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EAY (Effective Annual Yield) - The True Return (Compounding)

. = h — w9 !
Y, M_ BEY (Bond Equivalent Yield) - The Market Convention (Simple Addition) i
Ignores compounding within the year. 0 Accounts for reinvestment (Interest on Interest).
#— F ( A Start of Year Month 6 Month12 | Startof Year Month 6 Month 12
[hﬂ &e‘ﬂ , i T
'
i /> O N
i
50 Co i +$2.50 O
Q7 il
: Second $50

First $50

' Coupon Coupon

i 4%

L3 i X
'
Total Received : T;UVM Calculation:

5%+ 5% = 10.0% $100 : P (1+0.05)-1=10.25% )

\
Result: UNDERSTATES RETURN. : Result: ACCURATE WEALTH GENERATION.
Ut ) The actual economic return.

seful for quoting, not wealth measurement.
KEY TAKEAWAY: BEY is a quoting standard.
EAY is the (eality of your money growing.
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UNDERSTANDING YIELD CURVE SHIFTS: STEEPENING & FLATTENING PHENOMENA

BULLISH STEEPENING BEARISH FLATTENING

What is it?

What is it?
Short-term interest rates fall significantly Final Curve

---------------- 2

faster than long-term rates. The spread
widens.

Why it happens
Gow, Central bank aggressively cuts
LY policy rates to stimulate a weak
~ economy or fight recession fears.

IE'[]\'., Inflation expectations remain low.

Based on cite: 2, 3]

than long-term rates. The
between them narrows.

dﬂﬂﬂ future growth prospects.

What is it?

Long-term interest rates fall faster than
short-term rates. The spread narrows.

Why it happens

What is it?

short-term rates. The spread
Why it happens

tion and
growth nvese

Market participants expect lower m expectations of higher
ic

@l future inflation and slower
economic growth.

== This triggers a ‘flight to safety’
BB into long-term government bonds,
£55, i

Based on [cite: 2, 3]
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RATE

(J“ pr) \rwar - VHMV Vred D VF—M: VFL
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Short-term interest rates rise faster
spread

Why it happens
t Initial Curve Central bank hikes policy rates
ﬁf to combat high inflation.

The current economy is strong,
but markets are concemed about

Long-term interest rates rise faster than
widens.
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