
 
 
 
 
 
 

“The Shareholder Voting Rights  and Sovereign 

Wealth Funds: 

Perspectives  from Investors” 
 
 
 
 
 
 
 
 
 
 
 
 

Myung-Jin Kim 
 
 
 

Pohang  Univers i ty  of  Science and Technology 
Pohang 790-784,  Korea ,  mjkim@nuri .net  

 
 
 
 
 

mailto:mjkim@nuri.net�


 

I   Introduction 

 

W h i l e  t h e  r e c e n t  g lo b a l  f i n an c i a l  c r i s i s  h as  c e r t a i n l y m ad e  

S ov e r e i gn  We al th  Fun ds  ( SW Fs )  m o re  r i s k  av e r se  i n  t h e i r  

i nv e s tm e n t  a l l o c a t io ns  t o w a rd  e qu i t y  o r  e qu i t y  r e l a t ed  a l t e r n a t i ve  

i nv e s tm e n t s ,  t h e y w i l l  r em ai n  as  t h e  m aj o r  i nv e s tm e n t  i n s t r umen t s  

f o r  m ax imiz in g  r i sk  a d ju s t ed  l on g- t e rm  r e tu r n .  Th e  im pl i c a t i o ns  o f  

e q u i t y  i n v e s tm en t s  b y go v e r n m en t  c on t ro l l ed  SW Fs ,  e s pe c i a l l y  t h e  

d i re c t  i nv e s tm e n t s  i n  U .S .  a nd  E u ro pea n  p ub l i c  co mp a n i es  b y SW Fs  

f r om  th e  o i l  r i c h  a n d  ex po r t - l e d  As i a n  ec on om ie s ,  h av e  c r e a t ed  

m u ch  f e a r  t h a t  t h ese  f o r e i gn  e qu i t y  i nv e s tm e n t s  m a y s e ek  s t r a t e g i c ,  

t e c hn o lo g i c a l ,  and  o t h e r  no n - f in an c i a l  b e n ef i t s  c om p rom is i n g  

r e c ip i en t  co un t r i e s ’ i n t e r es t s .  I t  w as  s u gge s t e d  th a t  t h e  vo t in g  

r i gh t s  o f  SW Fs  i n  U .S .  com p an ie s  abo v e  a  c e r t a in  t h r e sh o l d ,  e ven  

f o r  no n -c on t ro l l i ng  s t a k es ,  b e  r es t r i c t e d  i n  t h e  fo rm o f  “ vo t e  

s us p en s io n . ”  Th i s  ap p ro a c h ,  w h i c h  a ppa r e n t l y  w o u ld  n o t  d i s co ur a ge  

p u r e  f i n an c i a l  i nv e s tm e n t s  b y S W Fs ,  n ev e r t h e l es s  s ho u l d  be  

c o ns id e r ed  as  f und a m en t a l l y  d i s c r im in a t o r y a n d  p r o t e c t i on i s t  i n  

n a tu r e .  

 

A f t e r  r e v i e wi n g  the  p r e s en t  s t a tu s  o f  v o t in g  r i gh t s  an d  p r ox y r u l es  

i n  U .S . ,  w e  r e ex ami n e  t he  v o t i n g  r i gh t s  i s su e  f ro m th e  p e r s p e c t i ves  

o f  sm a l l  SW Fs  in v es to r s ,  p a r t i cu l a r l y  f r om  th e  v i ew p o i n t  o f  



r e l a t i v e l y s ma l l  ex po r t - l e d  As i an  e c o no mi es  l i k e  Ko r e a .  T h e  

c u r r en t  d e c i s i on  m a k in g  p ro c es s  an d  go v er n an c e  s t r u c t u r e  o f  

K o r e an  SW F ( Ko re a  In v e s tm e n t  C orp . )  i s  t a k en  as  a  c a s e  s tu d y  

w i t h  t h e  r e l a t i ve l y s m al l  p o r t fo l i o  s i z e  a nd  t h e  l imi t e d  re s ou r c es  o f  

s m al l  s t a r t e d -u p  SW Fs .  In  t e r ms  o f  a cc ou n t a b i l i t y,  r e po r t i n g  

r e q u i r em en t s ,  a nd  i t s  a s s o c i a t e d  c os t s  w h en  f a c ed  wi t h  ex e r c i s e  o f  

v o t in g  r i gh t s ,  w e  id e n t i f y  c e r t a i n  i s s u es  a pp r op r i a t e  f o r  d i r e c t  

ex e r c i s e  o f  vo t in g  r i gh t s  o r  p rox y,  w h i l e  d e l e ga t i n g  th e  v o t i ng  

r i gh t s  t o  an  i n d epe n d en t  t r u s t e e  o r  p r ox y a d v i so r y f i rm  wo u ld  b e  

m o re  s u i t a b l e  b as e d  on  t he  co s t / b e n e f i t  an a l ys i s  o f  i s su e s .  

Fu r th e rm o re ,  a  r eg i o n a l  s t r a t e g i c  a l l i a n c e  am on g  s ma l l  SW Fs  i s  

a l so  p ro po s ed  f o r  t h e  e f f e c t iv e  ex e r c i s e  o f  vo t e s  t o  a ch i eve  

u n i v e r s a l l y  a c c e p te d  c omm on  go a l s  o f  r e s po ns ib l e  i n t e r n a t i on a l  

i nv e s to r s .   

 

Ⅱ  S h ar e ho ld e r  Vo t in g  R i gh t s  an d  SW Fs  

 

T h e  s t a t us  o f  sh a re h o l d er  v o t i n g  r i gh t s  an d  p r ox y r u l es  co ns t i t u t e  

t h e  c e n t r a l  i s s u e  i n  t h e  d i s cu ss io n  o f  c o r po r a t e  gov e rn a nc e  s ys t e m.   

T h e r e  i n de e d  ex i s t  w id e l y d i f f e r en t  v i e wp o i n t s  o n  the  r o l e  a nd  

v a lu e  o f  sh a r eh o l de r  v o t i n g  r i gh t s  r an g i n g  f ro m  s i mpl y  r e f e r r i ng  

t h em  as  t h e  nom ina l  p o we r  h a v i n g  n o  r e a l  v a lu e  o r  s i gn i f i c a n ce  t o  

p r ov id i n g  a n  im por t an t  m e an s  o f  a cco u n t ab i l i t y  f o r  d i re c t o r s  an d  

ex e c u t i v es .  



 

To  so m e ex t en t ,  t h e se  d i ff e r i n g  v i ew po in t s  on  t he  v a l ue  o f  

s h a r eh o ld e r  v o t i n g  r i gh t s  an d  th e  ex t en t  t o  w h i ch  s ha r e h o ld e r s  

s ho u l d  b e  a b l e  t o  ex e r t  co n t r o l  ov e r  m aj o r  c o rp or a t e  d ec i s io ns  can  

b e  t r a c ed  b a ck  to  m o re  fu nd am e n t a l  i s su e s  o f  co rp o r a t e  go v e r n an ce  

s ys t e m  in  ge n er a l .  D ep e nd in g  o n  w h e t he r  o n e  t ak es  

“ d i r e c to r /m a n a ge r i a l  p r im a c y- b a s e d  s ys t e m ”  o f  c o rp o r a t e  

go v e r n an c e  o r  “ sha r e h o ld e r  p r im a c y- b a s ed  s ys t e m ” 1

 

,  t he  ro l e  o f  

s h a r eh o ld e r  vo t in g  r i gh t s  t hu s  co u ld  be  d e f i n ed  a s  e i t h e r  i r r e l e van t  

n u i s an c e  o r  f i n a l  a r b i t r a to r  t o  r e s t o r e  a n d  m ain t a in  “s h a r eh o ld er  

p r im a c y- b a s e d  s ys t e m . ”  

W h i l e  t h e r e  i s  an  on - go in g  d eb a t e  ab ou t  w h a t  sh ou ld  b e  t h e  p r op e r  

r o l e  o f  s h a r e ho ld e r  v o t i n g  r i gh t s  be twe e n  t h es e  tw o  d i f f e r e n t  l i n es  

o f  t ho u gh t s ,  i t  l o ok s  l i k e  f o r  mo s t  o f  p r a c t i c a l  pu r po ses  t h a t  t he  

a d vo c a t e s  f o r  t he  l i m i t e d  s h a r eh o ld e r  vo t i n g  r i gh t s  i nc lu d i n g  SEC 

a r e  ga i n in g  a t  t h e  ex p en s e  o f  ad vo c a t e s  fo r  i n c r ea s ed  sha r e h o ld e r  

r o l e .  H o w ev e r,  t h e  p r es e n t  co ns e rv a t iv e  r e gu l a t o r y s t a nc e  h e l d  b y 

S EC  m a y b e  c h a l l e n ge d  mo r e  v i go r o us l y b y  t h e  r e ce n t  ev en t s  

                                            
1 “The Case for Limited Shareholder Voting Right” by Stephen 
M. Bainbridge, UCLA Law Review, Vol.53, 2006, argues for maintaining the limited 
shareholder voting rights currently provided by corporation law under the director/ 
managerial primacy-based system.  
 



d u r i n g  f i na n c i a l  c r i s i s . 2

 

 I t  w o u l d  b e  i n t e r es t i n g  to  s ee  w h e t h er  

a d vo c a t e s  f o r  i n c re a s i n g  sh a r eh o l de r  p o we r  wo u l d  ga in ,  an d  a n y  

m e a n in gf u l  r e fo rms  wo u l d  co m e ou t  f r om  th e  cu r r en t  r e v i e w o f  

f i na n c i a l  r e gu l a t o ry  f r a m e w o rk s  go i ng  o n  in  U .S .  

H a v i n g  b r i e f l y  r e v i e w ed  t h e  c u r r e n t  s t a tu s  o f  sh a r e ho ld e r  v o t i n g  

r i gh t s  i n  ge ne r a l ,  w e  n ow tu rn  t o  t h e  i s s u e  o f  SW F as  sh a r e ho l d er s  

i n  p a r t i cu l a r.  

 

T h e  d i r e c t  i nv es tm en t s  b y S W FS  a ff i l i a t e d  w i th  f o r e i gn  

go v e r nm en t s  h as  i n v ok ed  t h e  f e a r s  o f  f o r e i gn  en t i t i e s  p o t e n t i a l  t o  

i n f lu e n c e  a  co mp a ny’s  a c t i on s  s e ek in g  i nv es t i n g  c o un t r y’s  n a t i ona l  

i n t e r es t s  r a n gi n g  f ro m e c on omi c ,  po l i t i c a l ,  t e ch no l o g i ca l  a n d  o t h e r   

s t r a t e g i c  b e n ef i t s .  

 

T h e r e  i s  o f  co u rs e  C FIU S 3

                                            
2 Recently, SEC (Rule 14a-8) has approved the new proxy rule denying shareholders 
access to the management proxy for the nomination of corporate directors. 

 r ev i ew  p r oc e s s  a l r e ad y i n  e f fe c t  w h ich  

 
3 In the U.S, all inbound foreign investment is governed by the Exon-Florio statute, 
which was most recently amended in 2007. Under the Exon-Florio regime, the inter-
agency Committee on Foreign Investment in the United States (known as “CFIUS”) 
reviews all notices of pending foreign acquisitions of control over U.S. companies and 
can recommend to the President that specific transactions be blocked because they pose 
a threat to national security. The definition of “control” in the CFIUS regulations is 
quite broad. The regulations provide that there is no control when voting securities are 
held “solely for purposes of investment,” which mean that the acquirer “has no intention 



s ho u l d  p ro v id e  mo r e  t ha n  a d eq u a te  p ro t e c t io ns  a ga i ns t  t h es e  

u n l ik e l y e v e n t s  ye t  t o  b e  m at e r i a l i z ed .  Bu t  ev en  f o r  t he  

a c q u i s i t i on s  o f  s i gn i f i c an t  b u t  no n - co n t r o l l i n g  s t a k es  by  p o r t fo l i o  

i nv e s to r s ,  som e  sugge s t  c o ns i d e r a t i on  o f  r e s t r i c t i o n  o n  t h e  v o t i n g  

r i gh t s  o f  SW FS  ab o ve  a  c e r t a i n  t h r e s ho l d .  T h a t  i s ,  t h e  eq u i t y  

a c q u i r ed  b y S W FS wo u l d  l o s e  i t s  vo t in g  r i gh t s  b u t  wou ld  r e ga in  

t h em w h en  t r an s f e r r e d  to  no n-SW FS ow n e rs . 4

 

 

A c c o rd in g  to  t h i s  “ M in i ma l i s t  A ppr o a c h” ,  t h es e  r es t r i c t i o ns  o f  

v o t in g  r i gh t s  w ou ld  n o t  d i s co u r a ge  pu r e  f o r m  o f  f i n a n c i a l  po r t f o l i o  

i nv e s tm e n t s  a s  SW Fs  w i th  pu r e  i n v en t iv e  o f  f i n a l  po r t f o l i o  

i nv e s tm e n t s  w i l l  i n v es t  r e ga rd l e s s  o f  ex i s t e n c e  o f  v o t i n g  r i gh t s ,   

w h i l e  SW FS  in v es t me n t s  wi th  c e r t a in  no n - f in a n c i a l  mo t i ve s  w i l l  

s t a y a w a y f r o m  t h e  i n v es t m en t .  

 

T h i s  “ s e l f  s e l e c t i on ”  eq u i l i b r i um s t a t e  i n t r od uc e d  b y “ v o te  

s us p en s io n ”  wo u l d  h av e  s ev e r a l  p ro b le m s .  Th e  f i r s t  p rob l em i s ,  o f  

                                                                                                                                

of determining or directing the basic business decisions of the issuer.” CFIUS is 
explicitly charged with considering “whether the covered transaction is a foreign 
government-controlled transaction.”  
Foreign-government controlled transactions trigger an automatic 45-day investigation 
and are subject to various congressional oversights. 
 
4 “Sovereign Wealth Funds and Corporate Governance: A Minimalist Response to the 
New Mercantilism” by Ronald J. Gilson & Curtis J. Milhaupt, Stanford Law and 
Economics Olin Working Paper No. 355, Feb., 2008 
 



c o u rs e ,  r e l a t ed  t o  t h e  c omp l e t e  nega t io n  o f  s h a r e ho ld e r  vo t i n g  

r i gh t s  su c h  th a t  t h es e  vo t in g  r i gh t s  s e rv e  no  m e an in gf u l  ro l e  i n  t he  

c o r po r a t e  gov e rn a nc e  s ys t e m .  

 

T h e  s e co nd  p ro b l em  w ou ld  b e  mo r e  se r io us  s u ch  th a t  t h i s  co mpl e t e  

“ p a s s i v i t y”  c o mp e l l e d  b y t h e  “ vo t e  s us p en s i on ”  wo u l d  a t t r a c t  on l y 

SW Fs  w ho  i s  no t  on l y d i s in t e r es t ed  i n  c o n t ro l  bu t  i s  a l so  u n wi l l i n g  

t o  e n ga ge  wi t h  m an a ge m en t  i n  an y a c t i v i t i e s  t h a t  ma y a f f e c t  f i rm  

b e h av io r  o r  d e c i s ion  m a r k in g .  In  t h i s  w a y,  SW Fs  c an  n o t  e n co u r a ge  

m u ch  ne e d ed  r e fo rm s  a nd  c h an ge s  w i th in  a  co mp an y,  a s  m i gh t  o th e r  

a c t i v e  i nv e s to r s  su c h  a s  p e ns i on  fun ds ,  h ed ge  fu nd s ,  o r  p r iv a t e  

e q u i t y  f u n d s  m a y t r y  t o  d o  s o .  Giv e n  t h e  r e l a t i v e l y s m al l  s i z e  o f  

p r iv a t e  e qu i t y  f i rm s  an d  he d ge  f und  com p a re d  t o  SW Fs 5

 

,  t h i s  

c o mpl e t e  a bs e nc e  o f  l a rge ,  s t ab l e  sha r e h o ld e r  b a s e  l i ke  SW Fs  to  

t h e  c o rp or a t e  go ve r n a nc e  s t ru c t u r e  c o u ld  a f f e c t  t h e  l on g- t e rm 

f i na n c i a l  r e t u r ns  pe r f o rm an c e  p r od u ce d  b y t h e  c om p an y n e ga t i v e l y 

b y u n d e rm in in g  the  e f f e c t iv e  c o rp ora t e  go ve r n an c e  b ec a u s e  goo d  

f i na n c i a l  r e t u rn s  t e n d  t o  fo l l o w th e  go od  c o rp or a t e  go v e rn a nc e  

p r a c t i ce s  i n  t h e  l ong- r u n .   

T h e  t h i rd  p r ob l em  i s  t h a t  t h e r e  m a y b e  o t he r  w a ys  b e s id e s  v o t i ng  

                                            
5 It is estimated that the total size of SWFs well exceeds the sum of both private equity 
funds and hedge funds combined. 
 



r i gh t s  i f  sh a r eh o l de r s  wi th  a  s i gn i f i ca n t  eq u i t y  p o r t i on  r e a l l y  w an t  

t o  ex er c i s e  so me  k in d  o f  su b t l e  “ in f l ue n c e . ” 6

 

  

T h e  fo u r th  p ro b le m i s  o f  i s su es  i nv o l v in g  t h e  p r i nc ip l e  o f  

“ r e c ip r oc i t y. ”  M a ny w e s t e r n  fu nd s 7

 

,  t h o u gh  no t  fo rm a l l y  a f f i l i a t ed  

w i t h  go ve r nm en t ,  h a v e  ex e r c i s ed  the i r  vo t in g  r i gh t s  d i re c t l y  o r  

i nd i r e c t l y  t h r ou gh  p r ox y t o  h a v e  t h e i r  v i ew s  o n  c e r t a i n  i s s u es  l e t  

k n ow n  a s  r e sp ons ib l e  i nv e s to r s .  T h es e  i s s u es  m ay c o m p r i se    

e n v i ro nm e n t a l ,  so c i a l ,  an d  gov e rn a n ce  i s su e s  ( “ ES G ” i s su e s )  w h i ch  

w a s  i nc o rp o ra t ed  in to  UN ’s  “P r i nc ip l e  f o r  R esp on s i b l e  In v e s t m en t  

( PR I) . ”  T h es e  i s s ue s  no w  h av e  be c om e  t h e  l e g i t im a t e  c o n c er ns  fo r  

a n y s o c i a l l y  r e s p on s i b l e  g l ob a l  i nv es t o r s  a nd  co u l d  be  ex t en de d  to  

i n c lu d e  un iv e r s a l l y  a c c e p t e d  no rm a nd  s t a n da r ds  o f  c o rp or a t e  

go v e r n an c e ,  c l i m a te  c h an ge ,  a nd  s us t a i n ab l e  d e v e lo pm e n t .  

W h i l e  w es t e r n  sha r e h o ld e r  a c t i v i sm  i s  p e rm i t t e d  t o  p l a y a n  

i n c r e a s in g l y a c t i v i s t  r o l e  i n  d e v e lo p i ng  c o u n t r i e s ,  t h e  imp os i t i on  o f  

r e s t r i c t i o ns  o n  sha r e h o ld e r  v o t i n g  r i gh t s  b y w e s t e rn  c ou n t r i e s  
                                            
6
 U.S. Treasury Department’s new CFIUS rule may constitute this as “control.” 

 
7
 For example, Norway’s SWF (Government Pension Fund Global) has signed on to the 

UN’s “Principle for Responsible Investments” as a set of non-binding best practices. 
Other similar moves are attempted by entities including CalPERS ( C a l i fo r n i a  Public 
Employee Retirement S ys t e m) ,  Alaska Permanent Revenue Fund a nd  
S i n ga po r e ’s  Tem a se k  Fun d  wh ic h  c ou ld  s e r v e  as  ro l e  m ode l s .    
 



s ho u l d  b e  c on s id e r e d  b as i c a l l y  a ga i ns t  t h e  p r i nc ip l e  o f  

“ r e c ip r oc i t y”  a n d  “p r o t e c t i on i s t ”  i n  n a t u re .  

 

I I I  S h a r e ho l d e r  Vo t i n g  R i gh t s  i n  t he  Sa n t i a go  P r in c i p l es  

  

W h i l e  mo s t  o f  SW FS  a r e  no t  ex p e c t e d  t o  t r y  t o  e mu l a t e  w es t e rn  

f u nd s  a s  a c t i v e  ESG  in v es t o r s  a s  s t i pu l a t ed  i n  t h e  U N’S  PR I  i n  t h e  

n e a r  f u t u r e ,  t h e  “ Vo lu n t a r y Be s t  P r a c t i c es ”  as  a do p te d  i n  t he  

“ S an t i a go  p r i n c ip l es ”  p r ov id e  u s  w i th  a t  l e as t  a  go od  s t a r t i n g  po in t  

t o  d i sc us s  t h e  r o l e  o f  SW FS  in  t e rm s  o f  sh a r eh o l d er  v o t i ng .  

  

O n  th e  on e  h a nd ,  G APP1 9  o f  S an t i a go  P r i n c i p l es  s t i p u l a t e s  t he  

f i na n c i a l  o b j e c t ive  o f  SW FS em pha s i z in g  th e  r o l e  o f  p a s s i ve  

f i na n c i a l  i nv e s to r  i n  w h i ch  i t  s e t s  ou t  t h e  i nv es tm en t  p o l i c y o f  

u l t i m a t e  sh a r e  v a l u e  m ax im iz a t i on  o r  i n ve s tm e n t  on  e co no mic  

g r o u nd s . 8

                                            
8
 GAPP19. Principle. 

 

The SWF’s investment decisions should aim to maximize risk-adjusted financial returns 
in a manner consistent with its investment policy, and based on economic and financial 
grounds. 
GAPP19-1. Sub-principle. 
If investment decisions are subject to other than economic and financial decisions, these 
should be clearly set out in the investment policy be and publicly disclosed. 
GAPP19-2. Sub-principle. 
The management of an SWF’s assets should be consistent with what is generally 
accepted as sound asset management principles. 
 



 

O n  t h e  o t he r  h a nd ,  G A PP2 1  s t i pu l a t es  s h a r eh o ld e r  o wn e r sh ip  r i gh t s  

a s  a  fu nd am e n t a l  e l em e n t  o f  t h e i r  e q u i t y  i n v es t me n t  v a l ue  

a s su min g  SW Fs  wi l l  ex e r c i s e  t h e i r  vo t i n g  r i gh t s .  A t  t h e  s a m e  t im e ,  

SW Fs  a l so  sh ou l d  p u b l i sh  a  “ Vot i n g  Li s t ”  on  r e gu l a r  b as i s  a s  s ome  

i ns t i t u t i on a l  i n v es to r s  d o  i n  t he  c a s e  o f  mu tu a l  f un ds  i n  U .S .  a nd  

u n i t  t r u s t s  i n  U . K .  w h i ch  i s  co ns i s t en t  wi t h  un iv e r s a l l y  a c c e p ted  

n o rm  a n d  p r in c i p l es  o f  g lo ba l  i n ve s t i ng  c o mmu ni t y. 9

 

 

I t  s h o ws  t he  amb iv a l e n t  v i e w s  o f  S an t i a go  P r i n c ip l e s .  W hi l e  

e m ph as i z in g  th e  m ai n  ob j ec t i ve s  o f  SW Fs  b e i n g  th e  p a s s i v e  

f i na n c i a l  on e s ,  t h e  un de r l yi n g  sh a r eho ld e r  ow n e rsh ip  a l s o  c an no t  

b e  d e n i ed ,  a l b e i t  i t  r eq u i r es  t h a t  t h i s  ex e r c i s e  o f  o wn e rsh ip  r i gh t s  

b e  ex e r c i se d  in  a  pu b l i c l y  d i s c los e d  a nd  t r ans p a r en t  ma nn er  

c o ns i s t e n t  w i th  i t s  i nv e s tm e n t  po l i c y.     

 

IV   A C as e  o f  Ko r e a  In v e s tm e n t  Cor p o r a t i on  ( K IC )   

 

                                                                                                                                

  
9 GAPP 21. Principle 
SWFs view shareholder ownership rights as a fundamental element of their equity 
investments’ value. If an SWF chooses to exercise its ownership rights, it should do so 
in a manner that is consistent with its investment policy and protects the financial value 
of its investments. The SWF should publicly disclose its general approach to voting 
securities of listed entities, including the key factors guiding the exercise of ownership 
rights. 



H a vi n g  r ev i e w e d  th e  SW F’s  gene r a l  i n v es t m en t  p o l i c y a n d  

p r in c i p l es ,  w e  n ow tu r n  t o  a  s p e c i f i c  ex a mpl e  o f  SW F in  K o re a  as  a  

s p e c i f i c  c a s e  s tu dy  i n  o rd e r  t o  r eex a min e  t h e  i s s u es  f r om  th e  

p e r sp e c t i v es  o f  r e l a t i v e l y s m al l  ex po r t - l e d  A s i a n  e co no mi e s .   

 

T h e  K IC  ( Ko r e a  In v es tm en t  C or po r a t io n )  w a s  es t a b l i she d  in  J u l y  

2 0 05  u nd e r  t h e  K IC  A c t  wi t h  US D 17  b n  f r om th e  Bank  o f  Ko r ea  

( Fo r e i gn  Ex ch a n ge  R es e rv e )  a nd  USD  3  bn  f rom  Ko r ea ’s  Min i s t r y  

o f  St r a t e g y a n d  F i n an c e  ( KMS F) .  D u r i n g  4 Q,  2 00 7 ,  a dd i t i on a l  

c o mmi tm en t  o f  USD  10  bn  b y K M S F w a s  b ro u gh t  i n  wi th  t h e  t o t a l  

c o mmi t t ed  as s e t s  o f  US D 30  b n .  

  

T h e  f i r s t  i n ve s tm en t  w a s  l au n ch ed  in  N ov.  20 06  a nd  cu r r e n t l y  i t s  

a s s e t  s i z e  un d e r  ma n a ge m en t  i s  e s t i ma t e d  to  b e  a r o un d  U S D 27 .8  

b n .  Th e  o v er a l l  i n ve s tm en t  ob j e c t iv e s  a s  p r ov id ed  i n  t h e  i n v es tm en t  

p o l i c y a r e  “ l on g- t e r m  a t t a i nm e n t  o f  c o ns i s t en t  a nd  su s t a i n ab le  

f i na n c i a l  r e t u rns  w i t h in  a n  ap pr o p r i a t e  l e ve l  o f  r i s k  b y 

i mpl e me n t in g  a  d iv e r s i f i ed  g lo b a l  po r t f o l i o  c om p r i s ing  b o t h  t h e  

f i x e d  i n co me  a n d  e q u i t y  a s s e t  c l a s s es . ”  For  t h e  a c t u a l  i nv e s tm en t  

m a n a gem e n t  o pe r a t i on s ,  K IC  i s  ou t s ou r c i n g  ( In d i r e c t  i nv e s tm e n t s  

b y r e - e n t r us t i n g  as s e t s  t o  K o re a n  a nd  o ve r s eas  f i n a nc i a l  

i n s t i t u t i on s )  a  m a jo r  p o r t i on  o f  i t s  a s s e t s  t o  ex t e r na l  fu nd  m a na ge rs  

( E FMS ) ,  wh i l e  d eve l op i n g  i t s  o w n  in t e rn a l  m an a ge m en t  r e so u r ce s  

f o r  t h e  fu t u r e .  Cu r r e n t l y  i t  i s  a l s o  w o r k in g  o n  t h e  i nv e s tm en t  



p r o c ess  a nd  f r ame w o rk  to  i n c r e as e  a l l o c a t i on  to w a rd  th e  n ew 

e q u i t i e s  i n v es tm en t s  o r  a l t e r n a t i v e  i nve s tm en t s  aw a y f r om  t h e  f i x ed  

i n com e  s e c u r i t i e s .  

 

In  K IC  In v e s tm en t  P o l i c y St a t e me n t ,  ge n e r a l  i nv es tm en t  ob j e c t ives  

a r e  d e f i n ed  a s  t o  “a c h ie v e  a  s t ab l e  and  co n t i nu ou s  r e t u r n  ex ce e d i n g  

t h e  b en c hm a rk  wi th in  an  a pp ro p r i a t e  l e v e l  o f  r i s k  t h r ou gh  po r t f o l i o  

d iv e r s i f i c a t i on  a nd  ex e r c i s i n g  p ro pe r  f l ex ib i l i t y,  wh i l e  pu rs u i n g  

s us t a in a b l e  i n c r e ase  i n  r e t u r n . ” 10

 

 In  t e r m s  o f  o t h e r  co ns id e r a t i ons  

s u ch  a s  “v o t i n g  i s s u e , ”  K IC  in ve s tme n t  p o l i c y r e q u i r es  t h a t  t h e  

c o r po r a t i on  s h a l l  a c t  a s  a  p r ud e n t  m a n a ge r  wh e n  ex er c i s in g  t h e  

v o t in g  r i gh t s .  In  t h e  c as e  o f  i n d i r e c t  i n v es t m en t ,  t h e  vo t i n g  r i gh t  

m a y b e  d e l e ga t e d  t o  E FMs  a s  l on g  a s  i t  i s  n o t  i n  b r ea c h  o f  t he  

f i du c i a r y d u t y o f  t h e  c o r p or a t io n ,  bu t  t h e  r e su l t s  o f  ex e rc i se  o f  t h e  

v o t in g  r i gh t s  s ho u l d  b e  r e po r t e d  t o  Bo a rd  o f  D i re c to r s  a nd  the  

S t e e r i n g  C omm i t t ee  on  a  r e gu l a r  b as i s .  

T h e  c u r r e n t  d es c r ip t i o ns  r e ga r d in g  th e  ex er c i s e  o f  v o t i n g  r i gh t s  a r e  

q u i t e  s k e t ch y,  t h us  mo s t  o f  vo t in g  r i gh t s  a r e  d e l e ga t e d  to  E FMs .  

T h e  d i s c l os u re  r e qu i re m en t s  an d  i t s  a s so c i a t e d  co s t s  o f  p r e p ar ing  

f o r  v o t i n g  l i s t  o f  m a n y s t o ck s  i n  t h e  e qu i t y  p o r t fo l i o  f a r  ou t w e i gh  

t h e  b e n e f i t s  o f  e nh a n c ed  c o rp or a t e  go v e r n an c e  g iv e n  t h e  l imi t ed  

e q u i t y  p o r t i o ns  h e ld  b y K IC  i n  a  w e l l  d iv e r s i f i ed  eq u i t y  p o r t fo l i o .  
                                            
10 Annual Reports, Investment Policy Statements, 2008, Korea Investment Corporation 



T h e r e f o r e ,  i t  w ou ld  b e  a p pr op r i a t e  t o  d i s t i n gu i sh  t h e  v o t in g  r i gh t s  

i s s u es  b e t w e en  t he  “ f i r m -sp e c i f i c  i s su e ”  an d  th e  “ fu n da m en ta l  

c o r po r a t e  go v e rn an c e  i s su e . ”  T h e  f i r m  s p e c i f i c  i s su e s ,  i . e . ,  

s e l e c t i n g  a  n ew  CE O  o r  C FO ,  o r  i nv e s t i n g  in  a  n e w i nv e s tm en t  

p r o j e c t ,  a r e  no t  l i k e l y t o  b e  a n  e f fe c t i v e  c o rp or a t e  go v e rn a nce  

m e c ha n i sm f o r  SW Fs .  In  t h i s  c a se ,  t he s e  i s su e s  c an  b e  de l e ga t ed  o r  

o u t so u rc e d  to  o u t s i d e  i n d ep en d en t  t ru s t e e  o rga n iz a t io n ,  E FM,  o r  

p r ox y a d v i s o r y f i r m s  wi t ho u t  s i gn i f i c an t  c on s eq ue n ce s  o n  the  

u l t i m a t e  f i n an c i a l  r e t u r ns .   

 

O n  t he  o th e r  h an d ,  “ fu nd am e n t a l  go v e rn a nc e  i s sue s , ”  e . g . ,   

t a k eo ve r s  o r  i n t rod u c t i on  o f  a n t i - t ake o v e r  d e v i c e  su c h  a s  po i son  

p i l l s ,  w h i c h  a r e  l i k e l y t o  a f f e c t  t he  f un d am en ta l  v a lu e  o f  t h e  

c o mp a n y t h us  a f f e c t in g  t he  f i n a n c i a l  r e t u r ns ,  sh ou l d  be  t a k e n  u p  b y 

t h e  SW Fs  a nd  v o te d  u po n  d i r e c t l y.  Fo r  a  c e r t a in  “ fun d am e n t a l  

go v e r n an c e  i s su e s ”  f a c in g  t h e  SW Fs ,  t h e  eq u i t y  p o r t i on  o f  sm al l  

ex po r t  l ed  As i an  SW Fs  m a y n o t  b e  b i g  e no u gh  t o  be c o me  a n  

e f f e c t i ve  d e t e r min in g  f a c t o r.  

 

In  t h i s  r e ga r ds ,  o ne  po t e n t i a l l y  i n t e r es t i n g  id e a  t o  pu rs ue  fu r th e r  i s  

t h a t  t h es e  s ma l l  SW Fs  ho ld i n g  e a c h  s m al l  po r t i o ns  o f  a  c o mp an y 

c o u l d  com bi n e  i t s  v o t in g  r i gh t s  b y s e t t i n g  u p  o r  b y e s t ab l i s h i n g  a  

r e g i on a l  sp e c i a l  pu r po s e  t ru s t e e  o rga n iz a t i on  o r  p r oxy a d v i so r y  

f i rm .  Th i s  o u t so urc i n g  f i rm  c an  co nd u c t  t h e  p ro f es s ion a l  p rox y 



m on i to r i n g  s e r v i c es  f o r  t h e  sm a l l  SW Fs  on  m o r e  c os t - e f f e c t i ve  

b a s i s  an d  th e n  a u tho r i z e d  to  v o t e  on  an  i s s u e  as  a  c o a l i t i o n  g ro up .  

 

T h i s  s t r a t e g i c  a l l i a n c e  am on g  r e g i ona l  sm al l  As i an  SW Fs  sh ou ld  

d i s s ip a t e  t h e  r e c i p i en t  c ou n t r y’s  c o n c er ns  t h a t  o ne  s pe c i f i c  

c o un t r y’s  n a t i on a l  i n t e r es t s  c ou ld  b e  m a n i f es t e d  o n  th e  ex e r c i s e  o f  

v o t in g  r i gh t s ,  wh i l e  a t  t h e  s am e  t im e  t h i s  sh ou ld  h e lp  t o  e nh a nce  

t h e  t r an sp a r en c y a n d  gov e r na n c e  s t r uc tu r e  t hu s  i n c re a s i n g  th e  

p o t e n t i a l  f i n a n c i a l  r e t u rn s  an d  u n l o ck in g  t h e  i nh e r en t  i nv e s tm en t  

v a lu e  o f  a  i nv es t ed  c om p an y.  

 

In  t h e  f u t u re ,  o n e  c o u l d  c e r t a i n l y i m a g in e  t h es e  a l l i an c e s  a mo ng 

s m al l  SW Fs  b e  ex t e nd e d  t o  co v e r  wi d er  r a n ge  o f  i s s ue s  s uc h  as  

o th e r  u n iv e r sa l l y  a c c e p t ed  co mm on  go a l s  o f  r e s po ns i b l e  

i n t e rn a t io n a l  i n v es to r s  c omm un i t y. 11

 

 

V Co n c lu s i on  

 

Typ i c a l  eq u i t y  i n ve s tm en t s  b y S W Fs  u su a l l y  i n v o l ve  a  l on g- t e rm 

i nv e s tm e n t  ho r i z on .  Th us ,  t h e  ex i s t enc e  o f  un d er l yi n g  sh a r e ho l d e r  

                                            
11  Recent strategic alliance MOU signed between SWFS of Australia, Malaysia, 
Kuwait and KIC in 2009 provides an initial starting point towards the co-operations 
among small SWFs in this field.   
  
 



v o t in g  r i gh t s  an d  i t s  ex e rc i s es  s im pl y  c a n no t  b e  a s s um ed  a w a y a s  

i r r e l ev a n t  a s  i n  t h e  c a s e  o f  sh o r t - t e rm e q u i t y  i n ve s t o r s .  T h i s  i s sue  

w i l l  com e ye a r  a f t e r  ye a r  a s  l o ng  a s  t h e y h o ld  t h e  eq u i t y  

i nv e s tm e n t s .   A t  t h e  s am e  t im e ,  exe r c i s e s  o f  s h a r eh o l d er  v o t i ng  

r i gh t s  r e p r e s en t  s om e  s e r i ou s  c on c e rns  fo r  t he  r e c ip i en t  c o un t r i e s ’ 

go v e r nm en t  an d  m a n a gem e n t  d u e  t o  t he  so v e r e i gn  na tu r e  o f  

i nv e s tm e n t s ,  d esp i t e  t h e  f a c t  t h a t  i t  w o u l d  b e  u t t e r l y  d i f f i c u l t  t o  

c o n t r ad i c t  t h e  un d e r l yi n g  v o t in g  r i gh t s  a t t ac h ed  t o  e qu i t y  

i nv e s tm e n t s .  T h e  in v es tm en t  ob j ec t i ve  o f  SW Fs  i s  t o  max imiz e  t he  

f i na n c i a l  r e tu r ns  s ub j ec t  t o  a  t o l e ra b l e  l e v e l  o f  r i sk ,  bu t  t he  

f i na n c i a l  r e t u rn s  r e a l i z e d  a r e  som e t im e s  s i gn i f i ca n t l y  a f f e c t ed  b y  

t h e  ch a n ge s  i n  t he  c o r po r a t e  gov e rn an c e  s t r uc tu r e ,  w h ic h  in  t u r n  

c a l l  fo r  t h e  p ro p er  ex e r c i s e  o f  vo t in g  r i gh t s  d i r e c t l y  o r  t h ro ugh  

p r ox y t o  m ai n t a i n  o r  r e s t o re  t h e  o r i g in a l  i nv e s tm e n t  v a l ue .  

 

We h av e  ex ami n ed  t h es e  i s s u es  f r om  th e  p e r s p e c t i v es  o f  smal l  

r e c e n t l y  s t a r t e d -u p  SW Fs  wi t h  l i m i t e d  r es ou r c es  a nd  i nv e s tm en t  

s i z e .  G i v en  a  co s t / b e n e f i t  s t r uc tu r e  o f  SW Fs ,  w e  id e n t i f i e d  c e r t a in  

f u nd am e n t a l  gov e rn a n c e  i s s ue s  co ns id e r e d  n e c es s a r y f o r  t h e  d i rec t  

ex e r c i s e  o f  v o t i n g  r i gh t s ,  wh e r e as  o th e r  i s s u es  c an  b e  s a f e l y a n d  

m o re  c os t  e f f e c t i v e l y d e l e ga t e d  to  ou t s i d e  p r ox y s e r v i c es .  

Fu r th e rm o re ,  a  p ro p os a l  o f  po ss i b l e  c o - op e r a t i on s  amo n g  sm al l  

SW Fs  wa s  s u gge s t e d  as  a n  ap p ro a ch  t o  pa r t i c ip a t e  i n  t he  g lo b a l l y 

a c c e p t e d  b es t  i nv es t me n t  p r a c t i c e s  i n  a  m ea n i n gf u l  w a y.   
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