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ABSTRACT

This paper investigates the fitting performance of term structure of forward rates
based on the roughness penalty correction model. At first, the generalized
cross-validation GCV ~ model proposed by Fisher, Nychka, and Zervos 1995
is used to estimate the term structure of forward rate in Taiwan Government bonds
market. The empirical results reveal that the GCV model can produce a better
performance in fitting smoothness. In addition, comparing the results with Variable
roughness penalty VRP derived by Waggoner 1997 , the VRP model outperformed
the GCV model in fitting accuracy but an inferior results in smoothness.

Key words term structure of forward rates, GCV model, VRP model
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