
0DUNHW�,PSOHPHQWHG 0RQHWDU\ 3ROLF\

ZLWK 2SHQ 0RXWK 2SHUDWLRQV

*UDHPH *XWKULH DQG -XOLDQ :ULJKWe

$EVWUDFW

7KLV SDSHU H[SODLQV KRZ nQDQFLDO PDUNHWV FDQ EH XVHG WR LPSOHPHQW PRQHWDU\

SROLF\ RQ EHKDOI RI WKH PRQHWDU\ DXWKRULW\� $ PRGHO LV SUHVHQWHG ZKHUH� GHVSLWH SROLF\

VHWWLQJV EHLQJ KHOG FRQVWDQW� PDUNHWV GHOLYHU LQWHUHVW UDWHV DV WKRXJK WKH FHQWUDO EDQN

ZDV XVLQJ RSHQ PDUNHW RSHUDWLRQV WR DFKLHYH WKHP� ,I LQWHUHVW UDWHV PRYH RXW RI OLQH

ZLWK WKRVH UHTXLUHG E\ WKH PRQHWDU\ DXWKRULW\� D VWDWHPHQW �DQ RSHQ PRXWK RSHUDWLRQ�

LV DOO WKDW LV QHHGHG WR UHVWRUH WKHP� :H H[SODLQ KRZ WKH FXUUHQW LPSOHPHQWDWLRQ RI

PRQHWDU\ SROLF\ LQ 1HZ =HDODQG ZRUNV LQ WKLV ZD\� 8VLQJ DQQRXQFHPHQW GDWD IURP

1HZ =HDODQG� ZH nQG WKDW RSHQ PRXWK RSHUDWLRQV OHDG WR ODUJH FKDQJHV LQ LQWHUHVW

UDWHV DFURVV DOO PDWXULWLHV� DQG WKHVH FKDQJHV FDQQRW EH H[SODLQHG E\ RSHQ PDUNHW

RSHUDWLRQV� ,PSOLFDWLRQV DUH GUDZQ IRU PRQHWDU\ SROLF\ PRUH JHQHUDOO\�
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� ,QWURGXFWLRQ

,Q WKH UHFHQW OLWHUDWXUH RQ RSWLPDO FHQWUDO EDQN GHVLJQ� 1HZ =HDODQG
V DSSURDFK WR WDUJHW�

LQJ LQoDWLRQ KDV EHHQ WKH VXEMHFW RI PXFK DQDO\VLV�� )RU LQVWDQFH� 3HUVVRQ DQG 7DEHOOLQL

������ DQG :DOVK �����D� ����E� ORRN DW KRZ FHQWUDO EDQNHUV
 LQFHQWLYHV VKRXOG EH VWUXF�

WXUHG� DUJXLQJ WKDW WKH 1HZ =HDODQG 5HVHUYH %DQN $FW FRPHV FORVHVW WR WKH RSWLPDO

VWUXFWXUH� 6YHQVVRQ ������ GHULYHV WKH IRUP RI WKH RSWLPDO LQoDWLRQ WDUJHW ZKHQ PRQH�

WDU\ SROLF\ LV GHOHJDWHG WR WKH FHQWUDO EDQN� ZKHUH GHOHJDWLRQ LV DORQJ WKH OLQHV RI WKH 1HZ

=HDODQG UHJLPH� DQG $PPHU DQG )UHHPDQ ������ DQG 0F&DOOXP ������ GLVFXVV WKH PHULWV

RI 1HZ =HDODQG
V LQoDWLRQ�WDUJHWLQJ UHJLPH� ,Q FRQWUDVW� DQRWKHU XQXVXDO IHDWXUH RI 1HZ

=HDODQG
V PRQHWDU\ SROLF\ GHVLJQ� LWV LPSOHPHQWDWLRQ� KDV JRQH YLUWXDOO\ XQQRWLFHG��

e:H WKDQN 5LFKDUG )UR\HQ� 5REHUW +DOO� 5REHUW .LQJ� 7KRPDV 6DUJHQW� )UDQN 6PHWV� -RKQ 7D\ORU�

&DUO :DOVK� DQG DQ DQRQ\PRXV UHIHUHH IRU LQVLJKWIXO FRPPHQWV� DV ZHOO DV VHPLQDU SDUWLFLSDQWV DW WKH

1DWLRQDO 8QLYHUVLW\ RI 6LQJDSRUH� 5HVHUYH %DQN RI 1HZ =HDODQG� 6WDQIRUG 8QLYHUVLW\� 8& 6DQWD &UX]�

81&�&KDSHO +LOO� 8QLYHUVLW\ RI $XFNODQG� DQG WKH 8QLYHUVLW\ RI &DQWHUEXU\� 7KDQNV DOVR JR WR WKH VWDm

DW WKH 5HVHUYH %DQN RI 1HZ =HDODQG IRU SURYLGLQJ GDWD� DQG WR 9KDUL 0F:KD IRU UHVHDUFK DVVLVWDQFH� $OO

HUURUV DUH RXUV�
�7KLV DSSURDFK FDQ EH VXPPDUL]HG DV� �D� WKH JRYHUQPHQW DVVLJQV DQ H[SOLFLW LQoDWLRQ WDUJHW� �E� WKH

FHQWUDO EDQN LV JLYHQ LQGHSHQGHQFH WR DFKLHYH WKLV WDUJHW� �F� LI WKH WDUJHW LV QRW PHW� WKH JRYHUQPHQW

UHTXLUHV DQ H[SODQDWLRQ IURP WKH %DQN DQG KDV WKH RSWLRQ RI GLVPLVVLQJ WKH %DQN
V JRYHUQRU�
�([FHSWLRQV DUH 0F&DOOXP ������� DV QRWHG EHORZ� DQG $UFKHU �S���� ��� DQG ��� ������
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$V ZLWK D QXPEHU RI RWKHU FRXQWULHV �$XVWUDOLD� %HOJLXP� &DQDGD� 1HWKHUODQGV� 6ZH�

GHQ DQG WKH 8QLWHG .LQJGRP�� 1HZ =HDODQG KDV QR UHVHUYH UHTXLUHPHQWV� :LWKRXW UHVHUYH

UHTXLUHPHQWV� WKH GHPDQG IRU UHVHUYHV LV HVVHQWLDOO\ D GHPDQG IRU VHWWOHPHQW FDVK EDODQFHV

�FRPPHUFLDO EDQN UHVHUYHV KHOG ZLWK WKH FHQWUDO EDQN WR EH XVHG IRU WKH VHWWOHPHQW RI SD\�

PHQWV�� &HQWUDO EDQNV FDQ H[HUFLVH FRQWURO RYHU VKRUW�WHUP LQWHUHVW UDWHV E\ FRQWUROOLQJ

WKH VXSSO\ RI WKHVH VHWWOHPHQW FDVK EDODQFHV WKURXJK RSHQ PDUNHW RSHUDWLRQV� +RZHYHU�

GHVSLWH KDYLQJ WKH DELOLW\ WR LQoXHQFH LQWHUHVW UDWHV WKURXJK WKLV PHFKDQLVP� WKH FHQWUDO

EDQN LQ 1HZ =HDODQG GRHV QRW XVH RSHQ PDUNHW RSHUDWLRQV WR FRQWURO LQWHUHVW UDWHV� ,Q�

VWHDG� RSHQ PDUNHW RSHUDWLRQV DUH XVHG WR WDUJHW D FRQVWDQW GDLO\ OHYHO RI VHWWOHPHQW FDVK

EDODQFHV� 7KH OHYHO RI WKLV WDUJHW LV WKH NH\ SROLF\ LQVWUXPHQW RI 1HZ =HDODQG
V PRQHWDU\

DXWKRULW\� WKH 5HVHUYH %DQN RI 1HZ =HDODQG �5%1=�� $V 0F&DOOXP ������ S� ��� SRLQWV

RXW� LW LV YHU\ UDUHO\ FKDQJHG�

?$Q XQXVXDO IHDWXUH RI WKH 1HZ =HDODQG SUDFWLFH LV WKDW WKH 5%1= LQ IDFW DOWHUV

WKH VHWWOHPHQW FDVK WDUJHW YHU\ LQIUHTXHQWO\� %XW WKH IDFW WKDW LW FDQ DmHFW WKH

LQWHUEDQN UDWH LI LW VR FKRRVHV LV VXpFLHQW WR LQGXFH WKLV UDWH WR DGMXVW DV

GHVLUHG E\ WKH 5%1=� 1RUPDOO\ DOO WKDW LV QHHGHG� HYLGHQWO\� LV IRU WKH 5%1=

WR FRPPXQLFDWH LWV LQWHQWLRQV WR SDUWLFLSDQWV LQ WKH LQWHUEDQN PDUNHW��

,Q HmHFW� WKH FHQWUDO EDQN RI 1HZ =HDODQG WDUJHWV D YHU\ QDUURZ YHUVLRQ RI WKH PRQH\ VWRFN

RQ D GD\�WR�GD\ EDVLV� NHHSLQJ WKLV WDUJHW FRQVWDQW IRU ORQJ SHULRGV�� 'HVSLWH WKLV� PDUNHW

LQWHUHVW UDWHV HYROYH DV LI WKH FHQWUDO EDQN LV XVLQJ RSHQ PDUNHW RSHUDWLRQV WR DFKLHYH

WKHVH UDWHV� 0DUNHW UDWHV RFFDVLRQDOO\ GHYLDWH IURP WKH OHYHOV WKH FHQWUDO EDQN EHOLHYHV DUH

DSSURSULDWH� :KHQ WKHVH GHYLDWLRQV DUH VXpFLHQWO\ ODUJH� LQWHUHVW UDWHV DUH EURXJKW EDFN

LQWR OLQH E\ WKH %DQN
V SXEOLF VWDWHPHQWV� 7KLV SDSHU SURYLGHV D WKHRU\ H[SODLQLQJ KRZ

LQWHUHVW UDWHV FDQ DGMXVW DXWRPDWLFDOO\ DQG ZK\ SXEOLF VWDWHPHQWV DUH VRPHWLPHV QHHGHG�

:H GHYHORS D PRGHO LQ ZKLFK WKH FHQWUDO EDQN WKUHDWHQV WR XVH RSHQ PDUNHW RSHUDWLRQV

WR LQoXHQFH WKH RYHUQLJKW LQWHUHVW UDWH LI D VLQJOH LQWHUHVW UDWH �IRU H[DPSOH� WKH WKUHH�

PRQWK UDWH� GHYLDWHV IURP WKH FHQWUDO EDQN
V SUHIHUUHG OHYHO� 7KH SUHIHUUHG OHYHO LV WKDW

ZKLFK WKH FHQWUDO EDQN WKLQNV LV PRVW DSSURSULDWH� JLYHQ LWV REMHFWLYHV� RXW RI WKH UDQJH RI

LQWHUHVW UDWH OHYHOV LW FRXOG DFKLHYH XVLQJ VWDQGDUG RSHQ PDUNHW RSHUDWLRQV� %RUURZHUV ZLOO

QRW ERUURZ DW KLJKHU UDWHV� DQG OHQGHUV ZLOO QRW OHQG DW ORZHU UDWHV� VLQFH WR GR VR ZRXOG

OHDG WR D FDSLWDO ORVV� 7KH WKUHDW WLHV GRZQ WKLV VLQJOH LQWHUHVW UDWH� 7KH WKUHDW RI IXWXUH

RSHQ PDUNHW RSHUDWLRQV WLHV GRZQ WKH H[SHFWHG YDOXH RI IXWXUH OHYHOV RI WKLV UDWH� 7KHQ

WKH H[SHFWDWLRQV K\SRWKHVLV� DORQJ ZLWK D WHFKQLFDO DVVXPSWLRQ GLVFXVVHG LQ 6HFWLRQ ��

WLHV GRZQ FXUUHQW UDWHV RI DOO PDWXULWLHV� $V ORQJ DV WKH WKUHDW LV FUHGLEOH� WKH WKUHDWHQHG

RSHQ PDUNHW RSHUDWLRQV QHHG QRW RFFXU� ,QVWHDG� WKH FHQWUDO EDQN NHHSV SROLF\ VHWWLQJV

FRQVWDQW� 7R GR WKLV� DQG HQVXUH PRQH\ PDUNHW HTXLOLEULXP LV PDLQWDLQHG DW DOO WLPHV�

WKH FHQWUDO EDQN DXWRPDWLFDOO\ DFFRPRGDWHV DQ\ FKDQJH LQ PRQH\ GHPDQG ZLWK DQ HTXDO

�,JQRULQJ WKUHH HDUOLHU FKDQJHV LQ WKH WDUJHW� ZKLFK ODVWHG IRU RQH GD\ RQO\ DQG ZHUH QRW XVHG WR DOWHU

PRQHWDU\ FRQGLWLRQV� DQG D WHFKQLFDO FKDQJH ZKLFK WRRN SODFH DORQJ ZLWK RWKHU FKDQJHV RQ )HEUXDU\ ��QG�

����� WKHUH KDYH EHHQ RQO\ WKUHH HSLVRGHV ZKHQ WKH FDVK WDUJHW KDV EHHQ FKDQJHG GXULQJ RXU VDPSOH

SHULRG �-DQXDU\ ���� WR 6HSWHPEHU ������ DQ LQFUHDVH LQ WKH WDUJHW RQ 6HSWHPEHU ��WK� ����� D GHFUHDVH

RQ -DQXDU\ �WK� ���� ZKLFK ZDV IXOO\ UHYHUVHG E\ )HEUXDU\ �UG� ����� DQG WZR GHFUHDVHV LQ $XJXVW �����
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FKDQJH LQ WKH PRQHWDU\ EDVH� :H LOOXVWUDWH� ZLWK WZR H[DPSOHV� KRZ WKLV FDQ EH DFKLHYHG

XVLQJ D PHFKDQLFDO UXOH�

,Q WKH nUVW H[DPSOH� WKH FHQWUDO EDQN RmHUV WR OHQG WR �DQG ERUURZ IURP� KRXVHKROGV

ZLWK WKH LQWHUHVW UDWH VHW DXWRPDWLFDOO\ WR WKH FRUUHVSRQGLQJ PDUNHW UDWH� 8QGHU WKLV

VHW�XS� PRQH\ PDUNHW HTXLOLEULXP KROGV DW DOO WLPHV� DQG WKH PRQHWDU\ EDVH EHFRPHV

HQGRJHQRXV WR PRYHPHQWV LQ WKH QRPLQDO GHPDQG IRU PRQH\� ,Q WKH VHFRQG H[DPSOH� ZH

SURYLGH D PRGHO ZKLFK PDWFKHV WKH VHW�XS LQ 1HZ =HDODQG� 7KLV H[WHQGV WKH SUHYLRXV

H[DPSOH E\ LQWURGXFLQJ D GHPDQG IRU FDVK E\ EDQNV� ZKR QHHG LW WR VHWWOH WKHLU DFFRXQWV

ZLWK WKH JRYHUQPHQW HDFK GD\� 7KH NH\ IHDWXUHV RI WKLV VHW�XS DUH WKDW WKH 5%1= XVHV RSHQ

PDUNHW RSHUDWLRQV VROHO\ WR WDUJHW D FRQVWDQW QRPLQDO VWRFN RI VHWWOHPHQW FDVK EDODQFHV�

NHHSV GHYLDWLRQV IURP WKLV WDUJHW ZLWKLQ D FRQVWDQW OHYHO RI IRUHFDVW DFFXUDF\ �LQ QRPLQDO

WHUPV�� DQG SD\V LQWHUHVW RQ VHWWOHPHQW FDVK DQG FKDUJHV D GLVFRXQW UDWH� ERWK RI ZKLFK

PRYH DXWRPDWLFDOO\ ZLWK PDUNHW UDWHV� :H VKRZ WKDW WKHVH IHDWXUHV HQVXUH EDQNV DUH

ZLOOLQJ WR KROG WKH FRQVWDQW VWRFN RI VHWWOHPHQW FDVK DW PDUNHW�LPSOHPHQWHG LQWHUHVW UDWHV

DQG WKDW WKH PRQHWDU\ EDVH UHPDLQV HQGRJHQRXV WR PRYHPHQWV LQ WKH QRPLQDO GHPDQG

IRU PRQH\ E\ KRXVHKROGV�

7KH GHVLJQ RI PRQHWDU\ SROLF\ LPSOHPHQWDWLRQ LQ 1HZ =HDODQG VXJJHVWV WKDW D XVHIXO

ZD\ WR WKLQN DERXW PDUNHW�LPSOHPHQWHG PRQHWDU\ SROLF\ PRUH JHQHUDOO\ LV WR LPDJLQH D

FHQWUDO EDQN VSOLW LQWR WZR GLYLVLRQV� ?nQDQFLDO PDUNHWV� DQG ?PRQHWDU\ SROLF\�� (DFK

GD\ LQ WKH nQDQFLDO PDUNHWV GLYLVLRQ� WKH %DQN PHFKDQLFDOO\ LQMHFWV RU ZLWKGUDZV FDVK

WKURXJK RSHQ PDUNHW RSHUDWLRQV DFFRUGLQJ WR VRPH UXOH� ZLWKRXW UHJDUG WR WKH REMHFWLYHV

RI PRQHWDU\ SROLF\� 0HDQZKLOH� LQ WKH PRQHWDU\ SROLF\ GLYLVLRQ� SROLF\ PDNHUV IRUP D

YLHZ RQ WKH DSSURSULDWH OHYHO RI LQWHUHVW UDWHV� 0RQHWDU\ SROLF\ LV PDUNHW�LPSOHPHQWHG LI

WKH nQDQFLDO PDUNHWV GLYLVLRQ DQG WKH PRQHWDU\ SROLF\ GLYLVLRQ FDQ EH UXQ LQGHSHQGHQWO\�

ZLWK QR FRPPXQLFDWLRQ EHWZHHQ WKHP� DQG \HW LQWHUHVW UDWHV HYROYH DV LI WKH PRQHWDU\

SROLF\ GLYLVLRQ LV GLUHFWLQJ WKH nQDQFLDO PDUNHWV GLYLVLRQ RQ DSSURSULDWH RSHQ PDUNHW RS�

HUDWLRQV� 2QO\ LI WKH WKUHDW WR FKDQJH SROLF\ LQVWUXPHQWV LV FDUULHG RXW GRHV WKH PRQHWDU\

SROLF\ GLYLVLRQ DFWXDOO\ QHHG WR GLUHFW WKH nQDQFLDO PDUNHWV GLYLVLRQ ZKDW WR GR� +RZHYHU�

WKLV LV QRW WR VD\ WKDW WKH PRQHWDU\ SROLF\ GLYLVLRQ LV XQQHFHVVDU\� :LWKRXW WKH WKUHDW

RI LQWHUYHQWLRQ� ZKLFK VWHPV IURP WKH PRQHWDU\ SROLF\ GLYLVLRQ IRUPLQJ D YLHZ DERXW DS�

SURSULDWH PRQHWDU\ FRQGLWLRQV� WKHUH LV QRWKLQJ WR WLH GRZQ WKH OHYHO RI LQWHUHVW UDWHV DQG

SULFHV LQ WKLV IUDPHZRUN�

6LQFH� ZLWK PDUNHW�LPSOHPHQWHG PRQHWDU\ SROLF\� WKH PDUNHW GHOLYHUV WKH LQWHUHVW UDWH

LW EHOLHYHV WKH FHQWUDO EDQN SUHIHUV� QHZ LQIRUPDWLRQ ZKLFK DmHFWV WKH FHQWUDO EDQN
V

SUHIHUUHG PRQHWDU\ FRQGLWLRQV LV LQFRUSRUDWHG LQWR PDUNHW LQWHUHVW UDWHV DV LW EHFRPHV

SXEOLFO\ DYDLODEOH� 7KLV DVVXPHV WKDW WKH SULYDWH VHFWRU NQRZV WKH FHQWUDO EDQN
V SUHIHUUHG

LQWHUHVW UDWH DW DOO WLPHV� ,Q UHDOLW\� WKH FHQWUDO EDQN
V LQWHUSUHWDWLRQ RI QHZ LQIRUPDWLRQ

LV QRW SXEOLF NQRZOHGJH DQG WKH PDUNHW GRHV QRW NQRZ WKH EDQN
V SUHIHUUHG PRQHWDU\

FRQGLWLRQV H[DFWO\� 7KHUH LV WKXV QR JXDUDQWHH WKDW WKH PDUNHW ZLOO GHOLYHU WKH LQWHUHVW

UDWH WKDW WKH FHQWUDO EDQN DFWXDOO\ SUHIHUV� %\ PDNLQJ DQ DQQRXQFHPHQW� WKH FHQWUDO

EDQN FDQ VLJQDO LWV SUHIHUUHG LQWHUHVW UDWH� 7KH PDUNHW ZLOO PRYH WKH LQWHUHVW UDWH WR WKH

SUHIHUUHG OHYHO� :H GHYHORS D PRGHO LQ ZKLFK FHQWUDO EDQN DQQRXQFHPHQWV DUH FRVWO\� DV

DUH GHYLDWLRQV IURP LWV SUHIHUUHG OHYHO RI WKH LQWHUHVW UDWH� :KHQ FKRRVLQJ WKH WLPLQJ RI
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DQQRXQFHPHQWV� WKH FHQWUDO EDQN IDFHV DQ RSWLPL]DWLRQ SUREOHP VLPLODU WR WKH FODVVLFDO

LQYHQWRU\ SUREOHP� $Q �6� V��SROLF\ LV RSWLPDO _ WKH FHQWUDO EDQN ZLOO RQO\ PDNH FRVWO\

DQQRXQFHPHQWV ZKHQ WKH GLVFUHSDQF\ EHWZHHQ LWV YLHZV DQG WKRVH RI WKH SULYDWH VHFWRU

PRYHV RXWVLGH D SDUWLFXODU EDQG� 7KHVH DUH WKH ?RSHQ PRXWK RSHUDWLRQV� UHIHUUHG WR LQ

WKH WLWOH RI WKH SDSHU�

$Q LPSRUWDQW LPSOLFDWLRQ RI PDUNHW�LPSOHPHQWHG PRQHWDU\ SROLF\ ZLWK RSHQ PRXWK

RSHUDWLRQV LV WKDW ZKHQ WKH FHQWUDO EDQN PDNHV DQ DQQRXQFHPHQW� WKLV UHSUHVHQWV D VXUSULVH

WR WKH SULYDWH VHFWRU� ,I WKH PDUNHW NQHZ WKDW WKH FHQWUDO EDQN ZDQWHG D FKDQJH LQ WKH

LQWHUHVW UDWH� WKH PDUNHW ZRXOG DOUHDG\ KDYH GHOLYHUHG WKH FKDQJH� 0RUHRYHU� EHFDXVH

DQQRXQFHPHQWV DUH RQO\ PDGH ZKHQ WKH GLVFUHSDQF\ EHWZHHQ WKH SULYDWH VHFWRU
V DQG WKH

EDQN
V YLHZ RI WKH DSSURSULDWH LQWHUHVW UDWH IDOOV RXWVLGH D EDQG� LQWHUHVW UDWHV ZLOO MXPS

IROORZLQJ DQQRXQFHPHQWV� :H WHVW WKHVH LPSOLFDWLRQV XVLQJ DQQRXQFHPHQWV RI WKH 5%1=�

UHSRUWHG E\ 5HXWHUV DQG FRGLnHG E\ XV� WRJHWKHU ZLWK GDLO\ nQDQFLDO GDWD IURP -DQXDU\

���� WR 6HSWHPEHU ����� &RQVLVWHQW ZLWK WKH WKHRU\� ZH nQG WKDW DQQRXQFHPHQWV DUH

XQSUHGLFWDEOH DQG WKDW WKH\ GR LQGHHG FDXVH LQWHUHVW UDWHV WR MXPS� 0RUHRYHU� XVLQJ GDWD

RQ YDULDWLRQV LQ DFWXDO FDVK VHWWOHPHQW EDODQFHV FDXVHG E\ H[RJHQRXV GDLO\ IRUHFDVW HUURUV

RI WKH 5%1=� ZH VKRZ WKDW WKH PRYHPHQW LQ LQWHUHVW UDWHV IROORZLQJ DQQRXQFHPHQWV LV

QRW FDXVHG E\ RSHQ PDUNHW RSHUDWLRQV�

:H WKLQN VXFK D PRQHWDU\ IUDPHZRUN LV RI LQWHUHVW RXWVLGH 1HZ =HDODQG IRU WZR SUL�

PDU\ UHDVRQV� 7KH nUVW FHQWHUV RQ WKH SRWHQWLDO DGYDQWDJHV VXFK D IUDPHZRUN RmHUV� 2QH

SRVVLEOH DGYDQWDJH LV WKDW PRQHWDU\ SROLF\ FDQ� PRUH RIWHQ WKDQ QRW� EH LPSOHPHQWHG

ZLWKRXW SROLWLFDOO\�VHQVLWLYH FKDQJHV LQ LQWHUHVW UDWH WDUJHWV� WKXV DYRLGLQJ WKH XVXDO WHQ�

GHQF\ WR GHOD\ RU VRIWHQ QHFHVVDU\ FKDQJHV LQ PRQHWDU\ FRQGLWLRQV� 7R WKH H[WHQW WKLV

PDNHV PRQHWDU\ SROLF\ PRUH FUHGLEOH� LW ORZHUV WKH FRVWV RI DFKLHYLQJ DQG PDLQWDLQLQJ

SULFH VWDELOLW\� $QRWKHU SRVVLEOH DGYDQWDJH RI WKH DSSURDFK DULVHV LI LW DOORZV WKH PRQ�

HWDU\ DXWKRULW\ WR FRPPXQLFDWH LWV LQWHQWLRQV WR WKH PDUNHW EHWWHU WKDQ D WUDGLWLRQDO

IUDPHZRUN� *RRGIULHQG ������ VXJJHVWV WKDW� LQ D WUDGLWLRQDO IUDPHZRUN� WKH PRQHWDU\

DXWKRULW\ VPRRWKV VKRUW�WHUP LQWHUHVW UDWHV VR DV WR SUHVHQW PDUNHWV ZLWK D FOHDU SDWK RI

IXWXUH UDWHV� 7KH H[SHFWDWLRQV K\SRWKHVLV WKHQ WLHV GRZQ ORQJHU�WHUP UDWHV� WKH UDWHV WKH

PRQHWDU\ DXWKRULW\ DFWXDOO\ FDUHV DERXW� ,Q 1HZ =HDODQG
V IUDPHZRUN� WKH FHQWUDO EDQN

FDQ� LI QHHGHG� IRFXV GLUHFWO\ RQ ORQJHU�WHUP UDWHV�

7KH VHFRQG UHDVRQ WR EH LQWHUHVWHG LQ 1HZ =HDODQG
V PHWKRG RI PRQHWDU\ SROLF\ LPSOH�

PHQWDWLRQ LV WKH LPSOLFDWLRQV LW KDV IRU UHVHDUFK LQWR PRQHWDU\ SROLF\� )RU LQVWDQFH� RSHQ

PRXWK RSHUDWLRQV SURYLGH XV ZLWK D XQLTXH ?QHZV� VWXG\ RI PRQHWDU\ SROLF\� $FFRUGLQJ

WR RXU WKHRU\� DQQRXQFHPHQWV LQ 1HZ =HDODQG� XQOLNH DQQRXQFHPHQWV RI FKDQJHV LQ WKH

IHGHUDO IXQGV UDWH WDUJHW LQ WKH 8QLWHG 6WDWHV� UHSUHVHQW SXUH VXUSULVHV WR PDUNHW SDUWLFL�

SDQWV� 7KXV� LQ FRQWUDVW WR )HGHUDO 5HVHUYH WDUJHW FKDQJHV� 5HVHUYH %DQN DQQRXQFHPHQWV

SURYLGH D FOHDQ PHDVXUH RI D FKDQJH LQ PRQHWDU\ SROLF\ VWDQFH� UHODWLYH WR PDUNHW H[SHF�

WDWLRQV� $QRWKHU UHVHDUFK DJHQGD UDLVHG E\ WKLV SDSHU LV WR H[SORUH WKH SRVVLELOLW\ RSHQ

PRXWK RSHUDWLRQV SOD\ D UROH LQ PRQHWDU\ SROLF\ LPSOHPHQWDWLRQ LQ FRXQWULHV RWKHU WKDQ

1HZ =HDODQG� 7KH LGHD LV WKDW RSHQ PDUNHW RSHUDWLRQV LQoXHQFH VKRUW�WHUP LQWHUHVW UDWHV

LQ SDUW WKURXJK WKH VLJQDO DVVRFLDWHG ZLWK WKHVH DFWLRQV� :KLOH WKH XVH RI VXFK VLJQDOV

GLmHUV ZLGHO\ DFURVV FRXQWULHV� LQ DOO FDVHV WKH FUHGLELOLW\ DQG HmHFWLYHQHVV RI WKH VLJQDO
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GHSHQGV RQ WKH DELOLW\ RI WKH FHQWUDO EDQN WR WKUHDWHQ WR GU\ XS RU oRRG WKH PDUNHW IRU

EDQN UHVHUYHV� ,Q WKLV UHJDUG� 1HZ =HDODQG
V XVH RI RSHQ PRXWK RSHUDWLRQV XQGHU PDUNHW�

LPSOHPHQWHG PRQHWDU\ SROLF\ FDQ EH YLHZHG DV D FDVH VWXG\� DOEHLW DQ H[WUHPH RQH� RI

ZKDW RFFXUV LQ FHQWUDO EDQNV HOVHZKHUH�

7KH UHPDLQGHU RI WKH SDSHU SURFHHGV DV IROORZV� 6HFWLRQ � SUHVHQWV RXU WKHRU\ RI

PDUNHW�LPSOHPHQWHG PRQHWDU\ SROLF\� SURYLGLQJ WZR H[DPSOHV RI KRZ LW FDQ EH SXW LQWR

SUDFWLFH� 6HFWLRQ � H[SODLQV ZK\ DQQRXQFHPHQWV �RSHQ PRXWK RSHUDWLRQV� DUH VRPHWLPHV

QHHGHG DQG SURFHHGV WR PRGHO WKHP IRUPDOO\� 7KH GDWD DQG FRGLnFDWLRQ RI RSHQ PRXWK

RSHUDWLRQV LV GHVFULEHG LQ 6HFWLRQ �� 6HFWLRQ � SURYLGHV DQ HPSLULFDO LQYHVWLJDWLRQ RI

RSHQ PRXWK RSHUDWLRQV� )LQDOO\� 6HFWLRQ � FRQFOXGHV� ZLWK VRPH IXUWKHU LPSOLFDWLRQV IRU

PRQHWDU\ SROLF\�

� 0DUNHW�,PSOHPHQWHG 0RQHWDU\ 3ROLF\

7KH VWDUWLQJ SRLQW IRU RXU DQDO\VLV LV D WUDGLWLRQDO DSSURDFK WR PRQHWDU\ SROLF\ LPSOH�

PHQWDWLRQ� LQ ZKLFK WKH FHQWUDO EDQN XVHV RSHQ PDUNHW RSHUDWLRQV WR LQoXHQFH QRPLQDO

VKRUW�WHUP LQWHUHVW UDWHV RYHU WLPH� VR DV WR EHVW DFKLHYH LWV LQoDWLRQ �DQG SRVVLEO\ RXW�

SXW� REMHFWLYHV� 7KLV VHFWLRQ VKRZV KRZ WKH FHQWUDO EDQN FDQ DFKLHYH WKH VDPH RXWFRPH

ZLWKRXW KDYLQJ WR XVH RSHQ PDUNHW RSHUDWLRQV WR LQoXHQFH UDWHV� 7KLV UHOLHV RQ WKH FHQ�

WUDO EDQN KDYLQJ D FUHGLEOH WKUHDW �ZKLFK WLHV GRZQ WKH OHYHO RI LQWHUHVW UDWHV�� DV ZHOO DV

D PHFKDQLVP WR HQVXUH PRQH\ PDUNHW HTXLOLEULXP LV DXWRPDWLFDOO\ PDLQWDLQHG DW WKHVH

PDUNHW�GHOLYHUHG LQWHUHVW UDWHV�

2XU WKHRU\ ZLOO DSSO\ XQGHU D ZLGH YDULHW\ RI PDFUR PRGHOV� $ NH\ UHTXLUHPHQW LV WKDW

WKH FHQWUDO EDQN FDQ DFKLHYH LWV LQoDWLRQ REMHFWLYHV E\ WUHDWLQJ D QRPLQDO LQWHUHVW UDWH DV

LWV LQVWUXPHQW�� 2I FRXUVH� WKHUH DUH GLVWLQFW YLHZV RQ ZK\ LQWHUHVW UDWHV FDQ EH XVHG DV DQ

LQVWUXPHQW WR DFKLHYH WKH %DQN
V LQoDWLRQ REMHFWLYHV� $FFRUGLQJ WR D PRQHWDULVW YLHZ� WKH

FHQWUDO EDQN WDUJHWV D SDUWLFXODU OHYHO RI LQWHUHVW UDWHV EHFDXVH� LQ RUGHU WR DFKLHYH WKDW

OHYHO� WKH %DQN PXVW DGMXVW WKH PRQHWDU\ EDVH E\ WKH DPRXQW ZKLFK JHQHUDWHV WKH GHVLUHG

FKDQJH LQ WKH SULFH OHYHO� $OWHUQDWLYHO\� DFFRUGLQJ WR D .H\QHVLDQ YLHZ� D SDUWLFXODU OHYHO

RI LQWHUHVW UDWHV LV FKRVHQ EHFDXVH RI LWV GLUHFW LPSDFW RQ DJJUHJDWH GHPDQG� DQG WKXV

WKH SULFH OHYHO� 7KH SDUWLFXODU PDFUR PRGHO RQH FRQVLGHUV SXWV VSHFLnF UHVWULFWLRQV RQ

WKH QDWXUH RI WKH LQWHUHVW UDWH UXOHV ZKLFK WKH FHQWUDO EDQN FDQ FKRRVH� ,Q SDUWLFXODU�

UHVWULFWLRQV ZLOO W\SLFDOO\ EH UHTXLUHG VR WKDW QRPLQDO YDULDEOHV DUH XQLTXHO\ GHWHUPLQHG�

+RZHYHU� ZH VLPSO\ WDNH LW DV JLYHQ WKDW VRPH DSSURSULDWHO\ UHVWULFWHG LQWHUHVW UDWH UXOH

H[LVWV��

�,W PXVW DOVR EH WKH FDVH WKDW WKH LPSOLHG SDWK RI WKH PRQHWDU\ EDVH UHTXLUHG WR LPSOHPHQW WKLV LQWHUHVW

UDWH UXOH LQ WKH WUDGLWLRQDO DSSURDFK FDQ EH XQLTXHO\ GHWHUPLQHG IURP WKH PRQH\ PDUNHW HTXLOLEULXP

FRQGLWLRQ�
�6DUJHQW DQG :DOODFH ������ nUVW VKRZHG� LQ D VLPSOH UDWLRQDO H[SHFWDWLRQV PRGHO� WKDW LQWHUHVW UDWH

UXOHV FRXOG OHDG WR DQ LQGHWHUPLQDWH SULFH OHYHO� 0F&DOOXP ������ SURYHG WKLV QRW WR EH WKH FDVH� SURYLGHG

WKH LQWHUHVW UDWH UXOHV GHSHQG RQ VRPH QRPLQDO YDULDEOH� +RZHYHU� .HUU DQG .LQJ ������ KDYH VKRZQ� LQ D

YDULHW\ RI PDFUR PRGHOV ZKHUH DJJUHJDWH GHPDQG GHSHQGV RQ H[SHFWHG IXWXUH RXWSXW� HYHQ WKLV UHVWULFWLRQ

LV QRW VXpFLHQW WR XQLTXHO\ GHWHUPLQH D SULFH OHYHO� 7KH\ nQG WKDW LI WKH PRQHWDU\ DXWKRULW\ UHVSRQGV WR

GHYLDWLRQV RI WKH LQoDWLRQ UDWH IURP D WDUJHW SDWK� WKH PRQHWDU\ DXWKRULW\ PXVW PDNH WKH QRPLQDO LQWHUHVW

�



7R SUHVHQW WKH EDVLF PRGHO RI PDUNHW�LPSOHPHQWHG PRQHWDU\ SROLF\ ZH WUHDW WLPH DV

GLVFUHWH� ZLWK WKH XQLW RI PHDVXUHPHQW HTXDOOLQJ RQH GD\� :H GHQRWH E\ 5W�W�P WKH P�

GD\� FRQWLQXRXVO\ FRPSRXQGHG� QRPLQDO LQWHUHVW UDWH SUHYDLOLQJ RQ GD\ W� DQG E\ 5W WKH

RYHUQLJKW QRPLQDO UDWH RQ GD\ W� E\ GHnQLWLRQ 5W  5W�W��� :H DVVXPH WKDW WKH WHUP

VWUXFWXUH RI LQWHUHVW UDWHV FDQ EH GHVFULEHG E\ WKH H[SHFWDWLRQV K\SRWKHVLV

5W�W�P  
�

P
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N �
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:H VXSSRVH WKDW� LQ RUGHU WR PHHW LWV REMHFWLYHV� WKH FHQWUDO EDQN KDV D SUHIHUUHG OHYHO

RI WKH 7 �GD\ UDWH� 7KH SUHIHUUHG OHYHO LV WKH RQH ZKLFK WKH FHQWUDO EDQN WKLQNV LV PRVW

DSSURSULDWH RI DOO WKRVH LW FRXOG DFKLHYH XVLQJ RSHQ PDUNHW RSHUDWLRQV� LW PXVW VDWLVI\

DQ\ UHVWULFWLRQV WKDW WKH HFRQRP\ SXWV RQ SHUPLVVLEOH LQWHUHVW UDWH UXOHV� :H OHW A5W�W�7

GHQRWH WKH OHYHO RI WKH 7 �GD\ UDWH ZKLFK WKH FHQWUDO EDQN ZRXOG OLNH WR VHH DW WLPH W� ,Q

JHQHUDO� WKLV LV VRPH FRPSOLFDWHG VWRFKDVWLF SURFHVV ZKLFK GHSHQGV RQ WKH FHQWUDO EDQN
V

REMHFWLYHV� WKH PRQHWDU\ WUDQVPLVVLRQ PHFKDQLVP� DQG WKH YDULRXV VKRFNV ZKLFK LPSDFW

RQ WKH HFRQRP\�

([DPSOH

$V DQ H[DPSOH RI RQH VXFK LQWHUHVW UDWH UXOH� FRQVLGHU DQ DGDSWHG YHUVLRQ RI D VLPSOH PDFUR

PRGHO RI WKH HFRQRP\ ZKLFK KDV EHHQ ZLGHO\ XVHG�� 7KH DGDSWDWLRQ LV WR DOORZ WKH 7 �GD\

UDWH� UDWKHU WKDQ WKH RYHUQLJKW UDWH� WR DmHFW DJJUHJDWH GHPDQG� 7KH PRGHO FRQWDLQV

D oH[LEOH�SULFH DJJUHJDWH VXSSO\ UHODWLRQVKLS �RQO\ VXUSULVH FKDQJHV LQ SULFHV PDWWHU��

DJJUHJDWH GHPDQG WKDW GHSHQGV RQ WKH H[SHFWDWLRQ RI QH[W SHULRG
V RXWSXW DV ZHOO DV WKH

UHDO 7 �GD\ LQWHUHVW UDWH� D PRQHWDU\ DXWKRULW\ UHDFWLRQ IXQFWLRQ LQ ZKLFK WKH 7 �GD\ LQWHUHVW

UDWH UHDFWV WR GHYLDWLRQV EHWZHHQ LQoDWLRQ DQG WKH LQoDWLRQ REMHFWLYH� D )LVKHU HTXDWLRQ�

WKH H[SHFWDWLRQV K\SRWKHVLV� DQG D VWDQGDUG PRQH\ PDUNHW HTXLOLEULXP FRQGLWLRQ� 7KH

GHWDLOV RI WKH PRGHO DQG LWV HTXLOLEULXP VROXWLRQ DUH FRQWDLQHG LQ $SSHQGL[ $� 7KH

PRQHWDU\ DXWKRULW\
V SUHIHUUHG 7 �GD\ UDWH LV IRXQG WR EH

A5W�W�7  UeW�W�7 � {e �
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ZKHUH UeW�W�7 LV WKH HTXLOLEULXP UHDO 7 �GD\ LQWHUHVW UDWH ZKLFK LV DVVXPHG WR IROORZ D UDQGRP

ZDON� {e LV WKH PRQHWDU\ DXWKRULW\
V LQoDWLRQ REMHFWLYH� [W LV D ZKLWH QRLVH HUURU LQ WKH

PRQHWDU\ DXWKRULW\
V UHDFWLRQ IXQFWLRQ� DQG XW LV DQ $5��� DJJUHJDWH GHPDQG VKRFN� 1RWH

WKDW SRVLWLYH DJJUHJDWH GHPDQG VKRFNV LPSO\ WKH FHQWUDO EDQN ZLOO ZDQW KLJKHU QRPLQDO

LQWHUHVW UDWHV� $V LQ .HUU DQG .LQJ� WKH DVVXPSWLRQ WKDW J ! � HQVXUHV D XQLTXH UDWLRQDO

H[SHFWDWLRQV HTXLOLEULXP H[LVWV�

:H GHnQH D FHQWUDO EDQN DV DFWLQJ WUDGLWLRQDOO\ LI LW XVHV RSHQ PDUNHW RSHUDWLRQV LQ

RUGHU WR VHW WKH RYHUQLJKW UDWH LQ VXFK D ZD\ WKDW PDUNHW H[SHFWDWLRQV ZLOO WKHQ VHW WKH

UDWH FKDQJH E\ PRUH WKDQ RQH�IRU�RQH ZLWK FKDQJHV LQ WKH LQoDWLRQ UDWH LI D XQLTXH UDWLRQDO H[SHFWDWLRQV

HTXLOLEULXP LV WR H[LVW� :H XVH VXFK D UXOH WR LOOXVWUDWH WKH ZRUNLQJV RI PDUNHW�LPSOHPHQWHG PRQHWDU\

SROLF\ EHORZ�
�.HUU DQG .LQJ ������ DQG 0F&DOOXP ������ GLVFXVV WKH PLFUR�IRXQGDWLRQV IRU VXFK D PRGHO�

�



7 �GD\ UDWH DW WKH OHYHO SUHIHUUHG E\ WKH FHQWUDO EDQN� 7KDW LV� WKH FHQWUDO EDQN XVHV RSHQ

PDUNHW RSHUDWLRQV WR VHW WKH RYHUQLJKW UDWH HTXDO WR VRPH OHYHO A5W RQ GD\ W� IRU DOO W� LQ

VXFK D ZD\ WKDW

5W�W�7  
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7KHUH DUH LQnQLWHO\ PDQ\ SRVVLEOH SDWKV IRU WKH RYHUQLJKW UDWH FRQVLVWHQW ZLWK WKH HYROXWLRQ

RI WKH SUHIHUUHG OHYHO RI WKH 7 �GD\ UDWH� +RZHYHU� LI FXUUHQW H[SHFWDWLRQV RI IXWXUH SUHIHUUHG

OHYHOV RI WKH 7 �GD\ UDWH FRQYHUJH VXpFLHQWO\ TXLFNO\ DV WKH IRUHFDVW KRUL]RQ LQFUHDVHV� MXVW

RQH SDWK IRU WKH RYHUQLJKW UDWH LV H[SHFWHG WR FRQYHUJH LQ WKH IXWXUH� )RUPDOO\� ZH KDYH�

/HPPD � 6XSSRVH WKH SUHIHUUHG OHYHO RI WKH 7 �GD\ UDWH KDV WKH IROORZLQJ SURSHUW\�

(W> A5W�Q�W�Q�7 @  x5W �2�QbN� ���

IRU VRPH N ! � DQG VRPH x5W� 7KHUH H[LVWV D XQLTXH SURFHVV IRU WKH RYHUQLJKW UDWH ZKLFK

VDWLVnHV

A5W�W�7  
�

7

7b�;
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(W> A5W�N@ ���

DQG IRU ZKLFK OLPQ��(W> A5W�Q@ H[LVWV�

3URRI 6HH $SSHQGL[ %���

7KHUHIRUH� SURYLGHG WKH SUHIHUUHG OHYHO RI WKH 7 �GD\ UDWH VDWLVnHV FRQGLWLRQ ���� MXVW RQH

FRQVLVWHQW SDWK IRU WKH RYHUQLJKW UDWH FRQYHUJHV� 7KLV LV WKH REYLRXV SURFHVV WR DGRSW

IRU WKH RYHUQLJKW UDWH� VLQFH DOO RWKHUV OHDG WR QRQ�FRQYHUJHQW EHKDYLRU LQ WKH GLVWDQW

IXWXUH� 7KH FHQWUDO EDQN FRXOG� LI LW ZLVKHG� XVH RSHQ PDUNHW RSHUDWLRQV HDFK GD\ LQ RUGHU

WR DFKLHYH WKLV OHYHO RI WKH RYHUQLJKW UDWH� 7KLV ZRXOG HQVXUH WKH PDUNHW GHOLYHUHG WKH

SUHIHUUHG OHYHO RI WKH 7 �GD\ UDWH�

([DPSOH �FRQWLQXHG�

7KH SUHIHUUHG OHYHO RI WKH 7 �GD\ UDWH IRXQG LQ WKH H[DPSOH DERYH FRQYHUJHV WR x5W  

UeW�W�7 � {e� 8VLQJ WKH IRUPXOD IRU WKH RYHUQLJKW UDWH� HTXDWLRQ ���� IRXQG LQ WKH SURRI RI

/HPPD �� ZH VHH WKDW WKH RQO\ FRQVLVWHQW OHYHO RI WKH RYHUQLJKW UDWH ZKLFK LV IRUHFDVW WR

FRQYHUJH LQ WKH IXWXUH LV
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8VLQJ WKH PRQH\ PDUNHW HTXLOLEULXP FRQGLWLRQ ���� IURP $SSHQGL[ �$�� ZH FDQ EDFN RXW

WKH LPSOLHG UXOH IRU PRQH\ JURZWK� 7KLV LV JLYHQ E\ HTXDWLRQ ����� ZKLFK GHnQHV WKH

WUDGLWLRQDO DSSURDFK�

:H VKRZ WKH FHQWUDO EDQN FDQ DFKLHYH WKH VDPH RXWFRPH DV LV DFKLHYHG ZLWK WKLV

WUDGLWLRQDO DSSURDFK� ZLWKRXW KDYLQJ WR XVH RSHQ PDUNHW RSHUDWLRQV WR LQoXHQFH UDWHV�

:H GHVFULEH WKLV DOWHUQDWLYH PHFKDQLVP EHORZ� ,W LQYROYHV WZR FRPSRQHQWV� DQ LPSOLFLW

�



WKUHDW RI FHQWUDO EDQN DFWLRQ LI WKH PDUNHW GRHV QRW GHOLYHU WKH FHQWUDO EDQN
V SUHIHUUHG

OHYHO RI WKH 7 �GD\ UDWH DQG VRPH DXWRPDWLF PHFKDQLVP WR HQVXUH PRQH\ PDUNHW HTXLOLEULXP

LV PDLQWDLQHG DW PDUNHW�GHOLYHUHG UDWHV�

7KH WKUHDW LQYROYHV WKH FHQWUDO EDQN UHYHUWLQJ WR WUDGLWLRQDO EHKDYLRU� XVLQJ RSHQ

PDUNHW RSHUDWLRQV WR VHW WKH RYHUQLJKW UDWH� LI PDUNHWV DOORZ WKH 7 �GD\ UDWH WR GHYLDWH

IURP WKH FHQWUDO EDQN
V SUHIHUUHG OHYHO� 6XSSRVH WKDW WKH PDUNHW GHOLYHUV WKH ZURQJ 7 �GD\

UDWH RQ GD\ W� 7KHQ WKH FHQWUDO EDQN ZLOO XVH RSHQ PDUNHW RSHUDWLRQV RQ GD\ W � � WR

HQVXUH WKDW

5W��  A5W�� � A5W b5W�

ZKHUH A5W�N LV WKH RYHUQLJKW UDWH WKH FHQWUDO EDQN ZRXOG FKRRVH RQ GD\ W� N LI LW IROORZHG

WKH WUDGLWLRQDO DSSURDFK� )URP GD\ W� � RQZDUGV� LW ZLOO XVH RSHQ PDUNHW RSHUDWLRQV WR

GHOLYHU 5W�N  A5W�N� $Q LQYHVWRU ZKR SXUFKDVHG D 7 �GD\ GLVFRXQW ERQG RQ GD\ W ZLOO EH

OHIW KROGLQJ D �7 b ���GD\ ERQG RQ GD\ W�� ZKLFK LV ZRUWK H[S�b�7 b ��5W���W�7 �� ZKHUH
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6LQFH WKH ERQG FRVW H[S�b75W�W�7 � ZKHQ SXUFKDVHG� WKH LQYHVWRU
V H[SHFWHG UDWH RI UHWXUQ

RQ WKH WUDQVDFWLRQ LV

75W�W�7 b �7 b ��(W>5W���W�7 @  5W � 7 �5W�W�7 b
A5W�W�7 ��

,I WKH 7 �GD\ UDWH LV KLJKHU WKDQ WKH FHQWUDO EDQN
V SUHIHUUHG OHYHO RQ GD\ W� QR LQYHVWRUV

ZLOO EH ZLOOLQJ WR VHOO D 7 �GD\ ERQG� DV WKH H[SHFWHG UHWXUQ IURP KROGLQJ WKH 7 �GD\ ERQG

RYHUQLJKW LV KLJKHU WKDQ WKH H[SHFWHG UHWXUQ IURP KROGLQJ DQ RYHUQLJKW ERQG� &RQYHUVHO\�

LI WKH 7 �GD\ UDWH LV ORZHU WKDQ WKH FHQWUDO EDQN
V SUHIHUUHG OHYHO RQ GD\ W� QR LQYHVWRUV ZLOO

EH ZLOOLQJ WR SXUFKDVH D 7 �GD\ ERQG� DV WKH H[SHFWHG UHWXUQ IURP KROGLQJ WKH 7 �GD\ ERQG

RYHUQLJKW LV OHVV WKDQ WKH H[SHFWHG UHWXUQ IURP KROGLQJ DQ RYHUQLJKW ERQG� 7KHUHIRUH� LI

PDUNHWV DUH WR FOHDU� WKH 7 �GD\ UDWH PXVW HTXDO WKH FHQWUDO EDQN
V SUHIHUUHG OHYHO� 7KLV

SURYHV�

3URSRVLWLRQ � 6XSSRVH WKH FHQWUDO EDQN PDNHV WKH WKUHDW GHVFULEHG DERYH� WKHQ WKH PDUNHW

ZLOO GHOLYHU WKH 7 �GD\ UDWH HTXDO WR WKH FHQWUDO EDQN
V SUHIHUUHG OHYHO�

&DUU\LQJ RXW WKLV WKUHDW LV FRVWO\ WR WKH FHQWUDO EDQN� ,I WKH FHQWUDO EDQN LV IRUFHG WR

DFW� WKH PDUNHW ZLOO GHOLYHU WKH 7 �GD\ UDWH
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ZKLFK LV QRW HTXDO WR A5W���W���7 LQ JHQHUDO�
� 3URYLGLQJ WKH ORQJ�UXQ EHQHnW RI HDUQLQJ D

UHSXWDWLRQ IRU FDUU\LQJ RXW LWV WKUHDWV GRPLQDWHV WKH VKRUW�UXQ FRVW WR WKH FHQWUDO EDQN

RI GHYLDWLQJ IURP SUHIHUUHG LQWHUHVW UDWH OHYHOV� WKH FHQWUDO EDQN
V FRPPLWPHQW ZLOO QRW EH

GRXEWHG� ,W ZLOO QHYHU EH UHTXLUHG WR DFWXDOO\ FDUU\ RXW LWV WKUHDW��

7KH FHQWUDO EDQN
V WKUHDW GHWHUPLQHV WKH 7 �GD\ UDWH� EXW KRZ DUH LQWHUHVW UDWHV RI

RWKHU PDWXULWLHV GHWHUPLQHG" $Q\ \LHOG FXUYH GHOLYHUHG E\ WKH PDUNHW PXVW EH FRQVLVWHQW

ZLWK WKH H[SHFWDWLRQV K\SRWKHVLV� RWKHUZLVH PDUNHWV IRU ERQGV RI VRPH PDWXULWLHV ZLOO

QRW FOHDU� $ ZHOO�NQRZQ FRQVHTXHQFH RI WKH H[SHFWDWLRQV K\SRWKHVLV LV WKDW IRUZDUG UDWHV

HTXDO WKH H[SHFWHG YDOXH RI WKH FRUUHVSRQGLQJ IXWXUH VSRW UDWHV� ,I WKH RQJRLQJ WKUHDW RI

FHQWUDO EDQN LQWHUYHQWLRQ LV FUHGLEOH� WKH EHVW IRUHFDVW RQ GD\ W RI WKH 7 �GD\ UDWH Q GD\V

LQ WKH IXWXUH LV (W> A5W�Q�W�Q�7 @� 7KLV PXVW HTXDO WKH Q�GD\ DKHDG IRUZDUG 7 �GD\ UDWH RQ

GD\ W� 7KXV� WKH WKUHDW XQLTXHO\ GHWHUPLQHV WKH IRUZDUG 7 �GD\ UDWH FXUYH� 2I FRXUVH�

LQnQLWHO\ PDQ\ \LHOG FXUYHV DUH FRQVLVWHQW ZLWK D JLYHQ IRUZDUG 7 �GD\ UDWH FXUYH� VR WKH

\LHOG FXUYH LV QRW XQLTXHO\ GHWHUPLQHG E\ WKH WKUHDW�

6XSSRVH� KRZHYHU� WKDW WKH FHQWUDO EDQN
V SUHIHUUHG OHYHO RI WKH 7 �GD\ UDWH FRQYHUJHV

UDSLGO\ DV WKH IRUHFDVW KRUL]RQ LQFUHDVHV� LQ WKH VHQVH RI ���� 7KHQ WKHUH LV RQO\ RQH \LHOG

FXUYH FRQVLVWHQW ZLWK WKH IRUZDUG 7 �GD\ UDWH FXUYH DQG IRU ZKLFK WKH IRUZDUG RYHUQLJKW

UDWH FXUYH LV oDW IRU GLVWDQW KRUL]RQV� 0RUHRYHU� WKLV \LHOG FXUYH LV H[DFWO\ WKH VDPH DV

WKH RQH UHVXOWLQJ IURP WKH WUDGLWLRQDO PHWKRG RI LPSOHPHQWLQJ PRQHWDU\ SROLF\� 7KDW LV�

3URSRVLWLRQ � 6XSSRVH WKH FHQWUDO EDQN PDNHV WKH WKUHDW GHVFULEHG DERYH DQG WKDW WKH

PDUNHW GHOLYHUV D IRUZDUG RYHUQLJKW UDWH FXUYH ZKLFK EHFRPHV oDW DW GLVWDQW KRUL]RQV�

)XUWKHU VXSSRVH WKH SUHIHUUHG OHYHO RI WKH 7 �GD\ UDWH VDWLVnHV SURSHUW\ ���� 7KHQ WKH PDUNHW

ZLOO GHOLYHU H[DFWO\ WKH VDPH \LHOG FXUYH DV LI WKH FHQWUDO EDQN IROORZHG WKH WUDGLWLRQDO

PHWKRG� FRQGXFWLQJ RSHQ PDUNHW RSHUDWLRQV LQ RUGHU WR FRQWURO WKH OHYHO RI WKH RYHUQLJKW

UDWH HDFK GD\�

3URRI 6HH $SSHQGL[ %���

�1RWLFH� KRZHYHU� WKDW WKH GLVFUHSDQF\ ZLOO PRVW OLNHO\ EH YHU\ VPDOO� ,I WKH FHQWUDO EDQN IRFXVHV RQ WKH

WKUHH�PRQWK LQWHUHVW UDWH DQG LV IRUFHG WR FDUU\ RXW LWV WKUHDW� WKH WKUHH�PRQWK LQWHUHVW UDWH ZLOO GHYLDWH

IURP WKH FHQWUDO EDQN
V SUHIHUUHG OHYHO E\ MXVW RQH QLQHWLHWK RI A5W b5W IRU RQH GD\ RQO\�
�7KH H[SHULHQFH RI 1HZ =HDODQG LQGLFDWHV WZR WLPHV RYHU WKH ODVW QLQH \HDUV ZKHQ WKH FHQWUDO EDQN
V

FRPPLWPHQW ZDV WHVWHG� ,Q ERWK FDVHV� WKH PDUNHW FDOOHG LQWR TXHVWLRQ WKH 5%1=
V FUHGLELOLW\ DQG WKH

5%1= UHVSRQGHG E\ FKDQJLQJ LWV VHWWOHPHQW FDVK WDUJHW� ,Q SUDFWLFH� WKH GHOD\ EHIRUH WKH 5%1= DFWHG ZDV

JUHDWHU WKDQ WKDW PRGHOHG DERYH� EXW WKLV ZDV FRPSHQVDWHG IRU E\ D JUHDWHU SXQLVKPHQW ZKHQ WKH WKUHDW

ZDV FDUULHG RXW� )RU LQVWDQFH� DIWHU UHSHDWHG ZDUQLQJV LQ WKH ODVW WZR ZHHNV RI ���� WKDW WKH GHSUHFLDWLRQ

LQ WKH 1HZ =HDODQG GROODU VKRXOG EH PDWFKHG E\ nUPLQJ LQWHUHVW UDWHV� DQG ZLWK QR VXFK nUPLQJ GHOLYHUHG

E\ WKH PDUNHW� WKH 5HVHUYH %DQN FXW WKH FDVK WDUJHW IURP �� PLOOLRQ GROODUV WR ]HUR RQ -DQXDU\ �WK� �����

7KH GHSXW\ JRYHUQRU DW WKH WLPH� 3HWHU 1LFKROO VWDWHG� ?7KLV DFWLRQ VKRXOG XQHTXLYRFDOO\ LOOXVWUDWH RXU

GHWHUPLQDWLRQ�� 5DWHV TXLFNO\ UHVSRQGHG _ RQ WKH VDPH GD\� WKH FDVK UDWH LQFUHDVHG ��� EDVLV SRLQWV�

WKH RQH�PRQWK UDWH LQFUHDVHG ��� EDVLV SRLQWV� DQG WKH WKUHH�PRQWK UDWH LQFUHDVHG �� EDVLV SRLQWV� 7KH

VHWWOHPHQW FDVK WDUJHW ZDV UHWXUQHG WR LWV RULJLQDO OHYHO E\ )HEUXDU\ �UG� �����

�



+RZ GRHV WKLV ZRUN" 7KH FHQWUDO EDQN
V WKUHDW WLHV GRZQ WKH FXUUHQW 7 �GD\ UDWH�

([SHFWDWLRQV RI WKLV WKUHDW DSSO\LQJ LQ WKH IXWXUH WLH GRZQ WKH H[SHFWHG OHYHO RI WKH 7 �

GD\ UDWH LQ WKH IXWXUH� 7KHQ WKH H[SHFWDWLRQV K\SRWKHVLV� WRJHWKHU ZLWK WKH WHFKQLFDO

FRQGLWLRQV RXWOLQHG LQ 3URSRVLWLRQ �� HQVXUH WKH RWKHU UDWHV DUH WKH VDPH DV WKH\ ZRXOG

EH XQGHU WUDGLWLRQDO PRQHWDU\ SROLF\ LPSOHPHQWDWLRQ�

,W UHPDLQV WR VKRZ KRZ WKH PRQH\ PDUNHW FDQ FOHDU DW WKHVH LQWHUHVW UDWHV� ,Q SDU�

WLFXODU� ZH PXVW VKRZ WKDW WKH FHQWUDO EDQN
V SROLF\ VHWWLQJV DUH FRQVLVWHQW ZLWK WKH

PDUNHW�GHOLYHUHG UDWHV� &RQVLGHU WKH FDVH ZKHUH PDUNHWV FRUUHFWO\ EHOLHYH WKDW WKH FHQWUDO

EDQN SUHIHUV WKH WKUHH�PRQWK UDWH WR EH ���� EXW DW WKH VDPH WLPH WKH FHQWUDO EDQN LV

DOORZLQJ EDQNV WR GLVFRXQW DV PDQ\ ELOOV DV WKH\ ZLVK DW ��� 0DUNHW UDWHV ZLOO QRW EH

VXVWDLQDEOH DW ���� $OWHUQDWLYHO\� VXSSRVH WKDW WKHUH LV D n[HG OHYHO RI WKH PRQHWDU\

EDVH� )RU D JLYHQ SULFH OHYHO DQG RXWSXW OHYHO� LQGLYLGXDOV DQG nUPV ZLOO QRW JHQHUDOO\ EH

ZLOOLQJ WR KROG WKLV DPRXQW RI PRQH\ DW WKH PDUNHW�GHOLYHUHG LQWHUHVW UDWHV� 7KH FHQWUDO

EDQN QHHGV DQ DSSURSULDWH PHFKDQLVP WR HQVXUH PRQH\ PDUNHW HTXLOLEULXP LV PDLQWDLQHG

DW DOO WLPHV� %HORZ ZH SURYLGH H[DPSOHV RI WZR VXFK PHFKDQLVPV� 7KH nUVW LQYROYHV D

YHU\ VLPSOH PHFKDQLVP� LQ ZKLFK WKH FHQWUDO EDQN RmHUV WR ERUURZ RU OHQG RYHUQLJKW� RQ

GHPDQG� DW WKH PDUNHW RYHUQLJKW UDWH� 7KH VHFRQG EXLOGV RQ WKLV SULQFLSOH� DQG PRGHOV

WKH VSHFLnF PHFKDQLVP XVHG E\ WKH 5HVHUYH %DQN LQ 1HZ =HDODQG� ,Q ERWK FDVHV ZH VKRZ

WKDW� GHVSLWH WKH IDFW SROLF\ VHWWLQJV� RU PRUH SUHFLVHO\ WKH UXOHV WKDW JRYHUQ WKHP� UHPDLQ

FRQVWDQW� WKH PRQH\ PDUNHW LV FOHDUHG IRU DQ\ LQWHUHVW UDWHV GHOLYHUHG E\ WKH PDUNHW�

$ 6LPSOH 0HFKDQLVP

:H DVVXPH RQO\ KRXVHKROGV GHPDQG FXUUHQF\� DQG WKDW WKH\ ERUURZ DQG OHQG IURP WKH

FHQWUDO EDQN GLUHFWO\�� ,Q SDUWLFXODU� VXSSRVH KRXVHKROGV
 GHPDQG IRU FXUUHQF\ WDNHV WKH

VLPSOH IRUP��

0
G
W  3W<WH

bt5W � ���

ZKHUH 0G
W LV WKH GHPDQG IRU QRPLQDO PRQH\ RQ GD\ W� 3W LV WKH DJJUHJDWH SULFH OHYHO RQ

GD\ W DQG <W LV DJJUHJDWH UHDO RXWSXW RQ GD\ W� 7KH PRQHWDU\ DXWKRULW\ ERUURZV DQG OHQGV�

RQ GHPDQG� IRU RQH�GD\ SHULRGV DW WKH PDUNHW�GHWHUPLQHG RYHUQLJKW UDWH� SURYLGHG LW GRHV

QRW QHHG WR FDUU\ RXW LWV WKUHDW� 7KH PRQHWDU\ EDVH �KRXVHKROGV
 KROGLQJ RI FXUUHQF\� ZLOO

DGMXVW WR HQVXUH WKH PRQH\ PDUNHW FOHDUV� GHVSLWH WKH IDFW WKH %DQN
V RQO\ LQVWUXPHQW �WKH

RYHUQLJKW LQWHUHVW UDWH IRU ERUURZLQJ IURP DQG OHQGLQJ WR WKH %DQN� FKDQJHV DXWRPDWLFDOO\

ZLWK PDUNHW UDWHV� &RQVLGHU DQ LQFUHDVH LQ WKH FHQWUDO EDQN
V SUHIHUUHG 7 �GD\ UDWH ZKLFK

LQFUHDVHV WKH RYHUQLJKW PDUNHW UDWH� +RXVHKROGV ZLOO GHPDQG OHVV PRQH\ �GHSRVLWLQJ LW

ZLWK WKH PRQHWDU\ DXWKRULW\ LQVWHDG�� WKXV DXWRPDWLFDOO\ FRQWUDFWLQJ WKH PRQHWDU\ EDVH WR

PDWFK WKH ORZHU GHPDQG IRU PRQH\� ,I SULFHV DQG RXWSXW ULVH� KRXVHKROGV ZLOO GHPDQG PRUH

PRQH\ �WDNLQJ LW IURP WKHLU KROGLQJV ZLWK WKH PRQHWDU\ DXWKRULW\�� WKXV DXWRPDWLFDOO\

H[SDQGLQJ WKH PRQHWDU\ EDVH WR PDWFK WKH KLJKHU GHPDQG IRU PRQH\�

�1RQ�nQDQFLDO nUPV FDQ EH WKRXJKW RI DV KRXVHKROGV� WRR� )LQDQFLDO nUPV DUH DVVXPHG WR WUDQVDFW

ZLWKRXW FXUUHQF\�
��1RWH WKDW WDNLQJ ORJDULWKPV RI ���� ZH JHW D VWDQGDUG PRQH\ GHPDQG IXQFWLRQ DV LQ HTXDWLRQ ���� RI

$SSHQGL[ $�

��



:LWK D FUHGLEOH WKUHDW DQG WKH DERYH PHFKDQLVP� PDUNHW�LPSOHPHQWHG PRQHWDU\ SROLF\

GHOLYHUV WKH VDPH PRQHWDU\ JURZWK UDWHV DQG LQWHUHVW UDWHV DV D WUDGLWLRQDO DSSURDFK� 7KH

WZR DSSURDFKHV GLmHU RQO\ LQ KRZ WKH FHQWUDO EDQN H[HUFLVHV LWV FRQWURO� ,Q D WUDGLWLRQDO

DSSURDFK� WKLV LV WKURXJK WKH FKRLFH RI RSHQ PDUNHW RSHUDWLRQV� 7KHVH DUH XVHG WR LQoXHQFH

WKH RYHUQLJKW LQWHUHVW UDWH DQG� WKURXJK WKH H[SHFWDWLRQV K\SRWKHVLV� WKH UDWH LW DFWXDOO\

FDUHV DERXW� WKH 7 �GD\ UDWH� :LWK PDUNHW�LPSOHPHQWHG PRQHWDU\ SROLF\� WKLV SURFHVV LV

HVVHQWLDOO\ UHYHUVHG� 7KH FHQWUDO EDQN H[HUFLVHV LWV FRQWURO GLUHFWO\ RQ WKH 7 �GD\ UDWH�

WKURXJK LWV LPSOLFLW WKUHDW� 7KH RYHUQLJKW UDWH LV WKHQ GHWHUPLQHG E\ DUELWUDJH� JLYHQ WKH

H[SHFWHG SDWK RI WKLV 7 �GD\ UDWH� 7KH VLPSOH PHFKDQLVP DERYH HQVXUHV PRQH\ JURZWK

VWD\V FRQVLVWHQW ZLWK WKHVH UDWHV� VR WKDW WKH PRQH\ PDUNHW FOHDUV DW DOO WLPHV� +RZHYHU�

WKLV PHFKDQLVP LV IDU VLPSOHU WKDQ WKDW DFWXDOO\ XVHG LQ 1HZ =HDODQG� :H QRZ PRGHO

WKH ODWWHU PHFKDQLVP DQG VKRZ LW DOVR HQVXUHV WKH PRQH\ PDUNHW FOHDUV UHJDUGOHVV RI WKH

LQWHUHVW UDWHV GHOLYHUHG E\ WKH PDUNHW�

7KH 1HZ =HDODQG 0HFKDQLVP

,Q WKLV H[DPSOH� ZH SURYLGH D PRGHO RI PRQHWDU\ SROLF\ LPSOHPHQWDWLRQ LQ 1HZ =HDODQG���

7KLV H[WHQGV WKH SUHYLRXV H[DPSOH E\ LQWURGXFLQJ D UROH IRU EDQNV LQ PRQHWDU\ SROLF\

LPSOHPHQWDWLRQ� %DQNV GHPDQG VHWWOHPHQW FDVK LQ RUGHU WR VHWWOH WKHLU DFFRXQWV ZLWK WKH

JRYHUQPHQW HDFK GD\� 7KH NH\ IHDWXUHV DUH WKDW WKH 5%1= XVHV RSHQ PDUNHW RSHUDWLRQV

VROHO\ WR WDUJHW D FRQVWDQW QRPLQDO VWRFN RI VHWWOHPHQW FDVK EDODQFHV� NHHSV GHYLDWLRQV

IURP WKLV WDUJHW ZLWKLQ D FRQVWDQW OHYHO RI IRUHFDVW DFFXUDF\ �LQ QRPLQDO WHUPV�� DQG SD\V

LQWHUHVW RQ VHWWOHPHQW FDVK DQG FKDUJHV D GLVFRXQW UDWH� ERWK RI ZKLFK PRYH DXWRPDWLFDOO\

ZLWK PDUNHW UDWHV� :H VKRZ WKDW WKHVH IHDWXUHV HQVXUH EDQNV DUH ZLOOLQJ WR KROG WKH

FRQVWDQW VWRFN RI VHWWOHPHQW FDVK DW PDUNHW�LPSOHPHQWHG LQWHUHVW UDWHV DQG WKDW WKH PRQH\

VXSSO\ UHPDLQV HQGRJHQRXV WR PRYHPHQWV LQ WKH QRPLQDO GHPDQG IRU PRQH\ E\ KRXVHKROGV�

0RQH\ PDUNHW HTXLOLEULXP LV PDLQWDLQHG DW DOO WLPHV�

(DFK GD\ WKHUH LV D QHW oRZ RI IXQGV EHWZHHQ WKH JRYHUQPHQW DQG WKH EDQNLQJ VHFWRU�

7KLV DULVHV SULPDULO\ IURP SD\PHQWV IURP WKH JRYHUQPHQW WR WKH SULYDWH VHFWRU �JRYHUQ�

PHQW H[SHQGLWXUH� DQG SD\PHQWV IURP WKH SULYDWH VHFWRU WR WKH JRYHUQPHQW �WD[ UHYHQXH��

7KHVH SD\PHQWV DUH PDGH DQG UHFHLYHG LQ VHWWOHPHQW FDVK WKURXJK WKH EDQNLQJ V\VWHP�

6HWWOHPHQW FDVK LV VLPSO\ FRPPHUFLDO EDQN GHSRVLWV KHOG ZLWK WKH 5%1= IRU WKH VHWWOHPHQW

RI VXFK SD\PHQWV� :H DVVXPH WKH QHW oRZ RI IXQGV FDQ EH GHVFULEHG E\ WKH VWRFKDVWLF

SURFHVV

3W<W�ZWxW � ��b ZW��W����

ZKHUH xW UHSUHVHQWV WKH SUHGLFWHG FRPSRQHQW RI WKLV oRZ DQG �W�� LV WKH XQSUHGLFWHG

FRPSRQHQW� WKDW LV (W��W���  �� :H DVVXPH �W�� KDV D GHQVLW\ IXQFWLRQ I DQG D FXPXOD�

WLYH GLVWULEXWLRQ IXQFWLRQ ) � 7KH ZHLJKW RQ WKH SUHGLFWHG FRPSRQHQW ZW� GHSHQGV RQ WKH

IRUHFDVWLQJ HmRUW RI WKH FHQWUDO EDQN� (DFK PRUQLQJ WKH 5%1= IRUHFDVWV WKH QHW oRZ RI

IXQGV EHWZHHQ WKH JRYHUQPHQW DQG WKH EDQNLQJ VHFWRU LQ WKH HQG RI WKDW GD\
V VHWWOHPHQW

SURFHVV� 7KH PDJQLWXGH RI WKH QHW oRZ RI IXQGV LV DVVXPHG WR EH SURSRUWLRQDO WR QRPLQDO

��0RUH H[WHQVLYH GHWDLOV RI PRQHWDU\ SROLF\ LPSOHPHQWDWLRQ LQ 1HZ =HDODQG DUH FRQWDLQHG LQ +X[IRUG

DQG 5HGGHOO �������

��



*'3 �3W<W�� (DFK GD\ WKHUH LV DOVR D oRZ RI IXQGV EHWZHHQ KRXVHKROGV DQG WKH EDQNLQJ

VHFWRU� +RXVHKROGV DUH DVVXPHG WR ZDQW WR KROG FDVK

0G
W  3W<WH

bt5W �

VR WKDW WKH EDQNLQJ V\VWHP JHWV DQ LQMHFWLRQ RI FDVK IURP KRXVHKROGV �FRQYHUWLEOH WR

VHWWOHPHQW FDVK� HDFK GD\ RI

b

r
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bt5Wb�

s
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,I WKH EDQNLQJ V\VWHP KDV VHWWOHPHQW FDVK 6W DW WKH EHJLQQLQJ RI GD\ W� LW ZLOO KDYH 6W��
DW WKH HQG RI GD\ W �EHIRUH VHWWOHPHQW�� ZKHUH

6W��  6W � 3W<W�ZWxW � ��b ZW��W���b
r
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7KH WHUP YW UHSUHVHQWV WKH FHQWUDO EDQN
V RSHQ PDUNHW RSHUDWLRQ� ZKLFK LV FDUULHG RXW

PLG�PRUQLQJ DQG LV GHVLJQHG VR WKDW WKH VHWWOHPHQW FDVK KHOG DW WKH VWDUW RI WKH QH[W GD\

LV H[SHFWHG WR EH HTXDO WR WKH 5HVHUYH %DQN
V VHWWOHPHQW FDVK WDUJHW 6eW � 7KDW LV� YW LV

FKRVHQ VR WKDW (W6W��  6eW � 7KLV LPSOLHV

6W��  6eW � 3W<W��b ZW��W���

1RWLFH WKH GLmHUHQFH EHWZHHQ WKH HQG�RI�GD\ VHWWOHPHQW FDVK EDODQFHV DQG WKH WDUJHW OHYHO

FRUUHVSRQGV WR WKH XQSUHGLFWHG FRPSRQHQW RI WKH QHW oRZ RI IXQGV� 3W<W��bZW��W��� )RU

WKLV UHDVRQ ZH UHIHU WR WKLV WHUP DV WKH 5HVHUYH %DQN
V VHWWOHPHQW FDVK IRUHFDVW HUURU�

$ SRVLWLYH VHWWOHPHQW FDVK IRUHFDVW HUURU FRUUHVSRQGV WR DQ LQMHFWLRQ RI FDVK LQWR WKH

VHWWOHPHQW SURFHVV� $ QHJDWLYH VHWWOHPHQW FDVK IRUHFDVW HUURU FRUUHVSRQGV WR DQ HTXLYDOHQW

ZLWKGUDZDO RI FDVK� :H ZLOO XVH WKLV IDFW WR H[SORUH WKH UROH RI OLTXLGLW\ VKRFNV RQ LQWHUHVW

UDWHV LQ 6HFWLRQ ��

:H DVVXPH WKHUH DUH 1 LGHQWLFDO EDQNV� $W WKH HQG RI HDFK GD\ WKH\ PXVW VHWWOH WKHLU

DFFRXQWV ZLWK WKH JRYHUQPHQW ZLWK VHWWOHPHQW FDVK� QR RYHUGUDIW IDFLOLWLHV DUH DOORZHG�

6HWWOHPHQW FDVK HDUQV D UDWH 56&
W � ZKLFK LV EHORZ WKH PDUNHW LQWHUHVW UDWH� ,I D EDQN IDOOV

VKRUW RI VHWWOHPHQW FDVK WR VHWWOH LWV DFFRXQWV LW PXVW GLVFRXQW 5HVHUYH %DQN ELOOV WR DWWDLQ

DGGLWLRQDO VHWWOHPHQW FDVK� +RZHYHU� GRLQJ VR LV H[SHQVLYH� DV WKH GLVFRXQW UDWH 5'
W LV

DERYH PDUNHW UDWHV� 7KH VHWWOHPHQW FDVK DQ LQGLYLGXDO EDQN ZLOO EH KROGLQJ DW WKH HQG RI

WKH EDQNLQJ GD\ �EHIRUH VHWWOHPHQW� ZLOO EH

6eW � 3W<W��b ZW��W��
1

� GW� ���

ZKHUH GW LV WKH DPRXQW WKH EDQN ERUURZV LQ WKH LQWHU�EDQN PDUNHW WR KROG DV DGGLWLRQDO

VHWWOHPHQW FDVK� ,I ��� LV QHJDWLYH� WKH EDQN ZLOO KDYH WR GLVFRXQW 5HVHUYH %DQN ELOOV WR

VHWWOH LWV DFFRXQW� LI ��� LV SRVLWLYH� WKH EDQN ZLOO HDUQ LQWHUHVW IURP WKH 5%1= RQ LWV KROGLQJ

RI VHWWOHPHQW FDVK� 7KH H[SHFWHG GROODU JDLQ IRU DQ LQGLYLGXDO EDQN IURP ERUURZLQJ GW
GROODUV LQ WKH LQWHU�EDQN PDUNHW DW WKH GDLO\ UDWH RI 5W LV

(W{W��  (W9W���GW�b(W9W�����b �� �5W�GW� ���
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7KH nUVW LQWHJUDO WHUP UHSUHVHQWV WKH FRVW WR D EDQN ZKHQ LW KDV WR GLVFRXQW 5HVHUYH %DQN

ELOOV EHFDXVH LW LV KROGLQJ LQVXpFLHQW VHWWOHPHQW FDVK� 7KH VHFRQG LQWHJUDO WHUP UHSUHVHQWV

WKH UHWXUQ WR D EDQN ZKHQ LW GRHV QRW KDYH WR GLVFRXQW 5HVHUYH %DQN ELOOV� VLQFH LW WKHQ

UHFHLYHV LQWHUHVW RQ SRVLWLYH EDODQFHV� *LYHQ WKH LQWHUHVW UDWHV LQ WKH PDUNHW� WKH EDQN LV

DVVXPHG WR FKRRVH GW WR PD[LPL]H ���� 7KH nUVW RUGHU FRQGLWLRQ LV WKHQ

)

t
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ZKHUH GeW UHSUHVHQWV WKH VROXWLRQ� 5HFDOO WKDW 5
6&
W � 5W � 5'

W DQG WKDW ) LV D FXPXODWLYH

GLVWULEXWLRQ IXQFWLRQ� VR GeW LV ZHOO�GHnQHG�

:H nUVW VKRZ KRZ WKH PRQHWDU\ DXWKRULW\ FDQ REWDLQ WKH LQWHUHVW UDWH LW UHTXLUHV

WKURXJK ZKDW DPRXQWV WR VWDQGDUG PRQHWDU\ SROLF\ LPSOHPHQWDWLRQ� ,W VLPSO\ DGMXVWV 6eW
VR WKDW��

6eW  b3W<W��b ZW�)
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�
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7KLV HQVXUHV WKH HTXLOLEULXP FRQGLWLRQ GeW  � LV PHW� LW LV QRW SRVVLEOH IRU DOO EDQNV WR

EH QHW OHQGHUV RU QHW ERUURZHUV LQ WKH LQWHU�EDQN PDUNHW��� 7KH OHIW KDQG VLGH RI ��� LV

LQWHUSUHWDEOH DV WKH VWRFN RI VHWWOHPHQW FDVK DQG WKH ULJKW KDQG VLGH LV LQWHUSUHWDEOH DV

QRPLQDO GHPDQG IRU VHWWOHPHQW FDVK� :LWK D FRQVWDQW OHYHO RI IRUHFDVWLQJ HmRUW �ZW  Z��

WKH QRPLQDO GHPDQG IRU VHWWOHPHQW FDVK FDQ EH VKRZQ WR KDYH VWDQGDUG SURSHUWLHV� �7R

VHH WKLV� QRWH WKDW )b��c� LV QHJDWLYH�� %DQNV
 GHPDQG IRU VHWWOHPHQW FDVK LV KLJK ZKHQ

SULFHV DUH KLJK� RXWSXW LV KLJK� DQG ZKHQ WKH QRPLQDO LQWHUHVW UDWH LV ORZ� $Q LQFUHDVH LQ

WKH VHWWOHPHQW FDVK WDUJHW� IRU D JLYHQ OHYHO RI SULFHV DQG RXWSXW� ZLOO ORZHU WKH RYHUQLJKW

LQWHUHVW UDWH� 7KLV UHSUHVHQWV WKH WUDGLWLRQDO DSSURDFK WR LPSOHPHQWDWLRQ�

:H QRZ VKRZ WKDW HTXLOLEULXP FDQ VWLOO EH PDLQWDLQHG HYHQ LI WKH VHWWOHPHQW FDVK WDUJHW

UHPDLQV FRQVWDQW �6eW  6e�� 7KLV UHTXLUHV D PHFKDQLVP WR NHHS WKH GHPDQG IRU KROGLQJ

QRPLQDO VHWWOHPHQW FDVK EDODQFHV HTXDO WR WKH FRQVWDQW QRPLQDO VHWWOHPHQW FDVK WDUJHW�

7KLV PHFKDQLVP FRQVLVWV RI WZR FRPSRQHQWV� 7KH nUVW LV D UXOH IRU NHHSLQJ GHYLDWLRQV

IURP WKH VHWWOHPHQW FDVK WDUJHW ZLWKLQ D FRQVWDQW OHYHO RI IRUHFDVW DFFXUDF\ �LQ QRPLQDO

WHUPV�� 7KLV LV GRQH E\ FKRRVLQJ LWV IRUHFDVWLQJ HmRUW ZW VR WKDW WKH GLVWULEXWLRQ RI LWV

QRPLQDO IRUHFDVW HUURU 3W<W��b ZW��W�� UHPDLQV FRQVWDQW� WKDW LV�

ZW  �b
�

3W<W
� ���

��
7R HQVXUH 5

6&

W � 5W � 5
'

W � LW PD\ DOVR UHTXLUH WKH RFFDVLRQDO DGMXVWPHQW LQ 56&W DQG 5'W � 7KLV

LV DJDLQ FRQVLVWHQW ZLWK WUDGLWLRQDO PRQHWDU\ SROLF\ ZKHUH WKH UHWXUQ RQ VHWWOHPHQW FDVK LV ]HUR DQG WKH

GLVFRXQW UDWH LV RFFDVLRQDOO\ DGMXVWHG WR EULQJ LW LQWR OLQH ZLWK PRYHPHQWV LQ PDUNHW UDWHV�
��*LYHQ WKDW WKH PRQHWDU\ DXWKRULW\ DXWRPDWLFDOO\ UHDFWV WR DQ\ FKDQJH LQ GHPDQG IRU PRQH\ IURP

KRXVHKROGV E\ FRQGXFWLQJ RSHQ PDUNHW RSHUDWLRQV WR RmVHW DQ\ oRZV EHWZHHQ KRXVHKROGV DQG EDQNV� WKLV

FRQGLWLRQ ZLOO DOVR HQVXUH WKH PRQH\ PDUNHW LV LQ HTXLOLEULXP DW DOO WLPHV�

��



ZKHUH � LV VRPH FRQVWDQW� ,Q SUDFWLFH� WKH UXOH WKH 5%1= IROORZV LV WR WU\ WR DFKLHYH D

IRUHFDVW HUURU RI �� PLOOLRQ GROODUV RU OHVV� LQ IRXU GD\V RXW RI nYH� 1RWH WKDW WKLV UXOH LV

LQGHHG H[SUHVVHG LQ QRPLQDO WHUPV� 7KH VHFRQG FRPSRQHQW WR WKH DXWRPDWLF PHFKDQLVP

LV WR SD\ LQWHUHVW RQ VHWWOHPHQW FDVK DQG FKDUJH D GLVFRXQW UDWH ZKLFK ERWK PRYH DXWR�

PDWLFDOO\ ZLWK PDUNHW UDWHV� 7KLV LV DFKLHYHG E\ VHWWLQJ 56&
W DQG 5'

W PHFKDQLFDOO\� XVLQJ

WKH UXOH

56&
W  

��

��
5W�W�� �

�

��
5W�W��� b |6& � ���

5'
W  

��b ~

��
5W�W�� �

~ b �

��
5W�W��� � ~|' � �~ b ��|2� ����

ZKHUH |6& LV WKH SHQDOW\ PDUJLQ RQ VHWWOHPHQW FDVK��� |' LV WKH GLVFRXQW PDUJLQ RQ

GLVFRXQWLQJ 5HVHUYH %DQN ELOOV� |2 LV WKH DGGLWLRQDO FRVW RI UHSXUFKDVLQJ WKH GLVFRXQWHG

5HVHUYH %DQN ELOOV WKH IROORZLQJ GD\��� DQG ~ LV WKH DYHUDJH PDWXULW\ RI WKH 5HVHUYH %DQN

ELOOV GLVFRXQWHG���

6XEVWLWXWLQJ ���� ���� DQG ���� LQWR ���� ZH JHW

) �b1GeW b 6e�  
�

��
�5W b5W�W���� � |6&

�b~
��
�5W b5W�W���� � ~|' � �~ b ��|2 � |6&

�

3URYLGHG WKH 5%1= NHHSV SROLF\ LQVWUXPHQWV FRQVWDQW DW OHYHOV VDWLVI\LQJ

) �b6e�  
|6&

~|' � �~ b ��|2 � |6&
� ����

WKH HTXLOLEULXP GeW  � KROGV ZKHQHYHU 5W  5W�W���� 7KLV VXJJHVWV WKDW� GHVSLWH WKH OHYHO

RI LQWHUHVW UDWHV YDU\LQJ VXEVWDQWLDOO\ RYHU WLPH� D EDQN KDV QR LQFHQWLYH WR ERUURZ LQ WKH

LQWHU�EDQN PDUNHW WR KROG DGGLWLRQDO VHWWOHPHQW FDVK RU OHQG LQ WKH LQWHU�EDQN PDUNHW WR

UHGXFH LWV KROGLQJV RI VHWWOHPHQW FDVK� ,Q WKLV VHQVH� WKH FRQGLWLRQ ���� SLQV GRZQ WKH

FRPELQDWLRQV RI VHWWOHPHQW FDVK WDUJHW �6e�� WKH GLVWULEXWLRQ RI IRUHFDVW HUURUV �) �� WKH

YDOXH RI ~ DQG WKH GLVFRXQW DQG SHQDOW\ PDUJLQV� |' DQG |6& � ZKLFK DUH FRQVLVWHQW ZLWK

PDUNHW�LPSOHPHQWHG PRQHWDU\ SROLF\� 3URYLGHG WKH FHQWUDO EDQN VHWV WKHVH SDUDPHWHUV

��7KH UDWH SDLG RQ D EDQN
V VHWWOHPHQW FDVK KROGLQJV LV FXUUHQWO\ ��� EDVLV SRLQWV EHORZ WKH VHYHQ�GD\

FDVK UDWH� 7KH VHYHQ�GD\ UDWH LV FDOFXODWHG DV D VLPSOH ZHLJKWHG DYHUDJH RI WKH PDUNHW RQH�GD\ DQG WKLUW\�

GD\ UDWHV� 7KH ��� EDVLV SRLQW SHQDOW\ PDUJLQ RQ VHWWOHPHQW FDVK KDV QRW EHHQ XVHG WR DOWHU LQWHUHVW UDWHV

LQ SUDFWLFH� 7KH RQO\ FKDQJH LQ PDUJLQV GXULQJ RXU VWXG\ SHULRG WRRN SODFH ZKHQ WKH SHQDOW\ PDUJLQ

RQ VHWWOHPHQW FDVK ZDV FKDQJHG IRU WHFKQLFDO UHDVRQV RQ 'HFHPEHU ��WK� ���� �ZH H[SODLQ VXFK WHFKQLFDO

FKDQJHV EHORZ��
��:KHQHYHU 5HVHUYH %DQN ELOOV DUH GLVFRXQWHG� WKH\ DUH RmHUHG EDFN WR WKH PDUNHW WKH IROORZLQJ GD\�
��5HVHUYH %DQN ELOOV �ELOOV RI �� GD\V PDWXULW\� LVVXHG E\ WKH 5%1= LQ WZLFH�ZHHNO\ WHQGHUV HDFK RI ��

PLOOLRQ GROODUV� FDQ EH GLVFRXQWHG EDFN WR WKH 5%1= IRU VHWWOHPHQW FDVK LI WKH\ KDYH �� RU IHZHU GD\V

UHPDLQLQJ WR PDWXULW\� +RZHYHU� 5HVHUYH %DQN ELOOV DUH GLVFRXQWHG DW D UDWH DERYH WKH PDUNHW \LHOG IRU

HTXLYDOHQW PDWXULW\ VKRUW�WHUP VHFXULWLHV �FDOFXODWHG DV D ZHLJKWHG DYHUDJH RI WKH RQH�GD\ DQG WKLUW\�GD\

PDUNHW UDWHV�� 7KH GLmHUHQFH EHWZHHQ WKH GLVFRXQW UDWH DQG WKH PDUNHW UDWH� FDOOHG WKH GLVFRXQW PDUJLQ

DQG FXUUHQWO\ HTXDO WR �� EDVLV SRLQWV� DSSOLHV WR WKH HQWLUH WHUP RI WKH ELOO GLVFRXQWHG� 'LVFRXQWLQJ LV

WKXV DQ H[SHQVLYH ZD\ IRU EDQNV WR UDLVH VHWWOHPHQW FDVK� 7KH GLVFRXQW PDUJLQ LV VHOGRP FKDQJHG� (DFK

RI WKH IRXU FKDQJHV LQ WKH QHDUO\ QLQH \HDU SHULRG ZH VWXG\ FRUUHVSRQGV WR D VLPXOWDQHRXV FKDQJH LQ WKH

WDUJHW IRU VHWWOHPHQW FDVK EDODQFHV�

��



FRUUHFWO\� LW FDQ KROG WKHP FRQVWDQW RYHU WLPH��� 8QOLNH WKH VLPSOH PHFKDQLVP GHVFULEHG

DERYH� WKH 1HZ =HDODQG PHFKDQLVP WR HQVXUH PRQH\ PDUNHW HTXLOLEULXP UHTXLUHV WKH \LHOG

FXUYH WR EH oDW DW WKH YHU\ VKRUW HQG RI WKH FXUYH� ,Q $SSHQGL[ & ZH VKRZ WKDW WKLV LV

QRW QHHGHG� SURYLGHG WKHUH DUH VRPH VPDOO WUDQVDFWLRQ FRVWV LQ OHQGLQJ RU ERUURZLQJ LQ

WKH LQWHU�EDQN PDUNHW�

$Q\ FKDQJH LQ WKH GHPDQG IRU PRQH\ E\ KRXVHKROGV LV DXWRPDWLFDOO\ PHW ZLWK D

FKDQJH LQ WKH VXSSO\ RI PRQH\� WKURXJK RSHQ PDUNHW RSHUDWLRQV RmVHWWLQJ oRZV EHWZHHQ

KRXVHKROGV DQG EDQNV� 7KH PRQHWDU\ EDVH� FXUUHQF\ SOXV VHWWOHPHQW FDVK� ZLOO WKHUHIRUH

HTXDO

3W<WH
bt5W � 6

e

�

$SDUW IURP WKH DGGLWLRQDO FRQVWDQW WHUP 6e� WKLV LV LGHQWLFDO WR WKH PRQHWDU\ EDVH LQ WKH

VLPSOH PHFKDQLVP GLVFXVVHG DERYH� 7KLV LPSOLHV WKDW� SURYLGHG WKH VHWWOHPHQW FDVK WDUJHW

6e LV VPDOO UHODWLYH WR KRXVHKROGV
 FXUUHQF\ KROGLQJV� DV LW LV LQ 1HZ =HDODQG� WKH LPSOLHG

JURZWK UDWH RI WKH PRQHWDU\ EDVH LV �DSSUR[LPDWHO\� WKH VDPH DV EHIRUH� )RU WKH PDFUR

PRGHO ZH XVHG SUHYLRXVO\� WKLV LV JLYHQ E\ HTXDWLRQ ���� LQ $SSHQGL[ $�

:LWK VXFK D PHFKDQLVP LQ SODFH� WRJHWKHU ZLWK D FUHGLEOH WKUHDW� LW LV SRVVLEOH IRU

WKH FHQWUDO EDQN WR RYHUVHH ODUJH FKDQJHV LQ LQWHUHVW UDWHV ZLWKRXW UHVRUWLQJ WR IRUPDO

SROLF\ FKDQJHV� )LJXUH � GLVSOD\V WKH QRPLQDO WKUHH�PRQWK LQWHUHVW UDWH LQ 1HZ =HDODQG

�PHDVXUHG DV WKH TXDUWHUO\ DYHUDJH� DQG WKH XQGHUO\LQJ LQoDWLRQ UDWH�� �PHDVXUHG DV DQ

DQQXDO SHUFHQWDJH FKDQJH� IURP 0DUFK ���� WR 6HSWHPEHU ����� 'HVSLWH WKH ODFN RI IRUPDO

SROLF\ FKDQJHV WKHUH ZDV D SHULRG RI PRVWO\ IDOOLQJ LQWHUHVW UDWHV IURP HDUO\ ���� WR HDUO\

����� D VXEVHTXHQW SHULRG RI LQWHUHVW UDWH nUPLQJ WLOO PLG����� DQG D UHYHUVDO ZLWK IDOOLQJ

LQWHUHVW UDWHV WLOO WKH HQG RI RXU VDPSOH LQ �����

� 2SHQ 0RXWK 2SHUDWLRQV

:H KDYH VKRZQ DERYH WKDW LI WKH FHQWUDO EDQN PDNHV D FUHGLEOH WKUHDW WR ODXQFK LPPHGLDWH

RSHQ PDUNHW RSHUDWLRQV� PDUNHWV ZLOO GHOLYHU WKH 7 �GD\ LQWHUHVW UDWH HTXDO WR WKH FHQWUDO

EDQN
V SUHIHUUHG OHYHO� ,Q SURYLQJ WKLV UHVXOW ZH DVVXPHG WKDW WKH SURFHVV JHQHUDWLQJ WKH

FHQWUDO EDQN
V SUHIHUUHG OHYHO RI WKH LQWHUHVW UDWH ZDV SXEOLF NQRZOHGJH� :H QRZ UHOD[ WKLV

DVVXPSWLRQ E\ DOORZLQJ WKH SRVVLELOLW\ WKDW WKLV SURFHVV LV QRW HQWLUHO\ SXEOLF NQRZOHGJH�

��:LWK D SRVLWLYH UDWH RI LQoDWLRQ DQG RXWSXW JURZWK� ��� LPSOLHV WKH PRQHWDU\ DXWKRULWLHV IRUHFDVWLQJ

HmRUW PXVW EH FRQWLQXDOO\ LPSURYLQJ� ,Q WKH FDVH RI LQoDWLRQ� WKLV ORZHUV WKH UHDO GHPDQG IRU VHWWOHPHQW

FDVK WR PDWFK WKH GHFOLQH LQ UHDO VHWWOHPHQW EDODQFHV �6e 3W�� %HFDXVH WKLV LPSURYHPHQW LQ IRUHFDVWLQJ PD\

QRW EH SRVVLEOH EH\RQG VRPH SRLQW� WKH %DQN PD\ EH IRUFHG SHULRGLFDOO\ WR DGMXVW VRPH RU DOO RI LWV SROLF\

LQVWUXPHQW LQ D RQH�Rm PHDVXUH WR ORZHU WKH OHYHO RI DFFXUDF\ UHTXLUHG LQ LWV IRUHFDVWV� DQG WKXV DOORZ WKH

QRPLQDO GLVWULEXWLRQ RI IRUHFDVW HUURUV WR UHPDLQ FRQVWDQW� 7KHVH RQH�Rm FKDQJHV KDYH WKH LQWHUSUHWDWLRQ

RI WHFKQLFDO DGMXVWPHQWV LQ SROLF\ LQVWUXPHQWV� 7KH\ LPSO\ QR FKDQJH LQ WKH VWDQFH RI PRQHWDU\ SROLF\�

7KLV LV FRQVLVWHQW ZLWK WKH FRPPHQWDU\ VXUURXQGLQJ WKH WZR WHFKQLFDO FKDQJHV ZKLFK RFFXUUHG GXULQJ RXU

VDPSOH SHULRG�
��7KH PHDVXUHG XQGHUO\LQJ LQoDWLRQ UDWH LV WKH PHDVXUH RI LQoDWLRQ WKDW WKH 5%1= ZDV WDUJHWLQJ RYHU

WKLV SHULRG� 8QOLNH 1HZ =HDODQG
V KHDGOLQH FRQVXPHU SULFH LQoDWLRQ UDWH� LW H[FOXGHV PRUWJDJH LQWHUHVW

FKDUJHV�

��



)LJXUH �� 7KH WKUHH�PRQWK LQWHUHVW UDWH DQG LQoDWLRQ �-DQXDU\ ���� ^ 'HFHPEHU �����
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8QGHUO\LQJ LQoDWLRQ UDWH

0RUH SUHFLVHO\� ZH DVVXPH WKDW WKH FHQWUDO EDQN
V SUHIHUUHG OHYHO RI WKH 7 �GD\ UDWH DW

WLPH W LV

AUW�W�7  sW � zW�

ZKHUH WKH UHDOL]DWLRQ RI sW LV SXEOLF NQRZOHGJH DW WLPH W DQG WKH UHDOL]DWLRQ RI zW LV NQRZQ

RQO\ WR WKH FHQWUDO EDQN� zW FDQ EH WKRXJKW RI DV SULYDWH LQIRUPDWLRQ RI VKRFNV WR LQoDWLRQ

RU LQoDWLRQ SUHVVXUHV� $QRWKHU LQWHUSUHWDWLRQ LV WKDW zW UHSUHVHQWV WKH RXWFRPH RI FHQWUDO

EDQN IRUHFDVWLQJ DQG PRGHOLQJ HmRUWV� DQG KHQFH WKH FHQWUDO EDQN
V SULYDWH YLHZ RI WKH

DSSURSULDWH PRQHWDU\ FRQGLWLRQV� 8QOHVV WKH FHQWUDO EDQN UHOHDVHV WKLV WR WKH SXEOLF� LW

UHPDLQV DV SULYDWH LQIRUPDWLRQ�

:H KDYH DUJXHG WKDW WKH SULYDWH VHFWRU ZLOO GHOLYHU D 7 �GD\ UDWH HTXDO WR LWV SUHGLFWLRQ

RI WKH FHQWUDO EDQN
V SUHIHUUHG OHYHO� 7KDW LV� WKH PDUNHW 7 �GD\ UDWH DW WLPH W ZLOO HTXDO

UW�W�7  (36
W >AUW�W�7 @  sW �(36

W >zW@  AUW�W�7 � �(
36
W >zW@b zW��

ZKHUH (36
W GHQRWHV H[SHFWDWLRQV FRQGLWLRQDO RQ WKH SULYDWH VHFWRU
V LQIRUPDWLRQ DW WLPH

W� 7KLV ZLOO RQO\ HTXDO WKH FHQWUDO EDQN
V DFWXDO SUHIHUUHG OHYHO LI (36
W >zW@  zW� 7KH

VLPSOHVW ZD\ WR HQVXUH LWV JRDO LV PHW LV IRU WKH FHQWUDO EDQN WR DQQRXQFH WKH YDOXH RI

AUW�W�7 �RU zW� DW DOO WLPHV W� ,I WKLV PRGHO LV FRUUHFW� ZH ZRXOG H[SHFW WR VHH D FRQWLQXDO

VWUHDP RI FHQWUDO EDQN DQQRXQFHPHQWV� +RZHYHU� ZH REVHUYH FHQWUDO EDQN DQQRXQFHPHQWV

DW GLVFUHWH� XQSUHGLFWDEOH LQWHUYDOV� :H FDQ H[SODLQ WKLV SKHQRPHQRQ LI FHQWUDO EDQN

DQQRXQFHPHQWV DUH FRVWO\�

6XSSRVH SULYDWH VHFWRU DQG FHQWUDO EDQN YLHZV UHJDUGLQJ DSSURSULDWH PRQHWDU\ FRQGL�

WLRQV GLmHU� ,I WKH FHQWUDO EDQN DQQRXQFHV LWV YLHZ� HLWKHU WKURXJK D VWDWHPHQW RU D IRUPDO

SROLF\ FKDQJH� DQG WKLV YLHZ LV VXEVHTXHQWO\ IRXQG WR EH LQIHULRU WR WKH SULYDWH VHFWRU
V� WKH

UHSXWDWLRQ RI WKH FHQWUDO EDQN ZLOO VXmHU� 7KLV ULVN RI GDPDJLQJ LWV UHSXWDWLRQ GLVFRXUDJHV

WKH FHQWUDO EDQN IURP PDNLQJ DQQRXQFHPHQWV� ,W LV RQH PRWLYDWLRQ IRU RXU DVVXPSWLRQ

WKDW HDFK WLPH WKH FHQWUDO EDQN PDNHV DQ DQQRXQFHPHQW LW LQFXUV D VPDOO FRVW F� 7KH

PDJQLWXGH RI WKH FRVW LV LQGHSHQGHQW RI WKH FRQWHQW RI WKH DQQRXQFHPHQW� :H DVVXPH WKH

FHQWUDO EDQN KDV D oRZ FRVW IXQFWLRQ �UW�W�7 b AUW�W�7 �
�� ZKHQ WKH 7 �GD\ UDWH GHYLDWHV IURP

LWV WDUJHW� H[SHFWHG LQoDWLRQ ZLOO GHYLDWH IURP LWV SUHIHUUHG OHYHO DQG WKH FHQWUDO EDQN
V

LQoDWLRQ REMHFWLYH ZLOO QRW EH PHW� /DUJH GHYLDWLRQV LQ 7 �GD\ UDWHV �DQG LQ H[SHFWHG

��



LQoDWLRQ UDWHV� DUH GLVSURSRUWLRQDWHO\ PRUH FRVWO\ WKDQ VPDOO GHYLDWLRQV� PRWLYDWLQJ RXU

FKRLFH RI D TXDGUDWLF FRVW IXQFWLRQ� :H FRQWLQXH WR VXSSRVH WKH FHQWUDO EDQN
V WKUHDW LV

FUHGLEOH� 7KDW LV� ZH VXSSRVH PDUNHWV EHOLHYH WKH FHQWUDO EDQN ZLOO FDUU\ RXW LWV WKUHDW WR

ODXQFK RSHQ PDUNHW RSHUDWLRQV DV VRRQ DV UW�W�7 � (36
W >AUW�W�7 @� 7KH PDUNHW ZLOO UHVSRQG

E\ GHOLYHULQJ WKH 7 �GD\ UDWH (36
W >AUW�W�7 @ DW DOO WLPHV W� ,Q WKLV FDVH� WKH oRZ FRVW DW WLPH

W LV

�UW�W�7 b AUW�W�7 �
�  �(36

W >zW@b zW�
��

7KH FHQWUDO EDQN WKHUHIRUH FKRRVHV WKH WLPLQJ RI LWV DQQRXQFHPHQWV� DQG WKH LQIRUPDWLRQ

UHOHDVHG� LQ RUGHU WR PLQLPL]H LWV WRWDO FRVW��

(

�=
�

�

Hb�W�(36
W >zW@b zW�

�GW� 39�DQQRXQFHPHQW FRVWV�

w
�

ZKHUH � LV WKH UDWH DW ZKLFK IXWXUH oRZ FRVWV DUH GLVFRXQWHG DQG 39 UHSUHVHQWV WKH SUHVHQW

YDOXH RI DQQRXQFHPHQW FRVWV�

%HFDXVH RI WKH OXPS�VXP QDWXUH RI DQQRXQFHPHQW FRVWV� WKH FHQWUDO EDQN ZLOO QRW

ERWKHU FRUUHFWLQJ VPDOO GHYLDWLRQV EHWZHHQ WKH PDUNHW 7 �GD\ UDWH DQG LWV SUHIHUUHG OHYHO�

,QVWHDG� WKH FHQWUDO EDQN ZLOO ZDLW XQWLO WKH GHYLDWLRQ UHDFKHV D FULWLFDOO\ ODUJH OHYHO EHIRUH

UHOHDVLQJ DQ\ SULYDWH LQIRUPDWLRQ� 6LQFH WKH FRVW LQFXUUHG GRHV QRW GHSHQG RQ WKH DFWXDO

LQIRUPDWLRQ UHOHDVHG� WKH FHQWUDO EDQN ZLOO PD[LPL]H WKH EHQHnW LW UHFHLYHV IURP PDNLQJ

WKH DQQRXQFHPHQW E\ UHOHDVLQJ DOO LWV SULYDWH LQIRUPDWLRQ� UHVHWWLQJ WKH SUHGLFWLRQ HUURU

(36
W >zW@b zW WR ]HUR�

6XSSRVH� IRU LQVWDQFH� WKDW WKH FHQWUDO EDQN
V SULYDWH LQIRUPDWLRQ IROORZV D %URZQLDQ

PRWLRQ ZLWKRXW GULIW�

GzW  }G]W�

ZKHUH G]W LV WKH LQFUHPHQW RI D VWDQGDUG :LHQHU SURFHVV� 7KHQ WKH SUHGLFWLRQ HUURU DOVR

IROORZV D %URZQLDQ PRWLRQ ZLWKRXW GULIW�

G�(36
W >zW@b zW�  b}G]W�

+RZHYHU� E\ PDNLQJ DQ DQQRXQFHPHQW WKH FHQWUDO EDQN FDQ UHVHW (36
W >zW@b zW WR DQ\ OHYHO

LW FKRRVHV� 7KLV LV DQ H[DPSOH RI D WZR�VLGHG �6� V� PRGHO� DV LQWURGXFHG E\ 6FDUI �������

%HFDXVH� LQ WKH DEVHQFH RI FHQWUDO EDQN DQQRXQFHPHQWV� WKH GLVWULEXWLRQ RI WKH SUHGLFWLRQ

HUURU LV V\PPHWULF DERXW ]HUR� WKH RSWLPDO DQQRXQFHPHQW SROLF\ LV WR UHVHW WKH SUHGLFWLRQ

HUURU WR ]HUR ZKHQHYHU LW PRYHV RXWVLGH D V\PPHWULF EDQG DERXW ]HUR� 0RUH SUHFLVHO\�

WKH LQVWDQW (36
W >zW@ b zW PRYHV RXWVLGH WKH LQWHUYDO >bc

e�ce@� WKH FHQWUDO EDQN VKRXOG

UHYHDO DOO LWV SULYDWH LQIRUPDWLRQ� 1RWLFH WKDW WKLV FRQGLWLRQ LV VDWLVnHG SUHFLVHO\ ZKHQ WKH

PDUNHW GHOLYHUV D 7 �GD\ UDWH ZKLFK GHYLDWHV IURP WKH WDUJHW OHYHO E\ ce� 'L[LW ������ KDV

VKRZQ WKDW WKH RSWLPDO EDQG LV GHnQHG LPSOLFLWO\ E\
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)RU PDWKHPDWLFDO FRQYLHQFH ZH VZLWFK WR XVLQJ D FRQWLQXRXV WLPH VSHFLnFDWLRQ LQ WKLV VHFWLRQ�
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ZKHUH m  
S
�� }� 6LQFH ZH KDYH DVVXPHG DQQRXQFHPHQW FRVWV DUH VPDOO UHODWLYH WR WKH

oRZ FRVWV RI LQWHUHVW UDWH GHYLDWLRQV� ZH FDQ XVH 'L[LW
V DSSUR[LPDWLRQ ce { ��F}��� ��
1RWH WKDW WKH ZLGWK RI WKH EDQG RI DFFHSWDEOH OHYHOV RI WKH 7 �GD\ UDWH LV DQ LQFUHDVLQJ

IXQFWLRQ RI ERWK WKH FRVW RI PDNLQJ DQ DQQRXQFHPHQW DQG WKH YRODWLOLW\ RI WKH FHQWUDO

EDQN
V SULYDWH LQIRUPDWLRQ� ,I WKH FXUUHQW SUHGLFWLRQ HUURU LV (36
W >zW@ b zW� WKH H[SHFWHG

WLPH XQWLO WKH QH[W DQQRXQFHPHQW LV DSSUR[LPDWHO\

S
�F

}
b �(

36
W >zW@b zW�

�

}�
�

DV VKRZQ E\ 'L[LW ������ 6HFWLRQ ����� 2Q DYHUDJH� WKH WLPH EHWZHHQ DQQRXQFHPHQWV LVS
�F }� ,I DQQRXQFHPHQW FRVWV DUH KLJK� FHQWUDO EDQN DQQRXQFHPHQWV ZLOO EH UHODWLYHO\

UDUH� LI WKH FHQWUDO EDQN
V SULYDWH LQIRUPDWLRQ LV KLJKO\ YRODWLOH� DQQRXQFHPHQWV ZLOO EH

IUHTXHQW�

:H KDYH DUJXHG WKDW PDUNHW UDWHV LQFRUSRUDWH DOO SXEOLFO\ DYDLODEOH LQIRUPDWLRQ ZKHQ

FHQWUDO EDQN DFWLRQ LV WKUHDWHQHG� 6LQFH FHQWUDO EDQN DQRXQFHPHQWV UHOHDVH QHZ LQIRUPD�

WLRQ� HDFK DQQRXQFHPHQW VKRXOG OHDG WR D GLVFUHWH MXPS LQ WKH OHYHO RI LQWHUHVW UDWHV� 7KH

FKDQJHV LQ PDUNHW UDWHV VKRXOG QRW EH SUHGLFWDEOH XVLQJ SXEOLFO\ DYDLODEOH LQIRUPDWLRQ _

LI WKH UHOHDVHG LQIRUPDWLRQ FRXOG EH DQWLFLSDWHG� WKHUH ZRXOG EH QR QHHG IRU WKH FHQWUDO

EDQN WR PDNH D FRVWO\ DQQRXQFHPHQW� :H WHVW WKLV LPSOLFDWLRQ LQ 6HFWLRQ ��

2XU PRGHO RI RSHQ PRXWK RSHUDWLRQV DOVR VXJJHVWV WKDW WKH PRUH YRODWLOH LV WKH FHQWUDO

EDQN
V SULYDWH LQIRUPDWLRQ� WKH PRUH DQQRXQFHPHQWV DUH QHFHVVDU\� 7R PLQLPL]H WKH

QHHG IRU VXFK DQQRXQFHPHQWV� ZKLFK ZH FRQVLGHU WR EH FRVWO\� WKH FHQWUDO EDQN VKRXOG

EH DV WUDQVSDUHQW DV SRVVLEOH� ,Q 1HZ =HDODQG� WKH 5%1= DFKLHYHV WKLV WKURXJK WKH

XVH RI DQ H[SOLFLW PRQHWDU\ FRQGLWLRQV LQGH[� DV ZHOO DV WKH GHWDLOHG DQG WLPHO\ UHOHDVHV

RI LQoDWLRQ SURMHFWLRQV DQG WKH DVVXPSWLRQV XQGHUO\LQJ WKHVH SURMHFWLRQV� 'HVSLWH WKH

5%1=
V WUDQVSDUHQW DSSURDFK� RSHQ PRXWK RSHUDWLRQV DUH VRPHWLPHV QHHGHG� $ QRUPDO

UHVSRQVH LV DQ RpFLDO FRPPHQW IURP D VHQLRU %DQN RpFLDO RU WKH *RYHUQRU� EURDGFDVW WR

WKH nQDQFLDO PDUNHWV RYHU WKH HOHFWURQLF ZLUH VHUYLFHV� RU D IRUPDO QHZV UHOHDVH E\ WKH

*RYHUQRU� ,Q WKH SDVW� WKH 5%1= KDV XVHG WKH VWUXFWXUH RI RSHQ PDUNHW RSHUDWLRQV� DV

ZHOO DV VWDWHPHQWV� WR VLJQDO WKH VWUHQJWK RI LWV YLHZV� 7\SLFDOO\� WKLV LQYROYHG D GHFLVLRQ

QRW WR UHVHOO GLVFRXQWHG 5HVHUYH %DQN ELOOV WR WKH PDUNHW� D GHFLVLRQ WR UHMHFW VRPH ELGV

IRU WUHDVXU\ ELOOV RmHUHG WR WKH PDUNHW� RU WR LQMHFW IXQGV RQO\ E\ SXUFKDVLQJ D VHFXULW\

RXWULJKW UDWKHU WKDQ WKURXJK UHSXUFKDVH DUUDQJHPHQWV� +RZHYHU� WKH OLTXLGLW\ LPSDFW RI

VXFK PRYHV ZDV QHJOLJLEOH� ,Q WKH ZRUGV RI WKH 5HVHUYH %DQN �+X[IRUG DQG 5HGGHOO� ������

?7\SLFDOO\� LW ZDV QRW WKH GLUHFW nQDQFLDO LPSDFW RI WKH GHFLVLRQ FRQFHUQHG WKDW PDWWHUHG�

EXW UDWKHU WKH LPSOLHG VLJQDO RI FHQWUDO EDQN GLVTXLHW�� 7KH XVH RI VXFK IRUPDO VLJQDOOLQJ

ZDV GLVFRQWLQXHG E\ ������� :H ZLOO VWXG\ WKH LPSDFW RI VWDWHPHQWV ZLWK DQG ZLWKRXW WKH

XVH RI IRUPDO VLJQDOOLQJ�

��$V %RULR ������ SRLQWV RXW� VXFK VLJQDOOLQJ LV VWLOO IUHTXHQWO\ XVHG E\ FHQWUDO EDQNV LQ RWKHU FRXQWULHV�

��



� 'DWD

2XU VDPSOH SHULRG LV -DQXDU\ �VW� ���� WKURXJK 6HSWHPEHU ��WK� ����� :H FKRVH WR VWDUW

RXU VDPSOH LQ ���� VLQFH WKLV LV WKH \HDU WKH 5HVHUYH %DQN $FW ZDV LQWURGXFHG� XQGHU

ZKLFK WKH %DQN ZDV PDQGDWHG WR WDUJHW ?SULFH VWDELOLW\�� 7KH PHWKRGV RI LPSOHPHQWLQJ

PRQHWDU\ SROLF\ HYROYHG WKURXJKRXW WKH ODWH ����V DQG HDUO\ ����V� VR LQ WKLV VHQVH WKH

VWDUW GDWH LV VRPHZKDW DUELWDU\� $OO nQDQFLDO GDWD ZDV REWDLQHG IURP WKH 5%1=� )RU VKRUW

PDWXULWLHV ZH XVHG EDQN ELOO UDWHV UDWKHU WKDQ 7�ELOO UDWHV� VLQFH ZH FRXOG QRW REWDLQ GDLO\

GDWD RQ 7�ELOO UDWHV XQWLO )HEUXDU\ ����� 7KHUH DUH WKUHH UHDVRQV ZK\ ZH WKLQN WKLV LV QRW

D SUREOHP� )LUVWO\� WKHVH DUH WKH UDWHV WKH 5%1= UHIHUV WR LQ LWV VWDWHPHQWV� )XUWKHUPRUH�

WKH PDUNHW IRU EDQN ELOOV LV PXFK PRUH OLTXLG WKDQ WKH PDUNHW IRU 7�ELOOV� )LQDOO\� EDQN

ELOO UDWHV FRPPDQG D SUHPLXP RI DURXQG �� EDVLV SRLQWV RYHU 7�ELOO UDWHV DQG WKLV ORZ

SUHPLXP LV TXLWH VWDEOH RYHU WLPH� UHoHFWLQJ WKH FRQVLVWHQWO\ KLJK FUHGLW UDWLQJ RI WKH

EDQNV WKDW LVVXH WKHVH ELOOV��� %DQN ELOOV DUH GLVFRXQW LQVWUXPHQWV ZKLFK SD\ QR FRXSRQ�

)RU WKH ZKROH VDPSOH� ZH REWDLQHG WKH RYHUQLJKW FDVK UDWH �5�'�� WKH RQH�PRQWK EDQN

ELOO UDWH �5�0�� WKH WKUHH�PRQWK EDQN ELOO UDWH �5�0�� WKH nYH�\HDU JRYHUQPHQW ERQG

\LHOG �5�< � DQG WKH WUDGH�ZHLJKWHG LQGH[ �7:,�� ZKLFK PHDVXUHV WKH IRUHLJQ YDOXH RI

WKH 1HZ =HDODQG GROODU EDVHG RQ D EDVNHW RI 1HZ =HDODQG
V nYH ODUJHVW WUDGLQJ SDUWQHUV�

:H GHnQH WKH PRQHWDU\ FRQGLWLRQV LQGH[ WR EH 0&,  5�0 ��� OQ�7:,�� EDVHG RQ WKH

5%1=
V UXOH WKDW D WZR SHUFHQW DSSUHFLDWLRQ LQ 7:, LV HTXLYDOHQW WR D ��� EDVLV SRLQW

LQFUHDVH LQ 5�0 � 7KHUH ZHUH ���� REVHUYDWLRQV OHIW RQ HDFK YDULDEOH DIWHU GHOHWLQJ PLVVLQJ

REVHUYDWLRQV IRU ZHHNHQGV DQG KROLGD\V� $OO UDWHV DUH PHDVXUHG GDLO\ DW ��DP��� 'DLO\

VHWWOHPHQW FDVK IRUHFDVW HUURUV RI WKH 5%1=� GHQRWHG )(� ZHUH DOVR REWDLQHG IURP WKH

5%1= IRU WKH VDPH SHULRG�

7R FRQVWUXFW WKH GXPP\ YDULDEOH $11281&( IRU RSHQ PRXWK RSHUDWLRQV� ZH RE�

WDLQHG DOO DUWLFOHV IURP 5HXWHUV ZKLFK FRQWDLQHG WKH ZRUGV ?5HVHUYH %DQN� DQG HLWKHU

?0RQHWDU\� RU ?%UDVK���� :H XVHG VHYHUDO DOWHUQDWLYH VHDUFK VWULQJV� LQFOXGLQJ WKH QDPHV

RI RWKHU 5%1= RpFLDOV� WR FURVV�FKHFN WKHVH ZHUH DSSURSULDWH VHDUFK LWHPV� 8VLQJ WKHVH

ZH ZHUH RQO\ DEOH WR LGHQWLI\ D IHZ DGGLWLRQDO VWDWHPHQWV ZKLFK ZH LQ WXUQ DGGHG� ,Q

DGGLWLRQ� WKH DUWLFOHV ZHUH FURVV�FKHFNHG ZLWK WKH FKURQRORJ\ RI HYHQWV FRQWDLQHG ZLWKLQ

WKH WKUHH PDMRU 5%1= SXEOLFDWLRQV _ 0RQHWDU\ 3ROLF\ 6WDWHPHQW� (FRQRPLF 3URMHFWLRQV

DQG 5HVHUYH %DQN %XOOHWLQ� 1R QHZ DUWLFOHV ZHUH IRXQG IURP WKHVH VRXUFHV� 8VLQJ DOO

WKH DUWLFOHV IRXQG ZH GHOHWHG DUWLFOHV ZKLFK GLG QRW FRQWDLQ UHIHUHQFHV WR PRQHWDU\ FRQGL�

WLRQV� RU ZKHUH WKH FRPPHQWV PDGH ZHUH MXGJHG WR EH QHXWUDO RU DPELJXRXV ZLWK UHJDUG

WR PRQHWDU\ FRQGLWLRQV� RU ZKHUH IRUPDO SROLF\ LQVWUXPHQWV ZHUH FKDQJHG �IRU H[DPSOH�

FKDQJLQJ WKH VHWWOHPHQW FDVK WDUJHW�� 7KH UHPDLQLQJ DUWLFOHV ZHUH WULPPHG WR KLJKOLJKW

WKH UHOHYDQW 5%1= VWDWHPHQWV� 7KHVH REVHUYDWLRQV DUH FRGHG 67$7(0(17  �� DV

��)RU LQVWDQFH� XVLQJ DYDLODEOH ���� GDLO\ GDWD� WKH DYHUDJH SUHPLXP RQ 5�0 LV ����� EDVLV SRLQWV �ZLWK

D VWDQGDUG GHYLDWLRQ RI ���� EDVLV SRLQWV� DQG RQ 5�0 LV ����� EDVLV SRLQWV �ZLWK D VWDQGDUG GHYLDWLRQ RI

���� EDVLV SRLQWV��
��:H DOVR REWDLQHG KRXUO\ GDWD IRU 5�'� 5�0 � 5�0 � 5�< � DQG 7:,� IURP $XJXVW ��QG� ���� WR

6HSWHPEHU ��WK� �����
��'RQDOG %UDVK ZDV WKH JRYHUQRU RI WKH 5%1= WKURXJKRXW WKH SHULRG� $ ODUJH QXPEHU RI WKH VWDWHPHQWV

ZHUH PDGH E\ KLP�

��



RSSRVHG WR DOO RWKHU REVHUYDWLRQV ZKLFK DUH FRGHG 67$7(0(17  ����

(DFK VWDWHPHQW LV WKHQ FRGHG DFFRUGLQJ WR WKH GXPP\ YDULDEOHV 7,*+7(1 � 6,*1$/

DQG 68535,6(� 7KHVH DUH GHnQHG DV ]HUR H[FHSW DV IROORZV�

q 7,*+7(1  � LI WKH VWDWHPHQW VXJJHVWV D GHVLUH RI WKH 5%1= WR KDYH WLJKWHU

PRQHWDU\ FRQGLWLRQV� 7,*+7(1  b� LI WKH VWDWHPHQW VXJJHVWV D GHVLUH RI WKH

5%1= WR KDYH ORRVHU PRQHWDU\ FRQGLWLRQV�

q 6,*1$/  � LI WKH VWDWHPHQW LV DFFRPSDQLHG E\ D IRUPDO VLJQDO IURP WKH 5HVHUYH

%DQN �D FKDQJH LQ WKH VWUXFWXUH RI WKDW GD\
V RSHQ PDUNHW RSHUDWLRQ DV GHVFULEHG LQ

6HFWLRQ ���

q 68535,6(  � LI WKH VWDWHPHQW LV D VXUSULVH VWDWHPHQW� DV RSSRVHG WR SDUW RI

D IRUPDO UHOHDVH RI LQIRUPDWLRQ� VXFK DV 0RQHWDU\ 3ROLF\ 6WDWHPHQW RU (FRQRPLF

3URMHFWLRQV� 7KHVH DSSHDU DW WKUHH�PRQWKO\ LQWHUYDOV DW GDWHV ZKLFK DUH NQRZQ LQ

DGYDQFH DQG DUH FRGHG DV 68535,6(  b�� 7KH UHPDLQLQJ VWDWHPHQWV DUH IURP

VSHHFKHV� WKH GDWHV RI ZKLFK DUH NQRZQ LQ DGYDQFH� DQG DUH FRGHG 68535,6(  ��

)RU PRVW RI RXU HPSLULFDO ZRUN ZH DUH LQWHUHVWHG RQO\ LQ WKH LPSDFW RI VXUSULVH VWDWHPHQWV�

:H WKHUHIRUH GHnQH

$11281&(  

�!!!!!!�
!!!!!!�

� LI 67$7(0(17  �� 7 ,*+7(1  �

DQG 68535,6(  ��

b� LI 67$7(0(17  �� 7 ,*+7(1  b�

DQG 68535,6(  ��

� RWKHUZLVH�

:H XVH WKH GXPP\ YDULDEOH $  $11281&( DV RXU VWDQGDUG PHDVXUH RI RSHQ PRXWK

RSHUDWLRQV� UHIHUULQJ WR $  � DV D WLJKWHQLQJ DQQRXQFHPHQW DQG $  b� DV D ORRVHQLQJ

DQQRXQFHPHQW�

6WDWHPHQWV ZHUH PDGH RQ ��� GD\V GXULQJ RXU VDPSOH SHULRG� 2I WKHVH� �� VWDWHPHQWV

LQGLFDWHG D QHHG IRU WLJKWHU PRQHWDU\ FRQGLWLRQV DQG �� IRU ORRVHU FRQGLWLRQV� �� ZHUH

JHQXLQH VXUSULVH VWDWHPHQWV �68535,6(  ��� �� ZHUH VSHHFKHV �68535,6(  ��

DQG WKH UHPDLQLQJ �� ZHUH SDUW RI UHJXODU LQIRUPDWLRQ UHOHDVHV �68535,6(  b��� ,Q

WRWDO� �� DQQRXQFHPHQWV ZHUH DFFRPSDQLHG E\ VLJQDOV� ZLWK �� RI WKHVH EHLQJ VXUSULVH

DQQRXQFHPHQWV� 7KH $11281&( YDULDEOH WRRN WKH YDOXH � RQ �� GD\V DQG b� RQ ��

GD\V�

� (PSLULFDO ,QYHVWLJDWLRQ RI 2SHQ 0RXWK 2SHUDWLRQV

,Q WKLV VHFWLRQ� ZH H[SORUH ZKHWKHU RSHQ PRXWK RSHUDWLRQV DUH SUHGLFWDEOH� DV ZHOO DV WKHLU

LPSOLFDWLRQV IRU LQWHUHVW UDWHV DQG H[FKDQJH UDWHV�

��7KHVH DUWLFOHV� WKH DXWKRUV
 FRGLnFDWLRQ DQG DOO nQDQFLDO GDWD DUH DYDLODEOH IURP WKH DXWKRUV XSRQ

UHTXHVW�

��



��� $UH 2SHQ 0RXWK 2SHUDWLRQV 3UHGLFWDEOH"

$Q LPSRUWDQW LPSOLFDWLRQ RI RXU WKHRU\ LV WKDW DQ RSHQ PRXWK RSHUDWLRQ UHSUHVHQWV D

VXUSULVH WR WKH SULYDWH VHFWRU� ,I WKH PDUNHW DOUHDG\ NQRZV WKDW WKH 5%1= ZDQWV D FKDQJH

LQ PRQHWDU\ FRQGLWLRQV� WKH PDUNHW ZLOO DOUHDG\ KDYH GHOLYHUHG LW� :H WHVW WKLV LPSOLFDWLRQ

E\ VHHLQJ ZKHWKHU WLJKWHQLQJ DQG ORRVHQLQJ DQQRXQFHPHQWV DUH SUHGLFWDEOH� 7R GR WKLV ZH

HPSOR\ DQ RUGHUHG SURELW PRGHO� XVLQJ ODJJHG LQIRUPDWLRQ RQ DQQRXQFHPHQWV DQG nQDQFLDO

YDULDEOHV WR WU\ WR EHVW SUHGLFW RSHQ PRXWK RSHUDWLRQV�

$W  

�!�
!�

b� LI E�/�;Wb� � F�/�$Wb� � zW � D��

� LI D� � E�/�;Wb� � F�/�$Wb� � zW � D��

� LI D� � E�/�;Wb� � F�/�$Wb� � zW�

ZKHUH ;Wb� UHSUHVHQWV D ODJJHG LQWHUHVW UDWH� H[FKDQJH UDWH RU VHWWOHPHQW FDVK IRUHFDVW

HUURU� zW LV QRUPDOO\ GLVWULEXWHG DQG E�/� DQG F�/� DUH SRO\QRPLDOV LQ WKH ODJ RSHUDWRU�

E�/�  
P;
M �

EM/
M � F�/�  

Q;
M �

FM/
M �

:H HVWLPDWH WKH PRGHO E\ PD[LPXP OLNHOLKRRG DQG FRQGXFW D :DOG WHVW WKDW WKH FRHI�

nFLHQWV RQ WKH ODJJHG YDULDEOHV DUH MRLQWO\ LQVLJQLnFDQW �+� � E�  �� � � � � EP  �� F�  

�� � � � � FQ  ��� :H DOVR FDOFXODWH WKH FKDQJH LQ HVWLPDWHG SUREDELOLW\ RI DQ DQQRXQFHPHQW

IROORZLQJ YDULRXV HYHQWV�

7KH QXPEHU RI ODJV P DQG Q LV FKRVHQ E\ RSWLPL]LQJ RYHU DOO SRVVLEOH ODJ OHQJWKV �ZLWK

XS WR WHQ ODJV� XVLQJ WKH 6FKZDU] %D\HVLDQ ,QIRUPDWLRQ &ULWHULRQ� :H FRQVLGHU VHYHQ

GLmHUHQW PRGHOV� HDFK FRUUHVSRQGLQJ WR D GLmHUHQW PHDVXUH RI ;Wb�� ,Q DOO VHYHQ FDVHV�

RSWLPL]LQJ WKLV FULWHULRQ LPSOLHV LQFOXGLQJ QR ODJV LQ WKH PRGHO� ,Q LWVHOI� WKLV LV VXJJHVWLYH

WKDW ODJJHG YDULDEOHV GR QRW KHOS SUHGLFW DQQRXQFHPHQWV� 7R IRUPDOO\ WHVW WKLV ZH FRQVLGHU

WKH FDVH WKDW RQH ODJ RI HDFK YDULDEOH LV LQFOXGHG LQ WKH PRGHO� 7DEOH � SUHVHQWV WKH UHVXOWV�

2QO\ LQ WKH PRGHOV ZKLFK LQFOXGH WKH H[FKDQJH UDWH �WKH nIWK DQG VL[WK URZV RI 7DEOH ��

LV SDVW LQIRUPDWLRQ VLJQLnFDQW DW WKH �� OHYHO LQ SUHGLFWLQJ DQQRXQFHPHQWV���

)URP WKH HVWLPDWHG OLNHOLKRRG IXQFWLRQ� ZH FDOFXODWH WKH FKDQJH LQ SUREDELOLW\ RI D

WLJKWHQLQJ DQQRXQFHPHQW IROORZLQJ D WLJKWHQLQJ DQQRXQFHPHQW WKH SUHYLRXV GD\� 3U>$W  

�M$Wb�  �@ b 3U>$W  �M$Wb�  �@� ZKLFK ZH GHQRWH c3U M�$Wb�  ��� :H DOVR FDOFXODWH

WKH FKDQJH LQ SUREDELOLW\ RI D WLJKWHQLQJ DQQRXQFHPHQW IROORZLQJ D �� EDVLV SRLQW ULVH LQ

DQ LQWHUHVW UDWH� H[FKDQJH UDWH RU WKH PRQHWDU\ FRQGLWLRQV LQGH[ WKH SUHYLRXV GD\� RU D

�� PLOOLRQ GROODU 5%1= VHWWOHPHQW FDVK IRUHFDVW HUURU WKH SUHYLRXV GD\� :H GHQRWH WKLV

c3U M�;Wb�  ���� ,Q FDOFXODWLQJ WKHVH SUREDELOLW\ FKDQJHV ZH WDNH WKH PHDQ SUREDELOLW\

FKDQJH RYHU DOO REVHUYDWLRQV� ,Q HDFK FDVH� WKH LPSDFW RQ WKH SUREDELOLW\ RI DQQRXQFHPHQWV

WRGD\ LV QHJOLJLEOH� $ WLJKWHQLQJ DQQRXQFHPHQW \HVWHUGD\ ORZHUV WKH HVWLPDWHG SUREDELOLW\

RI D WLJKWHQLQJ DQQRXQFHPHQW WRGD\ E\ VOLJKWO\ RYHU KDOI RI RQH SHUFHQW� 6LPLODUO\� D ��

��7KHUH LV VRPH HYLGHQFH WKDW RYHU WLPH PDUNHWV OHDUQW RI WKLV FRUUHODWLRQ EHWZHHQ H[FKDQJH UDWHV DQG

IXWXUH DQQRXQFHPHQWV� WKXV HOLPLQDWLQJ LW� :H UHSHDWHG WKH DERYH WHVW RI SUHGLFWDELOLW\ IRU WKH VHFRQG KDOI

RI WKH VDPSOH �S�YDOXHV DUH ������� ������� ������� ������� ������� ������ DQG ������ IRU WKH PRGHOV ZLWK

5�'� 5�0 � 5�0 � 5�< � 7:,� 0&, DQG )( UHVSHFWLYHO\��

��



7DEOH �� 3UHGLFWDELOLW\ RI $QQRXQFHPHQWV �$W�

S�YDOXH

�;Wb�� $Wb�� IURP WHVW c3U M�$Wb�  �� c3U M�;Wb�  ���

E�  F�  �

�c5�'Wb�� $Wb�� ������ b������ ������

�c5�0Wb�� $Wb�� ������ b������ b������

�c5�0Wb�� $Wb�� ������ b������ b������

�c5�<Wb�� $Wb�� ������ b������ b������

�c7:,Wb�� $Wb�� ������ b������ b������

�c0&,Wb�� $Wb�� ������ b������ b������

�)(Wb�� $Wb�� ������ b������ b������

EDVLV SRLQW ULVH LQ DQ\ RI WKH nQDQFLDO UDWHV ORZHUV WKH HVWLPDWHG SUREDELOLW\ RI D WLJKWHQLQJ

DQQRXQFHPHQW WRGD\ E\ QR PRUH WKDQ KDOI RI RQH SHUFHQW� (YHQ WKRXJK WKHUH LV VRPH

HYLGHQFH RI VWDWLVWLFDO SUHGLFWDELOLW\ RI DQQRXQFHPHQWV ZKHQ ODJJHG H[FKDQJH UDWHV DUH

LQFOXGHG �DW OHDVW LQ WKH HDUOLHU SDUW RI WKH VDPSOH�� LW LV FOHDU IURP WKHVH H[SHULPHQWV WKDW

WKH PDJQLWXGH RI WKLV HmHFW LV QHJOLJLEOH�

��� 7KH ,PSDFW RI 2SHQ 0RXWK 2SHUDWLRQV

,Q ZKDW IROORZV ZH VWXG\ WKH G\QDPLF UHVSRQVH RI LQWHUHVW UDWHV� H[FKDQJH UDWHV DQG WKH

GDLO\ VHWWOHPHQW FDVK IRUHFDVW HUURU RI WKH 5%1=� IROORZLQJ RSHQ PRXWK RSHUDWLRQV� :H XVH

D VWUXFWXUDO 9$5 DSSURDFK� WDNLQJ DQQRXQFHPHQWV DV H[RJHQRXV VKRFNV� 2XU VWUXFWXUDO

PRGHO KDV WKH IROORZLQJ IRUP�

c;W  m� m;�/�c;Wb� � m)(�/�)(W � m$�/�$W � m' 'W �X�W ����

)(W  n � n;�/�c;Wb� � n)(�/�)(Wb� � n$�/�$W � n' 'W �X�W

ZKHUH �
X�W

X�W

�
z 1

��
�

�

�
�

�
}�� �

� }��

��
�

m\�/�  

S\;
M �

m\�M/
M� n\�/�  

T\;
M �

n\�M/
M � IRU \ � I;�)(�$J�

/M LV WKH VWDQGDUG ODJ RSHUDWRU� ;W LV DQ LQWHUHVW UDWH RU H[FKDQJH UDWH� )(W LV WKH 5%1=

VHWWOHPHQW FDVK IRUHFDVW HUURU� $W LV RXU PHDVXUH RI DQQRXQFHPHQWV DQG 'W LV D YHFWRU RI

GXPP\ YDULDEOHV IRU WKH GD\V RI WKH ZHHN DV ZHOO DV WKH GD\ EHIRUH DQG WKH GD\ DIWHU HDFK

SXEOLF KROLGD\� 7ZR W\SHV RI LGHQWLI\LQJ DVVXPSWLRQV DUH PDGH LQ �����

)LUVWO\� DQQRXQFHPHQWV GR QRW GHSHQG RQ ODJJHG RU FRQWHPSRUDQHRXV YDOXHV RI LQWHUHVW

UDWHV� H[FKDQJH UDWHV RU WKH 5%1= IRUHFDVW HUURU� 7KLV LV FRQVLVWHQW ZLWK RXU WKHRU\ RI

RSHQ PRXWK RSHUDWLRQV� $Q DOWHUQDWLYH WKHRU\� LQ ZKLFK DQQRXQFHPHQWV GHSHQG RQ FXU�

UHQW RU ODJJHG PRQHWDU\ FRQGLWLRQV� LV WKDW ZKHQ PRQHWDU\ FRQGLWLRQV ORRVHQ WKH 5%1=

UHOHDVHV D WLJKWHQLQJ VWDWHPHQW� :H KDYH DOUHDG\ VKRZQ LQ WKH SUHYLRXV VHFWLRQ WKDW DQ�

QRXQFHPHQWV GR QRW GHSHQG LQ DQ LPSRUWDQW ZD\ RQ ODJJHG nQDQFLDO GDWD� $ VXGGHQ

��



)LJXUH �� 7KH 0RQHWDU\ &RQGLWLRQV ,QGH[ �0&,� EHIRUH DQG DIWHU HDFK DQQRXQFHPHQW

�QRUPDOL]HG WR ]HUR MXVW EHIRUH HDFK DQQRXQFHPHQW DQG H[SUHVVHG LQ EDVLV SRLQWV�
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ORRVHQLQJ RI PRQHWDU\ FRQGLWLRQV� KRZHYHU� PLJKW OHDG WR D WLJKWHQLQJ VWDWHPHQW ZLWKLQ

WKH VDPH GD\� ,Q WKLV FDVH ZH ZRXOG H[SHFW D WLJKWHQLQJ DQQRXQFHPHQW WR EH FRQWHPSR�

UDQRXVO\ FRUUHODWHG ZLWK D IDOO LQ WKH LQWHUHVW UDWH� 7KLV LV QRW ZKDW ZH nQG� $GGLWLRQDO

VXSSRUW IRU RXU LGHQWLI\LQJ DVVXPSWLRQ DULVHV IURP XVLQJ KRXUO\ GDWD� )URP $XJXVW ��QG�

���� WR 6HSWHPEHU ��WK� ���� ZH KDYH KRXUO\ GDWD RQ LQWHUHVW UDWHV DQG H[FKDQJH UDWHV�

)LJXUH � VKRZV WKH PRQHWDU\ FRQGLWLRQV LQGH[ EHIRUH DQG DIWHU HDFK VWDWHPHQW� IRU DOO QLQH

VWDWHPHQWV LQ WKLV SHULRG �WKHUH ZHUH nYH VXUSULVH DQQRXQFHPHQWV �68535,6(  ��� DV

ZHOO DV IRXU VWDWHPHQWV PDGH DV SDUW RI WKH UHJXODU WKUHH�PRQWKO\ UHOHDVHV RI LQIRUPDWLRQ

�68535,6(  b���� 8S XQWLO WKH WLPH RI HDFK VWDWHPHQW WKHUH LV QR REYLRXV PRYHPHQW

LQ PRQHWDU\ FRQGLWLRQV� +RZHYHU� LPPHGLDWHO\ IROORZLQJ HDFK VWDWHPHQW� WKH PRQHWDU\

FRQGLWLRQV LQGH[ PRYHV LQ WKH GLUHFWLRQ SUHGLFWHG E\ RXU WKHRU\���

7KH VHFRQG DVVXPSWLRQ LV WKDW WKH GDLO\ VHWWOHPHQW FDVK IRUHFDVW HUURU GRHV QRW GHSHQG

RQ FRQWHPSRUDQHRXV FKDQJHV LQ LQWHUHVW UDWHV RU H[FKDQJH UDWHV� DOWKRXJK LW FDQ GHSHQG

RQ ODJJHG LQWHUHVW UDWHV RU H[FKDQJH UDWHV� )RUHFDVWV DUH PDGH XVLQJ SDVW LQIRUPDWLRQ�

7KH DFWXDO UHDOL]DWLRQ RI WKH IRUHFDVW HUURU ZLOO GHSHQG RQ FXUUHQW QHW oRZV EHWZHHQ WKH

JRYHUQPHQW DQG WKH SULYDWH VHFWRU� ,W VHHPV XQOLNHO\ WKDW WKH VDPH GD\
V LQWHUHVW UDWH

RU H[FKDQJH UDWH FRXOG DOWHU WKH VL]H RI WKHVH oRZV ZKLFK DUH GHWHUPLQHG LQ DGYDQFH� ,Q

��7KH UHVSRQVHV RI LQGLYLGXDO LQWHUHVW UDWHV DQG WKH 7:, H[FKDQJH UDWH H[KLELW VLPLODU EHKDYLRU�

��
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&DOO UDWH DIWHU D

WLJKWHQLQJ DQQRXQFHPHQW

2QH�PRQWK UDWH DIWHU D

WLJKWHQLQJ DQQRXQFHPHQW

7KUHH�PRQWK UDWH DIWHU D

WLJKWHQLQJ DQQRXQFHPHQW

DQ\ FDVH� WKLV DVVXPSWLRQ WXUQV RXW QRW WR PDWWHU LQ WKH VHQVH WKDW UHYHUVLQJ WKLV WLPLQJ

DVVXPSWLRQ GRHV QRW PDWHULDOO\ DOWHU WKH HVWLPDWHG DQQRXQFHPHQW HmHFWV�

)RU HDFK LQWHUHVW UDWH DQG H[FKDQJH UDWH VHULHV c;W� RSWLPDO ODJ OHQJWKV DUH FKRVHQ IRU

m;�/� DQG n;�/�� WRJHWKHU ZLWK WKH RSWLPDO ODJ OHQJWKV IRU m)(�/�� m$�/�� n)(�/� DQG

n$�/�� ZLWK D PD[LPXP RI WHQ ODJV RQ HDFK YDULDEOH FRQVLGHUHG� 7KH 6FKZDU] %D\HVLDQ

,QIRUPDWLRQ &ULWHULRQ LV XVHG� :H FRQVLGHU WKUHH GLmHUHQW VDPSOH SHULRGV DV ZHOO DV WZR

GLmHUHQW GHnQLWLRQV RI DQQRXQFHPHQWV� DV GHWDLOHG EHORZ� 7KXV� IRU HDFK HTXDWLRQ ZH

HVWLPDWH VL[ GLmHUHQW UHJUHVVLRQV� )RU HDFK RI WKHVH� ZH FRQVLGHU RQH WKRXVDQG GLmHUHQW

ODJ OHQJWK SHUPXWDWLRQV WR FKRRVH WKH RSWLPDO ODJ OHQJWKV LQ WKH 9$5� :H nQG RSWLPDO

ODJ VWUXFWXUHV DUH RQH ODJ RI HDFK YDULDEOH IRU DOO HTXDWLRQV HVWLPDWHG� H[FHSW WKH HTXDWLRQ

IRU c5�'W �ZKLFK UHTXLUHV DW PRVW HLJKW ODJV RI c5�'W�� WKH HTXDWLRQ IRU c5�0W �ZKLFK

UHTXLUHV DW PRVW WHQ ODJV RI c5�0W�� DQG WKH HTXDWLRQ IRU c5�0W �ZKLFK UHTXLUHV DW PRVW

WKUHH ODJV RI c5�0W�� 7KH UHGXFHG IRUP PRGHOV DUH HVWLPDWHG XVLQJ WKH 685 HVWLPDWRU�

DQG D &KROHVNL GHFRPSRVLWLRQ LV XVHG WR UHFRYHU WKH VWUXFWXUDO SDUDPHWHUV� 7KH G\QDPLF

LPSDFW RI DQQRXQFHPHQWV DQG VKRFNV WR WKH IRUHFDVW HUURU LV WKHQ FDOFXODWHG IURP WKH

HVWLPDWHG VWUXFWXUDO PRGHO�

)LJXUH � FRQWDLQV WKH LPSXOVH UHVSRQVH IXQFWLRQV RI WKH RQH�GD\ UDWH� WKH RQH�PRQWK

UDWH� DQG WKH WKUHH�PRQWK UDWH WR D VXUSULVH WLJKWHQLQJ DQQRXQFHPHQW� XVLQJ WKH ZKROH

VDPSOH SHULRG� DQG ZLWK ��� DSSUR[LPDWH FRQnGHQFH LQWHUYDOV FDOFXODWHG XVLQJ D 0RQWH

&DUOR VLPXODWLRQ ZLWK ���� GUDZV� $ W\SLFDO VXUSULVH WLJKWHQLQJ DQQRXQFHPHQW OHDGV WR D

�� EDVLV SRLQW MXPS LQ WKH RQH�GD\ UDWH� DQ �� EDVLV SRLQW MXPS LQ WKH RQH�PRQWK UDWH� DQG

D �� EDVLV SRLQW MXPS LQ WKH WKUHH�PRQWK UDWH� DOO DIWHU RQH GD\� ,QWHUHVW UDWHV DUH PHDVXUHG

DW ��DP� ZKLOH DQQRXQFHPHQWV DUH PDGH WKURXJKRXW WKH GD\� VR WKH FRUUHFW PHDVXUH RI

WKH FRQWHPSRUDQHRXV LPSDFW RI DQQRXQFHPHQWV LV WKH LPSDFW DIWHU RQH GD\� $IWHU WKUHH

IXUWKHU GD\V� WKH WRWDO LPSDFW LV DURXQG �� EDVLV SRLQWV RQ WKH RQH�GD\ UDWH� �� EDVLV SRLQWV

RQ WKH RQH�PRQWK UDWH� DQG DURXQG �� EDVLV SRLQWV RQ WKH WKUHH�PRQWK UDWH� $OO WKUHH

UDWHV UHPDLQ DURXQG WKHVH OHYHOV LQ VXEVHTXHQW GD\V� 7KH GHFOLQH LQ WKHVH LQWHUHVW UDWHV

IURP GD\ RQH WR GD\ IRXU LV WKH UHVXOW RI QHJDWLYH DXWRFRUUHODWLRQ LQ WKH LQWHUHVW UDWH VHULHV�

��



7DEOH �� 5HDFWLRQ RI )LQDQFLDO 9DULDEOHV WR $QQRXQFHPHQWV

6DPSOH SHULRG� ������^������� ������^������� �������^�������

6WDWHPHQWV ZKHUH� 6XUSULVH $OO 6XUSULVH $OO 6XUSULVH $OO

c5�'W ����� ����� ����� ����� ����� �����

������ ������ ������� ������ ������ ������

c5�0W ����� ����� ����� ����� ����� �����

������ ������ ������ ������ ������ ������

c5�0W ����� ����� ����� ����� ����� �����

������ ������ ������ ������ ������ ������

c5�<W ���� ���� ���� ���� ���� ����

������ ������ ������ ������ ������ ������

c7:,W ���� ���� ���� ���� ���� ����

������ ������ ������ ������ ������ ������

c0&,W ����� ����� ����� ����� ����� �����

������ ������ ������ ������ ������ ������

)(W ����� ����� ���� ���� ����� �����

������ ������ ������ ������ ������ ������

)(W�� ����� ����� ���� ����� ����� �����

������ ������ ������ ������ ������ ������

)(W��� ���(�� ���(�� ����(�� ����(�� ������ ������

����(��� ����(��� ����(��� ����(��� ������� �������

1RWH� $SSUR[LPDWH VWDQGDUG HUURUV DUH LQ SDUHQWKHVLV� &DOFXODWHG XVLQJ D 0RQWH &DUOR

VLPXODWLRQ ZLWK ���� GUDZV� 7KH LPSDFW RI DQQRXQFHPHQWV RQ IRUHFDVW HUURUV LV IRXQG XVLQJ

WKH PRGHO HVWLPDWHG ZLWK c5�'W�

FDSWXUHG LQ WKH HVWLPDWHG PRGHO� )RU WKH nYH�\HDU ERQG UDWH� WKH H[FKDQJH UDWH DQG WKH

PRQHWDU\ FRQGLWLRQV LQGH[� EHFDXVH RI WKH VLPSOHU ODJ VWUXFWXUH �RQH ODJ RI HDFK YDULDEOH��

WKH LPSXOVH UHVSRQVH LV HVVHQWLDOO\ oDW DIWHU GD\ RQH� 7DEOH � UHSRUWV WKH UHVXOWV IRU DOO

VL[ UDWHV� XVLQJ WZR GHnQLWLRQV RI DQQRXQFHPHQWV �RQO\ VXUSULVH VWDWHPHQWV� DV ZHOO DV DOO

W\SHV RI VWDWHPHQWV�� IRU WKUHH GLmHUHQW VDPSOH SHULRGV �ZKROH VDPSOH� nUVW KDOI RI VDPSOH�

DQG VHFRQG KDOI RI VDPSOH�� 7KH UHVXOWV VKRZ WKDW DQQRXQFHPHQW HmHFWV DUH EURDGO\

FRQVLVWHQW RYHU GLmHUHQW VDPSOH SHULRGV� LQWHUHVW UDWH PDWXULWLHV DQG DQQRXQFHPHQW W\SHV�

)RU EUHYLW\� 7DEOH � UHSRUWV RQO\ WKH LPSDFW RQ UDWHV RQH GD\ DIWHU WKH DQQRXQFHPHQW LV

PDGH���

+RZ FDQ ZH H[SODLQ ODUJH MXPSV LQ LQWHUHVW UDWHV DQG H[FKDQJH UDWHV LPPHGLDWHO\

IROORZLQJ D 5%1= DQQRXQFHPHQW" $ FRQYHQWLRQDO H[SODQDWLRQ ZRXOG EH WKDW WLJKWHQLQJ

DQQRXQFHPHQWV FRQWDLQ QHZ LQIRUPDWLRQ LPSO\LQJ KLJKHU FXUUHQW RU IXWXUH LQoDWLRQ� DQG

��:H DOVR FKHFNHG 7DEOH � IRU VHQVLWLYLW\ WR RXWOLHUV� )RU HDFK YDULDEOH� ZH FDSSHG REVHUYDWLRQV WKDW ZHUH

PRUH WKDQ WKUHH VWDQGDUG GHYLDWLRQV DZD\ IURP WKHLU PHDQ� 2YHUDOO� WKH PDJQLWXGH RI WKH DQQRXQFHPHQW

HmHFWV GURSSHG VOLJKWO\� DOWKRXJK WKH VWDWLVWLFDO VLJQLnFDQFH RI WKH UHVXOWV ZDV VOLJKWO\ HQKDQFHG�

��



WKXV D UHYLVLRQ XSZDUGV E\ WKH PDUNHW LQ QRPLQDO LQWHUHVW UDWHV��� ,Q WKLV FDVH� WKH

1HZ =HDODQG GROODU VKRXOG GHSUHFLDWH ZLWK WKH DQQRXQFHPHQW� $QRWKHU LQWHUSUHWDWLRQ

RI DQQRXQFHPHQWV LV WKDW WKH\ VLJQDO D FKDQJH LQ WKH SUHIHUHQFHV RI WKH FHQWUDO EDQN�

D WLJKWHQLQJ LPSO\LQJ WKH FHQWUDO EDQN ZDQWV WR JHW WRXJK RQ LQoDWLRQ� ,Q WKLV FDVH�

ORQJ�WHUP LQWHUHVW UDWHV VKRXOG IDOO DV IXWXUH LQoDWLRQ LV QRZ H[SHFWHG WR EH ORZHU�

:H nQG QHLWKHU RI WKHVH UHVXOWV� $FFRUGLQJ WR RXU WKHRU\ RI RSHQ PRXWK RSHUDWLRQV� DQ�

QRXQFHPHQWV SOD\ TXLWH D GLmHUHQW UROH� 7KH 5%1=
V LQoDWLRQ WDUJHW WLHV GRZQ IDLUO\ SUH�

FLVHO\ WKH 5%1=
V SUHIHUHQFHV RYHU IXWXUH LQoDWLRQ DV ZHOO DV ORQJ�WHUP LQoDWLRQ RXWFRPHV�

,QVWHDG� DQQRXQFHPHQWV UHYHDO WKH 5%1=
V LQWHUSUHWDWLRQ RI WKH PRQHWDU\ FRQGLWLRQV WKDW

DUH QHHGHG WR NHHS IXWXUH LQoDWLRQ RQ WDUJHW� ,Q WKLV FDVH WLJKWHQLQJ DQQRXQFHPHQWV UDLVH

ERWK VKRUW�WHUP DQG ORQJ�WHUP LQWHUHVW UDWHV DQG FDXVH WKH H[FKDQJH UDWH WR DSSUHFLDWH�

&RQVLVWHQW ZLWK WKLV ZH nQG LQWHUHVW UDWHV RI DOO PDWXULWLHV LQFUHDVH VLJQLnFDQWO\ IROORZLQJ

D WLJKWHQLQJ DQQRXQFHPHQW� WRJHWKHU ZLWK VRPH DSSUHFLDWLRQ RI WKH H[FKDQJH UDWH��� ,Q

WKH UHPDLQGHU RI WKLV VHFWLRQ ZH UXOH RXW RWKHU H[SODQDWLRQV IRU RXU nQGLQJV�

$QRWKHU SRWHQWLDO H[SODQDWLRQ IRU WKH DQQRXQFHPHQW HmHFWV IRXQG DERYH LV WKDW DQ�

QRXQFHPHQWV RFFXU VLPXOWDQHRXVO\ ZLWK FKDQJHV LQ RSHQ PDUNHW RSHUDWLRQV� DQG LW LV WKHVH

RSHQ PDUNHW RSHUDWLRQV ZKLFK FDXVH LQWHUHVW UDWHV WR FKDQJH� ,W LV WUXH� WKDW WR WKH H[WHQW

DQQRXQFHPHQWV FKDQJH LQWHUHVW UDWHV� WKHVH FKDQJHV ZLOO OHDG WR DQ HQGRJHQRXV FKDQJH LQ

RSHQ PDUNHW RSHUDWLRQV� +RZHYHU� ZKDW ZH ZLVK WR VKRZ LV WKDW FKDQJHV LQ RSHQ PDUNHW

RSHUDWLRQV DUH QRW UHVSRQVLEOH IRU WKH FKDQJHV LQ LQWHUHVW UDWHV ZH REVHUYH DIWHU DQQRXQFH�

PHQWV� *LYHQ WKDW WKH 5%1= KROGV LWV VHWWOHPHQW FDVK WDUJHW FRQVWDQW DQG WKDW RSHQ

PDUNHW RSHUDWLRQV DUH FRQGXFWHG ZLWK WKH DLP RI OHDYLQJ WKH V\VWHP ZLWK WKH WDUJHW OHYHO

RI DJJUHJDWH VHWWOHPHQW FDVK EDODQFHV HDFK GD\� WKH RQO\ ZD\ IRU WKH 5%1= WR XVH RSHQ

PDUNHW RSHUDWLRQV WR PDQLSXODWH LQWHUHVW UDWHV LV WR PDNH LQWHQWLRQDO ?IRUHFDVW HUURUV��

(DFK GD\ WKH 5%1= PDNHV IRUHFDVWV RI WKH QHW oRZ RI IXQGV EHWZHHQ WKH JRYHUQPHQW DQG

WKH SULYDWH VHFWRU DQG� EDVHG RQ WKHVH IRUHFDVWV� FRQGXFWV RSHQ PDUNHW RSHUDWLRQV WR RmVHW

WKH SURMHFWHG LPSDFW oRZV KDYH RQ HQG RI GD\ VHWWOHPHQW FDVK� %\ LQFXUULQJ D SRVLWLYH

IRUHFDVW HUURU� WKH 5%1= FDQ HmHFWLYHO\ LQMHFW FDVK LQWR WKH VHWWOHPHQW SURFHVV ZLWKRXW

FKDQJLQJ LWV VHWWOHPHQW FDVK WDUJHW� 7KH ODVW WKUHH URZV RI 7DEOH � UHSRUW WKH LPSDFW RI

D WLJKWHQLQJ DQQRXQFHPHQW RQ WKH IRUHFDVW HUURU IRU WKH VDPH GD\ DV WKH DQQRXQFHPHQW�

IRU WKH FXPXODWLYH IRUHFDVW HUURU DIWHU RQH IXUWKHU GD\ DQG WKH FXPXODWLYH IRUHFDVW HUURU

DIWHU WZHQW\ GD\V� 2Q WKH GD\ RI WKH DQQRXQFHPHQW� WKH IRUHFDVW HUURU YDULHV EHWZHHQ

b���� PLOOLRQ GROODUV DQG ���� PLOOLRQ GROODUV� GHSHQGLQJ RQ WKH VDPSOH SHULRG DQG WKH

GHnQLWLRQ RI DQQRXQFHPHQWV XVHG� $ ��� FRQnGHQFH LQWHUYDO VXJJHVWV WKDW WKLV IRUHFDVW

HUURU LV FRQVLGHUDEO\ OHVV WKDQ �� PLOOLRQ GROODUV� ,Q QR FDVHV DUH WKH UHVXOWV VWDWLVWLFDOO\

VLJQLnFDQW DW WKH �� OHYHO� 2QH GD\ DIWHU WKH DQQRXQFHPHQW� WKH FXPXODWLYH IRUHFDVW HUURU

��$Q LPPHGLDWH SUREOHP ZLWK WKLV H[SODQDWLRQ LV WKDW LQ 1HZ =HDODQG DOO GDWD SHUWLQHQW WR LQoDWLRQ LV

UHOHDVHG WR WKH SXEOLF DW WKH VDPH WLPH DV LW LV UHOHDVHG WR WKH %DQN�
��7KHVH DQQRXQFHPHQW HmHFWV DUH FRQVLVWHQW ZLWK WKRVH IRXQG E\ (QJHO DQG )UDQNHO ������ DQG RWKHUV�

ZKR VKRZHG WKDW XQGHU WKH SHULRG RI PRQH\ JURZWK WDUJHWLQJ LQ WKH 8QLWHG 6WDWHV� DQQRXQFHPHQWV RI

KLJKHU WKDQ H[SHFWHG PRQH\ JURZWK VLJQDOOHG IXWXUH PRQHWDU\ WLJKWHQLQJ� WKXV UDLVLQJ UHDO LQWHUHVW UDWHV

DQG DSSUHFLDWLQJ WKH GROODU� 2QH GLmHUHQFH EHWZHHQ VXFK DQQRXQFHPHQW HmHFWV DQG RSHQ PRXWK RSHUDWLRQV�

LV WKDW ZLWK WKH ODWWHU� HYHQ RYHUQLJKW LQWHUHVW UDWHV FKDQJH ZLWK WKH DQQRXQFHPHQW� GHVSLWH WKH IDFW SROLF\

VHWWLQJV DUH �DQG ZLOO UHPDLQ� XQFKDQJHG�

��



YDULHV EHWZHHQ b���� PLOOLRQ GROODUV DQG ���� PLOOLRQ GROODUV DQG LV QRW VLJQLnFDQW� ZKLOH

DIWHU �� GD\V WKH FXPXODWLYH IRUHFDVW HUURU LV HVVHQWLDOO\ ]HUR�

7R FRQnUP WKDW RSHQ PDUNHW RSHUDWLRQV FDQQRW EH UHVSRQVLEOH IRU WKH DQQRXQFHPHQW

HmHFWV IRXQG DERYH� ZH H[DPLQH WKH LPSDFW RI D �� PLOOLRQ GROODU IRUHFDVW HUURU RQ WKH FDVK

UDWH��� :H XVH RXU KRXUO\ GDWD WR FRQVWUXFW WKH GDLO\ FKDQJH LQ WKH FDVK UDWH� PHDVXUHG

DW �DP� :H FDQQRW XVH RXU GDLO\ GDWD IRU WKLV SXUSRVH� VLQFH WKH FDVK UDWH LV PHDVXUHG DW

��DP� ZKLOH RSHQ PDUNHW RSHUDWLRQV RFFXU VRPH WLPH EHWZHHQ �DP DQG ��DP �VR EHWZHHQ

��DP DQG ��DP WKH QH[W GD\ ZH ZLOO EH PHDVXULQJ WKH LPSDFW RI WZR� SRWHQWLDOO\ RmVHWWLQJ�

RSHQ PDUNHW RSHUDWLRQV�� 8VLQJ WKH PRGHO GHnQHG E\ HTXDWLRQ ���� DERYH� ZH nQG WKDW

RQ WKH GD\ RI D �� PLOOLRQ GROODU SRVLWLYH IRUHFDVW HUURU �IURP �DP RQ WKH GD\ WR �DP WKH

QH[W GD\�� WKH FDVK UDWH IDOOV E\ ���� EDVLV SRLQWV �VWDQGDUG HUURU LV ������ DQG WKDW E\

WKH QH[W GD\ WKH FDVK UDWH LV XQDmHFWHG �FXPXODWLYH FKDQJH LV b���� EDVLV SRLQWV ZLWK

D VWDQGDUG HUURU RI �������� 7KHVH UHVXOWV DUH FRQVLVWHQW ZLWK ZKDW ZH NQRZ DERXW WKH

5%1=
V RSHUDWLQJ SURFHGXUHV� DQ\ IRUHFDVW HUURU LV UHYHUVHG WKH VXEVHTXHQW GD\� 7KLV YHU\

VPDOO GDLO\ OLTXLGLW\ HmHFW LPSOLHV WKDW WKH FKDQQHO IURP DQQRXQFHPHQWV WR LQWHUHVW UDWHV�

WKURXJK RSHQ PDUNHW RSHUDWLRQV� FDQ H[SODLQ RQO\ D WULYLDO SDUW� LI DQ\� RI WKH FKDQJH LQ

LQWHUHVW UDWHV�

7KH nQDO H[SODQDWLRQ ZH FRQVLGHU IRU RXU UHVXOWV LV WKH XVH RI IRUPDO VLJQDOOLQJ E\ WKH

5%1=� ,Q WKH HDUOLHU SDUW RI WKH VDPSOH� WKH 5%1= RFFDVLRQDOO\ XVHG H[SOLFLW VLJQDOV ZKHQ

PDNLQJ DQQRXQFHPHQWV� WKDW LV� FKDQJHV LQ WKH VWUXFWXUH RI RSHQ PDUNHW RSHUDWLRQV IRU

RQH GD\ �6,*1$/  ��� :H KDYH WKUHH UHDVRQV IRU EHOLHYLQJ WKDW WKHVH IRUPDO VLJQDOV

DUH QRW GULYLQJ RXU UHVXOWV� )LUVWO\� ZH UH�HVWLPDWHG WKH PRGHO� GURSSLQJ DQQRXQFHPHQWV

ZKLFK ZHUH DFFRPSDQLHG E\ WKHVH VLJQDOV� :H nQG WKDW WKH PD[LPDO DQQRXQFHPHQW HmHFW

DJDLQ RFFXUV DIWHU RQH GD\� 7KH FDVK UDWH ULVHV E\ ����� EDVLV SRLQWV IRU VXUSULVH DQQRXQFH�

PHQWV DQG ����� EDVLV SRLQWV IRU DOO DQQRXQFHPHQWV �WKH VWDQGDUG HUURUV DUH ���� DQG ����

UHVSHFWLYHO\�� 7KH VPDOOHU LQFUHDVH LQ VKRUW�WHUP LQWHUHVW UDWHV� FRPSDUHG WR 7DEOH �� FDQ

EH H[SODLQHG E\ WKH UROH IRUPDO VLJQDOOLQJ SOD\HG HDUOLHU LQ WKH VDPSOH DV D PHFKDQLVP

IRU FODULI\LQJ WKH GLUHFWLRQ RI VWDWHPHQWV DQG VLJQLI\LQJ D ODUJHU UHTXLUHG FKDQJH LQ UDWHV�

7KH LPSRUWDQW WKLQJ WR QRWH LV WKDW HYHQ GURSSLQJ DQQRXQFHPHQWV ZLWK IRUPDO VLJQDOV�

DQQRXQFHPHQWV VWLOO KDYH VWDWLVWLFDOO\ DQG HFRQRPLFDOO\ VLJQLnFDQW LPSDFWV RQ WKH FDVK

UDWH �WKH UHVXOWV DUH VLPLODU IRU RWKHU UDWHV�� 6HFRQGO\� UHVXOWV DUH SUHVHQWHG IRU WKH VHFRQG

KDOI RI WKH VDPSOH� ZKHUH WKHUH DUH QR REVHUYDWLRQV ZLWK 6,*1$/  �� LQ 7DEOH � DERYH�

7KLV DJDLQ VKRZV WKH VLJQLnFDQFH RI RXU UHVXOWV GRHV QRW GHSHQG RQ WKH LQFOXVLRQ RI IRU�

PDO VLJQDOV� )LQDOO\� WKH RQH GD\ FKDQJHV LQ RSHQ PDUNHW RSHUDWLRQV DUH VLPSO\ QRW ODUJH

HQRXJK WR H[SODLQ WKH REVHUYHG FKDQJH LQ WKH FDVK UDWH EDVHG RQ D OLTXLGLW\ DUJXPHQW�

$FFRUGLQJ WR RXU FDOFXODWLRQV� WKH DYHUDJH VL]H RI WKH FKDQJH LQ RSHQ PDUNHW RSHUDWLRQV�

��+DPLOWRQ ������ PRGHOV WKH )HGHUDO 5HVHUYH
V IRUHFDVWLQJ HUURUV FDXVHG E\ XQDQWLFLSDWHG oRZV EHWZHHQ

WKH 8�6� 7UHDVXU\ DQG SULYDWH VHFWRU EDQNV� DQG XVHV WKHVH WR HVWLPDWH WKH OLTXLGLW\ HmHFW LQ WKH 8�6� 8QOLNH

+DPLOWRQ� ZH GLUHFWO\ REVHUYH WKH HTXLYDOHQW IRUHFDVWLQJ HUURUV IRU 1HZ =HDODQG�
��7KHVH UHVXOWV DUH EDVHG RQ XVLQJ RQO\ VXUSULVH DQQRXQFHPHQWV� ZLWK WKH VDPH ODJ OHQJWK DV XVHG LQ

7DEOH � IRU WKH FDVK UDWH UHJUHVVLRQ� 7KH RSWLPDO ODJ OHQJWK IRU WKH �DP LQWHUHVW UDWH VHULHV LQFOXGHV RQO\

RQH ODJ RI WKH FDVK UDWH �QRW HLJKW ODJV�� 8VLQJ RQO\ RQH ODJ IRU WKH FDVK UDWH JLYHV UHVXOWV RI ����� EDVLV

SRLQWV RQ WKH GD\ RI WKH �� PLOOLRQ GROODU IRUHFDVW HUURU �VWDQGDUG HUURU LV ����� DQG D FXPXODWLYH FKDQJH

RI ���� EDVLV SRLQWV RQH GD\ DIWHU WKH �� PLOOLRQ GROODU IRUHFDVW HUURU �VWDQGDUG HUURU LV ������

��



FRUUHVSRQGLQJ WR WKHVH VLJQDOV� ZDV OHVV WKDQ �� PLOOLRQ GROODUV� )URP RXU SRLQW HVWLPDWH

RI WKH OLTXLGLW\ HmHFW� WKLV FKDQJHV WKH FDVK UDWH E\ D WULYLDO ���� EDVLV SRLQWV IRU RQH GD\�

� &RQFOXVLRQ

7KLV SDSHU SUHVHQWHG D PRGHO LQ ZKLFK LQYHVWRUV� DFWLQJ LQ VHOI�LQWHUHVW� IRUFH LQWHUHVW UDWHV

WR WKH OHYHOV GHVLUHG E\ WKH PRQHWDU\ DXWKRULW\ �PDUNHW�LPSOHPHQWHG PRQHWDU\ SROLF\�� ,I

LQWHUHVW UDWHV PRYH RXW RI OLQH ZLWK WKRVH UHTXLUHG E\ WKH PRQHWDU\ DXWKRULW\� D VWDWHPHQW

�DQ RSHQ PRXWK RSHUDWLRQ� LV DOO WKDW LV QHHGHG WR UHVWRUH WKHP� 2XU PRGHO KLJKOLJKWHG

ZKDW ZH WKLQN DUH WKH PRVW LPSRUWDQW UHTXLUHPHQWV IRU D FHQWUDO EDQN WR VXFFHVVIXOO\ UHSOL�

FDWH VXFK D IUDPHZRUN� SD\LQJ PDUNHW�EDVHG LQWHUHVW UDWHV RQ UHVHUYHV �VHWWOHPHQW FDVK��

OLQNLQJ WKH GLVFRXQW UDWH WR PDUNHW LQWHUHVW UDWHV� HQVXULQJ WUDQVSDUHQF\� DQG PDLQWDLQLQJ

D KLJK OHYHO RI FUHGLELOLW\� :H DOVR GHWDLOHG WKH LPSOHPHQWDWLRQ RI PRQHWDU\ SROLF\ LQ 1HZ

=HDODQG� DUJXLQJ LW ZRUNV LQ WKLV ZD\� DQG VKRZLQJ WKDW LW LPSOLHV WKH PRQHWDU\ EDVH LV

HQGRJHQRXV� $ QRYHO IHDWXUH RI WKH 1HZ =HDODQG DSSURDFK LV LWV UHOLDQFH RQ WKH PDUNHW WR

LPSOHPHQW PRQHWDU\ SROLF\� D IDFWRU ZKLFK ZH EHOLHYH VHUYHV WR ORZHU WKH SROLWLFDO FRVWV RI

D ORZ�LQoDWLRQ SROLF\ DQG WKXV UHGXFH DQ\ XSZDUG ELDV LQ LQoDWLRQ H[SHFWDWLRQV�

,Q WKH HPSLULFDO VHFWLRQ RI WKH SDSHU� ZH H[SORUHG WKH LPSDFW RI RSHQ PRXWK RSHUDWLRQV�

:H IRXQG WKDW IROORZLQJ 5%1= WLJKWHQLQJ DQQRXQFHPHQWV� LQWHUHVW UDWHV RI DOO PDWXULWLHV

LQFUHDVH DQG WKH 1HZ =HDODQG GROODU DSSUHFLDWHV� :H VKRZHG WKDW WKHVH FKDQJHV DUH

QRW FDXVHG E\ VLPXOWDQHRXV FKDQJHV LQ RSHQ PDUNHW RSHUDWLRQV� :H DUJXHG WLJKWHQLQJ

DQQRXQFHPHQWV GR QRW LQGLFDWH D ORZHULQJ LQ WKH 5%1=
V LQoDWLRQ JRDO� RU KLJKHU ORQJ�WHUP

LQoDWLRQDU\ RXWFRPHV� ,QVWHDG� ZH DUJXHG WKDW LQWHUHVW UDWHV LQFUHDVH IROORZLQJ WLJKWHQLQJ

DQQRXQFHPHQWV SUHGRPLQDQWO\ EHFDXVH WKH\ VLJQDO WKDW WKH 5%1= GHVLUHV KLJKHU UHDO

LQWHUHVW UDWHV FRPSDUHG WR WKRVH GHOLYHUHG E\ WKH PDUNHWV�

7KLV nQGLQJ KDV LPSOLFDWLRQV IRU XQGHUVWDQGLQJ� DQG LPSURYLQJ� WKH LPSOHPHQWDWLRQ

RI PRQHWDU\ SROLF\ LQ RWKHU FRXQWULHV� 0RVW FRXQWULHV UHO\ RQ DQQRXQFHG FKDQJHV LQ YHU\

VKRUW�WHUP LQWHUHVW UDWH WDUJHWV� VXFK DV WKH IHGHUDO IXQGV UDWH LQ WKH 8QLWHG 6WDWHV� WR

LQoXHQFH PHGLXP� DQG ORQJHU�WHUP UDWHV� 7KH 1HZ =HDODQG DSSURDFK DOORZV WKH FHQWUDO

EDQN WR GLUHFWO\ WDUJHW WKH YDULDEOH LW FDUHV PRVW DERXW� ,Q WKH FDVH RI 1HZ =HDODQG WKLV

LV QRZ D FRPELQDWLRQ RI WKH WKUHH�PRQWK LQWHUHVW UDWH DQG WKH WUDGH ZHLJKWHG H[FKDQJH

UDWH� (YHQ ZLWKLQ D WUDGLWLRQDO IUDPHZRUN WKLV UDLVHV DQ LQWHUHVWLQJ TXHVWLRQ _ FRXOG

PRQHWDU\ DXWKRULWLHV LPSURYH WKHLU LPSOHPHQWDWLRQ RI PRQHWDU\ SROLF\ E\ PDNLQJ H[SOLFLW

DQQRXQFHPHQWV RQ UDWHV RWKHU WKDQ WKH RYHUQLJKW LQWHUHVW UDWH"

$QRWKHU SRVVLELOLW\ LV WKDW WKH XVH RI RSHQ PDUNHW RSHUDWLRQV LQ RWKHU FRXQWULHV WR

LQoXHQFH VKRUW�WHUP LQWHUHVW UDWHV FRXOG ZRUN LQ SDUW WKURXJK D VLPLODU PHFKDQLVP WR WKH

RQH LGHQWLnHG KHUH� 7KLV YLHZ DSSHDUV WR EH VKDUHG E\ D UHFHQW %DQN RI ,QWHUQDWLRQDO

6HWWOHPHQWV VXUYH\ RQ PRQHWDU\ SROLF\ LPSOHPHQWDWLRQ LQ IRXUWHHQ FRXQWULHV �H[FOXGLQJ

1HZ =HDODQG�� �%RULR� ����� S� ���

?6XSSO\LQJ� VD\� D VRPHZKDW ODUJHU DPRXQW >RI UHVHUYHV@ WKDQ WKDW WDUJHWHG E\

EDQNV LV H[SHFWHG WR SXW GRZQZDUG SUHVVXUH RQ WKH RYHUQLJKW UDWH� ,W LV VWLOO DQ

RSHQ TXHVWLRQ� KRZHYHU� KRZ PXFK RI WKH GRZQZDUG SUHVVXUH RFFXUV WKURXJK D

��



PHFKDQLFDO OLTXLGLW\ HmHFW RU� PRUH IXQGDPHQWDOO\� WKURXJK WKH VLJQDO FRQYH\HG

UHJDUGLQJ SROLF\ LQWHQWLRQV��

DQG �%RULR� ����� S� ���

?%XW KRZ FDQ PHUH DQQRXQFHPHQWV KDYH VXFK D FULWLFDO HmHFW" 7KDW WKH\ FOHDUO\

GR LV HYLGHQW IURP WKH IDFW WKDW LQ VRPH FDVHV SROLF\ VLJQDOV DUH VHQW� DQG PDU�

NHW UDWHV FKDQJH� ZLWKRXW DQ\ OLTXLGLW\ RSHUDWLRQV HYHU WDNLQJ SODFH��� >7@KH

DQVZHU SHUKDSV OLHV LQ WKH IDFW WKDW DV PRQRSROLVW VXSSOLHU RI VHWWOHPHQW EDO�

DQFHV� WKH FHQWUDO EDQN FRXOG� LI LW VR ZDQWHG� VHW WKH RYHUQLJKW UDWH� ,W FRXOG

GR VR E\ LQMHFWLQJ�ZLWKGUDZLQJ WKH YROXPH RI VHWWOHPHQW EDODQFHV GHPDQGHG E\

WKH PDUNHW DW WKH GHVLUHG UDWH� $QG� WKURXJK DUELWUDJH� LW FRXOG LQoXHQFH UDWHV

IXUWKHU DORQJ WKH PRQH\ PDUNHW \LHOG FXUYH IRU WKH SHULRG LQ ZKLFK QR IXUWKHU

FKDQJH ZDV DQWLFLSDWHG��

6WDWHPHQWV VXFK DV WKHVH VXJJHVW WKDW WKH H[SHULHQFH RI 1HZ =HDODQG PD\ QRW EH VR

UHPRYHG IURP WKDW RI RWKHU FRXQWULHV� 7R WKH H[WHQW DQQRXQFHPHQWV LQ RWKHU FRXQWULHV

SOD\ WKH VDPH UROH WKDW RSHQ PRXWK RSHUDWLRQV SOD\ LQ 1HZ =HDODQG� WKHVH DQQRXQFHPHQWV

FRXOG KHOS H[SODLQ WKH VPDOO OLTXLGLW\ HmHFWV IRXQG LQ SUDFWLFH� GHVSLWH WKH DSSDUHQW HDVH

ZLWK ZKLFK RYHUQLJKW UDWHV� DV ZHOO DV RWKHU UDWHV� PRYH VXEVWDQWLDO DPRXQWV ZKHQ FKDQJHV

DUH GHVLUHG E\ PRQHWDU\ DXWKRULWLHV� :LWK WKLV LQ PLQG� IXWXUH UHVHDUFK VKRXOG H[DPLQH WKH

H[WHQW WR ZKLFK DQQRXQFHPHQWV DQG VLJQDOV� UDWKHU WKDQ RSHQ PDUNHW RSHUDWLRQV� LQLWLDWH

LQWHUHVW UDWH PRYHPHQWV LQ FRXQWULHV RWKHU WKDQ 1HZ =HDODQG� 5HJDUGOHVV RI WKH RSHUDWLQJ

SURFHGXUHV RI GLmHUHQW FHQWUDO EDQNV� ZH EHOLHYH VLJQDOOLQJ PRQHWDU\ SROLF\ LQWHQWLRQV OLHV

DW WKH KHDUW RI PRQHWDU\ SROLF\ LPSOHPHQWDWLRQ� ,Q WKLV UHJDUG� WKH H[SHULHQFH RI 1HZ

=HDODQG PD\ SURYLGH YDOXDEOH OHVVRQV IRU FHQWUDO EDQNHUV LQ RWKHU FRXQWULHV�

$SSHQGLFHV

$ $ 6LPSOH 0DFUR 0RGHO

7KH IROORZLQJ LV D PRGLnHG YHUVLRQ RI D PDFUR PRGHO ZKLFK KDV EHHQ XVHG ZLGHO\ LQ WKH

PDFURHFRQRPLFV OLWHUDWXUH� ,W LV PRVW VLPLODU WR WKH oH[LEOH SULFH YHUVLRQ RI WKH PRGHO

LQ .HUU DQG .LQJ ������� :KHUH SRVVLEOH ZH KDYH XVHG WKH VDPH QRWDWLRQ� 7KH RQO\

VLJQLnFDQW PRGLnFDWLRQ WR WKHLU PRGHO LV WR DOORZ DJJUHJDWH GHPDQG WR GHSHQG RQ D ORQJHU�

WHUP LQWHUHVW UDWH �WKH 7 �GD\ UDWH�� UDWKHU WKDQ WKH VWDQGDUG DVVXPSWLRQ RI WKH RYHUQLJKW

LQWHUHVW UDWH� 7KLV PRWLYDWHV ZK\ WKH FHQWUDO EDQN
V UHDFWLRQ IXQFWLRQ LV ZULWWHQ LQ WHUPV

RI WKH 7 �GD\ UDWH� UDWKHU WKDQ WKH RYHUQLJKW LQWHUHVW UDWH� 0RQH\ GHPDQG VWLOO GHSHQGV

RQ WKH RYHUQLJKW LQWHUHVW UDWH�

$OO SDUDPHWHUV DUH GHnQHG WR EH SRVLWLYH� :H GHnQH LQoDWLRQ DV {W  SWb SWb�� ZKHUH

SW LV WKH ORJ RI WKH SULFH OHYHO� :H DVVXPH D oH[LEOH�SULFH DJJUHJDWH VXSSO\ UHODWLRQVKLS

{W  (Wb�{W � ��\W b \eW �� ����

��



ZKHUH \W LV WKH ORJ RI RXWSXW� 3RWHQWLDO RXWSXW \
e

W LV PRGHOHG DV D UDQGRP ZDON ZLWK GULIW�

VR WKDW LQ ORJDULWKPLF IRUP \eW  \eWb� � p � x
\
W ZKHUH (Wb�x

\
W  ��

�� ,I (Wb�{W LV UHPRYHG

IURP ����� D VWLFN\�SULFH YHUVLRQ RI WKH PRGHO LV HDVLO\ GHULYHG� $JJUHJDWH GHPDQG \W

GHSHQGV SRVLWLYHO\ RQ H[SHFWHG IXWXUH RXWSXW (W\W�� DQG QHJDWLYHO\ RQ WKH 7 �GD\ UHDO

LQWHUHVW UDWH UW�W�7 �

\W  (W\W�� b p b V�UW�W�7 b UeW�W�7 � � XW�

7KH WHUP XW LV DQ $5��� GHPDQG VKRFN� VR WKDW XW  |XWb� � rW� ZKHUH M|M � � DQG

(Wb�rW  �� 7KH HTXLOLEULXP UHDO LQWHUHVW UDWH UeW�W�7 LV DVVXPHG WR IROORZ D UDQGRP ZDON

ZLWKRXW GULIW� VR WKDW UeW�W�7  UeWb��Wb��7 � xU
W � ZKHUH (Wb�x

U
W  �� 7KH )LVKHU HTXDWLRQ

LV XVHG WR GHVFULEH WKH UHODWLRQVKLS EHWZHHQ WKH 7 �GD\ QRPLQDO DQG 7 �GD\ UHDO LQWHUHVW

UDWHV� 7KDW LV�

5W�W�7  UW�W�7 �(W{W�W�7 �

ZKHUH WKH H[SHFWHG UDWH RI LQoDWLRQ RYHU WKH QH[W 7 GD\V LV (W{W�W�7  
�

7
(W

37
N � {W�N�

7KH PRQHWDU\ DXWKRULW\ KDV WKH UHDFWLRQ IXQFWLRQ

5W�W�7  UeW�W�7 � {e � J�{W b {e� � [W�

ZKHUH (Wb�[W  � DQG {e LV LWV LQoDWLRQ WDUJHW� :H DVVXPH J ! �� DV LQ .HUU DQG .LQJ

������� ZKLFK HQVXUHV D XQLTXH UDWLRQDO H[SHFWDWLRQV HTXLOLEULXP H[LVWV� 7KH UDWLRQDO

H[SHFWDWLRQV VROXWLRQ WR WKLV VHW RI HTXDWLRQV LV
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ZKHUH

w  �� � �VJ���b
|��b |7 �

J7 ��b |�
� ! ��

:H DVVXPH PRQH\ PDUNHW HTXLOLEULXP UHTXLUHV

PW  SW � \W b t5W� ����

ZKHUH PW LV WKH ORJ RI WKH PRQHWDU\ EDVH DQG

5W  UeW�W�7 � {e �
7

� � �VJ
[W �

7 ��VJ��b |�b �|b |7 ��

Vw��b |7 �
XW �

|7

Vw
XWb� ����

LV WKH RYHUQLJKW UDWH� ,WV FRQVWUXFWLRQ LV GHVFULEHG LQ 6HFWLRQ �� :KHQ nUVW GLmHUHQFHG�

���� GHnQHV WKH JURZWK UDWH RI PRQH\ DV

cPW  {W �c\W b tc5W� ����

��,I D UDQGRP YDULDEOH LV DGGHG WR HTXDWLRQ ����� ZH FDQ HDVLO\ GHULYH WKH LPSDFW RI VXSSO\ VKRFNV� 7KLV

GRHV QRW FKDQJH WKH EDVLF QDWXUH RI WKH VROXWLRQV EHORZ�

��



6XEVWLWXWLQJ ����� ����� DQG ���� LQWR ���� JLYHV D UXOH IRU WKH JURZWK UDWH RI WKH PRQHWDU\

EDVH FRQVLVWHQW ZLWK WKH LQWHUHVW UDWH UXOH�

cPW  {e b
�V

� � �VJ
[W �

�

w
XW �

|

VJw
XWb�

� p � x
\
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� � �VJ
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t
xUW �
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� � �VJ
�[W b [Wb��

�
7 ��VJ��b |�b �|b |7 ��

Vw��b |7 �
�XW b XWb�� �

|7

Vw
�XWb� b XWb��

�
�

7KH SULFH OHYHO DQG WKH OHYHO RI WKH PRQHWDU\ EDVH DUH WKHQ XQLTXHO\ GHWHUPLQHG DW DQ\

SRLQW LQ WLPH RQFH WKH LQLWLDO OHYHO RI WKH PRQHWDU\ EDVH �RU LQLWLDO OHYHO RI SULFHV� LV

VSHFLnHG�

% 3URRIV

%�� 3URRI RI /HPPD �

:H nUVW SURYH WKDW LI VXFK D SURFHVV IRU WKH RYHUQLJKW UDWH H[LVWV� LW PXVW EH XQLTXH� ,I ���

LV WR KROG� WKHQ

A5W � 7
1b�;
L �

(W> A5W���L7�W����L���7 @  7
1b�;
L �

(W> A5W�L7�W��L���7 @ �(W> A5W�17�W�17��@

PXVW KROG IRU DOO SRVLWLYH LQWHJHUV 1 � 7KHUHIRUH� WKH RYHUQLJKW UDWH PXVW HTXDO

A5W  (W> A5W�17�W�17��@

� 7

1b�;
L �

�(W> A5W�L7�W��L���7 @b x5W�b 7

1b�;
L �

�(W> A5W���L7�W����L���7 @b x5W��

DJDLQ� IRU DOO SRVLWLYH LQWHJHUV 1 � &RQGLWLRQ ��� LPSOLHV WKDW WKH WZR VHULHV DERYH FRQYHUJH

DV 1 � �� (W> A5W�Q@ PXVW FRQYHUJH WR x5W� VLQFH DQ\ RWKHU OLPLW ZRXOG EH LQFRQVLVWHQW

ZLWK ERWK ��� DQG ��� KROGLQJ� 7KXV� LI WKH UHTXLUHG SURFHVV IRU WKH RYHUQLJKW UDWH H[LVWV�

LW PXVW HTXDO

A5W  x5W � 7

�;
L �

�(W> A5W�L7�W��L���7 @b x5W�b 7

�;
L �

�(W> A5W���L7�W����L���7 @b x5W�� ����

,W LV HDVLO\ FRQnUPHG WKDW WKLV SURFHVV VDWLVnHV ��� DQG FRQYHUJHV� 7KLV FRPSOHWHV WKH

SURRI�

%�� 3URRI RI 3URSRVLWLRQ �

6XSSRVH WKDW WKH PDUNHW GHOLYHUV WKH P�GD\ UDWH 5W�W�P RQ GD\ W� :H ZDQW WR VKRZ WKDW

5W�W�P  
�

P

Pb�;
N �

(W> A5W�N�W�N��@� IRU DOO P DQG W�
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7KLV ZLOO HQVXUH WKH PDUNHW GHOLYHUV H[DFWO\ WKH VDPH \LHOG FXUYH DV WKDW ZKLFK UHVXOWV

IURP WKH WUDGLWLRQDO LPSOHPHQWDWLRQ RI PRQHWDU\ SROLF\�

)URP 3URSRVLWLRQ �� ZH NQRZ WKDW

5W�W�7  A5W�W�7 IRU DOO W�

&RPELQLQJ WKLV UHVXOW ZLWK WKH H[SHFWDWLRQV K\SRWKHVLV� ZH VHH WKDW WKH RYHUQLJKW UDWH

PXVW VDWLVI\

�

7

7b�;
N �

(W>5W�N�W�N��@  A5W�W�7 � IRU DOO W� ����

$OVR IURP WKH H[SHFWDWLRQV K\SRWKHVLV� WKH IRUZDUG LQWHUHVW UDWH� RQ GD\ W� IRU ERUURZ�

LQJ DQG OHQGLQJ IURP GD\ W � Q WLOO GD\ W � Q � �� HTXDOV (W>5W�Q�W�Q��@� :H NQRZ WKDW

OLPQ��(W>5W�Q�W�Q��@ H[LVWV IRU DOO W IURP WKH DVVXPSWLRQ LQ WKH SURSRVLWLRQ WKDW WKH IRU�

ZDUG RYHUQLJKW UDWH FRQYHUJHV DW GLVWDQW KRUL]RQV� 8VLQJ /HPPD �� WKHUH LV D XQLTXH SUR�

FHVV IRU WKH PDUNHW RYHUQLJKW UDWH ZKLFK VDWLVnHV ���� DQG IRU ZKLFK OLPQ��(W>5W�Q�W�Q��@

H[LVWV IRU DOO W� 7KH FRUUHVSRQGLQJ RYHUQLJKW UDWH RQ GD\ W HTXDOV A5W� VR WKDW WKH P�GD\

UDWH RQ GD\ W HTXDOV

5W�W�P  
�

P

Pb�;

N �

(W>5W�N�W�N��@  
�

P

Pb�;

N �

(W> A5W�N�W�N��@�

DV UHTXLUHG�

& 7KH ,QWHU�%DQN 0DUNHW ZLWK 6ORSLQJ <LHOG &XUYHV

:H ZLVK WR VKRZ WKDW HYHQ ZKHQ WKH \LHOG FXUYH IURP � WR �� GD\V LV QRW oDW� D EDQN

KDV QR LQFHQWLYH WR ERUURZ LQ WKH LQWHU�EDQN PDUNHW WR KROG DGGLWLRQDO VHWWOHPHQW FDVK�

RU OHQG LQ WKH LQWHU�EDQN PDUNHW WR UHGXFH LWV KROGLQJV RI VHWWOHPHQW FDVK� WKDW LV� WKH\

ZLOO FKRRVH GW  �� ,I WKLV LV QRW WKH FDVH� WKHUH ZLOO EH SUHVVXUH IURP WKH VHWWOHPHQW FDVK

PDUNHW IRU LQWHUHVW UDWHV WR DGMXVW XQWLO EDQNV FKRRVH GW  � DV LW LV QRW SRVVLEOH IRU DOO
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