The Role of Financial Depth and Access to Credit in Mitigating the
Impact of Oil Price Volatility on Economic Development: A PSTR
Approach

Ola Alaa Hussein Al-Darkazali*, Zahra Karimi Takanlou™, Mohammad Reza Salmani
Bishak™, Seyed Ali Aleemran™""

Original Article Receive Date: 2025 Nov 02 Accept Date: 2026 Apr 14 Page: 43-73

Abstract

This study examines the role of financial development in moderating the impact of oil price
volatility on economic development in oil-exporting MENA countries, including Iran, Iraq, the
United Arab Emirates, Qatar, Kuwait, and Algeria. By employing the Panel Smooth Transition
Regression (PSTR) model and analyzing data spanning from 1990 to 2024, the research
investigates the nonlinear and threshold effects of financial development on the relationship
between oil price fluctuations and economic growth. The findings reveal that financial
development has heterogeneous effects across different regimes, classified as low, medium, and
high. In regimes characterized by weak financial development, increases in liquidity and bank
credit directed to the private sector are positively associated with economic growth, whereas
government expenditure and foreign direct investment may have negative or negligible impacts.
Conversely, in regimes with strong financial development, the significance of government
spending diminishes, and the private sector emerges as the primary driver of economic growth.
Across all regimes, oil price fluctuations are found to be statistically insignificant, which may
reflect structural differences in oil dependency, the presence of intermediary economic variables,
and variations in the responsiveness of financial systems across countries. By addressing both
regional and methodological gaps in the literature, this study contributes to a deeper
understanding of the complex interactions between financial development, oil price volatility,
and economic performance. The results provide valuable guidance for policymakers seeking to
design financial and economic mechanisms aimed at enhancing resilience, promoting sustainable
growth, and mitigating the adverse effects of external shocks in oil-dependent economies.
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