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Abstract

The convenience yield differential between on- and off-the-run Treasury securities

with identical maturities has two components. A non-cyclical component may arise

due to the higher illiquidity of off-the-run bonds. Also, trading in the market for

the next issue often causes cyclical shortages of the on-the-runs. When this occurs,

owners of the on-the-run bond can earn riskless profits by borrowing at a special

repo rate while lending at the prevailing risk free market rate. This second

component of the convenience yield, induced by the auction, is cyclical. We first

show that special repo rates and the convenience yield are jointly cyclical over the

auction cycle. The patterns are statistically significant and pervasive. Repo

specials are highest around the announcement day and disappear by the issue day.

The off- minus on-the-run yield spread is highest at the beginning of the cycle and

collapses near its end, consistent with a decreasing present value of profits over a

decreasing horizon. Second, we develop a first no-arbitrage continuous-time

Log in

Menu Search Cart

Home  Review of Derivatives Research  Article

A Model of the Convenience Yields in On-
the-Run Treasuries
Published: August 2004

Volume 7, pages 79–97, (2004) Cite this article

Aims and scope

Submit manuscript

Review of Derivatives Research

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 96 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://link.springer.com/article/10.1023/B:REDR.0000031174.07795.51/metrics
https://link.springer.com/
https://idp.springer.com/auth/personal/springernature?redirect_uri=https://link.springer.com/article/10.1023/B:REDR.0000031174.07795.51
https://order.springer.com/public/cart
https://link.springer.com/
https://link.springer.com/journal/11147
https://link.springer.com/journal/11147/aims-and-scope
https://submission.springernature.com/new-submission/11147/3
https://link.springer.com/journal/11147
https://link.springer.com/privacystatement


model, with both interest and special repo rates stochastic, that prices the on-the-

run bonds that command this convenience yield. A simple implementation of the

model can generate yields consistent with the evidence.
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