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ABSTRACT

Oil prices generally have sensitive implication for economic conditions and global
situations. Particularly, domestic oil prices need to be constantly adjusted following the
movement of prices of imported crude oil. The changing oil prices invariably create the impacts
on every component of the domestic economic system. The present study aimed to analyze the
impacts of oil price crisis on various macro-economic variables including gross domestic product-
GDP, consumption expenditure, tax (revenue), investment, government spending, export, import,
demand for money, interest rate, domestic price level, and exchange rate. The general equilibrium
theory was applied for this study within the framework of national income model using Vector
Autoregression (VAR) approach and quarterly time series data from the 1th quarter of 1996 to the
4th quarter of 2008.

The estimates from VAR model application provide the explanation concerning the
impacts of earlier oil prices on the present macro-economic variables. The findings indicated the
1% change in oil prices in the 4th previous quarter affected the changes in GDP, consumption
expenditure, investment, export, import, interest rate at current period in the opposite direction by

0.267369, 0.178489, 0.688071, 0.827903, 0.588093, and 1.10191 %, respectively.



The Impulse Response Function was also estimated to forecast the changes in various
macro-economic variables in future times in response to sudden change in oil prices at the present
quarterly period. It was found that the sudden 1% increase in current oil prices would lead to
decrease in GDP, investment, export, import, and interest rate by 0.026377, 0.060309, 0.087024,
0.038327, and 0.180741 %, respectively in the next 5th quarter, in government spending by
0.041739 % in the next 7th quarter, in tax revenue by 0.036613 in the next 8th quarter, in
consumption expenditure and money demand by 0.013113 and 0.018182 % in the next 9th
quarter and in exchange rate by 0.065800 % in the next 11th quarter. Only domestic price level
was found to have nine quarters’ lag in the adjustment with the increase by 0.013116 %.

The Variance Decomposition was used as criteria to analyze the proportion or percentage
of future change in various macro-economic variables attributable to the shock in oil prices. The
results revealed the sudden 1% increase in present oil prices would cause directly GDP, export,
interest rate to decrease in the future Sth quarter, money demand to decrease but domestic price
level to increase after nine quarters’ lag at 35.58021, 49.06116, 57.71728, 32.40734, and

37.11675 % of the total effect, respectively.



