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The study adopts three alternative models (Nelson-Siegel, Svensson, and
Diebold-Li) for the term structure of interest rates to obtain the characteristics of
the yield curves by the Level (L:), the Slope (St) and the Curvature (C;). The
contained information in the yield curves is applied to analyze and predict the
industry stock returns in the Taiwanese stock markets. Two stock exchange
markets are investigated in the study: that’s, the Taiwan Stock Exchange (TSE)
and the Taipei Exchange (TPEXx). The short-term and long-term interest rates,
commercial paper rates, TAIBOR, interest swap and corporate bond rates, are
used to construct the theoretical yield curves. In general, the L; of the yield
curves intuitively have negative effects on all industry stock returns for TSE and
TPEX. Furthermore, the S; of those mostly results in negative effects on stock
returns. Finally, the predictability of the Nelson-Siegel model outperforms the
other two models. Of interest, the Finance and Insurance Industry in the TSE
performs better predictability of the stock returns, but the predictability for the

Semiconductor Industry in the TPEX is good one.
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