= Journal of Management & Systems
er lﬁf e TEA E Vol. 13, No. 4, October 2006
pp.415-440

78 22 5 2 P22 W IR 55 s B R — ) 5 5 R 22
H Bk B 5 8

Term Structure of Interest Rate Swap Spreads—Consistent
with the Market Yield Curve and Analytical Solution
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Abstract : This paper expands on the Equilibrium Model of Grinblatt (2001), where liquidity
determines the term structure of IRS spreads. The new framework discussed here further generalizes
the model for describing IRS spreads, assimilates the yield curve presently seen in the market, and
incorporates the model of Grinblatt (2001) by making it a special case. Empirical studies, based on
the IRS Spread Term Structure Model proposed by this paper, are able to account for the inconsistency
between the theory and empirical studies of Grinblatt (2001). The empirical results of this paper are
comparable to those of Grinblatt (2001), and the model fits quite well the sample of actual IRS spreads.



In addition, empirical studies conducted for out-samples indicate that this model has the capacity to
forecast, quite accurately, the future trend of out-sample IRS spreads. However, the accuracy, with
which predictions of future IRS spreads for out-samples are made, continues to be inadequate.
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