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,��,QWURGXFWLRQ,Q� WKH� ODVW� WZR� GHFDGHV�� GHYHORSLQJ� FRXQWULHV� IURP� $UJHQWLQD� WR� =DPELD� KDYH� HQGXUHG�EDQNLQJ� FULVHV�� 6LQFH� EDQNV� LQWHUPHGLDWH� PRVW� RI� WKH� IXQGV� LQ� WKHVH� HFRQRPLHV�� EDQNLQJ�FULVHV�DUH�HVSHFLDOO\�FKDOOHQJLQJ�IRU�GHYHORSLQJ�FRXQWULHV��:KHQ�EDQNV�IDLO��FUHGLW�LV�OLNHO\�WR�FRQWUDFW� DQG� WKH� SD\PHQW� V\VWHPV� PD\� FROODSVH�� &RQVXPSWLRQ�� LQYHVWPHQW�� DQG��FRQVHTXHQWO\�� HFRQRPLF� JURZWK� W\SLFDOO\� GHWHULRUDWH�� $OVR�� FULVHV� PLJKW� XQGHUPLQH� WKH�DXWKRULWLHV¶� DELOLW\� WR� FRQGXFW� ILVFDO� RU� PRQHWDU\� SROLFLHV�� 7KH� XVH� RI� SXEOLF� PRQH\� WR�UHFDSLWDOL]H� SUREOHP� EDQNV� FDQ� VHULRXVO\� KDQGLFDS� HIIRUWV� WR� FRQWURO� EXGJHW� GHILFLWV��HVSHFLDOO\�JLYHQ�WKH�LPPHQVH�EXUGHQ�WKDW�EDQNLQJ�FULVHV�FDQ�VLJQLI\�WR�JRYHUQPHQWV���6HULRXV�EDQNLQJ�SUREOHPV�FDQ�DOVR�FUHDWH�GLIILFXOWLHV�IRU�PRQHWDU\�SROLF\��7KH\�PD\�QRW�RQO\�GLVWRUWWKH�QRUPDO� UHODWLRQVKLSV�DPRQJ�PRQHWDU\� LQVWUXPHQWV�DQG�WDUJHWV��EXW�DOVR�FRPSURPLVH�WKH�RYHUDOO�VWDQFH�RI�PRQHWDU\�SROLF\�%\� QRZ�� DQ� H[WHQVLYH� OLWHUDWXUH� H[LVWV� H[DPLQLQJ� WKH� RULJLQV� RI� EDQNLQJ� FULVHV� DQG� WKH�SROLF\�RSWLRQV�WR�SUHYHQW�WKHP��VHH�'HPLUJ�o�.XQW�DQG�'HWUDJLDFKH��������������DQG��������(LFKHQJUHHQ�DQG�5RVH���������*ROGVWHLQ�DQG�7XUQHU���������.DPLQVN\�DQG�5HLQKDUW��������������� DPRQJ� RWKHUV��� ,Q� SDUWLFXODU�� WKH� IROORZLQJ� IDFWRUV� KDYH� EHHQ� LGHQWLILHG� LQ� WKH�OLWHUDWXUH� DV� WKH� NH\� GHWHUPLQDQWV� RI� EDQNLQJ� FULVHV�� �L�� PDFURHFRQRPLF� VKRFNV�� �LL�� VKDUS�LQFUHDVHV� LQ� VKRUW�WHUP� LQWHUHVW� UDWHV�� �LLL�� OHQGLQJ� ERRPV� �LY�� FXUUHQF\� PLVPDWFKHV�� �Y��LQDSSURSULDWH�LQFHQWLYH�VWUXFWXUHV��H�J���SUHVHQFH�RI�LOO�GHVLJQHG�GHSRVLW�LQVXUDQFH�VFKHPHV����YL��ILQDQFLDO�OLEHUDOL]DWLRQ���YLL��ZHDN�LQVWLWXWLRQV�DQG�LQDGHTXDWH�OHJDO�LQIUDVWUXFWXUH���YLLL��H[WHUQDO�HFRQRPLF�FRQGLWLRQV���L[��WKH�H[FKDQJH�UDWH�UHJLPH��DQG��[��SRRU�EDQN�PDQDJHPHQW��(YHQ� WKRXJK� LQ� WKH� ����V�PDQ\� FRXQWULHV� HPEDUNHG� LQ� WKH� SULYDWL]DWLRQ� RI� JRYHUQPHQW�HQWHUSULVHV� LQFOXGLQJ� EDQNV�� JRYHUQPHQW� RZQHUVKLS� RI� EDQNV� LV� VWLOO� SUHYDOHQW� DURXQG� WKH�ZRUOG��$FFRUGLQJ�WR�GDWD�FROOHFWHG�E\�/D�3RUWD��/RSHV�GH�6LODQHV��DQG�6KOHLIHU���������LQ�DQ�DYHUDJH�FRXQWU\�LQ����������SHUFHQW�RI�WKH�HTXLW\�RI�WKH����ODUJHVW�EDQNV�ZDV�RZQHG�E\�WKH�JRYHUQPHQW��GRZQ�IURP����SHUFHQW�LQ��������'HVSLWH�WKH�IDFW�WKDW�JRYHUQPHQW�RZQHUVKLS�RU�FRQWURO�RI�EDQNV�LV�VR�ZLGHVSUHDG��OLWWOH�UHVHDUFK�H[LVWV�RQ�WKH�LPSDFW�RI�WKLV�SKHQRPHQRQ�RQ�WKH�LQFLGHQFH�DQG�FRVW�RI�FULVHV��
� %DUWK��&DSULR��DQG�/HYLQH��������DQG�/D�3RUWD��/RSHV�GH�6LODQHV��DQG�6KOHLIHU��������DUH�H[FHSWLRQV��EXW�LQ�ERWK�FDVHV�WKH�LQYHVWLJDWLRQ�RI�WKH�UHODWLRQVKLS�EHWZHHQ�JRYHUQPHQW�RZQHUVKLS�DQG�FULVHV�ZDV�QRW�WKH�SULPDU\�IRFXV��
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7KLV�SDSHU�KDV� WKUHH�REMHFWLYHV��)LUVW�� LQ�6HFWLRQ� ,,�� WKLV� VWXG\�VXUYH\V� WKH� OLWHUDWXUH�DQG�HPSLULFDO� HYLGHQFH� RQ� WKH� GHWHUPLQDQWV� RI� EDQNLQJ� FULVHV�� 7KH� SDSHU� WKHQ� FRQGXFWV� DQ�HPSLULFDO� DQDO\VLV� RI� WKH� UROH� RI� SXEOLF� RZQHUVKLS� RI� EDQNV� RQ� WKH� OLNHOLKRRG� DQG� FRVW� RI�EDQNLQJ�FULVHV� LQ�6HFWLRQ� ,,,��)LQDOO\�� LQ�6HFWLRQ� ,9�� WKH� VWXG\� UHYLHZV� WKH�SROLF\�PHDVXUHV�WKDW�FDQ�KHOS� UHGXFH� WKH� OLNHOLKRRG�RI�FULVHV�� DV�ZHOO� DV�PLQLPL]LQJ� WKHLU�FRVWV� VKRXOG� WKH\�RFFXU�$�NH\�ILQGLQJ�RI�WKH�SDSHU�LV�WKDW�JUHDWHU�VWDWH�RZQHUVKLS�WHQGV�WR�LQFUHDVH�WKH�OLNHOLKRRG�RI� EDQNLQJ� FULVHV� DQG� UDLVH� WKHLU� ILVFDO� FRVWV� DV� ZHOO�� � +RZHYHU�� WKH� OLPLWHG� QXPEHU� RI�REVHUYDWLRQV�IRU�WKH�FRVWV�RI�FULVHV�±±DQG�WKH�GLIILFXOW\�LQ�HVWLPDWLQJ�WKHVH�FRVWV±± VXJJHVWV�WKDW�WKH�ODWWHU�UHVXOW�EH�YLHZHG�DV�WHQWDWLYH���*HWWLQJ�JRYHUQPHQWV�RXW�RI�WKHLU�RZQHUVKLS�UROH�DQG�IRFXVLQJ�WKHLU�HIIRUWV�RQ�SURYLVLRQ�RI�ILQDQFLDO�VHFWRU�LQIUDVWUXFWXUH�DQG�UHJXODWLRQ�ZRXOG�VHHP� WR� EH� NH\� IRU� OHVVHQLQJ� WKH� OLNHOLKRRG� RI� EDQNLQJ� FULVHV�� DQG� VKRXOG� KHOS� VWLPXODWH�GHYHORSPHQW�DV�ZHOO�
,,��7KH�'HWHUPLQDQWV�RI�%DQNLQJ�&ULVHV
5HVHDUFK� RQ� WKH� FDXVHV� RI� EDQNLQJ� FULVHV� VWURQJO\� VXJJHVWV� WKDW� WKHVH� HSLVRGHV� FDQ� EH� WKH�UHVXOW� RI� D� FRQIOXHQFH� RI� IDFWRUV�� 0DFURHFRQRPLF� VKRFNV� FDQ� DIIHFW� EDQN� VROYHQF\� LQ� D�QXPEHU� RI�ZD\V��$�PDMRU� UHFHVVLRQ�� D� GHFOLQH� LQ� WKH� WHUPV� RI� WUDGH�� D� VKDUS� GURS� LQ� DVVHW�SULFHV�� RU� RWKHU� QHJDWLYH� VKRFNV� WR� QDWLRQDO� ZHDOWK� FDQ� UHGXFH� WKH� SURILWDELOLW\� RI� EDQN�ERUURZHUV�DQG�OHDG�WR�D�ULVH�LQ�EDQN�QRQ�SHUIRUPLQJ�ORDQV�DQG�DQ�HURVLRQ�RI�EDQN�FDSLWDO�6KDUS�LQFUHDVHV�LQ�VKRUW�WHUP�LQWHUHVW�UDWHV�FDQ�DIIHFW�WKH�KHDOWK�RI�WKH�EDQNLQJ�V\VWHP�YLD�DW� OHDVW� WZR�FKDQQHOV�� +LJK� UHDO� LQWHUHVW� UDWHV�FDQ� UHGXFH�EDQNV¶�SURILWV�RU�SURGXFH� ORVVHV��VLQFH� W\SLFDOO\� WKH� DVVHW� VLGH� RI� EDQN� EDODQFH� VKHHWV� LV� FRPSULVHG� RI� ORQJHU� PDWXULW\�LQVWUXPHQWV DW�IL[HG�LQWHUHVW�UDWHV��0RUHRYHU��KLJK�LQWHUHVW�UDWHV�PDNH�ORDQ�UHSD\PHQWV�KDUGHU�IRU� GHEWRUV� DQG� DGYHUVHO\� DIIHFW� EDQNV� E\� LQFUHDVLQJ� QRQ�SHUIRUPLQJ� ORDQV�� $V� D�FRQVHTXHQFH�� D� VKDUS� LQFUHDVH� LQ� VKRUW�WHUP� UDWHV� LV� OLNHO\� WR� EH� D� VLJQLILFDQW� FRQWULEXWLQJIDFWRU�WR�V\VWHPLF�EDQNLQJ�VHFWRU�SUREOHPV�
� 6HH�%,6���������'HPLUJ�o�.XQW�DQG�'HWUDJLDFKH��������������DQG��������(LFKHQJUHHQ�DQG�5RVH���������*DYLQ�DQG�+DXVPDQQ���������*ROGVWHLQ�DQG�7XUQHU���������.DPLQVN\�DQG�5HLQKDUW��������������DQG�/LQGJUHQ�HW�DO���������IRU�PRUH�RQ�WKLV�� $�VXGGHQ�ULVH�LQ�LQWHUHVW�UDWHV�FRXOG�EH�WKH�UHVXOW�RI�D�QXPEHU�RI�IDFWRUV�VXFK�DV�D�ULVH�LQ�WKH�LQIODWLRQ�UDWH��WKH�QHHG�WR�GHIHQG�IURP�D�VSHFXODWLYH�DWWDFN��D�FKDQJH�LQ�PRQHWDU\�SROLF\�WRZDUGV�D�PRUH�UHVWULFWLYH�VWDQFH��WKH�HOLPLQDWLRQ�RI�LQWHUHVW�UDWH�FRQWUROV��HWF��
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/HQGLQJ� ERRPV� FDQ� DOVR� SXW� SUHVVXUH� RQ� WKH� KHDOWK� RI� WKH� EDQNLQJ� V\VWHP�� ,Q� SDUWLFXODU��SHULRGV�RI�UDSLG�FUHGLW�JURZWK�PD\�ZHDNHQ�WKH�FDSDFLW\�RI�EDQNV�WR�FDUHIXOO\�VFUHHQ�ERUURZHUV��WKXV�FDXVLQJ�EDG�ORDQV�WR�LQFUHDVH�&XUUHQF\� PLVPDWFKHV� WKDW� WDNH� SODFH� ZKHQ� EDQNV� ERUURZ� LQ� IRUHLJQ� FXUUHQF\� DQG� OHQG� LQ�GRPHVWLF�FXUUHQF\�FDQ�LQFUHDVH�EDQN�IUDJLOLW\�E\�H[SRVLQJ�EDQNV�WR�XQDQWLFLSDWHG�H[FKDQJH�UDWH�PRYHPHQWV�� (YHQ� LI� EDQNV� KHGJH� WKHLU� IRUHLJQ� FXUUHQF\� SRVLWLRQV� E\� OHQGLQJ� LQ� WKDW� FXUUHQF\��WKH\�FDQ�VWLOO�EH�LPSDFWHG�E\�GHYDOXDWLRQV�WR�WKH�H[WHQW�WKDW�WKHLU�ERUURZHUV�UHPDLQ�XQKHGJHG�7KH� SUHVHQFH� RI� D�GHSRVLW� LQVXUDQFH� VFKHPH FDQ� DOVR� FRQWULEXWH� WR� D� EDQNLQJ� FULVLV�� ,Q� WKLV�UHVSHFW�� WKH� WKHRU\�GRHV�QRW�SURYLGH�D�FOHDU�FDXVDO� OLQN�EHWZHHQ�GHSRVLW� LQVXUDQFH�DQG�EDQNLQJ�FULVHV��2Q�WKH�RQH�KDQG��VHOI�IXOILOOLQJ�FULVHV�²DV�GHVFULEHG�E\�'LDPRQG�DQG�'\EYLJ�������²DUH�OHVV�SUREDEOH�ZKHQ�GHSRVLWV�DUH�LQVXUHG��2Q�WKH�RWKHU�KDQG��EDQNLQJ�FULVHV�RZLQJ�WR�DGYHUVH�VKRFNV� FDQ� EHFRPH PRUH� OLNHO\� DV�PDQDJHUV� RSW� IRU� ULVNLHU� ORDQ� SRUWIROLRV� LQ� WKH� SUHVHQFH� RI�GHSRVLW�LQVXUDQFH�7KH� SURFHVV� RI� ILQDQFLDO� OLEHUDOL]DWLRQ PD\� SUHVHQW� EDQNV� ZLWK� QHZ� ULVN� WKDW� ZLWKRXW� WKH�SURSHU� SUHFDXWLRQV� FDQ� QHJDWLYHO\� DIIHFW� WKH� VWDELOLW\� RI� WKH� EDQNLQJ� VHFWRU��0RUH� VSHFLILFDOO\��ILQDQFLDO� OLEHUDOL]DWLRQ� DOORZV� EDQNV� WR� XQGHUWDNH� QHZ� OLQHV� RI� EXVLQHVV� DQG� PDNH� QHZ��XQDFFXVWRPHG� LQYHVWPHQWV��8QOHVV� WKH�VXSHUYLVRU\�DQG�UHJXODWRU\�IUDPHZRUNV�DUH�VWUHQJWKHQHG�EHIRUH�ILQDQFLDO�PDUNHWV�DUH�OLEHUDOL]HG��EDQN�VXSHUYLVRUV�PD\�KDYH�QHLWKHU�WKH�UHVRXUFHV�QRU�WKH�WUDLQLQJ�QHHGHG�WR�DGHTXDWHO\�PRQLWRU�DQG�HYDOXDWH�WKH�QHZ�DFWLYLWLHV�RI�EDQNV�7KH� VWDELOLW\� RI� WKH� EDQNLQJ� VHFWRU� PD\� EH� FRPSURPLVHG� LI� WKH� LQVWLWXWLRQDO� DQG� OHJDO�VWUXFWXUH LQ�ZKLFK�EDQNV�RSHUDWH�LV�ZHDN��)RU�H[DPSOH��LQDGHTXDWH�DFFRXQWLQJ�VWDQGDUGV�RU�SRRU�LQIRUPDWLRQ�GLVFORVXUH�ZLOO�SUHYHQW� LQYHVWRUV��GHSRVLWRUV��DQG�EDQN�VXSHUYLVRUV�IURP�EHLQJ�DEOH�WR�GLVFLSOLQH�RU�PRQLWRU�EDQN�SHUIRUPDQFH��6LPLODUO\�� LI� WKH�OHJDO�V\VWHP�GRHV�QRW�IDFLOLWDWH� WKH�SOHGJLQJ�RI FROODWHUDO�E\�GHEWRUV�DQG�LWV�VHL]LQJ�E\�EDQNV�ZKHQ�QHFHVVDU\��WKHQ�WKH�FRVW�RI�FUHGLW�ORVVHV� DQG� WKH� FRVW� RI� ERUURZLQJV�PD\� EH� KLJK�� )LQDOO\�� LI� EDQN� VXSHUYLVRUV� ODFN� WKH�SRZHU� WR�HQIRUFH�SUXGHQWLDO�UHJXODWLRQV�DQG�FORVH�LQVROYHQW�EDQNV��WKHQ�WKH\�ZLOO�EH�XQDEOH�WR�SUHYHQW�RU�SXQLVK�H[FHVVLYH�EDQN�ULVN�WDNLQJ�EHKDYLRU�([WHUQDO�HFRQRPLF�FRQGLWLRQV FDQ�DOVR�FRQWULEXWH�WR�EDQNLQJ�VHFWRU�SUREOHPV��SDUWLFXODUO\�LQ�GHYHORSLQJ�FRXQWULHV��)RU�LQVWDQFH��D�VKDUS�LQFUHDVH�LQ�LQGXVWULDO�FRXQWU\�LQWHUHVW�UDWHV�FDQ�UHGXFH�WKH�LQIORZ�RI�IRUHLJQ�IXQGV��WKHUHE\�OHDGLQJ�WR�DQ�DEUXSW�GHFOLQH�LQ�WKH�OHYHO�RU�JURZWK�RI�EDQNV¶�IXQGLQJ�� 6LPLODUO\�� D� VKDUS� HFRQRPLF� VORZGRZQ� LQ� LQGXVWULDO� FRXQWULHV� RU� GHWHULRUDWLRQ� LQ� WKH�
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WHUPV�RI� WUDGH� FDQ� DOVR� FRQWULEXWH� WR�EDQNLQJ�SUREOHPV� LQ�GHYHORSLQJ�FRXQWULHV��RQFH�DJDLQ�E\�GLPLQLVKLQJ�WKH�IORZ�RI�IXQGV�WR�WKHVH�HFRQRPLHV�7KH H[FKDQJH�UDWH�UHJLPH LQ�SODFH�FDQ�DOVR�DIIHFW�WKH�OLNHOLKRRG�RI�D�EDQNLQJ�FULVLV��$�SRSXODU�DUJXPHQW�LQ�IDYRU�RI�IL[HG�H[FKDQJH�UDWHV�LV�WKDW�D�FRPPLWPHQW�WR�D�FXUUHQF\�SHJ�PD\�UHGXFH�WKH�SUREDELOLW\� RI� EDQNLQJ� FULVHV�� DV� LW� ZRXOG� GLVFLSOLQH� SROLF\� PDNHUV� �(LFKHQJUHHQ� DQG� 5RVH���������� 3XW� GLIIHUHQWO\�� WKH� UHVWULFWLRQV� LPSRVHG� E\� WKH� REMHFWLYH� RI�PDLQWDLQLQJ� DQ� H[FKDQJH�UDWH�DQFKRU�ZRXOG�GLVFRXUDJH�WKH�SURSHQVLW\�WRZDUGV�HUUDWLF�SROLFLHV�DQG��WKHUHIRUH��PLQLPL]H�WKH�RFFXUUHQFH� RI� GRPHVWLF� VKRFNV� WKDW� OHDG� WR� EDQNLQJ� FULVHV�� )XUWKHUPRUH�� DV� DUJXHG� E\� &DOYR������E�� UDQGRP� VKRFNV� WKDW� DIIHFW� HFRQRPLHV�PD\� EH� D� IXQFWLRQ� RI� WKH� H[FKDQJH� UDWH� UHJLPH��7KXV�� WKH� WUDQVSDUHQF\� DQG� FUHGLELOLW\� DVVRFLDWHG� ZLWK� IL[HG� H[FKDQJH� UDWHV� PD\� LQVXODWH� D�FRXQWU\�IURP�FRQWDJLRQ�DQG�UXPRUV�3URSRQHQWV� RI� IL[HG� H[FKDQJH� UDWH� UHJLPHV� DOVR� FRQVLGHU� WKH� SUHVHQFH� RI� GROODU� GHEW� DV� DQ�DUJXPHQW� VXSSRUWLQJ� WKH� DGRSWLRQ� RI� SHJJHG� H[FKDQJH� UDWHV� �9HODVFR� DQG� &HVSHGHV� ����������7KH\�DUJXH�WKDW�D�QRPLQDO�GHYDOXDWLRQ�ZLOO�GUDVWLFDOO\�LQFUHDVH�WKH�EXUGHQ�IDFHG�E\�GHEWRUV�DQG�FDQ�JHQHUDWH�D�ZDYH�RI�FRUSRUDWH�EDQNUXSWFLHV��7KLV�PD\�� LQ� WXUQ�� UHVXOW� LQ�D�EDQNLQJ�FULVLV��DV�EDQNV�VHH�WKHLU�VWRFN�RI�QRQ�SHUIRUPLQJ�ORDQV�ULVH��&DOYR������D��DOVR�VXSSRUWV� WKLV�FRQMHFWXUH�DQG�FODLPV�WKDW��³OLDELOLW\�GROODUL]HG�HFRQRPLHV�DUH�KLJKO\�YXOQHUDEOH�WR�D�GHYDOXDWLRQ´�7KH�WUDGLWLRQDO�DUJXPHQW�IRU�VXSSRUWLQJ�WKH�DGRSWLRQ�RI�IOH[LEOH�H[FKDQJH�UDWH�V\VWHPV�LV�WKDW�WKH\�RIIHU� WKH�SRVVLELOLW\�RI�D�PRUH�VWDELOL]LQJ�PRQHWDU\�SROLF\��$FFRUGLQJO\��WKH�H[FKDQJH�UDWH�FRXOG�EH�XVHG�WR�DEVRUE�VRPH�RI�WKH�UHDO�VKRFNV�WKH�HFRQRP\�IDFHV�DQG�FRXOG�UHGXFH�WKH�EXUGHQ�RQ�WKH�LQWHUHVW�UDWH�� �0RUH�SUHFLVHO\��FRQIURQWHG�ZLWK�DQ�DGYHUVH�H[WHUQDO�VKRFN��IORDWHUV�FDQ�OHW�WKH� H[FKDQJH� UDWH� EHDU� WKH� EUXQW� RI� WKH� DGMXVWPHQW� VR� LQWHUHVW� UDWHV� QHHG� QRW� EH� UDLVHG�� 7KXV��RXWSXW�LV�SURWHFWHG�WKURXJK�LQFUHDVHG�FRPSHWLWLYHQHVV�DQG�PRUH�IDYRUDEOH�ILQDQFLDO�FRQGLWLRQV��'HIHQGHUV�RI�IORDWLQJ�H[FKDQJH�UDWH�UHJLPHV�DOVR�FRQWHQG�WKDW�SHJJHG�H[FKDQJH�UDWHV�SURYLGH�LPSOLFLW�JXDUDQWHHV�IRU�WKRVH�ORRNLQJ�WR�ERUURZ�LQ�IRUHLJQ�FXUUHQF\��JLYLQJ�ULVH�WR�D�PRUDO�KD]DUG�SUREOHP��7R�VXVWDLQ�WKH�SHJ��DXWKRULWLHV�ZLOO�LQVLVW�WKDW�WKHUH�LV�DEVROXWHO\�QR�SURVSHFW�RI�LW�EHLQJ�FKDQJHG�� ,Q� WKLV�ZD\�� WKH�JRYHUQPHQW�RIIHUV� WKH�SULYDWH� VHFWRU� DQ� LQVXUDQFH�DJDLQVW� WKH� ULVN�RI�H[FKDQJH� UDWH� FKDQJHV�� 7KLV� VLWXDWLRQ� DWWUDFWV� FDSLWDO� LQIORZV�� EXW� OHDYHV� WKH� HFRQRP\� YHU\�
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� ,QGHHG��PDQ\� DQDO\VWV� FRQVLGHUHG� WKLV� FKDQQHO� DV� RQH� RI� WKH�PDMRU� FRQWULEXWLQJ� IDFWRUV� WR� WKH�$VLDQ� FULVHV�� DQG�FRQFOXGHG� WKDW� ³WKH�SHJ�GLG� LW´�� �+RZHYHU��DV�ZDV�SRLQWHG�RXW�E\�&DOYR��������� LI� WKH�FULVLV�FRXQWULHV�KDG�IORDWHG�WKHLU�H[FKDQJH�UDWHV�SULRU�WR�WKH�FULVLV��WKHLU�FXUUHQFLHV�ZRXOG�OLNHO\�KDYH�DSSUHFLDWHG��QRW�GHSUHFLDWHG�� ,W� FRXOG� EH� DUJXHG� WKDW� WKH� XVH� RI� ILVFDO� SROLF\� LQ� OLHX� RI� PRQHWDU\� SROLF\� WR� KHOS� WURXEOHG� EDQNV� PLJKW� EH� D�UHDVRQDEOH�DOWHUQDWLYH�� �+RZHYHU��VLQFH�GHYHORSLQJ�FRXQWULHV�DUH�RIWHQ�UDWLRQHG�DW� WLPHV�RI�FULVHV�� LW� LV�QRW�IHDVLEOH�IRU�WKH�JRYHUQPHQW�VLPSO\�WR�ERUURZ�DJDLQVW�WKH�SUHVHQW�YDOXH�RI�IXWXUH�WD[�UHFHLSWV�DQG�WKHQ�KDQG�RYHU�WKH�PRQH\�WR�WKH�EDQNHUV��9HODVFR��������� ,W�VKRXOG�EH�QRWHG�WKDW�WKHUH�LV�QR�XQDQLPLW\�RYHU�WKLV�DUJXPHQW���6RPH�FODLP�WKDW�WKH�OHQGHU�RI�ODVW�UHVRUW�IXQFWLRQ�FDQ�EH�UHQWHG�FRQWLQJHQW�FUHGLW�OLQHV��'RUQEXVFK���������2WKHUV�FRQWHQG�WKDW�WKH�SROLF\�RI�FRQWUDFWLQJ�D�OLQH�RI�FUHGLW�KDV� WKH� IROORZLQJ� VKRUWFRPLQJV� �9HODVFR�� ������� � )LUVW�� WKH� ULVN� RI� EDQN� UXQV� QHHG� QRW� EH� HDVLO\� GLYHUVLILDEOH� IRU�OHQGHUV�LQ�WKH�ZDNH�RI�UHJLRQDO�RU�JOREDO�FRQWDJLRQ���6HFRQG��VXFK�FRQWUDFWV�DUH�GLIILFXOW�WR�ZULWH�DQG�HQIRUFH��RZLQJ�WR� WKH� REYLRXV� SRWHQWLDO� IRU� PRUDO� KD]DUG�� � 7KLUG�� WKH� LVVXH VL]H� RI� WKH� FUHGLW� PD\� QRW� EH� VXIILFLHQW� WR� FRYHU� D�UHDVRQDEOH�SRUWLRQ�RI�WKH�EDQNLQJ�VHFWRU�OLDELOLWLHV�DW�D�UHDVRQDEOH�SUHPLXP�� ,QGHHG�� DV�+DXVPDQQ� HW� DO�� ������� LQGLFDWH�� WKLV� LV� H[DFWO\�ZKDW� KDSSHQHG� LQ�9HQH]XHOD� GXULQJ� WKH� ILUVW� KDOI� RI������
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�� 0RUH�VSHFLILFDOO\��WKH\�ILQG�WKDW�D�RQH�SHUFHQW�LQFUHDVH�LQ�1RUWKHUQ�LQWHUHVW�UDWHV�LV�DVVRFLDWHG�ZLWK�DQ�LQFUHDVH�LQ�WKH�SUREDELOLW\�RI�6RXWKHUQ�EDQNLQJ�FULVHV�RI�DURXQG�WKUHH�SHUFHQW��� $�UHODWHG�VWXG\�LQ�WKLV�VWUDQG�RI�WKH�OLWHUDWXUH�E\�5RMD�6XDUH]�������� LQFOXGLQJ�ERWK�PDFUR�DQG�EDQN�OHYHO�GDWD��GHYHORSV� D� EDQN�EDVHG� HDUO\� ZDUQLQJ� V\VWHP� IRU� HPHUJLQJ�PDUNHWV�� 7KH� DSSOLFDWLRQ� RI� WKH� SURSRVHG� EDQN�EDVHG�HDUO\�ZDUQLQJ� LQGLFDWRUV� WR�/DWLQ�$PHULFD� VXJJHVWV� WKDW� VSUHDGV� EHWZHHQ� GHSRVLW� DQG� OHQGLQJ� UDWHV� H[KLELW D� KLJK�GHJUHH�RI�DFFXUDF\�LQ�SUHGLFWLQJ�EDQNLQJ�SUREOHPV�
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�
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)LJXUH����6KDUH�RI�WKH�DVVHWV�RI�WKH�WRS����EDQNV�RZQHG�RU�FRQWUROOHG�E\�WKH�JRYHUQPHQW�LQ�SHUFHQWDJHV�
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$OO�FRXQWULHV'HYHORSHG'HYHORSLQJ�

)LJXUH���1XPEHU�RI�FRXQWULHV�ZLWK�VKDUH�RI�EDQN�DVVHWV�FRQWUROOHG�E\�WKH�JRYHUQPHQW�!�WKDQ������VDPSOH�RI����FRXQWULHV�
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E\� WKH� JRYHUQPHQW� LV� ODUJHU� WKDQ� ��� SHUFHQW�� 2Q� WKH� RWKHU� KDQG�� ZH� ILQG� QR� GLIIHUHQFHV� LQ�SUREDELOLWLHV�ZKHQ�ZH�FRQVLGHU�RQO\�GHYHORSHG�FRXQWULHV�7R� H[DPLQH� WKH� UHODWLRQVKLS� EHWZHHQ� WKH� VHYHULW\� RI� FULVHV� DQG� WKH� GHJUHH� RI� JRYHUQPHQW�RZQHUVKLS�RI�EDQNV��ZH�FDOFXODWH�WKH�PHDQ�FRVW�RI�FULVHV��ERWK�LQ�WHUPV�RI�WKH�ILVFDO�FRVW�DQG�WKH�FRVW�LQ�WHUPV�RI�IRUHJRQH�RXWSXW��IRU�WKRVH�FDVHV�ZKHUH�WKH�VKDUH�RI�EDQN�DVVHWV�LQ�WKH�KDQGV�RI�WKH�JRYHUQPHQW�LV�DERYH�DQG�EHORZ����SHUFHQW��7KHVH�GHVFULSWLYH�VWDWLVWLFV�DUH�SUHVHQWHG�LQ�7DEOH�����'DWD�RQ�WKH�ILVFDO�FRVW�RI�FULVHV��UHODWLYH�WR�*'3��FRPH�IURP�+RQRKDQ�DQG�.OLQJHELHO���������7KH� UHDO� RXWSXW� FRVW�ZDV� FDOFXODWHG� DV� WKH�GLIIHUHQFHV�EHWZHHQ� WKH�DYHUDJH�JURZWK� UDWH�RI� UHDO�*'3�GXULQJ�HDFK�FULVLV�HSLVRGH� UHODWLYH� WR� WKH�DYHUDJH�JURZWK�GXULQJ� WUDQTXLO� WLPHV��$OORZLQJ�IRU�D�WZR�\HDU�ZLQGRZ�DURXQG�EDQNLQJ�FULVHV��WR�DFFRPPRGDWH�IRU�WKH�SRVVLELOLW\�WKDW FULVHV�PD\�KDYH� VWDUWHG� HDUOLHU� DQG� HQGHG� ODWHU� WKDQ� LGHQWLILHG� LQ� WKH� OLWHUDWXUH��� ZH� GHILQH� RXWSXW� JURZWK�GXULQJ�WUDQTXLO�SHULRGV�DV�WKH�DYHUDJH�JURZWK�RI�RXWSXW�LQ�WKH�WZR�\HDUV�VXUURXQGLQJ�WKH�ZLQGRZ�GHVFULEHG� DERYH��� $FFRUGLQJ� WR� WKH� UHVXOWV� LQ� 7DEOH ��� ZH� FDQ� QHYHU� UHMHFW� WKH� QXOO� WKDW� WKH�DYHUDJH�FRVW�RI�FULVHV�LV�WKH�VDPH�UHJDUGOHVV�RI�WKH�H[WHQW�RI�JRYHUQPHQW�RZQHUVKLS�%HFDXVH� WKH� ��� SHUFHQW� WKUHVKROG� LV� DQ� DUELWUDU\� RQH�� 7DEOH� �� H[DPLQHV� WKH� UHODWLRQVKLS�EHWZHHQ�JRYHUQPHQW�RZQHUVKLS�RI�EDQNV�DQG WKH�OLNHOLKRRG�DQG�FRVW�RI�EDQNLQJ�FULVHV�E\�PHDQV�RI� WKH� 6SHDUPDQ� UDQN� FRUUHODWLRQ� FRHIILFLHQW�� ,Q� JHQHUDO�� ZH� ILQG� D� SRVLWLYH� DQG� VLJQLILFDQW�UHODWLRQVKLS�EHWZHHQ�WKH�RFFXUUHQFH�RI�EDQNLQJ�FULVHV�DQG�WKH�H[WHQW�RI�JRYHUQPHQW�RZQHUVKLS�RI�EDQNV��7KHUH�LV VRPH�HYLGHQFH�WKDW�WKH�ODUJHU�WKH�VKDUH�RI�EDQN�DVVHWV�RZQHG�E\�WKH�JRYHUQPHQW��WKH� VPDOOHU� WKH� FRVW� RI� FULVHV� LQ� WHUPV� RI� IRUHJRQH� RXWSXW� JURZWK�� 7KHUH� LV� QR� VLJQLILFDQW�UHODWLRQVKLS�EHWZHHQ�WKH�ILVFDO�FRVW�RI�FULVHV�DQG�WKH�H[WHQW�RI�JRYHUQPHQW�RZQHUVKLS�RI�EDQNV�6LQFH� WKH� WHVWV� FRQGXFWHG� VR� IDU� DUH� XQLYDULDWH�� WKH� UHVXOWV� GLVFXVVHG� PD\� FKDQJH� RQFH� ZH�FRQWURO� IRU� WKH� LPSDFW� RI� RWKHU� YDULDEOHV� RQ� WKH� OLNHOLKRRG� DQG� FRVW� RI� FULVHV�� 7R� DGGUHVV� WKLV�LVVXH�� ZH� XVH� ORJLW� DQDO\VLV� WR� HVWLPDWH� WKH� SUREDELOLW\� RI� D� EDQNLQJ� FULVLV� DQG� RUGLQDU\� OHDVW�VTXDUHV�WR�DQDO\]H�WKH�FRVW�RI�WKHVH�HSLVRGHV��:H�IRFXV�RQ�D�VDPSOH�RI����GHYHORSLQJ�FRXQWULHV�RYHU�WKH�SHULRG�����������

�� :H� WULHG� RWKHU� GHILQLWLRQV� RI� WKH� RXWSXW� ORVVHV� DVVRFLDWHG� ZLWK� EDQNLQJ� FULVHV�� EXW� UHVXOWV� GLG� QRW� FKDQJH�VLJQLILFDQWO\�
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7DEOH����7KH�/LNHOLKRRG�RI�%DQNLQJ�&ULVHV�DQG�*RYHUQPHQW�2ZQHUVKLS�RI�%DQNV��QRQ�SDUDPHWULF�WHVWV�$OO�FRXQWULHV 'HYHORSHG 'HYHORSLQJ3URE��%DQNLQJ�FULVHV�VKDUH�RI�DVVHWV�RZQHG�E\�WKH�JRYHUQPHQW�!����� ���� ���� ����3URE��%DQNLQJ�FULVHV�VKDUH�RI�DVVHWV�RZQHG�E\�WKH�JRYHUQPHQW������� ���� ��� ���7HVW�RI�HTXDOLW\�RI�SURSRUWLRQV��+���SURSRUWLRQ �[��± SURSRUWLRQ��\� GLII �� ��� ������ �����S�YDOXH������FRQILGHQFH�OHYHO� ������ ����� �������
3URE��6\VWHPDWLF�%DQNLQJ�FULVHV�VKDUH�RI�DVVHWV�RZQHG�E\�WKH�JRYW!���� ��� ���� ���3URE��6\VWHPDWLF�%DQNLQJ�FULVHV�VKDUH�RI�DVVHWV�RZQHG�E\�WKH�JRYW!���� ��� ��� ���7HVW�RI�HTXDOLW\�RI�SURSRUWLRQV��+���SURSRUWLRQ��[��± SURSRUWLRQ��\� GLII �� ������ ������ ������S�YDOXH������FRQILGHQFH�OHYHO� ���� ���� ����
7DEOH�����7KH�&RVW�RI�%DQNLQJ�&ULVHV�DQG�*RYHUQPHQW�2ZQHUVKLS�RI�%DQNV��QRQ�SDUDPHWULF�WHVWV�$OO�FRXQWULHV 'HYHORSLQJ&DVHV�ZKHUH�WKH�VKDUH�RI�EDQN�DVVHWV�RZQHG�E\�WKH�JRYHUQPHQW�!����$YHUDJH�FRVW�RI�FULVHV�LQ�WHUPV�RI�IRUHJRQH�RXWSXW ���� ����$YHUDJH�ILVFDO�FRVW�RI�FULVHV����RI�*'3� ����� �����&DVHV�ZKHUH�WKH�VKDUH�RI�EDQN�DVVHWV�RZQHG�E\�WKH�JRYHUQPHQW������$YHUDJH�FRVW�RI�FULVHV�LQ�WHUPV�RI�IRUHJRQH�RXWSXW ���� ����$YHUDJH�ILVFDO�FRVW�RI�FULVHV����RI�*'3� ���� �����
7HVW�RI�HTXDOLW\�RI�PHDQV�IRU�WKH�FRVW�RI�FULVHV�LQ�WHUPV�RI�IRUHJRQH�RXWSXW ���� ����S�YDOXH������FRQILGHQFH� ������ ������7HVW�RI�HTXDOLW\�RI�PHDQV�IRU�WKH�ILVFDO�FRVW�RI�FULVHV ����� ����S�YDOXH������FRQILGHQFH� ������ ������
7DEOH����6SHDUPDQ¶V�5DQN�&RUUHODWLRQV��S�YDOXH�IRU�WHVW�RI�LQGHSHQGHQFH�LQ�SDUHQWKHVHV���RI�%DQN�$VVHWV2ZQHG�E\�WKH�*RYHUQPHQW$OO�FRXQWULHV 'HYHORSLQJ%DQNLQJ�FULVHV ������ ������������ ������6\VWHPDWLF�EDQNLQJ�FULVHV ������ ������������ ������&RVW�RI�FULVHV�LQ�WHUPV�RI�IRUHJRQH�RXWSXW�JURZWK ������ ������������ ������)LVFDO�FRVW�RI�FULVHV����RI�*'3� ������ ������������ ������1RWH� �DQG��GHQRWH�VLJQLILFDQFH�DW�WKH����DQG���SHUFHQW�OHYHOV��UHVSHFWLYHO\�

7KH� GHSHQGHQW� YDULDEOH� LQ� WKH� ORJLW� DQDO\VLV� LV� D� GXPP\� WKDW� HTXDOV� ]HUR� LQ� \HDUV� DQG�
FRXQWULHV�ZKHUH�WKHUH�DUH�QR�FULVHV�DQG�LW�HTXDOV�RQH�GXULQJ�FULVLV�SHULRGV��2QFH�DJDLQ��KHUH�ZH�
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GLVWLQJXLVK� EHWZHHQ� V\VWHPLF� DQG� QRQ�V\VWHPLF� FULVHV�� *LYHQ� WKH� ORJLVWLF� GLVWULEXWLRQ�� WKH�
SUREDELOLW\�RI�D�EDQNLQJ�FULVLV�LQ�SHULRG�W�FDQ�EH�H[SUHVVHG�DV�IROORZV�
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;� LV� D�PDWUL[� RI� GHWHUPLQDQWV�RI�EDQNLQJ� FULVHV�� ,Q�RXU� HVWLPDWLRQV�� RQO\� WKH� ILUVW� \HDU�RI� D�FULVLV�LV�FRGHG�DV�D�RQH�DQG�WKH�FULVLV�REVHUYDWLRQV�EH\RQG�WKH�ILUVW�\HDU�DUH�H[FOXGHG��:H�DGRSW�WKLV�VWUDWHJ\�WR�DYRLG�WKH�HQGRJHQHLW\�SUREOHP�WKDW�ZRXOG�UHVXOW�IURP�WKH�IDFW�WKDW�RQFH�WKH�FULVLV�VWDUWV�� LW� LV� OLNHO\� WR�DIIHFW� WKH�HYROXWLRQ�RI� WKH�PDFUR�DQG�ILQDQFLDO�YDULDEOHV�RQ� WKH� ULJKW�KDQG�VLGH��6LPLODUO\��WR�PLQLPL]H�VLPXOWDQHLW\�SUREOHPV��DOO�UHJUHVVRUV�LQ�WKH�ORJLW�PRGHOV�DUH�ODJJHG�RQH�SHULRG�7KH�YDULDEOHV�LQFOXGHG�LQ�;�DUH�GLFWDWHG�E\�WKH�WKHRU\�RQ�WKH�GHWHUPLQDQWV�RI�EDQNLQJ�FULVHV��:H�SURYLGH�D�GHWDLOHG�OLVW�RI�YDULDEOHV�DQG�VRXUFHV�LQ�WKH�GDWD�DSSHQGL[��$VLGH�IURP�WKH�VKDUH�RI�EDQN� DVVHWV� RZQHG� E\� WKH� JRYHUQPHQW��ZH� LQFOXGH� WKUHH� W\SHV� RI� YDULDEOHV� LQ� RXU� HVWLPDWLRQV��QDPHO\��GRPHVWLF�PDFURHFRQRPLF��H[WHUQDO��DQG� ILQDQFLDO�� ,Q� WKLV�UHJDUG��ZH�FORVHO\�IROORZ�WKH�HPSLULFDO� VSHFLILFDWLRQ� RQ� WKH� OLNHOLKRRG� RI� EDQNLQJ� FULVHV� LQ�'HPLUJ�o�.XQW� DQG�'HWUDJLDFKH���������$PRQJ�WKH�GRPHVWLF�PDFURHFRQRPLF�YDULDEOHV�ZH�LQFOXGH�WKH�UHDO�JURZWK�RI�*'3��WKH�OHYHO�RI�UHDO�*'3�SHU�FDSLWD��WKH�LQIODWLRQ�UDWH��DQG�WKH UHDO�LQWHUHVW�UDWH���$GYHUVH� PDFURHFRQRPLF� FRQGLWLRQV� KXUW� EDQNV� E\� LQFUHDVLQJ� WKH� VKDUH� RI� QRQ�SHUIRUPLQJ�ORDQV� LQ� WKH� HFRQRP\�� 7KXV�� ZH� H[SHFW� DQ� LQFUHDVH� LQ� WKH� UHDO� JURZWK� RI� *'3� WR� UHGXFH� WKH�SUREDELOLW\�RI�D�EDQNLQJ�FULVLV��2Q�WKH�RWKHU�KDQG��ZH�H[SHFW�KLJKHU�UHDO�LQWHUHVW�UDWHV�WR�KDYH�D�SRVLWLYH�HIIHFW�RQ�WKH�OLNHOLKRRG�RI�FULVHV��+LJK�LQIODWLRQ�LV�DVVRFLDWHG�ZLWK�KLJK�QRPLQDO�LQWHUHVW�UDWHV�DQG�PD\�DOVR�EH�YLHZHG�DV�D�SUR[\�IRU�SRRU�PDFURHFRQRPLF�PDQDJHPHQW��7KHUHIRUH��ZH�H[SHFW�KLJK�LQIODWLRQ�FRXQWULHV�WR�EH�PRUH�FULVHV�SURQH��)LQDOO\��UHDO�*'3�SHU�FDSLWD�LV�LQFOXGHG�WR�FRQWURO�IRU�WKH�IDFW�WKDW�SRRU�FRXQWULHV�W\SLFDOO\�KDYH�LQHIILFLHQW�OHJDO�V\VWHPV��DV�ZHOO�DV�ZHDN�
�� :H�DOVR�FRQGXFWHG�VRPH�HVWLPDWLRQV�LQFOXGLQJ�WKH�EXGJHW�VXUSOXV�GHILFLW�DV�D�SHUFHQWDJH�RI�*'3��EXW�VLQFH�WKLV�YDULDEOH� ZDV� QHYHU� VLJQLILFDQW� DQG� LW� FRQVLGHUDEO\� UHGXFHV� WKH QXPEHU� RI� REVHUYDWLRQV�� ZH� UHSRUW� WKH� UHVXOWV�H[FOXGLQJ�WKLV�YDULDEOH��7KH�UHVXOWV�LQFOXGLQJ�WKH�EXGJHW�VXUSOXV�GHILFLW�WR�*'3�DUH�DYDLODEOH�XSRQ�UHTXHVW�
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HQIRUFHPHQW� RI� ORDQ� FRQWUDFWV� DQG� GHILFLHQW� SUXGHQWLDO� UHJXODWLRQV��:H� H[SHFW� DQ LQFUHDVH� LQ�*'3�SHU�FDSLWD�WR�ORZHU�WKH�SUREDELOLW\�RI�D�EDQNLQJ�FULVLV�:H�DOORZ�D�QXPEHU�RI�ILQDQFLDO�YDULDEOHV�WR�HQWHU�LQWR�WKH�ORJLW�HVWLPDWLRQV��,Q�SDUWLFXODU��ZH�LQFOXGH�WKH�UDWLR�RI�0��WR�UHVHUYHV��WKH�UDWLR�RI�SULYDWH�GRPHVWLF�FUHGLW�WR�*'3��WKH�JURZWK�RI�FUHGLW��WKH�UDWLR�RI�IRUHLJQ�OLDELOLWLHV�WR�IRUHLJQ�DVVHWV�KHOG�E\�EDQNV��DQG�WKH�UDWLR�RI�FDVK�KHOG�E\�EDQNV�WR�DVVHWV��7KH�UDWLR�RI�0��WR�IRUHLJQ�H[FKDQJH�UHVHUYHV�LV�VXSSRVHG�WR�FDSWXUH�WKH�H[SRVXUH�WKDW�EDQNV�IDFH� WR� UXQV� DVVRFLDWHG� ZLWK� FXUUHQF\� FULVHV�� 'HPLUJ�o�.XQW� DQG� 'HWUDJLDFKH� ������� DUJXH� WKDW�ILQDQFLDO� OLEHUDOL]DWLRQ�PD\�ZHDNHQ� WKH� FRQGLWLRQ� RI� WKH� EDQNLQJ� VHFWRU� EHFDXVH� WKLV� SURFHVV�PD\�UHVXOW� LQ�DQ�LQFUHDVH�LQ�ULVN�WDNLQJ�RSSRUWXQLWLHV��DQG�ZKHQ�QRW�DSSURSULDWHO\�UHJXODWHG��LQ�LQVWDQFHV�RI�IUDXG��3LOO�DQG�3UDGKDQ��������DUJXH�WKDW�WKH�UDWLR�RI�GRPHVWLF�FUHGLW�WR�WKH�SULYDWH�VHFWRU�WR�*'3�FDQ� EH� XWLOL]HG� WR� FDSWXUH� WKH� H[WHQW� RI� ILQDQFLDO� OLEHUDOL]DWLRQ��� :H� LQFOXGH� WKLV� YDULDEOH� LQ� RXU�HVWLPDWLRQV� WR� FRQWURO� IRU� WKLV� HIIHFW�� $OVR�� EHFDXVH� D� QXPEHU� RI� VWXGLHV� �*DYLQ� DQG� +DXVPDQQ���������*RXULQFKDV�HW�DO����������KDYH�DUJXHG�WKDW�EDQNLQJ�FULVHV�DUH�DVVRFLDWHG�ZLWK�OHQGLQJ�ERRPV��ZH�LQFOXGH�WKH�JURZWK�UDWH�RI�GRPHVWLF�FUHGLW�LQ�WKH�ORJLW�HVWLPDWLRQV��7KH� UDWLR�RI�FDVK� �WR� WRWDO�EDQN�DVVHWV��KHOG�E\�EDQNV� LV� LQWURGXFHG� WR�FDSWXUH� WKH�DELOLW\�RI�EDQNV�WR�GHDO�ZLWK�SRWHQWLDO�UXQV�RQ�WKHLU�GHSRVLWV��:H�LQFOXGH�WKH�UDWLR�RI�IRUHLJQ�OLDELOLWLHV�WR�IRUHLJQ�DVVHWV�KHOG�E\�EDQNV�WR�H[DPLQH�WKH�H[WHQW�WR�ZKLFK�EDQNV¶�FXUUHQF\�PLVPDWFKHV�DIIHFW�WKH OLNHOLKRRG�RI�D�EDQNLQJ�FULVLV���7R�FDSWXUH�WKH�H[WHUQDO�FRQGLWLRQV�WKDW�FRXQWULHV�IDFH��ZH�LQFOXGH�WZR�YDULDEOHV��WKH�FKDQJH�LQ�WKH�WHUPV�RI�WUDGH�DQG�WKH�UDWLR�RI�QHW�FDSLWDO�IORZV�WR�*'3��$�GHWHULRUDWLRQ�LQ�WKH�WHUPV�RI�WUDGH�LV� H[SHFWHG� WR� LQFUHDVH� WKH� OLNHOLKRRG� RI� D� EDQNLQJ� FULVLV�� VLQFH� LW�ZRXOG� QHJDWLYHO\� DIIHFW� WKH�DELOLW\�RI�ERUURZHUV��LQ�SDUWLFXODU�WKRVH�LQ�WKH�WUDGDEOH�VHFWRU��WR�UHSD\�ORDQV��%RWK�QHW�RXWIORZV�
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�� 1RWH�WKDW�WKH�EDQNV�PD\�EH�QR�OHVV�LQVROYHQW��EXW�WKH�UHDOL]DWLRQ�RI�D�FULVLV�FRXOG�EH�SRVWSRQHG�
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%RWK� LQ� WKH� HVWLPDWLRQV� LQFOXGLQJ� DOO� EDQNLQJ� FULVHV� DQG� LQ� WKRVH� IRU� WKH� V\VWHPLF� HSLVRGHV�RQO\��ZH� ILQG� WKDW� WKH� VKDUH�RI� ORDQV� WR� WKH�SXEOLF� VHFWRU� WHQGV� WR� UHGXFH� WKH� DGYHUVH� HIIHFW� RI�JRYHUQPHQW� RZQHUVKLS� RI� EDQNV� RQ� WKH� OLNHOLKRRG� RI� FULVHV�� +RZHYHU�� WKLV� HIIHFW� LV� QRW�VWDWLVWLFDOO\�VLJQLILFDQW��)LQDOO\��WKH�ODVW�FROXPQ�LQ�7DEOH���DQG�7DEOH���VKRZV�WKDW�WKH�LPSDFW�RI�JRYHUQPHQW� RZQHUVKLS� RI� EDQNV� RQ� WKH� OLNHOLKRRG� RI� FULVHV� LV� UREXVW WR� FRQWUROOLQJ� IRU� RWKHU�LQVWLWXWLRQDO� IDFWRUV�� OLNH� ZKHWKHU� WKH� ILQDQFLDO� VHFWRU� DQG� WKH� FDSLWDO� DFFRXQW� KDYH� EHHQ�OLEHUDOL]HG��DQG�ZKHWKHU�WKH�FRXQWU\�DGRSWHG�DQ�H[SOLFLW�GHSRVLW�LQVXUDQFH�VFKHPH�$Q� LVVXH� RI� FRQFHUQ� ZKHQ� DQDO\]LQJ� WKH� LPSDFW� RI� JRYHUQPHQW� RZQHUVKLS� RI� EDQNV� RQ� WKH�OLNHOLKRRG�RI�EDQNLQJ�FULVHV�� LV� WKH�SRWHQWLDO�IRU�UHYHUVH�FDXVDOLW\��,Q�RWKHU�ZRUGV�� LW�LV�SRVVLEOH�WKDW�UDWKHU� WKDQ� SUHFLSLWDWLQJ� EDQNLQJ� FULVHV�� LQFUHDVHV� LQ� WKH� VKDUH� RI� EDQN� DVVHWV� RZQHG� E\� WKH�JRYHUQPHQW�DUH�SXUHO\�D�UHVSRQVH�WR�WKHVH�HSLVRGHV��,Q�WKH�HVWLPDWLRQV�FRQGXFWHG�VR�IDU�ZH�KDYH�WULHG�WR�PLQLPL]H�WKLV�SRVVLELOLW\�E\�ODJJLQJ�WKH�VKDUH�RI�EDQN�DVVHWV�RZQHG�E\�WKH�JRYHUQPHQW�RQH�SHULRG��,Q�7DEOH����ZH�FRQGXFW�WZR�RWKHU�VHWV�RI�HVWLPDWLRQV�LQ�RUGHU�WR�WHVW�WKH�UREXVWQHVV�RI�RXU�UHVXOWV�WR�DOWHUQDWLYH�ZD\V�RI�GHDOLQJ�ZLWK�WKH�SRWHQWLDO�HQGRJHQHLW\�SUREOHP��7KH�ILUVW�WZR�FROXPQV�RI�7DEOH����PRGHOV� ������DQG� �������SUHVHQW�HVWLPDWLRQV� IRU� WKH� OLNHOLKRRG�RI�EDQNLQJ�FULVHV� LQ�JHQHUDO� DQG� IRU�V\VWHPLF� FULVHV� H[FOXGLQJ� WKRVH FRXQWULHV�ZKHUH� EDQN� QDWLRQDOL]DWLRQV� RFFXUUHG� IROORZLQJ� EDQNLQJ�FULVHV����)LQDOO\��LQ�PRGHOV�������DQG��������ZH�UHSODFH�WKH�ILUVW�ZLWK�WKH�WKLUG�ODJ�RI�WKH�JRYHUQPHQW�RZQHUVKLS� YDULDEOH�� ,Q� DOO� FDVHV�� ZH� ILQG� WKDW� WKH� VKDUH� RI� EDQN� DVVHWV� RZQHG� E\� WKH� JRYHUQPHQW�FRQWLQXHV�WR�KDYH�D�SRVLWLYH�DQG�VLJQLILFDQW�HIIHFW�RQ�WKH�OLNHOLKRRG�RI�D�EDQNLQJ�FULVLV�7R� VWXG\�ZKHWKHU� WKH� VKDUH� RI� EDQN� DVVHWV� FRQWUROOHG�E\� WKH�JRYHUQPHQW� DIIHFWV� WKH� FRVW� RI�EDQNLQJ�FULVHV��ZH�HVWLPDWH�WKH�IROORZLQJ�HTXDWLRQ�XVLQJ�RUGLQDU\ OHDVW�VTXDUHV�
LWLWLWLWL V2ZQHUVKLS*RYHUQPHQW=&RVW HKGPD ���� ��� ��
����
� 5H ���ZKHUH�L�GHQRWHV�D�EDQNLQJ�FULVLV�HSLVRGH�&RVW UHIHUV�� DOWHUQDWLYHO\�� WR� WKH� ILVFDO�RU� UHDO�RXWSXW�FRVW� �L�H��� WKH�FRVW� LQ� WHUPV�RI� IRUHJRQH�RXWSXW� JURZWK�� RI� D� FULVLV�� =� LV� D� PDWUL[� RI� PDFUR� DQG� ILQDQFLDO� YDULDEOHV� PHDVXUHG� WKH� \HDU�EHIRUH�FULVHV��,Q�SDUWLFXODU���WKH�IROORZLQJ��YDULDEOHV�DUH��LQFOXGHG��LQ�WKH�VSHFLILFDWLRQV��LQIODWLRQ��UHDO�LQWHUHVW�UDWHV��OHQGLQJ�JURZWK��DQG�EDQN�FUHGLW�WR�WKH�SULYDWH�VHFWRU�WR�*'3��� 7KLV��PDWUL[��DOVR�

�� $FFRUGLQJ�WR�&DSULR�DQG�.OLQJHELHO���������WKHVH�FRXQWULHV�LQFOXGH�,QGRQHVLD��.RUHD��-DPDLFD��0H[LFR��DQG�3DUDJXD\��� 2WKHU�VSHFLILFDWLRQV�ZLWK�D�ODUJHU�QXPEHU�RI�PDFUR�YDULDEOHV�ZHUH�UXQ��EXW�JLYHQ�WKH�OLPLWHG�QXPEHU�RI�REVHUYDWLRQV�DQG�EHFDXVH�WKH�UHPDLQLQJ�YDULDEOHV�ZHUH�QRW�VLJQLILFDQW��ZH�RQO\�UHSRUW�WKRVH�GHVFULEHG�DERYH�
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LQFOXGHV� WKH� ODJ� RI� WKH� SHJ� GXPP\�� )LQDOO\��5HV LV� D�PDWUL[� FRQWDLQLQJ� GXPPLHV� IRU� WKH� GLIIHUHQW�UHVROXWLRQ�PHFKDQLVPV� LPSOHPHQWHG� E\� JRYHUQPHQWV� WR� RYHUFRPH� FULVHV�� ,Q� SDUWLFXODU�� XVLQJ� GDWD�FROOHFWHG� E\�+RQRKDQ� DQG�.OLQJHELHO� ��������ZH� LGHQWLI\� HSLVRGHV�ZKHQ� WKH�JRYHUQPHQW�SURYLGHG�OLTXLGLW\�VXSSRUW�WR�EDQNV��ZKHQ�IRUEHDUDQFH�ZDV�H[WHQGHG�WR�PXOWLSOH�LQVWLWXWLRQV��DQG��ILQDOO\��FULVHV�HSLVRGHV�ZKHUH�WKH�JRYHUQPHQW�H[WHQGHG�EODQNHW�JXDUDQWHHV�WR�GHSRVLWRUV�
7DEOH����7KH�,PSDFW�RI�*RYHUQPHQW�2ZQHUVKLS�RQ�%DQNV�/LNHOLKRRG�RI�%DQNLQJ�&ULVHVLQ�'HYHORSLQJ�&RXQWULHV�± 5REXVWQHVV�7HVW���6\VWHPLF�DQG�QRQ�V\VWHPLF�FULVHV�DUH�LQFOXGHG�9DULDEOHV 0RGHO������ 0RGHO������ 0RGHO������ 0RGHO������$OO�&ULVHV&RHIILFLHQW 6\VWHPDWLF�&ULVHV�&RHIILFLHQW

$OO�&ULVHV&RHIILFLHQW 6\VWHPDWLF&ULVHV&RHIILFLHQW�W�VWDW� �W�VWDW� �W�VWDW� �W�VWDW�,QIODWLRQ�W�� ������� ������� �������� �������������� ������� ������� �������7HUPV�RI�WUDGH�W�� ������ ������ ������ ������������ ������ ������ ������5HDO�LQWHUHVW�UDWH�W�� ������� ������� ������� �������������� ������� ������� �������0��RYHU�UHVHUYHV�W�� ������ ������ ������ ������������� ������� ������ ������*'3�SHU�FDSLWD�W�� ������� ������� ������� ��������������� �������� �������� �������5HDO�*'3�JURZWK�W�� ������ ������ ������ ������������ ������ ������ ������*URZWK�RI�UHDO�FUHGLW�W�� ������ ������ ������� ������������� ������ ������� �������&UHGLW�WR�*'3�W�� ������ ������ ������ ������������ ������ ������ ������&DVK�WR�EDQN�DVVHWV�W�� ������� ������ ������� �������������� ������� ������� ��������5DWLR�RI�XQKHGJHG�OLDELOLWLHV�W�� ������� ������� ������� ������������� ������ ������� �������&DSLWDO�IORZV�WR�*'3�W�� ������ ������ ������ ������������ ������ ������ �������*RYHUQPHQW�RZQHUVKLS�RI�EDQNV�W�� ������ ������������� ��������*RYHUQPHQW�RZQHUVKLS�RI�EDQNV��W�� ������ ������������� ��������'XPP\�IRU�FRXQWULHV�XQGHU DQ�H[FKDQJH�UDWH�SHU��W�� ������� ������� ������� ��������������� �������� �������� ��������&RQVWDQW ������� ������� ������� ���������������� �������� �������� ���������1XPEHU�RI�REVHUYDWLRQV ��� ��� ��� ���3VHXGR�5�VTXDUHG ��� ����� ����� �������GHQRWH�VLJQLILFDQFH�DW�WKH����DQG���SHUFHQW�OHYHO��UHVSHFWLYHO\
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7DEOH����7KH�,PSDFW�RI�*RYHUQPHQW�2ZQHUVKLS�RI�%DQNV�RQ�WKH�&RVW�RI�%DQNLQJ�&ULVHV

7DEOH���SUHVHQWV�2/6�HVWLPDWHV�IRU� WKH�FRVW�RI�FULVHV��$FURVV�DOO�VSHFLILFDWLRQV��ZH�ILQG�WKDW�JRYHUQPHQW� RZQHUVKLS� RI� EDQNV� VHHPV� WR� UHGXFH� WKH� RXWSXW� ORVVHV� DVVRFLDWHG�ZLWK� FULVHV�� EXW�LQFUHDVH�WKH�ILVFDO�FRVWV��%HFDXVH�WKH�QXPEHU�RI�REVHUYDWLRQV�LV�VPDOO�DQG�WKH�FRHIILFLHQWV�RQ�WKH�JRYHUQPHQW�RZQHUVKLS�YDULDEOH�DUH�QRW�VLJQLILFDQW�IRU�WKH�PRVW�SDUW��WKHVH�HVWLPDWLRQV�VKRXOG�EH�FRQVLGHUHG�SUHOLPLQDU\�DQG�WKHLU�UHVXOWV�VKRXOG�EH�WDNHQ�ZLWK�FDXWLRQ�
,9���3UHYHQWLQJ�DQG�0LWLJDWLQJ�&ULVHV
7KH� UHYLHZ� RI� IDFWRUV� EHKLQG� FULVHV� DQG� RXU� HPSLULFDO� ILQGLQJV� VXJJHVW� D� SDWK� IRU� JRYHUQPHQW�RIILFLDOV�ZKR�ZDQW�WR�SUHYHQW�RU�DW�OHDVW�PLWLJDWH�WKH�LPSDFW�RI�EDQNLQJ�FULVHV���$�ILUVW�VWHS�LV�WR�

9DULDEOHV 0RGHO������ 0RGHO������ 0RGHO����� 0RGHO������ 0RGHO������ 0RGHO������)RUHJRQH�RXWSXW�FRVW�RI�FULVHV )LVFDO�FRVW�RI FULVHV&RHIILFLHQW &RHIILFLHQW &RHIILFLHQW &RHIILFLHQW &RHIILFLHQW &RHIILFLHQW�W�VWDW� �W�VWDW� �W�VWDW� �W�VWDW� �W�VWDW� �W�VWDW�,QIODWLRQ�W�� ������� ������� ������ ������� ������� �������������� ������� ������� ������� ������� �������5HDO�LQWHUHVW�UDWH�W�� ������� ������� ������� ������ ������ �������������� ������� ������� ������ ������ �������*URZWK�RI�UHDO�FUHGLW�W�� ������ ������ ������ ������ ������ ������������ ������ ������ ������� ������� ������&UHGLW�WR�*'3�W�� ������ ������ ������ ������ ������ ������������ ������ ������ ������ ������ �������*RYHUQPHQW�RZQHUVKLS�RI�EDQNV�W�� ������� ������� ������� ������ ������ ������������� �������� ������� ������� ������ �������*RY�RZQVKS��RI�EDQNVGXPP\�IRU����JRY�RZQVKS���W�� ������ ������������� ��������'XPP\�IRU�FRXQWULHV�XQGHU�DQ�H[FKDQJH�UDWH�SHJ��W�� ������ ������ ������ ������ ������ ������������� ������� ������� ������ ������ ������)RUEHDUDQFH ������ ������������ ������/LTXLGLW\�VXSSRUW ������� ������������� ������*XDUDQWHH ������ ������������� �������&RQVWDQW ������ ������ ������� ������� ������� �������������� ������� ������� ������� �������
1XPEHU�RI�REVHUYDWLRQV �� �� �� �� �� ��5�VTXDUHG ���� ���� ���� ���� ��� �������GHQRWH�VLJQLILFDQFH�DW�WKH����DQG���SHUFHQW�OHYHO��UHVSHFWLYHO\
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GHYHORS� ILQDQFLDO� LQIUDVWUXFWXUH��� ZKLFK� LV� QHHGHG� E\� D� KHDOWK\� ILQDQFLDO� V\VWHP�� � %HWWHU�LQIRUPDWLRQ�DQG�FRQWUDFWLQJ�ZLOO�OHDG�WR�EURDGHU�ILQDQFLDO�VHFWRU�GHYHORSPHQW�DQG��LQ�SDUWLFXODU��D� JUHDWHU UROH� IRU� HTXLW\� ILQDQFH� UHODWLYH� WR� GHEW� DQG� OHVV� GHSHQGHQFH� RQ� EDQN� ILQDQFH�� � 2QH�UHDVRQ�ZK\�LQVWLWXWLRQDO�XQGHUGHYHORSPHQW�DQG�HVSHFLDOO\�D�SRRU�OHJDO�HQYLURQPHQW�DUH�IRXQG�WR�EH� FRQGXFLYH� WR� FULVHV� LV� WKDW� WKH\� OHDG� WR� JUHDWHU� GHSHQGHQFH� RQ� EDQNLQJ� DQG KHQFH� D�PRUH�ORSVLGHG�ILQDQFLDO�V\VWHP��:KHQ�VWDWH�RZQHUVKLS�LV�SUHVHQW��WKH�GHPDQG�IRU�EHWWHU�LQIUDVWUXFWXUH�LV� HVSHFLDOO\�ZHDN�DQG� LWV� DEVHQFH�FDQ� IRUHVWDOO� WKH�GHYHORSPHQW�RI� WKH�EDQNLQJ�V\VWHP�DQG�RI�QRQEDQN� LQVWLWXWLRQV��� 5DWKHU� WKDQ� LQYHVWLQJ� VLJQLILFDQW� DPRXQWV� LQ� VWDWH�RZQHG� EDQNV��JRYHUQPHQWV�ZRXOG�EH�EHWWHU�VHUYHG�E\�JUHDWHU� LQYHVWPHQWV� LQ� LQIUDVWUXFWXUH��6XFK�JRYHUQPHQW�DFWLRQV�ZRXOG�QRW�RQO\�KHOS�WKH�EDQNLQJ�V\VWHP�LQ�WKH�IXWXUH��EXW��PRUH�LPSRUWDQWO\��WKH\�ZRXOG�LPSURYH�WKH�QRQEDQN�ILQDQFLDO�VHFWRU�DQG�JLYH�UHVLGHQWV�WKH�SRVVLELOLW\�RI�JHWWLQJ�EHWWHU�ILQDQFLDO�VHUYLFHV�IURP�SULYDWH��QRQEDQN�LQWHUPHGLDULHV�6HFRQG�� WKHUH� LV�QR� VXEVWLWXWH� IRU� VRXQG�PDFUR�SROLFLHV��PHDQLQJ�QRW�RQO\� WKRVH� WKDW�GR�QRW�DGG� WR� YRODWLOLW\�� EXW� DOVR� DFWXDOO\�GDPSHQ� LW�� :LWKRXW� WKHVH�SROLFLHV�� LQIODWLRQ�ZLOO� EH�KLJKHU��WKHUHE\�GULYLQJ�RXW�ORQJ�WHUP�GHEW�DQG�OHDYLQJ�WKH�FRUSRUDWH�VHFWRU�±±DQG�WKHUHIRUH�WKH�EDQNV±±ZLWK�PRUH�IUDJLOH�EDODQFH�VKHHWV���6RXQG�PDFUR�SROLFLHV�HQWDLO�DYRLGLQJ�OHQGLQJ�ERRPV��ZKLFK�LV�XOWLPDWHO\�WKH�UHVSRQVLELOLW\�RI�WKH�FHQWUDO�EDQN��DQG�WKHUHE\�OHVVHQLQJ�WKH�VFRSH�IRU�D�VXEVHTXHQW�EXVW���7KH\�DOVR�LQFOXGH�SD\LQJ�DWWHQWLRQ�WR�WKH�H[FKDQJH�UDWH�DQG�OLTXLGLW\�SROLFLHV��$V�VKRZQ�E\�'RPDo�DQG�0DUWLQH]�3HULD���������LI�WKH�FXUUHQF\�LV�SHJJHG��WKH�ULVN�RI�FULVHV�LV�ORZHU��EXW�WKHVH�HSLVRGHV�WHQG�WR�EH�PRUH�VHYHUH��7KHUHIRUH��WKH�DXWKRULWLHV�KDYH�WR�EH�HVSHFLDOO\�YLJLODQW�DJDLQVW�H[FKDQJH� UDWH�PLVDOLJQPHQWV�� ,I� WKH�JRYHUQPHQW� DGRSWV� D� IOH[LEOH� H[FKDQJH� UDWH�� WKHQ� WKH�JRDO�PXVW�EH�WR�OHVVHQ�µOHDQ�DJDLQVW�WKH�ZLQG¶�EHKDYLRU�ZKHQ�D�GRPHVWLF�ERRP�\LHOGV�DVVHW�YDOXHV�WKDW�DUH�GHWDFKHG�IURP�XQGHUO\LQJ�HFRQRPLF�IXQGDPHQWDOV��

�� $V� XVHG� LQ� :RUOG� %DQN� �IRUWKFRPLQJ�� ������� WKH� WHUP� �ILQDQFLDO� LQIUDVWUXFWXUH�� LV� LQWHQGHG� WR� FDSWXUH� WKH�IUDPHZRUN� RI� UXOHV� DQG� V\VWHPV� ZLWKLQ� ZKLFK� ILUPV� DQG� KRXVHKROGV� SODQ�� QHJRWLDWH�� DQG� SHUIRUP� ILQDQFLDO�WUDQVDFWLRQV�� � $V� VXFK�� LW� ZRXOG� LQFOXGH�� OHJDO� DQG� UHJXODWRU\� VWUXFWXUHV� �LQFOXGLQJ� UXOH� DQG� FRQWUDFW� HQIRUFHPHQW��PHFKDQLVPV��� VXSHUYLVRU\� UHVRXUFHV� DQG� SUDFWLFHV�� LQIRUPDWLRQ� SURYLVLRQ� �H�J��� DFFRXQWLQJ� DQG� DXGLWLQJ� UXOHV� DQG�SUDFWLFHV�� FUHGLW� EXUHDXV�� UDWLQJ� DJHQFLHV�� SXEOLF� UHJLVWULHV��� OLTXLGLW\� IDFLOLWLHV�� SD\PHQWV� DQG� VHFXULWLHV� VHWWOHPHQW�V\VWHPV�� DQG� H[FKDQJH� V\VWHPV� �H�J��� WUDGLQJ� DQG� OLVWLQJ� VHUYLFHV�� WUDGLQJ� UXOHV�� FRPPXQLFDWLRQ� DQG� LQIRUPDWLRQ�SODWIRUPV���� ,Q�IDFW��%DUWK��&DSULR��DQG�/HYLQH��������VKRZ�WKDW�JUHDWHU�VWDWH�RZQHUVKLS�OHDGV�WR�OHVV�QRQEDQN�ILQDQFLDO�VHFWRU�GHYHORSPHQW�
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%DQNLQJ�FULVHV�DUH�RIWHQ�SUHFHGHG�E\�GHSRVLW�UXQV�DQG�RU�D�GU\LQJ�XS�RI�OLTXLGLW\�LQ�WKH�LQWHU�EDQN�PDUNHW��%RWK�EDQNLQJ�UHJXODWLRQV�DQG�PDFURHFRQRPLF�SROLFLHV�VKRXOG�EH�FRQVLVWHQW�ZLWK�DQ�DGHTXDWH�OLTXLGLW\�SROLF\�WR�GHDO�ZLWK�XQH[SHFWHG�FULVHV�WKDW�FDQ�GHVWDELOL]H�WKH�SD\PHQW�V\VWHPV��,Q�WKLV�VHQVH��D�SROLF\�RI�UHTXLULQJ�EDQNV�WR�PHHW�FHUWDLQ�SUXGHQW�OLTXLGLW\�UDWLRV�DQG�RI�VHFXULQJ�FRQWLQJHQW�FUHGLW�OLQHV�IURP�DEURDG�PD\�EH�D�ZLVH�FRXUVH�RI�DFWLRQ�7KLUG�� LQFHQWLYHV� LQGXFHG� E\� WKH� UHJXODWRU\� IUDPHZRUN� LQ� WKH� ILQDQFLDO� V\VWHP� VKRXOG� EH�GHVLJQHG� VR� WKDW� WKH� VHFWRU� DFWV� DV� D� VKRFN�DEVRUEHU�� UDWKHU� WKDQ�D�PDJQLILHU�RI� ULVNV�� � ,Q�PRVW�FRXQWULHV� WKH�VDIHW\�QHW�XQGHU�WKH�EDQNLQJ�V\VWHP�±±SULQFLSDOO\�OHQGHU�RI�ODVW�UHVRUW�IDFLOLWLHV�DQG�H[SOLFLW� RU� LPSOLFLW� GHSRVLW� LQVXUDQFH±± HQFRXUDJHV� JUHDWHU� EDQN� GHSHQGHQFH� DQG� KHQFH� OHVV�VWDELOLW\�� � ,Q� SUDFWLFH�� JUHDWHU� VWDWH� RZQHUVKLS� KDV� RIWHQ� IXQFWLRQHG� OLNH� D� EODQNHW� GHSRVLW�LQVXUDQFH�� ,QVWHDG�� JRYHUQPHQWV� VKRXOG� DYRLG� WKLV� W\SH� RI� XQFRQGLWLRQDO� LQVXUDQFH� DQG� GHVLJQ�VDIHW\�QHWV� WR�HQFRXUDJH�KHDOWK\�EDODQFH� �GHEW�HTXLW\�� DQG�EDQNLQJ�QRQ�EDQNLQJ��� HIIHFWLYH� ULVN�PDQDJHPHQW�� DQG� RYHUVLJKW� RI� EDQNV� E\� RZQHUV�� PDUNHWV�� DQG� LQWHUPHGLDULHV�� � � )RU� FRXQWULHV�FRPLQJ�RXW�RI�D�SHULRG�RI�FRQWURO�� DWWHQWLRQ� WR� WKH� LQFHQWLYH� IUDPHZRUN�DQG� WKH�VDIHW\�QHW�ZLOO�KHOS�HQVXUH�EHWWHU�VHTXHQFHG�ILQDQFLDO�OLEHUDOL]DWLRQ��WKHUHE\�DJDLQ�OHVVHQLQJ�WKH�OLNHOLKRRG�RI�D�FULVLV�IURP�WKLV�VRXUFH��.H\� OHVVRQV� RQ� GHSRVLW� LQVXUDQFH� GHVLJQ� �UHYLHZHG� LQ� :RUOG� %DQN�� ������ DUH� WR� OLPLW�FRYHUDJH� �WR� ���� WLPHV� SHU� FDSLWD� *'3�� FRQVLVWHQW� ZLWK� WKH� SHUFHLYHG� QHHG� WR� SURWHFW� VPDOO�GHSRVLWRUV���NHHSLQJ�WKH�GHSRVLW�LQVXUDQFH�VFKHPH�XQIXQGHG��EXW�ZLWK�DFFHVV�WR�IXQGV��LQ�RUGHU�WR� HQFRXUDJH� PDUNHW� GLVFLSOLQH�� DQG� LQYROYLQJ� WKH� SULYDWH� VHFWRU� LQ� WKH� PDQDJHPHQW� DQG�DGPLQLVWUDWLRQ� RI� WKH� IXQG�� � 3ULYDWH� VHFWRU� LQYROYHPHQW� FDQ� KHOS� OLPLW� WKH� UHGXFWLRQ� LQ�PDUNHW�GLVFLSOLQH�DQG�WKH�LPSDFW�RQ�V\VWHPLF�ULVN�RI�DQ�RYHUO\�OLEHUDO�JRYHUQPHQW�VFKHPH���(QVXULQJ�WKDW�EDQN�PRQLWRULQJ�LV�ZRUNLQJ�LV�D�PXVW�IRU�OHVVHQLQJ�WKH�RGGV�DQG�FRVWV�RI�FULVHV���:LWK�VWDWH�RZQHG�EDQNV��WKHUH�LV�QR�DUPV�OHQJWK�EHWZHHQ�WKH�PRQLWRUV�± RQH�VHW�RI�EXUHDXFUDWV�LV�PRQLWRULQJ� DQRWKHU�� � 0RUHRYHU�� WKHUH� LV� QR� RZQHU� ZKR� KDV� KLV�KHU� RZQ� UHVRXUFHV� DW� ULVN� ±EXUHDXFUDWV�DUH�DFWLQJ�DV�DJHQWV�IRU�WKH�UHDO�RZQHUV��WKH�WD[SD\HUV��DQG�PDUNHWV�KDYH�OLWWOH�DELOLW\�RU�LQFHQWLYH�WR�PRQLWRU��DV�WKHVH�EDQNV�DUH�SHUFHLYHG�WR�EH�JRYHUQPHQW�ULVN���:LWK�SULYDWH�EDQNV��HQVXULQJ� WKDW� RZQHUV� KDYH� UHDO� FDSLWDO� DW� VWDNH� LV� D� SULRULW\�� DQG� LQGHHG� HQIRUFLQJ� FLYLO� DQG�FULPLQDO� OHJDO� SHQDOWLHV� LQ� WKH� HYHQW� WKDW� RZQHUV� GR� QRW� EHKDYH� ZLWK� WKH� KLJKHVW� ILGXFLDU\�VWDQGDUGV� LV� D� ZD\� RI� JRLQJ� EH\RQG� OLPLWHG� OLDELOLW\� DQG� LQFUHDVLQJ� RZQHUV¶� VKDUH� RI� WKH�GRZQVLGH�ULVN���



��

$V� IDU� DV� PDUNHWV� DUH� FRQFHUQHG�� ODUJH� EDQN� FUHGLWRUV�� WR� WKH� H[WHQW� WKH\� IHHO� H[SRVHG� WR�ORVVHV�� KDYH� FOHDU� LQFHQWLYHV� WR�PRQLWRU� EDQNV�� 5HFHQW� SURSRVDOV� DWWHPSW� WR� FDSLWDOL]H� RQ� WKLV�LQFHQWLYH�E\�IRUFLQJ�EDQNV�WR�LVVXH�VXERUGLQDWHG�GHEW��WKDW�LV��D�IL[HG�FODLP�WKDW�LV�RQO\�VHQLRU�WR�HTXLW\�� � 1RW� HQMR\LQJ� WKH� XSVLGH� JDLQV� RI� HTXLW\� KROGHUV�� EXW� KROGLQJ� DOPRVW� DV� PXFK� RI� WKH�GRZQVLGH� ULVN�� VXERUGLQDWHG� GHEW� KROGHUV� ZRXOG� EH� KLJKO\� PRWLYDWHG� WR� SROLFH� EDQNV� IRU�H[FHVVLYH ULVN�WDNLQJ���2WKHU�ODUJH�FUHGLWRUV�±±VXFK�DV�RWKHU�EDQNV�LQ�LQWHUEDQN�PDUNHWV±± ZRXOG�DOVR�EH�PRWLYDWHG�WR�PRQLWRU�EDQNV�DV�ZHOO��DV�ORQJ�DV�WKH\�ZHUH�QRW�XQGHU�WKH�SUHVXPSWLRQ�WKDW�WKH\�PLJKW�EH�µEDLOHG�RXW¶�LI�WKH�EDQN�JRW�LQWR�GLIILFXOWLHV����$�NH\�WR�WKH�VXFFHVV�RI�VXERUGLQDWHG�GHEW�LV�WR�HQVXUH�WKDW�WKH�LVVXHUV�DUH�WUXO\�DW�DUPV�OHQJWK�IURP�WKH�KROGHUV�RI�WKH�GHEW��PHDQLQJ�WKDW�WKH\�QHLWKHU�VKRXOG�EH�UHODWHG�SDUWLHV��QRU�VKRXOG�WKH�LVVXHU�EH�DOORZHG�WR�SURYLGH�FRPIRUW�RU�JXDUDQWHHV�WR�WKH�KROGHUV���1RWZLWKVWDQGLQJ�WKH�GLIILFXOW\�RI�GRLQJ�VR��&DORPLULV�DQG�3RZHOO��������QRWH�WKH�VLJQV�RI�VXFFHVV�RI�WKLV�SURJUDP�LQ�$UJHQWLQD��DQG�:RUOG�%DQN� ������� UHYLHZV�RWKHU� HYLGHQFH� WKDW� FUHGLWRUV� FDQ� FRQWULEXWH� WR�PRQLWRULQJ� �LQ�SDUWLFXODU��6FKPXNOHU�DQG�0DUWLQH]�3HULD����������2IILFLDO�VXSHUYLVRUV�DUH�WKH�UHPDLQLQJ�VHW�RI�PRQLWRUV��DQG�UHFHQW�HYLGHQFH�LQGLFDWHV�WKDW�WKH\�SURYLGH� LQGHSHQGHQW� LQIRUPDWLRQ�� � %XW� LW� LV� DOVR� FUXFLDOO\� LPSRUWDQW� WR� IRFXV� DWWHQWLRQ� RQ� WKH�LQFHQWLYH�VWUXFWXUH�IRU�VXSHUYLVRUV����$V�QRWHG�LQ�:RUOG�%DQN���������VXSHUYLVRUV�IDFH�D�VNHZHG�µEDODQFH�RI�WHUURU¶�LQ�D�QXPEHU�RI�FRXQWULHV��WR�WKH�H[WHQW�WKDW�WKH\�FDQ�EH�VXHG�IRU�WKHLU�DFWLRQV�DQG�EH�KHOG�SHUVRQDOO\�OLDEOH��2Q�WKH�RWKHU�KDQG��WKH\�FDQ�ORRN�IRUZDUG�WR�KLJKHU�LQFRPH�LQ�WKH�IXWXUH� E\� WDNLQJ� D� MRE� ZLWK� D� SULYDWH� EDQN�� � 7KXV�� WKH\� IDFH� SRVVLEO\� ODUJH� OLDELOLW\� IRU� WRXJK�HQIRUFHPHQW� QRZ�� DQG� VRPH� FKDQFH� RI� GHIHUUHG� JDLQV� IRU� IULHQGOLHU� VXSHUYLVLRQ�� � ,QVWHDG�� WKH\�QHHG�WR�EH�LPPXQH�IURP�FLYLO�OLDELOLW\�IRU�HQIRUFHPHQW�DFWLRQV�QRZ��DQG�VKRXOG�DW�WKH�OHDVW�IDFH�ORVV� RI� GHIHUUHG� FRPSHQVDWLRQ� �VXFK� DV� WKHLU� SHQVLRQ�� LI� LUUHJXODULWLHV� DUH�GLVFRYHUHG�GXULQJ�RU�DIWHU� WKHLU� FDUHHUV�� 7KLV� ZRXOG� EH� LQ� OLQH� ZLWK� WKH� RSWLPDO� FRPSHQVDWLRQ� VWUXFWXUH� ORQJ�UHFRJQL]HG� IRU� WKRVH� FKDUJHG� ZLWK� HQIRUFLQJ� ODZV� DQG� UHJXODWLRQV�� � (QVXULQJ� WKDW� WKHLU�FRPSHQVDWLRQ�WRGD\�LV�VXIILFLHQW�LV�D�PLQLPXP�DQG�WKH�UDWLRQDOH�IRU�SD\LQJ�DWWUDFWLYH�SHQVLRQV�±±GHIHUUHG�ERQXVHV�IRU�HIIHFWLYH�HQIRUFHPHQW��LI�\RX�ZLOO±± LV�FRQYLQFLQJ���7KLV�VDPH�DSSURDFK�LV�DSSOLHG�WR�ODZ�HQIRUFHPHQW�RIILFHUV¶�FRPSHQVDWLRQ�LQ�VRPH�FRXQWULHV�WR�WKH�H[WHQW�WKDW�LI�LW�LV�QRW�SRVVLEOH�WR�REVHUYH�WKHLU�DFWLRQV�ZHOO��WKH\�JLYH�WKHP�D�JHQHURXV�SHQVLRQ�± D�GHIHUUHG�ERQXV��LI�\RX�ZLOO�± EXW�FRQILVFDWH�WKDW�ERQXV�LI�WKH\�DUH�UHYHDOHG�WR�KDYH�HQJDJHG�LQ�YLRODWLRQV�RI�WKH�ODZV�DV�ZHOO�DV�µEHVW�SUDFWLFH�¶
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