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THE RESOURCE CURSE HYPOTHESIS

There are many who argue that natural resource
endowments, rather than being a benefit to
developing countries seeking a better life for

their citizens, are actually a curse. There is an

entire literature abouttheso-c al | ed “ R.
Cur se.’”



THE ISSUES

A Slow growth

A Increased inequality

A Environmental damage

A Corruption of officials and government institutions
A Armed conflict and violence

This has led some to believe that natural resource
endowments necessarily produce bad results, and that

countries with large natural resource endowments are almost
certain to fail.



“Nati ons that depend he
resources tend to have

(a) less trade and foreign investment,
(b) more corruption,

(c) less equality,

(d) less political liberty,

(e) less education,

(f) less domestic investment, and

(g) less financial depth than other nations that are
less well endowed with, or less dependent on,
nat ur al resources.”

I Thorvaldur Gylfason, Natural Resources and Economic Growth: From Dependence
to Diversification(2004).



What Have We Learned in
the Last 30 Years?

O Investment is necessary to development, and investors
do want assurance of stable investment conditions.

O Mining investors need stability more than most other
investors.

O Some may have thought th
government regulation.”
instability:.

O Hypothesis: Open societies where there are
possibilities for democratic change are more stable.

O Test these ideas: Where are exploration and mining
investments being made?



The Challenge: Getting Beyond the

Resource Cur




A Mission for the OECD?

We need to make growth greener, to make
our economic and environmental policies
more compatible and even mutually-
reinforcing. This is not just a matter of new
technologies or new sources of renewable,
safe energy. It is about how we all behave
every day of our lives, what we eat, what we
drink, what we recycle, re-use, repair, how we

produce and how we consume
A Angel Gurria, OECD Secretary-General (May 2011)



Can We Learn From the Story of Chile?




Thi s Week's

A new book edited by Paul Collier and Anthony Venables, "Plundered
Nations? Successes and Failures in Natural Resource Extraction. ”

GCKS 0221 FSIF Gdz2NBa Odich GourdriGsdamIA S &
presents analyses of the countries' use of their resources according to
certain indicators. The countries include Cameroon, Chile, Iran,
Kazakhstan, Malaysia, Nigeria, Russia and Zambia.

According to the authors$wo of the countries, Chile and Malaysia,
have a successful history of natural resource ustile the other
countries largely fell victim to the s@lled "resource curse".



CHILE HAS BASED ITS GROWTH IN
LARGE PART ON MINERAL RESOURCES

Has this led to:

A Slow growth ?

A Increased inequality ?

A Environmental damage ?

A Corruption of officials and government
institutions ?

A Armed conflict and violence ?
Nothing is perfect. But is the balance in Chile
positive?



Did Chile Follow the Environmental
Kuznets Curve?

Income per Capita




ANSWERING THE QUESTION OF WHETHER WE ARE ON
THE PATH OF SUSTAINABLE DEVELOPMENT

A Requires that we measure results
A Requires that we choose a scale for measurement

A | propose that we measure on three scales. Is mineral
development

1. Meeting the expectations of local communities?

2. Contributing to national aspirations for
development ?

3. Consistent with the emerging framework of
international norms ?



THE FRAMEWORK OF THREE LEVELS

A All three of these subjects are complex,
challenging and of deep interest; they are
transforming our understanding of law.

A Because the OECD, which is a major subject of
this talk, is an international organization, we
will spend most of our time on the
international framework. But first, an example
from the local or community level.



Local Communities and

- s




CHANGES IN COMMUNITY
EXPECTATIONS

A The changes in the relationship between
mining projects and communities has been
changing dramatically

A It is impossible to detail all of these changes

A But here is one of many examples of how the
‘sustainabl e devel opr
changing our view of law in the natural
resource world.



The “0Ol d Mod

Property rights are determinative in who gets a

say in development .

I The company’s task I s to

I And where necessary acquire their property as
provided by law, with compensation

Where property not taken is impacted by
development, to pay for any damage or injury

I Government used force to
property rights
I What did people get who owned no property?



Who Were the People Who Owned No
Recognized Property?

O The informal sector (Hernando de Soto)
O Indigenous and tribal peoples

O Residents of former colonies whose legal systems
were imported

O The poor

O Inthe case of the minerals themselves, everyone but the
state



Step One

A The requirement of consultation arises

A Often as a requirement of an Environmental Impact
Assessment law (Ejemplo Leyde Bases dd¥ledio Ambientg

A Consultation usually seen as a single event
A Often with very little advance information
A Often focused only on environmental concern
A Gave local communities very limited influence

A But it extends to everyone who may be affected by
development, regardless of property ownership



Step Two

A From one consultation event to multiple
consultations

I A variety of changes over the life of a project require
consultation

I Common Triggers:
I Scoping

| Exploration "
Community health issues g

| Expansion

i
1
1
I Construction
1
I Emergency preparedness
|

' Closure Plan



Step Three

A Broadening Consultation

| Consultation moves from environmental impact to include
environmental, plus social, plus local economic development impacts

I Consultation goes beyond traditional, visible leadership, or male heads
of household, to reach out to women and marginalized groups
A Many of these ideals are embodied in the Akwé-Kon Guidelines




Step Four

A Permanent consultation through some form of committee or
board

A Movement from consultation to negotiation

A All development issuese on the table: who feels the
impacts, who gets the benefits, and who makes decisions

AThe concept of “community d:i
“I mpact benefwwwsdsgaygr ee ment s”

A The community becomes a contracting party with legal rights

A This can be seen either as recognition of traditional
community property rights, or as moving beyond the concept
or property rights as the sole basis for participation in
development.



http://www.sdsg.org/

The Future: Partnership With
Communities

A Foundation Model: a community foundation with local
leadership receives stock in the company

A Danish Wind Farm Model: Cooperative of local people
owns the wind rights and leases them to private
companies

A Canadian IBA Model: in impact/benefit agreements,
communities receive a share of the earnings

A CBNRM: Community based natural resource
management

A One of the most rapidly developing areas of law in the
worl d....



What Drove This Remarkable Change?

| f we are moving “from

Consent,” how di d this
I 1. Insistence by communities on recognition of their
rights

I 2. Government is no longer willing to use military or
police force against its own voters

I 3. Impact of the legal movement toward prior
informed consent (OIT 169)

I 4. Business realization that whatever the legalities,
companies cannot operate profitably without a social
license

I 5. International Norms: Requirements of the CFI




Back to the OECD




The Question:

Why do we need global
rules for resource
development?



The Case for Global Rules




1. The Limitations of National Laws
Trying to Regulate Global Markets.

-- how popular is the Dodd-Frank act outside North America?




7. Preventi ng t |
Bottom”

A THE OuTLAW SEA, William Langewiesche




Additional Concerns

3. Economic efficiency: common international
standards can lower transaction costs.

4. Protection of non-economic values:
international rules may provide protection for
things the market might ignore (biological
diversity, climate, cultural resources)

5. Lowering the risk of violent conflict
surrounding resource development



Where will these rules come from?

Lack of international sovereigns

I Rules do not work well without a sovereign with
power to tax and poer to coerce: someone who
ultimately can use force to ensure compliance
with the rules.

I Can we have effective rules without a sovereign?



The Dilemma

International rules are required in the natural
resources sector to prevent the potential
excesses of unregulated markets—

but there is no global government and there are
no true international law-making institutions.

?



Must law derive from the state?

The only way to erect such a common power, as may be able

to defend them.. I1's to conf el
upon one man, or upon one assembly of men, that may

reduce all their wills, by plurality of voices, unto one will

-Hobbes

Can we create the necessary global rules in the absence of a
global state?



Further Dilemma

A Is it better to have undemocratic rules, or no
rules at all?

A AmartyaSenguot i ng Thomas Nz¢
likely path toward some version of global justice
Is through the creation of patently unjust and
illegitimate global structures of power that are
tolerable to the interests of the most powerful
current nation-st at es . ”

A Must we choose between anarchy and tyranny?



Possible Paths Forward




Where Can International Rules
Come From?

ere is a convergence of ideas from very
erent quarters




Wolfgang Reinicke

I Global Public Policy Dialogue

- -

If there is agreement among leading institutions world wide, that can be
effective even without global government

After all, every computer connector in the world connects to every kind of
computer, without world government



Six Sigma

I Qx A =E: Quality x Stakeholder Acceptance =
Excellent and Effective Results

W




Native traditions:

I“A good way to a go




Amartya Sen

THE IDEA OF JUSTICE (2009) Just results spring fro
just dialogue G




CAN WE ACHIEVE EFFECTIVE INTERNATIONAL
RULES THROUGH DIALOGUE?

There are of course many questions:

0 Who issues the invitation? Who is a suitable
convenor?

0O Who is invited?

O Legitimacy of representation of the
participants

0 What beyond moral force will implement any
result?



Essential Components of Effective
International Rules

A 1. ARule

A 2. A mechanism to determine whether the
rule is being followed

A 3. Positive consequences for following or
negative consequences for failing to follow the
rule



Examples of Consequences

A Most banks wi_II not lend to natural resource
companies that don’t f
Principles

A Many of the largest jewelers will not buy gold or
diamonds that are not certified

A Insurers assign lower premiums to companies
that comply?

A National law often requires compliance with
“I'nternational standar

A The MMDA: www.mmdaproject.org



http://www.mmdaproject.org/

o o I Do Do Do I

International Rule Systems
in Natural Resources

| FC' s Performance Standards

http://www.ifc.org/ifcext/sustainability.nsf/Content/PerformanceStandards
Equator Principles:

http://www.equator-principles.com/
Extractive Industries Transparency Initiative (EITI):
http://eiti.org/

Voluntary Principles on Security and Human Rights
www.voluntaryprinciples.org/files/voluntary principles english.pdf

Global Reporting Initiative
http://www.globalreporting.org/Home

United Nations Special Rapporteur on Business and Human Rights
http://www2.ohchr.org/english/issues/health/right/standards.htm

OECD Guidelines for Multinational Enterprises
http://www.oecd.org/department/0,3355,en 2649 34889 1 1 1 1 1,00.html

and

Many others: Cyanide Code, Kimberly Process, Responsible Jewellery Council, ICMM Principles, I1ISO, Akwe Kon
Guidelines, etc.


http://www.ifc.org/ifcext/sustainability.nsf/Content/PerformanceStandards
http://www.equator-principles.com/
http://www.equator-principles.com/
http://www.equator-principles.com/
http://eiti.org/
http://www.voluntaryprinciples.org/files/voluntary_principles_english.pdf
http://www.globalreporting.org/Home
http://www2.ohchr.org/english/issues/health/right/standards.htm
http://www.oecd.org/department/0,3355,en_2649_34889_1_1_1_1_1,00.html

Rule Systems in Development

The Natural Resource Charter Project

http://naturalresourcecharter.org/

CODIFICATION
Extractive Industries Source Book—University of Du

ww.eisourcebook.org/



http://naturalresourcecharter.org/
http://www.eisourcebook.org/

N

ext Steps in

Strengthening Rule Systems

A Expansion of ru
detail —this is o

es: wider coverage and more
oviously happening

A Better indepenc
A Stronger incenti
A Cross-linking of

A Increasing participation

ent verification
ves for compliance
rules




The Future?

A _egitimacy of process

A Higher quality dialogue

A Inclusivity: there is no more important issue
t han 1 ncluding the “e¢
especially China, in dialogue.

AThese ‘dialogues’ ha\

the capitals of former colonial powers. Can
the supposed beneficiaries participate?



The Mission

CD can promote development of rule syste
international resource markets, to help fi
ed for better resource governance.




REQUIREMENTS

Can OECD find ways to include in the dialogue
stakeholders who have often not participated in
Past ‘rule making di al

O Investors from India, Brazil, China, and
Russia?

O Civil society?

O The poor nations with large resource
endowments?



Chile

As a successful example of resource-led development, can Chile
assume a leadership role in this process?

. Will investors from China, India, Brazil and Russia engage with Chile more

easily than with the “ North Atl a



The Challenges

A Link to other pieces of the emerging international framework
A Pick subjects where the OECD has a comparative advantage




Sustainable Devel
W

Sustainable Development Stratg
Corporation recognized as tax



http://www.sdsg.org/

