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Overview 

This study investigates the effects of oil price shocks on volatility of cds premia of 5 years maturity of oil rich 

countries. We decompose an oil price shock to its underlying components, including macroeconomics and oil 

specific shocks. The applied method is the structural vector autoregressive (SVAR) model and the time span is 

from April 2010 to March 2017. The investigation is divided into two subsamples, before and after june 2014 

for taking into account the oil slump of this year. We find that, based on impulse response functions, the 

response of volatility of each cds to an oil price shock differs significantly depending on the underlying cause of 

the shock for the both periods. Moreover, according to variance decomposition the explanatory power of oil 

shocks becomes stronger after the crisis. The different responses of commodities are described in detail by 

investigating the situation of different countries of our data. 

Methods 

 
Cubic spline for making  cds premia data at the same frequence  with oil data. I apply  Structural Vector 

autoregressive-approach (SVAR) to analyse the effects of five different shocks (supply shocks ,demand shocks , 

speculative shocks residual shocks and volatility shocks of cds premia) . 

 

Results 

First the  oil slump of 2014 have contribute to enhance the volatility of cds premia of all countries. We switch 

from a model without leverage effect in  the volatility cds premia  with a more pronounced level of leverage  

with a EGARCH model. 

Second, biggest oil producer like Saudi Arabia, Russia and Venezuela cds premia volatility are more senstive to 

supply  oil shocks than small producer like Kazakhstan or Qatar. Amazingly Norway the most diversified 

economy within our panel shows a high level of sensitivity to oil price shocks particularly to speculative shocks. 

Third  demand shocks for speculative purpose  have  gained more importance for all countries  except Russia 

after the  oil price slump of 2014 when the supply shocks lost contribution to oil cds premia volatility on the two 

months ahead.  
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a) Forecast error variance decomposition of cds premia volatility of saudi arabia before and after the 

slump of 2014. 

 

                  
  

 

Before  2014 slump 

 

After 2014  Oil slump 

 Supply 

Shocks 

 

 

Demand 

Shocks 
Spéculative 

shock 
Residual 

Shocks 
Volatility 

Shocks 
 

 
 

 

 
 

Supply 

Shocks 

 

 
 

Demand 

Shocks 
 

 
 

Spéculative 

shock 
Residual 

Shocks 
Volatility 

Shocks 
 

 
 

 

 
 

Saudi Arabia 

 

1 day 

5 days 

15 days 
30 days 

60 days 

 

 
 

37.6474                         

96.0351                          
96.3792                          

96.5531                          

96.5712                          

 

 
 

14.1104 

0.9144 
0.8598 

0.8518 

0.8543 

 

 

 
 

12.4247 

2.4597 
2.4470 

2.4853 

2.4972 

 

 

 
 

33.6531 

0.5549 
0.2946 

0.1029 

0.0724 

 

 

 
 

2.1641 

0.0357 
0.0190 

0.0066 

0.0046 

 

 

 
 

1.7051 

69.2587 
78.1070 

75.6321 

70.1855 

 

 

 
 

6.6451e-03 

2.2454e-05 
1.0576e-05 

9.0721e-06 

1.1168e-05 

 

 

 
 

1.9759 

30.5631 
21.0630 

24.3549 

29.8041 

 

 

 
 

0.4626 

0.0172 
0.0096 

0.0031 

0.0026 

 

 

 
 

95.8495 

0.1607 
0.0298 

0.0096 

0.0077 

 

 

b) Impulse response function  of cds premia volatility of saudi arabia before and after the slump of 2014. 

b-1) Before the oil price slump. 

         

        
b-1) After  the oil price slump of 2014. 



    

  
 

 

Conclusions. 

We need to further investigate the effect of  oil market on oil rich countries perceived risk (cds premia volatility) 

on fianncial markets. Even well diversified countries are not immune against oil price sources  of fluctuations. 

Biggest producer and small producers  are more sensitive to supply oil shocks except russia  which is more 

sensitive to residual shocks. Supply shocks contrbution to cds premia volatility dimish after the  oil slump this 

probably have something to do with the recent shale oil expansion in the USA.



References 

Aizenman, J., Jinjarak, Y., Park, D., 2016. Fundamentals and sovereign risk of emerging 

markets. Pac. Econ. Rev. 21 (2), 151–177. 

 

Alexandre, H., de Benoist, A., 2010. Oil prices and government bond risk premiums. Lahore 

J. Bus. 1 (1), 1–21. 

 

Amstad, M., Remolona, E., Shek, J., 2016. How do global investors differentiate between 

sovereign risks? The new normal versus the old. J. Int. Money Financ. 66, 32–48. 

 

Arezki, M.R., Bruckner, M., 2010. Resource Windfalls and Emerging Market Sovereign Bond 

Spreads: The Role of Political Institutions (No. 10-179). International Monetary Fund. 

 

Basher, S.A., Haug, A.A., Sadorsky, P., 2012. Oil prices, exchange rates and emerging stock 

markets. Energy Econ. 34 (1), 227–240. 

 

Beine, M., Laurent, S., 2003. Central bank intervention and jumps in double long memory 

models of daily exchange rates. J. Empir. Financ. 10 (5), 641–660. 

 

Bhar, R., Nikolova, B., 2009. Return, volatility spillovers and dynamic correlation in the 

BRIC equity markets: an analysis using a bivariate EGARCH framework. Glob. Financ. J. 19, 

203–218. 

Bollerslev, T., 1986. Generalized autoregressive conditional heteroscedasticity. J. Econ. 31 

(3), 307–327. 

 

Bouri, E., 2015. Oil volatility shocks and the stock markets of oil-importing MENA 

economies: a tale from the financial crisis. Energy Econ. 51, 590–598. 

 

Duffie, D., Pedersen, L.H., Singleton, K.J., 2003. Modeling sovereign yield spreads: a case 

study of Russian debt. J. Financ. 58 (1), 119–159. 

 

Fonseca, J.D., Ignatieva, K., Ziveyi, J., 2016. Explaining credit default swap spreads by 

means of realized jumps and volatilities in the energy market. Energy Econ. 56, 215–228. 

 



Ghosh, S., Kanjilal, K., 2014. Co-movement of international crude oil price and Indian stock 

market: Evidences from nonlinear cointegration tests. Energy Econ. 53, 111–117. 

 

Glosten, L.R., Jagannathan, R., Runkle, D.E., 1993. On the relation between the expected 

value and the volatility of the nominal excess return on stocks. J. Financ. 48 (5), 1779–1801. 

 

Hooper, E., 2015. Oil and gas, which is the belle of the ball? The impact of oil and gas 

reserves on sovereign risk. Aix-Marseille Sch. Econ (Available at). 〈https://halshs. archives-

ouvertes.fr/halshs-01211506〉. 

 

Longstaff, F.A., Pan, J., Pedersen, L.H., Singleton, K.J., 2011. Howe sovereign is sovereign 

risk. Am. Econ. J.: Macroecon. 3, 75–103. 

 

 


