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Final Workshop report
Title of Workshop: 1.3 Corruption, Conflict and Contestation in Natural Resource Governance
Moderator: Jim Schweithelm, ARD, Inc
Rapporteur Stephen Carpenter, ARD, Inc
Panellists 

· Ms. Regina Birner, International Food Policy Research Institute, Senior Research Fellow Development Strategy and Governance Division

· Mr. John R. Heilbrunn, The Colorado School of Mines, Associate Professor, The Graduate Program, International Political Economy of Resources, Division of Liberal Arts and International Studies
· Mr. Donald Bowser, Consultant
Summary (300 words)
	This workshop focused on corruption in the natural resources and energy sectors. The panellists analyzed and discussed the types, root causes, drivers, and enablers for conflict and corruption found in natural resource governance. Using case studies from Ghana, Indonesia, Tajikistan, and other regions, the panellists described programmatic interventions used to counter corrupt practices, promote sustainable resource management, and defuse and decelerate conflict.
The panellists explored the extent to which state and non-state actors have used renewable (e.g. timber) and non-renewable (e.g. oil, diamonds) resources to finance armed conflict. In addition, the panellists discussed the ways in which state and non-state actors have captured governance systems for licensing, operation, finance and trade for personal gain. The panellists demonstrated that capture of natural resource governance systems often results in environmental degradation and depletion of resources, increased levels and intensity of civil and military conflict, money laundering, and weakened state structures and institutional integrity. 
The panellists indicated that weak laws for natural resource management and unclear ownership rights often facilitate capture of governance systems. Well-designed laws defining ownership rights, combined with robust enforcement mechanisms, were recommended to combat corruption and strengthen natural resource management. The panellists discussed the increasing trend toward decentralization of natural resource management as a potentially effective way to mitigate corruption if devolution of authority to local government and community organizations is combined with efforts to reform public sector institutions involved. If not carefully designed, such initiatives can decentralize opportunities for corruption. The panellists and workshop participants emphasized the importance of international and local non-governmental organizations, such as the Extractive Industries Transparency Initiative (EITI), in establishing country-level transparency requirements. 
ARD, Inc., the organizer for this workshop, has a dedicated Governance and Institutional Development Practice, as well as a Natural Resources & Environment Practice that works to strengthen natural resource governance in developing, newly industrialized, and transitioning countries. We are working in Africa to increase property rights transparency in artisanal diamond mining and we recently concluded a five-year effort to identify the causes of—and solutions to—forest conflict in Asia and Africa, including addressing the corrupt practices that contribute to conflict. We are currently working with USAID to develop programming guidelines for addressing corruption in extractive industries worldwide.


Summary of presentations (300 words per panellist)
	Regina Birner  - Can Decentralization and Community-Based Development Reduce Corruption in Natural Resource Management - Insights from Forestry in Indonesia and Irrigation in Ghana
In her presentation, Ms. Birner explored the effectiveness of decentralization as a tool to combat corruption and resource degradation. In forestry, corruption is typically linked to illegal resource extraction, whereas in irrigation, corruption occurs mainly in the construction of irrigation schemes and in the allocation of irrigation water. In both sectors, decentralization of management authority to lower levels of government and to local community groups has been a major approach to reduce corruption and associated conflicts. Presenting case studies of forest management in Indonesia and small-scale irrigation in Ghana, Ms. Birner demonstrated that this approach has in fact a considerable potential for reducing corruption. However, the effectiveness of this approach depends on enabling conditions. If elite capture is prevalent, corruption may increase. 
In the Upper East Region of Ghana, the government has promoted the construction of small reservoirs as a development strategy. However, most reservoirs are unusable for agricultural purposes due to poor construction. Using a resource-mapping-process, researchers found that the level of influence of local actors and the flow of public infrastructure funds have a major impact on the quality of the reservoirs. Public infrastructure funds are often subject to leakage under an informal 10% rule or through political patronage obligations.
Ms. Birner presented two case studies on logging in Indonesia in which local communities and local politics determined whether logging concessions were granted or whether illegal logging was tolerated.  These case studies highlighted the importance of the village headman and traditional village institutions, but Ms. Birner cautions against romanticizing traditional village institutions as the “true stewards” of the environment. The case studies show that traditional institutions are subject to the same power struggles as formal village and district institutions.

Ms. Birner argued that devolving authority to elected local governments and community organizations should be combined with efforts to reform the public sector institutions involved in natural resource management. 

John Heilbrunn – Governance and Fighting Corruption in the Extractive Industries
In his presentation, Mr. Heilbrunn asserted that political leaders in resource abundant countries make strategic decisions to manage resource rents. These strategic decisions include a conscious choice to accept or reject public officials who engage in graft and accept bribes. Mr. Heilbrunn assessed the relationship between corruption and revenue management in the extractive industries with a focus on West Africa. His presentation began with a discussion of the actors in the extractive industries sector.  In the host country, national, provincial, and community actors are the key participants in this sector.  Among the corporate actors are the mining and oil companies that seek particular outcomes from negotiations with government officials.  This presentation raised the issues of governance and the effective use of resource rents for sustainable development.  
Mr. Heilbrunn evaluated several initiatives that are operating in the extractive industries to reduce corruption through international oversight and improved transparency. He pointed out that international oversight has increased significantly since the IMF launched its Revenue Transparency Initiative with its periodic reports on a country’s observance of standards and codes. He also outlined the effectiveness of the Public Expenditure Management and Financial Accountability Reports conducted by the World Bank. He noted that Transparency International has been effective in raising public awareness of the costs of corruption. The Extractive Industries Transparency Initiative (EITI), currently operating in 23 countries around the world, encourages member countries to comply with audits and transparent revenue management practices. 
Mr. Heilbrunn discussed the role of non-renewable resource funds (NRFs), which help resource abundant countries manage resource revenues more effectively and prevent the integration of resource revenues into the consolidated budget from which leakage may present a problem. Resource abundant countries should ensure there are strict deposit and withdrawal rules for the NRF to ensure the availability of funds for future generations. 

Mr. Heilbrunn emphasized the importance of drafting clear laws determining the ownership of minerals found beneath the ground or under coastal waters. He also recommended that contracts for fields and mines be subject to international bidding competition rules. 

Donald Bowser – The Shadow State in Central Asia and Its Impact on Natural Resource Management
In his presentation, Mr. Bowser focused on the relationship between corrupt networks and the misuse of natural resources in Central Asia, focusing on the case study of the Tajikistan Aluminium Company (TALCO). Mr. Bowser outlined the concept of the shadow state, an alternative system of governance imposed by public officials acting in private interests along with non-state actors that are capable of gathering rents and delivering goods and services where the state fails to provide such services. 
The TALCO case study is based on recently published court records and newspaper accounts that provide insight, as Mr. Bowser explains, into “how the shadow state structures can gain control of a significant portion of a country’s natural resources and utilize the facade of the state to reallocate state funds into private hands.”
TALCO is one of the ten largest aluminium smelters in the world and provides up to 70% of the country’s foreign currency earnings, consuming 40% of the country’s electrical power. TALCO is wholly owned by the Tajik government and is directly supervised by the President. Tajikistan does not mine alumina but imports the raw material through tolling arrangements. Court papers reveal that TALCO conducts business with the British Virgin Islands registered company CDH, which, according to Mr. Bowser, “is a cut-out in the complex aluminium trading arrangements established by TALCO...” The ownership structure and control of CDH is unknown. Other actors involved in TALCO operations include high-ranking Russian and Tajik government officials and other politically important persons, in several cases in close relation to the President. Court records and financial statements show that TALCO is operating at a loss, while TALCO’s offshore partners are allegedly making between $500 million and $1 billion in profits per year. Mr. Bowser concludes that the manipulation of contracts for tolling by state officials working in their own interests and the tunnelling out of the assets of TALCO have proven disastrous for Tajikistan. 
During the question-and-answer session following the presentation, Mr. Bowser recommended strengthening state institutions and revising the legal framework to prevent such corrupt practices from continuing in Tajikistan.
The following presenters were unable to attend the conference, but their papers add important insights into the discussion on governance and natural resource management.

Emmanuel Huntzinger and Saurabh Naithani – Anti-corruption Efforts in Afghanistan: “Monitoring for better natural resource management: the case of the Aynak mine in Afghanistan”
In this paper, Messrs. Huntzinger and Naithani describe the sale and operationalization of the Aynak copper mine in Afghanistan. Aynak is the second-largest unexploited copper deposit in the world, and could generate significant state revenues and jobs. The authors detail how Integrity Watch Afghanistan conducted a preliminary assessment of prospects and pitfalls from Aynak. Their report lays out the economic benefits from the mine resource, the issues, and areas of future concern. They collaborated closely with other actors such as the Extractive Industries Transparency Initiative (EITI) in developing their recommendations.
The authors point out that when the mine was sold to a Chinese metallurgical company in 2007, the laws that were to govern the Aynak enterprise were still under development. While the Minerals Law has made some headway, the authors argue that it still lacks a comprehensive approach to extractive industries and has not been reviewed for loopholes and shortcomings.  In addition, local communities may be negatively affected by the operationalization of this mine, and the authors recommend that stakeholders carefully revise the manner in which the local communities have been engaged so far. The paper also discusses potential environmental impacts of the mine, and again indicates that the regulatory framework does not adequately address requirements for environmental preservation. 

Huntzinger and Naithani argue that Aynak is an example of the “natural resources curse” characteristic of developing and post-conflict countries with low public sector capacity but abundant natural resources. They argue that good governance is essential to ensure there are benefits for local communities and to ensure that the mining consortium does not abuse regulations and the environment. The authors recommend application of the principle of “cluster” organization, “where various stakeholders related to a given economic sector collaborate to maximize the collective benefits, while dealing together with the main issues it raises.”  In concrete terms in the case of Aynak, this would require the close collaboration of the mining company, central and local public authorities, local businesses, and training institutions. 
Ange Maxine Kazagui – “La corruption dans la filière diamante” 
In his paper, M. Kazagui discusses the mechanisms of corruption involved in the diamond mining industry with a focus on the Central African Republic (CAR). He points out that mechanisms of corruption negatively impact local artisanal diamond miners, leading to their systemic poverty.
M. Kazagui points out that in the CAR, the diamond industry is regulated by authorities who, at times, provide concessions to foreign companies not permitted by law to extract and export diamonds. Foreign extractors may pay off local authorities to secure falsified national identity documents and take up operation in competition with local artisanal miners. In some cases, police officers have confiscated diamonds from artisanal miners, and failed to turn these diamonds over to the state. Provincial authorities also regularly purchase diamonds from artisanal miners at low cost and then re-sell them in the capital to exporting houses at a much higher price. 
M. Kazagui indicates that such corrupt practices are less frequent since the Government of the CAR signed onto the Kimberley Process, designed to certify the origin of rough diamonds from sources which are free of conflict. According to the author, the CAR Mining Code contains sufficient provisions to promote industrial-scale production of diamonds and gold, but should be strengthened to ensure that all those demanding mining rights are treated in an equitable and fair basis. M. Kazagui suggests strengthening laws and enforcement to severely punish misconduct while at the same time encouraging legitimate operators. The author also recommends launching widespread information campaigns informing the artisanal miners of their rights and the fair market price of diamonds.  He notes that the state has undertaken serious efforts to establish a system of evaluation for transparent exporting of diamonds, in adherence to the Kimberley Process and the Extractive Industries Transparency Initiative (EITI). 



Main Outputs (200 words, narrative form)
	The panellists provided models of public-private partnerships for resource governance, particularly through the discussion of reservoir construction in Ghana and timber concessions in Indonesia, as well as the discussion on artisanal diamond mining in the CAR, and for oil, gas, and mining operations in resource abundant countries. The panellists provided examples of successful and unsuccessful demand-driven, community-based resource governance initiatives.  The panellists also provided case studies of successful approaches to supply-side resource governance policy design and implementation. 



Recommendations, Follow-up Actions (200 words narrative form)
	A recurring question raised during the presentations is: who really owns the resource and who has the right to benefit from its use or extraction? The panellists recommended establishing well-designed laws clearly defining ownership rights. Such laws should include robust enforcement mechanisms.
The panellists and participants from the audience emphasized the significant role that international organizations and country-level non-governmental organizations can play in creating incentives for anti-corruption reforms. Such organizations can be highly effective by establishing country-level transparency requirements. For example, the Extractive Industries Transparency Initiative (EITI) requires audits and compliance with transparent revenue management practices.
Promoting corporate social responsibility (CSR) through initiatives such as Publish What You Pay can be important means for combating corruption, especially when multi-national firms are involved.
The increasing trend towards decentralization and devolution of natural resource management can effectively empower community-based organizations and user groups. However, decentralization of authority, if not carefully implemented, can lead to decentralization of opportunities for corruption. In addition, decentralization efforts should not pass the entire burden for enforcing transparency and accountability in natural resource management to the poorest sector of the populace. A successful effort will involve local stakeholders together with public sector actors.
The panellists emphasized that interventions to strengthen natural resource governance must be clearly targeted and complementary, stressing the need for partnership among government, civil society, and the private sector. Often, an appropriate system of incentives is needed to gain cooperation of key actors.
To effectively analyze and combat a specific instance of natural resource-based corruption, it is critical to fully understand the characteristics of the resource, the political, economic, and social context, and the points where corruption can occur. The paper about the Aynak copper mine in Afghanistan provides a model process for gaining this level of knowledge.
To combat the shadow state’s control over natural resources, the panellists recommended rule of law reforms, strengthening property rights, and enforcing laws that prevent powerful state and non-state actors from tunnelling assets out of the country.


Highlights (200 words please include interesting quotes)

	Peter Eigen and Frank Vogel, co-founders of Transparency International, attended the workshop and contributed to the question-and-answer portion. Mr. Eigen discussed the role and effectiveness of the Extractive Industries Transparency Initiative (EITI) in increasing transparency in natural resources management. Peter Eigen is Chair of EITI. Patrick Alley of Global Witness asked about the effectiveness of EITI at reducing corruption in the extractive industries, given the voluntary nature of the initiative. 
A gentleman from the political opposition in Trinidad and Tobago raised a question about the claim that state revenues from natural resources must be kept confidential. He asked whether such a claim is ever justified or employed simply to keep government revenues opaque.

A woman from the DRC raised the issue of exploitation of natural resources to continue the conflict in her country, and whether the international community could introduce mechanisms to curb corruption related to natural resources management. Panellists noted that natural resource revenues from the DRC are used to buy weapons from shadow state actors in Central Asia who themselves benefit from exploitation of natural resources in their own countries.
A gentleman from the IMF asked what specific intervention is most effective in creating the political will for change. Panellists emphasized the importance of education. In fact, Mr. Heilbrunn described education as the “magic bullet” to ensure effective management of resources.




Signed
______Stephen Carpenter, ARD, Inc.________________________________________
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