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<Abstract>

Term structure of interest rates provides a characterization of interest rates as a
function of maturity. Term structure of interest rates plays a prominent role in many
fixed income management strategies. This paper has developed the term structure
estimation and bond trading system for Korean bond market. The developing tools
used in this paper are PowerBuilder 5.0, C language and SQL anywhere D.B engine.

L A&
wF APARE Aol F§ AF AYHZ Astel WY L AFAY B $45
9 Aoz dgAc £ 44 $58 BAL A AAFEPEAGAAE AR B
§AE Mol B olFolAn Yd F& AME el doja AU G v
A ole] wel AN} oA AR D AN BUAFS FF FEALAN Fad
A7 d el

AR 7hAAGYN A
FA41 olA& 7|t
de RFojr} olakg o] 7
olzatg 9 7 UFFE FH A~ 23—?: ARk 2| EF2 Y A2 71 x7F I ol A& 9] 7
U2 E FAH A 2 A Bl AAHNATH HEHA WHLS McCulloch 3
(1975) ¥ Litzenberger & Rolfo 23 (1984)3} Vasicek =38 (1982) So] Ut} ol =&
o] AojBL oz & TR FHA AMEHETE AT zfojof wel A}
McCulloch 28L& ojzx& 7t 39] +3to]l Hye @RIFgTE FA37] Al 71Agr-=2
o] 213+ (Quadratic function)9t 4 2+€4> (Cubic function)® AH&3F2 31 Litzenberger &

A gAY olAEe) ANHFE UE
& WA gEeluy st TR W
o

&4 74 agel BFHA BRos

i
NOX

Rolfo 9§41 #3948 714342 Agstgrt. Telu Vasicek® 71AG5E2 45855
Fgadnh AFBSE Aest ASel: F4agel wad F394 (Nonlinear

estimation)o] Eo17tB2 2 A& A&y B9Bu Atte] X gol HAeA Hoh
Shea (1986)% ul=o] A G el dFs Axt A+ g AFgds
T ool Ae AEHE FH Ao ¥ o)t gl AES AT

712 RdE L Schwartz (1979), Cox, Ingersoll, and Ross (1981, 1985), Vasicek
(1977). Chen, Karolyi, Longstaff, and Sanders (1992) Soff olafA ofg] 7}= d3d =¥
(Equilibrium model) &0l At ey o] 52 ojzx&9] 54 AHd s 73S
gk Fol o] 7hAel A olzb& ] Y UTE HEE =& W o HaA AAAFAA =4
He 7107E gy g2 VTR BEE 44 94 olyd EAE siAs] st
Ho. and Lee (1986), Hull, and W‘mte (1990) 52 A9 71¢+xe Zgg Foizl M
2 a3 o] Foz 7zt ojud e A A E wel WosEe YrteAEs: 2y}
sttt o2& FEZ Ao g mdyg e ado] WAHHY e At FHAES I
7tstedl Aol ofA7tA] Aoy AA&stAT Adele o FEFE £ (Call
provision), Za}71&% %7 (Sinking fund provision) ¥ 71&g AzAo] 5

T
Y
o
o%
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siAgel 71T 4 3 AW Al AW ALY AL Pye 3

T dHeel =248 279 (Contingent claims)E°] ¥ Hol e olg9 71x& F317)
A e olg 7INFXIE GFo ouid FEFFE @A LHole 7ME RdY
& Aol a4 Aol

B oApode Zu ey 7hEE F37] e F oaA F AR 9AA olA&9 A3t
T& FA Alagd tdte vhgaz fok aehv SO0 AfAA L oA 7R A 8w
x Fata Ad Al BH w719 aAde] HFpHo U] Wi VTR FHALYE
st ofg{gol Ytk

a23Bg B Ao fYFol&dM AFEe °V}%°4 NNFE FEAYYE 7122
sted Ul el Mg olage TR FAA2Y AL wyE AAsD
PowerBuilder9} Clol & ol §8lel Fdstaat dch ¢ 8 Al2g]e fAdFe &84

EEX MEolzg 4 A7 48-g AFgo2H FA7tEo] st etstd sl Bt
7ol FEEH S FHAFE FAY F JAEE Fo},

3 Eo] B84y A HEEC g A7 HrkA7 EYEAn AAtgR R
M AA Y (Mortgage Backed Securities)olU g2l 489 =9 o8 3t af@2 37}
B 5ed FAvE Ha ok 18 FEAYY wHdeg 4 Fo] 7iujg o By AW

BEEC M= Bk AEbHolar AN HrhwHel HadtA F Aolw oo upz}
ojakg 9] 7| Fx "’8“ Ay o 2% FA7 8 Aok

ojz}& 9] 7|+t ZE FH37) fsiMe 4 A doleet ¢y dolg ) Basy)
g 2 M= ol E dlolEle] iE dlolg weo]lA HANRNE AAlda 3FdME 7]
F2E FARY A4 28 Y 4%dME 107 E 3 AA2de FE29 SQL
Anywhere @ C1o], #9UHE o] &8 T& A8 dB3ln 53X : 288 &t

1. A diolg wjoj= HH

LA JIFE gEE RS AGAE AANFAN AR AA Ad delels
B9 do]el S dlolE] MolxolM golEelol stua AW doleMols Fo] AW ol
oF @k 1 AFoAME ARe BANEH AAIS 422 BA doleimols 2oL
ol gstel melg izt @i,

EAAUA GaE AdgE A 23H F AR deoley Adyx
Hol¥)3 2hel wz HolRZ FAAC 74 HelRel Ba%yH telHye thgs} 3
o

2.1 "Hol&9 £43 dolyy

(1) 2335 gol &

L FE EFHAS  char(12), FEAYLTE Bodle A HF fotEdRE
LR FoFHE  char(9), AF-dA AFR3L7] A BE A IE

%5 9 o char(30), MEAASY & F8 o

B8 3AFEE  char(5), ME AP 3l Al = (FArAA §&gh
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e

e - odate, )AL W A
. oEY  date, AAES MoE A}
A - date, A WY
e olxbg ¢ float, ALY o)A AFA HEEE F
colz A ¢ int, VL FCl WS o) AE A FIe U
LEQIA, 2: 824, 3ol B, 458dF, 5AHXAEL
6: A Xl 7. A, 8:FRN
colZ AF7IZE Cint, AL W ojAE Albste @ HE 73t
c o1& A/FFE U int, oA AFAIA, LA, 2% F
Col A HANE Cint, DA FBYF olAAFY At 7Fe] He o
27 2l v 2dd HgUAF ola AFUE AE o) e 72
Oy A=A 7jE, 1Y dAvE
248d 9 71FE, 3IFBA A E
CBAER int, APl RoE® F4S A
LCallg 4, 2:Putg A
Z8H :int, ALY HFAR
LRSS 2"9RYE JREZE
L RFVNBEE  char(4), BEIALANY A EAFY ojgg BFH 7|BRE
. AR float, 3 AE Ade] 47 AR 713
B8 float, & AE AEY AT BT AE 3
. BEdE A¥ ZE :char(9), 22 9% AP N I= (FHULF
AP g
. FRE AL 2 char(4), Ao ALY E @ v
. AF71# A= char(4), A9 A5 B9 V1w =

fz

A=

R
!rﬂ

2 39 4% A4 AL Hol¥

39 A% AP AE  char(©), FY AF AU kyzc

1EZE C char(10), FULE AW AFAALE 85 1FFAY FF
LA int. FEUAE ARG ol WATF AF AR

_we JH Y float, FRNS| ol A F A 71E501 8ol el 4 gat el

(3) w33 A AR Hol X
) BALFE o char(), EAAY B3 SA = (S Abafe] jgh
e ALY - char(30), Rl e) W 3abg
#4038 8371 date
208 28 H7F 55 char(4), 9) AAA+
A 287 date
G A8 Hrh 55 0 char(4), o) AAA+
71 A g3 7t ¢ date
L @719 A& I §F ¢ char(4), o)) AAA~+
. A RSH char(4), 3 #Ate] A& HyE SHE ol &3ty dAVIFEA gy
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4EE AEFT
1Y BF nL 719 R R
1719, 23719, 34719
_@71%ole : double, A 713} @lgolel
AR Cin 9% FAlel FAAAS ARAEA AAHAT A 2
s A HREE Bt A A7
LA, 284, 3PA%, 498A, 500N 0 A%

(4) RZ71% Hol B

CRFAD A char(d), REHAAY ARATE v Jl@e) ==

CREVEE  char(30), RESA Y ARATE uEY 7B 5w

_BIS ¥4 %% % | True/False, W38 AL A RN 12 S 7)@e} BIS v &
2% R

(B5) ARAR HolE

AW 5 FYHE  char(9), AHE MUY FHIS

. AHY © date, AFe] AME Az

BT AUZEE  float, 7 TEL 4 AdUed AL HHAES 7tF HENE
A AL float, 7 FE9 ZF AHdel AdE 7HEAE F HHHE

. B3 AHHE C float, & FE2 &4 Addel A HAE F HnH4

. AWFE  float, 2t FH ZF Hegdel A AHE

22 AP dHolg o] A9 E-R Diagram
qAe] aay 2 AEAdd o AEE A7 ddMdE oA s A E0)
L7EG ol s Ul dolE weolxE FH3E] 9T A WA A= AA-#

A4 28e 449% Bazt Aok A8 AH8A 2 7ALE HolBg ol 8% E-R 2geg
gehie ges 2o
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olA gy NP 2 L AP A AP Mad Ay Py 7

. oj#4-&9 717z 33 Pie

olRgel TbrrE ol A& Wil drEEM EAW Ttk 2Bz oA 7T
2t AW HAARRY L A AQAFTA B4HA 4TS ok oA A
FxERel Pol T k7 S4e AN oNge) ARTEE A dolHd ¥ 4
(Fitting) 71 &= 70l% EAZE o4& H49 Fuvt 7H5ad FRae Yo7t =8
s Aol

31 714 g A

ojaAF &Y M PFxE 48] AsAM A MAR aws{ol & Aol AP E AT
71- gl Agolrt, vl gsd A diojeo ATV A% AT N EHY F
F gz dutdon ol A4se @9 e ddes (Polynomial function)$t A
484 (Exponential function)olt}. olap& 9] 7|k FH o ALEEHE 71 g8 FA
o8 Apgdlinpol wil el iol7h whAsli= b McCulloch 232 713 oA o
248 (Quadratic function)®t 4} 84 (Cubic function)® AH8381951 Litzenberger &
Rolfo ¢ Al 4tatshss (Cubic function) & 71 A &8 AH&3A ) “12]u Vasiceke UE
o} ezt AFdeed fARBIgE "o #<tdld 7SR A58 (Exponential
function)& &89t AF@4E AHEsE FAede FAHRAHA wdy FHRA
(Nonlinear estimation)ol Eoi7t2 2 4ag5E AlLste ARt Aol 84 @wo| A
2 A o} Shea (1986)c wiste] HAA A s BF¢ A 7AFF2H g9
AFEgs § ol RS AMEd e ol HE v 2 %49 HegsHdE ¥ zol7t §l
ATk @A B dAfeM e NAEFEN G@8gs F oolatgsret AAgsE ALS 3
ojAbg o] 7zt xE FAMC ¥ AFdA udste wete 7htFe] v)el walA
g gadedaeg AgEte W on ojxg g ANgrs B Hoz g

32 89 g9 A5 54
A IAgrE ddd Fole o T e AreEd #ss dart gedl

oo dE o dAgsrt A9 Fede g3 g8 dAE F3kd Aevt 9.
718 k1708 &g e vy 2 oM Al A a4 o] dd ¥

718 k+1/09 Fo sz vyng w7 dolE k+2 Y knotsEol EAEA Hi o) E
0, 1 to. . tpe B EASRL AHE 5T o oA @Adggds7t ez AdE7
A ZF knot oAl elgha=e] 1aF W 2z vl gro]l olof &}, 1BinT A4 H

Aab vhab Ao Aduby e ot ol vebd £ Atk
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m(t) = a + blt + Cltz + dlfa +tg} [ A£+1 + Bi+l(t_ti)
+ Cin(t=1)" + Fir(t=1)") D(D (D

o714 DA#) = Step S+2A

D,-(t)=0, t<t,'. D,‘(t)': 1, tZt,', 1 = ]., ..,k

oA} AF@Eo]l 7 knotll A ARFTFE AL Holojof slng RE A= 03 3
A Dok 223 7} knotol Al @A) dxuRD olAuEe] A%HS BFuT) 9
M 25 B, S} C, 7t 00 Hlolof gtk =&k AAAA (= OolM e FAGS ke 1
olmg @AYFE o 2o Fez 3w Yehg 5 gk

m() = 14+ bt + cff + diff + g Fooi(t=£)2D{ (2)

2en @AYFE k3 A AFE, by, ¢ dy, Fyy o) Fesp o 9814 2%
doh Ade AL oS o] o W G e oz FFAY

T
P= -0 [t;;]m(t)] + 100%m( T,) (3)

wherve, P = A9 712, C = =#Fo|Al,
m(t) = 717} ¢ Q) AT,

A 7HAEA Qe ZAFE A (D ddstE g FHEAE k379 AFE
zte= %3728 (Multiple Regression)e] 2d. &, tF3r7iRde FHES7)
(P = nA — B)oln by, ¢, dy, Fy, .., Fp 8 SHAFE 2 g9 A0l
Hr}

P—- nA - B
T, T, X T, ,
= b [2;1: + BT+ o 2, £ + BTW) + dy 2, + BT)]

b BFA S (- 1)) DD + B(T,~t)'D(T) + u o
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wheve, A = C(1 — 1), B = 100, u = ervor term.

diolgdlo] o] HelE F U3 dlole HoldolA zb A W olag, olx AT
W, o]z Ag7)7 48Ed $9 2AFEE dojen Ay dHiolE HolBdA A At
Zg 9o 99 dFd Ny AFES FH G

33 Knot A5 2 A 4H

1=,

Knotd #Q1st48 FAisl7] st B w 48 2% RA7E YEbAT Knotol
el el F o2bA AAE dob sk ¢4 knoto) AMGol BE AHYOZ oA tl
£9 F 2o ola)A darg WA fok A WA 2 B A wolH
AgEPoln T WA 2L ARG HYPAolth knot £AVF AN 24 UYL
= Ay dolgE & *HM w S wde) #APFe P L BT W knot
£A7E AobAw FA Folgsel HE FHAL ofHE wdd Astse] HYYL 3
kgt McCulloch (1975)01 Ao MEA knot?] FE AHEE A dloly 7 nd
W Vool 7b3 2R 352 446y EnHolw Holx 37 ol 49 knot7b ¥esith
gy gutdoe g spzel A AEHE A dolEe 47} 97 o] 4L H7 u
Bo ojRe F TAI HA et

tgozE knotd] Al didt AH oz 5P 7 The) 2L Fo Yolgrt w3
HEZ e o] AAHolth nlel A HolHE wrs e £og A |
A D718 m BAY 9 A 99X 4= den 2L Noz gdad

dj my; + 9(”2;“.1 It m;,) (5)

A7, B = —(ﬁ—_—l@l’i% gx g HoAs,

o = Li=lm
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(1) B7t
71 &2 RS Yk $HE vedn

(2) knot = 24

Al 7lgdog 7It7xd F4%az st @xd Ada SA4F5 2059 A

233} %Y Hdor AdE Adg Adetn e Ade 247 nd 9 knot FE
Vn g 94 e Hde 342 4380 2eY knot 8 A% 4498 o ATz

o] Refolyd ME FAEHH (Forward curve)®] Rofol BWHEHE ZHg-ol A&7}
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<Y 4> Knot & % AW
4.4 AX3}7)

NGFERE FAHE7 HE A8 2 dA9Age]l HASTE ojE HigoE AP
(Discount function), +9& =4 (Yield curve), 4% <& F4 (Forward curve), &4
2P = (Error graph)E AASEA Algsts Rel FHasdioh

(1) @2 @4 (Discount Function)

gzt FHL olzg VIUTFR FAHY MR g RE ATFoA 7
T ATk 3FAA AHE uie} o] BATs FAHAE G F A FATIH] o] &H
o ARE =Z8 J1EeR ARgsret o)adsg o] A (Litzenberger & Rolfo,
JF, 1984)8 A1 &3t Ex4E tF3 7] 71g8E& ALgsiA Alsg 380 B AT e
U @AY dioleHo HFIAEE TR REE AT S F Fol 7Itel ut
gt O 55 Algdte RHol Aol g AFZA drle] Uy FHAE o
AgeE ol F, F7) EAMSF FHoe AARFFE AHRIE Ro] TIAH U
L dRAFge FHo] oAy AEE A dolgrt B3 Bede FYF SAdo]
H (Flat) sttt 713 stollAl AF dolHE HAAZIR o) 2 F718ld 2 knot Abelo
Ze o] dolE7t XS EE knotEY HAE ZAsL @J¥FE FH T

(2) =218 Al (Yield Curve)

AR ZF Bl deHE FAES AT AAL FAEL oyt Emput
b A 2bE=7h s 7R whebAl ‘4?— Al A" B oAlxwle £9F At ey
GAAL AEE7l ste] olxprt ddom QRadct 7M. 3 Evit AFAEG e
74, 670 detch AEZAGE 7F4 9 3717 21 Eel A fu e F=A 5 Alabste] AFdoh
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(3) Mx olA& ¥4 ( Forward Rate Curve )
M5 olabgol @ tAl HoA +1A B 72 9] 171 oJR&ER A ¢ A HA MY §A ol &
(marginal interest rate)& % = lth ¢ § FHW2ZFE w771 17132 £ E ) r(b)

A d ot A A 9] 171 dEeelag, f(t)e thae) Aol 2#A] Ardct

A = (L+r(t+ 1) QA = 1
£3], oz 9] 7|tFFol& F 71 7hd(expectation hypothesis) 3toll A= A X o]z}
&8 ol &3 w7l Fel9 5 & ¥ F U

MHAOE Ol W

J1 7t spot rate & forward

[

%Maturiiy‘ Spot rate ‘Forward rat | Spot _Rate
1 | 1290 1300
511580 1310 [ Forward
4 | 1300 1320
5 13.00 13.30
6 | 13.10 1350
8 | 1320 1370

<9 5> Spot rate®} Forward rate®] Albshd

(4) Error Graph

Error Graphys ©|A&9] 7|33 F3o ARy 288 didez 39 71UFxE
AHEEE o] 7 A 2 AA Al FlA AHeE A 7tA e zolE Yelie 2= 7 A
Ao 7tAH =Ll E efdl7] YA FiAte] (Percent error)& T3l EA @k
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o &
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AAL HAdHE o] g3dt gl AP 7HAAMN 2 TS FAHE AT vF3
7128 (Multiple regression), =& A $9 ¢ugF FES CAAE o] &3t At
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FF ADAZF] LA ARHIL StEARNY weAA £ F4o] Al snia
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Ao oJed AL Y 4 gl7) el wrh #3Ho|n A }

of B Aolth olol wel AAdoln EEHI ANTFE FH AxYe AL UL Fa
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