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The Impact of Crude Oil Prices Volatility in The Response of Fiscal
Policy in The Kingdom of Saudi Arabia during The Period (1990 — 2017)

Ammar Naeem Zghair Al Chnani
College of Administration and Economics - Al-Mustansiriya University - Iraq
ammaralrubbayi@gmail.com
Prof. Dr. Qusay Abood Faraj Al Jabiry
College of Administration and Economics - Al-Mustansiriya University - Iraq

galjabery@yahoo.com

Abstract: The research aims at measuring and analyzing the relationship
between crude oil prices Volatility and the response of fiscal policy in the
Kingdom of Saudi Arabia (KSA) during the period (1990 - 2017) using the
NARDL model, as well as exploring the impact of a sharp decline in the price
of crude oil on the response of fiscal policy in KSA. The research found that
there is a long-term positive non-linear relationship between crude oil prices
volatility in the international market and the response of the fiscal policy in KSA.
A (1%) increase in oil price will lead to an (0.856%) increase in public
expenditures, and if the price of oil falls with a rate of (1%), it will lead to a
decrease in public expenditures by (0.816%). Moreover, a change in public
revenues by (1%) will lead to a change in public expenditures by (0.986%).
Likewise, a sharp decline in crude oil prices will lead to a decrease in public
expenditures in KSA, which reach its peak after three seasons. Then, the state
expenditures begin to increase reaching the equilibrium level, as it was before
the oil price sharp decline.

Keywords: Crude Oil Price Volatility, Fiscal Policy Response, NARDL,
Resource Curse, The Renter State, Dutch disease.
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LnOILP_POS(-2) -0.23102 0.396147 -0.58317 0.5611
LnOILP_POS(-3) 0.667486 0.298972 2.232601 0.0278
LnOILP_NEG 0.388596 0.189688 2.048605 0.0431
D(LnX) 0.469621 0.218879 2.145576 0.0344
C 3.441755 0.754231 4.563263 0.0000
CointEq(-1) -0.47648 0.081256 -5.863916 0.0000

Long-run estimates
LnOILP_POS
(LnOILP +) 0.855871 0.355112 2.410144 0.0178
LnOILP_NEG
(LnOILP -) 0.815554 0.386771 2.108624 0.0375
D(LnX) 0.985604 0.495192 1.990346 0.0493
C 7.223282 0.688203 10.49586 0.0000
Model diagnostics

R-squared 0.5018
Adjusted R-squared 0.4615
F-statistic 12.464 (0.000)
Breusch-Godfrey 3.2013 (-0.202)
Breusch-Pagan-
Godfrey 9.4134 (-0.309)
Jarque-Bera 2.1498 (-0.341)
Ramsey RESET 0.1099 (-0.741)
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CUSUM & CUSUM
—squared

LA A i Al it ) ) add L A A A L M A R LA LA M i
94 9% 98 00 02 04 06 08 10 12 14 16 9 9% 9% 00 02 04 06 08 10 12 14 16

— CUSUM - 5% Significance —— CUSUM of Squares ----- 5% Significance

Asymptotic: n = 1000

F-Bounds Test 10% 5% 2.5% 1%
Max Min Max Min Max Min Max Min
3.2 2.37 3.67 2.79 4.08 3.15 4.66 3.65

Finite Sample: n =80
6.610029 10% 5% 1%
Max Min Max Min Max Min
3.312 2474 | 3.838 2.920 5.044 3.908

B Bl sl il e alaie YU s(Eviews10) (Shaa) gl ) Tatiia) cpfiald) Jas (e 1 jdaal)
(1) p&) @alal
243 grdl) Ay ) Aslaall (The dynamic Multipliers) sl csbaladl) :(2) Js&

LOILP +1%
— L OILP -1%
- = Difference

B B8l il e alaie YU s(Eviews10) Shaa) gl ) Tatiia) cpfiald) Jas (e 1 jdaal)
(1) &y Galal
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slalisian

Rai s Aol 3l 3 ALAN Ll land il o JaY) sk Ahd e Gk Ee agay L1
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(2017 — 1990)

N33 G sela) dalad) culal ) N33 Gsale) Aalad) cladaty N9 Aldi Bdil) Jlad | il giadf
(3) (S (2) (S (1) (S
42491.200 49204.267 23.73 1990
41945.867 80775.733 20.00 1991
45239.200 63729.867 19.32 1992
37718.667 50104.000 16.97 1993
34397.600 43673.600 15.82 1994
39066.667 46384.800 17.02 1995
47756.000 52831.200 20.67 1996
54800.000 59005.867 19.09 1997
37762.133 50682.667 12.72 1998
39321.067 49024.267 17.97 1999
68817.333 62752.533 28.50 2000
60842.400 68037.333 24.44 2001
56800.000 62266.667 25.02 2002
78133.333 68533.333 28.83 2003
104610.933 76053.333 38.27 2004
150489.333 92393.067 54.52 2005
179648.533 104885.867 65.14 2006
171413.333 124332.800 72.39 2007
293598.133 138685.067 97.26 2008
135948.000 159049.067 61.67 2009
197565.867 174369.600 79.50 2010
298007.200 220453.333 111.26 2011
332410.133 244586.133 111.67 2012
307363.200 265262.400 108.66 2013
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163384.800 267011.200 52.39 2015
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