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Abstract

Considering the need to speed up economic growth in developing
countries, several studies have addressed this issue from different
aspects. In the meantime, how natural resources affect economic growth
is controversial. A group of economists attribute the slow economic
growth to the curse of natural resources and the subsequent Dutch
disease. Another group believes that important variables such as
institutional quality and the diversity of the economy can be involved in
this issue. In this regard, the present study examines the role of
institutional quality and economic diversity in the effect of natural
resource rent on growth in selected countries of the MENA region in
2002-2018. The results of applying the Generalized Method of Moments
(GMM) showed that natural resources have a negative effect on economic
growth, confirming the resource curse hypothesis. However, its
interaction with institutional quality and diversity causes the effect of
natural resources on economic growth. Based on this, the improvement
of institutional quality through governance can be considered as a
determining factor in the effect of natural resource rent on economic
growth.
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1. Introduction

For a long time, there has been a
prominent dispute among economists
regarding the reasons for the slow
economic growth of major countries rich
in oil resources. What makes this
ambiguity and lack of consensus wider is
the heterogeneity of economic growth in
the mentioned countries. The countries
enjoying natural resources rent can be
divided into two categories: on the one
hand, the countries of the Persian Gulf,
Venezuela, and Nigeria, and on the other
hand, countries such as Norway, Australia,
and Botswana. The countries of the second
category have had a fast track to achieve
economic growth, while the countries in
the first category are facing many
problems. This contradiction has had two
major answers in the economics literature:
resource curse and poor institutional
quality. Relating weak economic growth
and failure to achieve development to the
resource curse phenomenon is a deep-
rooted approach in economic discussions,
which considers the Dutch disease as one
of the important reasons for its
occurrence. In countries rich in natural
resources, the Dutch disease causes
resources to be transferred from the
industry and service sectors to those
related to natural resources. Therefore,
the direct effect of natural resources on
the economy is negative. Relating the
above-mentioned sufferings to the
weakness of the institutions and their
foundations is the approach of the
institutionalists, who do not consider all
the problems that have arisen due to the
curse of natural resources. Based on this,
to investigate the aforementioned
controversial issue, instead of focusing
only on the question of whether natural

resources are a curse or a blessing, the
present research seeks to answer the issue
of whether institutional quality can affect
whether the income from natural
resources is useful or harmful and if it can
be decisive and effective on the economy
of countries. In addition, considering that
economic diversity has been part of the
main goals in the economic development
programs of countries with natural
resources, can positive effects be
attributed to the rent of natural resources
from this channel or not?

2. Data / Methodology

The GMM method was used in this
research. This method was preferable for
two reasons: firstly, due to the short
period and the possibility of violating the
autocorrelation assumption, one of the
estimation methods was the generalized
moments technique; secondly, the manner
of dependent variables used (economic
growth) tended to be high stability over
time and was affected by its intermittent
values. Therefore, entering intermittent
values of the mentioned variables was
inevitable. Common econometric methods
were unable to estimate a model with
these characteristics. This defect was
solved in the GMM method by introducing
instrumental variables.

The time range of the research period
was 2002 to 2018, and the geographical
range of the selected countries included
the United Arab Emirates, Bahrain, Algeria,
Egypt, the Islamic Republic of Iran, Jordan,
Kuwait, Oman, Saudi Arabia, and Tunisia.

3. Results/Findings

The results showed that natural resources
had a significant negative effect on
economic growth. However, the economic
diversification index and its interaction
with natural resources positively and
significantly affected economic growth.
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So, it can be said that the negative effects
of the natural resource rent disappeared
with the diversification of the economy,
and having natural resources can
accelerate economic growth. In addition,
with the improvement of the institutional
situation and its interactive effect on the
rent of natural resources, economic
growth is expected to be positively
affected.

4. Conclusion

Based on the obtained results, what turns
the abundance of natural resources into an
opportunity or a resource disaster is
institutional quality. In fact, the abundance
of natural resources by itself is not
considered a negative or positive factor for
economic growth, and whether the
abundance of resources leads to natural
disasters or accelerates economic growth

depends on the country's institutional
quality. Therefore, it can be argued that
institutional quality determines the effects
of the abundance of natural resources on
economic growth.
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