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Overview
The empirical literature on the oil price-GDP relationship have been intensive in the last three decades. Derby (1982) and Hamilton (1983) were among the early studies and their conclusion was that most economic recessions were preceeded by sharp rise in the price of oil.
Over the years, the influence of oil prices on economic output was re-considered as oil prices fail to Granger-cause GDP especially if the data goes beyond the the late 1980’s. Furthermore, Jemenez Rodriguez and Sanchez (2004) has proved priori expected result by revealing that oil price increase have a negative effect for oil importing countries and a positive effect for oil exporting countries.  Most of these empirical studies were conducted using time-series data on either the US or other OECD countries.
Recently, empirical work has been enhanced using panel data since the technique can take heterogeneous country effect into account in a single estimation process. This paper therefore attempts to add to the literature by applying a panel approach in a bi-variate model to investigate both short and long-run relationship between oil prices and economic growth for 28 developing countries grouped in three different panels. Panel A is a group of all developing countries with a substantial export of crude oil of more than 300,000 barrels per day. Panel B is made up of the OPEC member countries which are also part of panel A while Panel C is group of newly industrialized developing countries (predominantly net oil importing countries). 
Methods
The panel causality testing framework involves four different stages; firstly we confirm the order of integration of the variables using three different panel unit root test; Levin et al. (2002), Im et al. (2003) and Choi (2001). If both variables are found to be integrated of order one, we then proceed to the second stage, to test for the long-run cointegrating relationship between the variables using three different panel cointegration techniques developed by Pedroni (1999, 2004), Kao (1999) and Maddala & Wu (1999). If evidence of cointegration is found based on any of the cointegration techniques, the long-run cointegrating vector will be estimated using Group Fully Modified OLS (GFMOLS) developed by Pedroni (2000).  Finally, error correction model based causality test will be employed to jointly test for short and long-run causality. 
Results
Panel Unit-Root Result – Both oil price and the GDP series, in all three panels, are integrated of order one [I(1)] based on all three unit-root tests.
Panel Cointegration Result – Pedroni panel cointegration test fails to show evidence of cointegration in all three panels while Kao (1999) could show evidence of cointegration in Panel C. On the other-hand, the result from Maddala & Wu showed evidence of cointegration in all three panels. We therefore continued with the econometric technique which takes into account the long-run relationship between the variables.
Estimating Long-run Cointegrating Vector – The panel estimates from the GFMOLS shows the coefficient of oil price to be significant and positive in all three panels which implies oil prices have a positive effect both for the group of oil exporting and net oil importing developing countries. The outcome for Panel C negates our priori expectation as a negative effect is expected for the group oil importing countries.

Panel Causality Result -  In all three panels, there is no evidence of short-run causality but the result reveals clear evidence of bi-directional long-run causality between oil prices and GDP.
Conclusions

One of the key input of this work is the use of recent econometric technique to analyze a simple bi-variate relationship using panel data. While a few studies have applied similar technique in analyzing relationship between energy consumption and economic growth, we have not come across any work that examined the oil price relationship in this context.
According to our findings, oil prices have a long-term influence in predicting the economic performance of both oil exporting and oil importing developing countries. The estimate of the actual effect shows that averagely, a 1% rise in oil prices increases the GDP of OPEC and the group of newly industrialised countries by 0.177% and 0.012% respectively. This outcome shows a strong positive impact on the group of oil exporting countries and a weak positive impact on the group of newly industrialized developing countries otherwise known as emerging economies.
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