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Abstract

In this thesis, we examine the effect of the unequal distribution of natural resources between
countries on three main aspects. In chapter one, we empirically examine potential asymmetric
effects of the accession of the World Trade Organization (WTO) across members, focusing
specifically on the developing countries. The results suggest that membership in the WTO
contributed to greater exports for all countries, except for non-emerging resource-rich countries. In
contrast, emerging resource-rich countries are the greatest beneficiaries from the accession of the
WTO. In chapter two, we empirically explore the impact of natural resource endowments on the
gains of six Regional Trade Agreements (RTA) across members through three axes:
complementarity between countries, diversification of resource-rich countries, and trade creation
and diversion. We conclude that the complementarity between resource-rich and resource-poor
countries has been achieved in the ECOWAS, SADC and CIS agreements. The results also indicate
that in all RTAs, the resource-rich countries increased exports in non-natural resource sectors and
thereby diversified their export structures, especially with regional partners. Moreover, in most
RTAs, poor countries boosted their exports to resources-rich partners, while resource-rich countries
suffer from trade diversion in terms of imports. In the last chapter, we study the impact of natural
resource endowments on the process of convergence among PAFTA countries. First, the results
demonstrate that sigma-convergence was only observable between 1970-1990 among PAFTA
countries. The estimation reveals that natural resources are one of the main determinants of
conditional convergence within PAFTA. Therefore, the asymmetry between countries in terms of
natural resource endowment did not impede the convergence in PAFTA. Club convergence analysis
identify three main clubs among PAFTA countries. In addition, the factors that determined clubs’
formation are natural resources, quality of institutions, and investment. Further, an abundance of
natural resources is alone not enough to be the best club, but must be accompanied by high-quality
institutions.

Keywords: Natural resources, World Trade Organization (WTO), Regional Trade Agreements (RTA),
Convergence, Pan Arab Free Trade Agreement (PAFTA)




Résumeé

Dans cette these, nous étudions l'effet de la répartition inégale des ressources naturelles entre
les pays sur trois aspects principaux. Dans le premier chapitre, nous examinons empiriquement les
effets asymétriques potentiels de I'adhésion a 1'0Organisation Mondiale du Commerce (OMC) entre
les membres, en nous concentrant spécifiquement sur les pays en développement. Les résultats
suggerent que I'adhésion a 'OMC a contribué a l'augmentation des exportations de tous les pays,
a l'exception des pays non-émergents riches en ressources. En revanche, les pays émergents riches
en ressources sont les plus grands bénéficiaires de 1'accession a 'OMC. Dans le deuxiéme chapitre,
nous explorons empiriquement l'impact de la dotation en ressources naturelles sur les gains de six
Accords Commerciaux Régionaux (ACR) entre les membres a travers trois axes : la
complémentarité entre les pays, la diversification des pays riches en ressources ainsi que la création
et le détournement des échanges. Nous concluons que la complémentarité entre les pays riches et
les pays pauvres en ressources a été atteinte dans les accords de TECOWAS, du SADC et du CIS.
Les résultats indiquent également que, dans tous les ACR, les pays riches en ressources ont accru
leurs exportations hors secteurs des ressources naturelles et diversifié ainsi leurs structures
d'exportation, en particulier avec les partenaires régionaux. En outre, dans la plupart des ACR, les
pays pauvres ont accru leurs exportations vers leurs partenaires riches en ressources, tandis que
ces derniers souffrent du détournement des échanges en termes d'importations. Dans le dernier
chapitre, nous étudions l'impact de la dotation en ressources naturelles sur le processus de
convergence entre les pays du PAFTA. Premiérement, les résultats démontrent que la sigma-
convergence n'était observable qu'entre 1970 et 1990 dans les pays du PAFTA. De plus, I’estimation
révele que les ressources naturelles sont l'un des principaux déterminants de la convergence
conditionnelle au sein du PAFTA. Par conséquent, 1'asymétrie entre les pays en termes de dotation
en ressources naturelles n'a pas empéché la convergence dans le PAFTA. L'analyse de la
convergence des clubs a identifié trois principaux clubs parmi les pays du PAFTA. En outre, les
facteurs qui ont déterminé la formation des clubs sont les ressources naturelles, la qualité des
institutions et l'investissement. Par ailleurs, une abondance de ressources naturelles n'est pas
suffisante pour étre le meilleur club, mais doit étre accompagnée d'institutions de qualité.

Mots clés : Ressources naturelles, Organisation mondiale du commerce (OMC), Accords Commerciaux
Régionaux (ACR), Convergence, Zone panarabe de libre-échange (PAFTA)
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General Introduction




The natural resources endowment and its effects on general economic aspects is one of
the most important issues at both academic and political levels. In fact, they are
indispensable inputs for production and also necessary for maintaining a high quality in
standards of living. In recent years, the share of natural resources in world trade has
increased from 15 percent to about 30 percent of world total trade between 1995 and 2015,
see Figure (I.1). In addition, there are some regions in the world that heavily depend on
natural resources such as: Africa, the Middle East and North Africa (MENA) and the
Commonwealth of Independent States (CIS), see Figure (I.2). Indeed, the importance of
natural resources in international trade and their role in economic growth and
development process of many economies depends on several geographical and economic

dimensions.

First, natural resources are unevenly distributed between countries. They are
concentrated in small number of countries while others have limited domestic supplies.
This disparity makes for profitable trading opportunity among countries. Therefore,
international trade allows moving natural resource from abundant areas to poor areas and

alleviating the disparity between them, (Fouquin and al. 2006)

Second, one important implication of the uneven distribution of natural resources between
nations is the dominant position of this sector in many countries. Many natural resource
producers depend totally on resource exports, where their exports tend to be highly
concentrated in few products and trade can encourage over-specialization in resource
extraction. Hence, this endowment of natural resources increased the contribution of
mining and agriculture sectors in GDP in these countries. From sample of 200 countries
over the period (1995-2015), there are about 80 countries that their share of natural
resource in total exports is more than 40 per cent, about 70 countries that their
concentration index is more than 0.40 and about 40 countries that the contribution of
mining and agriculture in GDP is more than 20 per cent, see Table A.1 in appendix. These
statistics reflect the importance of natural resource sectors in these economies. Therefore,
1t poses some policy challenges, in particular making difference between natural resources

curse and their role in the development.




Figure 1. 1: Share of natural resource exports of total world exports, 1995-2015
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Figure I. 2: Shares of natural resource by regions, 1995-2015 in average
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Third, natural resources provide a variety of products. We can distinguish between three
main categories of natural resources, agricultural raw materials, minerals and fuel. There
are several rationales for this distinction. At first, the impact of each type of natural
resources on growth is different. In a study to what extent does the kind of endowment in
natural resources have an impact on growth, Fouquin and al. (2006) show that there is a

strong correlation between the kind of international specialization and growth. A simple
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comparison between specialization structure and growth per head yields that the group of
countries which show the strongest specialization in manufacturing reach the highest
unweighted average annual GDP per head growth over the 1993-2003 period with 2.9%,
followed by countries specialized in agriculture with 1.50%, then by those specialized in
minerals with 1.47% and finally by oil-rich countries with the lowest average growth of
0.76%. According to the same study, dependency on resource exports varies according to
the kind of commodity considered. It is very high for energy exporters: it ranges from more
than 93% of total exports are made of energy in the case of Algeria to 32% for the sixteenth
country of the sample called here the rest of sub-Saharan Africa, compare to a maximum
of 21% for Papua New Guinea to 2% in Argentina for minerals and 54% to 12% for
agricultural products specialization.! This manner of distinction is related also to the
impact on the diversification in manufacturing industries. For instance, in an empirical
study of 73 countries from 1962 to 2000, Fuentes & Alvarez (2006) show that the mineral-
abundant countries are unlikely to ever become net exporters of relatively capital-
intensive goods. This is because of the combination of capital scarcity, mineral abundance
and high world prices for primary mineral commodities. Most mineral-abundant countries
are characterized by a relatively low capital-labour ratio and a capital-intensive mining
sector. Given this situation, a relatively high price for the mining good implies that it is

always produced, thereby taking up the extra capital accumulated by these countries.

Fourth, the fluctuation of prices in the global market is one of the most important
characteristics of natural resources commodities compared to other goods. This fluctuation
of prices is a source of uncertainty that adversely affects investment and production
decisions. According to International Monetary Fund (IMF), the average annualized of
price volatility for fuels is 24.83 % and the prices jumped 230% during the period 2000-
2014. Prices for minerals and metals have also dramatically fluctuated in recent years, its
average volatility is up to 17.25% and the prices of mining products rose 161% for the same
period. Price volatility for agricultural raw materials is much less than for other types of
natural resources, prices advanced at the relatively modest rates of 41 %, and the average
price volatility is less than the fuel and minerals which is 10.88%. Concerning food and
Beverage products, their prices have increased about 112 %, and the price volatility is less
than others, it is up to 10.63%, see Table 1.1. In addition, volatility in the price of natural

resources has long been considered a problem for countries that are heavily reliant on

11 Other studies like Auty (1997), Isham (2001), Isham et al. (2005) and Boschini et al. (2007) state
that the types of natural resources available in a country determine its rate of economic growth.
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commodity exports. According to the study of Fouquin and al. (2006), there are also large
differences in growth volatility that is measured by the standard deviation on GDP growth
applied to the different categories of countries. They note that the volatility of economic
growth in countries specialized in energy up to 6.6%, while it is up to 5.2% for countries
who are specializing in minerals, and agricultural countries, where the standard deviation
on GDP growth is 3.6%. While manufacturing specialization coincides with the high
diversity of products, which reduces volatility, with just 2.9%. Because of the high number
of producers and intensive competition that puts a break on price hikes. Volatility in the
price of natural resources is also a concern for countries that are heavily reliant on imports
of these products. This has especially been the case for oil, due to its prominence as an

input into production in virtually every sector.

Table 1. 1: Average annualized volatility and of primary commodity prices (2000-2014)
Agricultural Raw

Food and Beverage Metals Energy

Materials
Average Annualized 10,63% 10,80% 17,25% 24,83%
Volatility
Rate of change 112,48% 41.04% 161.78%  230.52%

Source: IMF Primary Commodity Prices
Author’s calculations

The last characteristic of natural resource goods is the low applied tariff. Table 1.2 shows
that the applied tariff in the natural resource sectors is generally lower than total products

and then manufacturing and food sectors.

Table I. 2: Simple average applied tariff rates for different sectors, 2005 and 2015

Total Agricultural . Manufactured Food
. Fuels Minerals .
Trade raw materials goods items
2005 10.20 6.33 5.86 5.98 9.74 16.49
2015 8.95 5.78 4.90 5.78 8.46 8.46
Source: World integrated Trade Solutions (WITS)
Calculated by Author

These economic and geographical features of natural resources, especially their uneven
distribution across economies, plays an important part in explaining international trade.
Traditional trade theory emphasizes that differences in factor endowments induce
countries to specialize, and to export certain goods or services where they have a
comparative advantage. This fosters a more efficient allocation of resources, leading to an
increase in global social welfare — the “gains from trade”. Relative differences in countries’
resource endowments are key to the standard version of the Heckscher-Ohlin theory of

international trade. Hence, endowments of immobile and scarce natural resources may
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form a source of comparative advantage that guides the pattern of international trade.
Consistent with this theory, Leamer (1984) finds that the relative abundance of oil leads
to net exports of crude oil and that coal and mineral abundance leads to net exports of raw
materials. Trefler (1995) finds similar results with respect to trade in resource-intensive
goods. This includes cases in which the natural resource is directly exported (after a
minimal amount of processing), rather than being used as an input in another good that

is later sold in international markets.

The Heckscher-Ohlin theory has been modified and extended by introducing other factors
besides resource endowments, such as transportation costs, economies of scale and
government policy, that also influence comparative advantage. Complementary inputs,
such as technology, capital and skilled labor, are also significant when a natural resource

sector is characterized by difficult or technically complex extraction processes.

Recent empirical literature finds support for traditional theory. However, it also suggests
that only when other determinants of comparative advantage — such as infrastructure,
schooling and institutional quality — are in place does the resource-abundant country reap
the full benefits of exchanging its resources with countries that have relatively high
endowments of capital and skilled labor and import capital-intensive goods in return.
Variables such as education, infrastructure and institutions have also been observed to
affect sectoral patterns of natural resources trade (Lederman and Xu, 2007). Only when
these other determinants of comparative advantage are in place will a resource-abundant
country tend to export resources to countries with a relative abundance in capital and
skilled labour and import capital-intensive goods in return (Davis, 2010). In short, natural
resource endowments may represent a necessary but not sufficient condition for the

production and export of resources or resource-intensive goods.

On the other hand, low tariffs on natural resources has an impact on traditional trade
policy instruments. According to the literature, the more tariffs are higher; more benefits
will be generated from the removal or reduction of tariffs. While the use of tariffs is less
prevalent in natural resource sectors than in other goods markets, using other trade policy
instruments is more frequently. These policies principally consist of export taxes, quotas
and prohibitions; import tariffs; non-tariff measures; and subsidies. However, the
motivations and effects of policy interventions may differ in certain ways on account of the

particular characteristics of natural resource markets.

For natural resource exporters, export taxes or restrictions can serve several purposes.

They can increase the rents received by the exporting country through an improvement in

13



its terms of trade. Where resource-exporting countries face problems of open access, they
can also help to address the over-exploitation of the resource. They can assist countries
facing volatile commodity markets to stabilize producer revenues. Export taxes on a
natural resource reduce the domestic price of the product in question. This can help to
soften the impact of rapidly rising world prices in the domestic market, thus protecting
local consumers. Export taxes have also been used to avoid deindustrialization (the so-
called Dutch disease) and to promote infant industries or diversification. Since natural
resources are used as inputs in many higher value-added industries, export taxes can work
as an indirect subsidy to manufacturing by reducing the price of resource inputs. Finally,
they can form part of a response by natural resource exporters to tariff escalation in their

trade partners’ markets.

For resource-importing countries, import tariffs can help “capture” some of the rents
earned by exporters with market power. A tariff imposed by the resource-importing
country will reduce foreign demand for the resource and so mitigate, to some extent,
problems of over-harvesting and help to conserve the resource stock. Faced with “Dutch
disease”, industries that have been adversely affected by a boom in the natural resources
sector can be partly sheltered by being given some degree of import protection through
tariffs. Even if the immediate effect of a tariff is to increase the domestic price in the
importing country, rigidity in supply means that the burden of the tariff will eventually
fall on the exporter. The export price will fall to the point where the tariff-inclusive price
in the importing country is equal to the price prevailing before the introduction of the

tariff.

Subsidies can have rent-shifting and beggar thy neighbour effects, but they may also be
used to address legitimate policy objectives. Economic theory generally supports the use
of subsidies in case of market failures. A well-known case is that of “green” subsidies.
Subsidies to natural resource industries, such as fisheries, will worsen the exploitation of
stocks that already suffer from open access. Everything depends on what subsidies
governments are deploying, and whether they are responding to public welfare concerns

or pressures from narrow interest groups.

Another implication of the uneven distribution of natural resource between countries is
that they often represent a disproportionate share of economic production and exports in
certain countries. Countries in which natural resources dominate the economy run greater
risks of suffering from the resource curse if trade merely intensifies resource dependency.

It is often claimed that an increase in revenues from natural resources can deindustrialize
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a nation’s economy by raising the real exchange rate and thus rendering the
manufacturing sector less competitive. This tendency towards deindustrialization has
been called the “Dutch disease”. Indeed, this type of deindustrialization can be direct or
indirect. It is direct when production shifts from manufacturing to the natural resources
sector, and indirect when additional spending caused by the increase in natural resource
revenues results in a further appreciation of the real exchange rate. However, trade may
also offer opportunities for diversification of the production base and therefore reduce
dominance. The latter effect will depend largely on whether governments pursue relevant

supporting policies for diversification.

Views have differed over the years as to whether natural resources are a “blessing” or a
“curse” for economic development. Many economists have seen natural resource
endowments as key to countries’ comparative advantage and critical to economic growth,
while others have argued that dependency on natural resource exports can trap countries
in a state of under-development. The empirical literature does not reach a consensus on
whether natural resource abundance leads to slower or faster growth. Earlier studies
identified a negative relation between growth and resource dependency, even after taking
into account a large number of other possible determinants of slow growth, such as terms
of trade changes, investment activity and institutional quality, see (Sachs and Warner,
1995; Gylfason et al., 1999; Torvik, 2001, 2009; Mehlum et al., 2006a & 2006b; Rajan and
Subramanian, 2011; Raveh, 2013). More recent empirical contributions have criticized the
finding that natural resource abundance is a curse, arguing that natural resource
dominance can have zero or even positive effects on growth if abundance is correctly
measured (Lederman and Maloney, 2007; Rambaldi et al. (2006) and Brunnschweiler and
Bulte (2008)), additional variables that correlate with resource abundance are taken into
account (Manzano and Rigobon, 2001; Davis, 2008) and depletion of the resource over the
sample period is factored into the assessment (Davis, 2006; and Alexeev and Conrad,

2009).

These economic and geographical features of natural resources, especially their uneven
distribution across economies, affect two issues. First, the potential gains from the
regulation of international trade. The second issue consists on the economic convergence
between countries. In fact, there two forms of international trade regulation; one is
multilateral ruled by World Trade Organization (WTO), and the other is bilateral or
plurilateral in the form of Regional Trade Agreements (RTA). Next, we will provide the
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linkages between the abundance of natural resources and the WTO, the regional

integration and convergence.

The WTO has 164 members, representing about 98% of international trade and it has two
main objectives. First, it aims to promote international trade by removing the tariff
barriers imposed between countries. Second, it engages to resolve trade disputes between
member countries. However, the impact of the WTO on international trade is a question
that is not yet settled at the academic level. Some studies found that the accession to WTO
does not contribute to increase the international trade between countries. Thus, there are
other factors that determine global trade flows between nations. In contrast, others
studies were able to prove that the WTO contributed to promote trade between members.
Academic studies have also raised the question of the asymmetry in the impact of the WTO
on developed and developing countries. There is also no unified view on this subject, some
studies have found that developed countries benefit more from WTO accession than

developing countries, while others have found the opposite.

The International Monetary Fund (IMF, 2015), classified 34 countries as developed
countries and the rest as developing economies. These latter are not homogenous in
several dimensions. However, we principally focus on two. First, developing countries are
heterogeneous in terms of the growth of markets, where IMF (2015) classified 23 countries
as emerging countries. This implies that there are developing countries which are
characterized by emerging markets while others are not. In addition, they are dissimilar
in terms of their economic structures depending on the natural resources endowment. This
presuppose that there are natural resource-rich countries and natural resource-poor

countries. Besides, they are not homogeneous in terms of the growth of markets.

The share of developing countries in international trade has increased in recent decades.
Furthermore, accession to the WTO has become one of the most important objectives of
these countries in order to increase the gains from international trade. Nevertheless, this
heterogeneity between developing countries, in terms of economic structures, makes the
gains from the accession to the WTO a debatable issue. Based on previous studies in the
literature, our interest is to continue the research about WTO effects on developing
countries within the framework of natural resources endowment. Therefore, we
hypothesize that there are potential asymmetric effects of WTO across resource-rich and

resource-poor developing countries.

Another form of the international trade regulation is the Regional Trade agreements

(RTA). They have dramatically increased over the past years. This reflects the rise of
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regional blocs (regionalism) in the international economy. However, regional blocs among
developing countries are characterized by a low level of intra-regional trade among
member countries compared to their trade with the outside world.! Therefore, the interest
of the subject is to investigate one of the reasons for the decline of intra-regional trade in
some regional blocs, namely the inequitable distribution of natural resources between
countries. Does the presence of different countries in terms of the abundance of natural
resources affect the gains of regional integration? Or that there are other reasons for this
decline in intra-regional trade. Economic literature investigated the effects of the regional
integration from both theoretical and empirical perspectives. The latter documented that
there are static effects measured by trade creation and trade diversion. Investigating these
effects in the context of natural resources endowment is somewhat different. This is
because, relative to manufactured goods, tariff and non-tariff barriers on natural resource
commodities such as oil, natural gas, metals and minerals tend to be low (Carbaugh, 2007).
Hence, the analysis of potential trade creation and trade diversion effects in a resource-
abundant region will be a function of the extent of specialization of countries, in particular

between natural resource-rich and natural resource-poor countries.

In order to understand the impact of natural resource endowment on the gains from the
regional integration, we will provide the incentives and the disincentives for both resource-
abundant countries and resource-poor countries to enter into a regional integration

schema.

For resource-rich countries, they have some disincentives for establishing regional
integration agreements. Fouquin et al. (2006) present some them. First, they will have few
incentives to trade with each other, especially when they are abundant in same natural
resource. Second, resource-rich countries are world market oriented, so the integration
schemes especially between developing countries don’t appear as major export markets for
them. Third, resource-rich countries often suffer from trade diversion in manufacturing
not only because their production structure traditionally lags behind that of the industrial
centres in the schemes and is characterised by dualism. The main reason is that
fluctuating world market prices often expose them to temporary Dutch disease shocks.
Such shocks insert additional uncertainty into investment decisions, fuel currency
overvaluation and resource rent appropriation, impede diversification efforts and bias the
production structure of the countries concerned towards the primary sector. In some cases,

resource-abundant countries are not interested in deeper integration or even cause trade

1 See Table A.12 in the appendix.
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policy disputes with their partners countries when they restricted their resource exports,
officially to protect the natural capital stock and the environment but in fact in order to
implicitly subsidies their domestic processing industries. Politically, the dependency of
economies on the natural resource may shape the perception of policy-makers. They are
often considered as a natural and strategic capital stock which should be at the exclusive
disposal for national purposes and not be opened to access for member countries in an
integration scheme. Finally, the resource rich country may suffer from a significant
amount of trade diversion as the resource poor country benefiting from the preferential
access can increase its exports to the resource rich country of manufacturing goods, hence
the resource rich country substitutes imports from the relatively more efficient rest of the

world towards the regional partner, (Venables, (2009)).

On the other hand, resource abundant countries have some incentives to enter into a
regional integration agreement. They are principally provided in the report of WTO (2010).
First, regional integration may actually help resource-abundant countries to diversify
their export basket and break into the chain of global manufacturing production. Second,
resource rich countries possibly concerned about the “resource curse,” including the
damage that large foreign exchange windfalls might inflict on other sectors of their
economies. This true with the economies which are labor constrained, where further
resource earnings accumulated as foreign assets. For example, a resource boom often leads
to inflation in the construction sector as supply bottlenecks are encountered. More
generally, spending from resource revenues will be met by a combination of increased
output and crowding out of other expenditures. But the economy has hit full employment,
so no more labor is available to produce further income. In this case, regional integration
appears to be a way of solving the problem. In fact, there are other channels for spreading
integration benefits — notably migration. Regional integration allows the resource-rich
country to import more labor from neighbor labor abundant countries to meet further
potential production, which in turn it helps to reduce the effects of "Dutch disease".
Politically, resource abundance today is a major asset in forming political regional
coalitions and may encourage specific countries to claim a driver seat of regional
integration once they are prepared to shoulder some burden of partner countries. Third,
regional trade agreements can contribute to reduce the effects of the volatility in the price
of natural resources on resource-rich countries. This is by ensuring access to the resource

supplies by regional partners when the prices decline.
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For natural resource-poor countries, they have some incentives for establishing regional
integration agreements in resource abundant region. First, regional integration enables
them to earn foreign exchange via their exports to the resource-rich partner. The benefits
arise as the prices of these regionally traded goods are bid up, raising wages and creating
a terms of trade gain for the resource poor economy. Second, as they will benefit from
privileged access to markets inside the agreement and will be able to import more natural
resources from the resource rich country. Regional integration is therefore a powerful tool
for spreading the benefits of resource wealth within the region, thus it creates incentives
for resource-poor countries to enter into regional economic integrations. However, the
existence of many resource-poor countries in the same region leads to increase the
competition between them, and thus countries that are less competitive may suffer from

trade diversion, (Venables, (2009))

From above analysis, according to the literature, we hypothesize that the gains from
regional integration in resource rich regions are unevenly distributed between countries.
This reflects the potential for conflicts of interest between resource-poor countries that
seek to regional integration, and resource-rich countries that prefer non-preferential

opening.

After examining its impact on the regional integration gains, the disparity between
countries in terms of natural resources endowment raises another issue: the success of the
economic convergence between integrated countries. In fact, one of natural resources-rich
regions in the world is the Middle East and North Africa (MENA). This region has some
economic and geographical characteristics that need to be put at the center of convergence
analysis. First, natural resources, especially in fuel, are abundant in the region but
unevenly allocated across countries. This implies that countries have different economic
structures in terms of the dependency on the natural resources. Some countries heavily
depend on natural resources, where the contribution of mining sector in GDP and the
share of fuel exports of total exports are high. Others economies are not abundant in
natural resources and depend on agricultural and manufacturing sectors. According to
World Bank’s classification (2008), the region consists of resource-poor, labor-abundant
economies (Djibouti, the Arab Republic of Egypt, Jordan, Lebanon, Morocco, and Tunisia);
resource-rich, labor-abundant economies (Algeria, the Islamic Republic of Iran, Iraq, the
Syrian Arab Republic, and the Republic of Yemen); and resource-rich, labor-importing

economies (Bahrain, Kuwait, Libya, Oman, Qatar, Saudi Arabia, and the United Arab
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Emirates). Figures (from A.1 to A.4) in the appendix show this disparity between countries

in terms of natural resources endowment.

However, the economy of the region has been heavily influenced by several factors, such
as energy sources, and demographic and institutional characteristics. Over the last fifteen
years, the growth performance of the MENA region as a whole, despite its natural
resources richness, has been unsatisfactory and not in line with other developing
countries. In comparison with other regions in the world, growth rates in the MENA
countries have been remarkably volatile and lower than other regions in the world. This
volatility is only partly due to political and social instability, to the wars or to the marked

fluctuations in oil prices that have characterized the history over the last century.

On the other hand, MENA countries tend to establish several regional integration
schemas between them. According to WTO, there are different intra-regional RTA in
MENA region such as; Pan Arab Free Trade Agreement (PAFTA), The Gulf Cooperation
Council (GCC) and AGADIR. However, PAFTA is considered as the largest regional
integration schema in MENA region. It aims to create a free trade area agreement between
Arab countries. It contains 18 of the 22 Arab League Member States. The agreement was
signed on 19 February 1997 and entered into force on 1 January 1998. It was signed
originally by Bahrain, Egypt, Iraq, Jordan, Kuwait, Lebanon, Libya, Morocco, Oman,
Qatar, Saudi Arabia, Sudan, Syria, Tunisia, United Arab Emirates and Yemen. Algeria
and Palestinian and Authority of the West Bank and the Gaza Strip joined the agreement
later and there are possible members in the future: Comoros, Djibouti, Somalia and
Mauritania. Duties and other restrictive regulations of commerce on substantially all
trade between the signatories had to be eliminated by 31 December 2007. However, duties
have been eliminated as of 1 January 2005. In addition, most countries of PAFTA tend
also to liberalize trade by joining the WTO. All member countries are members in the

WTO except; Algeria, Iraq, Lebanon, Libya, Sudan and the Syrian Arab Republic.

These characteristics make the study of the issue of economic convergence in such region
different. Our interest of the subject is to analyze convergence process between some
MENA countries after 20 years from establishment of the PAFTA. Did this regional
integration contribute to reinforce the convergence between Arab countries in the MENA?
What are the factors of convergence between the PAFTA countries? Does the abundance

of natural resources in certain countries contribute to convergence or it impedes it?

In general, the economic growth literature has considered three main concepts of

convergence, namely o-convergence, B-convergence and club convergence. The first type
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introduced by Barro and Sala-i-Martin (1991) refers to a process in which the dispersion
of real income per capita among a group of economies tends to decrease over time. The
concept of B-convergence refers to a process in which poor regions grow faster than rich
ones, such that the poor regions catch up to the rich ones in terms of the level of per capita
income through time. This concept of convergence, introduced by Baumol (1986), is directly
related to the neoclassical growth model (Solow 1956). Lastly, the term ‘convergence club’
was first introduced by Baumol (1986). A convergence club is a group of economies whose
initial conditions are similar enough to converge towards the same long-term equilibrium

for countries displaying similar structural characteristics.

Thus, we hypothesize that the natural resource endowment has impact on the process of
convergence among member countries of PAFTA. The investigation of this hypothesis
allows us to conclude three points. The first is to determine the role of natural resources
as a factor of convergence between PAFTA countries. The second underlines the impact of
the existence of dissimilar members, natural resource-rich countries and natural resource-
poor countries, on the economic convergence among PAFTA countries. Finally, the effect

of natural resources in the setting up of potential convergence clubs within PAFTA.

From above introduction, the aim of this thesis is to examine on the one hand, the effect
of the unequal distribution of natural resources between countries on the gains from WTO
and RTA membership, and on the convergence process in MENA on the other. Therefore,

it consists of three main chapters.

In the first chapter, we empirically examine the impact of the WT'O on member countries,
especially developing countries, in the context of the natural resource endowment.
However, developing countries are not homogenous in terms of their economic structures,
which depend on the natural resources endowment, and their growth of markets. We
follow tow-step procedures of analysis. Firstly, we classified our sample of countries, using
cluster analysis and IMF classification, into 5 main categories; advanced countries,
emerging natural resource-rich countries, non-emerging natural resource-rich countries,
emerging natural resource-poor countries and non-emerging natural resource-poor
countries. Secondly, we rely on the gravity model as an analysis tool, using dummy
variables for each category, to quantify if there are asymmetric gains from the accession
to the WTO on developing countries. This study is considered as an extension of the

literature by studying the effects of the WTO on member countries.

The second chapter aims to investigate empirically the regional integration gains in terms

of trade creation and trade diversion in natural resource-rich regions. We used also gravity
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model approach with an extension of three different sets of RTA dummy variables for 6
regional integrations that are rich-based in natural resource. This approch is considered
as a genuine instrument to explore trade creation and trade diversion effects in terms of
both exports and imports. In this chapter, we follow a two steps-analysis. The first one
alms to estimate a basic gravity model in order to explore the overall effects of the six
RTAs. Then, in the second step, we provide further analytical specifications to estimate
how the effects of regional integration are likely to be distributed across countries
depending on the abundance of natural resources. We put forward an augmented gravity
model, in the spirit of Carrere et al. (2012), and analyze how patterns of trade creation
and trade diversion vary across bilateral pairs. The latter depends on whether the exporter
or importer is a resource-rich or resource-poor country. This step of analysis allows us to
discuss some major issues evoked in the literature: complementarity between countries
with different economic structure, trade creation and trade diversion, diversification of
production and export structures of natural resource-rich countries and the relationship

with the rest of the world.

In the last chapter, the objective is to examine the issue of convergence in MENA region,
in particular among PAFTA members. In general, the empirical literature on convergence
in MENA region is still scarce as compared to other areas and their results are quite
diverse. Our methodology consists on studying three concepts of convergence, namely o-
convergence, B-convergence and club convergence. Beforehand, we examine the o-
convergence across PAFTA member countries. This step shows if the dispersion of real
income per capita among a group of economies tends to decrease over time. Our second
approach is to examine the conditional convergence within PAFTA member countries. This
step has two main purposes. First, we investigate the factors of convergence, including
natural resources endowment, between PAFTA member countries. Second purpose is the
impact of the existence of both resource-rich countries and resource-poor countries on the
convergence among PAFTA members. We use panel data approach following most
empirical studies based on the system GMM estimator. Last approach is to investigate the
presence of club convergence in PAFTA region. To tackle this issue, we propose a two-step
procedure. First, we endogenously identify groups of countries that converge to the same
steady state level using club clustering algorithm methodology proposed by Phillips and
Sul (2007). Then, the potential formation of a club suggests that there might be common
factors among a group of countries leading them to converge to a similar steady state.
Hence, we estimate several ordered logit models and analyze which factors - including

natural resource endowment - play a role in determining club membership.
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Chapter (1): Natural resources
endowment and WTO
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1.1 Introduction

Since its inception in 1995, it is widely believed that the International Trade Organization
(WTO), and its predecessor the General Agreement on Tariff and Trade (GATT), enhance
trading systems and promote global trade. The WTO states that: “The WTO is the only
international organization dealing with the global rules of trade between nations.” Further,
it states that its “..overriding objective is to help trade flow smoothly, freely, fairly and
predictably.”t In fact, the WTO comprises 164 members representing about 98 percent of
international trade. However, the International Monetary Fund (IMF) classified 34
countries as developed economies, and the rest as developing countries.2 This shows the
dissimilarity between member countries in terms of development level. Besides, the IMF
classified some developing countries as emerging markets. This implies that they are not
homogeneous in terms of the growth of markets also, where there are developing countries
characterized by emerging markets while others are not. In addition, one of the main
economic and geographical features of natural resources is the unequal distribution
between nations, in particular between developing countries. Therefore, these latter are
heterogeneous in terms of their economic structures depending on the natural resources
endowment. This presupposes that there are developing countries that are rich in natural

resources and others are poor.

The literature measuring the effects of GATT/WTO membership on trade flows has
remarkably produced diverse results. Meanwhile, it principally focused on the asymmetric
effect of GATT/WTO between industrialized and developing countries. Therefore, the
objective of this chapter is to investigate the potential asymmetric effect of the WTO across
countries, in particular between developing members. For this purpose, according to level
of development, emerging market and natural resources endowment, we classified our
sample of countries into 5 main categories: developed countries, emerging natural resource-
rich countries, non-emerging natural resource-rich countries, emerging natural resource-
poor countries and non-emerging natural resource-poor countries. Thus, this study is

considered as an extension of previous studies on the effects of the GATT/WTO.3

1 Taken from http:/www.wto.org/english/thewto_e/whatis e/inbrief e/inbr00_e.htm.

2 International Monetary Fund. (2015). World Economic Outlook: Adjusting to Lower Commodity
Prices. Washington

3 Henceforth we use GATT/WTO as a synonym for expressing the impact of both the General
Agreement on Tariff and Trade (GATT) and World Trade Organization (WTO), while WTO as a
synonym for the impact of World Trade Organization (WTO).
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This chapter is structured as following. Section 2 reviews the literature related to the
impact of GATT/WTO. Section 3 presents the methodology used in the analysis which is
based principally on the gravity models. Section 4 discusses the estimations results.

Finally, Section 5 concludes the chapter.

1.2 Literature review

Given that the multilateral trade liberalization has been one of the aims of the
GATT/WTO, it seems reasonable to believe that the GATT and the WTO have had a major
impact on world trade. This view was initially cast in doubt by Rose (2004) who found no
evidence of GATT/WTO effects on bilateral trade flows. A considerable number of papers
in recent years have addressed this issue attempting to solve this mystery. The subsequent
studies have provided mixed results not only about the overall impact, but also on the
channels through which the effect operates (the intensive and the extensive margins of
trade),! and the potential asymmetries that may exist across groups of countries and

periods.

In this section, we will review the previous studies on the effects of the GATT/WTO on the
international trade. We categorize the studies according to their objectives. First, there
are studies investigated the overall impact of the GATT/WTO on the trade flows. Second,
others examined the impact of the GATT/WTO on the intensive and extensive margins of
trade. In addition, some authors studied the impact of the organization on the
international trade but at disaggregated level. There are also studies that examined the
possible asymmetric impact of WTO across countries, especially between industrialized
and developing countries. Finally, some studies found that the impact of the WTO varies

from time to time.

1.2.1 Impact of WTO on global trade

With regard to the overall impact of the membership of the GATT/WTO on the
international trade, the paper of Rose (2004) is considered as the initial examination of
this issue. Using a gravity model based on a large panel dataset (178 countries over the
period 1948-1999), he could not find significant positive effect of the GATT/WTO

membership on trade flows. Later, Tomz et al. (2007) were the first that tried to comment

! We define the extensive margin as the number of varieties that are exported to each destination
country, and the intensive margin as the average value of exports by variety, (Berthou and
Fontagné, 2008).
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on this unexpected conclusion. After updating Rose’s dataset to include not only de jure
but also de facto GATT/WTO membership, they concluded that the GATT/WTO
substantially increased trade by 72% if both trading partners are GATT/WTO members
and by 30% if only one participates. However, Rose (2004) and Tom et al. (2007) used

average bilateral trade and ignoring the multilateral resistance terms.

Subramanian and Wei (2007) focused on several asymmetries in the GATT/WTO system
utilizing a properly specified empirical framework that controls for multilateral resistance
terms. Using bilateral import flows (unidirectional trade) from 1950 to 2000 at five-year
intervals, they initially worsen the Rose results about the ineffectiveness of the
GATT/WTO in increasing trade. They found that membership has significant negative
effects on trade when membership in the GATT/WTO is undifferentiated across groups of
countries: the average WTO members trade about 22% less than the average non-WTO

members.

Eicher and Henn (2011) unified Rose (2004), Tomz et al. (2007) and Subramanian and Wei
(2007) approaches with the aim of minimizing several potential omitted variable biases.
Their framework controls comprehensively for three sources of omitted variable bias
(multilateral resistance, unobserved bilateral heterogeneity and individual PTA trade
effects). Using Subramanian and Wei (2007)’s dataset with some adjustments, they didn’t
find evidence of positive GATT/WTO trade effects. Moreover, they show that multilateral
resistance controls are suffice to negate GATT/WTO trade effects, concluding that all
previous approaches produce the result that GATT/WTO membership does not generate

statistically significant trade effects.

In contrast, Chang and Lee (2011) re-examined the GATT/WTO membership effect on
bilateral trade flows using nonparametric methods including pair-matching, permutation
tests, and a Rosenbaum (2002) sensitivity analysis. Using Rose (2004) dataset, their
results suggest that membership in the GATT/WTO has large trade promoting effects that
are robust to several restricted matching criteria, alternative GATT/WTO indicators, non-
random incidence of positive trade flows, inclusion of multilateral resistance terms and

different matching methodologies.

Cheong et al. (2014) demonstrated that although accounting for multilateral resistance
terms with country-year fixed effects can mitigate omitted variable bias, it creates a
hitherto unnoticed multicollinearity problem that can lead to very different estimates with
even very small changes in data coverage. The multicollinearity problem arises from the

structural relationships between the two variables used throughout in the literature to
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indicate whether one 