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ABSTRACT

The object of this study is to compare the forecasting performance of short term lending 

rate between financial institutions by using the linear AR model and the non-linear TAR model.          

To consider the above, the quarterly data of short term lending rate between financial institutions 

is utilized, from the first quarter 1977 to the forth quarter 2005, total 117 quarters. 

The results show that the data was non-linear, when testing linearity by BDS test, and the 

AR(1) model, in RESET test, contained error, which represent the inappropriateness of the linear 

model. Consequently, the TAR model is chosen to estimate. Afterwards, the forecasting 

performance evaluation of the two models display that their forecasting performances are 

sensitive to the observation change and the AR model perform better than the TAR model. 

Therefore, the monetary policy offices can forecast the short term lending rate between financial 

institutions by using the AR model. 


