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,��,QWURGXFWLRQ)LQDQFLDO�PDUNHWV�SURYLGH�D�YLWDO�OLQN�EHWZHHQ�VDYLQJV�DQG�LQYHVWPHQW��7KHLU�HIIHFWLYHQHVV�DQG�HIILFLHQF\�FDQ�SRVLWLYHO\�LQIOXHQFH�ERWK�WKH�YROXPH�DQG�TXDOLW\�RI�LQYHVWPHQW��DQ�LPSRUWDQW�GHWHUPLQDQW�RI�HFRQRPLF�JURZWK��7KLV�SDSHU�EHJLQV�E\�GUDZLQJ�RQ�QHRFODVVLFDO�DQG�HQGRJHQRXV�JURZWK�PRGHOV�WR�H[SODLQ�WKH�FKDQQHOV�WKURXJK�ZKLFK�ILQDQFLDO�PDUNHWV�FDQ�FRQWULEXWH�WR�WKH�SURFHVV�RI�HFRQRPLF�JURZWK�GUDZLQJ�RQ�QHRFODVVLFDO�DQG�HQGRJHQRXV�JURZWK�PRGHOV��,W�H[DPLQHV�ZKDW�FDQ�JR�ZURQJ�LQ�UHODWLRQ�WR�ILQDQFLDO�GHYHORSPHQW�E\�H[DPLQLQJ�WKH�SUREOHP�RI�ILQDQFLDO�IUDJLOLW\�DQG�LWV�FDXVHV��7KLV�SDSHU�DUJXHV�LQ�IDYRU�RI�VWURQJ�SUXGHQWLDO�VXSHUYLVLRQ�RI�ILQDQFLDO�LQVWLWXWLRQV�DQG�SRLQWV�RXW�WKH�PHULWV�RI�LQWHUHVW�UDWH�UHVWULFWLRQV�ZKLFK�KDYH�EHHQ�QHJOHFWHG�ODUJHO\�LQ�WKH�H[LVWLQJ�OLWHUDWXUH��)LQDOO\��WKH�SDSHU�DGGUHVVHV�WKH�UROH�RI�VWRFN�PDUNHWV�LQ�WKH�SURFHVV�RI�HFRQRPLF�GHYHORSPHQW�ZKLFK��XQWLO�UHFHQWO\��KDV�QRW�EHHQ�UHVHDUFKHG�H[WHQVLYHO\��7KH�DQDO\VLV�H[DPLQHV�ERWK�SRVLWLYH�DQG�QHJDWLYH�DVSHFWV�RI�WKLV�UHODWLRQVKLS�DQG�GUDZV�DWWHQWLRQ�WR�WKH�HIIHFWV�RI�VWRFN�PDUNHW�YRODWLOLW\�RQ�JURZWK�7KH SDSHU�LV�RUJDQL]HG�DV�IROORZV��6HFWLRQ���RXWOLQHV�WKH�SRVLWLYH�UROH�ILQDQFLDO�PDUNHWV�FDQ�SOD\�LQ�WKH�SURFHVV�RI�HFRQRPLF�GHYHORSPHQW��6HFWLRQ���H[DPLQHV�WKH�SUREOHPV�RI�ILQDQFLDO�IUDJLOLW\�DQG�FULVLV�DQG�VXJJHVWV�ZD\V�LQ�ZKLFK�WKH\�FDQ�EH�DYRLGHG��6HFWLRQ���GLVFXVVHV�WKH�UROH�RI�VWRFN�PDUNHWV�DQG�VHFWLRQ���VXPPDUL]HV�DQG�FRQFOXGHV�E\�SUHVHQWLQJ�VRPH�SROLF\�LPSOLFDWLRQV�WKDW�PD\�EH�UHOHYDQW�IRU�(J\SW�
,,��+RZ�)LQDQFLDO�0DUNHWV�&DQ�&RQWULEXWH�7R�(FRQRPLF�*URZWK�'HSHQGLQJ�RQ�WKH�WKHRUHWLFDO�IUDPHZRUN�HPSOR\HG��WKH�HIIHFWV�RI�ILQDQFLDO�PDUNHWV�RQ�JURZWK�FDQ�EH�WUDQVLHQW�RU�ODVWLQJ��,Q�WUDGLWLRQDO�JURZWK�WKHRULHV��WKH�HIIHFWV�DUH�WUDQVLHQW��WKH\�DUH�SUHVHQW�RQO\�GXULQJ�WKH�WUDQVLWLRQ�WR�DQ�HFRQRP\
V�VWHDG\�VWDWH�JURZWK�SDWK��,Q�QHZ�WKHRULHV�RI�HQGRJHQRXV�JURZWK��WKH�HIIHFWV�RI�ILQDQFLDO�PDUNHWV�FDQ�EH�ODVWLQJ��WKH\�FDQ�HOHYDWH�WKH�HFRQRP\�WR�D�KLJKHU�JURZWK�SDWK�SHUPDQHQWO\��7KLV�VHFWLRQ�DQDO\VHV�WKH�FKDQQHOV�WKURXJK�ZKLFK�ILQDQFLDO�PDUNHWV�PD\�LQIOXHQFH�WKH�SURFHVV�RI�HFRQRPLF�JURZWK�LQ�WKHVH�WZR�WKHRUHWLFDO�IUDPHZRUNV��FRQFOXGLQJ�WKDW�UHJDUGOHVV�RI�WKH�IUDPHZRUN�DGRSWHG�ILQDQFLDO�PDUNHWV�KDYH�D�SRWHQWLDOO\�SRVLWLYH�LPSDFW�RQ�JURZWK��
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7UDGLWLRQDO�*URZWK�7KHRULHV,Q�WKH�QHRFODVVLFDO�PRGHO�RI�HFRQRPLF�JURZWK��6RORZ�������6ZDQ��������WKH�VWHDG\�VWDWH�JURZWK�UDWH�RI�WKH�HFRQRP\�GHSHQGV�RQ�ERWK�SRSXODWLRQ�JURZWK�DQG�H[RJHQRXV�YDULDEOHV�RI�WHFKQRORJLFDO�SURJUHVV��7KXV��WKH�ORQJ�UXQ�OHYHO�RI�RXWSXW�SHU�FDSLWD�JURZV�DW�WKH�H[RJHQRXVO\�GHWHUPLQHG�UDWH�RI�WHFKQRORJLFDO�SURJUHVV��7KH�OHYHO�RI�RXWSXW�SHU�FDSLWD�LQ�WKH�VWHDG\�VWDWH�RI�WKH�PRGHO�LV�GHWHUPLQHG�E\�WKH�VDYLQJV�UDWLR��WKH�SDUDPHWHUV�RI�WKH�SURGXFWLRQ�IXQFWLRQ��WKH�GHSUHFLDWLRQ�UDWH�RI�SK\VLFDO�FDSLWDO�DQG�WKH�UDWH�RI�SRSXODWLRQ�JURZWK��DOO�RI�ZKLFK�DUH�H[RJHQRXVO\�GHWHUPLQHG��,I�ZH�DVVXPH�WKDW�WKH�UDWH�RI�WHFKQRORJLFDO�SURJUHVV�LV�]HUR��WKHQ�WKH�OHYHO�RI�SHU�FDSLWD�RXWSXW�LQ�WKH�VWHDG\�VWDWH�UHPDLQV�FRQVWDQW��/HW�XV�QRZ�FRQVLGHU�D�SHUPDQHQW�LQFUHDVH�LQ�WKH�VDYLQJV�UDWLR��7KLV�PD\�EH�EURXJKW�DERXW�E\�D�FKDQJH�LQ�WKH�GHJUHH�RI�WLPH�SUHIHUHQFH�RU��LPSRUWDQWO\��WKURXJK�DQ�LQFUHDVH�LQ�WKH�GHJUHH�RI�VDYLQJV�PRELOL]DWLRQ�GXH�WR�DQ�H[SDQVLRQ�RI�WKH�EUDQFK�QHWZRUN�LQ�WKH�EDQNLQJ�V\VWHP��7KLV�VWXG\�FRQFHQWUDWHV�RQ�WKH�ODERU�IDFWRU��$�KLJKHU�VDYLQJV�UDWLR�LPSOLHV�WKDW�PRUH�UHVRXUFHV�DUH�DYDLODEOH�IRU�LQYHVWPHQW�LQ�HDFK�SHULRG��WKXV�D�KLJKHU�VWRFN�RI�FDSLWDO�SHU�FDSLWD�EHFRPHV�VXVWDLQDEOH�LQ�WKH�VWHDG\�VWDWH�DQG�FRQVHTXHQWO\�D�KLJKHU�OHYHO�RI�ORQJ�UXQ�RXWSXW�SHU�FDSLWD��7KH�QHZ�VWHDG\�UDWH�RI�HFRQRPLF�JURZWK�LV�VWLOO�WKH�VDPH��DJJUHJDWH�RXWSXW�JURZV�E\�WKH�UDWH�RI�SRSXODWLRQ�JURZWK��EXW�RXWSXW�SHU�KHDG�LV�FRQVWDQW��,Q�WKH�WUDQVLWLRQ�SHULRG��KRZHYHU��RXWSXW�SHU�FDSLWD�JURZV�DW�D�SRVLWLYH�UDWH��7KXV��LQ�WKH�QHRFODVVLFDO�JURZWK�PRGHO�WKH�ILQDQFLDO�V\VWHP�FDQ�KDYH�D�SRVLWLYH�HIIHFW�RQ�WKH�VWHDG\�VWDWH�OHYHO�RI�RXWSXW�SHU�FDSLWD�D�SHUPDQHQW�HIIHFW��,W�FDQ�DOVR�KDYH�D�WUDQVLHQW�HIIHFW�RQ�WKH�JURZWK�UDWH�RI�RXWSXW�SHU�FDSLWD�7KHVH�HIIHFWV�FDQ�EH�LQWHUSUHWHG�DV�µFDWFKLQJ�XS¶��µGHYHORSPHQW¶�RU�µFRQYHUJHQFH¶��7R�DQDO\]H�WKHVH�HIIHFWV�ZH�FDQ�FRQVLGHU�DQ\�WZR�HFRQRPLHV�LGHQWLFDO�LQ�DOO�UHVSHFWV�H[FHSW�WKHLU�DELOLW\�WR�PRELOL]H�VDYLQJ��,Q�RWKHU�ZRUGV��WKH\�KDYH�LGHQWLFDO�SURGXFWLRQ�WHFKQRORJLHV��WKH�VDPH�UDWH�RI�SRSXODWLRQ�JURZWK�DQG�WKH�VDPH�GHSUHFLDWLRQ�UDWH��EXW�GLIIHUHQW�VDYLQJV�UDWHV��2QH�KDV�D�YHU\�ORZ�VDYLQJV�UDWH��GXH�WR�DQ�XQGHUGHYHORSHG�EDQNLQJ�V\VWHP��$V�D�UHVXOW��LWV�OHYHO�RI�FDSLWDO�SHU�FDSLWD�LV�ORZ�DQG�LWV�OHYHO�RI�RXWSXW�SHU�KHDG�LV�DOVR�ORZ��VD\���������7KH�VHFRQG�HFRQRP\�KDV�D�KLJKO\�GHYHORSHG�EDQNLQJ�V\VWHP�DQG�LV�VXFFHVVIXO�LQ�PRELOL]LQJ�VDYLQJV��$V�D�UHVXOW��LWV�VDYLQJ�UDWLR�LV�PXFK�KLJKHU��LWV�FDSLWDO�SHU�KHDG�LV�KLJK�DQG�LW�KDV�D�KLJKHU�OHYHO�RI�SHU�FDSLWD�LQFRPH��VD\����������
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1RZ��DVVXPH�WKDW�WKH�SRRU�HFRQRP\
V�EDQNLQJ�V\VWHP�XQGHUJRHV�D�PDMRU�WUDQVLWLRQ�DQG�EHFRPHV�DV�HIIHFWLYH�DQG�HIILFLHQW�DV�WKH�EDQNLQJ�V\VWHP�LQ�WKH�ULFK�HFRQRP\��7KH�VDYLQJV�UDWLR�LQFUHDVHV�VXEVWDQWLDOO\�DV�GR�UHVRXUFHV�GHYRWHG�WR�FDSLWDO�DFFXPXODWLRQ��7KXV��WKH�FDSLWDO�VWRFN�DQG�RXWSXW�SHU�FDSLWD�EHJLQ�WR�JURZ�UDSLGO\��,Q�WKH�QHZ�VWHDG\�VWDWH��WKH�WZR�HFRQRPLHV�KDYH�WKH�VDPH�FDSLWDO�VWRFNV�DQG�RXWSXWV�SHU�KHDG��7KH�SRRU�HFRQRP\¶V�OHYHO�RI�RXWSXW�SHU�KHDG�KDV�FRQYHUJHG�WR�WKDW�RI�WKH�ULFK�HFRQRP\��VHH�)LJXUHV���DQG����S����� 7KH�TXHVWLRQ�WKDW�DULVHV�LV��KRZ�TXLFNO\�FDQ�WKH�SRRU�HFRQRP\
V�SHU�FDSLWD�LQFRPH�FRQYHUJH�ZLWK�WKDW�RI�WKH�ULFK�HFRQRP\"�7KHRU\�WHOOV�XV�WKDW�WKLV�GHSHQGV�QHJDWLYHO\�RQ�WKH�VKDUH�RI�FDSLWDO�LQ�RXWSXW�DQG�SRVLWLYHO\�RQ�WHFKQLFDO�SURJUHVV��WKH�UDWH�RI�GHSUHFLDWLRQ�DQG�WKH�UDWH�RI�SRSXODWLRQ�JURZWK��$VVXPLQJ�D�FDSLWDO�VKDUH�RI�RQH�WKLUG��SRSXODWLRQ�DQG�WHFKQLFDO�SURJUHVV�JURZWK�UDWHV�RI�� SHUFHQW�SHU�\HDU�DQG�D�GHSUHFLDWLRQ�UDWH�RI�� SHUFHQW��WKH�VSHHG�RI�FRQYHUJHQFH�ZRXOG�EH�� SHUFHQW�SHU \HDU�� 7KXV��LW�ZRXOG�WDNH����\HDUV�WR�GRXEOH�WKH�OLYLQJ�VWDQGDUGV��8QIRUWXQDWHO\��KRZHYHU��HPSLULFDO�HYLGHQFH�VXJJHVWV�WKDW�VSHHGV�RI�FRQYHUJHQFH�DUH�PXFK�ORZHU�WKDQ�SUHGLFWHG�E\�QHRFODVVLFDO�WKHRU\��UDQJLQJ�EHWZHHQ����WR���� SHUFHQW�SHU�\HDU�� 7KLV�HYLGHQFH�KDV�EHHQ�VHHQ�DV�LQFRQVLVWHQW�ZLWK�WKH�QHRFODVVLFDO�PRGHO��FUHDWLQJ�VNHSWLFLVP�DERXW�LWV�HPSLULFDO�UHOHYDQFH��7KH�FRQFOXVLRQ�WKDW�ZH�FDQ�GUDZ�IURP�WKH�WUDGLWLRQDO�JURZWK�OLWHUDWXUH�LV�WKDW�ZKLOH�WKH�ILQDQFLDO�V\VWHP�PD\�QRW�EH�DEOH�WR�LQIOXHQFH�WKH�JURZWK�UDWH�SHUPDQHQWO\��LW�FDQ�KDYH�SHUPDQHQW�HIIHFWV�RQ�WKH�OHYHO�RI�RXWSXW��7KLV�PD\�WXUQ�DQ�XQGHUGHYHORSHG�HFRQRP\�LQWR�D�GHYHORSHG�RQH��HYHQ�WKRXJK�WKH�SURFHVV�RI�WUDQVLWLRQ�PD\�WDNH�D�ORQJ�WLPH�
1HZ�*URZWK�7KHRULHV7KHVH�WKHRULHV��XQOLNH�WUDGLWLRQDO�JURZWK�WKHRULHV��DGYDQFH�WKH�QRWLRQ�RI�FRQVWDQW�RU�LQFUHDVLQJ�UHWXUQV�WR�FDSLWDO�LWVHOI�RU��LQ�D�ZLGHU�VHQVH��WR�WKH�VWRFN�RI�UHSURGXFLEOH�UHVRXUFHV��7KH�ODWWHU�PD\�LQFOXGH�QRW�RQO\�SK\VLFDO��EXW�DOVR�KXPDQ�FDSLWDO��7KHUH�DUH�VHYHUDO�UHDVRQV�WKDW�PLJKW�H[SODLQ�ZK\��DW�WKH�DJJUHJDWH�OHYHO��WKH�UHWXUQV�WR�WKH�UHSURGXFLEOH�LQSXWV�PD\�EH�QRQ�GHFUHDVLQJ��7KHVH�UHODWH�WR�SRVLWLYH�H[WHUQDOLWLHV�LQ�SURGXFWLRQ��VSLOORYHU�HIIHFWV��OHDUQLQJ�E\�GRLQJ�DQG�WKH�OLNH��)RU�H[DPSOH��ZKHQ�D�ILUP�
� 8WLOL]LQJ�D�&REE�'RXJODV�WHFKQRORJ\�� 6HH�IRU�H[DPSOH��%DUUR�DQG�6DOD�,�0DUWLQ��������
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LQFUHDVHV�LWV�VWRFN�RI�SK\VLFDO�FDSLWDO��LW�OHDUQV�DW�WKH�VDPH�WLPH�KRZ�WR�SURGXFH�PRUH�HIILFLHQWO\��7KLV�KDV�D�SRVLWLYH�HIIHFW�RQ�ODERU�SURGXFWLYLW\��ZKLFK�PD\�KDYH�EHQHILWV�IRU�RWKHU�ILUPV�LQ�WKH�HFRQRP\��7KH�VWRFN�RI�NQRZOHGJH�PD\�EH�WKRXJKW�RI�DV�D�SXEOLF�JRRG��VR�WKDW�ZKHQ�D�ILUP�LQYHVWV�WKH�SXEOLF�JRRG�DYDLODEOH�WR�RWKHU�ILUPV�LQFUHDVHV��7KXV��ZKLOH DQ�LQGLYLGXDO�ILUP�PD\�H[SHULHQFH�GLPLQLVKLQJ�UHWXUQV�WR�LWV�RZQ�FDSLWDO�VWRFN��LQ�DJJUHJDWH�WKHUH�PD\�EH�FRQVWDQW�RU�HYHQ�LQFUHDVLQJ�UHWXUQV�WR�FDSLWDO�GXH�WR�WKH�VSLOORYHU�HIIHFWV�RQ�ODERU�SURGXFWLYLW\��:KHQ�WKH�UHWXUQV�WR�UHSURGXFLEOH�LQSXWV�DUH�QRW�GHFOLQLQJ��DQ�HFRQRP\�FDQ�JURZ�LQGHILQLWHO\�DW�UDWHV�WKDW�H[FHHG�WKH�UDWH�RI�SRSXODWLRQ�JURZWK�DQG�WKH�H[RJHQRXV�UDWH�RI�WHFKQLFDO�SURJUHVV��,Q�VXFK�HFRQRPLHV��WKH�VWHDG\�VWDWH�UDWH�RI�JURZWK�RI�RXWSXW�SHU�FDSLWD�ZRXOG�GHSHQG�SRVLWLYHO\�RQ�WKH�SURSRUWLRQ�RI�UHVRXUFHV�GHYRWHG�WR�FDSLWDO�DFFXPXODWLRQ��EURDGO\�GHILQHG��DQG�WKH�DYHUDJH�SURGXFW�RI�FDSLWDO��,W�ZRXOG�GHSHQG�QHJDWLYHO\�RQ�WKH�GHSUHFLDWLRQ�UDWH�RI�WKH�FDSLWDO�VWRFN��DOVR�EURDGO\�GHILQHG��DQG�WKH�UDWH�RI�SRSXODWLRQ�JURZWK��VHH�)LJXUH����S������7KH�ILQDQFLDO�V\VWHP�PD\��WKHUHIRUH��LQIOXHQFH�WKH�JURZWK�UDWH�SHUPDQHQWO\�LQ�RQH�RI�WKH�IROORZLQJ�ZD\V��L� ,PSURYLQJ�WKH�DYHUDJH�SURGXFWLYLW\�RI�FDSLWDO� 7KH�ILQDQFLDO�V\VWHP�LV�UHVSRQVLEOH�IRU�FKDQQHOLQJ�IXQGV�IURP�VXUSOXV�WR�GHILFLW�XQLWV��IXQQHOLQJ���,Q�WKLV�SURFHVV��ILQDQFLDO�LQWHUPHGLDULHV�FROOHFW�LQIRUPDWLRQ�DQG�HYDOXDWH�DOWHUQDWLYH�LQYHVWPHQW�SURMHFWV��VFUHHQLQJ���7KH\�PD\�DOVR�HQJDJH�LQ�PRQLWRULQJ�ERUURZHUV�WR�HQVXUH�WKDW�WKH�ORDQHG�IXQGV�DUH�HIILFLHQWO\�XWLOL]HG�� 7KH�PRUH�HIIHFWLYH�WKH�IXQFWLRQV�RI�VFUHHQLQJ�DQG�PRQLWRULQJ��WKH�PRUH�SURGXFWLYH�WKH�ILQDQFHG�LQYHVWPHQWV��$QRWKHU�ZD\�LQ�ZKLFK�WKH�ILQDQFLDO V\VWHP�PD\�LPSURYH�WKH�SURGXFWLYLW\�RI�FDSLWDO�LV�E\�LQGXFLQJ�LQGLYLGXDOV�WR�LQYHVW�LQ�ULVNLHU�EXW�PRUH�SURGXFWLYH�WHFKQRORJLHV�E\�SURYLGLQJ�ULVN�VKDULQJ�RSSRUWXQLWLHV��7KHUH�DUH�VHYHUDO�WKHRUHWLFDO�PRGHOV�ZKLFK�LOOXVWUDWH�WKH�ULVN�VKDULQJ�DVSHFWV�RI�ILQDQFLDO�LQWHUPHGLDWLRQ�VKRZLQJ�WKDW�VDYLQJV�FKDQQHOHG�WKURXJK�ILQDQFLDO�LQWHUPHGLDULHV�DUH�DOORFDWHG�PRUH�HIILFLHQWO\�DQG�WKDW�WKH�KLJKHU�SURGXFWLYLW\�RI�FDSLWDO�UHVXOWV�LQ�KLJKHU�JURZWK��H�J���*UHHQZRRG�DQG�-RYDQRYLF�������%HQFLYHQJD�DQG�6PLWK��������

� 7KH�ODWWHU�IXQFWLRQ�LV�PRUH�SUHYDOHQW�LQ�EDQN�EDVHG�ILQDQFLDO�V\VWHPV��VXFK�DV�WKRVH�RI�-DSDQ�DQG�*HUPDQ\���VHH�$UHVWLV�DQG�'HPHWULDGHV��������
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�LL� &KDQQHOLQJ�LQYHVWPHQW�IXQGV�WR�ILUPV� ,Q�WKH�SURFHVV�RI�ILQDQFLDO�LQWHUPHGLDWLRQ��WKH�LQWHUPHGLDULHV�WKHPVHOYHV�DEVRUE�UHDO�UHVRXUFHV��7KHVH�UHVRXUFHV�UHIOHFW�LQ�VRPH�SDUW�WKH�UHZDUG�IRU�VHUYLFHV�SURYLGHG��KRZHYHU�WKH\�PD\�DOVR�UHIOHFW�WKH�HIILFLHQF\�RI�WKH�ILQDQFLDO�LQWHUPHGLDWLRQ�SURFHVV��7KH�OHVV�HIILFLHQW�WKLV�SURFHVV�LV��WKH�IHZHU�UHVRXUFHV�DUH�PDGH�DYDLODEOH�IRU�LQYHVWPHQW�RXW�RI�D�JLYHQ�DPRXQW�RI�VDYLQJV�,QHIILFLHQFLHV�LQ�ILQDQFLDO�LQWHUPHGLDWLRQ�PD\�EH�WHFKQLFDO�RQHV��VXFK�DV�LQIHULRU�GHSRVLW�FROOHFWLRQ�DQG�ORDQ�WHFKQRORJLHV��ZKLFK�PD\�LQ�WXUQ�EH�WKH�UHVXOW�RI�RXWGDWHG�WHFKQRORJLHV��ULJLGLWLHV�DQG�EXUHDXFUDWLF�FRQWUROV�RU�LQVXIILFLHQWO\�WUDLQHG�EDQN�SHUVRQQHO��7HFKQLFDO�LQHIILFLHQF\�PD\�DOVR�EH�WKH�UHVXOW�RI�VWDWH�RZQHUVKLS�RU�EXUHDXFUDWLF�FRQWUROV�LPSRVHG�E\�WKH�SROLWLFDO�GHFLVLRQ�PDNLQJ�SURFHVV�RQ�WKH�LQWHUPHGLDULHV��7KHVH�PD\�DOVR�EH�WKH�UHVXOW�RI�KXPDQ�FDSLWDO�VKRUWDJHV�LQ�WKH�HFRQRP\��$�WHFKQLFDOO\�LQHIILFLHQW�ILQDQFLDO�V\VWHP�ZLOO�H[SHULHQFH�KLJK�FRVWV�PRELOL]LQJ�VDYLQJ�DQG�FKDQQHOLQJ�WKHVH�IXQGV�WR�LQYHVWRUV��+LJKHU�FRVWV�ZLOO�EH�SDVVHG�RQ�WR�ERWK�OHQGHUV�DQG�ERUURZHUV�LQ�WKH�IRUP�RI�ORZ�GHSRVLW�UDWHV�DQG�KLJK�OHQGLQJ�UDWHV��FRPPLVVLRQV��IHHV�DQG�WKH�OLNH��7KH\�UHSUHVHQW�D�UHDO�UHVRXUFH�FRVW�WR�WKH�HFRQRP\��UHVRXUFHV��ZKLFK�FRXOG�KDYH�EHHQ�LQYHVWHG�LQ�WKH�UHDO�HFRQRP\��DUH�LQVWHDG�VZDOORZHG�XS�E\�WKH�ILQDQFLDO�V\VWHP�LQ�WKH�SURFHVV�RI�LQWHUPHGLDWLRQ��$Q�ROLJRSROLVWLF�PDUNHW�VWUXFWXUH�FDQ�OHDG�WR�D�VLPLODU�RXWFRPH�ZLWKRXW�DQ\�WHFKQLFDO�LQHIILFLHQF\�SUHVHQW��<HW�DQRWKHU�IDFWRU�PD\�EH�JRYHUQPHQW�SROLF\��LQ�WKH�IRUP�RI�H[FHVVLYHO\�ODUJH�UHVHUYH�UHTXLUHPHQWV�ZKLFK�UHGXFH�WKH�DPRXQW�RI�UHVRXUFHV�DYDLODEOH�IRU�LQYHVWPHQW�IRU�HYHU\�GROODU�WKDW�LV�VDYHG��7KLV�DVVXPHV�WKDW�UHVHUYH�UHTXLUHPHQWV�DUH�XVHG�WR�ILQDQFH�JRYHUQPHQW�FRQVXPSWLRQ��H�J���VDODULHV RI�FLYLO�VHUYDQWV��VRFLDO�VHFXULW\�SD\PHQWV���LQVWHDG�RI�JRYHUQPHQW�LQYHVWPHQW��ZKLFK�LQ�SULQFLSOH�FRXOG�EH�SURGXFWLYH�7KXV��LQ�WKH�FRQWH[W�RI�HQGRJHQRXV�JURZWK�PRGHOV��LQFUHDVHV�LQ�WKH�HIILFLHQF\�RI�ILQDQFLDO�LQWHUPHGLDWLRQ�DUH�OLNHO\�WR�KDYH�ODVWLQJ�HIIHFWV�RQ�WKH�VWHDG\�VWDWH�JURZWK�UDWH��6XFK�LQFUHDVHV�PD\�EH�VHFXUHG�E\�DOO�WKH�IDFWRUV�ZKLFK�PDNH�ILQDQFLDO�LQWHUPHGLDULHV�LQWHUQDOO\�PRUH�HIILFLHQW��VXFK�DV�LPSURYHPHQWV�LQ�PDQDJHPHQW��7KHVH�PD\�FRPH�DERXW�E\�DSSRLQWLQJ�EHWWHU�HGXFDWHG�PDQDJHUV��LPSURYLQJ�VWDII�WUDLQLQJ��DGRSWLQJ�PRGHUQ�WHFKQRORJ\��ZKLFK�LWVHOI�KDV�LPSOLFDWLRQV�IRU�VWDII�WUDLQLQJ�DQG�HGXFDWLRQ���LPSOHPHQWLQJ�IOH[LEOH�ZRUN�SUDFWLFHV�DQG�HOLPLQDWLQJ�EXUHDXFUDWLF�ULJLGLWLHV�DQG�FRQWUROV��7KRXJK�LQWHUQDO�HIILFLHQF\�LV�D�QHFHVVDU\�FRQGLWLRQ��LW�LV�QRW�VXIILFLHQW�IRU�PDNLQJ�WKH�ILQDQFLDO�V\VWHP�PRUH�HIILFLHQW�HFRQRP\�ZLGH��(QVXULQJ�D�KHDOWK\�GHJUHH�RI�FRPSHWLWLRQ�LQ�WKH�ILQDQFLDO�V\VWHP�ZRXOG�KHOS�WR�HQVXUH�WKDW�WKH�UHVW�RI�WKH�HFRQRP\�HQMR\V�WKH�HFRQRPLF�EHQHILWV�RI�WHFKQLFDO�HIILFLHQF\�DV�ZHOO���LLL� 6DYLQJ��%\�PRELOL]LQJ�VDYLQJV��WKH�ILQDQFLDO�V\VWHP�LQIOXHQFHV�WKH�DPRXQW�RI�UHVRXUFHV�GHYRWHG�WR�FDSLWDO�DFFXPXODWLRQ��*LYHQ�WKDW�UHWXUQV�WR�FDSLWDO��EURDGO\�GHILQHG��DUH�QRQ�GHFUHDVLQJ��WKH�ILQDQFLDO�V\VWHP�LV�FDSDEOH�RI�SHUPDQHQWO\�UDLVLQJ�WKH�UDWH�RI�JURZWK�RI�RXWSXW�SHU�FDSLWD��7KH�HIIHFW�RI�ILQDQFLDO�GHYHORSPHQW�RQ�VDYLQJ��KRZHYHU��LV�DPELJXRXV��7KLV�LV�EHFDXVH�ILQDQFLDO�GHYHORSPHQW�PD\�HQKDQFH�ULVN�VKDULQJ�RSSRUWXQLWLHV��DOORZLQJ�LQGLYLGXDOV�WR�VKDUH�ERWK�HQGRZPHQW�ULVNV��H�J���KHDOWK�ULVNV��DQG�UDWH�RI�UHWXUQ�ULVNV��H�J���YRODWLOLW\�RI�HTXLW\�UHWXUQV���)RU�H[DPSOH��LW�LV�ZHOO�NQRZQ�WKDW�WKH�LQWURGXFWLRQ�RI�LQVXUDQFH�PDUNHWV��VXFK�DV�KHDOWK�LQVXUDQFH��PD\�UHGXFH�WKH�QHHG�IRU�SUHFDXWLRQDU\�VDYLQJ�
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7KH�LQHIILFLHQFLHV�GHVFULEHG�LQ��LL��DERYH�SURYLGH�DQRWKHU�PHFKDQLVP�IRU�QHJDWLYH�HIIHFWV�RQ�VDYLQJ��$�ODUJH�VSUHDG�EHWZHHQ�GHSRVLW�DQG�OHQGLQJ�UDWHV��HLWKHU�GXH�WR�WHFKQLFDO�LQHIILFLHQFLHV�RU�ROLJRSROLVWLF�WHQGHQFLHV��GHSUHVVHV�WKH�UDWH�RI�UHWXUQ�RQ�VDYLQJV�DQG�LQFUHDVHV�WKH�FRVW�RI�LQYHVWLQJ��7KLV�LV�OLNHO\�WR�OHDG�WR�ORZHU�YROXPHV�RI�VDYLQJV�DQG�LQYHVWPHQW��7KXV��DGGUHVVLQJ�LQHIILFLHQFLHV�LQ�WKH�ILQDQFLDO�V\VWHP�LV�OLNHO\�WR�EH�GRXEO\�XVHIXO�ZRUNLQJ�RQ�JURZWK�WKURXJK�UDLVLQJ�WKH�DPRXQW�RI�VDYLQJ�DQG��VHFRQGO\��WKURXJK�WKH�DPRXQW�RI�VDYLQJ�WKDW�LV LQWHUPHGLDWHG��PDGH�DYDLODEOH�IRU�LQYHVWPHQW���2QH�FDQ�FRQFOXGH��WKDW�ZKLFKHYHU�FODVV�RI�JURZWK�PRGHOV�LV�DGRSWHG�WKH�ILQDQFLDO�V\VWHP�FDQ�SOD\�D�PDMRU�UROH�LQ�WKH�SURFHVV�RI�HFRQRPLF�JURZWK��:KHWKHU�LWV�HIIHFWV�DUH�OHYHO�HIIHFWV�RU�JURZWK�HIIHFWV��WKH\ FDQ�EH�VXIILFLHQWO\�ODUJH�WR�PDNH�WKH�GLIIHUHQFH�EHWZHHQ�GHYHORSPHQW�DQG�VWDJQDWLRQ��7KH�HPSLULFDO�HYLGHQFH�RQ�WKH�UHODWLRQVKLS�EHWZHHQ�ILQDQFLDO�GHYHORSPHQW�DQG�HFRQRPLF�JURZWK�FRQILUPV�WKDW�WKH�ILQDQFLDO�V\VWHP�FDQ PDNH�D�SRVLWLYH�FRQWULEXWLRQ�WR�HFRQRPLF�JURZWK��,W�DOVR�GHPRQVWUDWHV�WKDW�WKH�FDXVDOLW\�EHWZHHQ�ILQDQFLDO�GHYHORSPHQW�DQG�JURZWK�GRHV�QRW�DOZD\V�UXQ�IURP�WKH�IRUPHU�WR�WKH�ODWWHU��,Q�D�VWXG\�RI����GHYHORSLQJ�FRXQWULHV��'HPHWULDGHV�DQG�+XVVHLQ�ILQG�WKDW�HYHQ�WKRXJK�WKH�FDXVDOLW\�EHWZHHQ�ILQDQFLDO�GHYHORSPHQW�DQG�JURZWK�LV�PRVWO\�EL�GLUHFWLRQDO��WKHUH�DUH�LPSRUWDQW�FDVHV�LQ�ZKLFK�LW�UXQV�IURP�JURZWK�WR�ILQDQFH��$UHVWLV�DQG�'HPHWULDGHV������D��VXJJHVW�WKDW�YDULDWLRQV�LQ�FDXVDOLW\�UHIOHFW�FRXQWU\�VSHFLILF�IDFWRUV��VXFK�DV�WKH�TXDOLW\�RI�QRQ�ILQDQFLDO�LQVWLWXWLRQV�LQFOXGLQJ�WKH�GHJUHH�RI�VRXQG�JRYHUQDQFH��WKH�W\SH�RI�ILQDQFLDO�SROLFLHV�IROORZHG�DQG�WKH�HIIHFWLYHQHVV�RI�WKH�JRYHUQPHQW�LQVWLWXWLRQV�ZKLFK�GHVLJQ�DQG�LPSOHPHQW�WKHVH�SROLFLHV��5HYHUVH�FDXVDOLW\�DQG�ZHDN�OLQNV�EHWZHHQ�ILQDQFLDO�GHYHORSPHQW�DQG�JURZWK�VXJJHVW�WKDW�LW�LV�SRVVLEOH�IRU�WKH�ILQDQFLDO�V\VWHP�WR�SOD\�D�QHJDWLYH�UROH�LQ�WKH�SURFHVV�RI�HFRQRPLF�GHYHORSPHQW��7KLV�SRVVLELOLW\�LV�GLVFXVVHG�LQ�WKH�IROORZLQJ�VHFWLRQ��
,,,��+RZ�)LQDQFLDO�0DUNHWV�0D\�8QGHUPLQH�(FRQRPLF�'HYHORSPHQW+DYLQJ�SUHVHQWHG�DOO�WKH�SRVLWLYH�DVSHFWV�RI�ILQDQFLDO�GHYHORSPHQW��LW�LV�QHFHVVDU\�WR�FDQ�FRQVLGHU�ZKDW�PD\�JR�ZURQJ�LQ�ILQDQFLDO�PDUNHWV�DQG�ZKDW�FDQ�XQGHUPLQH�WKH�SURFHVV�RI�GHYHORSPHQW��7KLV�DOORZV�IRU�SUHYHQWLYH�PHDVXUHV�WR�HQVXUH�WKDW�WKH�HFRQRP\�VWD\V�ILUPO\�RQ�LWV�SDWK�WRZDUGV�HFRQRPLF�GHYHORSPHQW��7KLV�SDSHU�DUJXHV�WKDW�QHJDWLYH�HIIHFWV�RFFXU�ZKHQ�UHJXODWLRQ�LV�LQDGHTXDWH�RU�VODFN��7KXV��HIILFLHQW�ILQDQFLDO�PDUNHWV�DUH�DOVR�ZHOO�UHJXODWHG�ILQDQFLDO�PDUNHWV��,Q�RUGHU�WR�FRQVWUXFW�WKLV�DUJXPHQW��LW LV�QHFHVVDU\�WR�FRQVLGHU�VRPH�IXQGDPHQWDO�SULQFLSOHV��7R�WKLV�HQG��ZH�PXVW�GLVFXVV�WKH�UROH�RI�DV\PPHWULF�LQIRUPDWLRQ�LQ�ILQDQFLDO�PDUNHWV��WKH�NLQG�RI�SUREOHPV�LW�OHDGV�WR�DQG�KRZ�WKHVH�FDQ�EH�DGGUHVVHG�E\�HIIHFWLYH�UHJXODWLRQ��,W�LV�WKHQ�QHFHVVDU\�WR�H[DPLQH�KRZ�DV\PPHWULF�LQIRUPDWLRQ�PD\�LQWHUDFW�ZLWK�ILQDQFLDO�OLEHUDOL]DWLRQ�WR�SURGXFH�RXWFRPHV�WKDW�ZHUH�QHYHU�
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LQWHQGHG��ILQDQFLDO�FULVHV�LQVWHDG�RI�ILQDQFLDO�GHYHORSPHQW��7KH�DUJXPHQW�LV�WKDW��LI�ILQDQFLDO�OLEHUDOL]DWLRQ�LV�WR�EH�VXFFHVVIXO�LW�PXVW�EH�DFFRPSDQLHG�E\�VWUHQJWKHQLQJ�SUXGHQWLDO�VXSHUYLVLRQ�UDWKHU�WKDQ�UHOD[LQJ�LW��,Q�DGGLWLRQ��ILQDQFLDO�OLEHUDOL]DWLRQ�LV�QRW�D�SDQDFHD��TXLWH�D�IHZ�VXFFHVVIXO�FDVHV�RI�ILQDQFLDO�GHYHORSPHQW�DQG�JURZWK�ZHUH�QRW�FKDUDFWHUL]HG�E\�OLEHUDOL]DWLRQ��7KH�DUJXPHQW�RIIHUV�D�QHZ�SHUVSHFWLYH�RQ�WKH�GDQJHUV�RI�XQUHDVRQDEO\�KLJK�UHDO�LQWHUHVW�UDWHV�DQG�WKH�SRVLWLYH�UROH�LQWHUHVW�UDWH�UHVWULFWLRQV�FDQ�SOD\�LQ�WKLV�FRQWH[W�
$V\PPHWULF�,QIRUPDWLRQ$V\PPHWULF�LQIRUPDWLRQ�UHIHUV�WR�WKH�XQHTXDO�GLVWULEXWLRQ�RI�LQIRUPDWLRQ�EHWZHHQ�WZR�SDUWLHV�LQ�D�WUDQVDFWLRQ��,W�LV�LQKHUHQWO\�SUHVHQW�LQ�ILQDQFLDO�WUDQVDFWLRQV��DV�WKH�ERUURZHU�LV�XVXDOO\�PRUH�LQIRUPHG�WKDQ�WKH�OHQGHU�DERXW�WKH�OLNHOLKRRG�RI�UHSD\PHQW�RI�WKH�ORDQ��6XSSRVLQJ�WKH�ERUURZHU�LQWHQGV�WR�XQGHUWDNH�DQ�LQYHVWPHQW�SURMHFW��KH�LV�XVXDOO\�PRUH�LQIRUPHG�WKDQ�WKH�OHQGHU�DERXW�WKH�SUREDELOLW\�RI�LWV�VXFFHVV��,QIRUPDWLRQ�DV\PPHWULHV�OHDG�WR�WZR�W\SHV�RI�SUREOHPV��DGYHUVH�VHOHFWLRQ�DQG�PRUDO�KD]DUG��$GYHUVH�VHOHFWLRQ�RFFXUV�EHIRUH�D�WUDQVDFWLRQ�WDNHV�SODFH�DQG�UHIHUV�WR�WKH�SUREOHP�RI�DWWUDFWLQJ�LQGLYLGXDOV�ZKR�DUH�OLNHO\�WR�SURGXFH�DQ�DGYHUVH�RXWFRPH��LQ�D�ORDQ�FRQWUDFW�WKHVH�DUH�WKH�ERUURZHUV�ZKR�DUH�PRVW�OLNHO\�WR�GHIDXOW��$GYHUVH�VHOHFWLRQ�ZRUVHQV�ZKHQ�LQWHUHVW�UDWHV�ULVH��WKH�KLJKHU�WKH�FRVW�RI�D�ORDQ�WKH�IHZHU�ORZ�ULVN�ERUURZHUV DSSO\��DGYHUVH�VHOHFWLRQ��DQG�WKH�OHVV�ZLOOLQJ�LQYHVWRUV�DUH�WR�XQGHUUDWH�ORZ�ULVN�SURMHFWV��DGYHUVH�LQFHQWLYHV���7KXV��WKH�KLJKHU�WKH�LQWHUHVW�UDWH��WKH�PRUH�SUREDEOH�LW�EHFRPHV�WKDW�ERUURZHUV�DUH�OLNHO\�WR�GHIDXOW��/RRNLQJ�DW�WKLV�SUREOHP�IURP�WKH�SRLQW RI�YLHZ�RI�D�ILQDQFLDO�LQVWLWXWLRQ�VXJJHVWV�WKDW�SURILWV�PD\�QRW�EH�DQ�LQFUHDVLQJ�IXQFWLRQ�RI�WKH�OHQGLQJ�UDWH��,Q�D�FODVVLF�SDSHU��6WLJOLW]�DQG�:HLVV��������GHPRQVWUDWH�WKDW�WKHUH�LV�DQ�LQWHUHVW�UDWH�DERYH�ZKLFK�WKH�UHODWLRQVKLS�EHWZHHQ�WKH�EDQN¶V�H[SHFWHG�SURILW�DQG�WKH�OHQGLQJ�UDWH�EHFRPHV�QHJDWLYH��7KXV��SURILW�PD[LPL]LQJ�EDQNV�PD\�FKDUJH�DQ�LQWHUHVW�UDWH�DW�ZKLFK�WKH�GHPDQG�IRU�ORDQV�RXWVWULSV�WKH�VXSSO\��7KH\�ZRXOG�WKHUHIRUH�QHHG�WR�UDWLRQ�FUHGLW�DQG�PLJKW�HYHQ�WXUQ�GRZQ�SURVSHFWLYH�ERUURZHUV�ZKR�PLJKW�EH�ZLOOLQJ�WR�DFFHSW�KLJK�LQWHUHVW�UDWHV��D�VLJQ�RI�KLJK�ULVN��7KH�VHFRQG�SUREOHP�ZKLFK�DV\PPHWULF�LQIRUPDWLRQ�OHDGV�WR�LV�PRUDO�KD]DUG��0RUDO�KD]DUG�UHIHUV�WR�D�VLWXDWLRQ��DIWHU�D�WUDQVDFWLRQ�KDV�WDNHQ�SODFH��LQ�ZKLFK�WKH�ERUURZHU�DFWV�LQ�D�ZD\�WKDW�LV�µLPPRUDO¶�IURP�WKH�OHQGHU¶V�SRLQW�RI�YLHZ��,Q�SUDFWLFH��LW�UHIHUV�WR�ERUURZHUV�XQGHUWDNLQJ�D�JUHDWHU�GHJUHH�RI�ULVN�WKDQ�WKH�OHQGHU�ZRXOG�ILQG�DFFHSWDEOH��)RU�H[DPSOH��FRQVLGHU�DQ�LQYHVWRU�ZLWK�DQ�H[FHOOHQW�LQYHVWPHQW�LGHD��ZKLFK�ZLOO�FRVW���������ZKR�DVN�IRU�D�ORDQ�DW�D��� SHUFHQW�LQWHUHVW�UDWH��7KLV�SURMHFW�KDV�D���� SHUFHQW�SUREDELOLW\�RI�VXFFHVV�DQG�\LHOGV�D�UHWXUQ�RI��� SHUFHQW��7KH�OHQGHU�LV�ZLOOLQJ�WR�HQGRUVH�WKLV�DQG�OHQGV�WKH�PRQH\�WR�WKH�LQYHVWRU��ZKR�VWDQGV�WR�PDNH�D�SURILW�RI�������2QFH�WKH�LQYHVWRU�KDV�REWDLQHG�WKH�ORDQ��KH�GLVFRYHUV�DQ�DOWHUQDWLYH�SURMHFW�ZKLFK�\LHOGV���������D�UHWXUQ�RI���� SHUFHQW��ZLWK�D��� SHUFHQW�FKDQFH�RI�VXFFHVV��WKLV�LV�VSHFXODWLRQ���7KH�LQYHVWRU�PD\�ZHOO�SUHIHU�WR�JHW��������ZLWK��� SHUFHQW�SUREDELOLW\�UDWKHU�WKDQ������ZLWK���� SHUFHQW�SUREDELOLW\��7KLV�LV�RI�FRXUVH�XQDFFHSWDEOH�WR�
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WKH�OHQGHU�EHFDXVH�KH�ORRVHV�WKH�ORDQ�ZLWK��� SHUFHQW�SUREDELOLW\��,I�WKH�OHQGHU��KRZHYHU��GRHV�QRW�PRQLWRU�WKH�LQYHVWRU¶V�DFWLRQV��KH�LV�LQFDSDEOH�RI�SUHYHQWLQJ�KLP�IURP�PLVXVLQJ�IXQGV�$GYHUVH�VHOHFWLRQ�DQG�PRUDO�KD]DUG�DUH�FORVHO\�OLQNHG�WR�WKH�ILQDQFLDO�VWUXFWXUH�WKDW�ZH�REVHUYH�LQ�UHDOLW\��7KH\�H[SODLQ�ZK\�SHRSOH�PD\�SUHIHU�WR�SXW�WKHLU�PRQH\�LQ�D�EDQN�UDWKHU�WKDQ�OHQG�WR�IULHQGV��7KHLU�IULHQGV�FDQ�WKHQ�ERUURZ�WKHVH�IXQGV�IURP�WKH�EDQN��ZKLFK�LV�PRUH�FDSDEOH�RI�GHDOLQJ�ZLWK�WKH�SUREOHPV�RI�LPSHUIHFW�LQIRUPDWLRQ��)LQDQFLDO�LQWHUPHGLDULHV�KDYH�LPSRUWDQW�DGYDQWDJHV�LQ�LQIRUPDWLRQ�FROOHFWLRQ�YLV�j�YLV�SULYDWH�LQGLYLGXDOV��7KHVH�LQIRUPDWLRQ�DGYDQWDJHV�VWHP�IURP�ORQJ�WHUP�EDQN�FXVWRPHU�UHODWLRQVKLSV��WKHLU�VSHFLDOL]HG�NQRZOHGJH�RI�WKH�ORFDO�HFRQRP\�DQG�WKHLU�DELOLW\�WR�DQDO\]H�HFRQRP\�ZLGH�DQG�LQGXVWU\�WUHQGV��7KXV��EDQNV�DUH�LQ�DQ�DGYDQWDJHRXV�SRVLWLRQ�WR�FROOHFW�DQG�DQDO\]H�LQIRUPDWLRQ�DERXW�SURVSHFWLYH�ERUURZHUV�DQG�WR�PRQLWRU�WKHP�DIWHU�WKH\�KDYH�RIIHUHG�ORDQV��7KURXJK�WKH�VFUHHQLQJ�DQG�PRQLWRULQJ�SURFHVV��EDQNV�OHVVHQ�WKH�SUREOHPV�RI�DGYHUVH�VHOHFWLRQ�DQG�PRUDO�KD]DUG��,QWHUHVWLQJO\��ILQDQFLDO�LQWHUPHGLDULHV�PD\�WKHPVHOYHV�EH�WKH�VRXUFH�RI�PRUDO�KD]DUG�DQG�DGYHUVH�VHOHFWLRQ��,Q�IDFW��WKLV�WR�D�ODUJH�H[WHQW�MXVWLILHV�SUXGHQWLDO�UHJXODWLRQ�DQG�VXSHUYLVLRQ��)LQDQFLDO�LQWHUPHGLDULHV�ERUURZ�IXQGV�IURP�VXUSOXV�XQLWV�LQ�WKH�HFRQRP\��7KHVH�VXUSOXV�XQLWV�PD\�QRW�EH�IXOO\�LQIRUPHG�DERXW�WKH�DFWLYLWLHV�RI�WKH�LQWHUPHGLDULHV��L�H���ZKR�WKH\�OHQG�WR�DQG�IRU�ZKDW�SXUSRVH���7KLV�PHDQV�WKDW�GHSRVLWRUV�DUH�VXEMHFW�WR�WKH�VDPH�NLQG�RI�PRUDO�KD]DUG�DQG�DGYHUVH�VHOHFWLRQ�SUREOHPV�WKDW�LQWHUPHGLDULHV�IDFH�ZKHQ�OHQGLQJ�PRQH\�&RQVLGHU��IRU�H[DPSOH��D�FRPSOHWHO\�XQUHJXODWHG�ILQDQFLDO�V\VWHP��QR�UHVWULFWLRQV�RQ ZKR�VHWV�XS�D�EDQN��QR�FDSLWDO�DGHTXDF\�UHTXLUHPHQWV��QR�EDQN�VXSHUYLVLRQ�RI�DQ\�NLQG�DQG�QR�OHQGHU�RI�ODVW�UHVRUW��$VVXPH�WKDW�WKHUH�DUH�WZR�NLQGV�RI�EDQNHUV��SUXGHQW�DQG�FDUHOHVV�RQHV��DQG�WKDW�GHSRVLWRUV�FDQQRW�GLVWLQJXLVK�EHWZHHQ�WKHP��,Q�VXFK�D�V\VWHP��ZKR�LV�OLNHO\�WR�RIIHU�KLJK�LQWHUHVW�UDWHV�WR�GHSRVLWRUV��WKH�SUXGHQW�EDQNHUV�RU�WKH�FDUHOHVV�RQHV"�&OHDUO\��WKH�ODWWHU��7KH�SUREOHP�ZLWK�VXFK�DQ�XQUHJXODWHG�PDUNHW�LV�QRW�MXVW�WKDW�VRPH�FDUHOHVV�EDQNHUV�RIIHU�H[FHVVLYHO\�KLJK�LQWHUHVW�UDWHV�DQG�FROOHFW GHSRVLWV��EXW�DOVR�WKDW�WKH�SUXGHQW�EDQNHUV�PD\�EH�IRUFHG�WR�IROORZ�WKHP�RQ�WKH�VOLSSHU\�URDG�WR�KLJK�LQWHUHVW�UDWHV�RU�ULVN�WKHLU�GHSRVLWV�WR�FDUHOHVV�EDQNHUV��7R�FRPSHWH�WKH\�PXVW�FKDUJH�WKHLU�ERUURZHUV�KLJK�OHQGLQJ�UDWHV��WKXV�H[DFHUEDWLQJ�WKH�SUREOHPV RI�DGYHUVH�VHOHFWLRQ�DQG�PRUDO�KD]DUG��,W�WDNHV�OLWWOH�WR�WXUQ�WKLV�VLWXDWLRQ�LQWR�D�ILQDQFLDO�FULVLV��6RPH�ERUURZHUV�GHIDXOW�EHFDXVH�WKH\�DUH�XQDEOH�WR�SD\�VXFK�KLJK�LQWHUHVW�UDWHV�RQ�WKHLU�ORDQV��DQG�WKH�EDQNV�WKHPVHOYHV�EHJLQ�WR�GLJ�LQWR�WKHLU�ORDQ�UHVHUYHV��,I�WKH�SUREOHP�LV�ZLGHVSUHDG��WKH�EDQN
V�UHVHUYHV�ZLOO�VRRQ�EH�GHSOHWHG��DQG�WKH�SURVSHFW�RI�LQVROYHQF\�EHFRPHV�DSSDUHQW��,I�HYHQ�MXVW�RQH�EDQN�IDLOV��WKH�LQWHUOLQNDJHV�EHWZHHQ�EDQNV�DUH�VXFK�WKDW�FRQWDJLRXV�HIIHFWV�DUH�OLNHO\�WR�IROORZ��+HQFH��ZLWKRXW�D�OHQGHU�RI�ODVW�UHVRUW��ILQDQFLDO�FULVHV�HQVXH�ZLWK�DOO�WKH�GHOHWHULRXV�FRQVHTXHQFHV�IRU�WKH�UHDO�HFRQRP\��$OWKRXJK�WKLV�VFHQDULR�LV�K\SRWKHWLFDO��LW�FDQQRW�EH�GLVPLVVHG�DV�WRWDOO\�LUUHOHYDQW�E\�DUJXLQJ�WKDW�LQ�UHDOLW\�ILQDQFLDO�PDUNHWV�DUH�UHJXODWHG��([DPSOHV�RI�EDQN�VXSHUYLVLRQ�IDLOXUHV�DUH�SOHQWLIXO�DQG�SDLQIXO��,Q�PDQ\�LQVWDQFHV��WKHVH�OHG�WR�FRQGLWLRQV�RI�ILQDQFLDO�GLVWUHVV�DQG��LQ�VRPH�FDVHV��ILQDQFLDO�FULVHV��:KLOH�WKH�H[LVWHQFH�RI�D�OHQGHU�RI�ODVW�UHVRUW�SHUKDSV�UXOHV�RXW�WKH�ZRUVW�VWDJHV�RI�D�ILQDQFLDO�FULVLV��VXSHUYLVRU\�IDLOXUHV�FDQ�OHDG�WR�VXEVWDQWLDO�UHDO�FRVWV��ERWK�GLUHFW��LQ�WHUPV�RI�WKH�FRVWV�RI�UHVFXLQJ�DQG�UHVWUXFWXULQJ�ILQDQFLDO�LQVWLWXWLRQV��DQG�LQGLUHFW��LQ�WHUPV�RI�WKH�PLVDOORFDWLRQ�RI�UHVRXUFHV�ZKLFK�
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DFFRPSDQLHV�FRQGLWLRQV�RI�ILQDQFLDO�GLVWUHVV��7KH�:RUOG�%DQN���������IRU�H[DPSOH��FLWHV�WKDW�LQ�WKH�����V�PRUH�WKDQ����FRXQWULHV�VXIIHUHG�IURP�ILQDQFLDO�GLVWUHVV��LQFOXGLQJ�GHYHORSHG�FRXQWULHV�VXFK�DV�WKH�86�DQG�1RUZD\��:H�FDQ�FRQFOXGH�WKDW�DV\PPHWULF�LQIRUPDWLRQ�DQG�WKH�FRQFRPLWDQW DGYHUVH�VHOHFWLRQ�DQG�PRUDO�KD]DUG�DUH�SUREOHPV�WKDW�MXVWLI\�WKH�QHHG�IRU�HIIHFWLYH�SUXGHQWLDO�UHJXODWLRQ��2QH�FDQ�DOVR�DGG�WKDW�LW�LV�LQ�ODUJH�SDUW�EHFDXVH�RI�WKHVH�LQIRUPDWLRQ�SUREOHPV�LQ�ILQDQFLDO�PDUNHWV��DV�ZHOO�DV�LQ�RWKHU�PDUNHWV��WKDW�ZH�FDQQRW�XVH�RUWKRGR[�QHRFODVVLFDO�HFRQRPLF�WKHRU\�WR�GHPRQVWUDWH�WKH�DGYDQWDJHV�RI�PDUNHW�GHWHUPLQHG�VROXWLRQV��L�H���GHPDQG�DQG�VXSSO\�DQDO\VLV���7KH�WKHRULHV�ZKLFK�ZH�KDYH�RQ�WKH�HIILFLHQF\�RI�PDUNHW�RXWFRPHV�DUH�EDVHG�RQ�HFRQRPLHV�LQ�ZKLFK�WKHUH�DUH�QR�VXFK�LQIRUPDWLRQDO�DV\PPHWULHV��,W�LV�RQO\�IRU�VXFK�HFRQRPLHV��ZKLFK�DUH�XQOLNHO\�WR�H[LVW�LQ�UHDOLW\��WKDW�ZH�FDQ�VD\�WKH�IUHH�PDUNHW�RXWFRPH�LV�HIILFLHQW��LQ�WKH�3DUHWR�VHQVH����
)LQDQFLDO�/LEHUDOL]DWLRQ7KH�WKHRUHWLFDO�XQGHUSLQQLQJV�RI�HDUOLHU�OLWHUDWXUH�RQ�ILQDQFLDO�OLEHUDOL]DWLRQ��0F.LQQRQ�������6KDZ�������SUHGDWH�WKH�LQIRUPDWLRQ�HFRQRPLFV�UHYROXWLRQ��&RQVHTXHQWO\��WKH�SUREOHPV�RI�LPSHUIHFW�LQIRUPDWLRQ�LQ�ILQDQFLDO�PDUNHWV�DUH�QRW�DGGUHVVHG��7KH�FRQFOXVLRQV�RI�WKLV�OLWHUDWXUH�DUH��WKHUHIRUH��QRW�VXUSULVLQJ��,QWHUHVW�UDWH�FRQWUROV�DUH�VHHQ�DV�µILQDQFLDO�UHSUHVVLRQ¶��WKH�PDLQ�V\PSWRPV�RI�ZKLFK�DUH�ORZ�VDYLQJV��ORZ�LQYHVWPHQW�DQG�DQ�XQGHUGHYHORSHG�ILQDQFLDO�V\VWHP��0RUHRYHU��GLUHFWHG�FUHGLW�SURJUDPV��UHVHUYH�UHTXLUHPHQWV�DQG�WKH�OLNH�DUH�VHHQ�DV�LPSHGLPHQWV�WR�IUHH�PDUNHWV�ZKLFK�UHGXFH�WKH�TXDQWLW\�DQG�TXDOLW\�RI�LQYHVWPHQW��VHH�ILJXUH����S�����7KLV�OLWHUDWXUH�GRHV�QRW�DFNQRZOHGJH�WKDW��LQ�VRPH�LQVWDQFHV��ILQDQFLDO�OLEHUDOL]DWLRQ�PD\�OHDG�WR�H[FHVVLYHO\�KLJK�UHDO�LQWHUHVW�UDWHV��ZKLFK�PD\�UHVXOW�LQ�ILQDQFLDO�IUDJLOLW\�DQG�GLVLQWHUPHGLDWLRQ��7KHUH�DUH�WZR�UHDVRQV�ZK\�WKLV�PD\�KDSSHQ��QDPHO\�DV\PPHWULF�LQIRUPDWLRQ�DQG�LPSHUIHFW�FRPSHWLWLRQ��7KLV�GLVFXVVLRQ�DGGUHVVHV�DV\PPHWULF�LQIRUPDWLRQ�ILUVW��:H�KDYH�DOUHDG\�H[SODLQHG�WKDW�LQ�DQ�XQUHJXODWHG�PDUNHW�DV\PPHWULF�LQIRUPDWLRQ�LV�OLNHO\�WR�OHDG�WR�ILQDQFLDO�IUDJLOLW\�RU�HYHQ�ILQDQFLDO�FULVLV��EHFDXVH�LW�LV�SRVVLEOH�IRU�FDUHOHVV�EDQNHUV�WR�RIIHU�H[FHVVLYHO\�KLJK�LQWHUHVW�UDWHV��,Q�UHDOLW\��PDQ\�FDVHV�RI�ILQDQFLDO�OLEHUDOL]DWLRQ�DQG�EDQN�SULYDWL]DWLRQ��HVSHFLDOO\�LQ�/DWLQ�$PHULFD�EXW�DOVR�LQ�RWKHU�FRXQWULHV��ZHUH�FKDUDFWHUL]HG�E\�H[FHVVLYH�FRPSHWLWLRQ�IRU�IXQGV��7KLV�OHDG�WR�LQIODWHG�GHSRVLW�DQG�OHQGLQJ�UDWHV��LQ�VRPH�FDVHV�H[FHHGLQJ��� SHUFHQW�LQ�UHDO�WHUPV��H�J���9LOODQXHYD�DQG�0LUDNKRU�������'LD]�$OHMDQGUR�������:RUOG�%DQN��������7KHVH�H[FHVVLYHO\�KLJK�UHDO�LQWHUHVW�UDWHV�H[DFHUEDWHG�DGYHUVH�VHOHFWLRQ�DQG�PRUDO�KD]DUG�LQ�WKH�FUHGLW�PDUNHW�OHDGLQJ�WR�H[FHVVLYH�ULVN�WDNLQJ�E\�ILUPV��,Q�FRPELQDWLRQ�ZLWK�DGYHUVH�UHDO�VKRFNV��WKLV�UHVXOWHG�LQ�PDQ\�ILUPV�EHLQJ�XQDEOH�WR�UHSD\�WKHLU�ORDQV��1XPHURXV�EDG�GHEWV�DQG�ZDYHV�RI�EDQN�IDLOXUHV�IROORZHG��DQG�DV�D�UHVXOW�WKH�UHDO�VHFWRUV�RI�WKHVH�HFRQRPLHV�HQWHUHG�VHYHUH�DQG�SURORQJHG�UHFHVVLRQV��'LD]�$OHMDQGUR�������'RUQEXVFK�DQG�5H\QRVR�������%XUNHWW�DQG�'XWW���������,Q�&KLOH��IRU�H[DPSOH��ZKHUH�ILQDQFLDO�OLEHUDOL]DWLRQ�DQG�EDQN�SULYDWL]DWLRQ�OHG�WR�UHDO�LQWHUHVW�UDWHV�RI��� SHUFHQW��WKH�JRYHUQPHQW�OLTXLGDWHG�HLJKW�ILQDQFLDO�LQVWLWXWLRQV�ZKLFK�DFFRXQWHG�IRU��� SHUFHQW�RI�WKH�ILQDQFLDO�V\VWHP¶V�WRWDO�DVVHWV�LQ�������,Q�������DQRWKHU�HLJKW�LQVWLWXWLRQV��UHSUHVHQWLQJ��� SHUFHQW�RI�
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WRWDO�DVVHWV��ZHUH�WDNHQ�RYHU��RI�WKHVH��WKUHH�ZHUH�OLTXLGDWHG�DQG�WKH�RWKHUV�UHVWUXFWXUHG��$UJHQWLQD��8UXJXD\��7XUNH\�DQG�WKH�3KLOLSSLQHV�KDG�VLPLODU�H[SHULHQFHV�ZLWK�WKHLU�ILQDQFLDO�OLEHUDOL]DWLRQ�DQG�EDQN�SULYDWL]DWLRQ�SURJUDPV��,W�LV�QRZ�ZLGHO\�UHFRJQL]HG�WKDW�LQ�WKHVH�FRXQWULHV�UHJXODWLRQ�IDLOXUHV�KDG�PXFK�WR�GR�ZLWK�WKH�XQVXFFHVVIXO�RXWFRPH�RI�WKHLU�UHIRUPV��:RUOG�%DQN�������9LOODQXHYD�DQG�0LUDNKRU��������7KLV�H[SHULHQFH�LV�WKH�EDVLV�IRU�WKH�DUJXPHQW�WKDW�EDQN�VXSHUYLVLRQ�PXVW�EH�VWUHQJWKHQHG�XQGHU�FRQGLWLRQV�RI�ILQDQFLDO�OLEHUDOL]DWLRQ��7KH�VHFRQG�UHDVRQ�ZK\�ILQDQFLDO�OLEHUDOL]DWLRQ�PD\�OHDG�WR�H[FHVVLYHO\�KLJK�UHDO�LQWHUHVW�UDWHV�LV�GXH�WR�LPSHUIHFW�FRPSHWLWLRQ��)ROORZLQJ�&RXUDNLV���������DQG�WR�VLPSOLI\�PDWWHUV��DVVXPH�WKDW�WKH�EDQNLQJ�V\VWHP�LV�FKDUDFWHUL]HG�E\�PRQRSRO\�FRQGLWLRQV�DQG�WKDW�WKHUH�LV�QR�LPSHUIHFW�LQIRUPDWLRQ��7KLV�LV�QRW�ZKROO\�XQUHDOLVWLF��LQ�GHYHORSLQJ�FRXQWULHV�WKHUH�ZHUH�FDVHV�RI�EDQN�FDUWHOV�VWHSSLQJ�LQ�WR�IL[�LQWHUHVW�UDWHV�ZKHQ�LQWHUHVW�UDWHV�UHVWULFWLRQV�ZHUH�OLIWHG�� ,W�LV�WKHQ�SRVVLEOH�WR�VKRZ�WKDW�UHPRYDO�RI�D�OHQGLQJ�UDWH�FHLOLQJ�PD\�UHGXFH�ILQDQFLDO�LQWHUPHGLDWLRQ��EHFDXVH�LW�FKDQJHV�WKH�VKDSH�RI�WKH�PDUJLQDO�UHYHQXH�FXUYH�RI�WKH�EDQN��,Q�)LJXUH����VHH�S������WKLV�LV�D�IODW�LQVWHDG�RI�D�GRZQZDUG�VORSLQJ�FXUYH�'HPHWULDGHV�DQG�/XLQWHO������E��SUHVHQW�HYLGHQFH�IURP�6RXWK�.RUHD�WKDW�LV�FRQVLVWHQW�ZLWK�WKLV�UHVXOW��7KLV�HYLGHQFH�VKRZV�WKDW�WKH�LPSRVLWLRQ�RI�LQWHUHVW�UDWH�FRQWUROV�E\�WKH�.RUHDQ�DXWKRULWLHV�LQFUHDVHG�ILQDQFLDO�GHYHORSPHQW��7KLV�HIIHFW�LV�LQGHSHQGHQW�RI�LQWHUHVW�UDWHV�OHYHOV��7KDW�LV�WR�VD\��HYHQ�WKRXJK�D�UHGXFWLRQ�LQ�WKH�UHDO�LQWHUHVW�UDWH�ZRXOG�OHDG�WR�D�ORZHU�OHYHO�RI�ILQDQFLDO�VDYLQJ��WKH�LPSRVLWLRQ�RI�LQWHUHVW�UDWH�FRQWUROV�UHVXOWHG�LQ�DQ�RXWZDUG VKLIW�RI�WKH�ILQDQFLDO�GHYHORSPHQW�VFKHGXOH�ZKLFK�PRUH�WKDQ�RXWZHLJKHG�WKH�HIIHFW�RI�ORZHU�LQWHUHVW�UDWHV��$V�D�UHVXOW��WKH�QHW�HIIHFW�RI�LQWHUHVW�UDWH�FRQWUROV�ZDV�DQ�LQFUHDVH�LQ�ILQDQFLDO�VDYLQJ��
,QWHUHVW�5DWH�&RQWUROV"7KLV�DQDO\VLV�VXJJHVWV�WKDW�WKHUH�PD\�EH�VRPH�PHULW�LQ�PDLQWDLQLQJ�D�GHJUHH�RI�FRQWURO�RYHU�OHQGLQJ�DQG�GHSRVLW�UDWHV��SDUWLFXODUO\�ZKHQ�D�FRXQWU\�LV�JRLQJ�WKURXJK�ILQDQFLDO�UHIRUPV��7KHVH�FRQWUROV�VKRXOG�QRW�DLP�DW�NHHSLQJ�UHDO�LQWHUHVW�UDWHV�DUWLILFLDOO\ ORZ�EXW�VKRXOG�LQVWHDG�DGGUHVV�WKH�SUREOHPV�RI�H[FHVVLYHO\�KLJK�UHDO�LQWHUHVW�UDWHV��7KH�ODWWHU�PD\�EH�WKH�UHVXOW�RI�LQDGHTXDWHO\�VXSHUYLVHG��QHZO\�SULYDWL]HG��LQH[SHULHQFHG�EDQNV�RSHUDWLQJ�LQ�D�OLEHUDOL]HG�HQYLURQPHQW��RU�LW�PD\�EH�GXH�WR�WKH�H[LVWHQFH�RI�EDQN�FDUWHOV��,QWHUHVW�UDWH�FRQWUROV�RIIHU�D�FKHDS�DQG�VWUDLJKWIRUZDUG�ZD\�RI�DGGUHVVLQJ�VRPH�RI�WKH�SUREOHPV��VXFK�DV�H[FHVVLYHO\�ULVN\�OHQGLQJ��ZKLFK�EDQNLQJ�VXSHUYLVLRQ�DQG�SUXGHQWLDO�UHJXODWLRQ�DUH�QRUPDOO\�H[SHFWHG�WR�DGGUHVV��(YHQ�LQ�D�V\VWHP�ZLWK�D�IDLU�DPRXQW�RI�UHJXODWLRQ��LW�LV�IDLU�WR�DVVXPH�WKDW�WKHUH�DUH�
� ,�VKRXOG��KRZHYHU��SRLQW�RXW�WKDW�VLPLODU�ZRUN�RQ�,QGLD KDV�IRXQG�WKDW�WKH�GLUHFW�HIIHFWV�RI�LQWHUHVW�UDWH�FRQWUROV�WKHUH�ZHUH�QHJDWLYH��'HPHWULDGHV�DQG�/XLQWHO������D���0\�SUHIHUUHG�LQWHUSUHWDWLRQ�RI�WKLV�LV�WKDW��PDUNHW�IDLOXUH�GRHV�QRW�JXDUDQWHH�JRYHUQPHQW�VXFFHVV��
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VRPH�LPSHUIHFWLRQV�LQ�WKH�UHJXODWRU\�SURFHVV�WKDW�ZDUUDQW�LQWHUHVW�UDWH�FRQWUROV�WR�DFW�DV�D�VDIHW\�GHYLFH��6XFK�PHDVXUHV�ZRXOG�EH�SDUWLFXODUO\�YDOXDEOH�GXULQJ�WLPHV�RI�ILQDQFLDO�UHIRUPV��VXFK�DV�WKH�SULYDWL]DWLRQ�RI�VWDWH�EDQNV�DQG�WKH�OLEHUDOL]DWLRQ�RI�FDSLWDO�IORZV��ZKLFK�WHQG�WR�FUHDWH�IHUWLOH�JURXQG�IRU�PRUDO�KD]DUG��%DQN�VXSHUYLVLRQ�LV�D�FRPSOH[�EXVLQHVV�HYHQ�LQ�QRUPDO�WLPHV�ZKHQ�FRQGLWLRQV�DUH�QRW�FKDQJLQJ�UDSLGO\��EXW�XQGHU�FKDQJLQJ�ILQDQFLDO�FRQGLWLRQV�VXSHUYLVLRQ�PD\�EHFRPH�HYHQ�PRUH�FRPSOH[�DQG�GHPDQGLQJ��$W�WKH�VDPH�WLPH��WKH�GHPDQGV�RQ�FHQWUDO�EDQNHUV�GXULQJ�UHIRUPV�DUH�OLNHO\�WR�EH�JUHDWHU��DQG�WKH\�PD\�EH�EXV\�LPSOHPHQWLQJ�DQG�PDQDJLQJ�WKH�UHIRUPV��0RUHRYHU��WKH\�PD\�HQFRXQWHU�QHZ�NLQGV�RI�SUREOHPV�LQFUHDVLQJ�WKH�GHPDQGV�RQ�WKHLU�WLPH�DQG�VNLOOV��7KH�GDQJHUV�RI�PRUDO�KD]DUG�FDQ�EH�H[DFHUEDWHG�E\�WKH�UDSLGO\�FKDQJLQJ�FRQGLWLRQV�LQ�ILQDQFLDO�PDUNHWV��DQG�FHQWUDO�EDQNHUV�PD\�QRW�KDYH�VXIILFLHQW�WLPH�WR�DGGUHVV�WKHVH��7KXV��LW�PD\�EH�XQUHDOLVWLF�DQG�LPSUDFWLFDO�WR�H[SHFW�WKDW�FHQWUDO�EDQNHUV�QRW�RQO\�FRQWLQXH�UHJXODU�VXSHUYLVLRQ�RI�ILQDQFLDO�LQWHUPHGLDULHV�EXW�DOVR�VWUHQJWKHQ�LW�XQGHU�WKHVH�FLUFXPVWDQFHV��SUHVXPDEO\�DOVR�LQFUHDVLQJ�LWV�IUHTXHQF\���0DLQWDLQLQJ�D�GHJUHH�RI�FRQWURO�RYHUGHSRVLW�DQG�OHQGLQJ�UDWHV�PD\�EH�D�VLPSOH�DQG�HIIHFWLYH�DOWHUQDWLYH�WR�VWUHQJWKHQLQJ�EDQN�VXSHUYLVLRQ�GXULQJ�WLPHV�RI�UHIRUP��7KH�H[SHULHQFHV�RI�WZR�FRXQWULHV�VXSSRUW�WKLV�SRVLWLRQ�7KH�ILUVW�H[DPSOH�LV�6RXWK�.RUHD��ZLGHO\�DFNQRZOHGJHG�DV�RQH�RI�WKH�PRVW VXFFHVVIXO�FDVHV�RI�ILQDQFLDO�UHIRUP��,W�LV�ZHOO�NQRZQ�WKDW�WKH�.RUHDQ�JRYHUQPHQW�PDLQWDLQHG�WLJKW�DQG�HIIHFWLYH�FRQWURO�RYHU�PRVW�LQWHUHVW�UDWHV�GXULQJ�WKH�UHIRUPV��$PVGHQ�DQG�(XK�������)U\�DQG�1XWL��������,QWHUHVW�UDWH�SROLF\�LQ�6RXWK�.RUHD�DLPHG�DW�PDLQWDLQLQJ�SRVLWLYH��DOEHLW�ORZ�UHDO�LQWHUHVW�UDWHV��(YHQ�DIWHU�LQWHUHVW�UDWHV�ZHUH�OLEHUDOL]HG�LQ�WKH�HDUO\�����V��WKH�.RUHDQ�DXWKRULWLHV�PDLQWDLQHG�D�FORVH�ZDWFK�RQ�OHQGLQJ�DQG�GHSRVLW�UDWHV�DQG�GLG�QRW�KHVLWDWH�WR�LQWHUYHQH�E\�XVLQJ�PRUDO�VXDVLRQ�RQ�FRPPHUFLDO�EDQNV�WR�HQVXUH�WKDW�LQWHUHVW�UDWHV�GLG�QRW�ULVH�WR�H[FHVVLYHO\�KLJK�OHYHOV�7KH�VHFRQG�H[DPSOH��&\SUXV��LV�D�VWULNLQJ�RQH�EHFDXVH�VLQFH������&\SUXV�KDV�LPSRVHG�OHJDOO\�D�� SHUFHQW�FHLOLQJ�RQ�LQWHUHVW�UDWHV��1RW�RQO\�GLG�WKH�&\SULRW�EDQNLQJ�V\VWHP�QRW�VWDJQDWH��LW�IORXULVKHG��7KH�ILQDQFLDO�LQGLFDWRUV�DUH�DPRQJVW�WKH�KLJKHVW�LQ�WKH�ZRUOG��WKH�EDQNLQJ�V\VWHP�LV�KLJKO\�GHYHORSHG��LW�LV�VRXQG��EDQN�IDLOXUHV�DUH�XQKHDUG�RI��DQG�EDQNV�DUH�SURILWDEOH�EXVLQHVVHV��6LQFH�LQGHSHQGHQFH�IURP�%ULWLVK�UXOH�LQ������ WKH�&\SULRW�HFRQRP\�JUHZ�DW�UHPDUNDEOH�UDWHV��DYHUDJLQJ�� SHUFHQW�SHU�DQQXP�RYHU�D����\HDU�SHULRG��DQG�FXUUHQWO\�KDV�D�VWDQGDUG�RI�OLYLQJ�KLJKHU�WKDQ�WKDW�RI�PDQ\�(8�FRXQWULHV��$UHVWLV�DQG�'HPHWULDGHV������E��SUHVHQW�HYLGHQFH�VXSSRUWLQJ�WKH�YLHZ�WKDW�WKH�UROH�RI�LQWHUHVW�UDWH�FRQWUROV�LQ�WKH�GHYHORSPHQW�SURFHVV�LV�D�SRVLWLYH�RQH��7KLV�VHFWLRQ�FDQ�EH�FRQFOXGHG�ZLWK�WKH�IROORZLQJ�WKUHH�SRLQWV�x %HFDXVH�RI�WKH�SUHVHQFH�RI�DV\PPHWULF�LQIRUPDWLRQ�LQ�ILQDQFLDO�PDUNHWV��HIIHFWLYH�UHJXODWLRQ�DQG�VXSHUYLVLRQ�RI ILQDQFLDO�LQWHUPHGLDULHV�LV�YLWDO�WR�HQVXUH�WKH�VWDELOLW\�RI�WKH�ILQDQFLDO�V\VWHP�x 5HJXODWLRQ�DQG�VXSHUYLVLRQ�PD\�QHHG�WR�EH�VWUHQJWKHQHG�GXULQJ�HSLVRGHV�RI�ILQDQFLDO�OLEHUDOL]DWLRQ��KRZHYHU��WKLV�PD\�EH�LPSUDFWLFDO�DQG�XQUHDOLVWLF�x 0DLQWDLQLQJ�D�GHJUHH�RI�FRQWURO�RYHU�LQWHUHVW�UDWHV�GXULQJ�ILQDQFLDO�UHIRUPV�PD\�DFW�DV�D�VDIHW\�GHYLFH�HQVXULQJ�WKH�KHDOWK�RI�WKH�EDQNLQJ�V\VWHP��WKLV�PD\�EH�
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SDUWLFXODUO\�YDOXDEOH�ZKHQ�UDSLGO\�FKDQJLQJ�FLUFXPVWDQFHV�PDNH�HIIHFWLYH�EDQN�VXSHUYLVLRQ�GLIILFXOW�
,9��6WRFN�0DUNHWV
8QWLO�UHFHQWO\��WKH�OLWHUDWXUH�RQ�ILQDQFLDO�GHYHORSPHQW�KDV�IRFXVHG�DOPRVW�H[FOXVLYHO\�RQ�WKH�UHODWLRQVKLS�EHWZHHQ�ILQDQFLDO�LQWHUPHGLDULHV�DQG�HFRQRPLF�GHYHORSPHQW��\HW�HTXLW\�PDUNHWV�LQ�GHYHORSLQJ�FRXQWULHV�QRZ�FRQVWLWXWH�DQ�LPSRUWDQW�VRXUFH�RI�GHYHORSPHQW�ILQDQFH��(PHUJLQJ�PDUNHW�FDSLWDOL]DWLRQ�QRZ�FRQVWLWXWHV��� SHUFHQW�RI�WRWDO�ZRUOG�FDSLWDOL]DWLRQ��86�������ELOOLRQ���0RUHRYHU��HPHUJLQJ�FDSLWDO�PDUNHWV�QRZ�DWWUDFW�VXEVWDQWLDO�SRUWIROLR�IORZV�RI�HTXLW\�LQYHVWPHQW�DPRXQWLQJ�WR�����ELOOLRQ�LQ����� �'HPLJXUF�.XQW�DQG�/HYLQH�������5HFHQW�VWXGLHV�RI�WKH�UHODWLRQVKLS�EHWZHHQ�VWRFN�PDUNHWV�DQG�HFRQRPLF�GHYHORSPHQW�VXJJHVW�WKDW�VWRFN�PDUNHW�GHYHORSPHQW�JRHV�KDQG�LQ�KDQG�ZLWK�RWKHU�DVSHFWV�RI�ILQDQFLDO�GHYHORSPHQW��,W�KDV�EHHQ�VXJJHVWHG�WKDW�VWRFN�PDUNHWV�PD\�HQFRXUDJH�VSHFLDOL]DWLRQ��DV�ZHOO�DV�DFTXLVLWLRQ�DQG�GLVVHPLQDWLRQ�RI�LQIRUPDWLRQ���'LDPRQG�������*UHHQZRRG�DQG�-RYDQRYLF�������:LOOLDPVRQ�������DQG�WKDW�WKH\�PD\�UHGXFH�WKH�FRVW�RI�PRELOL]LQJ�VDYLQJV�WKHUHE\�IDFLOLWDWLQJ�LQYHVWPHQW��*UHHQZRRG�DQG�6PLWK��������0RUHRYHU��ZHOO�GHYHORSHG�VWRFN�PDUNHWV�PD\�HQKDQFH�FRUSRUDWH�FRQWURO�PLWLJDWLQJ�SULQFLSDO�DJHQW�SUREOHPV�E\�DOLJQLQJ�WKH�LQWHUHVWV�RI�PDQDJHUV�DQG�RZQHUV��LQ�ZKLFK�FDVH�PDQDJHUV�VWULYH�WR�PD[LPL]H�ILUP�YDOXH�WKHUHE\�SURPRWLQJ�HFRQRPLF�JURZWK��'LDPRQG�DQG�9HUUHFFKLD�������-HQVHQ�DQG�0XUSK\��������)XUWKHUPRUH��VXIILFLHQWO\�OLTXLG�VWRFN�PDUNHWV�UHGXFH�WKH�ULVN�RI�KROGLQJ�VWRFNV�E\�DOORZLQJ�VDYHUV�WR�EX\�DQG�VHOO�TXLFNO\�DQG�FKHDSO\�ZKHQ�WKH\�ZLVK�WR�DOWHU�WKHLU�SRUWIROLRV��$W�WKH�VDPH�WLPH��WKH\�HQDEOH�FRPSDQLHV�WR�KDYH�DFFHVV�WR�FDSLWDO�WKURXJK�HTXLW\�LVVXHV���$V�D�UHVXOW��ZHOO�GHYHORSHG�DQG�OLTXLG�VWRFN�PDUNHWV�PD\�LPSURYH�WKH�DOORFDWLRQ�RI�FDSLWDO�DQG�HQKDQFH�SURVSHFWV�RI�HFRQRPLF�JURZWK��,QFUHDVHG�VWRFN�PDUNHW�OLTXLGLW\�FDQ��KRZHYHU��GHWHU�JURZWK��7KHUH�DUH�WKUHH�FKDQQHOV�WKURXJK�ZKLFK�WKLV�PD\�RFFXU��'HPLUJXF�.XQW�DQG�/HYLQH��������7KH�ILUVW�LV�WKDW�JUHDWHU�VWRFN�PDUNHW�OLTXLGLW\�PD\�UHGXFH�VDYLQJV�UDWHV�E\�LQFUHDVLQJ�WKH�UHWXUQV�WR�LQYHVWPHQW��6HFRQG��JLYHQ�WKH�DPELJXRXV�HIIHFW RI�XQFHUWDLQW\�RQ�VDYLQJV��JUHDWHU�VWRFN�PDUNHW�OLTXLGLW\�PLJKW�LQ�IDFW�UHGXFH�VDYLQJV�UDWHV�WKURXJK�LWV�QHJDWLYH�LPSDFW�RQ�XQFHUWDLQW\��/HVV�XQFHUWDLQW\�GHFUHDVHV�WKH�GHPDQG�IRU�SUHFDXWLRQDU\�VDYLQJV��7KH�WKLUG�FKDQQHO�RSHUDWHV�WKURXJK�WKH�HXSKRULD�DQG�P\RSLD�WKDW�PD\�EH�HQFRXUDJHG�E\�KLJKO\�OLTXLG�VWRFN�PDUNHWV��'LVVDWLVILHG�SDUWLFLSDQWV�ILQG�LW�HDV\�WR�VHOO�TXLFNO\��7KLV�DSSDUHQW�DGYDQWDJH�IRU�LQYHVWRUV�FDQ�OHDG�WR�GLVLQFHQWLYHV�WR�H[HUW�FRUSRUDWH�FRQWURO��WKXV�DGYHUVHO\�DIIHFWLQJ�FRUSRUDWH�JRYHUQDQFH�DQG�GDPDJLQJ�HFRQRPLF�JURZWK�LQ�WKH�SURFHVV��7KHVH�WKUHH�FKDQQHOV�VXJJHVW�WKDW�HQKDQFHG�VWRFN�PDUNHW�OLTXLGLW\�PD\�QRW�ERRVW�HFRQRPLF�JURZWK�DIWHU�DOO��7KH�UHODWLRQVKLS�EHWZHHQ�VWRFN�PDUNHWV�DQG�JURZWK�PD\�DOVR�EH�LQIOXHQFHG�E\�WKH�OLQN�EHWZHHQ�VWRFN�PDUNHWV�DQG�ILQDQFLDO�LQWHUPHGLDULHV��ZKLFK�LV�QRW�DOZD\V�HQWLUHO\�FOHDU��6WRFN�PDUNHW�GHYHORSPHQW�PD\�UHGXFH�WKH�YROXPH�RI�EDQN�EXVLQHVV�VR�WKDW�VWRFN�PDUNHWV�DQG�EDQNV�FDQ�EH�VXEVWLWXWH�VRXUFHV�IRU�FRUSRUDWH�ILQDQFH��7KH�HYLGHQFH��
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KRZHYHU��SRLQWV�WR�VWRFN�PDUNHW�GHYHORSPHQW�WDNLQJ�SODFH�LQ�WDQGHP�ZLWK�RWKHU�DVSHFWV�RI�ILQDQFLDO�GHYHORSPHQW��'HPLUJXF�.XQW�DQG�/HYLQH��������ILQG�WKDW�FRXQWULHV�ZLWK�ZHOO�GHYHORSHG�VWRFN�PDUNHWV�DOVR�KDYH�ZHOO�GHYHORSHG�EDQNV�DQG�QRQ�EDQN�ILQDQFLDO�LQWHUPHGLDULHV��6LPLODUO\��FRXQWULHV�ZLWK�ZHDN�VWRFN�PDUNHWV�WHQG�WR�KDYH�ZHDN�EDQNV�DQG�ILQDQFLDO�LQWHUPHGLDULHV��'HPLJXUF�.XQW�DQG�0DNVLPRYLF���������LQ�WKHLU�LQYHVWLJDWLRQ�RI�WKH�HIIHFW�RI�VWRFN�PDUNHW�GHYHORSPHQW�RQ�ILUPV¶�ILQDQFLQJ�FKRLFHV�LQ����LQGXVWULDO�DQG�GHYHORSLQJ�HFRQRPLHV�IURP������WR�������ILQG�WKDW�LQLWLDO�LPSURYHPHQWV�LQ�WKH�IXQFWLRQLQJ�RI�D�GHYHORSLQJ�VWRFN�PDUNHW�SURGXFH�KLJKHU�GHEW�HTXLW\�UDWLRV�IRU�ODUJH�ILUPV�ZKLOH�VPDOO�ILUPV�DUH�QRW�VLJQLILFDQWO\�DIIHFWHG��,Q�GHYHORSHG�VWRFN�PDUNHWV��IXUWKHU�GHYHORSPHQW�OHDGV�WR�VXEVWLWXWLRQ�RI�HTXLW\�IRU�GHEW�ILQDQFLQJ��HVSHFLDOO\�IRU�ORQJ�WHUP�GHEW��(PSLULFDO�HYLGHQFH�E\�/HYLQH�DQG�=HUYRV���������XWLOL]LQJ�SRROHG�FURVV�FRXQWU\�UHJUHVVLRQV�DQG�GDWD�IRU����FRXQWULHV�GXULQJ�WKH�SHULRG������WR�������GHPRQVWUDWHV�WKDW�YDULRXV�PHDVXUHV�RI�HTXLW\�PDUNHW�DFWLYLW\�DUH�SRVLWLYHO\�FRUUHODWHG�ZLWK�PHDVXUHV�RI�UHDO�DFWLYLW\�DQG�WKDW�WKH�DVVRFLDWLRQ�LV�SDUWLFXODUO\�VWURQJ�IRU�GHYHORSLQJ�FRXQWULHV��8VLQJ�DJJUHJDWH�LQGH[HV�RI�RYHUDOO�VWRFN�PDUNHW�GHYHORSPHQW��FRQVWUXFWHG�E\�'HPLUJXF�.XQW�DQG�/HYLQH�������ZKLFK�FRPELQH�LQIRUPDWLRQ�RQ�VWRFN�PDUNHW�VL]H��OLTXLGLW\�DQG�LQWHUQDWLRQDO�LQWHJUDWLRQ��/HYLQH�DQG�=HUYRV��������VKRZ�WKDW�WKHVH�PHDVXUHV�DUH�UREXVWO\�FRUUHODWHG�ZLWK�FXUUHQW�DQG�IXWXUH�UDWHV�RI�HFRQRPLF�JURZWK��7KH\�DOVR�VKRZ�WKDW�VWRFN�PDUNHW HIIHFWV�DUH�DGGLWLRQDO�WR�WKRVH�RI�EDQNLQJ�V\VWHP�GHYHORSPHQW��7KH\��WKHUHIRUH��FRQFOXGH�WKDW�VWRFN�PDUNHWV�SURYLGH�ILQDQFLDO�VHUYLFHV�GLIIHUHQW�IURP�EDQNV��/HYLQH��������VWUHQJWKHQV�WKH�DUJXPHQW�DQG�VXJJHVWV�WKDW�VWRFN�PDUNHWV�PD\�HQKDQFH�JURZWK�WKURXJK�OLTXLGLW\��ZKLFK�PDNHV�LQYHVWPHQW�OHVV�ULVN\��WKHUHE\�HQDEOLQJ�FRPSDQLHV�WR�HQMR\�SHUPDQHQW�DFFHVV�WR�FDSLWDO�WKURXJK�OLTXLG�HTXLW\�LVVXHV��7KLV�DUJXPHQW�OHDGV�WR�WKH�FRQFOXVLRQ�WKDW��VWRFN�PDUNHW�GHYHORSPHQW�H[SODLQV�IXWXUH�HFRQRPLF�JURZWK���/HYLQH�������S������$WMH�DQG�-RYDQRYLF���������XVLQJ�D�VLPLODU�DSSURDFK��DOVR�ILQG�D�VLJQLILFDQW�FRUUHODWLRQ�EHWZHHQ�HFRQRPLF�JURZWK�DQG�WKH�YDOXH�RI�VWRFN�PDUNHW�WUDGLQJ�UHODWLYH�WR�*'3�IRU����FRXQWULHV�IURP������WR������0DQ\�HFRQRPLVWV�UHPDLQ�VNHSWLFDO��KRZHYHU��DV�WR�ZKHWKHU�VWRFN�PDUNHWV�FDQ�SOD\�DQ�LPSRUWDQW�UROH�LQ�SURPRWLQJ�HFRQRPLF�GHYHORSPHQW��(YHQ�LQ�GHYHORSHG�HFRQRPLHV�RQO\�D�VPDOO�IUDFWLRQ�RI�FRUSRUDWH�LQYHVWPHQW�LV�ILQDQFHG�WKURXJK�HTXLW\�LVVXHV��0D\HU��������)XUWKHUPRUH��WKH�VWRFN�PDUNHW�LV�IUHTXHQWO\�DFFXVHG�RI�EHLQJ�D�VRXUFH�RI�WRR�PXFK�YRODWLOLW\�LQ�WKH�HFRQRP\��)RU�H[DPSOH��.H\QHV��������KDV�DUJXHG�WKDW��³$V�WKH�



(&(&�:3����'HPHWULDGHV�����

��

RUJDQL]DWLRQ�RI�LQYHVWPHQW�PDUNHWV�LPSURYHV��WKH�ULVN�RI�WKH�SUHGRPLQDQFH�RI�VSHFXODWLRQ�GRHV�������LQFUHDVH�´�DQG�WKDW�DOWKRXJK��³VSHFXODWRUV�PD\�GR�QR�KDUP�DV�EXEEOHV�RQ�D�VWHDG\�VWUHDP�RI�HQWHUSULVH�´�D�VHULRXV�VLWXDWLRQ�FDQ�GHYHORS��³ZKHQ�HQWHUSULVH�EHFRPHV�WKH�EXEEOH�RQ�D�ZKLUOSRRO�RI�VSHFXODWLRQ�´��S������:KHQ�WKH�FDSLWDO�GHYHORSPHQW�RI�D�FRXQWU\�EHFRPHV�D�E\�SURGXFW�RI�WKH�DFWLYLWLHV�RI�D�FDVLQR��WKH�MRE�LV�OLNHO\�WR�EH�LOO�GRQH��,W�LV�XVXDOO\�DJUHHG�WKDW�FDVLQRV�VKRXOG��LQ�WKH�SXEOLF�LQWHUHVW��EH�LQDFFHVVLEOH�DQG�H[SHQVLYH��$QG�SHUKDSV�WKH�VDPH�LV�WUXH�RI�VWRFN�H[FKDQJHV���S�������7KH�SUHVVXUHV�.H\QHV�UHIHUUHG�WR�HPDQDWH�IURP�WKH�DSSDUHQW�VHFXULW\�DIIRUGHG�E\�WKH�KLJK�GHJUHH�RI�OLTXLGLW\�DYDLODEOH�LQ�µGHHS¶�VWRFN�PDUNHWV��7KLV�OLTXLGLW\�DOORZV�VSHFXODWRUV�WR�DOWHU�WKHLU�SRUWIROLRV�TXLFNO\�DQG�FKHDSO\�LQ�UHVSRQVH�WR�FKDQJHV�LQ�PRRG��UXPRUV�DQG�IDGV�DQG�SURYLGHV�LQGHSHQGHQFH�RI�VWRFN�PDUNHW�DVVHW�YDOXHV�IURP�XQGHUO\LQJ�IXQGDPHQWDOV��7KLV�PD\�LPSDUW�H[FHVVLYH�YRODWLOLW\�WR�VWRFN�PDUNHW�UHWXUQV��DOWKRXJK�WKHUH�LV�GLVDJUHHPHQW�LQ�WKH�OLWHUDWXUH�RYHU�WKH�H[LVWHQFH�RI�H[FHVV YRODWLOLW\�LQ�VWRFN�UHWXUQV��6KLOOHU��������������6SHFXODWLYH�SUHVVXUHV�PD\�DOVR�HPDQDWH�IURP�WUDQVDFWLRQV�LQGXFHG�E\�WKH�HXSKRULD�FUHDWHG�E\�ILQDQFLDO�OLEHUDOL]DWLRQ��ZKLFK�UHZDUGV�VSHFXODWRUV�ZLWK�VKRUW�WHUP�KRUL]RQV�DQG�SXQLVKHV�WKRVH�ZLWK�D�ORQJ�WHUP�YLHZ��.H\QHV�������&K�������)XUWKHUPRUH��VSHFXODWLYH�SUHVVXUHV�PD\�HPDQDWH�IURP�QRQ�ILQDQFLDO�FRUSRUDWLRQV��UDQJLQJ�IURP�LQVXUDQFH�WR�LQGXVWULDO�PDQXIDFWXULQJ�FRPSDQLHV��ZKLFK�HQWHU�VWRFN�PDUNHWV�WR�FKDVH�WKH�KLJKHU�UHWXUQV�DYDLODEOH�WKURXJK�VSHFXODWLRQ��WKHUHE\�GLYHUWLQJ�UHVRXUFHV�IURP�WKHLU�QRUPDO�DFWLYLWLHV�WR�WKH�VWRFN�PDUNHW��$�FULWLFDO�PDQLIHVWDWLRQ�RI�WKHVH�DFWLYLWLHV�LV�LQFUHDVHG�ERUURZLQJ�WR�ILQDQFH�VKRUW�WHUP�VWRFN�PDUNHW�VSHFXODWLRQ��/HQGHUV�LQ�WXUQ�PD\�IHHO�FRPSHOOHG�WR�SURYLGH�WKLV�W\SH�RI�ILQDQFH��HVVHQWLDOO\�EHFDXVH�RI�IHDU�RI�VORZHU�JURZWK�LQ�WKHLU�FDSLWDO�EDVH�DQG�ORVV�RI�PDUNHW�VKDUH��.H\QHV�������0LQVN\��������$Q�XQGHVLUDEOH�LPSOLFDWLRQ�RI�VSHFXODWLRQ�LV�WKDW�HFRQRPLHV�PD\�EH�IRUFHG�WR�EHDU�D�JUHDWHU�GHJUHH�RI�µDPELHQW¶�ULVN�WKDQ�KLWKHUWR��DQG�HYHQ�SUXGHQW�ILQDQFLDO�LQVWLWXWLRQV�PD\�EH�GULYHQ�WR�DEDQGRQ�ILQDQFLQJ�RI�UHDO�VHFWRU�DFWLYLWLHV��$V�VSHFXODWLYH�SURMHFWV�JURZ�LQ�LPSRUWDQFH��YRODWLOLW\�RI�UHWXUQV�LQFUHDVHV��'H/RQJ��HW�DO�������*UDEHO��������7KLV�PD\�KLQGHU�LQYHVWPHQW�DQG�WKHUHIRUH�KLQGHU�JURZWK�ZKLOH�H[HUWLQJ�XSZDUG�SUHVVXUHV�RQ�UHDO�LQWHUHVW�UDWHV�LQ�YLHZ�RI�WKH�KLJKHU�ULVN��)HGHUHU�������'H/RQJ��HW�DO��������$V�D�UHVXOW��HFRQRPLHV�PD\�EHFRPH�PRUH�VXVFHSWLEOH�WR�ILQDQFLDO�FULVHV��ZLWK�SRVVLEOH�GLVUXSWLYH�HIIHFWV�LQ�WKH�UHDO�VHFWRU��7KLV�PD\�IXUWKHU�FRPSRXQG�WKH�SUREOHPV�RI�EDQN�GLVWUHVV�DQG�ORDQ�GHIDXOWV�JLYLQJ�ULVH�WR�D�µFUHGLW�FUXQFK¶�
� 6HH�DOVR�6LQJK������
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�'H/RQJ��HW�DO�������*UDEHO��������)XUWKHUPRUH��WKH�LQFUHDVH�LQ�VSHFXODWLYH�DFWLYLWLHV�LV�FOHDUO\�D�ZDVWH�RI�UHVRXUFHV��VLQFH�UHDO�UHVRXUFHV�DUH�GHYRWHG�WR VHHNLQJ�UHWXUQV�IURP�VSHFXODWLRQ��,I�WKH�VRFLDO�FRVWV�RI�VSHFXODWLRQ�RXWZHLJK�WKH�SULYDWH�JDLQV��WKHVH�DFWLYLWLHV�FDQ�WKHQ�EH�YLHZHG�DV�µGLUHFWO\�SURILW�VHHNLQJ¶��%KDJZDWL�������*UDEHO��������7KXV�FUHGLW�DQG�FDSLWDO�PD\�EH�PLVDOORFDWHG�DQG�PLVGLUHFWHG��*UDEHO��������7KH�QHJDWLYH�HIIHFWV�RI�VWRFN�PDUNHW�YRODWLOLW\�RQ�WKH�UHDO�HFRQRP\�DQG�WKH�SURFHVV�RI�ILQDQFLDO�GHYHORSPHQW�DUH�GHPRQVWUDWHG�E\�$UHVWLV�DQG�'HPHWULDGHV��������LQ�WKH�FDVH�RI�WKH�*HUPDQ�DQG�$PHULFDQ�HFRQRPLHV�� 2WKHUV�KDYH�H[DPLQHG�WKH�µYRODWLOLW\¶�FKDUDFWHULVWLF�RI�VWRFN�PDUNHWV�IURP�WKH�SRLQW�RI�YLHZ�RI�LWV�UHODWLRQVKLS�WR�WKH�VL]H�RI�VWRFN�PDUNHWV�DQG�FDSLWDO�FRQWURO�OLEHUDOL]DWLRQ��'HPLUJXF�.XQW�DQG�/HYLQH���������LQ�D�VDPSOH�RI����GHYHORSHG�DQG�HPHUJLQJ�PDUNHWV�IURP������WR�������ILQG�WKDW�ODUJH��LQWHUQDWLRQDOO\�LQWHJUDWHG�PDUNHWV�WHQG�WR�EH�OHVV�YRODWLOH��/HYLQH�DQG�=HUYRV��������H[SORUH�WKH�HIIHFW�RI OLEHUDOL]LQJ�FDSLWDO�FRQWUROV�LQ����FRXQWULHV��ZKLFK�VXEVWDQWLDOO\�UHGXFHG�EDUULHUV�WR�LQWHUQDWLRQDO�FDSLWDO�DQG�GLYLGHQG�IORZV�LQ�WKH�����V��7KH\�FRQFOXGH�WKDW�VWRFN�PDUNHW�YRODWLOLW\�LQFUHDVHV�VLJQLILFDQWO\�LPPHGLDWHO\�IROORZLQJ�FDSLWDO�FRQWURO�OLEHUDOL]DWLRQ�LQ�DSSUR[LPDWHO\�KDOI�RI�WKH�FRXQWULHV�FRQVLGHUHG�DQG�GRHV�QRW�GHFUHDVH�VLJQLILFDQWO\�LQ�DQ\�RI�WKHP��7KLV�ILQGLQJ�PD\�EH�FRQVLGHUHG�ZLWK�WKDW�RI�'HPLUJXF�.XQW�DQG�/HYLQH��������WR�VXJJHVW�WKDW��LQ�WKH�ORQJ�UXQ��VWRFN�UHWXUQ�YRODWLOLW\�LV�ORZHU�LQ�FRXQWULHV�ZLWK�PRUH�RSHQ�FDSLWDO�PDUNHWV�
9��&RQFOXGLQJ�5HPDUNV7KLV�SDSHU�DUJXHV�WKDW�ZHOO�UHJXODWHG�ILQDQFLDO�PDUNHWV�FDQ�SOD\�D�YLWDO�UROH�LQ�WKH�SURFHVV�RI�HFRQRPLF�GHYHORSPHQW��7KLV�LV��RI�FRXUVH��D�YLHZ�WKDW�LV�ZLGHO\�VKDUHG�DPRQJ�HFRQRPLVWV�DQG�LQWHUQDWLRQDO�ILQDQFLDO�LQVWLWXWLRQV�� :H�KDYH�DOVR�SXW�IRUZDUG�VRPH�UHODWLYHO\�QHZ�LGHDV��)LUVW��WKDW�WKH�WUDGLWLRQDO�YLHZ�RI�LQWHUHVW�UDWH�FRQWUROV�DV�D�VRXUFH�RI�ILQDQFLDO�UHSUHVVLRQ�QHHGV�WR�EH�UHDVVHVVHG��,QWHUHVW�UDWH�FRQWUROV�PD\�KDYH�EHQHILFLDO�DVSHFWV��HVSHFLDOO\�GXULQJ�SHULRGV�RI�ILQDQFLDO�UHIRUP��ZKLFK�KDYH�EHHQ�RYHUORRNHG�E\�WKH�OLWHUDWXUH�RQ�ILQDQFLDO�OLEHUDOL]DWLRQ��6HFRQG��ZH�KDYH�SURYLGHG�DUJXPHQWV�WKDW�H[SUHVV�D�IDLU�GHJUHH�RI�VNHSWLFLVP�DERXW�WKH�SRVLWLYH�HIIHFWV�VWRFN�PDUNHWV�FDQ�SOD\�LQ�WKH�SURFHVV�RI�GHYHORSPHQW��5HFHQW�DQG�QRW�VR�UHFHQW�UHVHDUFK�VXJJHVWV�WKDW�.H\QHV¶�GLVWUXVW�RI�WKHP�PD\�QRW�KDYH�EHHQ�WRWDOO\�XQIRXQGHG��
� :RUN�E\�$UHVWLV�DQG�'HPHWULDGHV������F��KDV�IRXQG�VLPLODU�UHVXOWV�LQ�WKH�FDVH�RI�ILYH�HFRQRPLHV��86��*HUPDQ\��)UDQFH��-DSDQ��6��.RUHD��
� 6HH�:RUOG�%DQN������
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$V�IDU�DV�WKH�(J\SWLDQ�ILQDQFLDO�V\VWHP�LV�FRQFHUQHG��WKH�VXEVWDQWLDO�VWHSV�PDGH�LQ�UHFHQW�\HDUV�DUH�XQGRXEWHGO\�FRPPHQGDEOH��)LQDQFLDO�UHIRUPV�ZHUH�FOHDUO\�VXFFHVVIXO��DQG�ZH�QRWH�WKDW�LQWHUHVW�UDWHV�KDYH�DOUHDG\�EHHQ�GHUHJXODWHG�ZLWKRXW�DQ\�DGYHUVH�FRQVHTXHQFHV�IRU�WKH�HFRQRP\��7KH�VXFFHVV�RI�WKH�SDVW�VKRXOG�QRW��KRZHYHU��OHDG�WR�FRPSODFHQF\�LQ�WKH�IXWXUH��SULYDWL]DWLRQ�RI�VWDWH�EDQNV�LV�RQH�RI�WKH�LWHPV�RQ�WKH�UHIRUP�DJHQGD�WKDW�PXVW�EH�NHHQO\�SXUVXHG��7KLV�FRXOG�EH�DQ�LPSRUWDQW�VWHS�IRUZDUG�IRU�WKH�(J\SWLDQ�ILQDQFLDO�V\VWHP��2Q�WKH�EDVLV�RI�WKLV�DUJXPHQW��KRZHYHU��LW�LV�QHFHVVDU\�WR�DGYLVH�VRPH�FDXWLRQ��7KLV�PRYH�PD\�ZHOO�FRQWDLQ�KLGGHQ�GDQJHUV��HVSHFLDOO\�LQ�UHODWLRQ�WR�WKH�OHYHO�RI�LQWHUHVW�UDWHV��ZKLFK�WKH�(J\SWLDQ�DXWKRULWLHV�VKRXOG�EH�DZDUH�RI��&ORVHO\�PRQLWRULQJ�LQWHUHVW�UDWH�GHYHORSPHQWV�DQG�WDNLQJ�DOO�QHFHVVDU\�VWHSV�WR�HQVXUH�WKDW�H[FHVVLYHO\�KLJK�LQWHUHVW�UDWHV�GR�QRW�EHFRPH�D�IHDWXUH�RI�WKH�(J\SWLDQ�ILQDQFLDO�V\VWHP�FRXOG�KHOS�WR�VDIHJXDUG�WKH�VXFFHVV�RI�IXWXUH�UHIRUPV���
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5HIHUHQFHV$PVGHQ��$�+��DQG�<�'��(XK����������6RXWK�.RUHD
V�����V�)LQDQFLDO�5HIRUPV��*RRG�E\H�)LQDQFLDO�5HSUHVVLRQ��0D\EH���µ+HOOR�1HZ�,QVWLWXWLRQDO�5HVWUDLQWV"
���:RUOG�'HYHORSPHQW��9RO������1R� ���SS����������
$UHVWLV��3��DQG�3��'HPHWULDGHV������D����)LQDQFH�DQG�*URZWK��,QVWLWXWLRQDO�&RQVLGHUDWLRQV�DQG�&DXVDOLW\���SUHVHQWHG�DW�WKH�5R\DO�(FRQRPLF�6RFLHW\�$QQXDO�&RQIHUHQFH��6ZDQVHD�8QLYHUVLW\������$SULO������
$UHVWLV��3��DQG�3��'HPHWULDGHV������E����2Q�)LQDQFLDO�5HSUHVVLRQ�DQG�(FRQRPLF�'HYHORSPHQW��7KH�&DVH�RI�&\SUXV���LQ�3��$UHVWLV��HG���(PSOR\PHQW��(FRQRPLF�*URZWK�DQG�WKH�7\UDQQ\�RI�WKH�0DUNHW��&KHOWHQKDP��(GZDUG�(OJDU��
$UHVWLV��3��DQG�3��'HPHWULDGHV������F����)LQDQFLDO�'HYHORSPHQW�DQG�(FRQRPLF�*URZWK��7KH�5ROH�RI�6WRFN�0DUNHWV���PLPHR��8QLYHUVLW\�RI�.HHOH�
$UHVWLV��3��DQG�3��'HPHWULDGHV����������)LQDQFLDO�'HYHORSPHQW�DQG�(FRQRPLF�*URZWK��$VVHVVLQJ�WKH�(YLGHQFH���IRUWKFRPLQJ��7KH�(FRQRPLF�-RXUQDO��0D\��
$WMH��5��DQG�%��-RYDQRYLF����������6WRFN�0DUNHWV�DQG�'HYHORSPHQW���(XURSHDQ�(FRQRPLF�5HYLHZ��9RO������1R�������$SULO��SS����������
%HQFLYHQJD��9�5��DQG�%�'��6PLWK���������)LQDQFLDO�,QWHUPHGLDWLRQ�DQG�(QGRJHQRXV�*URZWK���7KH�5HYLHZ�RI�(FRQRPLF�6WXGLHV��9RO������$SULO���SS����������
&RXUDNLV��$�����������&RQVWUDLQWV�RQ�%DQN�&KRLFHV�DQG�)LQDQFLDO�5HSUHVVLRQ�LQ�/HVV�'HYHORSHG�&RXQWULHV���2[IRUG�%XOOHWLQ�RI�(FRQRPLFV�DQG�6WDWLVWLFV��9RO������SS����������
'H/RQJ��-�%���$��6KOHLIHU��/��6XPPHUV�DQG�5�-��:DOGPDQQ����������7KH�6L]H�DQG�,QFLGHQFH�RI�WKH�/RVVHV�IURP�1RLVH�7UDGLQJ���-RXUQDO�RI�)LQDQFH��9RO������1R����SS����������
'HPHWULDGHV��3��DQG�.��/XLQWHO������D����)LQDQFLDO�'HYHORSPHQW��(FRQRPLF�*URZWK�DQG�%DQNLQJ�6HFWRU�&RQWUROV��(YLGHQFH�IURP�,QGLD���7KH�(FRQRPLF�-RXUQDO��9RO�������0DUFK��SS����������
'HPHWULDGHV��3��DQG�.��/XLQWHO������E����)LQDQFLDO�5HSUHVVLRQ�LQ�WKH�6RXWK�.RUHDQ�0LUDFOH���.HHQH�8QLYHUVLW\��:RUNLQJ�3DSHU�LQ�(FRQRPLFV����������-XQH��
'HPLUJXF�.XQW��$��DQG�5��/HYLQH����������6WRFN�0DUNHWV��&RUSRUDWH�)LQDQFH��DQG�(FRQRPLF�*URZWK��$Q�2YHUYLHZ���:RUOG�(FRQRPLF�5HYLHZ��9RO������1R�����0D\��SS����������
'HPLUJXF�.XQW��$��DQG�9��0D[VLPRYLF����������6WRFN�0DUNHW�'HYHORSPHQW�DQG�)LQDQFLQJ�&KRLFHV�RI�)LUPV���:RUOG�(FRQRPLF�5HYLHZ��9RO������1R�����0D\�SS����������
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'LDPRQG��'�:�����������)LQDQFLDO�,QWHUPHGLDWLRQ�DQG�'HOHJDWHG�0RQLWRULQJ���5HYLHZ�RI�(FRQRPLF�6WXGLHV��9RO������1R�����-XO\����������
'LDPRQG��'�:��DQG�5�(��9HUUHFFKLD����������2SWLPDO�0DQDJHULDO�&RQWUDFWV�DQG�(TXLOLEULXP�6HFXULW\�3ULFHV���-RXUQDO�RI�)LQDQFH��9RO������0D\��SS���������
'LD]�$OHMDQGUR��&�����������*RRG�E\H�)LQDQFLDO�5HSUHVVLRQ��+HOOR�)LQDQFLDO�&UDVK���-RXUQDO�RI�'HYHORSPHQW�(FRQRPLFV��9RO�����������
)HGHUHU��3�����������7KH�,PSDFW�RI�8QFHUWDLQW\�RQ�$JJUHJDWH�,QYHVWPHQW�6SHQGLQJ���-RXUQDO�RI�0RQH\��&UHGLW�DQG�%DQNLQJ��9RO������1R�����SS��������
)U\��0��-�����������0RQH\��,QWHUHVW�DQG�%DQNLQJ�LQ�(FRQRPLF�'HYHORSPHQW��VHFRQG�HGLWLRQ��%DOWLPRUH��-RKQV�+RSNLQV�8QLYHUVLW\�3UHVV�
)U\��0�-��DQG�'��0��1XWL����������0RQHWDU\�DQG�([FKDQJH�5DWH�3ROLFLHV�'XULQJ�(DVWHUQ�(XURSH
V�7UDQVLWLRQ��6RPH�/HVVRQV�)URP�)XUWKHU�(DVW���2[IRUG�5HYLHZ�RI�(FRQRPLF�3ROLF\��9RO�����1R�����6SULQJ��SS��������
*UDEHO��,�����������6SHFXODWLRQ�/HG�(FRQRPLF�'HYHORSPHQW��$�3RVW�.H\QHVLDQ�,QWHUSUHWDWLRQ�RI�)LQDQFLDO�/LEHUDOL]DWLRQ�3URJUDPV���,QWHUQDWLRQDO�5HYLHZ�RI�$SSOLHG�(FRQRPLFV��9RO�����1R�����SS����������
*UHHQZRRG��-��DQG�%��-RYDQRYLF����������)LQDQFLDO�'HYHORSPHQW��*URZWK��DQG�WKH�'LVWULEXWLRQ�RI�,QFRPH���-RXUQDO�RI�3ROLWLFDO�(FRQRP\��9RO������1R�����2FWREHU��SS������������
*UHHQZRRG��-��DQG�%��6PLWK����������)LQDQFLDO�0DUNHWV�LQ�'HYHORSPHQW�DQG�WKH�'HYHORSPHQW�RI�)LQDQFLDO�0DUNHWV���-RXUQDO�RI�(FRQRPLF�'\QDPLFV�DQG�&RQWURO�� IRUWKFRPLQJ
-HQVHQ��0��DQG�.��0XUSK\����������3HUIRUPDQFH�3D\�DQG�7RS�0DQDJHPHQW�,QFHQWLYHV���-RXUQDO�RI�3ROLWLFDO�(FRQRP\��9RO������SS����������
.H\QHV��-�0����������7KH�*HQHUDO�7KHRU\�RI�(PSOR\PHQW��,QWHUHVW�DQG�0RQH\�/RQGRQ��0DFPLOODQ�
/HYLQH��5�����������6WRFN�0DUNHWV��$�6SXU�WR�(FRQRPLF�*URZWK���)LQDQFH�DQG�'HYHORSPHQW��9RO������1R�����$SULO��SS�������
/HYLQH��5��DQG�6��=HUYRV����������&DSLWDO�&RQWURO�/LEHUDOL]DWLRQ�DQG�6WRFN�0DUNHW�'HYHORSPHQW���:RUOG�%DQN��3ROLF\�5HVHDUFK�'HSDUWPHQW��:DVKLQJWRQ�'�&�
/HYLQH��5��DQG�6��=HUYRV����������6WRFN�0DUNHW�'HYHORSPHQW�DQG�/RQJ�5XQ�*URZWK���:RUOG�%DQN�(FRQRPLF�5HYLHZ��9RO������1R�����0D\��SS����������
0D\HU��&�����������1HZ�,VVXHV�LQ�&RUSRUDWH�)LQDQFH���(XURSHDQ�(FRQRPLF�5HYLHZ��9RO������SS������������
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0F.LQQRQ��5�,����������0RQH\�DQG�&DSLWDO�LQ�(FRQRPLF�'HYHORSPHQW��:DVKLQJWRQ��'�&���%URRNLQJV�,QVWLWXWLRQ��
0LQVN\��+�3����������6WDELOL]LQJ�DQ�8QVWDEOH�(FRQRP\��1HZ�+DYHQ��<DOH�8QLYHUVLW\�3UHVV�
6KDZ��(�6����������)LQDQFLDO�'HHSHQLQJ�LQ�(FRQRPLF�'HYHORSPHQW��1HZ�<RUN��2[IRUG�8QLYHUVLW\�3UHVV�
6KLOOHU��5�-�����������'R�6WRFN�3ULFHV�0RYH�7RR�0XFK�WR�%H�-XVWLILHG�E\�6XEVHTXHQW�&KDQJHV�LQ�'LYLGHQGV"��$PHULFDQ�(FRQRPLF�5HYLHZ��9RO������SS����������
6KLOOHU��5�-����������0DUNHW�9RODWLOLW\��&DPEULGJH��0DVVDFKXVHWWV��0,7�3UHVV��
6LQJK��$�����������6WRFN�0DUNHWV��)LQDQFLDO�/LEHUDOL]DWLRQ�DQG�(FRQRPLF�'HYHORSPHQW���(FRQRPLF�-RXUQDO��0D\�
6RORZ��5�0�����������$�&RQWULEXWLRQ�WR�WKH�7KHRU\�RI�(FRQRPLF�*URZWK���7KH�4XDUWHUO\�-RXUQDO�RI�(FRQRPLFV��9RO������1R�����SS��������
6WLJOLW]��-�(��DQG�$��:HLVV����������&UHGLW�5DWLRQLQJ�LQ�0DUNHWV�ZLWK�,PSHUIHFW�,QIRUPDWLRQ���$PHULFDQ�(FRQRPLF�5HYLHZ��9RO������1R�����-XQH��SS����������
6ZDQ��7�:����������(FRQRPLF�*URZWK�DQG�&DSLWDO�$FFXPXODWLRQ���(FRQRPLF�5HFRUG��9RO������1RYHPEHU���SS�����������
9LOODQXHYD��'��DQG�$��0LUDNKRU����������6WUDWHJLHV�IRU�)LQDQFLDO�5HIRUPV��,QWHUHVW�5DWH�3ROLFLHV��6WDELOL]DWLRQ�DQG�%DQN�6XSHUYLVLRQ�LQ�'HYHORSLQJ�&RXQWULHV���,0)�6WDII�3DSHUV��9RO��������������
:LOOLDPVRQ��6�'�����������&RVWO\�0RQLWRULQJ��)LQDQFLDO�,QWHUPHGLDWLRQ��DQG�(TXLOLEULXP�&UHGLW�5DWLRQLQJ���-RXUQDO�RI�0RQHWDU\�(FRQRPLFV��9RO������1R�����SS����������
:RUOG�%DQN���������:RUOG�'HYHORSPHQW�5HSRUW�������1HZ�<RUN��2[IRUG�8QLYHUVLW\�3UHVV�
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