
�������� ��	
�����

Regime Switching Model of US Crude Oil and Stock Market Prices: 1859 to
2013

Mehmet Balcilar, Rangan Gupta, Stephen M. Miller

PII: S0140-9883(15)00050-X
DOI: doi: 10.1016/j.eneco.2015.01.026
Reference: ENEECO 3003

To appear in: Energy Economics

Received date: 21 June 2014
Revised date: 12 December 2014
Accepted date: 31 January 2015

Please cite this article as: Balcilar, Mehmet, Gupta, Rangan, Miller, Stephen M., Regime
Switching Model of US Crude Oil and Stock Market Prices: 1859 to 2013, Energy Eco-
nomics (2015), doi: 10.1016/j.eneco.2015.01.026

This is a PDF file of an unedited manuscript that has been accepted for publication.
As a service to our customers we are providing this early version of the manuscript.
The manuscript will undergo copyediting, typesetting, and review of the resulting proof
before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that
apply to the journal pertain.

http://dx.doi.org/10.1016/j.eneco.2015.01.026
http://dx.doi.org/10.1016/j.eneco.2015.01.026


AC
C

EP
TE

D
 M

AN
U

SC
R

IP
T

ACCEPTED MANUSCRIPT

Regime Switching Model of  

US Crude Oil and Stock Market Prices:  

1859 to 2013
*
 

 

Mehmet Balcilar 

Department of Economics 

Eastern Mediterranean University 

Famagusta, NORTHERN CYPRUS, via Mersin 10, TURKEY 

 

Rangan Gupta 

Department of Economics 

University of Pretoria 

Pretoria, 0002, SOUTH AFRICA 

 

Stephen M. Miller** 

Department of Economics, 

University of Nevada, Las Vegas 

Las Vegas, Nevada, 89154-6005 USA 

E-mail: stephen.miller@unlv.edu 

Telephone: 01-702-895-3969 

Fax: 01-702-895-1354 

 

Abstract: 

 

This paper examines the relationship between US crude oil and stock market prices, using a 

Markov-Switching vector error-correction model and a monthly data set from 1859 to 2013. 

The sample covers the entire modern era of the petroleum industry, which typically begins 

with the first drilled oil well in Titusville, Pennsylvania in 1858. We estimate a two-regime 

model that divides the sample into high- and low-volatility regimes based on the variance-

covariance matrix of the oil and stock prices. We find that the high-volatility regime more 

frequently exists prior to the Great Depression and after the 1973 oil price shock caused by 

the Organization of Petroleum Exporting Countries. The low-volatility regime occurs more 

frequently when the oil markets fell largely under the control of the major international oil 

companies from the end of the Great Depression to the first oil price shock in 1973. Using the 

National Bureau of Economic research business cycle dates, we also find that the high-

volatility regime more likely occurs when the economy experiences a recession. 
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