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YieldCurveFitter

The YieldCurveFitter serves two purposes: to calcul
the risk free rate; and to interpolate between Treasur
bill rates to obtain rates for other popular terms. The
standard T-bill maturities include all of those in the le
column and both of those in the Spot Rate box at the
top of the dialog. At right, you can see its inistdte.
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Once you've used it, the values you enter are saved 2y, [0.000 1. [0.000
recall the next time you use it. 3yr. o000 2 yr. (oo
Spot Rate S yr. |0.000 15 yr. |0.000
i : - . 10 yr, |0.000 20 v, (0,000
The spot interest rate is an instantaneous ratearesit -0 i - ¥
available for transient deposits — those with no ¥ |0.000 yr. |0.000

commitment to leave the account undisturbed for a Spot Rate  0.000 %
period of time. It's a conservative rate, often lgss

you could obtain with a simple passbook savings All rights reserved.
account at the corner bank or savings and loan. WA BT, £0T
Assuming a normal yield curve where rates tend to E|*

increase as terms get longer, the spot interest rate is
obtained by extrapolating the yield curve downward to
the value it would be if the term were zero.

When the spot rate is constructed from the Treasurtebih structure, rates considered to be
‘risk-free’, the spot rate is considered to be the‘fise rate’ of interest which is central to
options pricing theory. To get a good estimate of the iIggtetyou need the three and six month
T-bill rates. The result of the extrapolation framese two T-bill rates appears immediately
below the remaining edit boxes in the dialog.

Fetch

When your Pocket PC is equipped with Ethernet capabiliidsthe network is available, the
Fetch button will retrieve T-bill rates for the curealendar day from a server on the Internet.
Once you've retrieved rates from the server, théd@arveFitter displays the date for which the
most recently fetched T-bill rates apply. If you subseatjyenodify any or all of the U.S.
Treasury yields to observe what might happen to thergpobor any of the fitted yields, you can
recall the unmodified T-bill rates for the day by clickipgtch again. The unmodified values are
cached locally, so no Internet connection is needeéldad the rates for the day, but if the
calendar date has changed since your last successhyltfecyieldCurveFitter will again

attempt to query the server for the current rates. cébbed values will also be retrieved if the
calendar hashanged, but an error occurs during the fetch operation.
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Note that there is no guarantee that the latest rates
available at the server will necessarily be the dmes _
the current date in your time zone. The date posted [”- 5. Treasuries 2 Spot Rate

the display is associated with the rates presentedsanf | = mo. 6 ma.

not related to the current date and time. | Additional U.S. Treasuries
and Comparable Yields
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The screen area below the Spot Rate and the Date v 2 yr. [4.74 1yr. 4547
indicate progress messages associated with the que 2yr. [3.75 71, 4,74
The status line will blank after successfully completin S ur. [3.94 15 yr. (7,725

the fetch. If an error should occur, a brief indicatid gy s

the failure mechanism will remain displayed — these f 19" [4.72 71
generally an indication of a network failure. If the 3y 4.71 23 YT, |4.712
guery should fail, the last stored values and their Spot Rate  4.230 % D&Mar2006

associated date will be reloaded.
Al rights reserved,
Interpolating for Other Term Rates WY NI, COM

The rest of the edit boxes are only necessary if you E|*
want to know what the T-bill equivalent yield would b
on some term other than those available from the U.S
Treasury.

All of the edit boxes serve as both input and outputy of the edit boxes where you enter a
number becomes an input that drives the curve fitfeyou delete the contents of a field you had
previously entered manually, that edit box will revertririmput to output mode, and will be used
to display a calculated rate with that term. T-bilesaare normally quoted with two fractional
digits or less, so output values are displayed witetlfractional digits to facilitate distinguishing
between inputs and outputs. Naturally, you should natleda that it's somehow possible to
develop four digits of accuracy using three digit data.

Curve Fitting Assumptions

It is a very complex undertaking to predict the yield cumvall its permutations. The Yield
Curve Fitter assumes that the yield curve is of loglegri.e. that it doesn’t contain complex
undulations. The curve fitter will attempt to minimeeors at the input points under that
assumption. If the yield curve really has a sorteopsntine appearance or uncharacteristic flat
spots, the curve fitter will attempt to smooth thosenaadous wrinkles out, not accommodate
them. That’s usually what you want a curve fitter tosince serpentine, flat, and inverted yield
curves generally occur during transitional adjustmentgshas

Save/Restart

When you exit the YieldCurveFitter, the currently digeld rates values are stored to the
registry. When you restart YieldCurveFitter, they Ww#l reloaded, thus appearing exactly as you
left it. The date displayed is determined by the date# @n the last time you successfully
fetched rates from the server. Note that the datdagisg does not imply that rates displayed are
necessarily the same as those provided by the serveabdate.

Software and documentation © PocketNumerix 2007 — All rigtgtsrved.



Treasury Bond Rates

http://finance.yahoo.com/bonds/composite_bond_riatas excellent source for Treasury bond
rates. The chart below is from 31 May 2005, a time wherkFed was increasing the fed funds
rate every quarter. When the Fed is trying to but thieelsran the economy, the curve may
appear even more erratic in the short term. Whemast rates are stable, the curve will probably
be smoother. When the Fed is trying to whip inflatioe,d¢tirve may even turn upside down,
with near term rates exceeding long term rates.

L.5. Treasury Yield Curve
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.5, Treasury Bonds
Maturity Yield Yesterday Last Week
3 Month 279 278 273
& Month 2.99 2.949 2.01
2Year 363 3.62 3.65
3Year 368 3.67 373
5¥ear 3.80 3.80 3.86
10 Year 4.07 4.07 412
30 Year 4.42 442 443
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