Accepted Manuscript

Oil Returns and Volatility: The Role of Mergers and Acquisitions

Martijn Bos, Riza Demirer, Rangan Gupta, Aviral Kumar Tiwari

PII: S0140-9883(18)30042-2
DOI: https://doi.org/10.1016/j.eneco.2018.01.034
Reference: ENEECO 3908

To appear in:

Received date: 16 November 2017
Revised date: 9 January 2018
Accepted date: 29 January 2018

S EEE—
Energy
Economics

Please cite this article as: Martijn Bos, Riza Demirer, Rangan Gupta, Aviral Kumar
Tiwari , Oil Returns and Volatility: The Role of Mergers and Acquisitions. The address
for the corresponding author was captured as affiliation for all authors. Please check if

appropriate. Eneeco(2018), https://doi.org/10.1016/j.eneco.2018.01.034

This is a PDF file of an unedited manuscript that has been accepted for publication. As
a service to our customers we are providing this early version of the manuscript. The
manuscript will undergo copyediting, typesetting, and review of the resulting proof before
it is published in its final form. Please note that during the production process errors may
be discovered which could affect the content, and all legal disclaimers that apply to the

journal pertain.



https://doi.org/10.1016/j.eneco.2018.01.034
https://doi.org/10.1016/j.eneco.2018.01.034

Oil Returns and Volatility: The Role of Mergers and Acquisitions”

Martijn Bos’, Riza Demirer ", Rangan Gupta  and Aviral Kumar Tiwari~

Abstract

This paper provides a novel perspective to the oil-stock market nexus by examining the
predictive ability of mergers and acquisitions (M&A) over West Texas Intermediate (WTI)
oil returns and volatility using a nonparametric quantile-based methodology. Our findings
suggest that M&A activity carries significant predictive power over oil return and volatility,
while predictability displays remarkably distinct patterns across various quantiles
representing normal, bull and bear market states. We also observe that M&A activity by oil
firms, i.e. both the acquiring and target firms considered active in the oil and gas (O&G)
industry, generally carries greater predictive power over both oil returns and volatility
compared to M&A activity by non-oil acquirers, i.e. acquirers that have entered the O&G
industry by buying an oil company. Our findings imply that M&A activity in the O&G
industry carries valuable fundamental information regarding future expectations on oil price
dynamics and should be taken into account in forecasting exercises.
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1. Introduction

Crude oil is regarded as the most important commodity, given its influential role in the
world economy relative to other commaodities, particularly in terms of its causal effects on
economic downturns (Hamilton, 1983, 2008, 2009, 2013; Elder and Serletis, 2010) and
inflation (Stock and Watson, 2003). Considering the real economy, oil is indispensable for
many sectors including industrials, transportation and agriculture, whether used as feedstock
in production or as a surface fuel in consumption (Mensi, et al., 2014a). Moreover, oil market
fluctuations are widely known to spill over to other commodity markets (see for example,

Kang and Yoon, 2013; Kang et al., 2016, 2017; Mensi, et al., 2013, 2014b, 2015a) as well as
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