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Overview
Over the past years oil prices have fluctuated with high volatility in the global market. The unpredictable nature of the oil prices have generated serious macroeconomic uncertainties which have accounted for distortionary policy outcomes in both oil importing and exporting countries. The consequences of higher oil prices, particularly on net oil importing countries, cannot be generalized. Empirical evidence has shown that these consequences vary significantly across countries and over time. Studies have shown that the economic implications of oil price shocks on any particular country depends on factors that include: the magnitude of the shock; the duration of the shock (transitory or permanent); the dependency of the economy on oil (energy fuel mix and intensity); the immediate policy response to the shock; and the state of the economy before the shock (degree of vulnerability). 

In this paper, we have used data on macroeconomic indicators over the past three decades to analyze the macroeconomic implications of future oil price increases on price stability and monetary aggregates, terms of trade differentials and economic growth sustenance in some European economies-. The results of these analyses should show how the different European economies would respond to an increase in the oil price and how such response will impact on the economy. This investigation will show whether oil price shocks could really have negative implications for an economy and whether such oil price shocks have accounted for decline in GDP per capita growth rate as experienced in some countries in the past years.
Methods
We developed a seven-variable Structural Vector Autoregressive model for each country considered in the analysis. The seven variables used in the model includes: GDP per capita growth rate, Inflation rate, Government consumption, Money supply, Manufacturing Output, Trade and Oil Price. The countries considered in the paper are: United Kingdom, Norway, Germany, France Spain, Poland, Denmark and Sweden.  We introduce a one standard deviation shock to oil price and generate a variance decomposition chart and an impulse response function for each of the countries. In order to identify the effect of the oil price shock on other variables in the model, we impose a non-recursive zero-sum identification restriction on the shock parameters which constitute the variance co-variance matrix of each model. This restriction is identical to cholesky decomposition by assuming that the diagonal of the structural matrix is equals to one, while the lower triangular matrix is non-zero and therefore identifying each equation in sequence. Given that all variables in the model, except the oil price, are endogenous to the model and in lag-order transformation, we allow for contemporaneous serial correlation across the system of equations in each model but not within an equation. This condition ensures that we do not have reverse causality which will make our interpretation of the results attenuated or spurious. 
Results
The results show that all the countries have responded differently to a one standard deviation shock to oil price. While the shock shows evidence of increase in GDP per capita growth rate in the first period for Norway, UK and France, inflation rate response to the same shock vary significantly amongst the three countries. In all cases, oil price shock has a negative long-run effect on GDP per capita growth rate over the 10 years forecast period- even though of varying magnitude. The shock led to a decline in manufacturing output and trade for Denmark, Poland and United Kingdom. The results also show that variations in GDP per capita growth rate is significantly accounted for by variations in manufacturing output, government consumption and trade for the UK, Norway, France and Germany and Sweden , while oil price and inflation rate accounts for variations in GDP for Denmark, Poland and Spain. Inflation rate accounts for variations in manufacturing output and government consumption in UK, Norway, France and Germany but oil price does not significantly account for variations in inflation rate for these countries. These may suggest that inflation rate is not the main mediating channel through which oil price affects growth as commonly argued in the literature. 
However, there are strong indications that oil price shock significantly accounts for variations in inflation rate and trade for Denmark, Poland and Spain and these variables (inflation and trade) are important for GDP per capita growth rate for these countries.
Conclusions
Generally, the results of the forecast of the implications of future oil price hype on the European economies are mixed with significant variations across countries and over the forecast period. Different countries responded to the shock in varying magnitude and over different time period, even where the economies are structurally similar in terms of growth aggregates and price indicators. We found that, while there are indications of indirect long-run negative impact oil price increase on economic growth for some countries, there are no clear suggestions that inflation rate is necessarily a mediating channel through which oil prices affect output growth as commonly suggested in the literature.
 These finding support the recent arguments in the literature that differences in economic and political institutions across countries account more for differences in cross country growth differentials than standard macroeconomic policy variables. Therefore while economies attempt to design macroeconomic policies to cushion the negative impacts of external shocks, emphasis should be geared towards strengthening socio-political institutions and by extension economic institutions which place restrictions on the emergence of distortionary policy responses to oil price hype.
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