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About us

International IDEA

The International Institute for Democracy and Electoral
Assistance (International IDEA) is an inter-governmental
organization, established in 1995 with the sole mandate of
supporting sustainable democracy worldwide. Currently,
International IDEA has 30 Member States from different
parts of the world. International IDEA’s work focuses on
developing and sharing knowledge resources, facilitating
dialogue and contributing to policy reforms for more
effective democratic institutions and processes.

Natural Resource Governance Institute

The Natural Resource Governance Institute is an
independent, non-profit organization that provides policy
advice and advocacy infused with lessons learned in
the field and with insights developed through rigorous
research. We share our knowledge and experience
freely with policymakers, parliaments, political parties,
civil society and media, as well as the global campaign
for improved international norms. We are particularly
well placed to convene reform-oriented dialogue and to
engage in constructive policy advocacy.
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Foreword

Between 2003 and 2006 the price of copper quadrupled. Chile, the world’s
biggest producer, saw a windfall of revenues from copper during those years.
But as everybody knows by now, the bonanza experienced by copper and
other commodities has not lasted and prices have decreased since then. In
general, commodity prices fluctuate rapidly and in an unpredictable way.
Therefore, the economy of a country cannot rely upon the price of a natural
resource, given its effect on fiscal health. How then, can a country navigate
such a changing environment?

Any government of a resource-rich country might be tempted to spend liberally
during an unexpected bonanza of income coming from natural resources.

It will most likely give the government a short term increase in support and
might help them perform well in the next election. But in the long term, we
have seen how risky those policies can be.

The case of Chile is fortunately different. Amid a significant increase in
revenues from copper during the 2000s, our main export and resource, the
main political actors of the country reached a set of democratic agreements to
ensure that revenues were managed responsibly and used to tackle economic
uncertainty and fluctuations.

With that end in mind, Chile approved, in 2006 and 2007, through a process
of political consensus building, a set of reforms that included approval of

the Fiscal Responsibility Bill and the subsequent creation of the Economic
and Social Stabilization Fund. These instruments place the country in a

safer position to navigate the unexpected global economic turbulences and
fluctuations in commodities prices. In addition, they provide the country with
fiscal stability that allows the implementation of long-term policies aimed at
creating sustainable improvements in the lives life of all Chileans.

In parallel, we are making progress, although more slowly than we would
like, towards reaching consensus regarding another issue: how to change
our economic model from one based on the extraction and export of
primary goods to one based on knowledge. Like all countries today, we
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face the challenge of creating the best conditions for achieving sustainable
development.

This political set up that allows Chile to transform our resources into
sustainable, inclusive development would not be possible without a strong
party system based on platforms, programs and debates. This is precisely
where the fundamental key for creating an adequate political environment can
be found. Only when parties overcome patronage politics and appeal to citizens
through real policies, is it possible to create consensus around the central
elements of governance. In addition, programmed policies place an extra layer
of accountability on parties.

For these reasons, I believe this publication is not only timely, but also
addresses a fundamental issue which impacts on the way that a country
manages its natural resources. As stated in the Agenda 2030 for Sustainable
Development, social and economic development depends on the sustainable
management of our planet’s natural resources. By supporting the process of
developing political positions, International IDEA and the Natural Resource
Governance Institute are supporting a democratization of natural resources,
giving true meaning to national ownership and contributing notably to their
transformation into sustainable, inclusive development.

Michelle Bachelet
President of Chile (2006-2010, 2014-2018)



Preface

There is a strong positive link between the strength of political representation
in a country and the quality of its resource governance systems. According to
two flagship research projects—International IDEA’s Global State of Democracy
Indices and NRGI’s Resource Governance Index (RGI)—where there is free

and equal access to political power, there are stronger laws, institutions and
practices in place to help realize the full value of resource extraction and to
manage the resulting revenues. This matters: good governance, supported by
strong and informed political parties, has the potential to bring sustainable
and equitable economic development to the more than 1.8 billion people who
currently live in poverty in resource-rich countries.

Unfortunately, as illustrated by large corruption scandals in recent times in
different parts of the world, political parties, sometimes driven by the spiralling
cost of election campaigns, can also have a negative impact on resource
governance outcomes when accountability systems are weak, resources are
mismanaged and money siphoned off for corruption.

Good practices for responsible economic management are not always in place.
In Ghana, during the lead-up to the 2008 elections, just after the discovery

of oil, the major political parties competed to outdo each other’s promises
about the prosperity that extraction would bring to the country. This resulted
in high public expectations and, after the election, unsustainable spending
while oil prices were high, and a significant budget shortfall and high levels of
borrowing when prices were low.

Nonetheless, political parties are also well positioned to address some of

the biggest challenges associated with resource wealth, such as inflated
citizen expectations, political short-termism and conflict. Whether in power
or opposition, parties can also help tackle major sector reforms and policy
implementation. As highlighted by the 2017 RGI, there is a pervasive gap
between what is adopted as law and what is carried out in practice, driven not
just by limited capacity but also by poor control of corruption.

Vii
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Our organizations have responded by supporting political parties to develop
and follow through on evidence-based resource policy positions. We began
by jointly supporting a multiparty policy dialogue on oil, gas and mining
governance in Ghana ahead of the 2016 elections. The four political parties
we worked with developed detailed positions that included thoughtful stances
on several of the major issues facing the country. Instead of inflating public
expectations, as was the case during the 2008 elections, the new positions
contributed to more informed public debate on issues such as transparency,
beneficial ownership, savings and borrowing. The momentum from the
dialogue has continued since, and the government is now moving ahead with
several of the proposed reforms.

This report builds on the successes of and lessons learned from the position
development process in Ghana, and is informed by six country case studies as
well as the broader body of good practice in party engagement and resource
governance. It emerges clearly that political parties can significantly affect
the quality of resource governance in their countries, for better or worse.
This report makes the case that political parties ought to develop clear and
evidence-based policy positions on resource governance. It also provides
advice on how they might do so, including by bringing in expert support and
facilitators, and using the practical worksheets at the heart of this report.

It is our hope that the knowledge and guidance contained herein will help
political parties to navigate the complex challenges of resource governance,
and to take a more active role in ensuring that extraction contributes to
long-term, sustainable development that benefits all citizens.

Daniel Kaufmann Yves Leterme
President and Chief Executive Officer Secretary-General
Natural Resource Governance Institute International IDEA



Executive summary

Political parties have an important role to play in ensuring that natural
resources are managed transparently, accountably and in the long-term best
interests of their countries. Research conducted by NRGI and International
IDEA has identified a strong positive correlation between political
representation—that is, the degree to which citizens have free and equal access
to political power—and the strength of the laws, institutions and practices in
place to manage natural resources.

This correlation has important global implications. Oil,

gas and mineral extraction can finance sustainable and
equitable economic development for the more than

1.8 billion people who live in poverty in resource-rich
countries. However, resource wealth also brings a unique
set of challenges often known collectively as the ‘resource
curse’—challenges which programmatic political parties
with informed and comprehensive policy positions are well
positioned to help to address.

Programmatic political parties
are those that predominantly
generate policy, mobilize support
through elections and govern

on the basis of consistent and
coherent ideological positions.

* Authoritarian tendencies and limited civic space: According to
International IDEA’s Global State of Democracy Index, resource-rich
developing countries on average score much worse in key areas such as
political representation than their non-resource rich counterparts.! This is a
major economic challenge because, as noted in the 2017 RGI, countries with
limited civic space typically have weaker systems for managing resource
revenues and maximizing the value of extraction.? However, active and
informed opposition parties and ruling party members can increase the
opportunity for debate, challenge problematic policies and push for greater
protections for civic space.

1 See International IDEA’s Global State of Democracy Indices, available at <https://www.idea.int/gsod-
indices/#/indices/world-map>.

2 See NRGI's 2017 Resource Governance Index, available at <http://resourcegovernanceindex.org/>.



Implementation gap between law and practice: The 2017 Resource
Governance Index found that most countries struggle to implement resource
policies and laws. By taking the time to better understand the existing legal
framework and the opportunities and trade-offs around the most pressing
resource governance issues, political parties are well placed to identify gaps
and push for better implementation across government.

Real and perceived corruption: The very high rents and relative secrecy
associated with the extractive sector can attract nefarious actors seeking
personal gain over the best interests of citizens. By developing thoughtful
and clear resource positions that explain policy choices and include strong
transparency and oversight commitments, parties can reduce the risk of
corruption and prepare to respond swiftly should corruption occur.

Conflict and local concerns: Resource wealth is often concentrated in a
small area of a country and those who live closest typically absorb more

of the negative impacts. This can lead to conflict, parallel governance
structures and demands for a greater share in the benefits. Through
consultations and inclusive representation, political parties can help to
elevate the voices of local communities, respond to local concerns and help
build regional and national consensus.

Information asymmetry: Extractive sector companies often have a
significant advantage over governments in terms of their internal expertise,
funds and access to information. This affects not only contract negotiations
but also regulatory oversight, the fiscal regime, and environmental and
social obligations. When developing resource positions, parties can increase
their internal understanding of key technical issues to help close this
information gap.

High citizen expectations and short-term thinking: The economic
promise associated with natural resource wealth can raise citizens’
expectations of sudden and dramatic economic development. These
expectations can encourage excessive spending and borrowing, and make
it hard for governments to make longer-term decisions such as establishing
savings funds. The process of developing a resource policy position is an
opportunity for a party to consider the costs and trade-offs of different
policy options, consult with key stakeholders, and communicate the party’s
overall vision to constituents and other parties to help build consensus.

Sector volatility: Commodity prices fluctuate, which can restrict
governments’ ability to spend resources efficiently. With an informed and
comprehensive resource policy position in place, parties are better equipped
to respond to changing dynamics.



There are numerous examples, both positive and negative, of political
parties playing a role in resource governance:

* Norway: Political parties have played an important role in building
consensus on oil sector policies, including an overall sector strategy,
management of the national oil fund and environmental sustainability.

» Israel: Between 2014 and 2016, the opposition party leveraged its
knowledge of the country’s resource governance framework and
checks on executive power to reverse unilateral government action
that violated licencing rules.

* South Africa: Discussions on the nationalization of the mining sector
featured heavily in the ruling alliance’s policy formation process, and
disagreements eventually led one faction to break away and form its
own political party in 2013.

* Ghana: After the discovery of oil in 2007, political rivalry between the
two main parties led to over-promising ahead of elections and over-
spending of oil revenues afterwards, in contravention of established
fiscal rules.

* Malaysia: Heightened debate around subnational revenue sharing
exposed key differences between the ruling and opposition coalitions’
policy formation processes, but also increased interparty dialogue.

* Peru: Political parties turned the renegotiation of a gas deal into a
major 2016 election issue, but also highlighted the way populism and
personal politics can inhibit evidence-based policymaking.

By developing informed and comprehensive resource policy positions, parties
can help to ensure that their country gets the best deal for the extraction of its
resources, manages revenues for the long-term best interests of citizens and
avoids the resource curse.

The process for developing a natural resource policy position requires:
* A clear objective and scope

* Serious commitment from the highest levels of the party and from those
tasked with drafting the position

* Proper planning on drafting and approval

Xi
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* Detailed analysis of the different issue areas, with support from sector
experts and informed by wide consultations

The development process is generally split across

The natural resource governance three equally important phases: initiation, design and
decision chain is the series of implementation. The most time-intensive of these
decisions that governments make phases is the implementation phase, which requires the
in the process of transforming participants in the process working group to spend time
resource wealth into long-term carefully considering all the issue areas in the natural
sustainable development, from resource governance decision chain. In order to develop
exploration and discovery to meaningful stances on the key issues facing the country,
spending the revenues. the working group must evaluate the public’s current

stance, the existing legal and institutional framework, and

the costs and trade-offs associated with different policy
choices. Because of the highly technical nature of the sector, parties will benefit
considerably from expert support and facilitation.?

This report finds that political parties have a critical role to play in addressing the
unique political and economic challenges of resource wealth. Chapter 1 sets out
why programmatic parties in resource-rich countries are particularly important
players in resource governance, and addresses the ways that other stakeholders
interface with party positions and the benefits of cross-party dialogue. Chapter 2
describes six country case studies—referenced throughout the report—on the
roles that some political parties have played in resource governance. The final
chapter and its accompanying worksheets offer a practical guide to help political
parties develop their own resource policy positions, drawing on the Natural
Resource Charter Benchmarking Framework and the RGI. The full collection

is based on the experience of NRGI and International IDEA, as well as new
research and analysis.

In 2015-2016, NRGI and International IDEA worked closely with four of Ghana’s political
parties to develop detailed resource policy positions on some of the most important
issues facing the country. These positions were then reflected in the parties’ 2016
campaign platforms and contributed to better informed public debate on topics such

as transparency, beneficial ownership and revenue management. This represented a
significant shift away from the problematic rhetoric of previous campaigns, which had
raised public expectations about the size of revenues and the development they would
bring. There is now a road map for the parties to have a realistic view of available
resources and not to over-promise in election campaigns.

3 In addition to International IDEA and NRGI, organizations like the Fundacion RAP in Argentina have done
some great work in this area. For more information see <https://fundacionrap.org/>.
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Why political parties are key actors
in resource governance

Countries rich in natural resources have an opportunity to transform this
wealth into long-term sustainable development. Unfortunately, many find
that they have weaker institutions, a greater likelihood of conflict, a distorted
economy, and often less development after they have exhausted their mineral
wealth. This phenomenon, commonly referred to as the resource curse,

relates to the special characteristics of resource wealth: that the revenues are
finite, exhaustible, large and limited to a specific geographic location. The
curse is not a given, however, and policymakers and the general public in
resource-rich countries can make choices that improve the chances that the
extraction of these resources will result in sustainable wealth. For the past
decade, practitioners and academics have worked to identify the decisions
governments can make throughout the lifecycle of extraction that will make
long-term development more likely.*

Political parties can play a key role in helping resource-rich countries adopt
policies that promote long-term sustainable development. The strength of
political representation, as measured by International IDEA’s Global State of
Democracy Indices, strongly correlates with aspects of resource governance,
such as realizing the value of natural resources and managing revenues
effectively, as measured by NRGI’s Resource Governance Index.® This means
that when parties have the freedom to organize and express views, and
people can freely and fairly vote for candidates, we see evidence of better
resource governance.

4 This is commonly referred to as ‘the resource governance decision chain’. For more information, see the
Natural Resource Charter available at <https://resourcegovernance.org/approach/natural-resource-charter>.

5 Using the data sets from the 2017 Global State of Democracy Indices and the 2017 Resource Governance Index,
the, Representative Government has a .7 correlation with Value Realization and a .64 correlation with Revenue
Management.



POLITICAL PARTIES AND NATURAL RESOURCE GOVERNANCE: A PRACTICAL GUIDE FOR DEVELOPING RESOURCE POLICY POSITIONS

In addition to these factors, we argue that programmatic

Programmatic political parties political parties—parties that have a coherent collection
are those that predominantly of policy positions that are used to compete in

generate policy, mobilize support elections, inform policymaking and communicate with
through elections and govern constituents—are particularly well suited to improving
on the basis of consistent and resource governance. Political scientists have found
coherent ideological positions. that such parties are better placed to foster inclusive,

accountable governance that can contribute to long-term
development policies. Countries where parties compete primarily on the basis
of polices are more likely to have stronger institutions and greater socio-
economic achievement.®

Political challenges of resource wealth: Fostering democracy in
the face of elite capture

Political parties are uniquely placed to address many of the political
challenges that arise with natural resource wealth, from authoritarian
tendencies to local grievances and impacts. This section examines some of
these challenges and the role that parties can play in mitigating risks and
advantage of opportunities.

Parties can contribute to a more informed public debate and minimize
authoritarian tendencies

Countries rich in natural resources have a higher risk of authoritarian
leadership.” This long-studied factor is reinforced by recent data from
International IDEA’s Global State of Democracy Index. The index shows that
resource-rich developing countries scored significantly worse on political
representation on average than their non-resource rich counterparts.®

One explanation for this tendency is that when governments receive large
revenues from a few companies, they rely less on taxes paid by citizens, and
in turn are less responsive to them (see Figure 1.1).

However, active and informed political parties can increase the opportunity for
debate and, when in opposition, challenge problematic policies and governance
decisions. In Israel, for example, the opposition party leveraged its knowledge
of licence allocation and anti-trust rules to bring a case to the High Court

® Cheeseman, N. et al., Politics Meets Policies: The Emergence of Programmatic Political Parties (Stockholm:
International IDEA, 2014), XIV available at <https://www.idea.int/sites/default/files/publications/politics-
meets-policies.pdf>.

7 Ross, M., The Oil Curse: How Petroleum Wealth Shapes the Development of Nations (Princeton University Press,
2012), p. 63.

8 Resource-rich countries (as defined by the International Monetary Fund) scored an average .48 in the
Respresentative Government category of the Global State of Democracy Indices, available at
<https://www.idea.int/gsod-indices/#/indices/world-map>. Non-resource rich countries scored an average .57.
This analysis excludes Organisation for Economic Co-operation and Development countries.



CHAPTER 1: WHY POLITICAL PARTIES ARE KEY ACTORS IN RESOURCE GOVERNANCE

Figure 1.1
Taxation and accountability

No Resources

P

Citizens The government Citizens are more
pay taxes. uses these funds for likely to scrutinize
public expenditures. the spending.

Resource-Rich

Extractive The government Citizens are less
industries uses these funds for prone to monitor
pay taxes. public expenditures. government spending.

that ultimately reversed a production deal pushed through by Prime Minister
Benjamin Netanyahu.’

Malaysia has been ruled by the Barisan Nasional coalition since 1957. Saifuddin
Abdullah, a former member of the party’s governing body explained, ‘In all of

the five years I was there, no meeting ever discussed [oil] policy adequately or
thoroughly. Discussions were very general, with no position paper.” In addition,
the general public and media faced strong restrictions if they tried to raise debates
about the government’s policies. Despite these challenges, coalition members in
Sarawak state have started to try to use the party as a forum for debate that is not
possible elsewhere. They created clearly outlined policy positions on subnational
revenue sharing that contrast with the written and actual policy of the national
government. In this case, the process of national party platform formulation has
been one of the few opportunities for dissenting ideas to gain national attention.*
In Uganda, President Museveni has ruled for over 20 years. In the lead-up to

the 2016 election, the Forum for Democratic Change opposition party included

° See the Israel case study in Chapter 2.

10 See the Malaysia case study in Chapter 2.
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Box 1.1
Political parties and civic space

The 2017 Resource Governance Index found that poor resource governance correlates
with limited civic space. This means that in countries with worse resource governance
policy, civil society and the media are more likely to be limited—Ilegally or physically—
in the degree to which they can question the government or corporations.'? Increasingly,
civil society groups and journalists working for better resource governance are facing
threats to their life, digital security, freedom of speech and ability to organize. The
result is that in countries that most need accountability and policy change, there is little
room for discussion.

Constrained civic space can affect political parties as well. Many opposition parties
are closely linked to civil society and the media, so a lack of space for these informal
oversight actors can affect the resources and space available for opposition parties
to interact with constituents, represent alternative viewpoints and criticize the
government. For example, in Malaysia, the opposition party faced challenges finding
the resources to fully engage all stakeholders in the definition of its position.!?

Political parties also have an opportunity to foster more civic space by including
protection of civic space in their party platforms and conducting consultations that bring
forward ideas and voices that would otherwise be restricted by the lack of civic space.

discussion of oil revenue management and anti-corruption in its campaign
platform.!* Although the party was not successful in the election, the issues it
raised gained traction across party lines in parliament.

Parties can help strengthen institutions and close the gap between
policies and implementation

The 2017 Resource Governance Index found a wide gap between resource
governance policies and the extent to which those policies are implemented or
monitored. The index found that the gap got wider for countries that showed
worse governance performance.'* Among the explanations are: (a) the capacity
challenges institutions face in resource-rich countries; (b) the institutional

11 ‘Uganda: We are rebranding the party, FDC president Mugisha Muntu’, The Africa Report, 18 July 2013,
<http://www.theafricareport.com/East-Horn-Africa/uganda-we-are-rebranding-the-party-fdc-president-
mugisha-muntu.html>.

12 For more information, see the 2017 Resource Governance Index, available at
<www.resourcegovernanceindex.org>.

13 See the Malaysia case study in Chapter 2.

4 For more information, see the 2017 Resource Governance Index, available at
<www.resourcegovernanceindex.org>.



CHAPTER 1: WHY POLITICAL PARTIES ARE KEY ACTORS IN RESOURCE GOVERNANCE

buy-in required for implementation; and (c) external incentives for passing
laws (for more details on these factors see Box 1.2).1°

Box 1.2
More on the implementation gap

Institutional capacity

Researchers have found that the large rents from resource revenues create incentives
for elites to engage in rent-seeking behaviour that enables them to access or control
revenues for their own personal gain. These actions often undermine the power

of government institutions, and sometimes include intentionally weakening key
institutions’ financial and human resources.

Numerous actors necessary for implementation

The technical nature of resource governance challenges can silo responses into many
institutions, moving decision-making further away from a shared national vision or
public debate. While a national vision for resource governance may be translated
into laws or policy by relatively few actors, it requires many more actors across many
institutions to ensure that policies are implemented.

External incentives

Lastly, it could also be that there have been external incentives, particularly from
international institutions and donors, for countries to pass legislation on resource
governance that may not have the strong local ownership required for follow through.

The implementation gap as illustrated by RGI performance

. Legal framework Practice
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T -2gap
1 N2
8 o
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15 Ross (note 7), p. 214.
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Informed political parties armed with detailed resource platforms

can provide much needed scrutiny to ensure that existing policies are
implemented. In Israel, the opposition party was able to monitor the ruling
party’s governance choices and ultimately use oversight institutions, in this
case the High Court, to put a check on behaviour that was outside of the
licencing and anti-trust rules.'

Malaysia is an example of parties both creating and addressing this gap. In
the late 1990s, the ruling party was reluctant to grant petroleum royalties to
opposition-controlled states. As the opposition gained ground at both national
and state level, one such state eventually filed a lawsuit demanding the
outstanding payments.'”

The process of developing political party platforms is also an important
opportunity for politicians to identify evidence-based priorities that can
then be reinforced across various institutions and branches of government.
Because party membership can include cross sections of parliamentary and
executive institutions, and party loyalty often supersedes individual policy
analysis, parties are particularly well-placed to address the implementation
gap by fostering consistency and the monitoring of party stances across
government.'® They can also advocate for the necessary financial and human
resources to be allocated to key institutions, including those mandated to
monitor implementation.

Strong parties can help respond to real and perceived corruption

Natural resource governance is a field at high risk of corruption. Very high
rents and relative secrecy can attract nefarious actors that seek personal gain
over the best interests of the country. When a few individuals take part in
corruption, it can taint an entire party—and potentially a whole government
system. In Brazil, a $5 billion corruption scandal involving the state-owned
oil company led to the ousting of the ruling party and to ongoing popular
discontent and protest.!” A strong resource policy position, particularly one
that includes requirements for transparency and anti-corruption checks,

can reduce the risk of corruption and increase the opportunity for others in
the party to respond when a corrupt act takes place. The Democratic Action
Party, an opposition party in Malaysia, included transparency measures, such

o

See the Israel case study in Chapter 2.

[

See the Malaysia case study in Chapter 2.

8 Bryan, S. and Hofmann, B. (eds) Transparency and Accountability in Africa’s Extractive Industries: The Role of
the Legislature (National Democratic Institute for International Affairs 2007)

°

Watts, J., ‘Operation Car Wash: Is this the biggest corruption scandal in history?’, The Guardian, 1 June 2017,
<https://www.theguardian.com/world/2017/jun/01/brazil-operation-car-wash-is-this-the-biggest-corruption-
scandal-in-history>.
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as signing on to the Extractive Industries Transparency Initiative (EITI), in its
party platform. The party adopted these measures in part to distinguish itself
from the leading party’s opacity and perceived tendency for corruption.?’ In a
broader context, it is precisely the perception of corruption rather than hard
evidence that corruption has taken place that can inform decisions made by
development partners, among others.

Recent experience in Israel demonstrates the potential political risks of not
having a clear governance strategy. A disagreement about good practice
within the ruling party left the Prime Minister and key members of his
cabinet in public disagreement over the process and outcome of a licencing
agreement. The disagreement within the party and the lack of proactive
party measures against corruption made the Prime Minister’s deal easy to
attack, weakening the party’s political position and potentially the country’s
negotiating stance.?!

Inclusive platforms can build consensus, respond to local concerns and
reduce conflict

One challenge particular to natural resources is that wealth is often
concentrated in a small portion of the country. Those who live closest to the
extraction site typically absorb more of the negative impacts of extraction
than the rest of the country, and consequently feel a strong entitlement

to the benefits. Accounting for voices from resource-rich areas can be a
challenge in policy decision-making. In some cases, not doing so can even
result in conflict. The two most common mechanisms for building inclusivity
are top-down, whereby the government invests in communications across
regions, and bottom-up, whereby the views of local communities are actively
incorporated into party positions.

In Norway and Malaysia, the formation of party positions is a way for

local voices to be included in national policy discussions. Norway is known
for its multiparty consensus around developing a savings fund. However,
there has been disagreement in the country about whether to open up

new areas for extraction in the Arctic and whether to channel some oil

funds towards infrastructure development, with different views driven by
proximity to extraction sites. The Progress Party, which is strong in the south-
western oil producing areas, has brought its position on the importance of
domestic investment of oil revenues into negotiations as part of a coalition

20 See the Malaysia case study in Chapter 2 and Transparency International Malaysia, Malaysia Corruption
Barometer, 2014, available at <http://transparency.org.my/media-and-publications/press-release/ti-m-2014-
malaysia-corruption-barometer-mcb-results/> (finding political parties to be perceived as the most corrupt
actor in the country).

21 See the Israel case study in Chapter 2.
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government.?? As discussed above, Barisan Nasional party members in
Sarawak have worked to bring issues around subnational revenue sharing
into the national party discussion.

Box 1.3
The interaction between political parties and formal and informal oversight actors

Formal and informal oversight actors—parliaments, courts, supreme audit institutions,
civil society groups, journalists and academia—can play an important role in helping
political parties to inform and communicate their resource policy positions to
constituents, and facilitating policy implementation.

Informing policy positions

Because resource governance is such a technical topic, many parties have found it useful to
use information gathered by formal and informal oversight actors to inform their resource
policy positions. In Norway, for example, both parties and governments frequently consult
academia and non-profit organizations to understand the technical intricacies behind
various stances.? Civil society organizations in Colombia conducted extensive research
analysing the links between subnational revenue sharing and development to inform
party debates about how best to share mining royalties with subnational areas.?* Similarly,
political parties in Ghana invited civil society actors to make presentations about resource
governance while they were trying to formulate positions on the issues.?® South Africa’s
ruling party, the ANC, even has its own think tank and commissions a lot of research.

Communicating with constituents

Resource governance issues are complex. The expectations and opacity created by

the sector can make it hard for political parties to make clear, strong arguments for
resource governance policies by themselves. In many countries, coalitions of civil society
organizations work to advocate for good resource governance practice and explain the
importance of the issues to broader audiences. In Timor-Leste, for example, the NGO
Luta Hammutuk travelled to villages throughout the country to explain the prospects
for new oil finds and the arguments related to setting up an oil fund.?® By building the
population’s general knowledge about resource governance issues, Luta Hammutuk
helped both political parties frame discussions about how best to manage the country’s
oil wealth as an opportunity for development.

22 See the Norway case study in Chapter 2.
2 See the Norway case study in Chapter 2.

24 For more information, see the website of Foro Nacional por Colombia, available at
<https://www.foronacional.org/formulario>.

25 See the Ghana case study in Chapter 2.

26 For more information, see the Luta Hamutuk Institute website, available at
<http://www.lutahamutukinstitute.org/>.
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Supporting implementation

Oversight actors can also help parties achieve their resource governance goals by
supporting implementation. During the controversial licencing round in Israel, the Israeli
High Court suspended a gas deal at the behest of the opposition parties.?” In Brazil, the
Supreme Audit Court was integral to clarifying which and how different party actors
were involved in corruption related to the national oil company. Increasingly, civil society
organizations are improving their ability to provide politicians with practical knowledge
and data that support implementation and monitoring. While gaining the capacity
necessary to properly oversee extraction projects can be a daunting prospect for political
parties, civil society reports on the use of revenues and the impacts of extraction can help
a party identify where to concentrate its monitoring efforts.

Economic challenges of resource wealth: Securing lasting
benefits amid secrecy and volatility

Political parties are rarely well-equipped to engage with the economic complexity
of natural resource governance issues such as information asymmetry, high
citizen expectations, revenue volatility and resource exhaustibility in a
thoughtful, sustainable way. However, having a clear and informed policy
position in place as early as possible can help to address these challenges,
maximize the benefits of extraction, and provide for citizens for generations to
come. This section outlines the major economic risks associated with natural
resources and the unique role that political parties can play in mitigating them.

Technically informed party platforms can help countries get a good deal
for extraction

Another classic challenge of resource governance is that extractive sector
companies tend to be more knowledgeable and better advised than resource-
rich governments. This applies not just to contract negotiations but also to the
design of licencing systems, the fiscal regime and environmental, social and
local content obligations.

This information gap stems from the technical nature of the industry, intentional
secrecy by the private sector and companies’ physical proximity to the resource. This
asymmetry and the mistrust that follows can result in governments not receiving
the full value of their resources. In Tanzania, for example, the government recently
accused Barrick Gold of understating gold shipments from 2000-2017 in order to pay
less tax. The government ended up temporarily halting exports and the subsequent

27 See the Israel case study in Chapter 2.
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debate was complex, highly contentious and costly.?® Resource-rich countries often
need to make numerous complex decisions quickly, and governments with an
incomplete understanding of the issues can advantage companies.

When parties develop detailed positions on resource governance, they create a
requirement to increase the understanding of technical issues throughout the
party and improve their chances of responding to challenges from a position

of knowledge and strength. Faith Bikani, a former member of parliament and
Chair of South Africa’s Parliamentary Committee on Mineral Resources, explains:
‘It is important to debate all issues thoroughly within the ruling party and
organizational platforms, with the necessary support from people who specialize in
the field of mining and mineral policy, so that by the time the portfolio committee
[has a vote] I will be in a position to take a staunch decision’. This is particularly
important when government officials need to be trusted to make quick decisions
in the midst of contract negotiations. Clear party positions can also help a ministry
of finance and a ministry of mining, for example, avoid siloed practice and ensure
that their engagement with companies comes from a consistent position.

Parties can help manage expectations support long-term planning

The large influx of revenues associated with natural resources often creates
very high expectations among the population of sudden and dramatic
change.? These expectations can make it hard for governments to make
long-term decisions—such as setting up savings funds—that could protect the
economy from the volatile and distorting impacts of resource revenues.*°

In Ghana, where oil was discovered in 2008, the major political parties lacked
clear and informed resource governance positions and were more susceptible
to these popular expectations. During the lead up to the 2008 elections,
President John Atta-Mills, then an opposition party candidate, told a crowd of
supporters: ‘This country has a lot of resources. [...] We will use our resources
so that you will be able to do whatever you want’.?! When oil prices crashed
two years later, it quickly became apparent that the parties had done little to
protect the country from the well-known fiscal pitfalls of short-term resource
governance policy, and had significantly overspent the budget while prices
were high only to face a huge budget shortfall later on.*

28 ‘Barrick Gold’s Tanzania deal may set expensive precedent: shareholders,” Reuters, 25 October 2017,
<http://www.reuters.com/article/barrick-gold-acacia-shareholders/barrick-golds-tanzania-deal-may-set-
expensive-precedent-shareholders-idUSL2N1MZ1F4>.

2 Ross (note 7).

30 Collier, P., Natural Resources and Conflict in Africa (The Beacon, November 2009), <http://the-beacon.info/
countries/africa/natural-resources-and-conflict-in-africa/>.

31 Big Men, Documentary Film directed by Rachel Boynton (2013: Boynton Films), 35:30.

32 See the Ghana case study in Chapter 2.
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Parties can enable quick responses to sector changes and volatility
Commodity prices fluctuate constantly, resulting in large impacts on a country’s
ability to spend resources efficiently.?® The lifecycle of a mine changes the
policy options available for a country, as does the overall production cycle of

a set of resources. Investors tend to be more risk-adverse with new producers
but have less to gain when resources are mostly exploited inside a country.
Government policies need to be able to respond to these changing dynamics.

In Peru, for example, the government discovered a gas field in 1984, but it
took more than 20 years for extraction to begin. In 2016, just after a dramatic
fall in gas prices, the country learned that one of the fields was smaller than
expected, changing the economics of extraction. In order to ensure that the
country was still getting a good price for its gas, parties needed to create

new positions on the deal that were adapted to the new information.** In

this context, political parties must be flexible and adaptable to changing
circumstances while also creating policy recommendations that can weather
such fluctuations and plan for the long-term from the beginning. Similarly, in
Ghana, parties found that an over focus on one piece of legislation left them
vulnerable to other policy challenges when oil prices dropped dramatically.
The parties used the oil price crisis—and a very high level of national debt that
coincided with the price drop—to create more detailed policy positions that
can better foster development in a low-price environment.

Box 1.4
The unique value of cross-party dialogue

Cross-party dialogue and consensus building are generally very challenging and
politically risky work. However, the long-term nature of resource wealth and the
need for resource governance solutions to be dependable make cross-party dialogue
particularly important, and sometimes essential. This box outlines two examples of
why, in the context of resource wealth, policies that can cut across party lines are
beneficial for the country as a whole.

Revenue management: spending over the long term as the country is able to absorb
Good resource revenue management requires consideration of the short-term challenges
of volatility and the long-term challenges of absorptive capacity and exhaustibility. If

>

3 For more information see Falling Prices, Rising Risks: A Series on Low Commodity Prices, Natural Resource
Governance Institute, <https://resourcegovernance.org/analysis-tools/collection/falling-prices-rising-risks-
series-low-commodity-prices>.

34 See the Peru case study in Chapter 2.
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the response to these challenges changes with each election cycle, this can have dire
consequences for the economy. As noted in the foreword, Chile is a great example of the
benefits of investing in political consensus. The country was able to weather commodity
price fluctuations far better than most because of the forward-looking fiscal reforms and
instruments born out of its strong party system based on concrete positions and public
debates. Norway is another strongly positive example, where fiscal rules have been
underpinned by wide political buy-in on the importance of long-term sustainability and
the limits of the domestic economy’s absorptive capacity.

The political parties in Timor-Leste have worked hard—with many setbacks—to create a
strong oil revenue management system. When the country first found oil, the two major
parties, the Revolutionary Front for an Independent East Timor (Fretilin) and the National
Congress for Timorese Reconstruction (CNRT), worked together to pass laws creating

a petroleum fund with the intention of saving the revenues for future generations.%

After a few years of collecting revenues, the politicians were convinced that the needs

of the country in the short term outweighed the potential long-term benefits for future
generations. As a result, the country tried to start spending the money in the fund.
Quickly, both parties came to understand that the absorptive capacity of the government
and the economy was so low that they could not spend large sums of revenue efficiently
right away. As a result, the two major parties worked together to create a 20-year
strategic plan for the country that prioritized spending in a manner that will increase the
economy’s absorptive capacity, including by investing in building the skills of the domestic
workforce, complementary infrastructure and government processing systems.>®

Fiscal terms and negotiating with companies

Another aspect of resource governance that can benefit from cross-party dialogue is
setting the fiscal terms for extraction companies. Countries tend to be able to attract
the strongest and most reliable extraction companies when they can offer assurances

of a stable and dependable fiscal framework. If companies think there is a significant
risk that terms will change with each election cycle, it can make investors less likely to
choose to operate in that country or more likely to demand unreasonable terms initially.

In Zambia, after 2008, the mining tax regime changed with each change in political
leadership. The result was that one of the biggest mining companies suspended
operations until after a national election in 2015, when it could assess the actual terms
for extraction. A tax expert analysing the cycle in Zambia explains: ‘This situation

% For more information see Triwibowo, D. and Seixas Miranda, N. A., Investing for the Future: Timor-Leste’s Petroleum
Fund (Natural Resource Governance Institute, 2016), <https://resourcegovernance.org/sites/default/files/
documents/investing-for-the-future-timor-lestes-petroleum-fund.pdf>.

3 Democratic Republic of Timor-Leste, Strategic Development Plan, 2011-2013, version submitted to the National
Parliament, <http://timor-leste.gov.tl/wp-content/uploads/2011/07/ Timor-Leste-Strategic-Plan-2011-20301.pdf>.
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raises the potential for honest taxpayers to exploit the legal ambiguity for their
benefit, for dishonest taxpayers to evade taxation, [and] for corruption within the tax
administration’.?” In Argentina, the authority for issuing licences has shifted between
national and subnational governments with transitions between different parties.3®
Private sector participation in extraction swings heavily on the results of these election
cycles. As a result, extraction projects are often paused or new fields go unexplored
until the party changes. Cross-party dialogue that creates consensus on these issues
could help create a framework that attracts consistent investment and provides good
opportunities for the government to maximize revenue capture.

Next steps

For far too long, the challenges and risks associated with the so-called resource
curse have prevented the citizens of resource-rich countries from benefiting

from their natural wealth. Extraction has distorted economies, left country
budgets susceptible to commodity price volatility, caused long-lasting social and
environmental impacts and benefited only an elite few at home and abroad. Political
parties have played and can play an active and well-informed role in ensuring that
natural resources contribute to meaningful and sustainable development.

Because of their reach across government, influence on policy decisions and
proximity to citizens, political parties are well-placed to address the unique
political and economic challenges of natural resource governance. The six case
studies in Chapter 2 highlight the impact that political parties can have on
resource governance, both positive and negative, in power or in opposition.

The best way for parties to ensure that they are contributing positively is to have
a clear, informed and context-specific policy position on the key issues facing

the country. The process alone of developing such positions, as addressed in
Chapter 3, can help put the party and the country on the path to strong resource
governance. Perhaps more than anything, having a policy position in place gives
party members and constituents something they can reference and get behind as
they develop, implement and monitor policies on natural resources.

%7 Hinfelaar, M. and Jessica Achberger, J., The Politics of Natural Resource Extraction in Zambia (Effective States
and Inclusive Development Research Centre, 2017).

38 Bauer, A. et al., Subnational Governance of Extractives: Fostering National Prosperity by Addressing Local Challenges
(Natural Resource Governance Institute, August 2016), <https://resourcegovernance.org/sites/default/files/
documents/subnational-governance-extractives-fostering.pdf>.



]
o
z
o
L
st
e
S
=
b=
&
=




How political parties in six countries
have influenced resource governance

This chapter builds on Chapter 1 to further examine the ways in which political
parties have influenced resource governance outcomes, for better or worse. It
contains six country case studies developed for and referenced throughout this
report. Each one is a detailed examination of policymaking processes within
and between political parties in a given country. They also generally focus on a
specific policy issue along the resource decision chain.

* The Norway case study analyses the role of political parties in building
consensus on oil sector governance, covering overall sector strategy and
management of the oil fund, as well as recent trends reflecting shifts in the
public debate.

* The Israel case study reviews how the opposition used institutional recourse
mechanisms to scrutinize and reverse unilateral government action around
a deal between the government and companies seeking to develop the
country’s largest gas field.

* The South Africa case study examines the policy formation process within
the ruling alliance and between other parties related to the countrywide
debate on nationalization of the mining sector, which culminated in the
breakaway of a ruling party faction to form a new political party.

* The Ghana case study analyses the creation of the country’s petroleum
revenue management rules and the subsequent implementation challenges
stemming from political rivalry.

* The Malaysia case study examines the ruling and opposition coalitions’
policymaking processes, with a focus on the dynamics between political
parties in Sarawak and the federal government concerning the sharing of oil
revenues with oil-producing states.

* The Peru case study focuses on the positions taken by candidates in the
2016 presidential elections and their parties, and the processes through
which the positions were formed, particularly in relation to domestic use
versus the export of gas.
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These case studies are informed by a literature review of academic, policy
and journalistic texts, as well as interviews with party representatives and
other stakeholders. All the major parties were contacted with an interview
request. The research questions examined across the cases related to: policy
position development processes within parties; the processes and content of
negotiations and dialogue with other parties, with a view to understanding
the dynamics that enabled a decision or compromise to be reached; the role of
interest groups, civil society, constituencies, experts and international actors;
and lessons for future political processes.

The countries were selected based on geographical diversity and the
prominence of natural resource governance questions in the political debates
around elections and/or as a response to other crises, such as major sector
decisions or changes in the external environment like a drop in oil prices.



Case study: Norway

Political consensus-building
on extractives

© Marius Dobilas/ Shutterstock.com

Kaisa Toroskainen and Laury Haytayan




NORWAY, KEY INDICATORS 2015

POPULATION RESOURCE RENTS AS % OF GDP OPPOSITION PARTIES
5.2 million'’ g'l Labour Party,
Centre Party,
GDP PER CAPITA (PPP) POLITICAL SYSTEM Christian Democratic Party,
$61,200" Parliamentary democracy Liberal Party,
Green Party,
MAIN NATURAL RESOURCES RULING PARTIES Socialist Left"

Oil, Gas Conservative Party,
Progress Party

EXPORT SHARES, 2015
OTHER
36%
OIL & GAS
' 58%
a%%\&‘kf
5N MINING
Y 6%

" “DataBank 2015: Population, total,” World Bank ¢ ‘
(2015), accessed on 5 September 2016, =
http://data.worldbank.org/indicator/SP.POPTOTL.

«
ii

DataBank 2015: GDP per capita (current USS),”
World Bank (2015), accessed 5 September 2016,
http://data.worldbank.org/indicator/NY.GDP.
PCAP.PPCD.

i “DataBank 2015: Total natural resource rents
(% of GDP),” World Bank (2015), accessed
5 September 2016, http://data.worldbank.org/
indicator/NY.GDPTOTL.RT.ZS.

v Parliament of Norway (Stortinget),
https://www.stortinget.no/en/In-English/
Members-of-the-Storting/Parliamentary-Party-
Groups.

v “DataBank 2015: Fuel exports as % of
merchandise exports,” World Bank (2015),
http://data.worldbank.org/indicator/TXVAL.
FUEL.ZSUN and “DataBank 2015: Ores and
metals exports as % of merchandise exports,”
World Bank (2015) http://data.worldbank.org/

indicator/TXVALMMTL.ZS.UN.



Case study: Norway

Political consensus-building
on extractives

Political system

Norway’s political system is a representative parliamentary democracy with

a constitutional monarchy. Under the leadership of the prime minister, the
cabinet exercises executive power. Legislative power is vested in both the
government and parliament (Storting), elected within a multiparty system.
During the past decades, coalition governments mainly led by Conservative
and Labour parties have ruled the country. Specific features of the Norwegian
political system include fixed parliamentary terms, meaning elections

cannot be called during the parliamentary term, and a tradition of minority
governments.

Natural resource endowments and governance

Norway discovered oil in the 1960s and has since become one of the world’s
major oil producers. Extractive industries as a whole accounted for 15 percent
of GDP and 20 percent of government revenues in 2015.% The roles of the
main institutions in the sector, including the Petroleum and Energy Ministry,
the Petroleum Directorate and Statoil, are defined in legislation and policy,
as are the rules for managing petroleum income.*° Qil revenues are deposited
in the Pension Fund (previously called the oil fund), which is governed by
the central bank under the guidance of the Ministry of Finance, ultimately
reporting to the Storting. The central bank manages the funds’ day-to-day
investment decisions.* Norway’s governance of its oil revenues via the
Pension Fund and the budgetary rule* has been widely recognized as stable,
transparent and democratic.

39 Figures reported by Norsk Petroleum and the World Bank may differ. See
http://www.norskpetroleum.no/en/economy/governments-revenues.

40 Resource Governance Index (Natural Resource Governance Institute, 2013),
http://www.resourcegovernance.org/sites/default/files/country_ pdfs/norwayRGI2013.pdf.

4 Norges Bank Investment Management, https://www.nbim.no/en/the-fund/governance-model.

42 “A fundamental principle of Norwegian fiscal policy is the so-called budgetary rule. It states that over the
course of a business cycle, the government may only spend the expected real return on the fund, estimated at 4
percent per year.” See https://www.nbim.no/en/the-fund.
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This case study analyzes the role of political parties and consensus building in
creating such a governance environment, as well as some of the recent trends
reflecting shifts in Norway’s political landscape.

Dialogue and consensus building: The oil fund

The oil fund, subsequently named the Government Pension Fund of Norway, was
created in 1990. Before fund’s establishment, revenues flowed directly into the
national budget, causing concern among Norwegians about “Dutch disease” effects
such as currency appreciation and a consequent decline of non-extractive export
sectors. Against this backdrop, “it was not difficult to reach consensus on the fund,
as both Conservative and Labour parties agreed that it is impossible to introduce
all the oil money into the Norwegian economy at once,” said Per-Kristian Foss, MP
and former finance minister of the Conservative Party and current auditor general.

The Ministry of Finance made its original proposal to set up the fund already in
1983, when the Conservatives, Christian Democrats and the Centre Party were
in government. They initially drafted the fund’s structure, management and
governance principles, as well as the fiscal rule stipulating that no more than
the average return on the assets should be transferred into the annual budget.
Subsequently, the Labour Party came into power and finalized the rules and
institutions on the basis of the existing agreement on guarding the economy
from Dutch disease. Hence, all major political parties were involved in reaching
an agreement on the design of the fund’s principles and the fiscal rule.

Another factor contributing to political consensus was that when the fund’s
rules were drafted in the mid-1980s, oil revenues were fairly modest, and
hence the creation of the rules did not spark intense political debate, and it was
easy for politicians to agree to the detailed principles drafted by the Ministry
of Finance. During the following years, successive governments have remained
committed to these principles. The opposition has also broadly supported
occasional larger withdrawals from the fund after the financial crisis in
2009-2010 and the oil price drop in 2015.

Only the Socialist Left and Progress parties were not involved in the original
consensus on the oil fund. Subsequently both have been critical of the fund and
advocated for greater spending of oil revenues. The main parties “used a lot of
pedagogical skills,” as described by Marit Arnstad, MP and former minister for
petroleum and energy of the Centre Party, to convince the critical parties and
voters on the risks of overspending oil revenues. It is interesting to note that
when the Progress Party formed a coalition government with the Conservatives
in 2013, their position on the oil fund became more moderate, reflecting the
need to negotiate and compromise when in government.

Despite the broad consensus on the oil fund’s basic principles and the fiscal
rule, there has been a lively debate on the fund’s investment strategy, and
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Box 2.1
Party policy position development in Norway

Norwegian parties follow the four-year electoral cycle in their political program
development. The programs are adopted at party congress meetings, typically one to two
years before the next general election. Wide and frequent consultations with academia,
constituencies and the industry are commonplace during program development.

Most parties have broadly agreed upon the overall revenue management system, but

the oil fund’s investment strategy and the opening of Arctic areas for exploration have
divided parties internally, and votes have been won by close margins. Party positions are
determined through voting, after which party members commit to the majority’s decision.

The established parties have developed their understanding and research capacity on the
oil sector over the decades. Rasmus Hansson, spokesperson and MP of the Green Party,
which obtained representation in the Storting for the first time in 2013, reflects on the
capacity of a small party when developing the proposal to phase out oil activities within
the next 20 years: “Compared to a big party, we had a limited amount of research capacity
to calculate the exact financial effects of such a move. Most of our expertise comes from
NGOs. But we relied on the logic and argued that phasing out oil is not a question of ‘if;’
but ‘when and how.’ Increasingly, the other parties are taking this position seriously.”

parties as well as the parliament have played a crucial role in this discussion.
The proposal to exclude fossil fuel industry companies from the fund’s
investments was first introduced in parliament in 2013 by the Green Party, a
new entrant in parliament. In the beginning, it was voted down with crushing
numbers. However, within months, the Socialist Left party introduced a
proposal on the same topic. The Conservative-led government initially opposed
these proposals and favored purely economic investment criteria with only
few industries such as tobacco companies to be excluded on ethical grounds.
After negotiations, a proposal to exclude coal but not other fossil fuel intensive
companies was passed to the Ministry of Finance for more detailed planning,
which was finally adopted by parliament in 2014.%3

The processes of agreement on the oil fund’s establishment and its investment
criteria reflect Norway’s political culture: compromising and negotiating.
Arnstad of the Centre Party highlights that the political culture is “not always
that of agreeing, but that of negotiating and then committing to the negotiated

4 See https://www.nbim.no/en/the-fund/governance-model/guidelines-for-observation-and-exclusion-from-the-fund.
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result, which is necessary to achieve broad agreement.” Foss describes it as
“striking a balance between agreeing and disagreeing. For example, you can
agree on a tax system but still from time to time disagree on the level of taxes.’

Minority and coalition governments force even the largest parties to reach
compromises for two reasons: First, when any party could be part of the next
government after elections, it encourages them to be constructive even in
opposition. Second, parties are discouraged from making unrealistic promises
before elections, as they probably have to negotiate on a government program
with another coalition partner.

Box 2.2
The importance of inter-party dialogue in consensus building: A personal
experience

by Einar Steensnées, former minister for petroleum and energy,
Christian Democratic Party

As the minister for petroleum and energy in a minority coalition government (2001-2004),
I was responsible for the preparation of a proposal on the further development of petroleum
activities in the Artic part of Norway. Among the parties in the coalition government, there
was strong disagreement about which areas could be opened for new petroleum activity.

To ensure a balanced proposal that would be acceptable to both the government and a
broad majority in parliament, I facilitated an extensive round of consultations and invited
the oil industry, environmental organizations, research institutes and representatives of
local governments to submit their views. In the written statements I received, most of the
bodies consulted upheld their primary positions, which were well known to me and did not
bring any new insights to my work.

I then invited some of them for confidential conversations in my office and explained that I
was going to suggest a balanced position between the extremes of the debate, giving them an
opportunity to influence where the point of compromise should be positioned. Some of them
realized that they had a chance to influence the profile of the government’s proposal and gave
me some oral, subsidiary views to feed into the final decision. These consultations gave me
valuable insight into the opportunities for a politically achievable solution that was close to my
assessment and priorities as a minister. With an adjusted rough draft, I then conducted inter-
party dialogue meetings with government parties, as well as the opposition in parliament.

Only after all these meetings and hearings, I went to the government with my suggestion on
the way forward. Although parties had initially disagreed, it was not particularly difficult to
obtain the ruling coalition’s support for my proposal, as all parties in government realized
that a compromise between different viewpoints was necessary to get a majority behind it in
parliament. With a few notes the proposal was then unanimously endorsed in the Storting.
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“An informed electorate also holds parties accountable on what kind of
compromises they enter into,” says Foss. Even though a survey conducted in 2011
said 73 percent of Norwegians were not familiar with the fiscal rule, then-finance
minister Sigbjgrn Johnsen of the Labour Party was not worried: “I think our
message has gotten through, that we shall use the fund’s returns and not the fund
itself, and that we can use less in good economic times and more in bad times...
As long as we get support for the main purpose of the rule, I'm not worried.™*

The oil sector’s sustainability: Opening of new exploration
areas versus environmental concerns

Parliament can best influence decisions along the value chain when deciding
about opening an oil block for exploration.* At later stages, e.g., when granting

a production licence after a discovery has been made, decisions are mainly made
in negotiations between the Ministry of Petroleum and Energy and the company.
Hence, political parties have played a crucial role also in the debate of opening
new areas for oil exploration and drilling. Overall, it has been more difficult to
reach consensus on this topic than on revenue management issues, as fundamental
values and specific interests come into play. For example, the Lofoten Islands

area has been kept closed off from oil activities because smaller coalition parties
representing interests of communities dependent on fisheries and other livelihoods
threatened by oil activities have blocked initiatives to open these areas.

Until recently, exploration decisions have been made by balancing
environmental conservation objectives with economic interests. Concerns about
climate change and the more fundamental question of oil’s sustainability as the
basis of the Norwegian economy in the future was brought into the debate by
the Green Party in 2013, with a proposal to phase down oil activities within

20 years; the position has subsequently been adopted by the Socialist Left
Party. Concern for climate change and the willingness to consider a Norwegian
society without oil is more prominent among Norwegians living in Oslo and
central parts of the country, with less immediate benefits from job creation
and other direct positive effects of the oil industry. Although both Green Party
MP Rasmus Hansson and representatives of other parties conclude that the

“4 percent support for the Green Party reflects that a large majority of the

4 “Few aware of oil revenue rule,” News in English, 22 April 2011,
http://www.newsinenglish.no/2011/04/22/few-aware-of-oil-revenue-rule.

% On the role of the Storting regarding proposals to open new areas for petroleum licencing: While parliamentary
approval is not legally required for this, in practice the Ministry of Petroleum and Energy presents its plans to
the Storting, which reviews the proposal and expresses its views. In line with Norway’s overall parliamentary
system, the government typically follows the parliamentary view when taking the formal decision. A similar
practice has evolved around the approval of new field development plans. While these plans are formally
approved by the ministry, in practice investments above a certain level are always presented to the Storting,
in line with a general constitutional requirement to present matters of great importance to the parliament.
Through these informal powers the Storting can have a say on where and how exploration can proceed as well
as ensure that the executive has adhered to due process on consultations and impact assessment.
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population is not yet ready to give up the oil sector,” larger parties are also
increasingly adopting similar rhetoric.

Changes ahead in the foundations for consensus

The broad consensus on Norway’s principles for oil sector management was
created during an era when the Labour Party and the Conservatives dominated
the political arena and agreed upon expanding oil production, keeping the
fund’s investments abroad and setting the fiscal rule. Some researchers have
suggested that this consensus may now be changing, as the parliamentary
majority of these parties is narrowing and new parties that are willing to
question the consensus gain electoral support.*

The critical voices are becoming stronger due to the drop in oil prices and the
resulting economic crisis as well as the climate challenge. The Progress Party’s
recent surge in support partly stems from the south-western oil producing

areas, where voters are demanding the channeling of oil funds to infrastructure
development, as compensation for job losses.*” Consequently, the Progress Party
advocates for investing oil revenue domestically and splitting the fund into smaller
special purpose funds to boost the domestic private sector. At the same time,

the Green Party has proposed using the fund to create global markets for green-
economy technologies. While some politicians now say they are concerned with the
questioning of longstanding principles, the majority of parties in both government
and parliament is still supportive of the existing consensus and guards against
major shifts in policy. In spite of the changing political landscape, politicians believe
that even those critical of the fund’s investments and mandate are committed to the
institutions governing the fund, and especially the principle that politicians should
maintain an arm’s-length relationship to its day-to-day management.

The entrance of new parties into the debate also impacts conduct in politics.
Traditionally, issues were informally discussed and negotiated before being
brought into a committee meeting or the parliamentary plenary. This is
highlighted in how Einar Steensnas, former minister of petroleum and energy
from the Christian Democratic Party, explains the process of parties and
stakeholders’ consultations on Arctic drilling (see Box 2.1). Parties that are
smaller, less established or newer to the political arena do not have the same
capacity or networks to influence decisions behind the scenes. Hence, they use
parliamentary debates and the media to make bold proposals and also, in the
words of MP Rasmus Hansson, to push other parties to “voice their opinions by
voting and debating, which will be remembered”.

46 Dag Dyrdal, “Tverrpolitisk pensjonskasse eller aktivt politisk verktgy?” Internasjonal Politik 74 (2016): 1-11.

4 See, for example, “Norway’s Progress Party seeks big changes in new government,” Reuters, 15 August 2013,
http://www.reuters.com/article/us-norway-election-idUSBRE97E0SC20130815.



Case study: Israel

Leveraging the state’s checks and
balances to achieve optimal conditions
for gas licences

© Roman Yanushevsky / Shutterstock.com

Laury Haytayan and Kaisa Toroskainen




ISRAEL, KEY INDICATORS 2015

POPULATION
8.4 million!

GDP PER CAPITA (PPP)
$35,800"

MAIN MINERAL RESOURCES RULING PARTIES

Oil, natural gas, magnesium, Likud, The Jewish Home, Kulanu,
bromides, phosphates, potassium,  Shas, United Torah Judaism,
calcium, sodium Yisrael Beiteinu

RESOURCE RENTS AS % OF GDP OPPOSITION PARTIES

03 Meretz, Hadash, Raam, Balad, Taal,
Yesh Atid, Zionist Camp, Habayit

POLITICAL SYSTEM Hayehudi¥

Parliamentary democracy

EXPORT SHARES, 2015

1%

1%

98%

i “DataBank 2015,” World Bank (2015), accessed 5 September 2016,
http://data.worldbank.org/indicator/SP.POP.TOTL.

i “DataBank 2015,” World Bank (2015), accessed 5 September 2016,
http://data.worldbank.org/indicator/NY.GDP.PCAP.PP.CD.

il “DataBank 2015,” World Bank (2015), accessed 5 September 2016,
http://data.worldbank.org/indicator/NY.GDPTOTL.RT.ZS.

v Parliament of Israel, https://knesset.gov.il/faction/eng/
FactionCurrent_eng.asp.

v “DataBank 2015: Fuel exports as % of merchandise exports,” World Bank
(2015), accessed 5 September 2016, http://data.worldbank.org/indicator/
TX.VAL.FUEL.ZS.UN and “DataBank 2015: Ores and metals exports as %
of merchandise exports,” World Bank (2015), accessed 5 September 2016,
http://data.worldbank.org/indicator/TX VAL MMTL.ZS.UN.




Case study: Israel

Leveraging the state’s checks and
balances to achieve optimal conditions
for gas licences

Political system

The head of government and leader of a multiparty system in Israel is the
prime minister, whose government exercises executive power. Legislative
power is vested in the parliament (the Knesset). Since the country’s
independence, Israeli governments have been led by coalitions of Zionist
parties. Today, Prime Minister Benjamin Netanyahu heads a coalition
government comprising his party, Likud, Jewish Home, Kulanu, Shas, United
Torah Judaism and Yisrael Beiteinu, which represent a wide range of interests
from ultra-orthodox Zionism to greater economic equality. The Labor party
leads the opposition.

Natural resource endowments and governance

Israel is not a resource-rich country according to the IMF definition.*® However,
in recent years, both gas and mineral discoveries have become increasingly
important for its political economy and broader geopolitical interests. In 2009,
Israel discovered the 10 trillion cubic feet (tcf) Tamar gas field off the north
coast of the country. The discovery was followed by another major find in the
same area the following year: the Leviathan field, estimated to contain 22 tcf
of gas. This would make it the second largest offshore gas field in the Eastern
Mediterranean, with the potential to turn Israel from a net energy importer to
a net exporter.

Israel’s legal framework is set by the 1952 Petroleum Law, which provides for
a publicly announced licence allocation process but also assigns discretionary
authority in decisions concerning petroleum rights to the minister.*” This

4 The authoritative Guide on Resource Revenue Transparency (IMF, 2007) defines mineral- and hydrocarbon-rich
countries as follows: “A country is considered rich in hydrocarbons and/or mineral resources, if it meets either
of the following criteria: (i) an average share of hydrocarbon and/or mineral fiscal revenues in total fiscal
revenue of at least 25 percent during the period 2000-2005 or (ii) an average share of hydrocarbon and/or
mineral export proceeds in total export proceeds of at least 25 percent.” See http://www.imf.org/external/np/
fad/trans/guide.htm, 2.

4 Government of Israel, http://energy.gov.il/English/Subjects/OilAndGasExploration/Pages/
GxmsMniOilAndGasExplorationLobby.aspx.
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case study reviews how the Israeli opposition used institutional recourse
mechanisms to scrutinize and reverse government action around the Leviathan
field’s export deal.

A battle between private and consumer interests in the
parliamentary committee

At the time of their discovery, both the Tamar and Leviathan gas fields, in
addition to the smaller Tanin and Karish fields, were owned by Noble Energy,

a U.S. company, a together with its Israeli partner Delek.” After Leviathan’s
discovery, the two companies, already producing gas from Tamar, sought to strike
a production deal with the Israeli government, in order to exploit Leviathan. The
proposed deal caused concern amongst opposition and the public, as it would
grant a de facto monopoly to the two companies over Israel’s gas resources.
Initially, the Antitrust Authority moved to propose a deal whereby Noble and
Delek would sell stakes in the smaller Tanin and Karish fields. However in
December 2014, after public consultation and ahead of the 2015 general elections,
with public opinion still against the deal, the Antitrust Authority objected to the
proposed deal, due to the risk of higher gas prices for Israelis.>!

Despite the antitrust commissioner’s view, Prime Minister Benjamin Netanyahu
sided with the companies, which argued that the decision significantly
decreased Israel’s attractiveness as an investment destination. Citing Israel’s
national interest with regard to security of energy supply and exports to
neighboring countries, Netanyahu said, “This plan is vital to our security,
because we don’t want to be left with one power plant that’s under fire; we
need multiple gas fields.”*?

On these grounds, the prime minister initiated the process of invoking the
exemption clause (Article 52°%) of the Restrictive Trade Practices Law to
circumvent the antitrust commissioner’s objections. The required consultations
with the parliament’s economic affairs committee, headed by the Zionist
Union MP Eitan Cabel (opposition), involved 11 committee sessions on the
proposed circumvention, with testimonies and interventions from politicians
and professionals from the sector. In heated committee debates, the ruling
coalition appealed to national security as a justification for using Article 52,
whereas the opposition focused on the deal’s economic repercussions, arguing

5

S

“Leviathan gas field targeted by Israeli regulator,” Financial Times, 23 December 2014,
https://www.ft.com/content/40474f4a-8aaf-11e4-8e24-00144feabdcO.

5

“Leviathan gas partners, Israeli government seek to break impasse,” ICIS, 4 February 2015,
http://www.icis.com/resources/news/2015/02/04/9858480/leviathan-gas-partners-israeli-government-seek-
to-break-impasse.

5

s

“Meretz petitions High Court to block gas deal,” Times of Israel, 17 December 2015,
http://www.timesofisrael.com/meretz-party-petitions-high-court-to-block-gas-deal.

%5 Government of Israel, Restrictive Trade Practices Law, 5748-1988, http://www.antitrust.gov.il/eng/Antitrustlaw.aspx.
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that increased competition would lead to a reduction of the electricity price

for consumers. The opposition also argued that the prime minister had failed
to convince the Knesset to use the exemption clause. After the 11 sessions, the
committee voted by a narrow majority against the use of Article 52. Right-wing
and religious parties aligned with the prime minister, as expected. The finance
minister’s Kulanu Party—whose agenda is focused on economic issues,>* and
hence it was expected to defend the interests of Israeli consumers concerned
over an increase of prices of electricity—voted for the use of Article 52, facing
fierce criticism from the opposition.>® The opposition united against the use

of the exemption clause, but despite their winning vote in the committee,
Netanyahu ignored the nonbinding result of the committee vote and proceeded
to sign the deal with Noble and Delek.

Coordination between opposition parties and the public to
challenge the deal in the supreme court

Subsequently, the government was widely criticized for pressing ahead with the
deal without having informed the public and taken their opinion into account.

“One can argue about the deal itself, the environmental and economic
implications and the protections it guarantees or does not guarantee the public
in the face of the huge monopoly of [Delek Group owner Yitzhak] Tshuva

and Noble Energy...But one cannot argue about the bizarre and despicable
behavior, and the anti-democratic and doubtfully legal actions of the prime
minister, who promoted this deal as if he were possessed,” the opposition party
Mertez wrote.*¢

Support for the deal also steadily eroded within the Likud party. For example,
the economy minister refused to use his right to invoke Article 52, thereby
forcing the prime minister to take action.>”

Before the prime minister signed the final deal, opposition parties and civil
society organizations, including the Mertez Party, Movement for the Quality
of Government, and Israel Union for Environmental Defense joined forces
and sent a petition to the High Court requesting it to intervene and block the
deal, which they considered to favor the companies instead of citizens and
the State of Israel. In March 2016, the Israeli High Court suspended the gas

54 The party’s economic agenda emphasizes the reduction of social disparities by proposing policies on housing,
banking and finance, and other economic issues.

% The votes were as follows: 7 members (Zionist Union, Joint List, Meretz and Yesh Atid) against versus 6
members (Likud, Kulanu, United Torah Judaism and Shas) for. Unsurprisingly, all opposition members voted
against the use of Article 52 by the prime minister.

56 “Meretz petitions High Court to block gas deal,” Times of Israel.

7 Haviv Rettig Gur. “Drilling into Netanyahu’s gas deal and why some might oppose it,” Times of Israel, 1 July
2015, http://www.timesofisrael.com/drilling-into-netanyahus-gas-deal-and-why-some-might-oppose-it.
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deal considering it to be unconstitutional. The court specifically opposed a
clause in the deal that would have locked the conditions of gas production and
exportation for 10 years, which has been introduced to reassure investors that
considered Israel’s regulatory uncertainty as a growing risk since the objection
to the deal by the antitrust commissioner.*®

Debate over role of the government and other institutions
continues

Following the high court’s decision, the government was forced to renegotiate
the terms of the deal. In May 2016, the government approved a new modified
deal with a lower gas price and the obligation for the companies to sell other
assets to reduce their overall control over gas deposits in Israel.

In a response to the high court’s decision, a Likud MP declared that he would
submit a draft law to prevent members of parliament from going to the high
court if they lost a vote in the plenum, citing the gas deal case.> Opposition
MPs have criticized this suggested action for threatening democracy.

Overall, the Leviathan case shows the importance of cooperation and
coordination between opposition parties and civil society actors and the role
that an independent judiciary such as the high court can play as a check
against executive action.

58 “Leviathan gas field targeted by Israeli regulator,” Financial Times.

5 “MK Seeks to Curb High Court Petitions,” Hamodia, 23 June 2016, http://hamodia.com/2016/06/23/mk-seeks-
curb-high-court-petitions.
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World Bank (2015), accessed 5 September 2016,
http://data.worldbank.org/indicator/NY.GDP.TOTL.RT.ZS.

2

Parliament of South Africa, http://www.parliament.gov.za/
live/content.php?Category_ID=107.

<
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World Bank (2015), accessed on 5 September 2016,
http://data.worldbank.org/indicator/TX.VAL.FUEL.ZS.UN and
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Case study: South Africa

Mine nationalization
debating mineral policy

Political system

South Africa is a parliamentary republic. The African National Congress
(ANC) has governed the country since the first democratic elections in 1994,
after leading the fight against the apartheid regime. The ANC-led government
is based on a coalition called the Tripartite Alliance, including the South
African Communist Party (SACP) and the Congress of South African Trade
Unions (COSATU). The largest opposition party is the liberal Democratic
Alliance (DA).%° The second major opposition party, the Economic Freedom
Fighters (EFF), was founded in 2013 on the rationale that the political freedom
achieved in 1994 continues to be undermined by lack of economic equality.®!
While neither the EFF nor the DA have yet neared the support of the ANC

at the national level, their strong performance in the municipal elections in
August 2016 threatens the ANC’s previously unchallenged majority and shapes
the political landscape in which mineral policy debates occur.

Natural resource endowments and governance

South Africa is the world’s richest nation in non-oil mineral wealth, with
reserves estimated at USD 2.5 trillion.®> Mining played a central role in South
Africa’s history as key features of the discriminatory apartheid system of

rule (1948-1994), such as the migrant labor system, land appropriation and
pass laws, aimed to secure cheap labor for the country’s mines. Therefore,
correcting historical injustices in the mineral sector has been central to the
ruling party ANC‘s mandate to build a democratic, developmental state.
Against this historical backdrop, the mining sector continues to play an
important role in South Africa’s economic policy debates, despite its declining
contribution to GDP and the recent commodity price slump.%® The sector

% Democratic Alliance, https://www.da.org.za/why-the-da/history.
1 Economic Freedom Fighters, http://effighters.org.za/about-us.

2 Government of the U.K., South Africa — mining sector — an update, 29 January 2015, https://www.gov.uk/
government/publications/south-africa-mining-sector-an-update/south-africa-mining-sector-an-update.

63 “South Africa Foreign Exchange Reserves,” Trading Economics, http://www.tradingeconomics.com/south-
africa/foreign-exchange-reserves; “Mining royalties: Minerals revenue plummets, more pain ahead,” Business
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is governed by the 2002 Mineral and Petroleum Resources Development
Act (MPRDA), amended in 2008, with new amendments currently before
parliament. The Department of Mineral Resources oversees the law’s
implementation.

This case study analyzes the policy formation process and related debates
within the ruling alliance and between other parties. The main example used
for analysis is the countrywide debate on nationalization of mines, which took
place from 2007 to 2013, and culminated in the breaking away of an ANC
faction to form a new party, the EFF.

Origins of the nationalization debate

The ANC’s policy positions on the mineral sector are derived from the party’s
founding document, the Freedom Charter (1955), which states: “Mineral
wealth beneath the soil, the banks and monopoly industry shall be transferred
to the ownership of the people as a whole.”** In the ANC'’s first draft mineral
policy (1994),% this objective was translated into transferring subsoil mineral
assets from private lan