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Economic diversification and its impact on GDP Using co-integration

equations in Saudi Arabia

Summary :

This research aimed to study the factors determining economic diversification
and its impact on GDP during the period 1970-2018. To achieve its objectives, this
study relied on the Herfindahl Hirschman Indexand Co-integration Equations. It was
found from this study that the contribution of the government and private sectors to
GDP increased by an annual growth rate of 1.3% and 0.34% each, respectively, while
the contribution of the oil sector decreased by a rate of 0.64% annually. The
compound economic diversification coefficient decreased from 0.47 during the sixth
and seventh development plans to 0.31 during the tenth development plan, which
indicates a significant economic diversification in the Saudi economy. The study

indicated that the ratio of oil production to GDP is the variable with a significant
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effect on the complex economic diversification, as increasing the ratio of the value of
oil production to GDP by 10% increases the Herfindahl Hirschman coefficient
(decreasing of economic diversification) by 9.53%. This is because the Saudi
economy has remained dependent on oil production and exports during the past
decades. It was also found that an increase in economic openness by 10% leads to an
increase in GDP by 3.35%. As for the increasing in the inflation rate in the Saudi
economy by 10%, it leads to an increase in the gross domestic product at current
prices by 7.94%. This is because prices are the invisible hand that drives economic
activity. As for the increase in fixed investments by 10%, it will increase the gross
domestic product by 3.27%. Finally, it was shown that the effect of all economic
diversification and total employment on the gross domestic product was not
significant, given the low value of the investment multiplier in the non-oil productive
sectors.

Keywords: Economic diversification, GDP, Co-integration Equations.



