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ABSTRACT 
 
 
Fama and Bliss (1987) discussed the structure of long-maturity forward rates. Two issues were left 
open: the time-varying nature of the expected returns; and the possible mean reversion of the 1-
year spot rate and, consequently, the mean reversion of forward rates-. We discuss these issues and 
give a partial answer to them. For the first case, a time-varying coefficients regression, with the 
coefficients following and AR(1) process, is implemented via Kalman filter. For the second case, a 
long-range dependent process is proposed and the Hurst coefficient estimated; fractional Gaussian 
noise and Gaussian fractional ARIMA (FARIMA) models are the main tools. We conclude that 
there is evidence in favor of time-varying coefficients and that the spot and forward rates are in the 
edge of non-stationarity. 
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