
1 

 

 

 

 

 
CPA PNG / CPA AUSTRALIA (PNG BRANCH) JOINT ANNUAL 

CONFERENCE 2010 
 

Managing Resources during Economic Boom 
 

By 
 

Paul Barker 
Executive Director, Institute of National Affairs 

 
Friday, 19 November 2010 

 

 

Thanks to CPA.  

 

Papua New Guinea is a resource-rich country with a relatively low 

though fast growing population, but with an economy which, for the main 

part, has underperformed since Independence. It has, however, been 

enjoying its longest period of sustained economic growth since 2003, 

exceeding the estimated population growth rate since 2005. That growth 

has been based upon a period of unprecedented strong commodity prices 

for PNG’s major exports, combined with certain valuable market, 

governance and fiscal reforms made mostly early last decade. It has also 

been fuelled by the high expectations based around major long term 

hydro-carbon production, initially expected from the Queensland gas 

pipeline, but evolving into LNG development, even as PNG’s oil 

production peters out.  
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It should be remembered that PNG’s economy was largely subsistence-

based until relatively recently, and this, supplemented by some cash crops 
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sales, still remains an important component of the overall GDP, and 

provider of livelihoods for most of the country’s population. Initial entry 

into the monetised economy in the late 1900s and early last century 

focused upon a few agricultural, forestry and marine products, plus gold. 

As PNG’s economy developed, pre-and post Independence,  it has been 

fortunate to be able to provide several agricultural, marine and mineral 

products in demand on the international market, unlike many of its 

Pacific and other neighbours.  

 

So, Papua New Guinea has never been wholly dependent upon a single 

product or two, like Nauru with its phosphates or some oil rich States, 

even though individual products have predominated at the local or 

regional level, such as coffee  for much of the Highlands. Until 1984 

agricultural exports were dominant, but were overtaken thereafter by 

minerals, in terms of value  and their contribution to revenue, notably 

gold, copper and oil, sourced from a few major projects, notably:- 

Bougainville copper, then Ok Tedi, Porgera and, since 1992, Kutubu oil. 

Mineral exports reached 84% of total export value in 2007. However, 

agriculture, forestry and fisheries combined still accounted for between 

30-40% of GDP through the first decade of the new millennium, but at 

declining rate, largely reflecting the high mineral commodity prices. 
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During the 1990s and 2000s gold, copper and oil vied with each other as 

PNG’s premier export earner, but, although for many years they were 

neck and neck, with copper leaping into the lead in 2006-7(with copper 

exports from Ok Tedi comprising 34% of the country’s total export value 
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in 2006) for most years during the 2000s gold has been preeminent, 

particularly taking off at the end of the decade as the global economic 

crisis and continued global economic uncertainty have swelled gold’s 

value as the traditional safe haven from uncertain currency markets.  

 

You’ll  see how dominant gold is currently, in terms of export earnings, 

and also, together with the other main extractive industries,  for revenue 

generation (providing 33% of total revenue and grants from MPT alone in 

2007, before slipping in 2008), notably from Ok Tedi, Porgera, Kutubu 

and joined latterly as a taxpayer, by Lihir. Mining projects, including 

large and small gold projects, although still enclave industries and 

imposing various negative social and  environmental impacts, also 

generate extensive employment directly and indirectly, not to the same 

extent as agriculture, but mines are widely dispersed and, apart from 

some new projects (notably Ramu Nickel) are largely localised, in terms 

of employment. 

 

The following graph, based upon the Bank of PNG’s sample employment 

survey shows how employment has improved in almost all sectors 

through from 2004, although for various reasons that growth rate has 

declined steadily since the mid-2008, although picking up in the mineral 

sector since the last quarter of 2009 as new projects have commenced 

construction. 
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But if you look at the next graphs you’ll see how dominant LNG is 

expected to become, with Treasury forecasting that it will even overtake 

the agriculture/fisheries sector in 2015, contributing about 26% to GDP. 

Use of Gross National Product (GNP) or Gross National Income (which), 

which measures total economic activity, minus what is remitted offshore 

(as dividends, interest payments etc) better reflects the impact on the local 

economy than GDP,  and Treasury’s estimates of GNI would indicate 

about 10% growth in GNI directly or indirectly as a result of PNGLNG, 

so a much more modest although still considerable overall impact, and 

remaining well below the importance of the agriculture sector, for 

example.  

 

The Treasury’s forecast are more sober than the suggested doubling of 

GDP suggested in the 2008 ACIL-Tasman report, but nevertheless 

PNGLNG alone (excluding any projects from other developers like 

InterOil and Talisman) will have a major long term impact on the 

economy, balance of payments and Government revenue for the next 

thirty or so years. It will impose potentially positive and invariably some 

negative impacts, and it is up to government, including authorities, such 

as the Central Bank, to take the lead role in ensuring the positive effects 

are maximised and the negative ones restrained. Essentially, PNG’s 

impact comes in stages, notably the construction and production phases. 
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Treasury’s forecasts are for this 26% increase in GDP from PNGLNG to 

occur at the start, i.e. in 2015, and then progressively declining after the 

first year of production as the rest of the economy progressively grows, 

and later as gas output diminishes (in the absence of the development of 

other fields).  

 

The positive impact on the balance of payments would also be up front, 

also hitting a peak in 2015, then trailing slowly off, whilst beneficial 

impact of LNG upon revenue, which are where most of the benefits go (to 

the National and affected provincial governments and landowners) will 

be more drawn out,  rising as the project progressively pays back its debts 

and initial tax holidays expire and reaching a peak some 15 years hence 

and sustained for a further 12-15 years. The capacity of the rest of the 

economy to grow, as opposed to being undermined by LNG, falls on 

government’s capacity to manage macro and micro-economic conditions 

and impediments to business, combined with the responsiveness of the 

private sector and wider community to opportunities, which will 

determine the wider impact of LNG upon PNG. The forecasts by 

Treasury and others are still very much conjecture, dependent upon many 

factors, not least ongoing price,  and I’d refer you to Volume 1 of the 

2011 Budget for a useful discussion and forecasts for GDP, GNI, Balance 

of Payments and revenue, but I will just show you their graphs to provide 

an impression.  

 

The PNG LNG project, and other planned projects, are already having a 

major impact upon the economy, despite the lag in the project 

implementation during 2010. This is based partly upon the current project 

development needs and forecasts of future economic impact fuelling 

urban construction, some other business opportunities and real 

estate/rental markets, whilst supply shortages are contributing to 

inflationary pressures during the period until completion targeted for late 

2014. This inflationary pressure is already posing difficulties for less 

competitive industries, in agriculture and manufacturing, as well as 

government infrastructure and services. At the end of 2014 and 

particularly from 2015 the impact on GDP will be massive and likely 

completely overshadow gold’s current dominance of exports. On the 

other hand   its direct contribution to employment will subside again 

drastically in 2014 and, despite its dominance, the real contribution to the 

economy and the balance of payments, as with any major capital 

intensive project, will be markedly lower than the GDP and export figures 

alone suggest.  
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Direct and Indirect Impact of LNG – Chart from Chapter 11 of 2011 

Budget (Treasury) 

 
 

Direct and Indirect Effect on Nominal GNI – Chart from Chapter 11 

of 2011 Budget 
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Impact on Current Account Balance – Chart from Chapter 11, 2011 

Budget (Treasury) 

 
 

Estimated Revenue and its Distribution within PNG – Chart from Ch 

11, 2011 Budget 

 
 

Booms and Busts 

  

So, since 2004 PNG has enjoyed firm economic growth and since 2007 it 

could really be said to be enjoying a boom (with gold exports, for 
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example, rising from 1.5 to 6.5 million kina from 1999 to 2010) , despite 

the downturn during the global economic crisis, during which PNG was 

somewhat protected by its relative sanitisation from global financial 

markets, combined with continued strong prices of gold and some other 

commodities, and savings from the so-called ‘windfall revenue’ in 

previous years.  

 

This strong growth has had positive economic effects, although the 

benefits have not been as widely spread as they should have been, despite 

the fact that most agriculture prices have also been strong, not just 

minerals. Over the past 30 years, apart from oil palm,  agricultural cash 

crop production has largely remained static, or in some cases declined, so 

the increased export earning have related to higher prices, but without 

higher output. Cocoa’s recovery and recent growth has now been 

undermined by the appearance of major uncontrolled pests. Food crop 

production has provided a more positive outlook, having grown for both 

subsistence needs and sales, but all over the widely dispersed agricultural 

industry, upon which most households depend, has been stagnant owing 

to failure to provide the necessary investment conditions and returns to 

producers, particularly reliable infrastructure and access to markets and 

adequate returns  to labour.  
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White Sugar US Dollar (FT) 

 
 

The formal economy in PNG is very much based, directly and indirectly, 

upon major export industries, and particularly upon the export of 

unprocessed or lightly processed primary products, from extractive 

industries and agriculture. Despite PNG’s economy comprising multiple 

industries, being primary producers it is very much dependent upon 

volatile international commodity prices, and as experienced in the late 

1980s/early 1990s and th late 2000s  these commodities often swing up or 

down together. PNG and other primary producers are often the 

beneficiary of someone else’s problems, undermining global supplies, 

with individual product prices booming, with coffee, for example, when 

there’s drought or frost in Brazil, cocoa: a civil war in Ivory Coast, Oil: a 

middle eastern conflict, vanilla: a cyclone in Madagascar, and so on.  

However, the late 1980s saw all PNG’s agricultural commodity prices 

tumble, exhausting the copra stabilisation funds, designed to iron out the 

peaks and troughs of farmers’ incomes.  

 

The agricultural swings and troughs were supplanted for the macro-

economy from the mid-1980s by those emanating from the mineral 

sector, and the biggest trough came from the domestic conflict in 

Bougainville. The 1990s has sometimes been described as the wasted 

decade for PNG, as despite major new resource development projects, 

notably oil production, Porgera, Lihir and the expansion of Ok Tedi, the 

economy went on a roller coaster of swings and troughs, with successive 

bailouts, following imprudent over-expenditure and inadequate revenue, 

driven partly by unrealistic expectations of early benefits from resource 

booms, even whilst the impact of Bougainville was still bitter. As it was 

each new major project was pre-committed and along with the 

international bail outs merely saved the country from more severe 

economic strife. The 1990s experienced the Dutch Disease, or Resource 

Curse, undermining governance and sound economic management, and 
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jeopardising the prospects for broad-based and steady economic growth. 

Mechanisms which had been put in place to ease macroeconomic and 

fiscal extremes, notably the Mineral Resources Stabilisation Fund, and 

consistent fiscal management were undermined. 

 

By the late 1990s PNG’s economy was in a bad way, with yo-yoing 

inflation rates,  high debt levels, collapsed currency, virtually no 

operating funds for public services and little international credibility  or 

support, unless and until it pulled itself up by its own endeavours. The far 

reaching reforms of the Morauta government commenced this needed 

process of reengineering PNG’s economy to be more competitive and 

sustainable, including providing autonomy for monetary management to 

the Central Bank, greater independence and accountability for the long 

abused superannuation industry, as well as starting to subject major state 

enterprises to market forces and provide greater political stability. 

Although the new Somare Government in 2002 dropped much of the 

reform process, the major achievement was in establishing and applying 

firmer clearer strategies, rules and   guidelines for fiscal management, 

with the various medium term development, fiscal and debt strategies and 

the Fiscal Responsibility Act, (and stepping back at the last minute from 

foolhardy international  bond borrowing) and succeeding in reducing debt 

from 70% of GDP to its current 26%, whilst also with some measures to 

free up markets, notably progressing with competition in mobile 

telephony, some air services and belatedly other ICT. 
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These combined positive achievements provided improved conditions for 

investment and, with lower debt, interest and inflation levels for much of 

the decade,  put PNG in better stead to face the commodity price boom 

from 2006-8 and  the down turn of 2008, than it could have in the 1990s, 

but failure to address other major governance issues have constrained the 

performance of the economy overall, and particularly the extending of  

economic and social opportunities to the wider community, and to more 

diversified industries across the country. A major lesson from Botswana, 

a resource rich country and probably the greatest economic success story 

of Africa over recent decades, has been that establishing sound conditions 

for development must be put in place at the start, including rigorous good 
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governance and anti-corruption mechanisms, and not left until the 

resource boom is upon one.  

 

So, is PNG ready to face the forthcoming LNG boom? No, it clearly is 

not. The institutions of the State are not robust enough to  manage the 

major expectations and increase in revenue which will build up from the 

project and largely be managed by government, although it should be 

noted that in initial years the amount retained in the country, notably as 

revenue will probably be relatively modest (K1-2 billion, which could be 

absorbed relatively easily and largely utilised for domestic investment, if 

effective institutions exist).   

 

Government and bodies like the Bank of PNG are taking some of the 

necessary preparatory steps, like examining key issues related to the so-

called  Dutch disease, and  undertaking design and consultation on 

Sovereign Wealth Funds to sanitise and stabilise the money supply and a 

portion of the revenue, and develop an investment fund and possibly 

future fund capability. Longer and medium term financial and resource 

planning  has commenced, although it needs considerable refinement and 

consultation to make it more realistic and hence useful. Some improved 

resource allocations have occurred to effect some important and long 

neglected priorities, needed to safeguard and enhance broader based 

economic opportunities and inclusion. However, much has yet to be done 

and needs to be done promptly, if PNG and the majority of the population 

are to benefit rather than be unduly undermined by the LNG resource 

boon. Much of what is required relates to restoring government, for it to 

be able to perform its core functions effectively, in providing needed 

infrastructure and services needed for private enterprise to operate and 

compete and for citizens to be included and contribute to a vibrant 

economy, rather than be sidelined, for example by deals being struck  

behind their backs over customary land, in speculative land grabs or 

issuing of multiple lease titles. 

 

Objectives 

 

So, the objectives are to maximise the benefits from LNG and other 

major resource development, whilst minimising or neutralising the 

negative aspects. 

PNG’s economic performance has been constrained by natural factors, 

such as its rugged terrain and associated high transport and 

communication costs, as well as failures of macro and micro policy and 

governance. These include: -  
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 inadequate and inconsistent investment in human resource 

development, notably primary education, but right through to 

professional and technical skills;  

 failure to develop and particularly to maintain its core 

infrastructure;  

 tardiness in undertaking real reforms, notably encouraging real 

performance and competition (notably in State institutions and 

utilities), and failure to addressing the wider decline in public 

sector capacity and accountability, or focus funds consistently on 

real priorities or properly oversee and account for expenditure;  

 failure to address growing lawlessness, with politicisation of police 

appointments and operations and other law and order institutions, 

inadequate  capacity reinforcement in line with growing population 

and demands 

 failure to control fiscal blowouts, particularly in the 1990s, with 

growing public indebtedness and pre-spending of overly optimistic 

future revenue, contributing to foreign exchange and budgetary 

crises, and associated drastic but inconsistently applied responses, 

including periodic structural adjustment programmes. 

 A steady growth in the level of corruption and misuse of public 

goods and finances for private benefit, severely distorting resource 

allocations, priorities and performance: as well as 

 Failure to avoid or adequately respond to crises, such as in 

Bougainville, with its associated massive social and economic 

impact. 

 Extended over-adherence to the hard kina policy which provided 

valuable stability, but undermined viability and competitive of the 

agriculture sector. 

 

Sovereign wealth funds have burgeoned worldwide over recent years, 

including as a means to mitigate the Dutch disease impacts associated 

with resource development. PNG will need a sovereign wealth fund or 

funds to help manage future LNG revenue and would probably be better 

off now if it had introduced such a mechanism from the mid-2000s to 

handle the so-called “windfall revenue”, using the hastily installed 

onshore trust accounts. However, a mechanism is only as effective as its 

design, management and accountability permit; no single mechanism can 

deliver all objectives and must operate in the context of other sound 

policies and practice, and the sanitisation, future investment or welfare 

functions of a sovereign wealth fund must be balanced appropriately with 

adequate well managed investment and delivery of core services for the 

present. Selling the idea of a SWF to a population which has little or no 
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infrastructure or basic services or economic opportunities would be both 

hard and wrong, so it must be combined with much more effective 

targeting of public funds and accountable implementation, and this is no 

simply a prerequisite of grand national development plans, but shifting 

the country to one of budget awareness, transparency and accountability, 

right down to the local level.  

 

The critical issue is achieving the right balance and securing public 

awareness and ownership of the whole process, both the nature and 

purpose of the SWF and the overall development plans and Budget. As 

stated, Treasury and the Bank of PNG should be commended for 

instigating this consultation process, but it needs to go out far wider, in 

language which can be broadly understood. By contrast, the government 

certainly cannot be commended for the almost total absence of 

consultation on the Long Term Development Strategy, or DSP, even  

with government agencies, the private sector, let alone the wider public. 

This undermines the potential support or ownership, necessary for 

effective implementation, let alone effective review of the strategy’s 

contents, needed to ensure accuracy, suitability and acceptability. This 

lingering inclination by some government agencies to secrecy and 

suspicion of open dialogue undermines public sector planning, 

performance and accountability. 

 

There are various functions for Sovereign Wealth Funds, and different 

countries have utilised them for different purposes. There’s sanitisation 

from currency appreciation and removal of excessive liquidity, 

stabilisation of budget revenue and expenditure from volatile markets,  

savings and earnings for future generations, a funding mechanism for 

investment or social development schemes, long term capital growth or 

better foreign exchange management. Some like Alaska’s Permanent 

Fund were established because the State feared following countries which 

had exhausted their resource capital, utilising the proceeds for recurrent 

expenditure, with nothing left for the future. They can be established 

under legislation, the Constitution, as State corporation, Trust Funds, 

Pension Funds or other mechanisms. 

 

Although they go back to the 1950s (including a  future fund for Kiribati 

to support them beyond exhaustion of their phosphate), there has been a 

major growth of such funds during this decade. Many of the largest 

sovereign funds, which have accumulated and invested hundreds of 

millions of dollars in equity, property and other longer term or diverse 
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overseas investment, are held by oil wealthy middle Eastern countries
1
. 

Various developed countries, such as Norway, which has the second 

largest SWF, and States of the US and Canada, notably Alaska and 

Alberta have major funds, which rate very highly under the ‘Principles of 

the Linaburg-Maduell governance and Transparency Index for SWFs’
2
. 

Several developing country funds rate poorly in terms of governance, and 

frankly there’s little point in a SWF if it secures a governance rating 

much below 5 or 6. Nigeria’s oil-based SWF is a case in point, and the 

country is scrapping it and promising that the  successor will better 

adhere to the necessary principles of the Index, or the other codes (An 

International Working Group of Sovereign Wealth Funds (IWG) recently 

agreed to 24 principles and practices and are planning to create a 

permanent SWF body. These voluntary principles have been termed the 

‘Generally Accepted Principles and Practices (GAPP) for SWFs’ – or 

simply the Santiago Principles
3
 ). 

 

Norway’s Government Pension Fund has become the role model for 

many funds worldwide, including that in Timor Leste, with a strong 

adherence to current investment for future return once their oil reserves 

are progressively drawn down. Norway’s fund has high standards of 

governance and ethical requirements for its investments, and, along with 

other major sovereign funds, has become a major equity holder in the 

world’s major companies and markets. This major State ownership of 

major foreign assets has caused some concern by some governments 

worldwide, as well as by some free market economists and politicians, 

but the growing financial leverage of certain States and pension funds is 

inevitable as prices appreciate for certain commodities in a resource 

hungry world and some working populations continue to grow. These 

                                                
1
 See list of major SWFs at the end 

 
2
  Principles of the Linaburg-Maduell Transparency Index 

 Fund provides history including reason for creation, origins of wealth, and government ownership 
structure 

 Fund provides up-to-date independently audited annual reports 
 Fund provides ownership percentage of company holdings, and geographic locations of holdings 
 Fund provides total portfolio market value, returns, and management compensation 

 Fund provides guidelines in reference to ethical standards, investment policies, and enforcer of 
guidelines 

 Fund provides clear strategies and objectives 
 If applicable, the fund clearly identifies subsidiaries and contact information 
 If applicable, the fund identifies external managers 
 Fund manages its own web site 
 Fund provides main office location address and contact information such as telephone and fax 

 

Developed by Carl Linaburg and Michael Maduell  
 
3
 See Santiago Principles at the end 
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major funds must also experience the invariable drop in asset value and 

returns when markets adjust, as they did heavily in 2008. 

 

Naturally, the needs of developing countries, such as PNG and Timor 

Leste are somewhat contrasted to those of Norway, Alaska and Alberta, 

or even Botswana, whose Pula fund, managed by their Central Bank, is 

more of a foreign exchange stabilisation fund, but which, like much of 

that country’s development success, is based largely upon Botswana’s 

strong commitment to good governance and constraint of corruption. 

 

PNG, like Timor Leste, needs major investment in its infrastructure and 

especially its human capital, in extending and upgrading basic education 

and restoring and improving technical and tertiary education, to enable 

the population to empower themselves, both in securing employment, 

developing micro-enterprises or other income earning opportunities , and 

to improve health and welfare, including providing more effective 

citizens, in understanding and overseeing government in the performance 

of its functions. 

 

So effective investment now is of primary importance, to give broader–

based opportunities to the growing population, to counter the exorbitant 

costs of poor access and infrastructure and years of inadequate 

maintenance, whilst at the same time sanitising a portion of the revenue 

offshore in bonds and other relatively safe ‘blue chip’ international  

investment  to mitigate some of the Dutch disease effects, such as 

currency appreciation etc, which would jeopardise other existing 

industries, including agriculture, manufacturing and prospective 

industries, such as tourism. So, for PNG the shorter term stabilisation and 

sanitisation of funds in offshore investment, is of greater importance than 

achieving longer term investment returns, with infrastructure and HR 

investment more critical for development, so long as it is effectively 

targeted and implemented, and not drained in ghost projects and 

infrastructure and services, as has been the case widely in Western and 

SH provinces. PNG has enough natural resources to generate revenue in 

the future, and should avoid too many major resource extraction projects 

now, which cannot be absorbed readily, but should phase them and 

enable the PNG economy to use them, rather than bowled over by them, 

and benefit from them directly, whilst investing and providing suitable 

conditions, including a competitive exchange rate, to safeguard and 

develop other sustainable industries, capable of generating broader-based 

employment and opportunities.  
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So the objective is to determine the right level of LNG (and other 

resource) proceeds to allocate to a fund to achieve sanitisation, 

stabilisation and some investment role, but without drawing excessive 

funds away from productive domestic investment in infrastructure, 

education, health and law and order and effective oversight, to make a 

difference on the ground, and ensure it is used effectively. 

 

PNG has a mixed track record with stabilisation and investment funds.  

 

We are all aware of the well publicised mismanagement and fraudulent 

use of public funds as highlighted by successive inquiries and the 

Auditor-General and Public Accounts Committee, and of the 

superannuation funds during the 1990s, the former Investment 

Corporation, many former  savings and loans societies etc, but the picture 

is by no means all negative. 

 

Back in the 1970s/80s, agricultural stabilisation funds, established 

fundamentally to reduce income fluctuations to farmers, were designed 

initially also partly for macro-economic stabilisation, but as agriculture’s 

role in the overall economy diminished (as opposed to its continuing 

fundamental role for the majority of the population), the latter function 

was essentially discontinued. Despite one major glitch in coffee, which 

wasn’t incidentally abuse by the administrators but rather by one 

opportunist trader, these funds were well managed (and even 

internationally commended by the World Bank in their WDR), whether 

or not the stabilisation function really enhanced industry and farmers’ 

income and production growth, (as opposed to letting them have the full 

benefit when prices were high but suffer when low). 

 

The Mineral Resources Stabilisation Fund, was intended to provide fiscal 

stability and initially it did, but its management and function was 

undermined increasingly in the early 1990s, being tapped into to fund any 

major expenditure, regardless of prevailing revenue levels, so when the 

revenue was eventually really tight, the MRSF’s reserves were already 

exhausted.  

 

PNG established thousands of Trust Funds, many of whose trustees are 

dead or forgotten; hence the decision at the start of the last decade to 

close most such funds. Many trust funds have been raided and used for 

private purpose, as has been highlighted of late, despite legislated greater 

fiscal responsibility. This and wastage of vast sums at the sub-national 

level in resource rich provinces, doesn’t instil confidence in government 

capacity or commitment to managing large windfall funds effectively. 
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The superannuation funds were likewise severely manipulated through 

the 1990s by government, including individual senior politicians, to fund 

major projects, including pet schemes, like the notorious Cairns 

Conservatory and the more useful Poroporena Freeway, regardless of the 

contributors’ approval or  returns and benefits. At least those projects 

provided something concrete of wood, whereas others, like Kevin 

Conrad’s multi-million public service housing scheme provided nothing. 

 

Since then we’ve had valuable reforms early this decade to the 

governance and oversight of the superannuation funds (with Central Bank 

supervision), which has resulted in these funds’ considerably enhanced 

performance and accountability to contributors. The granting of 

independence to the Central Bank, to manage monetary policy and 

control inflation played a valuable role in ensuring greater confidence in 

the financial sector and its supervision, 

 

We also have solid experience with investment and future’s funds, in the 

form of PNGSDP and some other mining related futures funds. PNGSDP 

has been subject to  a variety of criticism, over being cumbersome and 

having high administrative overheads. Nevertheless, it has apparently 

been accountable and undertaken sound offshore investment, enabling 

expenditure to be smoothed out and partly safeguarded for the future, 

whilst investing in a variety of infrastructure, services and supporting 

some commercial and agricultural activity.  

 

But how can one replicate a PNGSDP-type  stabilisation and/or futures 

SWF fund mechanism at the national level, without it being subject to 

manipulation as desired by the government of the day, or Ministerial 

power players, if it’s public money. PNGSDP has some safeguards built 

into its original constitution (and partnership), which cannot be 

circumvented voluntarily, but this would be hard to replicate where 

there’s no second party to act as a final restraint on government; one can 

write in the strongest safeguards and checks and balances, with 

independent boards and trustees, but at the end of the day the ruling 

government can change those safeguards, if they have the numbers, as 

has happened to many other institutions to remove board or management 

members who stick to their guns in applying rules counter to certain 

powerful vested interests. Establishing the fund and its operating rules 

under the Constitution would probably provide the best safeguard, 

although achieving that level of support in the first instance might 

provide hard. Requirements for financial and operating transparency 
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would be necessary, preferably also under broader Freedom of 

Information and reinforced, or expanded, fiscal responsibility legislation. 

The specific legislation, clear rules and effective oversight should be 

guided by the 24 Principles and Practices (GAPP) for SWFs, which were 

agreed on by the International Working Group of Sovereign Wealth 

Funds (IWG) to serve as a voluntary framework for governance and 

accountability arrangements, as well as for the investment practices of 

SWFs. Utilising some of the institutions with a solid track record, notably 

the Central Bank and perhaps experience from Superannuation Funds 

would be valuable, but we have a tendency to hammer  performing 

independent institutions, like ICCC, when they perform and follow their 

mandate, standing firm in the face of undue Ministerial and other 

pressures. The SWF or funds would require an independent board of 

reputable and well qualified Trustees, as with the Superannuation funds, 

representing diverse interests and different regional interests, plus some 

from government, with Independent fund management and effective 

oversight, including from the Bank of PNG, the Auditor General and 

reporting to Parliament. At least quarterly public reports should be 

provided, and prompt six-monthly auditing.   

Clear determination of the purpose of the fund is required, and the 

mechanism and trigger for transfer of a determined portion of LNG and 

other extractive resource revenue into the fund or funds. Clear evidence 

from around the world shows that trying to  make a single fund manage 

multiple functions is untenable, and that separate funds are required for 

specific purposes, notably stabilisation and sanitisation, in-country 

investment and longer term returns, as from a futures or pension fund, 

even though all subject to shared core management, governance and 

accountability arrangements and obligations.   

To be effective in PNG such a Sovereign Fund or funds would require 

wide public awareness of its purpose and design, and sense of ownership 

of the process. Such awareness and ownership, combined with 

operational transparency and independent oversight, are critical and the 

best safeguard for the Fund, and its immunity from expedient direction or 

interference for purposes other than those set out in the fund or trust 

instruments. 

In summary, here are some brief conclusions:  

 PNG needs to sanitise a portion of LNG revenue through a SWF to 

safeguard other sectors of the economy from undue currency 
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appreciation and other aspects of so-called Dutch disease, as these 

other sector are critical for providing continued and increased 

employment and broader-based long term development across the 

nation,   

 The purposes of that fund should be clearly specified and the fund 

be clearly independent of Government in its operation, but 

transparent and with effective supervision;  

 The 24 ‘Santiago Principles’ of good practice for SWGs should be 

adhered to closed, 

 Multiple funds are preferable if clearly distinct functions are 

prescribed, notably stabilisation, investment and a pension-style 

arrangement, although all should be subject to same fiducial and 

overall governance criteria 

 The major issue is determining the most suitable balance between 

sanitising funds in the SWF, to safeguard the prospect for other 

industries, whilst also ensuring adequate investment into core 

infrastructure and services, also required for private sector 

investment (including by smallholders and other micro-

enterprises), notably for access to markets and to provide 

households economic, education and health opportunities for the 

here and now,  

 A SWF cannot operate effectively in isolation; it is merely one 

tool, which complements other instruments administered by 

government and the Central Bank, working in cooperation with the 

private sector; so effective coordination between the different 

institutions is critical on monetary and fiscal management, 

including the range of public institutions responsible for ensuring a 

fair and competitive business environment prevails, 

 Establishing the fund and its rules under the Constitution, including  

firm financial accountability, would provide the strongest legal 

safeguard from expedient manipulation, its purpose is the strongest 

safeguard against abuse; an effective fund requires commitment, 

self discipline and adequate oversight and control to avoid the 

pitfalls of the country’s pervious funds and trust funds; rules with 

respect to risk management are required, as with superannuation 

funds, tailored to the purpose of the fund or funds, notably 

minimising market volatility with respect to revenue volatility & 

inflation, with sanitisation and stabilisation functions, or 

minimising inflationary effects for longer term investment or 

futures funds, 

 The public needs to be fully aware of the fund, or funds,  and their 

purpose and encouraged to feel a strong sense of ownership of the 
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fund and its principles, including the need for its offshore 

investment to be able to perform its currency (and inflation) 

sanitisation function, 

 Sanitising offshore and stabilising are probably more important 

functions for the fund for PNG than long term offshore investment 

for future return; if the sanitisation is effective, and government 

also restores, upgrades and maintains core infrastructure and 

services and improves the investment conditions (in terms of 

removing or reforming other investment barriers, such as poor 

performing monopoly utilities, land management, corruption and 

undue red tape etc) there should be sound investment opportunities 

and returns, based upon exports and the domestic market. Unlike 

Nauru/Kiribati with single resources etc, PNG has extensive 

renewable and non-renewable resources and less need for future 

returns from LNG after project closure; although clearly local 

opportunities may be dominated by  a single resource and a 

provincial or local futures fund may be applicable to sustain long 

term benefits, 

 The major investment from LNG should therefore be onshore, as 

far as it can be effectively absorbed, through adequate funding 

provided for priority recurrent and long term infrastructure and 

priority services/training & capacity building directly through the 

normal Budget and other PPP-type processes, rather than 

establishing parallel systems,  but dependent upon a major 

emphasis on addressing institutional and governance problems, 

corruption, and ensuring adequate funding for operations, rather 

than raising administrative overhead (and low priority projects etc); 

undertaking effective right-sizing of the public sector, largely 

removing SOE monopolies, but also providing incentives to 

professional public servants to be retained, as engineers, doctors, 

teachers, lawyers/police, etc on the basis of facilities and working 

conditions rather than unduly focusing on remuneration etc,  

 Until Government planning and implementation capacity is 

developed, funds can be retained in the SWF or in debt reduction 

(rather than squandered);  

 in principle, government should not borrow, pledge or mortgage 

future LNG proceeds in advance, but live within its current means 

(including drawing down on any remaining ‘windfall’ funds) with 

a balanced budget, as required under the Fiscal Responsibility Act, 

and use any financial squeeze prior to, or following LNG 

production, as the basis for appropriate public sector and 

expenditure refocusing and reforms, ensuring that public funds, 
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including at the district level are utilised more effectively and 

accountably,  

 it should be recognised that most countries with SWFs have nil or 

low levels of debt; it is perhaps illogical retaining significant debts 

levels, with associated servicing costs and foreign exchange risks, 

whilst investing in a SWF with perhaps markedly lower returns 

than the costs being incurred, so firstly increased revenue should be 

used to progressively reduce debt, where practical, 

 the investment proceeds from the SWF should be managed 

accountably through the normal annual Budget process, rather than 

establishing some parallel investment process. We already have 

excessive quasi-fiscal public funds swilling around rather 

unaccountably, under IPBC’s control and license fees paid to the 

Fisheries Authority, for example, which should be brought under 

more effective oversight and fiscal management, 

 If an Alaskan model household pension payment system is 

introduced with a portion of the fund’s proceeds, it should be 

focussed upon HRD capacity, i.e. education/training, productivity 

enhancing and empowerment, rather than undermining incentives 

by making annual stipends,. 

 It must be recognised that by investing in markets, there are normal 

market risks with falls in valuation and returns possible, as 

experienced by the major funds during the global economic crisis, 

land slightly weakens the stabilisation function,  –if as occurred in 

recent years, all SWF’s lost value along with the global markets 

etc. 

 A final wider point I’d reiterate; PNG should utilise it natural 

resources, both sustainable and extractive industries, so that they 

can be managed and utilised to the country’s best advantage, 

including providing local employment; all extractive industries 

impose potential economic, social and environmental costs, as well 

as providing potential national and local benefits if properly  

managed and overseen. There is no point approving multiple 

projects when the absorptive and oversight capacity is inadequate, 

including lack of available local skilled workforce, inadequate 

capacity to assess or manage environmental implications, and when 

there’s already more than enough revenue to be effectively 

absorbed, requiring its sanitisation already in a SWF to  avoid 

undermining other productive industries. Retaining minerals or gas 

in the ground is a form of bank or investment which may be safer 

and provide better long term returns, and less risk than depositing 

part of the revenue proceeds in international equity or even 

deposits or bonds. We should ready to phase extractive resource 
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development to avoid rushing when the local absorptive capacity is 

inadequate or unavailable, with the prospect of  undermining wider 

economic prospects with Dutch disease impacts,  especially when 

the technology and oversight capacity (e.g. for deep sea drilling) 

may not yet in place. 

Thank you 

 

Generally Accepted Principles 
and Practices (GAPP)—Santiago 
Principles
In furtherance of the “Objective and 
Purpose,” the IWG members either have 
implemented or intend to implement the 
following principles and practices, on a 

voluntary basis, each of which is subject to 
home 
country laws, regulations, requirements and 
obligations. This paragraph is an integral part 
of the GAPP. 

GAPP 1. Principle 
The legal framework for the SWF should be 
sound and support its effective operation and 
the achievement of its stated objective(s). 

GAPP 1.1. Subprinciple. The legal 
framework 
for the SWF should ensure legal soundness of 
the SWF and its transactions. 

GAPP 1.2. Subprinciple. The key features 
of the 
SWF’s legal basis and structure, as well as the 
legal relationship between the SWF and other 
state bodies, should be publicly disclosed. 

GAPP 2. Principle 
The policy purpose of the SWF should be 
clearly defined and publicly disclosed. 

GAPP 3. Principle 
Where the SWF’s activities have significant 
direct domestic macroeconomic implications, 
those activities should be closely coordinated 
with the domestic fiscal and monetary 
authorities, so as to ensure consistency with 
the overall macroeconomic policies. 

GAPP 4. Principle 
There should be clear and publicly disclosed 
policies, rules, procedures, or arrangements in 
relation to the SWF’s general approach to 
funding, withdrawal, and spending operations. 

GAPP 4.1. Subprinciple. The source of 
SWF 

funding should be publicly disclosed. 

GAPP 4.2. Subprinciple. The general 
approach 
to withdrawals from the SWF and spending 
on behalf of the government should be 
publicly disclosed. 

GAPP 5. Principle 
The relevant statistical data pertaining to the 
SWF should be reported on a timely basis to 
the owner, or as otherwise required, for 
inclusion where appropriate in 
macroeconomic data sets. 

GAPP 6. Principle 
The governance framework for the SWF 
should be sound and establish a clear and 
effective division of roles and responsibilities 
in order to facilitate accountability and 
operational independence in the 
management of the SWF to pursue its 
objectives. 

GAPP 7. Principle 
The owner should set the objectives of the 
SWF, appoint the members of its governing 
body(ies) in accordance with clearly defined 
procedures, and exercise oversight over the 
SWF’s operations. 

GAPP 8. Principle 
The governing body(ies) should act in the best 
interests of the SWF, and have a clear 
mandate and adequate authority and 
competency to carry out its functions. 

GAPP 9. Principle 
The operational management of the SWF 
should implement the SWF’s strategies in an 
independent manner and in accordance with 
clearly defined responsibilities. 

GAPP 10. Principle 
The accountability framework for the SWF’s 
operations should be clearly defined in the 
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relevant legislation, charter, other constitutive 
documents, or management agreement. 

GAPP 11. Principle 
An annual report and accompanying financial 
statements on the SWF’s operations and 
performance should be prepared in a timely 
fashion and in accordance with recognized 
international or national accounting standards 
in a consistent manner. 

GAPP 12. Principle 
The SWF’s operations and financial 
statements should be audited annually in 
accordance with recognized international or 
national auditing standards in a consistent 
manner. 

GAPP 13. Principle 
Professional and ethical standards should be 
clearly defined and made known to the 
members of the SWF’s governing body(ies), 
management, and staff. 

GAPP 14. Principle 
Dealing with third parties for the purpose of 
the SWF’s operational management should be 
based on economic and financial grounds, and 
follow clear rules and procedures. 

GAPP 15. Principle 
SWF operations and activities in host 
countries should be conducted in compliance 
with all applicable regulatory and disclosure 
requirements of the countries in which they 
operate. 

GAPP 16. Principle 
The governance framework and objectives, as 
well as the manner in which the SWF’s 
management is operationally independent 
from the owner, should be publicly disclosed. 

GAPP 17. Principle 
Relevant financial information regarding the 
SWF should be publicly disclosed to 
demonstrate its economic and financial 
orientation, so as to contribute to stability in 
international financial markets and enhance 
trust in recipient countries. 

GAPP 18. Principle 
The SWF’s investment policy should be clear 
and consistent with its defined objectives, risk 
tolerance, and investment strategy, as set by 
the owner or the governing body(ies), and be 
based on sound portfolio management 
principles. 

GAPP 18.1. Subprinciple. The investment 
policy should guide the SWF’s financial risk 
exposures and the possible use of leverage. 

GAPP 18.2. Subprinciple. The investment 
policy should address the extent to which 
internal and/or external investment 
managers are used, the range of their 
activities and authority, and the process by 

which they are selected and their performance 
monitored. 

GAPP 18.3. Subprinciple. A description of 
the 
investment policy of the SWF should be 
publicly disclosed. 

GAPP 19. 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. 

GAPP 19.1. Subprinciple. If investment 

decisions are subject to other than economic 
and financial considerations, these should be 
clearly set out in the investment policy and be 
publicly disclosed. 

GAPP 19.2. Subprinciple. The 
management of 
an SWF’s assets should be consistent with 
what is generally accepted as sound asset 
management principles. 

GAPP 20. Principle 
The SWF should not seek or take advantage 
of privileged information or inappropriate 
influence by the broader government in 
competing with private entities. 

NTIAGO PRINCIPLES 
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 its exercise of 
ownership rights. 

GAPP 22. Principle 
The SWF should have a framework that 
identifies, assesses, and manages the risks of 
its operations. 

GAPP 22.1. Subprinciple. The risk 
management 
framework should include reliable 
information and timely reporting systems, 
which should enable the adequate monitoring 
and management of relevant risks within 
acceptable parameters and levels, control and 
incentive mechanisms, codes of conduct, 
business continuity planning, and an 
independent audit function. 

GAPP 22.2. Subprinciple. The general 
approach to the SWF’s risk management 
framework should be publicly disclosed. 

GAPP 23. Principle 
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The assets and investment performance 
(absolute and relative to benchmarks, if any) 
of the SWF should be measured and reported 
to the owner according to clearly defined 
principles or standards. 

GAPP 24. Principle 
A process of regular review of the 
implementation of the GAPP should be 
engaged in by or on behalf of the SWF. 
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Source: IWG International Working Group of Sovereign Wealth Funds 
 


