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Interest Rate Transmission Mechanism Under the Impact of Uncertainty
CHEN Shoudong, ZHANG Xiu, LIU Yang
( Jilin University , Changchun 130012)

Abstract: This paper examines the transmission mechanism among the market interest rates under the impact of
monetary policy uncertainty. Firstly, the time-varying coefficient Markov regime switching model is used to extract the
interest rates uncertainty which represents the monetary policy uncertainty. Secondly, the Dirichlet-VAR model is applied to
examine the conductive relationship between policy rates and market interest rates under the impact of monetary policy
uncertainty. Lastly, through the bivariate and multivariate analysis,the core conductive structures of the interest rate under
the interest rates unceriainty are given. The empirical results show that; in the normal circumstances, there is a loop
between the policy interest rate and money market interest rates ,and a market-based loop between money market interest
rates and the bond market. Under the impact of monetary policy uncertainty,the inherent interest rates uncertainty affects
the stock market;the external interest rates uncertainty affects the stock market and the bond market , which influences the
changes in market financing costs.

Keywords: monetary policy; interest rate uncertainty; interest rate transmission; time-varying coefficient Markov

regime switching model ; Dirichlet-VAR
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