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Do Oil Shocks Predict Economic Policy Uncertainty?
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6. Conclusion
Current literature provides valuable insights about the impact of raising oil prices on
different macro-economic variables. This is because of the importance of global oil prices in

affecting any economy and an ever-increasing energy demand regardless of the economic
status of any country. Any escalation in oil prices can induce either economic or macro-
economic policy uncertainty of a country. Although current strand of literature deals with
the behavior of different economies to oil price fluctuations, author aims at capturing non-
linear behavior of oil using Markov regime switching model. This technique has the
advantage of capturing non-linear behavior of oil prices that would be difficult to gauge
with traditional non-linear models. To have a complete understanding of oil prices behavior
on economic policy uncertainty, | introduced oil supply shock, aggregate demand shock and
oil specific demand shocks. The effect of these shocks is captured by two regime states
corresponding to low and high volatility state.
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