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Then why are mortgage bonds
and MBS an important funding
source in developed markets?
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Because mortgage bonds and
securities reduce lenders’ risks...
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Mortgag

¢ Credit risk
¢ Liquidity risk

e Lender’s Risks

— Maturity matching

— Daversification of funding sources

¢ Interest rate risk

¢ Prepayment risk

¢ Currency risk

¢ Regulatory risk

— Capital adequacy ratio, etc.
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Key Coisiderations

¢ Both on and off-balance sheet bonds reduce
lenders’ risks

¢ Only oft-balance sheet bonds (MBS):

— Directly increase the capital adequacy ratio

* No other funding source besides equity capital has
the same positive effect on the CAR

— Reduce lender’s repayment risk







