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PDUNHWV�FULVHV�RI�WKH�ODWH�����V�DOVR�FRQWULEXWHG�WR�WKH�ZRUVHQLQJ�RI�WKH�RYHUDOO EDODQFH�RI�SD\PHQWV��
)LJXUH����5HDO�DQG�1RPLQDO�([FKDQJH�5DWHV�LQ�(J\SW

��
��
��

���
���
���
���
���

���� ���� ���� ���� ���� ���� ���� ���� ���� ����

5HDO�
(IIHF

WLYH�(
[FKDQ

JH�5D
WH

���� 
���

���
���
���
���
���
���
���

1RPL
QDO�(

[FKDQ
JH�5D

WH
(��8

6'

5HDO�([FKDQJH�5DWH

1RPLQDO�([FKDQJH�5DWH

7KH�(J\SWLDQ�JRYHUQPHQW�ZDV�QRW�UHDG\�IRU�WKHVH�VKRFNV�DQG�LWV�SROLF\�UHVSRQVH�ZDV�UDWKHU�DPELJXRXV��(YHQ�WKRXJK�D�IL[HG�H[FKDQJH�UDWH�VKRXOG�QRW�DOORZ�FRQGXFWLQJ�DQ�LQGHSHQGHQW�PRQHWDU\�SROLF\��WKH�&HQWUDO�%DQN¶V�ILUVW�UHVSRQVH�WR�WKH�H[WHUQDO�VKRFNV�ZDV�WR�OHW�FRPPHUFLDO�EDQNV�DEVRUE�WKH�LQFUHDVH�LQ�IRUHLJQ�H[FKDQJH�GHPDQG�DQG�OHW�GRPHVWLF�FUHGLW�DFFHOHUDWH�WR�OHYHOV�ZHOO�DERYH�WKRVH�SUHYDLOLQJ�EHIRUH�WKH�VKRFNV��7KLV�OD[�PRQHWDU\�SROLF\��KRZHYHU��LQFUHDVHG�WKH�SUHVVXUH�RQ�WKH�H[FKDQJH�UDWH�SHJ�DQG�IRUFHG�WKH�&HQWUDO�%DQN�WR�WLJKWHQ�PRQHWDU\�FRQGLWLRQV�GXULQJ������������:KLOH�D�OLJKW�GHSUHFLDWLRQ�RU�D�VWURQJ�GHIHQVH�RI�WKH�3RXQG�ZRXOG�KDYH�SUREDEO\�FDOPHG�WKH�PDUNHWV��WKH�&HQWUDO�%DQN�ZDV��DW�ILUVW��UHOXFWDQW�LQ�UHOHDVLQJ�LQWHUQDWLRQDO�UHVHUYHV��DQG�LQ�D�VLWXDWLRQ�RI�KLJK�GROODU�GHPDQG��GROODU�VKRUWDJHV�GHYHORSHG��7KH�VLWXDWLRQ��LQ�IDFW��ZDV�UDWKHU�FKDRWLF�GXULQJ�PRVW�RI�WKH�VXPPHU�RI�������ZLWK�PRQH\�FKDQJHUV�GHDOLQJ�LQ�GROODUV�DW�UDWHV�WKDW�ZHUH�ZHOO�DERYH�WKH�&HQWUDO�%DQN�UDWH�RI�(������86����7KH�GHIHQVH�RI�WKH�H[FKDQJH�UDWH�SHJ�HYHQWXDOO\�OHG�WR�D�GUDVWLF�GHFUHDVH�LQ�LQWHUQDWLRQDO�UHVHUYHV�ZKLFK��LQ�WXUQ��JHQHUDWHG�H[SHFWDWLRQV�IRU�D�GHYDOXDWLRQ�DQG�OHG�WR�DQ�LQFUHDVH�LQ�WKH�GHPDQG�RI�86�GROODUV�DQG�IXUWKHU�
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ORVVHV�LQ�UHVHUYHV�ZKLFK�GURSSHG�E\�DOPRVW�RQH�IRXUWK�GXULQJ�WKH�����������SHULRG��IURP����WR����ELOOLRQ�86�GROODUV���/DFNLQJ�DFFHVV�WR�PRQHWDU\�SROLF\��WKH�*RYHUQPHQW�DGRSWHG�DQ�H[SDQVLRQDU\�ILVFDO�SROLF\�WKDW�OHG�WR�D�EXGJHW�GHILFLW�RI���SHUFHQW�RI�*'3��7KH�GHILFLW�ZDV�ODUJHO\�ILQDQFHG�E\�VHOOLQJ�ERQGV�WR�WKH�&HQWUDO�%DQN��&HQWUDO�%DQN�FUHGLW�WR�WKH�*RYHUQPHQW�LQFUHDVHG�E\�QHDUO\����SHUFHQW�GXULQJ�WKH�ILUVW�KDOI�RI�ILVFDO�\HDU������������JHQHUDWLQJ�QRQ�VXVWDLQDEOH�OHYHOV�RI�PRQH\�ILQDQFLQJ�WKDW�ZHUH�FOHDUO\�LQFRQVLVWHQW�ZLWK�D�SHJJHG�H[FKDQJH�UDWH��6WDUWLQJ�0D\�������WKH�&HQWUDO�%DQN�DOORZHG�IRU�D�VORZ�GHSUHFLDWLRQ�RI�WKH�(J\SWLDQ�3RXQG��7KH�UDWH�RI�GHSUHFLDWLRQ�DFFHOHUDWHG�GXULQJ�WKH�)DOO�������ZLWK�WKH�H[FKDQJH�UDWH�PRYLQJ�IURP�(������86���WR�(�������86����2Q�-DQXDU\�����������WKH�*RYHUQPHQW�LQWURGXFHG�D�³PDQDJHG�SHJ´�H[FKDQJH�UDWH�V\VWHP�ZLWK�D�FHQWUDO�UDWH�RI�(�������86���DQG�SOXV�PLQXV���SHUFHQW�EDQGV��2Q�-XO\����������WKH�FHQWUDO�UDWH�ZDV�WKHQ�PRYHG�WR�(������86���DQG�WKH�EDQGV�H[SDQGHG�WR�SOXV�PLQXV�����SHUFHQW��2Q�$XJXVW����WKH�&HQWUDO�%DQN�HVWDEOLVKHG�D�³FUDZOLQJ�EDQG´�H[FKDQJH�UDWH�V\VWHP�DQG�VHW�WKH�FHQWUDO�UDWH�WR�(�������86���ZLWK�EDQGV�RI�SOXV�PLQXV���SHUFHQW��7KH�QHZ�H[FKDQJH�UDWH�V\VWHP�ZDV�DOVR�DFFRPSDQLHG�E\�D�ORRVHU�PRQHWDU\�SROLF\�H[HPSOLILHG�E\�D�GHFUHDVH�RI�WKH�GLVFRXQW�UDWH�DQG�UHVHUYH�UHTXLUHPHQWV�DQG�E\�IXUWKHU�H[SDQGLQJ�&HQWUDO�%DQN¶V�FUHGLW�WR�WKH�*RYHUQPHQW�$OWKRXJK�WKHVH�QHZ�SROLFLHV�VHHP�WR�LQGLFDWH�WKDW�WKH�(J\SWLDQ JRYHUQPHQW�LV�PRYLQJ�WRZDUGV�D�PRUH�IOH[LEOH�DSSURDFK�WR�H[FKDQJH�UDWH�PDQDJHPHQW�WKDW�DOORZV�IRU�VRPH�VWDELOL]DWLRQ�RI�WKH�UHDO�H[FKDQJH�UDWH�DQG�VRPH�XVH�RI�PRQHWDU\�SROLF\��WKH�(J\SWLDQ�JRYHUQPHQW�FRQWLQXHV�WR�EH�UDWKHU�UHDFWLYH�DQG�WR�VHQG�PL[HG�PHVVDJHV���,Q�SDUWLFXODU��ZKLOH�WKH�DQQRXQFHPHQW�RI�WKH�QHZ�H[FKDQJH�UDWH�UHJLPH�VWDWHG�WKDW�³7KH�&HQWUDO�%DQN�UDWH�ZLOO�SHULRGLFDOO\�EH�UHYLHZHG�DFFRUGLQJ�WR�WKH�PDUNHW�FRQGLWLRQV�´�WKH�SDULW\�KDV�EHHQ�WRXFKHG�RQO\�WZLFH�VLQFH�LWV�LQWURGXFWLRQ��7KHVH�PL[HG�SROLF\�VLJQDOV�JHQHUDWHG�H[SHFWDWLRQV�IRU�D�GHSUHFLDWLRQ�DQG��EHIRUH�$XJXVW����OHG�WR�QHZ�FXUUHQF\�VKRUWDJHV�DQG�JDYH�QHZ�OLIH�WR�WKH�IRUHLJQ�FXUUHQF\�EODFN�PDUNHW��

� 7KLV�VKLIW�LQ�SROLF\�DOVR�DIIHFWHG�GRPHVWLF�OLTXLGLW\��,Q�SDUWLFXODU��ZKLOH�WKH�UHOLDQFH�RQ�FRPPHUFLDO�EDQNV�WR�VDWLVI\�WKH�IRUHLJQ�FXUUHQF\�QHHGV�LQFUHDVHG�GRPHVWLF�OLTXLGLW\��WKH�VDOH�RI�IRUHLJQ�FXUUHQF\�E\�WKH�&HQWUDO�%DQN�WLJKWHQHG�WKH�OLTXLGLW\�FRQGLWLRQV��� 7KH�GHWHULRUDWLRQ�RI�WKH�ILVFDO�VLWXDWLRQ�ZDV�SUREDEO\�DW�WKH�EDVLV�RI�6WDQGDUG�DQG�3RRU¶V�GHFLVLRQ�WR�FXW�(J\SW¶V�ORFDO�FXUUHQF\�UDWLQJ�IURP�$� WR�%%%���0RUH�UHFHQWO\��WKH�(J\SWLDQ�JRYHUQPHQW�ZDV�DEOH�WR�VDWLVI\�VRPH�RI�LWV ILQDQFLQJ�QHHGV�E\�LVVXLQJ�(XURERQGV�IRU�D�WRWDO�RI�86������ELOOLRQ��7KH�ERQG�SODFHPHQW�ZDV�UDWKHU�VXFFHVVIXO�DQG�SULFHG�ZLWK�VSUHDGV�WKDW�DUH�DPRQJ�WKH�ORZHVW�IRU�FRXQWULHV�WKDW�VKDUH�(J\SW¶V�IRUHLJQ�FXUUHQF\�VRYHUHLJQ�UDWLQJ��()*�+(50(6���������� %HIRUH�WKH�GHSUHFLDWLRQ�RI�$XJXVW����(J\SW�KDG�WKUHH�SDUDOOHO�FXUUHQF\�H[FKDQJH�PDUNHWV��WKH�EDQN�PDUNHW��LQ�ZKLFK�LW�LV�YLUWXDOO\�LPSRVVLEOH�WR�EX\�IRUHLJQ�FXUUHQF\���WKH�PRQH\FKDQJHUV�PDUNHW��DQG�WKH�EODFN�PDUNHW�



,,,��$�VLPSOH�PDFURHFRQRPLF�IUDPHZRUN
7KH�SXUSRVH�RI�WKLV�VHFWLRQ�LV�WR�GHYHORS�D�IUDPHZRUN�WKDW�VKRZV�ZK\�XQWLO�WKH�PLG�����V��FXUUHQF\�GHSUHFLDWLRQ�ZDV�QRW�DQ�RSWLRQ�IRU�(J\SW�DQG�ZK\�D�IOH[LEOH�H[FKDQJH�UDWH�LV�QRZ�PRUH�DGYLVDEOH��7KH�VHFWLRQ�DOVR�WULHV�WR�LGHQWLI\�WKH�PDLQ�SROLWLFDO�HFRQRP\�REVWDFOHV�WR�UHIRUPLQJ�PRQHWDU\�PDQDJHPHQW�LQ�(J\SW�:KLOH�DFDGHPLF�GLVFXVVLRQV�RI�PDFURHFRQRPLF�SROLFLHV�DUH�EDVHG�RQ�WKHRUHWLFDO�PRGHOV�WKDW�HPSKDVL]H�PLFURIRXQGDWLRQV�DQG�IRFXV�RQ�WKH�LQWHUWHPSRUDO�EHKDYLRU�RI�RSWLPL]LQJ�DJHQWV��WKH�ZRUNKRUVH�RI�PRVW�SROLF\�GLVFXVVLRQ�LV�VWLOO�WKH�VWDQGDUG�,6�/0�PRGHO DQG�LWV�RSHQ�HFRQRP\�H[WHQVLRQ�GHYHORSHG�E\�5REHUW�0XQGHOO�DQG�0DUFXV�)OHPLQJ�� 7KLV�VHFWLRQ�GHVFULEHV�WKH�EHKDYLRU�RI�WKH�(J\SWLDQ�HFRQRP\�ZLWK�D�0XQGHOO�)OHPLQJ�IUDPHZRUN�WKDW�LQFOXGHV�WZR�HOHPHQWV�FRPPRQ�WR�PDQ\�HPHUJLQJ�PDUNHW�FRXQWULHV�DQG�DOVR�SUHVHQW�LQ�(J\SW��7KH�ILUVW�LV�WKH�GHJUHH�RI�SDVVWKURXJK�IURP�H[FKDQJH�UDWH�WR�SULFHV��DQG�WKH�VHFRQG�LV�WKH�SUHVHQFH�RI�GHSRVLW�DQG�OLDELOLW\�GROODUL]DWLRQ��7KH�PRGHO�ZLOO�VKRZ�WKDW�WKHVH�HOHPHQWV�DWWHQXDWH�WKH�SUHVFULSWLRQV�RI�WKH�WH[WERRN�0XQGHOO�)OHPLQJ�PRGHO��7KH�PRGHO�FDQ�DOVR�EH�XVHG�WR�VKRZ�WKDW�FKDQJHV�LQ�WKH�PDFURHFRQRPLF�VLWXDWLRQ�PD\�MXVWLI\�FKDQJHV�LQ�PDFURHFRQRPLF�SROLF\��,Q�SDUWLFXODU��WKH�SDSHU�VXJJHVWV�WKDW�ORZHU�SDVVWKURXJK��ORZHU�GROODUL]DWLRQ��DQG�D�GHFUHDVH�RI�WKH�GROODU�YDOXH�RI�IRUHLJQ�SULFHV��GXH�WR�WKH�ZHDNQHVV�RI�WKH�(XUR��MXVWLI\�D�PRYHPHQW�WR�D�PRUH�IOH[LEOH�H[FKDQJH�UDWH�DQG�D�PRUH�DJJUHVVLYH�XVH�RI�PRQHWDU\�SROLF\��
7KH�PRGHO7KH�PRGHO�FRQVLVWV�RI�IRXU�HTXDWLRQV��7KH�ILUVW�HTXDWLRQ�GHVFULEHV�WKH�HTXLOLEULXP�LQ�WKH�JRRGV�PDUNHW��,6�VFKHGXOH��� � ����������� <1;*LGLG<$< HHS ��'���� ���:KHUH�$ VWDQGV�IRU�GRPHVWLF�DEVRUSWLRQ��L DQG�L DUH�WKH�GRPHVWLF�DQG�IRUHLJQ�QRPLQDO�LQWHUHVW�UDWHV��� LV�WKH�LQIODWLRQ�UDWH��G LV�WKH�VKDUH�RI�GHEW�GHQRPLQDWHG�LQ�IRUHLJQ�FXUUHQF\��IURP�QRZ�RQ�G ZLOO�EH�UHIHUUHG�WR�DV�WKH�GHJUHH�RI�GROODUL]DWLRQ���0 WKH�UHDO�H[FKDQJH�UDWH��*D�PHDVXUH�RI�WKH�VWDQFH�RI�ILVFDO�SROLF\��DQG�1; QHW�H[SRUWV��$V�LW�LV�VWDQGDUG� ,�DVVXPH��� � �� $ �� �� �$ �� �� !1; ��DQG� �� �1; ��7KH�RQO\�GLIIHUHQFH�EHWZHHQ�(TXDWLRQ�����DQG�D�VWDQGDUG�,6�HTXDWLRQ�LV�WKDW�WKH�IRUPHU�LQFOXGHV�WKH�GHJUHH�RI�GROODUL]DWLRQ�DQG�WKH�H[�SRVWGRPHVWLF�FXUUHQF\�UHDO�LQWHUHVW�UDWH�RI�IRUHLJQ�FXUUHQF\�GHQRPLQDWHG�GHEW� ��� H'�LG G!�
� )RU�PLFURIRXQGHG�PRGHOV�WKDW�DLP�DW�H[SODLQLQJ�H[FKDQJH�UDWH�SROLFLHV�LQ�HPHUJLQJ�PDUNHW�FRXQWULHV�VHH��$JKLRQ��%DFFKHWWD��DQG�%DQHUMHH���������&KDQJ��&HVSHGHV��DQG�9HODVFR���������DQG�/DKLUL�DQG�9HJK���������)RU�HPSLULFDO�DQDO\VLV�RI�WKH�FRUUHODWLRQ�DPRQJ�SDVVWKURXJK��OLDELOLW\�GROODUL]DWLRQ��DQG�H[FKDQJH�UDWH�IOH[LELOLW\��VHH�+DXVPDQQ��3DQL]]D��DQG�6WHLQ��������������DQG�&DOYR�DQG�5HLQKDUW��������



FDSWXUHV�WKH�LGHD�WKDW�GRPHVWLF�ILUPV�PD\�QRW�EH�DEOH�RU�ZLOOLQJ�WR�VDWLVI\�DOO�WKHLU�ILQDQFLQJ�QHHGV�LQ�GRPHVWLF�FXUUHQF\��VHH�$JKLRQ�HW�DO���������IRU�WKH PLFURIRXQGDWLRQV�RI�WKLV�DVVXPSWLRQ���$V�OLDELOLW\�GROODUL]DWLRQ�LV�D�NH\�HOHPHQW�RI�WKH�PRGHO��LW�LV�LPSRUWDQW�WR�FKHFN�LI�GROODUL]DWLRQ�LV�D�VHULRXV�LVVXH�LQ�(J\SW��)LJXUH���LOOXVWUDWHV�GHSRVLW�GROODUL]DWLRQ��GHILQHG�DV�WKH�VKDUH�RI�EDQN�GHSRVLWV�KHOG�LQ�IRUHLJQ�FXUUHQF\��DQG�OLDELOLW\�GROODUL]DWLRQ��GHILQHG�DV�WKH�IRUHLJQ�FXUUHQF\�VKDUH�RI�WRWDO�EDQN�FUHGLW��IRU�WKH�SULYDWH�EXVLQHVV�VHFWRU�DQG�WKH�EXVLQHVV�VHFWRU�DV�D�ZKROH��L�H���LQFOXGLQJ�VWDWH�RZQHG�FRPSDQLHV����7KH�ILJXUH�FOHDUO\�VKRZV�WKDW�ZKLOH�GHSRVLW�GROODUL]DWLRQ�GURSSHG�VXEVWDQWLDOO\�DW�WKH�EHJLQQLQJ�RI�WKH�SHULRG�RI�VWUXFWXUDO�UHIRUPV��OLDELOLW\�GROODUL]DWLRQ�NHSW�LQFUHDVLQJ�XQWLO�WKH�PLG�����V��DQG�LQ�������PRUH�WKDQ����SHUFHQW�RI�EDQN�FUHGLW�WR�WKH�SULYDWH�EXVLQHVV�VHFWRU�ZDV�LQ�IRUHLJQ�FXUUHQF\�
)LJXUH����)RUHLJQ�&XUUHQF\�$VVHWV�DQG�/LDELOLWLHV�RI�WKH�%DQNLQJ�6HFWRU
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6KDUH�RI�%DQN�&UHGLW�LQ�)RUHLJQ�&XUUHQF\�WR�%XVLQHVV�6HFWRU��3XEOLFDQG�3ULYDWH�

6KDUH�RI�%DQN�&UHGLW�LQ�)RUHLJQ�&XUUHQF\�WR�3ULYDWH�%XVLQHVV�6HFWRU
6KDUH�RI�)RUHLJQ�&XUUHQF\�'HQRPLQDWHG�1RQ�*RYHUQPHQW�'HSRVLWV

(TXLOLEULXP�LQ�WKH�PRQH\�PDUNHW�LV�UHSUHVHQWHG�E\�D�VWDQGDUG�/0�FXUYH�� �<L/30 � ���
ZLWK ��L/ DQG� �!</ ��([WHUQDO�HTXLOLEULXP�LV�GHVFULEHG�E\�WKH�EDODQFH�RI�SD\PHQW�HTXDWLRQ�� ������  ��� <1;LL&) HU ���ZKHUH�&) DUH�FDSLWDO�IORZV��&)© LV�WKH�GHJUHH�RI�FDSLWDO�PRELOLW\��DQG�j LV�D�PHDVXUH�RI�FRXQWU\�ULVN��,W�LV�ZHOO�NQRZQ�WKDW�ZLWK�LPSHUIHFW�FDSLWDO�PRELOLW\�� f�� 
� &) ���(TXDWLRQ�����\LHOGV�D�SRVLWLYHO\�VORSHG�EDODQFH�RI�SD\PHQW�FXUYH��VHH�)LJXUH�����)LQDOO\��,�DVVXPH�WKDW�WKH�SULFH�OHYHO�LV�GHWHUPLQHG�E\�WKH�IROORZLQJ�HTXDWLRQ�



�� SHS � J ���ZKHUH�S DQG�S DUH�WKH�ORJV�RI�WKH�GRPHVWLF�DQG�IRUHLJQ�SULFH�OHYHOV��H LV�WKH�ORJ�RI�WKH�QRPLQDO�H[FKDQJH�UDWH��DQG�m LV�WKH�GHJUHH�RI�SDVVWKURXJK�IURP�H[FKDQJH�UDWH�WR�SULFHV���7KH��ORJ�RI�WKH��UHDO�H[FKDQJH�UDWH�LV�WKHUHIRUH�GHILQHG�DV�� ����� SHSSH �� �� JH ��&OHDUO\��ZKHQ�G m ���WKH�DERYH�PRGHO�UHGXFHV�WR�D�WH[WERRN�0XQGHOO�)OHPLQJ�PRGHO�ZLWK�IL[HG�SULFHV�DQG�QR�OLDELOLW\�GROODUL]DWLRQ��$OWKRXJK�WKH�SUHVHQFH�RI�IRUHLJQ�FXUUHQF\�GHEW�LQFUHDVHV�WKH�VORSH�RI�WKH�,6�FXUYH��ZKHQ�G � WKH�,6�FXUYH�LV�YHUWLFDO���IRUHLJQ�FXUUHQF\�GHEW�DQG�WKH�GHJUHH�RI�SDVVWKURXJK�GR�QRW�DIIHFW�WKH�VORSH�RI�WKH�/0�DQG�%%�FXUYHV��VHH�WKH�$SSHQGL[�IRU�D�SURRI��
(FRQRPLF�VKRFNV�DQG�SROLF\�UHDFWLRQ/HW�XV�QRZ�DQDO\]H�WKH�SRVVLEOH�SROLF\�UHVSRQVHV�WR�D�QHJDWLYH�H[WHUQDO�VKRFN�LQ�DQ�HFRQRP\�ZLWK�WKH�FKDUDFWHULVWLFV�RI�WKH�PRGHO�RI�6HFWLRQ������5HIHU�WR�)LJXUH���DQG�DVVXPH�WKDW�<IUHSUHVHQWV�FDSDFLW\�LQFRPH�EXW�WKDW�DQ�H[WHUQDO�VKRFN�SXW�WKH�HFRQRP\�LQ�HTXLOLEULXP�$ ZLWK�DQ�HTXLOLEULXP�LQFRPH�RI�<��� 8QGHU�D�IOH[LEOH�H[FKDQJH�UDWH�V\VWHP��SROLF\�PDNHUV�FDQ�UHVSRQG�WR�WKH�H[WHUQDO�VKRFN�ZLWK�DQ�H[SDQVLRQDU\�ILVFDO�SROLF\��H[SDQVLRQDU\�PRQHWDU\�SROLF\��RU�D�GHSUHFLDWLRQ�RI�WKH�H[FKDQJH�UDWH��WKH�ODVW�WZR�SROLFLHV�DUH�HTXLYDOHQW���:LWK�D�IL[HG�H[FKDQJH�UDWH�V\VWHP��PRQHWDU\�SROLF\�LV�LQHIIHFWLYH�DQG�KHQFH�WKH�RQO\�UHVSRQVH�WR�D�QHJDWLYH�VKRFN�LV�DQ�H[SDQVLRQDU\�ILVFDO�SROLF\��)LVFDO�SROLFLHV�DUH��KRZHYHU��SUREOHPDWLF��)LUVW�RI�DOO��WKHUH�LV�HYLGHQFH�WKDW�LQ�PDQ\�GHYHORSLQJ�FRXQWULHV�ILVFDO�SROLF\�LV�SURF\FOLFDO�UDWKHU�WKDQ�FRXQWHUF\FOLFDO��6HFWLRQ���VKRZV�WKDW�WKLV�LV�DOVR�WKH�FDVH�IRU�(J\SW���6HFRQG��WKHUH�LV�QRZ�D�FRQVHQVXV�WKDW��HYHQ�LQ�KLJK�LQFRPH�FRXQWULHV��GLVFUHWLRQDU\�ILVFDO�SROLFLHV�DUH�SUREOHPDWLF�DQG�WKDW�ILVFDO�VWDELOL]DWLRQ�VKRXOG�RQO\�RSHUDWH�WKURXJK�DXWRPDWLF�VWDELOL]HUV��7D\ORU���������+HQFH��,�ZLOO�VWDUW�E\�IRFXVLQJ�RQ�PRQHWDU\�SROLF\�DQG�DQDO\]H�WKH�RSWLPDO�UHVSRQVH�WR�DQ�H[WHUQDO�VKRFN�ZLWK�WKH�VWDQGDUG�0XQGHOO�)OHPLQJ�PRGHO��L�H���E\�VHWWLQJ�G m ����,Q�SDUWLFXODU��)LJXUH���LOOXVWUDWHV�WKH�HIIHFW�RI�D�GHSUHFLDWLRQ�XQGHU�WKH�VWDQGDUG�K\SRWKHVLV�RI�QR�OLDELOLW\�GROODUL]DWLRQ�DQG�QR�SDVVWKURXJK��$W�WKH�LQLWLDO�HTXLOLEULXP��$��LQFRPH�LV�<� DQG�WKH�LQWHUHVW�UDWH�LV�L����7KH�GHSUHFLDWLRQ�OHDGV�WR�DQ�LQFUHDVH�LQ�QHW�H[SRUWV�DQG�VKLIWV�WKH�,6�DQG�%%�FXUYHV�WR�WKH�ULJKW��WR�,6¶�DQG�%%¶���7KH�LQFUHDVH�LQ�LQFRPH�JHQHUDWHV�DQ�LQFUHDVH�LQ�PRQH\�GHPDQG�DQG�VKLIWV�WKH�LQWHUHVW�UDWH�WR�L���7KLV�KLJK�LQWHUHVW�UDWH��WRJHWKHU�ZLWK�WKH�LQFUHDVH�LQ�WKH�FXUUHQW�DFFRXQW��JHQHUDWHV�D�VXUSOXV�LQ�WKH�EDODQFH�RI�SD\PHQWV�WKDW��LQ�DEVHQFH�RI�VWHULOL]DWLRQ��LQFUHDVHV�PRQH\�VXSSO\�DQG�VKLIWV�WKH�/0�FXUYH�WR�/0¶�\LHOGLQJ�
� :H�FDQ�WKLQN�RI�VHYHUDO�H[WHUQDO�VKRFNV�WKDW�DIIHFWHG�(J\SW�LQ�WKH�ODWH�����V��WKH�GHFUHDVH�LQ�WRXULVP�UHFHLSWV�WKDW�IROORZHG�WKH�/X[RU�PDVVDFUH��WKH�GHFUHDVH�LQ�WKH�SULFH�RI�RLO�LQ�WKH�PLG�WR�ODWH�����V��WKH�DSSUHFLDWLRQ�RI�WKH�UHDO�H[FKDQJH�UDWH�GXH�WR�D�ZHDN�(XUR�DQG�WKH�FXUUHQF\�FULVLV�LQ�(DVW�$VLD�
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WKH�QHZ�HTXLOLEULXP�DW�&��7KH�QHZ�HTXLOLEULXP�KDV D�KLJKHU�OHYHO�RI�LQFRPH�DQG�D�ORZHU�LQWHUHVW�UDWH��
)LJXUH����(FRQRPLF�3ROLFLHV�LQ�D�0XQGHOO�)OHPLQJ�)UDPHZRUN

7KH�SUHVHQFH�RI�OLDELOLW\�GROODUL]DWLRQ�DQG�SDVVWKURXJK��KRZHYHU��DIIHFWV�KRZ�H[FKDQJH�UDWH�PRYHPHQWV�VKLIW�WKH�,6��/0��DQG�%%�FXUYHV��WKLV�LV�IRUPDOO\�VKRZQ�LQ�WKH�$SSHQGL[���,Q�SDUWLFXODU��KLJK�YDOXHV�RI�G RU�m FRXOG�JHQHUDWH�D�VLWXDWLRQ�LQ�ZKLFK�D�GHSUHFLDWLRQ�FRXOG�PRYH�WKH�,6�FXUYH�WR�WKH�OHIW��7KLV�FRQWUDVWV�ZLWK�WKH�VWDQGDUG�0XQGHOO�)OHPLQJ�UHVXOW�WKDW�WKH�GLUHFW�HIIHFW�RI�D�GHYDOXDWLRQ�PRYHV�WKH�,6�WR�WKH�ULJKW��0RUH�JHQHUDOO\��WKH�KLJKHU�G RU�m��WKH�OHVV HIIHFWLYH�LV�PRQHWDU\�RU�H[FKDQJH�UDWH�SROLF\�LQ�VKLIWLQJ�WKH�,6�FXUYH��,W�LV�DOVR�SRVVLEOH�WR�VKRZ��(TXDWLRQ�$��LQ�WKH�$SSHQGL[��WKDW�ZKHQ�m!���GHYDOXDWLRQV�KDYH�D�GLUHFW�HIIHFW�RQ�WKH�/0�FXUYH��,Q�SDUWLFXODU��DV�WKH�LQFUHDVH�LQ�WKH�SULFH�OHYHO�UHGXFHV�UHDO�PRQH\�EDODQFHV��GHYDOXDWLRQV�PRYH�WKH�/0�FXUYH�WR�WKH�OHIW��)LQDOO\��WKH�ODUJHU�WKH�SDVVWKURXJK��WKH�VPDOOHU�WKH�ULJKWZDUG�VKLIW�RI�WKH�%%�FXUYH��(TXDWLRQ�$����:LWK�SHUIHFW�SDVVWKURXJK��m ����UHDO�GHYDOXDWLRQV�DUH�LPSRVVLEOH��DQG�WKHUHIRUH��D�GHYDOXDWLRQ�RI�WKH�QRPLQDO�H[FKDQJH�UDWH�ZLOO�QRW�VKLIW�WKH�%%�FXUYH���7KH�EDVLF�PHVVDJH�LV�WKDW�WKH�KLJKHU�WKH�OHYHO�RI�OLDELOLW\�GROODUL]DWLRQ�

� ,�FRXOG�KDYH�GHVFULEHG�WKH�VDPH�HYHQWV�XVLQJ�DQ�H[SDQVLRQDU\�PRQHWDU\�SROLF\�DV�ILUVW�DFWLRQ���2WKHU�WKLQJV�HTXDO��D�GHSUHFLDWLRQ�DQG�DQ�H[SDQVLRQDU\�PRQHWDU\�SROLF\�KDYH�WKH�VDPH�LPSDFW�RQ�WKH�HFRQRP\��7KH�RQO\�GLIIHUHQFH�EHLQJ�WKDW��ZLWK�DQ�H[SDQVLRQDU\�PRQHWDU\�SROLF\��WKH�LQLWLDO�VKLIW�RI�WKH�/0�FXUYH�LV�H[RJHQRXV��DQG�ZLWK�D�GHSUHFLDWLRQ��WKH�LQLWLDO�VKLIW�RI�WKH�/0�FXUYH�LV�HQGRJHQRXV�



DQG�WKH�KLJKHU�WKH�SDVVWKURXJK�IURP�H[FKDQJH�UDWH�WR�SULFHV��WKH�OHVV�HIIHFWLYH�GHSUHFLDWLRQV�DQG�PRQHWDU\�SROLF\�DUH���,I�ZH�LQWURGXFH�WKH�UHVXOWV�RI�WKH�PRGHO�GHVFULEHG�DERYH�LQ�D�ORVV�IXQFWLRQ�LQ�ZKLFK�WKH�*RYHUQPHQW�DLPV�DW�VWDELOL]LQJ�LQFRPH�DQG�LQIODWLRQ��LW�LV�SRVVLEOH�WR�FRQFOXGH�WKDW��ZLWK�KLJK�OHYHOV�RI�SDVVWKURXJK�DQG�OLDELOLW\�GROODUL]DWLRQ��GHSUHFLDWLRQV��RU�H[SDQVLRQDU\�PRQHWDU\�SROLFLHV��PD\�LQGXFH�ODUJH�FRVWV�LQ�WHUPV�RI�LQIODWLRQ�DQG�OLPLWHG�EHQHILWV�LQ�WHUPV�RI�RXWSXW�VWDELOL]DWLRQ�DQG�WKHUHIRUH�MXVWLI\�D�IL[HG�H[FKDQJH�UDWH�V\VWHP��HVSHFLDOO\�LI�WKH�FRXQWU\�LV�IDFLQJ�OLPLWHG�H[WHUQDO�VKRFNV����
6R��ZKDW�KDV�FKDQJHG"7KH�SUHYLRXV�VHFWLRQ�LOOXVWUDWHG�D�SRVVLEOH�UDWLRQDOH�IRU�WKH�(J\SWLDQ�JRYHUQPHQW¶V�GHFLVLRQ�WR�NHHS�D�IL[HG�H[FKDQJH�UDWH��7KH�SXUSRVH�RI�WKLV�VHFWLRQ�LV�WR�GHVFULEH�ZKDW�KDV�FKDQJHG�DQG�GLVFXVV�ZK\�WKH�(J\SWLDQ�JRYHUQPHQW�VKRXOG�PRYH�WR�D�PRUH�IOH[LEOH�H[FKDQJH�UDWH�V\VWHP��7KH�VHFWLRQ�DOVR�DQDO\]HV�WKH�SROLWLFDO�HFRQRP\�LVVXHV�WKDW�PD\�KDYH�OHG�WR�WKH�EHKDYLRU�RI�(J\SWLDQ�SROLF\�PDNHUV����7KH�IDFWRUV�WKDW�MXVWLI\�D�PRYH�WR�D�PRUH�IOH[LEOH�H[FKDQJH�UDWH�V\VWHP�LQ�(J\SW�FDQ�EH�VXPPDUL]HG�DV�IROORZV���L��ODUJH�UHDO�VKRFNV�WKDW�UHTXLUH�VRPH�VRUW�RI�SROLF\�UHVSRQVH���LL��GLVWRUWLRQV�FDXVHG�E\�WKH�XQZLOOLQJQHVV�RI�WKH�DXWKRULWLHV�RI�KDYLQJ�D�PDUNHW�GHWHUPLQHG�SHJJHG�H[FKDQJH�UDWH���LLL��UHGXFWLRQ�RI�OLDELOLW\�GROODUL]DWLRQ���LY��SRVVLEOH�GHFUHDVH�RI�WKH�SDVVWKURXJK��DQG��Y��ZHDNQHVV�RI�WKH�(XUR�8QWLO�������(J\SW�IDFHG�D�YHU\�IDYRUDEOH�H[WHUQDO�HQYLURQPHQW��)ROORZLQJ�WKH�VWUXFWXUDO�UHIRUP�SURJUDP��WKH�HFRQRP\�ZDV�JURZLQJ�DW�D�KHDOWK\�SDFH��JRYHUQPHQW�DFFRXQWV�KDG�LPSURYHG�VXEVWDQWLDOO\��DQG�VWHDG\�EDODQFH�RI�SD\PHQW�VXUSOXVHV�KDG�DOORZHG�WKH�(J\SWLDQ�&HQWUDO�%DQN�WR�DFFXPXODWH�D�ODUJH�DPRXQW�RI�LQWHUQDWLRQDO�UHVHUYHV��7KH�QHJDWLYH�VKRFNV�RI�WKH�ODWH�����V��KRZHYHU��VORZHG�JURZWK��GHWHULRUDWHG�SXEOLF�DFFRXQWV��SXW�WKH�EDODQFH�RI�SD\PHQW�LQWR�GHILFLW� DQG�PDGH�FOHDU�WKDW�VRPH�SROLF\�UHVSRQVH�ZDV�FDOOHG�IRU��*LYHQ�WKH�VHYHULW\�RI�H[WHUQDO�VKRFNV��WKLV�ZDV�SUREDEO\�WKH�PRPHQW�WR�DOORZ�IRU�D�OLPLWHG�GHSUHFLDWLRQ�RI�WKH�FXUUHQF\�DQG�DGRSW�DQ�H[SDQVLRQDU\�PRQHWDU\�SROLF\��$OWHUQDWLYHO\��LI�WKH�JRYHUQPHQW�ZDQWHG�WR�PDLQWDLQ�LWV�IL[HG�H[FKDQJH�UDWH��LW�VKRXOG�KDYH�WDNHQ�GUDVWLF�DFWLRQV�VR�WKDW�WKH�PDUNHW�UDWH�ZRXOG�EH�LQ�OLQH�ZLWK�WKH�RIILFLDO�SHJ��7KH�(J\SWLDQ�JRYHUQPHQW��KRZHYHU��KDG�QRW�UHFHQWO\�IDFHG�DQ\�QHJDWLYH�VKRFN��DQG�LWV�SROLF\�UHVSRQVH�ZDV�UDWKHU�FRQIXVLQJ��7KH�*RYHUQPHQW��LQ�IDFW��WULHG�WR�SURGXFH�D�ILVFDO�VWLPXOXV�DQG�WR�DOORZ�VRPH�
�� 7KLV�VHHPV�WR�EH�VXSSRUWHG�E\�$O�6KDZDUE\¶V��������ILQGLQJ�WKDW��LQ�WKH�HDUO\�����V��H[FKDQJH�UDWH�YDULDWLRQV�KDYH�D�OLPLWHG�UROH�LQ�GHWHUPLQLQJ�(J\SW¶V�H[SRUW�SHUIRUPDQFH��� +RZHYHU��/DKLUL�DQG�9pJK��������VKRZ�WKDW�D�IL[HG�H[FKDQJH�UDWH�FRXOG�EH�RSWLPDO�IRU�FRXQWULHV�WKDW�IDFH�ODUJH�H[WHUQDO�VKRFNV



PRQHWDU\�H[SDQVLRQ��DLPHG�DW�ILQDQFLQJ�WKH�LQFUHDVLQJ�GHILFLW���7KHVH�SROLFLHV��KRZHYHU��ZHUH�FRPSOHWHO\�LQFRQVLVWHQW�ZLWK�D�IL[HG�H[FKDQJH�UDWH�DQG�UHVXOWHG�LQ�D�VWRS DQG�JR�SROLF\��LQ�ZKLFK�WKH�*RYHUQPHQW�ILUVW�UHOD[HG�FUHGLW��WKHQ�WLJKWHQHG�LW��DQG�WKHQ�UHOD[HG�LW�DJDLQ��7KLV�FRQIXVHG�WKH�PDUNHWV��OHG�WR�D�VXEVWDQWLDO�WXUPRLO�LQ�WKH�H[FKDQJH�UDWH�PDUNHW��DQG�VFDUHG�DZD\�IRUHLJQ�LQYHVWRUV��WKH�FDSLWDO�DFFRXQW�KDV�EHHQ LQ�GHILFLW�VLQFH�WKH���������ILVFDO�\HDU��VHH�)LJXUH����
)LJXUH����%DODQFH�RI�3D\PHQWV�DQG�,QWHUQDWLRQDO�5HVHUYHV

2QH�SUREOHP�ZLWK�(J\SW¶V�H[FKDQJH�UDWH�SROLF\�ZDV�WKDW�WKH�DXWKRULW\¶V�VXSSRUW�IRU�D�PDUNHW�GHWHUPLQHG IL[HG�H[FKDQJH�UDWH�ZDV�DOZD\V�KDOI�KHDUWHG��,Q�SDUWLFXODU��ZKLOH�(J\SWLDQ�SROLF\�PDNHUV�UHIXVHG�WR�OHW�WKH�FXUUHQF\�GHSUHFLDWH��WKH\�ZHUH�QRW�UHDG\�WR�IXOO\�XVH�PDUNHW�LQVWUXPHQWV�WR�VXVWDLQ�WKH�SHJ��)RU�LQVWDQFH��ZKHQ�GROODU�GHPDQG�URVH��WKH�&HQWUDO�%DQN��LQVWHDG�RI�WLJKWHQLQJ�PRQHWDU\�SROLF\�DQG�UHOHDVLQJ�UHVHUYHV��WULHG�WR�GHDO�ZLWK�WKH�VLWXDWLRQ�ZLWK�PRUDO�VXDVLRQ��7KLV�JHQHUDWHG�GROODU�VKRUWDJHV�ZKLFK��LQ�WXUQ��OHG�WR�D�EODFN�PDUNHW�IRU�IRUHLJQ�FXUUHQF\�DQG�WR�D�JHQHUDO�VLWXDWLRQ�RI�XQFHUWDLQW\�WKDW�LQFUHDVHG�WKH�H[SHFWDWLRQV�IRU�D�GHSUHFLDWLRQ�DQG�IXUWKHU�IXHOHG�GHPDQG�RI�IRUHLJQ�FXUUHQF\��6RPH�REVHUYHUV�PDLQWDLQ�WKDW�WKLV�SROLF\�XQFHUWDLQW\��DQG�WKH�GLVWRUWLRQV�WKDW�DURVH�IURP�WKH�SUHVHQFH�RI�D�EODFN�PDUNHW�ZHUH�PRUH�KDUPIXO�WKDQ�WKH�DSSUHFLDWLRQ�RI�WKH�UHDO�H[FKDQJH�UDWH�DQG�WKH�LQDELOLW\�RI�FRQGXFWLQJ�FRXQWHUF\FOLFDO�PRQHWDU\�SROLF\���
�� 7KH�XQFOHDU�FXUUHQF\�VLWXDWLRQ��IRU�LQVWDQFH��OLPLWV�)',�EHFDXVH�IRUHLJQ�LQYHVWRUV�DUH��DPRQJ�RWKHU�WKLQJV��ZRUULHG�DERXW�WKHLU�DELOLW\�RI�UHSDWULDWLQJ�SURILWV�
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,Q�WKH�VHFRQG�KDOI�RI�WKH�����V��OLDELOLW\�GROODUL]DWLRQ�KDG�GHFUHDVHG�VXEVWDQWLDOO\��IURP����WR����SHUFHQW�RI�WRWDO�SULYDWH�VHFWRU�EXVLQHVV�FUHGLW��)LJXUH����UHGXFLQJ�WKH�SRVVLELOLW\�WKDW�D�FXUUHQF\�GHSUHFLDWLRQ�ZRXOG�EH�FRQWUDFWLRQDU\�DQG�LQFUHDVLQJ�WKH�HIIHFWLYHQHVV�RI�PRQHWDU\�SROLF\��)XUWKHUPRUH��HYHQ�WKRXJK�WKHUH�DUH�QR�GDWD�RQ�WKH�HYROXWLRQ�RI�SDVVWKURXJK�LQ�(J\SW��UHFHQW�UHVHDUFK��*ROGIDMQ�DQG�:HUODQJ��������KDV�VKRZQ�WKDW�SDVVWKURXJK�LV�HQGRJHQRXV�DQG�WHQGV�WR�EH�SRVLWLYHO\�FRUUHODWHG�ZLWK�SDVW�LQIODWLRQ�DQG�WHQGV�WR�GHFUHDVH�LQ�SHULRGV�RI�ORZ�DJJUHJDWH�GHPDQG��*LYHQ�LWV�UHFHQW�LQIODWLRQ�UHFRUG��DQG�WKH�ODFN�RI�D�KLVWRU\�RI�K\SHULQIODWLRQ��DQG�WKH�VORZ�GRZQ�LQ�JURZWK��(J\SW�VHHPV�WR�VDWLVI\�DOO�WKH�FRQGLWLRQV�IRU�D�QRQ�LQIODWLRQDU\�FXUUHQF\�GHSUHFLDWLRQ���7KH�ODVW�IDFWRU�WKDW�MXVWLILHV�D�PRYH�WRZDUGV�D�PRUH�IOH[LEOH�H[FKDQJH�UDWH�V\VWHP�LV�WKH�ZHDNQHVV�RI�WKH�(XUR��*LYHQ�WKDW�PRUH�WKDQ����SHUFHQW�RI�(J\SWLDQ�WUDGH�DQG�PRUH�WKDQ����SHUFHQW�RI�WRXULVWV�WKDW�YLVLW�(J\SW�DUH�IURP�WKH�(XUR�DUHD��WKH�ZHDNQHVV�RI�WKH�(XURSHDQ�FXUUHQF\�VHULRXVO\�UHGXFHV�(J\SWLDQ�FRPSHWLWLYHQHVV��,Q�SDUWLFXODU��D����SHUFHQW�GHYDOXDWLRQ�RI�WKH�(J\SWLDQ�3RXQG�ZRXOG�RQO\�FRPSHQVDWH�IRU�WKH�GHFUHDVH�LQ�YDOXH�RI�WKH�(XUR�YLV�D�YLVWKH�GROODU�DQG�EH�FRPSOHWHO\�QHXWUDO�RQ�GRPHVWLF�SULFHV���7KH�HIIHFWV�RI�WKH�GHSUHFLDWLRQ�RI�WKH�VHFRQG�KDOI�RI������VHHP�WR�FRQILUP�WKH�DQDO\VLV�RI�WKLV�VHFWLRQ��,Q�IDFW��WKH����SHUFHQW�GHSUHFLDWLRQ�RI�WKH�VHFRQG�KDOI�RI������ZDV�IROORZHG�E\�D�GHFOLQH�LQ�LQIODWLRQ�DQG�KDV�OHG�WR�DQ�H[SRUW�ERRP��)LJXUH������6XJJHVWLQJ�WKDW�(J\SW�VKRXOG�PRYH�WR�D�PRUH�IOH[LEOH�H[FKDQJH�UDWH�V\VWHP�GRHV�QRW�LPSO\�WKDW�LW�VKRXOG�LPPHGLDWHO\�DGRSW�D�IUHHO\�IORDWLQJ�H[FKDQJH�UHJLPH��,Q�SDUWLFXODU��6HFWLRQ���RI�WKLV�SDSHU�GLVFXVVHV�WKH�H[SHULHQFH�RI�HPHUJLQJ�PDUNHW�FRXQWULHV�WKDW�VXFFHVVIXOO\�PDQDJHG�WKH�WUDQVLWLRQ�WR�D�IOH[LEOH�H[FKDQJH�UDWH�UHJLPH�DQG�VXJJHVWV�WKDW�(J\SW�VKRXOG�IROORZ�WKHLU�H[DPSOH�DQG�DGRSW�D�VORZ�WUDQVLWLRQ�WR�D�IOH[LEOH�H[FKDQJH�UDWH�FXP LQIODWLRQ�WDUJHWLQJ���:KLOH�LQ�WKH�VHFRQG�KDOI�RI�������WKH�(J\SWLDQ�DXWKRULW\�VHHPHG�WR�JR�LQ�WKLV�GLUHFWLRQ��LQ�WKH�ILUVW�KDOI�RI�������(J\SW�PRYHG�EDFN�WR�D�GH�IDFWR SHJ�DQG�RQO\�DOORZHG�IRU�D�GHSUHFLDWLRQ�RI�WKH�FXUUHQF\�ZKHQ�WKH�EODFN�PDUNHW�SUHPLXP�ZHQW�DERYH����SHUFHQW��� 7KLV�HUUDWLF�EHKDYLRU�LV�SUREDEO\�GXH�WR�WKH�IDFW�WKDW��ZKLOH�VRPH�PHPEHUV�RI�WKH�*RYHUQPHQW�DUH�SXVKLQJ�WRZDUGV�
�� $QRWKHU�IDFWRU�WKDW�GLIIHUHQWLDWHV�(J\SW�IURP�PRVW�HPHUJLQJ�PDUNHW�FRXQWULHV�LV�WKDW�LQ�(J\SW�D�FRQWUROOHG�GHYDOXDWLRQ�LV�XQOLNHO\�WR�GHJHQHUDWH�LQWR�D�QRVH�GLYH�RI�WKH�FXUUHQF\��,Q�SDUWLFXODU��D�IRUHLJQ�H[FKDQJH�FULVLV�LV�XQOLNHO\�WR�KDSSHQ�EHFDXVH�(J\SW¶V�VKRUW�WHUP�LQWHUQDWLRQDO�GHEW�LV�ORZ�DQG�WKH�&HQWUDO�%DQN¶V�WLJKW�FRQWURO�RQ�WKH�GRPHVWLF�EDQNV�PDNHV�D�VKRUWLQJ�RI�WKH�(J\SWLDQ�FXUUHQF\�H[WUHPHO\�GLIILFXOW��� 7KLV�ILJXUH�ZDV�FRPSXWHG�E\�DVVXPLQJ�D����SHUFHQW�WUDGH�VKDUH�ZLWK�(XURSH�DQG�D����SHUFHQW�GHSUHFLDWLRQ�RI�WKH�(XUR�YLV�D�YLV WKH�86�GROODU��� 6LPXODWLRQV�VXJJHVW�WKH�(J\SWLDQ�H[SRUWV�DUH�KLJKO\�VHQVLWLYH�WR�WKH�OHYHO�RI�WKH�IRUHLJQ�H[FKDQJH�UDWH��(&(6���������� ,Q�WKH�ILUVW���PRQWKV�RI�������WKH�&HQWUDO�%DQN�FHQWUDO�UDWH�ZDV�DGMXVWHG�E\�DSSUR[LPDWHO\���SHUFHQW��ZLWK�EODFN�PDUNHW�WUDQVDFWLRQV�UHSRUWHG�WR�EH�DOPRVW����SHUFHQW�DERYH�WKH�%DQN¶V�UDWH��7KH�GHSUHFLDWLRQ�RI�$XJXVW���KHOSHG�LQ�EULQJLQJ�WKH�RIILFLDO�H[FKDQJH�UDWH�LQ�OLQH�ZLWK�WKH�EODFN�PDUNHW�UDWH�



PRUH�G\QDPLF�HFRQRPLF�SROLFLHV��RWKHU�PHPEHUV�KDYH�EHW�WKHLU�FUHGLELOLW\�DQG�UHSXWDWLRQ�RQ�D�IL[HG�H[FKDQJH�UDWH�DQG��WKHUHIRUH��DUH�VWURQJO\�RSSRVLQJ�D�PRUH�IOH[LEOH�PDQDJHPHQW�RI�WKH�H[FKDQJH�UDWH���7KLV�DWWDFKPHQW�WR�D�JLYHQ�SHJ�DQG�WR�KLJK�OHYHOV�RI�UHVHUYHV��WKDW�DW�VRPH�SRLQW�EHFDPH�DQ�REMHFWLYH�RI�HFRQRPLF�SROLF\�LQ�WKHPVHOYHV�RU��LQ�0RKLHOGLQ¶V��������WHUPV�VDFUHG�FRZV��FDQ�EH�H[SODLQHG�E\�DXGLHQFH�FRVW�WKHRU\��/RKPDQQ��������SRLQWV�RXW�WKDW�E\�FKRRVLQJ�D�JLYHQ�PRQHWDU\�LQVWLWXWLRQ��SROLF\PDNHUV�FKRRVH�DQ�DXGLHQFH�DQG�WKLV�DXGLHQFH�GHWHUPLQHV�WKH�FRVW�RI�DQ�LQVWLWXWLRQDO�GHIHFWLRQ���6KH�SRLQWV�RXW�WKDW�WKHUH�DUH�WZR�W\SHV�RI�DXGLHQFHV��D�PDVV�HOHFWRUDWH�DQG�D�VSHFLDOL]HG�HOLWH��7KH�PDLQ�GLIIHUHQFH�EHWZHHQ�D�PDVV�DQG�D�VRSKLVWLFDWHG�DXGLHQFH�LV�WKDW�ZKLOH�WKH�IRUPHU�LV�QRW�DEOH�WR�GLVWLQJXLVK�DOO�SRVVLEOH�VWDWHV�RI�WKH�ZRUOG�DQG�WKHUHIRUH�DGRSW�VWDWH�FRQWLQJHQW�VWUDWHJLHV��WKH�ODWWHU�FDQ�EHWWHU�XQGHUVWDQG�DQG�H[FXVH�GHIHFWLRQV�WKDW�DUH�MXVWLILHG�E\�WKH�FLUFXPVWDQFHV��$Q�H[FKDQJH�UDWH�SHJ�LPPHGLDWHO\�JHQHUDWHV�D�PDVV�DXGLHQFH�WKDW�FDQ�SXQLVK�D�JRYHUQPHQW�WKDW�GHIHFWV�IURP�LWV�H[FKDQJH�UDWH�SHJ�SURPLVH�HYHQ�WKRXJK�WKH�GHIHFWLRQ�LV�PRUH�WKDQ�MXVWLILHG�E\�WKH�FRXQWU\¶V�HFRQRPLF�FLUFXPVWDQFHV��� (J\SWLDQ�SROLF\PDNHUV�WKHQ�UHDOL]HG�WKDW�WKH\�KDG�FUHDWHG�D�VWURQJ�DXGLHQFH�IRU�H[FKDQJH�UDWH�VWDELOLW\�DQG��DW�WKLV�VWDJH��WKH\�DUH�FDUHIXOO\�H[SODLQLQJ�WR�WKH�(J\SWLDQ�SXEOLF�WKDW�FRQGLWLRQV�KDYH FKDQJHG�DQG�WKDW�WKH�FRXQWU\�LV�QRZ�UHDG\�IRU�D�PRUH�IOH[LEOH�H[FKDQJH�UDWH�V\VWHP�
,9��:KDW�DERXW�ILVFDO�SROLF\"
,Q�WKH�SUHYLRXV�VHFWLRQ��WKH�SRVVLELOLW\�RI�UHDFWLQJ�WR�VKRFNV�ZLWK�DQ�H[SDQVLRQDU\�ILVFDO�SROLF\�ZDV�VLPSO\�GLVPLVVHG�RQ�WKH�JURXQGV�WKDW� WKHUH�LV�QRZ�D�FRQVHQVXV�WKDW�GLVFUHWLRQDU\�ILVFDO�SROLFLHV�DUH�SUREOHPDWLF��7D\ORU��������DQG�WKDW�LW�LV�GLIILFXOW�IRU�HPHUJLQJ�PDUNHWV�WR�FRQGXFW�FRXQWHUF\FOLFDO�ILVFDO�SROLFLHV��*DYLQ�DQG�3HURWWL��������$V�WKH�ILVFDO�UHVSRQVH�WR�HFRQRPLF�VKRFNV�LV�KLJKO\�GHSHQGHQW�RQ�WKH�VWUXFWXUH�RI�JRYHUQPHQW�UHYHQXHV�DQG�VSHQGLQJ��,�VWDUW�E\�GRFXPHQWLQJ�WKH�NH\�GLIIHUHQFHV�EHWZHHQ�WKH�(J\SWLDQ�EXGJHW�DQG�WKH�DYHUDJH�2(&'�EXGJHW��:KLOH�WKH�EXGJHW�GHILFLW�IRU�WKH�ILVFDO�\HDU�����������ZDV�UDWKHU�KLJK��LQ�WKH�ODWH�����V��(J\SW�KDG�PRGHUDWH�GHILFLW�WR�*'3�UDWLRV�FRPSDUDEOH��RU�ORZHU��WR�WKRVH�RI�PDQ\�2(&'�FRXQWULHV��+RZHYHU��FRPSDULVRQV�EHWZHHQ�HPHUJLQJ�PDUNHW�FRXQWULHV�OLNH�(J\SW�DQG�PRUH�GHYHORSHG�FRXQWULHV�PD\�QRW�EH�DSSURSULDWH�
�� $FFRUGLQJ� WR� /RKPDQQ�� WKH� PRVW� GLIILFXOW� WDVN� RI� LQVWLWXWLRQDO� GHVLJQ� FRQVLVWV� RI� SXWWLQJ� LQ� SODFH� WKH� LGHDO�DXGLHQFH� WKDW� VKRXOG� KDYH� WKH� DELOLW\� WR� SXQLVK� WKH� SROLF\PDNHU� LQ� WKH� HYHQW� RI� DQ� XQMXVWLILHG� LQVWLWXWLRQDO�GHIHFWLRQ��DQG��WKHUHIRUH��JXDUDQWHH�WKH�FUHGLELOLW\�RI�WKH�SROLFLHV���EXW�DOVR�EH�DEOH�WR�H[FXVH�MXVWLILHG�GHIHFWLRQV�GXH�WR�XQIRUHVHHQ�FRQWLQJHQFLHV��DQG��WKHUHIRUH��DOORZ�IRU�IOH[LEOH�SROLF\�UHVSRQVHV�WR�VKRFNV���



EHFDXVH��LQ�D�FRQWH[W�RI�OLPLWHG�FUHGLWZRUWKLQHVV�DQG�OLPLWHG�DELOLW\�RI�FROOHFWLQJ�WD[HV��HYHQ�VPDOO�GHILFLWV�FRXOG�EH�H[WUHPHO\�GDQJHURXV��3DQL]]D��������7DEOH���VKRZV�WKDW�WKHUH�DUH�LPSRUWDQW�GLIIHUHQFHV�EHWZHHQ�WKH�VWUXFWXUH�RI�UHYHQXHV�LQ�(J\SW�DQG�2(&'�FRXQWULHV��� 1RQ�WD[�UHYHQXHV��LQGLUHFW�WD[HV��DQG�WUDGH�WD[HV�DUH�PXFK�PRUH�LPSRUWDQW�LQ�(J\SW�WKDQ�LQ�2(&'�FRXQWULHV��7KLV�LV�DQ�LPSRUWDQW�GLIIHUHQFH�EHFDXVH�QRQ�WD[�UHYHQXHV�DUH�RIWHQ�RXWVLGH�WKH�FRQWURO�RI�WKH�JRYHUQPHQW�DQG�RIWHQ�SUR�F\FOLFDO��7KLV�KLJK�UHOLDQFH�RQ�QRQ�WD[�UHYHQXHV�OLPLWV�WKH�JRYHUQPHQW¶V�DELOLW\�WR�LPSOHPHQW�FRXQWHUF\FOLFDO�ILVFDO�SROLFLHV�
7DEOH����&RPSRVLWLRQ�RI�*RYHUQPHQW�5HYHQXHV�LQ�(J\SW�DQG�2(&'�FRXQWULHV3HUFHQW�RI�*'3 3HUFHQW�RI�7RWDO5HYHQXHV(J\SW 2(&' (J\SW 2(&'7RWDO�5HYHQXH ����� ����� ������ ������1RQ�7D[�5HYHQXH ���� ���� ����� ����7D[�5HYHQXH ����� ����� ����� �����,QFRPH�7D[ ���� ���� ����� �����,QGLUHFW�7D[HV� ����� ���� ����� �����7UDGH�7D[HV ���� ���� ����� ����

7DEOH���VKRZV�WKDW��FRPSDUHG�ZLWK�2(&'�FRXQWULHV��(J\SW�DOORFDWHV�D�ODUJHU�VKDUH�RI�LWV�H[SHQGLWXUH�WR�FDSLWDO�H[SHQGLWXUH�������YHUVXV�����SHUFHQW�RI�WRWDO�H[SHQGLWXUH���WR�ZDJHV�������YHUVXV������SHUFHQW�RI�WRWDO�H[SHQGLWXUH���DQG�WR�LQWHUHVW�������YHUVXV������SHUFHQW�RI�WRWDO�H[SHQGLWXUH��DQG�D�PXFK�VPDOOHU�VKDUH�WR�WUDQVIHU�SD\PHQWV�������YHUVXV������SHUFHQW�RI�*'3���$JDLQ��WKHVH�DUH�LPSRUWDQW�GLIIHUHQFHV�EHFDXVH�D�ODUJH�VKDUH�RI�ZDJHV�DQG�LQWHUHVW�SD\PHQW�OLPLWV�WKH�DELOLW\�RI�FRQGXFWLQJ�DQ�LQGHSHQGHQW�ILVFDO�SROLF\��,Q�IDFW��ZDJH�DQG�LQWHUHVW�SD\PHQWV�DUH�WKH�UHVXOWV�RI�SUHYLRXV�KLULQJ�DQG�ERUURZLQJ�GHFLVLRQV��*DYLQ�HW�DO���������KDYH�VKRZQ�WKDW�LQWHUHVW�DQG�ZDJH�SD\PHQWV�DUH�KLJKO\�YRODWLOH�FRPSRQHQWV�RI�WKH�JRYHUQPHQW�EXGJHW�EXW�WKDW�WKLV�YRODWLOLW\�LV�QRW�GXH�WR�FRXQWHUF\FOLFDO�ILVFDO�SROLF\�EXW�WR�WKH�UHVXOWV�RI�SURF\FOLFDO�PRYHPHQWV��,Q�SDUWLFXODU��LQWHUHVW�SD\PHQW�PD\�DFWXDOO\�LQFUHDVH�GXULQJ�UHFHVVLRQV��EHFDXVH�RI�WKH�LQFUHDVH�LQ�WKH�FRXQWU\¶V�ULVN�SUHPLXP���DQG�LW�LV�DOZD\V�SROLWLFDOO\�GLIILFXOW�WR�PDQDJH�ILVFDO�SROLFLHV�WKDW�LQYROYH�VXEVWDQWLDO�FKDQJHV�LQ�SXEOLF�VHFWRU�HPSOR\PHQW�DQG�ZDJHV��)LQDOO\��DV�PRVW�HPHUJLQJ�PDUNHWV��(J\SW�DOORFDWHV�D�VPDOO�VKDUH�RI�
�� 7KH�GDWD�IRU�(J\SW�DUH�DYHUDJHV�IRU�WKH�����������SHULRG��6RXUFH��&HQWUDO�%DQN�RI�(J\SW���7KH�GDWD�IRU�2(&'�FRXQWULHV�UHIHU�WR�WKH�PLG�����V�DQG�ZHUH�FRPSXWHG�DV�SRSXODWLRQV�ZHLJKWHG�DYHUDJHV�RI�XQGHUO\LQJ�FRXQWU\�GDWD��6RXUFH��*DYLQ�HW�DO���������
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