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DEVELOPMENT ECONOMICS I| LECTURE 4 – INDEX OF CONTENTS

Plan for this 1h25
0. Brief recap from lecture 3 – 5’

1. Reviewing the assignments – 10’

2. Resource curse – introduction – 25’

3. Curses: research evidence – 50’ 



Recap and main points from 
lecture 3: Impact Evaluation

1. Introducing impact evaluation.

2. An RCT in practice.  
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Topic 4.1: Resource curse -
introduction 
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Classical explanations: Dutch Disease
Assume three sectors: extractive (natural resources), tradable (manufacturing), non-tradable.

A boom of natural resources (a discovery) leads to higher demand of all goods, as the country 

becomes richer.

That includes non-tradables, which can only be produced internally to the country (supply 

constraints in the short run) => prices increase more in the non-tradable sector. 

- Capital and labor drop in tradable (manufacturing), move to non-tradable. 

- Demand/exports of natural resource (foreign currency inflows) and increase in price in non-

tradables => Real exchange rate appreciates => cheaper imports and more expensive 

exports // lower competitiveness in manufacturing: 

- Less exports of manufactured goods. 

- Less internal consumption of internally produced manufactured goods. 

Shrunk manufacturing = deindustrialization may be problematic for economic growth, due to 

technology and human capital externalities + resource booms are often temporary! 
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Tradable goods: 

- Manufactured goods. 

- Commodities. 

Non-tradable “goods”: 

- Real state

- Services. 

- Public utilities. 

- Local transportation. 

- Care services. 

IMPORTANT



Classical explanations: Rent-seeking vs. Entrepreneurship
A resource boom distorts economic incentives, leading to misallocation of talent and capital:

1. Taxation and Informality: 

- Powerful interest groups raise taxes on productive sectors to protect resource rents.

- Capital shifts to less productive, informal sectors to avoid taxation.

2. Shift to Rent-Seeking

- Entrepreneurs abandon productive activities to focus on capturing resource rents (e.g., lobbying, securing concessions).

- This diversion of talent reduces innovation and economic diversification.

3. Decentralized Mechanism (Caselli & Cunningham, 2009)

- High returns to rent-seeking divert resources from manufacturing & innovation.

- Reinforces Dutch disease by accelerating deindustrialization.

Key Consequences:

Weaker manufacturing & tradable sector beyond exchange rate effects.

Loss of long-term productivity & human capital.

Economic volatility & fiscal instability if the resource boom is temporary.

Resource wealth distorts taxation & investment, worsening economic decline.
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Another Explanation: The Political Curse 

Political Resource Curse (Robinson, Torvik, and Verdier, 2006): 

• Framework: Two-period economy with an election at the end of the first period.

- Natural resource income accrues to the government.

- Politicians decide how much to extract now vs. leave for the future.

• Resource Allocation, two possibilities:

- Consumption: General public spending, or, 

- Patronage: Used to influence elections.

• Key Insights:

- Politicians prioritize staying in power. They make decisions about resource extraction and allocation based on their chances of 

reelection, instead of long-term economic efficiency. . 

- Politicians over-extract resources relative to the socially efficient path because they only care about future resources if re-elected.

- Resource booms increase patronage, leading to inefficient public sector employment and resource misallocation.

• Centralized Mechanism: Political incentives, not market forces, drive resource mismanagement.

Institutions Matter: Strong political accountability is critical to avoid instability and inefficiency.
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Venezuela vs Norway



Dutch Disease & Conflict: Theoretical Link

A resource discovery can increase conflict risk by distorting institutions and incentives:

• Competition Over Rents (Collier and Hoeffler 2004): Resource rents often create incentives for both state actors and non-state 

groups to engage in violent conflict to secure control over these valuable assets.

• Grievances and Inequality (Mehlum, Moene and Torvik 2006): Unequal distribution fuels social unrest and rebellion. Resource wealth 
often benefits elites disproportionately, deepening horizontal inequalities (e.g., ethnic or regional disparities).

• Funding for Armed Groups (Le Billon 2001, Ross 2004): Resources like diamonds or oil are easily "lootable," providing financial 

support for insurgencies and prolonging conflicts.

Without strong institutions, resource wealth can increase instability instead of development.
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Cross country evidence
NATURAL RESOURCE GOVERNANCE INSTITUTE, NRG INDEX, 2017

http://resourcegovernanceindex.org/

Q
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The Resource Governance 
Index measures the quality of 
extractive sector governance in 
resource-producing countries 
around the world. It is a robust, 
evidence-based tool that allows 
stakeholders—such as 
governments, civil society 
actors, private companies and 
citizens—to understand how 
their countries perform in 
terms of resource governance.

http://resourcegovernanceindex.org/


Topic 4.2: Curses –
research evidence
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Sachs and Warner (1995)



Institutions and the resource curse

Q: why the different finding wrt. Sachs and Warner?
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The Political Curse: Micro Mechanisms
THE CASE OF SAO TOME AND PRINCIPE 1

Sao Tome and 

Principe

DEVELOPMENT ECONOMICS I| LECTURE 4: TOPIC 4.2



The Political Curse: Micro Mechanisms

Sao Tome and Principe (STP) discovered oil in the end of the 1990s.

A series of announcements regarding the existence of offshore oil in STP took place in 1997-1999.

In 1999 a joint exploration deal was agreed with Nigeria (due to unclear maritime territory 

demarcation).

The first round of auctions for offshore oil blocks occurred in 

2003: highest bids amounted to 237% of STP’s GDP.

Concessions were allocated but oil is still to be explored.

THE CASE OF SAO TOME AND PRINCIPE 2
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The Political Curse: a natural experiment (Vicente, 2010) - 1

Sao Tome and 

Principe

Cape 

Verde
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The Political Curse: a natural experiment (Vicente, 2010) - 2

STP departs from being resource-free and from having weak institutions, i.e., a good candidate for the resource curse (example of 

STP in Caselli and Cunningham 2009 - GDP per capita expected to double).

Cape Verde (CV) can be taken as an appropriate control group, since it shared the same colonial history until 1975 and very similar 

post-independence political cycles, as well as massive migration to STP in the 20th century.

The main hypothesis is: the STP political elite wants to increase corruption as a way to increase the likelihood of being in power when 

the oil revenues arrive (increased value of being in power, for politicians) => misallocation in public spending (rent seeking).

Research Questions:

Does oil corrupt?

Which are the sectors/allocations where corruption increases after oil?
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We know the theory for the resource curse!

Empirics: 

- Warner and Sachs 1995: resource-rich countries tend to grow more slowly. 

- Specially when they have weak institutions. 

Causality? A natural experiment! Q: can you think about an RCT for this topic?

Q: examples of rent-seeking?



The Political Curse: a natural experiment (Vicente, 2010) - 3
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Q: feasible methodology here?



The Political Curse: a natural experiment (Vicente, 2010) - 4

Measure corruption in the following sectors/allocations:

Courts

Customs

Education – scholarships for higher education

Education – schools

Health

Infrastructure

Licenses

Police

State jobs

State subsidies/procurement

Vote-buying
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Tailored representative household surveys conducted in STP (841 interviews) and Cape Verde (1066 interviews). 

Eg: ‘In the Sao Tomean/Cape Verdean reality, when allocating 
scholarships for higher education abroad, what has been the need to 
know someone important?’ 
(Answers were on a ‘Necessary/Not necessary’ scale, with 7 different 
points).

Eg2: if the services were functioning according to the rules. 



The Political Curse: a natural experiment (Vicente, 2010) - 5
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The Political Curse: a natural experiment (Vicente, 2010) - 6

 Experimental Design: Vicente (2006) 

Time Line 

Reference 

Pre-Oil 

Period 

1991-1997 

Asking about the past using: 

• Personal markings to recall memories 

• Measures of ‘good old times’ bias 

Oil Discovery in 

STP 

 

 

1997-1999 

Household Survey 

in STP 
Reference 

Post-Oil 

Period 

2000-2004 
Household Survey 

in the Control 

Country 

Survey-based Data (perceptions) ---------------------------------------------------------------------------- 

Archival Data (direct) ----------------------------------------------------------------------------------------- 

Data on applicants and winners of scholarships 1995-2005 
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The Political Curse: a natural experiment (Vicente, 2010) - 7
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The Political Curse: a natural experiment (Vicente, 2010) - 8

Generalized increase in perceived corruption in STP vs. CV, ranging from 31% to 40% of the 

subjective scale used.

Highest and most significant effects on:

- Vote buying (consistently with the main hypothesis).

- Customs (consumption).

- State jobs and distribution of subsidies/state procurement. 

- Education, and health. 
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Q: limitations?



The Political Curse: another natural experiment (Caselli and Michaels 2013 - 1)
THE CASE OF BRAZIL
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Over the problems with cross-country comparisons.



The Political Curse: another natural experiment (Caselli and Michaels 2013 - 2)
THE CASE OF BRAZIL

Study uses variation in oil output among Brazilian municipalities to investigate the effects of resource 

windfalls.

Assumes that conditional on a few geographical controls the variation in terms of oil endowments 

allows for the identification of causal effects.

Research questions:

1. Does oil have positive or negative spillovers on other market activities? (Is it really a curse?)

2. Oil-producing municipalities are entitled to royalties, so what are the consequences of the oil-

related fiscal windfall?
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The Political Curse: another natural experiment (Caselli and Michaels 2013 - 3)
THE CASE OF BRAZIL: RESULTS

• Effects of oil through market spillovers are small.

• One unit of extra value added from oil translates into roughly one unit of aggregate GDP.

• Small sectoral changes, i.e., manufacturing shrinks and services expand, but not when oil is offshore.

• Fiscal windfall: study confirms that municipal revenues increase significantly with oil production.

• Municipalities that receive oil windfalls report significant increases in spending on a variety of public goods.

• However, while looking at measures of housing quality and quantity, supply of educational and health inputs, 

road infrastructure, and welfare receipts (including from oil revenue), little improvements are realized.
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Some suggestive evidence that some of the missing money is accounted for by corruption. 



The Political Curse: another natural experiment (Caselli and Michaels 2013 - 4)
THE CASE OF BRAZIL: RESULTS
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+ municipalities more frequently in news talking about corruption. 

Q: limitations?



Thanks for your attention and contributions!
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