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Estimating the makam yield curve

and deriving forward interest rates

Roy Stein

Abstract

Estimating the makam yield curve and deriving forward interest rates from it as
proposed in this study can provide investors and policy makers with important
information about the expected short-term interest rate environment. Every yield
curve, referred to in the literature as the term structure of interest rates, incorporates
investors’ expectations of the expected short-term interest rate with the addition of a
risk premium for the uncertainty associated with those expectations. This derives from
the fact that the yield curve is determined by the quality of the relation between yield
to maturity and term to maturity. To discover this relation, series of bonds that differ
only in their terms to maturity are sampled. This study, which is based on the Nelson-
Siegel (1987) model that enables the yield curve to be estimated at any point in time,
also affords strong consistency to the dynamics of the estimates obtained form the

model.

Keywords: yield-to-maturity, forward interest rates, monetary policy, expectations
and risk premium
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YD N2 ¥ )T NTIAYA YXINY 295 1NN TINNON NPT NPIN O7PHRN MNIVN DIPY NTNIN
NTNYN NIXPN PDIN N0 DY NWN YN NPT OYAPY I DWPWND N ,Pood
term ) 71222970 YNYOY DY OINYN MDD TPVINPNN MDA NNONN ,MNIVN DIPY DI . NIWD
NINPN TN N0 D DWPWNRN NP NN 1IN YNV (structure of interest rate
2y YaP) MNIWNN DIPYY DIVN NINT .NPOY ININ DY MXTNN-N 1PX2 )10 N»HNI9 NODINA
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DTANN AT NTIPI D0 MNIWNN DIPY NN HY G0N ,NIWIND (1987) Nelson-Siegel Hv
T2 DYAPNNN DIITHIND NPT I N9 DY NPIN
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Nan .l

N30 YY VN YN NIPN NN TINNON N NPIN O7PNRN HY MNXIVNN DIPY NTNIN
POIND NN NNOXVIANY IV NINXIYN NN TINNN I . MNIYD NTNYN NINPN NPDIN
NP Y NPNN IR NIRNND T N, NPHIXN NONNON 19 DY PRy D>NNNN Nypwn
DMPWN YaN DIPYN MIANI NP 93 11 MINN 29 Yy 1w (Lutz, 1940) 'poya 1wy
TINMAN N2, MDD NMNIQ NMONNON 29 DY ,NNT NDIYY .NINPN NN 220 NN
2P0 NYHNIY — G0N 207 D) NIN [, TNYA DN DI WY NN P DRV NN
193 XD N NPNNON ONY PTAD-NNVN MOINNN DY 1IN JTIIN , MDD YTAIN DY NNND
P2 TIOND NYPY DIVH PV AR HNDINNY D297 OPPINND DIPNNI NOINY
,Bekaert and Hodrick, 2001) > mipin mmin X559 ,mNwn 12010 NNIY 1INY NN

(2006 ,1°99) HNID ,PIN

term structure ) 125770 MNPV SV ONYN NN DI THPVINPHN MO0 ININDN ,MNXIWN DIPY

M2 2T P TA0-NNPNN PAY NPTI-NRIWNN PAY IWPN 0 > DY ¥ap) (of interest rate
APTAZ-NNLN NIN JPPA ST HTINIY IN MIPN HY MITO 19010 DNTY W NY WP
- DXYTIN NAPNI) MITO 90N NMINT-I2 MINDI 1AV ,07PNN MITO NN TID NOOP NHPNT

(TANR YTIN DY DNV MIYA1 - DXTHRN NMPNI) MY TY , DN PTI-NNVY (MITD 12

» Wow (1942) David Durand »7 5y NV NRMT MXIWND DIPY YW NTHRRD MDWN
MTIPI 9901 12NNHN OINVINND IP NYY YW 1IN MIPNR DY MNXIVN DIPYN YN \ONY 71D
D»DIY DYDII HY ONPPNN NY1APA NPINAIN NPV Y3957 YPIPNN DY AW»PNNN 19INA
PRI 2 DY NNH MITIN TINNAN NPT DY TN, MINIVNN DIPY DY MWD 0XpNvI
ANNY 991 NINW TD TNEN OT ¥INI NPNY MNIWNN DIPY N INDNN 970N 9y ,2onK) m
MY OMIVNIY VYN P DVID — NN TN, TAN TN ,DIPYN HY NPININD MNNN DD NN
TONNPNN MION .MINIWNN DIPY NN NI DVINY IWINY NI DT .1PYIDD MyHnwn
NN, NPNINIVN M2 NPY MDA IPOYI ,MNINKRN DNV DIVYI TIND NNNINN
No-) INIVIAIN YNNI DXIVARND NXOY DOV : MNXIVNN DIPY NTNRNRD NPT MY SNY

.(equilibrium models) S5pwn »vw v 0570 (arbitrage models

72,7001 93 NTIPIA DIPYN NTHNNI OXTPNRNN IRIVIIIN YNNI DIVIND NIV DOTIND
NPNDY DTN 00 NNHNY THPNA NAIVNN NN ,3’m'\\3’:nz~< YNID N Y ROV
N DY NPMIPTN NTNRNI OXTPNNN DPYN NPY DY DO TIND NXT NNV .TINN NP

20N MK MIAYNND TN ,MNIND NPDIN 9N (instantaneous rate) NV NINP

125 MY TN P2 DI NPINPY MNNWN DXIW»N 1IN D97 Hterm premium)
SV DTINN 2NN MINN DY 1PTAO-MNXIVN XN G NDIVIN IONX NPPON SY 120N NMNI9

MNNANNN Y22 MNTNN-N DY NNNN N0 NYNIY DPP NIVAND NITIWAN NNDINL NN NONNON !
.(Cook and Hahn, 1990) 113 »9 by mnwmni nyosn NNV Dy N2 YN 1NN

Diebold and Li (2006) nnonT N 2

Ang and Piazzesi (2003) ,Ang, Dong and Piazzesi (2005) ,Kozicki and Tinsely (2005) nnnT5 wA 3
Vasicek (1977), Cox, Ingersoll and Ross (1985), Duffie and Kan (1996), Dai and nnnty wa
Singleton (2000) and Duffee (2002).



NY2 MXIVNN OIPY DR TN MYnHN N NN 25wn (Nelson-Siegel, 1987) H»o 109)
NTTNR0 DN NOY 0NN DNIX ONMY 1N AUN LIIT N9 DY DONYNN DTN NVIDY
SV NVYYN VDI NYHRNYN 1T NTIAY .TPNHPI MDY, TNIN MI9D1 02190 (latent factors)

939 DY DTN DV NPMINTN INK DIPYD N2 MY T INANIN TIN D10 NOII

NIPN %3590 JY SNYN NN NIVINNN NPIIN .2

"Financial markets are the channel through which our policy affects the economy, and
asset prices contain valuable information about investors' expectations for the course
of policy, economic activity, and inflation, as well as the risks about those

expectations". Kohn (1995)

NONTI ,0PNOUNN 1IN VY HY MNXIVNN DIPYN SAPNNN NINPN NN DY ONYN NINN
NPTHN YV MLINNN NPIY MDD NVPITIN NIN INIYY P2 YT DY PINN D7PHRN
NVPYTN 22D DOWPYNN NN HY NPPNN NN 1IN DN O7/PNRN MNXIWN DIPY .1PIVINNN
YN NPTHN YIPO NANPN NPPXN AON NPINI MXTNN-N NNNN TN 30100 PN
2 MPYN NPNA BDYID),DNPOY NI DDA DY MDIAPNN NON 1PMVIND TIND YNION
MY 5 DMNNANIN AN IPYD NNIYY OMYIDINIPN OYTINND NN ORIY 71
NPYTHN PR OWPYNI NN DY NYNINN NN NNND IWIRN NINID 1PN .TINNN
DDA YY 2vINHN 07PN MNXIVD DIPYA MaN DY YN OIIND PIan Y mMIvINN
TIND OPNTIN WX DPNAY NN IMNX M2 TIND NYPY ,DPNYI DYIPIY DXPNNN
MNXIVNN DIPYL MIZIN TPNPNANRN NIDN DY NYUPN NI 28N .DXPNY DN G DIV
NPNIPN DMPNND NITHN P2 TIOND 2IWN 1D DY .Y DMANN NINPN NN N0 2D
YPH DDA YY DOUMN MNHNN MYIANNH DPHN MTHN P15 ,°IN0NNN IPYL MYann
NP OIPYN NTNRNRD N VNN YHND ITINN DIV . DNNY DIWPYNN NN DN YINN
DPNNRNN NINPN DDIN N0 P2 NN IR XYND IWARND MIXPD TINNMN NP

JVRIPRD MTINN ROD PIva DOYIAPIN

IRV NN XY NITHN Y73 TV IIR MITHN MENVXS I ,IN1 ¥ Pny NIT0) NITO 932 INDNNY 935
APTAT -NRIWATN NN TINNAN NN DY MY aUn
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>N .3

NN APYN .DMLNID VDN NITYI MNIWNN DIPY NN OXTOIN TIVIN YO NTIPY DY
NIANPN NN N0 22D NDXN NPX MNNINN NN PANDY DVIND IWAND ONMINNINN
TN TINNON I AR P D OVY .IRNNN NION NN MNIYY NPNYN

PIND NYAPNN N M .r(m)-d MMPN m Tya NIWNY (instantaneous forward rate)

419195 ,(M/T) TNNY YWNN DIDA DY MW 1TON TPINIXINDTN INNIVNON
L r(m), = o, + B, e + By, |(mfr) e ]

DIPN NN PN ,NTHRND INNWNA YAPIN 1,108 DTIPI 999 DPAX JPTO-NNV NIN 7 IUND

,LINNYNL DYAPIN DITOIND DN Fi-) ,MNXIWVNN DPY DY (MPHPN NOW) "NwaTn
,7ININ - MNIWNN DIPY DY DNYURIN DIMINRNDN NYIDY NR DIMNN DN YD NI TUNNIY
MNP WNOYUN

DIPY NN IRNY JN 199 .TNINON NP YN NN LR(1) ;20N NINNX DY 1P T9-NNIVNN
Y HNIVIND M9 DY TINON NN YXINN NITYA (DY 1T ONNVD MNIWNN) MNIWNN

29N ,m=2 0 PIAY )P TI-NNVN

2. R(m) = %1 Iomr(x)dx X

(NN NXNYN NOAPNN M-2 0 12 5 NNV 1 INXNYN DY DNVINRN YN

1— e—m/rl 1— e—m/r, s
3. R(m)z :ﬂo,z+ﬂ1,z'—+ﬁz,z' - —¢€ "l
m/z, m/z,
loading ) ©»9mn "M TP [ (latent factors) ©»ann ©RIND  Fi IR WIAY I N HTNa
_e—m/z' l_e—m/r

N9 MR YIIP NI PYNIN DTPRN . Ixnng,————e " 4 —/ ,1 on (factors
m/T m/T

ANV . TIIRD NNV NXIYNN DX PTHINN OIMND N OTPN YIS 1N 1P0 .m )PTID-NNLI

TINRD MNXIWNN YD NN NYYN 12 DO, S-2 NaNXIY ,R(m) ,nNIWNN (m—>00 TUND) TIIND

Y DINN DTPN .MNXIVNN DIPYA 7TNINTD M0 NIT NT DN 1D DY .TNX 19INI DIPYN

-m/t

ALY 995 0 T2 TY NNV YOP YN ,TIND IXPN NIV 1-H NIV DINN —/ NG
m/T

DY DTPN 7292 I¥PN NNV INIWNN AR PTHIND DI INMN YIAD 1M 1997 DT 1»TaD

YNNI N INPN ANVY MNIWNN AR YYD Fi-1 MDY NV, DIPYN HY MWD NN 2NN
SW MPN T DY NANDI NP NNV TINNON MM, NINID OXNNA .THIIX NNV MNIWNN NN

wrnwi 12w 1994 ,Svensson W 7RI DR TOXA XY 7292 DRPA DTN NIRWNA DIPY DR RN 970
.01 "NwAT" DR NIWORAT 0°0NID AWOW OV ATHR DRNWHA
Diebold and Li (2006) 231’



S1292 S 01 DY NN TR ANV TINNON MINIWDNY, [y + S, T DY DNTPNN MY
NN NTIPIY TY )PTIY NNV BY D7) ,IXPN NIV 0-D NIV, [ DY DIV DTPN ,DNDIYY
DRIVNN NN PTHIN DIND ININ WA 11 195 .0 YT TY YOP) 2V MINKY (77T DY NANMNN)

ANIWAN DX MWD S-1 19y MY ,DIPYN YW MPHRPN DX N0 M OTPN a0 NNLa
MNXIWAN HY WOWN N9 X — IR I8P — DOINHPN DNV NI NN NNVA 1Py

MNYND OIPYI 01N D29PN 4

DIPY DY DMIMAIRN DMIPNN DI NN NI NNX MINIWN DIPY NPPANTN NTHND 210 DTN
N NTIAYA INNIN DTINNY O7PNRN DY MNIWNN DIPYL VX DIPHNN VN PON NPOI YN .M
ANRND 5NON

DYDY DV 918D MOAPNNN ,NMIMAN NN 1NN YT DY ININND MNXIWNN 0Py .1
Sy) MNIWNN DIPYI MYV NIPNN D KNI .TPHPM NDOWN ,NNIN - DIVNI
SNYPY PN MDY HY DIPY RIN (NN OXTH NAPN 79I

SV ANPN NNPN IINPN DY MDIND MINIWNN NN 7HPON NPIN NTHNN .2
CSPORD NXPNN INY ONTNH MXIVNN DIPY

MOINM MIKPN MNIWNN DY NORINN-ROT NPNTHINNND IITNN OIPYN MY .3
JNIXPN MXIVNNND NINSY MDYIRD MXIVYNNND INY YNTIN

DINPN OMLA N — 7S” NMIPYD NN NMT MNXIWNN DIPY (MPT) DYDY 4
{T9N2IN) TN T2 NN

257 3 IRNYNI DX MNXIVNN DIPY NINNYNI NMIMINRD NPIIVIRD 1NMHD NYNNN DVH

(Lo =1) 1-5 MIYN NNV NOIX TINND T, (S + Fi = 0) 0-5 NNIYN NNV NIKP TINND

:INAN ARNYNN NN DAPY (7= 0.1) 0.1-2 "MNIVN MPNPN DY NOWN NTIPIY TY NMNV)

. -m/0.1, _ -m/0.1,
lze ", p Jlze
m/0.1 | m/0.1

-m/0.1,

4. R(m), =1-

W ONT 29 Y DYIAPNNN MNXIWNN MMPY 2D NNV, NPIIVON PN S 017191 DN

JPPONND MID0A NN ,7S” NN MDY NMMIPY D) D951 DN



199N

90 NRNYNN JAPHNND MNIYND DIPY HY NPINMIN NI INNND NVINID NNINT

1 9PN MINID I IR 2PN DY ININ D29 [, NNX NP2 DODINNND MNIWNN MDIPY
121V MNIWNN L POYN D120 GRIY NNV TWRD ,NNT DY .Y INNI NDIND IRIVNNY

IUND L7292 ONNIAN NNV DINND Lo 0NN DY NYAUNN D THDN NT RNNDN NT P

MMNEN Y9 AR DT 9T NNY2 NY ) Bi5) Bo DY wapw DNIIND IR DMIINYN
.DIPYN DY NPIMNIND

D>PNNN D02 DY MYIAPNNN MNIVNN NX I NTIPI D2 GPpYH 2>V» STINNY 1IWN DINN
DNNNA ,)AT 29 DY DOTNIND YWY MY QWIN> XY D) VN YaX ,IN0NNN 0NN
NN TINT-12 PNAD IWIRND NYND DININD MY R OPPNRN DTN TPPIMNINN MO0 Hpnd
VY DITOIND M HY NN .JIT 9 DY JMNNAND NN AT NTIPI D2 TINN9N NN

INSIND P92 XN DTN MOIAPNNN MNXIWNN DY NNHIRNNN



NRNN L5

PN NN TYTOIND INY 020N DNNWN NYIIN DY TINII-ND IRNYN N 3 INNWYN
119195 ,0°MN9N DIYIIN NVIYW DY NDDIAN 1T NTIAYA NVPIY NTINRD NVOY
L

3. minl > [F(X,xdata.)—ydata.]2
X 2i=1 : b
-Y,L 772 ON JPT99-0NNMVN ,DINWNN NV NN xdata ;DM TPNRN NVPY XN X IWUND
LDOPNVIN MITIV OPNNND DD DY MIavinnn L TN MNWNN MO NN ydata
YA NTIPI VIAPNNY DIITNIND WA £ 193D NP Ny X MOP) DY 0»NONNNN D9y
NN — ¢ — NYAIND NN DITOIRD TAX DY MYNIN OIMYOY DN 1IN N NOY £-1
)2 9y .0 X OMOP) 19001 H2PpNNY NP1 F NMNpNa) 1Y PINND M0 I NI
DNNNA DYNONNNN DMIYN 1IN ,DNDTOIND NVPND YOI N9 DY NTHNN NYAP TNNY
NOD 3 INNWN DTN LY NTIPY 9D 70D ONNNA NNTIPN NMPNA YApNNY MOLPND
SY DTN NANIND NIDN NHNT NIN DT DT .ONTVIND JAT 7 DY MNPYN Y20 21NN \IDN
,Ny 0y .(2006) Diebold and Li 5w qnXna nwydw N0 nnmyTa 0T 57Tnd H»o o)
LAR(D) - nURY 9700 78O MP-I0IN TONN NN DXIPIY ONTIAY Y9 YY DTN DITOIND
NN TPNONN NTIAYA NHWPHN NVIYN £ AT DD DNITNIND NYIAPA OWNN NIDOX RINY TONN
Y OYTOIND PN XM L(2006) Diebold and Li ymw»w noown nmiyd Madow NXION
9% NTIPY 939 MINIWNN DIPY NNONL MYIN)

Y NHRNNN 220 DY WIANND NN ,)AT N9 DY DITOIND MY NN 1N MINNND P92
NN DNNMNN OITOIND DY NPYNPTN DY 191 ,NI8PN MNIWNN INNID NIOINSPNON NNIND
MNXIVNN DIPY IVIN

X190 921N .6

MYN 5NN ,INDN O D52 NONII MINDIN D/PNN MITO DY NDIWIN MPNN INXT 1N NTIaya
S5wa ,MYTIN PR TAY OV 15-n MI¥PN MITON NN .2006° H1NVPIN T 2003
NAYYNN NIIWNI PNNN DY MYIND IRNIN ION MWD TAPNIA-NMN NPNTINN
ATV, TP(m) ,N9°¥30 PR DY YY 128N 1PTAS-MXIWAN Iy T2 INDNY NP3

:9NY2

TIIYN IO NTIPY 929 NTHNI NTNND ARNWHY 1D DNMIN MDY 9y NYaWn MNNN N9 1MPnn TN °
S5Y MNXIVN DY NNV IDIN WIAYN DN MNPV O PISN .DTIP INDN DY — 71295 NNX NIPNI NTHIND NINNINI
MNHN MPNN DY NYIVYNY I2T ,2004 INI DN NI NPONN NXIPY 2003 MY THNNA O7PNRN MITO

.2003 Tonna NTNRND
MPTN 10-2 WY MNINKRND MNPOYL 0XPNNN YWY HOPIVNN YNINND 19 DY DOYIPIN 1PN PNN ?
YNN) .NDNIN PNVPIPT YAPIY DIDDY MINAT MY TI0NNN PNDDY T252)1 9NN INDNN DY HY NMININKD
MPTN 10 ToNN3 WY MRPOYN DD OX (.N7Y 500,000 XN NYIIN YW 2WIND 1PASY DOV 7/2000-N0
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MNY ROY 23N NNN) 0710 MTTO HNIY P2 0 DY IPann )T NHay DY 0XT1HN NPNa
INDN DY 552 MINDY 12 DY .DMMT DX9PAN) TN YTIN DY DOWIANA NIV DV NMNVD (NP
27192 H55°0D NIYINNN N 19971, 1TOD-NNVN LYNY JINANNI Y N MNYVTN,MITO 12-D

TNRNN MNHN 7

MNONA MTPHRNN TN ,3 NRNYN NPHNI MYAPNNT MNINN NN NDNN NN 7Y P92
AT NN NP APHND NNPN YW DMWY T 7191 PYNI 1NIWY D»9399-11P01 DININD
DMNND DRNWHRN MINSN NI YSINNHN O9599-1IPHRN MM MNIM NN 991
TINN TINNON NP DX ARNWHRNN YApNHnD D7PHRN DIPY NN AWN) PN Twnna
DPNNN 3 YY) O/PHRN MNIWN NI APATHINN NMYY XY ; 'DmM¥a NN NN
DYDIND 790N N YN MXHN J0 MNND TINNON NI TNPHIY (DTN

NNIWNN DIPY NN DD NPT DIV, 0N

MINID I .5-2 DIPN DN DXTHN NNPN 19 DY NTNINRD NRNYNN 1DIAPNNY DI TNIND

O I NN F2-) L OW TNYNa OTRIRD DY NPMTINN 2003 MY NYNN1 D
P22 12> HPHI5D) NNV N0 1Y PINY NIPHNA MV 7PN OIRIYWND PYNn N NNPNI
T MDY NIY MLV LY PN DIPYN -DXINN 9-D NP - DN NN NNMN IR
YINN YTNRN Y MYIVNI 0NN NYONY DT PN MNIWNN DIPYL IDNY OMPWN NI
51NN NOYAN ,XI9NN NNNDYA DY NN DYDY DMNYNI DNIND MIAPYL .NDKY DDIMNNVY
MHTO SY MNIWNN DIPY YNN 27NN DY YPDN 1905 NYIAPY PYNRN NXIAND NOYDIDON
5w NN TYNNY Yapna 12003 YW PINRA 391 7191 NN N9V X ,NTIY 07PN
732 Y292 NNNSN HY NNV NN NNHIN RVXIY 12T ,PNI IDINI MWD 0NN ,0IPYN
LN 4-9 P NMYOVYO NTNN ORIV P32 MY INRD 2004 SY MY 71 ORI
2 NNNAN TYWNN DY TN INOWD W)IN 2004 YNNNIDY IAPN TIN R ,DIPYN MDY Y NNNN
¥ JPDNN MDY ,TINI TN SIPN DIPYN NPV INWI 2005 NYPNNY 2004 NHDA HNRIY 72
NNMN 2005 MY NP2 TWNI AT THIRD NTIADY PYNND NNAN NN XY DRIY P11 1IN
,2005 MY 9102 D) .PNNY 22PN 7PN MDY — DIDNK 3.5 — PON> 121N IRV P12 MM
NNNN 2APNN VDY ,OXNNA DIPYN NN NINDY ,MIAIN NN MOYND DNN DXIY P32 TWUND
927 ,01PYN MDY DANNN ,2006 DY MWD YII1,00THN NAPN 1D 7D MIXID N DY)
TN GN N IV DY NNV DY DY POIN KD INIY )2 A D NYPON DY WIANNN

.(20N N»N191 AWNNNI)

D>PNNN YV SOPIVNN YHINNN 29 DY YYD AWVIND ,ITNNY DIDDY WNIN KXY PNIN INDNN 29V HY MNINND
2NN DIDDY MY TIVXNN JIIID IWNR MNINND NINPOYI

NPVDY MDD ONTIPI AT TN ATORD MNKIN YW MDY 9Y YAV SODIVVD YIMN ININ ATAYY Naoaa
. TPON MO

YPH NI NIV NYOWUN ,MNTON 9 9y MY 19N (8 NIYN NXI) DRAN NYSVIN D’PHRN NXIWA 1 napna !
DTPHRRD INNYNIL NV
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LDIPYN MINNA NIY DT DTN ,DONY DIDINNI MNXIVN IDIPY 190N JNIX MY PoNa
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