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About this report
In February 2013, Premier Christy Clark announced an intention to establish a BC Prosperity Fund, which
could preserve LNG wealth for future generations, help eliminate BC’s debt, reduce taxes and support
government programs. The establishment of a sovereign wealth fund (as these mechanisms are often
called) is an important development that will affect British Columbians for decades to come. Now is the
time for British Columbians to discuss what kind of fund BC needs and what we can realistically expect it
to deliver. This report reviews the objectives and general practices of sovereign wealth funds, examines
examples of funds used around the world, and offers four broad recommendations of good practices BC
should pursue. We encourage all British Columbians to join a conversation about what the BC Prosperity
Fund might become.

By
Anja Novak, Assistant Researcher, Resource Works
Peter Severinson, Research Director, Resource Works
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Summary
In 2013 Premier Christy Clark announced the intention to create a BC Prosperity Fund, and as the 2015
budget season approaches, we expect to see continued discussion (and perhaps even legislation)
describing this new element of BC’s resource economy. Resource Works proposes that a sovereign
wealth fund can make a meaningful contribution to responsible resource development in this province,
and the topic of how to design such a fund is worthy of a vigorous, well-informed public discussion. We
present this report in the hopes that it will encourage and support that conversation and help British
Columbians achieve a sovereign wealth fund that enhances and extends the resource-fuelled prosperity
this province enjoys today.

What is a sovereign wealth fund?
Sovereign wealth funds collect, save and reinvest a portion of government revenue from non-renewable
resource development in order to generate predictable investment income over long periods of time –
essentially transforming a non-renewable natural resource into a renewable financial resource. Such
funds are important components of many resource-dependent economies around the world, allowing
them to manage risks that occur when public finances are supported by non-renewable natural
resources and extend resource-fuelled prosperity into the future. Generally, these funds are designed to
achieve such objectives as:
1.
2.
3.
4.

Stabilizing government revenues and economies over time
Saving natural resource revenues for future generations
Supporting economic and social development
Maintaining healthy public pension funds

Review of existing sovereign wealth funds
For guidance we examine four existing sovereign wealth funds used in other regions, looking at the goals
they were designed to achieve, how they are structured, how they have performed and characteristics
that make them different from the rest. These include:
1.
2.
3.
4.

Alberta Heritage Savings Trust Fund
Norway Pension Fund Global
Alaska Permanent Fund
North Dakota Legacy Fund
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Our recommendations
Based on this analysis, we make four recommendations:
Decide what we want the fund to accomplish: Saving non-renewable resource wealth for future
generations stands out as a universally attractive objective, and any strategy the BC Prosperity Fund
pursues should contain strong rules to ensure the fund continues to grow for the benefit of future
generations. But as shown in the case studies, this goal can be accomplished alongside others. There are
examples of sovereign wealth funds that have successfully grown their reserves while also paying
dividends to citizens or supporting government spending. They have accomplished these dual objectives
partly by observing good practices described in the recommendations below.
Set clear rules on what contributions will be made to the fund: A sound principle for sovereign wealth
funds is to commit a set percentage of government’s non-renewable resource each year. Strict rules
should be put in place to limit the government of the day’s discretion in decreasing or avoiding these
contributions to insulate the Prosperity Fund from the pressures of short-term political issues.
Clarify how and when the fund assets will be used: Examples from around the world show that rules for
spending sovereign wealth fund assets should be clearly spelled out. We consider it more important that
these rules govern the amount of revenue spent rather than what those assets are spent on. Rules
should include some kind of start-up provisions, as seen in the North Dakota fund, to allow for a speedy
build-up of the fund principal. Rules should also specify how much of the fund’s savings can be spent by
government in any given year. And these rules should ensure that, overall, the fund is able to grow and
preserve wealth for the future. We recommend that governments be allowed discretion in how this
amount be spent, to help them respond to the priorities of the day. Finally, governments should not be
able to spend excessive amounts from the fund unless they can meet clear, demanding conditions.
Ensure arm’s-length fund management and oversight: The BC government should play a key role in
setting the overall priorities of the Prosperity Fund and supervising its performance. Government should
not be able to alter the fundamental rules governing contributions and withdrawals from the fund
except in exceptional circumstances outlined beforehand in clear protocols. The fund’s overall
investment strategy and daily operations should be handled by an arm’s length professional body, be
that an extension of an existing agency or a new one created for this purpose.
At Resource Works, we believe the BC Prosperity Fund can become an important tool for preserving and
enhancing BC’s natural-resource-fuelled prosperity. We present four recommendations that we hope
will fuel a vigorous and productive public conversation about what kind of Prosperity Fund will best
serve the needs of British Columbians for many generations to come.
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Introduction
In 2013 Premier Christy Clark announced plans to create a BC Prosperity Fund to capture revenues from
BC’s emerging LNG sector. Few details about the fund have been released since then, with the BC Liberal
government announcing in its 2014 budget that legislation for the Prosperity Fund would be introduced
once all the elements of the LNG Income Tax system were in place.1 Those details were released in the fall
of 2014, and so, as budget season approaches yet again in BC, we expect discussions of the Prosperity
Fund to move forward.
The creation of a sovereign wealth fund – as these funds are often called – is an exciting development for
BC. There are several such funds used around the world, designed to address the challenges and
opportunities associated with non-renewable natural resources. Some of these funds have grown into
powerful financial tools, with the potential to extend their regions’ resource-supported prosperity far into
the future. Others have been less successful in achieving their goals. And now, it seems, it’s BC’s turn to
try to get it right.
Here is what we know so far. In February 2013, Premier Clark announced an intention to create the
British Columbia Prosperity Fund to hold what was then estimated to be $100 billion in potential LNG
revenue over the next 30 years. According to the announcement, the fund’s priorities would be to
eliminate the provincial debt, reduce taxes and help pay for social services, such as health care and
education.2
As shown further in this report, many researchers who study sovereign wealth funds would frown on
using a fund’s revenues for short-term priorities such as tax cuts or program spending. Instead,
researchers prefer saving money for future generations or stabilizing public finances in periods of low
commodity prices. So what’s the right approach for BC? Seeing as BC’s Prosperity Fund is still in its early
planning stages, it’s worth having a discussion now about what our options are, and to do that we must
first answer an important question:
What do we want the fund to accomplish?
There are several worthwhile objectives we can choose from, including preserving resource prosperity
for future generations, promoting stability from boom-and-bust resource cycles, supporting the
development of non-resource industries or redistributing resource wealth across the province. Once we
have determined which objectives are most suitable for BC, the next question is:

1

Government of BC, Budget and Fiscal Plan 2014/15 – 2015-16
http://www.bcbudget.gov.bc.ca/2014/bfp/2014_Budget_Fiscal_Plan.pdf
2
Government of BC, News release, “New British Columbia Prosperity Fund Will Ensure Lasting Benefits,” 2013:
http://www2.news.gov.bc.ca/news_releases_2009-2013/2013PREM0018-000231.htm
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How should the fund be designed to meet our goals?
Clark’s early comments about the role of the BC Prosperity Fund are just that: early. Minister of Finance
Michael de Jong has been mandated to “identify and propose options for legislation to Cabinet to create
the Prosperity Fund,” 3 which tells us that major design decisions are likely still being made. If the BC
government is going to design a fund that works for BC, British Columbians should make an informed
decision on what we want the Prosperity Fund to do, understand what outcomes we can reasonably
expect, and ensure that the fund is designed in a way that supports our priorities.
This paper aims to support that discussion by describing what sovereign wealth funds are and what they
do. It examines four existing funds, illustrating the different objectives that can be pursued and how
different designs are used to meet those objectives. It concludes with a few recommendations British
Columbians should keep in mind as the province designs a Prosperity Fund for BC.

3

Mandate letter to the Minister of Finance, 2014:
http://www.gov.bc.ca/premier/cabinet_ministers/michael_dejong_mandate_letter.pdf
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1. Forming (and meeting) our expectations
In 1953 the first sovereign wealth fund was created in Kuwait, and since then more regions with rich
natural resource endowments have decided to set aside tax revenues from non-renewable resources to
stabilize their budgets, to protect their economies from volatile prices and to save natural resource
wealth for future generations.4 This section summarizes the challenges these funds are designed to
address, the objectives they seek to accomplish and some of the methods they employ. It outlines the
implications that these factors have on BC as a small, competitive trading economy that is strongly
affected by world markets. And finally, it describes some best practices and red flags found in the
literature about sovereign wealth funds.

The benefits of natural resources
BC is a small, trade-dependent region that benefits substantially from its natural resource industries.
Resource commodities account for 78 percent of the province’s merchandise exports.5 Natural
resources is BC second-largest economic sector, after real estate, accounting for roughly 12 percent of
the province’s GDP.6 Roughly one in 10 BC workers has a job that relies on natural resources, either
directly or indirectly.7 In 2013 the BC government collected nearly $3 billion in direct resource
payments, in addition to corporate and personal income taxes generated by the sector.8 And that
number is expected to increase dramatically as the BC LNG sector develops. The BC government
estimates that the development of three LNG facilities could generate an additional $1 billion in
government revenue per year.9

The risks of depending on revenues from natural resources
While natural resources can make great economic contributions, they can also create risks if
governments become too dependent on the revenues they generate. This can occur if governments
increase public spending in times when resource revenues are strong only to face substantial budget
deficits when markets for resource commodities take a downturn. If left unresolved, such patterns can

4

Ang, “The Four Benchmarks of Sovereign Wealth Funds,” 2010:
http://www8.gsb.columbia.edu/sites/financialstudies/files/files/The%20Four%20Benchmarks%20of%20Sovereig
n%20Wealth%20Funds.pdf
5
BC Stats, International Commodity Trade
6
Resource Works, 2014, “Community Impacts: Exploring the Natural Resource Sector’s Economic Impact on BC, its
Regions and Urban Centres”: http://www.resourceworks.com/community-impacts.html
7
Ibid.
8
Government of BC, 2014, 2014 British Columbia Financial and Economic Review:
http://www.fin.gov.bc.ca/tbs/F&Ereview14.PDF
9
Government of BC, “Liquefied Natural Gas: A Strategy for B.C.’s Newest Industry”:
http://www.gov.bc.ca/ener/popt/down/liquefied_natural_gas_strategy.pdf
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lead to mounting public debts that are passed on to future generations, potentially even to future
taxpayers who never enjoyed the initial benefits.10 11
Future generations face other risks including environmental degradation and increasing costs of
resource extraction as reserves become more and more depleted. Massive cash inflows from export
activities may also increases domestic consumption and investment, which is generally a good thing. But
this can also inflate the costs of labour, materials and other business costs, making projects in nonresource industries uneconomical and hurting the competitive position of manufacturing, technology
and other trade-oriented businesses.12 This can eventually lead to a less diversified economy that is
more vulnerable to declines in resource markets.
Because of these risks, leaders in many regions have decided responsible resource development of nonrenewable resources requires the creation of a sovereign wealth fund.

Why sovereign wealth funds matter
Generally, sovereign wealth funds are used to counter risks of instability in economies that are heavily
reliant on non-renewable resource revenues.13 In practice, the funds are designed to address more
specific objectives. And in order for British Columbians to have realistic expectations of what a BC
Prosperity Fund might accomplish, it’s worth discussing what central purpose a BC-based sovereign
wealth fund might have.
Other regions have identified their main economic and social challenges and have designed sovereign
wealth funds to meet related objectives. The International Monetary Fund14 identifies four main types of
funds:
1. Stabilize government revenues and the economy over time: Stabilization funds are designed to
release money into government budgets and the economy to offset drops in resource revenues.
The fund assets are usually invested in short-term, fixed-income investments, such as bonds.
This allows for a quick availability of cash to finance government spending during drops in
resource markets.

10

Dobbs et al. “Reverse the curse: Maximizing the potential of resource-driven economies,” 2013:
http://www.mckinsey.com/insights/energy_resources_materials/reverse_the_curse_maximizing_the_potential_
of_resource_driven_economies
11
Emerson, “Reversing the curse: Starting with energy”, 2012: http://policyoptions.irpp.org/issues/sustainableenergy/reversing-the-curse-starting-with-energy/
12
ibid.
13
Sovereign wealth funds are generally not used to capture revenues from renewable natural resources. The
appropriate way to conserve the wealth of a renewable resource is to conserve the resource itself. That is, to
ensure that forests, fish stocks, water resources, agricultural land etc. remain healthy and productive for future
generations. Sovereign wealth funds are designed to preserve the wealth of non-renewable resources that
inevitably become depleted as they are used.
14
Al-Hassan et al. IMF Working Paper, “Sovereign Wealth Funds: Aspects of Governance Structures and Investment
Management,” 2013: https://www.imf.org/external/pubs/cat/longres.aspx?sk=41046.0
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2. Save natural resource revenues for future generations: Savings funds are set up to ensure that
future generations benefit from natural resources as they become depleted. This is achieved
through long-term investment of resource revenues into a diverse set of assets, such as in
equity (stocks), bonds, real estate, and other alternative investment opportunities.
3. Support economic and social development: The objective of these funds is to finance capital
projects such as infrastructure. This model is often adopted in developing countries.
4. Maintain healthy public pension funds: Such funds aim to offset raising pension costs through
investments, mostly in equities.
Regardless of a fund’s objective (and some might have more than one), the overarching purpose of all
sovereign wealth funds is to accumulate natural resource revenues and reinvest them. This process
transforms non-renewable revenues from resource extraction into a self-sustaining financial resource.
Because the money in a fund is reinvested and generates new investment earnings each year, future
generations can benefit from the resource revenues collected today.15 But making all this work is not
straightforward; it requires following good practices and avoiding bad practices.

What sovereign wealth funds should do
A major theme in the academic work on sovereign wealth funds is the importance of good governance
structures. A good structure is vital to ensuring consistency, maintaining the fund’s legitimacy and public
support, and reducing risks of mismanagement.
The most important component of a fund’s structure is the division of roles between the government
and the fund management agency. The government sets a mandate in line with the fund’s priorities and
delegates the responsibility to run day-to-day investment operations to professional fund managers. The
idea is that these managers must be able to do their jobs without interference from the government in
order to pursue successful investment strategies. At the same time, this operational independence
must be accompanied with a supervisory system. Often, the supervision entails reporting to government
ministries and legislative approval of an operating budget. 16

15

Alaska Permanent Fund Corporation, “Wealth Management – Sovereign and Permanent Funds around the
World,” Trustees’ Papers Vol. 8, 2008: http://www.apfc.org/_amiReportsArchive/2008_TP8.pdf
16
Al-Hassan et al. IMF Working Paper, “Sovereign Wealth Funds: Aspects of Governance Structures and Investment
Management,” 2013: https://www.imf.org/external/pubs/cat/longres.aspx?sk=41046.0
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Source: Al-Hassan et al., 2013

Other best practices for sovereign wealth funds depend on the fund’s overall purpose. Stabilization
funds will have different sets of rules than savings funds, for instance. The former will have contribution
and spending rules that work best to smooth fluctuations in government budgets. The latter have rules
that emphasize preserving and growing wealth over time.17 However, much literature suggests that all
types of funds benefit from having continuous revenue transfer; that is, to contribute a portion of nonrenewable tax revenues to the fund on a regular, pre-determined basis.18
Inflation-proofing is another broadly accepted best practice. This involves preserving the real value of
the fund in terms of its ability to purchase assets. It is accomplished by keeping enough investment
returns in the fund to offset the effects of inflation, which gradually pushes up prices.19 This will protect
the amount of wealth accumulated in the fund and preserves real value for future generations. The
overall rules for contributions, withdrawal and spending should be clear and in line with the fund’s
purpose. When they are not, a sovereign wealth fund can quickly become depleted in the service of
short-term goals.

17

Al-Hassan et al. IMF Working Paper, “Sovereign Wealth Funds: Aspects of Governance Structures and Investment
Management,” 2013: https://www.imf.org/external/pubs/cat/longres.aspx?sk=41046.0
18
Taylor et al. “At a Crossroads: Achieving a Win-Win From Oil and Gas Developments in the Northwest
Territories”, 2010: http://www.pembina.org/reports/crossroads-nwt-oil-and-gas-revenue.pdf
19
Alaska Permanent Fund Corporation, “Wealth Management – Sovereign and Permanent Funds around the
World,” Trustees’ Papers Vol. 8, 2008: http://www.apfc.org/_amiReportsArchive/2008_TP8.pdf
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What sovereign wealth funds should not do
The thing most likely to undermine the success of a sovereign wealth fund is political interference.
Governments and the general public often experience financial hardship, especially during economic
downturns associated with drops in prices for natural resource commodities. In these situations, “the
future ‘gain’ is distant, diffuse and uncertain; the current ‘pain’ is immediate, specific and certain.” 20
Real or perceived public hardship can create significant pressure on governments, leading them to
actions that contradict best practices, including imposing constraints on long-term investments in favor
of short-term gains,21 failing to maintain regular revenue transfers to the fund or even drawing on the
principal investment that forms the core of the fund.
Political interference can also lead to unwise spending of fund assets that deviates from the fund’s core
purpose. As discussed, the purpose of a sovereign wealth fund is generally to stabilize government
revenues or preserve wealth for future generations. Experts warn against spending too much of a fund’s
earnings on current government expenditures, such as paying for public services.22 Such spending
increases government’s dependence on fund revenues, spending the resource on current generations
instead of future ones.

20

Alaska Permanent Fund Corporation, “Wealth Management – Sovereign and Permanent Funds around the
World,” Trustees’ Papers Vol. 8, 2008: http://www.apfc.org/_amiReportsArchive/2008_TP8.pdf
21
World Economic Forum (WEF), “The Future of Long-term Investing,” 2011:
http://www3.weforum.org/docs/WEF_FutureLongTermInvesting_Report_2011.pdf
22
Alaska Permanent Fund Corporation, “Wealth Management – Sovereign and Permanent Funds around the
World,” Trustees’ Papers Vol. 8, 2008: http://www.apfc.org/_amiReportsArchive/2008_TP8.pdf
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Summary of sovereign wealth fund dos and don’ts
Contributions

Key Dos

Key Don’ts

Set levels and types of contributions as
appropriate for the fund purpose

Interrupt (or stop permanently)
continuous contributions to the fund

Make regular, recurring and predetermined contributions to the fund
Keep enough investment earnings in
the fund to offset the effects of
inflation

Spending

Political influence

Spend (or save) in line with the fund’s
purpose

Spend the principal of the fund

Maintain separate roles for
government and managers

Allow governments to alter a fund’s
regulatory structure with impunity

Become overly reliant on revenue from
the fund for current government spending

Maintain a strong system of
supervision

Well-governed sovereign wealth funds will reflect the interests of citizens, who are the ultimate owners
of the natural-resource assets.23 However, citizens and governments must recognize the trade-offs
inherent in spending on the current population (to stabilize the economy or finance public services) or
saving for future generations. These are not easy choices to make, but they are much easier when the
fund’s purpose and rules are articulated clearly and early.

A sovereign wealth fund for BC
Currently, we know very little about the characteristics of BC’s Prosperity Fund, other than it will be built
using revenues from LNG and that it is intended to help eliminate the debt, reduce taxes and fund
programs.24 At this stage there are many unanswered questions. What proportion of government’s LNG
revenues will go into the fund? How much of the fund assets will government spend in a given year?
How much of that spending will go to which objectives? To what extent is the fund going to be used to
support current government spending? What will the fund’s governance structure look like?
The fact that these questions have not been answered yet is understandable considering that the BC
government is still in early stages of designing the policy. Building something as complex and important
as a sovereign wealth fund will require a great deal more deliberation and work. Luckily, the BC
23

Al-Hassan et al. IMF Working Paper, “Sovereign Wealth Funds: Aspects of Governance Structures and Investment
Management,” 2013: https://www.imf.org/external/pubs/cat/longres.aspx?sk=41046.0
24
Government of BC, News release, “New British Columbia Prosperity Fund Will Ensure Lasting Benefits,” 2013:
http://www2.news.gov.bc.ca/news_releases_2009-2013/2013PREM0018-000231.htm
Exploring the Potential of
BC’s Prosperity Fund

16

Resource Works Society
February 2015

Government does not have to design a sovereign wealth fund completely from scratch. Many national
and regional governments have established their own funds, giving us the opportunity to analyze where
they have succeeded and where they have fallen short. In this paper, we present four examples to help
shape our understanding of how sovereign wealth funds can be designed and what they can accomplish.
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2. A review of existing sovereign wealth funds
Alberta Heritage Savings Trust Fund
Alberta’s Heritage Fund is often used as an example of what not to do. It is frequently criticized for its
inability to generate a consistently growing reserve of wealth that Albertans can draw on in the future.25
As one author describes Alberta’s experience, “In essence, by raiding the fund, Alberta’s recent
provincial governments have not only neglected to save for the future but have eroded savings made by
prior governments.”26
But before we jump to any conclusions, we should review the goals set out in 1976 when the fund was
established. Its four objectives were to save for the future, reduce future debt load, improve the quality
of life for Albertans, and maintain stability in the economy. 27 Considering these goals, the fund has
arguably accomplished at least one of the things it set out to do. In addition to multigenerational
savings, the Heritage Fund’s mandate has been used to stabilize the Alberta economy when oil revenues
declined. Unfortunately for Alberta, those rainy days came faster than expected.

Contributions, spending and overall performance
Initially, 30 percent of Alberta’s revenues from oil and gas were contributed to the fund. Up to 40
percent of the principal was initially invested in loans to several provinces, with the rest invested in
loans to provincial government-owned corporations, such as the Alberta Mortgage and Housing
Corporation and Alberta Government Telephones.
These contributions were accompanied by major withdrawals. Since inception, more than $36.5 billion
has been withdrawn from the fund to support government spending in various areas, including
infrastructure projects and public services in health and education. In this time, little investment
earnings have been retained for inflation-proofing.28 29

25

Alaska Permanent Fund Corporation, “Wealth Management – Sovereign and Permanent Funds around the
World,” Trustees’ Papers Vol. 8, 2008: http://www.apfc.org/_amiReportsArchive/2008_TP8.pdf
26
Gouett, “Sovereign Wealth Failure?” Canadian International Council, 2013: http://opencanada.org/features/thethink-tank/essays/sovereign-wealth-failure/
27
Taylor et al. “At a Crossroads: Achieving a Win-Win From Oil and Gas Developments in the Northwest
Territories”, 2010: http://www.pembina.org/reports/crossroads-nwt-oil-and-gas-revenue.pdf
28
Alberta Heritage Savings Trust Fund, “Annual Report 2013-2014”:
http://www.finance.alberta.ca/business/ahstf/annual-reports/2014/Heritage-Fund-2013-14-Annual-Report.pdf
29
Alaska Permanent Fund Corporation, “Wealth Management – Sovereign and Permanent Funds around the
World,” Trustees’ Papers Vol. 8, 2008: http://www.apfc.org/_amiReportsArchive/2008_TP8.pdf
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In 1982 contributions were cut to 15 percent, and they were stopped completely in 1987.30 Around the
same time, Alberta’s resource revenues dropped sharply,31 and the Alberta Government began
withdrawing fund income to pay for ongoing government services.32 Despite changes in legislation and
substantial increases in oil revenues since 2000, contributions to the Heritage Fund did not resume until
2005, when the government made transfers for three years and then stopped again. Even now, there
are no legal requirements to make annual contributions to the fund. 33 The Heritage Fund was worth
$17.5 billion in 2014. Stabilizing government spending has clearly been favoured over saving for the
future, resulting in a fund that has grown much slower than others reviewed in this report.
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Source: Graph generated from Alberta Heritage Savings Trust Fund Annual Report 2013-2014.34

The Alberta government has made efforts to change its ways since the fund’s creation. In the mid-1990s,
the Alberta Heritage Savings Trust Fund Act was amended to reduce the influence of the government in
the management of the fund. The Alberta government can no longer use the fund for direct economic

30

Alberta Heritage Savings Trust Fund, “Annual Report 2013-2014”:
http://www.finance.alberta.ca/business/ahstf/annual-reports/2014/Heritage-Fund-2013-14-Annual-Report.pdf
31
Alberta’s non-renewable resources revenues 1970-2013 (graph):
http://www.energy.alberta.ca/Org/pdfs/HistoricalRevenuesGraph.pdf
32
Taylor et al. “At a Crossroads: Achieving a Win-Win From Oil and Gas Developments in the Northwest
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investment or social investment purposes.35 The Heritage Fund was divided into two parts, one to meet
immediate fiscal needs while the other focused on maximizing long-term investment returns.36

Lessons for BC
The Alberta Heritage Fund has not seen the same growth as the sovereign wealth funds in Norway and
Alaska, which are discussed next. If British Columbians expect greater multigenerational savings than
what was achieved by Alberta, the BC government should take a few lessons from the Heritage Fund’s
experience.
What differentiates the Heritage Fund from other examples is a governance structure that has allowed
for a great deal of political interference. In particular, the fund succumbed to one of the bad practices
identified earlier: a discontinuation of regular contributions. While a temporary break in making
transfers to the fund might be justified by a need to stabilize the government budget during a drop in oil
prices, the Alberta government failed to continue the payments after tax revenues began to rise again.
This example should show British Columbians that saving for the future is a difficult task, and it seems to
be made more difficult when the government has discretion over how and when it makes contributions
to its sovereign wealth fund.37
And in the same way, the Alberta government also had significant discretion in how money in the fund
was spent, making the Heritage Fund a convenient source of extra revenue – arguably far too
convenient. The government used investment earnings and the principal amount to finance public
spending to a degree where it undermined the real value of the fund.38 As a result, little has been saved
for future generations relative to other sovereign wealth funds. If the goal of the BC Prosperity Fund is
to finance public services, the Alberta example suggests setting clear limits on this spending, ideally at a
point that protects the fund’s principal amount and also allows for some long-term growth.

Norway Pension Fund Global
Norway has created the world’s largest sovereign wealth fund. Its Pension Fund acts as both a
stabilization fund and as an intergenerational savings fund. The Norway Pension Fund Global was
created in 1990 to help finance the rising costs of public pension and to preserve its oil wealth for the
future. Despite of its name, fund assets are not actually spent on pensions, at least not yet. The fund is
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designed to provide economic stabilization by allowing for increased spending in economic downturns,
and it is also a vehicle for long-term saving. A key characteristic of the Pension Fund is its sound
governance structure and an associated high level of government fiscal responsibility.39

Contributions, spending and overall performance
Revenues are contributed to the fund using a system that differs from the more conventional approach
where governments set aside a percentage of resource revenues. Starting in 1996, all tax revenues from
the oil industry are transferred to the Pension Fund. This includes corporate taxes, exploration licences
and revenues from partial state ownership of Statoil, the largest oil and gas company in Norway.40 Once
contributions are made, whatever money is needed to cover the annual government deficit is then
transferred back to the general budget.41
In order to limit how much of the fund’s resources can be spent to cover budget deficits, Norwegian
leaders imposed a spending rule in 2001, which stipulates that government spending should correspond
to the expected real investment earnings of the fund, estimated at four percent of fund’s value.
However, this rule is not a strict legal requirement. Transfers are reduced during strong economic
periods and increased during economic downturns, in accordance with the fund’s economic stabilization
purpose, with a goal of maintain the four-percent spending target over time. 42 In 2014 oil revenue
accounted for approximately 10 percent of the government budget.43
With $878 billion (US dollars) in assets, Norway Pension Fund Global is the largest sovereign wealth fund
in the world.44 Initially, fund assets were invested in low-risk investments, such as bonds. Today, 60
percent of the assets are invested in equities, while the rest is invested in bonds (at least 35 percent)
and real estate (up to five percent).45
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Source: Norwegian Ministry of Finance46

Norway Pension Fund Global is praised for its clear governance structure and sound fiscal management.
While the Ministry of Finance has the power to manage the Pension Fund, the fund’s operational
management was delegated to Norges Bank Investment Management, the investment division of the
Central Bank of Norway.47 The Ministry of Finance decides on the general investment framework for the
Fund and stipulates requirements with regard to risk management, reporting and responsible
investment practices.48
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Source: Norwegian Ministry of Finance49

Moreover, Pension Fund Global is a leader in transparency, being the only sovereign wealth fund that
invests into open market shares with publicly traded firms. In 2004 ethical guidelines were adopted
mandating that investment decisions take into account the environmental and social activities of
companies in the portfolio.50 As a result, the Pension Fund Global stopped investing with arms
manufacturers, the tobacco industry, mining companies with poor environmental records and retailers
with questionable labour practices.51

Lessons for BC
While there’s much in the Norway Pension Fund that the BC’s Prosperity Fund may seek to emulate, BC
is unlikely to match Norway’s financial success due to differences in political climate, fiscal realities and
the nature of the underlying resource wealth. However, BC should try to match some of Norway’s
achievements, such as maintaining a governance structure where the investment agency enjoys a high
degree of operational independence from government, and successfully balancing the objective of
stabilizing the economy over time with the need to build savings for the future.
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Alaska Permanent Fund
So far, much has been said about the different goals sovereign wealth funds pursue and the different
ways in which they are managed. In Alaska, citizens have played an important role in making some of
these top-level decisions, resulting in some unique design choices, including broad redistributions of
resource revenues.
In 1976 Alaska’s legislators created the Alaska Permanent Fund through a constitutional amendment,
reflecting Alaskan citizens’ desire to save the oil revenues for future generations.52 The fund’s objectives
are to provide long-term stability to fiscal policy, to save current resource revenues for future
generations, and to distribute a share of resource revenues to the people of Alaska.53 This model
strongly emphasizes the principle that Alaska’s citizens are the ultimate owners of the state’s natural
resources and must have a say in how the resource wealth is used.

Contributions, spending and overall performance
A constitutional amendment passed in 1976 mandates that the Alaskan government transfer at least 25
percent of its mineral revenues into the fund each year.54 This includes all mineral lease rentals,
royalties, royalty sales proceeds, federal mineral revenue-sharing payments and bonuses received by
the state.55 Only earnings from investments can be spent, while the principal and the income kept for
inflation proofing can only be withdrawn through a citizen referendum.56 This design demonstrates a
strong focus on the protection of the principal amount of the fund and maintaining its wealth for future
generations. In 2009 stocks (the majority of which is held in the US) and bonds represented the majority
of fund’s investments. In 2013 the Permanent Fund was valued at $44.9 billion.57
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The governance structure of the Alaska Permanent Fund follows many of the good practices identified in
the Norway example. Fund policies are set and managed by an arm’s-length Board of Trustees, a
majority of whom do not hold government positions. The day-to-day investment management and
operations are entrusted to the Alaska Permanent Fund Corporation, which reports to the Legislative
Budget and Audit Committee in the state legislature.59 60
The Permanent Fund legislation limits the involvement of the state treasury in the management of the
fund as well as the types of investments that can be made. By incorporating the fund in the state
constitution, the Alaskan government has very limited discretion in making major changes to the fund.
When major changes, such as decreasing the levels of contributions, are proposed, the people of Alaska
have the final say, as a constitutional amendment requires the passing of a public referendum. And this
has proven to be a real barrier, as seen in 1999 when Alaskans rejected a motion to allow the fund’s
investment earnings to be used to balance the state budget.61
A uncommon feature of this sovereign wealth fund is that citizens benefit directly through dividend
payments. Part of the fund’s investment earnings is distributed to Alaskan citizens following a formula
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based on five-year average investment earnings. Between 1982 and 2008, approximately $16.7 billion
was shared with Alaskans through the yearly distribution of dividend checks. In 2013, the dividend was
$900 per qualifying resident. 62

Lessons for BC
The design of the Permanent Fund demonstrates a commitment to preserve wealth for future
generations, even as it pays out regular amounts to today’s citizens. The Alaska fund has accomplished
this partly by emphasizing Alaskan citizens’ ownership of the state’s resources, incorporating both public
dividends and referendum-based rules into the fund structure.
The fund has succeeded in setting boundaries on government’s ability to change the rules, requiring
difficult constitutional amendments to change important elements such as the percentage of resource
revenues dedicated to the fund each year. Of course, BC would have to find another way to achieve this
level of stability, as Canadian provinces do not have the same constitutional framework as states in the
US.
While some in BC may be tempted to initiate a dividend system similar to the one used in Alaska, this
decision should be made with caution. The population of BC is more than six times larger than that of
Alaska and thus dividend payment would be substantially lower, unless of course our fund could grow to
also be six times larger than Alaska’s. And so, British Columbians may want to temper their expectations
about how much they could gain from dividends from the Prosperity Fund.

North Dakota Legacy Fund
The North Dakota Legacy Fund symbolizes the evolution of governance structures seen in sovereign
wealth funds. This fund is the youngest among those discussed in this paper, created in 2010, and it
introduces some new strategies worth noting. Much like the Alaska Permanent Fund, the Legacy Fund
was created through a constitutional amendment. Its ultimate purpose is to preserve the real, inflationadjusted value of fund assets and maximize returns on investments. 63 Unlike other examples discussed
here, the Legacy Fund is focused primarily on intergenerational savings rather than on stabilizing
government budgets and the economy.

Contributions, spending and overall performance
Like the Alaska Permanent Fund, the Legacy Fund was created through a constitutional amendment. The
amendment calls for 30 percent of gross production and extraction taxes by the oil and gas industry to
62
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be transferred to the fund. The first contribution was made in 2011 and since then almost $2 billion has
been deposited in the fund.64
Most assets are invested in fixed-income, US and international equity at 35 percent, 30 percent and 20
percent respectively. 65 The Legacy and Budget Stabilization Fund Advisory Board is responsible for
recommending policies on investment goals and asset allocation. Policies are implemented by the State
Investment Board, which invests the assets following a low-risk strategy.66 As the Legacy Fund is still
relatively new, little information on the fund’s performance is available.
The Legacy Fund has a strong legal framework protecting against discretionary short-term spending. It
uses a six-year “lock-up” period, which ensures that the principal and earnings can only be transferred
to the general budget after June 2017, giving the fund six years to accumulate revenue. After this date,
up to 15 percent of the principal can be spent by the government every two years and even that is only
possible with a vote of at least two-thirds of the members elected to each house of the Legislative
Assembly. Moreover, after the end of the six-year period, all fund earnings are transferred back to the
general fund every two years.67

Lessons for BC
The Legacy Fund uses a rigid governance structure with a lock-up period to guarantee fast initial growth.
A similar measure to prevent any spending from the Prosperity Fund in its infancy may be an effective
way to grow the fund and prevent reckless spending early on. As with other funds seen in this study, the
North Dakota fund uses a governance structure to distance sitting politicians from regular fund
management. Its rules also clearly specify what revenues are to be contributed into the fund and what
can be withdrawn and when.
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Comparing four sovereign wealth funds
Alberta Heritage Fund

Norway Pension Fund
Global

Alaska Permanent Fund

North Dakota Legacy
Fund

Goals

 Stabilization

 Stabilization and
multigenerational
savings

 Multigenerational
savings

Unique
Features

 Government’s
influence in revenue
transfers to and from
the Fund

 All government
petroleum revenues
are transferred to the
fund

 Multigenerational
savings, stabilization
and income
redistribution
(dividends)
 Established through
constitutional
amendment
 Citizen dividend

Fund
Contributions

 At the discretion of
the Alberta
Government (none
since 2008)
 Earnings kept for
inflation-proofing
 Investment earnings
are transferred to the
general budget fund (a
portion is retained for
inflation-proofing)
 Principal amount may
be transferred to the
general budget fund

 All government
petroleum revenues
except what is
transferred to balance
budget

 25% of gross mineral
revenues
 Earnings kept for
inflation-proofing

 All oil revenues are
contributed to the
fund, except what is
needed to balance the
annual government
budget. This spending
is limited to 4% of
fund value.

Investment

 More than half of the
investment is in equity

 Equity 60%
 Fixed income 35-40%
 Real estate 0-5%

Decision Making

 Until 2007, the fund
was managed by
government
departments
 Ministry of Treasury
Board and Finance
sets investment policy,
long-term strategy and
monitors performance
 Investments are
managed by Alberta
Investment
Management
Corporation69

 Norges Bank
Investment
Management (part of
the Central Bank of
Norway) manages
fund’s operations and
investments
 Ministry of Finance
determines general
investment
framework, risk
requirements,
reporting and
responsible
investment practices

 All investment
earnings transferred
to the general budget
fund, what is kept for
inflation proofing
 Most earnings spent
as dividends
 Principal amount
cannot be
appropriated
 Stocks 36%
 Bonds 21%
 Real estate 12%
 (2013 data)68
 Arms-length Board of
Trustees is appointed
to lead the policies
and management of
the Alaska Fund
 Alaska Permanent
Fund Corporation
carries out the
investment decisions
 Legislative Assembly
act in a supervisory
role and approves the
budget

Fund Spending

68

 Established through
constitutional
amendment
 6-year “lock-up”
period
 15% restriction on
principal amount
transfer, conditional
on ⅔ majority in the
Legislative Assembly
 30% of gross
production and
extraction taxes by the
oil and gas industry
 All earnings until June
2017
 None till June 2017
 Investment earnings
transferred every 2
years
 Restrictions on
principal amount
spending

 Fixed-income 35%
 US equity 30%
 International equity
20%
 The Legacy and Budget
Stabilization Fund
Advisory Board
recommends policies
on investment goals
and asset allocation
 State Investment
Board implements
policies
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3. Recommendations
The concept of a BC Prosperity Fund has progressed little since it was first announced in 2013. But now
that immediate concerns such as the LNG tax framework have been resolved, British Columbians can
begin seriously considering what they want the fund to achieve and what are the best strategies that
will help it be successful. Fortunately, we do not have to make these decisions without guidance. By
looking at what has and has not worked for other resource-dependent regions, we can identify a few
broad principles worth following.

1. Decide what we want the fund to accomplish
A great place to start with any big policy is to determine what we want it to achieve. The two main
priorities we’ve seen in the case studies so far are saving resource wealth for future generations and
stabilizing public spending as resource revenues go up and down. But there are other priorities we could
consider as well, including more short-term goals such as redistributing wealth to British Columbians
today through dividend payments.
Recommendation: Saving non-renewable resource wealth for future generations stands out as a
universally attractive objective, and any strategy the BC Prosperity Fund pursues should contain strong
rules to ensure the fund continues to grow for the benefit of future generations. But as shown in the
case studies, this goal can be accomplished alongside others. For instance, we’ve seen examples of
sovereign wealth funds that have successfully grown their reserves while also paying dividends to
citizens or supporting government spending. They have accomplished these dual objectives partly by
following the good practices we identify below.

2. Set clear rules on what contributions will be made to the fund
One of the key characteristics of successful funds is that they have clear rules stipulating what money
must go into the fund every year. The absence of such rules is one of the key shortcomings of Alberta’s
Heritage Fund. As British Columbians consider the design of the Prosperity Fund, they might consider
some of the following questions: What proportion of the government’s LNG revenues should be saved in
the fund? When, if ever, should government be allowed to avoid contributing to the fund?
Recommendation: A sound principle for sovereign wealth funds is to commit a set percentage of
government’s non-renewable resource each year. Strict rules should be put in place to limit the
government of the day’s discretion in decreasing or avoiding these contributions to insulate the
Prosperity Fund from the pressures of short-term political issues.

3. Clarify how and when the fund assets will be used
Similar to the point above, strict rules are also needed in terms of how money from the fund is spent.
Without clear guidelines on these two key elements (contributions and spending), resource-dependent
regions run the risk of depleting their savings and, if they have become unduly dependent on spending
69
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their savings, undermining their fiscal stability. Issues that should be considered include: What is
required to keep the fund’s principle intact, considering the effects of inflation? Should a lock-up period
be used to insulate the fund in its early years? What percentage of either the fund’s principal or its
yearly returns should be returned to government for general spending? What form should that spending
take? Infrastructure and other capital spending? Program and service spending? Debt reduction? Or
even direct payments to citizens in the form of dividends?
Recommendation: Examples from around the world show that rules for spending sovereign wealth fund
assets should be clearly spelled out. We consider it more important that these rules govern the amount
of revenue spent, rather than what those assets are spent on. Rules should include some kind of startup provisions, like North Dakota’s lock-up, to allow for a speedy build-up of the fund principal. Rules
should also specify how much of the fund’s savings can be spent by government in any given year. And
these rules should ensure that, overall, the fund is able to grow and preserve wealth for the future. We
recommend that governments be allowed discretion in how this amount be spent, to help them respond
to the priorities of the day. Finally, governments should not be able to spend excessive amounts from
the fund unless they can meet clear, demanding conditions.

4. Ensure arm’s-length fund management and oversight
Perhaps the clearest guideline to emerge from this analysis of sovereign wealth funds is the importance
of a governance structure that separates government from short-term decisions regarding the fund. The
ideal governing model creates a role for government in setting the fund’s broad priorities and
maintaining an oversight system to ensure those priorities are pursued. Management responsibilities
should rest with a well-regulated and supervised professional agency at arm’s length from government.
The design of a sound sovereign wealth fund therefore depends on setting up adequate checks and
balances between government and management. Strict rules will also need to be designed to determine
the conditions under which these underlying systems might be changed.
Recommendation: The BC government should play a key role in setting the overall priorities of the
Prosperity Fund and supervising its performance. Government should not be able to alter the
fundamental rules governing contributions and withdrawals from the fund except in exceptional
circumstances outlined beforehand in clear protocols. The fund’s overall investment strategy and daily
operations should be handled by an arm’s length professional body, be that an extension of an existing
agency or a new one created for this purpose.
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4. Conclusion
In good times, it is tempting to treat natural-resource revenues as though they will remain strong
forever. But we know better. While it is important to appreciate the role that resource wealth plays in
supporting our high standard of living, we should also recognize that this wealth can create risks if we’re
not careful. If we become too dependent on yearly windfalls from LNG, for instance, we put ourselves at
risk of damaging shocks should markets shift.
Fortunately, we know that these risks can be managed using a sovereign wealth fund. And this is how
we encourage British Columbians to think of the BC Prosperity Fund. Not as a golden ticket; not as a
license to print money, cut taxes or build stadiums; not as a get-out-of-debt-free card; but as an
important part of our commitment to responsible resource development.
At the moment, the BC Prosperity Fund is a vague political promise and much work remains before it
becomes something real. We encourage all British Columbians to join a conversation about what it
might become. To assist that conversation, we provide four broad recommendations: decide what we
want to accomplish, set clear rules on what contributions will be made to the fund, clarify how and
when the fund assets will be used, and ensure arm’s-length fund management and oversight. We feel
these are sound principles upon which to begin a productive discussion about what kind of sovereign
wealth fund would serve BC best.
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