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This study investigates the impact of oil revenue on economic growth, agriculture and 

tourism in developing oil-exporting countries, which are divided into major and minor 

oil-exporting countries based on their oil revenue shares to their respective GDPs. 

While developing oil-exporting countries have gained massive oil income, they suffer 

from Dutch disease in different manners, such as low economic growth and lagging 

non-oil sectors. Heterogeneities exist among developing oil-exporting countries. Panel 

Autoregressive Distributed Lag (ARDL) modelling is used to achieve the objectives 

of the study. 

 

 

The first objective of this study is to examine the impact of oil revenue on economic 

growth for 25 developing oil-exporting countries (major and minor), conditional to 

the different level of the real effective exchange rate. The results show that the long-

run effect of oil revenue on economic growth is significant only for the full sample, 

while the effect is highly positive and significant in the short run for all groups. Also, 

the indirect effect of the marginal effect of oil revenue on economic growth is 

statistically insignificant for all groups. However, the indirect effect of the oil price on 

economic growth is statistically significant and confirms the same direction of the 

marginal effects of oil revenue for all groups. In the case of the major group, the 

indirect effect of oil price shows the symptom of Dutch disease and proving the 

existence of Dutch disease. That means that in major oil-exporting countries, the oil 

price is harmful for economic growth when the real effective exchange rate 

appreciates. 

 

 

 

 



© C
OPYRIG

HT U
PM

 

 

 

ii 

The second objective of the present study is to investigate the impact of oil revenue 

on the agriculture sector of 25 developing oil-exporting countries (major and minor), 

conditional to the different level of the real effective exchange rate. The regression 

results of the baseline model indicate that oil revenue in the long and short term has 

adverse and highly significant effects on the value added of agriculture in the full 

sample, as well as in the cases of major and minor oil-exporting countries. Despite this 

result, the magnitude of the impact in the major oil-exporting countries is higher than 

that of the minor oil-exporting countries. The results of marginal effects for the minor 

group show that oil revenue indirectly slows down the value added of agriculture when 

the real effective exchange rate appreciates. Otherwise, oil revenue benefits 

agriculture if the real effective exchange rate depreciates. However, in the case of 

major group, the marginal effect shows that oil revenue decreases the value added of 

agriculture, even in the presence of real effective exchange rate depreciation.   

 

 

The third objective of this study is to find the relationship between oil revenue and the 

tourism sector of oil-exporting countries based on the different level of the real 

effective exchange rate. The estimations show a direct positive effect of oil revenue 

on tourism income for the entire sample, and for the minor group. The results show an 

adverse but insignificant for the major group. Additionally, the findings of the 

marginal effect of oil revenue on tourism income support the Dutch disease 

phenomenon for the entire sample and the major group. That means the marginal 

effects of oil revenue are negative and significant at the lower-level of the real 

effective exchange rate (appreciation) but positive and significant at the higher-level 

of the real effective exchange rate (depreciation). This result is contrary to the minor 

group but insignificant.   

 

 

Overall the findings and results support the hypotheses of this study, which focuses 

on the differential behaviour of major and minor oil-exporting countries toward 

economic growth and non-oil sectors (the agriculture and tourism sectors). More 

specifically, the results of the direct and indirect effects of oil revenue show that major 

oil-exporting countries suffer from Dutch disease. The results of this study have policy 

implications, pointing to the need to eliminate this phenomenon. First, it is necessary 

for governments of oil-exporting countries to adopt a fiscal policy that limits the role 

of spending effects as a source of appreciation to the real effective exchange rate. 

Secondly, policymakers should adopt and improve policy instruments that support and 

promote the non-oil sectors—including proper macroeconomic policy, such as 

enhancing public investment in the agriculture and tourism sectors. Finally, economic 

diversification is required. Using oil revenue to build high-quality infrastructure may 

improve the non-oil sectors. Then, dynamic growth in the oil sector may lead to 

sustainable economic growth in the long run. 
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Kajian ini mengkaji impak hasil minyak ke atas pertumbuhan ekonomi, sektor 

pertanian dan pelancongan bagi negara-negara membangun pengeksport minyak, yang 

dibahagikan kepada negara pengeksport minyak utama dan kecil berdasarkan nisbah 

hasil minyak kepada KDNK Negara masing-masing. Bagaimanapun, jika negara-

negara membangun pengeksport minyak memperoleh pendapatan minyak yang besar, 

mereka mengalami penyakit Dutch dalam pelbagai cara yang berbeza, seperti 

pertumbuhan ekonomi yang rendah serta ketinggalan di dalam sektor bukan minyak. 

Selain itu, kaedah Panel Autoregressive Distributed Lag (ARDL) digunakan untuk 

mencapai objektif kajian, di mana terdapat heterogen di kalangan negara-negara 

membangun pengeksport minyak.  

 

 

Objektif pertama kajian ini adalah untuk mengkaji kesan hasil minyak ke atas 

pertumbuhan ekonomi bagi 25 negara-negara membangun pengeksport minyak 

(major dan minor). Khususnya, sama ada kesan hasil minyak terhadap pertumbuhan 

ekonomi bergantung kepada kadar pertukaran mata wang. Keputusan kajian 

menunjukkan bahawa kesan jangka panjang hasil minyak ke atas pertumbuhan 

ekonomi didapati tidak signifikan sementara kesannya sangat positif dan signifikan 

dalam jangka pendek. Selain itu, kesan tidak langsung kesan marginal hasil minyak 

terhadap pertumbuhan ekonomi adalah tidak signifikan bagi semua kumpulan. 

Bagaimanapun, kesan harga minyak secara tidak langsung terhadap pertumbuhan 

ekonomi adalah signifikan dan mengesahkan arah yang sama kesan marginal hasil 

minyak bagi semua kumpulan. Dalam kes kumpulan utama, kesan tidak langsung 

harga minyak menunjukkan gejala penyakit Belanda dan membuktikan kewujudan 

penyakit Belanda. Ini bermakna di negara-negara pengeksport minyak utama, harga 

minyak adalah berbahaya untuk pertumbuhan ekonomi apabila kadar pertukaran mata 

wang mengalami naik nilai. 
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Objektif kedua kajian ini adalah untuk mengkaji kesan hasil minyak ke atas sektor 

pertanian bagi 25 negara-negara membangun pengeksport minyak (utama dan kecil) 

yang mana bergantung pada kadar pertukaran matawang. Keputusan kajian 

menunjukkan bahawa hasil minyak dalam jangka panjang dan jangka pendek 

mempunyai kesan negatif dan ketara terhadap nilai tambah pertanian bagi sampel 

penuh dan kes-kes negara-negara membangun pengeksport minyak utama dan kecil. 

Disebalik keputusan ini, magnitud impak bagi negara-negara membangun 

pengeksport minyak utama adalah lebih tinggi daripada negara-negara membangun 

pengeksport minyak kecil. Keputusan kesan marginal untuk kumpulan kecil 

mendedahkan bahawa hasil minyak secara tidak langsung melambatkan nilai tambah 

sektor pertanian apabila kadar pertukaran matawang naik nilai. Jika tidak, hasil 

minyak memberi manfaat kepada sektor pertanian jika kadar pertukaran matawang 

mengalami susutnilai. Bagaimanapun, dalam kes kumpulan utama, kesan marginal 

menunjukkan bahawa hasil minyak mengurangkan nilai tambah sektor pertanian 

walaupun apabila kadar pertukaran matawang mengalami susutnilai. 

 

 

Objektif ketiga kajian ini adalah untuk mengkaji hubungan antara hasil minyak dan 

sektor pelancongan negara-negara membangun pengeksport minyak berdasarkan 

kadar pertukaran matawang. Keputusan kajian menunjukkan kesan langsung positif 

dari hasil minyak ke atas pendapatan pelancongan untuk keseluruhan sampel dan 

kumpulan kecil, sementara keputusan adalah tidak signifikan bagi kumpulan utama. 

Di samping itu, penemuan kesan marginal hasil minyak terhadap pendapatan 

pelancongan menyokong fenomena penyakit Dutch untuk keseluruhan sampel dan 

kumpulan utama. Ini bermakna kesan marginal hasil minyak adalah negatif dan 

signifikan di peringkat rendah kadar pertukaran matawang (naik nilai) tetapi adalah 

positif dan signifikan pada tahap yang lebih tinggi dari kadar pertukaran matawang 

(susut nilai). Berbeza dengan kumpulan kecil, yang mana didapati tidak signifikan.  

 

 

Keseluruhannya penemuan menyokong hipotesis kajian ini, yang menumpukan pada 

tingkah laku perbezaan negara pengeksport minyak utama dan kecil ke atas 

pertumbuhan ekonomi dan sektor bukan minyak (sektor pertanian dan pelancongan). 

Ianya mendapati,  kesan langsung dan tidak langsung hasil minyak menunjukkan 

bahawa negara-negara membangun pengeksport minyak utama mengalami penyakit 

Belanda. Oleh itu, beberapa implikasi dasar perlu bagi menghapuskan fenomena ini. 

Pertama, adalah perlu bagi kerajaan negara pengeksport minyak untuk mengguna 

pakai dasar fiskal bagi membatasi peranan perbelanjaan sebagai punca kepada kadar 

pertukaran matawang naik nilai. Kedua, mengguna pakai dan memperbaiki jenis 

instrumen dasar yang menyokong dan menggalakkan sektor bukan minyak termasuk 

dasar makroekonomi yang betul seperti meningkatkan pelaburan awam dalam sektor 

pertanian dan pelancongan. Akhirnya, kepelbagaian ekonomi diperlukan, dengan 

menggunakan hasil minyak untuk membina infrastruktur berkualiti tinggi supaya 

dapat meningkatkan hasil sektor bukan minyak, maka sektor minyak dapat membawa 

kelestarian pertumbuhan ekonomi dalam jangka panjang. 
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CHAPTER 1 

1 INTRODUCTION 

1.1 An Overview 

The primary objective of this study is to investigate three issues concerning oil-

exporting countries that are essential for their future growth and development. The 

first issue concentrates on the relationship between oil revenue and economic growth. 

Although notable studies have recently focused on this issue in oil-exporting 

countries, considerable debate regarding the relationship between oil revenue and 

economic growth remains amongst researchers. Some oil-exporting countries benefit 

from the abundance of oil revenue to avoid Dutch disease. These countries—which 

include Indonesia, Malaysia, Chile and Botswana—have attained a sustainable oil-

driven growth path (Mehrara and Sarem, 2009; Venables, 2016). By contrast, other 

oil-exporting developing economies have failed in managing windfall revenue to 

enjoy sustainable economic growth (Frankel, 2010; Sachs and Warner, 1995).  

The resource-curse puzzle phenomenon refers to the paradox of plenty, which states 

that abundant natural resources (oil in our case) will have an adverse effect on 

economic growth. Many African and Middle Eastern countries—such as Nigeria, 

Angola, Congo, Saudi Arabia and Iraq—have abundant oil and other natural 

resources. However, their citizens still experience a low standard of living and low 

income per capita. By contrast, Japan, South Korea, Singapore and Hong Kong have 

achieved levels of income per capita and well-being seen in developed industrial 

countries, despite having meagre natural resources (Sachs and Warner, 1995). 

Dutch disease theory refers to the adverse impact of resource income (oil income) on 

economic growth through the real exchange rate. Theoretically, an increase in oil price 

and oil revenue during the boom period in major oil-exporting countries will result in 

an appreciation of the real exchange rate due to the overvaluing of the local currency. 

Non-oil exports (industrial, agricultural and tourism exports) will decrease, which 

corresponds to a rise in the prices of services or non-tradable goods (Dülger, Lopcu, 

Burgaç, and Ballı,2013). 

Oil price changes since the 1970s have been producing extensive research that 

analyses the effect of oil price on economic growth in developed oil-importer and oil-

exporter economies. There is an extensive literature on different channels such as 

supply-side shock, income transfer, real balance effect and monetary policy, which 

considers that high oil prices can cause low economic growth in oil-importing 

countries. However, after the year 2000, oil price shocks have exerted minimal effects 

on oil-importing countries because of their efficient energy use and improvements in 

monetary policy (see Brown and Yucel 2002; Blanchard and  Gali ,2010) .  
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This condition differs for developing oil-exporting countries. Oil revenue is still 

considered the major driver of these countries. Thus, oil price changes affect the 

growth of such countries. In general, an oil price decrease is beneficial for oil 

importing economies because it leads to real income growth, a decrease in production 

costs and low inflation. By contrast, an oil price decrease is a concern for oil-exporting 

countries because of its adverse effect on their real income. However, the negative 

impact of oil price reduction on economic growth is not the same for all individual oil-

exporting countries. Mehrara and  Sarem (2009) and Moshiri (2015) provided strong 

evidence for different responses to oil price and oil revenue among oil-exporting 

economies. Thus, oil-exporting countries that have successfully diversified their 

economies through good management of oil revenue to establish effective industrial, 

agricultural and tourism sectors, may escape from the negative effect of oil-price 

shocks and the Dutch disease phenomenon.  

The second issue is to investigate the effect of oil revenue on the agricultural output 

of developing oil-exporting countries. In their seminal work, Corden and Neary (1982) 

provided a Dutch disease theory to explain the effect of the oil boom price on different 

sectors of the economy. In the core model of the Dutch disease, the economy is divided 

into three sectors: the boomed sector (e.g. oil sector), the producer sector of tradable 

goods (e.g. industrial output) and the non-tradable sector (e.g. service sector or 

housing). The model predicts an increase in national income as a result of high oil 

prices, and thus, the boomed sector further produces two effects. First, an appreciation 

in the local currency reduces the export of tradable goods in the international market. 

Secondly, the factors of output (labour and capital) move from the industrial sector to 

the oil or boomed sector due to the resource-movement effect, thereby reducing 

industrial production relative to the oil sector. 

Corden and Neary (1982) also investigated Dutch disease for developed oil-exporting 

economies, but focused on the industrial sector. They found a negative effect of high 

oil price on industrial output because of the following reasons. First, developed 

economies have a long-term experience in producing industrial goods. Moreover, the 

industrial sector considers the primary sector that produces goods for export in the 

global market. Secondly, the movement of capital and labour is flexible in developed 

countries. Consequently, an oil revenue increase appreciates local currency, which 

leads to diminishing industrial exports through the spending and resource-movement 

effects.  

However, this condition may not be the case in developing oil-exporting countries. 

The movement of input factors (labour and capital) between the boomed (oil) sector 

and the remaining sectors in an economy is inflexible. In addition, the agriculture (not 

industrial) sector is typically considered the primary sector in nearly all developing 

economies. Thus, agricultural output is negatively affected by high national income 

that stems from high oil prices and oil revenues (Apergis, El-Montasser, Sekyere, 

Ajmi, and Gupta, 2014).  Fardmanesh (1991) argued that an increase in the world oil 

price leads to the development of the industrial sector and contracts the agriculture 

sector in developing oil-exporting economies.    



© C
OPYRIG

HT U
PM

 

 

 

3 

Another important issue that has not gained serious attention in the economic literature 

is the effect of oil revenue on the tourism sector amongst oil-exporting countries. 

Theoretically, an increase in the energy price and oil price may harm economic 

activities and the tourism sector in oil-importing economies through its impact on 

transportation costs, production costs, economic uncertainty and disposable income 

(Donzelli, 2010). These economies are heavily dependent on the tourism industry to 

generate their income (Becken, 2008; Chatziantoniou, Filis, Eeckels and Apostolakis, 

2013). In the case of oil-exporting countries, the effect of  oil revenue on tourism 

remains under investigation (Becken, 2011b). Although no specific theory identifies 

the direct effect of oil revenue on the tourism sector, the model developed by Corden 

and Neary (1982) may provide a basic theoretical framework to understand this 

relationship in two indirect channels. These channels are (1) through the exchange rate 

appreciation in oil-exporting economies that is supported by empirical studies (Fakhri, 

2010; Jahan-Parvar and Mohammadi, 2011); and (2) through the service sector.  

The following subsections in this chapter discuss the three issues in oil-exporting 

countries. Section 1.2 presents the background of these issues. Section 1.3 discusses 

the research problem and questions. Section 1.4 highlights the research objectives. 

Section 1.5 discusses the significance of the study. Section 1.6 focuses on the 

organization of the research. 

1.2 Background to the Study  

1.2.1 Oil Price and Oil Revenue Pattern  

An overview of historical oil price shocks and the relationship between oil price and 

oil revenue is presented here. Similar to other economic goods, the crude oil price 

follows the law of supply and demand. Thus, a change in oil demand and supply in 

the global market affects the oil price. An increase in oil demand leads to high oil 

prices, whereas high oil supply leads to low oil prices. Several oil price shocks have 

occurred since the discovery of crude oil, but the first oil price shock that considerably 

affected developed oil-importing countries occurred in October 1973 during the Arab–

Israeli war. On October 17, Arab oil-exporting countries announced an embargo on 

oil exports to Western economies that supported Israel. In September of the same year, 

a substantial decrease in oil production by 4.4 million barrels per day occurred. The 

decrease accounted for approximately 7.5 percent of the global supply shortage. Thus, 

crude oil prices jumped from 1.7 US dollars to 3.29 US dollars per barrel in 1921–

1973 to 11.58 US dollars per barrel in 1974. The Iranian revolution in 1979 was the 

second oil price shock since World War Ⅱ. The revolution caused a shortage in the 

global oil supply by 7 percent. Oil prices increased again and reached 31 US dollars, 

whereas it was steady and smooth with minimal changes between 12 and 14 US dollars 

in the 1974–1978 period. In addition, the Iran–Iraq war caused an oil production loss 

in both countries, and the shortage worsened by November 1979. The combined 

production of both countries was only 1 million barrels per day, which is a decrease 

from 6.5 million barrels per day a year before the war. Therefore, worldwide crude oil 
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production was 10 percent lower in 1979 with a consequential increase in the crude 

oil price to 36 US dollars per barrel (Hamilton, 2011a).   

Furthermore, the oil price remained moderate in the 1982–1985 period. The average 

price was approximately 29 US dollars per barrel. However, the price collapsed to 14 

US dollars in 1986 because of certain factors, such as the first Organization of the 

Petroleum Exporting Countries (OPEC) oil supply policy and the increase in oil 

production, particularly in Saudi Arabia from 2 million to 5 million barrels per day 

with a corresponding low global demand for crude oil. The first Persian Gulf War 

(1990–1991) further generated uncertainty in the world oil market.  However, the price 

ranged between a maximum of 23 US dollars and a minimum of 12 US dollars, with 

an average of 18 US dollars per barrel, between 1987 and 1999 (Williams, 2011). The 

Asian financial crises in 1998 and the increase in OPEC’s oil production resulted in 

oversupply in the world oil market. Oil prices reached a minimum level of 12 US 

dollars after 1979 because Southeast Asian countries were considered moderated oil 

consumer regions (300.000 barrel per day in 1990–1997). To recover the price, OPEC 

reduced its oil production by approximately 3 million barrels per day. This reduction 

corresponds to an increase in world energy consumption. In 1999, oil prices reached 

25 US dollars. As a result of the Venezuelan unrest and the United States attack on 

Iraq in the Second Gulf war in 2003, global oil supply lost approximately 4.3 million 

barrels of petroleum (2.1 of Venezuela’s and 2.2 of Iraq’s production), thereby 

resulting in an oil price increase (Amin, 2011; Candemir, 2013). 

The International Monetary Fund (IMF) (2008) reported that the world’s real gross 

product grew at an average annual rate of 4.7 percent in 2004–2007. This growth 

corresponded to a rise in world oil consumption during this period. The powerful 

demand pressure was the primary factor that triggered the steady increase in oil prices 

over these years (Hamilton, 2009). Therefore, a substantial upward shift in the demand 

curve with a steady supply curve triggered an increase in the oil price from 55 US 

dollars in 2005 to 97 US dollars in 2008. Oil prices collapsed again in 2009 due to the 

world financial crisis and witnessed a recovery in 2010 with a steady rise. Oil prices 

reached the highest level in 2011 (Figure 1.1).  
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Figure 1.1 : Oil price change during 1970-2014 

(Source: BP Statistical Review of World Energy 2014) 

 

 

Oil prices dropped in 2014 from a relatively stable price of 105 dollars from 2011 until 

mid-2014. The recent oil price drop (2014) is driven by several factors, such as several 

years of increases in oil production, changes in OPEC supply policy, a weakening of 

the global demand for energy and the appreciation of the US dollar. The US dollar 

appreciated more than 10 percent between June 2014 and January 2015 (Baffes and 

Stocker, 2015). Over all, by looking at Figure 1.1, three different periods of oil price 

changes can be observed. First, the oil boom period in 1970–1984, when the average 

oil price in real terms was approximately 56 US dollars. Secondly, the collapse period 

in 1985–2000, when the average oil price in real terms was 30 US dollars. Lastly, the 

oil boom period in 2001–2014, when the average oil price in real term was 74 US 

dollars. 

The first strands of the oil price literature focus on the oil price effect on economic 

activities in oil-importing countries, particularly on the U.S. economy in 1980–2000 

(Darby, 1982;  Hamilton, 1983; Mork and Hall, 1980; Pierce and Enzler, 1974; Rasche 

and Tatom, 1977). The second strands of studies focus on oil-exporting countries from 

the 2000s (Farzanegan, 2011; Apergis et al., 2014; Moshiri, 2015). Therefore, oil 

revenue has mostly been applied to demonstrate the effect of oil-price changes on 

economic activities for oil-exporting countries. In this study, the oil revenue share of 

GDP is used as a proxy of oil revenue, but first exposes the pattern and trend of oil 

price and oil revenue as a share of GDP. As shown in the Figure 1.2, the oil revenue 

share of GDP for oil-exporting countries is mostly affected by oil-price shocks and 

both the real oil price and oil revenue share of GDP have the same pattern during the 

period of the study. 
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Figure 1.2 : Oil price and oil revenue share of GDP in oil exporting countries 

 
 

In addition, the oil revenue share of GDP is used in this study to divide the entire 

sample of oil-exporting countries into major and minor oil-exporting countries. 

Previous research has used the ratio of natural resource exports’ share of GDP to 

classify resource-rich and resource-poor countries (Sachs and Warner, 1995, 2001). 

Countries without natural resource exports’ share of GDP are considered resource-

poor countries. By contrast, those with natural resource exports share of GDP are 

considered resource-rich countries. In this study, the magnitude of the oil revenue 

share of GDP was used to clarify the effects of oil revenue on economic growth and 

the agriculture and tourism sectors. Therefore, the study sample was divided into two 

groups: major oil-exporting and minor oil-exporting countries. These sample countries 

were grouped based on the magnitude of oil revenue as a percentage of GDP for 

individual countries. Countries with an oil revenue share of GDP as a percentage 

during the study period that is below 10 percent are considered minor oil-exporting 

countries, whereas those with a share of above 10 percent are considered major oil-

exporting countries. 

Three different economic perspectives of oil-exporting countries are explained in this 

subsection. First, oil revenue and economic growth are presented. Secondly, the oil 

revenue and agriculture perspective are provided. Finally, the relationship between oil 

revenue and the tourism sector is discussed. 

 

 

 

________________________ 
 For the relationship of oil price and oil revenue share of GDP for major, minor oil-exporting countries 

and at the individual level for each country, see Appendix A. 
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1.2.2 Oil Revenue and Economic Growth in Oil-Exporting Countries  

Oil and gas are crucial and tradable goods in the current global economy. Economic 

activities heavily depend on oil to continue production, particularly in industrially-

developed economies. Oil has been crucial to the world economy since its early 

discovery in the 1800s. The invention of the internal combustion engine is the major 

impetus for the rise in the importance of oil. Such importance has increased to the 

extent that in a world without oil, all major distribution systems that allow economic 

transactions beyond a local basis can fail. The world economy can also collapse 

(Suleiman, 2013). The growth of renewable energy sources (wind, solar and 

geothermal) as alternatives to oil is still in its infancy. The share of sustainable energy 

is expected to rise to 4.3 percent of the total supply of energy by 2040, whereas the 

share of oil and gas are expected to increase supply to 53 percent of the world energy 

during the same period (OPEC, 2015). According to British Petroleum (2015), the 

total global consumption of oil is 92 million barrels per day. Energy-intensive regions, 

such as North America, Europe, Eurasia and the Asian Pacific, consume 

approximately 72.4 million barrels a day, which qualifies them as major oil consumers 

of the world. Consequently, rising oil consumption and demand increase the global oil 

price based on demand theory. In addition, high oil revenue influences the economic 

activities and economic growth of oil-exporting countries. 

The economic growth of oil-exporting countries was not sustainable over the past 45 

years. Major oil-exporting countries experienced three major periods of economic 

growth since the first oil boom in the 1970s. In the first episode (1970–1984), income 

per capita considerably grew at an average annual rate of 2.17 percent due to the 

increase in the global oil price. However, the dramatic collapse of the world oil price 

in the second period of the mid-1980s caused a substantial decline in GDP per capita, 

which even reached a negative value (-0.30). In the third period, the GDP per capita 

of major oil-exporting economies grew at an average rate of 1.37 in the 2001–2014 

period after oil prices recovered during the 2000s.  

Similarly, given the slow recovery in the preceding years, the GDP per capita growth 

rate of major oil-exporting countries remained considerably lower than the growth 

performance achieved in the first oil boom period (1970–1984). Moreover, the average 

growth was close to 2.17 percent and only behind that of non-oil-exporting countries 

in East Asia, which grew by more than 4 percent (Elbadawi, 2005). Unlike East Asia, 

which accomplished a remarkably quick recovery from the 1998 financial crisis, 

growth was not sustained in major oil-exporting countries. However, minor oil-

exporting countries have gained positive and sustained economic growth. Moreover, 

the GDP per capita growth of minor oil-exporting countries in the first, second and 

third episode was about 2.52, 1.66 and 2.59 percent, respectively. Additionally, 

overall, the GDP per capita growth of minor oil-exporting countries remained stable 

(2.47 percent) and was approximately twice higher than that of the major oil-exporting 

countries (1.64 percent) in 1970–2014.  
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In oil-exporting countries, economic growth is affected by oil price changes based on 

the level of oil dependency. Notably, the magnitude of the negative impact of oil price 

decreases on oil-exporting countries varies from country to country. These countries 

heavily depend on oil as the mainstay of their economies. Table 1.1 indicates that most 

major oil-exporting countries experienced a negative economic growth rate during the 

collapsing period of oil price (1985–2000), whereas minor oil-exporting countries saw 

positive economic growth in the same period. Additionally, Table 1.1 shows that oil 

price decreases cause less severe economic growth in minor oil-exporting countries 

than in major oil-exporting countries. That is, minor oil-exporting economies are more 

successful than major oil-exporting economies in managing their oil revenue. The 

former also exhibits positive growth1.  

Table 1.1 : Economic growth (GDP per Capita Growth (Annual %) for oil 

exporting countries 1970-2014 

 
Major oil exporting countries  1970-1984 1985-2000 2001-2014 1970-2014 

Algeria 3.14 -0.57 2.06 1.47 

Congo 5.25 -1.89 1.86 1.55 

Ecuador 2.86 0.12 2.85 1.64 

Gabon 5.39 -1.14 0.36 2.08 

Iran -0.47 0.08 2.45 1.96 

Brunei 0.41 -1.29 -0.67 -0.68 

Nigeria 0.82 -0.42 5.25 1.55 

Trinidad and Tobago  1.07 1.32 4.08 2.32 

Saudi 1.67 -0.80 2.50 1.07 

Venezuela - 0.77 -0.04 1.34 0.31 

Oman 4.02 1.89 -1.10 4.75 

United Arab Emirates   -1.42 -1.75 -3.18 -2.19  

Average 2.17 -0.30 1.37 1.64 

Minor oil exporting countries      

Argentina 0.33 0.99 1.91 1.31 

Egypt 4.22 2.15 2.08 2.60 

Indonesia 4.85 3.45 3.99 3.57 

Malaysia 4.86 3.82 3.05 3.84 

Mexico 2.59 1.03 0.70 1.79 

Peru -0.001 0.21 4.15 1.57 

Tunisia 3.96 2.30 2.55 2.84 

Colombia 2.31 1.59 3.10 2.25 

Morocco 2.42 2.22 3.31 2.62 

Bolivia  -0.09 0.95 2.61 1.12 

Brazil 3.62 1.07 2.20 2.28 

Cameroon  4.31 -2.05 1.06 1.03 

Chile  0.19 4.62 3.21 2.70 

Average 2.52 1.68 2.59 2.47 

(Source: Authors ‘calculation based on data from World Bank World Development Indicators 2016 

 

                                                 
1  Some major oil economies, as observed in the last oil price shocks at the end of 2014, experienced 

an adverse effect of oil price decrease on economic activities in Libya and Iraq. This effect is more 

severe than that in the United Arab Emirates due to the level of oil dependency (Arezki and 

Blanchard, 2014; Hou, Keane, Kennan and Willem, 2015). 



© C
OPYRIG

HT U
PM

 

 

 

9 

With regard to oil revenue and economic growth, Figure 1.3, 1.4 and 1.5 illustrate the 

relationship between oil revenue, the real effective exchange rate (REER), and the 

interaction term between oil revenue and the real effective exchange rate with GDP 

per capita growth in full sample, major and minor oil-exporting countries respectively. 

When pooled together, the full sample of 25 oil-exporting countries encompasses 

major and minor oil-exporting economies. Figure 1.3 shows the negative correlation 

between oil revenue and economic growth. Given their utmost dependence on natural 

resources, oil-exporting countries, particularly major oil-exporting economies, are 

mostly affected by the fluctuation of the world oil price and oil revenue. 

In addition, figure 1.4 illustrates the negative trend between oil revenue and economic 

growth in major oil-exporting countries. During the oil boom years, economic growth 

rates were remarkably high. However, a decline in economic growth occurred after 

the boom years. That is, most of these countries have not yet reached sustainable 

economic growth due to the nature of rentier economies and oil vulnerabilities (Noland 

and Pack, 2007). However, the partial effect of oil revenue through REER on 

economic growth is positive for entire sample, as well as for major oil-exporting 

economies. Based on the Dutch disease theory and the real exchange rate channel, if 

the relationship between oil revenue and GDP per capita growth is negative, and the 

interaction term between oil revenue and REER is positive, that means the existence 

of Dutch disease for these countries. These preliminary data support the Dutch disease 

theory, which states that an appreciation of the exchange rate considers the primary 

channel in which oil revenue adversely affects economic growth in oil-exporting 

countries.  

The situation differs for minor oil-exporting economies with low oil revenue share as 

a percentage of GDP, (e.g. Indonesia, Malaysia, Egypt, Tunisia, Mexico, Colombia, 

Argentina and Peru). Figure 1.5 shows the positive relationship between oil revenue 

and GDP per capita growth for these countries. However, the partial effect of REER 

on economic growth is negative for minor oil-exporting countries. These preliminary 

data do not support the Dutch disease theory for minor oil-exporting countries because 

the direction of the partial effect of oil revenue based on the interaction term will be 

downward.  One possible explanation for the aforementioned phenomenon is that 

minor oil-exporting economies may better than major oil-exporting economies in 

managing their oil revenue to drive their economic growth. 

The growth of the oil sector as a contributor to national income leads to a decrease in 

the role of non-oil sectors (such as agriculture) in most oil-exporting countries. Oil 

revenues can largely contribute to economic growth in oil-exporting developing 

countries because they provide much-needed financial resources for these countries, 

e.g. high income per capita of oil-wealthy countries, such as the members of the Gulf 

Cooperation Council (GCC). However, high oil revenues also encourage economic 

conditions that stifle growth, such as the appreciation of exchange rates, inflation and 

rent-seeking. This effect of oil windfalls is clearly reflected in the empirical literature. 

Some studies on single or multiple oil-exporting countries show that oil has been a 

‘curse’ (Ayadi, 2005;  Berument, Basak,and Dogan , 2010; Eltony and Al-Awadi, 



© C
OPYRIG

HT U
PM

 

 

 

10 

2001; Sachs and Warner, 2001). By contrast, other studies, such as Esfahani, 

Mohaddes, and Pesaran (2013, 2014), suggest that oil has contributed positively to the 

long-running economic performance of oil-exporting countries. 
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Figure 1.3 : The relationship between GDP per Capita, oil Revenue, REER, and interaction term of REER and oil rent during 970-2014 

( full sample of oil exporting countries)  

(Source: Authors ‘calculation based on data from World Bank World Development Indicators 2016 (WDI), Penn World Table Version 9.0) 

 

SAU SAU

PERNGAPER

COG

OMNOMN

PER

IRN

PER

DZA
NGA
COG

DZA

SAU

IRN
COL
MEX
ARG

NGA
IDN

COLMEX

IDN

ARG

COG

COL
MEX
TUN
MEX

IDN

IRNARGMEX
PER
MEXCOL

NGA

PERPER
COL
TTOMEX

TUN
MYS

SAU

ECUIDNECU

MEXMYSTTO

PER

MYS
TTOMYS

IDN
EGY

IRN
COL
EGY

PER

VEN

COL

COG

ECU

TTO

TTOMYS

EGY

MEX
TUN
IRN
COL
EGY
ECU

OMN

TTO

TUN
ECU
DZA
IRN

IDN
NGA

VEN

DZA

IDN

VENSAUSAUTTO

TUN

EGY

ARG
OMNOMN

ECUDZA

VENVEN

DZA
EGYTUN

IRN

IDN

SAU

MYS
TUN
COL
EGY
NGA
ECU

VEN

MYS

OMN

ECU
TTO
VEN
ARGVEN

ECU

OMN

DZA
GAB
IRN
ARG

NGA

GAB

MYS
EGY

OMN

DZA
TUN

SAU
ARGGABVEN

IDN

GABGAB

EGY

MYS

NGA

COG

TTO
SAU
GABARG

COGTUN

OMN
ARG
DZAGAB

COG

GAB
GAB

COG

NGA

COG

IRN

-3
-2

-1
0

1
2

GD
P p

er 
cap

ita

-6 -4 -2 0 2 4
Oil revenue % GDP

coef = -.10148645, se = .05621263, t = -1.81

PERPERPERPER

SAUSAU

OMN

COG

COL
MEX
OMN

COL

IDN

MEX
ARG

IDN

ARG

NGA

COL
TTOTTO
TUN
MEX

IDN

MEX
SAU

MEXMEXCOL
ECU

ARGTTOMEXIRNMYSMYS

ECUPERTUNCOLTTOMEX

PERPER

VENMEX

IDN

MYSVEN

ECU

TTO

EGY

VEN

PER
MYS

IDN

GABTTO

NGA
COG
COG

EGYNGA

ECU
COL
ECUCOL
DZA
NGA

VEN

DZA

GAB
PER

OMNSAU

MYS

VENSAU

DZAECU

VENOMNSAUVENOMN
TTO

EGY
EGY

VENOMN

COL

SAU

IRN
TUN

OMN

NGA
DZA
IRN

OMN

NGATUN

GAB
IRN
DZA

VEN

NGA

SAU
GABTTO

COG

GAB

TTO

TUN

ARGIRN

EGY

COG

IDN
TUN

SAU

MYSCOL

GAB

DZAECUEGY

EGY

OMNGAB
IRN
GABARG
DZA
TUN

GAB

COG

NGA
MYSECUECU

COG

ARG
IRN

IDNNGA

MYS

COG

IDN

ARG

TUN

EGY

MYS
EGY

IDN

IRN
ARG

DZA

ARG

TUN
COG

DZA IRN

-3
-2

-1
0

1
2

GD
P p

er 
cap

ita

-.4 -.2 0 .2 .4 .6
Real effective exchange rate

coef = -1.9920293, se = .61067976, t = -3.26

IRN

NGA

COGCOG

GAB
GAB
ARG
DZA

TUN

COG

COG

GAB
ARG
OMN

MYS

EGY

GAB
TTO

NGA

SAU

IDN

ARG

COG

VENGABGABGAB

TUN
DZAMYS
EGY

SAU
ARG
OMN
GAB

NGA

ECU

ARGGAB
IRNDZAECU
ECU
MYSCOL
EGY

OMN
VEN

TUNNGA

VEN

MYS

IDN

TTO

EGY

VENARGIRN

TUNTUN

OMN

DZA

TTO

EGY

VENVEN

DZAECU

OMNSAU

IDN
TUN

OMN

NGA
DZA

IDN

DZA

VEN

IRNECU

SAUVEN

TUNCOL
EGY
ECU
TTO

SAU

MYS

EGY

PERMEXCOL

TTO

TTO
ECU
IRN
COL

OMN

EGYIDN

VEN

MYS
PER

COG

MYS
IRNTTO

EGY

IDN

MEXMYSTTO

ECUECU
MYS
TUN

MEX
COL
PERPERPER
TTOCOLMEX
ARGMEX
SAU

IDN

MEXMEX

NGA

TUN

IRN

COL
ARG

IDN

MEXCOL

ARG

IDN

COG

MEX
COL

NGA

IRNDZA

SAU

COG
NGA
DZA

PER

IRN

PER

OMN

PER

COG

OMN

PERNGA

SAU SAU

-3
-2

-1
0

1
2

GD
P p

er 
cap

ita

-5 0 5 10 15
Intreation between oil revenue and REER

coef = .05149673, se = .02685292, t = 1.92

Full Sample of oil Exporting Countries



© C
OPYRIG

HT U
PM

 

 

 

12 

 
 

Figure 1.4 : The relationship between GDP per capita growth, oil revenue, REER, and interaction term of REER and oil revenue during 

197-2014 (Major oil exporting countries) 

(Source: Authors ‘calculation based on data from World Bank World Development Indicators 2016 (WDI), Penn World Table Version 9.0) 
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Figure 1.5 : the relationship between GDP per capita growth, oil revenue, REER, and interaction term of oil revenue and REER during 

1970-2014(minor oil exporting countries) 

(Source: Authors ‘calculation based on data from World Bank World Development Indicators 2016 (WDI), Penn World Table Version 9.0)
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Oil-exporting economies who are beneficiaries of oil windfalls suffer from major 

economic issues, such as unstable oil prices in the global oil market, which has an 

effect on government spending and fiscal policy of these countries. The beneficiaries 

of oil windfalls in resource-rich economies depend on several factors, such as the 

effective management of the economy in general and oil income in particular (Collier, 

Ploeg, Spence and Venables. 2010). Most developing major oil-exporting economies 

have failed to maintain their oil revenue to establish sustainable economic growth. 

However, Botswana, Malaysia and Indonesia, as developing minor oil-exporting 

countries, have succeeded in managing their oil revenue to achieve sustainable 

economic growth (Ghura, 2012; Venables, 2016). 

1.2.3 Oil Revenue and Agriculture Sector in Oil-Exporting Countries 

The agriculture sector is considered one of the important sectors that pushes economic 

growth in developing oil-exporting countries, particularly in Algeria, Tunisia, Iran, 

Egypt, Nigeria, Indonesia and Malaysia. With regard to the input–output linkages 

amongst different economic sectors, agriculture provides the primary support for 

various economic activities in developing oil-exporting countries, such as 

manufacturing, marketing, trade and service activities. This sector has also contributed 

to employment; more specifically, it accounted for an average of approximately 19 

percent of total employment in major and minor oil-exporting countries in 2000–2014. 

In addition, agriculture satisfies the food consumption needs of the population, 

particularly in rural areas. 

Specific reasons explain the significance of the agriculture sector for developing 

economies in general and developing oil-exporting economies in particular. First, in 

contrast to renewable resources, oil is a depleting resource that can eventually 

disappear. Thus, oil-exporting countries must set long-term strategies to diversify their 

economies to avoid total oil dependency. Some countries in GCC concentrate on 

export diversification by developing service industries, such banking and tourism 

(Morakabati, Beavis and Fletcher, 2014). Other oil-exporting countries, such as 

Algeria, Iran, Malaysia, Indonesia, Egypt, Tunisia and Nigeria, also focus on the 

tourism sector. In addition, they can improve the agriculture sector because they have 

sufficient agricultural potential, such as land, water and labour force. Gollin, Parente 

and Rogerson (2002) empirically confirmed that improving agricultural productivity 

can accelerate and push industrialization and enhance national income per capita. 

Diao, Hazell and Thurlow (2010) referred to the victory of Asian green revolution and 

concluded that agriculture is still the key sector for economic development in Africa. 

Secondly, oil price instability in the world market dramatically affects oil revenue, 

national income, the government budget, government spending and all 

macroeconomic activities of oil-exporting economies. Thus, improving non-oil 

sectors, such as agriculture and tourism, can mitigate the severity of oil revenue 

fluctuation in their economies. Finally, most developing major oil-exporting countries 

face the challenge of high population growth and high unemployment rates. However, 

the oil and gas sectors (which contain and cover most economic activities in these 
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countries) only has a small contribution towards unemployment because the oil sector 

is a technological and capital-intensive sector. Thus, its impact on employment and 

other macroeconomic structures is strongly marginal (Mansfeld and Winckler, 2007). 

In addition, non-oil sectors, such as agriculture and tourism, will have a significant 

effect in reducing in the unemployment rate. Most major oil-exporting countries suffer 

from a high long-term unemployment rate ranging from 10 percent to 40 percent. Such 

a rate mostly involves the young and educated population. Table 1.2 shows the 

unemployment rate among educated youth for major and minor oil-exporting 

countries as an average during the 1990-2014 period. As observed, major oil-exporting 

countries witness a higher unemployment rate than minor oil-exporting countries. 

Youth unemployment rates as high as 40.03, 38.33 and 29 percent are witnessed in 

Congo, Gabon, and Saudi Arabia, respectively. Even though Tunisia is a minor oil-

exporting country, it suffers from the high unemployment rate. 

Therefore, one of the greatest challenges of these countries is job creation (O’Sullivan, 

Rey and Mendez, 2011). The agriculture sector in these countries has remained the 

major employer of labour. For example, the agriculture sector in oil-exporting 

countries absorbed nearly 20 percent of total employment from 2000 to 2014, which 

is equal to the worldwide level of 19 percent.  Tables 1.3 and 1.4 show the sectoral 

distribution of employment as a percentage of total employment and the sectoral 

value-added share of GDP in oil-exporting countries. Even though the agriculture 

value-added share of GDP is small in most of major oil-exporting countries, the 

agriculture sector employs a sizable and moderate ratio of total employment in these 

countries.  
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Table 1.2 : Unemployment rate (educated youth) in the oil exporting countries 

 
Major oil exporting countries  1990-2014 OECD  South 

Asia 

North 

America  

MENA 

Algeria 27     

Congo 40.03     

Ecuador 11.08     

Gabon 38.33     

Iran 23.25     

Brunei 25.40     

Nigeria 10     

TTO 13.16     

Saudi 29.58     

Venezuela 17.13     

Oman NA     

Unite Arab Emiratis   10.06     

Average 22.27 14.51 8.92 12.93 22.59 

Minor oil exporting countries       

Argentina 23.80     

Egypt 27.47     

Indonesia 20.14     

Malaysia NA     

Mexico 7.41     

Peru 12.75     

Tunisia 31.16     

Colombia 20.48     

Morocco 20.22      

Bolivia  2.61     

Brazil 7.16     

Cameroon   5.75     

Chile  20     

Average 16.57 14.51 8.92 12.93 22.59 

(Source: Authors ‘calculation based on data from World Bank World Development Indicators) 

 

 

For example, the average of agriculture value-added share of GDP for Algeria during 

1990-2000 and 2001-2014 are 9.75 and 8.74 percent, respectively. However, 

agriculture’s contribution to employment is about 22.48 and 18.37 percent—about two 

times greater than its share of GDP in the same periods. The industrial sector share of 

GDP is about 50 and 51, while its contribution to employment is 25 and 34 percent in 

the same periods. The role of the agriculture sector in employment is higher in the 

case of Congo, Gabon, Iran, Egypt, and Indonesia. For the rest of major and minor oil-

exporting countries, Tables 1.3 and 1.4 compare the role of agriculture in absorbing 

unemployment with other sectors. 
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Table 1.3 : Value added share of GDP by Sectors  

 
Sectors 

  Agriculture sector  Industry sector  Service sector  

Country 1990-2000 2001-2014 1990-2000 2001-2014 1990-2000 2001-2014 

Major oil exporting countries  

Algeria 9.75 8.74 49.86 51.24 35.04 35.86 

Congo 10.04 4.65 47.82 70.94 42.13 24.40 

Ecuador 19.91 9.81 28.91 33.55 47.18 51.18 

Gabon 7.60 4.65 48.94 54.75 43.45 33.30 

Iran  10.98 7.38 37.7 45.2 51.74 49.31 

Kuwait 0.40 0.36 NA 71.44 NA 42.17 

Nigeria 24.16 25.62 34.15 25.78 40.68 47.68 

Saudi 5.67 3.14 49.38 59.04 44.94 37.8 

Venezuela 4.77 4.45 46.35 47.10 41.79 41.66 

UAE  1.76 1.19 47.87 53.73 50.36 45.06 

Brunei  1.12 0.85 57.23 68.65 41.63 30.50 

Oman  2.55 1.55 49.17 61.6 46.33 36.81 

Minor oil exporting countries  

Argentina 5.60 7.21 28.4 26.94 61.39 52.34 

Egypt 16.13 13.40 29.93 35.65 47.78 47.25 

Indonesia 18.10 14.20 41.91 45.34 39.16 40.06 

Malaysia  12.73 9.35 43.06 43.02 47.07 47.13 

Mexico  4.88 3.2 31.39 32.89 58.44 59.78 

Peru 8.15 7.03 28.18 33.88 54.19 50.48 

Tunisia 13.03 8.81 27.94 27.79 46.79 55.25 

Colombia 14.09 6.93 28.85 30.69 54.22 53.74 

Morocco  15.03 12.72 26.33 25.82 46.80 51.60 

Bolivia  14.36 11.21 28.17 27.89 49 44.9 

Cameroon  19.38 14.42 27.53 27.65 46.76 50.78 

Brazil 5.83 4.71 27.66 22.75 53.38 57.71 

Chile  7 3.88 34.74 34.42 50.38 53.15 

(Source: World Bank World Development Indicators) 
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Table 1.4 : Sectorial Distribution of Employment (%total Employment) 

 
Sectors 

 Agriculture sector  Industry sector  Service sector  

 1990-2000 2001-2014 1990-2000 2001-2014 1990-2000 2001-2014 

Major oil exporting countries  

Algeria 22.48 18.37 25.67 34.31 51.90 47.56 

Congo 40 39.82 23.01 23.56 36.75 36.75 

Ecuador 6.98 29.52 23.09 18.54 69.62 51.89 

Gabon 43.5 24.2 9.6 11.8 46.9 64 

Iran  23 21.41 30 32 44.3 46.52 

Kuwait 1.6 2.13 24.19 26 73.59 72.17 

Nigeria 46.9 46.55 7.5 10 43.7 42.3 

Saudi 7 4.74 23.44 21.63 71.03 73.78 

Venezuela 12.2 9.12 24.57 21.72 63.02 68.93 

UAE  7.31 3.24 33.47 32.38 59.34 64.56 

Brunei  1.75 0.90 23.93 19.60 74.34 79.52 

Oman  8.19 6.10 8.41 26 83.56 67.91 

Minor oil exporting countries  

Argentina 0.59 1.88 28 23.26 70.9 75.07 

Egypt 34.21 29.65 22.11 22.44 43.5 47.91 

Indonesia 48.63 40.61 14.51 19.15 34.85 40.2 

Malaysia  23.49 14.07 29.12 29.39 47.33 56.82 

Mexico  23.55 14.97 23.8 25.11 52.21 59.44 

Peru 2.8 9.5 23.52 20.76 73.62 73 

Tunisia 25 16.76 33.6 32.83 39.1 49.73 

Colombia 1.19 17.67 29.54 20.1 69.14 60.98 

Morocco  41.75 41.92 22.64 20.54 35.41 37.67 

Bolivia  2 1.23 20.23 19.79 40.62 46.61 

Cameroon  68.45 65.08 9.14 9.26 22.56 25.84 

Brazil 25.88 17.45 20.26 21.84 54.29 60.97 

Chile  16.03 12.03 25.83 23.49 58.29 64.61 

(Source: World Bank World Development Indicators) 

 

 

Most oil-exporting countries have high potential in agriculture for different types of 

agricultural products and have a long history of farming. Although most of these 

economies heavily depend on crude oil export as their primary source of foreign 

exchange, the value-added share of agriculture to GDP of minor oil-exporting 

economies (14.45 percent) is approximately twice more than that of major oil-

exporting countries (8.3 percent), on average for the 1970–2014 period. Furthermore, 

oil-exporting economies lagged behind non-oil economies with regard to the 

agricultural share of GDP from 1970 to 2014. For major oil-exporting economies, one 

possible explanation for neglecting the agriculture sector is that high oil production 

shapes total exports along with government spending.  

Heterogeneity exists amongst oil-exporting countries in terms of the value-added 

agricultural share of GDP. Indonesia, Malaysia, Egypt, Ecuador and Tunisia recorded 

their highest level of agriculture in GDP (34, 29, 28, 23 and 17 percent, respectively) 

from 1970 to 1980. Nigeria, Algeria and Saudi Arabia reached their highest level (26, 

10 and 5 percent, respectively) in the 1990s. The agriculture contribution to GDP of 

other oil-exporting states in GCC, such as Kuwait, Qatar and Oman, is marginal as 

shown in Figure 1.6.
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Figure 1.6 : Agriculture value-added (%GDP) in the oil exporting countries 

(Source: World Bank World Development Indicators 2016.) 
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The policy tools—such as fiscal policy, exchange rates, pricing, and the trade 

regime—that are necessary for managing oil revenue and government spending to 

optimize resource allocation during and after oil boom periods differ among oil-

exporting countries. Pinto (1987) provided substantial evidence of a contrast in policy 

and performance between Nigeria and Indonesia during and after the first oil boom. 

In contrast to Indonesia, Nigeria suffered a serious economic problem that included 

severe contraction in its agricultural output and exports for decades after the first oil 

boom. For example, during the oil boom in the 1970–1982 period, the annual 

production of Nigeria’s central crops—namely, cocoa, rubber, cotton and 

groundnuts—decreased by 43, 29, 65 and 64 percent, respectively. By contrast, the 

share of agriculture imports in the total imports increased from 3 percent to 7 percent 

in 1960–1980. In the case of Indonesia, a good policy succeeded in avoiding severe 

interruption in agricultural output. Indonesia’s rice production grew approximately 5 

percent per annum from 1968 to 1984. 

Figure 1.7, 1.8 and 1.9 illustrate a scatterplot between oil revenue and real effective 

exchange rate and their interaction term with value-added agriculture as a percentage 

of GDP in the full sample , major and minor oil exporting countries respectively. The 

relationship between oil revenue and agriculture is positive for the entire sample of 

oil-exporting countries, whereas such a relationship is negative for major and minor 

oil-exporting countries. Nevertheless, the relationship between the real exchange rate 

and agricultural share of GDP is positive for all cases.  The partial effect of oil revenue 

through the REER on agricultural value added is only positive for minor oil-exporting 

countries. Based on the Dutch disease theory and the hypotheses of this study, if the 

relationship between oil revenue and agriculture value added is negative, and the 

interaction term between oil revenue and REER is positive, that means that Dutch 

disease exists for these countries. Otherwise, they would escape from Dutch disease. 

Overall, these preliminary data appear to support the Dutch disease theory for major 

and minor oil-exporting countries. 
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Figure 1.7 : The relationship between agriculture % GDP, oil revenue, REER and interaction term of REER and oil revenue during 

1970-2014( full sample) 
(Source: Authors ‘calculation based on data from World Bank World Development Indicators 2016) 
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Figure 1.8 : The relationship between agriculture %GDP, oil revenue, REER, and interaction term of REER and oil revenue during  

1970-2014(Major oil exporting countries) 

(Source: Authors ‘calculation based on data from World Bank World Development Indicators 2016) 
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Figure 1.9 : The relationship between agriculture %GDP, oil revenue, REER, and interaction term of REER and oil revenue during  

1970-2014(Minor oil exporting countries) 

(Source: Authors ‘calculation based on data from World Bank World Development Indicators 2016)
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1.2.4 Oil Revenue and Tourism in the Oil-Exporting Countries 

In the majority oil-exporting countries, the service sector has a sizable share of GDP.  

As shown in Table 1.3, in the major oil-exporting countries, agriculture share of GDP 

tends to be diminishing over time, while its share of employment is still high in these 

economies. However, the industrial value-added and service value-added percentage 

of GDP are considerable in the major and minor oil-exporting countries. As shown in 

Table 1.4, the service sector tends to be the largest source of employment.  For 

example, the service sector’s contribution to employment as a percentage of total 

employment was about 50 percent for Algeria, about 60 percent for Ecuador, and more 

than 70 percent for Kuwait, Oman, Saudi Arabia, Brunei and Peru. Even though the 

service sector has large contributions in total employment, the substantial fraction of 

the labour force in that sector is in government employees and government salary, 

which mostly is considered as hidden unemployment in most of the major oil-

exporting countries. In the two-past decades, most major and minor oil-exporting 

countries expanded the service sector in term of banking services, financial activities 

and developing tourism industries. Most of these activities are in the private sector, 

which means their effect and contribution in real jobs is large. 

International tourism has developed over the past six decades. Only 25 million tourists 

(overnight visitors) travelled internationally in 1950. Most of these tourists came from 

Europe and North America. During the 1980s, the number of tourists increased eight 

times more than that in 1950 and reached 278 million. The number of global arrivals 

exceeded 1 billion tourists (1.138) in 2014 and is expected to rise to 1.8 billion by 

2030. In 2014, destinations in developing and emerging countries in Latin America, 

the Middle East, North Africa and the Asia Pacific accounted for approximately 50 

percent of global inbound tourism. By contrast, these regions received only 29 percent 

in 1980 (Lanquar, 2011).  

The tourism sector is one of the central channels and important sources that can 

contribute to the national income of a country. Considering inflation and the volatility 

of exchange rates, the international receipt in real terms rose from only 2 billion US 

dollars in 1950 and 104 billion US dollars in 1980, to 1.197 billion US dollars in 2013. 

The current share of the tourism industry is 9 percent of the world’s GDP (United 

Nations World Tourism Organisation, 2015). Figure 1.10 show the share of tourism 

in GDP in minor oil-exporting countries as average in 1995–2014. This share is twice 

larger than that of major oil-exporting countries during the same period. The 

percentage of tourism share in GDP (average) was estimated to be 10.47 percent and 

6.5 percent for minor and major oil-exporting countries, respectively. The figures 

clearly indicate that most major oil-exporting countries, except Bahrain, lagged behind 

minor oil-exporting countries, particularly in the last period. 

According to WTTC, tourism (directly and indirectly) generated more than 283 

million jobs in 2014, which is approximately 9 percent of the world’s total 

employment. Therefore, the tourism sector affects the income distribution between 
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developed and developing countries. The latter can also earn exchanges from rich 

tourists from advanced economies. 

In addition, tourism is considered one of the most labour-intensive economic sectors. 

The greatest advantage of this sector is the flexibility of its labour movement and the 

fast entry point to the labour market, mostly of women and young people. This 

advantage reduces gender inequality in developing countries. Moreover, tourism 

exhibits a remarkable positive linkage with other sectors in the economy such as 

agriculture. It generates job opportunities not only for itself but also for other sectors 

through its complicated value chain that involves transportation, agriculture and small 

businesses in destination countries.  

Furthermore, tourism reduces emigration rate from rural to urban areas. The sector 

also serves as an important employment linkage, which is the extension of tourism-

related jobs across different regions in an economy. Such linkages cause farmers and 

rural communities to remain on their land (Khatoon and Mehdi, 2013). According to 

WTTC, the tourism sector created approximately 12 million and 27 million jobs in 

2014 in major and minor oil-exporting countries, respectively. The number for minor 

oil-exporting countries is twice that for major oil-exporting countries. Figure 1.11 

shows the contribution of tourism to employment as the percentage of the total 

employment for major and minor oil-exporting countries. The share in employment of 

tourism for minor oil-exporting countries, such as Mexico, Tunisia, Egypt and 

Malaysia, is higher than that for most major oil-exporting countries, excluding Qatar, 

Saudi Arabia and Bahrain. 
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Figure 1.10 : Tourism % GDP for both major and minor oil exporting countries (average) 

(Source: World Travel and Tourism Council 2016) 
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Figure 1.11 : Tourism contribution to employment as percentage of total employment for major and minor oil exporting countries 

(Source:  World Travel and Tourism Council 2016.)
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The tourism sector in most oil-exporting economies has been developing since the past 

two decades to create and establish economic diversity. Oil-exporting countries, such 

as Bahrain, Tunisia, Indonesia, Malaysia, Egypt, Colombia and the United Arab 

Emirates are good examples. The current tourism industry is becoming known and 

exhibits remarkable participation in economic growth. Developing oil-exporting 

countries can use the tourism sector as a comparative advantage towards the 

competitive market position because most oil-exporting countries have an 

overwhelming high tourism potential. This potential includes socio-landscapes, 

cultural heritage, traditional lifestyle, a mild climate and beaches, which are 

considered the most popular destinations worldwide. In these countries, tourism is 

regarded as a crucial economic activity that contributes to foreign exchange, increases 

employment and stimulates new economic activities, all of which lead to economic 

gains. 

Figure 1.12 shows tourism export as percentage of total export for major and minor 

oil-exporting countries in the 1995–2014 period. Minor oil-exporting economies have 

successfully managed their tourism industries to attract more international tourists and 

gain more income than most major oil-exporting countries, excluding Bahrain, the 

United Arab Emirates, Qatar and Trinidad and Tobago.
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Figure 1.12 : Tourism export (% Total export) in the major and minor oil exporting countries 

(Source:  World Travel and Tourism Council 2016.) 
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In terms of political implication, most major oil-exporting countries have established 

a rentier relationship between political authorities and their citizens. In such a 

relationship, governments (which are mostly controlled by one family or one party) 

provide their citizens with different types of direct financial benefits (e.g. free 

education and health care services, high governmental allowance and public-sector 

employment with high salaries). Indirect benefits, such as energy, food, 

telecommunication, water, housing and transportation subsidies, are also provided. 

That is, the citizens of oil-exporting countries exchange their right to political 

participation for no taxation (Mansfeld and Winckler, 2007).  

Under such situation, people in rentier economies receive high personal income 

without exerting much effort, and therefore, prefer to spend their money overseas. 

Consequently, outbound tourism expenditure is relatively greater than inbound 

tourism expenditure. Net tourism export (inbound tourism expenditure minus 

outbound tourism expenditure) is negative for most major oil-exporting countries 

(except Bahrain). By contrast, net tourism export is positive for minor oil-exporting 

countries (except Argentina), as shown in Figure 1.13. Amongst major oil-exporting 

countries, the United Arab Emirates, Bahrain and Qatar have benefited the most from 

tourism income, whereas amongst minor oil-exporting countries, Egypt, Tunisia, 

Indonesia, Malaysia and Mexico have recorded the highest tourism income. These 

countries have considerable potential to further develop their international tourism 

industry given their tourism assets and geographical proximity to European markets. 

High economic growth rates and rising income in emerging economies also serve as 

opportunities for these countries to attract visitors beyond the traditional European and 

Gulf markets. 
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Figure 1.13 : Net tourism export for major and minor oil exporting countries. 

(Source:  Authors ‘calculation based on data from World Travel and Tourism Council 2016.)
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Moreover, no direct theory has highlighted the effect of oil price or oil revenue on the 

tourism sector and tourism income of oil-exporting countries. However, Dutch disease 

theory provides an indirect explanation that may build the theoretical framework for 

the investigation of this relationship. The following points explain this scenario. First, 

the negative effect of oil price on the tourism sector is observed through its impact on 

local currency. The classical Dutch disease model provides strong evidence that high 

oil revenue can cause the appreciation of the exchange rate of oil-exporting countries. 

Local currency can also be overvalued. When the exchange rate is overvalued and 

appreciates, the exports of oil-exporting countries become relatively expensive, 

whereas their imports become low-cost. Consequently, the demand for domestic 

goods tends to decrease, which motivates spending outside the country on foreign 

goods. That is, the appreciation of exchange rates diminishes the production and 

exports of non-oil sectors, such as the industrial, agriculture and tourism sectors, in 

accordance with Dutch disease theory (Corden, 1984; Morakabati, Beavis and 

Fletcher, 2014). 

Secondly, Dutch disease theory provides an indirect channel of the effect of oil 

revenue on the tourism sector of oil-exporting countries. High oil revenue and national 

income can contract the production and export of the non-oil tradable sector and 

expand those of the service sector. Thus, high oil revenue may increase investment in 

tourism infrastructure, such as banking, transportation and investment in tourism 

locations. Consequently, the tourism sector in oil-exporting countries may benefit 

from high oil prices and revenues. However, given that tourism is only a small 

proportion of the service sector, the preliminary data (Figure 1.14) support the positive 

effect of oil revenue on the tourism sector for the entire sample of oil-exporting 

countries.  

By contrast, the effect of oil revenue on tourism is negative for major and minor oil-

exporting countries (Figure 1.15 and 1.16). However, the partial effect of oil revenue 

through the REER on tourism value added is positive for major and minor oil-

exporting countries. Based on the Dutch disease theory and the hypotheses of this 

study if the relationship between oil revenue and tourism share of GDP is negative, 

and the interaction term between oil revenue and REER is positive, Dutch disease may 

exist for these countries. Therefore, based on interaction term, Dutch disease may 

occur for major and minor oil-exporting countries with respect to the tourism sector.  
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Figure 1.14 : The relationship between tourism share of GDP, oil revenue, REER, interaction term of REER and oil rent during 1990-

2014.( full sample ) 

(Source:  Authors ‘calculation based on data from World Travel and Tourism Council, World Bank World Development Indicators.) 
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Figure 1.15 : The relationship between tourism share of GDP, oil revenue, REER, interaction term of REER and oil rent during 1990-

2014.(Major oil exporting countries ) 

(Source:  Authors ‘calculation based on data from World Travel and Tourism Council, World Bank World Development Indicators.) 
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Figure 1.16 : The relationship between tourism share of GDP, oil revenue, REER, interaction term of REER and oil rent during 1990-

2014.(Minor oil exporting countries ) 

(Source:  Authors ‘calculation based on data from World Travel and Tourism Council, World Bank World Development Indicators.)
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1.3 Problem Statement  

In the oil-exporting countries, economic activities, fiscal policy (such as revenue, 

taxes, and government spending), trade and export policy, a monetary policy (such as 

foreign exchange), different sectors such as agriculture, manufacturing, service sector 

and tourism sector, are directly and indirectly affected by the oil sector and oil revenue. 

Therefore, this study tries to address three issues in these countries, which are oil 

revenue’s relation to economic growth, agriculture, and tourism.  The first issue 

focuses on the relationship between oil revenue and economic growth in oil-exporting 

countries. Theoretically, countries with plentiful of oil revenue tend to achieve low 

economic growth, whereas those with little oil revenue have performed better 

economic growth based on the substantial literature (theoretical and empirical) that 

tested the resource curse hypothesis.(Frankel, 2010; Sarmidi, Law and Jafari, 2014; 

Williams, 2011). 

Most empirical studies examined developed and developing oil-exporting countries 

together. However, the effect of oil revenue on economic growth may differ among 

developing oil-exporting countries. As observed in Table 1-1, despite the dramatic rise 

in the oil price and oil revenue in the past decades, particularly in 2000–2014, 

economic growth is still lower in major oil-exporting countries than in minor oil-

exporting countries. Furthermore, most major oil-exporting countries experienced 

negative economic growth (on average) during the oil collapse period (1986–2000), 

whereas minor oil-exporting countries gained positive economic growth during the 

same period. Therefore, oil revenue decreases economic growth less in minor oil-

exporting countries than in major oil-exporting countries. 

Dutch disease theory provides an exchange rate channel to highlight the effect of oil 

revenue on economic growth for oil-exporting countries. This study tries to investigate 

an indirect channel between oil revenue and the real effective exchange rate to show 

the partial effect of oil revenue on economic growth through the real effective 

exchange rate. The preliminary data (Figure 1.3, 1.4 and 1.5) seem to be support Dutch 

disease for the full sample and major oil-exporting countries because the partial effect 

of oil revenue through REER on economic growth is positive, while it is not supported 

for minor oil-exporting countries. Therefore, these observations suggest the necessity 

to study the impact of oil revenue through the exchange rate as an indirect channel for 

both major and minor developing oil-exporting countries. 

The second issue of this study is the relationship between oil revenue and the 

agriculture sector through the real effective exchange rate as an indirect channel. The 

importance of the agriculture sector as a non-oil sector for oil-exporting countries is 

seen in its contribution to employment in these countries. In some case (Congo) for 

example, agriculture contributes to employment four times greater than its value-

added share of GDP (Tables 1.3 and 1.4). Moreover, oil revenue is recognized as the 

key determinant of economic activities in major oil-exporting countries. Graphically, 

the trend of the value-added share of agriculture in GDP exhibits a slowdown for all 
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oil countries (except Nigeria) over the period. However, the agriculture percentage of 

GDP for minor oil-exporting countries is twice that of most major oil-exporting 

countries (Figure 1.6). 

Dutch disease theory provides the base theory for investigation of the relationship 

between oil revenue and agriculture. It reveals that oil revenue may harm the 

agriculture sector through the appreciation of real effective exchange rate. Therefore, 

as observed from the preliminary data, Figure 1.8 and 1.9 show a negative direction 

between oil revenue and agriculture value added for both major and minor oil-

exporting countries while the partial effect of oil revenue through the REER on 

agriculture value added is only positive for minor oil-exporting countries. Then, these 

preliminary data appear to support Dutch disease theory for major and minor oil-

exporting countries. Based on the above observations, understanding the relationship 

between oil revenue and agriculture sector is required for both major and minor oil-

exporting countries to address the policy suggestions regards to diversify their 

economies and escape from monocultural economies, which depend only on the oil 

sector to produce value-added share or to diversify their sources of export and foreign 

exchange.  

The third issue that this study tries to examine is the relationship between oil revenue 

and the tourism sector in developing oil-exporting countries (both major and minor). 

No direct theory explains this relation, but Dutch disease theory may provide two 

different indirect channels to illustrate the effect of oil revenue on the tourism sector 

in oil-exporting countries. First, an oil revenue increase leads to the appreciation of 

the real exchange rate of oil-exporting economies, which may be reduced in the 

tourism sector. For example, numerous studies support a strong nexus between the 

real oil price and real exchange rate. These studies provide clear evidence that an oil 

price increase leads to the appreciation of the real exchange rate in these countries 

(Fakhri, 2010; Jahan-Parvar and Mohammadi, 2011). Therefore, in this view, an oil 

revenue increase may harm the tourism sector in oil-exporting countries. The second 

channel through which oil revenue affects the tourism sector is the service sector. 

Dutch disease theory also provides evidence that an oil revenue increase can expand 

the service sector in these economies. Theoretically, through the first channel, oil 

revenue adversely effects tourism, while the second channel may have a positive 

effect. Empirical studies are very scanty in this regard. Therefore, the present study 

examines the relationship between oil revenue and tourism sector through the 

exchange rate for oil-exporting countries.        

Preliminary data (Figure 1.15 and 1.6) show the negative direction between oil 

revenue and tourism for major and minor oil-exporting countries. As the moderate 

effect of the interaction term shows a positive direction, this may support Dutch 

disease in these countries. Additionally, Figure 1.10, 1.11. 1.12 and 1.13 illustrate the 

performance of minor oil-exporting countries over major oil-exporting countries with 

regards to tourism’s share of GDP, tourism’s contribution to employment, tourism 

exports, and net tourism exports respectively. Therefore, an investigation of the effect 

of oil revenue on tourism sector is required.       
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1.3.1 Research Questions  

1. What is the effect of oil revenue on economic growth in oil-exporting 

economies? Is the relationship moderated or conditioned by real effective 

exchange rate policy?  

2. What is the effect of oil revenue on value-added agriculture in oil-exporting 

economies? Is the relationship being contingent or conditional on the real 

effective exchange rate?  

3. What are the effects of oil revenue on the tourism sector in oil-exporting 

economies? To what extent is the relationship contingent or conditional on real 

effective exchange rate?  

  

 

1.4 Research Objectives  

The impact of oil revenue on macroeconomic variables both in developed and 

developing countries has been debated in the literature. This study contributes to this 

debate by examining the impact of oil revenue on the economic growth, agriculture 

and tourism in oil-exporting countries from the perspective of real exchange rate 

policy. Specifically, this research intends to: 

1. Investigate both direct and indirect effects of oil revenue on the economic 

growth of oil-exporting countries conditional on the real effective exchange 

rate. 

2. Examine both direct and indirect effects of oil revenue on the agriculture sector 

of oil-exporting countries through the real effective exchange rate. 

3. Investigate both direct and indirect effects of oil revenue on the tourism sector 

of oil-exporting countries conditional on the real effective exchange rate. 

 

 

1.5 Significance of the Study  

This study focuses on a sample of 25 countries. The sample is further divided into 

major and minor oil-exporting countries to further investigate the heterogeneous 

behaviors among these oil-exporting countries, if any. The findings of this study 

would not only contribute to the existing literature but also benefit in informing 

policymakers and stakeholders on the likely contingent effects of exchange rate policy 

on the nexus of oil revenue and real economic sectors in these oil-exporting 

economies. In terms of the objectives, empirical studies are few, which creates a 

considerable literature gap, particularly for oil-exporting countries. Thus, this study 

explores this relationship for oil-exporting countries and attempts to fill in this major 

research gap. 

Regardless of whether oil revenue improves economic growth significantly or not, 

policy makers will utilize the revenue more efficiently or restructure their economies 

to promote a sustainable long-run economic growth and development. Policy makers 
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will find the outcome of this study useful for economic planning especially, the major 

oil-exporting countries who depend solely on oil revenue. Furthermore, the role of 

exchange rate in the oil revenue-growth nexus is essential for policymaking. This will 

guide the government in these countries as to the exchange rate regime that is most 

suitable to protect the value of oil rent receipts for crude oil exports. Using the 

marginal effects approach, the findings for average, minimum and maximum rates of 

real exchange will guide the financial regulators in the economy in choosing the most 

suitable and favourable exchange rate policy for their respective countries.  

In addition, the issue of Dutch Disease is still debated in the empirical literature, 

especially for developing oil-exporting countries. The new and more robust findings 

of this study would provide a more realistic and empirically proven effect of oil 

revenue on the agricultural sectors of these countries. Arguably, oil revenue renders 

the agricultural sector less attractive and promotes a strong currency for the domestic 

economy. The findings of this study would be useful for policymakers to devise better 

means of regulating the economy against a very strong currency which affects the 

exports of agricultural products emanating from their countries. 

Finally, the tourism sector world over is booming in recent years and generates 

revenue for most developing countries. Interestingly, the large proportion of oil-

exporting countries are from developing countries who have huge tourism potentials. 

Unfortunately, the tourism sector of these countries has faced neglect from the 

governments of these countries. The findings of this study would provide the 

potentials of the tourism sector and reveal the need for a renewed focus on the sector 

by major stakeholders. This will go a long way to attract revenue for the government 

to promote long-term economic growth and development. This study can also serve 

as reference for future researchers to expand empirical research on the oil price–

tourism nexus. In addition, it adopts a robust econometric method to point out the 

nature of the relationship. 

1.6 Organization of the Study 

The remainder of this paper is organized as follows. Chapter 2 provides the theoretical 

and empirical reviews of the literature on the effect of oil price on economic growth, 

and the agriculture and tourism sectors. Chapter 3 describes the theoretical framework 

and empirical methodology for the research objectives. Chapter 4 presents the 

estimated results and discussion. Finally, Chapter 5 draws the conclusion and offers 

policy recommendations, along with the limitations of the study and directions for 

future research. 
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