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This article highlights the limitation of the traditional macroeconomic policies
related to oil-rent crucial issues and suggests remedies for the current global
financial and economic crises in view of free market efficiency principles as
advocated by contemporary economic doctrines: Keynesian and Monetarism. It
also reasserts the long-term alternative strategy for the liberalization of the oil-
hostage rentier economies. The given analysis is based on the experience of the oil-
rentier countries, as well as the fiscal and monetary policies applied in the
advanced economies; especially the United States, Britain and the European Union
for dealing with the current global financial crisis and economic recession. The
general aim of the analysis is to establish the bases for the required confidence in
market efficiency and the benefits of the globalization thrust that are not consistent
with the applied remedies. It suggests that for both advanced and oil-rentier
economies, heavy investment in modernizing and the expansion of the physical,
social, and environmental infrastructure projects are, at this stage, essential.
However, for the oil-rentier economies, more emphasis should be given to the role
of the state until the objectives of the required economic diversification strategy
are achieved. As the credibility and trust of the banks and financial institutions, the
policy-makers, fiscal and monetary authorities and regulators are very low, it is
essential to retain the confidence of business communities and consumers in the
financial and economic systems by undertaking unbiased assessment of the causes,
impact, and remedies of the crises for different economies.
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Harsh reality for conventional macroeconomic policies

Nothing justifies changing prevailing economic policies more urgently or appropri-
ately than the heated effects of the current global financial and money market turmoil,
housing crisis, severe economic recession, escalating unemployment and social
welfare problems, and low business and individual confidence in the developed econ-
omies. Also crucial are the problems of sluggish growth, high unemployment, social
unrest, low productivity, and sharp losses in the stock markets of the oil-rentier econ-
omies. However, change requires vision and practical solutions based on the needs of
individuals, reassessment of the behaviour of economic variables, the role of economic
agents, the availability of resources, and socio-political circumstances. Rushing for
government intervention in the financial and money markets through huge bail-outs
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of tax payers’ money to the ailing banks and investment institutions and the major
industries in order to provide money liquidity support, recapitalization, and reduction
of the interest rates, are not effective enough to ensure sustainable global financial
stability or to reverse the economic downturn.1 Moreover, although prices of commod-
ities have been falling due to the economic slump, these widely advocated measures
are expected to create inflationary pressure which will restrict economic growth.

Amid the current cheerless macroeconomic and global financial events, oil is still
the main energy source for the developed economies as well as the main financial and
foreign currency source for the oil-rentier economies (Al-Saadi 2009).2 Both types of
economies have mutual interests in utilizing oil energy wealth. However, the justifi-
cation for maximizing oil production (exports) to maintain the global energy supply
at the lowest price for consumer countries is in clear contradiction to the ‘theoretical’
reasoning of economic efficiency in a free market that implicitly advocates minimiza-
tion of oil production (exports) in the case of oil-exporting countries. Also, at this
stage, the benefit of utilizing the available abundant oil revenues in expanding non-oil
industrial production capacities, as urgently required by the producer countries, is
different from the interest of the developed countries in using these revenues; that is,
the sovereign oil wealth revenue and reserves for increasing global demand and
liquidity in the ‘troubled’ global financial and money markets and to the balance of
payments deficit. In other words, the need for utilizing oil revenues; that is, foreign
currency earnings from oil exports for diversifying the economic activities of the oil-
rentier countries is in conflict with the necessity for these resources to financially
support the ailing and mismanaged banks, financial, and industrial corporations in the
advanced economies as well as to reduce the trade and balance of payment deficits of
other countries. These mutual and conflicting interests reflect the deficiency of the
‘free’ market mechanism in regulating global and oil-exporting economies. The recent
meltdown of the banks and investment institutions in advanced countries demon-
strated the seriousness of market failure due to structural–institutional problems, on
one side, and the irrationality of using excessive (accumulated) oil revenues beyond
domestic investment, on the other.

Based on a preconceived notion of free market economic efficiency, it has been
widely advocated that market forces will eventually settle the current global financial
turmoil and ease the then stagflation pressures ignited by the credit crunch crisis
(August 2007) and the collapse of the investment banks (Lehman, September 2008)
that led, with the then increase of oil and foodstuff prices, to the current grave global
financial crisis. However, as the financial crisis remains acute and pulling down the
advanced economies further into severe recession and deeper into the world economic
slump,3 the prices of commodities has dropped sharply. In particular, crude oil prices
have declined by almost 60% from a peak level in 2008. Consequently, oil producers
have cut their production which will affect their economic growth substantially.
Indeed, in real terms, those countries are expecting to experience recessions this year
despite their ability to maintain aggregate demand relatively high through government
expenditures. To tackle these problems only through conventional macroeconomic
policies is neither theoretically sound nor practically viable. In reality, the market
forces governed by these policies have apparently failed to deal with not only the
continuous increase of crude oil prices and with the economic inefficiency of excessive
oil-rent during the boom period (2007–2008), but also to control the negative conse-
quences of the exorbitant consumption of the non-renewable energy sources. Even
with the urgent and huge bail-out made through tax payers (consumers) to the banks,
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investment institutions, and major industries in the advanced economies and with the
fiscal and monetary measures taken by the authorities in the oil-rentier countries, the
likely effect will conceivably not extend beyond the mere stabilization of the financial
system. That is to say, neither will the structural problems of the oil-rentier economies
be removed, nor the economic recession and the likely inflation in the advanced coun-
tries be alleviated by these measures. Most of the world’s economies have, in general,
many deficiencies which have been highlighted by the current crises: 

● High-level unemployment: chronic, widespread poverty; malnutrition; and
famine all confirm the suffering of the existing wide disparities in income and
wealth.

● While states and corporations have benefited from the economic-rent of natural
resources, they used the resulted financial (economic) surplus (money liquidity)
to finance huge investments without fully relying on domestic savings of
individuals generated from physical production activities.

● Economic-rent is generated not only from energy sources, that is, oil and gas,
but also from the use of national territory and environment in communications
and information technology; for example, as with mobile phones, the internet
and tourism. The rent (licenses fees) given by the major telecommunication
companies to the states for using their territory and its natural beauty is similar,
though less important in magnitude, to oil-rent (revenues) in the oil-exporting
developing economies.

● Speculations on future commodity prices have created false belief in the ability
to generate higher prices (economic-rent) without producing physical goods and
commodities. This is apparent in the numerous kinds of products available in the
financial and money markets.

At present the increasing convergence of economic, social, and environmental
crises, especially the global financial crisis and the exorbitant consumption (spending)
of excessive crude oil production (revenues), constitute a very serious challenge to the
world economy, as well as to the oil-exporting economies. The question is, therefore,
is it practical to maintain the general equilibrium at global and national levels through
coordinated macroeconomic policies in order to root out the causes of the current
financial and economic crises?

Economic stability, growth, employment, and industrial diversification

It is generally sufficient to suggest that the conventional macroeconomic minimal fiscal
policy and the dominant independent monetary policy for promoting economic growth
and maintaining stability are effective and can be applied to liberal economies.
However, it is also relevant to suggest that fiscal policy rather than monetary policy
has greater influence on the macroeconomic conditions in the oil-rentier economies.
In the oil-exporting countries, maximization of oil revenues (production) is an obvious
policy priority for financing public expenditures and increasing imports. Thus, the tasks
of these policies are different in oil-rentier and developed economies. For different
reasons, it seems that both economies, though very different in scale and characteristics,
exercise growth and stability problems resulting from the built-in institutional dynam-
ics that generate divergence (inconsistency) between demand for goods, particularly
investment, and demand for money. This is the dual feature of the credit bubble.
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Theoretically, the current global financial and economic difficulties beg the
question of whether such a rough conclusion, that is, the existence of built-in diver-
gence dynamics, has an economic rationale beyond the Monetarism and the Keyne-
sian policy explanation or whether it is just merely a temporary speculation created
by irrational and greedy agents, and that it is ultimately the free market mechanism
that will automatically settle the problem. Specifically, is there a new impetus that
adds to the economic efficiency principles arising from the impact of both the
excessive oil revenue spending by governments and the excessive credit generated
by banks and financial institutions in the developed economies that both promoted
disproportional increase in demand on money which in turn led to a rise in prices.
Significantly, this is equivalent to assuming that under the prevailing economic,
financial, and monetary conditions, aggregate consumption and investment demand
tend ‘always’ to be a function of ‘negative’ aggregate income (production). In real-
ity, if excessive oil revenues can fill the existing money supply gap in a rentier
state, then should we consider that the ‘longevity’ loans given to the ailing financial
institutions by governments and central banks in the developed countries are similar
in their economic dynamics to the excessive oil-rent spending? Moreover, how do
we justify the public finance policy that nationalized fully and partially the misman-
aged private financial institutions and industries in free-market, advanced econo-
mies?

Based on the experience of Iraq’s oil-rentier economy, the ‘Special Theory of
Economic-Rent and Free Market Efficiency’ (STER) (Al-Saadi 2007) which
concluded that to maintain sustainable economic growth and employment and achieve
industrial diversification that reduce the high dependence of the economy on the oil
sector, the following policy propositions are relevant: 

● First, fiscal policy, but not independent monetary policy, has the dominant
influence on macroeconomic events.

● Secondly, the adoption of a fixed foreign exchange system hides the structural
imbalances of the economy and eases the inflationary pressure at high cost to
non-renewable energy wealth.

● Thirdly, excessive oil revenue spending without clear economic strategy that
aims at the expansion of non-oil industrial and private sector capacities will
aggravate existing structural economic problems.

● Fourth, the building capacity of government agencies, financial institutions, and
the private sector is an essential condition for integrating and ensuring effective
macroeconomic policies with private microeconomic activities.

In analysing Iraq’s experience, STER highlighted the need to recognize the impor-
tance of two interrelated concepts; the ‘economic-rent and efficiency price of crude
oil’ and ‘the unnecessary excess of oil production’ (Al-Saadi, 2007). Further elabora-
tions were later made to explore the multidimensional influence of the state’s oil power
and adversity; that is, the negative aspects of excessive oil revenues and spending in
domestic politics and the stability of Iraq and the Middle East region that significantly
affect the global energy security (Al-Saadi 2008).

Although this analysis is confined to the oil-rentier economies; mainly Iraq and
primarily Arab countries that are characterized by limited political, social, institu-
tional, and administrative capacities, the current global credit and financial sector
turmoil confirms two related important phenomenon: 
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● First, monetary policy cannot independently maintain stability and efficiently
affect macroeconomic events in mature economies; that is, money supply has
less important effect than government fiscal policy on aggregate demand.

● Second, there is a strong tendency in global financial and money markets for
increasingly ‘inefficient’ and ‘artificial’ investment opportunities that do not
match the fundamentals of growth; that is, the expansion of industrial produc-
tion capacities or increasing sufficient production of goods.

Both aspects have similarity to the dynamics and outcome of the excessive spending
of oil revenues in the oil-rentier economies compared to the developed economies
despite significant disparities in their size. However, there are also other important
differences; the extensive role of the state and financial institutions in increasing the
liquidity of the global money market in the advanced economies vis-à-vis state capacity
in easing inflationary pressures resulting from internal and external disequilibria; that
is, the disproportionate flow of the monetary and financial systems in the oil-rentier
economies. Such similarity between the dynamics of the oil factor and the failure of
the global financial system in regulating aggregate demand and credit and money supply
ought to raise some basic theoretical reservations about favouring Monetarism vis-à-
vis the Keynesian doctrines, and should also give pause for question about their policy
implications in stimulating economic growth and employment. Actual macroeconomic
events show that massive funding by central banks and governments (macroeconomic
fiscal and monetary policies) from the taxpayers’ ‘public revenues’ to the ‘inefficient’
banks, investment institutions, and major industries which have been exposed by the
bursting of the credit bubble that caused the global financial crises on one side, and
the ability of the government to use ‘sovereign oil wealth funds and reserves’ that were
accumulated by excessive oil revenues to reduce the global financial and money supply
gap though only by a small ratio,4 on the other side, are clear evidence of the limitations
of the prevalent macroeconomic fiscal and monetary policies of presumably liberal
economies in ensuring financial stability and economic growth.

Policies and socio-economic stability

For a long time, liberal economists have extensively argued the deficiency of the market
in maintaining social justice to reduce income and wealth disparities, to ensure full
employment, and to provide public services and utilities. The mere existence of wide-
spread global poverty that generates many social and political problems reflects the
gravity and seriousness of unjust distribution of economic benefits. The remedy they
suggest focuses on the role of increasing investment which, in turn, requires financial
(saving) resources. Theoretically, while market forces can mobilize and distribute effi-
ciently the available resources, they can not indicate ‘acceptable’ and just criteria for
the distribution of the income returns among individuals; that is, the theory of value
is still not consistent with the needs of just social life. In practice, therefore, the state
should intervene to ease the problem by building the country’s infrastructure and
providing basic education, health, and social services to the people as long as no
concrete analysis (analytical mechanism) has been suggested for identifying ‘universal’
criteria for justice by which the production value and prices of all factors of production
can be settled and regulated, while maintaining economic growth and employment.

In the oil-rentier states, income and wealth distribution is determined, directly or
indirectly, through public expenditures where oil revenues are the dominant source of
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finance, as well as by creating employment in the public sector. It is simple, easy, and
effective practice while the state has abundant economic-rent although the process
outcome has not been fair in many aspects – especially for low-income and poor
people. However, the situation of unlimited financial resources is not permanent.
Iraq’s experience shows that the country has passed through two extremely different
phases in relatively short periods of time: 

● First, during the oil boom, where the economy enjoyed unlimited financial
resources from oil-rent despite the low level of domestic savings and when the
public sector monopolized economic activities, it was possible to control social
and political discontent.

● Second, in the case of economic collapse, there was a huge and sudden reduction
in oil-export revenues that led to sharp decrease in government expenditures and
imports required for maintaining the basic needs of the people and, therefore, the
country fell into a deep and painful socio-political and economic trap.5

In general, the experience provides clear and strong evidence that the excessive
oil-rent was a necessary but insufficient factor in maintaining socio-economic stability
as reflected by increasing cost of living, income and wealth disparity, and deteriora-
tion of quality of life. In particular, when oil revenues substantially decreased, this was
a major factor in the failure to achieve sustainable economic growth and diversifica-
tion of the sources of production and income instead of relying heavily on oil exports.

Since August 2007, the credit crunch, financial, monetary, and housing market
crises have exposed the failure of the market under the conditions of ‘independent’
monetary policy based on the assumption that money supply, not government expen-
ditures, has significant effect on aggregate demand because the demand for money is
‘insensitive’ to interest rates while the demand for goods, particularly investment, is
sensitive to interest rates. Also, the crises confirm the necessity for employing effective
fiscal policy in regulating the economy by filling the money supply gap in order to
restore stability and restrain the economic deterioration caused by inefficient banks and
financial investment institutions. However, events determined that neither excessive
loans to increase liquidity in the money market or the nationalization of the ailing
banks, investment institutions, and major industries nor the sharp and successive
decrease of interest rates, were sufficiently helpful in limiting the damage inflicted on
individual social welfare or in restoring global financial stability, needless to mention,
its limitations in stimulating world economic growth. The existence of the current
multiple crises simply means that the actual macroeconomic policies that govern the
‘visible’ and ‘invisible’ decision-making processes are inefficient in utilizing the avail-
able physical assets and human resources as well as in balancing growth with social
needs. In other words, under the present market conditions, where the culture of over-
speculation; that is, where loose credit regulation and the encouragement of over-
consumption dominate global business activities, the current restricted fiscal policy
and dominant monetary policy have failed to ensure efficient mobilization and alloca-
tion of available resources that produce higher economic growth and employment in
all liberal economies.

In the World Economic Forum (WEF) Conference of 2008, the participants
acknowledged then that ‘the global economy appears to be facing a serious downturn’
(WEF 2008a). They generally identified the financial problems triggered by the sub-
prime mortgage credit; soaring oil prices, higher commodity prices; a plunging foreign
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exchange value for the US dollar; US economic recession; and a downward spiral of
consumer and investor confidence as the causes of the global economic uncertainty.
In assessing these issues, the WEF economic brainstorming committee invented a
‘unique’ but unconvincing road to remedy the situation; they identify the problems
behind the prevailing global economic uncertainty by giving quantitative weight to
each of them: that is, lack of coordinated response and leadership was pegged at 18.5%
of the problem; mismanagement of the crisis at 18.1%; broad-based collapse of confi-
dence at 16.7%; US recession at 11.0%; the severe global credit crunch at 11.0%; the
rise in energy and commodity prices at 7.5%; overreaction to the threat of recession
at 7.5%; the rise in protectionism at 4.4%; and greater income inequalities at 2.2%
(WEF, 2008a). Although they did not explicitly discuss the solution, they were clearly
missing the real issue if not jumping far ahead of the economic problems. However, a
year later, the WEF Conference of 2009 though aiming at ‘shaping the post-crisis
world’, has admitted the severity of the global financial crisis and economic turmoil
and some companies’ participants have tried to exhibit conditional optimism for 2010
(WEF, 2009). In the conference, the government representatives defended their policy
of the bail-out to ailing banks, investment institutions, and major industries on the
grounds that the other option – that is, non-governmental intervention – would have
even worse economic and social consequences. Some highlighted the social problems
inherent such as poverty and social injustice. Significantly, they emphasized the point
that the global financial crisis needs a global solution. In this regard, the OPEC repre-
sentative has warned of further cuts in crude oil production in order to halt the price
decrease; the price of US$50 per barrel being too low.

British Prime Minister Gordon Brown, who has long and successful experience in
running the growing British economy for more than a decade, repeated his call in
early 2008 that there is a need for ‘independent assessment of risk within the global
financial system’ (WEF, 2008b) and called for reform of The World Bank and the
International Monetary Fund (IMF) to ‘adapt them to the problems of today rather
than those of the late 1940s’. He admits that the seriousness of the current financial
crisis is a testing time for the global economy and for ‘all of us who believe in global-
ization and an open economic system’ (WEF, 2008b). In his suggestion that ‘The
IMF could itself be the focus of a global economic early-warning system and a world
carbon exchange market’, he actually assumed that the macroeconomic and monetary
policies at the country level are not sufficient to maintain global economic growth
and stability. In 2008, the head of the IMF told the Financial Times newspaper that
‘tackling the credit crunch requires government intervention at a global level’ (BBC
News, 2008). These proposals extend beyond the need for a global coordination
mechanism to assist the world’s (political) leaders to control and regulate their
economic problems by circulating the necessary information among them.6 Different
views, but more relevant, to the current global financial and economic problems were
given by William (Bill) Gates, the information technology pioneer with future vision,
who calls for ‘creative capitalism’ to improve the lives of poor people who have not
benefited from economic growth and technological progress; that is, social develop-
ment is essential to maintain economic development. He suggested that corporations
should ‘stretch the reach of market forces to bring the benefits of science and technol-
ogy to everyone’ (WEF 2008b). This moral solution is similar to what George Soros,
the international financier, proposed when he asserted at the end of the 1990s that
capitalism is ultimately facing failure if it does not maintain the social development
of large segments of societies.
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However, although the political and business leaders and entrepreneurs who
attended the WEF Conferences of 2008 and 2009 have expressed their concern about
the current economic problems, they offered no concrete policies to stabilize the
global financial system and stimulate world economic growth. In particular, they
offered no explanation of the contradiction between free market efficiency principles
and the intervention of central banks and the governments to help the banks and
investment institutions that have made irrational ‘investment’ and ‘loan’ decisions.
Even in regard to the frequent and loudly discussed need for eradicating global
poverty, no justification was given to the widespread existence of unfair income and
wealth distribution patterns that create poverty as a result of market mechanisms.
Indeed, this is similar to the ‘hypothetical’ situation or attitude where macroeconomic
policies are designed and implemented by private corporations and business agents
rather than by the state, to serve only their interests.

Macroeconomic events and the collapse of globally important banks and financial
institutions have revealed that the independent and dominant monetary policy is not
sufficient to maintain economic and financial stability and increasing growth in the
developed economies, or to ensure economic stability and growth and employment, as
well as diversification of the industrial activities in the oil-rentier countries. For the
latter, the situation necessitates radical changes to the applied macroeconomic
policies. Moreover, in the oil-rentier countries, a future vision should guide the
required economic strategy that has to be accepted by the dominant ruling political
parties. The pragmatic approach and short-term remedies in dealing with the extant
acute socio-economic crises cannot be made effective only by increasing oil produc-
tion (revenues) and spending them in response to urgent financial needs.

STER: amendment to the Keynesian policies

The global financial and crisis, the stagnation of the housing sector, the energy secu-
rity and the sharp fluctuation of oil prices problems, inflation risks, and the economic
recession in the advanced economies leave no doubt about the ineffectiveness of the
then-applied macroeconomic policies, especially monetary ones, in the developed
countries. As world economic growth begins to decline, demands for oil will decrease,
and subsequently, oil prices will fall sharply. As a result of this equation, the oil reve-
nues of the oil-rentier economies have decreased and their oil-boom has already
turned into the oil-slump of recession circumstances that will exacerbate the adversity
of a hidden structural economic crisis with negative social implications. In this case,
the availability of ‘Sovereign Oil wealth Funds and/or States’ Excess Reserves’ might
temporarily help in easing the resulting constraints on economic growth, imports, and
increasing government expenditures on public services and utilities. However, such
relief cannot be maintained for a long period without falling in the painful economic,
social, and political trap similar to what has occurred in Iraq, post-1980 (Al-Saadi,
2007).

By giving priority to oil investment and trade policy in order to maximize oil
revenues over the implementation of a long-term sustainable economic growth and
industrial diversification strategy in the oil-rentier countries, little has been achieved
in real economic growth, increasing employment, improving labour productivity,
expanding non-oil industrial capacities or lessening the state’s dependence on oil reve-
nues. In fact, only by maximizing and spending oil revenues, as past experience has
showed, have the economic, social, and environmental development been less than
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those realized by most developing countries, which possessed fewer natural and
energy resources.

Why are such disappointing outcomes occurring? Under the prevailing conditions
of inflexible and limited production capacities, government administrative
capabilities, inefficient management of financial and money market institutions, lack
of potential entrepreneurial, shortage of skilled labour, and insufficient labour market
institutions, coupled with the successive and rapid expenditure of excessive oil reve-
nues has immediately pushed upward the prices of goods, services, raw materials,
wages, and rent, etc. Such high increases of aggregate demand in short periods leave
no space in time for increasing domestic production and improving productivity. This,
in turn, necessitates new influx of government expenditures, including subsidies, to
maintain – directly or indirectly – standards of living against the continuous increase
in prices. While excessive spending of oil revenues stimulates foreign and domestic
trade activities to meet the high levels of consumption (demand) and while it encour-
ages foreign and indigenous construction companies to implement the government’s
‘many’ public services and utilities projects, it deters indigenous and foreign compa-
nies from investment in non-oil industries. This is logical, though not suitable, if
macroeconomic policies are assumed to be neutral and to avoid influencing private
sector activities. Also, it is not proper for monetary authorities to engage in investment
activities of the state’s sovereign oil funds and reserves. In this case, what should be
the economic policy alternative?

STER highlighted the fact that the mere dominance of economic-rent which has
been generated from the world’s scarcity of crude oil means that the economic effi-
ciency criteria – that is, production, allocation of resources, and products distribution
– are far from being practised in the crude oil-rentier states. In addition, for these
countries, there is no economic logic behind the increase of oil production as long as
demand and oil prices are increasing in the longer-term. Indeed, this is an irrational
investment decision if considered only on the basis of free market principles. It is
economic common sense that there is no justification for maximizing oil production
(revenues) that stimulates excessive government spending while the absorptive
capacity of the national economy is limited. Moreover, the production of crude oil
and gas, both non-renewable natural resources, carries long-term environmental
costs, and it should be strictly perceived to protect the rights of future generations.
Even when considering the increasing demand for oil in world economies, the maxi-
mization of oil production (revenues) should be restrained to a ‘min–max’ hypotheti-
cal level if absolute priority should not be given to the interests of the national
economy. Such a suggestion is very near to the Keynesian proposition that calls for
increasing aggregate demand through government fiscal policy in order to increase
economic growth and employment, especially in recession circumstances. But, this is
not enough to diversify the economy and lessen its high dependence on oil-rent
(revenues). It is clear that government expenditures are the main determinants of
output and employment, whereas domestic private and public savings generated from
the non-oil activities are insignificant. In other words, oil-rent, but not the normal
domestic saving or the interest rate, determines investment. Oil-rent is not like the
economic surplus generated by normal increase of production and productivity. This
is why we should consider investment as an exogenous variable and therefore one of
the basic economic assumptions has to be changed. That is, ‘finance of’ investment is
not a function of saving (income) generating from normal production activities. Also,
experience shows that the existing economic, social, and institutional conditions and
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the physical infrastructure are neither sufficient for an active indigenous private
sector, nor conducive to foreign investment for indigenization of non-oil industrial
activities. The lack of skilled labour is one obvious reason behind these actual facts.

In oil-rentier states, foreign currency earnings from oil exports were used exten-
sively to ease the inflationary pressure emanating from excessive government expen-
ditures by increasing imports and maintaining external stability through ‘fixed’
foreign exchange schemes pegged to the US dollar. In Iraq’s post-Saddam Hussein
experience, the applied ‘independent’ monetary policy used mainly the fixed foreign
exchange scheme that has been empowered only through the free-use of the available
abundant oil revenues to maintain external financial stability (Al-Saadi, 2004).
Although foreign currencies constitute no constraint on increasing imports, the indig-
enous monetary policy has been unnecessarily constrained by the US interest rate. The
current global events demonstrated how this policy has contributed an important
factor to the inflationary effects of the excessive oil revenue expenditure that led to
the general disequilibrium of the oil-rentier economies (Al-Saadi 2007).

Different from the basic assumption of Monetarism doctrine, the demand for
goods in the oil-rentier economy, particularly investment, is not sensitive to the
interest rate,7 and demand for money is not stable. Money liquidity is determined
mainly by government expenditures and government subsidies, grants, and credits
facilities. Also, oil exports (revenues) constitute the dominant portion of the effective
aggregate demand, especially investment, which has to be considered as an exogenous
variable in the general equilibrium equation. This reality necessitates the integration
of fiscal and monetary policies to regulate the financial and monetary flows in consis-
tence with the flows of goods and commodities. Demand on money and liquidity in
this case is determined mainly by the government, not by the indigenous economic
activities of the private sector. This is exactly the same as the Keynesian main propo-
sition that fiscal policy has the greatest influence on macroeconomics.

Conclusion

The current global financial crisis and the world economic recession,8 especially in
the developed countries, as well as the practices of excessive oil revenue spending in
oil-rentier countries, have exposed the limited impact of conventional macroeconomic
fiscal and monetary policies in maintaining consistent flows of demand on goods and
money through the market mechanism. They have failed to sustain financial stability
and economic growth as well as neglected social welfare problems. And, while
government intervention in supporting inefficient banks and financial institutions was
very essential to contain the damage of these crises and their harmful global conse-
quences in the short-run, their efforts will ultimately only ease the resultant pain but
not root out its main structural causes. Also, governments have ignored the likely
inflationary impact of the increasing money liquidity beyond the real value of the
existing assets. Instead, the call of policy-makers for global cooperation and the need
to change the tasks and policies of the ‘outdated’ IMF and World Bank should clearly
be based on a qualified role of national macroeconomic fiscal and monetary policy in
maintaining stability and promoting growth. These policies should appreciate the
distinctive economic and social features of the developing countries. However, to
restore the confidence in the global financial and economic systems, the real causes of
the crisis should be exposed and dealt with on the bases of free-market, economic
efficiency principles.
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For the oil-rentier economies, especially Iraq and the Arab ones that have signifi-
cant political and economic influence in the Middle East region through their oil
power, macroeconomic, fiscal, and monetary policies should be designed not only for
increasing economic growth and employment and building infrastructure, but also,
crucially, for lessening their high economic dependence on oil exports (revenues) in
the medium- and long-term future. In a wider context, the strategic diversification
objective for the oil-exporting countries can only be achieved by being politically
committed to a long-term economic and social development strategy guided by an
inspired national future vision.

Notes
1. ‘Policy efforts so far have addressed the immediate threat to financial stability (through

liquidity support, deposit insurance, and recapitalization schemes), but they have done little
to resolve the uncertainty about the long-term solvency of financial institutions’ (Interna-
tional Monetary Fund (IMF) 2009).

2. The Arab oil-exporting countries are Bahrain, Iraq, Kuwait, Libya, Oman, Qatar, Saudi
Arabia, Syria, United Arab Emirates, and Yemen. Iraq’s experience provides an outstand-
ing case of these countries (Al-Saadi 2008).

3. On the future economic growth rates estimates, see IMF (2009).
4. The global sub-prime initial losses were estimated by the IMF at US$945 billion (The

Economist, 2008). A research report published by the US Joint Economic Committee
indicated that the value of the global stock market capitalization was US$42 trillion in
2006. In the same report, information on 31 oil-rich countries estimated the total value of
their ‘Sovereign Oil Wealth Funds & Foreign Exchange Reserve Funds’ at about US$2.153
trillion during 2007, while the total values of those funds in Arab oil-rich countries, except
Iraq, was estimated at about US$1.562 trillion. Iran’s ‘Foreign Exchange Reserve Fund’
was estimated at US$15.0 billion. Russia’s ‘Stabilization (Oil) Fund’ was estimated at
US$107.0 billion and the United States’ ‘Alaska Permanent (Oil) Fund’ was estimated at
US$40.0 billion (Lyons 2007, Kern 2007, as quoted and analysed by the US Joint
Economic Committee, 2008).

5. On the economic indicators of this trap, see Al-Saadi (2005).
6. The Economist (2008, p. 21) reported that: ‘In the money markets, the banks still have to

pay a high margin over official rates to borrow short-term money, despite the ingenious
efforts of the Bank of England, European Central Bank, and America’s Fed. Investors are
still worried that banks could get into troubles’.

7. This is particularly clear in the Islamic oil-rich countries where interest rate (rib  or
‘usury’) is religiously prohibited in economic dealings though different forms, but basically
similar practices are actually used.

8. As given by the IMF recent estimates, the world gross domestic product growth rate would
be negative in 2009 if theses estimates based on the market values of the exchange rates of
national currencies (IMF, 2009).
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