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ABSTRACT

The expansion of informal settlements is one of the most significant
consequences of structural inequalities in the cities of developing countries,
and its roots can be traced to macroeconomic transformations. The present
study was conducted with the aim of explaining the relationship between oil
revenues, housing prices, and the expansion of informal settlements in
Mashhad metropolis, employing an approach to test the Dutch Disease
hypothesis. This research is applied in terms of purpose and descriptive-
analytical in terms of method, carried out with a mixed-methods approach
utilizing quantitative and qualitative data over the period 2001 to 2021. The
statistical population included the informal settlements of Mashhad,
comprising 8 zones and 67 neighborhoods, from which four indicator
neighborhoods were selected through purposive sampling. Quantitative data
were collected from official national and local sources and analyzed using
normality tests, correlation, regression, Granger causality, and Johansen
cointegration tests. Qualitative data were also gathered through semi-
structured interviews and examined using thematic analysis. The results
indicated that the real value of the country's oil revenues experienced a
significant decline during the study period, while simultaneously, housing
prices in Mashhad experienced a very sharp growth. Statistical analyses
confirmed the existence of a positive and significant relationship between
oil revenues and housing prices, as well as between housing prices and
population growth in informal settlements. Furthermore, causality and
cointegration tests suggested the existence of a long-term relationship
between oil revenues and the housing market. Qualitative findings also
revealed that high housing costs are the most significant factor driving low-
income households towards informal settlements, and a considerable
portion of their income is spent on housing expenses. Accordingly, this
study confirms the causal chain of “oil revenues leading to an increase in
housing prices and consequently, an expansion of informal settlements.”
The results indicate that liquidity management during oil boom periods,
implementation of counter-cyclical policies in the housing market, targeted
financial support for low-income groups, and empowerment programs for
informal settlements can play an effective role in mitigating this
phenomenon.
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Extended Abstract

Introduction

The expansion of informal settlements is one
of the most significant consequences of
structural inequalities in cities of developing
countries, with roots in macroeconomic
transformations. Estimates indicate that
approximately one billion people worldwide
live in such settlements, a figure projected to
reach three billion by 2050. In Iran, with an
urbanization rate of about 77%, nearly 19
million urban residents inhabit deteriorated
urban fabrics and informal settlements. The
metropolis of Mashhad, due to its pilgrimage
status, high immigration rate, and distinctive
economic-service role, constitutes one of the
main centers of this phenomenon, with
approximately 30-32% of its population
(over one million people) residing in
informal settlements. The housing sector in
Iran, besides its significant share in
investment and employment, represents the
largest household asset and the most
substantial urban living expense. From a
macroeconomic perspective, Iran's housing
market is strongly influenced by oil revenue
fluctuations. According to the Dutch Disease
hypothesis, increased oil revenues through
channels such as liquidity growth, real
exchange rate variations, and resource
transfer to non-tradable sectors can lead to
asset price inflation, particularly in housing.
This increase in housing prices in formal
urban areas can limit low-income groups'
access to adequate housing, pushing them
toward informal settlements. This study
aims to investigate the relationship between
oil revenues, housing prices, and the
expansion of informal settlements in
Mashhad metropolis during 2001-2021,
empirically testing the Dutch Disease
mechanism in this context.

Methodology

This applied research employs a descriptive-
analytical method with a mixed-methods
(quantitative and qualitative) approach. The
2001-2021 period was selected to
encompass various oil boom and bust cycles,
currency shocks, and housing price surges.
The statistical population comprised
Mashhad's informal settlements across 8
zones and 67 neighborhoods. Four

representative neighborhoods—Khajeh
Rabi, Qaleh Sakhteman, Seyedi, and Jaddeh
Qadim Ghochan—were purposively
selected based on spatial diversity, high
population density, established fabric,
access to reliable statistical data, and
variations in  physical characteristics.
Quantitative data included national oil
revenues (in USD and gold equivalent),
average housing prices in Mashhad (in IRR
and USD), and population figures for sample
neighborhoods, collected from official
sources including the Central Bank,
Statistical Center of Iran, Mashhad
Municipality, and Urban Regeneration
Company. Qualitative data were gathered
through semi-structured interviews with 15
housing and urban planning experts and 40
residents of sample neighborhoods (10 from
each) using snowball sampling. Quantitative
data analysis employed normality tests
(Kolmogorov-Smirnov), Pearson
correlation, linear regression, Granger
causality, and Johansen cointegration tests.
Qualitative data were analyzed using
thematic analysis with three-stage coding.
Quantitative data validity was ensured
through cross-source verification, while
qualitative  instrument  validity = was
confirmed by expert review. Reliability was
established through test-retest (correlation
coefficient 0.95) for quantitative data and
through kappa coefficient (0.82) and
recoding reliability (0.91) for qualitative

data.

Results and discussion

Descriptive findings revealed that while
Iran's oil revenues experienced severe
fluctuations, their real value (in gold terms)
substantially declined, with gold equivalent
dropping from 3,788 tons in 2006 to 736
tons in 2021. Concurrently, housing prices in
Mashhad increased approximately 87-fold,
experiencing three major price surge
periods: 2006-2007, 2011-2012, and 2018-
2020. Population in sample neighborhoods
grew throughout the period, with the highest
growth rate during 2006-2011, coinciding
with the first housing price surge. Average
population density in these settlements
reached 236 persons per hectare, more than
double the urban average of 87 persons per
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hectare. Statistical tests revealed: A
significant positive relationship between oil
revenues and housing prices (correlation
coefficient 0.682). Regression analysis
indicated that each one-billion-dollar
increase in oil revenues corresponds to
approximately IRR 412,000 increase in
housing prices, with oil revenues explaining
46.5% of housing price variations. A
significant positive relationship between
housing prices and informal settlement
population growth (correlation coefficients
ranging from 0.734 to 0.812). Regression
results showed housing prices explain 53-
58% of population growth variations in
sample neighborhoods. Granger causality
tests confirmed oil revenues Granger-cause
housing prices, with no reverse causality.
Johansen cointegration tests confirmed a
long-run equilibrium relationship between
oil revenues and housing prices. Qualitative
findings reinforced these results. From
experts' perspective (85%), increased oil
revenues, through liquidity injection,
exchange rate fluctuations, and inflationary
expectations formation, led to housing price
inflation. Eighty-eight percent of experts
identified housing price increases as the
primary driver pushing low-income groups
toward informal settlements. Meanwhile,
92% of residents cited formal housing
unaffordability as the main reason for
migration to informal neighborhoods.
Housing expenditure share of household
income averaged 48%, reaching 60% in
some cases, indicating severe economic
pressure on these households. Additionally,
80% of residents worked in informal sector
occupations, exacerbating income
instability.

Conclusion

This study, by confirming the causal chain
"oil revenues — housing price increase —
informal settlement expansion™ in Mashhad
metropolis, provides clear empirical
evidence of the Dutch Disease mechanism's
operation in this city's housing market.
Findings demonstrate  that informal
settlement expansion cannot be attributed

solely to migration or weak urban
management; rather, this phenomenon has
developed  within a  context of
macroeconomic transformations, oil
dependency, and asset inflation. The
declining real value of oil revenues
throughout the study period prompted
expansionary fiscal policies and liquidity
injection, which, through exchange rate
increases and inflationary expectations
formation, triggered housing price surges.
Rising formal housing prices have excluded
low-income households from the formal
housing market, pushing them toward
informal settlements. Based on these
findings, the following policy
recommendations are proposed: managing
oil revenue fluctuations and controlling
liquidity during boom periods,
implementing  counter-cyclical  housing
market policies, increasing housing supply
during price surges, enhancing low-income
groups' access to formal housing finance,
implementing participatory empowerment
programs in existing settlements, and
establishing integrated urban databases for
monitoring developments in these areas.
Future research could employ multi-city
data and advanced econometric methods to
examine the role of variables such as
exchange rates, liquidity, and credit policies
in the oil-housing nexus.
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