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Fiscal	vulnerability	



Why	Saudi	Arabia	saved	a	large	por8on	of	her	petrodollars	aboard	a:er	the	1973	oil	boom	
while	Iran	spent	almost	all	her	petrodollars	domes8cally?			
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Summary:	 Due	 to	 its	 previous	 paMern	 of	 ins8tu8onal	 and	
economic	 development,	 Saudi	 Arabia	 had	 a	 weak	 public	
bureaucracy	and	an	undiversified	economy	at	 the	8me	of	 the	
1973	oil	boom.		
 
So the elite were already wary of the “limited absorptive 
capacity” of their bureaucracy and economy and knew that they 
had no option but to save a large part of their petrodollars 
abroad. 	
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•  The	different	fiscal	responses	of	Saudi	Arabia	and	Iran	to	the	1973	oil	
shock	 were	 shaped	 by	 the	 their	 contras8ng	 paMern	 of	 ins8tu8onal	
and	economic	development	since	the	early	1950s.	
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made	at	crucial	moments	can	generate	las8ng	effects.		
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•  The	different	fiscal	responses	of	Saudi	Arabia	and	Iran	to	the	1973	oil	
shock	 were	 shaped	 by	 the	 their	 contras8ng	 paMern	 of	 ins8tu8onal	
and	economic	development	since	the	early	1950s.	

	
• Past	experiences	and	learning	maMer!		
	
• Petro-states	 exhibit	 path-dependent	 behavior:	 decisions	 made	 at	
“crucial	moments”	can	shape	their	future	trajectory.			


