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Fig. 1 The plot of 7-day interbank offered rate from Jan. 1996 to Oct. 2008
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2
Table 2 Parameter estimation and comparison of different models
1 2 3 4 5
a 0. 032(2.933) *** 0. 028( 1. 210) 0.437(3.458) *** 0.253(4.433) *** 0.259(5. 172) ***
o 0.021(5.191) *** 0.012( 3. 147) *** 0.010( 2. 369) ***
Bo  |-0.012( —4.191) ***| —0.006( - 1.984) ** |- 0.117( = 7.375) *** |- 0.078( - 6.827) *** [~ 0.072( - 4. 651) ***
Bi - 0.012( —2.982) ***| —0.008( - 1.702) " -0.006( - 1.217)
Po 0.639( 5. 175) *** 0. 023( 0. 690) 0. 005( 0. 596) 0.017(0. 181) 0. 005( 0. 392)
Iy 0.516(4.109) *** 0.308(2.019) ** 0. 053( 0. 830)
wo 0.008( 1. 183) 0. 003( 0.274) 0.070( 2. 738 6) *** 0.028( 1. 318) 0.013(1.731)
wor 0. 008( 0. 600) 0.007( 0. 178) 0. 004( 0. 430)
| 0.564(12.059) ¥ | 0.410(3.393) *** | 0.426(2.906) *** 0.018( 0. 384)
wj 0.507(3.611) *** 0.286( 2.238) **
Ho 0.071( 0. 829) 0.115(2.074) ** 0.115(2.218) **
n 0. 002( 0. 281) -0.035( -0.751)
0oz 0.167(1.720) 0.364( 6.738) *** 0.273( 5. 106) ***
0 0.092( 2. 420) *** 0.097(2.191) **
c —1.409( - 2.429) *** —4.301( - 2.103) ** |-9.289( - 2.421) ***
d 3.468(7.051) *** 11. 836( 6.006) ** | 18.945(5.102) ***
Poo 0.952(29.348) *** | 0.979(30.537) *** | 0.948(27.795) ***
P 0.959(35.606) *** | 0.958(29.133) *** | 0.956(29.273) ***
RCM 18.278/15.728 8.224/16. 094 19.718/16. 826
Loglik 4.509 40. 439 48. 195 69.203 81. 406
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Fig.2 The plots of volatility jump probability and smooth probability
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Study on dynamic behavior of Chinese interbank offered rate. The empircal
analysis based on jump-diffusion—regime switching model

WU Jidin' ZHANG Er-hua® YUAN Pengfei’

1. The Center for Economic Research Shandong University Jinan 250100 China
2. The School of Economics Shanghai University of Finance and Economics Shanghai 200439 China
3. Research Institute of Statistical Sciences of NBS Beijing 100826 China

Abstract: In view of policy impacts big volatility and possible structural changes in Chinese short rate this
paper proposes a jump-diffusion—regime switching model and then uses it to study volatility jump and regime
switch effects in Chinese 7-day interbank offered rates we find there exists not only mean-reversion but also
jump and regime switch effects in the rate . The model is much better than any other nested models that only
consider two effects. We also find the level effects and ARCH effects in volatility are negligible in high-volatil-
ity regime and the level effects can be omitted in low—volatility regime. Additionally the jump exhibits clus—
tering effects. High( low) §ump probability and high( low) regime probability are matched with high( low) in-
terest rate and high( low) volatility jump almost occurs in high regime probability.

Key words: Chinese interbank offered rate; jump; diffusion; regime switching; ARCH effect



