Taylor & Francis
e Online & !

Home » All Journals » Economics, Finance & Business P Applied Economics Letters P List of Issues
» Volume 10, Issue 15 P Quasi-maximum likelihood estimates of Ki ....

Applied Economics Letters »
Volume 10, 2003 - Issue 15

38 1 0

Views CrossRef citations to date Altmetric
Original Articles

Quasi-maximum likelihood estimates of Kiwi
short-term interest rate

Sirimon Treepongkaruna
Pages 937-942 | Published online: 04 Jun 2010

66 Cite this article https://doi.org/10.1080/1350485032000164062

Sample our
Economics, Finance,

Business & Industry Journals

>> Sign in here to start your access
to the latest two volumes for 14 days

&6 Citations Ll Metrics & Reprints & Permissions Read this article

Abstract

This paper examines various short-term interest rate models in New Zealand. We
estimate ten stochastic models of short-term interest rates using Quasi-maximum
Likelihood Estimation. All models examined allow the conditional mean (drift) and
conditional variance (diffusion) to be functions of the current short rate. We find no
evidence of mean reversion but strong evidence of the need for the volatility of interest
rate changes to be highly sensitive to the level of the Kiwi short rate. Specifically, we
find the conditional volatility of the Kiwi short rate is monotonically increasing with a
convex shape. We also find that the dependence of the conditional volatility of the Kiwi
short rate on the level of the interest rate is significantly higher than is generally
assumed by the traditional models. Finally, we find that the AS model outperforms all
remaining nine models, the CKLS beats seven models, except for the CEV model,
whereas the CEV beats the GBM, Dothan, and the CIR VR.
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