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KEY MESSAGES
e Oil, gas and mineral revenues are volatile and finite; if large enough, they can Resource revenues
prompt wasteful spending, inflation and deindustrialization. In order to address should be invested to

these challenges, governments may wish to develop a medium- to long-term fiscal achieve optimal and

equitable outcomes
for both current and

framework including legislation of fiscal rules, establishment of a natural resource
fund, and commitment to a medium-term development plan.

e Fiscal rules—constraints on government spending or public debt—can be enacted future generations.

to stabilize the budget, save for future generations, and improve long-term Precept 7

development planning. Natural Resource Charter

*  Natural resource funds can have different objectives, including stabilizing budget
spending, saving revenues for future generations, and channeling oil, gas or mineral
revenues to key sectors like education, infrastructure or environmental protection.
However, without integration into the budget framework and parliamentary
oversight, these funds could divert scarce resources away from countries’ priorities.

*  Development planning and strong public financial management systems are
also key elements in turning resource revenues into tangible benefits like roads,
electricity and education systems.

*  Parliament has two important roles in this regard: enact rules to manage resource
revenues and oversee the government’s management of these revenues.

NATURAL RESOURCE REVENUES ARE SPECIAL

Oil, gas and mineral resources are distinctly different from other sources of
government income:

They are finite. Unless they are invested to grow the national economy rather
than consumed, the country end up worse off once they are depleted than it was when
it started extracting.

They are volatile. Revenues can vary wildly. When revenues are increasing there isa
tendency to overspend on “legacy projects” such as monuments, cultural centers or
new government buildings. When revenues decline unexpectedly, the government is
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either forced to cut spending or go further into debt. Overreliance on natural
resource revenues can limit the government’s ability to respond effectively to
economic downturns.

They can damage other industries. If revenues are large enough, revenue inflow into the
country causes a real exchange rate appreciation that makes it cheaper for the country to
buy goods and services from abroad and more difficult for national industries to export.
This phenomenon is called “Dutch disease”. Natural resource booms also draw an
overwhelming share of national talent and resources to oil, gas and mineral extraction,
harming national competitiveness. As a result of these effects, the country might
deindustrialize.

They can foment conflict. As has been seen in Sierra Leone (with diamonds), Angola and
Sudan (oil), and Myanmar and the Democratic Republic of Congo (coltan, copper, gold,
tin and other metals), resource-rich developing countries face higher risks of conflict.

Therefore, depending on their size and management, revenues can either transform
millions of lives for the better (e.g., Botswana, Chile) or they can leave a country worse
off than before production started (e.g., Angola, Nigeria).

REVENUE MANAGEMENT STRATEGIES

Good macroeconomic policy and public financial management of resource revenues
are key elements of any strategy to take full advantage of natural resources. Countries
should consider three fundamental sets of tools:

A strong macroeconomic framework that includes fiscal rules. To support long-
term fiscal sustainability, governments can adopt fiscal rules that constrain government
spending or debt. Chile, Ghana, Peru and Norway, for example, have implemented rules
that smooth volatile expenditures, in order to improve the quality of public investments
and save oil or mineral revenues in cases of economic or environmental crisis. Chile,
Norway and Timor-Leste have also enacted rules that save resource revenue for the
benefit of future generations.

These fiscal rules limit the amount of petroleum or mineral revenue thata government
can spend in a given year. Fiscal surpluses are either deposited in one or more special
funds designed to help achieve fiscal goals, or are used to pay down public debt. When
revenues decline because of negative price shocks or declines in production, the
government can draw on the fund or borrow in line with the fiscal rule.

In order to function properly, governments must design fiscal rules with specific
objectives in mind (e.g., to smooth spending from year-to-year to improve development
planning; to limit public expenditures to prevent wasteful spending; save for future
generations). They must reach political consensus on the rules’ suitability and the
judiciary and/or parliament must enforce them.
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Today, more than $4 trillion in assets purchased using resource revenues are held in
increasingly common natural resource funds (NRFs), which are a subset of sovereign
wealth funds (SWFs).
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Country or Current name Legal Objective | Date Resource Total assets
Province (billion USD)
Abu Dhabi Abu Dhabi Investment Savings 1976 Petroleum 773
(UAE) Authority
Alberta Alberta’s Heritage Fund Savings 1976 Petroleum 16.2
(Canada)
Azerbaijan State Oil Fund Multiple 1999 Petroleum 36.6
Botswana Pula Fund Savings 1996 Minerals 5.7
Chile Economic and Social Stabilization 2007 Minerals 15.9
Stabilization Fund
Pension Reserve Fund Savings 2006 Minerals 7.6
Ghana Ghana Heritage Fund Savings 2011 Petroleum 0.1
Ghana Stabilization Fund Stabilization 2011 Petroleum 0.3
Kazakhstan Kazakhstan National Fund | Multiple 2000 Petroleum 76.6
Kuwait Kuwait Investment Multiple 1953 Petroleum >400
Authority
Libya Libyan Investment Multiple 2006 Petroleum 65
Authority
Mexico Oil Revenues Stabilizing Stabilization 2000 Petroleum 3.5
Fund of Mexico
Mexican Fund for Multiple 2014 Petroleum -
Stabilization and
Development
Mongolia Fiscal Stability Fund Stabilization 2011 Minerals 0.3
Nigeria Nigerian Sovereign Multiple 2012 Petroleum 1.4
Investment Authority
Norway Government Pension Fund | Multiple 1990 Petroleum 878
— Global
Timor-Leste Timor-Leste Petroleum Savings 2005 Petroleum 15.7
Fund
Wyoming Permanent Wyoming Savings 1974 Minerals 7.0
(Usa) Mineral Trust Fund

Central banks in many countries have complemented the government’s fiscal policy

with appropriate monetary policy to control the exchange rate and/or inflation in

response to large inflows of oil, gas or mineral revenues. Nearly every resource-rich
country’s central bank manages its exchange rate and some banks, like Kazakhstan’s,
also control inflation by effectively taking money out of the economy and holding it in

foreign reserves.

Development plans. Where resource revenues are large, in the short-run development
is more likely to be driven by governments than the private sector for one simple reason:
governments have the most money. As aresult, it is imperative that the government
creates a realistic pro-growth development plan. In order to be effective, a development
plan should be based on a thorough analysis of bottlenecks in the economy and include a
detailed year-by-year list of priority public investments (e.g., a port; primary road from
location x to y). A development plan should also be drafted for atleast 5 years. To gather
public support, it should contain at least some “quick wins”, projects that will rapidly
meet demands and improve peoples’ lives (e.g., cost-effective safe drinking water,
energy systems, rural roads).

Implementing the plan is often a major challenge. In many cases much effort is put into
creating a strong document, but over the course of the budget process, political priorities
can take precedence over established development objectives. Implementation can

Table 1. Examples of
natural resource funds
Source: July 2014 Estimates, Natural

Resource Fund Institute, www.
resourcegovernance.org/nrf
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be improved in many ways, including through the creation of a governmental body.
Within the ministry of finance or a specialized agency, such a unit would be tasked

to align the annual budget with the multi-year development plan. The government
could also establish a development fund to earmark resource revenues for development
projects, or establish a development bank to finance private sector investment.
Parliaments have an important role in monitoring development plan implementation
and should use all their powers to pressure the government to abide by the plan.

Public financial management. Even if a country has a strong macroeconomic
framework and a well-designed development plan, a poor public financial management
(PFM) system could undermine the transformation of resource revenues into tangible
benefits. PFM is the system of budget execution which includes public procurement

of infrastructure, as well as reporting, monitoring and evaluation of infrastructure
projects. Good PFM of public investment projects involves:

* accurate appraisal of all costs and benefits
* independent technical review

° open, competitive procurement

* comprehensive monitoring of execution

* training of workers to operate and maintain infrastructure, and budget for this
operation and maintenance

THE IMPORTANCE OF NATURAL RESOURCE FUND TRANSPARENCY

With natural resource funds becoming an increasingly common instrument in
revenue management policies of resource-rich countries, good management of these
large revenue deposits becomes more and more important. Natural resource fund
transparency requires clearly defined roles and responsibilities for policymakers and
managers; easily accessible, publicly available information; open decision-making
processes and reporting; and guarantee of accurate information. In terms of benefits,
transparency can help governments to be more efficient by aligning their objectives
with public expectations, and it can also improve policy by becoming more logical

and consistent. Transparency may also improve the economic and legal conditions for
private investments and help build trust between a government and the public, in turn
reducing the incidence of social and political conflict. Above all, it is a prerequisite for
government accountability. When oversight bodies such as the judiciary or parliament
are better informed, they can help to deter officials from undertaking unethical actions
and can hold the government accountable for commitments like using natural resource
funds for budget stabilization or savings purposes.

Most importantly, natural resource funds need to be embedded in the country’s fiscal

framework in order to maximize consistency with the government’s resource allocation

decisions. For that, transparency of the funds’ assets and liabilities, transactions, and
spending is necessary. Parliaments should oversee the implementation of natural

resource fund legislation and rules, and approve withdrawals from these funds as part of

the budget process.

What not to do: Nauru

Nauru, an island state, used
to be mineral-rich, but

the government did not
plan well and the country
quickly consumed all of
its resource revenues. At
independence, in 1968,
Nauru was one of the
world’s poorest countries;
by 1973, thanks to a
phosphate boom, GDP

per capita exceeded
$25,000 per person, the
world’s second highest.
Bad revenue management
meant that by 2007, it

had once again become
one of the world’s poorest
countries with GDP per
capita of less than $1,900.
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CONSIDERATIONS FOR DEVELOPING REVENUE MANAGEMENT
STRATEGIES IN MYANMAR

Myanmar has an extensive variety of natural resources that significantly contribute to
the country’s budget. Exports of gas, oil, coal, jade, gems, metals, and wood accounted
for 70 percent of national exports in the 2012-2013 period and 10 percent of the GDP.
In particular, natural gas revenues provide the largest source of foreign income for the
national government. Myanmar is expected to become the 41stand 78th largest holder
of proven reserves of natural gas and crude oil respectively, with proven gas reserves
amounting to 20.11 trillion cubic feet with significant potential for further discoveries.

Myanmar is a resource-dependent country. Yet if it wants to avoid the problems
associated with Dutch disease, revenue volatility and reliance on a finite resource for
future development, its government may wish to consider implementing a long- to
medium-term macroeconomic framework that addresses these challenges.

For instance, the government of Myanmar could consider the establishment of a natural
resource fund for saving and stabilization purposes. The large inflows of money that the
government receives from resource exploitation may be smoothed in the medium and
long terms. Some may also be saved for future generations.

However, creating a fund comes with some risks. Unless it is well designed and subject
to significant independent oversight, it could become a parallel budget or, worse,

a channel for corruption and patronage. The country would have to establish the
necessary anti-corruption mechanisms to protect the natural resource fund, such as
ensuring that appropriate rules govern deposits and withdrawals from the fund and
that investments are free from political interference. Managers of the fund should be
prevented from investing for political gain, even in situations where there is a claim of
beneficial economic development from these investments.

WHAT ROLE DO PARLIAMENTS PLAY IN OVERSEEING THE
MANAGEMENT OF NATURAL RESOURCE REVENUES?

Parliaments have two important roles to play in improving the management of natural
resource revenues:

One is enacting rules to govern revenues. Parliaments play a key role in the budget
process that governs the allocation of resource revenues. They can also pass legislation
creating tools such as resource funds and fiscal rules as described above. Many countries,
like Ghana, Chile and Timor-Leste, have passed comprehensive revenue management
legislation that not only clarifies the fiscal rules, but also explains how saved revenues
are managed using natural resource funds that hold their assets. Legislation can include
rules for what kinds of assets the fund can invest in, on who is in charge of managing
the funds (usually the minister of finance or central bank), and about reporting
requirements.

Parliaments can also inform national development plans, for example by debating them
or approving them. They may also pass laws improving the public financial management
system. Most countries have public finance, budget and /or public procurement laws
that elaborate on budget controls and procurement processes.

The second role is overseeing revenue management systems to improve compliance
with the rules and government performance. With the help of external auditors,
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budget offices, or multi-stakeholder oversight groups, parliaments can better take on

an oversight role. In many cases, powers to access information or hold hearings can be
used to draw conclusions and pressure the government to implement the law faithfully.
Parliamentarians should ask tough, well-informed questions around the flow of
resource revenues, natural resource fund investment performance and management

of risk and decision-making processes. They should participate actively in shaping
changes to revenue management provisions, if these are necessary to improve
investment effectiveness.

PARLIAMENTARY STRATEGIES FOR EFFECTIVE POLICY AND OVERSIGHT

Parliament can attempt to persuade the government to use resource revenues
efficiently and for the public good, or force the government to do so by legislating rules.
Specifically, parliamentarians can:

* Insist thatannual budget decisions be linked to a medium- and long-term national
development plan and, if such plan is in place, oversee compliance with set objectives.

*  Monitor annual budgets closely to ensure that implementation is in line with a long-
term revenue management strategy or with revenue management legislation.

* Introduce legislation creating or modifying a natural resource fund and revenue-
sharing regime, as long as sound fiscal management and forecasting, and institutional
capacity are already in place.

*  Develop an alternative plan or policy for revenue management to share with
the government.

*  Exercise powers to monitor the cost, quality and speed of delivery of large
infrastructure projects. When projects are poorly constructed or managed,
contractors should be sanctioned or replaced.

*  Produce a committee report that assesses the strengths and weaknesses of the
revenue management system, large infrastructure project cycle and/or economic
diversification strategy.

*  Sanction officials who act unethically or disregard the public interest.

*  Askparliamentary staff or civic groups to prepare briefings that identify options,
challenges and available tools for managing and spending revenues well.

*  Encourage critical debate on government policies by holding media briefings and
informational hearings.

*  Build political consensus around the need for review and reforms of revenue and
expenditure policies.

*  Reach out to parliamentarians from other countries that share similar challenges to
learn how they addressed the issues.



QUESTIONS PARLIAMENTARIANS CAN ASK

Given my country’s aspirations for future revenues from natural resources, should
the country introduce comprehensive fiscal rules to guard against volatility or save
for future generations? If so, which rules would be most appropriate?

Does my country have a coherent medium-term national development plan?
If not, why? If so, does it address my country’s challenges, and is it used in annual
budget planning?

Are there any indications that funds are misused or not used effectively for the
betterment of the country? What actions can be taken to address these problems?

Is the government actively pursuing a policy of economic diversification?

FURTHER READING AND ENGAGEMENT

NRGI revenue management and natural resource fund website pages, www.
resourcegovernance.org/issues/revenue-management or http://www.
resourcegovernance.org/natural-resource-funds

Natural Resource Fund Governance: The Essentials, http://www.
resourcegovernance.org/sites/default/files/NRF_RWI_BP_Overview_EN_rev5.pdf

Institutional Structure of Natural Resource Funds, http://www.resourcegovernance.
org/sites/default/files/NRF_RWI_BP_Inst_Structure_EN_fa.pdf

Natural Resource Fund Transparency, http://www.resourcegovernance.org/sites/
default/files/NRF_RWI_BP_Transp_EN_fa_rev1.pdf

Independent Oversight of Natural Resource Funds, http://www.resourcegovernance.
org/sites/default/files/NRF_RWI_BP_Oversight EN_fa.pdf

Fiscal Rules for Natural Resource Funds, http://www.resourcegovernance.org,/sites/
default/files/NRF_RWI_BP_Fiscal EN_fa.pdf

Rules-based Investment for Natural Resource Funds, http://www.
resourcegovernance.org/sites/default/files/NRF_RWI_BP_Rule_Invest_EN_fa.pdf

The Natural Resource Governance Institute, an independent, non-profit organization, helps people
to realize the benefits of their countries’ oil, gas and mineral wealth through applied research, and

innovative approaches to capacity development, technical advice and advocacy.
Learn more at www.resourcegovernance.org

Oil, gas and mining for development
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