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Abstract: 

This paper applies a static model of an interest rate corridor to the Canadian data, and estimates the aggregate
demand for central-bank settlement balances in the Large Value Transfer System (LVTS). The empirical
specification controls for various calendar effects that have been shown to cause fluctuations in LVTS payment
flows. The analysis takes into account the downward divergence of the overnight interest rate from the target
rate, which has been persistent since 2005. The results suggest that a target of $3 billion for LVTS settlement
balances does not seem excessive during the time period when Canadian monetary policy was operating at the
effective lower bound (ELB). Specifically, the model projects that, if the consistent downward divergence of
overnight interest rate is taken into account, then on average $2.405 billion of LVTS settlement balances would
probably have been sufficient to achieve the goal of keeping the overnight interest rate at or very close to the
lower bound of the corridor. However, by targeting a slightly higher level, the Bank of Canada could be 95%
certain that the overnight interest rate would on average not exceed its policy rate at the lower bound of the
corridor. In addition, the estimation shows that the point elasticity of overnight interest rate is around 0.17 when
the daily level of settlement balances is targeted at $3 billion under the ELB framework.

Subjects: 

Interest rates 

A service of the

zbw (http://www.zbw.eu)

https://www.econstor.eu/
https://www.econstor.eu/
https://www.econstor.eu/handle/10419/53154
https://www.econstor.eu/handle/10419/53155
https://www.econstor.eu/bitstream/10419/80792/1/716245582.pdf
https://www.econstor.eu/browse?type=author&value=Zhang%2C+Nellie
http://www.zbw.eu/


 

Files in This Item:

 

 
 
 
 

Items in EconStor are protected by copyright, with all rights reserved, unless otherwise indicated.

te est ates 
Monetary policy implementation 
Payment, clearing, and settlement systems

JEL: 

G01 
E40 
E50 
C36

Persistent Identifier of the first edition: 

doi:10.34989/swp-2012-15

Document Type: 

Working Paper

Appears in Collections:

Bank of Canada Staff Working Papers 

Is cited by:

5 documents.

Cites the following sources:

16 sources.

File Size

716245582.pdf
(https://www.econstor.eu/bitstream/10419/80792/1/71
6245582.pdf) 

717.53 kB

Download Statistics (/esstatistics/10419/80792?year=2024&month=2)

BibTeX-Export (/bibtexexport/10419/80792/Zhang2012Estimating.bib)

    

Contact (/contact) | Imprint (/Impressum) | Privacy (/Datenschutz) | Sitemap (/staticpagessitemap) | Accessibility (/erklaerung-zur-barrierefreiheit) | Deutsch (?locale=de)

A service of the

zbw (http://www.zbw.eu)

https://doi.org/10.34989/swp-2012-15
https://www.econstor.eu/escollectionhome/10419/53155
javascript:void(0);
javascript:void(0);
https://www.econstor.eu/bitstream/10419/80792/1/716245582.pdf
https://www.econstor.eu/esstatistics/10419/80792?year=2024&month=2
https://www.econstor.eu/bibtexexport/10419/80792/Zhang2012Estimating.bib
https://twitter.com/intent/tweet?text=Estimating%20the%20demand%20for%20settlement%20balances%20in%20the%20Canadian%20large%20value%20transfer%20system&url=https%3A%2F%2Fhdl.handle.net%2F10419%2F80792
https://www.facebook.com/sharer/sharer.php?u=https%3A%2F%2Fhdl.handle.net%2F10419%2F80792
whatsapp://send?text=Estimating%20the%20demand%20for%20settlement%20balances%20in%20the%20Canadian%20large%20value%20transfer%20system%20https%3A%2F%2Fhdl.handle.net%2F10419%2F80792
https://t.me/share/url?url=https%3A%2F%2Fhdl.handle.net%2F10419%2F80792
https://reddit.com/submit?url=https%3A%2F%2Fhdl.handle.net%2F10419%2F80792&title=Estimating%20the%20demand%20for%20settlement%20balances%20in%20the%20Canadian%20large%20value%20transfer%20system
https://www.econstor.eu/contact
https://www.econstor.eu/Impressum
https://www.econstor.eu/Datenschutz
https://www.econstor.eu/staticpagessitemap
https://www.econstor.eu/erklaerung-zur-barrierefreiheit
https://www.econstor.eu/handle/10419/80792?locale=de
http://www.zbw.eu/

