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The beauty of empirical research is that it often gives results that are totally different from popular perceptions and deep-rooted beliefs. This principle applies to the role of natural resources in the economic growth and development of a country. General perception holds that a resource-rich country will grow rapidly compared to a resource-poor country. We also widely share this perception and think that exploitation of minerals can tick economic growth in Pakistan. 

 

This leads us to ask: if the abundance of natural resources is a guarantee for economic development, why then do resource-rich countries like Nigeria, Zambia, Sierra Leone, Angola, Cameroon and Venezuela lag far behind resource-poor countries like Korea, Taiwan, Hong Kong and Singapore (the Asian Tigers)?

 

The empirics on the relationship between natural resources and economic growth confirm that resource-rich countries generally lag behind resource-poor countries in terms of economic growth and human development indicators. The first comprehensive empirical study in this regard was that of Professor Jeffrey Sachs of Columbia University and his colleagues who examined data from 97 countries for a period of over 19 years and concluded that countries rich in natural resources showed abnormally low growth rates between 1971 and 1989. What explains this difference in growth rates? 

 

Economists have come up with various explanations for the negative relationship between the abundance of natural resources and economic growth and other developmental outcomes. The story begins with structuralist economists like Prebisch and Singer who were of the view that any development strategy based on exports of primary commodities would suffer from at least three drawbacks. 

 

First, the trade gap between the exporters of primary goods (natural resources) and industrialised countries (exporters of value added goods) would widen due to decline in terms of trade. Second, the economies of the countries exporting primary goods would remain volatile due to huge variations in government revenues, foreign exchange, and supplies of foreign investment as the commodity exports are subject to sharp price fluctuations in the international market. 

 

Third, mineral extraction requires huge machinery and investment, so resource extraction will be done mainly by multinationals, which will repatriate the profits rather than investing it locally. In this way the resource exporters will be left with few resource enclaves having very limited backward and forward linkages.

 

Another explanation of the ‘resource curse’ or the ‘paradox of plenty’ is the tendency of natural resource booms to result in overvalued currencies, with implications for non-resource sectors of the economy. Due to overvaluation of exchange rate, exports of non-resource sectors get squeezed and lose competiveness in the global market. Misallocation of talent also occurs as the human resource shifts towards the resource sector during its boom rather than investing their energies and potential in the tradable sector. The resource booms also tend to raise interest rates and short-term capital flows, thus creating macroeconomic and financial volatility.

 

Besides economic explanations of the resource curse, ‘cognitive explanations’ have also been advanced. According to cognitive explanations for the resource curse, the resource wealth causes myopia among the public and private actors. The development economists of the 1950s and 1960s often suggested that resource rents induce a ‘myopic exuberance’ among the policymakers. For example, they suggested that the development path of sugar-exporting states was distorted by the sugar mentality that led to lax economic planning and insufficient diversification. Some scholars suggested that resource rents produce get-rich-quick mentality among businessmen and policymakers.

 

The third explanation for the resource curse comes from a political economy or societal perspective. According to this, the resource boom increases the power of non-state actors who favour growth-impeding policies. This argument is used to explain why the East Asian Tigers who had initially adopted import substituting industrialisation abandoned such policies later on to pursue export-push strategy of economic development. 

 

This was contrary to Latin American countries like Mexico, Colombia and Brazil which had adopted import substitution as development strategy but did not abandon the protectionist policies despite these having become counterproductive. 

 

The argument runs that the manufacturers (though inefficient) who enjoyed subsidies from the resource sector in the Latin American countries did not let their governments drop inward-looking policies. A variegated form of this explanation has been put forth by Professor Daron Acemoglu and Professor James Robinson.

 

According to their hypothesis, natural resources make things worse if a group of elites is willing to do inefficient things in order to cling to power. For example, resource rents will provide them ample opportunities to extend patronage and distribute dividends among the small group of elite rather than utilising such rents for the development and welfare of the people at large. Related to this is the idea that the presence of huge natural resource rents encourages would-be elites to contest power in order to take control of natural resource rents. A war of attrition and infighting thus ensues between various groups in the society as happened in some African countries rich in diamonds. 

 

The literature refers to such diamonds as ‘blood diamonds’, said to have played a large role in violence and civil war in countries like Sierra Leone. Kenneth Kaunda, the president of Zambia once said “We are in part to blame, but this is the curse of being born with a copper spoon in our mouths”. Juan Pablo Perez Alfonso, the founder of Opec expressed similar views when he said about oil “it is the devil’s excrement. We are drowning in the devil’s excrement”. The frustration of both these leaders with the abundance of natural resources shows how difficult it is to harness such resources for the development of a country. 

 

But the question is: are natural resources bad per se? If that is the case, then why have some of the resource-rich countries witnessed high levels of growth and successfully managed to exorcise the resource curse? For example, Norway lagged behind its Scandinavian neighbours in terms of per capita income but by the 1990s it forged ahead of Denmark and Sweden. What makes it distinct from other resource-rich countries? 

 

As shown by governance indicators, Norway had good institutions and better governance. Pick up any report and you will find that Norway is ahead of almost all the countries on governance indicators. Another example is that of Botswana where almost 40 percent of GDP comes from diamonds but Botswana had the highest growth rates in the world since 1965 – due to better institutions compared to its other African counterparts. 

 

The point, thus, is that resource-rich countries are not necessarily doomed to low growth as is evident from the experience of Norway (rich in oil), Botswana (rich in diamonds), Malaysia (rich in palm oil), and Chile (rich in copper). What explains the varying experiences of resource-rich countries? The three Norwegian economists Karl Moene, Halvor Mehlum, and Ragner Torvik in their paper ‘Institutions and the resource curse’ have suggested that there is only “conditional resource curse”.

 

The negative relation between the abundance of natural resources and economic growth holds only for countries with low institutional quality. In a country with strong institutions the relationship between natural resources and economic growth is positive. The implication is simple: if we, in Pakistan, really wish to utilise our mineral wealth for economic growth and development, what we need to do is improve our institutional quality. 
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