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Abstract

The yield curve of treasury bills is considered to be one of the most important indexes and
the basis of decision-making in the capital markets of most countries. The macroeconomic
factors of the countries are usually under the effects of the behavioral characteristics of the
customers of the same country. It means that the yield curve of each country draws with the
economic data and characteristics of fixed income bonds of the same country. This research
intends mainly to introduce the appropriate model of the treasury bills in Iran, on the basis of
the parsimonious models on Nelson-Siegel and Svensson.

The transactions of 73 trading days that meet the criteria of this research were selected as
samples. The parameters of the two modes were estimated when the date were extracted by
linear regression and using the Ordinary Least Squares (OLS) method. The graphs of the
yield curve of cash rate of Islamic treasury bills (without coupons) were fitted and drawn
with the same data with both models. Determination coefficient R2, the average square of
the forecast error, and the absolute value of the average forecast error were used to evaluate
the accuracy of each model in estimating the parameters of the daily curve. The difference or
spread of the average daily prediction error and the Diebold Mariano (1995) test were utilized
to compare the performance of the models for the entire research period. The results of this
study reveals the fact that the performance of svnson’s model in predicting parameters and
fitting the curve of Islamic treasury bills with a 95% confidence level is better than Nelson
Siegel’s method.

Keywords: Yield curve, Islamic treasury bills, Nelson-Siegel model, Svensson model






