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\olatility of Interbank Interest Rate under Liquidity Shocks

Abstract: | set up a dynamic model of interbank lending market to provide a theoretical
framework for explaining the phenomenon of raising volatility of China’s interbank interest rate. |
find that liquidity shocks is a direct cause of interbank rate fluctuations, and further, the liquidity
shock effect will be accelerated by several factors from credit market and monetary policy. These
factors including: (1) liquidity dependence of commercial banks on central bank’s liquidity
providing, (2) expectation of transition property of liquidity shocks, (3) term mismatching of
commercial bank’s balance sheet, and (4) financial dis-intermediation. Using China’s financial data,
| find that these theoretical results are confirmed. The empirical analysis shows that changes of
monetary policy is more significant than others to amplify liquidity shock effect.
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