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1 History and Context of the Research 

Natural wealth was generally considered to be one of the fundamental sources of socioeconomic development. 

According to the neoclassic theory, long term growth is determined by the accumulation of capital, demographic 

changes, and the technological progress, an increase in total factor productivity as described by Solow (1956). 

Clearly, in this context, a new discovery of exploitable natural resources increases the capital stock and boosts 

economic growth. Therefore, natural abundance provides an opportunity for the developing economies to escape 

the low-income trap and accelerate the transition towards the steady state. Murphy et al. (1989) argue that 

industrialization in these countries often lags behind because manufacturers fail to achieve the break-even due to 

the relatively small size of the domestic market. A big push provided by the resource sector would resolve this 

situation by expanding the market through cross-sector demand spillovers which facilitate the economies of scale. 

In the 1990s however, influential empirical studies found contradictory evidence that inspired further 

investigations and kicked-off an intense academic debate about the paradox of plenty, a. k. a. the resource curse (Auty, 

1995). The first milestone was a series of papers by Sachs & Warner (1995, 1997, 2001)  in which they presented several 

cross-country growth regressions to demonstrate the negative impact of resource abundance. Their work became a 

point of reference as the results have been replicated several times and proven to be robust on the level of the broad 

concept (Davis, 2013). On the theoretical side, first explanations were based on the neoclassic framework: 

The original Dutch disease model concerns a three-sector small open economy and suggests that a resource 

boom causes both direct and indirect deindustrialization (Corden & Neary, 1982). As the value of the marginal product 

in resource extraction rises, workers start to flow from other sectors in hope of a higher real wage. This resource 

movement effect causes direct deindustrialization as manufacturing output falls due to lower employment. Increased 

wages provide more disposable income and boost the demand for domestic services along the income-consumption 

curve. The excess demand drives flexible prices upwards and raises the value of the marginal product in the non-

tradable sector. Consequently, more workers move away from manufacturing which leads to a further decline in  

output. This secondary impact, called the spending effect, causes indirect de-industrialization on the long run. Put 

differently, the Dutch disease develops as a resource bonanza: it crowds-out manufacturing by altering the relative 

returns on various economic activities. Another consequence of the spending effect is the appreciation of the 

domestic currency that further impedes manufacturing by causing a loss in international competitiveness (Balassa, 

1964) and exposing the country to the volatility of international commodity markets. 

Although the Dutch disease model was sufficient to explain the negative impact, it is still not consistent with the 

observable variety of the development outcomes. Statistical outliers and resource-driven success stories raised 

serious concerns as academic research over the past two decades has revealed that the growth effects are indirect, 

conditional, and non-monotonic. Ultimately, classic theories would lead to the conclusion that the overall return on 

natural capital is negative, so that it is better to leave the deposits intact. Moreover, the crowding-out mechanism is 

inherently monotonic, that is, “the more the natural wealth, the worse the outcome” (Boschini et al., 2007, p. 597). This 

conclusion is not just counterintuitive but also contradicts the empirical evidence… 

Neoclassic economics was not able to deliver a solution for this problem and researchers have turned towards 

political economy and institutional economics to find a more consistent theoretical explanation. These 

investigations pointed out that natural capital differs significantly from other components of productive capital. Most 

importantly, resource exports generate an external flow of revenues that distort economic incentives and induce 

rent-seeking. Instead of productive activities, economic and political actors tend to focus their efforts on capturing 

the rents (Robinson et al., 2006; Torvik, 2002), which turns competition into a destructive contest (Wick & Bulte, 2006) 

that diminishes the overall efficiency and causes policy failures. This structure favors for corruption and clientelism, 

while ultimately it leads to the emergence of a rentier state, in which the dominant source of both economic and 

political power is the extraction of the resource wealth (Ross, 1999). 
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However, significant theoretical and empirical findings suggest that this outcome is not  deterministic (Havranek 

et al., 2016). In case of sound economic and political institutions, a strong civil control may prevent rent capture and 

promote the implementation of efficient economic policies. This allows the country to exploit the growth potential 

of the natural wealth by following the optimal extraction path (Hotelling, 1931) and utilizing the revenues to 

accumulate produced capital (Hartwick, 1977). By transforming natural wealth entirely into other components of 

capital, good resource governance leads to sustainable growth and social development through economic 

diversification. Thus, natural abundance may bring either a blessing or a curse to a given country, depending on the 

quality of its institutions (Mehlum et al., 2006a, 2006b). 

2 Research Goals 

After nearly three decades of intense research, there is still no academic consensus on the resource curse and 

we still lack the complete theoretical understanding of the adverse growth effects (Papyrakis, 2016; Ross, 2015). 

Notwithstanding some significant achievements, we do not have a coherent theoretical framework that would 

explain the complex interaction between natural resources and economic growth, its political and social 

consequences, as well as the substantial differences in the development of resource-based economies. The bulk of 

the related literature focuses on specific aspects within this complex nexus but fails to capture the big picture. Indeed, 

the problem resembles a jigsaw puzzle: We have most of the pieces at our hands, but they are still up to be assembled. 

However, overcoming the resource curse based on this fragmented knowledge is difficult, while the development of 

effective and comprehensive economic policies is becoming an increasingly urgent task… 

As for the scope of the problem, nowadays there are around 50 resource-intensive national economies with the 

exact number depending on the proxy selected to measure intensity. A possible classification based on the Extractive 

Dependence Index: Ranging from 0 to 1, it is a composite designed to quantify the relative importance of resource 

revenues from different aspects. In 2011 there were 54 countries classified as resource-economies by reaching the 

score of 0,25 or higher (Hailu & Kipgen, 2017). According to another index based on the share of resource exports and 

the related fiscal revenues, the International Monetary Fund assorts 51 resource-rich economies that are home to 1,4 

billion people, and from which 29 also classifies as a low- or lower-middle-income country (Venables, 2016). That is, 

more than 56% of resource-economies are relatively poor opposed to the 38% global share of the lowest two income 

categories. Apart from its direct impact in these countries, the indirect effects of the resource curse are widespread 

and extremely diverse: Efficient resource management is the foundation of sustainable growth and intergenerational 

equality (Solow, 1986), which is also closely related to the strategic issues of climate change, energy security, 

migration, and international peace. Therefore, resolving the resource curse is a global issue that involves the 

developed countries as well. However, the prerequisite for finding an effective solution is the complex understanding 

of the problem, that is, completing the puzzle. 

Accordingly, the aim of my research is to summarize our current state of understanding, provide further 

empirical evidence, and synthetize this knowledge into a new conceptual model that covers all the related 

phenomena in a single theoretical account. This framework would combine the theories of neoclassic economics 

and political economy to address natural wealth as a curse as well as a blessing, moreover, both of those with varying 

intensity. My secondary goal is to review the relevance of previous policy proposals in the light of the aforementioned 

model and formulate my own recommendations based on its conclusions. Furthermore, I hope that my work will 

provide a reliable framework for further investigations, as well as a point of reference for my fellow researchers. I am 

already working on an educational spin-off project which would provide new experimental evidence to support the 

proposed model (Szalai, 2020), while also contributing to the development of the entrepreneurial skills in higher 

education (Guillén Tortajada et al., 2020). 



Budapest University of Technology and Economics  ⏐ PhD School in Business and Management 

 

Montezuma’s Revenge  5 Thesis Booklet 
On the Relation of Natural Resources and Socioeconomic Development László Kristóf Szalai (2022) 

3 Methodology 

I was using an interdisciplinary approach to establish the model described above. “Standing on the shoulders 

of giants”, I have processed more than 250 theoretical and empirical studies to synthesize their results and identify 

the factors that determine the nexus of natural resources and socioeconomic development. Meanwhile, I conducted 

my own empirical research and checked the robustness of the most influential results from the past three decades 

on recent databases. In line with the conclusions of this empirical analysis, I developed the structure of the model 

step by step, that is, I intended to put the pieces of the resource curse puzzle together. My ultimate goal was to outline 

a new conceptual model that draws a comprehensive picture of the socioeconomic impact of natural abundance. 

While reviewing the academic literature, I sought to identify a common set of variables that determine the 

development outcome. The results from this analysis laid down the foundations for my independent empirical 

research, highlighting the most important interactions and the methodological issues related to them. Accordingly, 

I used different regression models to examine (i) the relationship between economic growth and natural resources, 

(ii) the consequences of Dutch disease and the Balassa-Samuelson effect, (iii) the strength of the crowding-out effect, 

(iv) the hypotheses of technical and institutional appropriability, as well as (v) the validity of certain conclusions from 

political economy. In addition to several other data sources, I utilized the World Bank databases for most of the 

variables: (i) Word Bank Open Database for resource intensity and economic growth, (ii) World Bank Wealth Accounts 

for the real stock of capital and its components, and (iii) Worldwide Governance Indicators for the institutional quality 

(see Table 1). Apart from the results reported in my previous publications, the proposed conceptual model is based 

on 17 standalone estimations presented in the thesis. 

Table 1: Sources of statistical data 

Data Source 

Historical GDP and growth 
The Maddison Project Database 

https://www.rug.nl/ggdc/historicaldevelopment/maddison/ 

Contemporary GDP/GNP and growth 

Resource intensity 

Adjusted net savings 

Fiscal and monetary indicators 

World Bank Open Data 
https://data.worldbank.org 

Components of real wealth 
World Bank Wealth Accounts 

https://databank.worldbank.org/source/wealth-accounts/ 

Economic complexity Harvard Atlas of Economic Complexity 
https://atlas.cid.harvard.edu 

Institutional quality 

World Governance Indicators 
https://info.worldbank.org/governance/wgi/ 

Resource Governance Index 
https://resourcegovernance.org 

Socioeconomic development 
United Nations Human Development Report 

http://hdr.undp.org/en/content/human-development-index-hdi 

 

To maximize external validity and transferability, I intended to achieve my goal using only a minimal set of 

standard theoretical assumptions. That is, microeconomic actors are (i) rational, (ii) self-interested, and (iii) utility-

maximizing decision-makers with well-behaving preferences, while the production technology fulfils the law of 

diminishing returns and allows for a substitution between the components of capital. The macroeconomic 

framework is a three-sector model of a small open economy, where foreign trade and specialization are described 

by Ricardian theory. This narrow and widely accepted system of axioms is intended to enhance the internal 

consistency and the practical relevance of the proposed framework.  

https://www.rug.nl/ggdc/historicaldevelopment/maddison/
https://data.worldbank.org/
https://databank.worldbank.org/source/wealth-accounts/
https://atlas.cid.harvard.edu/
https://info.worldbank.org/governance/wgi/
https://resourcegovernance.org/
http://hdr.undp.org/en/content/human-development-index-hdi
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Since the comprehensive empirical testing of the whole model would raise countless methodological concerns, 

I rather chose to include four case studies to illustrate the overall impact from the standalone regressions. On one 

hand, Russia and Venezuela represent a mild and a severe form of the curse scenario, while on the other hand, 

Botswana and Norway were able to turn their natural abundance into a blessing. These studies serve a dual purpose: 

While they highlight the conditional and non-monotonous nature of the socioeconomic effects, they also 

demonstrate the practical aspects of the causal relationships described in the conceptual model. 

4 Results and Expected Impact 

I have summarized the results of my research in five hypotheses, out of which the first concerns to the proposed 

model itself, the second, third, and fourth describe its characteristics, while the last one highlights the most important 

consequence. By synthesizing the related theories of neoclassical economics, political economy, and institutional 

economics [1], I concluded that: 

H1 The socioeconomic impact of natural resource abundance is describable by a single and coherent conceptual 

model that explains the observable variety of the development outcomes. 

The cross-country differences arise from an interaction between the resource endowment and the institutional 

environment [2, 3, 4]. More specifically; 

H2 The potential of the socioeconomic impact is determined by the quantity and the technical appropriability of 

the resource wealth while its direction depends on the institutional quality. 

That is, the resource curse is non-monotonous and conditional. The physical properties of the reserves set the 

amplitude of the growth effects as exogenous factors, whereas the institutional framework marks the boundary 

between the “curse” and “blessing” scenarios. Thus, the proposed model resolves several empirical controversies by 

establishing a link from institutional quality to the development outcomes: 

H3 The resource curse only evolves under poor institutions as windfalls alter the relative returns in favor of rent-

seeking which crowds-out productive activities and maps into policy failures. 

In pursuit of higher returns, economic and political actors abandon productive activities and dedicate their 

efforts to capture the windfalls. Hence, economic competition transforms into a predatory contest over the rents, 

causing the crowding-out of productive capital (Gylfason, 2006). Meanwhile, poor institutions allow perverse political 

incentives to map into policy failures, which reinforces the adverse effects by favoring for corruption and 

embezzlement, as well as decreasing the overall efficiency through resource misallocation and white elephant 

projects. The problem grows further when the crowding-out gets strong enough to catalyze the Dutch disease (see 

the middle section of Figure 1). With a strong emphasis on the spending effect, this disease causes deindustrialization 

and losses in international competitiveness through the Balassa-Samuelson mechanism. Moreover, it drives further 

specialization into resource extraction, exposing the economy to the risk of volatility and divesting it from the positive 

spillovers of manufacturing. Ultimately, abundance turns into dependence as the country develops an excess reliance 

on its natural wealth. The key insight from this explanation is that the altering returns on different economic activities 

define an investment path that erodes economic diversity. 

Although these problems have ready-made solutions, the poor institutional quality does not allow for the 

implementation of efficient policies. Driven by their personal interests, leaders are tempted to nurture a rentier 

political state, which favors for clientelism and makes the society dependent on a centralized system of income 

redistribution. Due to the interrelation of political and economic interests, the welfare of the elite depends on its 

political survival, providing strong incentives to engage in populism and/or violence. As the government does not 

rely on taxation, citizens are less motivated to demand transparency and accountability, while the state fails to 



Budapest University of Technology and Economics  ⏐ PhD School in Business and Management 

 

Montezuma’s Revenge  7 Thesis Booklet 
On the Relation of Natural Resources and Socioeconomic Development László Kristóf Szalai (2022) 

develop the capabilities required for contract enforcement and property rights protection. In a bid for the political 

support of different interest groups, or simply out of vanity, leaders tend to follow myopic revenue management 

policies that prioritize current consumption over long-term investments. These are mostly realized in the form of 

large-scale social spending programs that are aimed on buying the votes of the poor. If this would not be enough, 

the windfalls still provide ample financial resources to repress the political opposition and secure the control over 

the natural wealth. Hence, resource abundance tends to stabilize autocratic political systems and extends the 

survival of the regime in power. The persistent institutional failures give rise to a political resource curse that 

undermines all internal attempts to implement any kind of economic, social, or political reforms (see the lower left 

corner of the figure below). 

 

Figure 1: The Resource Curse 

However, as argued before, the boundary between a curse and a blessing is marked by the institutional 

appropriability: 

H4 The resource blessing only arises under strong institutions as they allow for the transformation of capital and 

the implementation of sound economic policies. 

In this case, the outcome is consistent with the big push theory as well as with the predictions of the augmented 

Solow-model. Conclusively, the key to solve the paradox of plenty is good institutional quality. Under such 

circumstances, economic actors are more likely to prefer productive activities over rent-seeking and undertake long-

term investments in form of education, research, healthcare, or infrastructural developments. Therefore, the 

resource blessing scenario detaches the country from extractive industries by catalyzing productivity improvements 

in rest of the economy. Still, it must be emphasized that the neutralization of the classic effects requires an active 

economic policy (see Figure 2). Even in Botswana, which is often discussed as a success story (Acemoglu et al., 2001a), 

we were able to show that the real appreciation caused by the Dutch disease has significantly impeded the 

development of the industrial sector [5]. Although the country has been one of the world’s fastest-growing 
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economies, diamond exports continue to be the main source of income, while deposits are running low and 

depletion is expected within a decade. Thus, sustainable growth would require better policies that promote 

economic diversification [6]. 

 

Figure 2: The Resource Blessing 
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actors to cooperate and cut the external stream of resource revenues. 
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Thus, my thesis delivers an important message: We cannot expect from the resource-dependent developing 

countries to solve their own problems. Windfalls under poor institutions fuel a vicious cycle of corruption, clientelism, 

and repression, that does not allow for the implementation of institutional reforms and efficient economic policies. 

Under such conditions, the majority of the population suffers from adverse effects and only a small elite enjoys the 

benefits. Since natural wealth is a public property, rent capture is not much different from theft. If the developed 

world takes its own rules seriously, it has to fight the trade of stolen merchandise and restrict the imports from 

countries that do not comply with a minimal set of institutional standards. 

The main contribution of this thesis concerns the completion of the resource curse puzzle: I argue that the newly 

developed conceptual framework incorporates all the important pieces into an internally consistent and externally 

valid configuration (see H1). Based on a relatively small set of assumptions, this model explains the variety of the 

resource-driven development outcomes by an interaction between the natural endowment and the institutional 

environment (see H2). The combination of abundant resources and poor institutions gives rise to the resource curse 

(see H3), while good institutions reverse the effects and turn abundance into a blessing (see H4). By adopting the 

ideas of endogenous institutional development and persistent institutions (Acemoglu et al., 2001b), the model 

concludes that once the resource curse has evolved, there is only one option to exorcise it: The international 

community must divest the given country from the external flow of resource revenues, at least until it reaches the 

institutional threshold (see H5).  
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