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16 BANNON AND COLLIER

Note

1. An additional issue, not discussed here, is whether the way of raising
growth inadvertently increases the risk of conflict. Collier and Hoeffler (2003}
find that policics that raise growth rates do not directly increase the risk of

conflict.
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CHAPTER 2

The Natural Resource Curse:
How Wealth Can Make You Poor

Michael Ross

SINCE THE MID-1990s THERE HAS BEEN a growing body of research on the
causes of civil wars. One of the most surprising and important findings
is that natural resources play a key role in triggering, prolonging, and
financing these conflicts. This report summarizes the main findings of
recent scholarship on the role of natural resources in civil wars and
discusses some policy options.

The natural resources that cause these problems are largely oil
and hard-rock minerals, including coltan, diamonds, gold, and other
gemstones. Sometimes other types of resources are also at faul—
notably timber. And if drugs are considered a natural resource, they
too have played an important role in several conflicts, Table 2.1 lists
17 recent conflicts thar are linked to natural resources. In eighr of
these, gemstones are one of the resources; in six, the resource is oil
or natural gas; in five, it is some type of illicit drug; and in three
cases, it is timber. In most of the conflicts, multiple resources play
a role.

Resource-related conflicts may pose special problems for the stares
of Africa. Of the 17 resource-related conflicts in table 2.1, nine are in
Africa. Moreover, conflicts in Africa, of all the world’s regions, show the
most worrisome trerds. Berween 1992 and 2001 the number of armed
conflicts outside of Africa dropped by half, yer the number of conflicts
in Africa stayed roughly the same {table 2.2}, Moreover, within Africa,
armed conflicts have grown more severe. During the 1970s and 1980s,
half of all intrastate conflicts in Africa could be classified as civil
wars-—that is, they generated at least 1,000 battle-related deaths each
year. In the 1990s two-thirds of Africa’s intrastate conflicts were civil

17
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Table 2.1 Civil Wars Linked to Resource Wealth, 1990-2002

Country Duration Resources

Afghanistan 1978-2001 Gems, opium

Angola 197520022 Oil, diamonds

Angola (Cabinda) 1973- Qil

Cambodia 1978-97 Timber, gems

Colombia 1984~ Oil, goid, coca

Congo, Rep, of 1997 0il

Congo, Dem. Rep. of 1996-97, 1998- Copper, coltan, diamonds,
gold, cobals

Indonesta (Aceh) 1975- Nartural gas

Indonesia (West Papua) 1969 Copper, gold

Liberia 1989-94 Timber, diamonds, iron,
palm oil, cocea, coffee,
marijuana, rubber, gold

Morocco 19735- Phosphates, ol

Myammar 1949~ Timber, tin, gems, opium

Papua New Guinea 1988~ Copper, gold

Peru 1980-95 Coca

Sierra Leone 1991-2000 Diamonds

Sudan 1983~ Gil

Neoter Separatise conflices are listed in iralics.

Table 2.2 Armed Conflicts in Africa and the Rest of the World,

1985-2001

Year Africa Rest of world
1989 14 33
1990 17 12
1991 17 34
1992 15 40
1983 11 35
1994 13 29
1995 9 26
1996 i4 22
1997 14 20
1998 15 22
1999 le 21
2000 15 19
2001 14 20

Source: Adapted from Wallenseeen and Sollenberg {2000),
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Table 2.3 Civil Violence in Africa by Decade, 1970-99

Period Minor conflict® ntermediate conflict® Civil war®
1970-79 5 2 7
1980-89 3 0 ]

a. A minor conflict produces ar feast 23 bartle-related deaths per vear and fewer than
1,000 battle-relared deaths over the course of the condlice.

b, An inwermediare conflice produces ac least 23 battle-related deaths per year and an
accumulated total of at least 1,800 deaths, but fewer than 1,000 in any given year,

c. A civil war produees ar lease 1,000 baccle-relared deaths per year

Sonrce: Dara are taken from Gleditsch and others (2001},

wars. Africa had seven civil wars in the 1970s, eight in the 1980s, and
14 in the 1990s (table 2.3).

Before proceeding, it is useful to clarify two facts. First, natural re-
sources are never the only source of a conflict. Any given conflicr is
brought about by a complex set of events; often poverty, ethnic or re-
ligious grievances, and unstable governments also play major roles.
But even after these factors have been taken into account, studies con-
sistently find thar narural resources heighten the danger that a civil war
will break out and, once it breaks out, that the conflict will be more
difficulr to resolve. Second, natural resource dependence never makes
conflict inevitable. Resource wealth raises the danger of civil war, but
for every resource-rich country that has suffered from violent conflicr,
two or three have avoided it. Better policies may help to reduce the
likkelihood that resources will generate conflicr and ro direcr resource
wealth instead ro education, health, and poverty reduction.

This chapter presents an overview of whart recear scholarship can
teil us abour the role rthar natural resources play in civil wars. It sug-
gests four main pathways through which resources lead to armed
conflict: their effects on economies, their effects on governments, their
effects on people living in resource-rich regions, and their effects on
rebel movements. It offers some examples of each dynamic and dis-
cusses ways in which the international policy community could inrer-
vene to counteract these effects.’

Resource Dependence and Economic Performance

Resource dependence tends to make countries more susceptible to civil
war through two economic effects: a reduction in growth and an in-
crease in poverty.
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Economtic Growth

It may seem paradoxical that a “gift” from nature of abundant gem-
stones, gold, or oil tends to cause economic distress. Yer study afrer
study has found that resource-dependent economies grow more slowly
than resource-poor economies.” A recent report by the World Bank,
for example, looks ar the economic performance in the 1990s of coun-
tries that have large mining sectors (World Bank 2002).° Ir finds thar
in countries with medium-size mining sectors (berween 6 and 15 per-
cent of all exports), gross domestic product (GDP) per capita fefl at an
average rate of 0.7 percent a year over the course of the decade. In
countries with large mining sectors (berween 15 and 30 percent of ex-
vorts), GDP per capita dropped an average of 1.1 percent a year, while
in countries with very large mining sectors {over 50 percent of exports)
GDP per capita dropped a remarkable 2.3 percent a year. Collectively
these mining states saw their GDP per capiea fall 1.15 percent a year—
a drop over the course of the decade of almost 11 percent {World Bank
2002; see also Ross 2002¢).

This is a catastrophic record on economic grounds alone, But iralso
has implications for the susceprtibility of these states to civil war: re-
cent scholarship shows that when a country’s growth rate turns nega-
tive, a civil war is more likely to break out (Collier and FHoeffler 2001,
Hegre 2002). In the three vears leading up to the war in the Democra-
tic Republic of Congo, for example, GDP growth averaged -5.56 per-
cent; in the three years before the Congo Republic’s civil war, growth
was —1.94 percent; on the eve of Liberia’s civil war, growth averaged
~1.34 percent (fgures are from World Bank 2001).

Poverty

A country’s reliance on nonfuel mineral exportis—and possibly oil
exports as well—also tends ro create arypically high poverty rates.
One reason for this pattern is that resource-rich governments do an
unusually poor job of providing education and health care for their
citizens. Ross (2001b) finds a strong correlation between greater de-
pendence on oil and mineral exports and higher child mortality rates:
for each increase in minerals dependence of five points, the mortality
rate for children uader the age of five rose 12.7 per 1,000; for each
fve-point increase in oil dependence, the under-five morality rate rose
3.8 per 1,000."

Again, this pattern is intrinsically worrisome, but it also has conse-
quences for a state’s susceptibility to violent conflict. The greater a
country’s poverty, the more likely it is to face a civil war (Collier and
Hoeffler 2001; Elbadawi and Sambanis 2002; Fearon and Laitin 2002},
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It is not surprising that people are more likely to rise up against their
government when their economic predicament is bad and getting
worse. Rebel groups find it easier o recruit new members when poverty
and unemployment are widespread, since the prospecr of combar and
looting seems more attractive by comparison.

A glance at the world’s most oil-dependent seates, and most mineral-
dependent states, illustrates these patterns. Table 2.4 lists the worlds 20
most mineral-dependent states. Remarkably, the World Bank classifies

Table 2.4 Resource Dependency: Nonfuel Mineral-Dependent
States and Oil-Dependent States

Minerals Ol
Rank State Dependence State Dependence
1 Botswana 35.1 Angola® 68.5
2 Sierra Leone® 28.9 Kuwait 49.1
3 Zambia® 26.1 United Arab 46.3
Emiraces
4 United Arab 18.2 Yemen® 46.2
Emirates
5 Mauritania® 18.4 Bahrain 45.7
6 Bahrain 16.4 Congo, Rep. of 40.9
{Brazzaviile)®
7 Papua New 14.1 Nigeria 39.9
Guinea
8 Liberia® 12.5 Oman 39.5
9 Niger® 12.2 Gabon 36.1
10 Chile 11.9 Saudi Arabia 34.3
11 Guinea® 11.8 Qatar 33.9
12 Congo, Dem. 7.0 Algeria 23.3
Rep. of”
i3 Jordan 6.3 Papua New Guinea 1.9
14 Bolivia® 5.8 Libya i9.8
15 Togo® 5.1 Iraq 19.4
16 Central African 4.8 Venezuela 18.3
Republic®
17 Peru 4.7 Norway 13.5
18 Ghana® 4.6 Syria £3.5
19 Bulgaria 4.0 Ecuader 5.6
20 Angola® 36 Bhutan 6.8

Note: Bold signifies a civil war since 1990, Mireral dependence is the rario of non-
fuel mincral exports to GDP. Oif dependence is the eatio of oil, gas, and coal exports to
GDP. Figures are for 1993,

a. Defined by the World Bank as a highly indebted poor country.
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12 of the 20 as “highly indebted poor countries”—the most troubled
category of states—even though they earn large sums of foreign ex-
change from the sale of their resources. Since 1990, five of them have
had civil wars. Table 2.4 also lists the world’s 20 most oil-dependent
stares. Here, too, the record is grim. Three of the top six states are
classified as highly indebted poor countries, and, once again, five of the
20 suffered from civil wars in the 1990s.°

What Can Be Dones

The international community could take two types of measures that
would help resource-rich economies. These suggestions and the others
in this chapter are preliminary ideas only, designed to stimulate further
analysis and discussion.

Promote Diversification through Trade Liberalization.  One way to
reduce the dependence of governments on resource revenues is to help
them to diversify economically. States with more diverse exports are
better protected against international market fluctuations and are less
prone to the resource curse, For oil and mineral exporters, one obvi-
ous route to diversification is to develop downstream industries, which
can process and add vaiue to raw materials. Many downstream enter-
prises use large numbers of low-wage workers and, hence, offer special
opportunities to the poor,

Yet downstream industries in oil- and mineral-dependent states
rarely succeed. One reason is that the advanced industrial srates
place higher tariffs on processed goods than on raw materials to
protect their own manufacturing firms against competition. The states
in the Organisation for Economic Co-operation and Development
(OLECD) place no tariffs at all on the import of much unprocessed oil
and many minerals, including aluminum, copper, crude oil, lead, nickel,
tin, and zinc. Yet if oil- and mineral-rich countries wish to add value
to these raw materials and export them in refined or processed
form—such as aluminum kitchenware, copper wire, or plastic resins-—
they quickly run into QECD tariffs and nontariff barriers (table 2.5).
By removing the tariffs and nontariff barriers to value added
goods, the OECD states could help the resource-dependent states to
diversify.

Find Better Ways to Reduce Revenme Volatility. Many of the
problems caused by resource dependence come from the volatility of
resource revenues. For the last century, the international prices for
primary commodities—including oil and minerals—have been more
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Table 2.5 Mean OECD Tariffs on Processed and Unprocessed
Extractive Products

Product and description Tariff
Copper
Copper ores and concentrates Q.00
Wire of refined copper, if maximum cross-sectional dimension 4.06
exceeds 6 millimeters
Tubes and pipes of refined copper 4,12
Cooking or heating apparatus used for domestic purposes 3
Aluntinun:
Aluminum ores and concentrates 0.00
Unwrought aluminum {nor alloyed) 4.10
Wire of aluminum, if maximum cross section exceeds 7 millimerters 6.13
Tabie or kitchenware of aluminum 5.83
Lead
Lead ores and concenerares 0.00
Refined lead 1.88
Lead tubes, pipes, and Atings 3.90
Nickel
Nickel ores and concentrazes 0.00
Nickel bars, rods, and prohies (nort alloyed) 0.33
Tubes and pipes of nickel {nor alloved) 0.31
Cloth, grill, and netting of nickel wire 0.77
Tin
Tir ores and concentrates 0.00
Tin rods, bars, profiles, and wire .36
Tin tubes, pipes, and frrings 040
Zine
Zinc ores and cencentrates (.00
Refined zine (containing by weighe 99.99 percent or more of zing) 1.80
Zinc bars, rods, profiles, and wire 3.84
Zinc tubes, pipes, and pipe Attings 3.92
Petroleun:
Petroleum oils, crude oil 0.00
Petrolesm resins, coumarone, indene, or coumaronc-indene 7.00
fesins, and polyterpenes
Woven fabrics made from high-tenacity varn of nylon or other 8.47

polvamides or of polyesters
Polyethylenc (used for grocery bags, shampoo bottles, children's roys)  6.87
Polymers of vinyl chioride (PVC plastic) 7.52
Polycarbonates (used for Hight fittings, kischenware, and compact disks}  7.84

Sorerce: UNCTAD-TRAINS dasabase {(United Narions Conference on Trade and
Developrent Trade Analysis and Information System}; available at www.uncad.org/
erainsfindex.bm fconsulted June 1, 2001].
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volatile than the prices for manufactured goods (Grilli and Yang 1988).
Since 1970 this volasility has grown worse (Reinhart and Wickham
1994). This means that when countries become more dependent on
oil and mineral exports they also become more vulnerable to eco-
nomic shocks.® Studies show that revenue shocks tend to promote
corruption, weaken state institutions, and create a host of budger and
management problems. In theory, governments shouid be able o
buffer their economies against these macket shocks by setting up sta-
bilizatton funds and, perhaps, savings funds. Yet in practice these
funds are often poorly managed and wind up doing more harm than
good (Ascher 1999; Davis and others 2001). Policymakers should
consider better ways for governments to smooth their revenue flows—
not, perhaps, through stabilization funds but through other devices,
such as loag-term contracts and insurance mechanisms. This is a crit-
ical area for additional research and policy innovation.

Resource Dependence and Governance

Natural resource dependence also has an impact on governments, A
strong and effective government should be able to offset some of the
economic and social problems caused by resource dependence. But re-
source dependence tends 1o influence povernments themselves, making
them iess able to resolve conflicts and more likely to exacerbate them.
This occurs through three mechanisms: corruption, state weakness,
and reduced accounzabiliry.

Corruption

The fiest mechanism is government corruption. There is strong evi-
dence that, when a government gers more of its revenue from oil,
minerals, and timber, it is more likely to be corrupt. Part of this prob-
lem is due o the sheer volume of resource revenues: governments can
absorb, and effectively track, only limited amounts of money. Re-
source wealth often floods governments with more revenue than they
can manage effectively. Another part of the problem comes from the
volarility of resource revenues: sudden ebbs and flows of revenues tend
to overwhelm normal budgeting procedures and can weaken state
institutions.’

There are, unfortunately, many examples of resource-linked cor-
ruption. In the case of a major oil-exporting African country, almost
$1 billion reportedly disappeared from the government’s accounts in
2001 due o corruprion. Fiscal discrepancies over the previous several
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years represented berween 2 and 23 percent of the country’s GDP. Most
of these losses were linked to the country’s dependence on oil. Large
fractions of the signing bonuses for oil contracts disappeared, and the
state oil company was criticized for managing the country’s oil receipts
through “a web of opaque offshore accounts,” even though local law
requires that the funds be handled by the central bank (Cauvin 2002;
also see Global Witness 2002),

Weak Government

Natural resource wealth, ironically, can weaken governments—making
them less capable of resolving social conflicts and providing public
goods like health care and education. This can happen in two ways.
One is by weakening the state’s territorial control. If a country has a
resource that is highly valuable and can be mined with little training
or investment—such as alluvial gemstones and minerals like coltan
and tanzanite—it will be difficult for the government to provide law
and order in the extractive region. This opens rhe door for criminal
gangs, warlords, and rogue military officers, who may eventually grow
strong enough to challenge the government (see Reno 1995, 1998;
Ross 2002Db).

A second way this occurs is by weakening a state™s bureaucracy.
Some scholars have found that, when governments raise their revenues
from oil instead of raxes, they fail to develop the tvpe of bureaucracy
that can intervene effectively in sociai conflicts. The result may be a
heightened danger of civil war (Beblawi 1987; Fearon and Laitin
2002; Karl 1997; Mahdavy 1970).

Unaccountable Government

The third effect is reduced government accountability, Governments
that get their income from natural resources become less democratic
and hence less accountable—than countries that rely on other sources
of revenue, such as taxation. One reason for this pattern is that when
governments have an abundance of revenues they tend o use them
to quell dissent—both by dispensing patronage and by building up
their domestic security forces. Indeed, oil- and mineral-rich govern-
ments generally spend unusually large sums on their military forces
{Ross 2001a).

A second reason is corruption: instead of serving all eitizens equally,
corrupt governments tend to favor the wealthy, since the poor cannot
afford to pay the necessary bribes. A third way is through the involve-
ment of the military, In some states, resource industries are controlled
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by the military, giving the military more independence from, and
greater influence over, the civilian government. In Indonesia, for ex-
ample, the military has a large stake in many forest concessions and
collects fees from oil, gas, and mineral companies. Since this money
goes directly to the military, it does not pass through the central gov-
ernment’s normal budgesing procedures, and the legislature has no in-
fluence over how it is spent. The result is that certain resource sales
make the military less accountable to the legislature, undermining
Indonesia’s fragile democracy.

Once again, the harm that resource dependence does to democracy
is intrinsically deplorable, but it also can make states more vulnerable
to civil war, Several studies find a link between a government’s ac-
countability and the likelihood that it will suffer from a civil war®
Governments that are less than fully democraric are less able to resolve
the grievances of their citizens and hence may be more prone to out-
breaks of violent conflict.

It is easy to see how the effects of resource dependence on economies
and governmenrts can reinforce one another, creating a trap. Economic
stagnation tends to destabilize governments. When governments are
unstable, corruption can flourish. Corrupt governments cannot man-
age their economies well or properly counteract economic stagnation.
Many countries have fallen inre these kinds of traps; sometimes the
outcome is a downward spiral thar eventually leads to civil war—for
example, in Algeria, the Democratic Republic of Congo, Liberia, and
Sierra Leone.

What Can Be Done?

Perhaps the mose importane international response is to promote
revenue transparency, both at the international and domestic levels.

Make Paynients fron Transnational Contpanies Transparent.  Gov-
ernments misuse the revenues they per from natural resources in part
because the quantities are so large, and the government collects them
in ways thar are difficult for their citizens to track. Many of these
funds wind up in off-budger accounts or the pockets of government of-
ficials and are never heard of again. The Publish What You Pay cam-
paign has called attention to this problem and developed a strategy to
persuade companies to disclose fully alli payments they make to host
governments. Chapter 3 offers a careful and comprehensive assess-
menet of this issue.

Full disclosure of all resource revenues would be a major step to-
ward curtailing corruption in the resource sector. But it is critical that
a disclosure regime be comprehensive and mandarory. A pardal regime
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may be worse than none at all: imagine, for example, that responsible
companies decide to disclose all payments they make to host gov-
ernments and, as a result, they are no longer able to work in countries
with high levels of corruption. If the responsible companies are then
replaced by other firms, which do not comply, the outcome is even
worse: irresponsible firms are free ro work with unscrupulous gov-
ernments, and responsibie firms are driven our of high-risk countries
altogether.

Increase Dowmestic Financial Transparency.  Evenifall foreign firms
comply with a full disclosure rule, it would not be sufficient to sever the
connection between resources and conflict. Determined governments
will find ways to circumvent disclosure requirements, for example, by re-
placing royalty contracts with production-sharing contracts, where dis-
ciosures might mean lirtle, or by working with domestic intermediaries
instead of foreign companies.

Full domestic transparency—an independently audited account of
ail government revenues, including resource revenues—would place
greater pressure on governments to reduce corruption and spend their
funds accountably, The World Bank, International Monertary Fuad,
and World Trade Organization, export credir agencies, and the major
bilateral donors may be able to bring about progress in this area,
particularly if they work collectively.

Resource Abundance and Secessionist Movements

Resource wealth tends to promote civil wars through a third mecha-
nism, by giving people who live in resource-rich areas an economic in-
centive to form a separate state.” Table 2.6 lists nine secessionist civil

Table 2.6 Mineral Resources and Secessionist Movements,
1949 Present

Country Region Duration Resonrces
Angola Cabinda 1975~ Ol

Congo, Dem. Rep. of  Katanga/Shaba  1960-63 Copper
Indonesia West Papua 1969- Copper, gold
Indonesia Aceh 1975~ Natural gas
Morocco West Sahara 1975-88 Phosphates, oil
Myanmar Hill tribes 1949~ Tin, gems
Nigeria Biafra 196770 Qil

Papua New Guinea Bougainville 1988~ Copper, gold
Sudan South 1983- Qil
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wars in regions that have abundant mineral resources. ' These resource-
inspired insurrections have several common elements. One is thar,
before the resource was exploited, people in these regions had a dis-
tinct identity—whether ethaic, linguistic, or religious—that ser them
apart from the majority population.

Another is the widespread belief that the central government was
unfairly appropriating the wealth that belonged ro them and that they
would be richer if they were a separate state. Finally, in most cases,
local people bore many of the costs of the extraction process itself—
due to land expropriation, environmental damage, and the immigra-
rion of labor from other parts of the country.

The case of Aceh, Indonesia, offers a good illustration.! In many
ways, Aceh—a province on the northern tip of the island of Sumatra—
was an unlikely place for a separatist rebellion. Aceh played an im-
portant role in throwing off Dutch colonial rule in the 1940s and
establishing the Indonesian republic. Although the Acehnese consider
themselves ethnically distinct from the rest of Indonesia’s population,
they adhere to the same religion (Islam) and generally speak the na-
tional language (Bahasa Indonesia). Aceh had one of the highest rates
of economic growth of any province in Indonesia in the 1970s and
1980s; by the fate 1990s Aceh was at or above the national average in
per capita income and in most welfare categories,

Yer a secessionist movement was formed in Aceh in 1976, jusr as a
large natural gas facility was beginning its operations. The facility gen-
erated local resentments in at least four ways: the site’s construction
displaced hundreds of families and several entire villages; the area’s de-
velopment created a wave of immigration and subsequently an anti-
immigrant backlash; the discharge of chemicals, plus periodic gas leaks,
caused health problems among locals; and the influx of revenues, and
the large police and military presence, led to exceprionally high levels of
corruption. But the most important source of discontent was the belief
thar the jobs and the revenues from the natural gas plant were not being
adequately shared with the people of Aceh. The separatist movement,
popularly known as GAM (Gerakan Aceh Merdeka), seized on this
issue. GAM propaganda suggested that, if independent, the Acehnese
would become wealthy like the citizens of Brunei, the tiny oil-rich sul-
tanate on the island of Borneo. Although small ar first, GAM eventually
won widespread support among the popularion, partly due to the bru-
rality and ineptitude of the government’s anti-insurgency campaign.

These essential features—an ethnically distinct population that
bears too many of the costs of resource extraction and enjoys too few
of the benefits—are repeated in most of the other cases and set the pre-
conditions for a long and bitter civil war.

THE NATURAL RESOURCE CURSE 29

What Can Be Done?

Resource-inspired insurgencies are never inevirable. Often the under-
lying grievance—~that resource revenues are not being shared equally-——
has merir, and addressing it through negotiations can avert conflicr.
Better transparency rmay also help.

Preventive Diplomacy. 1f a conflict can be anticipated, it can be
prevented—at least part of the rime—with prevenrive diplomacy. We
know enough about resource-inspired secessionist movements to fore-
cast where they are likely to occur. We also know thar once they begin
they are exceptionally difficult to stop.'* Preventive diplomacy could
malke a real difference.

The civil war in Sudan, for example, might have been averted
through wise diplomacy at a critical moment. The war began in 1983
when Sudanese President Numeiry took a series of measures thar upset
the delicate balance between the predominantly Muslim north and the
heavily Christian and Animist south. Among these measures was his
decision 1o place newly discovered oil in the counrtry’s south under the
jurisdicrion of the nosth and to build an oil refinery in the north in-
stead of the south. The Sudan People’s Liberation Army (SPLA) subse-
quently complained that the north was stealing the resources of the
south, including oil; demanded thar work cease on a pipeline 1o take
oil from the south to the refinery in the north; and, in Fehruary 1984,
attacked an oil exploration base, killing three foreign workers and
bringing the project to a halt (Anderson 1999; O’Ballance 2000). In-
stead of responding to the SPLA’s demands, however, the government
waged a campaign of astonishing brutality. To date, the conflict has
killed an estimated 2 million people.

Private resource firms can also help to prevent conflict in high-risk
regions. A good example is the strategy that BP has adopred in the
Indonesian province of West Papua, a resource-rich region with a
long-running—and highly popular—separatist movement. BP is now
in the midst of exploiting a vast natural gas field off the Papuan coast
and building a $2 billion onshore facility. This is precisely the kind of
project that is likely to produce new grievances and add fuel to the sep-
aratist movement. BP has made an admirable effort, however, to
anticipate this danger by engaging in widespread community consul-
ations to minimize the costs placed on local peoples, by promoting
communiry-based programs to help distribute the benefits of develop-
ment in sensible ways, and by not allowing the Indonesian military to
station troops at the facility, so as to avoid the provocations and
human rights abuses carried out by the military at some of Indonesia’s
other major extraction sites.
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Increase Transparency. Better transparency in resource revenues
might also help to averr these conflicts. Citizens typically have lirtle
idea how much money resource projects generate; this makes them sus-
ceprible to exaggerated claims that their resources are being “stolen”
by the central government.

In Aceh, Indonesia, the separatist movement frequently made fanciful
claims about the income that was generated by the natural gas facility—
for example, that an independent Aceh would have the same per capita
income as Brunei.'* These fabrications were widely believed because the
Indonesian government had long concealed and misused resource rev-
enues, making the Acehnese justifiably suspicious of the government’s
assurances. Greater domestic transparency might have prevented the
propaganda of a small separartist group from paining credibility and,
ultimately, from triggering a conflict that is now in its third decade.

Rebel Financing

There are hundreds, perhaps thousands, of rebel organizations around
the world ar any given time. Yet only a handful grow large enough to
challenge the armed forces of a sovereign government. Why are these
groups successtul, while most other groups fail?

There is good evidence that rebel financing is a large part of the
answer. To assemble and sustain a fighting force of hundreds or thou-
sands of soldiers, a rebel group needs a regular source of income."
Before the end of the cold war, successful rebel groups in the develop-
ing world typically were financed by one of the great powers. Since the
cold war ended, insurgent groups have been forced to find other ways
to bankroll themselves; many have turned to the natural resource sector
{Keen 1998).

In Angola, for example, UNITA (National Union for the Total
Independence of Angola) was backed by South Africa and the United
States for most of the 1970s and 1980s. Bus the end of the cold
war, and the end of apartheid in South Africa, left UNITA with no
outside sponsors. As a consequence, it began o rely much more heav-
ily on diamond revenue to support itself (Le Billon 2001). Similarly,
in Cambodia the Khmer Rouge had long been financed by the Chinese
government. But at the end of the 1980s the Chinese government cur-
tailed its suppert, which led the Khmer Rouge to adopt a strategy of
selling timber and gemstones to gain funding {Le Billon 2000; Thayer
1991).

Why natural resources? There are probably two reasons: the ex-
traction of natural resources can produce unusually faege profies (that
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is, rents}, and their production is tied ro a specific location and cannor
be easily moved. These characteristics make natural resource firms—
particularly minerai firms—unusually susceptible to looting, or extor-
tion, on a sustained basis. If rebels instead try to loot or extort money
from manufacruring firms, the firms either move o a safer area or are
forced our of business. But mining firms cannot move, and they often
earn enough money to pay off rebel groups and still earn a profit.
These characteristics—plus the location of most resource industries in
rural areas, remote from government censers—make resources an ideal
source of income for rebel groups.

Rebels raise money from resources in three main ways: through the
direct looting and sale of resources, through the sale of resource
futures, and rhrough extortion and kidnapping.

Direct Resource Looting

Many rebel groups have financed themselves by selling natural
resources. In general, these are resources that can be easily exploited by
small numbers of workers with liztle training and little or no invesement,
such as coltan, gemstones, or timber. Since the late 1980s, there have
been seven prominent examples:

o Angola’s UNITA over the course of the 1990s sold hundreds of
millions—perhaps even several billion—dollars worth of diamonds
(Le Billon 1999).

o Afghanistan’s Northern Alliance in the 1990s financed irself
through the sale of $40 million to $60 million of lapis fazuli annually
(Rubin 2600).

° A variety of groups in Myanmar, associated with the Kachin,
Shan, and Wa peoples, sustained their armies in the 1970s and 1980s
by selling jadeite, opium, rubies, sapphires, and timber (Lintner 1999;
Smith 1999).

e Cambodia’s Khmer Rouge at its peak in the early 1990s earned
between $120 million and $240 million a year from the sale of rubies
and timber (Brown and Zasloff 1998; Le Billon 2000).

° A range of armies in the Democratic Republic of Congo—both
foreign forces and domestic militias—have systematically looted the
country from the beginning of the current conflict, in 1998, to the pres-
ent; among the looted goods have been coffee, coltan, diamonds, gold,
and timber (see UN Pane! of Experes 2001).

o In the early 1990s in Liberia, Charles Taylor’s National Patrioric
Front of Liberia was thought to be earning some $75 million a year
from taxing the sale of cannabis, diamonds, iron ore, rubber, and
timber (Ellis 1999).
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o In Sierra Leone in the mid-to-late 1990s the Revolutionary United
Front {RUF) sustained itself largely by producing between $25 million
and $125 million in diamonds a year (UN Panel of Experts 2000).

Sale of Future Rights to War Booty

A less common-—but possibly more dangerous—type of resource trans-
action is the sale of future exploitation rights to the spoils of war. The
seven examples in the previous subsection cover the sale of resources
already captured by the rebels. However, sometimes combatants sell
exploitation rights to natural resources that they do nor yer control,
bur that they hope to capture in battle. Since these transactions are for
the sale of future exploitation rights, they might be called “booty
futures.” They are similar to other types of commodity futures. But
while normal markets for commodiry futures—like the Chicago Board
of Trade—are formal, regulated, centralized at a single locarion, and
have many buyers and sellers, the wartime market for booty futures is
informal and often covert, has no fixed locasion, and includes a rela-
tively small number of actors. It operates only in Africa, at least so far.

The booty futures market can help to solve the inancing problems
that prospective rebel movements often face, provided they wish to do
battle in a resource-rich country. If an aspiring rebel group has no
money, but stands a chance of capturing valuable resources in combat,
it can sell off the furure right to exploit the resources it hopes to cap-
ture, either to a foreign firm or to a neighboring government. The
rebels can then use this money to pay soldiers and buy arms and thus
gain the capacity to capture the promised resource.”

The market for boory futures is in some ways more dangerous than
the standard market for conflict diamonds and other wartime com-
modities, since the booty futures market tends to benefit the weakest
combatants. When combartants in a civil war sell natural resources
that are under their control, this indicates that they are in a relatively
strong military position, since they control a valuable piece of terri-
tory. But if they must sell resource futures, this implies that they are in
a weak position, since they have not yet captured the resource whose
value they hope to exploir.

The sale of booty futures is a tool of the weak against the strong: it
helps to fund groups that are too poor or too feeble to caprure terri-
tory on their own and might otherwise be forced to surrender. It heace
tends to fund the initiation of civil wars that might otherwise never
begin or to lengthen wars that are on the verge of ending. The sale of
booty futures is also dangerous because it has self-fulfilling properties.
if the rebel group is unable to sell the future right to exploit the
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resource, it might not have the funds ir needs to capture the resource
itsetf. Selling the future right to the resource makes its seizure possible.
Without the futures marker, the rebel offensive—and perhaps the
conflict itself—would be fess likely.

Nor only can the trade in booty futures help to initiate conflicts, it also
can lengehen preexisting conflicts. If either side in a civii war is near de-
fear, and is fighting for control of resource-rich territory, it can try to sell
off the future right to exploit the resources it hopes to caprure or reain
on the barttlefield. Again, the sale of booty futures can have self-fuifilling
properties: the sale of future rights enables the army to caprure or hold
the resource itself. Instead of being defeated or forced to the negotiating
table, the army is able to continue fighting—thus lengehening the war.'®

In the 1997 civil war in Congo-Brazzaville, the private militia of
former president Denis Sassou-Nguesso was funded, in pars, by the
sale of future exploitation rights ro the Congo’s extensive oil reserves.
On the eve of the conflict, Sassou received substanrial assistance from
a European oil company. Some reports suggest that he received
§150 million in cash; others state that the company helped him to pur-
chase arms (see “Angola Aids Congo” 1997; Galloy and Gruénai
1997). These funds enabled him to defeat the incumbent president,
Pascal Lissouba, following a four-menth war that destroyed much of
Brazzaville and cost 10,000 lives. These boory future swaps—and sim-
ilar trades in Angola, the Democratic Republic of Congo, Liberia, and
Sierra Leone—in each case have helped to initiate a2 war or prolong
one that appeared to be ending (see Ross 2002a). )

Extortion and Kidnapping

Under cerrain circumstances, rebels can earn large sums by extorting
money from, and kidnapping the workers of, resource firms. Aitllougfl
extortion and kidnapping are endemic in conflict zones, a major re-
source industry can make these activities more profitable.'” Extortion
and kidnapping have been important features of the Colombian civil
war, and they also played smaller roles in the wars in Aceh, Indonesia,
and in Sudan. In Colombia and Sudan, the targeted resource was oil—
or, rather, a long oil pipeline that ran through conrested rterritory.
In Aceh, it was a natural gas facility. In Colombia, oil must be trans-
ported o the coast from the unstable interior through pipelines tharare
hundreds of miles long. In 2000 the pipelines were bombed 98 times.
Colombia’s rebel groups have used these atracks to extort an estimated
5140 million annually; this windfall has enabled one group, the
National Liberation Army (ELN), to grow from fewer than 40 mem-
bers to at feast 3,000 (Dunning and Wirpsa 2002). Colombia’s rebel
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groups have also turned kidnapping into a major industry. According
to a government study, berween 1991 and 1999 they earned a remark-
able §1.5 billion from kidnap ransoms; many victims were associated
with the oil industry {Pax Christi Netherlands 2001).

What Can Be Done?

Three initiatives could help to curtail the use of resources to finance
rebel armies: a regime to control the flow of conflict commodities, a
ban on resource futures, and restrictions on ransom payments.

Control Hlicit Resonrce Flows, A major effort to restrict the trade
in “conflict diamonds™ was launched in May 2000, at a conference in
Kimberley, South Africa. The Kimberley Certification Process Scheme
entails an agreemenst by the diamond industry to trade only diamonds
that can be certified as originating from legitimate sources." It is too
early to know how well this process will work.

Evenitit works as planned, the Kimberley process addresses only one
of several conflict commodities. Qther types of precicus stones—ijadeite,
lapis [azuli, rubies, and sapphires—have also been used to finance recent
conflicts. So have coltan and timber. All of these resources are highly
“lootable”—that is, they can be extracted by unskilled workers and
have high value-ro-weight ratios. A comprehensive regime to ban the
trade of all conflict commodities would have to address these goods as
well. Although the trade in conflict commodities may never be elimi-
nated, their price can be reduced considerably——thereby reducing the
flow of funds to rebel groups,

An alternative strategy would rarget the financial flows generated
by the trade in conflice commodities, instead of the commodities them-
selves. As Winer and Roule suggest in chaprer 3, enforcing restrictions
on money transters in some ways may be easier than enforcing restric-
tions on the resources themselves.

Ban Booty Futures. The United Nations Security Council has
taken measures against the sale of natural resources by rebel forces in
Angola, the Democratic Republic of Congo, Liberia, and Sierra Leone.
But the booty futures market creates problems that cannot be solved by
ad hoc, country-specific sanctions. Sometimes the sanctions come too
late: the sale of booty futures can help to initiate a civil war, while the
Security Council typically intervenes only after wars have been going
on for months or years. The sanctions may also be directed against the
wrong party: they typically apply to rebel groups, not governments—
but in Angola, Republic of Congo, the Democratic Republic of Congo,
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and Sierra Leone, the government at least attempted to tap the booty
futures marker when rebels were approaching victory. A blanker pro-
hibition on the sale of future rights to war booty—and strict sanctions
against any commodiry sold through such a contract—would be far

more effective.

Restrict Ransom Pavments.  Anytime 2 ransom is paid o a kid-
papper, it produces obvious short-term benefits bur much Eargex} hid-
den, long-term costs. The obvious benefit is the release of the l<1dxjap
victimy the hidden cost is the encouragement it gives 10 allkorgam-za-
tions that specialize in kidnapping, now and in the tuture, Kidnapping
is like any other type of business: if it is sufficiently pleh{"lb]E, pld _kid-
napping organizations will expand and new kidnapping organizations
will arise. In some countries, such as Colombia and the Philippines, the
kidnapping industry has grown to an alarming size. To take away the
incentive that groups have o kidnap workers in the resource industry,
there should be international restrictions on ransom payments. These
should include prohibitions on the sale of insurance ag;liI'lSt kidnap-
ping, which tends to make ransom payments swifter and casiera nd may
reduce the incentives for potential victims 1o take precautions.

Conclusion

This chapter reviews what scholars have learned abourt the role that
resources play in conflict. It suggzests tl}nr__resourcc depepdence can
promote civil war through four types of effects: by harming a coun-
rry’s economic performance; by making its government w?aalcer, more
corrupt, and less accountable; by giving people who live in resource-
rich regions an incentive 1o form an independent state; and by helping
to finance rebel movements.

It also discusses a series of measures that could help to stop these
patterns—measures that include removing OECD trac.ie restrictions,
reducing the volasility of resource revenues, increasing the trans-
parency of resolrce payments to governments, unéer-ra} king preventive
diplomacy, restricting the trade of conflict commodities, bzmnmg the
sale of future rights to war booty, and restricting the payment ot‘ ran-
som to kidnappers. These measures are discussed in a preliminary
manner to stimulace further debarte and study.

Many of the countries suffering from resource-based conflicts are
stuck in low-level development traps. In these countries—most of thgm
in Africa—poverty, weak and corrupt government, and violent conﬂlf:t
reinforce one another. Left to their own devices, these countries will
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generate extraordinary hardships for their own citizens and, ultimarely,
for the international community. Strong measures, like the ones dis-
cussed here, can help them to break ourt of this trap.

Many of the policies discussed here can work only if they are en-
acted at a global level. Issues such as trade barriers, transparency, and
the monitoring of conflict commodities can be addressed only through
comprehensive, mulrifareral agreements. In some cases, partial or voi-
untary measures may do no good at all or even make things worse. For
example, if some oil companies publish what they pay and others do
not, we may find the most transparent and responsible companies dri-
ven out of corrupr, high-risk environments and less responsible firms
moving in. If some firms try ro behave ethically by refusing to pay kid-
nap ransoms, while others continue to pay them, employees of the
ethical firms will be penalized, and the net effect on the kidnapping
rate will probably be negligible. In both examples, ecthical behavior
is penalized and the underlying problems remain unsolved.

As difficulr as stopping civil wars may be, it has grown easier in the
last 10 years. The funding that natural resources provide to govern-
ments and rebels locked in combar can be stopped; the funding thar
the great powers once provided to combatants could not. A decade
ago, before there was much of an Interner, Ainancial rransparency was
a weal tool; now it is a strong one. The international policy commu-
nity has a unique opportunity-—and hence, a unique responsibility—to
take action.

Notes

1. Important studies thae touch on the role of natural resources in civil
wars include Buhaug and Gares (2002); Collier and Hoeffler (1998, 2001);
De Soysa {2002); Doyle and Sambanis (2000); Elbadawi and Sambanis
{2002); Fearon (2002}; Fearon and Laitin (2002); Hegre (2002); Keen (1998);
Reynal-Querol (2002); Ross (2002a, 2002b).

2. See Gyifason (2001); Leite and Weidemann (1999); Manzano and
Rigobon (2001); Sachs and Warner {2001). Ross {1999) offers a review of this
literature.

3. This study looks only ar nonfuel minerals-—that is, not oil or natural gas.

4, Minerals and oil dependence was measured as the ratio of exports to GDI

3. Resource dependence may also produce “Durch disease™ effects, but it is
not evident that these make states more susceptible to civil war.

6. The nationalization of forcign oil and minerals firms in the 1950s, 1960s,
and 1970s has also made states more vulnerable to economic shocks. Before
nationalization, forcign corporations often captured and repatriated a large
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fraction of any resource rents, including those created by resource shocks. This
drain of wealth was much resenred by developing-state governments. Yer,
ironically, the repatriation of resource windfalls provided these governments
with the unintended benehir of insubating state institutions from the volatilicy
of international commaodity markets. By expropriating, foreign corporations—
ar a ime when resource prices were growing even more variable—-resource-
exporting governments unwittingly exposed themselves ro large marker shocks,

7. Gelb and Associates (1988), for example, find that the oil booms of the
1970s generally were associated with a sharp drop in the efficiency of public
investments, which indicartes that corruption levels were rising. Similarly,
Collier and Guaning {1999) find that commodity booms in developing stares,
for a wide range of products, were associated with a subsequent fall in
investment efficiency. Ross’s {2001¢) study of the Indonesian, Malaysian, and
Philippine fimber secrors reports that rising timber prices led o heightened
fevels of corruption and rthe dismantling of institutions that had earlier
proteeied the forest secror from misuse. Marshall (2001) reporrs evidence of
unusually high rates of corruption in the minerals secror of many couneries.
Several staristical studies find the same pattern, Sachs and Waraer (1999) find
a strong correlation between resource dependence and a widely used measure
of corruption; Gylfason (2001) and Leite and Weidmann (1999) preduce
similar results.

8. See Hegre {2002) for a careful discussion of this issue,

9, Important analyses of this problem include Colhier and Hocffler (2002);
Fearon (2002); Le Billon (2001},

10. Since any region might be perceived as having some tvpe of resource,
I have limited this list fo regions with significant oil or mineral industries
in operation, or under development, at or near the time when the avil war
began, Examples can also be found in wealthy states: Collier and Hoeffler
(2002) describe the case of Scotland, where a peaceful independence move-
ment emerged in the early 19705 following a sharp rise in the value of North
Sea oil.

11. This account is based on Ross {20024d).

12, According te Fearon {2002), separatist insurgencies over natural
resources tend to last longer than any other type of civil war

13. This claim was exapgerated by more than an order of magnirude, even
under the most generous assumptions; sce Ross (20024d),

14. This argument s developed by Collier and Hoeffler (2001).

15. On the growing importance of private military Arms, see Singer (2001).

16. The sale of booty futures is not an enurely new phenomenon. In 1960
the Karanga rebellion in the Democratic Republic of Congo, led by Moise
Tshombe, was bankrolled by a European mining firm; in exchange, the firm
apparently sought future mineral righes. See Gibbs (1991}, During Algeria's
war of independence, a European oil company reportedly supplied money
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and arms fo the Nadonal Liberation Front (FLN} in exchange for future
“considerations.” See Le Billon {(2002).

17. Kidnappings are often carried out by other types of criminal organiza-
tions as well, including paramilitary groups and rogue police unirs,

18. For an excellent account of the Kimberley process, see chaprer 6.
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CHAPTER 3

Who Gets the Money?
Reporting Resource Revenues

Philip Swanson, Mai Oldgard,
and Leiv Lunde

THIS CHAPTER LOOKS AT THE REPORTING of resource revenues that host
governments receive. Reporting as used here includes formal reporting
of revenues to a particular body, audits and reconciliation procedures,
as well as requirements to make information on such revenues publicly
available (although informartion reported 1o a government body or
other party is not always made public). Almost by definition, report-
ing concerns commodities that are legally rraded. Here we focus on the
oil and minerals secrors, while diamonds, timber, and several other
commodities are covered 1o a lesser extent.

Reporting is a means to achieve transparency, which itseif is a pre-
condition for curbing corruption, mismanagement, and diversion of
funds. The assumption is that strong reporting practices should in-
crease transparency and oversight of financial flows, which in turn
should reduce the possibilities and temptations for misappropriation.
It is also assumed that steong reporting praceices and transparency
could provide host-country publics with an important part of the
information they need to monitor the way their government uses the
revenues it accrues. However, public knowledge of the full amounr of
revenue available to the government {or its elites) will not, on its own,
pressure a government to make better spending choices; information
on spending and probably a minimum of organized political oppost-
tion must also be available for this to happen. Nevertheless, public
knowledge of potential income should make it more difficul for elites
to divert large amounts of such revenue from the central budger,
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