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Overview
Since a higher oil price has preceded 10 out of the last 11 U.S. recessions, the macroeconomic effects from an oil price shock concern policymakers. Although there is evidence that these effects may be declining, additional evidence indicates that it is not the oil price shock that matters but its underlying cause. Since the 1970s, the primary underlying cause has been from a global demand for oil shock; therefore, this research examines whether the macroeconomic effects of a global demand for oil shock are greater than an oil price shock. After estimating a four-variable VAR with quarterly data from 1974:1-2011:3 and constructing structural VAR with long-run restrictions, I compare the effects from natural rate of unemployment, oil-related, aggregate supply, and aggregate demand shocks on the unemployment rate, economic output, and the headline and core inflation rates in the U.S. From these estimates, I find that the macroeconomic effects of a global demand for oil shock are greater than an oil price shock. Therefore, policymakers should not necessarily be concerned with the price of oil, but how their policies influence, or react, to global economic activity.  
Methods
To identify different shocks within a system of variables and evaluate the economic effects from these shocks, I build a VAR model that includes the unemployment rate, either a measure of global real economic activity or the real oil price, economic output, and either the headline or core (excludes food and energy) rate of inflation for the consumer price index (CPI). After estimating this VAR model, I impose long-run restrictions based on an oil-related model to construct a structural VAR representation.
Results
The impulse responses and variance decompositions of each of the cases I evaluate indicate that the effects of macroeconomic aggregates are different between the two oil-related shocks. In particular, a global demand for oil shock has larger and longer impacts on the U.S. unemployment rate and economic output than an oil price shock. Although an oil price shock has a larger effect on the headline rate of inflation, the durations of the effects to the headline and core rates of inflation are longer for a global demand for oil shock. Without imposing short-run restrictions or assuming a short-run Phillips curve, the results in each case indicate that there is an insignificant short-run Phillips curve during the period from 1974:1-2011:3 that I examine using quarterly data.
Conclusions
A higher oil price has preceded most economic recessions since World War II, leading Hamilton (2011) to consider the price of oil to be a forward-looking indicator of economic activity. Kilian and Lewis (2011) note that while the real oil price has appeared to be correlated with business cycles, the significance that an oil price shock has had on macroeconomic aggregates has declined over time. Thus, instead of examining the macroeconomic impacts of an oil price shock, the underlying causes of this shock and their effects are what should concern policymakers (Baumeister & Peersman, 2009). Furthermore, since the 1970s, the underlying cause of fluctuations in this price has been primarily from global demand for oil. Therefore, the question I ask is whether an oil price shock or a global demand for oil shock has greater impacts on the unemployment rate, output, and inflation.  

To disaggregate the macroeconomic effects from a natural rate of unemployment, aggregate supply, and aggregate demand shocks and from either an oil price or global demand for oil shock, I construct a structural VAR representation by estimating a VAR model from 1974-2011 and imposing long-run restrictions to identify each of the structural shocks. I attempt to answer my question by examining the estimates for the impulse responses and variance decompositions. Different cases are discussed, depending on which oil-related shock and which inflation rate are in the estimated model. The results from these cases are similar for the identified natural rate of unemployment, aggregate supply, and aggregate demand shocks and by construction support the effects of these shocks in the corresponding literature (Blanchard & Quah, 1989; Bjornland, 2000; King & Morley, 2007).
The impacts on the U.S. unemployment rate and output are significantly greater from a global demand for oil shock compared with an oil price shock, with little differences whether the headline or core inflation rate is in the model. These impacts on macroeconomic variables also last longer, and a global demand for oil shock explains larger shares of their fluctuations. Therefore, the economic impacts from a global demand for oil shock should concern the Fed when considering policies to achieve their mandate of full employment. Moreover, a global demand for oil shock impacts the Fed's other mandate of price stability. Although an oil price shock contributes to higher headline inflation rates within the first year, a global demand for oil shock tends to keep both inflation rates elevated for a considerably longer period. The combination of these macroeconomic effects from a global demand for oil shock is noteworthy for the Fed to accomplish their objectives. Although I do not impose any short-run restrictions or assume a short-run Phillips curve, the results indicate that the negative tradeoff between inflation and the cyclical unemployment rate are weak. Specifically, there is a positive impact to the unemployment rate within the first year from an aggregate demand shock and both measures of inflation increase from a positive natural rate of unemployment shock. Further research should study whether this relationship has changed due to the significant contribution to the price of oil and inflation made by a global demand for oil shock.

These results support Bernanke's (2012) view that monetary policy should be passive to the temporary economic effects from a rise in the price of oil. However, this lack of activism by the Fed is not necessarily due to significant changes to the effects of an oil price shock, but instead it appears that their policy choices are different depending on the underlying cause of this shock. Therefore, I provide evidence, in the affirmative, to answer my question, whereby the economic effects from a global demand for oil shock are greater than those from an oil price shock. This result provides additional questions for further research. For example, is the Fed able to directly affect global demand for oil and therefore indirectly affect the price of oil? Frankel (2008) examines the effects of monetary policy on the real interest rate and the subsequent impacts on supply and demand for oil, which they have called the overshooting oil price effect. Although he indicates monetary policy does have an effect on the oil price, Frankel and Rose (2010) find little significance to that effect. This lack of consensus concerning monetary policy's direct effects on the price of oil may not matter because an oil price shock's macroeconomic effects are significantly lower than its underlying cause of a global demand for oil shock. 

Considering that the U.S. is the world's largest economy and consumer of oil and that monetary policies from other countries tend to follow the Fed's actions, it is likely that the impact on global demand from those policies chosen by the Fed would indirectly drive up the price of oil and magnify the effects of a global demand for oil shock. These indirect effects on oil price shocks from global economic growth by a monetary authority have been noted by Barsky and Kilian (2004) and Anzuini, Pagano, and Pisani (2012). Therefore, further research should examine the impacts that monetary policy has on the index of global real economic activity, because a global demand for oil shock has larger macroeconomic effects than an oil price shock.
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