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Abstract

The revenues generated from natural resources can serve as a catalyst
for economic growth and development in different countries. Among the
various channels through which the income derived from natural
resources can impact the economic growth and development, stock
market development plays a significant role. Historical experiences of
some developed countries endowed with natural resources reveal that
the income from natural resources has led to substantial stock market
development only when these countries have had a favorable level of
institutional quality. With this in mind, this study examines the role of
institutional quality in the effect of natural resource income on stock
market development in selected rich in such resource’s countries, during
the period from 2000 to 2020, using Panel Generalized Method of
Moments (Panel GMM) estimations. The research findings indicate that
natural resource income has a positive impact on stock market
development in the selected countries and that the positive influence of
this variable will increase further if institutional quality improves in these
countries.
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1. Introduction

Natural resources can play a significant
role in the economic growth of countries,
often regarded as a driving force to

transform developing and emerging
economies into developed ones. Many
economists believed that economic
development stems from resource

abundance, but some empirical evidences
from some resource-rich countries
compared to resource-poor countries has
shown that certain resource-rich
countries have experienced lower
economic growth. This phenomenon is
referred to in the economic literature as
the Natural Resource Curse (NRC)
hypothesis, and income derived from
natural resources signifying as double-
edged sword. Despite various evidences in
different countries, whether natural
resources are a curse or a blessing remains
a subject of debate and investigation.

Given the importance of this issue, the
present study seeks to investigate the
effect of natural resource revenues on

stock market development with an
emphasis on the role of institutional
quality in moderating the effects of natural
resource revenues on stock market
development. This research utilizes annual
data from the period of 2000 to 2020 for a
set of developing rich-natural resources
countries, employing the Generalized
Method of Moments (GMM) estimator.

2. Methodology

The main objective of this study is to
investigate the impact of revenues derived
from natural resources on the stock

market  development of  selected
developing rich-natural resources
countries, considering the role of

institutional quality, during the years 2000
to 2020. Given the nature of the research
data, a panel data framework is employed
to estimate the model. Additionally, based
on the theoretical foundations and
previous studies such as Ali et al. (2022),
the general structure of the dynamic panel
data model for the examined countries in
this study is as follows:

InNFMS;; = aglnFMS(—1) + a;InNRR;; + a3,InEG + azInFDI + a,lnlQ; +

&t

InFMS;; = aglnFMS(—1) + a;InNRR;; + a3InEG; + azInFDI + a,InlQ; + asInNRR *

InlQ;; + &

In equations (1) and (2), Ln indicates the
logarithmic transformation, and i and t
denote the cross-section (country) and
time respectively. Moreover, a; «; «@3 «@,

and as are the coefficients of the equation
representing the elasticity of each variable
to dependent variable. In this study, to
examine the moderating role of

institutional quality, the interactive
variable InNRR*InIQ (logarithmic variable
of natural resource revenues multiply by
the logarithmic variable of institutional
quality) is introduced into equation (2).
Here, FMS represents stock market
development, NRR signifies revenues from
natural resources, EG denotes economic
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growth, FDI indicates foreign direct
investment, and IQ represents
institutional quality.

3. Finding

Revenues from natural resources in the
first model have exhibited a significant
positive impact on stock market
development in the examined countries.
Specifically, a one percent increase in
revenues from natural resources has led to
a 0.0242 percent increase in stock market
development. This finding suggests that
the presence of the resource curse cannot
be confirmed in the studied countries.
Although the relatively low estimated
coefficient value for this variable could
indicate that revenues from natural
resources have not exerted a substantial
influence on stock market development in
the examined countries, the estimated
coefficient for this variable in the second
model indicates that a one percent
increase in revenues from natural
resources will lead to a 0.07976 percent
increase in the stock market development
index. This result suggests that in the
presence of the interactive variable, the
positive impact of revenues from natural
resources on stock market development in
the studied countries becomes more
pronounced, implying a heightened
benefit from natural resource
endowments in these countries. The
results of the research indicate that the
interactive variable InNRR*InIQ has a
positive and significant effect on stock
market development in the examined
countries. Based on this obtained result
and assuming the constancy of other
variables, it can be stated that if the
interactive variable increases by one
percent, stock market development will
increase by 0.0303 percent. This finding
suggests that economies with higher

Volume 17. Issue 35. Autumn. 2022. Pages 155 to 182.

institutional quality are not facing the
curse of financial resources.

4. Result

Based on the research findings and
considering the positive impact of natural
resource revenues and the moderating
role of institutional quality, significant
policy recommendations can be made for
countries endowed  with  natural
resources. Therefore, it is suggested that
the positive effect of natural resource
revenues on stock market development
can only be realized in the presence of
strong institutions in the economies of
such  countries. Hence, improving
institutional quality is a necessary and
essential condition for enhancing stock
market development. Policymakers in
these  countries must implement
appropriate  measures to enhance
governance. In other words, governments
should strive to establish institutions that
control corruption, ensure the rule of law,
have transparent laws and regulations,
support investment, enhance political
stability, and hold government officials
accountable to the public. Moreover,
establishing prudent regulations and
increasing oversight over financial
markets, especially the stock market, in
these countries is imperative.
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