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Abstract

Forecasting interest rate is important for market participants in making
investment and financing decisions. In inter-bank bond market, the price of treasury
bonds and CDB bonds contains important information about the term structure of
interest rate . The information extracting from the bond market is the main resource to
predict interest rates. Forward rates can be derived from long-term interest rates and
short-term interest rates ,and we can take it as the forecast of the interest rates if there
IS no bias .Otherwise in the real world, the forward interest rates is not the future
interest rate’s unbiased estimate because of term premium. Term premium comes
from investors’ investment and consumption uncertainty and liquidity preference . In
a word, extracting term premium’s information has important implications for bond
investors and the Central Bank.

It is common to extract term premium using either ex-post methods or ex-ante
methods .In this paper, | will use Piazzesi and Swanson regression method to extract
term premium information from term structure,which is a kind of method between ex-
post and ex-ante methods.

I’m more interested in short term interest rate’s change,so this paper study short
term rates.The empirical results show that both kinds of bonds have time-varying term
premium, but they don’t have term premium term structure. The term premium of
CDB bonds is higher than treasury bonds .What’s more,after term premium
correction ,the forward rate can explain more accurately for the changes of interest
rates.

The last part of the paper researches the factors which may affect the term
premium. | focus on two perspectives which contains macroeconomic factors and
demand factor .I define a new factor called the bank demand factor.l found that the
demand factor, CP1 and money supply will significantly impact the term premium .
Banks demand factor does different impact for the two kinds of bonds in the same
term.what’s more ,the demand factor has different impact for different terms, which

revealing information about the behavior of the banks’ investment preference.
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