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(E 4) 0|2 FuZ

2| Mol WE 0|=2 st=ol A8 M st o F Z

=2016Q4, t+1=2017Q1

=2017Q1, t+1=2017Q2

Yy E[yt 11 ] SD LB UB Yy Eh/t 1) SD LB UB
mp 063 067 0.02 0.63 0.71 mp 067 087 0.03 082 0.92
3m 0,50 0.51 022 014 0.88 3m 0,51 0.63 023 026 1.00
6m 061 065 021 031 0.99 6m 065 0.84 021 050 1.18
. ly 080 0.85 024 046 1.24 ] ly 0.8 1.06 024 0066 145
2y 119 125 034 070 181 2y 125 149 0.34 093 205
3 3y 143 152 0.38 090 214 3 3y 152 1.78 0.38 1.15 240
Sy 193 204 050 1.22 286 S5y 204 235 050 153 3.18
10y 244 257 054 1.68 3.45 10y 257 288 054 200 3.77
20y 275 287 053 199 3.75 20y 2.87 3.17 054 229 405
mp 125 1.28 0.37 067 1.89 mp 128 1.42 0.37 081 2.04
3m 132 139 042 070 2.08 3m 139 1.62 042 092 231
6m 145 152 041 085 219 6m 152 174 041 108 241
gl 156 1.64 041 097 230 g v 1.64 188 041 1.21 255
12y 164 173 045 099 246 | " |2y 1.73 201 045 127 274
3 3y 1.64 1.74 048 096 252 3 3y 1.74 203 048 125 281
Sy 1.81 1,90 051 1,06 274 5y 1.90 219 051 134 3.03
10y 2,09 217 051 1.34 3.00 10y 217 241 051 158 3.24
20y 2,16 221 046 146 296 20y 221 240 046 165 315
t=2017Q2, t+1=2017Q3 t=2017Q3, t+1=2017Q4
y, Ely,,] SD LB  UB y, Ely,,,] SD LB UB
mp 0.87 094 0.03 0.89 0.99 mp 094 1.17 0.03 1.12 122
3m 0.63 0.66 0.23 029 1.03 3m 066 0.81 023 0.44 1.18
6m 0.84 090 021 056 1.24 6m 090 1,12 021 078 1.46
. 1y 1.06 113 024 073 152 . ly 113 136 024 097 1.76
2y 149 158 034 1,02 214 2y 1,58 1.85 0.34 1.29 240
= 3y 1.78 1.89 038 126 251 = 3y 1.8 218 0.38 156 280
S5y 2.35 250 050 1.68 332 5y 250 285 050 203 3.67
10y 2.88 3.03 0.54 215 3.92 10y 3.03 3.39 054 250 4.27
20y 3.17 3.32 0.54 244 4.19 20y 3.32 365 054 277 4.53
mp 142 148 037 086 209 mp 148 1.64 0.37 1.03 225
3m 1.62 171 042 102 241 3m 171 197 042 127 266
6m 174 184 041 117 251 6m 1.84 209 041 142 276
s | Iy 188 198 041 131 2.65 4|1y 198 225 041 158 292
T2y 201 213 045 139 287 | |2y 213 245 045 171 318
i 3y 2,03 216 0.48 138 294 = 3y 216 249 048 171 3.27
S5y 2.19 231 051 1.47 3.15 5y 231 263 051 179 347
10y 2,41 251 051 1.68 3.34 10y 251 279 051 195 3.62
20y 2,40 247 046 172 3722 20y 247 268 046 193 343
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Forecasting Korea’s yield curve using

analyst’s views on US rate hikes in 2017

Sang-Heon Lee* - Myung-Jig Kim™*

(Abstract)

The Federal Reserve raised its benchmark rate to 0.5-0.75% on December 2016 for
just the second time since the 2008 financial crisis. At least three further rates
increase in 2017 is widely expected with arguably very low uncertainty, and
therefore, it may be regarded as an anticipated global shock. This paper attempts to
study the impact of the global shocks such as the anticipated 2017 U.S. policy rates
increase on predictions of Korea’s yield curves. For this task, this paper adopts the
Nogueira’s (2010) PCA-based prediction method which allows to use analyst’s views
and to handle the problem of forecasting the vector of interest rates of more than
one country. Following the survey results collected by Bloomberg, it is assumed in
the empirical analysis that U.S. benchmark rates would increase from 0.625% in
December 2016 to 0.67%—0.87%—0.94% —1.17% each quarter in 2017. Assuming
95 per cent confidence of these views, the Korea’s yield curve is predicted to shift
upward on average by 0.71%p by the end of year 2017. Korea’s policy rate would
more likely to increase by 0.39%p if U.S. benchmark rate increases by 0.55%p
according to analysts’ views and if Korea’s policy rate is allowed to adjust freely
reflecting the historical correlations with the global factor and yields with different

maturities in two bond markets.
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