
Do International Crude Oil Price and Public 
Investment Affect Private Investment? An 

Empirical Analysis for a Large Emerging 
Economy 

Manoranjan Sahoo, Mantu Kumar Mahalik
& Hrushikesh Mallick

Presenter: Manoranjan Sahoo 

Indian Institute of Technology Madras, India

Email: msahoo100@gmail.com

1

mailto:msahoo100@gmail.com


Introduction
• India is the fourth largest oil importer in the world after USA, China and Japan.

Table 1: Crude oil imports by countries (1000 bbl/day)
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• Given India’s high dependence on the oil as a source of energy, any
larger fluctuation in the oil price can significantly affect the overall
economic activities in India which includes consumption, business,
investment and production activities.

• Along with the increase in population and urbanisation, which put
increasing demand pressures on crude oil energy, rising
macroeconomic activities is not the only cause of more demand for
oil energy but also can be the cause of changes in the pattern in the
usages of crude oil energy along with a change in the overall
composition in the demand for various sources of energy.
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4Source: RBI & WDI

Table 2: Trend in total oil imports, current account balanceand trade balance of India.
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Figure 1: Trend in total oil imports, current account and trade balance of 
India.

Source: RBI & WDI
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Table 3: Sectoral Shares in Consumption of Crude Oil in India (%).



Greater reliance on traditional source of energy
• It is seen that countries with their economic progress, although they have gone in 

for production and consumption of more cleaner forms of energy (such as 
electricity, natural gas and solar power and wind energy etc.) and in some cases 
they have gone in for substituting the import of most cleaner forms of energy in 
place of crude energy.

• However, there are also natural and financial resource constraints which limit the 
production and uses of these cleaner energy sources for individual countries.

• Even in the most advanced countries, one would observe that along with the rise 
in the consumption of cleaner forms of energies, there is still an increasing use of 
these crude forms of oil energy in absolute terms.

• Therefore, the advanced countries such as USA and Europe are still heavily using 
crude oil energy along with the alternative cleaner forms of energies.
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International price of oil and Economic activities
• Given the fact that the emerging economies have limited capacity and resources

to invent and produce more subtle forms of cleaner energy and intensively use
those energy sources, in relation to their demand for total energy, still their
demand for these traditional energies are increasing along with slow and gradual
discovery of other modern renewable sources of energies.

• Since many of the large emerging economies like India and China have very
limited oil mineral deposits, they continue to import significant portion of crude
oil energy from gulf and other countries.

• As a result, when the international crude oil prices shoots up due to any
exogenous factors (like excess demand for crude oil or speculative forces in the
international market), the oil importing countries are likely to experience
retrenchment of economic activities as well as often severe imbalances in their
BOP, which gets reflected in the deterioration of trade balance and current
account deficits in the BOP.
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•Given that India imports huge amounts of oil from gulf
and other oil exporting countries, it is important to
understand the dynamics of international crude oil
prices and real private investment activity along with
capturing the other key determinants of private
investment, as private investment is a key
determinant of economic growth of every economy.
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Objective

•Among the activities, the study focuses on 
understanding the linkage between the movement of 
international crude oil prices and the real private 
investment.

• It also incorporates the major factors influencing 
private investment – public investment, real interest 
rate, financial development, economic growth and 
economic globalisation. 
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Theoretical Framework

• The theoretical model is based on the Flexible Accelerator Model
(FAM) originated by Chenery (1952). It shows that the desired stock
of capital can be assumed to be proportional to the expected output:

The desired stock of capital is assumed to be influenced due to
changing economic conditions.
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Private Investment Model
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Trends of Macro variables used in the analysis
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where:
PRI- Private investment (% of GDP)
PUI- Public investment (% of GDP).
OP- Real oil price (Crude oil, Brendt, $/bbl, real
2010$)- The data is in original form as given in WDI.
IR-Real interest rate (Real interest rate data is directly
available in WDI. So no need to change nominal to
real.
FD- Financial development [measured as Domestic
credit to private sector (% of GDP)]
GR- Real GDP growth (Source-WDI)
GLOBALECO- Economic Globalisation (Dreher Index)



Unit root test results
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Conducted other unit root tests

•Ng and Perron (2001) test

•Zivot-Andrew’s (1992) unit root test
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Cointegration test results
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Long-run Estimates
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Short-run Estimates
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Examining the Robustness of the Estimates from 
ARDL model
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Long run Estimates from FMOLS
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Long run Estimates from DOLS
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Conclusion and Policy Suggestions

• The long run results estimated from the ARDL model
shows that oil price and public investment negatively
affect the private investment, whereas the financial
development, growth rate and economic globalisation
positively influence the private investment in the long
run.

• In the short run, the oil price and public investment
have also negative and significant impact similar to
the long run.
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Contd..
• The results of both the FMOLS and DOLS estimators give

similar results like the ARDL model.

• However, as the coefficient of public investment was found
to be consistently negative and significant both in the short
run as well as in the long run, so this leads us to infer that
public investment crowds out private investment in India.

• Further, the crowding out impact of public investment on the
private investment is higher in the short run than in the long
run.
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Contd..

• This means that India invests so much on creation of physical
infrastructures, but why it does not encourage the private investment
is a big question mark for the government policy making and
implementation and strategies of those policies.

• It calls for a thorough and greater examination, which are the areas
where government is investing and how that retards the private
investment in the economy and what needs to be done in order to
encourage more investment in the economy.

• It also suggests that the public sector should make investment in
areas where private sector is abysmally small and rather it should
encourage private investment in areas where private investment is
absent and already private investment is present but requires a big
push from its present level.
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Limitations of the Study
•We have not considered alternative energy prices in

the model which can affect the consumption of crude
oil and therefore consumption of other energies for
industrial use such as Electricity.

•We have not considered the domestic price of oil and
price of other substitutes to oil in the model.
However, it may not have much bearing on our
results, as the oil price is only recently got liberalised
and being determined by market forces.
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Thank you…
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