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POLITICAL ECONOMY OF NATURAL RESOURCES.
ACADEMIC DEBATES ON CONCEPTS, MODELS,
INSTITUTIONAL INTERPLAY

Abstract. This paper analyses the political economy of natural resources literature classifying it on
the economic, political, and social aspects regarding institutional interplay. Natural resources might
lead to economic prosperity and political development or they destabilize macroeconomic system with
windfalls and create political rivalry and social unrest. The specific type of resources matters and makes a
difference as well; is it oil or coffee or timber? Institutional development and strategic choices make dif-
ferences and final outcomes as they determine policies and choices by individual actors. Definitely there
are country specific contexts in terms of political culture, demography, historical past and general path
dependence but current consensus among researchers is that institutions matter the most. In our paper
we look to the different approaches to analyze natural resources in their political and economic parts,
and first of all to oil, we look at Dutch disease as a special case of that political and economic interplay.
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Taburn pecypcrapAbiH, CasiC 3KOHOMMKACHI.
TyXbIpbIMAAMaAap, MOAEAbAEP, MHCTUTYTTap O60ibiHLIA
aKaAeMUSIABIK, MiKipcaibiC

Anpatna. Bya kymbicTa Taburn pecypcrap oAeOMeTTepPiHiH, CasCcu  YHEMAIAIr, oAapAbl
MHCTUTYLIMOHAAABIK, ©3apa 6aAaHbICTbl 3KOHOMMKAADIK, CasiCU XK8HE BAEYMETTIK acrekTiAep 6ovbIHLWA
XikTeAreH. Taburn pecypcrap 3KOHOMMKAABIK BPKEHAEYre XXKoHe CasiCh AamyFa aAbil KeAyi MYMKIiH
HEMEeCe OAap MAKPO3IKOHOMMKAAbIK, >KYMEHi TypakCbI3AQHAbIPaAbl >KOHe cascu 6GaceKeAecTiK mneH
BSAEYMETTIK TOAKYAQP TYAbIPYbl MyMKiH. PecypcrapabiH HakTbl TYPi MaHbI3Abl XX8He e3repeai; OyA maii
Ma, Kodbe Me, aralll na? MHCTUTYLMOHAAAbI AAMYy MEH CTPATErMSIAbIK, TaHAQY XKEKEAETeH CyObeKTIAepAiH,
casicaTbl MeH TaHAAyblH aHbIKTAaMTbIHAbIKTAH, arblPMALLbIAbIKTAp MeH TYMKIAIKTI HeTuXeAepre
KOA >KeTKi3eAi. OpuHe, casscn MBAEHWMETKE, AeMorpadusira, TapuxM OTKEHre XKOHe >KaAMbl XKOAFa
ToyeAAiAiKke BanAaHbICTbl EAAIH HAKTbl KOHTEKCTepi 6ap, 6ipak, 3epTTeyLliAepAiH Kasipri KOHCEHCYCbl
— OYA MHCTUTYTTapAbIH €H MaHbI3AbBICbI. Bi3AiH >KYMbICbIMbI3AA TabWFK peCcypcTapAbl OAAPABIH, Casicu
>K8HE SIKOHOMMKAAbIK, OBAIKTEPIHE, €H aAAbIMEH MyHaliFa TaAAQy >KacayAblH 9PTYPAI TaciaaepiHe Hasap
ayAapambi3, 6i3 rOAAAHAMSIABIK, ayPYAbl COA CasiCU >K8HE 3KOHOMMKAABIK, ©3apa iC-KMMbIAAbIH, epekLue
>Karaarbl peTiHAe KapacTbipambl3.

Tyiiin cesaep: KasakcraH, Taburn pecypcrap, casicM 3KOHOMMKA, MOCTKEHECTIK, KeHiCTiK, MyHan
>K8He ras.

H.A. M6aanAbAMH
PhD., Yuuepcutetr KMM3IIT,

KasaxctaH, r. AamaTsl, e-mail: nygmet@kimep.kz
MoAuTHYECKasi SKOHOMMUS NPUPOAHBIX PECYpPCOB.
AkaaeMuuyeckue NoAXOAbl K KOHLLEMLUSIM,
MOAECASIM U UHCTUTYTaM

AHHOTaIJ,MSI. rA,aHHaﬂ CTaTbda NPEACTaBAdEeT Cco60OM aHaAM3 OCHOBHbIX MOAXOAOB MOAUTUYECKOM
3KOHOMUKN NPUPOAHBIX PECYPCOB. 21n NMOAXOADbI K/\aCCl/I(,bMLI,I/IpyIOTCﬂ MO 3KOHOMHNYECKUM, NMOAUTHNYHEC-
KM 1 COLUMAAbHbLIM aCrneKTaM, a TakK>Ke OTAEAbHO MO MNoAXOAaM MHCTUTYUMOHAAbHOIO B3aMMOAENCTBUS.
Haanuume NMPUPOAHbLIX pecypCoB MOXeT BeCTM K 3KOHOMMNYECKOMY MNpouBeTaHMIO U NMOANUTUYECKOMY
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Pa3BUTHIO, HO B OTAEAbHbIX CAyYasx AECTabUAM3UPOBATb MAKPOIKOHOMUYECKYIO CUCTEMY M CO3AABAThb
MOAUTUYECKOE COMEPHMYECTBO U CenapaTUCTCKNE ABMXKEHMS. TN NPUPOAHbBIX PECYPCOB Tak>XXe UMeeT
3HaueHue: HePTb AU 3TO, Kodpe MAn ApeBecrHa?! MHCTUTYLUMOHaAbHOE pasBUTME M CTpaTernvyeckmni
BbIOOP BAMSIIOT M HA KOHEYHbIE PE3YAbTaTbl, MOCKOAbKY OHW OMPEAEASIOT MOAMTUKY M OCO3HAHHbIN
BbIOOP AEMCTBYIOLLMX CUA AQHHOWM cuCTeMbl. [TpobAaeMa MHCTUTYLIMOHAABHOTO Pa3BUTUS U Pa3AUUMs
Tem 6oAee BaxkHa AAS MOCT-COBETCKMX CTPaH, Takmx Kak KazaxctaH. CyliecTByioT cneumduryeckme AAs
CTPaHbl KOHTEKCTbI C TOYKM 3PEHMS MOAUTUYECKOM KYABTYPbl, AeMOrpacdunm, CTOPUUECKOrO MPOLLAOTO,
HO B HacToSLLEee Bpems CpeAN MCCAEAOBATEAEN CYLLECTBYET EANHOAYLIHOE MHEHWME O TOM, YTO MMEHHO
MHCTUTYTbl Ba>KHEE BCEr0 BO BAMSHMM HA KOHEUHble pe3yAbTaTtbl. B Halwlen craTbe Mbl pacCMOTpMM
pa3AMyYHbIE MOAXOAbI K aHaAM3y MPUPOAHbBIX PECYpPCOB, KaK CUA, BAMSIOLIMX Ha MOAUTMYECKOE M
3KOHOMMYECKOE MOAOXEHWE, TAE TAABHbIM OOBEKTOM PACCMOTPEHUs SBASETCS HedTb. foAraHACKas
6OAE3Hb OMPEAEASIETCS HaMM Kak OCOBEHHbIM OObEKT 3TOro MOAMTMYECKOrO M 3KOHOMMYECKOro

B3aMMOAENCTBUS.

KatoueBble caoBa: KasaxcraH, npuvpoAHble pecypcbl, MOAUTUYECKAs 3KOHOMMS, MOCTCOBETCKOE

NPOCTPaAHCTBO, HE(PTb U ras.

Introduction

Political economy of natural resources is quite
specific. People have great expectations, politicians
are thinking of ‘energy weapon’, research invent
metaphors like ‘oil spoils’, ‘Dutch disease’, ‘re-
source curse’. Oil is a key mineral in this regard;
even though other resources can also make some
negative impact, oil is a special one. As it requires
and creates a lot of capital and does not require a lot
of labor.

In the research field, there is a widespread de-
bate on the classification in terms of natural resource
differences and their political influences. These ar-
guments include ideas on how a specific resource
can shape political and economic processes in a
developing country (Ross 2002; Isham et al., 2003;
Harford and Klein 2005). The illustration of the
importance of such differences and comparisons is
that, for example, oil does not require massive la-
bor involvement like agriculture; so a small group of
ruling elite can capture the rent and exclude the rest
of the people from it. Diamonds or tantalite ore, in
some cases, do not need the complicated transporta-
tion infrastructure, technology, or substantial initial
capital investments that oil and deep shaft minerals
do. International trade is also specifically different
for oil, uranium, or bauxites. Each of them has dif-
ferent market trends and, as a consequence, differ-
ent political importance. Drugs are considered as a
type of natural resource in this research and they are
very specific in terms of trade, transportation, crimi-
nality, and investments (Ross 2004, 338). The main
outcome of this interplay between resources and
state policies is clearly stated in Karl‘s (1997, 13)
Paradox of Plenty:

“It matters whether a state relies on taxes from
extractive industries, agricultural production, for-
eign aid, remittances, or international borrowing

because these different sources of revenues, what-
ever their relative economic merits or social import,
have powerful (and quite different) impact on the
state’s institutional development and its abilities to
employ personnel, subsidize social and economic
programs, create new organizations, and direct the
activities of private interests”.

There are specification needs if some special
process in the given country takes place. It is neces-
sary to mention that not only the state is influenced,
but society as well. The emphasis on the state, in
this case, is understandable because quite often in
developing countries the state has 18 namely been
considered as an engine for growth. Thus, institu-
tions, and not only state ones, are influenced by the
type of the resource and not only by the income de-
rived from the resources. While mentioning the con-
cept of institutions, we will introduce a definition
for our analysis of the institutions made by North
who defined them as ‘formal rules, informal norms,
and enforcement characteristics’ (North 2005, 48).
These formal, or informal, rules make actions for
the participants predictable. Some of them produce
economic growth and overall social improvement
while others prevent growth and social develop-
ment. The main classification of these institutions
for our case will be what Bergloff (2005) called
‘good’ and ‘bad’ institutions. The idea is that ‘good’
ones promote growth and overall social benefits and
the ‘bad’ ones create obstacles to growth and social
benefit. The ‘good’ ones can also erode if they are
not well established.

Oil and gas production does not require a lot of
labor but needs a lot of capital. In this regard, these
natural resources do not lead to wealth redistribution
within society or create wide employment. In addi-
tion, the need for large initial capital and high returns
enriches only a very small group within society.
These two circumstances make these resources very
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political ones, meaning that they generate power
and attract power rivals. The competition for control
over resources, both on the domestic and interna-
tional level, created an entire stream of research on
how resources influence the level of conflict (Collier
and Hoeffler 1998, 564; Ross 2003, 337).

The control of the natural resources is the prize
that gives the power in a conflict. It is not only rival-
ry between superpowers but, what is interesting for
our research, the rivalry inside a country. However,
the conclusion that natural resources and oil provoke
conflicts is not so inclusive. While Sudan, Nigeria,
and Iraq have been areas of long-term conflicts, the
United Arabic Emirates, Saudi Arabia, and Venezu-
ela have not experienced large scale violence for de-
cades. Here, the differences in the population, size
of the resources, urbanization level, maturity of the
bureaucracy, and institutional development can all
be intervening factors as well.

Ross (2003, 337-339) also classifies resources
on how they influence the nature of conflict; wheth-
er resources make the conflict separatist or non-sep-
aratist ones. So, natural resources are different and
have different impacts on economic and political
performance. From another side, here, we see that
interactions among different actors in the economy,
politics, and society are regulated by institutions be-
cause, namely, institutions make some expectations
of certainty for the actors possible. Depending upon
the institutions, actors behave differently.

Oil as political economy phenomenon

However, before going into the analysis of dif-
ferent explanations it would be good to specify the
properties of oil, which have some political meaning
both locally and internationally (Amuzegar 2002,
12):

1. Oil still is of huge importance for contempo-
rary industry and styles of living where automobiles
are a necessary part of everyday life. It means west-
ern powers will be interested in safe access to oil
deposits, transportation routes, and processing;

2. There are not significant substitutes for oil
yet. Hybrid engines, alternative power, biofuel, and
plastics substitutes are all still expensive and not
competitive enough with oil as a chemical basis.
This means that the interests of powerful players,
both in politics and in business, still focus oil

3. Oil involves a high level of different geologi-
cal, economic, and political risks. It requires a very
large amount of initial investments

4. The returns in oil business, despite the initial
investments, are very high. While the market price
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can be as high as US $140 per barrel in 2011, there
are oil fields with production costs of US $20 per
barrel. In times of high prices, costs are usually ris-
ing too because companies are trying to get to diffi-
cult and problematical oil fields which are not profit-
able when oil prices are low. This feature of small
costs followed by large returns after investment
explains the profitability of oil corporations and the
rent behavior of oil states.

5. Oil can be delivered on short notice, within
two or three weeks after the signing of a contract.

6. Oil production involves very limited labor.
This makes it less vulnerable to labor disputes and
limits the influence of trade unions. This definitely
has an impact on institutions and wealth distribution
within society.

For this research, there are four main points
regarding the importance of politically related oil
properties. First feature of oil is the vital interest of
the great powers, because oil is a key resource for
the industry. Second feature is huge capital costs of
oil business meaning involvement of big companies.
Third one is a power of the oil lobby in the produc-
ing country because it is usually a source for the
state revenues. Fourth feature is a weakness of the
trade unions in producing country because oil does
not bring redistribution of the wealth as oil produc-
tion does not employ too many people. These prop-
erties of oil, in the context of institutional reform,
are even more important because the apparent weak-
ness of institutions makes the risks involved with
these properties very obvious.

Resource curse metaphor

One of the first recognized formulations of the
resource curse as a concept was introduced by Rich-
ard Auty. He wrote a prominent work in 1994 intro-
ducing the thesis itself. His main claim is that, ‘The
mineral economies have underperformed compared
with countries of a similar size and level of econom-
ic development which lacks the mineral bonus’.

This work, as Auty puts it, ‘...the skepticism
.. concerning the advantages of a bountiful natu-
ral resource endowment and it also reinforces the
resource curse thesis’ (Auty 1994, 12). One of the
problems with Auty‘s claims on the underperfor-
mance of the resource rich countries is that it is not
a universal claim. First, there are some developed
countries, like Norway or Canada, where natural re-
sources became a basis for economic growth and so-
cial well-being. They might have been on a different
level of economic development compared to other
countries. However, some developing countries can
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also grow significantly due to their natural resourc-
es. Some developing countries can diversify their
economy as well, e.g. Malaysia. So, the rule was not
universal and, as later critics argued (for example
Jones or Alekseev and Conrad), the main issue was
a choice of the strategies and not the endowment
in itself. Some authors talk about the positive role
of natural resources toward economic and political
performance, or at least regime survival within a
natural resource rich country (Smith 2004, 233).

Prior to Auty, many important works in the
same field were done by Mahdavy (1970), Beblawi
and Luciani (1987), Karl (1997), Gelb et alia (1988),
and many others who contributed much to the con-
ceptualizations of this phenomena in resource rich
developing countries7 . The concept of the resource
curse is somewhat of a generalized one and refers
to the range of empirical evidence of unstable and
unsustain economic, political, social, and behavioral
situations in countries rich in natural resources. This
study by Auty was important conceptually because
this concept has become an umbrella for the differ-
ent approaches and explanations. Today, literature
on the resource curse can be classified into three
main groups on the explanation of the reasons of this
curse. Actually, even a classification of the literature
is an issue because some authors define four main
approaches (Robinson et alia 2002, 2). According to
Ross (1999), it is classified into economic and po-
litical groups and each group is divided into three
sections. We will focus our attention on economic,
political, and social aspects of the resource curse,
and their institutional dimensions.

Economic explanations have been introduced
within concepts on the resource curse and, conse-
quently, can be divided amongst the areas of unfa-
vorable terms of trade, fluctuation of world com-
modity prices, Dutch disease and linkage theories,
and the neo-classical or gaps approach.

Political explanations are divided into cogni-
tive, societal, and state centered explanations; the
last one being the most developed and quoted. It
is worthwhile to mention that, quite often, studies
consider several reasons and explain the resource
curse simultaneously from different reasons . Many
of these explanations refer to institutions in one
way or another and the key role of institutions in
many of them, both political and economic ones,
is supported by different researchers (Robinson et
al. 2002, 1).

According to Ross (1999), economic explana-
tions began back in the 1950’s. Up to now, four main
theories were developed in economics to analyze the
effect of natural resources in the development of the

economy. These four theories include the linkage
theory, neo-classical or gaps model, export fluctua-
tion, and the ‘booming sector’ theory (Gelb et al.
1988, 120). Separately, and later on, models of the
Dutch disease and institutional approaches were de-
veloped. The linkages theory comes from the staples
theory which was developed in the 1950s by Har-
old Innis and Douglass North. The idea is that by
benefiting from staple trades like cod, grain, cotton,
or minerals, a country would re-invest the capital
in industrial development and some regional asso-
ciates would emerge. It was an explanation of the
industrial growth in the USA and Canada. It is very
common for the development theories of the 1950s
and 60s to share this view and to be optimistic about
the future growth of developing countries.

Linkage theory

The linkage theory emphasizes the necessity of
a booming sector, in this case oil, to get services
and products or links to function. These links can
be down and up in the production chain. Before
the 1970s and later of twentieth century has been
a case of more applied approach and policy
oriented recommendations (Hirschman 1958, 15).
It has prescribed that the booming sector, which
is a mineral or oil production one in the case of
resource curse, would be playing a role of an
engine for the growth of domestic economy. This
dissemination of the growth would be done by
fostering the linkages in the two directions of the
production chain — backward and forward. In case
of oil, as a main product in the economy, forward
linkage will create a production of petrochemicals
or any product where oil is a basic initial ingredient.
Backward linkage is a development of the sectors
which precede oil in the production chain. It can be
geological exploration, acquisition of equipment
and intermediary materials, and supplies needed for
oil production. Building both forward and backward
linkages is used to overcome the so called ‘enclave
character’ of the economy. However, linkages
were not built in many developing countries due to
policy failures and mismanagement, which requires
researchers to pay attention to the actors and their
motivations.

As the World Bank states in a paper on
Kazakhstan,

“..windfalls also lessen the imperative to
address corruption and other general business
environment problems, which serves to further
weaken investment and performance in the non-oil
economy’ (World Bank 2005, iv).
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Neo-classical theory and terms of trade

Neo-classical theory considers income from
natural resources in developing countries as a
means to solve the problem of absent characteristics
typical for developing country, like the lack of
technology, savings, education, healthcare, and
infrastructure. The theory begins with the 22 idea
of filling two main gaps, like the lack of savings and
lack of foreign reserves (Chenery and Bruno 1962).
Conclusion from this theory is that oil income helps
to create various non-oil sectors of the economy.
Export fluctuation theory places attention to the
fact that it is not possible for exporters of primary
resources to predict the prices for commodities and
then adequately develop relevant policies. If prices
or terms of trade change, then the budget earnings
change and this can cause macroeconomic shocks
and unfinished projects. Policy blunders are made
due to the expectation that the inflow of income
would be continuous. Unequal terms of trade
between developing and developed countries can
be an important factor in slowing the growth of a
natural resource exporter. The principal idea is that
the exporters of natural resources, almost always
in the case of developing countries, are importers
of processed goods. Price structures on the world
markets are made as exporters of natural resources
will lose income to the producers of the processed
goods (Prebisch 1950, 7).

This relates more to dependency theory ideas
about the world dominance of developed countries
who shape it for themselves and exploit the
developing ones. The booming sector theory looks
at the influence of a booming sector in shaping the
overall economic structure of a country. The booming
sector can become an economic enclave. The
concept of enclave economy refers to the situation
when one sector exists almost autonomously from
the rest of the economy. This sector is financed
from abroad and sells its product abroad. Quite
often, outside companies also provide employment,
technology, and management. Connections with
the mainland economy of this enclave are only
in the form of taxes. The developing country and
its main economy and population can become a
load or addition to the enclave economy which is
dominated by transnational corporations. To change
this situation, linkages should be created.

The booming sector influence internal shift of
the capital and resources would be transformed
later into the Dutch disease model, which will be
analyzed in detail below. Jeffrey Sachs and Andrew
Warner (1997) wrote a frequently quoted article on
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this topic of the resource curse demonstrating the
clear evidence of slow economic growth and natural
resource abundance. This study has been one of the
main starting points for the debate over the issue
of natural resource availability and its negative
influence on economic growth. The conclusion of
Sachs and Warner was that oil rich countries were
not growing fast in the seventies when oil boom was
taking place.

These oil countries were lagging behind even in
comparison with the rest of developing countries.
One of the points of critique for this study is that it
is only a correlation between sets of data without a
clear explanation of the causes of this correlation.
The main indicator for them was a share of the
raw materials in the total export. This implication
was a volatility of world prices and growing share
of manufactured goods and services in the world
economy. Later, studies were focused not only to
finding the correlation but also some explanatory
causes of it.

Despite studies utilizing statistical evidence of
the resource curse, it is still difficult to state clearly
the direct correlation. Still, it is even difficult to
define how to measure the dependency of the
economy on the production of natural resources. It
is a more or less accepted idea that more than 30
percent of exports are to be constituted from the
natural resources; if this threshold is passed then
the dependency is clear. However, recently, new
developments have been going on. Ross and Moore
made it clear that the percentage in export or in GDP
do not matter but the received rent itself makes the
most difference and should be studied and compared
country by country (Ross 2006, 266; Moore 2007,
21).

Economic studies on the detrimental effects of
natural resource abundance to economic performance
have begun long before the introduction of resource
curse concept introduction itself. So, neoclassical,
linkage theory, structural, and Dutch disease models
do not explain the motivation of the individual actors
in cases of the resource boom and this gap of the
models is researched by the scholars who evaluate
cognitive biases and institutional development.
Cognitive bias refers to the decision makers* failures
due to overconfidence in continual oil income and
so the quality of the decision making is worsened
while income from natural resources is misused.
Also, some political science explanations have come
forward, in this case, when the state monopoly over
resources, which is a normal case for a developing
country, creates authoritarian tendencies within the
government and managerial errors in an economic
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sense increase because of political considerations
(Lam and Wantchekon 2002, 15). This is one of the
classical themes in resource curse literature on why
the government tends to be authoritarian if it has a
lot of income from natural resources.

Rentier state model

It is called differently by different authors and
one of the widespread and heuristic concepts is
the ‘rentier state’ concept by Mahdavy (1970),
and later by Beblavi and Luciani (1990). Michael
Ross formulates several effects which take place
in the state that are dependent upon the production
of natural resources. If oil or another resource is
the only substantial source of income in the given
economy and the government controls it by having
a monopoly over it, none of the other actors can
challenge the ruling group in the government. So,
the monopoly of economy creates a monopoly in
politics. The government is not interested in the
taxation of the citizens as well because income is
derived from natural resources; Ross calls this
the taxation effect (Ross 2001, 325). Citizens also
cannot challenge the government in other bodies
like parliament or collective bargaining unions
because the government is not dependent upon their
taxes. The classical formula applicable in this regard
is ‘No taxation, no representation’.

The government undermines civil society
because the government considers it as a competitor
for the minds of the people. Ross calls this group
formation effect. Civil society is also inherently weak
because citizens depend upon government subsidies
and their loyalty to the government is bought. If
someone calls for change, the current order or ruling
group tries to co-opts him or her (Co-optation effect)
or repress the action if the cooptation would not be
successful (repression effect).

Staple trap and petro-state models

One of the first and interesting models related
to economic issues of resource rich developing
countries has been introduced by Auty. It is the so-
called ‘staple trap model’. The reference is to the
earlier mentioned idea that countries which have
primary commodities or staple goods can invest
into different sectors like the USA or Canada did in
the 19th century. Today, countries with staples are
unwilling to diversify and so the dependency upon
one export commodity is created and diversification
does not happen; this is even more obvious when
a developing country exports oil. Despite sharp

fluctuations, it generates profits which cover all the
losses and costs of production.

Paradox of plenty, which is a seminal work
by Terry Karl (1997), has introduced the idea of a
petro-state where the economic system is dependent
upon oil production creates almost, necessarily and
naturally, a state with a special system of relations
and structures. The state cannot survive without
the oil because the whole system of governance
and power is configured from oil income. In this
model, some actions from the decision makers
are required to change the petro-state character.
Authoritarianism in resource rich countries brings
policy failures where societal control over decision
making is weak and there is an erosion of labor
ethics because it is a system where loyalty is
bought. I will elaborate more on the definition of
a petro-state when discussing the state as an actor
in an oil exporting country. Overall, despite of the
resources available or not, a difference is made by
the quality of the decisions made, policies selected,
and diversification successfully realized. This idea
by Erika Weinthal and Pauline Jones (2006, 36)
has more of a normative or prescriptive meaning
but it explains the difference in the performance
of different developing countries in their ability to
manage their natural resources. Technology, human
capital, labor productivity, and an increase of the
absorptive capacity of the economy have left behind
conscious efforts, political will, and certain policy
choices. So, resources are neither bad nor good in
their nature, it is the people or government who use
them for the benefit of the whole society or not; or as
another author who writes about the resource curse
has put it, ‘It is something that can be and has been
avoided with careful mineral windfall management’
(Davis 1995, 1767).

Dutch disease preconditions

The Dutch disease model has been one of the most
widespread themes in the resource curse analysis of
economic issues. It happened in the late 1970s in the
Netherlands and The Economist created the concept
of Dutch disease, itself, in 1977. It was introduced to
explain the economic stagnation in the Netherlands
due to the easily available financial revenues from
a large gas field called Groningen and the debates
over it began when the term was introduced.
These debates referred to the strange situation of
when wealth brought problems. The Economist
formulated this contradiction as, ‘to refer to a vast,
valuable energy resource as the source of a disease
is surely rather ungrateful’ (quoted from Neary and
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van Wijnbergen 1986, 41). Some researchers mix
the resource curse concept and the Dutch disease,
considering the first one as a journalist term and the
other one as a more academic one. However, more
focused and academic research shows a distinction
between them considering the resource curse as
broader concept and the Dutch disease as a specific
case of the resource curse .

The model behind the Dutch disease (Bruno and
Sachs 1982, Neary and van Wijnbergen 1986, 42,
44) has three basic preconditions:

1. the economy should be open to international
trade;

2. it is relatively small and does not have too
many investment opportunities;

3. and unemployment should be low.

This was the case in the Netherlands in the 1970s.
Three main sectors are considered for the analysis.
There is a boom export sector; in this case it is oil,
which has very good prices on the world markets.
Secondly, there is a sector of tradable goods; this
means that these goods are traded internationally
and prices for them are determined internationally. It
is usually known as the manufacturing export sector
but not always, and it is easy to export and import
tradable goods. Thirdly, there is a non-tradable
sector, in which it is difficult to export or import.
These are usually services, including government
ones as well. The booming sector produces
enormous amounts of income for the economy in
hard currency, which has several effects.

Effects of Dutch disease

First, the local currency starts to appreciate in
relation to the international one. It undermines other
manufactured or tradable exports making them
expensive and encourages tradable imports. Capital
is invested into the booming sector and other sectors
are undercapitalized. It is first a capital movement
effect in the model and if the tradable sector prices
are determined internationally because the economy
is open to the world, trade capital starts to shift in
to the non-tradable. This is obvious because the
booming sector cannot absorb all of the capital due
to physical limitations.

So, a second resource movement effect happens
when non-tradable sectors, the goods which cannot
be easily imported like construction, real estate, or
any domestic services, begin to attract capital and
labor from the shrinking manufacturing sector.
Prices in the service or non-tradable sector grow
very fast because there is a lot of capital and not so
much of investment opportunities. Prices can grow
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so fast that it would look like an ‘overheating’ of the
economy and expectations of growth finally create
a ‘bubble’.

Therefore, non-tradable sectors and imports
grow while the tradable sector shrinks. When world
prices are unfavorable or a gas field is exhausted,
doom‘s day comes; the country has a huge and
overheated non-tradable sector, imports dominate
local consumption, and there is no source of hard
currency except for the state possibly borrowing
from abroad. The Dutch disease model explains
why deindustrialization happens in a resource rich
country which suddenly faces a boom in the natural
resource sector or any other single dominant
sector (Corden 1984, 360). Signs of the Dutch
disease are domestic currency revaluation, fast
growth of non-tradable goods or services, rapid
decrease of unemployment, growth in government
spending, growth of imports, and shrinkage in the
manufacturing sector.

In addition, it is important to notice that the
Dutch disease can happen not only with oil; it
can happen within any booming sector with the
conditions of openness and lack for investment
opportunities. The Dutch disease describes how
positive externality, like favorable prices for
one export commodity of the given country, can
destabilize economic processes. Therefore, positive
externality has not played a positive role within the
whole system because the actors were not able to
use it productively. Dutch disease creates a risky
situation for a country because if world prices for
the booming sector fall, or the resource would be
physically exhausted or any other factor would end
the positive externality, then the country would
remain with an oversized service sector and a
destroyed industrial sector. Huge government and
private debt would accompany this because both
state and private actors tend to borrow a lot in times
of economic growth, and the quality of investment
decisions is poor. Therefore, a one-sided economy
with overdependence on one resource that used to
be a booming sector combined with an anemic or
non-existing manufacturing sector, distorts price
structures and the labor market; this is the final
result of the Dutch disease.

Recommendations to manage Dutch disease

The main recommendations for preventing the
Dutch disease are strict fiscal discipline, an active
role by the National Bank in the exchange rate
and inflation control, sterilization of the excessive
amount of money by saving it in some special fund,
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and other monetarist recommendations. The debate
on each of these policies is extensive with special
attention on National fund issues that were efficient
for Norway and the state of Alaska (Hjort, 2002,
183). There is debate over the contradiction to the
earlier mentioned ‘gap’ theory, when oil income
helps to fill the gaps in savings for a developing
country.

Conscious efforts to create infrastructure, invest
in education and social services, and stimulate
manufacturing exports with high value added goods
are recommended too, but it is more about structural
changes in the economy. The creation of the special
fund is recommended by almost every expert and
international financial agency, like the World
Bank, and this creates some misunderstanding and
resentment in developing countries. Transitional or
developing countries usually have so many problems
that can be solved with the additional capital so
creation of the fund is viewed as strange. Debates
in Kazakhstan over the stabilization of funds have
been going on fiercely even from the very inception
of the funds (Tsalik 2004, 33).

The main recipe for the Dutch disease is
not the fund or other ways to sterilize the money
but institutional capacity of the country. It
means authority of the legislative body, law
enforcement, transparency, freedom of speech and
independent civil society. All these institutions
create environment where oil income spending is
accountable. The Netherlands was able to overcome

the Dutch disease due to the social consensus and so-
called Wassenaar accords when business, state, and
trade unions agreed to conduct some coordinated
policies; it involved institutionalized social dialogue
between the parties concerned. Still, it remains an
issue within the Dutch disease model to explain
the experiences of some countries with an initially
underdeveloped industrial sector, like the Gulf
countries or Nigeria, before the oil boom happened.
They did not have virtually any industries and
their population is uneducated and very traditional.
Subsequently, they had a need for employment
opportunities for the people and the need for some
social development with the growth of government
spending. There is also a question of applicability
of this concept to the oil-rich countries in transition
like Russia or Kazakhstan. They have industrial and
agricultural sectors but their economic downfall can
be explained by structural and institutional changes.
Because of this downfall, unemployment was very
high and so the condition of low unemployment
would not be applicable. When economic growth
occurred both in Russia and Kazakhstan due to
high international oil prices, the manufacturing and
agriculture sectors were growing too despite the de-
industrialization aspect in the Dutch disease model.
Perhaps the Dutch disease model can partially
explain some processes in developing and transition
countries, or their governments take conscious
policies to avoid the Dutch disease like the creation
of national oil funds.
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