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Abstract 
Sharp fluctuations in world oil prices and their impact on the revenues of exporting countries have created some 
changes in the economic structure of these countries. For many years, Iran's oil sector has provided the majority of 
its national revenues and in fact this sector plays a dominant role in the national economy and any unexpected 
decline in oil revenues may directly affect the government budget and in the case of absence of proper economic 
policies, it can lead to economic crisis and imbalances. Also, oil and its resultant economic structure play important 
role in Iran’s political, economic and social transformations and it can be said that despite the orientation of 
programs toward job creation and poverty eradication in different decades, oil revenues have not eliminated 
poverty, unemployment and inequality and they have even led to deterioration of indicators of inequality in the 
country. 
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Introduction 
Since the early 1980s, economists have paid 
special attention to the developing countries with 
abundant natural resources. Because after the oil 
price shock in 1973, signs of reduction in growth 
or deepening of underdevelopment in these 
countries appeared, gradually. The performance of 
different countries endowed with natural 
resources shows that this wealth can be both 
beneficial and destructive. For example, the wealth 
obtained from crude oil sales is indeed as a gift and 
blessing for a developed country like Norway and 
it has increased their economic prosperity and the 
welfare of the residents of this country. However, 
in less developed countries such as Nigeria, Iraq 
and Venezuela this wealth has become a problem 
and has undermined their political and economic 
performance. 
In the past decades, the role of oil in Iran's 
economy and politics has been the focus of 
attention of politicians and economists and many 
political and economic experts believe that the oil 
wealth has decreased economic performance of 
our country and it has had a negative impact on the 
country's political structure. Also, the oil wealth of 

the country has been used in such a way that has 
not brought expected prosperity and development 
results. Structural and institutional weaknesses of 
Iranian society have created obstacles hindering 
proper utilization of the potentials of oil revenues. 
As a result, while in some way oil revenues have 
facilitated consumption and production processes 
in Iran, they have caused economic and political 
backwardness, in other ways. By reviewing 
country's economic record, it can be said that the 
share of oil revenues in the general governmental 
budget has fluctuated between 60 to 80% in recent 
years and this implies high reliance on oil 
revenues. It can also be seen that in most cases, 
increased oil revenues has not been well-managed. 
What is very important regarding natural 
resources is proper management of obtained 
revenues. As a result of mismanagement of 
revenues obtained from natural resources, not 
only these revenues will not bring greater 
economic growth; but they will leave negative 
economic effects, as well. 
 
1. Oil and Development: 
Due to the fact that financial resources are among 
the requirements of development; here we face 



28 |         J .  P r a c t i c a l  B u s s .  L a w ,  2 0 2 1 ;  2 ( 1 ) :  2 7 - 3 0  

 

this challenge that: why despite their abundant 
financial resources, most oil-rich countries are not 
considered as developed countries and oil 
revenues do not bring economic development for 
these oil- rich countries and create problems for 
them, as well? Here, by considering the concept of 
Dutch disease and by analyzing the economy of 
Norway –that is a country with oil and gas 
resources and is considered among developed 
countries- we will investigate this issue. 
 
1.1. The nature of Dutch disease 
Dutch disease is an economic concept that explains 
the relationship between indiscriminate 
exploitation of natural resources and stagnation in 
the industrial sector. This concept suggests that 
increasing natural resources revenues can change 
national economy and as a result the economy will 
not be industrial anymore. This occurs as a result 
of a reduction in the exchange rate or when it 
increases but less than the inflation rate and this 
issue weakens the industry sector in the 
competition. Although this disease is often related 
to the exploration of natural resource; however, it 
may occur as a result of any development activity 
which results in indiscriminate entry of foreign 
currency into the country; such as: sharp 
fluctuations in natural resource prices, foreign 
economic assistance and foreign direct investment 
(Samimi, 2007). 
 
1.2. Dutch Disease in Iranian economy 
After increasing oil prices and increasing the 
national revenue, it was expected that economic 
growth rate will have a dramatic leap and 
economic performance will increase satisfactorily. 
However, this didn’t happen for Iran and many 
economists believe that Iranian economy is 
suffering from Dutch disease. The consequences of 
formation of this disease in a country's economy 
include: increasing inflation rate, increasing 
housing prices, reducing the volume of production 
activities and subsequently increasing the 
unemployment rate and all of these issues will 
reduce the economic growth rate and will destruct 
industrial infrastructures of an economy. Negative 
effects of Dutch disease have emerged in the 
economy of our country at the beginning of oil 
exportation. Spending huge oil revenues hastily 
and ignoring basic tenets of economics have 
caused this disease in the country's economy 
(Manuchehri Rad and Shams Gharneh, 2013). 
 
1.3. Preventing Dutch disease (a concrete 
example: Norway) 
A country that has been able to successfully 
manage the control and allocation of its oil and gas 
revenues, in line with its economic and social 

development is Norway and here we will review 
strategies used by this country in this regard: 
Increasing oil and gas exports has brought Norway 
huge foreign exchange earnings. In the early 19th 
century, Norway was among the poorest countries 
in Europe; however, according to the UNDP data 
and indicators, it is today among countries with 
high welfare. Norwegian economists were initially 
concerned about the challenges that oil resources 
may bring to the society. They had an exact 
assessment of the Dutch disease. Dutch disease 
refereed to the increase of Netherlands’ foreign 
exchange revenues from natural gas production in 
1960s. These revenues increased public 
consumption, internal costs and also the level of 
governmental expenditures and created numerous 
issues and problems for various economic sectors 
of the domestic industry. In 1983 in Norway, the 
state commission proposed establishment of a 
fund to avoid turning oil revenues into 
governmental expenditures. They argued that the 
oil revenues should not be considered as 
"revenue"; rather it must be considered as 
"wealth". Also, oil revenues are temporary and 
unstable, since they rely on non- renewable 
natural resources. Fluctuations in oil prices lead to 
instability in the economic system. The idea of 
establishing a governmental oil fund received 
increasing support and eventually the oil fund was 
established in 1990 and it was decided to transmit 
all governmental revenues from the oil sector to 
this fund. In 2006 the name of the fund was 
changed to pension fund and Norwegian 
Parliament became the ultimate owner of the fund 
on behalf of the nation of Norway. Oil Fund Act 
states that wealth should be invested as foreign 
assets. This has realized two important goals, 
including: providing cash income from the return 
of assets and also preventing further increases in 
costs inside Norway due to increased investments 
(Schneider, 2013). 
Pension fund is designed to convert high, volatile 
and unstable cash flow of oil sector into a stable 
supplement for governmental budget. The 
Norwegian government obtains revenues from the 
oil sector in different ways. The most important 
procedure is obtaining revenues from the oil sector 
through a specific taxation system. The taxation 
system has been established with regard to the 
high profits of this sector; so, in addition to the 28 
percent tax -that is imposed on the profits of all 
firms- oil sector firms should pay 50 percent of 
their profits as taxes to the government. Therefore, 
the government totally receives 78 percent of the 
profits of oil companies as taxes. Here, it should be 
noted that many factors are involved in explaining 
differences between different countries with 
abundant resources. As a result of these factors, 
some of these countries can realize the non-oil 
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economy strategy and some others cannot pursue 
it. Some of these factors include: good quality of 
political institutions, good legal system, efficient 
and reliable bureaucracy and less corruption 
(Tehrani, 2005). 
Finally, it can be said that the main point in 
achieving such policies is adherence of Norwegian 
political elites to an important theory that says: oil 
belongs to all people and to the future generations. 
With the long-term increase in oil revenues, the 
per capita income increases and economy’s non- 
oil sector will grow, as well. Economic production 
and growth will improve, if oil revenues are 
allocated to productive investments. Oil is not a 
problem for economy and oil policies of Norway 
confirm this issue. Therefore, oil revenues must be 
used properly; so that oil can play an important  
role in the economic growth and development 
(economic observer, 2014). 
 
2. Position of oil in the economy of our country 
The oil sector has always played a dominant role in 
the economy of our country and it is the main 
source of foreign exchange earnings. The result is 
undeniable reliance of various economic sectors -
in meeting their import needs- to oil revenues, on 
the one hand and providing about 98 percent of 
the country’s energy needs on the other hand. 
Generally, reduction in foreign exchange earnings 
obtained from crude oil exports deteriorates the 
status of foreign exchange and will lead to a 
reduction in intermediate imports, loss of 
production and reduction in capital imports. 
Recession in production and investment affects 
social welfare negatively through increasing 
unemployment and reducing supply of goods and 
services. 
Oil is one of the main sources of public 
governmental budget. Considering this issue, 
reduction in oil revenues will reduce public budget 
revenues and it disrupts the balance of 
governmental budget and its inevitable result is 
increasing the volume of money and inflation. 
Weakness of oil sector affects economic activities; 
thus recessions and prosperity of Iranian economy 
significantly depends on performance of this 
sector. 
Considering issues mentioned above, we can say 
that in Iran, production, investment, employment, 
inflation and consequently social welfare are 
directly affected by the performance of oil sector. 
Reviewing the economic behavior of different 
governments shows that oil has mainly functioned 
as a scourge for deviation of economy from its 
original path instead of contributing to the welfare 
and development of our country. This is while oil is 
in fact an intergenerational wealth and it should be 
spent on long term and sustainable investment, 
instead of temporary expenditures. The main issue 

is that increasing the share of oil means reducing 
the share of other sectors and this reduction 
actually reveals the country's economic 
dependence on oil. This major role of oil in 
providing public expenditures and government 
revenues reveals connection between a significant 
portion of government programs and consequently 
many different economic and social developments 
in the country with oil revenues. This fact has 
converted our country’s economy into a fragile, 
single-product economy which depends on 
international system. In fact, Iranian economy is 
struggling with oil embargo on one hand and it has 
faced declining oil prices, on the other hand. These 
two issues suggest that Iran has no choice but to 
mitigate its dependence on oil (Farshadgohar, 
2002). 
 
3. A strategy to quit oil-based economy 
Abundance of natural resources is considered as a 
blessing in any country. What is important here is 
proper utilization of foreign exchange earnings 
obtained from selling and exporting these 
resources. Some countries have managed to 
benefit from its positive achievements through 
wise utilization of these blessing. Following cases 
are some strategies which can be used to quit oil-
based economy: 
1. Establishment of a foreign exchange fund and 
deposition of crude oil export revenues to the fund 
-instead of allocation of annual budgets- which is 
important for several reasons: 
 

- Proper management of national wealth, in 
terms of time and intergenerational 
distribution 
- Stabilizing the exchange rate and preventing 
shocks related to fluctuations in the exchange 
rate or those related to the volume of foreign 
exchange inside a country 
- This fund increases global reputation of a 
country and attracts foreign investors into the 
country. Also, by creating severe legal barriers, 
it forces the government to merely rely on 
economic performance of the private sector 
and to taxes which receives from this sector 
and also to apply all of its efforts to develop the 
private sector. 

2. The need for separation of oil revenues from the 
budget and spending it only on productive 
investment. 
3. Avoiding excessive imports and returning to the 
policy of domestic production. 
4. Improving production foundations and helping 
to change the traditional production strategy to 
commercial and knowledge-based production 
strategy 
5. Investing oil revenues in other countries which 
brings credits for the country in the global arena 
(News Bolton, 2011). 
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6. Spending oil revenue on production projects 
with technical, economic and environmental 
justification, in a way that: 
7. A ratio of revenues must be spent in such a way 
that the intergenerational wealth of per capita oil 
remains constant in the long run. 

- Government's financial behavior should not 
disrupt the macroeconomic stability. 
- The capacity of economy to absorb these 
revenues should be taken into consideration 
(Zenouz, 2008). 

 
Conclusion 
In general, there are two approaches toward oil 
and its revenues. The first approach looks at poor 
and unfavorable economic performance and 
policies of oil-rich countries and believes that oil is 
an ominous phenomenon which will have 
devastating effects on the economy and politics of 
these countries. The second approach is based on 
the evaluation and comparison of economic and 
political structures of countries, their economic 
performance and the quality of their institutions 
and it sees oil as a blessing and believes that in the 
case of proper utilization of foreign exchange 
earnings obtained from oil exportation and 
improvement of management practices, a country 
can enjoy the positive achievements of this 
blessing. 
In the Iranian economy, oil resources have created 
problems including: increased government’s 
dependence on natural resources; enlarging the 
size of government, negligence in tax collection, 
lack of transparency in the performance of 
government and finally emergence of rent-seeking. 
It is impossible to reconstruct Iranian economy 
during a short period of time. The only possible 
way is to gradually replace new foundations 
through a rational and regular plan that is 
consistent with the realities of the society and to 
move from single-product economy toward a 
diversified economy and to integrate different 
economic sectors by conducting required 
coordination. In this context, the oil sector can 
have a foundational role as an economic 
advantage. Finally, Iran has such potentials which 
can turn it into a strong economy. 
 

- Iran is the second country in the world in 
terms of gas reserves. 
- Iran is among the countries with highest oil 
reserves. 
- Iran is among the top ten countries in terms of 
mineral reserves. 
- Iran is located in a quite exceptional position, 
in terms of geopolitical aspects and it can utilize 
this opportunity to earn foreign currencies. 

- Iran enjoys quite an exceptional climatic 
diversity; so that the difference between the 
temperature of its coldest and warmest areas 
creates a great opportunity to invest in 
agricultural products. 
- Iran enjoys an ancient history and civilization 
and in the case of proper attention, it can 
become an international tourism hub and with 
particular attention of relevant authorities, it 
can proceed toward economic prosperity and 
development. 
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