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have almost always performed much worse than nations | their natural endowments.
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Introduction

The rapid growth of Asia over the last few decades
— and the more recent dramatic rise of China and
India in particular — have resulted in significant
increases in the demand for raw materials of vari-
ous kinds. Commodity prices are now at historically
high levels, and the terms of trade being enjoyed by
resource-rich countries are extremely favourable.
This has set off a frenzy of exploration and min-
ing activity around the world, and Africa is very
much part of this in what has been termed the New
Scramble for Africa (Lee, 2006; Stephan & Power,
2012; Weinstein, 2008). Yet, with the exception
of a very small number of countries, this financial
bounty has not been translated into increased rates of
development. In the vast majority of cases, resource
producers have almost always performed much worse
than nations without significant natural resources.
This stark reality has given rise to much scholarship
on what has often been termed the ‘resource curse’,
seeking to explain this seeming paradox. Yet the exist-
ence of a small number of success stories, both in the
developing and developed world, suggests that the
relationships are not completely ironclad. With the
right kinds of policies it is possible to avoid the curse
and translate the increased income flows into lasting
benefits. The aim of this paper, which takes a global
perspective but gives special attention to the African
case, is to understand just what kinds of policy inter-
ventions have proved successful and suggest how a
range of African nations might still take advantage of
their natural endowments.

But it is not just the policies of the resource
exporting nations that are crucial: the approaches
adopted by the resource importers are just as vital,
or even more so. This insight has promoted some to
argue that the policies now being adopted towards
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regions such as Africa by China and India are much
more benign that those of the Western nations
— and their private companies — hence Africa now
has a much greater chance of gaining lasting ben-
efits from its minerals exports. This claim will also

be evaluated here.

With the right kinds of policies it
is possible to avoid the curse and
translate the increased income

flows into lasting benefits

The paper is divided into four major sections.
First, some of the empirical relations between
resource endowments and development perfor-
mance are summarised, looking in particular at those
relationships measured in conventional statistics.
Secondly, I try to move beyond what I argue are often
spurious — or at the very least simplistic — statistical
relationships and search for more sophisticated
and meaningful theoretical frameworks and causal
mechanisms. The mainstream econometric methods
that have been used to explore the phenomenon of
the resource curse, I suggest, are inadequate for the
task at hand, and other methods and frameworks are
needed. Thirdly, the policies and practices of Asian
importers are examined critically in order to deter-
mine whether or not African resource-rich countries
have really entered a new and more beneficial trade
era. Finally, the conclusions from the earlier parts
of the paper are drawn together in the form of sug-
gestions for more appropriate policy approaches for
African producers.

Resource Endowments and Patterns of Development

Evidence for the ‘resource curse’ hypothesis has
been presented from both a global perspective and
a series of case studies, mainly authored by econo-
mists. Seminal papers by Sachs and Warner (1995;
2001) brought the generally negative relationships
between resource exports and economic growth
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— as well as the small number of exceptions — to the
attention of the academic community, and gener-
ated much follow-up research. Their studies provide
a useful starting point for this discussion. These have

been summarised in two extensive review articles by
Andrew Rosser (2006) and Frederick van der Ploeg



(2011) that provide useful starting points for any
discussion of the broad — but in my view often super-
ficial — empirical evidence.

At the general global level, van der Ploeg (2011:
370-71) has illustrated a negative relationship
between growth performance and the share of nat-
ural resources in merchandise exports, and he also

Out of 65 resource dependent
developing countries, only
four were able to generate
long-term investments of

more than 25 per cent of GDP

correlates resource dependence with higher levels
of macro-economic instability. Similarly, Gylfason
(2001) has shown that out of 65 resource dependent
developing countries, only four were able to gener-
ate long-term investments of more than 25 per cent
of GDP and an average GDP growth rate of more
than 4 per cent. These were Botswana, Indonesia,
Malaysia and Thailand. The three Asian nations
managed to diversify their economies and build
significant manufacturing sectors, but even their
performance was less impressive than that of many
of their resource-poor neighbours. These results
echo the findings of earlier work by Gelb (1988)
and studies using very large international data sets
by Gylfason, Herbertsson & Zoega (1999) and Leite
& Weidmann (1999). Many of these general studies

NATURAL RESOURCES: CURSE OR CURE FOR AFRICA?

also hint at negative statistical relationships between
resource dependence and a number of other variables
that are also related to growth performance: these
have included investment in education (Gylfason,
2001), savings rates (Atkinson & Hamilton, 2003),
agricultural development and export diversification
(Nankani, 1979), and the growth of manufacturing
exports (Wood & Berge, 1997).

Similar general relationships have also been
illustrated through selected case studies. In Africa
a number of commentators have lamented the
poor development performances of large resource-
rich nations such as Nigeria and the Democratic
Republic of Congo and contrasted them with
other more successful resource-rich countries
such as Botswana (for example, Bevan, Collier &
Gunning, (1999); Fosu, (2011); Sala-I-Martin
& Subramanian, (2003).

There are of course several shortcomings in
such studies, and in particular those based on what
is often statistical manipulation of large data sets.
Correlation, as some of the authors themselves point
out, is not the same as explanation, therefore one
must dig much deeper to understand the processes at
work. Also, the ways in which the various variables
are specified are critical: for example, analyses involv-
ing different measures of resource dependence in an
economy produce strikingly different results. Clearly,
the real need is for more detailed work that has a
much greater chance of arriving at plausible explana-
tions that can be the basis of a more sophisticated
set of theories, and it is to these kinds of studies that
I now turn.

Explanations of these Empirical Patterns: A Critique

It is essential to dig deeper than is possible with large-
scale econometric exercises in order to understand the
processes at work and design effective policy inter-
ventions, and in this part of the paper the attempts
to do this are summarised and evaluated. The many
studies that have been produced are drawn together
under a series of headings that capture the key pro-
cesses involved. As will be seen, there have been some
important differences of opinion regarding the essen-
tial nature of the mechanisms that have in most cases
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resulted in a negative relationship between resource
endowments and processes of development.

Resources, Foreign Exploitation and Price
Volatility

In developing countries almost all large-scale resource
projects are controlled by foreign companies, and the
output is overwhelmingly exported, hence a number
of studies have concentrated on the arrangements
under which these external contracts have been



organised, and the impact that these terms have had
on the host nation. There has also been much con-
cern with the impact of the day-to-day operations of
the companies, the social and political interactions
between company workers and local communities
and the environmental consequences.

Particular attention has been given to the activi-
ties of the multinational oil companies and their
sub-contractors. African case studies mostly focus
on the two major oil exporting countries: Nigeria
and Angola. Special attention has been paid to the
Niger Delta since the execution of Nigerian envi-
ronmental activist Ken Saro-Wiwa. Over the years
non-governmental organisations such as Human
Rights Watch have painted a very alarming picture,
pointing to a range of serious problems: the eco-
nomic and environmental consequences of regular
oil spills which have devastated local farming and
fishing activities; the loss of property, inflation, and
the breakdown of the region’s social fabric and the
like, have heightened community tensions. In addi-
tion, the strong alliances between the oil companies
and the governments, regardless of successions, have
led to the continued brutal repression of civilian
protests.

A recent study commissioned by the European
Union (EU) and undertaken by Chatham House
(Baumiiller ez al, 2011) has given even greater
weight to these concerns. The authors stressed some
key findings:

* The negative impacts of the oil industry are a
major concern in various parts of Africa. Oil spills
and the practice of gas flaring — both of which are
very common in the Niger Delta — have had dev-
astating impacts on local economies, societies and
environments.

* Part of the problem lies with the oil companies,
whose attempts to implement more socially
responsible practices are seen as inadequate
and short-sighted. Transparency and account-
ability are lacking, as is engagement with local
communities.

* But governments also lack the political will to
enforce local laws and regulations.

* Major importers of oil from sub-Saharan Africa
such as the EU should do what they can to pro-
mote greater sustainability and equity in the
industry.
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* Current efforts to promote greater revenue trans-
parency are important but there must also be
better revenue management and a greater empha-
sis on preventing trade in oil sourced illegally or
from conflict areas.

* There is a need for increased cooperation between
governments, oil companies, civil society and
local communities.

Other concerns relate to the ways in which oil rev-
enues come to the host governments, and the impact
of the highly volatile value of these receipts. Shaxson
(2005) suggests that the unpredictability in the size
of oil revenues flowing to African governments — with
recurring periods of boom and bust — creates seri-
ous problems. Planning is extremely difficult when
income streams are almost impossible to predict.
Spending undertaken when oil prices are high and
finance is plentiful is difficult to rein in, especially
for governments whose public legitimacy rests on the
dispersal of revenues from an oil bonanza.

Volatility is a quintessential

feature of the resource curse

Also, governments often take on international
debt when prices are high and repayments are
comfortable, but price-falls can give rise to serious
difficulties. This is compounded by the tendency for
lenders to charge high interest rates to cover them
from the inherent risks associated with loans to gov-
ernments with such volatile income streams. But the
impact is greatly magnified by the ways in which con-
tracts are generally written between governments and
oil companies. In almost all cases contracts guarantee
a steady, constant return to the companies involved
while host governments are forced to bear almost
all the brunt associated with price volatility, and in
most cases these governments are poorly equipped to
deal with these problem. Similarly, van der Ploeg &
Poelhekke (2009) argue that volatility is a quintes-
sential feature of the resource curse, suggesting that
the negative effects of such revenue instability tend
to drown out any possible gains from export receipts.
Analysts such as Shaxson have suggested ways of
avoiding this serious but largely neglected pitfall, and



I will return to some of these ideas towards the end

of this paper.

Dutch Disease

The term ‘Dutch disease’ has sometimes been used
in a generic sense to convey the overall tendency of
resource-rich nations to perform badly on a whole
range of development indicators, and in that sense
it has become partly interchangeable with ‘resource
curse’. But strictly speaking this is a much more
restricted mechanism related to the tendency for
large resource revenues to push up the value of
national currencies, often with serious results.
The term was coined by 7he Economist in 1977 to
describe the economic, social and political problems
flowing from the discovery of oil and natural gas in
the Netherlands and in its coastal waters. Similarly,
one result of Britain’s bonanza from its North Sea oil
and natural gas resources was that its currency appre-
ciated rapidly, making much of its manufacturing
industry uncompetitive on the world market.

In the African context it seems that
Dutch disease — narrowly defined
—is less important than other factors
in explaining the poor performance

of most resource-rich nations

This mechanism has been cited by many
researchers as the major cause of the resource curse
and as such has generated a great deal of scholar-
ship. Studies by van Wijnbergen (1984), Krugman
(1987), Rowthorn & Wells (1987), Matsuyama
(1992), Sachs and Warner (1995) and Gylfason,
Herbertsson & Zoega (1999) have all supported the
frequent occurrence of such a process as have a num-
ber of more theoretical and econometric analyses
(van der Ploeg, 2011). However there is still debate
about the precise mechanics involved.

Palma (2005; 2008) has suggested that de-
industrialisation is a normal phenomenon for
countries that have made some progress on the way to
development, and he has identified three distinct rela-
tionships or mechanisms involved here, following an
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initial rise in the relative importance of employment
in manufacturing: a well-established ‘inverted-U’
relationship between manufacturing employment
and income per capita; a declining relationship over
time between income per capita and manufacturing
employment; and, a similar decline over time in the
income per capita at which the curve of the inverted-
U turns down. Thus there is a general tendency as
nations develop for their manufacturing sectors to
increase in importance, for a time, before declining as
incomes increase, and this de-industrialisation phase
now seems to be occurring earlier and at lower levels
of income. A number of countries, many of them
in Asia, have not followed this trend, with countries
such as Malaysia maintaining a manufacturing sector
significantly higher than the global average. Dutch
disease, as defined by Palma, is found in situations
where the level of de-industrialisation is significantly
greater than would be expected as the result of these
‘normal’ processes, and in most of these cases were
resource-rich countries. Revenues from resources,
Palma suggests, take the pressure off the national bal-
ance of trade, allowing a change of economic policy
to emphasise this new source of national income and
de-emphasise manufacturing — an option not avail-
able to most Asian countries, for example.

Similar arguments have been advanced by Auty
& Gelb (2000), who suggest that whereas resource-
poor nations — such as those in East Asia — have
had no option but to become as efficient as possible
and pursue competitive industrialisation strategies,
resource-rich countries have less pressure on them,
and contests for rents generate factionalised and
predatory states with distorted economies.

In the African context it seems that Dutch dis-
ease — narrowly defined — is less important than
other factors in explaining the poor performance of
most resource-rich nations. Most of the resource-rich
African countries have never been able to develop
strong manufacturing industries, hence processes of
de-industrialisation are not really relevant, although
Dutch disease may make it even more difficult to
establish such industries. It is to these wider processes
that I now turn.

Resource Endowment and Internal Conflicts
The availability of natural resources, especially those
of high value, has frequently been linked to an



upsurge in instability, violence or even civil war in
a number of countries, a link brought to the atten-
tion of the wider public through the film Blood
Diamonds. In the academic literature, important ear-
lier contributions by Jean & Rufin (1996) and by
Collier & HoefHer (2002a; 2002b; 2004) have been
supplemented by a number of more recent studies all
pointing to the same phenomenon.

The tendency for the availability of resources
to lead to violent conflict is crucial in two ways:
such conflicts have a disastrous impact on devel-
opment, and once violence has been initiated
there is a tendency for such civil wars to recur.

Understanding these strong but
complex relationships between
security and development is now
one of the important tasks within the

field of international development

Understanding these strong but complex rela-
tionships between security and development is
now one of the important tasks within the field
of international development (McKay, 2012). As
has been noted in an important recent study from
the International Peace Institute (Tschirgi, Lund
& Mancini, 2010) all the statistics point to some
obvious connections: since the 1980s some 80 per
cent of the poorest nations have been wracked by
violent conflict of some kind. Similar relationships
have been highlighted by Brainard & Chollet (2007)
and in the World Development Report 2011 (World
Bank, 2011). About 1.5 billion people — some 25 per
cent of the global population — live in situations
of conflict and violence, and the gap in poverty is
increasing between stable nations and those affected
by violence. As Fukuda-Parr (2010) has stressed,
civil war hampers development, reducing GDP and
government revenues. Administrative capacity is
reduced along with expenditures for productive and
social sectors. Social institutions, social networks and
trust are all seriously eroded, incomes fall, nutrition
declines and diseases increase along with child and
infant mortality, just to mention a few consequences.
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Thus, if conflicts or civil war break out over resources
this may often lead to a long period of renewed insta-
bility with disastrous consequences for development.

Several studies have attempted to identify what
kinds of resources are most likely to give rise to
conflict and the circumstances under which such
conflicts seem most common and are likely to be
protracted. Herbst (2000) has stressed that each
conflict situation in Africa has complex antecedents
and needs to be examined in detail to discover its
unique dynamics. In particular we need to under-
stand how rebel leaders motivate their followers to
join their cause and remain loyal. In various situa-
tions political indoctrination, ethnic mobilisation
and coercion may be used, while the importance of
economic incentives varies widely. However, in vir-
tually all such conflicts the availability of lootable
resources plays some role. Michael Ross (2004) has
also explored some of these issues and after evalu-
ating the available literature arrives at four major
conclusions:

* Countries with large oil industries are prone to
protracted internal conflicts, but the presence of
oil does not seem to be related to the duration of
such struggles.

* By contrast, the presence of gemstones and drugs
of various kinds — such as opium, coca, and
cannabis — does not seem to necessarily initiate
conflict, but it does lengthen pre-existing wars.
The role of timber resources is not at all clear.

* Agricultural commodities do not seem to be
related to either the initiation or duration of civil
war.

* The frequent claim that primary commodities in
general are associated with the onset of civil war

appears shaky.

A number of other authors have also suggested that
it is not just the presence of a particular commod-
ity that is important but the precise nature of the
deposits, their value, their ease of extraction, and
their location. Le Billon (2001a; 2005), for exam-
ple, has suggested that different types of resources
are conducive to the development of distinct types
of civil wars. Resources clustered around a particu-
lar location can be more easily captured than more
diffuse sources spread over a wide geographical area,
while resources distant from the capital are more



vulnerable to rebel attack. Hence, point source
resources close to the capital will tend to be associ-
ated with conflicts over state control; point source
resources distant from the capital will tend to gener-
ate separatist movements; diffuse resources closer to
the capital may encourage rebellions and rioting; and
diffuse resources distant from the capital will tend to
be associated with warlordism.

However, it is also instructive to place these
specific issues within the broader debate about the
causes of civil war. In a number of influential contri-
butions, Paul Collier and his co-workers have argued

Empirical studies have found a
positive relationship between the
availability of lootable resources
and the prospects of civil war

or secessionist movements

that participants in civil wars are motivated by either
greed—a desire to become rich — or grievance — a strong
dissatisfaction with an existing state of affairs (Collier
et al.,2003; Collier & HoefHer, 2002a; 2002b;
2004). Others have brought these together in the
concept of motivation, but have also argued that
there must also be opportunity — a reasonable chance
that the rebels will be able to be successful — and
identity — a common cause essential for group forma-
tion (Gurr, 1970; Berdal & Malone, 2000; Elbadawi
& Sambanis, 2002). The funding available from
looted resources is clearly relevant here. Income from
the sale of resources props up existing governments
— which in many cases are incompetent, repressive
and corrupt and hence give rise to widespread resent-
ment. These rents flowing from control of lucrative
resources increase the attractiveness of taking power
from existing regimes, while the expectation of such
riches may well increase the attractiveness of joining
and identifying with the rebel forces. It is hardly sur-
prising then that a number of empirical studies have
found a positive relationship between the availability
of lootable resources and the prospects of civil war
or secessionist movements, all of which have serious
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consequences for national progress (see, for example,
Addison, Le Billon & Murshed, 2002; Fearon, 2005:
Gilmore, Gleditsch & Lujala, 2005).

Are Resource-Rich Nations More Likely to
Have Authoritarian Governments?

A number of researchers have argued that resource-
rich nations are more likely to produce authoritarian
governments, and that this inhibits development in
a variety of ways. This line of argument obviously
discounts the evidence from a number of stud-
ies suggesting that authoritarian regimes can in
certain circumstances generate unusually high lev-
els of economic growth at least in the early phases
— take, for example, the transformations achieved
in South Korea and Taiwan. Most dramatically,
Friedman (2006) has propounded ‘the First Law of
Petropolitics’ which postulates that:

The higher the average global crude oil price rises,
the more free speech, free press, free and fair elec-
tions, an independent judiciary, the rule of law,
and independent political parties are eroded. And
these negative trends are reinforced by the fact
that the higher the price goes, the less petrolist
leaders are sensitive to what the world thinks or

says about them (p. 31).

Michael Ross (2001) has suggested three possible
explanations for this phenomenon: first, there may
be a ‘rentier effect’ with resource-rich regimes using
patronage and low taxes to avoid the need for greater
accountability; secondly, a ‘repression effect’” with
resource revenues allowing internal security measures
to be enhanced; and thirdly, a ‘modernisation effect’
with growth based on oil revenues failing to bring
about the social and cultural transformations that are
essential for the development of democracy.

The relevance of these ideas to Africa have been
explored by Jensen & Wantchekon (2004) who
argue that political elites accrue most of the resource
revenues and thereby consolidate their hold on
power, hence further marginalising poorer elements
in society. The lack of transparency in the alloca-
tion of revenues works against both the transition to

democracy and democratic consolidation.



Resources and Rent Seeking

Very similar ideas — at least in terms of outcomes
— have been advanced in a number of studies
examining the rent seeking behaviour of elites and
governments in resource-rich nations. Lam &
Wantchekon (2003) have labelled this phenom-
enon ‘political Dutch disease’ in that these forces
produce a whole range of negative effects, but they
are social and political in nature rather than being
in the realm of economics, although the economic
impacts are decisive. Building on a number of stud-
ies of what has become known as the ‘rentier state’
(for example, Baland & Patrick, 2000), they argue
that revenue flows generated by the sale of resources
increase the power of existing elites and, importantly,
have the capacity to widen income inequalities. The
elites generally take a large share of these revenues,
but the precise level of these rents is within the remit
of this elite: more enlightened regimes will distrib-
ute resource revenues for the benefit of the general
society, but in many cases elites will take most of
the benefits for their immediate circle and will dis-
tribute only enough to maintain a degree of social
and political stability. As has been frequently noted
in Africa such states are predominantly authoritar-
ian, with much of the revenue being used for the
personal aggrandisement of the ruler himself rather
than being invested or used to upgrade infrastructure
(Yates, 1996). A related but slightly different argu-
ment has been put forward by Torvik (2002): as the
possibilities for rent seeking increase, entrepreneurs
will seek out these opportunities rather than try to
establish productive enterprises.

The Quality of Institutions

Thearguments presented in anumber of the preceding
sections of this paper — dealing with the relationships
between resource abundance and internal conflicts,
corruption, rent seeking and authoritarianism — can
be brought together, as they have been by a number
of authors, into the essential role of good governance
and high quality institutions (Ako & Uddin, 2011).
Mehlum, Moene & Torvik (2006) see the primary
determinant of growth performance in countries rich
in resources as resting with the institutional arrange-
ments governing the distributions of rents from
these resources. In nations with ‘producer friendly
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institutions’ rent seeking and production are comple-
mentary activities, and entrepreneurs are encouraged
to engage in production that leads to better growth
performance. On the other hand, in countries with
‘grabber friendly institutions’ rent seeking and pro-
duction are competing activities, with unproductive
activities often dominant. Education and skills are
also crucial here, with strong evidence that countries
with higher levels of human resource are much more
likely to gain benefits from the exploitation of natu-
ral resources (Kurtz & Brooks, 2011).

One major factor in the resource
curse phenomenon is that
most host governments treat

the state as a quasi ‘firm’

Similar ideas have been examined in a very pro-
vocative study by Heller (2006) who has suggested
that one major factor in the resource curse phenom-
enon is that most host governments preside over
very limited forms of ‘hybrid democracy’, treating
the state as a quasi ‘firm’. Such states are intent on
exacting tribute, controlling market opportunities,
extracting natural resource rents and collecting the
international transfers that accompany the exercise
of sovereignty. Because of their control of legal pro-
cesses, such states are also able to relax the constraints
of legality on many activities or simply choose not
to enforce regulations or laws, blurring the border
between the legal and illegal. Such a privatised state,
acting in the interests of a ruling elite rather than
the community as a whole, will also forge alliances
with a range of business groups both at home and
abroad, all for the purpose of capturing concentrated
resource rents. Thus, the rule of law and the elimi-
nation of corruption and maladministration become
essential for progress. These findings, they suggest,
contradict those in the seminal paper by Sachs &
Warner (1997), where it was argued that institu-
tional quality does not seem to be a major influence
on development outcomes in resource-rich nations.

The crucial role of institutional quality has also

been supported in a series of papers by Isham ez al.
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(2003), Leite & Weidmann (2003), Sala-I-Martin &
Subramanian (2003) and Bulte, Damania & Deacon
(2005), all of whom find that the presence of large
resource revenues tends to undermine the quality
of institutions, and this is turn has a strong nega-
tive impact on growth performance. But there is also
evidence that the type of resource base is crucial:
more spatially concentrated or ‘point’ resources, an
issue already discussed, seem to have a much greater
undermining influence on institutional quality than
do more dispersed types of resources. These point
resources can be controlled relatively easily and
cheaply by a ruling elite and the negative impact
of such predatory rent seeking on good governance
shows up very quickly, with flow-on effects to the
whole economy and society.

These broad findings, which now seem to be part
of the accepted wisdom in this field, are in keeping
with much current research in development studies,
and a range of policy agendas and recommenda-
tions that have been put forward to assist developing
nations. In a recent book Acemoglu & Robinson
(2012) have prosperity
depends on the creation of inclusive institutions that

stressed that national

provide incentives for all citizens to invest in their
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own education and innovative technologies. Once
in place these institutions create a virtuous cycle of
development, whereas alternative extractive institu-
tions continue the old cycle of poverty.

If China’s policies and strategies
represent a new start, can the
partnership between Africa and China

be used to break the resource curse?

But, what this review so far has indicated, is that
it is even more difficult for resource-rich nations to
follow such prescriptions, since the very depend-
ence on resources tends to undermine such inclusive
institutions and make their establishment very prob-
lematic. There are however a small number of success
stories among resource-rich nations and lessons from
these will be used later in this paper to develop ideas
for ways in which resource-rich countries in Africa
might manage their natural wealth more effectively
for the benefit of the wider population.

The Rise of Asia and the Demand for Resources: A New Era for Africa?

Since the often exploitative behaviour of multi-
national resource companies has been at least
partly responsible for the poor performance of
resource-rich countries, there has been much recent
speculation about the role that resource companies
from Asia — now major investors in many of Africa’s
resource economies — are likely to play, and whether
their impact will be similar or rather different from
their earlier Western counterparts (see, for example,
Alden, 2007; Alden, Large & Soares de Oliveira,
2008). If China’s policies and strategies represent a
new start, can the partnership between Africa and
China be used to break the resource curse?

Chinas involvement in Africa has increased
dramatically. Following the massacre of dissidents
in Beijing’s Tiananmen Square, Western sanctions
against China encouraged the emerging power to
develop stronger ties with other parts of the world
that were less critical of Chinese policies. Increased
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American dominance in the global system, particu-
larly after the end of the Cold War, encouraged China
to push for a move towards a more multi-polar inter-
national power structure, while the dramatic growth
of the Chinese economy has increased demand for
energy and a whole range of raw materials, includ-
ing from Africa (Ampiah & Naidu, 2008; Lagerkvist,
2009; Tull, 2006). The results have been dramatic.
Between 1989 and 1997 trade expanded by more
that 400 per cent, and in 2011 China became Africa’s
largest trading partner. In all of this, China has
sought to portray itself as being very different from
the former colonial powers and much more in tune
with the needs and aspirations of African nations.
President Jiang Zemin called China the world’s
largest developing country and lauded its relations
with Africa, the continent with the largest number
of developing countries. But how do we evaluate
China’s impact in Africa so far?

11



The optimists suggest that the rise of India and
China —and the increased prices being offered for the
minerals and other resources with which Africa is well
endowed — may offer a way forward. Asia offers both
large markets and growing industries that can absorb
not just traditional exports like cotton, but also food
and consumer goods. Tourism from Asia can also be
a key earner of foreign exchange. Thus, while Africa
may have been marginalised by the West, Asia can be
the new Silk Road (Broadman 2007). It has also been
suggested that China’s model of development — itself
a modified version of the successful Asian develop-
ment model — can also provide a new kind of strategy
for African development. The Beijing Consensus can
usefully displace the Washington Consensus, now
discredited in the eyes of many since the convulsions
caused by the Global Financial Crisis (GFC).

A key consequence of this renewed attraction of
Asian approaches to development policy and plan-
ning is that the role of the state — and indeed the
very nature of the state — has returned as a central
issue in development studies. The fact that China’s
economy is still under very direct control of the state,
that a significant proportion of the economy is still
state-owned, that the nature of China’s links with the
global economy are tightly constrained and that the
country was able to weather the GFC so well, has not
gone unnoticed in the rest of the developing world
(Subramanian, 2011). The need to strengthen state
capacity and regulatory reach has emerged as one of
the key lessons of the GFC: the state should now
not be seen as a key problem but as an indispensable

While Africa may have been
marginalized by the West, Asia

can be the new Silk Road

part of any viable solution. Markets unaided cannot
be relied on to deliver the benefits of development
since market failures are endemic, even in developed
countries. This lesson is certainly being heeded in a
wide range of countries where various kinds of ‘state
capitalism’ have been established. Aware of the eco-
nomic power of capitalist systems but unwilling to
trust the operations of uncontrolled markets, several
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countries are using carefully regulated markets to cre-
ate wealth, but are ensuring that the funds are used
as the government sees most appropriate (Bremmer,
2010). For many African governments a key attrac-
tion of China’s approach to its foreign investments
and aid has been a ‘hands off’ or conditionality-
free approach to aid, with no demands being made
regarding democracy, human rights or labour rights.
This, some argue, is a desirable trend which encour-
ages local decision making and the setting of local
priorities.

Critics have questioned whether
China’s exploitation of Africa’s
resources will be any more
benign than was the earlier

colonial pillage of Africa

Critics, on the other hand, have questioned
whether China’s exploitation of Africa’s resources will
be any more benign than was the earlier colonial pil-
lage of Africa, pointing out that almost all Chinese
investment has been in resources, and oil in particular,
often in countries like Sudan that have question-
able development credentials. Halper (2010), for
example, fears that, with the rise of China, authori-
tarian forms of government will again become more
attractive. Keenan (2009) has also suggested that the
unconditional nature of Chinese aid and investment
may in fact be counterproductive in that this wealth
creates strong incentives for elites to govern and allo-
cate resources for their own benefit rather than that
of the wider society. Tull (2006) emphasises that it
is the impact of China on the political culture and
processes in a number of African countries that is
most worrying.

However, others have suggested that if handled
carefully, China and India can help the continent
reach higher levels of growth: it is for Africa to make
decisions and plan for its own future (Winters and
Yusuf, 2007). An optimistic view has been presented
by Friedman (2009) and Gonzalez-Vicente (2011)
who argue that China is already in the process of
transforming parts of Africa, not just by increasing
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demands for resources but by exporting entrepre-
neurial methods and more general Asian dynamism,
and incorporating Africa into Asian industrialisa-
tion (Power, 2008). China’s method of operation,
it is argued, is fundamentally different from ear-
lier Western investors and the results can be much
more positive and less exploitative. It has also been
suggested that, as China’s own economy matures
and moves away from a reliance on cheap, labour-
intensive manufactures, this enmeshment of Africa
in an Asian-led global division of labour may become
much more benign through the kind of ‘flying geese’
model initiated first by Japan, then South Korea and
Taiwan and now China.

But what do we know in detail about the actual
impact of Chinese and other Asian companies
involvement in resource projects in Africa? In fact
there are few useful studies here. Perhaps the most
exhaustive research yet undertaken is a report by
Chatham House on the operations of Asian oil
companies in Nigeria and Angola (Vines er al.,
2009). Chinese companies offered, in both coun-
tries, investment in infrastructure and other projects
in return for access to oil, but this was much more
successful in Angola than in Nigeria. This was not

China is already in the process of
transforming parts of Africa, by
exporting entrepreneurial methods

and more general Asian dynamism

a case, the authors stress, of weak African govern-
ments being exploited by unscrupulous foreigners,
rather the failure in Nigeria was the result of a com-
plete misunderstanding by the Chinese of local
politics, and a similar failure by the Nigerian gov-
ernment to manage the schemes. The political and
business relationships with Angola have been much
better managed on both sides, with the local ver-
sion of the oil-for-infrastructure attracting much
attention, and being dubbed the ‘Angola mode’
by the World Bank. In part this was the result of a
long process of learning how to work together with
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a well-established regime — President José Eduardo
dos Santos celebrated his 30th year as President of
Angola in 2009, while Nigeria has had many changes
of leadership in this period. But the key, the authors
argue, is for the foreign companies to learn the intri-
cacies of doing business in different countries, while
governments need to understand the issues involved
in managing their relationships with the companies
and in dealing effectively with the large revenue

streams. Japanese and Indian companies have been

Chinese foreign policy and business
operations in Africa are very much a

reflection of Chinese domestic politics

much more risk averse than their Chinese counter-
parts, while the Korean companies have become so
frustrated with their experience in Nigeria that they
have become bogged down in legal actions. But,
since each case is demonstrably so different, we need
many more case studies of this kind.

What case studies of this kind also demonstrate
is the different behaviour of different national com-
panies from Asia, and again there have been too
few studies of these behavioural differences. Partial
exceptions here are a small number of studies exam-
ining the ways in which Chinese foreign policy and
business operations in Africa are very much a reflec-
tion of Chinese domestic politics and of Chinas
own processes of development (Alden & Alves,
2008; Kopinski, Polus & Taylor, 2011; Stephan &
Bridgman, 2012). Wenran Jiang (2009) reaches a
number of interesting conclusions in this respect:

e  While most authors on Africa—China relations
come to definite conclusions about whether the
relationship is good or bad for Africa, the real-
ity is in fact much more complex and nuanced.
Quite different results are possible depending
on the time, sector, country and a host of other
variables.

* Chinese domestic politics and past development
experience are very important in understanding
Chinese approaches to Africa. Thus, in order to
understand Chinese policies toward Sudan or
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Zimbabwe, for example, one needs to be versed
in this domestic context.

* China’s strategic goals in Africa reflect, in part,
the desire to gain access to natural resources for
its own economic growth, but this is moderated
by the historical role that China has played as
a champion of developing countries and by its
desire to construct a very different kind of inter-
national order.

* China’s desire to control energy resources is a
reflection of its own feelings of vulnerability
rather than some desire for dominance of the
African continent.

* In the cut-throat competitive environment that
now characterises the Chinese economy, there
are temptations for Chinese companies to have
inadequate regard for problems of corruption and
environmental degradation.

e African governments also need a thorough
understanding of Chinese domestic politics and
priorities in order to understand how to deal
with Chinese resource companies. The demand
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boom will not last forever, and it will change in
nature — facts that need to be grasped in all their
complexity.

All of this newer research on Asian companies in
Africa emphasise the point that local contexts, politi-
cal processes, institutional arrangements and policies
do matter, and there has been far too little detailed

The resource curse need not

strike in all situations

work in this area. Asian resource companies can
produce outcomes that are beneficial or detrimental
depending on the complex inter-relations involved,
and the policy setting on both sides (Mohan &
Power, 2008). The resource curse need not strike in
all situations, and ways of avoiding such outcomes
are the subject of the final part of this paper.

Designing Policies to Avoid the Resource Curse

There are two ways of avoiding the resource curse: to
learn some lessons from the few success stories that
exist, and to suggest the ways in which the myriad
of horror stories might have been avoided. Both
approaches are adopted here, but as we will see the
conclusions seem to be the same.

In the developed world one example of success
that has attracted much attention is Norway. Larsen
(2006) has suggested that focussed and effective
public policy is the key here, and in particular a
number of resource allocation measures enacted by
the Norwegian government:

*  Factor Movement Policy. A centralised wage fixing
system was used to limit general wage increases to
the level of productivity increases in the manu-
facturing sector.

»  Spending Effect Policy. Strong macro-economic

fiscal

was maintained. Foreign debts were repaid

management ensured that discipline
quickly and a Petroleum Fund was established
to invest oil revenues overseas. This shielded

the economy from excessive demand and real
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appreciation when at full capacity, thus reducing
loss of competitiveness.

o Spillover-Loss Policy. The accumulation of exper-
tise in offshore oil extraction was encouraged
rather than the use of foreign specialists.

*  Education, Research, and Development Policy.
Significant resources were channelled into educa-
tion, research, and development. Scholarships for
overseas study were set up.

»  Active Countercyclical Policy. Strong measures
were taken to counteract recessions.

*  Labour Market Policies. A centralised wage nego-
tiation system was maintained and negotiating
parties were urged to keep in mind the effects of
any wage increases on the overall economy.

* Industrial Policy. Efforts were made to maintain
and accumulate know-how in industrial activities
and keep a diversified export base.

In Africa the success story that has attracted atten-

tion is that of Botswana, and there seems to be
general agreement on what factors account for its

14



success (see, for example, Beaulier & Subrick, 2006;
Robinson & Parsons, 2003; Acemoglu & Robinson,
2012). Learning from history is important, and in
order to do this, strong national institutions and
good governance are critical. Botswana’s political
leadership pursued sound resource management pol-
icies to enhance the legitimacy of the government.
The government invested in education and build-
ing infrastructure, while spending on the military
was kept to a minimum. In so doing, Botswana was
able to establish strong institutions that allowed it to
escape the resource curse.

For other countries, it is of course impossible to
turn back the clock and make better use of missed
opportunities. But the analysis and case studies pre-
sented in this paper do offer some powerful clues
as to what needs to be done to make the best use
of natural resources. The dangers that come from
rent seeking elites and rebel movements keen to
gain access to resource revenues are abundantly
clear. The economic pressures that result from rapid
increases in revenues from resources have very real
negative implications for the rest of the economy
in the absence of strong action. Above all, strong,
legitimate and effective institutions are crucial in the
provision of good and effective governance. National
governments need the willingness and capacity to

The dangers that come from rent-
seeking elites and rebel movements
keen to gain access to resource

revenues are abundantly clear

stand up to multinational companies to gain the best
deals possible for their people. It may also be in the
national interest to question the economic orthodox-
ies peddled by international organisations (Bonnie
Campbell, 2004; 2010), for example has shown that
pressures to deregulate mining regulations in the
name of encouraging foreign investment may have
some very bad consequences for local economies,
societies and natural environments.

Such conclusions — and they leap out of the
evidence I have presented in this paper — are easy
to say but, as in all aspects of development policy,
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they are extremely difficult to implement. To add
an additional complication we have seen in many
countries evidence that natural resource revenues in
fact undermine the establishment and consolidation
of effective institutions. We come to the unavoid-
able conclusion that there are no easy answers and

It may also be in the national interest
to question the economic orthodoxies

peddled by international organisations

that effective development can only be achieved after
many years of effort and sacrifice. This is also surely
one of the lessons of the GFC, which has demon-
strated that relatively easy formulas based around
the establishment of markets are, in the absence of
much more fundamental change, worthless. But the
evidence also suggests that with the right policies and
the necessary amount of political will, success is pos-
sible: there is nothing inevitable about the resource
curse. The definition of the best policies will depend
upon local circumstance, history and institutions — a
point made strongly in a recent World Bank Study
(Barma et al., 2012).

Thus, to end on a positive note, there may be a
few things that can be done in the short term that
might then become part of an effective longer term
program. The first involves the establishment of
great transparency regarding resource revenues (Karl,
2007). Initiatives such as Publish What You Pay
which attempt to persuade governments and compa-
nies to make clear declarations about the size of these
revenues are a helpful start, allowing a range of com-
munity groups to monitor what financial flows are in
place, who received them and how they were used.
This is unlikely to influence the activities of hard-line
authoritarian regimes, but in some circumstances it
can bring constructive pressure to bear. Secondly, it
can be effective to establish sovereign wealth funds,
which as we have seen in the Norwegian case, can
mitigate the impacts of Dutch disease. Since the
1950s some 30 countries have established such funds,
and in most cases fiscal performance has improved.
More importantly in the context of countries in
Africa these can also — if appropriate firewalls are put
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in place — make it more difficult for regimes to siphon
off funds and use them for corrupt or frivolous pur-
poses. The mode of governance of these funds then
becomes crucial (Bagattini, 2011). Such a scheme is
being explored at the moment in Papua New Guinea,
which is experiencing a boom in oil and natural
gas development. Thirdly, Shaxson (2005) has sug-
gested that ways need to be explored to even out the
cycles of boom and bust that characterise receipts of
resource revenues. He suggests that the World Bank
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should explore ways producer nations can borrow at
times of high prices rather than the reverse. The pres-
ence of national oil companies, predominantly from
Asia, provides opportunities, he suggests, for negoti-
ating innovative deals of this kind to reduce volatility
of returns. These three mechanisms are not a panacea
and would not work everywhere, but they can be a
first step, and given the difficulty and complexity of
the resource curse problem it is essential that an early
start be made, if possible.
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