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Abstract: The objective of this article is to identify indicators that allow for assessing the
effectiveness of resource funds in the context of the resource curse occurrence in countries rich
in natural resources. At particular stages of the study, several research tasks were also carried
out, which made it possible to achieve the goal — the concept of the resource fund was
conceptualised, the types and functions of the fund were presented, the individual objectives of
creating funds were assigned to the symptoms of the resource curse, the concept of the resource
fund was referred to the sovereign wealth funds, and a system resource fund operates was also
introduces.
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1. Introduction

The development issues of countries rich in natural resources' are important and actual,
because many wealthy economies struggle with a resource curse’. The paradox of plenty is
a phenomenon of achieving worse results of economic development by countries specialising
in the extraction and export of natural resources compared to countries whose resources are
negligible, which commonly occurs (i.a. Auty, 2001; Sachs, and Warner, 2001; Neumayer,
2004; Bulte et al., 2005; Arezki, and van der Ploeg, 2007; Dymitrowska, 2015). In recent years,
due to the fall and volatility of prices of strategically important natural resources, such as oil

and natural gas, the problem is becoming more and more serious. The resource curse is not

In this study, a country rich in natural resources is treated unambiguously with the concept of a country
specialising in the extraction and export of natural resources and a country whose economy is based on the
extraction and export of natural resources. At the same time, it is assumed that a country rich in natural resources
is a country in which one of these conditions is met: the average annual revenues of the mining industry
(in % of GDP) exceed 25%, or 25% of the average annual exports are natural resources. More on this subject in:
Dymitrowska, 2015, p. 50.

2 Other common nomenclature in literature — paradox of plenty, curse of natural resources, curse of wealth.

Scientific Quarterly “Organization and Management”, 2020, Vol. 1, No. 49; DOI: 10.29119/1899-6116.2020.49.2 www.oamquarterly.polsl.pl



24 Y. Dymitrowska

a law, but a strong tendency seen in many, but not all, countries exporting natural resources.
Botswana, Chile, Indonesia, Malaysia, United Arab Emirates, Canada and Australia are
mentioned in literature as countries that managed to avoid the curse (e.g. Auty, 1993; Sarraf,
and Jiwanji, 2001; Acemoglu et al., 2001; Rasiah, and Shari, 2001; Fasano, 2002; Wright, and
Czelusta, 2002; Larsen, 2005; Stevens, 2003a, 2003b; Stijns, 2005; Dymitrowska, 2015).
Norway is the undisputed leader in the ranking of beneficiaries of abundance of natural
resources. Based on an analysis of the economic policies used in these countries, some tools
can be identified as important in counteracting the resource curse. One of the measures is the
active policy of the National Resources Fund (NRF).

Many forms of funds have been created in recent years, and some countries have benefited
significantly from their creation. An often-mentioned fund as an example of great success is the
Government Pension Fund Global of Norway (i.a. Mikesell, 1997; Usui, 1997; Fasano, 2000;
Frankel, 2010). At the same time, it should be noted that in many developing countries, natural
resource funds have poor efficiency (e.g. Davis et al., 2001). Therefore, scientists’ opinions on
the importance of natural resource funds for the economic development of countries rich in
natural resources are divided. Some researchers pay attention to the fact that the tasks carried
out by the fund can be effectively performed through active state fiscal policy (e.g. Davis et al.,
2001; Ossowski et al., 2008), and the resource fund, as one of the national stabilisation tools,
is characterised by weak efficiency. Others (e.g. Devlin, and Lewen, 2002; Shabsigh, and Ilahi,
2007; Bagattini, 2011; Asik, 2017) see a positive relation between the activity of the NRF and
counteracting the paradox of plenty. Still others question the possibility of using the tool
effectively in those poorest countries rich in natural resources (e.g. Dymitrowska, 2015).
There is also no unanimity as to the methodology for assessing the effectiveness of funds.
Due to the use of different assessment criteria and divergent interpretations of the concept of
the natural resource fund, the research results are ambiguous. In addition, it should be noted
that the funds created in individual exporters of natural resources differ in terms of their
functions, and the assumptions of the fund’s activities change over time. There is no generally
accepted rule regarding the method of creation and management of the NRF enabling its
effective functioning. Therefore, a significant research gap is visible in the field of issues related
to the national natural resource fund and assessment of the fund’s effectiveness in counteracting
the resource curse.

The main goal of this study is to distinguish indicators that allow for assessing the
effectiveness of natural resource funds in the context of the resource curse in countries rich in
natural resources. To achieve the goal, a number of research tasks have also been defined.
These include: conceptualisation of the concept of an NRF, an indication of the types and
functions of the fund, linking the individual tasks of the fund with signs of the resource curse,
referring the concept of the NRF to sovereign wealth funds and presenting a system resource

fund operates.
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The article consists of three parts, preceded by an introduction, and is summarised by main
conclusions. The initial part presents the essence of the natural resource fund in the context of
the paradox of plenty. Critical analysis of current scientific achievements has allowed the author
to organise issues related to the NRF. The concept of the fund was also conceptualised.
The motives for creating the fund and its types were described. Additionally, a general scheme
describing how the fund functions was proposed. The second part analyses various
methodologies and research results regarding the assessment of the effectiveness of an NRF in
countries rich in natural resources. The last part refers to individual functions of the resource
fund to the symptoms of the resource curse and presents the author’s list of indicators relevant
for assessing the effectiveness of natural resource funds in relation to individual functions and
the tasks performed by them.

The study is theoretical. To prepare the article, foreign literature in English was mostly
used. Materials provided by international organisations (including the World Bank,
International Monetary Fund, International Forum of Sovereign Wealth Funds, Natural
Resource Governance Institute, International Forum of Sovereign Wealth Funds) were also

used.

2. Essence of the National Resource Fund

One of the main reasons for the resource curse in countries rich in natural resources is the
volatility of commodity prices. In a situation where a country’s economy is heavily dependent
on revenues from their exports of natural resources, any sharp change in the price on the
international natural resources market causes a collapse on the domestic market. It is
noteworthy that the rapid increase in commodity prices also negatively affects the economic
situation of their exporting country, contributing to the emergence of a Dutch disease and
resource curse in the long run.

The first NRFs* were created to stabilise the situation in a country rich in natural resources
and to create a kind of buffer between changes on the global and domestic market. Therefore,
in literature on the subject (Asik, 2017; Sugawara, 2017), the term stabilisation fund is often
used to refer to the NRF. The stabilising function of the natural resource fund is implemented
by setting a price limit for exported resources. If the price exceeds a certain threshold, the excess

3 Dutch disease is a phenomenon involving the reduction of competitiveness, both in the country and abroad (and
ultimately bankruptcy), of domestic enterprises from sectors not related to the dynamically developing mining
industry, leading to a quasi-recession and dependence of the country’s economy on the production and export of
natural resources (Corden and Neary, 1982). This is one of the main endogenous macroeconomic causes of the
resource curse. A detailed mechanism of action of the Dutch disease and resource curse was presented, among
others, in (Dymitrowska, 2015).

* The first natural resource fund was established in 1953 in Kuwait (Sugawara, 2014).
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income is accumulated in the fund’s account. If the price falls below the threshold, the deficit
is financed from the fund. The optimal price of the resources is determined on the basis of
an analysis of the situation on the international market and an assessment of the state budget

demand (Stevens, 2003b) (Figure 1).
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Figure 1. Resource fund functioning system. Adapted from: own study.

Contemporary NRFs, however, do not have only a stabilising function. Over the years,
many different forms of natural resource funds have been created. Analysing the total of funds
created, two additional functions performed in the context of counteracting the resource curse
can be distinguished. The first is the sterilisation function, which is directly related to the
stabilising role of the NRF. The goal is to separate the national economy from the high surplus
of revenues resulting from an increase in natural resource prices during a so-called natural
resource boom. The funds accumulated in the fund are not invested in the domestic market but
in the foreign market. Part of the money is allocated to the purchase of short-term securities
(shares and bonds), whilst other funds are often invested in highly liquid assets. Part of the
natural resource revenues is invested in the country in accordance with the principle described
above regarding the case of the stabilisation fund. This manner of investing the accumulated

resource revenues allows the fund to perform a sterilisation and stabilisation function at the
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same time, as it guarantees the quick recovery of money in the event of a drop in the prices of
natural resources and for covering the deficit created (Figure 1).

In recent years, among countries rich in natural resources, there is a trend to create a new
form of the fund that has a development function (in other words, long-term saving or saving)
(BRSP, 2006, p. 27). The so-called growth fund can only be part of the resource fund or
constitute an independent state body. The development function consists in allocating part or
all of the revenues from the sale of resources accumulated in the fund for long-term investments
in diversified foreign assets so that both present and future generations can benefit from the
national wealth (Figure 1). In the case of the growth fund and other forms of NRFs, it is
recommended to spend the least amount of export revenues in the country. An extreme case is
the allocation of only profits generated as a result of the fund’s long-term investment activities
to finance domestic investments. A radical form of the growth fund was used, for example,
in Norway, where the Government Pension Fund Global is one of the most profitable and
effective funds in the world. The long-term savings function, however, requires the formation
of appropriate institutional, political and social conditions in the country. Social phenomena,
such as a rent seeking, for example, often occurring in countries rich in natural resources,
can be a significant obstacle to the fund’s successful operation. In addition, the use of the
Norwegian form of the fund in the poorest countries seems impossible. It is difficult to convince
the citizens of a country that is lacking, for example, drinking water and food to set aside money
earned on the sale of resources for future generations. Often, such countries are not prepared to
create a fund due to the lack of an appropriate institutional framework and unstable political
situation. However, it should be noted that the growth fund as an element of a policy of the
national resource fund may constitute a so-called “window of opportunity”, enabling
diversification of the economy. Over time, the country may change its position on the
international market from an exporter of natural resources to an exporter of financial capital.
Reducing the level of dependence of economic development on the resource industry is one of
the main tasks to counter the resource curse.

Table 1 presents examples of NRFs in accordance with their function/s.

From the information contained in Table 1, it follows that there is no one universal template
for a resource fund. The common feature of an NRF is, however, the fact that the owner and
entity managing the fund is the state, and the funds that are accumulated come from the sale of
natural resources. This is why it is appropriate to use the term resource fund, which is a multi-
faceted term that combines both the concept of a stabilisation fund (including a sterilisation
function) and a growth fund. The term national resource fund is also appropriate due to the state
form of the fund and the domestic nature of natural resources.
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Table 1.
Examples of NRFs by function
Function
Fund name Country | Founded stabilisation | sterilisation development
(saving)
Alberta Heritage Savings Trust Fund | 0@ | 1996 X
erta Heritage Savings Trust Fun Canada
Copper Pension Reserve Fund 2006 X
Stabilisation Economic and Social Chile
Fund (1985) Stabilisation Fund 2006 X X
Government Pension Fund Global Norway 1990 X
General Reserve Fund Kuwait 1953 X X
Future Generations Fund uwal 1976 X
. Timor-
Timor-Leste Petroleum Fund 2005 X X X
Leste
Alaska,
Alaska Permanent Fund USA 1976 X

Adapted from: own study based on “Our Members” by the International Forum of Sovereign Wealth
Funds. Copyright 2019 by IFSWF.

Thus, the resource fund (also the national resource fund, NRF) is a state entity aimed at
managing the revenues obtained from the export of natural resources so as to enable stable long-
term economic development of the country exporting resources.

In summary, a general functional NRF system is proposed, as illustrated in Figure 1.
The figure presents the mechanism of operation of the resource fund, taking into account all the
functions that it can perform. The scheme will have a different form for each specific case study
of a country rich in natural resources. However, the figure illustrates the general assumptions
for the functioning of an NRF and can be used as a reference for further research.

Given the multidimensionality of the concept of a resource fund, the so-called Sovereign
Wealth Fund (SWF) should be mentioned, whose activity in recent years has been the subject
of interest of many scientists in the fields of economics and political science, as well as
international organisations and wide public opinion. The Sovereign Wealth Fund is
a governmental investment (or savings) fund created to manage (invest) foreign assets so as to
make profits from the accumulated funds (Aizenman, and Glick, 2009; Sun, and Hesse, 2010;
Sugawara, 2014). Otherwise, the SWF can be defined as investment entities established for the
long-term investment of fixed budget surpluses, coming from the export of natural resources,
fiscal revenues, revenues from privatisation, foreign exchange operations and a positive balance
of payments in global financial assets (Wisniewski, 2011). The International Monetary Fund
distinguishes four types of SWFs: stabilisation funds, pension reserve funds, reserve investment
funds and savings funds (IMF, 2012). Literature on the subject also includes other SWF
divisions, for example into stabilisation and savings funds, investing foreign exchange,
development and retirement (Marchewka-Bartkowiak, 2009). Considering the source of funds
accumulated, it should be stated that the resource fund described above is a form of an SWF.
Depending on the tasks set before the fund, it may then perform the function or functions of

stabilisation, sterilisation or development (or savings). At the same time, it should be noted that
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NRFs play a key role in Sovereign Wealth Funds, and their impact on the global financial
market is significant (Urban, 2017). According to data from the Sovereign Wealth Fund
Institute, the total assets of all SWFs in the world are approx. USD 7.912 billion, of which over
half are NRFs (SWFI, 2019).

3. The issue of assessing the effectiveness of NRFs in literature

Due to the significant impact of SWFs, in particular resource funds, on global financial
markets and because of their growing importance in the global economy, Sovereign Wealth
Funds are the subject of interest of many scientists (e.g. Devlin, and Lewin, 2005; Aizenman,
and Glick, 2009; Marchewka-Bartkowiak, 2009; Sun, and Hesse, 2010; Bagattini, 2011;
Balding, 2012; Barma, 2012; Sugawara, 2014; Asik, 2017; Urban, 2017). Part of the research
was focused on analysing the effectiveness of NRFs in the category of counteracting the
resource curse (including Fasano, 2000; Devlin, and Titman, 2004; Devlin, and Lewin, 2005;
Shabsigh, and Ilahi, 2007; Ossowski et al., 2008; Barma et al., 2012; Sugawara, 2014;
Dymitrowska, 2015; Asik, 2017).

In most of the work devoted to NRF issues, the effectiveness of the fund’s stabilisation
function is primarily examined. The methodology adopted in individual studies is varied, which
affects the differences in the results presented. Some studies focused on case studies of
individual countries, while others used data from a number of resource-rich countries.
For example, Fasano (2000) analysed six rich regions (Norway, Chile, Venezuela, Kuwait,
Oman and Alaska (USA)), assessing the effectiveness of NRFs based on an analysis of the
effectiveness of the isolation of domestic expenditure from export revenues of natural
resources. It was found that the results differ depending on the specific case of the country,
the adopted principles of the fund’s operation and the quality of the NRF policy. The importance
of the resource fund as a means of stabilising government spending in the group of resource-
rich countries was also assessed in the work of Davis et al. (2001). The presented results are
not conclusive. While analysing the effectiveness of the stabilisation function of NRFs,
some researchers (e.g. Clemente et al., 2002; Merlevede et al., 2009) took into account, apart
from the manner of shaping government spending, the general stabilisation of the economic
situation in the country. Crain and Devlin (2002), analysing data on 71 countries in the years
1970-2000, took into account the level of government spending, as well as economic and
demographic results obtained in the studied economies. The positive impact of NRFs on
reducing the volatility of economic development, especially in countries specialising in oil
exports, was confirmed. Shabsigh and Ilahi (2007) also took into account changes in inflation
and the real exchange rate. The survey results confirm the negative impact of funds on the level

of the indicators analysed. In the work of Ossowski et al. (2008), three measures of fiscal results
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of the state were used: primary balance excluding results of the oil industry, increase in
government expenditure and ratio between changes in government expenditure and oil prices.
The results of the study are not conclusive. Attention was, however, paid to the importance of
institutional conditions (including stability of the political situation, level of corruption and rent
seeking) for effective operation of the NRF policy. It was found that the higher the quality of
institutions created in the country, the more stable the country’s economic situation.
The importance of the institutional framework under the issue of effective operation of
stabilisation funds was also highlighted in the study by Frankel, Vegh and Vuletin (2012).

Bagattini (2011) analysed 12 countries with functioning resource funds for the years
1992-2007 taking into account the indicator based on six variables: level and change in the
general budget balance, level and change in the budget balance without the participation of the
natural resource industry, change in non-resource revenues and change in public debt.
The presented results confirmed the effectiveness of NRFs as a means of counteracting the
instability of fiscal policy and the increase in the level of public debt. At work, as in the case of
Ossowski et al. (2008) and Frankel, Vegha and Vuletina (2012), attention was drawn to the
essence of political stability in the country and the quality of fund management, including
transparency and responsible operation of the NRF.

Sugawara (2014) set the main goal of his study to determine the importance of the
stabilisation fund in reducing the volatility of expenditure in countries rich in natural resources.
As a result of the analysis of 68 countries over a 25-year period, he found that the countries in
which the stabilisation fund was created are characterised by greater stability of government
spending. He also found that there was a negative relationship between the fund’s operation
and the lack of stability in total expenditure. In addition to assessing changes in government
expenditure and total expenditure, the study took into account the following categories:
the structure of the economy, economic management, the financial market and the political
institution.

Asik (2017) focused his attention on analysing the impact of funds on levelling the
instability of the economic situation in a resource-rich country and filling the counter-cyclical
nature of the state’s fiscal policy. After conducting the study, based on data from 29 countries
specialising in the export of crude oil for the years 1980-2012, he presented a conclusion
confirming the effectiveness of NRFs. The concept of efficiency referred to the degree of fiscal
countercyclicality, taking into account the goal of smoothing fiscal revenues and expenses by
creating a savings tool in the form of a resource fund. The following indicators were taken into
account: volatility of the level of real household consumption, real government expenditure,
as well as gross capital investment. An additional analysis was also carried out taking into
account the assessment of the premises for the creation of an NRF and the importance of the
institutional framework formed. An important proposal was also made to assess the nature of
changes in government spending. It was found that it is important to analyse whether the trend

of changes in spending is constant and does not depend on changes on the global natural
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resources market rather than assessing whether expenses are at a constant level, as economic
growth, often associated with increased state investment, is high in countries with significant
developmental demand. According to the author, it is important not to stop the increase in state
spending, but to maintain a stable trend of their changes.

When analysing literature on the subject of assessing the effectiveness of NRFs,
two documents developed in recent years should be mentioned. The first is the so-called
Santiago Principles. In 2009, due to the growing attention paid to SWF activities, a group of
23 leading global sovereign investors created the International Forum of Sovereign Wealth
Funds, a global non-profit organisation of sovereign wealth funds involved in cooperation and
strengthening SWF communities through dialogue, research and self-evaluation. During the
Summit in Chile in September 2008, the Forum, in cooperation with international institutions
such as the G20, the International Monetary Fund and the US Department of the Treasury,
distinguished 24 general principles and practices (Santiago Principles) that form the basis of
an effective SWF. The proposed rules are aimed at promoting good management, cost-
effectiveness, transparency and prudent investment practices of the fund. The Santiago
Principles are guidelines that should be followed by the management board of an SWF in order
to maintain a stable global financial system, proper risk control and a sound fund management
structure (IWG, 2008). The proposed document contains rules regarding the operation of
Sovereign Wealth Funds. However, due to the fact that a significant part of SWFs are resource
funds, it is justified to include the Santiago Principles in the overall assessment of NRF
effectiveness.

As part of the analysis of the measures of the effectiveness of resource funds, the Natural
Resource Charter presented by the Natural Resource Governance Institute (NRGI, 2019) should
also be mentioned. The Charter is a set of principles developed upon the initiative of the
International Monetary Fund and the World Bank by a group of independent practitioners and
academic staff for governments and societies of countries rich in natural resources.
The document provides guidance on how to best use the opportunities created by the extraction
of resources for economic development. The assumptions presented in the Natural Resources
Charter concern the general principles of conducting a state’s economic policy aimed at
counteracting the resource curse. As with the Santiago Principles, they can, however, be useful
in assessing the effectiveness of NRFs in countries rich in natural resources.

Analysing literature on the subject devoted to the issue of the effectiveness of resource funds
in counteracting the resource curse, it should be confirmed that the results presented are
inconclusive, the adopted methodological assumptions are not uniform, and NRFs are often
evaluated solely in terms of fulfilling the stabilising function. Most studies mention the paradox
of plenty, but superficially, focusing primarily on the volatility of commodity prices and the
increase in budget spending as the main reasons for its occurrence. The resource curse is,
however, a complex and multidimensional phenomenon. It is important to refer individual
functions of the resource fund to the main symptoms of the paradox and then to determine the
indicators for assessing the effectiveness of an NRF.
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4. Indicators of NRF performance evaluation

Literature on the subject (Dymitrowska, 2015, p. 74) identifies four main macroeconomic
reasons for the occurrence of the paradox of plenty, making up the so-called vicious circle of
the resource curse (Figure 2) - two endogenous: Dutch disease and the economy’s dependence
on the resource industry, and two exogenous: volatility of resource prices and long-term

deterioration of Terms of Trade (ToT).
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Figure 2. Vicious circle of the resource curse. Adapted from: “Klgtwa bogactwa a polityka gospodarcza
panstwa” by Y. Dymitrowska. Copyright 2015 SimplePublishing.

The determinants of the resource curse are closely related. Exogenous factors lead to
a paradox of plenty in the case of a significant dependence of a country’s economy on the
extraction and export of natural resources. At the same time, fluctuations in resource prices
contribute to the emergence of the Dutch disease, which results in the long-term dependence of
a country’s economy on the mining sector. The overall objective of the resource fund is to
provide long-term stable economic growth of a country which exports natural resources, which
is equivalent to counteracting the resource curse. Stabilisation funds, which perform
a stabilisation function and usually sterilisation as well, are primarily aimed at not making the
domestic economy dependent on unstable price changes on the global natural resource market.
The main task of stabilisation funds is therefore to directly influence two factors of the curse —
volatility of natural resource prices and the resulting Dutch disease (Figure 3). A similar
approach was presented in the study of Ossowski et al. (2008) and Bagattini (2011). Indirectly,
the fulfilment of these functions also leads to levelling the long-term deterioration of ToT and
to reducing the dependence of a country’s economy on the resource industry. However,
it should be noted that the last two determinants are not a direct task of the stabilisation fund,
the main role of which is to stabilise the economic situation in the country and immunise the
economy against so-called resource booms. Many funds established in those poorest countries
rich in natural resources primarily play a stabilising role. Therefore, as already mentioned,
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the fulfilment of the stabilisation task is most often analysed when examining the fund’s

effectiveness.
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Figure 3. Relating the NRF function to the determinants of the resource curse. Adapted from: own
study.

The growth fund, which mainly fulfils the development (savings) function of the NRF,
although operating in a different manner to the stabilisation fund, also aims to stabilise the long-
term economic development of the country, and thus it directly affects the instability of prices
of natural resources and Dutch disease (Figure 3). This means that the growth fund also acts as
a stabilisation fund. However, it should be noted that there is no inverse relationship. The funds
accumulated in the stabilisation fund are invested in short-term assets, which means that the
fund does not fulfil the function of long-term savings. Fulfilling the pro-development role of
the growth fund also allows for diversification of the economy in the long term by changing the
country’s position from an exporter of natural resources to an exporter of financial capital,
consequently reducing the dependence of economic development solely on the operations of
the mining industry. Therefore, the operation of the development function of the NRF on the
level of dependence of the economy on the natural resource industry should be defined as direct.

The long-term deterioration of ToT is both the cause and the result of the resource curse.
Therefore, the impact of an NRF policy on this factor in each of the functions considered is
indirect. The theory of long-term deterioration of ToT in the context of the resource curse is
largely related to the thesis of Prebisch/Singer (Prebisch, 1950; Singer, 1950), according to
which a country whose economy depends only on the production of natural resources and/or
basic goods, in the long run, is able to import fewer and fewer investment products, which slows
its long-term development. Due to the fact that in recent years there have been studies
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confirming the validity of Prebish/Singer’s thesis (e.g. Harvey et al., 2010; Rynarzewski, 2013),
it should be included in the analysis of the resource curse. However, due to the indirect nature
of the discussed factor, its importance in the context of analysing the effectiveness of an NRF
is negligible.

Depending on the function of a resource fund, the effectiveness of its operation should be
tested differently. At the same time, it should be remembered that the growth fund fulfils the
tasks of a stabilisation fund. A list of indicators enabling the assessment of a fund’s
effectiveness in the category of the resource curse depending on the functions and tasks

assigned to the fund is presented in Table 2.

Table 2.
List of indicators enabling the assessment of NRF effectiveness in the category of the resource
curse

INDICATORS TO ASSESS THE IMPLEMENTATION
OF THE TASKS

change in the level of government spending

comparing the change in the level of government

spending with the change in income from resource

exports and the change in prices of natural resources on

the global market

change in real non-resource GDP per capita

change in added value of non-resource sectors

FUNCTION MAIN TASKS

stabilisation of government

Stabilisation | SPe"ding

counteracting Dutch disease

isolating the economy from
Sterilisation | surplus revenues from fund structure (level of domestic and foreign investments)
export of natural resources

a increasing long-term public | change in the level of funds accumulated in the fund

% savings (value of the fund)

= - fund investment return rate

8 increasing long-term state | change in the level of long-term foreign investments

g Developmental | investment carried out by the fund

=) (savings) diversification of the number of enterprises in the fund’s portfolio, number of
(ﬁ economy in the form of host countries, position of the fund in rankings

& a change of role from an GDP structure

exporter of resources to an

exporter of financial capital structure of the state budget

change in real GDP per capita

change of the HDI coefficient level

stable long-term economic | level of dependence of the economy on the mining
development of the country | industry (average annual revenues of the mining industry
(in the context of the (in % of GDP), average annual exports of natural

resource curse) resources (in % of total exports), average annual revenues
of the mining industry (in % of total state budget income))
change in society’s income disparity (Gini coefficient)

Other indirect

transparent and responsible
operation of the fund

Adapted from: own study.

fulfilment of the Santiago Principles

The stabilising function of the natural resource fund assumes the stabilisation of revenues
from the export of natural resources, the stabilisation of expenditure in the country and
indirectly counteracting Dutch disease and enabling stable long-term economic development.

Considering the essence of the NRF, which is a state entity, as the main stabilisation task,
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it is necessary to specify the stabilisation of budget expenditure so that the budget can be made
independent of changes in the level of income from resource exports and from prices of natural
resources on the global market. An indicator enabling the assessment of the implementation of
the stabilisation task is the change in the level of government spending. It is reasonable to
simultaneously adopt the assumption presented by Asik (2017) about the importance of stability
of government spending, rather than maintaining its constant level. Developing countries are
characterised by rapid economic growth, often associated with increasing state investment.
Therefore, it is important that the fiscal policy of the state is stable and balanced and that the
trend in shaping government spending does not show any breakdowns occurring on the global
natural resource market. When analysing the effectiveness of the fund’s countercyclical
operation, it is important to compare the change in the level of government spending with the
change in income from resource exports and the change in prices of natural resources on the
global market.

Dutch disease is one of the main macroeconomic endogenous causes of the resource curse.
At the same time, it is the first alarming symptom resulting from the lack of stability in the
international commodity market. Therefore, in the context of the stabilisation function
performed by the fund, it is important to assess the occurrence of signs of the disease in the
country. Due to the fact that the phenomenon discussed relates to the takeover of the dominant
role on the domestic market by the mining industry and a decrease in competitiveness,
a reduction of activity level and often the bankruptcy of enterprises from other industries with
a simultaneous increase in real GDP in the country by universal indicators enabling assessment
of the appearance of the Dutch disease, there is a change in real non-resource GDP per capita
and a change in the added value of non-resource sectors. The above-mentioned indicators make
it possible to estimate whether domestic income is driven exclusively by the mining industry or
also by the development of other industries. At the same time, it should be noted that the
expected result is not necessarily an increase in the indices presented, but no sharp decline.
An analysis of non-resource GDP per capita and the change in the added value of non-resource
sectors allows for a preliminary assessment of the occurrence of Dutch disease”.

The NRF sterilisation function is directly related to the stabilisation task and consists in
increasing the resistance of the national economy to the consequences of natural resource
booms. Assessment of the sterilisation task can be done by analysing the fund structure.
The greater the share of foreign investment in NRF activities, the more the sterilisation function
is fulfilled.

When analysing the effectiveness of the growth fund, all the aforementioned indicators
should be taken into account. In addition, the fund is designed to increase long-term public

savings and increase long-term state investment. Assessment of the achievement of the set goals

3 In order to carry out more detailed research, a number of additional indicators can be used, presented for example
in the study (Dymitrowska, 2015, p. 75).
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can be made through a detailed analysis of the state and the international position of the fund
by estimating the value of the fund and the change in the level of accumulated funds over time,
the rate of return on the fund’s investments and the degree of long-term foreign investments
implemented. Enabling the diversification of the economy by changing the role of the country
on the international market from an exporter of natural resources to an exporter of financial
capital can be assessed by analysing the number of enterprises in the growth fund portfolio and
the number of host countries, as well as estimating the position of the NRF in the international
rankings of the largest SWFs in the world.

The policy of the national resource fund assumes a direct impact on the level of state
expenditure and the occurrence of Dutch disease and, in the case of the growth fund, also on
reducing the economy’s dependence on the mining industry. Due to the fact that the fund does
not actually play a strict role in the context of any further economic policy pursued by the state,
long-term economic development should be included in the additional indirect objectives of the
NRF. In the context of the resource curse when assessing the economic development of
countries specialising in the export of natural resources, apart from the indicators distinguished
in the analysis of Dutch disease, one should take into account the change in real GDP per capita,
the change in the HDI ratio, the level of dependence of the economy on the mining industry
(based on the average annual revenues of the mining industry (in % of GDP), the average annual
exports of natural resources (in % of total exports), the average annual revenues of the mining
industry (in % of total state budget income)) and any change in the society’s income disparity
(based on the Gini coefficient).

When analysing the effectiveness of NRFs in literature on the subject, the importance of
transparent and responsible operation of the fund is often emphasised. Therefore, when
assessing the fund’s effectiveness, it is important to evaluate its performance in this category.
The level of good management, transparency and prudent investment practices of the fund can

be determined by comparing the NRF operating standards with the Santiago Principles.

5. Conclusions

The natural resource fund is a tool of a state’s economic policy, consisting in the creation
of a state entity aimed at managing revenues from the export of natural resources in such a way
as to enable stable, long-term economic development of a country exporting resources. Due to
the state form of the fund and the national nature of natural resources, an appropriate name is
also the national resource fund. In the case of resource-rich countries, enabling sustainable
economic development is tantamount to counteracting the resource curse, consisting in slower
economic development in countries specialising in the export of natural resources compared to

countries whose resources are scarce.
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The main function performed by the NRF is a stabilising function, which is aimed at
separating the domestic economy from unstable changes taking place on the global natural
resource market. The stabilisation function also consists in creating a so-called buffer retaining
significant revenues from the export of natural resources before their massive inflow into the
country, leading to Dutch disease and the resource curse in the long run. The NRF sterilisation
function further strengthens the protective effect by investing accumulated funds on foreign
markets. The two NRF functions presented are closely related.

The most advanced form of the natural resource fund is the growth fund, which, apart from
stabilising and sterilising functions, also takes on the task of long-term savings. All funds
collected from the sale of natural resources are allocated for long-term investments on foreign
markets. The country uses only profits generated by the fund’s activities. The growth fund may
be part of the NRF, under which the funds are divided between the stabilisation and growth
fund or a separate state body. An extreme approach is to establish only a pro-development form
of the fund, as was done e.g. in Norway. In the poorest countries specialising in the extraction
and export of natural resources, this solution seems to have little effect, although the results of
the research are not clear. Due to the emergence of new funds from developing countries on the
international NRF market, e.g. the East Timor Oil Fund, the issue of the efficiency of the
operation of natural resource funds in the poorest countries should be subjected to detailed
analysis as part of future research. It should also be noted that the growth fund has a stabilising
function, but there is no inverse relationship. The creation of a long-term savings fund also
provides the opportunity to diversify the economy by changing the country’s role in the long
term from a natural resources exporter to a financial capital exporter.

National natural resource funds are a form of sovereign wealth funds, but they play a key
role within the SWF. The importance of NRFs on the global financial market is constantly
growing, so the problem of their effective operation is important both from the point of view of
the interest of natural resource exporters and the stability of the global economy. The results of
empirical research devoted to assessing the effectiveness of the functioning of funds are not
explicit. As part of the analyses, different research assumptions are adopted, and various
efficiency measures are used. The key goal of this study was to distinguish indicators that allow
for assessing the effectiveness of natural resource funds in the context of the resource curse in
countries rich in natural resource deposits. The indicators identified on the basis of a thorough
analysis of literature on the subject, depending on the functions and tasks assigned to the fund,
are presented in Table 2. The presented measures have practical significance. They can be used
in further research aimed at assessing the effectiveness of NRFs in both the group of countries
rich in natural resources and in individual case studies. An additional cognitive value of the
article is the system of natural resource funds presented in Figure 1, as well as the reference of

individual NRF functions to the determinants of the resource curse (Figure 3).
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