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Abstract
This paper proposes a new term structure model which generalizes the Gaussian
affine model and the Black model with an efficient and accurate solution method.
Estimation results using data on government bond term structures in Switzerland,
Germany, and Japan show that the new model outperforms the Gaussian affine
model and the Black model. Applying the new model, the effects of forward
guidance, quantitative easing, and the negative interest rate policy in the three
countries are quantified. In the new model, the power of arbitrage between
money or reserves and government bonds is variable. Moreover, it is found that

the power of arbitrage moves in tandem with basis swap spreads.
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