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The Estimations of Yields and Volatility for Short-term
Interest Rate Dynamic Models

ZHANG Dongyun

(Business School, Henan Normal University, Xinxiang 453007, China)

Abstract: This paper studies local estimations of the parameters for short-term interest rate dynamic diffusion models by
using local approximate method. In the dynamic CKLS models, the local weighted least-square estimations of the parameters of
yields are gained, and local maximum likelihood estimation of the volatility parameter is proposed. Based on the real data analy-
sis for Shanghai Inter-bank Offered Rate(Shibor), we display the performance of the local estimations proposed and study the
forecasting power of the volatility for dynamic CKLS model. The results show that the forecast of the volatility reflects the real

volatility well.
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