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Abstract 
 
Countries that enjoy a large amount of what is known as ‘natural capital’ - resources that are either renewa-
ble or non-renewable are continually balancing their current fiscal policies with the varying demands of do-
mestic and international trade. Sometimes these policies are inadequately formulated and sometimes they 
are overly opaque, leading to a lack of accountability of high level government officials and a high level of 
volatility to international exchange rates affecting their debt and undermining their export prices. This even-
tually leads to the development of a phenomenon known as the resource curse. It has been argued that a 
large number of factors contribute to the resource curse, such as the integrity of national institutions, the 
current value of the resource in question, the administration and implementation of fiscal policy and how 
finances are managed over the short and long term. 
 
The resource curse has many negative outcomes for countries it affects, including inflicting irreparable envi-
ronmental damage, inciting armed conflict, fostering and perpetuating high level corruption and consistently 
undermining inclusive economic growth. 
 

Recommendations 
 

1. Create an incentive program in neighbouring countries to encourage workers from overcrowded in-
dustries to actively search for employment abroad. 
 

2. Implement a fiscal policy that has been reviewed by external consultants for the governing body of 
a country to adhere to 

 
3. Introduce a series requirements that lending provided to resource rich countries cannot exceed a 

certain percentage of a countries GDP. 

 
4. Any natural capital that is yet to be realised should not be included as a reliable source of income for 

the purpose of repaying a debt. 
 

Introduction 
 
The resource curse, at a fundamental level is a contradictory imbalance between a country’s economic 
growth and the point-source non-renewable resources the country has at its disposal that could perpetuate 
or substantially stimulate its economic growth over the short or long term. The effects of the resource curse 
become more readily apparent and poignant when a nation in the throes of the phenomenon is juxtaposed 
with a nation with less natural resources but a higher economic output.  
 
The phenomenon is generally more prone to striking in countries where corruption is rife, or where an auto-
cratic dictatorship style form of governance exists.1  Along with leaderships that are difficult to trade with, 
countries often affected by the resource curse specialise in non-renewable resources (meaning over 20% of 
their GDP is provided by these non-renewable resources).2 These effects, often intricately intertwined, are 
what constitute the most common occurrence of the resource curse. 
 

                                                 
1 Council on Foreign Relations, 2012 
2 CEPAL, 2006 
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However, often the catalyst for the commencement of a resource curse is the corruption of a government.3 
This happens because political leaders of the country enter talks for negotiations with companies external to 
the country, and then siphon off proceeds for their own benefit.  
 
Resource rich countries such as Congo, Bolivia, Sierra Leone and Venezuela historically have fared much 
worse economically then their resource poor neighbours and other countries within close proximity. This is 
due to the fact that instead of creating prosperity, resources have too often fostered corruption, undermined 
inclusive economic growth, incited armed conflict and damaged the environment.4 
 
It has also been argued that one of the main causes of the resource curse is a country’s poorly constructed 
or administered institutions, such as their legal systems, police forces and other institutions vested with large 
amounts of authority.5 
 
It is also widely believed that the resource curse almost exclusively affects developing countries, contrary to 
this belief, this is not the case.6 In fact, developing countries may be just as prone, if not more so, of falling 
victim to the resource curse, albeit in a differing form.  
 
This effect of the resource curse is different in developed countries than it is in developing countries mainly 
because the difference of critical infrastructure still being available to citizens who may fall foul of the ef-
fects.7 8 9 
 
The main cause for concern in a developed country such as Australia, would be the jobs that are placed at 
risk as resource booms enter their final stages.10 This essentially creates an inverted resource curse where a 
workforce is oversupplied, but the economy was accustomed to that oversupply especially within remote 
areas. Once the surplus employees are made redundant, the economy fails due to people not being able to 
adequately adjust to a new lifestyle in such a short space of time.11 
  
The World Bank fits into the resource curse equation due to the fact that it took it upon itself to distribute 
empirical data about countries natural capital at arbitrary intervals beginning in 1997. Since this time it has 
distributed comprehensive data involving the natural capital of countries twice more, in 2006 and 2011. This 
has allowed researchers to take a more in-depth look at accurate and trustworthy data, thus allowing a more 
in depth analysis of the relationship between natural resource abundance and a nation’s yearly economic 
growth.12 
 
There are a large variety of factors that contribute to the resource curse, which is also called the paradox of 
plenty. These areas include, but are not limited to; Dutch disease, corruption & political corruption, internal 
taxation policies being poorly constructed or implemented and excessive borrowing.13 
 

                                                 
3 The Economic Journal, 2006 
4 Council on Foreign Relations, 2012 
5 KG Weyland, 1998 
6 World Development Journal, 1995 
7 World Bank, 2014 
8Ibid. 
9 Ibid 
10 Australian Bureau of Statistics, Mining Labour & Workforce Statistics, 2013-2014 
11 Dr Alex St John, 2013 
12 World Bank, 2014 
13 W Corden, 1984 



Curtains for the Curse: Methods of combatting the resource curse 
Global Voices World Bank and International Monetary Fund Australian Youth Delegation 

Gregory Barry (Central Queensland University) 

 
Page 4 

 

  

Causes of the resource curse and possible mitigation strategies 
 
 Dutch Disease 
 
Essentially, the phrase ‘Dutch Disease’ refers to the harmful consequences of large increases in a countries 
income. Dutch Disease is seen as a contributor to the resource curse because when a nation discovers new 
reserves of resources, it inevitably has a positive effect on their economy which in turn boosts the value of 
their currency.14 The flow on effect from this is demonstrated when the resources are exported, but due to 
the higher value of the dollar it creates a less competitive market for the resources in question to be sold 
in.15 
 
When a nation ‘falls ill’ with Dutch disease, its export sector or (traded goods sector) is dramatically reduced. 
To mitigate this, especially if the newfound wealth is believed to be permanent, policymakers need to pro-
actively manage structural changes within the economy to ensure ongoing economic stability.16 
 
A key case in this instance of not managing wealth correctly which lead to the initiation of a resource curse-
esque scenario was the initial reason that it was called Dutch disease. The price of natural gas fell sharply in 
the 1970s, shortly after the Netherlands had found a substantial amount of LNG (Liquid natural gas on its 
territories). Since the Dutch government had believed the wealth to be permanent, they had initiated a mas-
sive welfare scheme, which for a variety of reasons could not be withdrawn after the price of the LNG fell, 
causing a massive downturn in the dutch economy. 
By correct application of economic forecasting, sensible spending in the early stages of new found wealth 
and living within their means, countries that are highly exposed to resource curse scenarios can almost totally 
eliminate their risk in this matter.17 
  
 Corruption & Political Corruption 
 
The fact that resource rich countries possess such large amounts of desirable economics tools makes them 
prone to high level corruption.18 This is illustrated in a report conducted by the United States Senate Foreign 
Relations Committee, which stated “"too often, oil money that should go to a nation’s poor ends up in the 
pockets of the rich, or it may be squandered on grand palaces and massive showcase projects instead of 
being invested productively”.19 
 
The only viable method of combatting such high level corruption is buy implementing a system of checks and 
balances in regards to the large amounts of revenue that are received via the resources. One such method 
that has been consistently proposed by the Center for Global Development outlines the theoretical effective-
ness of the direct distribution of revenues. If this system were to be utilised, it would ensure members of the 
country in question would receive a universal, regular payment.  
 
Upon the completion of the funds’ distribution, the state would then be required to tax the funds. The aim 
in this instance is that the taxation of these funds would then have a knock on effect raising public demand 

                                                 
14 Save The Children, 2003 
15 Hilde Bjørnland, 1998 
16 Anne Boschini, Jan Pattersson & Jasper Roine, 2012 
17 Journal of Public Economics, 1998 
18 World Watch, 2004 
19 United States Senate Foreign Relations Committee, 2008 
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for accountability and transparence when the government dealt with funds gleaned from the natural re-
sources.20 
 
 Excessive Borrowing 
 
Excessive borrowing is an extremely poignant dual edged blade. This is due to the volatile nature of the con-
cept, where borrowing excessively is encouraged tremendously during times when the economy is strong. 
This is because if the real exchange rate alters, it can increase the countries monetary stock, therefore cre-
ating smaller debt to be paid off.21 
 
There is, however, a negative impact of such a high level of debt, which inevitably triggers a resource curse 
far quicker than any other factor mentioned here. This is because, the banks lend massive amounts of money 
to a country when its economy is strong, such as Nigeria, who borrowed extensively during the 1970s oil 
boom, as there GDP increased equally with their debt, allowing them to sufficiently service the loan. When 
the price of oil fell, Nigeria found itself in massive arrears which has the added negative impact of triggering 
penalty interest, essentially launching a full scale resource curse overnight.22 
 
To combat these various negative effects that excessive borrowing causes, a wide variety of methods have 
been suggested. There are two things that must be done in order to effectively mitigate the effects of exces-
sive borrowing; introducing dynamic fiscal policy and actively looking at ways to adhere to responsible lend-
ing frameworks. The IMF undertook large reforms in its lending processes after the GFC in 200823, which 
placed a large emphasis on precautionary lending rather than injecting large amounts of money into a falter-
ing economy. 
 

Millennium Development Goals  

 
 What MDGs does the resource curse hinder? 
 
When looking at the Millennium Development Goals (MDGs), it is readily apparent that the resource curse is 
a leading cause of impeding the achievement of certain MDGs in countries that it affects. Most notably the 
resource curse has wide reaching effects that deeply hinder MDGs one and seven.24 
 
The first MDG is concerned with the eradication of extreme poverty and hunger. The World Bank has ex-
pressed multiple times that it fosters the ‘aim of ending extreme poverty within a generation’.25 At the most 
fundamental of levels, the resource curse affects citizens of a country in a variety of ways, with the most 
detrimental effect being the inability to gain and secure a long term, stable and sustainable income.26 The 
primary reason for this is that offshore labour is available to work within extractive operations at a moment’s 
notice. As an example, if Venezuela discovers oil, a company like British Petroleum (BP) has skilled labourers 
who can be deployed to the site of extraction within a short timeframe. If local Venezuelan people were to 
be trained in the extraction methods however, it would take a significantly longer amount of time, leading 
to loss of profit and less economic viability for the government and the company performing the extraction.  

                                                 
20 Center for Global Development, 2014 
21 Bureau for Resources and Strategic Partnerships UN Development Program, 2006 
22 Online Nigeria, 2014 
23 IMF, 2012 
24 UNDP, 2014 
25 World Bank, 2014. 
26 Overseas Development Institute,2013 
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The sole factor that determines whether a local worker receives a job is if they have prior training. There are 
slight flow on benefits to an economy that has high levels of international workers performing extractive 
operations within their borders or territories27, but even these benefits are reserved for trained members of 
the service and hospitality industries and are relatively short lived.  While there is no comprehensive way to 
circumvent the economic loss suffered by a nation’s people due to them not being adequately trained, initi-
atives can be implemented such as companies who are performing extractive operations taking on trainees 
and apprentices. This would assist them in developing an array of in demand skills, allowing them to contrib-
ute in a meaningful way to their society and develop a skill that will assist them to attain a stable income.  
 
The seventh aims to ensure environmental sustainability which is something that the majority of point source 
resource extraction operations drastically hinder.28 Since point source extraction operations are normally 
employed in the extraction of non-renewable resources, the land will be left vacant once the extractive op-
eration has ceased.29 In many cases the land has been ripped asunder, poisoned and damaged so badly in so 
many different ways that it is impossible to implement traditional industries that require healthy land- such 
as agriculture.30 
 
The only method available to countries to mitigate damage to their territories by international conglomerates 
is that of signing environmental protection agreements. The signing of such agreements is common practice 
in the developed world when an individual or company are performing activities that pose a degree of risk 
to the environment.31 In developing countries, this practice is almost unheard of, providing companies with 
less restriction on their activities and greater scope to undertake their operations in a way they choose.  
 

Recommended Action 
 

1.  By creating initiatives to entice workers in overcrowded industries to seek work abroad, it sets in 
motion a variety of events. Firstly it alleviates pressure on that industry and allows pay to increase 
significantly due to workers being harder to come by. It also builds rapport in trade between coun-
tries involved in the initiative and provides skilled labour that might not have been available prior to 
the incentive being introduced.32 

 
2.  The implementation of an expert reviewed fiscal policy for utilisation within a resource rich country 

is perhaps the most fundamental process of due diligence that can be undertaken when dealing with 
responsible and effective financial reform.33 Countries that have taken a dedicated and serious ap-
proach to reviewing their fiscal policy with the help of external agencies and corporations include 
Angola, Bolivia and DR Congo, however this action has not proved to be a conclusive and total fix for 
the resource curse.34 

 

                                                 
27 International Labour Organisation, 2012 
28 Earle A Ripley & Robert E. Redmann, 1996 
29 Ruiz-Ahon, 2001 
30Cunfer, 2005 
31 Environmental Protection Agency, 2014 
32 Tineke Ritzema, 1994 
33 Sachs & Warner, 1995 
34 Saskia, Van Hoyweghen & Smis, 2002 
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3.  By responsibly limiting a country’s borrowing capacity, it greatly reduces the risk of defaulting on 
loans due to fluctuations in the real exchange rate.35 To ensure compliance in administering the most 
responsible level of finance available, external consultants would need to be utilised as they have 
the benefit of a non-biased view. By tailoring finance packages to a countries strengths, current cir-
cumstances and factoring in all risks that could affect the country servicing the loan, it allows lenders 
and countries to carry on a more transparent relationship with each other and promotes responsible 
lending on a global scale.36 

 
4.  When taking into account a countries liquid assets, the nation’s overall natural capital should have 

a certain percentage of its net worth discounted from the final amount. This is because a high risk 
exists for the financial liquidity to not be realised should the market fluctuate adversely at any time 
prior to extraction commencing or being completed. By removing the risk of exposure to a form of 
negative equity being created, the nation will be able to service any debts it accrues much more 
effectively through larger market swings, without being overly adversely affected or accruing penalty 
interest. The implementation of this initiative would assist in the elimination of a large number of 
countries risks to becoming afflicted with the resource curse due to this particular financial mechanic. 

 

Conclusion 
 
To summarise, the resource curse is a dynamic, omnipotent phenomenon. Its potency will not and cannot be 
significantly altered if a particular resource falls out of favour. This is because the basic mechanics of how the 
resource curse affects a nation will be applied to the next in demand resource. To combat this, a standardised 
framework to be followed by all countries affected by the resource curse should be implemented. 
 
Since there is very little data available on the effects of the resource curse as it has only been acknowledged 
as a serious threat to countries in the last few decades, a focus should be placed on capturing larger amounts 
of accurate data to be shared throughout international forums.  
 
With appropriate data and more countries involved in actively mitigating the effects of the resource curse, it 
will assist in detection of failing economies, understanding the implementation of effective processes when 
things go awry and protect the fundamental interests of countries involved in trade with that country. 
 
 
 
 
 
  

                                                 
35 Lastrapes, 1992 
36 IMF, 2012 
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