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This paper considers the proposal that each codigtybute its resource rents directly to
citizens as a universal and unconditional casltstesinorResource Dividendand estimates its
potential impact on global poverty. Using a globataset on resource rents and the distribution
of income, | find that if every developing countmyplemented the policy then the number of
people living below the World Bank’s $1 a day glbpaverty line would be halved. A range of
further practical benefits are discussed, includivegamelioration of the resource curse in
resource-rich countries, and the incentive thapthieey provides to informal workers to register
with the fiscal system. Administrative and politichallenges that the policy would face are
discussed, and it is argued that in most caseswbeid not be insuperable.
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“The meek shall inherit the Earth, but not its nmateights”
J. Paul Getty

1. Introduction

In this paper | ask what would happen if, contrtary. Paul Getty’s prediction, mineral rights
were in fact distributed more equitably. In partzzul consider the scheme under which each
country taxes the rents due to their natural resesyrand distributes this rent directly and
unconditionally back to every adult citizen on @ual basis. | call this scheme the Resource
Dividend. Versions of it have appeared from timéitee in different literatures going back to
Thomas Paine in 1795, with recent proposals inolgithe distribution of oil revenues in Iraq.
But two developments make its more general apphicaif particular current relevance. First,
resource nationalism and resource ownership rogolicymakers’ agendas amid the dramatic
rise in resource prices up to mid-2008. Secondfitsiegoal of the Millennium Development
Goals, adopted by the United Nations in 2000, isalee global poverty at the $1 a day line
from its 1990 level by 2015l find that if enough poor countries were to adibyet resource
dividend then this would be sufficient to achieke first Millennium Development Goal:

extreme global poverty would be cut by half.

While | estimate its global impact, the Resourceid®nd is a national, not international policy,
and the arguments for the policy and the obstaclesuld face are domestic in nature. In recent
years versions have been proposed by developmenorusts for Iraq (Birdsall and
Subramanian 2004) and Nigeria (Sala-i-Martin angr&uanian 2003), while a group of
Bolivian economists and policy makers proposedralai policy, funded by one third of gas
revenues, in their country (Duréan et al. 2007).sehauthors cite the possible advantages of the

scheme in the context of substantial resource weatiere direct distribution of revenues may

2 The “$1” global poverty line was in fact $1.081893 PPP international dollars. Using data from20@5
International Comparison Program this has beentepgda $1.25 in 2005 PPP international dollars (Céed
Ravallion 2008). When | refer to the $1 a day powvéne | will be referring to this line of $1.23 2005 prices.
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help to alleviate the resource curse. In additothis argument | discuss potential advantages of
the policy for all countries, including those wittodest resource wealth. First, as already
mentioned, it would substantially reduce povergcd@hd, by being levied only on rents, the
scheme implies none of the economic distortionsfficiency loss that other redistributive
schemes may risk. Third, it provides an incentoverformal workers and individuals with little

or no formal interaction with the state to registath the fiscal system. Finally, there is a moral
and legal argument that by the nature of rentsndividual has a special claim to them, so the

only morally defensible distribution is an equadtdbution.

The calculations presented here also engage wotder debates on poverty reduction. The
finding that the resource dividend can halve glgimlerty challenges the widespread view that
efforts to reduce global poverty must focus exelelyi on aggregate growth. Versions of this
view are to be found in Dollar and Kraay (2002) aBé (2002), and Collier (2007), in addition
to much of the popular press. | do not disputevtbe that growth is important and can reduce
poverty, but my findings demonstrate that evenrg weoderate and non-distortionary

redistributive scheme can have a major impact aeihy, even in the absence of growth.

This is important for two reasons. First, the scaeherefore offers hope to those countries that
have struggled to grow. While many countries hasnél growth to be an “elusive quest”
(Easterly 2001) and face a variety of traps andlehges to growth (Collier 2007), the Resource
Dividend is in principle a simple policy choice.c®ad, it also offers hope to those countries in
which growth has had little or no impact on poveRgr instance, in India, according to the
World Bank (Chen and Ravallion 2008b), there w&® rillion people living below the
international $1 a day poverty line in 1981, an@ 4fillion in 2005 — over one third of the

global total — despite per capita incomes in Igiawving by 135 percent over the perfb@iven
population growth, this represents a decline inpbreerty headcount from 60% to 42%, but the
failure of growth to reach 450 million people hase of great concern. For these poor people

growth has not been the solution to poverty, arditedhal measures are required. | find that the

% There is some debate on levels of poverty in I(sk& Deaton and Kozel, 2005). Using a differenepty line,
Sundaram and Tendulkar (2008) estimate the nunfljar to stay constant over 1983 to 1993/94, butecline
from 287 million to 274 million over 1993/1994 t899/2000 (the data collection procedure changdé993/94
making the estimates for 1983 and 1999/2000 nettlir comparable). A decline this modest would unodermine
the proposition that growth has had an unaccepthbll impact on poverty.
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Resource Dividend in India would reduce povertyrfrd2% to 20%, a dramatic drop despite

India’s relatively modest natural resource base.

| do not ask whether the Resource Dividend is fitenal way to spend resource revenues. Van
der Ploeg and Venables (2008) estimate the opspwding of a windfall between public
infrastructure, building up a Sovereign Wealth Fymalying down foreign debt, and paying cash
dividends to citizens, when citizens are creditstmained and the interest rate is increasing in
the amount of foreign debt (due, for instance,drcpived default risk). While | do not consider
alternative ways of spending resource revenuegadherty-reduction benefits described here set
a threshold for other policies in the sense thalrnative form of expenditure can be optimal
only if it improves social welfare by more than fResource Dividend. The Resource Dividend
itself would be expected to raise social welfaréoag as the social welfare function is concave

in individual incomes, or poverty reduction is vaduas a goal in itself.

The Resource Dividend also has a convenient “auforstabilizer” property. High natural
resource prices tend to coincide with high foadegs, partly through the increased cost of
inputs. High food prices tend to increase extremepty, and in mid-2008 the World Bank
(2008a, b) estimated that increased food priceklamdo 7 years of poverty reduction, pushing
another 100 million people into “deeper povertyutBhe fact that food prices rise with natural
resource prices implies that the magnitude of éseurce dividend is likely to rise with food

prices, and that the Resource Dividend would tloeegtbe greatest when it is most needed.

In the next section | briefly discuss the histofyhe idea and in the process make the

philosophical and moral argument behind the pol&sction three presents and data and results.
Section four discusses the feasibility of the pohad how it might be administered, and a range
of arguments for and against it including the paiisy that it may ameliorate the resource curse.

Section five concludes.



2. 0On Theldea of the Resour ce Dividend

The idea that natural resources belong to all itimens of a nation, and that no individual or
privileged group of individuals should have thelasore right to enjoy rents from natural
resources, has a long pedigree. An early and irmpbcontribution to the debate is Thomas
Paine’s pamphleAgrarian Justicewritten in 1795. Paine started from the premie tthe

earth, in its natural, cultivated state was, arel @ould have continued to e common
property of the humarace In that state every man would have been born tpestyg”

(emphasis in original). Paine argues that thetirtgtin of private property, while leading to
massive increases in the productivity of landhatdame time “has dispossessed more than half
the inhabitants of every nation of their naturdantance, without providing for them, as ought
to have been done, an indemnification for that.fdde accepts that land owners should enjoy
the benefits of the investments they have madeadyztivity improvements, but argues that
they owe gground renton the land to indemnify non-land owners for thegs of the use of the
land. But in contrast to the prevailing fate ofaesce revenues today, his conclusion is not that
the government should receive this rent. Instea@rued that the ground rent paid by land
owners be used to fund a payment of a lump sumdoyendividual when they reach age 21,

and an annual pension for everyone from the a&® oh recognition of their loss of property.

The core idea that natural resources belong ifirstanstance to all citizens of a nation has been
behind the battles for nationalisation of oil arad gesources in numerous countries and, more
widely, the fact that in almost all countries naabgovernments own subsoil resources (see
Mommer 2002} This view is also codified in numerous internasibhuman rights treaties, as
described by Wenar (2007, p. 14). Both the Inteéonat Covenant on Civil and Political Rights
and the International Covenant on Economic, Soaiad, Cultural Rights state in their Article 1
that “All peoples may, for their own ends, freelggbse of their natural wealth and resources.”
151 of 192 UN members have adopted at least otieesé treaties. Similarly, Article 21 of the
African Charter on Human and Peoples’ Rights stitas“All peoples shall freely dispose of

their wealth and natural resources. This rightldbmkxercised in the exclusive interest of the

* The only major exception is the US, where subssiburces on private land belong to the landowin in the
US, subsoil resources on federal land and offsheleng to the federal government.
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people. In no case shall a people be deprived’dfinally, the (US-approved) Iraqgi constitution
of 2005 states that “Oil and gas are the propdrthieIraqi people in all the regions and
provinces” (Article 108).

The first proposal | have come across for a schdmehe RD for oil revenues was made by the
Financial Times journalists Samuel Brittan and Bd&tiley (1978, 1980), responding to the
discovery of British North Sea oil. They wrote, ‘kimplest and also the wisest answer to the
guestion ‘What should we do with the state’s oilereues?’ is ‘Give them to the people™ (1980,
p. 1). Brittan and Riley’s proposal, which theyledlthepeople’s stakewas to offer each British
citizen an equal share in oil revenues. The righthis share in the income stream would be

transferable, and therefore capitalizable on theksmarket.

The RD considered here differs from Barry and Ridg@gople’s stakén that the rights to the
revenue stream are not saleable, and they end avherson dies. While one would presumably
be able to borrow on the strength of the reventgast, its termination at death ensures that
future generations receive a share as long agttemues last. It is thus a “basic income,” an
unconditional regular cash transfer, funded byussmrevenues. Such a scheme has been
proposed for Nigeria by Sala-i-Martin and SubraraarfR003) and for Iraq by Birdsall and
Subramanian (2004), while a similar scheme, furlled one-third share of gas revenues, has
been proposed by Duran et al. (2007) for Boliviae Tlosest existing scheme is Alaska’s
Permanent Fund Dividend. The Permanent Fund rexaivieast 25 percent of all revenues
received by the state government from mineral ektva in Alaska, and a dividend from this
fund is given to all those have resided in theesfiat at least one calendar year. The dividend is
calculated as half of the Fund’s income averagext bive years, divided by the number of
eligible recipients. In most years it has lain betw $600 and $1,560.

Recently there has also been interest in a “caplamdiend” scheme for carbon emissions. The

organization Cap and Dividendnvw.capanddividend.odgfor instance, proposes a cap on sales

of fossil fuels, where permits are auctioned amdpioceeds are distributed to individuals on an

5 Alaska Permanent Fund website, “The Permanent Bividend”:
http://www.apfc.org/home/Content/alaska/dividendRrgfm.
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equal per capita basis. Under this scheme the Ighdlvesphere, which is a public good, is seen

as a global commons to which every individual mequal clain?.

A related, but far more radical, idea is Pogge®@ Global Resource Dividen@GRD). Under
the GRD a small (and unspecified) share of theerafinatural resourcegobally is taxed in
order to fund a targeted program of redistributmmards the global poor. The idea behind the
scheme is that “those who make more extensive fuser@lanet’s [limited natural] resources
should compensate those who, involuntarily, usg litle” (p. 66). In contrast, the RD that |
consider here is strictly of national scope witkath country (although the hope is that many
countries would adopt it). Compared with the préseneme, Pogge’s GRD has three
drawbacks. First, since it is intended to be t&aget the poor, it would face enormous
administrative challenges in determining who therpre. Later | discuss the relative merits of
universal and targeted schemes. Second, it wogldreeinternational coordination, which is
also administratively very difficult. Third, and qi@ps most importantly, it also faces the
political challenge of persuading countries thatytBhould give up ownership rights of the
natural resources on their territory, which riglats we have seen, are enshrined in numerous

international human rights treaties.

It should be observed that there is no conflictieein the view that natural resources belong to
all citizens of a country and the view that privattors who realize the value of natural
resources, through exploration, extraction andgssinig, should be paid for their efforts. It is
therefore not theevenuesrom the natural resources that properly accrualtoitizens, but the
rents defined as the value of the resource less theebtive price of inputs required to realize
that value. In the data | use below on resourcts e cost of extraction and a normal return to
capital employed are subtracted from total revenfied discuss later, different forms of taxes,
bonuses, concession fees, royalties, equity slaaether mechanisms for splitting revenues
are possible.

® Reported in USBIG (2008).



3. Data and Results
The Data

Calculating the effect of the RD requires two typésdata: for each country one needs estimates
of the value of resource rents, and the distrilbutibincome. The World Bank provides

estimates of resource rents as a share of GDP 20, covering 15 different natural
resource$,where rents are calculated as price minus avessgaction cost times the quantity
extracted (Bolt, Matete and Clemens, 2002).

Data on distributions of per capita household ine@nconsumption are from the World Bank’s
Povcalnet website; for convenience | shall refdsdth income and consumption distributions as
income distribution§.This website provides distributional data for HEveloping countries,
based on income groups derived from household gsVEhe website uses the software
program Povcaf which estimates Lorenz curves using the Generhl@eadratic (GQ) method
and the Beta method (Datt, 1998); when both estisnate valid, it chooses the curve with the
better fit. For countries with fewer than 50 millionhabitants | use the income deciles reported
by the website. For the 17 countries with poputatigreater than 50 million | use the estimated
Lorenz curve to divide the population into 1000dme groups’ The largest income groups in
the overall distribution therefore contain undenilion people, or less than one thousandth of
the total population of 5.18 billion of my samplecountries. These comprise 96% of the

population of all low- and middle-income countrie2005.

" Natural gas, hard coal, lignite, oil, forestryulkite, copper, gold, iron ore, lead, nickel, phasghsilver, tin and
zinc.

8 http://iresearch.worldbank.org/PovcalNet/isp/inggx.downloaded December 2008. The mixing of distitms
produces unavoidable non-comparability; see AnamdSegal (2008) for discussion of this and othebjams in
global distributional data.

° The website states that it covers 116 countrigstHe list contains only 115.

19 povcal was written by Shaohua Chen, Gaurav DadtMartin Ravallion. It can be downloaded from
http://go.worldbank.org/YMRH2NT5VO.

1 The 17 countries are Bangladesh, Brazil, DemacRéipublic of the Congo, China, Egypt, Ethiopialisn
Indonesia, Iran, Mexico, Nigeria, Pakistan, Philiigs, Russian Federation, Thailand, Turkey, Vietn@hina,
India and Indonesia are further divided into ranadl urban areas. Following Chen and Ravallion (Bpd8ise
different PPPs for rural and urban householdsutaied on the basis of price differences impligitbmestic rural
and urban poverty lines.




| use the World Bank’s “$1-a-day” poverty line, whiis PPP$1.25 at 2005 PPP prices, or
PPP$38 per month (Chen and Ravallion 20886hen and Ravallion estimate that 25.2% of the
population of the developing world lives below tpmverty line in 2005. The data | use from
Povcalnet are based on the same sources as Ch&awaltlon, but while Chen and Ravallion
are able to use unit record data, the Povcalnatatatbased on coarser aggregations of income
groups. On the basis of the Povcalnet data | fiadl 25.6% of the population are below the
poverty line, suggesting that the relative coarssrmé the data makes only a small difference in

the aggregate.

Incomes in the poverty data are benchmarked to,2f)@ifestimates of resource rents go up to
2006. Following the Alaska Permanent Dividend Furalculate the RD on the basis of
average rents over a five-year period, and | userbst recent rents data by taking the average
share of rents in GDP over 2002-2006. Since incamesor 2005, | multiply this by per capita
GDP in 2005 (at 2005 PPP$) to calculate the RD.ribdian value of the 2002-2006 average
for all 115 countries is 1.6%. Only 81 countriegdaon -zero resource rents, and their median

share is 5.1%.

What is the effect of using incomes in 2005, betrnt-share of GDP up to 20067 Commodity
prices rose over the period, and since resourds ega positively correlated with commodity
prices, the RD would be smaller if it were calcathbver 2001-2005. However, if we are
interested in the potential impact of the RD todag in the near future, the more recent rent
share is closer to likely current values. Writingeiarly 2009, commodity prices remain
historically very high even in the midst of a magpobal slowdown. The IMF commodity price
index in US$ peaked at 203 in the second quart2008, falling to 118 in the fourth quarter of
2008. But even after this fall it remained doulble kevel of 58 in 2001. The five-year averages
are 85 for 2002-2006 and 72 for 2001-2005. Thus ¢ve 2002-2006 average is far lower than
the level at the end of 2008, after its dramatidide. This suggests that it will be a better

2 Chen and Ravallion (2008b) choose this poverey liacause it is “the mean of the national povémgsl for the
poorest 15 countries in terms of consumption ppitag at 2005 PPP$.

9



approximation to the value the RD would take todag in the near future than the 2001-2005
average?

Calculations

| perform two exercises in addition to estimatingrent poverty. First, | simply add the RD to
everyone’s income and count the number of peofiiadebelow the poverty liné? This
calculation, however, assumes that no extra taveekeded on those who were below the
poverty line. As | discuss below, if a governmenaliready taxing resource rents then the
expectation will be that other taxes will be raisedompensate for the lost resource revenues.
Since the very poorest rarely pay any taxes ibtseentirely unreasonable to assume that these
taxes will not fall on those below $1.25 a day, ethis the implicit assumption in the first
calculation. But as a robustness test | also parfocalculation where each person is assumed to
pay taxes proportional to their post-RD incomes, &dite equal to the share of rents in GDP. So
if rents are 4 percent of GDP and this implies adkBPPP$10 per month, then in this second
calculation | add PPP$10 to each person’s incordesahtract 4 percent from the total. The
results are presented in Table 1, and kernel deesiimates of the three global (developing

country) distributions are in Figure™.

| estimate the number of people living below the@xe poverty line to be 1,327 million, or
25.6 percent of the population of the developinglkdAssuming that the poor do not pay taxes,
the RD cuts the number by 55 percent to 600 mill@rll.6 percent of the population. If the
poor pay tax proportional to income as describexyapthe number is 741 million or 14.3
percent, a drop of 44 percent. Thus depending ®@assumption regarding taxation, the RD cuts
poverty by between 44 and 55 percent. The WorlckB&men and Ravallion 2008b) estimate
global poverty in 1990 at 1,813 million, or 41.G¢ent of the population; thus either assumption

implies immediately achieving the first MillenniuDevelopment Goal of halving poverty from

13 This is equally true if one uses the IMF’'s comntpgrice index in terms of IMF Special Drawing Righather
than US$, although the precise numbers differ.

14 | envisage the Resource Dividend being paid amiydults, so dividing resource rents among all [eemeluding
children is equivalent to assuming that on avethggoor have the same household composition asotigoor.
To the extent that poor households have a lowelt smohild ratio, the impact on poverty will be erestimated.
15 The second peak in the global distribution wite RD is due to Iran and Russia, with RDs of respelgt
PPP$311 and PPP$319.
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its 1990 level (either in numbers or as a sharg),iadeed may halve poverty from its much

lower 2005 level.

The reduction in poverty is dramatic. How is ittdlsuted across countries? Nine countries
reduce poverty by more than 10 million people vifitt RD*® Of these nine, five countries have
resource rents comprising less than 6 percent d?.Abese five — Brazil, China, India, Pakistan
and South Africa — account for 54 percent of thaltpopulation of all developing countries and
67 percent of the poverty reduction due to the R@xerty reduction due to the RD is therefore

not primarily due to resource-rich countries.

That such a large reduction in poverty can be preduy redistributing a relatively modest
share of GDP may be surprising. However, it showtdbe. Consider the impact of social
spending in the European Union. At national povenys, 16 percent of the population of the
EU15 were living in poverty in 2003. But in the ahse of any social payments other than
pensions (which can be considered intertemportderdhan interpersonal, transfers), this figure
would have been 25 percent; with no social paymiectading pensions, it would have been 39
percent (Guio 2005, p. 4). Cash benefits excludidgage payments in these countries
comprised 6.6 percent of GDP (calculated from EeappCommission, 2008 just slightly
higher than the cost of the RD in the five cousttigat account for two-thirds of the estimated
poverty decline. In terms of relative size and it poverty, for most countries there is

therefore nothing particularly radical about the &Pa redistributive policy.

Table 2 provides country-specific estimates foreselarge countries that contain large numbers
of poor people. Figures 2 to 4 provide kernel dgrestimates of the three with the largest

number of poor — China, India and Nigeria — andwmliscuss these countries in more detail.

'8 Brazil, China, India, Indonesia, Nigeria, Pakistaouth Africa, Uzbekistan and Vietnam.

7 According to European Commission (2008), in thelElih 2005 total means-tested cash benefits were
€140,635m and non means-tested cash benefits €350 (p. 24). Old age payments (pensions) were
€1,138,041m (p. 62). GDP was €10,326b (p. 142t tash payments comprised 17.6 percent of GDite w
non-old age cash payments comprised 6.6 perceabD#x.
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India, China and Nigeria

Figure 2 shows the income distributions for Indieom the point of view of reducing global
poverty, India is the single most important countryhe world. It contains the largest number of
poor people — | estimate it at 455 million, or 3%gent of the world’s total — and, according to
Chen and Ravallion (2008b), the number of poor [@imp2005 was slightly higher than their
earliest estimate in 1981. This is all the morgoesing given that per capita incomes in India

grew by 135 percent over the period.

India is not a resource-rich country. The World Bastimates that resource rents comprised an
average of 4.2 percent of GDP over 2002-06, dualyn#o oil, coal, gas, and iron ore, in
descending order. This amounts to a RD of only US$2r person per month. Yet even at this
very modest level, | find that the RD reduces ptwby 51 percent, from 41.6 percent of the
population to 20.4 percent. If the poor pay incegbisx, poverty drops by 41 percent to 24.4
percent of the population. The dramatic impachefRD despite its very low US$ value is due
to its much greater value in real terms when spelmdia, where US2.6 is equivalent to PPP$10
in rural areas, and PPP$6.6 in urban areas. Thumtidest redistributive measure would

achieve far more in terms of poverty reduction tBdryears of rapid growth.

Figure 3 shows the income distributions in Chiha,most populous country in the world and
the country with the second largest number of pBents are dominated by oil, with modest
amounts of coal and gas, and in all they compri8gé&rcent of GDP. Like India, Chins is not a
resource rich country. Yet the RD virtually elimies poverty in China, which | estimate at 16.2

percent in 2005, whether the poor pay increasesktaxk not.

Figure 4 shows the income distributions for Nigewaich illustrate an interesting point. Rents
comprise 51 percent of GDP because Nigeria is &ddinge oil producer and a very poor
country, with a poverty rate of 64.4 percent. Thesgs, and therefore the RD, amount to
PPP$49 per person per month, which is more thangimim eliminate extreme poverty.
However, when | simulate resource rents being needby the government in tax, this implies a

51 percent tax. In practice, it is not plausiblattthe Nigerian government either could or should

12



take such a large share of GDP in tax. Reliabla datthe value of Nigerian oil output, and the
guantity and composition of actual government exigere, are not available, so one cannot be
sure how much of this estimated 51 percent rergan®ntly going to the government, or how it
is spending it. But if Nigeria were to implemen¢ tRD and to raise some quantity of taxes from
the economy, one would expect it to raise less Hiapercent of GDP. | calculate that if the tax
were no more than 30 percent of income, then theMRiDtax would also result in no Nigerian

falling below the extreme poverty line.

4. Discussion

We have seen that the RD can have a large impgoberty, and in Section 2 | indicated that it
is consistent with the notion in international lthat resources belong to “peoples”. The special
nature of rents also, however, leads to both acieficy argument and an ethical argument for
the RD. Rents are, by definition, the value of atighat remains after factor inputs have been
paid their market price. This implies that taxiegts has no impact on behaviour, and is
therefore non-distortionary, unlike most existiogniis of taxation. Taxing rents is therefore
efficient. But the definition of rents also impli#sat no individual can be said to have a special
moral claim to them, since those who helped to pcedhe rents have already been paid their
market rate. It therefore seems plausible thabth fair distribution of resource rents is an

equal distribution between all owners of the reseusuch as is guaranteed by the RD.

These points indicate the attractiveness of tharRDe abstract. But its implementation would
engage with a range of issues in developing casmand involve a number of practical
challenges, to which | now turn.

Administrative feasibility and weak government

The most obvious doubt regarding the RD is itsibelsty. Implementing the policy would
involve two separate procedures: collecting resmueats, and distributing them. | envisage the

two processes being managed by an independentrgogeat agency whose sole purpose is to
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collect rents and disburse them to individuals, lamolw briefly discuss how such an agency

could operate.

How are rents extracted from natural resources?eSesource-rich countries already have
national oil or gas companies that manage exptoraéxtraction and processing. But in most
cases these companies act with some form of paHipewith foreign companies, which provide
technology, management capacity, and risk shafiadong as private or foreign companies own
any share of resource projects, the extractioesdurce rents involves some form of taxation of
these companies. The standard way to ensure thadasoes do not keep rents is through an
open and competitive bidding process (see WineRmde, 2003, p. 166 for a discussion). If
the process is fully competitive then taxes, boausencession fees, royalties, equity shares and
other mechanisms will ensure that rents remain thighultimate owner of the resource, i.e. the
state. While in many cases bidding processes driiihypcompetitive, in practice most
international oil and mining companies make no mbas normal profits, suggesting that in

most cases countries are successful in retainsieadjusted rents due to their resources.

There are, of course, cases where developing gogatrernments lack the capacity to set up
such a process and to bargain effectively withdangernational companies. This is potentially a

grave problem for countries with very weak governtagwhich may require external assistance.

The disbursement of the dividend is potentially encinallenging than collecting revenues. Many
developing countries lack strong administrativeacay, and have limited reach across their
territory. This has led to the concept of the “Sngheese state”, according to which the state has
little or no legal or bureaucratic presence inaftthe territory (the holes in the cheese).
O’Donnell (1993, p. 1359) cites examples in Latiméyica including the highlands in Peru,
Amazonia in Brazil, and parts of the centre andhwest of Argentina, where the rules and

institutions governing society have little connentivith the national government. UNDP (2007,
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p. 34) similarly argues that Bolivia has a “statgéth holes, and that in these “holes” the state

“negotiates legal authority with social, indigenplasal and regional organizations.”

That the state is barely present in parts of a wgisrterritory might suggest that it would be
difficult to distribute a universal cash benefiutBvith recent technological advances the RD
requires relatively little infrastructure. Many e in very poor countries use inexpensive cell
phones to manage bank accounts, particularly foittances from relatives abroad. As Ratha et
al. (2007, p. 5) report in a World Bank study, “nielbanking and partnerships with cell phone
companies can potentially extend remittance seswizenillions of people in remote, rural

areas,” citing cases in the Philippines, Kenya, laddh.

With this technology it would be cheap and uncoogikd to ensure every citizen had a bank
account into which their Dividend could be depasiteeyond this infrastructure, all that is
required is a secure list of citizens. But thisgsmore than an electoral roll, and most countries,
including many undemocratic countries, already reweh a roll. The administrative

requirements of the RD are thus minimal.

Indeed, motivating the government to fill in thevadistrative holes in its territory in what are
typically highly informal economies is a positivévantage of the RD. Moreover, individuals in
the informal sector are typically reluctant to joire formal sector because it would entail having
to pay taxes. The RD provides a positive incertiiventer the fiscal system, extending the scope
of the state and facilitating future reforms of flseal system more broadly, including tax

collection.

The RD may also make a difference to the amoutagakfage between the receipt of revenues
and their being spent. Management by an indeperagdgmicy would imply that resource
revenues would be kept separate from governmer@nekfure budgets. They would therefore
not be subject to many of the usual mechanismsmiiption, such as over-bidding for

government contracts. But more importantly, transpey implies that all citizens could see how

18 |n the cases of Bolivia and Peru the division eetwthe national state and the “holes” is assatiatth ethnic
divisions, but this less clear-cut in Brazil, asdertainly not the case in Argentina. Thus etlihitsions may help
to fragment the state, but they are not necessary.
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much money were being taken in, and therefore haehnmoney should be coming out,

allowing them to hold the agency to account.

Here a successful experiment from Uganda, desciib€adllier (2007, p. 150), gives reason for
optimism. The Ugandan government found that onlp@&@ent of the money that was being sent
to primary schools, other than for teachers’ safganwas actually reaching the schools. They
came up with a novel plan: whenever the governmedeased money for schools it informed the
local media and sent a poster to each school gtatimat it should be receiving. Three years on
they found that 90 percent of the money was gettingugh. The lesson is that when people
know what they are due, it is much harder for qairradividuals to keep it from them. This is

one argument for the current wave of transparenitiatives, including the Extractive Industries
Transparency Initiative. The present proposaltfits trend well: the quantity of the RD would

be public knowledge, published in the popular prasd individuals would immediately know if

they were being short-changed.

A further challenge for resource revenues concegis high volatility. For countries with large
resource revenues this volatility often proves alehge to rational expenditure policies, as
expenditures planned during periods of high primssome difficult to reverse when prices and
revenues fall. Revenue volatility is difficult toamage for both the public and private sectors, but
Collier and Gunning (1996, 1999, 2000) argue thiaiape agents (households and businesses)
deal with price volatility better than governmenfkey find that private agents save out of
windfalls as much as governments, while governmarggrone to the additional risk of making
very low-return investments, and committing themselto unsustainable budgets that turn into

problematic deficits.

Allowing households to manage price volatility does, of course, mean that the government
can wash its hands of the affair: macroeconomipavill still have to take account of the ebb
and flow of resource revenues in the private seQ@arthe fiscal side, a rise in resource revenues
will typically lead to a rise in tax take, holditax rates constant. Fiscal volatility will thus be
diminished, but not eliminated, relative to theiatton where the treasury is the direct recipient

of resource revenues. Households’ demand for mdaesign and domestic assets, and imports

16



will also vary as resource income varies, and mamyetnd exchange rate policy will have to
take account of this variation (for discussion Gedlier and Gunning, 1999, pp. 37-42).

One potential difficulty for the RD must be ackneddjed. The discussion so far has assumed
that the governments would be able to recoup &ssiurce revenues by raising other taxes. This
is rather a strong assumption as raising taxefisult. Baunsgaard and Keen (2005) examine
countries that have lost tax revenues by liberadizrade, and ask how much of the lost tax has
been recouped through other sources of governreegahue. They find that middle-income
countries recoup in the order of 45—60 cents fohetllar of lost trade tax revenue, but that
low-income countries typically recoup no more tladout 30 cents of each lost dollar. This
would evidently be a challenge for a government takked substantially on resource revenues.
On the other hand, as we saw in the case of Nigér@source rents comprise a very large share
of GDP then the government probably should notddecting tax revenues to the full value of

the resource rents anyway.

Political feasibility

Even if the RD is administratively feasible, the=gtion remains whether it is politically feasible.
The scheme is a potentially-large redistributionthie first instance from the government to
individuals. If it is compensated by tax increaseg] those taxes are not actually regressive, then
it effectively becomes a transfer from those witbdme above the mean to those with income
below the mean, which are necessarily in the mgjégiven non-zero initial inequality). If it is

not compensated by tax increases then it is afeafiem whoever received the benefits of
government spending to everyone else, and in ne&ldping countries such benefits accrue
disproportionately to those higher in the incomsrihution. The scheme will only fail to benefit

a majority in the unlikely case that the majoritg already benefiting from government
expenditures by more than they would benefit frommRD, and the RD causes these

expenditures to be cut. This is a reason to expeqgbolicy to be politically popular.

Incumbent governments, on the other hand, areelgltb be drawn to the scheme for the

obvious reason that it eliminates an easy-to-cofiearce of revenue. It therefore seems likely
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that it could only be enacted in countries wheeeghlitical system responds positively to
popular demands. In a democracy, for instance pgostion party may decide that losing
resource revenues for the treasury is a price waaytmg to win an election. But even most non-
democratic governments depend on a substantial mmoedpopular support, and under some
circumstances such a government may decide thatsspopular measure may increase the
chance of political survival. As a first cut, hoveeyone would expect it to be more likely in a

democracy than a non-democracy.

In resource-rich countries (discussed further bgldlve common sentiment of resource
nationalism may increase the political popularityre RD, over and above the fact that the
Dividend would be higher in such countries. Mos$teaporters, for instance, have experienced
painful conflicts with foreign oil companies (artetr home governments in rich countries) over
control of oil reserves in the process of natisalon, and their people thus feel a strong sense
of ownership. The sentiment that it is “our” oialis many oil-rich countries to subsidize
petroleum products, and the withdrawal of such slidsis often met with violent popular
resistance. The RD, as a transparent form of Higirig revenues to everyone, would satisfy this
sense of entitlement. Indeed, if it makes it pcdilly easier for governments to withdraw highly
inefficient and regressive fuel subsidies then wosild be a further argument in favour of the
RD.lg

The Resource Dividend and the Resource Curse

Natural resource wealth is hard to manage. Accgrtbrtheresource curséhesis, countries for
which natural resources comprise a large shareeoétonomy suffer from poor rates of
development. As already discussed, the presenbpabs not intended solely for countries with
particularly large resource sectors, but it islofious applicability to those countries. Moreover,

as | now discuss, the RD may help such countriedibynating some of the mechanisms behind

19 |n Bolivia, for instance, Requena et al. (2004vipwrite that “the elimination of hydrocarbonstsidies is one of
the policies that has met with the fiercest opjpasifrom society and is therefore avoided by theegoment, in
view of the repercussions this may have on the latipn and productive sectors.” Coady et al. (20£f&w that
fuel subsidies are typically regressive; they aaddh and Kojima (2006) discuss the politics of ogimg fuel
subsidies more generally.
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the resource curse, as has been suggested by8aléin and Subramanian (2003) and Birdsall
and Subramanian (2004).

Having a large natural resource sector has beerdfby some researchers to be associated with
poor rates of growth (e.g. Sachs and Warner 199%/,1Sala-i-Martin and Subramanian

2003)?° There are two dominant explanations for this gomth, one economic in the
traditional sense, and the other ‘institutionaltcarding to the first, resource wealth causes
‘Dutch disease’: exports of natural resources crowtdthe production of other tradable goods,
including manufactures, by raising the real exclearage and making other tradables
uncompetitive. If we assume that the manufactusegjor has a higher rate of growth than the
resource sector, owing to learning-by-doing, pwesisipillovers, and so on, then this reduction in
the manufacturing sector will imply a lower rateagfgregate growth (van Wijnbergen 1984,
Sachs and Warner 1995, 1997). The RD does notopethis part of the resource curse and | say
no more about it here.

According to the institutional explanation for ttesource curse, resource wealth often leads to
countries having poorly-developed government ingtins (Karl 1997). Governments may be
rich, but they typically have weak control over #eonomy and society. The reason, it is argued,
is that the ease of extracting revenues from theralaresource implies that governments do not
need to do the hard work of creating bureaucraa@synistrative capacity, and systems of
conflict resolution that are required in order tdlect taxes from the non-resource economy. On
the basis of a detailed case study of Venezueth, additional illustration from Algeria, Iran,
Nigeria, and Indonesia, Karl (1997, p. 7) argues tdependence on a particular export
commodity shapes not only social classes and regyipes ... but also the very institutions of

the state, the framework for decision-making, dreldecision calculus of policymakers.This

20 0On the other hand, Wright and Czelusta (2004, pafjue that under the right circumstances natesalurces
can in fact be a driver of growth, citing the USustralia and Chile as examples. Stijns (2005) fihds there is no
statistical association between measuragsérvesf mineral resources and slow growth in the 197@5 E980s.
None of these findings contradicts the Sachs anch@vdinding that high levels of production or exjpaf natural
resources is, on average, bad for growth.

2L |n particular, Karl argues that the problem aristen a country has a large natural resource sduatorg a
period in which the state and its institutions tiaemselves developing. This occurred, she argnésemnezuela,
Algeria, Iran, and Nigeria, while Indonesia suffétess from the resource curse because “neitheemadate
building nor regime formation completely coincideith oil's domination of the economy” (Karl, p. 20&he
explains Norway's success similarly.
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follows the historical argument of Tilly (1975) tretate formation in Europe was driven by the
need to raise taxes, itself due to the need to flueid frequent war$?Resource-rich countries

are thus likely to be extreme cases of the Swisss# state discussed above.

In addition to poor institutional capacity, thekaaf taxation also helps to sustain non-
democratic and rent-seeking governments. This aegtii typically described as “No
representation without taxation” — if governmentsnat tax their citizens, then the citizens do
not demand democracy and government accountafsby Ross 2004a for discussion). These
two elements combine in hindering economic devekammwithout strong institutional capacity,
governments are unable to provide the public goedsired for development; without healthy

accountability, they have little incentive to do so

There also exists a slightly different take onitisitutional element of the resource curse.
Wright and Czelusta (2004, 2007) also view theues®curse as being a problem of
institutions, but they state that “minerals themesglare not to blame for problems of rent-
seeking and corruption. Instead, it is largelyrignner in which policymakers and businesses
viewminerals that determines the outcome” (2004, pe&tphasis in original). A related view is
expressed by Mehlum, Moene and Torvik (2006) anscBmi, Pettersson and Roine (2007),
who argue that the effect of natural resources mi#gpen existing institutions: natural resources
in the context of “grabber-friendly,” i.e. rent-g&ee-friendly, institutions lower growth, while
natural resources in the context of “producer-fillghinstitutions do not. For these authors, the
problem is an interaction between pre-existingtusdns and natural resources. This view is
different from, but not inconsistent with, Karl'$997) argument that natural resource
dependence is likely to make the institutions thelues worse. In support of Karl's view, Sachs
and Warner (1997, p. 23) find that “resource abahdauntries have poorer scores on a variety
of measures of institutional quality.” Hence whibstitutions appear to be an important
determinant of the effect of natural resourcesginity of institutions itself may be influenced
by the discovery of natural resources.

22 As Tilly (1990, p. 14) puts it, “state structunepe@ared chiefly as a by-product of rulers’ effatsicquire the
means of war”.
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Thus three aspects of the institutional resourcsecarise out of the literature: weak institutional
capacity, weak accountability, and rent-seeking@nduption. By withdrawing resource
revenues from the government and thereby requititagtax households and businesses in the
economy, the RD could ameliorate the first two. Téguirement to collect taxes would provide
an incentive to develop institutional capacity, dmel government would be forced to be more
accountable to the population: citizens sufferirogrf bad government are more likely than oll
companies to withhold taxes. Above | described ladvansparent and independent institution of
the state could be less open to corruption thastiagi arrangements. The simple fact that
income is not focused on any single recipient (#w.g.government) will at least reduce the scope
for corruption. Gelb et al. (1988, p. 17) writettha large rent component in national income, if
not rapidly and widely dispersed across the popriats liable to divert scarce entrepreneurial
talent away from commodity production into ‘renekmg’ activities.”" The RD is the most direct

way to disperse rents rapidly and widely acrosgptpulation.

Finally, resource abundance also appears to beias=wbwith civil wars and other conflict,
which in turn hinders development (see Ross, 20044a survey). Natural resources often fuel
conflict by providing funding for civil wars. Theslso provide a strong incentive for violent
coups: a coup leader faces the promise of gredtwasasoon as he or she takes control of the
government. The prospect of this wealth then mélessier to fund a coup in the first place.
Collier and Hoeffler (2004), for instance, findteosig, though non-linear, association between
natural resource exports and civil war, peakingmbemary commodity exports comprise a
third of GDP? Under the RD, taking over the government wouldauibmatically provide a
coup leader with revenues. He could of course soafe the revenues, but a population used to
receiving a resource income might offer more rasis® than a population used to seeing

revenues absorbed anonymously into government baidge

3 Collier and Hoeffler (2004, p. 567) explain thendimearity of the relationship by suggesting thavernments in
countries with an extremely large natural resogisetor, with exports above 33 percent of GDP, neagdwell
financed that rebellion is infeasible.
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Targeted versus universal benefits

We have seen that substantial poverty reductiordvo® one of the advantages of the RD. But
if poverty reduction is the primary goal, then ti®vious alternative to a universal and equal
payment is a benefit targeted at the poor. Hereeflip describe the main issues and the practical

arguments in favour of universal schemes, pur@mfthe point of view of poverty reduction.

With a given quantity of money to distribute, aradding all else equal, an accurately targeted
scheme will obviously have a greater impact on pgwhan a universal scheme. But all else is
not equal. To start with, it is useful to defineottypes of error typically considered in
evaluations of benefits: errors @tclusionare the failure to reach the intended beneficsaoie
the transfer; errors anclusionare unintended individuals receiving the beng&titere is an
obvious trade off between the two types of errenmare rigorous testing will in general reduce
errors of inclusion and increase errors of exclusit two extremes, errors of inclusion can be
maximally avoided by giving no one the benefit, l@rrors of exclusion can be maximally

avoided by giving everyone the benefit, i.e. thimaguniversal scheme.

The first argument in favour of universal schentlesn, is that they minimize errors of
exclusion. Cornia and Stewart (1993) survey bessefiemes in nine developing countries and
find that targeted schemes such as food stampgdmlly have significantly higher errors of
exclusion than universal schemes such as gen@mlsigbsidies. Lindert, Skoufias and Shapiro
(2006) find that in 2002 in Latin America’s fourdgst countries — Argentina, Brazil, Colombia
and Mexico — social assistance programs reachedHas half of the bottom 20 percent of the
income distribution. Soares et al. (2007) analyeetivo well-known and highly-regarded
conditional cash transfer schemes in Brazil andibtexespectivelyBolsa Familiaand
Oportunidadesusing household surveys from 2004. They find Huth are highly progressive
with the poorest 20 percent receiving nearly 6@@etr of the total benefits, but both suffer from
large errors of exclusion: in Brazil only 41 pergeand in Mexico 30 percent, of poor
households were reached by the relevant progranmallRen (2007) analyses the impact of a
targeted cash transfer scheme, cade®ao, across 35 cities in China. He finds that “théesit

of China that are better at targeting this progeaiengenerally not the ones where the scheme
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came closest to attaining its objective” of povedguction. Perhaps more surprisingly, he finds

that better targeting is not associated with ctistBveness in reducing poverty.

The RD, in contrast, can be expected to reach laigher proportion of the poor, along with the
non-poor. Moreover, while the RD makes no atterhpargeting the poor, it is nonetheless more
progressive than many other transfers in developmuotries. Coady et al. (2004) find that in 21
of the 85 programs they analyze from developinghates around the world, the poor receive
less than their population share of the benefit. e poorest 20% of people or households
receive less than 20% of the total benefits). Thie be expected, for instance, of price subsidies
for goods that are not consumed more by the paor bly the ricif* While a universal
unconditional benefit like the RD is less progreeshan a well-targeted conditional program, it
is evidently better focused on poverty than thebeses.

Second, universal benefits have lower administeatvsts than targeted or conditional benefits,
for the simple reason that no bureaucracy is netmesdtablish whether any conditions (other
than citizenship) have been met. However, in pcadtiese costs may still be low. In Brazil’s
conditional cash transfer progrddolsa Familig for instance, administrative costs comprise
only 2.6 percent of the total program budget. Gndther hand, the trade off of low
administrative costs is higher errors of inclusiwhgen the benefit is received by unintended
people. In the case 8blsa Familiaabout 20 percent of recipient families are ndhm poorest
guarter of the distribution (Lindert et al. 2007 47).

Third, behavioural responses to benefits that anglitional on income levels imply high
effective tax rates, leading to disincentives wé&ase incomes and thus creating a poverty trap.
Unconditional benefits have an income effect, lusuabstitution effect on the opportunity cost

of leisure, and therefore would be expected to Ies®of an impact on work incentives.

24 Coady et al. (2004) describe such benefits agssiyre, but they may in fact be progressive irutheal relative
sense that the poor receive mogkative to their incomethan the rich, even if in absolute terms they irectess
per capita. However, some common subsidies aressige even in the stronger relative sense: espliga
subsidies, often described as being implementethéobenefit of the poor, benefit the rich morentttze poor even
in relative terms because the rich spend a highareof income on gasoline than do the poor (Coady.e2@06).
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Fourth, universal schemes typically enjoy moretjmali support than targeted schemes and are
therefore more likely both to be successful ansuiwive. As Titmuss (1968, p. 134, quoted in
Jackson and Segal, 2003, p. 43) argued some dezgdés Britain, “services for poor people
have always tended to be poor quality servicesrhfacand Stewart (1993, p. 473) find that
“mostly, it seems that the switch [from generalamgeted subsidies] also leads to reduced real
value of the subsidy over time (as in Zambia, @mka). Less strong political support for the
targeted schemes probably accounts for this.” il&rka, for instance, a universal food subsidy
was replaced by targeted subsidies in 1979, agsiirmstg political resistance. Yet once the
change had been made, the government encounteddless resistance in reducing the value
of the targeted scheme. Similarly, Skocpol (199268) argues that in the US “the most
successful measures — Civil War pensions and ssetalrity — have been those that ensured
entitlements to broad categories of people.” Gdilmaw Pritchett (2002) formalize this
argument with a model of the government budget e/kie executive can choose a universal or
a targeted scheme, subject to majority voting. Tireythat in equilibrium the majority choose

to assign so little of the budget to a targete@sththan the poor are better off under a universal
scheme.

Fifth, conditional transfers are more open to gotian: providing an official with the right to
decide whether or not someone satisfies a setrafitons provides that official with leverage
with which to extract payment from citizens. Simmlijadiscretion in awarding benefits increases
the likelihood of clientelism, in which a beneftgiven not for pecuniary gain but in return for
political support.

The above does not imply that an unconditional ersial benefit like the RD will indeed be the
optimal benefit from the point of view of povertgduction. But it does indicate that other types

of benefits are not obviously more cost effectivéarms of poverty reduction.

Economic effects on households

Above we saw that unconditional benefits produes & a disincentive to work than conditional

benefits, as they do not have a substitution etfadhe opportunity cost of leisure. But the RD
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would still have an income effect: if you are richeonsumer theory predicts that you may
choose to spend more on leisure, which is to saynyay choose to work less. Could this be a

problem?

Three points should made about this argument., st behavioural response to an increase in
income signals an increase in welfare or well-beihgeople choose to work less then it is
because working less makes them better off. Ifaiyects to people choosing to work less, one
needs a good reason to discount their choice. Sedqgreople work less then it will have a
purelylevel effect, potentially reducing GDP by some propartibut not agrowth effect: there

is no reason to think that reduced labour supplyreduce the savings rate, investment,
technology adoption, or any other determinant ofagh. Third, consumer theory predicts that
the labour supply effect will be largest for thegiéh the lowest opportunity cost of leisure — that
is to say, the least productive members of the feock. The smaller the RD is relative to your
wage, the less likely it is to reduce your desirentk hours. Thus the effect on national product,

while negative, will be lower than the effect otedchours of labour supplied.

While there may be a negative impact on labour lsujyere are reasons to think that, at least for
the poor and the credit constrained, a rise innmeomay increase productivity. First, according
to standard static efficiency wages arguments, amsrivho are undernourished are less
productive. Second, the poor cannot make high higly reward investments for fear of falling
below subsistence. Third, credit constraints cgoiyrthat even low risk, high reward
investments such as schooling are impossible toptor because they cannot afford not to send
their children to work, rather than school. Sudljuanents are developed in the literature on the
relationship between growth and inequality, buidgfly it is the level of income of the poor and
the credit constraints they face, rather than inktyuper se, that lead to the inefficiencies (see

Ravallion, 2003 for discussion). The RD would chgaeduce these inefficiencies.

Empirically, there is only limited evidence. Skasdiand Maro (2006) find that Mexico’s

conditional cash transfer progrdPnogresa(now calledOportunidade} for which poor families

% Lindert (2004) makes the argument that the efféttigh unemployment on European GDP is very lowalse it
is typically the least productive who are unemptbye
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have to ensure their children attend school andemagiular visits to a clinic, has had no
significant impact on labour supply decisions. 8tag (2008) surveys cash transfer schemes in
developing countries and argues that “experienaash transfer schemes has shown that far
from breeding dependency and passivity, they fostegpendence and activity.” For instance,
US government relief operation in Ethiopia in 2@2&e cash grants to households, and found

that the grants

...presented a flexible assistance alternativedbatributed to the rehabilitation of
livelihoods. Cash grants also proved to be an itapbicomponent in promoting linkages
between relief and development, as a majority okkeiaries invested a portion of their
money in productive assets. In addition, the distion of cash allowed individuals and
communities to begin making a series of decisigivéng them the power to prioritize
needs for their families and presenting them witheative way to receive relief
assistance with dignity.

(USAID 2004)

The finding that households invested the granggaauctive assets accords with Collier and
Gunning’s (1999) finding that the private sectord® to save a large share of windfalls that are
due to price shocks. However, emergency relief@im shocks are both temporary windfalls
that, according to standard consumption theoryvamdd expect to be saved. They give reason
to be optimistic about the capacity of househatdsnhooth volatile incomes, but they do not tell
us what to expect as a response to a permaneaas&m income, such as that due to the

permanent component of the RD.

Unfortunately there is no clear evidence on theatfdf a permanent and unconditional benefit
on labour supply because very few such benefitst ¢tkiere appears to be no such research on
the Alaska Permanent Fund Dividend). However, dysti the South African social security

system, which provides old age pensions, child sttippnd other grants, addressed the above

theoretical questions and found that:
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(1) Social grants provide potential labour marlaatigipants with the resources and
economic security necessary to invest in high-nigki-reward job search.

(2) Living in a household receiving social grargsorrelated with a higher success rate
in finding employment.

(3) Workers in households receiving social granesteetter able to improve their
productivity and as a result earn higher wage esgs.

(Samson et al., 2004, p. 4)

In conclusion, one cannot predict the effect of @i on output with any confidence. Static
consumer theory predicts a decline in labour sygply efficiency wage arguments and
household investment models predict a rise in petdty. There is some empirical support for

the latter, but overall there is very little eviden

5. Conclusion

The intuitive idea that the patrimony of a courtigjongs to all citizens has been around for a
long time. In this paper | presented a specifisiar of this idea in which it is thentsdue to
natural resources to which all citizens have arakgaim, and in which this claim is satisfied by

a universal, unconditional cash transfer whichllecetheResource Dividendlhe policy faces
challenges in developing countries with low adnthaigve capacity and little infrastructure, but |
argued that these challenges would not be insujgeirabny but the very weakest states. | also
argued that the policy would be politically poputard would therefore have a reasonable chance
of being adopted, particularly in democracies. Windmoving resource revenues from
government budgets would not be in the interestisamfmbent governments, opposition parties
may decide that giving up direct control over reseuevenues may be a price worth paying to

achieve power.

The primary benefit of the Resource Dividend wadbdda dramatic reduction in poverty. | find
that if all countries adopted it, global povertytta World Bank’'s PPP$1-a-day poverty line

would be cut by half. In India and China, the costwith the most citizens and the most poor
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people, poverty would be respectively halved, dimdieated. While the impact of the Resource
Dividend would be dramatic, for most countries duldd comprise a redistributive policy more
modest, relative to GDP, than cash benefits cuyrgaid in the European Union, which also

play an important role in poverty reduction.

Unlike EU redistributive policies, however, the Resce Dividend depends on non-distortionary
taxation. | suggested that it may help to reduceupdion by removing resource revenues from
regular government budgets and by being a partigudasy policy to make transparent. Finally,
| argued that it would also provide incentives tiwgrnments and individuals to reduce
informality, and through this avenue may reduceitisétutional aspects of the resource curse.
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Table 1: Global poverty estimates

World Own estimates
Poverty at | Bank Current
PPP$1.25 | estimates | poverty RD, no taxes RD, with taxes
Population
in poverty 1,377 1,327 600 741
(millions)
Share in 25.2% 25.6% 11.6% 14.3%
poverty
% poverty ) - 54.8% 44.1%
reduction

Table 2: Poverty estimates, selected countries

Resource Dividend (monthly), | Poverty headcount PPP$1.25 a day (PPP$38 a month),

Rents share 2005 prices millions (%)

of GDP,
Country 2002-06 PPPS uss Current RD, no taxes RD, with taxes
Bangladesh 3.2 PPPS2.7 Uss1.1 70.4 (49.6%) 61.5 (43.4%) 65.7 (46.3%)
Brazil 4.6 PPPS28.1 Uss18.1 145 (7.8%) 0 (0.0%) 0 (0.0%)
China 5.2 rural: PPPS20.5T oo o | 2109 (16.2%) 107 (0.8%) 189 (1.4%)

urban: PPP$15°
) rural: PPPS10°
India 4.2 a USS2.6 455.4 (41.6%) 223.0 (20.4%) 266.6 (24.4%)
urban: PPP$6.6

rural: PPPS34.5°

Indonesia 11.4 . Us$12.4| 473 (21.5%) 0.1 (0.0%) 0.9 (0.4%)
urban: PPPS$24.5

Nigeria 50.9 PPPS$S49.4 USS$29.1 91.1 (64.4%) 0 (0.0%) 68.6 (48.5%)

Pakistan 4.8 PPPS$8.1 Uss2.9 35.2 (22.6%) 13.7 (8.8%) 18.2 (11.7%)

?Rural and urban PPP$ values for the RD differ beead price differences. Prices are generally
lower in rural areas, so the real value of a giwash RD is higher.
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Figure 1: Log incomedistributionsfor all developing countries
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Figure 2: Indialogincome distributions
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Figure 3: Chinalog incomedistributions
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Figure4: Nigerialog income distributions
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