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Most empirical studies on short-term interest rate models have
been focusing on the in-sample comparison of different models. This
paper compares a number of continuous short-term interest rate
models empirically adopting both predictive accuracy fest and
encompassing test. Our approach combines Nowman (1997) method
to discretetize the continuous time models and quasi-maximum
likelihood estimation for the model parameters. With the help of our
estimated models we produce the forecasts on conditional mean and
volatility for the interest rate over multiple-step-ahead horizons. The
results indicate that the sophisticated models outperform the simpler
models in the in-sample data fit, but have a distinct performance in
the out-of-sample forecasting. The models equipped with mean
reversion can produce better forecasts on conditional means during
some period, and the heteroskedasticity variance model with -

outperform counterparts in volatility forecasting in some periods.
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