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The Macroeconomic Factors and the Term Structure Latent
Factors: a No-Arbitrage DRA Model Approach

Abstract: No-arbitrage analysis is a basic method in the financial study and also one of the most basic assumptions. This
paper provides a no-arbitrage dynamic Nelson-Siegel model (AFDNS) to fit the spot rate in our inter-bank bond market and
to obtain three main factors by using the Kalman filter. The empirical results show that: the level factor shows high
persistence and less variance, the slope factor has lower persistence and the curvature factor has the biggest variance. We find
that the correlation between slope factor and three macro factors are more significant than the level factor and the curvature
factor. The slope factor is highly negatively correlated with the broad money supply growth rate and also highly positively
correlated with the CPI.
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h 3m 12m 36m 60m 120m
y(3m)
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