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ABSTRACT
This paper describes international experiences with managing revenues deriving from natural
resources, using Norway’s successful management of petroleum revenues as a case. The paper
highlights the links between natural resource management, fiscal and monetary policies and
sovereign wealth fund management. It aims at focusing on issues that may be applicable for
other resource rich economies to implement a sound and sustainable natural resource
management framework.
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Abbreviations
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Section I - Overview
1. Executive Summary
1.1.

In 1969, Phillips Petroleum discovered petroleum at the Ekofisk field on the Norwegian

continental shelf. This was the start of the petroleum adventure that changed the Norwegian economy
forever. More oil fields were discovered in subsequent years. After more than forty years of
production, tiny Norway is still one of the petroleum superpowers.
1.2.

Norway’s management of the petroleum sector is regarded as a bright example of successful

natural resource management. It has been able to make the petroleum a blessing for the country
rather than a curse. Due to the discovery of petroleum, and how it has been managed, Norway has
become one of the richest countries in the world. With sound economic fundamentals, scoring high on
all economic and social indicators, and one of the biggest sovereign wealth funds in the world, other
countries look to Norway to learn about best international practices in natural resource management.
1.3.

One key factor for the success was the declaration of sovereignty over the Norwegian

continental shelf in 1963 to ensure all citizens benefit from the vast resources under the seabed. The
declaration was a response to Phillips Petroleum’s offer to pay the authorities USD 160,000 per month
to acquire exclusive rights over the entire Norwegian continental shelf. At that point of time, nobody
had any idea about how vast the resources were under the seabed in the North Sea. The authorities did
not accept to surrender the entire shelf to one company and rejected the offer from Phillips Petroleum.
Instead, the authorities put in place legislation to ensure the State was the landowner and that only the
government could grant licenses for exploration and production.
1.4.

Together with the establishment of a petroleum taxation regime that captures a significant

government share of the profits of petroleum extraction, the decision to ensure the petroleum
resources under the seabed remained public property, were important landmarks to keep the
petroleum wealth in the public’s and citizens’ hands.
1.5.

However, the Norwegian oil adventure has not always been bright and without failures. During

the 1970s and 1980s, Norway did as most other countries abundant with natural resources tend to do;
spending too much of the revenues too fast, causing overheating of the economy, inflation and
crowding out of non-oil tradable sector.
1.6.

During the stagflation period in the wake of the breakdown of the Bretton Woods system in

1971 and the oil price shock following the Yom Kippur war in 1973, Norway ran a countercyclical
fiscal policy in order to weather the global economic downturn. This resulted in higher economic
growth and employment than in many other countries. However, an overly expansionary fiscal policy
triggered a surge in wages and costs that spilled over to the tradable sector. It caused an appreciation
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of the real exchange rate that implied a deterioration of competitiveness of the non-oil tradable sector
and reallocation of labour and capital to the non-tradable sector.
1.7.

Subsidies were widely used to support industries exposed to international competition, but

caused at the same time a fall in productivity. The policy resulted in rapid deindustrialisation of the
non-oil tradable sector. Although Norway achieved high economic growth during this period due to
the strong performance of the petroleum sector, other export sectors, such as shipping, were built
down. Devaluation of the local currency, Norwegian kroner, took place several times between 1976
and 1986 in an attempt to regain the loss of international competitiveness, but created over time
expectations of further devaluations. A vicious spiral resulted in the loss of credibility of the
Norwegian economy.
1.8.

In the 1980s, credit liberalisation combined with interest rates set administratively lower than

the market rate boosted aggregate demand. This resulted in another period of overheating of the
Norwegian economy with fatal consequences when the oil price collapsed in 1986. Trade surpluses
turned into deficits and a tightening of the fiscal policy resulted in rising unemployment. It was the
spike in oil prices in the late 1970s and late 1980s, inflating the value of the petroleum revenues that
saved Norway from ending up with a heavy debt burden.
1.9.

Up to the mid-1990s Norway spent all its petroleum revenues. A huge part was reinvested in

the petroleum sector, which is one of the reasons why the petroleum sector after more than forty
years of existence still is the most dominant economic sector in Norway. It is expected to keep that
position for decades to come. However, an overly expansionary fiscal policy also contributed to the
lack of government savings during this period.
1.10.

Having said this, what probably makes Norway different from many other countries abundant

of natural resources is that it has learnt from its failures. In 1990, the Norwegian Petroleum Fund was
established as a fiscal policy tool to underpin long-term considerations in phasing in of petroleum
revenues into the Norwegian economy. The first allocation to the Fund took place in 1996. Together
with introduction of coordinated fiscal and monetary policy guidelines in 2001, the Fund, which
changed its name to Government Pension Fund-Global (GPFG) in 2006, has since its establishment
been an important part of a comprehensive framework for sound and sustainable management of
petroleum revenues.
1.11.

Today, the GPFG is one of the biggest sovereign wealth funds in the world, amounting to 4,397

billion NOK, equal to USD 733 billion1. The GPFG has two objectives. It acts as a short- and mediumterm stabilisation mechanism. By enabling separation of government revenues and expenditures, it
makes the domestic economy less vulnerable to external shocks in international oil prices. The GPFG
has also the objective to act as a tool for long-term wealth accumulation for future generations.
1

As of 1 July 2013.
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1.12.

In addition to the establishment of the GPFG, a key cornerstone of government policy has been

the transparency requirements embedded in the petroleum revenue management framework.
Frequent public reporting, independent audits and extensive dissemination of information of the
revenue flows and the management of the financial savings have been important measures to provide
transparency and enable all citizens to hold the government accountable for the management of the
wealth. Joining the Extractive Industries Transparency Initiative (EITI), as the only OECD country so
far, was a significant step for Norway to emphasise the importance of transparency in the management
of the petroleum revenues.
1.13.

Many resource-rich countries have failed to use the unique opportunity given by nature to

promote economic growth and provide prosperity for its people. Some countries are poorer today
than before natural resources were discovered because of the way the resources have been managed
or used. Other countries have set revenues aside for the purpose of savings, but have depleted the
funds by investing them in risky assets or otherwise managed them poorly. While every single
resource-rich country has to find its own model for managing natural resources, lessons can be learnt
from the Norwegian experiences and may support the design and implementation of an appropriate
framework in other countries.
1.14.

There are three key elements in a strategy for long-term sustainable economic development in

resource abundant countries. Firstly, a Sovereign Wealth Fund (SWF) should be established as a tool
for prudent fiscal policy management acting both as a short- and medium-term stabilisation and a
long-term savings mechanism. The SWF must be based on good governance principles, such as
transparency, accountability and broad based political consensus. This prevents mismanagement and
builds trust and confidence to the management of the mineral revenues.
1.15.

In Norway, the GPFG is a key cornerstone of the petroleum revenue management framework.

Norway’s experiences support the view that the SWF should be a financial savings mechanism only
and spending of natural resource revenues take place through the budget. This implies that the SWF
should be an integrated part of a comprehensive budget process. Moreover, the SWF should have clear
articulated objectives that are widely disclosed and disseminated. Also, clear division of duties and
responsibilities between the entities involved in the management of the SWF is important.
1.16.

Secondly, it is paramount to establish a comprehensive fiscal framework with rules and/or

guidance on the use of natural resource revenues to strike the right balance between spending and
saving. This balance is subject to several factors. The need for building an economic buffer against
short-term volatility in the natural resource revenues and savings for the future is one important
factor. This should be balanced against the need for domestic investments in health, education and
infrastructure to promote economic development, which particularly should be emphasised in
developing countries.
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1.17.

Fiscal expenditure must, however, take into account the economy’s ability to absorb additional

spending and the government’s capacity to select, implement and monitor domestic investment
projects in a manner that prevents poor project management and waste. International experience
shows that these factors are often underestimated. Striking the right balance between spending and
saving would also be subject to the size of the petroleum resources as share of GDP, i.e. spending more
upfront if the resources are vast, and less if the resources are temporarily and may run out shortly.
1.18.

A fiscal policy rule is a useful tool to strike the right balance between spending and saving and

can be designed and integrated into a comprehensive fiscal framework in different ways (see para 4.54.19). There is also a need to coordinate fiscal and monetary policies to ensure that they support each
other and target mutually consistent objectives.
1.19.

Finally, it requires strong focus on policies for developing the non-mineral sector and

diversifying the domestic economy. Policies must be in place to ensure that mineral revenues are used
to promote economic growth and provide a solid basis for further economic development when the
mineral resources are depleted. Equally important are measures to improve the business climate that
may stimulate growth in the non-mineral sector.
1.20.

A sound revenue management framework facilitates the management of mineral revenues and

fiscal discipline. However, successful management requires political commitment to abide by the fiscal
policy rule and other provisions of the framework. This is probably the reason why introduction of
fiscal policy rules and SWFs in many developing countries have proven ineffective.
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2. Introduction
2.1.

This paper presents best international practices with respect to natural resource management.

It shares information about how Norway has organised its management framework of the petroleum
sector and highlights Norwegian experiences and lessons learnt over the last 40 years of petroleum
operations on the Norwegian continental shelf.
2.2.

Section II gives an overview of economic policies that are often regarded best international

practices of natural resource management. The section has a twofold purpose. Firstly, it seeks to
elaborate on the challenges that resource-rich countries are facing and why so many of these countries
have failed rather than being successful in turning ample natural resources into economic and social
development. This phenomenon is commonly known as the natural resource trap, natural resource
curse or paradox of plenty. Secondly, the section presents policies that support short and medium
term macroeconomic balance, long-term sustainability and sound natural resource management. It
highlights both issues related to fiscal, monetary and structural policies as well as sovereign wealth
fund management.
2.3.

Section III outlines the Norwegian experiences of managing its petroleum resources and how

Norway has been able to turn vast resources into long-lasting economic benefits. It focuses both on
how the petroleum resources have been managed, how fiscal and monetary policies have been
designed, implemented and coordinated and key features of Norway’s Sovereign Wealth Fund, the
Government Pension Fund-Global (GPFG). It includes a description of key governance principles, the
organizational structure and investment policies of the GPFG.
2.4.

Finally, section IV emphasises how other countries abundant with natural resources can

benefit from the experience and lessons learnt by Norway and describes principles and practices that
are key to abide by in order to ensure natural resources become a blessing rather than a curse.
2.5.

The appendices contain information about generally accepted principles and practices for

sovereign wealth fund management, commonly known as the Santiago Principles, together with an
overview of SWFs worldwide and their key features.
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Section II – Best International Practices
3. Challenges faced by resource rich economies
Revenues from natural resources provide a unique opportunity to enhance investments in human and
physical capital, build up economic buffers to weather external shocks and save for the future.
Nevertheless, for many countries natural resources have become a curse rather than a blessing. This
chapter outlines the challenges in managing natural resources and seeks to explain why natural
resources in many countries have been an impediment rather than a stimulus to economic development.
3.1.

Natural resources are a gift from Mother Nature and provide vast opportunities for economic

development, if managed well. The resources in the ground can be transformed into financial or
physical assets and support long-term economic development. They may provide lasting benefits for
the citizens and contribute to rapid, sustained and broad-based economic and social development by
financing crucial investments in infrastructure (roads, power generation, sanitation) and human
capital (education, health), which further increase the growth potential of the economy.
3.2.

However, the opportunities that natural resources provide are often missed. Sachs and Warner

(1995) show that economies with a high ratio of natural resource exports to GDP in 1971 (the base
year) tended to have low growth rates during the subsequent period 1971-89. This negative
relationship holds true even after controlling for other variables found to be important for economic
growth, including initial per capita income, trade policy, government efficiency and investment rates.
The survey included 97 developing countries and found a negative correlation between GDP per capita
growth and the share of natural resource export relative to GDP. This suggests that economies with
abundant natural resources tend to grow less rapidly than natural-resource-scarce economies.
3.3.

This conclusion is underpinned by anecdotal evidence, in particular in Africa. GDP per capita in

Nigeria fell in absolute terms during the oil boom period between 1970 and 2003 despite export sales
of oil valued hundreds of million of US dollars. Cameroon, Angola and Algeria are other examples of
countries that have poorly managed their resources, often with strife, conflicts and corruption as
outcome rather than prosperity and economic growth.
3.4.

In order to turn natural resources into sustainable development for the benefit of the country

and its citizens, it is important to understand the challenges of natural resource management. By
nature, natural resources are exhaustible. Minerals are a finite, non-renewable resource that ultimately
will be depleted. Exploration activities can result in new discoveries that may increase the known
reserves, but do not change the total assets in the ground. Likewise, introduction of new technology
can improve the recovery rate and hence increase the total production. Those activities make it
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possible to exploit more of the resources in the ground, but do not increase the total resources
available. Once they are depleted they are gone forever.
3.5.

Extraction of natural resources is basically a transfer of wealth, from wealth in the ground to

financial assets. A country has not become richer, unless it is able to transform the resources into
increased production capacity and economic growth. Hence, it is key to ensure that the assets are
invested properly so that depletion of natural resources is fully offset by an increase in other asset
classes, diversifying the domestic economy and providing benefits for both current and future
generations.
3.6.

Revenues from natural resources are highly volatile. Natural resource-rich countries are more

vulnerable to external economic shocks than other countries. These shocks are normally transmitted
to the domestic economy through the balance of payments and the government budget. Natural
resource-rich countries, in particular in the developing world, are highly dependent on these
resources. In some cases, e.g. Timor-Leste and South Sudan, natural resource revenues account for as
much as 90-98 per cent of total government revenues.
3.7.

External shocks may arise both from changes in prices and production. Prices on natural

resources are highly volatile and unpredictable, compared to for example prices on manufactured
goods. Over the last 15 years, oil prices have varied between USD 11 and USD 144 per barrel. During a
period of six month from July 2008 to January 2009 the daily oil prices dropped from USD 144 to USD
33 per barrel. For those countries highly exposed to international oil prices, such price changes imply
huge external shocks with significant repercussions on the domestic economy. Macroeconomic
planning under such circumstances is extremely challenging and measures have to be taken to insulate
the domestic economy from the volatility in prices.
3.8.

According to the 2013 Annual Energy Outlook, the US’ Energy Information Administration

assumes the benchmark oil price, West Texas Intermediate (WTI), measured in 2011 prices, to be USD
235 per barrel in 2040 in its high price scenario, whereas its low price scenario suggests USD 73 per
barrel. This illustrates the uncertainty of future oil prices. Other mineral prices are also subject to high
volatility. Copper prices dropped from more than USD 8,000 to less than USD 3,000 per tonne in 2008,
while subsequently rebounding to USD 10,000 per tonne in 2011.
3.9.

Production may also be subject to uncertainty, although in most cases countries have better

control of production than of prices. However, production may vary from year to year, and planned or
unplanned shutdowns may affect revenues. The production profile for oil and gas tends to have a
skewed bell shaped pattern reaching a peak relatively early in the production cycle and facing
thereafter a gradually decline. Spending petroleum revenue as you go, following the shape of the
production profile, may expose the economy to declining revenues and a significant contraction of
public expenditures.
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3.10.

Government revenues from natural resource extraction have a different impact on the domestic

economy than other tax revenues. Ordinary tax revenues reduce households’ disposable income and
thus the purchasing power of the private sector. When tax revenues are used to fund public services
and/or redistribute income, in general it has a near zero-sum-effect on aggregate demand, provided
that the import weights for government and private sector spending are similar. Spending natural
resource revenues, however, has an expansionary impact on the economy as revenues are injected
into the economy without reducing the purchasing power of other sectors.
3.11.

Natural resource revenues influence the real value of the currency and have an adverse impact on

the non-mineral tradable sector. Natural resource extraction triggers an inflow of foreign currency
resulting in an increased demand for local currency, provided that not all revenues are spent on
imported goods. If the exchange rate is fixed, the money supply increases, and domestic demand
pushes up domestic prices, resulting in a real exchange rate appreciation2. Under a flexible exchange
rate regime, increased demand for local currency would drive up the price of the currency, resulting as
well in a real appreciation of the currency. Real appreciation of the currency weakens the international
competitiveness of the non-mineral tradable sector causing a drop in demand and employment.
3.12.

Moreover, the non-mineral tradable sector is also affected by public demand. Increased public

expenditures, deriving from the resource revenues, result in a boom in the non-tradable sector driving
up wages and other costs. This would spill over to the tradable sector, but since the prices of the
tradable sector are set internationally, it will weaken the international competitiveness and over time
shrink the size of the non-mineral tradable sector.
3.13.

In countries where natural resources will not be depleted within a reasonable planning

horizon, these structural changes of the economy are unavoidable to some extent and reflect the
nature of the economy. In these cases it may make economic sense to spend a bigger share of natural
resource revenues, even if it depresses the non-mineral tradable sector. The adjustment should,
however, take place gradually over time to minimize the social costs deriving from any structural
changes of the economy.
3.14.

Natural resources are exhaustible and generate temporary revenue. If the non-mineral

tradable sector is built down, the economic transition to an era without natural resources may be
rather painful. This is what the Netherlands faced during the 1960s in the wake of the discovery of the
North Sea natural gas. Increased public spending caused downscaling of the manufacturing sector and
resulted in a severe economic crisis when the Netherlands ran out of gas revenues. The crowding out
of the manufacturing sector caused by natural resource revenue spending is widely known as the
Dutch disease.

2 The

real exchange rate is the value of a country’s currency relative to another country’s currency adjusted for the different
price level.
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3.15.

Structural policy3 tends to be neglected in resource-rich economies. Attention is often drawn

towards spending the natural resource revenues rather than focusing on how to stimulate the nonmineral sector of the economy. Rent-seeking behaviour, in an attempt to obtain economic benefits
from natural resource revenues, rather than focusing on efficient use of the resources available in the
economy, may hamper long-term economic growth.
3.16.

Capacity constraints and bottlenecks in the economy make it challenging to efficiently transform

natural resource revenues into productive investments and lasting benefits. This is particularly the case
in economies where the inflow of revenues is very significant as share of GDP, the need for
development is urgent, expectations are high and the absorptive capacity is limited. In many resourcerich developing countries public institutions and capacity are weak, there is a lack of adequate legal
framework to ensure effective revenue collection and budget management, procurement processes are
inefficient and not transparent, and the ability to appraise, implement and monitor investment
projects is limited. This may result in mismanagement, waste of resources and corruption. In order to
spend natural resource revenues wisely, sufficient capacity within the government is required to
ensure that productive investment projects are designed, selected and properly implemented and
monitored.
3.17.

As this chapter shows, natural resource-rich countries face a number of challenges. If

overcome, abundance of natural resources provides a huge opportunity for long-lasting benefits for in
particular developing countries.

Structural policy focuses on measures to improve the efficiency and growth potential of the economy. These policies often
include improving the legal and regulatory framework, abolishing disincentives to save and invest, reducing bureaucracy,
streamlining tax policy and other measures that ease establishing new businesses and ensuring effective use of available
resources.

3
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4. Sound economic policies for long-term development
Promoting rapid, broad-based and sustainable economic growth and development in countries abundant
with natural resources requires a stable macroeconomic environment. Economic policy must ensure
short- and medium-term stabilisation and long-term fiscal sustainability. This should be combined with
an efficient fiscal regime in the mineral sector and growth-enhancing investments to develop the nonmineral sector. This chapter summarizes key aspects of these policies and how they can be implemented.

Establishment of savings and stabilisation mechanism(s)
4.1.

Establishing savings and stabilisation mechanism(s), e.g. in the form of a SWF, is an important

step to support the implementation of sound fiscal policies. As natural resource revenues tend to be
volatile and instigate macroeconomic instabilities if public expenditures are boosted during periods of
high commodity prices or production, and vice versa, a share of the revenues should be saved in a
SWF. This would smoothen out spending over time and ensure macroeconomic stabilisation in the
short- and medium-term. At the same time, the SWF could act as a long-term savings instrument,
providing for fiscal sustainability and enabling also future generations to benefit from the natural
resource revenues.
4.2.

Establishing a SWF would enhance the transparency and credibility of fiscal policies and

visualize the share of mineral revenues that is saved. In addition, allocating revenues to a SWF makes
it possible to maximize the return of the funds subject to the stated investment policy.
4.3.

A SWF must be an integrated part of the government’s budget framework, and withdrawals

from the SWF should only take place to the budget. Whereas the SWF invests its savings abroad, any
domestic spending, whether it is recurrent or capital expenditures, should be determined within the
budget process by the parliament. No off budget spending or earmarking of specific expenditures
bypassing the budget process should be allowed.
4.4.

Best international practices for sovereign wealth fund management are further addressed in

chapter 5.
A comprehensive fiscal policy framework
4.5.

The volatility, uncertainty, and exhaustibility of resource revenues pose severe challenges for

the design of appropriate policies for countries abundant of natural resources (see para 3.6-3.9).
Analysis by the IMF shows that the volatility of total public expenditures in natural resource-rich
developing countries is over 60 per cent higher than in comparators4. Although fiscal policy in these
countries has become less pro-cyclical over the last decade, policies creating “boom and bust” cycles
still occur. It is challenging to balance short-term fiscal stability with long-term sustainability, while
4

International Monetary Fund: Macroeconomic Policy Frameworks for resource-rich developing countries, August 2012.
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sufficient resources are allocated for developing the non-mineral sector taking into account limitations
of the absorptive capacity of the economy. This requires a sound framework to guide fiscal policy.
4.6.

The framework should be designed with the aim of de-coupling mineral revenues from public

expenditures, ensuring the fiscal policy contributes to short- and medium term stabilisation. When
international mineral prices rise, giving a spike in mineral revenues, excess revenues should be saved,
and vice versa. Temporary drops in mineral revenues imply drawn downs of savings already
accumulated. When the economy is booming, spending of mineral revenues should be held back
whereas additional spending could take place during recessions. Such fiscal policy would smoothen
out public spending across the business cycle, making the economy less vulnerable to external shocks.
4.7.

At the same time, the fiscal policy framework must acknowledge the fact that mineral revenues

are finite and exhaustible. Thus, it should also provide for long-term savings that can benefit future
generations, bearing in mind that increased mineral revenues is a result of reallocation of wealth, from
minerals in the ground to financial assets.
4.8.

A fiscal policy rule is the cornerstone of an efficient fiscal policy framework. The purpose of a

fiscal policy rule is to establish an agreed framework for the spending/saving decision of natural
resource revenues in the short-, medium- and long-term. The fiscal policy rule will “tie the hands” of
the policy-makers and increase the discipline of the decision-making process.
4.9.

In addition to a fiscal policy rule, a comprehensive fiscal policy framework should also

comprise appropriate economic indicators that measure the fiscal stance, i.e. whether fiscal policy has
an expansionary, neutral or contractionary impact on the economy, and the long-term sustainability of
the fiscal policy. This requires availability of statistical data, long-term economic models and the
capacity to translate the forecasts into short- and medium-term fiscal policy. A SWF and sound public
financial management systems that enable transparent collection, management and spending of
natural resource revenues are also essential. Emphasis should in particular be on the capacity to
appraise, select, implement and monitor investment projects as well as to manage the revenue stream
deriving from mineral revenues and any reserves that are built up.
4.10.

Designing the fiscal policy framework requires that country specific conditions are taken into

account. Such conditions may include:
•

the net present value of future expected mineral revenues,

•

long-term fiscal sustainability,

•

short and medium-term stability (or internal and external macroeconomic balance),

•

need for domestic investments and economic development,

•

the economy’s absorptive capacity and

•

the government’s ability to select, implement and monitor domestic investments projects.
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4.11.

The exact balance between the elements above must reflect the characteristics of the economy.

For example, the more mineral resources a country has and the longer the resources are expected to
last, the bigger share of the revenues received could be spent (ceteris paribus). A balance must be
struck between the need to accumulate savings for the future and to support economic development
through growth-enhancing investments.
4.12.

Developing or lower middle-income countries with ample mineral resources may initially put

less emphasis on long-term fiscal sustainability and more on scaling up growth-enhancing
expenditures than developed countries such as Norway. On the other hand, potential institutional or
absorptive constraints in these countries might hamper the economic return of domestic investments,
and suggests that investments should be smoothed out over time in order to avoid wasteful
expenditure and high inflationary pressures.
4.13.

International experience shows that many countries have underestimated the adverse impacts

of high government expenditures on the domestic economy, including overheating, inflation or more
generally the Dutch disease. They have also overestimated the capacity and ability to implement
development projects effectively without causing adverse impacts on the economy or waste of
resources.
4.14.

The design of the fiscal policy framework should be guided by long-term fiscal sustainability.

Basing fiscal policy on the Permanent Income Hypothesis (PIH)5 is one way of ensuring long-term
sustainability. The weakness is that while it protects the overall wealth of the country, it does not
necessarily maximise it. In developing countries, spending more than implied by the PIH may be
adequate to fight poverty, and improve human and physical capital. This may raise the economic
growth of the non-mineral sector and contribute to amplifying the fiscal space in the future and
thereby maximizing total national wealth.
4.15.

Also, basing fiscal policy on a strict PIH approach raises other challenges. Long-term revenue

forecasts and estimates of total mineral resource wealth are highly uncertain and volatile and to a
large extent subject to assumptions applied in the calculations. International good practice requires a
consistent and transparent methodology to forecast mineral revenues and wealth. There is also a risk
that the estimates and assumptions applied be manipulated in order to provide artificial scope for
government spending. However, establishing external supervision mechanisms can mitigate these
risks. For example, in Timor-Leste where the fiscal policy rule is based on PIH, the Petroleum Fund
Law requires the government to hire an independent auditor to certify the methodology and the
calculations of the revenues and wealth, and report their findings to the parliament.

PIH implies that the annual spending of mineral revenues should equal the real return on the mineral wealth leaving the
real value of the wealth unchanged. Thus, equal withdrawals may take place in perpetuity.

5
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4.16.

Frontloading public expenditures to provide scope for growth-enhanced investments requires

a modification of the PIH rule. Designing a fiscal policy framework based on modified PIH is, however,
more challenging as the outcome is subject to several factors, including the capacity to select and
implement projects with the highest socio-economic return (rather than “white elephants”) and
potential bottlenecks and constraints in the economy that may deteriorate the economic impact extra
spending might have (i.e. the Dutch Disease). Choosing an appropriate fiscal policy rule taking these
factors into account requires a comprehensive analysis of the economic impact of fiscal spending.
4.17.

A fiscal policy rule can be formulated in various ways. It can either be a rigid numerical rule,

with or without scope for deviation in the short term, the former which is the case for example in
Norway (see para 7.6-7.13), and Timor-Leste. A numerical rule can be designed in various ways.
Whereas a debt rule sets a ceiling for public debt in per cent of GDP, a budget balance rule limits the
overall or current budget balances. An alternative approach is to limit either the expenditure or how
much of the revenues that are spent. An expenditure rule can either restrict the current spending in
absolute terms, growth rates, or share of GDP, while a revenue rule may establish various criteria for
capping the mineral revenues that can be spent annually. In some countries, such as for example
Mongolia, a combination of rules is applied.
4.18.

A fiscal policy rule can also take the form of a non-numerical guideline, which provides an

agreed procedural framework to facilitating the spending/savings decision. This guideline typically
outlines requirements and procedures for preparing the government budget and deciding on the fiscal
policy stance. This may include a medium-term fiscal framework submitted to the parliament with
forecasts of key economic variables and multi-year public expenditure estimates, which specify the
annual allocation of mineral revenues for spending and savings respectively over the medium term.
4.19.

Regardless of the institutional framework, successful management of mineral revenues

requires political commitment to implement the fiscal policy framework, as agreed. A fiscal policy rule
may to some extent impose fiscal discipline if adhered to. However, compliance with the fiscal policy
framework, once adopted, is paramount. Although building in some flexibility in case extraordinary
events occur that require deviations from the fiscal policy rule in the short term may be wise, if this
flexibility is misused it may undermine the entire framework and lead to unsustainable policies.
Hence, before a fiscal policy rule is adopted it is important that the policy makers fully understand the
framework and its impact on medium-term fiscal policy. The fiscal policy rule should be kept as simple
and intuitive as possible to ensure that it is broadly understood and policy makers can be made
accountable for any breaches of it.
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A fiscal regime6 providing a reasonable share of government revenues
4.20.

Successful management of natural resources requires a transparent, equitable and efficient

fiscal regime. A fiscal regime has a threefold purpose; 1) to maximize the total value of the natural
resources, 2) to attract foreign investments and 3) to ensure a reasonable government take.
4.21.

There are two main types of fiscal regimes. Concessional systems normally comprise of

schemes where royalties and/or taxes with licensing of areas play an instrumental role, where as
contractual systems are based on exploration and petroleum sharing agreements. According to an IMF
study7, concessional systems dominate in mining whereas for oil and gas, both systems are common.
Some countries use a combination of these systems. Whereas the government share in petroleum
producing countries is around 65-85 per cent, the IMF study suggests that in mineral-rich countries
the government share is around 40-60 per cent.
4.22.

A fiscal regime in a natural resource abundant country should be flexible, neutral and stable8.

A well-designed fiscal regime supports macroeconomic stability by providing predictable and stable
tax revenue flows. It also captures a greater share of the revenues during periods of high natural
resource prices. Furthermore, it should promote neutrality and encourage economic efficiency,
avoiding distorting effects, such as disincentives and sub-optimisation. From a government
perspective, it should provide for government revenues during the early years of production.
4.23.

A fiscal regime must be tailored to country specific circumstances. According to the IMF study a

combination of royalties and mineral taxes seem to be most attractive for most mineral-rich countries.
A hybrid of royalties and taxes ensure that some revenues arise at the start and early in the production
phase and that the government revenues rise with increase in commodity prices or reduced
operational and capital costs.
4.24.

Where royalties are the main measure to collect government revenues, the fiscal regime tends

to be more complex because there is a need for designing it in a way that also takes into account the
profitability of the project. Hence, in most fiscal regimes corporate income tax (CIT) is a core
component. The CIT ensures that the extractive industry is taxed at corporate level as in other sectors.
In some cases, a higher than standard CIT rate is used whilst in other cases a separate income tax
regime addresses sector-specific issues (e.g. a specific resource rent tax in addition to CIT). The latter
is the case in Norway, where petroleum taxation is based on ordinary business taxation rules.
However, in order to capture the resource rent, a special tax of 50 per cent is introduced and adds on
top of the ordinary income tax of 28 per cent, resulting in a marginal tax rate of 78 per cent.

Whereas the fiscal policy framework is designed to determine the level of public expenditures, i.e. the spending of mineral
revenues, the fiscal regime is the legal framework that enables the government to receive its due share of natural resource
revenues.
7 IMF: Fiscal Regimes for Extractive Industries: Design and Implementation (2012).
8 World Bank Report no. 123 (2007).
6
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4.25.

Some countries use active state ownership to secure additional government revenues from

profitable projects (see para 6.15 about the State Direct Financial Interest in Norway). Although state
ownership may be beneficial for capturing the resource rent, there is also a risk that it results in
mismanagement, corruption and waste of resources. This may particularly be the case in countries
with lack of transparency and accountability and ineffective management of state owned enterprises.
Capturing a reasonable share of the resource rent in these countries will be more effectively secured
by a combined royalty and tax regime.
Focus on the non-mineral sector
4.26.

Development of the non-mineral sector is essential to ensure sustainable economic

development in natural resource-rich countries, but is often neglected (see para 3.15). This is
particularly important in those countries where natural resources may run out in the near future.
Appropriate measures should be implemented to establish a good business climate in order to
improve the ease of doing business and support growth in the private sector. These measures may
include removing hinders for starting new businesses and cumbersome bureaucracy, implementing an
efficient tax policy and strengthening legal institutions, land and property rights.
4.27.

In a long-term perspective the ability to utilise all resources, regardless of whether natural

resources, physical, financial or human capital, will determine the welfare of the country. In Norway,
with abundance of petroleum resources and where petroleum production is estimated at about one
quarter of the total GDP, petroleum is estimated to account for only 4 per cent of the total national
wealth. The single most important factor that contributes to the nation’s wealth is human capital,
which accounts for 81 per cent of the total national wealth9.
4.28.

This implies that it is crucial to retain focus on the economic development of the non-mineral

sector in resource-rich economies. Development and application of new technology and products
together with new ways of organising businesses are key factors to increase productivity and welfare.
Transparency and accountability
4.29.

Although money is fungible, separating the collection, management and use of mineral

revenues eases the reporting and auditing of the revenues and increases transparency and
accountability.
4.30.

To enable maximum transparency, many countries have established separate mineral revenue

accounts where all mineral revenues are received and accounted for. These accounts are normally in
foreign currencies overseas to avoid Dutch disease effects. The extractive companies are paying taxes,
royalties and other payments due to the government directly to these accounts, if payments are made

9

Report no. 12 (2012/13) to the Storting: Long-term Perspectives of the Norwegian Economy.
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in international currencies, or to a domestic Treasury account, if payments are made in local
currencies, with immediate transfers to the mineral revenue account overseas.
4.31.

The mineral revenue account may either be a funnel account, where revenues are further

transferred to the Consolidated Fund for budget funding or to a SWF for savings based on
predetermined rules and procedures, or it can act as a SWF. The latter is the case for example in
Timor-Leste where the extractive companies are paying taxes and royalties directly into the Petroleum
Fund held by the Central Bank of Timor-Leste with the Federal Reserve Bank of New York.
4.32.

Best international practice suggests quarterly reporting and public disclosure of information of

the mineral revenues with annual auditing of the accounts and revenue streams by independent
auditors. Although separated from other government revenues, mineral revenue management should
be closely integrated with the general public financial management framework to ensure the
government is accountable for these accounts alongside other government accounts. This ensures that
transfers are made directly to the Consolidated Fund avoiding any off budget spending or earmarking
of revenues for specific purposes outside the budget process.
4.33.

Many developing countries have joined the Extractive Industries Transparency Initiative (EITI)

in order to strengthen governance by improving transparency and accountability in the mineral sector.
The EITI is a global standard that promotes revenue transparency and that has a robust and flexible
methodology for monitoring and reconciling company payments and government revenues at the
country level. The EITI process involves participants from the government, extractive industries and
civil society. An independent reconciliation of payments made by the extractive industry and the
corresponding amounts received by the government through a multi-stakeholder process, with
extensive requirements for disclosure and dissemination of information, contributes to transparency,
accountability and good governance. It also improves the investment climate and the trust and
confidence to the management of the mineral sector.
4.34.

With the most recent changes in the EITI reporting, adopted in May 2013, the scope of this

initiative has expanded beyond the standard revenue reporting. Now, EITI reporting is required across
the entire value chain, including reporting on production data, licensing information and state
ownership. EITI countries are also encouraged to disclose all contracts and licenses and to provide an
overview of beneficial ownership, i.e. who are the ultimate owner of the companies involved, including
the network of subsidiaries of state-owned companies and transit payments. The objective is to
strengthen the reporting requirements in order to prevent corruption and mismanagement of the
resources in the ground as well as the mineral revenues.
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5. Best international practices for sovereign wealth fund management
Many resource-rich countries have established SWFs as a fiscal management tool to support short- and
medium-term stabilisation and long-term savings. This chapter outlines the key characteristics, policies
and management practices of these SWFs.
Key characteristics
5.1.

There is no universal definition of a SWF, but it is often defined as a state-owned pool of money

created for macroeconomic purposes. SWFs are holding, investing and managing assets in line with
predetermined investment strategies, in order to achieve financial objectives. According to good
international practice, SWFs mainly invest in financial assets abroad.
5.2.

Revenues typically derive from a country’s budgetary surplus and are kept overseas to avoid

any adverse impact on the domestic economy (see para 3.11-3.14). Investments in the international
financial market may preserve or increase the value of the funds through generation of investment
return.
5.3.

The revenues may origin from large natural resources (e.g. Norway, Chile, Timor-Leste,

Botswana, Trinidad & Tobago, Abu Dhabi, Kuwait, Kazakhstan, Azerbaijan and Russia) or other fiscal
sources e.g. proceeds from property sales, privatisation of public corporations or other sources that
have generated budget surpluses (e.g. Singapore, Korea, New Zealand and Australia). It may also have
derived from excessive foreign reserves not deemed necessary to support monetary policy and
thereby transferred from the central bank to the government (e.g. People’s Republic of China).
5.4.

SWFs are savings held by the government, opposite to foreign reserves that are the assets of

the central bank. In many cases the central banks are managing the SWFs on behalf of the government
and separate SWF from foreign reserve management, e.g. by establishing independent units. Typically,
SWFs have a different investment horizon and investment policy (long-term, more riskier assets) than
foreign reserves (short-term, highly liquid). In other cases, an independent investment authority is
established to manage the SWF on behalf of the government.
5.5.

The SWF is in most cases regarded as either a stabilisation and savings vehicle or both.

However, some countries have given domestic investment responsibilities to the SWF. This is for
example the case in Russia, Azerbaijan, Malaysia and Angola (see Appendix 2).
5.6.

SWFs normally have no specific pension liabilities. Pension funds with a liability side are

normally not defined as a SWF. However, in some cases SWFs are supposed to cover future public
expenditures that to a large extent may entail pension expenditures, and in some cases are named a
pension fund (e.g. Norway’s Government Pension Fund-Global, Australia’s Future Fund, New Zealand
Superannuation Fund). This is particularly the case in countries with an ageing population.
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Policies and practices
5.7.

Four key aspects should be carefully contemplated for the design of a SWF: 1) objective (see

para 5.8-5.10), 2) governance structure (para 5.11-5.14), 3) investment policy (para 5.15-5.21), and 4)
transparency/accountability mechanisms (para 5.22-5.26).
5.8.

A SWF is an integrated part of the fiscal policy framework in resource-rich economies as

described in chapter 4 (see para 4.3 and 4.5-4.19). The key objectives of a SWF are normally 1) to
stabilise the economy and provide a buffer against volatility in the international oil or mineral prices
or other external shocks, and/or 2) to save revenues for future generations. Using the SWF as a savings
vehicle is particularly important in countries with rapidly depleting natural resources in order to
ensure long-term economic and fiscal sustainability.
5.9.

These objectives can be achieved either through a single fund (e.g. Norway, Timor-Leste,

Kuwait, Qatar, United Arab Emirates) or a model where the SWF comprises two or more sub funds
(e.g. Chile, Ghana, Russia, Trinidad & Tobago) with each sub fund having specific objectives. In those
cases where there is only one fund, the SWF has normally a dual purpose; comprising both
stabilisation and wealth accumulation, as specified in the fiscal policy rule.
5.10.

The SWF should invest the mineral revenues in the international financial market and channel

any domestic spending through the national budget, preferably for investments in human and physical
capital. Best practice suggests that domestic spending shall take place through the budget and that
SWFs should not have any direct spending objectives other than providing funds to the general budget.
Hence, off budget spending, multiple budgets or earmarking of revenues to certain priorities allocated
outside the ordinary budget process should not be accepted. It complicates macroeconomic
management as it makes it more difficult to assess the overall fiscal stance, and it makes the
management of mineral revenues less transparent. Other means, such as domestic investment
agencies and/or public enterprises should rather be considered as a supplement to projects and
programs implemented by line ministries. These institutions, if established, should be funded by the
general budget. A clear division between the SWF as a savings vehicle and other funds/institutions
pursuing domestic investments with the purpose of national building is required.
5.11.

The owner of the SWF is normally the Ministry responsible for finances on behalf of the

government and ultimately on behalf of the citizens. The owner determines the risk/return profile and
the overall investment policy of the SWF and gives general instructions/guidelines to the entity
assigned the responsibility for the day-to-day operations of the fund, often called the operational
manager, as to how the assets are invested and managed. Operational independence in the
management of the funds is key to ensure accountability and adequate checks and balances, and to
prevent political interference with respect to operational issues.
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5.12.

Many countries have appointed a team of financial experts that assists the owner of the SWF

and advises on all relevant issues related to the specific investment strategy and other management
issues. One option is that the team acts as an independent investment board that determines the
investment strategy in accordance with the overall investment policy adopted in the legislation or
otherwise determined by the owner of the SWF. The other option is that the team acts as an
investment advisory board that provides advice to the owner of the SWF. In the latter case, the owner
of the Fund makes the ultimate decisions on the investment strategy.
5.13.

The operational manager can either be an independent investment entity or the country’s

central bank. In many cases the country’s central bank has been chosen, as it is an existing
organisation with experience in managing the country’s foreign reserves. Although foreign reserves
and long-term investments of a SWF normally have different investment horizons and investment
strategies, there are also many similarities, which make the central bank suitable for the task.
However, a majority of SWFs has dedicated the task to an independent entity outside the government
structure, see Appendix 2.
5.14.

Whereas the owner normally determines the risk/return profile of the investments and any

other issues related to the overall management of the SWF, the operational manager is responsible for
the day-to-day management of the assets, implementing the overall policy and establishing and
maintaining risk management systems. The operational manager appoints a custodian and may
appoint specialised external investment managers to assist in managing the portfolio.
5.15.

The SWF’s investment policy should be clear and consistent with its defined objectives and risk

tolerance and be based on sound portfolio management principles. The SWF’s investment decisions
should aim to maximize risk-adjusted financial returns10 in a manner consistent with its investment
policy. Also, the investment policy must correspond with the overall objectives of the SWF, i.e. the
need for liquidity and the objective of pursuing long-term return. Best international practice suggests
that investment decisions should not be subject to other than economic and financial considerations.
5.16.

SWFs should be invested in the international financial market until the assets are transferred

to the budget for spending in order to contain domestic demand and avoid Dutch disease (see para
3.11-3.14). Also, assets invested in the international financial market are expected to gain higher
financial return.
5.17.

In most cases, SWFs are invested in accordance with pre-determined benchmarks established

by the owner of the SWF. The investment policy may also include specific risk measures, e.g. to what
extent the portfolio can deviate from the pre-determined benchmark with the aim of achieving

10 Investment risk is the uncertainty of investment return, often measured as short-term volatility. According to financial
theory, expected risk and expected return are interlinked. The higher the expected risk is, the higher is the expected return.
Thus, it is important to strike the right balance between risk and expected return and avoid undue risk taking.
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additional return (active management). A key principle in portfolio management is diversification, i.e.
investing in a range of assets or asset classes with different risks, returns and correlations in order to
minimise non-systematic risk. A well-diversified portfolio is associated with lower overall risks than a
portfolio with few, but larger investments, at a given specific expected return.
5.18.

In many recently established SWFs, the investment policy, including the investment universe

(i.e. eligible asset classes and instruments), is specified in the legislation or otherwise determined by
the parliament, e.g. by consenting to proposals submitted by the Executive, making it responsible for
defining the appropriate risk level and asset classes.
5.19.

In other cases the appropriate risk level is not included in the legislation, but rather left to the

Executive to be included in regulations or management agreements between the owner of the SWF
and the operational manager. In these cases the investment (advisory) board advises the Executive on
the appropriate risk level and investment policy.
5.20.

Some SWFs are solely invested in cash deposits and debt instruments in order to minimise

investment risks, whereas other SWFs have included a broader range of asset classes in the portfolio,
including equities, real estate, private equities, hedge funds and alternative investments with higher
risk and expected return. Also, for many SWFs the investment policy includes minimum credit rating
requirements, provisions for use of derivative instruments etc.
5.21.

Managing a portfolio consisting of international assets requires capacity and skills. In many

countries, these skills must be developed and the investment policy adapted to existing experience and
capacity. A strategy several funds have chosen is to establish a conservative investment policy from
the outset, and including more risky assets while experience and capacity is developed.
5.22.

Frequent disclosure of information is important to build confidence and trust in the

management of the SWFs, both domestically and in those countries where the financial investments
take place. It is common that the operational manager presents quarterly public reports on the
performance of the SWF, the in- and outflows and any other issues related to the operational
management. In addition, the owner of the SWF prepares an annual report that in many cases are
submitted to the parliament and made public.
5.23.

In Timor-Leste an oversight mechanism, the Petroleum Fund Consultative Council, is

established with representatives from civil society, business community, the church and former
presidents and prime ministers. The Consultative Council assesses the government’s management of
petroleum revenues, the performance of the Petroleum Fund and other relevant management issues as
seen fit, reports to the parliament and provides general advise on the overall petroleum revenue
management framework. The Consultative Council plays an important role in disseminating
information within the parliament and in the society at large. Every year the Council organises a range
of outreach activities throughout the country to build capacity and share knowledge.
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5.24.

Adhering to the Santiago principles is key to provide maximum transparency and

accountability. The Santiago principles, adopted in Santiago, Chile in 2008, among a group of SWFs
worldwide, are general accepted practices and principles that reflect appropriate governance and
accountability arrangements as well as the conduct of investment practices by SWFs on a prudent and
sound basis. The principles outline a set of requirements regarding information that should be made
publicly available, including the SWF objective, governance framework, investment policy, financial
information, risk management framework etc.

Appendix 1 gives an overview of the Santiago

principles.
5.25.

Audit of the relevant financial accounts and the management of the SWF is key to provide

adequate checks and balances. These audit reports should be made publicly available. In many cases
the National Audit Office audits the management of the SWF, but this can also be done by an external
independent auditor, which is often the case where the National Auditor Office either does not exist or
have the required capacity. In addition, internal audit units of the operational manager should audit
the day-to-day operations on a regular basis.
5.26.

An important measure to ensure transparency is to undertake all purchases related to the

management of the SWF in accordance with transparent and competitive procurement procedures,
including the process of hiring the custodian and external managers of the SWF.
5.27.

While SWFs have been established in many developing countries, they have often not been

successful. In particular in countries with weak institutions, lack of integration of the SWF with an
effective fiscal policy framework and lack of transparency and accountability, SWF have proven
ineffective.
5.28.

This is particularly the case if there is no political commitment or fiscal discipline to adhere to

the adopted framework. Some examples can illustrate this. After its independence in 1968 the Pacific
Island of Nauru had the highest GDP per capita in the world due to its deposits of phosphate. A SWF
was established, the Nauru Phosphate Royalties Trust (NPRT), in order to invest the revenues deriving
from the mining industry. At its peak, the SWF held investments of AUD 1 billion. However,
mismanagement, corruption and failed investments, in particular in real estate, brought the island to
the verge of bankruptcy11. In Gabon per capita income fell 45 per cent from 1980 to 2006, whereas
GDP per capita growth in Nigeria was negative during the oil boom period 1970-2003. In Cameroon
the size of the SWF was kept secret from the population and even from the government. The result was
that a large share of the funds has not been accounted for and presumed to be lost without trace.
These examples show that implementing and adhering to general practices and principles for
sovereign wealth fund management is a prerequisite for successful SWF management.

11

CIA, The World Factbook (https://www.cia.gov/library/publications/the-world-factbook/geos/nr.html)
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Section III – Norwegian experiences
6. Norway’s petroleum management framework
The petroleum sector is by far the largest industry in Norway. It has been the predominant growth sector
since production commenced in the early 1970s and has had a major impact on the overall economy for
decades. A predictable fiscal regime that captures the resource rent and gives a reasonable government
take together with a clear division of duties between the sector’s various players have been prerequisites
for the successful management of Norway’s petroleum resources.
Brief historical overview
6.1.

Petroleum was discovered on the Norwegian continental shelf in 1969 and production

commenced in 1971. The first field, Ekofisk, discovered by Phillips Petroleum still remains an
important field, and is now the largest one measured in daily oil production. Production in this area of
the North Sea is expected to last at least until 2050.
6.2.

During the 1970s gradually more blocks were awarded and the most promising areas were

explored first. This resulted in some hugely important finds, which gave a good basis for establishing
infrastructure, later tying-in smaller fields in the same area. As the knowledge and capacity of
petroleum production was limited in Norway international oil companies dominated production at the
early stage.
6.3.

In 1972 the national state owned oil company, Statoil, was established. At the same time the

government decided that the state should have a 50 per cent stake in each production licence. This
was achieved through Statoil until 1985 when the State’s Direct Financial Interest (SDFI) was
established. Together with the tax regime, the SDFI was a crucial tool to ensure a significant
government share of petroleum revenues. Although the SDFI’s share was changed in 1993 and made
subject to an assessment of each individual case, SDFI has remained important. SDFI was transferred
to a wholly state owned company, Petoro, when Statoil was partly privatized and listed on the stock
exchange in 2001.
6.4.

The petroleum taxation system in Norway is based on the rules for corporate taxation. In 1975

an additional resource rent tax was introduced to capture excess profits in the sector. The resource
rent tax is a 50 per cent profit tax that adds to the ordinary corporate income tax of 28 per cent levied
on all businesses regardless of economic sector. Thus, the petroleum tax regime in Norway gives a
marginal profit tax rate of 78 per cent.
6.5.

In order to weather the international economic crisis resulting from the breakdown of the

Bretton Woods system in 1971 and the oil price shock in 1973, Norway ran an expansionary fiscal
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policy during the 1970s. Although the policy gave short-term economic benefits in the form of high
economic growth and employment, it created significant economic imbalances, which resulted in high
cost and wage inflation. The appreciation of the real exchange rate weakened the competitiveness of
the Norwegian economy and led to deindustrialisation of the non-oil sector of the economy.
6.6.

To compensate for high inflation and deterioration of international competitiveness,

devaluations of the currency took place several times between 1976 and 1986. A vicious spiral of
devaluations and subsequent inflation resulted in the loss of credibility of Norwegian economic policy.
This trend, combined with interest rates that were set administratively below the market rate, a tax
system that allowed substantial deductions for interest payments and lack of fiscal discipline resulted
in overheating of the economy during the 1980s. Trade surpluses turned into deficits and a tightening
of the fiscal policy to fight inflationary pressures at the end of the 1980s resulted in unemployment
and a slowdown of the economy.
6.7.

For 25 years Norway fuelled government budgets with petroleum revenues. Funds were spent

both on public investments and consumption and no petroleum revenues were saved until the first
allocation to the Norwegian Petroleum Fund, formally established in 1990, took place in 199612. Since
then significant amounts have been transferred to the SWF and invested abroad in order to ensure
funds are available both for short- and medium-term economic stabilisation and long-term savings.
Key economic indicators13
6.8.

Today, 76 fields are in production on the Norwegian continental shelf. In 2012, the daily

production of oil was about 1.9 million barrels, including national gas liquids and condensate, whereas
the annual gas production totalled about 111 billion standard cubic meters (Sm3). The total production
of petroleum, including both oil and gas, is expected to increase in the future and will remain at a high
level for a long time. It is expected that forty per cent of the expected recoverable petroleum resources
have been extracted over the past forty years.
6.9.

Although oil production peaked in 2001, and has gradually declined after that, Norway is the

7th largest oil exporter and the 14th largest oil producer in the world. Gas production, meanwhile is
expected to continue to increase for years to come. Norway is the 3rd largest gas exporter in the world
after Russia and Qatar, and the 6th largest gas producer, despite the fact that Norway has only 1.6 per
cent of the world’s proven gas reserves. In 2006, Norway accounted for 30 per cent of all gas
production in Western Europe.
6.10.

More than $1,500 billion have been added to GDP since petroleum production commenced in

197114, which corresponds to more than 300 per cent of current GDP. The petroleum sector amounted
to 23 per cent of total GDP in 2012, see figure 2. During the same year, total government revenues
The SWF changed name to Government Pension Fund-Global in 2006.
Source: Facts 2013 – the Norwegian petroleum sector, Ministry of Petroleum and Energy.
14 Accumulative value creation from petroleum production from 1971 to 2012.

12
13
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from the petroleum sector was about $70 billion, which corresponds to roughly 30 per cent of overall
government revenues. The petroleum revenues derived from direct taxes, environmental taxes, area
fees, net revenue stream from SDFI and dividend from Statoil.

Figure 1: Area status on the Norwegian continental shelf per March 2012 (Source: Norwegian Petroleum Directorate)
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6.11.

Petroleum production requires substantial investments in exploration, field development,

infrastructure and processing facilities. The investments were equal to 29 per cent of Norway’s total
investments in 2012. Most of the petroleum production, and associated activities, are exported and
amounted to more than $100 billion in 2012. This was more than half of Norway’s total export value.

Figure 2: Macroeconomic indicators for Norway’s petroleum sector as of 2012 (Source: Statistics Norway)

The Norwegian fiscal regime
6.12.

An adequate fiscal regime capturing a reasonable government take is an important element of

sound economic policies in resource-rich economies (see para 4.20-4.25). The Norwegian fiscal regime
comprises of a combination of petroleum taxes, direct state owned interests, dividend from the partly
state owned oil company, environmental taxes and some minor fees and charges. Petroleum taxes
provide about 60 per cent of the total petroleum revenues in Norway, whereas the state owned
interests and dividend contribute to about 39 per cent.
6.13.

The main source of revenue is petroleum taxation, which consists of a general corporate

income tax of 28 per cent and an additional resource rent tax of 50 per cent. The latter is supposed to
capture the resource rent that derives from petroleum. In order to arrive at the tax base that is subject
to petroleum taxation, all relevant costs may be deducted, including exploration costs, and costs
associated with research and development, financing, operations and removal. Investments are subject
to straight-line depreciation over six years from the year they are incurred. Consolidation between
fields is allowed. To ensure that normal returns are not subject to the resource rent tax, an extra
deduction is allowed in the tax base for the resource rent tax,corresponding to 30 per cent of the
investments costs.
6.14.

The petroleum taxation system is designed to ensure neutrality. This implies that an

investment project that is profitable for an investor before tax shall also be profitable after tax.
Neutrality safeguards both the creation of substantial income for society, as well as profitability for
private sector investments.
6.15.

An important feature of the fiscal regime in Norway is the role of the SDFI, which contributes

with a significant share of the revenues to the government. As one of multiple owners, SDFI

29

participates actively in developing the fields alongside other commercial partners, covers its share of
operational and capital costs and receives likewise its relative share of total revenues from the
production licence. The ownership interest in each of the fields is determined in connection with
award of the production licences. The size of the state interest varies from field to field. As of 1 January
2013, the state had direct financial interests in 158 production licences, as well as 15 joint ventures in
pipelines and onshore facilities. About 35 per cent of the total petroleum revenues derive from SDFI.
SDFI’s administrative costs, i.e. the expenses related to Petoro AS, are funded by the general budget.
6.16.

Finally, the government levies taxes on CO2 and NOX emissions from petroleum production on

the continental shelf and receives some minor revenues from royalties and area fees. The magnitude of
revenues is shown in figure 3.

Figure 3: Net government cash flow from petroleum activities (Source: Norwegian Public Accounts)

Authority and Industry players
6.17.

Whereas the Storting, the Norwegian Parliament, adopts the framework for the petroleum

sector, including overall policies and legislation, and decides major development projects and other
fundamental issues of high importance, the government is the executing authority in the petroleum
sector.
6.18.

Different ministries represent the government within various areas. The Ministry of Petroleum

and Energy is responsible for the management of the petroleum resources and the sector in general
and has assigned specific duties to the Norwegian Petroleum Directorate, which is an agency
accountable to the Ministry. The Ministry of Finance assumes responsibility for the fiscal regime,
assisted by the Petroleum Tax Office and the fiscal policy framework. The Ministry of Labour, the
Ministry of Fisheries and Coastal Affairs, the Ministry of Health and Care Services, the Ministry of the
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Environment and the directorates reporting to these ministries, play important roles with respect to
health, safety and environment.
6.19.

Two state-owned enterprises play a key role in the petroleum sector. Petoro AS manages the

SDFI, i.e. all government direct-owned stakes in the fields, on behalf of the state. Gassco AS is
responsible for transport of gas from the Norwegian continental shelf and operates Gassled, the
pipeline network from the fields to the market owned by the gas producers15. Gassco AS does not have
any ownership in the network, but carries out its operatorship in a neutral, efficient manner for the
benefit of both the owners and users.
6.20.

Statoil ASA used to be a fully owned state owned company, which was partly privatised and

listed on the stock exchange in 2001. Statoil is now an international oil company with activities in
more than 40 countries. The state’s share in the company is currently 67 per cent.
6.21.

Private oil companies play an instrumental role in the petroleum sector in Norway, both with

respect to exploration and production. The government awards production licences through licensing
rounds in a transparent and competitive manner. The production licenses outline the rights and
obligations and grant the companies the exclusive rights to exploration and production. The licensees
become the owners of the petroleum that is produced, which is subject to taxation through the fiscal
regime. The most important private oil companies on the Norwegian continental shelf are
ExxonMobile, Total, ConocoPhillips, Shell, Eni, Marathon, Dong and BP in addition to Statoil ASA.
6.22.

Clear division of duties between different government entities and between the public and

private sector has been an important feature of the Norwegian petroleum management framework. It
has provided significant checks and balances and contributed to extensive transparency and
accountability in the petroleum sector. Norway was approved as a compliant EITI country in 2011,
following implementation of the EITI by a multi-stakeholder group comprising representatives from
the authorities, operating companies and civil society. Regular reporting, independent audits and
disclosure of information about the petroleum sector in general, the size and composition of the
revenue stream as well as the management of the petroleum revenues has been paramount to ensure
sound management of the resources.

15

Petoro AS holds the biggest share of Gassled (45.8 per cent).
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7. Coordinated fiscal and monetary policies
In Norway fiscal and monetary policies are acting in a coordinated way to achieve common economic
objectives. The fiscal policy guideline, introduced in 2001, is designed to strike the right balance between
spending and savings of petroleum revenues, providing scope for a gradually phasing-in of petroleum
revenues in line with a long-term sustainable framework. Monetary policy supports fiscal policy by
ensuring low and stable inflation over time.
Economic policy objectives
7.1.

There are three related key considerations that economic policies in Norway shall take into

account. Firstly, economic policy must contribute to economic stability. As government’s outlays
correspond to approximately 45 per cent of the total GDP (equal to 55 per cent of non-oil GDP), fiscal
policy plays a key role in ensuring macroeconomic stability. Monetary policy, which is designed to
target inflation at approximately 2.5 per cent over time, is supposed to support and ease the burden on
fiscal policy. Achieving economic stability requires that fiscal and monetary policies are coordinated
and act together.
7.2.

Secondly, economic policy must be sustainable over time. Petroleum revenues from the

Norwegian continental shelf are currently significant, but will decline in the future. Ultimately, the
petroleum resources will deplete. This requires that alternative sources of revenues must be secured
to fund public expenditures. At the same time, an ageing population and a generous pension scheme
result in liabilities that are sizeable beyond the next decade.
7.3.

Economic policy must take long-term economic trends into account in order to ensure public

finances are sustainable without resorting to substantial fiscal tightening or resulting in failure to
deliver expected services to the citizens. This implies that a significant share of today’s petroleum
revenues must be saved in the GPFG and can be a sustainable source of funding after petroleum
production has terminated.
7.4.

Thirdly, economic policy must contribute to the efficient use of resources both in the public

and private sector. As presented in chapter 4 (see para 4.27), the national wealth of Norway is not
determined by the size of the natural resources, but rather by the size, skills and capacity of the human
capital. Future room for manoeuvre in fiscal policy is determined by how Norway is able to retain and
further develop the size and productivity of the labour force. Hence, economic policy must be directed
towards keeping people employed, enhancing the effectiveness of the public sector and other
measures to improve the efficiency of the non-oil economy.
7.5.

In order to achieve these objectives, and to cope with the challenges resource-rich countries

normally face as outlined in chapter 3, Norway has implemented a fiscal policy guideline as a key
element of the short-, medium and long-term fiscal framework. The need for a comprehensive fiscal
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policy framework in resource-rich countries and key elements of such a framework is further
discussed in para 4.5-4.19.

The fiscal policy guideline
7.6.

After 25 years of no petroleum revenue savings, the first allocation to the GPFG took place in

1996. Since then, significant amounts have been transferred to the GPFG due to high oil prices and
corresponding high revenues. Also, savings have taken place because the economic fundamentals have
not allowed spending the entire amount of petroleum revenues received because of a lack of available
production capacity. For the first few years, discretionary decisions were made as to the amount of
petroleum revenues allocated to the GPFG.
7.7.

In 2001 a fiscal policy guideline was adopted to guide the spending and savings decision

aiming at both short- and medium-term stabilisation of the economy and long-term savings. It was
acknowledged that the rise of petroleum revenues provided scope for gradually spending more
petroleum revenues, and that this could take place in tandem with a sustainable savings strategy. The
fiscal policy guideline anchored the spending of petroleum revenues in a clear, long-term strategy. It
was geared towards a gradual and sustainable increase in the use of petroleum revenues. Emphasis
was still placed on the need for saving a large part of the petroleum revenues. It was motivated by the
need for establishing a buffer against fluctuation in petroleum revenues primarily due to volatile oil
and gas prices, enabling the fiscal policy to aim at short- and medium-term stabilisation, and for
ensuring that the fiscal policy was sustainable in the long-term.
7.8.

Long-term fiscal sustainability is achieved through the way the fiscal policy guideline is

designed. The fiscal policy guideline, which is still used as an anchor for the fiscal policy in Norway,
states that the share of petroleum revenues to be spent through the budget over time should be equal
to the average expected real return on the GPFG, assumed to be 4 per cent. Hence, adhering to the
guideline ensures that over time only the investment return is withdrawn from the SWF, not the
principal. This implies that the size of the GPFG will continue to grow in line with growth in the
petroleum revenues in the upcoming years, and will be retained as a source of revenue for the budget
in perpetuity.

Norwegian fiscal policy guideline:
“The spending of petroleum revenues, measured as the structural, non-oil deficit, shall over time adhere
to the average expected real return of the Government Pension Fund-Global, estimated at 4 per cent.”

7.9.

Short- and medium-term stabilisation is achieved through the way the fiscal policy guideline is

applied. As discussed in chapter 3 (see para 3.6-3.9) and chapter 4 (see 4.5-4.19), managing uncertain,
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volatile and finite natural resource revenues is a challenging task and a fiscal policy rule may play an
important role in determining the allocation of mineral revenues to spending and savings respectively.
The fiscal policy guideline in Norway ensures that the government’s budget is insulated from oil price
volatility, which supports short- to medium term macroeconomic balance. The petroleum revenues
are transferred to the GPFG, whilst the amount spent every year reflects the expected real return over
time on the savings that are invested in the international financial market. Thus, fluctuations in
petroleum prices do have negligible impact on fiscal policy. The guideline ensures that petroleum
revenues are spent in a manner that may avoid abrupt changes in public expenditures due to for
example drops or spikes in international oil and gas prices.
7.10.

If there are major changes to the Fund’s capital or if there are conditions that have a significant

impact on the structural, non-oil deficit, the guideline provides flexibility to smooth out the impact on
petroleum revenue spending over several years. Such changes are factored in through two different
mechanisms. Firstly, it can be adjusted through the structural, non-oil deficit. For example, during a
recession tax revenues tend to decline. The structural, non-oil deficit would be adjusted accordingly, so
that it gives room for increased spending of petroleum revenues during these periods. Conversely, less
petroleum revenues would be allocated to the budget in periods of economic booms than what derives
from the non-oil actual deficit, as the guideline is based on the structural, and not the actual, non-oil
deficit. The implication is that the budget is insulated from the cyclical position of the non-oil sector.
Secondly, the fiscal policy guideline is designed so that short-term fluctuations around the long-term
spending path are allowed in each individual budget year to ensure that spending of petroleum
revenues reflects business cycle fluctuations. The spending of petroleum revenues shall, however, over

time adhere to the 4 per cent target.
7.11.

A gradual and predictable increase in spending of petroleum revenues ensures a more

balanced development of the tradable versus the non-tradable sector in the economy. Volatile
petroleum prices do not feed into the foreign exchange market, as the petroleum revenues are
transferred to the GPFG and invested abroad until they are transferred to the general budget,
exchanged to local currency and spent domestically. Thus, the framework supports the stabilisation of
the currency and thereby also contains the crowding out of export industry. Moreover, consistent
fiscal policy over time contributes to stable expectations in the financial market and hence support the
monetary policy.
7.12.

A weakness with the fiscal policy framework in Norway is that the fiscal policy guideline

determines the spending of petroleum revenues only. It does not put a limitation on the growth in
public expenditures that are common in some countries, as there might be other sources of funding of
public sector than petroleum revenues, such as for example taxes from non-oil sector. Domestic taxes
together with petroleum revenues encompass the total budget ceiling that limits public expenditures.
Although the government has emphasised that the tax level will remain unchanged in order to assure
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against growth in public expenditures beyond the growth of petroleum revenue spending, the fiscal
framework in Norway can be strengthened if limits on the growth in public expenditures were
included.
7.13.

Figure 4 shows the flow of petroleum revenues. All petroleum revenues are, together with

other revenues, accounted for in the budget and transferred to the GPFG together with return on the
GPFG’s assets. In line with the fiscal policy guideline, every year as part of the annual budget process,
decisions are made as to how much of the petroleum revenues that are transferred back to the budget.

All petroleum
and non-oil
revenues

Return on investments

Petroleum revenues

Government
Pension FundGlobal

Transfer to fund

State Budget

non-oil budget deficit

Fiscal policy
guideline

All public
expenditures

Figure 4: Flow of petroleum revenues – interaction between the state budget and the GPFG (Source:
Ministry of Finance, Norway)
The monetary policy guideline
7.14.

After the breakdown of the Bretton Woods system in 1971 monetary policy in Norway aimed

towards maintaining a fixed or stable exchange rate. However, the authorities resorted to several
devaluations during this period with the aim of improving the international competitiveness of the
non-oil tradable sector. The breakdown of the European exchange rate cooperation in 1992 resulted in
more volatile currency markets and it became more difficult to control the exchange rate. The
Norwegian economy’s dependency on volatile petroleum revenues contributed to the instabilities in
the Norwegian kroner market.
7.15.

The government introduced a new monetary policy guideline, together with the fiscal policy

guideline, in 2001. The guideline defined the operational target of monetary policy as aiming at
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keeping the annual consumer price inflation of approximately 2.5 per cent over time16. Although the
primary focus was inflation targeting, the guideline emphasised that monetary policy should provide
stability in the Norwegian krone’s national and international value, contributing to stable expectations
concerning exchange rate developments, and at the same time underpin fiscal policy by contributing to
stable developments in output and employment.
7.16.

In setting the interest rate, the Central Bank of Norway, Norges Bank, shall weigh low and

stable inflation against production and employment stability, which gives Norges Bank room to
manoeuvre in the monetary policy. If actual inflation deviates significantly from the target, Norges
Bank shall set the interest rate with a view to gradually returning consumer price inflation to the
target to avoid unnecessary fluctuations in output and employment. It should disregard disturbances
of a temporary nature that are not deemed to affect underlying price and cost increases. Norges Bank
has operational independence to conduct monetary policy.

Norwegian monetary policy guideline:
Norges Bank’s implementation of monetary policy shall be oriented towards low and stable
inflation. The operational target of monetary policy shall be annual consumer price inflation of
approximately 2.5 per cent over time.

16 An interval of +/- 1 percentage point was established in which the inflation is expected to be within, acknowledging that
monetary policy cannot precisely determine the actual inflation level as inflation is also determined by many other factors.
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8. Savings for the future: Government Pension Fund-Global
The Norwegian Government Pension Fund – Global (GPFG) was established in 1990 and the first
allocation to the Fund took place in 1996. As of 1 July 2013, the GPFG is one of the world’s largest
sovereign wealth funds and amounts to USD 733 billion, which corresponds to about 150 per cent of GDP
and roughly USD 150 000 per citizen in Norway. The GPFG is expected to grow to about 175 per cent of
the total GDP as of 2020. The management of the GPFG is regarded best international practice and is a
cornerstone in Norway’s sound and sustainable management of the petroleum revenues.
8.1.

The purpose of the Fund, in line with the fiscal policy guideline is to act as a fiscal policy tool to

achieve short and medium term stabilisation of the economy and underpin long-term considerations
of wealth preservation and phasing in of petroleum revenues into the Norwegian economy. Norway is
facing a rapid rise in public pension expenditures and the GPFG shall support the long-term needs for
savings to meet these liabilities in the future, although the Fund is not explicitly earmarked for pension
expenditures.
8.2.

As figure 5 shows, the GPFG is expected to increase both in terms of USD amounts and as a

share of GDP. In 2020 the GPFG is expected to have passed USD 1,100 billion and be about 175 per
cent of the GDP.

Figure 5: The size of the Government Pension Fund Global (GPFG) measured in US dollars and as a
percentage of GDP
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8.3.

The following elements have been equally important to ensure the management of the GPFG

has become a success:
a)

A set of good governance principles in line with best international practice;

b) Clear governance structure with distinct responsibilities between different entities
involved in the management of the Fund;
c)

A prudent investment policy linked to long term aims and based on responsible and ethical
investments.

General management principles
8.4.

The management of the GPFG is based on five key principles for sound and successful

management of revenues from natural resources and are in line with best international practices
outlined in chapter 5:

•

The GPFG is a stabilisation and savings vehicle and does not have any other purposes or
responsibilities. The objective is to maximize financial returns, given a moderate level of risk
measured by the strategic benchmark set by the Ministry of Finance.

•

All petroleum revenues flow into the Fund. This includes taxes and royalties, net cash flow from
SDFI, dividends from Statoil ASA and investment returns from the Fund’s financial investments.

•

The Fund is integrated with the state budget and petroleum revenues spent are allocated through the
state budget. No direct domestic investments or off-budget allocations are allowed to take place.
Domestic spending takes place through the general budget. The outflow from the Fund is the sum
needed to cover the structural non-oil budget deficit and is anchored in the fiscal policy guideline.

•

The savings are invested only in the international financial market with a long-term investment
horizon. This is important to avoid Dutch disease and to enable sound financial returns and
diversification of risks.

•

The Fund is managed with a high level of transparency. Information is frequently disclosed through
quarterly public reports and auditing of activities at all levels. This is a prerequisite for securing
widespread confidence in the management of the GPFG and is important in order to prevent
mismanagement and corruption.

Governance structure
8.5.

The governance structure is designed to ensure that different entities act independently of

each other and with sufficient checks and balances. The decision-making process involves the ultimate
owners of the petroleum revenues - the Norwegian citizens – through its representatives in the
parliament. In this way broad consensus is built as to how the petroleum revenues are managed. A
high level of transparency and disclosure of information enable trust and confidence to be maintained.

38

8.6.

At the same time, it is important to strike the right balance with a professional and effective

governance structure so that the financial assets are safeguarded and those mandated to conduct the
day-to-day management have sufficient flexibility to act properly.

Norwegian Parliament (Stortinget)
Government Pension
Fund Act

National Budget
Annual Report

Ministry of Finance
Quarterly & Annual
Reports
Investment Strategy
Advice

Management mandate
(risks mgmt, reporting
and responsible inv.)

Norges Bank (NBIM)
Figure 6: The governance structure of the GPFG (Source: Ministry of Finance, Norway)
8.7.

The governance structure of the GPFG is organized as a hierarchy, see figures 6 and 7. The

Government Pension Fund Act is adopted by the Storting. The Act gives the overall responsibility for
managing the Fund to the Ministry of Finance and the responsibility for the operational management
to the Central Bank of Norway, Norges Bank. Clear division of duties between the political authorities
and the operational manager is paramount to avoid political interference in the day-to-day operations
of the GPFG.
8.8.

The Ministry of Finance is formally responsible for the management of the GPFG and

determines the investment policy that Norges Bank has to comply with in its operational management.
The investment policy is embedded in a management mandate given to Norges Bank by the Ministry of
Finance. The investment policy is expressed through a strategic benchmark index that determines the
allocation of assets to various assets classes and regions. The Ministry of Finance receives also advice
from a strategy council and external consultants are used for controlling performance measurement
and peer group benchmarking.
8.9.

Also, the management mandate comprises risk limits outlining to what extent the actual

benchmark index can deviate from the strategic benchmark index, and a list of approved instruments
in which the Fund is allowed to invest. The mandate also comprises requirements with respect to how
to measure and manage market risk, credit risk and counterparty risks as well as reporting
requirements.
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8.10.

Although the Ministry of Finance ultimately sets the investment policy and risk limits in the

management mandate, a key principle is that the Storting shall sanction all decisions relevant for the
overall level of risk of the GPFG’s investments. This takes normally place through the deliberation in
relation to the annual budget documents and the annual report that is submitted to the Storting as a
white paper.
8.11.

This gives the Storting an opportunity to discuss important aspects of the management of the

Fund in a broader context and to assume responsibility for the overall strategies associated with the
management of the petroleum revenues. No major changes take effect with respect to the investment
policy of the GPFG without first consulting the Storting. This was particularly important during the
financial crisis where the GPFG envisaged a sizeable loss.
8.12.

Norges Bank has established a separate unit, Norges Bank Investment Management (NBIM), to

be responsible for the operational management of the GPFG. NBIM provides quarterly and annual
reports that are disclosed to the public and gives advice to the Ministry on the investment policy as
they see fit.
8.13.

Correspondingly, the Ministry of Finance reports back to the Storting through the budget

documents and once a year through a white paper outlining key issues related to the management and
performance of the GPFG. The Ministry of Finance is also responsible for monitoring and evaluating
the operational management conducted by Norges Bank.

Regulation and
delegation of
authority

Parliament
Ministry of
Finance

Reporting and
performance of risk

Supervision: Auditor General

The Exec. Board of
Norges Bank
Supervision: Supervisory Council and External Audits

Norges Bank Investment Management
Supervision: Executive Board and Norges Bank’s Internal Audit

Internal and external managers
Supervision: NBIM’s Control and Compliance Unit

Figure 7: Regulation, supervision and reporting structure for the GPFG (Source: Ministry of Finance,
Norway)
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A prudent investment policy
8.14.

As outlined in chapter 5 (see para 5.15) the SWF’s investment policy should be clear and

consistent with its defined objectives and risk tolerance and be based on sound portfolio management
principles. The objective governing the investments of the GPFG is that it shall achieve the highest
possible return over time, given a well-specified, moderate level of risk.
8.15.

The investment policy is designed bearing in mind the special characteristics of the GPFG as a

large, long-term investor with relatively small liquidity needs. As the investment horizon is long, the
investments can be invested in less liquid assets with higher volatility in short-term investment
returns, i.e. more riskier assets. This may enhance the risk-return ratio.
8.16.

The investment policy of the GPFG has been gradually developed over time. From the outset

the assets were invested in fixed income instruments only as this asset class normally is considered to
be among the safest investments in the international financial market. Along with improved risk
management systems, procedures for reporting and supervision, enhanced capacity and public
support, the investment policy has been diversified to include other asset classes such as global
equities and real estate. The GPFG is a financial investor and therefore keeps small stakes in a wide
range of companies. The average ownership in listed companies was 1.1 per cent as of 2012 whereas
the upper limit in a single company is 10 per cent. Today, the GPFG is invested in more than 7000
companies worldwide.
8.17.

Currently global equities account for 60 per cent of the strategic asset allocation. All emerging

markets are included in the equity benchmark. Fixed income instruments (e.g. bonds) and real estate
account for the remaining 40 per cent of the portfolio. The benchmark for fixed income instruments
are further divided into government bonds of 70 per cent and corporate bonds of 30 per cent. The
investments in real estate cannot exceed 5 per cent. The geographical distribution is based on GDP
weights for government bonds and market value weights for equities and corporate bonds.
8.18.

Over time, return on financial investments will depend on whether the companies, in which

investments are made, act sustainably and conduct their operations without severely damaging the
environment. Unsustainable practices are expected to achieve lower financial return in the long run.
Likewise, well-functioning, legitimate and efficient markets are regarded key to sound investments.
Therefore, a wide range of measures has been introduced to ensure the GPFG contributes to
responsible investment practices based on good corporate governance and respect for environmental
and social considerations related to its investments. These include international cooperation and
contribution to the development of best practices, environment-related investments, research and
analysis and active ownership. This includes voting, dialogue with the management, development of
documents that outline expectations that the GPFG has with respect to corporate social responsibility
etc.
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8.19.

The government introduced ethical guidelines for the management of the GPFG in 2004. In

2010 the ethical guidelines were replaced by two new sets of guidelines: one linked to exclusion and
observation of companies and one for Norges Bank’s work on responsible management and exercise of
ownership rights.
8.20.

Although the GPFG is actively engaged in corporate social responsibility worldwide and invests

its assets in accordance with ethical guidelines, the GPFG is not to be used as a foreign policy
instrument.

Key events in the development of the GPFG

1990: The Petroleum Fund was established by Law.
1996: Initial capital transfer. Assets invested in international fixed income
instruments.
1998: Global equities added to the portfolio. Strategic Asset Allocation: 40 per cent
equities and 60 per cent fixed income instruments.
2001: Fiscal policy guidelines introduced to govern the transfers to the budget.
2004: Ethical guidelines established enabling exclusion of certain assets.
2006: The Petroleum Fund changed name to Government Pension Fund-Global (GPFG)
2007: Strategic equity allocation increased to 60 per cent.
2010: Inclusion of real estate as an asset class (<5 per cent).
2012: New investment mandates with increased focus on emerging markets.
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Section IV – Relevance for other resource-rich economies
9. Conclusions
Looking to Norway or other countries regarded successful in establishing sound and sustainable
frameworks for managing natural resources, might be a good starting point for establishing similar
frameworks elsewhere. Important lessons can be learnt from best international practice, although a
management model suitable in one country is not necessarily the right recipe in a different political and
economical context. In conceptualizing a specific SWF design, drawing some guiding principles and
practices from good international practice is probably more useful than specific policy prescriptions
derived from “success stories”.
9.1.

Every single country faces unique challenges with respect to how to maximise the use of the

country’s mineral wealth. Hence, adequate responses therefore may vary subject to local conditions.
Factors that need to be carefully considered are for example the size of the mineral resources, the
economy’s vulnerability with respect to external shocks, the level of development, the need for
domestic investments to promote economic growth, the capacity and skills within the institutions
expected to be involved in the SWF management and the political context in which the mineral
revenues are to be managed.
9.2.

Thus, no single model for natural resource management can be replicated fully and applied,

without amendments. However, there are some key principles and practices that are universal. Those
are presented below.

Clear objectives and divisions of duties
9.3.

The purpose of the management framework must be clearly spelled out to ensure broad

understanding of the expected achievements. This is important to ensure long-term support for the
framework and a predictable environment. Also, defining the roles and duties of the various
institutions involved is key, such as the government versus the parliament, division of responsibilities
between various ministries, the role of the operational manager versus the owner of the SWF and the
role of the government versus the central bank in conducting fiscal and monetary policies. A clear
division of duties is particularly important with respect to the adoption of the risk profile and the
investment policy of the SWF. The objectives and divisions of duties should be spelled out in the
legislation, management mandates or any other documents that are made publicly available.
9.4.

In order to be effective, a SWF has to be integrated into an effective fiscal policy framework. It

is important to determine the objectives of the SWF to be established, i.e. economic stabilisation
and/or savings, and whether it should be acting independently or jointly with other funds or
mechanisms already in place.
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Integration with the budget and macroeconomic framework
9.5.

The SWF should be integrated with the budget process and spending of funds from the SWF

should take place through a comprehensive budget process. The SWF should be a financial savings
vehicle only, and should not have any other purposes. It should not have a scope of spending funds for
specific purposes such as development, social welfare etc. These funds should be allocated through a
comprehensive budget process, either to line ministries or government investment vehicles, such as
for example domestic investment authorities or development banks, to enable sound macroeconomic
and fiscal planning.
9.6.

In order to secure a fair public share of the revenues deriving from the extraction of resources,

it is important to establish a transparent, equitable and efficient fiscal regime. The fiscal regime should
aim at ensuring a reasonable government take at the same time as proper incentives are in place to
maximize the total value of the natural resources, mobilise private sector involvement and attract
foreign investments. These objectives should be in place regardless of whether the fiscal regime is
based on a traditional concessional system with licensing of areas combined with royalties and/or
taxes or based on a contractual system with exploration and petroleum sharing agreements.

Savings should be kept abroad
9.7.

The SWF should be placed overseas in the international financial market to avoid tendencies of

Dutch disease. A huge inflow of foreign currencies stemming from mineral production that are
converted into local currency and spent domestically on goods and services from the non-tradable
sector would drive up inflation and lead to an appreciation of the real exchange rate, which would
result in a weakening of the competitiveness of the non-mineral tradable sector. Retaining the mineral
revenues in foreign currencies would insulate the domestic economy from these effects.

Transparency prevents mismanagement
9.8.

Frequent disclosure of information is important to build confidence and trust for the

management of the mineral revenues, both domestically and in those countries where the financial
investments take place. The Santiago Principles, see Appendix 1, are a set of guidelines that should be
adhered to.
9.9.

Audit of the relevant financial accounts and the management of the SWF is key to provide

adequate checks and balances together with transparent and competitive procurement procedures.
9.10.

Building broad based consensus is paramount to ensure the natural resource revenue

framework is sustainable in the long run. This requires a high degree of transparency to enable the
society at large to get access to information about how the revenues are managed, that there are
sufficient checks and balances in place and that funds are spent and managed in accordance with the
objectives.
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9.11.

Joining the EITI has been an important path for many resource-rich countries to ensure

disclosure and dissemination of information to the society at large. EITI reports include both
information about the size, composition and value of the natural resources and how the revenues are
managed and used. It contributes to increased transparency and enables public discussion and
dialogue between the various stakeholders involved, albeit the EITI itself is no guarantee against
corruption or mismanagement.

Fiscal discipline is paramount
9.12.

The ultimate success of a fiscal framework will depend on the political commitment to

implement it. Regardless of the design of the fiscal policy framework, what matters is fiscal discipline
and political commitment to abide by the adopted management framework. Thus, alternative fiscal
policy rules should be carefully considered and the fiscal and macroeconomic consequences in the
short-, medium- and long-term thoroughly analysed before a decision is made. These analyses should
be broadly presented and discussed in order to ensure that all policy makers and key stakeholders
understand the implications for the overall economic policy.
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Section V – Appendices
Appendix 1: A summary of the Santiago principles
Generally accepted practices and principles (GAPP) for Sovereign Wealth Fund management adopted by
the International Working Group (IWG)17 of Sovereign Wealth Funds in Santiago, 2008.

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. Sub principle. The legal framework for the SWF should ensure legal soundness of the SWF
and its transactions.

GAPP 1.2. Sub principle. 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. Sub principle. The source of SWF funding should be publicly disclosed.
GAPP 4.2. Sub principle. 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.

17

The IWG has later changed name to the International Forum of Sovereign Wealth Funds (www.ifswf.org)

46

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 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.
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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. Sub principle. The investment policy should guide the SWF’s financial risk exposures and
the possible use of leverage.

GAPP 18.2. Sub principle. 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. Sub principle. 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. Sub principle. 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. Sub principle. 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

48

the broader government in competing with private entities. 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. Sub principle. 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. Sub principle. The general approach to the SWF’s risk management framework should be
publicly disclosed.

GAPP 23. Principle
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.

Source: International Forum of Sovereign Wealth Funds (http://www.ifswf.org)
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Appendix 2: Sovereign Wealth Funds – an overview18
Operational
Manager

Purpose

Size

Country

Name

Year

Source of
revenue

Algeria

Fund for the
Regulation of
Receipts

2000

Oil and gas

77

Angola

Fundo Soberano
de Angola

2012

Oil and gas

5

•

Australia

Future Fund

2006

Fiscal surpluses/
sales of public
enterprises

89

•

Azerbaijan

The State Oil
Fund of the
Republic of
Azerbaijan

1999

Oil and gas

34

•

•

Bahrain

Future
Generations
Reserve Fund

2006

Oil and gas

7

•

•

Botswana

Pula Fund

1993

Diamonds and
minerals

7

Brazil

Sovereign Fund
of Brazil

2008

Domestic bonds

5

Brunei

Brunei
Investment
Agency

1983

Oil and gas

40

•

•

Canada

Alberta Heritage
Savings Trust
Fund

1976

Oil and gas/fiscal
surpluses

16

•

•

Chile

Economic and
Social
Stabilization
Fund

2007

Copper

15

Chile

Pension Reserve
Fund

2006

Copper

7

•

People’s
Republic of
China

China
Investment
Corporation

2007

Excess foreign
reserves

575

•

•

•

People’s
Republic of
China

National Social
Security Fund

2000

Fiscal surpluses/
sales of public
enterprises

161

•

•

•

Equatorial
Guinea

Fund for Future
Generations

2002

Oil and gas

0.1

•

•

Gabon

Sovereign Fund
of the Gabonese
Republic

1998

Oil and gas

0.4

•

•

19

Macro
stabilisation

Wealth
accumulation

Domestic
investments

Separate
Entity

•

•
•

•

•
•

•

•
•
•

•
•

Central
Bank

•

•

•

•
•

18 As
19

there is no universal definition of a SWF, this should not be regarded as an exhaustive list of SWFs around the world.
As of August 2013, billion USD.
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Ghana

Ghana Petroleum
Funds

2011

Oil and gas

0.1

Iran

National
Development
Fund of Iran

2011

Oil and gas

52

•

Ireland

National
Pensions Reserve
Fund

2001

Fiscal surpluses

19

•

Kazakhstan

Kazakhstan
National Fund

2000

Oil, gas and
metals

69

Kiribati

Revenue
Equalization
Reserve Fund

1956

Phosphates

0.6

•

•

The Republic
of Korea

Korea
Investment
Corporation

2005

Excess foreign
reserves

57

•

•

Kuwait

General Reserve
Fund

1953

Oil and gas

38620

Kuwait

Future
Generations
Fund

1976

Oil and gas

38621

•

Libya

Libya Investment
Authority

2006

Oil and gas

65

•

Malaysia

Khazanah
Nasional Berhad

1993

Assets of public
enterprises

39

•

Mauritania

National Fund
for Hydrocarbon
Reserves

2006

Oil and gas

0.3

•

Mexico

Oil Revenues
Stabilization
Fund

2000

Oil and gas

6

•

•

Mongolia

Fiscal Stability
Fund

2010

Minerals

0.3

•

•

New Zealand

New Zealand
Superannuation
Fund

2001

Fiscal surpluses

18

Nigeria

Nigerian
Sovereign
Investment
Authority

2011

Oil and gas

1

•

•

Norway

Government
Pension FundGlobal

1990

Oil and gas

733

•

•

Oman22

State General
Reserve Fund

1980

Oil and gas

8

Panama

Fondo de
Ahorrade
Panama

2012

Revenues from
an expanded
Panama Canal

0.3

•

Papua New
Guinea

Papua New
Guinea Sovereign
Wealth Fund

2011

Oil, gas and
minerals

N/A

•

•

•

•

•
•

•

•

•

•

•

•

•

•

•
•

•

•

•

•
•

•

•
•

•

•

Total assets held by Kuwait Investment Authority (General Reserve Fund + Future Generations Fund)
Total assets held by Kuwait Investment Authority (General Reserve Fund + Future Generations Fund)
22 State General Reserve Fund is managed by the Ministry of Finance
20
21
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Peru

Fiscal
Stabilization
Fund

1999

Fiscal surpluses

7

Qatar

Qatar Investment
Authority

2005

Oil and gas

115

Russia

The Reserve
Fund

2008

Oil and gas

85

Russia

The National
Wealth Fund23

2008

Oil and gas

87

Sao Tomé &
Principe

National Oil
Account and
Permanent Fund
for Future
Generations

2004

Oil and gas

0

Saudi Arabia

SAMA Foreign
Holdings

N/A

Oil and gas

676

Singapore

Government of
Singapore
Investment
Corporation

1981

Fiscal surpluses
and excess
foreign reserves

248

Singapore

Temasek

1974

Assets of public
enterprises

173

Timor-Leste

Timor-Leste
Petroleum Fund

2005

Oil and gas

14

•

•

Trinidad &
Tobago

The Heritage and
Stabilization
Fund

2007

Oil and gas

5

•

•

•

United Arab
Emirates

Abu Dhabi
Investment
Authority

1976

Oil and gas

627

•

•

United States
of America

Alaska
Permanent Fund

1976

Oil and gas

47

•

•

Venezuela

Macroeconomic
Stabilization
Fund

1998

Oil and gas

0.8

•

•
•

•

•

•
•

•

•

•

•

•

•

•

•

•
•

•

•
•

•
•

•

Source: Sovereign Wealth Fund Institute (www.swfinstitute.org)
International Forum of Sovereign Wealth Funds (www.ifswf.org)
SWF websites.

23

In addition to financing future pensions the fund may also provide capital to Russian banks
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