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ABSTRACT. This paper uses simulated maximum-likelihood approach to estimate sev-
eral nested versions of one and two-factor models of the term-structure of interest rate
based on weekly recorded ohservations of Canadian three-month Treasury bill rate
for the period from Jamuary 3, 1962 to November 15,2003, According to the values
of the models’ log-likelihoods, two-factor models consistently outperform one-factor
models for the data under study. In addition, according to the Bayesian Information
Criterion, the two-factor stochastic volatility model with a constant drift term and a
simple nonlinear volatility term performed the best for the data at hand.



