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The Political Economy of Stabilisation Funds: Measuring their Success
in Resource-Dependent Countries
Gustavo Yudi Bagattini
Summary
This paper seeks to make a meaningful contribution to the literature on the use of
stabilisation funds in resource-dependent countries, by proposing a new manner
by which to measure their effectiveness. Since the 1950s, over 30 countries have
used these instruments to stabilise resource revenues into their budgets to avoid
the resource curse and Dutch disease and/or to save income from non-renewables.
As has been documented by case studies, these countries have had a mixed
record in attaining their goals.
This paper is novel in that it aggregates quantitative results of fund performance
through the compilation of a new database of detailed fiscal indicators for, put
together through the extraction of data from hundreds of IMF documents containing
official government data. The cross-country analysis of fiscal performance provides
a new direction for the measurement of the effectiveness of stabilisation funds and
the underlying political economy reasons for their success or failure.
Because these funds serve a purpose of both stabilisation and savings, it is
argued that their effectiveness should be measured by a success variable which is
an indicator of sustainable fiscal performance. This is defined by its impact along
three dimensions: fiscal revenues, fiscal expenditures and savings. By looking at
the underlying economic and political conditions, as well as the attributes of
stabilisation funds which drive success, some interesting conclusions are reached.
First, stabilisation funds matter. Although there is no a priori economic reason to
create one, their presence leads to better fiscal outcomes.
Second, the governance of stabilisation funds is the most important factor in
determining their success. An independent civil service is positive for success,
while open and regulated political systems are actually found to be detrimental,
contrary to what the literature assumed.
Finally, the rules of the stabilisation fund are also crucial. Discretion over resources
is negative for success, while earmarking is positive. This means that these funds
work best when they are relatively rigid and less susceptible to capture by politicians.
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Introduction
The historically high commodity prices of recent times, combined with new
discoveries of hydrocarbons in some developing countries, have provided a
windfall of revenue for some of the world’s poorest nations. Recent discoveries of
oil and gas, in countries such as Timor-Leste, Chad and Kazakhstan, put the onus
on policymakers to use these ‘blessings’ in a manner which is beneficial to the
widespread development of their countries. While this price boom lasted,
resource-rich countries were receiving increased non-tax revenues, which allowed
them to increase spending, pay off part of their debts, or save for the future.
However, the historical performance of resource-rich countries is grim. Economic
growth is slower than that of countries with more diversified economies. Volatile
international commodity prices make long-term fiscal planning more complex. Procyclical policies lead to overheated economies, increased deficits and unsustainable
fiscal positions. Dutch disease (the appreciation of the local currency due to the
capital inflow of resource revenues) affects competitiveness and export
diversification. Large infrastructure projects are poor investments or a facade for
stealing from government coffers. Rent-seeking behaviour creates vicious cycles
of corruption and capital evasion, and fuel military spending and civil wars.
Poverty is still widespread.
One measure that several resource-rich countries have taken to try to avoid this
‘resource curse’ has been the establishment of stabilisation funds.1 A stabilisation
fund is an instrument intended to smooth revenue streams from natural resources
and bring more predictability into the country’s budget. Although varied in shape
and form, these funds have generally been used to decrease volatility and to save
some revenues for a rainy day or for future generations to benefit from proceeds
from non-renewable resources. There have been high expectations surrounding
stabilisation funds and their ability to increase transparency and accountability.
Countries have tried to emulate successful examples in Norway, Chile or
Botswana, but these funds have not been a panacea for fiscal success. Increased
resource revenues lead to increased political pressure for more spending.
Whether due to poor design or lack of opposition, stabilisation funds have been
vulnerable to political discretion and been drawn down to finance larger budget
deficits, or even personal foreign accounts.
Several questions thus arise from this gap between expectations of stabilisation
funds and their real performance. First, how does one define and measure success
for a stabilisation fund? Under what conditions is a stabilisation fund successful?
Are these ex ante conditions, such as the maturity of a country’s political system,
the presence of a strong opposition, or the existence of a free press or an active
civil society? Are they endogenous to the design of the funds themselves? If so,
what characteristics of a stabilisation fund make it more likely to be successful?

1

There are other fiscal measures which can be undertaken, such as the formulation of medium-term
expenditure frameworks, establishment of fiscal rules and use of contingent financial instruments, but
these are outside the scope of this paper. See Barnett and Ossowski (2002) for a brief introduction to
these options.
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And finally, to what degree have countries which recently established these funds
been successful?
To tackle these questions, the paper is structured in the following manner: Section 1
discusses the recent commodities boom and how this affects developing countries,
with a review of the literature on the resource curse. Section 2 describes how
stabilisation funds have been devised as an instrument to combat some of the
curse’s effects. The expectations around and limitations of stabilisation funds are
presented. However, it is recognised that these funds are not homogeneous and
thus a typology of different characteristics of existing funds is presented in Section 3.
In Section 4, it is argued that the starting point for measuring the effectiveness of
stabilisation funds is through the analysis of fiscal indicators. More specifically, one
can look at how stabilisation funds affect the sustainability of a country’s budget
and of the non-resource sectors of the economy. A stabilisation fund success
variable is introduced. Section 5 presents the data and indicators used in the
quantitative analysis. In Section 6, cross-country data on historical fiscal
performance of countries with stabilisation funds are examined, prior to and after
the establishment of these funds. Statistical regressions are also used to identify
the determinants of fiscal outcomes and of stabilisation fund success. Section 7
presents a discussion of the paper’s findings, and how these deviate from our
existing understanding of stabilisation funds. Section 8 concludes with a focus on
the main characteristics that can be found in successful stabilisation funds, policy
implications for resource-dependent countries, as well as suggestions for further
research.
It is argued that the success of a stabilisation fund should be defined by its impact
along three dimensions: fiscal revenues, fiscal expenditures and savings. A new
indicator – success – is measured based on these components of stabilisation fund
success. A statistical exercise is then carried out to determine which attributes of
stabilisation funds and which political economy variables are important for this
success.
The main finding is that, although there is no prima facie economic reason for
their existence, stabilisation funds have generally been effective instruments in
resource-dependent countries that sought to stabilise budget transfers from
resources and save funds for future generations. Although the evidence is mixed,
countries that set up these instruments have improved their fiscal position –
government fiscal balances have improved by four per cent and public debt has
decreased by 19 per cent of GDP, on average.
This does not mean that all resource-rich countries should set up a stabilisation
fund – although there are lessons that can be learned about the type of fund one
should create, the existing governance structures are also crucial for their success.
A more democratic political environment, with an independent civil service, is
more favourable to the successful functioning of a stabilisation fund. However,
there is some evidence that there can be too much participation and change – a
plethora of interests may lead to changing rules for the fund that undermine its
effectiveness. Thus, the fund must be robust to be successful – it needs to be
sufficiently independent, with some resources clearly earmarked to avoid capture
and with little room for discretionary use by the head of state.
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1 The commodities boom and the
resource curse
1.1 The commodities boom
The recent boom in the prices of commodities, such as oil and copper, has
provided a revenue windfall for several countries around the world, many of which
are developing countries without mature democratic institutions and which are
reliant on a single export product. Oil prices are the highest they have been since
the 1970s crisis, while copper prices are at a historical high not seen before.
There are over 100 oil-producing nations in the world, but less than 40 were net
exporters in 2008 (see Table 1.1 below). Of these, practically all are from emerging
markets (Norway, Mexico, Canada and Denmark are the only OECD members in
the list) and the majority have used or are presently using a resource revenue
stabilisation fund.2

Table 1.1 Top world oil net exporters, 2008
Rank

Country

Net exports
(‘000
barrels/day)

Rank

Country

Net exports
(‘000
barrels/day)

1

*Saudi Arabia

8,406

21

*Colombia

319

2

*Russia

6,874

22

*Ecuador

314

3

*UAE

2,521

23

Gabon

232

4

*Iran

2,433

24

Congo

231

5

*Kuwait

2,390

25

Argentina

198

6

*Norway

2,246

26

Malaysia

191

7

Angola

1,948

27

Syria

153

8

*Venezuela

1,893

28

Yemen

148

9

*Algeria

1,888

29

*Brunei

142

10

*Nigeria

1,883

30

*Chad

125

11

Iraq

1,769

31

*Trinidad & Tobago

112

12

*Libya

1,597

32

Denmark

108

13

*Kazakhstan

1,185

33

*Turkmenistan

86

14

**Canada

1,089

34

Cameroon

51

15

*Qatar

1,085

35

Vietnam

33

16

*Mexico

1,057

36

Cote d’Ivoire

33

17

*Azerbaijan

754

37

DR Congo

8

18

*Oman

665

38

*Papua New Guinea

7

19

Sudan

391

39

*Bahrain

5

20

Equitorial Guinea

358

Source: EIA, www.eia.doe.gov
* Indicates country has or has used a stabilisation fund by 2008
** Indicates province of the country has or has used a stabilisation fund by 2008

2

See Appendix I for a list of countries with stabilisation funds.
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With regards to copper-exporting countries, the list includes a smaller proportion
of developing economies, but major cases include Chile, China, Russia, Peru,
India, Kazakhstan, Indonesia and Zambia. The two ex-Soviet nations also feature
among the leading oil exporters shown in the table above.
Among the implications of these increased commodity prices are increased nontax revenues for these countries, usually in the form of royalties and licensing
fees, and budgetary planning required to deal with such revenue volatility. For
example, when Hugo Chavez came to power in 1999, the Venezuelan government’s
oil revenues were $7 billion per year. In 2007, these increased to $43.5 billion and
prior to the financial crisis, it was estimated that the figure would have risen to $75
billion in 2008 (The Economist 2008). The well-documented resource curse theory
has shown that countries with a reliance on natural resources tend to have a
poorer economic performance than countries with more diversified economies.

1.2 Resource curse and revenue volatility
There are several economic and political problems which have arisen in resourcedependent countries. According to the resource curse literature, natural resources
can fuel corruption, economic stagnation and civil war, rather than economic
growth and development.3 For example, Ross (1999) finds that countries with
higher resource dependence have lower HDI values, larger shares of their
population in poverty, spend more on the military and are more authoritarian.
Economic ills include, inter alia, Dutch disease, commodity price volatility and the
fiscal challenge of dealing with increased revenues. Political problems include the
existence of resource rents, which provide room for kleptocracy and decreased
governance, and the substitution of tax revenues for resource revenues, which
decrease political accountability.
The nature of resource extraction has an important impact on a resource-dependent
country’s economy. For example, the oil industry acts as an enclave, employing
few domestic capital and human resources. Thus, revenues coming from this
sector are conceptually more like a transfer or rent, as they otherwise have a
minimal effect on the rest of the economy, with which it has weak positive linkages.
These oil rents are usually paid directly to the government, which must thus act as
the conduit of these revenues into the economy. Because of this, fiscal policy is
crucial to real exchange rate movements.
Dutch disease takes place when the capital inflow of natural resource revenues,
converted into national currency, causes the exchange rate to appreciate.4 This
appreciation decreases competitiveness of the domestic non-resource sectors,
leading to slower growth, inflationary pressures, reduced exports leading to widening

3

4

12

The resource curse is also known as the paradox of plenty (see Karl 1997). Other seminal pieces of
the resource curse literature include Gelb and associates (1988), Sachs and Warner (1995), Ross
(1999) and Auty (2001). Important pieces put forward by NGOs include Global Witness (1999),
Christian Aid (2003) and Gary and Karl (2003).
The ‘disease’ is named after the experience suffered by Holland when gas deposits were discovered
in the 1960s.
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current account deficits and higher unemployment (see Sachs and Warner 1995; Leite
and Weidmann 1999; and Glyfalson, Herbertsson and Zoega 1999).5 Because the
natural resource sector tends to be capital-intensive, the growth of this sector is not
enough to absorb the lost jobs in other more labour-intensive sectors.6 In turn, this
makes the economy de-industrialise and become more dependent on the resource
sector, which reinforces the vicious cycle and also increases economic volatility.
This volatility comes primarily from the variation in natural commodity prices, as
most countries are international price-takers. A resource flow which is not explicitly
linked to the domestic political or economic process, but is rather determined by
exogenous factors (the international price of the natural resource in question),
induces uncertainty in the budget process, as revenues from year to year are not
guaranteed and can vary widely. The larger the proportion of government revenue
that is dependent on the resource, the higher the volatility it can experience, which
makes budgeting more complex.
Another regular feature of resource-dependent countries is the existence of procyclical fiscal policies, leading to increased expenditures during boom periods in
which commodity prices are high.7 A resource boom increases expectations and
contributes to the fomentation of projections of higher future income. This, in turn,
leads to more political pressure to increase spending. These extra expenditures
have subsequently proved to be difficult to rein in during bust cycles, thus leading
to increased deficits and debt stocks, as well as sustainability concerns.
Some countries also used the windfall to embark on large infrastructure projects,
which have a large sunk cost and are usually financed abroad. Unfortunately, these
have proved to have a lower return than other investments and, worse, provided a
vehicle for corruption and influence-peddling. The result is a worsening of the fiscal
accounts, increased debt and the development or enhancement of a culture of
corruption.
The existing literature acknowledges that the presence of natural resource earnings
significantly shapes budget outcomes. Windfall revenues reduce the pressure on
governments to tax their own citizens, thus undermining political accountability.
This ‘substitution effect’ increases the governments’ discretionary power to make
budgetary allocations without necessarily promoting a more equal redistribution of
resources among citizens. In this sense, foreign revenue flows that are administered
by the state may undermine government’s accountability and responsiveness, as
the link between government and civil society is weakened. These inflows also
provide an economic incentive for holding on to power to wield control over these
resources, which can mean paying for political support, increased military spending,
or the development of an autocracy (or even kleptocracy).

5

6
7

The central bank can also buy the foreign exchange and use it to increase foreign reserves and avoid a
nominal appreciation of the currency. However, this may still lead to increased liquidity and real
exchange rate appreciation.
Governments may adopt protectionist policies to protect certain sectors, but these tend to be very costly,
and often unsustainable, measures.
See World Bank (1994) and García Osío et al. (1997) for a discussion of pro-cyclical fiscal policies in
Nigeria and Venezuela, respectively.
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Thus, more recent literature on the resource curse has placed the focus on ‘the
primacy of institutions’ (see Rodrik, Subramanian and Trebbi 2002). Good public
institutions are necessary, as these are responsible not only for the management
of resource revenues, but also for their use in stabilising the economy, spending
on poverty reduction, infrastructure and debt reduction, and the promotion of an
enabling environment with democracy and the rule of law. Mehlum et al. (2006)
argue that it is the quality of institutions what explains the divergence in growth
among resource-dependent countries, by decomposing the original Sachs and
Warner (1995) data.
A series of studies also suggest that the existence of natural resources has a
negative association with the quality of institutions. In other words, they have a
deteriorating effect on existing weak institutions. For example, Lane and Tornell
(1999) argue that this is due to the incentive for rent-seeking. A higher level of
corruption in resource-dependent countries is empirically found through the work of
Leite and Weidmann (1999) and Glyfalson et al. (1999). Boschini, Pettersson and
Roine (2004) find that there are institutional differences among resource-dependent
countries prior to the discovery of the resource, and that these have an impact on
future growth. The implication for this is that the institutional context applies directly
to stabilisation funds: they are least effective where they are most needed. If
institutions are good, the resources can be a blessing and otherwise, a curse.

2 Stabilisation funds
2.1 Defining stabilisation funds
Resource-dependent countries have several policy options available to deal with
the flow of revenues from commodities. One mechanism that has been used for
countries to self-insure by decreasing revenue volatility and, in some cases,
increase transparency, is the creation of a stabilisation or savings fund.8
Stabilisation funds have generally been used in two situations (or both) – to
manage the volatility of export earnings by smoothing transfers to the budget and
to manage earnings from non-renewable sources in order to create a store of
wealth for future generations. Without proper mechanisms that secure revenues
into stabilisation funds, foreign resource inflows may undermine the efficiency or
sustainability of budget outcomes.
In this paper, ‘stabilisation fund’ will be used in a comprehensive sense to refer to
all of those types of resource-based funds that seek to smooth their revenue

8

14

The nomenclature of these funds varies from country to country, or even within states or provinces of
larger countries. The Chilean fund was previously known as the Copper Stabilisation Fund but is now
called the Social and Economic Stabilisation Fund, having its name changed from the commodity to its
function. The Heritage Savings Trust Fund of Alberta (Canada) explicitly mentions the fund’s saving
mechanism. Others have more generic names, such as the Alaska Permanent Fund (in the United
States) and the Kazakhstan National Fund.
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streams and bring more predictability into the budgeting framework. A distinction
must be made with sovereign wealth funds (SWFs), which act as investment
funds and whose primary purpose is to increase the assets of a country or its
government. Not all SWFs are commodity-based or are set up for stabilisation
purposes.9 In some cases, the stabilisation fund is the precursor of the SWF –
once the stabilisation fund has enough assets to fulfil its stabilising function, it may
then seek to increase its asset base through a higher-risk investment strategy, or
a separate SWF may be spun off from the original (e.g. Russia).
Over 30 countries have used stabilisation funds over the past half-century, with a
mixed record.10 The Norwegian fund is generally regarded as the example of best
practice in stabilisation funds.11 Its success has come through a combination of
precautionary measures: a high savings rate and a build-up of foreign assets. Thus,
the country resists ‘potential damage to the non-oil tradable sector from Dutch
disease, and [is] able to withstand negative oil market developments’ (Barnett and
Ossowski 2002: 18). It has also served as a model in the establishment of other
similar funds, such as that in Timor-Leste in 2005. Some have run out of assets
(Nauru), been continuously replaced by new funds (Ecuador), or seen their rules
changed by politicians looking to appropriate these resources or increase spending
(Chad). In the better cases, the countries have generally maintained very good
governance practices, as well as integrated the fund’s operations into the budget
process, thus facilitating the management and supervision of revenues and
preventing off-budgetary spending.12
If stabilisation funds are no guarantee of success, why have so many countries
attempted to set one up? There are both economic and political reasons for this,
which are presented below. I find that it is usually a combination of the two which
leads to the use of this fiscal instrument.

2.2 Economic expectations and limitations
First of all, stabilisation funds can help a country shield itself from the negative
effects of revenue volatility. They reduce the uncertainty arising from fluctuations
in commodity prices and their impact on resource revenues. When prices are high,
revenues are absorbed into the fund to prevent a destabilising flood of revenues
into the budget and the adverse affects of Dutch disease. When they are low, the
fund can release money to the budget, to smooth revenues and allow predictability
in the fiscal environment. Overall fiscal discipline may also be improved, to the
extent that government expenditures are tied to fund revenues.

9
10
11

12

The Sovereign Wealth Fund Institute (2008) has estimated that 61 per cent of SWFs are based on oil
and gas receipts.
See Appendix I.
As of April 2007, it was the second largest pension fund in the world, with a value of over $300 billion, of
which about half is invested in global stock markets (see Norges Bank 2007). To put this in perspective,
Norway has a population of 4.7 million (see Statistics Norway 2007), which means that if the fund was
terminated and paid off as a dividend, each Norwegian would receive $67,000. In contrast, the
Democratic Republic of the Congo, another resource-rich country, has a GDP per capita of about $300.
See Heilbrunn (2002) for a more complete treatment of best practices in the management of natural
resource funds.
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They may also serve a simpler purpose – to save a portion of the proceeds from
non-renewable resource revenues of which future generations can make use. The
theory, thus, is that using all the resource wealth during the lifespan of the resource
is not only economically destabilising, but also unjust to the future generations which
could have benefited from the resource. Savings funds are thus used to substitute
below-the-ground wealth with above-the-ground resources,13 provided that the real
value is kept constant and that only the income from these resources are spent.
However, a stabilisation fund is not a panacea and cannot substitute for good
fiscal policy. It is important to note that there is no economic reason to establish a
separate fund to address issues of stabilisation and savings (see Davis et al.
2001b). The functions of a stabilisation fund can be replicated in a country’s fiscal
policy without the creation of an actual fund. Or as one author put it, it can be
equally said that ‘anything that a government could achieve by means of creating
a constitution could equally be achieved with no constitution if political leaders
simply consistently acted with restraint, coherence, and unanimity’ (see Stephan
2003: 5). One should also clarify that, despite its name, a stabilisation fund cannot
stabilise resource revenues, as these are dependent on international prices, but
rather they can serve to stabilise revenue transfers to the budget.
There is also no guarantee that the mere presence of a fund will prevent the fiscal
authority from spending revenue windfalls or financing increased expenditures
through borrowing. A government may even be able to borrow against the assets
in the fund and thus avoid any income restraints posed by the existence of the
fund. Money is fungible, meaning that the size of the fund can be misleading if
government is borrowing heavily.

2.3 Political expectations and limitations
Perhaps most important are the political and governance reasons for the creation of
a stabilisation fund. First, even if there is no economic reason for establishing such
a fund, the mere act of doing so can be a powerful signalling device to markets and
other stakeholders that policymakers are attempting to stabilise budget revenues.14
Also, a fund can pre-empt kleptocracy through transparent mechanisms which
control its inflows and outflows. If properly designed, it can also contribute to
creating a sense of citizen ownership of the fund’s resources. Some even argue
that such a fund can contribute to reducing the risk of civil war and conflict; for
example, by earmarking a share of commodity revenues to certain regional or
local governments to ensure a fairer regional distribution (see Palley 2003: 3).
Furthermore, focusing on economics ignores the impact of resource revenues on
different stakeholders in government and the private sector. The creation of such
a fund is also justifiable due to political economy considerations, as they allow the
formation of institutional mechanisms to potentially increase transparency and
accountability and decrease rent-seeking behaviour. A stabilisation fund should be
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16

See Corden (1995, cited in Devlin and Lewin 2004: 6).
I thank Mick Moore for bringing up this point.
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designed to make it possible to keep track of the amount of funds that are
accumulated, how these funds are managed and the amounts which get
transferred to the budget, thus increasing public scrutiny of government finance.
Those who back these funds argue that they help to maintain fiscal discipline by
giving institutional support to the idea that a resource revenue boom should not
lead to a similar increase in expenditures, but rather allow for the accumulation of
savings for future use. This is important given the impact of resource rents on the
nature of commodity-exporting regimes.
There are several political limitations to the use of stabilisation funds. For example,
there is no ex ante guarantee that the funds will be used in any redistributive
manner for the benefits of citizens. Also, there is scepticism about the transparency
of these funds and the potential of their use to hide a country’s true fiscal position.
Thus, as described at the end of the previous section, some argue that stabilisation
funds do not increase governance and transparency, but rather require them to
function properly.

3 Typology of stabilisation funds
3.1 Characteristics of stabilisation funds
There are several examples of these funds, which vary from country to country in
the manner in which they are created. The main characteristics of a stabilisation
fund can be defined as: its purpose, the source of revenues, the rules determining
how revenues flow into and out of the fund, its relationship to the budget, the
structures and institutions that are responsible for managing its operations,
including their degree of discretion, and the use of the fund’s resources. Finally, the
size of a stabilisation fund’s assets is also important. Table 3.1, on the following
page, summarises their main characteristics.

3.2 Purpose
As previously stated, stabilisation funds typically are designed with one or more of
the following purposes. First of all, they can have a stabilisation function within the
fiscal framework, helping to shield the economy from volatile commodity prices.
Secondly, they can have a savings function, in an attempt to share income across
generations in a more equitable manner. Some countries may have explicitly
determined that the fund is an efficient instrument to curtail government spending
by restricting the flow of resources into the national budget. Finally, they may also
seek to foster economic diversification, by channelling funds for investment in
sectors other than that of the exploitation of natural resources. A country may also
choose to set up a fund for a combination of these reasons.

3.3 Inflow and outflow rules
Countries usually use pre-announced or legislated accumulation rules to regulate
the inflows to and outflows from stabilisation funds. These tend to be contingent on
17
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Table 3.1 Attributes of stabilisation funds 15

Purpose

i. Stabilisation
ii. Savings
iii. Curtail spending
iv. Economic diversification
v. Ambiguous

In/outflow rules: reference

i. Commodity price threshold
ii. Revenue level threshold
iii. All resource revenues
iv. Fixed amount
v. Discretionary
vi. Other (budget surplus, privatisation proceeds, etc.)

In/outflow rules: target

i. Fund size/savings level
ii. Government expenditure level
iii. None

Relationship to budget

i. Within budget framework (virtual/financing fund)
ii. Extra-budgetary

Institutions: operational

i. Ministry of Finance/Treasury
ii. Central bank
iii. Committee of experts
iv. Independent agency
v. Civil society

Institutions: accountability

i. Horizontal accountability
ii. Vertical accountability
iii. Both
iv. None

Institutions: transparency

i. Full reporting/auditing
ii. Partial reporting/auditing
iii. No reporting/auditing

Use of resources: asset
management

i. Per cent of assets invested in international portfolio
ii. Risk level of portfolio

Use of resources: earmarking i. Earmarking of all resources
ii. Earmarking of part of the resources
iii. No earmarking of resources
Use of resources: purpose

i. Stabilisation/budget financing
ii. Debt reduction
iii. Social expenditure
iv. Transfer to local government(s)
v. National emergencies
vi. Dividends/income

Discretion by head of state

i. Total
ii. Some
iii. None

Size

i. Total assets
ii. Asset ratios (to GDP, exports, government revenue)
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in the quantitative analysis of this paper.
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the natural resource price (e.g. Chile), on revenue levels (e.g. Alaska), or both
(e.g. Venezuela). A threshold is usually established based on formula-based
historical or projected values for prices or revenues, although some countries set
these values arbitrarily and may review them continuously. When prices or
revenues exceed the threshold level, a portion is accumulated into the stabilisation
fund; when they fall below the threshold level, funds are released to finance the
budget. In other countries (e.g. Norway or Timor-Leste), all of the resource
revenues flows directly into the fund.
Countries which operate funds with a savings component deposit a share of the
resource income into an account to benefit future generations once the nonrenewable resource is depleted. In these cases, inflow rules are usually a fixed
percentage of the resource revenues, of total government revenues, or a predetermined fixed monetary contribution.
Some stabilisation funds, if incorporated into the budget process, stipulate that all
of the resource revenues must flow directly into the fund first and are then used for
budgetary purposes. Resources may also enter a fund during special circumstances,
such as through the proceeds of privatisation or the availability of budget surpluses.
In most of these cases, these rules tend to specify the amount of resources that
are saved inside the fund, while some authors (see Rigobon 2006) suggest that a
better practice would be for these rules to target an expenditure level, rather than
a savings one.

3.4 Relationship to the budget
Many stabilisation funds are established as extra-budgetary funds, which may
even have the oversight of an independent authority. This usually means that
transfers from the fund to the budget are treated as below-the-line financing.
Other countries, such as Norway, handle the revenues within the framework of a
unified budget. These ‘virtual funds’ are the closest thing to a full integration of a
stabilisation fund into the government budget, provided that there is ‘adequate
accounting, reporting, and auditing’ (see Petersen and Budina 2002: 4).

3.5 Structures, institutions and transparency
Stabilisation funds can have a variety of structures and institutions that govern them
and thus have a varying impact on the degree of transparency and accountability of
the funds. An appropriate organisational form is necessary, including safeguards
for transparency in the fund’s transactions and for management accountability.
Rules governing the fund’s management structure need to include provisions for
accountability through appropriate representative bodies and other state agencies
that interweave lines of supervision over the fund. If properly incorporated, good
governance practices can build a strong ethic of transparency and clear
accountability.
Practices to enhance transparency include the publication of reports and audits of
the fund’s operations, as well as meritocratic human resource practices.
19
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Accountability can be either horizontal or vertical.16 Horizontal accountability is
present through the existence of independent officials who receive reports on fund
portfolio performance and through the publication of reports and audits. The
existence of an active civil society or NGO watchdog agencies can also enforce
horizontal accountability. Vertical accountability exists through the reporting
responsibilities of the fund management structure up to the Ministry of Finance.
To prevent the executive or head of state from having discretionary power over
the use of the fund’s resources, parliamentary or legislative oversight of fund
operations can be included in its design.
Timor-Leste can be used to exemplify the kinds of structures which can exist in a
country with a stabilisation fund. The Minister of Finance is responsible for fund
management. Operational management is delegated to the central bank and an
investment committee of independent experts advises on the portfolio investments
(see Republica Democratica de Timor-Leste 2004). Independent watchdogs and/or
civil society organisations are invited to form part of discussions as watchdog
agencies.

3.6 Use of resources and discretion
The asset management strategy of a stabilisation fund is of high importance. Fund
managers must ‘set benchmarks to attain the desired risk-return profile, liquidity,
and macroeconomic effects consistent with the fund’s objectives’ (see Petersen and
Budina 2002: 5). It is crucial that this is also consistent with the overall net asset
position of the consolidated government, for which the cooperation between the
fiscal and monetary authorities is crucial. As stated previously, transparency must
be maintained through the publication of reports and audits, and accountability is
crucial. In savings funds, resources are invested and the returns on these
investments are anticipated to allow future generations to enjoy consumption levels
comparable to those of present generations.17
Countries with these funds typically invest a portion of the revenues (a fixed
amount or, more often, fixed percentage) into an international portfolio of equities,
bonds and other financial products. Some are limited to very liquid and low-risk
investments, such as US treasury bonds. However, a better investment strategy
would be to diversify risk into assets which are not correlated with the fund’s
revenue source.18 Others (e.g. Hannesson 2001) suggest that the best strategy is
to invest in the highest-returning long-term assets, such as equities, infrastructure
and education. Some funds are also used as collateral by fiscal authorities seeking
to borrow and increase spending.

16
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These are labels used in the context of this paper and should not be confused with the use of horizontal
and vertical accountability in political science literature.
The IMF has used the Permanent-Income Hypothesis (PIH) to elaborate a strategy for optimum
stabilisation funds in oil-producing countries. The estimated lifespan of the natural resource is the
decisive argument in favour of placing its proceeds abroad, where income can accrue based on the PIH.
For example, US treasury bonds tend to move in conjunction with oil prices, suggesting that an oil
stabilisation fund which invests in these bonds would be pro-cyclical and thus have less of a stabilising
function than if it invested in assets which are negatively correlated to the price of oil.
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Withdrawal rules are usually not conditional on the price or revenue falling below
a threshold level, as is the case for inflows. In some cases, the outflow is used to
finance the exact non-resource budget deficit.19 This means that a prudent fiscal
policy is essential for the sustainability of the stabilisation fund.20
If the fund is integrated into the budget, outflows from the fund form part of the
regular budget process. Part or all of the resources coming from the stabilisation
fund may be earmarked for provincial and local governments or for certain types
of expenditure, such as poverty reduction or debt amortisation. This is beneficial
in that it brings about some certainty with regards to revenue flows and decreases
the amount of money which can be expropriated. However, it reduces flexibility
and adaptability of the use of the fund’s resources.
Discretion is especially important with regards to the withdrawal of money from
stabilisation funds. As has been examined in the literature,21 the outflow of
resources from funds tends more often to be discretionary, rather than rules-based,
as many transfers are made to the budget when needed only. This has been the
case, inter alia, in Canada (more specifically, in the province of Alberta), Kiribati
and Kuwait, and can contribute to decreased transparency, accountability and
governance.

3.7 Size of stabilisation fund assets
Stabilisation funds vary widely with regard to the size of their resources. These
variations are a reflection of many factors, including the size of transfers which
they have received (which, in turn, can be a reflection of international commodity
prices), the longevity of the fund and its asset management strategy. The largest
resource-based stabilisation funds are shown in Table 3.2. Although most of these
funds have had many years to accumulate resources, a few of the countries on
the list established stabilisation funds relatively recently – Iran in 1999, Kazakhstan
in 2000 and Russia in 2003.
It is interesting to note that, based on Deaton’s (1991) precautionary saving
model,22 Arrau and Claessens (1992: 22–3) have estimated that the optimal
stabilisation fund for a risk-averse, credit-constrained country would be small in
size (equivalent to less than one month’s exports), due to the opportunity cost of
holding large liquid foreign reserves.23 Nonetheless, they recognise that
stabilisation funds are often much larger and theorise that this is because there
are positive externalities which arise out of having these funds. These include
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These types of funds are sometimes known as financing funds.
Another exception is the state of Alaska in the USA, which has its own fund and pays an annual
dividend to all of its citizens. This also has an impact of building citizen ownership and engagement
with the fund, thus increasing the potential for transparency of its operations.
See Fasano-Filho (2000), Davis et al. (2001a) and Heilbrunn (2002).
In this model, a country cannot smooth revenue fluctuations due to borrowing constraints, a condition
faced by most developing countries.
The authors use the Chilean Social and Economic Stabilisation Fund to illustrate this, arguing that the
actual level of this fund (about $22 billion) has been much larger than required (one month of exports
is equivalent to about $6 billion).
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increasing market confidence and reducing public pressure to spend windfall
gains quickly or inefficiently. The opportunity cost may also be smaller than that
estimated by the authors, depending on the asset management strategy of the
stabilisation fund.

Table 3.2 Resource-based stabilisation funds
Country

Funds

Estimated assets
(US$ billion)

United Arab Emirates

Various funds

677

Norway

Government Pension Fund

445

Saudi Arabia

Various funds

436

Kuwait

Kuwait Investment Authority

203

Russia

National Welfare and Reserve Funds

179

Libya

Libyan Investment Authority

70

Qatar

Qatar Investment Authority

65

Algeria

Revenue Regulation Fund

47

Kazakhstan

National Fund

38

Brunei

Brunei Investment Agency

30

Alaska (USA)

Alaska Permanent Fund

27

Chile

Social and Economic Stabilisation Fund

22

Iran

Oil Stabilisation Fund

13

Alberta (Canada)

Alberta Heritage Fund

11

Botswana

Pula Fund

7

Source: SWF Institute (2008).

4 Measuring the success of
stabilisation funds
4.1 Previous studies
Few studies have tackled the degree of effectiveness of stabilisation funds across
a cross-section of countries. Davis et al. (2001b) used time-series analysis and
structural breaks to determine whether the existence of a fund had a significant
impact on government expenditure. The empirical data provided mixed results:
countries with funds had a lower correlation between expenditure and revenue
changes than those without funds, yet this was not uniform across the countries in
the data. Furthermore, the creation of a stabilisation fund had no impact on
government expenditures. However, the failure of funds was largely due to the
frequency of changes to the governing rules and mechanisms of stabilisation funds.
Crain and Devlin (2002) used pooled cross-section and time-series data to build
on the first study. Among their conclusions, they found that stabilisation funds can
actually increase volatility of government expenditures in oil-exporting countries,
22
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due to their inability to ensure fiscal restraint. Also, funds had a dampening effect
on spending (as a percentage of GDP), but at the cost of higher deficits during a
resource boom.
A few country-specific studies have found that stabilisation funds can bring about
other favourable outcomes, such as less volatility in government spending, as well
as a lower expenditure level. On the other hand, Rigobon (2006) claims that most
of these funds have their rules changed and end up stabilising very little, getting
expropriated along the way, and that this is a result of flawed designs and the
politics of these funds.

4.2 Budget sustainability and expenditure restraint24
Although there is no consensus as to what constitutes a sustainable fiscal position
for a resource-dependent country, this paper will define it as one in which public
debt is relatively low or not increasing and one of the following conditions is met:
(i)
(ii)

The fiscal balance is not negative;
The fiscal balance is slightly negative but non-resource revenues are
increasing (as a share of GDP or of total government revenue);
(iii) The fiscal balance is improving.
As mentioned in the previous section, the non-resource balance is a key indicator
of a country’s fiscal sustainability. This is not to say that any non-resource deficit
is unsustainable, as different countries can potentially afford to run non-resource
deficits, depending on a number of factors such as the country’s debt structure, the
relative importance of the resource in the economy and the ownership and taxation
structure in the resource sector. However, fiscal prudence is justifiable due to the
uncertainty regarding resource revenues and the fact that many of these countries
face interest rate premiums on their sovereign debt due to these recurrent fiscal
deficits (Barnet and Ossowski 2002: 4). By conceptually thinking of resource
revenues as a transfer, or budget financing, it follows that the non-resource deficit
is financed from revenues coming from the resource stabilisation fund.
According to Devlin and Lewin (2004: 5), fiscal policy is the key to managing
resource booms, as the government acts as the conduit of resource revenues into
the rest of the economy. The authors propose that a combination of revenue
management and expenditure restraint is the key for success. Expenditure
restraint is important for the reasons delineated in the previous sections – the
boom in resources leads to political pressure to increase government spending,
but this has proved unsustainable in most cases, as it is politically very difficult to
cut expenditure when the boom period is over.
Devlin and Lewin also make the point that it is important to look at the consolidated
government position. ‘Saving all the oil revenues does not in itself indicate the net
accumulation of assets by the government, as this can be offset by the
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See Chalk and Hemming (2000) for an analytical approach to assessing fiscal sustainability.
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accumulation of other liabilities’ (Devlin and Lewin 2004: 5). The same logic is
applicable to the government’s debt position. Thus, the fiscal data that is analysed
quantitatively in this paper corresponds to the consolidated government operations
and not just that of the central government.

4.3 Accumulation of assets
A successful stabilisation fund, in a favourable environment, will see a net real
increase in its resources from year-to-year. This can be achieved through a
combination of transfers from its revenue source (whether through discretionary
transfers or price/revenue formulas in years of high commodity prices) and
through an active and effective asset management strategy.
A judgement will not be made here about an optimal level that a fund should try to
reach or keep. As previously mentioned, some authors suggest that stabilisation
funds should have a small size (less than one month of exports), due to the
opportunity cost of holding large liquid reserves. This can be contrasted with the
IMF’s rule of thumb for a country’s vulnerable international reserve position, of two
months of imports of goods and services.25 Instead, it is argued here that a higher
accumulation of assets indicates a higher level of success for a fund and a higher
probability that it will be able to carry out its stabilising and savings functions in
the future. More assets mean the ability to weather larger drops in commodity
prices and to save a larger share of resources for future generations.

4.4 Defining the dependent variable: ‘success’ for stabilisation funds
As described in the previous section and in the few studies cited above, there has
been a wide variety of experiences in the use of stabilisation funds. It is argued
here that to gauge what constitutes ‘success’, one should measure how well the
fund performs against its two possible functions – stabilisation and savings.26
This assumption is based on the work of Barnet and Ossowski (2002), who
argued that there are three general principles that resource-rich countries should
follow when designing their fiscal policy.27 First of all, the fiscal balance should be
broken down into the balance including and excluding the resource revenues. The
evolution of the non-resource balance is crucial to evaluate the sustainability of
the country’s fiscal position. In second place, and in accordance with the resource
curse literature, expenditure management is very important, and adjustments
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Although different instruments, the size of a country’s international reserves and of the assets of a
stabilisation fund are both indicators of a country’s vulnerability.
Although one could argue that an increase in the size of the fund might be an indicator of its success,
such an analysis would be too simplistic. First, there is no consensus on whether a larger fund is more
desirable than a smaller, more flexible one. Secondly, there would probably be a strong correlation
between the fund size and world commodity prices. Finally, and most importantly, there would be no
indication of the fund’s stabilising impact on the government’s fiscal position.
The authors specifically discuss oil-producing countries, whereas this paper is expanding this
application to resource-rich countries in general.
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should be gradual due to the difficulty of cutting expenses during down-cycles.
Finally, there should be an accumulation of financial assets during the lifespan of
the resource. This is especially applicable to non-renewable resources, in which
case the revenues generated from their production are ‘conceptually more like
financing than income’ (Barnet and Ossowski 2002: 3).
The same three principles can be applied to measure the effectiveness of
stabilisation funds. A successful stabilisation fund should be designed with the
principles of stabilisation and savings. On the revenue side, it should not act as a
disincentive for government to maintain an active non-resource revenue stream
to ensure its long-term budget sustainability. On the expenditure side, a
well-functioning stabilisation fund will have established norms to prevent
policymakers from usurping its resources to finance large expenditure increases.
Finally, a successful fund should have a strong savings component – those assets
that are accumulated into the fund should be invested in a diversified portfolio to
guarantee that future generations will benefit from the riches generated from the
exploitation of non-renewable resources.
Combining the concepts delineated above, a new variable, success, can be created
to indicate the effectiveness of a stabilisation fund, on any given year, in the
context of fiscal policy of a resource-dependent country. This new indicator, to be
used as a dependent variable in the quantitative analysis, is created on an additive
six-point scale, in which one point is earned for the presence, at the close of a
given fiscal year,28 of each of the following six conditions:
i.
ii.
iii.
iv.
v.
vi.

The government fiscal balance is not negative;
The government fiscal balance (share of GDP) has improved;
The non-resource fiscal balance is not negative;
The non-resource fiscal balance (share of GDP) has improved;
Non-resource revenues (share of GDP), have increased;
Public debt (share of GDP) has been reduced.29

If in any given year, country X performs admirably, fulfilling all conditions above, a
score of 6 would be given for that year. Conversely, if country Y has negative overall
and non-resource fiscal balances, a rising share of resources in its revenues and
increasing debt, it would receive a success score of 0. This simple variable, which
tries to encompass different elements of stabilisation fund success into a single
integer of value from 0 to 6, allows for the comparison of stabilisation fund
performance among different countries and also across time within a given
country. Using this indicator, one is able to gauge to what extent stabilisation
funds have contributed to fiscal success.30

28
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30

Due to the difficulty of measuring the economic cycle across several countries, these conditions
instead focus on each individual fiscal year.
All conditions, except for i and iii, refer to a change with respect to the previous fiscal year.
Due to data constraints, the success variable is only computed when there are values present to allow
the computation of conditions i, ii and vi. That is, in a given year, data must be present for fiscal
balance, fiscal balance change and public debt change. Where there are missing values, the data
point is discarded.
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It should be stated that conditions i and ii are independent of one another.31 On
the surface, it may seem that if the fiscal balance is not negative, then the fiscal
balance as a per cent of GDP is likely to improve. However, this is not the case.
For example, if the fiscal balance in year one is 4 per cent of GDP and in year two
it is 3 per cent of GDP, the country will receive 2 points in year one but just 1 point
in year two.
There are, however, a few caveats which can be identified with the construction of
this variable. Success is in a six-point scale which was created by dichotomising
six separate variables – these are evaluated on a binary basis and then added up.
First, each of the six conditions of success is weighted equally, and it can be
argued that some components are more important than others. For example, one
could make the case that the level of debt (stock) is more important than the
country’s fiscal balance on a given year (flow). However, countries rarely engage
in zero budgeting from one year to the next, and so the fiscal balance is likely to
be closer to the previous year’s balance than to zero. Given the lack of evidence
or agreement regarding what the appropriate relative weights would be, each
component was left with the same weight for consistency.
Second, this aggregate index is useful in identifying an immediate impact, but an
improvement may take several years to occur. Movements of components in
opposite directions, leaving the overall success measure unchanged, may also
mask changes to the underlying fiscal conditions of a country.
Finally, success does not measure volatility within each of its six conditions. For
example, if the fiscal balance is not negative, a point is awarded. However, this
says nothing about the volatility of that fiscal balance or the difficult trade-offs a
country will have faced to be in surplus. Nonetheless, this simple variable is useful
in identifying and measuring the fiscal performance of countries which have used
stabilisation funds.

5 Data and indicators32
Once the success variable was defined, it was necessary to select which countries
would be examined, which was a function of their use of stabilisation funds and the
availability of disaggregated (resource and non-resource) economic and fiscal data.
A brand new dataset was compiled using available cross-country data to illustrate
the relationship between stabilisation funds, macroeconomics, domestic politics
and budget institutions. The purpose was to develop a common set of indicators
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The same applies to conditions iii and iv.
The full list of indicators and summary statistics can be found in Appendix II. For detailed explanations
on the variables and their component methodology, see Marshall and Jaggers (2005) for Polity IV
indicators, Kane, Holmes and O’Grady (2007) for the Heritage Foundation Index of Economic Freedom,
World Bank (2006) and Freedom House (2007).
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that were linked to the proposed analytical framework outlined in the previous
section. The indicators were grouped along three main dimensions: macroeconomic
indicators of fiscal outcomes; political institutions and governance; and properties
of stabilisation funds. These were used to judge whether countries had been
successful following the implementation of a stabilisation fund.

5.1 Country selection and economic indicators
The initial selection of countries for quantitative analysis was based on the set of
countries which have used stabilisation funds at one point or another. Over 30 such
countries were identified (see Appendix I), across all six continents. The earliest to
establish a stabilisation fund was Kuwait in 1953 and the latest example was São
Tomé and Principe, which began to set up its fiscal stabilisation fund in late 2006.
The availability of consistent data limited the scope of the data collection exercise.
Detailed economic and government data, breaking countries down between their
resource and non-resource sectors, were collected by an arduous investigation of
IMF Staff Reports, Selected Issues Papers and Statistical Appendices. Although
the data collected from these IMF documents are, in theory, consistent with the
IMF’s World Economic Outlook (WEO) publication, many of the series compiled
through this exercise represent a more detailed level of disaggregation than that
available from the WEO dataset.
Each of these reports usually has historical data that goes back five years from
the date of their publication. All data published in these reports were approved by
the national governments and their statistical offices prior to publication on the
IMF website. This attests to the quality of the data, but also limits their availability
to only those countries which have agreed to publish the data and to reports
published after mid-1997.33
This exercise allowed for the creation of a database covering 12 countries that set
up stabilisation funds and their disaggregated fiscal data over a 16-year period from
1992–2007, producing a total of 192 possible country-year data observations.34
The macroeconomic data collected was centred on the evolution of the resource
and non-resource components of GDP, exports and the government’s fiscal
position. As defined in the previous section, there are a few different ways to
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Although recent pressure for increased transparency at the IMF has led to most governments to accept
the publication of official IMF reports, some still choose to exercise their discretion to have them with
held from the general public. Currently, only documents produced after mid-1997, and with government
permission for publication, have been scanned and placed on the IMF website. Unfortunately, many of
these are scanned PDF documents which do not allow simple copy and pasting, so much of the data
input was done manually, data point by data point.
Cut-off dates of 1992 and 2004 for the establishment of a stabilisation fund were used to make the final
selection of countries. 1992 was the first year for which historical data in the 1997 reports were usually
available, while 2004 was chosen to allow for at least three years of fiscal data after the stabilisation
fund’s creation. This sub-divided the sample of countries into three groups: 16 countries which formed
stabilisation funds prior to 1992 were examined as anecdotal case studies based on existent literature,
12 which created funds within the cut-off dates and were thus analysed quantitatively and five countries
which have just begun stabilisation fund operations or are in the process of doing so.
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tackle the issue of fiscal sustainability, for which it was necessary to look at not
only public debt and the fiscal balance, but also the disaggregated resource and
non-resource components in the economy. The IMF reports held sufficient data
for these categories across the 12 countries in the dataset, generating over 100
observations for each indicator. These were instrumental in building up the
success variable for each country-year observation.

5.2 Political indicators
A series of indicators on political institutions and governance were chosen to
complement the economic data and allow for a quantitative analysis of the political
economy of the institutions surrounding the stabilisation funds, as well as the
general environment of the country. These were chosen based on their relative
acceptance in the wider political economy literature and the availability of public
time series data for the countries in the sample. A detailed explanation for each of
the indicators used can be found in Appendix III.
While fiscal data came from a single source, the political economy data came from
an investigation across a series of different databases. There is a vast amount of
data looking at democracy and governance indicators, although methodologies
and time coverage vary tremendously. Some of the most comprehensive datasets
to measure these issues include the World Bank Governance Indicators, the
Polity IV dataset (see Marshall and Jaggers 2005), the Freedom House Political
Rights and Civil Liberties and the Heritage Foundation Index of Economic
Freedom. Other sources which were consulted, but ultimately excluded from the
final dataset, included Afrobarometer, the Bertelsmann Transformation Index,
Global Integrity Scorecard, Open Budget Index, Transparency International
Corruption Perceptions Index, World Bank Country Policy and Institutional
Assessments (CPIA),35 and the World Economic Forum Global Competitiveness
Index.
These political economy indicators were compiled from the dataset usefully put
together by Mejía Acosta and de Renzio (2007) and served to both analyse the
political economy of the institutions surrounding the stabilisation funds and give
insight about the general governance environment of the country.
An example of a variable expected to be associated with a higher success score
is the World Bank’s measure of government effectiveness, which focuses on the
civil service’s ability to remain independent from political pressure and formulate,
implement and sustain quality public policy. An independent civil service should
be better placed to ensure the smooth and transparent management of a
stabilisation fund than one that was ‘captured’ by the executive.
Based on the literature, it would also be expected that countries with more political
competition and regulation, as well as more democratic processes, would have
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The CPIA would have been a useful analysis tool, but at the time of research it was limited to only two
years of data, covering 2005 and 2006. It has since been expanded to 2008.
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better functioning stabilisation funds. The Marshall and Jaggers (2005) argument
is that more (and better regulated) political participation would ensure greater
accountability and improved fiscal outcomes.

5.3 Stabilisation fund indicators
Finally, a series of binary and categorical indicators were also devised to
characterise stabilisation funds and their typology, based on the availability of
data and on the theory presented over the past two sections. Two binary variables
are used to embody the purpose and use of these funds, whether they are for
stabilisation or savings. Categorical variables describe the inflow and outflow rules
of a stabilisation fund. Another variable describes whether the stabilisation fund is
extra-budgetary (0) or incorporated into the budget (1). Meanwhile, an earmark
variable takes a different value in accordance with the earmarking of resources in
stabilisation fund outflows: all resources (2), part of the resources (1), or no
earmarked resources (0). Finally, one continuous numerical value is used to
measure the size of fund assets as a share of GDP.
Two changes are noteworthy from the typology of stabilisation funds presented in
Table 3.1. The asset management characteristic has been removed, due to the
lack of data regarding the investment portfolios of stabilisation funds, and a new
category, ‘general environment’, has been added, as a reflection of the conditions
in which the funds are operating.
Furthermore, some of the political indicators above can be used as proxies for
stabilisation fund characteristics. For example, the ICRG indicator on bureaucratic
quality reflects the quality of the institutions responsible for the operations of a
stabilisation fund, while the polity2 variable describes the general political environment.
It was expected that countries which have higher polity2 scores (i.e. more democratic)
would see less discretionary withdrawals from stabilisation funds and thus have a
higher success score with them, as the institutional level of accountability
mechanisms was presumed to be higher (see Marshall and Jaggers 2005).

6 Quantitative analysis
6.1 Scope of analysis
Several analytical exercises were carried out using the data collected and
compiled as described in the previous section. First, fiscal performance was
examined prior to and following the implementation of a stabilisation fund in each
of the countries in the analysis. The success variable was then measured for each
country to examine the degree of fiscal success before and after the creation of
the fund. These two analyses suggested that there is an association between the
creation of a stabilisation fund and improved fiscal performance.
Using STATA, linear regressions with panel-corrected standard errors (PCSE) were
then run to determine the importance of stabilisation funds for fiscal performance.
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6.2 Fiscal performance, pre- and post-stabilisation fund
An interesting initial exercise of data analysis was to look at the aggregate
performance of countries prior to and after the creation of stabilisation funds. Data
was available for 11 countries, covering the period of 1992–2007.36 This back-ofthe-envelope calculation looked at the average of a given economic variable in the
years prior to the fund and compared it to the average of the same variable in the
years after the fund had been in place, to see whether its creation is associated
with improved fiscal performance. The aggregate results can be summarised as
follows:
–

The share of non-resource sectors in GDP dropped by about 5 per cent (and
in exports, by over 13 per cent) after the creation of the stabilisation fund.
This result is expected, as the creation of a fund is usually correlated to an
increasing importance of the resource sector in the economy. Chad is
the country whose dependence on the resource sector increased the most,
by 13 per cent of GDP.

–

Government revenues generally increased by 2.4 per cent of GDP after the
creation of the stabilisation fund. This was the result of a 3.4 per cent
increase in resource revenues and a 1.0 per cent decrease in non-resource
revenues. Again, this result can be interpreted as a reflection of the coming
on-stream of new resource revenues, which adds pressure on government
to reduce its revenue collection from non-resource areas, such as direct
taxation.

–

Government expenditures, measured in per cent of GDP, actually dropped
by 1.9 per cent upon the creation of a stabilisation fund. This is a very
interesting result, as it shows that countries with stabilisation funds have,
on average, shown remarkable expenditure restraint even with increased
government revenues. Russia was the most extreme example, in which
expenditures are 8.6 per cent of GDP lower than they were prior to the
creation of a stabilisation fund in 2003. Conversely, government expenditures
in Colombia rose by 7.7 per cent after its fund was created in 1995.

–

Thus, the overall balance improved by over 4 per cent of GDP, a
remarkable improvement coming from both the revenue and the expenditure
sides. The non-resource deficit, however, remained relatively stable, but still
very large, at over 9 per cent of GDP.

–

The improved fiscal position of these countries led to a large reduction in
public debt, on average by 19 per cent of GDP. Nigeria’s sharp reduction, in
large part due to debt cancellations through HIPC and MDRI, provide a bit of
an outlier. Nonetheless, even removing it from the sample would result in a
decrease of 13 per cent of GDP in the public debt of the remaining countries.

The aggregate results are displayed in the following Table 6.1.
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30

Venezuela was excluded from the sample, as disaggregated data was only available pre-stabilisation
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Table 6.1 Pre- and post-stabilisation fund fiscal performance for
11 countries, 1992–2007
Pre-SF

Post-SF

Change

Non-resource GDP (% of GDP)
Non-resource exports (% of exports)

83.4
49.4

76.5
36.1

-4.8
-13.2

Revenues (% of GDP)
Non-resource revenues (% of GDP)

24.8
17.3

27.2
16.3

2.4
-1.0

Expenditures (% of GDP)

27.5

25.6

-1.9

Balance (% of GDP)
Non-resource balance (% of GDP)

-2.7
-9.3

1.6
-9.4

4.2
-0.2

Public debt (% of GDP)

51.8

33.9

-18.8

Sources: IMF reports; and author’s calculations.

According to this paper’s definition of budget sustainability,37 only Trinidad &
Tobago (and maybe Colombia) could be deemed to be in a sustainable position
prior to the introduction of stabilisation funds, but eight of the eleven countries in
the sample had sustainable fiscal positions following the introduction of the funds.
The fiscal balance was positive in Algeria, Iran, Kazakhstan, Nigeria, Russia and
Trinidad & Tobago. Azerbaijan and Ecuador still had small fiscal deficits, but these
were matched by improvements in the share of non-resource revenues, signifying
a reduced dependence by government on resource revenues. On the other hand,
the three countries with the largest deficits – Chad (increased dependence on oil
resources), Colombia (deteriorating deficit) and Peru (rising public debt) – were
deemed to still have unsustainable fiscal positions even after the creation of the
fund.
Although illustrative, this example does not indicate that stabilisation funds were
the cause of this improved sustainability in the eight countries, but rather that
there was an association between the use of these funds and fiscal discipline.

6.3 The success of stabilisation funds?
A similar exercise was then conducted to gauge the degree to which the presence
of a stabilisation fund was associated with success, the variable defined in
Section 3, with a range from 0 to 6, where 6 indicates maximum success. Where
possible, the success variable was calculated for each country and each year in
the sample.38 The results are shown in Table 6.2.

37

38

See Section 4. A sustainable fiscal position has been defined as one with low or stable debt and one of
the following three conditions: a non-negative fiscal balance; a slightly negative fiscal balance with an
increasing share of non-resource revenues; or an improving fiscal balance.
This totalled 127 observations, of which 49 were in the years prior to the stabilisation fund and the
remaining 78 were in the years of or following its creation. Colombia and Venezuela were excluded due
to insufficient data, respectively before and after the creation of the stabilisation fund.
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Table 6.2 Pre- and post-stabilisation fund success. Six-point scale,
1992–2007
Pre-SF

Post-SF

Change

Kazakhstan
Trinidad & Tobago
Algeria
Ecuador
Russia
Peru
Nigeria
Azerbaijan
Iran
Chad

1.0
2.0
2.5
2.5
2.6
1.0
2.5
2.0
2.8
2.3

3.7
3.0
3.4
3.4
3.5
1.8
3.3
2.4
3.0
2.3

2.7
1.0
0.9
0.9
0.9
0.8
0.7
0.4
0.2
-0.1

Average

2.4

2.8

0.4

Sources: Author’s calculations.

Almost every country in the sample, regardless of its fiscal situation prior to the
creation of a stabilisation fund, has since seen a marked improvement in
performance. Kazakhstan has had the best fiscal performance since the creation
of its National Fund, with marked improvements in its fiscal balance (total and
non-resource) and a halving of public debt. Only one of the ten countries in the
dataset – Chad – had a decrease in its success, although this decrease was very
small.
These descriptive analyses suggested that the presence of stabilisation funds was
associated with improved fiscal performance. This suggests that, although there
are no a priori economic reasons to set them up, the evidence suggests that they
do have a positive impact. One can argue that this is because countries with
better fiscal management which set up stabilisation funds. However, many of the
countries in the data sample are not known for fiscal discipline, and one could
thus argue that a reason for setting up a stabilisation fund could be to signal
credibility. Even in these cases, fiscal performance improves.

6.4 The adoption of stabilisation funds39
The next task was to determine the importance of stabilisation funds for fiscal
performance. We isolated their impact and found that they had a positive impact
on the fiscal balance (at a 99 per cent confidence interval). This can be expected,
as the presence of the fund may indicate that there were higher resource revenues
coming on-stream. It is interesting that they also had a positive impact on the nonresource balance. After decomposing the non-resource balance into non-resource

39
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revenues and expenditures, we found that this effect came from a decrease in
expenditures.40 Finally, we also found that stabilisation funds had a negative
impact on government debt, i.e. their presence helped in the reduction of debt.
However, in all the cases outlined above, the explanatory power of stabilisation
funds was small (e.g. an R2 of .103 in the case of government debt). This means
that having a stabilisation fund was not enough for success, but that one must also
look at other explanatory variables. These include the stabilisation fund attributes
(endogenous) and political economy (exogenous) variables presented in Section 5.
The results were robust and can be found in Appendix 4. Stabilisation funds had a
significant positive impact on the non-resource balance (Model 1). A significant
relationship was also found between the presence of a stabilisation fund and a
reduction of government debt, measured in per cent of GDP (Model 2). Finally, and
to reinforce results found in previous studies, the presence of a stabilisation fund was
found to reduce government expenditure, measured in per cent of GDP (Model 3).

6.5 The workings of stabilisation funds
The dataset was then limited to observations in which stabilisation funds were
present, which comprise exactly half (90) of the data points. The purpose of this
was to find which political economy variables were significant to determine certain
macroeconomic indicators in countries which used stabilisation funds as
instruments of fiscal policy. The results can be found in Appendix 5. Model 4
looked at the impact of political economy indicators on resource dependency, as
measured by the annual percentage change in the share of GDP of the nonresource sectors.41 In Model 5, the dependent variable was the annual change in
the overall government balance. The year-on-year change of the non-resource
balance was analysed in Model 6. Finally, Model 7 looked at the explanatory
indicators for changes in total public debt, measured in per cent of GDP. The
three variables which were statistically-significant in all these models were a
governance variable (polity2), a rule of law variable (rul_law) and a civil liberties
one (civ_libs). The first of the three, which yielded the most robust results, was
the variable used as a proxy for the degree of discretion that policymakers have to
make use of fund resources, which supports the findings from the existent case
studies in the literature. Rule of law and civil liberties were both indicative of an
environment upon which civil society could thrive and hold governments
accountable, leading to a more sustainable fiscal policy.

6.6 Determinants of stabilisation fund success
This analysis had thus confirmed that stabilisation funds do matter and that there
were certain political-economy factors that facilitated the success of these funds.

40
41

There was a positive, but not statistically significant, impact on non-resource revenues.
An increase in the percentage change means that the non-resource sectors’ share of GDP is increasing
and thus, the country is becoming less dependent on natural resources.
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To cross-check these results, it was necessary to run an analysis of the degree to
which political economy indicators and stabilisation fund characteristics led to
fiscal success, as defined by the success variable.
First, we ran a simple linear regression using success as the dependent variable
and the presence of a stabilisation fund as the explanatory variable (panel-corrected
standard errors in parenthesis):
success =

2.300***
(0.198)
N = 126

+ 0.502** stab_fund
(0.237)
R2 = .116

This means that, for 126 observations, a country without a stabilisation fund usually
scored 2.3 points on the success scale, compared to 2.8 points for those with a
fund. However, this only explained 11 per cent of the variations in the sample,
meaning that the mere existence of a stabilisation fund is no guarantee of
success.
By using regressions of the different political economy and stabilisation fund
indicators, it was possible to identify the determinants of success based on the
methodology and definitions devised in the previous sections. Model 8 below was
the key model combining these variables. It found that success could be
explained by five variables, with a positive impact from the usage of earmarking,
government effectiveness and the polity2 score, which signifies a low degree of
discretion. Variables that had a negative impact on success were executive
recruitment and political competition.
Success42 =
13.687 + 0.784 earmark + 1.056 gov_effe + 0.636 polity2 – 1.33 exrec – 0.712 polcomp
(2.077) (0.169)
(0.388)
(0.143)
(0.267)
(0.162)
With regards to stabilisation fund characteristics, the earmarking of resources for
specific expenditures was found to be beneficial to fund success. This is an
interesting result, as earmarking is a usual trait of Latin American funds, but these
have been criticised due to their lack of flexibility and adaptability. However, the
regression showed that earmarking can be beneficial, due to its capacity to
decrease the amount of resource rents that can be expropriated.
The political economy environment was also crucial for stabilisation fund success.
A higher government effectiveness score meant that the civil service was able to
remain independent from political pressure. This was important for fund success,
as the likelihood of operating norms being changed was reduced. This need for
consistent fund rules and low levels of ad hoc discretion by the administration was
confirmed by the significance of the polity2 variable to success.

42
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Panel-corrected standard errors reported in parentheses. All variables presented were found to be
statistically-significant at a 99 per cent confidence interval (p<.01). There were 57 observations and the
R2 was 0.298.
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7 Discussion
Several findings can be drawn from the analysis described in the previous section,
not all of which were expected.

7.1 Stabilisation funds and success
First, although there are no prima facie economic reasons for setting up a
stabilisation fund, we find that the adoption of such a fund is association with
improved fiscal performance. In other words, countries with stabilisation funds had
lower deficits and debts, leading to higher success scores.
Note that nothing is being said here about causality – one could argue that a
stabilisation fund does not help improve fiscal outcomes, but rather that countries
with better fiscal policies are more likely to set up stabilisation funds as a way
through which to signal policy credibility. However, many if not most of the countries
in the data sample (e.g. Azerbaijan, Chad, Kazakhstan, Peru and Venezuela) are
not exactly known for strong fiscal rectitude, and one could argue that setting up a
(captured) stabilisation fund would be a form of attempting to signal credibility while
retaining discretion and without having to abide by strong legal or operational
constraints.

7.2 Political economy reasons for success
Second, if a stabilisation fund does help a country improve its fiscal success, then
there are certain existing political economy conditions which increase its
effectiveness. Three of the variables were key – government effectiveness, political
competition and executive recruitment.
Government effectiveness is a proxy variable for an independent civil service. We
expected this to be associated with a higher success score, as an independent
civil service can help ensure that stabilisation funds function properly and
transparently, and the analysis bore this out.
However, political competition and executive recruitment were both found to be
associated with an erosion of success. These findings are contrary to the views
found in the literature, which expects political participation and diversity to lead to
more accountability and better fiscal performance. For example, some game
theorists believe that closed political systems are more likely to produce
kleptocracies and thus lead to the expropriation of stabilisation fund resources.
The analysis found that it was actually lower executive recruitment and political
competition scores which increased the level of success. Surprisingly, this means
that open and regulated selection processes (leading to competitive elections)
could be detrimental to stabilisation fund success. The main reason for this is that
more participation means more stakeholders and interest groups to please, which
poses a challenge to the stability of a fund. A government which has a small
majority or is only surviving due to a weak coalition with another party may be
faced with a lot of pressure to use its finite pool of resources on political favours.
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Furthermore, changes in government can lead to alterations to the rules and
operations of the stabilisation fund, or its discontinuation altogether (e.g. post-2002
Venezuela or post-2003 Ecuador).

7.3 Characteristics of a successful stabilisation fund
Finally, there were two endogenous characteristics of stabilisation funds which
were found to be important to increase their success scores.
As expected, less discretion over stabilisation fund resources (as proxied using
countries’ polity2 scores) was found to be positive for strong fiscal performance. A
fund with clear rules on outflow of resources and strong institutional accountability
means fewer opportunities for the executive or the ruling party to increase spending
at their own will (e.g. Venezuela).
A related and interesting result is that the earmarking of fund resources for specific
expenditures (e.g. health or regional development) was found to be beneficial for
stabilisation fund success. Although this reduces the flexibility of the state with regard
to how the money is spent, it somehow helps the operation of the fund. This may
be because it reduces the incentive for ‘capture’ of fund resources or because it
serves as a further check against the interests of the different political stakeholders.

8 Summary, conclusions and
research agenda
Stabilisation funds have generally been effective instruments for resource-dependent
countries seeking to stabilise transfers to their budgets and save funds for future
generations. They have neither been a panacea, nor a disaster. Although generally
thought to increase transparency and accountability, their performance has been
mixed. Increased resource revenues lead to increased political pressures for more
spending. Whether due to poor design or lack of opposition, some leaders are
able to tap into these resources at their discretion or alter the laws governing the
operations of the stabilisation fund to do so. These funds have been drawn down
to finance larger budget deficits, worsening fiscal positions, or even to increase
personal foreign accounts. This signifies that it is crucial to look at political economy
indicators of how the fund was created.
To measure the effectiveness of stabilisation funds, it is necessary to look at the
fund’s impact on three different dimensions. On the revenue side, the fund should
create an incentive for government to maintain an active non-resource revenue
stream to ensure its long-term budget sustainability. On the expenditure side, a
well-functioning stabilisation fund will have established norms to prevent
policymakers from usurping its resources to finance large expenditure increases.
Finally, a successful fund should have a strong savings component – those assets
that are accumulated into the fund should be invested in a diversified portfolio to
guarantee that future generations will benefit from the riches generated from the
exploitation of non-renewable resources.
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This study has looked at historical evidence from the literature and used a new
original dataset of fiscal performance for 12 countries that established resource
stabilisation funds over the past 16 years, totalling 192 country-year observations.
It has defined a stabilisation fund success as a six-point additive indicator, while
keeping the fund’s characteristics and political economy conditions as explanatory
variables. It has thus been able to identify determinants of the success of
stabilisation funds, some of which are endogenous to the funds, and some which
are part of the political environment in which they are created.
In the first statistical exercise, aggregate economic data was analysed for sample
countries prior to and after the creation of a stabilisation fund. It was found that,
after the creation of the fund, countries experienced an improved fiscal position
without seemingly hurting its long-term fiscal sustainability. Although these
countries became more reliant on the resource sector, the non-resource fiscal
balance remained relatively stable while public debt was decreased.
The second statistical exercise looked at the general importance of stabilisation
funds. It found that they have a statistically-significant positive impact on the nonresource balance, on the reduction of government debt and on a reduction of
government expenditures, all measured in terms of GDP.
The third statistical exercise identified the political economy variables that are
important for the success of stabilisation funds. The three most important variables
in these models were polity2 (a proxy for discretion in the use of fund resources),
rule of law and civil liberties. The last two are indicative of the need for an
environment upon which civil society can thrive and hold governments accountable,
leading to a more sustainable fiscal policy.
To cross-check these results, an analysis was carried out of the degree to which
political economy indicators and stabilisation fund characteristics lead to fiscal
success, as defined by the success variable. It found that success could be
explained by five variables, with a positive impact coming from the usage of
earmarking, government effectiveness and the polity2 score, which signifies a low
degree of discretion. Variables that had a negative impact on success were
executive recruitment and political competition.
This led to a number of interesting conclusions.
First, it was found that, although there are weak economic reasons for creating a
stabilisation fund, their presence does contribute to success, but the impact is
small. These funds do help achieve better fiscal outcomes, regardless of how well
or poorly designed they were in the first place.
Second, the political context matters and not in the way the literature would have
one believe. Although a civil service that is able to remain independent from
political pressure contributes to success, open and regulated political systems are
actually found to be detrimental to it. The first result was expected but the second
finding departs from the orthodoxy, which predicted that more political competition
would have been linked to success.
The main reason for this is that more political participation poses a challenge to
the stability of a fund – the need to please more interest groups. A country with a
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strong governing party may have less of a need to spread the wealth around, but
a government with a small majority or in a coalition will come under pressure to
spend resources in return for political capital. Furthermore, a complete change in
government could also lead to moving goalposts in how a fund operates or even
to its discontinuation.
Why would political stability matter more than the political system? A stronger
executive or ruling party could have less incentive to spend fund resources quickly
for political or personal gain and can take a more long-term view of the fund, as
well as fiddle less with its rules. However, unchecked political strength can
eventually lead to higher discretion over resources, which we have also found to
be bad.
This is because how a stabilisation fund is set up is also important. We find that
discretion to use fund resources is bad for success, as it increases the incentive
for the ruling powers to capture these resource rents. As well as transparent
mechanisms to prevent discretion, the earmarking of fund resources for specific
expenditures is beneficial. Although this practice is criticised on flexibility terms,
our findings show that it helps success by reducing the incentive for ‘capture’ of
fund resources or serving as a further check against the interests of different
stakeholders.

8.1 Future research
There are still many questions that need to be addressed with regards to
stabilisation funds. The literature could also be enriched with the presence of
more and more complete data, especially for older funds and for ‘obscure’ ones,
such as some of those in the Middle East.
One interesting result from this research that needs to be crosschecked is the
detrimental impact of open political systems on stabilisation fund success. There
is no consensus in the literature, although game theorists suggest that funds are
more likely to survive cooption if there is political competition. However, this
result may signify that political stability matters more than the political system
itself. The contrasting examples of Chile and Venezuela add further colour to this
question.
Another area requiring further research is that of the optimal size of stabilisation
fund assets. Again, there seems to be no consensus in the literature about the
optimal size of a stabilisation fund. It has been argued here that a larger fund is
more successful, in that it is better able to perform its stabilising and savings
functions. Further research could look at a larger sample of data on fund sizes to
try to solve some of the questions posed in the text.
At the case study level, there are a few different areas that could be explored.
First, does copying a stabilisation fund model in the context of different institutions
work? Timor-Leste has copied the Norwegian model, but it is too early to say how
well it will work. Future research could also look at countries that have had
multiple attempts at using stabilisation funds. In places like Botswana, Ecuador,
Iran or Venezuela, what changed the second time around and what were the
outcomes of these changes?
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Finally, similar applied research could be carried out to examine the impact of
similar fiscal mechanisms on the effectiveness of aid for aid-dependent countries.

8.2 Policy implications
Developing countries which are over-reliant on a single or a few commodities
should seek to reduce their exposure to commodity price movements while, at the
same time, trying to diversify their export structures. In some cases, countries are
able to access international capital markets and reduce their risk through
commodity price-linked hedging instruments. Nonetheless, many developing
countries are unable to access these instruments (especially during a downturn),
which requires them to rely on forms of self-insurance, such as export
diversification and the accumulation of reserves, be they through a resource
stabilisation fund or not.
Whether a country will be successful with a stabilisation fund depends on many
factors. As we have seen, it is important ex ante to have an independent civil
service and some political stability, regardless of the type of political system which
exists in the country. Furthermore, the fund should be set up to restrict the
discretionary power of the executive, and where possible, necessary expenditures
should be earmarked to prevent capture.
If a country is unable to meet these conditions, it does not mean that the
stabilisation fund will not aid fiscal success. However, the country will have to do
more to ensure that it is on the right track. A good start would be to abide by the
principles set forth in the IMF Guide and by the EITI. The structures of stabilisation
funds must be clearly defined to allow for transparent functioning and for horizontal
and vertical accountability in its operations. Transparency is crucial to the
functioning of stabilisation funds, as it decreases the chances of rent-seeking
behaviour. Furthermore, a stabilisation fund could be integrated as a virtual fund
into the budget, and assurances of its integrity should be included in the design,
such as the existence of periodic independent third-party audits.
Transparency and regular audits of stabilisation funds and of the general public
sector has the added benefit of providing additional information for credit rating
agencies, which may lead to investment rating upgrades for resource-dependent
countries. This could allow these countries to eventually receive higher foreign
investment, as well as have easier access to international capital markets in more
favourable terms. If all goes well, in the long run the stabilisation fund will not be a
panacea, but it may even outlive the reasons for which it was established in the
first place.
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Appendices
A1 List of stabilisation funds43
Country

Fund

Kuwait
Kiribati
Botswana
Nauru
Botswana
Wyoming, USA
Papua New Guinea
Alaska, USA
Alberta, Canada
Kuwait
United Arab Emirates
Oman
Brunei
United Arab Emirates
Chile
Norway
Colombia
Chad
Ecuador
Venezuela

Kuwait Investment Authority
1953
Revenue Equalization Reserve Fund (RERF)
1956
Pula Fund
1966
Nauru Phosphate Royalties Trust
1968
Revenue Stabilization Fund
1972
Permanent Wyoming Mineral Trust Fund
1974
Mineral Resources Stabilization Fund (MRSF)
1975
Alaska Permanent Fund
1976
Alberta Heritage Savings Trust Fund
1976
Future Generation Fund (FGF)
1976
Abu Dhabi Investment Authority
1976
State General Reserve Fund
1980
Brunei Investment Agency
1983
International Petroleum Investment Company
1984
Social & Economic Stabilization Fund
1985
The Government Pension Fund of Norway
1990
Fondo de Ahorro y Estabilización Petrolera (FAEP)
1995
Fund for Future Generations
1998
Fondo de Estabilización Petrolera (FEP)
1998
Fondo de Inversión para la Estabilización
Macroeconómica-FIEM
1998
State Oil Fund
1999
Foreign Exchange Reserve Fund
1999
Fondo de Estabilización Fiscal (FEF)
1999
Interim Revenue Stabilization Fund (IRSF)
1999
Oil Stabilization Fund
1999
Kazakhstan National Fund
2000
Revenue Regulation Fund
2000
Fondo de Estabilización Social y Productiva y Reducción
del Endeudamiento Público (FEIREP)
2002
Mubadala Development Company
2002
Stabilization Fund of the Russian Federation
2004
Excess crude account
2004
Fondo de Estabilización Macroeconómica (FEM)
2004
Qatar Investment Authority
2005
Timor-Leste Petroleum Fund (TLPF)
2005
Ras Al Khaimah Investment Authority
2005
Mumtalakat Holding Company
2006
Libyan Investment Authority
2006
National Fund for Hydrocarbon Reserves
2006
Oman Investment Fund
2006
Dubai World
2006
Investment Corporation of Dubai
2006
National Oil Account & Permanent Fund
2006–7
Heritage and Stabilization Fund (HSF)
2007
Emirates Investment Authority
2007

Azerbaijan
Iran
Peru
Trinidad & Tobago
Iran
Kazakhstan
Algeria
Ecuador
United Arab Emirates
Russia
Nigeria
Venezuela
Qatar
Timor-Leste
United Arab Emirates
Bahrain
Libya
Mauritania
Oman
United Arab Emirates
United Arab Emirates
São Tomé & Príncipe
Trinidad & Tobago
United Arab Emirates
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Year of creation

In bold, those countries which formed part of the quantitative exercise in this paper. Mexico, Saudi
Arabia and Turkmenistan are also known to operate or have operated these funds, but no data is
available. There are also plans for funds to be set up in Equatorial Guinea, Iraq and Sudan.
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A2 Variable codebook and summary statistics
Variable

Definition

Source

stab_fund
gdp_nc
gdp_usd
gdp_res
gdp_res_pct
gdp_nonres_pct
gdp_nonres_pc_ch
ex_rate
exports
exp_res
exp_nonres
exp_res_pct
exp_nonres_pct
exp_nonres_pc_ch
rev
rev_res
rev_nonres
exp
bal
bal_nonres
debt
rev_pct
rev_res_pct
rev_nonres_pct
rev_nonres_pc_ch
exp_pct
bal_pct
bal_pc_ch
bal_nonres_pct
bal_nonres_pc_ch
debt_pct
debt_pc_ch
sf_purp_stab
sf_purp_sav
sf_budget
sf_earmark
sf_size
sf_size_GDP
bal_nn
bal_impr
bal_nr_nn
bal_nr_impr
rev_nr_incr
debt_decr
sf_size_incr
success
pol_rights
civ_libs
freedom
heritage

Existence of stabilisation fund
GDP, current prices, national currency (billions)
GDP, current prices, US dollars (billions)
Resource GDP, national currency (billions)
Resource GDP, share of total GDP
Non-resource GDP, share of total GDP
Non-resource GDP, yearly change in share of GDP
Exchange rate, national currency per US dollar
Total exports, f.o.b., US dollars (billions)
Resource exports, US dollars (billions)
Non-resource exports, US dollars (billions)
Resource exports, share of total exports
Non-resource exports, share of total exports
Non-resource exports, yearly change in share of exports
Government revenue, national currency (billions)
Govt resource revenue, national currency (billions)
Govt non-resource revenue, national currency (billions)
Govt expenditure, national currency (billions)
Govt balance, national currency (billions)
Govt non-resource balance, national currency (billions)
Public debt, national currency (billions)
Govt revenue, share of GDP
Govt resource revenue, share of GDP
Govt non-resource revenue, share of GDP
Govt non-resource revenue, yearly change in GDP share
Govt expenditure, share of GDP
Govt balance, share of GDP
Govt balance, yearly change in share of GDP
Govt non-resource balance, share of GDP
Govt non-resource balance, yearly change in GDP share
Public debt, share of GDP
Public debt, yearly change in share of GDP
Stabilisation fund purpose: stabilisation
Stabilisation fund purpose: savings
Stabilisation fund: incorporation into budget
Stabilisation fund: earmarking of resources
Stabilisation fund assets, US dollars (billions)
Stabilisation fund assets, share of GDP
Non-negative fiscal balance
Annual improvement of fiscal balance
Non-negative non-resource balance
Annual improvement of non-resource balance
Annual improvement of non-resource revenues
Annual reduction of public debt
Annual increase of stabilisation fund assets
Annual success of stabilisation fund
Political rights
Civil liberties
Freedom status
Index of economic freedom

Several
180
IMF
170
IMF
172
IMF
110
IMF
110
IMF
110
IMF
99
IMF
169
IMF
151
IMF
137
IMF
137
IMF
137
IMF
137
IMF
125
IMF
146
IMF
130
IMF
130
IMF
146
IMF
146
IMF
130
IMF
138
IMF
148
IMF
130
IMF
130
IMF
118
IMF
148
IMF
146
IMF
134
IMF
130
IMF
118
IMF
138
IMF
126
several
180
several
180
several
180
several
180
several
154
several
152
calculated
146
calculated
134
calculated
130
calculated
118
calculated
118
calculated
126
calculated
137
calculated
125
Freedom House
180
Freedom House
180
Freedom House
180
Heritage Foundation 136

Obs Mean
0.5
73,920
78
9,952
22.8
77.2
-1.3
1,030
20
13
7
61.1
38.9
-2.0
19,764
11,554
10,627
19,776
-11
-11,564
17,825
26.1
9.9
16.5
0.0
27.4
-1.2
0.6
-10.7
0.0
42.0
-2.6
0.5
0.3
0.1
0.3
1.4
2.4
0.4
0.6
0.0
0.6
0.5
0.7
0.3
2.9
4
4
2
53

S.D.

Min

Max

0.5
0
1
219,173
0 1,701,215
123
0
979
30,715
0 185,432
14.0
0.0
54.3
14.0
45.7
100.0
5.7
-27.2
18.6
1,910
0
9,677
33
0
244
20
0
149
15
0
95
30.0
0.0
98.7
30.0
1.3
100.0
6.8
-42.9
9.0
61,411
0
503,765
44,562
0 361,866
23,264
1 141,899
58,592
0 484,332
5,645 -16,595 50,096
41,187 -342,433
811
39,358
0 219,332
7.6
11.5
43.4
9.4
0.3
37.1
7.9
4.2
38.0
2.1
-6.9
8.9
7.3
13.0
55.9
4.6
-15.3
13.7
3.9
-10.9
14.1
8.2
-37.9
3.8
3.6
-19.5
11.1
25.5
3.0
135.6
9.5
-38.3
37.3
0.5
0
1
0.5
0
1
0.3
0
1
0.6
0
2
3.8
0.0
32.0
5.2
0.0
33.8
0.5
0
1
0.5
0
1
0.2
0
1
0.5
0
1
0.5
0
1
0.5
0
1
0.4
0
1
1.4
0
6
2
1
7
1
1
7
1
1
3
10
27
72
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Variable

Definition

Source

Obs Mean

S.D.

Min

Max

democ
autoc
polity2
xrreg
xrcomp
xropen
xconst
parreg
parcomp
exrec
polcomp
hdi
bur_qual
gov_effe
rul_law
corrupt2

Democracy
Autocracy
Polity (democ - autoc)
Regulation of chief executive recruitment
Competitiveness of chief executive recruitment
Openness of chief executive recruitment
Executive constraints
Regulation of participation
Competitiveness of participation
Executive recruitment (xrreg + xrcomp + xropen)
Political competition (parreg + parcomp)
Human development index
Bureaucratic quality
Government effectiveness
Rule of law
Control of corruption

Polity IV
Polity IV
Polity IV
Polity IV
Polity IV
Polity IV
Polity IV
Polity IV
Polity IV
Polity IV
Polity IV
UNDP
PRS
World Bank
World Bank
World Bank

156
156
156
156
156
156
156
156
156
156
156
27
91
70
70
69

3
3
6
1
1
1
2
1
1
2
3
0.15
0.6
0.5
0.4
0.3

0
0
-7
1
0
0
1
2
0
3
1
0.34
0.0
-1.4
-1.6
-1.4

10
7
10
3
3
4
7
5
5
8
10
0.81
3.0
0.6
0.4
-0.1
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4
2
2
2
2
3
4
3
3
6
6
0.67
1.9
-0.5
-0.7
-0.8
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A3 Political indicators
The ICRG indicator on bureaucratic quality (bur_qual), available for a large set of
countries and stretching back to 1980, rates countries from 0 to 4, with a higher
score given to countries where the bureaucracy has the strength and expertise to
govern without drastic changes in policy or interruptions in government services,
are somewhat autonomous from political pressure and tend to have an established
mechanism for recruitment and training. In this analysis, it is used as a proxy for
the quality of the institutions responsible for the operations of a stabilisation fund.
To gauge the process through which the executive comes to power, the Polity IV
executive recruitment variable (exrec) is used. This concept variable combines
three other indicators, which measure the regulation (xrreg), competitiveness
(xrcomp) and openness (xropen) of the recruitment process. Regulation, or the
mode through which power is transferred, can be unregulated (1), designational/
transitional (2), or regulated (3). Competitiveness in the power transfer process is
either selection (1), dual/transitional (2), or through election (3). Recruitment of the
chief executive is ‘open’ (4) when anyone in the politically-active population can
attain the position, but can be dual executive-election (3), dual executivedesignation (2), or closed (1). This variable is important to test the ability of other
interest groups to accede to power through institutional mechanisms.
Polity IV data is also provided on constraints on the executive (xconst), as a
measure of the executive’s influence and discretion in the decision-making process:
unlimited authority (1), intermediate category (2), slight to moderate limitations
(3), intermediate category (4), substantial limitations (5), intermediate category
(6) and executive parity or subordination (7). These variables are important for
studying stabilisation funds, as they serve as proxies to gauge the discretion level
of which the executive disposes (see Marshall and Jaggers 2005).
To assess the extent to which the political system enables non-elites to influence
political elites in regular ways, the Polity IV political competition variable (polcomp)
was applied. This indicator is a combination of two other indicators, parcomp and
parreg. The competitiveness of participation variable (parcomp) reports the degree
of citizens’ participation in political activities: competitive (5), transitional (4),
factional (3), suppressed (2), repressed (1), or not applicable (0). The regulation
of participation variable (parreg) looks at the extent to which the expression of
political preferences are regulated: regulated (5), restricted (4), sectarian (3),
multiple identity (2), or unregulated (1).
To describe the general political environment, the polity2 variable is used. This is
a Polity IV variable calculated by subtracting a country’s autocracy score from its
democracy score, both of which are in additive scales from 0-10.44 The autocracy
variable is created by a combination of other variables mentioned above –
competitiveness and openness of executive recruitment, constraints on the chief
executive and regulation and competitiveness of participation. Conceptually,

44

Thus, the polity2 scale runs from -20 to 20.
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democracy is conceived as a combination of institutions and procedures through
which citizens can express their preferences, institutionalised constraints on
executive power and the guarantee of civil liberties to all citizens. It is expected
that countries which have higher polity2 scores will see less discretionary
withdrawals from stabilisation funds and thus have a higher success score with
them, as the institutional level of accountability mechanisms is higher (see
Marshall and Jaggers 2005).
As an alternative to these Polity IV variables, the Freedom House ‘Freedom in the
World’ country ratings are also used. These indicators are political rights
(pol_rights), civil liberties (civ_libs) and freedom status (freedom). Political rights
and civil liberties are measured on a one-to-seven scale, with one representing
the highest degree of freedom and seven the lowest. The combination of these
two scores determines a country’s status as free, partly free or not free.45 As with
the polity2 variable, it is expected that freer countries have the pre-conditions for
better-functioning stabilisation funds (see Freedom House 2007). This is also true
for Transparency International’s (2008) Corruption Perceptions Index.
Another indicator used is The Heritage Foundation’s Index of Economic Freedom,
which aggregates ten different freedoms in every country, from 1995–2007, giving
countries a score from 0 (least free) to 100 (freest).46 The most applicable
subcomponents to this study are fiscal freedom (especially taxation policy),
freedom from government (government spending in GDP) and freedom from
corruption. This aggregate score provides another variable which can be used as
a proxy for the general institutional conditions of a country (see Kane, Holmes and
O’Grady 2007).
Other relevant indicators are collected to measure the capacity of the state to
promote sustained cooperation over time, enforce contracts and produce efficient
outcomes. The composite indicator on control of corruption in the WBGI (corrupt2)
is included. This database also includes a measure of government effectiveness
(gov_effe), which focuses on the civil service’s ability to remain independent from
political pressure and formulate, implement and sustain quality public policy.
Finally, the presence of the rule of law (rul_law) is measured, which is generally
described as the extent to which agents have confidence in and abide by the rules
of society, and in particular the quality of contract enforcement, the police and the
courts, as well as the likelihood of crime and violence (see World Bank 2006).

45

46
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Until 2003, countries whose combined average ratings for political rights and civil liberties fell between
1.0 and 2.5 were designated free; between 3.0 and 5.5 partly free; and between 5.5 and 7.0 not free.
From 2003, countries whose combined average ratings fall between 3.0 and 5.0 are partly free and
those between 5.5 and 7.0 are not free.
The ten freedoms are business freedom, trade freedom, fiscal freedom, freedom from government,
monetary freedom, investment freedom, financial freedom, property rights, freedom from corruption and
labour freedom.
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A4 Determinants of fiscal performance
Model:
DV:

1
bal_nonres_pct
coeff.
(P.C.S.E.)

2
debt_pct
coeff.
(P.C.S.E.)

3
exp_pct
coeff.
(P.C.S.E.)

Stabilisation
Fund

6.413**
(2.745)

-12.158***
(4.597)

-2.638***
(0.904)

Polity
2

-5.182***
(1.069)

2.802***
(0.779)

Executive
Recruitment

11.636***
(2.101)

-5.728***
(1.707)

Political
Competition

2.872***
(0.713)

Bureaucratic
Quality

4.848***
(0.906)

Government
Effectiveness

-9.026***
(3.094)

Rule of
Law

13.644***
(5.031)

Civil
Liberties

4.049***
(1.392)

-1.508**
(0.656)
-3.058***
(0.947)

-20.703***
(4.032)

8.396***
(2.317)
-10.773***
(3.269)

-9.034***
(2.356)

intercept

-93.665***
(11.467)

71.734***
(18.729)

67.343***
(11.993)

N
R2

47
.634

57
.439

50
.444

Panel-corrected standard errors reported in parentheses.
Significance indicated as follows: ***p<.01, **p<.05, *p<.1
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A5 Determinants of fiscal performance with stabilisation funds
Model:
DV:

4
gdp_nonres_pct_ch
coeff.
(P.C.S.E.)

5
bal_pct_ch
coeff.
(P.C.S.E.)

Polity
2

-0.708**
(0.307)

1.248***
(0.339)

-3.275***
(0.304)

Executive
Recruitment

-3.047-**
(1.066)

9.754***
(0.796)

Bureaucratic
Quality

-3.323***
(0.610)

6.740***
(1.311)

Government
Effectiveness

4.021***
(0.736)

-5.448***
(1.495)

Rule of
Law

-5.881***
(1.277)

Economic
Freedom

0.834**
(0.341)

Control of
Corruption

15.321***
(5.152)

Civil
Liberties

-3.086*
(1.673)

intercept

22.544**
(10.802)

N
R2

29
.282

6
bal_nonres_pct_ch
coeff.
(P.C.S.E.)

-3.326***
(1.069)

8.175***
(2.348)
-2.557***
(0.374)
-6.181***
(2.022)

-0.897***
(0.265)

4.628***
(0.695)

18.973***
(5.405)

1.598
(1.158)

-80.899***
(8.905)

36
.280

46
.250

36
.524

Panel-corrected standard errors reported in parentheses.
Significance indicated as follows: ***p<.01, **p<.05, *p<.1
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coeff.
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