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Abstract: Oil price fluctuation is the main source of many economic crises. So, it is vital to consider
the relationship between oil price shocks and economic growth in all countries specially oil exporting
ones. In this study, we consider the effect of oil price shocks on economic growth in some OPEC and
OECD countries covering the period 1970 to 2008. First Hodrick-Prescott filter is applied to extract
oil price shocks and then, we test the effect of oil price shocks on GDP growth by Vector Auto
Regression (VAR) Model. The results show that both OPEC and OECD countries are endangered from
oil shocks but to different extent. The experiences of Indonesia and especially Norway can help other
oil exporting economies for being independent from oil shocks.   
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INTRODUCTION

Since 1970s, macroeconomists have viewed changes in the oil price as an important source of fluctuations,
as well as a paradigm of global shock, likely to affect many economies simultaneously. Such a perception is
largely due to the two episodes of low growth, high unemployment and high inflation that characterized most
industrialized economies in the mid and late of 1970s (Blanchard and Gali, 2007). Oil price fluctuation not
only is one of the most important causes of many crisis and economic fluctuation in oil importing countries,
as an important input in production function, but also it is for oil exporting countries as a main source of
government revenues. According to Hamilton (1983, 1996) the most US recessions were preceded by increases
in the price of oil but the stability of this relation has been challenged by a number of authors, in particular
Hooker (1996) and Blanchard and Gali (2007); They believe that oil shocks effects in recent years are different
from 1970s and the dynamic effects of oil shocks have decreased considerably over time for oil importing
countries. In oil exporting countries, oil revenue affects on Gross Domestic Production (GDP) as a part of
export revenues directly. In addition to this direct effect, it affects on the other parts of GDP's equation,
indirectly. Most of the studies are related to the oil importing countries; hence the goal of this study is to shed
light on the consequences of oil price shocks on economic growth of selected oil exporting and importing
countries. This paper is structured as followed; at first theoretical and empirical literature are expressed. In the
next section, methodology and estimation are presented. After the estimation of VAR model conclusions are
presented. 

Relation to the Literature:
The first oil shock occurred on Oct 1973, as the consequence of the attack of Syria and Egypt to Israel.

It affected industrialized economies as oil importing countries and they swelled in stagflation. This exogenous
shock ended to those countries had to start a long-term programming to confront future oil shocks. Iran's
revolution in 1979 and then Iraq-Iran war caused the oil price increase. The third shock was negative one that
occurred in 1985-6 due to remarkable reductions in world aggregate. In 1990, following the Persian Gulf War
and Iraq attacked to Kuwait, world oil market face to another shock. US attack to Iraq in March 2003 and
Nigerian unrest make a great oil price shock in 2003. Although in 2007 oil market experienced historical
record as $100 per barrel. This rising continued in 2008. (Cologny & Manera, 2008).

In current decade unexpected growth in new emerging Asian economies such as China, India and to less
extent Japan's growth were treated as a positive exogenous shocks for global crude oil market in mid 2003
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to mid 2008, whereas the decline in real price of oil since mid 2008 was associated as much with negative
growth shock in OECD economies as in emerging Asia (kilian and Hicks 2009 b).

In development literature, the slowness of economic growth rate in countries rich in natural resources in
comparison to poor ones is unexpected. For example, in century 20 Switzerland and Japan (poor one) have
better economic performances versus Russia (rich one). Oil exporting countries have low economic growth rate
and even negative in some cases in spite of windfall in oil revenue. The pessimist about development based
on natural resource revenue relates to volatilities in these resource prices. Polterovich et al. (2010) believe that
these countries might have slow growth rate even after controlling the natural resource prices. Resource boom
seems to open a window of opportunity –a possibility to start a catching up process- for developing countries.
However market forces may not lead an economy in the right direction. The resource boom causes a currency
appreciation or a rise in relative price in non-tradable, and a rise in wages, leading to a decline in
competitiveness and hence an increase in import. The rise in the relative price of non-tradable thus causes
resources to shift towards non-tradable (due to higher prices) and expenditure switches to tradable (due to
lower prices); assuming full-employment, wages in non-tradable rise which also pushes the wages in tradable.
This is the root of the decline in competitiveness of tradable and hence their decline. If there is positive
externalities from human capital accumulation in the tradable sectors and not in the resource extraction sector,
then resource boom may have negative effect on long run economic growth (Cordon and Neary, 1982;
Krugman, 1987; Polterovich et al., 2010). 

Rodriguez and Sachs (1999) believed that resource abundant economies tend to have higher level of GDP
per capita in comparison to resource poor countries. They introduce natural resource as a factor of production
function (like oil) which expands more slowly than labor and capital in Ramsey model. By this way, they
showed that economy demonstrates overshooting effect. The economy surpasses its steady state level of income
in finite time and then comes back to its steady state; that shows negative growth rate. Rodriguez and Sachs
claim that Venezuela's negative growth rate during the period 1972-1993 may be explained by dynamic
computable general equilibrium model. Looney (1990) considered the relationship between oil revenue and
Dutch disease in Saudi Arabia and proved the different growth among economy sectors. Structural reform in
government policies is suggested to prevent these adverse effects. 

There is not a unique idea about why economies which benefit of natural resources have slow and low
economic growth rate; Hirchman (1985) believed that subsequent and previous relationships from primary
exports to the economy in comparison to the industrial production factory unlike natural resources result to
more complete divide work and improvement in standards of life. In the other side, some believe that
abandonment in natural resources causes false approach of government. Sachs and Warner (1997) and Gylfason
(2001) claim that renter government don't apply policies based on free trade and this is an important factor
of growth slowness. Most important negative consequences of rent seeking behavior on the low economic
growth are disturbance in optimal allocation of resources, less productivity and impairment of productive
activities. As it mentioned, oil revenues are the main budgetary source in OPEC countries. Hence, the most
important channel of transferring oil shocks in these countries is government budget. In the other hand,
government budget has the considerable share in aggregate demand. Alotaibi (2006) found that an increase in
oil price as 1 percent will affect on government budget of Persian Gulf Cooperation Countries (GCC) in next
year more than current year. 

Governments that are the oil revenue's owner are benefited of a huge amount of oil rent and also since
most of these countries generally and OPEC members particularly are developing countries. Rent seeking not
only postpones development process in these countries but also it can reinforce government sector and weak
private sector; which is the ban in economic development. In continues some empirical studies into the
relationship between oil shocks and economic growth are expressed.

Previous Studies:
Hamilton (1983) by using Granger Causality test showed that oil price changes are the cause of GDP

fluctuation in United States. 
Burbidge and Harrison  (1984) in a survey under titled "Testing for the Effect of Oil Price Rise, Using

Vector Auto Regression", applying monthly data from January 1961 to June 1982 concluded that the effect
of oil price rise on inflation in US and Canada is more than Japan, Germany and England. Also the effect of
oil shock on industrial production in US and England is bigger than others. Mork (1989) considered the
relation between oil price and GDP in US during the period 1988:3-1949:2. He applies the Granger causality
test and concluded that increase in oil price has a positive effect on US production. Also, oil price decrease
causes decreasing in GDP. 
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Mory (1993) by Granger causality test verify the hypothesis that dedicated on asymmetric effect of oil
price increase and decrease on US national consumption, national investment, government expenditure,  export,
import, interest rate and inflation.

By using Vector Auto-Regressive model, Olomola and Adejumo (2006) found that oil price shocks did
any effect on Nigeria's GDP in 1970-2003. The results also indicated that fluctuation in exchange rate and
money supply in long term have a more effect on GDP than oil price shocks.

Brument and Ceylan (2005) studied the effect of oil price shock on economic growth in MENA region
covering 1960-2003. They applied Dynamic VAR Model to investigate this relation. On the base of results,
there was a positive effect in Iran, Iraq, Algeria, Jordan, Kuwait, Oman, Syria, Tunisia and UA, while on other
case including Bahrain, Djibouti, Egypt, Morocco and Yemen, there was no significant relation statistically. 

Blanchard and Gali (2007) using VAR model found that the relation between oil price increase and GDP
in 6 countries US, England, Germany, France, Italy and Japan has changed from negative to positive in 2000s
shock in comparison to 1970s and 1980s shocks. The results showed that the measure of the effect of oil
shocks on GDP, Unemployment, Wage and CPI became smaller by the time.

By using VAR model Farzanegan and markwardt (2007) did a study for Iran by quarterly data in the
period 1988:1-2003:4. They found a significant effect from both positive and negative oil price shocks on
industrial production and in contrast to the most previous studies, the result of this study didn’t verify the
asymmetric effect of positive and negative oil shocks on production in Iran. 

Jiminez-Rodrigues and Sanchez (2007) tested the relationship between oil price shocks and GDP growth
in some OECD countries, US, Canada, France, Germany, England, Italy, Norway and Japan during the period
1972:3-2001:4. The result of Granger Causality test dedicated oil price is the cause of GDP in all countries.
They concluded that oil price shocks had a positive effect on GDP growth in short time, but by the time these
effects have removed. Also, the effects of oil price increases were bigger than its decreases in most of cases. 
The oil price increase had a negative effect on economic activities except Japan. This effect in England and
Norway (two oil exporting countries) was negative and positive respectively. 

Lescaroux and Migno (2008) in a survey considered the effect of oil price changes on GDP, CPI,
unemployment rate and bond price in OPEC member countries and some oil importing countries. In two cases,
Iran and Saudi Arabia, causality runs from both sides. For Brazil and Oman causality runs from GDP to oil
price. For other cases oil price cause GDP. 

Alio (2009) found that oil price and Exchange rate is the Granger cause of GDP in Nigeria during the
period 1986:1-2007:4, but in adverse side, oil price in contrast to the exchange rate isn’t the Granger cause
of GDP. The result showed that the effect of oil price fluctuation on GDP is bigger than exchange rate
fluctuations effect. 

Balke, Brown and Yucel (2009) found that the effect of oil shocks on US GDP in 2000s has been
becoming less in comparison to previous shocks in 1970s and 1980s. And more important result: this relation
changed from a negative relation into the positive.

Methodology and Estimation:
In this paper, we want to test the influence of oil price shocks on GDP growth in selected OPEC``` and

OECD``` countries during the period 1970-2008. The variables are included difference of LGDP and oil price
shock. GDP of all country gathered from World Indicator Index (WDI, 2008), electronic database of Nation
Master``` and also we use the annual average OPEC basket oil price that extract from OPEC electronic
database```. There are first different techniques to get variable's shocks. For example, Michkin (1982) Kover
(1992) and Karas (1996) used the residual of the equation of the money supply's growth rate (M2) as a
monetary shock. Lee and et al., (1995) applied GARCH model to investigate the oil price shocks. Mork (1986)
introduced the positive and negative rate of oil price as a shock. But one of the most popular filters is
Hodrick-Prescott that is used widely among macroeconomists to obtain a smooth estimate long run trend
component of a series. This method was used at first for analyzing postwar US business cycles in 1980 by
Hodrick and Presscot. The advantage of HP filter is that it considers the environmental position of oil price
changes. So we investigate the smooth trend of oil price and then we extract the deviation as shocks.
The equation of study is as follow: 
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In this equation yi, xi, εi are GDP difference of logarithm, oil price shock and disturbance term. t, s and
і refer to time, the optimum lag and country respectively.

To estimate this equation by VAR model, the stationary of variables are tested by Augmented Dickey
Fuller test. The results of ADF test are shown in table 2.

According to the results of ADF test, hypothesis H0 based on variables have unit root in level is rejected.
Also, we apply the group unit root tests proposed by Levin, Lin and Chu (LLC, 2002) and Pesaran and Shin
(IPS, 2003). LLC and IPS tests have a null hypothesis unit root in any of series LLC test assume common
unit root process across cross-section but IPS assumes individual unit root process. The result of group unit
root tests IPS and LLC dedicate that all variables has a unit root in level.  But they are stationary in first
difference. After considering the stationary of variables, the existence of cointegration vector between variables
should be tested. Cointegration test dedicates that there are at least one vector among variables and it shows
that we can estimate the model by VAR approach. But before estimating the model, optimum lag should be
determined. There exist various model selection criteria that trade off a reduction in the sum of squares of the
residuals for more parsimonious model; the two most commonly used are the Akaike Information Criteria
(AIC) and Schwarz Bayesian Criteria (SBC). AIC is used for small samples and since SBC shows the more
parsimonious sample and for bigger samples we can use SBC (Enders, 2003). So, in this study, we use
Schwarz Bayesian Criteria (SBC) to determine optimum lag. `

According to Schwarz criteria the optimum lag for all OPEC countries are 1 but for Emirate and
Venezuela optimum lag is 2. In OECD countries lag 2 is the optimum. 
After VAR estimation, two main tools for forecasting in VAR models are:
a. Forecast Error Variance Decomposition (FEVD).
b. Impulse Response Function (IRF). 

a. Variance Decomposition:
Variance decomposition test measures the relative power prediction chain Granger causality or the degree

of externality of variables in sample. So, we can call variance decomposition as granger causality out of the
sample. The variance decomposition measures the proportion of forecast error variance in one variable
explained by innovation in itself and the other variables. The impulse response function illustrates the
qualitative response of the dependent variables in the system for the reason of a shock –usually as one standard
error- from every independent variable. 

The results of variance decomposition test among OPEC countries show that oil price shock explanations
are increasing during the period. Two most explanation of oil price shocks in growth fluctuations refers to
Emirate and Nigeria that are equal 11.96 and 11.62 respectively. In the last period 5.15 and 4.74 percent of
growth fluctuations of Kuwait and Algeria have explained by the oil price shock. In Saudi Arabia, Ecuador
and Iran; 2.52, 1.76 and 1.02 percent of these countries growth changes are attributed by oil shock. As table
4 shows, oil shock explains just 0.58 of Indonesia growth fluctuations that is the minimum measure between
other OPEC countries. According to Eifert et al., (2002) Indonesia succeeded to save economy from Dutch
disease by saving extra oil revenues in 1979-1981. By this way, Indonesia prevented from decreasing the value
of its currency. In 1980s, Indonesia reduced the government expenses for the result of falling oil prices and
could maintain the currency constant by reducing the exchange rate continuously. In the late of 1980s,
Indonesia government executed major reform that lead to high economic growth rate during 1990s and before
Asian financial crisis. Therefore, Indonesia can be a good experience for the countries which want to be
independent from oil price shocks. Appendix 1 shows the result of variance decomposition in detail. 

Variance decomposition of OECD countries include France, Germany, Italy, Japan, UK and US (Table
4) show that oil price shocks have a considerable effect on economic growth fluctuations. The shares of oil
price shocks in explanation of all OECD countries growth fluctuation are increasing. The most explanations
of oil price shock in OECD countries growth changes relates to Japan. Oil shock shares in France, UK and
Germany growth fluctuations explanation increase to 2.50, 2.40 and 2.38 from first period to the last period.
This share is 1.22 for US in the last period and 0.68 for Italy. Germany and France are both net oil importing
countries and it seems that because of high consumption of oil as a major input in their production functions,
the explanations of oil shock are considerable. Share of oil price shocks US is less than all countries except
Italy and it can be relates to this fact that US is an oil producer, so oil price rising or falling affects on its
growth in less extant. On the base of results, 0.68 of Italy's economic growth fluctuations refers to oil shocks
and this is the least between OECD countries; Italy has smaller economy in comparison to other OECD
countries. 
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Appendix 1: Variance Decomposition.

Variance Decomposition of OPEC Countries
Variance Decomposition of Algeria

---------------------------------------------------------------------------------------------------------------------------------------------------------------------------------
Period Algeria Emirate Ecuador Indonesia Iran Kuwait Nigeria Saudi Oil Shock
1 100 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
5 0.59 8.37 19.86 2.35 0.05 1.23 0.44 3.58 0.38
10 58.93 8.38 19.88 2.39 0.06 1.23 0.45 3.91 4.74
15 58.93 8.38 19.88 2.39 0.06 1.23 0.45 3.91 4.74

Variance Decomposition of Emirate
1 0.61 99.38 0.00 0.00 0.00 0.00 0.00 0.00 0.00
5 21.15 52.49 1.03 2.21 1.76 2.91 0.42 5.99 12.0
10 21.07 52.27 1.11 2.31 1.77 2.90 0.44 6.13 11.96
15 21.07 52.27 1.11 2.31 1.77 2.90 0.44 6.13 11.96

Variance Decomposition of Ecuador
1 0.49 0.07 99.43 0.00 0.00 0.00 0.00 0.00 0.00
5 1.50 1.98 87.47 0.36 0.48 3.22 0.83 2.37 1.76
10 1.50 1.97 87.47 0.36 0.48 3.22 0.83 2.37 1.76
15 1.50 1.97 87.47 0.36 0.48 3.22 0.83 2.37 1.76

Variance Decomposition of Indonesia
1 3.28 0.07 1.12 95.51 0.00 0.00 0.00 0.00 0.00
5 3.06 3.91 0.98 71.35 4.81 7.34 0.13 7.83 0.54
10 3.21 3.94 0.99 71.08 4.84 7.38 0.14 7.8 0.58
15 3.21 3.94 0.99 71.08 4.84 7.38 0.14 7.8 0.58

Variance Decomposition of Iran
1 0.15 1.77 0.01 3.63 94.43 0.00 0.00 0.00 0.00
5 8.63 15.61 0.92 5.73 61.70 1.14 0.29 4.94 0.99
10 8.63 15.68 0.95 5.83 61.46 1.16 0.30 4.93 1.02
15 8.63 15.68 0.95 5.83 61.46 1.16 0.30 4.93 1.02

Variance Decomposition of Kuwait
1 5.36 1.04 0.96 4.85 0.6 86.69 0.00 0.00 0.00
5 9.65 5.58 1.39 8.91 2.27 64.55 1.57 0.89 5.15
10 9.64 5.58 1.39 8.92 2.27 64.5 1.57 0.93 5.15
15 9.64 5.58 1.39 8.92 2.27 64.5 1.57 0.93 5.15

Variance Decomposition of Nigeria
1 25.90 4.72 0.07 1.37 0.97 9.67 57.27 0.00 0.00
5 27.35 7.47 0.87 5.75 1.53 7.71 30.74 6.88 11.64
10 27.23 7.49 0.98 5.81 1.53 7.66 30.58 7.04 11.62
15 27.23 7.49 0.98 5.81 1.53 7.66 30.58 7.04 11.62

Variance Decomposition of Saudi Arabia
1 11.26 0.16 0.20 0.18 0.15 0.74 2.05 85.22 0.00
5 9.79 2.41 4.26 10.23 1.30 2.25 1.92 65.27 2.52
10 9.79 2.43 4.27 10.23 1.30 2.26 1.92 65.23 2.52
15 9.79 2.43 4.27 10.23 1.30 2.26 1.92 65.23 2.52

Variance Decomposition of OECD Countries.
Variance Decomposition of France

------------------------------------------------------------------------------------------------------------------------------------------------------------------------------
Period France Germany Italy Japan UK US Oil Shock
1 100 0 0 0 0 0 0
5 94.12 1.26 0.22 0.68 0.24 1.07 2.37
10 93.93 1.27 0.22 0.71 0.26 1.07 2.5
15 93.93 1.27 0.22 0.71 0.26 1.07 2.5

Variance Decomposition of Germany
1 0 100 0 0 0 0 0
5 0.96 94.65 0.23 0.65 0.22 1 2.25
10 0.97 94.46 0.23 0.68 0.24 1 2.38
15 0.97 94.46 0.23 0.68 0.24 1 2.38

Variance Decomposition of Italy
1 6.01 0 93.97 0 0 0 0
5 44.37 0.95 28.8 20.72 2.61 1.87 0.65
10 44.34 0.95 28.78 20.73 2.62 1.87 0.68
15 44.34 0.95 28.78 20.73 2.62 1.87 0.68

Variance Decomposition of Japan
1 0 0 0 100 0 0 0
5 0.18 1.14 0.55 84.34 2.63 2.98 8.14
10 0.25 1.5 0.55 83.11 2.65 2.93 8.98
15 0.26 1.51 0.55 83.07 2.65 2.93 9
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Appendix 1: Continue.
Variance Decomposition of UK
1 0 0 0 0 100 0 0
5 11.93 5.58 9.85 3.03 61.31 6.14 2.12
10 11.94 5.6 9.82 3.06 61.04 6.11 2.39
15 11.94 5.6 9.82 3.06 61.03 6.11 2.4

Variance Decomposition of US
1 0 0 0 0 0 100 0
5 0.2 9.78 8.51 3.34 1. 50 75.64 0.99
10 0.21 9.86 8.48 3.38 1.5 75.32 1.22
15 0.21 9.86 8.48 3.38 1.5 75.31 1.22

Table 1: Major Oil Shocks and Drop in World Production.
Date Event Drop in World Production (%)
Nov. 1956 Suez Crisis 10.1
Nov. 1973 Arab-Israel War 7.8
Nov. 1978 Iranian Revolution 8.9
Oct. 1980 Iran-Iraq War 7.2
Aug. 1990 Persian Gulf War 8.8
Source: Hamilton (2003)

Table 2 (a): Results of ADF test of OPEC’s GDP in 95% of confidence level.
Country ADF Statistic Critical Value Result
Algeria -1.64 -2.95 H0 is not ejected
Ecuador -1.68 -2.95 H0 is not ejected
Emirates -0.93 -2.95 H0 is not ejected
Indonesia 0.6 -2.95 H0 is not ejected
Iran 1.06 -2.95 H0 is not ejected
Kuwait 0.83 -2.95 H0 is not ejected
Nigeria 3.08 -2.95 H0 is not ejected
Saudi Arabia 2.39 -2.95 H0 is not ejected
Shock -2.95 -2.95 H0 is not ejected

Table 2 (b): Results of ADF test of OECD’s GDP in 95 % of confidence level.
Country ADF Statistic Critical Value Result
France -1.17 -2.95 H0 is not rejected
Germany -1.03 -2.95 H0 is not rejected
Italy -1.69 -2.95 H0 is not rejected
Japan -2.62 -2.95 H0 is not rejected
UK 2.24 -2.95 H0 is not rejected
US 0.07 -2.95 H0 is not rejected

Table 3 (a): Result of Group Unit Root Test, (OPEC).
Prob. Statistic Test
0.0000 -9.8 Im, Pesaran & Shin
0.0000 -10.08 Levin, Lin & Chu
1. All tests assume asymptotic normality.
2. The findings of research

Table 3 (b): Result of Group Unit Root Test, (OECD).
Prob. Statistic Test
0.0000 -10.81 Im, Pesaran & Shin
0.0000 -11.96 Levin, Lin & Chu
1. All tests assume asymptotic normality.
2. The findings of research

Table 4 (a): Variance Decomposition.
Oil Shock Explanation Trend Share of Oil  Shock Explanation Country
Ascending 0-4.74 Algeria
Ascending 0-11.96 Emirate
Ascending 0-1.76 Ecuador
Ascending 0-0.58 Indonesia
Ascending 0-1.02 Iran
Ascending 0-5.15 Kuwait
Ascending 0-11.62 Nigeria
Ascending 0-2.52 Saudi Arabia
Source: The findings of research
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Table 4 (b): Variance Decomposition.
Country Share of Oil  Shock Explanation Oil Shock Explanation  Trend 
France 0-2.50 Ascending
Germany 0-2.38 Ascending
Italy 0-0.68 Ascending
Japan 0-9.00 Ascending
UK 0-2.40 Ascending
US 0-1.22 Ascending
Source: The findings of research

b. Impulse Response Function:
To identify orthogonalised innovations in each of the variables and the dynamic responses to such

innovations, variance-covariance matrix of the VAR model was factorized using the Choleski decomposition
method imposes an ordering of the variables in the VAR and attributes all of the effects of any common
components to the variable that comes first in VAR system. The results of impulse response functions
(Appendix 2) show that the effect of one standard deviation (S.D) shock in oil shock on GDP of all OPEC
countries appear in short run and are negative generally. The biggest response of DLGDP (the first difference
of logarithm of GDP) to oil shocks relates to Emirate, Iran, Kuwait and Nigeria that are equal to -0.02, 0.02,
-0.01 and -0.01 in the 2 or 3 period after innovation. All these shock remove after 8 periods. Ecuador and
Indonesia responses to oil shock are very little; this shock reduces Ecuador and Ecuador growth decrease to
-0.004 in period 3. The least reaction relate to Algeria and then Saudi Arabia that are -0.007 and 0.009 in the
minimum level.  

The responses of all OECD countries growth are positive except Japan. All countries response to oil shock
in short run. The biggest response to oil shock refers to France and Germany and the least one relate to Italy
and UK. All these responses remove after 5 periods.

In controst to findings of this study, some researchers such as Balke et al., (2009) believed that the effect
of oil price shocks on US economic activity seems to have changed since the mid 1990s. They offer variety
of explanations including better luck, the reduced energy intensity, a more flexible economy, more experience
with oil price shocks and better monetary policy. Blanchard and Gali (2007) also claim that the effects of oil
shock on industrialized economies are different from 1970s. 

Appendix 2: 
Impulse Response Function.
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Conclusion:
The importance of oil as a main source of revenue in oil exporting countries and also as an important

input in production in importing countries is not deniable. In this paper, we have considered the effect of oil
price shocks on economic growth fluctuations in selected OPEC and OECD countries during the period 1970-
2008. The results of estimation by VAR approach dedicate that both OPEC and OECD countries are affected
by oil price shock but the degrees of this effects are different. Emirate and Nigeria are the most dependent
to oil price. Also, Indonesia is the least one. We found that oil price shocks are still the Achilles' heel of most
OPEC members.

The results of the model refers to OECD countries indicate that these countries response to  oil price
shocks in short term. Also, according to variance decomposition analysis, oil price shocks are the remarkable
source of their economic growth fluctuations. 

Finally the comparisons between OPEC and OECD countries show that both groups are affected by the
oil shocks. To make independent oil exporting countries from oil price shock, there is no way just saving extra
oil revenues, improving management, preventing from rent seeking and using the experiences of countries like
as Norway which save extra oil revenues and invest them in foreign countries.`
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