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ABSTRACT

Considering the importance of oil in Iran’s economy, in this paper, the long- and short-term
effects of oil shocks on the real Gross Domestic Product (GDP), liquidity, and inflation
are investigated using the Vector Error Correction Model (VECM) and Granger causality
: during 1990 to 2017. The results of the symmetric model indicate that the effect of the oil
Available Online: 01 Apr2019 © shock on real GDP and liquidity is positive, but its effect on inflation is negative. The re-
: sults of the asymmetric model show that the effects of positive oil price shock on real GDP,
inflation, and liquidity are positive, negative, and positive, respectively. Also, the negative
impacts of oil price on real GDP, inflation, and liquidity are negative, positive, and nega-
tive, respectively. However, the effects of positive oil shocks on real GDP, inflation, and
liquidity in the long-run are respectively more, less, and more compared to those effects
by the negative oil shocks. The effect of positive and negative shocks on the variables
is asymmetric, which means that the response of the variables to positive and negative
shocks is in opposite directions, but with different values.

Given the asymmetric effects of oil price shocks on macroeconomic variables, it is rec-
ommended that the government, over time, reduces the budget’s dependence on oil to
eliminate the impact of oil shocks on government spending. If the government cannot
eliminate the dependence, it should try to have the right management over oil revenues
(in the budget, financial discipline) and national development fund sources to minimize
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1. Vector Error Correction Model (VECM)
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2. Factor-Augmented Vector Autoregressive approach (FAVAR)
3. Hilbert- Huang Transform (HHT)
4. Consumer Price Index (CPI)
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5. Dutch Disease
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10. Vector Error Correction Model (VECM)
11. Oil Price

12. Spot Price

13. Energy Information Administration (EIA)
14. Real GDP

15. Consumer Price Index (CPI)
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16. Positive Difference in Oil Prices (PDOP)

17. Negative Difference in Oil Prices (NDOP)
18. Net Oil Price Increase (NOPI)

19. Net Oil Price Decrease (NOPD)

20. Augmented Dickey Fuller (ADF)

21. Kwiatkowski-Phillips-Schmidt-Shin (KPSS)
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22. Trace Test
23. Maximum Eigenvalue test
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24. Impulse Response Functions
25. Variance Decomposition
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Response to Generalized One S.D. Innovations

Response of LRGDP to LOP Response of LCPI to LOP
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Response to Generalized One S.D. Innovations +2 S.E.
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