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Research on the Relationship between Economic Policy Uncertainty, Treasury Bonds Yields and
Share Price Gains
LI Cheng ZHAN Hengwei
(School of Economics and Management, Tiangong University )
Abstract Using the monthly data from January 2012 to August 2022, this study employs an MS-VAR model that
has been constructed to divide different regimes of economic policy uncertainty. It also employs a TVP-SV-VAR
model to study the dynamic transmission relationship between economic policy uncertainty, treasury bond interest
rates and the stock market from a time-varying perspective. The empirical results show that uncertainty over China's
economic policy in the sample period can be divided into regimes of high and low economic policy uncertainty (EPU)
rates of change. The relationship between economic policy uncertainty, and the term structure of treasury bond and
share price gains display asymmetric characteristics. The increase in long-term treasury bond interest rates will lead to
higher share price gains in the short term, and the transmission efficiency of this portfolio channel of stock and bond
markets under a low EPU change rate regime is relatively higher. In most periods, an increase in economic policy
uncertainty will reduce the decline of share price gains in the short term by raising the long-term and short-term
interest rates of treasury bonds and narrowing the term interest spreads of treasury bonds. However, this transmission
relationship is time-varying, and the increase of economic policy uncertainty does not always have a negative impact.
This paper provides corresponding policy recommendations for the government to prevent and resolve the negative
effects of economic policy uncertainties, and maintain a stable and healthy financial market.
Keywords Economic Policy Uncertainty, Term Structure of Treasury Bond Interest Rates, Stock Market, Time-
varying Vector Autoregression
JEL Classification E43 E44 E61
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