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ABSTRACT:

This paper explores the impact of the Russia-Ukraine conflict on the stock prices of US oil com-
panies. The study aims to determine the degree of benefit to the US oil industry following the
immediate outbreak of the crisis.

The study employs a market-adjusted return model to analyze the Average Abnormal Returns
(AAR) and Cumulative Abnormal Returns (CAR) of a sample of American oil company stocks.
These returns serve as a proxy for market sentiment. The analysis focuses on the event window
surrounding the start of the conflict to assess its impact on the market behavior.

The background of the conflict is explored, along with its escalation following Russia's annexa-
tion of Crimea in 2014. The study also reports the economic sanctions imposed by the US, EU,
and other countries on Russia, and Russia's countermeasures. Furthermore, the literature re-
view covers key concepts such as geopolitical crises, market interconnectedness, spillover ef-
fects across financial markets and countries, inflationary pressures, and the energy trade land-
scape.

The data collected includes daily stock prices of US oil companies and the S&P500 index, which
serves as a benchmark. The study utilizes regression analysis to calculate the statistical signifi-
cance of AAR and CAR. The empirical findings indicate a statistically significant positive CAR in
the window (-3, +3), suggesting positive market sentiment towards the oil sector. This result
supports the hypothesis that positive sentiment towards the oil sector counteracts the market
shock of the event itself.

In conclusion, the thesis provides insights into the effects of the Russia-Ukraine conflict on the
US oil sector by analyzing market sentiment through AAR and CAR. The research also identifies
and analyzes how expectations of supply disruptions, increased demand for non-Russian oil,
and the strategic importance of energy security have influenced market sentiment towards the
oil industry. The findings support the hypothesis that there is a significant positive CAR in the
window surrounding the start of the Russia-Ukraine conflict.

Keywords: Russia-Ukraine conflict, US oil companies, Stock prices, Average Abnormal Returns,
Cumulative Abnormal Returns, Market Sentiment, Geopolitical Crisis, Energy Trade.



1 Introduction

The global energy market has experienced significant transformations in recent years,
driven by geopolitical tensions and global economic uncertainty (Izzeldin M. et al, 2023).
The energy market is characterized by evolving trade patterns which have been shifting
mainly due to the tensions following the Russia-Ukraine conflict, which led to fluctua-
tions in oil supply and prices with subsequent spillover effects across industries and mar-

kets (Baogui et al, 2023).

The sanctions from western countries and countersanctions from Russia following the
beginning of the crisis had a multitude of effects on global markets. Their effectiveness
is debated to this, as their ability to achieve broader economic and political objectives

remains in question (Baogui et al, 2023).

On one hand, some researchers consider the reduction of the heavy reliance on Russian
resources to be positive in the long run for western countries (Mohammed K. Et al, 2023),
while others emphasize the lose-lose outcome of sanctions and suggest that reshaping
global trade networks may delay the achievement of Sustainable Development Goals
(Chen Y. et al, 2023). In a particular way, the sanctions on energy resources and oil that
aimed at isolating and weakening Russia, triggered a series of economic problems, ag-
gravated by the integration of economies, with the risk of spillover intensifying (Makko-

nenT. et al, 2023).

Europe was one of the most directly affected regions by the crisis due to its heavy reli-
ance on Russian energy (Ahmed S., 2023). The invasion led to a sharp rise in energy
prices, which strained European economies, contributing to inflation and increasing
costs for industries and households (Ahmed S., 2023). The supply chain disruptions, par-
ticularly in sectors like agriculture and metals (steel, iron, palladium and nickel), and
global shipping routes disruptions, particularly in the Black Sea, further complicated the

economic situation worldwide (Ahmed S., 2023).



In fact, in North America, the US still faced challenges, with the spike in global oil prices
leading to higher gasoline prices, contributing to inflationary pressures that were already
present due to pandemic (Chen Y. et al, 2023). The US as a major energy producers, ex-
perienced some benefits from higher energy prices, but the broader economic impact
included higher costs of living and disruptions in global trade, which affected businesses

and consumers (Chen Y. et al, 2023).

The focus on the oil industry in this paper is chosen because of the central role of the
trade of energy resources as a key driver of economic and geopolitical activity (Chen Y.
et al, 2023). Also, the choice of investigating the correlation between the Russia-Ukraine
conflict and the valuation of US companies operating in the oil industry, resides in the
increasingly central role that the country plays in setting global energy trends, both as a

major consumer and a significant producer of oil and gas resources (Chen Y. et al, 2023).

The paper also aims to fill gaps in previous literature regarding the actual impact of the
beginning of the conflict on the public sentiment on this industry in this area, using a
sample of stocks of American companies operating in the oil sector. The paper employs
a simple market adjusted return model to analyze the Average Abnormal Returns (AAR)
and Cumulative Abnormal Returns (CAR) of the stock prices of the sample (used as a
proxy for market sentiment), to analyze the impact that the start of the Russia-Ukraine
conflict had on the oil sector in the US. The sample proposes a wide industry coverage
as it includes companies from various segments within the oil industry, such as inte-
grated oil companies, exploration and production companies, offshore drilling, and oil-

field services and equipment.

1.1 Hypotheses

In the previous chapter, it is presented that the increasing central role of the US in the
energy trade patterns, led it to experience some benefits from higher energy prices,
however the broader economic was negatively affected by uncertainty and volatility of

financial markets (Chen Y. et al, 2023).



The paper aims to analyze the degree of benefits that the industry in the US had during
the outbreak of the crisis (Chen Y. et al, 2023). In fact, expectations of supply disruptions,
increased demand for non-Russian oil, and the strategic importance of energy security
might have driven a positive market sentiment towards the oil industry on the event date
(Chen Y. et al, 2023). These factors might have combined to create a favorable outlook

for oil companies in the US, seen as a viable substitute to Russian oil (Chen Y. et al, 2023).

The AAR and CAR analyzed for the sample of the American stock prices used as a proxy

for market sentiment, are used to test the following hypotheses:

Hypothesis 1: There is a negative stock market reaction on the event date of the conflict.

The sudden uncertainty is reflected in the sample’s significant negative AAR.

Hypothesis 2: There is a positive stock market reaction on the days following the event
date. The positive speculations about the profitability of oil companies following the

rapid increase in oil prices contributes is reflected in the sample’s significant positive AAR.

Hypothesis 3: There is a significant positive CAR in the window (-3, +3), as the positive

sentiment about the oil sector counteracts the market shock of the event itself.

1.2 Structure

The rest of this paper is organized as: Chapter 2 provides a background of the situation
leading up to the main event studied, Chapter 3 reviews prior literature, Chapter 4 pre-
sents the sample and the data used in the event study, Chapter 5 analyses the AAR and
CAR of the sample stocks, Section 6 discusses the effects of the conflict on the oil sector

in the US, Chapter 7 concludes the study.



2 Background

The Russia-Ukraine conflict has roots in a complex history of disputes, and it escalated
significantly in 2014 when Russia annexed Crimea. The annexation of Crimea had signif-
icant implications for the global economy, affecting international relations, trade, energy

markets, and financial systems (Oikonomikou L. E., 2018).

The US, the EU, and other countries imposed a series of sanctions that targeted key sec-
tors of the Russian economy, including finance, defense, and energy (Pak O. et al, 2016).
Restrictions were placed on Russian state banks, limiting their access to international
financial markets, the Russian energy sector was granted restricted access to technology,
goods, and services for oil production, and the export of certain goods with potential
military applications to Russia was banned. In response, Russia imposed countersanc-
tions, particularly banning food imports from countries that had sanctioned it (Pak O. et

al, 2016).

The sanctions and the broader geopolitical tensions highlighted Europe's dependence
on Russian energy and spurred actions to reduce this dependency (Oikonomikou L. E.,
2018). The risks associated with Europe's heavy reliance on Russia led the EU countries

to accelerate efforts to diversify their energy sources (Oikonomikou L. E., 2018).

Trade ties between Russia and countries that imposed sanctions were directly affected,
leading to a decrease in trade volumes and ripple effects on global supply chains, partic-
ularly in industries dependent on Russian resources (Pak O. et al, 2016). The conflict has
also contributed to a realignment of geopolitical relationships, with sanctioned countries
seeking to strengthen ties with alternative economic powers and Russia being sus-

pended from the G8 group of industrialized nations (Pak O. et al, 2016).

These financial sanctions, oil prices drop, and subsequent depreciation of the Ruble led
to a recession in the Russian economy (Orenstein M. A. et al, 2016). Russia's GDP con-

traction took place in 2015, highlighting structural weaknesses in the Russian economy,



including its heavy dependence on commodity exports and the lack of diversification
into other sectors (Orenstein M. A. et al, 2016). The Russian economy began to show
signs of stabilization and a modest recovery in the following years, partly due to a re-
bound in oil prices, adjustments to the economic sanctions regime, and policy measures

taken by the government (Orenstein M. A. et al, 2016).

Between 2014 and February 2022, the situation was characterized by ongoing tensions,
sporadic conflicts, and political efforts to resolve the crisis (D’Anieri P. et al, 2019). This
period saw fluctuating levels of violence in the Donetsk and Luhansk regions, where local
Pro-Russian separatist leaders declared independence from Ukraine, and diplomatic ne-
gotiations, such as the Minsk agreements (in 2014 and 2015) brokered by the OSCE, that
included provisions for a ceasefire, the withdrawal of illegal armed groups, and the re-
lease of hostages (D’Anieri P. et al, 2019). Violations were common and diplomatic efforts
were often stalled (D’Anieri P. et al, 2019). This caused the Western sanctions to be peri-
odically expanded leading to escalated tensions between Russia and NATO countries,

with increased military activities on both sides (D’Anieri P. et al, 2019).

The period of recovery and adaptation in the years leading up to 2022, saw both Russia
and Ukraine making efforts to stabilize their economies, with gradual signs of recovery
becoming evident from 2016 (D’Anieri P. et al, 2019). The Russian economy began show-
ing signs of recovery, largely due to stabilizing oil prices, a gradual adaptation to the
sanctions regime, and government policies aimed at economic diversification (D’Anieri P.
et al, 2019). Efforts to boost domestic production in response to Western sanctions led
to an increase in self-sufficiency in certain sectors; however, the economy remained vul-

nerable to fluctuations in global energy prices (D’Anieri P. et al, 2019).

The COVID-19 pandemic added a layer of complexity to the situation, with both positive
and negative repercussions (Aslund, 2020). The immediate economic fallout from the
pandemic was largely negative, leading to decreased industrial production and disrup-

tions in global supply chains (Aslund, 2020). Both countries faced economic contractions



10

in 2020 as they implemented various fiscal and monetary measures to support the econ-

omy (Gullstrand J., 2020).

Also, the pandemic contributed to a sharp decline in global oil demand, leading to a his-
toric drop in oil prices in early 2020 (Aslund, 2020). Given that oil is crucial to Russia's
economy, both in terms of revenue and exports, this had a significant negative impact
on the country's financial health (Aslund, 2020). The government's response, including
fiscal stimulus, monetary easing, and healthcare investments, aimed to mitigate these
negative impacts, but the long-term economic recovery remained an area of focus (Gull-

strand J., 2020).

In February 2022, the situation escalated further when Russia invaded Ukraine, aggra-
vating existing geopolitical tensions, disrupting international trade, and contributing to

global economic uncertainty (Makkonen T. et al, 2023).
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3 Literature Review

This Chapter explores theories, events and concepts in finance that relate to the Russia-
Ukraine conflict, and it aims to understand if the impacts are reflected in this crisis as
compared to similar situations prior to the event, through the investigation from previ-
ous literature. Important topics such as geopolitical crisis, market interconnectedness
and energy trade patterns are analyzed in depth in this section of the paper and are
linked to the research aim of exploring the magnitude of the effect of the event on the

stock prices of US companies operating in the oil industry.

3.1 Geopolitical Crisis

A geopolitical crisis refers to a situation where political or territorial disputes between
countries escalate to a point that threatens the stability of a broader area (Makkonen T.
et al, 2023). These crises often stem from conflicts over borders or resources and can
lead to economic sanctions, military confrontations, and breakdowns in diplomatic rela-
tions, and they can significantly impact the global economic landscape (Makkonen T. et
al, 2023). Prior literature highlights the risks associated to a geopolitical crisis being dis-
ruptions to international trade, sudden changes in energy prices, and shifts in currency
values, which lead to increased costs for businesses, challenges in supply chains, and a

decrease in consumer confidence (Makkonen T. et al, 2023).

The GPR (Global Peace Index) is a measure based on various indicators used to assess
the that evaluate the level of peace in a country. These indicators include levels of vio-
lence and crime, the degree of militarization, ongoing conflicts, relations with neighbor-
ing countries, and other societal safety and security measures. It provides an overview
of the current state of peace across the globe, highlighting both peaceful and conflict-
prone areas. Figure 1 shows the level of the GPR from 1970 to 2022, highlighting the

state of peace world-wide in crises such as the one explored in this study.
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Figure 1: GPR index from 1970 to 2022 (The Fed, 2022).

3.1.1 The Russia-Ukraine Crisis

The conflict in 2022 happened at a particular time in history, as the world was still facing
challenges posed by the COVID-19 pandemic, a global health crisis that was heavily af-
fecting the global markets through different channels (Roy A. et al 2023). In fact, while a
geopolitical crisis disrupts economies through conflict and uncertainty affecting trade
patterns, a health crisis directly impacts labor markets and consumer demand (Roy A. et
al 2023). Moreover, while a geopolitical crisis leads to sudden market volatility, a health
crisis can cause prolonged economic downturns as governments and societies struggle
to manage public health concerns while trying to sustain economic activity (Roy A. et al

2023).

As Roy A. et al (2023) examine, the Russia—Ukraine conflict further intensified the eco-
nomic challenges from the pandemic, impacting commodity prices, especially in the en-
ergy sector. The conflict showed the vulnerability of the crude oil market to financial
crises, emphasizing the bidirectional relationship between geopolitical factors, eco-
nomic crises, and natural resource commodity prices (Roy A. et al 2023). Also, Roy A. et
al (2023) compare the economic impact of the pandemic and the conflict on global mar-
kets, revealing that the energy sector is more impacted than the non-energy sector dur-

ing both crises.
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The concerns about energy security heightened and the fear of supply disruptions led to
a surge in global energy prices, with oil prices spiking to their highest levels since 2014
(Gaio L. E., 2022). Natural gas prices also saw dramatic increases, exacerbating inflation-
ary pressures worldwide and leading to higher costs for heating, electricity, and manu-

facturing (Gaio L. E., 2022).

3.1.2 The Sanctions and Countersanctions

In response to the invasion, the US, the EU, and other countries coordinated to impose
unprecedented sanctions on Russia, targeting its financial system, including limiting ac-
cess to international banking networks for Russian banks, and imposing asset freezes
and travel bans on Russian officials and oligarchs (Baogui et al, 2023). These sanctions
aimed to isolate Russia economically and financially, contributing to the immediate eco-
nomic turmoil within Russia and affecting global markets (Chancharat S., 2023). Financial
markets reacted with increased volatility, reflecting the uncertainty about the conflict's
broader implications, and stock markets experienced significant downturns (Kumar S.,
2023).
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Figure 2: The 30 Russian largest banks most of which sanctions and in red the ones
banned from SWIFT (Atlantic Council, 2022).
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There are many studies addressing the impact that the conflict and the sanctions had on
the world's economies, such as the surge in energy costs and financial market downturns
(ChancharatS., 2023). For example, Martins A.M. et al (2023) analyze how the insurance
sector, despite being seen as a means of mitigating geopolitical risks, suffered unex-
pected losses. The times of uncertainty affected the banking sector as well, which
yielded negative and statistically significant stock price reactions (Martins A.M et al,
2023). Boubaker S. (2023) identified a significant decline in the banking industry of
nearly 1.5% in return on the event date and a persisted effect affecting particularly the
US and EU. European financial stability, heavily reliant on Russian energy supply, has
been significantly affected, leading to weaker profitability in the banking sector (Ahmed

S., 2023).

In 2022, Van Bergeijk P. analyzed the effectiveness of historical sanctions imposed in a
similar context to the Russian-Ukraine war and proposed robust sanctions that could
impact the situation, including an embargo on capital goods and a boycott of Russian
energy. Coincidentally, the embargo on capital goods was implemented along with fi-
nance sanctions, asset freezes, and visa bans, affecting global economies and energy
trade patterns (Baogui et al, 2023). Russia's countersanctions affected global economies
as well, with restrictions on the export of commodities and import substitutions, leading

to shifts in the energy trade landscape and supply chains (Baogui et al, 2023).

3.1.3 The Effectiveness of the Sanctions

The energy sanctions resulted in economic damage to both the EU and Russia, with po-
tential GDP losses reaching 1.5% for the EU countries and 4.8% for Russia (Chen Y. et al,
2023). Similar numbers are presented by Hosoe N. et al (2023) who estimate a decline

in Russia's GDP by 3—7%, primarily due to a significant reduction in exports.

The effectiveness of the sanctions is debatable, as while sanctions have undeniably im-
pacted the Russian economy and isolated it from international markets, their ability to

achieve broader political objectives remains in question (Baogui et al, 2023). Russia's
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countermeasures have provided some economic stabilization and retaliatory pressure
but at the cost of accelerating global efforts to reduce dependence on Russian energy
(Mohammed K. Et al, 2023). On one hand, some researchers urge policymakers to con-
sider the changing macroeconomic environment and reduce reliance on Russian energy,
emphasizing the transition to sustainable energy sources (Mohammed K. Et al, 2023),
and others emphasize the lose-lose outcome of energy sanctions and suggest that re-
shaping energy trade networks may even delay the achievement of Sustainable Devel-

opment Goals (Chen Y. et al, 2023).

Clearly, the sanctions on energy trade are aimed at isolating and weakening Russia, how-
ever, the escalation of the conflict has confirmed only triggered a series of economic
problems, aggravated by the integration of economies, with the risk of spillover intensi-
fying (Makkonen T. et al, 2023). Significant problems related to spillovers are volatility
transmissions and inflationary pressures led by the increases in oil prices (Makkonen T.

et al, 2023).

3.2 Market Interconnectedness and Spillovers

Market interconnectedness refers to the concept that financial markets are linked in var-
ious complex ways that can be observed through the movement of prices, capital flows,
information, and risk across different countries, asset classes and sectors (Naeem M.A,,
2023). The concept incorporates connections mediated through common exposures to
global risks, regulatory frameworks, and psychological factors (Naeem M.A., 2023). As
globalization intensified, these interconnections have become more pronounced, lead-
ing to a global financial system where shocks in one part of the world can quickly prop-
agate, influencing economies and markets (Kumar S., 2023). Figure 3 proves this inter-
connectedness by showing how different markets reacted similarly to the crisis and fol-

lowing the same trends and patterns.
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Figure 3: Major stock market indices response following the Russian-Ukrainian invasion
(Izzeldin M. et al, 2023).

Economists have contributed to the discourse on market interconnectedness, especially
in the aftermath of the 2008 global financial crisis, which underscored the degree to
which economies and markets are interconnected (Reinhart C. and Rogoff K., 2011).
Works by economists such as Reinhart C. and Rogoff K. (2011) provide insights into mar-
ket interconnectedness and the consequential spillover effects, which are the effect of

economic shocks in one country or market segment transmitted across borders.

3.2.1 Spillover Effects Across Financial Markets

Evidence shows how markets are particularly sensitive to geopolitical crises because
they create uncertainty and risk, as investors and businesses fear their unpredictable
outcomes, leading to volatility in stock markets, fluctuations in currency values, and
changes in commodity prices (Kumar S., 2023). As a matter of fact, many recent studies

have been examining the interconnectedness among commodities and capital markets
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throughout this Russia-Ukraine conflict in 2022 (Kumar S., 2023). The nature of this re-
lationship varies depending on the crisis, influencing global economies, and underlining
the importance of understanding these interconnections for effective risk management
and policy decisions (Kumar S., 2023). Previous literature has highlighted how Time-Var-
ying Parameter (TVP) and Vector Autoregressive (VAR) approaches are particularly effec-
tive for estimating market interconnectedness and spillovers due to their ability to cap-

ture the dynamic nature of financial markets. (Naeem M.A., 2023).

More specifically, Si Mohammed K. Et al (2023) explore the same relationship between
oil prices and stock markets (in G5+ countries) investigating the volatility spillovers from
a period prior to the pandemic and the Russia-Ukraine crisis. Si Mohammed K. Et al (2023)
reveal that the relationship between oil prices and the stock markets does not operate
uniformly, but it varies depending on the direction of the change and the external factors
(Si Mohammed K. Et al, 2023). Si Mohammed K. Et al (2023) also affirm that while the
pandemic had far-reaching effects on global demand for oil, leading to price volatility
and economic uncertainty, the direct and immediate consequences of the conflict on oil
supply and prices are more substantial. This comparison underscores the sensitivity of
oil prices to the geopolitical stability between Western countries and Russia and the cas-

cading effects on financial markets (Si Mohammed K. Et al, 2023).

Utilizing a similar approach (TVP-VAR), Cui J. et al (2023) find a positive correlation be-
tween crude oil and other commaodity futures, which is intensified by the two crises,
indicating that the strength of this relationship fluctuates. The conflict seems to amplify
the degree to which the prices of oil and other commodities move together (Cui J. et al,
2023). Such commodities include food and agricultural commodities (wheat, corn, barley,
and sunflower oil) and metals (palladium, nickel, and aluminum), reflecting the intercon-
nectedness of global markets and the specific roles Russia and Ukraine play in the supply

of these commodities (Cui J. et al, 2023).
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3.2.2 Spillover Effects Across Countries

Kumar S. (2023) utilizing this TVP-VAR technique in his research, unveils a high level of
connectedness during the COVID-19 period, with EU countries being significant spillover
suppliers to other commodities and global markets. Conversely, during the Russia-
Ukraine conflict, the US emerged as the net receiver of volatility spillovers, while Russia
and the EU are net transmitters, meaning that the US is more affected by economic dis-
turbances from abroad than the other way around (Kumar S., 2023). The US emerged as
a net receiver of volatility spillovers because of its role in the global financial system and
the nature of the conflict's impact on energy markets and supply chains (KumarS., 2023).
As a matter of fact, the US benefitted from the rising prices in the energy sector, as a

major consumer and a significant producer of oil and gas resources (Chen Y. et al, 2023).

The notable differences between the COVID-19 and Russia-Ukraine periods are con-
firmed by the study conducted by Naeem M.A. (2023) who confirmed the interconnect-
edness between equity and commodity markets, with health and geopolitical risks sig-
nificantly impacting the return and volatility systems. The research explores risk trans-
mission and market characteristics during crises, identifying an association with height-

ened uncertainty from the Russia-Ukraine conflict (Naeem M.A., 2023).

Given the detailed exploration of the interconnectedness among different markets dur-
ing periods of crisis, the Russia-Ukraine conflict reflects the expected effects of the
shocks playing a key role in shaping market dynamics, influencing the global financial
markets and the flow of goods and commodities, and their prices (Cui J. et al, 2023).

Additionally, Market interconnectedness is a determinant factor of global inflation dur-
ing times of crisis, as the high interconnectedness of the global financial systems through
trade, investments, and financial flows leads to economic shocks to be quickly transmit-

ted across borders (Chen Y. et al, 2023).
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3.3 Inflationary Pressures in Geopolitical Crises

During times of geopolitical crises, inflation often emerges as a major economic issue,
as these events cause disruptions in supply chains, rising commodity prices, and changes
in consumer behavior, all of which contribute to increasing prices (Wu T. et al, 2023).
Previous literature highlights how geopolitical crises can disrupt the flow of goods and
services, making them less accessible and more expensive (Aharon DV. et al, 2023). Ad-
ditionally, such events lead to uncertainty and instability, potentially eroding confidence
in a nation's currency and causing it to depreciate (Aharon DJY. et al, 2023). This uncer-
tainty in the financial markets often leads investors to shift towards safer assets, such as

gold, which can further drive up costs (Chancharat S., 2023).

Central banks might respond to these uncertainties by adjusting monetary policies, such
as increased interest rates to temper inflation, with the downside of slower economic
growth (Wu T. et al, 2023). Also, financing expenditures to cope with geopolitical crises
(military and defense spending) through borrowing or printing money can further exac-

erbate inflationary pressures (Aharon D.. et al, 2023).

The interaction between supply shocks, demand fluctuations, and policy responses in a
geopolitical crisis creates a complex environment where inflation can become both a
symptom and a contributing factor to the economic challenges faced by countries
(Aharon DVY. et al, 2023). Managing inflation in such contexts requires careful balance in
monetary and fiscal policies, considering the multifaceted impacts of the crisis on the

economy (Aharon D.. et al, 2023).

3.3.1 Responses to Rising Inflation in 2022

Evidence shows how in the Russia-Ukraine conflict, the spillover effects and the height-
ened volatility in financial markets served as a catalyst for inflation, affecting global econ-
omies (Chen Y. et al, 2023). The combined effect of higher energy prices, increased food

prices, and disrupted supply chains have contributed to inflationary pressures worldwide,
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complicating monetary policy decisions for central banks (lzzeldin M. et al, 2023). The
inflation rising globally projected a slowdown in annual GDP growth, with vulnerabilities

in the US and the EU (lzzeldin M. et al, 2023).

Prior literature shows that inflation rates tend to move together globally due to similar
monetary policies, correlated business cycles, and the impact of global factors on infla-
tion, with an overall total inflation connectedness peaking during crises (Aharon DJ. et
al, 2023). Aharon DJ. et al (2023) highlight a high level of connectedness during the
COVID-19 period, which further surged due to the 2022 Russia-Ukraine conflict. The con-
flict contributed to rising inflation, which was already heightened by post-pandemic re-

covery efforts (Wu T. et al, 2023).

Tighter monetary policies by central banks worldwide, including the Federal Reserve and
the ECB have implications for global economic growth, with the potential to slow down

economies but also aiming to stabilize prices (lzzeldin M. et al, 2023).

The US experienced its highest inflation rates in several decades starting in 2021 and
continuing into 2022 (Lyocsa S. et al, 2023). This was initially driven by a strong recovery
from the COVID-19 pandemic, leading to increased consumer demand, coupled with
supply chain bottlenecks (Aharon DY. et al, 2023). The situation worsened with rising
energy and food prices, and the Feds started a series of interest rate hikes in 2022, aiming
to cool down the economy by making borrowing more expensive (Lyocsa S. et al, 2023).
The EU countries also faced record inflation levels during this period, mainly because of
their vulnerability to energy price spikes (Lyocsa S. et al, 2023). The European Central
Bank, which had historically maintained low interest rates, began tightening its monetary

policy in response to the inflation surge (Lyocsa S. et al, 2023).

Russia experienced a sharp increase in inflation following the imposition of international
sanctions, leading to a devaluation of the Ruble, which spiked import costs and con-

sumer prices (Lyocsa S. et al, 2023). The Central Bank of Russia initially raised interest
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rates significantly to support the Ruble, which eventually stabilized due to capital con-
trols and high energy prices (Lyocsa S. et al, 2023). For a quicker stabilization of the Ruble,
Russia imposed a requirement for gas payments in Rubles, suspended FX trading, and

promoted local payment systems (Lyocsa S. et al, 2023).

3.4 Energy Trade Landscape

This Chapter analyses the evolution of the energy trade for the countries that were af-
fected the most by the Russia-Ukraine conflict. As previously highlighted, the crisis has
clearly had heavy impacts on the Eurozone, heavily reliant on the Russian energy, as well

as the US, as an established player in the provision of energy resources from overseas.

3.4.1 Energy Trade Before the Crisis

Before the Russia-Ukraine conflict escalated in early 2022, global energy trade patterns
were relatively stable but complex, shaped by decades of geopolitical relationships, eco-
nomic policies, and the evolving energy needs of a growing global economy (Baogui et
al, 2023). Russia was a central player in the global energy market, especially in the EU,

where it was the largest supplier of natural gas and oil (Baogui et al, 2023).

European countries heavily depended on Russia for around a third of their natural gas
supplies, funneled through a network of pipelines that included Nord Stream 1, running

directly from Russia to Germany under the Baltic Sea (Baogui et al, 2023).
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Figure 4: Most relevant pipeline import routes into the EU and location of LNG terminals.
(Brugel, 2024).

The United States had also become a significant player in the global energy market, as
one of the world's largest consumers of energy and a major producer of oil and natural
gas, thanks to the shale boom - period of rapid growth in the production of these re-
sources from shale formations, driven by advances in drilling technologies (Chen Y. et al,
2023). This positioned the US as a net energy exporter to certain markets, altering tra-
ditional energy trade flows and reducing some regions' dependency on Middle Eastern
countries, which remained key players in global oil supply (Chen Y. et al, 2023). Global
energy trade was also characterized by the growing significance of LNG as a flexible and
increasingly popular energy source (Chen Y. et al, 2023). LNG allowed for the transport

of natural gas across the ocean from the US, diversifying gas supply sources for many
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countries in Asia and Europe, that lacked direct pipeline access to major gas producers

(Chen . et al, 2023).

3.4.2 Energy Trade After the Crisis

Since February 2022, the global energy landscape has undergone significant shifts,
largely influenced by the rising geopolitical tensions. One of the most immediate im-
pacts was the disruption of Russian natural gas and oil imports in the EU, which faced
significant challenges as tensions led to reduced gas supplies, driving up prices to record
levels (Baogui et al, 2023). Russian gas exports to the EU were significantly reduced,

standing at 35% of their previous year’s level (Baogui et al, 2023).

EU sanctions on Russian gas exports have been aimed to reduce dependence on Russian
gas. Also, the launch of the Nord Stream 2 gas pipeline between Russia and Germany

was halted in 2022 (Izzeldin M. et al, 2023).
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Figure 5: Most relevant pipeline import routes into the EU and location of LNG terminals.
(Brugel, 2024).

While European nations sought new partners for energy imports, Russia looked to Asia,
particularly China and India, as alternative markets for its exports, a realignment that
has implications for global energy diplomacy and trade, potentially leading to new alli-
ances and partnerships (Baogui et al, 2023). In response to the vulnerability exposed by
reliance on Russian energy, European countries accelerated efforts to diversify their en-
ergy sources, including increasing imports of LNG from the US and Middle East (Chen Y.
et al, 2023). Increasing imports of LNG and non-Russian pipeline gas (from Norway) par-
tially compensated for the shortfall, but risks for EU gas provision remains as the level

of gas storage in the EU stood below the 2015 to 2020 average (Chen Y. et al, 2023).

The crisis not only impacted European energy costs but also had ripple effects globally,
as the crisis has prompted a reassessment of energy security policies worldwide, with
governments becoming more focused on ensuring stable and secure energy supplies,
which includes building up strategic reserves, enhancing infrastructure resilience, and

developing policies to support energy diversification (Baogui et al, 2023).

The European countries, alongside exploring alternative pipeline routes, have been in-
vesting in renewable energy infrastructure, to increase the energy independence from
other countries, prompting many governments to reevaluate and accelerate their en-
ergy transition strategies (Baogui et al, 2023). The energy crisis precipitated by the con-
flict has paradoxically served as a catalyst for renewable energy and decarbonization
efforts. With fossil fuel prices soaring, renewable energy sources became more compet-
itive, encouraging investment in wind, solar, biomass, and other renewable technologies

(Baogui et al, 2023).

3.4.3 Shifts in Supply Chains for Oil

In 2021, Russia produced 540 million tons of crude oil (13% of global production) of

which 260 million tons were exported (13% of global exports of the commodity) (Hosoe
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N. et al, 2023). Also, Russia refined the remaining 290 million tons of which 140 million
tons were exported as refined products (11% of global refined exports) and 150 million
tons were consumed domestically (Hosoe N. et al, 2023). In 2021, the country was the
largest supplier of energy commodities to the euro area, accounting for 23% and 43% of
euro area crude oil and coal imports, which represented 9% and 2% of the euro area’s

primary energy consumption (Hosoe N. et al, 2023).

Following Russia’s invasion of Ukraine, weekly oil shipments from Russia declined by 15%
in one month as compared to the previous year’s level, a decline that was especially
pronounced for the US (-60%) and the EU (-35%) (Hosoe N. et al, 2023). In May 2022,
the European Council held a meeting to stop most Russian oil imports with ban on all
seaborne oil shipments from Russia by the end of the year, with a temporary exemption
for crude oil delivered via pipeline (Hosoe N. et al, 2023). The EU sanctions also included
a ban on exports of cutting-edge technology from the EU countries used to develop the

Russian oil extraction (Hosoe N. et al, 2023).

While the EU scaled back oil imports and sourced more oil from the US and Africa, Russia
redirected oil exports to other destinations, but signs of significant, persistent reduc-
tions in Russian oil production emerged, with the Russian oil supply falling by 25% in the
second half of 2022 (Baogui et al, 2023). Russia moved its exports to China and India
which increased to 11% and 14% respectively at end of June 2022, up from 6% and 2%

before the crisis (Baogui et al, 2023).

The price of Russian oil fell at the start of the war and was selling at a steep discount
compared to Brent (nearly 30% less in March 2022) (Adekoya O.B. et al, 2023). On March
2022, the Brent oil reached $139.13/barrel, the highest price since July 2008 and the
WTI crude oil touched $133.46/barrel (Adekoya O.B. et al, 2023). Since then, crude oil
prices have remained consistently high, experiencing short-term fluctuations during the
Russia—Ukraine negotiations and the sanctions and countersanctions announcements

(Adekoya O.B. et al, 2023). Previous research shows that the conflict resulted ina $37.14
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increase in WTI crude oil prices, reaching 52.33%, and a $41.49 increase in Brent crude
oil prices, reaching 56.33%. At the same time, the Russia—Ukraine war led to short-term
drastic fluctuations in crude oil prices and fundamentally changed the long-term trend

of crude oil prices (Adekoya O.B. et al, 2023).
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Figure 6: Oil and US Gas Prices from 2004 to 2022 highlighting the spike in 2022 (The
Fed, 2022).

The higher in oil prices also influenced the stock markets that substituted Russia in the
provision of this commodity, that sought a surge in the stock prices of companies related
to the oil sector (Adekoya O.B. et al, 2023). The surge can be attributed to several inter-
connected factors influencing such as an increased revenue and profit margins for oil
companies and their capability of increasing their supply in times of crisis (Adekoya O.B.

et al, 2023).
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4 Data Collection

This study investigates the effect of the Russia—Ukraine crisis on the performance of pub-
licly traded firms operating in the oil sector in the US. The daily returns of the 23 largest
publicly traded American companies operating in the oil sector are collected from the
Refinitiv DataStream database. These firms are the largest in their sector in terms of
market capitalization and they were all included in the S&P500 during the event window.
Table 1 states the name of the company, the specific segment they operate in within the

oil sector and their ticker.

Company Industry Ticker

1 EXXON MOBIL OILIN XOM

2 CHEVRON OILIN CVX

3 CONOCOPHILLIPS OILCP cop

4 EOG RES. OILCP EOG

5 OCCIDENTAL PTL. OILCP (0)41

6 PIONEER NTRL.RES. OILCP PXD

7 HESS OFFDS HES

8 DEVON ENERGY OILCP DVN

9 DIAMONDBACK ENERGY OILCP FANG.O
10 COTERRA ENERGY OILCP CTRA.K
11 MARATHON OIL OILCP MRO
12 Equitable OILCP EQT
13 APA OILCP APA.O
14 CHESAPEAKE ENERGY OILCP CHK
15 TEXAS PACIFIC LAND TRUST OILCP TPL
16 OVINTIV (NYS) OILCP ovVv
17 SCHLUMBERGER OILES SLB
18 HALLIBURTON OILES HAL
19 KINDER MORGAN OILES KMI
20 WILLIAMS OILES WMB
21 BAKER HUGHES A OILES BKR.O
22 ONEOK OILES OKE
23 TARGA RESOURCES OILES TRGP.K

Table 1: List of American firm included in the sample.
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The sample propose a wide industry coverage, as it includes companies from various
segments within the oil sector, such as integrated oil companies (Exxon Mobil, Chevron),
exploration and production companies (ConocoPhillips, EOG Resources, Occidental Pe-
troleum), offshore drilling (Hess), and oilfield services and equipment (Schlumberger,
Halliburton). Moreover, the list includes companies of varying sizes and market cap, from

industry giants like Exxon Mobil to smaller E&P firms like Coterra Energy.

The wide industry coverage is also visible in Table 2, which show the descriptive statistics
of the market adjusted returns for each one of the stocks in the sample. In fact, not all
the stock returns are behaving in the same way, with Occidental Petroleum which ap-
pears to behave differently from the others in terms of high mean, standard deviation
(indicating high volatility) and significant positive skewness (suggesting frequent small
gains). On the other hand, Schlumberger and Halliburton also stand out with their neg-

ative mean returns, indicating underperformance relative to other stocks.



30

‘suinlaJ

paisnipe 1ayJew ,s$203s s,a|dwes ayl Jo $213S11e1s anndiIdsap ay3 Jo Alewwns :g ajqeL

L
95900
08200
80T0°0-
BBE00
6900
BT T-
20000
EFT00
0F00°0
2000
#6000

L
FLEQD
LBT00
9910°0-
ESt00
525C0
BOT6T-
£000°0
FET00
9E00°0-
95000
£5000

L
00200
Ie00
9700
50900
E9E0T
T6FET
F000°0
56100
L5000
FLO00
6200°0-

L
L1800
1600
E0zT00-
#6500
ERVTD-
STE00-
F000°0
96100
#3000
FLO00
L1100

L
£S90°0
ECEOD
6020°0-
75500
SvEED-
FRIS0-
E000°0
LBTO0
59000
1000
6000

L
91000
CEE0D
6920°0-
10900
6E05°0
SETET-
5000°0
w200
100
16000
11000

L
88900
TET00
L0500~
6EL0°0
LiESD-
045270
50000
9ET00
£900°0-
6800°0
86000

L
19910
L60T0
LET00-
FEETO
EL660
SETE0
EE00°0
945070
01200
08T00
FELO0

L
88070
LETTO
61500
96910
06520
99140
62000
5E500
L6200
70700
86200

L
60610
80500
¥E00°0-
76500
GERGD-
GESTT
F000°0
o100
ETE0D
EL00D
ELTO0

L L
52910 S0L00
12900 80.00

LFT0°0- TTE0C-

L980°0 0TOTO
BLB00- 9TLL0
TZ6L°0- FoFE0
07000 11000
9TE0°0 BEE00
L6100 8Z000
61100 8T100
ZE20°0 T0TO0

L
07900
GEE00
T620°0-
L7900
8T09°0-
08ET°0-
50000
FLI00
£9000
58000
68000

L
29800
96500
£950°C-
110
FOELD-
L0080
51000
98500
88000
9100
ETT00

L
0ZL00
LBEDD
BLT0°0-
59900
5590
GEERD-
9000°0
200
L6100
76000
E0TO0

L
ET60°0
c1800
6620°0-
TTTo
L0
BTTF0
S1000
88E00
FOT00
LFT00
0ET0°0

L
01600
LBE0D
6000°0-
96800
L8407
LBTE0
20000
6ET00
10100
5000
0ET0°0

£
52900
5Lv00
See00-
6080°0
Fa5T0-
96FL0-
8000°0
LLT00
16100
50100
6800°0

£
ZLATD
ETETO
0L20°0-
28310
£960°T
TE600-
95000
00900
F000°0-
£TT0°0
£970°0

L

L2500
LELOD
08F0°0-
91TT0
6EFF O
589F0
51000
T6E0D
51000~
80100
54000

L
20800
81800
90z0°0-
FE900
$890°0-
GEBGT-
50000
6v200
08100
$600°0
STT0°0

L
FIETD
25500
10200
5.0
9690°0-
850570~
£000°0
55200
98100
L600°0
68100

L
6HI0°0
05200
94200
97900
SE0LD-
L7690
E000°0
8L100
5000
£500°0
000

wno)
wng
WnWIXep
wnwiiy
afuey
553UMBYS
51501y
a1iep ajdwes
Wa( plepuRIs
ueipaly

3113 plEpURIS
[V=ET0

SIJHN053H VOUVL NOINOINH HINVE  SWVITIIM {VDOHOW YIONIY  NOLYNSITIVH YIENNTHIS  AILNIAG JI410%d S¥X3L 3 IXvIdVSIHD

Vat  LDI NOHLIYYWN | puY3100 OINOWKIO NI NOAID

S53H IHIN ¥3INOId TvINIOID00 $34 D03 IHJODONOD NOYAIHD TIH0W NOXX3




31

The daily prices for the index S&P500 are also collected from the Refinitiv DataStream
database. The index is used as a benchmark for the event study as it best represents the
chosen companies. The S&P500 index has experienced a sharp decline since February

2022, which coincides with the Russian invasion of Ukraine.
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5 Methodology

To evaluate the market sentiment and the impact of the start of the Russia-Ukraine con-
flict on the stock returns of American companies operating in the oil sector, a market
adjusted return model is employed (FAMA, 1969). A market adjusted return model, often
used in event studies, is designed to measure the impact of a specific event on the re-
turns of a sample of stocks (Binder J. J., 1998). This model helps calculate the Abnormal
Average Returns (AAR) and Cumulative Abnormal Returns (CAR) by comparing the re-
turns of sample to the market returns (Binder J. J., 1998). In fact, this study employs an
event study methodology, focusing on the calculation of AAR and CAR to measure the
sample deviation from the market due to the event. A regression ran on excel is also
used to test the statistical significance of AAR and CAR for the event date and the event

window.

As explained in the previous Chapter, the event date is selected as the 24th of February
2022.The event window is set to (-3, +3) days before and after the event to better isolate
its impact and focus closely on the period immediately surrounding the event, making it
easier to attribute abnormal returns directly to the it. While longer event windows have
an increased risk of confounding factors, a (-3, +3) event window reduces the chance of
other events influencing the stock returns, thereby minimizing noise and increasing pre-
cision (Binder J. J., 1998). Also, according to the Efficient Market Hypothesis (EMH) (Fama,
1969), markets quickly incorporate new information into stock prices, therefore, signifi-

cant price adjustments are expected to occur shortly after the event.

The computation of daily returns for each stock and the market are carried out as follows:

Piy— P
P,

Ry =
(1)
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Pm,t - Pm,t—l
Pm,t—l

Rm,t —

(2)
Where:
e Ri,tisthe return on stock i on day t.
e Pi,tisthe price on stock i on day t.
e Rm,t is the S&P500 return on day t (used as a proxy for the market index).

e Pm,tis the S&P500 price on day t.

Abnormal Returns (AR) for each stock i on day t is the difference between the actual

return and the market return:

AR?'_t — R,{.__t - Rm..t
(3)

The average the abnormal returns across all stocks in the sample selected for each day

in the event window is calculated as follows:

N
1
AAR, = Z AR;,
i~1 (4)
Where:

e N is the number of stocks.
The sum the AAR over the event window is used to get the cumulative abnormal return:

Where:

e t1 and t2 define the start and end of the event window.
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To test the statistical significance of AAR and CAR, a regression analysis with a dummy
variable (=1) is utilized. This equation represents the average impact of the event across
the sample study at the event date. The regression is performed as follows:
AAR, = vD; + ¢
(6)
Where:
e vy is the average abnormal return during the event window.

e Dtisthe Dummy variable.

The following formula represents the regression used to calculate the statistical signifi-

cance of the CAR is the following:

to 1) ta
CARi.,tl,tz — Z ARi,t =7 Z Dt + Z €it
t=t; t=t1 t=ty
(8)
Where:

e Dt captures the effect of the event over the period from t1 to t2

The first hypothesis to be tested for both AAR and CAR is the null hypothesis (y Dt = 0).

If y Dt is significantly different from zero, then both AAR and CAR are significant.
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6 Empirical Findings
6.1 Average Abnormal Returns

Figure 7 depicts the Average Abnormal Returns (AAR) for the sample of stocks relative
to the S&P500 over a 7-day event window, spanning from 3 days before the event (Day
-3) to 3 days after the event (Day +3). The AAR returns have been calculated as indicated
in Chapter 5, by subtracting the market returns to the individual stock returns (3) and

computing the average of the AR resulted from the previous calculations (4).

AVG stock returns (+3:-3)
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Figure 7: AAR (-3, +3).

The Pre-Event Period (Day -3 to Day -1) shows slightly negative AAR on day -3 and -2,
indicating that the sample of stocks performed marginally worse than the S&P 500. On
Day -1, there is a sharp recovery in AAR to 0.0302, showing a positive abnormal return
just before the event suggesting that investors might have anticipated the event and re-
acted positively beforehand. On the event day (Day 0), the AAR drops to -0.0125, indi-
cating an adverse immediate reaction to the event relative to the market. The Post-Event
Period (Day +1 to Day +3) sees the stocks rebounding with continued positive abnormal
returns during all the 3 days, suggesting that the initial negative reaction might have

been overdone, with investors adjusting their expectations positively.
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AVG Stock Returns Trend (Rt + Rt-1)
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Figure 8: AAR (-3, +3) trend.

Figure 8 gives more clarity to the situation before and after the event, and the magnitude
of the shock during the event date, by showing the trend of the AAR (based on the sum
of the current return and the previous one). The figure confirms the magnitude of the
negative reaction of the sample on the event day (Day 0), when the AAR dropped by -
0.0125, followed by an almost immediate reaction with positive abnormal returns after

the event.

The positive AAR before the event might reflect investor optimism or insider information
about the event. The negative AAR on the event day indicates that the actual occurrence
of the event was worse than anticipated and impacted the whole market. The strong
positive AAR in the days following the event suggests a re-evaluation of the event's im-

pact on the oil sector, leading to a positive reassessment of the stocks.
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Regression Statistics

Multiple R 0.43120305
R Square 0.185933607
Adjusted R Square 0.14048152
Standard Error 0.02678528
Observations 23
ANOVA
df 55 M5 F Significance F

Regression 1 0.003605 0.002605 5.024504 0.035915
Residual 22 0.015734 0.000717
Total 23 0.019383

Coefficients Standard Error t Stat P-value Lower 95%  Upper95% Lower950% Upper35.0%
Intercept 0 HN/A HN/A HN/A HN/A HN/A HN/A HN/A
X Variable 1 -0.012520 0.005585 -2.241630  0.035393 -0.024103 -0.000937 -0.024103 -0.000937

Table 3: Regression of the AAR on the event date.

The regression in Table 3 ran for the abnormal returns of the sample on the event date
shows that the negative AAR is statistically significant. In fact, the P-value below 0.05
(0.03539) of the negative coefficient of the AAR (X Variable 1), which is the same value
found in Figure 8 on day O, proves Hypothesis 1 and highlights that the relationship be-
tween the dummy variable and the AAR is robust. Also, the F-statistic (5.0249) and the
significance F (0.0359) indicate that the model is a good fit for the data and is statistically

significant at the 5% significance level.

Table 4 presents the AAR for each day of the event window, for which regressions have
been run and used analyze their statistical significance. Table 4 shows results that sup-
port the H2 as the significant positive abnormal returns are observed on days +2, and +3,
indicating a positive sentiment about the performance of the sample after the event.
However, day +1 is not statistically significant, meaning that this reaction wasn’t imme-
diate. Significant positive abnormal returns are also observed on days -1, supporting the
theory suggesting that there might have been an anticipation of the event (mentioned

in this Chapter 6.1, pp 32).
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Event window |AAR Obs
-3 (0.00166) 23
-2 (0.00819)*** 23
-1 0.03015*** 23
0 (0.01252)** 23
1 0.00333 23
2 0.04415*** 23
3 0.02685*** 23

Table 4: Statistical significance of the AAR of 23 stocks in the sample for each day in the
event window. *** ** and * denote significance at the 0.01, 0.05 and 0.10
levels, respectively.

6.2 Cumulative Abnormal Returns

The Cumulative Abnormal Returns (CAR) have been calculated using the steps in Chapter
5, using the sum the AAR over the event window (5). The event window (-3, +3) is the
one that has been primarily used because it better isolates the impact of the beginning
of the conflict on the sample of stocks. By summing up the 7-days AAR of the sample and

computing an average, the result for the ACAR is 0.082129 or 8.213%.

The statistical significance of the CAR is proved by running the regression in Table2 5.

Regression Statistics

Multiple R 0.7764653
R Square 0.6028983
Adjusted R Square 0.5574438
Standard Error 0.0681519
Observations 23
ANOVA
df S8 Ms F Significance F

Regression 1 0.1551391  0.1551391 33.4014245  0.0000098
Residual 22 0.1021831 0.0046447
Total 23 0.2573222

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% lower 95.0% Upper 95.0%
Intercept 0 #N/A #N/A #N/A #N/A #N/A #N/A #N/A
X Variable 1 0.082129 0.014211 5.779397 0.000008 0.052658 0.111600 0.052658 0.111600

Table 5: Regression of the CAR on the event window (-3, +3).
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The regression model suggests that there is a statistically significant relationship be-
tween the CAR (X Variable 1) and the dependent variable as the very small p-value is
considerably lower than 0.001. This means that the positive cumulative abnormal re-
turns are statistically significant and explained by this model. The coefficient for CAR is

positive (0.082129), confirming a positive relationship and supporting the H3.
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7 Conclusion

The paper provides insights on the effects of the Russia-Ukraine conflict on the US oil
sector through the analysis of the market sentiment through AAR and CAR of the sample

of American oil companies' stock prices.

The literature review presents the role of sanctions and countersanctions as key factors
in explaining the market behavior after the event date, as they had an impact on global
markets, particularly in the energy sector (Baogui et al, 2023). This aligns with the market
sentiment captured in the empirical findings, where the initial negative reaction to the
event was quickly followed by a positive adjustment. Market players anticipated the mar-
ket's reaction to the conflict and behaved as expected in the hypotheses, probably draw-
ing on their experiences from similar geopolitical events, such as the annexation of Cri-
mea in 2014. The swift recovery in AAR and the positive CAR in the days following the
event suggest that investors expected the sanctions to disrupt energy supplies, benefit-

ing American oil companies.

The empirical findings reveal an initial negative shock on the event date, followed by a
swift positive adjustment, indicating investor optimism about the industry's profitability
during the crisis. Hypothesis 1 predicted a significant negative AAR on the event date,
which was observed, likely due to the initial shock and uncertainty caused by the out-
break of the conflict. This negative reaction reflected immediate concerns about market
volatility and disruptions in the global oil supply chain. Hypothesis 2 predicted a subse-
guent positive AAR in the days following the event, which was also confirmed. This pos-
itive market sentiment can be attributed to the quick increase in oil prices. It is likely that
investors recalibrated their expectations, recognizing the potential benefits for American
oil companies in filling the gap left by Russian energy supplies. Hypothesis 3 predicted a
significant positive CAR over the entire event window (-3, +3), which was supported by
the data, with the cumulative abnormal returns indicating sustained investor optimism.
This optimism was likely driven by a re-evaluation of the US oil sector’s importance in

the context of shifting global energy trade patterns.



41

The confirmation of these hypotheses demonstrate that the market participants' expec-
tations were sustainable, influenced by both the immediate impact of the conflict and
the anticipated long-term shifts in global energy trade. These findings contribute to the
broader understanding of how geopolitical events influence financial markets, particu-
larly in industries integral to economic stability. The study also highlights the importance

of timely market analysis in anticipating and responding to such disruptions.



42

References

Adekoya O. B., Asl M. G., Oliyide J. A., Izadi P. (2023). Multifractality and cross-
correlation between the crude oil and the European and non-European stock
markets during the Russia-Ukraine war. Resources Policy, Vol. 80. Retrieved from:

https://doi.org/10.1016/j.resourpol.2022.103134.

Aharon D. Y., Qadan M. (2022) Infection, invasion, and inflation: Recent lessons. Finance
Research Letters, Vol. 50. Retrieved from:

https://doi.org/10.1016/j.fr.2022.103307.

Ahmed S., Mostafa M. H. (2023). Russia—Ukraine crisis: The effects on the European
stock market. European Financial Management. Retrieved from: https://doi-

org.proxy.uwasa.fi/10.1111/eufm.12386.

Aslund A. (2020). Responses to the COVID-19 crisis in Russia, Ukraine, and Belarus.
Eurasian Geography and Economics. Vol. 61, pp. 532-545. Retrieved from:

https://doi-org.proxy.uwasa.fi/10.1080/15387216.2020.1778499.

Baogui X., Mengwei Z. (2023). Evolutionary game on international energy trade under
the Russia-Ukraine conflict. Energy Economic, Vol. 125. Retrieved from:

https://doi.org/10.1016/j.eneco.2023.106827.

Binder J. J. (1998). The event study methodology since 1969. Review of Quantitative
Finance and Accounting, Vol. 11, pp. 111-137. Retrieved from:

https://doi.org/10.1023/A:1008295500105.


https://doi.org/10.1016/j.eneco.2023.106827

43

Boubaker S., Nguyen N., Trinh, V. Q., Vu T. (2023). Market reaction to the Russian
Ukrainian war: a global analysis of the banking industry, Review of Accounting and
Finance, Vol. 22, pp. 123-153. Retrieved from: https://doi-

org.proxy.uwasa.fi/10.1108/RAF-10-2022-0294.

Chancharat S., Sinlapates P. (2023). Dependences and dynamic spillovers across the
crude oil and stock markets throughout the COVID-19 pandemic and Russia-
Ukraine conflict: Evidence from the ASEAN+6. Finance Research Letters, Vol. 57.

Retrieved from: https://doi.org/10.1016/j.frl.2023.104249.

Chen'Y., Jiang J., Wang L., Wang R. (2023). Impact assessment of energy sanctions in
geo-conflict: Russian—Ukrainian war, Energy Reports, Vol. 9, pp. 3082-3095.

Retrieved from https://doi.org/10.1016/j.egyr.2023.01.124.

Cui J., Maghyereh A. (2023). Higher-order moment risk connectedness and optimal
investment strategies between international oil and commodity futures markets:
Insights from the COVID-19 pandemic and Russia-Ukraine conflict. International
Review of Financial Analysis, Vol. 86. Retrieved from:

https://doi.org/10.1016/].irfa.2023.102520.

D’Anieri P., Kuzio T. (2019). Ukraine after five years of conflict. Eurasian Geography and
Economics. Vol 60, pp. 1538-7216. Retrieved from:

https://doi.org/10.1080/15387216.2019.1635512.

Gaio L. E., Stefanelli N. O., Pimenta T., Bonacim C. A. G., Gatsios R. C. (2022). The impact

of the Russia-Ukraine conflict on market efficiency: Evidence for the developed


https://www-emerald-com.proxy.uwasa.fi/insight/publication/issn/1475-7702
https://www-emerald-com.proxy.uwasa.fi/insight/publication/issn/1475-7702
https://doi-org.proxy.uwasa.fi/10.1108/RAF-10-2022-0294
https://doi-org.proxy.uwasa.fi/10.1108/RAF-10-2022-0294

44

stock market. Finance Research Letters, Vol. 50. Retrieved from:

https://doi.org/10.1016/j.fr.2022.103302.

Gullstrand J. (2020). What goes around comes around: The effects of sanctions on
Swedish firms in the wake of the Ukraine crisis. The World Economy. Vol. 43, pp.

2315-2342. Retrieved from: https://doi-org.proxy.uwasa.fi/10.1111/twec.13000.

Hosoe N. (2023). The cost of war: Impact of sanctions on Russia following the invasion
of Ukraine. Journal of Policy Modeling, Vol. 45, pp. 305-319. Retrieved from:

https://doi.org/10.1016/j.jpolmod.2023.04.001.

Kumar S., Jain R., Narain, Balli F., Billah M. (2023). Interconnectivity and investment
strategies among commodity prices, cryptocurrencies, and G-20 capital markets: A
comparative analysis during COVID-19 and Russian-Ukraine war. International
Review of Economics & Finance, Vol. 88. pp. 547-593. Retrieved from:

https://doi.org/10.1016/].iref.2023.06.039.

Lyocsa S., Plihal T. (2022). Russia’s ruble during the onset of the Russian invasion of
Ukraine in early 2022: The role of implied volatility and attention. Finance
Research Letters, Vol. 48. Retrieved from:

https://doi.org/10.1016/].frl.2022.102995.

Makkonen T., Mitze T. (2023). Geopolitical conflicts, sanctions and international
knowledge flows: EU—Russia collaboration during the Ukraine crisis. World
Economy, Vol. 46, pp. 2926-2949. Retrieved from: https://doi-

org.proxy.uwasa.fi/10.1111/twec.13421.



45

Martins A. M., Correia P., Gouveia R. (2023). Russia-Ukraine conflict: The effect on
European banks’ stock market returns, Journal of Multinational Financial
Management, Vol. 67. Retrieved from:

https://doi.org/10.1016/j.mulfin.2023.100786.

Martins A. M., Correia P., Gouveia R. (2023). The impact of the Russia—Ukraine war on
the world’s largest listed insurance firms. The Geneva Papers on Risk and Insurance
- Issues and Practice. Retrieved from: https://doi.org/10.1057/s41288-023-00305-

w.

Naeem M. A., Hamouda F., Karim S., Vigne S. A. (2023). Return and volatility spillovers
among global assets: Comparing health crisis with geopolitical crisis. International
Review of Economics & Finance, Vol. 87, pp. 557-575. Retrieved from:

https://doi.org/10.1016/].iref.2023.06.008.

Oikonomikou L. E. (2018). Modeling financial market volatility in transition markets: a
multivariate case. Research in International Business and Finance. Vol. 45, pp. 307-

322. Retrieve from: https://doi.org/10.1016/j.ribaf.2017.07.163.

Orenstein M. A., Kelemen R. D. (2016). Trojan Horses in EU Foreign Policy. Journal of
Common Market Studies. Vol. 55, pp. 87-102. Retrieved from: https://doi-

org.proxy.uwasa.fi/10.1111/jcms.12441.

Pak O., Kretzschmar G. L. (2016). Western sanctions—Only half the challenge to
Russia’s economic union. Research in International Business and Finance. Vol. 38,

pp. 577-592. Retrieved from: https://doi.org/10.1016/j.ribaf.2016.07.009.



46

Reinhar C., Rogoff K. (2009). This Time Is Different: Eight Centuries of Financial Folly.
Published by: Princeton University Press. Retrieved from:

https://doi.org/10.2307/j.ctvcm4gqx

Roy A., Soni A., Deb S. (2023). A wavelet-based methodology to compare the impact of
pandemic versus Russia—Ukraine conflict on crude oil sector and its
interconnectedness with other energy and non-energy markets. Energy Economics,

Vol. 124. Retrieved from: https://doi.org/10.1016/j.eneco.2023.106830.

Si Mohammed K., Tedeschi M., Mallek S., Tarczyfiska-tuniewska M., Zhang A. (2023).
Realized semi variance quantile connectedness between oil prices and stock
market: Spillover from Russian-Ukraine clash. Resources Policy, Vol. 85. Retrieved

from: https://doi.org/10.1016/j.resourpol.2023.103798.

Van Bergeijk P. (2022). Sanctions Against the Russian War on Ukraine: Lessons from
History and Current Prospects. Journal of World Trade, pp. 571-586, Retrieved
from: https://kluwerlawonline-

com.proxy.uwasa.fi/journalarticle/Journal+of+World+Trade/56.4/TRAD2022023.

Wu T, An F,, Gao X., Wang Z. (2023). Hidden causality between oil prices and exchange
rates. Resources Policy, Vol. 82. Retrieved from:

https://doi.org/10.1016/j.resourpol.2023.103512.



