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Maximum Likelihood Estimation of
Single-factor Interest Rate Models

——Empirical Studies of Chinese Interest Rates

PAN Guan-zhong, SHAO Bin

(School of Finance, Shanghai University of Finance and Economics,
Shanghai 200433, China)

Abstract: In this paper we point out that after proper discretization of in-
terest rate models, the maximum likelihood estimation method (MLE) is su-
perior to GMM for estimating parameters of these models. By using the 7-
day interbank offer rate as the proxy for the short term rate in the models,
we apply the MLLE method for the first time to the Chinese market and esti-
mate the parameters for several single factor interest rate models. We also
perform ML ratio tests for these models. We find that the (TF 4% 95 7)
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There is No Over-accumulation of
Capital in Chinese Economy
——A Discussion with Yongdong Shi and Zhigang Yuan

LIU Xian

(School of Economics, Nankat University, Tianjing 300071, China)

Abstract; If economy is dynamically inefficient, it means that there ex-
ists over-accumulation in capital. The empirical research of this paper shows
that the over-accumulation of capital has not occurred in Chinese economy as
a whole. But when we observe the economy in different regions, we find
that economy in the west-part of China is dynamically inefficient. At the end
of this paper, we put forward a dynamic criterion to assess optimum industry
structure.

Key words: golden rule; dynamic efficiency; over-accumulation

(E4£% 69 7 )value of ¥ in the CKLS model is around 1. 5 in China, compa-
rable to its value in the US but very different from its value in the UK. In
addition, we find that unlike that in the US and the UK, the movement of
interest rates in China shows pronounced mean-reverting tendency. This can
be explained by the fact that the People’s Bank of China has made less fre-
quent adjustments to the central bank’s benchmark rate than the Federal Re-
serve in the US,

Keywords: single-factor interest rate models; maximum likelihood esti-

mation; CK1L.S model

« 05 .



