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Abstract

Many low-income countries are commodity-dependenintries, and a key question is the
impact of the crisis on countries that exhibit thgecific market structure. These countries
are indeed the most vulnerable to price volatdityl fluctuations of global demand for their
exports. This volatility is an intrinsic feature @bmmodities, which during the last
commodity boom (2003-08) has been amplified by itt@easing linkages between the
commodities and the financial markets. This vatgtivas expressed in a particularly acute
way in the second-half of 2008, and commaodity-dele@n countries are now fully exposed
to a global recession. For many studies linkedhéoseminal theories of the secular decline
of commodity prices (Raul Prebisch, Hans Singefredll Maizels), this volatility explains
the lower growth of the poorest countries. Thesegsses may be analysed via the concept
of the poverty trap, which is defined through noicuch as feedback processes, increasing
returns, spillovers, multiple equilibria, irrevesgity and threshold effects. The latter make
it difficult for low-income countries to reach thepping point’ above which they can
trigger long-run growth, and prevent industrialisat which is yet the privileged way for
getting out of poverty. Poverty traps reinforcentiselves through endogenous processes
that involve low productivity, low value-added ati@ export of products — commodities —
which, due to technological progress, represemicaedising share of unit of GDP. However,
other studies analyse price fluctuations via theaceptual framework of growth
accelerations-decelerations, decelerations notimpgothe existence of ‘traps’. Moreover,
other studies consider that demand for commoditiad, therefore prices, follows cycles,
which can be investigated without the poverty tthpsis. Against these arguments, the
paper underscores the theoretical features of dheept of the poverty trap, and, with a
focus on Sub-Saharan African countries, confirme ftielevance of its conceptual
framework.



1. Introduction?

The impact on low-income countries of the 2008 rimal crisis, which has

progressively become systemic, is the subject oinareasing body of literature.
Many low-income countries are commodity-exporteasid many commodity-

exporters can be viewed as commodity-dependentticesina key issue is therefore
the impact of the crisis on countries that exHhiti specific market structure.

These countries — their fiscal balance and theicroeconomic management - are
indeed the most vulnerable to price volatility dhottuations of global demand for
their exports, whether they export fuels, mineralagricultural products. This
volatility is an intrinsic feature of commoditieshich during the last commodity
boom (2003-08) has been amplified by the increadingages between the
commodities and the financial markets, with comriesiincreasingly traded as
financial assets. This volatility was expressed articularly acute way at the onset
of the crisis in the second-half of 2008, and cormityedependent countries are now
fully exposed to a global recession. For many stitinked to the seminal theories
of the secular decline of commodity prices - whiatre supported by the CEPAL
and later by UNCTAD (Raul Prebisch, Hans Singefredl Maizels) - this volatility
ensnares low-income countries and explains theietgrowth.

These processes may be analysed via the concép @overty trap. This concept
may be defined through notions from different tle#ical origins, e.g., feedback
processes, increasing returns, spillovers, multipdgiilibria, irreversibility and
threshold effects. These make it difficult for lamecome countries to reach the
‘tipping point’ above which they can trigger longar growth, and prevent
industrialisation, viewed as the privileged way fpetting out of poverty, since
industrial products are less subject to volatilRPpverty traps reinforce themselves
through endogenous processes that involve low ptodity, low value-added and
the export of products — commodities — which, agaised by the World Bank
(2009a), due to technological progress, represdeteeasing share of unit of GDP.

However, while they acknowledge that in commodigpendent low-income
countries, growth closely follows the fluctuatiosfscommodity prices, other studies
analyse these fluctuations via the conceptual freone of growth accelerations-
decelerations, and do not interpret growth decttara or collapses as proofs of the
existence of ‘traps’: hence they do not view comityedependent countries as
caught in poverty traps.

Moreover, other studies consider that industrialntoes, including emerging ones,
need certain commodities as inputs for their indest(or industrialisation), which
implies a demand for these commaodities: the faat this demand, and therefore

! The author is very grateful to Machiko Nissankeve#i as Raymond Toye for their highly relevant
comments, although the usual caveat applies.



prices, follows cycles (linked, e.g. to importinguntries’ income and product
cycles), which are complicated by transmissiona$f@across products and markets
(including financial markets) can be investigatathaut the poverty trap thesis.

The paper is thus a theoretical analysis of thennfeatures of the concept of the
poverty trap. With a focus on low-income commodigpendent Sub-Saharan
African (SSA) countries, it shows that their cutr&@onomic situation and past
growth trajectories confirm the relevance of thacaptual framework of poverty

traps. The 2008-09 crisis, another period of comtydobom followed by a slump -

and the most severe recession in 50 years -, maietved as an additional example
of the processes that are subsumed in the contép trap’.

The paper is structured as follows. Firstly, itgenets the main theoretical features of
the concept of poverty traps. Secondly, it highgtithat market structures

characterised by commodity dependence and pricilyl have long been viewed

as key factors of poverty traps in developing caast which have been reinforced
by the deepening of the linkages between commaudityfinancial markets over the

2003-08 period. Thirdly, it examines the theordticatiques regarding the very

existence of poverty traps, which propose compegxmanations of poor countries’

growth profiles. Fourthly, against these critiquéseveals the explanatory power of
the concept of poverty traps; it argues that comtyatependent countries’ growth

trajectories exhibit all definitional features ofaps: lock-in processes, low

equilibria, diverging paths relatively to other gps of countries, and threshold
effects. Finally, the paper shows that the assessofecausalities does not mean
determinism and involves complex causal factorBeiofactors combine with the

relationship between a market structure - such amsnwdity-dependence - and

growth, which counter or reinforce the formationtodps, in particular domestic

institutions.

2. The concept and properties of poverty traps: mai theoretical
issues

The concept of the poverty trap is an outcome efdiossing of different theoretical
currents and is related to several other concemtsong others, irreversibility,

cumulative causation, feedback processes, locleucds, multiple equilibria (high

and low), threshold effects, non-linearity and rmamvexity, and increasing returns
(Sindzingre, 2007a).

The concepts of multiple equilibria or ‘traps’ haveen explored by Arthur (1989,
1994a), taking stock of that of increasing ret(nugman, 1998). Arthur modelled
a series of concepts now commonly used in econgmigsthe concepts of positive
feedbacks, path dependence, “lock-in by historsrabll events”, self-reinforcing
mechanisms, cumulative causation, multiple equdibwvith some equilibria able to
lock in economies or individuals in inefficient @our and low levels of income.



As underscored by Kenneth Arrow in his preface tohé (1994a), others had
emphasised the importance of increasing returnsconomic growth, e.g., Allyn
Young in the 1930s and Nicholas Kaldor in the 19308 Arthur, however, who
highlighted the dynamic nature of increasing redurand positive feedback
processes, as well as their stochastic character,the existence of random
deviations from long-run tendencies: this propengans the possibility of multiple
long-run states depending on initial conditions aaddom fluctuations, and of
‘specialised’ outcomes (e.g. in geographical termdg)the individual level, this
implies that learning, experience and the percaptb success may lead to the
reinforcement of some processes, such as the tisgiem of some information at
the expense of others: such processes lock indilsdin inefficient behaviour.
Another implication is that even with suitable iait conditions, the same
mechanisms can lead to either optimal or inefficeguilibria.

The notions of lock-in (e.g. by technological clesig and positive feedback were
used by Paul David for the elaboration of the cphad path dependence (David,
1985). Acknowledging his debt towards Arthur, Dawv@d000) defines path
dependence as phenomena that have the dynamicrigragfenon-ergodicity in
stochastic processes (i.e. not having the “abéditgntually to shake free from the
influence of their past states”), and which, beytra observation of market failures
and inefficiencies, imply the existence of “winnargl losers”.

Again referring to Arthur (1989), David (2000, f)ldefines the ‘lock-in’ as the
“entry of a system into a trapping region” - thesipaof attraction that surrounds a
locally (or globally) stable and self-sustaininguiitprium. A dynamic system that
enters into such regions needs, in order to edtapeit, external forces that alter its
structure - this notion has been used in early ldpweent economics for justifying
state intervention. Locked-in equilibria may beioatl or detrimental: for David,
the key point is that whatever the equilibrium, iuduals are happy doing
something, “even though they would be happier deiogpething else if everybody
would also do that other thing too”, because incletepinformation prevent them
from coordinating and moving elsewhere collectivedternatives paths are
possible, however, and David emphasises that pagierdlence does not mean
determinism.

Traps as a central concept in theories of economgrowth

The concept of poverty trap is related to that @fith convergence’ (Azariadis,

2006). The latter ensued from disagreements vis-&cenventional hypotheses
assuming absolute growth convergence across cesrmriregions to similar steady-
state income levels and that, if variations in meogrowth occurred, this was due to
different initial conditions, e.g., different incanevels.

The concept of club convergence was elaborateddyth theories in the 1990s. It
stemmed from the observation that since the 198tlg, East and South East Asian
countries caught up with industrialised countriasd that a group of developing
countries — the less developed countries - areatching up with the richest ones:
i.e., the world distribution of per capita inconfeows a ‘twin peak’ shape (Quah,



1996). This shape expresses a polarisation of groates, which seem to converge
but form different groups or clubs of countries elub convergence’. Among
different explanations, the increase in the rolepbysical capital investment and
population growth in output growth has appearedb&o a key factor of the
‘hollowing out’ of world income distribution (Beawd et al, 2002 on the period
1960-98).

The concept of ‘club convergence’ and of this gektron supports that of traps: it
gives a role to history (i.e., past events may Hakge and lasting effects); it implies
non-linear processes and lock-in constraints orgtbe/th of certain countries that

exhibit specific features. Different patterns obgth and convergence clubs have
been highlighted in the literature on global inddyae.g., patterns comparable to
‘hills’, ‘plateaux’, and so on (Pritchett, 1997; @0 — supported by cross-country
econometric exercises highlighting multiple equillthat would explain the income

gap between rich and poor nations, in particularekistence of a low equilibrium

(Graham and Temple, 2006).

Poverty traps as major causes of underdevelopment

The first development theorists at the time of WWIé.g., Gunnar Myrdal, Albert

Hirschman, Paul Rosenstein-Rodan (1943) — wanteatitivess the question as to
why some economies seemed unable to trigger th@ous process of catching-up.
They elaborated the concepts of spillover effelitkages and complementarities,
which have a great explanatory power for the urtdeding of economic stagnation.
These concepts display much overlap with thoseuaiutative causation and path
dependency (Toner, 1999).

Rosenstein-Rodan has defined spillovers as inergaseturns to an activity
proportional to the number of others who undertdke same activity. Their
absence, as well as coordination failures, expldives possibility of multiple
equilibria and the formation of underdevelopmeap$: low equilibria, coordination
failures and poverty traps are endogenous andreiefiorcing. The existence of
coordination failures implies that markets alonerza achieve the coordination that
is necessary for triggering the process of devegnfAdelman, 2000; 2001), and
that they do not necessarily lead from the lowesiilgrium to the best one (Hoff,
2000, revisiting Rosenstein-Rodan). This was tiséfjoation of the role of the state
at the early stages of development, as the entitst mble to reallocate factors and
resources across markets, as well as importantypohanges or financing — ‘big
push’ policies (Murphet al., 1989).

As shown by Barrett and Swallow (2006), in theimeoents of the figures below, in
contrast with standard growth models assuming g@lesidynamic equilibrium, and
hence convergence of growth paths toward a singkel lof welfare, multiple

dynamic equilibria gives the growth function a $ysb, with stable dynamic
equilibria at high and low levels of welfare (Whdaw/l), and implies at least one
unstable dynamic equilibrium, a critical thresh@idc). Only a large positive shock
may make economies or households able to escapasireof attraction of the low-
level equilibrium and move toward a higher equilibm.



Figure 1: Welfare dynamics under the convergence Ippthesis.
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Figure 2: Welfare dynamics under the poverty trapshypothesis.
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Modern views of coordination failures (e.g., Stiglil997) give similarly a role to
the state, but for different motives, e.g. as thete being better able to provide
macroeconomic stability, a credible legal structamed secure property rights.



Environments of imperfect information and incomeletarkets, which characterise
low levels of development, foster coordination ded#ls, especially regarding
investment, and the state has therefore an impgaénas a coordinator.

State capacity, however, is endogenous to the le¥ebconomic development
(Bardhan and Udry, 1999): poverty or underdevelagnieps are thus likely at
early stages of development, their determinantsxgoeiumerous— economic,
political, institutional. Political economy may dabute to the inefficiency of
policies: in many developing countries the impletagon of reforms during
decades (e.qg., liberalisation reforms) has beeblana tip countries out of the trap,
due to the bad reputation of governments and thetiost in their commitments,
both at the domestic level — signalled by high @glight — and the international
level — signalled by low levels of FDI and perceps of high-risk, as in SSA
(Rodrik, 1995).

3. A key determinant of poverty traps in low-incomecountries:
commodity dependence

The vulnerability of commodity-dependent low-incomecountries: price decline
and volatility

Commodity-dependence in poor countries

Most low-income developing countries are charasgeliby their dependence on
commodities for their exports and their lack of mmmic diversification, particularly
in SSA, where, for example, since the mid-2000¢sfoepresent more than half of
exports (IMF, 2007, table 4.1).

Table 1: Commodity dependence by geographical regip 1995-1998; 2003
2006(nb. countries where exports of commodities = ntba& 50% of total exports)

Total pimary Three or less
commodities® commaodities One commodity
1995-  2003- 1995~  2003- 1995—-  2003-
1998 2006 1998 2006 1998 2006
Developing and transition economies 118 13 a2 84 47 50
Developing economies 108 103 78 78 45 46
Africa 46 45 37 3 21 23
Latin America 30 27 15 17 6 7
Easl and South Asia 7 a8 4 6 1 2
West Asia 9 9 9 9 8 6
Oceania 16 14 13 12 9 8
Transition economies 10 10 1 1 2 4
Memo items:
Least developed countries 38 38 &1 3 19 20
Heavily indebted poor countries 38 36 30 28 15 15

Source: UNCTAD secretariat calculafions, based on UNCTAD Handbook of Stalistics database.
a Primary commeodities: SITC Rev. 2: 1 to 4 plus 68, 667 and 971.

Source: UNCTAD (2008b), table 2.4.



The decline in commodity prices

As is well-known, the correlation between econorsiagnation and commodity
dependence has been first highlighted by Raul Behband Hans Singer in the
1950s, who demonstrated the secular decline indv@dl prices of commodities
and the deterioration in the terms of trade for eli@ying countries vis-a-vis
industrialised countries — the deterioration in tiens of trade of commodities vis-
a-vis manufactures. They viewed this as a proghefnecessity of industrialisation,
as increasing productivity and technical progress major factors of growth
(Prebisch, 1959).

This negative relationship between growth and mekaon primary products is even
found within developed countries, e.g., acrossamrgiwithin the United States
(Papyrakis and Gerlagh, 2007).

This decline in commodity prices is acknowledged thg IMF (2009a, WEO,
April), which underscores that over the long-runi¢gs for many commodities have
declined relative to those of manufactures andisesv(Pfaffenzelleet al, 2007).
Grilli and Yang (1988), however, have questioned ttend, arguing that the
observed pattern of commodity prices may be expthiby periodic structural
breaks.

The IMF (2009a, April) agrees with the views thia¢ tsecular decline stems from
productivity gains in the commodity-extracting sest and the fact that many
commodities’ share in total consumption declinesnasme increases: it mentions,
however, that rates of decline vary across comnexditdepending on available
reserves in the case of non-renewable resourcelystny structure, demand
characteristics, and so on). The IMF views oil ase&ception in this decline, due,
e.g., to its oligopolistic supply structure and demcentration of reserves.

The key problem: price volatility

Beyond the long-term decline in the terms of tramfe commodity-exporting
countries, another key characteristic of commoslitienducing commodity-
dependent countries to be caught in poverty treppsommodity price volatility.
Commodity dependence has a negative impact on gremtl lock countries into
low equilibria, not only because of the declinegpnices, which remains a matter of
debate, but because of price volatility, due totthesmission of world prices shocks
and volatility to producing countries (Baffes andr@ner, 2003).

This volatility prevents diversification, risk-pang) and long term growth strategies
and has a devastating impact on the macroeconoraitagement of countries:
indeed, it is very difficult to maintain any fisdahlance and a credible state capacity
with highly volatile and unpredictable revenuescwuntries where revenue from
commodities may represent more than % of totalmeee



Figure 3: Commodity revenues to total revenue, 200@atio, in percent of total
revenue)
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This volatility has been demonstrated on an histdrscale, e.g. by Cashin and
McDermott (2002) usinghe Economist’'scomposite commodity price index over
1862-1999: moreover, they reveal a “ratcheting-up”the variability of price
movements, an increasing amplitude of price moveasnienthe early 1900s, and a
frequency of large price movements increased dfter collapse of the Bretton
Woods regime of fixed exchange rates in the ea®§0%. A key point for Cashin
and McDermott is that the downward trend in reahowdity prices is “completely
dominated by the variability of prices”.

This volatility has been confirmed by the 2008-0O%sis and the collapse of
commodity prices in the second half of 2008 endhmyboom that started in early
2002. The IMF (Helblinget al, 2009), however, emphasises that despite the
integration of commodity markets, demand and supplyaracteristics of
commodities differ, with commodity price fluctuati® dominated by the prices of a
few commodities: the 2002-08 price boom was thusmaergy and metals price
boom, prices having tripled between mid-2002 and-2ti08. Metals prices follow
demand fluctuations according to the global indaktrycle, but major price gains
were also recorded for other commodities.

The second half of 2008 witnessed a sharp dropigep of most commodities -
energy prices declined by about 70%, metals priigesnore than 50%, and even
food prices, which fluctuate less with global cgali conditions, by about 30%.
Despite a recovery, the 2009 prices remain bel@\ptaks of 2008.
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Figure 4: Historically, commodity prices have beervolatile and subject to large
swings(real commaodity prices, constant U.S. dollars, F19D)
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The negative impact of terms of trade volatilitydashocks on growth is confirmed
by many studies, e.g., for SSA, Kose and Reizm888), who show that shocks,
i.e. fluctuations in the prices of exported primapmmodities, have been costly to
growth and caused a significant decrease in agtgeigaestment. The more a
country is dependent on commodities for its expibwt, more relative prices of the
economy (between tradable and non-tradable) magnbewolatile (Hausmann and
Rigobon, 2002).

This is confirmed in a historical perspective bytBhanet al (2004). They assess
the negative consequences of the exporting of caiitres, because they have been
more volatile than other products, and countriethwnore volatile prices have
grown slowly relative both to the industrialiseduatries and to other primary
product exporters. On a panel of 35 countries (o&s not include SSA countries,
however) over the period 1870-1939, they show tiatexogenous price volatility
of each primary product generated internal instgbireduced investment and
diminished economic growth. Volatility was much mamportant for accumulation
and growth than was secular change - a channehigfniegative impact is that
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foreign capital inflows declined steeply where cooality prices were volatile. They
also find an asymmetry between industrialised agwklbping countries (the ‘core’

and ‘periphery’), as changes in volatility had gn#icant negative influence on

income growth in developing countries, but not mdustrial countries — this

asymmetry of the impact of terms of trade shocks alao found by Hadass and
Williamson (2003) regarding the 1870-WW!I period.

Increasing vulnerability due to the linkages betwee markets

A key point is the integration not only of commagdmarkets among themselves, but
of commodity and financial markets. This ‘finangakion’ of commodity markets
has been first demonstrated by Alfred Maizels (3994

Maizels (1984, 1987) underscored the intrinsicabgity of commodity markets.
Over the long term, the trend in the commodity teraf trade deteriorates for
theoretical reasons, due to three key factorstaweprice-and-income-elasticities of
demand for commodities vis-a-vis manufactures; tdehnological superiority of
developed countries and the economic power of ttiairsnational corporations,
which allows these countries to capture excesstprof trade with underdeveloped
areas; the asymmetrical impact of labour union powedeveloped countries and
labour surplus in developing countries on the divisof the benefits of increased
productivity.

These linkages across markets, and the increasiegof the financialisation of
commodity markets in the 2000s in price volatilitgspecially due to the impact of
derivative markets on price volatility - have bdarther demonstrated by Nissanke
(2009).

Countries that share this commodity-dependencdilaly to be caught in poverty

traps. UNCTAD thus consistently emphasises thetexie of poverty traps created
by commodity-based market structures and the retevaf the concept in the
understanding of the growth profile of some deviglgpcountries. ‘International

poverty traps’ explain pervasive and persistentepiyvin most LDCs: in countries
depending on primary commodity exports, a combamabtf international trade and
finance relationships reinforces the cycle of eeoigostagnation which, in turn,

reinforces the negative impact of external releiops.

For UNCTAD, globalisation tends to tighten this emtational poverty trap

(UNCTAD, 2002). The latter has been compoundedheyintegration of the global
economy and the closer linkages between energy ammitultural commodity

markets, as well as commodity and financial marl@ter the 2000s, and the
subsequent increase in price volatility and theeefancertainty, which has a
detrimental effect on investment and governmentsiarfcial management
(UNCTAD, 2008b; Sindzingre, 2009). The internatiommoverty trap, and its

underlying factors — e.g., low productivity, thebtiérap -, is confirmed by the high
commodity price fluctuation and succession of boamd busts that occurred in the
2003-2008 period (Gore, 2009).
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4. The critiques of poverty traps as explanations fo growth
trajectories

There have been a number of critiques of the cdanaepoverty trap, which have
used a variety of arguments: in particular, if sragxist, they may be generated by
many other factors than commodity-based markettires; commodities do not
always generate traps; and the very existencesrpotrap may be questioned.

Lack of correlation between commodity-based exportstructures and traps:
traps may be caused by many factors unrelated to oamodities

Critiques of commodity-generated traps theses mayf@rward two arguments.
Firstly, the lack of convergence between certamugs of countries, with a group
growing more slowly relatively to other countriesay be caused by many possible
factors. Even in countries that export primary picid, the negative relationship
with growth may be questioned, e.g. it may hideeptbauses that are related to
primary products, such as the greater probabilitdebt overhang (Manzano and
Rigobon, 2001).

Poverty traps may be, for example, a product ofrpmablic policies, such as
insufficient trade openness, or of certain initedonomic conditions, e.g., low
savings rates as the latter depend on the leve¢e€apita income, or credit market
imperfection and borrowing constraints (Banerjeg lewman, 1994).

For Azariadis and Drazen (1990), ‘low growth traps’‘underdevelopment traps’,
i.e. multiple and stable equilibria for economiagibiting similar initial conditions,
may result from the existence of ‘threshold extktiesa’ created by increasing
returns in the accumulation of human capital. Exang the reasons why similar
countries do not converge to the same steady #tateiadis (1996) identified many
possible causes of poverty traps: e.g., havinglsistence consumption, limited
human capital, demographic transitions when feyrtis endogenous (indeed, this
may be found in many SSA low-income countries) palitical economy problems
such as coordination failures among voters. Pugshis exploration of non-ergodic
growth theory, Azariadis (2006) views ‘misbehaviggvernments’ and incomplete
markets as the determinants of poverty traps, amdreys.

At the microeconomic level, i.e. explaining per itapncome not at the country
level but at the individual or household level, dbon effects may intensify
microeconomic poverty traps: living in certain p@acentails lesser education,
income, health care and access to the institut{ier, the rule of law), with a
dynamic dimension, as the place of residence c¢stiuture opportunities (notion of
discrimination). Traps are here generated by dgatiieesses (Benabou, 2000 on the
example of the reproduction of inequality), or, a&®ined by Durlauf,
‘neighbourhood effects’, which explain the persiste of poverty in particular areas
and why poverty traps exist and persist (Durla0f)3. Poverty traps here refer to a
group that if composed initially of poor membersl] vemain poor over generations
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— an example being persistent racial inequalitgyved as “a sort of neighbourhood
in social space” (Durlauf 2003, p. 5). Spatial ptywéraps are strengthened by self-
reinforcing processes such as a low level of edcapoor schooling infrastructure,

low levels of taxes and limited supply of publicogis.

The key point in this concept of neighbourhood efeis the crucial role of

interdependence. In these types of traps, theidadisr an individual to acquire an
education strongly depends on the prior existercatleer educated members in a
group, and this interdependence of behaviour ingldoeighbourhood effects’,

which generate different types of groups that haliferent steady states
(with/without educated members) (Durlauf, 1996; 200This interdependence is
intertemporal, i.e. it affects future social intdrans. The dynamics of these
combinations explain persistent income inequalBDurlauf (1996) models the

incentives they create for wealthier families togregate themselves into
economically homogeneous neighbourhoods. Econamatification combines with

neighbourhood effects: their reciprocal feedbacandmits different types of

economic status across generations.

This concept of spatial poverty traps considersprecal feedbacks between the
micro and macro levels, which may mutually reinoreach other. The question
(which requires control for latent heterogeneityniicro growth processes) is: do
poor people live in ‘poor areas’ or do the chanasties of some areas create poorer
people? Fodalan and Ravallion (1997), does residence makdiffeeence between
growth and contraction in living standards for ethise identical households? If so,
poverty traps may be spatial, externalities may ¢eographic, whereby
neighbourhood endowments of physical and human tatapnfluence the
productivity of a household's own capital: an exbBmpeing post-reform rural
China’s spatial poverty traps (as Hoff, 2000, onn@ts ‘local underdevelopment
traps’).

Lack of correlation: the export of commodities maybe a basis for sustained
growth

Secondly, the thesis of commodity-generated trags leen criticised with the
argument that many commodity-exporting countriesehanjoyed a continuous
increase in their per capita income. Indeed, tlaeeeseveral commodity-exporting
countries that have not been caught in a poveaty, Bind have historically grounded
their growth on the harnessing and export of primproducts, including key
Western countries, e.g., Australia (metals), NevalZed (agricultural products),
Canada, Scandinavian countries, among many others.

At the historical level, growth in developed cousdr has also been based on
commodities, e.g., the industrial revolution in Emgl (wool, coal) in the 1®
century, facilitated by changes in institutions antprovement in infrastructure
(railways, overseas transportation). Commoditiegsehbeen efficiently used as
inputs in the industrialisation process, support®d colonisation of countries
following the ‘small open economy’ model (Hopkink973), i.e. the imports of
commodities from colonised countries and exportsmaiufactured products to
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them. Though the argument remains disputed, théoiaion of commodities in
their colonies contributed to the growth of coldmawers.

Many developed countries have based their indlisataon on the exploitation of
natural resources. In particular, this has beerc#fse of the United States: Wright
(1990) thus argued that the rise of US manufaaumiuring the 1890s was
associated with a rise in the resource intensityegports (e.g., natural gas,
petroleum, copper) and that natural resource abmaedéowered input prices and
hence fostered industrial production, e.g. steeflpcts, and therefore the increase in
manufactured exports.

Theoretical arguments: the irrelevance of the vergoncept of trap in explaining
developing countries’ growth profiles

The relevance of the concept of a poverty trapteteay commodity dependence as
the best explanation of the low level of developmenpoor countries may be
criticised on the argument that problems of commyeekporting countries are
already well-explained by more powerful theoridge most well-known being that
of Dutch disease (Corden, 1982; Corden and Ne&§4)L More recently, theories
of the ‘resource curse’ that underscored a negaglagionship between resource
abundance and growth claimed to be the most rele@proach (Sachs and Warner,
1995).

Moreover, critical arguments may go beyond comnyeeiporting countries and
refute the relevance of the concept of trap forlyamag growth trajectories in poor
countries. These arguments refer to price profiegommodity markets. Prices
follow both trends and cycles (Cashin and Mc Detr2602), or ‘supercycles’. As
shown by Boussard (2007) for the case of agricalltunarkets, prices are
determined by endogenous fluctuations and ‘cobwbbped adjustments. These
arguments emphasise that a cycle is not a trapfarekample, that over the long-
run, SSA growth has moved closely with global 1@8IP growth: with the slowing
of global growth, SSA exports are affected by loweternal demand and declines
in commodity prices (IMF, 2009b).

As underscored by Chang and Helbling (in IMF, 2Q0®garil, box 1.5), long-term
trends in commodity prices are not relevant to uhderstanding of medium term
price fluctuations, as rates of change are higlalgable and the trend component
shifts over time, reflecting changes in longer-puice determinants, such as average
costs of marginal fields or mines. For Chang andbliwg, the key point is to
understand the importance of the fluctuations i ttend component relative to
those in the cyclical component: if fluctuationstlive cyclical component dominate,
long-term trends provide useful signals; if notstgaends provide little guidance.

On the example of the analysis of growth in 44 S®Antries between 1975 and
2005, Saba Arbache and Page (2007a) argue thatisS&8#aracterised by low and
volatile growth since 1975, but find no evidencattgrowth volatility is associated
with economic performance over the long run. Thieg fa turning point in SSA

growth in the 1990s and the possible formationlobg, and that initial conditions
matter for income distribution but not for growth.
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Figure 5: GDP per capita and growth rate (constantnternational $, PPP and
non-PPP)
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Different time horizons may lead to different assesnts. For Eastert al (1993),
terms of trade shocks explain a large part of taeamce in growth, but the
fluctuations of growth rates do not necessarilyldbw@ poverty trap, and these
fluctuations do not predict what long-run perforro@arand per capita income will
be: global technological change determines long-growth, while country
characteristics determine relative income levels.

Likewise, Easterly (2005) denies the pertinencehef concept of poverty trap for
explaining the situation of the least developedntoes, and consequently the
relevance of ‘big push’ policies (e.g., massive iaitbws). His argument is that in

SSA countries, for example, over the last 50 ydax®ls of income per capita have
increased slowly despite high fluctuations in temhgrowth rates. Criticising the

literature on the factors of poverty traps, Eagtargues that there is little evidence
proving their existence, and that poverty trapshiem sense of zero growth for low
income countries are rejected by the data in mos periods. The evidence of
divergence between rich and poor nations in the lm does not imply zero

growth for the poor countries.

Kraay and Raddatz (2005) also argue that thereoisevidence of traditional
determinants of growth and poverty traps, i.e. kavings and low technologn
low-income countries, and that therefore the thesisfavourable initial conditions
is weak. For them, poverty depends on policiesciherence with an institution
financing in exchange for policies such as the W&ank), and causes of traps (e.g.
low saving rates, low productivity) are unconvirgirnterestingly, for Easterly as
well as Kraay and Raddatz, institutions may creadeerty traps: divergence
between countries is more associated with insbibgtirather than the disadvantages
of initial income (Easterly, 2005).
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The concept of poverty trap is also challengedhmgé of growth ‘acceleration’ and
‘deceleration’ (Hausmanat al, 2005), which focuses on turning points in growth
performance - rapid acceleration being growth sostafor at least 8 years and 80
such episodes having occurred since the 1950s. tGrawcelerations tend to be
correlated with increases in investment and tradel with real exchange rate
depreciations. Significantly, Hausmaeh al reveal that external shocks produce
growth accelerations that are short-lived and tratvth accelerations are highly
unpredictable. Such approaches do not consider gtatth ‘decelerations’, or
‘growth collapses’ imply poverty traps.

Although they agree on the importance of volatilBaba Arbache and Page (2007b)
thus do not find any evidence that growth volatihs a relationship with long-term
economic performance. The analysis of growth acatten and deceleration
episodes in SSA between 1975 and 2005 reveal manmytly acceleration episodes
and as many growth collapse episodes, which offi@eprevious ones. Significantly
— and, interestingly, it could be a basis for amlgsis in terms of trap — Saba
Arbache and Page observe that growth acceleradodsdecelerations have an
asymmetric impact on human development outcomes.

Econometric tests of the existence of traps mag bk inconclusive. Rodriguez
(2008) thus tests this existence on a UNIDO sampie! developed and developing
countries via the estimation of economies of stalmanufacturing, thanks to the
observation that if positive spillovers and inciegsreturns are the basis for
multiple equilibria, then the former should be pautarly prevalent when countries
are transitioning either into or out of povertypsai.e. during periods of growth
collapses and growth accelerations. Rodriguez, fiekyefinds no evidence of
systematic differences in economies of scale betviesition and non-transition
episodes, which questions the thesis that incrgasaturns in manufacturing
generate poverty traps. Rodriguez acknowledgesewerythat this finding does not
mean the absence of increasing returns in othéorsesuch as agriculture.

5. The concept's explanatory power: recognising itglefinitional
features in commodity-dependent countries

The relevance of traps’ definitional features: lockin, low equilibria, relative
paths, threshold effects

The key definitional features of poverty traps

The concept of poverty trap, however, retains hdaturacy in the description and
explanation of the processes underlying growthettayies and evolution of
commodity-dependent developing countries.

Firstly, the critiques of the concept of poverigps overlook the crucial definitional
features and properties of the concept, which Hasen presented in section 2:
poverty traps refer to growth processes that arelinear, non-convex, subject to
cumulative causation, increasing returns, multgdgilibria and threshold effects.
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As underscored by Arthur and David, a central fieaia that ‘small events’ may
induce large effects that may be irreversible.

Critiques did not see that the key feature of thacept is its dimension of path
dependence, irreversible processes (i.e. the existand the weight of history), and
the possible existence of thresholds. The concefgrs to the existence of
phenomena of lock-in - economies being attractethiwia low equilibrium
attraction basin — and their dynamic consequeneeg, increasing lock-in,
stabilisation, etc., which makes structural breakse difficult and the reaching of a
higher-growth path more costly — the ‘self-discgveexplored by Hausmann and
Rodrik (2003). This is why a trap cannot simply &&similated to growth rates
movements such as decelerations, or fluctuatiaek-ih processes are a crucial
dimension of the concept.

Secondly, the concept of trap refers to procedsaisare dynamic and relative to
other countries’ dynamics: countries appear todughbt in low equilibria, trapped in
basins of attraction (in terms of growth, efficigh¢hat are lower than in other
countries - a key issue being the time horizonithabnsidered, e.g., secular scale or
short-term fluctuations.

Low equilibria trapping commodity-dependent countries

Do commodity-dependent low-income countries exhigse definitional features?
Volatility (of international prices, of supply amdemand) appears to be the key
channel by which commodity dependent countries amsnared in a low
equilibrium, i.e. a trap of low growth. Their deglemce on commodities for their
earnings, because of the intrinsic volatility o flatter’s international prices, entails
the intrinsic volatility of these countries’ macoo®omic aggregates. Volatility
obviously makes anticipations and fiscal and debhagement very difficult for
low-income countries governments and increasedikbighood of irreversibilities.
Moreover, commodity markets are integrated, whimtdrs increasing returns and
feedback effects.

It could be argued that oil-exporting countrieslWwdve better prospects, as has been
the case during the recent commodity boom of 208)5athich underlay impressive
growth rates of these countries, and in particulé&8SA. However, since the boom’s
inception, even the IMF consistently emphasisedfitigility of this type of growth
(IMF, 2006, chap. 5). Indeed, there is a negatiwdationship between
macroeconomic volatility and growth (Loayzt al, 2007; Ramey and Ramey,
1995).

In addition, there is a relationship between votgtand non-linear phenomena. As
shown by Subbotiret al. (2009) regarding the concept of volatility of fireal
variables (exchange rates, stock prices), vohltihhs a series of empirical
properties, which all suggest the possibility adkon and cumulative processes as
well as multiple equilibria: among others, becommagidly excessive, absence of
linear correlations in returns, and the link betwéee trading volume and volatility.
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The argument that many developed countries stattesr growth with the
harnessing of primary products may not hold for trlos/-income countries. In
contrast with these countries, in low-income caestcommodities have not been or
could not be utilised as inputs in industrial pss®s. In SSA, for example, there are
many obstacles for agricultural commodities suclt@oa or coffee to constitute
inputs in industrialisation, and it is even the sdor oil, as shown by Nigeria.

As emphasised by Hausmann and Rodrik (2006), tlestnalisation process

requires structural transformation, i.e. changihg exported products: this is,
however, difficult, because structural transformatis confronted with large market
failures: for any given level of development, coied that have a more advanced
export package are likely to grow more rapidly ke tfuture, while the other

countries are constrained by the low productivigsaxiated with their export

package. Indeed, long before Hausmann and RoditlerAHirschman and Paul

Rosenstein-Rodan had underscored the necessitykafjes and complementarities
for countries to be able to get out of the undeetgyment trap and trigger

industrialisation.

Similarly, observing the fact that commodity-base@rket structures can even
increase income inequality, Leamet al (1999) show in a comparison between
Latin America and East Asia that natural-resounterisive sectors (e.g.,
agriculture) absorb capital that might otherwisewflto manufacturing, which

reduces skill accumulation and therefore impeddsstrialisation.

The argument that it is difficult to demonstrate thxistence of long-lasting low

equilibria as, if they exist, some countries (ergAsia) have been able to get out of
them, is questionable. Countries and regions ekiy different characteristics.

Commodity-dependent low-income countries, espsciall SSA, do not have the

features of the few developing countries that wadyke to trigger a growth path in

the 1960s, such as the Asian ‘developmental stated’now China, i.e. a growth

based on the state-led creation of industrial secteome degree of protection,
limited endowment in natural resources, a focuseduacation, a not too unequal
income distribution, among others (Sindzingre, 2007

Cumulative causation and increasing gaps between groups of countries according
to their export structure

The concept of poverty traps has to be understearalative concept. Even if poor
countries do grow, this does not refute the faet they may be caught in traps,
since specific market structures create trapsivelgtto other countries’ growth
trajectories.

Commodity-producing countries, which most oftenyreh one or two exported
primary products, grow because their products &ee dbject of international
demand (e.g., oil, copper): beyond the detrimefaizt this demand is external (over
which domestic policies have little control), fluating and unpredictable, global
demand is boosted by technology intensity. In dyinaterms, even if these
countries appear to grow slowly, as argued by Hsgstating the case of SSA
countries over the last 50 years, the elevatiotheir income per capita is slower
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than other group of countries: they do not convevgach suggests discontinuities
and the existence of clubs of countries exhibitdiffjering growth profiles, in
particular a group of countries that share a commmoarket structure, i.e.
commodity-based exports, a narrow industrial base# law degree of economic
diversification.

This dynamic and relative dimension of the conedppoverty trap is underscored
by the large literature regarding the change ofvtleeld distribution of output per
worker towards a ‘twin peak’ shape, mentioned abevith low income countries
market associated with a specific export structure.

Table 2: Annual growth rates in p.c. GDP, 1870-1994std. deviations in
parentheses)

Subsample 1870-1960 1960-1979 1980-1994
17 Industrial nations 1.50 (0.33) 3.20 (1.10) 1(G61)
28 LDCs 1.20 (0.88) 2.50 (1.70) 0.34 (3.00)

Source: Pritchett (1997).

As commented by Azariadis (2006), the table abdwavs that LDCs grow a bit
slower and less predictably than the world aver&yatside East and Southeast
Asian countries, less developed countries are aiching up with OECD countries.
For Azariadis, catching up can be observed onlyingyuding in models a great
number of structural features that @@ hocand questionable, such as ethnic or
political features.

This dynamics of an increasing gap between commadiporting countries and

other groups of countries may be read in the ecaimbservation of the secular
decline in the price of commodities. In 1999, tlmposite index of commodity

prices built by The Economistin 1864, with figures stretching back to 1845,
illustrates a continuous decline since 1845: in99%e industrial commodities

index had fallen to a record low in real terms, B8% below its level in 1845

(1845-50=100, and 1999=20JHe Economist1999). Using the same index over
1862-1999, Cashin and McDermott (2002) confirm tmevnward trend in real

commodity prices by about 1% per year over thaiopemwith little evidence for a

break in this long-run trend.

This divergence is confirmed by historical data.ofo (2008) thus reveals this
divergence via the comparison of West Africa andtBdast Asia, and highlights a
widening gap between the two regions throughout 268 century regarding
agricultural development, export growth and theastwf a shock such as the 1930s
slump, South East Asian countries benefiting frorareases in productivity and
public policies, in contrast with West African cdues.

This divergence also finds a confirmation with #symmetry of the impact of terms
of trade shocks highlighted by Blattman al (2004) and Hadass and Williamson
(2003), who support the hypothesis made by Hangegime. the long-run impact of
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relative price shocks reinforced industrial compigeaadvantage in the ‘center’ and
favoured the sector that carried growth while iini@ced primary product
comparative advantage in the ‘periphery’, harmhmggector that fostered growth.

A great number of commodity-exporting countriesibiththe following features -
stabilisation in a low equilibrium, in a low basai attraction, path dependence,
weight of past market structures, remarkable stglof their export structure over
decades — e.g., at the beginning of th& @éntury, Senegal produced 141 000 tons
of groundnuts, which represented 68% of its exports929, and 80% in 1960, and
this commodity was still Senegal’s principal expattthe end of the 30century
(Freud, 1988); e.g., in 1990, oil represented 97MNigerian exports, in 2002,
100%, and 98% in 2005 (World Baworld Development Indicatord004, 2006,
2007).

They are similarly characterised by the persistexicelow industrial base: in 1990,
SSA thus represented 0.79% of world industrial oyt@nd in 2002, 0.74 %;
without South Africa, in 1990, 0.24%, and in 20025% (UNIDO, 2005).

Poor commodity-dependent countries are caughtdogenous processes where low
productivity, low value-added and the export of condlities reinforce each other.
These factors cumulate and push economies towandsr | equilibria: indeed,
among other causes, due to technological progitessguantity of commodities used
in a unit of GDP has steadily decreased since X9Vdrld Bank, 2009a, figure
2.12). The continuous decrease of the share of iBS¥orld trade is another signal
of the divergence of a ‘club’ of countries.

Figure 6: Sub-Saharan Africa's share of world expots
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Threshold effects, tipping points, random deviations and lasting effects created by
external events

Commodity-dependent countries exhibit the other feature of poverty traps, by
which small shocks may generate large effects aaklencountries fall into lower
equilibria. These countries are indeed not onlyosed to small shocks, but to



21

important and recurrent shocks, world businessesyahd commaodity prices cycles,
which affected international trade after the 19&0&l particularly in the 2000s.

Commodity-dependent countries are indeed moreylikelbe exposed to external
shocks. Funkeet al (2008), analysing the terms of trade series foodg and
services for a panel of 159 countries over 19706280d the persisterierms of
trade shocks, find that SSA and the Middle- Eastehbeen more affected than
Western Hemisphere and Asia-Pacific countries, iszaf these two regions lesser
degree of diversification, dependence on a few rahttesources and a lower
manufacturing base. During this period, SSA coestexhibited in average more
than two persistent terms of trade shocks.

The price shock of 2003-2009 is the largest andgdshone since 1900, after three
major commodity booms and slumps in the 20th centl®15-17; 1950-57; 1973—
74 (World Bank, 2009a, table 2.1).

The 2008-09 global recession, although ongoing dhdrefore with still
unpredictable effects, entails threshold effectsl €untries experienced the
sharpest fluctuation within a year (by one-thinhni 150 to 50%). Following past
cyclical patterns, commodities linked to industrativity (e.g., fuels and base
metals) have been most affected.

Food prices were less affected, given the loweprnme elasticity of underlying
demand (IMF, 2009a, WEO, chap.1). According tolME (2009a, April, chap. 1),
the magnitude of price changes and volatility rmsanprecedented levels for many
major commodities (as shown in the table below).

Table 3: Comparison of commodity price volatility (weekly; in percent)

Six-Month Change Standard Deviation'
Largest Largest six-month decline during Highest during
six-month decline 1970-20072 1970-20072 Average during

in 2008 (year) 2008 (year) 1970-2007°
Crude oil (WTI)? -76.8 —50.1 {19B6) 18.4 161 (1959} 8.5
Aluminum -52.9 -334 {1997) 121 8.9 (1994) 56
Copper -54.8 -52.6 (1974) 122 13.0 (1974} 6.7
Nickel -68.0 —49.0 {1990) 236 1.7 (2006) 9.2
Com -52.4 -51.8 {1997) 139 13.6 (1988) 16
Wheat -45.2 -38.0 {1996) 16.0 129 (2007) 6.4
Soybeans -44.1 -51.3 (2004) 12.8 15.5 (2004) 6.3
Memaorandum
Gold -25.4 -30.1 (1987) 8.7 13.3 (1979) 5.1

Sources: Datastream; and IMF staff calculation&tandard deviation of weekly changes in
commodity prices over a 12-month period. 2: Datgirr@ng in 1983—-2007 for crude oil;
1988-2007 for aluminium; and 1979-2007 for niclagyn, wheat, and soybeans. With
increased financial turmoil in September—Octobkee, price decline accelerated. 3: WTI:
West Texas Intermediate.

Similarly, the IMF commodity price index had deédby almost 55% between the
July 2008 peak and December 2008.
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Figure 7: Commodity and petroleum prices
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Developing countries that had an outward-orientedl @&xport-based market
structure face a fall in demand from rich countfastheir products: this put an end
on investment projects and increased unemploymean immediate effect of a
world recession (IMF, 2009a) - investment and emmlent being the aggregates
that have the largest impact on future incomes. $8A, for example, due to the
drop in external demand, falling export prices, doder capital inflows, in
particular FDI, the World Bank forecasts a growdkerof 1% for 2009, down from
5.7% on average over 2006-08 (World Bank, 2009bég ILO estimates that 73% of
SSA workers are in vulnerable employment, whichld¢aise to more than 77% in
2009 (ILO, 2009).

Commodity dependent countries have an undiversdigubrt structure and usually
export a very small number of primary products. UMD (2008a) thus builds a
dependency rate, which is defined as the average st the four main commodity
exports value, of the value of total exports fa geriod 2003-2005. A dependency
rate above 50% implies that more than 50% of egenfrom exports come from the
four commodities. It finds that more than half (@8)all developing countries rely
on four commodities for 50% of their exports eagsinand 31% rely on four
commodities for more than 75% of their export eagei There is evidence of a
relationship with low per capita income: among 4eleast developed countries, 30
exhibit a dependency rate above 50%; moreover,fiitah 34 of the 52 countries
are more than 50% dependent.

Significantly, countries with a dependency rate va@®@0% are West African
countries and Western Asian countries, because ¢xeprt oil. UNCTAD also
underscores that agricultural products such a®mottocoa and coffee create high
dependence, some SSA countries (Benin and Burkiea)Fexhibiting a dependency
rate above 65%. The key point is that commoditggsibooms, such as that of
2003-08, may constitute shocks that have a negativeact, i.e. increased
dependency due to higher prices.
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This highly undiversified export structure, depemcke on volatile and declining
earnings, obviously generate vulnerability to exéérshocks and are the exact
ingredients of a lack of resilience to shocks: goonomies at the tipping point - in
various areas, e.g., export earnings, fiscal dmuilin, institutional, individual
income, etc — these ingredients may precipitatdlad a lower equilibrium.

An obvious example is the 1979 global drop in cordityoprices (1986 for oil
countries), which, despite their growth rates ie ttwvo previous decades (and in
some cases, high levels of investment and premidesndustrial base and
diversification, as in lvory Coast), toppled mostranodity-exporting countries into
lower equilibrium that still endures 3 decadesrlaéed has transformed them into
‘prolonged users’ of IMF financing (IMF-IEO, 2002)hree decades later, the cost
for these countries of getting out of these ‘bagliigbria — in terms of policies or
financing- appears to be very high — and much beyte capacities of any ‘big
push’, in particular official aid that is often ifieient.

Commodity-dependence also makes these countrietyldgpendent on imports of
the commodities they do not export. For example, wblatility that accompanied
the 2005-08 commodity boom hit food-importing coieg where the income of a
significant part of the population is at subsistefevel, and available data suggest
that it pushed entire groups into poverty or indeper poverty.

Macroeconomic volatility — e.g. the growth ratenereases the likelihood of being
caught in a lower equilibrium, because it entadynametrical processes. At the
macro level, past experience shows that periodsust last longer than booms:
commodity prices experience long slumps after shodms (Cashin, McDermott
and Scott, 2002).

The simultaneity of macro and micro trapping proceses

At the micro-level, macroeconomic volatility — e.ghocks on commodity prices

which are transmitted to producers’ earnings, oictvicreate fiscal deficits that

reduce publicly provided social security - triggeneversible processes for the
individuals that are close to subsistence incorhesg individuals sell the assets that
are necessary to their future income and produgtivihich pushes them in a lower

equilibrium and poverty trap, e.g., selling landreducing spending on children’s

education.

As emphasised by Zimmerman and Carter (2003), ppieea dynamic process, and
different households respond differently to incoshecks depending on the level of
their assets. Change in technology enhances pigiiyicbut requires capital and
access to credit, which creates thresholds and @aafhe household level: the richer
have access to credit, investment, higher prodiiztand higher returns. The poor
are caught in a poverty trap that is often compednualy indebtedness due to limited
access to credit markets and moneylenders’ distontierest ratesRates of return
are positively correlated with initial wealth, whicreates threshold-based multiple
equilibria (Barrett and Carter, 2005). This assetdal approach of poverty thus
confirms the distinction between deep-rooted, p&Fst structural poverty and
poverty that passes with time due to systemic gigwcesses, as well as bifurcated
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accumulation strategies and dynamic asset povbrgsholds (Carter and Barrett,
2006).

Past experience of shocks on producers’ earningsides evidence of such
behaviour: in Indonesia, during the 1997-98 Asiasis, for example, household
spending on education declined — e.g., childrerewathdrawn from schools -, and
even more among the poorest households (Thetnas 2004).

The 2008-09 recession may induce similar effects.hfghlighted by the World
Bank (2009b), the fall in internationally tradedodb prices should alleviate the
increases in poverty that occurred during the fiat of 2008: however, this does
not offset the increase in extreme poverty thaueddgrom the increase in local food
prices between January 2005 and mid-2008, and dmnfesd prices may decrease,
but with a lag. Even if the number of people inrexte poverty decreases, there are
here the ingredients of irreversible negative é¢ffean the human capital of future
generations and hence intergenerational povens tf@asgupta, 1997).

6. Traps as outcomes of combinations of many deternants

Causality does not mean determinism: the endogengitof the ‘commodity-
poverty trap’ relationship with other determinants

As presented above, some arguments dismiss thetha@vwommodity-based export
structures foster the formation of poverty trapgutting forward the existence of

countries that initially grounded their spectacuimowth on the exploitation and

export of natural resources - oil or non-oil resasr (e.g., Scandinavian countries,
Canada, etc).

This does not constitute a valid argument: as aagrailevel causal process, the
impact of this market-structure on the formation tohps may be modified,

reoriented, countered or intensified, by a greamimer of other processes: in
particular, these countries’ ‘initial conditionstch as the history and credibility of
their economic and political institutions, theivé® of education, or demographic
and geographic characteristics.

This is this endogeneity that is explored by Baregtd Swallow (2006), with the

seminal concept of ‘fractal’ poverty traps. Theyide a ‘fractal’ poverty trap as a
trap in which multiple dynamic equilibria involveraultaneously the three “— micro
(households, individuals), meso (communities), macscales of analysis”, these
three levels being “self-reinforcing through feedbaeffects”. This simultaneous
involvement of all levels makes it so that an escopdhat has stabilised in such
equilibrium has great difficulties to get out ofahd reach a different one. When
poverty traps are ‘fractal’, governments, marketad acommunities are

simultaneously trapped in low-level equilibria.

Countries which caught up with rich countries haseel a variety of factors, such as
human capital, education, capacity of innovatiohdfbecke and Wan, 2004; Kim,
2006 on the case of Korea). This contrasts withtncosnmodity-exporting low-
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income countries, characterised by slow per capibavth and erratic growth rates:
their low levels of human capital together with tlhek of industrial sectors and
labour markets able to absorb an educated workfoordine them in dualistic
market structures, and impede the possibility oflcsfer effects. This is typically
the case of oil countries (e.g., in SSA, Gabon,dagEquatorial Guinea, etc.).

Low-income countries not only are not endowed i@ thctors that endogenously
cause growth, but moreover, they are endowed irthandactor, i.e., primary

products, which generate disincentives for thesewtir-enhancing factors —
commodity-based economies typically generatingndestives for education, and
being often associated with oligarchic and corrpplitical economies that limit

education to a limited elite.

Institutions as key factors of the transformation -countering or reinforcing - of
the causality

A key point is the endogeneity of these causalities, the endogeneity between
growth and factors of growth, and secondly, amohg latter, institutions in
particular, as highlighted by a vast literaturgy. &dcemoglu and Robinson (2006).
This endogeneity fosters cumulative and non-lipeacesses.

Countries which succeeded in the catching-up peodeveloped specific sets of
institutions and in turn were helped by them, whetthese countries lacked natural
resources (e.g. Asian developmental states) omgedi their economy on primary
products. The exact form of these institutions,clhwould have a linear positive or
negative relationship with growth, is difficult tassessex ante(Engerman and
Sokoloff, 2003). Growth and the content of thesestiintions co-evolve:
simultaneously, growth modifies institutions and #spiration to certain institutions
(e.g., equity, democracy) and institutions modig type of growth, especially the
distribution of its gains. Institutions create otansify existing threshold effects, and
the precise impact of particular institutions candssessed onéx post(Sindzingre,
2007Db).

Institutions are a key element of the feedback gsses that constitute a commodity-
poverty trap. Poor institutions combined with conalityp dependence on exports
maintain slow growth. Slow growth combined with cuoodity dependence
maintains poor institutions. Commodity dependenroégtile commodity prices and
volatile growth rates maintain poor institutionsg.e predation, cronyism, rent-
seeking, the poor quality of which, in turn, reirdes the negative effects of
commodity dependence (Mehluet al, 2002; Robinsoret al, 2002; Auty, 2001;
2006).

Symmetrically, institutions may shape the expl@tatof natural resources in a way
that prevents the formation of a trap: they maynetvgiger a type of harnessing of
natural resources that fosters industrialisatios.shown by Wright (1990), David
and Wright (1997), in the end-f9century United States, it is a set of specific
institutions that transformed the endowment in ratuesources (in particular
minerals) in engines of industrialisation and iasiaeg returns: in particular, an
appropriate legal system, geological research,stmvent in the infrastructure of
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public knowledge, and an education system linkeshdoistry: to quote Wright and
Czelusta (2002), mineral abundance was here “anogambus historical
phenomenon driven by collective learning, incregsimeturns, and an
accommodating legal environment”.

For example, Norway draws its wealth from oil: @increach among the highest per
capita income level because the risks entailedhieyetxporting of oil have been
countered by another process, resulting frolorgue duréegpath dependence, i.e.
the consolidation of institutions centred both quality and efficiency, and rulers
having a long time horizon. Significantly, it dess institutions able to lock-in
governments’ commitments and policies - meta-iagtihs in the sense of
Acemoglu (2003) and Kydland and Prescott (1977%h -order to prevent a worse
lock-in, i.e. a fall into a worse equilibrium su@s Dutch disease: oil resources
cannot be utilised and go directly to a fund fotufe generations (the Petroleum
Fund) (Mehlum et al., 2008).

Similarly, a combination of appropriate policiesdagxisting institutions were able
to modify the potentially negative effects of contdities in Scandinavian countries
(Blomstrém and Kokko, 2003): when institutions apeoducer-friendly’, more
natural resources may increase income (Mehlum et 20006). When such
institutions and policies are lacking, this may i the case (e.g. in Russia,
Venezuela). At the extreme, some initial conditiomsy even accelerate the falling
in a commodity-created trap, such as a history daitipal instability, predatory
rulers and high inequality, as is often the casgSa.

Multiple equilibria as outcomes of self-enforcing ombinations of market
structures and institutions

Institutions transform the impact of market struetuon growth and combine with
them. This question has been powerfully analyseBdwles (2006), who wondered
why institutions that have implemented “highly uonebdivisions of the social
product” have been so widespread since the doraésticof animals and plants in
prehistoric times, and why they persist even irs¢hoases “where they convey no
clear efficiency advantages over other feasibleas@rangements”. Adopting an
evolutionary perspective, Bowles argue that unequstitutions persist over long
periods because these arrangements are “self-argaronventions”, and because in
essence the poor have difficulty in coordinating tiypes of “collective action
necessary to ‘tip’ a population from an unequad tmore equal set of institutions” —
this collective action being moreover difficult tsigger when inequality is
moderate, while conventions supporting very highele of inequality can be
changed only through collective action implemeritgdvery large fractions of the
poor.

The key point that defines the concept of traphiat tthese processes generate
multiple ‘growth-export structures-institutions’ witibria - ‘low’ or ‘high’. They are
subject to increasing returns and therefore criggpéng points that are very costly
to reach for economies that are in a low equilforiurhis is why many cross-
country regressions exercises trying to find ati@hahip between institutions and
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growth find non-linear effects (as for politicalstrtutions, e.g., democracy, Barro,
1994): e.g., the impact of certain institutions gnowth (e.g., inequality), or the
impact of growth on certain institutions (e.g., mrequality, as in the ‘Kuznets
curve’). The same applies for the impact of comryoexports.

Typically, ‘low’ equilibria include institutions tt generate the lock-in of social
groups, e.g., common kinship norms inciting trushoag members and
discrimination against non-members, and what Hoftl &en (2006) coin as
“collective conservatism”, as well as inequalityin@&ingre, 2007a). These
equilibria are not created by divisive norms aregumlity alone — as shown by the
growth of emerging countries, e.g., Brazil — butabgombination, which stabilises
in a low equilibrium and involves a low level otimme, high inequality, narrow and
‘enclave’ industrial sector, an export-structuresézh on a few commodities, as in
many SSA countries.

More than elements taken in isolation, ‘combinatiomatter’. Easterlgt al. (1993)
argued that country characteristics alone, e.gtjtutions or geography, could not
be relevant determinants of growth, because theynarch more stable than the
highly unstable growth rates they are supposedxam. As highlighted by
Blattmanet al (2004), it is the combination of a commodity-ldhsgport structure,
of the key characteristic of their price, i.e. iy, and local institutions, which
results in lower growth performance.

Engerman and Sokoloff, in several papers (e.g.,6P0fbout the impact of

institutions, in particular inequality, on growthatps and their divergence in the two
Americas, also showed that institutions may creaieerty traps, as institutions
shape opportunities. Certain economic and politicsiitutions can persist though
they close to a large number of individuals thearpmity to own land, or to access
education or capital. In Latin America and the Glagan, these institutions have
combined with endowments and market structures, €igate, soils, labour

abundance, which fostered slave-based scale eceacnd resulted in a growth
path characterised by slow growth and unequal ircdistribution.

7. Conclusion

This paper has highlighted the theoretical legdcthe concept of the poverty trap,
as well as its main features, such as low equdljbricreasing returns and feedback
processes and threshold effects. With a focus wrincome Sub-Saharan African
countries, it has assessed the negative effectsnstey from market structures
characterised by commodity dependence and thaie polatility, which had been
demonstrated half a century ago by Raul Prebisch Hens Singer and later by
Alfred Maizels. This negative effects have been gounded by the financialisation
of commodity markets over 2003-08.

The paper has critically examined the theoreticabates regarding the very
existence of poverty traps against competing extians of African growth
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profiles, which have questioned the negative effexdtcommodity dependence as
well as the very existence of ‘traps’.

It has shown that commodity-dependent low-incomentes exhibit market
characteristics that differ from the few developioguntries that succeeded in
triggering growth and reaching higher equilibriag.ein East Asia. The key
argument of the paper is that the key featurebaif past growth experience as well
as the ongoing effects of the 2008-09 global recessonfirm that poor commodity-
dependent countries exhibit all the propertiehefdoncept of the poverty trap: non-
linear growth processes; small events’' irreversildfects; low equilibria;
cumulative causation and increasing gaps with ajh@ups of countries; thresholds
and lasting effects created by external events;samdltaneity of macro and micro
trapping processes.

Against the critiques of the concept and of a ‘cardities-trap’ link, the paper has
finally underscored that causalities do not coatitdeterminism: commodity-based
market structures combine with other determinaritgrowth, in particular local
institutions, which may aggravate the negative iohjpa, on the contrary, transform
the link towards a basis for growth. As these otteterminants are endogenous to
growth, it is unlikely that institutions have thlatter capacity in low-income
countries: this endogeneity is indeed one of théures of poverty traps.
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