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I. State of the Art

    It seems obvious that a country endowed with larger quantities of natural resources has an advantage and (other conditions being similar) has  to grow faster than resource poor countries. This is not exactly the case, however. Between 1960 and 1990 the per capita incomes of  resource poor countries grew two to three times faster than the per capita income of  resource abundant countries, and the gap in the growth rates appears to widen with time (Sachs and Warner (1999), Auty (2001)).  

   This surprising phenomenon became a subject of intensive researches, both empirical and theoretical ones. Several explanations have been suggested.

1. The Prebish-Singer  Hypothesis 

The first explanation, suggested by R. Prebish (1950) and H. Singer (1950), is known as Prebish - Singer hypothesis. They pointed to a tendency for primary goods prices to decline relatively to manufactured goods prices, and suggested that  the share of primary goods in GDP will diminish due to technical progress. Therefore countries relying on primary goods sector have to grow slower than  economies relying on manufacturing industries. Prebish and his followers ("structuralists") recommended that developing countries temporary close their economies to develop manufacturing  industries.

   There are two major objections  to Prebish-Singer (PS) hypothesis. First, a number of recent  studies  used modern econometrics technique  to demonstrated that PS- hypothesis holds not for all primary goods and not for all periods (Kelard, Wohar (2002)). Second, few attempts to follow Prebish advice were proved to be successful. 

 2. The Staple Trap Theory

   An earlier export base theory of resource-driven growth was suggested by Innis (1954), Baldwin (1956) and Hirshman (1977) (see also Auti , Kiiski (2001)). Innis “staple theory of economic development” argued that countries, in particular Canada, had grown and developed into an integrated economy through exports of primary products. Other scholars studied economic histories of a number of developed and developing countries and demonstrated that primary resource sector influenced positively or negatively  their economic growth dependently on its linkages with other sectors. These linkages are defined by technologies of the resource extraction. In some cases development of resource sector stimulates to the rise of industries that supply its inputs (backward linkage) and that process the staple products prior to export (forward linkage). Due to this and some other linkages an economy becomes diversified gradually. However, the diversification does not take place if the linkages are weak (when, for example, inputs are supplied from abroad).  In this case production concentrates in the resource sector that has little contact with the rest of the economy. The country falls into a staple trap.

     Historical studies of many resource abundant countries show that the Staple Trap Theory, being useful, has a limited explanatory power since it does not take into account the role of macroeconomic and political economy variables (Findlay, Lundahl (2001), Abidin (2001) Gylfason (2001)). 

3. Market Failure: the Dutch Disease Theory 

       Assume a resource boom, a sudden windfall gain. This may be associated with temporary increase in the price of oil or natural resource discoveries. Resource boom seems to open a window of opportunity for a developing country, a possibility to start a catching up process.

  However, market forces do not lead an economy in the right direction. The resource boom causes a currency appreciation, an increase in import and a rise in wages and in relative prices of non-tradables. Capital accumulation decreases. New opportunities divert capital from manufacturing and machine-building sectors.  If there are learning by doing effects or positive externalities from human capital accumulation in these sectors and not in the resource extraction sector, then resource boom may have negative effect on long run economic growth (Corden,  Neary (1982) ,    Krugman (1987), Matsuyama (1992), Auty  (2001, Ch. 7)).

  This phenomenon is known as Dutch Disease since it was clearly observed in the Netherlands in the 1960-80s, after the giant Groningen gas field was discovered in 1959. 

    The Dutch Disease Theory explains macroeconomic consequences of a resource boom. The root of explanation is a market failure. A question arises, however, if a government is able to correct it.  

4. Overshooting model
    Rodriguez  and Sachs (1999) argued that resource abundant economies tend to have higher, not lower levels of GDP per capita  with respect to resource poor countries. They introduce a factor of production which (like oil) expands slower that labor and capital into a Ramsey model and  show that the economy demonstrates overshooting effect. The economy surpasses its steady state level of income in finite time and then comes back to its steady state, displaying negative rate of growth. Using a dynamic computable general equilibrium model, authors show that Venezuelan negative growth path in 1972-1993 may be explained by their theory. 

     A shortcoming of the Rodriguez- Sachs approach: it does not explain why the steady state is not moving fast enough to catch up with developed economies. One can try to construct an endogenous growth model to take into account technical progress as well as institutions and to continue this line of research. 

5. Government Failure: rent seeking
  Another strand of the modern literature emphasizes political economy aspects of a resource boom. Revenues from resources increase so drastically that investments into rent seeking  to capture the resource control turn out to be much more profitable than investments into production. Lobbing, dishonest competition, corruption flourish hampering economic growth (Auty (1997),  Sachs and Warner (1999a,b), Bulte at al (2003)). This is why so many attempts to use resource sector profit for industrial policy projects were unsuccessful. Governments taxed primary resource producers and invested the money into new industries. However, the projects failed due to bad investment climate. Instead human capital deteriorated and inequality increased hampering economic growth (Leamer at al (1998)).

II. Goals of the Project and Methodology

   A general goal of the project is to outline some elements of catching up strategy for developing resource abundant economies and to extract some lessons for Russia. 

    We intend to compare different explanations of poor performance of resource abundant countries and try two additional hypotheses.

  (1) Not all resource rich countries failed. “Thirty years ago, Indonesia and Nigeria – both dependent on oil – had comparable per capita incomes. Today, Indonesia’s per capita income is four times that of Nigeria….A similar patter holds true in Sierra Leone and Botswana. Both are rich in diamonds. Yet Botswana averaged 8.7% annual economic growth over the past thirty years, while Sierra Leone plunged into civil strife.” ( Stiglitz (2004)). Norway, where large oil deposits were detected in seventies, was able to avoid Dutch Disease consequences (Gylfason (2001)). Moreover, Norway increased its PPP GDP per capita very significantly and leaved behind not only its neighbors but also USA.

  A natural hypothesis arises that poor performance of resource rich countries is a result of policy mistakes. What are these policy mistakes and what should be best policy, however? 

      There seem to be two extreme policy responses to a resource boom. In accordance with the first one, a country has to keep the real exchange rate of its currency low enough by accumulating assets abroad (foreign exchange reserves) and getting low but reliable interest income. This used to be the policy of Japan (over $800 billion of FOREX), and is now the policy of China (about $600 billion) and a number of other countries.  To an extent, this seems to be the current policy of the Russian government. We accumulated large foreign exchange reserves (about $140 billions) and Stabilization Fund (about $20 billions), although this accumulation was not enough to prevent the real appreciation of the ruble 

   The second type of policy implies the reallocation of the income flows to stimulate development of manufacturing and machine-building sectors.  

   The first policy is secure, but it seems to miss a window of opportunity. The second policy could give a chance to diversify national economy to be less dependent on the world oil and gas prices. This policy is risky since it requires good administration and good coordination of government and business efforts. 

    However, there is no necessity to implement one of these two extreme policies. Instead, mixed policies may be considered. One can try to find an optimal mixture of reserve accumulation and industrial policy redistribution. A compromise between inflation and overvaluation of domestic currency is a part of this problem. It would be also important to answer the following question: Is it reasonable to implement the first policy trying to improve institutions and only then switch to the second one? If this is the case, then a critical value of the institutional quality has to be found. 

 (2) It was detected that underperformance of resource rich economies is a recent phenomenon. At the end of the nineteenth century they grew fast so that their average per capita income was higher than that of the average resource poor countries in the early 1960s (Auty, 2001, p.5). Therefore a hypothesis arises that current underperformance is a result of globalization. By the way, Norway does not hurry to participate in the European integration processes. It would be very important to reveal which globalization channels are responsible for success or failures of resource abundant countries.

   Chang (2002) suggests that globalization may have negative impact on developing countries due to the following reason. When the West was industrializing it was protectionist; it did not protect intellectual property, the Western states were interventionist and regulated banking industry very tightly.  Now developing countries are required to decrease the role of the state in their economies, to liberalize trade and the movement of capital, to protect intellectual property rights and environment, to deregulate banking system, etc. If a developing economy follows these (strong) recommendations it loses instruments of catching up. To some extent this conclusion was supported by recent researches (Polterovich, Popov (2002, 2003)). 

   Therefore a related hypothesis arises: since resource abundant countries suffer from a market failure described above, the lack of the instruments has stronger negative impact on them than on resource poor economies. We intend to check this hypothesis using cross-country analysis as well as theoretical considerations. 

   Having in mind a synthetic nature of the project, we intend to make use of theoretical and empirical approach combining macroeconomics of endogenous growth (see Aghion, Howitt. (1998)), institutional theory, and econometrics models. An interesting direction of the econometrics work is cross-country analysis of different hypotheses and comparison of policy effects dependently on the technological level and the institutional environment. 

   We start our research seminar studying data and different models explaining performance of resource abundant countries as well as their experience. Then students will report their own findings.

III. Tentative topics for Master Theses

1) A curse of resource abundance: what are the causes?   

    Checking different hypotheses using econometrics

2) Resource abundance and institutions. 

   The influence of government quality, investment climate and democratization

3) Why does Norway gain? Good policy for a resource abundant economy

4)  A curse of resource abundance: inflation and real exchange rate overvaluation tradeoff

Comparing several options for managing trade shocks in a resource abundant country – (a) borrowing capital abroad, (b) accumulating foreign exchange reserves in the CB/ Stabilization Funds, (c) adjusting the real exchange rate

5) Resource Abundance and Globalization: the role of Openness, Trade Agreements and FDI

6) An optimal response  to resource boom: assets accumulation or activist policy

7) Trade policy for a resource abundant country

       Evolution of the share of trade in GDP in resource abundant countries

8) Is it reasonable to create Stabilization Funds?   

A study of various countries  experiences (Chile, Norway, Russia, etc.) to develop a theory. 
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