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Abstract 

 

This paper studies the information contents of the term structure of interest 

rates of the Thai government bonds. The results suggest that the term 

structure of interest rates can predict future changes of several financial and 

economic variables, including future spot rate, future yields, and future real 

GDP growth. 
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Chapter 1 

Introduction 

 

 

In the perfect financial market, the term structure of interest rates should reflect the market’s 

expectation on future financial and economic variables (e.g., returns, inflation, etc.). And if the 

market participants are rational, the term structure of interest rates should be an unbiased 

predictor of these variables. 

Previous studies have shown that the term structure of interest rates of the U.S. Treasury 

bonds can predict the future return, inflation, and output growth. However, the financial markets 

in emerging economies have often been characterized as illiquid. And the illiquidity of those 

markets could prevent the market price from reflecting the market’s expectation. Therefore, this 

paper aims to investigate the information contents of the term structure of interest rates of the 

Thai government bond. 

In chapter 2, I review the related works in the literature. I discuss the theoretical 

framework, the econometric issues, and the data in chapter 3. Then, I provide an overview of the 

market for the Thai government bond in chapter 4. Chapter 5 reports the empirical results. 

Chapter 6 concludes. 
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Chapter 2 

Literature Review 

 

 

This paper relates to two strands of literature. The first strand studies the relationship between 

the term structure of interest rate and future returns, both real and nominal. One of the earlier 

works in this strand is the work of Fama and Bliss (1987), who study the information content of 

forward rates of the U.S. Treasury bonds with the maturity of one to five years. They find that 

the 1-year forward rate has little power to predict the near-term change in spot rates. However, 

the prediction power increases as the forecast horizon is extended. 

 Fama (1990) and Mishkin (1990a, 1990b) study the relationship between the U.S. term 

structure and future inflation and future real interest rates. Using the prices of the U.S. Treasury 

bonds with maturities of one to five years, Fama (1990) shows that the term structure cannot 

predict future nominal return but it can predict future inflation and future real interest rates. 

Mishkin (1990a) finds that at maturities of one to five years, the term structure helps forecasting 

future inflation but provides little information about future real interest rates. Mishkin (1990b) 

find that, at maturities of six months or less, the term structure can predict future inflation. On 

the other hand, at maturities of nine and twelve months, the term structure provides no 

information about future inflation but can predict future real interest rates. 

 The second strand of literature studies the relationship between the term structure and 

future real economic activities. Estrella and Hardouvelis (1991) show that the U.S. term structure 

can predict the future change in real output and can also predict the probability of recession 4 
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quarters ahead. Estrella and Mishkin (1998) study the predictive power of several financial 

variables, including the slope of the yield curve, on the probability of the U.S. recessions. They 

find that, for the time period beyond one quarter, the slope of the yield curve outperforms any 

other financial variable in predicting future recessions. 

Ang, Piazzesi, and Wei (2006) develop a no-arbitrage yield-curve model and show that 

the no-arbitrage model can also predict the future change in real output. However, unlike the 

linear regression models, the short rate performs better than the slope of the yield curve in 

forecasting the future change in real output. 

For the study in other countries, Gerlach (1997) studies the predictive power of the term 

structure on future real interest rates and future inflation in Germany. Gerlach (1997) finds that, 

while the term structure can predict future inflation, it fails to predict future real interest rates. 

This result supports the findings of Mishkin (1990a) for the U.S. market. Using the German data, 

Boero and Torricelli (2002) find that the forward-spot spread can predict the future change in 

spot rates and that the prediction power increases with the maturity. This result supports the 

finding of Fama and Bliss (1987) for the U.S. market. 
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Chapter 3 

Methodology 

 

 

3.1 Theoretical Framework 

I start by defining the terms related to this study. Let 𝑝𝑡
(𝑚)

 denote the price of a zero-coupon 

bond with maturity 𝑚 at time 𝑡, and let 𝑖𝑡
(𝑚)

 denote the continuously compounded interest rate 

of a zero-coupon bond with maturity 𝑚 at time 𝑡. Then, we have the following relationship: 

(1)         𝑖𝑡
(𝑚)

=  −
1

𝑚
ln 𝑝𝑡

(𝑚)
. 

However, the yields to maturity of government bonds are usually quoted as annually 

compounded interest rates. Let  𝑦𝑡
(𝑚)

 denote the yield of a zero-coupon bond with maturity 𝑚 at 

time 𝑡. We have that 

(2)                    𝑖𝑡
(𝑚)

=  ln 1 + 𝑦𝑡
(𝑚)

 . 

The one-year spot rate at time 𝑡 is defined as the yield of a zero-coupon bond with one-year 

maturity at time 𝑡, i.e. 

(3)                     𝑠𝑡 ≡ 𝑖𝑡
(1)

. 

And the one-year forward rate for the year from 𝑚 − 1 to 𝑚 at time 𝑡 is 

(4)                    𝑓𝑡
(𝑚 ,𝑚−1)

 =  ln 𝑝𝑡
(𝑚−1)

  −  ln 𝑝𝑡
(𝑚)

. 
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Lastly, the total return from holding a zero-coupon bond with maturity 𝑚 from time 𝑡 to time 

𝑡 + 𝑚 − 𝑛, when it has maturity 𝑛, is 

(5)                                ℎ𝑡+𝑚−𝑛
(𝑚 ,𝑛)

 = ln 𝑝𝑡+𝑚−𝑛
(𝑛)

 −  ln 𝑝𝑡
(𝑚)

. 

3.1.1 Forward Rate and Expected Future Spot Rate 

The exposition in this section and in section 3.1.2 follows Fama and Bliss (1987). The price of a 

zero-coupon bond with maturity 𝑚 at time 𝑡 reflects the expected return from holding this bond 

between time 𝑡 and 𝑡 + 𝑚 − 1 plus the expected spot rate in year 𝑡 + 𝑚 − 1, i.e., 

(6)         𝑝𝑡
(𝑚)

= 𝑒𝑥𝑝 −𝐸𝑡ℎ𝑡+𝑚−1
(𝑚 ,1)

− 𝐸𝑡𝑠𝑡+𝑚−1 . 

By substituting equation (4) into equation (6), we get 

(7)                                   ln  𝑝𝑡
(𝑚−1)

− 𝑓𝑡
(𝑚 ,𝑚−1)

= −𝐸𝑡ℎ𝑡+𝑚−1
(𝑚 ,1)

− 𝐸𝑡𝑠𝑡+𝑚−1. 

Then, we rearrange equation (7) and subtract with the spot rate at time t to get 

(8)                           𝑓𝑡
(𝑚 ,𝑚−1)

− 𝑠𝑡 =  𝐸𝑡𝑠𝑡+𝑚−1 − 𝑠𝑡 +  𝐸𝑡ℎ𝑡+𝑚−1
(𝑚 ,1)

− ln 𝑝𝑡
(𝑚−1)

 . 

Equation (8) suggests the following specification for empirical study: 

(9)                            𝑠𝑡+𝑚−1 − 𝑠𝑡 = 𝛼1 + 𝛽1  𝑓𝑡
(𝑚 ,𝑚−1)

− 𝑠𝑡 + 𝜀𝑡+𝑚−1. 

3.1.2 Forward Rate and Expected Future Yield 

The price of a zero-coupon bond with maturity 𝑚 at time 𝑡 can also be disaggregated to the 

expected value of the return in the next year and the expected value of its price next year, i.e., 

(10)                       𝑝𝑡
(𝑚)

= 𝑒𝑥𝑝 −𝐸𝑡ℎ𝑡+1
(𝑚 ,𝑚−1)

+ 𝐸𝑡 ln 𝑝𝑡+1
(𝑚−1)

 . 

By combining equation (4) with equation (10), we get 

(11)     ln 𝑝𝑡
(𝑚−1)

− 𝑓𝑡
(𝑚 ,𝑚−1)

= −𝐸𝑡ℎ𝑡+1
(𝑚 ,𝑚−1)

+ 𝐸𝑡 ln 𝑝𝑡+1
(𝑚−1)
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Then, we rearrange equation (11) and subtract with the spot rate at time 𝑡 to get 

(12)            𝑓𝑡
(𝑚 ,𝑚−1)

− 𝑠𝑡 =  𝐸𝑡ℎ𝑡+1
(𝑚 ,𝑚−1)

− 𝑠𝑡 −  𝐸𝑡 ln 𝑝𝑡+1
(𝑚−1)

− ln 𝑝𝑡
(𝑚−1)

 . 

Equation (12) suggests the following specification for empirical study: 

(13)                      𝑖𝑡+1
(𝑚−1)

−  𝑖𝑡
(𝑚−1)

= 𝛼2 + 𝛽2 𝑓𝑡
(𝑚 ,𝑚−1)

− 𝑠𝑡 + 𝜀𝑡+1. 

As in Fama and Bliss (1987), we can also write the complimentary equation to (13) as: 

(14)                 ℎ𝑡+1
(𝑚 ,𝑚−1)

−  𝑠𝑡 = −𝛼2 +  1 − 𝛽2  𝑓𝑡
(𝑚 ,𝑚−1)

− 𝑠𝑡 − 𝜀𝑡+1. 

3.1.3 Yield Curve and Future Inflation 

Change in the yields of bonds at different maturities reflects the market’s expectation on the 

change in future inflation and the change in future real returns. Mishkin (1990a) tests this 

assumption by estimating the following specification: 

(15)    𝜋𝑡 ,𝑡+𝑚  − 𝜋𝑡 ,𝑡+1  = 𝛼3 + 𝛽3 𝑦𝑡
(𝑚)

− 𝑠𝑡 + 𝜀𝑡+𝑚  

where 𝜋𝑡 ,𝑡+𝑚  denotes the annualized rate of inflation between time 𝑡 and time 𝑡 + 𝑚. We can 

also write the complementary equation to (15) as: 

(16)         𝑟𝑡 ,𝑡+𝑚   − 𝑟𝑡,𝑡+1  = −𝛼3 +  1 − 𝛽3  𝑦𝑡
(𝑚)

− 𝑠𝑡 − 𝜀𝑡+𝑚  

where 𝑟𝑡 ,𝑡+𝑚  denotes the real return from holding a government bond with maturity 𝑚 between 

time 𝑡 and time 𝑡 + 𝑚. 

3.1.4 Yield Curve and Future Real Output Growth 

As discussed in Ang, Piazzesi, and Wei (2008), the term structure of the interest rate could move 

with the business cycles. During the recession, the policy maker tends to lower the short rate 

while the market demands higher term premium to hold the long-term bonds. Therefore, the 
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slope of the yield curve should be positively correlated with the future output growth. To test 

whether the slope of the yield curve can predict future growth of real output, I follow Estrella 

and Hardouvelis (1991) and estimate the following specification: 

(17)             ∆𝑌𝑡 ,𝑡+𝑚 = 𝛼4 + 𝛽4 𝑦𝑡
(10)

− 𝑠𝑡 + 𝜀𝑡+𝑚  

where ∆𝑌𝑡 ,𝑡+𝑚  denotes the real GDP growth between time 𝑡 and time 𝑡 + 𝑚. 

3.2 Econometric Issues 

In this paper, I use the monthly data to predict the value of the return (or other variables) 𝑘 

months ahead. As discussed in Hansen and Hodrick (1980), the difference between the sampling 

interval and the forecast interval could create the serial correlation problem. Although the 

ordinary least squares (OLS) estimator of the coefficient 𝛽 remains consistent, the OLS 

estimation for the standard error could be biased due to the serial correlation problem. 

Therefore, I test for the serial correlation problem using the statistic proposed by Durbin and 

Watson (1950, 1951). If there is the serial correlation problem, I will use the method in Newey 

and West (1987) to obtain the consistent estimator of the standard error. Although one needs to 

choose the lag length of the Newey-West estimation, the results do not appear to be sensitive to 

the choice of lag length. 

3.3 Data 

The data of zero-coupon yield curves of Thai government bonds used in this paper are provided 

by the Thai Bond Market Association (ThaiBMA). The data of Thai consumer price index (CPI) 

are provided by the Ministry of Commerce. The data of Thai gross domestic product (GDP) are 

provided by the Office of National Economic and Social Development Board. The period of 

study is from July 2001 to December 2013.  
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Chapter 4 

Thai Government Bond Market 

 

 

In this chapter, I provide an overview of the Thai government bond market. First, I report the 

characteristics of the yields of the Thai government bonds. Then, I consider the liquidity of the 

market for the Thai government bonds. 

4.1 Yields 

Figure 4.1 shows the zero-coupon yields of the Thai government bonds at different maturities 

and Figure 4.2 shows the headline inflation in Thailand. Yields of the Thai government bonds 

move closely with the inflation. During the period of high inflation between the second half of 

year 2005 and the first half of year 2006, we also observe the high rate of return on government 

bonds, especially at the maturity of 1 year. 

 On average, the yields of the longer maturity bonds are higher and slightly less volatile 

than the yields of the shorter maturity bonds. Table 4.1 reports the statistics of the zero-coupon 

yields of the Thai government bonds at different maturities. 
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 Source: Thai Bond Market Association 

Figure 4.1 – Zero-coupon yields of the Thai government bonds 

 

 

 Source: Author’s calculation; Ministry of Commerce 

Figure 4.2 – Headline inflation in Thailand 
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Maturities Mean Median S.D. 

1-Year 2.72 2.69 1.06 

2-Year 3.00 2.92 1.05 

3-Year 3.23 3.13 1.00 

5-Year 3.69 3.60 0.91 

10-Year 4.51 4.38 0.92 

 Sources: Author’s calculation; Thai Bond Market Association 

Table 4.1 – Statistics of the zero-coupon yields of the Thai government bonds 

4.2 Market Liquidity 

The outstanding debt of the Thai government has been increasing over time; from 0.85 trillion 

baht in 2003 to 3.2 trillion baht in 2013. Not only in volume, but the outstanding debt of the 

Thai government as percentages of the Thai GDP also increases from 14.3% in 2003 to 27.2% 

in 2013. At the same time, the trading volume of the Thai government bond in secondary market 

has also been increasing. Figure 4.3 shows the average debt outstanding and outright trading 

volume of the Thai government bonds from 2003 to 2013. 

 One of the questions this paper attempts to answer is how liquid the market for Thai 

government bond is. The liquidity of a financial market usually reflects how easy the market 

participants can buy and sell assets in such market. One measure of the market liquidity is the 

turnover ratio, which is the total trading volume over a period of time divided by the average 

value of the outstanding bonds during that period of time. Figure 4.4 shows the turnover ratio of 

the Thai government bond market from 2003 to 2013. The values of turnover ratio lie between 

0.59 and 1.63. For comparison, the turnover ratios of the government bond market in Japan, 

U.S., and France are 6.9, 22.0, and 33.8, respectively. Though not a perfect measure, the turnover 

ratio suggests that the liquidity in the market for Thai government bond could be much lower 

than those in the developed economies.  
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 Sources: Author’s calculation; Thai Bond Market Association 

Figure 4.3 – Average debt outstanding and outright trading volume of the Thai 

government bonds 

 

 Sources: Author’s calculation; Thai Bond Market Association 

Figure 4.4 – Turnover ratio 
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Chapter 5 

Empirical Results 

 

 

5.1 Forward Rate and Expected Future Spot Rate 

First, I estimate equation (9) using the OLS method. 

(9)                            𝑠𝑡+𝑚−1 − 𝑠𝑡 = 𝛼1 + 𝛽1  𝑓𝑡
(𝑚 ,𝑚−1)

− 𝑠𝑡 + 𝜀𝑡+𝑚−1. 

Table 1 shows the estimation results. The coefficients 𝛽1 are always significant at 1% level. 

However, the Durbin-Watson statistics suggest that there exists the serial correlation problem at 

every maturity. Therefore, I re-estimate equation (9) with the Newey-West HAC standard errors. 

The results are reported in Table 2. The coefficients 𝛽1 are significant at 1% level at 2- and 5-

year maturities, and they are significant at 5% level for all maturities. 

 The results suggest that the current forward rate provide some information about the 

future spot rate. Moreover, the value of R2 increases as the maturity increases. These results 

suggest that the term structure can predict future spot rates better at longer maturities, which 

support the finding of Fama and Bliss (1987). However, unlike Fama and Bliss (1987), I find that 

even at the shortest maturity (𝑚 = 2), the forward rate can predict future spot rate. 

 Figure 5.1 shows the 5-year change in spot rate and its forecast from equation (9).  
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 𝑚 = 2 𝑚 = 3 𝑚 = 4 𝑚 = 5 

𝛽1 1.1387*** 1.1286*** 0.8386*** 0.8636*** 

 (0.2079) (0.1887) (0.1610) (0.1213) 

𝛼1 -0.0064*** -0.0104*** -0.0107*** -0.0155*** 

 (0.0015) (0.0024) (0.0031) (0.0030) 

N 138 126 114 102 

R2 0.1808 0.2238 0.1949 0.3364 

Durbin-Watson 
statistic 

0.1420 0.1046 0.1000 0.1415 

 Note: ***, **, * denote the significance at 1%, 5%, and 10%, respectively. 

  

Table 5.1 – The OLS estimations for the relationship between forward-spot spreads and changes 

in spot rate 

 

 

 𝑚 = 2 𝑚 = 3 𝑚 = 4 𝑚 = 5 

𝛽1 1.1387*** 1.1286*** 0.8386* 0.8636*** 

 (0 .3210) (0.4016) (0.4984) (0.2023) 

𝛼1 -0.0064*** -0.0104* -0.0107 -0.0155* 

 (0.0020) (0.0061) (0.0135) (0.0086) 

N 138 126 114 102 

R2 0.1808 0.2238 0.1949 0.3364 

 Note: ***, **, * denote the significance at 1%, 5%, and 10%, respectively. 

 

Table 5.2 – The Newey-West HAC estimations for the relationship between forward-spot 

spreads and changes in spot rate 
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Figure 5.1 – The 5-year change in spot rate and its forecast by current forward-spot spread 

5.2 Forward Rate and Expected Future Yield 

To study the relationship between the forward rates and expected future yield, I estimate 

equation (13): 

(13)              𝑖𝑡+1
(𝑚−1)

−  𝑖𝑡
(𝑚−1)

= 𝛼2 + 𝛽2 𝑓𝑡
(𝑚 ,𝑚−1)

− 𝑠𝑡 + 𝜀𝑡+1. 

The results of the OLS estimation are shown in Table 3. The Durbin-Watson statistics suggest 

that there exist the autocorrelation problem at all maturities. Therefore, I estimate equation (13) 

again using the Newey-West HAC estimation. The results from the Newey-West HAC 

estimations are reported in Table 4. The coefficients of forward-spot-spread are significant at 

1%, 5%, and 10% level for the maturity of 2-year, 3-year, and 4 year, respectively. The results 

suggest that the forward-spot-spread can predict the change of yields one year later. 

 The results are in contrast to those of Fama and Bliss (1987) who find that, for the U.S. 

government bonds, the forward-spot-spread cannot predict the change of future yields.  
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 𝑚 = 2 𝑚 = 3 𝑚 = 4 𝑚 = 5 

𝛽2 1.1387*** 0.5419*** 0.2855*** 0.0251 

 (0.2079) (0.1281) (0.0868) (0.0706) 

𝛼2 -0.0064*** -0.0053*** -0.0044*** -0.0009 

 (0.0015)  (0.0015) (0.0016) (0.0016) 

N 138 138 138 138 

R2 0.1808 0.1163 0.0737 0.0009 

Durbin-Watson 
statistic 

0.1420 0.1570 0.1758 0.1693 

 Note: ***, **, * denote the significance at 1%, 5%, and 10%, respectively. 

  

Table 5.3 – The OLS estimations for the relationship between forward rate and expected 

future yield 

 

 𝑚 = 2 𝑚 = 3 𝑚 = 4 𝑚 = 5 

𝛽2 1.1387*** 0.5419** 0.2855* 0.0251 

 (0.3210) (0.2381) (0.1590) (0.1954) 

𝛼2 –0.0064*** –0.0053** –0.0044* –0.0009 

 (0.0020)  (0.0024) (0.0026) (0.0031) 

N 138 138 138 138 

R2 0.1808 0.1163 0.0737 0.0009 

 Note: ***, **, * denote the significance at 1%, 5%, and 10%, respectively. 

 

Table 5.4 – The Newey-West HAC estimations for the relationship between forward rate 

and expected future yield 
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Figure 5.2 – Change in the yield of 2-year bonds and its forecast by current forward-spot spread 

5.3 Yield Curve and Future Inflation 

In this section, I study the relationship between the yield curve and expected inflation by 

estimating equation (15):  

(15)      𝜋𝑡 ,𝑡+𝑚  − 𝜋𝑡 ,𝑡+1  = 𝛼3 + 𝛽3 𝑦𝑡
(𝑚)

− 𝑠𝑡 + 𝜀𝑡+𝑚 . 

The results from the OLS estimation are reported in Table 5. The Durbin-Watson statistics 

suggest that there exist the autocorrelation problem at all maturities. Therefore, equation (14) is 

re-estimated with the Newey-West HAC standard errors. The results from the Newey-West 

HAC estimations are reported in Table 6. 

The results in Table 6 suggest that yield curves contain very little information about 

future inflation rates. These results are in sharp contrast to those in Mishkin (1990a) who finds 

that the yield curves of the longer-maturity U.S. Treasury bonds contain a significant amount of 

information about future inflation rates. 
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 𝑚 = 2 𝑚 = 3 𝑚 = 4 

𝛽3 0 .8298 0 .0919 0.1645 

 (0.7032) (0 .4800) (0.4080) 

𝛼3  –0.0022 0.0005 0.0008 

 (0.0026) (0 .0033) (0.0039) 

N 126 114 102 

R2 0.0111 0.0003 0.0016 

Durbin-Watson 
statistic 

0.1381 0. 1381 0.1219 

 Note: ***, **, * denote the significance at 1%, 5%, and 10%, respectively. 

  

Table 5.5 – The OLS estimations for the relationship between the yield curve and expected 

inflation rates 

 𝑚 = 2 𝑚 = 3 𝑚 = 4 

𝛽3 0 .8298 0 .0919 0.1645 

 (1.2554) (0 .9368) (0.3997) 

𝛼3  –0.0022 0.0005 0.0008 

 (0.0049) (0.0076) (0.0058) 

N 126 114 102 

R2 0.0111 0.0003 0.0016 

 Note: ***, **, * denote the significance at 1%, 5%, and 10%, respectively. 

  

Table 5.6 – The Newey-West HAC estimations for the relationship between the yield curve and 

expected inflation rates 

5.4 Yield Curve and Future Real Output Growth 

In this section, I study the relationship between yield spread and expected GDP growth by 

estimating equation (17).  

(17)             ∆𝑌𝑡 ,𝑡+𝑚 = 𝛼4 + 𝛽4 𝑦𝑡
(10)

− 𝑠𝑡 + 𝜀𝑡+𝑚 . 
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The results from the OLS estimation are reported in Table 7. The Durbin-Watson statistics 

suggest that there exist the autocorrelation problem at all maturities. Therefore, I estimate 

equation (17) again using the Newey-West HAC standard errors. The results from the Newey-

West HAC estimations are reported in Table 8. The results suggest that, although yield spread 

cannot predict the change in GDP one year after, it can predict the change in GDP two to four 

years ahead. 

 The results are consistent with those of Estrella and Hardouvelis (1991) who find that 

the yield spread of the U.S. Treasury bonds can predict future changes in GDP. However, in 

Estrella and Hardouvelis (1991), the coefficients 𝛽 are always significant. And by comparing the 

value of R2 from both countries, I find that the U.S. estimations have higher R2 at shorter 

maturities (𝑚 = 1, 2) and lower R2 at longer maturities (𝑚 = 3, 4). 

 

 𝑚 = 1 𝑚 = 2 𝑚 = 3 𝑚 = 4 

𝛽4 0.3795 0.7455** 1.0657*** 0.7280*** 

 (0.5906) (0.3092) (0.1918) (0.2140) 

𝛼4  3.4783***  2.4725***  1.6612***  2.3342*** 

 (1.2756) (0.6975) (0.4516) (0.5058) 

N 45 41 37 33 

R2 0.0095 0.1297 0.4688 0.2719 

Durbin-Watson 
statistic 

1.0106 0.7797 1.0011 0.7533 

                    Note: ***, **, * denote the significance at 1%, 5%, and 10%, respectively. 

  

Table 5.7 – The OLS estimations for the relationship between yield spread and future GDP 

growth 
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 𝑚 = 1 𝑚 = 2 𝑚 = 3 𝑚 = 4 

𝛽4 0.3795 0.7455** 1.0657*** 0.7280*** 

 (0.4926) (0.3078) (0.1780) (0.1135) 

𝛼4  3.4783**  2.4725***  1.6612**  2.3342*** 

 (1.4905) (0.8416) (0.6676) (0.3630) 

N 45 41 37 33 

R2 0.0095 0.1297 0.4688 0.2719 

                    Note: ***, **, * denote the significance at 1%, 5%, and 10%, respectively. 

  

Table 5.8 – The Newey-West HAC estimations for the relationship between yield spread and 

future GDP growth 

 

 

Figure 5.3 – 3-year ahead GDP growth and its forecast by current yield spread 
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Chapter 6 

Conclusion 

 

 

In this paper, I study the information contents of the term structure of interest rates of the Thai 

government bonds. First, I provide an overview of the market for the Thai government bonds. 

The data suggests that the liquidity of the Thai government bond market could be much lower 

than those of the more developed economies. Then, I test the forecasting power of the term 

structure of the Thai government bonds on several financial and economic variables and 

compare with those of the U.S., which has one of the most liquid markets for government 

bonds. 

 The results are mix. While most of the results are similar to those of the U.S., I also find 

a higher prediction power of the Thai yield curve on some variables (e.g., spot rate 2 years later 

or future yields) and find a lower prediction power on some other variables (e.g., future 

inflation). Thus, while it is unclear how and by how much the low-liquidity problem affects the 

information contents of the Thai term structure, the main finding of this paper is that the term 

structure of interest rates of the Thai government bonds contain a great deal of information 

about the future changes of various financial and economic variables. 
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