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Abstract

In light of the growing challenges facing developing and rentier economies, the
issue of financing budget deficits through public debt has assumed a prominent position
in the concerns of economic policymakers and macro-financial analysts. This study aims
to shed light on this issue from a comparative analytical perspective, encompassing eight
Arab countries divided into two groups: oil-producing countries such as Iraq, Saudi
Arabia, Algeria, and Libya, and non-oil-producing countries such as Jordan, Lebanon,

Egypt, and Syria, over the period from 1990 to 2024.

The study adopted quantitative analysis using dynamic panel data models to
examine and understand the relationship between fiscal deficit and public debt, and to
assess the influence of other macroeconomic variables such as monetary issuance,

inflation, government spending, and GDP on fiscal sustainability in these countries.

One of the most significant findings of the study was the existence of a long-run
relationship among the core variables. The Pedroni cointegration test revealed that these
variables move in a common long-term path, despite differing short-run dynamics.
Furthermore, the Levin, Lin & Chu unit root tests indicated that all variables are non-
stationary at level but become stationary after taking the first difference, which supports

the validity of using dynamic estimation models.

When estimating these relationships using the PMG, MGE, and DFEE models, the
Pooled Mean Group Estimator (PMG) demonstrated superior statistical performance
according to the Hausman test, making it the adopted model for analyzing the
relationships among variables. The PMG results reflected a general trend across the
sample, indicating a statistically significant and positive impact of public debt on the
fiscal deficit—particularly in non-oil countries that suffer from resource constraints and
lack economic diversification. For instance, Iraq recorded the highest long-run coefficient
among oil-producing countries, with a debt-deficit elasticity of 0.482. Lebanon and Syria
also showed high values, at 0.497 and 0.489 respectively, signaling inefficient debt

management and the tendency to allocate debt to current rather than capital expenditures.

On another front, the analysis revealed that inflation exerts a negative effect on the
deficit, which may be explained by the erosion of the real value of public debt or a relative

improvement in tax revenues during inflationary periods—though this often entails



significant social costs. Both monetary issuance and government expenditure showed a
positive impact on the deficit, consistent with economic theory that suggests an expansion
in the money supply or public spending, without sustainable revenue sources, leads to a

widening fiscal gap.

The study also highlighted structural differences between oil and non-oil
economies, not only in terms of funding sources but also in their financial resilience
during crises. While oil-rich countries have a margin for financing through reserves and
sovereign wealth funds, non-oil countries rely heavily on internal and external borrowing,
which is often conditional upon implementing austerity reforms that exacerbate social

burdens.

In analyzing the impact of public debt on financial stability, the models indicated
that debt accumulation—especially when directed towards current expenditures—does
not lead to fiscal sustainability but rather increases financial risks. This was particularly
evident in Lebanon and Syria, where deficit financing contributed to high inflation rates,

decreased purchasing power, and currency collapse.

In conclusion, the study emphasizes the need to reconsider public debt management
policies and to shift from consumption-based borrowing to investment-oriented debt that
yields sustainable returns. It also recommends enhancing transparency and efficiency in
public finance management, expanding the tax base, and adopting flexible fiscal policies
rooted in economic diversification—especially in oil-exporting countries that remain
vulnerable to energy market volatility. For non-oil countries, prioritizing tax reform and
institutional governance remains essential to achieving financial stability and reducing

the risks of excessive indebtedness.
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ABSTRACT

In light of the growing challenges facing developing and rentier economies, the issue of financing budget
deficits through public debt has assumed a prominent position in the concerns of economic policymakers and
macro-financial analysts. This study aims to shed light on this issue from a comparative analytical
perspective, encompassing cight Arab countrics divided into two groups: oil-producing countries such as
Iraq, Saudi Arabia, Algeria, and Libya, and non-oil-producing countries such as Jordan, Lebanon, Egypt, and
Syria, over the period from 1990 to 2024. The study adopted quantitative analysis using dynamic panel data
models to examine and understand the relationship between fiscal deficit and public debt, and to assess the
influence of other macroeconomic variables such as monetary issuance, inflation, government spending, and
GDP on fiscal sustainability in these countries. One of the most significant findings of the study was the
existence of a long-run relationship among the core variables. The Pedroni cointegration test revealed that
these variables move in a common long-term path, despite differing short-run dynamics. Furthermore, the
Levin, Lin & Chu unit root tests indicated that all variables are non-stationary at level but become stationary
after taking the first difference, which supports the validity of using dynamic estimation models. When
estimating these relationships using the PMG, MGE, and DFEE models, the Pooled Mean Group Estimator
(PMG) demonstrated superior statistical performance according to the Hausman test, making it the adopted
model for analyzing the relationships among variables. The PMG results reflected a general trend across the
sample, indicating a statistically significant and positive impact of public debt on the fiscal deficit—
particularly in non-oil countries that suffer from resource constraints and lack economic diversification. For
instance, Iraq recorded the highest long-run coefficient among oil-producing countries, with a debt-deficit
elasticity of 0.482. Lebanon and Syria also showed high values, at 0.497 and 0.489 respectively, signaling
inefficient debt management and the tendency to allocate debt to current rather than capital expenditures. On
another front, the analysis revealed that inflation exerts a negative cffect on the deficit, which may be
explained by the erosion of the real value of public debt or a relative improvement in tax revenues during
inflationary periods—though this often entails significant social costs. Both monetary issuance and
government expenditure showed a positive impact on the deficit, consistent with economic theory that
suggests an expansion in the money supply or public spending, without sustainable revenue sources, leads to
a widening fiscal gap. the models indicated that debt accumulation—especially when directed towards
current expenditures—does not lead to fiscal sustainability but rather increases financial risks. This was
particularly evident in Lebanon and Syria, where deficit financing contributed to high inflation rates,
decreased purchasing power, and currency collapse.In conclusion, the study emphasizes the need to
reconsider public debt management policies and to shift from consumption-based borrowing to investment-
oriented debt that yields sustainable returns. It also recommends enhancing transparency and efficiency in
public finance management, expanding the tax base, and adopting flexible fiscal policies rooted in economic
diversification—especially in oil-exporting countries that remain vulnerable to energy market volatility. For
non-oil countries, prioritizing tax reform and institutional governance remains essential to achieving
financial stability and reducing the risks of excessive indebtedness. 2026 PhD Dissertation @Univ. of
Mosul, College of Administration and Economics., Civ. Economics. Dept.
(https://www.uomosul.edu.iq/).
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