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The Effect of International Financial Markets Volatility to Inter-bank Offered Rate
in China
—An Analysis Based on Three State Regime Switching Model
SHI Zhu-xian®, SHI Sheng-dong?, SUN Hao?
(1. Quantitative Research Center for Economics, Jilin University, Jilin130012, China;

2. Business School of Jilin University, Jilin130012, China)

Abstract: In this paper, we have an empirical research on the effect of international financial markets to inter-bank
offered rate in China using Markov regime switching model and linear regression model based on the data of SHIBOR
and LIBOR. We find that there are three regimes in the volatility of SHIBOR. At the same time, the regimes are
sustainable, and the switching of regimes is asymmetric. LIBOR has the positive effect to SHIBOR in the “high
volatility” and “low volatility” regimes, and has negative effect in the “middle volatility” regime. The effect of LIBOR is
strongest in “high volatility” regime and is weakest in the “middle volatility” regime.By comparing, the regime switching

model is more suitable for characterizing the effect of LIBOR to SHIBOR.
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