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13.1 Introduction

In this contribution | provide a comparative empirical perspective regarding gov-
ernance in Africa, with a particular focus on the challenges in managing natural
resources. At the outset | note that this perspective is selective, thus not exhaustive,
and that obviously serious challenges in national governance prevail in countries
in every region of the world, not just Africa. Further, there is significant variation in
the quality of governance across countries within each continent, Africa included.
Even within each country there is significant diversity across institutions and, in

larger economies, across regions and cities.

The perspective here is empirical in that it is evidence-based, reviewing some
relevant indicators across time and space, and this perspective includes the nexus
between political, economic, and institutional dimensions of governance. An illus-
tration of this link is the particular issue of state capture (Kaufmann, 2012) —undue
influence by the private sector in shaping the policies, laws, and regulations in a
country—which is related to the phenomenon of “legal corruption” (Kaufmann and

Vicente, 2011). As a growing number of countries have formal elections, the ways
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political and electoral finance have evolved is associated with these forms of cap-

ture and corruption.

In the past we have studied the challenge of state capture (and legal corruption) in
advanced, transition, emerging, and developing economies. Politics clearly emerge in
this work in general, and also more specifically in countries rich in natural resources—
particularly oil but also gas, metals, and minerals. State capture has been associ-
ated with the so-called “resource curse,” although, as indicated below, the notion
of a curse is misleading because the nefarious consequences of resource riches
are not predetermined: good governance is possible, as demonstrated by some

resource-rich countries.

Unfortunately, the sobering reality is that most resource-intensive countries face
major deficits in governance, and that in those countries the poor are not benefitting
from resource wealth with inclusiveness, and social progress has been impaired. As
we observe in Figure 13.1, in 1990 only about 20 percent of the world’s poor were
living in resource-rich countries. If current trends continue (that is, unless institutions
and governance improve), by 2030 half the world’s poor will live in resource-rich
countries as currently classified." In fact, the numbers of people living below the
poverty line in resource-rich countries have not declined —they continue to hover at
about 1 billion people worldwide—and they are not expected to decline in the next
15 years unless governance improves. This pattern contrasts sharply with the past
and expected trends in countries that are not rich in natural resources, where the

decline in poverty has been dramatic and is expected to continue.
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Figure 13.1: Share of the Poor Living Under US$2 a Day, 1990 and 2030
(projected, assuming current trends)
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Source: Brookings Poverty database and estimations.

The challenge of poverty reduction for Africa is dire; much of the needed progress is
still pending in this resource-rich continent. Much of the international development
focus on Africa has centered on the magnitude and effectiveness of aid. But total
official aid inflows, net of loan repayments, to Sub-Saharan Africa are only about
US$30 billion a year. Contrast that with the resource rents merely from oil and gas
in Sub-Saharan Africa, which have totaled about US$400 billion a year and have

often been mismanaged.

Qil, gas, and mining have gained in importance in Africa’s economic development
and, as we see in Figure 13.2 for the case of oil, are expected to become even
more prominent. In fact, all but a very few of Sub-Saharan African countries are

either resource-rich or prospectively so, given recent exploration and discoveries.
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Figure 13.2: Actual and Prospective Petroleum Producers, Sub-Saharan Africa
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13.2 Empirics and challenges of governance in natural resources

For assessing the quality of management of natural resources in any country,
understanding the broader governance environment at the national level is critical.
The evidence is clear that the overall governance challenge in Africa is also dire,
generally speaking. Yet it is important to focus on the specifics and the variations
across countries and components. First, Figure 13.3 depicts a governance map
showing the control of corruption in Africa. Data are drawn from the most recent
measured year in the Worldwide Governance Indicators (WGI).2 In this dimension
of governance —corruption--, many countries rate poorly and are depicted in red in
the figure; others exhibit serious challenges in corruption (pink), while a few face

lesser challenges (yellow). Botswana performs rather well.
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Figure 13.3: Control of Corruption in Africa, 2013
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Source: Kaufmann D., A. Kraay, and M. Mastruzzi (20110}, The Worldwide Governance Indicators: Methodology and Anralytical
The Worldwide Governance Indicators are available at: www.govindicators.org

The challenge of national governance is also evident when focusing on other com-
ponents of the WG, such as voice and accountability (which include political and
media freedoms as well as civil liberties) and political stability/absence of violence.
Alongside the indicator for control of corruption, these components are depicted
in Figure 13.4. The juxtaposition not only suggests the overall extent of the chal-
lenge across the various indicators in Africa, but also points to some differences:
resource-rich countries perform worse than other countries, and within resource-rich
countries, the largest countries in terms of population, namely Nigeria, Ethiopia, and
the Democratic Republic of Congo—which together account for almost 40 percent

of the population in Sub-Saharan Africa—face acute governance challenges.



Yale Center for the Study of Globalization

Figure 13.4
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Other governance components, such as the quality of rule of law and regulations,
show some similar patterns for the countries in the continent. There is a literature
about the links between natural resource riches and poor governance (Ross, 2012).
Natural resource rents are generated by a very concentrated product—oil, gas, or
minerals—that is a magnet for capture. Its concentrated riches provide a disincentive
to regular political transitions. Some modicum of autocratic stability is abetted by
incumbents buying support and placating their opponents by distributing resource
rents. This has major implications for politically induced distribution, as well as for
accountability, because often the opposition is silenced through this buyout financed

by the largesse of natural resources.

Several other links between natural resource wealth and governance have been
highlighted. A government’s reliance on extracted revenues as opposed to taxes has
an enormous impact on public accountability and government effectiveness. Another
major challenge for governance arises from the instability of natural resource revenues.
More generally, resource intensity often discourages investment in diversification

of production and of exports, causing the so-called Dutch disease (Corden, 1984).
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Yet generally it is important to underscore that the prevalence and manifestations
of these challenges vary from country to country. Some countries have managed

to successfully address or bypass them.

Figure 13.5: Resource Governance Index: 58 Countries
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The RGI covers 58 countries that are particularly relevant to a discussion of gov-
ernance and natural resources, and focuses on dimensions of transparency and
accountability, drawing from scores of different variables that have been gathered
using in-depth questionnaires answered by experts. We note that there is very high
variance among these 58 countries, which include 16 in Sub-Saharan Africa, denoted
by arrows in Figure 13.5. First, the figure makes clear that in general there is a
governance deficit regarding transparency and accountability in natural resources:
only 20 percent of the countries covered by the Index perform satisfactorily. It is
noteworthy, however that there is such a set of countries to show what is possible,
and that among them are some emerging countries: having satisfactory performance

is not the exclusive domain of richer countries.
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Neither do all wealthy countries perform satisfactorily. Some indeed, particularly the
Gulf countries, are not managing their natural resources in the most transparent
and accountable manner. And many emerging and developing countries exhibit
poor governance in natural resources. This is particularly true of the more resource-

dependent countries (Figure 13.6) —which arguably need good governance the most.

Figure 13.6: Transparency is Missing Where It Is Most Needed
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For a more thorough diagnostic that is useful for decision makers in a country, it is
important to drill down beyond aggregates and composites. The RGI permits this
by focusing on key components of transparency and accountability in extractive

industries and on specific variables within each component:

The actual disclosure of information by government agencies (i.e. Reporting Prac-

tices) is the direct indicator of transparency in practice.

Institutional and Legal Setting is the degree to which laws, regulations, and institu-

tional arrangements facilitate transparency, accountability and open/fair competition.

Safeguards and Quality Controls indicate the presence and quality of checks and

oversight mechanisms that encourage integrity and guard against conflicts of interest.

Enabling Environment looks at the broader governance environment on measures

of accountability, government effectiveness, rule of law, corruption, and democracy.
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Focusing on these specifics reveals that even countries that on average face enor-
mous challenges can make progress, and have done so. This can be seen from
Figure 13.7, where many countries have rather different values (colors) across
different components of the index, and also from the country illustration for Guinea

in Figure 13.8.

Figure 13.7: Resource Governance Index for 58 Countries
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Figure 13.8: Resource Governance Index for Guinea
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By 2012, Guinea had made significant progress in building and strengthening its
institutions and legal framework, but that is yet to be translated into other components
of transparency and accountability. And Guinea’s broader enabling environment,
captured in the fourth RGI component and covering overall issues of rule of law,
corruption, and government effectiveness, points to major pending challenges. The
further specifics by subcomponent of the Index point to further achievements and
challenges. For instance, in the case of contracts, at the time the data were gath-

ered for the Index (in 2012), Guinea was not performing well in terms of disclosure,

10
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hence the red color rating shown in Figure 13.8. Since then, however, Guinea has

released more information and is now more transparent.

13.3 A holistic approach to assessing governance in extractives: the Natural

Resource Charter

To comprehensively assess and advise on natural resource governance, a thorough
approach and tool has been developed: the Natural Resource Charter (NRC)?, a set
of principles to guide governments’ and societies’ use of natural resources so these
economic opportunities result in maximum and sustained returns for a country’s citi-
zens. The Charter outlines tools and policy options for governments and civil society
in order to avoid the mismanagement of diminishing natural riches, and ensure their
ongoing benefits. The key governance and accountability dimensions are integrated
into the technocratic economic decision-making stages along the chain, from the

decision to extract until investment in development, as summarized in Figure 13.9.

Figure 13.9: Key Stages of the Natural Resource Charter
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The Charter looks at the whole value and decision chain. In essence, one has to
look at key decision making from a policy standpoint: from the initial discovery of
resources and the decision to extract, then to getting a good deal, then to manag-
ing natural resource revenues, and finally to investing for sustainable development.

That is the technocratic decision-making chain, for which effective policymaking and

11
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effective economic decisions are crucial and which has to be overlain by a govern-
ment framework. Domestic governance issues are crucial in terms of accountability,
transparency, and civil society participation by NGOs, think tanks, academics, and

so on. This is in addition to the whole international governance framework.

These overarching stages are then unbundled into a set of twelve specific precepts
covering in depth the key governance and policymaking aspects in the extractives
chain. They are spelled out in Figure 13.10.

Figure 13.10: Natural Resource Charter: Governance and Decision
Chain Precepts
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We see the progression of these precepts along the decision-making chain, starting
with the first one, focusing on forming a strategy and ensuring accountability and
transparency, which pertains to the issue of governance. It moves on to public finance
issues like taxation, local impact, issues involving national resource companies,
allocating revenue, managing volatility, and public expenditure, and finishes with the

very important role of international companies and international governance actors.

12
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This intellectual framework has been adapted into a benchmarking (or diagnostic)
framework that is being applied in a number of countries including Tanzania, where

the government is implementing it.
13.4 Corruption matters

In contrast with a few decades ago, writing about corruption, and measuring it, have
ceased to be taboo or fringe undertakings subject to major sensitivities. Awareness
of the challenge of corruption has increased significantly, supported by the efforts
by many organizations including the international NGO, Transparency International.
Yet, when it comes to the complex politics of implementing strategies and programs

that address corruption in a country, much progress has yet to be made.

Much also needs to be done to find rigorous ways of analyzing corruption and its main
determinants in a country, and to translate such analysis into a coherent strategy
and action program that addresses the institutional failures and key factors behind
corruption. This challenge starts from the recognition that corruption is largely a
(costly) symptom of underlying weaknesses in governance and institutions, which

one has to understand in depth.

The pending analytical and strategic challenge of corruption is evident in the case
of natural resources. For the extractives sector, the Charter in principle offers an
overall framework that could help a country make inroads in controlling corruption,
but specific work lies ahead to rigorously specify the different manifestations of cor-
ruption and the types of vulnerabilities and determinants that prevail at every stage

of the natural resource value and decision chain.

Figure 13.11 points to the myriad manifestations of corruption and illustrates how
some key points of vulnerability to corruption can be mapped into the Charter deci-
sion chain. In analyzing corruption vulnerability in a specific country, each type of
vulnerability to corruption would need to be associated with particular institutional

factors and key actors, and would imply different action programs.

13
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Figure 13.11: Mapping Corruption Vulnerabilities in the Extractives Chain
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It is also important to consider the transnational dimension of bribery and corruption,

and thus the fact that many multinational companies still engage in corrupt practices

abroad (Figure 13.12). There is evidence (OECD, 2014) suggesting that such bribery

from companies to public officials may be particularly prevalent in natural resources.

Figure 13.12: Bribery and Corruption in Procurement
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The evidence is clear that improved governance and anti-corruption measures are
associated with significant development gains; our past research suggests that on
average worldwide, a 1-standard deviation improvement in governance (such as
corruption control and rule of law) is causally linked to a three-fold increase in a
country’s per capita income in the long term. As Figure 13.13 shows, these large
orders of magnitude are no smaller in resource-rich countries: if anything, the “devel-
opment dividend” from improved governance may be even larger for countries that
are rich in extractives. In other words, from the perspective of development, being

awash in natural resources is not a substitute for good governance.

Figure 13.13: Governance and Per Capita Income Growth
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based on WGI Control of Corruption scores. Resource Rich country classification according to IMF (2012)

13.5 Transparency and beyond

In addressing corruption—and more generally enhancing accountability and gov-
ernance—in natural resources, one should not underestimate the importance of
transparency. International initiatives such as the Extractive Industries Transparency
Initiative* and mandatory disclosure requirements in the European Union and United
States have made important contributions towards greater transparency in natural

resource revenues, as have a number of individual-country initiatives.

Yet rigor and details are again important, since transparency is multi-dimensional and

involves different issues at different stages of the value chain that go well beyond

15
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the initial global initiatives on transparency of revenues. A simplified® unbundling of

the various transparency challenges across the chain is depicted in Figure 13.14.

Figure 13.14: Transparency Challenges Across the Value Chain
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Transparency is necessary, but even if it is comprehensive it is insufficient. Critical
complementarities (and thus interactive effects) imply that pursuing transparency
alone will likely yield disappointing results. If the rule of law is lacking, disclosures
may take place but not be fully followed up with sanctions: in essence, a regime
of transparency with impunity. If civil society and basic liberties are repressed in a
country, transparency will not translate into accountability and thus disclosure-induced
pressure to implement reforms will be lacking. Hence, basic institutions associated
with the rule of law also need to be in place, as does an enabling environment for
civil society and the media to function without censorship and repression. Unfor-
tunately, in many resource-rich countries such an institutional framework is largely

lacking, and often deteriorating.

Beyond transparency, other important aspects also require a detailed and rigorous
approach, starting with the decision to extract natural resources and continuing to

the many decisions that follow, such as the terms of contracts and fiscal regimes,

16
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or decisions on macroeconomic management that affect how to manage volatility

and how to manage resources for investment and socioeconomic growth.

Differences in how volatility has been managed (or not) are illustrated in Figure

13.15, contrasting the case of Chile with those of Iran, Gabon, and Congo.

Figure 13.15: Budgetary Revenue and Expenditures in Selected
Resource-Rich Countries
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Source: Natural Resource Governance Institute.

The charts in Figure 13.15 depict the trends in government budgetary revenues
(blue line) and expenditures (red line). In all resource-rich countries, revenues are
naturally highly volatile, given fluctuations in price and volumes. The question is
whether such countries have macroeconomic countercyclical policies and instru-
ments in place to manage such volatility and to smooth expenditures. For Chile, the
smoothing of government expenditures is clear, sharply contrasting with the cases
of Iran, Gabon, and Congo, where the enormous volatility in public expenditures
essentially dovetails the revenue pattern, illustrating these countries’ subpar mac-

roeconomic management frameworks.

In this context, it is worth considering institutional initiatives such as natural resource

stabilization funds—provided, however, that these can be properly designed, gov-
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erned, and implemented (as in Chile), because in poorly governed settings they

may end up exacerbating the problem (Bauer, 2014).
13.6 Conclusion

For scores of resource-rich countries around the world, and for most countries in
Africa, extractives are much more than a traditional economic sector. How these
resources are harnessed has major implications for a country. Coupled with the
prevailing governance deficit in most countries, this hints at why the governance of

natural resources is arguably the development challenge of our generation.

In moving away from a narrow focus on the extractive industries, it is important to
explicitly assess the key national development and macroeconomic implications of
a country’s natural resources, and utilize a comprehensive governance framework
for analysis and diagnostics, such as the Natural Resource Charter, complemented
with use of data and indicators and an analysis of the political economy and cor-

ruption vulnerabilities.

Corruption needs to be viewed through a different lens than the traditional focus
on bribery and the notion that corruption is the driver of governance ills. Instead,
corruption is often a costly symptom of broader institutional weaknesses rather
than the fundamental determinant of governance failure, although forms of high
level political corruption and capture are also a determinant of governance failure.
Indeed, the focus on corruption needs to also shift to encompass various manifes-
tations, including quasi-legal forms of corruption, leakages of public funds, asset
stripping and stealing, and the like. In many settings, major institutional reforms are
still pending regarding procurement and customs, as well as regarding tax policy

and administration. Political finance is highly vulnerable to corruption and capture.

In this context, the proper set of analytical tools to assess the corruption vulnerabili-
ties in the extractives sector is yet to be fully developed. Yet more generally, where
there is political will, the implementation of benchmarking diagnostic tools such as
the Natural Resource Charter offers a way to help address more comprehensively

the challenge of natural resource governance.
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To address corruption, enhancing transparency is necessary, even if not suffi-
cient in itself. In natural resources, the Extractives Industry Transparency Initiative
(EITI), which many African countries have joined, offers a path forward. Advances
in transparency also need to be complemented with a similar focus on voice and
accountability challenges—including basic liberties and civil society participation,
which are missing in many countries. Progress on rule of law is also critical, lest
transparency reforms fail to deliver because of impunity. The power of technology
and new data frontiers is also key, and evidence-based policy analysis is important

for more effective policymaking.

Beyond the technical assessments, much of the challenge ahead in addressing the
governance challenges will be of a political nature. The declines in the prices of oil
and mining products have major implications for Africa, not the least the challenge
of maintaining macroeconomic stability in the face of dwindling revenues, as well as
further obstacles in attracting investors. Yet they also present a unique opportunity to
implement much needed governance reforms, which do not garner political support
in times of boom. Lower oil prices offer the opportunity to eliminate costly subsidies.
There is also an opportunity to implement broader reforms in public finances, such
as expanding the tax base and enhancing the efficiency of public expenditures, as

well as addressing corruption and waste in many oil and mining state enterprises.
References

Bauer, Andrew, ed. 2014. Managing the Public Trust: How to Make Natural Resource
Funds Work for Citizens. Revenue Watch Institute and Vale Columbia Center.
Available at: http://www.resourcegovernance.org/sites/default/files/NRF_RWI_

Complete_Report_EN.pdf

Corden, W.M., 1984. “Boom Sector and Dutch Disease Economics: Survey and

Consolidation,” Oxford Economic Papers 36: 362.

International Monetary Fund, 2012. Macroeconomic Policy Frameworks for Re-
source-Rich Developing Countries. Available at: http://www.imf.org/external/

np/pp/eng/2012/082412.pdf

19


http://www.resourcegovernance.org/sites/default/files/NRF_RWI_Complete_Report_EN.pdf
http://www.resourcegovernance.org/sites/default/files/NRF_RWI_Complete_Report_EN.pdf
http://www.imf.org/external/np/pp/eng/2012/082412.pdf
http://www.imf.org/external/np/pp/eng/2012/082412.pdf

Yale Center for the Study of Globalization

Kaufmann, Daniel, 2012. “Governance, Aid, and Corruption in Transition: Taking
State Capture Seriously.” Available at: http://www.brookings.edu/research/

opinions/2012/03/26-state-capture-kaufmann

Kaufmann, Daniel, and Pedro C. Vicente, 2011. “Legal Corruption,” Economics and

Politics 23(2): 195-219.

Kaufmann, Daniel, Aart Kraay, and Massimo Mastruzzi, 2010. The Worldwide Gov-
ernance Indicators: Methodology and Analytical Issues. World Bank Policy

Research Working Paper No. 5430. Available at: http://ssrn.com/abstract=1682130

Natural Resource Governance Institute, 2013. 2013 Resource Governance Index.

Available at: http://www.resourcegovernance.org/rgi/report

Natural Resource Governance Institute (NRGI), 2014. Natural Resource Charter
Second Edition. Available at: http://www.resourcegovernance.org/publications/

natural-resource-charter-second-edition

Organization for Economic Cooperation and Development, 2014. OECD Foreign
Bribery Report: An Analysis of the Crime of Bribery of Foreign Public Offi-
cials. Available at: http://www.oecd.org/corruption/oecd-foreign-bribery-report-

9789264226616-en.htm

Ross, Michael L., 2012. The Oil Curse: How Petroleum Wealth Shapes the Develop-

ment of Nations. Princeton, NJ: Princeton University Press. p.10.

World Bank, 2013. World Development Indicators 2013. World Bank Publications.
Available at: http://data.worldbank.org/data-catalog/world-development-indi-

cators/wdi-2013

Endnotes

' Thatis, without considering any countries yet to be found to be resource-rich.

2 See http://info.worldbank.org/governance/wgi/index.aspx#home.

20


http://www.brookings.edu/research/opinions/2012/03/26-state-capture-kaufmann
http://www.brookings.edu/research/opinions/2012/03/26-state-capture-kaufmann
http://ideas.repec.org/a/bla/ecopol/v23y2011i2p195-219.html
http://ideas.repec.org/s/bla/ecopol.html
http://ideas.repec.org/s/bla/ecopol.html
http://ssrn.com/abstract=1682130
http://www.resourcegovernance.org/rgi/report
http://www.resourcegovernance.org/publications/natural-resource-charter-second-edition
http://www.resourcegovernance.org/publications/natural-resource-charter-second-edition
http://www.oecd.org/corruption/oecd-foreign-bribery-report-9789264226616-en.htm
http://www.oecd.org/corruption/oecd-foreign-bribery-report-9789264226616-en.htm
http://data.worldbank.org/data-catalog/world-development-indicators/wdi-2013
http://data.worldbank.org/data-catalog/world-development-indicators/wdi-2013

Africa at a Fork in the Road: Taking Off or Disappointment Once Again?

3 See http://naturalresourcecharter.org/
4 See https://eiti.org/

5 And thus only illustrative, for purposes of designing action programs.
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