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Abstract

This study investigates how banks design financial products to cater to
yield-seeking investors. We focus on a large market of investment
products targeted exclusively at households: retail structured products.
These products typically offer a high return under their best-case
scenario—the headline rate—that is nested in a complex payoff
formula. Using a text analysis of the payoff formulas of the 55,000
products issued in Europe from 2002 to 2010, we measure product
headline rates, complexity, and risk. Over this period, product headline
rates depart from the prevailing interest rates as the latter decrease,
complexity increases, and risky products become more common. In the
cross section, the headline rate of a product is positively correlated with
its level of complexity and risk. Higher headline rate, more complex,
and riskier products appear more profitable to the banks distributing
them. Our results suggest that financial complexity is a by-product of
banks catering to yield-seeking investors.

© The Author(s) 2017. Published by Oxford University Press, on behalf of the President and
Fellows of Harvard College. All rights reserved. For Permissions, please email:
journals.permissions@oup.com

JEL: D12 - Consumer Economics: Empirical Analysis, D18 - Consumer
Protection, G1 - General Financial Markets, 122 - Educational Finance;
Financial Aid

Issue Section: Article

Oxford University Press uses cookies to enhance your experience on our website. By selecting ‘accept

agreeing to our use of cookies. You can change your cookie settings at any time. More information ca
our Cookie Policy.



https://doi.org/10.1093/qje/qjx007
mailto:journals.permissions@oup.com
https://academic.oup.com/qje/search-results?page=1&tax=JEL/D12
https://academic.oup.com/qje/search-results?page=1&tax=JEL/D18
https://academic.oup.com/qje/search-results?page=1&tax=JEL/G1
https://academic.oup.com/qje/search-results?page=1&tax=JEL/I22
https://academic.oup.com/qje/search-results?f_TocHeadingTitle=Article
https://global.oup.com/cookiepolicy/?cc=gb

Sign in O Get help with access

Personal account Institutional access

¢ Signin with email/username &
password

Sign in through your institution >

* Getemailalerts Sign in with a library card

e Save searches Sign in with
ign in wi

* Purchase content username/password

® Activate your purchase/trial code Recommend to your librarian

Institutional account

management

Sign in as administrator

Purchase

Subscription prices and ordering for this journal

Purchasing options for books and journals across Oxford Academic

Short-term Access

To purchase short-term access, please sign in to your personal account above.

Don't already have a personal account? Register

Catering to Investors Through Security Design: Headline Rate and Complexity* - 24 Hours
access

EUR €38.00 GBP £33.00 USD $41.00

Rental

Oxford University Press uses cookies to enhance your experience on our website. By selecting ‘accept
agreeing to our use of cookies. You can change your cookie settings at any time. More information ca
our Cookie Policy.



https://www.deepdyve.com/lp/ou-press/catering-to-investors-through-security-design-headline-rate-and-xcC9OnFbT0?key=OUP
javascript:;
https://academic.oup.com/my-account/register?siteId=5504&returnUrl=http%3a%2f%2facademic.oup.com%2fqje%2farticle-abstract%2f132%2f3%2f1469%2f3057435%3flogin%3dfalse
javascript:;
https://oup-sp.sams-sigma.com/shib?dest=RedirectUrlPlaceholder
javascript:;
javascript:;
https://academic.oup.com/pages/get-help-with-access/recommend-to-your-librarian?journal=qje
javascript:
https://academic.oup.com/qje/Subscribe/CurrentYear
https://academic.oup.com/pages/purchasing
https://academic.oup.com/my-account/register?siteId=5504&returnUrl=https://academic.oup.com%2fqje%2farticle-abstract%2f132%2f3%2f1469%2f3057435%3fredirectedFrom%3dfulltext
javascript:;
https://global.oup.com/cookiepolicy/?cc=gb

