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The material presented is based on Durand-Lasserve |*
and Karanfil (Energy Economics, Oct. 2023):

“Fiscal policy in oil and gas-exporting economies:

Good times, bad times and ugly times”
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Cyeclical fiscal policies transmit oil price volatility to the economy

Public expenditure and oil and gas revenues are correlated

Coefficient of correlation of public expenditure and oil and gas rents during
2000-2012 and 2013-2018, and share of oil and gas rents

Variations of oil price and oil revenue in the two largest oil exporters
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— Are emerging and developing oil-exporting economies procyclical? ]
— What factors influence procyclicality? i
— What factors influence the fiscal response in specific parts of the cycle? i
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Baseline model: panel data with interaction terms

30 ED oil and gas-exporting countries, from 2000 to 2020

AEXP;+ = ay; + BARENT;  + yX; + AARENT; : X X; ¢ + € ¢

AEXP is the variation of the cyclical component of total expenditure, investment
expenditure or current consumption expenditure

ARENT is the variation of the cyclical component of the oil and gas rent
Positive (negative) f denotes procyclicality (countercyclicality)

X is vector of variables that we interact with ARENT

Positive (negative) coefficient A means that variable X amplifies (reduces) procyclicality
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Insights from the model without asymmetries

Procyclicality: The pass-through of oil and gas rents to government expenditure is close to 1
Financial openness increases procyclicality, in line with the financial constraint hypothesis

Institutional quality and fiscal rules reduce procyclicality
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We consider four configurations of oil and gas revenue shocks

Position of oil and gas revenue (w.r.t. baseline revenue)
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Asymmetries of variation and position: illustration with Saudi Arabia
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Results with asymmetry
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Insights from the model asymmetries

Significant asymmetries in expenditure response

Position asymmetry is more pronounced than variation asymmetry

= Inlow revenue regimes, the pass-through to total and current expenditure is about three
times higher than during high revenue regimes

When revenues are above the trend but go down (ugly times), the fiscal policy is neutral
= Suggesting that there is a belief that the revenue will recover
= [nertia in spending, fiscal buffer

High procyclicality during bad times
= Fiscal balance in a bad position, leaving less room to buffer further price drops
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Takeaways from interacting asymmetries and explanatory variables

Financial openness

e Financial integration leads to more investment during good times
e But mitigates the drop in investment during bad times

Institutional quality

e Limits the increase in expenditure (in ugly times with low but
increasing prices)

e Reduces expenditure (in u

Fiscal rules

e Reduce procyclicality during good times and bad times

IMF programs

e Countercyclical in ugly times during low revenue regimes and
procyclical during bad times
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Policy implications

Avoid expenditure cuts during bad times because it is when the social cost is higher

But financial openness and IMF programs, instead of helping smooth fiscal policies,
accentuate the procyclicality

Limiting procyclicality in good times would be the optimal solution
Fiscal rules can support such a policy

Rapid growth in capital inflows are challenging if not invested in the right direction

During good times, need for investments that drive economic diversification and
long-term economic growth
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Covariates

Financial constraints

Chinn and Ito (2006) index of capital account openness. The more open the country is to
cross-border capital transactions the higher the index values are

Institutional quality

Sum of the 6 Worldwide Governance Indicators of Kaufmann et al (2010)

Fiscal rules

Dummy calculated based on the IMF’s fiscal rule database of Davoodi et al. (2022)

Exchange rate flexibility

Index rising from 1 to 6 as flexibility increases, with 1 representing a pegged currency
llzetzki et al. (2021)

IMF programs

Dummy if a country is under IMF arrangement (Dreher 2006)
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Procyclicality of expenditure to oil revenue: preliminary findings
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Models with asymmetries

* \Variation asymmetry:

AEXP;, = ay; + ;3 A*RENT;  + u,A"RENT; . + €;

* Position asymmetry:

AEXPi’t = ag’i + 61ARENTHL t + SZARENTLL t + gi,t

 All combined:

AEXP;; = ay,; + 01A+RENTH” + 0,A"RENTy, , + 93A+RENTL” + 0,ARENT,; , + &t
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