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Motivation:  
Recent Oil Price Drops 

Brent	Crude	Oil,	1970-2016	(USD/BBL)		



Motivation: Conventional Wisdom 



Motivation: Focus on US 

Source:	EIA,	NBER	
Source:	Hamilton,	1983	



Motivation: US States’ 
Experience 

1986	Oil	Price	Drop	1980	Oil	Price	Surge	



Motivation: Little Attention to 
Developing Countries 

Many	studies	on	oil	price-macroeconomy	rela=onships	focusing	on:		

q US	economy	(Hamilton,	1983,	1996,	2005,	2009;	Bernanke	et	

al.,	1997;	Barsky	and	Kilian,	2004;	Kilian	2008,	2009)	

q Advanced	economies		

q Jimenez-Rodriguez	and	Sanchez	(2004)	for	G-7	countries	

q Jimenez-Rodriguez	(2008)	on	6	OECD	countries	



Motivation: Little Attention to 
Developing Countries 

Very	few	on	non-OECD	countries	(Brown	and	Yucel,	2000;	
Rasmussen,	2011)		
Ø Within	the	few	non-OECD,	very	li\le	on	oil-impor=ng	countries.	

q  Berument,	et	al.,	(2010)	on	MENA	countries	
q  Jumah	and	Pastuszyn	(2007)	on	Ghana	
q  Wakeford	(2006)	and	Bouzid	(2012)	on	South	Africa	and	

Tunisia	
	
Assumed	oil	price	change	is	exogenous	
	
Analysis	assumed	no	indirect	effect	through	trade		



Motivation: Oil-Price Macro is 
Complicated! 

Kilian,	et	al.	(2007)	
	
Rasmussen	(2011)	
	
Brucal	and	Roberts	(2016)	



This Study 

Assesses	the	dynamic	rela=onship	between	oil	prices	and	output	in	
the	Philippines	
o  Apply	Kilian’s	(2008)	structural	decomposi=on	of	oil	price	

shocks	
o  Analyze	subcomponents	of	output	to	explore	other	poten=al	

mechanisms	



Philippine Crude Oil Production 
and Consumption 



Personal Remittance Received, 
1977-2016 

Source:	WDI	0
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Top OFW Destinations, 2014 

Source:	POEA	
(Rappler.com)	



Empirical Strategy 
Near-VAR	Es=ma=on	Strategy	(Kilian,	2009)	

VAR	model	based	on	monthly	data:	

Sample	Period:	1974.1	–	2015.12		

Structural	(Recursively	Iden=fied)	VAR:			

Iden=fica=on	(Recursive	Structure):				



Empirical Strategy 

Es=ma=on	of	Shocks	to	Philippine	Macroeconomic	Aggregates:	

Where:	



Historical Decomposition of Oil 
Price Changes 
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Historical Decomposition of Oil 
Price Changes 
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Historical Decomposition of Oil 
Price Changes 



Effect of Oil Price Shocks on the 
Philippine’s GDP Growth 
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Effect of Oil Price Shocks on the 
Philippine’s Consumption Growth 
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Effect of Oil Price Shocks on the 
Philippine’s Export Growth 
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Conclusion 
q  Effect	of	oil	price	shocks	on	net	importers	may	be	different,	depending	on	

what	causes	the	shock.	
q  There	may	be	offsefng	effects	that	help	mi=gate	the	direct	impact	of	oil	

price	shocks	to	domes=c	economy.	
q  Net	effect	may	be	ambiguous.		

q  Given	empirical	results,	the	Philippine	economy	may	have	been	hurt	by	
the	recent	oil	price	decline.	



Mahalo! 



Appendices 



Historical Decomposition of Oil 
Price Changes 

-.4
-.2

0
.2

O
il 

pr
ic

e 
in

fla
tio

n 
ra

te

(Q
ua

rte
r a

ve
ra

ge
)

1975 1985 1995 2005 2015

Oil supply shock
Aggregate demand shock
Oil-specific demand shock



Correlation between Crude Oil 
Futures and S&P500 

Source:	
Brucal	and	Roberts,	2016	



Effect of Oil Price Shocks on the 
Philippine’s Investment Growth 
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