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Abstract 
 
In the present article, we are going to examine the effects of oil and non-oil export on economic growth. Along with 
this concept, we have used the theory of time series and the method of VAR (Vector Auto Regressive) for the 
dependent variables RGDP (Real Gross National Production), ROEX (Real Oil Export) and RNOEX (Real Non Oil 
Export) for the years 1973-2007. At the end of the test, it is concluded that both the variables have positive effect on 
the economic growth of Iran. Considering the different theories about the economic growth in countries dependency 
to the income of oil, they all agree on the decrease of these dependencies. The increase of non-oil export and 
suitable policies should be applied to decrease the dependency to the oil income (considering its positive 
relationship with Iran

’
s economic growth). 
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1.  Introduction 
 
One early explanation of the phenomenon is social: that easy riches lead to sloth. The sixteenth century French 
political philosopher Jean Bodin [1576, reprinted 1962] asserted as much when he claimed that: men of a fat and 
fertile soil, are most commonly effeminate and cowards; 
 
whereas contrariwise a barren country make men temperate by necessity, and by consequence careful, vigilant, 
and industrious. 
 
The global commodity price booms of the 1970's promoted additional research about the economics of natural 
resource booms. An excellent summary of this literature can be found in the volume edited by Neary and Van 
Wijnbergen [1986]. One of the main subjects in this literature was how macroeconomic policy responded to 
commodity price booms. The question about the long - term growth effects of natural resource production and/or 
natural resource booms was studied implicitly through the issue of whether natural resource production promoted 
de - industrialization (the Dutch disease). The further link between de - industrialization and slow growth was 
probably presumed to exist in many cases but was not the subject of extensive analysis. Overall, this literature 
did not yield a cross country study examining the relationship between natural resource abundance and growth. 
 
Another line of argument focuses on the global conditions of the natural resource industry. For one reason or 
another, the general theme has been that natural resources were likely to be a declining industry at the world 
level. The famous hypothesis of Raul Prebisch [1950] and Hans Singer [1950]1 of a secular decline in the terms - 
of - trade of primary commodities vis - a - vis manufactures can be put into this category. They argued that 
resource - based growth would be frustrated by secular decline in world prices of natural resources. Closely 
related views forecasted that world demand for primary products would grow slower that demand for 
manufacturers or that productivity growth would be faster in manufacturing than in natural resource production. 
 
The "Prebisch hypothesis" of declining relative prices of raw materials was widely taken to mean that developing 
countries should shun their dependency on natural resource export by promoting industrialization. 
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The Export of oil has a noticeable share in the economics of our country. The income earned from export of oil is 
very important because it is providing part of our country's foreign exchange needs and a major part of 
government spending. Moreover there is no positive opinion about the economic development based on natural 
resources and it is perhaps due to being uncertain of revenue. On the other hand, Increase non oil export and its 
revenues was considered in the macro-policy making of country and t To achieve this goal, Attempt to encourage 
non oil export with the tools of monetary, fiscal, trade and currency politicizes. In this paper tried to be evaluated 
effect of non-oil and oil export of Iran on the economic growth during the period 1973 – 2007. 
 
 
2.   Discussion 
 
2.1  Background of research 
 
The oil export in oil-rich countries such as Iran has a considerable share in the economic situation of country. 
These revenues provide a major share of foreign currency needs of country and these are the main supplier of 
government spending. Basically in such countries, the planning of developments needs such incomes. 
 
Since the oil resources are placed in the category of natural resources, also be noted the articles shows the 
relationship between economic growth and natural resources. 
The start - up of the new era of the theory of development growth in late 1980s and publication of internationally 
comparable data in the wide range, is making possible studies of the growth of the country in the different 
branches of growth including abundance of natural resources such as oil in the 1990s. Baro (1991) has provided 
the base of the international growth studies and Gelb (1988) and Auty (1990) have provided the bases of the 
assumptions test of the studies of the inter-country growth in the economies with natural resources. Duncan 
(1993) showed that the Sub-Saharan Africa countries have failed to diversification of export of unprocessed raw 
material to export with faster economic growth. Berg and et al (1994) have revealed the negative effect of Stock 
of natural resources on the industrial export growth. Fosu (1996) showed that the development of the primary 
products export has a trivial effect on the non export GDP growth however it has a positive effect on the 
economic growth. Sala - i - Martin (1997) and Doppelhofer and et al (2000) were considered natural resources as 
one of the main variables in the empirical studies of economic growth. Rodriguez and Sachs (1999) offered an 
alternative explanation for this literature. They showed that the consumption of over average amount can be the 
reason of the slower economic growth of these economics. They showed this phenomenon with using a dynamic 
general equilibrium model for Venezuela's economy (as an oil exporting country). 
 
Sachs and warner (2001) showed the positive relationship between the abundance of natural resources and the 
general level of prices for 99 countries during 1970 until 1980, as another explanation of the weak economic 
performance of the countries having natural resources. Using the Criteria of Leamer (1984) for measuring the 
abundance of natural resources (the net export of resource per worker), Leaderman and Maloney (2003) 
achieved on interesting conclusion: ths positive relationship between natural resource abundance and economic 
growth. 
 
The studies on the relation between the export and economic growth have mainly been in two forms. First, those 
estimated the export function in which export has been introduced as a dependent variable and the economic 
growth as an independent one. Regarding this subject, can be pointed to studies done in other countries like 
Houthakker and Magge (1969), Goldstein and Mohsin Khan (1978), Band (1987), Pesaran (1994) and Lukonga 
(1994). In Iran, this method has been used by vakil (1973), Ahmadi (1976), pirre and verbiest (1978), Keyhani 
(1994), Zarghami (1996) and Asali (1998). 
 
In the second method, using the growth formulas and the production function has been examined the relations 
between the export and the economic growth or the export and GNP. Here, the GNP has been mentioned as a 
variable which is dependant to export as an independent variable with various patterns. In other countries, this 
method has been applied by Feder (1982), Mohsin Khan and Reinhart (1995), Salvatore and Hatcher (1991), 
Serleties (1992) Yaghmaian (1994) and Gylfson (1997) and in Iran, by Javad Naeeini and Rezazade (1996) and 
Rahbar (1997). In this section we confine an explanation on two recent cases in Iran. 

Jalali Naeeni and Mohhammadi in their paper titled as the export and economic growth have divided the 
whole products and services produced inside the country into two “production for inside” and “production for 
export”. Based on this assumption the final model of their theory discussion has been offered as following 
equation is presented: 
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g = a.k +b. I + c.(sX  . x) + do .(sm .m)d1 (rm .sm .m)     Expression 1 

 
That the form of the per capital final equation has obtained as: 
 
g pc  = a.k +b.I + c.(sX  .xpc ) � do .(sm .mpc )d1 (rm . M pc ) Expression 2 

 
In which: 
 
g pc : Real GDP per capita growth rate 

 
K: Capital stock 
sx: the share of export in GDP 
 
X pc . sx : (the share of export in GDP) multiplied by the rate of growth of the real per capital export 
Sm : The share of import in GDP 
 
Sm .  mpc  : The share of import in GDP × the rate of growth of the real per - capital import 
 
rm : The remain of the regression of import share in GDP on the explanatory variables such as 
 
area, population and per capital GDP 
 
The reason of not using the first Equation and using the per capita variables is the meaningless of the variable 
coefficient of population in the major pattern of growth. 

This equation has been tested by three periods 1960-73, 1973-81, and 1980-85. The results show that in 
the first period one percent increase in "the export share in GDP multiplied in the growth rate of real per capita 
export" has caused 75 percent increase in the growth rate of per capita GDP. The export coefficient includes the 
external positive effects of export on the other sectors and it show that export in oil countries has positive effect 
on production. In second period, this effect decreases and this is because of the way of appropriation of oil 
incomes to the other sectors. Simultaneously, the export shows their positive effects on the economic growth 
obviously. 

Dr Farhad Rahbar tries in a paper titled "explanation of growth model relies on foreign trade" and With 
regard to relies Iran's economy on oil and oil export, with design a model explain how economic growth with Two 
factors of extracted from underground reserves and accumulation of foreign exchange reserves. His model is as 
follows: 
 
Yt  =F(Rt ,Ft ,Lt ) Expression 3 
 
Yt  : The national product in the period of t. 
 
Rt : The amount of extraction of reserves of natural resource (oil) in the period of t. Lt : Number of labor in the 
period of t. 
 
Kt : The amount of capital in the period of t. Ft : The amount of existing currency reserves 
 
Using the production function of cub Douglas, Dr Rahbar explains relation between export and economic growth 
and his final expression is a follows. 
 
LogY = B1 Log(F) + B2 Log(R) Expression 4 
 
In this model it has been indicated that increase in currency reserves resulting from the expansion of export, will 
increase national product. In the above – mentioned model, it has been proved that share of net export is exactly 
equal to productive elasticity of "factor of underground resource extraction". Then based on data from the last two 
decades, productive elasticity of underground resource extraction in the economy of Iran is calculated. Using this 
way is determined the optional amount of the export of the country that it is a guarantee of Sustainable growth 
and Maximum welfare for society. 
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"oil and non - oil export and economic growth, the time series analysis for Kuwait (1970 - 2004)" is the title of a 
paper by Ibrahim Mirza, in which has been Survey the theory “Export Leads to Growth (ELG)” The paper 
analyzes the relation of two export variables (oil of non-oil export) to the economic growth and to using the yearly  
 
time series data for the economy of Kuwait during the period 1970 - 2004. This survey includes too many 
econometrics techniques such as the unit root test, Cointegration test, the Error Correction Model (ECM), the 
Impulse Response Function (IRF) of the Granger Causility test and he finally concluded that this theory is true in 
Kuwait. 
 
Emery (1967) examines the relationship between export and economic growth for 48 developed and developing 
countries. He conducts a time series analysis using annual data for the period 1953 - 1963 employing a 
regression equation using GNP as the dependent variable and total export as the independent variable. The 
results indicate that there is a significant positive relationship between export growth and economic growth. 
Further, his results suggest that in order to increase the economic growth, countries should follow the stimulated 
export policy and should not follow the import substitution policy. 
 
Balassa (1978) examines the relationship between export and economic growth using a data set of 11 industrial 
developing countries for the period 1960 to 1973. This study is different from previous studies, as it uses three 
different measures including export growth versus output growth, export growth versus the growth of output in net 
export, and the average ratio of export to output versus the growth of output. In this study, Balassa finds that 
there is a positive relationship between export and economic growth, and he points out that export oriented 
policies lead to a better growth performance than import substitution policies. 
 
 
2.2   DATA AND METHODOLOGY 
 
In this study, we use the annual time series data for Iran for the period from 1973 to 2007, collected from the 
Economic Time Series Database by the Central Bank of Iran (CBI). The data comprise Real Gross Domestic 
Product (RGDP), Real Oil Export (ROEX), and Real Non - oil export (RNOEX). All values will be in real terms. In 
addition, they will be expressed in the logarithmic form. The war years, revolution and oil shocks have 
respectively been applied in the model with the titles DUMW, DUME and DUMS. Table 1 shows the data in 
during 1973-2007. The virtual variable of war (DUMW), for measuring the effect of the imposed war on the 
economic growth has been shown. It gets number (1) for years of imposed war (1980-88) and (0) for the rest of 
the year of the time period. For the virtual variable of revolution, with regard to change of governmental system of 
the Iran from the kingdom to Islamic Republic, there are major changes in economic structure, the type of policy 
making and planning. Some years are considered along with the kingdom and it is given a value of (1) and for the 
rest of years the value of (0) is observed. The value (1) is considered for the years 1978, 1985 and 1991 as the 
virtual dependent of oil shocks (DUMS). 
 
In the present paper, we have used the model of Vector Autoregressive Models (VAR), in other words, the 
econometric technique of the applied time series in order for analyzing the cointegration amongst the dependent 
variables. For this purpose, first we are evaluated the static of major dependent variables (RGDP, ROEX, 
RNOEX) and using the VAR Model, we have examined the cointegration amongst them. Vector autoregressive 
models can be written as following: 
 

xt + A0 + A1 xt -1  � A2 xt -2  +....AP xT + et 
Expression 5 

 

In which: 

  

   
 
xt : An Axis (n×1) including the applied 
dependent variables in VAR 
 
A0  : The axis of fixed values    

 
At  : The matrix of Coefficients (n×n) 

 
et  : The axis of (n×l) of the error sentences. 
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In This model after analyzing the Stationary and cointegration of the dependent variables, we calculate the 
criteria of IRF and VD. About the criteria of IRF can write: 
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2.3  EMPIRICAL RESULTS 
 
2.3.1   Unit Root Test 
 
This test helps to identify which variables have a unit root. In other words, it determines the non-stationary 
variables. It defines the variables that have a definite positive or negative trend over time. To do this, the 
Augmented Dickey-Fuller (ADF) will be used to test the variables under investigation, real GDP (RGDP), oil 
export (ROEX), and non-oil export (NOEX). The results of the test are shown in the Table 2. 
 
The results for the ADF test, as appear in Table 2, show that all three variables, RGDP, ROEX, and RNOEX, are 
non stationary on the logarithmic level whether we include an interceptor both an intercept and a time trend in the 
regression. 
 
These results urge us to investigate the unit root hypothesis for the same variables, but after taking the first 
difference. These results appear in columns 3 and 5 in the Table 2. These results support the stationarity of all 
three variables at the first difference, but the null hypothesis for unit root was rejected for RGDP at the 5% level, 
for ROEX and RNOEX at the 1% level. Since all variables are stationary in the first level, this supports performing 
the cointegration test. 
 
2.3.2   Cointegration Test 
 
This test is used to see if a long-run relationship exists among a set of variables that are non-stationary at their 
levels but stationary after first differencing. In our case, the variables (RGDP, ROEX, and RNOEX) are found to 
be non-stationary at their levels but stationary after first differencing, that is, RGDP~I(1), ROEX~I(1), and 
RNOEX~(1). Accordingly, the Engle-Granger Cointegration technique (the two-step technique) was used to 
estimate that relationship. We start this test by examining an equation of the form: 
 
RGDPt = α + β1 ROEXt + β2 RNOEXt + et Expression 9 
 
Where α is a constant, and β1 and β2 are coefficient to be estimated. 
 
The second step is to save the residuals and to perform the ADF test on the residuals. If we reject the null 
hypothesis (H0: the residuals are not stationary), the residuals are stationary and the variables RGDP, ROEX, 
RNOEX are cointegrated. The result for the first step appears in the following equation, where the t-statistics are 
shown in parentheses: 
 
RGDPt= 11.16 – 0.0485 ROEXt + 0.1093 RNOEXt – 0.174 DUMW – (40.16) (1.04) (2.62) (-1.97) 
 
0.2977 DUME + 0.1128 DUMS Expression 10 
 
(-2.98) (1.21) 
 
Then, we saved the fitted residual, and after applying the ADF test on that series, the null hypothesis for non-
stationary series was rejected at the 5% significant level. 

To confirm this result, this research would apply another methodology to confirm the existence of a long 
run relationship among RGDP, ROEX, and RNOEX. Johansen’s approach is performed in order to explore the 
cointegration relationship. This test allows estimating the cointegration relationships among the non-stationary 
variables using Trace and Maximum Eigenvalue tests to examine the rank r, where r stands for the number of 
cointegrating relations (or cointegrating vectors). 

The information about the existence of the long-run relationship among real GDP, oil export, and non-oil 
export is shown in Table 3. 

Table 3 shows both Trace and Maximum Eigenvalue tests. The results from Table 3 indicate that the null 
hypothesis of no cointegrating vector is rejected by both the Trace and Maximum Eigenvalue tests. Thus, RGDP, 
ROEX, and RNOEX are cointegrated, and there is a long-run relationship among them. 
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2.3.3   Error Correction Model (ECM) 
 
The general form of the ECM with two variables is as follows: 
 
∆yt = β0 + β1 ∆xt – β2 [yt-1 – γ1 – γ2 xt-1] + ut Expression 11 
 
The coefficient β2 is assumed, theoretically, to have a negative sign and to have a value between zero and one. 
Once cointegration among the variables (RGDP, ROEX, and RNOEX) has been identified, the ECM is performed 
in order to detect the gradual adjustment of the dependent variable toward its long run value. We applied the 
ECM for the three variables RGDP, ROEX, and RNOEX. The result appears in below equation, where the t-
statistics are shown in parentheses: 
 
∆RGDPt = 0.0454 + 0.0762 ∆ROEXt – 0.0609 ∆RNOEXt -0.0166 DUME 

(3.13) (2.8) (-2.09) (-0.51)

– 0.0531 DUMW + 0.0355 DUMS + 0.018 et-1 Expression 12

(-2.05) (0.84) (0.19) 
The  optimal  lag  structure  for  ROEX  and  RNOEX  in  the  ECM  is  determined  according  to 
 
Schwarz Criterion (SC). ∆ROEXt and ∆RNOEXt are the manipulated variables, and et-1 is mutually uncorrelated 
white noise residual. 
 
Top equation relates the RGDP to ROEX and RNOEX. It shows that the short-term changes in ROEX (positively) 
and in RNOEX (negatively) affect changes in RGDP and these effects are significant at the 1% level. In addition, 
before equation shows that 0.018 of the short-run adjustment coefficient of the deviation of the actual RGDP from 
its long-run equilibrium level is corrected each year. That is any disequilibrium in the error term for the dependent 
variable in time t-1, will be adjusted the next year in the amount (speed of adjustment) of 0.018. 
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2.3.4   VAR Specifications 
 
As a final approach to the question of whether oil export and non-oil export influence economic growth, this study 
estimates a VAR model that includes all three variables under consideration: RGDP, ROEX, and RNOEX. 
 
The VAR model is estimated with two lags of each variable plus a constant term in each equation. To summarize 
the VAR results, before equations show the results for the VAR specification with the t-statistics shown in 
brackets below the corresponding variable. 
 
RGDPt = -0.1 + 1.02 RGDPt-1 – 0.02 ROEXt-1 – 0.008 RNOEXt-1 

(-0.09) (10.88) (-0.9) (0.39)  
 
+0.029 DUME (-1) – 0.076 DUMS (-1) – 0.015 DUMW (-1) Expression 13 

(0.53) (-1.65)  (-0.34)  
 
ROEXt = -11.74 + 1.34 RGDPt-1 + 0.43 ROEXt-1 – 0.1 RNOEXt-1  

(-1.25) (1.63) (2.15) (0.51)  
 
0.98 DUME (-1) – 0.73 DUMS (-1) + 0.104 DUMW (-1) Expression 14 

(2.03) (-1.81)  (0.26)  
 
RNOEXt = -23.43 + 2.33 RGDPt-1 - 0.24 ROEXt-1 + 0.1 RNOEXt-1  

(-2.69) (3.04) (-1.32) (0.51)  
 
+ 0.37 DUME (-1) -0.29 DUMS (-1) – 0.28 DUMW (-1) Expression 15 

(0.83) (-0.79)  (-0.76)  
 
What is important in a VAR model is to construct the Impulse Response Function (IRF) to get the responses of 
each variable to a shock in all other variables including the variable under consideration. Note that the Cholesky 
decomposition is used for ordering the variables when estimating the IRF. 
 
In Figure 1, shows the responses of real GDP to shocks to oil export, and non oil export. The real GDP responds 
positively to a shock in oil export but this happened after 2 lags. Also this variable responds positively to a shock 
in non-oil export. Response of RGDP to ROEX after 8 lags is reduced but response to RNOEX has increased 
process. 
In this figure shows the responses of oil export to shocks to real GDP, oil export, and non-oil export. Oil export 
responds positively to a shock in real GDP. The reason for that is because an increase in the real GDP of the 
country, an increase in its income, encourages the country to spend more on the oil sector, which will increase its 
ability to export more. At the same time, oil export responds positively to a shock in non-oil export after 4 lags. 
 
Also in Figure 1 shows the responses of non-oil export to shocks to real GDP, oil export, and non-oil export. The 
non-oil export responds positively to a shock in real GDP. The same interpretation of why oil export responds 
positively to real GDP shocks applies here. Higher income encourages spending more to enhance the production 
ability of other sectors including the non-oil sector, which works to support variation in export. More response of 
non-oil export to oil export show high fluctuations. 
The result of variance decomposition shows that after 10 periods 0.51 percent of the differences of RGDP by 
RNOEX and 5.39 percent of changes via ROEX are explained that can approve the importance of oil export in 
economic growth. 
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3.   Conclusion 
 
The purpose of this study is to answer these questions will oil and non oil export lead to economic growth? If the 
answer is yes, "which is more important?" 
 
In the present paper, in order for analyzing the relationship between oil and non - oil export with economic growth 
of Iran, have been used of the time series data during 1973 until 2007. Then the Stationary of the dependent 
variables were calculated using of the Dickey - Fuller (ADF) test. The findings show that the three variables are 
non – Stationary but they would get static with once difference. 
 
The results of cointegration test show the long run equilibrium relationship between these three variables and the 
Error - Correction Model (ECM) applied for showing relationship between the short run and long run equilibrium 
that it shows this relation, however its coefficient is small. 
 
In Iran, the main source of revenue of government is Oil and the government Expenditures is mainly based on the 
forecast of the oil export revenue. Since, the results show the positive effect of non - oil export on economy in 
long run, with changing in policy makings can improve the importance of this part for increasing the revenues. 
This changing in policy makings requires to Comprehensive and long term programs. These programs and 
policies should be in order variation - making in production and the export of products with high comparative 
advantage. 
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In the present condition maybe, Iran's economy have seen growth in GDP during this period but this can be 
because of high price of oil and the price of oil is also unstable. It would be better to apply the extra revenues 
caused by increase of oil price for development of non – oil export until have sustainable revenues. 
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