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Extractive industry rents are growing worldwide
with exploration pushing into frontier areas
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Sub-soil natural resource endowments and associated rents—if well harnessed and managed—can serve as a boon to developing countries.  Too often, unfortunately, the extractive industries of oil, gas, and mining have been associated with the ‘resource curse’—whereby nations with greater wealth from natural resources grow more slowly than those that are resource-poor and suffer from weak accountability and institutions, poor social capital, and increased likelihood of conflict —although the extent and inevitability of this curse continue to be debated.  In many developing countries, whether for better or for worse, natural resources are the proverbial main game in town—and understanding the political economy surrounding resource rents is crucial to achieving sustainable development built on resource riches. 


Institutional quality is central to the dynamics of the
resource curse

* Resource curse: Developing countries rich in natural resources grow
more slowly than those that are resource-poor

* Resource-dependent developing countries suffer from poorer levels
of institutional quality then they should, given income levels

* Institutional quality and the resource curse are mutually constitutive

Institutional quality will most likely condition the quality of economic
policy and natural resource management

Natural resource extraction might even bring about an erosion in
governance
"Oil is the devil’s excrement."

— Juan Perez Alfonso, former Venezuelan Oil Minister and OPEC co-founder,
in the 1970s
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As we’ve heard clearly this morning, governance challenges surrounding natural resource management (NRM) have become increasingly central in developing countries across the world

A degree of agreement has evolved on the appropriate macroeconomic and technical policies and institutional mechanisms to put in place to manage the resource paradox successfully.  But it is also recognized that the key determinants of success for countries rich in natural resources are the overall governance framework and the political economy of rent extraction and management.  

What this activity is really animated by is the view that we are still lacking an integrated, coherent and operationally relevant diagnostic framework for political economy and governance assessment rooted in the sector.

To this end, we are building on the comprehensive NRM “value chain” approach, with the particular focus on understanding the political economy context, including the various drivers that influence the climate for sound governance. 



And the way that we are attempting this is through the cross-country diagnostic framework or methodology that I’ll describe here.

We believe that the cross-country (and cross-regional) approach has three sets of benefits:

It creates a global knowledge product that brings together the contemporary experiences of a group of countries grappling with the resource paradox

The comparative approach gives us the analytical leverage to be able to draw more general conclusions and causal mechanisms

In turn, and with the complementary micro focus that the value chain gives us, we can develop operationally relevant assessment and policy advice in natural resource management.




Resources shape a country’s political economy
through the 'rentier effect’

Natural resources yield extraordinary rents and turn countries into
'rentier states’

Resource rents affect the state’s patterns of revenue collection and
spending in specific ways

Windfall rent streams reduce the need for non-resource taxation,
attenuating administrative capacity-building and weakening the tax-
accountability linkage

Public office and public resources become valuable political-economic
commodities

Natural resource extraction provides a number of channels to
distribute rents; these distributive patterns constitute the 'rentier
effect’
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Why are the governments of resource- rich states so often unable to
implement the corrective policy measures available to mitigate many

of the patterns that cumulate into the resource curse?
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The micro-political economy of the resource curse
rests on how rents flow through the system

Generating Distributing
Resource Rents Resource Rents

Resource Sector agencies,
ministries, NOC, The Fisc Contractors,
Companies Beneficiaries

* How effectively does a government generate resource rents?
- Enabling framework for hydrocarbon production or mineral extraction

- Design of the fiscal regime and administrative capacity

* How effectively does the government invest resource wealth in a
sustainable, pro-development manner?

- Public investment prioritization, distribution, and implementation
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Two political economy dimensions help explain how a
country performs in rent generation and distribution
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regime and overall political-economic context in terms of how natural resource rents are managed.  We highlight two dimensions (each explained and disaggregated below):

-The ability of actors to enter and sustain intertemporal commitments—or the degree to which policy stability and bargains over time can be enforced and deviations from such agreements are subject to sanction; and 

- The overall political inclusiveness of the prevailing state-society compact—or the extent to which diverse social, economic, and political viewpoints are incorporated into decision-making.



The typology elaborates four settings of resource-dependence:

-Systemic instability: political-economic settings characterized by persistent instability and a high degree of political contestation that leads to frequent turnover among conflicting groups, often referred to as ‘roving bandits’ in the development literature.  Extractive capacity is low; and constant theft from society means economic production is low.  The exercise of power faces few constraints yet no political force is able to assert power over its opponents for a long time. As a result of these short time horizon, the exploitation of public resources for private gain is common,

-Hegemonic government: an uncontested dominant political force or one-party regimes—stationary bandits—that successfully monopolize ‘theft’ through regular taxation and provide, in turn, peaceful order and public goods for society.  Note that the degree to which the regime needs to pay off other social groups (usually with a mix of particularistic and developmental goods) varies within this box and also relates to the predictability of succession and the potential of revolts—in Angola, for example, the ruling elite is able to enrich itself with relative inattention to broader societal demands; whereas in Suharto-era Indonesia, a certain degree of broad-based growth and development was necessary to underwrite the regime’s grip on power.

-Clientelist pluralism: political-economic settings where some degree of political competition (mainly through electoral contests) takes place, on the basis of extensive patron-client networks.  The reliance on particularistic goods to mobilize support not only undermines vertical and horizontal accountability, but has self-enforcing characteristics that lead to the under provision of public goods.

-Programmatic pluralism: electoral competition on the basis of programs, with built-in democratic mechanisms of horizontal and vertical accountability.



Weaker / less enforced				Stronger / more enforced

High	Payoff from deviating from agreement		Low

Weak	Sanctions for reneging on commitment		Severe

Low	Degree of political institutionalization		High

High	Stakes of controlling office			Low

Patronage	Strategies to mobilize of political support		Programmatic

Weak	Bureaucratic autonomy and competence		Strong

High	Political fragmentation			Low




Numerous data sources can be triangulated to sketch
the feasible policy space for reforms

. . 4 =1 - - - - °
Clientelist : Programmatic
. . .. . Norway i
Pluralism ° o & Pluralism
° <
L ] . ® . .
Mexico_ Chile
3 - ¢ T @ ¢ e
Lao PDR

m - - - c_.-"'-c - - -

g 3 Ghana - ¢ L L

o ° Ecuador ¢

§ - Nigeria - O o e P - . -

E 2 4 . . : & . » 3 e P e § oo . . -

ﬁ - - - M | -

e > % ‘[ | ongolia

_g.- < nger L) ’Bo.“".'a' L] -

14« @-Congo, Dem.Rep. = = . . -
Patrimonial . Hegemonic
Government o0 . Government
T I I T T
0 1 2 3 4

intertemporal policy coordination

- nonresource-dependent ¢ resource-dependent —— linear prediction (all countries) ‘

Source: 1aDB Public Policy Attributes (PPA) “Intertemporal Policy Coordination” variable;
French Development Cooperation Institutional Profiles Database (IPD) “Political Inclusiveness” variable.


Presenter
Presentation Notes
Less inclusive / 

less collectively oriented

More inclusive / 

more collectively oriented

Less credible / weaker enforcement

Patrimonial Rule

Individualized political authority, built on a hierarchy of cronyism; emphasis on private (elite) goods; exploitation of public resources for private gain 

 Clientelist Pluralism

Political competition based on extensive use of clientelism; provision of particularist goods; low horizontal accountability

More credible / stronger enforcement 

Hegemonic Government

Institutionalized one-party regime; either predatory or benevolent; emphasis on private (elite) goods with some particularist and public goods

Programmatic Pluralism 

Electoral competition based on programs geared toward collective welfare enhancement;  provision of public goods; horizontal and vertical democratic accountability  




Cambodia—patrimonial rule

* Weak intertemporal credibility:
short time horizons and winner-
takes-all politics

* Low political inclusiveness:
Cambodian People’s Party
dominance

» Elite capture of rents

Lack of legal framework, capture of National Petroleum Authority

» Rent distribution benefit elites

Off-budget rents, procurement system used for rent distribution

Reforms: public financial management; demand-side approaches
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Laos—hegemonic government
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Political involvement in contracts has heightened investor confidence

» Some portion of rents transformed into public goods, but also
private goods for elites

Weak public investment planning; powerful governors

Reforms: legal/regulatory framework; public investment systems
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East Timor—clientelistic pluralism

* Weak intertemporal credibility:
political instability and cycles of
violence

* Increasing political
inclusiveness: broad-based
parties and elections

AUSTRALIA
A

1000 km

» Good rent generation, but weakening

Criteria-based contract bidding = more secretive consortia deals
» Some degree of rent distribution to population through budget

Consumption spending high, weak procurement system

Reforms: enclave capacity-building in petroleum sector; public
financial management
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Fair performance on rent generation, subject to instability

Licensing system subject to multiple points of discretion

Significant rent distribution to public through social transfers and
public investments in infrastructure, but leakages also high

accountability reforms; legal/regulatory reform
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Moving from analysis to action with
‘sood-fit’ reform options tailored to context
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Political economy analysis intended to inform areas for tractable support for natural resource led development, not despair

The presence of significant resource rents mean that there will be real competing interests

Inform coherent actions by international development agencies

Sense the WBG, other international agencies, can be honest broker….

Develop and enforce norms to better leverage  rents for developing countries

“Fair” contracts benefit from international enforcement and section

Business case for all companies

Shift rent extraction enabling environment for “rent bargain”

Credibility

Capacity




Three principles of incentive-compatible intervention
for transforming rents into riches

Extend time horizons, enhancing intertemporal credibility

Simple, non-discretionary regulatory framework can help to minimize
investor uncertainty and ensure bargains (state-investor) and policy
compacts (state-society) are adhered to and enforced

Enhancing transparency builds greater credibility and lowers risk

Mobilize stakeholders and enable collective action, increasing
inclusiveness

Empower third-party audit and oversight (international, local levels)
to ease information asymmetries across the value chain

Distributing decision-making authority helps to build in checks and
balances and foster cooperation across agencies

Enclave institutions and capacity, building limited functionality in
natural resource management, complemented with contracting-in
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