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In 1973 and 1979, two oil crises occurred in the international market for crude oil.
These oil crises had significant effects on oil importing countries. There are some studies
on the relationship between oil prices and macroeconomic aggregates in empirical
literature. In fact, two themes are explored in regard to this subject, that is, the effects
of oil price shocks on real economic activity and the causes of oil price changes.

Oil price shocks almost always impose negative effects on real economic activity.
These negative effects include inflation, recession, and high unemployment. A recent
finding showed that these effects are significantly weaker after 2000 than in the 1970s
and 1980s. This phenomenon can be interpreted based on the change in economic
structure and on monetary policy. Based on prior research, economists attempt to clarify
the transmission mechanisms of oil price shocks in the economic system and recommend
appropriate economic policies to authority so as to reduce such effects.

In Chapters 2 and 3 of this paper, both a Dynamic Stochastic General Equilibrium
(DSGE) model and a structural Vector Autoregession (VAR) model will be respectively
constructed to confirm the effects of oil price shocks on Japan's economy. The primary
findings of Chapter 2 are the substitution effects between capital, labor and oil. In
Chapter 3, a new method using the share of each term of expenditure side of Japan's
national income will be adopted to observe the structural change in Japan's economy. A
feature of Japan's economy is that after the 1980s, the weights of private consumption
and total investment have decreased, whereas the weights of the expenditure of

government, exports, and imports all increased. This approach can also explain why the



effects of oil price shocks are weaker after 2000 compared with those in the 1970s and
1980s. Moreover, the Granger causality between Japan's total investment and exports
after 1985 will be further explained. My main finding is that the scale of effects of oil
price shocks on one country relates on the economy structure of this country.

About the causes of oil price changes, a common viewpoint that has emerged recently
is that the shortage in supply from the international market resulted in the increase in
real oil price. Moreover, the production of crude oil was easily affected by the war and
political strife in the Middle East before the 2000s. However, since 2002, no observable
reduction occurred in the production of crude oil, despite the fact that real oil prices
have increased. During the same period, a remarkable event associated with the
international market of crude oil is the rapid economic growth of Brazil, Russia, India
and China (BRIC), all of which have high levels of oil consumption. As the largest
economy in BRIC, close attention is given to the role of China's real economic activity in
the increase in the real price of oil.

Chapter 4 of this paper aims to confirm whether China's economy has indeed affected
the real price of oil in recent decades. To determine this effect, a structural VAR model
was used, and shocks of the oil market-specific demand and Organisation for Economic
Cooperation and Development (OECD) demand were found to have imposed
considerable effects on the real price of crude oil from 1994 to 2010. In addition, prior to
2002, China's real economic activity did not have sufficient power to affect the real price
of oil. Since 2002, however, the demand shocks of China's economic activity positively
affected world oil price, but this effect was only temporary and minimal. Until 2010,
China's oil consumption accounted for a very small portion of total world consumption,
which possibly explains the minimal effect on the real price of oil. The effect of China's
real economic activity on the real price of oil may be important in the future, but not at

the present time.
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