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The Dynamic Expectation Theory Test of Interest Term Structure
—A Rolling VECM Approach

GAO Rong  ZHOU Aimin
( School of Economics and Finance Nankai University Tianjin 300071 China)

Abstract: The interest term structure reflects on the relationship between interest rate and maturity. The expec—
tation theory of the interest rate structure is the basis of the interest term structure. The theory means that there is
not arbitrage opportunity between investing short — term interest and long — term interest. Based on the co — integra—
tion theory and rolling method the paper tests the interest term structure of the bank of Chinese inter — bank fixed -
rate bonds. The conclusion is that the expectation theory is rejected in the full sample. But in the sub — sample
when the economy is bottoming process the expectation theory is rejected and the expectation theory is accepted in
the other situation.
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