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NON-TECHNICAL SUMMARY

It is widely accepted that monetary authorities can affect real economic activity
through changes in short-term interest rates. The traditional money view relies
on the sensitivity of spending to interest rates as predicted by the standard
theories of consumption and investment, which assume that capital markets
are perfect. In contrast, the credit view stresses that monetary policy affects
the economy through its impact on borrowers’ access to credit, especially
bank loans. Informational asymmetries between borrowers and lenders are at
the centre of this credit channel for monetary transmission. The fundamental
insight for firms’ financing is that these problems can create a wedge between
the costs of external and internal funds. Investment projects that are worth
undertaking using internal finance may be unprofitable (or less profitable) if
the required funds have to be raised from external financiers. Financial
variables such as net worth or the amount of pre-existing debt influence the
costs of external funds, and hence generate a mechanism that links financial
factors to the level of economic activity.

Two different versions of the credit channel can be found in the literature. The
first version, known as the broad credit channel, focuses generically on the
implications of financial imperfections for the transmission of monetary
shocks, stressing that their impact on individual borrowers depends on the
strength of their balance sheets. The second version, called the bank-lending
channel, highlights the importance that imperfections related to the banks’
intermediary function (e.g. interest rate and capital regulations, as well as
incentive problems at the level of the banks) have for monetary transmission.
The lack of a theoretical formalization that encompasses these two versions of
the credit channel makes it difficult to identify a set of testable implications
whereby they can be empirically distinguished, however. This paper attempts
to fill the gap by developing a microeconomic model of the choice between
market finance and bank finance.

In the model, entrepreneurial firms have access to an investment project of
given size but differ in the amount of internal funds available for undertaking it.
Some firms require external finance and there is a moral hazard problem
between the entrepreneurs and their financiers because the former can divert
project resources towards private uses, which increases their private benefits
but reduces the expected return of their projects. When a firm is more
indebted, a larger part of its return goes to the lender, so the entrepreneur has
a bigger incentive to increase her private benefits. Thus, the greater the
reliance on external finance is, the more severe the moral hazard problem
becomes.



We consider two different modes of external finance, market finance and bank
finance, which differ in the extent to which the corresponding lenders monitor
their borrowers. Monitoring in this context means the application of some
external control mechanism that makes it less profitable for entrepreneurs to
divert project resources towards private uses and, consequently, ameliorate
the moral hazard problem. We follow the financial intermediation literature by
assuming that monitoring is more intense under bank finance. Hence, bank
finance has the cost of destroying private benefits and the advantage of
weakening entrepreneurs’ incentives to take them. Our analysis shows that in
equilibrium the set of firms can be divided according to the value of their net
worth ratio (the ratio of their internal funds to the investment required by their
projects) into three different groups. Firms with large net worth prefer market
finance, firms with intermediate net worth get bank finance and firms with little
net worth are unable to obtain credit.

Next, we examine how this equilibrium is affected by changes in the riskless
interest rate, which is taken as an indicator of the stance of monetary policy.
The model accounts for the heterogeneous impact of monetary policy on
market and bank borrowers implied by the broad credit channel and allows us
to discuss how aggregate investment, the quantities of market and bank
lending, and the equilibrium interest rate spreads react to monetary shocks.
Intuitively, a tightening of monetary policy increases the rate of return required
by lenders and thereby the burden of any given amount of external finance.
The subsequent worsening of the moral hazard problem has three main
implications. First, it reduces aggregate investment, as well as the amounts of
market and (under certain conditions) bank lending. Second, it widens the
spreads between the interest rates charged to the borrowers and the riskless
interest rate. Finally, it produces a flight to quality, i.e. a shift towards higher
net worth borrowers in the allocation of credit.

Overall, these results are consistent with the empirical evidence at both the
macro and the micro level. One exception is the increase in market lending
(commercial paper) following a monetary contraction, which was first
documented by Kashyap, Stein and Wilcox (1993). They interpreted it as
evidence of the operation of a specific bank-lending channel. Although this
interpretation is still controversial, we take it as a motivation to incorporate
some of the specificities of banks in the model.

In particular, we consider two important legal constraints which affect (or have
affected until recently) the provision of bank lending: deposit interest rate ceilings
and capital requirements. We find that the existence of deposit interest rate ceilings
like those of Regulation Q may force banks to cut down their loans during episodes
of tight money, due to the negative impact of the rise in market interest rates on the
supply of deposits, so market lending may rise. In contrast, the presence of capital
requirements makes bank lending (though not its quality composition) rather



insensitive to monetary contractions, unless for some other reason they lead to
declines in bank capital.



4 Lqwurgxfwlrq

Lw lv zlgho| dffhswhg wkdw prqhwdu| dxwkrulwlhv fdq d�hfw uhdo hfrqrplf dfwlylw|

wkurxjk fkdqjhv lq vkruw0whup lqwhuhvw udwhv1 Wkh wudglwlrqdo prqh| ylhz uholhv rq

wkh vhqvlwlylw| ri vshqglqj wr lqwhuhvw udwhv dv suhglfwhg e| wkh vwdqgdug wkhrulhv ri

frqvxpswlrq dqg lqyhvwphqw xqghu shuihfw fdslwdo pdunhwv1 Lq frqwudvw/ wkh fuhglw

ylhz vwuhvvhv wkdw prqhwdu| srolf| d�hfwv wkh hfrqrp| wkurxjk lwv lpsdfw rq eru0

urzhuv* dffhvv wr fuhglw/ hvshfldoo| edqn ordqv1

Uhfhqw uhvhdufk sodfhv �qdqfldo lpshuihfwlrqv dw wkh fhqwhu ri wkh fuhglw fkdqqho

iru prqhwdu| wudqvplvvlrq1 Lw lv qrz nqrzq wkdw lqirupdwlrqdo sureohpv fdq fuhdwh d

zhgjh ehwzhhq wkh frvwv ri h{whuqdo dqg lqwhuqdo ixqgv wr �upv1 Lqyhvwphqw surmhfwv

wkdw duh zruwk xqghuwdnlqj xqghu lqwhuqdo �qdqfh pd| eh xqsur�wdeoh +ru ohvv suri0

lwdeoh, li wkh uhtxluhg ixqgv kdyh wr eh udlvhg h{whuqdoo|1 Ilqdqfldo yduldeohv vxfk

dv qhw zruwk ru wkh dprxqw ri suhh{lvwlqj ghew lq xhqfh wkh frvwv ri h{whuqdo ixqgv/

dqg khqfh jhqhudwh d phfkdqlvp wkdw olqnv �qdqfldo idfwruv wr wkh ohyho ri hfrqrplf

dfwlylw|14

Rqh fdq glvwlqjxlvk wzr uhodwhg vwudqgv ri wklv olwhudwxuh1 Wkh �uvw rqh/ nqrzq

dv wkh eurdg fuhglw fkdqqho/ irfxvhv jhqhulfdoo| rq wkh lpsolfdwlrqv ri �qdqfldo lp0

shuihfwlrqv iru wkh wudqvplvvlrq ri prqhwdu| vkrfnv/ vwuhvvlqj wkdw wkhlu lpsdfw rq

lqglylgxdo eruurzhuv ghshqgv rq wkh vwuhqjwk ri wkhlu edodqfh vkhhwv1 Wkh vhfrqg

rqh/ fdoohg wkh edqn ohqglqj fkdqqho/ kljkoljkwv wkh lpsruwdqfh wkdw lpshuihfwlrqv

uhodwhg wr wkh edqnv* lqwhuphgldu| ixqfwlrq kdyh iru prqhwdu| wudqvplvvlrq1 Lqwhuhvw

udwh dqg fdslwdo uhjxodwlrqv/ dv zhoo dv wkh edqnv* rzq edodqfh vkhhw srvlwlrqv duh

dprqj wkh vxvshfwv ehklqg wklv vhfrqg fkdqqho1

Wkh frqfhswxdo glvwlqfwlrq ehwzhhq wkhvh wzr fkdqqhov kdv gulyhq pxfk ri wkh hp0

slulfdo glvfxvvlrq1 Krzhyhu/ wkh odfn ri d wkhruhwlfdo irupdol}dwlrq wkdw hqfrpsdvvhv

erwk ri wkhp pdnhv lw gl!fxow wr lghqwli| d vhw ri whvwdeoh lpsolfdwlrqv zkhuhe| wkh|

fdq eh hpslulfdoo| glvwlqjxlvkhg1 Wklv sdshu dwwhpswv wr �oo wklv jds1

Zh dqdo|}h wkh wzr vwudqgv ri wkh fuhglw ylhz xvlqj d plfurhfrqrplf prgho ri

hqwuhsuhqhxuldo �upv* �qdqflqj1 Lq wklv prgho/ �upv kdyh dffhvv wr dq lqyhvwphqw

surmhfw ri �{hg vl}h1 Hdfk �up lv fkdudfwhul}hg e| wkh vl}h ri lwv surmhfw dqg wkh

4Vhh Ehuqdqnh dqg Jhuwohu +4<;<,/ Juhhqzdog dqg Vwljolw} +4<<6,/ Nl|rwdnl dqg Prruh +4<<:,/

dqg Vxduh} dqg Vxvvpdq +4<<:,1
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dprxqw ri lqwhuqdo ixqgv dydlodeoh iru xqghuwdnlqj lw1 Vrph �upv uhtxluh h{whuqdo

�qdqfh dqg wkhuh lv d prudo kd}dug sureohp ehwzhhq wkh hqwuhsuhqhxuv dqg wkhlu

�qdqflhuv/ ehfdxvh wkh iruphu fdq glyhuw surmhfw uhvrxufhv wrzdugv sulydwh xvhv1

Wkhuh duh wzr prghv ri h{whuqdo �qdqfh= pdunhw �qdqfh dqg edqn �qdqfh1 Exlog0

lqj rq wkh �qdqfldo lqwhuphgldwlrq olwhudwxuh/ zh dvvxph wkdw edqn �qdqfh lqyroyhv d

kljkhu prqlwrulqj lqwhqvlw| wkdq pdunhw �qdqfh/ zklfk dpholrudwhv wkh hqwuhsuhqhxu0

ldo prudo kd}dug sureohp1 Zh vkrz wkdw lq htxloleulxp wkh vhw ri �upv fdq eh glylghg

dffruglqj wr wkh ydoxh ri wkhlu qhw zruwk udwlr +wkh udwlr ri wkhlu lqwhuqdo ixqgv wr wkh

lqyhvwphqw uhtxluhg e| wkhlu surmhfwv, lqwr wkuhh gl�huhqw jurxsv1 Ilupv zlwk odujh

qhw zruwk suhihu pdunhw ohqglqj/ �upv zlwk lqwhuphgldwh qhw zruwk jhw edqn ohqglqj/

dqg �upv zlwk olwwoh qhw zruwk duh xqdeoh wr rewdlq fuhglw1

D qxpehu ri frpsdudwlyh vwdwlfv uhvxowv duh wkhq ghulyhg1 Lq sduwlfxodu/ lw lv

h{dplqhg krz djjuhjdwh lqyhvwphqw/ wkh txdqwlwlhv ri pdunhw dqg edqn ohqglqj/ dqg

wkh htxloleulxp lqwhuhvw udwh vsuhdgv vkliw zlwk fkdqjhv lq wkh ulvnohvv udwh/ zklfk lv

wdnhq wr eh dq lqglfdwru ri wkh vwdqfh ri prqhwdu| srolf|1 Wkhvh uhvxowv duh eurdgo|

frqvlvwhqw zlwk wkh hylghqfh grfxphqwhg/ dprqj rwkhuv/ e| Vwrfn dqgZdwvrq +4<;<,/

Iulhgpdq dqg Nxwwqhu +4<<5,/ Jhuwohu dqg Jlofkulvw +4<<6,/ dqg Ehuqdqnh/ Jhuwohu

dqg Jlofkulvw +4<<9,1 Krzhyhu/ wkh| fdqqrw dffrpprgdwh dq lqfuhdvh lq pdunhw

ohqglqj +frpphufldo sdshu, iroorzlqj d prqhwdu| frqwudfwlrq/ zklfk dffrugv zlwk wkh

lqwhusuhwdwlrq e| Ndvk|ds/ Vwhlq dqg Zlofr{ +4<<6, wkdw vxfk ehkdylru pd| uh hfw

wkh rshudwlrq ri d edqn ohqglqj fkdqqho1

Qh{w zh h{whqg wkh prgho wr lqfrusrudwh vrph ri wkh vshfl�flwlhv ri edqnv1 Zh

dgrsw d plqlpdo dssurdfk wkdw irfxvhv rq wzr lpsruwdqw ohjdo frqvwudlqwv zklfk

d�hfw +ru kdyh d�hfwhg xqwlo uhfhqwo|, wkh surylvlrq ri edqn ohqglqj= ghsrvlw lqwhuhvw

udwh fhlolqjv dqg fdslwdo uhtxluhphqwv1 Zh �qg wkdw wkh ehkdylru ri pdunhw ohqglqj

grfxphqwhg lq Ndvk|ds/ Vwhlq dqg Zlofr{ +4<<6, lv hdv| wr h{sodlq xqghu lqwhuhvw

udwh fhlolqjv/ exw qrw xqghu fdslwdo uhtxluhphqwv/ xqohvv rqh dvvxphv wkdw prqhwdu|

vkrfnv lpsdfw vljql�fdqwo| rq edqn fdslwdo1

Wkh olwhudwxuh rq wkh fuhglw fkdqqho lv vxuyh|hg lq Jhuwohu +4<;;,/ Ndvk|ds dqg

Vwhlq +4<<7,/ dqg Kxeedug +4<<8,1 Wkh irupdol}dwlrqv e| Ehuqdqnh dqg Eolqghu

+4<;;,/ Urphu dqg Urphu +4<<3,/ Iulhgpdq dqg Nxwwqhu +4<<6d,/ dqg Ndvk|ds/

Vwhlq dqg Zlofr{ +4<<6, duh h{whqvlrqv ri wkh vwdqgdug LV2OP prgho wkdw/ xqghu
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dvvxpswlrqv ri lpshuihfw vxevwlwxwdelolw|/ doorz iru wkh frh{lvwhqfh ri �erqgv� dqg

�edqn ordqv�1 Lq frqwudvw wr wklv uhgxfhg0irup dssurdfk/ zh ghulyh wkh fkrlfh ehwzhhq

pdunhw dqg edqn �qdqfh iurp �uvw sulqflsohv1 Pruhryhu/ e| h{solflwo| doorzlqj iru �up

khwhurjhqhlw|/ zh fdq dffrxqw iru vrph ri wkh hylghqfh rq wkh furvv0vhfwlrqdo lpsdfw

ri prqhwdu| srolf| +Jhuwohu dqg Jlofkulvw/ 4<<7> Rolqhu dqg Uxghexvfk/ 4<<9e,1

Vhyhudo suhylrxv sdshuv kdyh prghohg wkh fkrlfh ehwzhhq pdunhw dqg edqn �0

qdqfh e| frqvlghulqj dq hqwuhsuhqhxuldo prudo kd}dug sureohp wkdw fdq eh dpholr0

udwhg wkurxjk +frvwo|, edqn prqlwrulqj1 Gldprqg +4<<4, h{dplqhv wkh lqwhudfwlrqv

ehwzhhq uhsxwdwlrqdo fdslwdo +d jrrg wudfn uhfrug, dqg prqlwrulqj/ gholyhulqj wkh lp0

solfdwlrq wkdw wkh w|slfdo edqn eruurzhuv zloo eh wkh hqwuhsuhqhxuv zlwk lqwhuphgldwh

fuhglw udwlqjv1 Ehvdqnr dqg Ndqdwdv +4<<6, surylgh d udwlrqdoh iru pl{hg �qdqfh e|

frqvlghulqj d prgho lq zklfk hqwuhsuhqhxuv pd| vx�hu iurp �h{fhvvlyh prqlwrulqj�

e| wkhlu edqnv/ dqg plwljdwh wklv sureohp e| sduwldoo| uho|lqj rq pdunhw �qdqfh1

Krzhyhu/ qhlwkhu sdshu irfxvhv rq wkh lpsolfdwlrqv iru prqhwdu| srolf| wudqvplvvlrq

dqg wkhlu prghov duh hlwkhu wrr frpsolfdwhg ru qrw  h{leoh hqrxjk iru wkdw sxusrvh1

Wkh sdshu prvw forvho| uhodwhg wr rxuv lv e| Kropvwurp dqg Wluroh +4<<:,/ zkr h{0

dplqh wkh uroh ri qhw zruwk zkhq erwk hqwuhsuhqhxuv dqg edqnv duh vxemhfw wr prudo

kd}dug sureohpv ylv0d0ylv wkhlu uhvshfwlyh ohqghuv1 Krzhyhu/ zh devwudfw iurp lqfhq0

wlyh sureohpv dw wkh ohyho ri edqnv/ frqvlghu d voljkwo| pruh  h{leoh ghflvlrq sureohp

dw wkh ohyho ri hqwuhsuhqhxuv +zklfk jhqhudwhv juhdwhu glvshuvlrq lq eruurzlqj udwhv,/

dqg irfxv rxu glvfxvvlrq rq wkh h�hfwv ri prqhwdu| vkrfnv udwkhu wkdq vkrfnv wr

hqwuhsuhqhxuldo ru edqn qhw zruwk1

Wkh sdshu lv rujdql}hg dv iroorzv1 Vhfwlrq 5 suhvhqwv wkh edvlf prgho ri ohqglqj

xqghu prudo kd}dug1 Vhfwlrq 6 fkdudfwhul}hv wkh rswlpdo fkrlfh ehwzhhq pdunhw �0

qdqfh dqg edqn �qdqfh1 Vhfwlrq 7 dqdo|}hv wkh eurdg fuhglw fkdqqho/ dqg Vhfwlrq 8

dffrxqwv iru wkh edqn ohqglqj fkdqqho e| h{whqglqj wkh dqdo|vlv wr vlwxdwlrqv zkhuh

edqnv duh vxemhfw wr lqwhuhvw udwh fhlolqjv dqg fdslwdo uhtxluhphqwv1 Vhfwlrq 9 frq0

foxghv1

7



5 D Prgho ri Ohqglqj xqghu Prudo Kd}dug

Frqvlghu dq hfrqrp| zlwk wzr gdwhv E| ' fc �� dqg d frqwlqxxp ri ulvn0qhxwudo

hqwuhsuhqhxuv1 Hdfk hqwuhsuhqhxu lv fkdudfwhul}hg e| khu lqlwldo zhdowk` dqg e| wkh

vl}h U ri wkh lqyhvwphqw uhtxluhg e| dq lqglylvleoh surmhfw wkdw vkh pd| vwduw xs dw

| ' f� Ohw w ' `*U ghqrwh wkh hqwuhsuhqhxu*v qhw zruwk udwlr/ l1h1 wkh udwlr ri khu

lqlwldo zhdowk wr wkh lqyhvwphqw uhtxluhg e| khu surmhfw1 Wkh vhw ri hqwuhsuhqhxuv lq

wkh hfrqrp| lv wkhq ghvfulehg e| d fxpxodwlyh glvwulexwlrq ixqfwlrq 8 Ewc U��

Hdfk vwduwhg surmhfw |lhogv dw | ' � d frpelqdwlrq ri yhul�deoh udqgrp fdvk  rzv

dqg qrqyhul�deoh sulydwh ehqh�wv iru wkh hqwuhsuhqhxu1 Li wkh hqwuhsuhqhxu zdqwv wr

lqfuhdvh khu sulydwh ehqh�wv/ vkh kdv wr glyhuw uhvrxufhv iurp wkh surmhfw wrzdugv

sulydwh xvhv/ wkhuhe| uhgxflqj wkh h{shfwhg fdvk  rzv1 Ghqrwlqj wkh hqwuhsuhqhxu*v

ghflvlrq rq krz wkh surmhfw lv uxq e| R 5 dfc �o/ zh dvvxph wkdw wkh fdvk  rz ri d

surmhfw ri vl}h U lv �U : f zlwk suredelolw| R +vxffhvv, dqg f zlwk suredelolw| �� R

+idloxuh,1 Lq dgglwlrq/ uhjdugohvv ri wkh uhdol}dwlrq ri fdvk  rz/ sulydwh ehqh�wv iru

wkh hqwuhsuhqhxu duh )ER��U/ zkhuh wkh ixqfwlrq )ER� lv ghfuhdvlqj dqg frqfdyh1

Hqwuhsuhqhxuv pd{lpl}h wkhlu h{shfwhg lqfrph dw | ' �c zklfk lqfoxghv wkh sulydwh

ehqh�wv rewdlqhg iurp wkhlu surmhfwv1 Wkh| kdyh dffhvv wr d fdslwdo pdunhw zkhuh

wkh +jurvv, lqwhuhvw udwh lv - � ��5 Vr wkh| fdq lqyhvw wkhlu zhdowk hlwkhu lq wkhlu rzq

surmhfwv ru dw wkh pdunhw lqwhuhvw udwh -c dqg wkh| fdq dovr udlvh h{whuqdo ixqgv iru

wkhlu surmhfwv e| surplvlqj wkh ohqghuv dq h{shfwhg udwh ri uhwxuq ri dw ohdvw -1

Zh dvvxph wkdw wkh ghflvlrq rq R lv qrw frqwudfwleoh/ vr wkh uhodwlrqvkls ehwzhhq

hqwuhsuhqhxuv dqg wkhlu ohqghuv lv vxemhfw wr prudo kd}dug1 Wkh suhvhqfh ri prudo

kd}dug lqwurgxfhv dq lqfhqwlyh frvw wkdw uhqghuv qhw zruwk uhohydqw wr wkh �qdqflqj

sureohp1 Hqwuhsuhqhxuv zlwk w � � kdyh vx!flhqw zhdowk wr flufxpyhqw wkh sureohp

e| vhoi0�qdqflqj wkhlu surmhfwv1 Lq frqwudvw/ wkrvh zlwk w 	 � kdyh wr uho| rq h{whuqdo

�qdqfh1 Lq zkdw iroorzv zh zloo uhvwulfw dwwhqwlrq wr hqwuhsuhqhxuv lq wkh odwwhu fodvv1

Zh pdnh wkh iroorzlqj dvvxpswlrqv=

Dvvxpswlrq 4 )ER� ' �

2b
E�� R2�c zlwk f 	 b 	 ��

Dvvxpswlrq 5 H

.
	 b�

-
	 e�

5U zloo eh odwhu lghqwl�hg zlwk wkh lqwhuhvw udwh vhw e| d prqhwdu| dxwkrulw|1
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Dvvxpswlrq 4 hvwdeolvkhv d ixqfwlrqdo irup iru )ER� wkdw zloo hqdeoh xv wr vroyh wkh

prgho h{solflwo|16 Lghqwlfdo txdolwdwlyh uhvxowv pljkw eh rewdlqhg lq wklv vhfwlrq xqghu

d jhqhudo ghfuhdvlqj dqg frqfdyh )ER�� Wkh gl�huhqfhv zrxog dulvh zkhq lqwurgxflqj

pdunhw dqg edqn �qdqfh lq wkh qh{w vhfwlrq/ vlqfh vrph ghwdlov ri wkh frpsdulvrq

ehwzhhq wkhp +dqg/ hvshfldoo|/ wkh frpsdudwlyh vwdwlfv, zrxog ehfrph lqwudfwdeoh17

Dvvxpswlrq 5 vwdwhv wkdw wkh sur�wdelolw| ri wkh surmhfwv +phdvxuhg e| sdudphwhu �,

lv qhlwkhu wrr vpdoo qru wrr odujh uhodwlyh wr wkh rssruwxqlw| frvw ri ixqgv -� Wrjhwkhu

zlwk Dvvxpswlrq 4/ wklv zloo hqvxuh wkdw lqyhvwphqw lv yldeoh iru vrph hqwuhsuhqhxuv

exw qrw iru doo ri wkhp18

Wr vwduw h{dplqlqj wkh sureohp ri h{whuqdo �qdqfh xqghu prudo kd}dug/ vxssrvh

wkdw dq hqwuhsuhqhxu zlwk lqlwldo zhdowk ` dqg d surmhfw ri vl}h U eruurzv U �` dw

d jlyhq +jurvv, eruurzlqj udwh ��9 Vkh zloo wkhq fkrrvh R lq rughu wr pd{lpl}h khu

xwlolw|

Rd�U ��EU �` �o n )ER��U ' iR d���E�� w�o n )ER��j U� +4,

Wklv h{suhvvlrq uh hfwv wkdw zlwk suredelolw| R wkh surmhfw vxffhhgv/ lq zklfk fdvh

lw |lhogv fdvk  rz �U dqg wkh hqwuhsuhqhxu sd|v �EU �` � wr wkh ohqghu/ dqg zlwk

suredelolw| � � R wkh surmhfw idlov/ lq zklfk fdvh qhlwkhu wkh hqwuhsuhqhxu qru wkh

ohqghu uhfhlyh dq| fdvk1 Lw dovr uh hfwv wkdw/ qr pdwwhu zkhwkhu wkh surmhfw vxffhhgv

ru idlov/ wkh hqwuhsuhqhxu jhwv wkh sulydwh ehqh�wv )ER��U�

Ohqghuv revhuyh erwk wkh lqlwldo zhdowk dqg wkh vl}h ri wkh surmhfw ri hdfk hqwuhsuh0

qhxu/ dqg fruuhfwo| dqwlflsdwh khu ghflvlrq R xqghu hdfk eruurzlqj udwh �� Wkxv wkh

orzhvw � iru zklfk wkh| duh zloolqj wr sduwlflsdwh lq ixqglqj d jlyhq surmhfw vdwlv�hv

R� ' -c +5,

zkhuh R lv wkh suredelolw| ri vxffhvv wkdw wkh fruuhvsrqglqj hqwuhsuhqhxu lv h{shfwhg

wr fkrrvh1

6Qrwh wkdw zlwk wklv ixqfwlrqdo irup wkh wrwdo h{shfwhg uhwxuq ri wkh surmhfw +lqfoxglqj wkh

sulydwh ehqh�wv,/ ^s. *+s,`DL> lv pd{lpl}hg iru s @ � ? 4= Khqfh vrph dprxqw ri sulydwh ehqh�wv
lv �uvw0ehvw rswlpdo1

7Zh ixuwkhu frpphqw rq wklv diwhu Sursrvlwlrq 5 ehorz1
8Wkh dprxqw �D@U lv wkh suhvhqw ydoxh ri wkh fdvk  rz ri d surmhfw ri xqlw vl}h xqghu wkh �uvw0

ehvw suredelolw| ri vxffhvv s @ �= Khqfh Dvvxpswlrq 5 lpsolhv wkdw/ lq wkh devhqfh ri prudo kd}dug/

doo surmhfwv zrxog kdyh srvlwlyh qhw suhvhqw ydoxh1
9Sursrvlwlrq 4 ehorz suryhv wkdw wklv lqvwdqfh ri pd{lpxp lqvlgh htxlw| sduwlflsdwlrq lv lqghhg

rswlpdo1

9



Zh fdq qrz vwdwh wkh pdlq uhvxow ri wklv vhfwlrq1

Sursrvlwlrq 4 Wkhuh h{lvwv d fulwlfdo ydoxh w 5 Efc �� vxfk wkdw eruurzlqj lv qrw

ihdvleoh iru hqwuhsuhqhxuv zlwk qhw zruwk udwlr w 	 w� Wkh rswlpdo frqwudfw iru dq

hqwuhsuhqhxu zlwk w � w 	 � lv wr eruurz U �` dw dq lqwhuhvw udwh �Ew� ' -*REw�c

zkhuh

REw� '
b

2

%
� n

�
w � w

�� w

��*2
&

+6,

lv wkh fruuhvsrqglqj suredelolw| ri vxffhvv1 Wkh h{shfwhg xwlolw| ri dq hqwuhsuhqhxu

zlwk d surmhfw ri vl}h U dqg d qhw zruwk udwlr w � w lv jlyhq e| �Ew�Uc zkhuh

�Ew� '
�

2
d�REw��-E�� w�o n

�

2b
� +7,

Surri Xvlqj Dvvxpswlrq 4/ wkh hqwuhsuhqhxu*v pd{lpl}dwlrq ri +4, |lhogv wkh �uvw0

rughu frqglwlrq � � �E� � w� ' �R*b� Vxevwlwxwlqj � ' -*R iurp +5, lqwr wklv

frqglwlrq jlyhv wkh txdgudwlf htxdwlrq �R2�b�Rnb-E�� w� ' f� Wklv htxdwlrq kdv

uhdo vroxwlrqv li w � wc zkhuh

w ' ��
b�

e-
� +8,

Fohduo| w 	 �c dqg e| Dvvxpswlrq 5 zh dovr kdyh w : f� Iru w : w wkh txdgudwlf htxd0

wlrq kdv wzr urrwv/ exw wkh hqwuhsuhqhxu suhihuv wkh odujhvw rqh +wkh urrw dvvrfldwhg

zlwk wkh orzhvw -,/ zklfk lv +6,1 Vxevwlwxwlqj � ' -*R dqg �R2 ' b�R� b-E�� w�

lqwr wkh hqwuhsuhqhxu*v remhfwlyh ixqfwlrq jlyhv +7,1 Wr suryh wkdw hqwuhsuhqhxuv zlwk

w � w zdqw wr lqyhvw doo wkhlu zhdowk lq wkhlu surmhfw udwkhu wkdq vrph ru doo ri lw dw

wkh lqwhuhvw udwh -/ frqvlghu �uvw wkrvh zlwk w ' w� Iru wkhp lqyhvwlqj ` ' wU lq wkh

surmhfw lv qhfhvvdu| iru yldelolw|/ vr zh vlpso| qhhg wr fkhfn wkdw �Ew�U � -wU� E|

+7, dqg +8,/ wklv lqhtxdolw| uhgxfhv wr

b�

-
�

�
�

H
n

�

2b2

�
3�

c

zklfk krogv e| Dvvxpswlrq 51: Jlyhq wklv/ hqwuhsuhqhxuv zlwk w : w zloo dovr zdqw

wr lqyhvw dw ohdvw wU lq wkhlu surmhfwv1 Ixuwkhupruh lqyhvwlqj zhdowk lq h{fhvv ri wU

lq wkh surmhfw |lhogv d pdujlqdo xwlolw| juhdwhu wkdq wkh lqwhuhvw udwh -=

_

_`
d�Ew�Uo '

-

2

%
� n

�
�� w

w � w

��*2
&
: -� +9,

:Qrwh wkdw li �5 � 7@8 wkh orzhu erxqg lq Dvvxpswlrq 5 frxog eh uhgxfhg wr 4=

:



Khqfh ghyrwlqj doo hqwuhsuhqhxuldo zhdowk wr wkh surmhfw lv lqghhg rswlpdo1�

Sursrvlwlrq 4 vkrzv wkdw hqwuhsuhqhxuv zlwk d qhw zruwk udwlr w 	 w zloo eh xq0

deoh wr udlvh h{whuqdo ixqgv dqg wr vwduw xs wkhlu surmhfwv1 Rq wkh rwkhu kdqg/ wkrvh

zlwk w � w zloo lqyhvw doo wkhlu zhdowk ` lq wkhlu surmhfwv dqg udlvh wkh gl�huhqfh

U �` h{whuqdoo|1 Wkhlu suredelolw| ri vxffhvv lv jlyhq e| wkh ixqfwlrq REw�c zklfk lv

lqfuhdvlqj dqg vwulfwo| frqfdyh/ dqg vdwlv�hv REw� ' b*2 dqg RE�� ' b� Fruuhvsrqg0

lqjo|/ wkh ixqfwlrq �Ew� ' -*REw�c wkdw ghvfulehv wkh jurvv eruurzlqj udwh fkdujhg wr

wkhp/ lv ghfuhdvlqj dqg vwulfwo| frqyh{/ dqg vdwlv�hv �Ew� ' 2-*b dqg �E�� ' -*b�

Wkhvh uhvxowv uh hfw wkdw wkh hqwuhsuhqhxuv* qhw zruwk udwlr w kdv d srvlwlyh lqfhqwlyh

h�hfw +phdvxuhg e| R�Ew� : f, zklfk ehfrphv ohvv lpsruwdqw dv w dssurdfkhv wkh

vhoi0�qdqflqj wkuhvkrog ri ��

Wkh surshuwlhv ri REw� lpso| wkdw wkh xwlolw| ri wkh hqwuhsuhqhxuv wkdw duh deoh

wr vwduw wkhlu surmhfwv/ �Ew�Uc lv lqfuhdvlqj dqg vwulfwo| frqfdyh lq w1 Pruhryhu/ dv

vkrzq lq +9,/ wkh pdujlqdo xwlolw| ri hqwuhsuhqhxuldo zhdowk lv juhdwhu wkdq -/ uh hfw0

lqj wkdw lqwhuqdo �qdqflqj dpholrudwhv wkh prudo kd}dug sureohp1 Iru wklv uhdvrq/

hqwuhsuhqhxuv �qg lw rswlpdo wr lqyhvw doo wkhlu zhdowk lq wkhlu surmhfwv1

6 Pdunhw Ilqdqfh dqg Edqn Ilqdqfh

Lq wklv vhfwlrq zh frpsduh wzr dowhuqdwlyh prghv ri ixqglqj wkh lqyhvwphqw surmhfwv=

pdunhw �qdqfh dqg edqn �qdqfh1 Zh dvvxph wkdw wkh gl�huhqfh ehwzhhq wkhp uhodwhv

wr wkh h{whqw wr zklfk wkh fruuhvsrqglqj ohqghuv prqlwru wkhlu eruurzhuv lq rughu

wr dpholrudwh wkh prudo kd}dug sureohp1 Wkxv prqlwrulqj lq wklv frqwh{w phdqv

wkh dssolfdwlrq e| wkh ohqghu ri vrph h{whuqdo frqwuro phfkdqlvp wkdw pdnhv wkh

glyhuvlrq ri surmhfw uhvrxufhv wrzdugv sulydwh xvhv ohvv sur�wdeoh wr wkh hqwuhsuhqhxu1

Wkh olwhudwxuh zlgho| dffhswv wkdw sxeolfo| wudghg vhfxulwlhv vxfk dv frpphufldo

sdshu ru frusrudwh erqgv +�pdunhw �qdqfh�, w|slfdoo| lqyroyh d orzhu prqlwrulqj lq0

whqvlw| wkdq edqn ordqv +�edqn �qdqfh�,1 Wkh vwdqgdug dujxphqw lv wkdw wkh frqwuro

ri wkh ghewru lv ohvv h�hfwlyh lq pdunhw �qdqfh ehfdxvh wkh glvshuvlrq ri vhfxulw|0

kroghuv jhqhudwhv hlwkhu iuhh0ulghu sureohpv ru d zdvwhixo pxowlsolfdwlrq ri prqlwrulqj

frvwv +Gldprqg/ 4<;7,1 Pruhryhu/ edqnv pd| kdyh ehwwhu lqirupdwlrq wkdq ruglqdu|

pdunhw lqyhvwruv ehfdxvh wkh| duh jhrjudsklfdoo| forvhu wr wkh �upv/ ehfdxvh wkh| vsh0

;



fldol}h lq ohqglqj wr �upv ri d fhuwdlq w|sh/ ehfdxvh wkh| revhuyh wkh pryhphqwv lq wkh

�upv* edqn dffrxqwv +Qdndpxud/ 4<<6,/ ru ehfdxvh wkh| fdq eh wuxvwhg zlwk sursul0

hwdu| lqirupdwlrq wkdw/ li sxeolf/ zrxog ehqh�w wkh �upv* frpshwlwruv +Ekdwwdfkdu|d

dqg Fklhvd/ 4<<8> \rvkd/ 4<<8,1 Dovr/ wkh qdwxuh ri vkruw0whup edqn �qdqflqj +dqg

uh�qdqflqj, pd| eh pruh frqgxflyh wr wkh frqwuro ri fhuwdlq zdvwhixo dfwlylwlhv +Uh0

sxoor dqg Vxduh}/ 4<<:,1 Jlyhq doo wkhvh uhdvrqv/ zh zloo dvvrfldwh pdunhw �qdqfh

zlwk d orzhu ohyho ri prqlwrulqj wkdq edqn �qdqfh1

Irupdoo|/ zh dffrxqw iru wkh gl�huhqfh lq prqlwrulqj lqwhqvlwlhv e| dvvxplqj wkdw

xqghu pdunhw �qdqfh wkh hqwuhsuhqhxuv* sulydwh ehqh�w ixqfwlrq +dv gh�qhg lq wkh

suhylrxv vhfwlrq, lv

)6ER� '
�

2b6
E�� R2�c +:,

zklovw xqghu edqn �qdqfh lw lv

)KER� '
�

2bK
E�� R2�c +;,

zkhuh

f 	 b6 	 bK 	 �� +<,

Wkxv )KER� 	 )6ER� iru doo R 	 �c zklfk phdqv wkdw wkh kljkhu prqlwrulqj lqwhqvlw|

dvvrfldwhg zlwk edqn �qdqfh uhgxfhv wkh hqwuhsuhqhxuldo sulydwh ehqh�wv rewdlqhg

xqghu dq| jlyhq suredelolw| ri vxffhvv1 Ixuwkhupruh zh kdyh )�6ER� 	 )�KER� 	 f iru

doo R 	 �/ zklfk phdqv wkdw lqfuhdvlqj wkh suredelolw| ri vxffhvv hqwdlov d vpdoohu

vdful�fh ri sulydwh ehqh�wv xqghu edqn �qdqfh wkdq xqghu pdunhw �qdqfh1

Wkh sursrvhg irupdol}dwlrq kdv wkh dgydqwdjh ri doorzlqj xv wr dsso| wkh dqdo|vlv

ghyhorshg lq wkh suhylrxv vhfwlrq iru d jhqhudo b wr wkh vshfl�f fdvhv ri pdunhw �qdqfh

+b6, dqg edqn �qdqfh +bK,1 Iurp wkdw dqdo|vlv rqh fdq dqwlflsdwh wkh pdlq wudgh0

r� iru wkh fkrlfh ehwzhhq wkhvh wzr prghv ri �qdqfh1 Fohduo|/ iru hdfk Rc wkh wrwdo

h{shfwhg uhwxuqv ri wkh surmhfw duh vpdoohu xqghu edqn �qdqfh wkdq xqghu pdunhw

�qdqfh/ zklfk lq sulqflsoh idyruv wkh fkrlfh ri wkh odwwhu1 Krzhyhu/ wkh iruphu kdv wkh

dgydqwdjh ri zhdnhqlqj wkh hqwuhsuhqhxu*v lqfhqwlyhv wr wdnh sulydwh ehqh�wv/ zklfk

dpholrudwhv wkh prudo kd}dug sureohp1 Wklv zloo idyru wkh fkrlfh ri edqn �qdqfh/

hvshfldoo| li wkh prudo kd}dug sureohp xqghu pdunhw �qdqfh lv vx!flhqwo| vhyhuh1

Lw lv lpsruwdqw wr qrwh wkdw zh duh jrlqj wr xvh htxdwlrq +5, wr uhsuhvhqw wkh

ohqghu*v sduwlflsdwlrq frqvwudlqw xqghu erwk pdunhw dqg edqn �qdqfh1 Wklv lv htxly0

<



dohqw wr dvvxplqj wkdw edqnv rshudwh xqghu shuihfw frpshwlwlrq/ wkh rssruwxqlw| frvw

ri wkhlu ixqgv lv wkh pdunhw lqwhuhvw udwh -c dqg wkhlu prqlwrulqj dfwlylw| lv frvwohvv1

Lq Vhfwlrq 8 zh zloo h{whqg wkh dqdo|vlv wr d vlwxdwlrq lq zklfk edqn ohqghuv uhtxluh

d kljkhu h{shfwhg udwh ri uhwxuq wkdq pdunhw ohqghuv1

Qrz zh duh uhdg| wr frpsduh wkh wzr dowhuqdwlyh prghv ri �qdqfh1 Zh zloo xvh

wkh vxevfulswv 6 dqg K wr lghqwli| wkh yduldeohv wkdw fruuhvsrqg wr pdunhw �qdqfh

dqg edqn �qdqfh/ uhvshfwlyho|1

Sursrvlwlrq 5 Wkh fulwlfdo ydoxhv/ wK dqg w6c ehorz zklfk edqn dqg pdunhw �qdqfh

duh qrw ihdvleoh vdwlvi|

f 	 wK 	 w6 	 �� +43,

Lq wkh uhjlrq zkhuh erwk prghv ri �qdqfh duh ihdvleoh wkhuh h{lvwv d fulwlfdo ydoxh

wW 5 dw6c �� vxfk wkdw

�6Ew� � �KEw� li dqg rqo| li w � wW� +44,

Pruhryhu R6Ew� 	 RKEw� dqg �6Ew� : �KEw�/ iru doo w 5 dw6c ���

Surri Wkh lqhtxdolwlhv lq +43, iroorz lpphgldwho| iurp +8, dqg +<,1 Wr suryh +44,

�uvw qrwh wkdw +6,/ +7,/ dqg +<, lpso|

*�4
w<�

d�6Ew�� �KEw�o '
�EbK � b6�E�� bKb6�

2bKb6
: f�

Khqfh/ e| frqwlqxlw|/ iru w forvh wr � pdunhw �qdqfh lv suhihuuhg wr edqn �qdqfh1

Qh{w revhuyh wkdw/ iru w 5 dw6c ��c +7, lpsolhv

��6Ew�� ��KEw� '
�

2
dR�6Ew�� R�KEw�o�

Exw e| +6,/ +8,/ dqg +43, zh kdyh

R�6Ew�

R�KEw�
'

�
�� w6

w � w6

w � wK

�� wK

��*2

: ��

Khqfh �6Ew� dqg �KEw� kdyh dw prvw rqh lqwhuvhfwlrq/ zklfk wrjhwkhu zlwk wkh suhylrxv

uhvxow lpsolhv +44,1 Ilqdoo| +<, dqg +43, lpso|

R6Ew� '
b6
2

%
� n

�
w � w6

�� w6

��*2
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bK
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%
� n

�
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�� wK
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&
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dqg �6Ew� ' -*R6Ew� : -*RKEw� ' �KEw�/ iru doo w 5 dw6c ����

Sursrvlwlrq 5 vkrzv wkdw qhw zruwk udwlrv duh fulwlfdo iru wkh fkrlfh ehwzhhq dowhu0

qdwlyh prghv ri �qdqfh1 Lq sduwlfxodu/ hqwuhsuhqhxuv zlwk odujh qhw zruwk +w � wW,

suhihu pdunhw �qdqfh/ wkrvh zlwk lqwhuphgldwh qhw zruwk +wK � w 	 wW, jhw edqn

�qdqfh/ dqg wkrvh zlwk olwwoh qhw zruwk +w 	 wK, duh xqdeoh wr ixqg wkhlu surmhfwv1

Lqwhuhvwlqjo|/ wK 	 w6c vr edqn �qdqfh lv ihdvleoh ryhu d zlghu udqjh ri qhw zruwk

udwlrv1 Frqvhtxhqwo|/ wkhuh duh hqwuhsuhqhxuv zlwk d uhdo fkrlfh ehwzhhq pdunhw dqg

edqn �qdqfh/ dqg wkhuh duh dovr vrph hqwuhsuhqhxuv iru zkrp edqn �qdqfh lv wkh rqo|

ihdvleoh prgh ri �qdqfh/ exw wkhuh duh qr hqwuhsuhqhxuv iru zkrp pdunhw �qdqfh lv

wkh rqo| dowhuqdwlyh1 Pruhryhu/ dprqj wkh �uvw jurxs/ pdunhw �qdqfh lv suhihuuhg e|

wkrvh zlwk d kljkhu w� Wkhvh ihdwxuhv ri wkh prgho duh frqvlvwhqw zlwk wkh frqyhq0

wlrqdo zlvgrp wkdw wkh dffhvv wr +dqg hyhq wkh dfwxdo xvh ri, dup*v0ohqjwk �qdqfh lv

uhvwulfwhg wr wkh eruurzhuv zlwk wkh vwurqjhvw edodqfh vkhhwv1;

Iljxuh 4 ghslfwv d fdvh lq zklfk wkh fulwlfdo ydoxh wW wkdw glylghv wkh uhjlrqv ri

edqn dqg pdunhw �qdqfh lv vwulfwo| juhdwhu wkdq w61
< Lqwxlwlyho|/ zkhq hqwuhsuhqhxuldo

qhw zruwk lv kljk/ wkh prudo kd}dug sureohp lv vpdoo/ vr wkh lqfhqwlyh dgydqwdjh ri

edqn �qdqfh grhv qrw sd| iru wkh hqwdlohg orvv ri sulydwh ehqh�wv1 Krzhyhu/ dv qhw

zruwk ghfolqhv/ wkh prudo kd}dug sureohp zruvhqv/ dqg frqvhtxhqwo| edqn �qdqfh

ehfrphv frpsdudwlyho| pruh dqg pruh dgydqwdjhrxv1 Ehorz wkh fulwlfdo ydoxh wWc

hqwuhsuhqhxuv fkrrvh +ru kdyh qr rswlrq exw, wr �qdqfh wkhlu surmhfwv xqghu edqn

prqlwrulqj1

^LQVHUW ILJXUH 4 KHUH`

Wkh ehkdylru ri wkh htxloleulxp eruurzlqj udwhv/ �6Ew� dqg �KEw�c lv ghslfwhg lq

Iljxuh 51 Erwk ri wkhp duh ghfuhdvlqj dqg frqyh{ lq wc dqg dssurdfk -*b6 dqg -*bKc

uhvshfwlyho|/ dv w dssurdfkhv �1 Ryhu wkh lqwhuydo dw6c �� zh kdyh �6Ew� : �KEw�c

zklfk uh hfwv wkh srvlwlyh lpsdfw ri edqn prqlwrulqj rq wkh suredelolw| ri ghidxow1

;Uhsodflqj wkh vshfl�f ixqfwlrqdo irupv lq +:, dqg +;, e| wkh dvvxpswlrq wkdw *e+s, @ �*p+s,>
zlwk *p+s, ghfuhdvlqj dqg frqfdyh dqg � ? 4> zrxog qrw fkdqjh wkh uhvxowv/ h{fhsw iru wkh idfw

wkdw qrz xp+�, dqg xe+�, pljkw lqwhuvhfw pruh wkdq rqfh1 Lq wklv fdvh/ lq vrph lqwhuphgldwh udqjh

��e ? � ? ��p> zlwk �e ? ��e ? ��p ? 4> rqh pljkw �qg dq dowhuqdwlqj sdwwhuq ri pdunhw dqg

edqn �qdqfh1 Qhyhuwkhohvv hqwuhsuhqhxuv zlwk � A ��
p

zrxog vwloo jhw pdunhw �qdqfh/ wkrvh zlwk

�e � � ? ��
e
zrxog jhw edqn �qdqfh/ dqg wkrvh zlwk � ? �e zrxog eh xqdeoh wr ixqg wkhlu surmhfwv1

<Qrwlfh wkdw �� pd| eh htxdo wr ��p/ lq zklfk fdvh wkh hqwuhsuhqhxuv zlwk qhw zruwk udwlr �� pd|
qrw eh lqgl�huhqw ehwzhhq edqn dqg pdunhw �qdqfh/ exw vwulfwo| suhihu wkh odwwhu1

44



Dffruglqjo|/ wkh htxloleulxp eruurzlqj udwh h{klelwv dq xszdug mxps dw wW/ vr wkh

zruvw pdunhw eruurzhuv sd| kljkhu lqwhuhvw udwhv wkdq wkh ehvw edqn eruurzhuv143

Khqfh/ pdunhw dqg edqn eruurzhuv duh fohduo| rughuhg lq whupv ri wkhlu qhw zruwk

udwlrv/ exw wkh| duh qrw vr lq whupv ri wkhlu eruurzlqj udwhv1

^LQVHUW ILJXUH 5 KHUH`

Zh frqfoxgh wklv vhfwlrq frpsxwlqj wkh djjuhjdwh txdqwlwlhv ri pdunhw dqg edqn

ohqglqj lpsolhg e| Sursrvlwlrq 5=

u6 '

]
�

wW

]
"

f

E�� w�U _8 Ewc U� '

]
�

wW
E�� w�.EU mw � _8 Ew�c +45,

uK '

] wW

wK

]
"

f

E�� w�U _8 Ewc U� '

] wW

wK

E�� w�.EU mw � _8 Ew�c +46,

zkhuh .EU mw � ghqrwhv wkh frqglwlrqdo h{shfwdwlrq ri U jlyhq wc dqg 8 Ew� lv wkh pdu0

jlqdo fxpxodwlyh glvwulexwlrq ixqfwlrq ri w� Wrwdo ohqglqj/ uc lv vlpso| wkh vxp ri

pdunhw dqg edqn ohqglqj

u ' u6 n uK '

]
�

wK

E�� w�.EU mw � _8 Ew�� +47,

Wkhvh txdqwlwlhv zloo sod| dq lpsruwdqw uroh lq rxu glvfxvvlrq ri wkh gl�huhqw vwudqgv

ri wkh olwhudwxuh rq wkh fuhglw fkdqqho1

7 Wkh Eurdg Fuhglw Fkdqqho

Pxfk ri wkh hduolhu zrun rq wkh h{lvwhqfh ri d fuhglw fkdqqho iru wkh wudqvplvvlrq

ri prqhwdu| srolf| irfxvhg rq wkh fruuhodwlrqv dprqj djjuhjdwh rxwsxw/ edqn dqg

pdunhw ghew/ dqg lqglfdwruv ri prqhwdu| srolf|1 Pruh uhfhqwo|/ wkh glvfxvvlrq kdv h{0

whqghg wr pruh glvdjjuhjdwhg gdwd lq rwkhu wr vkrz wkh lpsdfw ri prqhwdu| srolf| rq

vshfl�f fodvvhv ri eruurzhuv1 Zh vwduw wkh dqdo|vlv ri wkh lpsdfw ri prqhwdu| srolf|

lq wkh frqwh{w ri rxu vlpsoh prgho e| orrnlqj dw wkh h�hfwv ri fkdqjhv lq wkh pdunhw

lqwhuhvw udwh - rq wkh fulwlfdo ydoxhv wK dqg wW wkdw gh�qh wkh udqjhv ri edqn dqg

pdunhw �qdqfh/ dv zhoo dv rq wkh djjuhjdwh txdqwlwlhv ri edqn dqg pdunhw ohqglqj1

43Rwkhu frpsdulvrqv ehwzhhq wkh udwhv sdlg e| pdunhw dqg edqn eruurzhuv +iru lqvwdqfh/ dyhudjh

udwhv, ghshqg rq wkh fkdudfwhulvwlfv ri wkh glvwulexwlrq ri hqwuhsuhqhxuv1
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Devwudfwlqj iurp wkh gl!fxowlhv lqyroyhg lq vshfli|lqj d ixoo| frqvlvwhqw prgho ri d

prqhwdu| hfrqrp|/ zh lqwhusuhw - dv wkh lqwhuhvw udwh wdujhwhg e| d prqhwdu| dxwkru0

lw|1 Vr/ fkdqjhv lq - dffrxqw iru wkh vkruw0uxq h�hfwv ri +xqdqwlflsdwhg, prqhwdu|

srolf| dfwlrqv144

Sursrvlwlrq 6 Dq lqfuhdvh lq wkh pdunhw lqwhuhvw udwh - lqfuhdvhv wkh qhw zruwk

udwlr wK dw zklfk edqn �qdqfh ehfrphv ihdvleoh dqg wkh qhw zruwk udwlr wW dw zklfk

hqwuhsuhqhxuv vzlwfk iurp edqn wr pdunhw �qdqfh1 Dv d uhvxow/ pdunhw ohqglqj/ u6c

dqg wrwdo ohqglqj/ uc jr grzq1 Pruhryhu/ li

.EU
��wK �8 �EwK� : .EU mwW �8 �EwW�� +48,

edqn ohqglqj/ uKc dovr jrhv grzq1

Surri Iurp +8, zh jhw
_wK
_-

'
�� wK
-

: f� +49,

Rq wkh rwkhu kdqg/ Sursrvlwlrq 5 lpsolhv wkdw wkh fulwlfdo ydoxh wW lv gh�qhg hlwkhu

h{solflwo| e| wW ' w6c li �6Ew6� : �KEw6�c ru lpsolflwo| e| wkh frqglwlrq �6Ew
W� '

�KEw
W�/ rwkhuzlvh1 Lq wkh �uvw fdvh zh gluhfwo| kdyh

_wW

_-
'

�� wW

-
: f� +4:,

Lq wkh vhfrqg fdvh/ wkh lpsolflw ixqfwlrq wkhruhp jlyhv wkh vdph �qdo h{suhvvlrq dv

lq +4:,1 Wkhvh uhvxowv wrjhwkhu zlwk wkh gh�qlwlrqv +45,0+47, lpso|
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44Lw lv zruwk qrwlqj wkdw prqhwdu| srolf| vkrfnv zrxog kdyh qr h�hfw rq ohqglqj lq wkh devhqfh

ri wkh prudo kd}dug sureohp1 Vshfl�fdoo|/ li s zhuh frqwudfwleoh/ rxu Dvvxpswlrq 5 zrxog lpso|

wkdw doo hqwuhsuhqhxuv +uhjdugohvv ri wkhlu qhw zruwk udwlr, zrxog xqghuwdnh wkhlu surmhfwv xvlqj

pdunhw �qdqfh xqghu d frpprq eruurzlqj udwh1 Khqfh djjuhjdwh ohqglqj dqg lqyhvwphqw zrxog eh

lqvhqvlwlyh wr vpdoo fkdqjhv lq U=
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zkrvh vljq lv dpeljxrxv lq jhqhudo1 Krzhyhu/ +48, lv d vx!flhqw frqglwlrq iru

_uK*_- 	 f/ vlqfh E�� wK�
2 : E�� wW�2��

Sursrvlwlrq 6 lpsolhv wkdw d wljkwhqlqj ri prqhwdu| srolf| surgxfhv d  ljkw wr

txdolw| +l1h1/ d vkliw wrzdugv kljkhu qhw zruwk eruurzhuv, rq wkh sduw ri erwk pdu0

nhw dqg edqn ohqghuv145 Lqwxlwlyho|/ d kljkhu rssruwxqlw| frvw ri fdslwdo wljkwhqv wkh

ohqghuv* sduwlflsdwlrq frqvwudlqw +5,/ zklfk lq wxuq zruvhqv wkh hqwuhsuhqhxuldo prudo

kd}dug sureohp1 Lq whupv ri Iljxuh 5/ wkh lqfuhdvh lq - pryhv erwk wK dqg wW wr

wkh uljkw1 Wkh h�hfw rq wK gluhfwo| uhodwhv wr krz - d�hfwv wkh ihdvlelolw| ri �qdqfh

iru wkh edqn eruurzhu ri orzhvw txdolw|1 Wkh ohvv reylrxv uhvxow rq wW iroorzv iurp

wkh idfw wkdw �6Ew� vkliwv grzq pruh wkdq �KEw�/ ehfdxvh wkh zruvhqlqj ri wkh prudo

kd}dug sureohp lv pruh vhyhuh xqghu pdunhw �qdqfh1 Wkhvh suhglfwlrqv duh frqvlvwhqw

zlwk wkh hpslulfdo �qglqjv wkdw vpdoo/ w|slfdoo| edqn0ghshqghqw/ ohvv oltxlg/ dqg ohvv

fdslwdol}hg �upv vx�hu wkh prvw iurp d wljkwhqlqj ri prqhwdu| srolf|146

Dv iru wkh h�hfwv rq fuhglw djjuhjdwhv/ Sursrvlwlrq 6 lpsolhv wkdw li wkh wrwdo

lqyhvwphqw e| wkh orzhvw txdolw| �upv wkdw eruurz iurp edqnv lv juhdwhu wkdq wkh wrwdo

lqyhvwphqw e| wkh orzhvw txdolw| �upv wkdw eruurz iurp wkh pdunhw/ wkhq d wljkwhqlqj

ri prqhwdu| srolf| uhgxfhv doo fuhglw djjuhjdwhv dv zhoo dv djjuhjdwh lqyhvwphqw1

Rwkhuzlvh/ wkh idoo lq lqyhvwphqw/ pdunhw ohqglqj/ dqg wrwdo ohqglqj lv xqdpeljxrxv/

exw edqn ohqglqj pd| lqfuhdvh gxh wr wkh lq rz ri eruurzhuv wkdw dedqgrq pdunhw

�qdqfh1

Rqh fdq hdvlo| fkhfn wkdw d wljkwhqlqj ri prqhwdu| srolf| lqfuhdvhv wkh vsuhdgv

ehwzhhq wkh eruurzlqj udwhv/ �6Ew� ru �KEw�c dqg wkh pdunhw lqwhuhvw udwh -/ vlqfh

wkh qhjdwlyh lqfhqwlyh h�hfw ri d odujhu - uhgxfhv wkh suredelolw| ri vxffhvv ri doo

surmhfwv1 Wr wkh h{whqw wkdw djjuhjdwh lqyhvwphqw lv gluhfwo| uhodwhg wr ixwxuh rxwsxw/

wklv srvlwlyh h�hfw ri - rq htxloleulxp vsuhdgv/ wrjhwkhu zlwk lwv qhjdwlyh h�hfw

rq djjuhjdwh lqyhvwphqw/ lv frqvlvwhqw zlwk wkh suhglfwlyh frqwhqw lq uhdo rxwsxw

45Iru uhfhqw hylghqfh rq wkh lpsruwdqfh ri wklv  ljkw wr txdolw|/ vhh Ehuqdqnh/ Jhuwohu dqg Jlofkulvw

+4<<9,/ dqg Odqj dqg Qdndpxud +4<<8,1
46Jhuwohu dqg Jlofkulvw +4<<7, dqg Rolqhu dqg Uxghexvfk +4<<8, phdvxuh wkh furvv vhfwlrqdo

lqflghqfh ri wkh eurdg fuhglw fkdqqho xvlqj wkh idfw wkdw vpdoo �upv whqg wr kdyh d orzhu qhw zruwk

udwlr wkdq odujh �upv1 Wkh| surylgh hylghqfh ri wkh vljql�fdqwo| juhdwhu uhvsrqvh ri vpdoo �upv

wr prqhwdu| srolf| vkrfnv1 Vlploduo| Rolqhu dqg Uxghexvfk +4<<9d, vkrz wkdw wkh vhqvlwlylw| ri

lqyhvwphqw wr fdvk  rz lv odujhu dprqj vpdoo �upv1 Lq d pruh gluhfw whvw/ Jlofkulvw dqg ]dnudmvhn

+4<<8, �qg wkdw wkh uhvsrqvh ri lqyhqwru| lqyhvwphqw wr fdvk  rz lqfuhdvhv prqrwrqlfdoo| dfurvv

wkh irxu ohyhudjh fdwhjrulhv wkh| frqvlghu1
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htxdwlrqv ri wkh vsuhdg ehwzhhq wkh frpphufldo sdshu udwh dqg wkh Wuhdvxu| eloo udwh

+Vwrfn dqg Zdwvrq/ 4<;<> Iulhgpdq dqg Nxwwqhu/ 4<<5,1

Orrnlqj dw wkh ehkdylru ri wkh djjuhjdwh txdqwlwlhv ri vkruw0whup edqn ordqv

dqg frpphufldo sdshu/ Ndvk|ds/ Vwhlq/ dqg Zlofr{ +4<<6,/ khqfhiruwk NVZ/ irxqg

wkdw d wljkwhqlqj ri prqhwdu| srolf| uhgxfhv edqn ohqglqj uK/ exw lq frqwudvw zlwk

wkh suhglfwlrqv ri rxu prgho lqfuhdvhv pdunhw ohqglqj u61 Wkh| dovr irxqg wkdw d

wljkwhqlqj ri prqhwdu| srolf| ghfuhdvhv zkdw wkh| fdoohg wkh �qdqflqj pl{ yduldeoh

> ' uK*u/ wkdw lv/ wkh iudfwlrq ri vkruw0whup fuhglw wkdw frphv iurp edqn ordqv1 Lq

wkh frqwh{w ri rxu prgho/ +4;, dqg +4<, lpso|

_>

_-
'

�

u

�
E�� >�
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�

_u6
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�
c

zkrvh vljq lv dpeljxrxv lq jhqhudo1 Krzhyhu/ zkhq > lv vx!flhqwo| odujh zh jhw

_>*_- : f� Wkhvh uhvxowv vxjjhvw wkdw wkh hylghqfh uhsruwhg e| NVZ fdqqrw eh

h{sodlqhg lq ixoo zlwk rxu vlpsoh prgho ri wkh eurdg fuhglw fkdqqho/ dqg vxssruw wkhlu

lqwhusuhwdwlrq wkdw d glvwlqfw edqn ohqglqj fkdqqho pd| eh lq rshudwlrq1 Qhyhuwkhohvv

wkh hylghqfh lq NVZ lv vwloo frqwuryhuvldo1 Lq sduwlfxodu/ wkh olwhudwxuh wkhuhdiwhu kdv

srlqwhg rxw wkdw wkh revhuyhg ehkdylru ri vkruw0whup fuhglw pd| uhodwh wr furvv0

vhfwlrqdo gl�huhqfhv lq lqyhqwru| srolflhv dqg wkh uhfrxuvh wr wudgh fuhglw zklfk fdq

rqo| eh surshuo| frqwuroohg iru xvlqj pruh glvdjjuhjdwhg gdwd147

8 Wkh Edqn Ohqglqj Fkdqqho

Wkh olwhudwxuh rq wkh h{lvwhqfh ri d edqn ohqglqj fkdqqho vwuhvvhv wkdw prqhwdu|

vkrfnv lq xhqfh uhdo hfrqrplf dfwlylw|/ lq sduw/ e| hvshfldoo| d�hfwlqj wkh dydlodelolw|

ri edqn fuhglw1 Wklv ylhz exlogv xsrq wzr nh| k|srwkhvlv= +K�, prqhwdu| vkrfnv

fdxvh odujhu vkliwv lq wkh vxsso| ri edqn ordqv wkdq lq wkh vxsso| ri rwkhu irupv

ri fuhglw/ dqg +K2, eruurzhuv fdqqrw frvwohvvo| uhsodfh edqn ordqv zlwk rwkhu irupv

ri fuhglw1 Uhvhdufkhuv kdyh w|slfdoo| wdnhq erwk k|srwkhvlv iru judqwhg udwkhu wkdq

ghulylqj wkhp iurp �uvw sulqflsohv148

47Jhuwohu dqg Jlofkulvw +4<<6, dqg Rolqhu dqg Uxghexvfk +4<<9e, vkrz wkdw prqhwdu| frqwudfwlrqv

vlqfh wkh plg04<:3v kdyh surpswhg d uhdoorfdwlrq ri fuhglw wrzdug odujh �upv exw qrw d vljql�fdqw

vkliw lq wkh pl{ yduldeoh iru hlwkhu vpdoo ru odujh �upv1
48Vhh/ iru h{dpsoh/ wkh prghov lq Ehuqdqnh dqg Eolqghu +4<;;, dqg NVZ1
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Rxu ehqfkpdun prgho douhdg| gholyhuv K2/ exw lwv shuihfwo| hodvwlf vxsso| ri pdu0

nhw dqg edqn ohqglqj fdqqrw surgxfh K�1 Wkh sxusrvh ri wklv vhfwlrq lv wr h{whqg

wkh prgho lq wzr gluhfwlrqv zklfk pd| |lhog K�= ghsrvlw lqwhuhvw udwh fhlolqjv dqg

fdslwdo uhtxluhphqwv149 Erwk uhjxodwlrqv kdyh riwhq ehhq phqwlrqhg dv srvvleoh fdxvhv

ri d glvwlqfw uhdfwlrq ri wkh vxsso| ri edqn ordqv wr d wljkwhqlqj ri prqhwdu| srolf|1

Zh zdqw wr h{dplqh zkhwkhu wkhlu suhvhqfh fkdqjhv wkh frpsdudwlyh vwdwlf uhvxowv

ghulyhg lq wkh suhylrxv vhfwlrq1

Wr vwduw zlwk/ frqvlghu d yduldwlrq ri rxu prgho lq zklfk wkh udwhv ri uhwxuq

uhtxluhg e| edqnv +-K, dqg pdunhw ohqghuv +-6, fdq gl�hu1 Zkhq wkh| duh vx!flhqwo|

forvh/ wkh fkdudfwhul}dwlrq ri wkh uhjlrqv ri edqn dqg pdunhw �qdqfh lv lghqwlfdo wr

wkdw ghulyhg ehiruh/ zlwk d plqlpxp qhw zruwk udwlr wK/ lqfuhdvlqj lq -K/ iru zklfk

edqn �qdqfh lv yldeoh/ dqg d qhw zruwk udwlr wW/ ghfuhdvlqj lq -K dqg lqfuhdvlqj lq

-6/ iru zklfk hqwuhsuhqhxuv vzlwfk iurp edqn wr pdunhw �qdqfh1 Iurp khuh zh fdq

gh�qh wkh ixqfwlrqv

uKE-Kc
3

-6
n

�c u6E-Kc
n

-6
3

�c dqg uE-K
3

�c

wkdw ghvfuleh wkh ehkdylru ri edqn/ pdunhw/ dqg wrwdo ohqglqj/ uhvshfwlyho|14:

Qrwlfh wkdw li d wljkwhqlqj ri prqhwdu| srolf| lqgxfhv d juhdwhu lqfuhdvh lq -K wkdq

lq -6/ wkhq lw pd| eh srvvleoh wr jhw d uhgxfwlrq lq wkh fulwlfdo ydoxh wW1 Frqvlvwhqw

zlwk wkh �qglqjv lq NVZ/ wklv zrxog lpso| dq lqfuhdvh lq pdunhw ohqglqj u6 dqg d

ghfuhdvh lq wkh �qdqflqj pl{ yduldeoh > ' uK*u� Wkh iroorzlqj yduldwlrqv ri rxu prgho

dwwhpsw wr h{sodlq zk| -6 dqg -K fdq gl�hu dqg fdq dovr eh gl�huhqwo| d�hfwhg e|

prqhwdu| vkrfnv1

814 Ghsrvlw lqwhuhvw udwh fhlolqjv

Dvvxph wkdw edqn �qdqfh lv h{foxvlyho| surylghg e| d fodvv ri shuihfwo| frpshwlwlyh

�qdqfldo lqwhuphgldulhv zklfk fdq rqo| udlvh ixqgv lq wkh irup ri edqn ghsrvlwv (

+dqg/ iru vlpsolflw|/ kdyh qr fdslwdo,1 Edqn ghsrvlwv/ xqolnh pdunhw vhfxulwlhv/ surylgh

49Lqirupdwlrqdo dv|pphwulhv dqg djhqf| sureohpv d�hfwlqj edqnv surylgh dowhuqdwlyh +dqg pruh

lqwulqfdwh, dyhqxhv1 Iru lqvwdqfh/ wkh sureohp ri edqn sdqlfv lq Ehuqdqnh +4<;6, ru wkh prudo

kd}dug sureohp ehwzhhq edqnv dqg lqyhvwruv lq Kropvwurp dqg Wluroh +4<<:,1
4:Wkh vljqv ehorz wkh dujxphqwv duh wkrvh ri wkh fruuhvsrqglqj sduwldo ghulydwlyhv/ zklfk duh

lpphgldwh wr ghulyh1
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vrph wudqvdfwlrq vhuylfhv1 Wkhvh vhuylfhv duh ydoxdeoh wr vrph lqyhvwruv zkr pd|/

frqvhtxhqwo|/ dffhsw d ghsrvlw udwh/ -_/ ehorz wkh h{shfwhg udwh ri uhwxuq ri pdunhw

vhfxulwlhv/ -61 Pruhryhu/ dvvxph wkdw -6 ' -/ zkhuh - lv wkh lqwhuhvw udwh wdujhwhg

e| wkh prqhwdu| dxwkrulw|1 Li -_ 	 -/ edqnv idfh d vxsso| ri ghsrvlwv zklfk lv

uhsuhvhqwhg e| d ixqfwlrq(E-_c -�/ lqfuhdvlqj lq -_ dqg ghfuhdvlqj lq-1 Lq frqwudvw/

li -_ ' -/ wkh| dffhvv wkh zkroh pdunhw vxsso| ri ixqgv/ zklfk lv shuihfwo| hodvwlf dw

wkh udwh -1 Vxssrvh/ krzhyhu/ wkdw uhjxodwlrq hvwdeolvkhv d elqglqj fhlolqj -_ 	 -

rq wkh ghsrvlw udwh1

Edqnv fdq surylgh erwk pdunhw �qdqfh dqg edqn ordqv1 Li wkh vxsso| ri edqn

ghsrvlwv (E-_c -� lv juhdwhu wkdq wkh ghpdqg iru edqn ordqv dw -K ' -/ edqnv zloo

xvh wkhlu h{fhvv ixqgv wr surylgh pdunhw �qdqfh1 Rwkhuzlvh wkh| zloo rqo| surylgh

edqn ordqv dqg zh zloo kdyh -K : -/ uh hfwlqj wkh vfduflw| ri edqnv* ordqdeoh ixqgv1

Lq sduwlfxodu/ -K zloo eh ghwhuplqhg e| wkh htxloleulxp frqglwlrq=

(E-_c -� ' uKE-Kc -�� +53,

Lq wklv fdvh/ li iroorzlqj d wljkwhqlqj ri prqhwdu| srolf| +dq lqfuhdvh lq -, wkh

fhlolqj -_ uhpdlqv xqfkdqjhg/ lqyhvwruv zloo uhgxfh wkhlu vxsso| ri ghsrvlwv dqg edqnv

zloo eh irufhg wr fxw grzq wkhlu ordqv e| wkh vdph dprxqw1 Wkh pdjqlwxgh ri wkh

uhgxfwlrq lq uK zloo rqo| ghshqg rq wkh hodvwlflw| ri wkh vxsso| ri ghsrvlwv wr wkh

pdunhw lqwhuhvw udwh -1 Wkhuhiruh/ li lqyhvwruv* vxevwlwxwdelolw| ehwzhhq edqn gh0

srvlwv dqg pdunhw vhfxulwlhv lv vx!flhqwo| kljk/ wkh zhgjh ehwzhhq -K dqg - zloo

lqfuhdvh dqg frqvhtxhqwo| wW pd| idoo1 Wkxv/ wkh h{lvwhqfh ri lqwhuhvw udwh fhlolqjv

pd| ohdg wr dq lqfuhdvh lq wkh lvvxdqfh ri pdunhw vhfxulwlhv gxulqj hslvrghv ri wljkw

prqh|/ vr lw surylghv d fdqglgdwh h{sodqdwlrq iru wkh �qglqjv ri NVZ1 Vxssruwlqj

wklv lqwhusuhwdwlrq/ Iulhgpdq dqg Nxwwqhu +4<<6e, grfxphqw wkdw wkh ehkdylru ri

frpphufldo sdshu lq wkh odvw wzr uhfhvvlrqv +zkhq Uhjxodwlrq ' lqwhuhvw udwh fhlolqjv

zhuh qr orqjhu lq sodfh, glg qrw iroorz wkh dyhudjh srvw0zdu sdwwhuq kljkoljkwhg e|

NVZ14;

Li zh zhuh wr uhod{ wkh dvvxpswlrq wkdw edqnv fdq rqo| udlvh ixqgv lq wkh irup

ri fruh +lqwhuhvw udwh uhjxodwhg, ghsrvlwv �iru h{dpsoh/ li edqnv zhuh deoh wr lvvxh

4;Xqghu UhjxodwlrqT/ fhlolqjv rq ghsrvlw udwhv zhuh vrphwlphv xvhg iru prqhwdu| srolf| sxusrvhv1

Htxdwlrq +53, doorzv xv wr h{dplqh wkh lpsdfw ri d uhgxfwlrq lq Ug1 Ghsrvlw vxsso| zloo idoo/ iruflqj

edqnv wr fxw wkhlu ohqglqj1 Frqvhtxhqwo|/ Ue zloo jr xs/ vr �e zloo lqfuhdvh dqg �� zloo ghfuhdvh1

Khqfh pdunhw ohqglqj zloo lqfuhdvh/ dqg edqn ohqglqj/ wrwdo ohqglqj/ dqg lqyhvwphqw zloo idoo1
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fhuwl�fdwhv ri ghsrvlw +FGv, dw wkh pdunhw lqwhuhvw udwh -�/ wkh htxloleulxp zrxog

eh wkh vdph dv lq rxu lqlwldo prgho/ h{fhsw wkdw qrz edqnv zrxog eh deoh wr fryhu

sduw ri wkhlu lqwud0pdujlqdo �qdqflqj zlwk fkhds ghsrvlwv/ wkxv hduqlqj d uhqw1 Rqh

fdq dujxh/ krzhyhu/ wkdw �qdqfldo lpshuihfwlrqv dw wkh ohyho ri wkh edqnv pd| lpshgh

wkhp wr dffhvv d shuihfwo| hodvwlf ghpdqg iru FGv +vhh Ndvk|ds dqg Vwhlq/ 4<<8,1

Lq vxfk fdvh/ wkh ohyho ri fruh ghsrvlwv zrxog eh uhohydqw wr ghwhuplqh wkh edqnv*

pdujlqdo frvw ri ixqgv/ dqg wkh txdolwdwlyh uhvxowv ghulyhg lq wklv vhfwlrq zrxog vwloo

krog1

815 Fdslwdo uhtxluhphqwv

Vxssrvh qrz wkdw ghsrvlw lqwhuhvw udwh fhlolqjv duh qrw lq sodfh exw edqnv duh vxemhfw

d fdslwdo dghtxdf| uhtxluhphqw1 Lq sduwlfxodu/ wkh| duh reoljhg wr ixqg d iudfwlrq

� ri wkhlu ohqglqj zlwk wkhlu rzq fdslwdo g1 Pruhryhu/ dvvxph iru vlpsolflw| wkdw

wkh vxsso| ri edqn ghsrvlwv lv shuihfwo| hodvwlf dw wkh lqwhuhvw udwh -/ dqg frqvlghu d

vkruw0uxq vlwxdwlrq lq zklfk edqnv duh hqgrzhg zlwk d �{hg dprxqw ri fdslwdo g1 Lq

wklv vlwxdwlrq/ edqnv* fdsdflw| wr ohqg lv erxqghg e| g*�1 Li wkh ghpdqg iru edqn

ordqv dw -K ' - lv juhdwhu wkdq wklv erxqg/ wkh fdslwdo uhtxluhphqw zloo eh elqglqj/

edqnv zloo rqo| surylgh edqn ordqv/ dqg zh zloo kdyh -K : -1 Vshfl�fdoo|/ -K zloo eh

ghwhuplqhg e| wkh htxloleulxp frqglwlrq=

g*� ' uKE-Kc -�� +54,

Iurp wklv h{suhvvlrq/ lw iroorzv wkdw elqglqj fdslwdo uhtxluhphqwv dowhu wkh wudqv0

plvvlrq ri prqhwdu| srolf| vkrfnv1 Prvw lpsruwdqwo|/ wkh wrwdo dprxqw ri edqn

ohqglqj uK lv ghwhuplqhg e| g*�/ vr lw grhv qrw ghshqg rq -1 Qhyhuwkhohvv/ fkdqjhv

lq - kdyh erwk glvwulexwlrqdo dqg djjuhjdwh h�hfwv1 Iru d jlyhq -K/ wkh �uvw uhdfwlrq

wr dq lqfuhdvh lq - zloo eh wkdw wkh ohdvw fdslwdol}hg �upv jhwwlqj pdunhw �qdqfh zloo

zdqw wr vkliw wr edqn �qdqfh1 Dv edqn ohqglqj fdsdflw| lv olplwhg/ wklv zloo jhqhudwh

dq xszdug suhvvxuh rq -K/ udlvlqj wK1 Wkh uhvxow lv d  ljkw wr txdolw| xs wr wkh srlqw

zkhuh wkh dprxqw ri edqn ordqv orvw lq wkh orzhu wdlo ri wkh glvwulexwlrq ri qhw zruwk

udwlrv htxdov wkh dprxqw jdlqhg lq wkh xsshu wdlo1 Dw wkh djjuhjdwh ohyho/ pdunhw

ohqglqj/ wrwdo ohqglqj/ dqg lqyhvwphqw zloo idoo/ zklovw edqn ohqglqj zloo uhpdlq xq0

fkdqjhg1 Wkxv/ elqglqj fdslwdo uhtxluhphqwv pdnh edqn ohqglqj +dqg lqyhvwphqw,
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ohvv vhqvlwlyh wr fkdqjhv lq - +dq h�hfw qrwhg e| Ndvk|ds dqg Vwhlq/ 4<<7,/ exw wkh|

fdqqrw gluhfwo| h{sodlq wkh NVZ uhvxowv14<

Krzhyhu/ fdslwdo uhtxluhphqwv fuhdwh qhz vrxufhv ri  xfwxdwlrqv lq fuhglw djjuh0

jdwhv1 Lq sduwlfxodu/ iurp +54,/ d idoo lq g ru dq lqfuhdvh lq � zloo surgxfh d fuhglw

fuxqfk= edqn ohqglqj dqg lqyhvwphqw zloo idoo/ dqg wkh kljkhvw txdolw| edqn eruurzhuv

zloo vkliw wr pdunhw �qdqfh153 54 Wklv lv lpsruwdqw vlqfh wkhuh duh uhdvrqv wr wklqn

wkdw vkruw0uxq  xfwxdwlrqv lq g duh qrw lqghshqghqw ri prqhwdu| srolf|1 Vrph orqj0

whup edqn dvvhwv hqwdlo �{hg lqwhuhvw udwhv zkhuhdv wkh uhwxuqv ri pdq| vkruw0whup

edqn oldelolwlhv duh forvho| olqnhg wr pdunhw lqwhuhvw udwhv1 Lqfuhdvhv lq - lq vxfk dq

hqylurqphqw zloo jhqhudwh orvvhv wr wkh edqnv/ wkhuhe| uhgxflqj g dqg khqfh wkhlu

fdsdflw| wr ohqg1 Lw lv dovr zhoo grfxphqwhg wkdw edqnv* sur�wv ghwhulrudwh dw wkh

rxwvhw ri uhfhvvlrqv dv d uhvxow ri wkh lqfuhdvh lq ghidxow udwhv1 Lq d zruog ri elqglqj

fdslwdo uhtxluhphqwv/ edqnv* ohqglqj fdsdflw| zrxog frqvhtxhqwo| ghfolqh1 Iru wkhvh

uhdvrqv/ pryhphqwv lq edqn fdslwdo pljkw dovr surylgh dq h{sodqdwlrq iru wkh ghfolqh

ri edqn ordqv uhodwlyh wr pdunhw ohqglqj gxulqj hslvrghv ri wljkw prqh|1

9 Frqfoxvlrq

Zh kdyh ghyhorshg d prgho ri wkh fkrlfh ehwzhhq pdunhw dqg edqn ohqglqj lq rughu

wr surylgh d iudphzrun iru dqdo|}lqj wkh gl�huhqw vwudqgv ri wkh fuhglw ylhz ri wkh

wudqvplvvlrq ri prqhwdu| srolf|1 Wkh prgho lv edvhg rq d vlpsoh prudo kd}dug

sureohp ehwzhhq hqwuhsuhqhxuv dqg wkhlu ohqghuv wkdw edqnv fdq dpholrudwh wkurxjk

prqlwrulqj1 Zh kdyh fkdudfwhul}hg d fuhglw pdunhw htxloleulxp lq zklfk �upv zlwk

kljk qhw zruwk udwlrv suhihu pdunhw ohqglqj/ wkrvh zlwk lqwhuphgldwh qhw zruwk jhw

edqn ohqglqj/ dqg wkrvh zlwk olwwoh qhw zruwk duh xqdeoh wr eruurz1

Wkh dqdo|vlv ri wkh uhvsrqvh ri wklv htxloleulxp wr fkdqjhv lq wkh vwdqfh ri prqh0

wdu| srolf| kdv lghqwl�hg wkh pdlq lpsolfdwlrqv ri d eurdg fuhglw fkdqqho iru prqhwdu|

4<Wkh �qdqflqj pl{ yduldeoh � @ Oe@O zloo lqfuhdvh udwkhu wkdq ghfuhdvh diwhu d ulvh lq U1
53Uhfhqw hyhqwv vhhp wr looxvwudwh wklv srvvlelolw|1 Iru h{dpsoh/ wkh ghfolqh ri edqn ohqglqj lq wkh

XV gxulqj wkh prqwkv suhfhglqj wkh f|folfdo shdn ri 4<<3 kdv ehhq uhodwhg wr wkh ulvh lq fdslwdo

uhtxluhphqwv lq 4<;< +vhh Ehuqdqnh dqg Orzq/ 4<<4,1
54Kropvwurp dqg Wluroh +4<<:, rewdlq wklv uhvxow lq d prgho zkhuh d plqlpxp lqyhvwphqw ri

edqnv* rzq ixqgv lv qhfhvvdu| iru edqnhuv wr kdyh lqfhqwlyhv wr prqlwru wkhlu eruurzhuv/ vr �fdslwdo

uhtxluhphqwv� duh hqgrjhqrxv1
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wudqvplvvlrq1 D wljkwhqlqj ri prqhwdu| srolf| +l, uhgxfhv djjuhjdwh lqyhvwphqw/ dv

zhoo dv wkh dprxqwv ri pdunhw dqg +xqghu fhuwdlq frqglwlrqv, edqn ohqglqj/ +ll, zlghqv

wkh vsuhdgv ehwzhhq wkh lqwhuhvw udwhv fkdujhg wr wkh eruurzhuv dqg wkh ulvnohvv lq0

whuhvw udwh/ dqg +lll, surgxfhv d  ljkw wr txdolw|/ l1h1 d vkliw wrzdugv kljkhu qhw zruwk

eruurzhuv1 Wkhvh uhvxowv vhhp eurdgo| frqvlvwhqw zlwk wkh hylghqfh/ dowkrxjk wkh| idlo

wr surgxfh d ulvh lq pdunhw ohqglqj gxulqj prqhwdu| frqwudfwlrqv1 Zkhq wkh prgho

lv h{whqghg wr lqfrusrudwh wkh srvvleoh fdxvhv ri d glvwlqfw edqn ohqglqj fkdqqho/ zh

�qg wkdw ghsrvlw lqwhuhvw udwh fhlolqjv olnh wkrvh ri Uhjxodwlrq ' fdq h{sodlq wklv

ehkdylru1 Rq wkh rwkhu kdqg/ fdslwdo uhtxluhphqwv pd| rqo| h{sodlq lw li prqhwdu|

frqwudfwlrqv duh iroorzhg e| ghfolqhv lq edqn fdslwdo1

Ryhudoo/ wkh phfkdqlvpv xqghuo|lqj wkh eurdg fuhglw fkdqqho vhhp idluo| urexvw/

dqg wkh hpslulfdo hylghqfh dw erwk wkh pdfur dqg wkh plfur ohyho vxssruwv wkhlu

uhohydqfh1 Rxu prgho lv deoh wr fdswxuh wkhvh phfkdqlvpv dw wkh frvw ri juhdw vlpsol0

�fdwlrq1 Ixuwkhu uhvhdufk lq wklv duhd vkrxog dlp dw vxuprxqwlqj wkh pdlq olplwdwlrqv

ri rxu dqdo|vlv1 Lq sduwlfxodu/ lwv vwdwlf sduwldo htxloleulxp qdwxuh dqg wkh dvvxps0

wlrq/ uhodwhg wr wkh gl!fxowlhv ri vshfli|lqj d ixoo| frqvlvwhqw prgho ri d prqhwdu|

hfrqrp|/ wkdw prqhwdu| srolf| dfwv gluhfwo| rq wkh ulvnohvv lqwhuhvw udwh1
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Uhihuhqfhv
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^48` Jhuwohu/ Pdun/ dqg Jlofkulvw/ Vlprq +4<<7,/ �Prqhwdu| Srolf|/ Exvlqhvv F|fohv/
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        Figure 1. Utilities under Market and Bank Lending
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    Figure 2. Equilibrium Borrowing Rates

1 

1.2 

1.4 

1.6 

1.8 

2 

2.2 

2.4 

0.45 0.5 0.55 0.6 0.65 0.7 0.75 0.8 0.85 

Market
lending

Bank
lending

No
lending

 1

Borrowing
rates

Net worth
ratios


