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Abstract

This paper is based on the linear programming model proposed by Allen, Thomas, and
Zheng (2000) to estimate the term structure of Taiwan Government Bonds Market with a
continuously smoothing modification. More precisely, the term structure estimation from
Allen, Thomas, and Zheng are discrete curves. For the purpose of fitting more continuous and
smooth term structure, we combine the linear programming model with the Parsimonious
model (Nelson and Siegel, 1987), which attempts to estimate the necessary parameters and get
the continuous spot rate curves. In this empirical results, we find the mean price error is
3.711% and the minimum price error is 0.793% from the term structure of Taiwan
Government Bonds Market using the integration of linear programming model and
Parsimonious model. This results also prove that the integration of the linear programming
model and Parssmonious model is suitable to fit the term structure of Taiwan Government
Bonds Market.
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