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Abstract: Most of oil exporting countries suffers from macroeconomic instability arising from the volatility of
oil revenues. A number of these countries have attempted to address these issues either through savings
schemes or oil stabilization funds, or both. This research investigates the relationship between oil funds and
macroeconomic instabilities. The econometric estimation results from a 26-year panel data set of 11 countries
with oil funds suggest that the effect of fund on instability depend on its quality and just funds with higher
ones lead to reduced volatility of prices and lower inflation as macroeconomics instability index.
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INTRODUCTION generations. Such a fund will reduce the macroeconomic

Historical records about oil-rich countries show that bring the government to save part of oil revenues for
the large resources of oil and gas as a national wealth future generations. The stabilization fund are expected to
have not caused to gain better achievements than institutionalize a range of mechanisms to manage oil
countries without plenty of the resources. Many oil-rich revenue that assist decision-makers to decide how much
countries have showed very weak and unsatisfactory to save, how much to spend, how to save and when to
performance about management and optimum use of their spend. The flow of wealth from natural resources to a
natural resources to develop infrastructures and state is not constant; the price of the resource changes,
competitive advantages. Therefore a part of economic production output varies and resources are discovered
literature during the last three decades was devoted to and exhausted over time. Managing natural resource
explaining of reasons what known as resource curse or wealth  well  takes  fluctuations  into account so that
plenty paradox [1]. when  there  is less natural resource wealth a state can

The mineral-dependent states tend to have higher rely on its savings, built up during a boom in natural
poverty  rates   than  non-mineral  dependent  states. resource wealth.
They also have more corruption, more civil war, more Although, the recent surge in oil prices has lent
military spending, less effective government and more further importance to such oil funds, but they cannot be
authoritarianism. In all above mentioned, given these an unconditional solution. The oil dependent countries
results, they are far from ideal places to live. Oil and need to find a right balance between financing social and
mineral dependence produce a kind of economic growth infrastructure development needs (by spending oil
that offers few direct benefits for the poor; moreover, oil revenues), maintaining       macroeconomic    stability
and mineral dependence make pro-poor reforms of growth (by sterilizing oil revenues) and saving part of oil wealth
more difficult, due to the Dutch Disease. Actually, those for future generations (by saving oil revenues).
economies that have pursued state-led industrialization as Policymakers need to pay close attention to the effects of
an attempt to diversify away from raw materials have higher public spending on the real exchange rate and
actually had a slower movement into manufactures than macroeconomic stability and should make the best
those that pursued open trade policies [2]. strategic use of windfall gains for achieving long-term

Many economists believe that a solution lies in development goals [3]. On the other hand, if the extra
establishing a separate fund outside the budget. The oil revenue from a boom is not managed well this will have a
fund is established and designed to finance the three-fold effect; no savings will accrue, whatever the
government’s budget and save some revenue for future additional  revenue was spent on will be neglected when

instability arising from the volatility of oil revenue and
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there is less revenue to spend and it will be difficult to fund based on contingencies provides less stability,
adjust to the lower income stream. These effects result in because a state cannot be certain of the annual spending
more economic instability. The economic effects of poor amount that will be available to it and must expect
natural resource wealth management can be further fluctuations in available revenue. If, instead, a state uses
exacerbated if a state borrows (e.g. finance from a rule for fund deposits and withdrawals, which is not
international financial institutions) to fund its affected by externalities, the flow of petroleum revenue
unsustainable consumption and generates unmanageable can be more stable.
debt. Moreover, transparent management of oil revenues
is an indispensable requirement to make sure the money Financing the State Budget: Oil Fund is also a financing
is well spent [4]. fund, which is a fund that provides a source of revenue to

In this paper we will seek to investigate and analyze fund a state’s budget. When the Budget is in deficit, a
the impact of oil funds in reducing macroeconomic withdrawal from the Fund is made to finance the Budget
volatility in the oil-rich countries. To this purpose, we will gap. Such a mechanism assumes there is enough revenue
introduce the sovereign Wealth Funds (oil funds) in the in the oil fund to finance that gap and relies on the good
second section. In the third section we will investigate the governance of other institutions to ensure the Budget is
empirical and theoretical literature on this issue and not increased because the oil fund has the revenue to
reasons for the establishment of fund. The fourth section finance it. If a fund’s sole purpose is to finance the State
will be devoted to introduce the econometric model and budget then the only withdrawals from such a fund would
data. We will estimate empirically the impact of funds on be to the Budget. Such integration between oil Fund and
decreasing macroeconomic instability. Sixth section the Budget provides a robust mechanism that can
concludes. facilitate monitoring of oil revenue and enhance

An Introduction to National Wealth Funds and Oil Funds:
Natural resource fund is an institution and a mechanism Saving for the Future: Oil fund  can  also be  described
that  distinguishes   natural   resource   revenue  from as  a  savings  fund.  A  savings  fund is designed to
other revenue. Where no oil fund exists, to determine how assist   the    Government   to   create   a  store of wealth
much revenue is received from the exploitation of for   future  generations.   The   rationale  for saving is
petroleum resources, let alone how the revenue is spent that   all    non-renewable   resources   are  finite and,
(or misspent), particularly where institutions are weak, is based  on  that  rationale;  a  state must recognize and
more difficult (and in some cases impossible). plan for the eventual decline  and  exhaustion of this

In this way, an oil fund can support fiscal discipline natural resource  income. A savings fund has the
and the preamble of oil fund Law states ‘The oil  fund potential to meet the needs of both current and future
shall  be a tool that contributes to sound fiscal policy. generations [4].
This section explores three objectives of oil fund Law In addition to the three highly important roles
aims to achieve; stabilizing the flow of petroleum revenue, mentioned above, funds provide the following objectives:
financing the State budget and saving some petroleum
revenue for use in the future. Investing the funds resources abroad might have

Stabilizing the Flow of Petroleum Revenue: An oil Fund appreciation in periods of rising oil revenue.
may serve to stabilize the flow of revenue by insulating Stabilization funds serve as a tool of sterilization, an
the Government and the economy, from revenue shocks instrument that prevents the excess injection of
that arise from the unpredictable nature of resource revenues into the stream of government spending [5].
extraction and oil prices. Instead, this volatility and The oil funds have been established to guarantee
uncertainty is transferred to the oil fund and the State intergenerational equity, strengthen demand
uses a mechanism to limit expenditure. In this way a state management and maintain competitiveness.
can reduce the risk of  ‘Dutch  disease’  or  volatility  in Stabilization funds have contributed to enhancing
the exchange rate, because revenue is not spent as the effectiveness of fiscal policy by making budget
quickly (or slowly) as it comes. Such funds are often expenditure less driven by revenue availability [6].
referred to as ‘stabilization funds’. Such funds operate in Well designed NRFs may contribute to transparency
response to external factors, so they could quickly and good fiscal policy by setting benchmarks against
accumulate revenue, or are rapidly exhausted. Thus, a which governments may be assessed [5].

transparency and accountability.

contributed to dampening real exchange rate
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Oil fund can contribute  to  economic  development inexperienced civil services may find it difficult to identify
to the extent that fiscal policy and expenditure which public sector projects will yield a satisfactory social
strategy   are   well   determined   and  well  carried and economic return [13].
out [7]. Engle and Miller (1993) alluded to their bluntness as

It can be revealed that there are four essential that central bank reserves, the exchange rate policy regime
reasons in the origin of establishment of oil funds: and/or monetary policy may be better options [14].

Appreciation of real exchange rate Venezuela, The state of Alaska, Kuwait and Oman have
Fiscal and budget discipline been established to ensure intergenerational equity,
Saving for future generations strengthen demand management and / or maintain
And economic stability competitiveness. The result of their experience has been

Empirical and Theoretical Literature: In recent years in the variety of objectives attached to the funds, the
the economic theories, growing literature has been challenges in adhering to the operational rules, the
emerged about revenues of natural resources and their institutional set up and the soundness of the overall fiscal
impacts on the economy of natural resources-rich policy. Chile fund can be regarded a successful
countries as the "resources curse”. The basic idea is that arrangement. Budget expenditures have not closely
natural resources-rich countries have generally lower followed revenue availability [6].
economic growth than non-natural resources-rich Engle and Valdes (2000) in their paper develop simple
countries in long term. guidelines for fiscal policy in oil producing countries,

Oil resources are the obvious example of the natural focusing on three issues: intergenerational oil
resources. Oil revenues have caused economic problems distribution, precautionary saving and adjustment costs.
in majority of oil-rich countries. The optimal use of oil A stabilization fund is an asset accumulation account that
revenues in the development process of the third world has the objective of stabilizing a especial variable such as
countries is one of the main concerns and important government spending. For this aim, stabilization funds
challenges of oil-exporting countries especially after the have a set of rules. The rules should be such that, in
first and the second shocks of the oil in 1973 and 1979 and combination with other sources of fiscal saving and
subsequent volatility. Exogenous features of the shock credit, they implement the optimal fiscal strategy [15].
are resulted in unanticipated windfall and massive income NRFs in most developing countries are commonly
in the period of internationally increasing oil prices. In the afflicted by technical, institutional and political
other period, the negative shocks have caused intense weaknesses. These weaknesses are often inter-linked.
decreasing of foreign exchange earnings and government However, well-designed NRFs may contribute to
revenue sources. Such the situation caused that these transparency and good fiscal policy by setting
countries solve the problems to reduce the negative benchmarks against which governments may be assessed.
imposition and exogenous results of shocks and The empirical evidence on the effects of NRFs on
strengthen economic stability. expenditure-smoothing and fiscal stabilization is

Economists have traditionally considered ambiguous. According to time-series data found that
shortcomings of domestic savings, foreign exchange and government expenditures are less related to revenues in
fiscal resources as binding growth constraints in countries with NRFs than those without. Anyhow,
developing countries. In this context, oil booms can help measures of causality show that the funds did not have
alleviate such shortages and facilitate economic growth. an identifiable impact on government spending.
Anyhow, countries with oil resources have done far less As argued, NRFs do not necessarily guarantee
well than oil importers [8-12]. The so called “Dutch prudent management of windfall revenues. National
disease” effects created by an appreciation of the revenue funds are neither an easy nor necessarily
currency caused by the net inflows from the export appropriate solution to the fiscal policy issues faced by
receipts of the natural resource have been widely natural-resource-rich countries.  In  most  natural
discussed. Developing countries often face an resource-rich countries  the absence of influential
“absorption” problem, where the benefits from such political-economic incentives for prudent fiscal
investments decline when various supply bottlenecks management are the primary causes for poor revenue
result in higher prices rather than higher output. Also, management.

instruments of macroeconomic policy and have discussed

The oil funds in Norway, Chile (copper) and

so far mixed, with differences among countries reflecting
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On the whole, oil fund rules do not deal with when world oil prices are high and distributes money
spending or deficits of the government, although the when oil prices are low. The effect of oil price volatility on
overall objective of an oil fund is to stabilize public the Bolivian economy is evaluated in a CGE model and the
finance. Under an oil boom, its key purpose is to smooth advantages and disadvantages of a Stabilization Fund are
out public spending by setting aside a part of soaring oil analyzed [17].
revenues outside the budget. In the absence of liquidity Clemente et al. (2002) Used a general equilibrium
constraints, the government could borrow (from domestic model, they assessed the effectiveness of the Venezuelan
and external sources) or withdraw accumulated assets to stabilization fund in reducing macroeconomic volatility in
increase spending, even if a part of oil windfalls is the presence of price shocks in international oil markets
accumulated in an oil fund. The problem can further be and contrast the results with two other configurations of
complicated because an oil boom can make government the stabilization fund. The decreased volatility does
borrowing  easier   through  improved  credit  ratings. require accumulating more resources in the stabilization
Only when an oil fund is well integrated within the budget fund. However, that the reduction in macroeconomic
and managed under an overall fiscal framework with a volatility resulting from the fund activity does not
strong fiscal discipline can an oil fund attain its necessarily translate into less volatility in producer prices
objectives. With strong aggregate fiscal discipline, oil for all sectors of the economy. The tradable sector
exporters  can  manage  windfall  revenues even without experiences less volatility, while the non-tradable sector
an oil fund. suffers from higher volatility, both for positive and

They find that some oil fund countries do exhibit a negative price shocks. For the petroleum sector, the
more restricted expenditure reaction in response to stabilization fund reduces petroleum sector revenue
resource revenue volatility than non-oil fund countries, volatility if measured in dollars, while in domestic
but they also perceived that the establishment of an oil currency revenue is more volatile [18].
fund does not influence the relationship between Devlin and Lewin, (2002) report on preliminary
government spending and resource export  earnings. empirical proof (panel data for 71 countries 1970-2000)
They ascribe their result to the presence of self- which shows resource funds are correlated with
selection—countries that set up oil funds may be more decreased government spending as a percentage of
prudent to start with, thus it would be inappropriate to output and higher investment shares. However, the
attribute their good performance to oil funds. However, results also suggest that as the size of the fund increases,
they also acknowledge that in some cases oil funds may the impact on budget surpluses may be negative [19].
have helped maintain cautious policies [16]. Most studies focus narrowly on the fiscal

Davis et al. (2001) report that their econometric benefits—the role that oil funds play in reducing fiscal
evidence offers that in some countries with such funds, instability in the face of volatile international oil prices.
expenditure have tended to be less correlated with Countries facing such constraints may place a high
changes in non-resource export earnings than in those premium on liquidity. The result is ambivalent—oil funds
without funds “ … although this experience is not have limited fiscal benefits and are largely redundant;
uniform.” They also recognized the creation of a fund had instead, these benefits could be achieved by improving
no identifiable impact on government spending [2]. fiscal policy and administration. Furthermore, these

They concluded, “… countries with more prudent studies find it difficult to ascertain the impact of oil funds
expenditure policies tended to establish an NRF [natural from that of the overall policy environment or other
resource fund], rather than the NRF itself leading to country attributes [20].
increased expenditure restraint.” Also they established In Azerbaijan and Kazakhstan, according to
that in many cases integrating the fund into the overall Wakeman and van Selm (2003), the setting up of an oil
fiscal policy “has proven problematical and despite the fund enabled the authorities to disentangle tax-related
operation of a fund, the stabilization of expenditure has decisions from the availability of easy oil money and
remained elusive. allowed an increase in public expenditures to enhance

Andersen and Faris (2002) in their paper calculates productivity in the non-resource sectors [21].
the likely range values for the revenues that Bolivia will Asfaha (2007) argues that some governments in
derive from natural gas exports, as well as the likely developing countries heavily depend, either directly or
variation from year to year. Based on these calculations indirectly, on the export of a  few  primary  commodities
we design a Stabilization Fund, which accumulates money for  revenues.  The  booms   and   busts    in   commodity
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prices  are asymmetrical both in duration and amplitude. are the condition sine qua non of the efficient functioning
If government expenditures closely trace government of an oil fund. Besides, the time which has passed since
revenues, the conclusion is fluctuations in government its constitution is not too enough to have a solid
expenditure. Those expenditures that closely trace judgment about the NFRK’s efficiency but even so one
revenues patterns are, among others: “go-stop” public can say that, sterilizing oil income, the Fund has started to
investments; excessive investment on hastily executed show its firs positive impacts on Kazakh economy [7].
and low-return projects; expenditure entrenchment; debt Aizenman and Glick (2008) put forward their argument
accumulation; a loss of competitiveness in manufacturing by the question of what about the role of national
(i.e., the Dutch disease effect); a weakening of institutions governance? Do countries with high or low governance
and systems that support innovation and entrepreneurial tend to establish SWFs? To answer this question, we use
development; and weak transparency and accountability. the Worldwide Governance Indicators constructed by
He argues the paradox of low economic growth in several Kaufmann, Kraay and Mastruzzi (2007)  which  capture
resource-rich countries and highlights the causes of this key dimensions of governance for individual countries
paradox. He discusses the role, from a theoretical  angle, [24, 25].
of national revenue funds (NRFs) as tools for revenue Gary (2008) argued for the importance of minimizing
stabilization and intergenerational equity. He introduces leakages and ensuring transparency, accountability and
and briefly discusses the factors that determine the oversight at each stage of the petroleum value chain.
success or failure of NRFs, with an emphasis on the These two policy objectives are mutually reinforcing.
political economic incentives of government expenditure. Transparent information can be used for both formal and
NRFs in some developing countries are afflicted by poor informal enforcement of the law, but the tools to use it
design [22]. have to be in place. Investigative and judicial arms of the

Shabsigh and Ilahi (2007) believe that while the view government must be independent and capable of
that oil funds are mostly fiscal instruments that provide prosecuting wrongdoing. The information disclosed
fiscal self-insurance is common, their role as instruments should be used to encourage good governance and
of macroeconomic sustainability has received only debate among stakeholders. The right laws and
cursory attention. Some have alluded to their bluntness as institutions, such as petroleum revenue laws, oil funds or
instruments of macroeconomic policy and have discussed freedom of information legislation, can and should be put
that central bank reserves, the exchange rate policy regime in place, internal constituencies and external incentives
and/or monetary policy may be better options. As they are vital to ensure that short-lived oil booms will serve the
argue below, this opinion is narrow and overlooks the development goals we all share [26].
potential role of oil funds as instruments of Cueva (2008) discussed oil-related fiscal policies,
macroeconomic stability. This paper argues that a broader stabilization funds and options in Ecuador. It reviews
focus is needed in judging the effectiveness of such existing schemes, describes fiscal trends and underlying
funds. They test whether oil funds help reduce vulnerabilities and offers trends and prospects  for  the
macroeconomic volatility. The econometric estimation oil-related funds and fiscal accounts. Assessing the
proceeds from a 30-year panel data set of 15 countries weaknesses of the fiscal stabilization framework, it offers
with and without oil funds suggest that oil funds are suggestions for improving efficiency in the use of
associated with reduced volatility of broad money and exceptional fiscal revenues. It calls for enforceable fiscal
prices and lower inflation. Nevertheless, there is a responsibility rules, an enhanced accountability for oil
statistically weak negative association between the revenues and the budget process, market mechanisms to
presence of an oil fund and volatility of the real exchange hedge against oil price volatility and a strengthened
rate [23]. planning and prioritization of public investment [27].

Sorhun (2007) in his study tries  to  reveal  the  effects Merlevede (2009) developed and estimated a small
of the Kazakh Oil Fund on monetary budgetary and macroeconomic model  of  the  Russian  economy. The
macroeconomic  stabilities  of   the   country  through model is tailored to analyses the impact of the oil price,
time-series regression analysis. To do it, he tests also to the exchange rate, private sector confidence and fiscal
what extent an oil fund works in a transition country. An policy on economic performance. The simulations suggest
oil fund is not a “magic wand” but is only an institution that a  considerable  part  of Russia’s current
which supports decision mechanism of disciplined macroeconomic success is due to the gradually increasing
governments. It would be not true for now to expect that oil price, but also that the Russian economy is still
a transition country, like Kazakhstan, has a strong vulnerable to downward oil price shocks. They
institutional structure and transparent governance which substantiate two mechanisms that mitigate the effects of
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oil price shocks on the Russian economy, namely the V  = X'  + 
stabilization brought by the OSF and the Dutch disease
effect. We also find  however  that  the  economy is Where X  consists of observed covariates and  is a
vulnerable to shocks in confidence, as the negative effect residual uncorrelated with X . The macro volatility with an
on real GDP of a shock in private sector confidence is oil fund could then be written as:
comparable in size to the effect of a large negative oil price
shock, although the transmission of both shocks runs V  = V  + 
along different channels. The fiscal policies of the Putin
administration, that reveal themselves in changed oil price Where is the key coefficient of interest, capturing the
elasticity of revenues and expenditures, temper economic effect of an oil fund on volatility and is hypothesized to
fluctuations caused by oil price shocks, but their effect on be negative. With the use of a dummy variable D  which
real GDP is dominated by the effect of a shock in private takes on a value of 1 if an oil fund is in present and 0
sector confidence [28]. otherwise, we can obtain:

Lucke (2010) reviewed the operational rules and
performance of the two funds and compare them to V  = X'  + D  + 
Norway’s Government Pension Fund Global. The key
challenges are to stabilize government expenditures Sample countries and the date of fund establishment
despite volatile resource  prices,  build  up  a   capital can be seen in Table 1.
stock to draw on after the resource is depleted and to In this study, model variables are specified as
save and  spend  resource   revenues  transparently. follows:
They conclude that the institutional framework of a
resource fund may indeed enhance transparency and Dependent Variable: Inflation rate (as a proxy for
public  scrutiny,  limit   discretionary    control  and macroeconomic instability)
sustain  public support for long-term savings of resource
revenues [29]. Independent Variables

Kotter (2011) examined investment strategies of Money growth rate based on broad money
sovereign wealth funds (SWFs), their effect on target firm Oil price growth rate based on Brent index
valuation and how both of these are related to SWF Real GDP growth rate
transparency. They found that SWFs prefer large and Dummy variable for fund (D)
poorly performing firms facing financial difficulties. Their
investments have a positive effect on target firms’ stock In this research we investigate fund effects on
prices around the announcement date but no substantial volatility by use of dummy variable (D) that takes on 1 for
effect on firm performance and governance in the long countries with oil fund and zero otherwise.
run. They also found that transparent SWFs are more
likely to invest in financially constrained firms and have Quality of Fund: We use Truman (2008) data about the
a greater impact on target firm value than opaque SWFs. national   wealth    funds.    Truman    introduces   four
Overall, SWFs are similar to passive institutional sub-indexes to evaluate different dimensions of the fund
investors in their preference for target characteristics and quality:
in their effect on target performance and SWF
transparency influences SWFs’ investment activities and Accountability and transparency of the fund in its
their impact on target firm value [30]. investment strategy, investment activities, reporting

It should be mentioned that all the studies conducted and audits;
on this subject emphasized that effectiveness of Structure of the fund, including its objectives,
establishing the funds highly depends on the form and finance treatment and whether it is separate from the
the kind of fund, its role in politico-economic structure, its country’s international reserves.
judicial independence, its relationship with government, Behavior of the fund in managing its portfolio and in
the principles over the management of the fund and its the use of leverage and derivatives
enforcement and similar things. Governance of the fund, including the roles of the

Models and Data: Assume a country’s macro volatility follows guidelines for corporate responsibility and
without an oil fund is given by: ethical investment behavior;

j 1 j
NF

i i

i

j j
F NF

F

j 1 j j
f

government and the managers and whether the fund
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Table 1: Quality of the fund in sample countries

Country Establishment date Fund structure Fund governance Fund Accountability and Transparency Fund behavior Overall rank

Norway 1996 94 100 100 67 92
Kazakhstan 2000 88 60 64 33 64
Kuwait 1953 75 80 41 0 48
Mexico 2000 69 20 43 50 47
Algeria 2000 56 40 11 17 27
Iran 1999 50 20 18 20 23
Venezuela 1998 50 0 18 0 20
Oman 1980 50 0 18 0 20
Brunei 1983 31 0 25 0 18
UAE 1984 44 10 7 0 15
Qatar 2003 34 0 4 8 9

Table 2: The results of estimation based on Panel data

Explanatory variables 1 2

Intercept 7.1  (1.8) 6.1  (1.8)*** ***

money growth rate 0.24  (0.05) 0.23  (0.06)*** ***

Real GDP growth rate -0.17 (0.11) -0.24  (0.13)**

CPI growth rate with lag 0.33  (0.09) 0.36  (0.08)*** ***

Oil price growth rate 0.07  (0.03) 0.08  (0.04)** **

dummy variable for fund (D) -7.62  (2.29) -***

Interaction term (D* fund quality) - -0.13  (0.05)**

Number of countries 13 11
0.53 0.51

Leamer F statistic 54.21 44.10*** ***

Hausman test statistic 24.91 37.15*** ***

Note: The numbers in parenthesis indicate the standard error and ***, ** and * is significant at 1%, 5% and 10%.

In addition, Truman offers an overall score for each The results indicate that inflation or macroeconomic
fund, expressed as a percent of the number of possible volatility index is significantly lower by 7.62%, ceteris
points for each fund in the four categories [31]. We use paribus, for periods with oil funds. In other word,
overall rank for fund as a proxy of the fund quality in the establishment of oil fund decreases instability or inflation
econometric model. The statistics of the variable for significantly. The interaction term of the oil fund dummy
sample countries are shown in the Table 1. (D) with the fund quality index enters negative and

Empirical Results: To test the nature of association reducing volatility depends on the fund quality. Indeed,
between the variables while avoiding any spurious the effectiveness of oil funds is conditional on their
correlation, we test for trend stationarity the variables. quality. The coefficient for interaction term indicates
With a null of non-stationary, the test  is a   residual those funds with high quality decrease inflation or
based test that explores the performance of four different macroeconomic instability index much more than the ones
statistics. Together, these four statistics reflect a with weak quality. Moreover, other variables have
combination of the tests used by Levin-Lin (1993) and Im, expected effects on inflation rate.
Pesaran and Shin (1997). The test results (not reported for
brevity) indicate that all variables are stationary [32, 33]. CONCLUSION
The results of the model  estimation  are  reported in
Table 2. Based on Hausman (1995) test statistic, the model In an oil exporting country, oil price volatility could
was estimated using fixed effects method. The effects of have been led to macroeconomic instabilities. Sharp
fund on volatility (proxies by inflation) are evaluated by changes in oil prices can affect monetary aggregates
the coefficient of dummy variable (D) that takes on 1 when through volatility in external inflows, as well as fiscal
oil fund is present and zero otherwise [34]. responses to the shocks. The monetary impact can in turn

statistically significant, implying that fund effects on
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lead to price and exchange rate volatility. To reduce the 8. Gelb, A.H. and Associates, 1988. Windfall gains:
macroeconomic instability arising from the volatility of oil
revenues as well as inducing the governments to save
part of oil revenues for future generations, oil funds have
become  increasingly popular in oil exporting countries.
Oil funds could help mitigate the transmission of oil price
shocks to harsh changes in money aggregates, prices and
exchange rates. When some sterilization in response to an
oil price hike is conducted through oil funds, there are a
lesser demands on monetary policy. When the exchange
rate is the nominal anchor and the policy burden lies with
the fiscal authorities, building up or drawing down stocks
of the oil fund can be particularly effective in achieving
macroeconomic stability. This research argues benefits
that oil funds bring to oil exporting countries, examining
whether oil funds help to reduce macroeconomic volatility
or not. The econometric estimation results from a 26-year
panel data set of 11 countries with oil funds suggest that
on average, oil funds are associated with lower instability
( proxies by inflation). But, with adding fund quality as
explanatory variable to model, the effect of fund on
instability is conditional on its quality. Just funds with
good quality succeed in lower instabilities.
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