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Abstract

¢ Introduction: Since the agriculture industry brings the minimum exchange
: earnings and produces alternative products, it serves as the most substantial way
: to grow and develop in non-oil products export. In this way, the agriculture
¢ industry reduces oil dependence. According to economic theories, a high-volume
¢ capital in a country can provide the field for higher economic growth,
: development, and production. Nevertheless, Iran has not been a success story in
: using its oil resources to achieve growth and development. Dependent on the
: lranian economy on oil can be mentioned as one of the main reasons for the
: failure.

: Materials and Methods: The extant paper aims to find whether oil is a curse
¢ for Iran's economy since higher oil revenues in Iran harm the economy,
: particularly the agriculture sector. On the other hand, this study was conducted to
: find the impact rate of oil revenues on economic efficiency, especially in the
: agriculture sector. In this research, the direction of the mentioned effect was
: examined by using a nonlinear NRDL model for the period 1981-2018. The
: estimated relations indicated the positive

Findings: impact of asymmetric effects of positive oil revenues, government

© facilities given by banks to the agriculture sector, asymmetric effects of the
: positive exchange rate, capital, and labor, as well as the negative association
: between asymmetric effects of negative oil revenues, inflation, asymmetric effects
. of negative exchange rate, agriculture growth rate on Iran' economy. According
: to the obtained results, the capital volume of the agriculture sector (76/0) and
: positive oil revenues (59/0) had the highest effect on the growth rate of agriculture
: within the long-term period.

¢ Conclusion: However, it must be mentioned that the agriculture sector and
: macroeconomics depend on oil revenues in Iran. In other words, an increase in oil
: revenues will lead to a rise in government earnings because of the severe
: dependence of Iran's economy on oil revenues. However, the increased oil
¢ revenues have not been managed well in Iran, but they have been spent on short-
¢ run expenditures causing inflation and lower growth of the agriculture sector.
: Therefore, economic growth of the agriculture sector will be provided by creating
: an economic security and safe environment for investment, expanding and
¢ diversifying fiscal markets and institutes, moving towards the open economy,
* using foreign investment, changing capital market rules, creating transparency

and stability, and increasing saving and investment.
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Extended Abstract

Introduction

As an important economic sector, agriculture
requires public and private investment and
expenditure to achieve economic growth and
development. Agriculture is the largest
economic sector in Iran followed by the service
sector. Therefore, the agriculture sector of Iran
is the most strategic economic sector since it
creates many job opportunities for increasing
labor rate, provides food for expanding
population rate, and producing raw materials
for industries. Agriculture is an economic
sector interaction with other sectors of the
economy. Hence, all changes and reforms in the
agriculture sector must be considered by
consideration of all macroeconomic policies
made on other sectors [11].

On the other hand, oil has played a vital role in
Iran's economy and policy over recent decades.
It is believed that oil has provided considerable
financial sources for consumption and
investment in Iran. Accordingly, oil revenues
have paved the way for the rapid growth of
national income and consumption. On the other
hand, some assume that structural and
institutional weaknesses in Iran have made
barriers to oil revenue potentials. In other cases,
oil rents have intensified the mentioned
weaknesses. Therefore, oil revenues not only
derive consumption and production rate but
also cause economic and political drawbacks.
According to the mentioned points, some
economists believe that general economic
policies and oil dependence have had a higher
effect on changes in the agriculture sector
compared to the impact of policies made on
industrial production within the agriculture
sector. Hence, a huge part of oil revenues has
not been allocated to agricultural production.
Hence, governments must make economic
policies on the agriculture sector with greater
sensitivity. The mentioned economic policies
cover all interferences and plans made by
economic agents, particularly the government
to achieve economic goals. These policies are
planned based on the available means,
amenities, and limits to direct the oil revenues
towards the agriculture sector [8]. According to
the mentioned points, it is highly important to
have an informed analysis of the effect of oil
revenues on agricultural economics. This is also
a complex case since many other variables and
indices affect the ailing economy of Iran.

Hence, it is difficult to find whether oil
revenues cause growth or weakness in the
agricultural economics of Iran. This study aims
to determine if oil is a curse for the Iranian
economy, to find the effects of oil revenues on
economic performance and the agriculture
sector. If the mentioned effect is negative, there
will be a drop in GDP and value-added (VA) of
agriculture after a long period. In this case,
there should not be any investment in the
development of the oil industry. If the
mentioned effect is positive, increased oil
revenues will lead to more effective production
and exploitation. Therefore, the present
research was carried out to evaluate the
asymmetric effects of oil revenues on the
agricultural economics of Iran, 1981-2018. All
data were collected from the database of
Central Bank, World Bank, OPEC, and
Statistical Centre of Iran. The data were
analyzed by estimating the nonlinear NRDL
model.

Materials and Methods

According to theoretical foundations and
literature review of asymmetric effects of oil
revenues on agricultural economics of Iran, the
empirical model of the study was designed as
follows:

VAgre; = 3, + 7,0ILR, + 7,EX, + 7,INF, + .
7iGF + 7K+l +é @

Equation (1) can be rewritten as error correction
and separation of the exchange rate (EX) to two
parts of partial sum of positive changes in the
exchange rate (posg = ¥, ALEX® ) and positive

changes in oil revenues (poss =%, ALOILR™Y),

as well as negative changes in the real exchange
rate (NEGE = };_;ALnEX") and negative
changes in oil revenues (NEGS = }i_; AOILR")
to estimate asymmetric short-run and long-run
effects of positive and negative shocks of

exchange rate volatilities and oil revenues on
agricultural economics of Iran.

nl nl n3
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Where, VAgre represents the value-added of
the agriculture sector, which is an index of
agriculture growth.

The explanatory variables affecting VA of
agriculture sector in Iran included OILR: oil
revenues, EX: formal exchange rate, GF:
government facilities given to agriculture
sector, INF: inflation rate, K: fixed capital of
agriculture sector, L: employment rate in the
agriculture sector (labor). The variables
mentioned above were collected from primary
data for the period 1981-2018.

Findings

After a long-term relationship was found
between variables, long-term and short-term
coefficients, as well as ECM model was
estimated to determine the adjustment velocity
of deviation from long-run equilibrium. NRDL
model was chosen as an optimal pattern based
on Schwartz Baysian Criteria (SBC) to estimate
long-term coefficients and error correction
coefficient, as well as short-term coefficients of
the equation. Table 5 has reported the results of
estimated long-term coefficients of the model.
The obtained results indicated consistency
between long-term coefficients of variables and
theoretical ~ foundations. The  estimated
equations showed the positive effect of
increasing oil revenues, facilities volume given
by banks to the agriculture sector, positive
exchange rate, capital, and labor on the growth
index of the agriculture sector of Iran's
economy. On the other hand, negative oil
revenues, inflation, and the negative exchange
rate had a negative effect on the growth rate of
the agriculture sector. In this case, the capital
rate in agriculture (76/0) and positive oil
revenues (59/0) left the highest effects on the
growth index of agriculture within the long
term. Accordingly, a one percent increase in
positive oil revenues led to an average 595 rise
in agricultural growth rate. Moreover, a one
percent increase in gross capital of the
agriculture sector leads to an average 76% rise
in agriculture. However, it worth noting
agriculture sector and the economy of Iran
depend on oil revenues. According to results
reported in Table 5 and the long-run model,
increased oil revenues have led to an increase

in exchange earnings and growth of the
agriculture sector. In other words, increased oil
revenues lead to an increase in government
earnings due to the high dependence of Iran's
economy on oil revenues. On the other hand,
Iran is a consumer economy with high reliance
on import demand. Therefore, the higher the oil
revenues, the higher the aggregate demand in
Iran's economy will be. Increased demand rate
of product and service consumers in Iran leads
to an increase in the general price level
(inflation) due to a lack of production capacity
in the industry and agriculture sectors. In this
case, imports from other countries (that is a
direct function of revenues) must be increased
to prevent inflation and higher prices. On the
other hand, surplus oil revenues are spent on
short-term current costs and investments with
short-run profitability instead of being spent on
the production and agriculture sector. The
mentioned case occurs due to low competitive
power and lack of appropriate infrastructures in
the domestic economy of Iran. This case, in
turn, creates a GDP gap in agricultural
economists imposing a burden on the economy.
However, it should be explained that increasing
oil price leads to higher economic growth in all
sectors within the long-term period. For
instance, increased oil prices during 1999-2007
provided Iran's economy with higher growth,
while lower oil prices over recent years caused
a decline in economic growth and agricultural
growth. Besides, the oil revenues were not
managed well. These earnings were invested in
short-term investments instead of long-term
one, which led to inflation and a slower growth
rate  in the agriculture sector. The
aforementioned results have been shown by the
results obtained from long-term model
estimates.

Discussion

Oil has played a vital role in the economy and
policy of Iran over the recent decades. Some
perspectives argue that oil has brought more
considerable financial sources for consumption
and investment in Iran compared to the case of
the non-oil economy. They believe that oil
revenues have paved the way for rapid growth
in both national income and consumption. On
the other hand, some believe that structural and
fundamental weaknesses in the Iranian
community have created barriers to oil
revenues and oil rents have intensified these
weaknesses in some cases. Although oil
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revenues have contributed to consumption and
production in Iran, these earnings have led to
economic and political backwardness. In this
case, it is believed that oil revenues can leave a
positive effect on Iran's economy if structural
weaknesses are compensated and appropriate
policies are made. However, many believe that
oil rents are the most critical barrier. In their
opinion, oil is a curse for Iran's economy as the
oil revenues prevent productive forces from
pursuing industrial development. For instance,
these revenues have attracted public and private
investments in imports instead of production.
More importantly, some social and political
competitions to gain a greater share of these
huge rents have imposed heavy costs on Iran's
economy. In some periods, oil rents have been
monopolized by some authoritarian parties. The
general oil price trend in Iran has experienced
many increasing rates, which have led to an
increase in investment and agriculture. On
contrary, a decline in oil revenues leads to a
reduction in agriculture. However, it should be
mentioned that oil price is one effective factor
among other factors. For instance, a rise in oil
prices during 1998-2007 led to economic
growth. On the other hand, the low oil price has
led to reduced economic growth and value-
added of the agriculture sector over the recent
years. Moreover, the economic outcome of Iran
indicates mismanagement of increased oil
revenues spending on short-run investments
instead of long-term ones. This case led to
inflation and

Conclusion
According to the obtained results, an increase
in facilities and physical capital in the early

years led to a rise in agricultural production,
while several periods of increase in liquidity,
facilities, and physical capital reduce
production. As mentioned above, oil revenues
must be managed well not investing in short-
term cases that cause inflation and
unemployment in the agriculture sector.
Government should pay more attention to the
aforementioned indicators.

Following recommendations are proposed to
develop the agriculture sector and increase non-
oil exports in Iran:

e Mobilizing all human-academic capitals and
financial resources to develop entrepreneurship
and maximizing participation of society
members

e Progressing knowledge-based economy and
implementing the holistic scientific plan in Iran
¢ Paying more attention to productivity in the
economy by strengthening production factors

¢ Using the capacity of targeted subsidies to
expand production, employment, productivity,
and reducing energy consumption intensity

e Increasing production of essential products
(import products)
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