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 To analyze how much of income from resource export play role in 
sustainable development of Islamic countries?

 To  analyze how much of the oil revenues should be saved (invested) or 
spent   bearing in mind the potential for economic overheating, and other  
Dutch disease ramifications.  Where should these savings be placed?

 To list the best practices from region countries regarding to oil revenue 
management.

 To determine how much of the saving and the stabilization functions each 
funds should assume, and what  are the implications  for the funds’ asset 
management strategy.

 To  determine the costs and benefits of domestic and foreign investment, 
and develop the funds' strategies for diversification.  How much of the  oil 
revenues  should be invested domestically, and under which circumstances?  
Should the funds invest in corporate equities or in government T-bills and 
bonds? 

Questions



Country or Region Amount (PPP), $ US trillion 

OIC member countries` total GDP 7,740

Total World GDP 82, 762

USA 15,563

EU 16,073

China 12,283

Total GDP



OIC Countries 1,6 billion

World Population 6,9 billion

USA 313,9  million

EU 502,5 million

Population



Country Amount (with PPP), $ US
Qatar 88,314

Kuwait 54,28

Saudi Arabia 24,268

Kazakhstan 13,099

Iran 11, 580

Azerbaijan 11, 500

Turkmenistan 9,420

Iraq 3, 864

USA, 48, 112

GDP Per Capita



Country Index

Qatar 36

United Arab Emirates 41

Kuwait 54

Saudi Arabia 57

Malaysia 64

Kazakhstan 69

Iran 72

Azerbaijan 82

Turkmenistan 102

Egypt 112

Iraq 131

USA 3

Germany 5

Human Development Index, 2013



 The Bird in Hand approach.  

 Permanent income hypothesis (PIH), 

 The Bird in Hand policy heavily discourages current expenditure of 
oil revenues in favor of saving more for future generations.  

 The government places all hydrocarbon revenues in a fund and is 
only allowed to annually withdraw a pre-determinded percentage of 
the value of the previous year’s fund for the state budget.  This 
percentage should be equal to the expected real rate of return of the 
fund.  

Literature Review



 “The BIH rule is inefficient, since the government spends 
oil/gas revenues and reacts only to financial wealth in the 
Fund but not to hydrocarbon wealth in the ground.” (Harding 
and van der Ploeg (2009 )

 “By preventing borrowing of future hydrocarbon wealth, it 
leaves the economy susceptible to low consumption before 
the windfall, booms of consumption during the windfall, and 
finally a return to normal consumption levels after the 
windfall. Hence, the BIH rule violates the principles of tax 
and consumption smoothing” (e.g., Collier, et al., 2009)

 “Fiscal rules target a non-oil fiscal deficit that at most equals 
the financing provided by oil resources”(Segura 2006)

BIH in View of Economists



 Since 2001, Norway has used this approach by limiting transfers to the state 
budget to only 4% per year, with some room for increasing this number.  
Certainly, Norway is a good example for other countries in areas of its 
government’s transparency, foresight, and fiscal disipline when dealing with a 
large influx of oil revenues.  

 Heuty and Aristi (2009) argue that, “Even more than PIH, Bird in Hand is an 
unrealistic proposition for developing countries.”  In fact, they point out that it 
is more valuable for these countries to view the steps taken by Norway during 
its first two decades oil production after discovering oil in 1969. 

 Norway did not create the oil fund until 1990 and before that Norway was much 
more expansionary in its fiscal policy, focusing on education and developing 
those domestic industries viewed as having the greatest comparative advantage 
for the long-term economy.  

BIH in View of Economists



 Permanent income hypothesis (PIH) formulated by Friedman (1957)
 PIH is a hypothesis, it is also applied as a model in oil revenue 
 management. 
 According to the PIH, both individuals and benevolent governments 

should be considered forward-looking, trying to balance consumption 
over time with permanent income. Where there is zero population and 
productivity growth in an oil producing country, the PIH implies that 
constant government consumption over time is equal to the annuity 
present value of expected oil wealth. 

 By definition expenditures out of oil proceeds would be stable, thus 
avoiding boom-bust cycles. The added predictability this rule offers 
should in principle help policymakers avoid bottlenecks in absorptive 
capacity (Segura 2006). 

PIH in view of Economists 



 Formally, using the PIH sustainable government consumption of 
oil wealth (GC) at any point in time t+1 would be determined as 
follows:



where  is the value of the accumulated revenue in the oil fund at 
the end of the previous year, in constant prices; Ti is the oil revenue 
the government expects (net of production costs) in period i, in 
constant prices; r is the expected average real rate of return on oil 
wealth; and I is the number of years until oil production ends.

PIH



 The Alaska Permanent Fund has a unique way of managing its oil 
earnings.  State law in Alaska dictates that half of the investment 
earnings of the Fund are to be equally distributed to every state resident 
on an annual basis.  Public opinion polls show high support for the 
policy.  The theory behind this management strategy is that citizens 
know how to spend the money better than their government.

 Chile government officials have recently been praised for their counter-
cyclical fiscal policy.  While many countries have suffered from the 
global economic slowdown, Chile has been able to soften the downturn 
by using copper revenues saved during a previous copper price boom.  
This policy of saving for a rainy day is governed by a set of rules that 
dictates the government can only run a deficit larger than the target if 
output falls short of potential, in a recession, or the price of copper is 
below its medium-term (10-year) equilibrium.  

Models



 Azerbaijan has implemented a fiscal strategy that has 
increased short-term expenditures of oil revenues for 
infrastructure and other state projects. 

 Saudi Arabia spent massive amounts of oil revenues on 
infrastructure projects and welfare programs, while at the 
same time it liberalized its trade structure.  This policy 
allowed the non-oil GDP sector to develop at outstanding 
rates.  

 Nigeria also made large expenditure increases, but poorly 
managed its oil boom by creating unsustainable wage 
increases that further intensified the effects of Dutch disease 
on the agricultural economy.  

Models



 The amount of transfers from the oil funds into the State Budgets in any year, 
shouldn’t be above the National Resource Funds’ average (calculated for the 
several past years) portfolio profits that will additionally account the 
fluctuations, population change (that would change the Fund’s assets per capita) 
and the inflation and the overall depreciation the Fund’s assets in all invested 
currencies.  

 The diversification principle need to be prepared to illustrate the ceilings 
expressed in percentages of the oil funds resources can be allocated in each 
country, in each currency, each type of the business, and each company, as well 
as ceilings expressed in percentages of the invested company’s assets.

 The ethical standards need to be prepared to outline the countries, the 
businesses and the companies to be excluded from the list of potential 
investment allocations.

Recommendations



 Principles need to be developed for the future possibilities 
in investing in the domestic business sector, in the form of 
the separate bank that would expect the return for the 
Fund form the investing in the local business higher than 
from the 

 The standards (financial and ethical) and administrative 
principles (such as preparation of the allocation report and 
appraisal, and evaluation principles) need to be developed 
based on the recommendations here and/or of different 
expert groups.

Recommendations
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