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Theoretical analysis and empirical test on the formation
of term structure of interest rates
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Abstract; Using the weekly data on the SSE (Shanghai Stock Exchange) bond market from 2001-09-01 to
2005-02-28, the expectations hypothesis of the term structure was tested and analyzed with the modern
financial econometric methods of regressive analysis, unit root test and vector autoregressive. Then, the
EGARCH-M model was introduced to describe the time-varying term premium. The results of empirical
research appear to give more support to the expectations hypothesis at the short segment of the term
structure but less at the longer part. Also the empirical results are favorable for the liquidity preference
theory and the preferred habitat theory between the short and middle segments of the term structure.
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Fig. 1 The weekly trend chart for 3-month, 12-month, 84-month and 120-month spot rates
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Tab.2 The coefficient-testing results of the regressive Eq. (6)

a1 Jeil

. i e i e Hy:y1=0 Hy:p=1 Hy:a1=0,8=1
Fkms  ORfER ChRiER2) o e R
Bt (G ’ b b
(3.6) —4.54E—05 1. 039 380 5. 228 228 0. 075 052 0. 106 520
(0. 000 397) (0. 201 657) 0.732 9 0.784 1) 0.948 1
(—0.114 372) (5.154 205)
(3,9 8. 63E—05 1. 056 050 5. 266 959 2. 52E—05 0.007 553
(0. 000 576) (0. 144 622) 0.728 7) (0. 996 0) (0. 996 2)
(0. 149 778) (7.302 137)
(3,12) 5. 12E—05 0. 994 645 5.767 978 0. 744 574 0. 744 758
(0. 000 643) (0.110 273) (0. 673 2) (0. 388 2) (0. 689 1)
(0. 079 651) (9. 019 822)
(3,24) —0. 001 392 0. 818 875 5.525 635 3.009 288 7. 458 064
(0. 000 796) (0. 114 988) (0. 700 2) (0.082 8) (0. 024 0)
(—1.748 838) (7.121 399)
(3,36) Na Na Na Na Na
(6,12) —0. 000 139 0. 941 359 9. 304 808 1.174 441 1. 739 710
(0. 000 515) (0. 169 646) (0.317 2) 0.278 5) 0.419 0
(—0.269 712) (5.548 961)
(6,24) —0.001 017 0. 843 757 6. 542 709 2.051 678 5.753 014
(0. 000 681) (0.153 994) (0.586 7) (0.152 0) (0. 056 3)
(—1. 492 249) (5.479 147)
(6,36) Na Na Na Na Na
(12,24) —6.92E—05 0. 872 679 10. 598 05 2. 215 210 2.307 119
(0. 000 474) (0. 155 047) (0. 225 5) (0.136 7 0.315 5)
(—0.145 982) (5. 628 491)
(60,120) Na Na Na Na Na

FAAB IR B TS AR 0 PR IR 2 S5 A AU A BOR 2 (4B
T 60 M) M JCIEFAT. XK N5 VAR Jrik ok
M FEUE.
3.3 MHWMEARIZH VAR RIEERE SR

ARFTH A VAR J7 6 K 4 56 i 37 703 1 3¢ 22
w, BIfE S VAR BIRLS , R ) AliiF R
ZEM R XA THE A SEPRE A TS TR ARG 5.
FEAESE, VAR BRI, HLA I B R0 e 4% 3 22K
P ATC DU [m] Bk Sife o 28] 3kt B 113 B0 5% 22 13 1) A A DG
. K aE R 3 pron, Rrh & 2 Sk RS
A Brown-Forsythe G i14 , 56 3 51 A4 1T 5 72
XD

3 VAR ka5 i) SEUE 5 R R WL R 2240
B S BB 55 A 8 R 287 (B A A o Al 25 LU SR LA ROAE G
FEOBHEE T 1.5 =AM 2k a5 R Rk,
TE SV EAGAKET BR T (3, 20) A, HAh i 1) R4l &
PIARREE 4055 0 22k, 3R 3 s s T A& i
2N ATHE AR AR KR BE | RE 6% fy L SEPR(E

Keff e, FrP I E BRI L 1 AR AL T A FR 4
A LTS T S 5 i 3 TR 1 38 A UE 4R L X
HEFIIHH RS LR AW, A HE RS H
HK IR R, SEIESS SR R T — 2R A FRIE . A%
HE(12,24),(60,120) % HAGNFIRZ I EHR
BEAS A 20 T 37 U M 1 0 i e L Ao R R BB D 4R 59
CH 7 ) (R T R U B o o 11 1 7 S i 450
REAZARAT AR A BRI Ao [ 5 B A, PR L X F
R 56 T 3 1A MR % IS 7E 2 KRR B I e 0 iR R
(60, 120) ZFRINF R A BT HEHLHIE B L5 £
(AR S FLAR B0 80 ) (4 R iR A R T LA REAR
AR HE— 251 ) 5 I S e g BEE W) BE ) 362
4 (3,36) . (6,36) FRAFHXT 3R (1) S 45 s (A FPRA &
(3.24) (6, 24) (L UELS B BEAS BB A 47 . S H5 T
T B , AR TCVAA 200 S M A 47 B0 AR A
PR e AT — 25 2 AR S e e X L Y R RE e
3.4 MEEFEBERHREERSHM
eI E s b, IR A AW AR TR 1. AR
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Tab.3 The VAR test results of the expectations hypothesis
R Hy: Var(S{mm ) = _ o
) . nom . B Ho:p=1 Ho:a2=0,5=1
FRAE sd(S ) S G o) ‘ 2 Y
= std(S}”’“’)) Corr (S} , St ) Var(S, ) (ad] RZ) (P {E) az ([7 {H)
(p

(3,6) 0. 954 992 0. 947 686 0. 058 202 0.904 960 0.437 159 —0.000 012 0. 735 183
(0. 809 5) (0.897 471) (0. 508 5) (0.692 4)
(3,9 1. 084 135 0.935 038 2. 279 985 1.013 464 0.045 053 —0.000 047  3.797 931
(0.132 0) (0.873 510) (0. 831 9) (0.149 7
(3,12) 0. 948 465 0. 943 340 0. 064 522 0.894 659 1.614 796 —0.000 098 4. 959 957
(0.799 6) (0. 889 202) (0. 203 8) (0.083 7)
(3,24) 1.178 958 0.967 578 4,713 721 1.140 776 4.339 951 0. 000 251 9. 330 012
(0.030 7 (0. 935 809) (0.037 2) (0. 009 4)
(3,36) 0. 870 940 0. 885 405 1. 718 353 0.771 135 2.824 964 0.000 948 22.789 00
(0.190 8) (0.759 592) (0.092 8) (0. 000 0)
(6,12) 1. 061 889 0.961 795 1. 636 259 1.021 596  0.209 592 0.000 003 0. 254 697
(0. 201 8 (0.924 581) (0. 646 8) (0. 880 4)
(6,24) 0. 828 859 0. 868 403 2. 285 013 0.719 784  3.500 27  0.000 464 28.621 14
(0. 131 6) (0. 684 426) (0.061 4) (0. 000 0)
(6,36) 0.916 523 0. 897 194 0. 882 905 0.822 30 2.025359 0.000 612 18. 188 03
(0.348 1) (0. 838 991) (0.154 7) (0. 000 1)
(12,24) 1. 148 177 0.992 163 1.579 795 1.139 179 1.697 281 0. 000 081 4,536 37
(0.209 7 (0. 918 290) (0.192 6) (0.103 5)
(60,120) 1. 092 155 0.947 538 1. 136 687 1.034 855 0.690 901 0. 000 136 4,785 02
(0. 287 2) (0. 897 190) (0.405 9) (0.091 4

3.3 W AR IR 45 R, A EE R R R A A
(3,24) (6., 24) REUEAL e & - BIC iR BEGE). B
XTI FI R A AR A 7 B (6) 5 i ik 22
BT ST 25686 45 RN 4 PR,

4 ZE R R T A EIE R A% 22 751 3

S AR A S 220 AR A SCER A A4
YEZAM AR MSE, Ln (L), AIC, SBC 45 1% 1 3% % i
W], R FRIRAA (3,24) , (6,24) &R X 20 (15) 3
TIARWTI LG 220, e & % ILRE I8 RAFAR G- L5 3%
S #5543 9] & EGARCH(1,2)-M #1 EGARCH
T4 REFTERBER

Tab.4 The empirical test results of heteroscedasticity of residuals

Q4itE(p 1H) LM Giiti (p (8
i I B Ak
(3,24) (6,24) (3,24) (6,24)
1 18. 268(0. 000) 24. 035(0. 000) 17. 516 25(0. 000 028) 23. 257 99(0. 000 001)
2 25. 274(0. 000) 36. 797(0. 000) 18. 266 63(0. 000 108) 24. 324 83(0. 000 005)
3 35. 638(0. 000) 50. 628(0. 000) 21. 700 88(0. 000 075) 26. 907 45(0. 000 006)
4 36. 985(0. 000) 55. 282(0. 000) 23. 235 40(0. 000 114) 26. 977 58(0. 000 020)
5 37.011¢0. 000) 55. 441(0. 000) 23.501 86(0. 000 271) 28. 415 59(0. 000 030)
6 37.696(0. 000) 57.171(0. 000) 24. 027 82(0. 000 516) 29. 436 62(0. 000 050)
7 38. 331(0. 000) 59. 058(0. 000) 23.796 20€0. 001 237) 29. 361 39(0. 000 124)
8 38. 822(0. 000) 63. 267(0. 000) 23.506 13€0. 002 772) 31. 370 780. 000 121)
9 39. 578(0. 000) 66. 214(0. 000) 25. 117 95(0. 002 843) 33.795 85(0. 000 097)
10 39. 620(0. 000) 67. 766 (0. 000) 25. 317 24(0. 004 776) 34. 255 81(0. 000 167)
11 39. 703(0. 000) 71. 650(0. 000) 26. 445 03(0. 005 569) 34,994 75(0. 000 248)
12 39. 925(0. 000) 73. 892(0. 000) 26.497 11(0. 009 122) 35. 676 09€0. 000 365)
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Tab.5 The coefficient-testing results of the model (15)
“ By Hy:7.=0 Ho:p=1 Ho:as=0.3=1
) i o s e V2= 3= ra3=0,085=
FIRA G (brfEiR22) (brifEiR22) ; ) (0 ;E[) 0 a: "

(= Gt (= Geitib) ’ b ?

(3.,24) 0. 008 168 0. 910 738 10. 468 025 1. 793 502 18. 653 748
(0. 001 981) (0.134 154) (0.2337) (0. 180 5) (0. 000 1)
(4.122 919) (16. 263 59)

(6,24) 0.007 295 0.972 185 9. 950 618 1. 664 157 21.742 143
(0. 001 996) (0. 055 119) (0. 268 5) (0.197 0) (0. 000 0)

(3.153 599) (14. 372 14)

(2,2)-M. i, X Ah T AL R B AT R B 5
RN 5 PR,

5 PR B I 45 R R B, EARCH-M Bl
R ARLF MO IR R R 5 (3, 24) . (6, 24) FrBa & 1y
WIBR %R 10 Bh A5 AR AR R AE , HAE 5% B AR K A
REFEAL v, =0 A1 g =1 By REUBR A, 1T ZRAT T 48
Je B S I SRR,

4 Hig
LRATLL R ISR S L S A S T 4
Gt

(1) LRI BR &5 #4 L 1 4F LU A AR
55 5 AR LL_E I A SR 3R ) 9 AH S DG R IF AR 2
ARBH S T 2 30 5 A [a] %) 1 00 5 Ja 1A 1 5 (] g BB
R T H SRR E AR, HIbe] W, Esgir
TR 2 2 [0] (4 A% AL DT A0 | 0 R 2
LA BEAR AT Hb 1 T B R 5.

CID AR LU i S 3 ) 38, HCAH (] ) A
O R BB A R4 S 477 117 37 U Al 5, BV 30 ) o4
HE(3.6),(3,9),(3,12), (6,12, FANHA N
AEDGT R 265 3 1) 238 25 A RE A AR - b i R RN T 265 Y
AEX R IR 22 00 AR R AR AL

(D HERRAS P HE (12, 20) BB L
R A WU R D SRR B A s W BR 22 B R A )
YA (3.36),(6,36) WK T It g M df- BRI 45
SR S TAIRALE (3,24),(6,24) % A A S 1Y
WP % M 1 h 2 AF Ak RF AR BB 98 1R 4 Hb i
EGARCH-M#AY > Z1| i , [K]7fi7 S2 45 7 P 5 & = 3
WHIRRERE ). B2, il LIACK |38 T A S5 A BR 45 4
R R o 5 v R A3 22 ) R IR R A ) T R A
i IR A B

(V) RIFIRA ST, R (60,120) Z A /Y
AHH 2 ZR ABAS 17 37 0309 B0 ok f B (ELR R BB

FEAT , [RIE , 1246 5635 7 (R 4 i 3 A8 1 R0 [ £
Wtk B A B HE B9 9 R TR R4 A (36, 72),
(36,108), (48, 96) 4% H 4G P S 1 1) 2 2 ] ¥y K
220 0 i et 25 T BUDHEGR HEE, T L, b S TR R
FRZEAE b, b B 5 K B 2 ) 1) A B P55
T 265 i A R 3 0 AR A 1) TR A Sl ok TAR K
iAo
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