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Designing the Nations Bank Account: A Sovereign 

Wealth Fund for PNG

                         MEDIA RELEASE: 28 July 2010
Lessons from the past hold vital clues as to how PNG can improve on the management of revenues from future projects such as the PNG LNG Project. By 2014 revenue from PNG LNG is expected to flow to the government and lessons will have to be learnt from the past if history is not to repeat itself.

Peter Johnson, a Senior Research Fellow with the Economic Studies Division and the author of latest NRI Report which was launched today said that PNG is faced with a number of dilemmas in determining how best to invest proceeds from the PNG LNG project and other resource activities. 
Mr. Johnson stressed that saving revenue for future generations and stabilizing the macro economy must be balanced against the need to provide social development programs.

He said it is imperative that PNG changes its approach to managing volatile resource revenues.

The Report entitled ‘Creation of a Sovereign Wealth Fund’ reveals that the key to successfully transforming mineral wealth into the common wealth requires strong political and government institutions, a sense of ownership by the people or an influential institution, quality public policy development and strong democratic institutions. 

The Report highlights four key points for transforming resource wealth into development objectives.

· Intertwining of the Sovereign Wealth Fund into PNG’s Constitution and not just its legislation will give PNG’s resource fund constitutional status and will make it difficult for any one entity to alter, amend or waive the law;
· To further entrench broad-based ownership of the future fund, the people of PNG must understand the role of the fund and how it has been designed to maximise the wealth and welfare of PNG’s citizens;
· The creation of two separate funds to achieve balance between the economic, political and development tradeoffs subject to institutional constraints. The first fund will contain the proceeds from the PNG LNG project and be a future fund. The second fund will contain the proceeds from other resource projects and be designed as a stabilisation fund. It is necessary that the funds are held off shore to mitigate against the economic problems related to:

· monetary policy such as maintaining low inflation and avoiding large exchange rate appreciations; and 

· provide PNG with the highest return on its investment subject to risk.

· While NRI’s Report focuses’ on design issues in relation to the creation of a SWF, it is the ability of the public sector to implement quality programs and projects that will decide PNG’s future. Without a full review of how expenditures are implemented and monitored at all levels of government the other half of the PNG development equation is missing.

The launch event attracted representatives from relevant government departments, donor agencies, the media, and the interested public.

The Report was launched by Anthony Yauieb, the Deputy Secretary of the Department of Treasury and Chairman of the Sovereign Wealth Fund Working Group and Benny Popoitai, the Deputy Governor of the Bank of Papua New Guinea and Deputy Chairman of the Sovereign Wealth Fund Working Group.
For more information contact Esther Haro: 326 0300 ext 311 or eharo@nri.org.pg
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