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$EVWUDFW7KLV�SDSHU�VXUYH\V�SRVVLEOH�PRQHWDU\�SROLF\�RSWLRQV�IRU�HPHUJLQJ�PDUNHW�FRXQWULHV���$V�WKH� SDSHU� GRHV� QRW� VHHN� WR� HQWHU� LQWR� WKH� IL[� YHUVXV� IOH[� GHEDWH�� LW� RQO\� FRQVLGHUV�PRQHWDU\�SROLF\�RSWLRQV�IRU�FRXQWULHV�ZLWK�D�IOH[LEOH�H[FKDQJH�UDWH�� �$IWHU�PDNLQJ�WKH�SRLQW� WKDW� WKH� FRQGXFW� RI� PRQHWDU\� SROLF\� UHTXLUHV� D� QRPLQDO� DQFKRU� DQG� VXUYH\LQJ�GLIIHUHQW� W\SHV� RI� QRPLQDO� DQFKRUV�� WKH� SDSHU� VXJJHVWV� WKDW� PRVW� DFDGHPLFV� DQG�SROLF\PDNHUV�DJUHH�RQ�WKH�IDFW�WKDW�LQIODWLRQ�WDUJHWLQJ�VKRXOG�EH�WKH�QRPLQDO�DQFKRU�RI�FKRLFH�� � +HQFH�� WKH� SDSHU� GHVFULEHV� WKH� PDLQ� FKDUDFWHULVWLFV� RI� DQ� LQIODWLRQ� WDUJHWLQJ�UHJLPH� DQG� GLVFXVVHV� LWV� DSSOLFDELOLW\� WR� HPHUJLQJ�PDUNHW� FRXQWULHV�� �1H[W�� WKH� SDSHU�UHFRJQL]HV�WKH�QHFHVVLW\�RI�FRRUGLQDWLRQ�EHWZHHQ�ILVFDO�DQG�PRQHWDU\�SROLF\�DQG�SRLQWV�RXW� WKDW�� LQ�RUGHU� WR�FRQGXFW�FRXQWHUF\FOLFDO� ILVFDO�SROLFLHV��HPHUJLQJ�PDUNHW�FRXQWULHV�QHHG� WR� EXLOG� ILVFDO� LQVWLWXWLRQV� WKDW� DOORZ� DFFXPXODWLQJ� VXUSOXVHV� GXULQJ� SHULRGV� RI�HFRQRPLF� H[SDQVLRQ�� � 7KH� SDSHU� FRQFOXGHV� E\� VWXG\LQJ� WKH DSSOLFDELOLW\� RI� LQIODWLRQ�WDUJHWLQJ�WR�(J\SW�DQG�ILQGV�PL[HG�VXSSRUW�IRU�WKLV�RSWLRQ��
º¨àã

YSnU��T��T�l�T�ZTh ¿�g�T� �U�L� YcU[��T� Y�g���T�ZUlU�l�T� ¿STgW� Y�i��T� �h��qix[l[�Y�i��T� ��� ;Tit�� YcU[��T� ¿STgW�T�m�U�[���~ ��i��T��ZWU]�T�}ip�T�ixl� �Ut����W� Y�rU���T�}g�[l[��U�L� Y�g���T� YlU�l��� �i��}ip�ixl��Ut����W[[��[�T�Y��g�T���lO�}ip�ixl�g�gc[�V�s[��Y�g���T�YlU�l�T�h���[��L�aUr�O�gxW~��w�iTi��T��x�Up�������gU��T��tx���U�[O���O�Y�i��T�i�n[������Y��[f��T�uT���T�qTix[lO�gxW����jU�[iOT ������L�V`��}g����fr[�T��Tgf[lO��T��l�T�j�[i��UW���x[��U��~�iU�f����L�Y�i��T�Z�p��g�~��]����YSnU��T��T�l�T���w� �[U��Ws[�Zn�U�� U��� ���lO�j�[i���}g��� �fr[�T� �Ut�� ��Ux��Y�i��T�Zcr�L� U�� Y�g���T�� Y��U��T���[lU�l�T���W���l�[�T� Y���L��T�l�T� �U�� Xi�ir���w� Y�i��T�Zg�L� g�~� �Th���w ;�r~ �T��Ws[� U�������[c��gUp[��T�iU�gj�T�ZU��L� ¿�f�qST���T� ��Ti[W�b�l[� Y�Uw� Y��U�� �t��i�~�[W� YSnU�ZTi�g�T� Y�`T���ZUlU�l�ZTiiW��T�� ip���~� �fr[�T�}g����Ws[� Y��U��O��g�� YlTigW� Y�i��T���[�[� �Li�T�Th���Y��[f��T�
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,��,QWURGXFWLRQ³7KH�,0)�LV�LQ�WKH�EXVLQHVV�RI�PDQDJLQJ�FULVHV���:HOO��LQ�WKH�ODVW�IHZ�\HDUV�ZH�PDQDJHG�WR� KDYH� TXLWH� D� IHZ� FULVHV´� �0�� 0XVVD�� (FRQRPLF� &RXQVHORU� DQG 'LUHFWRU� RI� WKH�5HVHDUFK� 'HSDUWPHQW� RI� WKH� ,0)��� � � 7KH� ZRUGV� RI�0LFKDHO�0XVVD� GHVFULEH� ZHOO� WKH�����V�� D� GHFDGH� FKDUDFWHUL]HG� E\� VHYHUDO� FXUUHQF\� DQG� ILQDQFLDO� FULVHV�� � (YHU\WKLQJ�VWDUWHG�ZLWK� WKH� FULVLV� RI� WKH�(XURSHDQ�0RQHWDU\�6\VWHP� LQ������� WKHQ� WKH�����������³WHTXLOD´� FULVLV� WKDW� VKDWWHUHG�/DWLQ�$PHULFD�� DQG� ILQDOO\� WKH�(DVW�$VLDQ��5XVVLDQ�� DQG�%UD]LOLDQ� HSLVRGHV� RI� WKH� ���������� SHULRG�� � 7KHVH� HYHQWV� JDYH� QHZ� VWUHQJWK� WR� WKH�GHEDWH�RQ�PRQHWDU\�SROLF\�DQG�H[FKDQJH�UDWH�RSWLRQV�IRU�VPDOO�RSHQ�HFRQRPLHV DQG�IRU�HPHUJLQJ�PDUNHW�FRXQWULHV� LQ�SDUWLFXODU�� �2Q�WKH�RQH�KDQG��VRPH�HFRQRPLVWV�KLJKOLJKW�WKH�ULVNV�RI�IORDWLQJ�DQG�QRQ�FUHGLEOH�IL[HG�H[FKDQJH�UDWH�UHJLPHV�DQG�SRLQW�RXW�WKDW��DV�HPHUJLQJ� PDUNHWV� KDYH� D� YHU\� OLPLWHG� DELOLW\� WR� FRQGXFW� DQ� LQGHSHQGHQW� PRQHWDU\�SROLF\��WKH\�VKRXOG�PRYH�WR�VXSHU�IL[HG�H[FKDQJH�UDWH�V\VWHPV�OLNH�D�FXUUHQF\�ERDUG�RU�GROODUL]DWLRQ� �&DOYR�� ����D�� 'RUQEXVFK�� ������ DQG� +DXVPDQQ�� ������� 2Q� WKH� RWKHU�KDQG��VRPH�HFRQRPLVWV�SRLQW�RXW�WKDW�GROODUL]DWLRQ�DQG�FXUUHQF\�ERDUGV�FDQQRW�VROYH�WKH�IXQGDPHQWDO� SUREOHPV� RI� HPHUJLQJ� PDUNHWV� DQG� PD\� HQG� XS� EHLQJ� PRUH� RI� ³D�VWUDLJKWMDFNHW� WKDQ�DQ�DQFKRU�RI� VDOYDWLRQ´� �&KDQJ�DQG�9HODVFR��������0LVKNLQ��������DQG� 6DFKV� DQG�/DUUDLQH�� ������� �<HW�� RWKHU� HFRQRPLVWV� VXJJHVW� WKDW� WKHUH� DUH� QR� RQH�VL]H�ILWV�DOO�PRQHWDU\�SROLF\� UHJLPHV�DQG� WKDW�³QR� VLQJOH�H[FKDQJH�UDWH� UHJLPH� LV� ULJKW�IRU�DOO�FRXQWULHV�RU�DW�DOO�WLPHV´��)UDQNHO��������0XVVD�HW�DO���������7KH� SXUSRVH� RI� WKLV� SDSHU� LV� WR� VXUYH\� WKH� OLWHUDWXUH� RQ�PRQHWDU\� DQG� ILVFDO� SROLF\�RSWLRQV� IRU� HPHUJLQJ�PDUNHW�FRXQWULHV��+RZHYHU�� WKH�SDSHU�GRHV�QRW� VHHN� WR�HQWHU� WKH�GHEDWH�RQ�ZKHWKHU� DQ� HPHUJLQJ�PDUNHW� FRXQWU\� VKRXOG�DGRSW�D� VXSHU�IL[HG�RU� IOH[LEOH�H[FKDQJH� UDWH�� � 7KHUHIRUH�� WKH� SDSHU� ZLOO� PHUHO\� DVVXPH� WKDW� D� JLYHQ� FRXQWU\� KDV�GHFLGHG� WR� DGRSW� D� IOH[LEOH� H[FKDQJH� UDWH� UHJLPH� DQG� WKHQ� VXUYH\� LWV� SRVVLEOH� SROLF\�RSWLRQV�� � 7KH� SDSHU� LV� RUJDQL]HG� DV� IROORZV�� � 6HFWLRQ� �� GLVFXVVHV� WKH� FRQFHSW� RI� WKH�QRPLQDO� DQFKRU� DQG� LOOXVWUDWHV� ZK\� FRXQWULHV� QHHG� D� QRPLQDO� DQFKRU�� � 6HFWLRQ� ��FRQFHQWUDWHV� RQ� LQIODWLRQ� WDUJHWLQJ� �,7��� WKH� QRPLQDO� DQFKRU� WKDW� LV� HQ� YRJXH� DPRQJ�FRXQWULHV� WKDW� RSWHG� IRU� D� IOH[LEOH� H[FKDQJH� UDWH�� �7KLV� VHFWLRQ�ZLOO� DOVR� LQWURGXFH� WKH�FRQFHSW� RI� WKH� 7D\ORU� 5XOH� DQG� GLVFXVV� WKH� VLPLODULWLHV� EHWZHHQ� ,7� DQG� 7D\ORU� 5XOH���1H[W�� WKH� VHFWLRQ� ZLOO� PRYH� RQ WR� GLVFXVV� WKH� PDLQ� LPSOHPHQWDWLRQ� LVVXHV� DQG� WKH�QHFHVVDU\�FRQGLWLRQV�IRU�WKH�DGRSWLRQ�RI�DQ�,7�IUDPHZRUN���6HFWLRQ���GLVFXVVHV�WKH�PDLQ�OLQNV� EHWZHHQ� PRQHWDU\� DQG� ILVFDO� SROLFLHV� LQ� DQ� ,7� HQYLURQPHQW�� � ,Q� SDUWLFXODU�� LW�H[SORUHV� WKH� DOWHUQDWLYH� UROHV� RI ILVFDO� SROLF\� UXOHV� �DXWRPDWLF� VWDELOL]HUV�� YHUVXV�
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GLVFUHWLRQDU\� ILVFDO� SROLF\� DQG� HPSKDVL]HV� KRZ� GLVFUHWLRQDU\� ILVFDO� SROLF\�PD\� DIIHFW�WKH� FRQGXFW� RI�PRQHWDU\� SROLF\�� � 6HFWLRQ� �� H[SORUHV� WKH� SRVVLELOLW\� RI� DSSO\LQJ� DQ� ,7�IUDPHZRUN�WR�(J\SW���6HFWLRQ���FRQFOXGHV�
,,��:K\�'R�&RXQWULHV�1HHG�D�1RPLQDO�$QFKRU"
$�QRPLQDO�DQFKRU�LV�DQ�LQWHUPHGLDWH�PRQHWDU\�SROLF\�WDUJHW�WKDW�KHOSV�WKH�SXEOLF�WR�IRUP�H[SHFWDWLRQV�RQ�WKH�IXWXUH�SDWK�RI�LQIODWLRQ���:KLOH�WKHUH�LV�QRZ�ZLGHVSUHDG�DJUHHPHQW�RQ�WKH�IDFW�WKDW�WKH�SULPDU\�JRDO�RI�PRQHWDU\�SROLF\�VKRXOG�EH�D�ORZ�DQG�VWDEOH�UDWH�RI�LQIODWLRQ�� DQG� WKDW� WKHUH� LV�QR� ORQJ�UXQ� WUDGH�RII�EHWZHHQ� LQIODWLRQ�DQG�XQHPSOR\PHQW��SROLWLFLDQV� DQG� SROLWLFDOO\� PRWLYDWHG� FHQWUDO� EDQNHUV� PD\� VWLOO� EH� WHPSWHG� WR� XVH�PRQHWDU\�SROLF\�WR�H[SORLW�WKH�VKRUW�UXQ�WUDGH�RII�EHWZHHQ�LQIODWLRQ�DQG�XQHPSOR\PHQW���7KHUHIRUH�� WKH�SUHVHQFH�RI�D�FRQVWUDLQW�RQ�WKH�DELOLW\�RI� LVVXLQJ�PRQH\��L�H���D�QRPLQDO�DQFKRU��FDQ�KHOS�LQ�OLPLWLQJ�VKRUW�UXQ�PRQHWDU\�SROLF\�DFWLRQV�WKDW�DUH�LQFRQVLVWHQW�ZLWK�WKH� ORQJ�UXQ REMHFWLYH� RI� ORZ� DQG� VWDEOH� LQIODWLRQ�� �%HVLGHV� OLPLWLQJ� WKH� SRVVLELOLW\�RI�LQIODWLRQDU\� GLVFUHWLRQDU\� SROLFLHV� DQG� UHGXFLQJ� WKH� WLPH�LQFRQVLVWHQF\� SUREOHP�� WKH�SUHVHQFH�RI�D�QRPLQDO�DQFKRU�KHOSV�WR�GHWHUPLQH�LQIODWLRQ�H[SHFWDWLRQV�DQG�DVVXUH�WKDW�WKH�SULFH�OHYHO� LV�XQLTXHO\�GHWHUPLQHG�� �%HUQDQNH�HW�DO���������SURYLGH�DQ�LOOXPLQDWLQJ�H[DPSOH�RI�WKH�ULVNV�RI�FRQGXFWLQJ�PRQHWDU\�SROLF\�ZLWKRXW�D�QRPLQDO�DQFKRU���6XSSRVH�WKDW� IRU� VRPH�XQNQRZQ� UHDVRQ� WKHUH� LV� DQ� ³LQIODWLRQ� VFDUH´� �L�H��� D� VXGGHQ� LQFUHDVH� LQ�H[SHFWHG� LQIODWLRQ��� WKHQ�WKH�FHQWUDO�EDQN�KDV� WZR�RSWLRQV�� WKH�ILUVW�RSWLRQ�LV� WR�NHHS�D�WLJKW� PRQHWDU\� SROLF\� DQG� SUHYHQW� LQIODWLRQ� IURP� LQFUHDVLQJ�� WKH� VHFRQG� RSWLRQ� LV� WR�DGRSW� DQ� DFFRPPRGDWLQJ� PRQHWDU\� SROLF\� DQG� DOORZ� LQIODWLRQ� WR� UHDFK� WKH� H[SHFWHG�OHYHO�� �%RWK�SROLFLHV�KDYH�FRVWV�� �:KLOH�WKH�ILUVW�SROLF\�±±WKURXJK�LWV�HIIHFW�RQ�WKH�UHDO�LQWHUHVW� UDWH� DQG� UHDO� ZDJHV±± FRXOG� FDXVH� D� UHFHVVLRQ�� WKH� VHFRQG� SROLF\�� EHVLGHV�JHQHUDWLQJ�DQ�LQFUHDVH�LQ�LQIODWLRQ��FRXOG�IHHG�LQWR�LQIODWLRQ�H[SHFWDWLRQV�E\�VLJQDOLQJ�WR�WKH�SXEOLF�WKDW�WKHUH�LV�QRWKLQJ�WR�SUHYHQW�DQ�DGGLWLRQDO�MXPS�RI�LQIODWLRQ�����1RPLQDO� DQFKRUV� FDQ� EH� FODVVLILHG� LQWR� WKUHH� EDVLF� PRQHWDU\� SROLF\� UHJLPHV��������������L��H[FKDQJH�UDWH�WDUJHWLQJ���LL��PRQHWDU\�WDUJHWLQJ��DQG��LLL��LQIODWLRQ�WDUJHWLQJ���3HJJLQJ�WKH� H[FKDQJH� UDWH�RU� WLJKWO\�PDQDJLQJ� LWV� YDULDELOLW\� LV� D� UDWKHU� VLPSOH� DQG�RIWHQ�XVHG�PHWKRG�WR�SURYLGH�D�QRPLQDO�DQFKRU�� �+RZHYHU��ZKLOH� WKLV�SROLF\�UHJLPH�FRXOG�EH�WKH�RQO\�YLDEOH�DOWHUQDWLYH�IRU�VPDOO�GHYHORSLQJ�FRXQWULHV�ZLWKRXW�D�VRSKLVWLFDWHG�ILQDQFLDO�V\VWHP�DQG�OLPLWHG�FDSLWDO�PRELOLW\��DIWHU�DOO��XQWLO�WKH�����V��WKH�YDOXH�RI�PRVW�PRQLHV�ZDV�OLQNHG�WR�WKH�YDOXH�RI�HLWKHU�JROG�RU�WKH�86�GROODU���IL[HG�H[FKDQJH�UDWHV�KDYH�EHHQ�FRQVLGHUHG�DV�RQH�RI�WKH�PDLQ�FDXVHV�RI�WKH�UHFHQW�FXUUHQF\�DQG�ILQDQFLDO�FULVHV���2Q�WKH�
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EDVLV� RI� WKLV� REVHUYDWLRQ�� PDQ\� HFRQRPLVWV� KDYH� VXJJHVWHG� WKDW� HPHUJLQJ� PDUNHW�FRXQWULHV�VKRXOG�PRYH�WR�HLWKHU�D�VWURQJ�IL[��&DOYR������D�DQG�+DXVPDQQ��������RU�WR�D�PRUH� IOH[LEOH� H[FKDQJH� UDWH� �0LVKNLQ�� ������ 6DFKV� DQG� /DUUDLQH�� ������ DQG�9HODVFR��������� �$V� WKLV� SDSHU� FRQFHQWUDWHV�RQ�PRQHWDU\�SROLF\�RSWLRQV� IRU�FRXQWULHV� WKDW�KDYH�RSWHG� IRU� D� IOH[LEOH� H[FKDQJH� UDWH�� LW�ZLOO� QRW� H[SOLFLWO\�FRQVLGHU� WKH�SURV�DQG�FRQV�RI�GROODUL]DWLRQ� DQG� FXUUHQF\� ERDUGV�� EXW� UDWKHU� PRYH� RQ� WR WKH� GLVFXVVLRQ� RI�PRQHWDU\�WDUJHWLQJ�DQG�LQIODWLRQ�WDUJHWLQJ��&RXQWULHV�WKDW�GR�QRW�XVH�WKH�H[FKDQJH�UDWH�DV�D�QRPLQDO�DQFKRU�QHHG�WR�HVWDEOLVK�DQ�DOWHUQDWLYH�FUHGLEOH�DQFKRU���,Q�IDFW��D�VXFFHVVIXO�LPSOHPHQWDWLRQ�RI�D�IORDWLQJ�H[FKDQJH�UDWH� UHJLPH� QHHGV D� FOHDU� GHVFULSWLRQ� RI� WKH� REMHFWLYHV� RI� PRQHWDU\� SROLF\� DQG� DQ�LQVWLWXWLRQDO� GHVLJQ� WKDW� JUDQWV� WKH� FHQWUDO� EDQN� WKH� LQGHSHQGHQFH� QHFHVVDU\� WR� SXUVXH�WKHVH� REMHFWLYHV�� � :KLOH� DQ� LQGHSHQGHQW� FHQWUDO� EDQN� GRHV� QRW� QHHG� WR� KDYH� JRDO�LQGHSHQGHQFH �L�H��� WKH� DELOLW\� WR� VHW� LWV� RZQ� QRPLQDO� WDUJHW��� LW� GRHV� QHHG� WR� KDYH�LQVWUXPHQW� LQGHSHQGHQFH�� � 8QGHU� LQVWUXPHQW� �RU� RSHUDWLRQDO�� LQGHSHQGHQFH�� WKH�JRYHUQPHQW�VHWV�WKH�QRPLQDO�WDUJHW�EXW�WKH�FHQWUDO�EDQN�LV�IUHH�WR�GHFLGH�KRZ�WR�DGMXVW�LWV� SROLF\� LQVWUXPHQWV� �IRU� LQVWDQFH�� WKH� VKRUW� WHUP� LQWHUHVW� UDWH�� WR� UHDFK� WKH� QRPLQDO�WDUJHW�� � ,QVWUXPHQW� LQGHSHQGHQFH�JXDUDQWHHV� WKDW� WKH� FHQWUDO� EDQN�ZLOO� DFW� WRZDUGV� WKH�DFKLHYHPHQW�RI� WKH�QRPLQDO� WDUJHW� DQG� OLPLWV� WKH�SRVVLELOLW\�RI�D�SROLWLFDO� F\FOH� LQ� WKH�FRQGXFW� RI�PRQHWDU\� SROLF\�� � ,QVWUXPHQW� LQGHSHQGHQFH� DOVR� OLPLWV� WKH� SRVVLELOLW\� WKDW�PRQHWDU\�SROLF\�DFWLRQV�ZLOO�EH�GLFWDWHG�E\�WKH�ILQDQFLQJ�QHHGV�RI�WKH�SXEOLF�VHFWRU��L�H���PRQHWL]DWLRQ�RI�WKH�GHILFLW���7KH�ILUVW�SRVVLEOH�PRQHWDU\�SROLF\�RSWLRQ�IRU�D�FRXQWU\�ZLWK�D�IOH[LEOH�H[FKDQJH�UDWH�UHJLPH�LV�PRQHWDU\�WDUJHWLQJ�� �0RQHWDU\�WDUJHWLQJ�FRQVLVWV�RI� WDUJHWLQJ�WKH�JURZWK�UDWH�RI�D�JLYHQ�PRQHWDU\�DJJUHJDWH��RU�D�JURXS�RI�PRQHWDU\�DJJUHJDWHV����$Q�H[WUHPH�FDVH�RI�PRQHWDU\� WDUJHWLQJ� LV� WKH� N SHUFHQW� UXOH� SURSRVHG� E\� 0LOWRQ� )ULHGPDQ� ���������$FFRUGLQJ� WR� WKLV� UXOH�� WKH� FHQWUDO� EDQN� VKRXOG� EH� UHTXLUHG� WR� PDLQWDLQ� D� FRQVWDQW�JURZWK� UDWH� RI� WKH� PRQH\� VXSSO\�� � 2QH� DGYDQWDJH� RI� PRQHWDU\� WDUJHWLQJ� LV� WKDW�LQIRUPDWLRQ� RQ� ZKHWKHU� WKH� FHQWUDO� EDQN� LV� UHDFKLQJ� LWV� WDUJHW� LV� DOPRVW� LPPHGLDWH��DOWKRXJK��QRW�DV�LPPHGLDWH�DV�LQ�WKH�FDVH�RI�H[FKDQJH�UDWH�WDUJHWLQJ����)XUWKHUPRUH��LQ�FRXQWULHV�WKDW�GR�QRW�DGRSW�D�VWULFW�)ULHGPDQ¶V�N SHUFHQW�UXOH��PRQHWDU\�WDUJHWLQJ�DOORZV�VRPH� IOH[LELOLW\� LQ� WKH� FRQGXFW� RI� PRQHWDU\� SROLF\� DQG� RSHQV� WKH� SRVVLELOLW\� RI�FRQGXFWLQJ�D�FRXQWHU�F\FOLFDO�PRQHWDU\�SROLF\��:KLOH� PRQHWDU\� WDUJHWLQJ� FDQ� EH� KHOSIXO� WR� IL[� LQIODWLRQDU\� H[SHFWDWLRQV�� WKLV�PRQHWDU\�IUDPHZRUN�LV�ZHOO�XQGHUVWRRG�RQO\�E\�D�VPDOO�JURXS�RI�FHQWUDO�EDQN�ZDWFKHUV�
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DQG�QRW�E\�WKH�JHQHUDO�SXEOLF���7KHUHIRUH��WKH�ODFN�RI�D�ODUJH�DXGLHQFH�WKDW�PRQLWRUV�WKH�EHKDYLRU� RI� WKH� FHQWUDO� EDQN� DQG� WKDW� FDQ�SXQLVK� WKH� FHQWUDO� EDQN� IRU�QRW� UHDFKLQJ� LWV�WDUJHW� �RU� SXQLVK� WKH� HOHFWHG� SROLWLFLDQV� IRU� LQWHUIHULQJ� ZLWK� WKH� FRQGXFW� RI� PRQHWDU\�SROLF\� DQG� WKHUHIRUH� SUHYHQWLQJ� WKH� FHQWUDO� EDQN� IURP� UHDFKLQJ� LWV� WDUJHW�� FRXOG�XQGHUPLQH� WKH� FUHGLELOLW\� RI� VXFK� D� WDUJHW� RU� WKH� LQGHSHQGHQFH� RI� WKH� FHQWUDO� EDQN��/RKPDQQ��������� �)XUWKHUPRUH��WKH�UDWLRQDOH�IRU�PRQHWDU\�WDUJHWLQJ�LV�WKH�DVVXPSWLRQ�RI�D�VWDEOH�UHODWLRQVKLS�EHWZHHQ�PRQH\�VXSSO\�DQG�LQIODWLRQ���7KLV�FDQ�EH�HDVLO\�VHHQ�E\�
REVHUYLQJ� WKDW� WKH� PRQHWDULVW� HTXDWLRQ� 3<90 � VWDWHV� WKDW�� IRU� DQ\� JLYHQ� OHYHO� RI�
LQFRPH�� WKH�SULFH� OHYHO� LV� FRPSOHWHO\�GHWHUPLQHG�E\� WKH�TXDQWLW\�RI�PRQH\�RQO\� LI� WKH�YHORFLW\� LV� FRQVWDQW�� � +RZHYHU�� WKH� H[SHULHQFH� RI� WKH�8QLWHG� 6WDWHV� GXULQJ� WKH� ����������SHULRG�FOHDUO\�VXJJHVWV�WKDW�WKHUH�PD\�EH�ODUJH�VKLIWV�LQ�YHORFLW\���)RU�WKLV�UHDVRQ��VXFFHVVIXO� PRQHWDU\� WDUJHWLQJ� FRXQWULHV� OLNH� 6ZLW]HUODQG� DQG� *HUPDQ\� DOORZ� WKHLU�PRQHWDU\�SROLF\� WR�XQGHUVKRRW�RU�RYHUVKRRW� WKH�SUH�DQQRXQFHG�PRQHWDU\� WDUJHWV��7KLV�KDV� OHG� VRPH� REVHUYHUV� WR� FRQFOXGH� WKDW�� XQGHU� WKH� UKHWRULF� RI� PRQHWDU\� WDUJHWLQJ��6ZLW]HUODQG� DQG� *HUPDQ\� DUH� DFWXDOO\� FRQGXFWLQJ� DQ� LQIODWLRQ� WDUJHWLQJ� SROLF\��%HUQDQNH�HW�DO���������� :KDWHYHU�WKHLU�UHDO�WDUJHW�PD\�EH��ZKLOH�WKH�%XQGHVEDQN�DQG�WKH� &HQWUDO� %DQN� RI� 6ZLW]HUODQG� KDYH� EHHQ� DEOH� WR� FRQVWDQWO\� PLVV� WKHLU� PRQHWDU\�WDUJHWV�ZLWKRXW�JHQHUDWLQJ�LQIODWLRQDU\�H[SHFWDWLRQV��WKLV�LV�QRW�OLNHO\�WR�EH�WKH�FDVH�IRU�HPHUJLQJ�PDUNHW�FRXQWULHV���,Q�HPHUJLQJ�PDUNHW�FRXQWULHV��D�UHSHDWHG�RYHU�VKRRWLQJ�RI�D�SUH�DQQRXQFHG�PRQHWDU\�WDUJHW�LV�OLNHO\�WR�EH�LQWHUSUHWHG�DV�D�VLJQ�WKDW�WKH�FHQWUDO�EDQN�LV� DGRSWLQJ� D� OD[� PRQHWDU\� SROLF\� DQG� ZRXOG�� WKHUHIRUH�� JHQHUDWH� LQIODWLRQDU\�H[SHFWDWLRQV�� � )XUWKHUPRUH�� FRPSDUHG� WR�PRUH� DGYDQFHG� HFRQRPLHV�� HPHUJLQJ�PDUNHW�FRXQWULHV� DUH� PRUH� OLNHO\� WR� KDYH� DQ� XQVWDEOH� UHODWLRQVKLS� EHWZHHQ� LQIODWLRQ� DQG�PRQHWDU\� DJJUHJDWHV� DQG� DUH� OHVV� OLNHO\� WR� KDYH� FRPSOHWH� FRQWURO� RYHU� WKHLU�PRQHWDU\�DJJUHJDWHV�� � 7KHUHIRUH�� PRQHWDU\� WDUJHWLQJ� VHHPV� WR� EH� D� ULVN\� VWUDWHJ\� IRU� HPHUJLQJ�PDUNHW�FRXQWULHV��0XVVD�HW�DO���������$Q�DOWHUQDWLYH�QRPLQDO�DQFKRU�IRU�FRXQWULHV�ZLWK�D�IOH[LEOH�H[FKDQJH�UDWH�LV�LQIODWLRQ�WDUJHWLQJ��,7����,QIODWLRQ�WDUJHWLQJ�FRQVLVWV�RI�DQQRXQFLQJ�D�WDUJHW�IRU�LQIODWLRQ�DQG�XVLQJ�PRQHWDU\�SROLF\�LQVWUXPHQWV�WR�UHDFK�WKLV�WDUJHW���,Q�VSLWH�RI�LWV�FRQFHSWXDO�VLPSOLFLW\��LW�LV� UDWKHU� FRPSOH[� WR� LPSOHPHQW� DQG� LV� D� UHODWLYHO\� QHZ� PRQHWDU\� SROLF\� IUDPHZRUN���7KH�ILUVW�FRXQWU\�WR�IRUPDOO\�DGRSW�,7�ZDV�1HZ�=HDODQG�LQ������� 1RZDGD\V�����RWKHU�
� /RKPDQQ��������XVHV�DXGLHQFH�FRVW�WKHRU\�WR�SURYLGH�DQ�H[SODQDWLRQ�RI�WKH�PXOWLSOH�WDUJHWV�SXUVXHG�E\�WKH�%XQGHVEDQN�
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FRXQWULHV�KDYH�PDGH��RU�DUH�LQ�WKH�SURFHVV�RI�PDNLQJ��,7�WKHLU�RIILFLDO�PRQHWDU\�SROLF\�IUDPHZRUN����RI�WKHP�DUH�HPHUJLQJ�PDUNHW�FRXQWULHV���$XVWUDOLD��%UD]LO��&DQDGD��&KLOH��&RORPELD�� &]HFK� 5HSXEOLF�� ,VUDHO��0H[LFR�� 3RODQG�� 6RXWK� $IULFD�� 6ZHGHQ�� 7KDLODQG��DQG�8QLWHG�.LQJGRP��&URFH�DQG�.KDQ���������$V�LQIODWLRQ�WDUJHWLQJ�VHHPV�WR�EH�WKH�RQO\�DYDLODEOH�QRPLQDO�DQFKRU�DQG��WKHUHIRUH��WKH� ³UHJLPH�RI� FKRLFH´� �6�� )LVFKHU�� ������ IRU� HPHUJLQJ�PDUNHW� FRXQWULHV� WKDW�ZDQW� WR�PDLQWDLQ� D� IOH[LEOH� H[FKDQJH� UHJLPH�� WKH�QH[W� VHFWLRQ�ZLOO� GLVFXVV� LQ�JUHDWHU�GHWDLO� ,7�DQG�LWV�DSSOLFDELOLW\�WR�HPHUJLQJ�PDUNHW�FRXQWULHV���%HIRUH� FRQFOXGLQJ� WKLV� VHFWLRQ��KRZHYHU�� LW� LV�ZRUWK�PHQWLRQLQJ� WZR�RWKHU�SRVVLEOH�PRQHWDU\�SROLF\�IUDPHZRUNV���7KH�ILUVW�LV�QRPLQDO�LQFRPH�WDUJHWLQJ���7D\ORU��������DQG�+DOO� DQG�0DQNLZ��������DQG� WKH� VHFRQG� LV�ZKDW�0LVKNLQ� �������FDOOV� WKH�³MXVW�GR� LW´�DSSURDFK�WR�PRQHWDU\�SROLF\���7KH�ILUVW�DSSURDFK�FRQVLVWV�RI�WDUJHWLQJ�WKH�JURZWK�UDWH�RI�QRPLQDO� *'3�� � :KLOH� WKLV� DSSURDFK� KDV� WKH� DGYDQWDJH� RI� SXWWLQJ� HTXDO� ZHLJKW� RQ�LQIODWLRQ� DQG� UHDO� LQFRPH� VWDELOL]DWLRQ�� LW� KDV� VHULRXV� GUDZEDFNV� �WKH� PRVW� LPSRUWDQW�EHLQJ�WKDW�QRPLQDO�LQFRPH�WDUJHWLQJ�UHTXLUHV�H[SOLFLW�IRUHFDVWV�RI�UHDO�*'3�JURZWK��DQG�VR� IDU� KDV� QRW� EHHQ� XVHG� E\� DQ\� FRXQWU\�� &RQWUDU\� WR� QRPLQDO� LQFRPH� WDUJHWLQJ�� WKH�³MXVW� GR� LW´� DSSURDFK� �L�H��� FRQGXFWLQJ�PRQHWDU\� SROLF\� ZLWKRXW� DQ\� H[SOLFLW� WDUJHW� RU�DQFKRU��KDV�QR�WKHRUHWLFDO�EDFNLQJ��EXW�LW�KDV�SURYHQ�WR�EH�HQRUPRXVO\�VXFFHVVIXO�LQ�DW�OHDVW�RQH�FRXQWU\��WKH�86���7KLV�DSSURDFK�KDV�QR�H[SOLFLW�QRPLQDO�DQFKRU�DQG�LV�PDLQO\�EDVHG� RQ� WKH� UHSXWDWLRQ� RI� DQ� LQVWLWXWLRQ� �WKH� )('�� DQG� D� FHQWUDO� EDQNHU� �$ODQ�*UHHQVSDQ���7KHUHIRUH�� LW� LV�QRW�HDVLO\�DSSOLFDEOH� WR�HPHUJLQJ�PDUNHW�FRXQWULHV� WKDW�GR�QRW�HQMR\�WKLV�NLQG�RI�UHSXWDWLRQ���,Q�SDUWLFXODU��*RRGIULHQG��������VKRZV�WKDW�³LQIODWLRQ�VFDUHV´�ZHUH�QRW�XQFRPPRQ�LQ�SRVW�ZDU�8�6�DQG�RQH�FDQ�HDVLO\�LPDJLQH�WKDW�HSLVRGHV�RI� WKLV� NLQG� DUH� HYHQ� PRUH� OLNHO\� WR� KDSSHQ� LQ� WKH� SUHVHQFH� RI� WKH� XQVWDEOH� SROLWLFDO�VLWXDWLRQ�DQG�ODUJH�PDFURHFRQRPLF�YRODWLOLW\ WKDW��FKDUDFWHUL]H��PRVW��HPHUJLQJ��PDUNHW�

� ,W� VKRXOG� EH� SRLQWHG� RXW� WKDW� WKLV� OLVW� RI� FRXQWULHV� LV� ERWK� UHVWULFWLYH� DQG� JHQHURXV�� � ,W� LV� UHVWULFWLYH�EHFDXVH� LW� RQO\� LQFOXGHV� FRXQWULHV� WKDW� ZHUH� DGRSWLQJ� ,7� LQ� WKH� )DOO� ����� DQG� WKHUHIRUH� H[FOXGHV� WZR�FRXQWULHV��)LQODQG�DQG�6SDLQ��WKDW�DGRSWHG�,7�WR�PDQDJH�WKHLU�WUDQVLWLRQ�WR�WKH�(XUR��IXUWKHUPRUH��6WHUQH�������� IRXQG� ��� FRXQWULHV� ZLWK� VRPH� VRUW� RI� H[SOLFLW� LQIODWLRQ WDUJHW��� � ,W� LV� JHQHURXV� EHFDXVH�� ZKLOH�&RORPELD��0H[LFR��DQG�3HUX�DQQRXQFH� LQIODWLRQ� WDUJHWV�� WKHVH�FRXQWULHV�DUH�QRW�XQDQLPRXVO\�FRQVLGHUHG�WR�EH� LQIODWLRQ� WDUJHWHUV� �0LVKNLQ�DQG�6DYDVWDQR��������� � �:KLOH�&RORPELD�DQG�3HUX�DQQRXQFH� LQIODWLRQ�WDUJHWV� EXW GH� IDFWR IROORZ� VRPH� VRUW� RI� H[FKDQJH� UDWH� SHJ��0H[LFR� VWDUWHG� LWV� IORDWLQJ� UHJLPH�ZLWK� D�SROLF\�RI�PRQHWDU\�WDUJHWLQJ�DQG�LW�LV�QRZ�FRQYHUJLQJ�WR�D�SROLF\�RI�,7��&DUVWHQV�DQG�:HUQHU����������� $QRWKHU�SUREOHP�ZLWK�QRPLQDO�LQFRPH�WDUJHWLQJ�LV�WKH�IROORZLQJ��,PDJLQH�WKDW�WKH�FRXQWU\�LV�HPHUJLQJ�IURP�D�UHFHVVLRQ�DQG�JURZV�RYHU�WKH�SRWHQWLDO���:LWKRXW�DQ�DGMXVWPHQW�RI�WKH�QRPLQDO�LQFRPH�WKLV�ZRXOG�UHTXLUH�D�FRQWUDFWLRQDU\�PRQHWDU\�SROLF\�DQG�IUXVWUDWH�WKH�HFRQRP\�
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FRXQWULHV�� � �7KHUHIRUH��FRQGXFWLQJ�PRQHWDU\�SROLF\�ZLWKRXW�DQ�H[SOLFLW�QRPLQDO�DQFKRU�FDQ� EH� H[WUHPHO\� GDQJHURXV� DQG� ZLOO� QRW� EH� FRQVLGHUHG� DV� D� YLDEOH� RSWLRQ� IRU� DQ�HPHUJLQJ�PDUNHW�FRXQWU\�
,,,��,QIODWLRQ�7DUJHWLQJ
,QIODWLRQ� WDUJHWLQJ� LV� D� PRQHWDU\� SROLF\� IUDPHZRUN� EDVHG� RQ� WKH� DQQRXQFHPHQW� RI� D�QXPHULFDO� WDUJHW� IRU� LQIODWLRQ�DQG�DQ� LQVWLWXWLRQDO�FRPPLWPHQW� WR� UHDFK� WKH�DQQRXQFHG�WDUJHW�� � 7KH� EDVLF� LGHD� RI� ,7� LV� WKHUHIRUH� H[WUHPHO\� VLPSOH�� WKH� FHQWUDO� EDQN� �RU� WKH�JRYHUQPHQW�� DQQRXQFHV� D� WDUJHW� IRU� IXWXUH� LQIODWLRQ� DQG� XVHV� DOO� WKH� DYDLODEOH�LQIRUPDWLRQ� DQG�PRQHWDU\� SROLF\� LQVWUXPHQWV� WR� DWWDLQ� WKLV� WDUJHW�� � 7KLV� IUDPHZRUN� LV�SDUWLFXODUO\� DSSHDOLQJ�EHFDXVH� LW� JLYHV� WKH� FHQWUDO� EDQN� D�ZHOO�GHILQHG�JRDO�DV�ZHOO DV�WKH� LQVWUXPHQWV� WR� DFKLHYH� LW�� � $Q� DGGLWLRQDO� DGYDQWDJH� RI� LQIODWLRQ� WDUJHWLQJ� LV� WKDW�LQIODWLRQ� LV� FOHDUO\�XQGHUVWRRG�E\� WKH�SXEOLF� �DV�RSSRVLWH� WR�PRQHWDU\�DJJUHJDWHV��DQG��WKHUHIRUH��,7�LV�D�WUDQVSDUHQW�SROLF\�WKDW�LQFUHDVHV�WKH�DFFRXQWDELOLW\�RI�WKH�FHQWUDO�EDQN���,Q� 6WDQOH\� )LVFKHU¶V� ������� ZRUGV�� LQIODWLRQ� WDUJHWLQJ� ³LV� DQ� DQVZHU� WR� PDQ\� RI� WKH�GLOHPPDV� RI� PRQHWDU\� SROLF\� WKDW� ZHUH� ZUHVWOHG� ZLWK� IRU� QHDUO\� ILIW\� \HDUV� DIWHU� WKH�FROODSVH�RI� WKH�JROG�VWDQGDUG�´� �7KH�DERYH�VWDWHPHQW�EHJV�IRU� WKH�TXHVWLRQ��ZK\�GLG�LW�WDNH� XV� ILIW\� \HDUV� �IRUW\� IRU� WKH� 1HZ� =HDODQGHUV�� WR� GLVFRYHU� WKDW� VXFK� D� VLPSOH�IUDPHZRUN�FDQ�VROYH�PRVW�RI�WKH�GLOHPPDV�RI�PRQHWDU\�SROLF\"��7KH�ILUVW�DQVZHU�WR�WKLV�TXHVWLRQ�OLHV�LQ�WKH�IDFW�WKDW��XQWLO�WKH�����V��HFRQRPLVWV�DQG�SROLF\�PDNHUV�EHOLHYHG�LQ�WKH�SUHVHQFH�RI�D�ORQJ�UXQ�WUDGH�RII�EHWZHHQ�LQIODWLRQ�DQG�XQHPSOR\PHQW�DQG�VXSSRUWHG�DFWLYLVW�PRQHWDU\� SROLFLHV� DLPHG� DW� NHHSLQJ� RXWSXW� FORVH� WR� LWV� IXOO�HPSOR\PHQW� OHYHO���+RZHYHU��IROORZLQJ�)ULHGPDQ��������DQG�3KHOSV���������WKHUH�LV QRZ�D�FRQVHQVXV�WKDW�VXFK� D� ORQJ�UXQ� WUDGH�RII� GRHV� QRW� H[LVW� DQG� WKDW� WKH� SULPDU\� ORQJ�UXQ� REMHFWLYH� RI�PRQHWDU\�SROLF\�VKRXOG�EH�SULFH�VWDELOLW\���7KH�VHFRQG�DQVZHU�UHODWHV�WR�WKH�IDFW�WKDW��LQ�VSLWH�RI�LWV�FRQFHSWXDO�VLPSOLFLW\��LQIODWLRQ�WDUJHWLQJ�LV�UDWKHU�FRPSOH[�WR�LPSOHPHQW�%HIRUH� GLVFXVVLQJ� WKH� WKHRUHWLFDO� IRXQGDWLRQV� RI� ,7�� LW� LV� LPSRUWDQW� WR� GHILQH� WKH�FRQFHSW� RI� 7D\ORU� 5XOH�� � $� 7D\ORU� 5XOH� �7D\ORU�� ������ LV� D� SROLF\� UXOH� WKDW� PRGHOV�VKRUW�WHUP�QRPLQDO�LQWHUHVW�UDWH�DV�D�IXQFWLRQ�RI�WKH�GHYLDWLRQ�RI�LQIODWLRQ�IURP�D�WDUJHW�DQG� WKH�GHYLDWLRQ�RI� UHDO�*'3�IURP�SRWHQWLDO�*'3�� � � ,Q�JHQHUDO��D�7D\ORU�UXOH�KDV� WKH�IRUP�

����� \\UL WWWW ����� ESSDS ���
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7KHUHIRUH�� VKRUW� WHUP� QRPLQDO� LQWHUHVW� UDWH� �LW�� GHSHQGV� RQ� ILYH� IDFWRUV�� �L�� WKH�HTXLOLEULXP�UHDO�LQWHUHVW�UDWH��U����LL��FXUUHQW�DQG�WDUJHW�LQIODWLRQ�UDWHV��SW DQG�S����LLL��DQ�LQIODWLRQ� JDS� DGMXVWPHQW� UDWH� �D�� WKDW� VSHFLILHV� KRZ� WKH� QRPLQDO� LQWHUHVW� UDWH� VKRXOG�PRYH�ZKHQ�DFWXDO�LQIODWLRQ�GHYLDWHV�IURP�LWV�WDUJHW���LY��FXUUHQW�DQG�SRWHQWLDO�UHDO�*'3��\W DQG� \��� DQG� �Y�� DQ� RXWSXW� JDS� DGMXVWPHQW� UDWH� �E�� WKDW� VSHFLILHV�KRZ� WKH�QRPLQDO�LQWHUHVW�UDWH�VKRXOG�PRYH�ZKHQ�FXUUHQW�*'3�GHYLDWHV�IURP�SRWHQWLDO�*'3���-RKQ�7D\ORU��������VXJJHVWV�WKDW�D�UXOH�ZLWK�U ����D ������DQG�E  �����ILWV�ZHOO�WKH�EHKDYLRU�RI�WKH�86� )HGHUDO� 5HVHUYH�� � 7KLV� UXOH� DVVXPHV� WKDW� WKH� HTXLOLEULXP� UHDO� LQWHUHVW� UDWH� LV� ��SHUFHQW� DQG� WKDW� WKH� FHQWUDO� EDQN� UHDFWV� WR� D� �� SHUFHQW� FKDQJH� LQ� LQIODWLRQ�ZLWK� D� ����SHUFHQW� FKDQJH�RI� WKH�QRPLQDO� LQWHUHVW� UDWH�� �7KHUHIRUH�� WKH� UHDO� LQWHUHVW� UDWH� LQFUHDVHV�ZKHQ�LQIODWLRQ�JRHV�DERYH�LWV�WDUJHW�DQG�GHFUHDVHV�ZKHQ�LQIODWLRQ�JRHV�EHORZ�LWV�WDUJHW���$W�WKH�VDPH�WLPH��WKH�QRPLQDO�LQWHUHVW�UDWH�LQFUHDVHV�ZKHQ�*'3�LV�DERYH�SRWHQWLDO�*'3�DQG�GHFUHDVHV�ZKHQ�LW�LV�EHORZ�SRWHQWLDO�*'3���(TXDWLRQ�����LV�KHOSIXO�LQ�GLVFXVVLQJ�WKH�FRQFHSWV�RI�VWULFW DQG�IOH[LEOH ,7��6YHQVVRQ������D����8QGHU�VWULFW ,7��WKH�RQO\�REMHFWLYH�RI� WKH� FHQWUDO� EDQN� LV� WR� UHDFK� LWV� LQIODWLRQ� WDUJHW�� �7KLV� LV� HTXLYDOHQW� WR� D�7D\ORU� UXOH�ZLWK� f D DQG�E� �����,Q�SUDFWLFH��QR�FHQWUDO�EDQNHU�LV�D�VWULFW�LQIODWLRQ�WDUJHWHU��RU��LQ�WKH�ZRUGV�RI�0HUY\Q�.LQJ�� DQ�³,QIODWLRQ�QXWWHU´���PRVW�FHQWUDO�EDQNV�DGRSW�D� IOH[LEOHLQIODWLRQ� WDUJHW� ZKLFK�� ZKLOH� VWLOO� FRQVLGHULQJ� SULFH� VWDELOLW\� DV� WKH� PDLQ� ORQJ�UXQ�REMHFWLYH�RI�PRQHWDU\�SROLF\��PDNHV�VRPH�DWWHPSW�WR�VWDELOL]H�RWKHU�UHDO�YDULDEOHV��RIWHQRXWSXW�DQG�WKH�UHDO�H[FKDQJH����7KLV�LV�H[DFWO\�ZKDW�D�7D\ORU�UXOH�GRHV��EHVLGHV�NHHSLQJ�FKHFN�RQ�LQIODWLRQ��LW�DOVR�JLYHV�VRPH�ZHLJKW�WR�RXWSXW�IOXFWXDWLRQV���
,QIODWLRQ�7DUJHWLQJ�DQG�7D\ORU�5XOHV�LQ�7KHRU\7KLV� VHFWLRQ� GLVFXVVHV� WKH� WKHRUHWLFDO� IRXQGDWLRQ� RI� LQIODWLRQ� WDUJHWLQJ� VWDUWLQJ� IURP� D�FORVHG�HFRQRP\�VHWWLQJ�DQG�WKHQ�PRYLQJ�WR�DQ�RSHQ�HFRQRP\�VHWWLQJ���$Q\�VXUYH\�RI�,7�VKRXOG� VWDUW�E\�PHQWLRQLQJ� WKH�ZRUN�RI�/DUV�6YHQVVRQ�� WKH�HFRQRPLVW�ZKR�KDV�VHW� WKH�UHVHDUFK�DJHQGD�RQ�WKLV�WRSLF�DQG�KDV�SURYLGHG�PDQ\�VHPLQDO�FRQWULEXWLRQV�� 6YHQVVRQ�������� GLVFXVVHV� ,7� LQ� WKH� FRQWH[W� RI� PRQHWDU\� SROLF\� UXOHV� DQG� FRPSDUHV� ,7� ZLWK�PRQHWDU\�DQG�QRPLQDO�LQFRPH�WDUJHWLQJ����+LV��PDLQ�FRQFOXVLRQ�LV�WKDW��JLYHQ�WKH�ODJV�LQ�
� $V�TXRWHG�LQ�)LVFKHU��������� 0RVW� RI� 6YHQVVRQ¶V� SDSHUV� FDQ� EH� GRZQORDGHG� IURP� KLV� KRPHSDJH� DW� KWWS���ZZZ�LLHV�VX�VH�OHRVYHQ��-RKQ��7D\ORU��DQG��*LDQSDROR��%HQLJQR��PDLQWDLQ��WZR��RWKHU�KRPHSDJHV�ZLWK�ULFK�FROOHFWLRQV�RI�SDSHUV�RQPRQHWDU\�SROLF\�UXOHV��KWWS���ZZZ�VWDQIRUG�HGX�aMRKQWD\O�3RO5XO/LQN�KWP��DQG�KWWS���VRFUDWHV�EHUNHOH\�HGX�aJEHQLJQR�PSRH�KWP�

http://www.stanford.edu/~johntayl/PolRulLink.htm
http://www.iies.su.se/leosven
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WKH�HIIHFWV�RI�PRQHWDU\�SROLF\��WKH�FHQWUDO�EDQN�VKRXOG�JHQHUDWH�FRQGLWLRQDO�IRUHFDVWV�RI�WDUJHW� YDULDEOHV� DQG� XVH� WKHVH� FRQGLWLRQDO� IRUHFDVWV� DV� LQWHUPHGLDWH� WDUJHW� YDULDEOHV��:KHQ�KH�FRPSDUHV� ,7�ZLWK�RWKHU� WDUJHWLQJ�UXOHV��6YHQVVRQ��������ILQGV�WKDW�PRQHWDU\�WDUJHWLQJ� FDQ� EH� D� XVHIXO� LQWHUPHGLDWH� WDUJHW�� � +RZHYHU�� EHFDXVH� RI� YHORFLW\� VKRFNV��LQIODWLRQ�DQG�PRQHWDU\�WDUJHWV�PD\�GLYHUJH���7KHUHIRUH��WKH�FHQWUDO�EDQN�QHHGV�WR�FOHDUO\�HVWDEOLVK�ZKLFK�WDUJHW�KDV�SULRULW\�RYHU�WKH�RWKHU���6YHQVVRQ��������GLVFXVVHV�WKDW��LI�WKH�FHQWUDO�EDQN�JLYHV�SULRULW\� WR� WKH� LQIODWLRQ�REMHFWLYH� �DV� WKH�%XQGHVEDQN�VHHPV� WR�GR���PRQHWDU\�WDUJHWLQJ�FDQ�EH�VHHQ�DV�XQGHUFRYHU�,7���:KLOH�WKLV�SROLF\�PD\�EH�HIILFLHQW�LQ�UHDFKLQJ�WKH�LQIODWLRQ�REMHFWLYH�� LW� ODFNV�WUDQVSDUHQF\��2Q�WKH�RWKHU�KDQG��LI�WKH�FHQWUDO�EDQN�JLYHV�SULRULW\�WR�WKH�PRQHWDU\�WDUJHW��WKH�SROLF\�ZLOO�EH�WUDQVSDUHQW�EXW�LQHIILFLHQW�LQ�VWDELOL]LQJ�LQIODWLRQ���7KHUHIRUH��6YHQVVRQ��������FRQFOXGHV�WKDW��ZKHUHDV�,7�LV�ERWK�WUDQVSDUHQW�DQG�HIILFLHQW��PRQHWDU\�WDUJHWLQJ�ZLOO�EH�HLWKHU�HIILFLHQW�EXW�QRQ�WUDQVSDUHQW�RU�WUDQVSDUHQW�EXW�LQHIILFLHQW���+H�DOVR�ILQGV�WKDW��IOH[LEOH��LQIODWLRQ�WDUJHWLQJ�LV�VXSHULRU�WR�QRPLQDO� LQFRPH�WDUJHWLQJ�EHFDXVH��ZKLOH� WKH�ODWWHU� LPSRVHV� WKH�VDPH��DQG�FRQVWDQW��ZHLJKW�RQ�RXWSXW�DQG�LQIODWLRQ�VWDELOL]DWLRQ��WKH�IRUPHU�DOORZV�IRU�D�ORVV�IXQFWLRQ�ZLWK�D�YDULDEOH�PDUJLQDO� UDWH� RI� VXEVWLWXWLRQ� EHWZHHQ� LQIODWLRQ� DQG� RXWSXW� JDSV�� � 6YHQVVRQ¶V��������GLVFXVVLRQ�HQGV�E\�PHQWLRQLQJ�WKDW�WKH�PDLQ�SUREOHP�RI�PRQHWDU\�DQG�QRPLQDO�LQFRPH�WDUJHWLQJ�LV� WKDW�WKH�WUDQVPLVVLRQ�PHFKDQLVP�IURP�PRQHWDU\�SROLF\�WR�LQIODWLRQ�LV�UDWKHU�FRPSOH[�DQG�JRHV�WKURXJK�PDQ\�FKDQQHOV�WKDW�GR�QRW�GLUHFWO\�DIIHFW�PRQH\�RU�QRPLQDO�*'3���:KLOH�LQIODWLRQ�WDUJHWLQJ��RU�LQIODWLRQ�IRUHFDVW�WDUJHWLQJ��FDQ�NHHS�WUDFN�RI� DOO� WKHVH� FKDQQHOV��PRQH\� VXSSO\� RU� QRPLQDO�*'3� WDUJHWLQJ� FDQQRW�� � ,Q� WKLV� VHQVH��PRQH\�VXSSO\�DQG�QRPLQDO�*'3�DUH�QRW�RSWLPDO� LQWHUPHGLDWH� WDUJHWV�EHFDXVH�WKH\�DUH�QRW� WKH� EHVW� SUHGLFWRUV� RI� LQIODWLRQ�� � � ,W� VKRXOG� EH� SRLQWHG� RXW� WKDW�� ZKLOH� PRVW� RI�6YHQVVRQ¶V� ZRUN� ILQGV� VXSSRUW� IRU� IOH[LEOH� ,7� DQG� JUDGXDO� FRQYHUJHQFH WR� WKH� WDUJHW��6YHQVVRQ�� ����E�� VHH� DOVR� %DOO�� ������� *RRGIULHQG� DQG� .LQJ� ������� ILQG� WKDW� WKH�RSWLPDO� SROLF\� LV� FRQVLVWHQW�ZLWK� VWULFW� ,7�� �7KHVH� GLIIHUHQW� UHVXOWV� DUH� GXH� WR� WKH� IDFW�WKDW��FRQWUDU\�WR�%DOO�DQG�6YHQVVRQ��*RRGIULHQG�DQG�.LQJ�GR�QRW�FRQVLGHU�WKH�SRVVLELOLW\�RI�FRVW�SXVK�LQIODWLRQ��VHH�&ODULGD�HW�DO����������&ODULGD� HW� DO�� ������� VXPPDUL]H� WKH� UHFHQW� UHVHDUFK� RQ� 1HZ� .H\QHVLDQ�PDFURHFRQRPLFV�LQ�D��PLFUR�IRXQGHG���RU�EHWWHU��PLFUR�IRXQGDEOH���PRGHO�ZLWK�QRPLQDO�
� 6YHQVVRQ� DQG� :RRGIRUG� ������� H[DPLQH� VHYHUDO� LVVXHV� UHODWHG� WR� WKH� GHVLJQ� RI� LQIODWLRQ�IRUHFDVW�WDUJHWLQJ�UXOHV�� :DOVK��������DQG�%DOO� �������FRQFHQWUDWH�RQ�KRZ�WKH�QDWXUH�RI�H[WHUQDO�VKRFNV��DQG�WKHLU� WLPH�VHULHV�SURSHUWLHV��DIIHFWV�WKH�FKRLFH�RI�WKH�RSWLPDO�PRQHWDU\�SROLF\�UXOH��
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SULFH�ULJLGLWLHV���2QH�RI�WKH�PDLQ�DWWUDFWLRQV�RI�WKHLU�SDSHU�LV�WKDW���VWDUWLQJ�IURP�WKH�ILUVW�SULQFLSOHV�� &ODULGD� HW� DO�� GHULYH� D� PRGHO� EDVHG� RQ� WZR� HTXDWLRQV� IDPLOLDU� WR� PDQ\�HFRQRPLVWV� WUDLQHG� LQ� WKH� .H\QHVLDQ� WUDGLWLRQ�� DQ� ³DOPRVW´� VWDQGDUG� ,6� FXUYH� DQG� DQ�³DOPRVW´�VWDQGDUG�H[SHFWDWLRQ�DXJPHQWHG�3KLOOLSV�FXUYH�� 8VLQJ�WKLV�VLPSOH�IUDPHZRUN��&ODULGD� HW� DO�� GHULYH� WKH� RSWLPDO� SROLFLHV� RI� D� FHQWUDO� EDQN� WKDW� PLQLPL]HV� DQ�LQWHUWHPSRUDO� %DUUR�*RUGRQ� ORVV� IXQFWLRQ�� %\� GHULYLQJ� WKH� RSWLPDO� SROLF\� XQGHU�GLVFUHWLRQ�WKH\�REWDLQ�WKH�IROORZLQJ�UHVXOWV���L��WKH�RSWLPDO�SROLF\�LQFRUSRUDWHV�IOH[LEOH�,7�EXW�QRW�VWULFW��RU�H[WUHPH��,7��XQOHVV� WKHUH� LV�QR�FRVW�SXVK�LQIODWLRQ�DQG�QR�FRQFHUQ�IRU� RXWSXW� VWDELOL]DWLRQ��� �LL�� WKH� UHDO� LQWHUHVW� UDWH� VKRXOG� LQFUHDVH� LQ� UHVSRQVH� WR� DQ�LQFUHDVH� LQ� H[SHFWHG� LQIODWLRQ�� L�H��� WKH� RSWLPDO� SROLF\� LV� FRQVLVWHQW�ZLWK� D�7D\ORU� UXOH�DQG�� �LLL�� WKH� QRPLQDO� LQWHUHVW� UDWH� VKRXOG� PRYH� WR� RIIVHW� GHPDQG� VKRFNV� EXW�DFFRPPRGDWH�VKRFNV�WR�SRWHQWLDO�RXWSXW���%\�VWXG\LQJ�WKH�FHQWUDO�EDQN¶V�EHKDYLRU�XQGHU�FRPPLWPHQW�� &ODULGD HW� DO�� DOVR� ILQG� WKDW�� EHVLGHV� HOLPLQDWLQJ� WKH� LQIODWLRQ� ELDV� RI�GLVFUHWLRQDU\�PRQHWDU\�SROLF\��D�FUHGLEOH�FRPPLWPHQW�WR�ILJKW�LQIODWLRQ�FDQ�LPSURYH�WKH�FXUUHQW�RXWSXW�LQIODWLRQ�WUDGH�RII���:KLOH�WKLV�ODVW�UHVXOW�PD\�VHHP�H[WUHPHO\�JRRG�QHZV�IRU� FRXQWULHV WKDW� GHFLGH� WR� PRYH� WR� DQ� ,7� IUDPHZRUN�� %HUQDQNH� HW� DO�� �������� DQG�&HFFKHWWL�DQG�(KUPDQQ��������ILQG�QR�HPSLULFDO�VXSSRUW�IRU�D�UHGXFHG�RXWSXW�LQIODWLRQ�WUDGH�RII� �RI� FRXUVH�� WKLV� FRXOG� VLPSO\� PHDQ� WKDW�� LQ� WKH� FRXQWULHV� VWXGLHG� E\� WKHVH�DXWKRUV��,7�ZDV�QRW�FUHGLEOH�ZKHQ�RULJLQDOO\�LQWURGXFHG���2QH� SRVVLEOH� FULWLTXH� WR� LQIODWLRQ� WDUJHWLQJ�XQGHU� WKH� IRUP�RI� D�7D\ORU�5XOH� LV� WKDW�WKLV� SROLF\� FDQ� JHQHUDWH� XQSOHDVDQW� HTXLOLEULD� ZLWK� VWHDG\� VWDWHV� DUELWUDULO\� FORVH� WR� D�OLTXLGLW\� WUDS� �%HQKDELE�HW�DO��������� )URP�D�PRUH�SUDFWLFDO�SRLQW�RI�YLHZ��)ULHGPDQ�DQG�.XWWQHU��������FODLP�WKDW�H[FHVVLYH�HPSKDVLV�RQ�LQIODWLRQ�VWDELOL]DWLRQ�FRXOG�OHDG�WR�ODUJH�RXWSXW� YRODWLOLW\�� �6XSSRUWHUV�RI� ,7� UHSO\� WR� WKLV� ODVW� FULWLTXH�E\�FODLPLQJ� WKDW� ,7�VKRXOG��QRW��EH��VHHQ��DV��D��VWULFW��UXOH�EXW�PRUH�OLNH�D�IUDPHZRUN�WKDW�DOORZV�FRQGXFWLQJ�PRQHWDU\� SROLF\� ZLWK� ³FRQVWUDLQHG� GLVFUHWLRQ´� �%HUQDQNH� DQG� 0LVKNLQ�� ������ DQG�

� 7KH� ,6� FXUYH� LV� DOPRVW� VWDQGDUG� EHFDXVH� RXWSXW� LV� D� IXQFWLRQ� RI� ERWK� H[SHFWHG� UHDO� LQWHUHVW� UDWH� DQG�H[SHFWHG�IXWXUH�RXWSXW���7KH�3KLOOLSV�FXUYH�LV�DOPRVW�VWDQGDUG�EHFDXVH�RXWSXW�GHSHQGV�RQ�H[SHFWHG�IXWXUH�LQIODWLRQ�UDWKHU�WKDQ�RQ�H[SHFWHG�FXUUHQW�LQIODWLRQ���� 'HILQHG� DV� D� ORVV� IXQFWLRQ� ZKHUH� WKH� FHQWUDO� EDQN¶V� XWLOLW\� GHSHQGV� RQ� WKH� GHYLDWLRQ� RI� RXWSXW� DQG�LQIODWLRQ�IURP�WKHLU�WDUJHW�OHYHOV��)RUPDOO\��WKH�ORVV�IXQFWLRQ�LV��� �>®̄ � ¦f ��
��� L LWLW \\(/ DE � � @̀�SS �� �LW �
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ZKLFK�� WKDQNV� WR� WKH� WUDQVSDUHQF\� RI� WKH� SROLF\�� FDQ� SURYLGH� GLVFLSOLQH� DQG�DFFRXQWDELOLW\�WR�WKH�PRQHWDU\�SROLF\�PDNLQJ�LQVWLWXWLRQV���7KH�SDSHUV�VXUYH\HG�VR�IDU�VWXG\�,7�LQ�D�FORVHG�HFRQRP\�VHWWLQJ�DQG�WKHLU�PDLQ�DLP�LV�WR�GHVFULEH��RU�SUHVFULEH��PRQHWDU\�SROLF\�PDNLQJ�LQ�WKH�86�RU�WKH�(XUR�DUHD���,�QRZ�PRYH� WR� SDSHUV� WKDW� VWXG\� RSWLPDO� SROLF\� PDNLQJ� LQ� DQ� RSHQ� HFRQRP\� VHWWLQJ� DQG�WKHUHIRUH�DUH�PRUH�UHOHYDQW�IRU�HPHUJLQJ�PDUNHWV���%DOO��������GHYHORSV�D�VLPSOH�PRGHO�EDVHG�RQ�WKUHH�HTXDWLRQV���L��D�EDFNZDUG�ORRNLQJ�RSHQ�HFRQRP\�,6�FXUYH��ZKHUH�RXWSXW�GHSHQGV� RQ� UHDO� LQWHUHVW� UDWH�� UHDO� H[FKDQJH� UDWH�� DQG� ODJJHG� RXWSXW��� �LL�� DQ� RSHQ�HFRQRP\� 3KLOOLSV� FXUYH� �ZKHUH� LQIODWLRQ� GHSHQGV� RQ� FKDQJHV� LQ� ODJJHG� RXWSXW� DQG�H[FKDQJH� UDWH��� DQG� �LLL�� DQ�XQFRYHUHG� LQWHUHVW� SDULW\� WKDW� GHVFULEHV� WKH� HTXLOLEULXP� LQ�WKH� DVVHW�PDUNHW�� � 7KH� ILUVW� UHVXOW� GHULYHG� E\�%DOO� LV� WKDW� WKH� LPSDFW� RQ� LQIODWLRQ� RI� D�JLYHQ�LQWHUHVW�UDWH�DGMXVWPHQW�LV�ODUJHU�LQ�WKH�RSHQ�HFRQRP\�WKDQ�LQ�WKH�FORVHG�HFRQRP\���7KLV� LV� EHFDXVH�� LQ� WKH� RSHQ� HFRQRP\�� WKH� LQWHUHVW� UDWH� DIIHFWV� LQIODWLRQ� ERWK� YLD� WKH�RXWSXW�FKDQQHO�DQG�WKH�H[FKDQJH�UDWH�FKDQQHO��ZLWK�WKH�ODWWHU�FKDQQHO�EHLQJ�IDVWHU�WKDQ�WKH�IRUPHU����%DOO¶V�PDLQ�UHVXOW�LV�WKDW��ZKLOH�WKH�RSWLPDO�SROLF\�LQ�WKH�FORVHG�HFRQRP\�FDQ� EH� GHVFULEHG� ZLWK� D� 7D\ORU� 5XOH� ZKHUH� WKH� LQWHUHVW� UDWH� GHSHQGV� RQ� RXWSXW� DQG�LQIODWLRQ��LQ�WKH�RSHQ�HFRQRP\��WKH�PRQHWDU\�SROLF\�LQVWUXPHQW�VKRXOG�EH�D FRPELQDWLRQ�RI�WKH�H[FKDQJH�UDWH�DQG�WKH�LQWHUHVW�UDWH���)XUWKHUPRUH��LQ�WKH�RSHQ�HFRQRP\��WKH�WDUJHW�YDULDEOHV� VKRXOG� EH� RXWSXW�� LQIODWLRQ�� DQG� WKH� ODJJHG� UHDO� H[FKDQJH� UDWH�� � 7KHUHIRUH��%DOO¶V� WKHRUHWLFDO� UHVXOWV� DUH� FRQVLVWHQW� ZLWK� WKH� SUDFWLFH� RI� PDQ\� LQIODWLRQ� WDUJHWLQJ�FHQWUDO�EDQNV� �&DQDGD��1HZ�=HDODQG��DQG�6ZHGHQ��RI�GHILQLQJ� WKHLU�SROLF\� LQVWUXPHQW�DV�D�³0RQHWDU\�&RQGLWLRQ�,QGH[´��L�H���D�OLQHDU�FRPELQDWLRQ�RI�WKH�H[FKDQJH�UDWH�DQG�D�QRPLQDO�VKRUW�WHUP�LQWHUHVW�UDWH����,Q�%DOO¶V PRGHO��WKH�ZHLJKW�DWWDFKHG�WR�WKH�H[FKDQJH�UDWH� LV� KHDYLO\� GHSHQGHQW� RQ� WKH� GHJUHH� RI� SDVVWKURXJK� IURP� H[FKDQJH� UDWH� WR� SULFHV���%DOO�FDOLEUDWHV�KLV�SDUDPHWHUV� WR�1HZ�=HDODQG�DQG��E\�DVVXPLQJ�D�SDVVWKURXJK�RI������KH�ILQGV�WKDW�WKH�PRQHWDU\�FRQGLWLRQ�LQGH[�VKRXOG�DVVLJQ�ZHLJKWV�RI������WR�WKH�QRPLQDO�LQWHUHVW�UDWH�DQG������WR�WKH�UHDO�H[FKDQJH�UDWH���+LJKHU�OHYHOV�RI�SDVVWKURXJK�DUH�OLNHO\�WR� JHQHUDWH� PRQHWDU\� FRQGLWLRQ� LQGH[HV� ZLWK� D� ODUJHU� ZHLJKW� RQ� WKH� H[FKDQJH� UDWH���%DOO� FRQFOXGHV� E\� SRLQWLQJ� RXW� WKDW� LQ� WKH� RSHQ� HFRQRP\� VHWWLQJ� VWULFW� ,7� FDQ� EH�
�� $Q� DOWHUQDWLYH� GHILQLWLRQ� LV� SURYLGHG� E\� 0DVVRQ� HW� DO�� ������� DFFRUGLQJ� WR� ZKRP� ,7� LV� D� ³SROLF\�VWUXFWXUH�ZLWK� FRQWLQXRXV� IHHGEDFN� DQG� D�PLOGO\� GLVFUHWLRQDU\� SROLF\�PRGH�´� �2Q� WKH� RWKHU� VLGH� RI� WKH�GHEDWH��&DOYR��������VXVSHFWV� WKDW�� LQ�PDQ\�HPHUJLQJ�PDUNHW�FRXQWULHV��FRQVWUDLQHG��RU�PLOG��GLVFUHWLRQ�ZLOO�MXVW�PHDQ�SXUH�GLVFUHWLRQ��� +LJK� SDVVWKURXJK� IURP� H[FKDQJH� UDWH� WR� SULFHV� FRXOG� EH� DQ� H[SODQDWLRQ� IRU� WKH� H[FKDQJH� UDWH�VWDELOL]DWLRQ�SROLFLHV�WKDW�VHHPV�WR�FKDUDFWHUL]H�VRPH�HPHUJLQJ�PDUNHW�FRXQWULHV�ZLWK�D�IRUPDOO\�IORDWLQJ�H[FKDQJH�UDWH�DQG�,7�IUDPHZRUN��+DXVPDQQ�HW�DO���������&DOYR�DQG�5HLQKDUW������D������E��
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GDQJHURXV� �LQ� WKH�VHQVH� WKDW� LW�PD\�JHQHUDWH� ODUJH�HFRQRPLF�IOXFWXDWLRQV��EXW� ORQJ�UXQ�,7��L�H���D�PRQHWDU\�SROLF\�IUDPHZRUN�WKDW�DOORZV�IRU�D�JUDGXDO�DGMXVWPHQW�WRZDUGV�WKH�WDUJHW��FDQ�EH�RSWLPDO���$FFRUGLQJ�WR�6YHQVVRQ���������D�NH\�ZHDNQHVV�RI�%DOO��������LV�WKDW� WKH�ODWWHU� LV�D�EDFNZDUG�ORRNLQJ�PRGHO�ZKHUH�WKH�H[FKDQJH�UDWH�HTXDWLRQ�GRHV�QRW�LQFOXGH� DQ� H[SHFWDWLRQ� WHUP� DQG� WKHUHIRUH� PD\� YLRODWH� XQFRYHUHG� LQWHUHVW� SDULW\���6YHQVVRQ� ������� VKRZV� WKDW� LQWURGXFLQJ� IRUZDUG�ORRNLQJ�EHKDYLRU�JUHDWO\�FRPSOLFDWHV�WKH�DQDO\VLV�DQG�\LHOGV�UHVXOWV�WKDW�DUH�VRPHKRZ�GLIIHUHQW�IURP�WKRVH�GHULYHG�E\�%DOO���,Q�IDFW��ZKLOH�6YHQVVRQ� DJUHHV�ZLWK�%DOO� LQ� ILQGLQJ� WKDW� IOH[LEOH� ,7� LV� WKH�RSWLPDO�SROLF\�DQG� WKDW� WKH� 7D\ORU� 5XOH� LV� QRW� HIILFLHQW��� KH� ILQGV� QR� HYLGHQFH� LQ� VXSSRUW� RI� WKH�0RQHWDU\�&RQGLWLRQ�,QGH[�DGYRFDWHG�E\�%DOO���,Q�SDUWLFXODU��6YHQVVRQ�VKRZV�WKDW��HYHQ�WKRXJK�D�PRQHWDU\�FRQGLWLRQ�LQGH[�FRXOG�EH�XVHG�DV�D�FRQWURO�YDULDEOH��WKH�RXWFRPH�LV�WKH� VDPH� DV� XVLQJ� WKH� VKRUW�WHUP� LQWHUHVW� UDWH� DQG� KHQFH� WKHUH� LV� QR� DGYDQWDJH� LQ�WDUJHWLQJ� WKH� H[FKDQJH� UDWH�� � 0RQDFHOOL� �������� KRZHYHU�� GHULYHV� D� PLFUR�IRXQGHG�PRGHO�RI�D�VPDOO�RSHQ�HFRQRP\�DQG�ILQGV�WKDW�WKH�PRQHWDU\�DXWKRULW\�VKRXOG�LQFOXGH�D�GLUHFW�H[FKDQJH�UDWH�IHHGEDFN�LQ�LWV�SROLF\�UXOH����,W�LV�IDLU�WR�FRQFOXGH�WKDW�WKH�GHEDWH�RQ�ZKHWKHU�DQ�RSHQ�HFRQRP\�VKRXOG�DGRSW�SXUH�,7�RU�DOVR�LQFOXGH�D�FRQFHUQ�IRU�H[FKDQJH�UDWH� VWDELOL]DWLRQ� LV� VWLOO� RSHQ� �ODWHU�ZH�ZLOO� VHH� WKDW� VRPH� FKDUDFWHULVWLFV� RI� HPHUJLQJ�PDUNHW� FRXQWULHV�JHQHUDWH DGGLWLRQDO� UHDVRQV� IRU� WDUJHWLQJ� WKH�QRPLQDO�H[FKDQJH� UDWH����$Q� LQWHUHVWLQJ�FRQWULEXWLRQ� WR� WKLV�GHEDWH� LV�SURYLGHG�E\�3DUUDGR� �������ZKR�XVHV� WKH�G\QDPLF� QHR�.H\QHVLDQ� IUDPHZRUN� RI� &ODULGD� HW�� DO� ������� WR� GHYHORS� DQ� RSHQ�HFRQRP\� PRGHO� FDOLEUDWHG� ZLWK� WKH� SDUDPHWHUV� RI� DQ� LQIODWLRQ� WDUJHWLQJ� HPHUJLQJ�PDUNHW� FRXQWU\� �&KLOH��� �+LV�PDLQ�FRQFOXVLRQV�DUH� WKDW� LQ�PRVW�FDVHV�QRQ�WUDGDEOH� �RU�GRPHVWLF��,7�GRPLQDWHV�&3,�,7�DQG�WKDW� WKH�&HQWUDO�%DQN�RI�&KLOH�VKRXOG�JLYH�JUHDWHU�IOH[LELOLW\�WR�WKH�H[FKDQJH�UDWH���
,QIODWLRQ�7DUJHWLQJ�LQ�3UDFWLFH$IWHU�KDYLQJ�GLVFXVVHG�WKH�WKHRUHWLFDO�GHEDWH�RQ�LQIODWLRQ�WDUJHWLQJ��,�QRZ�PRYH�RQ�WR�,7�LQ� SUDFWLFH�� � ,Q� SDUWLFXODU�� WKH� QH[W� WKUHH� VXEVHFWLRQV�ZLOO� GHVFULEH�ZKDW� DUH� WKH�PDLQ�GHFLVLRQV�DQG�VWHSV�WKDW�QHHG�WR�EH�WDNHQ�E\�D FRXQWU\�DLPLQJ�WR�DGRSW�DQ�,7�IUDPHZRUN��ZKDW�DUH� WKH�QHFHVVDU\�HFRQRPLF�DQG�SROLWLFDO�FRQGLWLRQV�IRU�WKH�LPSOHPHQWDWLRQ�RI�DQ�,7� IUDPHZRUN�� DQG� ZKDW� LV� WKH� SRVVLELOLW\� RI� LPSOHPHQWLQJ� LQIODWLRQ� WDUJHWLQJ� LQ�HPHUJLQJ�PDUNHWV���
�� 6XSSRUW�IRU�D�7D\ORU�UXOH�LV�LQVWHDG�IRXQG�E\�*KLURQL��������DQG�/HLWPR��������
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,QIODWLRQ�7DUJHWLQJ�LQ�3UDFWLFH��,PSOHPHQWDWLRQ�,VVXHV%HUQDQNH� HW� DO�� ������� LGHQWLI\� WKH� IROORZLQJ� RSHUDWLRQDO� LVVXHV� �PRVWO\� UHYROYLQJ�DURXQG� WKH� IOH[LELOLW\�FUHGLELOLW\� WUDGH�RII�� LQ� WKH� LPSOHPHQWDWLRQ� RI� DQ� LQIODWLRQ�WDUJHWLQJ� IUDPHZRUN�� �L�� VKRXOG� WKH� FHQWUDO� EDQN� DGRSW� VWULFW RU� IOH[LEOH� ,7"� �LL�� ZKR�GHFLGHV�WKH�WDUJHW�DQG�ZKR�LV�DFFRXQWDEOH"��LLL��VKRXOG�WKH�FHQWUDO�EDQN�WDUJHW�LQIODWLRQ�RU�WKH�SULFH�OHYHO"��LY��ZKDW�PHDVXUH�RI�LQIODWLRQ�VKRXOG�EH�XVHG"��Y��ZKDW�VKRXOG�EH�WKH�QXPHULFDO� YDOXH�RI� WKH� WDUJHW"� �YL�� VKRXOG� WKH� WDUJHW� EH� D�SRLQW� RU� D� UDQJH"� �YLL��ZKDW�VKRXOG�EH�WKH�KRUL]RQ�RI�WKH�WDUJHW"��YLLL��ZKDW�FRPPXQLFDWLRQ�PHWKRGV�VKRXOG�EH�XVHG"��7KH�ILUVW�GHFLVLRQ�WKDW�QHHGV�WR�EH�WDNHQ�E\�D�FHQWUDO�EDQN�WKDW�ZDQWV�WR�LQWURGXFH�DQ�,7� IUDPHZRUN� LV� ZKHWKHU� WKH� DLP� RI� WKH� SROLF\� VKRXOG� EH� WKH� DFKLHYHPHQW� RI� WKH�LQIODWLRQ� WDUJHW� LQ� WKH� VKRUWHVW� SRVVLEOH� WLPH� ZLWKRXW� FRQVLGHUDWLRQ� IRU� RXWSXW�VWDELOL]DWLRQ��VWULFW� ,7��RU� WKH�DGMXVWPHQW� WR� WKH� LQIODWLRQ� WDUJHW�VKRXOG�EH�JUDGXDO�ZLWK�VRPH� FRQVLGHUDWLRQ� IRU� RXWSXW� VWDELOL]DWLRQ� �IOH[LEOH� ,7��� �:KLOH�PLVVLQJ� D� WDUJHW� FDQ�JHQHUDWH� VRPH� FUHGLELOLW\� FRVWV�� WKH� SUHYLRXV� VHFWLRQ� KDV� FOHDUO\� VKRZQ� WKDW� PRVW�WKHRUHWLFDO�PRGHOV� WHQG� WR� SUHVFULEH� IOH[LEOH� ,7�� LQ� IDFW�� WKLV� LV� WKH� SROLF\� DGRSWHG� E\�PRVW�LQIODWLRQ�WDUJHWLQJ�FRXQWULHV�1H[W�� LW� LV� QHFHVVDU\� WR� GHFLGH� ZKR� VHWV� WKH� WDUJHW� DQG� ZKR� LV� UHVSRQVLEOH� IRU�DFKLHYLQJ�LW���,Q�WKH�GHVLJQ�RI�WKH�LQVWLWXWLRQDO�VWUXFWXUH�RI�D�FHQWUDO�EDQN�WKHUH�LV�DOZD\V�WHQVLRQ�EHWZHHQ�WKH�QHFHVVLW\�RI�KDYLQJ�D�FHQWUDO�EDQN�WKDW�LV�LQGHSHQGHQW�IURP�SROLWLFDO�SUHVVXUH� DQG� WKH� IDFW� WKDW� D� GHPRFUDWLF� VRFLHW\� UHTXLUHV� VRPH� DFFRXQWDELOLW\� RI� WKH�SROLF\PDNLQJ�SURFHVV�� �$VVLJQLQJ�WR� WKH�FHQWUDO�EDQN� LQVWUXPHQW� LQGHSHQGHQFH EXW�QRW�JRDO� LQGHSHQGHQFH FDQ� VROYH� WKLV� WHQVLRQ�� � :LWK� DQ� DUUDQJHPHQW� RI� WKLV� W\SH�� WKH�XOWLPDWH�JRDO�RI�PRQHWDU\�SROLF\��IRU�LQVWDQFH�WKH�LQIODWLRQ�WDUJHW��LV�VHW�E\�D�SROLWLFDOO\�DFFRXQWDEOH�GHFLVLRQ�PDNHU��WKH�JRYHUQPHQW�RU� WKH�SDUOLDPHQW��EXW� WKH�FHQWUDO�EDQN�LV�FRPSOHWHO\�LQGHSHQGHQW�LQ�WKH�FKRLFH�RI�WKH�LQVWUXPHQWV�RI�PRQHWDU\�SROLF\�QHFHVVDU\�WR�UHDFK�WKLV�JRDO��7KH� WKLUG� TXHVWLRQ� LV�� VKRXOG� WKH� FHQWUDO� EDQN� WDUJHW� LQIODWLRQ� RU� WKH� SULFH� OHYHO��SRVVLEO\�ZLWK�DQ�XSZDUG�GULIW�"� �:KLOH� WKLV�TXHVWLRQ� LV�DW� WKH�EDVH�RI�VRPH�DFDGHPLF�GHEDWH�� PRVW� HFRQRPLVWV� UHFRJQL]H� WKDW� SULFH� OHYHO� WDUJHWLQJ� ZRXOG� JHQHUDWH� DQ�H[FHVVLYH�YRODWLOLW\�RI�UHDO�RXWSXW�DQG�WKHUHIRUH�ILQG�,7�VXSHULRU�WR�SULFH�OHYHO�WDUJHWLQJ��KRZHYHU�� VHH�/LOLFR�������� IRU�D�YLHZ� LQ� IDYRU�RI�SULFH� WDUJHWLQJ���� ,Q�SUDFWLFH��HYHQ�
�� 7KH�PDLQ�SUREOHP�ZLWK�SULFH�OHYHO�WDUJHWLQJ�LV�WKDW��ZKLOH�WKH�LQIODWLRQ�WDUJHWLQJ�E\JRQHV�DUH�E\JRQHV��ZLWK�SULFH�OHYHO�WDUJHWLQJ�DQ�RYHUVKRRWLQJ�RI�WKH�WDUJHW�QHHGV�WR�EH�IROORZHG�E\�D�GHFUHDVH�LQ�SULFHV�
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WKRXJK� PRVW� FHQWUDO� EDQNV� KDYH� D� VWDWXWH� WKDW� SUHVFULEHV� WKH� DFKLHYHPHQW� RI� SULFH�VWDELOLW\��,�DP�QRW�DZDUH�RI�DQ\�FHQWUDO�EDQN�WKDW�WDUJHWV�WKH�SULFH�OHYHO��7KH� IRXUWK� TXHVWLRQ� FRQFHUQV� WKH�PHDVXUH� RI� LQIODWLRQ� WKDW� VKRXOG� EH� WDUJHWHG�� � ,Q�SDUWLFXODU��VKRXOG�WKH�FHQWUDO�EDQN�WDUJHW�&3,�LQIODWLRQ�RU�QRQ�WUDGDEOH�LQIODWLRQ"�:KLOH�VRPH�WKHRUHWLFDO�PRGHOV�ILQG�WKDW�WDUJHWLQJ�QRQ�WUDGDEOH�LQIODWLRQ�LV�VXSHULRU�WR�WDUJHWLQJ�&3,�LQIODWLRQ��DOO�WKH�,7�FHQWUDO�EDQNV�WHQG�WR�WDUJHW�&3,�LQIODWLRQ���+RZHYHU��ZKLOH�VRPH�FHQWUDO�EDQNV� �%UD]LO�� ,VUDHO��6ZHGHQ��6SDLQ��GHILQH� WKH� WDUJHW� LQ� WHUPV�RI�KHDGOLQH� �RU�RYHUDOO��&3,� LQIODWLRQ�� RWKHU� FHQWUDO� EDQNV� �$XVWUDOLD��1HZ�=HDODQG��8QLWHG�.LQJGRP��WDUJHW� ³FRUH´� �RU� WUHQG�� LQIODWLRQ� �VWLOO�� RWKHU� FRXQWULHV�� OLNH� &DQDGD�� XVH� ERWK�GHILQLWLRQV��� � 7KH� ODWWHU� H[FOXGHV� VRPH� YRODWLOH� FRPSRQHQWV� �IRRG� DQG� HQHUJ\�� IRU�LQVWDQFH��RI� WKH�SULFH�LQGH[�DQG�KDV�WKH�DGYDQWDJH�RI�SUHYHQWLQJ�PRQHWDU\�SROLF\�IURP�RYHU�UHDFWLQJ� WR� WUDQVLWRU\�VXSSO\�VKRFNV�� �7KH�PDLQ�GUDZEDFN�RI�FRUH� LQIODWLRQ�LV� WKDW�WKLV� PHDVXUH� LV� QRW� DV� WUDQVSDUHQW� DQG� FOHDUO\� XQGHUVWRRG� E\ WKH� SXEOLF� DV� KHDGOLQH�LQIODWLRQ��+HQFH��DV�LQ�PDQ\�RWKHU�LVVXHV��WKH�FKRLFH�RI�ZKDW�NLQG�RI�LQIODWLRQ�LQGH[�WKH�FHQWUDO�EDQN�VKRXOG�WDUJHW�LPSOLHV�D�WUDGH�RII�EHWZHHQ�IOH[LELOLW\��DFKLHYHG�E\�WDUJHWLQJ�FRUH�LQIODWLRQ��DQG�WUDQVSDUHQF\��DFKLHYHG�E\�WDUJHWLQJ�KHDGOLQH�LQIODWLRQ���%HUQDQNH�HW�DO���������7KH� ILIWK� LPSOHPHQWDWLRQ� LVVXH� FRQFHUQV� WKH� QXPHULFDO� YDOXH� RI� WKH� WDUJHW�� �:KLOH�PRVW�FHQWUDO�EDQN�VWDWXWHV� UHTXLUH�SULFH� VWDELOLW\�� WKHUH� LV� D�ZLGHVSUHDG�DJUHHPHQW� WKDW�WKH� LQIODWLRQ� WDUJHW� VKRXOG� EH� ORZ� EXW� SRVLWLYH�� � 7KHUH� DUH� DW� OHDVW� IRXU� UHDVRQV� IRU�FKRRVLQJ� D� SRVLWLYH� LQIODWLRQ� WDUJHW�� � )LUVW� RI� DOO�� ZLWK� D� ]HUR� LQIODWLRQ� WDUJHW�� VPDOO�XQGHUVKRRWLQJ�RI�WKH�WDUJHW�ZRXOG�JHQHUDWH�D�GHIODWLRQ�DQG�FRXOG�DUP�WKH�IXQFWLRQLQJ�RI�WKH�ILQDQFLDO�V\VWHP���6HFRQG��EHFDXVH�RI�VXEVWLWXWLRQ�HIIHFWV�DQG�TXDOLW\�LPSURYHPHQWV��LQIODWLRQ� HVWLPDWHV� DUH� OLNHO\� WR� RYHUVWDWH� WKH� WUXH� LQFUHDVH� LQ� SULFHV� E\� DV�PXFK� DV� ��SHUFHQW��%RVNLQ�HW�DO����������7KHUHIRUH�D���SHUFHQW�LQIODWLRQ�UDWH�PD\�EH�HTXLYDOHQW�WR��SHUFHQW�DFWXDO�LQIODWLRQ���7KLUG��LQ�WKH�SUHVHQFH�RI�GRZQZDUG�ULJLGLW\�LQ�QRPLQDO�ZDJHV��UHDO�ZDJHV� DGMXVWPHQWV�ZLOO� UHTXLUH� VRPH� LQIODWLRQ�� �2Q� WKH� EDVLV� RI� WKLV� REVHUYDWLRQ��$NHUORI� HW� DO� ������� ILQG� WKDW�� IRU� H[WUHPHO\� ORZ� OHYHOV� RI� LQIODWLRQ�� WKHUH�PD\� EH� D�ORQJ�UXQ�WUDGH�RII�EHWZHHQ�LQIODWLRQ�DQG�XQHPSOR\PHQW���)RXUWK��DV�WKH�QRPLQDO�LQWHUHVW�UDWH�FDQQRW�EH�QHJDWLYH��ZLWK�]HUR�LQIODWLRQ�LW�LV�LPSRVVLEOH�WR�KDYH�D�QHJDWLYH�UHDO�UDWH���,Q� SUDFWLFH�� PRVW� LQIODWLRQ� WDUJHWLQJ� GHYHORSHG� FRXQWULHV� DGRSW� D� WDUJHW� LQ� WKH� �� WR� ��SHUFHQW� UDQJH�� � +RZHYHU�� ZKLOH� PRVW� GHYHORSHG� FRXQWULHV� DGRSWHG� DQ� ,7� IUDPHZRUN�DIWHU KDYLQJ� VXFFHVVIXOO\� UHGXFHG� LQIODWLRQ�� VRPH� GHYHORSLQJ� FRXQWULHV� PD\� XVH� WKLV�PRQHWDU\�SROLF\� IUDPHZRUN� DV� D�PHWKRG� WR� UHGXFH� LQIODWLRQ�� � ,Q� WKLV�HQYLURQPHQW�� WKH�
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FKRLFH�RI�WKH�WDUJHW�LV�PRUH�GLIILFXOW�� �2Q�WKH�RQH�KDQG��D�ORZ�WDUJHW�PD\�EH�KHOSIXO�LQ�VLJQDOLQJ� WKDW� WKH�FHQWUDO�EDQN�LV�VHULRXV�DERXW�ILJKWLQJ�LQIODWLRQ��2Q�WKH�RWKHU�KDQG��D�WDUJHW� WKDW�LV�WRR�ORZ�PD\�FDXVH�H[FHVVLYH�VWUDLQ�RQ�WKH�UHDO�HFRQRP\�DQG��LI�RYHUVKRW��PD\�KDYH�FUHGLELOLW\�FRVWV��7KH�VL[WK�LPSOHPHQWDWLRQ�LVVXH�LV�ZKHWKHU�WKH�WDUJHW�VKRXOG�EH�H[SUHVVHG�DV�D�SRLQW��L�H�����SHUFHQW��RU�D�UDQJH��L�H�������WR�����SHUFHQW����$�UDQJH�KDV�WKH�DGYDQWDJH�RI�EHLQJ�HDVLHU� WR� DFKLHYH� WKDQ� D� SRLQW� EXW�� H[DFWO\� IRU� WKLV� UHDVRQ��PLVVLQJ� D� UDQJH�PD\� KDYH�ODUJHU� FUHGLELOLW\� FRVWV� WKDQ� PLVVLQJ� D� SRLQW� WDUJHW�� � $Q� DGYDQWDJH� RI� DGRSWLQJ� DQ� ,7�UDQJH� LV� WKDW� WKLV� FOHDUO\� VKRZV� WKDW� XQGHUVKRRWLQJ� WKH� UDQJH� LV� DV� GDQJHURXV� DV�RYHUVKRRWLQJ�LW��VRPHWLPHV��SHRSOH�WHQG�WR�PDNH WKH�HUURU�RI�WKLQNLQJ�WKDW�OHVV�LQIODWLRQ�LV� DOZD\V� EHWWHU� EXW�� LQ� ����� DQG� ������ 3HUX� DQG� &KLOH� SDLG� D� KLJK� FRVW� IRU�XQGHUVKRRWLQJ�WKHLU�LQIODWLRQ�WDUJHWV���+RZHYHU��D�UDQJH�PD\�OHDG�WKH�SXEOLF�WR�IRFXV�LWV�H[SHFWDWLRQ�RQ� WKH�HGJH�UDWKHU� WKDQ�RQ� WKH�PLGSRLQW�� � ,Q�SUDFWLFH��&DQDGD��,VUDHO��1HZ�=HDODQG��DQG�6ZHGHQ�WDUJHW�D�UDQJH��ZKLOH�$XVWUDOLD�DQG�WKH�8QLWHG�.LQJGRP�DUH�FORVHU�WR�WDUJHWLQJ�D�SRLQW��D�³WKLFN´�SRLQW�LQ�WKH�FDVH�RI�$XVWUDOLD��7KH� VHYHQWK� LPSOHPHQWDWLRQ� LVVXH� LV� WKH� FKRLFH� RI� WKH� SROLF\� KRUL]RQ� RU� WKH� WLPH�IUDPH� LQ�ZKLFK� WKH� WDUJHW� VKRXOG�EH�DFKLHYHG�� �%HUQDQNH�HW� DO�� �������FODLP� WKDW�YHU\�VKRUW�DQG�YHU\�ORQJ�SROLF\�KRUL]RQV�DUH�PHDQLQJOHVV�EHFDXVH��ZLWK�YHU\�VKRUW�KRUL]RQV��OHVV� WKDQ�RQH�\HDU��� LW�PD\�EH� LPSRVVLEOH� WR� UHDFK� WKH� LQIODWLRQ� WDUJHW�DW� D� UHDVRQDEOH�FRVW� DQG�YHU\� ORQJ� WDUJHWV�ZRXOG�SOD\� OLWWOH� UROH� LQ�VHWWLQJ� LQIODWLRQ�H[SHFWDWLRQV��� $V�IRU�PDQ\�RWKHU�FKRLFHV��WKH�OHQJWK�RI�WKH�WDUJHW�QHHGV�WR�EH�GHFLGHG�E\�FRQVLGHULQJ�WKH�WUDQVSDUHQF\�IOH[LELOLW\� WUDGH�RII�� � ,Q� SUDFWLFH�� %HUQDQNH� HW� DO�� ������� VXJJHVW� WKDW� WKH�SROLF\�KRUL]RQ�VKRXOG�EH�LQ�WKH�UDQJH�RI���WR���\HDUV�DQG�GLVFXVV�WKDW�WKH�%XQGHVEDQN¶V�SROLF\�RI�DQQRXQFLQJ�ERWK�D�VKRUW�WHUP�PRQHWDU\�WDUJHW�DQG�D�ORQJ�UXQ�LQIODWLRQ�WDUJHW�LV�DQ�HIILFLHQW�PHWKRG�WR�FRPPXQLFDWH�LWV�SROLF\ VWDQFH��7KH�HLJKWK�DQG�ODVW�LPSOHPHQWDWLRQ�LVVXH�FRQFHUQV�WKH�PHWKRG�ZLWK�ZKLFK�WKH�FHQWUDO�EDQN�FRPPXQLFDWHV� LWV�,7�SROLF\�WR�WKH�SXEOLF�� �7KLV�LV�D�YHU\�LPSRUWDQW�LVVXH�EHFDXVH�,7� LV� DQ� H[HUFLVH� LQ� WUDQVSDUHQF\�� � $FFRXQWDELOLW\� WRZDUG� WKH� SXEOLF� LV� D� QHFHVVDU\�FRQGLWLRQ� WR�JHQHUDWH� WKH�FRQVWUDLQHG�GLVFUHWLRQ�WKDW�FKDUDFWHUL]HV� WKLV�PRQHWDU\�SROLF\�IUDPHZRUN���,Q�SDUWLFXODU��WKH�FHQWUDO�EDQN�VKRXOG�SURGXFH�UHJXODU�UHSRUWV�WKDW�GHVFULEH�WKH�FHQWUDO�EDQN¶V�PRQHWDU\�SROLF\�VWUDWHJ\��WKH�VWDWH�RI�WKH�HFRQRP\��SULYDWH�VHFWRU�DQG�RIILFLDO�HVWLPDWHV�RI� LQIODWLRQ��D�XVHIXO� LQVWUXPHQW�LV�WKH�IDQ�FKDUW�WKDW�SURYLGHV�D�FOHDU�
�� $�YHU\�VKRUW�KRUL]RQ�FRXOG�DOVR�SURGXFH�³LQVWUXPHQW�LQVWDELOLW\´��0DVVRQ�HW�DO���������
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GHVFULSWLRQ�RI�WKH�SUREDELOLW\�RI�GLIIHUHQW�LQIODWLRQ�SDWKV���WKH�YDOXH�RI�WKH�WDUJHW��DQG��LI�WKH�WDUJHW�LV�PLVVHG��WKH�UHSRUW�VKRXOG�SURYLGH�FOHDU�H[SODQDWLRQV�RI�WKH�UHDVRQV�WKDW�WKDW�OHG� WR� WKH� RYHUVKRRWLQJ� RU� XQGHUVKRRWLQJ� RI� WKH� WDUJHW�� � 6RPH� ,7� FHQWUDO� EDQNV�FRPPXQLFDWH� ZLWK� WKH� SXEOLF� E\� LVVXLQJ� ³LQIODWLRQ� UHSRUWV´� WKDW� FOHDUO\� H[SODLQ� WKH�REMHFWLYHV�RI�PRQHWDU\�SROLF\� DQG�SURYLGH� D�QRQ�WHFKQLFDO� GHVFULSWLRQ�RI� WKH� VWDWXV�RI�WKH�HFRQRP\�DQG�LQIODWLRQ��� 7KH�XOWLPDWH�SXUSRVH�RI�WKH�LQIODWLRQ�UHSRUW�LV�WR�LQFUHDVH�WUDQVSDUHQF\� DQG� HGXFDWH� WKH� SXEOLF� DERXW� ZKDW� FDQ� DQG� FDQQRW� EH� DFKLHYHG� ZLWK�PRQHWDU\�SROLF\���%\�FOHDUO\�VWDWLQJ�ZKDW�DUH�WKH�PDLQ�WUDGH�RIIV�RI�PRQHWDU\�SROLF\��WKH�FHQWUDO� EDQN� FDQ� FUHDWH� DQ� ³DXGLHQFH´� �/RKPDQ�� ������ IRU� SULFH� VWDELOLW\� DQG� SURWHFW�LWVHOI� IURP� SROLWLFDO� SUHVVXUH� DLPHG� DW� PDQLSXODWLQJ� WKH� VKRUW�UXQ� WUDGH�RII� EHWZHHQ�RXWSXW�DQG�LQIODWLRQ�,QIODWLRQ�7DUJHWLQJ�LQ�3UDFWLFH��1HFHVVDU\�&RQGLWLRQV7KH�NH\�UHIHUHQFH�LQ�WKH�GLVFXVVLRQ�RI�WKH�QHFHVVDU\�HFRQRPLF�DQG�SROLWLFDO�FRQGLWLRQV�IRU� WKH� LPSOHPHQWDWLRQ� RI� D� VXFFHVVIXO� ,7� IUDPHZRUN� LV� 0DVVRQ� HW� DO�� ���������$FFRUGLQJ� WR� WKHVH� DXWKRUV�� WKH� QHFHVVDU\� FRQGLWLRQV� IRU� LPSOHPHQWLQJ� ,7� DUH� WKH�IROORZLQJ�� �L�� WKH� SUHVHQFH� RI� DQ� LQGHSHQGHQW� FHQWUDO� EDQN�� �LL�� ODFN� RI� ELQGLQJ�FRPPLWPHQWV�WR�RWKHU�QRPLQDO�YDULDEOHV��OLNH�WKH�H[FKDQJH�UDWH��DQG���LLL��WKH�WHFKQLFDO�DELOLW\� RI� GHYHORSLQJ� IRUHFDVW� PRGHOV� IRU� WKH� YDULDEOHV� RI� LQWHUHVW� �LQIODWLRQ� LQ�SDUWLFXODU��7KH�ILUVW�QHFHVVDU\�FRQGLWLRQ�FRQFHUQV�FHQWUDO�EDQN�LQGHSHQGHQFH���$V�GLVFXVVHG�LQ� WKH� SUHYLRXV� VHFWLRQ�� WKH� FHQWUDO� EDQN� GRHV� QRW� QHHG� WR� EH� IXOO\� LQGHSHQGHQW� �L�H���KDYLQJ�JRDO� LQGHSHQGHQFH��EXW� LW� QHHGV� WR�EH�DEOH� WR� IUHHO\ DGMXVW� LWV�PRQHWDU\�SROLF\�LQVWUXPHQWV� �L�H��� WKH� FHQWUDO� EDQN�QHHGV� WR�EH� LQVWUXPHQW� LQGHSHQGHQW��� � �$�QHFHVVDU\�FRQGLWLRQ�IRU�DFKLHYLQJ�LQVWUXPHQW� LQGHSHQGHQF\�LV� ODFN�RI�ILVFDO�GRPLQDQFH�� �/DFN�RI�ILVFDO� GRPLQDQFH� PHDQV� WKDW� WKH� JRYHUQPHQW� LV� DEOH� WR� IXOO\� ILQDQFH� LWV� SXEOLF�H[SHQGLWXUH�ZLWK�HLWKHU�WD[�UHYHQXHV�RU�E\�VHOOLQJ�GHEW�LQVWUXPHQWV�WR�WKH�SULYDWH�VHFWRU�DQG�� WKHUHIRUH�� LW� GRHV� QRW� QHHG� WR� UHO\� RQ� VHLJQLRUDJH� �VKDOORZ� FDSLWDO� PDUNHWV� DQG�ILQDQFLDO� IUDJLOLW\� DUH� ERWK�PDQLIHVWDWLRQV� DQG� RXWFRPHV� RI� ILVFDO� GRPLQDQFH��� � )LVFDO�GRPLQDQFH� ZLOO� JHQHUDWH� LQIODWLRQ� HSLVRGHV� WKDW� DUH� OLNHO\� WR� FUHDWH� ZLGHVSUHDG�LQGH[DWLRQ� �RU� FXUUHQF\� VXEVWLWXWLRQ�� PHFKDQLVPV� WKDW� ZHDNHQ� WKH� HIIHFWLYHQHVV� RI�PRQHWDU\�SROLF\��0DVVRQ�HW�DO������������
�� ,QIODWLRQ�UHSRUWV��QRZ�XVHG�E\�PDQ\�FHQWUDO�EDQNV��ZHUH�ILUVW�LQWURGXFHG�E\�WKH�%DQN�RI�(QJODQG�� 7KH�%2(�LQIODWLRQ�UHSRUWV�FDQ�EH�GRZQORDGHG�IURP��KWWS���ZZZ�EDQNRIHQJODQG�FR�XN�LQIODWLRQUHSRUW�LQGH[�KWP���
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7KH�VHFRQG�QHFHVVDU\�FRQGLWLRQ�IRU� WKH�DGRSWLRQ�RI�DQ�,7�IUDPHZRUN�LV�WKH�DEVHQFH�RI�D�ILUP�FRPPLWPHQW�WR�RWKHU�QRPLQDO�YDULDEOHV���7KLV�VWDWHPHQW�VKRXOG�EH�LQWHUSUHWHG�DV� IROORZV�� LQIODWLRQ� WDUJHWLQJ� FHQWUDO� EDQNV� FDQ� WDUJHW� RWKHU� QRPLQDO� YDULDEOHV��VSHFLILFDOO\��H[FKDQJH�UDWH DQG�PRQHWDU\�DJJUHJDWHV��EXW�WKH\�VKRXOG�PDNH�FOHDU�WKDW��LI�WKHUH� LV� D� FRQIOLFW� EHWZHHQ� WKH� GLIIHUHQW� WDUJHWV�� WKH� LQIODWLRQ� WDUJHW� ZLOO� RYHUULGH� WKH�RWKHU�WDUJHWV���,Q�SUDFWLFH��PRVW�FHQWUDO�EDQNV�WDUJHW�PRUH�WKDQ�RQH�QRPLQDO�YDULDEOH��LQ�D� VXUYH\� RI� �� FHQWUDO� EDQNV��6WHUQH�� ������ IRXQG� WKDW� ���SHUFHQW� RI� WKHP� WDUJHW� ERWK�LQIODWLRQ�DQG�PRQH\�DQG�RQO\����SHUFHQW�RI�WKHP�WDUJHW�LQIODWLRQ�RU�PRQH\�DORQH����7KH�%XQGHVEDQN��IRU�LQVWDQFH��DQQRXQFHV�ERWK�D�VKRUW�WHUP�PRQHWDU\�WDUJHW�DQG�D�ORQJ�WHUP�LQIODWLRQ� WDUJHW�DQG�DGRSWV� WKH�SUDFWLFH�RI�RYHUVKRRWLQJ�RU�XQGHUVKRRWLQJ� WKH�PRQHWDU\�WDUJHW�ZKHQHYHU� WKLV� LV�QRW�FRQVLVWHQW�ZLWK� WKH� ORQJ�UXQ� LQIODWLRQ� WDUJHW�� �2WKHU�FHQWUDO�EDQNV� �&KLOH� DQG� ,VUDHO�� IRU� LQVWDQFH�� VHH� 3DUUDGR�� ����� DQG� /HLGHUPDQ� DQG� %DU�2U��������DUH�PDQDJLQJ� WKHLU� WUDQVLWLRQ� IURP�H[FKDQJH� UDWH� WDUJHWLQJ� WR� IXOO�IOHGJHG�,7�E\�WDUJHWLQJ�ERWK�YDULDEOHV��ZLWK�D�GHFUHDVLQJ�ZHLJKW�RQ�WKH�H[FKDQJH�UDWH��� � ,W�VKRXOG�EH�SRLQWHG� RXW� WKDW� WDUJHWLQJ� LQIODWLRQ� DQG� PRQH\� VXSSO\� DQG� WDUJHWLQJ� LQIODWLRQ� DQG�H[FKDQJH� UDWH� DUH� QRW� HTXLYDOHQW� SROLFLHV�� �:KLOH� RYHUVKRRWLQJ� D�PRQHWDU\� WDUJHW� KDV�ORZ� SROLWLFDO� FRVWV�� RYHUVKRRWLQJ� DQ� H[FKDQJH� UDWH� WDUJHW� LQ� D� VPDOO� �SRVVLEO\� SDUWO\�GROODUL]HG�� RSHQ� HFRQRP\� ZKHUH� WKH� SXEOLF� FORVHO\� IROORZV� WKH� QHZV� UHJDUGLQJ� WKH�H[FKDQJH�UDWH�FRXOG�LQVWHDG�KDYH�ODUJH�SROLWLFDO�FRVWV���)LQDOO\��DV�,7�LV�D�IRUZDUG�ORRNLQJ�PRQHWDU\�SROLF\�IUDPHZRUN��LWV�DGRSWLRQ�UHTXLUHV�WKH�WHFKQLFDO�FDSDFLW\�WR�PRGHO�DQG�IRUHFDVW�LQIODWLRQ��6YHQVVRQ������E��SRLQWV�RXW�WKDW�,7�UHJLPHV�VKRXOG�XVH�IRUHFDVWHG�LQIODWLRQ�DV�LQWHUPHGLDWH�WDUJHW�����3URGXFLQJ�LQIODWLRQ�IRUHFDVWV� LV�� KRZHYHU�� D� GLIILFXOW� H[HUFLVH��:KLOH�9$5�PRGHOV�PD\� SURGXFH� HIILFLHQW�HVWLPDWLRQV� RI� IXWXUH� LQIODWLRQ�� WKHVH� PRGHOV� DUH� VXEMHFW� WR� WKH� /XFDV� FULWLTXH� DQG�WKHUHIRUH�WKHLU�XVH�WR�GLFWDWH�PRQHWDU\�SROLF\�LV�SUREOHPDWLF���)RU�WKLV�UHDVRQ��%HUQDQNH�DQG�:RRGIRUG��������VXJJHVW�WKDW�WKH�FHQWUDO�EDQN�VKRXOG�QRW�XVH�LQIODWLRQ�IRUHFDVWV�EXW�EDVH� LWV� GHFLVLRQ� RQ� D� VWUXFWXUDO�PRGHO�RI� WKH� HFRQRP\�� � ,Q�SUDFWLFH�� ,7� FHQWUDO� EDQNV�EDVH�WKHLU�GHFLVLRQV�RQ PRUH�WKDQ�RQH�PRGHO�DQG�FRQVLGHU�ERWK�9$5�HVWLPDWHV�DQG�WKH�SUHGLFWLRQ�RI�PRUH�FRPSOH[�VWUXFWXUDO�PRGHOV�
�� 7KLV� LV� QRW� RQO\� WKH� FDVH� RI� VPDOO� GHYHORSLQJ� HFRQRPLHV�� � 9HU\� RIWHQ� WKHUH� LV� VRPH� VHQVH� RI� SULGH�DVVRFLDWHG�ZLWK�WKH�QDWLRQDO�FXUUHQF\��WKH�VXSSRUW�IRU� WKH�IUDQF�IRUW SROLF\�LV�RQH�H[DPSOH�LQ�FDVH����)RU�LQVWDQFH��PRVW� (XURSHDQ� FLWL]HQV� NQRZ� WKH� H[DFW� (XUR�'ROODU� H[FKDQJH� UDWH� DQG�� DW� WKH� WLPH�RI�ZULWLQJ��2FWREHU�� ������� DUH� VRPHZKDW�ZRUULHG� E\� WKH�ZHDN�(XUR�� �$V� D� FRQVHTXHQFH��(XURSHDQ�SROLF\PDNHUV�QHHG�WR�ZRUU\�DERXW�WKH�YDOXH�RI�WKH�(XUR�HYHQ�WKRXJK�LWV�VZLQJV�DJDLQVW�WKH�GROODU�KDYH�VPDOO�HIIHFWV�RQ�(XURSHDQ�LQIODWLRQ�DQG�HFRQRPLF�FRQGLWLRQV���$W�WKH�VDPH�WLPH��PRVW�86�YRWHUV�EDUHO\�NQRZ�ZKDW�D�(XUR�LV�DQG��WKHUHIRUH��$PHULFDQ�SROLF\PDNHUV�DUH�PRUH�IUHH�WR�IROORZ�D�³EHQLJQ�QHJOHFW´�H[FKDQJH�UDWH�SROLF\���
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7KH�6FRSH�IRU�,QIODWLRQ�7DUJHWLQJ�LQ�(PHUJLQJ�0DUNHWV:KLOH� PRVW� GHYHORSHG� FRXQWULHV� VDWLVI\� WKH� QHFHVVDU\� FRQGLWLRQV� IRU� WKH� VXFFHVVIXO�LPSOHPHQWDWLRQ�RI�DQ�,7�IUDPHZRUN��WKLV�LV�QRW�WKH�FDVH�IRU�PRVW�HPHUJLQJ�FRXQWULHV���,Q� SDUWLFXODU�� HPHUJLQJ�PDUNHW� FRXQWULHV�� EHVLGHV�KDYLQJ� ORZHU�*'3�SHU� FDSLWD�� GLIIHU�IURP�KLJK� LQFRPH� FRXQWULHV� LQ� DW� OHDVW� ��RWKHU� IDFWRUV�� �L�� FRQWUDU\� WR�PRVW� GHYHORSHG�FRXQWULHV�� PDQ\� HPHUJLQJ� PDUNHW� FRXQWULHV� KDYH� KLJK� OHYHOV� RI� OLDELOLW\� GROODUL]DWLRQ�DQG� WKHUHIRUH�� LQ� RUGHU� WR� SUHYHQW� EDODQFH�VKHHW� GHWHULRUDWLRQ� DQG� OLPLW� WKH� ULVN� RI� D�ILQDQFLDO� FULVLV�� WKH\� QHHG� WR� OLPLW� H[FKDQJH� UDWH� IOXFWXDWLRQV�� � +RZHYHU�� &HVSHGHV��&KDQJ� DQG� 9HODVFR� ������� PDNH� WKH� SRLQW� WKDW� D� IOH[LEOH� H[FKDQJH� UDWH� PD\� EH�SUHIHUDEOH� WR� D� IL[HG� H[FKDQJH� UDWH� HYHQ� LQ� WKH� SUHVHQFH� RI� OLDELOLW\� GROODUL]DWLRQ�� �LL��HPHUJLQJ�PDUNHW�FRXQWULHV�WHQG�WR�KDYH�UHODWLYHO\�KLJK�SDVVWKURXJK�IURP�H[FKDQJH�UDWH�WR� LQIODWLRQ� ZKLFK� OLPLWV� WKH� HIIHFWLYHQHVV� RI� PRQHWDU\� SROLF\� DQG�� DV� LQ� WKH� FDVH� RI�OLDELOLW\� GROODUL]DWLRQ�� JHQHUDWHV� WKH� QHHG� RI� H[FKDQJH� UDWH� VPRRWKLQJ� �&DOYR�� ������IRUFHIXOO\�PDNHV� WKH�SRLQW� WKDW��ZLWK�KLJK� OHYHOV�RI�SDVVWKURXJK�� ,7�DQG�H[FKDQJH�UDWH�WDUJHWLQJ� DUH� HTXLYDOHQW��� �LLL�� ZKLOH�PDQ\� GHYHORSHG� FRXQWULHV� KDYH� DGRSWHG� ,7� DIWHU�KDYLQJ� VXFFHVVIXOO\� UHGXFHG� LQIODWLRQ� DQG� KDYH� FHQWUDO� EDQNV� ZLWK� VRPH� FUHGLELOLW\�FDSLWDO�� PDQ\� HPHUJLQJ� PDUNHW� FRXQWULHV� KDYH� UHODWLYHO\� KLJK� OHYHOV� RI� LQIODWLRQ� DQG�FHQWUDO EDQNV� ZLWK� QR� FUHGLELOLW\� FDSLWDO�� �LY�� LQ� HPHUJLQJ� PDUNHW� FRXQWULHV� WKH�HIIHFWLYHQHVV� RI� PRQHWDU\� SROLF\� PD\� EH� OLPLWHG� E\� WKH� SUHVHQFH� RI� JRYHUQPHQW�FRQWUROOHG�SULFHV��DQG��Y��ZKLOH�PDQ\�GHYHORSHG�FRXQWULHV�KDYH�ZRUNHG�KDUG�WR�SXW�WKHLU�SXEOLF� ILQDQFHV� LQ� RUGHU�� PDQ\� HPHUJLQJ� PDUNHW� FRXQWULHV� VWLOO� KDYH� UHODWLYHO\� ODUJH�EXGJHW� GHILFLWV� DQG�� LQ� SHULRGV� RI� FULVLV�� OLPLWHG� DFFHVV� WR� WKH� LQWHUQDWLRQDO� FDSLWDO�PDUNHW�� � )XUWKHUPRUH�� GHYHORSHG� FRXQWULHV� KDYH� KLJKHU� FDSDFLWLHV� WR� WD[� DQG� WHQG� WR�ILQDQFH� WKHLU� GHILFLW� GRPHVWLFDOO\�� 7KHUHIRUH�� WKH\� KDYH� JUHDWHU� DELOLW\� WR� FRQGXFW�FRXQWHU�F\FOLFDO�ILVFDO�SROLFLHV��VHH�6HFWLRQ����7KH� ILUVW� WZR� SRLQWV� GLVFXVVHG� DERYH� UHODWH� WR� WKH� QHHG� RI� H[FKDQJH� FKDQJH� UDWH�VWDELOL]DWLRQ� DQG� WKHUHIRUH� WKH� SUHVHQFH� RI� DQ� DGGLWLRQDO� QRPLQDO� WDUJHW� �&DOYR� DQG�5HLQKDUW�� ����D�� ����E�� DQG� +DXVPDQQ� HW� DO��� ����� GLVFXVV� WKH� OLQNV� EHWZHHQ� WKH�SUHVHQFH�RI�GROODU�OLDELOLWLHV�DQG�KLJK�SDVVWKURXJK�DQG�H[FKDQJH�UDWH�VWDELOL]DWLRQ����7KH�WKLUG�DQG�IRXUWK�DQG�ILIWK�SRLQWV�KDYH�WR�GR�ZLWK�WKH�OLPLWHG�VFRSH�IRU�PRQHWDU\�SROLF\�LQ�DQ� HQYLURQPHQW�ZKHUH� WKH� FHQWUDO� EDQN� HQMR\V� ORZ� FUHGLELOLW\�� WKHUH� LV� D�ZHDN� EDQNLQJ�V\VWHP���DQG�ZKHUH�WKHUH�LV�ZLGHVSUHDG�SULFH�FRQWURO�� �)LQDOO\��WKH�VL[WK�SRLQW�KDV�WR�GR�
�� 7KLV�VWDWHPHQW�KROGV�ZLWK�WKH�TXDOLILFDWLRQ�WKDW�WKH�(XURSHDQ�FRXQWULHV�WKDW�EHORQJ�WR�WKH�(XUR�VKRXOG�EH�FRQVLGHUHG�DV�D�VLQJOH�FRXQWU\�
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ZLWK�WKH�SUHVHQFH�RI�ILVFDO�GRPLQDQFH�DQG�WKHUHIRUH�WKH�LPSRVVLELOLW\�RI�KDYLQJ�D�FHQWUDO�EDQN�ZLWK�LQVWUXPHQW�LQGHSHQGHQFH���2Q�WKH�SRVLWLYH�VLGH��ZKLOH�ORZ�LQFRPH�FRXQWULHV�PD\�ODFN�WKH�WHFKQLFDO�DQG�LQVWLWXWLRQDO�FDSDFLW\�WR�LPSOHPHQW�,7��WKLV�GRHV�QRW�VHHP�WR�EH� D� FRQVWUDLQW� IRU� PLGGOH� LQFRPH� HPHUJLQJ� FRXQWULHV� WKDW�� LQ� JHQHUDO�� KDYH� FHQWUDO�EDQNV�ZLWK�KLJKO\�TXDOLILHG�VWDII�0DVVRQ� HW� DO�� ������� DSSO\� WKH� IUHHGRP� IURP� ILVFDO� GRPLQDQFH� DQG� ILUP�FRPPLWPHQWV� WR� RWKHU� QRPLQDO� WDUJHWV� FULWHULD� WR� D� VDPSOH� RI� ��� GHYHORSHG� DQG�GHYHORSLQJ� FRXQWULHV�� � 7KH\� ILQG� WKDW�� LQ�PRVW� GHYHORSLQJ� FRXQWULHV�� ILVFDO� GRPLQDQFH�DQG�DQ�XQGHUGHYHORSHG�DQG�IUDJLOH�ILQDQFLDO�V\VWHP�DUH�VHULRXV�REVWDFOHV�WR�WKH�FRQGXFW�RI� DQ� LQGHSHQGHQW� PRQHWDU\� SROLF\�� � +RZHYHU�� WKH\� LGHQWLI\� D� VPDOO� JURXS� RI� ³KLJK�PLGGOH� LQFRPH´� FRXQWULHV� �.RUHD�� ,QGRQHVLD��0H[LFR�� DQG� 6RXWK�$IULFD��ZKHUH� WKHVH�FRQVWUDLQWV�DUH�OHVV�VHYHUH���7KH�IUDJLOLW\�RI�WKH�EDQNLQJ�V\VWHP�LV�D�VHULRXV�FRQFHUQ�IRU�WKH� LPSOHPHQWDWLRQ� RI� ,7� LQ� HPHUJLQJ� PDUNHW� FRXQWULHV�� � ,Q� IDFW�� ZKLOH� GHYHORSHG�FRXQWULHV�KDYH�D� OHQGHU�RI� ODVW UHVRUW� WKDW�DFWV�PRUH�OLNH�D�ERUURZHU�RI� ODVW�UHVRUW��L�H���WKH�OHQGHU�RI�ODVW�UHVRUW�ILQDQFHV�LWV�RSHUDWLRQ�E\�LVVXLQJ�ERQGV�UDWKHU�WKDQ�PRQH\��&DOYR�����E���WKLV�LV�QRW�WKH�FDVH�IRU�HPHUJLQJ�PDUNHWV���,Q�WKH�DEVHQFH�RI�VXFK�D�ERUURZHU�RI�ODVW�UHVRUW��D�IUDJLOH�EDQNLQJ�V\VWHP�ZLOO�JHQHUDWH�TXDVL�ILVFDO�ILQDQFLDO�OLDELOLWLHV�WKDW��LI�ILQDQFHG�E\�LVVXLQJ�PRQH\��FRXOG�FDXVH�D�VXUJH�LQ�LQIODWLRQ��0DVVRQ�HW�DO���������ILQG�LW�PRUH�GLIILFXOW�WR�DVVHVV�ZKHWKHU�WKH�FRXQWULHV�LGHQWLILHG�DV�SRVVLEOH�LQIODWLRQ�WDUJHWHUV�FDQ�FRQGXFW�PRQHWDU\�SROLF\�ZLWKRXW�KDYLQJ�WR�H[SOLFLWO\�ZRUU\� DERXW� WKH� EHKDYLRU� RI� WKH� H[FKDQJH� UDWH�� � $� IDLU� FRQFOXVLRQ� LV� WKDW�� HPHUJLQJ�PDUNHW�FRXQWULHV� WKDW�ZDQW� WR�DGRSW�DQ�,7�IUDPHZRUN�ZLOO�KDYH�WR�PDQDJH�D� WUDQVLWLRQ�SHULRG�GXULQJ�ZKLFK�WKH�FHQWUDO�EDQN�ZLOO�KDYH�WR�WDUJHW�ERWK�LQIODWLRQ�DQG�WKH�H[FKDQJH�UDWH�DQG��ZKHQHYHU� WKHVH�WZR�REMHFWLYHV�FROOLGH��PDNH�GLVFUHWLRQDU\�GHFLVLRQ�RQ�ZKLFK�REMHFWLYH�VKRXOG�GRPLQDWH�WKH�RWKHU��7KH�H[SHULHQFHV�RI�&KLOH��,VUDHO��DQG�0H[LFR��VHHP�WR�LQGLFDWH�WKDW�SDVVWKURXJK�PD\�GHFUHDVH�RYHU�WLPH�DQG�WKDW��LQ�WKH�LQLWLDO�SKDVHV�RI�WKH�WUDQVLWLRQ�WR�,7��WKH�H[FKDQJH�UDWH�WDUJHW�ZLOO�RIWHQ�GRPLQDWH�WKH�LQIODWLRQ�WDUJHW�DQG�LQ�ODWHU� SKDVHV�� WKH� LQIODWLRQ� WDUJHW�ZLOO� GRPLQDWH� WKH� H[FKDQJH� UDWH� WDUJHW� �0LVKNLQ� DQG�6DYDVWDQR��������DQG�/HLGHUPDQ�DQG�%DU�2U���������$Q� DGGLWLRQDO� SUREOHP� LV� WKDW� WKH� FKRLFH� RI� DQ� LQIODWLRQ� WDUJHW� UHTXLUHV� SROLWLFDO�FRQVHQVXV�RQ�ZKDW�LV�DQ�RSWLPDO�DQG�DWWDLQDEOH�PHGLXP�WHUP�LQIODWLRQ�UDWH��EXW�LQ�VRPH�HPHUJLQJ�PDUNHW�FRXQWULHV�WKHUH�LV�QR�DJUHHPHQW�RQ�WKH�IDFW�WKDW�WKH�XOWLPDWH�DLP�RI�WKH�FHQWUDO�EDQN�VKRXOG�EH�SULFH�VWDELOLW\�DQG�WKHUHIRUH�WKHUH�LV�OLPLWHG�SROLWLFDO�VXSSRUW�IRU�,7� �/HLGHUPDQ� DQG� %DU�2U�� ������� � (YHQ� ZLWK� WKHVH� FDYHDWV�� 0DVVRQ� HW� DO�� �������
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LQGLFDWH� WKDW� WKHUH� LV� VRPH� DJUHHPHQW� RQ� WKH� IDFW� WKDW� WKH� PHGLXP� WHUP� WDUJHW� IRU�HPHUJLQJ�PDUNHW� FRXQWULHV� VKRXOG� EH� KLJKHU� WKDQ� WKDW� RI� LQGXVWULDO� FRXQWULHV� DQG� WKH\�VXJJHVW�D���WR���SHUFHQW�UDQJH���$QRWKHU�SUREOHP�ZLWK�,7�LQ�HPHUJLQJ�PDUNHW�FRXQWULHV�LV� WKDW��ZKLOH�GHYHORSHG� FRXQWULHV�DGRSWHG� WKH� ,7� IUDPHZRUN�DIWHU�KDYLQJ�VXFFHVVIXOO\�UHGXFHG� LQIODWLRQ�� VRPH� HPHUJLQJ� PDUNHW� FRXQWULHV� VWLOO� KDYH� GRXEOH� GLJLW� OHYHOV� RI�LQIODWLRQ���7KHVH�KLJK�OHYHOV�RI�LQIODWLRQ�DUH�OLNHO\�WR�FDXVH�LPSUHFLVH�LQIODWLRQ�IRUHFDVWV�DQG� OHDG� WKH� FHQWUDO� EDQN� WR� IUHTXHQWO\� PLVV� LWV� WDUJHWV�� � ,Q� WXUQ�� WKLV� PD\� OLPLW� WKH�FHQWUDO� EDQN¶V� DELOLW\� WR� EXLOG� FUHGLELOLW\�� � ,Q� SUHVHQFH� RI� KLJK� OHYHOV� RI� LQIODWLRQ�� WKH�DSSURDFK� WR� ,7� QHHGV� WR� EH� JUDGXDO�� � &KLOH�� IRU� LQVWDQFH�� VWDUWHG� LWV� ,7� SURJUDP� LQ�6HSWHPEHU������E\�DQQRXQFLQJ�DQ�LQIODWLRQ�WDUJHW�RI����SHUFHQW�DQG�VORZO\�FRQYHUJHG�WR�WKH�����SHUFHQW�LQIODWLRQ�WDUJHW�DQQRXQFHG�IRU�WKH�\HDU�������0RUDQGp�DQG�6FKPLGW�+HEEHO����������,QLWLDOO\��WKH�&HQWUDO�%DQN�RI�&KLOH�DGRSWHG�WKH�VWUDWHJ\�RI�LQWHUSUHWLQJ�WKH� WDUJHW� DV� DQ�RIILFLDO� IRUHFDVW� RI� IXWXUH� LQIODWLRQ�DQG��RQO\�DIWHU�KDYLQJ�VXFFHVVIXOO\�PHW�WKH�WDUJHW�DQG�EURXJKW�LQIODWLRQ�WR�ORZHU�OHYHOV��GLG�WKH�&HQWUDO�%DQN�VWDUW�KDUGHQLQJ�WKH�WDUJHW�DQG�EHWWLQJ�LWV�FUHGLELOLW\�RQ�LW��)LQDOO\�� WKH� SUHVHQFH� RI� ZLGHVSUHDG� SULFH� FRQWUROV� UHTXLUHV� D� KLJK� GHJUHH� RI�FRRUGLQDWLRQ� EHWZHHQ� PRQHWDU\� DQG� ILVFDO� DXWKRULWLHV� DQG� LW� LPSRVHV� DQ� DGGLWLRQDO�OLPLWDWLRQ� WR� WKH� DELOLW\� WR� IRUHFDVW� WKH� IXWXUH� SDWK� RI� LQIODWLRQ� DQG� WKHUHIRUH� WR� WKH�FRQGXFW�DQG�HIIHFWLYHQHVV�RI�PRQHWDU\�SROLF\���7R�OLPLW� WKLV�SUREOHP��WKH�&HQWUDO�%DQN�RI� WKH�&]HFK�5HSXEOLF� H[FOXGHV�JRYHUQPHQW�FRQWUROOHG�SULFHV� IURP� LWV� LQIODWLRQ� WDUJHW��&RDWV����������,W� VKRXOG� EH� SRLQWHG� RXW� WKDW�%UD]LO�ZDV� QRW� DPRQJ� WKH� FRXQWULHV� LGHQWLILHG� E\� WKH�,0)� VWDII� VXUYH\� FRQGXFWHG� E\� 0DVVRQ� HW DO�� ������� DV� SRWHQWLDO� LQIODWLRQ� WDUJHWHUV���7KHUHIRUH��HYHQ�WKRXJK�LW�LV�WRR�HDUO\�WR�FDVW�D�MXGJPHQW��WKH�VR�IDU�VXFFHVVIXO�%UD]LOLDQ�H[SHULHQFH�ZLWK�,7�VHHPV�WR�LQGLFDWH�WKDW�WKLV�SROLF\�IUDPHZRUN�FDQ�DOVR�EH�DGRSWHG�E\�D�FRXQWU\�WKDW�GRHV�QRW�IXOO\�VDWLVI\�WKH�FULWHULD�PHQWLRQHG�DERYH��ILVFDO�GRPLQDQFH�LV�D�VHULRXV�LVVXH�IRU�WKH�%UD]LOLDQ�HFRQRP\�����7KH�%UD]LOLDQ�H[SHULHQFH�DOVR�LQGLFDWHV�WKDW�WKH� DGRSWLRQ� RI� DQ� ,7� IUDPHZRUN� FDQ� EH� DQ� LQFHQWLYH� WR� EXLOG� WKH� LQVWLWXWLRQDO�IUDPHZRUN�DQG�WHFKQLFDO�VNLOOV�QHFHVVDU\�WR�PDQDJH�VXFK�D�IUDPHZRUN���7KH�GHVFULSWLRQ�E\�%RJGDQVNL�HW�DO���������RI�WKH�SURFHVV�WKDW�OHG�%UD]LO�WR�WKH�LPSOHPHQWDWLRQ�RI�,7�LV�SDUWLFXODUO\�WHOOLQJ���$IWHU�WKH�IRUFHG�IORDW�RI�WKH�UHDO RQ�-DQXDU\�����������PRVW�RI�WKH�&HQWUDO� %DQN¶V� %RDUG� RI� 'LUHFWRUV� ZDV� UHSODFHG�� � 7KH� QHZ� %RDUG� LPPHGLDWHO\�UHFRJQL]HG� WKH� QHHG� IRU� D� PRQHWDU\� DQFKRU� WKDW� ZRXOG� VXEVWLWXWH� WKH� DEDQGRQHG�FUDZOLQJ� SHJ� DQG� GHFLGHG� WR� DGRSW� DQ� ,7� IUDPHZRUN�� +RZHYHU�� EHVLGHV� ILVFDO�
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GRPLQDQFH�� WKHUH�ZHUH� WZR�PDLQ�SUDFWLFDO� FRQVWUDLQWV� WR� WKH� LPSOHPHQWDWLRQ�RI�VXFK�D�IUDPHZRUN�� WKH� &HQWUDO� %DQN� GLG� QRW� KDYH� LQVWUXPHQW� LQGHSHQGHQFH� DQG� WKHUH� ZDV� D�ODFN� RI� WHFKQLFDO� VNLOOV�� � ,Q� SDUWLFXODU�� WKH� &HQWUDO� %DQN� GLG� QRW� KDYH� D� UHVHDUFK�GHSDUWPHQW�DQG�YHU\�IHZ�VWDII�PHPEHUV�KDG�DQ\�NQRZOHGJH�RI�WKH�IXQFWLRQLQJ�RI�DQ�,7�IUDPHZRUN�� � 7KH� ILUVW� SUREOHP� ZDV� DWWDFNHG� E\� FRQYLQFLQJ� WKH� 3UHVLGHQW� DQG� KLV�HFRQRPLF�WHDP�WKDW�,7�FRXOG�ZRUN�LQ�%UD]LO���7KLV�OHG�WR�D�IRUPDO�DGRSWLRQ�RI�,7�ZLWK�D�GHFUHH�WKDW�HVWDEOLVKHG�WKDW��³7KH�&HQWUDO�%DQN�LV�JLYHQ�WKH�UHVSRQVLELOLW\�WR�LPSOHPHQW�WKH� SROLFLHV� QHFHVVDU\� WR� DFKLHYH� WKH� WDUJHW�´�� $W� WKH� VDPH� WLPH�� WKH� &HQWUDO� %DQN�VWDUWHG� EXLOGLQJ� WHFKQLFDO� FDSDFLW\� E\� RUJDQL]LQJ� DQ� LQWHUQDWLRQDO� VHPLQDU� RQ� ,7� �WKH�SURFHHGLQJV�RI�WKLV�VHPLQDU�DUH�SXEOLVKHG�LQ�%OHMHU�HW�DO����������E\�FUHDWLQJ�D�UHVHDUFK�GHSDUWPHQW�ZLWK�D�UHVHDUFK�DUHD�VSHFLILFDOO\�GHVLJQDWHG�WR�VWXG\�,7��DQG�E\�GHYHORSLQJ�PRGHOV�RI�WKH�WUDQVPLVVLRQ�PHFKDQLVPV�RI�PRQHWDU\�SROLF\���(YHQ�WKRXJK�LW�LV�WRR�HDUO\�WR�GLVFXVV�WKH�VXFFHVV�RU�IDLOXUH�RI�,7�LQ�%UD]LO��WKH�PHFKDQLVP�VR�IDU�KDV�ZRUNHG�ZHOO�DQG� WKH� %UD]LOLDQ� H[SHULHQFH� KDV� SURYHG� WKDW�� XQGHU� HPHUJHQF\� FRQGLWLRQ�� VXFK� D�PHFKDQLVP�FDQ�EH�LPSOHPHQWHG�LQ�D�YHU\�VKRUW�WLPH�
,QIODWLRQ�7DUJHWLQJ��&RQFOXVLRQV�,QIODWLRQ� WDUJHWLQJ� LV� D� UHODWLYHO\� QHZ� IUDPHZRUN� IRU� FRQGXFWLQJ�PRQHWDU\� SROLF\� WKDW�KDV�WKH�DGYDQWDJH�RI�SURYLGLQJ�D�QRPLQDO�DQFKRU�WR�PRQHWDU\�SROLF\�ZLWK�D�WUDQVSDUHQW�DQG�DFFRXQWDEOH�SURFHVV�LQ�ZKLFK�WKH�FKRLFH�RI�WKH�SROLF\�LQVWUXPHQWV�JLYHV�DQ�H[SOLFLW�UROH�WR�WKH�ODJV�RI�PRQHWDU\�SROLF\��0DVVRQ�HW�DO������������$OWKRXJK�WKH�RULJLQDO�GHEDWH�RQ� ,7�ZDV� VHW� LQWR� WKH� ³UXOHV� YHUVXV� GLVFUHWLRQ´� UHDOP� �)ULHGPDQ� DQG�.XWWQHU�� �������VXSSRUWHUV� RI� LQIODWLRQ� WDUJHWLQJ� SRLQW� RXW� WKDW� ,7� LV� QRW� D�PRQHWDU\�SROLF\� UXOH�� EXW� D�IUDPHZRUN� IRU� FRQGXFWLQJ� PRQHWDU\� SROLF\� XQGHU� ³FRQVWUDLQHG� GLVFUHWLRQ´� �%HUQDQNH�DQG�0LVKNLQ����������'HVSLWH� WKH�IDFW� WKDW�DQ�DQDO\VLV�RI� WKH�QHFHVVDU\�FRQGLWLRQV�IRU�DGRSWLQJ�,7�UHYHDOV�WKDW� RQO\� IHZ� HPHUJLQJ� PDUNHW� FRXQWULHV� DUH� UHDG\� IRU� VXFK� D� PRQHWDU\� IUDPHZRUN��VRPH�HPHUJLQJ�PDUNHW�FRXQWULHV� WKDW�GR�QRW�VHHP�WR� IXOILOO� WKHVH�QHFHVVDU\�FRQGLWLRQV�KDYH� VXFFHVVIXOO\� DGRSWHG� ,7�� � :KLOH� VXSSRUWHUV� RI� ,7� XVH� WKH� H[SHULHQFH� RI� WKHVH�FRXQWULHV�DV�DQ� LQGLFDWLRQ� WKDW� WKLV�SROLF\�IUDPHZRUN�FDQ�EH�VXFFHVVIXOO\� LPSOHPHQWHG�E\�HPHUJLQJ�PDUNHW�FRXQWULHV��0LVKNLQ�������DQG�0LVKNLQ�DQG�6DYDVWDQR���������RWKHU�REVHUYHUV� DUH�PRUH� VNHSWLFDO� DQG� SRLQW� RXW� WKDW� ILVFDO� GRPLQDQFH� DQG� WKH�QHFHVVLW\�RI�H[FKDQJH� UDWH� VWDELOL]DWLRQ� ZLOO� OHDG� WR� HLWKHU� WKH� FROODSVH� RI� WKH� ,7� IUDPHZRUN�
�� 'HFUHH�1R�������RI�-XQH����������
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�'RUQEXVFK��������LV�SDUWLFXODUO\�VNHSWLFDO�RI�WKH�SRVVLELOLW\�RI�VXFFHVV�RI�WKH�%UD]LOLDQ�H[SHULPHQW�� RU� WR� DQ� XQGHUFRYHU� H[FKDQJH� UDWH� WDUJHW� �&DOYR� DQG� 5HLQKDUW�� ����D������E��0RUyQ�DQG�&DVWUR����������2QO\�WLPH�ZLOO�WHOO�ZKR�LV�ULJKW���:KLOH� ,7� KDV� VRPH� FOHDU� DGYDQWDJHV� LQ� WHUPV� RI OLPLWLQJ� GLVFUHWLRQDU\� PRQHWDU\�SROLF\� DQG�SURYLGLQJ� D� WUDQVSDUHQW� IUDPHZRUN� IRU� WKH�FRQGXFW�RI�PRQHWDU\�SROLF\�� WKH�QRYHOW\� YDOXH� RI� WKLV� SROLF\� IUDPHZRUN� KDV� VRPHWLPHV� H[DJJHUDWHG� LWV� EHQHILWV��+DOGDQH��������DQG��LQ�VRPH�FDVHV��OHG�WR�WKH�SUHVXPSWLRQ�WKDW��E\�SURYLGLQJ�FUHGLELOLW\�WR�WKH�FHQWUDO�EDQN��,7�FRXOG�HOLPLQDWH�WKH�LQIODWLRQ�RXWSXW�WUDGHRII�DQG�WKHUHIRUH�DOORZ�SDLQOHVV�LQIODWLRQ�UHGXFWLRQ�SROLFLHV���%HUQDQNH�HW�DO���������DQG�&HFFKHWWL�DQG�(KUPDQQ��������WHVW� WKLV�IUHH�OXQFK�K\SRWKHVLV�DQG�ILQG QR�VXSSRUW�IRU� LW�� � ,Q�SDUWLFXODU�� LQ�WKHLU�VWXG\� RI� �� DGYDQFHG� HFRQRPLHV�� %HUQDQNH� HW� DO�� ILQG� WKDW� ,7� GRHV� QRW� JUDQW� ORZHU�VDFULILFH� UDWLRV� �LQ� WKHLU� ZRUGV� WKHUH� LV� ³QR� FUHGLELOLW\� ERQXV´� DVVRFLDWHG� ZLWK� ,7���+RZHYHU�� WKHVH�DXWKRUV�ILQG�WKDW��RQFH�ORZ�LQIODWLRQ�LV�DFKLHYHG��,7�GRHV�QRW�KDYH�DQ\�FRVW� LQ� WHUPV� RI� RXWSXW� VWDELOL]DWLRQ�� � 7KLV� UHVXOW� LV� GLIIHUHQW� IURP� &HFFKHWWL� DQG�(KUPDQQ¶V� ������� ILQGLQJ� WKDW� ,7� FRXQWULHV� SD\� D� VPDOO� SULFH� LQ� WHUPV� RI� RXWSXW�VWDELOL]DWLRQ��� 7KHUHIRUH��ZKLOH�WKHUH�LV�QR�FRQVHQVXV�RQ�ZKHWKHU�,7�KDV�VRPH�FRVWV�LQ�WHUPV�RI�RXWSXW�VWDELOL]DWLRQ��WKHUH�LV�D�IXQGDPHQWDO�DJUHHPHQW�WKDW�,7�GRHV�QRW�SURYLGH�D�IUHH�OXQFK��FUHGLELOLW\�JDLQV�ZLOO�EH�VORZ�WR�PDWHULDOL]H�DQG�ZLOO�QHHG�WR�EH�HDUQHG�DW�WKH�FRVW�RI�RXWSXW�ORVVHV��,Q� FRQFOXGLQJ� WKLV� VHFWLRQ� RQ� LQIODWLRQ� WDUJHWLQJ�� LW� VKRXOG� EH� PHQWLRQHG� WKDW�� LQ�HPHUJLQJ�PDUNHW�FRXQWULHV��LQIODWLRQ�WDUJHWLQJ�KDV�EDUHO\�EHHQ�WHVWHG�DQG�WKHUHIRUH�WKHLU�VXFFHVVIXO� H[SHULHQFH� VKRXOG�QRW� EH�RYHU� HPSKDVL]HG�� �7KH� WUXH� WHVW� IRU� ,7�ZLOO� FRPH�ZKHQ�HPHUJLQJ�PDUNHW� FRXQWULHV�ZLOO� KDYH� WR�FRSH�ZLWK�D� ILQDQFLDO� FULVLV�RU�D� VXGGHQ�VORZGRZQ�LQ�WKH�86�HFRQRP\���$V�SRLQWHG�RXW�E\�7KH�(FRQRPLVW��-DQXDU\������������LI�,7�HPHUJLQJ�PDUNHW�FRXQWULHV�ZLOO�EH�DEOH�WR�VXFFHVVIXOO\�PDQDJH�D�ILQDQFLDO�FULVLV��,7�ZRXOG� JDLQ� XOWLPDWH� FUHGLELOLW\�� LI� QRW�� ZH� VKRXOG� H[SHFW� DQRWKHU� H[FKDQJH� UDWH� DQG�PRQHWDU\�SROLF\�FUD]H�

�� (GZDUGV� DQG� 6DYDVWDQR� �������PDNH� WKH� SRLQW� WKDW� ZH� VWLOO� NQRZ� WRR� OLWWOH� DERXW� WKH� H[SHULHQFH� RI�HPHUJLQJ�PDUNHWV�ZLWK�D�IOH[LEOH�H[FKDQJH�UDWH��� -DGUHVLF� ������� SURYLGHV� D� WKHRUHWLFDO� DQDO\VLV� RI� WKH� HIIHFW� RI� ,7� RQ� RXWSXW� VWDELOLW\� DQG� ILQG� WKDW�WDUJHWLQJ�KHDGOLQH�LQIODWLRQ�FDQ�GHVWDELOL]H�RXWSXW�
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,9��0RQHWDU\�DQG�)LVFDO�3ROLF\�&RRUGLQDWLRQ
6R�IDU�ZH�KDYH�GLVFXVVHG�PRQHWDU\�SROLF\�DV�WKH�RQO\�SROLF\�LQVWUXPHQW���,Q�SDUWLFXODU��UHIHUHQFHV� WR� FRRUGLQDWLRQ� EHWZHHQ� ILVFDO� DQG�PRQHWDU\� SROLF\�ZHUH� RQO\�PDGH� LQ� WKH�FRQWH[W�RI�UHGXFLQJ�ILVFDO�GRPLQDQFH�DQG�OLPLWLQJ�WKH�HIIHFW�RI�VWDWH�FRQWUROOHG�SULFHV�RQ�WKH�HIIHFWLYHQHVV�RI�PRQHWDU\�SROLF\�� �7KHUH�DUH��KRZHYHU��RWKHU�LPSRUWDQW�LQWHUDFWLRQV�EHWZHHQ�PRQHWDU\�DQG�ILVFDO�SROLF\��DQG�WKH�IXQFWLRQLQJ�RI�DQ�,7�IUDPHZRUN�UHTXLUHV�DQ�H[SOLFLW� FRQVLGHUDWLRQ�RI� WKHVH� LQWHUDFWLRQV�� �7D\ORU� �����D�� ����E�� VWXGLHV� WKH� UROH�RI�ILVFDO�SROLF\�LQ�SUHVHQFH�RI�D�IUDPHZRUN��OLNH�,7��ZKHUH�PRQHWDU\�SROLF\�V\VWHPDWLFDOO\�UHVSRQGV�WR�WKH�VWDWH�RI�WKH�HFRQRP\���+H�VWDUWV�E\�GHFRPSRVLQJ�WKH�JRYHUQPHQW�EXGJHW�LQWR�D�VWUXFWXUDO�DQG�D�F\FOLFDO�FRPSRQHQW���)RUPDOO\�

��� \\6%% WW �� O ���
:KHUH�%W LV� WKH�DFWXDO�JRYHUQPHQW�EXGJHW��6% LV� WKH� VWUXFWXUDO�JRYHUQPHQW�EXGJHW��DQG� �� \\W �O LV�WKH�F\FOLFDO�FRPSRQHQW�RI�WKH�EXGJHW���1H[W��KH�PDNHV�WKH�SRLQW�WKDW��ZKLOH�GLVFUHWLRQDU\�SROLFLHV�DPRXQW�WR�FKDQJHV�LQ�6%�� �� \\W �O UHIOHFWV�WKH�RSHUDWLRQ�RI� WKH� DXWRPDWLF� ILVFDO� VWDELOL]HUV�� � ,Q� 7D\ORU¶V� RSLQLRQ� FRXQWHU� F\FOLFDO� ILVFDO� SROLF\�VKRXOG� EH� UHVWULFWHG� WR� WKH� DXWRPDWLF� VWDELOL]HUV� DQG� WKH� JRYHUQPHQW� VKRXOG�PDNH� DQ�H[WUHPHO\� OLPLWHG� XVH� RI� GLVFUHWLRQDU\� ILVFDO� SROLF\�� � $FFRUGLQJ� WR� 7D\ORU�� WKHUH� DUH�WKUHH�UHDVRQV�IRU�QRW�XVLQJ�GLVFUHWLRQDU\�ILVFDO�SROLFLHV���)LUVW�RI�DOO��WKHUH�LV�WKH�VWDQGDUG�DUJXPHQW� WKDW� WKH� LPSOHPHQWDWLRQ� ODJV� RI� ILVFDO� SROLF\� DUH�PXFK� ORQJHU� WKDQ� WKRVH� RI�PRQHWDU\�SROLF\��FRQVHTXHQWO\�D�GLVFUHWLRQDU\� ILVFDO�SROLF\�FRXOG�EH� LPSOHPHQWHG�DW�D�WLPH�ZKHQ� LW� LV� QR� ORQJHU� QHHGHG�� �6HFRQG�� DQ� H[SDQVLRQDU\� ILVFDO� SROLF\� LV� KDUGHU� WR�UHYHUVH� WKDQ� DQ� H[SDQVLRQDU\�PRQHWDU\� SROLF\�� � 7KLUG�� LQ� DQ� HQYLURQPHQW� RI� IRUZDUG�ORRNLQJ� PRQHWDU\� SROLF\� �VXFK� DV� ,7��� GLVFUHWLRQDU\� ILVFDO� SROLFLHV� PDNH� WKH� FHQWUDO�EDQN¶V�MRE�PRUH�GLIILFXOW���,Q�IDFW��ZKLOH�LW LV�UDWKHU�HDV\�WR�DXJPHQW�WKH�FHQWUDO�EDQN¶V�HFRQRPHWULF� PRGHOV� ZLWK� WKH� HIIHFW� RI� DXWRPDWLF� VWDELOL]HUV�� WKH� SUHVHQFH� RI�GLVFUHWLRQDU\� ILVFDO� SROLF\� PDNHV� IRUHFDVWLQJ� D� PXFK� PRUH� GLIILFXOW� H[HUFLVH�� � ,Q�SDUWLFXODU�� WKH� FHQWUDO� EDQN� ZLOO� KDYH� WR� H[SOLFLWO\� PRGHO� ERWK� WKH� HIIHFW� RI� SRVVLEOH�ILVFDO�SURSRVDOV�DQG�WKHLU�SUREDELOLW\�RI�DSSURYDO��LQ�7D\ORU¶V�ZRUGV��GLVFUHWLRQDU\�ILVFDO�SROLF\�UHTXLUHV�SROLWLFDO�IRUHFDVWLQJ����7D\ORU� �����D�� VKRZV� WKDW��ZKHQ�O �����(TXDWLRQ� ���� ILWV�ZHOO� WKH�FRXQWHU�F\FOLFDO�EHKDYLRU�RI�86�ILVFDO�SROLF\���,Q�HPHUJLQJ�PDUNHWV��KRZHYHU��WKLQJV�DUH�QRW�VR�QHDW�DQG�
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HDV\�� �7KHUH�LV�YDVW�HPSLULFDO�HYLGHQFH�WKDW��EHFDXVH�RI�SURF\FOLFDOLW\�RI�FDSLWDO�IORZV��KLJK� OHYHOV� RI� H[WHUQDO� GHEW�� KLJK� EXUGHQ� RI� LQWHUHVW� SD\PHQWV�� DQG� OLPLWHG�FUHGLWZRUWKLQHVV�� HPHUJLQJ� PDUNHW� FRXQWULHV� �DW� OHDVW� LQ� /DWLQ� $PHULFD�� KDYH� OLPLWHG�VSDFH� IRU� ILVFDO� DGMXVWPHQW� DQG� RIWHQ� KDYH� SURF\FOLFDO� ILVFDO� SROLFLHV� �*DYLQ� HW� DO�����������7KHVH�SURF\FOLFDO�ILVFDO�SROLFLHV�DUH�SDUWO\�GXH�WR�WKH�IDFW�WKDW��GXULQJ�SHULRGV�RI�HFRQRPLF�H[SDQVLRQ��HPHUJLQJ�PDUNHW�FRXQWULHV�GLG�QRW�EXLOG�VXUSOXVHV�DQG�DFFXPXODWH�UHVRXUFHV�WR�EH�XVHG�GXULQJ�UHFHVVLRQV�� �$Q�H[SODQDWLRQ�IRU�WKLV�EHKDYLRU�FDQ�EH�IRXQG�LQ� WKH� 7DOYL� ������� HIIHFW�� � 7DOYL� VKRZV� WKDW�� GXULQJ� PDFURHFRQRPLF� ERRPV�� WKH�REVHUYHG�ILVFDO�VXUSOXV�PD\�H[DJJHUDWH�WKH�VWUHQJWK�RI�WKH�ILVFDO�SRVLWLRQ�DQG�WKHUHIRUH�OHDG�WR�XQVXVWDLQDEOH�ILVFDO�RXWFRPHV�)XUWKHUPRUH��WKH�EDG�QHZV�GRHV�QRW�VWRS�KHUH��*DYLQ�HW�DO���������IRXQG�WKDW��LQ�/DWLQ�$PHULFD�� VHLJQLRUDJH� KDV� EHHQ� DQ� LPSRUWDQW� FRPSRQHQW� RI� ILVFDO� DGMXVWPHQWV� GXULQJ�UHFHVVLRQV�� � 7KHUHIRUH�� UHFHVVLRQV� DUH� OLNHO\� WR� SXW� XQGHU� IXUWKHU� VWUHVV� WKH� PRQHWDU\�DXWKRULWLHV��RQ�WKH�RQH�KDQG��LQ�SUHVHQFH�RI�SURF\FOLFDO�ILVFDO�SROLFLHV��PRQHWDU\�SROLF\�LV�WKH�RQO\�FRXQWHUF\FOLFDO�LQVWUXPHQW�DQG�WKHUHIRUH�WKH�PRQHWDU\�DXWKRULW\�VKRXOG�ILJKW�WKH� UHFHVVLRQ� E\� LPSOHPHQWLQJ� DQ� H[SDQVLRQDU\�PRQHWDU\� SROLF\�� �2Q� WKH� RWKHU� KDQG��WKH�GHWHULRUDWLRQ�RI� WKH� ILVFDO�SRVLWLRQ�ZLOO�JHQHUDWH� LQIODWLRQDU\�H[SHFWDWLRQV� OLQNHG� WR�WKH� SRVVLEOH� PRQHWL]DWLRQ� RI� WKH� GHILFLW� DQG� WKH� FHQWUDO� EDQN� ZLOO� KDYH� WR� HLWKHU�DFFRPPRGDWH� WKHVH�H[SHFWDWLRQV�RU�DGRSW�D�UHVWULFWLYH�PRQHWDU\�SROLF\�WKDW�LV�OLNHO\�WR�ZRUVHQ� WKH� UHFHVVLRQ�� � 7KXV�� HPHUJLQJ� PDUNHW� FRXQWULHV� ZLWK� D� ZHDN� ILVFDO� SRVLWLRQ�VHHP� WR� IDFH� D� YHU\� GLIILFXOW� GLOHPPD�� �'XULQJ� UHFHVVLRQV��ZKHQ� WKH\�PRVWO\�QHHG� DQ�H[SDQVLRQDU\� PRQHWDU\� SROLF\�� WKH� FHQWUDO� EDQN� ZLOO� KDYH� WR� NHHS� D� ILUP� VWDQFH� RQ�PRQHWDU\� SROLF\� LQ� RUGHU� WR� PDLQWDLQ� LWV� FUHGLELOLW\� DQG� SUHYHQW� WKH� IRUPDWLRQ� RI�LQIODWLRQDU\�H[SHFWDWLRQV���7KH�JRRG�QHZV�FRPHV�IURP�WKH�REVHUYDWLRQ�WKDW�SURF\FOLFDO�ILVFDO�SROLFLHV�DUH�QRW�DQ�LPPXWDEOH� FKDUDFWHULVWLF� RI� HPHUJLQJ� PDUNHW� FRXQWULHV�� � ,Q� SDUWLFXODU�� $OHVLQD� HW� DO��������� ILQG� WKDW� /DWLQ� $PHULFDQ� FRXQWULHV� ZLWK� EHWWHU� ILVFDO� LQVWLWXWLRQV� KDYH� ORZHU�GHILFLWV�DQG�*DYLQ�DQG�3HURWWL��������VKRZ�WKDW�JRRG�ILVFDO�LQVWLWXWLRQV�HLWKHU�DOORZ�IRU�FRXQWHUF\FOLFDO� ILVFDO� SROLFLHV� RU�� DW� OHDVW�� DOORZ� PHDQV� WR� UHGXFH� SURF\FOLFDOLW\���7KHUHIRUH�� EXLOGLQJ� VXFK� LQVWLWXWLRQV� LV� NH\� IRU� WKH� VXVWDLQDELOLW\� RI� D�QRQ�LQIODWLRQDU\�LQGHSHQGHQW� PRQHWDU\� SROLF\� �DQG�� LQ� JHQHUDO�� IRU� HVWDEOLVKLQJ� DQ\� RWKHU� QRPLQDO�DQFKRU��� � ,Q� SDUWLFXODU�� *DYLQ� HW� DO�� ������� VXJJHVW� WKH� IROORZLQJ� DUHDV� RI� UHIRUP�� �L��HPHUJLQJ� PDUNHW� FRXQWULHV� VKRXOG� EXLOG� ILVFDO� LQVWLWXWLRQV� �OLNH� WKH� 1DWLRQDO� )LVFDO�&RXQFLO� SURSRVHG� E\� (LFKHQJUHHQ� HW� DO��� ������ WKDW� UHTXLUH� D� EDODQFHG� �RU� EHWWHU� D�
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VXUSOXV�� LQ� WKH� VWUXFWXUDO� EXGJHW�� DQG� DOORZ� WR� DFFXPXODWH� VXUSOXVHV�GXULQJ�SHULRGV�RI�HFRQRPLF� H[SDQVLRQ�� �LL�� KDUG� WR� UHYHUVH� GLVFUHWLRQDU\� ILVFDO� SROLFLHV� �WD[� FXWV� RU�FKDQJHV� LQ VSHQGLQJ� FRPPLWPHQW�� VKRXOG� RQO\� EH� LPSOHPHQWHG� DV� D� UHVSRQVH� WR� D�FKDQJH�LQ�HFRQRPLF�IXQGDPHQWDOV�DQG�VKRXOG�QRW�EH�DIIHFWHG�E\�WKH�EXVLQHVV�F\FOH���LLL��HPHUJLQJ�PDUNHW� FRXQWULHV� VKRXOG� LPSURYH� WKH� FDSDFLW\�RI� WKH� WD[� V\VWHP�EXW�ZLKWRXW�IXOO\� XWLOL]LQJ� LW�� 7KLV� VKRXOG� DOORZ� IRU� VRPH�PDUJLQ� RI� DGMXVWPHQW� GXULQJ� SHULRGV� RI�FULVLV�� �LY�� HPHUJLQJ� PDUNHW� FRXQWULHV� VKRXOG� EXLOG� LQVWLWXWLRQV� WKDW�� EHVLGHV� HQVXULQJ�WKHLU�³FDSDFLW\´�WR�UHSD\�WKHLU�H[WHUQDO�GHEW��DOVR�JXDUDQWHH�WKHLU�³ZLOOLQJQHVV´�WR�UHSD\��-DSSHOOL�DQG�3DJDQR����������,QVWLWXWLRQV�RI�WKLV�NLQG�ZLOO�KHOS�WR�UHGXFH�WKH�VXGGHQ�VWRS�RI� FDSLWDO� IORZV� WKDW� KDV� FKDUDFWHUL]HG� WKHVH� FRXQWULHV� �&DOYR�� ������ DQG� DOORZ�LPSOHPHQWLQJ�FRXQWHU�F\FOLFDO�ILVFDO�SROLFLHV��,Q�FRQFOXGLQJ�WKLV�VHFWLRQ��LW�VKRXOG�EH�PHQWLRQHG�WKDW�WKH�(DVW�$VLDQ�FULVLV�VKRZHG�WKDW� D� VROLG� ILVFDO� SRVLWLRQ� LV� QRW� D� VXIILFLHQW� FRQGLWLRQ� IRU� DYRLGLQJ� ILQDQFLDO� DQG�FXUUHQF\� FULVHV� DQG� IRU� WKH� LPSOHPHQWDWLRQ� RI� D� VXFFHVVIXO� PRQHWDU\� SROLF\�� � $Q�DGGLWLRQDO�QHFHVVDU\�FRQGLWLRQ�LV�WKH�SUHVHQFH�RI�D�VWURQJ�DQG�ZHOO�VXSHUYLVHG�ILQDQFLDO�V\VWHP��
9��2SWLRQV�IRU�(J\SW
7KH�&HQWUDO�%DQN�RI�(J\SW� �&%(�� LV� WKH� LQVWLWXWLRQ� LQ�FKDUJH�RI�FRQGXFWLQJ�PRQHWDU\�SROLF\� DQG� EDQN� VXSHUYLVLRQ� LQ� (J\SW�� � 7KH� &%(� ZDV� HVWDEOLVKHG� LQ� ����� DV� DQ�DXWRQRPRXV�SXEOLF� LQVWLWXWLRQ��EXW�ZDV�QHYHU�JUDQWHG�IRUPDO� LQGHSHQGHQFH�� �$OWKRXJK�WKH�3DUOLDPHQW�LV�VXSSRVHG�WR�DSSURYH�D�ODZ�WKDW�ZRXOG�HVWDEOLVK�DQ�LQGHSHQGHQW�FHQWUDO�EDQN�ZLWK�SULFH�VWDELOLW\�DV�LWV�XOWLPDWH�REMHFWLYH��WKLV�KDV�QRW�KDSSHQHG�VR�IDU��,Q� OLJKW� RI� WKH� SRVVLEOH� FUHDWLRQ� RI� DQ� LQGHSHQGHQW� FHQWUDO� EDQN�� LW� LV� LQWHUHVWLQJ� WR�FKHFN� ZKHWKHU� (J\SW� SDVVHV� WKH� WHVW� IRU� WKH� DGRSWLRQ� RI� DQ� LQIODWLRQ� WDUJHWLQJ�IUDPHZRUN�� � 7KH� ILUVW� SUH�FRQGLWLRQ� IRU� WKH� DGRSWLRQ� RI� ,7� LV� WKH� DEVHQFH� RI� ILVFDO�GRPLQDQFH�� � 0DVVRQ� HW� DO�� ������� PHDVXUH� ILVFDO� GRPLQDQFH� E\� ORRNLQJ� DW� SDVW�VHLJQLRUDJH�DQG�JRYHUQPHQW�EXGJHW�GHILFLWV���8QWLO�������VHLJQLRUDJH�ZDV�DQ�LPSRUWDQW�VRXUFH�RI�UHYHQXH�IRU�WKH�(J\SWLDQ�JRYHUQPHQW�DQG�WKLV�ZDV�UHIOHFWHG�E\�D�KLJK�LQIODWLRQ�UDWH�WKDW��LQ�������SHDNHG�DW��� SHUFHQW���+RZHYHU��WKH�HFRQRPLF�UHIRUP�SURJUDP�ZKLFK�VWDUWHG�LQ������OHG�WR�WLJKW�PRQHWDU\�DQG�ILVFDO�SROLFLHV�DQG�H[FKDQJH�UDWH�VWDELOLW\�WKDW�EURXJKW� LQIODWLRQ� GRZQ� WR� WKH� DFWXDO� OHYHO� RI� DSSUR[LPDWHO\� �� SHUFHQW� ����� SHUFHQW� LQ������� ���� SHUFHQW� LQ� ������ ���� SHUFHQW� LQ� ������ DQG� ���� SHUFHQW� LQ� ������ DQG�VXEVWDQWLDOO\� UHGXFHG� VHLJQLRUDJH� UHYHQXHV�� � $W� ���� SHUFHQW� RI� *'3�� WKH� �����
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JRYHUQPHQW�GHILFLW�ZDV� DOVR� UDWKHU� ORZ� �ZHOO�EHORZ� WKH�����DYHUDJH�RI� WKH�����������SHULRG�DQG�WKH����SHUFHQW�SHDN�RI���������,Q�IDFW��XQGHU�WKH�LQIODWLRQ�DQG�GHILFLW�DVSHFWV��(J\SW� ZRXOG� ILW� WKH� FULWHULD� IRU� MRLQLQJ� WKH� (XURSHDQ� 0RQHWDU\� 8QLRQ��� +RZHYHU��FRPSDULVRQV� EHWZHHQ� HPHUJLQJ� PDUNHW� FRXQWULHV� OLNH� (J\SW� DQG� PRUH� GHYHORSHG�FRXQWULHV�DUH�GDQJHURXV���,Q�SDUWLFXODU��LQ�D�FRQWH[W�RI�OLPLWHG�FUHGLWZRUWKLQHVV��D�VXGGHQ�VWRS� RI� FDSLWDO� IORZV�� ODFN� RI� FRXQWHU� F\FOLFDO� ILVFDO� SROLFLHV�� DQG� OLPLWHG� DELOLW\� RI�FROOHFWLQJ�WD[HV��HYHQ�VPDOO�GHILFLWV�FRXOG�EH�H[WUHPHO\�GDQJHURXV���7KH�OLPLWHG�DELOLW\�WR� FROOHFW� WD[HV� LV� DQ� H[DPSOH� LQ� FDVH�� �)RU� LQVWDQFH��(J\SW�KDV�D�SXEOLF�GHEW� WR�*'3�UDWLR�RI�DSSUR[LPDWHO\����SHUFHQW�����SHUFHQW�GRPHVWLF�DQG����SHUFHQW�H[WHUQDO��VRXUFH�&%(����7KLV�LV�D�KLJK�YDOXH�EXW�ZHOO�EHORZ�WKH�GHEW�WR�*'3�UDWLRV�RI�PDQ\�GHYHORSHG�FRXQWULHV��%HOJLXP��,WDO\��DQG�-DSDQ� IRU� LQVWDQFH��KDYH�GHEW� WR�*'3�UDWLRV�ZHOO�DERYH�����SHUFHQW��� �1HYHUWKHOHVV�� WKH�OLPLWHG�WD[�FDSDFLW\�RI�(J\SW�PDNHV�WKH�EXUGHQ�RI�WKH�GHEW�PXFK�KHDYLHU�WKDQ�LQ�WKH�FDVH�RI�GHYHORSHG�FRXQWULHV���,Q�SDUWLFXODU��LQ������(J\SW�KDG� WD[� UHYHQXHV� HTXDO� WR� ���� SHUFHQW� RI�*'3� �VRXUFH��:RUOG�%DQN��� �7KHUHIRUH�� LWV�SXEOLF�GHEW�ZDV�HTXLYDOHQW� WR�����\HDUV�RI�WD[�UHYHQXHV��DQG�LQWHUHVW�SD\PHQW�FDSWXUHG�PRUH�WKDQ����SHUFHQW�RI�WRWDO�WD[�UHYHQXH��RU����SHUFHQW�RI�WRWDO�UHYHQXHV����$W�WKH�VDPH�WLPH�� WKH� ,WDOLDQ�SXEOLF�GHEW��ZKLFK�LV�FORVH�WR�����SHUFHQW�RI�*'3��LV�HTXLYDOHQW� WR��\HDUV� RI� WD[� UHYHQXHV� DQG� ±±WKDQNV� WR� ORZ� LQWHUHVW� UDWHV±± LQWHUHVW� SD\PHQW� DEVRUEV�³RQO\´� ��� SHUFHQW� RI� WD[� UHYHQXHV� �DQ� DGGLWLRQDO� GLIIHUHQFH� LV� WKDW� WKH� SXEOLF� GHEW� RI�PRVW�GHYHORSHG�FRXQWULHV�LV�ILQDQFHG�GRPHVWLFDOO\����7KH� VHFRQG� FULWHULRQ� IRU� DGRSWLQJ� LQIODWLRQ� WDUJHWLQJ� LV� WKH� ODFN� RI� FRPPLWPHQW� WR�RWKHU�QRPLQDO�YDULDEOHV���,W�LV�FOHDU�WKDW��JLYHQ�LWV�FRPPLWPHQW�WR�DQ�H[FKDQJH�UDWH�SHJ��(J\SW� GRHV� QRW� SDVV� WKLV� FULWHULRQ�� � ,Q� SDUWLFXODU� LQ� UHFHQW� \HDUV�� (J\SW� KDV� VWULFWO\�PDQDJHG� LWV� H[FKDQJH� UDWH� DQG� IRXJKW� DJDLQVW� ,0)� UHTXHVWV� RI� D� ������ SHUFHQW�GHSUHFLDWLRQ� RI� LWV� FXUUHQF\�� � 'XULQJ� WKH� VSULQJ�VXPPHU� ������ LQFUHDVLQJ� FRQFHUQV�DERXW� D� SRVVLEOH� GHYDOXDWLRQ� JHQHUDWHG� D� ODUJH� GHPDQG� IRU� GROODU� DQG�� GXULQJ�$XJXVW�������WKH�PDUNHW�H[FKDQJH�UDWH��WKH�RQH�XVHG�E\�PRQH\�FKDQJHUV��ZDV����SHUFHQW�DERYH�WKH� &HQWUDO� %DQN¶V� RIILFLDO� H[FKDQJH� UDWH�� � %\� LQFUHDVLQJ� LQWHUHVW� UDWHV� DQG� VHOOLQJ�UHVHUYHV� �LQ� WKH� SHULRG� EHWZHHQ�$XJXVW� DQG�'HFHPEHU� ������ WKH� &HQWUDO� %DQN� ORVW� D�VXEVWDQWLDO�DPRXQW�RI�UHVHUYHV��WKH�&HQWUDO�%DQN�ZDV�DEOH�WR�EULQJ�PDUNHW�UDWHV�EDFN�LQ�OLQH�ZLWK�WKH�RIILFLDO�UDWH���+RZHYHU��WKH�FRQWLQXRXV�VOLGH�RI�WKH�HXUR�LQFUHDVHG�WKH�UHDO�
�� +RZHYHU�� LI� WKH� JRYHUQPHQW�ZLOO� DOORZ�D� FRQWUROOHG� GHYDOXDWLRQ�RI� WKH�(J\SWLDQ�3RXQG� LQIODWLRQ�ZLOO�SUREDEO\�LQFUHDVH�WR���SHUFHQW�LQ��������)XUWKHUPRUH��WKH������EXGJHW�GHILFLW�ZDV�����SHUFHQW�RI�*'3�DQG�WKH������EXGJHW GHILFLW�LV�HVWLPDWHG�WR�EH�����SHUFHQW�RI�*'3�
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DSSUHFLDWLRQ�RI�WKH�(J\SWLDQ�SRXQG��XS�WR����SHUFHQW�DFFRUGLQJ�WR�VRPH�HVWLPDWHV��DQG�JHQHUDWHG�D�VHULRXV�WUDGH�GHILFLW��QRZ�SDUWO\�DWWHQXDWHG�E\�WKH�KLJK�SULFH�RI�RLO����8QGHU�WKLV� XQIDYRUDEOH� VFHQDULR�� DW� WKH� WLPH� RI� ZULWLQJ�� WKH� (J\SWLDQ� SRXQG� LV� DJDLQ� XQGHU�SUHVVXUH��ZKLOH�LQ�WKH�ODVW���PRQWKV��$SULO�2FWREHU��������WKH�&HQWUDO�%DQN�KDV�DOORZHG�IRU�D�VPDOO�GHSUHFLDWLRQ�RI�WKH�RIILFLDO�UDWH��RI�DSSUR[LPDWHO\���SHUFHQW���LQ�WKH�ODVWV�WZR�PRQWKV�� WKH�H[FKDQJH� UDWH�DSSOLHG�E\�PRQH\�FKDQJHUV�KDV�GHSUHFLDWHG�E\� �PRUH� � WKDQ������SHUFHQW��YHUVXV�D�����SHUFHQW�GHSUHFLDWLRQ�RI�WKH�RIILFLDO�H[FKDQJH�UDWH��JHQHUDWLQJ�D���SHUFHQW�GLIIHUHQFH�EHWZHHQ�RIILFLDO�DQG�PDUNHW�UDWHV��VHH�)LJXUH������

6RXUFH� %ORRPEHUJ�DQG�&%(�
:KLOH�WKH�(J\SWLDQ�JRYHUQPHQW�IHDUV�WKDW�D�GHSUHFLDWLRQ�RI�WKH�(J\SWLDQ�SRXQG�PD\�OHDG� WR�D� VXUJH�RI� LQIODWLRQ�DQG�HURGH�SXEOLF�FRQILGHQFH��(J\SW�PD\�EH� LQ� WKH�RSWLPDO�VLWXDWLRQ�IRU�D�PDQDJHG�GHYDOXDWLRQ�DQG�WKH�DGRSWLRQ�RI�D�PRUH�IOH[LEOH�H[FKDQJH�UDWH�UHJLPH� �WKHUH�DUH� UXPRUV� WKDW� WKH�(J\SWLDQ�JRYHUQPHQW� LQWHQGV� WR�PRYH� IURP�D�GROODU�SHJ�WR�D�HXUR�ELDVHG�EDVNHW�SHJ����,Q�SDUWLFXODU��WKHUH�DUH�WZR�IDFWRUV�WKDW�FRXOG�KHOS�WKH�PDQDJHPHQW� RI� D� VPRRWK� WUDQVLWLRQ� WR� D�PRUH� IOH[LEOH� UHJLPH�� �7KH� ILUVW� IDFWRU� LV� WKH�ZHDNQHVV�RI�WKH�HXUR���$V�PRUH�WKDQ����SHUFHQW�RI�(J\SWLDQ�LPSRUWV�DUH�IURP�FRXQWULHV�LQ�WKH�(XUR�DUHD��D�ZHDN�HXUR�VKRXOG�KHOS�OLPLWLQJ�LPSRUWHG�LQIODWLRQ���7KH�VHFRQG�IDFWRU�

)LJ������([FKDQJH�5DWH

���
���
���
���
���
���
���
���
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

�����
���

(����
86�

0DUNHW�5DWH

2IILFLDO�5DWH



(&(6�:3��� 3DQL]]D�'HF ����

��

LV� WKH� UHGXFWLRQ�RI� WKH� VKDUH�RI�GROODU�GHQRPLQDWHG�GHSRVLW� IURP����SHUFHQW�RI�PRQH\�VXSSO\� LQ� ����� WR� DSSUR[LPDWHO\� ��� SHUFHQW� LQ� ������ � 7KLV� ORZHU� OHYHO� RI� FXUUHQF\�VXEVWLWXWLRQ ZLOO�OLPLW�WKH�EDODQFH�VKHHW�GHWHULRUDWLRQ�RI�D�GHSUHFLDWLRQ�RI�WKH�SRXQG�DQG�IDFLOLWDWH�WKH�FRQGXFW�RI�DQ�LQGHSHQGHQW�PRQHWDU\�SROLF\���2QH�IDFWRU�WKDW�ZRXOG�PDNH�LQIODWLRQ�WDUJHWLQJ�GLIILFXOW�WR�LPSOHPHQW�LQ�(J\SW�LV�WKH�GRPLQDQW� SUHVHQFH� RI� WKH� SXEOLF VHFWRU� LQ� WKH� HFRQRP\� ���� SHUFHQW� RI� WKH� HPSOR\HG�SHRSOH� KDYH� SXEOLF� VHFWRU� MREV�� DQG� WKH� ZLGHVSUHDG� SUHVHQFH� RI� VXEVLGLHV� DQG�JRYHUQPHQW� FRQWUROOHG� SULFHV�� � 7KHUHIRUH�� (J\SW� ZRXOG� KDYH� WR� DGRSW� WKH� VWUDWHJ\��DGRSWHG� E\� WKH� &]HFK� 5HSXEOLF�� RI� WDUJHWLQJ� DQ LQGH[� WKDW� H[FOXGHV� JRYHUQPHQW�FRQWUROOHG�SULFHV�)LQDOO\�� D� QHFHVVDU\� FRQGLWLRQ� IRU� D� VXFFHVVIXO� PRQHWDU\� SROLF\� LV� D� VWURQJ��FRPSHWLWLYH�� DQG� ZHOO�UHJXODWHG� ILQDQFLDO� V\VWHP�� � � 8QGHU� WKLV� DVSHFW�� (J\SW� IDLOV� WR�PHHW� WKH� FULWHULRQ� IRU� DGRSWLQJ� ,7�� � ,Q� IDFW�� WKH� (J\SWLDQ� EDQNLQJ� V\VWHP� LV� VWLOO�GRPLQDWHG�E\�WKH�SXEOLF�VHFWRU��ZLWK�IRXU�ODUJH�VWDWH�RZQHG�FRPPHUFLDO�EDQNV��1DWLRQDO�%DQN�RI�(J\SW��%DQN�RI�$OH[DQGULD��%DQTXH�GX�&DLUH��DQG�%DQTXH�0LVU��WKDW�FRQWURO����SHUFHQW�RI�WRWDO�EDQN�DVVHWV�DQG����SHUFHQW RI�EDQN�GHSRVLWV��DQ�DGGLWLRQDO����SHUFHQW�RI�WRWDO�EDQN�GHSRVLWV�DUH�FRQWUROOHG�E\�WKH�VWDWH�RZQHG�1DWLRQDO�,QYHVWPHQW�%DQN��D�ORQJ�WHUP� LQVWLWXWH��� � $OWKRXJK� WKH� 3DUOLDPHQW� KDV� UHFHQWO\� SDVVHG� D� ODZ� WKDW� DOORZV� IRU�EDQNLQJ� SULYDWL]DWLRQ� DQG� VRPH� IRUHLJQ EDQNV� KDYH� VXFFHVVIXOO\� DFTXLUHG� FRQWUROOLQJ�PDMRULWLHV�LQ�WKHLU�MRLQW�YHQWXUHV�ZLWK�(J\SWLDQ�EDQNV��WKH�&HQWUDO�*RYHUQPHQW�KDV�EHHQ�UHOXFWDQW�WR�SULYDWL]H�VWDWH�RZQHG�EDQNV���(J\SWLDQ�EDQNV�WHQG�WR�EH�UDWKHU�FRQVHUYDWLYH�DQG� FRQFHQWUDWH� RQ� OHQGLQJ� WR� WKH JRYHUQPHQW� DQG� LVVXLQJ� RQO\� D� VPDOO� SHUFHQWDJH�RI�ORDQV� WR� WKH� SULYDWH� VHFWRU� �&DSULR� DQG�&ODHVVHQV�� �������� )XUWKHUPRUH�� VWDWH�RZQHG�EDQNV�KDYH�D�ODUJH�SRUWIROLR�RI�SROLWLFDOO\�PRWLYDWHG�QRQ�SHUIRUPLQJ�ORDQV�H[WHQGHG�WR�VWDWH�RZQHG�HQWHUSULVHV����,Q�������WKH�*RYHUQPHQW�DWWHPSWHG�WR�LPSURYH�WKH�VRXQGQHVV�RI� WKH� EDQNLQJ� V\VWHP� E\� LQWURGXFLQJ� GHSRVLW� LQVXUDQFH�� EXW� VR� IDU�� EDQNV� KDYH� EHHQ�XQZLOOLQJ�WR�FRQWULEXWH��(FRQRPLVW�,QWHOOLJHQFH�8QLW����������,Q�VXPPDU\��WKH�(J\SWLDQ�EDQNLQJ� V\VWHP� VHHPV� WR� EH� FKDUDFWHUL]HG� E\� LQHIILFLHQW�� RYHUVWDIIHG� DQG� SRRUO\�VXSHUYLVHG�EDQNV���)LQDOO\��HYHQ� WKRXJK� WKH�HFRQRPLF�UHIRUP�SURJUDP�RI������KDV� OHG�WR�D�VXEVWDQWLDO�UHGXFWLRQ� RI� (J\SW¶V� ILVFDO� LPEDODQFHV�� WKH� FRXQWU\¶V� ILVFDO� SROLF\� LV� VWLOO� SURF\FOLFDO�
�� ,I� ZH� DGG� WR� WKLV� WKH� IDFW� WKDW� SULYDWH� VHFWRU� OHQGLQJ� LV� GRPLQDWHG� E\� VKRUW�WHUP� ORDQV�� LW� LV� HDV\� WR�FRQFOXGH�WKDW� WKH�(J\SWLDQ�EDQNLQJ�V\VWHP�LV�QRW�YHU\�HIILFLHQW�LQ�PRELOL]LQJ�UHVRXUFHV�WRZDUGV�WKH�EHVW�LQYHVWPHQW�RSSRUWXQLWLHV�
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�)LJ�� ���� � 7KHUHIRUH�� (J\SW� VKRXOG� GHYHORS� EXGJHWDU\� LQVWLWXWLRQV� WKDW� DOORZ� IRU� D�FRXQWHUF\FOLFDO�ILVFDO�SROLF\��

6RXUFH��&%(�
*LYHQ�WKH�DERYH�FRQVLGHUDWLRQV��LW�LV�KDUG�WR�SUHGLFW�ZKHWKHU�(J\SW�FRXOG�DEDQGRQ�LWV�H[FKDQJH�UDWH�DQFKRU�DQG�DGRSW�DQ�LQIODWLRQ�WDUJHWLQJ�IUDPHZRUN���2Q�WKH�RQH�KDQG��WKH�UHFHQW� LQIODWLRQ� DQG� ILVFDO� UHFRUGV� DQG� WKH� UHGXFWLRQ� RI� FXUUHQF\� VXEVWLWXWLRQ� LQGLFDWH�WKDW�LQIODWLRQ�WDUJHWLQJ�FRXOG�EH�D�SURPLVLQJ�DYHQXH�IRU�(J\SW���2Q�WKH�RWKHU�KDQG��RQH�VKRXOG�UHPHPEHU�WKDW�ORZ�LQIODWLRQ�DQG�JUHDWHU�ILVFDO�UHVWUDLQW�ZHUH�DFKLHYHG�XQGHU�WKH�VWULFW� GLVFLSOLQH� RI� D� IL[HG� H[FKDQJH� UDWH�� � 7KLV� OHDGV� WR� WKH� FRQFOXVLRQ� WKDW�� LI� (J\SW�ZDQWV� WR�DGRSW�D� IOH[LEOH�H[FKDQJH�UDWH�� LW�ZRXOG�KDYH� WR� IROORZ�DQ�H[WUHPHO\�JUDGXDO�VWUDWHJ\� DQG� DOORZ� IRU� D� SHULRG� GXULQJ� ZKLFK� WKH� FHQWUDO� EDQN� VKRXOG� WDUJHW� ERWK�H[FKDQJH�UDWH�DQG�LQIODWLRQ���

9,��&RQFOXVLRQ
7KH�SXUSRVH�RI�WKLV�SDSHU�ZDV�WR�VXUYH\�SRVVLEOH�PRQHWDU\�SROLF\�RSWLRQV�IRU�HPHUJLQJ�PDUNHW�FRXQWULHV�� �$V�WKH�SDSHU�GLG�QRW�ZDQW�WR�HQWHU�LQWR�WKH�IL[�YHUVXV�IOH[�GHEDWH��LW�RQO\� VXUYH\HG� PRQHWDU\� SROLF\� RSWLRQV� IRU� FRXQWULHV� WKDW� GHFLGH� WR� KDYH� D� IOH[LEOH�H[FKDQJH� UDWH�� �$IWHU�PDNLQJ� WKH�SRLQW� WKDW� WKH�FRQGXFW�RI�PRQHWDU\�SROLF\�UHTXLUHV�D�
�� *LYHQ� WKH�QRZ� IUHTXHQW� DQG�FRVWO\�DWWDFNV� WR� LWV� FXUUHQF\�� DQRWKHU�DOWHUQDWLYH�ZRXOG�EH� WR�PRYH� WR�D�VWURQJHU�SHJ��

��������� ��������� ���������

)LJXUH� ���7KH�6WDWH�%XGJHW

����������������������

4� 4� 4� 4� 4� 4� 4� 4� 4�

([SHQGLWXUHV5HYHQXHV
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QRPLQDO� DQFKRU� DQG� KDYLQJ� VXUYH\HG� GLIIHUHQW� W\SHV� RI� QRPLQDO� DQFKRUV�� WKH� SDSHU�FRQFOXGHG� WKDW� PRVW� DFDGHPLFV� DQG� SROLF\PDNHUV� DJUHH� RQ� WKH� IDFW� WKDW� LQIODWLRQ�WDUJHWLQJ�VKRXOG�EH�WKH�QRPLQDO�DQFKRU�RI�FKRLFH�� �1H[W�� WKH�SDSHU�GHVFULEHG�WKH�PDLQ�FKDUDFWHULVWLFV� RI� DQ� LQIODWLRQ�WDUJHWLQJ� UHJLPH� DQG� GLVFXVVHG� LWV� DSSOLFDELOLW\� WR�HPHUJLQJ�PDUNHW�FRXQWULHV���$IWHU�GLVFXVVLQJ�PRQHWDU\�SROLF\��WKH�SDSHU�UHFRJQL]HG�WKH�QHFHVVLW\� RI� FRRUGLQDWLRQ� EHWZHHQ� ILVFDO� DQG�PRQHWDU\� SROLF\� DQG� SRLQWHG� RXW� WKDW�� LQ�RUGHU�WR�FRQGXFW�FRXQWHUF\FOLFDO�ILVFDO�SROLFLHV��HPHUJLQJ�PDUNHW�FRXQWULHV�QHHG�WR�EXLOG�ILVFDO� LQVWLWXWLRQV� WKDW� DOORZ� DFFXPXODWLQJ� VXUSOXVHV� GXULQJ� SHULRGV� RI� HFRQRPLF�H[SDQVLRQ���)LQDOO\��WKH�SDSHU�VWXGLHG�WKH�FDVH�RI�(J\SW�DQG�IRXQG�WKDW�WKLV�FRXQWU\�ILWV�VRPH��EXW�QRW�DOO��RI� WKH�QHFHVVDU\�FRQGLWLRQV� IRU� WKH� VXFFHVVIXO� LPSOHPHQWDWLRQ RI�DQ�LQIODWLRQ�WDUJHWLQJ�IUDPHZRUN��(YHQ�WKRXJK�WKH�IL[�YHUVXV�IOH[�GHEDWH�LV�QRW�WKH�IRFXV�RI�WKLV�SDSHU��VRPH�UHPDUNV�DUH� LQ�RUGHU�� �)LUVW� RI� DOO�� LW� VKRXOG�EH�QRWHG� WKDW� WKHUH� LV�YDVW� HYLGHQFH� WKDW�HPHUJLQJ�PDUNHW� FRXQWULHV� ZLWK� D� IRUPDOO\� IOH[LEOH� H[FKDQJH� UDWH� WHQG� WR� LQWHUYHQH� LQ� WKH�H[FKDQJH� UDWH�PDUNHW� DQG� JUHDWO\� OLPLW� WKH� IOXFWXDWLRQV�RI� WKHLU� FXUUHQFLHV� �&DOYR� DQG�5HLQKDUW�� ����D� ����E�� DQG� +DXVPDQQ� HW� DO��� ������� � ,Q� IDFW�� HYHQ� VXSSRUWHUV� RI�LQIODWLRQ� WDUJHWLQJ� UHFRJQL]H� WKDW�� EHFDXVH� RI� KLJK SDVVWKURXJK� DQG� WKH� SUHVHQFH� RI�OLDELOLW\� GROODUL]DWLRQ�� PRVW� HPHUJLQJ� PDUNHW� FRXQWULHV� QHHG� WR� XVH� D� PL[WXUH� RI�LQVWUXPHQWV� DQG� VPRRWK� H[FKDQJH� UDWH� PRYHPHQWV� �0LVKNLQ�� ������ 9HODVFR�� ��������7KHUHIRUH��XQOLNH�GHYHORSHG�FRXQWULHV��HPHUJLQJ�PDUNHW�FRXQWULHV�FDQQRW�PDNH�IXOO�XVH�RI�WKHLU�PRQHWDU\�LQGHSHQGHQFH�DQG�H[WUDFW�DOO�WKH�EHQHILWV�RI�D�IOH[LEOH�H[FKDQJH�UDWH���+HQFH��LW�PD\�EH�WKH�FDVH�WKDW�WKH�FUHGLELOLW\�FRVWV��RIWHQ�WUDQVODWHG�LQWR�KLJKHU�LQWHUHVW�UDWHV�� RI� D� IOH[LEOH� H[FKDQJH� UDWH� DUH� QRW� IXOO\� FRPSHQVDWHG� E\� WKH� DGYDQWDJHV� RI� D�OLPLWHG� PRQHWDU\� DXWRQRP\������ ,W� LV� H[DFWO\� IRU� WKLV� UHDVRQ� WKDW� &DOYR� �����D�� DQG�+DXVPDQQ��������VXJJHVW�WKDW�VRPH�HPHUJLQJ�PDUNHWV�VKRXOG�DEDQGRQ�DQ\�DPELWLRQ�RI�DGRSWLQJ�D�IOH[LEOH�H[FKDQJH�UDWH�DQG�PRYH�WR�D�KDUG�SHJ���+RZHYHU��ZKLOH�LW�PLJKW�EH�WUXH� WKDW� WKH� FXUUHQW FRVWV� RI� IOH[LELOLW\� FRXOG� EH� KLJKHU� WKDQ� WKH� FXUUHQW EHQHILWV� RI�IOH[LELOLW\��JLYHQ�WKH�KLJK�FRVWV�RI�H[LWLQJ�IURP�D�VWURQJ�SHJ��(LFKHQJUHHQ�DQG�0DVVRQ���������VRPH�HPHUJLQJ�PDUNHWV�PD\�EH�ZLOOLQJ�WR�SD\ WKHVH�FRVWV�EHFDXVH�WKH\�WKLQN�WKDW�SUHVHQW�YDOXH�RI�IXWXUH EHQHILWV�RI�IOH[LELOLW\�RXWZHLJKV�LWV�FRVWV���7KHUHIRUH��WKH�FXUUHQW�
�� )HUQiQGH]�$ULDV�DQG�7DOYL��������GLVFXVV�WKH�WKHRUHWLFDO�FRQGLWLRQV�XQGHU�ZKLFK�GHIODWLRQ�LV�SUHIHUDEOH�WR�GHYDOXDWLRQ���3DQL]]D�HW�DO���������HYDOXDWH�WKH�FRVWV�DQG�EHQHILWV�RI�GROODUL]DWLRQ�IRU�D�VPDOO�JURXS�RI�&HQWUDO�$PHULFDQ�&RXQWULHV��� $QRWKHU� FRQFHUQ� LV� WKDW� D� IL[HG� H[FKDQJH� UDWH� OLPLWV� WKH� DELOLW\� RI� KDYLQJ� D� OHQGHU� RI� ODVW� UHVRUW���+RZHYHU��&DOYR������E��VKRZV�WKDW�WKLV�LV�QRW�D�UHDO�LVVXH���
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FRVW�RI�D�IOH[LEOH�H[FKDQJH�UDWH�FDQ�EH�VHHQ�DV�WKH�SULFH�RI�DQ�RSWLRQ�WKDW�JLYHV�WKH�ULJKW�RI� FRQGXFWLQJ� D� ³GHYHORSHG� FRXQWU\ VW\OH´� LQGHSHQGHQW� PRQHWDU\� SROLF\� RQFH� WKH�FRXQWU\� KDV� UHGHHPHG� IURP� LWV� ³RULJLQDO� VLQ´� �+DXVPDQQ�� ������� �:KLOH� SULFLQJ� WKLV�RSWLRQ�LV�QRW�DQ�HDV\�WDVN��WKH�GHFLVLRQ�RQ�ZKHWKHU�WR�PRYH�WR�D�VWURQJ�SHJ�RU�PDLQWDLQ�VRPH�GHJUHH�RI�IOH[LELOLW\�VKRXOG�H[SOLFLWO\�LQFOXGH�WKH�SUHVHQW�YDOXH�RI�WKH�EHQHILWV�RI�IXWXUH�IOH[LELOLW\�,� FRQFOXGH� E\� REVHUYLQJ� WKDW�� VR� IDU�� WKH� GLVFXVVLRQ� KDV� FRPSOHWHO\� QHJOHFWHG� WKH�LVVXH� RI� ZKDW� LV� QHFHVVDU\� WR� EXLOG� VXFFHVVIXO� PRQHWDU\� RU� ILVFDO� LQVWLWXWLRQV�� � ,Q�SDUWLFXODU�� LV� WKH�GHVLJQ�RI�DQ� LQVWLWXWLRQ� OLNH� LQIODWLRQ� WDUJHWLQJ�VXIILFLHQW� WR�JXDUDQWHH�ORZ�DQG�VWDEOH� LQIODWLRQ� LQ�HPHUJLQJ�PDUNHWV"�2U��DV�VWDWHG�E\�&DOYR������E���ZLOO� LWV�³FRQVWUDLQHG�GLVFUHWLRQ´�MXVW�HQG�XS�EHLQJ�³ROG�VW\OH�GLVFUHWLRQ"´��,Q�WXUQ��WKLV�EHJV�WKH�TXHVWLRQ�� ³IURP� ZKHUH� GR� LQVWLWXWLRQV� FRPH� IURP"´� � 2U�� LV� WKH� GHVLJQ� RI� RSWLPDO�LQVWLWXWLRQV� D� VXIILFLHQW� FRQGLWLRQ� IRU� JXDUDQWHHLQJ� RSWLPDO� PRQHWDU\� DQG� ILVFDO�RXWFRPHV"��:KLOH�WKH�YDVW�OLWHUDWXUH�WKDW�VWXGLHV�WKH�UHODWLRQVKLS�EHWZHHQ�LQIODWLRQ�DQG�FHQWUDO� EDQN� LQGHSHQGHQFH� �$OHVLQD� DQG� 6XPPHUV�� ������ DQG� EXGJHW� LQVWLWXWLRQV� DQG�ILVFDO� RXWFRPHV� �$OHVLQD� HW� DO��� ������ VHHPV� WR� SURYLGH� D� SRVLWLYH� DQVZHU� WR� WKLV�TXHVWLRQ�� 3RVHQ� ������� LV� PRUH� SHVVLPLVWLF� DQG� FODLPV� WKDW� LQVWLWXWLRQDO� FRPPLWPHQW�GRHV� QRW� H[LVW�� � ,Q SDUWLFXODU�� KH� VXJJHVWV� WKDW� WKH� XOWLPDWH� FDXVH� IRU� D� JLYHQ� SROLF\�RXWFRPH� �VD\�� ORZ� LQIODWLRQ�� LV� WKH� VRFLHW\¶V� VXSSRUW� IRU� WKLV� RXWFRPH� DQG� QRW� WKH�LQVWLWXWLRQDO� VHWWLQJ�� � 2I� FRXUVH�� VRFLHW\� ZLOO� EXLOG� LQVWLWXWLRQV� WKDW� DUH� DLPHG� DW�DFKLHYLQJ� LWV� GHVLUHG� SROLWLFDO� RXWFRPHV�� KHQFH� WKH� REVHUYHG� FRUUHODWLRQ� EHWZHHQ�LQVWLWXWLRQV� DQG� HFRQRPLF� RXWFRPHV�� EXW� DFFRUGLQJ� WR� 3RVHQ�� WKLV� FRUUHODWLRQ� LV�FRPSOHWHO\� VSXULRXV�� �/RKPDQQ� ������� SURSRVHV� DQ� DOWHUQDWLYH�ZD\� WR� VWXG\� WKH� OLQNV�EHWZHHQ�LQVWLWXWLRQV�DQG�SROLF\ RXWFRPHV���+HU�DQDO\VLV��EDVHG�RQ�DXGLHQFH�FRVW�WKHRU\��VXJJHVWV� WKDW� LQVWLWXWLRQV� QHHG� WR� EH� FRPSOH[� PDFKLQHV� DEOH� WR� UHVSRQG� WR� GLIIHUHQW�DXGLHQFHV���7KHUHIRUH��HYHQ�LI�RQH�UHMHFWV�3RVHQ¶V�SRLQW�WKDW�LQVWLWXWLRQV�DUH�FRPSOHWHO\�GLFWDWHG�E\�VRFLHW\¶V�SUHIHUHQFH��VRFLDO�VWUXFWXUH�DQG�WKH�SUHVHQFH�RI�GLIIHUHQW�DXGLHQFHV�QHHG�WR�SOD\�D�NH\�UROH�LQ�WKH�GHVLJQ�RI�HFRQRPLF�LQVWLWXWLRQV���7KLV�GLVFXVVLRQ�LQGLFDWHV�WKDW� EXLOGLQJ� PRQHWDU\� DQG� ILVFDO� LQVWLWXWLRQV� LV� DQ� H[WUHPHO\� FRPSOH[� H[HUFLVH�� � ,Q�SDUWLFXODU�� RQH�VL]H�ILWV�DOO� LQVWLWXWLRQV� DUH� QRW� OLNHO\� WR� EH� DSSOLFDEOH� WR� GLIIHUHQW�HPHUJLQJ�PDUNHW�FRXQWULHV��5RGULN��������DQG�QR�VLQJOH�FXUUHQF\�RU�PRQHWDU\�UHJLPH�LV�OLNHO\�WR�EH�JRRG�IRU�DOO�FRXQWULHV��)UDQNHO����������
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5HIHUHQFHV
$NHUORI��*HRUJH��:LOOLDP�'LFNHQV��DQG�*HRUJH�3HUU\��������³7KH�0DFURHFRQRPLFV�RI�/RZ�,QIODWLRQ�´�%URRNLQJV�3DSHUV�RQ�(FRQRPLF�$FWLY,QIODWLRQ�7DUJHWLQJ\���������
$OHVLQD�� $OEHUWR�� DQG� /DZUHQFH� 6XPPHUV� ������� ³&HQWUDO� EDQN� ,QGHSHQGHQFH� DQG�0DFURHFRQRPLF� 3HUIRUPDQFH�� 6RPH�&RPSDUDWLYH� (YLGHQFH´�� -RXUQDO� RI�0RQH\�&UHGLW�DQG�%DQNLQJ��������������
$OHVLQD�� $OEHUWR�� 5LFDUGR� +DXVPDQQ�� 5XGROSK� +RPPHV� DQG� (UQHVWR� 6WHLQ� �������³%XGJHW� ,QVWLWXWLRQV� DQG� )LVFDO� 3HUIRUPDQFH� LQ� /DWLQ� $PHULFD´�� -RXUQDO� RI�'HYHORSPHQW�(FRQRPLFV�����
%DOO�� /DXUHQFH� ������� ³(IILFLHQW� 5XOHV� IRU� 0RQHWDU\� 3ROLF\�´� 1%(5�:RUNLQJ� 3DSHU������
%DOO�� /DXUHQFH� ������� ³3ROLF\� 5XOHV� IRU� 2SHQ� (FRQRPLHV�´� LQ� -RKQ� 7D\ORU� �HG��0RQHWDU\�3ROLF\�5XOHV��8QLYHUVLW\�RI�&KLFDJR�3UHVV��&KLFDJR�
%DOO�� /DXUHQFH� ������� ³3ROLF\� 5XOHV� DQG� ([WHUQDO� 6KRFNV�´� 1%(5� :RUNLQJ� 3DSHU������
%HQKDELE�� -HVV�� 6WHSKDQLH� 6FKPLWW�*URKp��0DUWtQ�8ULEH� ������� ³7KH� 3HULOV� RI� 7D\ORU�5XOHV�´�PLPHR��1HZ�<RUN�8QLYHUVLW\��
%HUQDQNH��%HQ��7KRPDV�/DXEDFK��)UHGHULF�0LVKNLQ��DQG�$GDP�3RVHQ�������� ,QIODWLRQ�7DUJHWLQJ��3ULQFHWRQ�8QLYHUVLW\�3UHVV��3ULQFHWRQ��1HZ�-HUVH\�
%HUQDQNH��%HQ��DQG�)UHGHULF�0LVKNLQ� �������³,QIODWLRQ�7DUJHWLQJ��$�1HZ�)UDPHZRUN�IRU�0RQHWDU\�3ROLF\�´�-RXUQDO�RI�(FRQRPLF�3HUVSHFWLYHV�����������������
%OHMHU��0DULR��$OLDQ�,]H��$OIUHGR�/HRQH��6pUJLR�:HUODQJ �������,QIODWLRQ�7DUJHWLQJ�LQ�3UDFWLFH�� 6WUDWHJLF�DQG�2SHUDWLRQDO� ,VVXHV�DQG�$SSOLFDWLRQ� WR�(PHUJLQJ�0DUNHW�(FRQRPLHV��,0)��:DVKLQJWRQ�'&�
%RJGDQVNL� -RHO�� $OH[DQGUH� 7RPELQL�� 6pUJLR�:HUODQJ� ������� ³,PSOHPHQWLQJ� ,QIODWLRQ�7DUJHWLQJ�LQ�%UD]LO�´�PLPHR��&HQWUDO�%DQN�RI�%UD]LO�
%RVNLQ��0LFKDHO��(OOHQ�'HOEHUJHU��5REHUW�*RUGRQ��=YL�*ULOOLFKHV��DQG�'DOH�-RUJHQVRQ��������7RZDUG�D�0RUH�$FFXUDWH�0HDVXUH�RI�WKH�&RVW�RI�/LYLQJ�´�)LQDO�5HSRUW�WR�WKH�6HQDWH�)LQDQFH�&RPPLWWHH�
&DOYR�� *XLOOHUPR� ������� ³&DSLWDO� )ORZV� DQG� &DSLWDO� 0DUNHWV� &ULVHV�� 7KH� 6LPSOH�HFRQRPLFV�RI�6XGGHQ�6WRSV�´�-RXUQDO�RI�$SSOLHG�(FRQRPLFV�����������
&DOYR��*XLOOHUPR������D��³7KH�&DVH�IRU�+DUG�3HJV´�PLPHR��8QLYHUVLW\�RI�0DU\ODQG��
&DOYR��*XLOOHUPR������E��³&DSLWDO�0DUNHWV�DQG�WKH�([FKDQJH�5DWH´�PLPHR��8QLYHUVLW\�RI�0DU\ODQG��
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&DOYR��*XLOOHUPR�DQG�&DUPHQ�5HLQKDUW� �����D��³)HDU�RI�)ORDWLQJ´�PLPHR��8QLYHUVLW\�RI�0DU\ODQG�
&DOYR�� *XLOOHUPR� DQG� &DUPHQ� 5HLQKDUW� �����E�� ³)L[LQJ� IRU� <RXU� /LIH´ PLPHR��8QLYHUVLW\�RI�0DU\ODQG�
&DUVWHQV�� $JXVWtQ� DQG� $OHMDQGUR� :HUQHU� ������� ³0H[LFR¶V� 0RQHWDU\� 3ROLF\�)UDPHZRUN�8QGHU�D�)ORDWLQJ�([FKDQJH�5DWH�5HJLPH�´�PLPHR��%DQN�RI�0H[LFR�
&DSULR��*HUDUG� DQG� 6WLMQ�&ODHVVHQV� ������� ³7KH� ,PSRUWDQFH� RI� )LQDQFLDO� 6\VWHPV� IRU�'HYHORSPHQW��,PSOLFDWLRQV�IRU�(J\SW�´�(&(6�'LVWLQJXLVKHG�/HFWXUH�6HULHV�1R����
&HFFKHWWL�� 6WHSKHQ� DQG� 0LFKDHO� (KUPDQQ� ������� ³'RHV� ,QIODWLRQ� 7DUJHWLQJ� ,QFUHDVH�2XWSXW�9RODWLOLW\"�$Q�,QWHUQDWLRQDO�&RPSDULVRQ�RI�3ROLF\PDNHUV¶�3UHIHUHQFHV�DQG�2XWFRPHV�´�1%(5�:RUNLQJ�3DSHU������
&HVSHGHV��/XLV�)HOLSH��5REHUWR�&KDQJ�DQG�$QGUpV�9HODVFR��������³%DODQFH�6KHHWV�DQG�([FKDQJH�5DWH�3ROLF\�´�1%(5�:RUNLQJ�3DSHU������
&KDQJ�� 5REHUWR� DQG� $QGUpV� 9HODVFR� ������� ³([FKDQJH� UDWH� 3ROLFLHV� IRU� 'HYHORSLQJ�&RXQWULHV�´�$PHULFDQ�(FRQRPLF�$VVRFLDWLRQ�3DSHUV�DQG�3URFHHGLQJV��0D\��������������
&LSULDQL��0DUFR��������³2SWLPDO�0RQHWDU\�3ROLF\�LQ�D�6PDOO�2SHQ�(FRQRP\�´�PLPHR��1HZ�<RUN�8QLYHUVLW\�
&ODULGD��5LFKDUG��-RUGL�*DOL��DQG�0DUN�*HUWOHU��������³7KH�6FLHQFH�RI�0RQHWDU\�3ROLF\��$�1HZ�.H\QHVLDQ�3HUVSHFWLYH�´�-RXUQDO�RI�(FRQRPLF�/LWHUDWXUH�����������
&URFH�� (Q]R� DQG�0RKVLQ�.KDQ� �������� ³0RQHWDU\� 5HJLPHV� DQG� ,QIODWLRQ� 7DUJHWLQJ�´�)LQDQFH�DQG�'HYHORSPHQW��6HSWHPEHU�
&RDWV��:DUUHQ� ������� ,QIODWLRQ� 7DUJHWLQJ� LQ� 7UDQVLWLRQ� (FRQRPLHV�� 7KH�&DVH� RI� 7KH�&]HFK�5HSXEOLF��,0)��:DVKLQJWRQ�'&�
'RUQEXVFK��5XGLJHU��������³7KH�%UD]LO�3UREOHP�´�PLPHR�0,7�
'RUQEXVFK�� 5XGLJHU� ������� ³0LOOHQQLXP� 5HVROXWLRQ�� 1R� 0RUH� )XQQ\� 0RQH\�´�)LQDQFLDO�7LPHV��-DQXDU\��UG �����
(FRQRPLVW� ,QWHOOLJHQFH� 8QLW� ������� ³(J\SW�� &RXQWU\� 3URILOH� ����������´� (FRQRPLVW�,QWHOOLJHQFH�8QLW��/RQGRQ�
(GZDUGV�� 6HEDVWLDQ� DQG� 0LJXHO� 6DYDVWDQR� ������� ³([FKDQJH� 5DWH� LQ� (PHUJLQJ�(FRQRPLHV��:KDW� GR�ZH� NQRZ"�:KDW� GR�ZH� QHHG� WR� NQRZ"´� �1%(5�:RUNLQJ�3DSHU������
(LFKHQJUHHQ�� %DUU\�� 5LFDUGR� +DXVPDQQ� DQG� -�UJHQ� 9RQ� +DJHQ� ������� ³5HIRUPLQJ�)LVFDO� ,QVWLWXWLRQV� LQ� /DWLQ� $PHULFD�� 7KH� &DVH� IRU� D� 1DWLRQDO� )LVFDO� &RXQFLO�´�PLPHR��,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN�

http://www.puaf.umd.edu/papers/reinhart/fixing.pdf
http://www.puaf.umd.edu/papers/reinhart/fixing.pdf
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(LFKHQJUHHQ�� %DUU\�� DQG� 3DXO� 0DVVRQ� ������� ³([LW� 6WUDWHJLHV�� 3ROLF\� 2SWLRQV� IRU�&RXQWULHV�6HHNLQJ�*UHDWHU�([FKDQJH�5DWH�)OH[LELOLW\´�,0)�2FFDVLRQDO�3DSHU�����
)HUQiQGH]�$ULDV�� (GXDUGR� DQG� (UQHVWR� 7DOYL� ������� ³'HYDOXDWLRQ� RU� 'HIODWLRQ""�$GMXVWPHQW�8QGHU�/LDELOLW\�'ROODUL]DWLRQ�´�PLPHR��,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN�
)LVFKHU�� 6WDQOH\� ������� ³/DWLQ� $PHULFD� �����´� 6SHHFK� JLYHQ� DW� WKH� /$&($� �����PHHWLQJ���KWWS���ZZZ�LPI�RUJ�H[WHUQDO�QS�VSHHFKHV�������������KWP�
)UDQNHO��-HIIUH\��������³1R�6LQJOH�&XUUHQF\�UHJLPH�LV�5LJKW�IRU�DOO�&RXQWULHV�RU�DW�$OO�7LPHV´�1%(5�:RUNLQJ�SDSHU������
)ULHGPDQ��%HQMDPLQ�DQG�.HQQHWK�.XWWQHU��������³$�3ULFH�7DUJHW�IRU�WKH�86�0RQHWDU\�3ROLF\"� /HVVRQV� IURP� WKH� ([SHULHQFH� ZLWK� 0RQH\� *URZWK� WDUJHWV�´� %URRNLQJV�SDSHUV�RQ�(FRQRPLF�$FWLYLW\�����������
)ULHGPDQ��0LOWRQ��������$�3URJUDP�IRU�0RQHWDU\�6WDELOLW\��)RUGKDP�8QLYHUVLW\�3UHVV��1HZ�<RUN��1<�
)ULHGPDQ��0LOWRQ��������³7KH�5ROH�RI�0RQHWDU\�3ROLF\´�$PHULFDQ�(FRQRPLF�5HYLHZ�����������
*DYLQ�� 0LFKDHO�� 5LFDUGR� +DXVPDQQ�� 5REHUWR� 3HURWWL�� DQG� (UQHVWR� 7DOYL� ��������³0DQDJLQJ� )LVFDO� 3ROLF\� LQ� /DWLQ� $PHULFD� DQG� WKH� &DUULEEHDQ�� 9RODWLOLW\��3URF\FOLFDOLW\�� DQG� /LPLWHG� &UHGLWZRUWKLQHVV�´� PLHPR�� ,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN�
*DYLQ��0LFKDHO��DQG�5REHUWR�3HURWWL� ������� �³)LVFDO�3ROLF\� LQ�/DWLQ�$PHULFD�´� LQ�%HQ�%HUQDQNH�DQG�-XOLR�5RWHPEHUJ��(GV��1%(5�0DFURHFRQRPLFV�$QQXDO��8QLYHUVLW\�RI�&KLFDJR�3UHVV��&KLFDJR��
*KLURQL�� )DELR� ������� ³$OWHUQDWLYH�0RQHWDU\� 5XOHV� IRU� D� 6PDOO�2SHQ�(FRQRP\��7KH�&DVH�RI�&DQDGD�´�PLPHR��)HGHUDO�5HVHUYH�%DQN�RI�1HZ�<RUN�
*RRGIULHQG��0DUYLQ��������³,QWHUHVW�UDWH�3ROLF\�DQG�WKH�,QIODWLRQ�6FDUH�3UREOHP�����������´�(FRQRPLF�4XDUWHUO\��)HGHUDO�5HVHUYH�%DQN�RI�5LFKPRQG�����������
*RRGIULHQG��0DUYLQ�DQG�5REHUW�.LQJ��������³7KH�1HZ�1HRFODVVLFDO�6\QWKHVLV�DQG�WKH�5ROH� RI�0RQHWDU\� 3ROLF\�´� LQ� %HQ� %HUQDQNH� DQG� -XOLR� 5RWHPEHUJ� �(GV�� 1%(5�0DFURHFRQRPLFV�$QQXDO��8QLYHUVLW\�RI�&KLFDJR�3UHVV��&KLFDJR��
+DOGDQH��$QGUHZ��������7DUJHWLQJ�,QIODWLRQ��%DQN�RI�(QJODQG��/RQGRQ�
+DOO�� 5REHUW� DQG� *UHJRU\� 0DQNLZ� ������� ³1RPLQDO� ,QFRPH� 7DUJHWLQJ�´� LQ� *UHJRU\�0DQNLZ��HG��0RQHWDU\�3ROLF\��8QLYHUVLW\�RI�&KLFDJR�3UHVV��&KLFDJR�
+DXVPDQQ��5LFDUGR��������³6KRXOG�%H�7KHUH�%H�)LYH�&XUUHQFLHV�RI�2QH�+XQGUHG�DQG�)LYH´�)RUHLJQ�3ROLF\������������
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+DXVPDQQ��5LFDUGR�8JR�3DQL]]D��(UQHVWR�6WHLQ� ������� ³:K\�'R�&RXQWULHV� )ORDW� WKH�:D\�7KH\�)ORDW"´��PLPHR��,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN�
+HLFKHQJUHHQ�� %DUU\�� 5LFDUGR� +DXVPDQQ� DQG� -XUJHQ� 9RQ� +DJHQ� ������� ³0DQDJLQJ�)LVFDO� 3ROLF\� LQ� /DWLQ� $PHULFD� DQG� WKH� &DULEEHDQ�´� PLPHR� ,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN�
-DGUHVLF�� (VWHEDQ� ������� ³,QIODWLRQ� 7DUJHWLQJ� DQG� 2XWSXW� 6WDELOLW\�´� ,0)� :RUNLQJ�3DSHU�:3�������
-DSSHOOL�� 7XOOLR� DQG� 0DUFR� 3DJDQR� ������� ³,QIRUPDWLRQ� 6KDULQJ� LQ� &UHGLW� 0DUNHWV��,QWHUQDWLRQDO�(YLGHQFH�´�PLPHR��,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN�
/HLGHUPDQ�� /HRQDUGR� DQG� +DGDV� %DU�2U� ������� ³0RQHWDU\� 3ROLF\� 5XOHV� DQG�7UDQVPLVVLRQ�0HFKDQLVP�8QGHU�,QIODWLRQ�7DUJHWLQJ�´�:RUNLQJ�3DSHU�����&HQWUDO�%DQN�RI�&KLOH�
/HLWPR��.DL��������³,QIODWLRQ�7DUJHWLQJ�6WUDWHJLHV�LQ�6PDOO�2SHQ�(FRQRPLHV�´�PLPHR��8QLYHUVLW\�RI�2VOR�
/LOLFR�� $QGUHZ� ������� ³3ULFH�/HYHO� 7DUJHWLQJ�� 7KH� 1H[W� 2EMHFWLYH� IRU� 0RQHWDU\�3ROLF\�´�(FRQRPLF�DIIDLUV������������
/RKPDQQ�� 6XVDQQH� ������� ³6ROOEUXFKVWHOOH�� 'HHS� 8QFHUWDLQW\� DQG� WKH� 'HVLJQ� RI�0RQHWDU\�,QVWLWXWLRQV�´�PLPHR��8&/$��IRUWKFRPLQJ�LQ�,QWHUQDWLRQDO�)LQDQFH��
0DVVRQ�� 3DXO��0LJXHO� 6DYDVWDQR�� DQG� 6XQLO� 6KDUPD� ������� ³7KH� 6FRSH� IRU� ,QIODWLRQ�7DUJHWLQJ�LQ�'HYHORSLQJ�&RXQWULHV�´�,0)�:RUNLQJ�3DSHU�:3���������
0F&DOOXP�� %HQQHWW� DQG� (GZDUG� 1HOVRQ� �������� ³1RPLQDO� ,QFRPH� 7DUJHWLQJ� LQ� DQ�2SHQ�(FRQRP\� 2SWLPL]LQJ� 0RGHO�´� SDSHU� SUHVHQWHG� DW� WKH� 6YHULJHV� 5LNVEDQN�DQG�,,(6�&RQIHUHQFH�RQ�0RQHWDU\�3ROLF\�5XOHV�LQ�6WRFNKROP�
0LVKNLQ��)UHGHULF��������³7KH�'DQJHUV�RI�([FKDQJH�5DWH�3HJJLQJ�LQ�(PHUJLQJ�0DUNHW�&RXQWULHV�´�,QWHUQDWLRQDO�)LQDQFH������������
0LVKNLQ��)UHGHULF��������³,QWHUQDWLRQDO�([SHULHQFH�ZLWK�'LIIHUHQW�0RQHWDU\�5HJLPHV�´�-RXUQDO�RI�0RQHWDU\�(FRQRPLFV��������������
0LVKNLQ�� )UHGHULF� ������� ³,QIODWLRQ� 7DUJHWLQJ� LQ� (PHUJLQJ� 0DUNHW� &RXQWULHV�´�$PHULFDQ�(FRQRPLF�$VVRFLDWLRQ�3DSHUV�DQG�3URFHHGLQJV��0D\���������������
0LVKNLQ��)UHGHULF�DQG�0LJXHO�6DYDVWDQR��������³0RQHWDU\�3ROLF\�6WUDWHJLHV� IRU /DWLQ�$PHULFD�´�1%(5�:RUNLQJ�3DSHU������
0RQDFHOOL�� 7RPPDVR� ������� ³2SHQ� (FRQRP\� 5XOHV� XQGHU� ,PSHUIHFW� 3DVV�7KURXJK�´�PLPHR��%RVWRQ�&ROOHJH�
0RUDQGp�� )HOLSH� DQG� .ODXV� 6FKLPGW�+HEEHO� ������� ³0RQHWDU\� 3ROLF\� DQG� ,QIODWLRQ�7DUJHWLQJ�LQ�&KLOH´��PLPHR�&HQWUDO�%DQN�RI�&KLOH�
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0RUyQ�� (GXDUGR� DQG� -XDQ� )UDQFLVFR� &DVWUR� ������� ³8QFRYHULQJ� &HQWUDO� %DQN¶V�0RQHWDU\� 3ROLF\� 2EMHFWLYHV�� *RLQJ� %H\RQG� )HDU� RI� )ORDWLQJ�´� PLPHR��8QLYHUVLGDG�GHO�3DFLILFR�
0XVVD��0LFKDHO��3DXO�0DVVRQ��$OH[DQGHU�6ZRERGD��(VWHEDQ�-DGUHVLF��3DROR�0DXUR��DQG�$QG\�%HUJ� ��������([FKDQJH�5DWH�5HJLPHV� LQ�DQ�,QFUHDVLQJO\� ,QWHJUDWHG�:RUOG�(FRQRP\��,QWHUQDWLRQDO�0RQHWDU\�)XQG��:DVKLQJWRQ�'&�
3DQL]]D��8JR��(UQHVWR�6WHLQ�DQG�(UQHVWR�7DOYL��������³$VVHVVLQJ�'ROODUL]DWLRQ��$Q�$SSOLFDWLRQ�WR�&HQWUDO�$PHULFDQ�DQG�&DULEEHDQ�&RXQWULHV�´�PLPHR��,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN�
3DUUDGR�� (ULF� ������� ³,QIODWLRQ� 7DUJHWLQJ� DQG� ([FKDQJH� UDWH� 5XOHV� LQ� WKH� 2SHQ�(FRQRP\�´�PLPHR��1HZ�<RUN�8QLYHUVLW\�
3KHOSV�� (GPXQG� ������� ³0RQH\�:DJH� '\QDPLFV� DQG� /DERU�0DUNHW� (TXLOLEULXP�´�-RXUQDO�RI�3ROLWLFDO�(FRQRP\� ������������
3RVHQ��$GDP��������³:K\�&HQWUDO�%DQN�,QGHSHQGHQFH�'RHV�1RW�&DXVH�/RZ�,QIODWLRQ��7KHUH� LV� 1R� ,QVWLWXWLRQDO� )L[� IRU� 3ROLWLFV�´� LQ� 5�� 2¶%UHLQ� �HG�� )LQDQFH� DQG� WKH�,QWHUQDWLRQDO�(FRQRP\��2[IRUG�8QLYHUVLW\�3UHVV��2[IRUG�
5RGULN��'DQL� �������³,QVWLWXWLRQV� IRU�+LJK�4XDOLW\�*URZWK"�:KDW�7KH\�$UH�DQG�+RZ�WR�$FTXLUH�7KHP´�PLPHR��+DUYDUG�8QLYHUVLW\�
6DFKV�� -HIIUH\� DQG� )HOLSH� /DUUDLQ� ������� ³:K\� 'ROODUL]DWLRQ� LV� 0RUH� 6WUDLJKWMDFNHW�7KDQ�6DOYDWLRQ´�)RUHLJQ�3ROLF\������������
6WHUQH�� *DEULHO� ������� ³7KH� 8VH� ([SOLFLW� 7DUJHWV� IUR� 0RQHWDU\� 3ROLF\�� 3UDFWLFDO�([SHULHQFH�RI����(FRQRPLHV�LQ�WKH�����V�´�%DQN�RI�(QJODQG�4XDUWHUO\�%XOOHWLQ��$XJXVW����������
6YHQVVRQ�� /DUV� �����D�� ³0RQHWDU\� 3ROLF\� DQG� ,QIODWLRQ� 7DUJHWLQJ�´� 1%(5� 5HSRUWHU:LQWHU�����������
6YHQVVRQ�� /DUV� �����E�� ³,QIODWLRQ� )RUHFDVW� 7DUJHWLQJ�� ,PSOHPHQWLQJ� DQG� 0RQLWRULQJ�,QIODWLRQ�7DUJHWV�´�(XURSHDQ�(FRQRPLF�5HYLHZ ��������������
6YHQVVRQ�� /DUV� ������� ³,QIODWLRQ� 7DUJHWLQJ� DV� D� 0RQHWDU\� 3ROLF\� 5XOH�´� -RXUQDO� RU�0RQHWDU\�(FRQRPLFV��������������
6YHQVVRQ��/DUV� DQG�0LFKDHO�:RRGIRUG� �������³,PSOHPHQWLQJ�2SWLPDO�3ROLF\� WKURXJK�,QIODWLRQ�)RUHFDVW� 7DUJHWLQJ�´� PLPHR�� ,QVWLWXWH� IRU� ,QWHUQDWLRQDO� (FRQRPLF�6WXGLHV�
6YHQVVRQ�� /DUV� ������� ³2SHQ�(FRQRP\� ,QIODWLRQ�7DUJHWLQJ�´� -RXUQDO� RI� ,QWHUQDWLRQDO�(FRQRPLFV��������������
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7DOYL�� (UQHVWR� ������� ³([FKDQJH� 5DWH� %DVHG� 6WDELOL]DWLRQ� ZLWK� (QGRJHQRXV� )LVFDO�5HVSRQVH�´�-RXUQDO�RI�'HYHORSPHQW�(FRQRPLFV������������
7D\ORU��-RKQ��������³:KDW�:RXOG�1RPLQDO�*'3�7DUJHWLQJ�'R�WR�WKH�%XVLQHVV�&\FOH"´�&DUQHJLH�5RFKHVWHU�&RQIHUHQFH�6HULHV�RQ�3XEOLF�3ROLF\�����������
7D\ORU�� -RKQ� ������� ³'LVFUHWLRQ�9HUVXV�3ROLF\�5XOHV� LQ�3UDFWLFH´�&DUQHJLH�5RFKHVWHU�&RQIHUHQFH�6HULHV�RQ�3XEOLF�3ROLF\�������������
7D\ORU�� -RKQ� �������³5HDVVHVVLQJ�'LVFUHWLRQDU\�)LVFDO�3ROLFLHV�´�-RXUQDO�RI�(FRQRPLF�3HUVSHFWLYHV��6XPPHU�
7D\ORU��-RKQ������E��³7KH�3ROLF\�5XOH�0L[��$�0DFURHFRQRPLF�3ROLF\�(YDOXDWLRQ�´�LQ�*��&DOYR��0��2EWVIHOG��DQG�5��'RUQEXVFK��HGV��5REHUW�0XQGHOO�)HVWVFKULIW��0,7�3UHVV��&DPEULGJH��0$�
9HODVFR��$QGUpV �������³([FKDQJH�5DWH�3ROLFLHV�IRU�'HYHORSLQJ�&RXQWULHV��:KDW�+DYH�:H� /HDUQHG"� :KDW� 'R� :H� 6WLOO� 1RW� .QRZ"´� *���� 'LVFXVVLRQ� 3DSHU� 6HULHV��81&7$'��1HZ�<RUN�
:DOVK�� &DUO� ������� ³0RQHWDU\� 3ROLF\� 7UDGH�2IIV� LQ� WKH� 2SHQ� (FRQRP\�´� PLPHR�8QLYHUVLW\�RI�&DOLIRUQLD��6DQWD�&UX]�
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