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ABSTRACT

On the Real Effects of Monetary Policy: A Central Banker’s View*

This Paper is an attempt to provide an updated assessment of what we know
and what do not know about the impact of monetary policy on the economy
and what implications follow for the conduct of monetary policy in today’s
world. Firstly, we discuss the conditions under which monetary policy can be
expected to affect the economy, both over the medium term and the short
term and review the most policy-relevant empirical results, providing some
new evidence. Secondly, we analyse the implications that the empirical
regularities have for the practical conduct of monetary policy. We focus on
whether the existence of short-run real effects can and should be exploited by
central banks and whether the impact of monetary policy on the economy may
be affected by the present circumstances of low rates of inflation and low
nominal interest rates.
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NON-TECHNICAL SUMMARY

The impact of monetary policy on the economy has long been a key issue in
macroeconomic theory. It is also of fundamental importance from a policy
perspective given how necessary it is for central bankers to have a proper
understanding of the consequences of their actions so as to determine at each
moment what monetary stance is appropriate for reaching their final goal.

This Paper attempts to provide an updated assessment of what we know –
and what we still do not – about the impact of monetary policy on the economy
and what implications follow for the conduct of monetary policy in today’s
world. In so doing, our main aim is to bring together economic principles,
empirical evidence and central banking experience so as to derive some
practical lessons, which may be useful to performers of the ‘art of central
banking’.

In discussing the impact of monetary policy on the economy, modern
macroeconomics draws a distinction between the short and the medium term.
Because, over the medium term, inflation is primarily a monetary phenomenon
and because inflation entails significant economic costs, this explains the
monetary authorities’ concern, even in countries which have adopted highly
divergent monetary policy arrangements, with reaching a rate of liquidity
creation that is compatible with financing potential economic growth under
conditions of price stability in the medium term.

Over short-term horizons, theoretical attempts have been made to justify the
presumption that monetary policy has real effects. For the school of thought
that believes that prices and wages are fully flexible in the short term, the main
reason why the non-systematic component of monetary policy has temporary
real effects is that it leads to misperceptions on the part of the public. The
immediate policy implications from the above are twofold: first, only monetary
policy actions which are not systematic have a short-run influence on output,
with a monetary loosening leading to an output expansion and
vice-versa; and second, the choice of the policy rule by the monetary
authorities is of no consequence for short-run output developments, thus
mattering only for price developments.

Properly understanding what happens in the real world becomes very difficult
if it is not acknowledged that wages and prices are not fully instantaneously
flexible, regardless of how well agents are informed about the nature of the
policy actions. Thus, the policy implications from the ‘imperfect price flexibility’
school are twofold: monetary policy actions temporarily impact on output
regardless of whether they are systematic or not; and the choice of policy rule
by the monetary authority is relevant for the short-run course of both prices



and output. In trying to come up with an integrated view, more closely tailored
to the actual needs of monetary policy-makers, the main implication would be
that the more rapidly agents adjust their inflationary expectations and the
more flexibility there is in the setting of prices and wages, the greater the
impact of systematic monetary policy actions on prices with lower or no
temporary output effects.

Our review of the existing empirical evidence and our own evidence for the US
and the Euro zone, using two alternative models to characterise the effects of
monetary policy on the economy, yields several results. First, the international
evidence both from structural and reduced-form models suggests that while
monetary policy actions only influence nominal variables in the medium term,
they nevertheless impact on real variables in the short term, albeit with
differing degrees of intensity across countries and economic areas. Second,
following a monetary policy tightening output displays a ‘hump-shaped’
pattern. In particular, there seems to be a gradual decline in output which
reaches its peak typically after 4 to 8 quarters, before it starts progressively to
return to its original situation as prices adjust and/or the policy change is
reversed. In general, a large part of the initial output effects disappear after 8
to 12 quarters. As far as prices are concerned, they respond with longer lags
than output, the fullest effect on prices occurring with a lag of two years or
longer. Third, it seems that monetary policy actions have transitory output
effects both when they reflect the systematic response of the authorities to the
economy and when they correspond to exogenous policy shocks, which
depart from this pattern. Yet, at least for continental Europe, it is found that the
output effects of systematic or anticipated monetary actions take longer to be
felt than those resulting from policy shocks. Fourth, in practice it turns out that
movements in monetary policy instruments typically correspond to responses
by central banks to the state of the economy, exogenous policy shocks
playing only a relatively small part. This feature, which reflects the prevalence
of systematic or expected policy changes relative to unexpected changes,
should not come as a surprise once it is recognised that policy decisions are
normally guided by the specific monetary policy strategy with which the central
bank tries to fulfil its final goal. Finally, in general, it seems reasonable to
expect that the short-term effects of monetary policy on output will be smaller,
the higher the credibility of the monetary authority and the degree with which
private-sector expectations adjust and the faster the adaptation of wages and
prices to the changing monetary conditions.

The analysis in the last part of the Paper focuses on the implications that the
empirical regularities have for the practical conduct of monetary policy. An
initial issue concerns the risks incurred when monetary policy is repeatedly
employed as a tool for trying to influence real economic activity without due
regard to the maintenance of price stability. Indeed, even if the continuous
pursuit of a more expansionary monetary policy stance can at best stimulate



output temporarily, it leads for sure to higher inflation, which entails significant
permanent economic costs. To make sure that the risks of engaging in such
inappropriate policy are minimised, recent changes in central banking
legislation; which are enshrined, for example, in the Statute of the European
Central Bank, have placed price stability as the primary goal of monetary policy
to avoid the risks of short-term subordination to other policy goals.

The above notwithstanding, knowledge about the existence of transitory real
effects from monetary policy actions can and should be used by central banks,
albeit prudently, for steering monetary conditions, so that price stability over
the business cycle is maintained and, without prejudice to it, economic activity
is promoted whenever necessary. Yet policy-makers have to take into account
the uncertainties surrounding the transmission mechanism of monetary policy
to the economy, so as to avoid neither any sort of fine-tuning nor the well
known problems of instrument instability. If the central bank succeeds in
prudently conducting monetary policy, the outcome will be an environment of
price stability, which is conducive to growth.

A second issue deals with whether monetary policy may be affected by the
present circumstances of low rates of inflation and low nominal interest rates.
While the policy issues discussed so far have been addressed bearing in mind
the empirical regularities characterising the workings of the economy in the
past, central banks of industrial countries are faced at present with the
challenge of having to conduct policy in an environment of low or very low
inflation and interest rates. While in the case of the US this challenge must be
met in the context of a very dynamic economy, in the Euro area growth is
envisaged to be rather more subdued. In Japan, in contrast, not only are
interest rates extremely low but the economy remains depressed and prices
are actually falling. Consequently, it becomes very important for central
bankers to ascertain to what extent monetary policy actions can be trusted to
have similar effects in the short term, compared to those observed in normal
times, in the present environment of low inflation and interest rates.

Our discussion of the potential uncertainties surrounding such an environment
reaches the highly tentative conclusion that a monetary policy easing may
become less effective in promoting economic activity in that context. An
implication of the above would be that, in the present circumstances,
monetary policy should not be overburdened with the responsibility of solving
problems which are better tackled through other policies which directly aim at
improving the functioning of the economy.
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7KH� LPSDFW�RI�PRQHWDU\�SROLF\�RQ� WKH�HFRQRP\�DQG� LQ�SDUWLFXODU�RQ�RXWSXW

DQG� SULFHV� KDV� ORQJ� EHHQ� D� NH\� LVVXH� LQ� PDFURHFRQRPLF� WKHRU\�� ,W� LV� DOVR� RI

IXQGDPHQWDO� LPSRUWDQFH� IURP� D� SROLF\� SHUVSHFWLYH� JLYHQ� KRZ� QHFHVVDU\� LW� LV� IRU

FHQWUDO� EDQNHUV� WR� KDYH� D� SURSHU� XQGHUVWDQGLQJ� RI� WKH� FRQVHTXHQFHV� RI� WKHLU

DFWLRQV�VR�DV�WR�GHWHUPLQH�DW�HDFK�PRPHQW�ZKDW�PRQHWDU\�VWDQFH�LV�DSSURSULDWH�IRU

UHDFKLQJ�WKHLU�ILQDO�JRDO�

7KLV�SDSHU�DWWHPSWV�WR�DGGUHVV�WKH�TXHVWLRQ�RI�ZKDW�DUH�WKH�UHDO�HIIHFWV�RI

PRQHWDU\�SROLF\��$OWKRXJK�RQH�PLJKW�EH�WHPSWHG�DW�ILUVW�VLJKW�WR�JLYH�D�PRUH�RU�OHVV

FRQFOXVLYH� VWDQGDUG� PDFURHFRQRPLFV� WH[WERRN� DQVZHU� GUDZLQJ� RQ� SRSXODU

SHUFHSWLRQV� DERXW� ZKDW� PRQHWDU\� SROLF\� GRHV�� RQ� UHIOHFWLRQ� WKLQJV� DUH� QRW� VR

VLPSOH�

)LUVWO\��ZKHQ�ZH�WDON�DERXW�WKH�LPSDFW�RI�PRQHWDU\�SROLF\�RQ�WKH�HFRQRP\�D

GLVWLQFWLRQ�KDV�WR�EH�GUDZQ�EHWZHHQ�WKH�VKRUWHU�WHUP�DQG�WKH�PHGLXP�WHUP��LQGHHG�

WKH�HIIHFWV�RI�PRQHWDU\�DFWLRQV�RQ�QRPLQDO� DQG� UHDO� YDULDEOHV� FDQ� �DQG�JHQHUDOO\

ZLOO��GLIIHU�FRQVLGHUDEO\�GHSHQGLQJ�RQ�WKH�UHIHUHQFH�KRUL]RQ�

6HFRQGO\��ZKHQ�ZH�DVN�³ZKDW�LV�WKH�LPSDFW�RI�D���S�S��FKDQJH�LQ�WKH�RIILFLDO

LQWHUHVW� UDWH� E\� WKH� FHQWUDO� EDQN"´�� LW� PD\� EH� LPSRUWDQW� WR� FRQVLGHU� WKDW� ZKLOH

PRQHWDU\�SROLF\�PD\�DIIHFW�WKH�HFRQRP\�LW�DOVR�UHDFWV�WR�LW��)RU�WKLV�UHDVRQ��LW�LV�RI

LQWHUHVW�WR�GLIIHUHQWLDWH�ZKHWKHU�VXFK�SROLF\�DFWLRQ� LV�DQ�XQH[SHFWHG�RU�H[RJHQRXV

VKRFN�RU�LV�UDWKHU�SDUW�RI�DQ�H[SOLFLW�RU�LPSOLFLW�SROLF\�UXOH�ZKHUHE\�WKH�FHQWUDO�EDQN

V\VWHPDWLFDOO\� UHVSRQGV� WR� HYROYLQJ�HFRQRPLF� FRQGLWLRQV� LQ� WKH�SXUVXLW� RI� LWV� ILQDO

JRDOV�

7KLUGO\��ZKLOH� LQ� FHQWUDO� EDQNHUV¶� MDUJRQ� DQ� LQFUHDVH� LQ� WKH� RIILFLDO� LQWHUHVW

UDWH� LV� DOZD\V� WDNHQ� WR� PHDQ� D� SROLF\� ³WLJKWHQLQJ´� DQG� D� UHGXFWLRQ� D� SROLF\

³ORRVHQLQJ´��PHDVXULQJ�WKH�VWDQFH�RI�PRQHWDU\�SROLF\�LV�QR�WULYLDO�WDVN��)RU�LQVWDQFH�

D� ULVH� LQ� RIILFLDO� LQWHUHVW� UDWHV� LQ� UHVSRQVH� WR� D� SURVSHFWLYH� ZRUVHQLQJ� LQ� SULFH

GHYHORSPHQWV�PD\�XOWLPDWHO\�EH�³DFFRPPRGDWLQJ´�LQ�VR�IDU�DV�WKH�QRPLQDO�LQWHUHVW

UDWH�LQFUHDVH�LV�QRW�DV�ODUJH�DV�WKH�LQFUHDVH�LQ�LQIODWLRQDU\�H[SHFWDWLRQV��WKXV�OHWWLQJ
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UHDO�LQWHUHVW�UDWHV�GURS�DW�D�WLPH�ZKHQ�WKH\�VKRXOG�UDWKHU�EH�LQFUHDVLQJ�WR�FRXQWHU

IXWXUH�LQIODWLRQDU\�SUHVVXUHV�

)LQDOO\��WKH�HIIHFWV�RI�PRQHWDU\�SROLF\�RQ�WKH�HFRQRP\�GR�QRW�WDNH�SODFH�LQ�D

YDFXXP�� 5DWKHU�� WKH\� FULWLFDOO\� GHSHQG� RQ� ZKDW� WKH� VWDUWLQJ� FRQGLWLRQV� DUH

UHJDUGLQJ�� IRU� H[DPSOH�� WKH� FUHGLELOLW\� RI� WKH� FHQWUDO� EDQN¶V� SROLF\�� WKH� GHJUHH� RI

HFRQRPLF� VODFN�� WKH� IXQFWLRQLQJ� RI� JRRGV� DQG� ODERXU� PDUNHWV�� WKH� LQLWLDO� UDWH� RI

LQIODWLRQ�DQG�WKH�LQLWLDO�OHYHO�RI�LQWHUHVW�UDWHV�

.HHSLQJ� WKHVH� FRQVLGHUDWLRQV� LQ� PLQG�� WKLV� SDSHU� DWWHPSWV� WR� SURYLGH� DQ

XSGDWHG�DVVHVVPHQW�RI�ZKDW�ZH�NQRZ��DQG�ZKDW�ZH�VWLOO�GR�QRW��DERXW�WKH�LPSDFW�RI

PRQHWDU\� SROLF\� RQ� WKH�HFRQRP\�� DQG�ZKDW� LPSOLFDWLRQV� IROORZ� IRU� WKH� FRQGXFW� RI

PRQHWDU\� SROLF\� LQ� WRGD\¶V�ZRUOG��� ,Q� VR� GRLQJ�� RXU�PDLQ� DLP� LV� WR� EULQJ� WRJHWKHU

HFRQRPLF� SULQFLSOHV�� HPSLULFDO� HYLGHQFH� DQG� FHQWUDO� EDQNLQJ� H[SHULHQFH� VR� DV� WR

GHULYH� VRPH� SUDFWLFDO� OHVVRQV� ZKLFK� PD\� EH� XVHIXO� WR� SHUIRUPHUV� RI� WKH� ³DUW� RI

FHQWUDO�EDQNLQJ´�

7KH� SDSHU� LV� VWUXFWXUHG� DV� IROORZV�� 6HFWLRQ� �� UHYLHZV� WKH� NH\� FRQFHSWXDO

LVVXHV� WKDW� KDYH� WR� EH� GHDOW� ZLWK� ZKHQ� VWXG\LQJ� WKH� FRQGLWLRQV� XQGHU� ZKLFK

PRQHWDU\�SROLF\�FDQ�EH�H[SHFWHG�WR�DIIHFW�UHDO�HFRQRPLF�DFWLYLW\�� ,W�SUHVHQWV�ZKDW

ZH� FRQVLGHU� WR� EH� WKH� PRVW� SROLF\�UHOHYDQW� HPSLULFDO� UHVXOWV� RQ� WKH� LPSDFW� RI

PRQHWDU\� SROLF\� RQ� WKH� HFRQRP\� RYHU� WKH� VKRUW� DQG�PHGLXP� WHUP� DQG� SURYLGHV

IXUWKHU� UHVXOWV� IRU� WKH� HXUR� DUHD� XVLQJ� WZR� DOWHUQDWLYH� PRGHOV�� 7KH� VHFWLRQ

FRQFOXGHV�ZLWK�D�FULWLFDO� ORRN�DW� WKH�H[LVWLQJ�HYLGHQFH�DQG�ZLWK�DQ�DVVHVVPHQW�RI

WKH�HPSLULFDO�UHJXODULWLHV�ZKLFK�VHHP�PRVW�UREXVW�DQG�WKXV�XVHIXO�IRU�SROLF\PDNLQJ�

6HFWLRQ���WDNHV�VWRFN�RI�WKH�UHVXOWV� LQ�WKH�SUHYLRXV�VHFWLRQ�DQG�IRFXVHV�RQ

WKH� LPSOLFDWLRQV� WKDW� WKH� HPSLULFDO� UHJXODULWLHV� KDYH� IRU� WKH� SUDFWLFDO� FRQGXFW� RI

PRQHWDU\�SROLF\��$Q�LQLWLDO� LVVXH�FRQFHUQV�WKH�ULVNV�LQFXUUHG�ZKHQ�PRQHWDU\�SROLF\

LV� UHSHDWHGO\� HPSOR\HG� DV� D� WRRO� IRU� WU\LQJ� WR� LQIOXHQFH� UHDO� HFRQRPLF� DFWLYLW\

ZLWKRXW�GXH�UHJDUG�WR�WKH�PDLQWHQDQFH�RI�SULFH�VWDELOLW\��$�VHFRQG�LVVXH�GHDOV�ZLWK

WKH�SUDFWLFDO�OHVVRQV�WKDQ�FDQ�EH�GUDZQ�IURP�WKH�HYLGHQFH�UHJDUGLQJ�WKH�GHVLJQ�RI

PRQHWDU\� SROLF\� IUDPHZRUNV�� 7KH� ODVW� SDUW� RI� WKH� VHFWLRQ� DGGUHVVHV� WKH� LVVXH� RI

�����������������������������������������������
�
��,Q�D�UHFHQW�SDSHU��)ULHGPDQ��������DOVR�DGGUHVVHV�WKHVH�LVVXHV�
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ZKHWKHU� WKH� LPSDFW� RI� PRQHWDU\� SROLF\� RQ� WKH� HFRQRP\� PD\� GLIIHU� XQGHU

FLUFXPVWDQFHV�OLNH�WKH�SUHVHQW�RQHV��FKDUDFWHULVHG�E\�YHU\�ORZ�UDWHV�RI�LQIODWLRQ�DQG

QRPLQDO� DQG� UHDO� LQWHUHVW� UDWHV�� 6HFWLRQ� �� FRPSOHWHV� WKH� SDSHU�� VXPPDULVLQJ� LWV

PDLQ�FRQFOXVLRQV�

�� 7+(�,03$&7�2)�021(7$5<�32/,&<�21�7+(�(&2120<�,1�7+(25<

$1'�,1�35$&7,&(

,Q� GLVFXVVLQJ� WKH� LPSDFW� RI� PRQHWDU\� SROLF\� RQ� WKH� HFRQRP\�� PRGHUQ

PDFURHFRQRPLFV�GUDZV�D�GLVWLQFWLRQ�EHWZHHQ�WKH�VKRUW�DQG�WKH�PHGLXP�WHUP��7KLV

GLVWLQFWLRQ�LV�HVVHQWLDO�IRU�D�SURSHU�XQGHUVWDQGLQJ�RI�ZKDW�PRQHWDU\�SROLF\�GRHV��,Q

WKH�VKRUW�WHUP��SULFH�DQG�RXWSXW�G\QDPLFV�DUH�OLNHO\�WR�EH�TXLWH�FRPSOH[�GXH�WR�WKH

SRWHQWLDO�SUHVHQFH�RI�FHUWDLQ�IULFWLRQV�DQG�PDUNHW�LPSHUIHFWLRQV��%\�FRQWUDVW��LQ�WKH

PHGLXP� WHUP� FHUWDLQ� FRQGLWLRQV� KROG� ZKLFK� JUHDWO\� VLPSOLI\� WKH� DQDO\VLV�� )RU� WKLV

UHDVRQ��ZH�VWDUW�ZLWK� WKH�PHGLXP� WHUP�DQG� WKHQ�PRYH� WR� WKH� VKRUW� WHUP�� ,Q� ERWK

FDVHV�WKH�PDLQ�FRQFHSWXDO�HOHPHQWV�DUH�SUHVHQWHG�DQG� WKH�HPSLULFDO�HYLGHQFH� LV

UHYLHZHG��

���� 7KH�PHGLXP�WHUP

$�PRVW�ILUPO\�HVWDEOLVKHG�EHKDYLRXUDO�UHODWLRQVKLS�LQ�PRQHWDU\�WKHRU\�LV�WKDW

ZKLFK�OLQNV�LQ�WKH�PHGLXP�WHUP�WKH�LQIODWLRQ�UDWH��WKH�JURZWK�RI�RXWSXW�DQG�WKH�UDWH

RI�PRQH\� JURZWK��7KLV� UHODWLRQVKLS� VWDWHV� WKDW�� RQ� DYHUDJH�� WKH� UDWH� RI�PRQHWDU\

H[SDQVLRQ� ILQDQFHV� WKH� WUHQG�JURZWK� RI� RXWSXW� DQG� WKH� VXVWDLQHG� LQFUHDVH� LQ� WKH

JHQHUDO�SULFH�OHYHO��7KXV��WKH�LQIODWLRQ�UDWH�HTXDOV��RQ�DYHUDJH��WKH�UDWH�RI�PRQHWDU\

H[SDQVLRQ�ZKLFK�H[FHHGV� WKDW�ZKLFK� LV�QHHGHG� WR� ILQDQFH� WKH�SRWHQWLDO�JURZWK� LQ

WKH�HFRQRP\��

:KLOH�WKH�DERYH�UHODWLRQVKLS�QHFHVVDULO\�KROGV� LQ�DQ\�HFRQRP\��UHJDUGOHVV

RI� LWV� HFRQRPLF� VWUXFWXUH�� WKH� FRQFUHWH� PRQHWDU\� SROLF\� VWUDWHJ\� DGRSWHG� E\� WKH

DXWKRULWLHV�RU�WKH�VSHFLILF�IHDWXUHV�RI�WKH�PRQHWDU\�SROLF\�WUDQVPLVVLRQ�PHFKDQLVP�

VRPHWKLQJ� HOVH� LV� QHHGHG� WR� WXUQ� LW� LQWR� DQ�H[SODQDWLRQ� RI� WKH� ORQJ�UXQ� HIIHFWV� RI

PRQHWDU\� SROLF\� LQ� WKH� HFRQRP\�� 7KLV� ³VRPHWKLQJ� HOVH´� LV� QRWKLQJ�PRUH� WKDQ� WKH

�����������������������������������������������
�
��7KLV�VHFWLRQ�SDUWLDOO\�GUDZV�RQ�9LxDOV�������

�
�7R�EH�SUHFLVH��WUHQG�FKDQJHV�LQ�YHORFLW\�VKRXOG�DOVR�HQWHU�LQWR�WKH�UHODWLRQVKLS�
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ZLGHO\�VKDUHG�YLHZ�WKDW� WKHUH� LV�QR�PHGLXP�WHUP�WUDGH�RII� WKDW� WKH�DXWKRULWLHV�FDQ

H[SORLW� IRU� LQFUHDVLQJ� RXWSXW� DW� WKH� FRVW� RI� KLJKHU� LQIODWLRQ�� 7KLV� JHQHUDO� UHVXOW

KLQJHV�� LQ� WXUQ�� RQ� WZR� YHU\� UHDVRQDEOH� DVVXPSWLRQV�� WKDW� UHJDUGOHVV� RI�ZKDW� WKH

VKRUW�UXQ� VLWXDWLRQ� LV�� HFRQRPLF� DJHQWV� HYHQWXDOO\� OHDUQ� IURP� WKHLU� SDVW�PLVWDNHV

DQG�HQG�XS�KDYLQJ�D�SUHWW\�JRRG�LGHD�RI�KRZ�WKH�HFRQRP\�ZRUNV�DQG��LQ�SDUWLFXODU�

RI� WKH� PRQHWDU\� SROLF\� EHLQJ� IROORZHG�� DQG� WKDW� SULFHV� DQG� ZDJHV� EHFRPH� IXOO\

IOH[LEOH�RYHU�WLPH�WKXV�PDNLQJ�LW�SRVVLEOH�IRU�JRRGV�DQG�ODERXU�PDUNHWV�WR�IXOO\�FOHDU�

:KLOH� WKH�DERYH� LPSOLHV� WKDW� RYHU� WKH�PHGLXP� WHUP� LQIODWLRQ� LV� SULPDULO\� D

PRQHWDU\� SKHQRPHQRQ�� DQG� WKDW� FHQWUDO� EDQNV� FDQQRW� LQFUHDVH� RXWSXW� WKURXJK

HQJLQHHULQJ� KLJKHU� LQIODWLRQ�� LW� PXVW� DOVR� EH� DFNQRZOHGJHG� WKDW� LQIODWLRQ� PD\

DFWXDOO\�EH�GHWULPHQWDO�WR�HFRQRPLF�DFWLYLW\�� ,QGHHG��WKH�EHOLHI� WKDW� LQIODWLRQ�HQWDLOV

FRVWV� WR� VRFLHW\¶V� HFRQRPLF� ZHOO�EHLQJ� LV� FHUWDLQO\� EHKLQG� WKH� ZLGHVSUHDG

DFFHSWDQFH�RI�WKH�SULQFLSOH�WKDW�WKH�EHVW�FRQWULEXWLRQ�WKDW�PRQHWDU\�SROLF\�FDQ�PDNH

WR�VRFLHW\�LV�WR�PDLQWDLQ�DQ�HQYLURQPHQW�RI�SULFH�VWDELOLW\�RYHU�WKH�PHGLXP�WHUP�

$V� FRQFHUQV� WKH� HFRQRPLF� FRVWV� RI� LQIODWLRQ�� LW� LV� JHQHUDOO\� DVVXPHG� WKDW

VXFK�FRVWV�DULVH�ZKHQ�WKH�HFRQRP\�GHYLDWHV�RYHU�D�SURORQJHG�WLPH�IURP�ZKDW�LV�D

VLWXDWLRQ� RI� SULFH� VWDELOLW\�� $ORQJ� ZLWK� WKH� ZHOO�NQRZQ� ³VKRH�OHDWKHU´� DQG� ³PHQX

FRVWV´�� WKH�PRVW� LPSRUWDQW� FRVWV�DUH� WKRVH� WKDW� DULVH� DV� D� UHVXOW� RI� WKH� LPSDFW� RI

LQIODWLRQ�ZLWKLQ�D�WD[��OHJDO�DQG�FRQWUDFWXDO�IUDPHZRUN�ZKLFK�LV�QRW�IXOO\�DGDSWHG�WR�LW�

,Q�DGGLWLRQ�WR�WKHVH�PDFURHFRQRPLF�DQG�HIILFLHQF\�FRVWV��ZKHQ�LQIODWLRQ�DIIHFWV�WKH

SXEOLF¶V�HFRQRPLF�HQWLWOHPHQWV�DQG�REOLJDWLRQV��D�VLJQLILFDQW�UHGLVWULEXWLRQ�RI�LQFRPH

DQG�ZHDOWK�HQVXHV�ZKLFK�WHQGV�WR�DIIHFW�DGYHUVHO\�WKRVH�VHJPHQWV�RI�VRFLHW\�ZLWK

OHVV�NQRZOHGJH�DQG�IHZHU�UHVRXUFHV�WR�SURWHFW�WKHPVHOYHV�DJDLQVW�LQIODWLRQ�

7XUQLQJ�QRZ�WR�WKH�HPSLULFDO�HYLGHQFH��ZH�ILUVW�SURYLGH�VRPH�MXVWLILFDWLRQ�IRU

LQIODWLRQ�EHLQJ�SULPDULO\�D�PRQHWDU\�SKHQRPHQRQ�RYHU� WKH�PHGLXP�WHUP�DQG� WKHQ

EULHIO\�GLVFXVV�ZKDW�HYLGHQFH�WKHUH�LV�RQ�WKH�FRVWV�RI�LQIODWLRQ�

0RVW�VWXGLHV�FRQILUP�WKDW�RYHU�WKH�PHGLXP�WHUP�WKHUH�LV�DQ�H[WUHPHO\�KLJK

FRUUHODWLRQ� �DOPRVW� XQLW\�� EHWZHHQ� WKH� JURZWK� UDWH� RI� WKH� PRQH\� VXSSO\� DQG� WKH

LQIODWLRQ� UDWH���6LQFH� LQ� WKH�SUHVHQW� FLUFXPVWDQFHV�RI�GHUHJXODWLRQ�DQG�FRQWLQXRXV
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ILQDQFLDO�LQQRYDWLRQ�LW�LV�RIWHQ�GLIILFXOW�WR�LGHQWLI\�ZKLFK�VSHFLILF�PRQHWDU\�DJJUHJDWH

FRUUHVSRQGV� PRVW� FORVHO\� WR� WKH� UHOHYDQW� FRQFHSW� RI� ³PRQH\´� RU� ³OLTXLGLW\´�� LW� LV

FRPIRUWLQJ� WKDW� WKH� DERYH� UHVXOWV� KROG� IRU� DOWHUQDWLYH� GHILQLWLRQV� RI� ³PRQH\´��:H

KDYH�DOVR�ORRNHG�DW�QDWLRQDO�PDFURHFRQRPLF�WUHQGV�ZLWK�D�YLHZ�WR�HYDOXDWLQJ�KRZ

LPSRUWDQW� PRQHWDU\� GHYHORSPHQWV� DUH� LQ� H[SODLQLQJ� FURVV�FRXQWU\� GLIIHUHQFHV� LQ

LQIODWLRQ�RYHU�H[WHQGHG�SHULRGV��WDNLQJ�LQWR�DFFRXQW�WKDW�WKH�LQIODWLRQ�UDWH�HTXDOV��RQ

DYHUDJH��WKH�UDWH�RI�PRQHWDU\�H[SDQVLRQ�ZKLFK�H[FHHGV�WKH�QHHGV�IRU�ILQDQFLQJ�WKH

PHGLXP�WHUP� JURZWK� RI� WKH� HFRQRP\�� 7KLV� FRQILUPV� WKDW� WKH� H[LVWLQJ� GLIIHUHQFHV

DPRQJ� QDWLRQDO� LQIODWLRQ� UDWHV� DUH� PDLQO\� DFFRXQWHG� IRU� E\� GLIIHUHQW� UDWHV� RI

H[SDQVLRQ�RI�OLTXLGLW\�LQ�WKH�YDULRXV�FRXQWULHV��7KLV�IDFW�FRPHV�DV�QR�VXUSULVH�LI�LW�LV

ERUQH� LQ�PLQG� WKDW�� JHQHUDOO\� VSHDNLQJ�� DYHUDJH� RXWSXW� JURZWK� UDWHV� UHFRUGHG� LQ

KLJKO\� GLYHUVH� HFRQRPLHV� IOXFWXDWH� ZLWKLQ� D� IDLUO\� OLPLWHG� UDQJH� �SDUWLFXODUO\� LQ� WKH

LQGXVWULDO� FRXQWULHV�� ZKLOH�� E\� FRQWUDVW�� UDWHV� RI� PRQHWDU\� H[SDQVLRQ� YDU\

FRQVLGHUDEO\�� 7R� LOOXVWUDWH� WKLV� SRLQW�� )LJXUH� �� VKRZV� WKH� YDULRXV� LQIODWLRQ� UDWHV

UHJLVWHUHG��RQ�DYHUDJH��LQ�WKH�LQGXVWULDO�FRXQWULHV�RYHU�WKH�ODVW�WKLUW\�\HDUV��)LJXUH��

GLVSOD\V�WKH�SRVLWLYH�UHODWLRQVKLS�EHWZHHQ�LQIODWLRQ�DQG�WKH�UDWH�RI�PRQHWDU\�JURZWK

LQ�WKLV�JURXS�RI�FRXQWULHV�GXULQJ�WKH�SHULRG�XQGHU�FRQVLGHUDWLRQ�

:KLOH� WKLV� ERG\� RI� SUHOLPLQDU\� HYLGHQFH� LV� FRQVLVWHQW� ZLWK� WKH� WUDGLWLRQDO

LQWHUSUHWDWLRQ� WKDW� LW� LV� PRQHWDU\� GHYHORSPHQWV� ZKLFK� OHDG� WR� VXVWDLQHG� SULFH

FKDQJHV�� LQ� SUDFWLFH� LW� PD\� DOVR� RFFXU� WKDW� LQIODWLRQ� LV� LQLWLDOO\� WULJJHUHG� E\� QRQ�

PRQHWDU\�IDFWRUV��VXFK�DV�RLO�SULFH�VKRFNV���6WLOO��LQIODWLRQ�FDQQRW�JR�RQ�SHUPDQHQWO\

XQOHVV�LW�LV�DFFRPPRGDWHG�E\�PRQH\�FUHDWLRQ��

$V�UHJDUGV�WKH�DYDLODEOH�HYLGHQFH�UHJDUGLQJ�WKH�VL]H�RI�WKH�HFRQRPLF�FRVWV�RI

LQIODWLRQ�� PRVW� RI� WKH� H[LVWLQJ� DQDO\VHV� XVXDOO\� VWDUW� IURP� WKH� DVVXPSWLRQ� WKDW�

UHJDUGOHVV� RI� WKH� ZD\V� LQ� ZKLFK� LQIODWLRQ� PD\� DGYHUVHO\� DIIHFW� DQ� HFRQRP\�� WR� EH

FRVWO\� LW� VKRXOG� XQGHUPLQH� SHU� FDSLWD� LQFRPH� RYHU� WKH� PHGLXP� WHUP�� *LYHQ� WKH

GLYHUVLW\� RI� DSSURDFKHV�� JHRJUDSKLFDO� FRYHUDJH� DQG� WLPH� IUDPH� RI� WKH� H[LVWLQJ

HPSLULFDO�VWXGLHV�� LW�VKRXOG�FRPH�DV�QR�VXUSULVH�WKDW�WKHLU� UHVXOWV�GLIIHU�FRQVLGHUDEO\�

$GPLWWHGO\��PRVW�RI�WKHVH�VWXGLHV�PD\�EH�FULWLFLVHG�RZLQJ�WR�WKH�IDFW�WKDW�LQIODWLRQ�DQG

JURZWK� DUH� PXWXDOO\� GHWHUPLQHG� YDULDEOHV� LQ� D� JHQHUDO� HTXLOLEULXP� IUDPHZRUN�
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+RZHYHU�� WKH� UHVXOWV�JHQHUDWHG�E\� WKRVH� FURVV�FRXQWU\� VWXGLHV� KDYLQJ� D� WKHRUHWLFDO

IUDPHZRUN�PRUH� ILUPO\�DQFKRUHG� LQ�JURZWK� WKHRU\� JHQHUDOO\� FRQFOXGH� WKDW� FRXQWULHV

ZKLFK� HQWHU� LQWR� DQ� LQIODWLRQDU\� SURFHVV�� HYHQ� DW� PRGHUDWH� UDWHV�� QHYHU� VHH� DQ

LPSURYHPHQW� LQ� SHU�FDSLWD� LQFRPH� SURVSHFWV� DQG� KDYH� D� KLJK� SUREDELOLW\� RI

H[SHULHQFLQJ�D�GHWHULRUDWLRQ�LQ�VXFK�SURVSHFWV��

9HU\�UHFHQWO\��WKH�TXHVWLRQ�RI�ZKHWKHU�UHGXFLQJ�LQIODWLRQ�WR�JR�WR�SULFH�VWDELOLW\

LV� DOVR� EHQHILFLDO� ZKHQ� VWDUWLQJ� IURP� UHODWLYHO\� ORZ� UDWHV� RI� LQIODWLRQ� KDV� EHHQ� WKH

VXEMHFW�RI�LQWHQVH�UHVHDUFK��,Q�SDUWLFXODU�� LW� LV�ZRUWK�PHQWLRQLQJ�D�UHFHQW�VWXG\�XQGHU

WKH�DHJLV�RI�WKH�1DWLRQDO�%XUHDX�RI�(FRQRPLF�5HVHDUFK��1%(5����7KH�1%(5�SURMHFW

WULHV�WR�DSSUR[LPDWH�HPSLULFDOO\�RQ�D�FRXQWU\�E\�FRXQWU\�EDVLV�WKH�QHW�EHQHILWV�RI�JRLQJ

IURP�ORZ�LQIODWLRQ�WR�SULFH�VWDELOLW\��7KH�JHQHUDO�FRQFOXVLRQ�LV�WKDW� LQGXVWULDO�FRXQWULHV

WHQG�WR�H[SHULHQFH�LQ�QHW�WHUPV�VLJQLILFDQW�ZHOIDUH�JDLQV�ZKHQ�DFKLHYLQJ�SULFH�VWDELOLW\

HYHQ�LI�WKH�VWDUWLQJ�LQIODWLRQ�UDWHV�DUH�PRGHUDWH��VD\����WR�����&RQVHTXHQWO\��LW�LV�RXU

YLHZ� WKDW� WKH� HPSLULFDO� HYLGHQFH� LV� RYHUDOO� FRQVLVWHQW� ZLWK� WKH� ZLGHVSUHDG� SXEOLF

SHUFHSWLRQ�WKDW�LQIODWLRQ�HURGHV�VWDQGDUGV�RI�OLYLQJ�DQG�HFRQRPLF�ZHOIDUH�

,Q� VXP�� EHFDXVH�� RYHU� WKH�PHGLXP� WHUP�� LQIODWLRQ� LV� SULPDULO\� D� PRQHWDU\

SKHQRPHQRQ�DQG�EHFDXVH�LQIODWLRQ�HQWDLOV�VLJQLILFDQW�HFRQRPLF�FRVWV��WKLV�H[SODLQV

WKH� PRQHWDU\� DXWKRULWLHV¶� FRQFHUQ�� HYHQ� LQ� FRXQWULHV� ZKLFK� KDYH� DGRSWHG� KLJKO\

GLYHUJHQW�PRQHWDU\� SROLF\� DUUDQJHPHQWV��ZLWK� UHDFKLQJ�D� UDWH� RI� OLTXLGLW\� FUHDWLRQ

WKDW� LV� FRPSDWLEOH� ZLWK� ILQDQFLQJ� SRWHQWLDO� HFRQRPLF� JURZWK� XQGHU� FRQGLWLRQV� RI

SULFH�VWDELOLW\�LQ�WKH�PHGLXP�WHUP�

���� 7KH�VKRUW�WHUP

,W�LV�LQ�WKH�GLVFXVVLRQ�RI�WKH�VKRUW�WHUP�HIIHFWV�RI�PRQHWDU\�SROLF\�ZKHUH�WKH

FRPSOH[LWLHV�DULVH��,Q�SULQFLSOH��LQ�D�ZRUOG�ZKHUH�SULFHV�DQG�ZDJHV�DUH�IXOO\�IOH[LEOH

LQVWDQWDQHRXVO\��VR� WKDW�JRRGV�DQG� ODERXU�PDUNHWV�FOHDU� FRQWLQXRXVO\��DQG�ZKHUH

SULYDWH�DJHQWV�DUH�UHDVRQDEO\�ZHOO�LQIRUPHG�DERXW�WKH�ZRUNLQJV�RI�WKH�HFRQRP\�DQG

WKH�QDWXUH�RI� WKH�SROLFLHV� LPSOHPHQWHG�E\� WKH�DXWKRULWLHV�� WKH�PHGLXP� WHUP� UHVXOW
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DOVR� DSSOLHV� WR� WKH� VKRUW� WHUP��PRQHWDU\� SROLF\� LQIOXHQFHV� SULFHV� EXW� OHDYHV� UHDO

HFRQRPLF�FRQGLWLRQV�XQDIIHFWHG��

1HYHUWKHOHVV��FHQWUDO�EDQNV�NQRZ�WRR�ZHOO� WKDW��XQIRUWXQDWHO\�� WKH� UHDOLW\� LV

IDU� IURP� WKLV� LGHDOLVHG�ZRUOG��DV� UHYHDOHG�� IRU�H[DPSOH��E\� WKH� LQWHUHVW�ZLWK�ZKLFK

PRQHWDU\�SROLF\�GHFLVLRQV�DUH�DZDLWHG�E\� WKH�SXEOLF��ZKLFK�ZRXOG�EH�YHU\�KDUG� WR

MXVWLI\� LI�PRQH\�ZHUH�³MXVW�D�YHLO´��0RUHRYHU�� WKH�SUHVXPSWLRQ� WKDW�PRQHWDU\�SROLF\

KDV�� DW� OHDVW� XQGHU� QRUPDO� FRQGLWLRQV�� UHDO� HIIHFWV� RQ� WKH� HFRQRP\� RYHU� VKRUW

KRUL]RQV� LV�URRWHG� LQ�WKH�HPSLULFDO�HYLGHQFH� WKDW�ZH�ZLOO�EH�GLVFXVVLQJ� ODWHU� LQ� WKH

SDSHU�� 7KH� DWWHPSWV� WKHRUHWLFDOO\� WR� MXVWLI\� WKLV� SUHVXPSWLRQ� KDYH� EHHQ� PRVW

LPSRUWDQW�LQ�IXUWKHULQJ�PDFURHFRQRPLFV�RYHU�WKH�\HDUV��

)RU� WKH� VFKRRO� RI� WKRXJKW� WKDW� EHOLHYHV� WKDW� SULFHV� DQG� ZDJHV� DUH� IXOO\

IOH[LEOH�LQ�WKH�VKRUW�WHUP��WKH�PDLQ�UHDVRQ�ZK\�PRQHWDU\�SROLF\�KDV�WHPSRUDU\�UHDO

HIIHFWV� LV� WKDW� LW� OHDGV� WR�PLVSHUFHSWLRQV�RQ� WKH�SDUW� RI� WKH� SXEOLF�7KH� LPPHGLDWH

SROLF\�LPSOLFDWLRQV�IURP�WKH�DERYH�DUH�WZRIROG��ILUVWO\��RQO\�PRQHWDU\�SROLF\�DFWLRQV

ZKLFK� DUH� QRW� V\VWHPDWLF� KDYH� D� VKRUW�UXQ� LQIOXHQFH� RQ� RXWSXW�� ZLWK� D� PRQHWDU\

ORRVHQLQJ�OHDGLQJ�WR�DQ�RXWSXW�H[SDQVLRQ�DQG�YLFHYHUVD��DQG�VHFRQGO\��V\VWHPDWLF

SROLF\�FKDQJHV��ZKLFK�E\�GHILQLWLRQ�DUH�DQWLFLSDWHG�E\� WKH�SXEOLF�� LQIOXHQFH�SULFHV

EXW�QRW�RXWSXW�LQ�WKH�VKRUW�WHUP��&RQVHTXHQWO\��WKH�FKRLFH�RI�WKH�SROLF\�UXOH�E\�WKH

PRQHWDU\�DXWKRULWLHV�LV�RI�QR�FRQVHTXHQFH�IRU�VKRUW�UXQ�RXWSXW�GHYHORSPHQWV��WKXV

PDWWHULQJ�RQO\�IRU�SULFH�GHYHORSPHQWV���

$�SUREOHP�ZLWK�WKH�SUDFWLFDO�UHOHYDQFH�RI�WKH�UHVXOWV�IURP�WKH�µIOH[LEOH�SULFH�

LPSHUIHFW� LQIRUPDWLRQ¶� VFKRRO� LV� WKDW� LW� LV� KDUG� WR� UHFRQFLOH� WKHP�ZLWK� WKH� IDFWV�� ,Q

SDUWLFXODU�� LW� LV�QRW�HDV\� WR�H[SODLQ�ZK\�PRQHWDU\�SROLF\�DFWLRQV� OHDG� WR�D�JUDGXDO

DGMXVWPHQW�RI�SULFHV�ZKLFK�ODVWV�ZHOO�DIWHU�DJHQWV�KDYH�EHFRPH�IXOO\�LQIRUPHG�DERXW

WKH�QDWXUH�RI�VXFK�DFWLRQV��0RUHRYHU�� LQ�SUDFWLFH�� LW� WXUQV�RXW� WKDW�PRQHWDU\�SROLF\

GHFLVLRQV� OHDG� WR� DGMXVWPHQWV� LQ� LQVWUXPHQWV� �OLNH� RIILFLDO� LQWHUHVW� UDWHV��ZKLFK� GR

QRW�EHKDYH�HUUDWLFDOO\�EXW�IROORZ�VPRRWK�SDWKV�WKDW�DUH�FRUUHODWHG�RYHU�WKH�EXVLQHVV
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F\FOH�ZLWK�PDFURHFRQRPLF�YDULDEOHV����<HW�ZKLOH�WKLV�ZRXOG�VXJJHVW�WKDW�PRVW�SROLF\

DFWLRQV� FDQ� EH� LQWHUSUHWHG� DV� V\VWHPDWLF� UHVSRQVHV� WR� WKH� VWDWH� RI� WKH� HFRQRP\

UDWKHU� WKDQ�DV�H[RJHQRXV�SROLF\� VKLIWV�� DFFRUGLQJ� WR� WKH� DERYH�PHQWLRQHG� VFKRRO

RQO\� WKH� µQRQ�V\VWHPDWLF¶� SDUW�PDWWHUV� IRU� WKH� FRXUVH�RI� VKRUW�UXQ�RXWSXW���� ,W� WKXV

EHFRPHV�YHU\�GLIILFXOW� WR�XQGHUVWDQG�ZK\� WKH�SXEOLF�VKRZV�VR�PXFK�FRQFHUQ�ZLWK

PRQHWDU\�GHFLVLRQV��ZKLFK� LQ�PRVW�FDVHV�DUH�D�V\VWHPDWLF� UHVSRQVH� WR�HFRQRPLF

GHYHORSPHQWV�LQ�SXUVXLW�RI�WKH�FHQWUDO�EDQN¶V�ILQDO�JRDO�

3URSHUO\� XQGHUVWDQGLQJ� ZKDW� KDSSHQV� LQ� WKH� UHDO� ZRUOG� EHFRPHV� YHU\

GLIILFXOW�LI�LW�LV�QRW�DFNQRZOHGJHG�WKDW�ZDJHV�DQG�SULFHV�DUH�QRW�IXOO\�LQVWDQWDQHRXVO\

IOH[LEOH��UHJDUGOHVV�RI�KRZ�ZHOO�DJHQWV�DUH�LQIRUPHG�DERXW� WKH�QDWXUH�RI�WKH�SROLF\

DFWLRQV����7KHUHIRUH��LQ�VR�IDU�DV�DJHQWV�PDNH�DSSURSULDWH�XVH�RI�DOO�WKH�LQIRUPDWLRQ

DYDLODEOH� WR� WKHP�WR�IRUP�H[SHFWDWLRQV��PRQHWDU\�SROLF\�ZLOO�KDYH�UHDO�HIIHFWV�RQO\

ZKHQ� LW� LV�XQDQWLFLSDWHG��$V�RULJLQDOO\�VWDWHG�E\�0LOWRQ�)ULHGPDQ��(GPXQG�3KHOSV

DQG�5REHUW�/XFDV�PRQHWDU\�SROLF\�PRYHV�ZKLFK�DUH�QRW�DQWLFLSDWHG�E\� WKH�SXEOLF

OHDG�DJHQWV�WR�PLVLQWHUSUHW�FKDQJHV�LQ�WKH�SULFH�OHYHO�DV�FKDQJHV�LQ�UHODWLYH�SULFHV

DQG� WKHUHIRUH� WR� PRGLI\� WKHLU� HFRQRPLF� EHKDYLRXU���� :KLOH� LQ� WKH� VKRUW� UXQ� WKLV

ZRXOG�EH�UHIOHFWHG�LQ�DQ�LQVXIILFLHQW�DGMXVWPHQW�RI�WKH�JHQHUDO�SULFH�OHYHO�WR�WKH�QHZ

SUHYDLOLQJ�PRQHWDU\�FRQGLWLRQV�DQG� LQ�D�FKDQJH� LQ� RXWSXW�� RQFH�DJHQWV� OHDUQ� DQG

PRGLI\�WKHLU�H[SHFWDWLRQV�RYHU�WLPH�SULFHV�ZLOO�HYHQWXDOO\�DGMXVW�IXOO\�DQG�RXWSXW�ZLOO

UHWXUQ�WR�HTXLOLEULXP�LQ�WKH�PHGLXP�WHUP��%\�FRQWUDVW��ZKHQ�PRQHWDU\�SROLF\�DFWLRQV

DUH�IXOO\�H[SHFWHG�E\�WKH�SXEOLF��DJHQWV�ZLOO�WDNH�WKLV�LQIRUPDWLRQ�LQWR�DFFRXQW�ZKHQ

PDNLQJ� GHFLVLRQV� DQG� PRQHWDU\� DFWLRQV� ZLOO� OHDG� WR� D� IXOO� DQG� LQVWDQWDQHRXV

PRYHPHQW�LQ�WKH�SULFH�OHYHO�ZLWKRXW�DQ\�VKRUW�UXQ�RXWSXW�HIIHFWV�

7KH� LPPHGLDWH� SROLF\� LPSOLFDWLRQV� IURP� WKH� DERYH� DUH� WZRIROG�� ILUVWO\�� RQO\

PRQHWDU\� SROLF\� DFWLRQV� ZKLFK� DUH� QRW� V\VWHPDWLF� KDYH� D� VKRUW�UXQ� LQIOXHQFH� RQ

RXWSXW��ZLWK�D�PRQHWDU\� ORRVHQLQJ� OHDGLQJ� WR� DQ�RXWSXW� H[SDQVLRQ�DQG� YLFHYHUVD�
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� �:KLOH�VRPH�RI�WKH�VKRUW�WHUP�HIIHFWV�RI�PRQHWDU\�SROLF\�RQ�WKH�HFRQRP\�FDQ�DOVR�EH�JHQHUDWHG� LQ�D� IOH[LEOH�

SULFH� HQYLURQPHQW� E\� WKH� H[LVWHQFH� RI� FHUWDLQ� UHVWULFWLRQV� ZKLFK� OLPLW� WKH� DELOLW\� RI� HFRQRPLF� DJHQWV� WR� PDNH
ILQDQFLDO�WUDQVDFWLRQV��DV��IRU�H[DPSOH�LQ�&KULVWLDQR��(LFKHQEDXP�DQG�(YDQV����������WKHVH�H[SODQDWLRQV�DUH�QRW�VR
ZHOO�VXLWHG�IRU�XQGHUVWDQGLQJ�WKH�G\QDPLFV�RI�PRQHWDU\�SROLF\�HIIHFWV�RQ�RXWSXW�DQG�SULFHV��7KLV�LV�ZK\�ZH�GR�QRW
GHDO�ZLWK�VXFK�³OLPLWHG�SDUWLFLSDWLRQ´�PRGHOV�LQ�WKH�SDSHU�
��
7KH� RULJLQDO� FRQWULEXWLRQV� DUH� WKRVH� RI� )ULHGPDQ� ������� DQG� 3KHOSV� �������� DQG� WKH\� ZHUH� VXEVHTXHQWO\

WKHRUHWLFDOO\�IRXQGHG�E\�/XFDV���������,Q�ODWHU�\HDUV��UHDO�EXVLQHVV�F\FOH�PRGHOV��OLNH�WKRVH�EXLOGLQJ�RQ�WKH�LGHDV�RI
.\GODQG�DQG�3UHVFRWW���������DWWHPSWHG�WR�H[SODLQ�WKH�HFRQRP\�DV�GULYHQ�E\�UHDO�DV�RSSRVHG�WR�PRQHWDU\�IDFWRUV�
DOWKRXJK�DV�RI�ODWH�VXFK�PRGHOV�DUH�DOVR�LQWHJUDWLQJ�PRQHWDU\�GHYHORSPHQWV�



�

DQG�VHFRQGO\��V\VWHPDWLF�SROLF\�FKDQJHV��ZKLFK�E\�GHILQLWLRQ�DUH�DQWLFLSDWHG�E\�WKH

SXEOLF��LQIOXHQFH�SULFHV�EXW�QRW�RXWSXW�LQ�WKH�VKRUW�WHUP��&RQVHTXHQWO\��WKH�FKRLFH�RI

WKH�SROLF\�UXOH�E\�WKH�PRQHWDU\�DXWKRULWLHV�LV�RI�QR�FRQVHTXHQFH�IRU�VKRUW�UXQ�RXWSXW

GHYHORSPHQWV��WKXV�PDWWHULQJ�RQO\�IRU�SULFH�GHYHORSPHQWV���

$�SUREOHP�ZLWK�WKH�SUDFWLFDO�UHOHYDQFH�RI�WKH�UHVXOWV�IURP�WKH�µIOH[LEOH�SULFH�

LPSHUIHFW� LQIRUPDWLRQ¶� VFKRRO� LV� WKDW� LW� LV� KDUG� WR� UHFRQFLOH� WKHP�ZLWK� WKH� IDFWV�� ,Q

SDUWLFXODU�� LW� LV�QRW�HDV\� WR�H[SODLQ�ZK\�PRQHWDU\�SROLF\�DFWLRQV� OHDG� WR�D�JUDGXDO

DGMXVWPHQW�RI�SULFHV�ZKLFK�ODVWV�ZHOO�DIWHU�DJHQWV�KDYH�EHFRPH�IXOO\�LQIRUPHG�DERXW

WKH�QDWXUH�RI�VXFK�DFWLRQV��0RUHRYHU�� LQ�SUDFWLFH�� LW� WXUQV�RXW� WKDW�PRQHWDU\�SROLF\

GHFLVLRQV� OHDG� WR� DGMXVWPHQWV� LQ� LQVWUXPHQWV� �OLNH� RIILFLDO� LQWHUHVW� UDWHV��ZKLFK� GR

QRW�EHKDYH�HUUDWLFDOO\�EXW�IROORZ�VPRRWK�SDWKV�WKDW�DUH�FRUUHODWHG�RYHU�WKH�EXVLQHVV

F\FOH�ZLWK�PDFURHFRQRPLF�YDULDEOHV����<HW�ZKLOH�WKLV�ZRXOG�VXJJHVW�WKDW�PRVW�SROLF\

DFWLRQV� FDQ� EH� LQWHUSUHWHG� DV� V\VWHPDWLF� UHVSRQVHV� WR� WKH� VWDWH� RI� WKH� HFRQRP\

UDWKHU� WKDQ�DV�H[RJHQRXV�SROLF\� VKLIWV�� DFFRUGLQJ� WR� WKH� DERYH�PHQWLRQHG� VFKRRO

RQO\� WKH� µQRQ�V\VWHPDWLF¶� SDUW�PDWWHUV� IRU� WKH� FRXUVH�RI� VKRUW�UXQ�RXWSXW���� ,W� WKXV

EHFRPHV�YHU\�GLIILFXOW� WR�XQGHUVWDQG�ZK\� WKH�SXEOLF�VKRZV�VR�PXFK�FRQFHUQ�ZLWK

PRQHWDU\�GHFLVLRQV��ZKLFK� LQ�PRVW�FDVHV�DUH�D�V\VWHPDWLF� UHVSRQVH� WR�HFRQRPLF

GHYHORSPHQWV�LQ�SXUVXLW�RI�WKH�FHQWUDO�EDQN¶V�ILQDO�JRDO�

3URSHUO\� XQGHUVWDQGLQJ� ZKDW� KDSSHQV� LQ� WKH� UHDO� ZRUOG� EHFRPHV� YHU\

GLIILFXOW�LI�LW�LV�QRW�DFNQRZOHGJHG�WKDW�ZDJHV�DQG�SULFHV�DUH�QRW�IXOO\�LQVWDQWDQHRXVO\

IOH[LEOH��UHJDUGOHVV�RI�KRZ�ZHOO�DJHQWV�DUH�LQIRUPHG�DERXW� WKH�QDWXUH�RI�WKH�SROLF\

DFWLRQV����:KLOH� WKH� PLFURHFRQRPLF� XQGHUSLQQLQJV� RI� VKRUW�WHUP� ZDJH� DQG� SULFH

VWLFNLQHVV� DUH� W\SLFDOO\� EDVHG� RQ� WKH� H[LVWHQFH� RI� VRPH� UHDVRQ� ZKLFK� PDNHV� LW

FRVWO\�IRU�DJHQWV�WR�FKDQJH�SULFHV�FRQWLQXRXVO\�LQ�DQ�LPSHUIHFW�FRPSHWLWLRQ�VHWWLQJ�

DQG�ZKLOH�VHYHUDO�VXFK�UHDVRQV�PD\�EH�GHEDWDEOH��ZH�GR�VHHP�DFWXDOO\�WR�REVHUYH

WKDW�ZDJHV�DQG�SULFHV�DUH�QRW�IXOO\�LQVWDQWDQHRXVO\�IOH[LEOH��GXH�WR�WKH�SUHVHQFH�RI

�����������������������������������������������
��
� 7KHVH� SROLF\� LPSOLFDWLRQV�ZHUH� RULJLQDOO\� GHYHORSHG� E\� /XFDV� �������� 6DUJHQW� DQG�:DOODFH� ������� DQG�%DUUR

�������
��
�6HH��IRU�H[DPSOH��WKH�7D\ORU�W\SH�UXOHV�HVWLPDWHG�E\�7D\ORU���������DQG�&ODULGD��*DOL�DQG�*HUWOHU���������ZKLFK

WUDFN�WKH�HYROXWLRQ�RI�VKRUW�WHUP�LQWHUHVW�UDWHV�TXLWH�ZHOO�
��
��7KH�HPSLULFDO�GRPLQDQFH�RI�WKH�V\VWHPDWLF�SDUW�LV�GLVFXVVHG��IRU�H[DPSOH��E\�/HHSHU��6LPV�DQG�=KD��������DQG

0F&DOOXP��������
��
� �:KLOH�VRPH�RI�WKH�VKRUW�WHUP�HIIHFWV�RI�PRQHWDU\�SROLF\�RQ�WKH�HFRQRP\�FDQ�DOVR�EH�JHQHUDWHG� LQ�D� IOH[LEOH�

SULFH� HQYLURQPHQW� E\� WKH� H[LVWHQFH� RI� FHUWDLQ� UHVWULFWLRQV� ZKLFK� OLPLW� WKH� DELOLW\� RI� HFRQRPLF� DJHQWV� WR� PDNH
ILQDQFLDO�WUDQVDFWLRQV��DV��IRU�H[DPSOH�LQ�&KULVWLDQR��(LFKHQEDXP�DQG�(YDQV����������WKHVH�H[SODQDWLRQV�DUH�QRW�VR
ZHOO�VXLWHG�IRU�XQGHUVWDQGLQJ�WKH�G\QDPLFV�RI�PRQHWDU\�SROLF\�HIIHFWV�RQ�RXWSXW�DQG�SULFHV��7KLV�LV�ZK\�ZH�GR�QRW
GHDO�ZLWK�VXFK�³OLPLWHG�SDUWLFLSDWLRQ´�PRGHOV�LQ�WKH�SDSHU�



��

ORQJ�WHUP�FRQWUDFWV��HWF���� �$V�6RORZ�RQFH�SXW� LW��ZKLOH�ZH�GR�QRW�XQGHUVWDQG�ZK\

JLUDIIHV� KDYH� YHU\� ORQJ� QHFNV�� IRU� SUDFWLFDO� SXUSRVHV� LW� LV� FRQVLGHUDEO\� PRUH

UHDVRQDEOH�WR�DVVXPH�WKDW�WKLV�LV�LQGHHG�WKH�FDVH�UDWKHU�WKDQ�WR�DVVXPH�WKDW�WKH\

KDYH�VKRUW�QHFNV�

2QFH� WKH� LQWURGXFWLRQ� RI� VKRUW�WHUP� ZDJH� DQG� SULFH� QRPLQDO� ULJLGLWLHV� LV

DOORZHG�� WKHQ� LW� IROORZV� WKDW� ERWK� V\VWHPDWLF� DQG� XQV\VWHPDWLF� PRQHWDU\� SROLF\

DFWLRQV�ZLOO�KDYH�D� WHPSRUDU\�HIIHFW�RQ�RXWSXW��<HW�� LW�ZLOO� VWLOO�EH� WKH�FDVH� WKDW�DV

ZDJHV�DQG�SULFHV�IXOO\�DGMXVW�RYHU�WLPH��RXWSXW�ZLOO�FRPH�EDFN�WR� LWV�VWDUWLQJ� OHYHO�

$FFRUGLQJ� WR� %ODQFKDUG� DQG�:ROIHUV� �������� ³K\VWHUHVLV´� HIIHFWV�PD\� EH� SUHVHQW

DQG�WKXV��XQGHU�FHUWDLQ�FLUFXPVWDQFHV��WKHUH�PD\�EH�D�SHUPDQHQW�HIIHFW�RQ�RXWSXW�

1HYHUWKHOHVV�� ZH� FRQVLGHU� DV� PXFK� PRUH� SODXVLEOH� WKDW� PRQHWDU\� SROLF\� DIIHFWV

RXWSXW� LQ� D� SURORQJHG� IDVKLRQ� EXW� QRW� SHUPDQHQWO\� XQOHVV� WKH� UDWH� RI� LQIODWLRQ� LV

SHUPDQHQWO\� LQFUHDVHG�� LQ� ZKLFK� FDVH� WKHUH� ZLOO� EH� SHUPDQHQW� HFRQRPLF� FRVWV�

7KXV��WKH�SROLF\�LPSOLFDWLRQV�IURP�WKH�µLPSHUIHFW�SULFH�IOH[LELOLW\¶�VFKRRO�DUH�WZRIROG�

PRQHWDU\�SROLF\�DFWLRQV� WHPSRUDULO\� LPSDFW�RXWSXW� UHJDUGOHVV� RI�ZKHWKHU� WKH\�DUH

V\VWHPDWLF�RU�QRW��DQG�WKH�FKRLFH�RI�SROLF\�UXOH�E\�WKH�PRQHWDU\�DXWKRULW\�LV�UHOHYDQW

IRU�WKH�VKRUW�UXQ�FRXUVH�RI�ERWK�SULFHV�DQG�RXWSXW�

0RUHRYHU�� LW� VKRXOG� EH� UHFRJQLVHG� WKDW� QRW� RQO\� QRPLQDO� SULFH� DQG� ZDJH

ULJLGLWLHV�EXW�DOVR�UHDO�RU��LQ�JHQHUDO��VWUXFWXUDO�ULJLGLWLHV�DUH�LPSRUWDQW�IRU�DVVHVVLQJ

KRZ�PRQHWDU\�SROLF\�LPSDFWV�WKH�HFRQRP\��,QGHHG��LI�ZH�OLYHG�LQ�D�ZRUOG�ZKHUH�RQO\

UHDO�RU�VWUXFWXUDO�ULJLGLWLHV�ZHUH�SUHVHQW��WKLV�ZRXOG�LPSO\�WKDW�PRQHWDU\�SROLF\�ZHUH

WRWDOO\� SRZHUOHVV� WR� KDYH� DQ\� WUDQVLWRU\� HIIHFW� RQ� UHDO� RXWSXW�� PHUHO\� DIIHFWLQJ

ZDJHV� DQG� SULFHV� LQVWDQWDQHRXVO\� ZLWKRXW� PRGLI\LQJ� UHDO� ZDJHV� RU� DQ\� RWKHU

UHODWLYH�SULFH� LQ� WKH�HFRQRP\�� ,QWHUHVWLQJO\�� LQ�VXFK�DQ�H[WUHPH�VHWWLQJ�� WKH�SROLF\

LPSOLFDWLRQV� ZRXOG� EH� UDWKHU� VLPLODU� WR� WKRVH� RI� WKH� ³IOH[LEOH� SULFH�LPSHUIHFW

LQIRUPDWLRQ´�VFKRRO��+RZHYHU��LI� LW�ZHUH�WKH�FDVH��DV�VHHPV�PXFK�PRUH�OLNHO\��WKDW

QRPLQDO� DQG� UHDO� ULJLGLWLHV� GR� FRH[LVW�� WKHQ� WKH� SROLF\� LPSOLFDWLRQV� WXUQ� RXW� WR� EH

TXDOLWDWLYHO\� VLPLODU� WR� WKRVH� RI� WKH� ³LPSHUIHFW� SULFH� IOH[LELOLW\´� VFKRRO���� )RU� WKLV

UHDVRQ��LQ�WKH�UHVW�RI�WKH�SDSHU�ZH�JURXS�DOO�ULJLGLWLHV�XQGHU�WKLV�VFKRRO�

�����������������������������������������������
��
��7KH�WUDGLWLRQDO�UHIHUHQFHV�DUH�)LVFKHU���������3KHOSV�DQG�7D\ORU��������DQG�7D\ORU���������³0HQX�FRVWV´�ZHUH

RULJLQDOO\� SXW� IRUZDUG� E\� $NHUORI� DQG� <HOOHQ� ������� DQG� 0DQNLZ� �������� 6HH� DOVR� &DSOLQ� DQG� 6SXOEHU� �������
%ODQFKDUG�DQG�.L\RWDNL���������DQG�%DOO�DQG�5RPHU��������
��
��6HH�*RRGIULHQG�DQG�.LQJ��������IRU�D�GLVFXVVLRQ�RI�WKLV�LVVXH�



��

%HFDXVH� WKLQJV�PD\�QRW� UHDOO\� EH� HLWKHU� EODFN� RU�ZKLWH�� DV� LPSOLHG� E\� WKH

VFKRROV�RI�WKRXJKW�UHYLHZHG�DERYH��LW�PD\�EH�XVHIXO�WR�FRPH�XS�ZLWK�DQ�LQWHJUDWHG

YLHZ�PRUH�FORVHO\�WDLORUHG�WR�WKH�DFWXDO�QHHGV�RI�PRQHWDU\�SROLF\PDNHUV��)URP�WKLV

DQJOH�� WKH�PDLQ� LPSOLFDWLRQ�RI�ZKDW�ZDV�GLVFXVVHG� LQ� WKLV�VHFWLRQ� LV� WKDW� WKH�PRUH

UDSLGO\�DJHQWV�DGMXVW�WKHLU�LQIODWLRQDU\�H[SHFWDWLRQV�DQG�WKH�PRUH�IOH[LELOLW\�WKHUH�LV

LQ� WKH�VHWWLQJ�RI�SULFHV�DQG�ZDJHV�� WKH�JUHDWHU� WKH� LPSDFW�RI�V\VWHPDWLF�PRQHWDU\

SROLF\� DFWLRQV� RQ� SULFHV� ZLWK� ORZHU� RU� QR� WHPSRUDU\� RXWSXW� HIIHFWV�� 7KLV� LV� VR

EHFDXVH� WKH�EHWWHU�DJHQWV�XQGHUVWDQG� WKH�SROLF\�SXUVXHG�DQG� WKH�PRUH�FRQILGHQW

WKH\�DUH� WKDW� WKH�DXWKRULWLHV�ZLOO� VWLFN� WR� LW�� WKH�PRUH� LQWHQVH�DQG� UDSLG�ZLOO� EH� WKH

DGMXVWPHQW� RI� H[SHFWDWLRQV�� $QG� EHFDXVH�� ZKHQ� JRRGV� PDUNHWV� DUH� KLJKO\

FRPSHWLWLYH�DQG�WKH�ODERXU�PDUNHW�LV�IOH[LEOH�HQRXJK�WR�SHUPLW�WKH�UDSLG�DGMXVWPHQW

RI�ZDJHV��SULFHV�ZLOO�DOVR�UHVSRQG�IDVWHU�DQG�WKHUH�ZLOO�EH�ORZHU�RXWSXW�HIIHFWV�LQ�WKH

VKRUW� WHUP�� ,Q� WKHVH� FLUFXPVWDQFHV�� LW� ZLOO� DOVR� EH� WKH� FDVH� WKDW� WKH� FDSDFLW\� RI

PRQHWDU\�SROLF\�WR�LQIOXHQFH�UHDO�HFRQRPLF�FRQGLWLRQV�ZLOO�EH�LQFUHDVLQJO\�OLPLWHG�WR

XQH[SHFWHG�RU�XQSUHGLFWDEOH�SROLF\�VKLIWV�

)LQDOO\��LW�FRXOG�EH�DUJXHG�WKDW�WKHUH�DUH�DOVR�D�QXPEHU�RI�IDFWRUV�WKDW�KDYH

WR� EH� SURSHUO\� WDNHQ� LQWR� DFFRXQW� ZKHQ� VWXG\LQJ� WKH� WUDQVPLVVLRQ�PHFKDQLVP� RI

PRQHWDU\�SROLF\�DQG�ZKLFK�DUH�DVVRFLDWHG�ZLWK�WKH�FRPSOH[LWLHV�RI�PRGHUQ�ILQDQFLDO

V\VWHPV��6WLOO�� LQ� RXU� YLHZ�� WKH� VW\OLVHG� GHVFULSWLRQ� SURYLGHG� VR� IDU� LQ� WKLV� VHFWLRQ

FRQFHUQLQJ�WKH�UHDVRQV�ZK\�PRQHWDU\�SROLF\�PD\�WHPSRUDULO\�DIIHFW�RXWSXW�FDSWXUHV

WKH� NH\� LVVXHV� WR� EH� ERUQH� LQ� PLQG� ZKHQ� DQDO\VLQJ� WKH� HPSLULFDO� HYLGHQFH� DQG

GLVFXVVLQJ� LWV� SROLF\� LPSOLFDWLRQV�� )RU� WKLV� UHDVRQ�� ZH� QRZ� WXUQ� WR� GLVFXVVLQJ� WKH

HPSLULFDO�HYLGHQFH�RQ�WKH�VKRUW�WHUP�HIIHFWV�RI�PRQHWDU\�SROLF\�

���� (PSLULFDO�HYLGHQFH�RQ�WKH�VKRUW��WHUP�HIIHFWV�RI�PRQHWDU\�SROLF\

����� ([LVWLQJ�(YLGHQFH



��

7KH�H[LVWLQJ�HPSLULFDO� OLWHUDWXUH� WKDW�DWWHPSWV� WR�FKDUDFWHULVH� WKH�HIIHFWV�RI

PRQHWDU\�SROLF\�RQ�WKH�HFRQRP\�XVHV�HLWKHU�VWUXFWXUDO�RU�UHGXFHG�IRUP�PRGHOV��,Q

WKH� ILUVW� FDVH� LW� LV� VRXJKW� WR� LVRODWH� WKH� YDULRXV� FKDQQHOV� RI� PRQHWDU\� SROLF\

WUDQVPLVVLRQ�E\�VSHFLI\LQJ�WKH�DJHQWV¶�EHKDYLRXUDO�HTXDWLRQV��OLNH��IRU�H[DPSOH��WKH

FRQVXPSWLRQ�� LQYHVWPHQW� RU� ZDJH� HTXDWLRQV��� ,Q� WKH� VHFRQG� FDVH�� DQ� DWWHPSW� LV

PDGH� SURSHUO\� WR� GLVWLQJXLVK� WKH� XQH[SHFWHG� FRPSRQHQW� RI�PRQHWDU\� SROLF\� IURP

RWKHU�VRXUFHV�RI�XQFHUWDLQW\�LQ�WKH�HFRQRP\���

�&HQWUDO� EDQN� DQDO\VWV� XVXDOO\� UHO\� RQ� ODUJH� PDFURHFRQRPHWULF� PRGHOV� WR

VWXG\� PRQHWDU\� SROLF\� HIIHFWV�� � 7KH� PXOWL�FRXQWU\� PRGHO� IURP� WKH� 86�)HGHUDO

5HVHUYH�%RDUG��FDOOHG�)5%�0&0��LV�DQ�H[DPSOH�RI�WKLV�W\SH�RI�VWUXFWXUDO�PRGHO���

7KH�PRGHO� HQVXUHV� LWV� ORQJ�UXQ� VWDELOLW\� E\� LPSRVLQJ� FRQYHUJHQFH� WR� D� EDODQFHG

JURZWK�SDWK� DQG�PDNHV�H[SOLFLW� WKH� WUHDWPHQW� RI� H[SHFWDWLRQV� IRU� HDFK� RI� WKH�*�

FRXQWULHV�FRQVLGHUHG��7KH�PRQHWDU\�SROLF\� VLPXODWLRQV�FDUULHG�RXW�ZLWK� WKH�PRGHO

VXJJHVW� WKDW� RXWSXW� HIIHFWV� WDNH� SODFH� ZLWKLQ� WKH� ILUVW� WZR� \HDUV� DQG� DUH� WKXV

WUDQVLWRU\�� $OWKRXJK� WKHUH� DUH� QRW� ODUJH� GLVSDULWLHV� DPRQJ� FRXQWULHV� LQ� WKH

PDJQLWXGH� RI� WKHVH� HIIHFWV�� LW� LV� WUXH� WKDW� WKH�PD[LPXP� RFFXUV� HDUOLHU� LQ� WLPH� LQ

FRQWLQHQWDO�(XURSH�WKDQ� LQ�WKH�86�DQG�WKH�8.�� WKH�SHDN�HIIHFW�RQ�RXWSXW� LV�ZLWKLQ

WKH��WK��WK�TXDUWHU�LQ�FRQWLQHQWDO�(XURSH�DQG�ZLWKLQ�WKH��WK��WK�TXDUWHU�LQ�WKH�86�DQG

8.�� 7KH�PD[LPXP� HIIHFWV� RQ� LQIODWLRQ� DSSHDU� ZLWK� D� ODJ� RI� D� IHZ� TXDUWHUV� ZLWK

UHVSHFW�WR�WKH�PD[LPXP�RXWSXW�HIIHFW�DQG�EHFRPH�LQVLJQLILFDQW�DIWHU�WKUHH�\HDUV�

7KH� 
KXPS�VKDSHG
� SDWWHUQ� IRU� RXWSXW� DQG� WKH� VORZHU� UHVSRQVHV� RI� SULFHV

REWDLQHG� ZLWK� WKH� DERYH�PRGHO� DUH� DOVR� IRXQG� E\� RWKHU� PRGHOV� WKDW� LQFRUSRUDWH

VRPH�IRUP�RI� UDWLRQDO�EHKDYLRXU� LQ� WKH� ILQDQFLDO�VHFWRU�� ,Q� WKLV�YHLQ��7D\ORU� ������

DOVR� FRQVLGHUV� WKH� H[LVWHQFH� RI� VWDJJHUHG� ZDJH� VHWWLQJ� ZKLFK� LPSOLHV� WKDW� WKH

H[SHFWHG�H[FHVV�GHPDQG�LQ�WKH�HFRQRP\�DIIHFWV�WKH�FXUUHQW�FRXUVH�RI�ZDJHV��7KH

UHOHYDQW�UROH�SOD\HG�E\�IRUZDUG�ORRNLQJ�EHKDYLRXU�LQ�WKH�PRGHO�JHQHUDWHV�DQ�RXWSXW

SHDN�HIIHFW�ZLWKLQ� WKH� ILUVW�\HDU� IRU�PRVW�FRXQWULHV��&RQVLVWHQW�ZLWK� WKH�)5%�0&0

VLPXODWLRQV��KH�DOVR�UHSRUWV�VRPH�FURVV�FRXQWU\�GLIIHUHQFHV�LQ�WKH�LPSDFW�DQG�LQ�WKH

SHDN�HIIHFW�RQ�RXWSXW�

�����������������������������������������������
��
�6HH�)ULHGPDQ��������DQG�:DOVK��������IRU�RWKHU�UHYLHZV�RI�WKH�H[LVWLQJ�HYLGHQFH�

��
�7KH�%,6��������FRQGXFWHG�D�VWXG\�WR�DQDO\VH�WKH�WUDQVPLVVLRQ�RI�PRQHWDU\�SROLF\�WKDW�LQFOXGHV�VRPH�VLPXODWLRQ

UHVXOWV�XQGHU�WKDW�)5%�0&0�PRGHO�DQG�XQGHU�RWKHU�FHQWUDO�EDQN�PRGHOV�



��

:KLOH� VWUXFWXUDO� PDFURHFRQRPHWULF� PRGHOV� XVXDOO\� KDYH� D� YHU\� GHWDLOHG

GHVFULSWLRQ�RI�WKH�WUDQVPLVVLRQ�PHFKDQLVP��WKH�ZD\�PRQHWDU\�SROLF\� LV�FRQGXFWHG

PD\�DOVR� LQIOXHQFH�KRZ� LW� LPSDFWV� WKH�HFRQRP\��&ODULGD��*DOL� DQG�*HUWOHU� ������

HVWLPDWHG�SROLF\�UHDFWLRQ�IXQFWLRQV�IRU�WKH�*��FRXQWULHV�DIWHU�������7KH\�IRXQG�WKDW

WKH�GDWD�ZDV�FRQVLVWHQW�ZLWK�D� IRUZDUG� ORRNLQJ�EHKDYLRXU�RI�SROLF\�ZKHUH� LQWHUHVW

UDWHV�PDLQO\� UHVSRQG� WR�H[SHFWHG�PRYHV� LQ� LQIODWLRQ�ZLWK� VRPH�ZHLJKW�EHLQJ�DOVR

JLYHQ�WR�RXWSXW�FKDQJHV��0RUHRYHU��WKLV�V\VWHPDWLF�EHKDYLRXU�WUDFNV�TXLWH�ZHOO� WKH

REVHUYHG�PRYHPHQWV�LQ�DFWXDO�VKRUW�WHUP�LQWHUHVW�UDWHV��7KLV�HYLGHQFH�LV�FRQVLVWHQW

ZLWK� WKDW� GLVFXVVHG� LQ� 6LPV�� /HHSHU� DQG� =KD� ������� DQG� LQ� 0F&DOOXP� �������

RYHUDOO� VXJJHVWLQJ� WKDW� WKH� V\VWHPDWLF� SDUW� RI� SROLF\� DFFRXQWV� IRU� PRVW� RI� WKH

FKDQJHV�REVHUYHG� LQ�PRQHWDU\�SROLF\� LQVWUXPHQWV�� WKH�UROH�RI�SROLF\�VKRFNV�EHLQJ

UDWKHU�PLQRU�

,Q�D�UHFHQW�FRQWULEXWLRQ��'RUQEXVFK��)DYHUR�DQG�*LDYD]]L��������HVWLPDWHG

PRQHWDU\�SROLF\�UXOHV�IRU�VL[�ODUJH�(XURSHDQ�HFRQRPLHV�DQG�PHDVXUHG�WKHLU�HIIHFW

RQ� RXWSXW�� $OWKRXJK� WKH\� GR� QRW� VSHFLI\� D� FRPSOHWH�PRGHO�� VLQFH� WKHLU� JRDO� LV� WR

DVFHUWDLQ�ZKHWKHU�PRQHWDU\�SROLF\�KDV�GLIIHUHQW�HIIHFWV�DFURVV�WKH�HXUR�DUHD��WKH\

FRQWURO� IRU� WZR� LPSRUWDQW� HIIHFWV�� FKDQJHV� LQ� LQWUD�(XURSHDQ� H[FKDQJH� UDWHV� DQG

VLPXOWDQHLW\�LQ�WKH�GHWHUPLQDWLRQ�RI�PRQHWDU\�SROLF\�DQG�RXWSXW��7KHLU�UHVXOWV�SRLQW

WR�WKH�H[LVWHQFH�RI�VLJQLILFDQW�VKRUW�UXQ�RXWSXW�HIIHFWV�RI�WKH�V\VWHPDWLF�SDUW�UDWKHU

WKDQ�WKH�XQDQWLFLSDWHG�SDUW�RI�WKH�PRQHWDU\�SROLF\���&RQWUDU\�WR�WKH�VWUXFWXUDO�PRGHO

UHVXOWV��WKH\�DOVR�ILQG�UHOHYDQW�FURVV�FRXQWU\�GLIIHUHQFHV�RYHU�D�WZR�\HDU�KRUL]RQ�LQ

WKH�RXWSXW�HIIHFWV�RI�V\VWHPDWLF�FKDQJHV�LQ�LQWHUHVW�UDWHV�

9HFWRU� $XWRUHJUHVVLRQV� �9$5V�� DUH� UHGXFHG�IRUP� PRGHOV� WKDW� H[SOLFLWO\

UHFRJQLVH�WKH�LPSRUWDQFH�RI�WKH�HQGRJHQHLW\�RI�HFRQRPLF�YDULDEOHV�IRU�VWXG\LQJ�WKH

HIIHFWV� RI� PRQHWDU\� SROLF\�� 7KH� PDLQ� DQDO\VHV� LQ� WKLV� DUHD� KDYH� DWWHPSWHG� WR

SURSHUO\�LGHQWLI\�WKH�XQDQWLFLSDWHG�GLVWXUEDQFHV�WKDW�PD\�EH�GXH�WR�PRQHWDU\�SROLF\

IURP� RWKHUV� VRXUFHV� RI� GLVWXUEDQFH� LQ� WKH� HFRQRP\� �L�H�� VXSSO\� VKRFNV� RU� UHDO

GHPDQG�VKRFNV��

7KH� ZRUN� E\� 6LPV� ������� SUHVHQWV� HYLGHQFH� RQ� WKH� HIIHFWV� RI� PRQHWDU\

SROLF\�IRU�WKH�ILYH�ODUJHVW�2(&'�FRXQWULHV��7KH�LGHQWLILFDWLRQ�RI�WKH�VKRFNV�QHHGV�WR

DVVXPH� VRPH� LQIRUPDWLRQDO� UHVWULFWLRQV� DPRQJ� WKH� FRQWHPSRUDQHRXV� DFWLRQV� RI
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SULYDWH� DJHQWV� DQG� WKH� FHQWUDO� EDQN���� +H� ILQGV� WKDW� LQ� DOO� FRXQWULHV� WKHUH� DUH

VLJQLILFDQW�QHJDWLYH�UHVSRQVHV�RI�RXWSXW�WR�SRVLWLYH�LQQRYDWLRQV�LQ�LQWHUHVW�UDWHV��7KH

VL]H�RI�WKRVH�UHVSRQVHV�YDULHV�DFURVV�FRXQWULHV�EXW�WKH�VLJQ�DQG�WKH�IRUP�GRHV�QRW�

$OWKRXJK� WKH�RXWSXW� UHVSRQVH�KDV�D� ³KXPS�VKDSHG´� SDWWHUQ�� VLPLODU� WR� WKDW� IRXQG

ZLWK� WKH� VWUXFWXUDO� PRGHOV�� LW� LV� PRUH� SHUVLVWHQW�� 7KH� SDSHU� DOVR� UHSRUWV� VRPH

UHVSRQVHV�WKDW�GR�QRW�ILW�ZHOO�ZLWK�WKH�XVXDO�WH[WERRN�LQWHUSUHWDWLRQ�RI�WKH�LPSDFW�RI

PRQH\� VKRFNV�� )RU� LQVWDQFH�� WKH� UHVSRQVHV� RI� SULFHV� DUH� LQLWLDOO\� SRVLWLYH� RU

LQVLJQLILFDQW�DQG�RQO\� WDNH�QHJDWLYH�YDOXHV�DIWHU�D�\HDU�RU�VR� �WKH�VR�FDOOHG� ³SULFH

SX]]OH´����

$Q�DOWHUQDWLYH�ZD\�RI� LGHQWLI\LQJ�PRQHWDU\�SROLF\�VKRFNV� LV�WR� LPSRVH� ORQJ�

UXQ�UHVWULFWLRQV�FRQVLVWHQWO\�ZLWK�D�YHUWLFDO�3KLOOLSV�&XUYH��*HUODFK�DQG�6PHWV�������

FRQVLGHUHG� WKLV� W\SH� RI� LGHQWLILFDWLRQ� LQ� D� 9$5�ZLWK� RXWSXW�� SULFHV� DQG� VKRUW�WHUP

QRPLQDO� LQWHUHVW� UDWHV� WR� LVRODWH� PRQHWDU\� VKRFNV� IURP� DJJUHJDWH� GHPDQG� DQG

VXSSO\� VKRFNV� IRU� HDFK� RI� WKH� *�� FRXQWULHV�� 1HYHUWKHOHVV�� WKLV� DOWHUQDWLYH

LGHQWLILFDWLRQ� GRHV� QRW� FKDQJH� WKH� JHQHUDO� PHVVDJH� LQ� WHUPV� RI� WKH� HIIHFWV� RI

PRQHWDU\�SROLF\�DFWLRQV�RQ�RXWSXW�DQG�SULFHV�

0RUH�UHFHQW�SDSHUV�LGHQWLI\LQJ�PRQHWDU\�SROLF\�VKRFNV�KDYH�JRQH�IXUWKHU�LQ

H[DPLQLQJ�WKH�LPSOLFDWLRQV�RI�SROLF\�HQGRJHQHLW\���6LPV��������RULJLQDOO\�VXJJHVWHG

WKDW�³SULFH�SX]]OHV´�FRXOG�EH�H[SODLQHG�E\�V\VWHPDWLF�SUH�HPSWLYH�UHVSRQVHV�RI�WKH

PRQHWDU\� DXWKRULW\� WR� LQIODWLRQDU\� SUHVVXUHV� WKDW� ZHUH� QRW� FRQVLGHUHG� LQ� KLV� 9$5

PRGHO���*ULOOL�DQG�5RXELQL��������DQG�.LP��������FRQVLGHUHG�LQQRYDWLRQV�RI�LQWHUHVW

UDWHV�DV�PRQH\�VXSSO\�VKRFNV�DQG�LGHQWLILHG�WKHP�VHSDUDWHO\�IURP�PRQH\�GHPDQG

VKRFNV��7KH\�DOVR�FRQVLGHUHG�H[SOLFLWO\� WKH�SRVVLEOH� FRQWHPSRUDQHRXV� UHVSRQVHV

RI�PRQHWDU\�SROLF\� WR� LQIODWLRQ�H[SHFWDWLRQV�DULVLQJ�IURP�H[FKDQJH�UDWHV�RU� IRUHLJQ

FRPPRGLW\�SULFHV�� �7KHLU�UHVXOWV�VKRZ�WKDW�ZLWK�VXFK�D�VWUXFWXUDO� LGHQWLILFDWLRQ�WKH

SULFH�SX]]OH�GLVDSSHDUV�IRU�PRVW�RI�WKH�*���FRXQWULHV�FRQVLGHUHG��DIWHU�D�PRQHWDU\

WLJKWHQLQJ��SULFHV�GHFOLQH�VPRRWKO\�DQG�VLJQLILFDQWO\���

�����������������������������������������������
��
�6HH�&KULVWLDQR��(LFKHQEDXP�DQG�(YDQV��������IRU�D�UHFHQW�RYHUYLHZ�RI�WKH�LGHQWLILFDWLRQ�RI�H[RJHQRXV�PRQHWDU\

VKRFNV�DQG�&RFKUDQH��������
��
�)XUWKHUPRUH��RQ�LPSDFW�WKH�GRPHVWLF�FXUUHQF\�LQ�VRPH�(XURSHDQ�FRXQWULHV�GHSUHFLDWHV�LQVWHDG�RI�DSSUHFLDWLQJ

WR�EH� IROORZHG�E\�D�SHUVLVWHQW� GHSUHFLDWLRQ��7KHVH� UHVXOWV�DUH� UHIHUUHG� WR�DV� WKH� 
H[FKDQJH� UDWH�SX]]OH
� DQG� WKH

IRUZDUG�GLVFRXQW�ELDV�SX]]OH¶�
��
�,Q�DGGLWLRQ��H[FKDQJH�UDWHV�DSSUHFLDWH�RQ�LPSDFW�IROORZHG�E\�D�FRQWLQXRXV�GHSUHFLDWLRQ�
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0RQHWDU\�SROLF\�RSHUDWHV� LQ� WKH�VWUXFWXUDO�PRGHOV� WKURXJK�D� OLTXLGLW\�HIIHFW

RQ� WKH� LQWHUHVW� UDWHV�� 7KDW�PHDQV�� IRU� H[DPSOH�� WKDW� LQ� WKH� )5%�0&0�PRGHO� WKH

FRVW�RI�FDSLWDO� FKDQQHO� RQ� LQYHVWPHQW� LV� WKH�PRVW� LPSRUWDQW� FKDQQHO� RI�PRQHWDU\

SROLF\� WUDQVPLVVLRQ� �DORQJ� ZLWK� WKH� H[FKDQJH� UDWH� WKDW� RSHUDWHV� DOVR� YLD� LQWHUHVW

UDWH�GLIIHUHQWLDOV���0RUHRYHU�WKH�VL]H�RI�WKLV�HIIHFW�LQ�WKH�0&0�PRGHO�LV�FRPSDUDEOH

DFURVV� WKH� (XURSHDQ� FRXQWULHV� DQG� WKH� 86�� � 7KH� WKHRUHWLFDO� OLWHUDWXUH� KDV� DOVR

GHIHQGHG�D�VSHFLDO�UROH�IRU�FUHGLW�DV�DQ�DGGLWLRQDO�FKDQQHO�RI�PRQHWDU\�WUDQVPLVVLRQ

EHFDXVH�RI� WKH�H[LVWHQFH�RI� DV\PPHWULF� LQIRUPDWLRQ� LQ� WKH� ILQDQFLDO�PDUNHWV��7KH

9$5�UHVXOWV��VHH�%HUQDQNH�DQG�%OLQGHU���������VKRZ�WKDW�DIWHU�D�SRVLWLYH�LQQRYDWLRQ

RI�LQWHUHVW�UDWHV��EDQN�GHSRVLWV�LQLWLDOO\�GHFOLQH�PRUH�WKDQ�EDQN�ORDQV�EXW�RYHU�WLPH

WKH� GHFOLQH� LQ� ORDQV� LV� ODUJHU�� 0RUH� LPSRUWDQWO\�� DV� VKRZQ� E\� %DFFKHWWD� DQG

%DOODEULJD��������WKLV�EHKDYLRXU�VHHPV�WR�EH�YHU\�VLPLODU�DFURVV�DOO� WKH�(XURSHDQ

FRXQWULHV�DQG�WKH�86�EXW�WKH�VL]H�RI�WKH�GHFOLQH�GLIIHUV�IURP�FRXQWU\�WR�FRXQWU\�

$OO� WKH� 9$5� VWXGLHV�PHQWLRQHG� DERYH� IRXQG� WKDW�PRQHWDU\� SROLF\� VKRFNV�

DOWKRXJK� WKH\� KDYH� VLJQLILFDQW� VKRUW�WHUP� UHDO� HIIHFWV�� DFFRXQW� IRU� RQO\� D� VPDOO

IUDFWLRQ� RI� RXWSXW� YDULDELOLW\�� $� YDULDQFH� GHFRPSRVLWLRQ� RI� WKH� IRUHFDVW� HUURU� DW

GLIIHUHQW� KRUL]RQV� VKRZV� WKDW�� LQGHSHQGHQWO\� RI� WKH� LGHQWLILFDWLRQ� FULWHULD� RU� WKH

VHOHFWHG� LQIRUPDWLRQ� VHW�� SROLF\� VKRFNV�GR�QRW� DFFRXQW� IRU�PRUH� WKDQ� ����RI� WKH

YDULDWLRQV� LQ� RXWSXW�� 2I� FRXUVH�� WKLV� LV� DQ� DYHUDJH� DFURVV� WKH� VHOHFWHG� VDPSOH

SHULRG�DQG�WKXV�LW� LV�SRVVLEOH�WR�ILQG�FHUWDLQ�SHULRGV�LQ�ZKLFK�VXFK�D�SHUFHQWDJH�LV

ODUJHU��0RUHRYHU��WKH�VWXGLHV�DFURVV�FRXQWULHV�GR�QRW�ILQG�VLJQLILFDQW�GLIIHUHQFHV�LQ

WKH�LPSRUWDQFH�RI�PRQHWDU\�SROLF\�VKRFNV�LQ�H[SODLQLQJ�RXWSXW�

7R�VXPPDULVH��WKH�HPSLULFDO�HYLGHQFH�RQ�WKH�VKRUW�UXQ�HIIHFWV�RI�PRQHWDU\

SROLF\� LV�EURDGO\� WKH�IROORZLQJ�� �D�� WKHUH� LV�D� 
KXPS�VKDSHG
�SDWWHUQ�IRU�RXWSXW� WKDW

UHDFKHV�D�PD[LPXP�EHWZHHQ� WKH��WK�DQG��WK�TXDUWHUV�� �E��SULFHV�VKRZ�D�VOXJJLVK

UHVSRQVH�ZLWK�D�PD[LPXP�HIIHFW� WKDW�DSSHDUV� ODWHU� WKDQ� WKH�RXWSXW� HIIHFW�� �F�� WKH

XQDQWLFLSDWHG� FRPSRQHQW� RI�PRQHWDU\� SROLF\� GRHV� QRW� H[SODLQ�PRUH� WKDQ� ���� RI

RXWSXW�YDULDELOLW\��DQG��G��WKH�GLYHUVLW\�RI�LQVWLWXWLRQDO�DUUDQJHPHQWV�DFURVV�FRXQWULHV

PD\� LQGXFH� GLIIHUHQFHV� LQ� WKH� VL]H� RI� WKH� HIIHFWV� EXW� WKRVH� VHHP� PRUH� UHDGLO\

LGHQWLILDEOH�ZLWK� WKH�V\VWHPDWLF�SDUW� WKDQ�ZLWK� WKH�QRQ�V\VWHPDWLF�SDUW�RI�PRQHWDU\

SROLF\�
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����� 6RPH�QHZ�HYLGHQFH

%HVLGHV�SURYLGLQJ�D�FRPSDFW�VXPPDU\�RI�ZKDW�ZH�FRQVLGHU�WR�EH�WKH�PRUH

UHOHYDQW� H[LVWLQJ� HYLGHQFH� RQ� WKH� LPSDFW� RI� PRQHWDU\� SROLF\�� LQ� ZKDW� IROORZV� ZH

VXSSO\�VRPH� IXUWKHU�UHVXOWV�XVLQJ�WZR�DOWHUQDWLYH�PRGHOV��D�ZLGHO\�XVHG�(XURSHDQ

VWUXFWXUDO� PDFURHFRQRPHWULF� PRGHO�� WKH� 1DWLRQDO� ,QVWLWXWH� *OREDO� (FRQRPHWULF

0RGHO��1,*(0��DQG�D�UHGXFHG�IRUP�PRGHO��9$5���7KH�1,*(0�PRGHO�DSSOLHV�WR�DQ

DUHD�PDGH�XS�RI� WKH�(8���� VR�DV� WR�PDWFK� WKH�HXUR�]RQH��7KH�9$5�PRGHOV�DUH

HVWLPDWHG�ERWK�IRU�WKH�HXUR�DUHD�DQG�WKH�86��$OWKRXJK�WKH�H[HUFLVH�LV�EDVHG��LQ�WKH

FDVH�RI� WKH�HXUR�DUHD��RQ�KLVWRULFDO�HVWLPDWLRQV�XQGHU�D�FRPPRQ�PRQHWDU\�SROLF\

WKDW�GLG�QRW�H[LVW�EHIRUH������DQG�DUH�WKXV�VXEMHFW�WR�WKH�/XFDV�FULWLTXH��WKH�UHVXOWV

PD\� QHYHUWKHOHVV� EH� LOOXVWUDWLYH� RI� ZKDW� WKH� DYHUDJH� UHVSRQVHV� ZHUH�� 0RUHRYHU�

ZKLOH� WKH�VWUXFWXUDO�PRGHO�FDQ�EH�XVHIXO�IRU�DGGUHVVLQJ�WKH�FRQVHTXHQFHV�RI�ERWK

DQWLFLSDWHG� DQG� QRQ�DQWLFLSDWHG�PRQHWDU\� SROLF\� FKDQJHV�� WKH� UHGXFHG�IRUP�9$5

PRGHO�FDQ�PDLQO\�VKHG�VRPH�OLJKW�RQ�WKH�ODWWHU�

7KH� VLPXODWLRQV� SUHVHQWHG� LQ� )LJXUH� �� XVH� WKH� 1,*(0�PDFURHFRQRPHWULF

PRGHO�� 7KLV�PRGHO� LV� FKDUDFWHULVHG� E\� IRUZDUG� ORRNLQJ� ILQDQFLDO�PDUNHWV� DQG� WKH

H[LVWHQFH�RI� LPSHUIHFWO\� IOH[LEOH�ZDJHV�DQG�SULFHV� LQ� WKH�VKRUW� WHUP��$Q� LPSRUWDQW

DGYDQWDJH�RI�1,*(0�LV�WKDW�DOWKRXJK�LW�VHSDUDWHO\�PRGHOV�WKH�QDWLRQDO�HFRQRPLHV

RI� WKH����FRXQWULHV� LQ� WKH�HXUR�]RQH�� LW� FDQ�QHYHUWKHOHVV�EH�XVHG� WR�VLPXODWH� WKH

HIIHFWV�RI�D�FRPPRQ�PRQHWDU\�SROLF\�

7KH� OHIW� KDQG� VLGH� RI� )LJXUH� �� VKRZV� WKH� LPSDFW� RI� D� QRQ�V\VWHPDWLF

PRQHWDU\�SROLF\�FKDQJH�RQ�RXWSXW�DQG�SULFHV��IURP�D�EDVHOLQH�RI�IL[HG�LQWHUHVW�UDWHV

ZH�DVVXPH�DQ�XQH[SHFWHG����ULVH�LQ�VKRUW�WHUP�QRPLQDO�LQWHUHVW�UDWHV�WKDW�ODVW�IRU

RQH�\HDU��2XWSXW�DQG�SULFH�UHVSRQVHV�LQ�WKH�HXUR�DUHD�DUH�D�ZHLJKWHG�DYHUDJH�RI

WKH�UHVSRQVHV� IRU�HDFK�(8����FRXQWU\��$V�FDQ�EH�VHHQ��RXWSXW�VWDUWV� IDOOLQJ� IURP

WKH�ILUVW�TXDUWHU�DQG�UHDFKHV�D�PD[LPXP�YDOXH�EHWZHHQ�WKH��WK�DQG��WK�TXDUWHU��WKLV

HIIHFW�EHFRPHV�QHJOLJLEOH�DIWHU� WKUHH�\HDUV�� ,Q� FRQWUDVW�� SULFHV� GR�QRW� VWDUW� IDOOLQJ

VLJQLILFDQWO\� XQWLO� WKH� VHFRQG� \HDU� DQG� WKH�PD[LPXP� HIIHFWV� RFFXU� DIWHU� WKH� WKLUG

\HDU�
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7KH�ULJKW�KDQG�VLGH�RI�)LJXUH���VKRZV�WKH�HIIHFWV�RI�D�V\VWHPDWLF�PRQHWDU\

SROLF\� FKDQJH�� DFFRUGLQJ� WR� 1,*(0�� WKH� SROLF\� UXOH� RI� WKH� (&%� FRXOG� EH

FKDUDFWHULVHG�DV�PDLQWDLQLQJ�QRPLQDO�VWDELOLW\�WKURXJK�PRYHPHQWV�LQ�LWV�VKRUW�WHUP

QRPLQDO�LQWHUHVW�UDWH�WR�WKH�REVHUYHG�GHYLDWLRQV�IURP�WKH�REMHFWLYH��,Q�WKLV�FDVH��ZH

DVVXPH�WKDW�PRQHWDU\�SROLF\� UHVSRQGV�WR� WKH� LQIODWLRQDU\�SUHVVXUHV�UHVXOWLQJ�IURP

DQ� DXWRQRPRXV� FRQVXPSWLRQ� LQFUHDVH� RI� ��� GXULQJ� RQH� \HDU� LQ� DOO� WKH� HXUR

FRXQWULHV��:KDW�ZH�SUHVHQW�LQ�WKH�ILJXUH�DUH�WKH�GLIIHUHQFHV�LQ�WKH�HFRQRPLF�LPSDFW

RI�WKH�VKRFN�GHSHQGLQJ�RQ�ZKHWKHU�WKH�SROLF\�UXOH�LV�DFWLYDWHG��WKXV�PDNLQJ�VKRUW�

WHUP�LQWHUHVW�UDWHV�UHVSRQG�WR�WKH�VWDWH�RI�WKH�HFRQRP\��RU�QRW��ZKHUHE\�VKRUW�WHUP

LQWHUHVW�UDWHV�UHPDLQ�FRQVWDQW���$V�REVHUYHG� LQ�)LJXUH����DOWKRXJK�WKH�VL]H�HIIHFWV

DUH� VPDOOHU� WKDQ� ZLWK� DQ� XQDQWLFLSDWHG� LQWHUHVW� UDWH� FKDQJH�� WKH� LPSRUWDQW

REVHUYDWLRQ�LV�WKDW�WKH�UHDO�RXWSXW�HIIHFWV�GLUHFWO\�DWWULEXWDEOH�WR�WKH�PRQHWDU\�SROLF\

UHVSRQVH�RFFXU�ODWHU�LQ�WLPH�WKDQ�LQ�WKH�QRQ�DQWLFLSDWHG�FDVH��1HYHUWKHOHVV��XQGHU

ERWK�W\SHV�RI�PRQHWDU\�SROLF\�DFWLRQV��WKH�RXWSXW�HIIHFW�VWDUWV�WR�GLVDSSHDU�DIWHU�WKH

VHFRQG�\HDU�

:H�DOVR�SURYLGH�DOWHUQDWLYH�HYLGHQFH�IURP�WKH�HVWLPDWLRQ�RI�D�9$5�PRGHO�IRU

WKH�HXUR�DUHD�DV�ZHOO�DV�IRU�WKH�86��7KH�SXUSRVH�LV�WR�FKDUDFWHULVH�WKH�HIIHFWV�RI�DQ

XQDQWLFLSDWHG� PRQHWDU\� SROLF\� VKRFN� LQ� ERWK� DUHDV�� 7KH� FRQWLQXLQJ� ODFN� RI� D

VXIILFLHQWO\� DPSOH� KLVWRULFDO� GDWD� EDVH� IRU� WKH� HXUR� DUHD� DV� D� ZKROH� OLPLWHG� XV� WR

LQFOXGLQJ�RQO\�WKH�IROORZLQJ�DJJUHJDWH�YDULDEOHV�LQ�WKH�PRGHO��RXWSXW��SULFHV��VKRUW�

WHUP� QRPLQDO� LQWHUHVW� UDWHV�� DQG� 0�� DV� WKH� PRQHWDU\� DJJUHJDWH���� :H� DOVR

FRQVLGHUHG�D�ZRUOG� FRPPRGLW\�SULFH� LQGH[�DV�DQ�DGGLWLRQDO� YDULDEOH� WR�FRQWURO� IRU

LQIODWLRQDU\�SUHVVXUHV�IURP�RXWVLGH�WKH�DUHD���)RU�WKH�86��ZH�FRQVLGHUHG�WKH�VDPH

YDULDEOHV�EXW�XVLQJ�0��DV�WKH�UHOHYDQW�PRQHWDU\�DJJUHJDWH��7KH�VDPSOH�SHULRG� LV

��������������

:H�IROORZHG�D�
FODVVLFDO
�LGHQWLILFDWLRQ�RI�WKH�PRQHWDU\�VKRFNV��7KH�UHFXUVLYH

VWUXFWXUH�DVVXPHV�WKDW�WKH�FHQWUDO�EDQN�REVHUYHV�FXUUHQW�SULFHV��ERWK�GRPHVWLF�DQG

IURP� DEURDG�� DV� ZHOO� DV� WKH� FXUUHQW� OHYHO� RI� DFWLYLW\� ZLWKLQ� WKH� TXDUWHU� EHIRUH

GHFLGLQJ� WKH� WRQH� RI� PRQHWDU\� SROLF\�� )LJXUH� �� VKRZV� WKH� UHVSRQVHV� RI� LQWHUHVW

UDWHV��RXWSXW�DQG�SULFHV�WR�DQ� LGHQWLILHG�PRQH\�VXSSO\�VKRFN� LQ� WKH�86�DQG� LQ� WKH

�����������������������������������������������
��
��7KH�HXUR�DUHD�GDWD�IRU�RXWSXW��SULFHV�DQG�QRPLQDO�LQWHUHVW�UDWHV�KDV�EHHQ�WDNHQ�IURP�WKH�%%9�GDWD�EDVH��DQG�IRU

0��IURP�WKH�(&%�



��

(8�����7KH�VKRFN�LV�QRUPDOLVHG�WR�EH�HTXLYDOHQW�WR�D�SHUFHQWDJH�SRLQW�LQWHUHVW�UDWH

FKDQJH�

�$V�VKRZQ�LQ�)LJXUH����DQ�XQH[SHFWHG�PRQHWDU\�WLJKWHQLQJ�LQ�WKH�86�OHDGV

WR�UHGXFWLRQV� LQ�ERWK�RXWSXW�DQG�SULFHV�� ,Q�SDUWLFXODU��RXWSXW�VWDUWV� IDOOLQJ�DIWHU� WKH

VHFRQG� TXDUWHU� DQG� LWV�PD[LPXP� HIIHFW� LV� LQ� WKH� �WK� TXDUWHU�� WKH� HIIHFW� YDQLVKLQJ

DIWHU�WZR�\HDUV��3ULFHV�VWDUW�IDOOLQJ�VPRRWKO\�DIWHU�WKH��UG�TXDUWHU�DQG�WKH�PD[LPXP

GURS�DSSHDUV�LQ�WKH�VHFRQG�\HDU��7KHVH�UHVXOWV�DUH�FRQVLVWHQW�ZLWK�WKRVH�IRXQG�LQ

WKH� OLWHUDWXUH�� ZLWK� DOWHUQDWLYH� LGHQWLILFDWLRQV� DQG� VDPSOH� SHULRGV�� DQG� ZKLFK� DUH

VXPPDULVHG�DERYH�

7KH� UHVSRQVHV� IRU� WKH� DJJUHJDWHG� (XURSHDQ� YDULDEOHV� WR� D� FRPPRQ

PRQHWDU\� SROLF\� VKRFN� DSSHDU� LQ� WKH� ULJKW�KDQG� FROXPQ� RI� )LJXUH� ��� �:KLOH� WKH

PDJQLWXGH�RI�WKH�UHVSRQVHV�GLIIHUV�IURP�WKRVH�REVHUYHG�LQ�WKH�86��WKH�GLUHFWLRQ�RI

WKH� UHVSRQVHV� LV� QHYHUWKHOHVV� WKH� VDPH�� ERWK� RXWSXW� DQG� SULFHV� IDOO�� ZLWK� RXWSXW

UHVSRQGLQJ� LQ� DGYDQFH� WR� SULFHV�� )URP� WKLV� ODVW� SLHFH� RI� HYLGHQFH� LW� FDQ� EH

FRQFOXGHG� WKDW�� EDVHG� RQ� WKH� KLVWRULFDO� HVWLPDWHV� SUHVHQWHG�� DV� IDU� DV� WKH� HXUR

]RQH�LV�FRQFHUQHG��PRQHWDU\�SROLF\�DFWLRQV�VHHPV�WR�KDYH�WKHLU�PD[LPXP�HIIHFW�RQ

RXWSXW�DIWHU�WKH��WK�WR���WK�TXDUWHUV��WKLV�HIIHFW�QRW�ODVWLQJ�PRUH�WKDQ�WKUHH�\HDUV��$V

IRU� SULFHV�� WKH\� DGMXVW� LQ� D� JUDGXDO� PDQQHU�� VWDUWLQJ� DIWHU� WKH� ILUVW� \HDU� RI� WKH

PRQHWDU\�SROLF\� LPSXOVHV��7KHUHIRUH�� WKHVH� WHQWDWLYH�HPSLULFDO� UHVXOWV�DUH�EURDGO\

VLPLODU� WR� WKRVH� IRXQG� LQ� WKH� OLWHUDWXUH� E\� RWKHU� VWXGLHV� IRU� LQGLYLGXDO� (XURSHDQ

FRXQWULHV��&RPSDUHG� WR� WKH�86�� WKH�RXWSXW� LPSDFW�RI�PRQHWDU\� SROLF\� LQ� WKH�HXUR

]RQH�VHHPV�WR�EH�TXLWH�VPDOOHU�DQG�WR�KDSSHQ�ODWHU��WKXV�VXJJHVWLQJ�WKDW� WKH�UHDO

HIIHFWV� RI�PRQHWDU\� SROLF\� DFWLRQV� DUH�PRUH� OLPLWHG� LQ� WKH� (XURSHDQ� FDVH���� 7KH

UHDVRQV�ZK\�WKLV�LV�VR�DUH�FHUWDLQO\�ZRUWK�H[SORULQJ�

����� :KDW�ZH�NQRZ�DQG�ZKDW�GR�QRW�NQRZ�DERXW�VKRUW�WHUP�HIIHFWV

�����������������������������������������������
��
��5HFHQWO\��0RQWLFHOOL�DQG�7ULVWDQL��������KDYH�DOVR�QRWLFHG�WKDW�(XURSHDQ�LQIODWLRQ�UHVSRQGV�PRUH�SHUVLVWHQWO\

WKDQ�LQ�WKH�86�WR�PRQHWDU\�VKRFNV�



��

$OWKRXJK�WKH�HPSLULFDO�HYLGHQFH�UHYLHZHG�GRHV�QRW�FODLP�WR�EH�H[KDXVWLYH��LW

\LHOGV� VHYHUDO� UHVXOWV� ZKLFK� DUH� XVHIXO� IRU� FHQWUDO� EDQNHUV� ZKHQ� DVVHVVLQJ� WKH

FRQVHTXHQFHV�RI�WKHLU�SROLF\�GHFLVLRQV�

)LUVWO\�� WKH� LQWHUQDWLRQDO� HYLGHQFH� ERWK� IURP� VWUXFWXUDO� DQG� UHGXFHG�IRUP

PRGHOV� VXJJHVWV� WKDW� ZKLOH� PRQHWDU\� SROLF\� DFWLRQV� RQO\� LQIOXHQFH� QRPLQDO

YDULDEOHV� LQ� WKH�PHGLXP�WHUP�� WKH\�QHYHUWKHOHVV� LPSDFW�UHDO�YDULDEOHV� LQ� WKH�VKRUW

WHUP��DOEHLW�ZLWK�GLIIHULQJ�GHJUHHV�RI�LQWHQVLW\�DFURVV�FRXQWULHV�DQG�HFRQRPLF�DUHDV�

6HFRQGO\�� IROORZLQJ� D�PRQHWDU\� SROLF\� WLJKWHQLQJ� RXWSXW� GLVSOD\V� D� ³KXPS�

VKDSHG´�SDWWHUQ����,Q�SDUWLFXODU��WKHUH�VHHPV�WR�EH�D�JUDGXDO�GHFOLQH�LQ�RXWSXW�ZKLFK

UHDFKHV� LWV� SHDN� W\SLFDOO\� DIWHU� �� WR� �� TXDUWHUV�� EHIRUH� LW� VWDUWV� SURJUHVVLYHO\� WR

UHWXUQ�WR�LWV�RULJLQDO�VLWXDWLRQ�DV�SULFHV�DGMXVW�DQG�RU�WKH�SROLF\�FKDQJH�LV�UHYHUVHG�

,Q�JHQHUDO��D�ODUJH�SDUW�RI�WKH�LQLWLDO�RXWSXW�HIIHFWV�GLVDSSHDU�DIWHU���WR����TXDUWHUV�

$V� IDU� DV� SULFHV� DUH� FRQFHUQHG�� WKH\� UHVSRQG� ZLWK� ORQJHU� ODJV� WKDQ� RXWSXW�� WKH

IXOOHVW�HIIHFW�RQ�SULFHV�RFFXUULQJ�ZLWK�D�ODJ�RI�WZR�\HDUV�RU�ORQJHU�

7KLUGO\��LW�VHHPV�WKDW�PRQHWDU\�SROLF\�DFWLRQV�KDYH�WUDQVLWRU\�RXWSXW�HIIHFWV

ERWK�ZKHQ� WKH\� UHIOHFW� WKH�V\VWHPDWLF� UHVSRQVH�RI� WKH�DXWKRULWLHV� WR� WKH�HFRQRP\

DQG� ZKHQ� WKH\� FRUUHVSRQG� WR� H[RJHQRXV� SROLF\� VKRFNV� ZKLFK� GHSDUW� IURP� WKLV

SDWWHUQ�� <HW�� DW� OHDVW� IRU� FRQWLQHQWDO� (XURSH�� LW� LV� IRXQG� WKDW� WKH� RXWSXW� HIIHFWV� RI

V\VWHPDWLF� RU� DQWLFLSDWHG� PRQHWDU\� DFWLRQV� WDNH� ORQJHU� WR� EH� IHOW� WKDQ� WKRVH

UHVXOWLQJ�IURP�SROLF\�VKRFNV�

)RXUWKO\�� LQ� SUDFWLFH� LW� WXUQV� RXW� WKDW� PRYHPHQWV� LQ� PRQHWDU\� SROLF\

LQVWUXPHQWV�W\SLFDOO\�FRUUHVSRQG�WR�UHVSRQVHV�E\�FHQWUDO�EDQNV� WR� WKH�VWDWH�RI� WKH

HFRQRP\��H[RJHQRXV�SROLF\�VKRFNV�SOD\LQJ�RQO\�D�UHODWLYHO\�VPDOO�SDUW��7KLV�IHDWXUH

�ZKLFK�UHIOHFWV�WKH�SUHYDOHQFH�RI�V\VWHPDWLF�RU�H[SHFWHG�SROLF\�FKDQJHV�UHODWLYH�WR

XQH[SHFWHG� FKDQJHV�� VKRXOG� QRW� FRPH� DV� D� VXUSULVH� RQFH� LW� LV� UHFRJQLVHG� WKDW

SROLF\�GHFLVLRQV�DUH�QRUPDOO\�JXLGHG�E\� WKH�VSHFLILF�PRQHWDU\�SROLF\�VWUDWHJ\�ZLWK

ZKLFK�WKH�FHQWUDO�EDQN�WULHV�WR�IXOILO�LWV�ILQDO�JRDO�

�����������������������������������������������
���,Q�WKLV�VHFWLRQ�ZH�WDNH�WKH�H[DPSOH�RI�D�SROLF\�WLJKWHQLQJ��&OHDUO\��WKH�VDPH�UHVXOWV�DSSO\�WR�D�SROLF\�HDVLQJ�
DOWKRXJK�WKH�GLUHFWLRQV�LQ�ZKLFK�YDULDEOHV�PRYH�ZLOO�EH�RSSRVLWH�



��

)LQDOO\��LQ�JHQHUDO��LW�VHHPV�UHDVRQDEOH�WR�H[SHFW�WKDW�WKH�VKRUW�WHUP�HIIHFWV

RI� PRQHWDU\� SROLF\� RQ� RXWSXW� ZLOO� EH� VPDOOHU�� WKH� KLJKHU� WKH� FUHGLELOLW\� RI� WKH

PRQHWDU\� DXWKRULW\� DQG� WKH� GHJUHH�ZLWK� ZKLFK� SULYDWH�VHFWRU� H[SHFWDWLRQV� DGMXVW�

DQG� WKH� IDVWHU� WKH� DGDSWDWLRQ� RI� ZDJHV� DQG� SULFHV� WR� WKH� FKDQJLQJ� PRQHWDU\

FRQGLWLRQV�

,Q�SULQFLSOH��WKHVH�UHVXOWV�DSSHDU�WR�EH�TXLWH�UHDVRQDEOH�DQG�LQ�IDFW�PD\�QRW

EH� WKDW� IDU� IURP�ZKDW� FHQWUDO� EDQNHUV�RI�PDQ\�FRXQWULHV�FRQVLGHU��EDVHG�RQ� WKHLU

DFWXDO�H[SHULHQFH��WR�EH�D�SODXVLEOH�GHVFULSWLRQ�RI�UHDOLW\��6WLOO��EH\RQG�WKLV�LW�ZRXOG

EH� PXFK� KDUGHU� WR� ILQG� DQ\� DJUHHPHQW� FRQFHUQLQJ� ZKDW� WKH� SUHFLVH� WLPLQJ� DQG

PDJQLWXGHV�RI�WKH�RXWSXW�DQG�SULFH�HIIHFWV�RI�PRQHWDU\�SROLF\�DUH��$V�LV�ZHOO�NQRZQ�

PRQHWDU\�DFWLRQV�DUH�WUDQVPLWWHG�ZLWK�UHODWLYHO\� ORQJ�DQG�YDULDEOH�ODJV�ZKLFK�GLIIHU

QRW�RQO\�DFURVV�FRXQWULHV�EXW�DOVR�DFURVV�WLPH��,Q�SDUWLFXODU��WKH�µW\SLFDO¶�UHVSRQVHV

HVWLPDWHG�E\�HFRQRPHWULF�PRGHOV�FRUUHVSRQG�WR�WKH�QRUPDO�FRQGLWLRQV�SUHYDLOLQJ�LQ

WKH�HFRQRP\�RYHU� UHODWLYHO\� ORQJ�SHULRGV�RI� WLPH��&RQVHTXHQWO\�� WKH\�PD\�QRW� EH

DSSOLFDEOH� XQGHU� VSHFLILF� RU� QHZ� FLUFXPVWDQFHV� ZKLFK� GHSDUW�� LQ� RQH� ZD\� RU

DQRWKHU��IURP�ZKDW�LV�FRQVLGHUHG�WR�EH�QRUPDO�IURP�D�KLVWRULFDO�SHUVSHFWLYH�

)XUWKHUPRUH��HYHQ� WKH�PRUH�ZLGHO\�DFFHSWDEOH�HPSLULFDO� UHJXODULWLHV�ZKLFK

ZHUH� OLVWHG�HDUOLHU� KDYH� WR� EH�XVHG� FDXWLRXVO\� LQ� D� SROLF\� HQYLURQPHQW� VLQFH� WKH\

FRPH�IURP�HFRQRPHWULF�PRGHOV�ZLWK�FHUWDLQ�OLPLWDWLRQV��$V�LV�ZHOO�NQRZQ��VWUXFWXUDO

PRGHOV�JHQHUDOO\�UHO\�RQ�D�SULRUL�DVVXPSWLRQV�RQ�KRZ�WKH�WUDQVPLVVLRQ�PHFKDQLVP

RI� PRQHWDU\� SROLF\� ZRUNV� ZKLFK� PD\� DUWLILFLDOO\� ELDV� WKH� HVWLPDWHG� UHVSRQVHV� RI

RXWSXW� DQG�SULFHV� WR� RIILFLDO� LQWHUHVW� UDWH� FKDQJHV�� )XUWKHUPRUH�� VXFK�PRGHOV� DUH

VXEMHFW� WR� WKH� /XFDV� FULWLTXH� DQG� DUH� LQ� JHQHUDO� QRW� SUHSDUHG� WR� KDQGOH� LVVXHV

UHODWHG� WR� WKH�FUHGLELOLW\�RI�PRQHWDU\�SROLF\�ZKLFK�� LQ�SUDFWLFH��DUH�RI� IXQGDPHQWDO

LPSRUWDQFH� IRU� KRZ� SULYDWH� DJHQWV� UHVSRQG� WR� WKH� SROLF\� FKDQJH�� $V� FRQFHUQV

UHGXFHG�IRUP�PRGHOV��ZKLOH�WKH\�DUH�ZHOO�VXLWHG�IRU�JLYLQJ�LQIRUPDWLRQ�PDLQO\�RQ�WKH

LPSDFW�RI�WKH�QRQ�V\VWHPDWLF�SDUW�RI�PRQHWDU\�SROLF\��WKH�HFRQRPLF�LQWHUSUHWDWLRQ�RI

WKH� SROLF\� VLPXODWLRQV� SHUIRUPHG� ZLWK� VXFK� PRGHOV� IUHTXHQWO\� UHOLHV� RQ� D� SULRUL

DVVXPSWLRQV� RQ� µZKDW� SUHFHGHV� ZKDW¶� WKDW� DUH� GHEDWDEOH� DQG� ZKLFK�� LI� FKDQJHG�

PD\�PRGLI\� WKH� VLPXODWHG� UHVSRQVHV� LQ� VLJQLILFDQW�ZD\V�� )LQDOO\�� SROLF\� H[HUFLVHV

SHUIRUPHG�ZLWK�WKHVH�PRGHOV�PD\�EH�TXLWH�VHQVLWLYH�WR�WKH�VSHFLILF�VHW�RI�HFRQRPLF



��

YDULDEOHV�FRQVLGHUHG��WKH�DGGLWLRQ�RI�DQ�H[WUD�YDULDEOH�RIWHQ�KDYLQJ�LPSRUWDQW�HIIHFWV

RQ�WKH�UHVXOWV���

��� ,03/,&$7,216�)25�7+(�&21'8&7�2)�021(7$5<�32/,&<

$IWHU�KDYLQJ�UHYLHZHG�WKH�HYLGHQFH�RQ�WKH�LPSDFW�RI�PRQHWDU\�SROLF\�RQ�WKH

HFRQRP\� ZH� QRZ� WXUQ� WR� GLVFXVVLQJ� WKH� LPSOLFDWLRQV� ZKLFK� IROORZ� IURP� WKH� OHVV

FRQWURYHUVLDO�DVSHFWV�RI�VXFK�HYLGHQFH�IRU�WKH�FRQGXFW�RI�PRQHWDU\�SROLF\�LQ�WRGD\¶V

ZRUOG�� 7KH� IRFXV� LV� RQ� ZKHWKHU� WKH� H[LVWHQFH� RI� VKRUW�UXQ� UHDO� HIIHFWV� FDQ� DQG

VKRXOG�EH�H[SORLWHG�E\�FHQWUDO�EDQNV��DQG�RQ�ZKDW�DGDSWDWLRQV�VKRXOG�EH�PDGH�WR

WDNH�LQWR�DFFRXQW�KRZ�GLIIHUHQWO\�PRQHWDU\�SROLF\�PD\�RSHUDWH�LQ�D�ORZ�LQIODWLRQ��ORZ

LQWHUHVW�UDWH�HQYLURQPHQW�

���� &DQ� DQG� VKRXOG� WKH� H[LVWHQFH� RI� VKRUW�UXQ� UHDO� HIIHFWV� EH

H[SORLWHG�E\�PRQHWDU\�SROLF\PDNHUV"

$OWKRXJK� RXU� VXPPDU\� RI� WKH� LQWHUQDWLRQDO� HYLGHQFH� FRQFOXGHG� WKDW

PRQHWDU\�SROLF\�JHQHUDOO\�LQIOXHQFHV�WKH�VKRUW�UXQ�EHKDYLRXU�RI�UHDO�YDULDEOHV��DOEHLW

ZLWK�DQ� LQWHQVLW\�ZKLFK�YDULHV�VLJQLILFDQWO\�DFURVV�FRXQWULHV�DQG��SUHVXPDEO\��DOVR

GHSHQGLQJ�RQ�FLUFXPVWDQFHV���FDXWLRQ�VKRXOG�EH�H[HUFLVHG�ZKHQ�H[WUDFWLQJ�SROLF\

LPSOLFDWLRQV�

2Q� WKH�RQH�KDQG��NQRZOHGJH�DERXW� WKH�H[LVWHQFH�RI� WUDQVLWRU\� UHDO� HIIHFWV

IURP� PRQHWDU\� SROLF\� DFWLRQV� FDQ� DQG� VKRXOG� EH� XVHG� E\� FHQWUDO� EDQNV� �DOEHLW

SUXGHQWO\��IRU�VWHHULQJ�PRQHWDU\�FRQGLWLRQV��VR�WKDW�SULFH�VWDELOLW\�RYHU�WKH�EXVLQHVV

F\FOH� LV� PDLQWDLQHG� DQG�� ZLWKRXW� SUHMXGLFH� WR� LW�� HFRQRPLF� DFWLYLW\� LV� � SURPRWHG

ZKHQHYHU�QHFHVVDU\��<HW�SROLF\PDNHUV�KDYH�WR�WDNH�LQWR�DFFRXQW�WKH�XQFHUWDLQWLHV

VXUURXQGLQJ�WKH�WUDQVPLVVLRQ�PHFKDQLVP�RI�PRQHWDU\�SROLF\�WR�WKH�HFRQRP\��VR�DV

WR� DYRLG� DQ\� VRUW� RI� ILQH�WXQLQJ� QRU� WKH� ZHOO�NQRZQ� SUREOHPV� RI� LQVWUXPHQW

LQVWDELOLW\��,I�WKH�FHQWUDO�EDQN�VXFFHHGV�LQ�SUXGHQWO\�FRQGXFWLQJ�PRQHWDU\�SROLF\��WKH

RXWFRPH�ZLOO�EH�DQ�HQYLURQPHQW�RI�SULFH�VWDELOLW\�ZKLFK�LV�FRQGXFLYH�WR�JURZWK�

�����������������������������������������������
��
�6HH�)ULHGPDQ��������DQG�:DOVK���������DPRQJ�RWKHUV��IRU�D�FULWLTXH�RI�VWUXFWXUDO�DQG�UHGXFHG�IRUP�PRGHOV�



��

$Q�HQWLUHO\�GLIIHUHQW�PDWWHU��KRZHYHU��LV�ZKHWKHU�WKH�HYLGHQFH�RQ�WKH�VKRUW�

UXQ� HIIHFWV� RI� PRQHWDU\� SROLF\� RQ� RXWSXW� FDQ� EH� XVHG� WR� DFKLHYH�� WKURXJK� DQ

H[SDQVLRQDU\�SROLF\��D�FRQVLVWHQWO\�KLJKHU�RXWSXW� OHYHO�RU�JURZWK�UDWH��RQ�DYHUDJH�

WKDQ�ZDUUDQWHG�E\�SRWHQWLDO��+HUH��WKH�DQVZHU�LV�FHUWDLQO\�³QR´����,QGHHG��HYHQ�LI�WKH

FRQWLQXRXV�SXUVXLW�RI�D�PRUH�H[SDQVLRQDU\�PRQHWDU\�SROLF\�VWDQFH� WKDQ�ZRXOG�EH

UHTXLUHG�WR�PDLQWDLQ�SULFH�VWDELOLW\�FDQ�DW�EHVW�VWLPXODWH�RXWSXW�WHPSRUDULO\��LW�OHDGV

IRU� VXUH� WR� KLJKHU� LQIODWLRQ�ZKLFK� �DV� GLVFXVVHG� LQ� 6HFWLRQ� ����� HQWDLOV� VLJQLILFDQW

SHUPDQHQW�HFRQRPLF�FRVWV�

,Q�SULQFLSOH��UHFRJQLWLRQ�RI�WKLV�RXWFRPH�VKRXOG�EH�HQRXJK�WR�GHWHU�DQ\�FHQWUDO

EDQN�IURP�FRQGXFWLQJ�PRQHWDU\�SROLF\� LQ�DQ�DFWLYLVW�PDQQHU��6WLOO�� WR�PDNH�VXUH�WKDW

WKH�ULVNV�RI�HQJDJLQJ�LQ�VXFK�LQDSSURSULDWH�SROLF\�DUH�PLQLPLVHG��LQ�UHFHQW�\HDUV�LW�KDV

EHHQ� GHHPHG� DGYLVDEOH� WR� GR� VRPHWKLQJ� WR� FRXQWHU� WKH� RWKHU� IDFWRUV� ZKLFK� DOVR

FRQWULEXWH�WR�H[DFHUEDWH�WHPSWDWLRQV�LQ�WKLV�GRPDLQ��,Q�WKLV�FRQQHFWLRQ�� LQ�DGGLWLRQ�WR

WKH� SOHDV� E\� FHQWUDO� EDQNV� WR� WKH� HFRQRPLF� DXWKRULWLHV� IRU� WKHP� WR� UHPRYH� WKH

VWUXFWXUDO� ULJLGLWLHV� DQG� GLVWRUWLRQV� KLQGHULQJ� DQ� DSSURSULDWH� ZRUNLQJ� RI� JRRGV� DQG

ODERXU�PDUNHWV��VRPHWKLQJ�ZKLFK�DSSOLHV�SDUWLFXODUO\�LQ�WKH�(XURSHDQ�FRQWH[W���UHFHQW

FKDQJHV�LQ�FHQWUDO�EDQNLQJ�OHJLVODWLRQ�LQ�PDQ\�FRXQWULHV�±DQG�SDUWLFXODUO\� LQ�(XURSH�

KDYH�SODFHG�SULFH�VWDELOLW\�DV�WKH�SULPDU\�JRDO�RI�PRQHWDU\�SROLF\�DQG�KDYH�JLYHQ�WKH

FHQWUDO� EDQN� IXOO� LQGHSHQGHQFH� WR� HIIHFWLYHO\� SXUVXH� WKLV� JRDO���� 7KHVH� SULQFLSOHV� �

ZKLFK�DUH�HQVKULQHG��IRU�H[DPSOH��LQ�WKH�6WDWXWH�RI�WKH�(XURSHDQ�&HQWUDO�%DQN��VHHN

WR�DYRLG�WKH�ULVNV�RI�VKRUW�WHUP�VXERUGLQDWLRQ�RI�SULFH�VWDELOLW\�WR�RWKHU�SROLF\�JRDOV��DQG

DOORZ�PRQHWDU\� SROLF\� GHFLVLRQV� WR� EH� DGRSWHG� ZLWK� D� VXIILFLHQWO\� ORQJ� KRUL]RQ� DQG

LQGHSHQGHQWO\�RI�WKH�SROLWLFDO�F\FOH�

7R� FRQFOXGH�� D� VHQVLEOH� UHDGLQJ� E\� FHQWUDO� EDQNHUV� RI� WKH� HYLGHQFH� RQ� WKH

VKRUW�DQG�PHGLXP�WHUP� LPSDFW�RI�PRQHWDU\�SROLF\�ZRXOG�EH� WKDW�ZKLOH� WKH�PHGLXP�

WHUP�PRQHWDU\�VWDQFH�PXVW�EH�VHW�FRQVLVWHQWO\�ZLWK�WKH�PDLQWHQDQFH�RI�SULFH�VWDELOLW\�

WKLV� GRHV� QRW� SUHFOXGH� H[HUFLVLQJ� D� FHUWDLQ� PDUJLQ� RI� IOH[LELOLW\� WR� UHVSRQG� WR

PDFURHFRQRPLF�GLVWXUEDQFHV� LQ� WKH�VKRUW�UXQ��SURYLGHG� WKLV�GRHV�QRW� MHRSDUGLVH� WKH

SULPDU\�JRDO�RI�SULFH�VWDELOLW\��$Q�LPSRUWDQW�SUDFWLFDO�TXHVWLRQ�LV�ZKLFK�VWUDWHJLF�SROLF\

IUDPHZRUN�EHVW�DFFRPSOLVKHV�WKHVH�DLPV�
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����� ,PSOLFDWLRQV�IRU�PRQHWDU\�SROLF\�SUDFWLFH

$W�WKH�ULVN�RI�RYHUVLPSOLI\LQJ�ZKDW�KDV�SURYHQ�WR�EH�DQ�DUGXRXV�DQG�FRPSOH[

SURFHVV�LQ�PDQ\�FRXQWULHV��UHFHQW�GHYHORSPHQWV�LQ�PRQHWDU\�SROLF\�VWUDWHJLHV�PD\�EH

VDLG�WR�KDYH�EHHQ�PDUNHG�E\�WKH�HQGHDYRXU�WR�ILQG�D�IUDPHZRUN�FDSDEOH�RI�EOHQGLQJ

ULJRXU�DQG�GLVFLSOLQH�LQ�WKH�PHGLXP�WHUP�PRQHWDU\�SROLF\�VWDQFH�ZLWK�FHUWDLQ�PDUJLQV

RI�IOH[LELOLW\�WR�UHVSRQG�WR�PDFURHFRQRPLF�GLVWXUEDQFHV�LQ�WKH�VKRUW�UXQ�

7KLV�HQGHDYRXU�RI�PRQHWDU\�DXWKRULWLHV�UHIOHFWV�WKH�GHVLUH�WR�DYRLG�WZR�VRUWV

RI�GLIILFXOWLHV�� �2Q�WKH�RQH�KDQG��WKH�G\QDPLF� LQFRQVLVWHQF\�SUREOHPV�DULVLQJ�IURP

DQ�H[FHVVLYHO\�GLVFUHWLRQDU\�PDQDJHPHQW�RI�PRQHWDU\�SROLF\��ZKLFK��DV�H[SODLQHG�

PDNH� LW� YLUWXDOO\� LPSRVVLEOH� WR� DFKLHYH� DQG�PDLQWDLQ� SULFH� VWDELOLW\�� � $QG�� RQ� WKH

RWKHU��WKH�GUDZEDFNV�DVVRFLDWHG�ZLWK�IL[HG�RU�ULJLG�UXOHV�ZKLFK��E\�SUHGHWHUPLQLQJ

WKH�FRXUVH�RI�PRQHWDU\� YDULDEOHV�� OHDYH�QR�VFRSH� IRU�PRQHWDU\�SROLF\� WR�SOD\� WKH

ZHOIDUH�LPSURYLQJ�UROH�RI�UHDFWLQJ�WR�FHUWDLQ�PDFURHFRQRPLF�GLVWXUEDQFHV�

:KLOH�WKLV�³VHDUFK�IRU�WKH�ORVW�QRPLQDO�DQFKRU´�KDV�DOUHDG\�FU\VWDOLVHG�RXW�LQWR

WKH�ZLGHVSUHDG�DFFHSWDQFH�WKDW�SULFH�VWDELOLW\�VKRXOG�EH�WKH�SULPDU\�JRDO�RI�PRQHWDU\

SROLF\�DQG�WKDW�WKH�FHQWUDO�EDQN�VKRXOG�EH�JUDQWHG�LQGHSHQGHQFH�WR�HIIHFWLYHO\�SXUVXH

WKLV� JRDO�� WKLV� FRPPRQO\� DFFHSWHG� LQVWLWXWLRQDO� IUDPHZRUN� LV� QHYHUWKHOHVV

FRPSOHPHQWHG�E\�DOWHUQDWLYH�VWUDWHJLF�IUDPHZRUNV�LQ�GLIIHUHQW�FRXQWULHV�DQG�PRQHWDU\

DUHDV��7KLV� LV�UHIOHFWHG��IRU�H[DPSOH�� LQ�WKH�µLPSOLFLW¶�VWUDWHJ\�FKRVHQ�E\�WKH�)HG��WKH

GLUHFW� LQIODWLRQ� WDUJHWLQJ� VWUDWHJ\� RI� WKH� 8.�� &DQDGD� DQG� 6ZHGHQ�� WKH� PRQHWDU\

WDUJHWLQJ�VWUDWHJ\�ZKLFK�SUHYDLOHG�XQWLO�UHFHQWO\�LQ�*HUPDQ\��DQG�WKH�VWDELOLW\�RULHQWHG

VWUDWHJ\� DGRSWHG� E\� WKH� (XURSHDQ� &HQWUDO� %DQN�� 6WLOO�� ZKLOH� IRUPDOO\� GLIIHUHQW�� LQ

SUDFWLFH� WKH� FHQWUDO� EDQNV� ZKLFK� IROORZ� WKHVH� DOWHUQDWLYH� VWUDWHJLHV� ORRN� DW� EURDGO\

VLPLODU�VHWV�RI� LQIRUPDWLRQ�YDULDEOHV�DQG�PDNH� LQWHUHVW� UDWH�GHFLVLRQV�WKDW�DUH�UDWKHU

VLPLODU� ZKHQ� IDFHG� ZLWK� VLPLODU� HFRQRPLF� FLUFXPVWDQFHV���� /DVWO\�� VRPH� IHDWXUHV

ZKLFK�DUH�FRPPRQ�WR�DOO�WKHVH�VWUDWHJLHV�FDQ�EH�UDWLRQDOLVHG�LQ�WHUPV�RI�WKH�HPSLULFDO

HYLGHQFH�ZKLFK�ZDV�SURYLGHG�HDUOLHU�LQ�WKH�SDSHU�

$� ILUVW� VXFK� IHDWXUH� LV� WKDW� DOO� RI� WKHVH� VWUDWHJLHV� DUH� IRUZDUG� ORRNLQJ�� LQ� WKH

VHQVH�WKDW�SROLF\�UHDFWV�LQ�DQWLFLSDWLRQ�RI�SURVSHFWLYH�HFRQRPLF�GHYHORSPHQWV��7KLV�LV
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RQO\�QDWXUDO�RQFH�LW�LV�UHFDOOHG�WKDW�PRQHWDU\�SROLF\�DIIHFWV�SULFHV�JUDGXDOO\��VR�WKDW�LW

EHFRPHV� LPSRUWDQW� WR� UHDFW� ZLWK� HQRXJK� OHDG�WLPH�� IRU� H[DPSOH�� WR� FKDQJHV� LQ� WKH

SULFH� RXWORRN� VR� DV� WR� DYRLG� D� IXWXUH� GHSDUWXUH� IURP� SULFH� VWDELOLW\� LQ� ZKLFKHYHU

GLUHFWLRQ�� )XUWKHUPRUH�� VLQFH� LQ� SUDFWLFH� UHFHVVLRQV� DUH� YHU\� RIWHQ� SUHFHGHG� E\

VLJQLILFDQW� LQFUHDVHV� LQ� LQIODWLRQ��NHHSLQJ� LQIODWLRQ� IURP�ULVLQJ� WKURXJK�DQ�DSSURSULDWH

IRUZDUG�ORRNLQJ�XVH�RI�PRQHWDU\�SROLF\�LV�RI�SDUDPRXQW�LPSRUWDQFH�VR�DV�WR�KDYH��RQ

DYHUDJH��PRUH�VWDEOH�RXWSXW�DQG�HPSOR\PHQW�FRQGLWLRQV��,QGHHG��LW�LV�WKH�YLHZ�LQ�PRVW

FHQWUDO�EDQNV�WKDW�LQWHUHVW�UDWHV�VKRXOG�EH�DGMXVWHG�LQ�D�WLPHO\�PDQQHU�ZKHQHYHU�WKHUH

DUH�VLJQV�RI�SHUVLVWHQW�LQIODWLRQDU\�SUHVVXUHV��VR�DV�WR�DYRLG�KDYLQJ�WR�LQFUHDVH�VXFK

UDWHV�E\�ODUJHU�DPRXQWV�ODWHU�RQ��ZLWK�WKH�FRUUHVSRQGLQJO\�KLJKHU�RXWSXW�FRVWV��<HW��D

ZHOO�NQRZQ�SUDFWLFDO�SUREOHP�LV�WKDW�ZKDW�PD\�EH�FOHDU�WR�WKH�FHQWUDO�EDQN�PD\�QRW�EH

VR�DSSDUHQW�WR�WKH�SXEOLF�LI�LQIODWLRQ�KDV�QRW�\HW�ULVHQ��&RQVHTXHQWO\��WR�DYRLG�WKH�ULVN

RI�GHOD\LQJ�WDNLQJ�WKH�DSSURSULDWH�SROLF\�PHDVXUHV�IRU�IHDU�RI�WKHP�QRW�EHLQJ�VRFLDOO\

XQGHUVWRRG�QRU�DFFHSWHG�LW�LV�PRVW�LPSRUWDQW�WKDW�FHQWUDO�EDQNV�H[SODLQ�LQ�D�FOHDU�DQG

WUDQVSDUHQW�PDQQHU�WKH�UHDVRQV�ZK\�WKH�PHDVXUHV�DUH�EHLQJ�WDNHQ�

$� VHFRQG� IHDWXUH� LV� WKDW� FHQWUDO� EDQNV� W\SLFDOO\� WHQG� WR� DGMXVW� PRQHWDU\

LQVWUXPHQWV�JUDGXDOO\�� VR� DV� WR� DYRLG�VXGGHQ� UHYHUVDOV�� IRU� H[DPSOH�� LQ� WKH�SDWK� RI

LQWHUHVW�UDWHV��7KLV�LV�FRQVLVWHQW�ZLWK�WKH�E\�QRZ�JHQHUDOO\�DFFHSWHG�HPSLULFDO�ILQGLQJ

WKDW�PRVW�PRQHWDU\� SROLF\� DFWLRQV� FRQVLVW� RI� VPRRWK� UHVSRQVHV� WR� WKH� VWDWH� RI� WKH

HFRQRP\� UDWKHU� WKDQ�H[RJHQRXV�SROLF\� VKLIWV����:HUH� WKH� ODWWHU� WR�SUHYDLO� LQVWHDG�� LW

ZRXOG�EH�IUHTXHQW�WR�HQFRXQWHU�VXGGHQ�LQFUHDVHV�LQ�LQWHUHVW�UDWHV�IROORZHG�E\�VXGGHQ

GHFUHDVHV��UDWKHU�WKDQ�WKH�JUDGXDOLVWLF�LQWHUHVW�UDWH�PRYHPHQWV�ZKLFK�DUH�REVHUYHG�LQ

UHDOLW\�� DQG� ZKLFK� DUH� IXUWKHUPRUH� FRQVLVWHQW� ZLWK� WKH� UHODWLYHO\� VPRRWK� FRXUVH� RI

SULFHV�DQG�RXWSXW�RYHU�WKH�EXVLQHVV�F\FOH�

$� ILQDO� IHDWXUH� LV� WKDW� ZKLOH� DOO� WKHVH� VWUDWHJLHV� DUH� ILUPO\� RULHQWHG� LQ� WKH

PHGLXP�WHUP�WR�WKH�PDLQWHQDQFH�RI�SULFH�VWDELOLW\�� LQ� WKH�VKRUW� WHUP�WKH\�DOVR�DGDSW

VRPHZKDW� IOH[LEO\� WR� UHVSRQG� WR� PDFURHFRQRPLF� GLVWXUEDQFHV� ZKLFK� DIIHFW� RXWSXW�

7KLV�ZRXOG�EH�ZDUUDQWHG�� IRU� LQVWDQFH�� LQVRIDU�DV�FHQWUDO�EDQNV¶�REMHFWLYHV� LQFOXGHG

WKH�SURPRWLRQ�RI�RXWSXW�RQ�DQ�HTXDO� IRRWLQJ�ZLWK�� RU� VXERUGLQDWHG� WR�� SULFH�VWDELOLW\�

0RUHRYHU��HYHQ�IRU�WKRVH�FHQWUDO�EDQNV�ZKLFK�KDYH�SULFH�VWDELOLW\�DV�WKHLU�RQO\�JRDO��LW

ZLOO� DOZD\V�EH�DSSURSULDWH� WR� WDNH� LQWR� DFFRXQW� WKH�EHKDYLRXU� RI� UHDO� YDULDEOHV� �OLNH
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RXWSXW��ZKHQ�GHFLGLQJ�ZKHWKHU�RIILFLDO�LQWHUHVW�UDWHV�RXJKW�WR�EH�DGMXVWHG��VLQFH�VXFK

EHKDYLRXU� LV� JHQHUDOO\� LQIRUPDWLYH� DERXW� WKH� SULFH� RXWORRN���� ,QGHHG�� VLQFH� WKH

HPSLULFDO� HYLGHQFH� VXJJHVWV� WKDW�� LQ� JHQHUDO�� RXWSXW� DGMXVWV� VRPHZKDW� IDVWHU� WKDQ

SULFHV�LQ�WKH�SUHVHQFH�RI�GHPDQG�VKRFNV��DQG��LQ�SDUWLFXODU��RI�PRQHWDU\�VKRFNV���WKH

FRXUVH�RI�RXWSXW�PD\�VLJQDO�WR�SROLF\PDNHUV�ZLWK�VRPH�DQWLFLSDWLRQ�KRZ�SULFHV�PD\

PRYH�ODWHU�RQ��7KLV�ZRXOG�KHOS�LQ�DVVHVVLQJ�ZKHWKHU�IXUWKHU�RIILFLDO�LQWHUHVW�PRYHV�DUH

OLNHO\�WR�EH�QHHGHG�WR�UHDFK�WKH�LQWHQGHG�SULFH�REMHFWLYH�

:KLOH�LW�LV�RI�LQWHUHVW�WR�QRWH�WKDW�WKHUH�DUH�NH\�IHDWXUHV�FRPPRQ�WR��WKH�YDULRXV

PRQHWDU\� SROLF\� VWUDWHJLHV� HPSOR\HG� LQ� GLIIHUHQW� FRXQWULHV� DQG� WKDW� �DV� HDUOLHU

PHQWLRQHG��FHQWUDO�EDQNV�WHQG�WR�ORRN�DW�EURDGO\�FRPSDUDEOH�VHWV�RI� LQIRUPDWLRQ�DQG

PDNH� LQWHUHVW� UDWH� GHFLVLRQV� WKDW� DUH� EURDGO\� VLPLODU� ZKHQ� IDFHG� ZLWK� VLPLODU

FLUFXPVWDQFHV��LW�ZRXOG�EH�PLVWDNHQ�WR�FRQFOXGH�WKDW�WKH�DOWHUQDWLYH�PRQHWDU\�SROLF\

VWUDWHJLHV�DUH�HTXDOO\�HIIHFWLYH��,QGHHG��JLYHQ�WKH�LPSHUIHFW�NQRZOHGJH�WKDW�ZH�KDYH

RQ� KRZ� WKH� HFRQRP\� ZRUNV�� WKH� PRVW� VXLWDEOH� VWUDWHJ\� ZLOO� EH� WKDW� ZKLFK�� ZKLOH

DGRSWLQJ�D�PHGLXP�WHUP�SHUVSHFWLYH��WHQGV�WR�ZRUN�ZHOO�DFURVV�GLIIHUHQW�PRGHOV�RI�WKH

HFRQRP\�� FDQ� FRSH� ZLWK� VKRFNV� IURP� GLIIHUHQW� VRXUFHV�� DQG� FDQ� EH� FOHDUO\� DQG

WUDQVSDUHQWO\� FRPPXQLFDWHG� WR� WKH� SXEOLF�� WKXV� HIIHFWLYHO\� DQFKRULQJ� SULFH

H[SHFWDWLRQV�

����� 6RPH�XQFHUWDLQWLHV�UHJDUGLQJ�WKH�LPSDFW�RI�PRQHWDU\�SROLF\�LQ�D

ORZ�LQIODWLRQ��ORZ�LQWHUHVW�UDWH�HQYLURQPHQW

7KH� SROLF\� LVVXHV� GLVFXVVHG� VR� IDU� LQ� WKH� SDSHU� KDYH� EHHQ� DGGUHVVHG

EHDULQJ� LQ� PLQG� WKH� HPSLULFDO� UHJXODULWLHV� FKDUDFWHULVLQJ� WKH� ZRUNLQJV� RI� WKH

HFRQRP\�LQ�WKH�SDVW��<HW�FHQWUDO�EDQNV�RI�LQGXVWULDO�FRXQWULHV�DUH�IDFHG�DW�SUHVHQW

ZLWK�WKH�FKDOOHQJH�RI�KDYLQJ�WR�FRQGXFW�SROLF\�LQ�DQ�HQYLURQPHQW�RI�ORZ�RU�YHU\�ORZ

LQIODWLRQ�DQG�LQWHUHVW�UDWHV��:KLOH�LQ�WKH�FDVH�RI�WKH�86�WKLV�FKDOOHQJH�PXVW�EH�PHW

LQ�WKH�FRQWH[W�RI�D�YHU\�G\QDPLF�HFRQRP\��LQ�WKH�HXUR�DUHD�JURZWK�LV�HQYLVDJHG�WR

EH�UDWKHU�PRUH�VXEGXHG��,Q�-DSDQ��LQ�FRQWUDVW��QRW�RQO\�DUH�LQWHUHVW�UDWHV�H[WUHPHO\

ORZ� EXW� WKH� HFRQRP\� UHPDLQV� GHSUHVVHG� DQG� SULFHV� DUH� DFWXDOO\� IDOOLQJ�

&RQVHTXHQWO\�� LW� EHFRPHV�YHU\� LPSRUWDQW� IRU� FHQWUDO� EDQNHUV� WR� DVFHUWDLQ� WR�ZKDW

H[WHQW�PRQHWDU\� SROLF\� DFWLRQV�FDQ�EH� WUXVWHG� WR� KDYH� VLPLODU� HIIHFWV� LQ� WKH� VKRUW
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WHUP�WR�WKRVH�REVHUYHG�LQ�QRUPDO�WLPHV�LQ�WKH�SUHVHQW�HQYLURQPHQW�RI� ORZ�LQIODWLRQ

DQG�LQWHUHVW�UDWHV�

&HUWDLQO\�� WKH� FRQFHSW� RI� D� ³OLTXLGLW\� WUDS´� LV� DQ� ROG� RQH�� 6WLOO�� LW� PD\� EH

ZRUWKZKLOH�WR�UHYLVLWLQJ�LW�LQ�D�FRQWH[W�VXFK�DV�WKDW�IDFHG�WRGD\�E\�FHQWUDO�EDQNHUV�

FKDUDFWHULVHG�E\�WKH�H[LVWHQFH�RI�FRQVLGHUDEO\�VRSKLVWLFDWHG�ILQDQFLDO�PDUNHWV�DQG

JOREDOLVDWLRQ��)RU�WKLV�UHDVRQ��DQG�ZLWKRXW�ZLVKLQJ�WR�HQJDJH�LQ�D�IXOO�GLVFXVVLRQ�RI

ZKDW�LV�FHUWDLQO\�D�FRPSOH[�LVVXH��LQ�ZKDW�IROORZV�ZH�WU\�WR�VSHFXODWH�RQ�KRZ�VXFK

DQ�HQYLURQPHQW�PD\�LQIOXHQFH�ZKDW�DUH�W\SLFDOO\�UHJDUGHG�DV�WKH�PDLQ�EORFNV�RI�WKH

PRQHWDU\� WUDQVPLVVLRQ� PHFKDQLVP�� ,Q� GRLQJ� VR�� ZH� GLVFXVV� WKH� WUDQVPLVVLRQ� RI

PRYHPHQWV�LQ�RIILFLDO�LQWHUHVW�UDWHV�WR�PDUNHW�LQWHUHVW�UDWHV��WKH�HIIHFW�RI�FKDQJHV�LQ

PDUNHW�LQWHUHVW�UDWHV�RQ�SULYDWH�VSHQGLQJ��DQG�WKH�LPSDFW�RI�VSHQGLQJ�RQ�SULFHV�DQG

RXWSXW�

6WDUWLQJ�ZLWK�WKH�LPSDFW�RI�RIILFLDO�LQWHUHVW�UDWHV�RQ�PDUNHW�UDWHV��LW� LV�ZLGHO\

UHFRJQL]HG� WKDW�PRYHPHQWV� LQ� RIILFLDO� UDWHV� LPSDFW� WKH� HFRQRP\� DOO� WKH�PRUH� WKH

IXOOHU� WKHLU� UHSHUFXVVLRQ�RQ� WKH�YDULRXV�PDWXULWLHV� RI� WKH� WHUP�VWUXFWXUH� RI� LQWHUHVW

UDWHV�DQG��XOWLPDWHO\��RQ�ORQJ�WHUP�UDWHV��7KXV�� LQVRIDU�DV�ERWK�VKRUW�WHUP�QRPLQDO

DQG� UHDO� LQWHUHVW� UDWHV� DQG� LQIODWLRQ� DUH� FRQVLGHUHG�E\�PDUNHWV� WR� EH� DW� KLVWRULFDO

ORZV�LQ�D�FRQWH[W��IRU�H[DPSOH��RI�VOXJJLVK�HFRQRPLF�JURZWK��D�IXUWKHU�LQWHUHVW�UDWH

FXW�PD\�QRW�WULJJHU�DV�VLJQLILFDQW�D�UHGXFWLRQ�LQ�ORQJ�WHUP�\LHOGV��DQG�FRXOG�LQ�VRPH

FDVHV� HYHQ�JHQHUDWH� LQFUHDVH�� LI�PDUNHWV� SHUFHLYH� WKLV� FXW� WR� EH� WKH� ODVW� RQH� RU

OLNHO\�WR�EH�UHYHUVHG�LQ�WKH�IXWXUH��2Q�WKH�RWKHU�KDQG��WKH�LPSDFW�RI��VD\��DQ�LQWHUHVW

UDWH� FXW� RQ� WKH� WHUP� VWUXFWXUH� ZLOO� JHQHUDOO\� DOVR� GHSHQG� RQ� KRZ� FUHGLEOH� WKH

PRQHWDU\�SROLF\� LV� LQ� WKH�H\HV�RI�PDUNHW� SDUWLFLSDQWV��7KXV�� LI� SULFH� VWDELOLW\�ZHUH

VXIILFLHQWO\� ZHOO� HVWDEOLVKHG� VR� DV� WR� PDNH� PDUNHWV� FRQILGHQW� WKDW� FHQWUDO� EDQN

DFWLRQV� ZHUH� DOZD\V� LQ� OLQH� ZLWK� WKH� PDLQWHQDQFH� RI� SULFH� VWDELOLW\�� WKH\� ZRXOG

UHJDUG�WKH�LQWHUHVW�UDWH�FKDQJH�DV�VXVWDLQDEOH�DQG�ZRXOG�QRW�UDLVH�WKHLU�LQIODWLRQDU\

H[SHFWDWLRQV��&RQVHTXHQWO\��RQH�ZRXOG�H[SHFW�WKH�GRZQZDUG�PRYHPHQW�LQ�WKH�WHUP

VWUXFWXUH� RI� QRPLQDO� DQG� UHDO� LQWHUHVW� UDWHV� WR� EH� ODUJHU� FRPSDUHG� WR� D� VLWXDWLRQ

ZKHUH�SULFH�VWDELOLW\�ZHUH�DEVHQW� WR�EHJLQ�ZLWK�RU�QRW�\HW�VXIILFLHQWO\�FRQVROLGDWHG�

:KLFK�RI�WKHVH�WZR�RSSRVLQJ�IRUFHV�PD\�SUHYDLO�UHPDLQV�DQ�RSHQ�TXHVWLRQ�ZRUWK\

RI�IXUWKHU�VWXG\�
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$V�FRQFHUQV�WKH�EDQNLQJ�V\VWHP�� OHQGLQJ� LQWHUHVW�UDWHV�PLJKW�UHVSRQG� OHVV

WR�D�FXW� LQ�RIILFLDO� UDWHV� LQ�DQ�HQYLURQPHQW�ZKHUH� LQLWLDO� UDWHV�DUH�DOUHDG\�YHU\� ORZ

DQG� WKHUH� LV�QR�URRP�IRU�GHSRVLW� UDWHV� WR�IDOO�PXFK� IXUWKHU��LQ� IDFW��PDQ\�IRUPV�RI

GHSRVLW�DUH�UHPXQHUDWHG�DW�]HUR�RU�FORVH�WR�]HUR�UDWHV���7KH�UHDVRQ�LV�WKDW��LQ�VXFK

D� FDVH�� DQ� LQWHUHVW� UDWH� FXW� FRXOG�PDNH� EDQNV�PXFK�PRUH� UHOXFWDQW� WR� GHFUHDVH

OHQGLQJ� UDWHV� IRU� IHDU� RI� H[FHVVLYHO\� VTXHH]LQJ� QHW� LQWHUHVW�PDUJLQV� DQG� HURGLQJ

SURILWDELOLW\�

7KHUH�PD\�DOVR�EH�VSHFLILF�HQYLURQPHQWV�FKDUDFWHULVHG�E\�YHU\�ORZ�QRPLQDO

DQG� UHDO� LQWHUHVW� UDWHV� DQG�GHSUHVVHG� �UDWKHU� WKDQ� VOXJJLVK�� HFRQRPLF� FRQGLWLRQV

ZKHUH� IXUWKHU� FXWV� LQ� LQWHUHVW� UDWHV�� HYHQ� LI� VWLOO� SRVVLEOH�ZLWKRXW� WXUQLQJ�QHJDWLYH�

PLJKW� EH� TXLWH� LQHIIHFWLYH� LQ� VWLPXODWLQJ� WKH� HFRQRP\� WKURXJK� WKH� LQWHUHVW� UDWH

FKDQQHO��7KLV�ZRXOG�EH�WKH�FDVH��LQ�SDUWLFXODU��LI�WKHUH�ZHUH�VHYHUH�SUREOHPV�LQ�WKH

EDQNLQJ�V\VWHP�PDNLQJ�EDQNV�H[WUDRUGLQDULO\� UHOXFWDQW� WR� OHQG� WR� WKH�SXEOLF�JLYHQ

WKH� FRQVLGHUDEOH� FUHGLW� ULVNV� LQYROYHG��:KLOH� WKLV� GRHV� QRW� UHIXWH� WKH� IDFW� WKDW� D

PRQHWDU\� HDVLQJ� PD\� VWLOO� VWLPXODWH� VSHQGLQJ� E\� LQGXFLQJ�� IRU� H[DPSOH�� DQ

H[FKDQJH�UDWH�GHSUHFLDWLRQ�ZKLFK�ERRVWV�H[SRUWV��WKH�WRWDO�VL]H�RI�VXFK�VWLPXOXV�ZLOO

OLNHO\� EH� VPDOOHU� VLQFH� WKH� WUDGLWLRQDO� LQWHUHVW� UDWH� HIIHFWV� ZLOO� QRW� GLUHFWO\� KHOS

GHPDQG�GXH�WR�WKH�H[LVWHQFH�RI�D�³FUHGLW�FUXQFK´�

,Q�D�ORZ�LQWHUHVW�UDWH�HQYLURQPHQW�WKHUH�LV�DOVR�WKH�TXHVWLRQ�RI�ZKHWKHU��IRU�D

JLYHQ�LPSDFW�RI�WKH�RIILFLDO�LQWHUHVW�UDWH�FKDQJH�RQ�PDUNHW�UDWHV��WKH�UHSHUFXVVLRQV

RQ�SULYDWH�VSHQGLQJ�PD\�GLIIHU�IURP�ZKDW�ZRXOG�KDSSHQ�XQGHU�RWKHU�FLUFXPVWDQFHV�

6SHFLILFDOO\��ZKHQHYHU�WKH�VWDUWLQJ�FRVW�RI�FDSLWDO� LV�DOUHDG\�VXIILFLHQWO\� ORZ�� LW�PD\

EH�KDUG�WR�ILQG�LQYHVWPHQW�SURMHFWV�WKDW�DUH�QRW�XQGHUWDNHQ�WR�EHJLQ�ZLWK�EXW�ZKLFK

ZRXOG�EH�ZHUH�WKH�FRVW�RI�FDSLWDO�WR�IDOO�IXUWKHU��7KHUHIRUH��D�JLYHQ�VL]H�UHGXFWLRQ�LQ

RIILFLDO�LQWHUHVW�UDWHV��VWDUWLQJ�IURP�D�YHU\�ORZ�OHYHO��PLJKW�VWLPXODWH�SULYDWH�VSHQGLQJ

E\�OHVV�WKDQ�LI�WKH�VWDUWLQJ�VLWXDWLRQ�KDG�EHHQ�FKDUDFWHULVHG�E\�WKH�SUHYDOHQFH�RI�D

KLJKHU�FRVW�RI�FDSLWDO�

,Q�WXUQ��WKH�ZD\�WKDW�D�JLYHQ�FKDQJH�LQ�VSHQGLQJ�LV�VSOLW�LQWR�SULFH�DQG�RXWSXW

FKDQJHV�PD\� DOVR� GHSHQG� RQ� WKH� LQLWLDO� LQIODWLRQ� UDWH�� ,Q� WKLV� UHJDUG�� LW� KDV� EHHQ

SRLQWHG�RXW�WKDW��DV�LQIODWLRQ�UHDFKHV�SURJUHVVLYHO\�ORZHU�YDOXHV�LW�EHFRPHV�KDUGHU

DQG�KDUGHU�WR�UHGXFH�LW�IXUWKHU��LPSO\LQJ�WKDW�WKH�VKRUW�WHUP�3KLOOLSV�&XUYH�EHFRPHV



��

IODWWHU�DW�ORZ�UDWHV�RI� LQIODWLRQ����:KLOH�WKLV�DVVXPSWLRQ�LV�EURDGO\�VXSSRUWHG�E\�WKH

H[SHULHQFH� RI� WKRVH� FRXQWULHV� ZKLFK� XQGHUZHQW� GLVLQIODWLRQDU\� SURFHVVHV� VWDUWLQJ

IURP�KLJK�RU�YHU\�KLJK�LQIODWLRQ�UDWHV��LW�QHYHUWKHOHVV�UHPDLQV�YHU\�FRQWURYHUVLDO�DV

FRQFHUQV� WKH� H[SHULHQFH� RI� LQGXVWULDO� FRXQWULHV�� ZKLFK� VWDUWHG� WKHLU� GLVLQIODWLRQ

SURFHVVHV� IURP� VLJQLILFDQWO\� ORZHU� LQIODWLRQ� UDWHV�� &HUWDLQO\�� WKH� H[SHULHQFH� RI

YDULRXV�(XURSHDQ�FRXQWULHV��OLNH�6SDLQ��,WDO\��3RUWXJDO�DQG�*UHHFH��LQ�UHFHQW�\HDUV

VKRZV�WKDW�UHGXFLQJ�LQIODWLRQ�HYHQ�IURP�PRGHUDWH�UDWHV�KDV�QRW�EHHQ�FRVWOLHU�WKDQ

LQ� SUHYLRXV� GLVLQIODWLRQ� HSLVRGHV�� TXLWH� WKH� FRQWUDU\�� DOWKRXJK� LW� KDV� WR� EH

UHFRJQLVHG� WKDW� IDYRXUDEOH� VXSSO\� VKRFNV� PD\� KDYH� KHOSHG�� 6WLOO�� LW� LV� ZRUWK

VWXG\LQJ�IXUWKHU�ZKHWKHU� WKH�H[LVWHQFH�RI� ORZ� LQIODWLRQ� UDWHV� �OLNHV�WKRVH�SUHYDLOLQJ

WRGD\��PD\� DIIHFW� LQ� RWKHU� ZD\V� WKH� VKRUW�WHUP� LPSDFW� RI�PRQHWDU\� SROLF\� RQ� WKH

HFRQRP\��DQG�DOVR�WKH�H[WHQW�WR�ZKLFK�WKLQJV�PD\�GLIIHU�GHSHQGLQJ�RQ�ZKHWKHU�WKH

ORZ�LQIODWLRQ�HQYLURQPHQW�LV�PRUH�RU�OHVV�FRQVROLGDWHG�

)LQDOO\��LW�VKRXOG�EH�DFNQRZOHGJHG�WKDW�WKH�DFWXDO�HIIHFWV�RI�PRQHWDU\�SROLF\

RQ�WKH�HFRQRP\�PD\�DOVR�GLIIHU�GHSHQGLQJ�RQ�ZKHWKHU�WKH�SROLF\�PRYH�LQYROYHV�DQ

HDVLQJ� RU� D� WLJKWHQLQJ� RI�PRQHWDU\� FRQGLWLRQV�� VRPHWKLQJ� ZKLFK�0LOWRQ� )ULHGPDQ

UHIHUUHG�WR�D�ORQJ�WLPH�DJR�ZKHQ�VD\LQJ�WKDW�³<RX�FDQ�SXOO�D�VWULQJ�EXW�FDQQRW�SXVK

LW´�� ,Q� WKLV� UHJDUG�� LW� LV� ZRUWK� QRWLQJ� WKDW� WKH� UHDVRQV� SXW� IRUZDUG� LQ� WKLV� VHFWLRQ

FRQFHUQLQJ�ZK\�DQ� HDVLHU�PRQHWDU\� SROLF\�PD\� QRW� EH� DV� HIIHFWLYH� LQ� VWLPXODWLQJ

GHPDQG� LQ�D�FRQWH[W�RI� ORZ� LQWHUHVW� UDWHV�DQG�D�VOXJJLVK�RU�GHSUHVVHG�HFRQRP\�

DOVR� VXJJHVW� WKDW� D� SROLF\� WLJKWHQLQJ� �ZHUH� LW� WR� EH� UHTXLUHG� WR� SUHVHUYH� SULFH

VWDELOLW\�LQ�D�PRUH�G\QDPLF�HFRQRPLF�VHWWLQJ��PD\�VWLOO�EH�TXLWH�HIIHFWLYH�LQ�VORZLQJ

GRZQ�WKH�SDFH�RI�GHPDQG��,Q�SDUWLFXODU��DQ�RIILFLDO� LQWHUHVW�UDWH� LQFUHDVH�ZLOO�PRUH

UHDGLO\�EH�UHIOHFWHG�LQ�KLJKHU��OHQGLQJ�UDWHV�±ZKLFK�UHGXFH�WKH�GHPDQG�IRU�ORDQV���LW

ZLOO�OHDG�WR�D�FRQWUDFWLRQ�LQ�WKH�DFWXDO�VXSSO\�RI�ORDQV��DQG�WKH�KLJKHU�FRVW�RI�FDSLWDO

ZLOO� GHQW� SULYDWH� VSHQGLQJ�� $V� FRQFHUQV� WKH� VSOLW� RI� WKH� UHVXOWLQJ� FKDQJHV� LQ

VSHQGLQJ�LQWR�SULFHV�DQG�RXWSXW��LQVRIDU�DV�ZDJHV�DQG�SULFHV�WHQG�WR�VKRZ�D�KLJKHU

GHJUHH�RI�IOH[LELOLW\�LQ�DQ�XSZDUG�WKDQ�LQ�D�GRZQZDUG�GLUHFWLRQ�GXH��IRU�H[DPSOH��WR

WKH�GHVLUH�RI�HFRQRPLF� DJHQWV� WR� DYRLG� ORVVHV� LQ� WKHLU� UHDO� LQFRPHV�� WKH�GHPDQG

�����������������������������������������������
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��6HH�$NHUORI��'LFNHQV�DQG�3HUU\��������
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VWLPXOXV�IURP�D�PRQHWDU\�HDVLQJ�PD\�EH�UHIOHFWHG�OHVV�LQ�RXWSXW�LQFUHDVHV��DQG�WKH

GHPDQG�FRQWUDFWLRQ�IURP�D�WLJKWHQLQJ�PD\�EH�UHIOHFWHG�PRUH�LQ�RXWSXW�GHFUHDVHV���

7R�VXPPDULVH��WKLV�VHFWLRQ�KDV�VRXJKW�WR�H[SODLQ�KRZ�WKH�VKRUW�WHUP�LPSDFW

RI�PRQHWDU\�SROLF\�RQ�WKH�HFRQRP\�PD\�GLIIHU� LQ�VSHFLILF�FLUFXPVWDQFHV� OLNH�WKRVH

SUHYDLOLQJ�WRGD\��ZKLFK�GHSDUW�IURP�WKRVH�REVHUYHG��RQ�DYHUDJH��GXULQJ�WKH�SHULRG

RYHU�ZKLFK�VXFK� LPSDFW�ZDV�REVHUYHG�RU�HVWLPDWHG�ZLWK� WKH�KHOS�RI�PRUH�RU� OHVV

VRSKLVWLFDWHG� HFRQRPHWULF� PRGHOV�� 6LQFH� WKLV� PD\� LQIOXHQFH� VLJQLILFDQWO\� WKH

DEVROXWH�DQG�UHODWLYH�VL]HV�RI� WKH�VKRUW�UXQ�HIIHFWV�RQ�RXWSXW�DQG�SULFHV�� LW� VKRZV

KRZ�LPSRUWDQW� LW� LV� WKDW�ZKHQ�PDNLQJ�SROLF\�GHFLVLRQV�FHQWUDO�EDQNV� WDNH�IXOO\� LQWR

DFFRXQW� QRW� MXVW� ZKDW� WKH� FXUUHQW� VWDWH� RI� WKH� HFRQRP\� LV� DQG� ZKDW� IRUFHV� DUH

VKDSLQJ�LW�EXW�DOVR�WKH�HQYLVDJHG�GLUHFWLRQ�RI�WKH�SROLF\�PRYH��7KLV�QRWZLWKVWDQGLQJ�

RQ�WKH�EDVLV�RI�WKH�UHDVRQLQJ�SXW�IRUZDUG�LW�PD\�EH�FRQFOXGHG�WKDW�� LQ�WKH�SUHVHQW

HQYLURQPHQW� RI� ORZ� LQIODWLRQ� DQG� LQWHUHVW� UDWHV�� D� PRQHWDU\� SROLF\� HDVLQJ� PD\

DFWXDOO\� EH� OHVV� HIIHFWLYH� LQ� SURPRWLQJ� HFRQRPLF� DFWLYLW\� WKDQ� XQGHU� GLIIHUHQW

FLUFXPVWDQFHV�� HYHQ� ZKHQ� VXFK� D� PRYH� GRHV� QRW� MHRSDUGLVH� SULFH� VWDELOLW\�

+RZHYHU��WKLV�LV�D�KLJKO\�VSHFXODWLYH�FRQFOXVLRQ�WKDW�QHHGV�WR�EH�IXUWKHU�VFUXWLQLVHG�

��� &21&/86,216

7KLV�SDSHU�KDV�WULHG�WR�GHDO�ZLWK�DQ�ROG�LVVXH�ZKLFK�QHYHUWKHOHVV�FRQWLQXHV�WR

EH� RI� JUHDW� UHOHYDQW� IRU� FHQWUDO� EDQNHUV�� WKH� LPSDFW� RI� PRQHWDU\� SROLF\� RQ� WKH

HFRQRP\��7KH�HPSLULFDO�HYLGHQFH�GLVFXVVHG�LQ�WKH�SDSHU�VXJJHVWV�WKDW�VLQFH��RYHU

WKH� PHGLXP� WHUP�� LQIODWLRQ� LV� SULPDULO\� D� PRQHWDU\� SKHQRPHQRQ� DQG� HQWDLOV

VLJQLILFDQW�HFRQRPLF�FRVWV��WKH�EHVW�FRQWULEXWLRQ�WKDW�PRQHWDU\�SROLF\�FDQ�PDNH�WR

VRFLHW\¶V�ZHOIDUH� LV� WR�PDLQWDLQ� SULFH� VWDELOLW\�� 6WLOO�� RYHU� WKH� VKRUW�WHUP��PRQHWDU\

SROLF\�VHHPV�WR�DIIHFW�UHDO�HFRQRPLF�YDULDEOHV�UHJDUGOHVV�RI�ZKHWKHU�SROLF\�PRYHV

DUH� V\VWHPDWLF� UHVSRQVHV� WR� WKH� VWDWH� RI� WKH� HFRQRP\� RU� H[RJHQRXV� VKRFNV�

SUHVXPDEO\�DV�D�UHVXOW�RI�WKH�FRH[LVWHQFH�RI�QRPLQDO�DQG�UHDO�ULJLGLWLHV�

:KLOH�WKHVH�JHQHUDO�UHVXOWV�DSSHDU�TXLWH�UHDVRQDEOH��EH\RQG�WKLV�LW�ZRXOG�EH

PXFK� KDUGHU� WR� ILQG� DQ\� DJUHHPHQW� FRQFHUQLQJ� ZKDW� WKH� SUHFLVH� WLPLQJ� DQG

PDJQLWXGHV�RI� WKH�RXWSXW�DQG�SULFH�HIIHFWV�RI�PRQHWDU\�SROLF\�DUH�RYHU� WKH�VKRUW�

�����������������������������������������������
��
�&RYHU��������DQG�*DUFtD�DQG�6FKDOOHU��������SURYLGH�HYLGHQFH�LQ�IDYRXU�RI�WKH�K\SRWKHVLV�WKDW�PRQHWDU\�SROLF\

LPSDFWV�RXWSXW�PRUH�ZKHQ�LW�WLJKWHQV�WKDQ�ZKHQ�LW�HDVHV�
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WHUP��)URP�D�FHQWUDO�EDQNHU¶V�YLHZSRLQW��D�VHQVLEOH�UHDGLQJ�RI�WKH�HYLGHQFH�ZRXOG

EH� WKDW�ZKLOH� WKH�PHGLXP�WHUP�PRQHWDU\�VWDQFH�PXVW�EH�VHW�FRQVLVWHQWO\�ZLWK� WKH

PDLQWHQDQFH� RI� SULFH� VWDELOLW\�� WKLV� GRHV� QRW� SUHFOXGH� FHQWUDO� EDQNV� SUXGHQWO\

H[HUFLVLQJ�D�FHUWDLQ�PDUJLQ�RI�IOH[LELOLW\�WR�UHVSRQG�WR�PDFURHFRQRPLF�GLVWXUEDQFHV

LQ�WKH�VKRUW�UXQ��SURYLGHG�WKLV�GRHV�QRW�MHRSDUGLVH�WKH�SULPDU\�JRDO�RI�SULFH�VWDELOLW\�

)LQDOO\��RXU�GLVFXVVLRQ�RI�WKH�SRWHQWLDO�XQFHUWDLQWLHV�VXUURXQGLQJ� WKH

LPSDFW�RI�PRQHWDU\�SROLF\�LQ�D�ORZ�LQIODWLRQ��ORZ�LQWHUHVW�UDWH�HQYLURQPHQW��OLNH�WKDW

SUHYDLOLQJ� WRGD\� LQ� PDQ\� FRXQWULHV� DQG� HFRQRPLF� DUHDV�� UHDFKHV� WKH� KLJKO\

WHQWDWLYH� FRQFOXVLRQ� WKDW� D�PRQHWDU\� SROLF\� HDVLQJ�PD\� EHFRPH� OHVV� HIIHFWLYH� LQ

SURPRWLQJ�HFRQRPLF�DFWLYLW\�LQ�WKDW�FRQWH[W��HYHQ�ZKHQ�VXFK�D�PRYH�GRHV�QRW�SODFH

DW�ULVN�WKH�PDLQWHQDQFH�RI�SULFH�VWDELOLW\��$Q�LPSOLFDWLRQ�RI�WKH�DERYH�ZRXOG�EH�WKDW�

LQ�WKH�SUHVHQW�FLUFXPVWDQFHV��PRQHWDU\�SROLF\�VKRXOG�QRW�EH�RYHUEXUGHQHG�ZLWK�WKH

UHVSRQVLELOLW\� RI� VROYLQJ� SUREOHPV� ZKLFK� DUH� EHWWHU� WDFNOHG� WKURXJK� RWKHU� SROLFLHV

ZKLFK�GLUHFWO\�DLP�DW�LPSURYLQJ�WKH�IXQFWLRQLQJ�RI�WKH�HFRQRP\�



��

5()(5(1&(6

$NHUORI��*�$���DQG�-�/��<HOOHQ���������³&DQ�6PDOO�'HYLDWLRQV�IURP�5DWLRQDOLW\�0DNH

6LJQLILFDQW�'LIIHUHQFHV�WR�(FRQRPLF�(TXLOLEULD"´��$PHULFDQ�(FRQRPLF�5HYLHZ�

������������

$NHUORI� �� *��� :�� 'LFNHQV�� DQG� *�� 3HUU\� �������� ³7KH� 0DFURHFRQRPLFV� RI� /RZ

,QIODWLRQ´��%URRNLQJV�3DSHUV�RQ�(FRQRPLF�$FWLYLW\����������

$QGUpV�� -��� DQG� ,�� +HUQDQGR� �������� ³'RHV� ,QIODWLRQ� +DUP� (FRQRPLF� *URZWK"�

(YLGHQFH� IRU� WKH� 2(&'´�� LQ� 7KH� &RVWV� DQG� %HQHILWV� RI� 3ULFH� 6WDELOLW\�

)HOGVWHLQ��0���HG����8QLYHUVLW\�RI�&KLFDJR�3UHVV�

%DFFKHWWD��3���DQG�)��%DOODEULJD���������³7KH�,PSDFW�RI�0RQHWDU\�3ROLF\�DQG�%DQN

/HQGLQJ�� 6RPH� ,QWHUQDWLRQDO� (YLGHQFH´�� � IRUWKFRPLQJ� LQ� $SSOLHG� )LQDQFLDO

(FRQRPLFV

%DOO��/���DQG�'��5RPHU� �������� ³5HDO�5LJLGLWLHV�DQG� WKH�1RQ�1HXWUDOLW\�RI�0RQH\´�

5HYLHZ�RI�(FRQRPLF�6WXGLHV��������������

%DQN�RI� ,QWHUQDWLRQDO�6HWWOHPHQWV���������)LQDQFLDO�6WUXFWXUH�DQG�0RQHWDU\�3ROLF\

7UDQVPLVVLRQ�0HFKDQLVP��%DVHO�

%DUUR�� 5�-�� �������� ³5DWLRQDO� ([SHFWDWLRQV� DQG� WKH� 5ROH� RI� 0RQHWDU\� 3ROLF\´�

-RXUQDO�RI�0RQHWDU\�(FRQRPLFV����������

�%DUUR�� 5�-��� DQG� '�� %�� *RUGRQ� �������� ³5XOHV�� 'LVFUHWLRQ�� DQG� 5HSXWDWLRQ� LQ� D

0RGHO�RI�0RQHWDU\�3ROLF\´��-RXUQDO�RI�0RQHWDU\�(FRQRPLFV��������������

%HUQDQNH��%��DQG�$��%OLQGHU���������³7KH�)HGHUDO�)XQGV�5DWH�DQG�WKH�&KDQQHOV�RI

0RQHWDU\�7UDQVPLVVLRQ´��$PHULFDQ�(FRQRPLF�5HYLHZ��������������

%ODQFKDUG��2�-���DQG�6��)LVFKHU���������/HFWXUHV�RQ�0DFURHFRQRPLFV��&DPEULGJH�

0$��0,7�3UHVV�

%ODQFKDUG��2�-���DQG�1��.L\RWDNL���������³0RQRSROLVWLF�&RPSHWLWLRQ�DQG�WKH�(IIHFWV

RI�$JJUHJDWH�'HPDQG´��$PHULFDQ�(FRQRPLF�5HYLHZ��������������

%ODQFKDUG��2�-��DQG�-��:ROIHUV� �������� ³7KH� UROH�RI�VKRFNV�DQG� LQVWLWXWLRQV� LQ� WKH

ULVH�RI�(XURSHDQ�XQHPSOR\PHQW��WKH�DJJUHJDWH�HYLGHQFH´��PLPHR��0,7�

%OLQGHU��$����������³&HQWUDO�%DQNLQJ�LQ�7KHRU\�DQG�3UDFWLFH´��0,7�3UHVV�
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%UDLQDUG�� :�� �������� ³8QFHUWDLQW\� DQG� WKH� (IIHFWLYHQHVV� RI� 3ROLF\´�� $PHULFDQ

(FRQRPLF�5HYLHZ������Q�����0D\�����������

&DSOLQ�� $��� DQG� '�� 6SXOEHU� �������� ³0HQX� &RVWV� DQG� WKH� 1HXWUDOLW\� RI� 0RQH\´�

4XDUWHUO\�-RXUQDO�RI�(FRQRPLFV���������������

&ODULGD�� 5��� -�� *DOt�� DQG� 0�� *HUWOHU� �������� ³0RQHWDU\� 3ROLF\� 5XOHV� LQ� 3UDFWLFH�

6RPH�,QWHUQDWLRQDO�(YLGHQFH´��1%(5�:RUNLQJ�3DSHU�������1RYHPEHU�

&RFKUDQH��-�� �������� ³:KDW�GR� WKH�9$5V�PHDQ"�0HDVXULQJ� WKH�2XWSXW�(IIHFWV�RI

0RQHWDU\�3ROLF\´��-RXUQDO�RI�0RQHWDU\�(FRQRPLFV��������������

&RYHU�� -�3�� �������� ³$V\PPHWULF� (IIHFWV� RI� 3RVLWLYH� DQG� 1HJDWLYH� 0RQH\� 6XSSO\

6KRFNV´��4XDUWHUO\�-RXUQDO�RI�(FRQRPLFV�����������������

&KULVWLDQR�� /��� 0�� (LFKHQEDXP� DQG� &�� (YDQV� �������� ³6WLFN\� 3ULFH� DQG� /LPLWHG

3DUWLFLSDWLRQ�0RGHOV�RI�0RQH\��$�&RPSDULVRQ´��(XURSHDQ�(FRQRPLF�5HYLHZ�

��������������

&KULVWLDQR�� /��� 0�� (LFKHQEDXP� DQG� &�� (YDQV� �������� ³0RQHWDU\� 3ROLF\� 6KRFNV�

:KDW�+DYH�:H�/HDUQHG�DQG�WR�:KDW�(QG"´��1%(5�:RUNLQJ�3DSHU������

'RUQEXVFK�� 5��� &�� )DYHUR� DQG� )�� *LDYD]]L� �������� ³$� 5HG� /HWWHU� 'D\"´�� &(35

'LVFXVVLRQ�3DSHU������

(XURSHDQ�0RQHWDU\� ,QVWLWXWH� �������� ³7KH�6LQJOH�0RQHWDU\�3ROLF\� LQ�6WDJH�7KUHH�

(OHPHQWV�RI�WKH�0RQHWDU\�3ROLF\�6WUDWHJ\�RI�WKH�(6&%´��)UDQNIXUW�

)HOGVWHLQ��0����������³7KH�&RVWV�DQG�%HQHILWV�RI�*RLQJ�IURP�/RZ�,QIODWLRQ�WR�3ULFH

6WDELOLW\´�� LQ� 7KH� &RVWV� DQG� %HQHILWV� RI� 3ULFH� 6WDELOLW\�� )HOGVWHLQ�� 0�� �HG���

8QLYHUVLW\�RI�&KLFDJR�3UHVV�

)LVFKHU��6���������� ³/RQJ�7HUP�&RQWUDFWV��5DWLRQDO�([SHFWDWLRQV��DQG� WKH�2SWLPDO

0RQH\�6XSSO\�5XOH´��-RXUQDO�RI�3ROLWLFDO�(FRQRP\��������������

)LVFKHU��6����������³0RGHUQ�&HQWUDO�%DQNLQJ´��,Q�)��&DSLH��&��*RRGKDUW��6��)LVFKHU�

DQG�1��6FKQDGW��7KH�)XWXUH�RI�&HQWUDO�%DQNLQJ��&DPEULGJH��8�.���&DPEULGJH

8QLYHUVLW\�3UHVV�

)ULHGPDQ��0����������³7KH�5ROH�RI�0RQHWDU\�3ROLF\´��$PHULFDQ�(FRQRPLF�5HYLHZ�

���������
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)ULHGPDQ��%����������³'RHV�0RQHWDU\�3ROLF\�$IIHFW�5HDO�(FRQRPLF�$FWLYLW\"�:K\�GR

:H�6WLOO�$VN�7KLV�4XHVWLRQ"´��1%(5�:RUNLQJ�3DSHU�����

*DUFtD�� 5��� DQG� +�� 6FKXOOHU� �������� ³$UH� WKH� (IIHFWV� RI� 0RQHWDU\� 3ROLF\
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Source: OECD.

Source: OECD and IMF.

Figure 1. Average inflation, 1965-98
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Figure 2. Average inflation and money growth, 1965-98
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Figure 3

The non-systematic and systematic effects of monetary policy in the EU-11

(NIGEM model)

The non-systematic effect: 100 basis point
exogenous increase in the short-term nominal
interest rate maintained for one year

The systematic effect: The interest rate
responds to maintain nominal stability after
an increase in consumption of 1% for one
year in all the EU-11 countries

Note: Difference from baseline, percentage points.
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Figure 4

The unanticipated effect of a monetary policy interest rate shock (VAR model)

Responses in US Responses in EU-11
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