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G eneralized Vasicek m odel with jump type one-year deposit rate as state
variable

FAN Long-zhen
School ofM anagement Fudan University Shanghai200433 Chna

Abstract Because one-year deposit nterest rate is considered as the benchmark rate for the system ofCh nese
nterest rates it is assum ed as a state variab le to affectm arket rates M aiket rates are d ifferent fran the offical
nterest rates and they are affected by other econam ic variables The effects of these econam ic variab les are
assumed to be represented by the difference n one-yearm atket rate and one-year deposit rate The d ifference
is assumed as another state variable The one-year deposit rate is assumed to follow a ymp process and the
difference is assumed to follw amean-revertng model In the fran evork of affine mode] the yield curve of
market rates is detem ned by the wo state varables The cbsed-for solutions for market nterest rates are
obtaned and thenM CMC is used as estination methodology to test themodel empirically The empirical re-
sults indicate that the model fits he statistical characteristics of the sample data very well The empirical re
sults also show that bond excess retums are sgnificantly related to pmp risk of the deposit nterest rate and
vo latile of maiket nterest rate

Key words deposit nterest ratg market interest ratg ump process affne mode] MCMC



