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AupHom TR AN 20 AE-AA AlSF, 2 FA-w2 73] 7}”

oRRE ¢ A HE W7} red AU w71l ES of2fet Lol A,
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1—exf/\(—‘r/\) 1—ex7;—))\(—‘r/\) 1_6X3)\(_T/\)*exp(*7)\) e (17)

Y;(T):a(T)+(l 1

o(r) _50{[7}_]35(5)] e %5]52@(5)'95(8)
s=0

5=0

s =[1 1 1—eX£)E—T>\) 1_6)(71—)/\(_7)\) 1_exf)f_7>\)*exp(*r)\) (18)

2.3. AFNST 23 9| AIE&7IZ(N,)
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15) 93 ZEnd(Ee 23 7H 59 E)2 W 7HA] 77170 2 gl 17137 BA5 & w9 7]
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U o e BAbo] Zoj =X & Aot 3 7] 7F e u| e uty] 7} 2 d wjzh A @
FHE T 711’41#91‘%4 22 71 FAEAbE B A9 videdE gt iPOl

(7P ZE L )E ol Etet



roigzy zuet o1z zaoiy [ ERN

T

-1
TPt(T) =71 EewrﬁT:fﬂ) (21)

i=1

3. AFNST 2ol MejS 7t HEY

2 By oA F4Y st E= decay TEHIE A, AA| Sk Shof| A o] B3]
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upetu g ffofe FSQA f= BEEA Feng, f,o AALE F4 HAdelt
o] AHde AAeRE Hol7] s AFNST REZ AJHl&3t FHi(state—space
form)2 Lepd 4= et

3.1. 84! (Measurement Equation)

V() =alr)+8() - fite (22)

A7)A €, ~ N(O, ¥(= o™ x ))& 7V © X3 (pricing errors) E= 24 23
ojtt, expeke] HARE w7 E FUsirtal rHgeitt vkef @ apgko} FAbo] why)
A2 Agold Ae, dF W Ee] ek By Aol HEEaL, YA v

ol gl i 4y AA WolAle w4 St $Hlocal maxima) wA|7F &3] &
gttt ol A5 WAstaA @agke] 277t R R Fdsihal 7y gt
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>
rlr
o 9
(RS

wrdo] Qehe), SAw olEd wolw Bysli myel

Multi—step estimation2 one—step estimationo]] B3] =4
(robustness)dtil A& 23} EA|7F AlZstA] ola AlE AA(fine—tuning

5.3
flr o
oN
o
2
o
o
o
IS

" Ao] A, FAHANT} £2]4 0 &2 (numerically) ¢HY 2o o
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Trendsin the Korea Yield Curve:
Implications for the Term Premium Dynamics

Kyu Ho Kang*
Byung Soo Koo**

In this paper, we introduce and estimate a novel five-factor affine
term structure model with trends. This model 1is designed to
incorporate the gradual structural changes in the level and slope (term
spread) of the yield curve in South Korea. Specifically, the model
extracts level, slope, and curvature factors from yield curve data, then
decomposes the level and slope factors into stochastic trends and
cyclical components in order to reflect gradual structural changes. The
results demonstrate that the five-factor model exhibits superior
performance in terms of statistical criteria when compared to existing
affine term structure models. The principal findings can be summarized
in three key points. First, while the cyclical components account for a
larger proportion of interest rate fluctuations for shorter maturities, for
longer maturities, the proportion of the trend components increases.
Secondly, the five-factor model provides an adequate explanation of
the trend movement of the market's long-run expectations for the
policy rate, which takes account of long-term growth and inflation.
Thirdly, the model allows for the extraction of market expectations
across different maturities from the estimation of the term premium,
thereby providing a variety of methodologies for the analysis of market
participants' expectations for policy rates. The model presented in this
study, which incorporates gradual structural changes, offers relatively
stable results even in the face of financial and economic shocks,

thereby making it particularly useful for central banks.

Keywords: Monetary Policy, Arbitrage-Free Affine Term Structure
Model, Bayesian Estimation
JEL Classification Numbers: G11, G12, G17
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