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Abstract - The pernicious effect of the volatile nature of natural resources revenues, mainly oil and gas, often have 

detrimental effects on the economic growth of resource rich countries. Furthermore, the size of the resources’ revenues often 
instigates a series of economic and political troubles such as corruption and rent seeking that would hinder economic 
progress, prevent the country from achieving sustainability and set the resource curse. The present paper provides an array of 
literature that introduces the resource curse and tackles the different aspects of this phenomenon.  
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I. INTRODUCTION 

 

One of the earliest question in the economic history is 
whether natural resources are enough to sustain the 

growing human needs. 

According to World Trade Report (2010), natural 

resources are “stocks of material that exist in in the 

natural environment that are both scare and 

economically useful in production or consumption, 

either in their rare state or after a minimal amount of 

processing”. There are two kinds of natural resources; 

renewable such as water, land, forest fish, etc. and 

exhaustible resources like minerals, metals, oil, 

diamond, etc. 

It is in the nature of natural resources that they are 
finite and scare and that scarcity is at the heart of 

economic study ever since it became an independent 

discipline. Its earliest concepts date back at least to 

Malthus (1789). He was convinced that eventually 

nature would not be able to sustain the food 

consumption growth. Jevons (1865) later on, 

predicted the end of coal as an energy resource and 

warned against the detrimental effects of rising coal 

extraction costs on economic growth.   

By now, we know that both their prediction have 

been in vain for the sole reason that population is ever 
growing, especially in the 19th and 20th century and 

even 130 years after Jevon’s warning there are still 

discoveries of proven coal reserves that could last for 

more than 200 years. Moreover, it is not even the 

essential resource of energy anymore. The 

technological progress has drastically ameliorated the 

scarcity of natural resource commodities. Human 

creativity is always finding ways to the problem of 

scarce resources through the use of substitutes, 

exploring and discovering new reserves, recovering 

and recycling materials, etc. there is no limit to the 

technology that made it possible to re-use resources 
that were previously thought to be uneconomical. By 

the turn of this century, the world have reached a 

point where it is more materially wealthy than any 

other time in history. The progress made in 

technology and communication have made life 

extremely comfortable. American economists speak 

confidently of a new era of technological 

development driven growth. 
This is what made the focus shift from scarcity of the 

natural resource to their abundance.  Various authors 

highlighted the detrimental relationship between 

abundance of resources and economic growth, one of 

which Sachs and Warner whose work has been the 

stemming point of countless literature on the subject. 

This study aims to review the literature pertaining to 

natural resources, mainly the impact their existence or 

lack of have on economic growth and the changing 

relationship between scarcity and abundance.  

 

II. NATURAL RESOURCES ASSETS FOR 

GROWTH 

 

Before the late 1980’s, it was commonly believed that 

natural resource abundance had a positive impact on a 

given state’s economic growth and development 

mainly, because natural capital increases the 

possibilities of a production in any economy. As to 

what Walter Rostow (1961), a development theorist, 

would state, “The natural resource endowments 

would help developing countries to make transition 

from underdeveloped to developed as this natural 
resource abundance will act as the industrial “take-

off”, just as it had done for countries like Australia, 

USA and Britain.” (Roy, Satyaki&Mandal, 2013) 

Some of the radical economists (like Singer and 

Prebisch) argued that dependency on natural 

resources put developing countries on a serious 

disadvantage because of the global economy and the 

nature of the international commodity markets. 

However, as it was a minority view, this was 

unheeded and the natural resource abundance 

continued to be considered as a blessing for 

developing countries. (Roy et al., 2013)  
In order to support the then apparent idea that, natural 

resources are tools to encourage economic growth, 

many authors reviewed the evidence from history to 

back up their belief that natural resources play a 

positive role in economic growth. (Karabegović, 2009) 
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Starting with Mikesell in his “Explaining the 

Resource Curse” (Mikesell, 1997) where he states 
that in fact if not for the contribution of natural 

resources there would mostly be no development.  

HalvorMehlum, Karl Moene and RagnarTorvik state 

Australia, Canada, the United States, New Zealand, 

Island and the Scandinavian nations as examples of 

positive economic development simulated by the 

abundance of natural resources. (Mehlum, 

Moene&Torvik, 2005) In addition, there were authors 

like Kronenberg who emphasized the importance of 

certain natural resources during periods of time like 

the role of iron and coal as the primary sources of 

energy during the times of industrial revolution and 
around nineteenth century. (Kronenberg, 2002) 

 

III. THE RESOURCE CURSE THEORY 

 

After the 1980’s, the notion negative and potentially 

detrimental effect natural resource abundance have on 

economic growth has been around for some time but, 

not until 1993 that the term “resource curse” has been 

coined by Richard Auty in his book “ Sustaining 

Development in Mineral Economies: The Resource 

Curse Thesis”. The book opened as follows : 
However, a growing body of evidence suggests that a 

favourable natural resource endowment may be less 

beneficial to countries at low-and mid-income levels 

of development than the conventional wisdom might 

suppose (2002). 

Ever since, there has been ample flux of works 

dissecting the resource curse the first of which were 

Sachs and Warner in 1995, who, in a series of 

valuable contributions, have produced the most 

convincing recent empirical evidence which connects 

economic growth and relative abundance of natural 

resources. (Behbudi, Mamipour&Karami, 2010) 
Following works, in the subsequent years, include 

Lane and Tornell, Feenstra, Madani, Yang and Liang, 

Gylfason et al., Rodriguez and warner, who all were 

in consensus with what Sachs and Warner found in 

their first paper. 

The literature on the natural resource curse of the last 

15 years was spurred by the work of Barro, a research 

made possible by the availability of new cross-

country data from Penn World Table and World Bank 

in the 1990’s (Behbudi et al., 2010). This opened the 

door to Sachs and Warner (1995) who were the first 
to provide outcomes supporting the existence of the 

resource curse (Karabegović, 2009). Their work’s 

main objective was to test the possibility of natural 

resources being one of the determinants of economic 

growth and discover the channels through which the 

curse would take place. (Sachs and Warner, 1995) 

The main findings of their first work concluded, 

using cross-section regression, that, first, there exists 

a “negative relation between natural resource 

intensity and subsequent growth” (Sachs and Warner, 

1995, p. 22) Second, economies experiencing 

temporary resource boom, would experience a 

decreasing rate of growth for several periods after the 

boom.   
Another important point that the work Sachs and 

Warner, in addition to the other works like Gylfason 

and Zoega’s paper, was trying to clarify how would 

natural resources, even though they were not 

necessarily crucial for economic growth, have a 

negative impact on the latter?  In the literature, there 

was a suggestion of two kinds of impacts: a direct one 

caused by economic channels and an indirect one that 

resulted from political and institutional channels.   

 

A. Economic Channels 

The Dutch disease is the most prominent channel for 
the curse. Named after the Netherlands experience 

during the 1960s and the 1970s, it happens a country 

experience a resource boom that provides a false 

sense of security and weakens the investment and 

growth-promoting plans. This phenomenon was 

handled in the works of, first Cordon and Neary in 

1982 (Corden and Neary, 1982), then came Sachs and 

Warner with both works in 1995 and 1999 and  

Gylfason, in 2000. When he explained the effect that 

had the appreciation of the exchange rate on the non-

hydrocarbon traded sector and how the increase in the 
currency value would lessen the competitiveness of 

the nation’s manufacturing sector. (Gylfason and 

Zoega, 2001)A year later, Auty further explained that 

the Dutch disease entailed two effects: the Resource 

Movement Effect and the Spending effect. (Auty, 

2002) 

 

B. Political and Institutional Channels 

Evidence showed that natural resource abundance did 

have an effect on the quality of a nation’s institutions 

and governance. Ross in his work “Does Oil Hinder 

Democracy” in 2001, explains that people are less 
likely to ask their governments for better 

accountability and representation if they are lightly 

taxed as the country obtains great revenues from 

natural resources. (Ross, 2001) Furthermore, there 

might be an increase in spending in the form of social 

programs to assuage pressure for political reform. 

(Ross, 2001) Ross concludes his work by stating that 

indeed, oil does impede democracy and that these 

oil’s anti-democratic effects  are not restricted to the 

countries of the Middle East as stated by other 

research.Barro (1999), Aslaksen (2010), and Tsui 
(2011) support these results, even though they 

reached their findings through the use of different 

measures, samples, and/or econometric techniques. 

(Busse and Groning, 2011) Ross examined 

empirically the causal channels through which natural 

resources could have a negative impact on 

government and they are the rentier effect, the 

suppression effect and the delayed modernization 

effect. Another effect discussed by both Mehlum et al. 

also, Gylfason and Zoega in 2006 that in extreme 

cases struggle over the resources could ignite civil 

wars that will engender the destruction of both 
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physical and institutional infrastructure. Kronenberg 

adds another argument that due to the nature of the 
resources and the need for permit or state authorities 

concessions for their extractions, this would spark 

tight relations among the companies requesting 

permits and the authorized state agencies granting 

those permits.(Karabegović,2009) Moreover, in a 

very little transparency and weak rule of law, those 

ties could turn into incentives bribes and abuse of 

power leading to what economists call rent-seeking 

which is defined as “Spending effort and resources to 

secure wealth through political redistribution.” (Sobel, 

2008) 

In addition to the economic explanation of the curse, 
we see that the literature also now includes studies on 

the correlation between natural resource abundance 

and regime type, likelihood of conflict, and 

institutional quality. These other sub-literatures have 

transformed the resource curse into “a multi-

dimensional phenomenon involving not simply poor 

economic performance but also civil war and 

authoritarianism.” (Rosser, 2008, p. 4) 

 

IV. NATURAL RESOURCES’ DIRECT 

IMPACT ON ECONOMIC GROWTH 

 

The literature reviewed in this part has tested for the 

possibility that resource curse have a direct impact on 

economic growth. Starting with Sala-i-Martin’s “I 

Just Run Two Million Regressions” in 1997. His 

omnibus study’s main goal was to test all 

variablesimportant for economic growth. The results 

showed that natural resources and institutions were 

ones on the top 20 variables that strongly correlated 

with growth. More specifically, he found that non-

mining natural resources have a negative impact 

whereas measures of institutional quality have a 
significant positive impact. (Sala-I-Martin, 1997) 

Several other studies continued the research, using 

cross-country data for 77 countries from 1965 to 1990, 

Sachs and Warner in 1997 tested for the determinants 

of growth. The paper found evidence for a negative 

relation between natural resource intensity and 

subsequent growth. However, the authors would not 

conclude that countries should implement a non-

resource-based as a sole strategy for growth. (Sachs 

and Warner, 1997) Another follow-up study in 2001, 

Sachs and Warner tested for other independent 
variables that were overlooked before and still they 

found that the natural resources had a negative 

significant impact on growth and they attributed it to 

the economic phenomena, the Dutch disease, and 

greater incentives of rent-seeking. (Karabegović, 

2009) 

In 2005, Ding and Field had a new take on the natural 

resource abundance and its effect on growth. They 

distinguished between resource- dependent and 

resource-abundance, taking the example of the United 

States who has an abundance of natural resources yet 

was not dependent on them. While, Tanzania and 

Burundi are strongly reliant on natural resources even 

though they do not have an abundance of resources. 
Several other authors breached out to test more 

variables such as Lederman and Maloney, 2003, 

where they investigated the impact of trade structure, 

natural resources, export concentration and intra-

industry trade on economic growth. The authors 

concluded that “export concentration per se, not 

natural resource endowment, has a negative impact 

on growth Lederman and Maloney, on the other 

hand”. (Karabegović, 2009) 

Arezki’s paper criticized empirical results pertaining 

to the negative impact of the dependence of natural 

resource on the economic growth rates after 
controlling for a better institutional quality, high 

levels of openness, and increased initial income. And 

he found the “high correlation (in absolute terms) 

between institutional quality and resource abundance 

suggests that resource abundance affects income per 

capital directly (affecting directly a nation's 

incentives to improve economic performance)” 

(Arezki and Van Der Ploeg, 2007). Even after all this 

extensive research and testing, it seems that it is not 

possible to reach a definite conclusion about the 

direct impact of natural resources on growth. 
(Karabegović, 2009) 

 

V. NATURAL RESOURCES’ INDIRECT 

IMPACT ON ECONOMIC GROWTH 

 

The importance of economic institutions for 

economic growth in undeniable since they represent 

the link between the economic inputs such as human, 

physical and natural resources and the transformation 

process that results economic outputs like economic 

growth. Once their importance has been established, 

it is quintessential now to know their influence on 
economic growth whether is it positive or negative, 

direct or indirect.  

This section previews the works that tried to find 

evidence of the impactthat natural resources, through 

political and institutional channels, had on economic. 

The following works emphasized the importance of 

the institutional quality for economic growth. They 

argument, essentially, that the decay of political 

system engenders corruption and even civil wars, 

hence, affecting negatively the quality of institutions.  

Literature was plenty on economic growth that talked 
about the importance of institutional quality. 

Engerman and Sokoloff (1997, 2000), and Acemoglu 

et al. (2001, 2002), that has singled out institutions as 

the main important determinants for long-term 

growth. The results shone a new light on the different 

mechanisms through which resource richness and 

political institutions intertwine to set different 

development pathways for countries. In 2005, the 

International Monetary Fund’s report, “World 

Economic Outlook : Building Institutions”  started 

the use of, as a key measure for institutional quality, 

the index published in the Fraser Institute’s Freedom 
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of the World. Ever since, more than 200 academic 

articles have used the index in their quest of finding 
the relationship between economic institutions and 

economic prosperity. (Karabegović, 2009) The index 

includes a list of qualities, which are essential for 

economic institutions to have in order to nurture 

economic freedom. It is worth mentioning that, some 

of the research, like Easton and Walker 1997, De 

Haan and Sturn 2000, and Dawson 1998, has been 

done on economic freedom. What they found shows 

that economic freedom has a direct positive effect on 

economic growth the enhancing the efficiency at 

which inputs are transformed into outputs. As for the 

indirect effect, it manifested in form of attracting and 
encouraging investment. Gwartney, Holcombe, and 

Lawson 2006 have reached the same conclusions. 

(Karabegović, 2009) 

The result that has been reached using the economic 

freedom index is as follow: Institutions form a 

determinant of great importance of economic growth. 

Furthermore, it is through the institutions that natural 

resources exert indirect influence on the economy.  

Barro (1999) perused the adverse impact of many 

factors on democracy such as natural resources, 

economic development, etc. (Karabegović, 
2009)Same as did Ross (2001) when he formulated 

four questions on impact of oil has on democracy. 

“Does oil have an impact on democracy? If yes, is the 

impact present in certain region only? Do other types 

of natural resources have the same impact on 

democracy? Through what channels do oil and 

natural resources in general affect 

democracy”(Karabegović, 2009) Ross considers three 

possible channels through which oil can impede 

democracy that he confirms to be all three true. We 

will talk about these channels later in the next chapter. 

He also found out that not all natural resources have 
the same effect on democracy, in addition to the fact 

that it is not limited to the Middle-East region.  

The literature so far has been very important in the 

way that it is helping with pointing out that there is 

no evidence that says resources-rich nations have no 

power over their destiny. It is suggesting that with 

good institutions and an effective trade policy they 

may be able to turn the curse into a blessing.  

 

VI. REMEDIES TO THE CURSE 

 
The literature on the curse did not stop at only 

dissecting this phenomenon; many authors went to 

great lengths to suggest and offer some solutions that 

light help nations attained by the curse fight it away.  

Sala-i-Martin and Subramanian’s solution for fixing 

the resource curse involves directly distributing the 

oil revenues to the public and to prevent the 

government easy access to the resource rents. They 

suggest this solution for the Nigerian economy, which 

they deemed an urgent matter and were pessimistic 

about its future economic prospects. However, 

several issues rose in the face of this solution, among 

of which was the matter of who should receive the 

revenues? In addition to fiscal and implementation 
issues, the possibility of the corruption erupting as a 

result of such solution, macroeconomic consequences, 

etc. (Sala-I-Martin and Subramanian, 2003) 

Daron Acemoglu and James Robinson suggest the 

obvious to them solution which consists of improving 

institutions. Since according to them: “resources are a 

blessing with strong institutions but a curse with 

weak, extractive ones” (Acemoglu and Robinson, 

2013) 

Another commonly proposed remedy is emphasizing 

macroeconomic policies. Weinthal and Luong 

considered this solution and every aspects it included 
such as economic diversification, state-led investment, 

encouraging the other sectors, setting up a fund with 

part of the rent revenues for coming generation, 

accountability in managing the resources revenues 

and transparency. However, they concluded that all 

those mentioned solutions are to no avail because of 

the missing ingredient; good institutions. In fact, 

many scholars point to the policies and institutions as 

the best way to fighting off the curse. 

 

VII. CONCLUSION  
 

In order to reach substantial evidence, the paper has 

tackled the different literature studies recently 

sparked by the resource curse, which suggest the 

negative relationship between natural resources and 

economic performance and the channels through 

which this relationship takes place such as the Dutch 

disease, the volatility of prices and institutional 

quality. The empirical work done by various 

economist proves the existence of the natural 

resource curse. However, there was never a 

consensus on how it does affect the economy. This 
divided the economists into two groups: a group who 

claim that the resource curse has a direct impact on 

economic growth through economic channels that is 

the Dutch disease. Another group who argues that if it 

were for economic reasons then how can some 

resource-poor economies outperform resource-rich 

economies, hence they ascertain that the indirect 

effect of the curse on economic growth through 

institutional quality. 
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