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Abstract 

 

The Mediterranean Partnership initiative was launched by the European Union (EU) in 1994 to 

achieve deeper regional integration—particularly through developing an area of free trade and 

cooperation—among the countries of Europe, the Middle East, and North Africa. This paper 

addresses questions on the effect of a free trade agreement (FTA) with the EU on income 

distribution in Egypt. The paper asks how the FTA—interpreted here as a first step towards 

global integration—can help to redress negative distribution effects related to globalization, and 

thus facilitate the social transition towards a more open economy. It reviews initial conditions 

and past policies in Egypt; analyzes the effects of trade liberalization and globalization of 

capital markets on income distribution; and discusses policy interventions that may, with EU 

assistance, help reduce the negative impact of globalization. 

 

 ملخص

 

بطرح فكرة المشاركة المتوسطية بهدف تحقيق تعاون إقليمي أكثر عمقاً، عن طريق  ۱۹۹٤قام الاتحاد الأوروبي في عام 

للتجارة الحرة والتعاون بين دول أوروبا والشرق الأوسط وشمال أفريقيا. وتتناول الورقة المسائل المتعلقة بتأثير منطقة 

اتفاق التجارة الحرة مع الاتحاد الأوروبي على توزيع الدخل في مصر، وتبحث الكيفية التي يمكن بها لإنفاق التجارة الحرة 

لسالبة المرتبطة بالعولمة، ومن الظروف المبدئية والسياسات الاقتصادية التي كان أن يساعد في معالجة الآثار التوزيعية ا

معمولاً بها في مصر، وتقوم بتحليل أثر تحرير التجارة، واندماج الأسواق المالية على توزيع الدخل، إلى جانب بحث 

 السياسة المطلوبة للتدخل والتي قد تساعد على تخفيض الآثار السلبية للعولمة.
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7KH�0HGLWHUUDQHDQ�3DUWQHUVKLS�$VVRFLDWLRQ�LQLWLDWHG�E\�WKH�(XURSHDQ�8QLRQ��(8��DW�WKH�%DUFHORQD�FRQIHUHQFH�LQ������LV�D�PXOWLIDFHWHG�DWWHPSW�DW�GHHSHU�UHJLRQDO�LQWHJUDWLRQ�EHWZHHQ�WKH�WZR�VKRUHV�RI�WKH�0HGLWHUUDQHDQ��,WV�JRDO�LV�WR�GHYHORS�DQ�DUHD�RI�IUHH�WUDGH�DQG�FRRSHUDWLRQ�DPRQJ�WKH�FRXQWULHV�RI�(XURSH��WKH�0LGGOH�(DVW��DQG�1RUWK�$IULFD��7KH�$VVRFLDWLRQ�KDV�PRYHG�IDVW²DOUHDG\�7XQLVLD�DQG�0RURFFR�KDYH�VLJQHG�IUHH�WUDGH�DJUHHPHQWV��)7$V��ZLWK�WKH�(8��,VUDHO�KDV�GHHSHQHG�LWV�H[LVWLQJ�)7$��DQG�7XUNH\�UHFHQWO\�MRLQHG�WKH�(XURSHDQ�FXVWRPV�XQLRQ��7KH�3DOHVWLQLDQV��-RUGDQ��(J\SW��6\ULD��DQG�/HEDQRQ�DUH�LQ�WKH�SURFHVV�RI�QHJRWLDWLQJ�DQ�)7$��7KLV�SDSHU�DGGUHVVHV�WKH�TXHVWLRQ�RI�WKH�HIIHFW�RI�WKH�$VVRFLDWLRQ�RQ�LQFRPH�GLVWULEXWLRQ�LQ�(J\SW��%HFDXVH�WKH�(XURSHDQ�HFRQRP\�UHSUHVHQWV�VXFK�D�ODUJH�VKDUH�RI�WKH�ZRUOG�HFRQRP\��RSHQLQJ�XS�WR�(XURSH�LV�LQ�PDQ\�DVSHFWV�DNLQ�WR�RSHQLQJ�XS�WR�WKH�ZKROH�ZRUOG��DQG�VR��WKH�$VVRFLDWLRQ�LV�LQWHUSUHWHG�LQ�WKLV�SDSHU�DV�D�ILUVW�VWHS�WRZDUGV�JOREDO�LQWHJUDWLRQ��7KH�SDSHU�DOVR�DVNV�KRZ�WKH�$VVRFLDWLRQ�FDQ�FRQWULEXWH�E\�LWVHOI�WR�UHGUHVV�QHJDWLYH�GLVWULEXWLRQDO�HIIHFWV�UHODWHG�WR�JOREDOL]DWLRQ��DQG�WKXV�IDFLOLWDWH�WKH�VRFLDO�WUDQVLWLRQ�WRZDUGV�D�PRUH�RSHQ�HFRQRP\�*RRG�UHVHDUFK�RQ�LQFRPH�GLVWULEXWLRQ��LWV�YDULDWLRQ�WKURXJK�WLPH��DQG�WKH�FDXVHV�XQGHUO\LQJ�VXFK�FKDQJH�PXVW�EH�JURXQGHG�LQ�VROLG�HPSLULFDO�ZRUN��%XW�ZRUN�RI�WKLV�QDWXUH�LV�YHU\�GHPDQGLQJ�LQ�WHUPV�RI�GDWD�DQG�HIIRUW��7KH�DSSURDFK�KHUH�LV�OHVV�VFLHQWLILF��UHO\LQJ�LQVWHDG�RQ�DQ�HFOHFWLF�OLVW�RI�VW\OL]HG�IDFWV��WKHRUHWLFDO�FRQVLGHUDWLRQV��DQG�UHVHDUFK�RQ�RWKHU�FRXQWULHV��$V�D�UHVXOW��FRQFOXVLRQV�DUH�WHQWDWLYH��DQG�WKH�SDSHU�VKRXOG�EH�YLHZHG�DV�DQ�DWWHPSW�WR�VWUXFWXUH�WKH�GHEDWH�RQ�VRPH�RI�WKH�PDLQ�LVVXHV�WKDW�DUH�OLNHO\�WR�GHWHUPLQH�LQFRPH�GLVWULEXWLRQ�LQ�(J\SW�RYHU�WKH�QH[W�GHFDGH�7KH�SDSHU�LV�RUJDQL]HG�DV�IROORZV��3DUW���UHYLHZV�WKH�LQLWLDO�FRQGLWLRQV�DQG�UHODWHV�WKHP�WR�WKH�SROLFLHV�RI�WKH�SDVW��3DUW���DQDO\]HV�WKH�HIIHFWV�RI�WKH�OLEHUDOL]DWLRQ�RI�WUDGH��DQG�3DUW���WKH�RQJRLQJ�JOREDOL]DWLRQ�RI�WKH�FDSLWDO�PDUNHWV��RQ�LQFRPH�GLVWULEXWLRQ�LQ�(J\SW��)LQDOO\��3DUW���GLVFXVVHV�WKH�W\SH�RI�SROLF\�LQWHUYHQWLRQ�WKDW�FDQ��ZLWK�WKH�DVVLVWDQFH�RI�WKH�(8��KHOS�LQ�UHGXFLQJ�WKH�QHJDWLYH�LPSDFW�RI�JOREDOL]DWLRQ�
����,QLWLDO�&RQGLWLRQV��8QHPSOR\PHQW��3RYHUW\�DQG�WKH�3XEOLF�6HFWRU
(J\SW�LV�VWUXJJOLQJ�ZLWK�D�GHHS�VHDWHG�HPSOR\PHQW�SUREOHP�WKDW�KDV�WKH�IROORZLQJ�V\PSWRPV��KLJK�XQHPSOR\PHQW��VWDJQDQW�RU�IDOOLQJ�ZDJHV��KLJK�SXEOLF�VHFWRU�HPSOR\PHQW��DQG�ORZ�UHWXUQV�WR�HGXFDWLRQ��3RYHUW\�DQG�LQHTXDOLW\�KDYH�DOVR�GHWHULRUDWHG�LQ�WKH�ODVW�GHFDGH��
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+LJK�XQHPSOR\PHQW���6LQFH�WKH�HDUO\�����V��XQHPSOR\PHQW�KDV�UHPDLQHG�KLJK�DW�DERXW�������SHUFHQW��ZLWK WKH�H[DFW�ILJXUHV�GHSHQGLQJ�YHU\�PXFK�RQ�GHILQLWLRQV��7KH�XQHPSOR\HG�DUH�SUHGRPLQDQWO\�ILUVW�WLPH�MRE�VHHNHUV��UHIOHFWLQJ�WKH�IDVW�ULVH�LQ�ODERU�VXSSO\�DV�EDE\�ERRPHUV�HQWHU�WKH�ODERU�PDUNHW��$Q�LPSOLFLW�VRFLDO�FRQWUDFW�WKDW�VWUHVVHV�VHQLRULW\�PHDQV�WKDW�ILUVW�WLPH�HQWUDQWV�KDYH�WR�OLQH�XS�WR�ZDLW�IRU�LQFUHDVLQJO\�VFDUFH�PRGHUQ�VHFWRU�MREV��7KLV�NLQG�RI�XQHPSOR\PHQW�WHQGV�WR�KDYH�D�ORQJ�GXUDWLRQ��8QHPSOR\PHQW�LV�KLJK�DPRQJ�WKH�NLQG�RI�ZRUNHUV�WKDW�DUH�RYHU�UHSUHVHQWHG�LQ�SXEOLF�VHUYLFH��DQG�HVSHFLDOO\�WKRVH�ZLWK�PHGLXP�OHYHOV�RI�HGXFDWLRQ��VHH�7DEOH���� úúú
7DEOH�����'LVWULEXWLRQ�RI�(J\SWLDQ�:RUNHUV�E\�6HFWRU�DQG�(GXFDWLRQ�������SHUFHQW�

)DOOLQJ�ZDJHV� )RUPDO�VHFWRU�ZDJHV�VHHP�WR�KDYH�GHFOLQHG�LQ�WKH�PLG�WR�ODWH�����V�DQG�KDYH�VWDJQDWHG�VLQFH��,Q�PDQXIDFWXULQJ��IRU�ZKLFK�VRPH�GDWD�H[LVW��IURP�81,'2���ZDJHV�IHOO�VKDUSO\��E\�VRPH����SHUFHQW�RQ�DYHUDJH��EHWZHHQ������DQG�������RYHU�WKH�VDPH�SHULRG��*'3�SHU�ZRUNHU�UHPDLQHG�IODW��:RUOG�%DQN������D���7KLV�UHIOHFWV�WKH�WDLO�HQG�RI�WKH�UHJLRQDO�RLO�EDVHG�ERRP�EXVW�F\FOH�DQG�WKH�IDLOXUH�WR�ILQG�D�QHZ�HQJLQH�WR�SXOO�ODERU�GHPDQG�
+LJK�SXEOLF�VHFWRU�HPSOR\PHQW� (J\SW¶V�VWDWH�VHFWRU�LV�D�ELJ�HPSOR\HU��HPSOR\LQJ�DERXW����SHUFHQW�RI�WKH�ODERU�IRUFH��DERXW����SHUFHQW�LQ�FHQWUDO�JRYHUQPHQW��DQG����SHUFHQW�LQ�SXEOLF�HQWHUSULVHV���%XW�ZKLOH�WKH�SXEOLF�VHFWRU�KDV�EHHQ�ODUJH�LQ�QXPEHUV�RI�HPSOR\HHV��LW�KDV�EHHQ�LQFUHDVLQJO\�SRRU�LQ�ZDJHV�RIIHUHG��*RYHUQPHQW�ZDJHV�IHOO�E\�VRPH����SHUFHQW�EHWZHHQ�����±����EXW�HPSOR\PHQW�URVH����SHUFHQW��DOPRVW�HQWLUHO\�E\�������+DQGRXVVD�������6DLG�������
ú 7KH�VKDUH�RI�\RXQJ�ZRUNHUV�ZLWK�VHFRQGDU\�HGXFDWLRQ�DPRQJ�WKH�XQHPSOR\HG�LV�DEQRUPDOO\�ODUJH�DW����SHUFHQW��ZKLOH�WKLV�JURXS�UHSUHVHQWV�RQO\����SHUFHQW�RI�WKH�ODERU�IRUFH��EXW�WKH\�KROG����SHUFHQW�RI�SXEOLF�VHFWRU�MREV��LQ�FRQWUDVW��WKH\�FRQVWLWXWH�RQO\�DERXW����SHUFHQW�RI�SULYDWH�QRQ�DJULFXOWXUDO�VHFWRU�HPSOR\PHQW���7KLV�SDWWHUQ�LV�DOVR�PDUNHG�DPRQJ�HGXFDWHG�ZRPHQ�ZKR�DUH�GLVSURSRUWLRQDWHO\�HPSOR\HG�LQ�WKH�SXEOLF�VHFWRU�����SHUFHQW�RI�ZRPHQ�ZLWK�XQLYHUVLW\�GHJUHHV�ZRUN�IRU�WKH�VWDWH���DQG�WKHLU�FKDQFHV�RI�EHLQJ�XQHPSOR\HG�DUH�DERXW���WLPHV�ODUJHU�WKDQ�IRU�PHQ���$VDDG�

(GXFDWLRQDO�DWWDLQPHQW��DJH����DQG�DERYH�
6HFWRU %HORZVHFRQGDU\ $ERYHVHFRQGDU\ 7RWDO*RYHUQPHQW�DQGSXEOLF�VHFWRU ��������� ���������� �����������3ULYDWH�QRQ�DJULFXOWXUH ��������� ���������� �����������$JULFXOWXUH ��������� ��������� �����������8QHPSOR\HG ������� � ��������� �����������7RWDO ���� ��� �������� ����������6RXUFH��&$30$6�������
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)LJXUH�����5HWXUQV�WR�HGXFDWLRQ��ZDJHV�ZLWK�ZLWKRXW�VFKRROLQJ�
(UURU��1RW�D�YDOLG�OLQN�

6RXUFH� $QJULVW�������$VVDDG�������7DQVHO�������:RUOG�%DQN�����F������E

/RZ�UHWXUQV�WR�HGXFDWLRQ� /RZ�UHWXUQV�WR�HGXFDWLRQ�LV�D�IHDWXUH�RI�WKH�(J\SWLDQ�HFRQRP\��5RXJKO\��ZRUNHUV�ZLWK�VHFRQGDU\�DQG�SRVW�VHFRQGDU\�HGXFDWLRQ�KDYH�ZDJHV�WZR�DQG�WKUHHWLPHV�KLJKHU��UHVSHFWLYHO\��WKDQ�ZRUNHUV�ZLWK�SULPDU\�HGXFDWLRQ�DQG�EHORZ��7KHVH�UDWLRV�DUH�DPRQJ�WKH�ORZHVW�LQ�WKH�UHJLRQ��)LJXUH�����DQG�HGXFDWLRQ�LQHTXDOLW\�WHQGV�WR�EH�PXFK�KLJKHU�LQ�WKH�GHYHORSLQJ�ZRUOG��LQ�7KDLODQG�IRU�H[DPSOH��WKHVH�UDWLRV�DUH�UHVSHFWLYHO\���DQG����ûûû%HLQJ�D�SUHGRPLQDQW�HPSOR\HU�RI�HGXFDWHG�ZRUNHUV��WKH�VWDWH�RI�WKH�SXEOLF�VHFWRU�KDV�KDG�DQ�LPSRUWDQW�LQIOXHQFH�RQ�WKLV�RXWFRPH��&DVK�ZDJHV�DUH�QRZ�ORZHU�LQ�WKH�SXEOLF�VHFWRU��=D\WRXQ��������VHH�)LJXUH�����EXW�LW�VHHPV�WKDW�WKLV�LV�VOLJKWO\�UHYHUVHG�RQFH�WKH�YDOXH�RI�DOO�EHQHILWV�DUH�WDNHQ�LQWR�DFFRXQW��$VVDDG���������7KHUH�LV�HYLGHQFH�RI�SXEOLF�VHFWRU�ZDJH�FRPSUHVVLRQ�RYHU�WLPH��=D\WRXQ���������DQG�EHWZHHQ�SULYDWH�DQG�SXEOLF�VHFWRUV��,Q�WKH�SXEOLF�VHFWRU��WKH�UDWLR�RI�VNLOOHG�XQVNLOOHG�LV�VPDOOHU�WKDQ�LQ�WKH�SULYDWH�VHFWRU��ZKLOH�WKH�GLIIHUHQFH�IRU�XQVNLOOHG�LV�VPDOOHU��6DLG���������&LYLO�VHUYLFH�SD\�WHQGV�WR�EH�PRUH�VHQVLWLYH�WR�VHQLRULW\�WKDQ�WKH�SULYDWH�VHFWRU��OHVV�VHQVLWLYH�WR�SHUIRUPDQFH��DQG�OHVV�GLVSHUVHG�DFURVV�VNLOO�OHYHOV�WKDQ�SULYDWH�ZDJHV��$V�D�UHVXOW��ZRPHQ��ROGHU�ZRUNHUV��DQG�ZRUNHUV�ZLWK�PHGLXP�OHYHOV�RI

)LJXUH�����3XEOLF�DQG�SULYDWH�HDUQLQJV�LQ�(J\SW
(UURU��1RW�D�YDOLG�OLQN�
6RXUFH�� =D\WRXQ������

HGXFDWLRQ�WHQG�WR�HDUQ�KLJKHU�ZDJHV�FRPSDUHG�WR�ZKDW�WKH\�ZRXOG�FRPPDQG�LQ�WKH�SULYDWH�VHFWRU��$VVDDG��������
5HODWLYHO\�HTXDO�LQFRPH�GLVWULEXWLRQ� 3RYHUW\�OHYHOV��XQOLNH�XQHPSOR\PHQW��VHHP�ORZ�E\�LQWHUQDWLRQDO�VWDQGDUGV��8VLQJ�D�FRQVHUYDWLYH�SRYHUW\�OLQH�RI�����SHU�SHUVRQ�SHU�PRQWKüüü� WKH�
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:RUOG�%DQN�HVWLPDWHG�DYHUDJH�SRYHUW\�DW�DERXW����SHUFHQW�LQ�������FRPSDUHG�ZLWK����SHUFHQW�LQ�/DWLQ�$PHULFD��GHVSLWH�ORZHU�DYHUDJH�LQFRPH�WKHUHýýý� 7KLV�UHIOHFWV�WKH�UHODWLYHO\�ORZ�GHJUHH�RI�LQHTXDOLW\�LQ�(J\SW²PXFK�OHVV�WKDQ�/DWLQ�$PHULFD�RU�WKH�PRUH�XQHTXDO�(DVW�$VLDQ�VRFLHWLHV��VXFK�DV�0DOD\VLD��EXW�VWLOO�PRUH�XQHTXDO�WKDQ�IRUPHUO\�FHQWUDOO\�SODQQHG�FRXQWULHV��VXFK�DV�+XQJDU\��7KLV�UHODWLYH�HTXDOLW\�RI�LQFRPH�DQG�VSHQGLQJ�SUREDEO\�UHIOHFWV�D�FRPELQDWLRQ�RI�UHODWLYHO\�HTXDO�DVVHW�GLVWULEXWLRQ�DQG�VXEVWDQWLDO�SULYDWH�WUDQVIHUV�EHWZHHQ�KRXVHKROGV��WKDW�VXUYH\�HYLGHQFH�HOVHZKHUH��IRU�H[DPSOH�IURP�-RUGDQ��ILQGV�WR�EH�ZHOO�WDUJHWHG�RQ�WKH�SRRU�LQ�PRVW�RI�WKH�UHJLRQ�
%XW�SRYHUW\�DQG�LQHTXDOLW\�DUH�ULVLQJ� ,Q�WKH�UHFHQW�SDVW��SRYHUW\�KDV�EHHQ�ULVLQJ�IDVW�LQ�(J\SW��8VLQJ�D�UHODWLYHO\�KLJK�SRYHUW\�OLQH��.RUD\HP��������ILQGV�WKDW�XUEDQ�SRYHUW\�KDV�ULVHQ�IURP������SHUFHQW�LQ�������WR�VRPHZKHUH�EHWZHHQ����DQG����SHUFHQW�LQ�������,Q�WKH�UXUDO�VHFWRU��WKH�GHWHULRUDWLRQ�LV�HYHQ�ODUJHU��ZLWK�SRYHUW\�ULVLQJ�IURP������WR�VRPHZKHUH�EHWZHHQ������DQG������SHUFHQW��7KLV�ULVH�LQ�SRYHUW\�KDV�RFFXUUHG�GHVSLWH�D�VPDOO�ULVH�LQ�DYHUDJH�LQFRPHV��UHIOHFWLQJ�VRPH�ZRUVHQLQJ�LQ�LQHTXDOLW\�þþþ7KHVH�WUHQGV�VHHP�WR�KDYH�FRQWLQXHG�LQ�WKH�PRUH�UHFHQW�SDVW��.KHLUHGGLQH��������$V�WKHVH�VW\OL]HG�IDFWV�YLYLGO\�VKRZ��VRFLDO�FRQGLWLRQV�LQ�(J\SW�KDYH�GHWHULRUDWHG�LQ�WKH�ODVW�GHFDGH��,Q�FRQWUDVW��(J\SW�ZDV�DPRQJ�WKH�IDVWHVW�JURZLQJ�FRXQWULHV�LQ�WKH�ZRUOG�GXULQJ�WKH�����V�DQG�����V��7KH�\RXQJ�VWDWH�DGYRFDWHG�PRGHUQLW\�DQG��WKH�ELJ�SXVK���LQYHVWHG�KHDYLO\�LQ�ODUJH�LQIUDVWUXFWXUH�SURMHFWV��EXLOW�VWDWH�LQGXVWULHV�DQG�HUHFWHG�SURWHFWLYH�ZDOOV�WR�QXUWXUH�WKHP�GXULQJ�LQIDQF\��DQG�VRXJKW�VKDUHG�JURZWK�DQG�VRFLDO�PRELOLW\�E\�HQFRXUDJLQJ�HGXFDWLRQ�DQG�LQLWLDWLQJ�QDWLRQDOL]DWLRQ�DQG�ODQG�UHIRUPV��)XHOHG�E\�WKH�UHJLRQDO�RLO�ERRP��DYHUDJH�JURZWK�SHU�ZRUNHU�ZDV�DERXW���SHUFHQW�D�\HDU�GXULQJ��������²QRW�IDU�EHORZ�WKDW�RI�(DVW�$VLD��)RU�WKH�ZRUNLQJ�SRSXODWLRQ��WKLV�JURZWK�SDWK�EURXJKW�ODUJH�EHQHILWV��7KHVH�IORZHG�IURP�WZR�DVSHFWV�RI�WKH�GHYHORSPHQW�SDWWHUQ��IRU�ERWK�RI�ZKLFK�WKH�SXEOLF�VHFWRU�ZDV�NH\��SROLFLHV�WKDW�SURPRWHG�WKH�PRGHUQ�VHFWRU��HVSHFLDOO\�WKURXJK�H[SDQVLRQ�RI�PLOOLRQV�RI�MREV�LQ�JRYHUQPHQW�VHUYLFHV�DQG�SURWHFWHG�SXEOLF�HQWHUSULVHV��DQG�YLJRURXV�H[SDQVLRQ�LQ�SXEOLFO\�IXQGHG�HGXFDWLRQ��DW�DOO�OHYHOV��)RRG�DQG�FRQVXPSWLRQ�VXEVLGLHV�ZHUH�DOVR�EURDG��EULQJLQJ�
û 6HH�:RUOG�'HYHORSPHQW�5HSRUW��������%R[������SDJH����ü 0RUH�SUHFLVHO\��WKLV�LV�D�FXWRII�RI�����IRU�DYHUDJH�PRQWKO\�SHU�FDSLWD�FRQVXPSWLRQ�LQ�WHUPV�RI������SXUFKDVLQJ�SRZHU�SDULW\�GROODUV��:KLOH�D�ILJXUH�RI�����SHU�PRQWK�LV�D�XVHIXO�\DUGVWLFN�IRU�LQWHUQDWLRQDO�FRPSDULVRQV��PRVW�REVHUYHUV�RI�WKH�UHJLRQ�ZRXOG�SUREDEO\�XVH�D�KLJKHU�FXWRII�IRU�DEVROXWH�SRYHUW\�ý 6HH�:RUOG�%DQN�����E��ILJXUH���þ 7KLV�LV�IRU�H[DPSOH�UHIOHFWHG�LQ�D�ULVH�RI�WKH�*LQL�FRHIILFLHQW��HVSHFLDOO\�LQ�XUEDQ�DUHDV��IURP����WR������.RUD\HP�������
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EHQHILWV�WR�WKH�PLGGOH�FODVVHV�DQG�WKH�SRRU��8QVNLOOHG�ZRUNHUV�UHDSHG�JDLQV�IURP�GRPHVWLF�DQG�LQWHUQDWLRQDO�FRQVWUXFWLRQ�ERRPV��7KHUH�ZDV�DOVR�WKH�SURPLVH�RI�VRFLDO�PRELOLW\�WKURXJK�HGXFDWLRQ�DQG�SXEOLF�HPSOR\PHQW��5LFKDUGV��������7KLV�VHW�RI�SROLFLHV�ZDV�WR�D�ODUJH�H[WHQW�ILQDQFHG�E\�RLO²JHWWLQJ�DFFHVV�WR�WKH�MREV�DQG�UHVRXUFHV�WR�XQGHUZULWH�WKLV�VWUDWHJ\�WKURXJK�D�PL[WXUH�RI�PLJUDQWV�IORZLQJ�RXW�WR�WKH�RLO�FHQWHUV��DQG�RLO�PRQH\�IORZLQJ�LQ��LQ�JUDQWV�DQG�UHPLWWDQFHV���,QWHUQDWLRQDO�PLJUDWLRQ�ZDV�DQ�LQWHJUDO�SDUW�RI�WKH�GH�IDFWR�JURZWK�DQG�HPSOR\PHQW VWUDWHJ\�RI�WKH�SDVW�IHZ�GHFDGHV��,W�ZDV�D�SRZHUIXO�VRXUFH�RI�ODERU�GHPDQG��ZLWK�LPSRUWDQW�VHFRQG�URXQG�HIIHFWV�YLD�WKH�VSHQGLQJ�RI�IRUHLJQ�HDUQHG�LQFRPH��WKDW�KDG�D�SRZHUIXO�HIIHFW�RQ�WKH�ERWWRP�KDOI�RI�LQFRPH�GLVWULEXWLRQ�ÿÿÿ:KHQ�RLO�SULFHV�FROODSVHG�LQ�WKH�PLG�����V��WKH�ROG�VRXUFHV�RI�HPSOR\PHQW�JURZWK�FROODSVHG�WRR��%\�WKH�HDUO\�����V��WKH�SXEOLF�VHFWRU�KDG�VWRSSHG�KLULQJ��PLJUDWLRQ�DV�D�VRXUFH�RI�HPSOR\PHQW�FUHDWLRQ�KDV�QRZ�ODUJHO\�JRQH��DQG�LW�LV�QHJDWLYH�OLQNDJH�HIIHFWV�WKDW�DUH�QRZ�XVXDOO\�PRUH�LPSRUWDQW��2OG�IRUPV�RI�ODUJHVVH²QRWDEO\�IRRG�VXEVLGLHV²KDYH�RIWHQ�EHHQ�FXW�GUDVWLFDOO\��IDOOLQJ�IURP�D�KLJK�RI����SHUFHQW�RI�*'3�LQ������WR�OHVV�WKDQ���SHUFHQW�LQ�������7KH�SULYDWH�VHFWRU�ZDV�KLW�E\�D�ULVH�LQ�UHDO�LQWHUHVW�UDWHV�DQG�LQFUHDVHG�FRPSHWLWLRQ�E\�LPSRUWV��3XEOLF�HPSOR\PHQW�DQG�SURWHFWHG�LQGXVWULDOL]DWLRQ�FDQ�EH�D�VRXUFH�RI�HFRQRPLF�DQG�HPSOR\PHQW�JURZWK�IRU�D�ZKLOH��FRPSDUH�WKH�UDSLG�JURZWK�RI�PDQ\�/DWLQ�$PHULFDQ�HFRQRPLHV�GXULQJ�WKH�����V�DQG�����V���:KHQ�WKHUH�LV�D�PDVVLYH�SRVLWLYH�UHVRXUFH�VKRFN��LW�FDQ�EH�VXVWDLQHG�PXFK�ORQJHU��%XW�WKH�FRPELQDWLRQ�RI�GHFOLQLQJ�SXEOLF�VHFWRU�UHYHQXHV��IDVW�ULVLQJ�ODERU�VXSSO\��UDSLG�XUEDQL]DWLRQ��DQG�ODUJH�JDLQV�LQ�HGXFDWLRQ�KDYH�QRZ�UHQGHUHG�WKH�ROG�VRFLDO�FRQWUDFW�XQDIIRUGDEOH��:KHQ�ERRP�WXUQHG�WR�EXVW��QRW RQO\�GLG�SDVW�VRXUFHV�RI�HPSOR\PHQW�JURZWK²ERWK�QDWLRQDO�DQG�LQWHUQDWLRQDO²GLVDSSHDU��EXW�WKH�XQSURGXFWLYH�QDWXUH�RI�PDQ\�RI�WKH�MREV�FUHDWHG�EHFDPH�DQ�XQKDSS\�DQG�SUREOHPDWLF�KHULWDJH�IRU�WKH�IXWXUH�%XW�ZK\�KDV�XQHPSOR\PHQW�VWD\HG�VR�KLJK"�$V�LQ�(XURSH��ODUJH�VFDOH�XQHPSOR\PHQW�HPHUJHG�EHFDXVH�RI�WKH�DGYHUVH�VKRFN²WKH�G\QDPLF�RI�IDOOLQJ�ODERU�GHPDQG�DQG�FRQWLQXHG�UDSLG�JURZWK�LQ�VXSSO\��,W�KDV�SHUVLVWHG�EHFDXVH�RI�WKH�GHHS�VHDWHG�H[SHFWDWLRQV�RI�WKH�\RXQJ²HVSHFLDOO\�WKH�HGXFDWHG�\RXQJ�QRZ�LQ�DEXQGDQW�UDWKHU�WKDQ�VFDUFH�VXSSO\²WKDW�D�VHFRQGDU\�FHUWLILFDWH�ZDV�WKH�SDWKZD\�WR�D�³JRRG´��PRGHUQ�VHFWRU�MRE��DQG�WKH�FDSDFLW\�DQG�ZLOOLQJQHVV�RI�IDPLOLHV��HVSHFLDOO\�QRQ�SRRU�RQHV��WR�VXSSRUW�WKH�XQHPSOR\HG��7KH�ROG�VRFLDO�
ÿ $OWKRXJK�WKH�SRRU�WHQG�WR�EH�XQGHU�UHSUHVHQWHG�DPRQJVW�PLJUDQWV��ZKR�JHQHUDOO\�KDYH�VRPH�HGXFDWLRQ�DQG�UHVRXUFHV�WR PRYH��WKH�LQGLUHFW�HIIHFWV�YLD�WLJKWHQLQJ�WKH�ODERU�PDUNHW��SULYDWH�WUDQVIHUV�DQG�VHFRQG�URXQG�VSHQGLQJ�LPSDFWV��XQGRXEWHGO\�FRQWULEXWHG�WR�SRYHUW\�UHGXFWLRQ��$GDPV�������



(&(&�:3����'LZDQ�����

�

FRQWUDFW�LV�VWLOO�SUHVHQW��LI�LQFUHDVLQJO\�IUDJLOH��DQG�ZLWKLQ�WKLV�FRQWUDFW�LW�LV�WKH�VWDWH�WKDW�LV�H[SHFWHG�WR�GHOLYHU�MREV��HVSHFLDOO\�WR�WKH�HGXFDWHG��5LFKDUG��������7KUHH�JURXSV²SXEOLF�VHFWRU�ZRUNHUV��WKH�XQHPSOR\HG�DQG�WKH�UXUDO�SRRU²VXIIHUHG�PRVW�ZKHQ�ERRP�WXUQHG�WR�EXVW�DQG�WKH�ODFN�RI�YLDELOLW\�RI�WKH�ROG�JURZWK�SDWK�DQG�FRQWUDFW�EHFDPH�H[SRVHG��:LWK�GHFOLQLQJ�UHVRXUFHV�WKH�VSHFWHU�RI�GLVWULEXWLRQDO�FRQIOLFW�LV�QRZ�ULVLQJ��0HDQZKLOH��ULVLQJ�LQWHUQDWLRQDO�LQWHJUDWLRQ�LV�ERWK�FUHDWLQJ�RSSRUWXQLWLHV�DQG�VKDUSHQLQJ�FRPSHWLWLRQ��,Q�WKH�LQWHUQDWLRQDO�HQYLURQPHQW�RI�WKH�����V��IDLOXUH�WR�HIIHFWLYHO\�LQWHJUDWH�SURGXFWLRQ�VWUXFWXUHV�YLD�FDSLWDO�IORZV�DQG�WUDGH�ZLOO�KDYH�KLJK�ORQJ�UXQ�FRVWV��7KLV�PHDQV�ORVW�RSSRUWXQLWLHV�QRZ��EXW�PRUH�LPSRUWDQWO\��FRXQWULHV�WKDW�IDLO�WR�LQWHJUDWH�ULVN�JHWWLQJ�LQFUHDVLQJO\�OHIW�EHKLQG��,Q�FRQWUDVW��D�PRUH�RSHQ�LQWHUQDWLRQDO�FDSLWDO�PDUNHW�FDQ�UHZDUG�JRRG�SROLFLHV�ZLWK�D�ODUJH�IORZ�RI�FDSLWDO�DQG�LQYHVWPHQW��$QG�D�PRUH�RSHQ�LQWHUQDWLRQDO�WUDGLQJ�V\VWHP�RIIHUV�LPSRUWDQW�G\QDPLF�RSSRUWXQLWLHV��IUHHLQJ�ZRUNHUV�IURP�WKH FRQVWUDLQWV�LPSRVHG�E\�GRPHVWLF�GHPDQG��DQG�DOORZLQJ�IRU�D�JURZWK�VWUDWHJ\�EXLOW�RQ�LPSURYHG�KXPDQ�UHVRXUFHV�DQG�D�PRYH�XS�WKH�ODGGHU�LQWR�KLJKHU�SURGXFWLYLW\�DFWLYLWLHV�RYHU�WLPH��%XW�ZKLOH�LQFUHDVHG�LQWHJUDWLRQ�FDQ�EULQJ�LQ�ODUJH�DJJUHJDWH�JDLQV��LW�FDQDOVR�KDYH�LPSRUWDQW�GLVWULEXWLRQDO�HIIHFWV��EHQHILWLQJ�WKRVH�ZKRVH�SURGXFWV�EHFRPH�PRUH�LQ�GHPDQG��DQG�KXUWLQJ�RWKHUV�ZKR�ORVH�RXW�WR�QHZ�FRPSHWLWRUV��,QFUHDVHG�FDSLWDO�PRELOLW\�DOVR�LQFUHDVHV�WKH�ULVNV�RI�PDFUR�HFRQRPLF�IDLOXUH�IRU�WKH�PRVW�YXOQHUDEOH�VHJPHQW�RI�VRFLHW\��,Q�WKH�QH[W�WZR�VHFWLRQV��ZH�VWXG\�VHSDUDWHO\�WKH�HIIHFWV�RI�LQFUHDVHG�FDSLWDO�PRELOLW\�DQG�WUDGH�LQ�RUGHU�WR�FODULI\�WKHLU�GLVWLQFW�HIIHFWV�RQ�LQFRPHV�DQG�GLVWULEXWLRQ�
����2SHQLQJ�8S�IRU�7UDGH
2I�WKH�YDULRXV�FKDQQHOV�RI�LQWHUQDWLRQDO�LQWHJUDWLRQ��WUDGH�LV�WKH�RQH�WKDW�LV�SUREDEO\�WKH�PRVW�LPSRUWDQW�LQ�WKH�ORQJ�UXQ��EXW�WKH�OHDVW�H[SORLWHG�LQ�(J\SW�\HW��VHH�)LJXUH�����0HDQZKLOH�WKH�ZRUOG�LV�LQ�WKH�PLGVW�RI�D�SURIRXQG�RSHQLQJ��(FRQRPLF�UHIRUP�LV�OHDGLQJ�WR�WKH�HQWU\�RI�KXJH�SRROV�RI�ODERU�LQ�6RXWK�DQG�(DVW�$VLD��WKH�IRUPHU�&20(&21�EORF�DQG�/DWLQ�$PHULFD�LQWR�ZRUOG�SURGXFW�PDUNHWV��7KH�8UXJXD\�5RXQG�DQG�DQ�)7$�ZLWK�WKH�(8�ZLOO�ERWK�OHDG�WR�VRPH�IXUWKHU�RSHQLQJ��HVSHFLDOO\�ZLWK�UHVSHFW�WR�ODERU�LQWHQVLYH�PDQXIDFWXUHV�DQG�DJULFXOWXUH��DOEHLW�PRGHVW���7KH�(8�,QLWLDWLYH�ZLOO�SURYLGH�D�PHFKDQLVP�IRU�KHOSLQJ�WR�ORFN�LQ�WKH�RQJRLQJ�SURFHVV�RI�RSHQLQJ�
)LJXUH�����3HU�FDSLWD�H[SRUWV�RI�PDQXIDFWXUHG�JRRGV�LQ�WKH�0LGGOH�(DVW�DQG�1RUWK�$IULFD�86�GROODUV�
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(UURU��1RW�D�YDOLG�OLQN�
%XW�LQ�WKH�EDFNJURXQG��WKH�LQWHUQDWLRQDO�HQYLURQPHQW�WKDW�HPHUJHV�DIWHU�WKH�8UXJXD\�5RXQG�LV�OLNHO\�WR�DIIHFW�GLVWULEXWLRQ�QHJDWLYHO\�LQ�(J\SW��7KH�WZR�FKDQQHOV�RI�LQIOXHQFH�OLH�YLD�WKH�OLEHUDOL]DWLRQ�RI�WKH�0XOWLILEHU�$UUDQJHPHQW��ZKLFK�ZLOO�OHDG�WR�ORZHU�SULFHV�RI�WH[WLOHV��DQG�SDUWLDO�OLEHUDOL]DWLRQ�RI�DJULFXOWXUH��ZKLFK�ZLOO�OHDG�WR�KLJKHU�SULFHV�RI�IRRGV��6LQFH�(J\SW�H[SRUWV�WH[WLOHV�DQG�LPSRUWV�IRRG��LW�VXIIHUV�QHJDWLYH�WHUPV�RI�WUDGH�HIIHFWV�RYHUDOO��EXW�IDUPHUV�ZRXOG�HQMR\�JDLQV�LQ�WKHLU�WHUPV�RI�WUDGH��DVVXPLQJ�LQWHUQDWLRQDO�SULFH�LQFUHDVHV�ZHUH�SDVVHG�RQ�WR�WKHP�� ���7KHVH�HVWLPDWHV�RI�WKH�HIIHFWV�RI�LQWHJUDWLRQ�PLVV�RXW��KRZHYHU��RQ�WKH�PRUH�LPSRUWDQW�FRQVHTXHQFHV�RI�RSHQLQJ��,Q�WKH�(DVW�$VLDQ�H[SHULHQFH��LW�ZDV�QRW�WHUPV�RI�WUDGH�HIIHFWV�WKDW�EURXJKW�H[WUDRUGLQDU\�ORQJ�UXQ�JURZWK��EXW�HQJDJHPHQW�LQ�LQWHUQDWLRQDO�PDUNHWV²LQ�DVVRFLDWLRQ�ZLWK�VRXQG�GRPHVWLF�HFRQRPLF�SROLFLHV�WKDW�DOORZHG�IRU�ODUJH�VWUXFWXUDO�VKLIWV�LQ�HPSOR\PHQW�DQG�ODUJH�SURGXFWLYLW\�JURZWK��7KH�NH\�OLHV�LQ�WKH�LQWHU�UHODWLRQVKLS�EHWZHHQ�RSHQQHVV��KXPDQ�FDSLWDO��DQG�WKH�LQWHUQDO�JURZWK�G\QDPLF��:KLOH�WKHUH�ZLOO�DOZD\V�EH�VRPH�SODFH�LQ�WKH�LQWHUQDWLRQDO�GLYLVLRQ�RI�ODERU��WKH�UHDO�EHQHILWV�IURP�LQWHJUDWLRQ�FRPH�IURP�JHWWLQJ�RQWR�D�SDWK�RI�UDSLG�SURGXFWLYLW\�JURZWK�DQG�HIIHFWLYH�XVH�RI�QDWLRQDO�VNLOOV���� ,Q�WKLV�UHVSHFW��(J\SW¶V�ODERU�IRUFH�LV�ZHOO�HGXFDWHG�LQ�UHODWLRQ�WR�WKH�FRXQWU\¶V�LQFRPH�OHYHO��D�UHIOHFWLRQ�RI�SDVW�SROLFLHV� VHH�7DEOH���DQG�)LJXUH�����DOWKRXJK�WKHUH�DUH�VHULRXV�FRQFHUQV�DERXW�WKH�TXDOLW\�RI�VXFK�HGXFDWLRQ��7KH�UHDO�FKDOOHQJH�LV�KRZ�WR�XSJUDGH�DQG�XVH�H[LVWLQJ�VNLOOV�HIIHFWLYHO\��

7DEOH�����0HDQ�<HDUV�RI�6FKRROLQJ�LQ�WKH�0LGGOH�(DVW�DQG�1RUWK�$IULFD&RXQWU\ ���� ���� ����$OJHULD ���� ���� ����%DKUDLQ �� ���� ����(J\SW ���� ����D ��,UDT ���� ���� ����-RUGDQ ���� ����D ��.XZDLW �� ���� ����0RURFFR ���� ����D ��
� 7KH�GLUHFW�HIIHFWV�RI�WKH�8UXJXD\�5RXQG�RQ�WKH�$UDE�ZRUOG�DUH�PRGHVW�DQG�QHJDWLYH��ZLWK�D�QHW�ORVV�RI�����SHUFHQW�RI�*'3�SHU�\HDU���,Q�WKH�ORQJ�UXQ��RQFH�HIIHFWV�YLD�PLJUDWLRQ�DUH�ZRUNHG�WKURXJK��WKH�FRQVHTXHQFHV�DUH�QHJOLJLEOH�IRU�DJULFXOWXUDO�DQG�XQVNLOOHG�ZRUNHUV��DQG�VOLJKWO\�QHJDWLYH�IRU�VNLOOHG�ZRUNHUV��'LZDQ��<DQJ�DQG�:DQJ���������0\�JXHVV�HWLPDWH�EDVHG�RQ�IDFWRU�HQGRZPHQWV�LV�WKDW�WKH�(J\SWLDQ�FDVH�LV�OLNHO\�WR�EH�VLPLODU�LQ�GLUHFWLRQ�DQG�SHUKDSV�D�ELW�PRUH�PDUNHG�LQ�VL]H�� +HUH�HYHQ�0RURFFR�DQG�WR�D�OHVVHU�H[WHQW�7XQLVLD�KDYH�ODJJHG�EHKLQG�(DVW�$VLDQ�FRPSHWLWRUV��HVSHFLDOO\�LQ�SURGXFWLYLW\�JURZWK��:RUOG�%DQN������D���,W�LV�QRWHZRUWK\��KRZHYHU��WKDW�7XUNH\��ZLWK�WKH�ORQJHVW�DQG�GHHSHVW�SHULRG�RI�HQJDJHPHQW�LQ�LQWHUQDWLRQDO�PDUNHWV��SOXV�JUHDWHU�SURJUHVV�LQ�SROLF\�DVSHFWV�RI�LQWHJUDWLRQ�ZLWK�(XURSH��KDV�D�SHUIRUPDQFH�LQ�SURGXFWLYLW\�JURZWK�WKDW�ULYDOV�,QGRQHVLD�DQG�0DOD\VLD�
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6\ULD ���� ���� ����7XQLVLD ���� ���� ���������1RW�DYDLODEOHD��������ILJXUHV6RXUFH���$KXMD�DQG�)LOPHU�������'XEH\�DQG�.LQJ������
$W�WKH�VDPH�WLPH� PDQ\�FRXQWULHV�ZLWKLQ�WKH�UHJLRQ�ULVN�EHLQJ�OHIW�RXW�RI�WKH�JOREDO�SURFHVV�RI�LQWHJUDWLRQ��7KH�QH[W�GHFDGH�UHSUHVHQWV�SHUKDSV�WKH�ODVW�RSSRUWXQLW\�IRU�WKH�UHJLRQ�WR�RSHQ�EHIRUH�WKH�IXOO�IRUFH�RI�FRPSHWLWLRQ�IURP�$VLD�FRPHV�WR�EHDU�RQ�WKHP��ZLWK�WKH�UHPRYDO�RI�WKH�0XOWLILEHU�$UUDQJHPHQW�HDUO\�LQ�WKH�QH[W�FHQWXU\��%XW�ZKLOH�WKH�ROG

)LJXUH�����0HDQ�\HDUV�RI�VFKRROLQJ�E\�UHJLRQ������
(UURU��1RW�D�YDOLG�OLQN�
6RXUFH� %DUUR�DQG�/HH�������1HKUX��6ZDQVRQ��DQG�'XEH\�������,/2�DQG�XSGDWHV�
HPSOR\PHQW�VWUDWHJ\�WKDW�VWUHVVHV�HGXFDWLRQ�IRU�H[SDQGLQJ�SXEOLF�VHFWRU�MREV�LV�EDQNUXSW��DQG�WKH�QHHG�WR�RSHQ�LQWR�D�PRUH�LQWHJUDWHG�ZRUOG�EHFRPHV�HYHU�PRUH�XUJHQW��VRPH�FRXQWULHV²QRWDEO\�$OJHULD�DQG�6\ULD²DUH�LQ�D�IUDJLOH�VWDWH�RI�SDUDO\VLV��QHHGLQJ�QHZ�HFRQRPLF�RSSRUWXQLWLHV�WR�WDFNOH�SHUVLVWHQW�SRYHUW\�DQG�XQHPSOR\PHQW��EXW�IHDUIXO�RI�WKH�DGYHUVH�HIIHFWV�RI�RSHQLQJ�RQ�LQHIILFLHQW�DQG�XQSURGXFWLYH�FXUUHQW�HPSOR\PHQW�VWUXFWXUHV��HVSHFLDOO\�LQ�WKH�JRYHUQPHQW�DQG�SXEOLF�HQWHUSULVH�VHFWRUV��2WKHUV²0RURFFR��7XQLVLD��7XUNH\��DQG�SHUKDSV�-RUGDQ²DUH�EHJLQQLQJ�WR�EUHDN�RXW�RI�WKLV�YLFLRXV�F\FOH�DQG�KDYH�XVHG�RSHQLQJ�DV�D�PHDQV�WR�GR�VR��%XW�WKH\�UHPDLQ�LQ�WKH�PLGVW�RI�WKH�WUDQVLWLRQ��DQG�IHDUV�RYHU�XQHPSOR\PHQW�UHPDLQ��DV�GRHV�ODUJH�SXEOLF�VHFWRU�HPSOR\PHQW��(J\SW�VHHPV�WR�VWDQG�VRPHZKHUH�LQ�WKH�PLGGOH�:KLOH�WKH�JDLQV�IRU�ZRUNHUV�IURP�(DVW�$VLDQ�VW\OH�XVH�RI�LQWHUQDWLRQDO�PDUNHWV�PD\�SURYLGH�FRPSHOOLQJ�VXSSRUW�IRU�VXFK�DQ�DSSURDFK�LQ�WKH�ORQJ�UXQ��PRVW�SROLWLFLDQV�DUH�PRUH�FRQFHUQHG�ZLWK�JHWWLQJ�IURP�KHUH�WR�WKHUH��)RU�WKLV�TXHVWLRQ��LW�LV�WKH�WUDQVLWLRQDO�HIIHFWV�RI�RSHQLQJ�WKDW�DUH�OLNHO\�WR�EH�RI�GRPLQDQW�FRQFHUQ��2SHQLQJ�LQYROYHV�FKDQJHV�LQ�WKH�SDWWHUQ�RI�GHPDQG�IRU�GLIIHUHQW�SURGXFWV��ZLWK�LQGLUHFW�HIIHFWV�RQ�WKH�SDWWHUQ�RI�GHPDQG�IRU�GLIIHUHQW�FDWHJRULHV�RI�ODERU��,W�DOVR�LQYROYHV�DQ�DFFHOHUDWLRQ�RI�WKH�QRUPDO�SURFHVV�RI�FUHDWLRQ�DQG�GHVWUXFWLRQ�RI�MREV��,W�LV�XVHIXO�WR�GLYLGH�WKH�HIIHFWV�LQWR�WZR�
x RQ�SXEOLF�VHFWRU�HPSOR\PHQW��IRU�ZKLFK�WKH�TXHVWLRQ�RI�GHVWUXFWLRQ�RI�XQYLDEOH�MREV�LV�NH\�x RQ�WKH�RYHUDOO�VWUXFWXUH�RI�ODERU�GHPDQG�IRU�VNLOOHG�DQG�XQVNLOOHG�ZRUNHUV�



(&(&�:3����'LZDQ�����

�

(IIHFWV�RQ�SXEOLF�HPSOR\PHQW�DUH�DQDO\WLFDOO\�HDV\�DQG�SUDFWLFDOO\�WRXJK��3URWHFWHG�VWDWH�HQWHUSULVHV�LQ�WUDGDEOH�DFWLYLWLHV��VXEMHFW�WR�WKH�KDUVK�ZLQGV�RI�LQWHUQDWLRQDO�FRPSHWLWLRQ��DUH�
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OLNHO\�WR�FORVH�RU�FRQWUDFW��LQ�DQ\�FDVH�VKHGGLQJ�ODERU��%RWK�JRYHUQPHQW�HPSOR\PHQW�DQG�HQWHUSULVH�HPSOR\PHQW�LQ�VHUYLFHV��XWLOLWLHV��IRU�H[DPSOH��DUH�VKLHOGHG�IURP�WKH�GLUHFW�HIIHFWV�RI�FRPSHWLWLRQ��EXW�WKHUH�ZLOO�EH�KHLJKWHQHG�SUHVVXUH�IURP�WKH�QHHG�IRU�ILVFDO�SURELW\�DQG�KLJKHU�TXDOLW\�VHUYLFHV�WR�UDLVH�SURGXFWLYLW\��OD\RII�VXUSOXV�ODERU�DQG�EULQJ�ZDJH�VFDOHV�LQ�OLQH�ZLWK�WKH�SULYDWH�VHFWRU��6R�WKH�LPSDFW�HIIHFWV�RQ�SXEOLF�HPSOR\PHQW�DUH OLNHO\�WR�EH�QHJDWLYH��,Q�GHVLJQLQJ�D�VWUDWHJ\��WKH�NH\�TXHVWLRQ�WKHQ�FRQFHUQV�WKH�LPSOLFDWLRQV�RI�RSHQLQJ�IRU�WKH�OHYHO�DQG�VWUXFWXUH�RI�SULYDWH�VHFWRU�ODERU�GHPDQG��7KH�GRPLQDQW�SRSXODU�YLHZ�LQ�ULFK�FRXQWULHV�LV�WKDW�RSHQLQJ�OHDGV�WR�MRE�ORVVHV��HVSHFLDOO\�DPRQJVW�XQVNLOOHG�ZRUNHUV��DQG�LV�D�FDXVH�RI�ULVLQJ�LQHTXDOLW\�LQ�WKH�8QLWHG�6WDWHV�DQG�SHUVLVWHQW�XQHPSOR\PHQW�LQ�(XURSH��:KLOH�IHZ�REVHUYHUV�ZRXOG�GHQ\�WKDW�WUDGH�ZLWK�ORZ�ZDJH�FRXQWULHV�LV�D�VRXUFH�RI�VRPH�MRE�ORVVHV��WKH�ZHLJKW�RI�WKH�HYLGHQFH�LQ IDFW�VXJJHVWV�WKDW�VXFK�WUDGH�FRQWULEXWHV�RQO\�SDUW²DQG�SUREDEO\�D�VPDOO�SDUW²RI�WKH�HPSOR\PHQW�SUREOHP�LQ�ULFK�FRXQWULHV��7HFKQRORJLFDO�FKDQJH��VORZ�VXSSO\�UHVSRQVHV�LQ�FUHDWLRQ�RI�VNLOOV��DQG�IXQFWLRQLQJ�RI�ODERU�PDUNHWV�LQ�(XURSH��SOD\�D�ODUJHU�UROH� ���,Q�ORZ�DQG�PLGGOH�LQFRPH�FRXQWULHV��IHDUV�RI�MRE�ORVVHV�DUH�DOVR�FRPPRQ��%XW�LW�LV�LPSRUWDQW�WR�GLVWLQJXLVK�EHWZHHQ�WZR�SURFHVVHV��WKH�HIIHFW�RI�RSHQLQJ�RQ�WKH�OHYHO�DQG�VWUXFWXUH�RI�ODERU�GHPDQG�RQFH�FKDQJHV�KDYH�ZRUNHG�WKHLU�ZD\�WKURXJK�WKH�V\VWHP��DQG�WKH�OLNHO\�DFFHOHUDWLRQ�RI�WKH�SURFHVV�RI�FUHDWLRQ�DQG�GHVWUXFWLRQ�WKDW�D�FKDQJH�LQ�LQFHQWLYHV�ZLOO�EULQJ��)RU�(J\SW��WKH�DFFHOHUDWHG�GHVWUXFWLRQ�RI�XQSURGXFWLYH�MREV�LV�HVVHQWLDOO\�WKH�VDPH�DV�WKH�SXEOLF�VHFWRU�HPSOR\PHQW�LVVXH��7KH�ODVWLQJ�HIIHFWV�RQ�WKH VWUXFWXUH�RI�ODERU�GHPDQG�DUH��KRZHYHU��PRUH�FRPSOH[�7KH�WUDGLWLRQDO�YLHZ�RI�HFRQRPLVWV�LV�WKDW�RSHQLQJ�LQ�SRRUHU�FRXQWULHV�ZRXOG�EH�XQDPELJXRXVO\�JRRG�IRU�XQVNLOOHG�ODERU� úùúùúù 7KLV�ZDV�EDVHG�RQ�ERWK�WKHRU\�DQG�HYLGHQFH��3RRUHU�FRXQWULHV�WKDW�RSHQHG�XS�ZRXOG�EH�H[SHFWHG�WR�WUDGH�DQG�SURGXFH�PRUH�LQ�DFWLYLWLHV�WKDW�LQWHQVLYHO\�XVHG�WKHLU�PRUH�DEXQGDQW�IDFWRUV�RI�SURGXFWLRQ��XQVNLOOHG�ODERU��DQG�ZRXOG�WKHUHIRUH�VWDQG�WR�EHQHILW�PRVW�IURP�OLEHUDOL]DWLRQ��SRVVLEO\�DW�WKH�H[SHQVH�RI�VNLOOHG�ODERU�(YLGHQFH�IRU WKH�YLHZ�WKDW�RSHQLQJ�LQFUHDVHV�WKH�UHODWLYH�GHPDQG�IRU�XQVNLOOHG�ODERU�FRPHV�IURP�GDWD�RQ�WKH�KLJKHU�XQVNLOOHG�ODERU�FRQWHQW�RI�H[SRUWV�FRPSDUHG�ZLWK��SURWHFWHG��LPSRUW�VXEVWLWXWHV�LQ�PDQ\�FRXQWULHV��DQG�IURP�REVHUYHG�QDUURZLQJ�RI�ZDJH�GLIIHUHQWLDOV�RYHUWLPH�LQ�H[SRUW�RULHQWHG�HFRQRPLHV²HVSHFLDOO\�WKH�$VLDQ�³WLJHUV´��+RQJ�.RQJ��.RUHD��
� :RRG��������/DZUHQFH�DQG�6ODXJKWHU��������6DFKV�DQG�6FKDW]��������úù ,Q�DGGLWLRQ�WR�WKH�G\QDPLF�HIIHFWV�RI�JHWWLQJ�RQ�WR�D�SURGXFWLYLW\�DQG�LQYHVWPHQW�HQKDQFLQJ�JURZWK�SDWK�HPSKDVL]HG�DERYH�
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6LQJDSRUH��7DLZDQ��DQG�&KLQD�� úúúúúú (YLGHQFH�RI�DFWXDO�FKDQJHV�RYHU�WLPH�LV�SUREDEO\�PRUH�FRPSHOOLQJ�IRU�D�JRYHUQPHQW�FRQWHPSODWLQJ�RSHQLQJ��8QIRUWXQDWHO\��SDVW�ZRUN�RQ�WKHVH�FRXQWULHV�KDV�JHQHUDOO\�IDLOHG�WR�WDNH�DFFRXQW�RI�VKLIWV�LQ�UHODWLYH�VXSSO\�RI�GLIIHUHQW�FDWHJRULHV�RI�ODERU²DQG��DV�QRWHG�DERYH��DOO�RI�WKH�HFRQRPLHV�ZHUH�HQMR\LQJ�WKH�IUXLWV�RI�SUHYLRXV�HGXFDWLRQDO�H[SDQVLRQ²QRU�RI�FKDQJHV�LQ�ODERU�PDUNHW�LQVWLWXWLRQV��0RUHRYHU��PRUH�UHFHQW�HYLGHQFH��HVSHFLDOO\�IURP�VWXGLHV�RI�/DWLQ�$PHULFDQ�FRXQWULHV��PRUH�FRPPRQO\�ILQGV�HYLGHQFH�RI�ZLGHQLQJ�GLIIHUHQWLDOV²QRWDEO\�LQ�&KLOH�DQG�0H[LFR��DOVR�LQ�&RVWD�5LFD�DQG�&RORPELD²WKDW�ZHUH�EURDGO\�FRLQFLGHQW�LQ�WLPLQJ�ZLWK�RSHQLQJ�úûúûúû $WWHPSWV�LQ�VRPH�RI�WKHVH�VWXGLHV�WR�FRQWURO�IRU�HIIHFWV�RI�FKDQJHV�LQ�UHODWLYH�VXSSO\�RI�VNLOOV��LQ�DOO�FDVHV�WKHUH�ZDV�LQFUHDVH�LQ�WKH�UHODWLYH�VXSSO\�RI�VNLOOHG�ZRUNHUV���FRQILUP�D�VKLIW�LQ�UHODWLYH�GHPDQG�DZD\�IURP�XQVNLOOHG�DQG�WRZDUG�VNLOOHG�ZRUNHUV��5REELQV��+RZ�PLJKW�RSHQLQJ�OHDG�WR�VKLIWV�LQ�GHPDQG�DJDLQVW�WKH�XQVNLOOHG��ZKHQ�RQ�WKH�IDFH�RI�LW��WKHVH�DUH�WKH�DEXQGDQW�IDFWRU"�7KH�WKHRU\�DQG�HYLGHQFH�LV�VWLOO�EHLQJ�GLVHQWDQJOHG��VLQFH�PRVW�RI�WKH�HPSLULFDO�ZRUN�ILQGLQJ�ZLGHQLQJ�GLIIHUHQWLDOV�LV�UHFHQW� úüúüúü7KHUH�DUH�WKUHH�EURDG�FDWHJRULHV�RI�H[SODQDWLRQ�WKDW�DSSHDU�SURPLVLQJ�)LUVW��ZLGHQLQJ�GLIIHUHQWLDOV�LV�D�SKHQRPHQRQ�WKDW�DSSOLHV�PDLQO\�WR�PLGGOH�LQFRPH�FRXQWULHV�WKDW�DUH�LQWHUPHGLDWH�LQ�UHODWLYH�IDFWRU�VKDUHV�EHWZHHQ�ULFK�DQG�SRRU�FRXQWULHV��7KRVH FRXQWULHV�DUH��LQ�IDFW��H[SHULHQFLQJ�WKH�HIIHFWV�RI�WKH�VXEVWDQWLDO�LQFUHDVH�LQ�WKH�LQWHUQDWLRQDO�UHODWLYH�VXSSO\�RI�XQVNLOOHG�ODERU�LQWHQVLYH�JRRGV��GXH�WR�WKH�RSHQLQJ�RI�$VLDQ�ODERU�LQWHQVLYH�FRXQWULHV²VXFK�DV�&KLQD��,QGRQHVLD��%DQJODGHVK�DQG�,QGLD²WR�WUDGH� úýúýúý6HFRQG��RSHQQHVV�UHOHDVHV�WKH�PDUNHW�IRU�VNLOOV�IURP�HVVHQWLDOO\�GRPHVWLF�IDFWRUV��&ORVHG�HFRQRPLHV�WKDW�LQYHVW�KHDYLO\�LQ�HGXFDWLRQ�PLJKW�UXQ�LQWR�VLJQLILFDQW�UHODWLYH�SULFH�FKDQJH�DJDLQVW�VNLOOV��GXH�WR�WKH�H[SDQVLRQ�RI�WKH�VXSSO\�RI�HGXFDWHG�ZRUNHUV��$V�WKH�HFRQRP\�RSHQV��WKH�SULFH�RI�HGXFDWHG�ODERU�LV�JRLQJ�WR�EH�PRUH�VWURQJO\�LQIOXHQFHG�E\�LQWHUQDWLRQDO�WUDGH��ZKLOH�XQVNLOOHG�ZDJHV�PD\�FRQWLQXH�WR�EH�KHOG�GRZQ�E\�ODUJH�³VXUSOXV´�VXSSOLHV�RI�ODERU�LQ�ORZ�SURGXFWLYLW\�DJULFXOWXUH��3LVVDULGHV���������7KLV�PD\�H[SODLQ�ZKDW�LV�KDSSHQLQJ�LQ�(DVWHUQ�(XURSH�GXULQJ�LWV�WUDQVLWLRQ�WR�WKH�PDUNHW��DQG�ZK\�LQHTXDOLW\�URVH�VKDUSO\�LQ�WKH�SDVW�
úú 6HH�HVSHFLDOO\�.UXHJHU��������IRU�WKH�ILUVW�FDWHJRU\�RI�HYLGHQFH��DQG�:RRG��������IRU�D�VXUYH\�RI�WKH�ODWWHU���6HH�DOVR�:RUOG�%DQN�����D��)LJXUH������SDJH����IRU�D�KLVWRULFDO�UHYLHZ�RI�ERWK�W\SHV�RI�FDVHV��úû 6HH�5HYHQJD�DQG�0RQWHQHJUR��+DQVRQ�DQG�+DUULVRQ�úü 6HH�:RRG������IRU�D�VXUYH\�DQG�GLVFXVVLRQ�úý &KLQD¶V�H[SRUWV�WR�WKH�(XURSHDQ�8QLRQ�KDYH�ULVHQ�IURP�����SHUFHQW�RI�WKH�(8¶V�WRWDO�LPSRUWV�LQ������WR�����SHUFHQW�LQ��������%\�RQH�PHDVXUH��WKH�UHODWLYH�SULFH�RI�ODERU�LQWHQVLYH�PDQXIDFWXUHV�KDV�IDOOHQ�E\����SHUFHQW�EHWZHHQ�WKH�PLG�����V�DQG�HDUO\�����V�
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IHZ�\HDUV��,W�PD\�DOVR�DSSO\�WR�(J\SW��ZLWK�LWV�ORZ�UHWXUQ�WR�HGXFDWLRQ�DQG�VKDUSO\�UHGXFHG�PLJUDWLRQ�RSSRUWXQLWLHV�7KLUG��VRPH�FDWHJRULHV�RI�H[SRUW²RU�IHDWXUHV�RI�H[SRUWLQJ²PD\�GHPDQG�PRUH�VNLOOHG�ZRUNHUV��,W�KDV�RIWHQ�EHHQ�DUJXHG�WKDW�PRGHUQ�VHFWRU�PDQXIDFWXULQJ�UHTXLUHV�DW�OHDVW�EDVLF�HGXFDWLRQ��LQ�FRQWUDVW�WR�DJULFXOWXUH�DQG�LQIRUPDO�VHFWRU�VHUYLFHV��:RRG���������7KLV�FRXOG�EH�LPSRUWDQW�IRU�H[SRUWV�LQ�ZKLFK�KLJK�TXDOLW\�LV�RI�LPSRUWDQFH��7KH�VDPH�PD\�DSSO\�WR�KLJK�YDOXH�DJULFXOWXUDO�SURGXFWLRQ�IRU�ULFK�FRXQWU\�PDUNHWV�úþúþúþ7\SLFDOO\�KRZHYHU��WKH�HIIHFWV�RI�JURZWK�RQ�SRYHUW\�KDYH�EHHQ�PXFK�PRUH�LPSRUWDQW�WKDQ�WKHLU�HIIHFW�RQ�GLVWULEXWLRQ��7KH�UHJLRQDO�H[SHULHQFH�LQ�WKLV�UHVSHFW�LV�SDUWLFXODUO\�WHOOLQJ��&KDQJHV�LQ�SRYHUW\�LQ�WKH�UHJLRQ�KDYH�JHQHUDOO\�EHHQ�YHU\�VHQVLWLYH�WR�WKH�RYHUDOO�HFRQRPLF�F\FOH��EXW�WKHUH�KDYH�DOVR�EHHQ�FKDQJHV�LQ�LQHTXDOLW\�LQ�UHFHQW�WLPHV��:KHUH�DYHUDJH�LQFRPHV�URVH�EHWZHHQ������DQG�������DV�LQ�$OJHULD��0RURFFR�DQG�7XQLVLD��SRYHUW\�IHOO��ZKHUH�LQFRPHV�IHOO��DV�LQ�,UDQ�DQG�-RUGDQ��SRYHUW\�URVH��)LJXUH�����7KHUH�KDYH�DOVR�EHHQ�FKDQJHV�LQ�LQHTXDOLW\�LQ�0RURFFR��7XQLVLD�DQG�-RUGDQ��$V�PHDVXUHG�E\�*LQL�FRHIILFLHQW��LQHTXDOLW\�KDV�IDOOHQ�LQ�7XQLVLD��IURP������LQ���������WR������LQ��������ULVHQ�VOLJKWO\�LQ�0RURFFR�������LQ������XS�WR������LQ�������DQG�ULVHQ�VWURQJO\�LQ�-RUGDQ�������LQ������WR������LQ��������7KXV��D�ORW�RI�WKH�UHGXFWLRQ�LQ�SRYHUW\�LQ�0RURFFR DQG�7XQLVLD�ZDV�GXH�WR�JURZWK�UDWKHU�WKDQ�UHGLVWULEXWLRQ�HIIHFWV��ZKLFK�ZHUH�VPDOO�DQG�SRVLWLYH�IRU�7XQLVLD��DQG�VPDOO�DQG�QHJDWLYH�IRU�0RURFFR�� úÿúÿúÿ7KH�H[SHULHQFHV�RI�0RURFFR�DQG�7XQLVLD��WKH�HDUO\�WUDGH�UHIRUPHUV�RI�WKH�UHJLRQ��IXUWKHU�LOOXVWUDWH�ERWK�WKH�RSSRUWXQLWLHV�DQG�GLIILFXOWLHV�DKHDG��)ROORZLQJ�OLEHUDOL]DWLRQ��ODERU�GHPDQG�URVH�IDVW�LQ�0RURFFR��ZLWK�WRWDO�HPSOR\PHQW�LQFUHDVLQJ�E\�DERXW���SHUFHQW�D�\HDU�LQ�XUEDQ�DUHDV�GXULQJ����������PDQXIDFWXULQJ�HPSOR\PHQW�ULVLQJ�DW����SHUFHQW��DQG�HPSOR\PHQW�LQ�WKH�PDQXIDFWXULQJ�H[SRUW�VHFWRU�ULVLQJ�DW�D�UDWH�RI����SHUFHQW��:RUOG�%DQN������D���%XW�ZKLOH�HPSOR\PHQW�H[SDQGHG�IDVW��PHDVXUHG�DYHUDJH�ZDJHV�DQG�SURGXFWLYLW\�GLG�QRW�ULVH��7KH�PRVW�SODXVLEOH�LQWHUSUHWDWLRQ�LV�WKDW�WKLV�ZDV�GXH�WR�FRPSRVLWLRQDO�HIIHFWV�ZLWK�WKH�UHODWLYH�H[SDQVLRQ�RI�ORZHU�ZDJH�MREV��7KH�PDQXIDFWXULQJ�VHFWRU�ZDV�VPDOO�DQG�SURWHFWHG�LQ�WKH�SDVW��LW�XVHG�FDSLWDO�LQWHQVLYHO\�DQG�HPSOR\HG�VNLOOHG�ZRUNHUV�DW�KLJK�ZDJHV²WKHVH�VXEVHFWRUV�KDYH�EHHQ�VWDJQDQW��7KH�QHZ�MREV�FUHDWHG�LQ�PDQXIDFWXULQJ�H[SRUWV�ZHUH�LQVWHDG�ODERU�
úþ 6HH�)HHQVWUD�DQG�+DQVRQ������IRU�WKLV�DUJXPHQW�
úÿ $W�WKH�VDPH�WLPH��D�PHDVXUH�RI�LQFRPH�GLVSHUVLRQ��KRXVHKROG�LQFRPH�UDWLR�RI�WKH�WRS�WR�ERWWRP�TXLQWLOH��KDV�ULVHQ�LQ�WKH�WKUHH�FRXQWULHV�DQG�HVSHFLDOO\�LQ�-RUGDQ DQG�0RURFFR��-RUGDQ�������WR�����EHWZHHQ������DQG�������0RURFFR������WR�����EHWZHHQ������DQG�������7XQLVLD������WR������EHWZHHQ������DQG��������6HH�YDQ�(HJKHQ�������
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LQWHQVLYH�DQG�ORZHU�ZDJH��,W�LV�SUHFLVHO\�WKLV�DGMXVWPHQW�WKDW�DOORZHG�ORZ�VNLOO�HPSOR\PHQW�WR�JURZ�VR�IDVW�LQ�WKHVH�VHFWRUV�DQG�SRYHUW\�WR�IDOO��)LJXUH�����,Q�FRQWUDVW��ERWK�ZDJHV�DQG�HPSOR\PHQW�H[SDQGHG�VORZO\�LQ�ILUPV�SURGXFLQJ�IRU�WKH�LQWHUQDO�PDUNHW��DOWKRXJK�UHFHQWO\�WKH�GHPDQG�IRU�VNLOOHG�ZRUNHUV�KDV�VWDUWHG�WR�ULVH��
)LJXUH�����3RSXODWLRQ�EHORZ�SRYHUW\�OLQH
(UURU��1RW�D�YDOLG�OLQN�1RWH���3RYHUW\�LV�GHILQHG�DV�SHU�FDSLWD�PRQWKO\�PHDQ�FRQVXPSWLRQ�EHORZ�����LQ������SXUFKDVLQJ�SRZHU�SDULW\�GROODUV�6RXUFH� &KHQ��'DWW��DQG�5DYDOOLRQ�IRUWKFRPLQJ�

,Q�ERWK�FRXQWULHV��WKH�QHW�HIIHFWV�RQ�LQHTXDOLW\�KDYH�EHHQ�VPDOO��7KH�GHPDQG�IRU�VNLOOV�KDV�IDOOHQ�LQ�WKH�SURWHFWHG�LQGXVWULHV��EXW�KDV�VWDUWHG�WR�ULVH�LQ�WKH�H[SRUW�LQGXVWULHV�DV�D�UHVXOW�RI�DWWHPSWV�WR�LQFUHDVH�FRPSHWLWLYHQHVV�ZLWK�EHWWHU�WHFKQRORJLHV�DQG�PDQDJHPHQW��,Q�RWKHU�ZRUGV��ZKDW�SXVKHG�LQHTXDOLW\�GRZQ�PD\�KDYH�EHHQ�WKH�HIIHFWV�RI�WUDGH�UHIRUP��EXW�WKLV�ZDV�SXVKHG�XS�DQG�QHXWUDOL]HG�E\�ULVLQJ�GHPDQG�IRU�VNLOOV�DQG�VXUSOXV�ODERU��,QGHHG��LW�LV�VWULNLQJ�WKDW�WKH�WZR�HFRQRPLHV�KDYH�KLJKHU�UHWXUQV�WR�VNLOOV�WKDQ�(J\SW��EXW�VWLOO�QRW�XQXVXDOO\�KLJK�E\�LQWHUQDWLRQDO�VWDQGDUGV��)LJXUH�����7KH�H[SHULHQFH�RI�7XQLVLD�DOVR�LOOXVWUDWHV�WKH�LPSRUWDQFH�RI�VWUXFWXUDO�FKDQJH��=RXDUL�%RXDWWRXU���������$Q�DQDO\VLV�RI�HPSOR\PHQW�FKDQJH�EHWZHHQ������DQG�������WKDW�GHFRPSRVHV�MRE�FUHDWLRQ�LQWR�ZLWKLQ�VHFWRU�SURGXFWLYLW\�JURZWK��VWUXFWXUDO�VKLIWV�LQ�HPSOR\PHQW�DQG�JURZWK��ILQGV�WKDW�DOPRVW�DOO�VHFWRUV��H[FHSW�³RWKHU�VHUYLFHV´��HQMR\HG�SURGXFWLYLW\�LQFUHDVHV��EXW�WKHUH�ZDV�QHW�HPSOR\PHQW�H[SDQVLRQ�DV�D�FRQVHTXHQFH�RI�JURZWK�LQRXWSXW�DQG�VWUXFWXUDO�VKLIWV��5LVLQJ�ZLWKLQ�VHFWRU�SURGXFWLYLW\�ZDV�SDUWLFXODUO\�LPSRUWDQW�LQ�DJULFXOWXUH²WKH�PDMRU�ORZ�SURGXFWLYLW\�VHFWRU²DQG�OLNHO\�WR�EH�D�PDMRU�VRXUFH�RI�ODERU�
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LQFRPH�JURZWK�IRU�WKH�SRRU��7KHVH�FKDQJHV�DFFRPPRGDWHG��DW�ULVLQJ�DYHUDJH�SURGXFWLYLW\��D�ODUJH�LQFUHDVH�LQ�IHPDOH�ODERU�IRUFH�SDUWLFLSDWLRQ�EHWZHHQ�WKH�DJHV�RI����DQG�����WKHUH�LV�DQ�RIIVHWWLQJ�HIIHFW�IRU�WKH�\RXWK�ZLWK�LQFUHDVHG�WLPH�VSHQW�RQ�HGXFDWLRQ��:KDW�GRHV�WKLV�PHDQ�IRU�(J\SW"�2SHQLQJ�PD\�UHVWRUH�HGXFDWLRQDO�GLIIHUHQWLDOV��%H\RQG�WKLV��VLQFH�(J\SW�IDOOV�DURXQG�WKH�ERWWRP�RI�WKH�LQWHUQDWLRQDO�LQFRPH�DQG�ZDJH�OHYHOV��HIIHFWV�RI�RSHQLQJ�DUH�JRLQJ�WR�EH�SRVLWLYH�RQ�WKH�UHODWLYH�GHPDQG�IRU�XQVNLOOHG�ODERU��0XFK�ZLOO�GHSHQG�RQ�DJULFXOWXUH��ZKLFK�LV�RI�SDUWLFXODU�LPSRUWDQFH�WR�WKH�SRRU�ZKR�PDLQO\�UHO\�RQ�LQFRPH�IURP�XQVNLOOHG�ODERU�RQ�IDUPV��)LQDOO\��ZH�VKRXOG�UH�HPSKDVL]H�WKDW�QHW�HIIHFWV�GXULQJ�WKH�WUDQVLWLRQ�ZLOO�DOVR�GHSHQG�RQ�WKH�G\QDPLFV�RI�FUHDWLRQ�DQG�GHVWUXFWLRQ�RI�MREV��HVSHFLDOO\�WKH�WLPLQJ�RI�GHVWUXFWLRQ�RI�ROG�SURWHFWHG�MREV�
7KH�SRRU� 7KH�SRRU�DUH�OLNHO\�WR�JDLQ�IURP�RSHQLQJ��HVSHFLDOO\�IURP�WKH�WZLQ�SURFHVV�RI�DFFHOHUDWHG�WUDQVIHU�RI�ODERU�IURP�DJULFXOWXUH�WR�ODERU�LQWHQVLYH�PDQXIDFWXULQJ�DQG�SURGXFWLYLW\�LQFUHDVH�ZLWKLQ�DJULFXOWXUH��:KHUH�WKHUH�DUH�WHUPV�RI�WUDGH�JDLQV�WR�IDUPHUV��WKLV�ZLOO�DOVR�EH�SRYHUW\�UHGXFLQJ��7KH�SURFHVV�RI�JURZWK�H[SDQVLRQ�RI�ODERU�GHPDQG�IRU�XQVNLOOHG�ZRUN�ZDV�D�NH\�DVSHFW�LQ�WKH�GUDPDWLF�IDOO�LQ�SRYHUW\�H[SHULHQFHG�LQ�ERWK�0RURFFR�DQG�7XQLVLD��,W�ERWK�DFFRPPRGDWHG�WKH�ULVH�LQ�IHPDOH�ODERU�SDUWLFLSDWLRQ�LQ�ERWK�VRFLHWLHV��DQG�DOORZHG�UXUDO�ZRUNHUV�DQG�ZRUNHUV�LQ�FRQVWUXFWLRQ�WR�JHW�PRUH�SURGXFWLYH�KLJKHU�ZDJH�MREV��:KLOH�DYHUDJH�ZDJHV�LQ�PDQXIDFWXULQJ�ZHUH�VWDJQDQW�RU�IDOOLQJ�LQ�0RURFFR��WKH�QHZ�MREV�ZHUH�EHLQJ�FUHDWHG�LQ�DFWLYLWLHV�WKDW�WHQGHG�WR�WLJKWHQ�WKH�ODERU�PDUNHW�IRU�SRRUHU�ZRUNHUV²WKRVH�ZKR�JRW�WKHVH�MREV�H[SHULHQFHG�VLJQLILFDQW�ULVHV�LQ�WKHLU�ZDJHV�
3XEOLF�VHFWRU�ZRUNHUV� 7KH�HIIHFWV�RQ�SXEOLF�VHFWRU�HPSOR\PHQW�DUH�OLNHO\�WR�EH�QHJDWLYH��VR�WKRVH�WKDW�DUH�ODLG�RII�ZLOO�DOPRVW�FHUWDLQO\�VXIIHU�DW�OHDVW�WHPSRUDU\�ORVVHV��$V�WKH�VKLIWV�LQ�SULYDWH�VHFWRU�GHPDQG�HPHUJH��WKHUH�LV�SRWHQWLDO�IRU�UHVWRUDWLRQ�RI�SXEOLF�VHFWRU�ZDJH�GLIIHUHQWLDOV��EHQHILWLQJ�PRUH�SURGXFWLYH�SXEOLF�VHFWRU�ZRUNHUV�
7KH�XQHPSOR\HG� 1HW�HIIHFWV�RQ�WKH�XQHPSOR\HG�ZLOO�UHIOHFW�GLIIHUHQW�SKHQRPHQD��6RPH�ZLOO�JDLQ�IURP�PRUH�G\QDPLF�MRE�FUHDWLRQ�LQ�QHZ�DFWLYLWLHV��EXW�WKHUH�ZLOO�DOVR�EH�D�WHPSRUDU\�ULVH�LQ�QHZ�HQWUDQWV�WR�XQHPSOR\PHQW��WR�WKH�H[WHQW�WKDW�LQHIILFLHQW�DFWLYLWLHV�DUH�GLVSURWHFWHG�DQG�JRYHUQPHQWDO�HPSOR\PHQW�UHIRUP�RFFXUV��%RWK�RYHUDOO�DQG�HGXFDWHG�\RXWK�XQHPSOR\PHQW�DUH�VWLOO�KLJK�LQ�0RURFFR�DQG�7XQLVLD��LQ�SDUW�EHFDXVH�RI�ODERU�PDUNHW�ULJLGLWLHV�LQ�WKH�PRGHUQ�VHFWRU��EXW�DOVR�EHFDXVH�RI�WKH�SHUVLVWHQFH�RI�H[SHFWDWLRQV�DQG�VXSSRUW�PHFKDQLVPV�UHIHUUHG�WR�LQ�WKH�VHFWLRQ�DERYH��+RZHYHU��WKH\�ERWK�KDYH�D�PXFK�KLJKHU�IUDFWLRQ�RI�WKRVH�ODLG�RII�LQ�WKH�SRRO�RI�XQHPSOR\HG��,Q������0RURFFR�KDG�DQ�XQHPSOR\PHQW�UDWH�RI����SHUFHQW��RI�ZKLFK����
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SHUFHQW�KDG�SUHYLRXVO\�ZRUNHG�DQG����SHUFHQW�KDG�VHFRQGDU\�HGXFDWLRQ��%\�FRQWUDVW��(J\SW�KDG�RQO\�D�VOLJKWO\�ORZHU�XQHPSOR\PHQW�UDWH�RI����SHUFHQW��EXW�RI�WKH�XQHPSOR\HG��RQO\����SHUFHQW�KDG�HYHU�ZRUNHG�DQG����SHUFHQW�KDG�VHFRQGDU\�HGXFDWLRQ�7KH�LQWHUQDWLRQDO�DQG�UHJLRQDO�HYLGHQFH�VXJJHVW�WKDW�RSHQLQJ�FDQ�VROYH�WZR�ORQJ�UXQ�SUREOHPV��LW�FDQ�ERWK EH�JRRG�IRU�XQVNLOOHG�ODERU�GHPDQG�DQG UHVWRUH�H[FHVVLYHO\�FRPSUHVVHG�HGXFDWLRQ�GLIIHUHQWLDOV��+RZHYHU��WKH�GHPDQG�ZLOO�EH�IRU�SURGXFWLYH��QRW�XQSURGXFWLYH�VNLOOV��DQG�GXULQJ�WKH�WUDQVLWLRQ�LW�LV�KLJKO\�OLNHO\�WR�EH�DOVR�DVVRFLDWHG�ZLWK�MRE�ORVVHV�IRU�VRPH�RI�WKH�HGXFDWHG�QRZ�LQ�³EDG´�MREV��SUREOHPV�RI�GHDOLQJ�ZLWK�WKH�UHODWLYHO\�ROG�ZKR�GR�QRW�KDYH�SURGXFWLYH�RU�IOH[LEOH�VNLOOV��ZRPHQ�ZKR�DUH�RYHU�UHSUHVHQWHG�LQ�WKH�SXEOLF�VHFWRU��DQG�WKH�HGXFDWHG�\RXQJ�ZKR�KDYH�JURZQ�XS�ZLWK�QRZ�LQFRUUHFW�H[SHFWDWLRQV�RI�SXEOLF�VHFWRU�MRE�RSSRUWXQLWLHV��([SHFWDWLRQV�FDQ�FKDQJH²HVSHFLDOO\�LI�JRYHUQPHQWV�XQGHUWDNH�FUHGLEOH�UHIRUPV�RQ�RSHQLQJ�XS�DQG RQ�SXEOLF�KLULQJ�SROLFLHV��,Q�WKLV�UHVSHFW��WKH�UROH�RI�FDSLWDO�IORZV�LV�FUXFLDO�
����&DSLWDO�)ORZV�DQG�,QYHVWPHQW
&DSLWDO�IORZV�ZLOO�EH�DQ�LPSRUWDQW�FRPSOHPHQW�WR�WUDGH�OLEHUDOL]DWLRQ�LQ�DIIHFWLQJ�HPSOR\PHQW�RXWFRPHV�LQ�WKH�IXWXUH��:RUNHUV�QHHG�SURGXFWLYH�FDSLWDO�WR�UDLVH�WKHLU�SURGXFWLYLW\��ZKLOH�PRYHPHQWV�RI�ILQDQFLDO�FDSLWDO�KDYH�D�SRZHUIXO�LPPHGLDWH�HIIHFW�RQ�PDFURHFRQRPLF�DFWLYLW\��DQG�VR�RQ�ZDJHV�DQG�HPSOR\PHQW��+RZHYHU��WKH�OLEHUDOL]DWLRQ�RI�FDSLWDO�PDUNHWV�DOVR�LQFUHDVHV�WKH�VKDUH�RI�*'3�WKDW�DFFUXHV�WR�FDSLWDO��DQ�DVVHW�WKDW�LV�XQOLNHO\�WR�EH�GLVWULEXWHG�HTXDOO\�LQ�(J\SW��7KH�HIIHFW�RI�FDSLWDO�IORZV�RQ�GLVWULEXWLRQ�DUH�SRRUO\�XQGHUVWRRG�LQWHUQDWLRQDOO\��7KH�WZR�SRLQWV�EHORZ�PHULW�H[DPLQDWLRQ�x 5LVLQJ�FDSLWDO�PRELOLW\�EULQJV�RSSRUWXQLWLHV��EXW�DOVR�UDLVHV�LPSRUWDQW�GLVWULEXWLRQDO�ULVNV��x ,W�LV�OLNHO\�WR�KDYH�KDG��XQWLO�UHFHQWO\��QHJDWLYH�GLVWULEXWLRQDO�FRQVHTXHQFHV�(J\SW�LV�RQH�RI�WKH�IHZ�FRXQWULHV�WKDW�KDV�OLEHUDOL]HG�WKH�FDSLWDO�DFFRXQW�EHIRUH�VWDUWLQJ�WR�UHIRUP�WKH�UHDO�VLGH�RI�LWV�HFRQRP\��2QH�RI�WKH�UHDVRQV�IRU�WKLV�XQXVXDO�VHTXHQFH�LV�WKH�LPSRUWDQFH�RI�ZRUNHUV¶�UHPLWWDQFHV�LQ�WKH�HFRQRP\��DQG�WKH�SUHYDOHQFH�RI�FDSLWDO�IOLJKW�XQGHU�WKH�ILQDQFLDO�UHSUHVVLRQ�RI�WKH�SDVW��%HIRUH�WKH�OLEHUDOL]DWLRQ�ZDYH�RI�WKH�ODWH�����V��PXFK�RI�WKHVH�IORZV�ZHUH�RFFXUULQJ�RXWVLGH�WKH�EDQNLQJ�VHFWRU��FUHDWLQJ�VHULRXV�ULVNV�RI�ILQDQFLDO�FROODSVH�LQ�WKH�IRUPDO�VHFWRU��7KH�RSHQ�FDSLWDO�DFFRXQW�EULQJV�LQ�ERWK�RSSRUWXQLWLHV�DQG�ULVNV��:HDN�GRPHVWLF�FRQGLWLRQV�LQ�WHUPV�RI�SROLWLFV��PDFURHFRQRPLFV�RU�WKH�PLFURHFRQRPLFV�DQG�EXVLQHVV�HQYLURQPHQW��ZLOO�
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OHDG�WR�SDOWU\�FDSLWDO�LQYHVWPHQW�DQG�YXOQHUDELOLW\�WR�GHVWDELOL]LQJ�LQWHUQDWLRQDO�FDSLWDO�IORZV��:KHQ�FDSLWDO�IOHZ�RXW�RI�WKH�UHJLRQ�LQ�WKH�����V��ZRUNHUV�ZHUH�OHIW�WR�SLFN�XS�WKH�ELOO��$V�ZLWK�/DWLQ�$PHULFD²RQO\�PRUH�VR²FDSLWDO�FRQWUROV�SURYHG�IHHEOH�LQ�SUHYHQWLQJ�SULYDWH�RXWZDUG�FDSLWDO�IOLJKW�ZKHQ�WKH�JRLQJ�JRW�URXJK��,W�LV�HVWLPDWHG�WKDW�SULYDWHO\�RZQHG�IRUHLJQ�DVVHWV�DUH�HTXLYDOHQW WR�RYHU�WZLFH�*'3��'LZDQ�DQG�6TXLUH���������7KLV�UHSUHVHQWV�D�ODUJH�WD[�RQ�SDVW�JURZWK��EXW�DOVR�DQ�RSSRUWXQLW\�IRU�WKH�IXWXUH��VLQFH�LW�UHSUHVHQWV�D�SRRO�RI�UHVRXUFHV�WKDW�FRXOG�EH�DWWUDFWHG�EDFN�LI�WKH�FRQGLWLRQV�ZHUH�ULJKW�LQWHUQDOO\��6RPH�RI�WKH�SRWHQWLDO�KDV�DOUHDG\�EHHQ�VHHQ�LQ�WKH�VLJQLILFDQW�UHIORZV�RI�FDSLWDO�WKDW�RFFXUUHG�LQ�WKH�HDUO\�����V��VHGXFHG�E\�D�FRPELQDWLRQ�RI�RSHQLQJ�RI�WKH�FDSLWDO�DFFRXQW��DQG�WKH�HXSKRULD�WKDW�IORZHG�IURP�WKH�GXDO�LPSXOVHV�RI�RSWLPLVP�RYHU�SHDFH�DQG�WKH�QHZ�IRXQG�LQWHUQDWLRQDO�GHOLJKW�LQ�³HPHUJLQJ´�PDUNHWV��'LZDQ�DQG�6TXLUH���������7KLV�IORZ�GLG�EHQHILW�ZRUNHUV²RYHUDOO�HFRQRPLF�DFWLYLW\�ZDV�KLJKHU�WKDQ�LW�ZRXOG�KDYH�EHHQ�LQ�WKHLU�DEVHQFH��DQG�WKLV�KHOSHG�WKH�QDWLRQDO�ODERU�PDUNHW��%XW�D�ODUJH�VKDUH�RI�FDSLWDO�IORZV�ZHUH�VWHULOL]HG�DQG�QRZ�VLW�VDIHO\�LQ�LQWHUQDWLRQDO�UHVHUYHV��DQG�VR��WKHVH�IORZV�GLG�QRW�HQG�XS�FUHDWLQJ�PDQ\�QHZ�MREV���$V�D�UHVXOW��DJJUHJDWH�LQYHVWPHQW�KDV�UHPDLQHG�ORZ��DW�EHORZ����SHUFHQW�RI�*'3��ZLWK�OHVV�WKDQ�KDOI�IURP�SULYDWH�VRXUFHV���&RQFHSWXDOO\��WKH�HIIHFW�RI�WKH�OLEHUDOL]DWLRQ�RI�WKH�FDSLWDO�DFFRXQW�RQ�SRYHUW\�DQG�LQFRPH�GLVWULEXWLRQ�LV�FRPSOH[��7KHUH�DUH�WZR�PDLQ�IRUFHV�SOD\LQJ�LQ�RSSRVLWH�GLUHFWLRQV��RQ�WKH�RQH�KDQG��WKH�VKDUH�RI�FDSLWDO�LQ�*'3�LV�OLNHO\�WR�LQFUHDVH�ZLWK�WKH�ULVH�LQ�UHDO�LQWHUHVW�UDWHV��H[DFHUEDWLQJ�LQHTXDOLW\��%XW�RQ�WKH�RWKHU�KDQG��FDSLWDO�LQIORZV�DQG�LQYHVWPHQW�FDQ�DOVR�ULVH��FUHDWLQJ�QHZ�MREV�DQG�UHGXFLQJ�SRYHUW\��8QWLO�UHFHQWO\��WKH�ILUVW�HIIHFW�PD\�KDYH�EHHQ�VWURQJHU��JLYHQ�WKH�OLPLWHG�VXSSO\�UHVSRQVH�%XW�ZK\�KDV�LQYHVWPHQW�UHPDLQHG�VR�ORZ"�7KH�VWUDWHJ\�RI�FRQWDLQPHQW²ZKHUHE\�WKH�SXEOLF�VHFWRU�PDLQWDLQV�LWV�DEVROXWH�VL]H��OHDYLQJ�WKH�WDVN�RI�JURZWK�WR�DQ�HPHUJLQJ�SULYDWH�VHFWRU²VHHPV�WR�KDYH�UHDFKHG�LWV�OLPLW��,QVWHDG�RI�ILOOLQJ�WKH�YRLG��PXFK�RI�WKH�QHZ�MREV�DUH�ORZ�ZDJH�ORZ�SURGXFWLYLW\�DQG�RIWHQ�LQ�LQIRUPDO�PDUNHWV��,W�LV�TXLWH�SODXVLEOH�WKDW�ORZ�LQYHVWPHQW�LV�LWVHOI�UHODWHG�WR�IHDUV�WKDW�UHIRUPV�ZLOO�UHPDLQ�VWXFN�EHFDXVH�RI�WKHLU�SRWHQWLDOO\�QHJDWLYH�GLVWULEXWLRQDO�HIIHFWV��7KDW�LV��XQWLO�SROLF\�FKDQJH�LQ�WKH�UHDO�VHFWRUV�SDVVHV�WKH�SROLWLFDO�WHVW��WKH�SULYDWH�VHFWRU�ZLOO�UHPDLQ�XQFRQYLQFHG�WKDW�D�QHZ�VRFLDO�FRQWUDFW�PRUH�LQ�OLQH�ZLWK�FXUUHQW�UHDOLWLHV�KDV�HPHUJHG�:KLOH�WKH�V\VWHP�QRZ�RQO\�EHQHILWV�D��VKULQNLQJ��PLQRULW\�RI�SURWHFWHG�ZRUNHUV��LW�KDV�FUHDWHG�D�ZHE�RI�LQWHUORFNLQJ�LQWHUHVWV�WKDW�LV�KDUG�WR�FXW�GRZQ��:LWK����SHUFHQW�RI�ZRUNHUV�LQ�
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WKH�SXEOLF�VHFWRU��WKH�VLWXDWLRQ�LV�QRW�OLNH�5XVVLD�RU�(DVWHUQ�(XURSH��VR�WKH�FRQWLQXDWLRQ�RI�D�VWDWXV�TXR�SURPLVHV�VORZ�GHFD\�DQG�ULVLQJ�SRYHUW\�EXW�QR�RXWZDUG�EDQNUXSWF\��%XW�UHIRUP�ZLOO�QRW�EH�DV�HDV\�DV�LQ�/DWLQ�$PHULFD�ZKHUH�WKH�SXEOLF�VHFWRU�ZDV�PXFK�VPDOOHU��DERXW����SHUFHQW�RI�WKH�ODERU�IRUFH���7KH�ZHLJKW�RI�D�ODUJH�DQG�LQFUHDVLQJO\�SRRUHU�SXEOLF�VHFWRU�LV�GHSUHVVLQJ�QHZ�MRE�FUHDWLRQ�DQG�RYHUDOO�HIILFLHQF\�LQ�PDQ\�ZD\V��x 0DFURHFRQRPLF�VWDELOLW\ LV�DW�WKH�FRQVWDQW�PHUF\�RI�ZDJH�LQFUHDVHV�IRU�D�ODUJH�QXPEHUV�RI�XQGHUSDLG�SXEOLF�HPSOR\HHV��,Q�/HEDQRQ�������7XUNH\�������DQG�0H[LFR���������ZDJH�SUHVVXUHV�OHG�WR�ILQDQFLDO�FULVHV��DQG�ZRUNHUV�ZHUH�OHIW�WR�SLFN�XS�WKH�WDE��,I�SXEOLF�VHFWRU�ZDJHV�ZHUH�WR�ULVH�WR�WKHLU�SUHYLRXV�OHYHOV��WKH�ILVFDO�GHILFLW�ZRXOG�ULVH�E\�DERXW���SHUFHQW�RI�*'3��,Q�DGGLWLRQ��PDLQWDLQLQJ�D�ODUJH�SXEOLF�VHFWRU�WD[HV�SULYDWH�VHFWRU�JURZWK�x 7KH�IHDVLELOLW\�RI�UHIRUP LV�DOVR�XQGHUPLQHG�EHFDXVH�PHDVXUHV�WR�LQFUHDVH�ODERU�HIILFLHQF\��VXFK�DV�OLEHUDOL]DWLRQ�RI�SULFHV��LQYHVWPHQWV��RU�WUDGH��ZLOO�LQFUHDVH�GUDPDWLFDOO\�WKH�ORVVHV�RI�ODUJH�VWDWH�HQWHUSULVHV��XQOHVV�VRPH�ODERU�LV�ODLG�RII�x 3XEOLF�VHUYDQWV DUH�XQGHUSDLG��XQGHU�HTXLSSHG��DQG�ZRUN�LQ�RYHUFURZGHG�FRQGLWLRQV��XQGHUPLQLQJ�WKH�TXDOLW\�RI�FRUH�JRYHUQPHQW�VHUYLFHV��7KH�UDWLR�RI�SXEOLF�LQYHVWPHQW�WR�SXEOLF�VDODULHV�KDV�QHDUO\�GRXEOHG�LQ�WKH�SDVW�GHFDGH��6DLG���������7KLV�VKRZV�LQ�IDOOLQJ�VWDQGDUGV�LQ�WKH�VFKRROV��KRVSLWDOV��DV�ZHOO�DV�LQ�FXVWRPV�RSHUDWLRQV�RU�LQIUDVWUXFWXUH�PDLQWHQDQFH��0DQ\�SXEOLF�HPSOR\HHV�KROG�PXOWLSOH�MREV��DQG�SHWW\�FRUUXSWLRQ�KDV�ULVHQ��,Q�RUGHU�WR�LQFUHDVH�HIILFLHQF\��LQYHVWPHQW�PXVW�ULVH��DQG�ZDJHV�PXVW�EH�GHFRPSUHVVHG��,Q�WXUQ��WKLV�LV�ILVFDOO\�XQIHDVLEOH�XQWLO�WKH�SXEOLF�VHFWRU�JHWV�VPDOOHU�x 7KH�KLJK�XQHPSOR\PHQW�DPRQJ�VNLOOHG�ZRUNHUV DWWHVWV�WR�WKH�GLVWRUWLRQV�LQWURGXFHG�E\�WKH�ZHE�RI�QRQ�PDUNHW�EDVHG�LQFHQWLYHV²HPSOR\PHQW�JXDUDQWHHV�IRU�JUDGXDWHV��VXEVLGL]HG�KLJKHU�HGXFDWLRQ²WKDW�KDYH�FRUUXSWHG�WKH�HGXFDWLRQDO�V\VWHP��7KLV�LV�XQOLNHO\�WR�FKDQJH�XQWLO�WKH�ROG�VRFLDO�FRQWUDFW�LV�FOHDUO\�UHSODFHG�E\�DQ�DFFHSWDEOH�QHZ�RQH�ZKHUH�WKH�SXEOLF�VHFWRU�GRHV�QRW�SOD\�WKH�UROH�RI�HPSOR\HU�RI�ODVW�UHVRUW�7KH�RQO\�ZD\�WR�SHUPDQHQWO\�DWWUDFW�FDSLWDO�LQWR�ORQJ�WHUP�LQYHVWPHQWV��FUHDWH�MREV��DQGUDLVH�SURGXFWLYLW\�LV�E\�SXWWLQJ�LQ�SODFH�D�VRXQG�SROLWLFDO�DQG�HFRQRPLF�HQYLURQPHQW��,Q�WKLV�UHVSHFW��WKH�SROLF\�VWDQFH�WRZDUGV�LQWHUQDWLRQDO�WUDGH�ZLOO�EH�LQFUHDVLQJO\�PRUH�LPSRUWDQW����$VVLVWLQJ�:RUNHUV�IRU�&KDQJH&RQVWUXFWLYH�FKDQJH�PXVW�UHVW�RQ�LWV�VRFLDO�GHVLUDELOLW\��$Q�DFFHSWDEOH�QHZ�VRFLDO�FRQWUDFW�LV�NH\��DQG�LWV�EURDG�FRQWRXUV�DUH�VWDUWLQJ�WR�IDOO�LQ�SODFH��%XW�D�URDGPDS�RI�KRZ�WR�JHW�WKHUH�LQ�DQ�DFFHSWDEOH�ZD\�LV�DV�LPSRUWDQW��7KLV�LV�ZKHUH�WKH�PDLQ�FKDOOHQJH�QRZ�OLHV��:LWK�LQWULFDWH�
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NLQVKLS�UHODWLRQV��KRXVHKROGV�PD\�EH�DEOH�WR�LQWHUQDOL]H�VRPH�RI�WKH�FRVWV�DVVRFLDWHG�ZLWK�IDVW�FKDQJH��ZLWK�\RXQJ�ZRUNHUV�JDLQLQJ�IURP�UHIRUPV�FRPSHQVDWLQJ�ROGHU�SDUHQWV�WKDW�ZRXOG�KDYH�WR�UHWLUH�HDUOLHU��%XW�WKLV�LV�QRW�HQRXJK�LQ�WKH�IDFH�RI�V\VWHPLF�FKDQJH��0HFKDQLVPV�WR�IDFLOLWDWH�WKH�WUDQVIHU�RI�ODLG�RII�ZRUNHUV�WR�QHZ�MREV��FRPSHQVDWLRQ�IRU�WKRVH�KXUW��DQG�D�SROLF\�IUDPHZRUN�VXSSRUWLQJ�UHGXFWLRQV�LQ�SRYHUW\�ZLOO�KDYH�WR�EH�LPSRUWDQW�LQJUHGLHQWV�RI�D�VXFFHVVIXO�WUDQVLWLRQ��5DWKHU�WKDQ�VSHQGLQJ�PRUH��WKH�JRDO�ZRXOG�EH�WR�VKLIW�UHVRXUFHV�IURP�SHUPDQHQW�SXEOLF�VHFWRU�HPSOR\PHQW�WKDW�XQGHUPLQHV�UHIRUP��WR�WHPSRUDU\�SURJUDPV�WKDW�IDFLOLWDWH�UHIRUP��,W�LV�SUHFLVHO\�LQ�KHOSLQJ�DQG�ILQDQFLQJ�VXFK�WUDQVLWLRQDO�SURJUDPV�WKDW�WKH�(8�,QLWLDWLYH�FRXOG�KHOS�(J\SW�PRVW��7KUHH�W\SHV�RI�SROLFLHV�FDQ�KHOS�GXULQJ�WKH�WUDQVLWLRQ���L��3ROLFLHV�WKDW�LQFUHDVH�ODERU�PDUNHW�IOH[LELOLW\�WR�DOORZ�ZRUNHUV�WR�ILQG�MREV�ZKHUH�WKH\�DUH�PRVW�SURGXFWLYH��7KLV�LQFOXGHV�UHIRUPLQJ�WKH�ODERU�FRGH���LL��$FWLYH�SROLFLHV�DLPHG�DW�DVVLVWLQJ�ZRUNHUV�E\�HTXLSSLQJ�WKHP�IRU�FKDQJH��$�NH\�FKDOOHQJH�LV�KRZ�WR�FDSLWDOL]H�RQ�SDVW�VXFFHVVHV�LQ�HGXFDWLRQ�DQG�LQIUDVWUXFWXUH��DQG�VDOYDJH�SDUWV�RI�WKH�ROG�LQGXVWULDO�EDVH��DQG�KRZ�WR�UHWUDLQ�ZRUNHUV�ZKRVH�VNLOOV�DUH�RXWPRGHG��,Q�(DVWHUQ�(XURSH��JRYHUQPHQWV�QRZ�VSHQG�EHWZHHQ���DQG���SHUFHQW�RI�*'3�D�\HDU�RQ�DFWLYH�ODERU�PDUNHW�SROLFLHV���LLL��3DVVLYH�SROLFLHV�DLPHG�DW�SURYLGLQJ�WUDQVIHUV�WR�UHGXFH�LQFRPH�ORVVHV�GXULQJ�OD\RIIV��2(&'�FRXQWULHV�VSHQG�EHWZHHQ���WR���SHUFHQW�RI�*'3�D�\HDU�RQ�VXFK�SURJUDPV�
5H�UHJXODWLQJ�WKH�ODERU�PDUNHW�WR�LQFUHDVH�IOH[LELOLW\/DERU�SROLF\�LQ�(J\SW�KDV�EHHQ�ZHOO�LQWHQWLRQHG�EXW�PLVJXLGHG��VHHNLQJ�WKURXJK�ODERU�UHJXODWLRQV�WR�VXSSRUW�ODERU�RXWFRPHV��EXW�DW�EHVW�UHDFKLQJ�D�VPDOO�PLQRULW\�RI�WKH�ZRUNIRUFH��7KH�FXUUHQW�ODERU�FRGH�LQ�(J\SW�GRHV QRW�DOORZ�ILUPV�WR�ILUH�ZRUNHUV�IRU�HFRQRPLF�UHDVRQV��$V�D�UHVXOW��ODERU�UHJXODWLRQV�DUH�RQO\�DSSOLHG�LQ�WKH�SXEOLF�VHFWRU�DQG�LQ�D�VPDOO�IRUPDO�SULYDWH�VHFWRU��/DERU�SROLF\�KDV�EHHQ�LUUHOHYDQW�DW�EHVW�IRU�VPDOO�IDUPHUV��ZKR�VWLOO�DFFRXQW�IRU�WKH�ODUJHVW��DQG�SRRUHVW��JURXS��LW�KDV�DOVR�EHHQ�LUUHOHYDQW�IRU�WKH�ODUJH�DQG�JURZLQJ�QXPEHU�RI�ZRUNHUV�LQ�WKH�XUEDQ�LQIRUPDO�VHFWRU��DQG�RIWHQ�LQHIIHFWLYH�IRU�WKRVH�ZKR�ZRUN�LQ�IRUPDO�ILUPV��7KLV�KDV�FUHDWHG�D�WZR�WLHU�V\VWHP�ZKHUH�IRUPDO�HPSOR\HHV�DUH�RYHU�SURWHFWHG�DQG�LQIRUPDO�RQHV�XQGHU�SURWHFWHG��$VVDDG���������:KLOH�WKLV�PD\�KDYH�EHHQ�D�JRRG�VHFRQG�EHVW�FKRLFH�LQ�WKH�SDVW��WKH�FKDOOHQJH�LV�WR�GHYHORS�UHJXODWLRQV�WKDW�DSSO\�EURDGO\�WR�WKH�HFRQRP\�DV�D�ZKROH��DQG�QRW�RQO\�LQ�D�VPDOO�DQG�SURWHFWHG�PRGHUQ�VHFWRU� +LJK�DQG�XQHQIRUFHG�ODERU�VWDQGDUGV�DQG�GHFRUDWLYH�ODERU�ODZV�HIIHFWLYHO\�SUHFOXGH�JRRG�UHJXODWLRQV�IURP�EHLQJ�LPSOHPHQWHG�DQG�UHVXOW�LQ�VPDOO�DQG�VKULQNLQJ�IRUPDO�VHFWRUV��7KH�LQIRUPDO�VHFWRUV�DUH�DOVR�LPSOLFLWO\�WD[HG��EXW�LQ�GLIIHUHQW�ZD\V��WKH\�KDYH�QR�DFFHVV�
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WR�WKH�FUHGLW�V\VWHP��DQG�YHU\�OLWWOH�DFFHVV�WR�WKH�OHJDO�V\VWHP��'HUHJXODWLRQ�PXVW�WKXV�EH�SDUW�RI�WKH�UHJXODWRU\�HIIRUW��WKH�JRDO�EHLQJ�WR�WU\�WR�HQODUJH�WKH�PRGHUQ�IRUPDO�VHFWRU��
(TXLSSLQJ�ZRUNHUV�IRU�FKDQJH�(YHQ�LI�WKHUH�DUH�QR�V\VWHPLF�EDUULHUV�WR�PRELOLW\��ODERU�PDUNHWV�DUH�IOH[LEOH��DQG�ZDJHV�DGMXVW��ZRUNHUV�PXVW�KDYH�UHVRXUFHV�WR�WDNH�DGYDQWDJH�RI�QHZ�RSSRUWXQLWLHV�ZLWKRXW�ORVLQJ�WKHLU�DFFXPXODWHG�KXPDQ�FDSLWDO�LQ�WKH�SURFHVV��7KH�NH\�LVVXH�LV�ZKHWKHU�WKH\�KDYH�DSSURSULDWH�VNLOOV�DQG�DFFHVV�WR�RSSRUWXQLWLHV�DQG�LQIRUPDWLRQ��9DULRXV�SROLF\�DFWLRQV�FDQ�KHOS�VXSSRUW�ODERU�PRELOLW\�6NLOOV�LPEDODQFHV� -REV�GLIIHU�JUHDWO\�LQ�WKH�VNLOOV�WKH\�UHTXLUH��DQG�ZRUNHUV�ZKRVH�MREV�GLVDSSHDU�RIWHQ�ILQG�WKDW�WKH\�ODFN�WKH�ULJKW�VNLOOV�IRU�WKH�MREV�EHLQJFUHDWHG��7KLV�LV�H[DFHUEDWHG�E\�WKH�VHFXODU�ZRUOGZLGH�WUHQG�LQ�ODERU�GHPDQG�WRZDUG�ZRUNHUV�ZLWK�JUHDWHU�JHQHUDO�VNLOOV�DQG�KLJKHU�HGXFDWLRQ��$V�D�UHVXOW��ZRUNHUV�ZLWK�ILUP�VSHFLILF�VNLOOV�DQG�QDUURZ�VSHFLDOL]DWLRQ�EXW�OLWWOH�JHQHUDO�HGXFDWLRQ�KDYH�OHVV�FKDQFH�RI�HVFDSLQJ�XQHPSOR\PHQW��0RVW�LQGXVWULDO�DQG�WUDQVLWLRQ�FRXQWULHV�UXQ�SXEOLF�UHWUDLQLQJ�SURJUDPV��(YLGHQFH�RI�WKHLU�HIIHFWLYHQHVV�LV�ZHDN�DW�EHVW��,I�VXFK�SURJUDPV�DUH�LQWURGXFHG��LW�LV�SUHIHUDEOH�WR�VWDUW�ZLWK�H[SHULPHQWDO�DQG�VPDOO�SLORW�SURMHFWV�ILUVW��:KLOH�JRYHUQPHQW�VXEVLGLHV�PDNH�VHQVH�LQ�WKH�FLUFXPVWDQFHV��VWUHQJWKHQLQJ�WKH�SULYDWH�VHFWRU�DV�D�SURYLGHU�RI�UHWUDLQLQJ�FDQ�LPSURYH�WKH�HIIHFWLYHQHVV�RI�UHWUDLQLQJ��$V�WKH�&KLOHDQ H[SHULHQFH�GHPRQVWUDWHV��V\VWHPV�EDVHG�RQ�GLVWULEXWLQJ�YRXFKHUV�WR�WDUJHWHG�JURXSV��DOORZLQJ�WKHP�WR�EX\�WUDLQLQJ�VHUYLFHV�LQ�D�FRPSHWLWLYH�PDUNHW��FDQ�ZRUN�SDUWLFXODUO\�ZHOO��2QH�DUHD�LQ�ZKLFK�SULYDWH�SURYLVLRQ�DQG�ILQDQFLQJ�RI�UHWUDLQLQJ�DUH�XQOLNHO\�WR�EH�DGHTXDWH�LV�WKH�UHWUDLQLQJ�RI�GLVDGYDQWDJHG�ZRUNHUV��5HWXUQV�WR�VXFK�WUDLQLQJ�DUH�ORZ��HYHQ�WKRXJK�WKH�H[WHUQDOLWLHV�LQ�WHUPV�RI�LPSURYHG�VRFLDO�FRKHVLRQ�FDQ�EH�KLJK��3XEOLF�HPSOR\PHQW�VFKHPHV��LQ�FRQWUDVW��FDQ�SOD\�D�SRVLWLYH�UROH�DV�DQ�DQWLSRYHUW\�PHDVXUH��,Q�SHULRGV�RI�PDMRU�FKDQJH��DOWKRXJK�WKH\�GR�QRW�LPSURYH�WKH�ORQJ�WHUP�SURVSHFWV�RI�SDUWLFLSDQWV��WKH\�FDQ�VHUYH�DV�D�EULGJH�EHWZHHQ�MREV��7KH\�DUH�ZLGHO\�XVHG�LQ�WKH�&]HFK�5HSXEOLF IRU�WKDW�SXUSRVH��7KHUH�DUH�H[DPSOHV�RI�VXFFHVVIXO�SXEOLF�VXSSRUW�IRU�DSSUHQWLFHVKLSV�LQ�*HUPDQ\ DQG�-DSDQ��DQG�RI�SXEOLF�HPSOR\PHQW�IRU�GURSRXW�PLQRULWLHV�LQ�&DQDGD��6XSSRUWLQJ�VPDOO�EXVLQHVVHV�DQG�VWDUWXSV� &RXQWULHV�KDYH�RIWHQ�WULHG�WR�DVVLVW�MRE�ORVHUV�E\�SURYLGLQJ�VXSSRUW�WR�WKRVH�ZLVKLQJ�WR�VWDUW�WKHLU�RZQ�EXVLQHVVHV��0DQ\�FRXQWULHV�KDYH�H[SHULPHQWHG�ZLWK�VSHFLDO�FUHGLW�VFKHPHV�DQG�RWKHU�SURJUDPV�WR�HQFRXUDJH�WKH�GHYHORSPHQW�RI�PLFUR�HQWHUSULVHV��%XW�VXFK�VFKHPHV�KDYH�UDUHO\�EHHQ�HYDOXDWHG�LQ�D�ULJRURXV�IDVKLRQ��*HQHUDO�H[SHULHQFH�ZLWK�VSHFLDO�FUHGLW�SURJUDPV�LQ�6XE�6DKDUDQ $IULFD DQG�/DWLQ�$PHULFD VXJJHVWV�WKDW�
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WKH\�KDYH�UDUHO\�EURXJKW�EHQHILWV��,Q�WKH�LQGXVWULDO�FRXQWULHV�WKHVH�VFKHPHV�KDYH�EHHQ�VKRZQ�WR�EH�RI�LQWHUHVW�RQO\�WR�D�YHU\�VPDOO�VXEJURXS�RI�WKH�XQHPSOR\HG�DQG�KDYH�KDG�VLJQLILFDQW�GLVSODFHPHQW�HIIHFWV��,Q�(J\SW��LW�PD\�EH�PRUH�XVHIXO�WR�WU\�WR�VXSSRUW�H[LVWLQJ�VPDOO�ILUPV�WKDW�RSHUDWH�LQ�WKH�LQIRUPDO�VHFWRU�ZLWK�WKH�SURYLVLRQ�RI�EDVLF�LQIUDVWUXFWXUH�DQG�DFFHVV�WR�FUHGLW��:DJH�VXEVLGLHV PXVW�EH�OLPLWHG�DQG�YHU\�ZHOO�FRQWUROOHG�WR�SOD\�D�SRVLWLYH�UROH�LQ�SHULRGV�RI�PDMRU�FKDQJH��,Q�WKH�LQGXVWULDO�FRXQWULHV��WKH\�KDYH�SURYHQ�LQHIIHFWLYH�LQ�VSHHGLQJ�XS�WKH�DGMXVWPHQW�SURFHVV��7KHUH�DUH�VXEVWLWXWLRQ�HIIHFWV��ZKHUHE\�ZRUNHUV�ZKRVH�ZDJHV�DUH�VXEVLGL]HG�UHSODFH�WKRVH�ZKR�DUH�QRW�FRYHUHG�E\�VXEVLGLHV��0RUHRYHU��ZDJH�VXEVLGLHV�FDQ�HDVLO\�XQGHUPLQH�WKH�UHIRUPV�E\�NHHSLQJ�XQSURILWDEOH�ILUPV�DIORDW��:DJH�VXEVLGLHV�VKRXOG�EH�FRQVLGHUHG�RQO\�LQ�VSHFLDO�FDVHV�ZKHUH�WDUJHWLQJ�LV�HDV\��VXFK�DV�LQ�WKH�FDVH�RI�GHSUHVVHG�UHJLRQV��:KHQ�WKH\�DUH�ZHOO�FRQWUROOHG��WKH\�FDQ�EH�D�OHVV�H[SHQVLYH�DOWHUQDWLYH�WR�WUDQVIHUV�DQG�\LHOG�D�EHWWHU�RXWFRPH�LQ�WHUPV�RI�VRFLDO�FRKHVLRQ�3URYLVLRQ�RI�LQIRUPDWLRQ���:RUNHUV�FDQQRW�WDNH�DGYDQWDJH�RI�QHZ�RSSRUWXQLWLHV�XQOHVV�WKH\�NQRZ�DERXW�YDFDQFLHV�DQG�ZDJHV��,Q�PDQ\�GHYHORSLQJ�FRXQWULHV��ZRUNHUV�PXVW�UHO\�RQ�LQIRUPDO�H[FKDQJH�RI�LQIRUPDWLRQ�WR�ILQG�QHZ�MREV��-RE�VHDUFK�DVVLVWDQFH�FDQ�KHOS��EXW�WKRXJK�LQH[SHQVLYH��LW�LV�QRW�D�SDQDFHD��(YHQ�LQ�WKH�LQGXVWULDO�PDUNHW�HFRQRPLHV�RQO\�D�VPDOOSHUFHQWDJH�RI�MRE�VHHNHUV��XVXDOO\�QR�PRUH�WKDQ����WR����SHUFHQW��JHW�WKHLU�MREV�WKURXJK�SXEOLF�HPSOR\PHQW�RIILFHV��$OORZLQJ�SULYDWH�HPSOR\PHQW�VHUYLFHV�WR�RSHUDWH�PDNHV�VHQVH�&RPSHQVDWLQJ�WKRVH�KXUW ú�ú�ú�,Q�WKH�SDVW�GHFDGH��PRUH�WKDQ�ILIW\�FRXQWULHV�XVHG�WUDQVIHU�VFKHPHV�WR�DVVLVW�LQ�GRZQVL]LQJ�WKHLU�SXEOLF�VHFWRUV��'XULQJ�PDMRU�UHRUJDQL]DWLRQV��WKH�GHVLUDEOH�OHYHO�RI�VHYHUDQFH�SD\�ZLOO�XVXDOO\�EH�LQ�H[FHVV�RI�WKH�FRPSHQVDWLRQ�PDQGDWHG�XQGHU�H[LVWLQJ�ODERU�FRQWUDFWV��7KH�HDUO\�LQYROYHPHQW�RI�XQLRQV�LV�FUXFLDO�IRU�VXFFHVV��DQG�IRU�IDLUQHVV�WKH�RIIHU�VKRXOG�EH�RSHQ�WR�DOO��RU�PRVW��SXEOLF�VHFWRU�HPSOR\HHV��,GHDOO\��SURJUDPV�DUH�YROXQWDU\��DQG�D�PHQX�RI�RSWLRQV�LV�RIIHUHG��ZLWK�ZRUNHUV�DOORZHG�WR�FKRRVH�IUHHO\�DPRQJ�WKHP��7KH�SRVVLEOH�RSWLRQV�DYDLODEOH�RQ�WKH�PHQX�LQFOXGH�HDUO\�UHWLUHPHQW��FDVK�RIIHUV��DQQXLWLHV��UHWUDLQLQJ�SURJUDPV��JXDUDQWHHG�ZDJHV�EDFNHG�E\�VXEVLGLHV�WR�QHZ�HPSOR\HUV��DQG�UHPDLQLQJ�LQ�WKH�SXEOLF�VHFWRU��EXW�SRVVLEO\�

ú� 7KLV�VHFWLRQ�LV�EDVHG�RQ�'LZDQ�������
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LQ�DQRWKHU�RFFXSDWLRQ���2IIHULQJ�D�PHQX�RI�H[LW�RSWLRQV�FDQ�KHOS�DFKLHYH�EHWWHU�WDUJHWLQJ�DW�FKHDSHU�ILVFDO�FRVWV��VLQFH�HDFK�ZRUNHU�FKRRVHV�WKH�RSWLRQ�KH�RU�VKH�YDOXHV�PRVW��%XW�D�SRWHQWLDOO\�LPSRUWDQW�GLVDGYDQWDJH�RI�YROXQWDU\�H[LW�SURJUDPV�LV�WKH�DGYHUVH�VHOHFWLRQ�WKH\�DUH�SURQH�WR��7KH�IHDU�LV�WKDW�WKH�SXEOLF�VHFWRU�ZRXOG�ORVH�LWV�EHVW�ZRUNHUV�DV�D�UHVXOW�RI�WKH�YROXQWDULQHVV�RI�WKH�H[LW�PHFKDQLVP��+RZHYHU��WKLV�W\SH�RI�SUREOHP�FDQ�EH�SDUWLDOO\�UHVROYHG�E\�D�SURSHU�XVH�RI�YHWRV�,Q�SXEOLF�HQWHUSULVH�UHVWUXFWXULQJ��JRYHUQPHQWV�W\SLFDOO\�ODLG�RII�UHGXQGDQW�ZRUNHUV�EHIRUH�SULYDWL]DWLRQ�LQ�RUGHU�WR�DOORZ�QHZ�RZQHUV�PD[LPXP�IOH[LELOLW\�LQ�UHVWUXFWXULQJ�WKH�HQWHUSULVH��7KLV�LV�KRZ�LW�ZDV�GRQH�LQ�6SDLQ��%XW�SULYDWL]DWLRQ�FDQ�FRPH�ILUVW��OHDYLQJ�UHVWUXFWXULQJ�WR�WKH�QHZ�RZQHUV��2IWHQ��WKHUH�ZLOO�UHPDLQ�FRQVWUDLQWV�RQ�ILULQJ�RU�WKH�OHYHO RI�ZDJHV��7KLV�JHWV�UHIOHFWHG�LQ�ORZHU�VDOHV�SULFH��VR�LQ�HIIHFW��WKH�JRYHUQPHQW�LV�LPSOLFLWO\�SD\LQJ�WKH�VHYHUDQFH�FRVWV�WR�WKH�ILUP�VR�LW�UHWDLQV�VRPH�UHGXQGDQW�ZRUNHUV��7KLV�LV�WKH�SUHYDLOLQJ�FDVH�LQ�&HQWUDO�DQG�(DVWHUQ�(XURSH��,Q�VXP��DFWLYH�ODERU�PDUNHW�SROLFLHV�DQG�FRPSHQVDWLRQV�WR�WKRVH�KXUW�E\�FKDQJH�DUH�D�QHFHVVDU\�FRPSRQHQW�RI�D�UHIRUP�SURJUDP��7KH\�KHOS�PDLQWDLQ�VRFLDO�FRKHVLRQ�LQ�D�SHULRG�ZKHUH�WKH�MRE�GHVWUXFWLRQ�MRE�FUHDWLRQ�SURFHVV�LQWHQVLILHV��JHQHUDWLQJ�LQWHQVH�VRFLDO�GLVORFDWLRQ��%XW�JLYHQ�WKH�GHSWK�RI�WKH�SUREOHPV��WKHVH�SROLFLHV�DUH�QRW�D�SDQDFHD��DQG�FDQQRW�EH�H[SHFWHG�WR�SHUIHFWO\�VPRRWK�WHPSRUDU\�ORVVHV��7KLV�PHDQV�WKDW�SROLF\�PXVW�HQVXUH�WKDW�WKHVH�ORVVHV�UHPDLQ�LQGHHG�WHPSRUDU\��7KH�FUHGLELOLW\�RI�D�YLVLRQ�RI�D�EHWWHU�IXWXUH�ZLOO�KDYH�WR�SOD\�D�FHQWUDO�UROH�LQ�WKLV�UHJDUG�
&RQFOXGLQJ�5HPDUNV
(J\SW�SXUVXHG�DQ�HPSOR\PHQW�VWUDWHJ\�WKDW�ZRUNHG�GXULQJ�WKH�UHJLRQDO�RLO�ERRP�EXW�FROODSVHG�DIWHUZDUGV��6RPH�HPSOR\PHQW�F\FOH�ZDV�XQDYRLGDEOH��JLYHQ�WKDW�QR�RQH�DQWLFLSDWHG�WKH�VFDOH�RI�WKH�RLO F\FOH��%XW�WKH�SDWWHUQ�RI�JURZWK�FKRVHQ�LV�QRZ�D�GLVDVWHU�IRU�HPSOR\PHQW��OHDYLQJ�WKH�FKDUDFWHULVWLF�V\QGURPH�RI�KLJK�XQHPSOR\PHQW�DQG�KLJK�SXEOLF�HPSOR\PHQW��3DVW�HGXFDWLRQDO�H[SDQVLRQ�FRQWULEXWHG�PRUH�WR�IUXVWUDWHG�H[SHFWDWLRQV�RI�JHWWLQJ�³JRRG´�SXEOLF�VHFWRU�MREV�WKDQ�WR�D�G\QDPLF�RI�SURGXFWLYLW\�JURZWK�WKDW�FKDUDFWHUL]HG�RSHQ�HFRQRPLHV�7KHUH�LV�D�ZLGH�DFFHSWDQFH�RI�ZKDW�QHHGV�WR�EH�GRQH��7KH�VWDWH�PXVW�FRPPLW�WR�WKH�UXOH�RI�WKH�PDUNHWSODFH�LQ�WKH�LQWHUHVW�RI�WKH�PDMRULW\�RI�ZRUNHUV��EXW�LWV�FRPPLWPHQW�PXVW�EH�VXSSOHPHQWHG�E\�SXEOLF�DFWLRQ�WR�HQVXUH�WKDW�PDUNHWV�GHOLYHU�VRFLDOO\�DFFHSWDEOH�RXWFRPHV��/DERU�UHJXODWLRQV�PXVW�JXDUDQWHH�VRPH�VWDQGDUGV�RI�IDLUQHVV�LQ�ODERU�UHODWLRQV��\HW�SUHVHUYH�WKH�IOH[LELOLW\�RI�WKH�ODERU�PDUNHW��0HFKDQLVPV�VKRXOG�EH�SXW�LQ�SODFH�WR�UHGXFH�PDUNHW�ULVN��EXW�
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WKH\�PXVW�EH�EDODQFHG�DJDLQVW�WKH�HURVLRQ�RI�WKH�LQFHQWLYHV�WR�SHUIRUP�RQ�WKH�MRE��(GXFDWLRQ�SROLFLHV�PXVW�HTXDOL]H�RSSRUWXQLWLHV��QRW�FUHDWH�D�SURWHFWHG�ODERU�HOLWH��DQG�HGXFDWLRQ�TXDOLW\�PXVW�EH�XSJUDGHG�WR�WKH�VWDQGDUGV�RI�WKH���VW FHQWXU\��7KH�UROH�RI�LQGHSHQGHQW�XQLRQV�PXVW�EH�UHFRJQL]HG�DQG�WKH�FRQGLWLRQV�IRU�HIILFLHQW�FROOHFWLYH�EDUJDLQLQJ�SXW�LQ�SODFH��3ROLFLHV�WR�UHGXFH�LQHTXDOLW\�PXVW�DOVR�EH�DFWLYHO\�SURPRWHG�LQ�WKH�LQWHUHVW�RI�QDWLRQDO�FRKHVLRQ��EXW�UHGLVWULEXWLRQ�VKRXOG�EH�ILQHO\�WDUJHWHG��7KH�JRYHUQPHQW�PXVW�DEDQGRQ�SURGXFWLRQ�DFWLYLWLHV�DQG�JLYH�XS�LWV�UROH�RI�HPSOR\HU�RI�ODVW�UHVRUW��,W�PXVW�IRFXV�RQ�LQFUHDVLQJ�WKH�TXDOLW\�RI�FRUH�VHUYLFHV��LQVLVW�WKDW�LWV�HPSOR\HHV�ZRUN�KDUGHU��DQG�SD\�WKHP�DFFRUGLQJO\�&KDQJH��KRZHYHU��LV�FRQVWUDLQHG�E\�WKH�FXUUHQW�SROLWLFDO�DQG�VRFLDO�IUDJLOLW\��*RYHUQPHQW�FDQ�FKRRVH�WR�RSHQ��RU�FDQ�VWUXJJOH�WR�PDLQWDLQ�WKH�FXUUHQW�IUDJLOH�VWDWH��7KHUH�DUH�SROLWLFDO�ULVNV�WR�ERWK�FRXUVHV��7KH�SRRU�DUH�WKH�PRVW�UREXVW�SRWHQWLDO�EHQHILFLDULHV��EXW�OHDVW�LQIOXHQWLDO��8QHPSOR\PHQW�HIIHFWV�LQ�WUDQVLWLRQ�DUH�DPELJXRXV��7KH�SROLWLFDO�QHFHVVLW\�DQG�ULVN�RI�RSHQLQJ�UHIRUP�DUH�ERWK�FOHDU��LW�LV�WKH�RQO\�ZD\�WR�JHW�RQWR�D�ODERU�GHPDQGLQJ�SDWK�DQG�DWWUDFW�VWDEOH�FDSLWDO�IORZV��EXW�WKHUH�ZLOO�EH�VRPH�SHUPDQHQW�ORVHUV�DQG�VRPH�WHPSRUDU\�ORVHUV��HVSHFLDOO\�DPRQJVW�SXEOLF�VHFWRU�ZRUNHUV��(PSOR\PHQW�UHGXFLQJ�UHIRUP�RI�WKH�SXEOLF�VHFWRU�LV�XQOLNHO\�DQG�SUREDEO\�LQDGYLVDEOH�SULRU�WR�D�JURZWK�G\QDPLF�WDNLQJ�RII��\HW�IDLOXUH�WR�UHIRUP�FRXOG�OHDG�RSHQLQJ�WR�HQG�LQ�D�EOD]H�RI�HLWKHU�ILVFDO�FULVLV�RU�JURZWK�UHGXFLQJ�ILVFDO�UHSUHVVLRQ�RI�HFRQRPLF�DQG�VRFLDO�VHUYLFHV��7KLV�LPSOLHV�VRPH�JUDGXDOLVP�PD\�EH�LPSRUWDQW��SURYLGHG�WKH�IRUFHV�RI�FRQVHUYDWLVP�GR�QRW�XQGHUFXW�UHIRUP��,W�LV�LQ�PDNLQJ�WKLV�VWUDWHJ\�SRVVLEOH��ERWK�WKURXJK�ILQDQFH�DQG�WHFKQLFDO�DVVLVWDQFH��WKDW�WKH�(XURSHDQ�,QLWLDWLYH�ZRXOG�PDNH�LWV�PRVW�YDOXDEOH�FRQWULEXWLRQ�WR�IDFLOLWDWLQJ�(J\SW¶V�LQWHJUDWLRQ�ZLWK�WKH�ZRUOG�HFRQRP\�
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%LEOLRJUDSK\$GDPV��5LFKDUG���������³:RUNHUV�5HPLWWDQFHV�DQG�,QFRPH�,QHTXDOLW\ LQ�5XUDO�(J\SW´��(FRQRPLF�'HYHORSPHQW�DQG�&XOWXUDO�&KDQJH ����2FWREHU���������$VVDDG��5DJXL����������³7KH�(PSOR\PHQW�&ULVLV�LQ�(J\SW���7UHQGV�DQG�,VVXHV�´��+XPSKUH\�,QVWLWXWH�RI�3XEOLF�$IIDLUV��8QLYHUVLW\�RI�0LQQHVRWD�$VVDDG��5DJXL����������³7KH�(IIHFWV�RI�3XEOLF�6HFWRU�+LULQJ�DQG�&RPSHQVDWLRQ�3ROLFLHV�RQ�WKH�(J\SWLDQ�/DERU�0DUNHW�´��)RUWKFRPLQJ��7KH�:RUOG�%DQN�(FRQRPLF�5HYLHZ�'LZDQ��,VKDF�DQG�/\Q�6TXLUH����������³3XEOLF�'HEWV�DQG�3ULYDWH�$VVHWV��([WHUQDO�)LQDQFH�LQ�D�3HDFHIXO�0LGGOH�(DVW�´��0LGGOH�(DVW�-RXUQDO �������������'LZDQ��,VKDF��������µ3XEOLF�6HFWRU�5HWUHQFKPHQW�DQG�6HYHUDQFH�3D\��1LQH�3URSRVLWLRQV¶���LQ�&LYLO�6HUYLFH�5HIRUP�LQ�/DWLQ�$PHULFD�DQG�WKH�&DULEEHDQ ��6��&KDXGKU\��*��5HHG��DQG�:��0DOLN��HGLWRUV��7KH�:RUOG�%DQN�'LZDQ��,VKDF��&KDQJ�3R�<DQJ�DQG�=KL�:DQJ���������³7KH�$UDE�(FRQRPLHV��WKH�8UXJXD\DQ�5RXQG�3UHGLFDPHQW��DQG�WKH�(XURSHDQ�8QLRQ�:LOGFDUG´��PLPHR��7KH�:RUOG�%DQN�)HHQVWUD��5REHUW�&��DQG�*RUGRQ�+DQVRQ���2FWREHU���������³)RUHLJQ�,QYHVWPHQW��2XWVRXUFLQJ�DQG�5HODWLYH�:DJHV´�PLPHR��8QLYHUVLW\�RI�&DOLIRUQLD��'DYLV�+DQGRXVVD��+HED��������³7KH�%XUGHQ�RI�3XEOLF�6HFWRU�(PSOR\PHQW�DQG�5HPXQHUDWLRQ���7KH�&DVH�RI�(J\SW�´��$PHULFDQ�8QLYHUVLW\��&DLUR��(J\SW�.RUD\HP��.DULPD��������³3RYHUW\�DQG�,QFRPH�'LVWULEXWLRQ�LQ�(J\SW´��7KLU G�:RUOG�)RUXP��&DLUR��(J\SW�.KHLUHGGLQH��+DQDD�������.UXHJHU��$��2����������³7UDGH�DQG�(PSOR\PHQW�LQ�'HYHORSLQJ�&RXQWULHV���7KUHH�6\QWKHVLV�DQG�&RQFOXVLRQV�´��8QLYHUVLW\�RI�&KLFDJR�3UHVV��&KLFDJR�/DZUHQFH��5REHUW�DQG�0DWWKHZ�6ODXJKWHU����������³7UDGH�DQG�86�:DJHV��*UHDW�6XFNLQJ�6RXQG�RU�6PDOO�+LFFXS"´�)DFXOW\�5HVHDUFK�6HULHV��5�� ������.HQQHG\�6FKRRO�RI�*RYHUQPHQW��+DUYDUG�8QLYHUVLW\�3LVVDULGHV��&KULVWRSKHU��������³7UDGH�DQG�WKH�5HWXUQ�WR�+XPDQ�&DSLWDO�LQ�'HYHORSLQJ�&RXQWULHV�´�)RUWKFRPLQJ��7KH :RUOG�%DQN�(FRQRPLF�5HYLHZ��5LFKDUGV��$ODQ����������³,V�8QHPSOR\PHQW�D�%RXUJHRLV�/X[XU\"�7KH�&DVH�RI�WKH�$UDE�:RUOG´��(FRQRPLFV�:RUNLQJ�3DSHU������-DQ�����8QLYHUVLW\�RI�&DOLIRUQLD�6DQWD�&UX]�5REELQV��'RQDOG��������³7UDGH��7UDGH�/LEHUDOL]DWLRQ��DQG�,QHTXDOLW\�LQ�/DWLQ�$PHULFD�DQG�(DVW�$VLD�´�6\QWKHVLV�RI�6HYHQ�&RXQWU\�6WXGLHV��)RUWKFRPLQJ��7KH�:RUOG�%DQN�(FRQRPLF�5HYLHZ�6DFKV��-��DQG�+��6FKDW]���6SULQJ��������³7UDGH�DQG�-REV�LQ�86�0DQXIDFWXULQJ´��%URRNLQJV�3DSHUV�RQ�(FRQRPLF�$FWLYLW\�6DLG��0RQD� �������³3XEOLF�6HFWRU�(PSOR\PHQW�DQG�/DERU�0DUNHWV�LQ�$UDE�&RXQWULHV��5HFHQW�'HYHORSPHQWV�DQG�3ROLF\�,PSOLFDWLRQV�´��,QWHUQDWLRQDO�0RQHWDU\�)XQG �7DQ��+RQJ�DQG�*HHWD�%DWUD����������³([SODLQLQJ�:DJH�'LIIHUHQWLDOV��7KH�5ROH�RI�(PSOR\HU�LQYHVWPHQW�LQ�7HFKQRORJ\´��IRUWKFRPLQJ��7KH�:RUOG�%DQN�(FRQRPLF�5HYLHZ�YDQ�(HJKHQ��:LOKHP��������µ3RYHUW\�LQ�WKH�0LGGOH�(DVW�DQG�1RUWK�$IULFD¶��:RUOG�%DQN�PLPHR�:RRG��$GULDQ��������µ'RHV�7UDGH�5HGXFH�:DJH�,QHTXDOLW\�,Q�'HYHORSLQJ�&RXQWULHV"¶,QVWLWXWH�RI�'HYHORSPHQW�6WXGLHV��8QLYHUVLW\�RI�6XVVH[��)RUWKFRPLQJ��7KH�:RUOG�%DQN�(FRQRPLF�5HYLHZ�:RRG��$GULDQ���������1RUWK�6RXWK�7UDGH��(PSOR\PHQW�DQG�,QHTXDOLW\���&KDQJLQJ�)RUWXQHV�LQ�D�6NLOO�'ULYHQ�:RUOG���2[IRUG���&ODUHQGRQ�3UHVV�:RUOG�%DQN������D��:RUOG�'HYHORSPHQW�5HSRUW ��:RUNHUV�LQ�DQ�,QWHJUDWLQJ�:RUOG ��5HSRUW�1R������:RUOG�%DQN������E��µ:LOO�$UDE�:RUNHUV�3URVSHU�RU�%H�/HIW�2XW�LQ�WKH�7ZHQW\ �)LUVW�&HQWXU\"¶�6XSSOHPHQW�WR�:RUOG�'HYHORSPHQW�5HSRUW� :RUNHUV�LQ�DQ�,QWHJUDWLQJ�:RUOG�=D\WRXQ��0RKD\D�$��������³(DUQLQJV�DQG�WKH�&RVW�RI�/LYLQJ��$Q�$QDO\VLV�RI�5HFHQW�'HYHORSPHQWV�LQ�WKH�(J\SWLDQ�(FRQRP\´��LQ�+��+DQGRXVVD�DQG�*LOOLDQ�3RWWHU��HGV��(PSOR\PHQW�DQG�6WUXFWXUDO�$GMXVWPHQW��(J\SW�LQ�WKH�����V ��&DLUR��$8&�3UHVV��&DLUR�=RXDUL�%RXDWWXU��6DOPD��������³(YROXWLRQ�GH�0DUFKH�GX�7UDYDLO�7XQLVLHQ����������´��8QLYHUVLWH�GH�6ID[�
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