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7KH�VHUYLFHV�ILQDQFLDO�LQWHUPHGLDULHV�RIIHU�FDQ�EH�HVSHFLDOO\�LPSRUWDQW�IRU�VPDOO��DQG�PHGLXP�VL]H�HQWHUSULVHV��7KHVH�RIWHQ�GR�QRW�KDYH�UHWDLQHG�HDUQLQJV�DQG�ODFN�DFFHVV�WR�SUHIHUHQWLDO�ILQDQFH��7KH�HQWUHSUHQHXU�ZKR�WULHV�RXW�QHZ�LGHDV�QHHGV�FUHGLW²DV�6FKXPSHWHU�KDV�SXW�LW����+H�FDQ�RQO\�EHFRPH�DQ�HQWUHSUHQHXU�E\�SUHYLRXVO\�EHFRPLQJ�D�GHEWRU�²DQG�D�ILQDQFLDO�V\VWHP�ZLWK�D�EURDG�VHW�RI�LQVWUXPHQWV�FDQ�KHOS��7KH�VHUYLFHV�WKH�ILQDQFLDO�V\VWHP�RIIHUV�DUH�QRW�OLPLWHG�WR�WUDGLWLRQDO�FUHGLWV�RU�ORDQV��/HDVLQJ�D�WUXFN��IRU�H[DPSOH��PD\�EH�WKH�ZD\�IRU�D�VPDOO�HQWHUSULVH�WR�JHW�VWDUWHG��LPSURYLQJ�FDVK�PDQDJHPHQW�PD\�KHOS�D�UHFHQWO\�HVWDEOLVKHG�ILUP��DQG�SURYLGLQJ�LQVXUDQFH�IRU�OHJDO�OLDELOLW\�FODLPV�FDQ�KHOS�DQ�HQWHUSULVH�RSHUDWLQJ�LQ�DQ�RWKHUZLVH�WRR�ULVN\�PDUNHW��7KH�EUHDGWK�RI�WKH�VHUYLFHV�D�ILQDQFLDO�V\VWHP�RIIHUV�DOVR�PDWWHUV�IRU�VDYLQJV��7KURXJK�WKH�YDULRXV�VDYLQJV�LQVWUXPHQWV�LW�RIIHUV��WKH�ILQDQFLDO�V\VWHP�EURDGHQV�WKH�VDYLQJ�FKRLFH��ZKLFK�LQ�WXUQ�OHDGV�WR�D�ULVH�LQ�VDYLQJ�DQG�LQYHVWPHQW��� ,Q�DGGLWLRQ�WR�WKH�WUDGLQJ�RI�ULVN�DQG�SRROLQJ�RI�UHVRXUFHV��ILQDQFLDO�LQWHUPHGLDULHV�DOORFDWH�WKHP��PHDQLQJ�WKDW�WKH\�DVVHVV�ILUPV�DQG�SURMHFWV��PRQLWRU�WKHLU�LQYHVWPHQWV��DQG�RIWHQ�DV�SDUW�RI�WKLV�SURFHVV�SOD\�D�UROH�LQ�FRUSRUDWH�JRYHUQDQFH��7KHVH�UROHV�DOORFDWLRQ�RI�UHVRXUFHV�DQG�FRUSRUDWH�JRYHUQDQFH�WDNH�SODFH�WKURXJK�OHQGLQJ�GHFLVLRQV�DQG�LQ�PDQ\�FRXQWULHV�E\�HTXLW\�DV�ZHOO��)LQDQFLDO�LQWHUPHGLDULHV�RIIHU�D�YDULHW\�RI�GHEW��HTXLW\��DQG�PL[HG�FRQWUDFWV�ZLWK�WKH�JRDO�RI�PD[LPL]LQJ�WKH�UHWXUQ�WR�WKHPVHOYHV��DQG�UHSD\LQJ�WKHLU�GHSRVLWRUV�DQG�FUHGLWRUV���,Q�GRLQJ�VR��WKH\�DV�RXWVLGHUV�FRQWULYH�ZLWK�D�ILUP
V�LQVLGH�RZQHUV�WR�LQGXFH�WKH�ILUP
V�PDQDJHUV�WR�EHKDYH�LQ�WKH�EHVW�LQWHUHVWV�RI�WKH�RZQHUV�DQG�RXWVLGH�FUHGLWRUV��6PDOO��RXWVLGH�RZQHUV�FDQQRW�PRQLWRU�DQG�YHULI\�WKH�SHUIRUPDQFH�RI�ILUP�PDQDJHUV�HIILFLHQWO\�RQ�WKHLU�RZQ��KHQFH�WKH�GHPDQG�IRU�LQWHUPHGLDULHV��7KH�PHDQV�E\�ZKLFK�LQWHUPHGLDULHV�H[HUW�FRQWURO�RYHU�XVHUV�RI�IXQGV�GLIIHU��%DQNV��ZKLFK�W\SLFDOO\�RIIHU�VKRUW��DQG�ORQJ�WHUP�ILQDQFLQJ��FDQ�GLVFLSOLQH�PDQDJHUV�E\�QRW�UHQHZLQJ�ORDQV��/LTXLG�HTXLW\�PDUNHWV�UHYHDO�WKH�PDUNHW¶V�YDOXDWLRQ�RI�KRZ�D�ILUP�LV�GRLQJ�DQG�VR�GHWHUPLQH�LWV�FRVWV�RI�QHZ�FDSLWDO��7KURXJK�FKDQJHV�LQ�YDOXDWLRQ��HTXLW\�PDUNHWV�SOD\�DQ�LPSRUWDQW�UROH�LQ�FRUSRUDWH�JRYHUQDQFH²ZLWK�WKH�ILQDO�WKUHDW�RI�PDQDJHPHQW�UHSODFHPHQW�RU�WDNHRYHU�VKRXOG�D�ILUP
V�YDOXH�VOLS�WRR�ORZ��� 'HFLVLRQV�DERXW�KRZ�WR�DOORFDWH�DQG�XVH�UHVRXUFHV�DUH�LPSRUWDQW�IRU�JURZWK��HYHQ�LQ�HFRQRPLHV�ZLWK�ODUJH�FDSLWDO�LQIORZV��WLQ\�LQFUHPHQWV�LQ�WKH�HIILFLHQF\�ZLWK�ZKLFK�GRPHVWLF�UHVRXUFHV�DUH�XVHG�FDQ�GZDUI�WKH�HIIHFWV�RI�WKHVH�LQIORZV��,PSURYLQJ�WKH�PDUJLQDO�HIILFLHQF\�RI�FDSLWDO�LQ�D�W\SLFDO�GHYHORSLQJ�FRXQWU\�ZLWK�D�FDSLWDO�WR�RXWSXW�UDWLR�EHWZHHQ���DQG���E\����
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ZRXOG�\LHOG�JUHDWHU�JDLQV�WKDQ�LI�QHW�FDSLWDO�WUDQVIHUV�WR�WKH�DYHUDJH�GHYHORSLQJ�FRXQWU\�ZHUH�DOO�LQ�JUDQWV��5DLVLQJ�WKH�UDWH�RI�UHWXUQ�RQ�FDSLWDO�LQ�&KLQD��IRU�H[DPSOH��E\�RQH�SHUFHQWDJH�SRLQW�ZRXOG�KDYH�PRUH�LPSDFW�WKDQ�GRXEOLQJ�WKH�QHW�FDSLWDO�WUDQVIHUV�LW�UHFHLYHG�LQ�������8WLOL]LQJ�GRPHVWLF�UHVRXUFHV�HIILFLHQWO\�LV��RI�FRXUVH��HYHQ�PRUH�LPSRUWDQW�IRU�FRXQWULHV�ZLWK�QR�VLJQLILFDQW�DFFHVV�WR�IRUHLJQ�VRXUFHV�RI�FDSLWDO��(FRQRPL]LQJ�RQ�WKH�FRVWV�RI�SURYLGLQJ�WKHVH�NH\�IXQFWLRQV�LV�DQ�LPSRUWDQW�UHDVRQ�IRU�WKH�H[LVWHQFH�RI�LQWHUPHGLDULHV��DQG�WKHUH�LV�HYLGHQFH��6HFWLRQ����WKDW�PRUH�GHYHORSHG�ILQDQFLDO�V\VWHPV�DOORFDWH�UHVRXUFHV�WR�PRUH�HIILFLHQW�XVHV�DQG�WKHUHE\�OHDG�WR�PRUH�UDSLG�HFRQRPLF�JURZWK��6LQFH�LQWHUPHGLDULHV�ZLOO�ORRN�QRW�MXVW�IRU�EHWWHU�FXUUHQW�XVHV�RI�UHVRXUFHV�EXW�DOVR�IRU�EHWWHU�IXWXUH�XVHV��WKH\�ZLOO�HQFRXUDJH�LQQRYDWLRQ��DQRWKHU�FKDQQHO�WR�SURPRWH�IDVWHU�JURZWK���� 7KH�PRVW�TXRWHG�IXQFWLRQ�RI�ILQDQFH²SURYLGLQJ�SD\PHQW�VHUYLFHV��LQ�SDUWLFXODU��WKH�XQLW�RI�DFFRXQW��PHDQV�RI�SD\PHQW��DQG�VWRUH�RI�YDOXH�IXQFWLRQV�RI�PRQH\²LV�WKH�UROH�RI�ILQDQFH�PRVW�WDNHQ�IRU�JUDQWHG��%XW�LW�LV�DOVR�NH\��%\�ORRNLQJ�DW�HDUO\�VRFLHWLHV��VXFK�DV�WKRVH�FRPPDQG�VRFLHWLHV�ZLWK�QR�PRQH\��LW�LV�HDV\�WR�DSSUHFLDWH�WKH�JDLQV�IURP�WUDGH�ZLWKRXW�UHVRUW�WR�EDUWHU��/LIH�ZLWKRXW�ILQDQFH²VXFK�DV�LQ�VRPH�WUDGLWLRQDO�VRFLHWLHV²LQ�WKLV�VHQVH�FDQ�EH�GLIILFXOW��DV�QRWHG�LQ�%R[����7KHVH�VRFLHWLHV�DUUDQJH�D�QXPEHU�RI�VXEVWLWXWHV��EDUWHU�WR�WDNH�WKH�SODFH�RI�SD\PHQWV�VHUYLFHV��FKLOGUHQ�IRU�ORQJ�WHUP�VDYLQJ�DQG�LQVXUDQFH��PXOWLSOH�LQFRPH�HDUQHUV�IRU�FDVXDOW\�LQVXUDQFH��URWDWLQJ�VDYLQJV�DQG�FUHGLW�DVVRFLDWLRQV�IRU�IRUPDO�VDYLQJV�LQVWLWXWLRQV��%XW�VXFK�VXEVWLWXWHV�FDQ�HQWDLO�D�QXPEHU�RI�LQHIILFLHQFLHV��DV�VXJJHVWHG�E\�WKHLU�PRUH�FRPPRQ�RFFXUUHQFH�PDLQO\�LQ�ORZHU�LQFRPH�FRXQWULHV���� 7KH�SUREOHPV�RI�OLIH�ZLWKRXW�ILQDQFH�DUH�QRW�MXVW�DQ�LQWHOOHFWXDO�FXULRVLW\��EXW�EHFRPH�DSSDUHQW�ZKHQ�PRGHUQ�VRFLHWLHV�VHULRXVO\�LPSDLU�WKH�IXQFWLRQV�RI�ILQDQFLDO�V\VWHPV��7KLV�EUHDNGRZQ�LV�GUDPDWLFDOO\�PDQLIHVWHG�LQ�WLPHV�RI�K\SHULQIODWLRQ��� ³7DNH�D�EDQDQD�¶�VD\V�,WDOR�*DVSDULQL��GLUHFWRU�RI�WKH�%UD]LOLDQ�&HQWUDO�%DQN¶V�&XUUHQF\�'HSDUWPHQW���µ:KDW�GRHV�LW�FRVW"�2QH�KXQGUHG�FUX]DGRV��,V�WKDW�FKHDS�RU�H[SHQVLYH"�,�GRQ¶W�NQRZ��'R�\RX�NQRZ"´��:DOO�6WUHHW�-RXUQDO��'HFHPEHU��������
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$V�LQIODWLRQ�DFFHOHUDWHV��VR�GRHV�WKH�VHDUFK�IRU�DOWHUQDWLYH�XQLWV�RI�DFFRXQW��PHGLD�RI�H[FKDQJH��DQG�VWRUHV�RI�YDOXH��3K\VLFDO�FRPPRGLWLHV�RIWHQ�WDNH�RQ�VRPH�RI�WKH�IXQFWLRQV�RI�PRQH\��EDUWHU�WUDGH��ZLWK�DOO�LWV�LQHIILFLHQFLHV��UHWXUQV��DQG�UHVLGHQWV�DOORFDWH�VLJQLILFDQW�HIIRUWV�WR�JHWWLQJ�ULG�RI�PRQH\�EHIRUH�LW�ORVHV�LWV�YDOXH��7KHVH�µILQDQFLDO�HQJLQHHULQJ¶�DFWLYLWLHV�FURZG�RXW�WKH�RWKHU�LPSRUWDQW�IXQFWLRQV�RI�ILQDQFH��WKXV�LW�LV�QRW�E\�FKDQFH�WKDW�UHDO�JURZWK�W\SLFDOO\�VORZV�RU�KDOWV�GXULQJ�K\SHULQIODWLRQ��)LQDQFLDO�VHFWRU�GHYHORSPHQW�KDV�DOVR�RIWHQ�EHHQ�KDPVWUXQJ�E\�JRYHUQPHQW�SROLFLHV��7KH�SUHYDLOLQJ�DWWLWXGH�LQ�WKH�����V�DQG�HYHQ�PRUH�UHFHQWO\�LQ�PDQ\�FRXQWULHV�ZDV�WKDW�ILQDQFH�GLG�QRW�PDWWHU��7KLV��FRXSOHG�ZLWK�XQGHUGHYHORSHG�UHYHQXH�V\VWHPV��OHG�JRYHUQPHQWV�WR�XVH�ILQDQFLDO�LQWHUPHGLDULHV�DV�D�YHKLFOH�IRU�FROOHFWLQJ�WD[HV��5HVHUYH�DQG�OLTXLGLW\�UHTXLUHPHQWV�ZHUH�KLJK��GHSRVLW�LQWHUHVW�UDWHV�ZHUH�NHSW�ORZ��FUHGLW�ZDV�DOORFDWHG�LQ�DFFRUGDQFH�ZLWK�JRYHUQPHQW�SODQV��DQG�SURILWV�ZHUH�FKDQQHOHG�WR�WKH�ILVFDO�DXWKRULW\��$OWKRXJK�WKH�UHVXOWLQJ�EUHDNGRZQ�RI�WKH�IXQFWLRQV�RI�ILQDQFH�ZHUH�QRW�DV�QRWLFHG�DV�LQ�WKH�FDVH�RI�K\SHULQIODWLRQ��WKHUH�W\SLFDOO\�ZDV�D�VXEVWDQWLDO�XQGHULQYHVWPHQW�LQ�KXPDQ�DQG�LQIRUPDWLRQ�FDSLWDO��WKH�EUDLQV�RI�ILQDQFLDO�V\VWHPV��DQG�RIWHQ�SHUYHUVH�LQFHQWLYHV�LQ�WKH��XVXDOO\��IHZ�LQWHUPHGLDULHV��7KHVH�LQFHQWLYHV�UDQJHG�IURP�WKRVH�RI�DQ�HPSOR\PHQW�DJHQF\��D�FKHHUOHDGHU�IRU�WKH�SODQQLQJ�EXUHDX�LQ�WKH�FUHGLW�DOORFDWLRQ�SURFHVV��WR�JURZWK�IRU�LWV�RZQ�VDNH��3URYLGLQJ�YDOXHG�VHUYLFHV�IRU�SULYDWH�VHFWRU�FOLHQWV�RIWHQ�UHFHLYHG�OLWWOH�DWWHQWLRQ��DQG�WKH�TXDOLW\�RI�OHQGLQJ�VXIIHUHG�DV�D�UHVXOW�RI�WKH�SHUYHUVH�LQFHQWLYHV��LQFOXGLQJ�WKRVH�UHVXOWLQJ�IURP�H[WHQVLYH�RZQHUVKLS�OLQNV�EHWZHHQ�EDQNV�DQG�HQWHUSULVHV��,W�DOVR�KDV�OHG�LQ�PDQ\�FRXQWULHV�WR�FRQVWLWXHQFLHV�KDYLQJ�VWURQJ�LQWHUHVW�LQ�SUHVHUYLQJ�WKH�VWDWXV�TXR��ZKLFK�PDNHV�ILQDQFLDO�GHYHORSPHQW�GLIILFXOW�DQG�SROLWLFDO�HFRQRP\�LVVXHV�FRPSOH[��� 7KLV�SHUYHUVH�LPSDFW�RQ�WKH�LQVWLWXWLRQDO�GHYHORSPHQW�RI�WKH�ILQDQFLDO�V\VWHP�KDV�DOVR�FRQWULEXWHG�WR�WKH�ODUJH�QXPEHU�RI�EDQNLQJ�FULVHV�LQ�UHFHQW�\HDUV��DV�QHJDWLYH�VKRFNV�KLW�D�EDQNLQJ�V\VWHP�DOUHDG\�VXIIHULQJ�IURP�D�SRRU�UHJXODWRU\�IUDPHZRUN�DQG�EDG�PDQDJHPHQW��7KH�FULVHV�EURXJKW�WR�OLJKW�WKH�TXDVL�ILVFDO�FRVWV�ZKLFK�KDG�EHHQ�EXLOGLQJ�XS�WKURXJK�WKH�XVH�RI�WKH�ILQDQFLDO�V\VWHP�DV�D�SLJJ\�EDQN�DQG�GLVWULEXWRU�RI�IXQGV�WR�IXUWKHU�VRFLR�HFRQRPLF�REMHFWV��,Q�
� ³(VSHFLDOO\�LQ�WKH�ODWWHU�VWDJHV�RI�LQIODWLRQ��LQYHVWPHQW�LQ�GXUDEOH�JRRGV�WRRN�RQ�D�EL]DUUH�DVSHFW���/LWWOH�HIIRUW�ZDV�PDGH�WR�GLVWLQJXLVK�EHWZHHQ����SODQW�DQG�HTXLSPHQW�DV�ZRXOG�MXVWLI\��LQ�IXWXUH�\LHOG��WKH�SUHVHQW�RXWOD\�DQG�WKRVH�ZKLFK�ZRXOG�PHUHO\�SUHYHQW�WKH�FRPSOHWH�HYDQHVFHQFH�RI�����PRQHWDU\�YDOXH�����ZKHQ�PRQHWDU\�VWDELOLW\�ZDV�UHVWRUHG�����PXFK�RI�WKH�DSSDUDWXV�LQVWDOOHG�>LQ����������@�ZDV�VFUDSSHG�´��)�'��*UDKDP��([FKDQJH��3ULFHV��DQG�3URGXFWLRQ�LQ�+\SHULQIODWLRQ��*HUPDQ\�����������S������
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UHVSRQVH��PDQ\�FRXQWULHV�KDYH�UHFRQVLGHUHG�WKH�UROH�RI�WKH�JRYHUQPHQW�LQ�WKH�DOORFDWLRQ�RI�UHVRXUFHV²WR�UHPRYH�GLVWRUWLRQV�DQG�IUHH�XS�ILVFDO�UHVRXUFHV²DQG�UHDOL]HG�WKH�QHHG�IRU�LQGHSHQGHQW�LQVWLWXWLRQV��
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%R[����� /LIH�ZLWKRXW�PRQH\�
³6RPH�\HDUV�VLQFH��0DGHPRLVHOOH�=HOLH��D�VLQJHU������JDYH�D�FRQFHUW�LQ�WKH�6RFLHW\�,VODQGV������LQ�H[FKDQJH�IRU�D�WKLUG�SDUW�RI�WKH�UHFHLSWV���:KHQ�FRXQWHG��KHU�VKDUH�ZDV�IRXQG�WR�FRQVLVW�RI�WKUHH�SLJV�� ��� WXUNH\V�� ��� FKLFNHQV�� ����� FRFRD� QXWV�� EHVLGHV� FRQVLGHUDEOH� TXDQWLWLHV� RI� EDQDQDV��OHPRQV� DQG� RUDQJHV� �����DV�0DGHPRLVHOOH� FRXOG� QRW� FRQVXPH� DQ\� FRQVLGHUDEOH� SRUWLRQ� RI� WKH�UHFHLSWV� KHUVHOI�� LW� EHFDPH� QHFHVVDU\� LQ� WKH�PHDQWLPH� WR� IHHG� WKH� SLJV� DQG� SRXOWU\�ZLWK� WKH�IUXLW�´�:�6��-HYRQV�0RQH\�DQG�WKH�0HFKDQLVP�RI�([FKDQJH��-HYRQV�������S����

(YHQ�LQ�PRGHUQ�HFRQRPLHV�PDQ\�WUDQVDFWLRQV�GR�QRW�LQYROYH�PRQH\��)RU�H[DPSOH��EDUWHU�LV�XVHG� WR� HVFDSH� WD[DWLRQ� DQG� UHJXODWLRQ�� ,Q� GHYHORSLQJ� FRXQWULHV�� PRVW� H[FKDQJHV� ZLWKLQ�H[WHQGHG�IDPLOLHV�DUH�KDQGOHG�ZLWKRXW�FDVK��7KH�PXOWLSOH�LQFRPHV�RI�DQ�H[WHQGHG�IDPLO\�RIIHU�D� VXEVWLWXWH� IRU� LQVXUDQFH��SHQVLRQ�SODQV��DQG�VR�FDOOHG�VHFXULW\�� ,Q�PDQ\�DUHDV�RI� WKH�ZRUOG��VKDUH�FURSSLQJ� LQYROYHV� D� VHULHV�RI�QRQPRQHWDU\� WUDQVDFWLRQV� FRQFHUQLQJ� LQSXWV�� ODQG� WHQXUH��FURS� VDOHV�� DQG� VR� RQ�� ,Q� VRPH� FRXQWULHV� QHLJKERUV� KHOS� RQH� DQRWKHU� WR� EXLOG� WKHLU� KRXVHV�ZLWKRXW�SD\PHQW��JRWRQJ�UR\RQJ�LQ�-DYD��EDUQ�UDLVLQJ�LQ�WKH�8QLWHG�6WDWHV���7KH�HFRQRP\�RI�DQFLHQW�(J\SW�RSHUDWHG�IRU�������\HDUV�EHIRUH�WKH�LQWHUYHQWLRQ�RI�PRQH\��DOWKRXJK�SUHFLRXV�PHWDOV�VHUYHG�DV�D�PHGLXP�RI�H[FKDQJH�IRU�VRPH�WUDQVDFWLRQV����(YHQ�DIWHU�VHYHUDO� VXUURXQGLQJ� VWDWHV� DGRSWHG� FRLQDJH�� WKH� JRYHUQPHQW� RI� (J\SW� RSSRVHG� WKH� XVH� RI�PRQH\��7KH�,QFD�(PSLUH�RI�3HUX�PD\�QRW�KDYH�XVHG�PRQH\�DV�D�PHGLXP�RI�H[FKDQJH��GHVSLWH�EHLQJ�H[FHSWLRQDOO\�ULFK�LQ�JROG�DQG�VLOYHU��6RPH�UHOLJLRXV�VRFLHWLHV��LQFOXGLQJ�WKH�DOPRVW�VHOI�VXIILFLHQW� -HVXLW� 5HSXEOLF� RI� 3DUDJXD\� LQ� WKH� VL[WHHQWK� DQG� VHYHQWHHQWK� FHQWXULHV�� DQG�DXWKRULWDULDQ�RU�SDWHUQDOLVWLF�FRPPXQLWLHV��VXFK�DV�WKH�ODUJH�KDFLHQGDV�RI�/DWLQ�$PHULFD��PDNH�OLWWOH�RU�QR�XVH�RI�PRQH\��DW�OHDVW�IRU�LQWHUQDO�WUDQVDFWLRQV��1RQPRQHWDU\� WUDQVDFWLRQV� WHQG� WR� EH� DVSHFWV� RI� D� ORQJ�VWDQGLQJ� VRFLDO� FRPSDFW�� ZKRVH�LQGLYLGXDO�SDUWV�FDQQRW�EH�YDOXHG�VHSDUDWHO\��%XW� LQ�DGYDQFHG�HFRQRPLHV�PRVW�H[FKDQJHV�DUH�LPSHUVRQDO�� $V� 0DGHPRLVHOOH� =HOLH� GLVFRYHUHG�� WUDGH� FDQ� EH� TXLWH� FRVWO\� ZLWKRXW� D� ZLGHO\�DFFHSWHG�PHGLXP�RI�H[FKDQJH��
�7KLV�ER[�ZDV�RULJLQDOO\�GHYHORSHG�IRU�WKH������:RUOG�'HYHORSPHQW�5HSRUW�
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+RZ�WKH�)LQDQFLDO�6\VWHP�:RUNV�$FURVV�WKH�ZRUOG��ILQDQFLDO�V\VWHPV�KDYH�HYROYHG�LQ�TXLWH�GLIIHUHQW�ZD\V�DQG��ZKLOH�WKHUH�KDV�EHHQ�VRPH�FRQYHUJHQFH�LQ�UHFHQW�\HDUV��WKHUH�DUH�VWLOO�VXEVWDQWLDO�GLIIHUHQFHV���6RPH�FRXQWULHV�KDYH�V\VWHPV�GRPLQDWHG�E\�EDQNV��IRU�H[DPSOH��LQ�*HUPDQ\�DQG�-DSDQ��EDQN�DVVHWV�UHSUHVHQW�RYHU�����RI�DOO�ILQDQFLDO�LQWHUPHGLDU\�DVVHWV��DQG�EDQNV�H[HUW�FRQVLGHUDEOH�LQIOXHQFH�RQ�ILUPV��2WKHU�FRXQWULHV��IRU�H[DPSOH��WKH�8QLWHG�6WDWHV�DQG�WKH�8QLWHG�.LQJGRP��UHO\�PXFK�PRUH�RQ�FDSLWDO�PDUNHWV�IRU�ILUPV
�ILQDQFLQJ�DQG�JRYHUQDQFH��WKHVH�KDYH�EHHQ�FDOOHG��PDUNHW�EDVHG��V\VWHPV���7KHVH�GLIIHUHQFHV�LQ�ILQDQFLDO�V\VWHPV�KDYH�HYROYHG�LQ�UHVSRQVH�WR�D�KRVW�RI�VSHFLILF�HFRQRPLF��OHJDO��FXOWXUDO��KLVWRULFDO�DQG�SROLWLFDO�IDFWRUV��VRPH�TXLWH�LGLRV\QFUDWLF�LQ�QDWXUH��7KH�LPSRUWDQFH�RI�ILQDQFH�DV�D�GLUHFW�FRQWULEXWRU�WR�WKH�HFRQRP\�DOVR�JUHDWO\�YDULHV��LQ�FRXQWULHV�VXFK�DV�/X[HPERXUJ��ILQDQFH�FRQWULEXWHV�DERXW�����RI�*'3��ZKLOH�WKH�DYHUDJH�IRU�2(&'�FRXQWULHV�LV�DERXW�����%XW�LW�VKRXOG�EH�FOHDU�WKDW�WKH�UHDO�FRQWULEXWLRQ�RI�ILQDQFH�JRHV�EH\RQG�LWV�VKDUH�LQ�*'3���� <HW��LQ�VSLWH�RI�WKH�RIWHQ�TXLWH�PDUNHG�GLIIHUHQFHV�EHWZHHQ�ILQDQFLDO�V\VWHPV�RYHU�ORQJ�SHULRGV�RI�WLPH��LW�KDV�SURYHQ�YHU\�GLIILFXOW�WR�³UDQN´�WKH�GLIIHUHQW�ILQDQFLDO�V\VWHPV�LQ�XVH�QRZ�RU�LQ�UHFHQW�KLVWRU\��LQ�WHUPV�RI�WKHLU�LPSDFW�RQ�WKH�HFRQRP\��HYHQ�LQ�VWDEOH�GHYHORSHG�FRXQWULHV�� :KLOH�WKHUH�DUH�PDQ\�WKHRUHWLFDO�DUJXPHQWV�DQG�VRPH�FDVH�KLVWRULHV��WKHUH�LV��IRU�H[DPSOH��OLWWOH�DYDLODEOH�HYLGHQFH�RQ�WKH�UHODWLYH�SHUIRUPDQFH�RI�EDQN�YHUVXV�PDUNHW�EDVHG�V\VWHPV��7KLV�GRHV�QRW�PHDQ�WKHUH�DUH�QR�FRPPRQDOLWLHV�DPRQJ�FRXQWULHV�ZLWK�VXFFHVVIXO�ILQDQFLDO�V\VWHPV��ZHOO�IXQFWLRQLQJ�ILQDQFLDO�V\VWHPV�DUH�DOPRVW�DOO�FKDUDFWHUL]HG�E\�D�VWDEOH�PDFURHFRQRPLF�HQYLURQPHQW��LQFOXGLQJ�SRVLWLYH�UHDO�LQWHUHVW�UDWHV�IRU�GHSRVLWRUV�DQG�FUHGLWRUV��D�UHDVRQDEO\�ZHOO�IXQFWLRQLQJ�OHJDO�V\VWHP��DQ�DGHTXDWH�VXSSO\�RI�KXPDQ�VNLOOV��GHYHORSHG�DXGLWLQJ�DQG�DFFRXQWLQJ�VNLOOV�DQG�VWDQGDUGV��OLPLWHG�JRYHUQPHQW�LQWHUIHUHQFH�LQ�FUHGLW�DOORFDWLRQ��DQG�D�SURSHU�DQG�WUDQVSDUHQW�UHJXODWRU\��VXSHUYLVRU\�DQG�HQIRUFHPHQW�IUDPHZRUN��LQ�DGGLWLRQ�WR�D�FRPSHWLWLYH�HQWHUSULVH�VHFWRU²EHFDXVH�JRRG�ILUPV�DUH�HVVHQWLDO�IRU�JRRG�EDQNV���
� 7KH�*HUPDQ�EDQN�EDVHG�V\VWHP��IRU�H[DPSOH��LV�WKRXJKW�WR�KDYH�EHHQ�LPSRUWDQWO\�LQIOXHQFHG�E\�D�WD[�SURYLVLRQ�ZKLFK�DOORZHG�FLWL]HQV�WR�DYRLG�D�ZLWKKROGLQJ�WD[�LI�WKH\�GHSRVLWHG�WKHLU�HTXLW\�FODLPV�ZLWK�EDQNV��VLQFH�WKLV�UHVXOWHG�LQ�EDQNV�FRQWUROOLQJ�WKHVH�VKDUHV�WKURXJK�SUR[\�YRWHV��EDQNV�KDG�D�JUHDWHU�LQIOXHQFH�LQ�ILUP�JRYHUQDQFH��� 6HH��DPRQJ�RWKHUV��$OOHQ�DQG�*DOH�������:DOWHU�������DQG�6DXQGHUV�DQG�:DOWHU�������
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,Q�DGGLWLRQ��WKHUH�KDV�EHHQ�PXFK�FRPPRQDOLW\�LQ�WKLV�SURFHVV�RI�ILQDQFLDO�GHYHORSPHQW��$V�VHHQ�LQ�)LJXUH����DV�FRXQWULHV�GHYHORS���i ILQDQFLDO�LQWHUPHGLDWLRQ�GHHSHQV��i EDQNV�JURZ�UHODWLYH�WR�FHQWUDO�EDQNV�LQ�DOORFDWLQJ�FUHGLW��i QRQEDQNV�ULVH�LQ�LPSRUWDQFH��DQG�i VWRFN�PDUNHWV�EHFRPH�PRUH�OLTXLG��� /RZ�LQFRPH�FRXQWULHV�DUH�FKDUDFWHUL]HG�E\�UHOLDQFH�RQ�LQIRUPDO�ILQDQFH��OHQGLQJ�IRU�VPDOO�LQYHVWPHQWV�VHFXUHG�WKURXJK�D�QHWZRUN�RI�VRFLDO�UHODWLRQVKLSV�DQG�SHHU�JURXS�PRQLWRULQJ��ZKLFK�RIWHQ�LV�OLQNHG�WR�WUDGLQJ�DQG�DJULFXOWXUH�DQG�PDLQO\�LQYROYHV�DGYDQFHV�IRU�WUDGH�IURP�RQH�ILUP�WR�DQRWKHU���
)LJXUH �� )LQDQFLDO 6 WUXFWXUH LQ /RZ�� 0LGG OH�� DQG +LJK �,QFRPH(FRQRPLHV� ����

�

��

��

�� �

�� �

)LQ DQ FLDOG HS WK &HQ WUDO E DQ NDVVHWV &RPPHUFLDOE DQN DVVHWV 1RQ �E DQ NDVVHWV 6WR FN PDUNHWFDS LWDOL]DWLR Q 6WR FN PDUNHWWUDG LQ J

3HUFHQ WDJ H R I *'3
/RZ LQFRPH0LGG OH LQ FRPH+LJ K LQ FRPH

6R X UFH� 5 � /HY LQ H1RWHV���7KH�GDWD�RI�)LJXUH���DUH�IRU����ORZ�LQFRPH�FRXQWULHV�����PLGGOH�LQFRPH�FRXQWULHV�DQG����KLJK�LQFRPH��FRXQWULHV��)LQDQFLDO�GHSWK�LV�PHDVXUHG�E\�FXUUHQF\�KHOG�RXWVLGH�ILQDQFLDO�LQVWLWXWLRQV�SOXV�GHPDQG�GHSRVLWV�DQG�LQWHUHVW�EHDULQJ�OLDELOLWLHV�RI�EDQNV�DQG�QRQEDQN�ILQDQFLDO�LQVWLWXWLRQV��0��PRQH\�VXSSO\���1RQEDQN�DVVHWV�LQFOXGH�LQVXUDQFH�FRPSDQLHV��SHQVLRQ�IXQGV��PXWXDO�IXQGV��EURNHUDJH�KRXVHV�DQG�LQYHVWPHQW�EDQNV��
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)RUHLJQ�EDQNV�PD\�SOD\�D�ODUJH�UROH�LQ�ILQDQFLQJ�IRUHLJQ�WUDGH��EXW�PXFK�OHVV�VR�LQ�GRPHVWLF�WUDGH��$V�WKH�HFRQRP\�GHYHORSV�DQG�XUEDQL]HV��VRPH�RI�WKHVH�QHWZRUNV�PD\�IRUPDOL]H�WKHPVHOYHV�LQWR�QHLJKERUKRRG�OHQGLQJ�DVVRFLDWLRQV�RU�EDQNV��7KLV�SURFHVV�RI�PRUH�IRUPDO�ILQDQFLDO�LQWHUPHGLDWLRQ�LV�RIWHQ�DFFHOHUDWHG�ZKHQ�WKHUH�DUH�PDMRU�QHZ�GHYHORSPHQWV�LQ�WKH�HFRQRP\��IRU�H[DPSOH��RSHQLQJ�XS�RI�QHZ�WUDGLQJ�RSSRUWXQLWLHV�RU�QHZ�LQGXVWULDO�GLVFRYHULHV��ZKLFK�JHQHUDWHV�FRQFHQWUDWHG�ZHDOWK��'XULQJ�PRVW�RI�WKLV�SURFHVV��ILQDQFLDO�LQWHUPHGLDWLRQ�ZLOO�EH�GRPLQDWHG�E\�EDQNV��&DSLWDO�PDUNHWV�ZLOO�RQO\�FRPH�WR�SOD\�D�UROH�LQ�WKH�ODWHU�VWDJHV�RI�GHYHORSPHQW��ZKHQ�OHJDO�V\VWHPV�DQG�UHSXWDWLRQDO�FDSLWDO�DUH�HVWDEOLVKHG�DQG�SHRSOH�KDYH�WKH�WUXVW�WR�WUDGH�SLHFHV�RI�SDSHUV�ZKLFK�MXVW�UHSUHVHQW�SURPLVHV�WR�SD\��:KLOH�SURJUHVVLRQ�IURP�RQH�VWDJH�WR�DQRWKHU�VWDJH�FDQ�EH�KDVWHQHG��LW�LV�QRW�FOHDU�WKDW�DFWXDO�VWDJHV�FDQ�EH�VNLSSHG��)RU�H[DPSOH��LW�KDV�VHOGRP�EHHQ�WKH�FDVH�WKDW�FRXQWULHV�KDYH�EHHQ�DEOH�WR�GHYHORS�WKHLU�HTXLW\�PDUNHWV�ZLWKRXW�KDYLQJ�UHDVRQDEO\�GHYHORSHG�VKRUW�WHUP�PRQH\�PDUNHWV��IRU�LI�WKH�LQIUDVWUXFWXUH�IRU�WUDGLQJ�UHODWLYHO\�ORZ�ULVN�LQVWUXPHQWV�LV�ODFNLQJ��ULVNLHU�SURGXFWV�VXFK�DV�ORQJ�WHUP�ERQGV�DQG�HTXLW\�DUH�JHQHUDOO\�DEVHQW���� 7KLV�SDWWHUQ�RI�ILQDQFLDO�GHYHORSPHQW�DW�WKH�PDFUR�FRXQWU\�OHYHO�PLUURUV�LQ�PDQ\�ZD\V�WKH�ILQDQFLDO�OLIH�F\FOH�RI�D�W\SLFDO�ILUP��$�ILUP�PD\�VWDUW�DV�D�IDPLO\�RZQHG�EXVLQHVV��XVLQJ�WKH�IDPLO\
V�RZQ�UHVRXUFHV��DV�ZHOO�DV�VDYLQJV�FROOHFWHG�WKURXJK�D�QHWZRUN�RI�VRFLDO�FRQWDFWV��,W�ZLOO�WKHQ�W\SLFDOO\�JURZ�PDLQO\�IURP�LWV�UHWDLQHG�HDUQLQJV�DQG�IXQGLQJ�IURP�LWV�VXSSOLHUV��$W�VRPH�SRLQW��ZKHQ�LW�KDV�HVWDEOLVKHG�D�VXIILFLHQW�EXVLQHVV�UHFRUG��LW�PD\�EH�DEOH�WR�JHW�D�ORDQ�RIWHQ�RQO\�RQ�D�KLJKO\�VHFXUHG�EDVLV�IURP�D�ORFDO�EDQN��$V�LW�JURZV�DQG�H[SDQGV�LWV�UHODWLRQVKLSV��LW�ZLOO�W\SLFDOO\�EH�DEOH�WR�DWWUDFW�IXQGV�IURP�D�ZLGHU�FLUFOH�RI�ILQDQFLDO�LQWHUPHGLDULHV��LQFOXGLQJ�RWKHU�EDQNV��YHQWXUH�FDSLWDO�DQG�OHDVLQJ�FRPSDQLHV��2YHU�WLPH��LW�PD\�EH�DEOH�WR�JR�WR�WKH�FDSLWDO�PDUNHWV��ILUVW�PRVW�OLNHO\�WR�WKH�SULYDWH�SODFHPHQWV�PDUNHWV�DQG�ODWHU�WR�RUJDQL]HG��SXEOLFO\�WUDGHG�ERQG�DQG�HTXLW\�PDUNHWV��7KLV�SURFHVV�FDQ�EH�KDVWHQHG��VXFK�DV�E\�LPSURYLQJ�WKH�DFFXUDF\�DQG�UHOLDELOLW\�RI�LQIRUPDWLRQ��UHGXFLQJ�WKH�FRVWV�RI�FRQWUDFW�HQIRUFHPHQW��DQG�HQFRXUDJLQJ�JUHDWHU�WUDQVSDUHQF\��$OVR��UHGXFLQJ�XQFHUWDLQW\�DW�WKH�PDFUR�OHYHO��VXFK�DV�E\�HQFRXUDJLQJ�JRYHUQPHQWV�WR�PDLQWDLQ�FUHGLEOH�DQG�FRQVLVWHQW�SROLFLHV��DQG�DW�WKH�PLFUR�OHYHO��E\�GHYHORSLQJ�PRUH�VWDEOH�LQGXVWU\�UHJXODWLRQ��ZLOO�HQFRXUDJH�WKH�HYROXWLRQ�RI�ILUPV�DORQJ�WKLV�µOLIH�F\FOH¶�RI�KRZ�WKH\�DUH�ILQDQFHG��(QFRXUDJLQJ�WKLV�GHYHORSPHQW�VKRXOG�EH�DQ�LPSRUWDQW�JRDO�RI�WKH�JRYHUQPHQWV���
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5HFHQW�*OREDO�7UHQGV�$URXQG�WKH�ZRUOG��WKH�ILQDQFLDO�V\VWHP�LQ�JHQHUDO�DQG�EDQNLQJ�LQ�SDUWLFXODU�KDYH�JRQH�WKURXJK�LPSRUWDQW�VWUXFWXUDO�FKDQJHV�LQ�WKH�ODVW�GHFDGH�IRU�D�QXPEHU�RI�UHDVRQV��)LUVW��GRPHVWLF�GHUHJXODWLRQ�DQG�ILQDQFLDO�VHUYLFHV�OLEHUDOL]DWLRQ�KDYH�UHVXOWHG�LQ�LQFUHDVHG�FRPSHWLWLRQ��ZKLFK�KDV�ZHDNHQHG�SURILWDELOLW\�DQG�DVVHW�TXDOLW\�RI�EDQNV�LQ�PDQ\�FRXQWULHV��0DQ\�FRXQWULHV�ZLWQHVVHG�PDMRU�EDQN�IDLOXUHV�RU�EDQNLQJ�FULVHV��LQ�SDUW�DV�D�UHVXOW�RI�WKHVH�IRUFHV��EXW�DOVR�GXH�WR�WKH�LQVWLWXWLRQDO�GHFD\�RU�ODFN�RI�GHYHORSPHQW�ZKLFK�FKDUDFWHUL]HG�WKH�SHULRGV�RI�KHDY\�JRYHUQPHQW�LQWHUYHQWLRQ��7KHVH�EDQNLQJ�FULVHV�KDYH�LQ�VRPH�FDVHV�UHVXOWHG�LQ�D�WKRURXJK�UHVWUXFWXULQJ�RI�EDQNV�DQG�D�UHWXUQ�WR�SURILWDELOLW\��EXW�LQ�RWKHUV�ODUJH�VHJPHQWV�RI�WKH�EDQNLQJ�V\VWHPV�UHPDLQ�LQVROYHQW��6HFRQG��WHFKQRORJLFDO�DGYDQFHV�LQ�FRPPXQLFDWLRQV�DQG�LQIRUPDWLRQ�V\VWHPV�KDYH�HQKDQFHG�WKH�FDSDFLW\�RI�EDQNV�DQG�RWKHU�ILQDQFLDO�PDUNHW�SDUWLFLSDQWV�WR�XVH�WKH�RSSRUWXQLWLHV�RIIHUHG�E\�WKH�OLEHUDOL]HG�HQYLURQPHQW��7HFKQRORJLFDO�GHYHORSPHQWV�KDYH�HURGHG�EDUULHUV�EHWZHHQ�SDUWV�RI�WKH�ILQDQFLDO�V\VWHP�DQG�EHWZHHQ�FRXQWULHV���1HZ�LQIRUPDWLRQ�V\VWHPV�DOORZHG�WKH�FUHDWLRQ�DQG�XVH�RI�KLJKO\�FRPSOH[�QHZ�ILQDQFLDO�SURGXFWV��7HFKQRORJLFDO�DGYDQFHV�DQG�WKH�SURJUHVVLYH�HOLPLQDWLRQ�RI�RIILFLDO�EDUULHUV�WR�FDSLWDO�IORZV�KDYH�VSXUUHG�DQ�HQRUPRXV�LQFUHDVH�LQ�FURVV�ERUGHU�ILQDQFLDO�WUDQVDFWLRQV�DQG�DFWLYLWLHV�DQG�UDSLG�JURZWK�LQ�LQWHUQDWLRQDO�ILQDQFLDO�PDUNHWV��$V�D�UHVXOW��OLQNDJHV�DPRQJ�ILQDQFLDO�PDUNHWV�KDYH�EHHQ�JUHDWO\�VWUHQJWKHQHG�DQG�ILQDQFLDO�FRQGLWLRQV�LQ�LQGLYLGXDO�FRXQWULHV�KDYH�EHFRPH�LQFUHDVLQJO\�VHQVLWLYH�WR�GHYHORSPHQWV�LQ�H[WHUQDO�PDUNHWV��� 7KHVH�VWUXFWXUDO�WUHQGV��ZKLFK�DUH�PRUH�DGYDQFHG�LQ�KLJKHU�LQFRPH�FRXQWULHV�EXW�DOVR�HYLGHQW�LQ�PLGGOH�LQFRPH�PHPEHUV��KDYH�KDG�LPSRUWDQW�FRQVHTXHQFHV�IRU�WKH�IXQFWLRQLQJ�RI�WKH�EDQNLQJ�VHFWRU�DQG�WKH�ILQDQFLDO�VHUYLFHV�LQGXVWU\�PRUH�JHQHUDOO\�������7KHUH�KDV�EHHQ�D�JUDGXDO�HURVLRQ�RI�WKH�GLVWLQFWLRQ�EHWZHHQ�YDULRXV�W\SHV�RI�ILQDQFLDO�DVVHWV��,Q�SDUWLFXODU���PRQH\��KDV�FOHDUO\�EHFRPH�PXFK�OHVV�GLVWLQJXLVKDEOH�IURP�RWKHU�OLDELOLWLHV�RI�ILQDQFLDO�LQWHUPHGLDULHV������7KH�GHPDUFDWLRQ�OLQHV�EHWZHHQ�WKH�GLIIHUHQW�W\SHV�RI�ILQDQFLDO�LQWHUPHGLDULHV�KDYH��EHFRPH�LQFUHDVLQJO\�EOXUUHG��$Q�LPSRUWDQW�FRQVHTXHQFH�LV�LQFUHDVHG�FRPSHWLWLRQ��
� 7KLV�VHFWLRQ�GUDZV�KHDYLO\�RQ�%ORPPHVWHLQ��������
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DPRQJ�FDWHJRULHV�RI�LQVWLWXWLRQV�ZKLFK�ZHUH�IRUPHUO\�QRW�GLUHFW�FRPSHWLWRUV��0RUH�LQWHQVH�FRPSHWLWLRQ�DQG�WKH�DWWHQGDQW�UHVKDSLQJ�RI�ILQDQFLDO�LQVWLWXWLRQV
�VWUDWHJLHV�KDYH�VWUHQJWKHQHG�WKH�WUHQGV�WRZDUGV�ILQDQFLDO�FRQJORPHUDWLRQ��6SHFLDOL]HG�LQVWLWXWLRQV�KDYH�RIWHQ�GLVDSSHDUHG������7KH�YROXPH�DQG�DYHUDJH�VL]H�RI�ILQDQFLDO�WUDQVDFWLRQV�KDYH�JURZQ�VSHFWDFXODUO\��7KLV�KDV�SXW�KLJKHU�GHPDQGV�RQ�WKH�VWDELOLW\�DQG�HIILFLHQF\�RI�FOHDULQJ�DQG�VHWWOHPHQW�V\VWHPV�IRU�SD\PHQWV������ 6HFXULWLHV�PDUNHW�DFWLYLW\�KDV�JDLQHG�JURXQG�UHODWLYH�WR�WUDGLWLRQDO�EDQN�OHQGLQJ��,Q�SDUWLFXODU��ODUJH�FRUSRUDWH�ERUURZHUV�KDYH�XVHG�WKH�VHFXULWLHV�PDUNHWV�IRU�DQ�LQFUHDVLQJ�VKDUH�RI�WKHLU�H[WHUQDO�ILQDQFLQJ�UHTXLUHPHQWV��3DUWLFXODUO\��LQ�SDUW�DV�D�UHVXOW�RI�WKH�SULYDWL]DWLRQ�RI�VWDWH�HQWHUSULVHV��HTXLW\�PDUNHWV�KDYH�H[SDQGHG�GUDPDWLFDOO\������2II�EDODQFH�VKHHW�DFWLYLWLHV�RI�EDQNV�KDYH�EHFRPH�VLJQLILFDQW��LQ�SDUWLFXODU�WKH�XVH�RI�GHULYDWLYHV�DV�ZHOO�DV�WKH�HPSKDVLV�SXW�RQ�SURSULHWDU\�WUDGLQJ�DQG�DVVHW�PDQDJHPHQW��,Q�DGGLWLRQ��DVVHWV�WHQG�WR�EH�UHPRYHG�IURP�WKH�EDODQFH�VKHHW�RI�WKH�RULJLQDWLQJ�LQVWLWXWLRQ��IRU�H[DPSOH��WKURXJK�PRUWJDJH�EDFNHG�VHFXULWLHV��7KLV�KDV�FKDQJHG�WKH�EDODQFH�VKHHW�DQG�UHYHQXH�VWUXFWXUH�RI�EDQNV������2II�EDODQFH�VKHHW�EXVLQHVV�KDV�FUHDWHG�VWURQJHU�OLQNDJHV�EHWZHHQ�WKH�YDULRXV�VHFWRUV�RI�WKH�ILQDQFLDO�VHUYLFHV�LQGXVWU\��7KH�VL]H�RI�WKHVH�LQWHUOLQNV�LV�YHU\�GLIILFXOW�WR�PHDVXUH��7KLV�PDNHV�LW�LQFUHDVLQJO\�GLIILFXOW�WR�DVVHVV�WKH�GLUHFW�FUHGLW��OLTXLGLW\�DQG�LQWHUHVW�UDWH�ULVNV�RI�LQGLYLGXDO�EDQNV������$JDLQVW�D�EDFNGURS�RI�ORZHU�SURILW�PDUJLQV�DQG�ORVV�RI�WUDGLWLRQDO�EXVLQHVV��EDQNV�KDYH�VRXJKW�HQWU\�LQWR�QHZ�OLQHV�RI�EXVLQHVV��DQG�PDQ\�RI�WKHP�EHFDPH�PRUH�DFWLYH�LQ�ULVNLHU��DQG�VXSSRVHGO\�PRUH�SURILWDEOH��VHJPHQWV�RI�FUHGLW�PDUNHWV��7KH�UHVXOWLQJ��ILQDQFLDO�IUDJLOLW\��RI�WKH�EDQNV�PDNHV�WKHP�PRUH�YXOQHUDEOH�WR�DGYHUVH�VKRFNV��,Q�D�
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QXPEHU�RI�FRXQWULHV��DXWKRULWLHV�KDG�WR�UHVFXH�EDQNV��RU�RWKHU�GHSRVLWRU\�LQVWLWXWLRQV��DW�WD[SD\HUV¶�H[SHQVH������7KHUH�KDV�EHHQ�D�VWUXFWXUDO�FKDQJH�LQ�WKH�VRXUFHV�RI�IXQGLQJ��HVSHFLDOO\�GHSRVLWV�YHUVXV�PRQH\�PDUNHW�LQVWUXPHQWV��7KH�VKLIW�RI�EDQN�IXQGLQJ�VRXUFHV�YDULHG�DPRQJ�FRXQWULHV��EXW�GHSRVLWV�KDYH�JURZQ�PRUH�VORZO\�WKDQ�DVVHWV�RI�LQVWLWXWLRQDO�LQYHVWRUV��LQVXUDQFH�FRPSDQLHV��FROOHFWLYH��LQYHVWPHQW�RU�SHQVLRQ�IXQGV���WKLV�KDV�KDG�LPSOLFDWLRQV�IRU�WKH�EDQNV
�IXQGLQJ��*UHDWHU�VKDUHV�RI�WRWDO�ILQDQFLDO�LQWHUPHGLDWLRQ�ZLOO�SUREDEO\�WDNH�SODFH�WKURXJK�WKH�FDSLWDO�PDUNHWV��DQG�EDQNV�ZLOO�KDYH�WR�DGMXVW�WKHLU�IXQGLQJ�VWUDWHJLHV�DFFRUGLQJO\���7KHVH�LPSRUWDQW�WUHQGV�LQ�UHFHQW�\HDUV�KDYH�OHG�WR�VRPH�FRQYHUJHQFH�LQ�ILQDQFLDO�V\VWHPV�DFURVV�WKH�ZRUOG��,Q�EDQNLQJ��LQ�D�QXPEHU�RI�FRXQWULHV�WKH�QRUP�KDV�EHFRPH�IRU�ILQDQFLDO�LQVWLWXWLRQV�WR�IRUP�ODUJH�JURXSV�WKDW�RIIHU�D�IXOO�UDQJH�RI�ILQDQFLDO�VHUYLFHV��L�H���EDQNLQJ��VHFXULWLHV��OHDVLQJ��HWF����XVXDOO\�SHUIRUPHG�LQ�D�VHSDUDWH�VXEVLGLDU\��&RXQWULHV�QRZ�KDYLQJ�VXFK�DQ�LQVWLWXWLRQDO�VWUXFWXUH�LQFOXGH�WKH�8QLWHG�.LQJGRP��)UDQFH��,WDO\�DQG�6SDLQ��-DSDQ�KDV�DXWKRUL]HG�EDQNV�DQG�VHFXULWLHV�KRXVHV�WR�H[SDQG�LQWR�HDFK�RWKHUV
�SULPDU\�OLQH�RI�EXVLQHVV��$OWKRXJK�WKH�8QLWHG�6WDWHV�FRQWLQXHV�WR�PDLQWDLQ�WKH�OHJDO�VHSDUDWLRQ�EHWZHHQ�EDQNLQJ�DQG�VHFXULWLHV��EDQNV�DQG�VHFXULWLHV�ILUPV�DUH�DFWLYH�LQ�RIIHULQJ�FORVH�VXEVWLWXWHV�IRU�HDFK�RWKHUV
�SURGXFWV��EDQNV
�VHFXULWLHV�SRZHUV�KDYH�EHHQ�H[WHQGHG�VLJQLILFDQWO\�LQ�WKH�����V��DQG�IXUWKHU�H[WHQVLRQV�DUH�H[SHFWHG��� $W�WKH�VDPH�WLPH��LQ�FRXQWULHV�ZLWK�XQLYHUVDO�EDQNLQJ�V\VWHPV��LQVWLWXWLRQV�DUH�PRYLQJ�WRZDUG�LQWHUQDWLRQDO�SUDFWLFHV��6RPH�PDMRU�*HUPDQ�FRUSRUDWLRQV��IRU�H[DPSOH��DUH�PRGLI\LQJ�GLVFORVXUH�SUDFWLFHV�WR�FRQIRUP�WR�LQWHUQDWLRQDO�SUDFWLFH��'HUHJXODWLRQ��LQWHUQDWLRQDOL]DWLRQ�DQG�LQFUHDVHG�FRPSHWLWLRQ�KDYH�WKXV�OHG�WR�D�QDUURZLQJ�RI�GLIIHUHQFHV�DPRQJ�ILQDQFLDO�V\VWHPV��SDUWLFXODUO\�D�JUHDWHU�UHOLDQFH�RQ�FDSLWDO�PDUNHWV�WKDQ�LQ�WKH�SDVW��7KLV�KDV�PHDQW�D�GHFOLQLQJ�UROH�RI�EDQNV�LQ�WUDGLWLRQDO�DUHDV��EXW�DQ�H[SDQGLQJ�UROH�LQ�RWKHUV��:KDW�LV�DFWXDOO\�RFFXUULQJ�LV�QRW�D�FRQWUDFWLRQ�LQ�EDQNLQJ�SHU�VH��EXW�D�VZLWFK�RI�EDQNV�IURP�RQ�EDODQFH�WR�RII�EDODQFH�VKHHW�DFWLYLWLHV��DQG�DQ�LQFUHDVLQJ�LQYROYHPHQW�RI�EDQNV�LQ�WKH�FDSLWDO�PDUNHWV��2YHU�WKH�QH[W�GHFDGH��WKHVH�WUHQGV�DUH�H[SHFWHG�WR�EHFRPH�PRUH�HYLGHQW�LQ�PDQ\�ORZ��DQG�PLGGOH�LQFRPH�FRXQWULHV��
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���'RHV�)LQDQFH�0DWWHU"�
7KH�SUHYLRXV�VHFWLRQ�KDV�KLJKOLJKWHG�WKH�SRZHUIXO�DUJXPHQWV�DV�WR�ZK\�ILQDQFH�PDWWHUV��7KLV�VHFWLRQ�WXUQV�WR�PRUH�V\VWHPDWLF�HYLGHQFH�SHUWDLQLQJ�WR�WKH�UROH�RI�ILQDQFH�LQ�GHYHORSPHQW��&RPSDUDWLYH�FDVH�VWXGLHV�KDYH�GRFXPHQWHG�WKH�OLQNV�EHWZHHQ�ILQDQFLDO�DQG�HFRQRPLF�GHYHORSPHQW��7KHVH�VWXGLHV�UDQJH�IURP�D�VSLULWHG�GHEDWH�RQ�WKH�UROH�RI�EDQNV�LQ�H[SODLQLQJ�GLIIHUHQW�JURZWK�UDWHV�RI�6FRWODQG��(QJODQG��*HUPDQ\�DQG�)UDQFH�LQ�WKH���WK�DQG���WK�FHQWXULHV��WR�WKH�UROH�RI�ILQDQFH�IRU�86�UDLOURDGV�DQG�RWKHU�LQIUDVWUXFWXUH�LQ�WKH���WK�FHQWXU\��WR�WKH�UROH�RI�ILQDQFH�LQ�-DSDQ¶V�SUH��DQG�SRVW�ZDU�VXFFHVV��DQG�WR�WKDW�RI�LQWHUPHGLDULHV�LQ�LJQLWLQJ�.RUHD¶V�JURZWK�LQ�WKH�HDUO\�����V��7KH�HYLGHQFH�VWURQJO\�VXJJHVWV�WKDW�ILQDQFLDO�GHHSHQLQJ²LQFUHDVHV�LQ�WKH�UDWLR�RI�EURDG�PRQH\��FXUUHQF\�SOXV�FKHFNLQJ��VDYLQJV��DQG�WLPH�GHSRVLWV��WR�*'3²DOPRVW�DOZD\V�DFFRPSDQLHV�HFRQRPLF�JURZWK��0RUH�IRUPDO�HDUO\�HPSLULFDO�VWXGLHV�RQ�WKH�UROH�RI�ILQDQFH�ZHUH�FRQILQHG�WR�LQYHVWLJDWLQJ�OLQNV�EHWZHHQ�UHDO�LQWHUHVW�UDWHV�DQG�VDYLQJV��6HYHUDO�VWXGLHV�IRXQG�OLWWOH�RU�QR�VLJQLILFDQW�UHODWLRQVKLS��DQG�FRQFOXGHG�WKDW�ILQDQFH�GRHV�QRW�PDWWHU��%XW�DV�HODERUDWHG�DERYH��ILQDQFH�LV�DERXW�PRUH�WKDQ�MXVW�LQWHUHVW�UDWHV��UHFHQW�VWXGLHV�GHPRQVWUDWH�WKDW�WKH�OLQNV�EHWZHHQ�ILQDQFH�DQG�JURZWK�DUH�LPSRUWDQW��� 2QH�VHPLQDO�SLHFH�RI�WKLV�UHVHDUFK��.LQJ�DQG�/HYLQH��������XVHV�D�FURVV�FRXQWU\�VDPSOH�RI����FDVHV�RYHU�WKH�SHULRG���������DQG�VKRZV�FOHDU�DQG�FRQYLQFLQJ�OLQNV�EHWZHHQ�JURZWK�DQG�ILQDQFH��DQG�DOVR�VWURQJ�HYLGHQFH�WKDW�EHWWHU�GHYHORSHG�ILQDQFH�SUHFHGHV�IDVWHU�JURZWK��)LJXUH�����$IWHU�FRQWUROOLQJ�IRU�D�YDULHW\�RI�RWKHU�IDFWRUV��LQFRPH��HGXFDWLRQ��SROLWLFDO�VWDELOLW\��DQG�PHDVXUHV�RI�PRQHWDU\��ILVFDO��WUDGH�DQG�H[FKDQJH�UDWH�SROLFLHV��WKDW�DIIHFW�JURZWK��WKLV�VWXG\�ILQGV�WKDW�WKHUH�LV�D�VWDWLVWLFDOO\�VLJQLILFDQW�OLQN�EHWZHHQ�ERWK�WKH�H[WHQW�WR�ZKLFK�FRPPHUFLDO�EDQNV�DOORFDWH�FUHGLW�DQG�WKH�WHQGHQF\�RI�WKH�ILQDQFLDO�V\VWHP�WR�OHQG�WR�SULYDWH�ILUPV��RQ�WKH�RQH�KDQG��DQG�UHDO�SHU�FDSLWD�*'3�JURZWK�RQ�WKH�RWKHU��)LQDQFLDO�V\VWHPV�LQ�ZKLFK�FRPPHUFLDO�EDQN�FUHGLW�ZDV�VPDOO�FRPSDUHG�ZLWK�FHQWUDO�EDQN�FUHGLW�WHQG�WR�EH�WKRVH�LQ�ZKLFK�JRYHUQPHQWV�LQWHUYHQH�ZLWK�ODUJH�VFDOH�GLUHFWHG�FUHGLW�SURJUDPV��7KH�VLJQLILFDQFH�RI�PRUH�FUHGLW�EHLQJ�H[WHQGHG�WR�SULYDWH�ILUPV�LV�WKDW�WKLV�OLNHO\�FRLQFLGHV�ZLWK�EDQNV�SHUIRUPLQJ�WKHLU�FUHGLW�DVVHVVPHQW��PRQLWRULQJ��DQG�FRUSRUDWH�JRYHUQDQFH�IXQFWLRQV��DV�ZHOO�DV�GRLQJ�D�EHWWHU�MRE�RI�
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SURYLGLQJ�HIILFLHQW�SD\PHQW�V\VWHPV��FRPSDUHG�ZLWK�ZKDW�ZRXOG�EH�SURYLGHG�LI�JRYHUQPHQWV�DQG�VWDWH�RZQHG�HQWHUSULVHV��62(V��ZHUH�WKH�PDLQ�FOLHQWV��� )LJXUH �� 3URGXFWLYLW\ *URZWK LQ 'HYHORSLQJ &RXQWULHV� �������

���
���
���
���
���
���

/RZ +LJK

3URGXFWLYLW\JURZWK

&UHGLW IURPFRPPHUFLDO EDQNV&UHGLW WR SULYDWH ILUPV

6RXUFH� 5� /HYLQH� ����
1RWHV���)LJXUH���KDV�FODVVLILHG����GHYHORSLQJ�DQG�GHYHORSHG�FRXQWULHV�LQ�IRXU�JURXSV�DFFRUGLQJ�WR�WKH�VKDUH�RI�FUHGLW�IURP�FRPPHUFLDO�EDQNV��DQG�FUHGLW�WR�SULYDWH�ILUPV��UHODWLYH�WR�*'3��2Q�WKH�YHUWLFDO�D[LV�LV�WKH�XQH[SODLQHG�UHVLGXDO��RU�SURGXFWLYLW\�JURZWK��RYHU�WKH���������SHULRG�IURP�D�VWDQGDUG�FURVV�FRXQWU\�JURZWK�UHJUHVVLRQ�RQ�LQLWLDO�LQFRPH�OHYHO�DQG�KXPDQ�FDSLWDO��VXEVHTXHQW�LQYHVWPHQW�UDWLRV��DQG�RWKHU�IDFWRUV��SROLWLFDO�VWDELOLW\��DQG�PHDVXUHV�RI�PRQHWDU\��ILVFDO��WUDGH�DQG�H[FKDQJH�UDWH�SROLFLHV��WKDW�DIIHFW�JURZWK���

$OWKRXJK�LW�LV�SRVVLEOH�WKDW�PRUH�GHYHORSHG�HFRQRPLHV�OHDG�WR�EHWWHU�ILQDQFLDO�V\VWHPV��WKH�VDPH�DXWKRUV�JR�IXUWKHU�DQG�ILQG�WKDW�WKRVH�ZLWK�GHHSHU�ILQDQFLDO�V\VWHPV�LQ������VDZ�IDVWHU�JURZWK�RYHU�WKH�VXEVHTXHQW����\HDUV��)LJXUH�����1RW�RQO\�GRHV�WKLV�UHVHDUFK�PHDQ�WKDW�WKH�UHODWLRQVKLS�EHWZHHQ�ILQDQFH�DQG�JURZWK�FDQQRW�VROHO\�EH�GXH�WR�IDVWHU�JURZWK�LQGXFLQJ�ILQDQFLDO�VHFWRU�GHYHORSPHQW��EXW�DOVR�WKDW�WKH�HIIHFW�RI�ILQDQFLDO�VHFWRU�GHYHORSPHQW�RQ�HFRQRPLF�JURZWK�LV�VLJQLILFDQW��)RU�H[DPSOH��LI�=DLUH�LQ������KDG�LQFUHDVHG�LWV�VKDUH�RI�GRPHVWLF�FUHGLW�DOORFDWHG�E\�EDQNV�IURP�RQO\�����RI�WRWDO�FUHGLW�WR�WKH�DYHUDJH�IRU�GHYHORSLQJ�FRXQWULHV�LQ�WKDW�\HDU��������LW�ZRXOG�KDYH�JURZQ�DERXW������IDVWHU�SHU�DQQXP��*UHDWHU�
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ILQDQFLDO�VHFWRU�GHYHORSPHQW�ZDV�IRXQG�WR�UDLVH�JURZWK�ERWK�E\�LQFUHDVLQJ�FDSLWDO�DFFXPXODWLRQ�DQG�LPSRUWDQWO\�E\�UDLVLQJ�SURGXFWLYLW\��)LJXUH�����*URZWK�DQG�)LQDQFLDO�'HSWK���������

�
�
�
�

6KDOORZ 'HHS

3HU�FDSLWD�*'3JURZWK

6RXUFH���5��/HYLQH������
1RWHV���)LJXUH���KDV�FODVVLILHG����GHYHORSLQJ�DQG�GHYHORSHG�FRXQWULHV�LQ�IRXU�JURXSV�DFFRUGLQJ�WR�WKH�UDWLR�RI�EURDG�PRQH\��0���WR�*'3�LQ��������2Q�WKH�YHUWLFDO�D[LV�LV�WKH�SHU�FDSLWD�JURZWK�UDWH�RYHU�WKH���������SHULRG��� $V�H[SODLQHG�DERYH��EDQNV�DUH�QRW�WKH�RQO\�LPSRUWDQW�SDUW�RI�D�KHDOWK\�ILQDQFLDO�V\VWHP��(TXLW\�PDUNHWV��RIWHQ�WKRXJKW�WR�EH�D�FDVLQR��KDYH�EHHQ�IRXQG�WR�H[HUW�DQ�LQGHSHQGHQW�HIIHFW�RQ�JURZWK��$V�VHHQ�LQ�)LJXUH����RI����FRXQWULHV�ZLWK�WKH�UHTXLVLWH�VWRFN�PDUNHW�GDWD�LQ�WKH���������SHULRG��WKRVH�ZLWK�KLJKO\�OLTXLG�HTXLW\�PDUNHWV�LQLWLDOO\�VDZ�PRUH�UDSLG�JURZWK�RYHU�WKH�VXEVHTXHQW����\HDUV��7KLV�PHDVXUH�RI�OLTXLGLW\�OLNHO\�FDSWXUHV�WKH�HDVH�RI�WUDGLQJ�HTXLWLHV��DQG�VKRZV�D�VLJQLILFDQW�UHODWLRQVKLS�ZLWK�JURZWK��+DYLQJ�OLTXLG�VWRFN�PDUNHWV�DQG�PRUH�GHYHORSHG�EDQNV�OHG�WR�WKH�PRVW�UDSLG�JURZWK�UDWHV�VHHQ�LQ�WKLV�JURXS�RI�FRXQWULHV��)LJXUH�����,W�LV�DOVR�TXLWH�UHOHYDQW�IRU�SROLF\�PDNHUV�WKDW�EDQNLQJ�DQG�VWRFN�PDUNHWV�LQGHSHQGHQWO\�LQIOXHQFH�JURZWK��DQG�DSSHDU�WR�EH�FRPSOHPHQWV�WKURXJKRXW�PRVW�VWDJHV�RI�GHYHORSPHQW��7KLV�FRPSOHPHQWDULW\�OLNHO\�DULVHV�EHFDXVH�ERWK�GHEW�DQG�HTXLW\�ILQDQFH�LQGXFH�EHWWHU�DFFRXQWLQJ��DXGLWLQJ��DQG�WKH�IRUPDWLRQ�RI�D�FDGUH�RI�WUDLQHG�ILQDQFH�SURIHVVLRQDOV��,W�LV�RQO\�DV�FRXQWULHV�UHDFK�WKH�SHU�FDSLWD�LQFRPH�OHYHOV�RI�2(&'�FRXQWULHV�WKDW�IXUWKHU�VWRFN�PDUNHW�GHYHORSPHQW�VHHPV�WR�LQGXFH�D�GHFOLQH�LQ�ILUPV¶�GHEW�HTXLW\�UDWLRV���
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)LJXUH�����,QLWLDO�6WRFN�0DUNHW�/LTXLGLW\�DQG�/RQJ�UXQ�*URZWK

� � � �
9HU\�OLTXLG

/LTXLG
,OOLTXLG

9HU\�LOOLTXLG

3HU�FDSLWD�JURZWK��SHUFHQW����������
6RXUFH��5��/HYLQH��������1RWHV���)LJXUH���KDV�FODVVLILHG����GHYHORSLQJ�DQG�GHYHORSHG�FRXQWULHV�LQ�IRXU�JURXSV�DFFRUGLQJ�WR�WKHLU�VWRFN�PDUNHW�OLTXLGLW\��WXUQRYHU�UHODWLYH�WR�*'3��LQ�������2Q�WKH�YHUWLFDO�D[LV�LV�WKH�SHU�FDSLWD�JURZWK�UDWH�RYHU�WKH���������SHULRG���

,Q�DGGLWLRQ�WR�ILQGLQJV�EDVHG�RQ�ODUJH�FURVV�FRXQWU\�GDWD�VHWV��WKHUH�LV�DOVR�HYLGHQFH�IURP�ORRNLQJ�DW�KRZ�ILQDQFH�LV�DOORFDWHG�DPRQJ�ILUPV�EHIRUH�DQG�DIWHU�ILQDQFLDO�UHIRUPV�WDNH�SODFH��$FFRUGLQJ�WR�WKH�VHPLQDO�VWXG\�LQ�WKLV�DUHD��&KDSWHU���LQ�&DSULR�HW��DO����������IROORZLQJ�ILQDQFLDO�UHIRUPV�LQ�(FXDGRU�DQG�,QGRQHVLD�LQ�WKH�����V��WKHUH�ZDV�DQ�LQFUHDVHG�WHQGHQF\�IRU�ILQDQFH�WR�EH�DOORFDWHG�WR�PRUH�HIILFLHQW�ILUPV�DIWHU�UHIRUPV�WKDQ�EHIRUH��,Q�RWKHU�ZRUGV��ZLWK�OHVV�LQWHUYHQWLRQ�LQ�FUHGLW�DOORFDWLRQ�DQG�SULFLQJ��LQWHUPHGLDULHV�ZHUH�PRUH�OLNHO\�WR�DOORFDWH�FDSLWDO�ZKHUH�LW�ZRXOG�EH�EHVW�XVHG��WKHUHE\�UDLVLQJ�HFRQRPLF�JURZWK��,QWHUHVWLQJO\��LQ�WKH�,QGRQHVLDQ�FDVH�LW�ZDV�DOVR�WUXH�WKDW�ILQDQFLDO�UHIRUPV�OHG�WR�PRUH�FUHGLW�IRU�VPDOOHU�ILUPV��ZKLFK�SUHYLRXVO\�KDG�EHHQ�PRUH�FRQVWUDLQHG�LQ�REWDLQLQJ�IXQGLQJ��7KLV�W\SH�RI�DGMXVWPHQW�KDV�EHHQ�IRXQG�LQ�RWKHU�FRXQWULHV��DQG�HYHQ�PRUH�VR�LQ�WUDQVLWLRQ�HFRQRPLHV��HQWHUSULVH�VWXGLHV�FOHDUO\�VKRZ�WKDW�ILQDQFLDO��DQG�RWKHU��UHIRUPV�OHDG�WR�PXFK�LPSURYHG�UHVRXUFH�DOORFDWLRQ���
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)LJXUH�����*URZWK�DQG�,QLWLDO�6WRFN�0DUNHW�DQG�%DQN�'HYHORSPHQW

�
�
�
�
�

,OOLTXLG /LTXLG,QLWLDO�VWRFN�PDUNHW�OLTXLGLW\

3HU�FDSLWD�JURZWK��������
/RZ�EDQNLQJGHYHORSPHQW

+LJK�EDQNLQJGHYHORSPHQW

6RXUFH���'HPLUJ�o�.XQW�DQG�/HYLQH�������1RWHV���)LJXUH���KDV�FODVVLILHG����GHYHORSLQJ�DQG�GHYHORSHG�FRXQWULHV�LQ�WZR�JURXSV�DFFRUGLQJ�WR�WKHLU�VWRFN�PDUNHW�OLTXLGLW\��WXUQRYHU�UHODWLYH�WR�PDUNHW�FDSLWDOL]DWLRQ�DQG�WXUQRYHU�UHODWLYH�WR�*'3��LQ���������7KHVH�WZR�JURXSV�DUH�WKHQ�VXEGLYLGHG�LQWR�IRXU�VXEJURXSV�DFFRUGLQJ�WR�WKH�UDWLR�RI�EDQN�ORDQV�WR�SULYDWH�HQWHUSULVHV�WR�*'3��DOVR�LQ�������2Q�WKH�YHUWLFDO�D[LV�LV�WKH�SHU�FDSLWD�JURZWK�UDWH�RYHU�WKH���������SHULRG���
$GGLWLRQDOO\��D�ILUP�OHYHO�VWXG\�IRU����FRXQWULHV��'HPLUJ�o�.XQW�DQG�0DNVLPRYLF��������VKRZV�WKDW�DELOLW\�WR�HQWHU�LQWR�ORQJ�WHUP�FRQWUDFWV�DQG�VWRFN�PDUNHW�OLTXLGLW\�ERWK�KDYH�D�SRVLWLYH�LPSDFW�RQ�ILUP�JURZWK��FRQILUPLQJ�WKH�LPSRUWDQFH�RI�ILQDQFH�IURP�PRUH�DJJUHJDWH�VWXGLHV��7KXV��FDVH�VWXGLHV��ILUP�OHYHO�LQYHVWLJDWLRQV��DQG�FURVV�FRXQWU\�UHVHDUFK�DOO�FRQILUP�D�NH\�UROH�IRU�ILQDQFH��0RUHRYHU��WKH�VWXGLHV�RI�UHIRUPLQJ�HFRQRPLHV�DOVR�VXJJHVW�WKDW�ILQDQFLDO�VHFWRU�GHYHORSPHQW�FDQ�EH�DOWHUHG�E\�SROLF\���

���5HIRUPLQJ�)LQDQFH�:K\�LV�)LQDQFLDO�5HIRUP�VR�'LIILFXOW"�,I�ILQDQFH�LV�LPSRUWDQW�IRU�JURZWK��WKHQ�LW�LV�FUXFLDO�WKDW�FRXQWULHV�µJHW�LW�ULJKW�¶�0DQ\�FRXQWULHV��KRZHYHU��IRU�ORQJ�SHULRGV�KHDYLO\�FRQWUROOHG�WKHLU�ILQDQFLDO�V\VWHPV��UHIRUP�ZDV�WKXV�QHFHVVDU\��)LQDQFLDO�UHIRUP�SURJUDPV�GLIIHU�PDUNHGO\�GHSHQGLQJ�RQ�WKH�VWDJH�RI�GHYHORSPHQW��EXW�XVXDOO\�LQFOXGH�PHDVXUHV�DLPHG�DW�UHGXFLQJ�RU�HOLPLQDWLQJ�WKH�JRYHUQPHQW
V�LQWHUYHQWLRQ�LQ�WKH�GHWHUPLQDWLRQ�RI�LQWHUHVW�UDWHV��DV�ZHOO�DV�GHFUHDVLQJ�LWV�UROH�LQ�FUHGLW�GHFLVLRQV��7KH\�DOVR�
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PD\�LQFOXGH�PHDVXUHV�WR�LQFUHDVH�WKH�GHJUHH�RI�FRPSHWLWLRQ�RI�PDUNHWV��DOORZ�IRUHLJQ�HQWU\��UHKDELOLWDWH�RU�UHVWUXFWXUH�EDQNV��FUHDWH�RU�UHSDLU�ILQDQFLDO�LQIUDVWUXFWXUH�DXGLWLQJ�DQG�DFFRXQWLQJ��DQG�FRQWUDFW�HQIRUFHPHQW�PHFKDQLVPV��LQFOXGLQJ�WKH�OHJDO�V\VWHP�DQG�GHHSHQ�PDUNHWV��<HW�ILQDQFLDO�UHIRUP�RIWHQ�KDV�EHHQ�IROORZHG�E\�ILQDQFLDO�FULVLV�� :K\�KDV�UHIRUP�EHHQ�VR�GLIILFXOW"��)LUVW��WKH�SHUIRUPDQFH�RI�HFRQRPLHV�IROORZLQJ�D�SHULRG�RI�ILQDQFLDO�UHIRUP�GHSHQGV�RQ�WKH�LQLWLDO�FRQGLWLRQV²KRZ�XQGHUGHYHORSHG�WKH�ILQDQFLDO�V\VWHP�ZDV�SULRU�WR�UHIRUP��&RXQWULHV�GR�QRW�EHJLQ�WKH�UHIRUP�SURFHVV�ZLWK�D�VXFFHVVIXO�ILQDQFLDO�V\VWHP�WKDW�LV�SHUIRUPLQJ�ZHOO�LWV�LQWHUPHGLDU\�IXQFWLRQV��,QVWHDG��WKH\�RIWHQ�VWDUW�DIWHU�D�VXEVWDQWLDO�SHULRG�GXULQJ�ZKLFK�WKH�JRYHUQPHQW�ZDV�LQWHUYHQLQJ�LQ�ILQDQFLDO�PDUNHWV�LQ�DOORFDWLQJ�DQG�SULFLQJ�FUHGLW��RIWHQ�WR�XQSURILWDEOH�YHQWXUHV��DQG�RIWHQ�LQ�D�YDULHW\�RI�RWKHU�ZD\V�WKDW�HQFRXUDJHG�OLWWOH�RU�QR�LQYHVWPHQW�LQ�WKH�VNLOOV�UHTXLUHG�LQ�D�PDUNHW�EDVHG�V\VWHP��,I�JRYHUQPHQWV�DUH�DOORFDWLQJ�FUHGLW��WKHQ�EDQNV�KDYH�QR�LQFHQWLYH�WR�LQYHVW�LQ�WKH�PDQ\�VNLOOV�WKH\�ZLOO�QHHG�LQ�D�PDUNHW�HQYLURQPHQW��QRU�WR�DFTXLUH�WKH�LQIRUPDWLRQ�DQG�LQIRUPDWLRQ�V\VWHPV�WKH\�ZLOO�QHHG�WR�PRQLWRU�WKHLU�ULVNV��:KHQ�SRVW�UHIRUP�FULVHV�RFFXU��WKHQ��WKH\�PD\�PHUHO\�UHYHDO�WKH�SUH�H[LVWLQJ�ZHDNQHVVHV��UDWKHU�WKDQ�FRQVWLWXWH�HYLGHQFH�WKDW�UHIRUP�LV�LOO�DGYLVHG���� $�NH\�LQLWLDO�FRQGLWLRQ�FRQFHUQV�WKH�DGHTXDF\�RI�LQIRUPDWLRQ�DQG�WKH�DELOLW\�WR�HQIRUFH�FRQWUDFWV��<HW�LQIRUPDWLRQ�RIWHQ�ZLOO�EH�SDUWLFXODUO\�SRRU�DQG�XQUHOLDEOH��GXH�LQ�SDUW�WR�WKH�DEVHQFH�RI�DFFRXQWLQJ�DQG�DXGLWLQJ�VWDQGDUGV�DQG�VNLOOV��DQG�GLVFORVXUH�ZLOO�EH�OLPLWHG�DW�EHVW��0RUHRYHU��WKH�SUH�UHIRUP�OHJDO�V\VWHP�RIWHQ�ZLOO�EH�EDVHG�RQ�D�µUXOH�RI�VWDWH�ODZ¶�UDWKHU�WKDQ�RQ�D�µUXOH�RI�ODZ�VWDWH�¶�DQG�FKDQJLQJ�IURP�WKH�IRUPHU�WR�WKH�ODWWHU�ZLOO�GHPDQG�VRPH�WLPH��,Q�WKLV�VLWXDWLRQ��LQWHUPHGLDULHV�ZLOO�WHQG�WR�OHQG�WR�WKRVH�ZLWK�ZKRP�WKH\�KDYH�EXLOW�XS�D�UHODWLRQVKLS��YLDEOH�EDQNV�ZLOO�WHQG�WR�HQJDJH�LQ�µVDIH¶�ORDQV�WR�FRQQHFWHG�SDUWLHV�DQG��ZKHUH�WKH�JRYHUQPHQW�SD\V�RQ�WLPH��WR�KROG�JRYHUQPHQW�VHFXULWLHV��7ZR�GLVSDUDWH�SRVW�UHIRUP�DGMXVWPHQWV�KDYH�EHHQ�VHHQ��RQH�LQ�ZKLFK�FUHGLW�JURZWK��DIWHU�D�SHULRG�RI�UHSUHVVLRQ��JURZV�H[SORVLYHO\��DQG�DQRWKHU�LQ�ZKLFK�WKH�EDQNV�EHFRPH�PRUH�ULVN�DYHUVH��7KH�GLIIHUHQFHV�LQ�WKLV�SDWWHUQ�RI�DGMXVWPHQW�UHODWH�WR�D�QXPEHU�RI�LQFHQWLYH�DQG�LQVWLWXWLRQDO�GLIIHUHQFHV��
� )RU�DQ�HDUO\�UHFRJQLWLRQ�RI�WKH�SUREOHP��VHH�'LD]�$OHMDQGUR���������&DSULR�DQG�.OLQJHELHO�������E��UHYLHZ�EDQNLQJ�FULVHV�LQ�GHYHORSLQJ�FRXQWULHV���
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,Q�DGGLWLRQ�WR�EDVLF�ZHDNQHVVHV�LQ�WKH�ILQDQFLDO�VHFWRU��DQ�LPSRUWDQW�FRPSRQHQW�RI�WKH�LQLWLDO�FRQGLWLRQV�FRQFHUQV�WKH�UROH�RI�YHVWHG�LQWHUHVWV��,Q�FRXQWULHV�LQ�ZKLFK�D�UHODWLYHO\�VPDOO�JURXS�RI�LQGLYLGXDOV��IDPLOLHV��RU�FRQJORPHUDWHV�FRQWUROV�ILQDQFLDO�LQWHUPHGLDULHV�DQG�XVHV�WKHP�WR�IXQG�LWV�RZQ�DFWLYLWLHV��WKHUH�ZLOO�EH�FOHDU�DQG�ZHOO�RUJDQL]HG�RSSRVLWLRQ�WR�FKDQJHV�WKDW�WKUHDWHQ�WKHLU�SUHIHUUHG�SRVLWLRQ��6XFK�JURXSV�URXWLQHO\�DUH�VXSSRUWHUV�RI�SRZHUIXO�SROLWLFDO�ILJXUHV��,Q�WKHVH�VLWXDWLRQV��GHYHORSLQJ�D�SLFWXUH�RI�WKH�ILQDQFLDO�VHFWRU�ZLOO�EH�PRUH�GLIILFXOW��DV�GLVFORVXUH�ZLOO�EH�OLPLWHG�DQG�VXSHUYLVLRQ�ZHDN��5HIRUP�LV�QRW�GRRPHG��KRZHYHU��EXW�ZLOO�QHFHVVLWDWH�DQ�DOLJQLQJ�RI�JURXSV�LQWHUHVWHG�LQ�JUHDWHU�RSHQQHVV�DQG�FRPSHWLWLRQ�LQ�ILQDQFH��LQ�IXQGLQJ�QRQ�IDPLO\�YHQWXUHV�RU�VPDOO��DQG�PHGLXP�VFDOH�HQWHUSULVHV��60(V���HWF��&KHDSHU�FRPPXQLFDWLRQ�DQG�FRPSXWLQJ�PDNH�FURVV�ERUGHU�FRPSHWLWLRQ�LQ�ILQDQFLDO�VHUYLFHV�RI�JURZLQJ�UHOHYDQFH�LQ�GHYHORSLQJ�FRXQWULHV�DQG�ZLOO�LPSRVH�OLPLWV�RQ�DWWHPSWV�E\�ORFDO�EDQNV�WR�VWLIOH�UHIRUP��VWLOO��WKH�LQIRUPDWLRQ�DGYDQWDJH�RI�ORFDO�ILUPV�ZLOO�JLYH�GRPHVWLF�EDQNV�VRPH�QDWXUDO�SURWHFWLRQ�IURP�WKLV�FRPSHWLWLYH�WKUHDW��� $V�ZLWK�RWKHU�W\SHV�RI�UHIRUP��LW�LV�LPSRUWDQW��LQ�MXGJLQJ�WKH�OLNHOLKRRG�WKDW�UHIRUP�ZLOO�EH�VXFFHVVIXO��WR�ORRN�IRU�WKUHH�µUHDGLQHVV¶�FRQGLWLRQV��WKH�H[WHQW�WR�ZKLFK�UHIRUPV�DUH�SROLWLFDOO\�GHVLUDEOH��WR�WKH�OHDGHUVKLS�DQG�VXSSRUWHUV���SROLWLFDOO\�IHDVLEOH��DQG�FUHGLEOH��:RUOG�%DQN���������:KHQ�DOO�WKUHH�FRQGLWLRQV�DUH�PHW��VLJQLILFDQW�UHIRUP�LV�OLNHO\��)LQDQFLDO�FULVHV�PD\�RIIHU�RSSRUWXQLWLHV�WR�FRPPHQFH�PRUH�IXQGDPHQWDO�UHIRUP��WR�WKH�H[WHQW�WKDW�WKH\�OHDG�WR�D�VKLIW�LQ�WKH�GLVSRVLWLRQ�DQG�LQIOXHQFH�RI�YDULRXV�JURXSV�WRZDUGV�UHIRUP��DQG�WKHUHE\�DIIHFW�WKHVH�WKUHH�FRQGLWLRQV��)RU�H[DPSOH��LQ�WKH�����V��&KLOH�EHJDQ�WKH�HDV\�OLEHUDOL]DWLRQ�VWHSV�RI�GHUHJXODWLRQ�DQG�DOORZLQJ�SULYDWH�HQWU\��ZKLOH�SURFHHGLQJ�PRUH�VORZO\�RQ�EXLOGLQJ�LQIUDVWUXFWXUH�DQG�FUHDWLQJ�DQ�LQFHQWLYH�FRPSDWLEOH�UHJXODWRU\�V\VWHP��:KHQ�ODUJH�ORVVHV�LQ�WKH�EDQNLQJ�VHFWRU�LQ�WKH�����V�FRXOG�QR�ORQJHU�EH�KLGGHQ��WKDQNV�WR�WKH�VKDUS�UHYHUVH�RI�FDSLWDO�IORZV��WKH�SROLWLFDO�ZLOO�WR�WDNH�KDUGHU�PHDVXUHV�ZDV�IRXQG��DQG�PXFK�JUHDWHU�UHOLDQFH�RQ�PDUNHW�RYHUVLJKW��FRXSOHG�ZLWK�D�VLJQLILFDQWO\�VWUHQJWKHQHG�DQG�PRUH�LQGHSHQGHQW�VXSHUYLVRU\�FDSDFLW\��ZDV�LQVWLWXWHG��,QWHUHVWLQJO\��LQ�0DOD\VLD�WKH�UHODWLYHO\�LQGHSHQGHQW�FHQWUDO�EDQN�EHFDPH�D�ORFXV�RI�SUHVVXUH�IRU�FRQWLQXLQJ�JUDGXDO�UHIRUP�DQG�LQGHSHQGHQW�VXSHUYLVLRQ��DQG�WKH�SD\RII�WR�WKLV�DSSURDFK�DSSHDUHG�WR�IRVWHU�WKH�FUHDWLRQ�RI�D�FRDOLWLRQ�EDFNLQJ�UHIRUP��7KLV�JUDGXDO�SURFHVV�FRQWLQXHG�DIWHU�D�VLJQLILFDQW�EXW�UHODWLYHO\�VPDOO�EDQNLQJ�VHFWRU�FULVLV�LQ�WKH�PLG�����V���
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6HFRQG��ILQDQFLDO�UHIRUPV�RIWHQ�KDYH�FUHDWHG�D�GDQJHURXV�JDS��OLEHUDOL]DWLRQ�ZLWK�EDG�UHJXODWRU\�DQG�VXSHUYLVRU\�V\VWHPV��&RXQWULHV�KDYH�OLEHUDOL]HG�LQWHUHVW�UDWHV��FUHGLW�FRQWUROV��DQG�LQWHUQDWLRQDO�FDSLWDO�IORZV��EXW�UHJXODUO\�GLG�QRW�XSJUDGH�LQVWLWXWLRQV��VXFK�DV�DFFRXQWLQJ�DQG�UHSRUWLQJ�VWDQGDUGV��WKH�OHJDO�V\VWHP��RU�WKH�LQFHQWLYH�V\VWHP�WKDW�ZDV�IDFLQJ�EDQNHUV��QRU�ZHUH�VLJQLILFDQW�DWWHPSWV�WR�GHYHORS�KXPDQ�FDSLWDO�LQ�WKH�ILQDQFLDO�VHFWRU�FRPPRQ��7KLV�SDUWLFXODU�VHTXHQFH�VKRXOG�QRW�EH�VXUSULVLQJ��OLEHUDOL]LQJ�PHDVXUHV�DUH�LQH[SHQVLYH��IDVW��DQG�HDV\�WR�LPSOHPHQW��ZKLOH�WKH�LQVWLWXWLRQ�EXLOGLQJ�LV�H[SHQVLYH��VORZ��DQG�FRPSOH[���� 1RW�VXUSULVLQJO\��PDQ\�FRXQWULHV�GLG�WKH�FKHDS��IDVW�DQG�HDV\�UHIRUPV�ILUVW��+RZHYHU�MXVWLILHG�WKH�VHTXHQFH�PD\�KDYH�EHHQ�RQ�SROLWLFDO�JURXQGV��DQG�WKRXJK�LW�GLG�OHDG�WR�GHPDQG�IRU�EHWWHU�LQIUDVWUXFWXUH�IRU�ILQDQFH��LW�ZDV�RIWHQ�GDQJHURXV�IRU�WKH�VWDELOLW\�RI�WKH�ILQDQFLDO�V\VWHP��2QFH�EDQNV�HQFRXQWHUHG�D�VROYHQF\�SUREOHP��PDQ\�FRUUHFWLYH�HIIRUWV�PDLQO\�IL[HG�WKH�EDODQFH�VKHHW�EXW�ZHUH�OHVV�HIIHFWLYH�LQ�FRUUHFWLQJ�WKH�XQGHUO\LQJ�FRQGLWLRQV�WKDW�OHG�WR�WKH�SUREOHPV��7KHVH�FRUUHFWLYH�HIIRUWV�RIWHQ�OHG�WR�PRUDO�KD]DUG�DQG�FUHDWHG�SHUYHUVH�LQFHQWLYHV��� 7KLUG��WLPLQJ�RIWHQ�ZDV�EDG��LQ�WKDW�LW�FRLQFLGHG�ZLWK�RWKHU�QHJDWLYH�VKRFNV�WKDW�ZHDNHQHG�EDQNV��$�YDULHW\�RI�PDFUR�VKRFNV��LQFOXGLQJ�IRU�PDQ\�GHYHORSLQJ�FRXQWULHV�ZLGH�VZLQJV�LQ�WKHLU�WHUPV�RI�WUDGH��KDYH�PDGH�VRXQG�EDQNLQJ�FKDOOHQJLQJ�HYHQ�ZKHUH�LQVWLWXWLRQV�DUH�PRUH�FRQGXFLYH�WR�LWV�SUDFWLFH���&RXQWULHV�WKDW�WHQGHG�WR�PRYH�IDVWHU�ZLWK�UHIRUPV�GXULQJ�JRRG�WLPHV�DQG�VORZHU�GXULQJ�EDG�WLPHV²VXFK�DV�0DOD\VLD�DQG�.RUHD²DSSHDU�WR�KDYH�EHHQ�PRUH�HDVLO\�DEOH�WR�GHDO�ZLWK�WKH�LQHYLWDEOH�DGMXVWPHQW�FRVWV�RI�PRYLQJ�IURP�D�KLJKO\�FRQWUROOHG�ILQDQFLDO�UHJLPH�WR�RQH�EDVHG�PRUH�RQ�PDUNHW�IRUFHV��0DOD\VLDQ�DXWKRULWLHV��HYHQ�ZKHQ�PDFUR�VKRFNV�IRUFHG�WKHP�SDUWLDOO\�WR�UHYHUVH�PRUH�YLVLEOH�DVSHFWV�RI�ILQDQFLDO�UHIRUPV��FRQWLQXHG�WR�GHYHORS�WKH�LQVWLWXWLRQDO�IUDPHZRUN�QHHGHG�IRU�VXFFHVVIXO�EDQN�DQG�QRQEDQN�GHYHORSPHQW��DQG�QRZ�HQMR\�RQH�RI�WKH�GHHSHVW�ILQDQFLDO�V\VWHPV�LQ�WKH�ZRUOG�DQG�UDSLG�JURZWK���� 7KHUH�KDYH�EHHQ�VHYHUDO�W\SHV�RI�UHVSRQVHV�E\�JRYHUQPHQWV�LQ�WKH�IDFH�RI�EDQNLQJ�FULVHV��7KH�ILUVW�VDLG�WR�EH�FRPPRQ�ZLWK�WKRVH�LQIRUPHG�DERXW�WKHLU�LPSHQGLQJ�GHPLVH�LV�GHQLDO���WKH�SUREOHP�LV�QHYHU�WKRXJKW�WR�EH�DV�EDG�DV�WKH�IHDUV�RI�RXWVLGH�H[SHUWV��\HW�LQ�SUDFWLFH�WKH�ORVVHV�RIWHQ�DUH�IDU�ODUJHU�WKDQ�DQ\�HDUO\�HVWLPDWH��QRW�OHDVW�EHFDXVH�WKLV�SHULRG�RI�GHQLDO�LQHYLWDEO\�DOORZV�WKH�ORVVHV�WR�JURZ��6HFRQG��VRPH�JRYHUQPHQWV�KDYH�DGRSWHG�FXUHV�WKDW�LQ�HIIHFW�PDVN�WKH�SUREOHP�DQG�OHDG�WR�RWKHU�GLVWRUWLRQV��RU�WDFNOH�RQO\�WKH�YLVLEOH�LVVXHV��ZLWKRXW�DGGUHVVLQJ�IXQGDPHQWDO�FDXVHV��)RU�H[DPSOH��LQ�VRPH�FRXQWULHV�ZKHUH�LW�ZDV�MXGJHG�WKDW�EDQNV�
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ZHUH�LQ�WURXEOH�EHFDXVH�ODUJH�ERUURZHUV�FRXOG�QRW�UHSD\��WKHVH�ERUURZHUV�ZHUH�JLYHQ�PRQRSRO\�SULYLOHJHV�LQ�WKHLU�RXWSXW�PDUNHW�RU�IDYRUHG�DFFHVV�WR�IRUHLJQ�H[FKDQJH�RU�LPSRUWV��VR�WKDW�WKH\�FRXOG�UHSD\�ORDQV���� $�VHFRQG�SRSXODU�FXUH�LV�WR�DOORZ�EDQNV�WR�HDUQ�ZLGHU�VSUHDGV�FRQWURO�GHSRVLW�UDWHV�DW�ORZ�OHYHOV�WR�UHFDSLWDOL]H�WKHPVHOYHV��7KH�GLIILFXOW\�LV�WKDW�LI�QRQH�RI�WKH�FRQGLWLRQV�ZKLFK�OHG�WR�WKH�JUDQWLQJ�RI�EDG�ORDQV�LV�FRUUHFWHG��WKH�WHPSRUDULO\�FXUHG�EDQNV�RIWHQ�ZLOO�FRQWLQXH�WR�PDNH�EDG�ORDQV��%RWK�RI�WKHVH�VROXWLRQV�HQWDLO��IRU�ZKDWHYHU�UHDVRQ��UHJXODWRU\�IRUEHDUDQFH��OHDYLQJ�EDQNV�RQ�WKHLU�RZQ�WR�ZRUN�WKHPVHOYHV�RXW�RI�WKHLU�GLIILFXOWLHV��� 7KH�SUREOHP�ZLWK�WKLV�VROXWLRQ�LV�WKDW�WKH�LQFHQWLYHV�ZKLFK�SHUPLWWHG�RU�DFFRPPRGDWHG�WKH�JURZWK�RI�EDG�ORDQV�DUH�DOORZHG�WR�SHUVLVW��7KXV��LQ�&KLOH�LQ�WKH�HDUO\�����V��WKH�8QLWHG�6WDWHV�LQ�WKH�ODWHU�SDUW�RI�WKDW�GHFDGH��DQG�LQ�-DSDQ�PRUH�UHFHQWO\��LW�WRRN�VHYHUDO�\HDUV�EHIRUH�WKH�DXWKRULWLHV�WRRN�VWHSV�WR�DGGUHVV�WKH�LQFHQWLYH�V\VWHP��,Q�DOO�RI�WKHVH�FDVHV��FORVLQJ�EDQNV�DQG�IRUFLQJ�RZQHUV�WR�WDNH�ORVVHV�ZHUH�DQ�LQWHJUDO�SDUW�RI�WKH�FXUH��GHVLJQHG�WR�VHQG�WKH�PHVVDJH�WKDW�IDLOXUH�ZLOO�EH�FRVWO\���
)HDWXUHV�RI�0RUH�6XFFHVVIXO�5HIRUP�:KDW�ZRXOG�EH�D�EHWWHU�ZD\�WR�UHIRUP�ILQDQFH"�7KHUH�LV�JRRG�UHDVRQ��EDVHG�RQ�D�VWXG\�RI�ILQDQFLDO�KLVWRU\�� WR�EHOLHYH�WKDW�VRXQG�EDQNLQJ�ZLOO�IORXULVK�ZKHQ�WKHUH�LV�JRRG�JRYHUQDQFH�RU�RYHUVLJKW�RI�EDQNV��DV�ZHOO�DV�WKH�SRVVLELOLW\�DQG�LQFHQWLYH�IRU�EDQNV�WR�GLYHUVLI\��VR�WKDW�WKH\�FDQ�ZLWKVWDQG�VL]DEOH�VKRFNV��7KH�FDQGLGDWHV�IRU�VHUYLQJ�DV�PRQLWRUV�RI�EDQNV�DUH�RZQHUV��WKH�PDUNHW��DQG�VXSHUYLVRUV��DQG�DOWKRXJK�PDQ\�VXJJHVW�WKDW�LW�LV�LPSRUWDQW�WR�VWUHQJWKHQ�RQH�RI�WKHVH�JURXSV��UHVHDUFK�JLYHV�XV�QR�FOHDU�VROH�SDUW\�WR�EH�UHVSRQVLEOH�IRU�VDIH�DQG�VRXQG�EDQNLQJ��,Q�IDFW��LQ�PDQ\�FRXQWULHV�LW�LV�LPSRUWDQW�WR�VWUHQJWKHQ�DOO�WKUHH��DQG�PRUH�VXFFHVVIXO�UHIRUP�FDVHV�&KLOH��0DOD\VLD��WKH�8QLWHG�6WDWHV�KDYH�WDNHQ�VLJQLILFDQW�VWHSV�WR�GR�VR��2ZQHUV��DQG�VHQLRU�PDQDJHUV��QHHG�WR�KDYH�FOHDU�LQFHQWLYHV�DQG�WKH�FDSDFLW\�WR�PRQLWRU�WKHLU�LQVWLWXWLRQV��DV�WKH\�DUH�WKH�ILUVW�OLQH�RI�GHIHQVH�DJDLQVW�XQVRXQG�EDQNLQJ��7KH\�DOVR�KDYH�WKH�DELOLW\��QR�PDWWHU�KRZ�VNLOOHG�WKH�VXSHUYLVRUV�ZLWQHVV�WKH�%DULQJV�FULVLV�WR�KLGH�WKH�H[WHQW�RI�ORVVHV�HLWKHU�GHOLEHUDWHO\�RU�GXH�WR�ZHDN�LQWHUQDO�JRYHUQDQFH��+HQFH�LW�LV�FUXFLDO�WR�PDNH�VXUH�
� 6HH�&DSULR�DQG�9LWWDV��������IRU�DQ�RYHUYLHZ�RI�ILQDQFLDO�KLVWRU\�DQG�WKH�OHVVRQV�IRU�HPHUJLQJ�PDUNHW�FRXQWULHV�WRGD\��
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WKDW�RZQHUV�KDYH�D�ORW�DW�VWDNH��HLWKHU�RI�WKHLU�SUHVHQW�FDSLWDO��QDPHO\�WKURXJK�KLJK�FDSLWDO�UHTXLUHPHQWV��SHUVRQDO�ZHDOWK��KLJKHU�OLDELOLW\�OLPLWV��RU�IXWXUH�SURILWV��KLJK�IUDQFKLVH�YDOXH�IRU�EDQN�OLFHQVHV���:HOO�PRWLYDWHG�RZQHUV�ZLOO�VWULYH�WR�PDNH�VXUH�WKDW�WKHLU�LQVWLWXWLRQV�DUH�UXQ�HIILFLHQWO\��DV�ORQJ�DV�WKH\�KDYH�D�VLJQLILFDQW�DPRXQW�DW�VWDNH��� (YHQ�WKH�EHVW�PRWLYDWHG�RZQHUV�KDYH�D�GLIILFXOW�MRE�FRQWUROOLQJ�WKHLU�LQVWLWXWLRQV��DQG�WKLV�LV�ZKHUH�RXWVLGHUV�FDQ�FRQWULEXWH��7KH�PDUNHW��PHDQLQJ�WKRVH�ZLWK�D�FXUUHQW�RU�SRWHQWLDO�FODLP�RQ�WKH�EDQN��VXFK�DV��XQLQVXUHG��FUHGLWRUV�RU�GHSRVLWRUV��DV�ZHOO�DV�SDUWLFLSDQWV�LQ�LQWHUEDQN�PDUNHWV��FDQ�VLJQDO�ZKHQ�D�EDQN�LV�KDYLQJ�GLIILFXOW\��VXFK�DV�E\�UDLVLQJ�WKH�FRVW�RI�IXQGV��,Q�RUGHU�WR�GR�WKLV��EHVLGHV�KDYLQJ�UHVRXUFHV�DW�ULVN��KHQFH�WKH�LPSRUWDQFH�RI�EHLQJ�XQLQVXUHG���PDUNHW�SDUWLFLSDQWV�UHTXLUH�UHOLDEOH�LQIRUPDWLRQ��PHDQLQJ�WKDW�GLVFORVXUH�ODZV�QHHG�WR�EH�FOHDU�DQG�SURYLGH�VWLII�SHQDOWLHV�IRU�WKHLU�QHJOHFW��:KHQ�JRYHUQPHQW�VDIHW\�QHWV�GR�QRW�LQWHUIHUH�RU�OLPLW�WKH�ORVVHV�VXIIHUHG�E\�WKHVH�PDUNHW�FODLPDQWV��WKH\�FDQ�EH�TXLWH�HIIHFWLYH��)RU�H[DPSOH��LQ�WKH�ZDNH�RI�WKH�0H[LFDQ�FULVLV�RI�ODWH�������GHSRVLWRUV�DW�VRPH�$UJHQWLQH�SURYLQFLDO�EDQNV��QRW�SURWHFWHG�E\�GHSRVLW�LQVXUDQFH��EHJDQ�D�UXQ�RQ�ZHDN�EDQNV��EXW�D�JRRG�SDUW�RI�WKHLU�IXQGV�ZHQW�WR�VRPH�RI�WKH�VWURQJ��ZHOO�FDSLWDOL]HG�PRQH\�FHQWHU�EDQNV��0RUH�JHQHUDOO\��DOWKRXJK�V\VWHPLF�EDQN�FULVHV�FDQ�RFFXU��VHOHFWLYH�UXQV�RQ�SDUWLFXODU�EDQNV�DUH�PRUH�WKH�QRUP��PHDQLQJ�WKDW�WKH�PDUNHW�GRHV�KDYH�VRPH�DELOLW\�WR�GLVWLQJXLVK�EHWZHHQ�GLIIHUHQW�W\SHV�RI�LQVWLWXWLRQV���� %DQN�VXSHUYLVRUV�DOVR�FDQ�EH�DQ�DOO\�RI�PRWLYDWHG�RZQHUV��*RYHUQPHQWV��XQOHVV�WKH\�FDQ�FRQYLQFH�WKH�SXEOLF�WKDW�WKH\�ZLOO�QRW�FRYHU�GHSRVLWRU�ORVVHV��KDYH�D�UHVSRQVLELOLW\�WR�WD[SD\HUV�WR�VXSHUYLVH�EDQNV�VR�DV�WR�PLQLPL]H�FODLPV�RQ�WKHP��$OWKRXJK�VRPH�EDQN�RZQHUV�YLHZ�VXSHUYLVLRQ�DV�D�QXLVDQFH��JRRG�VXSHUYLVLRQ�FDQ�KLJKOLJKW�XQVDIH�SUDFWLFHV�DQG�DOVR�VHUYH��DORQJ�ZLWK�LQWHUQDO�DXGLWRUV��WR�GLVFRXUDJH�EDQN�IUDXG��*RYHUQPHQWV�DOVR�DUH�UHVSRQVLEOH�IRU�UHJXODWLQJ�EDQNV��WKDW�LV��GHWHUPLQLQJ�WKH�UXOHV�ZLWKLQ�ZKLFK�EDQNHUV�PXVW�RSHUDWH��,I�UHJXODWLRQV�DUH�LQFHQWLYH�FRPSDWLEOH��PHDQLQJ�WKDW�WKH\�HQFRXUDJH�SUXGHQW�EDQNLQJ��WKHQ�VXSHUYLVLRQ�ZLOO�EH�FRPPHQVXUDEO\�HDVLHU�RZQHUV��EHLQJ�SURSHUO\�PRWLYDWHG��ZLOO�DFW�SUXGHQWO\�DQG�ZLOO�DOVR�UHFRJQL]H�WKH�YDOXH�RI�SURSHU�VXSHUYLVLRQ��� /DVWO\��HYHQ�ZLWK�DQ�RWKHUZLVH�LQFHQWLYH�FRPSDWLEOH�UHJXODWRU\�IUDPHZRUN��EDQNV�FDQ�JHW�LQWR�WURXEOH�LI�WKH\�DUH�IRUFHG�RU�HQFRXUDJHG�WR�FRQFHQWUDWH�WKHLU�ULVNV��%DQNV�LQ�VPDOO�HFRQRPLHV�ZLWK�FDSLWDO�FRQWUROV�DUH�IRUFHG�WR�KROG�D�ORFDO�SRUWIROLR�WKDW�XVXDOO\�IHDWXUHV�KLJKO\�FRYDULDQW�ULVNV��)RU�H[DPSOH��XQOHVV�LQFHQWLYHV�DUH�DVWRQLVKLQJO\�HIIHFWLYH��EDQNV�LQYHVWHG�RQO\�
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LQ�&KLOH�ZLOO�VXIIHU�ZKHQ�FRSSHU�SULFHV�GHFOLQH��DV�ZLOO�GRPHVWLF�EDQNV�LQ�5ZDQGD�RU�RWKHU�HFRQRPLHV�GRPLQDWHG�E\�D�IHZ�FRPPRGLWLHV��,Q�VXFK�HFRQRPLHV��RQO\�IRUHLJQ�EDQNV�RU�ORFDO�EDQNV�ZLWK�VLJQLILFDQW�IRUHLJQ�H[SRVXUH�ZLOO�EH�DEOH�WR�VXUYLYH�FRPPRGLW\�SULFH�VZLQJV�XQOHVV�FDSLWDO��OLDELOLW\�OLPLWV��RU�IUDQFKLVH�YDOXH�DUH�VXIILFLHQWO\�KLJK�WR�FRPSHQVDWH�IRU�WKH�ULVN�DVVRFLDWHG�ZLWK�JUHDWHU�ORDQ�FRQFHQWUDWLRQ���� ,Q�VXP��HDUO\�DWWHQWLRQ�WR�ZKDW�FDQ�EH�FDOOHG�WKH�µIRXU�SLOODUV¶�RI�D�VRXQG�ILQDQFLDO�V\VWHP�WKH�LQFHQWLYHV�DQG�FDSDFLW\�IRU�RZQHUV��WKH�PDUNHW��DQG�VXSHUYLVRUV��DQG�WKH�LQFHQWLYHV�DQG�FDSDFLW\�WR�GLYHUVLI\�DUH�FUXFLDO��5HIRUP�SURJUDPV�WKDW�VWUHQJWKHQ�WKHVH�IRXU�SLOODUV�DV�VRRQ�DV�SRVVLEOH�KDYH�D�JUHDWHU�OLNHOLKRRG�ERWK�RI�UHPDLQLQJ�IUHH�RI�EDQNLQJ�FULVHV�DV�ZHOO�DV�HQMR\LQJ�EHWWHU�TXDOLW\�ILQDQFLDO�VHUYLFHV�DQG�IDVWHU�JURZWK���
���7KH�&KDOOHQJH�IRU�(J\SW�,Q�YLHZ�RI�WKH�PRYH�WR�FORVHU�FRPSHWLWLRQ�ZLWK�(XURSH��(J\SWLDQ�ILUPV�UHTXLUH�ILUVW�UDWH�ILQDQFLDO�VHUYLFHV�DQG�D�FRVW�RI�FDSLWDO�WKDW�LV�FRPSHWLWLYH�ZLWK�LWV�QRUWKHUQ�QHLJKERUV��7KLV�PHDQV�D�EDQNLQJ�V\VWHP�WKDW�LV�VDIH�DQG�VRXQG��DQG�DEOH�WR�PRELOL]H�UHVRXUFHV�DQG�DOORFDWH�WKHP�HIILFLHQWO\��DV�ZHOO�DV�WR�SURYLGH�WKH�W\SH�RI�ILQDQFLDO�VHUYLFHV�WKDW�LQGLYLGXDOV�DQG�ILUPV�GHPDQG��7KH�DXWKRULWLHV�DOVR�DUH�GHGLFDWHG�WR�UDLVLQJ�JURZWK��SDUWLFXODUO\�WKH�DQHPLF�VDYLQJV�UDWH��ZKLFK�KDV�EHHQ�IDU�EHORZ�WKDW�RI�VXFFHVVIXO�HFRQRPLHV�LQ�(DVW�$VLD��3DJH���������*LYHQ�WKLV�RXWOLQH�IRU�PRUH�VXFFHVVIXO�ILQDQFLDO�UHIRUP��KRZ�GRHV�(J\SW�FRPSDUH"��(J\SW�HPEDUNHG�RQ�WKH�ILUVW�VWDJH�RI�ILQDQFLDO�UHIRUP�EHJLQQLQJ�LQ�WKH�HDUO\�����V�ZLWK�D�PRYH�WR�PDUNHW�GHWHUPLQHG�LQWHUHVW�UDWHV��DGRSWLRQ�RI�%DVOH�FDSLWDO�DGHTXDF\�JXLGHOLQHV��DQG�D�PRUH�PRGHUQ�DVVHW�FODVVLILFDWLRQ�V\VWHP��%DKDD�(OGLQ�DQG�0RKLHOGLQ���������7KH�JRYHUQPHQW�DOVR�KDV�UHGXFHG�LWV�YLVLEOH�LQWHUIHUHQFH�ZLWK�WKH�DOORFDWLRQ�RI�FUHGLW��WKRXJK�LW�VWLOO�KDV�D�VLJQLILFDQW�SURJUDP�IRU�FRWWRQ�ILQDQFLQJ��%RWK�RI�WKHVH�PRYHV�ZHUH�FRPPRQ�WR�D�QXPEHU�RI�GHYHORSLQJ�HFRQRPLHV��WKRXJK�PDQ\�RI�WKHP�VDZ�EDQNLQJ�VHFWRU�SUREOHPV���� 2QH�NH\�DGYDQWDJH�WKDW�(J\SW�HQMR\V�LV�WKDW�LW�KDV�EHHQ�DEOH�WR�DWWUDFW�D�QXPEHU�RI�JRRG�IRUHLJQ�EDQNV��ZKLFK�QRW�RQO\�KHOSV�SURYLGH�EHWWHU�GLYHUVLILFDWLRQ�IRU�WKH�HQWLUH�EDQNLQJ�V\VWHP��EXW�DOVR�DFWV�DV�D�FDWDO\VW�IRU�WUDLQLQJ�EDQNHUV�DQG�LQWURGXFLQJ�FRPSHWLWLRQ��$�VHFRQG�DGYDQWDJH�LV�WKH�GHYHORSPHQW�RI�VWRFN�PDUNHWV��LQ�WKH�ODVW�VHYHUDO�\HDUV��ERWK�WKH�FDSLWDOL]DWLRQ�RI�OLVWHG�ILUPV�DQG�WKH�YROXPH�RI�WUDGLQJ�KDV�H[SORGHG��6KDPV�(O�'LQ���������*LYHQ�WKDW�D�IHZ�
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FRXQWULHV��VXFK�DV�WKH�8QLWHG�6WDWHV�DQG�.RUHD��ZHUH�DEOH��IRU�YHU\�GLIIHUHQW�UHDVRQV��WR�UHO\�UHODWLYHO\�PRUH�RQ�QRQEDQNV�DV�DQ�LPSRUWDQW�SDUW�RI�WKH�ILQDQFLDO�VHFWRU��WKH�EHQHILW�RI�GHHSHQLQJ�HTXLW\�PDUNHWV�LV�LPSRUWDQW��1RWZLWKVWDQGLQJ�WKHVH�FRQVLGHUDEOH�DFKLHYHPHQWV��LQ�PDQ\�UHVSHFWV�(J\SW¶V�ILQDQFLDO�V\VWHP�VKDUHV�WKH�OLPLWDWLRQV�WKDW�SODJXH�D�QXPEHU�RI�HPHUJLQJ�PDUNHW�RU�WUDQVLWLRQDO�FRXQWULHV��0RVW�GUDPDWLFDOO\��DERXW�����RI�EDQN�DVVHWV�DUH�FRQWUROOHG�E\�VWDWH�RZQHG�EDQNV��,W�LV�GLIILFXOW�WR�ILQG�FRXQWULHV�ZLWK�VXFK�D�KLJK�GHJUHH�RI�VWDWH�FRQWURO�DQG�D�VXFFHVVIXO��LQQRYDWLYH�EDQNLQJ�V\VWHP��,QGHHG��LQ�PDQ\�FDVHV�RI�VWDWH�RZQHUVKLS��WKH�VWDWH�GRHV�QRW�HIIHFWLYHO\�SHUIRUP�LWV�RZQHUVKLS�IXQFWLRQ�DQG�LQVWHDG�XVHV�VWDWH�EDQNV�WR�VDWLVI\�D�YDULHW\�RI�SXUSRVHV��PRVW�RIWHQ�WR�LQFUHDVH�HPSOR\PHQW��+HQFH�PDQ\�VWDWH�EDQNLQJ�V\VWHPV�VXIIHU�RYHUVWDIILQJ��DQG�WKH�VHUYLFHV�WKDW�DUH�SURYLGHG�DUH�QHLWKHU�FRVW�HIIHFWLYH�QRU�XS�WR�WKH�FRPSHWLWLRQ�IURP�SULYDWH�EDQNV��$OWKRXJK�(J\SWLDQ�EDQNV�FRXOG�EH�WKH�H[FHSWLRQ�WR�WKLV�UXOH��WKH�ODVW�VXFK�H[FHSWLRQ��WKH�)UHQFK�VWDWH�RZQHG�EDQNLQJ�V\VWHP��VDZ�UHFRUG�ORVVHV�LQ�&UHGLW�/\RQQDLV�DQG�QR�ORQJHU�LV�FLWHG�DV�D�PRGHO��� /RRNLQJ�DW�PRUH�VXFFHVVIXO�HFRQRPLHV��DPRQJ�WKH�UDSLGO\�JURZLQJ�HFRQRPLHV�RI�(DVW�$VLD��VWDWH�EDQNLQJ�LV�UHODWLYHO\�OLPLWHG��H[FHSW�LQ�,QGRQHVLD��ZKHUH�LW�KDV�GHFOLQHG�VLJQLILFDQWO\�IURP�DERXW�����RI�EDQNLQJ�DVVHWV�LQ������WR�OHVV�WKDQ�����DW�SUHVHQW��$OVR��ZKHQ�EDQNV�DUH�SUHGRPLQDQWO\�VWDWH�RZQHG��WKH�GHUHJXODWLRQ�RI�LQWHUHVW�UDWHV�LV�XQFOHDU��DOWKRXJK�WKH\�DUH�GHWHUPLQHG�LQ�D�µPDUNHW�¶�WKH�VWDWH¶V�UROH�UHPDLQV�VLJQLILFDQW��,Q�RWKHU�FRXQWULHV��GHUHJXODWLQJ�LQWHUHVW�UDWHV�ZLWK�ODUJH�VWDWH�RZQHUVKLS�PHUHO\�KDV�PHDQW�WKDW�LQWHUHVW�UDWH�VHWWLQJ�KDV�PRYHG�IURP�RQH�SDUW�RI�WKH�JRYHUQPHQW�WR�DQRWKHU��� 0RUHRYHU��WKH�(J\SWLDQ�EDQNLQJ�V\VWHP¶V�VXSSRUW�RI�WKH�SULYDWH�VHFWRU�KDV�EHHQ�TXLWH�OLPLWHG��$V�VHHQ�LQ�)LJXUH����WKH�DPRXQW�RI�FUHGLW�WR�WKH�SULYDWH�VHFWRU�ODJV�HYHQ�ZLWKLQ�WKH�0LGGOH�(DVW�UHJLRQ��LQGHHG��VRPH�WUDQVLWLRQDO�HFRQRPLHV�VXFK�DV�3RODQG�DQG�5RPDQLD�DUH�DOORFDWLQJ�D�ODUJHU�VKDUH�RI�UHVRXUFHV�WR�WKH�SULYDWH�VHFWRU���.LQJ�DQG�/HYLQH��������IRXQG�WKDW�FRXQWULHV�LQ�ZKLFK�EDQNLQJ�V\VWHPV�GHYRWHG�D�VPDOOHU�VKDUH�RI�UHVRXUFHV�WR�WKH�SULYDWH�VHFWRU�VDZ�ORZHU�JURZWK�LQ�FRPSDULVRQ�ZLWK�FRXQWULHV�GHYRWLQJ�PRUH�WR�WKLV�VHFWRU��7KLV�GHILFLHQF\�RI�WKH�(J\SWLDQ�V\VWHP�FDQ�EH�YLHZHG�DV�D�SUREOHP��DQ�RSSRUWXQLW\��LQ�WKH�VHQVH�RI�D�KLGGHQ�SRWHQWLDO�RI�WKH�HFRQRP\��RU�ERWK��
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6RXUFH��7KH�:RUOG�%DQN��� $Q�DGGLWLRQDO�FRQFHUQ�LV�WKH�LQFHQWLYH�V\VWHP�LQ�ZKLFK�WKH�EDQNV�RSHUDWH��2ZQHUV¶�DQG�PDQDJHUV¶�LQFHQWLYHV�WR�HQJDJH�LQ�VDIH�DQG�VRXQG�EDQNLQJ�KDYH�EHHQ�VWUHQJWKHQHG�LQ�PDQ\�FRXQWULHV�E\�DOORZLQJ�EDQNV�WR�IDLO�DQG�PDNLQJ�VXUH�WKDW�RZQHUV�ORVH�WKHLU�HTXLW\�DQG�EDQNHUV�WKHLU�MREV��7KH�GRPLQDQFH�RI�WKH�JRYHUQPHQW�LQ�(J\SW��FRXSOHG�ZLWK�D�µQR�H[LW¶�SROLF\��PDNHV�LW�H[FHSWLRQDOO\�GLIILFXOW�IRU�LQFHQWLYHV�WR�RSHUDWH�HIIHFWLYHO\��$OWKRXJK�ZH�ODFN�DQ\�GLUHFW�HYLGHQFH�RQ�EDQN�HIILFLHQF\�ZKLFK�LV�GLIILFXOW�WR�JDWKHU�HYHQ�LQ�KLJK�LQFRPH�HFRQRPLHV�WKH�FRPELQDWLRQ�RI�VWDWH�RZQHUVKLS�DQG�ODFN�RI�H[LW�UDLVHV�FRQFHUQ�DERXW�WKH�HIILFLHQF\�RI�ILQDQFLDO�LQWHUPHGLDWLRQ�E\�WKH�EDQNLQJ�VHFWRU��� $OVR�LQ�FRPPRQ�ZLWK�PDQ\�GHYHORSLQJ�FRXQWULHV�LV�WKH�ZHDNQHVV�RI�WKH�VHFRQG�SLOODU��WKH�RYHUVLJKW�SURYLGHG�E\�WKH�PDUNHW��OLNHO\�WKH�ZHDNHVW�SLOODU�LQ�(J\SW��$V�LQ�PDQ\�GHYHORSLQJ�FRXQWULHV��GLVFORVXUH�ODZV�DUH�UHODWLYHO\�ZHDN��%DKDD�(OGLQ�DQG�0RKLHOGLQ���������DXGLWLQJ�LV�VLJQLILFDQWO\�XQGHUGHYHORSHG��DQG�UDWLQJ�DJHQFLHV�QRW�SUHVHQW��7KXV�LW�LV�H[WUHPHO\�GLIILFXOW�IRU�



(&(6�'/6���&DSULR�	�&ODHVVHQV�$SULO�������

��

RXWVLGHUV�WR�XQGHUVWDQG�WKH�FRQGLWLRQ�RI�(J\SWLDQ�EDQNV��$OWKRXJK�WKLV�PD\�PHDQ�WKDW�WKH�MXGJPHQWV�RI�WKH�ODVW�SDUDJUDSK�DUH�WRR�SHVVLPLVWLF�WKH�EDQNV�PD\�EH�LQ�JRRG�VKDSH�LW�PRUH�OLNHO\�PHDQV�WKDW�(J\SWLDQ�EDQNV��ZLWKRXW�HIIHFWLYH�PDUNHW�RYHUVLJKW�DQG�ZLWK�RZQHUV�QRW�IRFXVHG�RQ�SURILWV�DV�WKH�ERWWRP�OLQH��DUH�DW�OHDVW�QRW�SURYLGLQJ�HIILFLHQW�ILQDQFLDO�VHUYLFHV���� :LWK�WKH�ILUVW�WZR�SLOODUV�EHLQJ�ZHDN��LI�QRW�FRPSDUHG�ZLWK�PDQ\�GHYHORSLQJ�FRXQWULHV�WKHQ�DW�OHDVW�ZLWK�ZKDW�LV�QHHGHG�IRU�EHWWHU�EDQNLQJ��LW�LV�LPSRUWDQW�WKDW�VXSHUYLVLRQ�EH�HVSHFLDOO\�VWURQJ��+RZHYHU��DOWKRXJK�LW�LV�GLIILFXOW�WR�HYDOXDWH�VXSHUYLVLRQ��WKH�H[FHSWLRQDOO\�ORZ�SD\��DFFRUGLQJ�WR�WKRVH�LQ�JRYHUQPHQW�DV�ZHOO�DV�WKRVH�LQ�WKH�EDQNLQJ�LQGXVWU\��PDNHV�LW�GLIILFXOW�WR�DWWUDFW�DQG�UHWDLQ�FRPSHWHQW�VWDII�LQ�WKH�FHQWUDO�EDQN��WKH�DJHQF\�FKDUJHG�ZLWK�ERWK�PRQHWDU\�SROLF\�DQG�EDQN�VXSHUYLVLRQ��$OVR��WKH�QXPEHU�RI�VXSHUYLVRUV�KDV�IDLOHG�WR�NHHS�SDFH�ZLWK�WKH�H[SDQVLRQ�RI�WKH�QXPEHU�RI�EDQNV�DQG�EUDQFKHV��3HUKDSV�PRVW�LPSRUWDQW��WKH�LQGHSHQGHQFH�RI�WKH�&HQWUDO�%DQN�RI�(J\SW�LV�OLPLWHG��VWDWXWRULO\��DQG�LWV�JRYHUQRU�VHUYHV�DW�WKH�GLVFUHWLRQ�RI�WKH�3UHVLGHQW�DQG�3ULPH�0LQLVWHU��%DKDD�(OGLQ�DQG�0RKLHOGLQ���������0DQ\�FRXQWULHV�KDYH�PRYHG�LQ�WKH�GLUHFWLRQ�RI�HVWDEOLVKLQJ�IL[HG�DQG�UHDVRQDEO\�ORQJ�WHUPV������\HDUV��IRU�FHQWUDO�EDQN�JRYHUQRUV�WR�DOORZ�VRPH�LQVXODWLRQ�RI�PRQHWDU\�SROLF\�DQG�VXSHUYLVRU\�DFWLRQV���� 8SJUDGLQJ�VXSHUYLVLRQ�LQ�(J\SW�PXVW�VWDUW�ZLWK�IROORZLQJ�EHVW�SUDFWLFH��LQ�(XURSH��WKH�8QLWHG�6WDWHV��DQG�DGYDQFHG�GHYHORSLQJ�FRXQWULHV��LQ�WHUPV�RI�WKH�LQGHSHQGHQFH�RI�WKH�FHQWUDO�EDQN�DQG�E\�FRPSHQVDWLQJ�FHQWUDO�EDQN�VWDII�DW�OHYHOV�DERYH�WKRVH�RI�WKH�UHVW�RI�WKH�JRYHUQPHQW��UHIOHFWLQJ�WKHLU�KLJKHU�PDUNHW�YDOXH��.HHSLQJ�VXSHUYLVRU\�VDODULHV�ORZ�ULVNV�PDMRU�ORVVHV�LQ�WKH�EDQNLQJ�VHFWRU��ZKLFK�EHWWHU�VXSHUYLVLRQ�FDQ�KHOS�WR�PLQLPL]H��%DQN�VXSHUYLVLRQ�DOVR�LV�KLQGHUHG�E\�WKH�ZHDNQHVVHV�RI�WKH�RWKHU�WZR�SLOODUV�RZQHUV�DUH�QRW�IDYRUDEO\�GLVSRVHG�WR�VXSHUYLVRUV��DQG�LQIRUPDWLRQ�LV�RI�GXELRXV�UHOLDELOLW\��7KXV��GHYHORSLQJ�DOO�WKUHH�VLPXOWDQHRXVO\�FDQ�PDNH�DQ�LPSRUWDQW�FRQWULEXWLRQ�WR�D�EHWWHU�ILQDQFLDO�V\VWHP�DQG��DV�VXJJHVWHG�HDUOLHU��UDLVH�HFRQRPLF�JURZWK���� 7KH�ODVW�SLOODU��EHWWHU�GLYHUVLILFDWLRQ��DSSHDUV�WR�EH�OHVV�RI�DQ�LVVXH�IRU�(J\SW��QRW�RQO\�EHFDXVH�WKH�HFRQRP\�KDV�DFKLHYHG�PRGHVW�GLYHUVLILFDWLRQ�LWVHOI��EXW�JUHDWO\�GXH�WR�WKH�SUHVHQFH�RI�IRUHLJQ�DQG�MRLQW�YHQWXUH�EDQNV��$V�QRWHG��WKH�SUHVHQFH�RI�JRRG�IRUHLJQ�LQVWLWXWLRQV�PD\�KHOS�
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RIIVHW�VRPH�RI�WKH�DIRUHPHQWLRQHG�GLVDGYDQWDJHV��$�UHODWLYHO\�ZHOO�GHYHORSHG�VWRFN�PDUNHW��E\�SURYLGLQJ�DOWHUQDWLYHV�WR�GHEW�ILQDQFH�DQG�LQFUHDVLQJ�WKH�GHPDQG�IRU�LPSURYHPHQWV�LQ�WKH�LQIUDVWUXFWXUH�VXSSRUWLQJ�ILQDQFH��OHQGV�WR�WKH�V\VWHP�D�PRUH�VROLG�IRXQGDWLRQ�WKDQ�PLJKW�RWKHUZLVH�EH�WKH�FDVH���� ,Q�VXP��WKH�FKDOOHQJH�IRU�(J\SW�LV�WR�XVH�WKH�FXUUHQW�IDYRUDEOH�FOLPDWH�DV�D�WLPH�WR�VWUHQJWKHQ�WKHVH�SLOODUV��ERWK�WR�UHGXFH�WKH�XQIDYRUDEOH�LPSDFW�RQ�EDQNV�RI�VRPH�IXWXUH�HFRQRPLF�GRZQWXUQ�DQG�WR�SODQW�WKH�VHHGV�IRU�D�PRUH�G\QDPLF�ILQDQFLDO�V\VWHP�DQG�IDVWHU�JURZWK�LQ�WKH�IXWXUH��$OWKRXJK�WKHUH�LV�QR�RQH�FOHDU�SDWK�WR�ILQDQFLDO�VHFWRU�GHYHORSPHQW��WKH�UHTXLUHG�GLUHFWLRQ��WKDW�RI�VWUHQJWKHQLQJ�WKH�UROH�RI�RZQHUV��WKH�PDUNHW��DQG�VXSHUYLVRUV�WR�RYHUVHH�EDQNLQJ��LV�HYLGHQW��0RYLQJ�PRUH�RI�WKH�EDQNLQJ�VHFWRU�LQWR�SULYDWH�KDQGV�ZLOO�OLNHO\�OHDG�WR�JUHDWHU�OHQGLQJ�WR�WKH�SULYDWH�VHFWRU��(QVXULQJ�WKDW�SULYDWH�RZQHUV�DQG�PDQDJHUV�RI�EDQNV�DUH�PRWLYDWHG�WR�FRQGXFW�VDIH�DQG�VRXQG�EDQNLQJ�ZLOO�LQFUHDVH�WKH�HIILFLHQF\�RI�UHVRXUFH�DOORFDWLRQ��7KH�HYLGHQFH�FLWHG�HDUOLHU�FRUURERUDWHV�WKH�LPSRUWDQFH�RI�ILQDQFH��DQG�RIIHUV�KRSH�WKDW�VXVWDLQHG�ILQDQFLDO�VHFWRU�GHYHORSPHQW�ZLOO�VSHHG�WKH�FRXUVH�RI�HFRQRPLF�JURZWK��DQG�KHOS�(J\SW�EHFRPH�D�WUXH�µ0LGGOH�(DVW�0LUDFOH¶�FRXQWU\���
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3$57�,,��',6&866,21�72:$5'6�$�%(77(5�),1$1&,$/�6<67(0�,1�(*<37�
3DUWLFLSDQWV�LQ�WKH�GLVFXVVLRQ�IROORZLQJ�&DSULR¶V�SUHVHQWDWLRQ�LQFOXGHG��$OL�1HJP��$GHO�(O�/DEEDQ��6DPHK�0DNUDP�(EHLG�DQG�)DLND�(O�5LIDHL�IURP�EDQNLQJ��7DKHU�+HOP\��0RKDPHG�/��0DQVRXU�DQG�*DPDO�(O�1D]HU�IURP�WKH�SULYDWH�VHFWRU��DQG�*RXGD�$EGHO�.KDOHN�DQG�0DKPRXG�0RKLHOGLQ�IURP�DFDGHPLD��7KH�IROORZLQJ�LV�D�VXPPDU\�RI�WKH�GLVFXVVLRQ���3DUWLFLSDQW���,�KDYH�WZR�TXHVWLRQV�UHJDUGLQJ�WKH�UROH�RI�EDQNV�LQ�GHYHORSPHQW�LQ�D�VLWXDWLRQ�OLNH�(J\SW¶V��)LUVW��\RX�VSRNH�RI�WKH�LPSRUWDQFH�RI�LQFUHDVLQJ�WKH�OLDELOLW\�RI�RZQHUV�DQG�VKDUHKROGHUV�WR�LPSURYH�ULVN�PDQDJHPHQW�LQ�EDQNV��:KDW�GR�\RX�WKLQN�RI�WKH�LPSOLFLW�SROLF\�LQ�FHUWDLQ�FRXQWULHV�WKDW�EDQN�IDLOXUH�VKRXOG�QRW�EH�DOORZHG"��7KH�VHFRQG�TXHVWLRQ�LV�UHODWHG�WR�WKH�IUDJPHQWDWLRQ�ZKLFK�H[LVWV�LQ�WKH�EDQNLQJ�V\VWHP�LQ�(J\SW��HVSHFLDOO\�LQ�WKH�SULYDWH�VHFWRU��+RZ�GRHV�WKLV�IUDJPHQWDWLRQ�DIIHFW�WKH�DELOLW\�RI�EDQNV�WR�JURZ��WR�LQYHVW�LQ�KXPDQ�FDSLWDO��WR�UDLVH�VXIILFLHQW�FDSLWDO��DQG�WR�FRPSHWH��DJDLQVW�ERWK�WKH�SULYDWH�MRLQW�YHQWXUH�DQG�WKH�ODUJHU�VWDWH�RZQHG�EDQNV"�,V�IUDJPHQWDWLRQ�D�SRVLWLYH�RU�D�QHJDWLYH�IRU�WKH�HFRQRP\"�+RZ�FDQ�FUHDWLQJ�VPDOO�EDQNV�LQ�UXUDO�DUHDV�DZD\�IURP�D�PHWURSROLV�DIIHFW�WKH�EDQNLQJ�V\VWHP�DQG�JURZWK"��6SHDNHU� ,�FDQQRW�RYHUHPSKDVL]H�WKH�QHHG�WR�DOORZ�H[LW�IURP�WKH�EDQNLQJ�LQGXVWU\�DV�SDUW�RI�PRYLQJ�WR�D�EHWWHU�LQFHQWLYH�HQYLURQPHQW��,Q�WKH�QRQILQDQFLDO�VHFWRU�RI�D�PDUNHW�HFRQRP\��ZKHQ�D�ILUP�JHWV�LQWR�WURXEOH��LW�JHWV�FXW�RII�IURP�FUHGLW��2ZQHUV�VWHS�LQ�WR�WU\�WR�UHVWUXFWXUH�WKH�ILUP�LI�LW�UHPDLQV�YLDEOH�LQ�LWV�RQJRLQJ�DFWLYLW\��:KHQ�ODUJH�EXVLQHVVHV�JHW�LQWR�WURXEOH��WKH\�XVXDOO\�GR�VXUYLYH��EXW�LQ�D�VPDOOHU�IRUP��7KH\�KDYH�WR�GRZQVL]H�WR�WKHLU�SURILWDEOH�FRUH�DFWLYLWLHV�DQG�JHW�ULG�RI�XQSURILWDEOH�DFWLYLWLHV��7KLV�LQYROYHV�OD\�RIIV�DQG�DOZD\V�LQFOXGHV�PDQDJHPHQW�FKDQJH��VHQGLQJ�D�YHU\�FOHDU�PHVVDJH�WKDW�IDLOXUH�LV�FRVWO\��:KHQ�WKH�JRYHUQPHQW�JHWV�LQYROYHG��LW�GLVWXUEV�WKDW�SURFHVV��DQG�WKH�VLJQDO�LV�VKRUW�FLUFXLWHG��,�VHH�QR�UHDVRQ�ZK\�WKH�EDQNLQJ�VHFWRU�VKRXOG�EH�SURWHFWHG�IURP�WKLV�LPSRUWDQW�VLJQDO��7KDW¶V�RQH�UHDVRQ�ZK\�WKH�WUDQVLWLRQ�HFRQRPLHV�DUH�FKDQJLQJ��7KHLU�V\VWHP��ZKLFK�FXW�RII�WKDW�VLJQDO�FRPSOHWHO\��GLG�QRW�ZRUN��,Q�VRPH�FRXQWULHV��WKDW�H[LW�VLJQDO�ZDV�QRW�DOORZHG�WR�RFFXU�IRU�EDG�EDQNLQJ��%XW�HYHQ�LQ�
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-DSDQ��ZKHUH�WKH\�ZHUH�YHU\�RSSRVHG�WR�EDQN�H[LW��WKH\�QRZ�DOORZ�EDQNV�WR�IDLO��,W�LV�FUXFLDO�IRU�D�EHWWHU�LQFHQWLYH�HQYLURQPHQW��� 7KHUH�KDV�QRW�EHHQ�PXFK�VWXG\�RQ�IUDJPHQWDWLRQ�DQG�JURZWK��%XW�WKH�PRVW�IUDJPHQWHG�EDQNLQJ�V\VWHPV�DUH�WKRVH�ZKHUH�IUDJPHQWDWLRQ�LV�FDXVHG�E\�WKH�JRYHUQPHQW��:KHQ�WKH�JRYHUQPHQW�JHWV�RXW�RI�WKH�ZD\��IUDJPHQWDWLRQ�LV�XVXDOO\�UHGXFHG��,I�WKH�EDQNLQJ�V\VWHP�LV�H[FHVVLYHO\�IUDJPHQWHG��RQH�VKRXOG�DVN�ZKDW�WKH�VWDWH�LV�GRLQJ�DERXW�LW��,I�WKHUH�LV�ODUJH�VWDWH�RZQHUVKLS��WKDW�LV�XVXDOO\�WKH�PRVW�LPSRUWDQW�WKLQJ��,I����SHUFHQW�RI�\RXU�EDQN�DVVHWV�DUH�LQ�VWDWH�RZQHG�EDQNV��WKDW¶V�RQH�UHDVRQ�ZK\�WKH�UHPDLQGHU�VWD\V�IUDJPHQWHG�DQG�FDQQRW�JURZ��,W�LV�LPSRUWDQW�WR�VKULQN�VWDWH�RZQHUVKLS�RI�EDQNV�LQ�RUGHU�WR�KDYH�D�PRUH�HIILFLHQW�EDQNLQJ�V\VWHP��3DUWLFLSDQW���:KDW�GR�\RX�PHDQ�E\�KXPDQ�FDSLWDO�LQ�UHODWLRQ�WR�EDQNLQJ"�+RZ�FRXOG�LW�DIIHFW�WKH�SHUIRUPDQFH�RI�EDQNV"�6SHDNHU���:KDW�,�PHDQW�LV�WKH�VNLOOV�DQG�NQRZOHGJH�SRVVHVVHG�E\�EDQNHUV��,Q�VRPH�RI�WKH�WUDQVLWLRQDO�FRXQWULHV²IRU�H[DPSOH��GXULQJ�DQ�HDUO\�:RUOG�%DQN�PLVVLRQ�WR�5RPDQLD²ZH�ZHUH�WU\LQJ�WR�WDNH�LQYHQWRU\�RI�WKHLU�LQVWLWXWLRQV��DQG�ZH�DVNHG�EDQNHUV�ZKDW�NLQG�RI�ULVN�PDQDJHPHQW�SURFHVV�WKH\�KDG��7KHLU�UHVSRQVH�ZDV��:KDW�LV�ULVN"�7KH\�KDG�QHYHU�LQFXUUHG�ULVN�EHIRUH�EHFDXVH�WKH�JRYHUQPHQW�WRRN�FDUH�RI�HYHU\WKLQJ��6R�WKH\�KDG�QRW�LQYHVWHG�PXFK�LQ�GHYHORSLQJ�WKH�VNLOOV�WR�PDNH�FUHGLW�GHFLVLRQV�RU�DVVHW�OLDELOLW\�FKRLFHV��7KRVH�W\SHV�RI�VNLOOV�DUH�LPSRUWDQW�IRU�EDQNHUV�DQG�EDQN�HPSOR\HHV�WR�SRVVHVV��� /HW�PH�JLYH�\RX�DQ�H[DPSOH�WR�LOOXVWUDWH�KRZ�KXPDQ�FDSLWDO�FDQ�DIIHFW�EDQN�SHUIRUPDQFH��,Q�&KLOH�LQ�WKH�PLG�����V��WKH�DXWKRULWLHV�GHUHJXODWHG�WKH�EDQNLQJ�V\VWHP��DOORZHG�WKH�PDUNHW�WR�ZRUN��OLEHUDWHG�LQWHUHVW�UDWHV�DQG�JDYH�WKH�UHVSRQVLELOLW\�WR�EDQNHUV��%XW�IRU�DW�OHDVW�WKH�IRXU�WR�ILYH�SUHFHGLQJ�GHFDGHV��WKRVH�EDQNV�KDG�QRW�EHHQ�UHVSRQVLEOH�IRU�WKHLU�FUHGLW�GHFLVLRQV��6R�WKH\�KDG�QR�VNLOOV��DQG�WKH\�PDGH�D�YDULHW\�RI�PLVWDNHV��7KDW�ZDV�D�PDMRU�UHDVRQ�IRU�WKHLU�SUREOHPV�DQG�WKH�FULVLV�RI�WKH�����V��:H�VHH�WKLV�SUREOHP�D�ORW�LQ�ORZ�LQFRPH�FRXQWULHV��3DUWLFLSDQW���,�ZRXOG�OLNH�\RX�WR�FRPPHQW�RQ�WKH�TXDOLW\�DQG�WKH�OLTXLGLW\�RI�EDQN�DVVHWV��DQG�KRZ�ERWK�DIIHFW�WKH�SHUIRUPDQFH�RI�WKH�EDQN��6SHDNHU� 7KDW¶V�D�JRRG�TXHVWLRQ��2Q�OLTXLGLW\�,�WDONHG�DERXW�DOORFDWLRQ�RI�WKH�EDODQFH�VKHHW�EHWZHHQ�VKRUW�DQG�ORQJ�WHUP�LQVWUXPHQWV��$VVHW�TXDOLW\��DQG�HVSHFLDOO\�FDSLWDO�TXDOLW\��DUH�
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H[WUHPHO\�LPSRUWDQW��5HFHQW�VWXGLHV�IRXQG�WKDW�86�EDQNV¶�FDSLWDO�GLG�QRW�SUHGLFW�EDQN�IDLOXUH�YHU\�ZHOO��,W�ZDV�RQO\�PDUJLQDOO\�XVHIXO�LQ�SUHGLFWLQJ�EDQN�IDLOXUH��7KH�SUREOHP�LV�WKDW�ZKLOH�WKHUH�PD\�EH�GDWD�RQ�WKH�TXDQWLW\�RI�FDSLWDO��WKHUH�LV�OLWWOH�GDWD�RQ�LWV�TXDOLW\��,Q�VRPH�FRXQWULHV�WKDW�ZHUH�SULYDWL]LQJ�WKHLU�EDQNV��WKH�EDQNV�ZHUH�VROG�DW�SULFHV�WKDW�VHHP�KLJK��%XW�WKH�EX\HUV�ERUURZHG�WKH�FDSLWDO��VRPHWLPHV�IURP�WKH�VDPH�EDQNV�WKH\�ZHUH�DFTXLULQJ��ZKLFK�PDGH�WKH�TXDOLW\�RI�WKH�FDSLWDO�YHU\�SRRU��3DUWLFLSDQW� 2Q�LQFHQWLYHV�DQG�KLJKHU�OLDELOLW\��\RX�PHQWLRQHG�WKDW�LQ�VRPH�FRXQWULHV�WKHUH�LV�GRXEOH�OLDELOLW\��ZKLFK�JRHV�DJDLQVW�WKH�EDVLF�SULQFLSOHV�RI�FRUSRUDWH�ODZ�LQ�DQ\�FRXQWU\��:KLFK�FRXQWULHV�KDYH�GRQH�VR"�,V�WKLV�DQ�H[FHSWLRQ�IRU�EDQNV��DQG�KRZ�GR�WKH\�GR�LW"�7R�ZKDW�H[WHQW�DUH�RZQHUV�LQYROYHG�LQ�GD\�WR�GD\�EDQN�PDQDJHPHQW"�6SHDNHU��7KH�FRXQWU\�ZKHUH�LW�LV�PRVW�FOHDUO\�WKH�H[FHSWLRQ�IRU�EDQNV�LV�1HZ�=HDODQG��ZKHUH�LW�KDV�EHHQ�GHYHORSHG�IRU�D�UHODWLYHO\�UHVWULFWHG�VHW�RI�FDVHV��)LUVW�RI�DOO��WKH\�HVWDEOLVKHG�LW�VR�WKDW�WKH�EDQNV�KDYH�WR�GLVFORVH�TXLWH�D�ORW�RI�LQIRUPDWLRQ��7KH\�DOVR�JRW�WKH�JRYHUQPHQW�RXW�RI�EDQN�VXSHUYLVLRQ��:KHQ�WKH�EDQNHUV�GLVFORVH�LQIRUPDWLRQ�WR�WKH�VXSHUYLVRUV��WKH\�PXVW�DOVR�GLVFORVH�WR�WKH�SXEOLF��,I�WKH�LQIRUPDWLRQ�LV�HUURQHRXV�RU�DQ\WKLQJ�LPSRUWDQW�LV�RPLWWHG��EDQN�RZQHUV�IDFH�XQOLPLWHG�OLDELOLW\��,W�LV�WRR�VRRQ�LQ�P\�YLHZ�WR�PDNH�D�FRQFOXVLRQ��DQG�ZH�GRQ¶W�NQRZ�KRZ�KLJK�WKH�OLDELOLW\�VKRXOG�EH��7KHUH�KDVQ¶W�EHHQ�D�ORW�RI�H[SHULHQFH�LQ�PRGHUQ�WLPHV�ZLWK�KLJK�HQIRUFHG�OLDELOLWLHV��� /HW�PH�JLYH�\RX�DQRWKHU�H[DPSOH�RI�ZD\V�WR�LQFUHDVH�OLDELOLW\�ZLWKRXW�FKDQJLQJ�WKH�ODZ��,Q�*HUPDQ\��ZKHQ�D�EDQN�IDLOV��WKH�FHQWUDO�EDQN�DQG�ILQDQFH�PLQLVWU\�LQYLWH�DOO�WKH�PDLQ�EDQNHUV�DQG�FUHGLWRUV�RI�WKH�IDLOHG�LQVWLWXWLRQ��DQG�WKH\�DVN�WKH�H[HFXWLYHV��:K\�GLG�\RX�IDLO"�7KH\�DOUHDG\�NQRZ�WKH�UHDVRQV²WKH�SRLQW�WKH\�DUH�WU\LQJ�WR�PDNH�WR�WKRVH�LQGLYLGXDOV�LV�WKDW�WKH\�ZLOO�QHYHU�JHW�D�MRE�LQ�WKH�ILQDQFLDO�LQGXVWU\�DJDLQ��,Q�WKH�86��VRPH�H[HFXWLYHV�ZKR�KHDGHG�IDLOHG�EDQNV�PRYH�WR�DQRWKHU�VWDWH�DQG�EHFRPH�EDQNHUV�DJDLQ��,W�LV�D�YHU\�GLIIHUHQW�LQFHQWLYH�HQYLURQPHQW��,�WKLQN�WKLV�LV�RQH�RI�WKH�PDQ\�UHDVRQV�ZK\�WKHUH�DUH�PRUH�EDQN�IDLOXUHV�LQ�WKH�86�WKDQ�LQ�*HUPDQ\��� 7KH�H[WHQW�WR�ZKLFK�RZQHUV�DUH�URXWLQHO\�LQYROYHG�LQ�PDQDJHPHQW�RI�WKH�EDQNV�YDULHV�IURP�EDQN�WR�EDQN��FRXQWU\�WR�FRXQWU\��,�WKLQN�OLDELOLW\�DQG�FRQVHTXHQFHV�IRU�ERWK�PDQDJHUV�DQG�RZQHUV�LV�YHU\�LPSRUWDQW��+RZHYHU��WKHUH�KDYHQ¶W�EHHQ�PDQ\�VWXGLHV�WR�UHYHDO�ZKDW�LV�WKH�
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RSWLPDO�IRUP�RI�OLDELOLW\��,�WKLQN�\RX�DOO�DJUHH�WKDW�LI�\RX�UDLVH�OLDELOLWLHV�WRR�KLJK��WKLV�PLJKW�OHDG�WR�EDQNHUV�EHFRPLQJ�WRR�ULVN�DYHUVH��DQG�WKH\�ZRXOG�QRW�KDYH�DQ HIIHFWLYH�UROH�LQ�WKH�HFRQRP\�EHFDXVH�WKH\�ZRXOG�QRW�XQGHUZULWH�HQRXJK�JURZWK��%XW�ZKDW�LI�\RX�WDNH�WKH�RSSRVLWH�H[WUHPH��ZKLFK�LQ�GHYHORSLQJ�FRXQWULHV�LV�WKDW�WKH\�VKRXOG�DOO�DGDSW�WR�WKH�%,6�FDSLWDO�DGHTXDF\�JXLGHOLQHV"�,Q�P\�YLHZ�WKLV�OLPLW�LV�WRR�ORZ��:KHQ�LQGXVWULDO�FRXQWULHV�ZHUH�GHYHORSLQJ��WKHLU�EDQNV�KHOG����WR�����FDSLWDO�DVVHW�UDWLRV��,W�ZRXOG�EH�KDUG�WR�EHOLHYH�WKDW�PDQ\�GHYHORSLQJ�FRXQWULHV�DUH�VDIHU�HQYLURQPHQWV�QRZ�WKDQ�*HUPDQ\�ZDV�LQ�������7KDW�KLJK�FDSLWDO�OHYHO�ZDV�QRW�D�UHJXODWRU\�SKHQRPHQRQ��LW�ZDV�EHFDXVH�RI�LQFHQWLYHV��7KHUH�ZDV�QR�VDIHW\�QHW�XQGHU�WKH�EDQNV��DQG�WKHUHIRUH�FXVWRPHUV�ZRXOGQ¶W�SXW�WKHLU�PRQH\�LQ�EDQNV�XQOHVV�WKH\�ZHUH�UXQ�YHU\�SUXGHQWO\��<RX�FDQQRW�DSSO\�RQH�UHFRPPHQGDWLRQ�WR�HYHU\RQH��EXW�ZH�GR�NQRZ�ZKDW�GRHVQ¶W�ZRUN��,Q�WKH�86�ZH�KDYH�DOUHDG\�WDNHQ�WKH�SRVLWLRQ�WKDW����LV�WRR�ORZ�IRU�EDQNV��DQG�QRZ�����LV�WKH�PLQLPXP��DQG�WKHUH�LV�GLVFXVVLRQ�DPRQJ�HFRQRPLVWV�RI�UDLVLQJ�LW�IXUWKHU��3DUWLFLSDQW� :KDW�DUH�WKH�FULWHULD�IRU�VXFFHVVIXO��VRXQG�EDQNV�DQG�EDQNLQJ�V\VWHPV"�6SHDNHU� 7KHUH�DUH�D�ORW�RI�SRVVLEOH�DQVZHUV��EXW�WKH�PRVW�LPSRUWDQW�OLQH�RI�GHIHQVH�LV�WKDW�IRUPHG�E\�WKH�EDQN�RZQHUV�DQG�PDQDJHUV��,W�LV�LPSRUWDQW�IRU�EDQNV�WR�KDYH�KLJK�IUDQFKLVH�YDOXH��%DQNV�OLNH�0RUJDQ�DQG�'HXWVFKH�%DQN�DUH�H[WUHPHO\�SUXGHQW�EHFDXVH�WKHLU�IUDQFKLVH�LV�ZRUWK�D�ORW�WR�WKHP��7KH\�KDYH�JUHDW�FOLHQWV�DQG�WKH�DELOLW\�WR�DGDSW�WR�WKH�FKDQJLQJ�ILQDQFLDO�PDUNHWV��ZKLFK�NHHSV�WKHP�H[WUHPHO\�SURILWDEOH��6R�WKH\�DUH�ZRUWK�D�ORW�WR�WKHLU�RZQHUV�DQG�PDQDJHUV��:KHQ�EDQNHUV�ORRN�DURXQG�IRU�PRGHOV�RI�ZKLFK�ULVN�PDQDJHPHQW�WKH\�VKRXOG�DGRSW��WKH\�ORRN�DW�0RUJDQ�DQG�'HXWVFKH�%DQN��+DYLQJ�WKLV�IUDQFKLVH�YDOXH�LV�NH\���� <RX�FRXOG�KDYH�WRR�PXFK�FRPSHWLWLRQ�LQ�EDQNLQJ�DQG�OHW�DQ\RQH�HQWHU�WKH�EDQNLQJ�V\VWHP��,Q�5XVVLD�WKHUH�DUH�SUREDEO\������LQVWLWXWLRQV�FDOOHG�EDQNV��DQG�PDQ\�DUH�EHOLHYHG�WR�EH�RI�GRXEWIXO�VROYHQF\�VRPH�DUH�RXWULJKW�3RQ]L�VFKHPHV��7KHUH�LV�QR�FRQWURO�RYHU�HQWU\��VR�D�EDQN�OLFHQVH�LV�QRW�ZRUWK�PXFK��%XW�WKHUH�DUH�D�IHZ�LQVWLWXWLRQV�WKDW�KDYH�FUHDWHG�WKHLU�QLFKH�WKHLU�IUDQFKLVH�DQG�WKHVH�EDQNV�DUH�WKRXJKW�WR�EHKDYH�SUXGHQWO\��+DYLQJ�DQ�HQYLURQPHQW�ZKHUH�D�EDQN�IUDQFKLVH�LV�ZRUWK�D�ORW�LV�LPSRUWDQW��� 0DQ\�SHRSOH�WKLQN�WKDW�WKH�86�DQG�-DSDQHVH�EDQNLQJ�V\VWHPV�KDG�SUREOHPV�EHFDXVH�WKH\�RIIHUHG�GHSRVLW�LQVXUDQFH�ZKLFK�OHG�WR�D�ORW�RI�ULVN�WDNLQJ��,Q�WKH�86$�LQ�WKH�����¶V�DQG���¶V��DIWHU�GHSRVLW�LQVXUDQFH�KDG�EHHQ�DURXQG�IRU�\HDUV��WKHUH�ZHUH�VHYHUDO�UHFHVVLRQV��DQG�
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PDFURHFRQRPLF�FRQGLWLRQV�ZHUH�QRW�YHU\�JRRG��EXW�EDQNV�GLGQ¶W�IDLO�YHU\�PXFK��2QH�UHDVRQ�WKH\�GLGQ¶W�ZDV�WKDW�WKH\�ZHUH�FRQVWUDLQHG��HQWU\�ZDV�OLPLWHG�DQG�WKH\�KDG�D�YHU\�KLJK�IUDQFKLVH�YDOXH��:KHQ�FRPSHWLWLRQ�FDPH�LQ��LW�WRRN�DZD\�D�ORW�RI�SURILWDEOH�UHVSRQVLELOLWLHV��6RPH�EDQNV�VDZ�WKHLU�IUDQFKLVH�JRLQJ�GRZQ��VR�WKH\�EHJDQ�WR�WDNH�JUHDWHU�ULVNV�DQG�JRW�LQWR�PRUH�WURXEOH��� &OHDUO\�WKHUH�DUH�D�ORW�RI�YDULDEOHV�IRU�KDYLQJ�VRXQG�EDQNV��,�HPSKDVL]H�WKH�LPSRUWDQFH�RI�D�JRRG�LQIRUPDWLRQ�HQYLURQPHQW��,�DP�RIWHQ�DFFXVHG�RI�VD\LQJ�WKDW�WKH�UHDO�VHFWRU�LV�MXVW�D�YHLO�RI�WKH�ILQDQFLDO�VHFWRU�DQG�WKH�ILQDQFLDO�VHFWRU�LV�PRUH�LPSRUWDQW�WKDQ�WKH�UHDO�VHFWRU��%XW�WKH�UHDO�VHFWRU�GRHV�PDWWHU��,I�\RX�UHIRUP�WKH�EDQNLQJ�VHFWRU�DQG�LJQRUH�WKH�UHVW�RI�WKH�HFRQRP\��\RX�ZLOO�VWLOO�KDYH�SUREOHPV��7KH�EHVW�EDQNLQJ�V\VWHP�LQ�WKH�ZRUOG�ZLOO�KDYH�SUREOHPV�LI�WKH�HFRQRP\�LV�XQVWDEOH�DQG�\RX�LJQRUH�LW��<RX�FDQ¶W�FRQFHQWUDWH�RQ�WKH�EDQNLQJ�V\VWHP�DORQH��
3DUWLFLSDQW� 0\�ILUVW�TXHVWLRQ�LV�RQ�µHYHUJUHHQLQJ¶�SROLF\��'R�\RX�GLVDSSURYH�HQWLUHO\�RI�VXFK�SROLF\�RU�ZRXOG�\RX�DOORZ�LW�LQ�VRPH�FDVHV"�:H�KDYH�XVHG�LW�LQ�(J\SW�YHU\�VXFFHVVIXOO\��DQG�LW�KHOSHG�EDQNV�WR�LPSURYH�WKHLU�ORDQ�SRUWIROLRV�DQG�EDODQFH�VKHHWV��� <RX�DGYLVH�(J\SW�WR�LPSURYH�LWV�ILQDQFLDO�VHFWRU�E\�HVWDEOLVKLQJ�PXWXDO�IXQGV��:H�GR�KDYH�DERXW����PXWXDO�IXQGV�LQ�(J\SW�QRZ��6KRXOG�WKHVH�IXQGV�RSHUDWH�WKURXJK�EDQN�GHSDUWPHQWV�RU�DV�FRPSOHWHO\�VHSDUDWH�HQWLWLHV"�$OVR��KRZ�LPSRUWDQW�LV�GHSRVLW�LQVXUDQFH"�,QWHUQDWLRQDO�LQVWLWXWLRQV�DQG�FRQVXOWDQWV�RIWHQ�DVN�ZK\�ZH�GRQ¶W�KDYH�GHSRVLW�LQVXUDQFH�LQ�(J\SW��)LQDOO\��GR�\RX�WKLQN�WKH�PHUJHU�RI�VPDOO�DQG�PHGLXP�VL]HG�EDQNV�FDQ�KHOS�VWUHQJWKHQ�WKH�EDQNLQJ�V\VWHP"�
6SHDNHU� ,W�PD\�DW�WLPHV�VHHP�XVHIXO�WR�JLYH�FOLHQWV�PRUH�WLPH��ZKLFK�PD\�LQYROYH�JLYLQJ�WKHP�PRUH�PRQH\��%XW�LQ�D�PDUNHW�HFRQRP\��EDQNV�FDQQRW�JLYH�FOLHQWV�PRUH�PRQH\�ZLWKRXW�GHPDQGLQJ�WKDW�WKH�FOLHQWV�FKDQJH��LI�WKH\�ZDQW�D�SRVLWLYH�UHVXOW��7KH�WHUP�HYHUJUHHQLQJ�LV�PHDQW�IRU�ZKHQ�EDQNV�JLYH�FOLHQWV�PRUH�PRQH\��DQG�QRWKLQJ�HOVH�LV�GRQH��7KDW�LV�DOZD\V�JRLQJ�WR�EH�D�QHJDWLYH��7KH\�PD\�ZDQW�WR�ZRUN�WR�WXUQ�VRPH�FOLHQWV�DURXQG��� 2QH�86�EDQN��QRZ�FDOOHG�1DWLRQV�%DQN��ZDV�H[SDQGLQJ�DQG�WRRN�RYHU�D�IDLOHG�EDQN�LQ�7H[DV��,W�VHW�XS�D�GHSDUWPHQW�WR�FROOHFW�RQ�ZULWWHQ�RII�ORDQV��:LWK�DOO�WKH�EDQN�IDLOXUHV�LQ�WKH�86��WKLV�GHSDUWPHQW�EHFDPH�D�VHSDUDWH�VXEVLGLDU\�EHFDXVH�LW�KDG�VR�PXFK�EXVLQHVV��,W�QRZ�KDV�D�SRUWIROLR�RI��������ELOOLRQ��7KH\�IRXQG�WKDW�RI�����FDVHV�ZKHUH�SDUHQW�EDQNV�KDG�ZULWWHQ�RII�
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WKHLU�FOLHQW�ORDQV��RQO\������PHULWHG�JLYLQJ�WKH�FOLHQWV�PRUH�WLPH��,Q�WKH�RWKHU�FDVHV��LW�ZRXOG�RQO\�UHVXOW�LQ�ELJJHU�ORVVHV��6R�HYHUJUHHQLQJ�VKRXOG�EH�XVHG�YHU\�VSDULQJO\��� ,W�LV�VRPHWLPHV�DUJXHG�WKDW�LW�LV�EHWWHU�WR�KDYH�PXWXDO�IXQGV�VHSDUDWH�IURP�EDQNV�VR�WKDW�EDQNHUV�DUH�QRW�FRPSHWLQJ�ZLWK�WKHPVHOYHV��,�GRQ¶W�DJUHH��KRZHYHU��,Q�PDQ\�FRXQWULHV��GHSRVLWRUV�ZDQW�WKH�FHUWDLQW\�RI�D�IL[HG�UDWH�RI�LQWHUHVW�RQ�D�EDQN�DFFRXQW��%XW�ZKHQ�WKH\�UHDFK�D�FHUWDLQ�OHYHO�RI�ZHDOWK��FOLHQWV�ZDQW�WR�WDNH�PRUH�ULVN��DQG�D�ZHOO�PRWLYDWHG�EDQNHU�ZLOO�ZDQW�WR�RIIHU�LW��,W�PD\�EH�JRRG�WR�DOORZ�ERWK�EDQNV�DQG�QRQ�EDQNV�WR�UXQ�PXWXDO�IXQGV�DQG�GHYHORS�WKH�LQGXVWU\��:KR�UXQV�PXWXDO�IXQGV�LV�OHVV�LPSRUWDQW�WKDQ�RWKHU�FRQGLWLRQV�RI�WKH�HFRQRPLF�HQYLURQPHQW��0XWXDO�IXQGV�HQJDJH�LQ�HTXLW\�EXVLQHVV��ZKLFK�QHHGV�D�ORW�RI�LQIRUPDWLRQ��JRRG�GLVFORVXUH��DQG�JRRG�DFFRXQWLQJ��� 9LHZV�RQ�GHSRVLW�LQVXUDQFH�DUH�GLYLGHG��0\�RZQ�YLHZ�LV�WKDW�D�VDIHW\�QHW�OHDGV�WR�H[FHVVLYH�ULVN�WDNLQJ��<HW�LW�LV�KDUG�WR�GR�DZD\�ZLWK�LW�HQWLUHO\��,I�GHSRVLWRUV�ZDQW�FHUWDLQW\�DQG�\RX�GR�DZD\�ZLWK�LW��WKH\�ZLOO�JR�HOVHZKHUH�LI�WKH\�FDQ��%XW�JXDUDQWHHV�VKRXOG�EH�DV�OLPLWHG�DV�SRVVLEOH��� 7KH�:RUOG�%DQN�LV�QRZ�HPEDUNLQJ�RQ�D�VWXG\�RI�WKH�UHODWLRQVKLS�EHWZHHQ�GHSRVLW�LQVXUDQFH�DQG�EDQN�IDLOXUH��,W�LV�WRR�HDUO\�IRU�FRQFOXVLRQV��EXW�WKHUH�LV�VRPH�HYLGHQFH�WKDW�WKH�OLNHOLKRRG�RI�KDYLQJ�D�EDQNLQJ�FULVLV�LV�JUHDWHU�ZLWK�H[SOLFLW�GHSRVLW�LQVXUDQFH��7R�ZKDWHYHU�H[WHQW�WKH�JRYHUQPHQW�LV�LQYROYHG�LQ�RIIHULQJ�HLWKHU�LPSOLFLW�RU�H[SOLFLW�GHSRVLW�LQVXUDQFH�VFKHPHV��LW�KDV�WR�SD\�DWWHQWLRQ�WR�VXSHUYLVLRQ��EHFDXVH�WD[SD\HUV¶�UHVRXUFHV�ZLOO�EH�DW�ULVN���� ,Q�WKH�8.�WKHUH�LV�GHSRVLW�LQVXUDQFH��EXW�LW�LV�FDOOHG�FRLQVXUDQFH��LQ�WKH�VHQVH�WKDW�DOO�EDQN�GHSRVLWRUV�KDYH����RU������RI�WKHLU�GHSRVLWV�XQLQVXUHG��6RPH�SHRSOH�DUJXH�WKDW�WKLV�V\VWHP�LV�YHU\�VXFFHVVIXO�DQG�ORVVHV�KDYH�EHHQ�YHU\�ORZ��%XW�WKH�8.�EDQNLQJ�V\VWHP�LV�YHU\�FRQFHQWUDWHG�DQG�EDQNV�KDYH�D�ORW�RI�IUDQFKLVH�YDOXH��6R�WKDW�JLYHV�WKH�RZQHUV�DQ�LQFHQWLYH�WR�SD\�DWWHQWLRQ�WR�WKHVH�LQVWLWXWLRQV��:H�GR�NQRZ�WKDW�SULYDWH�GHSRVLW�LQVXUDQFH�GRHV�QRW�ZRUN��EHFDXVH�LW�LV�LPSRVVLEOH�WR�SULFH�GHSRVLW�LQVXUDQFH�LI�\RX�FDQQRW�OLPLW�WKH�ULVNV�WKDW�EDQNV�WDNH��:KHQ�WKHUH�LV�H[SOLFLW�GHSRVLW�LQVXUDQFH��LW�LV�QHFHVVDU\�WR�OLPLW�WKH�ULVNV�EDQNV�WDNH��ZKLFK�FUHDWHV�D�UROH�IRU�VRPH�W\SH�RI�JRYHUQPHQW�VXSHUYLVLRQ��EHFDXVH�LI�WKH�JRYHUQPHQW�LV�LQYROYHG�LQ�EDLOLQJ�RXW�EDQNV��LW�KDV�WR�EH�LQYROYHG�LQ�UHJXODWLRQ�DV�ZHOO��� ,�KDYH�OLWWOH�HYLGHQFH�RQ�EDQN�PHUJHUV��,W�WDNHV�D�ORQJ�WLPH�DIWHU�D�PHUJHU�IRU�D�EDQN�WR�EHFRPH�D�FRKHVLYH�ZKROH��DQG�LW�GHSHQGV�RQ�WKH�HQYLURQPHQW��,�KDYH�VHHQ�PHUJHUV�WKDW�ZRUN�
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ZHOO��%XW�LI�WZR�ZHDN�EDQNV�PHUJH��WKH\�FRXOG�IRUP�RQH�ODUJH�EDQN�WKDW�PD\�QRW�EH�D�VWURQJHU�RQH��3DUWLFLSDQW���,�WKLQN�WKH�LVVXH�LV�QRW�ZKHWKHU�ILQDQFH�PDWWHUV²LW�GRHV�PDWWHU��KHQFH�WKH�TXHVWLRQ�LV�ZKDW�LV�LWV�SURSHU�SODFH�LQ�WKH�RYHUDOO�FRPSRVLWLRQ�RI�WKH�HFRQRP\��LQ�FRXQWULHV�LQ�JHQHUDO�DQG�LQ�SDUWLFXODU��,�WKLQN�WKH�WKUXVW�RI�ZKDW�\RX�DUH�VD\LQJ�LV�WKDW�ILQDQFLDO�UHIRUP�LV�D�PXVW��DQG�OLEHUDOL]DWLRQ�LV�D�ELJ�FRPSRQHQW�RI�UHIRUP��%XW�\RX�SUHVHQWHG�PDWHULDO�WR�DUJXH�IRU�WKH�LPSRUWDQFH�RI�ILQDQFLDO�UHIRUP��RI�D�UHODWLRQ�EHWZHHQ�ILQDQFLDO�GHSWK�DQG�HFRQRPLF�JURZWK��DQG�ILQDQFLDO�GHSWK�DQG�SURGXFWLYLW\��,Q�ZKLFK�GLUHFWLRQ�GRHV�FDXVDOLW\�UXQ²IURP�ILQDQFLDO�GHSWK�WR�JURZWK�DQG�SURGXFWLYLW\��RU�DUH�ZH�WDONLQJ�DERXW�YDULDEOHV�WKDW�MXVW�KDSSHQ�WR�EH�FRUUHODWHG"�� )LQDOO\��LW�VHHPV�WR�PH�WKDW�WKH�TXHVWLRQV�µGRHV�ILQDQFH�PDWWHU¶�DQG�µGRHV�ILQDQFH�FDXVH�JURZWK¶�DUH�GLIIHUHQW��,Q�WKH�(J\SWLDQ�FDVH��ZKDW�ZRXOG�EH�WKH�UROH�RI�PDFURHFRQRPLF�IDFWRUV�LQ�WKH�IDLOXUH�RI�WKH�ILQDQFLDO�V\VWHP"�6RPHWLPHV�\RX�FDQ�KDYH�D�FRPELQDWLRQ�RI�DQ�H[FKDQJH�UDWH��D�EDODQFH�RI�SD\PHQWV�SRVLWLRQ��DQG�PRQHWDU\�DQG�ILVFDO�SROLF\�WKDW�SURYLGH�D�YHU\�XQVWDEOH�VLWXDWLRQ�ZDLWLQJ�IRU�D�WULJJHU�WR�FDXVH�D�ILQDQFLDO�FULVLV��6SHDNHU� ,W�ZRXOG�EH�XQZLVH��IRU�LQVWDQFH��WR�GHUHJXODWH�LQWHUHVW�UDWHV�ZLWKRXW�VRPH�GHJUHH�RI�PDFURHFRQRPLF�VWDELOLW\��D�VROYHQW�EDQNLQJ�VHFWRU�WKDW�LV�UHDVRQDEO\�FRQWHVWDEOH�DQG�FRPSHWLWLYH��DQG�EDQNHUV�ZLWK�EDVLF�EDQNLQJ�VNLOOV��VRPH�DVVHW�OLDELOLW\�PDQDJHPHQW�VNLOOV��VR�WKH\�ZRXOG�NQRZ�KRZ�WR�SULFH�ORDQV��)LQDQFH�LQYROYHV�PRUH�WKDQ�MXVW�WKH�EDODQFH�VKHHW��0\�UHPDUNV�DERXW�WKH�UROH�RI�ILQDQFH�ZHUH�HVSHFLDOO\�DLPHG�DW�WKH�SHRSOH�ZKR�GRXEW�KRZ�LPSRUWDQW�ILQDQFH�LV��LQFOXGLQJ�D�ORW�RI�PDFURHFRQRPLVWV�ZKR�GRQ¶W�VHHP�WR�WKLQN�LW�LV�YHU\�LPSRUWDQW��� &DXVDWLRQ�LV�GLIILFXOW�WR�GLVHQWDQJOH��,�EHOLHYH�FDXVDWLRQ�JRHV�ERWK�ZD\V��D�JUHDWHU�UDWH�RI�JURZWK�GRHV�OHDG�WR�PRUH�ILQDQFLDO�GHHSHQLQJ��DQG�PDUNHW�RULHQWHG�V\VWHPV�ZLOO�UHVSRQG�WR�GHPDQGV�IURP�WKH�QRQILQDQFLDO�VHFWRU��%XW�FDXVDWLRQ�GRHV�JR�WKH�RWKHU�ZD\�DV�ZHOO��IURP�WKH�ILQDQFLDO�VHFWRU�WR�JURZWK��,I�WKH�ILQDQFLDO�VHFWRU�LV�FRQVWUDLQHG�IURP�GHYHORSLQJ��WKHUH�ZLOO�EH�FRQVWUDLQWV�RQ�WKH�FRXQWU\¶V�GHYHORSPHQW���� %RWK�PLFUR�DQG�PDFUR�IDFWRUV�FDXVH�EDQNLQJ�FULVHV��7KHUH�ZDV�DQ�LQIOXHQWLDO�SDSHU�ZULWWHQ�E\�WZR�HFRQRPLVWV��*DYLQ�DQG�+DXVPDQ��DW�WKH�,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN��WKDW�
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FRQWDLQHG�DQ�DQDORJ\�ZKLFK�D�ORW�RI�PDFURHFRQRPLVWV�OLNH��7KH�DQDORJ\�FRPSDUHG�D�EDQNLQJ�FULVLV�WR�D�FKDLQ�EUHDNLQJ��,W¶V�WUXH�WKDW�D�FKDLQ�EUHDNV�DW�WKH�ZHDNHVW�OLQN��EXW�LW¶V�QRW�WKH�ZHDN�OLQN�QHFHVVDULO\�EXW�WKH�WHQVLRQ�RQ�WKH�FKDLQ�WKDW�SURGXFHV�EUHDNDJH��7KHUHIRUH��XQOHVV�\RX�FDQ�SUHGLFW�ZKLFK�OLQN�LV�JRLQJ�WR�EUHDN�ILUVW��LW�GRHVQ¶W�PDNH�VHQVH�WR�WU\�WR�IL[�LQGLYLGXDO�OLQNV��\RX�KDYH�WR�ZRUU\�DERXW�WKH�WHQVLRQ�RQ�WKH�FKDLQ��WKH�PDFURHFRQRPLF�IDFWRUV���� +RZHYHU��WKH�HFRQRPLVW�)UDQN�)HGGHU�ZURWH�LQ������WKDW�LI�\RX�DVVXPH�WKDW�PDFURHFRQRPLF�VKRFNV�OLNH�GHSUHVVLRQV�DUH�HFRQRPLF�µDFWV�RI�*RG¶�ZKLFK�LQGLYLGXDOV�DUH�SRZHUOHVV�WR�SODQ�DJDLQVW��WKHQ�\RX�ZRXOG�EHOLHYH�WKDW�WKHVH�PDFUR�IRUFHV�FDXVH�EDQNLQJ�FULVHV��,I�LQVWHDG�\RX�EHOLHYH�WKDW�VDIHW\�DQG�VRXQGQHVV�DUH�LPSRUWDQW�LQ�HFRQRPLF�V\VWHPV��ZKLFK�VKRXOG�EH�EXLOW�VWURQJ�HQRXJK�WR�ZLWKVWDQG�VKRFNV��WKHQ�EDQN�IDLOXUH�LV�D�PDQDJHPHQW��RU�LQFHQWLYH��SUREOHP���� ,�EHOLHYH�ERWK�YLHZV�KDYH�HOHPHQWV�RI�WUXWK��<RX�GRQ¶W�ZDQW�D�IDLO�VDIH�EDQNLQJ�V\VWHP��VR�VDIH�DQG�VRXQG�WKDW�EDQNHUV�GRQ¶W�WDNH�ULVNV��EHFDXVH�JURZWK�ZLOO�EH�WRR�VORZ��,QGHHG��VXFK�D�V\VWHP�LV�OLNHO\�QRW�SRVVLEOH��<RX�DOVR�GRQ¶W�ZDQW�D�V\VWHP�ZKHUH�EDQNV�IDLO�EDVHG�RQ�VKRFNV�WKDW�RFFXU�DQQXDOO\��+RZ�VDIH�VKRXOG�EDQNV�EH"�,�WKLQN�EDQNHUV�VKRXOG�KDYH�LQFHQWLYHV�WR�SODQ�IRU�VKRFNV�WKDW�RFFXU�DW�OHDVW�HYHU\������\HDUV��QRW�MXVW�IRU�WKRVH�WKDW�PLJKW�RFFXU�HYHU\�IHZ�PRQWKV��3DUWLFLSDQW���2Q�FDXVDOLW\��ZH�KDYH�QR�WKHRU\�WKDW�VXJJHVWV�WKDW�FDXVDOLW\�UXQV�IURP�ILQDQFH�WR�JURZWK��RU�WKH�FRQYHUVH��:H�EDVLFDOO\�UHO\�RQ�HPSLULFDO�VWXGLHV��&DXVDOLW\�PD\�EH�D�WZR�ZD\�VWUHHW��,Q�WKH�FDVH�RI�(J\SW��LI�\RX�WU\�WR�VHH�WKH�FRUUHODWLRQ�EHWZHHQ�ILQDQFLDO�GHYHORSPHQW�DV�PHDVXUHG�E\�ILQDQFLDO�GHHSHQLQJ��\RX�ILQG�WKDW�WKHUH�LV�QR�VLJQLILFDQW�UHODWLRQ�EHWZHHQ�ILQDQFLDO�GHYHORSPHQW�DQG�HFRQRPLF�JURZWK��:H�KDYH�ILQDQFLDO�GHHSHQLQJ�DW����������DV�PHDVXUHG�E\�0��*'3��\HW�*'3�JURZWK�IOXFWXDWHV�KHDYLO\�UHJDUGOHVV�RI�WKH�ILQDQFLDO�VHFWRU�SHUIRUPDQFH��,W�VHHPV�ZH�QHHG�D�EHWWHU�SUR[\�IRU�ILQDQFLDO�GHYHORSPHQW���� 7KH�VHTXHQFH�RI�EDQN�SULYDWL]DWLRQ�QHHGV�PRUH�DWWHQWLRQ��3ULYDWL]DWLRQ�RI�EDQNV�LV�QRW�D�SDQDFHD��DV�VRPH�VXJJHVW��-RLQW�YHQWXUH�EDQNV�LQ�WKLV�FRXQWU\�KDYH�EHHQ�VXFFHVVIXOO\�SULYDWL]HG��DQG�LW�LV�UXPRUHG�WKDW�WKH�IRXU�ELJ�EDQNV�PD\�EH�RIIHUHG�IRU�SULYDWL]DWLRQ��%XW�ZH�KDYHQ¶W�GRQH�HQRXJK�WR�RIIHU�WKHVH�EDQNV�HYHQ�LQ�WUDQFKHV�IRU�VDOH��:H�KDYHQ¶W�GRQH�RXU�KRPHZRUN�LQ�ILQDQFLDO�UHVWUXFWXULQJ�RU�FRQVROLGDWLRQ�RI�WKH�EDQNLQJ�V\VWHP�EHIRUH�SULYDWL]LQJ��$OVR��LVQ¶W�LW�EHVW�WR�VHSDUDWH�EDQN�VXSHUYLVLRQ�IURP�JRYHUQPHQW�LQWHUYHQWLRQ"�
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,W�LV�LQWHUHVWLQJ�WKDW�\RX�VD\�WKDW�RQH�RI�WKH�FRXQWULHV�WKDW�KDV�,VODPLF�EDQNLQJ�LV�WKH�8QLWHG�6WDWHV��5HFHQWO\��WKH�HGLWRU�RI�RQH�RI�(J\SW¶V�OHDGLQJ�PDJD]LQHV�VDLG�ZH�VKRXOG�FORVH�RXU�,VODPLF�EDQNV��%XW�HYHQ�LI�QRW�IURP�D�UHOLJLRXV�SRLQW�RI�YLHZ��,VODPLF�VW\OH�EDQNLQJ�FRXOG�EH�D�JRRG�ZD\�RI�GLYHUVLI\LQJ�RXU�SURGXFWV��6SHDNHU� 7UXH��MXVW�EHFDXVH�LQVWLWXWLRQV�GRQ¶W�SD\�RU�UHFHLYH�IL[HG�LQWHUHVW�GRHV�QRW�PHDQ�WKDW�WKH\�FDQ¶W�JHW�LQWR�WURXEOH��:H�KDYH�VHHQ�LQ�RWKHU�FRXQWULHV�,VODPLF�EDQNV�WKDW�ZHUH�LQVROYHQW��%XW�RQH�VKRXOG�OHDUQ�WKH�FRQVWUDLQWV�WKDW�NHHS�LQVWLWXWLRQV�IURP�GHYHORSLQJ�PRUH��PXWXDO�IXQGV²D�:HVWHUQ�VW\OH�,VODPLF�EDQN²ZLOO�DULVH�ZKHUH�LQIRUPDWLRQ�LV�SOHQWLIXO�DQG�UHOLDEOH���� ,�DJUHH�ZLWK�\RXU�YLHZ�DERXW�ILQDQFLDO�GHSWK��$W�WKH�%DQN�ZH�FXUUHQWO\�KDYH�D�SURSRVDO�EHIRUH�WKH�UHVHDUFK�FRPPLWWHH�WR�WU\�WR�H[WHQG�WKRVH�YDULDEOHV�DQG�KDYH�D�ZKROH�KRVW�RI�LQGLFDWRUV�RI�ILQDQFLDO�V\VWHP�GHYHORSPHQW��DQG�WR�ORRN�IRU�WHQGHQFLHV�IRU��VD\��EDQN�EDVHG�YV��PDUNHW�EDVHG�V\VWHPV�WR�SHUIRUP�EHWWHU�RU�ZRUVH��HWF��� 7KH�IRXU�SLOODUV�GRQ¶W�DOO�KDYH�WR�EH�LQ�SODFH�EHIRUH�VWDUWLQJ�RQ�WKH�URDG�WR�SULYDWL]DWLRQ��EXW�RQH�VKRXOG�QRW�VWDUW�LQVWDQWDQHRXVO\�SULYDWL]LQJ�EHIRUH�VWDUWLQJ�WR�EXLOG�WKH�SLOODUV��6R�WKH�VWUDWHJ\�RI�SULYDWL]LQJ�D�FRXSOH�RI�EDQNV�QRZ�DQG�FRQWLQXH�SULYDWL]LQJ�GRZQ�WKH�URDG�LV�D�JRRG�RQH��,Q�(DVWHUQ�(XURSH�ZH�KDYH�VHHQ�FRXQWULHV�WKDW�VDLG�WKH\�ZRXOG�SULYDWL]H�EDQNV��EXW�WKH\�GRQ¶W�SULYDWL]H��2QH�DSSDUHQWO\�PRUH�VXFFHVVIXO�FDVH�LV�3RODQG��ZKLFK�KDG����VWDWH�RZQHG�EDQNV�DQG�D�VFKHGXOH�RI�SULYDWL]DWLRQ�RYHU�D�QXPEHU�RI�\HDUV��7KH\�DUH�D�OLWWOH�EHKLQG�VFKHGXOH��EXW�WKH\�KDYH�SULYDWL]HG�IRXU�EDQNV�WKXV�IDU��7KH\�DOVR�FKDQJHG�WKH�LQFHQWLYH�V\VWHP�LQ�WKH�FXUUHQW�VWDWH�EDQNV�E\�WHOOLQJ�PDQDJHUV�WKDW�PXFK�RI�WKHLU�FRPSHQVDWLRQ�LV�WR�EH�LQ�WKH�IRUP�RI�VWRFN�RSWLRQV�WKDW�WKH\�FDQ�H[HUFLVH�ZKHQ�WKH�EDQNV�DUH�VROG��7KDW�JLYHV�EDQNHUV�WKH�LQFHQWLYH�WR�GR�D�JRRG�MRE�UXQQLQJ�WKH�EDQNV�EHIRUH�WKH\�DUH�VROG��([SHULHQFH�VKRZV�WKDW�JRYHUQPHQW�UHVWUXFWXULQJ�RI�EDQNV�SULRU�WR�SULYDWL]DWLRQ�GRHV�QRW�KDYH�PXFK�FRUUHODWLRQ�ZLWK�WKH�VHOOLQJ�SULFH��DV�JRYHUQPHQWV�PD\�QRW�EH�YHU\�JRRG�DW�UHVWUXFWXULQJ��7KLV�PD\�DUJXH�IRU�VHOOLQJ�VRRQHU��QRW�ODWHU���� ,W�KDV�EHHQ�VDLG�LQ�WKH�86�WKDW�WKH�)HGHUDO�5HVHUYH�%RDUG�LV�LQGHSHQGHQW�ZLWKLQ�WKH�JRYHUQPHQW�EXW�QRW�LQGHSHQGHQW�RI�WKH�JRYHUQPHQW��6KRXOG�WKH�VXSHUYLVRU\�DJHQF\�EH�ZLWKLQ�WKH�FHQWUDO�EDQN�RU��LI�VHSDUDWH��VKRXOG�LW�EH�LQGHSHQGHQW"�,�WKLQN�LW�KDV�WR�EH�LQGHSHQGHQW��:H�KDYH�VHHQ�D�QXPEHU�RI�FDVHV�ZKHUH�LW�LV�QRW�LQGHSHQGHQW��PDNLQJ�LW�HDV\�IRU�JRYHUQPHQW�RIILFLDOV�ZLWK�VKRUW�WHUP�KRUL]RQV��ZKR�DUH�HOHFWHG�HYHU\�FRXSOH�RI�\HDUV��WR�LQWHUYHQH�RQ�EHKDOI�
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RI�VHOHFWHG�FRQVWLWXHQWV�IRU�GLIIHUHQW�UHVXOWV��WKDW�GRHVQ¶W�ZRUN�ZHOO��,Q�VRPH�FRXQWULHV�LW�PD\�EH�GLIILFXOW�WR�JHW�RQH�LQGHSHQGHQW�LQVWLWXWLRQ��QDPHO\�WKH�FHQWUDO�EDQN��DQG�LW�PD\�QRW�EH�SROLWLFDOO\�SRVVLEOH�WR�JHW�PRUH�WKDQ�RQH��,I�VR��WKHQ�,�ZRXOG�VD\�GHILQLWHO\�SXW�VXSHUYLVLRQ�ZLWK�WKH�FHQWUDO�EDQN��&HQWUDO�EDQNHUV�ZLWK�DXWKRULW\�WR�VXSHUYLVH�EDQNV�DUJXH�WKDW�LW�LV�HDVLHU�IRU�WKHLU�PRQHWDU\�SROLF\�DFWLRQV�WR�EH�WDNHQ�DQG�WR�EH�ZHOO�LQIRUPHG�LI�WKH\�KDYH�JRRG�DFFHVV�WR�VXSHUYLVRU\�LQIRUPDWLRQ��:KHQ�VXSHUYLVRU\�LQIRUPDWLRQ�LV�RXWVLGH�WKH�FHQWUDO�EDQN��WKH�FHQWUDO�EDQN�XVXDOO\�GRHVQ¶W�JHW�JRRG�LQIRUPDWLRQ��,Q�VRPH�FDVHV��OLNH�*HUPDQ\��ZKHUH�WKH�VXSHUYLVRU\�DJHQF\�LV�QRW�LQ�WKH�FHQWUDO�EDQN��LW�VHHPV�WR�ZRUN��EXW�WKHUH�DJDLQ��WKH�ZKROH�OLDELOLW\�TXHVWLRQ�LV�TXLWH�GLIIHUHQW���
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$33(1',;�/,67�2)�$77(1'((6�
0RQD�$EXO�.KHLU�� (FRQRPLVW��(&(6�0RKDPHG�*DPDO�(O�'LQ�(O�%D\RXPL�� $VVLVWDQW�WR�0LQLVWHU�RI�)RUHLJQ�$IIDLUV��(J\SWLDQ�0LQLVWU\�RI�)RUHLJQ�$IIDLUV�/DLOD�'DUZLVK�� 3URJUDP�2IILFHU��8QLWHG�1DWLRQV�'HYHORSPHQW�3URJUDP��81'3���(J\SW��3DXO�'HXVWHU�� $VVRFLDWH�'LUHFWRU��2IILFH�RI�(FRQRPLF�$QDO\VLV�DQG�3ROLF\��($3���86$,'�&DLUR�0LVVLRQ��0RKDPHG�(O�(ULDQ�� (&(6�0HPEHU��DQG�'HSXW\�'LUHFWRU��0LGGOH�(DVW�'HSW���,QWHUQDWLRQDO�0RQHWDU\�)XQG�+LVKDP�)DKP\�� (&(6�'HSXW\�'LUHFWRU�	�'LUHFWRU�RI�$GPLQLVWUDWLRQ��)LQDQFH��	�&RPPXQLFDWLRQ�0DL�)DULG�� 5HVHDUFK�$QDO\VW��(&(6�6DPLKD�)DZ]\�� 3URIHVVRU�RI�(FRQRPLFV��&DLUR�8QLYHUVLW\�1DJXL�(O�)D\RXPL�� 6SHFLDO�$VVLVWDQW�WR�$VVRFLDWH�'LUHFWRU��7UDGH�	�,QYHVWPHQW��86$,'�&DLUR�0LVVLRQ��$KPHG�*DODO�� (&(6�([HFXWLYH�'LUHFWRU�DQG�'LUHFWRU�RI�5HVHDUFK��$GHO�*D]DULQH�� &KDLUPDQ��7KH�,QWHUQDWLRQDO�2IILFH�IRU�(QJLQHHULQJ�&RQVXOWDQF\��(J\SW��6DPLD�*XLUJXLV�� $VVLVWDQW�5HVLGHQW�5HSUHVHQWDWLYH��8QLWHG�1DWLRQV�'HYHORSPHQW�3URJUDP��81'3���(J\SW��$KPHG�+HLNDO�� 0DQDJLQJ�'LUHFWRU��(J\SWLDQ�)LQDQFLDO�*URXS�7DKHU�+HOP\�� (&(6�&KDLUPDQ��DQG�3DUWQHU��%DNHU�	�0F.HQ]LH�/DZ�)LUP��(J\SW��,EUDKLP�+XVVHLQ�� 6HFUHWDU\�*HQHUDO��(J\SW�86�3UHVLGHQWV¶�&RXQFLO��(J\SW�
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+DOD�(O�.KDPLVVL�� 5HVHDUFK�$QDO\VW��(&(6�.DPDO�(O�.KHVKHQ�� +HDG�RI�2SHUDWLRQV��$IULFDQ�([SRUW�,PSRUW�%DQN��(J\SW��6DPLU�.RUD\HP�� &RQVXOWDQW�$GHO�(O�/DEEDQ�� (&(6�%RDUG�0HPEHU�DQG�0DQDJLQJ�'LUHFWRU��&RPPHUFLDO�,QWHUQDWLRQDO�%DQN��(J\SW��3DWULFH�/RUG�� (GLWRU�DQG�3XEOLFDWLRQV�&RRUGLQDWRU��(&(6�=HLQDE�0RKDPHG�/RWI\�� 'HSXW\�'LUHFWRU��(FRQRPLF�5HVHDUFK�'HSDUWPHQW��&HQWUDO�%DQN�RI�(J\SW��0LUHWWH�0DEURXN�� 6HQLRU�(GLWRU��%XVLQHVV�7RGD\� (J\SW��6DPHK�)��0DNUDP�(EHLG�� )LQDQFLDO�&RQVXOWDQW��%HUOLQHU�%DQN��(J\SW�)DULG�0DQVRXU�� 6HQLRU�3DUWQHU��)DULG�0DQVRXU�	�&R���&RRSHUV�	�/\EUDQG�,QWHUQDWLRQDO���(J\SW��0RKDPHG�/RWI\�0DQVRXU�� (&(6�6HFUHWDU\�*HQHUDO��&KDLUPDQ�	�&(2�0DQWUDF��DQG�&KDLUPDQ��0DQVRXU��0RWRU�*URXS��(J\SW��2PDU�0RKDQQD�� 9LFH�&KDLUPDQ�	�0DQDJLQJ�'LUHFWRU��(J\SW�$UDE�$IULFDQ�%DQN��0DKPRXG�0RKLHOGLQ�� 6HQLRU�(FRQRPLVW��(&(6��DQG�$VVLVWDQW�3URIHVVRU�RI�(FRQRPLFV��&DLUR�8QLYHUVLW\�*DPDO�(O�1D]HU�� &KDLUPDQ�RI�WKH�%RDUG��.DURXQ�,QYHVWPHQW�	�'HYHORSPHQW�&R���(J\SW�$OL�1HJP�� &KDLUPDQ��'HOWD�,QWHUQDWLRQDO�%DQN��(J\SW��.KDOLO�1RXJDLP�� 0DQDJLQJ�'LUHFWRU��&DLUR�3URMHFW�	�)LQDQFH��(J\SW��



(&(6�'/6���&DSULR�	�&ODHVVHQV�$SULO�������

��

0RKDPHG�2]DOS�� 6HQLRU�*HQHUDO�0DQDJHU��0LVU�,QWHUQDWLRQDO�%DQN��(J\SW��:HUQHU�3XVFKUD�� 5HVLGHQW�5HSUHVHQWDWLYH��)ULHGULFK�(EHUW�6WLIWXQJ��(J\SW��)DLND�(O�5HIDHL�� 6XE�*RYHUQRU��&HQWUDO�%DQN�RI�(J\SW��$PDO�5LIDDW�� (FRQRPLVW��(&(6�7KRPDV�6FKHEHQ�� 'LUHFWRU��.RQUDG�$GHQDXHU�)RXQGDWLRQ��(J\SW��0RQD�2PUDQ�(O�6KDIHL�� 3URJUDP�2IILFHU��86$,'�&DLUR�0LVVLRQ��$VKUDI�6KDPV�(O�'LQ�� 'HSXW\�&KDLUPDQ��(J\SWLDQ�&DSLWDO�0DUNHW�$XWKRULW\��'LQD�6KDZNL�� 5HVHDUFK�$QDO\VW��(&(6�$OL�6ROLPDQ�� )LUVW�8QGHUVHFUHWDU\��(J\SWLDQ�0LQLVWU\�RI�(FRQRP\�	�,QWHUQDWLRQDO�&RRSHUDWLRQ��&KDQJ�3R�<DQJ�� 6HQLRU�(FRQRPLVW��7KH�:RUOG�%DQN��&DLUR��$GHO�<RXVVU\�� &KDLUPDQ��),15$7(�&RQVXOWLQJ��(J\SW��
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