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Study the Volatility Relationship Between the Stock Market Returns and
the Inflation Rate Based on Bayesian Markov-Switching Model
ZHU Hui-ming, DENG Hui-min, XIE Chi, MA Chao-qun, WANG yan-yan
(College of Business Administration, Hunan University, Changsha, Hunan 410082)

Abstract: Inorder to solve the problem that how to modeling the relationship analysis process of stock
market returns and inflation fluctuation under the condition of random parameter. this paper proposes a
Bayesian Markov regime switching VAR model. Through analyzing the statistical model structure, setting
parameters of the prior distribution, using Bayesian statistical method, deducing the posterior distribution
of the model and designing two times of Gibbs sampling algorithm to estimate the parameters, we analyze
the relationship between Shanghai stock index returns and inflation based on the proposed model. The
empirical results suggest that the proposed model describes the nonlinear dynamic and asymmetric
characteristics of the relationship between the two variables more accurately, and proves that the Fisher
effect and Agent effect are respectively reflected in the two kinds of market mechanisms.

Key words: Stock returns; Inflation rate; Bayesian analysis; Markov switching model; HP filter
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