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Does Oman Surmount the Effects of the Resource Curse or Not?
Juma S. Al Musalami®

Abstract

Economic diversification was acknowledged as one of the most salient policies as early as the
first five-year development plan in 1976. However, oil and gas sector still dominate the
economy and in average, it was accounted for 47.2 percent on GDP, about 70 percent of
foreign exchange earnings, an average of 85.8 percent of the total exports and an average of
85.2 percent of the government revenues during the last forty-six years. This indicates that
Oman still face difficulties in diversifying its economy. The inefficient diversification process
was due to the effects of the recourse curse (paradox of abundance). Therefore, it is essential
to examine whether Oman had surmounted the effects of the resource curse or not. This paper
tests whether Oman Surmount the Effects of the Resource Curse or Not. To do that, two
categories of causal mechanisms of the resource curse (economic and political factors) were
used for the analysis. The results showed the presence of three factors out of four in the
economic category (commaodity price volatility, low external linkages of the mining industry
and the Dutch disease) and present of only two factors out of five in the political category
(weak institution and the presence of corruption). The study concludes that some resource
curse effects were still existed in Oman economy and the country does not surmount those
effects.
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Introduction

Before oil® discovery in 1962, Oman was poor, undeveloped and seldom heard of part of the

world with a GDP of 44.2 million US$ and an annual GDP per capita of 80.1 US$ in 1960.
Actually the modern economic development and social development (Renaissance®) in Oman

! PhD Student, Deusto Business School, Spain

2 Oil and gas industry in Oman are powered by the Ministry of oil and Gas and the state-owned company
Petroleum Development Oman (PDO), which is responsible for about more than 70percentof the operations and
explorations of the oil and gas.

¥ At Oman the word “renaissance” used to represent the period of (1970- present).
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was initiated in 1970*. Furthermore, Oman’s development efforts have been astonishing and
nowadays it became a middle-income country and among the rich Arab oil producers with a
current daily oil production of 942 thousand barrels (equivalent to 1.1 percent of the world
total production) and has proven recoverable oil reserves of 5.5 billion barrels (or 16 years of
supply at current production levels) and around 25 trillion cubic meters of natural gas reserves
(BP, 2015). During the period (1970- 2014) oil and gas sector accounted for 47.2 percent on
GDP, about 70percent of foreign exchange earnings, an average of 85.8percent of the total
exports and an average of 85.2percent of the government revenues. The rest of the
government revenues gathered from the non-oil sectors that include agriculture and fisheries,
mining and quarrying, manufacture, constructions and services (NCSI). Due to the high
proportion of oil exports to total exports and the high share of oil in the GDP Oman is still
characterized as an oil-dependent country.

Previous studies done by Auty, 2000; Collier, 2002; Sala-i-Martin and Subramanian, 2003,
identified many severe problems that face developing countries from their heavy dependence
on natural resources exports (especially oil): (1) Instability of Revenues gained due to prices
fluctuations (2) Dutch disease (3) revenues poor governance (4)weak institutions (5) civil war
and conflictsand (6) corruption. In addition,Sachs and Warner (1995)observeda negative
correlation between the economic growth and countries with large export dependency on
natural resources (

Figure 1.1). That correlation is known as “Resource Curse”.
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Figure 1.1. Correlation between GDP growth and resource dependence

Source: Paltseva and Roine (2011).

* when His Majesty Sultan Qaboos ascended the throne behind the restrictive rule of his father, Sultan Said bin
Taimur.
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Resource Curse (Paradox of Abundance)

“I call petroleum the devil's excrement. Its brings troubles...Look at this waste, corruption,
consumption, and our public services falling apart and the debt, that we shall have for years.”
(Juan Pablo Perez Alfonso, Venezuelan Oil Minister and OPEC co-founder, 1975)

Natural resources are an important source of national wealth around the world (Tietenberg
and Lewis, 2012) and since the fifties of the last century, it was believed that prevailing of
abundant natural resources is blessing, as they are a prerequisite for sustainable development
and expected to increase an economy's investment and growth rates. As well as they can
overcome capital and foreign exchange constraints (Sachs and Warner,1999a). From the first
glance that seems a blessing, especially after the rapid development experienced by rich
resources countries like United Kingdom (UK), Australia, United States of America (USA)
and Canada. Despite those facts, but according to hypothesis of the resources curse, greater
natural resource wealth would lead to less economic growth (Auty, 1993; and Sachs and
Warner,1995) and the exploitation of natural resources has often been associated with
economic mismanagement, growing inequality, corruption, political instability and conflicts.
Also, it found that countries that are abundantly endowed with natural resources encounter
pitfalls that interfere with the expected superior economic and social performance (Frankel,
2012).

Resources Curse had been counted as one of the economic phenomena linked with resource
endowment countries and it has a negative relationship with economic growth (

Figure 1.1).Different expressions like “paradox of abundance”, “economic indigestion” and
even the more graphic "devil’s excrement" have been used to interpret this strange paradox
but "resource curse" was the common expression used (Sachs and Warner, 2001). Auty
Richard, was the first who used the term resource curse to describe how countries rich in
natural resources (specifically non-renewable resources like minerals and fuels) were unable
to use that wealth to boost their economies and how counter-intuitively these countries had
lower economic growth than countries without an abundance of natural resources (Tiwari,
2015). Humphreys,Sachs and Stiglitz(2007, p.1) stated that “the term of resource curse is
used to describe the failure of resource-rich countries to benefit from their natural wealth”.
Whereas, Ross (2001) and Frankel (2010) mentioned that resource curse refers to the negative
political and economic trends that are seen to accompany the development of natural
resources in certain countries. In addition, Ross (2001) acknowledged that it may seem that
paradoxical caused by abundant of natural resources led to economic distress and Titulaer
(2010) agreed with her as she declared that being abundant in natural resources is something
that might actually cause a barrier to the long-term economic growth of the country. In
addition, Mayer, Chambers and Farooq(1999) found that resource curse block countries from
the beneficial of structure change that often accompanies the development process.

There were many prominent hypotheses arguing about what best explains the correlation
between resource dependence and poor economic growth. Therefore, plenty of studies have
made sustained efforts to explain the correlation between the resource dependence and the
poor economic growth and to explain the causes and the harmful consequences of the
resource curse (among them; Sachs and Warner, 1995, 1997c, 1999a and 1999b; Mikesell,
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1997; Rodriguez and Sachs, 1999; Leite and Weidmann, 1999; Ross, 1999, Gylfason, 2000
and 2001; Gylfason and Zoega, 2001; Auty and Gelb, 2001; Atkinson and Hamilton, 2003;
Papyrakis and Gerlagh, 2004; Collier and Hoeffler, 2005; Mehlum, Moene and Torvik, 2006;
Boschini, Pettersson and Roine, 2007; Arezki and Van der Ploeg, 2007; Shuai and
Zhongying, 2008; and Crain, 2010). Their results found that the causes were fall into two
main categories; the economic factors and the political factors. According to Crain (2010), the
economic factors include: (1) declining terms of trade, (2) commodity price volatility, (3) low
external linkages of the mineral industry, and (4) the Dutch disease. The political factors
include: (1) mismanagement of resource rents, (2) weak institutions, (3) rent-seeking and
corruption, (4)development of authoritarian regimes, and (5) social conflicts.

Empirical Analysis
Does Oman Surmount the Effects of the Resource Curse or Not?

The low share of non-oil sector on the government revenues and the diversification index” in
2014, showed that Oman still face difficulties on diversifying its economy, it is essential to
examine whether Oman had surmounted the effects of the resource curse or not. That’s
important because Oman and other GCC countries were not included on the empirical
research of the resource curse datasets done by Sachs and Warner, 1997a; and Gylfason,
2006, due to un-availability of data (Titulaer, 2010).To do the empirical analysis to answer the
research question “Does Oman Surmount the Effects of the Resource Curse or Not? “the two
categories of causal mechanisms of the resource curse (economic and political factors) were
used for the analysis.

Economic Category:
Declining Terms of Trade of Primary Products

The theory of declining terms of trade were stated by the development economists Raul
Prebisch and Hans Singer in the 1950s. They argued that Primary product exports experience
falling prices relative to the prices of manufactured goods causing the slow economic growth
of primary product exporters (Crain, 2010).Also, Blattman, Hwang and Williamson(2004)
suggested that developing countries are more prone to export instability and terms of trade
decline than developed countries and that such international fluctuations in demand and prices
have a negative impact on the developing countries and their abilities to grow. Although the
overall price trends of oil tend to fluctuate rather than experience an overall declining trend
but in Omanoil prices had not suffered from an overall negative price trend through the period
(1968-2015), asshown atFigure 3.1. Also data for Oman GDP through the period (1960-2015)
did not show a decline in the economic growth (Figure 3.2). Oil still remains the dominant
sector in the economy and represents 65.5 percent of the total exports in 2014 andthe
manufacture sector is still quite small(represent only 7.7 percent of GDP in 2015), despite all
the government efforts to promote the manufacture and other non-oil sectors that can
substitute the imported goods.Manufacture sector is not of importance at all for the economic

® The share of non-oil sector on the government revenues was 15.7 percent, whereas the diversification index in
2014 was (0.7).
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growth at Oman as concluded by both Titulaer (2010) and Al Sagri (2010). Over all Oman
primary exportshas not suffered from declining terms of trade.
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Figure 3.1. Oman annual average oil price (US$/BBL) from 1968 to 2015

Source: Statistical Year Book (Various Issues).
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Figure 3.2 Oman GDP (billion), (current US$) from 1960 to 2015

Source: Statistical Year Book (Various Issues).
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Price Volatility

Oil is one of the most important pillars of economic and industrial development in the world.
Arguably mineral prices are often oscillated and global oil market is the most world’s volatile,
as a result it is difficult for governments and policymakers to predict price changes, and hence
the government revenues to be gained from mineral extraction (Daniel, 1992). In addition,
Price volatility exerts a strong negative effects on control of public finance, budgetary
discipline and as well as on government planning efforts (Karl, 2005). As a result, Oman’s
fiscal and current account balances are exposed to fluctuations in oil and gas prices. Which
makes it difficult for governments to manage the oil revenues and government expenditure.
Also expenditure on infrastructure and development programs were affected as the case
happened on 1986 (oil glut) when oil prices decreased from 36.8 US$ in 1980 to 14.4 US$
and the government banned all expenditure to all development projects (except the health and
education).Recently the case in 2016 when the government has taken several measures to
reduce the effects of lower oil prices, such as reducing government spending and lift of the
fuel subsidies.Figure 3.3shows the instability of Oman total revenues and expenditure for the
period of 1980 to 2015. Large expansion in government spending shrinks the private sector’s
role in overall economic activity. Therefore, government insists on the importance of
diversification and finding different alternatives to substitute the decrease of the revenue
resulted from the instability of the oil prices.
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Figure 3.3. Oman Total Revenues and Expenditure for the Period of 1980 To 2015.
Source:Statistical Year Book 2016.
Low External Linkages of the Mining and Petroleum Industries

The theory behind the weak external linkage of mining and petroleum industries and other
sectors is thatmining andpetroleum industriesdo not stimulate other sectors of the economy
and prevents spin-off (spillover effect) growth in other sectors.In Oman, oil industries do not
lead to the growth of other sectors.In 2010 Al Saqri used a time series framework to
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investigate the linkages and interdependencies® between the oil sector and the agriculture and
fisheries, manufacturing and services sectors in Oman from 1967 to 2006. He concluded that
the productive structure was still dependent on oil sector activities and had not diversified
away from oil dependency and the mineral industries do not create strong linkages in the
economy. Also thedominance of the public sector (as a consequence of public ownership of
the oil) as the main employer and service provider limited the role of the private sector.

Dutch Disease

Countries with Dutch disease suffer from four symptoms, appreciation of the exchange rate of
the currency, Boom in the services sector, contraction of the tradable sector (manufacturing
sector) and the labor shift from the manufacturing sector to the services sector and the
resource extraction sector. So assessment of the existence of those symptoms at Oman
economy showed that, policy makers have been concerned about Dutch disease, therefore
they realized the significant importance of pegging the national currency (OMR) to the (US)
dollar which dominates the world foreign exchange transactions and can reduce foreign
exchange risks. Moreover, it can provide domestic currency stability and ensure the stability
of export earnings and the government revenues. As a result, the Omani Rial (OMR)was
pegged to the exchange rate of (1 US$) = 0.3845 (OMR) since 1986 to avoid the revaluation
that the economy faced in the period from 1973 to 1986 (Al Kholifey and Al Reshan, 2010).
Also the country’s very low inflation rates (inverse relationship, as inflation level increases,
purchasing power of money decreases) reduced the risk of appreciation of the exchange rate (
Figure 3.4). For those reasons conventional measure of real exchange rate overvaluation was
not presented at Oman economy.
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Figure 3.4. Oman inflation rate (2001-2014)

Source: World Bank Data Base.

® Interdependency is the level of economic dependency running from the oil sector to the non-oil sectors,
whereas the linkages is the extent to which different sectors benefited from the oil export boom (Al Sagri, 2010).

7 From (1974 to 1985) 1 US$= 0.3457 OMR (Al Sagri, 2010).
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In terms of the boom in the services sector, the productive sectorial composition of Oman
showed increased share of the service sector, which possessed the second large share of 44.5
percent of total sectors contribution to the GDP after 0ilin2015 (as at .

Table 3.1). But most of those services are a non-tradeable services (Construction, Public
services and Finance & real estate). Titulaer (2010) performed a panel data regression,
employing a two-way fixed effects error component model to estimate the influence of the
growth of different sectors on the growth of GDP per capita in GCC countries and she found
that in Oman, beside oil sector, the services sector is more important for the economic growth
and the manufacturing sector is not of importance at all and her results agreed with the results
found by Al Sagri (2010).

Table 3.1.Percentage shares of economic sectors contributions on GDP from (1970-2014)

Sectors and their Share of | Years

GDP (%) 1970 | 1975 | 1980 | 1985 | 1990 | 1995 | 2000 | 2005 | 2010 | 2015
Oil & gas 68.4 | 672 | 605 |49.0 |46.4 |38.2 |49.9 |49.2 |46.1 | 34.1
Mining & quarrying 0.0 0.0 0.0 0.3 0.3 0.3 0.3 0.2 0.4 0.5
Agriculture & fishing 15.8 | 2.8 2.1 2.3 2.6 2.9 2.2 1.6 1.4 1.6
Manufacturing 0.2 0.3 0.6 2.2 2.9 4.6 5.8 8.6 10.6 | 9.7
Electricity & water 0.09 | 0.2 0.5 0.8 0.9 0.9 1.0 1.7 1.2 1.9
Constructions 8.1 9.8 5.2 6.2 2.3 2.6 2.1 3.8 5.8 7.7
Services® 7.5 19.7 | 31.1 |[393 |446 |505 |387 |349 |345 |445
Total 100 100 100 100 100 100 100 100 100 100

Source: Annual reports of central bank of Oman (various issues), statistical year book (NCSI, various issues)
and Oman development plans reports (various issues).

Regarding the contraction of the tradable sector (manufacturing sector), the market size and
the market foreign competition indexes (values and ranks) gathered from the Global
Competitiveness Index (GCI)°, provided an indication of the size of industries and their
ability to compete internationally. That’s because the market size affects the productivity
since large markets allow firms to exploit economies of scale. So they can compete at
international markets, which become a substitute for domestic markets, especially for small
countries (WEF, 2014).

® Services sector includes: Government services, wholesale and retail trade, Hotels and Restaurants,
transportation, Storage and communication, real estate and Business Activities, financial intermediation, Public
Administration and Defense and other services.

% Competitiveness Index is produced by the World Economic Forum (WEF) since 2005 and provides an insight
into the drivers of the countries productivity and prosperity and it is the most comprehensive assessment of
national competitiveness worldwide. It is defined by the World Economic Forum as a set of institutions, policies,
and factors that determine the level of productivity of a country.
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Table 3.2 shows Oman’s market size ranks and values for the period (2007 — 2014). Whereas
Table 3.3 shows Oman’s foreign competition ranks and values for the same period.

Table 3.2 Oman’s market size ranks and values (2007 — 2014)

Year 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014
Value® 31 [34 |35 [36 |35 [35 [36 |37

Rank 79 |75 |75 |73 |73 |72 |73 |73

Countries 131 | 134 [133 [139 [142 |144 |148 | 144
covered

Source: Global Competitiveness Index (GCI) database.

Table 3.3 Oman’s market foreign competition ranks and values (2007 — 2014)

Year 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014
Value™ 41 |45 |46 |51 |51 |51 |51 |49

Rank 71 |56 |42 |37 |34 |3 |28 |34

Countries | 131 [134 [133 [139 |142 [144 [148 | 144
covered

Source: Global Competitiveness Index (GCI) database.

As clearly shown in both tables

Table 3.2 and Table 3.3 that the values are low and the ranks are high over the period of 2007
to 2014, which give an indication that, the manufacturing sector is small and is still facing
difficulties to compete in the international markets. In order to promote foreign investment,
exports and enhance competitiveness of the manufacturing sector, the government established
the Public Authority for Investment Promotion and Export Development (Ithraa) in 1996.
Overall (Ithraa) aimed to provides prospective foreign investors with information on the
regulatory system and support the government efforts to create new and deeper business ties

10 The value is at scale from 1 — 7, as 7 is the best.
1 The value is at scale from 1 — 7, as 7 is the best.
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with dynamic and fast-growing economies and businesses across the world.It also has been
the custodian for the non-oil export strategy since its inception.

On the other hand, Oman Competitive Industrial Performance(CIP) indexat 2012 was (0.455),
which showed a very good progress in the Industrial competiveness over the last 22 years.
The country rank developed from lower middle competitive in 1990 to the middle competitive
category at 2014.

Table 3.4 shows Oman Competitive Industrial Performance (CIP) index during the period
(1990-2012).

Table 3.4 Competitive Industrial Performance (CIP) index during the period (1990-2012)

Year Rank
1990 103
1992 95
1994 88
1996 87
1998 86
2000 74
2002 67
2004 92
2006 81
2008 71
2010 68
2012 64

Source: Competitive Industrial Performance Report 2014 (UNIDO, 2014)

Finally, in accordance with the labor shift from the manufacturing sector to the services sector
and the resource extraction sector, it is known that the oil sector is capital intensive and not a
labor-intensive and offers only limited employment opportunities (Hidalgo and others, 2007).
That’s because the extraction of oil demands limited numbers of skills and assets that are
more difficult to redeploy in other products (e.g. to master the operation of a drilling rig).
Although, the total number of workers in the oil sector in Oman increased from 7516 workers
in 2006 to 15248 workers in 2015 (NCSI, 2015), it has been found that the percentage they
represent to total workers in all sectors has changed at negligible rate (from 33 percent to 33.6
percent respectively), which give an indication that the shift of labor from non-tradable
sectors to the oil sector was weak (
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Table 3.5).

Table 3.5 Total Number of workers at different sectors

Year Total No. of workers at different sectors
Oil & Gas Manufacture Services™

2006 7516 38664 9197
2007 8292 46302 14968
2008 9260 51212 21316
2009 9115 57536 22858
2010 9569 61274 23753
2011 11519 150316 24488
2012 11958 NA 24018
2013 13223 204206 26156
2014 15248 235872 28466

Source: Statistical year book (NCSI, various issues).

The other factor that reduced the shift of labor to the oil and other resource extraction sectors
is the dramatic increase in the numbers of employees (especially nationals) in the government
sector due to the Omanization®® policy and the relatively high wages and benefits compered to
low wages in the private sector. The percentage of Omanisemployees at the government
sector increased from 63.4 percent in 1990 to 84.5 percent in 2014,

Table 3.6 shows the increase on percentage of Omanis employees at the government sector for
the period of 1990 to 2014.

Table 3.6.Percentage of Omanis and expatriate’semployees at the government sector (1990 — 2014).

1990 | 1995 2000 2005 2010 2014
Total Government employees | 84311 | 110529 | 110498 | 132414 | 163982 | 232980
No. of Omani 53453 | 75712 | 81769 | 109374 | 140369 | 196868
No. of Expatriates 30858 | 34817 | 28729 | 23040 |23613 |36112
Percentage of Omani 63.4 68.5 74.0 82.6 85.6 84.5
Percentage of Expatriate 36.6 31.5 26.0 17.4 14.4 14.4

Source: Statistical year book (NCSI, various issues)

These results agreed with Al Sagri (2010), who found that the number of expatriate
employees in the private sector distributed according to four economic sectors (agriculture
and fisheries, mining and quarrying, manufacturing and construction) did not suggest any
labor movement from the manufacturing sector to the booming sector or to the non-traded
sector. Overall the analysis found that some of the Dutch disease symptoms were exist in the

12 Services sector includes: Government services, wholesale and retail trade, Hotels and Restaurants,
transportation, Storage and communication, real estate and Business Activities, financial intermediation, Public
Administration and Defense and other services.

3 Omanization is a policy implemented by the government since 1988. It aims to provide various opportunities
to increase participation of Omani labor in Oman’s economy and to reduce dependence on expatriate labor. The
Omanization percentage requirements are imposed to the private sector only.
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Oman economy such as; the boom of the service sector coupled with decline in the size of the
agriculture and fisheries sector andcontraction of the manufacturing sector (low
competitiveness of exports at the international markets, although Oman currency exchange
rate has not appreciated).

Political Category
The Implementation of Poor Resource Rents Management Policies

Oman’s case does not support this assumption because the oil revenues were channeled to the
economy through increased government expenditure, increased ability to import capital goods
and higher levels of gross national savings. As mentioned earlier in this chapter that oil
revenues were utilized to develop basic infrastructure, increased the ability to import capital
goods and provide social services that raised the living standards of the citizens. In addition to
implement the policy of saving for investment, which directed to manage the surplus of the
state’s budget and part of the oil revenues (15percent) for domestic and international
investment (State General Reserve Fund (SGRF) in 1980, Oman Qil Company in 1996, Oman
investment fund (OIF) in 2006 and different pension funds for the government employees to
invest inside the country). The gross national saving has increase from less than 700 million
OMR on 1998 to reached 8396 million OMR in 2014, as shown at Figure 3.5.
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Figure 3.5. Gross National Saving (million OMR) from (1998-2015)

Source: Statistical year book (NCSI, various issues).

The presence of weak state institutions

Though there were no specific criteria that determine the institutions quality (Alonso,
2013),and it is still unclear as to what “good institutions” are but a number of organizations,
such as the Political Risk Services Group, the World Bank, the World Economic Forum, have
developed surveys to measure over time the effectiveness of government institutions (Looney,
2009). Tupy and Rohac (2014) indicated that poor governance, inefficient bureaucracies,
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corruption, political stability, transparency and an effective government administration are
pillars towards achieving credible improvements in policies and government institutions.

The Worldwide Governance'® Indicators (WGI) developed by the World Bank provide the
government effectiveness index, which reflects the perceptions of the quality of public
services, the quality of the civil service and the degree of its independence from political
pressures, the quality of policy formulation and implementation, and the credibility of the
government’s commitment to such policies. Its values range from approximately -2.5 (weak)
to 2.5 (strong) governance performance. The voice and accountability indicator measures
various aspects of the political process, civil liberties and political rights. It reflects the
perceptions of the extent to which a country's citizens are able to participate in selecting their
government, as well as freedom of expression, freedom of association, and a free media. The
political stability and lack of violence indicator combines several indicators that measure the
perceptions of the likelihood of political instability and/or politically-motivated violence,
including terrorism.

Whereas, the government effectiveness indicator reflects the perceptions of the quality of
public services, the quality of the civil service and the degree of its independence from
political pressures, the quality of policy formulation and implementation, and the credibility
of the government's commitment to such policies. The regulatory quality indicator focuses on
the economic policies themselves. It reflects the perceptions of the ability of the government
to formulate and implement sound policies and regulations that permit and promote private
sector development. The rule of law indicator reflects the perceptions of the extent to which
agents have confidence in and abide by the rules of society, and in particular the quality of
contract enforcement, property rights, the police, and the courts, as well as the likelihood of
crime and violence. Finally control of corruption indicator reflects the perceptions of the
extent to which public power is exercised for private gain, including both petty and grand
forms of corruption, as well as “capture” of the state by elites and private interests.Oman
governance indicator data for the period 1996 -2014 in all six indicators (Voice and
Accountability, Political Stability and Lack of Violence, Government Effectiveness,
Regulatory Quality, Rule of Law and Control of Corruption) are shown at

Table 3.7.

Table 3.7 Oman governance indicator for the period 1996 —2014".

Year Voice and Political Stability Government Regulatory | Rule of Control of
Accountability and Lack of Effectiveness Quality Law Corruption
Violence
1996 0.57 -0.41 -0.41 1.24 -1.63 -1.16
1998 0.70 -0.26 —0.54 1.26 -1.70 -1.32

“ Governance consists of the traditions and institutions by which authority in a country is exercised. This
includes the process by which governments are selected, monitored and replaced; the capacity of the government
to effectively formulate and implement sound policies; and the respect of citizens and the state for the
institutions that govern economic and social interactions among them.

> The value for each measure is standardized to lie between -2.5 (lowest quality institute) and 2.5 (highest
quality institute), with the world mean of 0.0.
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2000 0.69 —0.02 —0.57 1.23 -1.63 -1.52
2002 0.81 0.19 -0.17 1.42 -1.61 -1.14
2003 0.84 0.43 —0.26 1.39 -1.53 -1.30
2004 0.61 0.29 -0.14 1.38 -1.46 -1.28
2005 0.60 —0.02 —0.13 1.35 -1.44 -1.33
2006 0.73 —0.39 -0.21 1.34 -1.30 -1.23
2007 0.84 —0.24 —0.35 1.36 -1.40 -1.32
2008 0.87 —0.16 —0.16 1.38 -1.40 -1.28
2009 0.85 —0.51 —0.02 1.38 -1.24 -1.42
2010 0.82 —0.96 -0.17 1.37 -1.26 -1.32
2011 0.81 —0.96 —0.10 1.60 -1.25 -1.34
2012 0.80 -1.14 —0.04 1.55 -1.28 -1.30
2013 0.82 -1.35 —0.07 1.55 -1.28 -1.33
2014 0.94 —0.94 —0.17 0.85 -1.10 -1.45

Source: Worldwide Governance Indicators database (WGI).

The analysis of Oman institutional quality in general demonstrated a lower quality institutes,
as only two (Voice and AccountabilityandRegulatory Quality) out of the six government
effectiveness index had positive values, which reflect good but not high institute quality. As
the values of Voice and AccountabilityandRegulatory Quality indicators less than 1 through
the whole period, they are still far away from the classification of strong institutions. This
result supports the finding of Mehrara,Alhosseini and Bahramirad (2008) tested the effect of
oil revenues on the economic growth of 42 oil rich countries over the period 1965 — 2005.
They found that Oman was among 35 oil rich countries®® that had bad institutions structure,
which can lead to the poor long run economic performance. So, the government can put more
efforts to develop that index.

The Presence of Rent-Seeking and Corruption

According to Stoddard (2012) resource curse is closely related to the much broader trend of
rentierism. Rentierism refers to the tendency of elites in closed political and economic
systems to be able to capture excess profits (rents) from highly profitable and easily
controlled industries (minerals, hydrocarbons, tourism etc.) and then, once captured, use these
rents to pay-off supporters and to repress detractors (Ro0ss,1999 and Franke,Gawrich and
Alakbarov, 2009). Mehrara, Alhosseini and Bahramirad (2008) expressed the same as they
declared that rents of natural resources cause economic and political power to be concentrated
among some elites, and these elites would use their rents to satisfy their supporting politicians
and thereby retain their power. This can undermine democracy and decelerate economic
growth. The perceived corruption index (PCI) is used to measure the perceived corruption of
countries. It was first launched in 1995 and it is the most widely used indicator of corruption
worldwide. It uses a scale of 0 to 100, where 0 means that a country is perceived as highly
corrupt and 100 means it is perceived as very clean. Whereas the control of corruption index

18 Countries with bad institutions included: Algeria, Argentina, Azerbaijan, Bahrain, Brunei, Cameroon, China,
Colombia, Congo, Ecuador, Egypt, Gabon, India, Indonesia, Iran, Kazakhstan, Kuwait, Mexico, Nigeria, Oman,
Peru, Romania, Russian Federation, Saudi Arabia, Sudan, Syrian Arab Republic, Thailand, Trinidad &Tobago,
Turkmenistan, United Arab Emirates, Uzbekistan, Venezuela, Vietnam & Yemen.
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provided by the Worldwide Governance Indicators (WGI) and it reflects the perceptions of
the extent to which public power is exercised for private gain, including both petty and grand
forms of corruption, as well as "capture” of the state by elites and private interests. Oman
appear on the perceived corruption index (PCI) reports only from 2003.

Table 3.8 summarizes Oman perceived corruption index (PCI) score and rank from 2003 to
2014.

Table 3.8 Oman perceived corruption index (PCI) (2003-2014).

Year 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012"" | 2013 | 2014
Rank 26 29 28 39 53 41 39 41 50 61 61 64
Score 6.3 6.1 6.3 5.4 4.7 55 55 5.3 4.8 47 47 45

Countries | 133 145 158 163 179 180 180 178 183 176 177 175
assessed

Source: Transparency International.
Both the rank and the scores on

Table 3.8 shows that Oman got worse ranking since 2003 (A noticeable decline in the rank
from its 26" place in 2003 to 64 in 2014). This seems to suggest that the country is still
corrupted and the government needs to put more efforts to improve its rank position by
fighting corruption in the public institutions. The establishment of the State Audit Institution
(SAI) in November 2011 helpedto uncover corruption crimes. In 2013 Oman joined the
United Nations Convention against Corruption (UNCAC) through the Royal Decree No
(64/2013) and ratified on the Arab convention against corruption in May 2014, this is
evidence of the measures taken by the government to move forward in the fight against
corruption, which represents an obstacle to development in the country.

The Development of Authoritarian Regimes and The Presence of Social Conflicts

Although Oman is ruled by a Royal family (Al Said) since 1744, but the authoritarian regimes
does not exist, especially after His Majesty Sultan Qaboos ascended to the throne behind his
father, Sultan Said bin Taimur in 1970. This is because the state, the governing system and the
rights of the Sultan (the ruler) had been detailed on the official constitution of the country
(White Book) which was issued by Royal Decree in 1996. In addition, no case of conflicts or
ambitions for power or resources was recorded especially after the renaissance. In the course
of developing the democratic practices and expansion of the public participation in
contributing to the implementation of the overall development strategy and serve the public
interest a State Consultative Council was established in 1981 to give Omanis greater
participation in decision making in the planning and development of the country's economy
and social services. As an effort to systematize and broaden public participation in
government. In November 1991, Majlis A'Shura substituted the 10-year-old State
Consultative Council, to which the members are publically elected and not appointed by the

" The Corruption Perceptions Index (CP1) was measured on scale of 0 — 10 up to 2011. Then on 2012 the scale
was updated to be from 0 -100.
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government. Later on December 1997 Oman first Parliament (The Council of Oman or Majlis
Oman) was established, it consists of members of the State Council (Majlis A'Dawla) and
Majlis A'Shura. It assists the government in drawing up the general policies of the state. The
Council meets at the request of His Majesty, to study and discuss matters raised by him,
taking all its decisions on the basis of a majority vote (The White Book, 1996). In 2011, a new
law granted the Council of Oman new powers that expand its policy review function to
include approving, rejecting, and amending legislation and convoked for accountability of the
ministers of agencies that provide direct citizen services.

Conclusion

Compared to the poor economic and social conditions that prevailed before 1970, Oil was a
blessing, as the country has seen a wide economic development based mainly on oil revenues,
which led to a marked improvement in development indicators such as health, education and
infrastructure. Oman has been able to achieve undoubted achievements in all sectors and
dimensions of the overall development. The political stability complementing by good
leadership and wisdomof His Majesty Sultan Qaboos, enabled him to utilize the flow of oil
revenues to make a quantum leap in the country. Taking to consideration the risks of
depending on oil as the main source of income and all undesired effects that accompanied its
price fluctuations like distortion of governments spending during low oil price periods, due to
international demand and the political situations, enforced the policy maker to put in place
economic diversification as a priority.

Therefore, different policies have been implemented to diversify the economy as early as the
first five years’ development plan in 1976 and along the subsequent five years’ development
plans and the long-term development strategy (Oman 2020). Although Oman made great
strides in economic diversification, which reflected positively on the GDP slipping share of
petroleum activities of 66 percent of GDP in 2000 to 44 percent in 2014, but different
evidences and indicators shows that Oman is still facing difficulties to diversify its economy
and oil is still the dominant sector.

The results of data analysis of testing the presence of the economic and politicalfactors
(hypothesis) that explained the existence of resource curse, showed the present of three out of
the four economic factors(commodity price volatility, low external linkages of the oil industry
and the Dutch disease) whereas only two out of the five political factors were presented (weak
institution and the presence of corruption). That give indication that resource curse symptoms
still exist in Oman economyand the countrydoes not surmount these effects, especially after
the completion of establishment of most of the country infrastructure.

Finally, Oman can overcome the resource curse through enhancing the role of the different
economic sectors and institutional reforms.In terms of strengthening the regulations and
developing the human resources abilities, that can be accomplished through improving the
education system (to ensure that graduates have the skills needed to thrive in the private
sector) and increasing investment in the human building capacities. In additionto fighting
corruption and enhancing transparency and accountability in all sectors. The hinge axis of the
economic diversification lies on choosing the suitable policy, determine the high potential
sectors that can lead to diversification faster (highly competitive sectors output (products) can
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compete with imported products, able to provide jobs with good wages, sustainable that
depend on renewable resources and not petrochemical resources) to improve the chances for
successful diversification.
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