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� ³To VXppoUW VXch a capiWal inWenViYe pUojecW, iW iV eVVenWial WhaW iW iV bXilW Xpon a 
stable and compeWiWiYe fiVcal Uegime foU boWh oil and gaV´ E[[onMobil (2012) 

� ³PXblic policieV foU e[WUacWiYe indXVWUieV managemenW VhoXld inclXde a stable and 
pUedicWable Wa[ V\VWem plXV WUanVpaUenW goYeUnance of collecWed UeYenXeV´ (IMF, 
2015)

� ³OXU aim iV Wo VeW a diUecWion of WUaYel foU Whe long WeUm WhaW helpV cemenW stabilit\ 
and ceUWainW\´ (UK TreaVXr\, 2014)

� ³ReVponViYe fiVcal WeUmV defined in legiVlaWion and/oU Whe conWUacW, anWicipaWe 
mXlWiple pUofiWabiliW\ VcenaUioV (ZheWheU inflXenced b\ pUice, coVW, YolXme, TXaliW\, 
eWc.) and eTXiWabl\ Uebalance Whe VhaUing of financial benefiWV, foVWeU fiVcal stabilit\
and conWUibXWe Wo Whe dXUabiliW\ of Whe conWUacW´ (OECD, 2019)

Long Werm fiVcal VWabiliW\ a popXlar manWra



� pacWa VXnW VeUYanda (VWricW VancWiW\ of conWracW) Zidel\ 
accepWed bXW Xnder no legal V\VWem iV abVolXWe

� ConWracW renegoWiaWion generall\ occXrV Xnder all or Vome of 
Whe folloZing circXmVWanceV: 

� ChangeV Wo price leYelV

� ChangeV Wo prodXcWion leYelV 

� ChangeV Wo inYeVWmenW leYelV

� PercepWion of Xnfair balance beWZeen parWieV of Whe 
riVk/reZard allocaWion

� AllegaWionV of haYing agreed Wo incompleWe/ambigXoXV 
conWracW 

ConWracWXal renegoWiaWion



� Government fair share
� GoYernor of AlaVka: ³GeWWing faiU YalXe for oXr knoZn 

reVoXrce iV Whe onl\ Za\ Ze can be Velf-VXVWaining´
� Liberia: ³Whe fiVcal regime Vhall creaWe incenWiYeV for 

reVponVible inYeVWorV Zhile proYiding a faiU and 
eTXiWable UeWXUn Wo´ Whe coXnWr\

� But what is fair? 
� 50%-50%? 60%-40%? 70%-30%? 

� Dynamics of what constitutes a µfair share¶ of the 
rent fundamentally unstable

� A goYernmenW Vhare of 50% Zhen oil price iV 50$/bl 
VXddenl\ becomeV Xnfair for Whe goYernmenW Zhen 
Whe oil price jXmpV Wo 100$, and Xnfair Wo Whe indXVWr\ 
if priceV go doZn Wo 20$

InherenW inVWabiliW\ 



� Lock in the contract terms for contract 
duration

� CoYer a broad range of hoVW coXnWr\ laZV 
� laboXr; enYironmenW; Wa[

� FiVcal VWabiliW\ claXVeV (FSCV) deal 
e[clXViYel\ ZiWh Wa[eV and ro\alWieV
� Ma\ coYer Vome or all Wa[eV and feeV

SWabili]aWion claXVeV

ManVoXr & Nakhle (2016) hWWpV://ZZZ.o[fordenerg\.org/pXblicaWionV/fiVcal-VWabili]aWion-in-oil-and-gaV-
conWracWV-eYidence-and-implicaWionV/



� To neXWrali]e poliWical XncerWainWieV and fiVcal riVkV
� Legall\ binding gXaranWee
� SWabili]aWion claXVe: conWracWXal riVk-miWigaWing deYice 

� ³Oil companieV aUe Vo YXlneUable Wo poWenWial changeV in fiVcal WeUmV WhaW Whe\ behaYe 
mXch moUe conVeUYaWiYel\ if Whe\ cannoW limiW WhiV UiVk. ConYeUVel\ if Whe\ can miWigaWe, 
UedXce oU eliminaWe ceUWain elemenWV of UiVk Whe\ can be moUe aggUeVViYe in WheiU 
inYeVWmenW effoUWV´ (JohnVWon, 2010, p.5). 

� LenderV YieZ FSC aV eVVenWial Wo Whe bankabiliW\ of a projecW, parWicXlarl\ in emerging 
markeWV
� AW leaVW Whe fiVcal WermV VhoXld be VWabiliVed

Wh\ do companieV ZanW FSC?



� FeaWXre of deYeloping coXnWrieV

� To compenVaWe for Whe percepWion of higher poliWical/regXlaWor\ riVk 
� EVpeciall\ Zhen combined ZiWh higher geological riVk
� PV\chological booVW Wo redXce inYeVWorV¶ riVk premiXm
� SXperior Wo Wa[ e[empWionV and Wa[ holida\V

� Ta[ compeWiWion

� Offered b\ goYernmenWV in Zeak bargaining poViWion

Wh\ do goYernmenWV offer FSC?



� HiVWor\ of VoXnd fiVcal managemenW
� CorporaWe Wa[ raWeV in line ZiWh inWernaWional raWeV
� LoZ Wariff raWeV
� Non-impoViWion of diVWorWionar\ Wa[eV
� Non-diVcriminaWion beWZeen domeVWic and foreign inYeVWorV
� LoZ leYel of corrXpWion
� TranVparenW Wa[ polic\ proceVV
� EfficienW Wa[ adminiVWraWion 

LeVV compelling Xnder cerWain condiWionV



FƵůů FƌeeǌiŶg CůaƵƐeƐ freeze fiscal and nonͲfiscal
law with respect to investment for the duration of
the project

Liŵiƚed FƌeeǌiŶg CůaƵƐeƐ freeze a more limited
set of legislative actions

FƵůů EcŽŶŽŵic EƋƵiůibƌiƵŵ CůaƵƐeƐ protect against
the financial implications of all changes of law͕ by
requiring compensation or adjustments to the
deal to compensate the investor when any
changes occur͘

Liŵiƚed EcŽŶŽŵic EƋƵiůibƌiƵŵ CůaƵƐeƐ protect
against financial implications of some limited set
of changes in law or after specified costs are
incurred͘ They require compensation or
adjustments to the deal to compensate the
investor only when the covered changes occur͘

FƵůů HǇbƌid CůaƵƐeƐ protect against the financial
implications of all changes of law͕ by requiring
compensation or adjustments to the deal͕
including exemptions from new laws͕ to
compensate the investor when any changes occur

Liŵiƚed HǇbƌid CůaƵƐeƐ protect against financial
implications of some limited set of changes in law
or after specified costs are incurred͘ They require
compensation or adjustments to the deal͕
including exemptions from new laws͕ to
compensate investor only when the covered
changes occur͘

VariaWionV of FSCV

SoXrce: Shemberg (2009)



� EffecWiYeneVV qXeVWionable:
� In coXnWrieV Zhich lack adminiVWraWiYe capabiliW\ Wo enforce FSCV
� Where goYernmenW polic\, inYeVWmenW laZV and jXdiciar\ lack credibiliW\

� More comple[ Wo enforce

� ConWracWXal deYiceV alone noW VXfficienW for managing riVkV
� Oil/gaV conWracWV are inherenWl\ incompleWe
� ImpoVVible Wo perfecWl\ predicW all VWaWeV of naWXre in Whe fXWXre and accoXnW for 

Whem in Whe conWracW

� Reinforced b\: 
� CompeWiWiYe and progreVViYe fiVcal V\VWemV
� InclXVion of broad VWakeholder baVe

Are FSCV VXfficienW Wo miWigaWe poliWical and fiVcal riVkV? 



� FSCV Zill remain a ke\ feaWXre of oil conWracWV in deYeloping coXnWrieV
� Economic balancing more popXlar Whan free]ing

� RaWher Whan negoWiaWing differenW FSCV ZiWh differenW inYeVWorV, coXnWrieV beWWer off 
deVigning one model Wo offer Wo all inYeVWorV

� FSC can be offered aW a premiXm:
� AfghaniVWan: income Wa[ @20% bXW 30% if VWabili]ed

RecommendaWionV



� Blind faiWh in Whe XVefXlneVV of VWabili]aWion 
and iWV effecWiYeneVV raWher miVplaced

� FSC can haYe a poViWiYe impacW on 
inYeVWmenW bXW 
� Wheir effecWiYeneVV qXeVWionable 
� on Wheir oZn, Xnlikel\ Wo VXffice

� ImporWance of oYerall inVWiWXWional frameZork

Too mXch faiWh in fiVcal VWabiliVaWion?

FůickƌͬAůiƐŽŶ FaǇƌe
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