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Responsibility for all views, opinions, etc. 

expressed in this document and in the 

course of todayõs presentation rests solely 

with me.
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Reversing the Royalty Framework



¾ Perspective Adopted & Some Implications

¾ Economic Rent
ÅAs a Concept

ÅòIn Actionó

ÅReconciling òConceptó and òActionó

¾ Competitiveness Review & Government Response

¾ Four Areas of Concern
ÅActivity -driven Policy

ÅShort-term Focus

ÅReturns to Ownership

ÅAccountability

¾ Summary & Conclusion
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¾Try to bring to bear the perspective of a 

natural resource economisté

¾Looking at issues surrounding the 

exploitation of non -renewable energy 

resources: natural gas & conventional oil

¾SOME IMPLICATIONSé
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¾Economic rent is of central importance
ÅEconomic cost / excess profit / residual claim
ÅCollected, not collected, dissipated
¶Issues around ownership & exercise of ownership rights

¾Exploitation of non -renewable resources 
is inherently a dynamic issue
ÅProduction path vs production at a given point in 

time

¾Irreversibility to discovery & production
ÅCan find a given unit of resource only once
ÅCan produce a given unit of resource only once
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¾Tietenberg (2003, pp. 91-92) Environmental 

and Natural Resource Economics, 6th edition

ÅWhen resources are intertemporally scarce, greater 

use today diminishes future opportunities

¶òMarginal user costó is the present value of these forgone 

opportunities at the margin

ÅThe efficient allocation of production over time is 

such that:

¶Pt = [ MRt] = MECt + MUCt for all relevant òtó
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¾Levhari & Liviatan (1977) Canadian Journal of 
Economics 10(2): 177-192

ÅAlready had a more complicated representation: they 
included òdepletion effectsó (paraphrased from p. 181)
¶The full marginal cost is a sum of three components:
¶Direct current MC ( MECt )

¶Alternative cost of producing now rather than at the end of period T 
(MUCt)

¶Present value of all future additional costs of production engendered 
by the decision to produce the last unit at time t (PV of òexcess costó) ð
depletion effect

¾Representation has been further complicated
ÅAddition of exploration costs and of environmental costs 

linked to exploitation, for example
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Å# 1: Economic rent is part of the opportunity 
cost of the exploitation of non -renewable 
resources

¶It is not an òexcess profitó, nor is it a òresidual claimó 

on revenues

¶Rather it is a return to a factor of production

¶Labour, Capital, LAND , Entrepreneurship

¶Hence the connection to òownershipó
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