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Introduction
Over the past twenty years, a major change has occurred in economic
thinking. No longer do we consider the economic process of producing
goods and services and generating human welfare to be solely dependent
on the accumulation of physical and human capital. An increasing number
of economists now accept that there is a third form of “capital” or “economic asset” that is also crucial to the functioning of the economic system
of production, consumption and overall welfare. This distinct category
consists of the natural and environmental resource endowment available
to an economy, which is often referred to as natural capital.
Yet also in recent years, an intriguing paradox emerged: Despite the
growing recognition of the importance of natural capital for sustainable
economic development, empirical evidence is indicating that increasing
economic dependence on natural resource exploitation appears to be a
hindrance to growth and development in the low- and middle-income
economies of the world. For example, cross-country analysis indicates that
in recent decades resource-abundant countries—i.e. countries with a high
ratio of natural resource exports to GDP—have tended to grow less rapidly
than countries that are relatively resource poor (Rodríguez and Sachs 1999;
Sachs and Warner 1997 and 2001). Low- and middle-income countries that
have experienced persistent frontier land expansion over the long term are
likely to have performed less well than countries that have been less
reliant on land conversion (Barbier 2003, 2004 and 2005b).
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Four alternative hypotheses have been proposed to explain why natural
capital exploitation may inhibit economic progress in today’s developing
economies. One explanation is the resource curse hypothesis, i.e. the poor
potential for resource-based development in inducing the economy-wide
innovation necessary to sustain growth in a small open economy, particularly under the “Dutch disease” effects of resource-price booms (Auty
1993 and 2001; Sachs and Warner 2001; Stevens 2003). Other theories have
suggested an open access exploitation hypothesis, i.e. trade liberalization for a
developing economy dependent on open access resource exploitation or
poorly defined resource rights may actually reduce welfare in that economy (Brander and Taylor 1997; Chichilnisky 1994; Hotte et al. 2000).
Thirdly, some economists have proposed a factor endowment hypothesis. The
abundant natural resources relative to labor (especially skilled labor), plus
other environmental conditions, in many developing regions have lead to
lower economic growth, either directly because relatively resourceabundant economies remain specialized for long periods in primaryproduct exports (Wood and Berge 1997; Wood and Ridao-Cano 1999) or
indirectly because some factor endowments generate conditions of inequality in wealth and political power that generate legal and economic institutions inimical to growth and development (Easterly and Levine 2003;
Engerman and Sokoloff 1997; Sokoloff and Engerman 2000). Finally,
there is the frontier expansion hypothesis; frontier expansion in today’s developing countries is generally associated with land conversion, and unlike
historical cases where exploitation of ‘new’ resources led to increased economic development and growth, the economic benefits of frontier land
expansion today are largely short-lived, as such expansion reflects an economy-wide pattern of resource-based development that is largely “unsustainable” (Barbier 2005a and 2005b).
The recent empirical evidence and theories pointing to the tendency of
resource-based development in low- and middle-income countries to be
“less successful” are in stark contrast to past views on the role of natural
resource exploitation in promoting trade and development. For instance,
the latter accepted wisdom was reinforced in past years by the “staples
thesis”, which has argued that the development of many countries and
regions has been led by the expansion of export sectors, and in particular,
natural resource exports, and the “vent-for-surplus” theory, which suggested that trade was the means by which idle resources, and in particular
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