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Abstract 
The goal of the paper is to build on a theory that argues that good institutions remedy the resource curse. 
Advances are made by: (a) using a panel of up to 53 countries over the period 1984-2003; (b) applying a 
Generalised Method of Moments (GMM) estimation that accounts for biases associated with omitted variables, 
endogeneity and unobserved heterogeneity and (c) using an institutional quality measure that is more related to 
financial  than just political institutions. The key hypothesis that good financial institutions may remedy the 
resource curse is confirmed by the empirical results of the paper.  
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1 Introduction 
Theoretically, the resource curse hypothesis has evolved from seminal works of Sachs and 
Warner (1995; 1997), that predicted that all countries with abundant natural resources will 
inevitably be cursed, to the contemporary theory that, in fact, countries with abundant natural 
resources are not destined to be cursed as long as important political and institutional factors 
are in place–the conditional approach. Clearly the earlier literature fails to explain why 
economies such as Norway (endowed with oil) and Botswana (endowed with diamonds), 
have performed relatively well economically, while others such as Nigeria (endowed with 
oil) and Sierra Leone (endowed with diamonds) have not, despite all having abundant natural 
resources of one form or another. The more recent literature examining the resource curse 
attributes these diverse economic performances to significant differences in policies and 
institutions in these countries (e.g. Arezki and van der Ploeg, 2007; Bakwena, 2012; 
Boschini, Pettersson, and Roine, 2007; Heal, 2007; Mehlum, Moene, and Torvik, 2006). The 
current paper asserts that natural resource abundance does affect growth but the effect is 
dependent on the very institutions and policies that affect growth directly, such that growth-
enhancing institutions make abundant natural resources more beneficial (Burnside and 
Dollar, 2000).3

Although the new conditional approach offers a more plausible explanation to the so-
called resource curse, it still has some major flaws, especially on the empirical front. The first 
flaw is with regard to the econometric method used in its evaluation. Most, if not all, of the 
evidence available about this theory is based on cross-country Ordinary Least Squares (OLS) 
evidence. However, past experience based on the unconditional resource curse hypothesis 
provides caution that the OLS cross-country regressions may have serious shortcomings. For 
instance, cross-country evidence supports the resource curse hypothesis (e.g. Sachs and 
Warner, 1997) while panel evidence refutes it (e.g. Manzano and Rigobon, 2007; Hoeffler, 
2001). The second deficiency of previous analyses on this topic is the lack of appreciation of 
the role of financial institutions. Recent literature (for instance Heal, 2007; United Nations 
Industrial Development Organization (UNIDO), 2004) asserts that the development of 
financial institutions is a plausible solution to the resource curse. In fact, Heal stresses that 
abundant natural resources and financial markets are complements in generating positive 
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economic growth. Notwithstanding these observations, existing evidence focuses mostly on 
political rather than economic or financial institutions. There is consensus in the resource 
curse literature that in order for resource endowments to be sustainable and to have a positive 
effect on economic growth, they need to be saved or invested rather than consumed (Auty, 
2007; Humphreys, Sachs, and Stiglitz, 2007; Torvik, 2007). The view makes sense because 
the former action may lead to capital accumulation. However, the usefulness of the 
accumulated capital on generating positive economic growth is a function of its quality rather 
than quantity. To ensure the former, there is a need for an instrument that ensures more 
capital productivity. Indeed, the finance-growth literature has established that a well-
functioning financial system will, among other things, not only encourage the accumulation 
of capital but also improve its productivity. Therefore the relevant questions are: Can the 
financial sector play a particular role in abating the resource curse? Does the banking sector 
development play an important role in natural resource abundant economies and is there 
evidence of a significant relationship between natural resource abundance and growth 
mediated by the banking sector? Answering these questions is the goal of this paper.  

Based on the above discussion, the objective of the paper is to address the deficiencies 
by: (a) re-examining existing OLS cross country evidence with a two-step system 
Generalised Method of Moments (GMM) panel estimator to provide consistent estimates and 
(b) assessing whether the resource curse is conditional on financial institutions, even after 
controlling for political/general institutional quality. The major assertion is that good 
financial institutions will remedy the resource curse by channelling resources to where they 
are most needed. Generally, the results of analysing such a linkage reveal that the benefit of 
natural resource abundance to economic growth conditionally increases with the extent of the 
banking sector development.  

The current section, Section 1, introduces the paper. This is followed by a 
presentation of a basic empirical model used in the paper in section 2. The results of the paper 
are presented in section 3. Finally, section 4 concludes the paper. 

2 The Basic Model 
The section presents basic models for the effect of natural resource abundance on economic 
growth through financial institutions. But first, Table 1 presents the countries used in the 
paper, sorted in descending order (from best to worst institutions), as well as averages of their 
resource abundance and real GDP/capita growth levels.  

A typical growth model that captures the role of financial institutions usually has a 
financial development indicator, trade openness and inflation as the base explanatory 
variables (King and Levine, 1993a; King and Levine, 1993b; Levine, Loayza, and Beck, 
2000; Shan, 2005). For the present paper, the model is extended by including an interaction 
term between a financial indicator and natural resource abundance as well as institutional 
quality in general. 
 
Table 1 List of Countries in the Sample (by Institutional Quality: Averaged 1984-2003) 

Country 
Institutional  
quality 

Resource 
abundance 

Real GDP/capita 
Growth 

Finland 1.00 5.33 2.15 

Sweden 1.00 40.03 1.70 

Denmark 1.00 83.56 1.90 

Netherlands 0.99 164.68 2.25 

Iceland 0.99 37.74 1.65 

Canada 0.99 681.23 2.05 

New Zealand 0.98 126.06 1.40 

Norway 0.96 1147.03 2.60 
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Australia 0.93 480.49 2.25 

USA 0.91 329.93 2.15 

Bahrain 0.65 3184.14 1.73 

Malaysia 0.65 264.92 3.58 

Botswana 0.65 39.55 5.44 

Chile 0.64 231.71 -0.18 

South Africa 0.64 119.31 -0.18 

Oman 0.60 2488.93 2.11 

Brazil 0.58 62.17 1.03 

China 0.57 29.53 8.75 

Saudi Arabia 0.57 2957.60 -0.95 

Morocco 0.57 8.98 1.83 

Trinidad and Tobago 0.56 1071.98 1.20 

Jordan 0.56 11.90 -0.01 

India 0.54 11.37 3.73 

Ecuador 0.54 197.74 0.60 

Papua New Guinea 0.53 182.93 0.64 

Tunisia 0.53 81.05 2.48 

Madagascar 0.53 0.01 -1.03 

Iran 0.52 395.75 0.87 

United Arab Emirates 0.52 5157.65 -2.16 

Venezuela 0.51 838.77 -1.01 

Dominican Republic 0.51 14.73 2.09 

Mexico 0.49 244.63 0.91 

Zimbabwe 0.47 16.92 -1.17 

Guinea 0.47 23.58 0.99 

Egypt 0.47 57.93 2.21 

Cameroon 0.46 74.04 -0.95 

Senegal 0.44 0.93 0.14 

Jamaica 0.44 52.17 1.49 

Ghana 0.44 3.35 1.99 

Algeria 0.43 355.83 0.07 

Gabon 0.42 747.21 -1.04 

Niger 0.41 0.19 -1.41 

Zambia 0.40 25.63 -1.09 

Suriname 0.40 160.40 0.18 

Peru 0.40 63.80 0.60 

Guyana 0.36 51.66 1.95 

Sierra Leone 0.35 63.53 3.55 

Indonesia 0.34 63.53 3.55 

Togo 0.32 2.35 -0.39 

Bolivia 0.32 50.03 0.49 

Nigeria 0.32 116.99 0.91 

Sudan 0.27 7.43 1.99 

Congo Rep. 0.12 210.46 -1.72 

 
The benchmark growth model for country i (1 to 53) at period t (1984-2003) is: 

tiititititititi XNRFDFDNRYg ,,,3,2,11,, )()( εηφβββα ++′+×+++= −  
where: 1, −tiy  is the level of income per capita in the last period; tig ,  is real per capita GDP 
growth, NRi.t is natural resource abundance; FDi,t is banking sector development, FDi,t × NRi,t 
is the interaction term, X′ is a set of control variable that includes; institutional quality, trade 
openness, inflation, African and Latin American regional dummies, respectively; iη  is the 
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unobserved country-specific effect; ti,ε  is a white noise error term; and subscripts i and t are 
the country and time index, respectively.  
 
The variables are summarised in Table 2 given below. 
 
Table 2 Summary of Variables, Description and Sources 
 
Variable name 
and expected 
sign 

Description Definition Source 

Resource 
abundance 
(-) 

Natural 
resource 
rents 
(US$ per 
capita) 

Non-renewable resource rents per capita. 
Sum of mineral, forestry and energy 
resources, excluding forestry rents. 

 

(Rambaldi et 
al., 2005; World 
Bank, 2006a). 

    
Openness 
(+/-) 

Trade  
(% GDP) 

Trade is the sum of exports and imports of 
goods and services measured as a share of 
gross domestic product. 
 

WDI database. 

Growth GDP per 
capita growth  
(annual %) 

Annual percentage growth rate of GDP per 
capita based on constant local currency. 
GDP per capita is gross domestic product 
divided by midyear population. GDP at 
purchaser's prices is the sum of gross 
value added by all resident producers in 
the economy plus any product taxes and 
minus any subsidies not included in the 
value of the products. It is calculated 
without making deductions for depreciation 
of fabricated assets or for depletion and 
degradation of natural resources. 

WDI database. 

    
Institutional 
quality 
(+) 

 Unweighted average of quality of 
bureaucracy, corruption and law and order. 
It ranges from 0 (bad institutions) to 1 
(good institutions). 
 

Generated based 
on Knack’s 
(2000) 
definition. Data 
from Political 
Risk Services. 
 
 

 
CREDIT 

 
Domestic 
credit 
provided by 
the banking 
sector  
(% GDP) 

 
Domestic credit provided by the banking 
sector includes all credit to various 
sectors on a gross basis, with the 
exception of credit to the central 
government, which is net. The banking 
sector includes monetary authorities and 
deposit money banks, as well as other 
banking institutions where data are 
available (including institutions that do 
not accept transferable deposits but do 
incur such liabilities as time and savings 
deposits). Examples of other banking 
institutions are savings and mortgage loan 
institutions and building and loan 
associations. 
 

 
WDI 

Latin 
(-) 

Regional 
dummy 

Latin=1 Latin countries 
     = 0 otherwise 

Coding based on 
World Bank’s 
country 
classifications. 
 

Africa 
(-) 

Regional 
dummy 

Africa = 1 African countries 
       = 0 otherwise 

Coding based on 
World Bank’s 
country 
classifications 
 

Initial income 
level 
(-) 

Initial 
income level 

Gross domestic product divided by midyear 
population. GDP per capita 
(Constant 2000 US$). 

WDI database 
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PRIVY Domestic 

credit to the 
private 
sector  
(% GDP) 

Domestic credit to private sector refers to 
financial resources provided to the private 
sector, such as through loans, purchases of 
nonequity securities, and trade credits and 
other accounts receivable, that establish a 
claim for repayment. For some countries 
these claims include credit to public 
enterprises. 
 

WDI  

DEPTH Money and 
quasi money 
(% GDP) 

Money and quasi money comprise the sum of 
currency outside banks, demand deposits 
other than those of the central government, 
and the time, savings, and foreign currency 
deposits of resident sectors other than the 
central government. This definition of 
money supply is frequently called M2; it 
corresponds to lines 34 and 35 in the 
International Monetary Fund's (IMF) 
International Financial Statistics (IFS). 
 

WDI  

    
Interaction Interaction 

term 
Product of natural resource abundance and 
financial indicator. 
 

generated 
 

Inflation Inflation, 
GDP deflator 
(annual %) 

Inflation as measured by the annual growth 
rate of the GDP implicit deflator shows the 
rate of price change in the economy as a 
whole. The GDP implicit deflator is the 
ratio of GDP in current local currency to 
GDP in constant local currency. 
 

WDI database 

WDI = World Development Indicators 
  
The partial growth impact of a marginal increase in resource abundance (all other variables 
held constant) implied by the growth equation is: 

FD
NR
g

31 ββ +=
∂
∂  

The coefficient of 1β  captures the direct effect of resource abundance on economic growth, 
and is expected to be negative (to represent the resource curse). On the other hand, the 
coefficient of 3β  is expected to be positive to capture the notion that a well-developed 
banking sector is able to rid the resource curse. 

3 Empirical Results 
For reasons of data availability, the analysis in the paper concentrates on banking sector 
development and does not consider stock market development. Hence, any reference to 
financial institutions refers to the banking sector development. Although several indicators 
could be used to “gauge” financial development, one may be more important than the other, 
depending on the role of financial system that is captured (Denizer, Iyigun, and Owen, 2002). 
Three measures of financial activity ( F ) all given as a percentage share of GDP are 
considered here, namely: money and quasi-money (DEPTH), credit provided by the banking 
sector (CREDIT) and domestic credit to the private sector (PRIVY). The rationale behind 
adopting more than one measure of financial activity is to try to provide a more precise and 
richer picture of the role played by financial intermediation in an economy (Levine, Loayza, 
and Beck, 2000).  

The traditional measure of financial activity used in economic analysis is DEPTH. 
There exists a well-developed theoretical literature that argues for a positive relationship 
between DEPTH and economic growth. For example, McKinnon’s (1973) model predicts 
that the positive relationship between these two variables arises due to the relationship 
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between money and capital. The assumption made in the model is that a prerequisite for 
investment is an accumulation of saving in the form of bank deposits. Likewise, Shaw’s 
(1973) modelling suggests that financial intermediation encourages investment and economic 
growth through debt intermediation. For both models, a positive interest rate is the catalyst 
through which increased volume of saving mobilisation adds to financial DEPTH, and 
increased volume and productivity of capital encourages growth. Endogenous growth models, 
such as King and Levine (1993a) also posit a positive relationship between DEPTH and 
economic growth.  

Another measure of financial activity is CREDIT. This index measure is intended to 
improve upon the DEPTH indicator by isolating credit issued by banks from that provided by 
the central bank or other intermediaries (Levine and Zervos, 1998). King and Levine (1993a) 
argue that besides the central bank, commercial banks are the major financial intermediary.  

The final indicator, PRIVY, probably provides an even better measure of financial 
activity than the first two measures because it accurately characterises the actual amount of 
funds routed into the private sector. Hence, it is more closely related to investment and 
growth than DEPTH and CREDIT. Financial interaction with the private sector implies that 
more credit is made available for more productive ventures than if they were made available 
to the public sector. Therefore, the more credit is made available to the private sector, the 
higher the level of financial activity. 

For natural resource abundant economies, it can be argued that there is need for 
financial institutions to promote the flow of credit to private investors. Accordingly, PRIVY 
is a key variable in the analysis that follows. The dominant roles of government as well as the 
limited role of the private sector in acquiring investment have been attributed to the low 
quality of financial institutions and hence low investment and growth in resource abundant 
economies (Nili and Rastad, 2007). Consequently, to assess the role played by financial 
institutions, the paper uses PRIVY as the main variable for analysis while the other two 
measures, DEPTH and CREDIT are used for comparison only.  

There are other different indicators that have been suggested in the literature, such as 
the share of financial sector to GDP (Graff, 2003; Neusser and Kugler, 1998). This indicator 
is intended to cover a wide variety of financial activities. Instead of concentrating on the 
channels of finance, it is related more closely to how intensified financial services are, as it 
concentrates on the amount of resources dedicated to manage the financial institutions, which 
in turn would lower transaction costs (Graff, 2003). The limited availability of data on such 
alternative indicators of financial development requires the paper to stick to the more 
traditional measures. Therefore, the results that follow are for the effects of resource 
abundance on growth through the banking sector development. 

3.1. PRIVY Results 
Table 3 presents results for the effects of natural resource abundance on economic growth 
conditional on financial development, as measured by PRIVY. The table documents that by 
itself PRIVY has a significant, negative effect on growth, counter to general a priori 
expectations. However, such a negative relationship is consistent with arguments that a rapid 
expansion of financial markets resulting from financial liberalisation (Singh, 1997) and 
excessive financial liberalisation (Shan and Morris, 2002) are likely to hinder, rather than 
help economic growth. Alternatively, the result could indicate that PRIVY may not be an 
accurate measure of domestic credit to the private sector because it lumps together useful 
credit and non-performing loans (Graff, 2003). Therefore, the sign may be negative because 
the measure here may be consisting of a large proportion of non-performing loans. In 
addition, the results may be as they are because the model is misspecified. However, the 
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coefficient is still negative when the regressions are repeated, inclusive of an interaction term 
between institutional quality and resource abundance.4

It does appear that PRIVY plays a vital role in reversing the resource curse for 
countries where more credit is channeled to the private sector (as presented by the positive 
and statistically significant interaction term).  

  

The partial growth impact of a marginal increase in resource abundance (holding all 
other variables constant) implied by equation (1) is: 

PRIVY
resource
growth 00003.0002.0 +−=

∂
∂

 
 
The financial threshold of not having a resource curse is a 66.67% share of PRIVY in GDP. 
The threshold implies that above this ceiling, the potential contribution of natural resource 
abundance is higher for a high resource endowed country than a low endowed one. For 
instance, Norway, USA, Canada and Australia will not be resource cursed because of their 
high levels of PRIVY, while for instance, Togo, Sierra Leone, Papua New Guinea and Peru 
will be resource cursed due to their underdeveloped financial systems. This is not out of the 
ordinary because it is expected that more financial intermediation is associated with a more 
efficient use of natural resource proceeds. 
 
Table 3 Panel Two-step System GMM Growth Results for PRIVY 
 
Variable (1) (2) (3) (4) 

Initial income level -0.0002 
(0.00)* 

-0.0002 
(0.00)* 

-0.00004 
(0.43) 

-0.0003 
(0.01)* 

Resource -0.002 
(0.00)* 

-0.002 
(0.01)* 

-0.002 
(0.00)* 

-0.002 
(0.00)* 

PRIVY -0.04 
(0.01)* 

-0.04 
(0.02)* 

-0.03 
(0.01)* 

-0.04 
(0.00)* 

Institutional quality 13.70 
(0.00)* 

10.30 
(0.01)* 

5.18 
(0.00)* 

7.37 
(0.00)* 

Openness 0.13 
(0.00)* 

0.09 
(0.00)* 

0.09 
(0.00)* 

0.08 
(0.00)* 

Inflation 
  

-0.001 
(0.00)* 

-0.001 
(0.00)* 

Interaction term 
(PRIVY × Resource) 

0.00003 
(0.01)* 

0.00002 
(0.16) 

0.00002 
(0.02)* 

0.00003 
(0.01)* 

Latin 
 

-3.86 
(0.49)  

-1.27 
(0.50) 

Africa 
 

-2.16 
(0.35)  

-6.49 
(0.01)* 

Constant 
 

-11.20 
(0.00)* 

-5.69 
(0.23) 

-5.35 
(0.00)* 

-1.75 
(0.48) 

     
Serial correlation test 
(p-value)b 0.98 0.83 0.50 0.48 
Hansen test of joint 
validity of instruments 
(p-value)a 1.00 1.00 1.00 1.00 
F-test for joint 
significance  
(p-value)c 

0.00 0.00 0.00 0.00 

Countries 52 52 52 52 

4 The latter results are available upon request. 
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All regressions include time dummies (not shown). Dependent variable is real GDP per capita 
growth. The figures in parentheses are the p-values. *Statistical significance at conventional 
levels of significance (1%, 5% or 10%).  aThe null hypothesis is that there is no correlation 
between the instruments used and the residuals. bThe null hypothesis is that the errors of the 
first-difference regression do not exhibit second order serial correlation. Excludes Sweden, 
which does not have data on this financial indicator. cThe null hypothesis is that there is 
overall significance in the regression/model. (1) includes all the variables described in sub-
section 4.1, except for regional dummies and inflation, (2) extends the specification in (1) by 
including regional dummies, (3) and (4) extend (1) and (2), respectively by including 
inflation.  

3.2. Results from other financial indicators 
Table 4 documents the results of repeating the econometric analysis utilising the DEPTH 
measure instead of the then PRIVY measure of financial development. The table reports that 
DEPTH has a direct positive effect on economic growth, albeit not robust to the exclusion of 
regional dummies and the inclusion of inflation. In addition, in this case the resource 
abundance indicator is positively related to economic growth. 
 
Table 4 Panel Two-step System GMM Growth Results for DEPTH 
 
Variable (5) (6) (7) (8) 

Initial income level -0.0002 
(0.00)* 

-0.0002 
(0.00)* 

-0.0002 
(0.00)* 

-0.0001 
(0.00)* 

Resource abundance 0.001 
(0.01)* 

0.001 
(0.10)* 

0.001 
(0.00)* 

0.001 
(0.26) 

DEPTH 0.0003 
(0.04)* 

0.0002 
(0.27) 

0.00002 
(0.87) 

-0.0001 
(0.62) 

Institutional quality 7.76 
(0.00)* 

9.53 
(0.00)* 

5.06 
(0.00)* 

5.47 
(0.00)* 

Openness 0.05 
(0.00)* 

0.07 
(0.00)* 

0.04 
(0.00)* 

0.05 
(0.00)* 

Inflation 
  

-0.002 
(0.00)* 

-0.001 
(0.00)* 

Interaction term 
(DEPTH × Resource) 

-0.00003 
(0.00)* 

-0.00003 
(0.00)* 

-0.00003 
(0.00)* 

-0.00003 
(0.00)* 

Latin 1.28 
(0.64)  

-0.38 
(0.65)  

Africa -2.10 
(0.07)*  

-2.96 
(0.01)*  

Constant 
 

-4.49 
(0.00)* 

-7.80 
(0.00)* 

-1.46 
(0.20) 

-4.58 
(0.00)* 

     
Serial correlation test 
(p-value)b 0.90 0.89 0.72 0.73 
Hansen test of joint 
validity of instruments 
(p-value)a 1.00 1.00 1.00 1.00 
F-test for joint 
significance  
(p-value)c 

0.00 0.00 0.00 0.00 

Countries 51 51 51 51 

All regressions include time dummies (not shown). Finland and Netherlands are excluded 
from the regressions due to lack of data on this financial indicator. Dependent variable is real 
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GDP per capita growth. The figures in parentheses are the p-values. *Statistical significance 
at conventional levels of significance (1%, 5% or 10%). aThe null hypothesis is that there is 
no correlation between the instruments used and the residuals. bThe null hypothesis is that the 
errors of the first-difference regression do not exhibit second order serial correlation. cThe 
null hypothesis is that there is overall significance in the regression/model. (5) includes all 
the variables described in sub-section 4.1, except for regional dummies and inflation, (6) 
extends the specification in (5) by including regional dummies, (7) and (8) extend (5) and (6), 
respectively by including inflation.  
 
The partial growth impact of a marginal increase in resource (holding all other variables 
constant) implied in this case is: 
 

DEPTH
source

Growth 00003.0001.0
Re

−=
∂
∂  

 
The regression results indicate that the DEPTH threshold of having the resource curse is a 
33.33% share in GDP. The 33.33% share in GDP threshold implies that above this ceiling, 
the partial contribution of natural resource abundance is lower for a high resource endowed 
country than a low endowed one, whereas the reverse holds below the financial threshold. 

That is, the resource curse would be non-existent in countries like Guinea, (which has 
the lowest levels of DEPTH (= 0.92) and has managed to maintain these low levels of 
DEPTH over several years) Peru, Nigeria, Congo, Venezuela, Cameroon. While economies 
with higher levels of DEPTH, such as Zimbabwe (highest DEPTH = 3051.38 in 1986), 
Algeria, Bahrain, Bolivia, etc will be resource cursed.5

The partial growth impact of a marginal increase in CREDIT (holding all other 
variables constant) implied by equation (10) is: 

 This is not out of the ordinary since it 
is expected that countries with more advanced financial institutions will have much better 
financial instruments (for instance, Australia, China, Denmark, Canada), hence, rely less on 
liquidity as a major source of financial needs. For instance, their financial instruments are 
more likely to include: well developed stock markets, internet banking and credit cards, etc. 
that are not related to liquidity (which is what DEPTH measures).  Table 5 documents the 
results of repeating the econometric analysis utilising the CREDIT measure instead of the 
then PRIVY measure of financial development. The table reports that both institutional 
quality and CREDIT have a statistically significant, positive direct effect on economic 
growth (except when inflation is included, then CREDIT becomes insignificant). 

 

CREDIT
resource
growth 00002.0001.0 +−=

∂
∂  

 
The regression results indicate that the CREDIT threshold of not having the resource curse is 
a 50% share in GDP. The 50% threshold implies that above this ceiling, the partial 
contribution of natural resources is higher for a high resource endowed country than a low 
endowed one, whereas the reverse holds below the financial threshold. For the sample of 
economies used in the paper, those with low levels of CREDIT such as Cameroon and 
Bolivia will be resource cursed while high levels, such as Chile, China, Canada and Australia 
will not be resource cursed.  
 

5 The value for Zimbabwe is an outlier, if it were to be ignored; the highest share of DEPTH in GDP would be 
141.57% for China in 2003. Even then, this does not fundamentally change the conclusions given here. 
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Table 5 Panel Two-step System GMM Growth Results for CREDIT 
Variable (9) (10) (11) (12) 

Initial income level -0.0003 
(0.00)* 

-0.0003 
(0.00)* 

-0.0001 
(0.01)* 

-0.0001 
(0.00)* 

Resource abundance 0.0005 
(0.28) 

-0.001 
(0.07)* 

-0.001 
(0.00)* 

-0.001 
(0.00)* 

CREDIT 0.02 
(0.07)* 

0.02 
(0.02)* 

-0.004 
(0.59) 

-0.001 
(0.85) 

Institutional quality 10.10 
(0.00)* 

11.50 
(0.00)* 

3.38 
(0.02)* 

4.55 
(0.00)* 

Openness 0.08 
(0.00)* 

0.09 
(0.00)* 

0.07 
(0.00)* 

0.07 
(0.00)* 

Inflation 
  

-0.003 
(0.00)* 

-0.001 
(0.00)* 

Interaction term 
(CREDIT × Resource) 

0.00002 
(0.02)* 

0.00002 
(0.00)* 

-0.000004 
(0.55) 

0.00001 
(0.07)* 

Latin 0.23 
(0.93)  

0.16 
(0.91)  

Africa 0.13 
(0.90)  

-2.85 
(0.04)*  

Constant 
 

-9.49 
(0.00)* 

-10.40 
(0.00)* 

-2.39 
(0.21) 

-4.88 
(0.00)* 

     
Serial correlation test (p-
value)b 0.91 0.86 0.55 0.61 
Hansen test of joint 
validity of instruments (p-
value)a 1.00 1.00 1.00 1.00 
F-test for joint 
significance  
(p-value)c 

0.00 0.00 0.00 0.00 

Countries 53 53 53 53 

 
All regressions include time dummies (not shown). Dependent variable is real GDP per capita 
growth. The figures in parentheses are the p-values. *Statistical significance at conventional 
levels of significance (1%, 5% or 10%). aThe null hypothesis is that there is no correlation 
between the instruments used and the residuals. bThe null hypothesis is that the errors of the 
first-difference regression do not exhibit second order serial correlation. cThe null hypothesis 
is that there is overall significance in the regression/model. (9) includes all the variables 
described in sub-section 4.1, except for regional dummies and inflation, (10) extends the 
specification in (9) by including regional dummies, (11) and (12) extend (9) and (10), 
respectively by including inflation 

Finally, Table 6 gives a summary of the marginal effect of different types of 
institutions resulting from a unit standard deviation change for various levels of institutional 
quality.  

  
Table 6   Summary of Marginal Effects of Natural Resource Abundance for Different 

Levels of Banking Sector Development  
Type of financial institution  DEPTH CREDIT PRIVY 

Bad financial institutions  0.91 -2.21 
 
-1.81 

Average financial institutions -0.34 0.20 
 
-0.66 

Good financial institutions -84.46 4.65 
 
3.79 

Source: Author’s calculations based on the panel two-step system GMM results. 
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Bad financial institutions are a percentage share in GDP of 1.91, -68.74 and 0.96 for PRIVY, 
CREDIT and DEPTH, respectively. Average financial institutions are a percentage share in 
GDP of 42.99, 60.98 and 45.38 for PRIVY, CREDIT and DEPTH, respectively. Good 
financial institutions are a percentage share in GDP of 202.12, 299.64 and 3051.38 for 
PRIVY, CREDIT and DEPTH, respectively. 

4 Conclusion 
The paper evaluated whether, whilst controlling for institutional quality in general, banking 
sector development helps to significantly account for the growth differences observed among 
natural resource abundant economies. Generally, the results reveal that banking sector 
development (as represented by ‘credit to the private sector’ and ‘bank credit’) play a positive 
role in reversing the resource curse. The main implication of these results is that to reap more 
growth benefits from natural resource proceeds, there has to be, among other things, a well-
developed banking sector. The three indicators used to gauge banking sector development 
(DEPTH, PRIVY and CREDIT) lead to different conclusions as to which category of 
countries, in terms of financial development levels, will be resource cursed. This outcome is 
consistent with Denizer et al.’s (2002) contention that one indicator may be more important 
than another, depending on the role of financial system that needs to be captured. 

Finally, it is important to bear in mind that the analysis in this paper is not claiming 
that the financial sector is a direct, major source of economic growth. If anything, through its 
function of resource allocation it “plays an auxiliary role in the process of economic growth 
and development,” and “a failure to fulfil these functions, however, could reduce the rate of 
economic growth below the otherwise feasible” (Graff 2003, p. 65). 
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