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Recap of Main Results

 The new operational procedures of March
2004 reduce the maturity of the main
reflnancing operations, and synchronize
the timing of the interest rate decisions
with the maintenance period.

* The period before March 2004 (when the
new operational procedures were
Installed) differs from the period after
March 2004 for the volatility of the Eonia.



Recap of Main Results

* The reduction of the volatility of the Eonia
translates into a reduction in volatility
along the yield curve.

e This Is especially true of the “non-
seasonal” volatility.



A “Natural Experiment”

 Before and after the rules are in place.
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Was Sherlock Holmes Right?
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And yet....
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Yield Curve



Reduced form...



INn a strange time, the world
around.



US YIELD CURVE

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

September 11, 2006

April 1, 2005

June 30, 2004

N T T T T T T T T T e e R




T-BILL SPREAD
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(thank you Joachim Keller)



Reactiol

Loadings (differences)
principal conponent analysis

— Loading 1
Loading 2

Loading 3

Month




Cumulative Variance Proportion

0.95 -

09 -

0.85

0.8

0.75

/

Factor 1

Factor 2 Factor 3 Factor 4

- Cumulative Variance Proportion

Factor 5




Eonia and Component Series
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Has every other possibility
been ruled out?



Before we say this...



Before we say this...

 \We have a great need for specification
testing.



Before we say this...

 \We have a great need for specification
testing.
— (Arch(6) seems a bit odd.)



Strengths of reduced form.
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