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Abstract

The growth of urbanization imposes costs such as pollution, population
density and social anomalies on societies, which in addition to its
positive effects such as increasing job capacities and the development
of public services has become one of the basic issues of governments.
The costs of urbanization reveal the need to identify its causes so that
appropriate planning can be done to reduce the costs of urbanization.
The results of previous studies show that an abundance of natural
resources and industrialization have affected the urbanization process
in different countries. On the one hand, the revenues from natural
resources are one of the sources of government expenditure to carry out
large projects and supply public goods and services in urban areas; that
these factors strengthen people's motivation to live in cities by
increasing urban attractiveness. Of course, in this context, we should
not ignore poor institutional quality, in which case, the abundance of
resources creates opportunities for rent-seeking behavior and facilitates
the implementation of large projects in urban region, spreads corruption
and supports large public sector in cities which as a result, the rate of
urbanization will increase positively. On the other hand, following the
increase in revenues from natural resources, the government's
investments in economic infrastructures increase and more recourses
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are allocated to private sector, which as a result industry sector expands.
The point is that according to empirical evidence in countries, the
growth of industrial activities and urbanization have happened together,
and in this context, the mutual relationship between natural resources
revenues, urbanization and industrialization is raised. This relationship
has particular importance for Iran, Due to the fact that the shock of
revenues from natural resources has always affected the economic and
social variables of Iran. These relationships have been analyzed in this
paper using the vector autoregressive (VAR) model. In the vector
autoregressive (VAR) model, the lag of explanatory variables is used to
examine the dynamic relationship between variables, which are
assumed to be entirely endogenous, over time. The structural form of
VAR is similar to simultaneous equations, where the current value of a
variable is written in terms of past values of the same variable and other
variables. The use of the time element and the lag of variables in VAR
models, which makes the interactive relationship or mutual effects
between variables to be evaluated over time, has given the nature of
dynamic analysis to the estimations of the VAR model. Empirical
analysis in VAR is based on response functions and variance
decomposition that the former analyzes the dynamic effects of the
system when the system receives a shock, and the second describes
percentage changes of a variable following the shock from the system
variables in different and long-term time horizons; whereby, it can be
said that the VAR model provides the possibility of predicting the
fluctuations of a variable for the shock of its changes. The results of
variance decompositions and impulse response function obtained from
the estimated model during the years 1973 to 2021 showed that firstly,
natural resources rent (natural resource abundance) and
industrialization justify part of the positive changes in urbanization
during different periods, although their role has gradually increased
such that the shock effect of natural resources revenues on urbanization
changes from 0 to 6.62% and the effect of industrialization shock on
urbanization changes from 0 to 1.58% during different periods.
Secondly, urbanization growth responses positively to natural resources
revenues shocks and industrialization. Based on which it is predicted
that the shock-natural resources and industrialization through the
expansion of urban facilities, providing job opportunities in industrial
centers and increasing government spending in cities has relatively
increased the urban population, which can impose costs such as
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pollution, marginalization and the growth of illegal activities on the
society. Thirdly, the response of industrialization to natural resources
shock is negative, which confirms resource curse hypothesis.
According to this hypothesis, following the positive shock of oil and
gas revenues, the government sector will grow rapidly and non-
productive activities will expand, as a result of which real sectors
performance, including industry, in resource-rich countries will be
weakened. Weak governance in these countries causes the increase in
public revenues to be spent on projects involved in rent-seeking
opportunities and economic corruption instead of investing in
productive activities, which ultimately hurts the real output. The results
of previous studies also show that a high level of revenues from natural
resources in resource-rich countries causes many elites to be involved
in rent-seeking, thus, the contribution of entrepreneurs in productive
activities decreases and production in industry and agriculture sectors
is affected. Fourthly, the effect of political variables such as the shock
of war on industrial developments is predicted to be significant in
relation to the agricultural sector. Such a situation is caused by different
factors such as the priority of war management compared to the
development of economic sectors, restrictions due to the import of raw
materials and capital goods, human and physical shortages in economic
sectors during the war years. The findings of the paper indicate the need
for proper management of wealth from natural resources to reduce the
negative effects of shocks related to natural resources, which will help
economic stability.

Keywords: Urbanization, Natural resources revenues,
Industrialization, Vector autoregression method, Iran.
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