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It is widely thought that state ownership of natural resources, oil and natural gas in
particular, causes countries to fall under the sway of the “resource curse.” In such cases,
governments allegedly display “resource nationalism,” which destabilizes the economy,
society, and politics. In this book, David R. Mares dispels these beliefs and develops a

powerful new account of the relationship between state resource ownership and energy

policy.



Mares examines variations in energy policy across a wide range of countries,
underscoring the fact that in most of the world outside the United States, subsoil natural
resources are owned by the state. He considers the history of Latin American oil and gas
policies and provides an in-depth analysis of Venezuela from 1989 to 2016, before,
during, and after the presidency of Hugo Chavez. Mares demonstrates that the key factors
that influence energy policy are the inclusiveness of the political system, competitiveness
within policy making, and the characteristics of individual leaders. Domestic politics, not
state ownership, determines the effectiveness and efficiency of energy policies: the
“resource curse” is avoidable. Drawing on these findings, Mares reconceptualizes
resource nationalism. Government intervention into resource extraction is legitimate as
long as the benefits are shared through the provision of public goods. Featuring a
sophisticated grasp of both Latin American politics and energy policy, this book sheds
new light on why some governments are responsible stewards of natural resources while

others appropriate national wealth for partisan or private benefit.

David R. Mares is distinguished professor of political science, Institute of the Americas
Endowed Chair for Inter-American Affairs, and director emeritus of the Center for

Iberian and Latin American Studies at the University of California, San Diego. He is also
nonresident scholar for Latin American energy studies at the James A. Baker Il Institute

for Public Policy at Rice University and a member of the Council on Foreign Relations.

INTRODUCTION

Resource Nationalism
and the Political Economy of Energy Policy

Energy markets vary in response to constant shifts in supply. These shifts are
often stimulated by extreme swings in the oil and gas policies of governments. Academic

and business literatures usually explain and try to predict the policy changes by



determining whether and to what extent a country displays the quality of ‘resource
nationalism’ (RN). Perusal of the arguments using RN, however, reveals an opaque
concept that is used to describe government policies that hinder (for good or ill,
depending on the perspective of the user) the exploitation of natural resources by private
companies, rather than an analytically sharp tool to provide an explanation for policy
choices. The purported causal variable (‘resource nationalism’) thus becomes simply a
descriptor.

But even as a description, ‘resource nationalism’ hinders understanding because it
is ill-defined and encumbered with political baggage. We encounter claims that policy ‘x’
demonstrates that a government is becoming ‘more’ or ‘less’ resource nationalist; the
implicit definition is that resource nationalism is state control over a natural resource
whether through state monopoly or strict controls on the private sector. Yet state
monopoly has been on the decline for the past two decades and there are few if any
indications that governments are interested in returning to the days of state monopoly —
even Hugo Chavez in Venezuela wanted partners. If RN is not state monopoly, however,
how much ‘state control’ constitutes RN? It is not unusual to see any change in
government policy that increases government intervention in any country described as
RN. But it is difficult to see the analytic utility of lumping a U.S. increase in offshore
royalties,’ a Norwegian requirement for domestic content in the development of an oil
field," a Brazilian constraint on which exploration and production (E&P) projects can be
fully owned by foreign investors," and an Argentine demand that foreign investors
increase their investments" into a concept of resource nationalism.

A new political economy model for understanding choices in the energy sector



If the concept of resource nationalism is to be analytically useful it must be
clearly defined and provide a basis, consistent with the characteristics of the definition,
for understanding a wide variety of policies. The characteristic that best defines resource
nationalism is, in fact, the ownership of subsoil and sub-marine layer resources: resource
nationalism means that subsoil and sub-marine resources belong to the nation while they
are in the ground/under water. Resource nationalism is thus a legal concept, not a mode
of behavior nor does it require specific policies. This simple definition is far more
analytically useful than definitions of resource nationalism that assume a certain behavior
of the government of that resource-owning nation and therefore suffer from either
ambiguity or tautology.

Consider a ‘resource nationalism’ definition based on the abstract and apolitical
concept of the ‘landlord state’, which is a subset of ‘rentier state’”. According to this
perspective, the government as landlord regulates access to the resource and
appropriation of the value of the resource."' This formulation gives the landlord agency
but not purpose. Without some assumptions about what the landlord wants from its
ownership of the resource we cannot go beyond the mere fact that any access to the
resource requires the acquiescence of the landlord and it will demand a fee (monetary or
otherwise) for that access.

What the landlord desires in return for that acquiescence can vary across a wide
range that spans enriching top office holders to saving it all for the benefit of future
generations. Specifying landlord interest requires building a model about the landlord’s
preferences, whether that model remains at the level of an abstract state¥' or incorporates

domestic politics (which can be influenced by international actors and state



bureaucracies)." A number of analysts use the fact of national ownership of subsoil
resources and the concepts of “landlord” and “state” to justify or condemn government
control over access to the resource or acquisition of some significant portion of the value
of the resource. That behavior is thus alleged to constitute ‘resource nationalism’, with
positive or negative connotations depending on how one judges the goals and behavior of
the government. (see discussion below) Positive interpretations see appropriation for the
‘common good’™* while negative see the appropriation as rent seeking to reward itself and
its constituencies at the expense of the common good.”

But if we define ‘resource nationalism’ in accord with some definition of how
those resources are used we ground the concept in contested debates about those uses and
the metrics for evaluating their implementation. Ultimately, we want to discuss use and
metrics, but government behavior is determined by a number of factors, among which
national ownership of the resource may not be the most important. Consequently, it is
more analytically useful to separate the concept of ownership from that of policies and
uses.

Defining RN simply as national ownership of subsoil and submarine resources
puts the analysis of energy policy squarely in the court of politics. Because these
resources belong to the nation, the nation has a legitimate call on some undefined share of
the value of that resource. The value of the resource, however, is not inherent but
determined by the market in which it is offered for exchange in the present with a
discounted value for the future. The terms of that exchange will vary in line with the
dynamics in that market. How much of a share of that value the owner of the subsoil

resource receives will be determined by what that owner must do to bring the resources to



market and her plan for how to use the wealth appropriated. Whoever helps the subsoil
owner achieve that market value will demand a share in the realized value. These
bargaining dynamics are discussed in Chapter 1, but it is important to note here that mere
ownership of the resource does not determine the conditions of a ‘legitimate’ bargain.
Hence, resource nationalism as | have defined it is not the key driver in these bargains.

A new political economy model for understanding choices in the energy sector
using the narrower definition of RN described above allows political goals to be included
in the analysis and evaluated in their own right. A government that claims to represent the
nation (as any democratic and many non-democratic governments do) only has a
legitimate call on those resources and the revenue they generate if it utilizes them for the
benefit of the nation (i.e., public goods, particularly related to development and to the
alleviation of poverty) rather than as private goods (e.g., patronage or corruption)).
Similarly, exploration and production of the resource in a manner consistent with
resource nationalism would promote current production in a sustainable manner that
maximizes the resource benefits to the nation across generations. These are normative
parameters consistent with national ownership of a resource. RN can only be legitimated
by recourse to some concept of responsibility, otherwise any ‘landlord’ can do what it
wants with the resource.

There is an economic literature on the most efficient depletion path for non-
renewable natural resources, but this is not what | mean by sustainable development.
The benefit to future generations of the nation of 'efficient’ depletion is to invest the
resource wealth in creating alternative means of generating wealth after the nonrenewable

resource has been effectively depleted." In short, the benefit of the nation is not



measured by the level of natural resource wealth appropriated by the government, but by
how the government utilizes however much wealth is appropriated. Under conditions of
resource nationalism, appropriation of natural resource wealth is simply a means for
attaining sustainable national development.

Defined simply by legal ownership of the resource, , there is no distinction
between ‘legitimate’ and ‘illegitimate’ resource nationalism. Resource nationalism gives
governments, as representatives of the nation, the responsibility to insure that the nation
profits directly from the exploitation of its resources, and not merely as a byproduct of
the private wealth garnered by some of its citizens or foreigners operating in the country.
That special responsibility deriving from the legal regime then interacts with geology,
economics and politics to determine public policy toward the resource sector. Resource
nationalism thus neither describes nor determines policy but is a foundational factor in
the development of natural resource policy. Those policies themselves may be classified
as ‘legitimate’ or ‘illegitimate’ depending on their fidelity to the government’s obligation
to utilize resource wealth for the benefit of the nation.

Resource nationalism defined as national ownership of the resource is the
dominant legal reality in the oil and gas world — only the US and some Canadian
provinces give surface property owners the rights to subsoil resources. But even in the
U.S. some subsoil and sub-marine resources are found in federal or state property and
thus the responsibility of the government to ensure that the people benefit from resource
extraction is present. Consequently, the definition of ‘resource nationalism’ offered here

is globally relevant.



As one of several factors, resource nationalism’s weight in determining policy
varies across time and place. Geology, markets, politics and the legal regime for natural
resources (RN) combine to determine the varied level of government intrusiveness into
the marketplace to capture some of the value generated by the monetization of the
resource. That value can be captured in the form of taxes imposed on profits of producers
(who could be domestic or foreign private companies, companies owned by foreign
governments, or its own State-Owned Enterprise [SOE]); dividends earned by the
resource-holding nation’s own SOE; and taxes and royalties on ‘rents" or ‘excess
profits’ generated by market volatility and the characteristics of specific natural resource
deposits that influence the costs of producing the resource.

Governments may seek to capture more or less of that value than would be
optimal from an economic perspective. That variation in policy preferences can be
explained by focusing on the interaction among three political variables - the
Inclusiveness of the political system, the Competitiveness of the policymaking body, and
the Leader’s Characteristics in terms of risk acceptance and policy innovation. These
three political variables combine with geology and markets to produce national oil and
gas policy.

Latin American Oil and Gas Policies

Latin America provides excellent case material for elucidating the reasons for
development and change of energy policy across the spectrum of state-market relations.
The region has experienced extreme policy swings over more than a century of oil and

more recently natural gas production. Those wide swings have not settled down in the

past few decades. Venezuela has the largest oil reserves and seventh largest gas reserves



in the world, and its oil and natural gas policies over the past two decades provide the
empirical data to test the argument. Venezuela broke its national oil company’s (NOC)
oil monopoly in the upstream during the early 1990s, a few years later offered extremely
favorable terms to private investors to entice them to invest in the high risk/high potential
extra heavy oil deposits in the Orinoco Belt, then progressively altered the contracts and
put the NOC back in control a decade later. Under Hugo Chavez’ Bolivarian Revolution,
Venezuelan policy changes generated a significant negative impact on the productive
capacities of the NOC and the fields, but they stopped far short of eliminating private and
foreign participation in the oil sector. In natural gas, in contrast, the reforms of the
Bolivarian Revolution reversed prior law to permit 100% private and foreign ownership
of projects.

Venezuela’s is a dramatic experience, but its extreme policy swings and wildly
fluctuating energy outcomes are far from unique in Latin America. In Argentina, Carlos
Menem used his first presidency (1989-1994) to continue the deregulation of the
Argentine natural gas sector begun by the military dictatorship in the late 1970s, and to
privatize the NOC, Yacimientos Petroliferos Fiscales (YPF). Foreign investment poured
in, large reserves of natural gas were discovered, and the country became a major
regional gas exporter to Bolivia, Chile, Brazil and Uruguay. By 2001 the economy had
collapsed (GDP fell 12%), natural gas prices were fixed, and the country would cease gas
exports the following year and thereafter become an importer of gas and LNG (liquefied
natural gas). Presidents Nestor Kirchner (2003-2007) and Cristina Fernandez de Kirchner
(2007-2015) significantly re-regulated the energy sector and re-nationalized YPF in

2012.XV In Mexico, oil and gas reserves grew exponentially under government monopoly



in the late 1970s. The country decided to limit gas exports in expectation of a growing
domestic market but developed into a major oil exporter in the 1990s. The domestic gas
market outgrew Mexican supplies and in 1995 the government broke the national
monopoly in the mid and downstream in an attempt to make the market more efficient.
By the early 2000s Mexican oil reserves were falling quickly and the country now faces
the prospect of depleting its reserves by 2028.*Y Mexico struggled through a marginal
energy reform in 2008 whose chief goal was to maintain the national monopoly, and in
2013 passed a constitutional reform to end that monopoly as a means of increasing
reserves and production.””' The current administration of Andrés Manuel Lopez Obrador
is making significant efforts to roll back the reform V"

Outside of the largest producers, other Latin American countries also exhibited
extreme swings. Bolivia sold 51% of its NOC, Yacimientos Petroliferos Fiscales
Bolivianos (YPFB), in the 1990s and de-regulated the natural gas sector, attracted foreign
investment and became a major supplier of gas®™'"" to Brazil and Argentina. After energy
policy-related riots drove out two presidents (in 2003 and 2004) YPFB was re-
nationalized in 2006 and the sector re-regulated; reserves fell and Bolivia has had trouble
meeting its export commitments since, but supply at home has supported the
development of a domestic gas market. Criticized by many for pursuing ‘neo-
extractivism’ the Morales government began courting international oil companies (I0C)
in search of new reserves.X* Brazil’s bleak oil and gas outlook in the 1970s pushed the
government into supporting costly ethanol innovations; by the 1990s the government
broke the NOC monopoly, partially privatized the NOC, and in the next decade

experienced major oil and gas discoveries in ultra deep waters (‘pre-salt’). The



government responded to the scale of the discoveries by first suspending auctions in the
pre-salt areas under the Atlantic Ocean, then in 2010 legislating a controlling role for its
NOC in the exploitation of newly discovered oil and gas fields in the pre-salt, but not in
other hydrocarbon basins. In 2017, confronting corruption in its NOC Petrobras and a
reticence of foreign investors, Brazil began to liberalize the pre-salt regime** and the
country is now expected to have the largest growth in non-OPEC oil production outside
of the U.S. Permian shale basin.*

Current Explanations for Energy Policy

The social science and business literatures offer three prime candidates to explain
the extreme variations in oil and gas policy and the performance of these domestic and
regional energy markets: a resource curse (RC) resulting from the geological endowment
of hydrocarbons; volatility in the global oil market; and political ideology of the
government.

The ‘resource curse’ literature claims that increases in revenue lead governments
to intervene in the resource value chain with a focus on maximizing short term
appropriation of the wealth. This reliance on a source of wealth generated by foreigners
who exploit the resource permits a government to distribute the largesse without
becoming beholden to the domestic recipients. The resulting lack of powerful domestic
interest groups independent of the government not only diminishes government
accountability and increases rent-seeking, it undermines the growth of economic
activities not directly tied to the natural resource and thus the economy underperforms as
commodity prices fluctuate. ! This ‘rent-seeking’ behavior undermines the productive

capacity in the resource sector, the absorptive capacity of the economy through the



associated “Dutch Disease”™ ", and the capacity of the state to administer the wealth in a
manner that promotes political stability and sustainable national development. "

The RC argument explains the adoption of policies that lead to instability and
economic crisis by dynamics that derive from the government being in some way
financially dependent (variously defined) on natural resource derived revenues, in
particular oil or gas revenues.” Wiens argues that the RC can only be avoided by having
strong and accountable institutions that control government before the country becomes
dependent on resource wealth or by no longer being dependent on natural resource
revenue, !

But, as the historical literature on Latin America’s oil policies demonstrates, even
countries that produced little oil or gas or had few geological prospects for producing,
adopted policies typically associated with the resource curse. This fact strengthens the
institutionalists” argument that it is not geology but institutions that drive behavior
consistent with an alleged curse. Institutionalists argue that rather than a ‘curse’ the
phenomenon is more a ‘trap’, conditional on the character of economic, social and
political institutions. In this sense they disagree with Wiens and see the correct
institutions as exogenous to the curse. Nevertheless, institutionalists disagree about which
institutions matter how they matter™¥'" or even how to classify outcomes. v

The Resource Curse literature focuses on ‘oil rich’ countries (utilizing varying
definitions) and the policies they adopt, and Venezuela does not fall into that category(?).
Again, however, even countries that do not qualify as oil rich may adopt the same
policies and experience similar positive and negative outcomes. We therefore have

adoption of similar policies but without the alleged geological drivers, suggesting that



adoption of these policies is determined by factors other than geology. The relevant
universe of cases for studying the implications of natural resource wealth could,
therefore, be expanded to include almost a dozen Latin American countries and decades
of experience with state interventions into the oil value chain.

Volatility in the global oil market is another common explanation for extreme
policy variation and the performance of domestic and regional energy markets. Volatility
in oil and gas markets with their long and expensive lead times for exploration and
production (E&P) is exacerbated in oil and gas by governments’ attempts to manipulate
supply to boost prices or to deal with budget shortfalls. One can certainly see these
patterns of boom and bust in the market but they are not determinant of how a nation’s
energy policy responds or even of how it uses its NOC. Some countries adjust well to the
fluctuations, drawing on responsible indebtedness, moderate austerity and moderate
counter-cyclical spending to weather the downturn (e.g., Colombia, Peru, and Brazil).
Other countries avoid austerity through inflationary counter-cyclical spending and ever-
increasing indebtedness, thereby creating a debt crisis and diminishing the resilience of
the national economy and society to weather the downturn and take advantage of the
resource market recovery when it comes.

Even in the midst of a terrible oil market policies can strengthen the sector and,
conversely, at the height of a boom, policies can weaken the sector. Brazil’s oil and gas
policies in the 1990s provide an example of the former. Its NOC Petrobras developed into
a technologically sophisticated and internationally capable company and reforms for

conventional E&P were sustainable when the market recovered in 2003. In contrast,



during the tight oil and gas markets of 2003-2014 Argentine, Mexican and Bolivian
policies could not attract the necessary investment to increase reserves.

More generally, it’s certainly not the case that government intervention and the
presence of a NOC inevitably produce erratic policies and terrible results. Norway’s
Equinor (formerly Statoil) is a premier company, despite its government’s policies
requiring foreign investors to utilize domestically produced supplies as well as domestic
capital, technology, and skilled labor. ™ Petrobras’ recent corruption scandals®" are not
likely to transform the company into an ineffective and marginal partner in the global
search for oil and gas. Malaysia’s Petronas effectively expanded its international
partnerships as domestic reserves were depleted and improved its efficiency while
generating additional sources of revenue to meet its national responsibilities.**"PDVSA
used the context of a bust in the oil market to become a major oil company. California
may have inefficient energy policies regarding oil and gas drilling and the location of
LNG terminals because it prioritizes environmental and social issues,**" but these
policies have been stable and, apart from the power shortage of 2000-2001*, the state’s
energy markets that fuel its powerhouse economy have not been crippled by these
choices.

Other analysts have argued that the political ideology of the government, Leftist
v. Rightist or Authoritarian v. Democratic, largely determines policy choice, with energy
policy simply a subset. V' But there is a great deal of empirical and theoretical work to
demonstrate that political institutions and processes produce significant divergence along
a pro-market to statist continuum within Latin American left-wing governments’

economic policies.*" For example, leftist governments did not make laws requiring



NOC majority control over oil projects retroactive in Brazil, but did in Venezuela; did
require majority control over gas projects in Bolivia but not in Venezuela; did convert all
E&P contracts into service contracts in Ecuador but not in Argentina, In addition, a
rightist government in Mexico reaffirmed national monopoly in the oil sector, and a
leftist government in Argentina reaffirmed open access to oil and gas. As our historical
chapter will demonstrate, the alignment of ideology and energy policy choices diverges
frequently.

An overview of the Latin American experience in general from roughly mid-19™
century to 1990 allows us to see that there is a puzzle to be solved: what accounts for the
wide variation in oil and gas policies both within countries and across the region, as well
as within and across eras? The answer n in-depth study of four governments in Venezuela
from 1989-2016 provides data for evaluating my political economy model. The variety of
policy choices within and across those governments enables us to have confidence that
the three political variables in my argument have a significant impact on oil and gas
policies and that these policies have consequences for national development as well as for
the international market.

Explaining these policy variations requires that we look beyond the misleading
rhetoric of ‘resource nationalism v. markets’ or Left v. Right and refrain from positing an
inherent relationship (positive or negative) between resource nationalism and energy
security or resource nationalism and national development. The puzzle is not only of
intellectual and scholarly interest. Governments across the globe, multinational energy
companies and citizens everywhere are confronting challenges in energy markets today

that are conceptualized as a struggle among the resource nationalism of important



exporting countries and the energy security concerns of consumers in both importing and
exporting countries, the profit demands of private firms. A better understanding of the
dynamics of energy policy can promote broad based national development and contribute
to a more positive and sustainable relationship among consuming and producing nations.
In this book | seek to explain 1) the determinants of national oil and gas policies,
as well as 2) whether the policies adopted are consistent with the expected contribution of
the oil and gas sector to national development strategies as required under the
responsibilities of resource nationalism. My perspective is based on the observation that
natural resource endowment and international constraints are significantly under-
determining of national energy policy. In addition, I assume that the domestic
institutional context constrains choices except in revolutionary times, which are defined
as the rebellion of significant parts of society against those institutions. Post-
revolutionary societies, in consequence, are constrained by the new institutions they
installed. Vi Thus, we should understand institutional constraints in terms of the
willingness of social groups to abide by them, rather than as exogenous variables
themselves. | argue, consequently, that three key political variables are fundamental in
understanding oil and gas policy: the Inclusiveness of the Political System, the
Competitiveness of the Policymaking Body, and the Innovative and Risk-Averse
Characteristics of Individual Leaders. Whether the oil and gas policies contribute to
national development strategies is determined by whether those policies produce
sustained development of the energy sector and that national policies utilize the sector’s

wealth for public goods.

Research Design



The study is informed by social science and business literatures because
answering questions about causation requires a good understanding of the empirical
phenomenon being studied, in our case, the oil and gas industry. 1 first define terms
broadly utilized but differently understood to provide a coherent tool chest for rigorous
analysis. | also highlight relevant characteristics of the oil and natural gas value chains
and note the public policy challenges for an energy policy. An historical overview of the
region from 1862 to the 2000s demonstrates the puzzle: a wide variation in oil and gas
policy choices that do not correlate well with the three common factors purportedly
driving policy, that is geology, markets and ideology. Drawing on literature regarding
government provision of public goods I then develop my hypothesis that oil and natural
gas policy may best be understood as resulting from the variables of Inclusiveness of the
political system, Competitiveness of the deliberative body, and Leadership
Characteristics.

The political economy model of energy policymaking is evaluated through a
theoretically driven, structured and focused comparison of Venezuelan oil and gas
policies across four Venezuelan administrations from 1989-2016. These presidential
administrations encompass two political systems, the Punto Fijo (1958-1999) and the
Bolivarian Revolution (1999-present). | begin in 1989 when oil prices were still low
following their collapse in the early 1980s and proceed through their historic peaks in
2008 and continue through 2016 when oil prices had fallen significantly once again. Each
case examines how the three political variables as well as the geology and economics
variables played out over time, including their interactions, and the variations in oil and

gas policy are tracked against the hypotheses generated from the model. The model



generates surprising hypothesizes about common and contrasting policies among the four
administrations that dispute many contemporary analyses of Venezuela since the election
of Hugo Chavez in 1998.

Primary source materials include memoirs of relevant actors, company
documents, and government documents. Secondary sources include biographies,
published interviews with major industry and government leaders, literature from history,
economics, sociology, political science, business, and think tank working papers.
Research was carried out in Argentina, Bolivia, Brazil, Mexico and Venezuela, as well as

in Washington DC, Beijing, China and Oxford, England.

Chapter One

The Parameters of Nationalism and Energy Policy

National energy policy regarding oil and natural gas determines two fundamental
issues: the role of the market and the distribution of the revenue that is generated from the
exploitation of these natural resources. Other topics associated with energy policy such as
social justice, development, environment, and even climate change have at their core
either or both of these issues. Discussing these other important matters inevitably throws
us back into questions concerning how much of a role the market should play and the
criteria for distributing natural resource wealth.

Resource Nationalism



Controversy over the distribution of the wealth®** generated by oil and gas
develops from the nature of property rights in the sector. In most of the world (only the
U.S. and three Canadian provinces* differ) subsoil resources belong to the nation. The
government, given its role (elected or not) as the leader of the nation, thus has special
responsibilities to ensure that the nation profits directly from the exploitation of its
resources, and not merely as a byproduct of the private wealth garnered by some of its
citizens or foreigners operating in the sector. Portions of the wealth generated in the
sector can be captured in the form of taxes and royalties imposed on third party
producers; dividends earned by the resource-holding nation’s own NOC; and special
taxes on ‘rents’ (aka, excess profits) generated by market volatility and the characteristics
of specific oil and gas fields. Given the high costs and high risks inherent in exploiting oil
and gas, the owner of the resource may want to use some of those potential rents to
exploit the resource; that may mean selling those property rights to or sharing some
proportion of the rents with those who can more effectively exploit the resource.

In the U.S. and some areas of Canada, the owners of the surface also own subsoil
resources and they may sell, lease to others or exploit the resources themselves, singly or
in partnership. Thus, the wealth created by the exploitation of those privately owned
resources is distributed through contracts among private actors, as well as through
government tax policy. Even in these two countries, however, federal and state
governments own properties with oil and gas resources (particularly in offshore waters)
and here they seek to use their legitimate authority to benefit the nation regarding the
distribution of the wealth generated by the exploitation of these subsoil and submarine

resources.



Whether property rights lie with the nation or surface owners, governments can
give market forces a greater or lesser role in determining the supply of hydrocarbons as
well as the demand for them. There is no one-to-one relationship between ownership
characteristic and the role of the market. Even the US federal government can seek to
limit the role of the market in the oil and gas sectors for domestic purposes, as it did by
forbidding the export of oil between 1973 and 2016,*" or regulating natural gas pipeline
services from 1938 to 1992 and the wellhead price (i.e., price at which gas was sold to the
market) of natural gas from 1954 to 1993;X!"" the Department of Energy must approve
liquefied natural gas (LNG) exports, and it has only recently begun to look favorably on
them. X' At the opposite end of the spectrum, nations where the state owns the subsoil
resources at the federal and provincial levels can let the market determine supply and
demand as Argentina did during most of the 1990s and the United Kingdom does today.

The pattern for distributing the wealth generated in the sector and the role of the
market are public policy choices. It is common among analysts, industry specialists, and
journalists to categorize these choices in terms of their alleged ‘resource nationalism’,
leading to claims that specific nations are ‘more’ or ‘less’ resource nationalist or going
through bouts of ‘resource nationalism’. The concept of resource nationalism, however, is
inconsistently and poorly defined. X"V

In this book, | argue that Resource Nationalism (RN) is most usefully defined as a
perspective about public policy regarding natural resources that is based on four
interrelated claims: 1) the natural resources in the ground or under the sea are a ‘national
patrimony”’; 2) the proper usage of national resources is for the generation of public

goods; 3) the government determines how the wealth generated from natural resources is



used; and 4) sometimes the government uses the wealth for the generation of public
goods and sometimes it does not. RN thus provides legitimacy for government to
intervene in the market, but RN does not render any action taken by the government in its
name appropriate. Only when public goods are produced can we usefully argue that a
government is acting in accordance with the principles of ‘resource nationalism’.
Otherwise, and despite a government’s rhetorical claims, a government is appropriating
national wealth for private gain and thus not in accordance with ‘resource nationalism’.
Despite the term ‘nationalism’, RN is not about whether foreign or domestic companies
exploit the resource since what matters is the use of the wealth for sustained national
development. Foreign companies that pay high royalties to the national authorities who
then use that revenue for the provision of public goods adhere to resource nationalism
more than domestic companies that pay excessive wages, purchase domestically
produced high cost and low quality inputs and pay high taxes and royalties that are
distributed by the government in patronage and corruption.

In my conceptualization, resource nationalism either exists or does not; policies
adopted in its name are what vary across time and place. | seek to explain the way
resource nationalism is manifested in oil and gas policy. That manifestation is produced
through the domestic political process; it is not inherent in the characteristics of RN. Note
that appropriation of the wealth in the sector by a government simply on the basis of
being in control of the nation is NOT an expression of resource nationalism. Such an
assertion lacks the legitimizing claim that the resource belongs to the nation and that its

proceeds must benefit the nation.XV | will also demonstrate that the particular



manifestation, and not resource nationalism itself, is what accounts for successful or
failed national development.

My reconceptualization of resource nationalism differs significantly from that of
other analysts. Resource nationalism is often used as a rhetorical device to condemn or
praise depending on the user’s ideology or as a purported explanatory variable with
ambiguous content. The phrase can be used without definition, apparently assuming that
the reader knows,™™' or as Pryke notes, “with descriptive value, but little analytic
purchase.” V' For example, many analysts define resource nationalism as simply
‘government control’ over the upstream (exploration and production) phases of the
sector™ or efforts to limit private enterprise and assert more government control in the
sector™ or “resource policies ... designed to direct economic activity in the mining and
energy sectors ... towards politically defined national goals.” Stevens recognizes that
there are many competing definitions of RN and offers one in line with his focus on the
NOC-IOC relationship: RN consists of limiting operations of IOCs and seeking greater
national control over resource development. He also claims that RN has ‘self-feeding
cycles and that Canada and Australia are “often” used as examples of RN."

Other scholars believe it is necessary to bring in some sense of national benefit:
“the desire of the people of resource-rich countries to derive more economic benefit from
their natural resources and the resolution of their governments to concomitantly exercise

”lit or “the idea that natural

greater control of the country’s natural resource sectors
resource wealth should be used for the benefit of the nation' Interestingly, Cawood and
Oshogoya see no need to include government in a definition that focuses on national

benefit, arguing that what all definitions have in common is “a sovereign claim on



resource assets by citizens of a mineral rich country, in which this claim must deliver
maximum benefits to them.”""V

With such broad definitions, however, even the U.S. government could be
categorized as a resource nationalist state since, in addition to what | already mentioned
above, it regulates private companies’ exploitation of natural resources via environmental
regulations, and in 2005 effectively killed an effort by China National Offshore Oil
Company (CNOOC) to acquire Union Oil Company (UNOCAL)." Actually, Bremmer
and Johnston do reference ‘emerging’ resource nationalism in the U.S.™

Resource nationalism may also be defined with assumptions about providing
public goods, (e.g., “government actions to extract the maximum developmental impact
and value from a country’s natural resources for its people”""). Alternatively, a definition
of resource nationalism can bring in all the elements found in the literature: “the
maximization of public revenues; the assertion of strategic state control (ability to set
political or strategic direction to the development of the sector); and enhancement of
developmental spillovers from extractive activity”’ V" But these efforts to combine
policies and goals in which authors believe, lapse more into description or prescription
than contribute to systematic analysis.

In the conclusion to their edited volume, Haslam and Heidrich propose
classifications of limited-moderate-radical RN and provide metrics for evaluating the
three levels."™ But the argument does not hold together because they do not provide a
systematic argument about the relative weights of the various components listed under
each criterion nor an argument about the interactions among these criteria. Mexico is

classified as ‘limited RN’ despite the fact that its 2013 reform reaffirmed state ownership



of subsoil resources and only moves the country marginally away from the monopoly
over the entire oil value chain that it maintained from 1958-2013. Pemex, the NOC, was
given E&P rights to 85% of Mexico’s known reserves, with the government entitled to
provide it with more. Although private investment was now permitted, no concession
contracts were allowed and the legal framework of the reform gives the president the
ability to overturn many of its components at will.™ The government’s policy towards the
sector discussed using oil as the basis of national development and continued its short-
term revenue maximization for the public budget, thus starving the NOC of capital to
perform its state-assigned functions; Pemex is the most indebted NOC in the world
because of its subordination to Mexican governments.™ Haslam and Heidrich classify
the Morales government in Bolivia as Radical RN, and though the government certainly
was radical, it nonetheless negotiated a deal with foreign investors for access to the
country’s lithium reserves that provoked demonstrations against the low royalties and
lack of domestic content, forcing the Morales government to rescind the deal.™ In 2016
the government also began adjusting contracts and tax incentives to attract more foreign
direct investment (FDI) into the declining gas sector.X One might wonder why this
behavior does not fall into the ‘limited resource nationalism’ category rather than the
radical one. Venezuela’s Bolivarian Revolution constitutes a radical government, but its
hydrocarbon policy is radical only in oil since the Chavez Natural Gas Law, though
claiming ownership of the resource, permits up to 100% private ownership of natural gas
activities throughout the value chain, including the upstream.™ Nevertheless, granting
Chevron the right to international arbitration to woo it into a joint venture with PDVSA

violates the usual view of sovereignty within radical critiques of FDI1.™! In addition, the



left critique of ‘neo-extractivism’™"!' and permitting any production sharing with private
capital™'" means that from that perspective the Bolivarian Revolution was left, but not
radical. Consequently, there is no clarity on what constitutes limited, moderate or radical
RN.

Bremmer and Johnston™™* define RN as efforts to shift control of the energy sector
to the government and its NOC. But ‘control’ is not well defined, since it includes any
fiscal measures imposed by government. The definition led them to claim in 2009 that
RN was ‘rampant’ in Canada and Britain and ‘emerging’ in the U.S. and Australia. The
authors also claimed that there were ‘at least’ four variants of RN (revolutionary, legacy,
economic and soft) with no systematic effort to distinguish them using common metrics
nor to indicate where one might find ‘other’ variants.

Definitions emphasizing the national benefit of these alleged resource nationalism
policies encounter problems since ‘maximum appropriation’ of value from the sector or
maximum developmental impact is usually measured by short term goals without
analysis of the medium or long term outcome. The determination of a ‘strategic sector’ is
also simply left to government fiat; even within nationally-owned hydrocarbons, natural
gas and petroleum are often treated differently by the same government.

If efforts to promote national development are integral to the concept,
governments that exert influence in the sector in the name of the citizenry but provide
private goods (e.g., rewards for political partisans or domestic content regulations that
benefit a few businesses and their unionized labor force at the expense of higher oil costs
to the economy) should reasonably be excluded from the category of ‘resource

nationalism’.



But analysts working within the ‘national benefit’ perspective never undertake
such an analysis. Ex post, many of these same cases of governments ostensibly
promoting national development feed the ‘resource curse’ literature about natural
resource revenue and underdevelopment when their negative implications come to
fruition and the country collapses into economic and political crisis. Since policies
labeled ‘resource nationalism’ sometimes promote and often undermine national
development™ we should take the outcome of resource nationalism as variable rather
than making it an integral part of the definition.

All of this ambiguity naturally leads to a conclusion that there are ‘many resource
nationalisms’ and a proliferation of adjectives to describe them. In addition to the four
offered by Bremmer and Johnston and the three by Haslam and Heidrich discussed
above, we have ‘hybrid RN’™; ‘sub-national resource nationalism’™'; “people-based
resource nationalism’”™ " and undoubtedly many others. All of these seem to be attempts
to tailor definitions of who is a resource nationalist to particular situations but at the cost
of analytical clarity for the concept.

In short, resource nationalism is usually defined tautologically — a policy outcome
(e.g., an increase in royalties), or declared intent (e.g., to benefit the nation) is used to
label a government ‘resource nationalist’. Weak definition, however, muddles analysis of
how resource nationalism affects energy policy. It is incumbent upon analysts who seek
to use the concept to provide conceptual clarity if it is to be analytically, rather than
simply rhetorically or politically, useful. My definition of resource nationalism provides a
clear and coherent foundation for embarking on a systematic analysis of energy policy

and understanding what role, if any, ownership of natural resources plays in that policy.



The manifestation of resource nationalism can be most fruitfully classified in
terms of intervention into the oil and gas value chain discussed in the next section. That
intervention can be direct, such as when a NOC explores and produces oil, or indirect via
regulation. Those regulations can be for inputs into production (capital, labor,
equipment), valuation of the projects and companies involved in production, or intended
to have a direct impact on demand (e.g., via price controls).

The rationale that national ownership of the resource implies and requires national
benefit has a legitimizing foundation in property rights and national purpose. For
example, Norway Petroleum, the information site run in cooperation by the Ministry of
Petroleum and Energy and the Norwegian Petroleum Directorate, states that ... revenues
must accrue to the Norwegian state and thus benefit society as a whole. Since these
resources belong to society as a whole, the Norwegian state secures a large share of the
value creation through taxation and the system known as the State’s Direct Financial
Interest (SDFI) in the petroleum industry.”>*V

Resource nationalism thus cannot be simply a means by which government
leaders might enrich themselves and their cronies by selling the resource. Again, what
distinguishes government appropriation of some portion of the natural resource wealth as
‘resource nationalism’ rather than simply predatory rent-seeking behavior™ is their
grounding in the legal fact of national ownership and the responsibility of governments to
use those national resources for the benefit of the nation.

This purpose is pursued through government setting the terms for exploration,
production, transportation and distribution of those resources. If the government fails to

deliver on its task, its failure calls into question the government’s commitments and



skills, not the nation’s property rights or the government’s responsibilities with respect to
those property rights. Thus, development success or failure is not attributable to a
resource nationalism perspective but rather to the manner in which that perspective has
been translated into public policy and the conditions under which it has been
implemented.
Resource Nationalism, The Oil and Gas Value Chain and Policy Variations
Variations in energy policy do not signal a departure from ‘resource nationalism’
since the nation remains the owner of the resource. But variations in policy are
fundamental determinants of whether government policy is utilizing the national resource
for the benefit of the nation, irrespective of the geological situation of the country, the
state of the international market or the historical legacies of a particular country. In order
to think analytically about those policy variations, we need to begin with the oil and gas
value chain — i.e., an understanding of how all the components of the industry come
together from initial exploration to final consumption. Figure 1.1 illustrates the three
components of that value chain: the upstream (exploration, field development and
production), midstream (transportation, processing for gas, as well as storage and
distribution for both) and the downstream (refining for crude oil and petrochemicals,

wholesale and retail marketing for oil and gas).
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Different parts of the value chain can prosper temporarily even if public policy
negatively impacts other parts. The government’s promotion of national wealth and
national development built upon the nation’s ownership of these subsoil resources,
however, will depend on the government’s ability to stimulate sustainable development

of the oil and gas sector across the entire value chain. In addition, public policy must



appropriate a level of wealth consistent with sustainable development of the sector and
utilize the proceeds for public goods.

There is a continuum along which we can array the various means by which the
government may take responsibility for creating value in the oil and gas sector in order to
provide public goods for the nation. The range extends from Total Responsibility to
Minimal (but not Total Abdication), and in between we find various types of contractual
arrangements between governments and private investors in the areas of production,
transportation (pipelines and even tanker trucks), distribution, and secondary production
(gasoline and other petroleum derivatives, petrochemicals, and power generation) and
retail. Total Responsibility, means a state monopoly on the development of the sector and
appropriation of the wealth for public goods ; Minimal Responsibility reflects a decision
to limit ‘government take’ to the level of general corporate taxes outside the sector and
merge those taxes into the general government budget that provides public (as well as
private) goods. Total Abdication of responsibility would mean either no appropriation of
any wealth from nationally-owned resources or total allocation of such revenues to
private goods; the logic of resource nationalism does not recognize the legitimacy of
either of these measures, so Total Abdication falls outside the range of resource
nationalism. Note that, by definition, government policy dealing with private ownership
of the resources is not relevant to the discussion of resource nationalism.

Table 1.1 uses the oil and gas value chain to summarize the range of variation in
energy policy under conditions of resource nationalism (i.e., national ownership of
subsoil and sub-marine resources). We can usefully group those concerns into the scope

of state control (i.e., across the value chain) and the terms under which state and market



interact. This classification permits us to distinguish among those who agree that the
resource belongs to the nation but differ on whether the nation benefits most when market
signals or state direction guides oil and gas policy. We can usefully label the former ‘pro-

market resource nationalists’ and the latter ‘statist resource nationalists’.

Table 1.1
Energy Policy Options under Resource Nationalism
Scope
Upstream Midstream Downstream
Monopoly
Terms Direct State

Control

Tax and

Regulation

Norway provides a good illustration of my argument about how energy policy
under conditions of resource nationalism can be less rather than more intrusive in the
sector but provide the basis for sustainable national development. The country is a
‘resource nationalist’ country because its oil and gas deposits are owned by the nation. It
has a national oil company, has used its oil and gas wealth to develop the nation despite
the hydrocarbons booms and busts of the past half century, and used part of its oil wealth
to develop the world’s largest sovereign wealth fund, which itself has diversified away

from hydrocarbon holdings.”!




Using Table 1.1 we can classify Norway in the upstream as choosing the option of
tax and regulation, rather than a monopoly for a state entity or direct control over private
actors. Norway’s taxation policies focus on the companies rather than the oil and gas
fields they operate because the government believes that the nation’s resource wealth can
only be sustainably realized if it is profitable for a company to produce. Total
government revenue from the nation’s oil and gas resources consists of (in order of
importance since roughly 2003) taxes; the State’s Direct Financial Interest (SDFI, a
return on the state holdings in a number of oil and gas fields, pipelines and onshore
facilities); dividends from the NOC, Equinor (previously named Statoil); environmental
taxes; and royalty and area fees.”™!" “In 2017 the ordinary company tax rate is 24 %, and
the special tax rate (aka ‘resource rent tax’™1") is 54 %. This gives a marginal tax rate of
78 %. In 2016 the rates were 25 % and 53 % [and the government is concerned] to
prevent the high tax rate from reducing the willingness of companies to invest on the
Norwegian shelf.”™* Companies can carry forward losses on exploration or be
reimbursed for them in the specific year in which they occur.” From this description we
can see that the Norwegian government has designed its policy to take a direct and
significant return on the nation’s resources but in partnership with private partners whose
need to earn competitive profits is taken into account.

Norway did not develop its industry with a focus on what private partners needed,
but with a focus on how the country could maximize its participation in the energy
bonanza. The country had domestic content requirements for sourcing and employment
under its first two petroleum laws passed in 1972 and 1985. Section 54 of the 1972 Royal

Decree mandated that foreign companies give priority to Norwegian suppliers who were



cost and quality competitive and made foreign companies responsible for ensuring that
their foreign subcontractors complied with these terms as well. Technology transfer was
pursued by requiring that at least 50% of research and development related to Norwegian
fields was carried out in Norway with domestic partners. Companies were also required
to train Norwegian workers and civil servants in their relevant areas of expertise. "

These domestic requirement regulations had been very successful. At the
beginning of Norway’s oil and gas boom in 1969 none of the goods and services in the
industry were supplied by Norwegian companies, but by the 1980s 60% of these products
were sourced locally, with small and medium enterprises benefitting, and geographic
dispersion of growth poles. ™' The long-term partnership between BP (British
Petroleum) and Statoil helped the NOC learn to develop proprietary technology that it
uses in its operations.”™ 1 The domestic requirements only began to ease when Norway
joined the European Economic Area in 1994,V the World Trade Organization in
1995V and the Petroleum Act of 1996 finalized the transition. ™' Norwegian public
and private companies are currently quite active in the export of oil and gas machinery
and services and in the exploitation of oil and gas resources overseas.™ii
Key Concepts for the Study of the Oil and Gas Industry

Analyzing energy policy requires understanding a number of key terms and their
implications: ownership of the resource, resource endowment, investment, rents, and the
role of the market.
Ownership of the Resource.

By historical tradition and political constitutions, all Latin American countries

own the subsoil resources in their political jurisdiction (this includes offshore oil and



gas). Although in the early to mid-20"" century governments often transferred ownership
of reserves to companies through oil concessions, the practice has been virtually
eliminated in the region. Today ownership of these resources cannot be bartered or sold,;
depending upon national laws, different legal structures (e.g., joint ventures, service
contracts, etc.) might be permissible means through which parties other than the owner
(the national or provincial government acting in the name of the country or province)
may have access to the subsoil resources.™iil All countries in the world have similar
ownership claims, except as noted previously, the U.S. and certain Canadian provinces.
Commercial viability, not the mere existence of a resource, is what generates wealth.

There are rhetorical claims that the commodity itself has an intrinsic monetary
value, not one determined by the market, and that this value belongs to the nation.*
But although in the early days of the oil industry petroleum may have seeped from the
ground or been found in easily tapped shallow reservoirs, the easy and high-quality oil
has been depleted. Qil (and gas) is harder to find, of poorer quality, and harder to develop
from difficult and costly reservoirs. The monetary value of that oil and gas, therefore, is
dependent upon its commercial viability.

Resource endowment and production are dependent on Investment.

Reserves are divided into three categories: Proved, Probable and Potential *°
Proved reserves (aka P1) are exploitable under current market conditions using current
technologies; wildcat wells (drilling in areas where no oil or gas has been produced) are
necessary to certify exploitation conditions. An oil reservoir does not yield up all the oil

in it due to geological conditions and technical limitations, so the recovery factor of a

given field is a ratio of exploitable oil to total oil. Probable reserves (aka P2) are from



known reserves that are not yet commercially viable but have at least a 50 percent chance

of becoming so. Potential or Possible reserves (aka P3) are from known reservoirs with

less than a 50 but at least a 10 percent probability of becoming commercially viable.

Governments and markets are also interested in a country’s reserves—to-production ratio

(R/P), which suggests how long the reserves would last if the country continued to
produce at the same rate.*®

From this description one should note that a country’s resource endowment as
well as its production depends upon investment, which can be quite substantial (e.qg.,
Mexico calculated that it would cost US$38 billion dollars to fully develop its
Chicontepec oil field*" and the cost of just one well drilled in Brazil’s pre-salt reservoirs
can exceed US$200 million.*“™), Investment could come from either public or private
entities. Innovation and human skills are also key components in exploration and
production, especially in technologically challenging situations (e.g., extra heavy oil in
Venezuela in the 1990s, pre-salt reserves in Brazil as well as shale oil and gas in
Argentina today).

Investment Capital may be scarce and always has opportunity costs.

Capital availability and price depend on the state of the international energy and
financial markets, national budgetary priorities and to a lesser degree on the priorities of
the international development banks. The challenge of raising capital affects both IOCs
and NOCs. Opportunity costs mean that projects are always competing with other uses
for this capital, including buying back one’s own stock or subsidizing domestic gasoline.
For example, even as oil prices escalated to record highs from 2006-2008 (thus signaling

the need to find additional energy sources), Exxon Mobil purchased its own stock to the



tune of $32.6 billion in 2006 and $31.8 billion in 2007.XV Opportunity costs affect
governments as well. NOCs often find their E&P budgets slashed in favor of subsidizing
domestic energy consumption, social programs or patronage. Energy subsidies cost the
Argentine government US$10 billion in 2011,V even as private companies’ investments
in gas exploration dwindled because the subsidies were not sufficient to offset the low
domestic price.

Natural resource rents are theoretical constructs, best defined as “super” profits and
which can only be realized by getting the resources to market. Market conditions
determine the level of rents at any particular time, but distribution of rents falls in the
political arena.

Rents are calculated as “the payment to a factor of production over and above the
sum necessary to induce it to do its work” V! — i.e., earnings above the costs of
production plus a competitive rate of return to capital. Prices are determined in a global
market for oil and regionally or bilaterally for gas, but production costs per barrel of oil
(including the cost of capital) vary widely by field and country; in Latin America they
range from $1-$15 a barrel for 0il.*"'! In these circumstances, the size of rents varies by
field and can be quite high. But when the market is weak, no rents are produced — e.g.,
when oil prices fell to ~$10/barrel in the 1990s or in 2020.

Since rents are earnings beyond some determination of normal profit and
ownership of the resource lies with the nation, the question of the distribution of those
rents between the owner and the producer arises. Since the rent theoretically belongs to
the owner of the resource, some analysts, politicians and citizens argue that the nation

should appropriate the entire rent. But if the government needs a partner to bring the




resource to market, that partner will bargain for access to a portion of the rents. Thus, in

practice, realized rents never belong 100% to the nation unless the government has a
monopoly in the sector.

The distribution of rents is particularly conflicted when contracts have not been
designed to deal with price volatility. X" Rents are appropriated by the owner of the asset
largely in five ways: fees, royalties, taxes, production sharing and risk sharing; the
combination comprises what is referred to as “government take”.**™ (Other means of
appropriating rents include dividends paid by NOC:s, increasing a company’s cost of
business through redundant employment policies, domestic content requirements,
responsibilities for social programs, bonuses, etc.) Utilizing the tax structure to capture
rents is inefficient because of the information asymmetries concerning deductible
expenses between the company and the government; the tax structure can also provide
perverse incentives that lead a company to produce from higher cost fields. While some
analysts believe that the royalty is the key mechanism by which the owner of the resource
can capture rents,® since 2007 Norway has given up the royalty in favor of a special tax.
Figure 1.2 illustrates the wide variation in government take across producing countries.

Figure 1.2

Government Take, 2005
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Royalties, nevertheless, create their own problems when prices fluctuate
significantly, as has been the case for oil since 1973. Consider the following simplified
example, based on a 50 percent royalty. A price of $50/barrel with production costs of

$15/barrel produces $25 for the government and $10 for the firm. When the price doubles



to $100 the government gets $50 and the firm gets $35, meaning that the company has
increased its profit by 250 percent while the government has seen a substantially lower
increase at 100 percent.® This disproportionate distribution of the additional rents
produced by an increase in the market price will usually generate political demands from
some sectors of society for the government to reconsider the contract, but not all
governments will be amenable or vulnerable to those pressures.

How much rent a nation receives depends on many factors. The Obsolescing
Bargain Model (OBM) developed by Vernon®' and elaborated or modified by many
others, tells us something about the process of negotiation between government and
investor. It accurately describes the advantages investors with capital, technology,
marketing and operational skills have when a nation initially seeks development of its
natural resources. OBM also provides a framework for understanding the potential
modifications that can occur over time as those initial investor advantages dissipate and
the nation’s ownership advantage becomes more relevant, especially when prices rise."
The model’s extension outside of natural resources into the Product Life Cycle in
manufacturing provided a basis for understanding cycles in oil bargains as the global
market demanded more supply either to offset OPEC restrictions or to meet increasing
demand. Thus ‘heavy’ oil (higher sulfur content requiring special refining technology and
equipment to meet increasing pollution restrictions), ‘deep’ water production, tar sands,
extra-heavy oil and now shale oil and gas production all shifted the advantage back to
investors and the bargaining began anew. As evidenced by the extreme efforts of Saudi

Arabia in the last few years to flood the market and depress prices to bankrupt US shale



production®” or Mommer’s assertion in 2002 that there “cannot be any doubt that the
country [US] is running out of 0il”®Y many of these innovations are unforeseeable.

But OBM neither provides an explanation of why some governments might prefer
no deal if they cannot get their minimum terms, or why some pursue modification of the
initial bargain and some do not, nor how much modification will be pursued. Answering
those questions requires developing a model of the domestic drivers of policy.
Ramamurti focuses on the role investor confidence plays in a government’s development
strategy and provides a long list of domestic and foreign interests that lead governments
to adopt different development strategies. He makes an important point that bilateral
bargaining between government and investor occurs in a context structured at the
international level by negotiations involving states, international government
organizations and international financial institutions. But he leaves the domestic politics
side of the resource nation out of his bargaining model. ¢! Vivoda notes that the OBM
does not just depend on prices but must incorporate the goals, resources and constraints
on both parties." Nevertheless, his 2009 and 2016 analyses are dominated by prices
because he offers no argument about the determinants of goals, resources and constraints
and how they come together to affect the bargain. He did offer the beginnings of a model
in 2011% with a long list of actors and relationships that might potentially influence the
decision to initiate rebargaining, the relative power of the dyadic actors and the
outcomes. At the conclusion of this process, however, Vivoda can only call for the
accumulation of rich empirical cases that might reveal sufficient data to inductively
stipulate the key relationships and players. Rosales®™™ argues that state capacity is the key

and that some governments may face ideational and ‘structural’ constraints on state



capacity to enact policies which could shift the bargain in the government’s favor. His
argument is rich in detail about the Correa government in Ecuador, but none of the
propositions are developed in a manner that would facilitate examining them across the
wide array of governments that have centralizing and authoritarian characteristics and
underdeveloped state capacity.

This perusal of a wide literature adding factors to the basic OBM model is
empirically rich but provides no testable propositions about which variables need to be
added, when, and with what payoffs. My analysis in this book draws on the insights of
the OBM regarding geology and price but is more systematic. | seek to bring analytic
rigor to the argument of why a government would or would not adopt policies that shift
the bargain with foreign or domestic investors in favor of the state. | present my casual
model, develop hypotheses about government policy and test it empirically.

The OBM focuses on state-foreign investor relations, but the distributional debate
about sharing of rents also occurs with other states and within domestic society. Now that
many NOCs are investing internationally the distributional question can pit one
government’s interests against another’s. For example, when Bolivia nationalized its gas
fields in 2006 the company most affected was Petrobras, the Brazilian NOC. Even
developed countries like the U.K., Canada and Norway forced private oil companies to
renegotiate their production contracts when oil prices boomed.” Yet not all oil exporters
did so,* demonstrating that price is a factor but not the only one determining contract
renegotiation. The battle for rents is fought in still another arena often overlooked by

analysts focusing on international markets: within the producing country, between elite



and poor, rural and urban, and a variety of other domestic distinctions that have political
salience.

The distribution of rents also becomes an issue domestically when important
sectors of society believe that they have not been getting their ‘fair’ share or one
commensurate with their development needs. When society questions the
representativeness of their public agents, the question of appropriation of rents for private
or public benefit can polarize politics and policymaking.

The issue of appropriation of oil and gas wealth, or who benefits from excess
profits in the oil and gas sector is of critical importance in resource nationalist polities.
Oil nationalists generally comprise two groups, who battle between themselves to guide
natural resource policy. There are statists, who believe in direct government control of
the industry for purposes of distributing the resource to the citizenry in ways that
maintain political support for the government. There are also pro-market oil nationalists
who focus on making the sector and the NOC economically efficient in order to increase
sustainable overall government take from the sector. Statists are concerned that some
rents that could be funding national development or the political coalition in power are
being appropriated by the private sector (foreign or national) for their own private gain.
Alternatively, “pro-marketers” are more concerned that ‘excessive’ government capture
of rents will generate (more) corruption and undermine the long-term development of the
sector to the detriment of the citizens. These are ceteris paribus descriptions; domestic
politics will affect the manner in which statists and pro-marketers will seek to distribute

that oil and gas wealth.>



It is worth highlighting that both pro-marketers and statists have proven quite
willing to accept the appropriation of natural resource rents for private gain. When labor
unions force producers (even if they are NOCSs) to pay above labor market compensation,
consumers demand the natural resource domestically at below market prices (e.g.,
gasoline, heating oil, electricity), or national politicians fund development projects with
little public benefit, they, too are appropriating rents for private purpose. Some empirical
examples are the Mexican oil workers union, middle class automobile drivers in
Venezuela, and gas-generated heating of Argentine middle-class homes. It would be far
more efficient to provide public goods and target subsidies for helping the poor if the
goal were to promote broad based and sustainable national development.

Role of the Market

If we think about private and public determination of the terms of exchange (that
is, market v. government control) as arranged along a continuum, at one end is the total
substitution of market forces by government control of production and distribution while
the total elimination of the state as an actor in the energy marketplace represents the other
extreme. Note that even in this latter situation ‘politics’ is not absent, since permitting the
market such a wide latitude is a political decision. In between is a range of possibilities
for the balance between market and government determination of the terms of exchange.
For example, the market could set a general price for gas and the government could
provide targeted subsidies to people below a certain income level; in this instance the
market plays a greater role in the domestic provision of gas than the government.
Alternatively, the government could cap the price of gas and leave companies to scramble

to drive down costs to remain in business; companies that can drive down costs remain in



business, those that cannot close their doors. In this latter case, the role of the market is
significantly subordinate to government policy.

When discussing Latin America, it makes sense to consider the role of the market
in three arenas: the international, regional and domestic markets. For the purposes of
thinking about energy policy such distinctions are important, although clearly each one of
these markets is affected by events in the others. For example, in the 1980s Mexico and
Venezuela exported oil on terms determined by the international market yet made a
special arrangement to supply Central America with petroleum on politically negotiated
terms and supplied their own domestic market at subsidized prices.®'" Thus, while
utilizing the price in the international market, both countries applied political
considerations in setting prices in select regional and domestic markets.

Key concepts for understanding the role of government
The Institutions of Government Matter.

Government institutions (constitutions, laws, offices and agencies) influence the
content of legislation, the transparency of governmental behavior, the credibility of any
commitments entered into by the government and the incentives that lead people and
firms to make the energy related decisions they do.>" Because countries vary in their
institutions of government, the way in which the energy sector will be regulated also
varies across countries.*V

Government institutions similarly affect what resources constitute power and
therefore which individuals and groups have influence. For example, before the new
constitution in Bolivia gave indigenous communities veto over exploration in their

geographic areas the only way they could stop exploration and production was through



physically blocking access; since the communities are small and dispersed, it was
difficult for them to resist the police and the army. Evo Morales (2006-2019) is
indigenous, supported a culturally sensitive agenda and promoted a new constitution
designed to empower indigenous communities. Nonetheless, he was often dismayed and
forced to alter his development plans when small indigenous and rural communities
protested against his government’s efforts to implement neo-extractive policies.®V!
Institutions also affect for whom government will make policy (their own private
interests, those of partisans, or for the public good) through the incentives they provide
politicians. In addition, institutions affect how much discretion governments have in
implementing laws and abiding by contracts. An inter-temporal commitment challenge
arises when governments sign contracts that are binding on future governments, so
ordinarily one would want minimal discretion permitted for overturning legal contracts.
The discretion issue, however, is more complex than a focus on the sanctity of
contracts suggests. The individuals and companies that benefit from a particular
interpretation want future governments to be constrained in re-interpreting those laws.
But discretion can be a particularly contentious issue when reformists are elected by
newly empowered groups in the expectation that they will use their discretion to alter the
distribution of costs and benefits under the law (i.e., not rejecting or discarding the law)
yet learn that they are far too constrained by institutions to do so. This situation can
contribute to the development of new constitutions or major new legislation to force
through changes that were theoretically possible under the prior institutional structure,

but were blocked by opposition groups, as occurred in Venezuela, Bolivia and Ecuador in

the past two decades. Since governments are ‘sovereign’ international courts have



minimal ability to sanction a state for changes in the fiscal terms of the contract; thus,
domestic institutions that make such changes more or less likely will have an impact on
energy policy via this mechanism as well. V!
Government Capacity is Not Inherent But Needs to be Developed

If the government is to carry out its roles effectively and efficiently in the energy
sector it must have the relevant capacity and skills. Geddes has defined these roles of
government in a general sense and they are relevant to energy policy: the ability to tax,
coerce, shape the incentives facing private actors, and make effective bureaucratic
decisions during implementation. V1

Capacity doesn’t just imply having the institutional right to the task, but also the
skill and autonomy to carry it out effectively in the name of the public good. If
government agencies depend on the agents whom they are supposed to regulate for the
necessary information, their ability to carry out effective oversight will be diminished. By
the same token, if government agencies are directly beholden to politicians for their
positions or resources, they will be more likely to provide opportunities for patronage
rather than public goods. This may be a particularly challenging task for a country
seeking to exert more control over the oil sector because of, on the one hand,
informational asymmetries favoring investors, but also because the government can be
focused more on appropriating revenue fast rather than building state capacity to
effectively control the sector.

In the context of energy markets, one of the key players from the public sector
should be the Independent Regulatory Agent (IRA). To be effective this agent should be

independent so that it can constrain both the government and the private sector. Among



the important tasks of the IRA should be to limit the ability of the government to starve
the NOC of resources, use it for patronage purposes, or, if private actors participate in the
market, use its powers to favor the NOC.“* Consequently, institutional constraints on the
discretionary scope of a regulatory agent are also important and will affect the credibility
of contracts and therefore investment.

The importance of the IRA can be inferred from the varying performances of
NOCs. A number of studies demonstrate that some NOCs have been efficient competitors
with 10Cs.% The studies highlight the importance of a proper institutional framework,
viz, an independent regulator to insulate the NOC from rent-seeking politicians and
ensure competition in exploration, production and sales. Partial privatization of the NOC
via the selling of stock (as Norway, Brazil and Colombia have done, and Peru and Saudi
Arabia authorized) or the opening up of exploratory blocs and productive fields without
giving up managerial control (as Brazil in the pre-salt and Venezuela in all oil fields,
though not in gas, undertook), will make the NOC more transparent, but as the case of
Petrobras demonstrated, is not a guarantee against mismanagement and should not
substitute for the independent regulator.

Public Goods, Public Services and Private Goods.

Public goods are characterized by two properties: nonrivalry and
nonexcludability. Nonrivalry means that the consumption of the good by one person does
not affect the ability of another to consume it, while nonexcludability means that it is
very difficult if not impossible to keep someone from consuming the good even if they do

not pay for its provision. Defense and clean air are examples of public goods. The power



of such a classification comes from understanding that provision and distribution of these
goods are significantly determined by their physical or technological characteristics.

Although most goods provided by government cannot meet the strict definitions
of nonrivalry and nonexcludibility, the basic idea that some goods are designed to benefit
the country as a whole rather than specific groups is a powerful distinction by which to
evaluate government behavior. Thus it is standard in political economy studies to
distinguish between ‘pure public goods’ and simply ‘public goods’ or alternatively,
public services, which are provided by the government for the benefit of society as a
whole.® Private goods, in the political economy sense, benefit specific groups
(connected in some way to the government financing or allocating the goods) to the
exclusion of others; hence they are also classified as ‘selective benefits’. As Snidal notes,
“the notion of exclusion is central to understanding the political aspects of public goods
analysis.”o

The identity of the national goal pursued (whether it be development, equality and
social justice, etc.) is not key to the basic argument that the use of this wealth is
legitimate to the extent that it provides public goods. Ranking of public goods demands
varies by societies and will be affected by the national institutional structures that
aggregate preferences within the political system. Which public goods are pursued with
national wealth is thus not inherently fixed. ®* The implication of that fact for our
purpose is that we cannot explain the rankings among public goods by reference to
resource nationalism; we can only note whether or not they are pursued with the wealth

generated by ownership of these resources.



Why isn’t the correlation between natural resource wealth and the existence of
national goals sufficient to claim resource nationalism? When the state budget is
significantly dependent on mineral wealth (taxation and royalties) rather than on taxation
of citizens, governments can determine the distribution of state provided goods and
services with a freer hand and less scrutiny.“*¥ Under some conditions these revenues
can underpin the political bargains that support democracy,®' which we can classify as
a public good. Yet often these conditions result in a distortion of the provision of public
goods to cronies and clients, and to the detriment of the nation.

Government can, therefore, effectively privatize what should be a public good or
service by providing it in ways that undermine its public goods characteristics -- e.g., by
funding public services not through a common budget and process that prioritizes need
and contribution to national goals but through pork barrel log rolling.®*V! Governments
can also create private goods, such as when governments assign rights and privileges to
particular groups.

Governments in Latin America have often created private goods under the guise
of generating public goods and services. During the 1950s-1970s Latin American
governments and societies pursued import substitution industrialization (I1SI) as a public
good. It was believed at the time to contribute to the overall development of the
economy, stimulate national technological and scientific innovation, improve trade
imbalances, reduce wealth inequalities, and permit the government to increase funding
for social services.”i Government sponsored 1SI was thus theoretically a public good.

In support of ISI, governments legislated high tariffs on many manufactured

products. The tariffs generated benefits for the owners of the firms and their labor force



that produced these previously imported consumer goods. But the profits and wages in
these ISI industries were subsidized by domestic consumers who paid higher prices for
domestically produced (and usually lower quality) goods. Primary product exporters in
agriculture and mining faced increased taxation and an overvalued exchange rate to pay
for necessary intermediate and capital goods for the industrial sector. When governments
rationed foreign exchange, preferential rates to support ISI meant that the public purse
contributed to subsidize ISI as well.

The situation for labor under ISl is particularly interesting from the perspectives
of public goods in a labor surplus economy, a desire to reduce inequality, and promotion
of social justice. Latin American governments advocated ISI partly through foreign
exchange access and credit provision which favored the import of labor-saving
machinery. The labor unions in the protected industries (representing a minority of the
labor sector) used their political influence to prolong import protection and public
subsidies of the firms in which they were employed, hence creating a private good for
these unions and their members.

In Latin America, these ISI firms overwhelmingly failed to become
internationally competitive. 1SI thus became a drag rather than a stimulus to national
development. Governments could not adjust ISI policies to meet the original goal
because the political costs were too high. ®** Latin American economies crashed with
the collapse of the 1970s commodity boom and 1980s international debt crisis which had
allowed them to sustain ISI policies.“** So much for theoretical public goods.

ISI was not the only massive public goods program to go awry in Latin America.

The commodity booms of the 1970s and early 2000s fueled another colossal failure. The



international transfer of wealth from consumers to the producers of these primary
commaodities offered an opportunity for governments to significantly increase their
provision of public goods. Government programs directed towards the poor to promote
social justice and increase standards of living through improved health, education, and
social welfare programs can benefit society and the economy as a whole if distributed
efficiently, in a sustainable manner and non-discriminatorily within the poor. But non-
transparent budgeting, minimal accountability for public and private operators and
distributors of the services and products, and often political litmus tests to screen
beneficiaries plague these government programs. For example, the provision and location
of schools and health clinics may respond to partisan politics rather than their
contribution to development or social justice and the services themselves can be
undermined through corruption. Public housing projects may be rife with graft and of
such poor quality that its benefits lapse in the short to medium term. The public budget is
often politically saddled with these programs even as they fail as public goods.®** In
these circumstances, what appear to be government investment in public goods are in
actuality a means for private goods provision which, once established are politically

difficult to terminate.

The Relevant Governance Structure for the Energy Sector

Governments seek to promote investment in the energy sector as well as further
national development. In pursuit of these objectives, governments pass legislation, issue
decrees and sign contracts. The laws and agreements attempt to find common ground

among competing interests: investors seek economic returns and national development



requires distributing a portion of those returns for public goods and generating linkages
between enclave sectors and the larger economy.

‘Governance’ refers to a process by which actors beyond the government have a
direct impact on the forms and rules guiding the specific arena under consideration, in our
case, the oil and gas sector. Governance includes the public and private sectors, as well as
civil society. It is operationalized through rules and institutions that are created by the
interaction among these three categories of actors, though it can be effectively biased in favor
of one actor. ‘Governance’ is designed to conceptualize a rulemaking and rule-implementing
context in which government does not impose its choice, but the relevant actors formally and
informally negotiate the terms of the choice. >

Governance in the case of a natural resource is underpinned by the property rights
associated with the resource. As noted above, when subsoil resources belong to the nation,
rather than to the surface owner, the government has, in the eyes of its citizens, a legitimate
responsibility to appropriate wealth associated with resource development. In a non-
democratic polity, the government claims the unique right to decide how the nation can best
benefit from the use of its resources, while in a democracy the government has been elected
by a broad electorate to make those decisions in its name.

Contrast the legitimacy of that governmental claim with those of a private firm or a
civil society group. The private firm is relegated to contesting whether the fruits of its labor
in getting the subsoil resource to the surface should convey ownership rights at that point and
leveraging its financial and technological resources and operational skill to persuade the
government to create the conditions that make it profitable to invest. This situation pits
private profit against the national good, unless the firm can argue that production is difficult

if not impossible in the absence of private initiative AND that its profits will be ‘reasonable’.



Even a civil society actor or group finds it difficult to lay claim to the legitimate authority to
decide how the national patrimony should be used, since it represents one interest group
among many in the nation.

Given the special claim of a government in a resource nationalist state, governance
structures will reflect the needs of the host government more than one would expect in a
polity in which ownership of subsoil/sub-marine resources belong to the surface owner. But
whether the governance structure in a national resource state produces public goods is not a
foregone outcome. The democratic accountability of the government and the transparency of
both its decision-making process and implementation of policy are prerequisites for
governance to represent the priorities of the citizenry regarding the economic and
environmental trade-offs inherent in the exploitation of its natural resources. Even
democratic polities generate private goods and exclude some groups from the decision-
making process.

Energy Security

‘Energy security’ (ES) embodies a claim for government action to protect national
economic activity from shocks emanating from the international or domestic energy
market. Adjustment to a price shock from the international market could be market based:
decreased use of this resource via either increased efficiency or reduced activity and a
search for alternative sources of energy. The time required for, and the difficulty of,
increasing efficiency and developing alternatives creates adjustment costs that are not
simply economic, but also include social dislocation as jobs, consumption and investment
are affected; even political realignment or upheaval pursuant to a major social and

economic adjustment process can occur. Therefore, the usual response by governments to



a significant external shock is not to let the market determine adjustment, but to adopt
public policies to mitigate at least some of those costs while market adjustment unfolds.

This defense of the domestic economy to an energy-related shock can be pursued
via government regulation of private companies or consumers in national energy markets
or through direct state provision of energy at subsidized prices. In either case, the policy
goal of energy security implies subordination of other policy goals (e.g., production of
food, environmental protection or increased competitiveness of the national economy in
world trade) to a more aggressive pursuit of domestic supplies, price controls or trade
restrictions. In the U.S., for example, in the name of ‘energy security’ the export of oil
and natural gas was limited, domestic production of corn-based ethanol was subsidized
and there were high tariffs on the import of more efficient sugar cane-based ethanol. But
even net oil and gas exporting governments can be concerned about ‘energy security’
when they perceive competition between the domestic and international markets, as in
Bolivia since 2006.

While the concept of ‘energy security’ first came to the attention of publics in the
U.S. and Western Europe after the Arab oil embargo of 1973, it is a longstanding concern
in Latin America. Already in the 1920s the major countries in the region were concerned
about it. As the international market began to shift into surplus in the late 1920s and the
major oil companies colluded amongst themselves to protect market share, their
production in high cost Latin America (Venezuela was the only low cost producer)
declined.© These countries had to use scarce foreign exchange to meet domestic
demand for crude or petroleum products at high oligopolistic prices, negatively impacting

the domestic economy.



The argument about the opportunity costs of producing your own high cost oil
instead of importing it doesn’t hold much sway with statists, particularly with respect to
energy security. Producing oil at home is seen as a means of generating employment,
subsidizing industrial development and diminishing the threat of producer governments
and their companies using access to oil to influence a country’s policies.***" Statists
perceive that the defense of sovereignty and national development more than justifies the
national economy paying higher costs for oil and petroleum products. In this sense, the
energy security focus was one of the early harbingers of the import-substitution
industrialization strategies that virtually all Latin American countries pursued to varying
degrees from the 1930s through the 1970s.

In addition to these historical issues, today’s ES concerns include, on the one
hand, whether oil will be available in sufficient quantities in the future (aka, ‘peak oil’
debates) and on the other hand, there is a growing concern for the environmental impact
of hydrocarbons and a search for alternative sources of energy.

From the exporter’s perspective, the ES issue is whether the demand for oil and
gas, and hence national earnings, will be significantly reduced when a deep and global
recession occurs or if more environmentally friendly sources of fuel are embraced.“**V
The loss in export revenue as oil and gas markets weaken can produce similar economic,
social and political adjustment issues for exporting countries as described above for
importers when those markets are tight. In major exporting countries the specific route
through which the impact is felt is often via a reduction in revenue that had permitted the
government to subsidize consumption of energy goods or to absorb a great deal of low

skilled labor. For example, riots broke out in both Venezuela and Iran when governments



attempted to raise extremely low gasoline prices because export revenues were no longer
sufficient to cover the cost of the subsidies, V!

The relationship between government appropriation of the value produced in the
oil and gas sectors and energy security is variable. Under certain circumstances a
producing country pursuing energy security via cheap domestic energy can undermine
optimal revenue capture by lowering the profitability of the industry to the point that
reserves are depleted, no new exploration is undertaken by private firms and the NOC
becomes too inefficient and unskilled to pursue the requisite exploration and production
(E&P) to increase reserves and maintain production. While one can see cheap domestic
energy as a transfer to consumers of the value created in the sector, the point is that it is
unsustainable and thus the generation of future revenues will fall or be lower than would
occur based on geological or market conditions. On the other hand, pursuing maximum
revenue appropriation can undermine ES by diminishing private investment and giving
more control to a less effective NOC, resulting in decreased productive capacity and
ultimately supply shortages. At the international level, the pursuit of energy security by
importing countries can fuel short-term strategies by producing countries to capture more
revenue now before alternative sources of energy can be adopted on a large scale. And of
course, high levels of revenue appropriation in exporting countries can fuel increased
efforts at ES in importing countries if the latter perceive that investors will leave these
countries, thereby threatening supply.
Producers and Consumers

In addition to the wealth distribution and role of the market issues discussed

above, two subsidiary issues appear on the resource nationalism agenda: who should



extract the resource (public or private firms) and to which markets (foreign or domestic)
should the resources flow; in more radicalized versions a distinction between domestic
markets for the elites and the ‘people’ is also made. These issues span the spectrum of
natural resources, but in this book we will be concerned with their manifestation in the oil
and gas sector.

The question of who should extract and market the resource has two variants. The
dominant variant is the public-private divide and the secondary is the foreign-national
private investor/producer issue. Statists believe that only a state-owned enterprise (SOE)
would be willing to exploit the country’s natural resources with national interests in
mind. These claims refer not only to the prices at which the commodities would be sold
but also to their rate of exploitation. Today statists focus on not running down reserves
too quickly in order to benefit foreign consumers, but in the middle of the 20" century
statists” concerns were that the IOCs were not exploiting many Latin American oilfields
because Middle Eastern production was cheaper, thus producing the problems for the
government noted above.

Once a country has decided to open its oil and gas sector to private investment
some statists seek to favor national investors. Part of the reasoning in favor of national
capital follows the preference for national capital in sectors deemed “strategic” under ISI
development paradigms: by restricting foreign investment the government was expected
to help create a national industrial capitalist class. In recognition that few national
capitalists had the capital, skills or know-how to invest in these opportunities,
governments might permit foreigners to invest; in these cases it was usually only in

partnership with private national companies. Nevertheless, the limitations of this path for



promoting sustainable and broad-based national development have been well documented
in the IS literature and contributed to the backlash against privatization after 20019V

But some statists fear creating a powerful domestic interest group if private
national capital is given preference. Thus, when Venezuela sought to reduce the influence
of 10Cs during the early 1960s the government considered and rejected opening the
sector to private national investment. Instead, it created a state company (Corporacion
Venezolana de Petréleo, CVP) to negotiate with the foreign privately owned 10Cs.

Two efforts of note to broaden private capital participating in NOCs so as to
benefit the ‘average’ or poor citizen were developed in Bolivia and Mexico. In Bolivia
the government of Gonzalo Sanchez de Lozada, while not an exponent of statist
conceptions of the responsibilities inherent in resource nationalism, recognized that
simply opening the oil and gas sector to private investment would not win popular
approval. Consequently, when the government sold 51% of the shares of its NOC YPFB
in 1996, as well as those of a number of other SOEs, it distributed shares to private
pension funds to stimulate a national credit market, create adherents to the market and
convince average Bolivians that they would benefit directly once they reached retirement
age.oViil In Mexico, the 2008 reforms of Felipe Calderon, who also would have
preferred to reject statist approaches, limited private participation in Pemex to Mexican
citizens who could purchase bonds. Though this strategy was never implemented, it was
based on a hope that this ownership would convince the average Mexican that he should
be more concerned about how Pemex was performing rather than by who owned it. X
When the Cardoso administration in Brazil first offered shares in Petrobras they were

limited to national citizens, but within two years purchasing was opened to everyone.™!



Statists can also be concerned about whether the domestic or international market
has priority for consuming the natural resource. This can be a particularly relevant issue
in countries with many poor who cannot pay the price demanded by the international
market. Export controls have been used historically in Latin America for this purpose.
Resource Nationalism, Resource Wealth and Energy Policy

The concept of ‘resource nationalism’ can help us understand energy policy. But
we must define it non-tautologically and systematically, following the logic of our
definition where it leads. In this chapter | have argued that the most useful definition of
resource nationalism places it at the center of a specific relationship that exists in most of
the world, not just in developing countries: the nation is the rightful owner of the subsoil
and submarine natural resources. The chapter then examined the issues that arise when
one discusses the generation of natural resource wealth in the context of national
ownership of the resource. | argued that only policies which generated sustainable public
goods logically followed from this understanding of resource nationalism. I also offered
examples of governments utilizing their legitimate role in appropriating natural resource
wealth for private rather than public benefit and thus violating the legitimacy provided by
a resource nationalism perspective.

Statists in resource nationalist polities articulate lofty goals and that is their
attraction to people who feel exploited by markets. Their underlying concern is how to
use rents to quickly promote national development and they focus on the absolute level of
money appropriated by the government. Unfortunately, without ensuring efficient use of
that money, it is possible that a government that appropriates a greater percentage of

natural resource rents and spends it inefficiently promotes national development far less



than a government that appropriates a lower share but invests it wisely. Just being ‘pro-
market’, however, does not mean that the resource is being used for the benefit of the
nation rather than private interests. It is competitive markets, with well-functioning
regulation to tax and deal with negative externalities, and investment in public goods that
transform state ownership of natural resources into national benefit.

The focus on private goods, whether by statists or pro-marketers, produces what
many have misleadingly called the ‘resource curse’. As | discuss in the Introduction,
though theorizing causality is unsettled, the ability of a nation to avoid the negative
economic and political manifestations associated with the ‘resource curse’ depends on
institutional factors. Those institutions generally make government’s use of the wealth
generated by the resource transparent and subject to evaluation, while holding the
government accountable to the nation in whose name it collects that resource wealth.

The concept of resource nationalism that | propose both recognizes the
importance of governments seeking to appropriate natural resource value for the
sustainable provision of public goods AND the inherent complementarity of national
goals and private investor goals. This chapter has demonstrated the multiple options for
implementing an energy policy based upon the fact that subsoil and sub-marine resources
belong to the nation and a recognition of the responsibility of government to utilize
resulting revenues to advance national development. The analytic challenge thus becomes

understanding the determinants of variations in energy policy adopted and implemented.
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