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HNIY? P22 DUINHN MNIVNN DIPY HPARY DTN MNITY

MAYOVVY A XPONIa NIN

YN

YD N2 W PO TINNDN NN NN AVNOUNND N MIPK DY MNIWNN 0IPY DTN
DY) ,0231070 1PN MINYN DY DWN YR, NPPTON PYDIPY 1M OOWPYNI 0 ,poaod

TN NN MWD 0y 1o Yy (Break-Even Inflation) 78599 RN YW POND TP

D530 OXMINMD 23070 A0 YNV PYNI NYPOPHORM NPOROIN MNIWAND AR TOIND
NN YN NN, NHIVNIV-RT NOVIYI MNXIYNN 0IPY NX THIND DTN DOWNND NN I NTIAYI

P22 VNN NPYTIN AN wawnn Wiener & Pompushko (2006) wrsnw S 7imn

MNPPN NPONNIVID NPV YHN NN DINAN ,DONOY NYINRN DOWNIN NT INNNDL IONIWY

: Wiener & Pompushko 5¢ 5102

MZ2APNNN MRYIND DY NPHTHIND NX NPVPHON ,TINNO NP Y MNYN NYI
.D>1NNA XD DINN MIPN DY MNIWNI NTPNNND PNVDPVIN
SPIANOYD TPNPNNT OIPNI,0IPYI OOYOPNN NNOND AN M) TTON 0I1P10T YIY

YD T INPN IPONY T ,0PYN DY DMYN 0NNV DPONN IDIN DY MINYND OIP
LOIPYNOIPANNDD OXNN ,INY DYPN 7PN THIINRD IPON INY

DIPIN NPANN NNY NYTN NVIY

¥ NI NPV OV PON DIPY NYIAPD NN INWNN ITIVNY IR NNPINXR MP>TIN
INNYND NPT P DXDXTIN MIPRD 2PNNY ON2 DTN 0XAVINDT MINNN PNN
STIRD MIDYT 00 TIND WA MAYINKDT MRIWNNY NTNHIN DRIV P12 AR 0D wHwnn DTNd



Improving the yield curve estimation model implemented at the

Bank of Israel

Ana Brodesky and Nadav Steinberg

Abstract

Estimating the government bond yield curve, and deriving forward interest rates from
it, can provide both investors and policy makers with important information on
principal macroeconomic variables, including the break-even inflation rate. As such,
the yield curve derived from a model which estimates the real and nominal yields in
the economy serves as a major tool for economic analyses. In this paper, we propose a
model for estimating the yield curve through a nonparametric method, improving on
the model proposed by Wiener and Pompushko (2006), which is used for determining
monetary policy at the Bank of Israel. This paper proposes five improvements, which
solve five potential problems with the Wiener and Pompushko model:

e A changing grid of forward interest rates, which reduces the volatility of the
results.

¢ Optimization which focuses on bond yields rather than prices.

e The use of a higher order polynomial to describe segments of the curve, instead of
a linear function.

e A varying penalty on lack of smoothness in the various parts of the curve, so that
its short end will be more flexible and its long end will be more rigid, in line with
the characteristics of the curve.

e A new method for screening outliers.

Empirical tests show that the improved model results in a smooth curve and with low
deviations of bond prices calculated in the model from bond prices in the market. A
test comparing the model with the one currently used by the Bank of Israel shows that
the yields calculated by both models are very similar.



NYan .1
MNIYNN DIPY NTNRNY MLV .1.1
,079555 0XMNNT 21391 15D NI MIPND NVPNLYNND 1IN MIPNRD TN MNXIWNN OPY
MNWND OIPY .01 MIPH MNYN 10 PIVN NPHOY RPN OMINK OO0 NNNNY

(zero coupon OMMP MNVI 1IN MIPX DO DY AWIND HWNXPNN MIAIDA 51PN
2N MIPNY OXPNN VNN NT MNIWN DIPY .OOTAY DODIDYA M PPNY wnwm bonds)

DD MNRYNT NPAOYNN 1IN MINN DY DOINDY (NP XOD 1IN MIPN) NPVNYD
NIVNIO-N NVIYI NIVNIY NVIY — DIRD DIPY NTHND APIPY MOOY *NY PY .0

.(Bank for International Settlements, 2005 >a b¥)

IVNIN NVWN TN DIVNID GOIR 7Y MDD OIPYN TANY HIVNIAN NVOYA
N Nelson and Siegel (1987) bv 0080 5y NODIIN PN PV SRTPRN 022 NYIPNIN
032N 73902 NYYN 1N NV .Svensson (1994,1995) Ssx »n nwn Sy maninn Yy
Bank of International ) y02 ©pyn NTNN MRNIN Sy BIS-5 mnnTnn m»1na 0235900
. (Settlements, 2005)

spline  n»X¥pNY Y (piecewise) YOPNR-YOPHN OIPYN THNY MIVMIO-KRN  NVOYA
VIVON NPT N TINNON NP DY MPY> 0IPYN AN TN 1177 .(McCulloch, 1975))
59 DYPYN NN TINY MM 2175 . H(discount function) PPN NPYPND NN TINNY N (Spot)
(Fisher, Nychka and Zervos, 1995Anderson and Sleath (2001)) TmM9n nYaM
nMNY "smoothing splines” H¥ NV WA YIVWN 0PN Y2IPN HIVLNIA-RN NYIN NIHONI
LN DY DMI0997N DXPIAN NN AYNYN 1T NOVIY SONIWYT PIVN 2130 D) DYMD DOINN NN

.(Bank of International Settlements, 2005) 110> 1

INYYY 9322 7DAND DIPY DN (1.2
INNRNT Y9 DY DIRD OIPY NTHNRD NIVNIA-RN NVIWN 2005 MY INRND NNYPN ORIY D113

N NN SY voann WP wsnw S1imnn (WP 190> ,Wiener & Pompushko,2006) >v

TINMY NP OWINn 13 NYWa .(smooth forward splines curve) Pon 9N TINNI
FTTPRD IYINRD D25 PON 7P 19T 12N OIPYNY TR RO TNHD PIYI 0XPNND IDINDY
NPNIYRHRN 2NN MIPK DY DXPNKNN N1V 11 NAYNNNN ,0IP NONPND MYSNNI NNT
NPT HY NPRTHN I ,PIYI DNITIN DXPNNTN TINMON NP >3 DY 0IWINDN
DTIND NNONI MZAPHND TINNON

PN — NPINT 1M NPIYNN 17,0030 OXNNP MZY 1IN MIPN MINDI MONRIWN Piva
YIDOUN DTRND N0 D30 DI 0IPY IWYND 11 TI29D 198D OOPNNN TTRO MTIND 2N
N7y Break Even Inflation-n nHX 710 SNIW P)20 9wOND DOIPYN YN NMINYINI
STNYI MY MNPNT (M NJIPRN DY PORD

SIVANT YPNDY DAND DIPY” : 1 NODY XY MNWA NOEPNSN P Y0nNnn Wwpn oy nanins '



MNY MNPNI NPY IXRIVII NPNOYNNAN 1IN MIPK PIYV ,0°51T) DOXNMON DXPNYI Ty
N2NIND) JTTHO MTINYD 1IN MINNI VI, DIPYN DY DIDN OXPONI NI MIPNDI
$INT INMDN NTTNI IRIY NPROWNNN DINN MIPN PIY DY OOTINON OOMARNN RYNI
2931 ,9°P5N PNNMAPR GPYI 071D MIPN DY 1P INRY XN MyNwnn (.2010 070
MY NN XV INY PV NPNNY NIAXI INY NPND NIPRNY DII) Y¥INNHY INDHN VN
NMNPDY WS XD D00 DAY IWIN 1D ((PIV DOWPYNN NY DXON»NY INPL MDTYN
DIPYN DY PONIMN DI VX ONAY T ,0IPYN 2W ONDN PONI MIPNDND INY IN NNNA
MPNO MNAN N MIPK DY JPPNRY YYNN OX DI 1T IWPNL 7PENINVPN DY DO
TN WP 5w b1nn (Subramaninn 2001) m52%) 577199 03 MDD MNIWA DAPYN

: ©Y277 XNV MIPNON IDIN OY

JPYN ;1IN NIPNR IO DY O MIPNDI IRV P2 NIVNNN DTN DIPN DOIPNY R
YT (PIVA NN 99T PNRNN (DTN 2YINKN) PVNPON PNNRN DY 1MV DY DIPN
N2 GPYO NMAN DIV PNND JNAY ,INY ODITH INDN 29PN MZYI MIPK 12X INY
PV OIPNYT MDD AN PYT

NPAXN NTPID ONPVDPVLVLD DOYNNNI YIVY TIN 1IN PNN MDY 1IN MIPX MOLHYIN .2
0N

OPYPN 720 0NN PoN WP DY 930 0nda D711N2 10I0INY OMIY IR NTIAYN TYNNa

ONIPNYN NPON NP DI DIND DIPY DY IMDYN ONRIY P11 0D 2WINnn Nl

NYNI MATPNN DI ;2N NDHRD OIPYN NTHXR HX NN OMIDI0 1PN MHNYN 220 piwa

0NN NPYTHN DN NONIN NN N

77921 WP 58X '0arD OIPY DTN YN0 NPYI 1N MY P92 IPITI N THoNN

MMYN 0P MNIN NMNDL NN 1T NNONA ;IPON OY NWTTINNN T N SWI5uN

S N0 TP (NPONNIN DX PNNN IMVD) MPON MY DY DIPN NONPNT AN IR DTN

DNPYN NINN INRD STINNND NPPINX NINSIN VSN Y30 PI9N .,IPIN NPIXAN N9

L0200 YYNNN PISN DTN DY INY NNTPIN NOID DN IYOUN PI9T NINY

N3 DI NV .2

2TWNN STIND NHONIZNVY WP 57Tnn mSwn NN 19001 P71 Nt P92

(grid) YWY Y9 DY NDDANND TINTNON NPT NN MYINNI MNIWND OPY NTPHN .1
YIDOY NUY) DTN APTIO-NNLY NON»NN (node) NMY Y3 NAY 3NTID 0NNV DY
,2V192 LWRIN 1IN OXTINNON OXAWINY ONIAY PPTID DMLY YAYN .IVAP NYID
P2 2N MIPR PP ROY 125 0IPYN DY DXDMI0N 0XPONI MINDIN MITON VIV vl
oW DY POYTH IWIND 0NN IPRY VNI ATHR XN IRIND .HYIN DY MMY SNy
.DIPYD NINVH NVPHTHN POINY DI15Y HIN, MIONN NN

YPNN P YIANN DY NDOINND 5TINT MPNDVNIND WNINIAD NWNYNN OIPN IONPNY .2
D) D921 OIPN NMXPND) .PIYA JPPNN PA0 OTIND NIIDNI O2LINKDD NN MINN
PYDI TN TNND LD DY .POM TINIIPON TR, TINNON OIPY DV NPONN 10N DY OIP



PP (.D>PNNA VDN DY OIPA TRNAN DIPN NSPNI DY N PoNn B2YNY >NONN
,I0NNN NPYTON LI TNXD APYNAIIT MM MOPPTYR WHvNn MXIWND 0Py
MNIYNY DPNN P WP .0 PNNN DY XY MNXIWNN DY NPSPDIVNIND NN Y¥I2 1IN
19 90 (WP) TN D7NN-NY 992 : (YNINNN OPNN TYH) D/NNN MYSHNI NNONT 1977
0>PNNI NPVLON OX .INY (NMIX) NI NPY PNND DN NIPKRN NNIWAN DY MYNIIN
oY NN VDN NN L0 OXNYYA J OMNY DHI/NN NIZYI DN MIPK PNY DY

N AOYT PN NIXPN NIORD

LTI TINON DIPY DY NPONNTD 10N DY OIPN NIN OIPN IOXPNA DY »Nvin Ponn .3
25 FPINOYD PPN YT-5Y DTIND AININD TINNON O0IPYL MMY SNY I PV Yopnn
YNV DY (DOPIVN YNINND  MINK 00701 IR) NPINOYD PEPIMNP ANDN TININY 721
DIPYN NNOND 1T NOOY .MTNNY NYIN DY NORNDYNI NN MIRYNDIN TINNON NP
NN L0192 NNYVLI [ TNNN T TPMNONND KD DIN ,2IWOND PO NOIYI OINNR N7
DY NPND MNIDN XY NYIN DY NMY NN 02N DOYOP MY DY NMYNIN
5w (saw tooth) MWK’ MaNa MNYNN *TIMN9N DIPY 1IPWI MY 1IN XN NNNINM
MNIN PSPND I2VTHY NIN PINOPT 7PNPNT NPNAN DY 90N PION .OWPYN
DIPYN ¥ INY MMIX MITN YNNYND 021D NN LD DY .INX DY INYH D30 NP0
MY YT O¥TN OMNPY PI2 DI N1 WP Wiy o1pn n»spna Mponnor 1o
N2 7 DIP DAN L(DIPYN DY YOPN DI MMV NXNYN M) 1DNND TINNIN DIPY
NMIN TIN IRNINDY , M IN MIPN PIYI MIND) IWNRD .OYOPNN TN IWNNN
2¥2 OIPY XY MMYN P2 DPINOYD ONP YIDOYN M MMY 0Y NYI1 DUYNNYN
TN, NYIN Y MMYND 79010 PMIPYD ,INT AN 90N YN JIN ,NPID 0NN
NPVN INPY PII0ON PPNNND NVIDN DIPYL NRVIND MINPD PIPNA NIPNIAN ,INY
2197 MYNNND OPON J9INT N PYI NS 1) LOINIRD 0NNV IPPYI , MNXIVNI
MNT ITO NOYA MPEPNL YINY ,NINT OY TN .0%IN2IN OYOPNN MY DY 55151 TN
N2 NPYNN I (Anderson & Sleath, 2001 : 0¥T9) MH901 MIIN ,INY M
.DPYN SV Y
SPYNI NNMON OIPN NNNPNI AN DIV OXPONN NYN TNX DD DY PON T MBYnNn .4
YPON MWD OMNY MOPYN 1NN IWYIA 1 DY DPWN TUNI ,NPONNTN 1DIN DY DIPD INY

NPONNN 0N DY 0PN Spwn WP D8N NI NINY 29 DTN 0PN NONPN9
PIT95 OMNYN ONNLN 9 DY VIPN HPYN MTNN .1-5 MY AP PR OIPN NNPNI
LDIPYN 2V RPN IPOND ML NN DINKN NONY DWW ,NPNMY PN vy

MITON D2 ¥ OIWIN PNM ,NININKRD DNV TIND NNAND OXIYI 2NN IMIPN P .5
1V PR PITY DAR MY DY TINODNN NOYND RIN PIYA 0D MINDIN MR 22
T2 IRNIND .02 MNNDNT MPTHNND NN DY DIND MIPN OPIY DX PIARNDN PRIV
2NN I90WN PIYA DAPNN PNY PHNNKD NV PNNT ONAY DOIANN IO DY

PN Y 1T AXIYDN TN 1) P90 Y91 07nn - modified duration 5 ©XONY»RN NN TYNRN IND
DAND DIPY MINONY NN PSPNT VYRRV 19 52010 7PV 8NN STMYI TN MY A8PY 189 1w °
PN N TINND OIPY OXDAPN W1 NI NIPNIY OIWN (MNIVNN) 18y



MPNON AT ,INDND DIWVIN PIN DY ONY DN MOYL MITO IMINN Piv
,NYIINT OY TTINNND XTI .DIPYN NN DY WaYnD MYYY NTY — 0IPYN THRD MNYN
TMIPR DY NOVAYN TWANROY SOMDIN PINND ND YITT ,0IPYN NN 7PON YNND IO

ST MOIN N
INDN N LIPDOW 1PTIT NIV APY ,MPIND MTIWNN MIPR Mann WP Sv 51na
0NN OPIN OMY NPRY WP Dwspy noown . 1PNna »in vy X 7Iim

PN MPYN AR MM 1OINN .SAS nmoina STATESPACE n7771879 by nooann

MANN PNNY MINN ,0PVDXVLD DIYNNINI NPT ,DNNPN OPYTINI 1NN MIPN

NINN T .5¥192 NIPRD PNNT PINNN P2 WM N2 NINNN YIND INNRD .NIPNR DD Y

295 YW NYIRYN YNINND DY OIMNN TIVNND INM 329 DM VONN TV MDY MIRYIY

Fnmnxnn nann ovn Imxa MR

NPVLDVLLYD MYV DY NDOINN OINVN NN OXIN OPY N WP Dwsny nuown

: MNION 190N NP7 TR, MPIPD MNTPHN

NINYD NYPY DN NN NOIUN e

VY INNNHD NPLON YHINND PO MINNDD NIPN IO Y MVON RNV e
50557 12202 OMPY DY MAPNT 1IN MIPK DY OMINPND OMD DD
MMNN IN MDY DY NAPN INND ,MXIWNN OIPYL PPN NI NYNN : NNNT)
2IN MIPN NVLYND NI T NVIYY NYNI JIN PPN NN (OIPYL MD1IPN
SPON> A0

NTHNR DY ONYAYN DY XD, 2NN MIPN 2NN OPYN DY PI DOIND NN e
.DWpPYN

N2 1039NVY BINPYH VIS .3
YT (grid) nYaY 7ayn :0XNPY 190N HTINT 10N YD ININY APYIN PINS owd

MNIWH DIPY NP ONIVHY DMPY 1) DIPN WNI D’NNY MON»NN NODIN NN
2599597 JPXNN DY WO NN INY 1SN

2P YN Mnmvn 99un 3.1
oY NNIAP MY APAND DY OPYN GOIN DY PSDIT0PNY 0Ownwn spline Non 0TI
YR MITIPIA 0122 DMIINHDN DI
INY 27 PYT P DNKNN W IWPIN MITIPD WHYIY NWIN DY MMYN 19010 NPN13
oy N2WY ,OIPYN DY NPHNTHND P10 ,INY 517D MMY 1900 MYNNHNI WInD 001NNl

.11-10 70y Wiener & Pompushko (2006) 181 WP 5w 57103 mnan avasn 19 3139 qon 01y *
19N) DND TIMNA DNYY 57NN NN v Wiener & Pompushko : 5700 5w D1w»n 19N Mwp qom now
5y YAV NNOIYND PN Y DTIND LANDVHD MIDINT 1Y PN DWHINN DNWN BY STINN IN NHYM NDMIN
NN HNND SV MYIND AN DY PN TN RN ANDVNI VIRV NIV DTINNN MYIPNNN MNHIND

A9 IINMY 2332 ©MY95ON



VWD HY 99T L TINTY NP DY P NYI1 vy wy WP S mmwn 99omna n»byn
MMY PNY P 2N IMION PP XOY PR, 0PYN DY 000 DPHNI MINDIN MITON
YPNN DY INY PIITH 2IWIND 0NN IPRY TVNID NADIN NN INNIND .NUIN DY (nodes)
.DIPYY NINYL NPHTHN POIND 20Y SIN MR

09 932 DYAPY NYIN DY MMYN PMIPAA : NPT NYIL YIDY MYNNNI 1T 7PV 01N NN
OIPY? TIMA N NYIN 0PN IMNRI MINDIN INTD IMNIPX DY )TIZ-NMNPNN 79y
DN RO NONIN NYIDY OPNNT HYIT MMYD 2P ONIN DIPYD 000NN
MY ONDN DAY NVINNN DAN , MMYN DY DMIVIR OXIP VAP HYI D30 .0 IV
IMNI DTN IWIND NYARYNN OPNYID NIPKR DY NNYPI MIZN HYIN DY NN NmIoN
oY TAD ANVNY TN NMYN NMIN DY PPTID NNVNN ISP NOY PTID NNVNY 0V
,6,5,4,3,2,1,0.75,0.5,0.25,0 :10°91000 DIPYI MYNWNN MMYN 712195 NNIY NNV
,0.5,0 : 10 5NN DIPYI MYNWYNN MMYN .Y DIRD DY nmvn PN, 20,15,10,9 ,8,7
OX 0) DIVNN TN WNY> IMYd) M yn 1-1,0 mmwin ; 30,25 ,20,15,10,8 ,6 4,2 ,1
DNV L(NNPRNNA MY MY OIS PIIN MY I2XNND NS PPTI JNTY NPORNOT 1IN MIPN PR
1-5 0.5 Y2 2N MYTAS-NNLNY NNX PINT 2IN NIPN MNAD ¥ IWUNRD NIONNN 0.5 DY
DU 2WN NF IYPNL ORI DIPYN DY ISP IPONT NPOON MY NI NYOIND YTI NNT ; MY
TN IRXIND .OIPYN DY TIIRD IPONT IYRND MMY INY ¥ OIPYN DY 18PN IPON2 D 25
MDA . TIIRD IPIND AN N2 MV OIPYN DY INPN IPIND INY N2 MY DI MIVIRNN
: Waggoner (1997) 5v

"By controlling number and spacing of node points, one can reduce oscillations at

longer maturities, while retaining flexibility at shorter maturities”.

PIVA DYNNAN BIPYN HMVY 3.2
— NO21DN OIP MEPN vy 0wy WP piwa 001D 1000 230 1PN OWpY Dapo ¥ 1)
0>2YINKN 2NN MIPXKN 2PNND P YIINN DY DOINNN 2257 — NPINND I0IN 227 DY qoN
W OR MIPN DY OXPNRD PAD OTINDN NN TINNMN NN OIPY DY ©OINNa
YAV MINIWNN OIPYY PP AN OY .0>PNNTD DY MUY MPNDDOVNINNIY NN MYIUND
TPNPDIVAINGD NN YNID 2IWN ,1PIVINNDT NPPTHN YILX) T APYNDIT NINID NOPI TN
oYW 07NNN MYNNND NNONT 172 MXIYND 0NN P WPN .0XPNNN DY XY MNIWND DY
NANIWYA DY NING YWY NPNNA NIPY INY PIN MIPND DY 07NNNY 5100 2NN NIPN
INY DIWI) TPSVDVNINT T TPNOD ONONN PN WP 5S¢ Mpnn STinny NN 7915
NPLOY Y JY GN AND ,DNY DN7NHD DY NNIPND 0T MYPYN NONN (DOW1IAP 027D
NID DT AN INPN MIPKRD DY IXIYNT INY 1217 7PMVO 19’1 PNNI DN ODT

N99151 NYAT WENWR NINWD SNNN PIYA 991 D PRRNK MITY MPVD Y3pn Subramanian (2001) 75 ©
MIIN SV AN 99 MO NPINYL INSN DIPYN 5W 90 M2 DPHTHND .MMV DY TN1PHna VN 9900
.Fisher, Nychka & Zervos (1994) o»>aonw »a5 (out of sample residuals) ox1mb nn 20

A2PN MW NXIYNI 191D XOANN NAYIPN MY ATHNY NIPX Y 7NN 199 NPT : VIV NI 1IN
9 5Y 19NN DNY 30 YA TONY NIPN DY 1NN N9P VD IDNY PN TAD ANV Y NPIN avn 195
.DMT PN PTAD TIMWYN NRIYAN 5Y DYV 1991 1T 191X INPN



oY PYNRD NTIPY DIWOND wuYn OIPYN DY ISPN PONN NPNTY DWN TN >yl
PI0NNN NPYTHN NYIAPI NI NDIVN RONY YD MPNDIONRD

,smoothing -n NV YA, MNIWN DIPY N1 ,0°PNNI X ,NNIWNT WITIN PYTN DYXTD
M 5900 NP PIPNND MID NPADH MONMNND NNDY XD ,PnD nysnn splines
.D7NNN DY AMNN DY DXOOINN MOPYWNI wonwind wsny  Waggoner (1997)

: INAN NNONN 29D O7NNN HX DXAVND NNIN

d c
2t
Dur =| H—=—>— 1+y) /(1+Zj
P n

:AUND

¢, =t NAPNI NNY MY NIORNY ONIMITNN DN
Y =200 NIPN Y PTI-NRIWNN

P= n»xn o pwn »nn

7= MY M0 ONOYUN 19010

NN PEPDVIIND NNDNI DXPNNN NPV PIT DIPT IWOIN ,DOYD INY DIDIPIYD TUNna
S1/(Dur +1) -5 mwn (PRI YpYna 20 NIPX 9 0392990

INDNN MNND IMNYN IV JPYNI OOUNNYN NNIX ,07NNN DY ODINN DPYNn DY qon
Y O Ypwn on»d mvna ANy WP Sy onysnd nmiTa [ nIvN Yo S oonn v
NITONN PON2 MM MIPND MNIN MYANN NPYIN OY TTHINNNY T ,MIPNON MINND
RYNA OIPNNN NN INTI NPXR MPNON NNoY G WP mapya 05510 »nnx 751
O¥TPRNN ONAY L(N”V>I12) 27NIN) DOIITHIN ONMIAND DXPNYD TINIY NN TI0 120N
— DY IMO501 PO’ NN MIPNDI NPIZ PXTY ORI PIvn ,DIPNHNN 72N
N2 OOMPYD DND IDVYY  MOPPN MITONN PONT P TNYNI NN MIPND2
WNNY ,INDRN NN 5Y DXD01INN MYPYWNRY NION NHXNN DOYNIN DX NNT OY . 0IPYN
SPYN DapRN TNV DITXY 1PN N2 INDNRN INNHKY PNYDD MIPN 1Y I8N ynd »71d : WP
DINNR DI 5W INDNN INNND 20% SY 2290 SPYN, OIOPN NITIN ,ODIPN NNPNN OIN

ANIUNN P2 Y9N3 KIN 13572 5N PNHY 2WINKN NN 13 WA9Na K9 WpnwnD Anvsn meaon mavax
Svensson (1995) Bolder & Streliski : N7 .59192 9 nnpnn NN T PID 2WIinnn 9 NNNN NI JPTI0
.(1999)

MNRY oNvmn X1 WP -5 10113 1NN Piva MR A0IN YY T mdyay on»nn Subramanian (2001)
Subramanian 9ma WP- 5 132 mNpoyn 99015 0) on»nn XN 0An 1A aN 290 RPN DD 5v sonn
M) SPYn oNMY »15 HYH1I1IPNN DINVI WHnYn NI - INONN MHPYUNY INOMN KI PNPNNL wpnwnd
1Y 25¢2 NIN NMIN NN MPNDN MIPND NI MPNNA TINT HPYM ,HON MPNDN MIPNN 527 NN
.Subramanian $>¥nY 1172 ,MNY MNON PNAY 11 PNYL SaN WP wsnw nuwa punnd



2Yp¥n nponn 3.3
N9 BIPY HY YIMEPNSN ININN APHa 3.3.1
TIT2PON 1IN WPN MTIPIA MY 0T 0I2INNN 00019 HY GOIR YT DY M) OIPYN
I9IND VYN N DNV YOPN YOV M9 ,DIPYN NI INY 12T MYDY NIYIRNND 1N
NNV NN DY ONDN PITID NNV NI OMNIPY DY NYIYNN NN D220 N IRNDNY
D1219) MPINYY NPIPN WY nNwyy , WP 58X annn Xnw 295 57113 0795 NN
L NNND NN IRSINT ,TINDNON OIPYL MMY AW Y PaY YOPNRD NMNONY (MIYXI ITA
NNT-0Y .OWPYN DY (saw tooth) PV MR INDHN ,TINNON DIPY N9YL MY 10N

MMYN P MPENNIVPN JY 0>INKR 020 DY D) ONPY DTINN IR OW»5 17w 0o x8n WP
0°912) 0”570 O’PYI2 1P ,0NNI NIPNNN MIADI NP NYIN 23D .AvIN DY
LOMY 0PN ANT NDIYY NI PN APINOYD NPNPN YINIWNY NN ,DINN DD
720 Yy ooann spline) cubic splines-1 wywn nNX W N ,McCulloch (1975)-2 bnin
DIPY DV MIYN NITN YIDYN NN TYINN IT DY) .0IPYN NMIID (DYDY NITHN OO0
NV DIPHN OX 1T NYLID (LINAN NPDIL NI . MPOPON I0IN PXT ONPY T TINNON
DIPYN ANMNN NN RVIANN ,PIYA ONH] OMINDI OPRY PTID ONNVO NI PIVPEPNI
NOXWN DY DPPNID NONNDN MNONN INNNI NYNHINY NN .DMDINDN PPTIY ONNVI
.LAnderson & Sleath 2001)) 71>72 H¥ 15911 7322 OV MIMN

TANIN OIAN DY 790NN NITIN

tl <ty <...<t,; PN LY F vy Ny spline md¥png 1T

DS elt,t,.,]

Q) f )= fD.) j=123; i=12,.n
0DIPA NY Y NN NTIPI DY YN .Y NN 01019 NN £ (f) ,i 935 TuNd
.ONHY NMMYRIN AN DY P PNY OPPRY 191,00NMY P 0I0IPDI197 759y
NIIDNY 29D MYIAPIN ,0>TINNON OIIWIN JNIY TN DY MMYN — 1, <?, <...<f,
D5
PO PING RINND XTI 190 .APINYD MRNYN 4n-2-1 ,090179 4n 0PI 9770 OONIND
D901 DONIN MW TNN v
: ©ONIN NPN ONIN MNIY AN POIND NN NNXR MIVIN

2
fl( ) (tl) =0
fn(l) (tn+l) = 0
0NNV (MIYPNN) MOIDNN XTIO OIPYN NN 22202 PXIT NNPR MWD ININD TPXDOIND
TA0 OONINGD



TINNON Y ON DY 922 TPEPOVNIND NPNNND DNHY OPNINNNN TINNN DY
Lompn anonn ora vapnnv

nPONNN 90N Yy 03PN 3.3.2
292 0NN INARND J1IND NIN MNXIVNN O0IPY 2P0 NPNIAD NP 202010 WIVIPN
22pNNY 210y ,O¥191 OXPNNNND MMV DY P /NYIYL DIPN NNPND TURIY RO 7PYIAN
PPN DY 2WPNND KD NI OIPY IDNND TIRD PNTHN DN ,00PNNN NPNIND P2ITH OPY

079X (out of sample) 'OxTAY NN MP>TI2 PN, O0DIND ONNIVA 1PV ,MDI9IN
Fisher, Nychka & Zervos -1 5nn 0oy 01210 W8N 1T 71PY2 1IN9Y 1D . 022NN NPND
.(roughnesspenalty) ©)pyN S¥ MPYPEN 90N P2 ©IP D) NTHRNN NN 91055 ,(1995)

: NXNN NPONN 10N DY OIP 1O WP Iwsnw 03pn n”spng

. t'l B ti ti B ti—l ’
Q(f):;(f(,;l)_{( )_f(t}_{(l )j

HOWYN TING DOYOPR MY P TINNON DIPY JY $INOW Y111 NPYN NN XV MY DIP
NDNN 2107 MYKNND I 7PYD NN IYIR .OMINDIN DWOLPNN TN 2UNHNN N DIN
DOUNNYN N NNIRY INXND ,OVI9] .0MNIN OWOPNN MY DY OO0 TIHNI ONINDIY
MDY NOY TPEPNAN L TPYOY NOYNN DXDINDIN NON OXTINNON P2 NINYY NPHNN2

113,290 NYSNY NYN IR WP HIwnnwn 12w 2157P0 01PN 1991 NTIPI D1 D”NYI 11330

oW (9°N91 NIPNA DNOVYR) DIDDN AR WA ,TINDNN OPY DY 7PIVN NN WHnwind
STINNON OIPY DY 1232 APIVI MITNN

PoN DPY DaPY MY Wann PWHY Nbynn smoothing spline-n nVXWA YIWYN 012702
: MO ONYN ,NNMPN NY)ID IWRN INY
N I PN 0y I8N spline-d 0pYN YW ODNENon enn (1
ANOYD PEDI9I0PNI

N PII N NIV DIP NOIPN YWY NY NN spline-n DY AYPRN NAT (2
PN

DIPY NPHN HY PN PSDDVMND DPNINNN D27 Y PNPY Don»nn Thomas & Sample (2000)

D1 DN BNPN INDNN DN OPIRDVNIN INYMIY DYIVNI9N D BN Nelson-Siegel nv wa MmNxIWNN
SPNVNIVINI OMADNNT DY VIR 9nNa

11
.DIPYN DY 0N DYTINNID VDY DD P MINNN RPN DY £g-1 12 ¥12>92 WI9NN XN Y 03P
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APINNN Y9N Yy V3PN Ypwn 3.3.3
INYI VI DIPYN TINRD NPONNN I0IN DY ©IPN Ypwn , WP D8N annn X 295 57ma
129N2 T NPONNN I0IN DY OIPN DY TN ITO 1D 2D N2 APIPINN MyNan .1-5
MTPNNND NN 1 DY ANPYN TIN NRNINDY ,0>PNNNND VDN DY DIPN DY TN I1ToN
A2V MPOPONN PAYN 5y 03192 0XPNND DN OIPYN DY PPTI PN DDIVNIND

MmYno NPoNNN 10N Sy PN Mwn N 0w Fisher, Nychka & Zervos (1995)
MYSNNA NPONIN IDIN DY DIPN DY DPYNN NX NI O8N 5N NN DY Oy
MWYUN Prya onwy NX \ann Waggoner (1997) .GCV- generalized cross validation
STIND IPON >TH ON) DIPY 1D 121N ONVIWY POIN DIAX ,NPINNN ION JY DIPN
VAP OIP MDD OIPN NMIPNI IWROY NIRIN XIN ISP IPIND YT WNY XD — IOy
INY OPYN MYNDI DY WU NPONNN IDIN DY DIPN DPYN ,NPINN 191N DY YMynwm
TNV WIAPI DIPYN DY IXPN INNPI OX 03 ,TON INXIND .TNN SYY MMYN 1102 IWURD
YT YR DIPY 22PN, NOYIN IR IRIND DY IYAYNN ,TIIND NEPL IURD MMV
IRNINOY IR Waggoner 955010 19PN ©ON* PIRD IPON TN WHN 8PN IPoNa
TIN2 OM¥PN NNV M2APNHN AMIYLN GCV NVXYWa NPONN IDIN DY VI1AP DIP NIDINN
0P NOD OIPY2 MPAPNNN NN M (out of sample) ox 711> XN (in sample) oy 1N
nvavny own NNy (McCulloch, 1975) 5w nnTpmn mysnd nnYTL) Nponn 0N Sy
IPYNN 0N DY YIIPI D1 DIP ON TWUNRD IMDYND NTANND TN DY MMYN 0N
Fisher & Al. (1995) ooy xnw »95 ,0pyn SY NPoNnN RN YN 19N 2WNNND T
MYY> NOONNY 29D 0PV DY ISPN NP NPADN MYNY DY MNYDY [ XDMN THN
0N 5y mnwn opa wnnwne Waggoner (1997) wsn grnn McCulloch (1975)
10 MV MNHN PYN M HOYNIRY IR NN . VRP- variable roughness penalty : nponn
(in sample) ox1HN TN 0 ©PNRNN NPVON PPN ,INY 9N ,McCulloch Sv >yxnxn
.NPavn NPSNN NN 191 ,(out of sample) ox T INK JM
1NN ,ORIYI DN DY NPIPINN MP>TI NIRD 1) 22¥0 11DNNY NPLNNRNN MONN |0
2y DOINNA NIND JPYWNN MOXPNY Waggoner ¥8NY MNUNN OIPN NMOIPNI NN YOND
: Waggoner (1997) wx8nw nmd8pnan

001 ¢<1.5
MPYPON-X P31 OIPN SW o dpwnn — A(f) =<1 1.5<t<10

1000 ¢>10

VPN DIPNI DY OONYN OONMVLY A 1D NN WIND 11 DTN OO PRY 0NPY NNDNI
IMINT MNON INPVDY MPIT 297 AR, NPIRIYIN 2INN MIP1K ONMT INPI OXIRNNDN
goodness-) NINNNN HY 7297 207,103 19 DY 0IPYN DY 17290 MDY HUND — MNPNIN DY

(of-fit
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02150 — VPN AMEPNS 3.4
: INAN DIPN NOXPNNT WNNYND DONINND NN D0 3.2-3.3 MXPDIL IDVINY NPNON NOND

n+l Xn+1

DB =P+ [A0)- (1) di

IUND

2V MPRN 0Y) Y0NN INDNN MNIND P YSINN MY YIAPY NIPNK DI DY 0NN DPpYnn — w,
RN oW 1/(Dur +1) -5 wn 9o 5nnmn Hpwn (20%

AN — P

A

A DIPNRSYOVNYON PRnn — P,
STORN TIMON OWY — f

3.3.3 NP9 WNINNY 29D MPOPIN-'NX PX3 PN DY romn dpwnn — A

73322 MY TWANDY OONNID DTN MRNN DX OORNNZ PYIN HX NRVIN OIPN NIPN
PON DY 22P0 [, TTRM ,DIPTN DY MHORNYN 2072 NV YD NAY 29D [ RO THD 0PN
2301 25373 RVANNY 29D SPON? 8N

AN NAYN 19 .3.5

OOPON TNND T PINY IPX PYTY ORIV 1IN MINND NIUNN PIVD D00 PINY 29D DONIN
PNV PNNNN NOVD> PV PNNN ONAY DXIANND INPND ODBY [, INIVNN DIPY DY OONY
MDY DIPYN 2WOPND NMIN DOVNYNN ONNIA 0X , IV NXT 00 D90WN PIva 2apnn
OYO MOVPNN MNYN MIPANND PIND ,OXPTY 0PN, MDWVYY , MNY MNIDV AMIYL 219D
NPAXN N TNND OOWNNN MY YINdY Ny WP DIN aNINn NINY 290 57N NN
DLW MPIN NPIXN NVHVYN DWIP DIPIVIP 292 MPIN AN NVNYN — MPIN
YN DY NODIANN MPIN NN NP> WP Owsny mouovvon nuiwn .Houoovo
¥ INYT WINPT 12V DNND NIPYN 29 DY 2N NIPR DD DY MAND PNKD NN
TPIRYN ARNYD T DY MPIN AIPX IMT — INY D91 MIPRD PNNY ONda NINNN
NWI R NVOY DY NNION O IMNI MIPNRD D9 DY APIRYN ¥NINND NIPN 730 NAVINY
N>RNNY A29¥) PON MIT N MIPX NVAYAY 122N NOIY 7O, 7PONN NMIAINNI
LOIPYN NTAR DY MPIND NYIYNI NIAYNND XD 0) NOVOUN .PIYN MXINI D1 IPNIX OMPY
MNXND TN 0N, WP wsiy 02PN 0)I»I0NIP2 wonwnD TYnnD DYWNN NN
N NIY MLNT.NPIN MIPK NPT HYOYNN HVDVLLDN NVOWI DY Y897, Mmdp
19,3980 NPYNN TPMYNDYN DTN 3N JPNN NIPYNIY 1IN IMIPN DTIRDN VDY
MPIN IN MIPX YN D DYI .OTOIRD TONNI OXPIND D3NN 1M INNY 1IN MINN
: 00V NVl

DOWRYN PN .MPIN DPRN NPVDY TINY INDH INND ,DOND MV TPTA-NXIUN Yy 1T WP Hax 2
,N7¢ 10,000 11 TN INON NINHD BOY MIPNX DXOMYN PHNNN DIPYA P9 DIND MVP JPTI0 NRIWN OY MIPNX
NS IN DI 180 PITAT NNVNY NPONT MAPN, MNIIN DM 50 PTAD NNVNIY NPSP NN MIPN DIONDYN

JONYNIN NPT INNOY DONYNIN INDNT M2 NI MAIPN I
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21987 PNND DN 1IN JIPNNY 1IN MIPNX YINI NTNNRND NN N5 1

YPNNH 1IN JIPINT NOID 1Y ILINY PHNNY 1IN MINPN YN NTNRD YIND SINN .2
PN OXPNNN DY DIPY 1NMIM S¥ioa

: I JOIN

DD 0N INN MIPKN PPNNT OOXPNNI NPYN DY PO N2 NYXIN DU NN DY)
YI9NN X IYN) NIPN 537 3122 07NN 2Y) INN MIPK DY 07NN DY OTIPN INDNN
JININY POIXNIND NI NINNN PO D191 NIPNRN NN NPYN NYY P OOMN TV
Y PAD NPNNL NN MIPYN NYY P ,00N10 , TV ¥I9NN OX NPIND 1IN NIPN DTN
.DY ININD 2NN MIPK IRY 9D MN2Y NOXR OXWI9N YXINNND INMY NYIIN 29 D1T) D92 M
YIP-TIND INDNN NN NN JNII NDPNN ;O 0MIVIN JPIND NANN KD NPIN NIRYDMIY 1IN NIPN
YN IPIND OX FPPNID (MNPOY 987 IN) TPOYN ¥aN »INND PNRN OX PITIN Ny
NONDY ,WTND INNNDD AN YTNN NPYIN VNN AN YN ,DMIX VNYY [ TPINID NPOYN
0N NN NIPYN DY PINPT GR DY, NPIN NIPDY NIRYNY XD OX .DIPYN NTHONRD YHNY)
PN NONIAN T DY INNT ONY 29D NINHD 127 PNN ,0IPYN NTHXRD DOUYNNUN
PPN TNKO MXRPOYN MNM IV 1012 PHNN NP TONN PIv NN 2 NI
.DO»IN DPNN

DPNRY DIN-NIPX DPIND TN .0IPYN NTHXR INKD YNIN MPIND LIN DY NUN 1OUN
NN DXPNNND DY DIPY NHNIIM 29T NPNNKD NPIN DTN NVID THRIN YONPON
VIO P2 TANXIY PVNYON PNNN AN JNT-NRYY NPXR DIPY NNMINY -NIPX PIOND

: INAN DNONN 290 NIND NN O22YND NNIN DN .5¥I192 NPNHRHD TIND NPIN DTN

o | P-P| 100
Deviation = .
P (1+ Dur)

:IWND

A

P =571 1080 50X DY NN
P= n»xn o pwn »nn

Dur = (4 9192 7ININNN NNONN 9 5Y AWINNDT) NINONRN DY PPINNDD 07NN
NN PONYON PNNRD P ,0ININ TIVD ,YINNN NN ROVIN NNDND DRDYND PYRIN DN
NNNY NIPONI DPY I8N DY MVD PT PR : NIPRD PNND DN 7POON IR DOPpYm ol
DAY VDN NN HIPWN NYN 1NN ; PNre 300 NPHNY MIPNI IOV DN PTO N7Y 100
Y0 MININY ,0IPN NVNPND DY SPWNI NVPNY NOVIYD NNITI NIPNRN DY O’NND
YNINYY O’NNN MOPYNI) NOIPIVNN NMVLOI ARD ,0IPY NMINN NX 0) DXIUNN NN
.DYPNN PMVLON DY OIPN TON 1IN NIPN DI DY Y1257 (D7D 3.2 PYOI 1ININY INDNDN

PRRNH APODN INKY DWNN BNY DIPN N»8pnea Thomas & Sample (2000) ©yoP»Nn 725 AmyTa
.NY MV N Iga

13



5921 NN ©IPY NN oy Deviation > 0.15) : 00 NVNYND XIND DYIDY DONIND NIV

.Deviation > 0.4 W (O 1MN2 AIPNN 597 DY DIPS MMIND YN DY 1N N

MXIND YTNHD NNIN NYSIND 2IWN 25WD NONRD INYD) ON ,MPIND MIPNRD 219 INND
MYAPY DORIND 29D 02901 D19 YNIT TNN T PRY TY 0°I¥N) 0197 WTNND

: NN’ DN W IR NYNIND NVIYD

OWO M2APNNT NMININD DY OP INNY IWIRD I12TN .NNPYI NVIYI NVXWa 1N .1
MYT APY IPONI MOPN NIPN 1Y I0HYINY MIPKD NPXT MININD NPNN
0NN

3 NOW LPNNT DOPIN OMIPY NN YII 07NN D/NN-2 DM PO WIdwn .2
NLINNY OMYYY ,1PYO5ON N201 O”YY 0) NIy WP ywopw noowd mivna
.DIPYN YV NN &Y NYyNna

.DPYN DV NTHRRD DY NTTIAN NIPRN HYIYNI NIYNND NPX WP wspv »ann now .3
DN AIPN OIPYN NTHNI POLNZ MV IN MIPN NN N NYNIND VYN
.N720 PYT RTNI KN JNN NX XVID NPINND IPN THNIN OIPYN ONPOY

oY 50N> M1 19910 NVRYNY >IN WP IPTINY 10707901 Windwn ,Paax 1rYnan 4
SPON MOLYN MIPK Y NVNYND 22210 IR OOYNND NNIRY YIDNTN PPIVIPN .INIPNR
955 57W9) XD 230N MIPX XPNND DY DN MDY DOPHOR 0NN JY MNPNI 09191
N/ PVNPON PNNI DM NPVODN IRKIND L2008 MY 7D .2IN MIVN HY 09
ND 2010 MWy ,MITO 0.1 ¥79° 2009 MW ,015 MITO 0.9 YNNI 179 DIPY NMINA
YN PPPNS 2008-2 NN NIION PNN AR JPNY MIYIRD NP>Ta HHI AT 1TV
SIIPN 12 5w —2010-2), MINN 10 DW YN0 1IN 2009-1, MIPNR 4 DY

NPINN NN .4

05 2WINKNN DINRD OIPY 271N LN DY NRY NVIWA NTHRND NMINXIN NN PN 1Y P92
OTIND MRNIND X MY X2 1921 , WP D¢ 0197190 11D 017 OMIPY 100N DRIY? 7112
DX0N9) 3 NIDIA ORIY? PI DY YN NN NRNDIN ,INY NININRD N0 NIN ONPHN
DOV PIAY P11 AYAYNN NV DTIND DY NINNAN NDNN P OMIPYN 097NN
0Py MoN»nn P»Y MrNN .Wiener & Pompushko (2006) b¢ oynxna naxInmn
..D>1INNNN 72PT JN2) OTPNNN DIPYN MRNIN NN PONIN

YN XTHRZ MMT OOTIND MY MOIAPNNT MNXIWAN 2D N2 PN0 NIPY MRININ
STIND D MNNINNN N2 TIV .ANPNVONN MITOL N¥IPI RVIAN® NI YINN DTN LINPYD
O>PNNN DY VDN ) ,1OO5D NYNIAN AT PON MNIWN OIIPY N0 NN YN
.IVP OY192 OXPNNT ONA ITIND dT-5Y OXAWINNT OMVNYON

92087 7Y 2008 INI) DXTHN NNPN 1D 1IWINY MNIWAT 3 MNID 1170 2-) 1 ©IPN2

: 0NY 0NNV MMYT (OXD) NINMNNDD INDIX WP Hv 5703y (anovn) vnn 5 1ina (2010
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