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Overview 

Since China became an oil net importer in 1993, the linkage between domestic and 

international oil market has strengthened. With the rapid increase of oil imports, oil prices in 

China are more and more influenced by international oil price shocks. However, the global 

financial crisis in 2008 changes this situation. OECD countries are experiencing severe economic 

recession and weak oil demand, and the increasing oil demand in developing countries especially 

China is playing a major role in supporting the international oil price. The relationship between 

Chinese and international oil prices should be paid more attention to.  

This paper focuses on China’s oil markets and chooses Brent crude oil, NYMEX fuel oil and 

Singapore fuel oil markets as representatives for analysis and comparison of the characteristics for 

information transmission to and from domestic and international oil markets. 

Methods 

We analyze the information transmission mechanism among oil markets using an Error 

Correction Model and variance decomposition based on Directed Acyclic Graph method 

identifying the contemporaneous causal structure. 

A critical step in variance decomposition is to restrict appropriate contemporaneous causal 

patterns on the basis of the ECM residuals. The DAG technique based on driving data was used to 

overcome the unrealistic assumption of a recursive structure in the Cholesky decomposition and 

the shortage of structural factorization.  

Expected Results 

Some important conclusions for China’s oil markets can be drawn. First, development of 

China’s fuel oil futures market has led to a long-term equilibrium relationship between the 

Chinese oil market and international oil markets. Second, China’s fuel oil futures market has 

contemporaneous effects on Singapore’s fuel oil market. In the meantime, China’s fuel oil futures 

market has a direct influence on China’s crude oil market which is directly related to its high 

market liquidity. Finally, China’s crude oil market has direct contemporaneous impact on Brent 
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crude oil market. China’s influence on the international oil market is enhanced.  
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