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Abstract

The present study examines the effect of oil price shocks on the returns of
selected stocks from oil-exporting countries using a two-stage method based on
the structural vector auto-regression (SVAR) and time-varying parameter
regression (TVP) models. The data used in this study were from Iran, UAE, Qatar,
Saudi Arabia, Kuwait, Algeria, and Venezuela, which are OPEC member countries,
as well as Russia, Mexico, and Bahrain, which are members of OPEC+, in the form
of two monthly time series data, including oil market and stock market data, from
2000 to 2021. Oil prices have been studied by separating supply and demand
shocks. The results report evidence of the time-varying response of stock market
returns to different oil shocks (oil supply, aggregate demands, and demand
shocks). It shows that stock returns react to demand shocks more than supply
shocks. In addition, the effect of supply shocks on stock returns is negative and
small, while the total demand shock has a positive effect on the stock market of
the countries rather than Iran and Algeria. It also indicates that oil demand shocks
positively affect countries like Russia, Qatar, and Mexico but are also less
powerful than the total demand. At the same time, this shock has a negative effect
at the beginning of the studied periods for countries like Algeria, UAE, Iran, and
Saudi Arabia. It should be noted that it has no significant effect in other periods.

** This article is extracted from the Master's thesis of Economics, Faculty of Economics and Administrative
Sciences, Mazandaran University
*Corresponding Author: Yousef mehnatfar

Address: Faculty of Economics and Administrative
Sciences, Mazandaran University Department of

Email: ymehnatfar@umz.ac.ir
Tel: 01135303906

Energy Economics, Babolsar, Iran

Yousef mehnatfar, Zainab Ramezani Darabi, Zahra Karimi Moghri. The Effect of Oil Price Shocks on the Stock
Market Returns of Selected Oil Exporting Countries (Variable Parameter Regression Approach over Time)

Volume 18. Issue 38. Summer. 2023. Pages 131 to 160.



https://www.orcid.org/0000-0002-1253-8735
https://www.orcid.org/0009-0009-8145-7160
https://www.orcid.org/0000-0002-0658-2000

Volume 18. Issue 38. Summer. 2023. Pages 131 to 160.

4 :'l "l
Macroeconomics
Research Letter v

Extended abstract

1. Introduction

This study investigates the effect of oil
price shocks on the returns of selected
stocks from oil-exporting countries using
a two-stage method based on the
structural vector auto-regression (SVAR)
and time-varying parameter regression
(TVP) models. The data used in this
research were from Iran, UAE, Qatar,
Saudi Arabia, Kuwait, Algeria, and
Venezuela, which are OPEC member
countries, as well as Russia, Mexico, and
Bahrain, which are OPEC+ member
countries, in the form of two monthly time
series data, including data related to the
oil market and the stock market, from
2000 to 2021.

2. Method

This study distinguishes between supply
and demand shocks in the oil market. This
distinction is important in understanding
how different types of shocks affect stock
market returns differently. The current
study covers more than two decades, from
2000 to 2021; this broad time frame allows
for a thorough examination of the
interaction between oil price shocks and
stock returns.

3. Findings

In recent years, more sophisticated
econometric methods have been used to
understand better the relationship
between oil shocks and stock market
returns in oil-dependent countries.
Bouoiyour et al. (2017) examine the
dependence structure of stock returns
using a quantile regression model. The
results of Basher et al.'s (2018) study, based
on the  Markov-switching  model,
examined the relationship between oil
shocks and stock returns in oil-related
countries and indicated that most of the

selected stock markets showed an
important reaction to oil demand shocks
while oil supply shocks only affect the UK,
Kuwait, and UAE markets. Mokeni (2020),
using a time-varying regression method,
showed that the stock returns of oil
exporting (Russia, Norway, Venezuela, and
Mexico) and importing (China, Japan,
India, and South Korea) countries are
more sensitive to oil demand shocks than
Supply shocks react.

4. Results

The SVAR model estimation results show
the existence of four oil events. The first is
the supply shock, which related to the
conflict in the Middle East and the Persian
Gulf War in 2003, while the second oil
shock (2008) and the third (2014-2016)
include two demand shocks. Finally, in
2019-2020, simultaneous oil supply and
demand shocks were seen due to the
spread of the Corona epidemic (demand
shock) and the oil price war between Saudi
Arabia and Russia (supply shock).
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