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Global demand and prices for oil, gas and minerals have increased dramatically in recent 

years, not least driven by the economic successes of a number of emerging economies. 

These developments could provide an opportunity for mineral-rich countries to push 

economic and social development.  

But past experiences have raised concerns that the current situation could result in another 

missed opportunity to promote economic development and social inclusion. This 

contradiction calls for identifying the factors that make mineral-rich countries fail or 

succeed in promoting development objectives. 

There is a substantial and well summarised body of literature highlighting differences in the 

economic, political and social outcomes of resource-poor and resource-rich countries. Much 

of this work has pointed out that countries that have relied heavily on the exploitation of 

mineral resources have generally done worse than others, at least over the past couple of 

decades. 

Different explanations have been given for what may have gone wrong. The recent upswing 

in the extractive industries has provided this debate with new current and it has provoked 

more policy advice on how countries at risk could escape the 'resource curse'.  

The recent consensus suggests that differences in economic and social performance can be 

explained by cross-country variations in the 'quality of institutions'. That is, countries with 

good institutions have been more likely to benefit from resource wealth. 

However, the policy implications of this observation have remained inconclusive. The 

institutional 'resource curse' literature has left the causal linkages that link institutions to 

positive development outcomes under-specified and it has under-highlighted a number of 

theoretical and methodological challenges.  

While it is a first step to propose that institutions matter, more still needs to be done to 

understand why institutions matter and how and when they change. It is necessary to adopt 

a more conceptual approach to identify the role of institutions in mineral-rich countries. 

Institutions are important for solving distributional conflicts and for managing the 

transformative processes that underlie such conflicts... Drawing on the political economy of 

taxation, the paper discusses the prospects for improving the development capacity of 

mineral-rich states... 



Economists noticed towards the end of the 1980s that poorly endowed economies had 

generally outperformed those with abundant resource wealth. They first proposed that this 

could have been the result of a number of adverse macro and microeconomic effects.  

These effects have included the well-known 'Dutch Disease', the deterioration of terms of 

trade and the crowding out of investment in other economic sectors. But because many 

countries failed to adopt the policy responses that were designed to potentially counter 

such effects, it was suspected that policy makers may be deliberately pursuing poor policies.  

This led to greater emphasis being placed on the question whether mineral wealth induces a 

series of political-economic effects that could be held responsible for poor policy choices. 

In general the debate on the political economy of the 'resource curse' has been guided by 

two core arguments. Many proponents have adopted an agency-focused perspective. They 

have suggests that mineral-rich countries are more prone to experiencing dissonance 

between the personal interests that guide policy makers' decisions and positive collective 

outcomes.  

The core argument has been that mineral resource exploitation provides unconstrained self-

maximising policy-makers with the opportunity to capture resource rents for private gain.  

This opportunity has been thought to undermine the pursuit of the public interest and 

therefore also the achievement of economic and social development objectives. 

A second perspective has projected a similar outcome, but has pointed to the impact of 

structures. Proponents have suggested that the presence of resource wealth evokes 

distributional conflicts around the capture of resource rents which distort the relationship 

between ruling elites, the state and society at large. As these shape economic and social 

structures, they discourage other productive activities. 

This model proposed that an initially skewed distribution of income and assets locks 

economies into a situation where the focus on transferring resource rents undermines a 

virtuous circle of wealth creation.  

It hinders economic diversification, holds back social change and undercuts the 

competitiveness of other economic sectors. This model was then contrasted to a 

competitive industrialisation model where countries unable to draw on resource rents make 

greater efforts to pursue development objectives that benefit broader constituencies.  

The lack of natural resources strengthens structures that set incentives for exploiting 

comparative cost advantages and enable a process of wealth creation, supported by what 

has been termed a developmental state. 

Both perspectives however have faced an unfortunate dilemma; they have left a rather 

bleak policy outlook. Arguably there is little that can be done domestically, if indeed the 



poor economic and social outcomes of mineral-rich countries are attributable to 

deterministic political-economic mechanisms associated with the presence of resource 

wealth. Normative appeals for behavioural changes are also not convincing, if the incentives 

of politicians and policy-makers are in one way or another corrupted by resource wealth. 

 

Explaining Differences in Outcomes of Governance in Countries Rich in 

Mineral Resources 

 Some observers have challenged this negative policy outlook by pointing to mineral-rich 

countries that have performed relatively well. Commonly singled out are Botswana, Chile, 

Indonesia, Malaysia, the United Arab Emirates and mineral-rich OECD countries.  

Of the latter some had been heavily depended on resource extraction in the past and over 

time have successfully diversified into a broader range of economic activities. 

These cases suggest that a negative association between resource exploitation and 

outcomes is at least not always automatic. Although the statistical evidence for systematic 

variation in outcomes across differently endowed countries has been compelling, caution is 

advised in concluding that poor outcomes are inevitable.  

Statistical correlations have not proven beyond any doubt the causal explanations put forth, 

prompting calls for further investigations. In particular, unidentified third variables could 

have affected the relationship between the dependent and the resource-related 

independent variables. 

The finding that institutions matter should not come as a surprise. There has been growing 

interest more generally in understanding the role of institutions in economic development 

economists have moved away from assuming a world free of institutions and have joined 

other social scientists in acknowledging that a country institutional development is strongly 

associated with its level of economic and social development. 

But the emphasis on institutions is not unproblematic. The theoretical propositions on 

which it has been built have largely been developed on the basis of qualitative research 

representing at least three different strands of social science theory.  

Not least, these works have also focused on different levels of social analysis, each of which 

has defined the purpose of institutions in different ways. Thus, when quantitative studies 

have tested for an assumed independent impact of institutions on outcomes, their findings 

have remained inconclusive in explaining just why and which institutions matter and also 

how they change. 

 This gap has been filled by competing narratives that have posed a serious challenge to 

those who seek and provide policy advice. 



The agency-focused perspective has stressed that institutions place constrains on individual 

behaviour. Based on the assumption that the underlying cause for poor outcomes is the 

unconstrained rational self-maximizing behaviour of political and public office holders, 

proponents have considered institutions a device that can successfully undermine such 

behaviour.  

Good institutions are thought to intercept an otherwise negative relationship by ensuring 

that resource policies and resource revenue management are conducted to serve the public 

rather than particular private interests. What good institutions really are and how countries 

can acquire them is left to preconceived interpretations.  

But without a clear view on what the quality of institutions as an aggregate indicator really 

means, it is also not clear what is proposed if countries are advised to improve the quality of 

theirs. 

This vagueness is apparent in the range of indicators that have been used to measure 

institutional quality. 

Researchers have often relied on proxies that were neither designed to capture the 

proposed attribute, nor to be used for comparative research purposes. Furthermore, 

assessments of what constitutes institutional quality may reflect the particular concerns of 

particular interest groups.  

For example, indicators often rely on subjective expert interpretations of country risk 

components that impinge on international business operations.   

Colonial administrations have either set up institutions that encouraged investments or 

devised them so as to serve the purpose of extracting and transferring resources to the 

mother country. Which of the strategies they pursued and where has been linked to 

whether or not European settled in great numbers in the respective overseas territories. In 

locations where European settlers faced tropical diseases against which they had not 

developed immunity, colonial administrators were more likely to design extractive 

institutions that left a negative institutional legacy.  

Where settler mortality was low and therefore settler immigration was high, institutions 

have in turn been more likely to encourage investments in a wider range of economic 

activities. Not least the immigrants themselves would have demanded more equitable 

economic and social opportunities similar to those that they had already been accustomed 

to at home. 

The argument of institutional legacy could not only explain why mineral-rich developed 

countries such as Australia or Canada have done well. It has also helped to explain the 

positive outcome of diamond-rich Botswana. Scientists have attributed this country ability 

to pursue sound macroeconomic and fiscal policies to the survival of favourable pre-colonial 



institutions. These, they argue, have helped the post-independence political elite to 

legitimize policies that have supported the protection of private property. The country 

benefited apparently from a general neglect during the colonial era which allowed it to 

retain traditional institutions that have granted broad-based participation to local political 

leaders.  

At the same time these institutions have also safeguarded against the potential abuse of 

central government powers serving private elite objectives. Pre-colonial institutions have 

undermined the emergence of distributional conflicts by supporting elites accountability to 

and concern for the well-being of the general public. 

The use of proxies measuring the quality of institutions as an independent variable has 

contributed to highlighting differences in outcomes across mineral-rich countries. But it has 

not generated conclusive implications for policy advice. 

The agency-focused perspective has proposed that if countries were to improve the quality 

of their institutions they could counter negative outcomes. But this proposition does not 

provide a compelling solution. It leaves unanswered how positive institutional change is 

brought about and what measures could be undertaken to support it. This includes the 

absence of references to the transformative role of social policy. 

More work still needs to be done to shed light on how differences in outcomes observed 

across mineral-rich countries have come about. Deeper insights into these differences are 

important for assessing the opportunities and risks that mineral-rich countries are facing in 

the current commodity boom period. 

Rosser has reviewed comparative studies on mineral-rich countries and has noted that a 

number of studies have pointed towards the importance of political and social conditions 

placed in historical contexts.  

But despite this consensus these comparative studies fail to agree which factors are most 

important and which combinations of factors matter in which contexts. They have also not 

addressed the problem of how to support positive changes to the institutions that currently 

govern mineral rents and revenues. 

For example, one of these studies explains variance in outcomes across oil rich countries by 

pointing to political regime types as the explanatory institution. Relatively successful oil 

countries have been found to feature two stylized political regime types; 'mature 

democracies' and 'reformist autocracies'. T 

hese regime types would appear to allow oil countries to attain a relatively stable macro-

economy and a long term perspective on public policy decision making. They also tend to be 

governed by a dominant policy coalition that favours fiscal stabilization as opposed to high 

levels of potentially ineffective public spending. 



Unfortunately, this interesting observation does not explore how oil-rich countries may 

move from one regime type to another. To guide the potential role of transformative social 

policy it requires a better understanding how some mineral-rich countries have apparently 

come to solve or avert the distributional conflicts that underlie the characterized features of 

the less well performing regime types (i.e. 'fractional democracies', 'paternalistic 

autocracies' and 'predatory autocracies').  

Moreover, it should also be considered whether conventional economic and social policy 

advice is neutral or supportive of positive transitions between regime types. 

 

Institutional Theory and Definitions about Natural Resources 

Why institutions matter to achieving economic and social development is certainly not a 

question that has arisen only in the context of mineral-rich countries. Social scientists have 

long pointed to institutions as well as institutional change to explain economic and social 

transformations.  

This emphasis has been revived by recent institutional theorists with backgrounds in 

disciplines as diverse as sociology, comparative history, political science and economics. 

Diversity in conceptual thinking on the relationship between institutions and economic and 

social outcomes is reflected in the fact that there is not just one definition of what 

institutions actually are. Institutions are the rules of the game in a society or... are the 

humanly devised constraints that shape human interaction.  

More recent theoretical developments have defined institutions at an even more abstract 

level.For example consider them to represent a system of social factors that conjointly 

generate a regularity of behavior. 

Stocktaking of recent theoretical contributions confirms that it is at the higher order levels 

where the study of institutions still requires more attention. This includes questions such as 

how institutions are embedded in societies, how power relations are to be interpreted and 

how the bureaucratic functions of government are to be understood?  

The related governance debate emphasizes the rules of the political game and a country 

capacity to implement and enforce public policies and to improve public sector coordination 

with the private sector. 

Theoretical work has linked the importance of institutions for development to a range of 

different micro-economic functions, such as overcoming collective action problems, 

eliminating uncertainty in the context of bounded rationality and reducing transaction costs. 

It has been argued that if it was not for the existence of institutions, the problems 

underlying these functions would undermine the pursuit of productive economic activities. 



For example, institutions can take a coordinating function by encouraging productive 

behavior, including learning and innovations, or they can prevent actions that would 

otherwise undermine social cohesion and evoke distributional conflicts. 

Policy-practitioners in turn have often referred to good institutions as particular types of 

organizations or policies, for example a particular type of trade regime, independent central 

banks, semi-autonomous agencies that provide a particular type of public services or 

standardized tools for public financial management.  

Policy recommendations for the mining sector in the early 1990s emphasized the creation of 

five institutions with specific roles, including a ministry of mines, a department of mines, a 

geological survey, a mineral promotion agency and an environmental office. 

While the earlier theoretical literature underlined formal institutions, such as legal systems, 

property rights and contracts, the more recent conceptual work has stressed the 

importance of informal institutions and how they relate to formal institutions.  

Reforms re-assigning property rights have not considered that property rights are social 

constructs and so in order to be stable and secure they require legitimacy. Thus, the 

theoretical policy arguments would appear to shift away from pointing to the existence of a 

particular laws or policies on paper and move towards emphasizing the importance of the 

joint perception of economic, political and social actors that particular laws or policies are 

appropriate and legitimate. 

There clearly is a disjuncture between the theoretical claims and practical policy advice. The 

ideas that have guided the theoretical debate are not pinned to particular claims regarding 

specific types of institutions. But the diversity of definitions and theoretical concepts may 

have lent itself to practical policy advice latching onto particular types of tangible formal 

institutions to make these the target of reforms.  

Examples include model laws, regulations, organizational set-ups and even software 

solutions in sectors as diverse as natural resource management, transport, public finance 

and public administration.  

The challenge is that transplanting formalized types of institutions across diverse countries 

has failed to produce consistent outcomes. While this result does not point to the complete 

failure of the conventional reform approach, it places the success factors outside the remit 

of conventional policy advice. 

On the observation that many poorly performing countries are autocratic it was tested the 

often repeated proposition that democratization helps resource-rich countries to manage 

resource wealth better. They draw a distinction between democracy as an electoral process 

and a strong system of checks and balances. 



In turn, a strong system of checks and balances does not necessarily require a democratic 

electoral process. Those autocracies that have performed well in economic terms have been 

found to uphold strong systems of checks and balances preventing unproductive rent-

seeking and the inefficient use of public resources.  

This finding suggests that rather than focusing on regime type, more emphasis should be 

placed on how political-administrative systems work, and what checks and balances they 

provide across the public sector and between the public sector and society. 

 

Form versus Function in Rich Countries' Resources Governance 

The fact in order to deliver the same institutional function it does not require a particular 

institutional form. Likewise a particular institutional form can deliver very different 

functions in different country contexts.  

This challenge suggests that appearance can be deceptive. The distinction between formal 

and informal institutions illustrates this concern. Where easily observable formal institutions 

(f.e. written laws and regulations) come at odds with less tangible informal institutions (f.e. 

customs and traditions) it may be very difficult to enforce formal institutions.  

For example, a reformed legal and regulatory framework governing the exploitation of 

whichever type of natural resource can give rise to social conflicts if is not compatible with 

prevailing informal institutions, such as customary land use practices on which subsistence 

livelihoods are sustained. 

If focus is narrowly placed on particular types of institutional forms, it can also undermine 

institutional diversity. Blue prints and best practice models that have guided institutional 

reforms across many developing countries, have tended to ignore that some formal 

institutional solutions work well in some contexts but are unsuitable for others.  

So if transferring particular forms of institutions across countries does not guarantee that 

the expected functions materialize, this suggests that it is not wholly irrelevant to consider 

how institutions relate to context characteristics and whether the formal institutions of a 

country political-administrative system are internally consistent. For example, weak 

horizontal checks and balances in some democracies may be due to the fact that political 

systems have been modelled along a presidential system whereas administrative set-ups 

have still retained features of a Westminster type democracy.  

New formal institutions may also have ignored older but persistent informal political 

institutions, such as traditional authorities at sub-national levels. Fiscal decentralization 

programs have sometimes completely ignored the latter. 



Another example where the adoption of special formal institutions has not achieved 

consistent results is the experience with natural resource funds. Despite them being at the 

top of the to-do-list for emerging mineral-rich country, it was found that on average natural 

resource funds do not contribute to better fiscal policy. They suggest that political economy 

problems lie at the source of the problem and propose further research to identify 

additional institutional solutions. 

Lastly, OECD countries have shown that institutional diversity across countries is not a 

hindrance to achieving similar economic and social outcomes. For these countries it is well 

researched that diverging institutional matrices deliver similar results, including with respect 

to social policy. They also point to the importance of institutional compatibility across 

sectors and across a political-administrative system. 

Some types of institutions have received more attention than others, suggesting that they 

are more important. Much emphasis has been placed on the stability of property rights as a 

condition for economic growth.  

The underlying argument has been that without asserted property rights economic agents 

face inhibitive uncertainties about whether investments undertaken today will generate the 

expected future returns that render current sacrifices worthwhile. Put simply, if economic 

actors are uncertain about retaining the gains from their efforts, they are unlikely to 

undertake potentially beneficial investments. 

However, the emphasis on property rights has ignored that a property rights system 

comprises a whole set of institutions that does not easily aggregate. Promoters of the 

property rights argument have been able to pick and choose which and whose property 

rights they deem to be most important.  

It is argued that institutional reforms in developing countries have often focused on 

strengthening the property rights for a narrow group of economic actors, while for the 

wider public property rights have remained poorly defined. Those outside the 'bell jar' are 

unable to improve their productivity because their lack of minimally secure rights 

undermines the provision of collateral and thus access to financial resources. 

Associated with the emphasis on the stability of property rights is also the assumption that 

stronger protection of private property rights is always better. But although some 

protection of property rights is invariably absolutely and indisputably necessary, this does 

not mean that stronger protection is in fact always better.  

Changes to and the creation of new property rights along with changes in technology, 

population density or political balances of power have historically been beneficial for 

economic growth. Examples include historical research on the emergence of mineral rights 

in the American west. 



More difficult is to acknowledge the fact that changes to property rights resulting in 

economic progress can come with huge social costs. Numerous studies on agrarian change 

and industrialisation have made this point.  

In the European context these studies have contributed to understanding differences and 

similarities in the development of social safety nets and other social policy features. In 

principle this points to a potential transformative role that social policies can play in the 

context of exploiting mineral wealth and generating revenue. 

The 'success story' is therefore less about providing incentives for private investors. It is 

about the political ability of the country leadership to build state institutions that have 

provided an effective infrastructure for advancing economic and social development. 

Political elites have calculated that the likely rewards from amassing national wealth and 

constructing a coercive apparatus to keep others out were not worth the political risks that 

such a strategy could have given rise to.  

The calculations of elites may have been impacted by the fact that colonial institutions have 

balanced the power of central political authority for local political leaders and so these 

institutions may have affected policy choices at critical junctures in the country history. 

 

 

  

 

 

  


