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Spillover Effect between International Qil Prices
and Inflation and Their Dynamic Relationship

WANG Bin, LI Cheng,MA Wen-tao

(School of Economics and Finance, Xi’an Jiaotong University, Xi’an 710061, China)

Abstract: The big fluctuation of oil price inevitably shocks the world e-
conomy. The paper studies the spillover effect and dynamic relationship be-
tween oil prices and inflation on basis of Chinese and US markets by VAR-
GARCH-BEKK model and DCC-GARCH model. The empirical results show
that the mean and volatility spillover effects between international oil prices
and inflation in China are not significant, while the mean and volatility spill-
over effects between international oil prices and inflation in US are signifi-
cant. The dynamic correlation between international oil prices and inflation
in China is weaker than the one between international oil prices and inflation
in US. The relationship between Chinese economy and international oil
prices is weak at present. However, it is reasonable to suggest that as Chi-
nese oil import grows rapidly, it will be a challenge of oil security for China.
So the government should implement related policy to prepare for oil shock
to macroeconomy in the future.

Key words: oil price; inflation; spillover effect; dynamic conditional

correlation
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