
The Political
Economy of
Resource
Dependence

Second
International

Index
Measures
Congress

Introduction

Resource
Rents
Distribution of
Rents

Conclusion

The Political Economy of Resource
Dependence
Russia�s Addiction

Cli¤ord Gaddy and Barry W. Ickes

The Pennsylvania State University

May 2008



The Political
Economy of
Resource
Dependence

Second
International

Index
Measures
Congress

Introduction

Resource
Rents
Distribution of
Rents

Conclusion

Introduction:

Presence of resource rents obscures measurement of
economic magnitudes.

This is not a (big) problem in market economies The rent
�ows represent income to the owners of assets.

Problem is di¤erent in economies with distortions; we take
Russia as an example.

In such economies non-transparent �ows is the norm.
These mask the true �ows of economic activity in the
economy

In SU prices were set so that industry looked larger and
raw materials and services added less value than actually
was the case (Ericson, 1999).

=) price liberalization led to a larger apparent contraction
in manufacturing output than in actual value added.
Circus mirror e¤ect.
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Non-Transparency

Non transparency of wealth transfers designed to maintain
legitimacy for activities that would not survive markets

Informal �ows obscure true dimensions of the economy �
they can make the oil sector look smaller than it is, for
example, in Russia

Systems of measurement have an implicit institutional
component.

We assume that activities are undertaken because they are
economically advantageous. Think of how we value
government services, despite our cynical view of them. But
in some economies this assumption is too far stretched.
Russia is our example.
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Measurement, e¢ ciency and power

Measurement apparatus is based on notion of e¢ ciency
and opportunity cost

But Soviet system de�ed this � economic decisions not
based on opportunity cost

Russia inherited this system, and it uses the windfall from
oil and gas to reinforce it

Output fall measurement di¤erent when there are value
destroyers

Measurement is not neutral � it confers power through
legitimacy

an industry that appears to be producing value added will
not be shut down
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Importance of Resource Rents

To understand Russia�s political economy it is useful to
focus on resource rents

Comprehensive view of the impact of resources on the
economy

focus is on oil and gas because of size and because they
are easier to estimate

Resource rents are huge in Russia
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De�ning Resource Rents

The value of current production less costs of production
and transport

What is potentially available for distribution
De�nition

Rt � PtQt � Ct (1)

Actual costs di¤er from reported costs, so reported rent isbR = PtQt � bCt (2)

= PtQt � Ct � εt .

Rents are much bigger than after-tax pro�ts:

PtQt � Ct =
π0t

1� τ � τ0
+ ρQt + εt (3)

Key item ! �uctuations in price of oil � estimate of rents
is relatively invariant to cost estimates
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Oil and Gas Rents 1970-2007

Resource rents are huge

Russian Oil & Gas Rents 19702007
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Oil and Gas Rents 1970-2007

Oil rents larger, gas rents more stable
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Iceberg

Stabilization fund protects formal expenditures of budget,
but is only a small share of rents.

Russian Oil & Gas Rents 19702007
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Rents and Leadership

Variation in rents explains leadership success
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Rents and Russian GDP

Rent Fluctuations Crucial for GDP movements

Russian Oil and Gas Rents and GDP, 19702007

100

120

140

160

180

200

220

1970 1975 1980 1985 1990 1995 2000 2005

Real GDP
(1970=100)

$0

$100

$200

$300

$400

$500

Oil & Gas Rents
(2007 USD)



The Political
Economy of
Resource
Dependence

Second
International

Index
Measures
Congress

Introduction

Resource
Rents
Distribution of
Rents

Conclusion

Growing Importance of Rents

Share of Oil and Gas Rents in Russian GDP

Much larger than value added share of this sector in GDP
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Components of rents

Distribution of rent is the critical issue of Russia�s political
economy

Categories

Price subsidies, excess costs, formal taxes, informal taxes
Formal taxes are those prescribed by legislation.
Informal taxes are of two main types:

(1) bribes paid to government o¢ cials; and
(2) payments made for the support of public sector needs
that are nominally voluntary but in fact mandatory for
businesses

excess costs

informal categories of rent are the part of the iceberg
below the surface
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Some Implications

Excess costs and informal payments raise costs and
redistribute value

Oil and Gas appears to be 10% of GDP when it is much
more

Relative price of investment (PPP) is exceptionally high
because of excess costs

Share of investment in GDP measured at PPP is
exceptionally low
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Concluding Comments

When resource rents are large conventional measures may
not provide a proper picture of economic activity

Importance of resource sector may be understated,
important for cross-country comparisons

Crucial to consider the institutional environment in order
to understand how economic data is produced and
represented

Need better methods for measuring value added in
resource dependent economies
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