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Abstract

This study investigates the impact of natural resource rents on financial
development in selected MENA (Middle East and North Africa) countries
over the period Y+ + +—Y + YY using the panel ARDL model. The results indicate
that in the short run, an increase in natural resource rents negatively affects
financial development, which may be attributed to excessive dependence on
resource revenues and the weakening of non-oil sectors. However, in the long
run, the adverse effects are mitigated. Proper management of natural resource
revenues and investment in financial infrastructure can contribute to
strengthening financial development. The findings also reveal that trade
openness has a positive and significant effect on financial development.
Expansion of international trade and foreign investment inflows, facilitated by
access to advanced technologies, enhance the financial performance of
MENA countries. Conversely, increasing urbanization exerts a negative
impact on financial development, as it places additional pressure on public
financial resources to meet infrastructure and urban service demands, thereby
limiting investment opportunities in the financial sector.

Introduction

Natural resource rents remain a focal point in economic research on
developing countries, particularly those with high dependence on extractive
sectors such as oil, gas, and minerals. While these resources can significantly
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contribute to economic growth, over-reliance on them often exposes
economies to extreme revenue fluctuations, fiscal instability, and sectoral
imbalances. This phenomenon, widely referred to as the "Dutch disease,"”
implies that resource-rich countries may face increased inflation, reduced
economic diversification, and wvulnerability to global commodity price
volatility.

In this context, the financial sector plays a pivotal role in ensuring sustainable
economic growth. As a critical conduit for allocating capital and transmitting
financial signals, a well-developed financial system can support productivity
and investment across economic sectors. However, in resource-dependent
economies, the influx of unearned revenues may weaken the incentive
structures for financial sector expansion and hinder the development of non-
resource industries. This study investigates the implications of natural
resource rents on financial development in selected MENA countries,
recognizing the dual potential of resource wealth to either enhance or
undermine financial structures depending on governance quality and policy
choices.

Methods and Material

This study employs the panel Autoregressive Distributed Lag (ARDL)
modeling approach to analyze the long-run and short-run relationships
between natural resource rents and financial development across selected
MENA countries during the Y+« +—Y «YY period. The dataset incorporates key
macroeconomic indicators including trade openness, urbanization rates, CO-
emissions, and total natural resource rents, which are expressed as a
percentage of GDP. Financial development is measured through composite
indices reflecting depth, access, and efficiency of financial institutions and
markets.

The choice of the panel ARDL method accounts for potential heterogeneity
among countries and allows for dynamic interaction among variables over
time. Unit root tests (including panel ADF and PP statistics) were conducted
to ensure stationarity of the variables, followed by co-integration analysis to
validate the existence of long-run equilibrium relationships. Diagnostic tests
confirm model adequacy, and the empirical estimations are interpreted both
statistically and in relation to regional economic structures.

Results and Discussion

The empirical findings reveal that in the short term, an increase in natural
resource rents has a statistically significant negative impact on financial
development. This effect is primarily attributed to overdependence on
extractive revenues, which suppresses incentives for diversifying the financial
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sector and developing non-resource industries. Furthermore, the political
economy of rent distribution in resource-rich MENA countries may also
hinder financial market reforms and institutional strengthening.

However, in the long run, the adverse impact of natural resource rents
becomes statistically insignificant or attenuated, suggesting the potential for
mitigation through effective governance, strategic investment in financial
infrastructure, and economic diversification policies. Trade openness emerges
as a robust positive determinant of financial development, indicating that
integration into the global economy through export and import expansion
fosters financial system efficiency and depth.

On the contrary, rising urbanization levels exert a negative influence on
financial development. This relationship may be explained by the fiscal
pressures imposed by growing urban populations, including infrastructure
demands and public service provision, which may divert resources away from
private sector financing and institutional development. These findings
highlight the complex interaction among structural variables and underscore
the need for nuanced policy responses tailored to the resource-finance nexus.

Conclusion

This study concludes that natural resource rents, while posing risks to financial
development in the short run, can be strategically leveraged to support long-
term financial sector advancement, provided that revenue management is
transparent and aligned with investment in financial infrastructure. The
findings emphasize the importance of trade openness as a facilitator of
financial sector growth and caution against the unregulated expansion of
urbanization without parallel strengthening of financial institutions.

Policymakers in MENA countries are urged to adopt fiscal frameworks that
stabilize resource revenues, promote financial inclusion, and diversify
economic activities beyond the extractive sector. The complex and sometimes
contradictory impacts observed underscore the need for comprehensive
resource governance strategies that integrate financial development goals.

Keywords: Natural resource rents, Financial development, MENA
countries, Panel ARDL
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