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Abstract

In this paper, I extend Kilian (2009)’s structural VAR model of the global market for crude
oil along the lines of Kilian and Park (2009) and identify the impact of oil price shocks on
stock market returns in six OECD member states. The sample of countries is selected to
incorporate four major net importers and two net exporters of crude oil. Using monthly data
from 1974 to 2011, I isolate structural oil supply shocks, aggregate demand shocks, and oil-
specific demand shocks from a block-recursive three-variable VAR model.

My results suggest that unexpected shortfalls in the global supply of crude oil do not have a
significant impact on the stock market in any of the six countries under consideration. While a
positive innovation to global aggregate demand raises oil prices and cumulative stock returns
in all countries, the effect lasts longer for net oil exporters and is more pronounced in Norway.
Precautionary demand shocks have a detrimental impact on the stock market in oil-importing
countries, a statistically insignificant effect on the Canadian, and a significantly positive effect

on the Norwegian stock market.
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