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1. Introduction
Those low-income countries that export non-agricultural commodities are
in the midst of a resource transfer. It is undoubtedly the biggest opportunity for transformative development that these societies have experienced, dwarfing both aid and previous commodity booms. To get it in
proportion, in 2004 commodity exports from Sub-Saharan Africa
accounted for 146 billion US dollars or 28 percent of the region’s GDP,
while aid amounted to 5 percent of GDP. Compared with the boom of the
1970s many more countries are beneficiaries: the push to diversify sources
of supply has resulted in exploitable discoveries in places that were previously political no-go areas. Further, whereas the boom of the 1970s was
conjured up by the OPEC cartel, this one is grounded in Asian growth and
so is intrinsically less precarious. In this paper we draw on a range of new
research that provides a prognosis of prospects, a diagnostic of likely
problems, and prescribes an agenda for international action. The paper is
organized around these three objectives.
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2. Prognosis
Our prognosis concerns the consequences of high commodity prices rather
than a forecast of the path of prices. However, the consequences cannot
entirely be separated from some view as to how prices will evolve. The
statistical analysis of non-agricultural commodity prices finds it difficult to
reject the random walk hypothesis that prices will gyrate around their
present levels. Although there is also some evidence of mean reversion, in
view of the spectacular growth of Asia there seems little reason to expect
that in the near term prices will significantly decline. In what follows, we
assume that on average prices remain at present levels but that they continue to be highly volatile. A major advantage of this assumption is its neutrality: our prognosis for the prospect of commodity exporters is not driven
off any forecast change in prices. To the extent that the reader has priors
on the likely path of prices that differ from the neutrality assumption, the
implications can readily be factored into the subsequent analysis.
Our prognosis of the consequences of the recent rise in commodity
prices is based on statistical analysis (Collier and Goderis, 2007). Ours is
not the first statistical analysis but it is the first to deploy the modern technique of co-integration. The two most influential previous studies were by
Sachs and Warner (1995, 2001) and Deaton and Miller (1995). Sachs and
Warner based their analysis on a cross-section comparison of average
growth rates. Using this approach they claimed to find a ‘resource curse’,
a result that echoed much of the case study literature. However, the crosssection approach faces severe limitations and is treated with considerable
scepticism by many economists. As if to reinforce the doubts of the sceptics, Deaton and Miller’s time series analysis reached precisely the opposite conclusion: the effects of commodity booms looked to be entirely
benign. However, an acknowledged limitation of the vector auto-regression (VAR) technique deployed by Deaton and Miller is that it cannot
investigate long-term effects: the horizon of the analysis is around six years
following the price shock. An advantage of the co-integration technology
is that it enables us to tease out both the short-term relationship between
commodity prices and growth, and the longer-term relationship between
commodity prices and the level of income. This advantage turns out to be
decisive. In fact, we are able to reconcile the apparent contradiction
between the Deaton and Miller results on the one hand, and the Sachs and
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