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What is “resource curse”? 
Large oil revenues should improve economic performance 

 

1.  “Money can’t buy you 

happiness but it is a good 

down payment” 

 

2.  Helps an economy break 

out of the circle of poverty 

with a “big push”  

 

3.  Solves the problem posed 

by dual gap analysis 
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What is “resource curse”? 

 

Unfortunately …. 

 
 

– Ibn Khaldun 14th Century – “… waste and squandering” 

 

– Jean Bodin 16th Century - “Men of a fat and fertile soil are most 

commonly effeminate and cowards; whereas contrariwise a barren 

country makes men temperate by necessity, and by consequence 

careful, vigilant and industrious.” 

 

– Paul Stevens 1975 - “… oil to the Arab World in the twentieth 

century would be what the Mongol hordes were to the Arab world 

in the thirteenth century –namely an unmitigated disaster”. 
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Evidence for the presence of resource curse. 

 

• Sachs & Warner, 1997 – 95 countries negative relationship 

between natural resource exports and growth 1970-90 

• Auty, 2001 – Per capita income of resource poor countries 

grew two to three times faster than resource abundant 

countries 1960 to 1990 

    

 THEN INCREASING CHALLENGES: TIME PERIODS, 

DEFINITIONS OF NATURAL RESOURCES AND …. 

 

• Ross, 2012 – Analyzing 50 years for 170 countries … “little 

evidence … that extracting oil leads to abnormally slow 

economic growth.” 
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Evidence for the presence of resource curse. 

Conclusions? 

• Evidence increasingly suggests that oil exporters did not do 

dramatically worse in terms of economic growth than others. 

 

ALSO…. 

 

• Very sensitive to the country, the time period and the nature 

of the resource chosen 

 

• The real question is should they have done better?  

“… predominantly a missed opportunity” (Collier, 2010). 

 

AND … THERE ARE OTHER DIMENSIONS THAN GROWTH 
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A framework for analysis – the economy of a nation state 

 

1. Markets fail  
– imperfect competition, 

externalities, public goods 

 

 

2. Governments 

intervene 
-Macro economic policy 

-Micro economic policy 

-Development policy 

-Institutional reform 
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A framework for analysis – the economy of a nation state 

“Failure” and “Intervention” impact on economic performance 
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The transmission mechanisms - economic 

• Long term decline in terms of trade 

 

• Revenue volatility 

 

• Dutch disease 

 

• Crowding out 

 

• Increasing role of the state 

– Bad decision making and the nature of investment decisions 

– Enhanced corruption and rent-seeking 

– Industrial policy –subsidy and protectionism 
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The transmission mechanisms – Dutch disease 

 

1. Markets fail  
– imperfect competition, 

externalities, public goods 

 

3. Governments fail  
– Economic theory of politics, theories 

of public choice, principal-agent 

analysis 

4. Markets intervene 
-Resource allocation 

-Competition 

--Price signals 
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The transmission mechanisms – Industrial Policy 

 

1. Markets fail  
– imperfect competition, 

externalities, public goods 

 

3. Governments fail  
– Economic theory of politics, theories 

of public choice, principal-agent 

analysis 

4. Markets intervene 
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-Competition 
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The transmission mechanisms – socio-political 

• Weak institutional capacities and poor governance 

 

• Rentier societies 

 

• Democracy 

 

• Developmental and predatory states 
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The transmission mechanisms – Rentier Societies 

 

1. Markets fail  
– imperfect competition, 

externalities, public goods 

 

3. Governments fail  
– Economic theory of politics, theories 

of public choice, principal-agent 

analysis 

4. Markets intervene 
-Resource allocation 

-Competition 

-Price signals 

 

 

2. Governments 

intervene 
-Macro economic policy 

-Micro economic policy 

-Development policy 

-Institutional reform 
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The transmission mechanisms - conclusions 

• Transmission mechanisms are complex and poorly 

understood 

 

• There can be no “One Big Explanation” 

 

• Problems created by the “Law of Parsimonious 

Explanation” 

 

• ALL GENERALIZATIONS ARE WRONG!!! 

 

• FINE!! BUT THIS CREATES A SERIOUS PROBLEM 

WHEN IT COMES TO MANAGING RESOURCE CURSE 
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