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,���7KH�(IIHFWV RI�5HFHQW�&ULVHV
7KH���������$VLDQ�FULVLV��ZLWK�LWV�RIIVKRRWV�LQ�(DVWHUQ�(XURSH�DQG�6RXWK�$PHULFD��UHYHDOHG�KRZ� OLWWOH�ZH� VWLOO� NQRZ� DERXW�ZRUNDEOH� H[FKDQJH� UDWH� SROLFLHV� IRU� GHYHORSLQJ� FRXQWULHV��$UUDQJHPHQWV� WKDW�KDG�SHUIRUPHG�UHODWLYHO\�ZHOO�IRU�\HDUV��WKLQN�RI�,QGRQHVLD�DQG�.RUHD��FDPH�FUDVKLQJ�GRZQ ZLWK�DOPRVW�QR�DGYDQFH�QRWLFH��RWKHU�DUUDQJHPHQWV�WKDW�RQFH�VHHPHG�LQYXOQHUDEOH� �WKLQN�RI�+RQJ�.RQJ¶V�FXUUHQF\�ERDUG���DOPRVW� WXPEOHG�GRZQ�DV�ZHOO��0LG�FRXUVH� FRUUHFWLRQV� DQG� SROLF\� FKDQJHV� SURYHG� HTXDOO\� WURXEOHVRPH�� LQ� HYHU\� FRXQWU\� WKDW�DEDQGRQHG� D� SHJ DQG� IORDWHG� �%UD]LO�� 5XVVLD�� (FXDGRU�� 7KDLODQG�� DJDLQ� ,QGRQHVLD� DQG�.RUHD��� WKH� H[FKDQJH� UDWH�RYHUVKRW�PDVVLYHO\� DQG� D�SHULRG�RI� FXUUHQF\� WXUPRLO� IROORZHG��$QG� DOO� RI� LW�� RI� FRXUVH�� ZLWK� WUHPHQGRXV� UHDO� FRVWV�� ERWK� WKH� KLJK� LQWHUHVW� UDWHV� XVHG� WR�GHIHQG�SHJV�DQG� WKH�PDVVLYH�GHSUHFLDWLRQV� WKDW� IROORZHG�DEDQGRQPHQW�SOD\HG�KDYRF�ZLWK�FRUSRUDWH�EDODQFH�VKHHW�DQG�ZUHFNHG�ODUJH�FKXQNV�RI�WKH�GRPHVWLF�ILQDQFLDO�V\VWHP��,Q�VRPH�FRXQWULHV� WKH�UHDFWLRQ�LV� WR�DUJXH�WKDW� WKH�SHJV�WKDW�FROODSVHG�ZHUH�QRW�SHJJHG�HQRXJK�� ODFN�RI�FUHGLELOLW\�DQG� WKH� UHVXOWLQJ�HQGHPLFDOO\�KLJK� LQWHUHVW� UDWHV�EURXJKW� WKHVH�IL[HG� UDWHV�GRZQ�� WKH� ORJLF�JRHV��7KHQ� WKH�DQVZHU� LV� WR�HQVXUH�FUHGLELOLW\�DW�DQ\�H[SHQVH��KDUG� SHJV VXFK� DV� D� FXUUHQF\� ERDUG� ±±RU� HYHQ� IXOO� DEDQGRQPHQW� RI� WKH� GRPHVWLF��FXUUHQF\² VKRXOG�KHOS�FRQYLQFH�VNHSWLFV��$IWHU�DOO��RQH�FDQQRW�HDVLO\�GHYDOXH�D�FXUUHQF\�WKDW�GRHV�QRW�H[LVW��RU�RQH�ZKRVH�H[FKDQJH�UDWH�LV�VHW�E\�ODZ��7KLV�ORJLF�KHOSV�H[SODLQ�WKH�SRSXODULW\�RI�FXUUHQF\�ERDUGV�RU�GROODUL]DWLRQ��SDUWLFXODUO\�LQ�FRXQWULHV�ZLWK�DQ�LQIODWLRQDU\�KLVWRU\�DQG�RU�ZHDN�SROLWLFDO�LQVWLWXWLRQV��<HW�D�JRRG�GHDO�RI�WKH�FXUUHQW�HQWKXVLDVP�IRU�FXUUHQF\�ERDUGV�RZHV�WR�WKH�H[SHULHQFH�RI�RQH�FRXQWU\��$UJHQWLQD��RYHU�D�IDLUO\�EULHI�SHULRG�RI�WLPH��$OO�WKH�RWKHU�H[SHULHQFHV��H[FHSW�IRU�+RQJ�.RQJ¶V��KDYH�EHHQ�WRR�VKRUW�OLYHG�WR�EH�LQIRUPDWLYH�� (DUO\�LQ�WKH�UHFHQW�HSLVRGH�HYLGHQFH�VHHPHG�WR�IDYRU�WKH�$UJHQWLQD�+RQJ�.RQJ�PRGHO��D�SHULRG�RI�KLJK�LQWHUHVW�UDWHV�VHHPHG� OLNH� D� VPDOO� SULFH� WR� SD\� WR� DYRLG� WKH� WXUPRLO� DIIHFWLQJ� FRXQWULHV� WKDW� KDG� OHW WKH�H[FKDQJH�UDWH�JR��%XW�ERWK�KDUG�SHJ�FRXQWULHV�DUH� WRGD\�PLUHG�LQ�PDMRU�UHFHVVLRQV��ZKLOH�VRPH� RI� WKH� HDUO\� GHYDOXHUV� �0H[LFR��.RUHD�� VHHP� WR� EH� EDFN� RQ� WKH� JURZWK� WUDFN�� 7KH�HQWKXVLDVP�IRU�FXUUHQF\�ERDUGV�KDV�GLPLQLVKHG�DFFRUGLQJO\��
� 2WKHU�UHFHQW�H[SHULHQFHV�ZLWK�D�FXUUHQF\�ERDUG�LQFOXGH�(VWRQLD��/LWKXDQLD�DQG�%XOJDULD�



(&(6�ZS��� 9HODVFR �1RY�����

�

,W� VHHPV� OLNHO\� WKDW� FRXQWULHV� OLNH�$UJHQWLQD� DQG�+RQJ�.RQJ�ZLOO� SHUVHYHUH�ZLWK� WKHLU�FXUUHQF\� ERDUGV�� DQG� RWKHU� FRXQWULHV� PD\� ZHOO� LPLWDWH� WKHP�� 1RU� FDQ� RQH� UXOH� RXW�PRYHPHQWV� WRZDUG� FRPPRQ� FXUUHQFLHV�� j� OD� (XURSHDQ� 8QLRQ�� 0HUFRVXU� LV� D� SODXVLEOH��WKRXJK�ORQJ�WHUP��FDQGLGDWH��%XW� LW�VHHPV�FOHDU�±±DV�,�DUJXH�LQ�PRUH�GHWDLO�EHORZ±± WKDW�WKH� SROLWLFDO� DQG� ILQDQFLDO� SUHUHTXLVLWHV� WR� DGRSW� VXFK� KDUG� SHJV DUH� H[WUHPHO\� VWULQJHQW��&XUUHQF\� ERDUGV� DOVR� IDFH� VHULRXV� LPSOHPHQWDWLRQ� SUREOHPV� RI� WKHLU� RZQ�� 6WDUW� ZLWK� WKH�FKRLFH�RI�ZKDW�FXUUHQF\�WR�SHJ�WR�DQG�DW�ZKDW�UDWH��3HJJLQJ�WR�WKH�ZURQJ�DQFKRU�LQ�D�ZRUOG�RI�JUHDW�YRODWLOLW\�LQ�WKH�FURVV�UDWHV�DPRQJ�WKH�WKUHH�PDMRU�FXUUHQFLHV�FDQ�EH�GHYDVWDWLQJ��DV�WKH�FRXQWULHV�RI�6RXWK�(DVW�$VLD�GLVFRYHUHG�UHFHQWO\��$QG�KRZ�WR�JXDUDQWHH�WKH�VWDELOLW\�RI�WKH�GRPHVWLF�ILQDQFLDO�V\VWHP�LQ�WKH�DEVHQFH�RI�D�GRPHVWLF�OHQGHU�RI�ODVW�UHVRUW"�$�IRUHLJQ�DOWHUQDWLYH�SUHVXPDEO\�KDV�WR�EH�IRXQG��7KH�FRQVHTXHQFH�RI�WKHVH�GLIILFXOWLHV��LQ�RXU�YLHZ��LV�WKDW�QHZ�DWWHPSWV�DW�HVWDEOLVKLQJ�KDUG�SHJV PD\�EH�WKH�H[FHSWLRQ�UDWKHU�WKDQ�WKH�UXOH���)RU�PRVW� HPHUJLQJ�DQG�GHYHORSLQJ�FRXQWULHV�� WKH�RQO\� UHDOLVWLF�RSWLRQ� LV� VRPH�NLQG�RI�UHJLPH�HQWDLOLQJ�VXEVWDQWLDO�H[FKDQJH�UDWH�IOH[LELOLW\��$V�ZH�GRFXPHQW�EHORZ��RYHU�WKH�ODVW�WZR�GHFDGHV�PRUH�DQG�PRUH�GHYHORSLQJ�FRXQWLHV�KDYH�EHHQ�PRYLQJ�LQ�WKLV�GLUHFWLRQ��%\�WKH�PLG�QLQHWLHV� DURXQG� KDOI� RI� WKHP� KDG� D� IOH[LEOH� H[FKDQJH� UDWH� DUUDQJHPHQW�� 7KH� WUHQG�WRZDUG�H[FKDQJH�UDWH�IOH[LELOLW\�KDV�LQWHQVLILHG�DV�D�UHVXOW�RI�UHFHQW�FULVHV��ZKLFK�OHIW�PDQ\�HFRQRPLHV�ZLWK�QR�DOWHUQDWLYH�EXW�WR IORDW��2WKHUV�KDYH�PRYHG�WRZDUG�IORDWLQJ�VHDUFKLQJ�IRU�JUHDWHU�IOH[LELOLW\�DQG�LQVXODWLRQ�IURP�H[WHUQDO�VKRFNV���7KH�TXHVWLRQ�IRU�PRVW�HPHUJLQJ�PDUNHW�HFRQRPLHV��WKHQ��LV�QR�ORQJHU� WR�IORDW�RU�QRW�WR�IORDW��EXW�KRZ WR�IORDW��)RXU�LVVXHV�DULVH�LQ�WKLV�UHJDUG��,�UHYLHZ�HDFK�RI�WKHP�LQ�VRPH�GHWDLO�EHORZ��7KH�ILUVW� LV�ZKHWKHU�RQH�FDQ�IORDW�DQG�KDYH�ORZ�LQIODWLRQ��&RQYHQWLRQDO�ZLVGRP�±±DQG�VRPH�FURVV�FRXQWU\�HYLGHQFH�ZH�UHYLHZ�EHORZ²VXJJHVWV�WKDW�DQ�H[FKDQJH�UDWH�DQFKRU�LV�DQ�HIIHFWLYH�WRRO�WR�EULQJ�SULFH�LQFUHDVHV�XQGHU�FRQWURO��%XW�LV�LW�WKH�RQO\�WRRO"�0DQ\�FRXQWULHV��ERWK�GHYHORSHG�DQG�GHYHORSLQJ��KDYH�UHFHQWO\�PDQDJHG�WR�UHGXFH�LQIODWLRQ�ZKLOH�IORDWLQJ��7KH�DGYHQW�RI�LQGHSHQGHQW�FHQWUDO�EDQNV�SUREDEO\�GHVHUYHV�VRPH�RI�WKH�FUHGLW��DV�GRHV�WKH�XVH�RI�LQIODWLRQ�WDUJHWLQJ��7KH� VHFRQG� LV� ZKHWKHU� IORDWLQJ� SURYLGHV� DV� PXFK� LQVXODWLRQ� DV� FRQYHQWLRQDO� WKHRU\�SUHGLFWV��$Q\�HFRQRPLFV�XQGHUJUDGXDWH�GHVHUYLQJ�RI�D�%�OHDUQV�WKLV�NH\�SROLF\�LPSOLFDWLRQ�RI�WKH�0XQGHOO�)OHPLQJ�PRGHO��LI�DQ�HFRQRP\�LV�SUHGRPLQDQWO\�KLW�E\�IRUHLJQ�UHDO�VKRFNV��
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IOH[LEOH�H[FKDQJH�UDWHV�GRPLQDWH�IL[HG�UDWHV��7KLV�EDVLF�SROLF\�SUHVFULSWLRQ�LV�VWLOO�IRXQG�LQ�WH[WERRNV�DQG�FRQWLQXHV�WR�EH�WDXJKW�WR�XQGHUJUDGXDWHV��EXW�KDV�FRPH�XQGHU�DWWDFN�UHFHQWO\�IURP�ERWK�DFDGHPLF�HFRQRPLVWV�DQG�SROLF\�JXUXV��7KH� UHDO�ZRUOG� WULJJHU� IRU� WKLV�VKLIW��RI�FRXUVH��ZDV�WKH�$VLDQ�FULVLV��&RXQWULHV�OLNH�,QGRQHVLD�WKDW�OHW�WKHLU�H[FKDQJH�UDWHV�JR�HDUO\�RQ�HQGXUHG�VXEVWDQWLDO�UHDO�GHSUHFLDWLRQV��7KH\�VHHPHG��DW�OHDVW�DW�ILUVW��WR�EH�PRUH�WURXEOHG�WKDQ� WKRVH� FRXQWULHV� WKDW� KHOG� RQ�� 7KLV� UDLVHV� WKH� ROG� TXHVWLRQ� RI�ZKHWKHU� LQ� GHYHORSLQJ�FRXQWULHV�GHYDOXDWLRQV�FDQ�EH�FRQWUDFWLRQDU\�:KLFK�OHDGV�WR�WKH�WKLUG�SRLQW��WKH�UHODWLRQVKLS�EHWZHHQ�WKH�VWDELOLW\�RI�WKH�H[FKDQJH�UDWH�DQG� WKDW�RI� WKH� ILQDQFLDO� V\VWHP��8QGHU�GROODUL]DWLRQ�RI OLDELOLWLHV��GUDVWLF�DQG�XQH[SHFWHG�FKDQJHV� LQ� WKH�H[FKDQJH�UDWH�FDQ�KDYH�QDVW\�FRQVHTXHQFHV�� ,Q�(DVW�$VLD��DQ�RYHUVKRRWLQJ�H[FKDQJH� UDWH� ZDV� EODPHG� IRU� GHEW�VHUYLFH� GLIILFXOWLHV� DQG� EDQN� DQG� FRUSRUDWH�EDQNUXSWFLHV��$W� WKH�VDPH�WLPH��IORDWLQJ�PD\�KHOS�DYRLG�PLVDOLJQPHQW�� WKXV�PDNLQJ�ODUJH�UHDO� GHSUHFLDWLRQV� OHVV� OLNHO\�� $QG� WKH� PDWXULW\� DQG� FXUUHQF\� GHQRPLQDWLRQ� RI� OLDELOLWLHV�PD\�LWVHOI�GHSHQG�RQ�WKH�H[FKDQJH�UDWH�UHJLPH��ZLWK�VXVWDLQHG�IORDWLQJ�FRQFHLYDEO\�FUHDWLQJ�WKH�LQFHQWLYHV�IRU�LVVXLQJ�RZQ�FXUUHQF\ GHQRPLQDWHG�GHEW�7KH�IRXUWK�LV�KRZ�WR�FRQGXFW�PRQHWDU\�SROLF\�XQGHU�D�IORDW��7KHUH�DUH�QR�FHQWUDO�EDQNV�LQ� WKH� ZRUOG� WKDW� FRPSOHWHO\� DEVWDLQ� IURP� LQWHUYHQWLRQ� LQ� WKH� FXUUHQF\� PDUNHW�� ZKHWKHU�GLUHFWO\��VHOOLQJ�UHVHUYHV��RU�LQGLUHFWO\��$�NH\�TXHVWLRQ��WKHUHIRUH��LV�ZKDW�NLQG�RI�GLUW\�IORDW�WR� KDYH��+RZ�RIWHQ� WR� LQWHUYHQH"�6KRXOG�PRQHWDU\�SROLF\� UHDFW� V\VWHPDWLFDOO\� �HLWKHU�YLD�DJJUHJDWHV�RU�LQWHUHVW�UDWHV��WR�PRYHPHQWV�LQ�QRPLQDO�RU�UHDO�H[FKDQJH�UDWHV"�6KRXOG�WKHUH�EH�D�³PRQLWRULQJ�EDQG�´�DV�:LOOLDPVRQ��������KDV�VXJJHVWHG�DQG�VRPH�FRXQWULHV�VHHP�WR�KDYH� LQ� SUDFWLFH"� ,V� DQ� LQIODWLRQ� WDUJHW� WKH� EHVW� ZD\� WR� HQGRZ� IOH[LEOH� V\VWHPV� ZLWK� D�QRPLQDO�DQFKRU"�
,,��(YROXWLRQ�DQG�3HUIRUPDQFH�RI�([FKDQJH�5DWH�$UUDQJHPHQWV
+RZ� KDYH� H[FKDQJH� UDWH� DUUDQJHPHQWV� FKRVHQ� E\ GHYHORSLQJ� DQG� HPHUJLQJ� FRXQWULHV�FKDQJHG�RYHU�WLPH"�+DV�WKHLU�PDFURHFRQRPLF�SHUIRUPDQFH�EHHQ�FRUUHODWHG�ZLWK�WKH�SROLF\�FKRLFHV�PDGH"�7KLV�VHFWLRQ�UHYLHZV�HYLGHQFH�RQ�ERWK�RI�WKHVH�LVVXHV��
7KH�5HFHQW�7UHQGV7KH� ODWH� ����V�PDUNHG� WKH� EHJLQQLQJ� RI� D� QHZ� WUHQG� LQ� H[FKDQJH� UDWH� DUUDQJHPHQWV� IRU�GHYHORSLQJ�FRXQWULHV��7KH�LQLWLDO�SUHGRPLQDQFH�RI�SHJJHG�H[FKDQJH�UDWHV�JDYH�ZD\�WR�PRUH�
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IOH[LEOH�H[FKDQJH�UDWH�V\VWHPV��7KH�WUHQG�ZDV�VWDUWHG�E\�GHYHORSHG�FRXQWULHV�IROORZLQJ�WKH�EUHDNGRZQ� RI� %UHWWRQ�:RRGV� LQ� WKH� HDUO\� ��V�� ,QLWLDOO\�� GHYHORSLQJ� FRXQWULHV� FRQWLQXHG�WKHLU�SHJ�WR�D�VLQJOH�FXUUHQF\�RU�PRYHG�IURP�VLQJOH�FXUUHQF\�SHJV�WR�SHJV�GHILQHG�LQ�WHUPV�RI� D� EDVNHW� RI� FXUUHQFLHV��+RZHYHU�� E\� WKH� HQG� RI� WKH� GHFDGH� WKH� SRSXODULW\� RI� WKH� IL[HG�H[FKDQJH�UDWH�DUUDQJHPHQWV VWDUWHG�WR�GHFUHDVH��$V�7DEOH����WDNHQ�IURP�WKH�,0)��VKRZV��LQ�WKH� PLG�����V� DSSUR[LPDWHO\� ��� SHUFHQW� RI� GHYHORSLQJ� FRXQWULHV� UHPDLQHG� RQ� SHJJHG�DUUDQJHPHQWV��6LQFH�WKHQ��WKH�VLWXDWLRQ�KDV�FKDQJHG�FRQVLGHUDEO\��LQ�WKH�PLG�QLQHWLHV�RQO\����SHUFHQW�RI�GHYHORSLQJ�FRXQWULHV�KDG�VRPH�NLQG�RI�SHJ��ZKLOH�DURXQG����SHUFHQW�KDG�D�IOH[LEOH�H[FKDQJH�UDWH�DUUDQJHPHQW��7KHVH�WUHQGV�DUH�FRQILUPHG�RQFH�ZH�FRQWURO�IRU�WKH�UHODWLYH�HFRQRPLF�VL]H�RI�FRXQWULHV��,Q�WKH�PLG�VHYHQWLHV�FRXQWULHV�ZLWK�SHJJHG�H[FKDQJH�UDWHV�FRQGXFWHG�DOPRVW����SHUFHQW�RI�WKH� WRWDO� WUDGH� DPRQJ� GHYHORSLQJ� FRXQWULHV�� )OH[LEOH� DUUDQJHPHQWV� DFFRXQWHG� IRU� RQO\� ��SHUFHQW�� 6LQFH� WKH�PLG�����V� WKH� ODWWHU� VKDUH�KDV�EHHQ�JURZLQJ�� DQG� WKH� LQFUHDVH�EHFDPH�HVSHFLDOO\� PDUNHG� UHFHQWO\�� ,Q� ����� DOPRVW� ��� SHUFHQW� RI� WRWDO� WUDGH� ZDV� FRQGXFWHG� E\�FRXQWULHV�ZLWK�IOH[LEOH�H[FKDQJH�UDWH�DUUDQJHPHQWV��7KH� SUHYLRXV� FRQFOXVLRQV� PXVW� EH� WHPSHUHG� E\� WKH� IDFW� WKDW� WKH� FODVVLILFDWLRQ� RI�H[FKDQJH�UDWH�DUUDQJHPHQWV�LV�WKH�RIILFLDO�RQH��DV�GHFODUHG�E\�HDFK�FRXQWU\��,Q�VRPH�FDVHV�D�FRXQWU\�PD\�EH�GHFODULQJ�LWV�H[FKDQJH�UDWH�V\VWHP�WR�EH�D�IOH[LEOH�RQH��DOWKRXJK�LQ�SUDFWLFH�LW�LV�PDQDJHG�DV�D�SHJ��1RQHWKHOHVV��WKH�UHVXOWV�DUH�VWLOO�VXJJHVWLYH��
7DEOH����'HYHORSLQJ�&RXQWULHV��2IILFLDOO\�5HSRUWHG�([FKDQJH�5DWH�$UUDQJHPHQWV����RI�WRWDO����� ���� ���� ���� ����3HJJHG �� �� �� �� ��8�6��GROODU �� �� �� �� ��)UHQFK�IUDQF �� �� �� �� ��2WKHU � � � � �6'5 �� �� � � �&RPSRVLWH �� �� �� �� ��/LPLWHG�)OH[LELOLW\ � �� � � �6LQJOH � �� � � �&RRSHUDWLYH � � � � �0RUH�)OH[LELOLW\ �� �� �� �� ��6HW�WR�LQGLFDWRUV � � � � �0DQDJHG�IORDWLQJ � � �� �� ��,QGHSHQGHQWO\�IORDWLQJ � � �� �� ��1XPEHU�RI�&RXQWULHV ��� ��� ��� ��� ���6RXUFH� ,0)
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7KH�H[FHSWLRQ�WR�WKLV�JHQHUDO�WUHQG�WRZDUG�JUHDWHU�IOH[LELOLW\�LQ�WKH�H[FKDQJH�UDWH�V\VWHP�FRQVLVWV� RI� D� IHZ� FRXQWULHV� WKDW� KDYH� EHHQ� NHHSLQJ� RU� PRYLQJ� WR� FXUUHQF\� ERDUG�DUUDQJHPHQWV��$UJHQWLQD��+RQJ�.RQJ��(VWRQLD��/LWKXDQLD�DQG�%XOJDULD��+RQJ�.RQJ�KDV�KDG�D�FXUUHQF\�ERDUG�VLQFH�������ZKLOH�$UJHQWLQD�LQWURGXFHG�LWV�FRQYHUWLELOLW\�DUUDQJHPHQWV�LQ�������(VWRQLD��/LWKXDQLD�DQG�%XOJDULD�KDYH�LQWURGXFHG�D�FXUUHQF\�ERDUG�LQ�WKH�UHFHQW�\HDUV��'UDVWLF� UHGXFWLRQV� LQ� FURVV�ERUGHU� LQWHUHVW� UDWH� GLIIHUHQWLDOV� KDYH� EHHQ� FLWHG� DV� SURRI� RI�FUHGLELOLW\� LQ� WKH� H[FKDQJH� UDWH� V\VWHP�� 0RUHRYHU�� DOO� WKHVH FRXQWULHV� KDYH� DFKLHYHG�LPSRUWDQW�JDLQV�LQ�UHGXFLQJ�LQIODWLRQ��
0DFURHFRQRPLF�3HUIRUPDQFH�DQG�WKH�([FKDQJH�5DWH�5HJLPH�:KDW�LV�WKH�HPSLULFDO�HYLGHQFH�LQIODWLRQ�DQG�RXWSXW�JURZWK�SHUIRUPDQFH�ZLWK�WKH�H[FKDQJH�UDWH�UHJLPH"�4XLWH�OLPLWHG��%XW�VRPH�VXJJHVWLYH�VW\OL]HG�IDFWV�DUH�EHJLQQLQJ�WR�HPHUJH�(GZDUGV� ������� LQYHVWLJDWHV� ZKHWKHU�� H[� DQWH�� WKH� H[FKDQJH� UDWH� UHJLPH� DIIHFWV�LQIODWLRQDU\� SHUIRUPDQFH� E\� LQWURGXFLQJ� ILQDQFLDO� GLVFLSOLQH�� +H� XVHV� D� VDPSOH� IURP� ���GHYHORSLQJ�FRXQWULHV�IRU�WKH�SHULRG����������7KH FODVVLILFDWLRQ�RI�WKH�H[FKDQJH�UDWH�UHJLPH�IRU�HDFK�FRXQWU\�LV�EDVHG�RQ�WKH�V\VWHP�SUHYDLOLQJ�LQ�������7KH�GHSHQGHQW�YDULDEOH� LV�WKH�DYHUDJH� UDWH� RI� LQIODWLRQ�� 7R� DVVHVV� WKH� HIIHFW� RI� WKH� H[FKDQJH� UDWH� UHJLPH� RQ� LQIODWLRQ�SHUIRUPDQFH�KH�FRQWUROV� IRU�D�VHW RI�YDULDEOHV�� LQFOXGLQJ�SROLWLFDO� LQVWDELOLW\��JHRJUDSKLFDO�ORFDWLRQ�� DQG� WD[� V\VWHP� FKDUDFWHULVWLFV�� 7KH� UHVXOWV� LQGLFDWH� WKDW� FRXQWULHV� ZLWK� IL[HG�H[FKDQJH� UDWH�H[SHULHQFHG� ORZHU� LQIODWLRQ� UDWHV�GXULQJ� WKH�HLJKWLHV�FRPSDUHG� WR�FRXQWULHV�ZLWK� IOH[LEOH� DUUDQJHPHQWV�� 7KH� LQWURGXFWLRQ� RI� DQ� LQWHUDFWLYH� WHUP� EHWZHHQ� H[FKDQJH�UHJLPH� DQG� LQIODWLRQ� LQ� WKH� SHULRG� �������� VXJJHVW� WKDW� WKH� GLVFLSOLQDU\� HIIHFW� RI� WKH�H[FKDQJH�UDWH�SHJ�LV�KLJKHU�LQ�FRXQWULHV�ZLWK�D�KLVWRU\�RI�SULFH�VWDELOLW\��$OWHUQDWLYHO\��WKH�DXWKRU�UHSRUWV�D�PRUH�GLUHFW�ZD\�RI�WHVWLQJ�WKH�GLVFLSOLQH�HIIHFW�RI�WKH�H[FKDQJH�UDWH�V\VWHP�E\� XVLQJ� DV� D� GHSHQGHQW� YDULDEOH� WKH� UDWH� RI� JURZWK� RI�PRQH\�� 7KH� UHVXOWV� REWDLQHG� DUH�FRQVLVWHQW� ZLWK� WKH� SUHYLRXV� RQHV�� IL[HG� H[FKDQJH� UDWH� UHJLPHV� DSSDUHQWO\� SURPRWH�PRQHWDU\�GLVFLSOLQH�DQG��WKURXJK�LW��ORZHU�LQIODWLRQ�,Q�D�ODWHU�VWXG\��*RVK�HW�DO��������LQYHVWLJDWH�WKH�HIIHFW�RI�WKH�H[FKDQJH�UDWH�UHJLPH�RQ�LQIODWLRQ� DQG� RXWSXW� JURZWK� SHUIRUPDQFH� XVLQJ� GDWD� IURP� ���� FRXQWULHV� IRU� WKH� SHULRG�����������7KH\�FRPSXWH�XQFRQGLWLRQDO�DQG�FRQGLWLRQDO�PHDQV�IRU�LQIODWLRQ�DQG�JURZWK�UDWHV�IRU�WKH�VHW�RI�FRXQWULHV�JURXSHG�DFFRUGLQJ�WKH�GHJUHH�RI�IOH[LELOLW\�LQ�WKH�H[FKDQJH�UDWH��7KH�UHVXOWV� REWDLQHG� IURP� WKH� XQFRQGLWLRQDO�PHDQV� DQDO\VLV� LQGLFDWH� WKDW� FRXQWULHV�ZLWK� IL[HG�
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H[FKDQJH�UDWHV�H[SHULHQFH�ORZHU�UDWHV�RI�LQIODWLRQ�ZKLOH�LQ�WHUPV�RI�RXWSXW�JURZWK�WKHUH�DUH�QR� VLJQLILFDQW�GLIIHUHQFHV��7KH�FRQGLWLRQDO�PHDQV�DUH�FRPSXWHG�IURP�2/6�HVWLPDWHV�ZLWK�LQIODWLRQ� DQG� JURZWK� UDWHV� DV� GHSHQGHQW� YDULDEOHV� DQG� WKH� H[FKDQJH� UDWH� DUUDQJHPHQW��DPRQJ� RWKHU� IDFWRUV�� DV� DQ� H[SODQDWRU\� YDULDEOH�� 7KHVH� UHVXOWV� DOVR� VKRZ� WKDW� HYHQ� DIWHU�FRQWUROOLQJ�IRU�WKH�JURZWK�UDWHV�IRU�PRQH\��SHJJHG�H[FKDQJH�UHJLPHV�H[KLELW�ORZHU�DQG�OHVV�YRODWLOH�UDWHV�RI�LQIODWLRQ�WKDQ�GR�PRUH�IOH[LEOH�DUUDQJHPHQWV��+RZHYHU�� WKH�H[FKDQJH�UDWH�UHJLPH�HIIHFW�LV�UHGXFHG�QRWDEO\�ZKHQ�D�PRQH\�JURZWK�YDULDEOH�LV�LQWURGXFHG��*RVK� DQG� FR�DXWKRUV� DOVR� ILQG� WKDW� RXWSXW� JURZWK� GRHV� QRW� GLIIHU� VLJQLILFDQWO\� DPRQJ�GLIIHUHQW�H[FKDQJH�UDWH�UHJLPHV��KRZHYHU��WKHUH�GR�VHHP�WR�EH�GLIIHUHQFHV�LQ�WKH�VRXUFHV�RI�JURZWK�� 3HJJHG� H[FKDQJH� UDWH� UHJLPHV� WHQG� WR� VKRZ� KLJKHU� LQYHVWPHQW� UDWHV� EXW� ORZHU�JURZWK� RI� UHVLGXDO� SURGXFWLYLW\� FRPSDUHG� WR� PRUH� IOH[LEOH� DUUDQJHPHQWV�� 2QH� LPSRUWDQW�UHVXOW� LV� WKDW� WKH� SRVLWLYH� UHODWLRQ� EHWZHHQ� LQIODWLRQ� DQG� WKH� GHJUHH RI� IOH[LELOLW\� LQ� WKH�H[FKDQJH� UDWH� GRHV� QRW� KROG� IRU� KLJK� DQG� XSSHU� PLGGOH�LQFRPH� FRXQWULHV�� )RU� WKHVH�FRXQWULHV� WKLV� UHODWLRQ� LV� QRQ� OLQHDU�� SHJJHG� DQG� SXUH� IORDWHUV� H[KLELWV� ORZHU� UDWHV� RI�LQIODWLRQ�ZKLOH�LQWHUPHGLDWH�IORDWHUV�H[SHULPHQW�KLJKHU�LQIODWLRQ��0RUH� UHFHQWO\�� DQ� ,0)� VWXG\� HYDOXDWHG� WKH� PDFURHFRQRPLF� SHUIRUPDQFH� LQ� WHUPV� RI�LQIODWLRQ� DQG�RXWSXW�JURZWK� IRU� D�JURXS�RI�����GHYHORSLQJ�FRXQWULHV�� FRYHULQJ� WKH�SHULRG����������7KH�UHVXOWV�REWDLQHG�IURP�WKH�XQFRQGLWLRQDO�PHGLDQ�DQDO\VLV�DUH�VLPLODU�WR�WKRVH�FRQWDLQHG� LQ� *RVK� HW� DO¶V� VWXG\�� 7KH� PHGLDQ� UDWH� RI� LQIODWLRQ� LQ� FRXQWULHV� ZLWK� SHJJHG�H[FKDQJH� UDWHV� KDV� EHHQ� FRQVLVWHQWO\� ORZHU� DQG� OHVV� YRODWLOH� WKDQ� LQ� FRXQWULHV�ZLWK�PRUH�IOH[LEOH� H[FKDQJH� DUUDQJHPHQWV�� +RZHYHU�� WKH� LQIODWLRQ� UDWH� GLIIHUHQFH� EHWZHHQ� IOH[LEOH�DQG� SHJJHG� H[FKDQJH� UDWH� KDV� GHFUHDVHG� WKURXJKRXW� WKH� ��V�� ,Q� ������ WKLV� GLIIHUHQFH� LQ�DQQXDO� WHUPV� ZDV� DSSUR[LPDWHO\� ��� SHUFHQW�� GHFUHDVLQJ� WR� QHDU� �� SHUFHQW� LQ� ������0HDQZKLOH��WKH�SHUIRUPDQFH�LQ�WHUPV�RI�WKH�PHGLDQ�UDWH�RI�RXWSXW�JURZWK�RYHU�WKH�ODVW�WZR�GHFDGHV�KDV�QRW�VLJQLILFDQWO\�GLIIHUHG�EHWZHHQ�WKH�WZR�NLQGV�RI�UHJLPHV��,0)���������,Q�WKH�����V��WKH�GLIIHUHQFH�EHWZHHQ�WKHVH�WZR�DUUDQJHPHQWV�LQ�WHUPV�RI�UDWH�RI�RXWSXW�JURZWK�KDV�EHHQ�FRQVLVWHQWO\�SRVLWLYH�LQ�IDYRU�RI�WKH�PRUH�IOH[LEOH�V\VWHP�E\�QHDUO\���SHUFHQW�LQ�DQQXDO�WHUPV��
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,,,��+DUG�3HJV��$GYDQWDJHV��3UHUHTXLVLWHV�DQG�3LWIDOOV
$IWHU�D�VNHSWLFDO�UHYLHZ�RI�VRPH�RI�WKH�WKHRUHWLFDO�DUJXPHQWV�IRU�KDUG�SHJV��,�DVN�WZR�VHWV�RI�TXHVWLRQV��:KDW�NLQG�RI�FRXQWU\�LV�EHVW�VHUYHG�E\�DGRSWLQJ�D�KDUG�SHJ"�$QG�ZKDW�SLWIDOOV�VKRXOG�WKH�DGRSWLQJ�FRXQWU\�VWULYH�WR�DYRLG"�
7KH�&UHGLELOLW\�$UJXPHQW7KH�PDLQ� DUJXPHQW� LQ� IDYRU� RI� ³KDUG´� SHJV� UHVWV� RQ� WKH� QHHG� WR�PDNH�PRQHWDU\� SROLF\�FUHGLEOH�� ,I� \RX� FDQQRW� EXLOG� FUHGLELOLW\� IRU� PRQHWDU\� SROLF\� DW� KRPH�� WKHQ� \RX� FDQ�SUHVXPDEO\�LPSRUW�LW�E\�IL[LQJ�WKH�YDOXH�RI�\RXU�FXUUHQF\�WR�D�KDUG�PRQH\�FRXQWU\��7KLV�LV�ZKDW�&OXE�0HG�FRXQWULHV�DWWHPSWHG�E\�SHJJLQJ� WR� WKH�'0��DQG�ZKDW�$UJHQWLQD�KDV� WULHG�ZLWK� WKH� 86� GROODU�� 0DQ\� WKHRUHWLFDO� DQG� SUDFWLFDO� REMHFWLRQV� WR� WKH� DUJXPHQW� DUH� ZHOO�NQRZQ��:KHUH� WKH� SROLWLFDO� FRVWV� RI� DEDQGRQLQJ� D� SHJ� FRPH� IURP� DQG�ZKHWKHU� WKH\� DUH�ODUJH�HQRXJK�WR�SUHYHQW�XQSOHDVDQW�VXUSULVHV�LV�OHVV�WKDQ�FOHDU��0DQ\�DQ�³LUUHYHUVLEOH´�SHJ�KDV� FRPH�XQGRQH�� WKH�(06� WURXEOHV� LQ� WKH� HDUO\� ����V� DUH� EXW� RQH� H[DPSOH��<HW� LW� DOVR�VHHPV�FOHDU� WKDW� LI� WKH�SROLWLFDO�ZLOO� LV� VXIILFLHQW�� DQG� WKH� LQVWLWXWLRQV�GHVLJQHG� WR�H[SUHVV�WKDW� ZLOO� DUH� UREXVW� HQRXJK�� LQWHUHVW� UDWH� VSUHDGV� DQG� RWKHU� LQGLFDWRUV� RI� WKH� SXEOLF¶V�VNHSWLFLVP�FDQ�FRPH�GRZQ�VKDUSO\�DQG�VWD\�WKHUH��(XURSH�LQ�WKH�UXQ�XS�WR�(08�LV�D�JRRG�H[DPSOH��7KH� VWUHQJWK� �DQG� DOVR� WKH� SRWHQWLDO� ZHDNQHVV�� RI� ³KDUG´� SHJV� OLHV� LQ� WKH� DEVHQFH� RI�HVFDSH�FODXVHV��)ORRG�DQG�0DVVRQ��������ZHUH�WKH�ILUVW�WR�DUJXH�WKDW�D�IL[HG�H[FKDQJH�UDWH�LV�DQ�LPSOLFLW�FRQWUDFW�LQ�ZKLFK�WKH�&HQWUDO�%DQN�FRPPLWV�WR�UHWDLQLQJ�WKH�SHJ�XQOHVV�RQH�RU�PRUH�RI�VHYHUDO�XQVSHFLILHG�EXW�SDLQIXO�IDFWRUV�NLFN�LQ��,I�WKH\�GR��GHYDOXDWLRQ�QHHG�QRW�EH�SXQLVKHG� E\� D� ORVV� RI� FUHGLELOLW\�� IRU� LQ� GHYDOXLQJ� WKH� DXWKRULWLHV� KDYH� DGKHUHG� WR� WKH�LPSOLFLW� FRQWUDFW��:KHQ� WKH� VKRUW�WHUP� SDLQ� RI� GHIHQGLQJ� WKH� SHJ� LV� ODUJH� HQRXJK� WKDW� LW�RXWZHLJKV� WKH� ORQJ�WHUP� EHQHILWV� RI� UHWDLQLQJ� WKH� IL[HG� UDWHV� UHJLPH�� WKH� FRXQWU\� FRXOG�H[HUFLVH�DQ�³HVFDSH�FODXVH�´�RU�HQJDJH�LQ�³H[FXVDEOH�GHYDOXDWLRQ�´:KHWKHU� WKLV� LV� D� SODXVLEOH� YLHZ� RI� WKH� ZRUOG� KLQJHV� RQ� GLIILFXOW� LPSOHPHQWDWLRQ�SUREOHPV��,W�LV�QRW�FOHDU�WKHUH�DUH�³H[FXVDEOH�GHYDOXDWLRQV´�LQ�GHYHORSLQJ�FRXQWULHV��MXVW�DV�WKHUH� PD\� EH� QR� ³RUGHUO\� GHYDOXDWLRQV´� HLWKHU�� 7KLV� LV� SUREDEO\� EHFDXVH� WKH� H[RJHQRXV�VKRFNV� WKDW� FRXOG UHQGHU� WKHP� VR� DUH� QRW� IXOO\� REVHUYDEOH� ±RU� SHUKDSV� QRW� HYHQ� IXOO\�H[RJHQRXV�� LQ� WKH� VHQVH� WKDW� JRYHUQPHQWV� FRXOG� WU\� WR�PDQLSXODWH� HFRQRPLF� YDULDEOHV� WR�
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MXVWLI\�DQ�DEDQGRQPHQW�RI�WKH�SHJ��:KHQ�LQ�GRXEW��D�ZHDU\�SXEOLF�PD\�MXVWLILDEO\�FKRRVH�WR�EH�VNHSWLFDO��2EVWIHOG��������KDV�UDLVHG�DQ�DGGLWLRQDO�DQG�FUXFLDO�DUJXPHQW�DJDLQVW�HVFDSH�FODXVHV�LQ�IL[HG� H[FKDQJH� UDWHV�� WKH\� FDQ� RSHQ� WKH� GRRU� WR� PXOWLSOH� HTXLOLEULD�� 7KH� JRYHUQPHQW� LV�DOORZHG� LI� WKH� VLWXDWLRQ� JHWV� WRR� QDVW\�� %XW� WKH� H[SHFWDWLRQ� WKDW� WKH� JRYHUQPHQW� FRXOG�GHYDOXH�FRXOG�OHDG�WKH�SULYDWH�VHFWRU�WR�WDNH�DFWLRQV��GHPDQG�ODUJH�ZDJH�LQFUHDVHV�DQG�KLJK�QRPLQDO�LQWHUHVW�UDWHV��WKDW�PDNH�WKH�VLWXDWLRQ�QDVW\�WR�EHJLQ�ZLWK��,I�WKH�JRYHUQPHQW�GRHV�QRW�GHYDOXH��LW�KDV�WR�OLYH�ZLWK�FRVWO\�KLJK�UHDO�ZDJHV�DQG�UHDO�LQWHUHVW�UDWHV��%XW�LI�LW�JLYHV�LQ�� ZH� KDYH� D� VHOI�IXOILOOLQJ� SURSKHF\� VHWWLQJ� LQ�� GHYDOXDWLRQ� WDNHV� SODFH� H[FOXVLYHO\�EHFDXVH�DJHQWV�H[SHFWHG�LW��7KLV�PHDQV�WKDW�JRYHUQPHQWV�VKRXOG�WKLQN�ORQJ�DQG�KDUG�EHIRUH�KLQWLQJ�WKDW�LW�YLHZV�GHYDOXDWLRQ�LQ�VRPH�FLUFXPVWDQFHV�DV�³H[FXVDEOH�´�(TXLYDOHQWO\��WKH\�VKRXOG�DGRSW�³KDUG´�SHJV�WKDW�PDNH�GHYDOXDWLRQ�XQWKLQNDEOH��7KHUH�DUH�ZHOO�NQRZQ�REMHFWLRQV�WR� WKLV� OLQH�RI�DUJXPHQW��2QH�LV�WKDW�QR�SHJ��KRZHYHU�KDUG�� LV� LUUHYHUVLEOH�� (YHQ� LQVWDQFHV� RI� FXUUHQF\� XQLRQ� KDYH� EHHQ� XQGRQH��8QGHUVWDQGLQJ�WKDW�� LQYHVWRUV� DUH� OLNHO\� WR� GHPDQG� D� SUHPLXP� IRU� H[FKDQJH� UDWH� ULVN� WKDW�� HYHQ� WKRXJK�VPDOOHU�WKDQ�WKH�FRPSDUDEOH�SUHPLXP�IRU�OHVV�IL[HG�UHJLPHV��QHHG�QRW�EH�WULYLDO��7KH�VSUHDG�EHWZHHQ�SHVR�DQG�GROODU�$UJHQWLQH�ERQGV�RYHU�WKH�ODVW�IHZ�\HDUV�SUHFLVHO\�VXJJHVWV�WKLV��$�JRRG�UHDVRQ�IRU� WKH� OHVV�WKDQ�SHUIHFW�FUHGLELOLW\�RI�KDUG�SHJV� LV� WKDW� WKH\�UHTXLUH� WKH�FHQWUDO�EDQN�WR�EDFN�WKH�PRQHWDU\�EDVH�ZLWK�KDUG�FXUUHQF\��EXW�QR�PRUH��%XW�LV�EDFNLQJ�WKH�EDVH�VXIILFLHQW� WR�HQVXUH�VXVWDLQDELOLW\"�,Q�D� WHFKQLFDO�QDUURZ�VHQVH��\HV��%XW� LQ�D�EURDGHU�VHQVH�� QRW� QHFHVVDULO\�� &DOYR� ������� KDV� SRLQWHG� RXW� WKDW� D� EURDG� PHDVXUH� RI� UHVHUYHV�DGHTXDF\�PXVW�EH�FRQVLGHUHG�LQ�RUGHU�WR�HYDOXDWH�WKH�VXVWDLQDELOLW\�RI�WKH�SHJ��,I�WKH�FHQWUDO�EDQN�LV�QRW�ZLOOLQJ�WR�OHW�WKH�H[FKDQJH�UDWH�GHSUHFLDWH�LQ�WLPHV�RI�D�FDSLWDO�LQIORZ�UHYHUVDO��LW�VKRXOG�EH�SUHSDUHG�WR�FRYHU�DOO�LWV�SRWHQWLDO�OLTXLG�OLDELOLWLHV�ZLWK�UHVHUYHV��6XFK�OLDELOLWLHV�LQFOXGH�QRW�RQO\�WKH�PRQHWDU\�EDVH��EXW�DOVR�WKH�WRWDO�DPRXQW�RI�OLTXLG�PRQHWDU\�DVVHWV�LQ�WKH� HFRQRP\��&RQVLGHU� D� VLWXDWLRQ� LQ�ZKLFK� H[SHFWDWLRQV� RI� GHYDOXDWLRQ� JHQHUDWH� D� VKDUS�
� 2QH�FDQ� WKLQN�RI�H[FHSWLRQV��7KHUH�PD\�EH�VKRFNV� WKDW�DUH�VR�FOHDUO\�REVHUYDEOH�DQG�H[RJHQRXV�WKDW� WKH\�SDVV� WKH� WHVW�� )RU� LQVWDQFH�� 6DFKV�� 7RUQHOO� DQG� 9HODVFR� ������� DUJXH� WKDW� WKH� DVVDVVLQDWLRQ� RI� SUHVLGHQWLDO�FDQGLGDWH� /XLV� 'RQDOGR� &RORVLR� LQ� 0H[LFR� LQ� 0DUFK� ����� FRXOG� KDYH� SODXVLEO\� KDYH� MXVWLILHG� WKH�DEDQGRQPHQW�RI�WKH�H[FKDQJH�UDWH�EDQG��
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IDOO� LQ�EDQN�GHSRVLWV��%DQNV�OHQG�ORQJ�DQG�ERUURZ�VKRUW��7KXV�� WKH\�ZLOO�QRW�KDYH�HQRXJK�PRQH\�LQ�WKHLU�YDXOWV�WR�FRYHU�WKHLU�OLDELOLWLHV���7KH�PRQHWDU\�DXWKRULW\�WKHQ�IDFHV�DQ�XQSOHDVDQW�FKRLFH��,I�LW�DFWV�DV�OHQGHU�RI�ODVW�UHVRUW��LW�ZLOO�SURYLGH�HQRXJK�OLTXLGLW\�WR�FRPPHUFLDO�EDQNV�WR�PDWFK�WKHLU�OLDELOLWLHV��7KHVH�IXQGV�ZLOO�LQ�WXUQ�EH�XVHG�E\�WKH�DJHQWV�WR�EX\�IRUHLJQ�FXUUHQF\��GHWHULRUDWLQJ�WKH�UHVHUYH�SRVLWLRQ�RI�WKH�FHQWUDO�EDQN��%XW�LI�WKH�FHQWUDO�EDQN�GHFLGHV�QRW�WR�H[WHQG�FUHGLW�WR�FRPPHUFLDO�EDQNV��RU��LQ�WKH�FDVH�RI�D�KDUG�SHJ��LW�FDQQRW���D�ZDYH�RI�EDQNUXSWFLHV�FDQ�RFFXU��)ROORZLQJ� &DOYR¶V� ORJLF�� 6DFKV�� 7RUQHOO�� DQG�9HODVFR� ������� DQG�&KDQJ� DQG�9HODVFR������F�� XVH� WKH� UDWLR� RI� 0�� WR� IRUHLJQ� H[FKDQJH� UHVHUYHV� DV� WKH� LQGLFDWRU� RI� UHVHUYH�DGHTXDF\��7DEOH���VKRZV�WKH�UDWLR�RI�0��WR�IRUHLJQ�H[FKDQJH�UHVHUYHV�IRU�D�VHOHFWHG�VDPSOH�LQFOXGLQJ�$VLDQ� DQG� /DWLQ�$PHULFDQ� FRXQWULHV�� $V� FDQ� EH� QRWLFHG�� WKLV UDWLR�ZDV� FOHDUO\�KLJKHU�IRU�$VLDQ�HFRQRPLHV�WKDQ�/DWLQ�$PHULFDQ�FRXQWULHV�LQ�WKH�RQVHW�RI�WKH�$VLDQ�FULVHV�LQGLFDWLQJ�D�PRUH�IUDJLOH�SRVLWLRQ�LQ�SUHVHQFH�RI�DQ�LQFLSLHQW�VSHFXODWLYH�DWWDFN������
7DEOH����)RUHLJQ�([FKDQJH�5HVHUYHV�DQG�0�

0��1RQJROG�UHVHUYHV
���� ���� ���� ����+RQJ�.RQJ ��� ��� ��� ���,QGRQHVLD ��� ��� ��� ���.RUHD ��� ��� ��� ���0DOD\VLD ��� ��� ��� ���3KLOLSSLQHV ��� ��� ��� ���6LQJDSRUH ��� ��� ��� ���7KDLODQG ��� ��� ��� ���

$UJHQWLQD ��� ��� ��� ���%UD]LO ��� ��� ��� ���&KLOH ��� ��� ��� ���&RORPELD ��� ��� ��� ���0H[LFR ��� ��� ��� ���3HUX ��� ��� ��� ���9HQH]XHOD ��� ��� ��� ������5HVHUYHV�LQFOXGHV�JROG�DQG�JRYHUQPHQW�IRUHLJQ�H[FKDQJH�KROGLQJV�6RXUFH��,)6



(&(6�ZS��� 9HODVFR �1RY�����

��

)LQDOO\��LW�LV�LPSRUWDQW�WR�VWUHVV�WKDW�D�FXUUHQF\�ERDUG��HYHQ�LI�IXOO\�FUHGLEOH��FDQ�GR�DZD\�ZLWK�FXUUHQF\�ULVN��EXW�QRW�QHFHVVDULO\�ZLWK�GHIDXOW�ULVN��'HEWRUV��ZKHWKHU�SULYDWH�RU�SXEOLF��FDQ�GRXEWOHVVO\�GHIDXOW�RQ�WKHLU�REOLJDWLRQV�UHJDUGOHVV�RI�WKH�H[FKDQJH�UDWH�UHJLPH��<HW�LW�LV�VRPHWLPHV� DUJXHG� WKDW� LQ� WKH� SUHVHQFH� RI� GROODUL]DWLRQ� RI� OLDELOLWLHV�� KDUG� SHJV� FDQ� DOVR�UHGXFH�GHIDXOW�ULVN��VLQFH�ORFDO�ERUURZHUV�DUH�SUHVXPDEO\�PRUH�LQVXODWHG�DJDLQVW�ODUJH�DQG�XQH[SHFWHG�FKDQJHV�LQ�UHODWLYH�SULFHV��%XW� LQWHUQDWLRQDO� LQYHVWRUV� GR� QRW� VHHP� WR� UHJDUG� FRXQWULHV� ZLWK� IOH[LEOH� UDWH�DUUDQJHPHQWV�DV� V\VWHPDWLFDOO\� ULVNLHU��&RQVLGHU�� IRU� LQVWDQFH�� WKH� VRYHUHLJQ�ERQG�VSUHDGV�ZLWK� UHVSHFW� WR�8�6�� 7UHDVXU\� ERQGV� IRU�$UJHQWLQD� DQG�0H[LFR��2I� FRXUVH�� VXFK� VSUHDGV�GHSHQG�RQ�D�KRVW�RI�IDFWRUV��IRU�ZKLFK�RQH�ZRXOG�KDYH�WR�FRQWURO��DQG�GRLQJ�WKDW�LV�EH\RQG�WKH� VFRSH� RI� WKLV� SDSHU�� %XW� WKH� FRQWUDVW� EHWZHHQ� WKH� WZR� FRXQWULHV� LV� QRQHWKHOHVV�VXJJHVWLYH�� )LJXUH� �� LQ� WKH� $SSHQGL[� VKRZV� WKH� VSUHDG� GLIIHUHQWLDO� EHWZHHQ� WKH� WZR�FRXQWULHV� EHWZHHQ� -DQXDU\� ����� DQG�'HFHPEHU� ������ 7KH� UHVXOW� LV� VWULNLQJ�� $UJHQWLQD¶V�ERQGV�KDYH�QRW�RQO\�EHHQ�DQ�DYHUDJH����EDVLV�SRLQWV�KLJKHU�WKDQ�0H[LFR¶V�RYHU�WKH�ZKROH�SHULRG��EXW�WKH\�KDYH�EHHQ�KLJKHU�HYHU\�\HDU��ZLWK�WKH�H[FHSWLRQ�RI����������ESV�LQ�IDYRU�RI�$UJHQWLQD���0RUHRYHU��0H[LFR¶V� VSUHDGV�KDYH�EHHQ� ORZHU� WKDQ�$UJHQWLQD¶V����SHUFHQW� RI�WKH� WLPH� DQG� HYHU\� VLQJOH� \HDU�� DV� VKRZQ� LQ� 7DEOH� ��� 0H[LFR¶V� DGYDQWDJH� LV� HVSHFLDOO\�VWULNLQJ�LQ�������WKH�\HDU�RI�WKH�0H[LFDQ�FULVLV���*ROGIDMQ�DQG�2OLYDUHV� �����D��KDYH�FRPSDUHG� WKH�EHKDYLRU�RI� VRYHUHLJQ�ERQG�VSUHDGV�EHWZHHQ�$UJHQWLQD� DQG� 3DQDPD� LQ� ��������� ,I� KDUGHU� SHJV� UHVXOW� LQ� ORZHU� VSUHDGV�� WKHQ�3DQDPD� VKRXOG� KDYH� DQ� DGYDQWDJH� RYHU� $UJHQWLQD� RQ� WKLV� FRXQW�� <HW�� WKHUH� ZDV� QR�VLJQLILFDQW� GLIIHUHQFH� LQ� VSUHDGV� IRU� WKH� �� FRXQWULHV�� LQ� VSLWH� RI� WKH� IDFW� WKDW� ULVN�FODVVLILFDWLRQV� IURP� ERWK�0RRG\¶V� DQG�6WDQGDUG�	�3RRU� IDYRU�3DQDPD��7KH� DXWKRUV� DOVR�SRLQW�RXW�WKDW�3DQDPD�KDV�SDLG�VXEVWDQWLDOO\�KLJKHU�VSUHDGV�WKDQ�&RVWD�5LFD��D�IOH[LEOH�UDWH�FRXQWU\��LQ�WKH�DIWHUPDWK�RI�WKH�$VLDQ�FULVLV�$�ORRN�DW�UHDO� OHQGLQJ�UDWHV� LQ�7DEOH���DOORZV�RQH�WR�PDNH�VHYHUDO�REVHUYDWLRQV��)LUVW��6LQJDSRUH� KDV� V\VWHPDWLFDOO\� ORZHU� UDWHV� WKDQ� +RQJ�.RQJ� LQ� WKH� DIWHUPDWK� RI� WKH�$VLDQ�FULVLV�� 6HFRQG�� 6LQJDSRUH� KDV�PXFK�PRUH� VWDEOH� UDWHV� WKDQ� LWV�$VLDQ� QHLJKERU�� �1RWH� WKH�VKDUS LQFUHDVH� LQ� UDWHV� LQ� +RQJ� .RQJ� GXULQJ� ���������� 7KLUG�� ERWK� $XVWUDOLD� DQG� 1HZ�=HDODQG�KDYH�ORZHU�UDWHV�WKDQ�+RQJ�.RQJ�LQ����������)RXUWK��ERWK�&KLOH�DQG�0H[LFR�KDYH�±±RQ�DYHUDJH² ORZHU�OHQGLQJ�UDWHV�WKDQ�$UJHQWLQD�RYHU�WKH���\HDU�SHULRG����������$JDLQ��
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WKHVH� VW\OL]HG� IDFWV�GR�QRW� VKRZ� WKDW� IORDWLQJ�UDWH�FRXQWULHV�KDYH� ORZHU� LQWHUHVW� UDWHV� WKDQ�KDUG�SHJV��EXW�WKH\�DUH�VXJJHVWLYH���
7DEOH����5HDO�/HQGLQJ�5DWHV����

���� ���� ���� ���� ����$UJHQWLQD ���� ���� ��� ���� ����$XVWUDOLD ��� ��� ��� ��� ���&KLOH ���� ���� ��� ���� ����+RQJ�.LQJ ��� ��� ��� ���� ����0H[LFR ��� ��� ��� ���� ����1HZ�=HDODQG ��� ���� ���� ��� ���6LQJDSRUH ��� ��� ��� ��� ���6RXUFH��,QWHUQDWLRQDO�)LQDQFLDO�6WDWLVWLFV��,0)��������
7KH�'LVFLSOLQH�$UJXPHQW7KH�RWKHU�LPSRUWDQW�UHDVRQ�WKDW�OHDGV�PDQ\�WR�DGYRFDWH�KDUG SHJV�LV�WKHLU�DOOHJHG�DELOLW\�WR�LQGXFH� GLVFLSOLQH� ±±ZKHWKHU� ILVFDO� RU�PRQHWDU\�� � 7KLV� DUJXPHQW� LV� D� FORVH� FRXVLQ� RI� WKH�FUHGLELOLW\�VWRU\��3UHVXPDEO\��IL[HG�UDWHV�LQGXFH�PRUH�GLVFLSOLQH�EHFDXVH�DGRSWLQJ�OD[�ILVFDO�SROLFLHV� PXVW� HYHQWXDOO\� OHDG� WR� DQ� H[KDXVWLRQ� RI� UHVHUYHV� DQG� DQ� HQG� WR� WKH� SHJ��3UHVXPDEO\�� WKH� HYHQWXDO� FROODSVH� RI� WKH� IL[HG� H[FKDQJH� UDWH�ZRXOG� LPSO\� D�ELJ�SROLWLFDO�FRVW� IRU� WKH�SROLF\PDNHU�±±WKDW� LV� WR�VD\��EDG�EHKDYLRU� WRGD\�ZRXOG�OHDG�WR� D�SXQLVKPHQW�WRPRUURZ��)HDU�RI�VXIIHULQJ�WKLV�SXQLVKPHQW�OHDGV�WKH�SROLF\PDNHU�WR�EH�GLVFLSOLQHG��,I�WKH�GHWHUUHQW�LV�VWURQJ�HQRXJK��WKHQ�XQVXVWDLQDEOH�ILVFDO�SROLFLHV�GR�QRW�RFFXU�LQ�HTXLOLEULXP�%XW��DV�7RUQHOO�DQG�9HODVFR��������������KDYH�DUJXHG��WKH�FRQYHQWLRQDO�ZLVGRP�IDLOV�WR�XQGHUVWDQG� WKDW� XQGHU� IOH[LEOH� UDWHV�� LPSUXGHQW� EHKDYLRU� ±±HVSHFLDOO\� ILVFDO� OD[LW\±± KDV�FRVWV� DV�ZHOO��7KH�GLIIHUHQFH�ZLWK� IL[HG� UDWHV� LV� LQ� WKH� LQWHUWHPSRUDO� GLVWULEXWLRQ�RI� WKHVH�FRVWV�� 8QGHU� IL[HG� UDWHV� XQVRXQG� SROLFLHV� PDQLIHVW� WKHPVHOYHV� LQ� IDOOLQJ� UHVHUYHV� RU�H[SORGLQJ�GHEWV��2QO\�ZKHQ�WKH�VLWXDWLRQ�EHFRPHV�XQVXVWDLQDEOH�GR�WKH�FRVWV�EHJLQ�WR�ELWH��)OH[LEOH� UDWHV�� E\� FRQWUDVW�� DOORZ� WKH� HIIHFWV� RI� XQVRXQG� ILVFDO� SROLFLHV� WR� PDQLIHVW�WKHPVHOYHV�LPPHGLDWHO\�WKURXJK�PRYHPHQWV�LQ�WKH�H[FKDQJH�UDWH�DQG�WKH�SULFH�OHYHO��$OO�RI�WKLV�PHDQV��DV�7RUQHOO�DQG�9HODVFR������DQG������VKRZ�IRUPDOO\��WKDW�LI�LQIODWLRQ�LV�FRVWO\�IRU� WKH� ILVFDO� DXWKRULWLHV�� DQG� WKHVH� GLVFRXQW� WKH� IXWXUH� KHDYLO\�� WKHQ� IOH[LEOH� UDWHV� ±±E\�IRUFLQJ�WKH�FRVWV�RI�PLVEHKDYLRU�WR�EH�SDLG�XS�IURQW±± FDQ�SURYLGH�PRUH�ILVFDO�GLVFLSOLQH�
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6RPH�HPSLULFDO�HYLGHQFH�VXSSRUWV�WKLV�UHYLVLRQLVW�YLHZ��7RUQHOO�DQG�9HODVFR��������DQG�*DYLQ�DQG�3HURWWL��������VKRZ�WKDW�LQ�/DWLQ�$PHULFD�ILVFDO�SROLFLHV�KDYH�EHHQ�PRUH�SUXGHQW�±DIWHU�FRQWUROOLQJ�IRU�D�KRVW�RI�IDFWRUV²XQGHU�IOH[LEOH� WKDQ�XQGHU�IL[HG�UDWHV��7KRVH�ZHUH�PRVWO\� ³VRIW´� SHJV�� :RXOG� ³KDUG´� SHJV� SHUIRUP� DQ\� GLIIHUHQWO\"� 7KH� HYLGHQFH� LQ� WKLV�UHJDUG� LV� OLPLWHG�� 7RUQHOO� DQG� 9HODVFR� ������� VWXG\� WKH� FDVH� RI� 6XE�6DKDUDQ� $IULFD��FRPSDULQJ� WKH� H[SHULHQFH� RI� IUDQFRSKRQH� FRXQWULHV� WKDW� KDYH�SHJJHG� WR� WKH�)UHQFK� IUDQF�YHUVXV� WKH� UHVW�� 6LQFH� SHJV� LQ� WKH�&)$�]RQH� DUH� DQ� DUWLIDFW� RI� FRORQLDO� UXOH�� DQG� WKXV� DUH�VXSSRUWHG� E\� D� )UHQFK� FRPPLWPHQW� WR� LQWHUYHQH�� DQG� VLQFH� FXUUHQF\� UDWHV� KDYH� EHHQ�FKDQJHG� RQO\� RQFH� VLQFH� ������ WKH\� FRXOG� FRQFHLYDEO\� EH� WKRXJKW� RI� DV� ³KDUG�´�7KH� EDG�QHZV� LV� WKDW� IUDQFRSKRQH� $IULFDQ� FRXQWULHV� RSHUDWLQJ� XQGHU� WKDW� UHJLPH� VHHP� WR� KDYH�H[KLELWHG�OHVV�ILVFDO�GLVFLSOLQH�±±GHILQHG�DV�DYHUDJH�GHILFLWV²DIWHU�FRQWUROOLQJ�IRU�D�KRVW�RI�IDFWRUV��WKDQ�WKHLU�$QJORSKRQH�FRXQWHUSDUWV��7KH� UHFHQW� H[SHULHQFH� LQ�/DWLQ�$PHULFD� LV� DOVR� DPELJXRXV��7KH� ILVFDO� SHUIRUPDQFH� RI�$UJHQWLQD�DQG�3DQDPD�KDV�QRW�EHHQ�VWHOODU��EXW�LQ�WKH�FDVH�RI�$UJHQWLQD�LW�UHSUHVHQWV�D�YDVW�LPSURYHPHQW� IURP� WKH� K\SHU� LQIODWLRQ�SURGXFLQJ� GHILFLWV� RI� WKH� ����V�� :RXOG� IUHH�VSHQGLQJ�%UD]LOLDQ�FRQJUHVVPHQ�KDYH�EHKDYHG�PRUH�SUXGHQWO\�LQ���������KDG�WKHLU�FRXQWU\�EHHQ�RQ�D�FXUUHQF\�ERDUG"�6RPH�VNHSWLFLVP�LV�VXUHO\�LQ�RUGHU�
3UHUHTXLVLWHV�IRU�$GRSWLRQ+DUG�SHJV��WKHQ��VHHP�WR�KDYH�VRPH�LPSRUWDQW��WKRXJK�QRW�XQDPELJXRXV��DGYDQWDJHV��%XW�FXUUHQF\� ERDUGV� RU� IXOO� GROODUL]DWLRQ� DUH� QRW� IRU� HYHU\RQH�� $� VKRUW� DQG� UHDVRQDEO\� QRQ�FRQWURYHUVLDO�OLVW�RI�FRQGLWLRQV�LV�OLNHO\�WR�LQFOXGH��

x 2SWLPDO�FXUUHQF\�DUHDV�FULWHULD�PXVW�EH�VDWLVILHG��7KLV�PHDQV��DPRQJ�RWKHU�WKLQJV��WKDW�ODUJH�FRXQWULHV�DUH�ZRUVH�FDQGLGDWHV�WKDQ�VPDOO�FRXQWULHV��DQG�WKDW�SHJJLQJ�WR�D�FRXQWU\�VXEMHFW�WR�YHU\�DV\PPHWULF�UHDO�VKRFNV�LV�OLNHO\�WR�SURYH�SUREOHPDWLF��
x $OVR� DORQJ� 0XQGHOO�0F.LQQRQ� OLQHV�� WKH� EXON� RI� WKH� DGRSWLQJ� FRXQWU\¶V� WUDGH�WDNHV�SODFH�ZLWK�WKH�FRXQWU\�RU�FRXQWULHV�WR�ZKRVH�FXUUHQFLHV�LW�SODQV�WR�SHJ��7KLV�PHDQV� WKDW�� FHWHULV� SDULEXV�� 0H[LFR� RU� &HQWUDO� $PHULFD� DUH� PXFK� EHWWHU�FDQGLGDWHV�IRU�GROODUL]DWLRQ�WKDQ�$UJHQWLQD��%UD]LO�RU�&KLOH��0RUH�RQ�WKLV�EHORZ�

� 6RPH�FRLQFLGH�ZLWK�WKH�FRQGLWLRQV�SXW�IRUWK�E\:LOOLDPVRQ��������
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x 7KH� DGRSWLQJ� FRXQWU\� PXVW� KDYH� SUHIHUHQFHV� DERXW� LQIODWLRQ� WKDW� DUH� EURDGO\�VLPLODU� WR� WKRVH� RI� WKH� FRXQWU\� WR� ZKLFK� LW� SODQV� WR� SHJ�� 7KLV� PD\� EH� HDVLO\�DFKLHYHG� LQ� FRXQWULHV� ZLWK� D� KLVWRU\� RI� KLJK� LQIODWLRQ�� ZKLFK� QRZ� ZDQW� SULFH�VWDELOLW\�DW�DOO�FRVWV �H�J��$UJHQWLQD���,W�PD\�SURYH�WULFNLHU�LQ�FRXQWULHV�ZKLFK�KDYH�QHYHU� H[SHULHQFHG� D� IXOO�EORZQ� K\SHULQIODWLRQ�� DQG� ZKHUH� WKH� SROLV LV� OHVV�XQDQLPRXV� LQ� LWV�ZLOOLQJQHVV� WR� WDNH� SDLQ� WR� HQVXUH� VWDEOH� SULFHV� �H�J�� (FXDGRU��%UD]LO��9HQH]XHOD��
x )OH[LEOH� ODERU PDUNHWV� EHFRPH� HVVHQWLDO��ZLWK� WKH� H[FKDQJH� UDWH� IL[HG�� QRPLQDO�ZDJHV�DQG�SULFHV�PXVW�DGMXVW��KRZHYHU�VORZO\�� LQ� UHVSRQVH� WR�DQ�DGYHUVH�VKRFN��&RXQWULHV�FRQVLGHULQJ�D�KDUG�SHJ�DUH�ZHOO�DGYLVHG�WR�XQGHUWDNH�ODERU�UHIRUPV�ILUVW��7KH�DUJXPHQW�LV�VRPHWLPHV�PDGH��HVSHFLDOO\�LQ�(XURSH���WKDW�WKH�YHU\�SUHVHQFH�RI�D� KDUG� SHJ�ZLOO� FUHDWH� WKH� SROLWLFDO� LPSHWXV� IRU� ODERU�PDUNHW� GHUHJXODWLRQ�� 7KDW�PD\� ZHOO� EH� VR�� EXW� LW� VHHPV� OLNH� D� YHU\� ULVN\� JDPEOH� WR� WDNH�� HVSHFLDOO\� IRU�FRXQWULHV�ZLWK�SROLWLFDO�V\VWHPV�PRUH�XQZLHOG\�WKDQ�(XURSH¶V�
x 6WURQJ��ZHOO�FDSLWDOL]HG�DQG�ZHOO�UHJXODWHG�EDQNV�DUH�DOVR�HVVHQWLDO�� VLQFH�D�KDUG�SHJ� SUHYHQWV� WKH� ORFDO� FHQWUDO� EDQN� IURP� VHUYLQJ� DV� D� OHQGHU� RI� ODVW� UHVRUW� WR�GRPHVWLF�EDQNV��0RUH�RQ�WKLV�EHORZ�
x +DUG�SHJV�DUH�PRVW�QHFHVVDU\�IRU�FRXQWULHV�ZLWK�ZHDN�FHQWUDO�EDQNV�DQG�FKDRWLF�ILVFDO� LQVWLWXWLRQV�� %XW�PDNLQJ� KDUG� SHJV�ZRUN� UHTXLUHV� KLJK�TXDOLW\� LQVWLWXWLRQV�DQG�WKH�UXOH�RI� ODZ��ZKLFK�PDWWHU� LQ�ZD\V�WKDW�DUH�VHOGRP�GLVFXVVHG��$�FXUUHQF\�ERDUG� IRU� LQVWDQFH�� LV� D� FRPPLWPHQW� WR� DGKHUH� WR� D� VHW� RI� YHU\� VWULFW� UXOHV�JRYHUQLQJ�PRQHWDU\�SROLF\��,W�PD\�DOVR�LQYROYH�SXWWLQJ�WKH�H[FKDQJH�UDWH�LQWR�WKH�ODZ�� DV� $UJHQWLQD� KDV� GRQH�� 7KHVH� DUUDQJHPHQWV� RQO\� PDNH� VHQVH� LQ� FRXQWULHV�ZKHUH�JRYHUQPHQWV�DGKHUH�WR�WKHLU�RZQ�UXOHV�DQG�ZKHUH�ODZV�FDQQRW�EH�FKDQJHG�E\�ILDW�

3HJJLQJ�WR�WKH�5LJKW�&XUUHQF\$�NH\�LPSOHPHQWDWLRQ�SUREOHP�LV�WKDW��LQ�D�ZRUOG�RI�IORDWLQJ�UDWHV��SHJJLQJ�WR�RQH�FXUUHQF\�PHDQV� IORDWLQJ� YLV�j�YLV�PRVW� RWKHUV�� 7KLV� LV� QRW� D� SUREOHP� IRU� FRXQWULHV�ZKRVH� WUDGH� LV�JHRJUDSKLFDOO\� YHU\� FRQFHQWUDWHG� DQG� ZKLFK� SHJ� WR� WKH� FXUUHQF\� RI� WKDW� ODUJH� WUDGLQJ�SDUWQHU�� %XW� RWKHUZLVH� FURVV�UDWH� IOXFWXDWLRQV� FDQ� GR� VHULRXV� GDPDJH�� DV� (DVW� $VLDQ�HFRQRPLHV� ZKRVH� FXUUHQFLHV� ZHUH� SHJJHG� WR� WKH� GROODU� GLVFRYHUHG� LQ� ������ 7KH� VKDUS�DSSUHFLDWLRQ� RI� WKH� GROODU� YLV�j�YLV WKH� \HQ� FDXVHG� VXEVWDQWLDO� DSSUHFLDWLRQ� LQ� WKH� UHDO�HIIHFWLYH�H[FKDQJH�UDWH�RI�VHYHUDO�(DVW�$VLDQ�FRXQWULHV��KHOSLQJ�SDYH�WKH�ZD\�IRU�WKH�FULVLV�WKDW� IROORZHG�� 2I�FRXUVH��SDUW�RI� WKH�SUREOHP�IROORZHG� IURP� WKH� IDFW� WKDW� WKHVH�FRXQWULHV�SHJJHG��GH�IDFWR RU GH�MXUH��WR�WKH�GROODU��ZKLOH�WKHLU�WUDGH�ZDV�TXLWH�GLYHUVLILHG�
� 6HH�&RUVHWWL��3HVHQWL�DQG�5RXELQL��������
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2QH�ZD\�RXW�LV�WR�SHJ�QRW�WR�D�VLQJOH�FXUUHQF\��EXW�WR�D�EDVNHW��,Q�SULQFLSOH��DW�OHDVW��WKLV�FRXOG�KHOS�LQVXODWH�FRXQWULHV�IURP�FURVV�UDWH� LQVWDELOLW\��%XW� WKH�LPSOHPHQWDWLRQ�SUREOHPV�DUH�PDQ\�� DQG� GLIILFXOW��8QGHU� D� FXUUHQF\� ERDUG� WKH�ZHLJKWV� XVHG� WR� FDOFXODWH� WKH� EDVNHW�ZRXOG�KDYH�WR�EH�SXEOLF�LQIRUPDWLRQ��WKLV�LV�QRW�WKH�ZD\�LQ�ZKLFK�EDQNV�KDYH�WUDGLWLRQDOO\�SUHIHUUHG�WR�PDQDJH�VXFK�EDVNHWV��7KHUH�LV�DOVR�WKH�QHHG�WR�FKDQJH�WKH�ZHLJKWV�LQ UHVSRQVH�WR� VWUXFWXUDO� FKDQJH�� :KR� LV� WR� GR� WKDW� DQG� DFFRUGLQJ� WR� ZKDW� FULWHULD"� � 'LVFUHWLRQDO�PDQLSXODWLRQ�RI�ZHLJKWV�FDQ�HDVLO\�EHFRPH�DUELWUDU\�HYHQ�ZKHQ�GRQH�E\�LQGHSHQGHQW�DQG�UHVSHFWHG�FHQWUDO�EDQNV��DV�WKH�UHFHQW�H[SHULHQFH�RI�&KLOH�VXJJHVWV��,QGHHG�� LI� VLPSOLFLW\�� WUDQVSDUHQF\�DQG�REVHUYDELOLW\�DUH� WKH�PDLQ�YLUWXHV�RI�D�FXUUHQF\�ERDUG�� PRYLQJ� WRZDUG� D� FRPSOH[� DQG� HYHU�FKDQJLQJ� EDVNHW� V\VWHP� PD\� XQGHUPLQH� WKH�YHU\� IRXQGDWLRQV�RI� WKH�SROLF\��$QG�� RI� FRXUVH�� SHJJLQJ� WR� D�EDVNHW�PHDQV� WKDW� SDLU�ZLVH�H[FKDQJH�UDWHV�IOXFWXDWH�DV�PXFK�DV�LQWHUQDWLRQDO�FURVV�UDWHV�GR��DQG�WKLV�DGGV�ULVN�WR�FHUWDLQ�NLQGV� RI� WUDQVDFWLRQV�� 0XFK� RI� WKH� DSSHDO� RI� FXUUHQW� $UJHQWLQH� SROLF\� FRPHV� IURP� WKH�FRQVWDQW�DQG�RQH�IRU�RQH�H[FKDQJH�UDWH��ZKLFK�DOO�%XHQRV�$LUHV�WD[L�GULYHUV NQRZ�DQG�FDQ�EUDJ� DERXW�� $� FRPSOH[� DUUDQJHPHQW� LQ� ZKLFK� WKH� SULFH� RI� WKH� 8�6�� GROODU� IOXFWXDWHG�XQSUHGLFWDEO\�HYHU\�GD\�PLJKW�QRW�FRPPDQG�WKH�VDPH�NLQG�RI�VXSSRUW�±±DQG�ZRXOG�DOPRVW�FHUWDLQO\�QRW�LPSRVH�WKH�VDPH�GHJUHH�RI�WUDQVSDUHQF\�XSRQ�PRQHWDU\�SROLF\���
,9���&UHGLELOLW\�DQG�,QIODWLRQ,Q� WKH� ����V� DQG� XQWLO� UHFHQWO\�� GHEDWHV� DERXW� H[FKDQJH� UDWH� UHJLPHV�ZHUH� ODUJHO\� DERXW�WKHLU� LQIOXHQFH�RQ�SROLF\� FUHGLELOLW\��7KH�PDLQ�FDVH� LQ� IDYRU�RI�³KDUG´�SHJV� UHVWHG�RQ� WKH�GLVFLSOLQH� WKH\� SUHVXPDEO\� LPSRVHG� RQ� PRQHWDU\� DQG� ILVFDO� SROLF\�� DV� WKH� UHVXOW� RI� WKH�DOOHJHG�SROLWLFDO�DQG�RWKHU�FRVWV�RI�UHQHJLQJ�RQ�H[FKDQJH�UDWH�FRPPLWPHQWV��,I�\RX�FDQQRW�EXLOG� FUHGLELOLW\� IRU�PRQHWDU\� SROLF\� DW� KRPH�� WKH� ORJLF�ZHQW�� WKHQ� \RX� FDQ� LPSRUW� LW� E\�IL[LQJ�WKH�YDOXH�RI�\RXU�FXUUHQF\�WR�D�KDUG�PRQH\�FRXQWU\��(PSLULFDOO\�� WKH� DUJXPHQW� WKDW� IL[HG� UDWHV� KHOS� EULQJ� PRQHWDU\� SROLF\� XQGHU� FRQWURO�VHHPV�WR�ILQG�VRPH�VXSSRUW��$V�ZH�VDZ�LQ�6HFWLRQ���DERYH��FRXQWULHV�XQGHU�IL[HG�H[FKDQJH�UDWHV�KDYH�H[SHULHQFHG��RQ�DYHUDJH��ORZHU�UDWHV�RI�LQIODWLRQ��%XW�WKDW�HPSLULFDO�ZRUN�LV�QRW�ZLWKRXW� SUREOHPV�� $V� ZDV� PHQWLRQHG� SUHYLRXVO\�� GLIIHUHQFHV� EHWZHHQ� GHFODUHG� DQG�HIIHFWLYH�H[FKDQJH�UDWH�DUUDQJHPHQWV�FDQ�EH�DQ�LPSRUWDQW�VRXUFH�RI�HUURU��0RUHRYHU��WKHUH�
� 7KLV�FDVH�LV�PDGH�IRUPDOO\�E\�+HUUHQGRUI�������DQG�������



(&(6�ZS��� 9HODVFR �1RY�����

��

LV� DOVR� D� FDXVDOLW\� SUREOHP�� ,W� LV� QRW� FOHDU� ZKHWKHU� D� IL[HG� H[FKDQJH� UDWH� FDXVHV� ORZHU�LQIODWLRQ�RU�ZKHWKHU�FRXQWULHV�ZLWK�ORZ�UDWHV�RI�LQIODWLRQ�FKRRVH�WKLV�NLQG�RI�DUUDQJHPHQW��7KLV� SUREOHP� LV� LQWLPDWHO\� UHODWHG� WR� WKH� XOWLPDWH� VRXUFH� RI� LQIODWLRQ�� D� ILVFDO� GHILFLW��,QIODWLRQ� LV�D�PRQHWDU\�SUREOHP�JHQHUDWHG�E\�H[FHVVLYH� UDWHV�RI�JURZWK�RI�PRQH\�VXSSO\��7KLV�H[FHVVLYH�JURZWK�LQ�PRQH\�VXSSO\�LV�FDXVHG�E\�WKH�QHHG�WR�ILQDQFH�D�ILVFDO�GHILFLW��,Q�WKLV�VFHQDULR��FRXQWULHV�WKDW�QHHG�WR�ILQDQFH�D�ILVFDO�GHILFLW�XVLQJ�VHLJQLRUDJH��DQG�WKHUHIRUH��FRXQWULHV� ZLWK� KLJKHU� HTXLOLEULXP� LQIODWLRQ� UDWHV�� ZLOO� FKRRVH� DQ� H[FKDQJH� UDWH� V\VWHP�FRQVLVWHQW�ZLWK�WKLV�WDUJHW��L�H��D�IOH[LEOH�H[FKDQJH�UDWH��:KLOH� FOHDUO\� UHOHYDQW� LQ� VRPH� VLWXDWLRQV�� FUHGLELOLW\� FRQVLGHUDWLRQV� VHHPV� WR� EH� OHVV�FRPSHOOLQJ�WKDQ�LW�RQFH�ZDV�IRU�PDQ\�HPHUJLQJ�PDUNHWV��HVSHFLDOO\�WKRVH�LQ�/DWLQ�$PHULFD��7KH�NH\�REVHUYDWLRQ�LV�WKDW��LQ�WKH�GHYHORSLQJ�ZRUOG��D�WUDQVLWLRQ�WR�IORDWLQJ�KDV�WDNHQ�SODFH�DW�WKH�VDPH�WLPH�DV�DYHUDJH�LQIODWLRQ�UDWHV�KDYH�IDOOHQ�VKDUSO\�� 7DEOH���VKRZV�WKLV�KDV�EHHQ�WKH�FDVH�LQ�$IULFD��WKH�0LGGOH�(DVW�DQG�6RXWKHUQ�(XURSH��DQG�WKH�:HVWHUQ�+HPLVSKHUH��7KH�VDPH�LV�WUXH�LQ�$VLD��ZLWK�WKH�H[FHSWLRQ�RI�D�PLOG�DQG��LQ�DOO�SUREDELOLW\��VKRUW�OLYHG�XSWXUQ�LQ������DV�D�UHVXOW�RI�WKH�FULVLV��7KH�IDOO�LQ�LQIODWLRQ�LV�PRVW�SURQRXQFHG�LQ�/DWLQ�$PHULFD�DQG�WKH�&DULEEHDQ��ZKHUH�DYHUDJH�LQIODWLRQ�UDWHV�ZHUH�QHDUO\�����SHUFHQW�SHU�DQQXP�DW�WKH�EHJLQQLQJ�RI�WKH�GHFDGH��DQG�KDG�IDOOHQ�WR�OHVV�WKDQ���SHUFHQW�E\�������6WDUWLQJ� LQ� WKH� HDUO\� ����V�� D� QXPEHU� RI� VPDOO� RSHQ� HFRQRPLHV� KDYH� KDG� VXFFHVVIXOH[SHULHQFHV�ZLWK�H[FKDQJH�UDWH�IOH[LELOLW\��RIWHQ�FRXSOHG�ZLWK�LQIODWLRQ�WDUJHWLQJ��$XVWUDOLD��1HZ�=HDODQG��6ZHGHQ�� ,VUDHO��&RORPELD� DQG�&KLOH�ZHUH� DPRQJ� WKHP�� ,Q� WKHVH�FRXQWULHV��PRGHUDWH�RU� ORZ� LQIODWLRQ�KDV�FRH[LVWHG�ZLWK�JURZLQJ�GHJUHHV�RI� IOH[LELOLW\�� ,Q� UHYLHZLQJ�WKH�H[SHULHQFH�RI�WKHVH�DQG�RWKHU�FRXQWULHV�H[SHULPHQWLQJ�ZLWK�PRUH�IOH[LEOH�DUUDQJHPHQWV�LQ� WKH� HDUO\� DQG�PLG�����V��/HLGHUPDQ�DQG�%XIPDQ� ������� FRQFOXGH�� ³'HVSLWH� IHDUV� WKDW�IOH[LELOLW\� DQG� HQKDQFHG� PRQHWDU\� SROLF\� DXWRQRP\� ZRXOG� OHDG� WR� XQFRQWUROOHG� KLJK�LQIODWLRQ��WKHUH�KDV�EHHQ�D�VXEVWDQWLDO�GHFUHDVH�LQ�WKH�UDWH�RI�LQIODWLRQ�LQ�PRVW�FRXQWULHV�´

� 6HH�/HLGHUPDQ�DQG�%XIIPDQ��������
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7DEOH����,QIODWLRQ�LQ�'HYHORSLQJ�&RXQWULHV 0LGGOH�(DVW :HVWHUQ$IULFD $VLD $QG�(XURSH +HPLVSKHUH���� ���� ���� ���� ��������� ���� ���� ���� �������� ���� ���� ���� �������� ���� ���� ���� ��������� ���� ���� ���� ��������� ���� ���� ���� ��������� ���� ���� ���� ��������� ���� ���� ���� �������� ���� ��� ���� �������� ���� ��� ���� �������� ���� ��� ���� �������� ���� ��� ���� �������� ���� ��� ��� ������� ��� ���� ��� ���6RXUFH��,0)�
7KH�PRUH� UHFHQW� H[SHULHQFHV� RI�0H[LFR� DQG� &KLOH� DUH� DOVR� HQFRXUDJLQJ�� ,Q� WKH� \HDUV�VLQFH�WKH������FULVLV��0H[LFR�KDV�EHHQ�UXQQLQJ�D�PRQH\�EDVHG�SROLF\�ZLWK�D�GH�IDFWR�GLUW\�IORDW�� 7KH� VDPH� LV� WUXH� RI� &KLOH�� ZKHUH� DQ� H[SOLFLW� H[FKDQJH� UDWH� EDQG� ZDV� ZLGHQHG�VLJQLILFDQWO\�� WKHQ� HOLPLQDWHG�� ,Q� ERWK� FRXQWULHV� WKH� &HQWUDO� %DQN� LV� OHJDOO\� LQGHSHQGHQW��6HYHUDO� HFRQRPHWULF� VWXGLHV� VKRZ� WKDW� LQ� ERWK� &KLOH� DQG� 0H[LFR� SROLF\� KDV� WLJKWHQHG�V\VWHPDWLFDOO\�LQ�UHVSRQVH�WR�H[SHFWHG�LQIODWLRQ��DQG�VLQFH�WKH�PLG�����V�LQIODWLRQ�KDV�EHHQ�WUHQGLQJ�GRZQZDUG��7KHLU�UHDFWLRQ�WR�WKH�$VLDQ�DQG�WKHQ�WKH�5XVVLDQ�GHEDFOH�LV�LQVWUXFWLYH��,Q�WKH�FRXUVH�RI������ERWK�FRXQWULHV�VXIIHUHG�ODUJH�WHUPV�RI� WUDGH� VKRFNV��DQG�WKHLU�FXUUHQFLHV�FDPH�XQGHU�SUHVVXUH��0H[LFR�DOORZHG�WKH�SHVR�WR�GHSUHFLDWH��ZKLFK�UHVXOWHG�LQ�VRPH�UHDO�GHSUHFLDWLRQ�DV�ZHOO�� �&KLOH¶V�&HQWUDO�%DQN� UHVLVWHG� GHSUHFLDWLRQ� LQLWLDOO\�ZLWK� D� KLJKO\� FRQWUDFWLRQDU\�PRQHWDU\�SROLF\��,Q�6HSWHPEHU����� WKH�EDQG�ZDV�HOLPLQDWHG�DQG�WKH�FXUUHQF\�ZDV�DOORZHG�WR� IORDW�� ,QIODWLRQ� GLG� QRW� JHW� RXW� RI� KDQG� LQ� HLWKHU� FRXQWU\�� LW� FRQWLQXHG� WR� IDOO� LQ�&KLOH��ZKLOH�LW�WHPSRUDULO\�URVH�DQG�WKHQ�KDV�EHHQ�IDOOLQJ�DJDLQ�LQ�0H[LFR��

� 2Q�&KLOH��VHH�/DQGHUUHWFKH��0RUDQGp�DQG�6FKPLGW�+HEEHO���������RQ�0H[LFR��VHH�$JXLODU�DQG�-XDQ�5DPyQ��������DQG�(GZDUGV�DQG�6DYDVWDQR��������� ,I�WKH�UHDO�GHSUHFLDWLRQ�ZDV�QRW�ODUJHU��LW�ZDV�QRW�EHFDXVH�RI�GRPHVWLF�LQIODWLRQ��EXW�H[WHUQDO�GHIODWLRQ�
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7DEOH����+DUG�3HJV�DQG�)OH[LEOH�5DWHV��$�)HZ�6W\OL]HG�)DFWV�IRU�6HOHFWHG�&RXQWULHV�5HDO�*'3�*URZWK���� ,QIODWLRQ���� 7HUPV�RI�7UDGH����FKDQJH�&RXQWU\ ���� ���� ���� ���� ���� ����I ���� ���� ���� ���� ���� ����I ���� ���� ���� ���� ����&XUUHQF\�%RXQG&RXQWULHV��*��$UJHQWLQD ���� ��� ��� ��� ���� ��� ��� ��� ��� ��� ���� ���� ���� ��� ��� ���� ���+RQJ�.RQJ ��� ��� ��� ���� ��� ��� ��� ��� ��� ���� ���� ���� ���� ��� ��� ��� ����)OH[LEOH�5DWH&RXQWULHV'HYHORSHG��*��$XVWUDOLD ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���� ���� ���� ��� ���1HZ�=HDODQG ��� ��� ��� ���� ��� ��� ��� ��� ��� ��� ���� ��� ���� ���� ���� ���� ����6LQJDSRUH ��� ��� ��� ��� ��� ��� ��� ��� ��� ���� ��� ��� ��� ���� ��� ��� ���(PHUJLQJ��*��&KLOH� ���� ��� ��� ��� ���� ��� ��� ��� ��� ��� ��� ��� ���� ����� ��� ����� ����0H[LFR ���� ��� ��� ��� ��� ��� ���� ���� ���� ���� ���� ��� ���� ��� ���� ���� ���6RXUFHV��,QWHUQDWLRQDO�)LQDQFLDO�6WDWLVWLFV� �,0)���������-3�0RUJDQ��VHYHUDO�LVVXHV���DQG�QDWLRQDO�VRXUFHV�)RU������IRUHFDVWV��-3�0RUJDQ�³*OREDO�'DWD�:DWFK´��-XQH�����������

0H[LFR� DQG� &KLOH� DUH� QRW� DW\SLFDO�� 2Q� WKH� FRQWUDU\�� WKHLU� EHKDYLRU� LV� EHJLQQLQJ� WR�DSSURDFK�WKDW�RI�RWKHU��PRUH�GHYHORSHG��RSHQ�HFRQRPLHV�WKDW�DOVR�UHO\�RQ�IOH[LEOH�H[FKDQJH�UDWHV��7DEOH� ��SUHVHQWV� D� VXPPDU\�RI� VRPH� VW\OL]HG� IDFWV� IURP� WKUHH�JURXSV�RI� FRXQWULHV��*URXS� �� �*��� LQFOXGHV� WKH� FXUUHQF\� ERDUGV�� $UJHQWLQD� DQG� +RQJ� .RQJ�� *URXS� �� �*���FRPSULVHV� �� VPDOO� GHYHORSHG� HFRQRPLHV�ZLWK� IOH[LEOH� UDWHV��$XVWUDOLD��1HZ�=HDODQG�� DQG�6LQJDSRUH��*URXS����*���VKRZV�&KLOH�DQG�0H[LFR��1RWH� WKDW� FXUUHQF\� ERDUG� FRXQWULHV� KDYH� DQ� DGYDQWDJH� RQ� LQIODWLRQ� RYHU� &KLOH� DQG�0H[LFR�� EXW� QRW� VR� RYHU�$XVWUDOLD��1HZ�=HDODQG� DQG� 6LQJDSRUH��*�� FHQWUDO� EDQNV� HQMR\�SROLWLFDO� LQGHSHQGHQFH� DQG� KLJK� SURIHVVLRQDO� VWDQGDUGV�� DQG� PRQHWDU\� SROLF\� LV� RULHQWHG�WRZDUGV�GRPHVWLF�SULFH� VWDELOLW\�� ,Q� UHFHQW�\HDUV�� WKHVH�FRXQWULHV�KDYH� VXIIHUHG� VLJQLILFDQW�GHFOLQHV� LQ� ZRUOG� H[SRUW� SULFHV�� � 7KHLU� FXUUHQFLHV� KDYH� GHSUHFLDWHG�� DQG� WKHUHE\� KHOSHG�RIIVHW� WKH� VKRFN� WR� GRPHVWLF� RXWSXW�� E\� VSXUULQJ� SURGXFWLRQ� LQ� WKH� WUDGHDEOH� VHFWRU���,QIODWLRQ�KDV�UHPDLQHG�PRGHVW�HYHQ�DV�WKH�FXUUHQFLHV�KDYH�GHSUHFLDWHG��$QG�SHUKDSV�PRVW�LPSRUWDQWO\�� DOO� RI� WKHVH� FRXQWULHV� KDYH� DYRLGHG� SDQLFV� RU� UXQV�� VLQFH� WKH� H[FKDQJH� UDWH�GHSUHFLDWLRQ�KDV�EHHQ�JUDGXDO�DQG�ZLWKRXW�GUDPD��
� /DUUDLQ������D��PDNHV�WKHVH�DUJXPHQWV�IRU�$XVWUDOLD�DQG�1HZ�=HDODQG�
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7KLV�LV�DOO�VXJJHVWLYH��EXW�WKH�HYLGHQFH�LV�VWLOO�OLPLWHG��)RU�RQH��WKHUH�DUH�VWLOO�UHODWLYHO\�IHZ� GHYHORSLQJ� FRXQWULHV�ZLWK� GLUW\� IORDWV�� DQG�PRVW� RI� WKRVH� KDYH� UHODWLYHO\� VKRUW� WUDFN�UHFRUGV��$QG� LQ�PDQ\�RI� WKHP�� WKDW� UHFRUG� LV�VWLOO�FRQWDPLQDWHG�E\�WKH�DEUXSW�DGRSWLRQ�RI�IORDWLQJ�� RIWHQ� LQ� UHVSRQVH� WR� D� FULVLV��%XW� VLQFH� LQ� UHVSRQVH� WR� WKH�PRVW� UHFHQW� URXQG� RI�FUDVKHV� D� QXPEHU�RI� VR�FDOOHG� HPHUJLQJ�PDUNHWV� �%UD]LO��.RUHD� DQG�5XVVLD� DPRQJ� WKHP��KDYH�PRYHG� WR� IORDWLQJ��PXFK�HYLGHQFH�ZLOO�EH�SURGXFHG� LQ� WKH�QHDU� IXWXUH�� �5HVHDUFKHUV�VKRXOG� VWDUW� VKDUSHQLQJ� WKHLU� SHQFLOV� DQG� UHDG\LQJ� WKHLU� FRPSXWHUV��%XW� WKXV� IDU� LW� VHHPV�WKDW� IL[HG� H[FKDQJH� UDWHV� KDYH� QRW� EHHQ� D� QHFHVVDU\� FRQGLWLRQ� IRU� FRQWUROOLQJ� LQIODWLRQ��)DFWRUV�RWKHU�WKDQ�WKH�H[FKDQJH�UDWH�UHJLPH�SOD\HG�D�UROH��,Q�SDUWLFXODU��LQGHSHQGHQW�FHQWUDO�EDQNV�� SUHVHQW� WRGD\� LQ�PRVW� FRXQWULHV� LQ� /DWLQ� $PHULFD�� SODXVLEO\� GHVHUYH�PXFK� RI� WKH�FUHGLW���
9���6KRFNV��,QVXODWLRQ��DQG�)OH[LEOH�([FKDQJH�5DWHV
$Q\� XQGHUJUDGXDWH� VWXGHQW� RI� LQWHUQDWLRQDO� HFRQRPLFV� NQRZV� WKH� FODVVLFDO� DUJXPHQW� E\�0LOWRQ�)ULHGPDQ��������LQ�IDYRU�RI�IOH[LELOLW\��LI�SULFHV�PRYH�VORZO\��LW�LV�ERWK�IDVWHU�DQG�OHVV� FRVWO\� WR� PRYH� WKH� QRPLQDO� H[FKDQJH� UDWH� LQ� UHVSRQVH� WR� D� VKRFN� WKDW� UHTXLUHV� DQ�DGMXVWPHQW�LQ�WKH�UHDO�H[FKDQJH�UDWH��7KH�DOWHUQDWLYH�LV�WR�ZDLW�XQWLO�H[FHVV�GHPDQG�LQ�WKH�JRRGV� DQG� ODERU� PDUNHW� SXVKHV� QRPLQDO� JRRGV� SULFHV� GRZQ�� 2QH� QHHG� QRW� EH� DQ�XQUHFRQVWUXFWHG�.H\QHVLDQ�WR�VXVSHFW�WKDW�WKH�SURFHVV�LV�OLNHO\�WR�EH�SDLQIXO�DQG�SURWUDFWHG��7KH� DQDORJ\� WKDW� )ULHGPDQ� XVHG� LV� VXJJHVWLYH�� HYHU\� VXPPHU� LW� LV� HDVLHU� WR� PRYH� WR�GD\OLJKW�VDYLQJV�WLPH�WKDQ�WR�FRRUGLQDWH�ODUJH�QXPEHUV�RI�SHRSOH�WR�PRYH�DOO�DFWLYLWLHV�E\�DQ�KRXU�7KH� FDVH� IRU� H[FKDQJH� UDWH� IOH[LELOLW\� LV� HVSHFLDOO\� VWURQJ� LI� WKH� FRXQWU\� LQ�TXHVWLRQ� LV�RIWHQ�EXIIHWHG�E\�ODUJH�UHDO�VKRFNV�IURP�DEURDG��7KH�ORJLF�KHUH�LV�GXH�WR�0XQGHOO���������,I�VKRFNV� WR� WKH�JRRGV�PDUNHWV�DUH�PRUH�SUHYDOHQW� WKDQ�VKRFNV� WR� WKH�PRQH\�PDUNHW�� WKHQ�D�IOH[LEOH�H[FKDQJH�UDWH�LV�SUHIHUDEOH�WR�D�IL[HG�UDWH��$QG��RI�FRXUVH��IRUHLJQ�UHDO�YDULDELOLW\�LV�OLNHO\� WR� EH� SDUWLFXODUO\� ODUJH� IRU� H[SRUWHUV� RI� SULPDU\� SURGXFWV� DQG�RU� FRXQWULHV� KLJKO\�LQGHEWHG�DEURDG�±± WKDW�LV��D�SURILOH�WKDW�ILWV�PDQ\�HPHUJLQJ�PDUNHW�FRXQWULHV��,QGHHG��WKH�����V�VR�IDU�KDYH�SURGXFHG�ODUJH�IOXFWXDWLRQV�LQ�WKH�WHUPV�RI�WUDGH�DQG�LQWHUQDWLRQDO�LQWHUHVW�UDWHV�UHOHYDQW�IRU�WKHVH�FRXQWULHV��1RWH�DOVR�WKDW�WKH�SUHIHUHQFH�IRU�IOH[LEOH�H[FKDQJH�UDWHV�



(&(6�ZS��� 9HODVFR �1RY�����

��

DPRQJ� FRXQWULHV� ZLWK� D� KHDY\� QDWXUDO� UHVRXUFH EDVH� H[WHQGV� LQWR� WKH� 2(&'�� $XVWUDOLD��&DQDGD��1HZ�=HDODQG��DQG�VRPH�RI�WKH�6FDQGLQDYLDQ�FRXQWULHV�DUH�JRRG�H[DPSOHV�7KLV�ROG�VHW�RI�DUJXPHQWV� LQ�IDYRU�RI�H[FKDQJH�UDWH�IOH[LELOLW\�IRU�GHYHORSLQJ�FRXQWULHV�KDV� UHFHQWO\�FRPH�XQGHU�DWWDFN� IURP�D�QXPEHU�RI� IURQWV��2QH�FODLP� LV� WKDW�GHSUHFLDWLRQV��OLNH�LQFUHDVHV�LQ�WKH�PRQH\�VXSSO\��RQO\�ZRUN�LI�WKH\�VXUSULVH�WKH�SXEOLF��$QG��RI�FRXUVH��QR�JRYHUQPHQW�FDQ�VXUSULVH�DOO�RI�WKH�SXEOLF�DOO�RI�WKH�WLPH��UHSHDWHG�GHSUHFLDWLRQV�RQO\�FDXVH�LQIODWLRQ�� ZLWKRXW� UHDO� HIIHFWV�� 7KLV� FODLP� LV� FRUUHFW�� EXW� DOVR� SHUIHFWO\� LUUHOHYDQW�� 7KH�)ULHGPDQ� FDVH� IRU� IOH[LELOLW\� FHUWDLQO\� GRHV� QRW� DGYRFDWH� DWWHPSWLQJ� WR� XVH� WKH� QRPLQDO�H[FKDQJH�UDWH�WR�NHHS�UHDO�DFWLYLW\�DZD\�IURP�LWV�QDWXUDO�HTXLOLEULXP�OHYHO��2Q�WKH�FRQWUDU\��LW� DGYRFDWHV� OHWWLQJ� WKH� QRPLQDO� H[FKDQJH� UDWH�PRYH� WR� DGMXVW� UHODWLYH� SULFHV� WR� WKH� QHZHTXLOLEULXP� OHYHO�� DIWHU� D� VKRFN� KDV� UHQGHUHG� WKH� ROG� FRQVWHOODWLRQ� RI� UHODWLYH� SULFHV�REVROHWH��$�PRUH� UHOHYDQW�DQG� LPSRUWDQW�REMHFWLRQ�ZDV� LQLWLDOO\�E\�+DXVPDQQ�HW� DO� ��������ZKR�DUJXH� WKDW� WKH� FODVVLF� FDVH�PD\� EH� ULJKW� LQ� WKHRU\�� EXW� ZURQJ� LQ� SUDFWLFH� IRU� GHYHORSLQJ�FRXQWULHV�� 2QH� SUREOHP�� LQ� WKHLU� YLHZ�� OLHV� LQ� WKH� SUHYDOHQFH� RI� ZDJH� LQGH[DWLRQ�� $QG�XQGHUVWDQGLQJ� WKDW� QRPLQDO� GHSUHFLDWLRQ� LV� XQOLNHO\� WR� OHDG� WR� UHDO� GHSUHFLDWLRQ�� FHQWUDO�EDQNV� DUH� UHOXFWDQW� WR�XVH� LW� IRU� FRXQWHUF\FOLFDO�SXUSRVHV��$QRWKHU�GLIILFXOW\� OLHV�ZLWK� WKH�FODVVLF� SHVR SUREOHP�� LQ� FRXQWULHV� ZLWK� D� VNHSWLFDO� SXEOLF� UHQGHUHG� VR� E\� GHFDGHV� RI�FXUUHQF\� GHEDXFKHU\��PRYHPHQWV� LQ� WKH� QRPLQDO� H[FKDQJH� UDWH� WHQG� WR� EH� DQWLFLSDWHG� E\�FKDQJHV� LQ� QRPLQDO� LQWHUHVW� UDWHV�� VR� WKDW� UHDO� UDWHV� GR� QRW� IDOO� �DQG�PD\� LQ� IDFW� ULVH�� LQ�UHVSRQVH� WR� DGYHUVH� VKRFNV�� +DXVPDQQ� HW� DO� ������� WHVW� WKHVH� WZR� FODLPV� ZLWK� /DWLQ�$PHULFDQ�GDWD��DQG�ILQG�VRPH�TXDOLILHG�VXSSRUW��7KHLU�LQIOXHQWLDO�FRQFOXVLRQ��H[FKDQJH�UDWH�IOH[LELOLW\�GRHV�QRW�GHOLYHU�PXFK�LQVXODWLRQ�RU�PRQHWDU\�SROLF\�DXWRQRP\��ZKLOH�ODFNLQJ�WKH�FUHGLELOLW\�YDOXH�RI�D�KDUG�SHJ�7KH�SRLQW�KDV�EHHQ�H[SDQGHG�DQG�HPSKDVL]HG�E\�&DOYR�DQG�5HLQKDUW������D DQG�����E��DQG�+DXVPDQQ��3DQL]]D�DQG�6WHLQ���������ZKR�GRFXPHQW� WKH�UHOXFWDQFH�RI�FRXQWULHV�ZLWK�VHHPLQJO\� IORDWLQJ� UHJLPHV� WR�DOORZ�WKH�H[FKDQJH�UDWH� WR� IORDW� ±± D� �SKHQRPHQRQ� ODEHOHG�IHDU� RI� IORDWLQJ�� $V� D� UHVXOW�� WKH\� DUJXH�� LQWHUHVW� YRODWLOLW\� LV� QRW� ORZHU� LQ� IOH[LEOH� UDWHV�FRXQWULHV��DV�FRQYHQWLRQDO�WKHRU\�ZRXOG�SUHGLFW��
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7KH�UHFHQW�ZDYH�RI�VNHSWLFLVP�RQ�WKH�LQVXODWLQJ�SURSHUWLHV�RI�IOH[LEOH�H[FKDQJH�UDWHV�LQ�GHYHORSLQJ� FRXQWULHV� KDV� EHHQ� LQIOXHQWLDO�� %XW� WKHUH� DUH� ERWK� WKHRUHWLFDO� DQG� HPSLULFDO�UHDVRQV�WR�WUHDW�WKH�VNHSWLFV�ZLWK�VRPH�VNHSWLFLVP��
,QGH[DWLRQ��3DVV�7KURXJK��DQG�WKH�(IIHFWLYHQHVV�RI�1RPLQDO�'HSUHFLDWLRQV6WDUW�ZLWK�WKH�LVVXH�RI�ZDJH�SULFH�LQGH[DWLRQ�DQG�SDVV�WKURXJK��,QGH[DWLRQ�LV�DOPRVW�QHYHU�SHUIHFW�� RU� LQVWDQWDQHRXV�� RU� IRUPDO�� :LWK� SDUWLDO� RU� ODJJHG� QRPLQDO� DGMXVWPHQWV��GHYDOXDWLRQ� FDQ� KDYH� HIIHFWV�� DOEHLW� WHPSRUDU\�� ,QIRUPDO� LQGH[DWLRQ� FDQ� EH� DEDQGRQHG� LI�FLUFXPVWDQFHV� FKDQJH�� DQG� HYHQ� IRUPDO� FRQWUDFWV� FDQ� EH� DEURJDWHG� RU� DOWHUHG�� 0XFK�GHSHQGV��RI�FRXUVH��RQ�WKH�VWDWH�RI�DJJUHJDWH�GHPDQG�DQG�WKH�WLJKWQHVV�RI�ODERU�PDUNHWV��,I�GHYDOXDWLRQ�LV�DGRSWHG�LQ�D�UHFHVVLRQDU\�HQYLURQPHQW��RU�LI�ILVFDO�DQG�PRQHWDU\�FRQWUDFWLRQ�LV�XQGHUWDNHQ�DORQJVLGH�WKH�HQG�RI�WKH�SHJ��UHDO�HIIHFWV�DUH�OLNHO\�,QLWLDO�FRQGLWLRQV�DOVR�RXJKW� WR�PDWWHU��7KH�)ULHGPDQ�FDVH� IRU� IOH[LELOLW\�FHUWDLQO\�GRHV�QRW�DGYRFDWH�DWWHPSWLQJ�WR�XVH�WKH�QRPLQDO�H[FKDQJH�UDWH� WR�NHHS�UHDO�DFWLYLW\�DZD\�IURP�LWV�QDWXUDO�HTXLOLEULXP�OHYHO��2Q�WKH�FRQWUDU\��LW�DGYRFDWHV�OHWWLQJ�WKH�QRPLQDO�H[FKDQJH�UDWH�PRYH�WR�DGMXVW�UHODWLYH�SULFHV�WR�WKH�QHZ HTXLOLEULXP�OHYHO��DIWHU�D�VKRFN�KDV�UHQGHUHG�WKH�ROG�FRQVWHOODWLRQ�RI�UHODWLYH�SULFHV�REVROHWH��,W�IROORZV�WKDW�D�QRPLQDO�GHSUHFLDWLRQ�WKDW�WDNHV�SODFH� LQ� D� VLWXDWLRQ� RI� LQLWLDO� RYHUYDOXDWLRQ� �KRZHYHU� GHILQHG�� ZLOO� KDYH� GLIIHUHQW� UHDO�FRQVHTXHQFHV�WKDQ�LI�LW�KDSSHQV�VWDUWLQJ�IURP�DQ�HTXLOLEULXP�FRQVWHOODWLRQ�RI�UHODWLYH�SULFHV��$QG�FUHGLELOLW\��\HW�DJDLQ��PD\�PDWWHU�IRU�WKH�UHDO�HIIHFWV�RI�D�QRPLQDO�GHSUHFLDWLRQ��$V�&DOYR� DQG�5HLQKDUW� �����E�� DUJXH�� GHSUHFLDWLRQ� FDXVHG� E\� D� WHPSRUDU\� �VD\�� RQH�SHULRG��LQFUHDVH�LQ�WKH�PRQH\�VXSSO\��XQGHU�WHPSRUDULO\�VWLFN\�SULFHV��ZLOO�FDXVH�D�UHDO�GHSUHFLDWLRQ�DQG�W\SLFDOO\�EH�H[SDQVLRQDU\��%XW�D�QRPLQDO�GHSUHFLDWLRQ�FDXVHG�E\�D�SHUPDQHQW�LQFUHDVH�LQ� WKH� PRQH\� VXSSO\� DOVR� UDLVHV� QRPLQDO� DQG� SRVVLEO\� UHDO� LQWHUHVW� UDWHV�� DQG� FDQ� EH�FRQWUDFWLRQDU\��0XFK� KLQJHV�� WKHQ�� RQ� WKH� UHSXWDWLRQ� DQG� SDVW� WUDFN� UHFRUG� RI� WKH� FHQWUDO�EDQN� HQJLQHHULQJ� WKH� GHSUHFLDWLRQ��2QJRLQJ� GHSUHFLDWLRQV� WKDW� IROORZ� IURP� LPSUXGHQW� RU�RSSRUWXQLVWLF�PRQHWDU\�EHKDYLRU�ZLOO�VXUHO\�FRPH�WR�EH�H[SHFWHG�E\�DJHQWV��DQG�KHQFH�ZLOOKDYH� QR� UHDO� HIIHFW�� RFFDVLRQDO� GHSUHFLDWLRQV� WKDW� UHVSRQG� H[FOXVLYHO\� WR� XQIRUHFDVWDEOH�VKRFNV�ZLOO��DOPRVW�EH�GHILQLWLRQ��KDYH�UHDO�HIIHFWV�7KH� HPSLULFDO� HYLGHQFH� IRU� GHYHORSLQJ� FRXQWULHV� LV� IDU� IURP� VXJJHVWLQJ� WKDW� PRVW�GHSUHFLDWLRQV�DUH�SXUHO\�LQIODWLRQDU\��ZLWK�QHJOLJLEOH�UHDO�HIIHFWV��.LJXHO�DQG�*XHL��������VWXG\�D�ODUJH�VDPSOH�RI�GHYDOXDWLRQV�LQ�HFRQRPLHV�ZLWK�UHDVRQDEO\�ORZ�LQIODWLRQ��DQG�VKRZ WKDW�±±LI�
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VXSSRUWHG� E\� DGHTXDWH� GHPDQG� SROLFLHV² D� ��� SHUFHQW� GHYDOXDWLRQ� W\SLFDOO\� GHSUHFLDWHV� WKH�UHDO�H[FKDQJH�UDWH�E\����SHUFHQW��ZLWKRXW�OHDGLQJ�WR�D�SHUPDQHQW�LQFUHDVH�LQ�LQIODWLRQ���$�UHODWHG�ZD\�RI�DSSURDFKLQJ�WKH�VDPH�LVVXH�LV� WR�IRFXV�RQ�WKH�GHJUHH�RI�SDVV� WKURXJK�IURP� H[FKDQJH� UDWHV� WR� SULFHV�� ,I� HYHU\�PRYHPHQW� LQ� WKH� QRPLQDO� H[FKDQJH� UDWH� LV� VRRQ�UHIOHFWHG� LQ� DQ� XSZDUG� DGMXVWPHQW� LQ� GRPHVWLF� SULFHV�� WKHQ� WKH� LQVXODWLRQ� SURYLGHG� E\�IOH[LEOH�H[FKDQJH�UDWHV�LV�QLO��RU�FORVH�WR�QLO��%RWK�WKHRU\�DQG�HYLGHQFH�VXJJHVW�WKDW�PDUNHW�VWUXFWXUH�� WKH� GHJUHH� RI� FRPSHWLWLRQ� LQ� JRRGV�PDUNHWV�� DQG� WKH� VL]H� DQG� RSHQQHVV� RI� WKH�HFRQRP\�PDWWHU�FUXFLDOO\�IRU� WKH�GHJUHH�RI�SDVV�WKURXJK��%XW� MXVW�DV� LPSRUWDQW� LV�ZKHWKHU�H[FKDQJH� UDWH�FKDQJHV�DUH�SHUFHLYHG�DV�SHUPDQHQW�RU� WUDQVLWRU\�DQG� WKLV�� LQ� WXUQ��GHSHQGV�FUXFLDOO\� RQ� WKH� DYHUDJH� SHUIRUPDQFH� RI� LQIODWLRQ� DQG� PRQHWDU\� SROLF\�� /HLGHUPDQ� DQG�%XIPDQ� ������� LQYHVWLJDWHG� WKH� LVVXH� HPSLULFDOO\� IRU� D� QXPEHU� RI� FRXQWULHV� �ERWK�GHYHORSHG�DQG�GHYHORSLQJ���DQG�FRQFOXGHG��
$� GLIIHUHQW� SDWWHUQ� DULVHV� LQ� WKH� /DWLQ�$PHULFDQ� FRXQWULHV� DQG� ,VUDHO��ZKHUH�WKHUH� LV� D�PXFK�ZHDNHU� OLQN� EHWZHHQ� QRPLQDO� DQG� UHDO� H[FKDQJH� UDWHV�� WKXV�LQGLFDWLQJ�D�VWURQJHU�SDVV�WKURXJK�WKDQ�LQ�WKH�IRUHJRLQJ�FRXQWULHV��7KHVH�IDFWV�VHHP�WR�EH�FRQVLVWHQW�ZLWK�WKH�QRWLRQ�WKDW��RWKHU�WKLQJV�EHLQJ�HTXDO��WKH�GHJUHH�RI�SDVV�WKURXJK�LV�OLNHO\�WR�EH�VWURQJHU�LQ�D�KLJK�LQIODWLRQ�HQYLURQPHQW«

0RUH�UHFHQWO\��*ROGIDMQ�DQG�:HUODQJ��������KDYH�LQYHVWLJDWHG�WKH�GHWHUPLQDQWV�RI�SDVV�WKURXJK�LQ�D�SDQHO�RI��� FRXQWULHV�LQ�WKH�SHULRG������������7KH�PDLQ�GHWHUPLQDQWV�RI�WKH�H[WHQW� RI� LQIODWLRQDU\� SDVV�WKURXJK� RI� WKH� GHSUHFLDWLRQV� �DSSUHFLDWLRQV�� DUH� WKH� F\FOLFDO�FRPSRQHQW�RI�RXWSXW��WKH�H[WHQW�RI�LQLWLDO�RYHUYDOXDWLRQ�RI�WKH�UHDO�H[FKDQJH�UDWH��5(5���WKH�LQLWLDO�UDWH�RI�LQIODWLRQ��DQG�WKH�GHJUHH�RI�RSHQQHVV�RI�WKH�HFRQRP\�±DOO�RI�ZKLFK�FRQILUPV�WKH� FRQMHFWXUHV� YRLFHG� DERYH�� 7KH� SDSHU� DOVR� ILQGV� WKDW� 5(5� PLVDOLJQPHQW� LV� WKH� PRVW�LPSRUWDQW� GHWHUPLQDQW� RI� LQIODWLRQ� IRU� HPHUJLQJ�PDUNHWV�ZKLOH� WKH� LQLWLDO� LQIODWLRQ� LV� WKH�PRVW� LPSRUWDQW� YDULDEOH� IRU�GHYHORSHG� FRXQWULHV�� ,Q� VKRUW�� D� GHSUHFLDWLRQ� WKDW� RFFXUV� LQ� D�VLWXDWLRQ� RI� RYHUYDOXDWLRQ� DQG� DYHUDJH� ORZ� LQIODWLRQ� �DQG� KHQFH� KLJK� FHQWUDO� EDQN�FUHGLELOLW\�� LV� OLNHO\� WR�VKRZ�OLWWOH�SDVV�WKURXJK��DQG�KHQFH�ZLOO�SUREDEO\�KDYH� WKH�GHVLUHG�UHDO�HIIHFWV�5HFHQW� H[SHULHQFH� DOVR� VXJJHVWV� WKDW� LQIODWLRQDU\� SDVV�WKURXJK� FDQ� YDU\�ZLGHO\� DFURVV�HFRQRPLHV� 7KH�0H[LFDQ�GHYDOXDWLRQ�RI������OHG�WR�DQ�LQIODWLRQDU\�RXWEXUVW��DV�VKRZQ�LQ�
�� 6HH�DOVR�(GZDUGV��������
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)LJXUH���LQ�WKH�$SSHQGL[��ZKLFK�ZDV�JUDGXDOO\�UHYHUVHG�WKURXJK�WLJKW�PRQH\�SROLFLHV��%XW�LQIODWLRQ� GLG� QRW� WDNH� RII� LQ� WKH� FDVH� RI� D� QXPEHU� RI� WKH� UHFHQW� HPHUJLQJ� PDUNHWV� WKDW�GHYDOXHG�LQ�FULVLV�FRQGLWLRQV��.RUHD�DQG�%UD]LO�DUH�NH\�H[DPSOHV��:KHQ�%UD]LO�ILQDOO\�IORDWHG�WKH�UHDO�LQ�-DQXDU\�������LQIODWLRQDU\�SUHGLFWLRQV�ZHUH�GLUH��7KH� GHSUHFLDWLRQ� ZDV� ODUJH�� WKH� H[FKDQJH� UDWH� VWDUWHG� WKH� \HDU� TXRWHG� DW� ����� UHDLV SHU�GROODU��DYHUDJHG������UHDLV SHU�GROODU�LQ�-DQXDU\�DQG������UHDLV�SHU�GROODU�LQ�)HEUXDU\��ZLWK�D�SHDN�DW������UHDLV SHU�GROODU�LQ�WKLV�ODWWHU�PRQWK��)URP�WKH�VWDUW�RI�WKH�\HDU�WR�WKH�SHDN��WKH�UHDO� VDZ� DQ� ����� SHUFHQW� GHYDOXDWLRQ�� 7KDW�� SOXV� WKH� FRXQWU\¶V� ORQJ� DQG� GLVWLQJXLVKHG�LQIODWLRQDU\�KLVWRU\��JDYH�JURXQG�IRU�H[WUHPH�SHVVLPLVP��DV�*ROGIDMQ�DQG�2OLYDUHV������D��GLVFXVV� LQ� VRPH�GHWDLO��$FFRUGLQJ� WR�)UDJD� �������� LQIODWLRQ�H[SHFWDWLRQV� UDQJHG� IURP����SHUFHQW�WR����SHUFHQW�IRU������DV�D�ZKROH��%XW� WKH�SUHGLFWHG�LQIODWLRQ�QHYHU�PDWHULDOL]HG��7KH�&3,�URVH�E\�RQO\���SHUFHQW��DQG�WKH�FRPPRQO\�H[SHFWHG�ILJXUH�IRU������LV���SHUFHQW��:K\�ZDV�WKH�LQIODWLRQDU\�SDVV�WKURXJK�VR�ORZ�LQ�%UD]LO"�$�QXPEHU�RI� WKH�IDFWRUV� LGHQWLILHG�E\�*ROGIDMQ�DQG�:HUODQJ��������ZRXOG�VHHP� WR�KDYH�PDWWHUHG��%UD]LO� LV� ODUJH� DQG�QRW�YHU\�RSHQ�� WKH�H[FKDQJH� UDWH�ZDV� LQLWLDOO\�TXLWH�RYHUYDOXHG��DQG�RXWSXW�JURZWK�LQLWLDOO\�ZDV�ORZ��DV�)LJXUH���LQGLFDWHV��3HUKDSV�PRVW�LPSRUWDQWO\��%UD]LOLDQ�DXWKRULWLHV�VHHP�WR�KDYH�PDQDJHG�WR�FRQYLQFH�PDUNHWV�WKDW�WKLV�WLPH�WKH\� ZHUH� VHULRXV� DERXW� LQIODWLRQ�� $V� )UDJD� ������� DQG� *ROGIDMQ� DQG� 2OLYDUHV� �����E��DUJXH�� WKH� DGRSWLRQ� RI� DQ� LQIODWLRQ� WDUJHW� UHJLPH� ±±DOEHLW� DIWHU� D� FRXSOH� RI� PRQWKV� RI�GLWKHULQJ² DUJXDEO\� GHVHUYHV� PXFK� RI� WKH� FUHGLW�� DV� GRHV� WKH� FRQVROLGDWLRQ� RI� %UD]LO¶V�HQGHPLFDOO\�ZHDN�SXEOLF�ILQDQFHV�
,QWHUHVW�5DWH�9RODWLOLW\�DQG�0RQHWDU\�,QGHSHQGHQFH2QH� LPSOLFDWLRQ� RI� WKH� IHDU� RI� IORDWLQJ� K\SRWKHVLV� LV� WKDW� FRXQWULHV� WKDW� IORDW�� SURQH� WR�LQWHUYHQH� DQG� WR�PRYH� ORFDO� LQWHUHVW� UDWHV� WR� SUHYHQW� WKH� H[FKDQJH� UDWH� IURP�PRYLQJ� WRR�VKDUSO\�LQ�UHVSRQVH�WR�VKRFNV��GR�QRW�HQMR\�WKH�PRQHWDU\�LQGHSHQGHQFH�WKH\�DUH�VXSSRVHG�WR� KDYH�� &DOYR� DQG� 5HLQKDUW� �����D��� DQDO\]H� WKH� EHKDYLRU� RI� H[FKDQJH� UDWHV�� UHVHUYHV��PRQHWDU\� DJJUHJDWHV�� LQWHUHVW� UDWHV�� DQG� FRPPRGLW\� SULFHV� DFURVV� ���� H[FKDQJH� UDWH�DUUDQJHPHQWV��DQG�ILQG�WKDW�QRPLQDO�H[FKDQJH�UDWH�YRODWLOLW\�LV�ORZHU�DQG�QRPLQDO�LQWHUHVW�UDWH�YRODWLOLW\�LV�KLJKHU�LQ�FRXQWULHV�ZLWK�IORDWLQJ�UHJLPHV��7KH�PDWWHU�KDV�EHHQ�H[DPLQHG�IXUWKHU�E\�)UDQNHO��6FKPXNOHU��DQG�6HUYpQ���������ZKR�XVH� D�SDQHO� GDWD� VHW� LQFOXGLQJ�ERWK� LQGXVWULDO� DQG�GHYHORSLQJ�FRXQWULHV� IURP������ WR� ODWH�
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������ 7KH� SDSHU� FRQWDLQV� HVWLPDWHV� RI� D� VLPSOH� UHGXFHG�IRUP� VSHFLILFDWLRQ� KDYLQJ� WKH�GRPHVWLF� LQWHUHVW� UDWH� DV� WKH� GHSHQGHQW� YDULDEOH� DQG� WKH� IROORZLQJ� OLVW� RI� H[SODQDWRU\�YDULDEOHV��WKH�LQWHUQDWLRQDO�LQWHUHVW�UDWH��WKH�86�LQWHUHVW�UDWH���D�VHW�RI�GXPPLHV��FRQWUROOLQJ�IRU� FULVLV� SHULRGV�� WUDQVLWLRQ� WLPHV�� DQG� K\SHULQIODWLRQ� SHULRGV��� WKH� GLIIHUHQWLDO� EHWZHHQ�GRPHVWLF�DQG�IRUHLJQ�LQIODWLRQ�UDWHV��DQG�D�FRXQWU\�VSHFLILF�IDFWRU� 7KH�DXWKRUV�HVWLPDWH�WKLV�HTXDWLRQ� VHSDUDWHO\� IRU� HDFK� RQH� RI� WKH� WKUHH� FXUUHQF\� UHJLPHV� FRQVLGHUHG� �IL[HG��LQWHUPHGLDWH�� DQG� IOH[LEOH�� DFFRUGLQJ� WR� WKH� ,0)� FODVVLILFDWLRQ��� ZLWK� DQ� H\H� WR� WKH�FRHIILFLHQW� RI� WKH� IRUHLJQ� LQWHUHVW� UDWH� �WKH�PHDVXUH� RI� VHQVLWLYLW\�� DQG� WKH� DYHUDJH�RI� WKH�FRXQWU\�VSHFLILF�IDFWRUV��WKH�DYHUDJH�OHYHO�RI�WKH�ORFDO�LQWHUHVW�UDWH�DIWHU�FRQWUROOLQJ�IRU�WKH�RWKHU�IDFWRUV���7KH�UHVXOW�FRQWUDGLFWV�&DOYR�DQG�5HLQKDUW���������GRPHVWLF�LQWHUHVW�UDWHV�DUH�PRUH�VHQVLWLYH�WR�LQWHUQDWLRQDO�UDWHV�XQGHU�IL[HG�UHJLPHV�WKDQ�XQGHU�IOH[LEOH�RQHV��+RZHYHU��LQ�DQ�DGGLWLRQDO�UHVXOW�YHU\�PXFK�LQ�WKH�VSLULW�RI�&DOYR�DQG�5HLQKDUW��������DQG�+DXVPDQQ��3DQL]]D�DQG�6WHLQ��������ILQG�WKDW�QRPLQDO�UDWHV�DUH�ORZHU�RQ�DYHUDJH�LQ�SHJJHG�FRXQWULHV��7KHVH�ILQGLQJV�WXUQ�XS�DIWHU�FRQWUROOLQJ�IRU�WKH�HIIHFWV�RI�RWKHU�IDFWRUV��,I� RQH� GLYLGHV� WKH� VDPSOH� DFURVV� LQFRPH� JURXSV� �GHYHORSLQJ� DQG� LQGXVWULDOL]HG�FRXQWULHV��� WKH� VHQVLWLYLW\�RI�GRPHVWLF� LQWHUHVW� UDWHV� WR� IRUHLJQ� UDWHV� VHHPV� WR�EH�KLJKHU� LQ�LQGXVWULDO� WKDQ� LQ� GHYHORSLQJ� FRXQWULHV�� ZKLFK� PD\� EH� DQ� LQGLFDWLRQ� WKDW� GHYHORSLQJ�FRXQWULHV� DUH� OHVV� ILQDQFLDOO\� LQWHJUDWHG� WR� ZRUOG� PDUNHWV�� %XLOGLQJ� RQ� WKDW� LQWXLWLRQ��*ROGIDMQ�DQG�2OLYDUHV������E��H[WHQG�WKH�ZRUN�E\�)UDQNHO��6FKPXNOHU��DQG�6HUYpQ��������E\�H[SOLFLWO\�DGGLQJ D�FDSLWDO�FRQWURO�GXPP\�WR�WKH�UHJUHVVLRQV��DQG�ILQG�WKDW�VXFK�FRQWUROV�UHGXFH�WKH�VHQVLWLYLW\�RI�GRPHVWLF�LQWHUHVW�UDWHV�WR�ZRUOG�UDWHV�%RUHQV]WHLQ� DQG� =HWWHOPH\HU� ������� DOVR� VWXG\� WKH� GHJUHH� RI� PRQHWDU\� LQGHSHQGHQFH�XQGHU�GLIIHUHQW�H[FKDQJH�UDWH�UHJLPHV��7KHLU�SDSHU�XVHV�9$5�PRGHOV�WR�VWXG\�WKH�HIIHFW�RQ�GRPHVWLF�LQWHUHVW�UDWHV�RI�FKDQJHV�LQ�86�PRQHWDU\�SROLF\��FKDQJHV�LQ�WKH�86���PRQWK�7�ELOO�UDWH�DQG�FRQVWUXFWHG�86�PRQHWDU\�VKRFNV���,Q�WKRVH�HVWLPDWLRQV��GRPHVWLF�LQWHUHVW�UDWHV�DUH�OHVV� VHQVLWLYH� WR� 86� LQWHUHVW� UDWH� VKRFNV� LQ� FRXQWULHV� XQGHU� IORDWLQJ� UHJLPHV� WKDQ� LQ�FRXQWULHV�XQGHU�IL[HG�UHJLPHV��,Q�VKRUW��WKH�HPSLULFDO�HYLGHQFH�LV�PL[HG��EXW�LW�GRHV�QRW�VXJJHVW�WKDW�FRQYHQWLRQDO�WKHRU\�LV�ZURQJ��D�QXPEHU�RI�HVWLPDWLRQV�VKRZ�WKDW�IORDWLQJ�FDQ�UHGXFH WKH�QHHG�WR�DGMXVW�GRPHVWLF�UDWHV�LQ�UHVSRQVH�WR�VKRFNV�IURP�DEURDG��HYHQ�LI�LW�LV�DW�WKH�FRVW�RI�UDLVLQJ�DYHUDJH�ORFDO�LQWHUHVW�UDWHV�
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,V�'HYDOXDWLRQ�&RQWUDFWLRQDU\"7KH�QHZ�ZDYH�RI�FULWLFV�RI�IORDWLQJ�H[FKDQJH�UDWHV�KDV�DOVR�XQHDUWKHG�DQ�ROG�DUJXPHQW��WKDW�XQGHU� FHUWDLQ� FLUFXPVWDQFHV� GHYDOXDWLRQV� FDQ� EH� FRQWUDFWLRQDU\� LQ� GHYHORSLQJ� FRXQWULHV��7KDW� YLHZ� KDV� GLVWLQJXLVKHG� WKHRUHWLFDO� DQFHVWRUV�� LQFOXGLQJ� DW� WKH� YHU\� OHDVW� 'tD]�$OHMDQGUR��������DQG�.UXJPDQ�DQG�7D\ORU���������$QG�D�FDVXDO�ORRN�DW�UHFHQW�FULVHV�GRHV�VXJJHVW� WKDW� VXGGHQ� GHYDOXDWLRQ� FDQ� EH� FRQWUDFWLRQDU\�� &RXQWULHV� OLNH� ,QGRQHVLD� WKDW� OHW�WKHLU� H[FKDQJH� UDWHV� JR� HDUO\� RQ� HQGXUHG� VXEVWDQWLDO� UHDO� GHSUHFLDWLRQV�� 7KH\� VHHPHG�� DW�OHDVW� DW� ILUVW�� WR� EH� PRUH� WURXEOHG� WKDQ� WKRVH� FRXQWULHV� WKDW� KHOG� RQ� $Q� RYHUVKRRWLQJ�H[FKDQJH� UDWH� ZDV� EODPHG� IRU� GHEW�VHUYLFH� GLIILFXOWLHV�� EDQN� DQG� FRUSRUDWH� EDQNUXSWFLHV�DQG�IDOOLQJ�RXWSXW�&DOYR�DQG�5HLQKDUW������E��DWWHPSW�WR�FRQILUP�WKLV�LQIRUPDO�HYLGHQFH��7KH\�DQDO\]H�WKH�HIIHFW� RI� GHYDOXDWLRQV� GXULQJ� FXUUHQF\� FULVHV� LQ� ERWK� HPHUJLQJ� DQG� GHYHORSHG� FRXQWULHV��7KH\� VKRZ� WKDW� LQ� WKH� VKRUW� UXQ� WKH� HYLGHQFH� IRU� H[SDQVLRQDU\� HIIHFWV� LV� ZHDN� HYHQ� LQ�GHYHORSHG�HFRQRPLHV��DQG�WKDW�WKH�FXW�LQ�JURZWK�LV�ODUJHU�LQ�GHYHORSLQJ�FRXQWULHV�%XW��RI�FRXUVH��IRFXVLQJ�RQ�FULVLV�HSLVRGHV VD\V�OLWWOH�DERXW�WKH�PRUH�JHQHUDO�SURSHUWLHV�RI� IORDWLQJ� H[FKDQJH� UDWHV��0DQ\� WKLQJV� WHQG� WR� JR�ZURQJ� GXULQJ� FULVHV�� LQFOXGLQJ� VRPH��OLNH� SHVVLPLVWLF� H[SHFWDWLRQV�� WKDW�PD\� EH� KDUG� WR� FRQWURO� IRU�� WKDW� RXWSXW� ORVVHV� IROORZ�FULVHV� LV�QRW� WKDW� VXUSULVLQJ�� UHJDUGOHVV�RI� WKH�H[FKDQJH� UDWH� UHJLPH��$QG�VXGGHQO\� OHWWLQJ�WKH� H[FKDQJH� UDWH� JR� DIWHU� D� SHULRG� RI� IL[LQJ� ±±GXULQJ� ZKLFK� WKH� JRYHUQPHQW� YRZHG� LW�ZRXOG�QHYHU�GHYDOXH��DQG�D�UHVXOW�JXOOLEOH�ORFDO�ILUPV�WRRN�RQ�ORWV�RI�GROODU�GHEW²LV�OLNHO\�WR�KDYH�YHU\�GLIIHUHQW�FRQVHTXHQFHV�WKDQ�D�GHSUHFLDWLRQ�WKDW�LV�D�ZHOO�XQGHUVWRRG�IHDWXUH�RI�D�IORDWLQJ�UHJLPH���7KH�SRVW�FULVLV�H[SHULHQFH�RI� VHYHUDO� HPHUJLQJ�FRXQWULHV�GRHV�QRW�VXJJHVW� WKDW� IORDWLQJ�PD\�EH�FRVWO\�IURP�D�JURZWK�SRLQW�RI�YLHZ��7XUQ�DJDLQ�WR�7DEOH����DQG�QRWLFH�WKDW�*���KDUG�SHJ��HFRQRPLHV�KDYH�H[SHULHQFHG�VKDUS�UHFHVVLRQV��ZKHUHDV�*��HFRQRPLHV�KDYH�VXIIHUHG�D�PLOG�GHFHOHUDWLRQ�RI�WKHLU�DQQXDO�JURZWK�UDWHV��0H[LFR��RU�PLOGHU�UHFHVVLRQV��&KLOH���7KLV�LV�DOVR� WKH�FDVH�RI�$XVWUDOLD�DQG�� WR�D� OHVVHU�H[WHQW��RI�1HZ�=HDODQG��ZKLFK� VXIIHUHG�D�PLOG�GRZQWXUQ�LQ�������7KH�FRQWUDVW�LV�VWDUNHU�LI�ZH�FRQWURO�IRU�WHUPV�RI�WUDGH�FKDQJHV��&KLOH�KDV�EHHQ�WKH�KDUGHVW�KLW�HFRQRP\�RI�WKH���RQ�WKLV�IURQW��ZLWK�D�FROODSVH�RI�DOPRVW����SHUFHQW�LQ�LWV�WHUPV�RI�WUDGH�LQ�������IROORZHG�DW�D�GLVWDQFH�E\�$UJHQWLQD��0H[LFR��$XVWUDOLD�DQG�1HZ�
�� ,�IRFXV�RQ�WKH�FRQQHFWLRQ�EHWZHHQ�H[FKDQJH�UDWH�FKDQJHV�DQG�ILQDQFLDO�GLVWUHVV�LQ�WKH�QH[W�VHFWLRQ�
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=HDODQG��,QWHUHVWLQJO\��WHUPV�RI�WUDGH�DFWXDOO\�LPSURYHG�IRU�+RQJ�.RQJ�LQ������DQG�DJDLQ�LQ�������WKHUHE\�SODFLQJ�PRUH�RI�WKH�EODPH�IRU�WKLV�FRXQWU\¶V�VKDUS������UHFHVVLRQ�RQ�WKH�DGMXVWPHQW�PHFKDQLVP�RI�LWV�FXUUHQF\�ERDUG�$� FRPSDULVRQ� RI� +RQJ� .RQJ� DQG� 6LQJDSRUH� LV� SDUWLFXODUO\� LQWHUHVWLQJ�� DV� WKHVH�HFRQRPLHV�DUH�H[WUHPHO\�VLPLODU�LQ�ORFDWLRQ��VL]H��LQFRPH�SHU�FDSLWD�DQG�VWUXFWXUH��2QH�RI�WKHLU�PDLQ�GLIIHUHQFHV��KRZHYHU��LV�WKDW�+RQJ�.RQJ�KDV�D�FXUUHQF\�ERDUG�ZKLOH�6LQJDSRUH�KDV�D�IOH[LEOH�H[FKDQJH�UDWH�VFKHPH��7DEOH���VKRZV�WKDW�6LQJDSRUH��ZKLFK�OHW�LWV�FXUUHQF\�GHSUHFLDWH�VRRQ�DIWHU�WKH�VWDUW�RI�WKH�$VLDQ�FULVLV�LQ�������KDV�SHUIRUPHG�PXFK�EHWWHU��:KLOH�+RQJ� .RQJ¶V� *'3� FROODSVHG� E\� RYHU� �� SHUFHQW� LQ� ������ 6LQJDSRUH� PDQDJHG� PRGHVW�JURZWK� RQ� WKDW� \HDU� DQG� VKDUSO\� UHFRYHUHG� LQ� ����������� $QG� QRW� DW� WKH� FRVW� RI� KLJKHU�LQIODWLRQ��SULFH�LQFUHDVHV�KDYH��LQ�IDFW��EHHQ�ODUJHU�LQ�+RQJ�.RQJ�)LQDOO\��%UD]LO�DJDLQ�SURYLGHV�DQ�LQWHUHVWLQJ�FRXQWHUH[DPSOH��(YHQ�WKRXJK�WKH�WUDQVLWLRQ�WR�IORDWLQJ�ZDV�FDUULHG�RXW�LQ�WKH�PLGVW�RI�D�FULVLV��RXWSXW�FRQVHTXHQFHV�ZHUH�PLQLPDO��7KH�EXON� RI� WKH� UHFHVVLRQ� WRRN� SODFH� EHIRUH� WKH� GHYDOXDWLRQ�� DV� WKH� FRQVHTXHQFH� RI� WKH� KLJK�LQWHUHVW� UDWHV� XVHG� WR� GHIHQG� WKH� SHJ�� 6KRUWO\� DIWHU� IORDWLQJ�� %UD]LO� UHVXPHG� PRGHUDWH�JURZWK��$V�)LJXUH��� LQ� WKH�$SSHQGL[� VKRZV��GXULQJ� WKH� ODVW�TXDUWHU�RI������DQG� WKH� ILUVW�KDOI� RI� ����� WKH� HFRQRP\� KDV� EHHQ� JURZLQJ� DW� �� SHUFHQW� DQQXDO� UDWHV�� *ROGIDMQ� DQG�2OLYDUHV� �����D��FRQFOXGH��³«WKH�H[SHULHQFHV�RI�0H[LFR�DQG�%UD]LO� VHHP�QRW� WR�VXSSRUW�WKH�HYLGHQFH� WKDW� WKH�HIIHFW�RI�GHYDOXDWLRQ� LV�FRQWUDFWLRQDU\��DQG� OHDVW� LQ� WKH�PHGLXP�DQG�ORQJ�UXQ�´
9,� )LQDQFLDO�)UDJLOLW\�DQG�([FKDQJH�5DWH�3ROLF\
,Q� GHVLJQLQJ� H[FKDQJH� UDWH� UHJLPHV�� LVVXHV UHODWHG� WR� ILQDQFLDO� IUDJLOLW\�KDYH� WDNHQ� FHQWHU�VWDJH�� 7KH� FULVHV� RI� 0H[LFR� LQ� ����� DQG� $VLD� LQ� ����� VWURQJO\� LQGLFDWHG� WKDW� WKH�DEDQGRQPHQW�RI�H[FKDQJH�UDWH�SHJV�ZDV�FORVHO\�DVVRFLDWHG�ZLWK�ILQDQFLDO�ZHDNQHVV��0RUH�IRUPDOO\�� WKH� HFRQRPHWULF� ZRUN� RI� *UDFLHOD� .DPLQVN\� DQG� &DUPHQ� 5HLQKDUW� �������HVWDEOLVKHG�WKDW�WKH�FRQQHFWLRQ�EHWZHHQ�EDQNLQJ�FULVHV�DQG�H[FKDQJH�UDWH�FULVHV�LV�IRU�UHDO�)RFXVLQJ�VHULRXVO\�RQ�WKLV�FRQQHFWLRQ�LPSOLHV�D�SURIRXQG�UHWKLQNLQJ�RI�WKH�IRXQGDWLRQV�RI� H[FKDQJH� UDWH� WKHRU\�� )RU� LW� UHTXLUHV� D� WKHRU\� LQ�ZKLFK� ILQDQFLDO� VWUXFWXUH�PDWWHUV�� LQ�FRQWUDVW� WR� WKH� 0XQGHOO�)OHPLQJ� PRGHO� DQG� RWKHUV� WKDW� RQO\� HPSKDVL]H� DQ� DJJUHJDWH�
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GHPDQG�IRU�PRQH\��5HVHDUFK�KDV�RQO\�EHJXQ�WR�FRPH�WR�JULSV�ZLWK�WKH�LPSOLFDWLRQV�RI�WKLV�WRSLF��7KH�IROORZLQJ�TXHVWLRQV�KDYH�DWWUDFWHG�D�JRRG�GHDO�RI�LQWHUHVW�
%DQN�5XQV�DQG�WKH�)L[HG�)OH[�&KRLFH7KH�HVVHQFH�RI�D�KDUG�SHJ� LV� WKDW� LW� VHYHUHO\� OLPLWV� WKH�DELOLW\�RI� WKH�DXWKRULWLHV� WR�H[WHQG�GRPHVWLF� FUHGLW�� 7KLV� PD\� EH� JRRG� IRU� SUHYHQWLQJ� LQIODWLRQ�� EXW� LW� FDQ� EH� EDG� IRU� EDQN�VWDELOLW\��XQGHU�D�FXUUHQF\�ERDUG�RU�WKH�JROG�VWDQGDUG��WKH�GRPHVWLF�EDQNLQJ�LV�OHIW�ZLWKRXW�D�OHQGHU�RI� ODVW�UHVRUW��DQG�LQ�D�ZRUOG�RI�IUDFWLRQDO�EDQNLQJ�DQG�LPSHUIHFW�GHSRVLW� LQVXUDQFH�WKLV�DPRXQWV�WR�DQ�LQYLWDWLRQ�WR�VHOI�IXOILOOLQJ�EDQN�UXQV��$�FRQFOXVLRQ��FRXFKHG�LQ�PRGHUQ�ODQJXDJH�� WKDW�HFRQRPLVWV�KDYH�NQRZQ�DW� OHDVW� VLQFH�%DJHKRW��V\VWHPV� WKDW� WLH� WKH�FHQWUDO�EDQN
V�KDQGV�DQG�SUHYHQW�LW�IURP�SULQWLQJ�PRQH\��DOVR�SUHYHQW�LW�IURP�FRPLQJ�WR�WKH�UHVFXH�RI�EDQNV�DW� WLPHV�RI� WURXEOH��$V�&KDQJ�DQG�9HODVFR������D��VKRZ�IRUPDOO\�LQ�D�PRGHO�RI�WKH�'LDPRQG�DQG�'\EYLJ��������W\SH��D�FXUUHQF\�ERDUG�PDNHV�EDODQFH�RI�SD\PHQWV�FULVHV�OHVV� OLNHO\�RQO\�DW� WKH�SULFH�RI�PDNLQJ�EDQN�FULVHV�PRUH� OLNHO\��7KH�SULFH�RI� ORZ�LQIODWLRQ�PD\�EH�HQGHPLF�ILQDQFLDO�LQVWDELOLW\�$Q�DOWHUQDWLYH� LV� WR�DUJXH�IRU�D� IL[HG�UDWH�V\VWHP��EXW�RQH� LQ�ZKLFK� WKH�FHQWUDO�EDQN�LV�ZLOOLQJ� WR� OHQG� DV� D� OHQGHU� RI� ODVW� UHVRUW�� %XW� WKLV� FKDQJH�PD\� QRW� KHOS�� ,Q� WKH�PRGHO� RI�&KDQJ� DQG� 9HODVFR� �����D�� WKH� RQO\� GLIIHUHQFH� LV� WKDW� EDQNLQJ FULVHV� EHFRPH� LQVWHDGEDODQFH�RI�SD\PHQWV FULVHV��,Q�FRQWUDVW��IOH[LEOH�UDWHV�PD\�KHOS�UHVWRULQJ�ILQDQFLDO�VWDELOLW\��ZKHQ�EDQN�GHSRVLWV�DUH�GHQRPLQDWHG�LQ�GRPHVWLF�FXUUHQF\��WKH�FHQWUDO�EDQN�VWDQGV�UHDG\�WR�DFW�DV�D�OHQGHU�RI�ODVW�UHVRUW��DQG�H[FKDQJH�UDWHV�DUH�IOH[LEOH��VHOI�IXOILOOLQJ�FULVHV�FDQQRW EH�HTXLOLEULD�DQG�D�VRFLDO�RSWLPXP�FDQ�EH�XQLTXHO\�LPSOHPHQWHG��7KH�LQWXLWLRQ�LV�DV�IROORZV��$�FULVLV�PD\�EH�FRQVLVWHQW�ZLWK�HTXLOLEULXP�RQO\�LI�HDFK�EDQN�GHSRVLWRU� FRUUHFWO\� H[SHFWV� RWKHUV� ZLOO� UXQ� DQG� H[KDXVW� WKH� FRXQWU\¶V� IRUHLJQ� H[FKDQJH�UHVHUYHV��,Q D�FULVLV��GHSRVLWRUV�ZLWKGUDZ�GRPHVWLF�FXUUHQF\�IURP�FRPPHUFLDO�EDQNV�WR�EX\�IRUHLJQ� H[FKDQJH� DW� WKH� FHQWUDO� EDQN�� ZKLOH� VLPXOWDQHRXVO\� WKH� FHQWUDO� EDQN� LV� SULQWLQJ�GRPHVWLF�FXUUHQF\�WR�DLG�WKH�FRPPHUFLDO�EDQNV��:LWK�IL[HG�H[FKDQJH�UDWHV��WKLV�VHTXHQFH�RIDFWLRQV� FDXVHV� WKH� FHQWUDO� EDQN� WR� UXQ� RXW� RI� GROODUV� RU� \HQ�� ZKLFK� PDNHV� WKH� SDQLF�VHOI�IXOILOOLQJ��,Q�FRQWUDVW��ZLWK�IOH[LEOH�UDWHV�WKH�FHQWUDO�EDQN�LV�QR�ORQJHU�FRPSHOOHG�WR�VHOO�DOO� RI� LWV� DYDLODEOH� UHVHUYHV� WR� IHQG� RII� D� VSHFXODWLYH� DWWDFN�� ,QVWHDG�� WKRVH� ZKR� UXQ� DUH�SXQLVKHG�E\�D�GHYDOXDWLRQ��ZKLOH�WKRVH�ZKR�GR�QRW�UXQ�NQRZ�WKDW�WKHUH�ZLOO�VWLOO�EH�GROODUV�
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DYDLODEOH�IRU�ZLWKGUDZDO�DW�D�ODWHU�GDWH��+HQFH��VSHFXODWLYH�ZLWKGUDZDOV�GR�QRW�RFFXU�DQG�D�GHYDOXDWLRQ�FDQQRW�KDSSHQ�LQ�HTXLOLEULXP�7KH� XVHIXO� UROH� RI� IOH[LEOH� UDWHV� LQ� GHDOLQJ�ZLWK� EDQN� SUREOHPV� LV� QRW� OLPLWHG� WR� VHOI�IXOILOOLQJ� UXQV��$OOHQ� DQG�*DOH� ������� KDYH� VKRZQ� WKDW�� HYHQ� LI� EDQN� UXQV� DUH� FDXVHG� E\�VKRFNV�WR�IXQGDPHQWDOV��IOH[LELOLW\�FDQ�SUHYHQW�FRVWO\�OLTXLGDWLRQ�RI�ORQJ�WHUP�LQYHVWPHQWV��,Q�D�'LDPRQG�'\EYLJ�PRGHO��DGYHUVH�VKRFNV�WR�WKH�IXWXUH�UHWXUQ�RI�D�ORQJ�WHUP�LQYHVWPHQW�PD\� FDXVH� DOO� EDQN� GHSRVLWRUV� WR� FKRRVH� WR� H[HUFLVH� WKHLU� VKRUW�WHUP�FODLPV�RQ� WKH�EDQN��7KLV�OHDGV�WR�D�OLTXLGLW\�VTXHH]H�DQG�WR�WKH�DFWXDO�OLTXLGDWLRQ�RI�WKH�ORQJ�WHUP�LQYHVWPHQW��DV�WKH�EDQN�VFUDPEOHV�IRU�UHVRXUFHV�WR�PHHW�ZLWKGUDZDOV��,I�EDQN�GHSRVLWV�DUH�GHQRPLQDWHG�LQ�ORFDO�FXUUHQF\�DQG�WKH�H[FKDQJH�UDWH�IORDW��WKH�SRVVLELOLW\�RI�D�GHSUHFLDWLRQ�PD\�HOLPLQDWH�WKLV�³UXVK�WR�ZLWKGUDZ´�IRU�UHDVRQV�DQDORJRXV�WR�WKRVH�RSHUDWLYH�LQ�WKH�FDVH�RI�VHOI�IXOILOOLQJ�UXQV�7KHUH� DUH� VRPH� FDYHDWV� WR� WKLV� OLQH� RI� DUJXPHQW�� 2QH� LV� WKDW� WKH� PHFKDQLVP� MXVW�GHVFULEHG�FDQ�SURWHFW�EDQNV�DJDLQVW�SHVVLPLVP�RQ� WKH�SDUW�RI�GRPHVWLF�GHSRVLWRUV� �ZKRVH�FODLPV�DUH� LQ� ORFDO�FXUUHQF\���QRW�DJDLQVW SDQLF�E\�H[WHUQDO�FUHGLWRUV�ZKR�KROG�VKRUW�WHUP�FODLPV� GHQRPLQDWHG� LQ� GROODUV�� 7R� WKH� H[WHQW� WKDW� WKLV� ZDV� WKH� FDVH� LQ� $VLD�� D� IOH[LEOH�H[FKDQJH� UDWH� V\VWHP� ZRXOG� KDYH� SURYLGHG� RQO\� OLPLWHG� SURWHFWLRQ��� $QG� SURSHU�LPSOHPHQWDWLRQ� LV� VXEWOH�� ,I� WKH\� DUH� WR� EH� VWDELOL]LQJ�� IOH[LEOH� UDWHV� PXVW� EH� SDUW� RI� D�UHJLPH�� ZKRVH� RSHUDWLRQ� DJHQWV� WDNH� LQWR� DFFRXQW� ZKHQ� IRUPLQJ� H[SHFWDWLRQV�� 6XGGHQO\�DGRSWLQJ�D�IORDW�EHFDXVH�UHVHUYHV�DUH�GZLQGOLQJ��DV�0H[LFR�GLG�LQ������DQG�VHYHUDO�$VLDQ�FRXQWULHV�KDYH�GRQH�UHFHQWO\��PD\ KDYH�WKH�RSSRVLWH�HIIHFW�E\�IXUWKHU�IULJKWHQLQJ�FRQFHUQHG�LQYHVWRUV�� 1HYHUWKHOHVV�� WKHVH� UHFHQW� ILQGLQJV� DPRXQW� WR� D� QHZ� DQG� HPSLULFDOO\� UHOHYDQW�FDVH�LQ�IDYRU�RI�IOH[LEOH�H[FKDQJH�UDWHV�
'ROODUL]DWLRQ�RI�/LDELOLWLHV7KH� HPSKDVLV� RQ� ILQDQFLDO� LPSHUIHFWLRQV� PD\� FXW� ERWK� ZD\V�� 3DXO� .UXJPDQ� DQG� RWKHUV�REVHUYHG��WKDW���LI��GRPHVWLF��SURGXFHUV��IDFH��LPSHUIHFW��FUHGLW��PDUNHWV���D��IDOO��LQ��WKH��UHDO�

�� )ORDWLQJ�LV�QRW�WRWDOO\�XVHOHVV�LQ�WKLV�FDVH��IRU�SDQLF�E\�IRUHLJQ�FUHGLWRUV�FRXOG�SHUIHFWO\�ZHOO�EH�WULJJHUHG�E\�D�UXQ�E\�GRPHVWLF�GHSRVLWRUV��ZLWK�WKH RXWFRPH�EHLQJ�VHOI�IXOILOOLQJ��)RU�GHWDLOV�RQ�WKLV�OLQH�RI�DUJXPHQW��VHH�&KDQJ�DQG�9HODVFR������E��
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H[FKDQJH�UDWH�PLJKW�H[DFHUEDWH�WKHVH�LPSHUIHFWLRQV�DQG�IDLO�WR�VWLPXODWH�WKH�HFRQRP\��7KLV�LVVXH� EHFDPH� D� PDLQ� FRQFHUQ� LQ� WKH� DIWHUPDWK� RI� WKH� $VLDQ� FRXQWULHV�� EXW� LW� LV� FOHDUO\�UHOHYDQW�LQ�JHQHUDO�,QGHHG��DV�&DOYR� �������DQG�&DOYR�DQG�5HLQKDUW� �����D��VKRZ��D�FDVH�DJDLQVW� IOH[LEOH�UDWHV� FDQ� DOVR� EH� EXLOW� XSRQ� WKH� SUHYDOHQFH� RI� GROODU� GHEW�� 7KLV� FDVH� DSSOLHV� LI� GRPHVWLF�ILUPV�RU�WKH�JRYHUQPHQW�ERUURZ�LQ�GROODUV�DQG��LQ�DGGLWLRQ��WKH\�VHOO�QRQ�WUDGHG�JRRGV�DQG�KDYH� HDUQLQJV� LQ� ORFDO� FXUUHQF\�� 7KHQ� D� QRPLQDO� GHYDOXDWLRQ�� LI� VXFFHVVIXO� LQ� FKDQJLQJ�UHODWLYH� SULFHV�� PD\� LQFUHDVH� GUDVWLFDOO\� WKH� FDUU\LQJ� FRVWV� RI� WKH� GROODU� GHEW�� DQG� FDQ�JHQHUDWH�D�ZDYH�RI�FRUSRUDWH�EDQNUXSWFLHV�DORQJ�ZLWK�D�ILVFDO�FULVLV���$JDLQ�� D� QXPEHU� RI� FDYHDWV� DULVH�� 3HUKDSV� WKH� PRVW� LPSRUWDQW� LV� WKDW�� LI� D� UHDO�GHSUHFLDWLRQ�LV�FDOOHG�IRU�EHFDXVH�RI�DQ�H[WHUQDO�VKRFN��LW�ZLOO�WDNH�SODFH�UHJDUGOHVV�RI�WKH�H[FKDQJH�UDWH�V\VWHP��3ROLF\�ZLOO�RQO\�GHWHUPLQH�WKH�PDQQHU�RI�DGMXVWPHQW��8QGHU�IOH[LEOH�UDWHV� WKH� FKDQJH� LQ� UHODWLYH� SULFHV� RFFXUV� VXGGHQO\� DQG� VKDUSO\�� 8QGHU� IL[HG� UDWHV� RU� D�FXUUHQF\� ERDUG� WKH� UHDO� GHSUHFLDWLRQ� ZLOO� WDNH� SODFH� VORZO\�� DV� QRPLQDO� SULFHV� IDOO��7KURXJKRXW� WKH�DGMXVWPHQW�SHULRG�PDUNHWV�ZLOO� DQWLFLSDWH� WKH� UHDO�GHSUHFLDWLRQ�DQG�KHQFH�GRPHVWLF� UHDO� UDWHV� ZLOO� ULVH� DERYH� ZRUOG� UDWHV�� $QG� LI� WKHUH� DUH� GRXEWV� DERXW� WKH�VXVWDLQDELOLW\�RI� WKH�SHJ�� LQWHUHVW�UDWHV�ZLOO�EH�HYHQ�KLJKHU��$W�WKH�HQG�RI�WKH�GD\��WKH�UHDO�YDOXH� RI� GHEW� VHUYLFH� ZLOO� KDYH� ULVHQ� UHODWLYH� WR� WKH� SULFH� RI� KDLUFXWV�� 7KLV� SURFHVV� FDQ�FRQFHLYDEO\�ZUHFN�FRUSRUDWH�DQG�EDQN�EDODQFH�VKHHWV�MXVW�DV�VXUHO\�DV�GHYDOXDWLRQ��7KH�RWKHU�FUXFLDO�WKHRUHWLFDO�SRLQW�LV�WKDW�REVHUYLQJ WKDW�GHEW�LV�LQ�GROODUV�LV�QRW�VXIILFLHQW�WR�FRQFOXGH�WKDW�D�QRPLQDO�DQG�UHDO�GHSUHFLDWLRQ�ZLOO�ZRUVHQ�WKH�EDODQFH�VKHHW�RI�GRPHVWLF�ILUPV��&pVSHGHV��&KDQJ�DQG�9HODVFR� ������� VWXG\� WKH�SRLQW� IRUPDOO\��XVLQJ�D�PRGHO�RI�D�VPDOO� RSHQ� HFRQRP\� LQ� ZKLFK� UHDO� H[FKDQJH� UDWHV� SOD\� D� FHQWUDO� UROH� LQ� WKH� DGMXVWPHQW�SURFHVV�� ZDJHV� DUH� VWLFN\�� OLDELOLWLHV� DUH� GROODUL]HG�� DQG� WKH� FRXQWU\� ULVN� SUHPLXP� LV�HQGRJHQRXVO\�GHWHUPLQHG�E\� WKH�QHW�ZRUWK�RI�GRPHVWLF�HQWUHSUHQHXUV�DV� LQ�%HUQDQNH�DQG�*HUWOHU� ������� DQG� %HUQDQNH�� *HUWOHU� DQG� *LOFKULVW� �������� +HQFH� DOO� WKH� EDVLF� EXLOGLQJ�EORFNV�DUH�WKHUH�IRU�XQH[SHFWHG�UHDO�H[FKDQJH�UDWH�PRYHPHQWV�WR�EH�ILQDQFLDOO\�GDQJHURXV��DQG�IRU�IOH[LEOH�H[FKDQJH�UDWHV�WR�EH�GHVWDELOL]LQJ��1RQHWKHOHVV��WKH�0XQGHOO�)OHPLQJ�ORJLF�VXUYLYHV� SUHWW\�PXFK� XQVFDWKHG�� IOH[LEOH� H[FKDQJH� UDWHV� GR�SOD\� DQ� LQVXODWLQJ� UROH� LQ� WKH�
�� 7KLV�GDQJHU�KDV�EHHQ�VWUHVVHG�LQ�VRPH�LQWHUSUHWDWLRQV�RI�WKH�$VLDQ�FULVLV�±SDUWLFXODUO\�WKDW�RI�&RUVHWWL��3HVHQWL�DQG�5RXELQL���������
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SUHVHQFH�RI�UHDO�H[WHUQDO�VKRFNV��DQG�IRU�VRPH�SDUDPHWHU�YDOXHV�IOXFWXDWLRQV�LQ�KRPH�RXWSXW�DQG� LQYHVWPHQW� DUH� ODUJHU� DQG� PRUH� SHUVLVWHQW� XQGHU� IL[HG� WKDQ� XQGHU� IOH[LEOH� H[FKDQJH�UDWHV��6XFK�FRQFOXVLRQV�KROG�LQ�VSLWH�RI�EDODQFH�VKHHW�HIIHFWV�7KH� LQWXLWLRQ� LV� DV� IROORZV�� DIWHU� DQ� H[WHUQDO� VKRFN�� WKH� LQLWLDO� GHYDOXDWLRQ� RI� WKH�H[FKDQJH� UDWH� WHQGV� WR� UHGXFH�QHW�ZRUWK� VLQFH�GHEW� LV�GHQRPLQDWHG� LQ�GROODUV��7KLV�FRXOG�VXJJHVW� WKDW� QHW� ZRUWK� LV� ORZHU� LQ� WKH� FDVH� RI� IORDWLQJ�� DQG� WKHUHIRUH� WKH� FRXQWU\� ULVN�SUHPLXP� DQG� GRPHVWLF� LQWHUHVW� UDWHV� DUH� KLJKHU� DQG� IXWXUH� LQYHVWPHQW� ORZHU�� %XW� WKDW�FRQFOXVLRQ�ZRXOG�EH�ZURQJ��EHFDXVH�WKLV�LV�QRW�WKH�ZKROH�VWRU\��1HW�ZRUWK�DOVR�GHSHQGV�RQ�WKH� OHYHO� RI� FXUUHQW� RXWSXW��ZKLFK� IOH[LEOH� UDWHV� KHOS� VWDELOL]H� WKURXJK� VWDQGDUG�0XQGHOO�)OHPLQJ�FKDQQHOV��7KH�QHW�UHVXOW�LV�WKDW�IROORZLQJ�DQ�DGYHUVH�VKRFN�QHW�ZRUWK�PD\�ZHOO�EH�KLJKHU�XQGHU�IOH[LEOH�WKDQ�XQGHU�IL[HG�UDWHV�*HUWOHU�� *LOFKULVW� DQG� 1DWDOXFFL� ������� DUULYH DW� D� VLPLODU� FRQFOXVLRQ�� DOVR� XVLQJ� D�ILQDQFLDO� DFFHOHUDWRU�PRGHO� j� OD� %HUQDQNH�*HUWOHU�� 7KHUH� ILQDQFLDO� DFFHOHUDWRU� HIIHFWV� DUH�PXFK� VWURQJHU� XQGHU� IL[HG� UDWHV� WKDQ� XQGHU� IOH[LEOH� UDWHV� �ZLWK� D� VXLWDEO\� PDQDJHG�PRQHWDU\�SROLF\���7KLV�LV�EHFDXVH�DQ�H[FKDQJH�UDWH�SHJ�IRUFHV�WKH�FHQWUDO�EDQN�WR�DGMXVW�WKH�LQWHUHVW� UDWH� LQ� D� PDQQHU� WKDW� HQKDQFHV� WKH� ILQDQFLDO� GLVWUHVV�� 6XFK� DQ� HIIHFW� RFFXUV�UHJDUGOHVV�RI�ZKHWKHU�GHEW�LV�GHQRPLQDWHG�LQ�XQLWV�RI�IRUHLJQ�FXUUHQF\��7KH� GLVFXVVLRQ� VR� IDU� WDNHV� GROODUL]DWLRQ� RI� OLDELOLWLHV� DV� JLYHQ�� VLPSO\� WKH� UHVXOW� DV�³RULJLQDO�VLQ´��LQ�WKH�SKUDVH�FRLQHG�E\�(LFKHQJUHHQ�DQG�+DXVPDQQ���������%XW�QRW�RQO\�LV�GROODUL]DWLRQ�HQGRJHQRXV��DQG�WKHUHIRUH�SRWHQWLDOO\�UHYHUVLEOH��VRPHWLPHV�LW�LV�WKH�UHVXOW�RI�GHOLEHUDWH�SROLF\�GHVLJQ��2QH�FRPPRQ�FXOSULW�LV�ILQDQFLDO�OLEHUDOL]DWLRQ��5DGHOHW�DQG�6DFKV��������DQG�&KDQJ�DQG�9HODVFR������F��KDYH�DUJXHG��IRU�LQVWDQFH��WKDW�FKDQJHV�LQ�ILQDQFLDO�DQG� WD[� SROLFLHV� LQ� 7KDLODQG� DQG� HOVHZKHUH� FUHDWHG� LQFHQWLYHV� IRU� WDNLQJ� RQ� GROODU� GHEW��6LPLODUO\�� DQ� LQVLVWHQFH� RQ� IL[LQJ�� DFFRPSDQLHG� E\� IUHTXHQW� RIILFLDO� DVVXUDQFHV� WKDW�H[FKDQJH�UDWHV�ZRXOG�QHYHU�EH�GHYDOXHG��PD\�KDYH�GLVFRXUDJHG�SUXGHQW�KHGJLQJ�E\�SULYDWH�ILUPV��,QGHHG��REVHUYHUV�VXFK�DV�5DGHOHW�DQG�6DFKV��������KDYH�FODLPHG�WKDW�WKH�$VLDQ�SHJV�PD\� KDYH� IRVWHUHG� D�PRUDO� KD]DUG� SUREOHP� DPRQJ� ERUURZHUV�� ZKR� IHOW� SURWHFWHG� E\� WKH�RIILFLDO�JXDUDQWHHV�RQ�WKH�H[FKDQJH�UDWH�)LQDOO\��FRQVLGHU�WKH��DGPLWWHGO\�SUHOLPLQDU\��HYLGHQFH��,I�GROODUL]DWLRQ�RI�OLDELOLWLHV�LV�D�SUREOHP��WKHQ�FRXQWULHV�ZLWK�³KDUG�SHJV´�VKRXOG��RWKHU�WKLQJV�HTXDO��GLVSOD\�ORZHU�FRXQWU\�ULVN�� IRU� WKH\� UXQ� OLWWOH� RU� QR� ULVN� RI� D� VXGGHQ� FKDQJH� LQ� UHODWLYH� SULFHV� WKDW� FRXOG�ZUHFN�
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EDODQFH� VKHHWV�� 5HFDOO� WKDW� )LJXUH� �� �LQ� WKH� $SSHQGL[�� VKRZV� WKH� VSUHDGV� RQ� VRYHUHLJQ�ERQGV�DV�RQH�SUR[\�IRU�FRXQWU\�ULVN��$V�ZH�VDZ�DERYH��WKLV�SUHOLPLQDU\�HYLGHQFH�VXJJHVWV�WKDW� WKH� $UJHQWLQH� FXUUHQF\� ERDUG� KDV� QRW� JXDUDQWHHG� PXFK� ORZHU� FRXQWU\� ULVN� IRU� WKDW�QDWLRQ��LQ�FRQWUDVW��FRXQWU\�ULVN�GLPLQLVKHG�IRU�%UD]LO�DIWHU�WKH�DGYHQW�RI�IORDWLQJ�
,V�([SDQVLRQDU\�0RQHWDU\�3ROLF\�5HDOO\�([SDQVLRQDU\"$�FORVHO\�UHODWHG�EXW�EURDGHU�TXHVWLRQ�LV�ZKHWKHU�HDVLHU�PRQH\�LV�H[SDQVLRQDU\�LQ�VLWXDWLRQV�RI� ILQDQFLDO� IUDJLOLW\�� ,QGHHG�� WKH� FRQGXFW� RI� PRQHWDU\� SROLF\� ZDV� SHUKDSV� WKH� PRVW�FRQWHQWLRXV� DVSHFW� RI� WKH� SROLF\� UHVSRQVH� WR� WKH� $VLDQ� FULVLV� DQG� RWKHU� UHFHQW� FULVHV� LQ�HPHUJLQJ�PDUNHWV��0DQ\� DQDO\VWV�� OHG� E\� WKH� ,0)
V� 6WDQOH\�)LVFKHU�� KDYH� FRQWHQGHG� WKDW�VWRSSLQJ�WKH�H[FKDQJH�UDWH�GHSUHFLDWLRQ�ZDV�SULRULW\�QXPEHU�RQH��&RQILGHQFH��D�UHYHUVDO�RI�FDSLWDO� IORZV� DQG� JURZWK� ZRXOG� IROORZ�� (QWKXVLDVWV� RI� WKLV� SROLF\� SRLQWHG� WR� WKH� �����H[DPSOH�RI�0H[LFR��� 1RW�HYHU\RQH�DJUHHG��7KH�*OREDO�(FRQRPLF�3URVSHFWV�SXEOLVKHG�E\�WKH� :RUOG� %DQN� ������� ZRUULHG� WKDW� KLJK� LQWHUHVW� UDWHV� KDG� OLWWOH� VXFFHVV� LQ� UHGXFLQJ�SUHVVXUH�RQ�FXUUHQFLHV�RU�VWDELOL]LQJ�LQYHVWRU�FRQILGHQFH��ZKLOH�DW�WKH�VDPH�WLPH�LPSRVLQJ�ODUJH�RXWSXW�FRVWV��,Q�WKH�ZRUGV�RI�.UXJPDQ���������

%XW�ZKHQ�ILQDQFLDO�GLVDVWHU�VWUXFN�$VLD��WKH�SROLFLHV�WKRVH�FRXQWULHV�IROORZHG�LQ�UHVSRQVH�ZHUH�DOPRVW�H[DFWO\� WKH�UHYHUVH�RI�ZKDW� WKH�8QLWHG�6WDWHV�GRHV�LQ� UHVSRQVH� WR� D� VOXPS�� )LVFDO� DXVWHULW\� ZDV� WKH� RUGHU� RI� WKH� GD\�� LQWHUHVW�UDWHV� ZHUH� LQFUHDVHG�� RIWHQ� WR� SXQLWLYH� OHYHOV«��:K\� GLG� WKHVH� H[WUHPHO\�FOHYHU�PHQ�>LQ�WKH�,0)�DQG�WKH�86�7UHDVXU\@�DGYRFDWH�SROLFLHV�IRU�HPHUJLQJ�PDUNHW�HFRQRPLHV�WKDW�ZRXOG�KDYH�EHHQ�UHJDUGHG�DV�FRPSOHWHO\�SHUYHUVH�LI�DSSOLHG�DW�KRPH"
:H�GLVFXVVHG�DOUHDG\� WKH�SRVVLEOH� OLQNV�DPRQJ�PRQHWDU\�SROLF\�� OLDELOLW\�GROODUL]DWLRQ�DQG�RXWSXW��7KH�UHFHQW�OLWHUDWXUH�KDV�VWUHVVHG��LQ�DGGLWLRQ��WKDW�ORRVH�PRQHWDU\�SROLFLHV�FDQ�EH�FRQWUDFWLRQDU\�WKURXJK�WKHLU�HIIHFW�RQ�FROODWHUDO��)RUHLJQ�OHQGHUV�RIWHQ�UHTXLUH�FROODWHUDO��VXFK�DV�ODQG�RU�FDSLWDO�VWRFN��WR�OLPLW�WRWDO�ORDQ�H[SRVXUH��8QDQWLFLSDWHG�UHDO�GHSUHFLDWLRQV�GXH�� IRU� H[DPSOH�� WR� DQ� LQWHUHVW� UDWH� VKRFN��PD\� ORZHU� WKH�GROODU� YDOXH�RI� WKDW FROODWHUDO��

�� 'RUQEXVFK� ������ ZURWH�� ³0H[LFR� IXOO\� LPSOHPHQWHG�D� VWDUN�86�,0)�SURJUDP�RI� WLJKW�PRQH\� WR�VWDELOL]H�WKH� FXUUHQF\� DQG� UHVWRUH� FRQILGHQFH��6WDUWLQJ� LQ�D�QHDU�PHOWGRZQ�VLWXDWLRQ�� FRQILGHQFH� UHWXUQHG�DQG�ZLWKLQ�D�\HDU�WKH�FRXQWU\�ZDV�RQ�WKH�VHFRQG�OHJ�RI�D�9�VKDSHG�UHFRYHU\� 7KH�,0)�LV�XQTXDOLILHGO\�ULJKW�LQ�LWV�LQVLVWHQFH�RQ�KLJK�UDWHV�DV�WKH�IURQW�HQG�RI�VWDELOL]DWLRQ�´
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FDXVLQJ� D� FUHGLW� VTXHH]H� DQG� DJJUDYDWLQJ� WKH� HIIHFWV� RI� WKH� VKRFN��� 7KLV� LV� WKH� PDLQ�FRQFOXVLRQ�RI� WKH�EDVLF�PRGHO�E\�$JKLRQ��%DFKHWWD��DQG�%DQHUMHH���������ZKLFK�VWXGLHV�D�VLPSOH�PRGHO�ZLWK�FROODWHUDO�FRQVWUDLQWV�%XW� HYHQ� LI� LW� KDV� DQ� DGYHUVH� HIIHFW� RQ� FROODWHUDO�� LQ� D�PRGHO�ZLWK� VWLFN\� SULFHV� D� UHDO�GHYDOXDWLRQ�QHHG�QRW�KDYH�D�QHJDWLYH�HIIHFW�RQ�FRQWHPSRUDU\�RXWSXW��7KLV�LV�EHFDXVH�WKHUH�DUH�DW� OHDVW� WZR�RWKHU��PRUH�FRQYHQWLRQDO�H[SDQVLRQDU\�HIIHFWV�� LW�ORZHUV�GRPHVWLF�LQWHUHVW�UDWHV� DQG� LW� FDXVHV� H[SHQGLWXUHV� WR� VZLWFK� WRZDUG� GRPHVWLF� JRRGV�� &KDQJ� DQG� 9HODVFR������G�� DQG� WKH� ODVW� SDUW� RI� $JKLRQ�� %DFKHWWD�� DQG� %DQHUMHH� �������� UHFRJQL]H� WKLV�� DQG�VKRZ� WKDW� WKH� RYHUDOO� HIIHFW� RQ� RXWSXW� LV� DPELJXRXV� DQG� JHQHUDOO\� GHSHQGV� RQ� WKH�HFRQRP\¶V�FKDUDFWHULVWLFV�DQG�LQLWLDO�FRQGLWLRQV��&KULVWLDQR��*XVW�DQG�5ROGyV��������DUULYH�DW�VLPLODU�FRQFOXVLRQV�XVLQJ�D�YHU\�GLIIHUHQW�PRGHO��,QVWHDG�RI�VWLFN\�SULFHV��WKH\�UHO\�RQ�D�OLPLWHG�SDUWLFLSDWLRQ�PRGHO�WR�JLYH�PRQHWDU\�SROLF\�D�SRWHQWLDOO\�H[SDQVLRQDU\�HIIHFW��%XW�WKH\�DOVR�FRQVLGHU�FROODWHUDO�FRQVWUDLQWV��ZKLFK�FDQ� EH� VXGGHQO\� LPSRVHG� E\� IRUHLJQ� OHQGHUV� LQ� ZKDW� WKH� SDSHU� WHUPV� D� ILQDQFLDO� FULVLV��/RRVH�PRQH\�FDQ�SRWHQWLDOO\�H[DFHUEDWH�WKLV�FROODWHUDO�FRQVWUDLQWV�IRU�WKH�UHDVRQV�GLVFXVVHG�DERYH��7KH�NH\�SROLF\ TXHVWLRQ�LV��VKRXOG�WKH�KRPH�HFRQRP\�UHVSRQG�ZLWK�DQ�LQWHUHVW�UDWH�FXW�RU�D�KLNH"�7KH�DQVZHU�LV�LW�DOO�GHSHQGV��,I�WKHUH�DUH�VXEVWDQWLDO�VXEVWLWXWLRQ�SRVVLELOLWLHV�DPRQJ�IDFWRUV�RI�SURGXFWLRQ��DQG�GLPLQLVKLQJ�UHWXUQV�DUH�QRW�WRR�JUHDW��WKHQ�DQ�LQWHUHVW�UDWH�FXW�ZLOO�SURGXFH�DQ�H[SDQVLRQ��RWKHUZLVH��LW�ZLOO�SURGXFH�D�FRQWUDFWLRQ�
9,,���)OH[LEOH�([FKDQJH�5DWHV�DQG�0RQHWDU\�3ROLF\�LQ�3UDFWLFH
*LYLQJ�XS�D�SHJ��ZKHWKHU�RI�WKH�KDUG�RU�VRIW�YDULHW\��PHDQV�WKDW�WKH�HFRQRP\�JLYHV�XS�RQH�QRPLQDO� DQFKRU�� )LQGLQJ� DQG� LPSOHPHQWLQJ� DQ� DOWHUQDWLYH� DQFKRU� LV� WKH� ILUVW� WDVN� RI�DGYRFDWHV� RI� H[FKDQJH� UDWH� IOH[LELOLW\�� 2WKHU� LVVXHV� LQFOXGH� WKH� RSWLPDO� GHJUHH� RI�LQWHUYHQWLRQ�LQ�WKH�IRUHLJQ�H[FKDQJH�PDUNHW��LI�DQ\���DQG�WKH�FKRLFH�RI�LQVWUXPHQW�DQG�UXOHV�IRU�FRQGXFWLQJ�PRQHWDU\�SROLF\��,�GHDO�ZLWK�WKHP�LQ�WXUQ�
1RPLQDO�$QFKRUV�DQG�,QIODWLRQ�7DUJHWV7KH�FKRLFHV� IRU�QRPLQDO�DQFKRU�XQGHU� IORDWLQJ�ERLO�GRZQ� WR� WZR��PRQHWDU\�DJJUHJDWHV�RU�LQIODWLRQ� WDUJHWV��$PRQJ� HPHUJLQJ�PDUNHW� FRXQWULHV� WKH� ODWWHU� LV� E\� IDU� WKH�PRVW�SRSXODU��
�� &DEDOOHUR� DQG�.ULVKQDPXUW\� ��������.UXJPDQ� ������� DQG� ,]TXLHUGR� ������� KDYH� DOVR� VWXGLHG� WKH� UROH� RI�FROODWHUDO�LQ�RSHQ�HFRQRPLHV�
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DQG�LQFUHDVLQJO\�VR��7R�P\�NQRZOHGJH��RQO\�0H[LFR�KDV�IROORZHG�D�SROLF\�RI�TXDQWLWDWLYH�WDUJHWV��7KH� SRSXODULW\� RI� LQIODWLRQ� WDUJHWV� VKRXOG� QRW� EH� VXUSULVLQJ�� *LYHQ� WKH� LQVWDELOLW\� RI�PRQH\�GHPDQG�LQ�PRVW�HFRQRPLHV��WDUJHWLQJ�DJJUHJDWHV�LV�QHLWKHU�WKHRUHWLFDOO\�RSWLPDO�QRU�HDV\� WR� GR� LQ� SUDFWLFH�� ,QIODWLRQ� WDUJHWV�PD\� DOVR� SUHYHQW� WKH� WLPH� LQFRQVLVWHQF\� SUREOHP�WKDW� OHDGV� WR� DQ� LQIODWLRQ� ELDV�� ZKLOH� DYRLGLQJ� WKH� SLWIDOOV� RI� IL[HG� H[FKDQJH� UDWHV�� � $QG�LQIODWLRQ� WDUJHWV� PD\� DOVR� KDYH� VRPH� RI� WKH� DWWULEXWHV� RI� KDUG� SHJV�� LQ� SDUWLFXODU�WUDQVSDUHQF\�DQG�REVHUYDELOLW\��7KH�LQIODWLRQ�UDWH�PD\�EH�SXEOLVKHG�ZLWK�D�ODJ��EXW�LW�LV�MXVW�DV�DFFHVVLEOH�DQG�FRPSUHKHQVLEOH� WR� WKH�SURYHUELDO� WD[L�GULYHU�DV� LV� WKH�QRPLQDO�H[FKDQJH�UDWH��$V�PHQWLRQHG�DERYH��D�QXPEHU�RI�GHYHORSHG�FRXQWULHV��LQFOXGLQJ�&DQDGD��)LQODQG��1HZ�=HDODQG�� 6SDLQ�� 6ZHGHQ� DQG� WKH�8.�� KDYH� H[SHULPHQWHG�ZLWK� LQIODWLRQ� WDUJHW� SROLFLHV� RI�VOLJKWO\�GLIIHUHQW�VRUWV��3HUIRUPDQFH�KDV�EHHQ�UHDVRQDEO\�JRRG��DFFRUGLQJ�WR�PRVW�SXEOLVKHG�DFDGHPLF� HYDOXDWLRQV��� ,QIODWLRQ� WDUJHWV� DUH� OHVV� FRPPRQ� DPRQJ� HPHUJLQJ� PDUNHW�HFRQRPLHV��$FFRUGLQJ�WR�0DVVRQ��6DYDVWDQR�DQG�6KDUPD����������³&KLOH�LV�WKH�FRXQWU\�WKDW�VHHPV�WR�FRPH�WKH�FORVHVW�WR�FRQGXFWLQJ�LWV�PRQHWDU\�SROLF\�LQ�D�PDQQHU�FRQVLVWHQW�ZLWK�DQ�LQIODWLRQ�WDUJHW�´�&RORPELD��,QGRQHVLD��EHIRUH�WKH�FUDVK���0H[LFR��WKH�3KLOLSSLQHV�DQG�PRUH�UHFHQWO\�%UD]LO�KDYH�UHJLPHV�WKDW�FRPH�FORVH�WR�DQ�LQIODWLRQ�WDUJHW���:KDW� LV� WKH� VFRSH� IRU�PRUH�ZLGHVSUHDG� DQG� VXFFHVVIXO� XVH� RI� LQIODWLRQ� WDUJHWV� DPRQJ�GHYHORSLQJ�FRXQWULHV"�7KDW�LV�D�GLIILFXOW HPSLULFDO�TXHVWLRQ��RQ�ZKLFK�PXFK�PRUH�UHVHDUFK�LV�QHHGHG��0DVVRQ��6DYDVWDQR�DQG�6KDUPD��������LGHQWLI\�WZR�UHTXLUHPHQWV�IRU�VXFFHVVIXO�LQIODWLRQ�WDUJHWLQJ�LQ�VXFK�FRXQWULHV��IUHHGRP�IURP�FRPPLWPHQW�WR�DQRWKHU�QRPLQDO�DQFKRU�OLNH� WKH� H[FKDQJH� UDWH� RU� ZDJHV�� DQG� WKH� DELOLW\� WR� FDUU\� RXW� D� VXEVWDQWLDOO\� LQGHSHQGHQW�PRQHWDU\� SROLF\�� HVSHFLDOO\� RQH� QRW� FRQVWUDLQHG� E\� ILVFDO� FRQVLGHUDWLRQV�� 7KH� IRUPHU� LV�REYLRXVO\� OHVV� WR� WKH� H[WHQW� WKDW� PDQ\� FRXQWULHV� DUH� PRYLQJ� WRZDUG� H[FKDQJH� UDWH�IOH[LELOLW\��7KHUH�DUH�DOVR JURXQGV�WR�EH�RSWLPLVWLF�RQ�WKH�VHFRQG�FRXQW��OHJDOO\�LQGHSHQGHQW�FHQWUDO� EDQNV� DUH� LQFUHDVLQJO\� FRPPRQ�� DQG� WKH� UHOLDQFH� RQ� VHLJQLRUDJH� WR� ILQDQFH�
�� 6HH�/HLGHUPDQ�DQG�%XIPDQ��������DQG�WKH�UHIHUHQFHV�FRQWDLQHG�WKHUHLQ���� 0H[LFR� UHOLHV�PRVWO\� RQ� TXDQWLWDWLYH� WDUJHWV�� EXW� DOVR� DQQRXQFHV� DQ� LQIODWLRQ� IRUHFDVW� WKDW� LV�PHDQW� DV� D�ORRVH�JXLGH�WR�H[SHFWDWLRQV��6HH�$JXLODU�DQG�-XDQ�5DPyQ��������DQG�(GZDUGV�DQG�6DYDVWDQR���������%UD]LO�DQG� &KLOH� KDYH� PRYHG� SUHWW\� PXFK� DOO� WKH� ZD\� WR� D� WDUJHWLQJ� UHJLPH�� HYHQ� SXEOLVKLQJ� ,QIODWLRQ� 5HSRUWVPRGHOHG�DIWHU�WKH�%DQN�RI�(QJODQG¶V�
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JRYHUQPHQW� VSHQGLQJ� KDV� OHVVHQHG�� HYHQ� LQ� WUDGLWLRQDOO\� LQIODWLRQDU\� UHJLRQV� OLNH� /DWLQ�$PHULFD�
'HDOLQJ�ZLWK�6KRUW�7HUP�([FKDQJH�5DWH�)OXFWXDWLRQV�7KH�FRQFOXVLRQ�WKDW�D�FOHDQ�IORDW�LV�WKH�RQO\�DOWHUQDWLYH�WR�D�KDUG�SHJ�LV�ODUJHO\�DFDGHPLF��,Q�WKH�UHDO�ZRUOG�FOHDQ�IORDWV�GR�QRW�H[LVW��0DMRU�LQGXVWULDOL]HG�FRXQWULHV�VXFK�DV�WKH�&DQDGD�DQG� WKH� 8.�� VPDOOHU� 2(&'� FRXQWULHV� VXFK� DV� $XVWUDOLD� DQG� 1HZ� =HDODQG�� DQG� PLGGOH�LQFRPH� FRXQWULHV� VXFK� DV� 3HUX� DQG�0H[LFR�� DOO� SUDFWLFH� IORDWLQJ�ZLWK� YDU\LQJ� GHJUHHV� RI�³GLUW�´�(YHQ�WKH�86��XVXDOO\�UHJDUGHG�DV�WKH�FOHDQHVW�RI�WKH�IORDWHUV��LQWHUYHQHV�RFFDVLRQDOO\�LQ�WKH�IRUHLJQ�H[FKDQJH�PDUNHW��7KH� PDLQ� UHDVRQ� IRU� WKLV� LV� FOHDU�� &OHDQ� IORDWLQJ� PHDQV� KLJK� YRODWLOLW\� RI� QRPLQDO�H[FKDQJH�UDWHV�± PXFK�KLJKHU� WKDQ�HDUO\�DGYRFDWHV�VXFK�DV�)ULHGPDQ��������DQG�-RKQVRQ�������� DQWLFLSDWHG��� $QG�� DV� 0XVVD� ������� ZDV� WKH� ILUVW� WR� SRLQW� RXW� DQG PDQ\� KDYH�GRFXPHQWHG�VLQFH��WKDW�DOPRVW�DOZD\V�PHDQV�JUHDWHU�YRODWLOLW\�RI�WKH�UHDO�H[FKDQJH�UDWH��IRU�SULFHV�PRYH�VOXJJLVKO\��7R� WKH�H[WHQW� WKDW� WKLV�YRODWLOLW\� LQ� UHODWLYH�SULFHV� LV�FRVWO\��HLWKHU�GLUHFWO\�RU�EHFDXVH�RI�LW�FDXVHV�YRODWLOLW\�LQ�RXWSXW�RU LQ�WKH�KHDOWK�RI�WKH�ILQDQFLDO�V\VWHP��SROLF\PDNHUV�W\SLFDOO\�ZDQW�WR�PLWLJDWH�LW��8QGHU�LQIODWLRQ�WDUJHWLQJ�WKHUH�DUH�DGGLWLRQDO�UHDVRQV�IRU�PDQDJLQJ�WKH�H[FKDQJH�UDWH�WR�VRPH�GHJUHH��7KH�H[FKDQJH�UDWH�DIIHFWV�LQIODWLRQ�WKURXJK�WZR�FKDQQHOV��DV�6YHQVVRQ �������KDV�SRLQWHG�RXW�

x ,Q� DQ� RSHQ� HFRQRP\�� WKH� UHDO� H[FKDQJH� UDWH� DIIHFWV� WKH� UHODWLYH� SULFH� EHWZHHQ�GRPHVWLF� DQG� IRUHLJQ� JRRGV�� ZKLFK� LQ� WXUQ� DIIHFWV� ERWK� GRPHVWLF� DQG� IRUHLJQ�GHPDQG� IRU�GRPHVWLFDOO\�SURGXFHG�JRRGV��DQG�KHQFH�DIIHFWV�DJJUHJDWH�GHPDQG�DQG�LQIODWLRQ
x 7KHUH� LV� DOVR� D� GLUHFW� FKDQQHO�� LQ� WKDW� WKH� H[FKDQJH� UDWH� DIIHFWV� GRPHVWLF�FXUUHQF\� SULFHV� RI� LPSRUWHG� IRUHLJQ� JRRGV�� ZKLFK� HQWHU� WKH� FRQVXPHU� SULFH�LQGH[

+HQFH��DQ\�VFKHPH�WR�FRQWURO�WKH�UDWH�RI�LQIODWLRQ�DW�D�VKRUW�KRUL]RQ�PXVW�FRQWURO��WR VRPH�H[WHQW�� WKH� EHKDYLRU� RI� WKH� QRPLQDO� H[FKDQJH� UDWH�� 7KDW� KHOSV� H[SODLQ� WKH� SUHYDOHQFH� RI�PDQDJHG�RU�GLUW\�IORDWV�LQ�WKH�UHDO�ZRUOG�
�� 6HH�WKH�LQVLJKWIXO�KLVWRULFDO�GLVFXVVLRQ�LQ�2EVWIHOG��������
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'HDOLQJ�ZLWK�/RQJ�6ZLQJV�LQ�WKH�([FKDQJH�5DWH$� KDUGHU� TXHVWLRQ� LV� ZKHWKHU� DXWKRULWLHV� VKRXOG� DWWHPSW� WR� PLWLJDWH� QRW� MXVW� VKRUW�WHUP�YRODWLOLW\��EXW�ORQJHU�VZLQJV�LQ�WKH�QRPLQDO�DQG�UHDO�H[FKDQJH�UDWH��7KH�TXHVWLRQ�KDV�PXFK�SUDFWLFDO�DQG�HPSLULFDO�MXVWLILFDWLRQ��0RVW�REVHUYHUV�DJUHH�WKDW�XQGHU�IORDWLQJ�WKH�H[FKDQJH�UDWH�FDQ�EH�VXEMHFW� WR�SHUVLVWHQW�PRYHPHQWV� WKDW�DUH�RQO\ ZHDNO\�UHODWHG�WR�IXQGDPHQWDOV��2QH�RIWHQ�PHQWLRQHG�H[DPSOH� LV� WKH�EHKDYLRU�RI� WKH�GROODU� LQ� WKH�5HDJDQ�\HDUV��2EVWIHOG��������ZULWHV�� ³([KLELW�$� LQ� WKH� FDVH� IRU� LUUDWLRQDO� H[FKDQJH� UDWH�PLVDOLJQPHQW� KDV� ORQJ�EHHQ� WKH� GROODU¶V� PDVVLYH� DSSUHFLDWLRQ� EHWZHHQ ����� DQG� ������ ZKLFK� DPRXQWHG� WR�VRPHZKHUH�EHWZHHQ����DQG����SHUFHQW��GHSHQGLQJ�RQ�WKH�PHDVXUH�XVHG�´�6RPHWKLQJ� VLPLODU� FRXOG� EH� VDLG� RI� WKH� VKDUS� UHDO� DSSUHFLDWLRQ� VXIIHUHG�E\�PRVW�/DWLQ�$PHULFDQ�FXUUHQFLHV�LQ�WKH�ILUVW�KDOI�RI�WKH�����V��3DUW�RI�LW�FRXOG�EH�SODXVLEO\�MXVWLILHG�E\�WKH� SURGXFWLYLW\� JDLQV� WKDW� OLEHUDOL]LQJ� UHIRUPV�SUHVXPDEO\�EURXJKW�� EXW� D�JRRG�SDUW� RI� LW�IROORZHG� IURP� YHU\� ODUJH� FDSLWDO� LQIORZV��ZKLFK� NHSW� FRPLQJ� EHFDXVH� RI� WKH� H[SHFWDWLRQ�FXUUHQFLHV� ZRXOG� DSSUHFLDWH� HYHQ� IXUWKHU�� :KHQ� H[SHFWDWLRQV� UHYHUVHG� DQG� VR� GLG� WKH�FDSLWDO�IORZV��FXUUHQFLHV�FUDVKHG��0H[LFR�������DQG�%UD]LO�������6XFK� FRQFHUQV� KDYH� OHG� WR� SROLFLHV� WKDW� OLPLW� H[FKDQJH� UDWH� PRYHPHQWV� YLD� IORWDWLRQ�EDQGV��$QG� LI� VXFK� EDQGV� FUDZO�� VR� WKDW� WKHLU� FHQWHU� UHPDLQV� FORVH� WR� DQ� HVWLPDWH� RI� WKH�³HTXLOLEULXP´� H[FKDQJH� UDWH�� WKHQ�PHGLXP� WHUP�PLVDOLJQPHQW� FDQ� EH� DYRLGHG��$YRLGHG��WKDW�LV��WR�WKH�H[WHQW�WKDW�WKH�HGJHV�RI�WKH�EDQG�DUH�GHIHQVLEOH��$QG��LQ�WKH�DIWHUPDWK�RI�WKH�0H[LFDQ��$VLDQ��5XVVLDQ�DQG�%UD]LOLDQ�FULVHV��WKH�FRQVHQVXV LQ�WKH�SURIHVVLRQ�VHHPV�WR�EH�WKDW� WKH\� FDQQRW�� %DQGV� ZLWK� ³KDUG� HGJHV´� HYHQWXDOO\� IDOO� SUH\� WR� WKH� SUHVVXUHV� RI� WKH�PDUNHWSODFH��:LOOLDPVRQ��������KDV�UHFHQWO\�SURSRVHG�³PRQLWRULQJ�EDQGV´�DV�D�SRVVLEOH�FRPSURPLVH�VROXWLRQ��7KLV�LV�D�EDQG�WKDW�DWWHPSWV�WR�WDUJHW�WKH�UHDO�H[FKDQJH�UDWH��EXW�ZLWK�D�WZLVW��$V�KH�SXWV�LW� 7KH�NH\�GLIIHUHQFH�EHWZHHQ�D�FUDZOLQJ�EDQG�DQG�D�PRQLWRULQJ�EDQG�LV�WKDW�WKH�ODWWHU�GRHV�QRW�LQYROYH�DQ�REOLJDWLRQ�WR�GHIHQG�WKH�HGJH�RI�WKH� EDQG�� 7KH� REOLJDWLRQ� LV� LQVWHDG� WR� DYRLG� LQWHUYHQLQJ�ZLWKLQ� WKH�EDQG��H[FHSW�LQ�D�WDFWLFDO�ZD\��WR�SUHYHQW�XQZDQWHG�YRODWLOLW\���7KHUH�LV� D� SUHVXPSWLRQ� WKDW� WKH� DXWKRULWLHV� ZLOO� QRUPDOO\� LQWHUYHQH� WR�GLVFRXUDJH�WKH�UDWH�IURP�VWUD\LQJ�IDU�IURP�WKH�EDQG��EXW�WKH\�KDYH�D�ZKROH� H[WUD� GHJUHH� RI� IOH[LELOLW\� LQ GHFLGLQJ� WKH� WDFWLFV� WKH\� ZLOO�HPSOR\�WR�DFKLHYH�WKLV�
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$W� RQH� OHYHO��:LOOLDPVRQ¶V� SURSRVDO� VHHPV� XQH[FHSWLRQDEOH�� ,Q� SUDFWLFH� PRVW� FHQWUDO�EDQNV� XVH� EDQGV� RI� WKLV� VRUW� LQ� GHFLGLQJ� WKHLU� LQWHUYHQWLRQ� SROLF\�� DOWKRXJK� WKH� GHJUHH� WR�ZKLFK� WKH\�GR� LW� H[SOLFLWO\�YDULHV�ZLGHO\�� ,Q� DQ\�PDQDJHG� IORDW� WKH� DXWKRULWLHV�ZLOO� OLNHO\�LQWHUYHQH�LI�WKH�H[FKDQJH�UDWH�³VWUD\V�WRR�IDU´�IURP�LWV�SHUFHLYHG�PHGLXP�WHUP�HTXLOLEULXP�YDOXH��%XW�WZR�LVVXHV�LPPHGLDWHO\�DULVH��2QH�LV�KRZ�D�FHQWUDO�EDQN�FDQ�DYRLG�GUDZLQJ�D�³OLQH�LQ�WKH�VDQG�´�KRZHYHU�IX]]\��LI�WKH�H[FKDQJH�UDWH�GLYHUJHV�V\VWHPDWLFDOO\��DQG�LQ�WKH�VDPH�GLUHFWLRQ�� IURP� LWV� HVWLPDWHG� HTXLOLEULXP� OHYHO�� &RQVLGHU� DJDLQ� WKH� FDVH� RI� VHYHUDO� /DWLQ�FXUUHQFLHV�LQ�WKH�HDUO\�SDUW�RI�WKH�����V��7KH�FHQWUDO�EDQNV�RI�VHYHUDO�FRXQWULHV��LQFOXGLQJ�%UD]LO��&RORPELD�DQG�&KLOH��ZHUH�FRQFHUQHG�DERXW�UHDO�DSSUHFLDWLRQ��$W�WKH�VDPH�WLPH�WKH\�XVHG� IDLUO\� EURDG� EDQGV�� DQG� ZHUH� QRW� VK\� DERXW� ZLGHQLQJ� WKH� EDQGV� IURP� WLPH� WR� WLPH�ZKHQ� PDUNHW� SUHVVXUHV� GHPDQGHG� LW�� 7KLV� DYRLGHG� VRPH� RI� WKH� SUREOHPV� RI� KDUG�HGJHG�EDQGV�� EXW� QRW� DOO�� $W� VHYHUDO� LQVWDQFHV� PDUNHWV� EHOLHYHG� WKH\� LGHQWLILHG� WKUHVKROGV� IRU�FHQWUDO� EDQN� LQWHUYHQWLRQ�� DQG� RFFDVLRQDOO\� PRXQWHG� VSHFXODWLYH� DWWDFNV� DJDLQVW� WKHVH�SHUFHLYHG� WKUHVKROGV�� :KHQ� WKH� PRQHWDU\� DXWKRULWLHV� UHWUHDWHG�� DV� WKH\� RIWHQ� GLG�� VRPH�FUHGLELOLW\�ZDV�ORVW��7KH�RWKHU�NH\�TXHVWLRQ��DV�:LOOLDPVRQ�KLPVHOI�SRLQWV�RXW��LV�KRZ�PXFK�GLIIHUHQFH�VXFK�D�EDQG�ZRXOG�PDNH� WR� WKH� GD\�WR�GD\�PRYHPHQWV� LQ� WKH� H[FKDQJH� UDWH��7KH�PDLQ� UHVXOW� RI�OLWHUDWXUH�RQ�WDUJHW�]RQHV�SLRQHHUHG�E\�.UXJPDQ��������ZDV�WKDW�WKH�SUHVHQFH�RI�WKH�EDQG�PLJKW� EH� VWDELOL]LQJ� �LQ� WKH� VHQVH� RI� PDNLQJ� WKH� H[FKDQJH� UDWH� OHVV� UHVSRQVLYH� WR�PRYHPHQWV�LQ�IXQGDPHQWDOV��HYHQ�ZKHQ�WKH�FXUUHQF\�SULFH�ZDV�ZHOO�ZLWKLQ�WKH�HGJHV�RI�WKH�EDQG��%XW�WKH�OHVV�FUHGLEOH�RU�WKH�OHVV�FOHDUO\�GHILQHG�WKH�ERXQGDULHV�RI�WKH�EDQG��WKH�ZHDNHU�SUHVXPDEO\� LV� WKLV� VWDELOL]LQJ� HIIHFW��'RHV�D�EDQG�ZLWK�YHU\� IX]]\�HGJHV�DSSURDFK�� LQ� WKH�OLPLW�� WKH�ZRUNLQJV�RI�D�FOHDUO\�IORDWLQJ�H[FKDQJH�UDWH"� �,W�VHHPV�OLNHO\�WKH�DQVZHU�LV�\HV��EXW�WKH�LVVXH�FOHDUO\�PHULWV�IXUWKHU�UHVHDUFK��
&UDIWLQJ�0RQHWDU\�3ROLF\+RZ�VKRXOG�PRQHWDU\�SROLF\�EH�LPSOHPHQWHG�DQG�GHVLJQHG�LQ�WKLV�FRQWH[W"�7KH�7D\ORU�UXOH�RIWHQ�XVHG�E\�FHQWUDO�EDQNV�SURYLGHV�D�QDWXUDO�IRFXV�IRU� WKH�GLVFXVVLRQ��,Q�VXFK�D�UXOH� WKH�QRPLQDO�LQWHUHVW�UDWH�W\SLFDOO\�GHSHQGV�RQ�WKH�RXWSXW�JDS�DQG�WKH�GHYLDWLRQ�RI�PHDVXUHG�RU�H[SHFWHG�LQIODWLRQ�ZLWK�UHVSHFW�WR�WKH�WDUJHW��,Q�WKH�RSHQ�HFRQRP\��VHYHUDO�LQWHUHVWLQJ�LVVXHV�DULVH�LQ�WKH�GHVLJQ�RI�WKLV�UXOH��



(&(6�ZS��� 9HODVFR �1RY�����

��

0LWLJDWLQJ� VKRUW�WHUP� YRODWLOLW\� LQ� WKH� H[FKDQJH� UDWH� �DQG� WKHUHE\� LQ� WKH� UDWH� RI� &3,�LQIODWLRQ�� UHTXLUHV� WKDW� WKH� QRPLQDO� SDULW\� LWVHOI� EH� LQFOXGHG� LQ� WKH� UXOH�� HLWKHU� LQ� UDWH� RI�FKDQJH� IRUP� RU� LQ� GHYLDWLRQV� ZLWK� UHVSHFW� WR� D� WDUJHW�� 7KH� ODUJHU� WKH� FRHIILFLHQW� RQ� WKLV�DUJXPHQW�� WKH�PRUH�³PDQDJHG´�WKH�H[FKDQJH�UDWH��$V�6YHQVVRQ��������VKRZV��SXWWLQJ�WKH�H[FKDQJH� UDWH� LQ� WKH� 7D\ORU� UXOH� LV� OLNHO\� WR� EH� RSWLPDO� IRU�PRVW� VSHFLILFDWLRQV� RI� VRFLDO�ZHOIDUH�IXQFWLRQ��DQG�HVSHFLDOO\�ZKHQ�VKRFNV�DUH�SUHGRPLQDQWO\�QRPLQDO��$VLGH�IURP�WKH�³ILQDQFLDO�GLVWUHVV´�LVVXHV�GLVFXVVHG�LQ�WKH�SUHYLRXV�VHFWLRQ��ZK\�VKRXOG�D� EHQHYROHQW� SROLF\PDNHU�ZRUU\� DERXW� WKH� YRODWLOLW\� RI� UHODWLYH� SULFHV�� LQFOXGLQJ� WKH� UHDO�H[FKDQJH� UDWH"� 3DUUDGR� DQG� 9HODVFR� ������� VKRZ� WKDW� LI� GRPHVWLF� DJHQWV� FRQVXPH� ERWK�KRPH� DQG� IRUHLJQ�SURGXFHG� JRRGV� �RU�� HTXLYDOHQWO\�� ERWK� WUDGHG� DQG� QRQ�WUDGHG� JRRGV���YRODWLOLW\� LQ� UHODWLYH�SULFHV�PHDQV�YRODWLOLW\� LQ� WKH�SXUFKDVLQJ�SRZHU�RI�QDWLRQDO�RXWSXW� LQ�WHUPV�RI�WKH�FRQVXPSWLRQ�EDVNHW��6XFK�YRODWLOLW\�PD\�UHGXFH�ZHOIDUH��3DUUDGR�DQG�9HODVFR�������� VWXG\� D� VLPSOH RSHQ� HFRQRP\� VWLFN\�SULFH� PRGHO� LQ� WKH� WUDGLWLRQ� LQLWLDWHG� E\�2EVWIHOG� DQG� 5RJRII� �������� 7KH� PRGHO� LV� VSHFLILHG� VR� WKDW�� LQ� D� IXOO\� VWRFKDVWLF�HQYLURQPHQW�� D� FORVHG�IRUP� VROXWLRQ� FDQ� EH� FDOFXODWHG�� DQG� RSWLPDO� JRYHUQPHQW� SROLF\�UXOHV� FRPSXWHG� XVLQJ� WKH� H[SHFWHG� XWLOLW\� RI� WKH� UHSUHVHQWDWLYH� DJHQW� DV� WKH� ZHOIDUH�REMHFWLYH�� 2SWLPDO� SROLF\� LQYROYHV� DGMXVWLQJ� WR� DGYHUVH� ZRUOG� ILQDQFLDO� VKRFNV� E\� D�FRPELQDWLRQ� RI� GRPHVWLF� LQWHUHVW� UDWH� DGMXVWPHQW� DQG� UHDO� GHSUHFLDWLRQ�� LQ�RWKHU�ZRUGV�� D�GLUW\�IORDW��7KH� GHILQLWLRQ� RI� LQIODWLRQ� WR� EH� LQFOXGHG� LQ� WKH� WDUJHW� LV� DOVR� LPSRUWDQW�� 7DUJHWLQJ�TXDUWHUO\�RU�DQQXDO�&3,�LQIODWLRQ�QHHG�QRW�EH�RSWLPDO��7KLV�LV�EHFDXVH�LQ�RSHQ�HFRQRPLHV��DV�ZH�VDZ�DERYH��WKH�H[FKDQJH�UDWH�KDV�D�GLUHFW�LPSDFW�RQ�WKH�&3,�YLD�LPSRUW�SULFHV��$QG�WR�WKH�H[WHQW� WKDW� WKH�QRPLQDO�H[FKDQJH� UDWH� IOXFWXDWHV� LQ� UHVSRQVH� WR�VKRFNV��VWDELOL]LQJ� WKH�VKRUW�WHUP�&3,�LQIODWLRQ�FRXOG�LQWURGXFH�H[FHVVLYH�YRODWLOLW\�LQ�LQWHUHVW�UDWHV�DQG�RXWSXW��$Q�DOWHUQDWLYH� LV� WR� WDUJHW� LQIODWLRQ� LQ� WKH� QRQ�WUDGDEOH� VHFWRU�� ZKLFK� LV� OHVV� LQIOXHQFHG� E\�H[FKDQJH�UDWH�PRYHPHQWV��2U��DV�%DOO��������VXJJHVWV��WR�WDUJHW�D�PRGLILHG�LQIODWLRQ�LQGH[�WKDW� ILOWHUV�RXW� WKH� WUDQVLWRU\�HIIHFWV�RI�H[FKDQJH�UDWH�PRYHPHQWV��RU� WR�XVH�DQ�DYHUDJH�RI�&3,�LQIODWLRQ�RYHU�D�ORQJHU�SHULRG���
�� 2I�FRXUVH��WKLV�LVVXH�RQO\�DULVHV�WR�WKH�H[WHQW�WKDW�WKH�IORDW�LV�UHDVRQDEO\�FOHDQ��:LWK�DFWLYH�H[FKDQJH�UDWH�PDQDJHPHQW��WDUJHWLQJ�&3,�DQG�QRQ�WUDGHDEOHV
�LQIODWLRQ�VKRXOG�KDYH�SUDFWLFDOO\�LGHQWLFDO�HIIHFWV�
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6KRXOG� WKH� PRQHWDU\� SROLF\� UXOH� LQFOXGH� DQ� RXWSXW� VWDELOL]DWLRQ� REMHFWLYH"� 5HFHQW�UHVHDUFK�VXJJHVWV�WKDW�SXUH�LQIODWLRQ�WDUJHWLQJ��LQ�ZKLFK�RQO\�QRPLQDO�YDULDEOHV�DUH�LQFOXGHG�LQ� WKH� ULJKW�KDQG� VLGH� RI� WKH� 7D\ORU� UXOH�� PD\� ZHOO� EH� LQIHULRU� WR� D� IOH[LEOH� WDUJHWLQJ�DSSURDFK�LQ�ZKLFK�RXWSXW�RU�UHDO�H[FKDQJH�UDWH�GHYLDWLRQV�DUH�DOVR�FRQVLGHUHG��7KLV�LV�WUXH�LQ� FORVHG� HFRQRPLHV� EXW� HYHQ� PRUH� VR� LQ� RSHQ� HFRQRPLHV� ±± DJDLQ�� EHFDXVH� QRPLQDO�H[FKDQJH�UDWH�YRODWLOLW\�PD\�FDXVH�H[FHVVLYH�UHDO�YRODWLOLW\��,I�SXUH�LQIODWLRQ�WDUJHWLQJ�LV�WR�EH�SXUVXHG��LW�LV�EHWWHU�WR�WDUJHW�³ORQJ�UXQ´�RU�DYHUDJH�LQIODWLRQ��DV�%DOO��������VKRZV��7KHVH�DUH�SUHOLPLQDU\�UHVXOWV�XVLQJ�YHU\�JHQHUDO�PRGHOV��&RQFOXVLRQV�DUH�TXLWH�VHQVLWLYH�WR� PRGHO� VSHFLILFDWLRQ�� WKH� VRFLDO� XWLOLW\� IXQFWLRQ� FKRVHQ�� DQG� WKH� UHODWLYH� YDULDQFH� RI�GLIIHUHQW�VKRFNV��&OHDUO\��PRUH�UHVHDUFK�LV�ZDUUDQWHG��
9,,,��&RPSOHPHQWDU\�3ROLFLHV��)LQDQFLDO�5HJXODWLRQ��&DSLWDO�&RQWUROV��DQG�)LVFDO�,QVWLWXWLRQV
$Q\� H[FKDQJH� UHJLPH�� DQG� HVSHFLDOO\� D� IOH[LEOH� RQH�� UHTXLUHV� FRPSOHPHQWDU\� SROLFLHV� WR�LQFUHDVH�LWV�FKDQFHV�RI�VXFFHVV��6RPH�KDYH�VXJJHVWHG�WKH�XVH�RI�FRQWUROV�RQ�FDSLWDO�IORZV��/HVV� FRQWURYHUVLDO� LV� WKH� QHHG� IRU� SUXGHQWLDO� UHJXODWLRQ� RI� WKH� ILQDQFLDO� V\VWHP� DQG� IRU�FRXQWHU�F\FOLFDO�ILVFDO�SROLF\���,�UHYLHZ�HDFK�RI�WKHVH�EULHIO\�LQ�WKLV�FRQFOXGLQJ�VHFWLRQ�
)LQDQFLDO�/LEHUDOL]DWLRQ�DQG�)UDJLOLW\:H�VDZ�DERYH� WKDW�ZHDN�EDQNV�FDQ�EH�D�PDLQ�FRQVWUDLQW� IRU�PRQHWDU\�DQG�H[FKDQJH�UDWH�SROLF\��2QO\�ZKHQ�WKH�EDQNV�DUH�UHDVRQDEO\�KHDOWK\�FDQ�SROLF\�EH�XVHG�IUHHO\��ZLWKRXW�WKH�IHDU� WKDW� LQWHUHVW� RU� H[FKDQJH� UDWH� IOXFWXDWLRQV� ZLOO� EULQJ� WKH� EDQNLQJ� V\VWHP� WXPEOLQJ�GRZQ��+HQFH�� LGHQWLI\LQJ� DQG� WDFNOLQJ� WKH� VRXUFHV� RI� ILQDQFLDO� IUDJLOLW\� LV� NH\� IRU�PDFUR�SROLF\PDNHUV�LQ�GHYHORSLQJ�FRXQWULHV��,Q�WKHLU��������SDSHU�RQ�WKH�³WZLQ�FULVHV�´�.DPLQVN\�DQG�5HLQKDUW�IRXQG�WKDW��D��2I�WKH����EDQNLQJ�FULVHV�WKH\�VWXG\�����DUH�SUHFHGHG�E\�ILQDQFLDO�VHFWRU�OLEHUDOL]DWLRQ�ZLWKLQ�D�ILYH�\HDU� LQWHUYDO�DQG�E��)LQDQFLDO� OLEHUDOL]DWLRQV�DFFXUDWHO\�VLJQDO����SHUFHQW�RI�DOO�EDODQFH�RI�SD\PHQWV� FULVHV� DQG� ��� SHUFHQW� RI� DOO EDQNLQJ� FULVHV��7KH� H[SHULHQFHV� RI�&KLOH��0H[LFR��DQG�QRZ�(DVW�$VLD��VWURQJO\�FRQILUP�WKLV�JHQHUDO�WHQGHQF\��)UHHLQJ�LQWHUHVW�UDWHV��ORZHULQJ�UHVHUYH� UHTXLUHPHQWV�� DQG�HQKDQFLQJ�FRPSHWLWLRQ� LQ� WKH�EDQNLQJ�VHFWRU�DUH�VRXQG�SROLFLHV�RQ�PDQ\�JURXQGV�±± DQG� LQGHHG��FRXQWULHV� LQ�ZKLFK� WKH\�DUH�DSSOLHG�RIWHQ�H[SHULHQFH�DQ�H[SDQVLRQ�LQ�ILQDQFLDO�LQWHUPHGLDWLRQ���%XW�WKH\�FDQ�DOVR�VKDUSO\�UHGXFH�WKH�OLTXLGLW\�RI�WKH�
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ILQDQFLDO� VHFWRU�� DQG�KHQFH� VHW� WKH� VWDJH� IRU�D�SRWHQWLDO� FULVLV��7KLV� LV� WKH�PDLQ� ILQGLQJ� LQ�'HPLJXUF�.XQW�DQG�'HJLDWUDFKH���������%H\RQG�WKH�HIIHFWV�RI�OLEHUDOL]DWLRQ�RQ�OLTXLGLW\��D�KRVW�RI�RWKHU�SRWHQWLDO�LOOV�KDYH�EHHQ�PHQWLRQHG� LQ� WKH� OLWHUDWXUH�� ,Q� SDUWLFXODU�� GHUHJXODWLRQ� FRXSOHG� ZLWK� H[SOLFLW� RU� LPSOLFLW�JXDUDQWHHV�RQ�EDQNV�DQG�LQDGHTXDWH�RYHUVLJKW�FDQ�JHQHUDWH�D�VHULRXV�PRUDO�KD]DUG�SUREOHP��2YHUOHQGLQJ� DQG� H[FHVVLYH� ULVN� WDNLQJ� DUH� OLNHO\� UHVXOWV�� DV�DUJXHG�E\�9HODVFR� ������� IRU�WKH�FDVH�RI�&KLOH�DQG�E\�.UXJPDQ��������IRU�WKH�UHFHQW�$VLDQ�HSLVRGH��$�OHQGLQJ�ERRP�DQG�JURZLQJ� VKDUH� RI� ULVN\� RU� EDG� ORDQV� RIWHQ� UHVXOW�� $V� +DXVPDQQ� DQG� *DYLQ� �������SHUVXDVLYHO\�DUJXH�� WKH�HPSLULFDO� OLQN�EHWZHHQ� OHQGLQJ�ERRPV�DQG�ILQDQFLDO�FULVHV� LV�YHU\�VWURQJ��5DSLG�JURZWK�LQ�WKH�UDWLR�RI�EDQN�FUHGLW�WR�*'3�SUHFHGHG�ILQDQFLDO�WURXEOHV�QRW�MXVW�LQ�&KLOH�DQG�0H[LFR� EXW�DOVR�LQ�$UJHQWLQD���������&RORPELD������������8UXJXD\���������1RUZD\���������)LQODQG������������-DSDQ������������DQG�6ZHGHQ����������7KH� PRUDO� RI� WKH� VWRU\� LV� WKH� VDPH� LQ� ERWK� FDVHV�� )LQDQFLDO� OLEHUDOL]DWLRQ� VKRXOG� EH�XQGHUWDNHQ�FDXWLRXVO\��5HVHUYH� UHTXLUHPHQWV�FDQ�EH�D�XVHIXO� WRRO� LQ�VWDELOL]LQJ�D�EDQNLQJ�V\VWHP��DV�WKH�H[SHULHQFH�RI�$UJHQWLQD�LQ������VKRZHG��/RZHULQJ�WKHP�WR�]HUR��DV�0H[LFR�GLG�LQ�WKH�UXQ�XS�WR�WKH������FUDVK��VPDFNV�RI�LPSUXGHQFH��
&DSLWDO�,QIORZV�DQG�6KRUW�7HUP�'HEW6KRUW�WHUP� JRYHUQPHQW� GHEW� SURYHG� WR� EH� GDQJHURXV� LQ� WKH� FDVH� RI� 0H[LFR�� VKRUW�WHUP�H[WHUQDO�GHEW�KDV�SURYHQ�WR�EH�ULVN\�LQ�WKH�FDVH�RI�$VLD��,Q�ERWK�FDVHV��UXQV�DJDLQVW�WKLV�GHEW�XOWLPDWHO\�EURXJKW�WKH�H[FKDQJH�UDWH�GRZQ��:KDW�FDQ�EH�GRQH�DERXW�LW"5HVWUDLQLQJ� VKRUW�WHUP� ERUURZLQJ� LQYROYHV� QR� IUHH� OXQFK�� IRU� ERWK� JRYHUQPHQWV� DQG�EDQNV� KDYH� SHUIHFWO\� VRXQG� UHDVRQV� IRU�ZDQWLQJ� WR�PDNH� DW� OHDVW� VRPH�RI� WKHLU� OLDELOLWLHV�VKRUW�WHUP��$W�WKH�VDPH�WLPH��LW�LV�QRW�FOHDU�WKDW�GHFHQWUDOL]HG�GHFLVLRQ�PDNLQJ�GHOLYHUV�WKH�RSWLPDO�GHEW�PDWXULW\�VWUXFWXUH��JRYHUQPHQWV�PD\�UHO\�WRR�PXFK�RQ�VKRUW�WHUP�GHEW�LI�WKH\�VXIIHU�IURP�WLPH�LQFRQVLVWHQF\�RU�KLJK�GLVFRXQWLQJ��IRUHLJQ�FUHGLWRUV�PD\�RQO\�EH�ZLOOLQJ�WR�OHQG� VKRUW� EHFDXVH� RI� LPSHUIHFW� LQIRUPDWLRQ� RU� PRQLWRULQJ�� RU� EHFDXVH� RI� FRRUGLQDWLRQ�IDLOXUH�ZLWK� RWKHU� FUHGLWRUV� �LI� HDFK� FUHGLWRU� H[SHFWV� WKH� RWKHUV�ZLOO� RQO\� OHQG� VKRUW�� WKXV�
�� ,Q�0H[LFR�DQG�&KLOH��DV�LQ�WKH�FDVH�RI�VRPH�$VLDQ�FRXQWULHV�PRUH�UHFHQWO\��WKH�SHUFHSWLRQ RI�JRYHUQPHQW�JXDUDQWHHV�PD\�KDYH�FUHDWHG�D�PRUDO�KD]DUG�SUREOHP�DQG�OHG�EDQNV�WR�WDNH�RQ�H[FHVVLYH�ULVN��9HODVFR��������GLVFXVVHV�HYLGHQFH�IRU�WKLV�LQ�WKH�FDVH�RI�&KLOH��.UXJPDQ��������VWUHVVHV�WKH�UROH�RI�PRUDO�KD]DUG�DQG�RYHU�LQYHVWPHQW�LQ�$VLD��
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PDNLQJ�D�FULVLV�SRVVLEOH��KLV�EHVW�UHVSRQVH�LV�DOVR�WR�OHQG�VKRUW�LQ�RUGHU�WR�KDYH�D�FKDQFH�WR�JHW�RXW�LI�WKH�FULVLV�FRPHV���,Q� DGGLWLRQ�� D� SUHSRQGHUDQFH� RI� VKRUW�WHUP� GHEW�� HVSHFLDOO\� LI� GHQRPLQDWHG� LQ� GROODUV��PD\� FRPSOLFDWH� PRQHWDU\� PDQDJHPHQW� DQG� WKH� HIIHFWLYHQHVV� RI� IORDWLQJ� H[FKDQJH� UDWHV��*ROGIDMQ� DQG�2OLYDUHV� �����D��� IRU� LQVWDQFH�� ILQG� WKDW� WKH� VHQVLWLYLW\�RI�GRPHVWLF� UDWHV� WR�FKDQJHV� LQ�ZRUOG� UDWHV� LV� OHVV� LQ� IOH[LEOH� UDWH�FRXQWULHV�ZKRVH�FXUUHQW�DFFRXQW� LV� ILQDQFHG�SUHGRPLQDQWO\�E\�)',�LQVWHDG�RI�GHEW��$OO�RI�WKHVH�DUJXPHQWV�VXJJHVW�WKDW�WKHUH�PD\�EH�D�FDVH�IRU�D�SROLF\�GLVFRXUDJLQJ�VKRUW�WHUP�GHEW���:KDW�SROLF\��H[DFWO\��LV�D�WULFN\�PDWWHU��+LJK�UHTXLUHG�UHVHUYHV�RQ�OLTXLG�EDQN�OLDELOLWLHV��ZKHWKHU� LQ�GRPHVWLF�RU�IRUHLJQ�FXUUHQF\��DQG�ZKHWKHU�RZHG�WR�ORFDOV�RU�IRUHLJQHUV�� LV�DQ�REYLRXV� FKRLFH�� ,W�PD\� EH� VRXQG� SROLF\� HYHQ� LI� LW� KDV� VRPH� HIILFLHQF\� FRVWV� RU� LI� FDXVHV�VRPH�GLVLQWHUPHGLDWLRQ��$Q�REYLRXV� FDYHDW� LV� WKDW� LI� EDQNV� DUH� FRQVWUDLQHG� ILUPV�ZLOO� GR�WKHLU� RZQ� VKRUW�WHUP� ERUURZLQJ�� DV� LW� KDSSHQHG�PDVVLYHO\� LQ� ,QGRQHVLD��7D[HV� RQ� FDSLWDO�LQIORZV�ZKHUH� WKH� WD[� UDWH� LQ� LQYHUVH�SURSRUWLRQ� WR� WKH�PDWXULW\�RI� WKH� LQIORZ��DQG�ZKHUH�ORQJ� WHUP� IORZV�VXFK�DV�)', JR�XQWD[HG�DW� WKH�ERUGHU��KDYH�EHHQ�XVHG�E\�&RORPELD�DQG�&KLOH� LQ� WKH� ����V�� 7KH\� DUH� RIWHQ� MXVWLILHG� LQ� WHUPV� RI� ILQGLQJV� VXFK� DV� WKRVH� RI� 6DFKV��7RUQHOO� DQG�9HODVFR� �����F���ZKR� IRXQG� WKDW� D� VKRUWHU�PDWXULW\� RI� FDSLWDO� LQIORZV�ZDV� D�KHOSIXO� SUHGLFWRU� RI YXOQHUDELOLW\� WR� WKH� 7HTXLOD� HIIHFW� LQ� ������ ZKLOH� WKH� VL]H� RI� WKRVH�LQIORZV�ZDV� QRW�� 9DOGpV�3ULHWR� DQG� 6RWR� �������� /DUUDtQ�� /DEiQ� DQG�&KXPDFHUR� ��������%XGQHYLFK�DQG�/HIRUW���������DQG�0RQWLHO�DQG�5HLQKDUW��������DOO�ILQG�WKDW�WKH�UHVWULFWLRQV�KDYH� DIIHFWHG� WKH�PDWXULW\� FRPSRVLWLRQ� RI� IORZV�� WKRXJK� QRW� WKHLU� RYHUDOO� YROXPH� RU� WKH�FRXUVH�RI�WKH�UHDO�H[FKDQJH�UDWH�
,PSURYLQJ�)LVFDO�,QVWLWXWLRQV:H�VDZ�DERYH�WKDW�H[FHVVLYHO\�SURF\FOLFDO�ILVFDO�SROLFLHV�DUH�WKH�LQHYLWDEOH�FRQVHTXHQFH�RI�ZHDN�DQG�GHILFLW�SURQH�ILVFDO�LQVWLWXWLRQV��/HQGHUV�GR�QRW�OHQG�ZKHQ�WLPHV�DUH�EDG�EHFDXVH�WKH\� GR� QRW� WKLQN� WKH\� ZLOO� EH� UHSDLG� ZKHQ� WLPHV� DUH� JRRG�� 7KLV� LQIRUPDO� YLHZ� LV�FRUURERUDWHG�E\�WKH�IRUPDO�HYLGHQFH�VXJJHVWLYH�RI�ILVFDO�ERUURZLQJ�FRQVWUDLQWV�SURYLGHG�E\�*DYLQ�DQG�3HURWWL� ��������$QG� WKH�ZHDNHU� WKH�FRXQWU\¶V�EXGJHWDU\� LQVWLWXWLRQV� WKH�JUHDWHU�WKH�SUREOHP��DV�VKRZQ�E\�*DYLQ��+DXVPDQQ�HW�DO����������� 7KH�FRQVHTXHQFH��ILVFDO�SROLF\�
�� 6HH 5RGULN�DQG�9HODVFR��������IRU�PRUH�GHWDLOV�RQ�WKH�DUJXPHQW��� 7KH�TXDOLW\�RI�ILVFDO�LQVWLWXWLRQV�LV�PHDVXUHG�E\�WKH�LQGH[�GHYHORSHG�LQ�$OHVLQD�HW�DO���������
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LV� QRW� PXFK� XVH� DV� D� FRXQWHU�F\FOLFDO� WRRO�� ,I� PRQHWDU\� SROLF\� LV� QRW� DYDLODEOH� HLWKHU��SHUKDSV�EHFDXVH�RI�DQ�H[FKDQJH�UDWH�SHJ�� WKHQ�FRXQWULHV�FDQ�EH�OHIW�EHUHIW�RI�VWDELOL]DWLRQ�SROLF\�$�VLPSOH�DQG�ILUVW�VWHS�IRUZDUG�LV�WR�UHGXFH�SXEOLF�LQGHEWHGQHVV�OHYHOV��:LWK�OHVV�LQLWLDO�GHEW�WKHUH�LV�PRUH�URRP�WR�H[SDQG�LQ�EDG�WLPHV�ZLWKRXW�UXQQLQJ�LQWR�ERUURZLQJ�FRQVWUDLQWV��7KH� UDWLR� RI� SXEOLF� GHEW� WR� *'3� RI� (DVW�$VLDQ� DQG� /DWLQ�$PHULFDQ� FRXQWULHV� LV� ORZ� E\�2(&'� VWDQGDUGV�� EXW� VR� DUH� SUREDEO\� WKHLU� FUHGLW� FHLOLQJV�� IRU� REYLRXV� SROLWLFDO� DQG�LQVWLWXWLRQDO�UHDVRQV��$� VHFRQG� VWHS� LV� WR� UHIRUP� ILVFDO� LQVWLWXWLRQV� WR� PDNH� VSHQGLQJ� OHVV� F\FOLFDO� DQG�UHSD\PHQW� PRUH� OLNHO\�� 2QH� SRVVLELOLW\� LV� WKH� 1DWLRQDO� )LVFDO� &RXQFLO� SURSRVHG� E\�(LFKHQJUHHQ� HW� DO� �������� ZKLFK� ZRXOG� JLYH� UHVSRQVLELOLW\� IRU� WKH� EURDG� WUHQGV� LQ� ILVFDO�SROLF\� WR� DQ� DXWRQRPRXV� ERG\� PRGHOHG� DIWHU LQGHSHQGHQW� FHQWUDO� EDQNV�� 1DWLRQDO�FRQJUHVVHV�ZRXOG� VWLOO� VHW� VSHQGLQJ� OHYHOV�DQG�FRPSRVLWLRQ��EXW� WKH� VL]H�RI� WKH�GHILFLW� �RU�WKH� DOORZDEOH�GHEW� LVVXDQFH��ZRXOG�EH� VHW� E\� WKH�DXWRQRPRXV�&RXQFLO�� ,I� WKLV�JDYH� ILVFDO�SROLF\�JUHDWHU�FUHGLELOLW\��LQ�WKH�VHQVH�RI�HQVXULQJ�WKDW�GHILFLWV�WRGD\�QHHG�QRW�PHDQ�GHILFLWV�WRPRUURZ� DQG� LQWR� WKH� LQGHILQLWH� IXWXUH�� WKHQ� ILVFDO� SROLF\� ZRXOG� EH� PRUH� XVHIXO� DV� D�VWDELOL]DWLRQ�WRRO��
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'LDPRQG��'�� ³/LTXLGLW\�� %DQNV� DQG�0DUNHWV�´� -RXUQDO� RI� 3ROLWLFDO� (FRQRP\�� ����� ��������������
'LD]�$OHMDQGUR��&�)���³*RRG�E\H�)LQDQFLDO�5HSUHVVLRQ��+HOOR�)LQDQFLDO�&UDVK�´�-RXUQDO�RI�'HYHORSPHQW�(FRQRPLFV ���������
'RUQEXVFK�� 5��� ,�� *ROGIDMQ� DQG� 5�� 9DOGHV�� ³&XUUHQF\� &ULVHV� DQG� &ROODSVHV�´� %URRNLQJV�3DSHUV�RQ�(FRQRPLF�$FWLYLW\ ���SS����������������
'RUQEXVFK�� 5��� ³$IWHU� $VLD�� 1HZ� 'LUHFWLRQV� IRU� WKH� ,QWHUQDWLRQDO� )LQDQFLDO� 6\VWHP�´�PLPHR��0,7��-XO\������
(LFKHQJUHHQ�� %�� DQG� 5�� +DXVPDQQ�� ³([FKDQJH� 5DWHV� DQG� )LQDQFLDO� )UDJLOLW\´� 1%(5�:RUNLQJ�3DSHU�������1RYHPEHU������
(GZDUGV�� 6��� ³([FKDQJHV�5DWHV� DV�1RPLQDO�$QFKRUV�´�:HOWZLUWVFKDIWOLFKHV�$UFKLY��1R����SS������������
(GZDUGV��6��DQG�0��6DYDVWDQR��³7KH�0RUQLQJ�$IWHU��7KH�0H[LFDQ�3HVR�LQ�WKH�$IWHUPDWK�RI�WKH������&XUUHQF\�&ULVLV�´�PLPHR��8&/$��-DQXDU\������
(LFKHQJUHHQ��%���5��+DXVPDQQ�DQG�-��YRQ�+DJHQ��³5HIRUPLQJ�)LVFDO� ,QVWLWXWLRQV� LQ�/DWLQ�$PHULFD��7KH�&DVH�IRU�D�1DWLRQDO�)LVFDO�&RXQFLO�´�PLPHR��,$'%�������
)UDJD��$���³0RQHWDU\�3ROLF\ LQ�WKH�7UDQVLWLRQ�WR�D�)ORDWLQJ�([FKDQJH�5DWH��5HPDUNV�RQ�WKH�5HFHQW�%UD]LOLDQ�([SHULHQFH´��,Q��1HZ�&KDOOHQJHV�IRU�0RQHWDU\�3ROLF\��D�V\PSRVLXP�VSRQVRUHG�E\�WKH�)HGHUDO�5HVHUYH�%DQN�RI�.DQVDV�&LW\��������
)UDQNHO�� -��� 6�� 6FKPXFNOHU� DQG� /�� 6HUYpQ�� � �*OREDO� 7UDQVPLVVLRQ� RI� ,QWHUHVW� 5DWHV��0RQHWDU\�,QGHSHQGHQFH�DQG�&XUUHQF\�5HJLPH���0LPHR��7KH�:RUOG�%DQN�
)UDQNHO�� -�� DQG�$QGUHZ�.��5RVH�� ³&XUUHQF\�&UDVKHV� LQ�(PHUJLQJ�0DUNHWV��$Q�(PSLULFDO�7UHDWPHQW�´�-RXUQDO�RI�,QWHUQDWLRQDO�(FRQRPLFV ����SS����������������
)ULHGPDQ��0�� �7KH�&DVH� IRU� )OH[LEOH�([FKDQJH�5DWHV�� LQ�(VVD\V� LQ�3RVLWLYH�(FRQRPLFV��8QLYHUVLW\�RI�&KLFDJR�3UHVV�������
)XUPDQ��-��DQG�-��6WLJOLW]��³(FRQRPLF�&ULVHV��(YLGHQFH�DQG�,QVLJKWV�IURP�(DVW�$VLD�´�3DSHU�SUHSDUHG�IRU�WKH�%3($��:DVKLQJWRQ�'&��6HSWHPEHU������
*DYLQ��0��� DQG�5��+DXVPDQQ��������³7KH�5RRWV�RI�%DQNLQJ�&ULVHV��7KH�0DFURHFRQRPLF�&RQWH[W´�PLPHR��,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN�
*DYLQ��0��5��+DXVPDQQ��5��3HURWWL�DQG�(��7DOYL��³0DQDJLQJ�)LVFDO�3ROLF\�LQ�/DWLQ�$PHULFD�DQG�WKH�&DULEEHDQ´�PLPHR��,$'%��0DUFK������
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*DYLQ�� 0�� DQG� 5�� 3HURWWL�� ³)LVFDO� 3ROLF\� LQ� /DWLQ� $PHULFD�´� 1%(5� 0DFURHFRQRPLFV�$QQXDO�������
*HUWOHU��0���6��*LOFKULVW�DQG�)��0��1DWDOXFFL��³([WHUQDO�&RQVWUDLQWV�RQ�0RQHWDU\�3ROLF\�DQG�WKH�)LQDQFLDO�$FFHOHUDWRU�´�PDQXVFULSW��1<8�������
*KRVK��$���$��*XOGH�� -��2VWU\�� DQG�+��:ROI�� ³'RHV� WKH�1RPLQDO�([FKDQJH�5DWH�5HJLPH�0DWWHU"�´�,0)�:RUNLQJ�3DSHU���������1RYHPEHU�������
*ROGIDMQ�� ,�� DQG�5��9DOGHV�� ³&DSLWDO�)ORZV� DQG� WKH�7ZLQ�&ULVHV��7KH�5ROH�RI�/LTXLGLW\�´�:RUNLQJ�3DSHU��������,QWHUQDWLRQDO�0RQHWDU\�)XQG��-XO\������
*ROGIDMQ��,��DQG�*��2OLYDUHV��³'ROODUL]DWLRQ��7KH�&DVH�RI�3DQDPD´�3DSHU�SUHVHQWHG�WR�WKH�6HFRQG�(FRQRPtD 3DQHO��5LR�GH�-DQHLUR������D�
*ROGIDMQ��,��DQG�*��2OLYDUHV��³&DQ�)OH[LEOH�([FKDQJH�5DWHV�6WLOO�:RUN�LQ�)LQDQFLDOO\�2SHQ�(FRQRPLHV"�0DQXVFULSW��38&�5LR������E�
+DXVPDQQ��5���0��*DYLQ��&��3DJHV�6HUUD�DQG�(��6WHLQ��³)LQDQFLDO�7XUPRLO�DQG�WKH�&KRLFH�RI� ([FKDQJH�5DWH� 5HJLPH�´�:RUNLQJ� 3DSHU�1R�� ����� ,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN�
+DXVPDQQ��5���8�� 3DQL]]D� DQG�(�� 6WHLQ� �������� �:K\� GR�&RXQWULHV� )ORDW� WKH�:D\�7KH\�)ORDW"���:RUNLQJ�3DSHU�1R�������,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN�
+HOOPDQ��7���.��0XUGRFK��DQG�-�(��6WLJOLW]��³$GGUHVVLQJ�0RUDO�+D]DUG�LQ�%DQNLQJ��'HSRVLW�5DWH�&RQWUROV�YV��&DSLWDO�5HTXLUHPHQWV�´�XQSXEOLVKHG�PDQXVFULSW�������
+HUUHQGRUI�� %�� ³,PSRUWLQJ� &UHGLELOLW\� 7KURXJK� ([FKDQJH� 5DWH� 3HJJLQJ�´� (FRQRPLF�-RXUQDO�������
+HUUHQGRUI�� %�� ³7UDQVSDUHQF\�� 5HSXWDWLRQ� DQG� &UHGLELOLW\� XQGHU� )ORDWLQJ� DQG� 3HJJHG�([FKDQJH�5DWHV�´�IRUWKFRPLQJ��-RXUQDO�RI�,QWHUQDWLRQDO�(FRQRPLFV��������
,QWHUQDWLRQDO�0RQHWDU\�)XQG��³([FKDQJH�5DWH�$UUDQJHPHQWV�DQG�(FRQRPLF�3HUIRUPDQFH�LQ�'HYHORSLQJ�&RXQWULHV�´�:RUOG�(FRQRPLF�2XWORRN��2FWREHU������
,WR��7��� ³/HVVRQV� IURP� WKH�$VLDQ�&XUUHQF\�&ULVHV�´�0LPHR��+LWRWVXEDVKL�8QLYHUVLW\�� -XO\������
-HDQQH�� 2�� ³7KH� ,QWHUQDWLRQDO� /LTXLGLW\� 0LVPDWFK� DQG� WKH� 1HZ� $UFKLWHFWXUH�´� PLPHR��,QWHUQDWLRQDO�0RQHWDU\�)XQG������
-RKQVRQ��+�� �7KH�&DVH� IRU� )OH[LEOH� ([FKDQJH�5DWHV�� ������)HGHUDO�5HVHUYH�%DQN� RI� 6W��/RXLV�5HYLHZ��9RO������-XQH������
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.DPLQVN\��*��DQG�&��5HLQKDUW��³7KH�7ZLQ�&ULVHV��7KH�&DXVHV�RI�%DQNLQJ�DQG�%DODQFH�RI�3D\PHQWV� 3UREOHPV�´� ,QWHUQDWLRQDO� )LQDQFH� 'LVFXVVLRQ� 3DSHU� 1R�� ����� %RDUG� RI�*RYHUQRUV�RI�WKH�)HGHUDO�5HVHUYH�6\VWHP��0DUFK������

.LJXHO�� 0�� DQG� 1�� *KHL�� ³'HYDOXDWLRQ� LQ� /RZ�,QIODWLRQ� (FRQRPLHV�´� 3ROLF\� 5HVHDUFK�:RUNLQJ�3DSHU�������:RUOG�%DQN��1RYHPEHU������

.UXJPDQ�� 3�� DQG� /�� 7D\ORU�� �&RQWUDFWLRQDU\� (IIHFWV� RI� 'HYDOXDWLRQ��� -RXUQDO� RI�,QWHUQDWLRQDO�(FRQRPLFV�������������

.UXJPDQ�� 3��� ³$�0RGHO� RI� %DODQFH� RI� 3D\PHQWV� &ULVHV�´� -RXUQDO� RI�0RQH\��&UHGLW� DQG�%DQNLQJ����������������
/DUUDtQ��)��DQG�$��9HODVFR��³([FKDQJH�5DWH�3ROLF\�IRU�(PHUJLQJ�0DUNHWV�2QH�6L]H�'RHV�1RW�)LW�$OO�´�PDQXVFULSW��+DUYDUG�8QLYHUVLW\�DQG�38&�&KLOH��-XO\������
/HLGHUPDQ�� /�� DQG� *�� %XIPDQ�� ³6HDUFKLQJ� IRU� 1RPLQDO� $QFKRUV� LQ� 6KRFN�3URQH�(FRQRPLHV� LQ� WKH� ����V�� ,QIODWLRQ� 7DUJHWV� DQG� ([FKDQJH� 5DWH� %DQGV�´� :RUNLQJ�3DSHU� ������� )RHUGHU� ,QVWLWXWH� IRU� (FRQRPLF� 5HVHDUFK�� 7HO�$YLY� 8QLYHUVLW\�� -XQH�������
0DVVRQ��3���0��6DYDVWDQR�DQG�6��6KDUPD��³7KH�6FRSH�IRU�,QIODWLRQ�7DUJHWLQJ�LQ�'HYHORSLQJ�&RXQWULHV�´�:RUNLQJ�3DSHU���������5HVHDUFK�'HSDUWPHQW��,0)��2FWREHU������
0XQGHOO��5�� ³7KH�7KHRU\� RI�2SWLPXP�&XUUHQF\�$UHDV�

�$PHULFDQ�(FRQRPLF�5HYLHZ ����6HSWHPEHU������
0XQGHOO��5��³&DSLWDO�0RELOLW\�DQG�6WDELOL]DWLRQ�3ROLF\�8QGHU�)L[HG�DQG�)OH[LEOH�([FKDQJH�5DWHV�

�&DQDGLDQ�-RXUQDO�RI�(FRQRPLFV�DQG�3ROLWLFDO�6FLHQFH �����������������
0XVVD��0��³1RPLQDO�([FKDQJH�5DWH�5HJLPHV�DQG� WKH�%HKDYLRU�RI�5HDO�([FKDQJH�5DWHV��(YLGHQFH� DQG� ,PSOLFDWLRQV�´� &DUQHJLH� 5RFKHVWHU� &RQIHUHQFH� 6HULHV� RQ� (FRQRPLF�3ROLF\��9RO������������
2EVWIHOG��0���³7KH�/RJLF�RI�&XUUHQF\�&ULVHV�´�&DKLHUV�(FRQRPLTXHV�HW�0RQHWDLUHV 1R�����������
2EVWIHOG��0��� ³,QWHUQDWLRQDO�&XUUHQF\�([SHULHQFH��1HZ�/HVVRQV� DQG�/HVVRQV�5HOHDUQHG�´�%URRNLQJV�3DSHUV�RQ�(FRQRPLF�$FWLYLW\��1R����������
2EVWIHOG�� 0��� ³'HVWDELOL]LQJ� (IIHFWV� RI� ([FKDQJH� 5DWH� (VFDSH� &ODXVHV�´� -RXUQDO� RI�,QWHUQDWLRQDO�(FRQRPLFV�������
2EVWIHOG�� 0�� DQG� .�� 5RJRII�� ³([FKDQJH� 5DWH� '\QDPLFV� 5HGX[�´� -RXUQDO� RI� 3ROLWLFDO�(FRQRP\��9RO�����������D��
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2EVWIHOG��0��DQG�.��5RJRII��³7KH�0LUDJH�RI�)L[HG�([FKDQJH�5DWHV�´ -RXUQDO�RI�(FRQRPLF�3HUVSHFWLYHV��9RO�����)DOO�����E��
3DUUDGR�� (�� DQG�$��9HODVFR�� ³:HOIDUH�0D[LPL]LQJ�([FKDQJH�5DWH� 3ROLFLHV�´�PDQXVFULSW��+DUYDUG�8QLYHUVLW\��6HSWHPEHU������
5DGHOHW�� 6��� DQG� -�� 6DFKV�� ³7KH� 2QVHW� RI� WKH� $VLDQ� )LQDQFLDO� &ULVLV�´� PLPHR�� +DUYDUG�,QVWLWXWH�IRU�,QWHUQDWLRQDO�'HYHORSPHQW��0DUFK������
5RGULN��'��DQG�$��9HODVFR��³6KRUW�7HUP�&DSLWDO�)ORZV�´�$QQXDO�:RUOG�%DQN�&RQIHUHQFH�RQ�'HYHORSPHQW�(FRQRPLFV��IRUWKFRPLQJ�������
6DFKV��-���³$OWHUQDWLYH�$SSURDFKHV�WR�)LQDQFLDO�&ULVHV�LQ�(PHUJLQJ�0DUNHWV�´�'HYHORSPHQW�'LVFXVVLRQ�3DSHU�1R�������+DUYDUG�,QVWLWXWH�IRU�,QWHUQDWLRQDO�'HYHORSPHQW��-DQXDU\������
6DFKV��-���$��7RUQHOO�DQG�$��9HODVFR��³7KH�&ROODSVH�RI�WKH�0H[LFDQ�3HVR��:KDW�+DYH�:H�/HDUQHG"´�(FRQRPLF�3ROLF\ ��������D��������
6DFKV��-���$��7RUQHOO�DQG�$��9HODVFR��³)LQDQFLDO�&ULVHV�LQ�(PHUJLQJ�0DUNHWV��7KH�/HVVRQV�IURP������´�%URRNLQJV�3DSHUV�RQ�(FRQRPLF�$FWLYLW\��1R���������E����������
6YHQVVRQ��/�� ³2SHQ�(FRQRP\� ,QIODWLRQ�7DUJHWLQJ�´�PDQXVFULSW��8QLYHUVLW\�RI�6WRFNKROP��������
7RUQHOO�� $�� DQG� $�� 9HODVFR�� ³)LVFDO� GLVFLSOLQH� DQG� WKH� FKRLFH� RI� D� QRPLQDO� DQFKRU� LQ�VWDELOL]DWLRQ�´��-RXUQDO�RI�,QWHUQDWLRQDO�(FRQRPLFV��9RO�����������
7RUQHOO��$��DQG�$��9HODVFR��³)L[HG�YHUVXV�)OH[LEOH�([FKDQJH�5DWHV��:KLFK�3URYLGHV�0RUH�)LVFDO�'LVFLSOLQH"�´�IRUWKFRPLQJ��-RXUQDO�RI�0RQHWDU\�(FRQRPLFV�������
9HODVFR��$��DQG�3��&DEH]DV��³$�7DOH�RI�7ZR�&RXQWULHV��$OWHUQDWLYH�5HVSRQVHV�WR�&DSLWDO�,QIORZV�´�LQ�0��.DKOHU��HG����&DSLWDO�)ORZV�DQG�)LQDQFLDO�&ULVHV��&RUQHOO�8QLYHUVLW\�3UHVV�IRU�WKH�&RXQFLO�RQ�)RUHLJQ�5HODWLRQV�������
:LOOLDPVRQ��-��³&UDZOLQJ�%DQGV�RU�0RQLWRULQJ�%DQGV��+RZ�WR�0DQDJH�([FKDQJH�5DWHV�LQ�D�:RUOG�RI�&DSLWDO�0RELOLW\�´�,QWHUQDWLRQDO�)LQDQFH��1R�����9RO����������
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