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Lifting the Resource Curse

In countries rich in minerals and hydrocarbons, it is often the case
that a small number of private companies benefit from the
exploitation of these resources, while public revenues are small or
misused and local populations remain poor. The way to fight the
‘curse’ of natural resources is by sharing the benefits fairly
between private and public sectors and by better allocating public
budgets to improve spending on basic health care and education,
tackling inequality and generating employment for poor people.
Transparency and accountability are essential throughout the
process, and particularly in relation to public spending plans for
all levels of goverment. It is time for a new, fair deal for poor
peoplein countries rich in natural resources. The current global
economic crisis makes it even more urgent that this happens.
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For countries rich in minerals and hydrocarbons, such natural resources
should provide an essential source of financing for development.
Against all logic, however, it seems that in many cases exploitation of
such resources is linked to poverty, inequality, poor public services,!
and stunted economic growth.2 This apparent paradox is known as the
‘resource curse’.3

Some features of the extractive exploitation model help to explain this
paradox. On the one hand, significant foreign investment and
technology are generally required to exploit natural resources (many
resource-rich countries lack these means). On the other, state revenues
from the sale of such resources on international markets are very
considerable compared with revenues from other productive activities.
Both these circumstances, combined with little public monitoring, mean
that multinational corporations, producing country governments,* and
specific interest groups within producing countries tend to pursue their
own interests, to the detriment of the majority.

The ‘resource curse’ is reinforced by a model of economic growth based
on extractive activities that very frequently have negative social,
environmental, financial, and institutional impacts. These are all
consequences of exploitation contracts agreed between producing states
and multinational corporations which are harmful to the common
good. In many cases, such a model has contributed to bad public
policies and low levels or bad quality of public spending in producing
countries.

There is ample evidence to show that many resource-rich countries
have lost golden development opportunities by agreeing to harmful
contracts. Unfair contract conditions serve to explain why the Zambian
government received an estimated sum of only $6.1m (0.61 per cent of a
total income of $1bn) from Konkola Copper Mines for copper extraction
in 2006-07. It was reported that net profits for Konkola Copper Mines
in the same period were approximately $301m.>

There is also strong evidence to show that producing country
governments sometimes lack the right capacity and the necessary
political will to manage revenues from extractive industries in a way
that meets social goals and promotes development in a sustainable and
efficient manner. In addition to the difficulties faced by governments in
managing volatile incomes, countries rich in natural resources are
particularly vulnerable to problems such as corruption, populism,
patronage or political clientelism, and lack of transparency and
accountability have limited the achievement of development goals.

Angola’s oil revenues (which represent 80 per cent of national income)
are estimated at $10bn per year, and in recent years high oil prices have
enabled the country to maintain one of the highest rates of economic
growth in the world. However, ordinary Angolans have not benefited



from the oil boom: 70 per cent of the population live on less than $2 per
day.® The non-government organisation Human Rights Watch
estimates that between 1997 and 2002 more than $4bn in state oil
revenues ‘disappeared’ from the Angolan treasury; an amount almost
equal to total government spending on social services in the same
period.”

This situation should, and can, change. For those countries that depend
on extractives industries,® the income generated by this sector could be
transformed into an opportunity if it is used properly. According to
estimates by Intermén Oxfam (see Table 3, Annex 29), countries such as
Angola, Chad, Nigeria, Ecuador, and Venezuela could use hydrocarbon
exports to significantly increase their public spending per capita on
education and health by 2015, investing 20 per cent of estimated tax
revenues in education and 16 per cent in health. Angola for example,
could multiply its spending on health by a factor of between eight and
ten.

Fiscal tools - taxes and public spending - are the main instruments that
governments can use to improve the share of benefits accruing to the
state and thus the sums available for public use. Fair systems of
taxation and spending allocation policies that focus on universalising
health care and improving the quality of education are necessary in
countries with rich natural resources. Bolivia saw oil and gas revenues
rise from $448m in 2004 to $1.531bn in 2006, due to the redistribution of
profits agreed in contracts after 2005, 10 although the revenues still
needed to be allocated to increase social spending. Indonesia and
Norway are good examples of countries with significant revenue from
natural resource extraction, where public spending is aligned
coherently with long-term development goals.

Oxfam’s research highlights some key factors for improving the
opportunities offered by revenues from extractive industries:
upgrading legal and fiscal frameworks in poor countries with natural
resources; renegotiating contracts with big extractive companies; and
putting in place or reinforcing public financial management systems.
These systems should prioritise the use of extractive revenues for social
spending, as well as for setting the foundations for the diversification of
production, for job creation, and to mitigate the social and
environmental impacts of exploitation.

A cornerstone of such policies should be the promotion of transparency
throughout the extractive industry supply chain, from the agreement of
contracts to the allocation of revenues through public budgets. The
active involvement of civil society is essential to track both the origins
and uses of revenues from extractive exploitation. It is also of crucial
importance to have public institutions which can support this process
of participation and which are efficient in their control, monitoring, and
enforcement of it.

Any effort to reduce the negative impacts of extractive models must
include these elements if it is to be successful in improving the living
standards of poor populations in resource-rich countries.



Set legal and fiscal frameworks for the extractive industry (EI)
sector in order to protect the interests of the country’s people.
Existing frameworks or contracts which do not meet this principle
and go against the public interest must be revoked or amended, to
ensure a fair deal between companies and national governments.

Sign up to the Extractive Industries Transparency Initiative (EITI)
and impose maximum transparency throughout the sector’s value
chain, from licensing and the award of contracts stipulating the
government’s share of revenues, to the point of reinvestment of
such revenues in social spending. Governments should also
provide forums for accountability, and promote mechanisms of
checks and balances through national parliaments and civil society
organisations (CSOs).

Include civil society and community representatives in decision
making about EI policy;

Publish details of their EI revenues on a regular basis and avoid the
inclusion of confidentiality clauses in new contracts;

Detail the use of fiscal incomes from extractive industries within
national and local budgets and development plans, in both the
short and medium terms (i.e. for mitigating health and education or
environmental impacts in exploited areas) and the long term (i.e.
for productive diversification and to reconstruct sources of
livelihood in exploited areas). Governments should also ensure
equity criteria in the distribution of EI revenues at both national
and sub-national levels, and should develop counter-cyclical
management mechanisms to ensure the sustainability of public
investment in the event of significant, sudden, or volatile flows.

Establish/enact and implement appropriate regulatory
mechanisms that protect affected communities and conduct
independent impact assessment prior to approving EI projects;

Establish mechanisms for communities in affected areas to
participate in decision making and for protecting the right to free,
prior, and informed consent (FPIC);

Promote agreements with tax havens included in OECD lists to
automatically receive information on inflows of companies with
activities within the country.

The production model mainly based on extractive industries can
undermine pro-poor, inclusive, and socially and environmentally
sustainable development. For this reason, governments in countries
with recent natural resource discoveries should carefully evaluate
different options and consider possible alternatives to an economy
highly dependent on extractive industries, promoting a national debate
among all actors likely to be involved or affected. This debate, prior to
the decision on the exploitation of the resources, should include at a



minimum:

Study the likely social impacts (displacement of populations,
destruction of livelihood resources) and environmental impacts in
the areas to be exploited;

Analyse the possible impacts of the distribution of revenues among
different regions, anticipating problems and establishing
redistribution norms before projects begin;

Identify ‘no-go” areas - zones that are established as being of
environmental and/or cultural importance for the nation.

Evaluate the quality and the capacity of public financial
management systems to plan and manage incomes from extractive
industries (which are usually volatile and difficult to estimate with
accuracy), undertaking necessary improvements before initiating the
process;

Evaluate the quality and capacity of institutional and regulatory
mechanisms for the control of corruption, clientelism, and
opportunism in both the public and private spheres and throughout
the entire chain of the extractive business, at both the national and
local levels;

Evaluate the degree of responsibility of non-government actors (civil
society, media, and others) in monitoring both the generation and
exploitation of public resources obtained from extractive industries,
especially at the local level.

Assess the level of public and private resources that could be used in
other areas of development and their potential to generate
employment in more sustainable ways;

Assess the possibility of integrating extractive projects into a wider
development strategy at the national and local levels.

Reclaim their key role of defending the public interest in the
planning, management, and use of EI revenues;

Demand transparency and the setting up of forums to ensure
government accountability in respect of extractive revenue spending
and to monitor private sector behaviour during exploration and
exploitation projects. In this context, a role for civil society is to
ensure governments are meeting the Millennium Development
Goals.

Strengthen alliances between CSOs monitoring EI revenues, those
working on budget tracking, and other actors involved, such as
national parliaments, progressive private investors, and
international NGOs;

Build their capacity to monitor and influence the EI value chain, as



well as to monitor and control tax evasion and potentially corrupt
practices. A number of non-government organisations (Publish
What You Pay, the Revenue Watch Institute, the International
Budget Project) and donors as UK Department for International
Development (DFID), Norwegian Agency for Development
Cooperation (NORAD), the World Bank and the EITI (multi-donor
fund) are willing to support CSOs in such areas.

Promote transparency throughout the EI sector and, in particular,
advocate for transparency in agreements between multinational
companies and governments of resource-rich countries;

Promote mandatory disclosure regulations for companies listing
shares on stock exchanges in OECD countries - for example, the
Extractive Industries Transparency legislation in the USA (the
proposed ‘American Law’);11

Establish and apply transparency and corporate responsibility
criteria for the companies they support through their export credit
agencies (ECAs). They must demand that such companies comply
with the highest international standards in the social, humanitarian,
and environmental spheres;!2 respect and adhere to OECD
guidelines and UN standards for multinational companies, as well
as the OECD Anti-Bribery Convention and the UN Convention
against Corruption; and consider the possible proposal of an OECD
convention on transparency and reporting for multinational
companies. ECAs should have in place policies requiring FPIC,
disclosure of payments and contracts, independent monitoring of
projects, and assurance of minimum governance conditions before
financing projects.

Encourage and support governments of resource-rich countries to
use EI revenues to achieve the Millennium Development Goals
(MDGs) and for productive diversification. Support with ODA
(Official Development Assistance) to partner countries that ratify the
EITT; establish fair legal and tax frameworks; fight corruption; and
show commitment to improve public financial systems and to
promote a system of checks and balances through formal and
informal mechanisms (parliaments and CSOs). Donors must support
programmes to improve capacity to manage public resources, for
example, as the principles of the Paris Declaration establish for ODA
funds.13

Support programmes to strengthen the capacity of governments to
monitor existing contracts and to collect taxes in an effective way;

Support national parliaments and CSOs working at local, national,
or international levels to promote sound management of EI revenues
as part of a true EITI implementation;

Promote a minimum level of taxation on all extractives industries
that guarantees that countries keep for the future of their citizens a
major share of the benefits obtained;

Promote and support a national debate to analyse impacts before



embarking on extractive projects in non-dependent countries.

Comply with the highest international standards in the social,
humanitarian, and environmental spheres. It should welcome and
apply OECD guidelines and UN standards for multinational
companies, as well as the OECD Anti-Bribery Convention and the
United Nations Convention against Corruption, and possible new
conventions/initiatives on transparency and accountability that may
be put in place.

Agree to apply transparency in contract negotiations. Renounce the
inclusion of confidentiality clauses in contracts;

Accept fair terms of agreement, instead of taking advantage of their
own negotiating capacity with fragile states to ensure they benefit
disproportionately and unfairly;

Publish their payments for access to resources on an individual,
country-by-country, project-by-project basis and implement
transparent contractual and licensing arrangements;

Demonstrate commitment to human rights and sustainable
development principles and maintain a respectful dialogue with
communities. In line with this, undertake human rights and
environmental impact assessments and establish complaints and
reparation mechanisms;

Disclose meaningful information about EI impacts and benefits,
apply mitigation measures, and compensate adequately
communities that are physically and economically affected.

The World Bank should support the development of strategies
aimed at gradually reducing the economic dependence of
developing countries on extractive industries. It should further
develop policy measures regarding common requirements for such
countries, in order to ensure that national resources are properly
targeted towards sustainable social investment.

The World Bank and the IMF should promote policies conducive to
achieving the MDGs, including through fair taxes on extractive
industries and improved public management.

The World Bank and the IMF should not accept extractive projects as
‘the model of development” and should only encourage and support
poor countries” extractive projects if there is clear evidence for a
positive and sustainable impact on poverty alleviation and no
relevant environmental damages.

The World Bank should make poverty reduction a priority over the
interests of producing countries, large corporations and developed
countries when dealing with potential conflicts of interest which
may arise in future.

Regional development banks should establish payment disclosure
mechanisms for projects, as the International Finance Corporation



(IFC) currently does.

IFIs should have in place policies requiring FPIC, disclosure of
payments and contracts, independent monitoring of projects, and
the assurance of minimum governance conditions before financing
projects.

Regional economic blocks could have a key role to play in ensuring
fair deals for individual countries, providing negotiating strength.

In particular, Pan African institutions like the African Union
Commission and the Pan African Parliament can play a relevant role
in terms of accountability through peer-review mechanisms, helping
to ensure that national governments are held accountable.



Box 1: Extracting the benefits

People in Nicaragua are divided in their opinions regarding the
consequences to the country of the discovery of oil in exploitable quantities.
Rosario Salazar, a food seller in the capital Managua, believes that oil can
be positive, provided foreign companies do not take it all for themselves,
leaving the country with nothing.

In the opinion of Cristaldo, another interviewee, ‘When the price of oil is high,
governments tend to spend it all and fall into debt, without keeping any
reserves for when prices drop again; and they spend the money on inflating
government structures ... building unnecessary public infrastructures or

“white elephants™.

Source: Oil Watch Mesoamérica™

In 2006, the Overseas Development Institute (ODI) carried out research
indicating that at least eight African oil-producing countries (Nigeria,
Equatorial Guinea, Sudan, Angola, Congo-Brazzaville, Gabon, Chad,
and Cameroon) could together generate oil revenues which, when
added to projected public spending and household contributions,
would provide enough financial resources to reach their development
objectives.’> According to estimates by Intermén Oxfam (see Table 3,
Annex 21¢), countries such as Angola, Chad, Nigeria, Ecuador, and
Venezuela could use hydrocarbon exports to significantly increase their
public spending per capita on education and health by 2015, investing
20 per cent of estimated tax revenues in education and 16 per cent in
health. Angola could multiply its spending on health by a factor of
between eight and ten; Nigeria could multiply its health spending by a
factor of 2.5 or three. Chad could more than double its investment in
education, while Venezuela could treble its education spending,.

Minerals and hydrocarbons represent a real opportunity as a
complementary source of financing for achieving the development
objectives of many countries. Using extractive revenues to produce
teachers, midwives, medicines, quality clean water supplies, and
sanitation should be a priority task. However, the reality in many
countries rich in resources such as oil, gas, or minerals is very different.

This report analyses the main negative impacts on social,
environmental, economic, and institutional conditions of a high
dependence on hydrocarbons and minerals; the unfair distribution of
profits between private companies and governments; and the poor
targeting of public spending in these natural resource-rich countries. It
proposes policies and measures to bring about the changes that are
needed to raise transparency standards throughout the extractive
industries value chain, and to make accountability possible as a cross-
cutting and complementary element of every improvement. This report
builds on previous research and campaigning work carried out by
Oxfam International affiliates and counterparts.
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Natural wealth in highly-valued raw materials such as oil, gas,
diamonds, gold, copper, or coltan, which should boost economic
development and reduce poverty, has in fact in many countries given
rise to poverty, inequality, weakened public services, and stunted
economic growth. This is known as the ‘resource curse’ or the “paradox
of plenty’. The phenomenon cannot be explained solely by the
abundance of natural resources. It is essentially due to the links
between excessive economic dependence and the policies related to the
sharing of profits, and the social and environmental costs involved in
the exploitation of such resources.

A country is economically dependent on oil or minerals - the extractive
industries - when its main source of public revenue is the sale of raw
materials on international markets.1” A significant input of foreign
investment and technology is usually required to exploit such
resources, and investment on this scale is only available through
powerful multinational companies.

Very large revenues from exports of natural resources, under a model
that is dependent on such industries, could be said to damage the
institutional environment and distort the state’s priorities,!8 adversely
affecting equitable development and sustainable and responsible
exploitation of resources. Added to this are the macro-economic
problems resulting from irregular flows of public revenues, which
hinder development in other sectors of the economy.1

‘Mining investment in Ghana had displaced thousands of community
people and Goldfield Ghana Limited displaced more than 30, 000
farmers in five years, whilst Newmont would be displacing about
20,000 farmers in its first and second phases in the Ahafo open-pit
cyanide processing gold mine alone.’20 In 2008-09, Oxfam and partners
were campaigning against mining in one of the most important forest
reserves of West Africa (the Akyem forest reserve in Ghana), where
Newmont has been granted a licence to mine.?!

Irresponsible exploitation of minerals or hydrocarbons can result in
displacement, epidemics, and hunger for affected populations. In some
extreme cases, conflicts have been provoked by the urge to control such
wealth.

In other cases, corporations and governments have forced entire
communities to leave their ancestral land without prior consultation.



Poor rural and indigenous populations are not usually equipped to
stand up to such projects or to enforce their rights. Such communities
are, moreover, highly dependent on local natural resources for their
survival and to maintain their traditions and livelihoods.
Unfortunately, these communities usually lack education services and
live in remote areas with little access to the justice system, which limits
their ability to access decision makers, to understand decision making
processes, to formulate appropriate inputs, and to fully claim their
rights.

Since 2008, indigenous communities living in virgin forest on the
border between Peru and Ecuador have had their survival put at risk
by the Peruvian government’s decision to begin oil extraction in
previously protected forest areas.22 Actions of this nature are in direct
violation of the United Nations Declaration on the Rights of Indigenous
Peoples of September 20072 and of International Labour Organization
Convention 169.

The adverse effects of extractive industries on the environment are
many and diverse. The intensive use of hydrocarbons as a source of
energy is one of the main drivers of climate change. At a micro level,
extractive industries pollute rivers and water sources, and offshore
activities can affect the biodiversity of the ocean floor. The clearing of
large tracts of forest for the extraction of minerals or hydrocarbons
triggers erosion. The quality of the land can also be affected due to
drainage of acidic residues from mines, which are usually difficult to
get rid of.

In 2003, a class action lawsuit was brought against Texaco Petroleum
Company (now a Chevron Corp subsidiary) in Ecuador, alleging severe
environmental contamination of land and water in areas where Texaco
Petroleum Company had conducted its oil extraction activities from
1960 to 1992. The plaintiffs said that the contamination caused maladies
ranging from rashes to deformities in children and cancer. In early 2008,
an independent expert recommended to the court that Chevron should
pay $7-$16 billion in compensation for the pollution, 2 and the estimate
is now around $27 billion.?> The company has denied the allegations on
the basis of having paid $40 million for clean up. Moreover, the
company blames the state company for much of the pollution, and
denies the independence of the expert. 26 At the time of writing, the trial
is ongoing.

Economic growth in countries which rely on natural resources such as
minerals and hydrocarbons is lower than in other countries: GDP
growth for the period between 1982 and 2006 was greater in non-oil
exporting countries (1.58 per cent as opposed to 0.72 per cent).?
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Low economic growth rates are linked to the high volatility of
extractive industry revenues,? the complexity involved in adequately
managing or absorbing such revenues, and the barriers they create to
the development of other productive sectors such as agriculture and
manufacturing. All this means that economic growth is not “pro-poor’,
that is, it does not create job opportunities for unskilled workers.

As a result, revenues from natural resources do not always meet criteria
for sustained economic growth over time, nor allow the design of
consistent long-term policies targeted at development. Figure 1 in
Annex 1 illustrates how economic growth in OPEC countries shows a
positive correlation to the price of oil on the international market.
Figure 2 in Annex 1 indicates that such growth is highly volatile over
time.

Sudden and variable revenues from the sale of oil and minerals on
international markets carry serious macro-economic risks for exporting
countries, as such revenues are difficult to absorb and manage
adequately. One of the better-known risks of oil and mineral exports is
the sudden appreciation in exchange rates of local currencies, the so-
called “Dutch disease’. The flow of foreign currency leads to a higher
valuation of the local currency, thus pushing up costs in other economic
sectors. If such sectors have an export potential, their competitiveness
on the international market will be challenged, as will employment
opportunities. At the same time, excessive valuation of a local currency
will boost imports to the detriment of local production, which will be
more expensive in relative terms.

Oil, gas, and mining industries are not themselves pro-poor, since they
typically employ few unskilled workers, and the skilled workers they
do employ usually come from abroad. Manufacturing and agriculture,
by contrast, are more pro-poor, since they tend to produce more low-
skilled jobs than the petroleum industry. In Algeria, for example, the
hydrocarbons sector represents 46 per cent of the country’s GDP, but
employs only two per cent of its total workforce, a pattern that is
repeated in many other countries (see Table 1, Annex 1).

Moreover, the mining and hydrocarbons industries tend to work in
isolation from other economic sectors. This has several implications:

Production is not linked to other economic sectors. Raw materials
and technology are sourced via the international market and the
resulting products are exported, with the result that there is no
participation of the domestic market. In extreme cases, petroleum
can be pumped from offshore platforms into waiting oil tankers,
allowing it to leave a country without even touching its soil. 2

Being more dynamic than other sectors, extractive industries give
rise to a ‘resource movement effect’, absorbing a large proportion of
available resources (investment and technology, but not
employment, as these sectors are capital-intensive) and leaving other
sectors devoid of capital.



The extractive model of production can negatively influence the
behaviour both of development actors and of elites.?® This may happen
due to the concentration of the means of production in certain regions
or in the hands of a few investors; the high value assigned to natural
resources in the international market; or the degree of economic
dependency that leads to predatory as opposed to productive
behaviour. Resources are therefore drawn away from economic
activities that are more pro-poor, and economic growth is also affected
negatively.3!

Institutions built around these resources tend to be weak.32 Institutions
establish the rules of the game through formal agreements (laws,
decrees, contracts) and informal agreements (customs, social norms)
that regulate a country’s economic, political, and social activity or the
way in which development actors or elites interact. Poor-quality
institutions intensify the risks of political clientelism or patronage,
corruption (rent seeking),3* populism,3> and low levels of tax
collection.3

If a parliament is co-opted by partisan interests, the government has
increased opportunities for favouring specific groups in society through
budget allocations in exchange for greater political power.3” The private
sector may act to further its own interests, if the contracts that regulate
its behaviour are lax.38

If citizens in these states become accustomed to the fact that wealth is
the result of neither work nor productive efforts, but of contacts within
government or with those who administer the distribution of this non-
wage revenue, they will have less incentive to educate or train
themselves.? At the same time, governments will invest less in the
country’s citizens, realising that they do not need to rely on them to
collect public resources through taxes.

The concentration of economic and political power in the hands of an
elite consolidates its influence on the distribution of wealth once it is in
power, thus securing its members’ hold on power. Greater
concentration of economic and political power implies fewer incentives
for investing in sectors considered to be less profitable or to have more
diffuse expected benefits. This can lead to permanently high levels of
inequality,* weak democracy, and political instability, all of which
hinder economic growth.4!

Excessive economic dependence of some countries on extractive
industries, even under a good macro administration, can undermine
development that is pro-poor and inclusive, stable and sustainable, as
the example of Botswana shows.

13



14

Botswana has high unemployment rates and high levels of inequality,
despite spectacular growth rates in the past few years, thanks to
diamond mining (Botswana has sustained the world’s highest growth
and dependence rates on diamonds over the past 35 years#?). Botswana
achieved a proper management of public finances; intensive and
sustained public investment in infrastructure, education, and health
services; and a proper distribution of revenues between the state and
the private sector.#3 But according to UNDP, its Gini co-efficient in 2006
was 0.6,4 and indigenous groups still lack services and opportunities.4
This ongoing problem seems to be exacerbated by its high dependence
on mineral extraction.

Multinational companies and institutions such as the World Bank have
directly and indirectly promoted the single-export model in many
resource-rich countries. It is estimated that more than 100 countries
have reformed their hydrocarbon and/or mining sectors over the past
two decades under the guidance of World Bank and/or International
Monetary Fund (IMF) programmes. Furthermore, the World Bank
Group provides on average over $1bn annually to extractive industries
worldwide.4

For producing countries, diversification means a breaking down of
power monopolies and the setting of higher taxes. In reality, the lack of
diversification is as much an issue of a lack of political will for change,
as it is a financial issue. The real possibilities of reducing dependence
will rely on a combination of factors in each particular case: the
economic potential of the resources (reserves, exploitation capacity,
price); real possibilities for development of other economic sectors
(productive structures, human capital, external factors such as customs
duty on value-added or agricultural exports, or the reduction of
economic incentives for processing minerals in the country of origin
due to a decrease in transport costs); and a consideration of the total
costs to the country of exploitation (environment, social unrest).

However, there is rarely a clear, detailed, and open strategy through
which to channel growth and extractive revenues as part of a wider
agenda that will allow increased revenue and employment” and
improved education and health indicators. Such information is not
contained, for example, in the World Bank’s Country Assistance
Strategy (CAS),* the Poverty Reduction Strategy Papers (PRSPs),* or
the documents produced for specific mining projects financed by the
International Finance Corporation (IFC30).51

This gap could today become an opportunity. It is necessary to clarify
the role that such revenues could play in both the short and long terms
in a strategy aimed at driving development and poverty reduction, in
order to set the stage for alleviating the effects of the resource curse on
both people and the environment. Such a strategy should concentrate
first on fiscal policy: there is a need for fairer fiscal frameworks and
improved public spending policies in producing countries.

In the same way, a comprehensive assessment of the actual advantages
of engaging in hydrocarbon and mineral projects should be carried out



in countries that are not currently economically dependent on these
resources, but which nurture expectations as a result of recent
discoveries of gas, oil, or minerals - as is the case, for example, in
Mauritania, Mali, Ghana, Cambodia, Chad, Uganda, and Mozambique.
Other countries in the same situation, such as El Salvador, Honduras,
or Guatemala, have shown great caution in the past few years,
fundamentally due to the clear resistance shown by indigenous or rural
communities to the exploitation of mineral resources in areas of
potential extractive activity.

A thorough evaluation prior to the development of hydrocarbon or
mineral projects should, as a minimum, be the product of a national
debate in the potential producing country among all the actors that are
likely to be involved or affected. This evaluation should include a
calculation of the actual benefits that can be expected after deducting
the potential costs (particularly local costs); an analysis of control
mechanisms on the resource curse (i.e. macro-economic and
institutional); a clear assessment of the environmental effects
(biodiversity affected, versus carbon emissions); and an exhaustive
analysis of the costs of investing public and private resources and effort
in extractive projects, at the expense of other sectors of activity that
could generate more employment and could represent a real
productive force for the country in the medium and long terms.
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When minerals, oil, and gas are extracted, often only a minor part of the
benefit goes to poor populations. This aspect of the resource curse can
be reduced, and even reversed, if the right measures are put in place.

The first condition that must be met in order for extractive industry
revenues to be used for funding development plans is that the
producing countries should actually receive a large proportion of such
revenues. Unfair negotiating processes between weak countries and
powerful multinational companies frequently result in contracts with
highly damaging revenue distribution agreements,>2 which jeopardise
the future of poor countries.> Especially in the mining sector, countries
have been forced to compete with each other in a ‘race to the bottom” on
issues such as royalties and social and environmental safeguards.
Oxfam’s work through the West Africa mining convention is designed
to address this, so that there are regional /international tax ‘floors’ that
guarantee a minimum income to national governments from their
extractive activities. Although this situation occurs mainly in the
mining sector, it is often also the case with hydrocarbons.

An Intermén Oxfam report provides evidence that distribution of oil
wealth in Latin America during the 1990s clearly favoured the private
sector.5* Having analysed several oil and extractive block contracts, the
report calculated that Repsol-YPF's5 profits in the period covered were
‘extraordinary’, and to the detriment of some of the poorest economies
in the region.5¢ In Peru, the extra profits (above 25% returns on
investment) obtained by the Spanish multinational in the two extractive
blocks analysed could have amounted to as much as $97m - enough to
cover the cost of educating 1,077,000 children or the health costs of
more than two million Peruvians in 2005.

Konkola Copper Mines in Zambia operated for years under a
government contract which fixed an estimated royalty payment of 0.6
per cent for the exploitation of the country’s copper reserves, an
amount condemned by Christian Aid in 2006.57 These contractual
conditions explain why, in 2006-07, the Zambian government received
only an estimated sum of $6.1m (0.6 per cent of a total income of $1bn)
from Konkola Copper Mines, while in the same year Konkola Copper
Mines is reported to have obtained net profits of more than $301m.
Christian Aid’s report states that net private profits are higher than the
investment in health and social protection in 2006 for the whole
country. In that same year, Zambia had the lowest Human
Development Index rating in the world, with 68 per cent of the
population surviving on less than $1 a day and a life expectancy of 37
years.

At the end of 2008, the Zambian government approved measures for
implementation in the country’s national budget in January 2009: the
renegotiation of contracts with copper companies and fiscal reform to
include an increase in royalties from 0.6 per cent to 3 per cent and an



increase in direct taxes from 25 per cent to 30 per cent, as well as the
introduction of a windfall profit tax on copper and other minerals. It is
estimated that these measures could generate a total of $415m in new
revenues, for a national budget of close to $3.7bn% (education and
health expenses in 2004 were $293.7m).5 According to recent reports,
however, the Zambian government could be forced to reverse some of
these measures in the light of threats from the companies involved to
delay projects and cut jobs, as they claim the introduction of a new tax
is unfair in the context of the current economic crisis and low mineral
prices.®0

Unfortunately, of course, legal and fiscal reforms developed in the
public interest will not necessarily please investors and private
corporations. But modifying legal frameworks, developing tougher
fiscal policies, and renegotiating contracts are legitimate measures that
are sometimes necessary in order to address new financial, political,
and social contexts. In the UK in 2005, for example, increases in the
price of oil meant that return on investment for companies working in
the North Sea leapt to 40 per cent, from a previous average of 13 per
cent. As a result, Gordon Brown (then UK Chancellor of the Exchequer)
did not hesitate to increase a supplementary tax on North Sea oil
extraction from 10 per cent to 20 per cent.®! British citizens and
representatives no doubt approved of this measure, which sought to
secure the benefits of the new price scenario for the Treasury and not
only for the extraction companies. It is very difficult, however, for
developing countries to introduce favourable changes in negotiations
with extractive corporations, and the current global economic crisis
could make things even more difficult.

Multinational extractive corporations often receive the backing of
international institutions and their own governments in negotiations, as
is shown in the case of Bolivia (see Box 2). By contrast, citizen
representatives of the producer countries (such as parliaments or civil
society organisations) are rarely adequately consulted about how
resources are to be extracted or revenues shared. Responsible investors,
both public and private, who take into account the rights and interests
of developing country citizens in their cost-benefit analysis are also few
and far between. The technical complexity of production, the plethora
of legal and fiscal frameworks, and the usual lack of transparency along
the value chain are additional barriers to guaranteeing a fair deal
between companies and citizens.

The systems for sharing extractive industry profits between companies
and governments are many and diverse, with different legal
frameworks, fiscal regulations, and agreements applied around the
world: for example, exploitation contracts, licence fees, royalties, tax on
profits, production sharing contracts, joint ventures, and consortiums
for extraction by companies. Different fiscal regimes may apply to
different companies within the same country; a company may even
have several agreements with different departments or different levels
of government. These elements negatively affect the limited capacity of
producing country governments and civil society to monitor existing
contracts and to effectively collect agreed taxes.
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In 2006, Oxfam America carried out research to determine what
percentage of profits from gold mining in Mali found their way back to
the communities affected by mining activities. Researchers found that:
‘Six laws and regulations resulted in a complex set of taxes, fees and
license charges that are effectively incomprehensible to those without
some technical background [...] and nearly impossible for citizens to
get clear and complete information about revenues and how they are
spent to benefit the public [...] Officials who were interviewed [...] did
not always know what the law said about the proportions of the
various taxes that they should be receiving in their budgets.’62

In Nigeria, an independent audit on extractive sector management for
the period 1999-2004 carried out by the Hart Group identified
discrepancies between the level of reserves in the country, the volume
of oil exported, and the amount extracted from the oilfields.®3 A
spokesperson for the sector recently declared: “We know how much the
industry sells, but we don’t know how much they produce [...] there is
a dark hole between the oil field and the terminal.’** Nigeria relies on
oil revenues for more than 80 per cent of its national budget, yet the
government is unable to determine the amount of oil extracted in the
country.

In its Guide on Resource Revenue Transparency®® the IMF advocates in
favour of public disclosure of extractive agreements as a basic step
towards developing a proper legal framework for the extractive sector.
In practice, however, some governments, and most of the extractive
industries themselves, are still very reluctant to do this, alleging agreed
confidentiality clauses or possible damage to the sector due to loss of
comparative advantage.

All of these factors make the extractive industry an excellent breeding
ground for corruption, if institutions let this happen. Corrupt
governments betray the interests of their citizens by selling off their
resources to transnational companies or by mismanaging revenues
(either by investing in the wrong priorities or simply by pocketing the
profits). On the other hand, unscrupulous business practices allow
companies to benefit from unfair distribution of business; encourage
poor standards in fiscal systems and damage to the regulatory
environment; evade taxes; or directly promote corruption. In 2003,
Halliburton (a service provider to the oil industry) admitted that its
subsidiary Kellogg, Brown and Root (KRB) had bribed Nigerian public
officials to obtain tax benefits. Halliburton admitted to ‘improper
payments of approximately $2.4m’.67



Box 2: Bolivia and the recovery of hydrocarbons

Bolivia has for centuries relied on its natural resources: gold and tin in the
past, and currently mainly hydrocarbons. Gas and oil are the country’s
primary sources of wealth, and the management of these is therefore crucial
to its development. Despite this, successive governments have given priority
to the export of hydrocarbons over the need to satisfy domestic energy
demands. In the 1980s, Bolivia adopted neoliberal practices and gradually
privatised the exploration, extraction, and marketing of hydrocarbons. The
national company Yacimientos Petroliferos Fiscales de Bolivia (YPFB),
which until then fed back its profits to the national budget, was asset-
stripped and dismantled in 1996, at a time when measures to attract foreign
investment were intensified.

Under one such measure, the royalty on extraction activities that companies
were obliged to pay to the state was set at only 18 per cent. The result was
years of enormous profits for companies and low returns for the Bolivian
people, who could only watch as the country’s wealth was stripped away.
The state granted ownership of hydrocarbons at the wellhead to the
extraction companies; an action which contravened Bolivian law and ignored
the constitutional requirement for mandatory consultation in the National
Congress.

Given these highly profitable conditions, and despite the illegality of the
situation, new reserves were discovered, the number of contracts rocketed,
and revenues from hydrocarbons soared. But Bolivia’s people hardly noticed
the difference. The meagre percentage of profits retained was compounded
by an income distribution system which entrenched inequality: of every $18
in revenue, $11 was allocated to producing provinces, $1 as compensation
to poorer provinces, and a mere $6 to the national budget. Thus only
provinces already rich in resources benefited from the system.

In 2003, following a long and risky process of research, a number of Bolivian
activists gained access to some of the illegal contracts and launched a
campaign under the slogan ‘Hydrocarbons are no longer ours’ — as the
secret contracts included a clause that stated that oil and gas were the
property of the private companies, once they were out of the wellhead. The
campaign publicly condemned the manner in which the government gave
away the rights of its citizens and raised public awareness of the fact that the
country’s wealth, and therefore its potential for development, had been
compromised.

The management of oil and gas thus became a central focus of political and
social upheaval in Bolivia. Following violent repression during the so-called
‘Gas Wars’, Bolivian president Sanchez de Lozada (who was responsible for
most of the illegal contracts) was forced to resign. In 2004, Bolivians voted in
a referendum on new regulations for the distribution of hydrocarbon
revenues, with 92 per cent of the population in favour of ‘the Bolivian State
recovering ownership over all hydrocarbons at the wellhead’.®® The previous
split of 82 per cent of oil revenues for the companies and 18 per cent for the
state became a 50-50 share with the enactment of a 32 per cent Direct
Hydrocarbons Tax (IDH). The country’s largest gas fields saw a reversal in
shares, with 82 per cent for the government and 18 per cent for the
companies. These measures (which were provisional, pending the
nationalisation decree of 1 May 2006), together with the renegotiation of all
illegal contracts, represented an overall distribution of hydrocarbon revenues
of between 55 per cent and 75 per cent for the state, and between 45 per
cent and 25 per cent for companies in the period 2005-07.%°
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The 2005 measures defined spending priorities for IDH revenues:
‘education, health, productive development and employment generation’.
Revenues were to be shared between the central government, local
authorities, and provincial governments.

In 2006, the Bolivian government began a process of negotiation with the
extractive industries in a process dubbed ‘nationalisation without
expropriation’, which resulted in new contracts being approved through the
National Congress in 2007. Pursuant to these new agreements, the state
recovered ownership of hydrocarbons at the wellhead, with extractive
companies becoming service providers. The state is now responsible for the
marketing of hydrocarbons, and the law gives priority to supplying the
domestic market. Despite difficult negotiations and protests from foreign
companies and governments, the majority of them have signed the new
contracts and extraction activities have continued as normal. As a result,
Bolivia’s public income from oil and gas increased from $448m in 2004 to
$1.53bn in 2006, accounting for 34 per cent of all public income in the year
(up from 8 per cent in 1997).

It is still too early to judge whether there has in fact been an increase in
investment in priority sectors, over and above a proportional increase due to
increased revenues.’® Bolivia still has many challenges ahead: increasing
transparency in the allocation of new hydrocarbon revenues to reflect priority
for spending on basic social services, and solving the problem of regressive
taxation in favour of producing provinces, for example, are essential
measures in ensuring that exploitation of resources promotes the country’s
development.71

Sources: Oxfam International in Bolivia, CEDLA, CEADESC, Jubileo Peru,
UNDP, and interviews with national experts carried out by Jaime Atienza.



Ensuring sufficient and sustainable funding of basic social services is
one of the main responsibilities of developing country governments.
Some countries at the lower end of the Human Development Index
paradoxically have immense public resources that come from the
economic exploitation of natural resources (see Table 2 in Annex 1).
Angola’s history has been a paradigm of the resource curse in this
sense. The country’s oil revenues (which represent 80 per cent of public
income) are estimated at $10bn per year, and oil prices have helped to
sustain one of the highest rates of economic growth in the world. But
ordinary Angolans do not seem to have benefited from the oil boom: 70
per cent of the population lives on less than $2 per day. The non-
government organisation Human Rights Watch estimates that between
1997 and 2002 more than $4bn of state oil revenues ‘disappeared” from
the Angolan treasury, an amount almost equal to total government
spending on social services over the same period.”2

Conversely, the successful experiences of oil-dependent countries such
as Indonesia (see Box 3) or Norway have one element in common: the
appropriate use of tax revenues. Indonesia has used its oil revenues to
target reinvestment in measures that would mitigate dependence, and
Norway has made sustainable use of its resources by setting up a
‘future generations’ fund.

Box 3: Political will for change in Indonesia

Like Nigeria, Indonesia received large windfalls of oil revenue from the late 1960s
to the late 1970s, and both countries squandered much of it on patronage and
money-losing public investments. The key difference between the two countries,
however, was the Indonesian government’s stronger commitment to developing
the non-oil sector — particularly by promoting manufactured exports and
supporting agricultural development.”® The Indonesian economy became more
diverse in the first decade of President Suharto’s New Order government and
continued to diversify after the oil boom of the 1970s and the bust of the 1980s.

Indonesia and Nigeria produced, on average, the same amounts of oil during the
1980s (both accounting for approximately 7 per cent of the total production of
OPEC countries”®). The two countries, however, had a totally different export
structure. Indonesia’s exports of manufactured products rose from 1.2 per cent of
total exports to 54.4 per cent in 1999 (almost double the proportion of oil). Nigeria,
however, continued to depend on crude oil, with exports of the commodity
representing 41 per cent of the country’s total exports in 1999.”

The success of Indonesia’s manufacturing sector came about through decades of
steady growth, nurtured by a stable environment of fiscal, monetary, exchange
rate, and trade policies. More important, however, was the fact that Indonesia’s
support for the agricultural sector included strong public investments and the
adoption of ‘green revolution’ technologies. Since most of Indonesia’s poor people
rely on agriculture for their subsistence, support for agriculture was a highly
effective pro-poor strategy. From 1962 to 1984, real value added per agricultural
worker rose by over 65 per cent in Indonesia; in Nigeria, it dropped by about 15
per cent.
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Between 1974 and 1979 the government of Indonesia saved approximately one-
third of its total oil revenues. Of income injected into the economy, some 25 per
cent was targeted towards infrastructure, mainly in rural areas, and a third was
used to stimulate manufacturing.”

Although the volatility of revenues from natural resources in Indonesia did create
important economic incentives for reducing dependence on natural resources, the
degree of popular opposition to powerful elites also shaped political incentives for
diversification.””

Sources: Ross (2001b), Dunning 2005, EIA (Energy Interational Administration),
UNCTAD, Auty (2004).

As was pointed out in section one, and as the case of Nigeria shows (Box 4),
resource-rich developing countries usually face significant external pressure
(threats), internal pressure (weaknesses), and negative incentives through
their reliance on extractive industries, none of which are conducive to
achieving good-quality public policies and all of which compound poor-
quality social outcomes.

Box 4: Poor public spending policies in Nigeria

‘For a primary health-care centre to be able to provide assistance to a pregnant
woman, the most important thing is to have a competent midwife in there. Can
Nigeria not afford it?’

Bede Ezeifule, director of the Nigerian Centre for the Right to Health, poses this
question indignantly on the day that the Nigerian press wakes the nation to a
spectacular headline: the former Health Minister is to be prosecuted for
authorising the ‘allocation’ of almost $2.58m (300 million Nairas) of ‘unspent’ funds
from the 2007 health budget.”®

According to official figures,”® Nigeria has one health worker per 16,311
inhabitants (compared with the WHO recommendation of one per 400). According
to Oxfam'’s calculations,?® the health minister could have employed 8,772
midwives with the ‘unspent’ budget for 2007. Nigeria can indeed afford more
midwives.

Nigeria has one of the world’s largest oil reserves and is Africa’s major oil exporter.
In 2006, hydrocarbons represented about 95 per cent of the country’s export
revenues, 79 per cent of its public revenues and 44.5 per cent of its total income.
However, today it is one of the poorest countries in the world, with 37.3 per cent of
its people living in poverty.®’

According to one analysis,82 between 1970 and 1999 the Nigerian petroleum
industry generated about $231bn in revenue, or $1,900 for every man, woman,
and child. Yet during this period Nigeria’s real income per capita fell from $264 to
$250 a year. Poverty in Nigeria is partly caused by the decades of poor
governance: between 1960 and 1999, corruption drained away $380bn in
resources from the Nigerian population.83 In 2007, from a budget of $19.5bn, only
5.4 per cent was spent on health and 8.2 per cent on education.®*

Sources: Vanguard (2008), Nigeria National Bureau of Statistics (2005), UNDP 2007/2008,
Human Rights Watch (2007), Nigeria Federal Ministry of Finance (2008).



The quality and capacity of spending policy (i.e. governance) is
conditioned by price volatility: an economy based on finite resources
with an unclear “sell-by” date and the need for significant amounts of
foreign investment all affect the planning and use of natural resources.
Sustained, long-term investment is particularly difficult to achieve in
such a context, and can give rise to:

Erratic government spending: Where the main source of public
funds is volatile revenues from the extractive industries and an
effective public spending policy is not in place. The poorest and
most vulnerable people in society will be most affected. A case in
point is Venezuela, where public sector oil revenues fell from 27 per
cent of GDP in 1996 to less than 13 per cent of GDP in 1998, before
rising again to more than 22 per cent in 2000.85

Interruptions in government programmes: A fall in prices can cause
unexpected interruptions in long-term projects that require years of
sustained government funding, and management will be disrupted,
perhaps fatally.8¢ For instance, reacting to the fall in oil prices from
the end of 2008 (the average price of oil per barrel fell from $120 in
the summer of 2008 to $40 at the beginning of 2009%7), the Angolan
government has reduced its national budget, thus putting at risk the
ambitious and very necessary social spending and poverty reduction
plans it had promised during the election campaign in 2008.88

A rise in demands for increased public spending: Conversely, price
booms and new oil discoveries produce increases in internal
demands® for increased public spending, which is usually
ineffective® and unsustainable once the boom is over. In Chad, for
example, oil revenues generated a three-fold increase in the national
budget between 2005 and 2007. According to the organization
Cellule d'Information des Associations Féminines (CELIAF), this
sudden increase in income caused problems such as contradictions
between planning and effective budget allocations, as well as lack of
redistributive fairness in allocations between regions.”

During the oil price boom at the beginning of the 1970s, Algeria,
Indonesia, Mexico, and Venezuela became caught up in a spending
spiral that soon surpassed their available incomes, creating massive
deficits. In 1980, these exporting countries had a combined debt of
$106bn, up from only $13.3bn in 1970. Venezuela saw its debt
multiply by a factor of eleven.?? Unsustainable debts incurred under
the “guarantee’ of a new price increase are a very real risk in the
current environment of economic and financial crisis.

Poor quality investments: Unsustainable increases in public
investment very rarely result in good quality public investment.
Investments are often squandered, the risk of corruption and rent-
seeking grows, and ‘white elephant’ projects appear. In 2007, the
government of Nigeria launched a communications satellite into
space, at a cost of $340m. In November 2008, controllers shut the
satellite down due to problems with its power supply; a BBC expert
described it as a ‘white elephant in space” and the whole operation
as a ‘debacle’.”

Redistribution mechanisms create inequality in most of the cases
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studied and are constantly subject to change. The World Bank
estimates that in Indonesia the distribution of income from the
extractive sector continues to be the main driver of high levels of
inequality between regions: five out of 33 provinces receive a major
proportion of the revenues. In Nigeria, only 40 per cent of allocation
is based on population and the level of social development within
states, which means that current distribution mechanisms benefit
mainly medium- and high-income regions and do not target regions
with a larger population or higher poverty levels.

A study by the Revenue Watch Institute (RWI) which analyses the
distribution of extractive income (from royalties and special taxes) in
Nigeria, Brazil, Bolivia, Indonesia, Mexico,** Papua New Guinea,
and Ghana shows that in all the countries of the sample, the origin of
the resources is taken into account when allocating at least part of
the resulting income. In all cases (with the exception of Mexico),
local authorities in producing regions receive a larger proportion of
natural resources income than non-producing regions, even when
redistribution mechanisms are in place.

Governance of public spending in resource-rich countries is also
affected by internal conflict: When resources are concentrated in
one or several areas of a particular country, a boom can affect the
geographical distribution of income.? Moreover, concentration in a
few regions of both the potential benefits and the costs of
exploitation for the local population and for the environment creates
a breeding ground for internal tensions regarding public spending,
which can affect development and the implementation of
distribution, compensation, or sectoral policies.

The lack of information on income perceived by the state as a
product of extractive activity; the internal discontent and tensions
created by a real or perceived regressive distribution of wealth; the
fight for control over mineral resources;% and the threat of new or
strengthened political opponents provide grounds for the
governments of such countries to allocate a greater proportion of
public resources to military spending.

In the decade from 1984 to 1994, OPEC members’ share of annual
military expenditures as a percentage of total central government
spending was three times higher than for developed countries, and
two to ten times that of developing countries with no oil reserves.”
Fighting over diamond deposits is believed to have been a trigger
for the initiation, maintenance, and prolonging of civil unrest in
Angola, Sierra Leone, Liberia, and the Democratic Republic of
Congo.” Between 2001 and 2005 these countries (with the exception
of Liberia) allocated up to 2.5 times more resources to military
spending than they did to health spending.”



A good spending policy requires control over at least two fundamental
issues: how revenues are spent, and what are they used for. The
experiences of both Indonesia and Norway, which are consistent with
the nature of extractive revenues (i.e. high but extremely volatile
revenues stemming from the exploitation of a non-renewable natural
resource) and the impact that such exploitation has on both local
populations and the environment, illustrate this. Priorities in this
regard should be as follows:

Complying with international standards on quantity and quality of
basic infrastructure and services for education, health, water, and
sanitation, which must be sustained. At least 20 per cent of the state
budget must be assigned to education and 15 per cent to health.

Proper redress for directly affected populations (indigenous or rural
populations whose ancestral resources are expropriated or who are
affected by the environmental impact, or local workers who are
displaced) through policies to ensure the creation of new and
sustainable livelihoods.

Promoting diversification, using public investment to support
productive investment in all sectors, with a pro-poor and long-term
approach.

Affected countries usually have fragile and exposed economies, which
require public spending to be properly planned and structured.

Impulsive spending (cyclical) must be avoided: i.e. large flows of
income may be too high for the national economy to absorb and
invest adequately, whereas periods of low revenue income may put
the country’s social indicators at risk.

A sustainable level of spending must be ensured, such that current
social investments are not put at risk and investment for future
generations can be guaranteed.

Saving part of the resources until the government can use them
efficiently is difficult, but essential.

In order to ensure appropriate public spending policies, mechanisms
must be put in place to improve the management of public finances.10
However, strong public and non-public institutions are also required in
order to act as a deterrent, and to regulate, control, and sanction
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governments if they act in an opportunistic or corrupt manner or
encourage patronage.

Natural resource funds'?! have been a major step towards solving the
problem of managing extractive revenues. The key financial purpose of
natural resource funds is to serve as a buffer mechanism to protect the
public finance system from volatile markets - hence the name “buffer
funds’. These funds also seek to prolong the availability of income
generated from a finite resource and are therefore also known as ‘future
generations funds’. Budget stability, predictability, and sustainability of
public investment are not only conducive to sound management of
extractive revenues, but also render natural resource funds an attractive
tool for financing basic social services.

Unfortunately, the results to date from such funds in developing
countries have not been very positive, even when they have been
explicitly linked to the achievement of social objectives and goals. The
main reason for this has been the lack of an appropriate institutional
environment, a problem which unfortunately characterises such
countries. Moreover, these tools have failed because they are not linked
to either formal or informal accountability mechanisms, and because of
a lack of transparency in decision-making processes regarding related
public spending.

The complex nature of the barriers confronting public spending as a
means for achieving development objectives in such environments
requires the application of integrated solutions. Based on this idea, the
German development agency GTZ has launched an innovative project
which brings together the strengthening of public financial
management systems in Ghana with the promotion of transparency
throughout the extractive industry supply chain.102

The “Oil for Development’ initiative launched by Norway’s
international development agency in 2005 is based on a similarly
integrated vision. The aim in this case is to provide technical support to
oil-exporting countries, which will enable them to meet their
development objectives. The agency works with governments but also
takes into account public participation through civil society associations
and other organisations, focusing on three main areas: resource
planning, environmental considerations, and revenue management.



The development of clear legal and fiscal frameworks and public access
to contracts are among the most basic measures required to help direct
management of the extractive sector towards development.

However, if extractive industry revenues are to be turned into effective
social spending, the transfer of income throughout the value chain must
be transparent too. Transparency is necessary in the licensing and
award of contracts, in payments made by companies to governments,
in the public management of such revenues, and in the targeting and
implementation of public spending at the national and sub-national
levels.

Certain conditions must be met if transparency is to improve
management and targeting of revenues:

There must exist a multi-annual spending plan and a strategy based
on poverty reduction, which must include effective institutions for
the monitoring and control of public spending;

Civil society must participate, and this participation must be
enforced and supported by appropriate institutions in the event of
complaints by civil society organisations or by the public;

Civil society must be empowered with the capacity to monitor the
use of public resources and to report irregularities.

The parliament must have the capacity to carry out one of its
legitimate functions: to oversee the planning of public resources and
the budget execution process.

The Extractive Industry Transparency Initiative (EITI) was launched in
2003 by former UK Prime Minister Tony Blair, with the purpose of
improving transparency in payments made by extractive industries and
in revenues received by the governments of countries in which they
work (see Box 5). Although other transparency initiatives have been
promoted within the industry,'% the EITI has managed to engage the
interest and efforts of all the stakeholders involved: governments,
companies, investors, international financial institutions, and civil
society.104 Twenty-five countries have already signed up to the EITI
initiative,10> with Azerbaijan and Nigeria having made the most
progress in its implementation (although in the case of the latter, the
implementation rate has been slow).
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Box 5: The Publish What You Pay initiative

The EITI emerged as a result of the Publish What You Pay (PWYP)
campaign, which was launched in 2002 by a coalition of British NGOs and
which now has supporters in countries of both the North and the South.
PWYP has expanded its original objectives (publication of payment made by
companies, detailing countries and issues to cover Publish What You Earn
(profits obtained by the companies), PWYSpend (how governments spend
extractive revenues), and PWYShould Pay and You Don’t Pay
(transparency in the granting of licences and contract negotiations between
companies and governments). As a set of tools for lobbying, the PWYP
campaign supports the EITI and puts pressure on countries to approve
legislation to make transparency mandatory for companies.

The EITI was designed as a means of improving accountability between
governments and companies, but it has been less effective in delivering
accountability to citizens. To achieve this aim, the EITI will need to go
deeper with ‘Publish How You Spend it’ campaigh demands and promote
more effective checks and balances through parliamentary or civil society
participation at all levels of the supply chain. The EITI also needs to be
implemented at the sub-national level. As discussed above, sub-national
distribution is vital if extractive revenues are to benefit pro-development
spending. The example of Nigeria demonstrates this point (see Box 6).106

The current global economic and financial crisis has reinforced the need for
an increase in transparency and accountability on the part of international
corporations in general, and not just the extractive industries. The EITT has
therefore become part of the political debate, and organisations such as
Oxfam have proposed adopting similar initiatives in other financial
sectors, in an attempt to challenge the massive levels of tax evasion that
affect the developing world. The G20 summit held in London in April 2009
provided the first steps for increased regulation and the control of income
flows through tax havens.

Box 6: Light and shade in the EITI in Nigeria

Nigeria was the first country to incorporate the EITl into its national legislation,
under the Nigeria Extractive Industries Transparency Initiative Act (NEITI) of
2007."%" The NEITI has made the reporting of payments by companies to the
Federal Government a legal requirement. The NEITI also seeks to ensure
‘tfransparency and accountability by government in the application of resources

from payments received from extractive industry companies’.'*®

As a result of the momentum created by the NEITI, the first independent audit of
payments made by companies to the Nigerian government between 1999 and
2004 was published in April 2006. The report revealed that Nigeria does not
really know how much oil it produces. It also revealed practices of tax evasion
by some companies, and a withholding of revenues by the Nigerian National
Petroleum Corporation. This first independent report identified discrepancies
totalling $250m in payments and receipts. According to official sources, this
difference was investigated and largely resolved.'® Despite deficiencies in the
process, the publication of such reports provides a cornerstone for reforming oil
industry management in Nigeria, and therefore also for the country’s economic
and political regeneration.



In January 2008, the Nigerian president, Umaru Musa Yar'Adua, stated:
‘Fighting corruption is, for us, not just a rating-boosting or public relations gambit.
Rather, it is a manifestation of our unequivocal commitment to delivering on our
social contract with the people of Nigeria as encapsulated in our Seven-Point
Agenda’110 (a list of priorities set out by the President on taking power in 2007).
However, the agenda did not coincide with NEEDS (National Economic
Empowerment and Development Strategy — Nigeria’'s poverty reduction strategy
paper) and, inexplicably, it did not include investment in the health sector as part
of Nigeria’s development priorities.

Under Nigeria’s financial system, at least five transfers of capital are required
from the point that state revenues are credited to the Federal Account until the
point where funds are available for investment in health and education spending
at sub-national level in the 36 regional states.'"" Many more transfers are
required when funds are transferred to the 774 local authority bodies.

The Nigerian government devolves at least 50 per cent of its budget to the sub-
national level. In the Delta State, for example, 64 per cent of the regional budget
comes from the federal government, with an added 13 per cent from oil
revenues, as it is a state within an oil-producing area. It is one of the richest
states in the country, yet has social indicators below the national average (there
is one doctor per 82,000 inhabitants, only 30—40 per cent of children are in
school, about 27 per cent of households have access to drinking water, and 30
per cent to electricity112). From a budget for 2007 of $1.27bn, the government of
the Delta State allocated only 5.1 per cent to education (1.5 per cent to primary
and secondary education), 3.8 per cent to health, and 2.6 per cent to water and
sanitation.""

This is the resource curse at regional level. Five local organisations from the
Niger Delta region (three of them working on budget monitoring and public
spending) were interviewed in the course of the research for this report. None of
them was able to establish the proportion of oil revenues made available for
education or health at sub-national level, and only one knew of the existence of
the NEITI.

Sources: NEITI Act (2007), personal communication from the NEITI
Communications Manager (8 April 2008), Government of Nigeria (2008), ODI
(2006b), Ibeanu and Luckham (2006), State Government of Nigeria (2007).

In 2008, the EITI gained renewed momentum, when the president of the
World Bank announced an enriched version of the initiative: the EITI++. The
EITI++ envisages transparency as a cross-cutting issue throughout the
extractive industry supply chain, from negotiation of contracts through to
the management of extractive revenues.

However, to date it has been poorly implemented. An evaluation of the way
in which the World Bank and the International Monetary Fund promoted
transparency in 57 resource-rich countries which receive support from these
institutions shows disappointing results,'4 and the success in practice of the
EITI++ must therefore be viewed with caution. ‘Overall, the assessment
found that while both institutions raise the concern of transparency at some
level in many resource-rich countries, the approach is neither consistent
across countries nor comprehensive. Furthermore, the institutions are
mainly focusing on the disclosure of revenues, including the EITI, and are
largely not promoting contract transparency or ensuring meaningful civil
society participation ..."115
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Box 7: Involvement of CSOs in the Chad-Cameroon Pipeline
Project

Following the discovery of the Doba oilfield in southern Chad, the ‘Chad-—
Cameroon Oil Pipeline Project’ was developed rapidly. Both the Chadian
government and private companies were in favour of the project, and in

1999 the World Bank decided to support the initiative with symbolic funding
of 0.4 per cent, on condition that the Chadian government developed a
revenue management plan to ensure sound and transparent management of
extractive revenues, which were then to be invested to meet development
objectives.

The result was Law 001/99, enacted by the government as an international
benchmark for the pro-development use of oil revenues. The law stipulated
a royalty of 12.5 per cent on production, with 10 per cent of revenues to be
set aside for a Future Generations Fund. Of the remaining amount, 4.5 per
cent was allocated to the producing region, 13.5 per cent to fund
government recurring costs, and 72 per cent for spending on development
plans, with basic social services a priority. Law 001 also established the
College de Controle et de Surveillance des Ressources Pétroliéres, a body
made up of representatives from ministries, trade unions, and civil society in
charge of overseeing expenditure of oil revenues.

Despite all these obligations being established by law, civil society
organisations (CSOs) soon began to express concerns regarding the
country’s lack of institutional capacity to manage such an ambitious project.
The Chadian government lacked (and still lacks) a mechanism for
monitoring payments made by companies; distribution of indirect revenues
from oil extraction was not covered by the law, and the country’s Poverty
Reduction Strategy Paper did not include an estimate of the expenditure
required per sector. Moreover, the law included a safeguard: it could not be
amended for at least five years. All of these shortcomings led CSOs to
demand that the World Bank delay implementation of the project for two
years. But investors were getting impatient, the government did not want to
wait, and the World Bank gave way.

Project implementation began in 2000 and oil revenues started to flow in
2004. Between 2003 and 2005 the Chadian health budget grew by 32 per
cent.""® During this period, Chadian CSOs (led by the Association for the
Promotion and Defence of Human Rights in Chad, or GRAMPT) monitored
public spending, providing analysis of investment per sector, oversaw
spending in projects financed by oil revenues,'"” and reported on the misuse
of funds for projects such as a football stadium in Doba. In addition to
controlling public spending of oil revenues, this budget-tracking role also
allowed CSOs to predict issues of management capacity and lack of political
will which subsequently arose in Chad.

In 2006, when Chad’s oil revenues rocketed, President Déby unilaterally
approved amendment of Law 001. The Future Generations Fund was
scrapped, the percentages of revenue earmarked for investment were
modified, and spending on ‘security’ became a ‘development priority’. In
2008, the political situation deteriorated and, following the declaration of a
state of emergency, the government suspended the spending control
mechanisms it had previously agreed with the World Bank.""®

Sources: UNDP, Human Development Index Reports for various years between
2004 and 2008, Association for the Promotion and Defence of Human Rights in Chad
(2003, 2004, 2005), Reuters (2008).



CSOs can play a crucial role in achieving pro-development spending of
extractive revenues. The presence of CSOs in budget-tracking bodies
must go together with guaranteed access to information and capacity
building of such organisations to monitor extractive industry revenues.
Supporting such processes has been a cornerstone of the work of
international non-government organisations such as the International
Budget Project (IBP), the PWYP campaign, the Revenue Watch
Institute, and the Open Society Institute. In addition to financial,
technical, and institutional support, such organisations have developed
manuals to help other CSOs in resource-rich countries to monitor
income and spending of revenues from extractive industries.11?
Experience in Chad also shows that the participation of civil society
must be supported by effective and properly co-ordinated formal
institutions that are able to monitor and sanction the behaviour of
governments.

Complaints channels will only be legitimate, and therefore properly
used, if they succeed in reducing the culture of impunity; if they can
guarantee independence of the institutions responsible for dealing with
complaints; if they are adequately resourced to carry out their duties
(particularly at the local level); and, most importantly, if they afford
protection to individuals lodging such complaints. In December 2008,
Marc Ona Essangui (the national co-ordinator of PWYP in Gabon),
Geroges Mpaga (president of Le Réseau Gabonais de Bonne
Gouvernance (ROLBG), a governance network in Gabon and a member
of PWYP), Gregory Ngoua Mintsa (a civil servant in Gabon), and
Gaston Asseko (a journalist working for Radio Sainte-Marie) were
arrested as part of a crackdown by the Gabonese authorities on social
and activist organisations reporting on government misuse of the
country’s oil and mineral revenues. These arrests took place despite the
fact that Marc Ona is a member of the national committee in charge of
supervising implementation of the EITI in Gabon.120

The Civil Society Legislative Advocacy Centre (CISLAC) works in
Nigeria to strengthen the links between civil society and its
representatives in parliament. In recent years, this organisation has
facilitated forums between members of parliament (MPs),
representatives from the extractive industries, and CSOs, as well as
conducting training sessions with MPs regarding the methodology for
NEITI reporting. It is no coincidence that the Nigerian parliament held
back the 2008 national budget for five months because of the
government’s lack of clarity regarding the allocation of surplus oil
revenues generated in 2007.121

In most countries, the national parliament is legally responsible for
monitoring budgets and public spending, but it frequently lacks the
necessary funds, capacity, or support to carry out this role. It is
therefore important to build the capacity of MPs in budget tracking.
The Africa All Party Parliamentary Group (a cross-party grouping of
MPs within the UK parliament) has recently requested greater support
from international donors to strengthen the capacity of MPs to carry
out the budget-tracking role that is expected of them.122
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Linking extractive revenues to an increase in effective public spending
is a matter for governments; indeed, it is an issue of good governance.
Addressing the ‘resource curse” and achieving this objective is not only
desirable for resource-rich countries - it is also essential if they are to
break the vicious circle of poverty and guarantee their populations
access to basic social services.

Lessons learned include some key issues: upgrading legal and fiscal
frameworks and renegotiating contracts with companies when needed,
due to previously opaque negotiating practices; establishing or
reinforcing public financial management systems where extractive
industry revenues can be prioritised for social spending; and
minimising the social and environmental impacts of extractive projects.
These measures require transparency all along the extractive industries
supply chain; democratic public oversight and participation in the
process (through the involvement of CSOs and parliaments); and
effective public institutions and mechanisms for control, monitoring,
and sanctions where necessary. Without these elements, all efforts will
fall short. Governments of resource-rich countries need to take the lead,
but for good or for bad, they are not alone in this process.

Set legal and fiscal frameworks for the extractive industry (EI)
sector, in order to protect the interests of the country’s people.
Existing frameworks or contracts which do not meet this principle
and go against the public interest must be revoked or amended, to
ensure a fair deal between companies and national governments.

Sign up to the Extractive Industries Transparency Initiative (EITI)
and impose maximum transparency throughout the sector’s value
chain, from licensing and the award of contracts stipulating the
government’s share of revenues, to the point of reinvestment of
such revenues in social spending. Governments should also
provide forums for accountability, and promote mechanisms of
checks and balances through national parliaments and civil society
organisations (CSOs).

Include civil society and community representatives in decision
making about EI policy;

Publish details of their EI revenues on a regular basis and avoid the
inclusion of confidentiality clauses in new contracts;

Detail the use of fiscal incomes from extractive industries within
national and local budgets and development plans, in both the
short and medium terms (i.e. for mitigating health and education or
environmental impacts in exploited areas) and the long term (i.e.
for productive diversification and to reconstruct sources of
livelihood in exploited areas). Governments should also ensure
equity criteria in the distribution of EI revenues at both national
and sub-national levels, and should develop counter-cyclical
management mechanisms to ensure the sustainability of public



investment in the event of significant, sudden, or volatile flows.

Establish/enact and implement appropriate regulatory
mechanisms that protect affected communities and conduct
independent impact assessment prior to approving EI projects;

Establish mechanisms for communities in affected areas to
participate in decision making and for protecting the right to free,
prior, and informed consent;

Promote agreements with tax havens included in OECD lists to
automatically receive information on inflows of companies with
activities within the country.

The production model mainly based on extractive industries can
undermine pro-poor, inclusive and socially and environmentally
sustainable development. For this reason, governments in countries
with recent natural resource discoveries should carefully evaluate
different options and consider possible alternatives to an economy
highly dependant on extractives industries, promoting a national
debate among all actors likely to be involved or affected. This debate,
prior to the decision on the exploitation of the resources, should
include, at a minimum:

Study the likely social impacts (displacement of populations,
destruction of livelihood resources) and environmental impacts in
the areas to be exploited;

Analyse the possible impacts of the distribution of revenues among
different regions, anticipating problems and establishing
redistribution norms before projects begin;

Identify ‘no-go” areas - zones that are established as being of
environmental and/or cultural importance for the nation.

Evaluate the quality and the capacity of public financial

management systems to plan and manage incomes from extractive
industries (which are usually volatile and difficult to estimate with
accuracy), undertaking necessary improvements before initiating the
process;

Evaluate the quality and capacity of institutional and regulatory
mechanisms for the control of corruption, clientelism, and
opportunism in both the public and private spheres and throughout
the entire chain of the extractive business, at both the national and
local levels;

Evaluate the degree of responsibility of non-government actors (civil
society, media, and others) in monitoring both the generation and
exploitation of public resources obtained from extractive industries,
especially at the local level.
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Assess the level of public and private resources that could be used in
other areas of development and their potential to generate
employment in more sustainable ways;

Assess the possibility of integrating extractive projects into a wider
development strategy at the national and local levels.

Reclaim their key role of defending the public interest in the
planning, management, and use of El revenues;

Demand transparency and the setting up of forums to ensure
government accountability in respect of extractive revenue spending
and to monitor private sector behaviour during exploration and
exploitation projects. In this context, a role for civil society is to
ensure governments are meeting the Millennium Development
Goals;

Strengthen alliances between CSOs monitoring EI revenues, those
working on budget tracking, and other actors involved, such as
national parliaments, progressive private investors, and
international NGOs;

Build their capacity to monitor and influence the EI value chain, as
well as to monitor and control tax evasion and potentially corrupt
practices. A number of non-government organisations (Publish
What You Pay, the Revenue Watch Institute, the International
Budget Project) and donors as UK Department for International
Development (DFID), Norwegian Agency for Development
Cooperation (NORAD), the World Bank and the EITI (multi-donor
fund) are willing to support CSOs in such areas.

Promote transparency throughout the EI sector and, in particular,
advocate for transparency in agreements between multinational
companies and governments of resource-rich countries;

Promote mandatory disclosure regulations for companies listing
shares on stock exchanges in OECD countries - for example, the
Extractive Industries Transparency legislation in the USA (the
proposed ‘American Law’);123

Establish and apply transparency and corporate responsibility
criteria for the companies they support through their export credit
agencies (ECAs). They must demand that such companies comply
with the highest international standards in the social, humanitarian,
and environmental spheres;!2* respect and adhere to OECD
guidelines and UN standards for multinational companies, as well
as the OECD Anti-Bribery Convention and the UN Convention
against Corruption; and consider the possible proposal of an OECD
convention on transparency and reporting for multinational
companies. ECAs should have in place policies requiring FPIC,
disclosure of payments and contracts, independent monitoring of
projects, and assurance of minimum governance conditions before



financing projects.

Encourage and support governments of resource-rich countries to
use El revenues to achieve the Millennium Development Goals and
for productive diversification. Support with ODA (Official
Development Assistance) to partner countries that ratify the EITI;
establish fair legal and tax frameworks; fight corruption; and show
commitment to improve public financial systems and to promote a
system of checks and balances through formal and informal
mechanisms (parliaments and CSOs). Donors must support
programmes to improve capacity to manage public resources, for
example, as the principles of the Paris Declaration establish for ODA
funds.125

Support programmes to strengthen the capacity of governments to
monitor existing contracts and to collect taxes in an effective way;

Support national parliaments and CSOs working at local, national,
or international levels to promote sound management of EI revenues
as part of a true EITT implementation;

Promote a minimum level of taxation on all extractives industries
that guarantees that countries keep for the future of their citizens a
major share of the benefits obtained;

Promote and support a national debate to analyse impacts before
embarking on extractive projects in non-dependent countries.

Comply with the highest international standards in the social,
humanitarian, and environmental spheres. It should welcome and
apply OECD guidelines and UN standards for multinational
companies, as well as the OECD Anti-Bribery Convention and the
United Nations Convention against Corruption, and possible new
conventions/initiatives on transparency and accountability that may
be put in place.

Agree to apply transparency in contract negotiations. Renounce the
inclusion of confidentiality clauses in contracts;

Accept fair terms of agreement, instead of taking advantage of their
own negotiating capacity with fragile states to ensure they benefit
disproportionately and unfairly;

Publish their payments for access to resources on an individual,
country-by-country, project-by-project basis and implement
transparent contractual and licensing arrangements;

Demonstrate commitment to human rights and sustainable
development principles and maintain a respectful dialogue with
communities. In line with this, undertake human rights and
environmental impact assessments and establish complaints and
reparation mechanisms;

Disclose meaningful information about EI impacts and benefits,
apply mitigation measures, and compensate adequately
communities that are physically and economically affected.
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The World Bank should support the development of strategies
aimed at gradually reducing the economic dependence of
developing countries on extractive industries. It should further
develop policy measures regarding common requirements for such
countries, in order to ensure that national resources are properly
targeted towards sustainable social investment.

The World Bank and the IMF should promote policies conducive to
achieving the MDGs, including through fair taxes on extractive
industries and improved public management.

The World Bank and the IMF should not accept extractive projects as
‘the model of development” and should only encourage and support
poor countries” extractive projects if there is clear evidence for a
positive and sustainable impact on poverty alleviation and no
relevant environmental damages.

The World Bank should make poverty reduction a priority over the
interests of producing countries, large corporations, and developed
countries when dealing with potential conflicts of interest which
may arise in future.

Regional development banks should establish payment disclosure
mechanisms for projects, as the International Finance Corporation
(IFC) currently does.

IFIs should have in place policies requiring FPIC, disclosure of
payments and contracts, independent monitoring of projects, and
the assurance of minimum governance conditions before financing
projects.

Regional economic blocks could have a key role to play in ensuring
fair deals for individual countries, providing negotiating strength.

In particular, Pan African institutions like the African Union
Commission and the Pan African Parliament can play a relevant role
in terms of accountability through peer-review mechanisms, helping
to ensure that national governments are held accountable.
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Dependence

0,
Unemployment m(igoi)ng . Dgpendence (%)
Employees per sector (2000-05) Minnig or hydrocarbon
rate sector/ GDP
current exports/Total Exports
prices)
Industry Fuels Minerals
Agriculture Services
% . Total % Survey Last year
M'[;”g Manufactures |, stry year % (2005-06) | 2006 2006
( ) %

Algeria 21 2 10 25 51 2000-04 14 45.9 98

Botswana 21 3 10 23 51 2003 18 38 90
Ecuador 9 0 15 22 64 2000-07 8 19 (2002) 59

Iran 24 1 18 31 45 2005-07 11 27.7 83

Jamaica 19 0 7 18 63 2000-06 10 4.6 (2001) 63
Kazakhstan 35 3 7 17 47 2001-04 8 16 (2004) 69

Mali 42 0 11 16 38 2004 9 7.2 74
Namibia 31 1 6 18 50 2000-04 22 11.7 54
Peru 2 16 0 46 53 2002-07 7 6 (2001) 64
Trinidad and

Tobago 6 3 10 29 64 2000-05 8 4.5 77

Tanzania 82 0 1 3 15 2001 1.9 (2003) 48
Zambia 72 1 3 6 23 2000 13 4.1 82

Sources: ILO data, UN Handbook statistics 2008 and IMF Statistical Appendix



Source: Human Development Report 2007, IMF Statistical Appendix, and UNCTAD Handbook
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Product

Hydrocarbons

Hydrocarbons
and minerals

Minerals

Hydrocarbons
Hydrocarbons

Hydrocarbons
Hydrocarbons

Hydrocarbons

Hydrocarbons
Hydrocarbons
and minerals

Hydrocarbons
Hydrocarbons

Minerals
Minerals
Minerals
Minerals
Minerals
Hydrocarbons

Minerals
Minerals

Hydrocarbons

Minerals
Hydrocarbons

Minerals

Minerals

Dependence
of GDP
(2005-06
estimate)l
%

61.7

38.0
9.9

60.4

44.5
19 (2002)
85.5

79.9

27.7
16 (2004)

7.2
14.2
1.8
11.7
5.8
44.6

6 (2001)

8.1

1.9 (2003)
4.5

0.7
4.1

1. % mineral or hydrocarbons sector/GDP current prices
2. % mineral or hydrocarbons exports/total exports
3. % public revenues from minerals or hydrocarbons

4. The HDI is a synoptic measure of human development. It measures the average progress achieved by a

Dependence
of exports
2006°

%

97.5

73.8

89.8
61.6

93.3
94.6

53.3
85.6

94.5

37.9

74.2
64.7
60.0

60.1
95.0
64.3

73.0
87.5

15.0
29.5

Dependence
of public Human
expenditure | Development
(2006 Index*
estimate)
%
80.2 0.446
0.695
18.7 0.654
35.5 0.532
82.3 0.548
45.0 0.388
17.86
(2002) 0.772
53.8 0.677
85.1 0.642
0.728
74.5 0.759
28.46
(2004) 0.794
0.38
0.55
0.384
4.6 0.65
0.374
79.0 0.470
0.773
0.411
0.526
0.467
52.7 0.814
0.505
0.434

country in three basic areas of human development: enjoying a long and healthy life, measured on the basis of

life expectancy at birth; having an education, measured on the basis of adult literacy rates and the gross

combined rate of registration in primary, secondary, and tertiary education; and leading a life of dignity, measured
on the basis of GDP per capita in parity purchasing power in US dollars (UNDP).
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This annex shows the potential sources of domestic financing from the export of oil and directed to meet the provision of essential services in some countries.
According to our estimates, some oil countries have the opportunity to substantially increase their expenditure per capita on education and health from 2009
to 2015, if (a) the share of extractive revenue is between 45% and 51% for producer governments and if (b) 20% and 16% of that revenue is going to

education and health respectively as public expenditure.

Year 2015
(million barrels per year)
Production (2) Domestic Available Reinvestments
consumption exports ($m) (5)
3 @=2)-(3)
Oil (1)
Africa:
Angola 985.5 23.08 962.42 3942
Chad 73.0 0.68 72.32 292
Nigeria 1131.5 145.13 986.37 4526
South
America:
Ecuador 182.5 68.76 113.74 730
Venezuela 620.5 251.55 368.95 2482
Desirable Desirable Population Public
public public 2015 expenditure
expenditure expenditure on (millions) on education
on education health ($m) (13) 2015 ($/pc)
($m) (12)=(10)*16% (14)=(11)/(13)
(11)=(10)*20%
Oil (1)
Africa:
Angola 5105.3 4084.2 21.2 240.82
Chad 384.6 307.7 13.4 28.71
Nigeria 5114.2 4091.4 175.7 29.11
South
America: 611.0 488.8 14.6 41.85
Ecuador 1950.7 1560.6 10.9 178.97
Venezuela

on education
($/pc) (15)

Operatives
costs ($m) (6)

6701.4
496.4
7694.2

1241.0
4219.4

Public expenditure

45.4
11.18
Na

28.4
57.99

Price
($/b)
(1)

70
70
70

70
70

Potential
improvement public
investment in
education
(16)=(14)/(15)

%

Rents ($m) Split public Revenues public
(8)=(4)*price-(5)- sector sector ($m)
(6) % (9) (10)=(1)*(9)
56726.0 | 45 25526.7
4274.3 | 45 1923.4
56825.5 | 45 255714
5990.8 | 51 3055.3
19125.1 | 51 9753.8
Public Public Potential
expenditure expenditure improvement
on health on health public investment
2015 ($/pc) ($/pc) (18) in health
(17)=(12)/(13) (19)=(17)/(18)
%
530 192.7 19.0 1013
257 23.0 6.8 340
- 23.3 7.3 319
147 33.48 55.67 60
308.6 143.18 39.97 358.2
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Year 2015
(million barrels per year)

Production (2) Domestic Available Reinvestments | Operatives Price Rents ($m) Split public Revenues public
consumption exports ($m) (5) costs ($m) (6) ($/b) (8)=(4)*price-(5)- sector sector ($m)
3 #=2)-(3) ™) (6) % (9) (10)=(71)*(9)
Oil (1)
Africa:
Angola 985.5 23.08 962.42 5913 16556.4 | 70 44900.0 | 45 20205
Chad 73.0 0.68 72.32 438 1226.4 | 70 3398.0 | 45 1529
Nigeria 1131.5 145.13 986.37 6789 19009.2 | 70 43247.0 | 45 19461
South
America:
Ecuador 182.5 68.76 113.74 1095 3066.0 | 70 3800.0 | 51 1938
Venezuela 620.5 251.55 368.95 3723 10424.4 | 70 11679.0 | 51 5956
Desirable Desirable Population Public Public expenditure Potential Public Public Potential
public public 2015 expenditure on education improvement public expenditure expenditure improvement
expenditure expenditure on (millions) on education ($/pc) (15) investment in on health on health public investment
on education health ($m) (13) 2015 ($/pc) education 2015 ($/pc) ($/pc) (18) in health
($m) (12)=(10)*16% (14)=(11)/(13) (16)=(14)/(15) (17)=(12)/(13) (19)=(17)/(18)
(11)=(10)*20% % %
Qil (1)
Africa:
Angola 4041 3232.0 21.2 190.61 454 420 152.5 19.0 802
N.Ch?d 305 244.6 13.4 22.82 11.18 204 18.3 6.8 270
'gena 3892 3113.8 175.7 22.15 Na - 17.7 7.3 242
South
America: 387 310.0 14.6 26.55 28.4 94 21.24 55.67 38
Ecuador 1191 953.0 10.9 109.29 57.99 188.5 87.43 39.97 218.8
Venezuela

Source: EIA, International Energy Outlook 2008 (IEO2008 reference case)
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Notes to Table 3:

General Note: Production and investment costs with respect to Scenario A have been increased in order
to calculate estimates in a more conservative context.

1. Liquid fuels and other petroleum products (also referred to as liquids) include petroleum-derived fuels
and non-petroleum-derived fuels such as ethanol and bio-diesel, coal-to-liquids, and gas-to-liquids.
Petroleum coke, which is a solid, is also included, as are natural gas liquids, crude oil consumed as a
fuel, and liquid hydrogen.

2. The IEO2008 reference case reflects a scenario in which current laws and policies remain unchanged
throughout the projection period. Demand in the reference case: liquids are expected to remain the
world’s dominant energy source throughout the IEQ2008 reference case projection, given their
importance in the transport and industrial end-use sectors. Supply in the reference case: to meet the
increment in world demand for liquids in the IEQ2008 reference case, total supply in 2030 is projected to
be 28.2m barrels per day higher than the 2005 level of 84.3m barrels per day.

3. The proportion of domestic consumption for these countries in 2015 remains the same with respect to
worldwide consumption in 2006.

4. Available oil production after deducing internal consumption.

5. According to calculations by Intermén Oxfam (2008) in the report ‘Small Print Spells Raw Deal’ on ol
contracts in Latin America (based on various production scenarios for several companies for a
theoretical field yielding 50m barrels of oil over 17 years): an investment of approximately $200m, or $4
per barrel, is required. Considering that the geology of an oilfield represents an ‘average’ risk, the same
figures are here applied to Africa. In the case of Scenario B, the figures have been increased by $100m
for the investment required to produce 50m barrels of oil.

6. According to calculations by Intermdn Oxfam (2008) op. cit., operating costs in South America were
estimated at about $6.8 per barrel for an oilfield yielding around 50 million barrels. Considering that the
geology of an oilfield represents an ‘average’ risk, the same figures are here applied to Africa. It should
be pointed out, however, that the ODI, in its 2006 report ‘Does the Sustained Global Demand for Oil,
Gas and Minerals Mean That Africa Can Now Fund Its Own MDG Financing Gap?’ mentions the case of
Nigeria, with operating costs of close to $6.8 per barrel in an oil contract between the Nigerian
government and Shell in 2004. However, the costs of production per barrel have been estimated at $10
per barrel in the case of Scenario B.

7. Prices: the reference case reflects a price path that departs significantly from prices prevailing in the
first eight months of 2008, i.e., relatively high prices. Average world oil prices in every year since 2003
have been higher than the average for the previous year. Prices in 2007 were nearly double 2003
prices, in real terms. Prices rose further in the third quarter of 2008, reaching $147 per barrel in mid-
July; well above the historical inflation-adjusted record price for a barrel of oil set in the early 1980s. In
nominal terms, world oil prices in the IEO2008 reference case decline from the current high levels to
around $70 per barrel in 2015, then rise steadily to $113 per barrel in 2030 ($70 per barrel in inflation-
adjusted 2006 dollars).

8. Gross revenue (rents) corresponds to the following definition of revenue: income from exports, minus
investment and operating costs.

9. Proportion of the gross revenue (rents) that could go to the government, according to figures from the
Country Analysis Brief of the EIA.

10. The Global Campaign for Education demands that 20% of public spending should go for education.

11. 16% of public spending for investment in health (one percentage point more than the Abuja
commitment of African governments signed in 2006).

12. UNDP, Human Development Report 2007.

13. (15) and (18) As per figures from UNESCO (for the period 2003-06), UNDP (for the period 2001-
05), and the World Bank (years 2004 and 2005).
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! It has also been shown that the inverse relationship between abundant natural
resources and economic development is linked to worsening poverty indicators,
fragile health systems, child mortality, and low levels of education (Karl 2007).

2 Between 1970 and 1993, economic and social development in countries lacking
natural resources was four times more rapid than in countries rich in such resources
and with twice the public income (Auty, 1997). The International Monetary Fund and
World Bank conclude from their own experiences that countries which rely most on
extractive industries show the worst results in development and economic growth
(Gary, 2003).

®Generally in economic literature, the term ‘resource curse’ is used to talk about the
negative effect on development and economic growth that results from economic
dependence on natural resources.

4 ‘Only large and powerful global and state actors can get into the oil game. Only those
who control political power can grant the opportunity to make money from oil, and
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