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R syt

PG UG

14 use the term “oil” to refer to both oil and
natural gas, and use “oil wealth, ” “petroleum
wealth, ” “oil production, ” and “oil income”
interchangeably. In appendix 1.1, | explain how |
define and measure the value of a country’s oll
and gas production. | classify countries as “oll
producers” or “oil states” if they generate at least
a hundred dollars per capita (in 2000 dollars) in
income from oil and gas in a given year. In
2009, there were fifty-six oil states scattered
across all regions of the globe (see table 1.1.¢

2-See, for example, Viner 1952; Lewis 1955;
Spengler 1960; Watkins 1963.

3-Examples include Lerner 1958; Lipset 1959;
Inkeles and Smith 1974; Adsera, Boix, and
Payne 2003; Inglehart and Norris 2003.

4-Quoted in David Ignatius, “Oil and Politics Mix
Suspiciously Well in America, ” Washington Post,
July 30, 2000.
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5BP 2010; UN Comtrade, database, available at
http://comtrade.un.org/db./

6-This book focuses on petroleum, not other
minerals. Among mineral resources, oil seems to
have the strongest impact on the politics of the
host country. Whether or not other minerals carry
a similar curse is an important question, but one
that goes beyond the scope of this book.

7-As noted in the preface: mea culpa. Some of my
own previous studies supported several of these
claims.

8-On this issue, see de Soysa, Gartzke, and Lin
2009; Colgan 2010b; Sarbahi 2005.

9-Other scholars have also emphasized the
importance of petroleum revenues, although they
generally concentrate on different qualities. See,
for example, Karl 1997; Jensen and Wantchekon
2004; Morrison 2007; Dunning 2008.

10-Alnasrawi 1994.

11-The seven companies were Standard Oil of
New Jersey (later Exxony, Standard Oil of
California (later Chevrony, Anglo-ranian Oil
Company (later BPy, Mobil, Texaco, Gulf, and
Royal Dutch Shell. By 2010, they had been
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consolidated into four firms—Exxon-Mobil, BP,
Shell, and ChevronTexaco—and were still among
the world’s largest publicly traded oil companies.

12-Kobrin 1980; Victor, Hults, and Thurber 2011.
13-Energy Information Administration 2010.

14 Between 1857 and 2000, 63 percent of all oil-
producing countries had average or above-
average incomes in the year they began
production. See appendix 1.1.

15-Countries that may become new oil or gas
exporters in the coming years include Cuba,
Ghana, Guinea, GuineaBissau, Guyana, Israel,
Liberia, Mali, Sao Tomé and Principe, Senegal,
Sierra Leone, Tanzania, Togo, and Uganda.
Indonesia and Tunisia—former exporters that had
become importers—may also once again become
petroleum exporters. On the scramble for Africa’s
oil resources, see Klare 2006.

16-Energy Information Administration 2010.

174 include all 170 countries that were sovereign
in the year 2000, and had populations greater
than 200, 000. Countries enter the data set in
either 1960 or their first year of independence, if
in 1960 they were under colonial rule. Countries
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that disappeared between 1960 and 2000—South
Vietnam, South Yemen, and East Germany—are
excluded. | treat Germany as the successor state
to West Germany, Vietnam as the successor to
North Vietnam, Yemen as the successor to North
Yemen, and Russia as the successor to the
Soviet Union.

18-For examples, see Sachs and Warner 1995;
Collier and Hoeffler 1998; Ross 2001a.

19-This is not a problem for all parts of my
argument. In a few cases, | maintain that income
generated by petroleum can cause problems
whether or not it is translated into government
revenues—when it crowds out industries that
usually hire women (chapter 4) or facilitates
armed rebellions through extortion (chapter 5.

20-Goldman 2008; Stern 1980.

21-Saudi Arabia might be a partial exception. Due
to its unique role as a “swing producer, ” it may
have the capacity to unilaterally affect global
prices, at least in the short run.

22 Christian Daude and Ernesto Stein (2007, find
that countries with “better institutions”—including
higher scores on measures of “government
effectiveness” and “regulatory quality’—attract
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significantly more foreign direct investment,
although they do not look separately at investment
in petroleum. Rabah Arezki and Markus Brickner
2010y show that greater corruption tends to
reduce oil production.

23-United Nations Conference on Trade and
Development 2009.

24 use the income of whatever country ruled the
extractive region when production began, even if
the territories later changed hands or became
independent. | am grateful to Steve Haber and
Victor Menaldo for sharing their data on initial
production dates.

25Haber and Menaldo 2009; Tsui 2011.

26n fact, a study by Gilbert Metcalf and
Catherine Wolfram (2010, finds that democratic oil
producers tend to extract their reserves more
quickly than nondemocratic oil producers.

27-According to Christopher Achen (2002, 442),
“None of the important empirical generalizations in
the discipline has emerged from high-powered
methodological research. Instead, almost without
exception, they were found with graphs and
cross-tabulations.” See also Shapiro 2005.
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28-Achen 2002, 446.

29-For important discussions of these limitations,
see Brady and Collier 2004; King and Zeng 2006;
Przeworski 2007

‘sa\”d 6-\:!4-}

1Bevan, Collier, and Gunning 1999.
2-Before accounting for inflation,
government spending in Azerbaijan rose
twelvefold and about thirteenfold in
Equatorial Guinea. These estimates are
based on the IMF’s 2005 and 2010 article IV
reports for the two countries.

3n this table, and all subsequent tables
with cross-tabulations, | use standard
difference-of-means tests to indicate whether
the oil-producing states are significantly
different from the non oilproducing states.
4-See Bornhorst, Gupta, and Thornton
2009; McGuirk 2010. This also means that
governments in oilfproducing countries
would be even larger than they are if they
kept taxes at “normal” levels.

5-+For heuristic purposes, | assume that
governments collect all of their oil revenues
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through non-tax instruments like royalties,
concession fees, and transfers from their
national oil companies; in reality,
governments also earn money from their oil
sectors by taxing the private companies that
work in the oil business. | return to this point
in chapter

6-Elian 1979; Bunyanunda 2005.

7-Not all US reserves are privately owned.
The government owns the offshore oil
reserves, which account for about a quarter
of US production. Reserves beneath public
lands can also be government owned.
Jones Luong and Weinthal (2010, point out
that there are important differences in
ownership patterns across countries. | return
to the issue of ownership and privatization in
the concluding chapter.

8-On the evolution of US mining laws, see
Libecap 1989. As Gavin Wright and Jesse
Czelusta (2004, 11y point out, this does
not mean that the United States had a well-
functioning system of mineral rights:Much of
the best US mineral land was transferred
into private hands outside of the procedures
set down by federal law.Nearly 6 million
acres of coal lands were privatized

448



between 1873 and 1906, for example,
mostly disguised as farmland. Most of the
iron lands of northern Minnesota and
Wisconsin were fraudulently acquired under
the provisions of the Homestead Act.

9-This type of rent—produced by innate
differences in the quality or production costs
of a good—is sometimes called “Ricardian”
rent, since it was first described by
nineteenth-century economist David Ricardo.
10-The estimates of rents are admittedly
rough; these figures are based on data
produced by Kirk Hamilton and Michael
Clemens (1999), and updated to account
for inflation.

11-Mill [1848] 1987, 16:3. Many social
scientists argue that the pursuit of rents is
the root of much evil, including economic
waste, corruption, and violence. See, for
example, Krueger 1974; Buchanan,
Tollison, and Tullock 1980; Colander 1984.
It is easier to construct theories about rents,
however, than to test their validity.
12-Hartshorn 1962.

13-1Levy 1982.

14-Penrose 1976, 198.
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15-Kobrin 1980, 17. See also Jodice 1980;
Minor 1994.

16-Mommer 2002.

17 -Yergin 1991, 463.

18-Coughlin 2002, 108.

19-Krasner 1978.

20-Mahdavi 2011.

21-Raymond Vernon (1971, refers to this
problem as “the obsolescing bargain.”
22For a discussion of the many forms that
these contracts may take, see Johnston
2007. Paul Stevens 2008y suggests that
there have been cycles of resource
nationalism, especially in the Middle East.
23-McPherson 2003.

24-Spengler 1960; North 1955; Watkins
1963.

251 ubeck, Watts, and Lipschutz 2007.
26-This problem, and the need for “fiscal
linkages” to replace the missing “forward”
and backward” linkages between the mineral
sector and the rest of the economy, was
first articulated in Hirschman 1958.
27-Javorcik 2004; Moran 2007. In theory,
companies can also create “forward
linkages” by providing low-cost inputs for
other industries, which would make them
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more competitive. In practice, studies rarely
find these linkages to have much effect.
28n fact, this is one reason why oil
triumphed over coal in the 1950s as the
world’s leading source of fuel. Since coal
production was labor intensive, it was more
susceptible to labor strikes and hence
supply disruptions. Strikes among coal
miners in the United States and Europe in
the early postwar period encouraged many
businesses to switch from coal to
petroleum, which required fewer workers
and was less vulnerable to strikes. See
Yergin 1991, 543—45.29-nternational Labor
Organization 2005.

30-Williams 2006.

31-Schultz 2006.

32-Bhattacharya and Ghura 2006.
33-Maass 2009, 35-36.

34-Bordo 1975.

35-Corden and Neary 1982; Neary and van
Wijnbergen 1986.

36-Gelb and Associates 1988; Auty 1990.
37Bevan, Collier, and Gunning 1999.
38-Matsen and Torvik 2005.

39-World Bank 2004.

40-Yergin 1991.
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41f oil suppliers have unused production
capacity, they can bring additional oil to the
market more quickly. Even this can take
months to accomplish, due to bottlenecks in
refining and transportation.

42-Smith 2009.

43-See Kilian 2008; Regnier 2007.
44-Some economists suggest that since
1973, oil prices approximate a “random
walk”—meaning that the best predictor of
next year’s price is this year’s price, but
that even this prediction is spectacularly
inaccurate. See Engel and Valdés 2000;
Hamilton 2008.

451 evy 1982.

461_eonardo Maugeri (2006, provides an
especially good account of the emergence
of the spot market.

47 -Cashin and McDermott 2002.

48 Except for 1898 to 1901, when czarist
Russia briefly outproduced the United
States, according to Goldman 2008.

49 -Tetreault 1985.

50-Meadows et al. 1972.

51-Lewis 1974, 69. See, for example,
Prebisch 1950; Singer 1950; Nurske 1958;
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Levin 1960; Hirschman 1958. These and
other studies are reviewed in Ross 1999.
52-Jaffee and Manning 2000.

53-These are spot market prices for Brent
crude in current dollars, according to data
posted on the Energy Information
Administration Web site, available at
http://www. eia.doe.gov (accessed April 13,
2010,.

54-These categories roughly correspond to
the classic division of factors of production
into “land” (natural resources), “labor”
(human and social capitaly, and “capital”
(physical capital).

55-Strictly speaking, the money earned
from the sale of minerals should not even
be classified as income but rather as
revenues from the sale of assets. For an
insightful analysis of this issue and how it
often leads to confusion, see Heal 2007.
56-These contracts are part of country’s
overall tax regime—the mix of taxes,
royalties, and other fees that the
government uses to collect revenues. The
tax regime also affects the stability of
government revenues: property taxes along
with unit or ad valorem taxes produce a
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relatively steady stream of revenues; profit
and income taxes create a more volatile
flow of revenues (Barma, Kaiser, Le, and
Virieula 2011).

57-Yergin 1991.

58-Shaxson 2005.

59-Michael Shafer (1983) made this point
long ago, in analyzing the disastrous
consequences for both Zambia and the
Democratic Republic of Congo of
nationalizing their copper industries.
60-See Revenue Watch Institute 2010.
61-Rosenblum and Maples 2009, 12.
62-On the secrecy and misuse of petroleum
revenues in Angola, Cambodia, Congo-
Brazzaville, Equatorial Guinea,
Kazakhstan, and Turkmenistan, see
reports by Global Witness, a London-based
NGO, available at
http://www.globalwitness.org. On similar
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Collier and Anke Hoeffler (2004y. Their
argument is not without its weaknesses—
some of which | have pointed to in earlier
studies (Ross 2004b, 2006a)—but a
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evidence presented in this chapter, seems
to support many of their contentions.
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place more weight on the secrecy of these
revenues: if the rebels could monitor
fluctuations in the revenues, volatility would
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general model of credible commitment in
separatist rebellions.
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Basedau and Lay 009.
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2002; Le Billon 2005; Besley and Persson
2010.

33. There is a small but crucial set of
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1997 war in Congo-Brazzaville and the
March 2004 coup attempt in Equatorial
Guinea, insurgents were backed by foreign
investors who hoped to capture a share of
the ultimate spoils.

34. Fearon 2005, 487. Fearon notes that
there is a statistical relationship between
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observance of contracts” derived from
investor surveys. After controlling for
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repudiation may not be a good indicator of
state strength or the state’s ability to deter
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they nationalized their petroleum industries.
Correlations between oil and measures of
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government observance of contracts, can
also be misleading due to problems |
describe in chapter 6.

35. Sarbahi 2005; de Soysa, Gartzke,
and Lin 2009.
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2007; Sala-i-Martin and Subramanian 2003;
Papyrakis and Gerlagh 2004; Robinson,
Torvik, and Verdier 2006; Melhum, Moene,
and Torvik 2006; Collier and Goderis
2009. Recent skeptics include
Brunnschweiler and Bulte 2008; Alexeev
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they have authority over resources that
have suddenly grown valuable,
governments can be plagued by what |
called “rent seizing” in an earlier book.
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once the impact of oil on income is properly
accounted for, oil is no longer correlated
with a reduction in institutional quality.
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. To be fair, this study acknowledged the
possibility that oil might not be conducive to
democracy by dropping seven oil+ich Middle
Eastern countries from the data set. Yet it
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