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ABSTRACT

The relationship between economic growth and electricity consumption has been widely discussed by the
applied literature. In this study, our purpose is to analyse the effect of economic growth on the electric-
ity consumption by employing Markov-Switching Model for Turkey in order to account for nonlinearity.
We use monthly data on electricity consumption and industrial production index covering the period from
1986:1 to 2012:12. We estimate MSIAH(2)-ARX(12) model by Maximum Likelihood Estimation Method
using EM algorithm. We find that economic growth has positive, significant and nonlinear impact on the
electricity consumption growth. Therefore, we can conclude that one should consider the nonlinearity be-
tween electricity consumption and industrial production while analyzing the effect of economic growth on
electricity consumption and also in order to ensure supply and demand balance in the electricity sector dur-
ing different states of the economy.
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