t  cer ta in ly  would-- I  would  
need to  th ink about  th is  a  l i t t le  b i t .   This  i s  an  in teres t ing  idea .   Jus t  
sor t  of  a  gut  reac t ion ,  i t  cer ta in ly  would  ra ise  the  cos t  for  bus iness  
in teres ted  in  potent ia l ly  coming into  the  U.S.  economy.   I t  would  
probably  have somewhat  of  a  chi l l ing  effec t  on  inves tment  in  the  U.S.  
as  a  consequence .  
 I f  i t ' s  too  hard  to  inves t  in  the  U.S.  economy,  there  are  o ther  
a l ternat ives  out  there .   And I 'm not  sure  tha t  i t  would  be  a l l  tha t  
ef fec t ive  because  the  economy is  pre t ty  dynamic  so  we would  have to  
make sure  tha t  we were  constant ly  s taying up wi th  tha t  l i s t  of  
companies  to  make sure  tha t  i t  was  accura te ,  up- to-date ,  and I 'm not  
sure  tha t  we could  do tha t  g iven tha t  we don ' t  have  a  lo t  of  informat ion 
about  government-owned vehic les  for  inves tment .  
 I f  we don ' t  know even what  a  sovere ign weal th  fund looks  l ike ,  
I 'm not  sure  tha t  we can wi th  any accuracy to  s i t  down and rea l ly  make 
a  comprehensive ,  accura te ,  up- to-date  l i s t  of  a l l  the  d i f ferent  f i rms 
f rom China  and,  f rom these  o ther  countr ies  tha t  we 'd  be  concerned 
about ,  in  a  way that  we could  ac tual ly  moni tor  tha t  ef fec t ive ly .  
 COMMISSIONER FIEDLER:  You jus t  descr ibed the  drug world  
in ternat ional ly ,  but  i t  d idn ' t  s top  us  f rom pass ing laws.  
 MS.  MARKHEIM:  I t - - I 'm sorry .  
 MR.  TONELSON:  I f  I  could  jus t  add one  quick  point .   I f  i t  i s  so  
painful ly  d i f f icul t  to  f ind  out  what  the  ownership  s t ructure  i s  of  a  
prospect ive  fore ign inves tor ,  I  would  sugges t  tha t  again  the  defaul t  



 

 

assumpt ion i s  they 've  got  some sor t  of  s ta te  ro le  or  s ta te  aff i l ia t ion  
tha t  they ' re  t ry ing to  h ide ,  and le t  them,  le t  the  burden of  proof  fa l l  on  
them to  show that  they are  complete ly  independent  and U.S.  author i t ies  
wi l l  be  judge,  jury  and cour t  of  appeals .  
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 CHAIRMAN WORTZEL:   Thank you.   I f  e i ther  of  you has  
fur ther  thoughts  on th is ,  and you want  to  amend or  add to  your  wri t ten  
tes t imony,  we ' l l  be  happy to  inc lude  tha t  in  the  record .  
 Commiss ioner  Mul loy.  
 HEARING COCHAIR MULLOY:  Thank you,  Mr.  Chairman.   My 
f i rs t  ques t ion  wi l l  be  to  Mr.  Tonelson.   McKinsey & Company in  
October  of  2007 wrote  a  repor t  about  sovere ign weal th  funds  ca l led  
"The New Power  Brokers ."   And they dis t inguished between the  
commodi ty  sovere ign funds  and the  non-commodi ty  funds ,  and then 
they went  in to  some analys is ,  where  d id  th is  money come f rom.  
 Now,  the  commodi ty  funds ,  the  o i l  expor ters ,  they get  i t  because  
they ' re  se l l ing  an  asse t  which has  gone up in  pr ice  dramat ica l ly ,  and 
because  they work together  to  t ry  and keep up the  pr ice  of  tha t  o i l .  
 When they descr ibed the  Asian  funds ,  they ta lk  about  in tervening 
in  currency markets  to  keep a  t rade  advantage  agains t  the  Uni ted  
Sta tes  by  propping up the  dol lar .   Now,  i t ' s  in  tha t  a rea  tha t  I - -do you 
have a  v iew on how China  has  been able  to  achieve  such large  amounts  
of  holdings  of  U.S.  dol lars  tha t  they ' re  now coming back and inves t ing 
in  the  Uni ted  Sta tes ,  buying up asse ts  here?  
 MR.  TONELSON:  I  have  no doubt  whatever ,  and I  th ink i t ' s  
prac t ica l ly  an  open and shut  case  tha t  the  Chinese  government  
in tervenes  mass ively  in  b i la tera l  t rade  f lows,  and that  in  ways  tha t  we 
both  know about  and ways  that  we don ' t  know about  because  af ter  a l l  
when we use  th is  re la t ive ly  b loodless ,  I  guess ,  Lat ina te  word tha t  a  
cer ta in  country  lacks  t ransparency or  tha t  i t ' s  opaque,  what  do  we 
mean?  
 We mean we don ' t  know very  much about  i t  or  we cer ta in ly  don ' t  
know as  much as  we would  l ike  to  know,  and as  much as  we need to  
know.   Again ,  no  doubt  tha t  the  Chinese  are  engaged in  a  wide  var ie ty  
of  in tervent ions  in to  t rade  f lows,  inves tment  f lows,  and tha t  these  have  
had a  major  ef fec t  on  the  U.S. ,  on  these  unprecedented U.S. -China  
t rade  imbalances  tha t  we 've  seen going back ten  and even 15 years .  
 HEARING COCHAIR MULLOY:  Do you have an  opinion on 
whether  China 's  prac t ices  are  i l legal  under  the i r  in ternat ional  t rea ty  
obl iga t ions  in  the  way they e i ther  manipula te  the i r  currency or  have  
market  access  barr iers  or  subs id ize  the i r  expor ts?  
 Have you thought  about  tha t  and do you know whether  these  
v io la te  any of  the i r  in ternat ional  t rea ty  obl iga t ions?  
 MR.  TONELSON:  I 've  thought  about  tha t  qui te  extens ively ,  and 
once  again  I  th ink i t ' s  a  rea l ly  ra ther  open and shut  case .   When i t  



 

 

comes to  t rade  prac t ices  and t rade  pol ic ies ,  China  i s  the  wor ld 's  
b igges t  rogue s ta te .  
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 HEARING COCHAIR MULLOY:  Okay.   Now,  Ms.  Markheim,  
then le t  me come to  you.   Are  you speaking for  the  Her i tage  
Foundat ion or  are  you speaking for  yourse l f?  
 MS.  MARKHEIM:  Myself .  
 HEARING COCHAIR MULLOY:  Okay.   Because  your  tes t imony 
is  very  s imi lar  to  tha t  of  the  Treasury .   The Treasury  sa id  the  b igges t  
problem wi th  sovere ign weal th  funds  i s  tha t  the  Uni ted  Sta tes  may do 
something protec t ionis t .   And you say the  same th ing on page,  I  guess  
i t ' s  page  four  of  your  tes t imony,  where  you say the  b igges t  threa t  to  
the  U.S.  economic  and nat ional  secur i ty  i s  not  fore ign sovere ign 
weal th  inves tment ;  i t  i s  the  increas ing threa t  tha t  the  U.S.  wi l l  adopt  
protec t ionis t  inves tment  pol ic ies .  
 Let  me ask  you th is .   Do you th ink adopt ing legis la t ion  to  
counter  China 's  i l legal  currency prac t ices  i s  a  protec t ionis t  reac t ion  in  
th is  country  tha t  we should  not  take  or  do you th ink that  we should  
take  ac t ion  to  deal  wi th  China 's  obl iga t ions  tha t  she 's  not  car ry ing out ,  
her  IMF and WTO obl igat ions ,  as  Mr.  Tonelson jus t  to ld  us?  
 MS.  MARKHEIM:  The wri t ten  tes t imony that  I  have  suppl ied  
for  th is  was  rea l ly  speci f ica l ly  on sovere ign weal th  funds .   That  sa id  I  
do  bel ieve  tha t  we are  taking act ion ,  not  through legis la t ion ,  but  
through meet ings  of  the  SED,  the  JCCT,  to  t ry  to  shi f t  China  away 
f rom pract ice  of  us ing,  propping up the i r  exchange ra tes .  
 This  i s  something I  agree  tha t  they do in tent ional ly  do.  I  don ' t  
know i f  i t ' s  because  i f  they wish  to  cause  the  U.S.  harm,  but  i t ' s  
something tha t  they do as  a  p iece  of the i r  overa l l  s t ra tegy of  promot ing 
the  expor t  s ide  of  the i r  economy,  which has  genera ted  a  grea t  deal  of  
imbalance ,  not  only  in  China  but  arguably  around the  wor ld .   
 I  th ink i t ' s  impor tant  tha t  we cont inue  to  engage wi th  China  
through these  mechanisms ra ther  than through ac tual  legis la t ion  
because  my concern  i s  tha t  i f  we do enact  legis la t ion  tha t  in  some way 
punishes  China  or  what  have  you,  tha t  we wi l l  no  longer  be  able  to  
mainta in  tha t  access ,  which I  do  th ink i s  c r i t ica l .   I  th ink our  
engagement  wi th  China  can do far  more  than the  IMF's  engagement  
wi th  China  or  even wi th in  the  WTO or  World  Bank or  wherever .  
 I  th ink tha t  the  b i la tera l  re la t ionship  i s  far  s t ronger  and carr ies  a  
lo t  more  meaning wi th  China  than these  mul t i la tera l  ins t i tu t ions .  
 HEARING COCHAIR MULLOY:  I ' l l  jus t  have  one  comment  on 
what  you jus t  sa id .   I  don ' t  th ink the  legis la t ion  would  be  des igned to  
punish  China .  I t  would  be  des igned,  l ike  any good law,  to  encourage  
people  to  l ive  up to  the i r  legal  obl iga t ions  by providing penal t ies  for  
them i f  they don ' t .   So  I  heard  what  you sa id ,  but  I  th ink tha t ' s  the  way 
I  would  th ink of  the  way,  ra ther  than punishing,  encourage  them to  l ive  



 

 

up to  the i r  legal  obl iga t ions .   But  thank you.  
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 CHAIRMAN WORTZEL:   Vice  Chairman Bar tholomew.  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you.   I  ac tual ly  
wasn ' t  going to  ask  ques t ions ,  and they ' re  rea l ly  more  comments  than 
anything,  Ms.  Markheim,  in  par t icular .  
 I t  seems to  me,  i f  I  heard  you correc t ly ,  you sa id  essent ia l ly  we 
don ' t  have  enough informat ion to  know i f  there 's  a  problem wi th  the  
sovere ign weal th  funds  and therefore  we shouldn ' t  do  anything.   I s  tha t  
correc t?  
 MS.  MARKHEIM:  I  don ' t  be l ieve  tha t  we have enough 
informat ion r ight  now about  these  sovere ign weal th  funds  to  enact  or  
wr i te  legis la t ion  tha t  would  counter  them in  some way above and 
beyond the  regula t ions  and the  inves t iga t ion  processes  tha t  we a l ready 
have in  p lace .  
 I  th ink tha t  we s t i l l  have  a  lo t  to  learn  about  these  funds ,  and I  
th ink tha t  i t ' s  impor tant  to  learn  about  these  before  we enact  or  
potent ia l ly  enact  anything new.  
 VICE CHAIRMAN BARTHOLOMEW:  Right .   But  do you th ink 
tha t  the  k ind of  informat ion tha t  i s  needed to  unders tand what  i s  going 
on is  going to  be  wi l l ingly  provided by the  par t ies  tha t  a re  engaging in  
th is?  
 MS.  MARKHEIM:  I 'm hopeful .   After  a l l ,  s ince  th is  has  been 
get t ing  so  much more  media  a t tent ion  and because  our  government ,  as  
wel l  as  o thers  in  Europe,  have  been express ing ext reme concern  about  
these  sovere ign weal th  funds  speci f ica l ly ,  we know that  a  lo t  of  these  
countr ies  have  been wi l l ing  to  come together  and ta lk  to  the  U.S. ,  ta lk  
to  the  G-7,  the  World  Economic  Forum,  about  what  the i r  funds  are .  
 S ingapore  has  a l ready s tepped forward and sa id  tha t  i t  would  
become more  t ransparent .   Whether  or  not  these  countr ies  ac tual ly  do 
tha t  remains  to  be  seen,  but  I  th ink there  i s ,  as  they recognize  growing 
concern  about  the i r  funds ,  I  th ink tha t  they are  be ing mot ivated  to  
perhaps  rec t i fy  some of  those  problems so  tha t  there  i sn ' t  the  loss  of  
conf idence  or  undue fear  of  them unduly .  
 They are  looking for  inves tment  oppor tuni t ies .   They don ' t  want  
barr iers  to  be  erec ted  jus t  because  they ' re  be ing so  secre t ive .  
 So I  th ink there  i s  a  chance  tha t  we wi l l  have  informat ion s lowly 
but  sure ly  come out  as  these  conversa t ions  go on.  
 VICE CHAIRMAN BARTHOLOMEW:  Mr.  Tonelson?  
 MR.  TONELSON:  We l ive  in  a  wor ld  where  i f  one  can be  
conf ident  about  anything,  i t ' s  tha t  there  i s  no  shor tage  of  r i sk  and no 
shor tage  of  danger .   I t ' s  very  d i f f icul t  for  governments ,  even one as  
b ig  and powerful  as  tha t  of  the  Uni ted  Sta tes ,  to  deal  wi th  these  and to  
manage them.  
 I t  seems to  me to  be  the  essence  of  s imple  prudence  to  recognize  



 

 

there  i s  what  you might  ca l l  an  exis tent ia l  threa t  here .   We 've  
recognized th is  regarding other  par ts  of  the  American economy.   We 
have s t r ic t  l imi ts  on  how much of  a  U.S.  a i r l ine  can be  owned by a  
fore ign ent i ty .   We have s t r ic t  l imi ts  on  what  percentage  of  a  media  
company can be  owned by any foreign ent i ty ,  publ ic  or  pr iva te ,  
drawing no dis t inc t ion  whatever .  
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 Let ' s ,  for  a  change,  take  care  of  th is  r i sk  or  e l iminate  i t  to  the  
bes t  of  our  abi l i ty  before  i t  emerges  fu l l -b lown,  before  we have to  
devote  enormous budgetary  resources  toward the  moni tor ing and 
managing and enforc ing.  
 Again ,  we ' re  faced wi th  the  problem or  chal lenge of  prevent ing 
excess ive  fore ign government  concentra t ions  of  power  in  the  American 
economy.   This  should  not  be  a  te r r ib ly  controvers ia l  goal  whatever ,  
and the  way that  you do th is  i s  tha t  you ban the  sca le  of  inves tment  
tha t  would  make those  concentra t ions  of  fore ign government  power  
poss ib le  in  the  f i rs t  p lace ,  and by res t r ic t ing  a  fore ign off ic ia l  s take  to  
one  percent ,  you enable  management  to  say  no.  
 In  fac t ,  Professor  Lim from Sta te  Research Univers i ty  No.  
42 ,000 in  Wuhan cannot  v is i t  th is  labora tory  wi thout  any fear  of  any 
det r imenta l  consequences  whatever .   I t ' s  out  of  bounds ,  forget  i t .   
Keep i t  s imple .  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you.  
 MR.  TONELSON:  Let ' s  t ry  to  keep pol icymaking s imple  for  
once ,  not  as  compl ica ted  and in t rus ive  and ac t iv is t  as  i t  can  poss ib ly  
get .  
 VICE CHAIRMAN BARTHOLOMEW:  I  th ink what  we a lso  want  
i s  something tha t ' s  e f fec t ive ,  Ms.  Markheim,  I  don ' t  know yet  tha t  
people  are  a t  the  level  of  saying we should  be  banning or  l imi t ing  or  
where  people  on th is .   We 're  a l l  explor ing.  
 But  I  would  hope that  you could  f ind  i t  in  your  th inking towards  
th is  approach tha t  you could  suppor t  some sor t  of  increased disc losure  
because  the  rea l i ty  i s  we do need to  f ind  out  what  the  extent  of  the  
problem is .   
 I  was  rea l ly  s t ruck,  as  Commiss ioner  Fiedler  was  ta lk ing,  about  
what  we do wi th  individuals  coming in to  th is  country .   Individuals  
coming in to  th is  country  who want  to  br ing in  more  than $10,000 must  
d isc lose  what  they are  doing,  and i t  i s  amazing to  me that  the  Chinese  
government  could  be  essent ia l ly  inves t ing  hundreds  of  mi l l ions  of  
dol lars  in  th is  country  and we don ' t  know;  we don ' t  have  d isc losure .  
 Thank you.  
 CHAIRMAN WORTZEL:   Commiss ioner  Reinsch.  
 COMMISSIONER REINSCH:  I t ' s  tempt ing to  s imply  pass  so  we 
can a l l  leave .  
 MR.  TONELSON:  Thank you.  



 

 

 COMMISSIONER REINSCH:  I  want  to  re turn  to  a  topic  tha t  
Commiss ioner  Fiedler  ra ised  on the  ques t ion  of  t ransparency.    
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 COMMISSIONER FIEDLER:  I 'm sorry .  
 COMMISSIONER REINSCH:  You 're  sorry .   I 'm sorry ,  too ,  but  I  
couldn ' t  le t  th is  jus t  pass .   F i rs t ,  Mr .  Tonelson,  le t  me come out  in  
favor  of  complexi ty .   I  th ink my exper ience--  
 MR.  TONELSON:  I t  has  i t s  uses .   No ques t ion about  i t .  
 COMMISSIONER REINSCH:  Simple  solu t ions  are  a lmost  
a lways  wrong.  
 MR.  TONELSON:  Oh,  okay.  
 COMMISSIONER REINSCH:  So I 'm comfor table  wi th  complex 
approaches  to  complex problems,  and th is  i s  cer ta in ly  one  of  them.  
 Let  me pursue  a  couple  of  th ings  you sa id .  
Commiss ioner  Fiedler  brought  up  the  ques t ion  of  d isc losure  or  
repor t ing ,  i f  you wi l l .   And you were ,  I  th ink,  endors ing his  v iew.   I f  
you want  to  l imi t ,  in  th is  case ,  Chinese  acquis i t ions  to  one  percent ,  
which you had sa id  jus t  a  minute  ago,  why does  anything Fiedler  i s  
ta lk ing about  mat ter?  
 MR.  TONELSON:  I 'm sorry?  
 COMMISSIONER REINSCH:  Why does  d isc losure  mat ter  i f  
you ' re  going to  l imi t  i t  to  one  percent  anyway?   Who cares  i f  i t ' s  tha t  
smal l  a  number?  
 MR.  TONELSON:  Because  you have to  know what  you ' re  
ac tual ly  deal ing  wi th ,  and jus t  as  you 've  sa id  tha t  complexi ty  has  lo ts  
of  very  useful  purposes ,  I  th ink knowing th ings  i s  very  useful .   So I  
would  l ike  more  informat ion and I  can ' t  imagine  tha t  th is  requi rement  
would  become so  burdensome as  to  deter  any s igni f icant  Chinese  
inves tment  or  any fore ign government  inves tment- -again ,  tha t ' s  what  
we ' re  ta lk ing about- - in to  the  American economy.  
 I t ' s  a  very  a t t rac t ive  p lace  to  inves t  for  a l l  sor ts  of  reasons .   We 
have a  f inancia l  sys tem that  requires  d isc losure  of  a l l  sor ts  of  
informat ion,  and I  have  seen no evidence  tha t  would  indica te  tha t  i t  
has  impaired  i t s  e f f ic iency whatever .  
 COMMISSIONER REINSCH:  Wel l ,  yes ,  i t  requires  tha t  
d isc losure ,  and I  cer ta in ly  suppor t  tha t  when the  inves tment  i s  not  de  
minimis .   I 'm not  qui te  sure  why i t  mat ters  when the  inves tment  i s  de  
minimis .   But  le t  me move on.  
 MR.  TONELSON:  Why would  i t  hur t?  
 COMMISSIONER REINSCH:  I  th ink you deserve  a  lo t  of  credi t  
for  point ing  out  tha t  the  problem wi th  what  Commiss ioner  Fiedler  i s  
ta lk ing about  i s  not  in  the  f i l ing  burden on the  par t  of  the  inves tor  
because  I  th ink tha t  probably  i s  not  s igni f icant  unless  you ask  500 
pages  of  ques t ions .  I t  seems to  me to  the  extent  there 's  a  burden,  i t ' s  
on  the  author i t ies  in  the  Uni ted  Sta tes ,  in  th is  case ,  who have to  decide  
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 And I  want  you to  help  me wi th  tha t  by  g iv ing me your  
parameters  and then we ' l l  f ind  out  what  Commiss ioner  Fiedler ' s  
parameters  are .   Do you want  every  fore ign inves tor  f rom al l  countr ies  
to  f i le - -d isc losure ,  tha t  i s?   Or  are  you only  in teres ted  in  sovere ign 
weal th  funds  or  sovere ign weal th  ent i t ies ,  to  use  Commiss ioner  
Fiedler ' s  te rm,  or  are  you only  in teres ted  in  se lec ted  countr ies?  
 MR.  TONELSON:  I 'm in teres ted  in  sovere ign ent i t ies  f rom al l  
countr ies .  
 COMMISSIONER REINSCH:  Sovere ign ent i t ies  f rom al l  
countr ies .  
 MR.  TONELSON:  And recogniz ing once  again  that  lo ts  of  these  
sovere ign ent i t ies  are  not  anxious  to  adver t i se  the  fac t  tha t  they are  
sovere ign ent i t ies .   Clear ly ,  i t ' s  going to  take  some adminis t ra t ive  
effor t  to  f ind  th is  out .   But  we can ' t  le t  i t  take  forever ,  and again  i f  i t ' s  
so  excrucia t ingly  d i f f icul t  to  f ind  out  conclus ively  whether  some 
fore ign ent i ty  has  got  a  s igni f icant - -and I  don ' t  know how to  def ine  
tha t  exact ly- -but  I 'm sure  i t  won ' t  be  tha t  tough to  do.   I f  i t  i s  so  
excrucia t ingly  d i f f icul t  for  the  U.S.  government  wi th  a l l  of  i t s  
inves t iga t ive  powers  to  f ind  out  whether  some fore ign ent i ty  has  a  
s igni f icant  government  l ink ,  then you presume that  i t  does  and tha t  i t ' s  
h id ing something.   And you put  the  burden of  proof  on that  fore ign 
inves tor .  
 COMMISSIONER REINSCH:  Wel l ,  I  assume we can ask  
somebody and f ind  out  i f  they th ink i t ' s  burdensome or  not  and draw 
our  own conclus ions  about  tha t .   But  i t  seems to  me the  burden is  not  
necessar i ly  in  each inves t iga t ion  per  se  as  i t  i s  in  the  fac t  tha t  you 
would  have  to  inves t iga te  every  t ransact ion  because  you have to  make 
a  judgment  as  to  whether  or  not  the  ent i ty  fa l l s  in to  your  universe .  
 So every  s ingle  inves tment  by  any fore ign par ty ,  i t  seems to  me 
under  your  rubr ic ,  would  have to  be  inves t iga ted  to  de termine  whether  
or  not  i t  i s  owned by,  contro l led  by a  sovere ign ent i ty .  
 MR.  TONELSON:  Or  you have the  a l ternat ive  approach that  
making fa lse  s ta tements  car r ies  severe  cr iminal  penal t ies .  
 COMMISSIONER REINSCH:  Mr .  Fiedler  wants  to  say  
something to  bai l  me out .  
 VICE CHAIRMAN BARTHOLOMEW:  Now that  would  be  a  
f i rs t .  
 COMMISSIONER REINSCH:  I  look forward to  th is .  
 COMMISSIONER FIEDLER:  I t ' s  not  a  ques t ion of  repor t ing on 
t ransact ions .   I t ' s  a  ques t ion  of  regis t ra t ion .   So in  o ther  words ,  you ' re  
a  sovere ign ent i ty  tha t  wants  to  do business  in  the  Uni ted  Sta tes .   You 
f i l l  out  the  t icket .   Now you go off  and buy his  one  percent ,  two 
percent ,  three  percent .   You don ' t  have  to  necessar i ly  regis ter  tha t  



 

 

t ransact ion.   We now know what  to  look for  i f  we ' re  in teres ted .  

 

 
 
 
  

- 150 -

  

 COMMISSIONER REINSCH:  Yes ,  but  you s t i l l  have  to  deal  
wi th  the  threshold  ques t ion .   Supposing I 'm Chinese  Ent i ty  A,  and I  
decide  tha t  I 'm not  a  sovere ign ent i ty  and therefore  I  don ' t  need to  
regis ter .  
 COMMISSIONER FIEDLER:  Yes ,  wel l ,  then,  I  f ind--  
 COMMISSIONER REINSCH:  And I  don ' t  regis ter .  
 COMMISSIONER FIEDLER:  I  the  Uni ted  Sta tes  government  
f inds  you out .   I  can  conf isca te  your  proper ty .  
 COMMISSIONER REINSCH:  That ' s  the  point .   You then--you 
have  to- -  
 CHAIRMAN WORTZEL:   Gent lemen,  be l ieve  i t  or  not ,  we have 
to  wri te  a  repor t  to  Congress  about  th is  due  around November  so  we 
have a  very  long t ime to  debate  these  th ings  among ourse lves .  
 COMMISSIONER REINSCH:  Jus t  te l l  me to  shut  up i f  you want .  
 CHAIRMAN WORTZEL:  No,  no.  
 COMMISSIONER REINSCH:  You don ' t  have to  be  graceful  
about  i t .   Thank you.  
 CHAIRMAN WORTZEL:   I  want  to  thank both  of  you for  coming 
here  and see  i f  you have any c los ing comments  to  us  and then I  wi l l  
c lose  out  the  hear ing,  I  th ink.  
 MR.  TONELSON:  I  would  s imply res ta te  my skept ic ism about  
the  very  thoughtful  and very  deta i led ,  but  I  th ink u l t imate ly  
impract ica l ,  proposals  tha t  have  been f loa ted  a t  var ious  sess ions  of  our  
hear ing today.   In  terms of  ascer ta in ing mot ive  and th ings  of  tha t  
na ture ,  I  jus t  th ink i t ' s  too  d i f f icul t  for  a  government  to  do.  
 And whi le  i t  i s  a  very  complex problem,  the  fac t  i s  tha t  
somet imes  complex problems have re la t ive ly  s imple  answers ,  and I  
th ink i t ' s  only  the  k ind of  h idebound Washington th inking that  would  
ins is t  tha t  you a lways  need the  most  compl ica ted  solu t ion  tha t  you can 
poss ib ly  come up wi th .  
 CHAIRMAN WORTZEL:   Ms.  Markheim,  anything?  
 MS.  MARKHEIM:  Very shor t  and sweet .   I  know everyone is  
pre t ty  anxious .   You 've  had a  long day.   Jus t  to  re i tera te  the  point  
again ,  tha t  whatever  the  Uni ted  Sta tes  does  come up wi th  as  a  response  
to  th is  i ssue ,  tha t  we make sure  tha t  i t  i s  non-discr iminatory ,  fa i r  and 
t ransparent .   That ' s  the  key to  what  our  markets  are  about ,  and tha t ' s  
something tha t  we need to  a lways  make sure  to  promote ,  not  fa l l  back 
to  prac t ic ing  those  s t ra tegies  tha t  we are  current ly  cr i t ic iz ing  
ourse lves  today.   
 Thank you very  much.  
 CHAIRMAN WORTZEL:  Thank both  of  you for  being here .   And 
to  a l l  the  people  tha t  came to  s i t  a t  the  hear ing and l i s ten  to  the  
wi tnesses ,  thanks  for  your  pat ience ,  too ,  and to  my fe l low 



 

 

commiss ioners ,  and Pat r ick  Mul loy,  thanks .  
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 [Whereupon,  a t  4 :30 p .m. ,  the  hear ing was  adjourned. ]  
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