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Research on Time - Varying Multi — Causal Relationships betweenMoney
Market Interest Rates and Capital Market Interest Rates
CHEN Shoudong' > ZHANG Xiu* LIU Yang’
(1. Center of Quantitative Economics Jilin University Changchun 130012 China;
2. Business School Jilin University Changchun 130012 China)
Abstract In this paper we use the time — varying multi — causal Dirichlet — VAR model to analyze the time — varying multi —
causal relationship between the money market benchmark interest rate  money market rates and capital market yields. And the re—
lationships between the rates reveal the dynamic characters and core structure of the money market interest rates and capital mar—
kets yields. The empirical results show that the commercial release rate as a more market monetary policy tool can effectively re—
flect the changes of monetary policy and guide the market liquidity. Therefore the commercial release rate ismore suitable to be
the money market benchmark interest rate and play the anchor role in the money market. Between the commercial release rate
and money market interest rates money market rates and bond market interest rates there exists a closed loop feedback. The first
loop is a more administrative regulation means and the second loop is a more market —oriented means.

Key words money market rates; capital market rates; interest rate transmission mechanism; DVAR model

22



