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Ll 2000—2003 2004—2011
Year
1986 1990 1994 1998 2002 2006 2010 WTI SSEC WTI SSEC
3 1986 —2011  WTI Mean | 0.003 50 | -0.000 533 0.011 8| 0.007 71
Fig. 3 OK WTI spot prices (FOB) : 1986—2011 Median 0.0251 0.001 70 [0.0207| 0.019 8
2.3 Maximum | 0.169 0.134 0.204 | 0.243
Driesprong Minimum | —-0.191 -0.164 |-0.332| -0.283
Std. Dev 0.082 3 0.060 7 0.0951| 0.097 5
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Drlesprong Table 2 Residual test of regression (3) and (7)
2004 Regression( 3) Regression( 7)
Model
Summary statistics of residual
Mean 0.000 0.000 56
2 Median 0.0103 —-0.003 76
( 3) Maximum 0.183 0.192
Minimum -0.267 -0.242
Std. Dev 0.091 2 0.782
P
oi oi Skewness -0.805 -0.192
Res, = ¢ + ,BIr,_]l + B3rt_l3 + 2 ARes, . + w, nes
i=1 Kurtosis 3.790 3.767
(5) I 11.517 2.643
Res, (3) arueTen (0.003 2) (0.267)
5 Serial correlation LM test of residual with 5 lags
5% F 3.265 1.363
F-statistic
(0.009 9) (0.248)
ARCH Heteroskedasticity test: ARCH with 5 lags
(3) 2.411 1.066
F-statistic
(0.044 0) (0.386)
(2) 3.3
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2008 9
(6)
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Table 3 Robustness check of oil effect
Sample period C rfi,ll r?i,l3 D T4 3N
0.025 6 0.338 -0.354 -0.102 - 0. 446 0.919
Jan 2005-Feb 2011
(0.056 7) (0.001 0) (0.000 2) (0.000 6) (0.002 5) (0.000 0)
0.038 7 0.411 -0.362 -0.106 -0.379 0.903
Jan 2006-Feb 2011
(0.074 3) (0.000 3) (0.000 3) (0.001 0) (0.018 1) (0.000 0)
0.018 7 0.492 -0.332 -0.118 -0.179 0.901
Jan 2007-¥Feb 2011
(0.364) (0. 000 0) (0.000 5) (0.000 9) (0.291) (0.000 0)
-0.001 67 0.474 -0.387 -0.087 6 -0.170 0. 909
Jan 2008-Feb 2011
(0.943) (0.000 1) (0.000 3) (0.058 2) (0. 346) (0.000 0)
0.007 49 0.412 -0.357 -0.235 -0.048 9
Jan 2009-Feb 2011 K%k
(0.711) (0.017 6) (0.009 3) (0.370) (0.890)
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Table 4 Economic significance of oil strategy: Buy-and hold

vs. oil strategy

Trading strategy for the sample period from January 2000 to
February 2011

Mean( mont—| Std. dev( mont—| Sharp
Trading strategy
hly in %) hly in %) ratio
Buy-and-hold strategy 0.165 11.2 -0.015
Oil strategy 1.596 11.085 0.114
Oil strategy with dummy 2.384 10.939 0.187
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Fig. 6 Trading strategy (with dummy) : Oil effect vs. buy-and-hold
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Table 5 Oil effect on different sectors
Sector c D, ol e ol Adjusted-R?
0.017 4 -0.063 0.189 -0.0716 -0.296
Utilities 0.134
(0.143) (0.037) (0.111) (0.547) (0.015)
0.017 9 -0.0529 0. 146 -0.159 -0.132
Telecom-service 0.02
(0.236) (0.167) (0.333) (0.295) (0.384)
0.030 8 -0.104 0.303 -0.067 5 —0.447
Materials 0.207
(0.039) (0.007) (0.043) (0.651) (0.004)
0.0213 -0.066 -0.140 -0.000 5 -0.381
Information—tech 0.131
(0.114) (0.052) (0.297) (0.997) (0.006)
0.026 9 -0.084 6 0.208 -0.058 8 -0.357
Industrials 0.177
(0.038) (0.011) (0.107) (0.649) (0.007)
0.030 8 -0.068 6 0.157 -0.076 0 -0.254
Health-care 0. 155
(0.012) (0.027) (0.193) (0.531) (0.040)
0.031 6 -0.092 1 0.369 -0.243 -0.318
Financial 0.223
(0.021) (0.008) (0.007) (0.075) (0.021)
0.026 7 -0.094 0 0.392 -0.070 4 —-0.401
Energy 0.194
(0.067) (0.012) (0.008) (0.628) (0.007)
0.0305 -0.090 7 0.247 -0.090 9 -0.395
Consumer-discr 0.201
(0.025) (0.009) (0.068) (0.500) (0.004)
0.020 -0.070 8 0.314 -0.152 -0.196
Consumer-staple 0.131
(0.029) (0.027) (0.014) (0.226) (0.122)
Number of sector: sig( 10%) 7 9 5 1 8 KkAK
0.24 4.2
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Fig. 7 Adjusted R-squared of each sectors
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Fig. 8 Sectors correlations with SSEC
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Oil puzzle in Chinese stock market

DONG Kun XIE Hai-bin WANG Shou-yang
Academy of Mathematics and Systems Science Chinese Academy of Sciences Beijing 100190 China

Abstract: This paper reinvestigates the predictability of equity market index return of Chinese Shanghai Stock

Exchange Composite index ( SSEC) using the changes in oil prices. We find a significant oil effect on the pre—

dictability of SSEC returns after the year 2003. The effect can neither be explained by the efficient market hy—

pothesis nor be explained by the information under—reaction hypothesis which presents a Chinese oil puzzle.

Key words: oil effect; Chinese stock market; market predictability; herding behavior



