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The Balance of Current Account and Its Sustainability in the Shadow of 
Oil Curse: The Middle East Case 
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Abstract 

The current account balance is a crucial indicator which is important for the sustainability of 
economic stability, is considered on a preferential basis in crisis analysis, and is sensitively dwelt 
on since it enhances fragility against external shocks. As a matter of fact, numerous crises 
experienced  (including those in Argentina, Brazil, East Asia, Mexico and Turkey) have proved 
that large current account deficits in emerging economies are a precursor of financial and 
currency crises. 

Sustainability of the current account deficit or surplus is more significant for economies than the 
imbalances in the current account and the dimension of the figures. However, research focuses 
mostly on the sustainability of the current account deficit. Current account deficit, which, in a 
sense, also refers to the sustainability of external debt, is financed by the funds from the current 
surplus countries. Therefore, it is important to question the sustainability of current account 
surplus as well as that of current account deficit. 

Bahrain, Iran, Iraq, Kuwait, Oman, Qatar, Saudi Arabia, and the United Arab Emirates, which are 
exposed to the Curse of Natural Resources, are among the countries with current account surplus 
due to they export oil. The aim of this study is to question the sustainability of the current 
account surpluses of these countries -  which finance the deficits of the countries with current 
account deficits. 

Keywords: Current Account Balance, Current Account Deficit, Current Account Surplus, 
Sustainability of Current Account Balance, The Curse of Natural Recources. 

Öz 

Cari işlemler dengesi, iktisadi istikrarın sürdürülebilirliği açısından önemli olan, kriz analizinde 
öncelikle ele alınan ve dışsal şoklara karşı kırılganlığı artırması nedeniyle üzerinde hassasiyetle 
durulan oldukça önemli bir göstergedir. Çünkü yaşanılan birçok krizler (Arjantin, Brezilya, Doğu 
Asya, Meksika, Türkiye dahil olmak üzere), büyük cari işlemler açıklarının, gelişmekte olan 
ülkelerde finansal ve döviz krizlerinin öncü bir göstergesi olduğunu kanıtlamıştır.  

Cari işlem hesaplarındaki dengesizlikler ve rakamların büyüklüğünden ziyade cari açık veya 
fazlanın sürdürülebilirliği, ekonomiler açısından çok daha önemlidir. Ancak yapılan araştırmalar, 
daha çok cari açığın sürdürülebilirliği üzerine yoğunlaşmaktadır. Bir anlamda dış borcun 
sürdürülebilirliği anlamına da gelen cari işlemler açığı, cari fazla veren ülkelerin fonları ile 
finanse edilmektedir. Bu nedenle, cari açığın yanısıra cari fazlanın da sürdürülebilirliğinin 
sorgulanması önemlidir. 

Doğal Kaynak Laneti (the Curse of Natural Recources)’ne maruz kalan Orta Doğu Ülkeleri’nden 
Bahreyn, Iran, Irak, Kuveyt, Umman, Katar, Suudi Arabistan, ve Birleşik Arap Emirlikleri petrol 
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ihracatçısı olmaları nedeniyle cari işlemler fazlası veren ülkelerdendir. Bu çalışmanın amacı, bu 
ülkelerin -cari açık veren ülkelerin açığını fonlayan- cari fazlalarının sürdürülebilirliklerinin 
sorgulanmasıdır. 

Anahtar Kelimeler: Cari İşlemler Dengesi, Cari Açık, Cari Dengenin Sürdürülebilirliği, Cari 
Fazla, Doğal Kaynak Laneti.  

 

Introduction 

The financial crisis processes that were experienced (Chile in 1981, Finland in 1991, Mexico in 
1994, Thailand in 1997, USA in 2007, Ireland in 2008, Greece in 2010) have shown that the 
current account deficit/gross domestic product rate which may pave the way for a perturbed 
environment should be monitored. Current account, which is such an important indicator, 
measures the net borrowing or lending of a country against the rest of the world in a certain 
period of time (Sachs, 1982: 148) and is therefore a consequence of savings and investment 
decisions (Obstfeld, 2012:2)(Sachs, 1981). Current account balance is the difference between the 
total payables and total receivables of the countries' current accounts. In case the savings are 
greater than the investments, there occurs current account surplus, otherwise there occurs 
current account deficit. A country's current account deficit should be the current surplus of some 
other country or countries (Edwards, 2007: 1). According to Bernanke (2005), the primary 
cause for the US current account deficit is the savings glut in the rest of the world. Current 
account balance is important for measuring the dimension and destination of international 
borrowing. A country, which has a current account deficit, must increase its net external debt by 
the amount of deficit. A country with a current account surplus, on the other hand, finances its 
trade partners' current account deficits by lending them. Current account balance of a country 
equals to the change in net external wealth (Krugman et al., 2012: 330-331). Today, the 
sustainability of current account deficit rather than the current account deficit itself is one of the 
most debated issues. However, in addition to the studies on the sustainability of current account 
deficits in the literature, it is crucial to test whether the current account surpluses are 
sustainable as well. 

1. CURRENT ACCOUNT BALANCE, ITS IMPORTANCE AND SUSTAINABILITY 

The most important account in the balance of payments is the current account. Goods and 
services exported and imported by the economy are recorded in this account. The difference 
between the receivables and payables of the current account is expressed as the current account 
balance (current transactions balance). When the sums of receivables and payables is equal to 
each other, current balance of accounts is in balance. The balance of international payments 
manifests imbalances as either external surplus or external deficit. If the total payer sum is 
greater than the sum of the debtor, this represents the excess of the balance sheet and vice 
versa. The current account deficit may indicate a country's fragility or economic power.  

The current account balance is an significant indicator in the crisis analysis which shows the 
health of an economy. Any imbalance occurring in the form of deficit or surplus is a accepted to 
be the reflection of an underlying problem, indicating the underlying symptoms of the national 
economy (Blanchard & Milesi-Ferretti, 2010: 3). It is for the benefit of the country and even of 
the global economy to remove these distortions and reduce imbalances (Blanchard & Milesi-
Ferretti, 2011: 4). Moreover, the current account balance is also important because it involves 
information on crises that have yet to be met. Current account, which is such an important 
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indicator, measures the net borrowing or lending of a country against the rest of the world at a 
certain term of time, and thus current transactions is the difference between savings and 
investments or exports and imports of goods and services, and current transactions have a 
crucial role as a component of the aggregate demand of an economy. 

Moreover, current account balance is also important for measuring the dimension and 
destination of international borrowing. A country, which has a current account deficit, must 
increase its net external debt by the amount of deficit. A country with a current account surplus, 
on the other hand, finances its trade partners' current account deficits by lending them. The 
current account balance of a country equals to the change in its net external wealth (Krugman & 
Obstfeld, 2003: 302). Therefore, in addition to the studies on the sustainability of current 
account deficits in the literature, it is important to test whether the current account surpluses 
are sustainable as well. 

Current account balance is the differentiation between the total payables and total receivables of 
the countries' current accounts. In case the savings are greater than the investments, there 
occurs current account surplus, otherwise there occurs current account deficit. A country's 
current account deficit should be the current surplus of some other countries The sum of the 
world's current account balance equals to zero (Bernanke, 2005); in other words, a surplus in 
the current account balance of an economy equals to the current account deficit of others. The 
current account deficit of the US, the country with the highest deficit, accounts for the current 
account surpluses of China, the country with the highest surplus, Germany, Japan (Obstfeld & 
Rogoff, 2005: 67) and the oil exporting countries (Figure 1)(Table 1). 

 

Figure 1: Current Account Balances for Selected Countries (in percent of GDP). 

Source: International Monetary Fund, World Economic Outlook Database, April 2013. 

Notes: Estimates start after 2011 for the United States and after 2011 for the United States and 
after 2012 for the remaining countries.  
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Sustainability is defined as the state of external disequilibrium that does not generate economic 
power or non-dynamic, which may cause a trajectory change in the system of economic 
structure and relations (Ekren, 2011: 37). Sustainability of current account deficit means the 
sustainability of external borrowing and is a very important issue for countries with high 
external debt. Another factor enhancing the importance of the issue is that the sustainability of 
current account deficits is among the Maastricht Criteria (Karatay, 2008). The solvency of a 
country affects the sustainability of the current account deficit (Tiryaki, 2002: 8). According to 
the simple definition developed by Zanghieri (2004) and Labonte (2010),  current account 
positions are sustainable as long as foreign investors are willing to finance. Although the current 
account deficit and its sustainability is the issue that attracted the great chunk of scholarly 
interest, it is also important to analyze the sustainability of current surpluses of the countries 
wich fund the current account deficit. Because, a problem that may be experienced in countries 
with current surpluses may cause problems in the funding of the countries with current deficits. 

Table 1: Country Comparison: Current Account Balance (As of 2018) 

No Country Current Account Balance 
1 Germany 304,330,000,000 
2 Japan 191,116,000,000 
3 China 151,984,000,000 
4 Netherlands 89,081,000,000 
5 Korea 86,195,000,000 
6 Taiwan Province of China 81,888,000,000 
7 Switzerland 66,968,000,000 
8 Singapore 61,917,000,000 
9 Russia 48,356,000,000 
14 Iran 23,437,000,000 
23 United Arab Emirates 8,455,000,000 
30 Saudi Arabia 2,815,000,000 
32 Qatar 1,817,000,000 
137 Bahrain -1,472,000,000 
141 Kuwait -1,714,000,000 
176 Oman -9,932,000,000 
179 Iraq -13,595,000,000 
182 France -21,424,000,000 
183 Argentina -23,914,000,000 
184 Mexico -25,236,000,000 
185 Australia -35,055,000,000 
186 Brazil -39,150,000,000 
187 India -40,541,000,000 
188 Turkey -41,468,000,000 
189 Canada -51,194,000,000 
190 United Kingdom -86,575,000,000 
191 United States -528,685,000,000 

 Source: International Monetary Fund (IMF), World Economic Outlook Database. 
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2. CURRENT ACCOUNT BALANCE IN THE MIDDLE EAST 

In this section, the current account balance of Bahrain, Iran, Iraq, Kuwait, Oman, Qatar, Saudi 
Arabia and United Arab Emirates that are oil exporting countries in the Middle East, will be 
examined. These countries have very rich natural resources. And, oil, which accounts for 32.9% 
of global energy demand, is the most important revenue source for these economies. Table 2 
shows the course of oil production in these economies, which are dependent on oil. Table 3 
shows the lowest and highest levels of the current account balance of these countries in the 
1980-2018 period, based on IMF data. 

As can be seen from Table 2, as of 2016, daily production in these countries is 31.5 million 
barrels, that corresponds to 34% of global production which is 92.15 million barrels per day. 

Table 2: Oil Production (2000-2018) 

Thousand	

barrels	

daily 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 

Total 

World 

74934 75174 74962 77676 81012 81908 82519 82330 83067 81284 83325 84027 86229 86570 88721 91547 92023 92649 

Iran 3852 3825 3618 4085 4217 4218 4293 4359 4421 4292 4430 4472 3820 3617 3724 3862 4602 4982 

Iraq 2613 2522 2116 1344 2030 1833 1999 2143 2428 2446 2469 2773 3079 3103 3239 39786 4423 4520 

Kuwait 2244 2186 2028 2370 2520 2668 2735 2660 2784 2499 2560 2913 3169 3129 3101 3065 3145 3025 

Oman 955 956 897 820 780 774 738 710 757 813 865 885 918 942 943 981 1004 971 

Qatar 853 858 803 949 1082 1151 1241 1267 1438 1421 1638 1834 1939 2002 1985 1958 1970 1916 

Saudi 

Arabia 

9470 9188 8907 10141 10458 10931 10671 10268 10663 9663 10075 11144 11635 11393 11505 11994 12402 11951 

United 

Arab 

Emirates 

2660 2561 2439 2722 2836 2919 3098 3094 3113 2783 2915 3285 3430 3543 3599 3873 4020 3935 

Source: Bp. 

 

Table 3: Current Account Balance in Middle East (1980-2017)(%GDP) 

Country Year  
(Minimum) Minimum (%) Year  

(Maximum) Maximum (%) 

Bahrain 1992 -15,189 2007 13,381 
Iran 1992 -14.932 2011 10,57 
Iraq 2004 -24.047 2008 12,69 
Kuwait 1991 -242,19 2012 45,460 
Oman 1998 -22,3 1981 17.8 
Qatar 2016 -4.92 1982 106.836 
Saudi Arabia 1991 -20.833 2005 27.449 
United Arab 
Emirates 

1994 0.05 1980 25 

Source: International Monetary Funf (IMF), World Economic Outlook Database. 
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The dates in Table 3 and the breakage dates determined in the analyses of the sustainability of 
these countries are significant when compared with the dates of Savings and Loan Crisis (the 
1980s), Stock Market Crash (1987), Junk Bond Crash (1989), Tequila Crisis (1994), Asia Crisis 
(1997-1998), Dotcom Bubble (1999-2000), Global Financial Crisis (2007-2008 and General 
Recession in Commodity Prices (1980-2000) (Çiğdem, 2018: 186). 

2.1.BAHRAIN 

The breakages in Bahrain's current account in 1987, 1992, 1998, 2002 and 2009, 2016 between 
1980 and 2018 are noteworthy (Figure 2). Current Account to GDP rate in Bahrain recorded 
13.38% in 2007 with the highest level of all time and -15.19% in 1992, the lowest level of all 
time. Bahrain is ranked 137th in the current balance ranking between countries. (Table 1). 

 
Figure 2: Current Account Balance in Bahrain (%of GDP)(1980-2018). 

 

2.2.IRAN 

Current Account to GDP rate in Iran recorded 10.57 % in 2011 with the highest level of all time 
and -14.93 % in 1992, the lowest level of all time (Figure 3). According to Fotourechi et al. 
(2015), the current account balance in Iran is defined by political and external factors such as 
war, political agreements, 2006 nuclear plans, oil prices, economic and political embargoes 
rather than economic agents (households, firms and state).  Iran is a country which is dependent 
on oil revenues, and this has been the best reason for the West to impose sanctions on Iran's oil 
exports, in order to put more pressure on Iran's people and government (Aghazadeh, 2014: 38). 
Iran, seems to have a surplus of current transactions after 1994, and is ranked 14th among the 
countries with current surplus (Table 1). 

 
Figure 3: Current Account Balance in Iran (%of GDP) (1980-2018). 
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2.3.IRAQ 

Data on Iraq between 1980 and 2001 could not have been accessed. Based on the available data; 
Current Account to GDP ratio in Iraq recorded 12.69 % in 2008  with the highest level of all time 
and -24.05 % in 2004, the lowest level of all time (Figure 4). The breakages in 2004, 2007, 2009 
and 2016 are remarkable. When the current account balance between countries is observed, 
Iraq is ranked 179th (Tablo 1). 

 

Figure 4: Current Account Balance in Iraq (%of GDP) (2002-2018). 

 

2.4.KUWAIT 

Kuwait is a country with a current account surplus in general. Current Account to GDP ratio in 
Kuwait recorded 54.6 % in 1981 with the highest level of all time and -242.19 % in 1991, the 
lowest level of all time (Figure 5). As can be seen from Table 1, Kuwait is ranked 141st in the 
current balance ranking of countries. 

 
Figure 5: Current Account Balance in Kuwait (%of GDP) (1980-2018). 

 

2.5.OMAN 

Current Account to GDP rate in Oman recorded 17.8 % in 1981 with the highest level of all time 
and -22.3 % in 1998, the lowest level of all time (Figure 6). Oman is ranked 186th in the current 
account balance ranking of countries (Table 1). 
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Figure 6: Current Account Balance in Oman (%of GDP) (1980-2018). 

 

2.6.QATAR 

Current Account to GDP ratio in Qatar recorded 106.8 % in 1980 with the highest level of all 
time and -27.3 % in 1997, the lowest level of all time (Figure 7). Qatar is ranked 32nd among 
countries with current account surplus (Table 1). 

 

Figure 7:  Current Account Balance in Qatar (%of GDP) (1980-2018). 

 

2.7.SAUDI ARABIA 

Current Account to GDP rate in Saudi Arabia recorded 27.4 % in 2005 with the highest level of 
all time and -20.8 % in 1991, the lowest level of all time (Figure 8). As can be seen from Table 1, 
Saudi Arabia is ranked 30th in the list of countries that have current account surplus. 

 

Figure 8: Current Account Balance in Saudi Arabia (%of GDP) (1980-2018). 
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2.8.UNITED ARAB EMIRATES 

Current Account to GDP rate in United Arab Emirates recorded 25 % in 1980 with the highest 
level of all time and -0.05 % in 1994, the lowest level of all time (Figure 9). The United Arab 
Emirates is another country with current account surplus. As it can be seen from Table 1, it is 
ranked 23rd in the list of current surplus countries. 

 

Figure 9: Current Account Balance in United Arab Emirates (%of GDP) (1980-2018). 

 

3. SUSTAINABILITY OF CURRENT ACCOUNT BALANCE IN THE MIDDLE EAST 

Since Adam Smith and Ricardo, there is a positive view that economies "blessed" with natural 
resources such as oil can achieve their reconstruction and sustainable growth through these 
resources. However,  the lower growth and worse development rates- when compared to 
countries with less natural resources - witnessed in Africa, Latin America, and the Middle East in 
recent years can be associated with “the curse of natural resources” paradox which refers to the 
negative correlation between natural resources and growth suggested by Auty (1993). To put it 
more specifically, as a consequence of the "oil curse"  suffered by the countries whose economies 
are dependent on oil production, natural resources lead to lower growth, contrary to 
expectations, in these countries. Angola, Congo, Nigeria, Venezuela and some Middle East 
countries are examples of low or minus GDP and prevalent poverty rates despite the opulent 
natural resources these countries have (Badeeb et al., 2016: 3-7). 

Khan and Knight (1983), Milesi-Ferreti and Razin (1998), Bagnai and Manzocchi (1999), 
Calderon et al. (2000), Kandil and Greene (2002), Patrikh and Stirbu (2004), Herrmann and 
Jochem (2005), Erbaykal (2007), Pacheco-Lopez and Thirlwall (2007), Telatar and Terzi (2009), 
Yılmaz and Akıncı (2012) found a causality relationship from growth to current account deficit. 
Tarı and Kumcu (2005) found that current account deficits increase in the periods of high 
growth rate whereas current account surpluses were experienced in the recession periods. 
Bitzis et al. (2008) also found that the increase in national income enhance the current account 
deficit. Lebe et al. (2009) determined that growth is the most significant cause of the current 
account deficit. In his study using 1971-2005 data from 17 Middle East and North Africa 
countries, Aristovnik (2007) found that a 1% increase in growth is associated with 0.44% to 
0.63% improvement in the current account balance. 

There are various researches on the wealth of natural resources - growth - current account 
balance paradox. However, in the literature review, it is observed that there is no ampirical 
study on the sustainability of the current account balance in the Middle East.  
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It is surprising that no such studies were conducted on the region which export oil, has a pivotal 
place in the financing of the global current transactions deficit, and suffer from the  "curse of 
natural resource". From this point of view, Çiğdem (2018) has empirically questioned the 
sustainability of the current account balances of Bahrain, Iran, Iraq, Kuwait, Oman, Qatar, Saudi 
Arabia and United Arab Emirates, which are the oil exporting countries of the Middle East. For 
this purpose, the CAD (current account deficit) to GDP (gross domestic product) data was used 
for the 1980-2016 period obtained from IMF (International Monetary Fund). In the analysis, she 
first applied the ADF and PP unit root analyses that is the first and mandatory step, and 
following this, she administered the two break unit root test. The analyses showed that there 
was a stationary process in Bahrain, Iran, Kuwait and United Arab Emirates. In an other words, it 
is empirically established that the current surplus of these countries is sustainable. 

DISCUSSION 

In today's world, where the sustainability of the current account deficit, which is an important 
precursor of crises, is questioned intensively, it is also substantial to question the sustainability 
of the current account surplus, which contributes to the funding of this gap, by approaching the 
current global outlook from a different perspective. In particular, it is obligatory to test the 
sustainability of the current account balance of the Middle East countries which generally 
achieve a current surplus yet have a fragile economy because their income is based solely on oil. 
Econometric analyses conducted moving from this point of view revealed that the current 
account surplus of Bahrain, Iran, Kuwait and the United Arab Emirates is sustainable. However, 
the fact that oil is the only source of revenue for these countries is dangerous in terms of the 
fragility of their economies. There are three important reasons that make these countries' 
economies fragile; a) Declines in oil prices leading to a reduction in oil revenues. b) Slowdown in 
global growth, mainly in China and India. Economic growth means more energy consumption, a 
slowdown in growth, or a process of recession, which is being discussed and evidenced by data, 
leads to a decrease in energy demand. c) The fact that renewable energy sources are started to 
be preferred in substitute for oil. Nuclear, hydroelectric and renewable resources are expected 
to account for a half of the growth in energy supply over the next two decades. This constitutes 
an important development that will reduce global energy demand. Despite all these possibilities, 
oil, which is the most important source of revenue for the Middle East countries, will continue to 
rise, but the growth rate will gradually diminish. 

It should also be noted that oil reserves are  "exhaustable". Therefore, the dependence of these 
economies on oil should be reduced; for this purpose, the oil revenues should be used wisely and 
the contribution and variety of non-oil sectors to the GDP should be enhanced in the economies 
of these countries that depend solely on oil revenues and that suffer from the "curse of the 
natural resources", or more specifically, from the "oil curse".  
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