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UNIVERSITY OF MACAU
ABSTRACT

This paper studies the pass-through of deposit rates in Macau’s banking industry. Using
monthly interest rates data of Macau for the period 1995-2010, we examine the long-term
relationship and short-term dynamics between interbank rate and the deposit rates to see
whether the pass-through is complete. We further test if there is any asymmetry in the
adjustment speed when deposit rates are above or below their long-term equilibrium level
with the wholesale interest rates. Our findings support the long-term relationship between
Macau interbank rates and retail rates, but suggest both the long-term and short-term
pass-through is not complete. The pass-through rates are statistically higher for 3-month
fixed deposit than savings deposit both in the long run and the short run; the 3-month
fixed deposit rates also adjust faster than savings deposit rates. The 3-month deposit rates
adjust upwards faster than they adjust downwards. The savings deposit rates, on the other
hand, adjust more sluggishly when they are below their equilibrium level than when they

are above their equilibrium level. The difference, however, is not significant.



Table of Contents

CHAPTER 1: INTRODUCTION. ..ottt e e, J
L1 Tntroaietion ooy s e o o s T e esss et sessidias cosssnanemnse 7
CHAPTER 2 LITERATURE REVIEW.......ooooiiiiiiiiiiiieiieaan 11
2,1 The Interest Rate CHETMEL........ommmsmorermssensusmismmeniion bbb i s e et erdis 11
2.2 The;Intesest Rate Pass-THIOWEN wmsmssmsnssinmmmmsnsssrsiniihot d it s, b 12
2.3 Interest Rate SHCKINESS ......c.cveveueurueieieieietciceee et e e s eneren e 17

2.4 Interest Rate ASYMMEIIY ........ccoverireeieriiiieieteeeceeeee e ereeeeeeseseeesessessesssssnss 10

2.5 Market Concentration and Interest Rate Rigidity..........cc.ccevevveeevmeeeeeeeerereeennnn, 21
CHAPTER 3: INSTITUTIONAL BACKGROUND:........c.ovvevaeannn. .. 23
3.1 General Introduction of Macau’s Financial SECtor.................ocovvevveecerererrnnnn 23
3.2 Monetary System in MaCAU.....uveuereuereieiieteeeeteee e nsse e e e s sess s 25
3.3 Market Structure of Banking INAUSEEY...cccoueviieerieeeiuiieeeeiieeeeees s eesssseesseesans 26
CHPATER 4: RESEARCH METHODOLOGY .......c.coviiieiiienirinnnnnn 29
4.1 Econometric Medel ... S \gIELECuuin SR ... L i 29
CHAPTER 5: DATA ANALYSIS S oo o deeiiiiienn, 32

3.1 General Descrigtion Ok Data. 2., .. T¥ et odliiiiiinnnenrensenensnnnn 32
5.2 Correlation CoeffiCIent ., e L e osemeeeresessssnssessssasssmorssssses 34

3.3 Granger Cansality Test ... rremmasiame o cv o ssesscsssssarsrsssssssssasssssssssnsarsrseees 3

3.4 TINIELOOL TEEL. cvsveverconinascossssnasmssnsionsussossrenesssdesssossiasssssssns ossssnssssns ssssiassssiossssonmnn 35
5.5 Co-INte@ration TESt .........cvviiererereeeiieie et ettt erens 36
5.6 Estimated Coefficients of Long-term Relationship...........cccovueueeevevevereeennnnn. a7
5.7 Short-term DYNamiCS......c.ceeiiirirrrririreeeeeceeeece e et eeeese e ses s 39
5.8 Asymmetric Error Correction MOdel........coeueueueueieeeeeeeececiciceeee s 41
L R e NS RO S —— 42
CHAPTER 6: CONCLUSION........viiiiiii e 46
REFERBNEES .00 chuus s 0,090 56 i bisns snamams s smmrearsanme covmwd 48



