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Harnessing the Opportunity of a Natural Resource Windfall
In April 2018, I was invited to Guyana with an international team of 
independent experts to brief the Government on how best to 
manage oil discoveries. I was impressed that not just the politicians, 
but academics and journalists, were well aware that making the 
most of resource extraction is not easy matter. 

A natural resource windfall is an opportunity to transform a poor 
economy. Unfortunately, it is also an opportunity for plunder. The 

struggle between these options is existential: for example, the same resource 
discovery, diamonds, propelled Botswana from poverty to affluence, and convulsed Sierra Leone 
into violence and destitution. In that struggle, the best defence is a critical mass of citizens who 
understand the issues. But that critical mass has to be built: the siren call of plunder has often 
been powerfully seductive, and some of the choices that turn out to be key are not obvious. 

This guide is a timely and well-crafted step in building that citizen understanding. Opinion-leaders 
in Guyana, both in politics and the media, now have a responsibility to give it the attention it 
warrants. I will highlight what I regard as the key choices.

Extracting a natural resource cashes-in on an asset over the course of two or three decades. The 
generation that is in charge of this process has an obligation of stewardship to their children. As 
the natural asset is depleted, other assets must be accumulated in its place. This sounds obvious, 
but it faces a chorus of voices demanding that revenues be consumed now. These voices have to 
be defeated by reminding people of their responsibilities to the nation’s children.

If the society wins its struggle to save rather than consume, what assets should it acquire? In an 
economy that is already developed, such as Norway, the most sensible asset to accumulate is 
wealth abroad. In a poor economy like Guyana, it is wealth at home. The foundation is investment 
in the basic productive infrastructure for electricity and connectivity, and the social infrastructure 
for a healthy and well-educated population. As these are put in place, they become the platform 
from which the economy can diversify beyond resource extraction. Creating this infrastructure is 
very demanding on government capabilities and strengthening these capabilities is an early 
priority – the process I think of as ‘investing-in-investing’.

In parallel to this overarching struggle between generations - the temptation to spend now at the 
sacrifice of the future, - two further struggles have to be won, one local, the other international.

Resource extraction is a physical process which can badly damage the environment around which it takes place. 
This creates a potential tension between the legitimate interests of the locality in retaining a viable habitat, and the 

desire of the rest of society to extract value. The principles that help address this tension is that of shared belonging, and 
common, forward-looking purpose. Everyone in the society belongs to it, and this lays the foundation for common purpose = that 
purpose being to harness the opportunity for a transformed live for the next generation. Localities in which resources are extracted 
should not make a greater sacrifice than others, and their full inclusion in the benefits should be assured. 

Resource extraction is technically complex and is usually best-done by large, specialized, international companies like Exxon. The process 
takes decades, will encounter issues that cannot be fully anticipated in contracts, and so works well only if government and companies 
build up a degree of mutual trust. But as will understanding, trust has to be built step-by-step. The key elements in building trust are 
transparency and competition. Transparency matters for how contracts are awarded, the terms of those contracts, and the flows and 
uses of money. Competition, as with well-structured public auctions, matters to level the otherwise unequal playing field between 
experienced companies and inexperienced governments. 

The difference between getting these choices right and getting them wrong is so considerable that it is easy for domestic discussion to 
stumble into strident and hostile enmity. In the end, the society has to come together around a consensus. In conclusion, I offer three 
powerful concepts that can help. Reminding everyone of their shared belonging is unifying.  Highlighting the common purpose of a 
better future for the nation’s children is inspiring. Accepting the need for trust-building is reassuring. Your children will be the ultimate 
judges as to whether you succeeded. 
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Many countries rich in natural 
resources squander their 
wealth, enriching a minority, 
while corruption and 
mismanagement leave the 
majority impoverished. 

Avoiding these mistakes or breaking their 

pattern is difficult but not impossible. For late 

developers, countries that are now discovering 

vast natural resources, the prospect of 

managing their resource wealth properly, 

delivering real improvement in living standards 

and avoiding the resource curse is better than 

for early developers. This is because of a vault 

of experience and lessons of policies and 

practices that countries should be careful to 

avoid and those they should pursue.

The importance of effective natural resources 

management to the stability and success of 

resource-rich countries and the region requires 

policymakers and other stakeholders to have an 

informed conversation about how best to 

manage their natural resources, to ensure that 

their natural resources promote broad-based 

prosperity, avoid the downsides, and protect the 

environment. Successful oil and gas exploration 

in Guyana, currently the second poorest country 

in the Caribbean, offers a real opportunity to 

address its many social and economic issues 

and significantly improve its living standards, 

but not without deliberate, and timely actions 

by policymakers.   

Executive 
Summary

While the initial explanation for the resource 

curse was purely economic, it has gradually 

become evident that the key issues are political. 

Whether the region would become politically 

unstable depends on how well it can manage its 

resources and simultaneously strengthen its 

democratic institutions. Ultimately, the quality of 

governance and the ability and willingness of 

policymakers to adopt legislation, regulation, 

and policies to efficiently and transparently 

manage the country’s natural resources, wheth-

er they are oil and gas, precious metals, or 

forestry products determine whether countries 

can avoid or mitigate the resource curse.
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There is no single policy that 

can adequately protect against 

the resource curse. However, a 

combination of regulations, 

policies, and administrative 

rules can be used to develop a 

strong firewall protection.  

These include a clear set of safeguards to 

diversify the economy, removing its depen-

dence on oil and gas, and put revenues on a 

less fluctuating and a more sustainable and 

transparent path. This Guide discusses six of the 

most common mistakes that governments 

make that lead to the dreaded curse, and more 

importantly, systematic ways of how to avoid 

them. Specifically, 

02

Adopt strong environmental regulations and policies

Actively pursue economic diversification

Adopt laws and policies to protect against the Dutch disease

Establish a local content framework with laws and policies to achieve define 
targets and promote growth in targeted sectors
 
Establish one or more sovereign wealth funds early in the process to ensure 
complete transparency and accountability of resource revenues 
 
Establish a corporate social responsibility framework and strategy to align 
corporate activities with public needs to maximize public benefits.  

Evidence shows that 
when these 
recommendations 
are pursued by 
accountable, 
transparent, and 
ethical governments, 
their economies 

thrive. 

Policymakers Should:
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How Caribbean states navigate the current 

geopolitical landscape and other major events 

such as Brexit have important implications for 

the future of their economies and the success 

of their natural resource sectors. With Brexit, the 

Caribbean could lose market access and certain 

privileges with the European Union (EU) which 

poses serious implications for the region’s 

traditional (non-oil and gas) exporting sectors 

which are critical for growth and economic 

stability for most member states including 

those with newfound oil and gas industries.

As the Caribbean assesses its relationship 

between geopolitics and future relations, its 

economic dimension is the weak spot. Success-

ful exploration in the Caribbean, especially in 

the Guyana-Suriname basin, is likely to impact 

global politics and would undoubtedly attract 

the attention of major global powers. China and 

Russia’s trade and investment in Latin America 

and the Caribbean energy sector have risen 

exponentially as is their status globally. This 

trend raises serious questions about China and 

Russia’s possible motives in the region and the 

implications for the region’s relationship with 

western democracies.

Many of the world’s leading oil-producing 

countries are either politically unstable and/or 

at odds with the United States. Their record on 

human rights, political stability, and compliance 

with international law is abysmal. Twenty-two 

percent of the world’s oil is in the hand of state 

sponsors of terrorism and are under US/UN 

sanctions. The Caribbean would be wise not to 

allow itself to be used in consequential ways in 

geopolitical or economic fights. Whether the 

region would become politically unstable 

depends on how well its governments can 

implement the recommendations laid out in this 

guide among others and simultaneously 

strengthen its democratic institutions.



Natural resources remain 
critical to the success of Latin 
America and Caribbean states, 
both individually and 
collectively. By 2020, 
Guyana will join the list of 
oil-producing and exporting 
countries in the region.
 
As of July 2019, more than a dozen offshore 

discoveries with an estimated 5-8 billion barrels 

of oil reserves have been made by the Exxon-Led 

exploration. But right across the border, Venezuela 

is experiencing, arguably, the worse political, 

social, economic and humanitarian crisis in its 

history, despite being the largest oil producer in 

the region. Similarly, Trinidad and Tobago, Guyana’s 

closest Caribbean neighbor, is struggling to 

recover from a recession due to the collapse of oil 

price in 2014. Curaçao, a small island Caribbean 

state, is in financial distress as its only refinery, the 

Isla Refinery on Curaçao, nears financial collapse 

due to decades of financial mismanagement. The  

Island was officially placed on financial 

supervisions by the Kingdom of the Netherlands 

on June 10, 2019. 

The social, economic, and political problems in 

these countries highlight the difficulty its govern-

ments face in managing their natural resource 

sectors. The benefit of hindsight and the experi-

ence of other countries, these countries succumb 

to some of the most common mistakes associated 

                   with managing natural resource sectors. 

                   Certainly, there are challenges in  

                   managing natural resource sectors and 

avoiding the resource curse, but neither are they 

insurmountable. Guyana, an evolving case, is 

well-positioned to learn from the experience of 

others to ensure its resources are a blessing and 

not a curse. It is also not too late for countries like 

Trinidad and Tobago and Curaçao to use the 

lessons of history to improve their natural 

resources management; continuing on the current 

path risks reversing decades of gains in social, 

economic and human progress, especially in the 

areas of poverty and quality of life.  

     RESOURCE CURSE

The ‘resource curse’ or the ‘paradox of plenty’ 

refers to the disappointing and highly damaging 

outcomes typically associated with resource-rich 

states1; outcomes such as social and political 

instability, conflicts, poor human development, and 

environmental degradation. While the initial 

explanation for the resource curse was purely 

economic, it has gradually become evident that 

the key issues are political.2

Specifically, the quality of governance and the 

ability and willingness of policymakers to adopt 

legislation, regulation, and policies to efficiently 

and transparently manage the country’s natural 

resources, whether they are oil and gas, precious 

metals, or forestry products. 

 
Overview
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Many of the world’s leading oil-producing 

countries are either politically unstable and/or at 

odds with the United States. Many of these 

countries are members of the Organization of 

Petroleum Exporting Countries (OPEC), which 

supplies 40 percent of the world’s oil and holds 80 

percent of proven reserves.3 This allows these 

countries to be a strategic pivot of world politics 

and economy. However, their record on human 

rights, political stability, and compliance with 

international law is abysmal. Twenty-two percent 

of the world’s oil is in the hand of state sponsors of 

terrorism and are under US/UN sanctions.

Successful exploration in the Caribbean, especially 

in the Guyana-Suriname basin, is likely to change 

these dynamics and would undoubtedly attract 

the attention of major global powers. Whether the 

region would become politically unstable or be at 

odds with the United States depends on how well 

it can manage its resources and simultaneously 

strengthen its democratic institutions.  

Major changes in the global 
economy, particularly in the 
global trading system, are also 
likely to impact the region. 
The upending of major trade 
agreements, particularly 
NAFTA, and the protectionist 
approach of the current US 
trade policy adds significant 
uncertainty to trade in the 
Americas of which the 
Caribbean is dependent.

                 Likewise, the region’s trade with the  

                 European Union (EU) is clouded by Brexit 

                 as many of its member states were 

former colonies of the United Kingdom (UK) and 

may lose market access and certain privileges. 

These events are certain to change the global 

marketplace and the rules that govern it. This has 

significant implications of the regions traditional 

(non-oil and gas) exporting sectors which are 

critical for growth and economic stability for many 

countries in the Caribbean, including those with 

new-found oil and gas industries. 

The importance of effective natural resource 

management to the stability and success of 

resource-rich countries and the region requires 

policymakers and other stakeholders to have an 

informed conversation about how best to manage 

their natural resources, ensure natural resources 

promote broad-based prosperity, avoid the 

downsides, and protect the environment. Guyana, 

currently the second poorest country in the 

Caribbean, has a real opportunity to address its 

many social and economic issues and significantly 

improve its living standards. 
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Managed properly, oil reve-
nues can close the funding 
gap and finance investments to 
support job creation, improve 
the level and quantity of critical 
public services, lift families out 
of poverty, modernize the 
country’s transportation and 
communication infrastructures, 
and lay a solid foundation for 
long-term economic 
prosperity.  
   

                Fortunately, there is no shortage of            

                lessons for countries in the region, both  

                newcomers to the oil and gas industry 

and countries that are yet to reduce their 

dependency on natural resources and put their 

economies on a sustainable path. Guyana, for 

example, is surrounded by twenty oil-producing 

countries in Central and South America and the 

Caribbean whose successes and failures provide a 

treasury of policy lessons of different approaches 

to resource management, good governance, fiscal 

regimes, public transparency, and accountability. 

These lessons offer knowledge and insights on 

policy choices, outcomes, and best practices for 

achieving sustainable resource management and 

broad-based economic development. They also 

offer best practices for building strong institutions 

and long-term economic resilience at a 

time of increased environmental and 

global political uncertainties. 

     GOAL

Against this background, this Guide identifies the 

most common mistakes governments make with 

natural resource discoveries and management 

with an emphasis on the oil and gas industry based 

on the experience of other countries. It lays out 

practical steps policymakers can take to avoid 

these costly mistakes and ensure natural

 resources deliver real prosperity for current and 

future generations in a sustainable manner.4 The 

steps proposed in this Guide also advance the 

efforts to achieve the Sustainable Development 

Goals (SDGs) by focusing on legislation, regulation, 

and policies that address social and economic 

issues such as local job creation, poverty reduc-

tion, private sector development, improvement in 

education and health, and strengthening 

democracy.
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MISTAKE 01

Do not have strong 
environmental regulations 
and policies 
to manage and regulate 

oil and gas activities. 

Common Policy Mistakes and How to Avoid Them



Do not have strong 
environmental 
regulations and 
policies to manage 
and regulate oil and 
gas activities. 
 

Environmental regulations and policies refer to 

any course of action that is deliberately taken (or 

refrained from) to regulate the use of natural 

resources and manage human activities to 

prevent or mitigate harmful effects on resources, 

the ecosystem, human lives, etc. 

Examples include restricting exploration activities 

in sensitive areas, instituting an environmental tax, 

and investing in climate resiliency. Standard 

environmental protection regulations that predate 

the oil and gas industry often do not capture oil and 

gas activities and are insufficient to protect against 

the risks associated with oil production.5 Countries 

that have relied on such generic environmental 

regulations and policies have experienced severe 

and, in some cases, irreversible social, economic, 

and environmental damages. 

     DAMAGE

Curaçao, for example, is recognized worldwide for 

being a tourism hotspot with beautiful landscapes, 

beaches, and other amenities. The Island, however, 

is in the top 10 environmentally polluted sites due

to more than a century of emissions by the Isla 

refinery operated by the Royal Dutch Shell company 

from 1915 to 1985, and Venezuela state-own oil and 

gas company (PDVSA) from 1985-present. The 

refinery dumped millions of tons of oil waste 

including asphalt, CO2, and Sulphur dioxide into 

nearby lands and air literally poisoning 

Curaçaoans.6 The absence of strong environmental 

regulations and sustainable energy policies to 

regulate oil and gas activities and to hold oil com-

panies accountable have allowed such pollution to 

go unabated, causing irreparable damages to 

human lives and the environment. Other countries, 

including Trinidad, Cuba, Barbados, Peru, Bangla-

desh, and Nigeria, share similar stories.7

     LOOPHOLES

Oil and gas exploration is a risky business. Oil 

companies tend to exploit loopholes and 

weaknesses in broad and vaguely-worded 

legislation to shift the risk and environmental costs 

of their activities to society while pocketing the 

gains.8 Drilling operations running 24/7 disrupt 

wildlife, water sources, human health, agriculture, 

recreation and other purposes for which public 

lands and waterways were meant to support. Gas 

leaks, oil spills, and explosions can result in 

catastrophic environmental and public health 

disasters. To complicate matters further, the lack of 

and the enforcement of operation standards, 

systemic corruption, and the industry’s resistance to 

government oversight often resulted in oil 

companies not being held accountable for 

disasters resulting from their operations.  

Common Policy Mistakes and How to Avoid Them 
Mistake 01
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           How to avoid 
            Mistake 01

Adopt strong environmental 

regulations and policies.

Policymakers should develop and enact clear 

and robust environmental regulations, policies, 

and administrative guidelines to manage and 

regulate oil and gas activities. Such regulations, 

policies, and guidelines should promote sustain-

able resource use and economic resiliency without 

placing an unnecessary burden on companies or 

discouraging competition and investment. They 

should also promote clean and sustainable 

economic development in alignment with the 

principles and objectives of the United Nation 

Framework Convention on Climate Change 

(UNFCC), the Kyoto Protocol, and the Paris Climate 

Agreement.  

The Paris Climate Agreement 
of 2016, of which Guyana is a 
signatory, sets the standards 
for all countries to become 
mindful users of their sustain-
able energy sources in its 
200-page Paris Accord Rule-
book and that negotiators 
elaborate rules around roughly 
nine themes.9  

 These include guidelines on how to; articulate and 

track national climate pledges or in United Nations 

(UN) jargon, nationally determined contributions 

(NDCs); meet a national target by helping other 

countries to reduce their emissions, and 

communicate national efforts to adapt to climate 

change while managing and reducing carbon 

fuels.10  

Policymakers should institute an environmental tax 

(commonly referred to as carbon tax), as part of its 

toolkit to protect the environment and ensure oil 

and gas production is carbon neutral. Such a tax 

would also make revenues available to 

continuously invest in environmental preservation 

and conservation, build long-term resiliency, and 

fund sustainable economic activities. Major oil 

companies have already shown their support for 

such a tax. For example, Exxon Mobil, the largest 

explorer in Guyana, supports a carbon tax of 

US$0.18-$0.36 per gallon of gasoline.11 Other oil 

companies such as BP and Royal Dutch Shell also 

support some version of a carbon tax. 

08 Common Policy Mistakes and How to Avoid Them



Additionally, the OECD offers guidelines for 

developing environmental regulations and policies 

to manage multinational companies. Based on 

these standards and guidelines, environmental 

regulations, policies, and administrative rules 

should include12: 

09 Common Policy Mistakes and How to Avoid Them

Strict environmental standards, a 
system of collection and evaluation of 
information regarding the environment,
health and safety impacts of their activities;

Mechanisms for immediate reporting to the 
competent authorities; 

A contingency plan to ensure oil companies are fully liable for 
all environmental and community damages from their operations, 
including accidents and emergencies;

Requirements for oil and gas companies to develop organization environmental 
policy based on ISO 14001 standards13, which include a commitment to: 

o   Continual improvement and prevention of pollution, 
o   Comply with relevant legal and other requirements, 
o   A framework for setting and reviewing environmental objectives and targets.

Rules should include



 1. United Nations. 

 United Nations Framework Convention on

  Climate Change. (1992).

2. United Nations. 

 Kyoto Protocol to the United Nations  

 Framework Convention on Climate 

 Change. (1998). 

3. United Nations. 

 United Nations Framework Convention on 

 Climate Change: The Paris Climate 

 Agreement. (2016).  

4. United Nations. 

 The Paris Climate Agreement Draft 

 Rulebook. Version 17.12.18

5. OECD. 

 Guidelines for Multinational Enterprises, 

 2011 Edition. OECDiLibrary.

6. International Organization for 

 Standardization.

 ISO 14000 family – Environment 

 management. 

10

Resources

Here is a list of useful 
resources for developing 
clear and strong 
environmental regulations 
and policies. 

https://unfccc.int/resource/docs/convkp/conveng.pdf
https://unfccc.int/resource/docs/convkp/conveng.pdf

https://unfccc.int/resource/docs/convkp/kpeng.pdf
https://unfccc.int/resource/docs/convkp/kpeng.pdf
https://unfccc.int/resource/docs/convkp/kpeng.pdf

https://unfccc.int/process-and-meetings/the-paris-agreement/the-paris-agreement
https://unfccc.int/process-and-meetings/the-paris-agreement/the-paris-agreement
https://unfccc.int/process-and-meetings/the-paris-agreement/the-paris-agreement

https://doi.org/10.1787/9789264115415-en
https://doi.org/10.1787/9789264115415-en

https://www.iso.org/iso-14001-environmental-management.html
https://www.iso.org/iso-14001-environmental-management.html
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MISTAKE 02

Failed to diversify 
the economy

Common Policy Mistakes and How to Avoid Them



Failed to diversify
the economy
 

Economic diversification is the process of shifting 

the economy away from a single income source 

toward multiple sources from a wide range of 

sectors and markets.14 

Just as one should “not put all eggs in one basket,” 

economies should not be heavily dependent on any 

one sector, especially a natural resource sectors such 

as oil and gas, bauxite, or precious minerals. Depen-

dency on a single sector puts the economy at severe 

risk of instability, jobs and income losses during times 

of cyclical downturns, falling commodity prices, and 

crises. The flipside of such dependency is diversifica-

tion, which improves economic stability and resiliency 

by reducing exposure to such effects. Economic 

diversification also helps guard against the ‘resource 

curse’ and can deliver sustained, job-intensive, and 

inclusive growth.  

     TREND

Despite the benefits of diversification and the risk 

associated with dependency, a surprisingly many 

resource-rich economies remain undiversified. The 

revenue windfall and spending excitement associat-

ed with a booming or new oil and gas industry tend 

to occupy the center stage of the policy debate with 

little attention and priority to diversification. In fact, 

the political will to diversify move in the opposite 

direction as income from oil and gas. When oil prices 

are high or rising, there is hardly any discussion 

about diversification, let alone any real action.

When oil prices are low or falling, talks of diversifi-

cation intensifies still with little-to-none real legisla-

tive and policy actions.  Or as Dr. George Friedman 

puts it, “all oil economies fail because of one reason: 

when the price of oil is high, there is no reason to 

diversity, when the price of oil is low, there is no 

money to diversity.” 

     DESTABILIZATION

Venezuela and Trinidad and Tobago, for example, 

over the last two decades enjoyed years of lavish 

spending, thanks to a flood of revenues from almost 

fifteen years of oil and natural gas price rally 

beginning in the late 1990s.15 Lavish spending (and 

borrowing) left these countries highly indebted and 

dependent on ever-rising oil prices. The collapse of 

global oil prices in 2014 sent these economies into 

financial ruins and disarray.16 The loss of revenues 

forced the governments to cut critical services such 

as education, infrastructure, and healthcare and lay 

off workers as their economies slide downwards. 

These measures are both destabilizing and risk 

undoing years of progress made in terms of 

improvement in the standard of living, poverty 

reduction, mortality, and health. In the case of 

Venezuela, these measures, in addition to wide-

spread corruption, reduced the country to a failed 

state struggling with chronic food shortages, 

hyperinflation, mass migrations, and widespread 

civil and political protests of its sitting President 

Nicholas Maduro. 

Common Policy Mistakes and How to Avoid Them 
Mistake 02

11
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Economic diversification 
is not an easy undertaking,
but one that has become 
more critical for resource-
dependent countries, 
especially as the future of 
the global economy 
remains uncertain.

There are genuine economic challenges for 

these countries. For example, during boom 

periods, high commodity prices often lead to 

overly appreciated exchange rates which 

undermine the competitiveness of activities 

with export potentials. However, government 

actions, including the failure to address such 

market failures, corruption, poor accountability, 

and financial mismanagement, often make 

diversification a moot point. 

12  

Trinidad and Tobago, for example, was almost 

bankrupted in 1973 when its economy was 

saved by the Arab oil embargo putting talks 

about diversification on the front stage.17 Four 

decades later, oil and gas still account for more 

than half of the country’s GDP and talks about 

diversification are still ongoing.18 Islands that are 

tied to large metropoles because of their oil 

industry relationships can mitigate the effects of 

the highs and lows within the sector by 

economic diversification that is totally unrelated 

to the oil/gas industry.



           How to avoid 
            Mistake 02

Actively pursue 

economic diversification.

Policymakers in resource-rich countries should 

be deliberate about pursuing economic 

diversification. Countries seeking to diversify 

their economies do not have to start from scratch 

but can leapfrog by learning from others’ 

experiences.  The types of markets and products a 

country chooses to expand into would vary from 

country to country as these depend on many 

domestic factors such as natural resources, 

workforce readiness, skills and talent, strategic 

location, investments in research and innovation, 

and institutional capacity. Chile, for example, is 

considered a diversified economy, exports more 

than 2,800 distinct products to more than 120 

different countries.19 An example of a limited 

diversified economy is Zambia, a country similarly 

endowed with copper resources, exports just over 

700 products — one-fourth of Chile’s export basket 

— and these go to just 80 countries.20 For perspec-

tive, eighty-two percent of Guyana’s exports 

consist of fewer than ten products, mostly from the 

mining and agriculture sector.21

Successful diversification 
is a process of continuously 
incorporating diversification 
into national development 
strategies and agendas, 
developing regulation and 
policies to  target specific 
industries, implementing 
and monitoring initiatives to 
ensure progress, and
inform continuous 
decision-making. 
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Research shows that successful diversification also depends on a country’s level of development.22 The conven-

tional thinking of targeting low-hanging fruits (related activities) is not always the optimal choice. Instead, 

countries that have reached an intermediate level of development should target unrelated activities which add 

new knowledge, skills, synergies, linkages, and investments into the economy. 



Governments must prioritize and adequately fund their 
implementation. They must also rigorously measure and monitor 
economic diversification to evaluate the success of their strategies 
and policies.

Developing strategies, policies, and implementa-

tion plans are necessary, but not enough to 

diversify the economy. 

In a 2008 study of 19 countries around the world, 

Price Waterhouse Cooper (PWC), found the 

following steps to be effective in guiding policy-

makers’ effort to successfully pursue diversifica-

tion, create long-term sustainable growth in their 

economies—and in so doing, help ensure stability 

and a high standard of living: 
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Step 1:  Actively seek to diversify the economic base in terms 
     of economic output and input distributions.

Step 2:  Foster growth of the external sector when promoting diversification; that 
     is, the export of a wide range of high-value-added goods and services to a 
     wide range of destinations.

Step 3:  Continuously and consistently enhance the productivity and competitiveness 
      levels of the economic base by drawing on resources and making strategic 
     investments in sectors, industries, and value chains where there is a 
     competitive advantage and where there are market opportunities and 
     growth potential.

Step 4:  Use the metrics of economic concentration and diversification, as well as   
     economic sustainability and uncertainty, as targets when determining 
     policy—and aim to further understand the dynamics between them.

Step 5:  Monitor and devise clear participatory and integrated diversification strategies  
     and mechanisms by which economic volatility and spillover effects, systemic   
     uncertainty, and perturbed business cycle transitions can be significantly 
     mitigated.

Diversification Steps



 1. United Nations Economic Commission for

 Latin America and the Caribbean (ECLAC). 

 Economic Diversification. FOCUS

 Magazine for the Caribbean Development  

 & Cooperation Committee. (June 2017).

2. OECD/United Nations (2011), Economic 

 Diversification in Africa: A Review of 

 Selected Countries, OECD Publishing.

3. OECD Economic Department. Strategies 

 for Economic Diversification in the 

 Resource-Rich Countries. (April 4, 2008).

4. Booz and Company. Economic 

 Diversification, the Road to Sustainable 

 Development

5. Varas, Maria Elena. Economic 

 Diversification: The Case of Chile. Revenue 

 Watch Institute.
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https://repositorio.cepal.org/bitstream/handle/11362/42399/FOCUSIssue2Apr-Jun2017.pdf

https://www.oecd.org/countries/tunisia/46148761.pdf

https://www.oecd.org/countries/tunisia/46148761.pdf

https://www.oecd.org/countries/tunisia/46148761.pdf

https://www.un.org/en/development/desa/policy/publications/general_assembly/eitconference/4apram_ahrend.pdf

https://www.un.org/en/development/desa/policy/publications/general_assembly/eitconference/4apram_ahrend.pdf

https://www.un.org/en/development/desa/policy/publications/general_assembly/eitconference/4apram_ahrend.pdf

https://www.strategyand.pwc.com/media/file/Economic_Diversification_The_Road_to_Sustainable_Development_FINAL.pdf

https://www.strategyand.pwc.com/media/file/Economic_Diversification_The_Road_to_Sustainable_Development_FINAL.pdf
https://www.strategyand.pwc.com/media/file/Economic_Diversification_The_Road_to_Sustainable_Development_FINAL.pdf

https://resourcegovernance.org/sites/default/files/RWI_Econ_Diversification_Chile.pdf

https://resourcegovernance.org/sites/default/files/RWI_Econ_Diversification_Chile.pdf

https://resourcegovernance.org/sites/default/files/RWI_Econ_Diversification_Chile.pdf

Resources

Here is a list of useful 
resources for developing 
policies for economic 
diversification. . 
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Failure to 
adequately
protect against 
the resource curse  
 

Governments, despite generous warnings, often fail 

to avoid the resource curse – a term used broadly 

to describe a situation where the discovery of a 

natural resource (often oil and gas) leads to worse 

economic outcomes instead of more prosperity for 

the citizens of the country where the resources are 

located. 

This is not because the resource curse is an 

inevitable outcome associated with the discovery of a 

natural resource, but from a common set of maladies: 

the inefficient use of oil revenues; corruption; a lack of 

timely policy reforms to accommodate the new 

sector; weak, ineffective, and unenforced 

transparency and accountability laws; effective social 

development strategies; and a spending frenzy. In 

other words, the underlying conditions that lead to 

the resource curse are outcomes from existing 

policies, or the lack thereof, and poor governance.23

     DOMESTIC SPENDING

A windfall of tax revenues is often accompanied by 

an orgy of wasteful and unproductive domestic 

spending that leaves behind a herd of white-ele-

phant projects, huge foreign debts, and declining 

investment in critical public services. Corruption and 

nepotism also tend to surge as officials reward their 

families, friends, and cronies with public sector jobs 

and extravagant salaries. 

Further, leakage and inefficiencies from inefficient 

policies such as public employment and subsidies 

aimed at redistributing wealth also drain the 

country’s resources. 

Guyana is already grappling with many of these 

problems including widespread inefficiency in the 

public sector, extravagant salaries for elected 

officials, wasteful government spending, govern-

ment corruption, and increased public debts even 

before oil revenues reach the public purse.   

     CONSEQUENCES

Venezuela, the largest oil producer in South Ameri-

ca, and Guyana’s immediate western neighbor, 

established a sovereign wealth fund for the future 

“El Fondo de Inversiones” in 1974. However, an orgy 

of domestic spending left the country with a heard 

of white-elephant projects, huge foreign debts, and 

declining social spending, according to The Econo-

mist.  Because of its century-long refining relation-

ship with Dutch Shell, 1915-1985, and Venezuela’s 

PDVSA, 1985- present, Curaçao became dependent 

on its oil industry causing it to neglect other 

economic pillars that could contribute to sustain-

able economic development.   In addition to its 

failure to diversify its economy, Curaçao did not 

always protect local content in most of its varied 

agreement with Dutch Shell, PDVSA, or other 

operators.  As a result, it suffered the consequences 

of the resource curse.

Common Policy Mistakes and How to Avoid Them 
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There are real 
macroeconomic challenges 
associated with the oil and 
gas industries, especially for 
developing countries. The 
production and export of oil 
and gas lead to an influx of 
foreign currency, which 
increases the demand for the 
local currency. 
This causes an appreciation in the local 

currency – making the local currency stronger 

relative to the U.S. dollar or other major foreign 

currencies. When this happens, it makes it 

harder for non-oil and gas sectors to be 

competitive. This is commonly referred to as 

the Dutch disease.

17

Locally-produced goods and services become 

more expensive to foreign customers, hurting 

exports. On the upside, companies that import 

raw materials, equipment, or technology get 

more for their local dollars. But, cheaper imports 

also increase the competition for locally 

produced substitutes.  



           How to avoid 
            Mistake 03

Adopt laws and policies to 

protect against the 

resource curse. 

The abundance of natural resources can and 

should be a blessing and not a curse. For it to be a 

blessing, there must be the political will to resist 

short term political pressures and gains and 

adopt legislation and policies that are necessary 

to protect against the resource curse. Political 

dysfunction undermines efforts to protect against 

the resource curse, as conflict over access to 

resource rents gives rise to corrupt and 

undemocratic governments. Conversely, good 

governance and strong democratic institutions 

such as public accountability and transparency are 

critical to avoid the resource curse.

There is no single policy that can 

adequately protect against the 

resource curse. However, a combina-

tion of regulations, policies, and 

administrative rules can be used to 

develop strong firewall protections. 

These include a clear set of safe-

guards to diversify the economy, 

removing its dependence on oil and 

gas, and put revenues on a less 

fluctuating and more sustainable path.    

They also include the adoption of strong anti-cor-

ruption laws and policies that outline conflict of 

interest, nepotism and cronyism prevention, and 

consequences for such to curb corruption and 

nepotism from creeping in the public sector and 

offers of extravagant salaries because of oil 

company contract negotiations and oil revenues.  

Research shows that policies to ensure equitable 

distribution of natural resources rents also 

mitigate the conditions for the resource curse. 

But the choice of policies matters greatly. 

Redistributing oil revenues to citizens using public 

employment and subsidies are ineffective and 

inefficient policies to ensure broad-based 

prosperity. Instead, the government should create 

a targeted funding mechanism that would 

stimulate the economy and fund investments that 

benefit all citizens. For example, a portion of the oil 

and gas revenues should be earmarked for 

investment in infrastructure, education, healthcare, 

and research and development. Investing in these 

priorities benefits everyone and build long-term 

economic competitiveness and resiliency. These 

funds should be placed into dedicated trust funds 

with independent oversight and manage by 

professionals to ensure transparency, 

accountability, and sustainability.   
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Policymakers can also use tax policies to help 

mitigate the conditions for the resource curse. For 

example, a consumption tax on non-tradable 

luxury services could be used to manage demand 

and help keep inflation – which erodes the real 

purchasing power of income – in check. The 

demand for luxury goods and services tends to 

increase as people’s incomes rise in countries that 

see an influx of income following a natural 

resource discovery.24 Policymakers should also 

adopt a debt policy that discourages using 

resource revenues as collateral for foreign debt 

and encourages paying back foreign debts. This 

protects against the risk of having huge foreign 

debt service payments when resource revenues 

inevitable declines.25  

Local content policies requiring foreign companies to source a certain propor-

tion of overall inputs from the local economy (host country) also help to protect 

against the resource curse by supporting growth in other local industries and 

reduce economic dependence on the natural resource sector (see Mistake and 

How to avoid mistake 4 for more details).

Policy Choices
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While policymakers are encouraged to pursue 
multiple policies to avoid the Dutch disease, they 
should be selective in their choices as some policies 
have become a source of controversy between developed 
and developing countries in international bodies and within 
the energy and mining industries. These include controlling: 

 Prices
 Blocking foreign direct investment
 Capping exports 

These policies are seen by some critics as ‘killing the goose 
that lays the golden egg.’ 



 1. Macartan Humphreys, Jeffrey 

 D. Sachs, and Joseph E. Stiglitz. Ending 

 the Resource Curse. Columbia University Press

2. World Bank (2011). Extractive Industries   

 Transparency Initiative: Combating the 

 Resource Curse in Fragile and Conflict-Affected 

 Countries. Open Knowledge Repository.  

3. Collier, P, F Van Der Ploeg, Michael M Spence,  

 and Anthony AJ Venables (2009), Managing 

 Resource Revenues in Developing Economies. 

 IMF Staff Papers (2010) 57: 84–118. 

 Washington, DC.

4. Hiroyuki Taguchi (2018). Preventing Dutch 

 Disease in Southeast Asia. Moving from  

 ‘resource curse’ to ‘resource blessing’. 

 Asian Pacific Policy Society (APPS) Policy Forum.

5. Caspary, G. (2012). Practical Steps to Help 

 Countries Overcome the Resource Curse. The 

 Extractive Industries Transparency Initiative. 

 Global Governance, 18(2), 171-184. 

6. Gurbanov, Sarvar & Thomas Merkel, Edward. 

 (2010). Avoiding the Dutch Disease: A 

 Comparative Study of Three 

 Successful Countries. 

7. Gelb, A, and Associates (1988), Oil Windfalls: 

 Blessing or Curse?, World Bank and Oxford 

 University Press, Washington, DC.
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Resources

Here is a list of useful 
resources for developing 
policies to protect the 
economy from the 
resource curse.

https://cup.columbia.edu/book/escaping-the-resource-curse/9780231141963
https://cup.columbia.edu/book/escaping-the-resource-curse/9780231141963

http://documents.worldbank.org/curated/en/877871468009630080/pdf/671950BRI00PUB0Lessons0Fragile0EITI.pdf
http://documents.worldbank.org/curated/en/877871468009630080/pdf/671950BRI00PUB0Lessons0Fragile0EITI.pdf
http://documents.worldbank.org/curated/en/877871468009630080/pdf/671950BRI00PUB0Lessons0Fragile0EITI.pdf

http://documents.worldbank.org/curated/en/877871468009630080/pdf/671950BRI00PUB0Lessons0Fragile0EITI.pdf

http://www.palgrave-journals.com/imfsp/journal/v57/n1/abs/imfsp200916a.html
http://www.palgrave-journals.com/imfsp/journal/v57/n1/abs/imfsp200916a.html

https://www.policyforum.net/preventing-dutch-disease-in-southeast-asia/
https://www.policyforum.net/preventing-dutch-disease-in-southeast-asia/
https://www.policyforum.net/preventing-dutch-disease-in-southeast-asia/

https://www.policyforum.net/authors/hiroyuki-taguchi/

http://www.jstor.org/stable/23269948
http://www.jstor.org/stable/23269948

https://www.researchgate.net/publication/256041862_Avoiding_the_Dutch_Disease_A_Comparative_Study_of_Three_Successful_Countries
https://www.researchgate.net/publication/256041862_Avoiding_the_Dutch_Disease_A_Comparative_Study_of_Three_Successful_Countries

https://www.researchgate.net/publication/256041862_Avoiding_the_Dutch_Disease_A_Comparative_Study_of_Three_Successful_Countries
https://www.researchgate.net/publication/256041862_Avoiding_the_Dutch_Disease_A_Comparative_Study_of_Three_Successful_Countries

http://econ.worldbank.org/external/default/main?pagePK=64165259&theSitePK=469372&piPK=64165421&menuPK=64166322&entityID=000012009_20031223161007
http://econ.worldbank.org/external/default/main?pagePK=64165259&theSitePK=469372&piPK=64165421&menuPK=64166322&entityID=000012009_20031223161007
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Lack of local 
content law 
and protections of 
local content
 

When a foreign company makes a product in a 

country, the raw materials, parts, workers, etc., 

used in the production process that originate from 

the country, as opposed to being imported, are 

referred to as “local content.” Using local materials 

increases the demand in the local economy, which in 

turn boost local employment and income. It also 

creates value along the local supply chain, which 

helps other industries grow and support economic 

diversification. Likewise, using local workers maxi-

mizes job creation leads to skills development and 

the transfer of industry knowledge. Local content 

laws mandate a certain proportion of local content 

to be met by foreign companies.    

Governments mistakes 
surrounding local content range 
from not having any local 
content laws to having poorly 
designed ones that may hurt 
instead of helping their local 
industry and economy. 

Within the context of oil and gas and more broadly 

the extractive industries, poorly designed local 

content laws can add an unnecessary burden on 

companies, act as a barrier to trade, and undermine 

long-term competitiveness and economic success. 

Additionally, the absence of local content laws and 

policies limit the benefits of oil and gas to the 

domestic economy to tax revenues with minimal 

employment, value-addition, technology transfer, 

and the acquisition of knowledge.  Provisioning for 

these benefits is arguably more important to ensure 

as many citizens benefit from the natural resource 

(broad-based growth) and long-term development.

     In addition to limiting the overal

     benefits to the resource country, 

     the absence of local content laws 

     and policies is often associated 

with neglecting of existing economic sectors that 

are key to sustainable long-term development, 

and, consequently, increasing dependency on the 

oil and gas sectors. This creates significant 

economic vulnerabilities. Curaçao, for example, did 

not protect local content, in most of its varied 

agreement with Dutch Shell, PDVSA, or other 

operators for more than 100 years because those 

industries were the centerpiece of the economy. 

Nor was it prudent with the kind of contracts it 

negotiated with oil companies. As the economy rose 

in its best days, so it fell in its worst days. After more 

than a century of experience with oil and gas, there 

is no lasting economic impact except for a highly 

dependent and vulnerable, flat economy and a 

polluted natural environment. 

Common Policy Mistakes and How to Avoid Them 
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           How to avoid 
            Mistake 04

Establish a local content 

framework with laws and 

policies to achieve define 

targets and promote growth 

in targeted sectors 

Resource-rich countries are increasingly inserting 

requirements for local content (“local content 

provisions”) into their legal framework, through 

legislation, regulations, contracts and bidding 

practices. Such laws and policies help the local 

country achieve the minimum local employment 

level and in-country spending for the provision of 

the goods and services in the petroleum industry 

value chain; increase the capability and interna-

tional competitiveness of domestic businesses, 

and achieve a degree of control for local people 

over development initiatives for local stakeholders. 

A local content framework is 
needed to identify the key leg-
islation, regulations, contracts 
and non-binding policies and 
frameworks dealing with local 
content issues in such sectors 
as the mining and oil and gas 
sectors. 

The framework includes a unique profile for the 

country. The profile is intended as a tool for 

policymakers, researchers and citizens, examine 

provisions dealing with local employment, training, 

procurement, technology transfer, local content 

plans as well as local ownership, depending on the 

country’s approach to and definition of local 

content. The framework also includes laws and 

policies which require firms to use domestically 

manufactured goods or domestically supplied 

services to operate in an economy. They also 

summarize the provisions and the legal instru-

ments for dealing with local content and highlight-

ing examples of high impact clauses. 

Guyana policymakers should create and enact 

local content laws and policies to maximize 

national value from public resources. The laws 

should make local content a condition for award-

ing concessions, rights, and market access, to 

maximize back and forward linkages. The overall 

goal is to mandate a minimum level of local 

content for foreign companies. 
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The required level of local content should balance 

maximum public benefits and the ease of doing 

business, both of which are critical to long-term 

competitiveness and economic success. Equally 

important, local content laws should set gradual 

targets over time instead of a single target to be 

achieved over a specific time. This kind of flexibility 

has been proven to be effective in achieving both 

objectives of maximizing public benefits and 

economic competitiveness.

The Ghana Local Content and Local Participation 

Bill 2013 is considered a best practice. The bill 

assures that Ghanaians benefit from their natural 

resources while allowing foreign companies to 

reap fair returns on their investment by prioritizing 

employment for Ghanaians in the petroleum 

industry. The bill also mandates gradual local 

content targets over 10 years. Likewise, Brazil 1997 

petroleum local content law is considered a best 

practice for establishing minimum local content 

requirements in licensing for the award of oil and 

gas exploration and production rights. Using 

incremental requirements, the bill has substantially 

improved the domestic supplier industry to its 

petroleum industry.26   
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The Ghana Local Content and Local Par-
ticipation Bill 2013 also has clear provi-
sions for ensuring local industries benefit 
from its petroleum industry.  For example, 
the bill requires that a “contractor, 
sub-contractor, licensee, the corporation 
or other allied entity carrying out a petro-
leum activity shall ensure that local con-
tent is a component of the petroleum 
activities engaged in by that contractor, 
sub-contractor and licensee, the corpora-
tion or allied entity”; and that “an indige-
nous  company shall be given first prefer-
ence in the grant of a petroleum agree-
ment or a license with respect to petro-
leum activities subject to the fulfillment of 
the conditions specified in the regulation. 

                                       Effective local content laws and policies should identify the kind of contract that is being 

                             negotiated and avoid "compensation for oil" contract. They should also include clear provisions for 

                 implementation, monitoring and enforcement and the government’s role in expanding local involvement.   

      The relevant World Trade Organization agreements and investment treaties must also be reviewed in each 

country’s profile to identify the provisions that may prevent, counsel against, and/or shield local content standards. 



 1. Ghana Petroleum Commission. Petroleum 

 (Local Content and Local Participation) 

 Regulations, (2013) (L.I 2204). 

2. Brazil National Agency of Petroleum, 

 Natural Gas and Biofuels. The Regulation 

 of Petroleum Industry in Brazil. Law no. 

 9478 of (August 6, 1997).

3. Extractive Hub. Supporting Good 

 Management of Mining Oil and Gas 

 Resources.  

4. The World Bank. Local Content Policies in 

 the Oil and Gas Sector. 

 A World Bank Study. 

5. The Intergovernmental Forum on Mining, 

 Minerals, Metals, and Sustainable 

 Development. Local Content Policies. 

 Guideline for Governments. 

6. International Institute for Sustainable  

 Development. Designing Local Content 

 Policies in Mineral-Rich Countries. The 

 Intergovernmental Forum on Mining, 

 Minerals, Metals, and Sustainable. 
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Resources

Here is a list of useful 
resources for developing 
local content policies. 

https://www.petrocom.gov.gh/wp-content/uploads/2018/12/13-Local-Content-and-Local-Participation-Regulations-L_I-2204.pdf
https://www.petrocom.gov.gh/wp-content/uploads/2018/12/13-Local-Content-and-Local-Participation-Regulations-L_I-2204.pdf
https://www.petrocom.gov.gh/wp-content/uploads/2018/12/13-Local-Content-and-Local-Participation-Regulations-L_I-2204.pdf

https://www.ariae.org/sites/default/files/2017-05/cartilha_lei_9478_ingles.pdf
https://www.ariae.org/sites/default/files/2017-05/cartilha_lei_9478_ingles.pdf

https://www.extractiveshub.org/servefile/getFile/id/4209
https://www.extractiveshub.org/servefile/getFile/id/4209

https://www.extractiveshub.org/servefile/getFile/id/4209

http://documents.worldbank.org/curated/en/549241468326687019/pdf/Local-content-in-the-oil-and-gas-sector.pdf
http://documents.worldbank.org/curated/en/549241468326687019/pdf/Local-content-in-the-oil-and-gas-sector.pdf

https://www.igfmining.org/guidance-for-governments/local-content/

https://www.iisd.org/sites/default/files/publications/local-content-policies-mineral-rich-countries.pdf
https://www.iisd.org/sites/default/files/publications/local-content-policies-mineral-rich-countries.pdf
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Late and poorly 
designed sovereign 
wealth fund   
 

Sovereign Wealth Funds (SWFs) are targeted 

state-owned investment funds that invest in real 

and financial assets, such as stocks, bonds, real 

estate, precious metals, foreign exchange, or in 

alternative investments such as private equity or 

hedge funds.27 SWFs are used mainly to save a 

portion of revenues for hard times, make investments 

and earn income abroad, and save for future 

generations. They also promote good governance 

and public finance transparency and accountability 

by keeping separate oil and gas revenues and 

expenditures from all other tax revenues and 

expenditures.

The problem with SWF today is 
less about whether one is 
needed and more about how 
soon it is established relative to 
the discovery of oil and gas and 
how well it is designed to meet 
the needs of the country.
Establishing some version of an 
SWF has become somewhat the 
bare minimum for resource-rich 
countries that are serious about 
effective resource management 
and avoiding the resource curse.  

By December 2016, about 60% of resource-dependent 

countries have some form of a fund.28 However, many 

of these countries, including Norway, only established 

SWFs after years of poorly managed spending and 

the inevitable painful and costly economic and 

political backlashes such as a recession and 

instability.29 

A poorly designed SWF is as good as not having one. 

The absence of restrictive regulations, independent 

management and oversight, and clear guidelines 

that limit the use of funds to specific priorities with 

broad public benefits and on investments based on 

sound economic and financial analyses often result 

in the government using the SWF as a slush fund. 

Despite having an SWF, for example, an orgy of 

domestic spending left Venezuela with a heard of 

white-elephant projects, huge foreign debts, and 

declining social spending.30 The country is currently 

embattled in a seemingly endless political and 

economic crisis rooted in, among other things, 

decades of mismanagement of oil and gas revenues. 

Norway, on the other hand, has been able to invest in 

and sustain a high quality of life for its people by 

using the SWF to target investment in infrastructure, 

education, and health care.

SWFs serve as powerful instruments and are one of 

the pillars needed to help restructure economies and 

create sustainable economic growth, both which are 

weaknesses of small economies fraught with 

nepotism, cronyism, conflict of interest, and the lack 

of administrative, and financial discipline.

Common Policy Mistakes and How to Avoid Them 
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           How to avoid 
            Mistake 05

Establish one or more SWFs 

early in the process (ideally 

before revenues begin to 

flow) to ensure complete 

transparency and 

accountability  

The government should design and establish an 

SWF (or multiple funds) to collect, manage, and 

invest oil and gas revenues in an accountable, 

transparent, and financially sound manner. The 

SWF should be designed using industry best 

practices at the earliest possible time, not years 

after oil and gas have been discovered, and 

revenues have been collected. This can be 

accomplished by establishing a multi-stakeholder 

commission (or similar type organization) 

comprising of legislative and policy experts and 

professionals from the oil and gas industry, 

academia, private sector, non-profit sector, and 

civil society, with the sole task of developing 

legislation, policies and administrative rules (if 

necessary) for the establishment of a SWF within a 

stipulated time. The commission should work 

closely with international organizations including 

the World Bank31 , the Natural Resource 

Governance Institute, and the International Forum 

of Sovereign Wealth Forum (IFSWF) that have the 

knowledge and expertise and provide support to 

governments in undertaking such initiatives. 

Santiago Principles

The gold standard for the establishment of an 

SWF is the OECD’s General Accepted Principles 

and Practices (GAPP), commonly referred to as 

the ‘Santiago Principles.’32  The Santiago Principles 

consists of 24 generally accepted principles and 

practices to promote transparency, good 

governance, accountability, and prudent 

investment practices and is voluntarily endorsed 

by IFSWF members. In designing the SWF to 

meet the broad objectives of saving revenues for 

hard times, making investments and earning 

income abroad, and saving for future generations, 

present and future public needs must be weighed 

equally to ensure current developmental needs 

are adequately funded while saving for the future. 

OECD has developed these principles and 

practices to guide governments in the 

development of SWFs and to guide negotiations 

with multinationals to protect the local content 

and the country’s authority to determine the 

funneling of the revenue toward specific social 

needs of the people.
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 1. OECD guidance, which was made available 

 to participants at the meeting of the IMFC 

 and the Ministerial Roundtable on the

 Santiago Principles, (11 October 2008) 

 

2. References to the OECD Guidance made 

 by high-level officials at the IMFC, 

 Washington, (11 October 2008)

3. OECD Ministers adopt a declaration on 

 sovereign wealth funds, (5 June 2008)

4. OECD Forum 2008 - Session on Sovereign 

 Wealth Funds, (3-4 June 2008)

5. Sovereign Wealth Funds (SWFs) and 

 Recipient Country Policies. (4 April 2008)

6. Conference on Sovereign Wealth Funds in 

 the Global Investment Landscape: 

 Building Trust, London, United Kingdom, 

 (31 March 2008)
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Resources

Here is a list of useful 
resources for developing 
SWFs. http://www.oecd.org/daf/inv/investment-policy/41456730.pdf

http://www.imf.org/external/am/2008/index.htm

http://www.iwg-swf.org/http://www.iwg-swf.org/

http://www.iwg-swf.org/

http://www.oecd.org/daf/inv/investment-policy/41559623.pdf

http://www.oecd.org/daf/inv/investment-policy/41559623.pdf

http://www.oecd.org/daf/inv/investment-policy/oecddeclarationonsovereignwealthfundsandrecipientcountrypolicies.htm

http://www.oecd.org/daf/inv/investment-policy/oecddeclarationonsovereignwealthfundsandrecipientcountrypolicies.htm

http://www.oecd.org/daf/inv/investment-policy/oecddeclarationonsovereignwealthfundsandrecipientcountrypolicies.htm

http://www.oecd.org/daf/inv/investment-policy/oecddeclarationonsovereignwealthfundsandrecipientcountrypolicies.htm

http://www.oecd.org/daf/inv/investment-policy/40408735.pdf

http://www.oecd.org/daf/inv/investment-policy/40408735.pdf

http://www.oecd.org/daf/inv/investment-policy/conferenceonsovereignwealthfundsintheglobalinvestmentlandscapebuildingtrust.htm

http://www.oecd.org/daf/inv/investment-policy/conferenceonsovereignwealthfundsintheglobalinvestmentlandscapebuildingtrust.htm

http://www.oecd.org/daf/inv/investment-policy/conferenceonsovereignwealthfundsintheglobalinvestmentlandscapebuildingtrust.htm
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Little or no 
corporate social 
responsibility  

In developing countries, the discovery of an 

abundant natural resource, often oil and gas, is met 

with a rush of leading multinational oil companies 

seeking licenses, concessions, and access to the 

domestic economy. With the government often 

scrambling to put key legislation in place to opera-

tionalize the new sector, the issue of Corporate Social 

Responsibility (CSR) tends to get little to no attention. 

This results in a significant loss of benefits to families, 

communities, and the local economy.  

CSR is a much-contested term. It refers to the 

“formal and informal ways in which businesses 

contribute to improving the governance, social, 

ethical, labour and environmental conditions of the 

countries in which they operate while remaining 

sensitive to prevailing religious, historical and 

cultural contexts.”33  CSR also involves ensuring 

companies comply with regulations relating to the 

disclosure of information, competition, financing, 

taxation, employment, industrial relations, 

environmental protection, and science and 

technology.  Without a CSR framework to incentivize 

companies, much of these benefits (if not all) are not 

captured as companies are less inclined to 

voluntarily undertake and support these outcomes 

and fully comply with these standards.

Common Policy Mistakes and How to Avoid Them 
Mistake 06
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 06 While some companies may participate in some of 

these activities, the absence of a CSR framework to 

incentivize and guide companies’ effort results in very 

little CSR activities akin to the bare minimum level of 

investment, primarily tailored towards their public 

relations goals. These include, for example, ad hoc 

projects at the national or community levels and 

periodic events sponsorship. These initiatives alone 

do not constitute good CSR and have less to do with 

community development and more to do with good 

public relations and corporate branding.

. 



           How to avoid 
            Mistake 06

Establish a CSR framework 

and strategy to align corpo-

rate activities with public 

needs to maximize public 

benefits.

  
Policymakers should establish a framework for 

CSR. The framework should include both a 

defensive (minimizing potential adverse effects 

on communities) and proactive (maximize 

domestic public benefits) components. The 

framework should incentivize companies to adopt 

CSR policies that advance social and economic 

priorities at the local and national levels and 

maximize value to both shareholders and society. 

There is no universal CSR model that fits every 

country, and it is often a mistake to simple modify 

another country’s policy and expect it to be 

successful. A good CSR policy should be a deliber-

ate effort focus on the domestic economy and how 

to leverage communities and public assets with 

private investment and technology transfers to 

overcome its social and economic challenges and 

achieve better outcomes.  

Nevertheless, there are aspects of CSR policies 

that have been successful in different countries 

that may be relevant to the local context. For 

example, a good CSR policy should be developed 

in a participatory way with inputs from all 

stakeholders, including local governments, civil 

society, not-for-profit entities, activists, and 

businesses. CSR activities should target specific 

goals such as poverty reduction, business ethics and 

transparency, human rights, and empowerment. 

Companies practicing good CSR are conscious of the 

kind of impact their activities have on all aspects of 

society including social, economic, and environmental 

and take steps to offset the negative effects and help 

to build society’s resilience. Good CSR includes 

ethically-sourced raw materials, public access to 

critical information, compliance with financial report-

ing standards and market regulations, creating a 

network and building the capacity of local suppliers, 

investing in green initiatives in communities, building 

the local workforce capacity in partnerships with local 

colleges and universities, and provide sponsorships 

for various activities and events. 

Examples of companies practicing CSR include British 

Petroleum (BP), the Government of Trinidad and 

Tobago, and the local Centre for Energy Enterprise 

Development (CEED) have identified several upstream 

activities which offer both sustainable business 

opportunities for smaller companies for skills and 

technology transfer used in extraction operation. BP 

has agreed to purchase the required services from 

local suppliers rather than to import them.34 An 

example of how companies can ensure their opera-

tions are both profitable and sustainable is the 

windmills of Aqualectra on Tera Kora, Curaçao. Built 

by NuCapital Inc., these windmills have recouped their 

costs many times over and have been generating 

large quantities of green electricity for years now. 

That’s profit and sustainability all in one!35 
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 1. Rosa María Fernández Martín. Corporate 

 Social Responsibility across Europe: A 

 good example from the Nordic Countries. 

 Economic Discussion Paper, (2011). 

 

2. Commission of the European Communities. 

 Green Paper: Promoting a European 

 Framework for Corporate Social 

 Responsibility. (July 7, 2001). 

3. Finnish Energy Industries Federation 

 (FINERGY). Corporate Social Responsibility 

 of the energy industry. Guide to 

 Businesses. (2002). 

4. Gordon, K. (2001). The OECD Guidelines 

 and Other Corporate Responsibility 

 Instruments: A Comparison. OECD Working 

 Papers on International Investment, 

 2001/05, OECD Publishing. 

5. United Nations (2007). CSR and Developing 
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 Innovation, Brief Issue (1. February 2007).
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Resources

Here is a list of useful 
resources for developing 
an effective CSR 
framework:

https://helda.helsinki.fi/bitstream/handle/10138/26138/corporat.pdf?sequence=1&isAllowed=y

https://helda.helsinki.fi/bitstream/handle/10138/26138/corporat.pdf?sequence=1&isAllowed=y

https://helda.helsinki.fi/bitstream/handle/10138/26138/corporat.pdf?sequence=1&isAllowed=y

http://www.europarl.europa.eu/meetdocs/committees/deve/20020122/com(2001)366_en.pdf

http://www.europarl.europa.eu/meetdocs/committees/deve/20020122/com(2001)366_en.pdf

http://www.europarl.europa.eu/meetdocs/committees/deve/20020122/com(2001)366_en.pdf

http://www.lsta.lt/files/projects/CSR_guidebook.pdf

http://www.lsta.lt/files/projects/CSR_guidebook.pdf

https://sustainabledevelopment.un.org/content/documents/no1.pdf

https://sustainabledevelopment.un.org/content/documents/no1.pdf

https://sustainabledevelopment.un.org/content/documents/no1.pdf

https://www.oecd.org/corporate/mne/WP-2001_5.pdf

https://www.oecd.org/corporate/mne/WP-2001_5.pdf

https://www.oecd.org/corporate/mne/WP-2001_5.pdf
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The geopolitical reality in the Caribbean resem-

bles that of a century ago, characterized by 

complexity, change, and challenge. The region, 

which for trading and economic purposes include 

countries on the eastern coastline of the South 

America continent, comprises largely of small 

subordinate states that are vulnerable to a wide 

range of economic, political, and military actions by 

states near and far. How Caribbean states navigate 

the current geopolitical landscape and other major 

events such as Brexit have important implications 

for the future of their economies and the success of 

their natural resource sectors.   

Geopolitics in the region has been defined by the 

struggle to control oil and gas and other natural 

resources. With exclusive economic zones existing 

since the 1980s, energy politics has had an impact 

as well on boundary disputes. Venezuela 

attempting to block exploration by Guyana in 

contested maritime waters, and Barbados contest-

ing a territorial delimitation between Trinidad and 

Venezuela, which eventually, after arbitration, gave 

Barbados additional marine acreage suitable for oil 

exploration are good examples. 

The global turbulence and the transformation 

being experienced make change inevitable. In the 

present context, this is in the form of an intensifica-

tion of strong-state politics, changing of the world’s 

major power relations, and testing of democratic 

institutions. These have great disruptive potentials 

and appear to be changing for the worse. Guided by 

their domestic or external condition and interests, 

as each of the world’s major powers become 

increasingly assertive of their own interests, the 

consensus is fraying on the rules that govern their 

interactions and the directions in which the world 

might converge. As a result, there is evidence of a 

general breakdown in trust and an erosion of 

respect for global norms designed to govern 

peaceful international interactions.
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The United States (US) is no longer seen as the 

global enforcer of democratic principles and 

rule-based global order.  As a result, rising and 

resurgent powers calculate that actions that 

may breach international law (UN Charter), the 

law of the sea (UNCLOS) or international 

humanitarian law (Geneva Conventions) can 

achieve objectives without incurring unaccept-

able costs in terms of opposition or punishment. 

Shifting relations between global and regional 

powers are creating increase uncertainty for the 

region. Caribbean states, which are mostly small 

economies, depend on the predictability that 

comes with rules-based order. Thus, they are 

among the most affected when rules erode, and 

major powers jostle for position. 

The dilemma faced by Caribbean states is that 

they must now assess how best to recalibrate 

relations with larger states. Several smaller 

European Union (EU) states are concerned 

about whether the eventual departure of the 

United Kingdom will affect decision-making to 

their detriment.  Brexit will further pressure 

Caribbean states to rebalance their geopolitical 

positions when they return to the United 

Kingdom from the EU Compounding their 

exposure to changes in the geopolitical 

environment. States are more vulnerable to 

potential secondary effects such as 

humanitarian and refugee crisis resulting from 

conflicts or recessions in neighboring countries. 

Latin America and Caribbean states are not 

always the victims of geopolitical disruption; 

they can also be its source or conduit. A weak or 

collapsing state can become a locus of instabili-

ty that radiates disorder, pulls in larger neigh-

boring states, and invite adversarial global 

powers.  For example, Venezuela’s ongoing 

political and economic crisis and the resulting 

humanitarian disaster have disrupted neighbor-

ing states and increased tensions between the 

United States and Russia. Similarly, the escalat-

ing constitutional crisis in Guyana (Venezuela 

immediate western neighbor), which coincides 

with the country’s enormous oil find is teetering 

on social and political instabilities. With strate-

gic opportunities and billions of dollars in oil 

and gas assets in the region, it is unclear how 

the US, EU, Canada, Russia, China, and other 

regional powers would respond if there is 

further destabilization.   

 

As the Caribbean assesses its relationship 

between geopolitics and future relations, its 

economic dimension is the weak spot. Geopolit-

ically, turning to China and Russia raises issues 

about China and Russia’s possible motives. 

China and Russia’s trade and investment in Latin 

America and the Caribbean have been rising 

exponentially, and their status is rising globally. 

Russia’s recent acquisition of Citco and China’s 

quiet and aggressive efforts to acquire critical 

energy assets in the region raise concerns 

about the balance of power and the energy 

security of the region. Caribbean states wishing 

to demonstrate their independence from former 

colonizers and the heavy hand of Washing-

ton-based institutions see these new global 

players and competitors to the US and EU as 

attractive partners. The region, however, would 

be wise not to allow itself to be used in 

consequential ways in geopolitical 

or economic fights.  
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