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,Q�WKH�WKLUG�VHFWLRQ�RI�WKH�SDSHU��ZH�WXUQ�IURP�WKH�LVVXHV�RI�GLV WULEXWLRQ�DQG�GHPDQG�WR�WKH�LPPHGLDWH�FKDOOHQJHV�RI�KRZ�WR�WUDQVIRUP�WKH�GHOLYHU\�RI�VRFLDO�VHUYLFHV��LQFOXGLQJ�HGXFDWLRQ���:H�DUJXH�WKDW��LQ�/DWLQ�$PHULFD��WKH�FXUUHQW�PDMRU�V\VWHPV�RI�VHUYLFH�GHOLYHU\�UHIOHFW�DQG�UHLQIRUFH�XQGHUO\LQJ�HFRQRPLF�DQG�VRFLDO�LQHTXLWLHV���:H�GLVFXVV�WKH�OLPLWDWLRQV�RI�D�FHQWUDOL]HG�EXUHDXFUDWLF�DSSURDFK�RQ�WKH�RQH�KDQG��DQG�DQ�DWRPL]HG��PDUNHW�UHOLDQW�DSSURDFK�RQ�WKH�RWKHU��IRU�HQVXULQJ�RSWLPDO�DFFHVV�IRU�WKH�SRRU�WR�RSSRUWXQLWLHV�WR�LQYHVW�LQ�WKHLU�KXPDQ�FDSLWDO���:H�WKHQ�VHW� RXW�RXU�DOWHUQDWLYH�DSSURDFK�WR�WKH�RUJDQL]DWLRQ�RI�VHUYLFH�GHOLYHU\��FRPELQLQJ�FHQWUDOO\�GHWHUPLQHG�UXOHV�RI�WKH�JDPH�ZLWK�PDUNHW �OHG�FRPSHWLWLYH�VXSSO\��DQG�GHVFULEH�HPHUJLQJ�H[DPSOHV�RI�WKLV�DSSURDFK�LQ�WKH�UHJLRQ���:H�HQG�WKH�SDSHU�ZLWK�D�FRPPHQW�RQ�WKH�UHOHYDQFH�RI�WKH�DQDO\VLV�IRU�(J\SW� �
����/RZ�DQG�8QHTXDO�+XPDQ�&DSLWDO�$FFXPXODWLRQ�LQ�/DWLQ�$PHULFD�
)LUVW�WKH�IDFWV���&RQWUROOLQJ�IRU�LWV�SHU�FDSLWD�LQFRPH��/DWLQ�$PHULFD
V�SHUIRUPDQFH�LQ�KXPDQ�FDSLWDO�DFFXPXODWLRQ�LV�ZHDN�FRPSDUHG�WR�RWKHU�UHJLRQV���7K LV�LV�SDUWLFXODUO\�WUXH�IRU�HGXFDWLRQ��DYHUDJH�VFKRROLQJ�DWWDLQPHQW�LV�WZR�\HDUV�EHORZ�ZKDW�ZRXOG�EH�H[SHFWHG�JLYHQ�SHU�FDSLWD�LQFRPH��D�UHFRUG�EDUHO\�EHWWHU�WKDQ�WKDW�RI�VXE�6DKDUDQ�$IULFD�DQG�ZHOO�EHORZ�WKDW�RI�6RXWK�DQG�(DVW�$VLD���7KH�JDS��PRUHRYHU��KDV�LQFUHDVHG�RYHU�WKH�ODVW�WKUHH�GHFDGHV���&RPSDUHG�WR�(DVW�DQG�6RXWKHDVW�$VLD��/DWLQ�$PHULFD
V�VKRUWIDOO�LQ�HGXFDWLRQ�KDV�LQFUHDVHG�RYHU�WKH�\HDUV��IURP�OHVV�WKDQ�RQH�\HDU�LQ������WR�DERXW���\HDUV�LQ�������)LJXUH��D����7KH�VKRUWIDOO�LQ�KHDOWK�LV�VPDOOHU�FRPSDUHG�WR�RWKHU�UHJLRQV�� DYHUDJH�OLIH�H[SHFWDQF\�LV�DERXW�WZR�\HDUV�EHORZ�WKH�H[SHFWHG��JLYHQ�LQFRPH��)LJXUH��E����7KLV�UHVXOW�LV�SHUKDSV�GXH�WR�D�ORZHU�JHQGHU�JDS�LQ�HGXFDWLRQ�WKDQ�HOVHZKHUH��WKH�SRVLWLYH�HIIHFW�RI�PRWKHUV¶�HGXFDWLRQ�RQ�LQIDQW�PRUWDOLW\�� DQG�UHODWLYHO\�PRUH�VSHQGLQJ�DQG�LQQRYDWLRQ�LQ�WKH�KHDOWK�VHFWRU�LQ�/DWLQ�$PHULFD��,QWHU �$PHULFDQ�'HYHORSPHQW�%DQN���������� 7KH�SUREOHP�LV�QRW�SULPDULO\�RQH�RI�ORZ�SXEOLF�H[SHQGLWXUHV�RQ�KHDOWK�DQG�HGXFDWLRQ��VXFK�H[SHQGLWXUHV�DUH�VLPLODU�WR�RWKHU�GHYHORS LQJ�UHJLRQV��DW�����SHUFHQW�RI�*'3��7DEOH���� � 5DWKHU��WKH�SUREOHP�ZLWK�KXPDQ�FDSLWDO�LQ�/DWLQ�$PHULFD�LV�RQH�RI�GLVWULEXWLRQ���3XEOLF�LQYHVWPHQW�LQ�HGXFDWLRQ�KDV�JHQHUDOO\�EHHQ�YLHZHG��
�&RQVLVWHQW�ZLWK�SHUIRUPDQFH��VSHQGLQJ�LV�UHODWLYHO\�JUHDWHU�RQ�KHDOWK�WKDQ�RQ�HGXFDWLRQ�FRPSDUHG�WR�RWKHU�UHJLRQV���,Q�WKH�UHVW�RI�WKLV�SDSHU��ZH�FRQFHQWUDWH�RQ�HGXFDWLRQ�DV�WKH�PHDVXUH�RI�KXPDQ�FDSLWDO�DFFXPXODWLRQ���+HDOWK�DQG�RWKHU�PHDVXUHV�DOVR�UHIOHFW�LQYHVWPHQW� LQ� KXPDQ� FDSLWDO�� EXW�ZLWK� OHVV� OLQHDU� DQG� WKXV� OHVV� HDVLO\�PHDVXUHG� DQG�GLIIHUHQWLDWHG� HIIHFWV� RQ�SURGXFWLYLW\� DQG�LQFRPH�JURZWK��
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)LJXUH��D��7KH�(GXFDWLRQ�*DS�

���� ���� ���� ���� ���� ����
��
��
��
��� $VLDQ�SDWWHUQ
<HDUV�RI�HGXFDWLRQ

$YHUDJH�H[SHFWHG�SDWWHUQ
$FWXDO�/DWLQ�$PHULFDQ�SDWWHUQ

)LJXUH��E��7KH�/LIH�([SHFWDQF\�*DS�

����

([SHFWHG�SDWWHUQ2EVHUYHG

���� ���� ���� ���� ���� ���� ���� ���� ������
��
��
��
��
��<HDUV

1RWH���([SHFWHG�SDWWHUQ�GHULYHG�IURP�WKH�HTXDWLRQ�H�,Q�\���WLPH��6RXUFH��,QWHU�$PHULFDQ�GHYHORSPHQW�%DQN���������
7DEOH�����6RFLDO�([SHQGLWXUH�LQ�WKH�����V�����RI�*'3��3XEOLF�([SHQGLWXUH 3ULYDWH�([SHQGLWXUH7RWDO (GXFDWLRQ +HDOWK +HDOWK/DWLQ�$PHULFD ��� ��� ��� ���2WKHU�'HYHORSLQJ�&RXQWULHV ��� ��� ��� ���$OO�'HYHORSLQJ�&RXQWULHV ��� ��� ��� ���:RUOGZLGH ��� ��� ��� ���6RXUFH���,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN����������
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DV�D�PHFKDQLVP�WR�UHGXFH�SRYHUW\�DQG�LQHTXDOLW\��JLYHQ�WKH�VWURQJ�H YLGHQFH�DW�WKH�LQGLYLGXDO�OHYHO�WKDW�WKH�HGXFDWHG�HDUQ�PRUH���$W�WKH�DJJUHJDWH�OHYHO��KRZHYHU��WKH�HIIHFW�RI�HGXFDWLRQ�RQ�SRYHUW\�DQG�LQHTXDOLW\�REYLRXVO\�GHSHQGV�RQ�WKH�GLVWULEXWLRQ�RI�HGXFDWLRQ�LWVHOI��WKH�VSHHG�ZLWK�ZKLFK�HGXFDWLRQ�VSUHDGV��DQG�WKH�H[WHQW�WR�ZKLFK�GLIIHUHQW�JURXSV�EHQHILW���,Q�/DWLQ�$PHULFD��D�UHODWLYHO\�VPDOO�SURSRUWLRQ�RI�WKH�WRWDO�SRSXODWLRQ�KDV�FRPSOHWHG�VHFRQGDU\�RU�KLJKHU�HGXFDWLRQ���7KHVH�UHODWLYHO\�IHZ�VNLOOHG�ZRUNHUV�HDUQ�D�VXEVWDQWLDO�ZDJH�SUHPLXP�GXH�WR�WKHLU�OLPLWHG�VXSSO\��W KXV�FRQWULEXWLQJ�WR�RYHUDOO�KLJK�LQFRPH�LQHTXDOLW\��%LUGVDOO��5RVV�DQG�6DERW����������7KH�/DWLQ�$PHULFDQ�H[SHULHQFH�VWDQGV�LQ�PDUNHG�FRQWUDVW�WR�WKDW�RI�(DVW�$VLD��ZKHUH�HGXFDWLRQ�SROLF\�KDV�SURGXFHG�D�ODUJH�VXSSO\�RI�VNLOOHG�ZRUNHUV��HURGLQJ�DQ\�VXEVWDQWLDO�SUHPLXP�WKH\�PLJKW�KDYH�HDUQHG�DERYH�WKH�ZDJHV�RI�WKH�XQVNLOOHG���7KH�WKHRU\�.X]QHWV�SURSRVHG��WKDW�LQFRPH�GLVWULEXWLRQ�ZLOO�LQLWLDOO\�ZRUVHQ�DV�VRPH�SRSXODWLRQ�JURXSV�LQ�XQGHUGHYHORSHG�HFRQRPLHV�VKLIW�WR�KLJK�SURGXFWLYLW\�VHFWRUV��VHHPV�WR�KDYH�EHHQ�ER UQH�RXW�LQ�/DWLQ�$PHULFD��LQ�SDUW�EHFDXVH�WKH�OLPLWHG�DQG�VORZ�VSUHDG�RI�HGXFDWLRQDO�RSSRUWXQLWLHV�KDV�FUHDWHG�D�ODUJH�SURGXFWLYLW\�JDS�EHWZHHQ�D�VPDOO�VNLOOHG�JURXS�DQG�WKH�UHVW�RI�WKH�SRSXODWLRQ��%LUGVDOO��6WDOOLQJV�DQG�&OXJDJH��IRUWKFRPLQJ���� ,Q�IDFW��WKH�LQHTXDOLW\�RI�HGXFDWLRQ�LQ�/DWLQ�$PHULFD��PHDVXUHG�DV�WKH�VWDQGDUG�GHYLDWLRQ�RI�WKH�\HDUV�RI�HGXFDWLRQ�RI�WKH�DGXOW�SRSXODWLRQ��KDV�EHHQ�LQFUHDVLQJ�RYHU�WLPH��)LJXUH������7KXV�WKH�ORZ�UDWH�RI�RYHUDOO�DFFXPXODWLRQ��DQ�DYHUDJH�RI�KHDOWK\�LQFUHDVHV�LQ�WKH� QXPEHU�RI�\HDUV�RI�VFKRRO�FRPSOHWHG�IRU�D�VPDOO�QXPEHU�DQG�YHU\�OLPLWHG�LQFUHDVHV�IRU�WKH�JUHDW�PDMRULW\��LV�GXH�LQ�SDUW�WR�WKH�XQHTXDO�QDWXUH�RI�WKH�DFFXPXODWLRQ���&RPSDUHG�WR�RWKHU�UHJLRQV��/DWLQ�$PHULFD�KDV�WKH�KLJKHVW�LQHTXDOLW\�RI�KXPDQ�FDSLWDO��)LJXUH�����DV�ZHOO�DV�WKH�KLJKHVW�LQHTXDOLW\�RI�DQRWKHU�FULWLFDO�SURGXFWLYH�DVVHW� �� ODQG���7KHUH�LV�VRPH�HYLGHQFH�WKDW�LQHTXDOLW\�RI�HGXFDWLRQ�LV�EHJLQQLQJ�WR�GHFOLQH�LQ�/DWLQ�$PHULFD��RXU�PHDVXUH�RI�LQHTXDOLW\��WKH�VWDQGDUG�GHYLDWLRQ�RI�\HDUV�RI�VFKRROLQJ��LV �ORZHU�IRU�\RXQJ�DGXOWV��DJHG��������WKDQ�IRU�ROGHU�JURXSV�LQ�������(OL]DEHWK�.LQJ��SHUVRQDO�FRUUHVSRQGHQFH��-XQH������ �
(IIHFWV�RI�/RZ�DQG�8QHTXDO�$FFXPXODWLRQ�� (IIHFWV�RQ�JURZWK���:KDW�KDYH�EHHQ�WKH�HIIHFWV�RI�ORZ�DQG�XQHTXDO�KXPDQ�FDSLWDO�DFFXPXODWLRQ�RQ �WKH�JURZWK�UDWH�LQ�/DWLQ�$PHULFD�RYHU�WKH�ODVW�WKUHH�GHFDGHV"��7DEOH���VKRZV�WKH�UHVXOWV�RI�HVWLPDWLQJ�D�WUDGLWLRQDO�JURZWK�HTXDWLRQ�DFURVV�FRXQWULHV��XVLQJ�UHFHQWO\�DYDLODEOH�KLJK�TXDOLW\�GDWD�RQ�WKH�GLVWULEXWLRQ�RI�LQFRPH��'HLQLQJHU�DQG�6TXLUH���������� )RU�WKHVH�HVWLPDWHV��ZH�VHOHFWHG�WKRVH�FRXQWULHV�ZLWK�/RUHQ]�FXUYHV�DYDLODEOH�IRU�WZR�SHULRGV�RI�WLPH�VHSDUDWHG�E\�DW�OHDVW�ILYH�\HDUV��ZLWK�LQFRPH�HVWLPDWHV�SHU�FDSLWD�LQ�LQWHUQDWLRQDO�SXUFKDVLQJ�SRZHU�SULFHV��DQG�ZLWK�LQIRUPDWLRQ�RQ�SK\VLFDO�FDSLWDO�LQYH VWPHQW��WKH�
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)LJXUH�����,QHTXDOLW\�RI�+XPDQ�&DSLWDO�LQ�/DWLQ�$PHULFD�

���� ���� ���� ���� ���� ����

6WDQGDUG�GHYLDWLRQ�RI�\HDUV�RI�HGXFDWLRQ

���
���
���
���
���
���
���
���
���

6RXUFH��,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN�GDWD� �
)LJXUH�����$VVHW�,QHTXDOLW\�

+XPDQ�FDSLWDO�LQHTXDOLW\

�� �� �� �� �� �� ���
�

��
��
��
��
��
��
��

/DQG�LQHTXDOLW\

(DVW�$VLD

(XURSH
8QLWHG�6WDWHV

/DWLQ�$PHULFD

6RXWK�$VLD

0LGGOH�(DVW

$IULFD

(J\SW

6RXUFH��,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN�GDWD� ��
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7DEOH�����([SODLQLQJ�*URZWK �$���([SODLQLQJ�$JJUHJDWH�*URZWK,QGHSHQGHQW�9DULDEOH ��� ��� ���&RQVWDQW ���� ����

 ����&DSLWDO�DFFXPXODWLRQ ����

 ����

 ����

,QLWLDO�FRQGLWLRQV�,QFRPH�OHYHO ����� ����� �����(GXFDWLRQ�OHYHO ���� ����
 ����
,QFRPH�LQHTXDOLW\ �����
 ����� ������/DQG�LQHTXDOLW\ �����
 �����(GXFDWLRQDO�LQHTXDOLW\ �����
 �����
1DWXUDO�UHVRXUFHV �����&KDQJHV�LQ�,QFRPH�LQHTXDOLW\7UDGH�RSHQQHVV ����0DQXIDFWXULQJ�WUDGH3ULPDU\�WUDGH/$&�GXPP\ �����5� ���� ���� ����
%���([SODLQLQJ�,QFRPH�*URZWK�RI�WKH�3RRUHVW,QGHSHQGHQW�9DULDEOH ��� ��� ���&RQVWDQW ���� ����W ����W$JJUHJDWH�JURZWK ����

&DSLWDO�DFFXPXODWLRQ ����

 ����

,QLWLDO�FRQGLWLRQV�,QFRPH�OHYHO(GXFDWLRQ�OHYHO ����W ����W,QFRPH�LQHTXDOLW\ ���� ����/DQG�LQHTXDOLW\ �����
 �����(GXFDWLRQDO�LQHTXDOLW\ �����
 �����
1DWXUDO�UHVRXUFHV&KDQJHV�LQ�,QFRPH�LQHTXDOLW\ �����

7UDGH�RSHQQHVV0DQXIDFWXULQJ�WUDGH ����W3ULPDU\�WUDGH �����/$&�GXPP\ �����5� ���� ���� ����W 6WDWLVWLFDOO\�VLJQLILFDQW�DW�WKH����SHUFHQW�OHYHO��
���6WDWLVWLFDOO\�VLJQLILFDQW�DW�WKH���SHUFHQW�OHYHO��

�6WDWLVWLFDOO\�VLJQLILFDQW�DW�WKH���SHUFHQW�OHYHO��6RXUFH� %LUGVDOO�DQG�/RQGRòR���������

�
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HGXFDWLRQ�RI�WKH�ODERU�IRUFH��ZKLFK�ZH�XVHG�WR�FRQVWUXFW�RXU�PHDVXUH�RI�KXPDQ�FDSLWDO�GLVWULEXWLRQ���ODQG�GLVWULEXWLRQ�DQG�WUDGH�LQGLFDWRUV� �� 2XU�ILQGLQJV��UHSRUWHG�RULJLQDOO\�LQ�%LUGVDOO�DQG�/RQGR òR��������DUH�VWUDLJKWIRUZDUG�ZLWK�UHVSHFW�WR�W KH�HIIHFW�RQ�JURZWK�RI�HGXFDWLRQ�DQG�RI�WKH�GLVWULEXWLRQ�RI�HGXFDWLRQ���(GXFDWLRQ�DFFXPXODWLRQ��DORQJ�ZLWK�FDSLWDO�DFFXPXODWLRQ��LV�JRRG�IRU�JURZWK� � D�QRZ�FRQYHQWLRQDO�UHVXOW��FROXPQV���DQG������7KH�VWURQJ�SRVLWLYH�HIIHFW�RI�KXPDQ�FDSLWDO�DFFXPXODWLRQ��DV �UHIOHFWHG�LQ�WKH�DYHUDJH�\HDUV�RI�HGXFDWLRQ�RI�WKH�ODERU�IRUFH��RQ�JURZWK�LV�FRQVLVWHQW�ZLWK�WKH�WKHRU\�UHIHUUHG�WR�LQ�WKH�LQWURGXFWLRQ��DV�ZHOO�DV�ZLWK�PLFURHFRQRPLF�HYLGHQFH�WKDW�EHWWHU�HGXFDWHG�ZRUNHUV�HDUQ�KLJKHU�LQFRPHV�DQG��IRU�ZRPHQ�LQ�SDUWLFXODU��DUH�PRUH�HIIHFWLYH�LQ�KRXVHKROG�SURGXFWLRQ�RI�FKLOGUHQ
V�JRRG�KHDOWK�DQG�VFKRROLQJ���7KH�SRVLWLYH�HIIHFW�RI�D�FRXQWU\
V�OHYHO�RI�HGXFDWLRQ�DW�WKH�EHJLQQLQJ�RI�D�SHULRG�RQ�JURZWK�GXULQJ�WKH�VXEVHTXHQW�SHULRG�LV�QRZ�D�FRPPRQSODFH�DQG�KLJKO\�UREXVW�UHVXOW�LQ� YLUWXDOO\�DOO�FURVV�FRXQWU\�VWXGLHV�RI�JURZWK��%DUUR��������/HYLQH�DQG�5HQHOW���������/RUD�DQG�%DUUHUD��������HVWLPDWH�WKDW�/DWLQ�$PHULFD�DV�D�UHJLRQ�FRXOG�LQFUHDVH�LWV�JURZWK�UDWH�E\���SHUFHQWDJH�SRLQWV�D�\HDU�RYHU�WKH�QH[W�GHFDGH�LI��LQ�DGGLWLRQ�WR�GHHSH QLQJ�VWUXFWXUDO�UHIRUPV��LW�ZHUH�DEOH�WR�LQFUHDVH�WKH�SDFH�RI�KXPDQ�FDSLWDO�DFFXPXODWLRQ�IRU�WKH�ODERU�IRUFH�DV�D�ZKROH�E\�RQH�\HDU�RYHU�WKDW�ZKLFK�ZDV�H[SHFWHG���9LHZHG�IURP�WKH�RWKHU�VLGH��%LUGVDOO��5RVV�DQG�6DERW��������HVWLPDWH�WKDW�.RUHD��ZLWK�%UD]LO
V�OHYHO�RI�SULPDU\�DQG�VHFRQGDU\�HGXFDWLRQ�LQ�������ZRXOG�KDYH�JURZQ�E\������SHUFHQWDJH�SRLQWV�OHVV�SHU�\HDU�RYHU�WKH�QH[W����\HDUV��UHVXOWLQJ�LQ�D�SHU�FDSLWD�*'3�IRU������WKDW�ZDV����SHUFHQW�ORZHU�WKDQ�WKDW�ZKLFK�.RUHD�DFWXDOO\�DWWDLQHG� �� ,Q�DGGLWLRQ��DQG�FRQWUROOLQJ�IRU�WKH�OHYHO�RI�HGXFDWLRQ��WKH�GHJUHH�RI�LQHTXDOLW\�LQ�WKH�GLVWULEXWLRQ�RI�HGXFDWLRQ�KDV�D�VWURQJ�DQG�UREXVW�QHJDWLYH�HIIHFW�RQ�JURZWK��FROXPQV���DQG������7KH�YDULDEOH�PHDVXULQJ�WKH�GLVWULEXWLRQ�RI�HGXFDWLRQ�LV�KLJKO\�UREXVW��LWV�QHJDWLYH�HII HFW�RSHUDWHV�LQGHSHQGHQWO\�QRW�RQO\�RI�WKH�HGXFDWLRQ�OHYHO�YDULDEOH��EXW�RI�WKH�SRVLWLYH�HIIHFW�RI�WUDGH�RSHQQHVV�DQG�WKH�QHJDWLYH�HIIHFW�RI�QDWXUDO �UHVRXUFH�HQGRZPHQW����� 1RWH�WKDW�ZKHQ�ZH�HQWHU�WKH�DVVHW�GLVWULEXWLRQ�YDULDEOHV��WKH�QHJDWLYH�HIIHFW�RI�LQ FRPH�LQHTXDOLW\�RQ�JURZWK�ORVHV�VWDWLVWLFDO�VLJQLILFDQFH��FROXPQV���DQG���YHUVXV�FROXPQ�����WKH�ZLGHO\�UHSRUWHG�QHJDWLYH�HIIHFW���%LUGVDOO��5RVV�DQG�6DERW��������$OHVLQD�DQG�5RGULN��������3HUVVRQ�DQG�7DEHOOLQL��������DSSDUHQWO\�UHIOHFWV�GLIIHUHQFHV�LQ�D�IXQGDPHQWDO�HOHPHQW�RI�HFRQRPLF�VWUXFWXUH��QDPHO\�WKH�DFFHVV�RI�GLIIHUHQW�JURXSV�WR�SURGXFWLYH�DVVHWV� �� ,Q�FROXPQV���WR���RI�7DEOH����ZH�DVVHVV�ZKHWKHU�WKH�LQLWLDO�GLVWULEXWLRQV�RI�LQFRPH�DQG�RI�DVVHWV�DIIHFW�WKH�LQFRPH�JURZWK�RI�WKH�SRRU���7KH�HODVWLFLW\�R I�LQFRPH�JURZWK�RI�WKH�SRRU�ZLWK�UHVSHFW�WR�RYHUDOO�
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JURZWK�LV�ZHOO�DERYH�RQH��FROXPQ�����FRQILUPLQJ�WKH�ORJLF�RI�WKH�DUJXPHQW�WKDW�HFRQRPLF�JURZWK�LV�NH\�WR�SRYHUW\�UHGXFWLRQ���,QFRPH�JURZWK�RI�WKH�SRRU�DOVR�GHSHQGV�KHDYLO\�XSRQ�FDSLWDO�DFFXPXODWLRQ��FROXPQV���DQG������0RVW�LQWHUHVWLQJ��LQLWLDO�LQHTXDOLWLHV�LQ�WKH�GLVWULEXWLRQ�RI�ODQG�DQG�RI�KXPDQ�FDSLWDO�KDYH�D�FOHDU�QHJDWLYH�HIIHFW�RQ�WKH�LQFRPH�JURZWK�RI�WKH�SRRU��DW�PDJQLWXGHV�WZLFH�WKRVH�RI�WKHLU�HIIHFWV�RQ�DYHUDJH�LQFRPH�JURZWK��FROXPQ������$Q�XQHTXDO �GLVWULEXWLRQ�RI�DVVHWV��HVSHFLDOO\�RI�KXPDQ�FDSLWDO��DIIHFWV�LQFRPH�JURZWK�RI�WKH�SRRU�GLVSURSRUWLRQDWHO\��D�EHWWHU�GLVWULEXWLRQ�RI�DVVHWV�ZRXOG�UHGXFH�SRYHUW\�ERWK�GLUHFWO\�DQG�LQGLUHFWO\��E\�HQKDQFLQJ�DYHUDJH�JURZWK� �� 0DNLQJ�WKLV�SRLQW�ZLWK�DJJUHJDWH�HFRQRPLF�LQGLFDWRUV��%LUGVDOO�DQG�/RQGR òR��������VKRZ�WKDW��LI�WKH�HFRQRPLHV�RI�/DWLQ�$PHULFD�KDG�PDLQWDLQHG�WKH�VDPH�LQFRPH�GLVWULEXWLRQ�WKURXJKRXW�WKH�����V�DV�LQ�������WKH�LQFUHDVH�LQ�SRYHUW\�RYHU�WKH�\HDUV������WR������ZRXOG�KDYH�EHHQ�VPDOOHU�E\�DOPRVW�KDOI��)LJXUH������%XW�WKH�ORZ�JURZWK�DQG�PDFURHFRQRPLF�LQVWDELOLW\�RI�WKH�����V�KDUPHG�WKH�SRRU�PRUH�WKDQ�RWKHUV�DQG�H[DFHUEDWHG�DQ�DOUHDG\�SRRU�GLVWULEXWLRQ�RI�DVVHWV�DQG�LQFRPH��7KHVH�UHVXOWV�DUH�FRQVLVWHQW�ZLWK�D�YLHZ�RI�WKH�ZRUOG�LQ�ZKLFK�RSSRUWXQLWLHV�PDWWHU���7KH�SRRU��ZLWKRXW�DVVHWV��FD QQRW�WDNH�DGYDQWDJH�RI�RSSRUWXQLWLHV�WR�EH�SURGXFWLYH���,Q�HFRQRPLHV�ZKHUH�D�VXEVWDQWLDO�SRUWLRQ�RI�WKH�SRSXODWLRQ�LV�ZLWKRXW�KXPDQ�FDSLWDO��DQG�WKXV�ZLWKRXW�D�FULWLFDO�SURGXFWLYH�DVVHW��RQO\�D�SDUW�RI�WKH�SRSXODWLRQ�FDQ�H[SORLW�WKH�JURZWK�SURFHVV��7KH�HQJLQH�RI�JURZWK�LV�VPDOO��DQG�PD\�EH�SHULRGLFDOO\�VWDOOHG�E\�SRSXOLVW�URXQGDERXWV���'ULYHQ�E\�WKH�LQFUHDVLQJ�SURGXFWLYLW\�RI�WKH�LQLWLDOO\�SRRU��(DVW�$VLDQ�FRXQWULHV��ZKLFK�EHJDQ�WKH�SRVWZDU�SHULRG�ZLWK�UHODWLYHO\�ORZ�LQHTXDOLW\��ZHUH�DEOH�WR�JURZ�DW�KLJK�DQ G�VXVWDLQHG�UDWHV�RYHU�PRUH�WKDQ�WKUHH�GHFDGHV���,Q�FRQWUDVW��PRVW�FRXQWULHV�RI�/DWLQ�$PHULFD��ZLWK�JUHDWHU�LQHTXDOLW\�RI�DVVHWV�DQG�SUHVXPDEO\�IHZHU�RSSRUWXQLWLHV�IRU�WKH�SRRU��JUHZ�OHVV��)LJXUH������7KH�UHVXOWV�RI�7DEOH���DQG�WKH�DJJUHJDWH�LQGLFDWRUV�VXPPDUL]HG�DERYH�LQGLFDWH�D�VWUDLJKWIRUZDUG�LI�GLVWXUELQJ�FRQFOXVLRQ��/RZ�DQG�XQHTXDO�DFFXPXODWLRQ�RI�KXPDQ�FDSLWDO�LQ�/DWLQ�$PHULFD�KDV�VORZHG�DJJUHJDWH�HFRQRPLF�JURZWK�DQG�KDV�LQKLELWHG�SRYHUW\�UHGXFWLRQ��
(IIHFWV�RQ�LQFRPH�LQHTXDOLW\�:H�QRZ�WXUQ�EULHIO\�WR�D�VHFRQG�HIIHFW�RI�ORZ�DQG�XQHTXDO�DFFXPXODWLRQ��/DWLQ�$PHULFD¶V�SHUVLVWHQWO\�KLJK�LQFRPH�LQHTXDOLW\���/RQGR òR�DQG�6]pNHO\��������VKRZ�WKDW�LQWUD �FRXQWU\�ZRUOG�LQFRPH�LQHTXDOLW\�FDQ�EH�UHDVRQDEO\�H[SODLQHG�E\�WKH�UHODWLYH�DEXQGDQFH�RI�IDFWRUV�RI�SURGXFWLRQ�VXFK�DV�ODQG�DQG�SK\VLFDO�DQG�KXPDQ�FDSLWDO��DV�ZHOO�DV�E\�WKHLU�GLVWULEXWLRQ���/DWLQ�$PHULFD�KDV�D�*LQL�FR HIILFLHQW�ZKLFK�LV�DSSUR[LPDWHO\����SRLQWV�DERYH�WKH�DYHUDJH�IRU�WKH�UHVW�RI�WKH�ZRUOG���$V�)LJXUH���VKRZV��WKH�UHODWLYH�DEXQGDQFH�RI�QDWXUDO�UHVRXUFHV�DQG�WKH�KLJKHVW�FRQFHQWUDWLRQ�RI�ODQG�WHQXUH�LQ�WKH�ZRUOG�DFFRXQW�IRU�D�
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VXEVWDQWLDO�SRUWLRQ�RI�WKH�GLVSDULW\�EHWZHHQ�/DWLQ�$PHULFDQ�DQG�ZRUOGZLGH�LQHTXDOLW\���%XW�WKH�ORZ�OHYHO�RI�HGXFDWLRQ�RI�/DWLQ�$PHULFDQ�ZRUNHUV�DQG�WKH�HQRUPRXV�YDULDQFH�LQ�HGXFDWLRQDO�DVVHWV�SOD\�DQ�HYHQ�ODUJHU�UROH�LQ�H[SODLQLQJ�WKH�UHJLRQ¶V�H[FHVVLYH�LQHTXDOLW\� �
���([SODLQLQJ�/DWLQ�$PHULFD
V�/RZ�DQG�8QHTXDO�$FFXPXODWLRQ�
7KH�DERYH�DQDO\VLV�GHPRQVWUDWHV�WKDW�ORZ�DQG�XQHTXDO�DFFXPXODWLRQ�RI�KXPDQ�FDSLWDO�LQ�/DWLQ�$PHULFD�KDV�OLPLWHG�JURZWK��SDUWLFXODUO\�LQ�WKH�LQFRPH�RI�WKH�SRRU��DQG�KDV�H[DFHUEDWHG�WKH�UHJLRQ¶V�KLJK�LQFRPH�LQHTXDOLW\���:H�DUJXH�QRZ�WKDW��LQ�IDFW��WKHUH�LV�D�YLFLRXV�FLUFOH��WKH�UHJLRQ¶V�ORZ�DQG�XQHTXDO�DFFXPXODWLRQ��RI�KXPDQ�FDSLWDO�LV�QRW�RQO\�D�FDXVH�RI�FXUUHQW�SRYHUW\�DQG�LQFRPH�LQHTXDOLW\��EXW�DOVR�DQ� RXWFRPH�RI�SDVW�LQFRPH�LQHTXDOLW\���/RZ�DQG�XQHTXDO�DFFXPXODWLRQ�FDQ �EH�H[SODLQHG�E\�IDFWV�RQ�ERWK�WKH�GHPDQG�VLGH�DQG�RQ�WKH�VXSSO\�VLGH�RI�WKH�PDUNHW�IRU�HGXFDWLRQ� �

)LUVW��RQ�WKH�GHPDQG�VLGH��/DWLQ�$PHULFD¶V�ODUJH�HQGRZPHQW�RI�QDWXUDO�UHVRXUFHV�KLVWRULFDOO\�KDV�OLPLWHG�VRFLHW\¶V�GHPDQG�IRU�HGXFDWLRQ���7KH�VRFLRHFRQRPLF �DUUDQJHPHQWV�ZKLFK�DFFRPSDQ\�ODUJH�VFDOH�DJULFXOWXUDO�SURGXFWLRQ�DQG�QDWXUDO�UHVRXUFH�H[WUDFWLRQ�WHQG�WR�EH�FKDUDFWHUL]HG�E\�UHODWLYHO\�IHZ�RZQHUV�RI�FDSLWDO�DQG�PDQ\�XQVNLOOHG�ZRUNHUV��(QJHUPDQ�DQG�6RNRORII���������7KHUH�LV�OLWWOH�GHPDQG�IRU�VNLOOHG�ZRUNHUV��LQ�SDUW�EHFDXVH�QDWXUDO�UHVRXUFHV�WHQG�WR�EH�FRPSOHPHQWDU\�WR�FDSLWDO��QRW�VNLOOHG�ODERU��LQ�SURGXFWLRQ���3HUKDSV�DV�D�UHVXOW��JRYHUQPHQWV�DQG�IDPLOLHV�LQ�/DWLQ�$PHULFD�KDYH�LQYHVWHG�OLWWOH�LQ�HGXFDWLRQ��VHHLQJ�UHODWLYHO\�KLJKHU�UHWXUQV�WR�SK\VLFDO�FD SLWDO���$�ULFK�QDWXUDO�UHVRXUFH�EDVH�LQ�WKH�UHJLRQ�DOVR�PLQLPL]HG�WKH�QHHG�IRU�WKH�GHYHORSPHQW�RI�FRPSHWLWLYH�QRQWUDGLWLRQDO�H[SRUWV�LQ�WKH�HDUO\�SRVW �ZDU�SHULRG��WKXV�SHUSHWXDWLQJ�WUDGLWLRQDO�SURGXFWLRQ�DUUDQJHPHQWV��� �� 6HFRQG��KLJK�LQFRPH�LQHTXDOLW\�LQ�/DWLQ�$PHULFD�KDV�LPSOLHG�WKDW�PRUH�KRXVHKROGV�DUH�OLTXLGLW\ �FRQVWUDLQHG��XQDEOH�WR�ERUURZ�DQG�ZLWKRXW�WKH�UHVRXUFHV�QHFHVVDU\�WR�NHHS�WKHLU�FKLOGUHQ�LQ�VFKRRO���$V�VKRZQ�LQ�7DEOH����LQ�WKH�PLG�����V�%UD]LO�DQG�0DOD\VLD�KDG�VLPLODU�OHYHOV�RI�SHU�FDSLWD�LQFR PH���%XW�WKH�

�7KH�GLVFXVVLRQ�LQ�WKLV�VHFWLRQ�DQG�WKH�GDWD�UHIHUUHG�WR�DUH�ODUJHO\�IURP�%LUGVDOO��%UXQV�DQG�6DERW���������
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)LJXUH�����7KH�,PSDFW�RI�,QHTXDOLW\�RQ�3RYHUW\��/DWLQ�$PHULFD�����������

���� ���� ���� ���� ���� ������
��

���
���
���
��� 3RYHUW\�KROGLQJ�LQHTXDOLW\�FRQVWDQW3RYHUW\�ZLWK�DFWXDO�LQHTXDOLW\
0LOOLRQV

6RXUFH���%LUGVDOO�DQG�/RQGRòR��������
)LJXUH�����)DFWRUV�RI�$JJUHJDWH�*URZWK�

&DSLWDO�$FFXPXODWLRQ (GXFDWLRQ�DQG�$VVHW�(TXLW\ 7RWDO��

�

�

�

�

2(&'/DWLQ�$PHULFD(DVW�$VLD

&RQWULEXWLRQ�WR�JURZWK����

6RXUFH���,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN�GDWD��
)LJXUH���� ([SODLQLQJ�/DWLQ�$PHULFD¶V�([FHVV�,QHTXDOLW\�YV���:RUOG�$YHUDJH�

1DWXUDO�UHVRXUFHV
&DSLWDO�GHSWK

+XPDQ�FDSLWDO

2WKHU�IDFWRUV

7RWDO

��

�

�

��

��

,QHTXLW\

/HYHO/HYHO
,QHTXLW\

³([FHVV´�RI�*LQL�&RHIILFLHQW

6RXUFH��/RQGRòR�DQG�6]pNHO\���������
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7DEOH�����$EVROXWH�,QFRPH�6KDUH�RI�/RZHVW�4XLQWLOH�
&RXQWU\ *13�SHU�FDSLWD�86��

,QFRPH�VKDUH�RI�ERWWRP�����RI�KRXVHKROGV���
3HU�FDSLWD�LQFRPH�RI�ERWWRP�����RI�KRXVHKROGV��86���

0DOD\VLD������ ����� ��� ���%UD]LO������ ����� ��� ���6RXUFH��:RUOG�%DQN��:RUOG�'HYHORSPHQW�5HSRUW��YDULRXV�\HDUV��DV�SUHVHQWHG�LQ�%LUGVDOO��5RVV�DQG�6DERW���������
SRRUHVW�TXLQWLOH�LQ�%UD]LO�KDG�RQO\�DERXW�RQH �KDOI�WKH�DEVROXWH�LQFRPH�OHYHO�RI�WKH�SRRUHVW�TXLQWLOH�LQ�0DOD\VLD���*LYHQ�DQ�LQFRPH�HODVWLFLW\�RI�GHPDQG�IRU�VHFRQGDU\�HGXFDWLRQ�RI�������D�FRQVHUYDW LYH�ILJXUH���LI�WKH�GLVWULEXWLRQ�RI�LQFRPH�KDG�EHHQ�DV�HTXDO�LQ�%UD]LO�DV�LQ�0DOD\VLD��VHFRQGDU\�HQUROOPHQWV�DPRQJ�SRRU�%UD]LOLDQ�FKLOGUHQ�ZRXOG�KDYH�EHHQ�PRUH�WKDQ����SHUFHQW�KLJKHU���7KHUH�LV�VRPH�HYLGHQFH�WKDW��DPRQJ�WKH�SRRU��WKH�LQFRPH�HODVWLFLW\�RI�GHPDQG�IRU�EDVLF�VFKRROLQJ�H[FHHGV������LQ�ZKLFK�FDVH�VHFRQGDU\�HQUROOPHQWV�DPRQJ�SRRU�%UD]LOLDQ�FKLOGUHQ�ZRXOG�KDYH�EHHQ�PRUH�WKDQ����SHUFHQW�KLJKHU���2QH�TXDQWLWDWLYH�VWXG\�RI�WKH�HIIHFW�RI�LQFRPH�LQHTXDOLW\�RQ�VFKRROLQJ�VXJJHVWV�WKDW��RI�WKH����SHUFHQWDJ H�SRLQW�VHFRQGDU\�VFKRRO�HQUROOPHQW�UDWH�JDS�EHWZHHQ�%UD]LO�DQG�.RUHD�LQ�WKH�����V��PRUH�WKDQ����SHUFHQWDJH�SRLQWV�FDQ�EH�DWWULEXWHG�WR�%UD]LO
V�JUHDWHU�LQFRPH�LQHTXDOLW\�DQG�UHVXOWDQW�ORZHU�HQUROOPHQW�RI�SRRU�FKLOGUHQ��:LOOLDPVRQ�������� �� 7KLUG��KRXVHKROG�GHPDQG�IRU�HGXFDWLRQ�LV�QRW�RQO\�D�IXQFWLRQ�RI�KRXVHKROG�LQFRPH�DQG�KRXVHKROG�DFFHVV�WR�ERUURZLQJ���,W�LV�DOVR�D�IXQFWLRQ�RI�H[SHFWHG�UHWXUQV�WR�WKH�IDPLO\�IURP�VFKRROLQJ��LQ�WKH�IRUP�RI�KLJKHU�IXWXUH�LQFRPH�IRU�HGXFDWHG�FKLOGUHQ���7ZR�GLIIHUHQW�SXEOLF�SR OLFLHV�KDYH�V\VWHPDWLFDOO\�UHGXFHG�WKH�GHPDQG�IRU�EDVLF�HGXFDWLRQ�DPRQJ�WKH�SRRU�E\�UHGXFLQJ�LWV�H[SHFWHG�UHWXUQV���)LUVW��/DWLQ�$PHULFDQ�JRYHUQPHQWV�LQ�WKH�HDUO\�GHFDGHV�RI�WKH�SRVW �ZDU�SHULRG�SXUVXHG�LPSRUW�VXEVWLWXWLRQ�LQGXVWULDOL]DWLRQ��,6,��SROLFLHV�LQ�DQ�DWWHPSW�WR�VKLIW�DZD\�IURP�WKH�H[SRUW�RI�SULPDU\�FRPPRGLWLHV�DQG�WR�SURPRWH�ORFDO�PDQXIDFWXULQJ���7KHVH�,6,�SROLFLHV�UHVXOWHG�LQ�ODUJH�VXEVLGLHV�DQG�SURWHFWLRQ�IRU�WKH�RZQHUV�RI�FDSLWDO�DQG�GLG�QRW�SURPRWH�WKH�GHPDQG�IRU�ODERU��6FKLII�DQG�9DOGHV������ ����7KH�UHVXOW�ZDV�WKDW�LQFUHDVHG�SURILWV�DFFUXHG�WR�WKH�RZQHUV�RI�FDSLWDO��ZKLOH�UHDO�ZDJHV�IRU�WKH�XQVNLOOHG�ZRUNIRUFH�JUHZ�OHVV���5HODWLYHO\�ORZ�ZDJH�JURZWK�DPRQJ�ZRUNHUV��FRPELQHG�ZLWK�KLJK�UHWXUQV�WR�FDSLWDO��GLG�QRWKLQJ�WR�HQFRXUDJH�GHPDQG�IRU�EDVLF�HGXFDWLRQ�DPRQJ�WKH�SRRU���$GGLWLRQDOO\��LQ�SDUWV�RI�/DWLQ�$PHULFD�WKHUH�KDV�H[LVWHG�ODERU�PDUNHW�GLVFULPLQDWLRQ�DJDLQVW�FHUWDLQ�HWKQLF��OLQJXLVWLF�RU�UDFLDO�JURXSV�ZKR�DOVR�WHQG�WR�EH�SRRU���7KLV�GLVFULPLQDWLRQ�KDV�UHGXFHG�WKH�H[SHFWHG�UHWXUQV�WR�HGXFDWLR Q�DPRQJ�WKHVH�JURXSV�DQG�WKXV�UHGXFHG�WKH�
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GHPDQG�IRU�HGXFDWLRQ�DPRQJ�WKH�SRRU�HYHQ�IXUWKHU���7KH�VHFRQG�SUREOHP�KDV�EHHQ�HGXFDWLRQDO�SROLF\�LWVHOI���/RZ�DQG�GHFOLQLQJ�TXDOLW\�RI�EDVLF�HGXFDWLRQ�LQ�/DWLQ�$PHULFD��DQ�RXWFRPH�RI�LQHIILFLHQW�SXEOLF�VSHQGLQJ�ZH�GLVFXVV�EHORZ��KDV�UHGXFHG�UHWXUQV�WR�EDVLF�VFKRROLQJ�LQ�WKH�UHJLRQ��HVSHFLDOO\�IRU�SRRU�KRXVHKROGV�ZKRVH�FKLOGUHQ�DUH�PRVW�OLNHO\�WR�DWWHQG�WKH�ORZHVW �TXDOLW\�VFKRROV���7KH�KLJK�UHSHWLWLRQ�DQG�GURS�RXW�UDWHV�LQ�/DWLQ�$PHULFD��HVSHFLDOO\�DPRQJ�WKH�SRRU��D UH�VDG�WHVWLPRQ\�WR�SDUHQWV
�LQLWLDO�HIIRUWV�WR�HQUROO�FKLOGUHQ�DQG�WR�WKHLU�JURZLQJ�GLVFRXUDJHPHQW�DV�ORZ�TXDOLW\�DQG�ORZ�DFKLHYHPHQW�SURGXFH�OLPLWHG�OHDUQLQJ�DQG�WKXV�OLPLWHG�H[SHFWHG�HFRQRPLF�UHWXUQV� �
,Q�VKRUW��H[SHFWHG�UHWXUQV�WR�HGXFDWLRQ�DUH�D�IX QFWLRQ�RI�SDUHQWV
�DVVHVVPHQW�RI�WKH�IXWXUH�ODERU�PDUNHW�IRU�WKHLU�FKLOGUHQ���:KHUH�GHPDQG�IRU�ODERU�LV�ORZ��DQG�FDSLWDO�VXEVLGL]HG�GLUHFWO\�RU�LQGLUHFWO\���ZKHUH�VFKRROLQJ�LV�RI�SRRU�TXDOLW\��DQG�ZKHUH�WKHUH�PD\�EH�GLVFULPLQDWLRQ�LQ�WKH�ODERU�PDUNHW�DJDLQ VW�VRPH�JURXSV�ZKR�DOVR�WHQG�WR�EH�SRRU��ORZ�H[SHFWHG�UHWXUQV�WR�VFKRROLQJ�ZLOO�UHGXFH�WKH�KRXVHKROG�GHPDQG�IRU�HGXFDWLRQ��� $W�WKH�VDPH�WLPH��WKH�VXSSO\�RI�HGXFDWLRQ�LQ�/DWLQ�$PHULFD�KDV�LWVHOI�EHHQ�DIIHFWHG�E\�WKH�UHJLRQ¶V�KLJK�LQFRPH�LQHTXDOLW\�� :KHQ�WKH�GLVWULEXWLRQ�RI�LQFRPH�LV�KLJKO\�XQHTXDO��SURYLVLRQ�RI�VXEVLGL]HG�EDVLF�HGXFDWLRQ�WR�D�ODUJH�VHJPHQW�RI�WKH�VFKRRO�DJH�SRSXODWLRQ�LPSOLHV�D�UHODWLYHO\�ODUJH�WD[�EXUGHQ�RQ�WKH�ULFK��+LJK�LQFRPH�IDPLOLHV�DUH�OLNHO\�WR�UHVLVW���2QH�UHVXOW�FDQ�EH�WKH�XQGHUI XQGLQJ�RI�HGXFDWLRQ��� DQG�WKH�GHFOLQH�LQ�TXDOLW\�GHVFULEHG�DERYH���$�VHFRQG�UHVXOW�FDQ�EH�WKH�FKDQQHOLQJ�RI�SXEOLF�VXEVLGLHV�WR�KLJKHU�HGXFDWLRQ��ZKHUH�WKH�FKLOGUHQ�RI�WKH�ULFK�DUH�PRUH�OLNHO\�WR�EH�WKH�EHQHILFLDULHV���,Q�IDFW��DV�VKRZQ�LQ�7DEOH����WKH�VKDUH�RI�SXEOLF�VSHQGLQJ�RQ�HGXFDWLRQ�LQ�/DWLQ�$PHULFD�WKDW�LV�DOORFDWHG�WR�KLJKHU�HGXFDWLRQ�KDV�WHQGHG�WR�EH�KLJK��� DW����SHUFHQW�DQG�DERYH�LQ�PDQ\�FRXQWULHV��FRPSDUHG�WR����WR����SHUFHQW�RQ�DYHUDJH�LQ�(DVW�$VLD���9HQH]XHOD�DQG�.RUHD�DUH�H[WUHPH�H[DPSOHV�� �:KLOH�LQ�WKH�PLG�����V�9HQH]XHOD�DOORFDWHG����SHUFHQW�RI�LWV�SXEOLF�HGXFDWLRQ�EXGJHW�WR�KLJKHU�HGXFDWLRQ��.RUHD�DOORFDWHG�MXVW����SHUFHQW�RI�LWV�EXGJHW�WR�SRVW�VHFRQGDU\�

�
�7KH�URRWV�RI�ORZ�TXDOLW\�EDVLF�HGXFDWLRQ�DQG�LWV�HIIHFWV�RQ�WKH�SRRU�DUH�GLVFXVVHG�IXOO\�IRU�%UD]LO�LQ�%LUGVDOO��%UXQV�DQG�6DERW��������DQG�IRU�/DWLQ�$PHULFD�LQ�%LUGVDOO�DQG�6DERW���������
�/DWLQ�$PHULFD�VSHQGV�DV�PXFK�RQ�HGXFDWLRQ�DV�D�SHUFHQWDJH�RI�*13�DV�RWKHU�GHYHORSLQJ�UHJLRQV�ZLWK�VLPLODU�OHYHOV�RI�SHU�FDSLWD�LQFRPH���%XW�WKH�IDFW�WKDW�JURZWK�KDV�ODJJHG�LQ�/DWLQ�$PHULFD�PHDQV�WKDW�HGXFDWLRQ�EXGJHWV�KDYH�EHHQ�VPDOOHU�LQ�DEVROXWH�WHUPV���,Q�DGGLWLRQ��KLJKHU�ELUWK�UDWHV�LQ�/DWLQ�$PHULFD�PHDQ�WKDW�WKH�VDPH�SHUFHQWDJH�RI�*13�VSHQGLQJ�WUDQVODWHV�LQWR�ORZHU�VSHQGLQJ�SHU�FKLOG�����%LUGVDOO�DQG�6DERW���������
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7DEOH�����%XGJHW�$OORFDWHG�WR�+LJKHU�(GXFDWLRQ��������3HUFHQWDJH�RI�2YHUDOO�(GXFDWLRQ�%XGJHW($67�$6,$0DODVLD ����7KDLODQG ����,QGRQHVLD ���.RUHD��5HS� ����
$7,1�$0(5,&$$UJHQWLQD������� ��������&KLOH ����&RORPELD ����&RVWD�5LFD ����PLQLFDQ�5HSXEOLF ����(FXDGRU ����+RQGXUDV ����0H[LFR ����1LFDUDJXD ����3HUX ���8UXJXD\ ����9HQH]XHOD������� ����6RXUFH���81(6&2��6WDWLVWLFDO�<HDUERRN��YDULRXV�\HDUV��DV�SUHVHQWHG�LQ�%LUGVDOO�DQG�6DERW���������
VFKRROLQJ���3XEOLF�H[SHQGLWXUH�RQ�HGXFDWLRQ�DV�D�SHUFHQWDJH�RI�*13�ZDV�DFWXDOO\�KLJKHU�LQ�9HQH]XHOD�������WKDQ�LQ�.RUHD���������+RZHYHU��DIWHU�VXEWUDFWLQJ�WKH�VKDUH�JRLQJ�WR�KLJKHU�HGXFDWLRQ��SXEOLF�H[SHQGLWXUH�DYDLODEOH�IRU�EDVLF�HGXFDWLRQ�DV�D�SHUFHQWDJH�RI�*13�ZDV�FRQVLGHUDEO\�KLJKHU�LQ�.RUHD�������WKDQ�LQ�9HQH]XHOD��������� %\�JLYLQJ�SULRULW\�WR�H[SDQGLQJ�WKH�TXDQWLW\�RI�HGXFDWLRQ�DQG�LPSURYLQJ�WKH�TXDOLW\�DW�WKH�EDVH�RI�WKH�HGXFDWLRQDO�S\UDPLG��(DVW�$VLDQ�JRYHUQPHQWV�KDYH�VWLPXODWHG�WKH�GHPDQG�IRU�KLJKHU�HGXFDWLRQ��ZKLOH�UHO\LQJ�WR�D�ODUJH�H[WHQW�RQ�WKH�SULYDWH�VHFWRU�WR�VDWLVI\�WKDW�GHPDQG���,Q�/DWL Q�$PHULFD��JRYHUQPHQW�VXEVLGLHV�KDYH�GLVSURSRUWLRQDWHO\�EHQHILWHG�KLJK �LQFRPH�IDPLOLHV�ZKRVH�FKLOGUHQ�DUH�PXFK�PRUH�OLNHO\�WR�DWWHQG�XQLYHUVLW\���$W�WKH�VDPH�WLPH��ORZ�SXEOLF�IXQGLQJ�RI�VHFRQGDU\�HGXFDWLRQ�KDV�UHVXOWHG�LQ�SRRUO\�TXDOLILHG�FKLOGUHQ�IURP�ORZ�LQFRPH�EDFNJURXQGV�EHLQJ�IRUFHG�LQWR�SULYDWH�XQLYHUVLWLHV�RU�HQWLUHO\�RXW�RI�WKH�HGXFDWLRQ�V\VWHP�DW�KLJKHU�OHYHOV���8QGHUIXQGLQJ�RI�HGXFDWLRQ�KDV�PHDQW�WKDW�WKH�JXDUDQWHHV�RI�XQLYHUVDO�SULPDU\�HGXFDWLRQ�LQ�/DWLQ�$PHULFD�KDYH�EHFRPH�IDOVH�HQWLWOHPHQWV�IRU �WKH�SRRU���WKH�HGXFDWLRQ�DYDLODEOH�WR�WKHP�KDV�EHHQ�RI�VXFK�SRRU�TXDOLW\�DV�WR�PDNH�LW�RI�OLWWOH�UHDO�EHQHILW� �



(&(6�'/6���%LUGVDOO�	 /RQGRxR��$XJXVW�����

��

,Q�VXPPDU\��WKH�UHODWLYHO\�SRRU�JURZWK�SHUIRUPDQFH�RI�/DWLQ�$PHULFD��WKH�SHUVLVWHQFH�RI�LQFRPH�LQHTXDOLW\��DQG�WKH�GLIILFXOWLHV�RI�UHGXFLQJ�SRYHUW\�FDQQRW�EH�WKRXJKW�RI�DV�VHSDUDWH�IURP�WKH�UHJLRQ
V�WURXEOLQJ�UHFRUG�RI�OLPLWHG�DQG�XQHTXDO�DFFHVV�WR�HGXFDWLRQ���,Q�D�VHULHV�RI�YLFLRXV�F\FOHV��KLVWRULFDOO\�KLJK�OHYHOV�RI�DVVHW�DQG�LQFRPH�LQHTXDOLW\�DSSHDU�WR�KDYH�JHQHUDWHG�DQ�HFRQRPLF�DQG�SROLWLFDO�HQYLURQPHQW�LQ�ZKLFK�WKH�SRRU��ZLWK�OLPLWHG�RSSRUWXQLWLHV�IRU�HGXFDWLRQ�GHVSLWH�UHDVRQDEOH�JRYHUQPHQW�VSHQGLQJ��DQG�ZLWKRXW�RWKHU�SURGXFWLYH�DVVHWV��DUH�FRQGHPQHG�WR�ORZ �SURGXFWLYLW\�ZRUN��ORZ�KRXVHKROG�LQFRPH��DQG�D�QHZ�URXQG�RI�OLPLWHG�DFFHVV�WR�HGXFDWLR Q���6RFLHWLHV�LQ�WKH�DJJUHJDWH�DOVR�VXIIHU��DV�LQFUHDVHV�LQ�HGXFDWLRQ�DQG�LQ�DFFXPXODWLRQ�RI�RWKHU�DVVHWV�DUH�OLPLWHG�WR�WKH�QRQ �SRRU��UHGXFLQJ�DYHUDJH�JURZWK�OHYHOV�DQG�SHUSHWXDWLQJ�LQHTXDOLW\� �
���7KH�%XVLQHVV�RI�6RFLDO�6HUYLFHV�
:KDW�ZH�UHIHU�WR�DERYH�DV�ORZ�DQG�XQHTXDO�DFFXPXODWLRQ�RI�KXPDQ�FDSLWDO�LQ�/DWLQ�$PHULFD�FDQ�EH�VWDWHG�PRUH�VLPSO\��3XEOLF�HGXFDWLRQ�KDV�QRW�UHDFKHG�WKH�SRRU�LQ�/DWLQ�$PHULFD���:H�QRZ�DUJXH�WKDW�D�PDMRU�FXOSULW�LQ�WKLV�IDLOXUH�KDV�EHHQ�D�PRGHO�RI�VRFLDO�VHUYLFH�GHOLYHU\�WKDW�KDV�UH IOHFWHG�DQG�UHLQIRUFHG�UDWKHU�WKDQ�FRPSHQVDWHG�IRU�XQGHUO\LQJ�VRFLDO��HFRQRPLF�DQG�SROLWLFDO�LQHTXLWLHV���7R�UHPHG\�WKLV�VLWXDWLRQ��ZH�SURSRVH�DQ�DOWHUQDWLYH�PRGHO�RI�VRFLDO�VHUYLFH�GHOLYHU\� �� ,Q�VRPH�FDVHV�ZLWK�WKH�EHVW�RI�LQWHQWLRQV��EXW�RIWHQ�GULYHQ�E\� WKH�SRSXOLVW�WHQGHQFLHV�DQG�SDWURQDJH�WKDW�KDYH�UHFXUUHQWO\�SHUPHDWHG�PRVW�RI�/DWLQ�$PHULFD��FRXQWULHV�LQ�WKH�UHJLRQ�VRXJKW�WR�FRQVWUXFW�WKHLU�RZQ�YHUVLRQV�RI�WKH�ZHOIDUH�VWDWH�GXULQJ�WKH�SRVWZDU�SHULRG���&HQWUDOO\ �SODQQHG�SXEOLF�V\VWHPV�ZHUH�FRQVWUXFWHG�WR�SURYLGH�FRQVWLWXWLRQDOO\�JXDUDQWHHG�KHDOWK�DQG�HGXFDWLRQ�VHUYLFHV�IRU�DOO���7KHVH�FHQWUDOL]HG�V\VWHPV�KDYH�QRZ�JDWKHUHG�D�PRPHQWXP�DOO�WKHLU�RZQ� �� 7KH�SXEOLF�V\VWHPV�LQ�HIIHFW�EHFDPH�VWDWH�UXQ�SVHXGR�PRQRSROLHV�� FRQFHQWUDWLQJ�WKH�IXQFWLRQV�RI�ILQDQFLQJ��SXUFKDVLQJ��DQG�SURGXFWLRQ�RI�VHUYLFHV�LQ�WKH�KDQGV�RI�D�FHQWUDO�JRYHUQPHQW�WKDW�DOORZHG�SURYLGHUV�OLWWOH�DXWRQRP\�DQG�JDYH�FRQVXPHUV�QR�UROH�LQ�WKH�RUJDQL]DWLRQ�RI�VHUYLFHV���&RPPDQG�DQG�FRQWURO�PHFKDQLVPV�DOORFDWHG�SXEOLF�UHVRXUFHV�WR�IXQG�WKH�YDULRXV�L QSXWV��ODERU��HTXLSPHQW��PDWHULDOV��UHTXLUHG�IRU�WKH�GHOLYHU\�RI�VRFLDO�VHUYLFHV���,Q�WKH�DEVHQFH�RI�FRPSHWLWLRQ��FRQVXPHU�LQWHUHVWV�EHFDPH�LQFUHDVLQJO\�LUUHOHYDQW���
�6WULFWO\� VSHDNLQJ�� WKH� FUHDWLRQ� RI� D� SXEOLF�PRQRSRO\� UHTXLUHV� H[SOLFLWO\� EDUULQJ� WKH� RSHUDWLRQ� RI�� DQG� SXEOLF� DFFHVV� WR�� RWKHU�SURYLGHUV���,Q�/DWLQ�$PHULFD��WKLV�LV�RQO\�WKH�FDVH�LQ�&XED��



(&(6�'/6���%LUGVDOO�	 /RQGRxR��$XJXVW�����

��

7KH�HDUO\�FHQWUDOL]DWLRQ�RI�SXEOLF�V\VWHPV�KDG�WKUHH�FRQVHTXHQFHV���)LUVW��LW�FUHDWHG�EXUH DXFUDWLF�LQFHQWLYHV�IRU�H[SDQVLRQ�RI�HPSOR\PHQW��DQG�LQ�WKH�FDVH�RI�HGXFDWLRQ�VWUHQJWKHQHG�WKH�UROH�RI�FHQWUDOL]HG��RIWHQ�QDWLRQZLGH��WHDFKHU�XQLRQV���,Q�PDQ\�FRXQWULHV��H[WHQVLYH�KLULQJ�GHSOHWHG�EXGJHWV��OHDYLQJ�OLWWOH�LQ�WKH�ZD\�RI�DGGLWLRQDO�UHVRXUFHV�IRU�VDODU\�LQFUHDVHV���&RQIOLFWV�EHWZHHQ�XQLRQV�DQG�JRYHUQPHQW�IUHTXHQWO\�OHG�WR�ELODWHUDO�PRQRSRO\�FRPSURPLVHV�LQ�WKH�XVH�RI�UHVRXUFHV���)RU�H[DPSOH��JLYHQ�WKH�FRQVWUDLQWV�RQ�FXUUHQW�UHYHQXHV��XQLRQ�GHPDQGV�ZHUH�RIWHQ�UHGLUHFWHG�WRZDUG�EHWWHU�DQG�HDUOLHU�U HWLUHPHQW�FRQGLWLRQV�DV�ZHOO�DV�WRZDUG�VKRUWHU�ZRUNLQJ�KRXUV���0XFK�RI�WKH�GLVFXVVLRQ�ZLWK�WHDFKHUV�DQG�RWKHU�ZRUNHUV�LQ�WKH�VRFLDO�VHFWRUV�IRFXVHG�RQ�FRQVROLGDWLQJ�WKHLU�HQWLWOHPHQWV�RU�³DFTXLUHG�ULJKWV�´��,Q�KHDOWK�DQG�RWKHU�SXEOLF�VHUYLFHV�LQFOXGLQJ�HGXFDWLRQ��WKH�V\VWHP�GURYH�XS�FRVWV�ZKLOH�KHLJKWHQLQJ�WKH�GLVVDWLVIDFWLRQ�RI�ZRUNHUV�DQG�FRQVXPHUV��XQGHUPLQLQJ�WKH�TXDOLW\�RI�SXEOLF�VHUYLFHV�DQG�ZHDNHQLQJ�FRPPXQLW\�VXSSRUW��� 6HFRQG��FHQWUDOL]HG�V\VWHPV�SUHFOXGHG�IHHGEDFN�IURP�XVHUV�DQG�PDGH�FRQVXPHU�VDWLV IDFWLRQ�LUUHOHYDQW��WKXV�OLPLWLQJ�WKH�SXEOLF�V\VWHPV¶�UHVSRQVLYHQHVV�DQG�LQYLWLQJ�HURVLRQ�LQ�WKH�TXDOLW\�RI�VHUYLFHV���7KH�ODFN�RI�DXWRQRP\�RI�VFKRRO�GLUHFWRUV�DQG�WHDFKHUV�FRQWULEXWHG�WR�ORZ�TXDOLW\��DV�WKH\�KDG�QHLWKHU�WKH�LQFHQWLYHV�QRU�WKH�SRZHU�WR�IXOO\�H[HUFLVH�WKHLU�VNLOOV�DQG�DELOLWLHV� �� )LQDOO\��DV�LQGLFDWHG�E\�WKH�UHVXOWV�UHSRUWHG�LQ�6HFWLRQ����WKH�FHQWUDOL]HG�V\VWHPV�RI�HGXFDWLRQ�IDLOHG�WR�UHDFK�WKH�SRRU��HYHQ�DV�WKH\�JUDGXDOO\�IRUIHLWHG�WKH�VXSSRUW�RI�WKH�XSSHU�DQG�PLGGOH�FODVVHV���,Q�PDQ\�FRXQWULHV��JURZLQJ�DZDUHQHVV�RI�WKH�GHWHULRUDWLRQ�LQ�VFKRRO�TXDOLW\�SURPSWHG�WKH�PLGGOH�FODVVHV�WR�EHJLQ�WR�XVH�SULYDWH�VFKRROV��GUDLQLQJ�DGGLWLRQDO�UHVRXUFHV�IURP�WKH�SXEOLF�V\VWHP�DQG�OHDGLQJ�WR�DQ�HQGOHVV�F\FOH�RI�ZRUVHQLQJ�TXDOLW\��HURVLRQ�RI�SROLWLFDO�VXSS RUW��DQG�GHFOLQLQJ�UHVRXUFHV� �
6WDWH�UXQ�YV���0DUNHW�6\VWHPV�'XULQJ�WKH�����V��WKH�REYLRXV�IDLOXUH�RI�WKH�FHQWUDOL]HG��VWDWH �UXQ�V\VWHPV��WKH�LQFUHDVLQJ�XVH�RI�SULYDWH�SURYLGHUV�E\�WKH�PLGGOH�FODVVHV��DQG�WKH�ODUJHU�GHEDWH�DERXW�WKH�UROH�RI�WKH�VWDWH�YV��WK H�PDUNHW�DOO�SURPSWHG�QHZ�GLVFXVVLRQ�DERXW�WKH�PHULWV�RI�D�PDUNHW�PRGHO�RI�VRFLDO�VHUYLFH�GHOLYHU\��7KH�PDUNHW�PRGHO�OHDYHV�WKH�ILQDQFLQJ��SXUFKDVH�RU�SURGXFWLRQ��DQG�SURYLVLRQ�RI�VHUYLFHV�WR�VHSDUDWH�DQG�LQGHSHQGHQW�HQWLWLHV���7KH�SURYLGHUV��VFKRROV��SK\V LFLDQV��RU�KRVSLWDOV��LQWHUDFW�GLUHFWO\�ZLWK�XVHUV�ZKR�VHHN�VHUYLFHV�DQG�SD\�IRU�WKHP��LQFOXGLQJ�WKURXJK�WKH�XVH�RI�LQVXUDQFH�PHFKDQLVPV��LQ�WKH�FDVH�RI�KHDOWK�VHUYLFHV����7KH�HQWLUH�SURFHVV�LV�FRRUGLQDWHG�LQ�WKH�GHUHJXODWHG�PDUNHW�WKURXJK�WKH�SULFLQJ�V\VW HP��LQ�ZKLFK�UHVRXUFHV�IORZ�LQ�DFFRUGDQFH�ZLWK�DELOLW\�WR�SD\� ��
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%XW�WKH�PDUNHW�PRGHO�KDV�LWV�RZQ�VKRUWFRPLQJV���8VHUV�KDYH�OLPLWHG�PHFKDQLVPV�WR�FRPSDUH�TXDOLW\�DFURVV�SURYLGHUV��� DQG��LQ�WKH�FDVH�RI�VFKRROV��IDFH�KLJK�FRVWV�LQ�VZLWFKLQJ�SURYLGHUV��HVSHF LDOO\�LQ�PLG\HDU���7KHUH�LV�QHLWKHU�SXEOLF�LQIRUPDWLRQ�QRU�UHJXODWLRQ�WR�FRPSHQVDWH�IRU�WKH�IDLOXUHV�LQ�WKH�PDUNHW�IRU�LQIRUPDWLRQ���$QG�PRVW�REYLRXV��WKH�PDUNHW�PRGHO�IDLOV�WR�UHDFK�WKH�SRRU��VLQFH�LW�UHOLHV�RQ�DELOLW\�WR�SD\��� 7KH�WZR�V\VWHPV��� VWDWH�UXQ�FHQWUDOL]HG�DQG�PDUNHW�RU�SULYDWH�VHFWRU� �� KDYH�KLVWRULFDOO\�EHHQ�YLHZHG�DV�SRODU�RSSRVLWHV��LQGHHG�WKH�GHEDWH�EHWZHHQ�SULYDWH�YHUVXV�SXEOLF�SURYLVLRQ�RI�VHUYLFHV�VWLOO�GRPLQDWHV�GLVFXVVLRQ�LQ�D�QXPEHU�RI�/DWLQ�$PHULFDQ�FRXQWULHV���,Q�IDFW��WKH�WZR�V\VW HPV�DFWXDOO\�KDYH�PXFK�LQ�FRPPRQ��%RWK�DUH�FKDUDFWHUL]HG�E\�RUJDQL]DWLRQ�PHFKDQLVPV�WKDW�WHQG�WR�IDYRU�WKH�PRQRSROLVWLF�SRVLWLRQ�RI�SURYLGHUV�DQG�WR�PLQLPL]H�WKH�³YRLFH�DQG�FKRLFH´�RSWLRQV�RI�XVHUV��HVSHFLDOO\�SRRU�XVHUV�ZKR�DUH�OLNHO\�WR�ODFN�LQIRUPDWLRQ�RQ�WKH�FKDUDFWHULVWLFV�DQG�TXDOLW\�RI�SURYLGHUV��DQG�DUH�FRQVWUDLQHG�E\�ODFN�RI�FKRLFH�LQ�WKH�SXEOLF�V\VWHP�DQG�E\�LQDELOLW\�WR�SD\�LQ�WKH�SULYDWH�V\VWHP��)RU�WKHVH�UHDVRQV��ZH�FDWHJRUL]H�ERWK�WKH�VWDWH�UXQ�DQG�PDUNHW�V\VWHPV�RI�VRFLDO�VHUYLFH�GHOLYHU\�DV� ³YHUWLFDO�PRGHOV´��)LJXUH�������
� ,Q�VKRUW��DV�PRGHOV�IRU�WKH�V\VWHPLF�RUJDQL]DWLRQ�RI�VRFLDO�VHUYLFHV��WKH�FHQWUDOL]HG�EXUHDXFUDF\�DQG�PDUNHW�V\VWHPV�DUH�ERWK�IODZHG���/DFN�RI�FRPSHWLWLRQ�VHYHUHO\�OLPLWV�WKH�LQFHQWLYHV�IRU�HIILFLHQF\�DQG�HIIHFWLYHQHVV�LQ�WKH�VWDWH�UXQ�PRGHO��DQG��GHVSLWH�WKHLU�³SXEOLF´�QDWXUH��VWDWH�V\VWHPV�IDLO�WR�VHUYH�WKH�SRRU��,Q�WKH�PDUNHW�V\VWHP��SUREOHPV�RI�LQIRUPDWLRQ��RSSRUWXQLVWLF�EHKDYLRU��DQG�LQHTXLWDEOH�DFFHVV�UDLVH�LVVXHV�RI�IDLUQHVV�DV�ZHOO�DV�HIILFLHQF\���7KH�FRQWUDVW�EHWZHH Q�WKH�WZR�V\VWHPV��ZKLOH�XVHIXO�IRU�DFDGHPLF�SXUSRVHV��KDV�EHHQ�OHVV�KHOSIXO�LQ�WKH�SROLF\�DUHQD��DV�WKH�LGHRORJLFDO�SRODUL]DWLRQ�VXUURXQGLQJ�WKH�GHEDWH�KDV�VHULRXVO\�KDQGLFDSSHG�SURJUHVV�LQ�WKH�SXEOLF�SROLF\�GHFLVLRQV�QHHGHG�WR�PRGHUQL]H�WKH�VRFLDO�VHFWRU V��
$�1HZ�+RUL]RQWDO�0RGHO�,Q�UHVSRQVH�WR�WKH�IDLOXUHV�RI�WKH�SDVW��D�PRUH�SUDJPDWLF�DSSURDFK�LV�HPHUJLQJ�LQ�/DWLQ�$PHULFD���7KLV�DSSURDFK�FRPELQHV�WKH�VSLULW�RI�VRFLDO�UHVSRQVLELOLW\�WKDW�LQVSLUHG�WKH�ROG�SXEOLF�VHFWRU�PRGHO�ZLWK�HIIRUWV�WR�FUHDWH�FRQVXPHU�FKRLFH�DQG�WR�JLYH�YRLFH�WR�RUGLQDU\�FLWL]HQV���,W�DOVR�UHOLHV�XSRQ�WKH�SRZHU�RI�LQWHUDFWLRQ�DPRQJ�IUHH�DJHQWV�WKDW�LV�D�KDOOPDUN�RI�WKH�QHZ�PDUNHW�PRGHOV���:H�GHVFULEH�WKLV�PRUH�SUDJPDWLF�DSSURDFK�DV�D�³KRUL]RQWDO�PRGHO´��)LJXUH�����LQ�ZKLFK�ERWK�SXEOL F�DQG�SULYDWH�RZQHUVKLS�RI�WKH�DVVHWV�LQYROYHG�LQ��
�7KLV�VHFWLRQ�ERUURZV�IUHHO\�IURP�WKH�LGHDV�RI��/RQGRòR��������DQG��/RQGRòR�DQG�)UHQN���������
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)LJXUH�����7KH�9HUWLFDO�0RGHOV���6WDWH�UXQ�DQG�0DUNHW�6\VWHPV�

3URY LVLRQ

&RQVXP HUV 5 LFK&RQVXP HUV 3RRU&RQVXP HUV) LQDQFLQJ

([FOXGHG 3RR U�) HHGEDFN

6WD WH�5XQ 0 DUNHW
&HQWUDOL]HG3 URY LVLRQ �DQG �) LQDQFLQJ

)LJXUH�����7KH�+RUL]RQWDO�0RGHO�

(PSRZHUHG
5HGLVWULEXWLYH�IROORZV�FRQVXPHUV

3URYLGHUV &RQVXPHUV

)LQDQFLQJ

&RPSHWLWLRQ &KRLFH
)HHGEDFN

$XWRQRP\ 6HSDUDWH

3XEOLF

6SHFLILF�RXWFRPHV

VRFLDO�VHUYLFH�GHOLYHU\�FDQ�FRH[LVW��� LQGHHG�WKH\�FDQ�FRPSOHPHQW�HDFK�RWKHU� �� 7KH�KRUL]RQWDO�PRGHO�UHOLHV�QRW�RQ�RZQHUVKLS�RI�DVVHWV��SULYDWH�RU�SXEOLF��DV�LWV�GHILQLQJ�FKDUDFWHULVWLF�EXW�LQVWHDG�RQ�UXOH�EDVHG�LQFHQWLYHV�ZKLFK�VWUHQJWKHQ�XVHUV�LQ�WKHLU�LQWHUDFWLRQV�ZLWK�SURYLGHUV���)RU�HGXFDWLRQ��WKH�KRUL]RQWDO�PRGHO�LPSOLHV�PRUH�GHFHQWUDOL]HG�SXEOLF�V\VWHP V�ZLWK�JUHDWHU�SDUHQW�DQG�
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FRPPXQLW\�SRZHU�LQ�ORFDO�VFKRRO�JRYHUQDQFH��JUHDWHU�FKRLFH�IRU�SRRU�SDUHQWV�DPRQJ�SXEOLF�VFKRROV�DQG�RU�VXEVLGLHV�WR�SHUPLW�WKH�XVH�RI�SULYDWH�VFKRROV��DQG�PXFK�JUHDWHU�JRYHUQPHQW�HPSKDVLV�RQ�DVVHVVPHQW��DFFUHGLWDWLRQ�DQG�SURYLVLRQ�RI�LQIRUPDWLRQ�WR�WKH�SXEOLF�RQ�VFKRRO�TXDOLW\���&ULWLFDO�FKDUDFWHULVWLFV�RI�WKH�PRGHO�DUH�HTXLWDEOH�SXEOLF�ILQDQFLQJ��L�H��ILQDQFLQJ�WKDW�HQVXUHV�HTXDO�DFFHVV�IRU�WKH�SRRU���JUHDWHU�FRPSHWLWLRQ�LQ�WKH�GHOLYHU\�RI�VHUYLFHV�ZLWKLQ�DQG�EHWZHHQ�WKH�SXEOLF�D QG�SULYDWH�VHFWRUV��DQG�EHQHILFLDULHV�ZKR�DUH�EHWWHU�LQIRUPHG��EHWWHU�UHSUHVHQWHG�DQG�PRUH�HPSRZHUHG� �7KHVH�IXQGDPHQWDOV�FDQ�EH�VXPPDUL]HG�DV�³WKUHH�&V´��FRQVXPHUV��D�FRPSHWLWLYH�PDUNHW��DQG�FRRUGLQDWLRQ�RI�WKH�PDUNHW�E\�JRYHUQPHQW� �x 7KH�KRUL]RQWDO�PRGHO�HPSRZHUV�FRQVXPHUV��LQFOXGLQJ�SRRU�FRQVXPHUV��WKURXJK�JUHDWHU�YRLFH�DQG�FKRLFH���&RQVXPHUV�KDYH�JUHDWHU�YRLFH�LQ�ORFDOO\�PDQDJHG�VFKRROV�ZKHUH�SDUHQWV�FRQWURO�WKH�KLULQJ�RI�WHDFKHUV��DQG�SRRU�FRQVXPHUV�FDQ�EH�RUJDQL]HG�LQWR�FRPPXQLW\�JURXSV�VR�WKDW�WKH\�FDQ� PRUH�HIIHFWLYHO\�DVVHUW�WKHLU�YLHZV���7KH�SRRU�DOVR�KDYH�JUHDWHU�FKRLFH�LI�WKH\�FDQ�XVH�SXEOLFO\�ILQDQFHG�YRXFKHUV�WR�SD\�IRU�HGXFDWLRQ�DW�WKH�VFKRRO�WKH\�FKRRVH�� �x ,Q�RUGHU�WR�H[HUFLVH�WKHLU�SRZHUV�RI�YRLFH�DQG�FKRLFH��FRQVXPHUV�QHHG�DFFHVV�WR�D�FRPSHWLWLY H�PDUNHW�RI�VHUYLFH�SURYLGHUV���,W�LV�QRW�LPSRUWDQW�ZKHWKHU�WKHVH�SURYLGHUV�DUH�SXEOLF�RU�SULYDWH��RSHUDWLRQDO�HIILFLHQF\�ZLOO�GHFLGH�ZKLFK�VXSSOLHUV�GR�ZHOO�LQ�D�FRPSHWLWLYH�PDUNHW� �)LQDOO\��WR�FKRRVH�HIIHFWLYHO\�LQ�PDUNHWV�IRU�VRFLDO�VHUYLFHV��ZKHUH�WKH� SRRU�PD\�QRW�KDYH�VXIILFLHQW�DELOLW\�WR�SD\�DQG�ZKHUH�DOO�FRQVXPHUV�PD\�ODFN�LQIRUPDWLRQ�DERXW�WKH�TXDOLW\�RI�VHUYLFHV��FRQVXPHUV�QHHG�D�³VSRQVRU´�RU�D�FRRUGLQDWRU���7KLV�EULQJV�XV�WR�WKH�UROH�RI�JRYHUQPHQW�LQ�WKH�KRUL]RQWDO�PRGHO��
$�1HZ�5ROH�IRU�*RYHUQPHQW�,Q�WKH�QHZ�PRGHO�RI�VRFLDO�VHUYLFH�GHOLYHU\��WKH�UROH�RI�JRYHUQPHQW��FKDQJHV�FRQVLGHUDEO\� �� IURP�RQH�IRFXVHG�SULPDULO\�RQ�VHUYLFH�SURYLVLRQ��WR�RQH�RI�ILQDQFLQJ�DQG�FRRUGLQDWLRQ��7DEOH������,Q�WKH�EXUHDXFUDWLF�PRGHO��JRYHUQPHQW�SURYLGHV�VHUYLFHV�GLUHFWO \�DQG�ILQDQFHV�RQO\�WKH�VHUYLFHV�LW�SURYLGHV���,Q�WKH�KRUL]RQWDO�PRGHO�WKH�JRYHUQPHQW�GRHV�QRW�PRQRSROL]H�WKH�SURYLVLRQ�RI�LQSXWV�VXFK�DV�ERRNV�QRU�HYHQ�RI�VFKRROLQJ�LWVHOI���,W�PD\�ILQDQFH�WKHVH�LQSXWV� �� LQGHHG�LW�RIWHQ�VKRXOG�ILQDQFH�LQSXWV� �� EXW�LW�VKDUHV�SURYLVLRQ�ZLWK�WKH�SULYDWH��LQFOXGLQJ�QRQ �SURILW��VHFWRU���0HFKDQLVPV�IRU�ILQDQFLQJ�LQFOXGH�YRXFKHUV�IRU�HOLJLEOH�FRQVXPHUV��DQG�GLUHFW�SD\PHQW�WR�SULYDWH�LQVWLWXWLRQV�EDVHG�RQ�WKHLU�QXPEHU�RI�XVHUV���*RYHUQPHQW�ILQDQFH�LQ�WKH�KRUL]RQWDO�PRGHO�LV�GLUH FWHG�WRZDUG�HQVXULQJ�WKDW�WKRVH�VHUYLFHV�ZLWK�SRVLWLYH�H[WHUQDOLWLHV�IRU�VRFLHW\�DUH��
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7DEOH�����0RGHOV�RI�6RFLDO�6HUYLFH�2UJDQL]DWLRQ�9HUWLFDO 9HUWLFDO +RUL]RQWDO3XEOLF3VHXGR�0RQRSRO\ 0DUNHW 0DUNHW
5ROHV*RYHUQPHQW ,QWHJUDWHG��ILQDQFLQJ�SURYLVLRQ 1R�JRYHUQPHQW�UROH

'LIIXVH�ILQDQFLQJ�SURYLVLRQ
*RYHUQPHQW�FRRUGLQDWHV�YLD�LQIRUPDWLRQ�UHJXODWLRQ�
)LQDQFLQJ�SURYLVLRQ�DUH�VHSDUDWHG�5ROH�IRU�DXWRQRPRXV�SXUFKDVHU�RI�VHUYLFHV�

3URYLGHUV &HQWUDOL]HG $XWRQRPRXV�&RPSHWLWLRQ $XWRQRPRXV�3OXUDOLVW LF
&RQVXPHUV /LPLWHG�VRPH�YRLFH� 6HJUHJDWHG�VRPH�FKRLFH� (PSRZHUHG��YRLFH�DQG�FKRLFH�
5XOHV)LQDQFH 3XEOLF�UHVRXUFHV�IROORZ�LQSXWV� 3ULYDWH�UHVRXUFHV��IROORZ�FRQVXPHUV¶�DELOLW\�WR�SD\�

3XEOLF�UHVRXUFHV�VXEVLGL]H�GHPDQG�
&RRUGLQDWLRQ &HQWUDO�3ODQQLQJ�0RQRSRO\ $WRPL]HG 6WUXFWXUHG�&RPSHWLWLRQ
'\QDPLFV &RQWUROOHG�E\�SURYLGHUV�FOLHQWHOLVP� &DSWXUHG�E\�SURYLGHUV�WKH�ULFK� (QKDQFHG�E\�SXUFKDVHUV�FRQVXPHUV�
)RFXV ,QSXW�PDUNHW 1RQH 2XWSXW�PDUNHW
7KH�3RRUHVW ,JQRUHG ([FOXGHG (PSRZHUHG
DGHTXDWHO\�ILQDQFHG��LQGHSHQGHQW�RI�ZKR�SURYLGHV�WKHP��DQG�WKDW�WKH�SRRU�UHFHLYH�VXEVLGLHV�LQ�VRPH�IRUP�WR�HQVXUH�WKHLU�DGHTXDWH�DFFHVV�DV�FRQVXPHUV�WR�VHUYLFHV���7D[ �ILQDQFHG�SXEOLF�VSHQGLQJ�SUHYHQWV�LQDELOLW\�WR�SD\�IURP�UHVWULFWLQJ�DFFHVV�WR�VHUYLFHV�DQG�HQVX UHV�WKDW�IXQGLQJ�FRQVWUDLQWV�GR�QRW�KDPSHU�WKH�IXQFWLRQLQJ�RI�VHUYLFHV�WKDW�KDYH�KLJK�VRFLDO�EHQHILWV���$W�WKH�VDPH�WLPH��SXEOLF�VSHQGLQJ�LV�QRW�DUELWUDU\���5HVRXUFHV�DUH�DOORFDWHG�RQ�WKH�EDVLV�RI�SHUIRUPDQFH��LGHDOO\�WKURXJK�GHPDQG �RULHQWHG�VXEVLGLHV�VXFK�DV�YRXFKHUV���7KLV�LPSOLHV�WKH�XVH�RI�FDSLWDWLRQ��DGMXVWHG�IRU�ULVN�LQ�WKH�FDVH�RI�KHDOWK�VHUYLFHV��DQG�IRU�
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VRFLRHFRQRPLF�VWDWXV�LQ�WKH�FDVH�RI�HGXFDWLRQ��DV�D�PHFKDQLVP�IRU�DOORFDWLQJ�SXEOLF�UHVRXUFHV��� ,Q�WKH�KRUL]RQWDO�PRGHO��JRYHUQPHQW�DOVR�WDNHV�RQ�W KH�QHZ�UROH�RI�FRRUGLQDWLRQ���SODQQLQJ��SURYLVLRQ�RI�LQIRUPDWLRQ��V\VWHPDWLF�HIIRUWV�WR�ZRUN�ZLWK�WKH�SULYDWH�VHFWRU��DQG�UHJXODWLRQ�RI�SULYDWH�VHUYLFHV���*RYHUQPHQW�DV�FRRUGLQDWRU�QRW�RQO\�VXEVLGL]HV�WKH�GHPDQG�RI�WKH�SRRU��EXW�PD\�ILQDQFH�WKH�FUHDWLRQ�RIFRPPXQLW\�JURXSV�ZKLFK�HPSRZHU�WKHLU�PHPEHUV�ZLWK�ERWK�YRLFH�DQG�FKRLFH���$V�FRRUGLQDWRU��JRYHUQPHQW�DOVR�HQVXUHV�FRPSHWLWLRQ��ZLWKLQ�DQG�EHWZHHQ�WKH�SXEOLF�DQG�SULYDWH�VHFWRUV��LQ�WKH�VXSSO\�RI�VHUYLFHV��XVLQJ�WKH�SULYDWH�VHFWRU�DQG�DGDSWLQJ�WR�LWV�PHWKR GV�RI�RSHUDWLRQ��� 7KLV�PHWKRG�RI�FRRUGLQDWLQJ�SDUWLFLSDQWV�FRQWUDVWV�ZLWK�WKH�RWKHU�SXUHO\�SULYDWH�RU�SXEOLF�PRGHOV���5HJXODWRU\�JDSV�LQ�WKH�PDUNHW�V\VWHP�DOORZ�ZLGHO\�GLVSHUVHG�SULYDWH�VXSSOLHUV�WR�HQJDJH�LQ�RSSRUWXQLVWLF�SUDFWLFHV��E\�WDNLQJ�DGYDQWDJH�RI �WKH�SRZHU�RI�LQIRUPDWLRQ�DQG�WKH�GLIILFXOWLHV�RI�RXWVLGH�PRQLWRULQJ���&RPPDQG�DQG�FRQWURO�UXOHV�LQ�WKH�EXUHDXFUDWLF�PRGHO�IDLO�WR�FKHFN�QDWXUDO�WHQGHQFLHV�WRZDUG�PLQLPXP�HIIRUW��ZDVWH�RI�UHVRXUFHV��DQG�FRUUXSWLRQ� �� &RRUGLQDWLRQ�UHTXLUHV�VWUXFWXUHG�UXOHV�D QG�SHUIRUPDQFH�LQFHQWLYHV��DQG�LV�JUHDWO\�HDVHG�LI�WKHUH�LV�DJUHHPHQW�RQ�VSHFLILF��VWDQGDUGL]HG�RXWSXWV� � )RU�H[DPSOH��LQ�WKH�KHDOWK�VHFWRU��WKH�KRUL]RQWDO�PRGHO�VHHNV�WR�HQVXUH�WKDW�KHDOWK�FDUH�SODQV�DUH�KLJKO\�VSHFLILF�DW�WKH�VXEVWDQWLYH�OHYHO�LQ�GHWHUP LQLQJ�WKH�UHVSRQVLELOLWLHV�RI�SURGXFHUV�DQG�WKH�ULJKWV�RI�EHQHILFLDULHV� �� 7KLV�UHJXODWRU\�PRGHO�VWDQGV�LQ�FRQWUDVW�WR�WKH�SXUHO\�SXEOLF�PRGHO��ZKLFK�LV�FKDUDFWHUL]HG�E\�RIILFLDO�DQG�GLVFUHWLRQDU\�LQWHUYHQWLRQ�IRFXVLQJ�PRUH�RQ�LQSXW�PDUNHWV��HVSHFLDOO\�IRU�ODERU��EXW�DOVR�IRU�LQIUDVWUXFWXUH�PDQDJHPHQW�DQG�VXSSO\��PHGLFLQHV�DQG�WH[WERRNV��RU�RQ�FRQWUROOLQJ�WKH�SULFHV�RI�SRVVLEOH�FRPSHWLWRUV��UDWKHU�WKDQ�RQ�VHWWLQJ�WDUJHWV�DQG�PRQLWRULQJ�SHUIRUPDQFH���7KH�KRUL]RQWDO�PRGHO�DOVR�FRQWUDVWV�ZLWK�WKH�PDUNHW�PRGHO� ZKHUH��E\�GHILQLWLRQ��WKHUH�LV�QR�QHHG�WR�HVWDEOLVK�JURXQG�UXOHV�WR�JRYHUQ�LQWHUDFWLRQV�DPRQJ�DJHQWV��� 7KH�HPSKDVLV�LQ�WKH�KRUL]RQWDO�PRGHO�RQ�VSHFLILF�SURGXFWV�PDNHV�LW�SRVVLEOH�WR�GUDZ�XS�SUHFLVH�JRDOV�IRU�VRFLDO�SURJUDPV��VHWWLQJ�D�VWDQGDUG�WKH�SXEOLF�F DQ�PRUH�HDVLO\�DVVHVV���,Q�HGXFDWLRQ��SHUIRUPDQFH�VWDQGDUGV�DQG�SHULRGLF�DQG�V\VWHPDWLF�WHVWLQJ�PDNH�LW�SRVVLEOH�WR�PHDVXUH�TXDOLW\���8QGHU�WKH�RWKHU�WZR�PRGHOV��WKH�DEVHQFH�RI�VXFK�VWDQGDUGV�OHDYHV�WKH�GRRU�RSHQ�IRU�WKH�RSSRUWXQLVWLF�SUDFWLFHV�RI�SXEOLF�R U�
�
�7KH�FRQFHSW�RI�VSHFLILFLW\�LV�ERUURZHG�IURP�0ROLQD���������
��,Q� DGGLWLRQ�� WKH� FKRVHQ� UXOHV� DLP� WR�EH� FRQVLVWHQW�ZLWK� WKH� HFRQRPLF�EHKDYLRU� RI� DJHQWV�� LQ� RUGHU� WR�PLQLPL]H� WKH� H[WHQW� WR�ZKLFK� WKH� DXWKRULWLHV� DUH� UHTXLUHG� WR� LQWHUYHQH� DQG� WR� PLQLPL]H� WKH� H[WHQW� WR� ZKLFK� WKH� VXSHUYLVRU\� HQWLWLHV� DUH� UHTXLUHG� WR�H[HUFLVH�GLVFUHWLRQ��
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SULYDWH�VXSSOLHUV�² HVFDSLQJ�GHWHFWLRQ�DQG�DYRLGLQJ�DFFRXQWDELOLW\�WR�WKHLU�FRQVXPHUV�DV�D�UHVXOW�RI�LQVXIILFLHQW�FRQVXPHU�LQIRUPDWLRQ� �
$�+RUL]RQWDO�6\VWHP�(QFRXUDJHV�5HIRUP�,Q�WKH�KRUL]RQWDO�PRGHO��SURGXFHUV�RI�FOHDUO\�GHILQHG�VHUYLFHV�FRPSHWH�WR�LQWHUD FW�ZLWK�DQG�UHVSRQG�WR�FRQVXPHUV���3XEOLF�IXQGV�WKDW�DUH�DOORFDWHG��E\�IROORZLQJ�WKH�SHRSOH�� �� UDWKHU�WKDQ�IROORZLQJ�VXSSOLHUV� ��FUHDWH�URRP�IRU�FRQVXPHUV�WR�H[HUFLVH�WKHLU�GHFLVLRQ �PDNLQJ�DELOLW\���7KH�VHSDUDWLRQ�RI�ILQDQFH�DQG�VHUYLFH�SURYLVLRQ��LQ�FRPELQDWLRQ�ZLWK�VHUYLFH�SURYLGHU�DXWRQRP\��SDYHV�WKH�ZD\�IRU�FRPSHWLWLRQ�LQ�WKH�SURYLVLRQ�RI�VHUYLFHV���7KH�HPSRZHUPHQW�RI�FRQVXPHUV��FRXSOHG�ZLWK�PHDVXUHV�WR�VXSSRUW�WKH�SRRUHU�VHJPHQWV�RI�VRFLHW\�WKURXJK�GLUHFW�VXEVLGLHV��JLYHV�SRRU�FRQVXPHUV�WKH�FDSDFLW\� WR�GHPDQG�DGHTXDWH�VHUYLFHV�LQ�D�FRPSHWLWLYH�PDUNHW��� ,Q�FRQWUDVW�ZLWK�WKH�WZR�YHUWLFDO�RUJDQL]DWLRQ�PRGHOV��WKH�KRUL]RQWDO�PRGHO�HQFRXUDJHV�FKDQJH��RIIHULQJ�D�SROLWLFDO�DGYDQWDJH�IURP�WKH�VWDQGSRLQW�RI�WKH�UHIRUP�SURFHVV���7KH�EXUHDXFUDWLF�PRGHO�SURWHFWV�WKH�LQWHUHVWV�RI�WKH�LQWHUQDO�EXUHDXFUDF\��WKH��LQVLGHUV�����7KH�GHFHQWUDOL]HG�PDUNHW�PRGHO�SURWHFWV�DIIOXHQW�FRQVXPHUV�DQG�SHUSHWXDWHV�WKH�GLVDGYDQWDJHV�RI�WKH�ORZHVW �LQFRPH�JURXSV��VR�WKDW�LQHIILFLHQF\�RI�WKH�V\VWHP�JRHV�KDQG�LQ�KDQG�ZLWK�LQHTXLW\���,Q�WKH�KRUL]RQWDO�PRGHO��WKH�HPHUJHQFH�RI�D�QHZ�FDWHJRU\�RI�SXUFKDVHUV��FRXSOHG�ZLWK�WKH�JURZLQJ�DVVHUWLYHQHVV�RI�FRQVXPHUV��XQGHUPLQHV�WKH�SRZHU�RI�YHVWHG�LQWHUHVW�JURXSV�WKDW�WKZDUW�FKDQJH�LQ�RWKHU�V\VWHPV� �
/DWLQ�$PHULFDQ�([DPSOHV�RI�WKH�+RUL]RQWDO�0RGHO�6RPH�DVSHFWV�RI�WKH�KRUL]RQWDO�PRGHO�FDQ�EH�VHHQ�LQ�WKH�HGXFDWLRQ�UHIRUPV�ZKLFK�EHJDQ�LQ�/DWLQ�$PHULFD�LQ�WKH�����V���7KH�UHIRUPV�DUH�EDVHG�RQ�WKH�LGHD�WKDW�ZKLOH�HGXFDWLRQ�SROLF\�ZLOO�UHPDLQ�D�IXQFWLRQ�RI�WKH�FHQWHU��VHUYLFHV�VKRXOG�EH�GHPDQG�GULYHQ�DQG�FRPSHWLWLYHO\�VXSSOLHG��� )RXU�H[DPSOHV�DUH�SDUWLFXODUO\�QRWHZRUWK\��� )LUVW��LQ�UXUDO�(O�6DOYDGRU��SDUHQWV
�RUJDQL]DWLRQV�KDYH�FRQVLGHUDEOH�DXWKRULW\�WR�KLUH�WHDFKHUV�DQG�WR�DVVHVV�WKHLU�DWWHQGDQFH�DQG�SHUIRUPDQFH���7KH�V\VWHP��ZKLFK�DOVR�JLYHV�VFKRRO�GLUHFWRUV�XQXVXDO�DXWRQRP\�LQ�GD\�WR�GD\�PDQDJHPHQW��LV�QRZ�EHLQJ�LQWURGXFHG�LQ�XUEDQ�VFKRROV��� 6HFRQG��LQ�WKH�VWDWH�RI�0LQDLV�*HUDLV�LQ�%UD]LO��WKUHH�HVVHQWLDO�UHIRUPV�ZHUH�LQWURGXFHG�LQ�WKH�����V���
��,Q�WKH�KHDOWK�VHFWRU��WKH�UHDGHU¶V�DWWHQWLRQ�LV�GUDZQ�WR�WKH�KRXVHKROG�SURJUDPV�IRU�FKLOG�KHDOWK�LQ�&RORPELD�DQG�HOVHZKHUH��WKH�ORFDO�KHDOWK�DFWLRQ�FRPPLWWHHV�>&RPLWpV�/RFDOHV�GH�$FFLôQ�HQ�6DOXG��&/$(6�@�LQ�3HUX��DQG�WKH�FRPPXQLW\�EDVHG�SURJUDPV�IRU�SULPDU\�KHDOWK�FDUH�LQ�WKH�QRUWK�RI�%UD]LO��
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VFKRRO�DXWRQRP\�ZLWK�FRPPXQLW\�LQYROYHPHQW��DOORFDWLRQ�RI�UHVRXUF HV�RQ�WKH�EDVLV�RI�SHUIRUPDQFH��DQG�WKH�GHYHORSPHQW�RI�D�V\VWHP�RI�VWDQGDUGL]HG�DVVHVVPHQW�RI�VWXGHQWV���2Q�WKH�ILUVW�FRXQW��D�QHZ�IRUP�RI�SXEOLF�VFKRRO�ZDV�FUHDWHG��ZLWK�FRQVLGHUDEOH�IUHHGRP�WR�SUHSDUH�DQG�GHEDWH�ILYH �\HDU�GHYHORSPHQW�SODQV��DQG�ZLWK�VFKRRO�FRXQFLOV�SDUWLFLSDWLQJ�LQ�VFKRRO�DGPLQLVWUDWLRQ�DQG�HOHFWLRQ�RI�WKH�VFKRRO�SULQFLSDO���6HFRQG��WKH�QRQZDJH�FRPSRQHQW�RI�FRVWV�LV�QRZ�DVVLJQHG�WR�WKH�VFKRROV�WKURXJK�D�WUDQVSDUHQW�IRUPXOD�EDVHG�RQ�FDSLWDWLRQ�SHU�VWXGHQW�HQUROOHG���)LQDOO\��D�V\VWHP�IRU�W KH�DQQXDO�DVVHVVPHQW�RI�VFKRRO�SHUIRUPDQFH�KDV�EHHQ�LQWURGXFHG��� $�WKLUG�H[DPSOH�LV�WKH�LPSOHPHQWDWLRQ�LQ������RI�D�SURJUDP�RI�YRXFKHUV�IRU�VHFRQGDU\�HGXFDWLRQ�LQ�&RORPELD���:LWK�SXEOLF�IXQGLQJ��DQ�HGXFDWLRQDO�VFKRODUVKLS�V\VWHP�ZDV�GHVLJQHG�VR�WKDW�ORZHU �LQFRPH�FKLOGUHQ�IURP�WKH�PDMRU�FLWLHV�FRXOG�JDLQ�DFFHVV�WR�SUH �FHUWLILHG�SULYDWH�VFKRROV�RQ�D�EDVLV�RI�IUHH�LQGLYLGXDO�FKRLFH���7KLV�UHIRUP�HPERGLHV�WZR�SURIRXQG�FKDQJHV���FDSLWDWLRQ�LQ�DOORFDWLQJ�UHVRXUFHV��DQG�WKH�IUHHGRP�WR�FKRRVH�SULYDWH�VFKRROV�LQ�WKH �FRQWH[W�RI�WKH�GHFHQWUDOL]DWLRQ�SURFHVV� �� $�IRXUWK�H[DPSOH��� SUREDEO\�WKH�ORQJHVW�HVWDEOLVKHG�LQ�/DWLQ�$PHULFD� �� LV�WKH�UHIRUP�RI�WKH�&KLOHDQ�SXEOLF�HGXFDWLRQ�V\VWHP���3XUVXDQW�WR�D������ODZ��FKDQJHV�ZHUH�LQWURGXFHG�LQ�WKH�PHFKDQLVP�IRU�DOORFDWLQJ�SXEOLF�UHVRXUFHV�VR�DV�WR�IDYRU�VWXGHQWV¶�IUHHGRP�RI�FKRLFH�LQ�VHOHFWLQJ�SXEOLF�DQG�SULYDWH�VFKRROV���7KH�UHVRXUFHV�WUDQVIHUUHG�IURP�WKH�FHQWHU�WR�PXQLFLSDO�JRYHUQPHQWV�DUH�DOORFDWHG�WR�VFKRROV�RQ�WKH�EDVLV�RI�VFKRRO�DWWHQGDQFH���8QIRUWXQDWHO\��WKH�UHIRUP�KDV�Q RW�LQFOXGHG�PHDVXUHV�WR�ERRVW�VFKRRO�DXWRQRP\�QRU�GHFHQWUDOL]DWLRQ�LQ�WKH�KLULQJ�RI�WHDFKHUV�DQG�ZDJH�EDUJDLQLQJ���7KLV�KDV�SUHYHQWHG�SXEOLF�LQVWLWXWLRQV�IURP�LQWHJUDWLQJ�WKHPVHOYHV�PRUH�UDSLGO\�DQG�UHVSRQVLYHO\�LQWR�WKH�V\VWHP��DQG�KDV�FUHDWHG�SROLWLFDO�UHVLVWDQFH�ZKLFK�KDV�KHOG�EDFN�WKH�UHIRUP�SURFHVV� �
����&RQFOXVLRQV�DQG�,PSOLFDWLRQV�
7KH�SRRU�JURZWK�SHUIRUPDQFH�RI�/DWLQ�$PHULFD��WKH�SHUVLVWHQFH�RI�KLJK�LQFRPH�LQHTXDOLW\�DQG�WKH�GLIILFXOWLHV�RI�UHGXFLQJ�SRYHUW\�FDQQRW�EH�VHSDUDWHG�IURP�WKH�UHJLRQ¶V�WURXEO HG�UHFRUG�RI�OLPLWHG�DQG�XQHTXDO�DFFHVV�WR�HGXFDWLRQ���2I�SDUWLFXODU�FRQFHUQ�DUH�RXU�GDWD�LQGLFDWLQJ�WKDW�WKH�GLVWULEXWLRQ�RI�HGXFDWLRQ�KDV�EHHQ�ZRUVHQLQJ�LQ�WKH�ODVW�WKUHH�GHFDGHV�LQ�WKH�UHJLRQ���,Q�6HFWLRQ���ZH�SURYLGH�HYLGHQFH�WKDW�ORZ�DQG�XQHTXDO�DFFXPXODWLRQ�RI�KXPDQ�FDSLWDO�KDV�QRW�RQO\�VORZHG�DJJUHJDWH�JURZWK�LQ�/DWLQ�$PHULFD���,W�KDV�DOVR�VORZHG�SRYHUW\�UHGXFWLRQ�DQG�KDV�FRQWULEXWHG�WR�WKH�SHUVLVWHQFH�RI�WKH�ZRUOG¶V�KLJKHVW�OHYHOV�RI�LQFRPH�LQHTXDOLW\���7KH�LPSOLFDWLRQ�LV�VWUDLJKWIRUZDUG���7KH�JURZW K�SURFHVV�LQ�/DWLQ�$PHULFD�FDQ�EHQHILW�IURP�PDMRU�SURGXFWLYLW\�LQFUHDVHV�DPRQJ�WKH�SRRU� �� LI�WKH\�DUH�SURYLGHG�ZLWK�DFFHVV�
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WR�HGXFDWLRQ���0RUH�HGXFDWLRQ��DQG�LQ�SDUWLFXODU�HGXFDWLRQ�WKDW�LV�PRUH�HTXDO��L�H��WKDW�UHDFKHV�WKH�SRRU���FDQ�DFFHOHUDWH�WKH�JURZWK�SURFHVV�DQG�VLPXOWDQHRXVO\�UHGXFH�LQHTXDOLW\� �� 6HFRQG��IRU�/DWLQ�$PHULFD��ZH�VKRZ�WKDW�DFFXPXODWLRQ�RI�KXPDQ�FDSLWDO�DQG�LWV�XQHTXDO�GLVWULEXWLRQ�DUH�SDUWO\�URRWHG�LQ�ORQJVWDQGLQJ�LQHTXDOLW\��RI�DVVHWV��LQFOXGLQJ�KXPDQ�FDSLWDO�LWVHOI��DQG�RI�LQFRPH���7KH�KLVWRULF�OHJDF\�LV�GLIILFXOW�WR�DOWHU�LQ�WKH�VKRUW�UXQ���%XW�ORZ�DQG�XQHTXDO�DFFXPXODWLRQ�FDQ�DOVR�EH�H[SODLQHG�E\�WKH�HFRQRPLF�SROLFLHV�WKDW�GRPLQDWHG�WKH�UHJLRQ�IRU�GHFDGHV���&ORVHG�HFRQRPLHV�WKDW�SURWHFWHG�FDSLWDO�DQG�UHOLHG�KHDYLO\�RQ�QDWXUDO�UHVRXUFH �H[SRUWV�GLVFRXUDJHG�GHPDQG�IRU�HGXFDWLRQ�LQ�WKH�SRRU�KRXVHKROGV�RI�/DWLQ�$PHULFD��E\�GLVFRXUDJLQJ�GHPDQG�IRU�ODERU��WKH�SRRU¶V�PDMRU�DVVHW��DQG�IRU�VNLOOHG�ODERU��ZKHUH�OLHV�WKH�SRRU¶V�JUHDWHVW�SRWHQWLDO�IRU�LQFRPH�JURZWK���(FRQRPLF�UHIRUPV�RI�WKH�ODVW�GHFDGH�LQ�PRVW�FRXQWULHV�RI�WKH�UHJLRQ�DUH�HOLPLQDWLQJ�WKH�ELDVHV�DJDLQVW�ODERU�W\SLFDO�RI�SURWHFWHG�HFRQRPLHV��DQG�WKH\�DUH�EULQJLQJ�WKH�PDFURHFRQRPLF�VWDELOLW\�WKDW�LV�NH\�WR�SULYDWH�VHFWRU�LQYHVWPHQW���7KLV�LV�VHWWLQJ�WKH�VWDJH�IRU�LQFUHDVHG�KRXVHKROG�GHPDQG�IRU�VFKRROLQJ��DQG�LQFUHDVHG�LQWHUHVW�RI�WKH�EXVLQHVV�VHFWRU�LQ�D�VNLOOHG�ODERU�IRUFH�WR�PDLQWDLQ�FRPSHWLWLYHQHVV�LQ�DQ�RSHQ�HFRQRP\��� 7KLUG��ZH�QRWH�WKDW�WKH�SXEOLF�V\VWHP�RI�GHOLYHU\�RI�VRFLDO�SURJUDPV�KDV�EHHQ�SDUW�RI�WKH�SUREOHP�LQ�WKH�UHJLRQ���7UDGLWLRQDO�YHUWLFDO��EXUHDXFUDWLF�V\VWHPV�IRU�RUJDQL]LQJ�VFKRROLQJ�DQG�RWKHU�VHUYLFHV�KDYH�QRW�RQO\�EHHQ�LQHIILFLHQW��WKH\�KDYH�DOVR�H[DFHUEDWHG�LQHTXLW\�E\�IDLOLQJ�WR�VHUYH�WKH�SRRU���7KH�DOWHUQDWLYH�PDUNHW�PRGHO�GRHV�QR�EHWWHU��WKH�FRPSHWLWLRQ�LW�SURYLGHV� OHDYHV�RXW�DOO�WKRVH�XQDEOH�WR�SD\���:H�GLVFXVV�H[DPSOHV�IURP�/DWLQ�$PHULFD�RI�DQ�DOWHUQDWLYH�KRUL]RQWDO�PRGHO��LQ�ZKLFK�JRYHUQPHQW¶V�UROH�LV�WUDQVIRUPHG�IURP�SURYLGHU�RI�VHUYLFHV�WR�ILQDQFLHU�DQG�FRRUGLQDWRU��DOORZLQJ�FRPSHWLWLRQ�LQ�VHUYLFH�SURYLVLRQ�DPRQJ�ERWK�SULYDWH�DQG�SXEOLF�VXSSOLHUV��DQG�HQVXULQJ�WKDW�WKH�SRRU��YLD�YRXFKHUV�DQG�RWKHU�GHPDQG�VXEVLGLHV��KDYH�FKRLFHV�DV�FRQVXPHUV� �� :H�EHJDQ�WKLV�SDSHU�E\�SRLQWLQJ�RXW�WKH�VKRUWFRPLQJV��DW�OHDVW�LQ�WHUPV�RI�SROLF\�JXLGDQFH��RI�FXUUHQW�HQGRJHQRXV�JURZWK�PRGHOV��� ZKLFK�HPSKDVL]H�HGXFDWLRQ�EXW�IDLO�WR�FRQVLGHU�WKH�HIIHFWV�RI�WKH�GLVWULEXWLRQ�RI�HGXFDWLRQ��WKH�UHOHYDQFH�RI�KRXVHKROG�GHPDQG��DQG�WKH�LQVWLWXWLRQDO�SUREOHP�RI�GHOLYHULQJ�HGXFDWLRQ��HVSHFLDOO\�WR�WKH�SRRU���,Q�WKH�FRQWH[W�RI�/DWLQ�$PHULFD��RXU�GL VFXVVLRQ�KDV�KLJKOLJKWHG�WKH�UHOHYDQFH�RI�WKUHH�IDFWRUV������WKH�GLVWULEXWLRQ�RI�KXPDQ�FDSLWDO��ZLWK�XQHTXDO�DFFHVV�RI�WKH�SRRU�WR�VFKRROLQJ�VORZLQJ�WKH�DFFXPXODWLRQ�SURFHVV������WKH�GHPDQG�RI�WKH�SRRU�IRU�VFKRROLQJ��LQKLELWHG�IRU�PDQ\�GHFDGHV�E\�HFRQRPLF�SROLFLHV�ELDVHG�DJDLQVW�ODERU��DQG�����WKH�GHOLYHU\�V\VWHP��WKDW�KDV�UHLQIRUFHG�UDWKHU�WKDQ�FRPSHQVDWHG�IRU�SUHYDLOLQJ�VRFLDO�DQG�HFRQRPLF�LQHTXLWLHV���)RFXVLQJ�RQ�WKHVH�QRUPDOO\�QHJOHFWHG�LVVXHV��ZH�KDYH�VXJJHVWHG�DQ�DSSURDFK�WR�VRFLDO�SROLF\�DQG�LWV�LPSO HPHQWDWLRQ�LQ�/DWLQ�
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$PHULFD�WKDW�LV�ZLQ�ZLQ��L�H��DQ�DSSURDFK�WKDW�UHVROYHV�WZR�DSSDUHQW�WUDGHRIIV� �x (PSKDVLV�RQ�PRUH�DQG�PRUH�HTXDO�HGXFDWLRQ�ZLOO�UHVXOW�LQ�ERWK�JUHDWHU�JURZWK�DQG�JUHDWHU�HTXLW\��x $Q�DSSURDFK�WR�VHUYLFH�GHOLYHU\�WKDW�PLPLFV�WKH�PDUNHW� �� WKDW�LV�GHPDQG�GULYHQ�ZLWK�FRPSHWLWLYH�VXSSO\��� FDQ�EULQJ�ERWK�PRUH�HTXLW\�DQG�PRUH�HIILFLHQF\�WR�HGXFDWLRQ�SURJUDPV� �
����$�&RPPHQW�RQ�(J\SW�
2Q�WKH�RQH�KDQG��(J\SW�LV�D�PRUH�HTXDO�VRFLHW\�WKDQ�LV�W\SLFDO�RI�PXFK�RI�/DWLQ�$PHULFD��DQG�LWV�SRYHUW\�DQG�HFRQRPLF�LQHTXDOLW\�LV�QRW�DVVRFLDWHG��DV�LQ�/DWLQ�$PHULFD��ZLWK�HWKQLF�DQG�UDFLDO�GLIIHUHQFHV�WKDW�VXVWDLQ�HFRQRPLF�GLYLGHV���2Q�WKH�RWKHU�KDQG��(J\SW�LV�SD\LQJ�D�KLJK�SULFH�LQ�ORVW�HFRQRPLF�EHQHILWV�IRU�LWV�ORZ�LQYHVWPHQW�LQ�JLUOV
�HGXFDWLRQ��WKH�KXPDQ�FDSLWDO �LQYHVWPHQW�E\�KRXVHKROGV�DQG�FRPPXQLWLHV�ZLWK�WKH�ODUJHVW�VSLOORYHU�EHQHILWV�IRU�VRFLHW\�DV�D�ZKROH���$QG�WKH�WUDGLWLRQ�RI�VWDWH �UXQ�HGXFDWLRQ�DQG�KHDOWK�V\VWHPV�LV�PRUH�GHHSO\�LQJUDLQHG�LQ�(J\SW�WKDQ�LQ�WKH�$PHULFDV� �� )LJXUH���UHODWHV�DYHUDJH�DQQXDO�*'3�JURZWK�DQG�DYHUDJH�LQFRPH�LQHTXDOLW\�RYHU�WKH�SHULRG����� ����IRU�D�QXPEHU�RI�FRXQWULHV�ZRUOGZLGH���7KH�(DVW�$VLDQ�FRXQWULHV��FKDUDFWHUL]HG�E\�KLJK�JURZWK�DQG�ORZ�LQHTXDOLW\��VWDQG�DORQH�LQ�WKH�QRUWKZHVW�TXDGUDQW��ZKLOH�WKH�/DWLQ�$PHULFDQ�FRXQWULHV�DUH�FRQF HQWUDWHG�LQ�WKH�VRXWKHDVW�FRUQHU�ZLWK�ORZ�JURZWK�DQG�KLJK�LQHTXDOLW\���(J\SW¶V�SRVLWLRQ�LQ�)LJXUH���LV�W\SLFDO�RI�PDQ\�ORZ�LQFRPH�FRXQWULHV�ZLWK�ORZ�OHYHOV�RI�KXPDQ�FDSLWDO�WKDW�KDYH�H[SHULHQFHG�ORZ�JURZWK�ZLWK�ORZ�LQHTXDOLW\�RYHU�WKH�ODVW�WKUHH�GHFDGHV���2WKHUV�LQ�(J\SW¶V�SRVLWLRQ�LQFOXGH�VHYHUDO�FRXQWULHV�RI�6RXWK�$VLD��,QGLD��3DNLVWDQ��%DQJODGHVK��6UL�/DQND��DQG�RI�$IULFD���,Q�PDQ\�RI�WKHVH�FRXQWULHV��DV�LQ�(J\SW��DYHUDJH�HGXFDWLRQ�UDWHV�DPRQJ�DGXOWV�DUH�HYHQ�ORZHU�WKDQ�WKH�DYHUDJH�LQ�/DWLQ�$PHULFD��WKRX JK�D�VPDOO�HOLWH�KDV�XQLYHUVLW\�HGXFDWLRQ�DQG�PRUH� �� ,Q�(J\SW�WRGD\��WKLV�FRPELQDWLRQ�KDV�UHVXOWHG�LQ�WKH�KLJK�FXUUHQW�LQHTXDOLW\�RI�HGXFDWLRQ�VKRZQ�LQ�ILJXUH��� �� D�OHYHO�RI�LQHTXDOLW\�FRPSDUDEOH�WR�WKDW�RI�/DWLQ�$PHULFD���7KH��

��7KH�DYHUDJH�\HDUV�RI�HGXFDWLRQ�DPRQJ�DGXOWV�LQ�/DWLQ�$PHULFD�ZDV�����LQ�������FRPSDUHG�WR������LQ�(J\SW�������LQ�,QGLD�������LQ�1HSDO�������LQ�3DNLVWDQ�������LQ�6UL�/DQND�DQG������LQ�%DQJODGHVK���%DUUR�DQG�/HH���������
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*URZWK�RI�*'3�SHU�FDSLWD��SHUFHQW�

1RWH���,QFRPH�LQHTXDOLW\�LV�PHDVXUHG�DV�WKH�UDWLR�RI�WKH�LQFRPH�VKDUH�RI�WKH�ULFKHVW����SHUFHQW�WR�WKH�VKDUH�RI�WKH�SRRUHVW����SHUFHQW�RI�WKH�SRSXODWLRQ���2EVHUYDWLRQ�LV�DYHUDJH�RI�KLJK�TXDOLW\�GDWD�DYDLODEOH�IRU�������������*URZWK�GDWD�XQDYDLODEOH�IRU�����������SHULRG�IRU�WKH�IROORZLQJ�FRXQWULHV��\HDUV�XVHG�LQ�SDUDQWKHVHV����%RWVZDQD����������.RUHD����������1HSDO����������6XGDQ����������7DLZDQ����������DQG�=DPELD����������6RXUFHV���'HLQLQJHU�DQG�6TXLUH��������IRU�LQFRPH�LQHTXDOLW\�GDWD��DQG�6XPPHUV�DQG�+HVWRQ��������IRU�JURZWK���TXHVWLRQ�IRU�(J\SW�LV�ZKHWKHU�LW�FDQ�DFFHOHUDWH�KXPDQ�FDSLWDO�DFFXPXODWLRQ�DPRQJ�D�EURDGHU�VZDWK�RI�WKH�SRSXODWLRQ��DQG�WKXV�DVVXPH�WKH�SDWK�RI�(DVW�$VLD� �� RI�PRUH�UDSLG�DQG�PRUH�VXVWDLQHG�JURZWK �EDVHG�RQ�EURDG�RSSRUWXQLWLHV��RU�ZKHWKHU�FXUUHQW�SDWWHUQV�ZLOO�SHUVLVW��SXWWLQJ�(J\SW�RQ�WKH�SDWK�WDNHQ�E\�/DWLQ�$PHULFD��� 0RYLQJ�RQWR�WKH�(DVW�$VLDQ�SDWK�FRXOG�UHTXLUH�VZHHSLQJ�UHIRUPV�LQ�(J\SW¶V�HGXFDWLRQ�V\VWHP��ZKLFK�LV�FKDUDFWHUL]HG�E\�ORZ�TXDOLW\�DW �WKH�EDVLF�OHYHOV��E\�FHQWUDOL]HG�WRS�GRZQ�V\VWHPV�DQG�E\�H[WHQVLYH�UHVRUW�RI�IDPLOLHV�WR�SULYDWH�DQG�FRVWO\�WXWRULQJ���,V�PDMRU�FKDQJH�LQ�WKH�GHOLYHU\�RI�HGXFDWLRQ�DQG�RWKHU�VRFLDO�SURJUDPV�OLNHO\�QRZ�LQ�(J\SW"��/LNH�/DWLQ�$PHULFD��(J\SW�KDV�LQ�WKH�ODVW�G HFDGH�EHHQ�XQGHUWDNLQJ�
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PDMRU�HFRQRPLF�UHIRUPV�LQ�UHVSRQVH�WR�WKH�SUHVVXUHV�DQG�SRVVLELOLWLHV�RI�JOREDOL]DWLRQ���5HFHQW�VXFFHVV�LQ�UHGXFLQJ�WKH�ILVFDO�GHILFLW�LV�EHLQJ�FRPSOHPHQWHG�E\�WUDGH�OLEHUDOL]DWLRQ�DQG�WKH�EHJLQQLQJV�RI�WKH�SURFHVV�RI�UHGXFLQJ�VWDWH�LQYROYHPHQW�LQ�WKH�HFRQRP\�WKURXJK�SULYDWL]DWLRQ���7KH�UHIRUP�SURFHVV�LV�EXLOW�RQ�D�KLVWRU\�RI�D�PRUH�VWDEOH��OHVV �LQIODWLRQ�SURQH�HFRQRP\�WKDQ�WKRVH�RI�/DWLQ�$PHULFD��EXW�FRPSDUHG�WR�/DWLQ�$PHULFD��(J\SW�KDV�UHGXFHG�WDULIIV�DQG�QRQ �WDULII�EDUULHUV�PXFK�OHVV�DQG�KDV�EDUHO\�EHJXQ�WKH�SURFHVV�RI�SULYDWL]DWLRQ�DQG�WKH�FUHDWLRQ�RI�WKH�SXEOLF�UHJXODWRU\�LQVWLWXWLRQV�QHFHVVDU\�WR�HQVXUH�D�UXOH �EDVHG�PDUNHW�HQYLURQPHQW�IRU�WKH�SULYDWH�VHFWRU��HVSHFLDOO\�LQ�HGXFDWLRQ���&DQ�(J\SW�WDNH�XS�VLPXOWDQHRXVO\�WKH�FKDOOHQJH�RI�VWUXFWXUDO�FKDQJHV�LQ�LWV�VRFLDO�SURJUDPV��DORQJ�ZLWK�WKH�VWUXFWXUDO�HFRQRP\ZLGH�UHIRUPV�RQO\�MXVW�EHJXQ"��2U��DV�KDV�EHHQ�WKH�FDVH�LQ�/DWLQ�$PHULFD��FDQ�WKH�DJHQGD�RI�FKDQJH�RQO\�DEVRUE�RQH�SROLWLFDO�DQG�WHFKQLFDO�FKDOOHQJH�DW�D�WLPH"��7KH�HFRQRPLF�UH WXUQV�WR�VRFLDO�UHIRUPV��HVSHFLDOO\�WR�HGXFDWLRQ�UHIRUP��KDYH�D�UHODWLYHO\�ORQJ�JHVWDWLRQ�SHULRG��SXWWLQJ�D�SUHPLXP�RQ�DQ�HDUO\�VWDUW��RQ�WKH�RWKHU�KDQG��WKH�SROLWLFDO�FRQVHQVXV�IRU�VRFLDO�SURJUDP�UHIRUP�PD\�EH�GLIILFXOW�WR�VXVWDLQ�XQWLO�DQG�XQOHVV�WKH�FRPSHWLWLYH�SUHVVXUHV�RI�DQ�RSHQ�HFRQRP\�DUH�IXOO\�IHOW�E\�WKH�SROLWLFDO�DQG�HFRQRPLF�HOLWH��� )RU�/DWLQ�$PHULFD��ZH�HQG�RQ�D�QRWH�RI�RSWLPLVP���7KH�UHJLRQ�LV�H[SHULHQFLQJ�DQ�LQFUHDVHG�HPSKDVLV�RQ�KXPDQ�FDSLWDO�DFFXPXODWLRQ�DV�NH\�WR�JURZWK�DQG�DQ�LQFUHDVLQJ�F RQFHUQ�WKDW�WKH�SRRU�DUH�QRW�EHQHILWLQJ�IURP�VXFK�DFFXPXODWLRQ���(FRQRP\ZLGH�UHIRUPV�KDYH�VHW�WKH�VWDJH�IRU�LQFUHDVLQJ�GHPDQG�IRU�KXPDQ�FDSLWDO��DQG�WKH�SURJUHVVLYH�EXVLQHVV�VHFWRU�LV�LQFUHDVLQJO\�DFWLYH�LQ�SXVKLQJ�IRU�D�PRUH�VNLOOHG�ODERU�IRUFH���2Q�WKH�VXSSO\�VLGH��WKHUH�DUH�VLJQV�WKDW�D�PRUH�SUDJPDWLF�DSSURDFK�ZLOO�PDNH�SXEOLF�VSHQGLQJ�RQ�KXPDQ�FDSLWDO�SURJUDPV�PRUH�HTXLWDEOH�DQG�WKXV�PRUH�HIILFLHQW� �� )RU�(J\SW��ZH�OHDYH�WR�WKH�UHDGHU�ZKR�NQRZV�WKH�FRXQWU\�EHWWHU�ZKHWKHU�WKH�GHPDQG�IRU�FKDQJH�H[LVWV��DQG�ZKHWKHU�WKHUH�LV�WKH�SROLWLFDO�LPSHWXV�WR�GHYHORS�QHZ��PRUH�SUDJPDWLF�PRGHOV�RI�VRFLDO�SURJUDP�GHOLYHU\�WKDW�ZRXOG�EHWWHU�VHUYH�WKH�SRRU�PDMRULW\��DQG�WKXV�HQVXUH�(J\SW¶V�IXWXUH�FRPSHWLWLYHQHVV��
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3$57�,,620(�/(66216�)25�(*<37���',6&866,21�
3DUWLFLSDQWV�LQ�WKH�GLVFXVVLRQ�IROORZLQJ�%LUGVDOO¶V�SUHVHQWDWLRQ�LQFOXGHG�$UYLQG�6XEUDPDQLDQ�IURP�WKH�,QWHUQDWLRQDO�0RQHWDU\�)XQG��0DKPRXG�$EGHO�)DGLO�DQG�+RVVDP�%DGUDZ\�IURP�&DLUR�8QLYHUVLW\��+DOD�)DUHV�IURP�(&(6��DQG�$KPHG�(]]��$ODD�+DIH]��$KPHG�0DJKUDEL��DQG�0RKDPHG� 0DQVRXU�IURP�WKH�SULYDWH�VHFWRU��7KH�IROORZLQJ�LV�D�VXPPDU\�RI�WKH�GLVFXVVLRQ� �3DUWLFLSDQW���,�ZRXOG�OLNH�\RX�WR�HODERUDWH�RQ�WZR�TXHVWLRQV���KRZ�FDQ�FRXQWULHV�SXVK�IRU�HGXFDWLRQ�UHIRUP"�$OVR��ZKDW�LV�WKH�QDWXUH�RI�WKH�UHODWLRQVKLS�EHWZHHQ�QDWXUDO�UHVRXUFH V�DQG�JURZWK"�6SHDNHU���,Q�/DWLQ�$PHULFD����\HDUV�DJR��\RX�FRXOG�QRW�JHW�D�VHQLRU�SROLF\�PDNHU�RU�DFDGHPLF�WR�IRFXV�RQ�WKH�HGXFDWLRQ�SUREOHP��7KH\�NQHZ�WKH�SUREOHP�ZDV�WKHUH��EXW�WKH\�ZHUH�GLVWUDFWHG��MXVWLILDEO\�SHUKDSV��E\�WKHLU�SUREOHPV�RI�K\SHULQIODWLRQ��ILVFDO�GHILFLWV��KRZ�WR�SURFHHG�RQ�SULYDWL]DWLRQ�DQG�PRQHWDU\�SROLF\��$QG�LW�LV�WRXJK�LQ�JHQHUDO�WR�GHDO�ZLWK�HYHU\WKLQJ�DW�WKH�VDPH�WLPH��6R�WKHUH�LV�VRPHWKLQJ�WR�EH�VDLG�IRU�DFKLHYLQJ�D�PLQLPXP�OHYHO�RI�VWDELOL]DWLRQ��DQG�PRYLQJ�IRUZDUG�RQ�VRPH�FULWLF DO�PDFURHFRQRPLF�DQG�HFRQRP\�ZLGH�UHIRUPV��7KDW�JHQHUDWHV�WKH�LQFHQWLYH�DQG�WKH�HQYLURQPHQW�WKDW�PDNHV�LW�HDVLHU�IRU�VRFLHW\�WR�ORRN�DW�WKHVH�RWKHU�PHGLXP�WHUP�LVVXHV��7KH�SUREOHP�RI�FRXUVH�LV�WKDW�HGXFDWLRQ�LQ�SDUWLFXODU�KDV�D�ORQJ�JHVWDWLRQ�SHULRG�EHWZHHQ�WKH�LQYHVWPHQW�DQG�WKH�HFRQRPLF�UHWXUQ��7KH�VRRQHU�\RX�VWDUW��WKH�EHWWHU�RII�\RX�DUH��DQG�WKH�TXHVWLRQ�LV�ZKHWKHU�RQH�FDQ�OHDUQ�IURP�WKH�H[SHULHQFH�RI�RWKHU�HFRQRPLHV�DQG�EHJLQ�WKH�SURFHVV�VRRQHU�� �� 2QH�LQWHUHVWLQJ�FDVH�LV�%UD]LO��ZKHUH�WKHUH�LV�D�UHDO�ZDYH�RI�FKDQJH�LQ�WKH�HGXFDWLRQ�VHFWRU��7KH�0LQLVWHU�RI�(GXFDWLRQ�LQ�%UD]LO�ZDV�D�VHQLRU�PDQDJHU�LQ�WKH�,QWHU �$PHULFDQ�'HYHORSPHQW�%DQN�EHWZHHQ������DQG�������DQG�KH�ZHQW�EDFN�WR�%UD]LO�ZLWK�PDQ\�RI�WKH�PHVVDJHV�,¶YH�EHHQ�GLVFXVVLQJ��+H�KDV�FDUULHG�RXW�VRPH�LQWHUHVWLQJ�UHIRUP�WKDW�LQYROYHG�WUDQVIHUULQJ�PRUH�UHVRXUFHV�DQG�GHFLVLRQV�WR�WKH�VWDWHV�DQG�PXQLFLSDOLWLHV��+H�KDV�D�WROO �IUHH�QXPEHU�LQ�WKH�0LQLVWU\�RI�(GXFDWLRQ�ZKLFK�SDUHQWV�FDQ�FDOO��DQG�D�V\VWHP�IRU�UHFRUGLQJ�IURP�ZKHUH�WKH\�FDOO�DQG�ZKDW�WKHLU�FRPS ODLQWV�DUH��+H�KDV�FRPSOHWHO\�FKDQJHG�WKH�V\VWHP�RI�WH[WERRN�SURGXFWLRQ�DQG�GLVWULEXWLRQ��PDGH�LW�PRUH�SOXUDOLVW��DQG�WUDQVIHUUHG�UHVRXUFHV�IURP�KLJKHU�OHYHOV�WR�SULPDU\�DQG�SUH�SULPDU\�VFKRROV���� $V�IRU�QDWXUDO�UHVRXUFHV��,�KDYH�DOZD\V�VDLG�WKDW�RLO�KDV�E HHQ�WKH�FXUVH�RI�WKH�9HQH]XHODQ�HFRQRP\��7KLV�LV�WKH�'XWFK�GLVHDVH�SUREOHP��:KHQ�D�FRXQWU\�UHOLHV�KHDYLO\�RQ�D�QDWXUDO�UHVRXUFH�IRU�H[SRUWV��LW�
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FUHDWHV�D�ORW�RI�SUHVVXUH�RQ�LWV�H[FKDQJH�UDWH��PDNLQJ�LW�YHU\�GLIILFXOW�WR�FRPSHWH�LQ�PDQXIDFWXULQJ��,URQLFDOO\��WKH�HFRQRPLHV�RI�7DLZDQ��.RUHD��DQG�+RQJ�.RQJ�KDG�WUHPHQGRXV�EHQHILWV�E\�QRW�KDYLQJ�VXEVWDQWLDO�QDWXUDO�UHVRXUFHV��EHFDXVH�WKH\�KDG�WR�UHO\�RQ�ODERU�DQG�KXPDQ�UHVRXUFHV�WR�JHQHUDWH�H[SRUWV��7KH\�ZHUH�DEOH�WR�PDLQWDLQ�FRPSHWLWLYH�H[FKDQJH�UDWHV��EHFDXVH�W KH\�GLGQ¶W�KDYH�WKH�LQIORZV�DVVRFLDWHG�ZLWK�H[SRUWV�RI�FDSLWDO�LQWHQVLYH�QDWXUDO�UHVRXUFHV��,Q�IDFW��WKH�UHDO�SUREOHP�ZLWK�QDWXUDO�UHVRXUFH�DEXQGDQFH�LV�WKDW�WKH�VWDWH�UHFHLYHV�WHPSRUDU\�ZLQGIDOOV�IURP�WKH�UHVRXUFHV�DQG�WKLQNV�RI�WKHP�DV�SHUPDQHQW�ZLQGIDOOV��6R�WKH�VWDWH�EHFRPHV�HQODUJHG�DQG�KLJKO\�EXUHDXFUDWLF��DQG�DVVXPHV�D�KLJK�UDWH�RI�SXEOLF�HPSOR\PHQW��ZKLFK�LV�GLIILFXOW�WR�UHYHUVH��:KHQ�WKHUH�LV�D�FKDQJH�LQ�WKH�SULFH�RI�WKH�FRPPRGLW\��RU�LQ�WKH�UDWH�RI�SURGXFWLRQ��LW�FUHDWHV�ILVFDO�SUREOHPV�EHFDXVH�WK H�VWDWH�GRHV�QRW�KDYH�WKH�UHVRXUFHV�WR�PDLQWDLQ�WKH�VSHQGLQJ�WKDW�LW�LQLWLDWHG��6WDWH�GRPLQDQFH�RI�HPSOR\PHQW�DQG�WKH�HFRQRP\�DOVR�FURZGV�RXW�WKH�SULYDWH�VHFWRU��DQG�LW�UHGXFHV�FRPSHWLWLRQ�LQ�JHQHUDO��7KDW�VHHPV�WR�EH�WKH�VWRU\�RI�D�QDWXUDO�UHVRXUFH �EDVHG�HFRQRP\��$OWKRXJK�LW�ORRNV�JRRG�WR�KDYH�QDWXUDO�UHVRXUFHV��LQ�WKH�ORQJ�UXQ�LW�FUHDWHV�SROLWLFDO�SUREOHPV�ZKLFK�DUH�GLIILFXOW�WR�RYHUFRPH��3DUWLFLSDQW� ,�KDYH�WZR�TXHVWLRQV��<RX�SRLQW�WR�WKH�QHHG�WR�LQFUHDVH�SXEOLF�LQYHVWPHQW�LQ�HGXFDWLRQ�RQ�WKH�VXSSO\�VLGH��%XW�KRZ�FDQ�\RX�LQFUHDVH�GHPDQG�IRU�HGXFDWLRQ"��7KH�H[SHULHQFH�LQ�,QGLD�KDV�EHHQ�YHU\�LQWHUHVWLQJ�EHFDXVH��IRU�H[DPSOH��WKH�WZR�PRVW�OLWHUDWH�VWDWHV�ZHUH�WKH�VWDWHV�ZKHUH�WKH�FRPPXQLVW�SDUW\�ZDV�LQ�SRZHU��ZLWK�D�ORW�RI�JUDVVURRW�PRELOL]DWLRQ��$OVR�WKHUH �DUH�RWKHU�REVHUYDWLRQV�WKDW�FQWUDGLFW�WKH�XVXDO�EHOLHI�WKDW�KLJKHU�LQFRPH�OHYHOV�ZLOO�LQFUHDVH�GHPDQG�IRU�HGXFDWLRQ�DQG�OHDG�WR�KLJKHU�HGXFDWLRQ�OHYHOV��6RPH�RI�WKH�ULFKHVW�VWDWHV�LQ�,QGLD�GRQ¶W�VFRUH�YHU\�ZHOO�RQ�HGXFDWLRQ�LQGLFDWRUV��:KDW�LV�QHFHVVDU\�WR�LQFUHDVH�GHPDQG�IRU�SXEOLF�HGXFDWLRQ"��,Q�WHUPV�RI�SROLWLFDO�HFRQRP\��WKDW�LV�DQ�LPSRUWDQW�TXHVWLRQ��7KH�VHFRQG�TXHVWLRQ�UHODWHV�WR�WKH�LVVXH�RI�JHQGHU��<RXU�SUHVHQWDWLRQ�ZDV�YHU\�JHQGHU�QHXWUDO��,�EHOLHYH�WKDW�WKH�SRWHQWLDO�UHWXUQV�WR�LQYHVWPHQW�LQ�IHPD OH�HGXFDWLRQ�DUH�YHU\�KLJK��HVSHFLDOO\�IRU�(J\SW��ZKHUH�IHPDOH�OLWHUDF\�LV�YHU\�ORZ��6SHDNHU� <RXU�TXHVWLRQ�DERXW�WKH�GHPDQG�VLGH�LV�YHU\�LQWHUHVWLQJ��7KH�UHDO�VWRU\�RI�DFFXPXODWLRQ�RI�KXPDQ�FDSLWDO�WKURXJK�HGXFDWLRQ�LQ�(DVW�$VLD�LV�DV�PXFK�D�VWRU\�RI�GHP DQG�DV�RI�VXSSO\��,Q�(DVW�$VLDQ�UHWXUQV�WR�HGXFDWLRQ�ZHUH�KLJK�IRU�LQGLYLGXDO�IDPLOLHV��VR�LW�ZDV�ZHOO�ZRUWK�LW�WR�VHQG�FKLOGUHQ�WR�VFKRRO��2QH�UHDVRQ�ZK\�WKH�UHWXUQV�ZHUH�KLJK�LV�WKDW�WKHUH�ZDV�KLJK��FRQVWDQWO\�LQFUHDVLQJ�GHPDQG�IRU�ODERU��SDUWLFXODUO\�VNLOOHG�ODERU��6R�WKH�GHPDQG�VLGH�PDWWHUV��:H�NQRZ�IURP�WKH�H[SHULHQFH�RI�IRUPHU�6RYLHW�8QLRQ�FRXQWULHV�WKDW�D�JRRG�VXSSO\�DQG�DFFXPXODWLRQ�RI�KXPDQ�FDSLWDO�ZLOO�QRW�JHQHUDWH�JURZWK�LI�WKHUH�
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LV�QR�GHPDQG�RQ�WKH�PDFUR�VLGH��3HRSOH�VHQG�FKLOGUHQ�WR�VFKRRO�ZKHQ �LW�PDNHV�HFRQRPLF�VHQVH�WR�GR�VR��,W�LV�LPSRUWDQW�WR�KDYH�UHWXUQV�LQ�WKH�ODERU�PDUNHW� �� <RX�PXVW�DOVR�KDYH�UHDVRQDEOH�TXDOLW\�WR�HQVXUH�KLJK�UHWXUQV��&KLOGUHQ�ZKR�JR�WR�VFKRRO�ZLWKRXW�OHDUQLQJ�DQ\WKLQJ�JHW�GLVFRXUDJHG��DQG�WKH\�GURS�RXW��7KLV�LV�ZKDW�KDSS HQV�LQ�/DWLQ�$PHULFD��SDUWLFXODUO\�LQ�%UD]LO��7KH\�KDYH������HQUROOPHQW�DQG�DWWHQGDQFH�LQ�6HSWHPEHU��EXW�E\�'HFHPEHU��KDOI�WKH�FODVV�LV�PLVVLQJ�EHFDXVH�WKH�TXDOLW\�LV�YHU\�SRRU��DQG�LW�PD\�PDNH�PRUH�VHQVH�WR�NHHS�WKH�FKLOGUHQ�KRPH�WR�ZDWFK�\RXQJHU�FKLOGUHQ�RU�ZRUN�RQ�WKH�IDUPV��3URYLGLQJ�UHDVRQDEOH�TXDOLW\�UHTXLUHV�JLYLQJ�FRQVXPHUV�VRPH�FRQWURO�RYHU�WKHLU�VFKRROV��(O�6DOYDGRU�KDV�LQWURGXFHG�DPD]LQJ�FKDQJHV�LQ�WKH�ODVW�ILYH�\HDUV��E\�JLYLQJ�FRPPXQLWLHV�WKH�ULJKW�WR�KLUH�DQG�ILUH�WHDFKHUV��7KH�WHDFKHUV�DUH�QR ORQJHU�KLUHG�RU�ILUHG�E\�WKH�0LQLVWU\�RI�(GXFDWLRQ��(DFK�\HDU�SDUHQWV�PDNH�QHZ�FRQWUDFWV�ZLWK�WHDFKHUV�LQ�WKHLU�DUHDV��VR�WKH\�KDYH�VRPH�FRQWURO�RYHU�TXDOLW\��+LJKHU�UHWXUQV��TXDOLW\��DQG�RSSRUWXQLWLHV�ZLOO�JHQHUDWH�LQWHUHVW�LQ�HGXFDWLRQ��� +RZ�GR�\RX�JHQHUDWH�DGHTXDWH�GHPDQG�IRU�JLUOV¶�HGXFDWLRQ�LQ�WUDGLWLRQDO�VRFLHWLHV"�,I�ZRPHQ�GRQ¶W�ZRUN�RXWVLGH�WKH�KRPH��LW�JHQHUDOO\�PHDQV�WKH\�DUH�ZRUNLQJ�DW�KRPH�DQG�QXUWXULQJ�WKH�QH[W�JHQHUDWLRQ��DQG�VR�WKH�VRFLDO�UHWXUQV�WR�HGXFDWLQJ�ZRPHQ�DUH�YHU\�KLJK�LQ�WHUPV�RI� EHWWHU�HGXFDWHG��KHDOWKLHU�FKLOGUHQ��7KLV�UHGXFHV�WKH�FRVWV�WR�WKH�WD[SD\HU�RI�SURGXFLQJ�KHDOWK\�IDPLOLHV��6R�HGXFDWLQJ�JLUOV�KDV�D�ELJ�SD\RII�IRU�VRFLHW\��)RU�WKLV�UHDVRQ��LW�PDNHV�VHQVH�WR�VXEVLGL]H�VFKRROLQJ�IRU�JLUOV�HYHQ�PRUH�WKDQ�IRU�ER\V��,I�SULPDU\�VFKRROLQJ�LV�IUHH�IRU�DOO�FKLOGUHQ��ZK\�QRW�DGG�D�VXEVLG\�IRU�VHQGLQJ�GDXJKWHUV�WR�VFKRRO��HVSHFLDOO\�LQ�UXUDO�DUHDV�LQ�(J\SW"�:K\�VKRXOGQ¶W�WKH�JRYHUQPHQW�SD\�SDUHQWV�D�OLWWOH�H[WUD�WR�NHHS�WKHLU�GDXJKWHUV�LQ�VFKRRO�ORQJHU"�7KLV�ZRXOG�PDNH�HFRQRPLF�DQG�V RFLDO�VHQVH��&HUWDLQO\�LQ�DQ�HQYLURQPHQW�ZLWK�D�ORW�RI�WXWRULQJ��DV�LQ�(J\SW��WKH�JRYHUQPHQW�FRXOG�VXEVLGL]H�WKH�WXWRULQJ�RI�JLUOV��3DUWLFLSDQW� 7KH�G\QDPLFV�RI�WKH�VLWXDWLRQ�LQ�(J\SW�VKRZ�WKDW�ZH�DUH�DFWXDOO\�PRYLQJ�WRZDUGV�WKH�/DWLQ�$PHULFDQ�PRGHO�PRUH�WKDQ�WKH�$VLDQ�PRGHO��LQ�WKH�DEVHQFH�RI�FRUUHFWLYH�SROLFLHV��7KHUH�LV�D�ORZ�OHYHO�RI�DFFXPXODWLRQ�RI�KXPDQ�FDSLWDO�DQG�LQFUHDVLQJ�LQHTXDOLW\�LQ�WKH�GLVWULEXWLRQ�RI�DOO�NLQGV�RI�DVVHWV��PDWHULDO�DQG�KXPDQ��:KDW�DUH�\RXU�YLHZV�RQ�(J\SW¶V�FXUUHQW�SDFNDJH�RI�U HIRUP�SROLFLHV��WKH�NLQGV�RI�GRQRU�DQG�IRUHLJQ�ORDQ�SROLFLHV"�7R�ZKDW�H[WHQW�DUH�WKH\�FRQGXFLYH�WR�EHWWHU�DFFXPXODWLRQ�RI�KXPDQ�FDSLWDO�DQG�GLVWULEXWLRQ�RI�DVVHWV"�6SHDNHU���7KH�LQWHUQDWLRQDO�ILQDQFLDO�LQVWLWXWLRQV�DUH�SDUW�RI�D�ODUJHU�HQYLURQPHQW��DQG�WKH� VWDII�DQG�PDQDJHPHQW�RI�WKHVH�LQVWLWXWLRQV�DUH�DV�PXFK�DIIHFWHG�E\�FKDQJLQJ�LGHDV�DQG�DV�SURQH�WR�SROLF\�HUURUV�DV�DUH�FRXQWU\�SROLF\�PDNHUV��7KH�LQLWLDO�VWUXFWXUDO�DGMXVWPHQW�SDFNDJH�RI�WKH�����V��ZKLFK�ZDV�SXVKHG�E\�WKH�,0)��WKH�:RUOG�%DQN�DQG�WKH�,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN��GLGQ¶W�HPSKDVL]H�HQRXJK��LQ�P\�
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YLHZ��WKH�QHHG�WR�DGGUHVV�QRW�RQO\�WKH�DPRXQW�RI�ILVFDO�VSHQGLQJ��EXW�WKH�FRPSRVLWLRQ�RI�ILVFDO�VSHQGLQJ��6R�WKH�LQLWLDO�URXQGV�RI�DGMXVWPHQW�ZHUH�EDVHG�RQ�UHGXFLQJ�ILVFDO�GHILFLWV��ZLWKRXW�HQRXJK� DWWHQWLRQ�WR�KRZ�FRXQWULHV�GLG�LW��%\�WKH�HQG�RI�WKH�����V��WKDW�KDG�EHHQ�FRUUHFWHG��DW�OHDVW�RQ�SDSHU��LQ�WKH�VHQVH�WKDW�LQWHUQDWLRQDO�LQVWLWXWLRQV�ZHUH�PXFK�PRUH�FRQFHUQHG�ZLWK�VRFLDO�SURJUDPV�DQG�PDLQWDLQLQJ�DGHTXDWH�H[SHQGLWXUH��VXFK�DV�WKURXJK�WKH�LQW URGXFWLRQ�RI�µVRFLDO�IXQGV¶��+RZHYHU��WKH�LQWHUQDWLRQDO�LQVWLWXWLRQV�VWLOO�KDYH�VRPH�GLVWDQFH�WR�JR��,W�LV�QRW�VXIILFLHQW�WR�ZRUU\�DERXW�WKH�DPRXQW�RI��H[SHQGLWXUH�DORQH��,W�LV�D�PLFUR�SUREOHP��D�WHFKQLFDO�DQG�SROLWLFDO�FKDOOHQJH�WR�DOWHU�WKH�LQFHQWLYH�VWU XFWXUH�LQ�VRFLDO�SURJUDPV�� �� ,W�LV�DOVR�QRW�WUXH�WKDW�LW�LV�HDVLHU�WR�IL[�HGXFDWLRQ�WKDQ�WR�IL[�WKH�H[FKDQJH�UDWH��,Q�IDFW�LW�LV�PRUH�GLIILFXOW��<RX�KDYH�WR�GHDO�ZLWK�WKH�EXUHDXFUDF\��WHDFKHUV��QHZ�LQVWLWXWLRQV��DQG�VRFLHW\�DW�ODUJH��<RX�KDYH�WR�PDNH�GHFLVLRQV�WKDW�LQYROYH�PLOOLRQV�RI�SHRSOH��:LWK�WKH�H[FKDQJH�UDWH��RU�ZLWK�SULYDWL]DWLRQ��D�VPDOO�FRWHULH�RI�JRRG�WHFKQLFDO�VWDII�DQG�WKH�VXSSRUW�RI�SROLWLFDO�OHDGHUVKLS�FDQ�DFFRPSOLVK�D�ORW�RI�FKDQJH��:LWK�HGXFDWLRQ��ZLWK�KHDOWK�DQG�SHQVLRQV��UHIRUP�LV�LQVWLWX WLRQDOO\�DQG�SROLWLFDOO\�PRUH�FRPSOLFDWHG��6R�,�WKLQN�WKH�LQWHUQDWLRQDO�LQVWLWXWLRQV�DUH�PRYLQJ�LQ�WKH�ULJKW�GLUHFWLRQ�DQG�ZLWK�WKH�ULJKW�PHVVDJH��EXW�ZH�KDYH�TXLWH�D�ORQJ�ZD\�WR�JR�LQ�ZRUNLQJ�ZLWK�FRXQWULHV�RQ�KRZ�WR�EULQJ�DERXW�WKHVH�FKDQJHV��&KDQJLQJ�WKH�TXDOLW\�RI�HGXFDWLRQ�LV�VR�PXFK�PRUH�FRPSOLFDWHG�WKDQ�GHFLGLQJ��IRU�H[DPSOH��WR�SULYDWL]H�WHOHFRPPXQLFDWLRQV��� 2QH�RI�WKH�LPSRUWDQW�PHVVDJHV�WKDW�WKH�LQWHUQDWLRQDO�LQVWLWXWLRQV�DUH�QRZ�EHJLQQLQJ�WR�GLVVHPLQDWH�LV�QRW�WR�EH�DIUDLG�RI�WKH�PDUNHW�PRGHO�LQ�VRFLDO�SURJUDPV��QRW�WR�EH�DIUDLG�WR�XVH�LQFHQWLYHV�DQG�PDUNHW�PHFKDQLVPV��<RX�KDYH�WR�WKLQN�DERXW�WKH�GHPDQG�VLGH�DV�ZHOO�DV�WKH�VXSSO\�VLGH��<RX�KDYH�WR�WKLQN�DERXW�GLIIHUHQW�PRGHOV�DQG�JLYH�SHRSOH�RSWLRQV��ZLWK�DQ�DSSURDFK�ZKLFK�GRHVQ¶W�UHO\�RQ�WKH�PDUNH W�LQ�LWV�DWDYLVWLF�VHQVH��EXW�ZKLFK�XVHV�WKH�PDUNHW�E\�DGDSWLQJ�PHFKDQLVPV�LQ�GHOLYHULQJ�VRFLDO�VHUYLFHV�WR�FRQVXPHUV��3DUWLFLSDQW���,�KDYH�WZR�TXHVWLRQV��)LUVW��\RX�PHQWLRQHG�WKH�LPSRUWDQFH�RI�SURSHU�LQIRUPDWLRQ�LQ�SROLF\�IRUPXODWLRQ��DQG�,�ZRQGHU�IURP�ZKHUH�\RX�JRW�\RXU�LQIRUPDWLRQ�DERXW�(J\SW��6HFRQG��,�ZRXOG�OLNH�WR�NQRZ�\RXU�RSLQLRQ�DERXW�WKH�QHHG�IRU�GHPRFUDF\�IRU�SURGXFWLYH�VRFLDO�LQWHUDFWLRQ��<RX�VD\�WKDW�WKH�VWDWH�LV�DIIHFWHG�E\�VRFLDO�QHHGV��DQG�HYHU\WKLQJ�LV�G\QDPLF�DQG�LQWHUDFWLYH��EXW�ZLWKRXW�G HPRFUDF\�WKLV�ZRXOG�EH�YHU\�GLIILFXOW��1HYHUWKHOHVV�HFRQRPLF�JURZWK�KDV�EHHQ�FUHDWHG�LQ�VWDWHV�ZLWK�QR�GHPRFUDF\� �6SHDNHU� 7KH�GDWD�RQ�(J\SW�FDPH�IURP�WKH�VDPH�VRXUFHV�DV�WKH�GDWD�RQ�WKH�RWKHU�FRXQWULHV��7KH�FURVV �FRXQWU\�GDWD�VHW��ZKLFK�FRYHUV�D�EURDG�UDQJH�RI�IDFWRUV��FDPH�IURP�YDULRXV�VRXUFHV��6RPH�RI�WKH�QHZHVW�
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GDWD�RQ�LQFRPH�GLVWULEXWLRQ�FDPH�IURP�WKH�:RUOG�%DQN��DQG�WKH\�SURGXFHG�D�KLJK �TXDOLW\�GDWD�VHW�ZKLFK�LV�UHDVRQDEO\�FRPSOHWH���� 'HPRFUDF\�LV�WKH�DJH�ROG�TXHVWLRQ��7KHUH�DUH�FRXQWULHV�LQ�(DVW�$VL D�WKDW�JUHZ�ZLWKRXW�GHPRFUDF\��EXW�WKHUH�DUH�DOVR�FRXQWULHV�OLNH�WKH�6RYLHW�8QLRQ�DQG�PRVW�RI�(DVWHUQ�(XURSH�WKDW�IDLOHG�WR�JURZ�ZLWKRXW�GHPRFUDF\��<RX�FDQ�WKLQN�RI�GHPRFUDWLF�FRXQWULHV�WKDW�KDYH�JURZQ�DQG�GHPRFUDWLF�FRXQWULHV�WKDW�KDYHQ¶W��6R�WKHUH�LV�QR�REYLRXV�QHFHVVDU\�OLQN�EHWZHHQ�WKH�SROLWLFDO�V\VWHP�DQG�WKH�UDWH�RI�HFRQRPLF�JURZWK��+RZHYHU��LQ�DQ�XQHTXDO�VRFLHW\��WKH�NH\�WR�HFRQRPLF�JURZWK�LV�WR�GLVWULEXWH�RSSRUWXQLW\�EHWWHU��<RX�FDQ�KDYH�VKDUHG�JURZWK��<RX�FRRN�D�ELJ�SLH�DQG�WKHQ�VKDUH�WKH�SLH��WKDW �LV��WKH�EHQHILWV�RI�JURZWK��%XW�LW�LV�QRW�VR�PXFK�FRRNLQJ�WKH�SLH�DQG�WKHQ�GLVWULEXWLQJ�WKH�SLHFHV�ZKLFK�PDWWHUV��LW�LV�ZKR�FRRNV�WKH�SLH��KRZ�PDQ\�FKHIV�JHW�LQYROYHG�LQ�FRRNLQJ�WKH�SLH��,I�RQO\�KDOI�WKH�FKHIV�DUH�FRRNLQJ��\RX�FDQ¶W�KDYH�D�ELJ�SLH�WR�VKDUH��\RX�KDYH�WR�LQYROYH�WKH�SRRU��,Q�VRFLHWLHV�WKDW�DUH�YHU\�XQHTXDO��WKH�RQO\�ZD\�WR�GLVWULEXWH�HFRQRPLF�RSSRUWXQLWLHV�WR�WKH�SRRU�LV�WR�PDNH�VXUH�WKDW�WKH\�KDYH�D�SROLWLFDO�YRLFH��,Q�/DWLQ�$PHULFD��DV�UHDO�GHPRFUDF\�GHHSHQV��QRW�MXVW�HOHFWLRQV��EXW�PRUH�G HPRFUDWLF�LQVWLWXWLRQV�DQG�PRUH�SDUWLFLSDWLRQ��SROLWLFLDQV�DUH�UHVSRQGLQJ�PRUH�WR�WKH�QHHGV�RI�WKH�OHVV�ULFK��DQG�VR�SROLWLFV�LV�EHFRPLQJ�D�YHKLFOH�IRU�GLVWULEXWLQJ�RSSRUWXQLWLHV� �� ,Q�WKH�8QLWHG�6WDWHV��,�WKLQN��WKH�NH\�WR�HFRQRPLF�VXFFHVV�LV�WKH�SROLWLFDO �V\VWHP�ZKLFK�LV�FRQVWDQWO\�UHF\FOLQJ��LQ�D�QDWXUDO�SURFHVV��,Q�FHUWDLQ�SROLWLFDO�V\VWHPV�WKH�HFRQRPLF�HOLWH�FDQ�FDSWXUH�SROLWLFDO�SRZHU�DQG�XVH�LW�WR�IXUWKHU�LWV�HFRQRPLF�LQWHUHVWV��ZKLFK�LV�ZK\�LQ�XQHTXDO�VRFLHWLHV�\RX�QHHG�D�SROLWLFDO�V\VWHP�WKDW�GLVFRXUDJHV�VXFK�HFRQRPLF�SUDFWLFHV�E\�WKH�HOLWH���,Q�(DVW�$VLD�LW�ZDV�LQ�WKH�LQWHUHVW�RI�SROLWLFDO�HOLWHV�WR�GLVWULEXWH�HFRQRPLF�RSSRUWXQLW\��7KLV�PD\�KDYH�EHHQ�EHFDXVH�WKH\�IHOW�WKH�SUHVVXUH�RI�LQWHUQDO�DQG�H[WHUQDO�FRPPXQLVW�PRYHPHQWV�LQ�WKH�SRVW �ZDU�SHULRG��,Q�RUGHU�WR�DFTXLUH�SROLWLFDO�OHJLWLPDF\��WKH�QHZ�JRYHUQPHQWV²LQ�7DLZDQ��0DOD\VLD��,QGRQHVLD²QHHGHG�WR�FR�RSW�WKH�SHDVDQWV�DQG�ZRUNHUV��DQG�LW�PDGH�VHQVH�WR�HQVXUH�WKDW�HFRQRPLF�RSSRUWXQLWLHV�ZHUH�GLVWULEXWHG� �� ,�GRQ¶W�WKLQN�WKLV�LV�WKH�FDVH�LQ�(J\SW��%HFDXVH�RI�WKH�ORQJ�SHULRG�RI�SROLWLFDO�VWDELOLW\��WKHUH�LV�QR�QHHG�WR�FUHDWH�OHJLWLPDF\�LQ�WKH�VDPH�ZD\��:KDW�LV�QHHGHG�LV�WR�HQVXUH�WKDW�WKH�SROLWLFDO�V\VWHP�GHOLYHUV�HFRQRPLF�RSSRUWXQLWLHV�DV�EURDGO\�DV�SRVVLEOH� �3DUWLFLSDQW� <RX�PHQWLRQHG�WKDW�RQFH�\RX�KDYH�DQ�RSHQ�HFRQRP\�DQG�PRUH�FRPSHWLWLRQ��WKHQ�LQGXVWULHV�DQG�OHDGLQJ�EXVLQHVVHV�VWDUW�WR�KDYH�D�UROH��DQG�,�DVVXPH�WKLV�LV�LQ�SDUW�WKURXJK�WUDLQLQJ��7UDLQLQJ��DV�\RX�NQRZ��LV�GLIIHUHQW�IURP�HGXFDWLRQ��LW�LV�PRUH�VKRUW �WHUP��PXFK�PRUH�IRFXVHG��$FWXDOO\�LQ�(J\SW��PRUH�DQG�PRUH�LQGXVWULHV�DUH�VWDUWLQJ�WR�LQYHVW�LQ�WUDLQLQJ��PRVW�RI�WKH�TXDOLW\�DVVXUDQFH�V\VWHPV�PDNH�LW�LPSHUDWLYH�
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WR�LQYHVW�LQ�WUDLQLQJ��$OVR��PDQ\�LQGXVWULDOLVWV�VHH�WKDW�WKH\�FDQ¶W�ZDLW�IRU�WKH�HGXFDWLRQ�V\VWHP�WR�EH�XSJUDGHG��VR�WKH\�VWDUW�LQYHVWLQJ�LQ�WUDLQLQJ��&DQ�WKLV�KDYH�DQ�LPSDFW"�&DQ�\RX�JLYH�XV�VRPH�VWRULHV�IURP�/DWLQ�$PHULFD�WKDW�DUH�UHOHYDQW�WR�(J\SW" �6SHDNHU���,W�VRXQGV�YHU\�JRRG�WKDW�LQGXVWU\�LV�ILQDQFLQJ�WKH�WUDLQLQJ�LQ�(J\SW��,Q�/DWLQ�$PHULFD��WKH�JRYHUQPHQWV�RYHU�WKH�ODVW�WKUHH�GHFDGHV�VDZ�WKDW�WKH�IRUPDO�HGXFDWLRQ�V\VWHP�ZDV�QRW�ZRUNLQJ�ZHOO��6R�JRYHUQPHQW�EHJDQ�WR�LQYHVW�KHDYLO\�LQ�VKRUW �WHUP�WUDLQLQJ��7KH\�ZRXOG�VRPHWLPHV�WD[�LQGXVWULHV�DQG�HDUPDUN�WKHVH�WD[HV�IRU�VKRUW�WHUP�WUDLQLQJ�IRU�SHRSOH�ZKR�GLGQ¶W�ILQLVK�SULPDU\�VFKRRO� �7KLV�GRHVQ¶W�ZRUN��:H�NQRZ�IURP�UHVHDUFK�WKDW�LQGXVWU\�ZLOO�HQWHU�LQWR�WUDLQLQJ�RQO\�ZKHQ�WKHUH�LV�DW�OHDVW�IXQGDPHQWDO�IRUPDO�HGXFDWLRQ��RU�EDVLF�HGXFDWLRQ��DV�WKH�FRVW�RI�WUDLQLQJ�LV�UHODWLYHO\�KLJK�IRU�LOOLWHUDWH�ZRUNHUV��6R�\RX�FDQ¶W�VXEVWLWXWH�WUDLQL QJ�IRU�IRUPDO�HGXFDWLRQ��<RX�FDQ�DGG�WUDLQLQJ��,QGXVWU\�ZLOO�ILQDQFH�LW�LI�SHRSOH�DUH�DOUHDG\�VRPHZKDW�HGXFDWHG��6R�WKH�TXHVWLRQ�IRU�(J\SW�LV�ZKHWKHU�WKHUH�DUH�HQRXJK�VNLOOHG�ZRUNHUV�WKDW�FDQ�EH�WUDLQHG�DW�UHODWLYHO\�ORZHU�FRVW��2YHU�WLPH��DV�(J\SW�FRPSHWH V�LQ�PRUH�VRSKLVWLFDWHG�LQGXVWULHV��HYHQ�SULPDU\�HGXFDWLRQ�ZLOO�EH�LQVXIILFLHQW�IRU�WKH�NLQG�RI�WUDLQLQJ�WKDW�LQGXVWU\�ZLOO�ZDQW�WR�SURYLGH��7KLV�LV�KDSSHQLQJ�LQ�/DWLQ�$PHULFD��DQG�WKHUH�LV�D�UHDO�ERWWOHQHFN�WKHUH��*RYHUQPHQWV�VXEVLGL]H�WKH�EDVLF�HGXFDWLRQ �SDUW�RI�WUDLQLQJ��ZKLOH�LQGXVWU\�ILQDQFHV�PRUH�VSHFLILF�VNLOOV��%XW�LQ�VRPH�HFRQRPLHV�WKH\�UDQ�RXW�RI�SHRSOH�WR�WUDLQ�DW�ORZ�FRVW�UHODWLYHO\�TXLFNO\��6RRQ�DIWHU�RSHQLQJ�DQG�DIWHU�WKH�DUULYDO�RI�QHZ�LQYHVWPHQW�DQG�LQGXVWULHV��FDPH�WKH�ERWWOHQHFN��7KLV�FRXO G�EHFRPH�DQ�LVVXH�IRU�(J\SW�LQ�WKH�QH[W�ILYH�\HDUV��3DUWLFLSDQW� ,�WKLQN�WKDW�WKH�SLFWXUH�LQ�(J\SW�LV�PRUH�EOHDN�WKDQ�\RX�KDYH�VKRZQ��6WDWLVWLFV�VKRZ�WKDW�����RI�(J\SW ¶V SRSXODWLRQ�KDV�REWDLQHG�FROOHJH�RU�KLJK�VFKRRO�GHJUHHV��EXW�WKH�RWKHU�����RI�WKH�SRSXODWLRQ�KDV�EHWZHHQ�]HUR�DQG�WKUHH�\HDUV�RI�HGXFDWLRQ��7KH�DPRXQW�RI�PRQH\�VSHQW�E\�(J\SWLDQ�KRXVHKROGV�RQ�WXWRULQJ�WKHLU�FKLOGUHQ�LV��LQ�PDQ\�FDVHV��D�JUHDW�SRUWLRQ�RI�WKH�KRXVHKROG�LQFRPH��7KH�SUREOHP�ZH�KDYH�KHUH�WRGD\�JRHV�EDFN�WR�WKH�����V�ZKHQ�LW�ZDV� GHHPHG�SROLWLFDOO\�FRUUHFW�WR�VD\�WKHUH�KDV�WR�EH�EHWWHU�GLVWULEXWLRQ�RI�RSSRUWXQLWLHV��$ORQJ�ZLWK�WKDW�FDPH�WKH�SKLORVRSK\�RI�DOORZLQJ�HYHU\ERG\�DFFHVV�WR�DQ\�OHYHO�RI�HGXFDWLRQ��$V�D�UHVXOW�ZH�KDG�WKLV�PDVVLYH�VKLIW�LQ�LQYHVWPHQW�LQWR�XQLYHUVLW\�HGXFDWLRQ�DQG�DQ�HVWDEOLVKHG�DOOLDQFH�EHWZHHQ�JRYHUQPHQW�DQG�XQLYHUVLWLHV��ZKLFK�SROLWLFDOO\�LV�YHU\�GLIILFXOW�WR�EUHDN��%XW�WKHUH�LV��DW�WKH�XSSHU�OHYHO�RI�SRZHU�LQ�(J\SW��VLJQLILFDQW�LQWHUHVW�LQ�HVWDEOLVKLQJ�EHWWHU�GLVWULEXWLRQ�WR�WKH�RWKHU�����RI�WKH�SRSXODWLRQ ��:KDW�LV�WKH�YLVLRQ�WKDW�ZRXOG�KHOS�FUHDWH�WKDW�SROLWLFDO�VHQVH�RI�XUJHQF\�WKDW�ZH�KDYH�WR�GR�VRPHWKLQJ"�5DWKHU�WKDQ�D�PDVVLYH�FLYLO�HQJLQHHULQJ�LQYHVWPHQW��SHUKDSV�ZH�QHHG�D�PDVVLYH�VRIW�LQYHVWPHQW� �



(&(6�'/6���%LUGVDOO�	 /RQGRxR��$XJXVW�����

��

6SHDNHU� :KDW�\RX�VD\�PDNHV�(J\SW�VRXQG�VR�PXFK�OLNH�/ DWLQ�$PHULFD��7KH�ILUVW�LVVXH�LV�IDOVH�HQWLWOHPHQW��7KLV�LV�DQ�H[SUHVVLRQ�FRLQHG�E\�%UD]LOLDQV�WR�FDSWXUH�WKH�LGHD�RI�IUHH�DQG�XQLYHUVDO�HGXFDWLRQ�IRU�HYHU\RQH��,W�ZDV�D�IDOVH�HQWLWOHPHQW��EHFDXVH�LI�HYHU\WKLQJ�ZDV�IUHH�DQG�XQLYHUVDO��EXW�WKHUH�LVQ¶W�HQRXJK�PRQH\��WKH�SRRU�ZRXOG�EH�DW�WKH�HQG�RI�WKH�OLQH��7KH�IDOVH�HQWLWOHPHQW�FDPH�LQ�WZR�IRUPV��ILUVW��SULPDU\�DQG�VHFRQGDU\�HGXFDWLRQ�KDG�YHU\�ORZ�TXDOLW\�DV�WKH\�ZHUH�H[SDQGHG�ZLWKRXW�WKH�SURSHU�UHVRXUFHV��DQG�VHFRQG�WKH�IDOVH�HQWLWOHPHQW�WR�XQLYHUVLW\�HGXFD WLRQ��ZKLFK�LV�XVHOHVV�IRU�WKRVH�ZKR�FDQQRW�JHW�WKURXJK�WKH�SXEOLF�V\VWHP��7KH�WXWRULQJ�SKHQRPHQRQ�KHUH�VRXQGV�YHU\�LQHIILFLHQW��,�DP�VXUH�WKH�UHODWLRQVKLS�EHWZHHQ�WKH�LQSXW�DQG�WKH�RXWSXW�LV�YHU\�SRRU��DQG�SUHVXPDEO\�ZLWK�PLQLPXP�UHJXODWLRQ��SDUHQWV�DQG�FRQVXPHUV�KDYH�QR�LQIRUPDWLRQ��%XW�WKH�LVVXH�RI�WKH�UHFWRUV�RI�XQLYHUVLW\�FRPPXQLWLHV�KDYLQJ�SULYLOHJHG�DFFHVV�WR�SXEOLF�UHVRXUFHV�LV�YHU\�FRPPRQ��,Q�PDQ\�/DWLQ�$PHULFDQ�FRXQWULHV��D�SHUFHQW�RI�WD[HV�LV�HDUPDUNHG�IRU�WKH�XQLYHUVLWLHV��LQGHSHQGHQW�RI�WKHLU�E XGJHW��QHHGV�RU�DFWLYLWLHV��,�WKLQN�RQH�RI�WKH�WKLQJV�WKH�,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN�KDV�EHHQ�YHU\�VXFFHVVIXO�LQ�GRLQJ�LV�GHYHORSLQJ�WKDW�VHQVH�RI�SROLWLFDO�XUJHQF\�WKURXJK�VHPLQDUV��FRQIHUHQFHV��URXQGWDEOHV��EULQJLQJ�WRJHWKHU�WKH�SULYDWH�VHFWRU�ZLWK�LQWHUHVWHG�SDUWLHV�DQG�FUHDWLQJ�LQIRUPDWLRQ�DQG�PHVVDJHV�ZKLFK�FDQ�PDNH�D�GLIIHUHQFH��,W�LV�LPSRUWDQW�WR�KDYH�D�IRUXP�IRU�QHZ�LGHDV�DQG�DSSURDFKHV��,W�LV�LPSRUWDQW�WR�FUHDWH�D�PXFK�JUHDWHU�VHQVH�RI�SXEOLF�XUJHQF\�DQG�WR�GHYHORS�VRPH�FRQVHQVXV�DERXW�KRZ�WR� SURFHHG��3DUWLFLSDQW���,�EHOLHYH�WKHUH�LV�D�UROH�IRU�WKH�SULYDWH�VHFWRU�LQ�HGXFDWLRQ��EXW�WKHUH�PXVW�EH�SURSHU�LQFHQWLYH��,QGXVWULDOLVWV�KDYH�VWDUWHG�LQYHVWLQJ�LQ�YRFDWLRQDO�WUDLQLQJ��ZKLFK�KDV�D�SURILW�LQFHQWLYH��+RZ�ZRXOG�HQFRXUDJLQJ�WKH�SULYDWH�VHFWRU�W R�LQYHVW�LQ�IRUPDO�HGXFDWLRQ�DIIHFW�HGXFDWLRQ�LQHTXDOLW\"�:RXOG�LW�GHFUHDVH�LQHTXDOLW\�E\�JLYLQJ�PRUH�RSSRUWXQLWLHV�DQG�IUHHLQJ�PRUH�VWDWH�UHVRXUFHV�IRU�WKH�SRRU��ZKLOH�EULQJLQJ�EHWWHU�TXDOLW\"�2U�ZRXOG�LW�LQFUHDVH�LQHTXDOLW\�WKURXJK�KLJKHU�SULFHV�IRU�HGXF DWLRQ"�6SHDNHU���,�GRQ¶W�WKLQN�WKDW�ZH�FDQ�H[SHFW�WKH�SULYDWH�VHFWRU�WR�PDNH�PDVVLYH�LQYHVWPHQW�LQ�HGXFDWLRQ�ZLWKRXW�VRPH�IRUP�RI�VXEVLG\�IURP�WKH�SXEOLF�VHFWRU��EXW�LW�LV�XVHIXO�WR�KDYH�FRPSHWLWLRQ�DQG�WR�KDYH�WKH�VWDWH�VXEVLGL]LQJ�VWXGHQWV�DWWHQGLQJ�SULY DWH�VFKRRO��SDUWLFXODUO\�WKH�SRRU��7KLV�FUHDWHV�FRPSHWLWLRQ�ZLWK�WKH�SXEOLF�VHFWRU��DQG�FRXOG�SXVK�WKH�SXEOLF�VHFWRU�WR�LPSURYH�TXDOLW\�LQ�SXEOLF�VFKRROV��7KLV�LV�D�YHU\�FRQWURYHUVLDO�VXEMHFW�HYHQ�LQ�WKH�8QLWHG�6WDWHV��:KDW�ZRXOG�LW�GR�WR�WKH�TXDOLW\�RI�SX EOLF�HGXFDWLRQ"�:RXOG�LW�FUHDWH�D�YLFLRXV�F\FOH�LQ�ZKLFK�WKH�ULFK�FRXOG�XVH�WKH�SULYDWH�VFKRROV��DQG�WKH�SRRU�ZRXOG�GR�ZLWKRXW"�,�WKLQN�LQ�FRXQWULHV�OLNH�(J\SW��LW�LV�EHWWHU�WR�GR�DQ\WKLQJ�WKDW�ZRXOG�LQFUHDVH�KHDOWK\�FRPSHWLWLRQ��&KLOH�KDV�EHHQ�YHU\�VXFFHVVIXO�ZLWK�SHUPLWWLQJ�WKH�FUHDWLRQ�RI�SULYDWH�VFKRROV��VWXGHQWV�PHHWLQJ�FHUWDLQ�ORZ�LQFRPH�UHTXLUHPHQWV�FDQ�WDNH�WKHLU�YRXFKHU�OLNH�VXEVLGLHV�WR�WKH�SULYDWH�VFKRROV��,W�LV�
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D�SUREOHP�RI�FRXUVH��WKDW�LQ�WKH�HQG�DOO�WKH�ULFK�JR�WR�SULYDWH�VFKRROV�DQG�RQO\�WKH� SRRU�DUH�OHIW�LQ�SXEOLF�VFKRROV��ZLWK�QR�YRLFH��%XW�WKLV�LV�QRW�QHFHVVDULO\�VR��\RX�FDQ�FUHDWH�D�V\VWHP�LQ�ZKLFK�WKH�SRRU�GR�KDYH�D�YRLFH��7KH\�DOVR�KDYH�WR�KDYH�FKRLFHV��DQG�WKHUH�PXVW�EH�D�PHFKDQLVP�WKDW�JLYHV�WKHP�RSWLRQV��,W�LV�JRRG�WR�NHHS�WKH�PLGGOH�FODVV�LQ�WKH�SXEOLF�VFKRROV��EXW�LI�WKH�ULFK�VHQG�WKHLU�FKLOGUHQ�WR�SULYDWH�VFKRROV��WKH\�DUH�UHGXFLQJ�WKH�EXUGHQ�RQ�WKH�SXEOLF�VFKRROV� �� 7KH�EHVW�DUHD�WR�VWDUW�ZLWK�SULYDWH�HGXFDWLRQ�LV�WKH�XQLYHUVLW\��$Q\WKLQJ�WKDW�FDQ�EH�GRQH�WR�HQFRXUDJH�WKH�SULYDWH�VHFWRU�WR�RSHQ�DQG�ILQDQFH�XQLYHUVLWLHV�LV�JRRG��EHFDXVH�WKDW�ZLOO�WDNH�WKH�EXUGHQ�RI�HGXFDWLQJ�WKH�ULFK�RII�WKH�SXEOLF�VHFWRU��DQG�ZLOO�RSHQ�XS�RSSRUWXQLWLHV�IRU�WKH�PLGGOH�FODVV�DQG�ZRUNLQJ�FODVVHV��%XW�LW�LV�YHU\�GLIILFXOW�DQG�FRPSOLFDWHG��EHFDXVH�VRFLHW\ �KDV�WR�EH�IXOO\�LQYROYHG��IXOO\�ZDWFKLQJ�DQG�FRQVWDQWO\�VKLIWLQJ�DQG�WKLQNLQJ�DERXW�SROLF\��,W�LV�QRW�VWUDLJKWIRUZDUG��WKDW¶V�ZK\�LW�LV�GLIIHUHQW�IURP�WKH�H[FKDQJH�UDWH�DQG�IURP�SULYDWL]LQJ�D�VWHHO�FRPSDQ\� �� .RUHD�QRZ�KDV�KLJK�XQLYHUVLW\�HQUROOPHQW��EXW�PRVWO\�LQ�SULYDWH�XQLYHUVLWLHV��.RUHD�SXW�YLUWXDOO\�DOO�LWV�SXEOLF�PRQH\�LQWR�SULPDU\�DQG�VHFRQGDU\�VFKRROLQJ��7KLV�FUHDWHG�D�KXJH�SRRO�RI�ZHOO �HGXFDWHG�VHFRQGDU\�VFKRRO�JUDGXDWHV�E\�������2QO\�D�VPDOO�DPRXQW�RI�PRQH\�ZDV�VSHQW�RQ�SXEOLF�XQLYHUVLWLHV��7KHUH�ZDV�KLJK�GHPDQG�IRU�HGXFDWLRQ��KLJK�GHPDQG�IRU�XQLYHUVLW\�HGXFDWLRQ��EHFDXVH�VR�PDQ\�VWXGHQWV�ZHUH�ILQLVKLQJ�VHFRQGDU\�VFKRRO��DQG�KHQFH�PDQ\�SULYDWH�XQLYHUVLWLHV�RSHQHG��7KHUH�ZDV�FRPSHWLWLRQ��DQG�WKHUH�ZDV�LQIRUPDWLRQ��6R�LURQLFDOO\��.RUHD��ZLWK�WKH�VDP H�SHU�FDSLWD�LQFRPH�DV�%UD]LO��EXW�ZLWK����RI�SXEOLF�IXQGV�JRLQJ�WR�XQLYHUVLW\��ZDV�SURGXFLQJ�WKUHH�WLPHV�DV�PDQ\�XQLYHUVLW\�JUDGXDWHV��VL[�WLPHV�DV�PDQ\�VHFRQGDU\�VFKRRO�JUDGXDWHV�DQG����WLPHV�DV�PDQ\�SULPDU\�VFKRRO�JUDGXDWHV�DV�%UD]LO��6R�LW�LV�MXVW�D�PDWWHU�RI�KDYLQJ�HQRXJK�SHRSOH�ILQLVKLQJ�VHFRQGDU\�VFKRRO��7KH�SULRULW\�VKRXOG�EH�RQ�SURGXFLQJ�D�SRRO�RI�WKRVH�ZKR�ZLOO�MRLQ�WKH�XQLYHUVLWLHV��,I�\RX�KDYH�WKUHH�\HDUV�RI�HGXFDWLRQ�RQ�DYHUDJH�KHUH�LQ�(J\SW��PRVW�SHRSOH�DUH�QRW�HYHQ�FORVH�WR�MRLQLQJ�XQLYHUVLW\ ��3DUWLFLSDQW���<RX�VDLG�ZH�VKRXOGQ¶W�ZDLW�IRU�WKH�KHOS�RI�WKH�JRYHUQPHQW��DQG�WKH�JRYHUQPHQW�VKRXOG�SURYLGH�RQO\�LQIRUPDWLRQ�DQG�UHJXODWLRQ��+RZHYHU��EDVLF�HGXFDWLRQ�LV�VWLOO�WKH�UHVSRQVLELOLW\�RI�WKH�JRYHUQPHQW��LVQ¶W�LW"6SHDNHU���)LQDQFLQJ�EDVLF�HGXFDWLRQ�LV�WKH�UHVSRQVLELOLW\�RI�WKH�JRYHUQPHQW� �3DUWLFLSDQW� :H�NQRZ�WKDW�SROLWLFLDQV�DOZD\V�ORRN�DW�WKH�VKRUW�WHUP��DQG�VR�HGXFDWLRQ�LV�QRW�RQ�WKH�WRS�RI�WKHLU�DJHQGDV��+RZ�FDQ�ZH�PDNH�SROLWLFLDQV�SXW�HGXFDWLRQ�RQ�WKH�WRS�RI�WKHLU�DJHQGD��DOWKRXJK�LW�LV�D�ORQJ�WHUP�SURFHVV"�
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6SHDNHU� <RX�KDYH�D�JRRG�RSSRUWXQLW\�LQ�(J\SW�EHFDXVH�RI�DOO�WKH�SULYDWH�PRQH\�WKDW�LV�VSHQW�RQ�WXWRULQJ��7KH�SROLWLFLDQV�VKRXOG�EH�FDPSDLJQLQJ�ZLWK�SURPLVHV�WR�JHW�FKLOGUHQ�WKURXJK�SULPDU\�DQG�VHFRQGDU\�VFKRRO�ZLWKRXW�D�QHHG�IRU�WXWRULQ J��
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$33(1',;�/,67�2)�$77(1'((6��$KPHG�(]]��&KDLUPDQ��(]]�*URXS��$ODD�(O�'LQ�+DIH]�&KDLUPDQ�	�0DQDJLQJ�'LUHFWRU��(XURSFDU��$UYLQG�6XEUDPDQLDQ�5HVLGHQW�5HSUHVHQWDWLYH��,QWHUQDWLRQDO�0RQHWDU\�)XQG��,0)���%DK\�(O�'LQ�(O�,EUDVKL�3DUWQHU��,EUDVKL�&R���)DUNKRQGD�+DVVDQ�+HDG�RI�+XPDQ�5HVRXUFHV�'HYHORSPHQW�	�/RFDO�*RYHUQPHQW�&RPPLWWHH��6KRXUD�&RXQFLO��)LRQD�0RIILWW�&RXQWU\�$XWKRU��7KH�(FRQRPLVW�,QWHOOLJHQFH�8QLW��)RXDG�6XOWDQ�&KDLUPDQ�	�0DQDJLQJ�'LUHFWRU��$O�$KO\�IRU�'HYHORSPHQW�	�,QYHVWPHQW��$',���*DPDO�(O�1D]HU�&KDLUPDQ�RI�WKH�%RDUG��.DURXQ�,QYHVWPHQW�	�'HYHORSPHQW�&R���*DQQDW�(O�6DPDORXW\�3URIHVVRU��(FRQRPLFV�'HSDUWPHQW��)DFXOW\�RI�(FRQRPLFV�	�3ROLWLFDO�6FLHQFH��+DWHP�+HOP\�-RXUQDOLVW��2FWREHU�0DJD]LQH��+RVVDP�%DGUDZ\�%RDUG�PHPEHU��1LOH�%DGUDZ\�+RVSLWDO��0DKPRXG�$EGHO�)DGLO�3URIHVVRU��(FRQRPLFV�'HSDUWPHQW��)DFXOW\�RI�(FRQRPLFV�	�3ROLWLFDO�6FLHQFH��0RKDPHG�)DURXN�([HFXWLYH�$VVLVWDQW��*HQHUDO�0DQDJHU�� +XPDQ�5HVRXUFHV��7KH�.XZDLW�)RRG�&RPSDQ\��
0RKDPHG�/RWI\�0DQVRXU�
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���6HFUHWDU\�*HQHUDO��WKH�(J\SWLDQ�&HQWHU�IRU�(FRQRPLF�6WXGLHV��(&(6���0RKDPHG�0DQVRXU�+DVVDQ�0DQDJLQJ�'LUHFWRU���0�,QYHVWPHQW��0RKDPPHG�+��0DJXHG�&KDLUPDQ�	�0DQDJLQJ�'LUHFWRU��(J\SWLDQ�%DQNV�&R���IRU�7HFKQRORJLFDO�$GYDQFHPHQW�6�$�(���1DJXL�(O�)D\RXPL�6SHFLDO�$VVLVWDQW�WR�WKH�$VVRFLDWH�'LUHFWRU��7UDGH�	�,QYHVWPHQW��86$,'�&DLUR�0LVVLRQ��6DPHK�)��0DNUDP�(EHLG�)LQDQFLDO�&RQVXOWDQW��%HUOLQHU�%DQN��6DPLD�*XLUJXLV�$VVLVWDQW�5HVLGHQW�5HSUHVHQWDWLYH��8QLWHG�1DWLRQV�'HYHORSPHQW�3URJUDP��81'3���6DPLU�.RUD\HP� �
6DP\�<DVVD�+HDG�RI�WKH�,QWHUQDWLRQDO�&RRSHUDWLRQ�'HSDUWPHQW��0LQLVWU\�RI�)RUHLJQ�$IIDLUV��6KHULI�(O�'LZDQ\�0DQDJLQJ�3DUWQHU��,QWHJUDWHG�'HYHORSPHQW�&RQVXOWDQWV��7RQL�&KULVWLDQVHQ�:DJQHU�'HSXW\�0LVVLRQ�'LUHFWRU��86$,'�&DLUR�0LVVLRQ��<DVVHU�6REKL�-RXUQDOLVW��(FRQRPLF�6HFWLRQ��$O�$KUDP�1HZVSDSHU��
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$OHVLQD��$���DQG�'��5RGULN���������³'LVWULEXWLYH�3ROLWLFV�DQG�(FRQRPLF�*URZWK�� �$�&ULWLFDO�6XUYH\�RI�WKH�5HFHQW�/LWHUDWXUH�´��7KH�:RUOG�%DQN�(FRQRPLF�5HYLHZ�������%DUUR��5�-���������´(FRQRPLF�*URZWK� LQ�D�&URVV�6HFWLRQ�RI�&RXQWULHV�´��4XDUWHUO\�-RXUQDO�RI��(FRQRPLFV���������%DUUR��5�-���DQG�-��/HH��)HEUXDU\��������³,QWHUQDWLRQDO�&RPSDULVRQV�RI�(GXFDWLRQDO�$WWDLQPHQW�´�� �3DSHU�SUHVHQWHG�DW�FRQIHUHQFH�RQ�+RZ�'R�1DWLRQDO�3ROLFLHV�$IIHFW�/RQJ �5XQ�*URZWK"�:DVKLQJWRQ��'&��:RUOG�%DQN� �%LUGVDOO��1���'��5RVV��DQG�5��6DERW��6HSWHPEHU��������³,QHTXDOLW\�DQG�*URZWK�5HFRQVLGHUHG�´�� �:RUOG�%DQN�(FRQRPLF�5HYLHZ�������%LUGVDOO��1���%��%UXQV�DQG�5��6DERW���������³(GXFDWLRQ�LQ�%UD]LO��3OD\LQJ�D�%DG�+DQG�%DGO\ �´���&K����LQ�2SSRUWXQLW\�)RUHJRQH��(GXFDWLRQ�LQ�%UD]LO��HGV��1DQF\�%LUGVDOO�DQG�5LFKDUG�+�� �6DERW���:DVKLQJWRQ��'&��,QWHU �$PHULFDQ�'HYHORSPHQW�%DQN��%LUGVDOO��1��DQG�5��6DERW��������2SSRUWXQLW\�)RUHJRQH��(GXFDWLRQ�LQ�%UD]LO���:DVKLQJWRQ��'&��,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN��GLVWULEXWHG�E\�-RKQV�+RSNLQV�8QLYHUVLW\�3UHVV� �%LUGVDOO��1���'��5RVV�DQG�5��6DERW���������³(GXFDWLRQ��*URZWK�DQG�,QHTXDOLW\�´��&K����LQ�1��%LUGVDOO�DQG�)��-DVSHUVHQ��HGV����3DWKZD\V�WR�*URZWK��/DWLQ�$PHULFD�DQG�(DVW�$VLD��:DVKLQJWRQ��'&��,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN��%LUGVDOO��1��DQG�-��/��/RQGR òR��0D\��������³$VVHW�,QHTXDOLW\�'RHV�0DWWHU��/HVVLRQV�IURP�/DWLQ� �$PHULFD�´��$PHULFDQ�(FRQRPLF�5HYLHZ���������%LUGVDOO��1���%��6WDOOLQJV�DQG�-��&OXJDJH��)RUWKFRPLQJ���³*URZWK�DQG�,QHTXDOLW\��'R�5HJLRQDO� �3DWWHUQV�5HGHHP�.X]QHWV"´��,Q�$��6ROLPDQR��HG ����(TXLW\��*URZWK�DQG�6RFLDO�3ROLF\��,VVXHV��(YLGHQFH�DQG�WKH�&KLOHDQ�&DVH�'HLQLQJHU��.��DQG�/��6TXLUH��6HSWHPEHU��������³$�1HZ�'DWD�%DVH�IRU�,QFRPH�'LVWULEXWLRQ�LQ�WKH� �:RUOG�´��:RUOG�%DQN�(FRQRPLF�5HYLHZ���������(QJHUPDQ��6�/�DQG�.�/��6RNRORII�� �'HFHPEHU���������³)DFWRU�(QGRZPHQWV��,QVWLWXWLRQV��DQG� �'LIIHUHQWLDO�3DWKV�RI�*URZWK�$PRQJ�1HZ�:RUOG�(FRQRPLHV��$�9LHZ�IURP�(FRQRPLF� �+LVWRULDQV�RI�WKH�8QLWHG�6WDWHV�´��:DVKLQJWRQ��'&��1DWLRQDO�%XUHDX�RI�(FRQRPLF�5HVHDUFK� �:RUNLQJ�3DSHU�6HULHV�RQ +LVWRULFDO�)DFWRUV�LQ�/RQJ�5XQ�*URZWK� �,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN���������(FRQRPLF�DQG�6RFLDO�3URJUHVV�LQ�/DWLQ�$PHULFD��:DVKLQJWRQ��'&��,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN��(OL]DEHWK�.LQJ��SHUVRQDO�FRUUHVSRQGHQFH������ �/HYLQH��5��DQG�'��5HQHOW��6HSWHPEHU��������³$�6HQVLWLYLW\�$QDO\VLV�RI�&URVV �&RXQWU\�*URZWK��5HJUHVVLRQV�´��$PHULFDQ�(FRQRPLF�5HYLHZ�����/RQGRòR��-��/���������³5HVWUXFWXULQJ�WKH�6WDWH�DQG�WKH�5ROH�RI�6RFLDO�3ROLF\���'HYHORSLQJ�D�+RUL]RQWDO�0RGHO�´�:DVKLQJWRQ��'&��:%��7HFKQLFDO�'HSDUWPHQW�RI�/DWLQ�$PHULFD�ZRUNLQJ�SDSHU���
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