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LETTER OF TRANSMITTAL

UNITED STATES SENATE,
COMMITTEE ON FOREIGN RELATIONS,
Washington, DC, October 16, 2008.

DEAR COLLEAGUES: I recently directed minority staff of the Sen-
ate Committee on Foreign Relations to travel to a number of nat-
ural resource-rich developing countries to assess U.S. and inter-
national efforts to address the “resource curse,” the phenomenon
whereby large reserves of oil or other resources often negatively af-
fect a country’s economic growth, corruption level and stability.
Overcoming the impacts of this curse helps promote U.S. policy
goals of poverty alleviation, good governance and energy security.

With the soaring price of oil inflicting economic pain on American
consumers, creating vast pools of sovereign wealth controlled by
often authoritarian regimes, and jeopardizing gains we have made
in poverty alleviation worldwide, the prudent management of en-
ergy flows and their revenues has formed a critical nexus of U.S.
foreign and domestic policy: failure to secure our interests abroad
has threatened prosperity at home.

Paradoxically, history shows that rather than a blessing, energy
reserves can be a bane for many poor countries, leading to fraud,
corruption, wasteful spending, military adventurism and insta-
bility. Too often, oil money that should go to a nation’s poor ends
up in the pockets of the rich, or it may be squandered on the
trappings of power and massive showcase projects instead of being
invested productively and equitably. In some countries, national
poverty has actually increased following the discovery of oil.

This “resource curse” affects us as well as producing countries.
It exacerbates global poverty which can be a seedbed for terrorism,
it dulls the effect of our foreign assistance, it empowers autocrats
and dictators, and it can crimp world petroleum supplies by breed-
ing instability. The ongoing rebel attacks on Nigeria’s oil facilities,
for instance, are a factor in today’s record high crude prices.

This report argues that transparency in revenues, expenditure
and wealth management from extractive industries is crucial to de-
feating the resource curse. Achieving transparency requires a high-
er profile in U.S. diplomacy and foreign policy. When oil revenue
in a producing country can be easily tracked, that nation’s elite are
more likely to use revenues for the vital needs of their citizens and
less likely to squander newfound wealth for self-aggrandizing
projects. When financial markets see stable economic growth and
political organization in oil-rich states, supplies are more reliable
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and risk premiums factored into prices at the gas pump are dimin-
ished. And as official corruption tempted by oil wealth abates, our
foreign assistance dollars can find more fertile ground to alleviate
the suffering of the world’s most needy.

I hope you find this report helpful as the U.S. Congress contends
with the complex challenge of securing stable, affordable energy
sources for our constituents, while curbing petro-authoritarianism,
corruption, and privation abroad.

Sincerely,
RICHARD G. LUGAR,
Ranking Minority Member.



THE PETROLEUM AND POVERTY PARADOX:
ASSESSING U.S. AND INTERNATIONAL
COMMUNITY EFFORTS TO
FIGHT THE RESOURCE CURSE!?

INTRODUCTION
FIGHTING THE OIL CORRUPTION CURSE

At present, about 3.5 billion people live in countries rich in ex-
tractive natural resources such as oil, gas, solid minerals and tim-
ber. With good governance, these resources can generate vast sums
to foster growth and reduce poverty. However, many of these coun-
tries have weak governance and the revenues have resulted in cor-
ruption and conflict.

At the direction of Ranking Member Richard G. Lugar, the mi-
nority staff of the Senate Foreign Relations Committee undertook
a study of transparency in extractive industries as part of the com-
mittee’s oversight responsibilities. Transparency is a key issue for
promoting United States foreign policy and security interests, in-
cluding energy security, combating corruption, and delivering the
benefits of natural resources production for development. The effort
is similar in scope to the “Embassies Grapple to Guide Foreign
Aid” study issued in November 2007 and the “Embassies as Com-
mand Posts” study completed in December 2006.

Through meetings, site visits and document reviews, staff mem-
bers tested the viability and efficacy of policy recommendations for
improving three levels of transparency: in revenues earned by re-
source rich countries; in expenditures made by those countries; and
in their investment strategies. Staff also examined the impact of
international transparency efforts such as the Extractive Industry
Transparency Initiative (EITI), the G-8 initiatives, the IMF Re-
source Revenue Guide, the World Bank Anti-Corruption and Gov-
ernance Strategy, and others.

Staff drew on information gathered on travel to countries in: Af-
rica (Angola, Chad, Equatorial Guinea, Ghana, Nigeria); Asia
(Cambodia, China, Indonesia, Timor-Leste, Vietnam); Europe and
Central Asia (Azerbaijan, Kazakhstan, Norway, Russia, United
Kingdom); Latin America (Brazil, Chile, Peru); and the Middle East
(Iraq, Saudi Arabia, United Arab Emirates). Overseas, staff met
with foreign government officials, international organizations,

1This Senate Foreign Relations Committee minority staff study was coordinated by Nilmini
Gunaratne Rubin and includes significant contributions from Bradley Bowman, Jay Branegan,
Neil Brown, Brooke Daley, Patrick Garvey, Keith Luse, Carl Meacham, Alison McCormick, Ken
Myers III, Michael Phelan, and Marik String. The report includes substantial input from Con-
gressional Research Service staffers Danielle Langton and Nicolas Cook.
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members of the business community, and representatives of civil
society.

In Washington, D.C., committee staff met with officials from the
National Security Council, State Department, U.S. Agency for
International Development, Treasury Department, U.S. Trade Rep-
resentative, Commerce Department, Bureau of Land Management,
Mineral Management Service, U.S. Forest Service, U.S. Geological
Survey, World Bank, International Monetary Fund and Inter-
American Development Bank, as well as representatives from non-
governmental organizations, advocacy groups, industry organiza-
tions, energy, extractive and financial companies, and academics.

FINDINGS

The soaring price of oil is dramatically shifting the global eco-
nomic landscape. In many countries, including the United States,
it is hurting growth and inflicting great economic pain. By the
same token, it is rapidly increasing the nominal wealth of the oil-
exporting nations, including many still classified as underdeveloped
(see Appendix VI for graphs of leading oil producers and con-
sumers). Unfortunately, there is no guarantee that these countries
will enter into a new period of prosperity. In fact, the opposite may
well happen.

Paradoxically, history shows that rather than a blessing, oil or
natural gas reserves can be a bane for many poor countries, lead-
ing to fraud, corruption, wasteful spending, military adventurism
and instability. Too often, oil money that should go to a nation’s
poor ends up in the pockets of the rich, or it may be squandered
on grand palaces and massive showcase projects instead of being
invested productively. A classic case is Nigeria, now the world’s
eighth largest oil exporter, where despite half a century of oil pro-
duction and half a trillion dollars in revenues, poverty has actually
increased,? corruption is rife and violence persists in the oil-rich
Niger Delta. Having endured some of the worst consequences of oil
wealth, Nigeria is now taking some of the most deliberate steps to
correct the problem.

The Netherlands found its economy sliding instead of soaring
after it discovered natural gas in the early 1960s, thanks to a ris-
ing exchange rate and a fall-off in manufacturing, a phenomenon
now known as “Dutch disease.” Even the states of the Organization
of the Petroleum Exporting Countries (OPEC) are not immune: as
a group, their per capita GNP actually dropped from 1965 to 1998,
according to one study. The influx of “easy money” from other ex-
tractive natural resource industries, like gold, copper, or gems, can
similarly thwart economic reform and devastate economies with
primitive fiscal regimes. Governments with authoritarian ten-
dencies can be insulated from domestic and international pressure
by the steady stream of extractive revenues, sometimes leading to
worse governance over time.

While the “resource curse” damages U.S. foreign policy and hu-
manitarian interests abroad, it also negatively impacts Americans
at home. Social unrest, buoyed by perceived injustice in expendi-
ture of oil revenue and use of oil as a currency of conflict, desta-

2 CIA World Factbook.
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bilizes the reliability of oil supplies. Resulting tightening of global
markets and attachment of a risk cost premium to oil price inflate
prices at U.S. gas pumps and result in a massive wealth transfer
out of the United States (see Appendix VII for the composition of
U.S. crude oil imports by country). Instability in the Niger Delta,
which has shut-in nearly as much oil as there is existing spare ca-
pacity in the world, is a case in point of organized criminal and
militant activity weighing heavily on global oil prices. Actions to
support accountability, transparency and anti-corruption efforts in
developing countries with extractive industries such as oil and gas
could have a significant impact on the energy market. Where there
is instability, there are higher prices. Foreign aid investments to
support development in oil exporting regions can help quell dis-
content and help assure a stable energy supply.

The link between energy security, energy prices, and trans-
parency appears underappreciated within U.S. policy.

Because the resource curse threatens our own security, economic
and humanitarian interests, Senate Foreign Relations Committee
staff assessed the efforts to help remove it. Looking at more than
20 countries around the world, staff found that while there is
greater awareness of the potential dangers from sudden oil and
other extractive industry wealth, progress has been spotty at best.
Ghana, a recent addition to the list of resource rich countries with
the discovery of significant oil reserves beneath its coastal waters
in 2007, is a country with a clear view of the potential outcomes
of such a discovery. The situation in Ghana will be watched closely
around the world to see if forewarning of the pitfalls can serve to
effect better governance and cooperative international support in
defense of domestic development and economic growth.

To be sure, there is no simple cure, and without political will by
the exporting country, little can be achieved. The hurdle for effect-
ing change in several natural resource rich countries is high. Gov-
ernments flush with cash from spiking commodity prices can be
emboldened against reform. But where leaders are ready to face
the problem, outsiders can offer important incentives and advice.
One key prescription is to promote strong anti-corruption measures
and to press for more openness or transparency in how much rev-
enue extractive-rich countries are receiving, and how they’re spend-
ing it.

The World Bank and the International Monetary Fund have both
launched efforts to improve accounting and transparency of extrac-
tive industry revenues, to make it harder for government officials
to hide corruption—and easier for citizens to demand that the
money be spent wisely.

Separately, a number of countries,® led by Norway and Britain,
along with energy and mining companies and civil society groups,
have formed the Extractive Industries Transparency Initiative
(EITI), a voluntary program which aims to certify that natural re-

3EITT’s 11 supporter countries (Australia, Belgium, Canada, France, Germany, Italy, the
Netherlands, Norway, Spain, the United States, and the United Kingdom) that have provided
political, technical and/or financial assistance and EITI’s 23 candidate countries (Azerbaijan,
Cameroon, Cote d’Ivoire, Democratic Republic of Congo, Equatorial Guinea, Gabon, Ghana,
Guinea, Kazakhstan, Kyrgyzstan, Liberia, Madagascar, Mali, Mauritania, Mongolia, Niger, Ni-
geria, Peru, Republic of the Congo, Sao Tomee Principe, Sierra Leone, Timor-Leste, and Yemen)
intend to implement EITI criteria and await validation.
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source-rich countries, as well as all the companies operating there,
are honestly accounting for the funds flowing into their coffers. The
leaders of the G-8 industrialized countries at their July meeting in
Japan strongly endorsed EITI, as they have nearly every year since
2003.

Yet action falls short. In Vietnam, where 30% of the budget
comes from oil, the World Bank, the United States and other major
donors have made little effort to support extractive industry trans-
parency. Peru and Equatorial Guinea have signed up for EITI, but
major-country donors are not stepping forward to strengthen those
nations’ capacity to manage massive oil wealth. In Angola, which
has the world’s highest infant mortality rate, the United States is
terminating an assistance program to help the country administer
its oil billions. Skeptical Indonesians asked why the United States
has not signed up for EITI.

Staff found an urgent need for concerted diplomacy and assist-
ance targeted at budget management, expenditure accountability
and reserves fund management. Donor coordination in these areas
is rare and current efforts focused at improving economic perform-
ance frequently ignore the governance implications of volatile re-
source income. And China, whose state-backed companies have a
large footprint in many developing countries, has not yet engaged
on these issues.

U.S. diplomats in several of the countries most threatened by the
resource curse are often starved for personnel and resources. These
limited means are often directed by Washington toward humani-
tarian needs, leaving resource management issues on the back
burner.

Over time, extractive revenues will level off and eventually dry
up. For some small producers that drop in revenue is in the near-
to mid-term. It is critical that these countries, with our help, act
today to ensure that the revenues are managed and invested wisely
so that the people and their future are not impoverished after earn-
ing billions in this time of high energy prices. Based on the find-
ings of their work, staff has made a number of recommendations
for action by the various parties. Among them:

e The United States should demonstrate leadership internation-
ally. It should sign up for EITI and provide additional financial
assistance to that organization’s international trust fund. This
low-cost move would pay large benefits by encouraging more
developing countries to follow. It should explicitly seek to en-
gage China and India.

e The G-8 countries should require that their oil, gas and mining
companies publish country-by-country data on their royalty,
tax and other payments as part of routine financial reporting,
and encourage influential credit rating agencies and commer-
cial banks to take explicit account of a country’s transparency
record.

e The international donors who give aid to resource-rich coun-
tries should focus their efforts on improving revenue manage-
ment and fighting corruption. Relatively small amounts of aid
money could thus help channel large amounts of a country’s
own funds toward poverty reduction.
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e The World Bank and the IMF, which make regular assess-
ments of country performance, should consistently reinforce
the importance of transparency and good governance. The re-
gional development banks should step up their efforts on gov-
ernance and anti-corruption in countries with significant ex-
tractive industries.

e The Extractive Industries Transparency Initiative’s secretariat,
building on the lessons learned so far, should provide more
technical assistance to underdeveloped countries that need
help in implementing anti-corruption measures. It should also
be more active in promoting and demonstrating the benefits of
transparency to both countries and companies.

¢ QOil, gas and mining companies, which often express support for
the transparency agenda, should match their anti-corruption
rhetoric with action by voluntarily disclosing more of their pay-
ments to countries where they operate.

e Most importantly, the United States, whose attention to ex-
tractive industry transparency often appears sporadic and half-
hearted, should make this a top priority throughout the admin-
istration, with the State Department as the lead agency, co-
ordinating closely with Treasury and USAID. Embassies
should develop country-specific transparency advocacy strate-
gies.

Minority staff found many encouraging anecdotes on the benefits
of improved transparency. However, there is not yet a compelling
body of evidence to prove the case that improved transparency will
bring improved governance and economic development. Yet the
negative impacts of lack of transparency with the accompanying
corruption and ineffectual usage of funds are clear. It is also clear
that the United States Government’s integration of transparency
into foreign policy is in it’s initial stages. Innovative public-private
partnerships and co-funding with host governments show promise.
Initial efforts have been impinged by lack of personnel resources in
several embassies, inflexibility in funding, and insufficient coordi-
nation among agencies. The potential of U.S. moral support, bilat-
erally and in multilateral fora, is substantial and will yield results
only with the backing of diplomatic resources.

RECOMMENDATIONS

Committee staff developed recommendations for the next admin-
istration, Congress, the international community and extractive
companies to help nations fight the “resource curse” and advance
the U.S. policy aims of reducing poverty, improving governance and
securing our energy interests.

1) The President should put greater emphasis on promoting
extractive industry transparency by developing a clear strategy
and designating responsibility for implementation of that strat-
egy.

a) The President should outline a clear strategy to drive
our government’s push for extractive industry trans-
parency from bidding and contracts, through company pay-
ments to governments, to budget transparency and ac-
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countability of spending. Such a strategy will necessarily
draw upon expertise spread across government agencies.
The strategy should identify the State Department as the
lead coordinating agency and the Bureau of Economic, En-
ergy and Business Affairs as the lead bureau responsible
for promoting extractive industry transparency.

b) The President should lead by example and have the
United States become an implementing country of the
EITI. This move would pay large benefits by encouraging
more developing countries to follow.

2) The Secretary of State should exercise more effort on
transparency issues, and build on international momentum for
extractive industry transparency at the United Nations, at the
EITI secretariat and through our embassies.

a) The Secretary of State should elevate U.S. representa-
tion to the EITI Executive Board to the Under Secretary
for Economic, Energy and Agricultural Affairs. The U.S.
has capable representation but at a rank much lower than
the representatives from other countries, which limits the
ability of the U.S. to secure change.

b) The Secretary of State should clearly inform embas-
sies of the importance of transparency efforts and more
vigorously support such efforts in international fora. For
instance, besides simply voting for the recently-passed
EITI United Nations regulation, the U.S. should have been
a Co-Sponsor.

¢) The Secretary of State should develop a tailored ex-
tractive industry transparency advocacy strategy, accord-
ing to the conditions in the host-country. Where appro-
priate, U.S. Government representatives need to engage
directly with extractive country governments to explain
the benefits of increased transparency, identify opportuni-
ties to promote change, and, where appropriate, encourage
them to sign onto EITI.

d) The Secretary of State should review personnel capa-
bilities at embassies in natural resource rich states and fill
current lapses in embassy staffing.

e) The Under Secretary for Economic, Energy and Agri-
cultural Affairs should regularly lead coordination meet-
ings of U.S. Government agencies involved with extractive
industry transparency and should track agency actions
and results.

f) The United States should bolster its support for EITI
by immediately depositing its $3 million contribution to
the Multi-Donor Trust Fund.

3) U.S. bilateral assistance in extractive countries should be
focused on good governance, transparency and building civil so-
ciety.

a) Our Ambassadors and country teams should review
their portfolios for critical opportunities to build capacity
in governance, especially in revenue management, thus
leveraging the most valuable additional asset—technical
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know-how—the U.S. can bring to bear where financing is
not the problem.

b) USAID, along with the Treasury Department and
other agencies, should emphasize technical assistance for
extractive industry transparency in relevant countries, and
EITI implementation in countries that have signed up for
the initiative.

¢) Coordination between country teams and technical
agencies in Washington should be improved and mecha-
nisms put in place so that U.S. Government agencies are
able to respond promptly and effectively to requests for
technical assistance.

d) As Overseas Private Investment Corporation (OPIC)
is already doing, all U.S. foreign assistance agencies
(USAID, Millennium Challenge Corporation, ExIm, etc.)
should integrate transparency promotion into their oil, gas,
minerals and timber programs, projects and policies.

e) U.S. agencies should use public-private partnerships
to provide information technology and training for plat-
forms, such as geonavigator and mineral mapping soft-
ware, to distribute information so that there would be “no
excuses” for countries that profess to want to disclose.

f) U.S. bilateral assistance should also expand upon pub-
lic-private partnerships to engage experts in the private
sector for technical assistance.

g) U.S. bilateral assistance should build upon co-funding
arrangements for technical expertise where host govern-
ments rich in extractive revenues pay the bulk of costs for
such arrangements.

4) The Secretaries of State and Treasury should engage
China, India and Russia on transparency issues generally and
encourage them to become supporting countries of EITI. Indian
and Chinese companies are securing extractives contracts
around the world, particularly in Africa. If they do not inte-
grate transparency into their operations, they could undermine
other international efforts.

5) The Securities and Exchange Commission and the Treas-
ury Department should encourage the International Organiza-
tion of Securities Commissions (IOSCO) to develop consistent
requirements for disclosure of extractive payments by compa-
nies to governments so that all the major stock exchanges re-
quire the same information. They should also support an Inter-
national Accounting Standard for disclosure of extractive pay-
ments to governments.

6) The international donors who give aid to resource-rich
countries should focus their efforts on improving revenue man-
agement and fighting corruption. Relatively small amounts of
aid money could thus help channel large amounts of countries’
own funds toward poverty reduction.

a) The World Bank and the International Monetary
Fund, which make regular assessments of countries’ per-
formance, should be consistent in assessment of countries’
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progress on transparency compared to their own professed
benchmarks. They also should ensure that their staffing at
key posts reflects commitments made to those govern-
ments in technical assistance on improved financial gov-
ernance.

b) The regional development banks should integrate
EITI into their operations. Not all of the regional develop-
ment banks have endorsed EITI and, of those that have,
few have fully applied EITI principles in their projects.
The regional development banks should condition loans on
revenue disclosure and contract transparency.

¢) The International Monetary Fund should consistently
examine the transparency of extractive industry revenues
for all resource rich countries in its Article IV reviews.

d) The International Monetary Fund should actively en-
gage and provide technical assistance to resource rich
countries to implement the IMF sovereign wealth fund
guidelines.

7) The G-8 should show commitment to transparency in ac-
tion, not just words.

a) The 2008 G-8 report on its anti-corruption accomplish-
ments was a good start but it needs to be done every year
at a higher standard of disclosure and contain commit-
ments to improved activity during the next disclosure pe-
riod.

b) The U.S., in conjunction with the other G-8 nations,
should require that oil and mining companies listed on
their stock exchanges publish country-by-country data on
their royalty, tax and other relevant payments as part of
routine financial reporting, and ask credit rating agencies
and commercial banks to take explicit account of a coun-
try’s transparency record.

¢) G-8 countries with significant extractives industries
should sign up for EITI which would enhance the credi-
bility of the initiative and encourage other countries to
join.

8) Congress should support mandatory financial reporting re-
quirements on a multilateral basis. This could be done through
the G-8, where repeated endorsements of EITI and revenue
transparency have not been followed up with concrete action.
The SEC could seek to harmonize such reporting requirements
among major global stock exchanges through the International
Organization of Securities Commissions.

9) Congress should pass legislation requiring that U.S. for-
eign assistance to extractive industry dependent countries in-
clude significant support for transparency.

10) Extractives companies, which have taken the initiative in
some countries but not others, should step up their engage-
ment to promote transparency and be more proactive in public
disclosure of revenue payments to foreign governments. Oil
and mining companies should voluntarily disclose their extrac-
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tives payments to foreign governments. They should publicly
endorse transparency in bidding and contracts.

11) Oil and other extractives companies should develop a re-
porting template for standardized disclosure of payments to be
adopted as a global standard. Such a template could usefully
be developed in conjunction with the EITI Secretariat.

12) The EITI Secretariat should ensure clear criteria at each
stage of progression to avoid the appearance of political favor-
itism in the implementation of EITI.

a) The EITI board should have a mechanism to issue re-
ports to the UN Security Council and other appropriate
bodies.

b) EITI should improve its efforts to clearly delineate, to
countries and companies, the benefits of participation.

¢) EITI needs to focus more on technical assistance and
make available to countries that sign-up for EITI a pack-
age of technical assistance to show good will and inter-
national support for the countries’ success through EITIL.

d) EITI must redouble its focus on implementation.
While much effort has been dedicated to expanding the roll
of EITI countries, a few successful countries could serve as
concrete models for the gains EITI could bring.

13) EITI certification criteria should resolutely include re-
porting by state-owned extractive industries companies. Credit
rating agencies should make more explicit the importance of
transparency as part of governance structures for indicating
credit worthiness.

DiscussION
THE RESOURCE CURSE 4

Large amounts of national revenues accrued from the sale of nat-
ural resources® theoretically should generate wealth for an econ-
omy, promote economic progress, and reduce poverty by providing
a source of investment capital for socio-economic development. Ac-
cording to many studies, however, a majority of countries that are
rich in natural resources and highly dependent on revenues from
such resources, notably those in the developing world, have experi-
enced negative economic, social development, and political trends.
Surprisingly, they have worse economic growth and poverty reduc-
tion records than many peer countries that lack concentrations of
natural resource wealth. Furthermore, multiple empirical studies
have documented a wide range of negative correlations between de-
velopment and resource abundance, which collectively have been

4The “resource curse” section draws heavily on a background memo entitled “The ‘Resource
Curse”: Literature Survey Paper Summary” prepared by Danielle Langton and Nicolas Cook
from the Foreign Affairs, Defense, and Trade Division of the Congressional Research Service.

5See Mitchell Rothman, “Measuring and apportioning rents from hydroelectric power develop-
ments,” World Bank Discussion Paper No. 419, July 2000; Lars Lindholt, “On Natural Resource
Rent and the Wealth of a Nation A Study Based on National Accounts in Norway 1930-95,”
Discussion Paper 281, Statistics Norway, August 2000; and Ahmad Komarulzaman and Armida
S. Alisjahbana, “Testing the Natural Resource Curse Hypothesis in Indonesia: Evidence at the
Regional Level,” Working Paper in Economics and Development Studies, No. 200602 Department
of Economics, Padjadjaran University, August 2006, inter alia.
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dubbed the “resource curse.”® The resource curse is the product of
multiple factors? including:

e Dutch Disease,® an economic scenario in which revenue inflows
from a dominant export commodity cause the exchange rate to
appreciate, making imports cheap, and undermine domestic
production and economic growth by decreasing relative com-
petitiveness

e Crowding out of factors of production (land, labor, capital) by
a dominant commodity export industry

e Enclave development, in which a dominant industry, such as
an oil or mineral sector, develops independently of the wider
economy, and does not breed cross-sectoral growth, diversifica-
tion, or investment.

e Long term declines in national terms of trade due to depend-
ence on revenues from a dominant export commodity in a con-
text of static or declining prices for the commodity, or declining
production yields.

o Attempts to boost ailing domestic industries in commodity-de-
pendent countries with low levels of economic diversification by
enacting uncompetitive or otherwise ineffective industrial pol-
icy responses using such tools as import substitution, subsidies
and trade protectionism. These policy responses cause domestic
industries to become even less competitive and decline further.

e The negative effects of commodity price and revenue volatility
on incentive structures related to policy and investment deci-
sion-making and consumption patterns.

e Increases in state borrowing using future national natural re-
source wealth as collateral, often involving the expenditure of
disproportionately large amounts of credit to meet short term
needs.

o Growth of often ineffective, state-centric economic policy-mak-
ing when there is access to large extractive industry revenues.

¢ Increases in incentives for corruption and political rent-seeking
when large commodity revenue streams are available.

¢ Opaque contracting and market processes in extractive indus-
tries, especially in the oil sector, spur and enable corruption

6 Sometimes more generally known as the “curse of plenty” or, in a term originated by aca-
demic Terry Lynn Karl, the “paradox of plenty,” (The Paradox of Plenty: Oil Booms and Petro-
States, University of California Press, 1997.)

7Sources consulted for the following summaries, which do not reflect any of the country cases
studies that are common in the literature on the resource curse, include Paul Stevens, “Resource
Impact: A Curse or a Blessing? A Literature Survey,” International Petroleum Industry Environ-
mental Conservation Association (IPIECA), March 2003; Jeffrey D. Sachs and Andrew M. War-
ner, “Natural resource abundance and economic growth,” NBER Working Paper 5398, 1995;
Indra de Soysa, “Empirical Evidence for the Resource Curse,” Conference on Transforming Au-
thoritarian Rentier Economies, September; John James Quinn, “The effects of majority state
ownership of industry or mining on corruption: A cross-regional comparison,” CSAE Conference
Growth, Poverty Reduction and Human Development in Africa, March 22, 2004; John Bray and
Leiv Lunde, “Oil And Mining Revenues: From Curse To Blessing For Developing Countries?,”
Challenges to Governments, Companies and NGOs Occasional Paper No. 3/04; Thorvaldur
Gylfason, “Natural Resources and Economic Growth: From Dependence to Diversification,”
CEPR Discussion Paper No. 4804, December 2004; Thorvaldur Gylfason and Gylfi Zoega, “Nat-
ural Resources and Economic Growth: The Role of Investment,” CEPR Discussion Paper No.
2743, March 2001; and Thorvaldur Gylfa