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Chapter 1 Oil and Economy

1.1 Natural Resource Wealth and Poor Economic De-
velopment

& Guidance to Reading

The resource curse literature focuses on the tendency of natural resource
abundant countries to suffer from low economic growth and disappointing devel-
opment outcomes. Dutch Disease theory further highlights the need to integrate
economic and political explanations into the analysis of resource export-
ers. Despite the common Dutch Disease experience, many critics have argued
that this ailment affects developed economies far more than it affects under — de-

veloped ones and that its effects vary greatly by country.

@ Text

The oldest branch of the resource curse literature focuses on the tendency
of natural resource abundant countries to suffer from low economic growth and
disappointing development outcomes. Latin American economists Hans Singer
and Raul Prebisch were two of the first scholars to address the issue. They ar-
gued that primary commodity exporters suffer declining terms of trade over the
long run. Prices for commodity exports on the world market will, they claimed,
fall relative to prices for manufactured goods, leaving commodity exporters
with balance of payment problems and slow economic growth. Evidence to sup-
port their claim has proven mixed, with some studies showing declines and oth-
ers showing steadier terms of trade. Cuddington and Wei, for instance, found
no support for the Prebisch — Singer hypothesis in a statistical analysis. Saps-
ford and Balasubramanyan, on the other hand, found evidence to support Prebi-
sch and Singer. Since the 1980s, however, terms of trade have declined world-
wide for primary commodities and greater consensus has arisen that, at least for
this time period, declining terms of trade have presented. a problem for many

countries. While declining terms of trade have not yet affected Equatorial
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Guinea’ s oil industry, the economy is becoming centered around oil produc-
tion to such a degree that future declines in the terms of trade would prove dev-
astating to the Equato — Guinean economy.

Economists have argued that natural resource wealth may have other nega-
tive affects on economies. Some have suspected that rapid fluctuations in com-
modity markets might make commodity — dependent economies especially prone
to boom and bust cycles and discourage private investment. In volatile mar-
kets, such as oil, this may prove especially problematic. We will have to wait
for the next fluctuation in oil prices, however, to see if this will affect Equato-
rial Guinea in any meaningful way, but every indication suggests that a dramat-
ic reduction in oil prices would devastate the country’ s economy, as ninety per-
cent of all exports come from oil. The very volatile nature of oil markets since
1971 suggests that future fluctuations are likely and that they may prove danger-
ous for Equatorial Guinea in the future unless the country’s leaders can adopt
effective policies to counter these effects.

Another aspect of resource — led development that has received scholarly
attention addresses the minimal linkages between the booming sector and the
rest of the economy. So far this problem has bedeviled Equatorial Guinea great-
ly. Since most of the inputs needed for the oil industry come from abroad, in-
digenous industry has not benefited from the boom, and even the service indus-
try relies mostly on imports. The oil industry in Equatorial Guinea remains, es-
sentially, an enclave with little impact on the rest of the economy. If enclave
economies properly invest their resource rents in other parts of the economy as
well as in infrastructure and human development, however, they can create
growth in other sectors or, improve the quality of health and education serv-
ices. Theoretically, Equatorial Guinea’ s enormous per — capita oil revenues
should make either of these options far easier than in countries with much lower
per — capita resource exports. Equatorial Guinea, however, like most oil pro-
ducers, has failed to act in this direction, leaving the lack of linkages between
the oil and non — oil sectors as a fundamental economic problem for the coun-
try.

The most well —known and best — studied variant of the resource curse lit-
erature, Dutch Disease theory, further highlights the need to integrate econom-

ic and political explanations into the analysis of resource exporters. The Dutch

S
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Disease gets its name from the effects of oil discoveries on the economy of the
Netherlands in the 1960s and 1970s. The newfound oil created an export boom,
but the domestic economy soon suffered from inflation and a decline in manu-
facturing exports that led to lower economic growth and rising unemploy-
ment. The oil boom of the 1970s and 1980s produced similar outcomes in coun-
tries as varied as Saudi Arabia, Nigeria, and Mexico. This seemingly paradoxi-
cal phenomenon occurs when the export boom leads to inflation and a conse-
quent appreciation of the real exchange rate. This makes domestic producers in
fields other than the commodity sector less competitive and, hence, less profi-
table. This decline in the strength of other sectors in the economy is the crux of
the Dutch Disease.

Corde and Neary have found ample support for the hypotheses of Dutch
Disease in their theoretical analyses. Other studies confirm the influence of Dutch
Disease on economic outcomes empirically. In a comprehensive statistical study,
Sachs and Warner examine ninety —seven countries over a nineteen — year period
and show that states with a high ratio of natural resource exports to GDP in
1971 had unusually slow growth rates between 1971 and 1989. They explain this
phenomenon largely through a Dutch Disease effect. Case studies also provide
ample support for Dutch Disease. Gelb, for instance, documents six cases of
Dutch Disease; Algeria, Ecuador, Indonesia, Nigeria, Trinidad and Tobago,
and Venezuela. One of his case studies shows how Nigeria suffered from an ex-
treme instance of the “Disease” in the 1980s. Spikes in oil prices in 1973 —
1974 and 1979 — 1980 led to a large oil windfall for the government, but this
windfall and its concomitant spending increases spurred inflation, an exchange
rate hike and, consequently, a ninety percent decline in the non — mining
sector. Gabon, Equatorial Guinea’ s neighbor in the Gulf of Guinea, has also
suffered from Dutch Disease. While the country has developed a prosperous oil
industry, other sectors of the economy, most notably agriculture, have crum-
bled while inequality and poverty persist. Economic growth has stagnated. The
rapidly approaching end to the country’ s oil reserves has prompted many to fear
almost total economic collapse in the near future unless new reserves are found.

Despite the common Dutch Disease experience, many critics have argued
that this ailment affects developed economies far more than it affects under —

developed ones and that its effects vary greatly by country. Benjamin et al. , for
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instance, show that in Cameroon Dutch Disease affected agriculture but not
manufacturing. Ross further argues that thoughtful policies can counteract most
Dutch Disease effects. In the words of Terry Karl, “The Dutch Disease is not
automatic. The extent to which it takes effect is largely the result of decision —
making in the public realm. ” Furthermore, as Chaudhry points out, the pur-
suit of substantively different sectoral and industrial strategies in different oil
producers “belies the uniform outcomes posited by the Dutch Disease”. Some
countries, including Iraq, Malaysia, Iran and Algeria, have “countered the
pressures against investment in tradeables by initiating industrialization pro-

grams”.

r] Words and Expressions

curse H5E,

abundant FEE, AW

claim Eik, 5K WS

manufacture il , A=

hypothesis fBcist, ik, B4, 55 hypotheses (pl. )

statistical gLty it

devastate BR e , E R

negative AR, THR R, A

suspect PREE, JH AR

prone i el B, A e {65 ] F

discourage FH B

counter fex, ity

minimal T/ N AR PR BE Y
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indigenous T A KW, A, KA
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paradoxical
occur
consequent
appreciation
hence

crux

ample
empirically
windfall
concomitant
hike
crumble
stagnate
ailment
thoughtful
counteract
extent
realm
pursuit
sectoral
belie

posit
tradeable
initiate

T/ Phrases and Expressions

center around

r] Proper Names

boom and bust cycles

ra] Language Focus

Chapter 1 Oil and Economy
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1. Prices for commodity exports on the world market will, they claimed,

fall relative to prices for manufactured goods, leaving commodity exporters with
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balance of payment problems and slow economic growth.

(B A AR, B 35 L o B 5% 69 4648 2T T %) A& S 69
HTET B RE o BRAT IMAFEFERAEZ G- F4HM,)

A /a]H they claimed y4di A& ; for commodity exports on the world mar-
ket 4 price )5 B E 15 ; i price, iHiE will fall;relative to. . . #E{TH.E, N
R ; BJE 9 leaving. . . s3] RETE A RARE , B 24,

2. Since the 1980s, however, terms of trade have declined worldwide for
primary commodities and greater consensus has arisen that, at least for this time
period, declining terms of trade have presented a problem for many countries.

(AHEFL KM, 20 280 FRAEL, L HKIEFHOTHEMHELZ/L
T, ESXRFAET EVAZXBEMAA, R HENHSHEHFSBARERT
AL, )

A9 terms of trade have declined. .. 5 declining terms of trade have
presented. . . AFF414],

3. Some have suspected that rapid fluctuations in commodity markets might
make commodity — dependent economies especially prone to boom and bust cy-
cles and discourage private investment.

(BFF LA EAMEE, B 5T 37 60 Heik ik 3) TREAR IR M B 2 69 2%
W% 5 M AERFFAY, MAFARAKT )

A ) He A 4t 44 o4  might make. . . and discourage. . . ; H # prone to sth. /
to do sth. 5y F+ee-er Feesess i1 .

4. The very volatile nature of oil markets since 1971 suggests that future
fluctuations are likely and that they may prove dangerous for Equatorial Guinea
in the future unless the country’s leaders can adopt effective policies to counter
these effects.

(AEFL BN FURBRTHORABLELA, BENBEAR
# R R THAY, M L EM TR R A6 AE LA BRER, b3k i% B o9 48
FAT ARRA 26 BR RS X B Hoh )

A)rp and FEFERPIA that AR EE TR WG] ;53 4 unless 5] 71 5
HARTE ]

5.... the pursuit of substantively different sectoral and industrial strategies
in different oil producers “belies the uniform outcomes posited by the Dutch
Disease”.

(BAFFLE L mAFRORRRRAGIHITE A Lk KB AR AT
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“EEmBEMMEILR,)
Af)H the pursuit 2y 315 ; 1§15 belies, = iE the uniform outcomes ; 73]
%1% posited by the Dutch Disease 4 J5 & & i& , {&1ffi the uniform outcomes,

] Reinforced Learning

I . Answer the following questions for a comprehension of the text.

1. What does the oldest branch of the resource curse literature emphasize?

2. What would prove devastating to the Equato — Guinean economy?

3. What does Dutch Disease theory stress?

4. What do Sachs and Warner’ examinations conclude?

5. Between the impact on developed economy and undeveloped economy
of Dutch disease, which one is greater?

II. Multiple choice : choose the correct one from the alternative answers

to give the exact meaning of the words.

1. The oldest branch of the resource curse literature focuses on the tendency
of natural resource abundant countries to suffer from low economic growth and
disappointing development outcomes.

A. scarce B. rich C. various D. exhaustive

2. Prices for commodity exports on the world market will, they claimed,
fall relative to prices for manufactured goods.

A. processed B. advertised = C. man — made D. produced

3. Some have suspected that rapid fluctuations in commodity markets might
make commodity —dependent economies especially prone to boom and bust cy-
cles and discourage private investment.

A. delay B. speculate on C. stimulate D. prevent

4. The country’ s leaders can adopt effective policies to counter these

effects.
A. achieve B. enhance
C. ruin D. lessen or counteract

5. So far this problem has bedeviled Equatorial Guinea greatly.
A. puzzled B. relieved C. arisen D. worsened
6. Equatorial Guinea’ s enormous per — capita oil revenues should make

either of these options far easier than in countries with much lower per — capita

— 7 —
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resource exports.

A. national B. regional C. large D. rich

7. Corde and Neary have found ample support for the hypotheses of Dutch
Disease in their theoretical analyses.

A. sufficient B. insufficient C. enthusiastic D. consistent

8. Economic growth has stagnated.

A. decreased B. been staggering

C. stood D. been feeble

9. Ross further argues that thoughtful policies can counteract most Dutch
Disease effects.

A. positive B. considerate C. negative D. persistent

10. Some countries have countered the pressures against investment in
tradeables by initiating industrialization programs.

A. imitating B. coordinating C. undertaking D. starting up

Ill. Multiple choice ; read the four suggested translations and choose the
best answer.

1. Economists have argued that natural resource wealth may have other
negative affects on economies.

A ERHH B FEK C. {Htkty - D. Bk

2. The domestic economy soon suffered from inflation and a decline in
manufacturing exports that led to lower economic growth and rising unemploy-
ment.

A EAY B. i & C. WA D. @ HTRZhK

3. This seemingly paradoxical phenomenon occurs when the export boom
leads to inflation and a consequent appreciation of the real exchange rate.

A. EZEH) B. Bz &

C. WP D. [al#&[)

4. This ailment affects developed economies far more than it affects under —
developed ones.

A. B. R C. 4% D. fiifi

5. The extent to which is takes effect is largely the result of decision — mak-
ing in the public realm.

A F:ik B. ik C. T# D. 4k,
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IV. Put the following sentences into Chinese,.

1. They argued that primary commodity exporters suffer declining terms of
trade over the long run.

2. The newfound oil created an export boom, but the domestic economy
soon suffered from inflation and a decline in manufacturing exports that led to
lower economic growth and rising unemployment.

3. Some have suspected that rapid fluctuations in commodity markets might
make commodity — dependent economies especially prone to boom and bust cy-
cles and discourage private investment.

4. Since most of the inputs needed for the oil industry come from abroad,
indigenous industry has not benefited from the boom, and even the service in-
dustry relies mostly on imports.

5. Despite the common Dutch Disease experience, many critics have ar-
gued that this ailment affects developed economies far more than it affects

under —developed ones and that its effects vary greatly by country.
V. Put the following paragraphs into Chinese.

1. In economics, the Dutch disease is a concept that explains the apparent
relationship between the increase in exploitation of natural resources and a de-
cline in the manufacturing sector. The mechanism is that an increase in revenues
from natural resources (or inflows of foreign aid) will make a given nation’ s
currency stronger compared to that of other nations in an exchange rate, resul-
ting in the nation’ s other exports becoming more expensive for other countries
to buy, making the manufacturing sector less competitive. While it most often
refers to natural resource discovery, it can also refer to “any development that
results in a large inflow of foreign currency, including a sharp surge ({#%) in
natural resource prices, foreign assistance, and foreign direct investment”.

2. It is rather difficult to definitively say that a country has Dutch Disease
because it is difficult to prove the relationship between an increase in natural re-
source revenues, the real — exchange rate, and a decline in the lagging (i /5
[]) sector. There are a number of different things that could be causing this ap-
preciation ( ¥4{f ) of the real exchange rate.



