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Research on the Price Prediction Ability of Affine
Model on Chinese Inter-bank Treasury Bond Market

DAI Guo-giang', WANG Shen®

(1. School of MBA , Shanghai University of Finance
and Economics . Shanghai 200433, China ;

2. School of Finance Shanghai University of Finance
and Economics s Shanghai 200433, China)

Abstract: The paper makes an empirical study on the prediction ability
of two-factor affine model on Chinese inter-bank Treasury bond market.
The results indicate that, as for Treasury bonds with the middle-short term
of 3 or 4 months, the model possesses smaller prediction error and higher
reliability. Furthermore, it establishes an index of prediction results based
on the MLE framework, and confirms that the model’s parameters are fea-
tured by better stability. Then, it provides a self-correction method which
can reduce the prediction error, especially for Treasury bonds with the pre-
diction term longer than 4 months.

Key words: affine model; prediction analysis; inter-bank treasury bond

market; term structure of interest rates (HEmE = T

(E#EF 25
duration, the paper analyzes the effects of financial development and other e-
conomic variables on interest rate, individual behavior and welfare. The re-
sults show that less developed financial market will result in the increase in
precautionary savings and consumption volatility, and the decrease in inter-
est rate and individual welfare.

Key words: incomplete financial market; precautionary savings; indi-
vidual welfare (FTHEHRE & )
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