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The continual improvement in governance, further diversification of country
revenue streams and increased focus on important infrastructure projects are
just some of the positive Pacific Island initiatives that PacWealth has observed
for far in 2017.
The foundation from which the region can enjoy future sustained growth is
being laid.
Throughout this edition of Pac Tok, as highlighted in the individual country
updates and Ian Clarke’s observations in the PacWealth Pulse section, it is
obvious that the Pacific has huge potential to become, collectively, an
economic powerhouse.
We hope you enjoy reading this April edition as much as we enjoyed compiling
it.

PACWEALTH PULSE
Huge Potential for Pacific Super Funds
Ian Clarke, Global Vice Chairman of Dentons
I read with interest the article by Adam Hill, Executive Chairman of PacWealth, in the February 2017
edition of this publication.
Adam described the notion of a “Pacific Collective Economic Unit”. Apparently there is approximately
AUD35 billion funds invested in Pacific region superannuation and provident funds.
This prompted me to ponder how to unlock the potential in the Pacific which these superannuation funds could deliver.
I recently read with interest a report of the proceedings of the 2016 ADB-FNPF-PPI Forum on Public Pension Systems in Asia
held in Fiji from 2-3 November 2016. The focus of the deliberations were Pacific Region Funds. I commend the report as a
useful summary of key issues facing superannuation and pension plans in the Pacific region. The report confirms that these
superannuation funds are among the largest financial institutions in many Pacific countries. The report also asks relevant
questions around the role of the funds and to what extent and when they should diversify investments into listed and
unlisted equities.
In this short article I seek to highlight what a huge potential lies with these funds as drivers of economic activity. Whilst the
need for prudential management is paramount I venture to suggest restricting these funds to only investing in government
securities and country specific domestic assets is short-sighted. Through superannuation funds citizen members are able to
invest in a wide range of assets which ordinarily would either be beyond their reach or not available to the public.
In 2000 I had the privilege of assisting the PNG Government legislate extensive reforms of the financial services sector which
included banking, superannuation, life insurance and wealth management. The essence of the reforms was to unlock the
enormous potential those funds have. Regulation and supervision was moved from Government to the Central Bank as Super
Regulator. Funds were required to comply with strict internationally recognised prudential standards covering issues such
as board governance, fit and proper tests, conflicts of interest and like matters.
Where to next for these funds and what role should they play in the development of capital markets in the Pacific?
As Adam noted in his commentary they can become important investors across the Pacific. Furthermore they can co-invest
with the many international funds eager to secure investments in our Pacific region. Having large country based
superannuation funds co-investing in assets with overseas funds can help manage perceived issues of sovereign risk.
Government debt could be cut if surplus government assets were rolled into listed property trusts whose units are listed on
regional exchanges such as POMSOX. The superannuation funds could be ideal investors in those assets. If need be
Government could anchor returns by leasing back those fixed assets.
So the creation of independently managed funds can dramatically help domestic capital markets develop and provide
investment opportunities to allow members through super to save and grow their private wealth. The privatisation of The
Papua New Guinea Banking Corporation was structured as a merger with the Bank of South Pacific. The arrangement allowed
large superannuation funds to be foundation investors in what has become a successful Pacific story.
It is important that private wealth and financial independence grow for all citizens in the Pacific.
I support Adam’s call to the Pacific to harness the power of these funds, ensure they are prudentially managed and have
them more widely invested thereby creating wealth for their members and giving exposure to a greater range of assets
classes.

Ian Clarke is a Global Vice Chairman of the world’s largest global law firm, Dentons who combined with Gadens
in 2016. Based in Sydney Ian practices extensively in this area and has lived and worked in PNG since 1980.
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U.S. GDP increased by just 0.7% over the first quarter of 2017, which is the weakest performance registered
since the first quarter of 2014. Muted consumer spending, coupled with US businesses investing less on
inventories were the two main detractors, serving as a potential setback to President Trump’s promise to
boost continual growth. That said, the three major indexes posted an April advance of about 1%. The S&P and
the Dow posted their fifth positive month in six, while the Nasdaq recorded its sixth straight monthly gain.
Treasury yields hovered around break-even after GDP data released.
The European Central Bank (ECB) met last Thursday in Frankfurt and showed no signs that it was going to start
reducing its aggressive stimulus program. It is believed that price pressures in the euro area are still too weak
to rein in Bank spending. In an interesting statement, Mario Draghi, the President of the ECB, said “one thing
that may have come out of the meetings is that perhaps the risk of protectionism, trade protectionism, may
have somewhat receded”.
It seems that failures of others have become a gain for Emerging Markets (EM). President Trump’s inability to
push ahead on key election pledges in his first 100 days in office – most notably his trade policies, has whetted
investors' appetite for riskier assets this month. Despite the inaction, certain comments made by Trump, can
still adversely affect markets. His views on America’s ‘horrible’ trade deal with South Korea momentarily
disrupted the EM equities juggernaut, highlighting that investors are still wary of how much influence US trade
activity (or potential inactivity) will have on the growth of other nations’ economies.
Frontier Markets (FM), which includes countries such as Romania, Mauritius, Kenya and Kazakhstan have
mirrored the performance of Emerging Markets this year, posting a +10.50% YTD gain. A rising middle-class and
continued technological advancement has meant some countries within the FM index have graduated to
Emerging Market status, with Pakistan and Argentina the next most likely to ‘make the step up’. This leaves
index managers, such as MSCI, with quite the conundrum – who will replace them? Here at PacWealth, we
believe the South Pacific, as a collective, would be an ideal candidate…

GOLD = $1,266 USD/oz
The recent and continued rally in the
price of gold appears to have been
driven by safe-haven buying, as
evident from the close relationship
between the price of the metal and
the Japanese yen, another widely
accepted safe-haven asset.

COPPER = $2.58 USD/lb
The Copper price fell for the month,
as investors moved away from the
metal due to scepticisms on China’s
growth prospects and Trump’s ‘unphenomenal’ tax package that may
not get through Congress, let alone
make it to US businesses.

WTI OIL = $49.14 USD/bbl
Optimism surrounding the potential
sustained increase in oil prices
slightly faded this month, with WTI
back below $50 a barrel, with
increasing Libyan exports leading to a
more bearish sentiment in oil
markets.
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PAPUA NEW GUINEA
In their most recent economic outlook report, released in April, the
Asian Development Bank (ADB) provided positive commentary on
the medium-term future of the PNG economy. According to the
Bank, the economy is set to grow by 2.5% in 2017, up from the 2%
growth registered last year, with key contributions expected to come
from:
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PNG GDP Growth (%)
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Ok Tedi gold and copper mines returning to full capacity and
the Ramu nickel mine to 90% capacity;
Agriculture, forestry, and fishery output growing by 3.6%,
with increases in both price and production, and
A gradual pickup in the global economy, which is expected
to boost commodity prices and stimulate activity in sectors
outside of resource extraction

•
•

The risks are ever-present, however, with foreign investment into
PNG set to decline due to the lack of availability of foreign currency,
amongst other things. Pleasingly, these factors have been identified
by the Government and Central Bank as key issues to address moving
forward.
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FIJI
According to ADB Outlook publication, the Pacific economies as a collective will on average grow by 2.9% in 2017
and a further 3.3% in 2018, as the regions larger economies recover from recent economic slowdowns and
shocks. In Fiji, continuing reconstruction in the aftermath of Cyclone Winston is expected to accelerate growth
and stimulate economic activity across a variety of sectors, but none more important than Tourism. Fiscal
policies supporting plans to develop infrastructure — especially roads, water supply and modern sanitation —
will also drive economic growth, which is expected to reach 3.5% in 2017 and 4% in 2018.
In other news, a recent investment by China’s Kinton International Group Ltd is yet another example of the
investment opportunities that Fiji has to offer, which will have an eventual positive effect on the employment
sector. According to a company statement, it is aiming to invest in aqua farming, renewable energy and real
estate, with an initial investment of USD$7million for the first phase, with more to come in the near future.

Fiji GDP Growth (ADB)
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PACIFIC MARKET OVERVIEW
AUSTRALIA

Coal Price (USD)

The global economy is improving its output, which is
welcomed news for Australia, as it is a large commodity net
exporter. According to the International Monetary Fund’s
(IMF) latest release of their world economic outlook, the
global growth forecast for 2017 has been raised to 3.5% after
expanding by 3.1% last year.

In relation to Australia’s imports, the Turnbull government has
pushed to impose goods and service tax (GST) on all imported
online goods. If this eventuates, it would mean Australia
would be the first country to implement such a tax. In doing
this, the Government aims to “level the playing field” for local
bricks-and-mortar stores, whilst ensuring global online giants
such as Amazon and eBay pay their fair share of GST to the
country.
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Correspondingly, coal prices generally rose during the month
of April (despite a late dip), reaching its highest price ever
recorded in mid-April at USD$314 per ton. As a result,
Australian growth is predicted to rise to 3.1% this year after
2.5% in 2016, which should see the unemployment rate shrink
to 5.2% from the current 5.9% observed now.
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SAMOA
Public debt is in focus in Samoa, with foreign borrowing creeping
above 50% of GDP. Minister of Finance, Sili Epa Tuioti has
outlined a number of plans to increase public revenues,
including a lift to the controversial V.A.G.S.T (value added goods
and services tax). The minister cited increasing pressure on
government funds from public infrastructure investment, in
particular water supply and road access, and education
subsidies. In February this year the IMF noted that to achieve the
government’s target of reducing public sector debt to 50% of
GDP by 2020, continued expenditure restraint is needed but
health, education and climate resilient infrastructure
expenditure should be prioritised.
Meanwhile, Minister of Agriculture and Fisheries, La’auli
Leuatea Polataivao has stated Samoa needs to capitalise on an
opportunity to export products to the United States market,
gaining access through American Samoa. “They are our gateway
through to the United States…we still need to maintain the
relationship with American Samoa as they are the ones that will
open the door” said the Minister. Planned exports include meat,
frozen taro, fresh taro, fish and oil products.
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Total Samoan Debt - 2017
Total External Debt (in Tala million)
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SOLOMON ISLANDS
THE ADB Outlook report also included the following highlights for Solomon Islands:
•

Gross domestic product (GDP) growth in the Solomon Islands accelerated to 3.2% in 2016, but will
likely moderate as the short-term benefits of expansionary fiscal policy and unsustainable logging
dissipate. Currently, Solomon Islands has the 161st largest economy in the world.

•

The current account deficit widened significantly to 7.3% of GDP in 2016 and is expected to widen
further to reach 10.7% of GDP in 2018 amid high import needs for large planned investment project,
including the Tina River Hydro project.

As a result of these findings, and a realisation of the need to diversify the Solomon Islands economy away from
its dependence on the logging industry, the ADB has advised that the Government should concentrate on the
tourism industry. Tourism is currently a small contributor to GDP, with a legacy of years of ethnic tension at the
turn of the century having a negative effect; the country's tourism potential has, however, never been in doubt.
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TIMOR-LESTE
An Australian privately owned company, Timor Resources Holdings has signed
a deal to explore for oil and gas around Timor-Leste, with the ambitious aim of
beginning oil production within four years. The company, part of the diversified
manufacturing and engineering company Nepean Group, has taken 50% of two
prospective onshore blocks covering 2,000 square kilometers in a region hosting
more than 60 oil seeps. The production sharing contract, signed on by Nepean
Group Chairman and Timor-Leste government representatives could see the
Australian company invest more than USD 150 million.
Nepean Group Chairman described Timor-Leste as a "highly prospective region"
for oil and gas, but with onshore fields that had been closed to international
exploration for 40 years. Nepean Group Chairman also stated that the deal,
which has been in discussion for six months, could bring "life-changing" benefits
to the people of Timor-Leste. However, production for crude oil in Timor-Leste
has declined by approximately 0.52% from 2013 to 2016 (last 3 years) with a lot
of concerns about whether the economy is dependent on revenues from oil and
gas reserves or not.

Timor-Leste
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TONGA
The World Bank believes that Tonga should undergo an economic reform to shore up its revenue, contain
unproductive spending while boosting critical expenditures on health and education, and build up buffers
against shocks. These shocks, predominately in the form of natural disasters, can have crippling effects on Pacific
nation economies, as detailed in previous Pac Tok editions. Tonga’s susceptibility to attracting cyclones, for
example, is one of the highest in the world.
Two key challenges that the Tongan Government faces currently are to manage carefully its wages bill and also
its financing of the 2019 South Pacific Games related constructions. The Games, which occur every four years,
was first held in Fiji in 1963 with the aim of “creating bonds of kindred friendship and brotherhood amongst
people of the countries of the Pacific region through sporting exchange without any distinctions as to race,
religion or politics”. The GDP boost that such an event can create makes the on-time completion of the required
infrastructure projects all the more important. As evidenced with the now ‘ghost’ stadiums witnessed after the
completion of the 2014 World Cup in Brazil, ensuring the infrastructure is still utilised after an event is also very
important.

VANUATU
To generate healthy dialogue on the main economic issues facing the country and to formulate appropriate
policies to address these issues, The Bank of Vanuatu will conduct its second economic symposium on 17th May
2017 with the theme “Enhancing Financial Inclusion for a More Equitable, Inclusive and Sustainable Economic
Development”.
The Bank has followed with interest the need to promote financial inclusion in coordination with the
Government and other stakeholders. Therefore, in 2016, the Bank undertook two major surveys on both
individuals and Micro, Small & Medium Enterprise (MSME Survey) to gather evidence-based information on the
need to further enhance the agenda of financial inclusion in Vanuatu.
With the economy continuing to recover from Cyclone Pam in 2015, growth in 2017 is expected to pick up to
4.3%, slightly moderating to 3.8% in 2018. Ongoing recovery on the tourism and agriculture sectors will drive
growth, with the increase in infrastructure investment and construction activities providing a needed boost
With news Cyclone Donna is expected to hit Vanuatu’s northern islands, PacWealth keeps Vanuatu in our
thoughts through this time.
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Important:
This document has been prepared by PacWealth Capital Limited (PCL) ABN 48 151 039 039. This document contains general information and general
advice only and does not constitute personal or specific financial product advice. As such, the material does not take into account the personal or
specific investment objectives, financial situation, tax position or particular needs of any specific recipient. Prior to any investment decision, we
recommend that you seek personal investment advice, based on your particular situation and consider the relevant offer document (including any
product disclosure documents) before making any investment decision.
No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information
contained herein, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the materials.
It should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this material are subject to
change without notice. PCL, its directors, officers and employees’ or clients may have or have had interests or long or short positions in the securities
or other financial instruments referred to herein and may at any time make purchases and/or sales in them as principal or agent. PCL may act or have
acted as market-maker in the securities or other financial instrument discussed in this material. Furthermore, PCL may have or have had a relationship
with or may provide or has provided investment banking, capital markets and/or other financial services to the relevant companies. Neither PCL, nor
any of its affiliates, directors, employees or agents accepts any liability for any loss or damage arising out of the use of all or any part of this material.
Options, derivative products and futures are not suitable for all investors, and trading in these instruments in considered risky. Past performance is
not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security or
related instrument mentioned in this document. Before making an investment decision, you should consider whether the information is appropriate
in light of your particular investment needs, objectives and financial circumstances, and seek your own legal, regulatory, tax, financial and accounting
advice.
This material is for distribution only under such circumstances as may permitted by applicable law. To the extent that PCL has sourced any material
in this document from a third party, PCL accepts no liability for the accuracy, currency or completeness of that material. All information is correct at
the time of publication only and subject to change without notice. PacWealth Capital Limited, registered office: Level 3, Deloitte Tower, Douglas
Street, Port Moresby 121, National Capital District, Papua New Guinea.
All materials contained herein are confidential and proprietary to PacWealth Capital Limited. Any reproduction or public presentation of any form
without prior written consent of PacWealth Capital Limited is strictly prohibited. PacWealth Capital Limited accepts no liability whatsoever for the
actions of third parties in this respect.

PacWealth Capital Limited
PNG Office

Level 3, Deloitte Tower, Douglas Street | P.O. Box 1142 | Port Moresby 121 |
National Capital District, Papua New Guinea
Phone (L): (675) 321 0844 | (675) 73358991 | Fax: (675) 3215747
Sydney Office

Level 6, 227 Elizabeth Street, Sydney, NSW 2000 Australia
Email: admin@pacwealthcapital.com | Web: www.pacwealthcapital.com

