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Iraq, violence and resources

Jon Mendel rejects Irag’s ‘resource curse’ and argues a natural resource dividend and Iand

real hope for the country’s future

“We should make sure, if there is a conflict,
in any post-conflict Iraq there is a proper un
mandate for Iraq and that oil goes into a trust
Jfund and we don’t touch it, the Americans don’t
touch it without uN authority. Now, we can’t say
fairer than that.”
—Prime Minister Tony Blair,
m1v Forum, 1 March 2003

PRIOR TO the invasion of Iraq, Tony Blair
offered his commendably simple answer to
accusations of ‘war for oil’. Unfortunately,
things quickly became more complex. In the
post-invasion Iragi economy, 44% of the Iraqi
oil that was known to have been extracted
under the Coalition Provisional Authority
(cpa) disappeared off the books. As the Bec
reported—more than $8b of Iraqi funds was
thus “unaccounted for” under cea rule.

Blair repeatedly insisted that one benefit
of Operation Iraqi Freedom would be to give
control of Iraqi oil revenues to their rightful
owners: the Iragi people. However, flaws in the
cpa accountancy procedures make it—for all
practical intents and purposes—impossible
to verify whether or not the Coalition
implemented this pledge.

Further worsening the situation, the cpa
handled badly those Iraqi funds that did not go
missing. A high proportion of reconstruction
contracts were—as the Revenue Watch Institute
reported—awarded without competitive
tendering, and “the bulk of contracts paid
for with Iragi oil money went to Halliburton
subsidiary Kellogg Brown & Root with no
competition”. There is also evidence of bribes
having been demanded, and of foreign
companies hugely inflating their charges. As
Revenue Watch puts it, the cpa unfortunately
“chose not to apply the same standards that
apply to us funds” to Iraq’s resources.

Iraqi resources—in particular, the division
of oil revenues—also play a significant role in
sectarian tensions in the state, and atmmp!s
to alienate these
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expert on post-conflict reconstruction—argues,
the Iraqi constitution “leaves current oil and
gas fields under the control of the national
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any new finds”. These new finds are very likely
to be significant: some estimates of currently
drilled reserves are as low as 20%. Due to where
the different ethnic groups are predominantly
(although far from exclusively) located in Iraq,
this would favour Shia and Kurdish areas at the
expense of Iraq’s Sunni minority. This could
considerably raise ethnic tensions.

Violence springing from—among other
things—ethnic tensions inflamed by arguments
over resource revenues can lead to claims of a
‘resource curse™ researchers such as Philippe Le
Billion note that “compared to less well-endowed
countries, resource-rich countries have been on
average poorer and less competently governed”.

Some view the violence in Iraq as a
consequence of such a ‘curse’. However, even
if one accepts for the sake of argument that
natural resources are correlated with worsened
outcomes, correlation does not necessarily imply
causation. This apparent curse is not due to any
intrinsic quality of resources: for example, black
liquid in the ground does not in itself cause
poverty and corrupt governments. Instead, any
curse is caused by the way that resources play
out in various social and political contexts. It
is therefore something that can be changed.

As Fred Harrison- ‘renegade
economist’'— s resources do not
curse anyone. Rather, the curse flows from bad
stewardship of the public domain”. Improving
the stewardship of the public domain has the
potential to turn a curse into a blessing.

‘When looking to address this ‘curse’, one
promising form of resource distribution would
be to “distribute revenues directly to the
people”—as the economists Sala-i-Martin and
Subramanian argue in their paper ‘Addressing
the Natural Resource Curse: An Illustration
from Nigeria’. Seeing the problems caused by
Nigeria’s oil resources, they “propose a solution
for addressing this resource curse which
involves duactly distributing the oil revenues to
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lndmdnz]s to work to maximise the dividend
earned by everyone. This would be a kind of
individualism, but one that has the peculiar
effect of incentivising people to work together.
Also, administering resource rents in this
way in Iraq would have the benefit of moving
the Iraqi government away from depending
upon the revenues from natural resources.

irtuous
toa
econom
‘The
used and
the post- lisor

than ather ha

Currently, the Iragi government is able to and economy: as this social and economic eakened the state and
depend on revenues from oil and other natural development takes place, land values and de-| leg:ldinsmg both th
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individual Iragis. While there are multiple
causes of the current violence in Iraq, financial
hardship plays a clear role.
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