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Research on the Investment Direction Choice of China’s Sovereign Wealth
Fund——Strategic Perspective Based on the Principle of National Interests

ZHANG Shi—xian!, XU Xue’
(1. Institute of Industrial Economics CASS, Beijing 100836, China;
2. Graduate School CASS, Beijing 100102, China)

Abstract: The set up of China’s sovereign wealth fund has caused aroused wide concern, but its investment
practices were not successful. The investment of sovereign wealth funds was only regarded as an investment tool to
defuse of the risk of huge foreign exchange reserve, and look for stability bond investment in the world (especially
in the United States and other developed countries). Nevertheless, due to US dollar depreciation and the
international financial crisis, China’s sovereign wealth fund is suffering huge losses. Sovereign wealth fund
investment direction choice has increasingly become an important strategic issue. This paper, starting from the
principle of China’s state interest, proposes that foreign direct investment should be the main direction of sovereign
wealth fund. Through foreign direct investment, China’s sovereign wealth fund can provide basic resources
(especially energy) and technology supply for the development of China’s industrialization, support the overseas
investing of Chinese enterprises, thereby upgrading domestic industries, optimizing the economic structure, and
achieving the sustained development of national economy and the maximization of public welfare. This paper also
does a feasibility analysis of sovereign wealth funds participating in direct investment within a dynamic game
model, and proposes that the feasibility depends on the host country’s trade off between earnings and risks.

Key Words: sovereign wealth funds; principle of state interest; investment direction; FDI
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