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Rationale for Oil Funds

The Challenge for Policy Makers

* In the short-term, the arrival or introduction of
large amounts of foreign exchange into the
economy over a short period causes inflation

 |nthe medium-term, “Dutch Disease” results
from the shift in factors of production away
from agriculture, manufacturing and other
Industrial sectors

 In Sudan, how to make the wisest use of oll
revenues for all members of society — present
and future
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Rationale for Oil Funds

Objectives of Oil Funds

« Sanitize early large inflows of foreign exchange

« Combat Dutch Disease
— Commodity price volatility
— Currency appreciation or volatility
— Inflation

— Shift of factors of labor & production away from other
economic sectors, i.e. manufacturing & agriculture

— Increase consumption
— Negative impact on trade balance

— Political and economic dependency on hydrocarbon
revenues
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Rationale for Oil Funds

Other Objectives of Oil Funds

« Pay for current social and economic
development needs

* Provide financial resources for future
generations

 Remove temptation to spend everything at once

* Provide incentive for prudent financial
management by putting revenue away for later
use
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Rationale for Oil Funds

Sudan - A Unique Opportunity

* |International focus on oil and its role in the
conflict

* Transparent fund attractive to donors
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Introduction to Existing Oil Funds

Name Country Inception Size
Date

Government Approximately
Petroleum Norway 1990 NOK625 Bn (US$82
Fund Bn)
Alaska
Permanent Approximately
Reserve USA 1976 US$22.7 Bn
Fund
State Ol . Approximately 2.6 Mn
Fund Azerbaijan 1999 | Manats (US$538 Mn)
Revenue
Management Chad 1999 Not yet funded.
Plan
National Kazakhstan 2000 Approximately US$1.2
Fund Bn
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Introduction to Existing Oil Funds

Name Country Inception Size
Date

Investment Fund
for .
Macroeconomic Venezuela 1999 Approximately US$3.7 Bn
Stabilization
Alberta Heritage
Savings Trust Canada 1976 Approximately C$12 Bn
Fund

Government of Approximately C$475 Mn
Nunavut Trust Nunavut (Canada) 1990 (in 1999)
State General .
Reserve Fund Oman 1980 Approximately US$2 Bn
Foreign Exchange Iran 1999 Approximately US$1.2 Bn
Reserve Account )
General Reserve Kuwait 1960
Fund
General Papua New Guinea 1974
Stabilization Fund P
Copper .
Stabilization Fund Chile 1985
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Discussion of Selected Oil Funds

Government Petroleum Fund of Norway
(Est. 1990 $82B)
Goals:

1. Financial buffer to smooth short-term
variations in oil revenues

2. Mechanism to cope with long-term challenge
of funding pensions in the face of declining
oil revenues
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Discussion of Selected Oil Funds

Government Petroleum Fund of Norway

* Income sources: central government cash flow from
petroleum activities and return on invested capital

 Distribution: only for transfers to government fiscal
budget with approval of Norwegian Parliament

« Managed by Norwegian Central Bank according to
Ministry of Finance guidelines

« 60% of investments in bonds, 40% in equities. 50% in
Europe, 30% in Americas, 20% in Asia
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Discussion of Selected Oil Funds

Alaska Permanent Reserve Fund
(Est. 1976 Net Worth $23B)

Goals:

1. Conserve a portion of the state's revenue
from mineral resources to benefit all
generations of Alaskans

2. Preserve principal while maximizing total
return

3. Serve as a savings account for other
appropriations by the legislature
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Discussion of Selected Oil Funds

Alaska Permanent Reserve Fund

Income sources: mineral lease rentals, royalties, special
legislative appropriations, and an annual transfer of Fund
income to protect principal against inflation

Distribution: only for dividends and “inflation proofing”

Annual dividend paid to each Alaska resident (about
50% of Income, rest is saved); 2001 dividend $1850

Managed by the Alaska Permanent Fund Corporation

Oversight by Board of Trustees, the legislature, and the
public

External managers handle fixed income, equity and real
estate portfolios
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Discussion of Selected Oil Funds

State Oil Fund of Azerbaijan (SOFAZ)
(Est. 1999 Net Worth $538M)

Goals:

1. Create a buffer reserve against oil price
volatility

2. Accumulate assets that can be used to
offset depletion of natural resources

3. Control expenditures and safeguard
against excessive spending

4. Finance diversification of the economy
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Discussion of Selected Oil Funds

State Oil Fund of Azerbaijan (SOFAZ)

* Income source: oil and gas revenues, related royalties
and rental fees, proceeds from asset sales and revenues
from investments

« Expenditure made through state Treasury

« Assets are held in an independent entity and managed
offshore by international fund management institutions

« Director appointed by the President

* Up to 40% of assets in liquid instruments, up to 60% of
assets in longer-term investments

« Constitution entitles Azerbaijani citizens to information
about SOFAZ
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Discussion of Selected Oil Funds

National Fund of Kazakhstan
(Est. 2000 Net Worth $1.2B)

Goals:

1. Ensure stable social and economic
development of the country

2. Accumulate financial resources for future
generations

3. Reduce the economy’s susceptibility to
unfavorable external factors
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Discussion of Selected Oil Funds

National Fund of Kazakhstan

 Funded by proceeds from oil royalties and the
sale of mineral assets

« Operations require annual approval by
Parliament

 Assets held at the National Bank of Kazakhstan

* Oversight by a Management Council formed by
the President, the Prime Minister, and members
of Parliament, with an annual independent audit
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Discussion of Selected Oil Funds

Revenue Management Plan of Chad
(Est. 1999)

Goals:

1. Ensure that oil revenue goes to “priority
sectors” of education, health, social services,
environment, and infrastructure development

2. Create savings account for the benefit of future
generations (even though Chad very poor)

3. Ensure that communities in the oil-producing
Doba region receive designated funds
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Discussion of Selected Oil Funds

Revenue Management Plan of Chad

Operations:

* Direct income (oil dividends and royalties)
deposited into an offshore escrow account: 90%
to priority sectors and 10% to savings account
for future generations

 Indirect income (taxes, charges, customs duties)
deposited directly with the Treasury of Chad:
80% for priority sectors, 15% for government
expenses, and 5% for Doba region

« Annual audits of the savings and special
accounts published by the government
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Discussion of Selected Oil Funds

Revenue Management Plan of Chad

Operations continued:

* Oil revenue use monitored by the Comptroller of
the Ministry of Finance and Economy, the Qil
Revenue Control and Monitoring Board

(ORCMB), the Audit Office of the Supreme
Court, Parliament and international advisors

« The ORCMB is composed of seven members
from government, one NGO representative, and
one trade union representative

 Funds to be held in an offshore bank and
audited by the World Bank
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L essons Learned

« Clear Objectives: Articulate purpose of fund clearly at the
outset and obtain widespread political consensus.

« Transparent Management: Establish frequent auditing
and public reporting of finances and management
performance. It is preferable that all spending and
trgnsfgrs go through State budget. Place fund assets
abroad.

« Public Support: The best guarantee for fund survival is
for the public to have a vested interest in it. Public
should have confidence that fund is well-managed,
transparent, and used for purposes set out by law.
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L essons Learned

* No two oil funds are identical and they are
not a simple solution to a complex
problem. Rather, one must decide
whether they can help facilitate sound
fiscal policy.

* There is a trade-off between spending on
current economic development needs and
saving for future generations. However,
these are not mutually exclusive.
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Lessons for Sudan

 QOil has played an important role in the
conflict

 Qil revenue scrutiny by donors will
Increase

* Opportunity to gain broad support

* Incentive for international community to
invest in the future of Sudan
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Internet References for Oil Funds

Norway:

« www.odin.dep.no/fin/engelsk
e www.norges-bank.no/english
Alaska:

« www.apfc.org

Azerbaijan:

 www.oilfund.az
Chad-Cameroon Pipeline Project:
« www.worldbank.org/afr/ccproj/project/pro document.htm
Kazakhstan

* No Internet source available
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