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Management in Hydrocarbon
Economies- Challenges

Rentier Economy Hypothesis (Beblawi
and Luciani, 1987; Chatelus and
Shemeil, 1984)

Mechanism of the Open Petroleum
Economy (Seers, 1964)

Plantation Economy Model/ Offshore vs.
Onshore Sectors (Best,2012)
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Management in Hydrocarbon
Economies- Challenges

The challenge for both existing and new hydrocarbon-producing
countries is to ensure that oil and gas revenues are used to
improve the lives of their citizens and promote sustainable
development.
Oil and gas revenues alone are neither a necessary nor sufficient
condition to achieve sustainable and equitable economic
development.
The oil and gas sector cannot be managed in isolation from the
wider economy, and long-term success can only be achieved
when all sectors are managed well.
Serious environmental consequences, potentially irreversible, can
arise during exploration for and the production, refining and
transportation of oil and gas.

Source: UNDP (2009). EFFECTIVE HYDROCARBON
MANAGEMENT: LESSONS FROM THE SOUTH
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Management in Hydrocarbon
Economies- Challenges

MMCI Rules: Measurement,
Maximization, Capture and Investment of
Rent.

Meeting the objectives of sustainable
development: Economic, Social and
Environmental.
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Sustainable Development

Sustainable development includes social,
economic and ecological objectives:

1) socially desirable, fulfilling people's
cultural, material and spiritual needs in
equitable ways.

2) economically viable, paying for itself,
with costs not exceeding income, and

3) ecologically sustainable, maintaining the
long-term viability of supporting
ecosystems.
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The Environmental Management
challenges

Minimising waste of non-renewable
resoOurces;

Sustainable use of renewable resources;
and

Maintaining externalities with the
absorptive capacity of local and global
sinks for wastes.
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Economic Instruments for
Environmental Management

Economic instruments have been
identified in the literature as tools of
policies that alter or guide behavior
through price signals and other
incentives towards the achievement of
environmental objectives, the core of
which 1s to reduce or eliminate over use
and damage of the environment in the
pursuit of meeting the ecological
objectives of sustainable development.
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Economic Instruments for
Environmental Management

Command and control policy tools are
regulatory measures that seek to directly
discourage behavior with negative
environmental impacts (Perch, 2000) but
have shortcomings in that there are
reliant on monitoring and evaluation,
enforcement capacity and administration
(Pexch, 2000) in the form of laws,
regulations, standards, permits, licenses,
sanctions etc (Paquin and Sbert, 2004).
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Economic Instruments for
Environmental Management

Command and Control (Regulatory
Instruments) in Trinidad and Tobago:

-Certificate of Environmental Clearance Rules 2001;
-Regulations under International Law;
- Multilateral Environmental Agreements;

Economic Instruments in Trinidad and

Tobago:
Deposit-Refund System
Green-Fund Levy???
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Environmental Taxes

“A tax whose tax base is a physical unit
(or proxy of it) of something that has a
proven, specific negative impact in the
environment”

a tax base “...1s the measured or
estimated amount of emissions of a

polluting substance...” (EUROSTAT 2001,
pp 9).
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Environmental Taxes

Acceptance of the polluter pays principle;
Increasing cost of enforcing environmental
regulations for diffused and mobile sources
of pollution;

High values of taxes on income create
potentials of attaining double dividends;
and

The lack of tax revenues required to meet
the demands of environmental
management.
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Environmental Taxes

Environmental taxes provide the incentive for consumers
and businesses to carryout ongoing abatement of emissions
at all levels even though there has been the achievement of
some level of abatement.

Environmental taxes provide incentive to innovate because
the tax increases the cost to the polluter which drives the
polluter to develop new innovations as well as adopt the
ones that already exist.

Environmental taxes are transparent because when an
environmental tax is properly designed, there is clarity as to
what is taxes, the exemptions of the tax, and the per unit
price of the pollution which is generated.

Environmental taxes raises revenue based on the amount of

residual emissions.
The Double Dividend
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Carbon Dioxide Profile
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http://hdr.undp.org/en/statistics/data/climatechange/growth/

Carbon Dioxide Profile
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Carbon Dioxide Profile
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Carbon Dioxide Profile
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Environmental Taxes in Trinidad and
Tobago- Potentials (energy taxes)

Country/ Start Date

Jurisdiction

Netherlands

Tax Rate
($USD
unless

otherwise
noted)

$30/metric
ton COz2 (€20)

“$20/metric
ton CO2in
1996

$15.93 to
61.76/metric
tion CC2

Annual
Revenue

$750 million
(€500

million)

$4.819 billion
(€3.213
billion)

$900 million
(1994
estimate)

Revenue
Distribution

Gov’t Budget;
accompanied
by
independent
cuts in taxes

Reductions in
other taxes;
climate
mitigation
programs
Gov’t budget




Environmental Taxes in Trinidad and
Tobago- Potentials (pollution taxes)

The Green Fund levy (Trinidad and Tobago)
vs Lithuanian Environmental Investment
Fund; The Polish National Fund for
Environmental Protection

and Water Management.

Similar in motivation but different in
execution

OECD example: NOx tax on approximately
360 large combustion plants in Sweden. The
tax rate is set at $5000 per ton of NOx.
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Environmental Taxes in Trinidad and

Tobago- Potentials (pollution taxes)

China- Pollution taxes generated revenue
of $4 billion (1979-1995);

Pollution and Environmental Product Charge Revenues in
Central and Eastern Europe in 1997

Country

Bulgaria
Czech Republic

Hungary
Lithuania
Poland

Major Areas of
Focus

Air (9.3%);
Water (43.7%)

Air (36.3%);
Water (57.4%)

Air (21.6%)

Air (33.2%)
Source: Bluffstone (2003)

US$
Millions

Revenues as a % of
GDP




Recommendations

Explore Options, not just Oil and Gas....

Reformation of the Green Fund Levy to conform with Environmental Taxes;
Examine the potential of other Economic Instruments to create policy
packages that will meet environmental objectives;

Enable the development of greenhouse gas inventories (for CO2 and
Methane) e.g.: American Petroleum Institute (API) Compendium of
Greenhouse Gas Emissions Estimation Methodologies for the Oil and Gas
Industry

Craft policies to ensure that they reflect the peculiarities of the Trinidad and

‘Tobago economy
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Conclusion

The challenges facing Hydrocarbon
Economies (particularly Trinidad and
Tobago) extends beyond rent capture. The
developmental gap that exists suggest that
revenues need to be directed in such was so
as to ensure sustainable development. As a
resource-rich economy, the dependence on
the environment requires considerations of
how externalities arising from the use of
these natural resources are captured and
internalized.
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