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Potential Factors Causing Movements of Yield Curve in
China before and after the Financial Crisis

YANG Wan-gian, CHENG Li-wei
( School of Economics. Dalian University of Technology. Dalian 116024, China )

Abstract: There are close ties between the main macroeconomic variables (inflation and output) and the yield
curve (potential level and slope factors). Some remarkable changes have emerged after the financial crisis:ris-
ing inflation and slowing economic growth, which might affect the shape and shift form of the yield curve. This
article first takes the minimal error of the weighted YTM as objective function, and fits the yield curve of gov-
ernment bonds in Shanghai Stock Exchange with Nelson-Siegel model, then finds that Nelson-Siegel model is
suitable for China government bond market; and analyzes the potential factors causing yield curve shift before
and after the financial crisis using principal component analysis. The findings show that for the two periods the
main ingredients are the same, that is level, slope and curvature, while the main composition structure has
changed, meaning that the level has become the major factor. Finally, some suggestions about interest rate risk

management are proposed, according to the principal component analysis results.
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