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Impact of oil price risk on sectoral equity markets:  

Implications for portfolio management 

 

 

Abstract 

Structure and degree of oil price impact on sectoral indices are examined using Quantile 

Regression Analysis (QRA). Nine sectors are found to provide diversification opportunities 

during a bull market (i.e. 90
th

 quantile of the return distribution) and three sectors during a 

bear market (10
th

 quantile) to hedge oil price risk. Further, the contagion effect and 

interdependency between oil price and sectoral equity are assessed through frequency domain 

causality. The causality from oil price in the long run determined that there is 

interdependence between three sectors and oil price changes. The direction of causality from 

oil price is mixed in both the short run (high frequency) and long run (low frequency) for 

nine sectors. Overall, the carbon sector is the only sector that is immune to oil price risk, 

thereby providing investment and hedging opportunities for portfolio managers.  
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