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The Term Structure of Interest Rates in China with Local linear
Iteration Modeling

Abstract: The term structure of interest rate problem is one of the basic questions in finance. On the basis of Local
Polynomial Theory, the article raises the iteration local linear model which is suitable for characteristics of local
Chinese interest rates market. On the basis of the statistics which are chosen from Shanghai Stock Exchange
Treasury data, the paper uses iteration local linear model to do empirical analysis of term structure of interest rate
in China and makes a comparison with Spline Function Method. The results show that iteration local linear model
method can estimate term structure of interest rate in China reasonably, and reduce the influences of abnormal data
effectively. What’s more, fitting effect is much better and more precise than the spline estimation method. Then, it

provides a completely new method for estimating term structure of interest rate in our country.
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010612 2.72 1.16 102.29 100 1
010407 471 1.19 107.62 100 1
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0.18 102.7925 102.6291 102.57 3.21 104.549 103.1184 105.3
0.34 102.3203 101.7342 102.37 3.25 105.0491 103.816 104.38
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