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5HFHQW�\HDUV�KDYH�ZLWQHVVHG�VXEVWDQWLDO�FKDQJHV�LQ�WKH�FRPSRVLWLRQ�RI�FDSLWDO�IORZV�WR�GHYHORSLQJ�FRXQWULHV��ZLWK�)',�DQG�HTXLW\�IORZV�SOD\LQJ�DQ�LQFUHDVLQJ�UROH��8VLQJ�D�QHZ�FURVV�FRXQWU\�GDWDVHW�RQ�H[WHUQDO�DVVHWV�DQG�OLDELOLWLHV��WKLV�SDSHU�GLVFXVVHV�WKH�LPSOLFDWLRQV�RI�WKHVH�WUHQGV�IRU�WKH�OHYHO�DQG�FRPSRVLWLRQ�RI�FRXQWULHV¶�H[WHUQDO�SRVLWLRQV��ZLWK�SDUWLFXODU�HPSKDVLV�RQ�WKH�H[SHULHQFH�RI�0LGGOH�(DVWHUQ�FRXQWULHV��7KH�VWXG\�HPSKDVL]HV�WKUHH�PDLQ�ILQGLQJV���)LUVW��0(1$�FRXQWULHV�SUHVHQW�D�YHU\�KHWHURJHQHRXV�SLFWXUH��ZLWK�*XOI�FRXQWULHV�W\SLFDOO\�KROGLQJ�QHW�H[WHUQDO�DVVHWV�ZKLOH�WKH�RWKHUV�GLVSOD\�ODUJH�H[WHUQDO�OLDELOLWLHV��6HFRQG��VWRFNV�RI�HTXLW\�OLDELOLWLHV��LQ�WKH�IRUP�RI�GLUHFW�LQYHVWPHQW�DQG�SRUWIROLR�HTXLW\�LQYHVWPHQW��DUH�JURZLQJ�LQ�LPSRUWDQFH�ZLWK�UHVSHFW�WR�GHEW�OLDELOLWLHV��EXW�DUH�VPDOOHU�LQ�0LGGOH�(DVWHUQ�FRXQWULHV�ZLWK�UHVSHFW�WR�RWKHU�GHYHORSLQJ�FRXQWULHV��$QG�ILQDOO\��QHW�H[WHUQDO�DVVHWV�FDQ�EH�DQ�LPSRUWDQW�GULYLQJ�IRUFH�RI�UHDO�H[FKDQJH�UDWHV�LQ�WKH�ORQJ�UXQ��DV�GHEWRU�FRXQWULHV�KDYH�PRUH�GHSUHFLDWHG�H[FKDQJH�UDWHV�WKDQ�FUHGLWRU�FRXQWULHV�
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7KH�SDVW�GHFDGH�KDV�ZLWQHVVHG�LPSRUWDQW�FKDQJHV�LQ�WKH�FRPSRVLWLRQ�RI�FDSLWDO�IORZV�WR�HPHUJLQJ�PDUNHWV�DQG�OHVV�GHYHORSHG�FRXQWULHV��)ORZV�RI�IRUHLJQ�GLUHFW�LQYHVWPHQW��)',��DQG�SRUWIROLR�LQYHVWPHQW��ERWK�LQ�HTXLW\�DQG�GHEW�LQVWUXPHQWV��KDYH�LQFUHDVHG�VXEVWDQWLDOO\�LQ�PDQ\�FRXQWULHV��ZKLOH�IORZV�RI�EDQN�ORDQV�KDYH�FRUUHVSRQGLQJO\�GHFOLQHG���:KDW�DUH�WKH�PDFURHFRQRPLF�LPSOLFDWLRQV�RI�VXFK�FKDQJHV"�$QG�KRZ�GR�GLIIHUHQW�VWUXFWXUHV�RI�H[WHUQDO�OLDELOLWLHV�DIIHFW�WKH�DQDO\VLV�RI�H[WHUQDO�VXVWDLQDELOLW\"�,Q�RUGHU�WR�DQVZHU�VXFK�TXHVWLRQV��LW�LV�QHFHVVDU\�WR�UHO\�RQ�GDWD�RQ�WKH�OHYHO�DQG�FRPSRVLWLRQ�RI�FRXQWULHV¶�H[WHUQDO�³SRUWIROLRV´��+RZHYHU��WKH�LQFUHDVHG�LPSRUWDQFH�RI�HTXLW\�LQVWUXPHQWV�SRVHV�D�FKDOOHQJH�IRU�WKH�DQDO\VLV�RI�D�FRXQWU\¶V�H[WHUQDO�SRVLWLRQ��DV�GDWD�RQ�WKH�VWRFNV�RI�GLUHFW�LQYHVWPHQW DQG�SRUWIROLR�HTXLW\�OLDELOLWLHV�DUH�QRW�DYDLODEOH�IRU�D�ODUJH�VHW�RI�FRXQWULHV��,Q�D�SUHYLRXV�ZRUN��/DQH�DQG�0LOHVL�)HUUHWWL���������ZH�VRXJKW�WR�DGGUHVV�WKLV�VKRUWFRPLQJ�E\�FRQVWUXFWLQJ�D�GDWDVHW�RI�FRXQWULHV¶�H[WHUQDO�DVVHWV�DQG�OLDELOLWLHV�IRU�WKH�SHULRG������������IRFXVLQJ�LQ�SDUWLFXODU�RQ�WKH�EUHDNGRZQ�EHWZHHQ�GHEW��SRUWIROLR�HTXLW\�DQG�)',�DVVHWV�DQG�OLDELOLWLHV��7KLV�SDSHU�PDNHV�XVH�RI�WKDW�GDWDVHW��,W�KLJKOLJKWV�KRZ�WKH�JHQHUDO�SDWWHUQV�RXWOLQHG�DERYH�KLGH�VLJQLILFDQW�GLIIHUHQFHV�DFURVV�FRXQWULHV DQG�DFURVV�UHJLRQV��DQG�LW�IRFXVHV�LQ�SDUWLFXODU�RQ�WKH�GDWD�IRU�0LGGOH�(DVWHUQ�FRXQWULHV��7KH�SHULRG�SUHFHGLQJ�WKH������GHEW�FULVLV�ZDV�FKDUDFWHUL]HG�E\�ODUJH�FDSLWDO�IORZV�WR�GHYHORSLQJ�FRXQWULHV�WDNLQJ�PDLQO\�WKH�IRUP�RI�V\QGLFDWHG�ORDQV��DQG�RIWHQ�XVHG�WR�ILQDQFH�JRYHUQPHQW�ILVFDO�LPEDODQFHV��$IWHU�WKH�GHEW�FULVLV��FDSLWDO�IORZV�WR�HPHUJLQJ�PDUNHWV�VORZHG�GRZQ�PDUNHGO\��DQG�WKHQ�VWDUWHG�DJDLQ�LQ�HDUQHVW�DW�WKH�EHJLQQLQJ�RI�WKH�QH[W�GHFDGH��7KHLU�FRPSRVLWLRQ��KRZHYHU��FKDQJHG�VLJQLILFDQWO\��7KH�����V�KDYH�EHHQ�UHIHUUHG�WR�DV�WKH�³DJH�RI�HTXLW\�ILQDQFH�´��F�I��(LFKHQJUHHQ�DQG�)LVKORZ����������,QGHHG��FURVV�ERUGHU�IORZV�RI�SRUWIROLR�HTXLW\�DQG�GLUHFW�LQYHVWPHQW�KDYH�LQFUHDVHG�GUDPDWLFDOO\�GXULQJ�WKH�SDVW�GHFDGH��ERWK�IRU�LQGXVWULDO�DQG�IRU�GHYHORSLQJ�FRXQWULHV��6HYHUDO�IDFWRUV�KDYH�FRQWULEXWHG�WR�WKHVH�GHYHORSPHQWV��2Q�WKH�VXSSO\�VLGH��UHVWULFWLRQV�RQ�FURVV�ERUGHU�HTXLW\�LQYHVWPHQW�KDYH�EHHQ�UHGXFHG²IRU�H[DPSOH��SHQVLRQ�IXQGV�DQG�RWKHU�LQVWLWXWLRQDO�LQYHVWRUV�LQ�LQGXVWULDO�FRXQWULHV�KDYH�EHHQ�JUDQWHG�PRUH IUHHGRP�LQ�WKH�DOORFDWLRQ�RI�WKHLU�DVVHWV��DQG�LPSURYHPHQWV�LQ�FRPPXQLFDWLRQV�KDYH�UHGXFHG�WKH�FRVW�RI�DFTXLULQJ�LQIRUPDWLRQ�RQ�DVVHWV�RI�IRUHLJQ�RULJLQ��2Q�WKH�GHPDQG�VLGH��ILQDQFLDO�GHYHORSPHQW�LQ�ERWK�LQGXVWULDO�FRXQWULHV�DQG�HPHUJLQJ�PDUNHWV�KDV�EHHQ�VXEVWDQWLDO��ZLWK�GUDPDWLF�LQFUHDVHV�LQ�
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ZRUOG�VWRFN�PDUNHW�FDSLWDOL]DWLRQ�DQG�GHSWK�GXULQJ�WKH�����V��F�I��7HVDU�DQG�:HUQHU��������7HVDU��������DQG�6WXO]���������)XUWKHUPRUH��WKH�RYHUDOO�PDFURHFRQRPLF�SROLF\�VWDQFH�LQ�GHYHORSLQJ�FRXQWULHV�KDV�LPSURYHG�VXEVWDQWLDOO\��ZLWK�ORZHU�LQIODWLRQ�DQG�SXEOLF�GHILFLWV��DQG�EDUULHUV�WR�FURVV�ERUGHU�IORZV�KDYH�EHHQ�UHGXFHG��)LQDOO\��WKH�ZDYH�RI�SULYDWL]DWLRQV�LQ�ERWK�LQGXVWULDO�DQG�GHYHORSLQJ�FRXQWULHV�KDV�DOVR�HQFRXUDJHG�FURVV�ERUGHU�DFTXLVLWLRQV�RI�HTXLW\�VWDNHV��:KLOH�SRUWIROLR�HTXLW\�LQYHVWPHQW�LV�VWURQJO\�FRQQHFWHG�WR�WKH�GHJUHH�RI�ILQDQFLDO�GHYHORSPHQW�RI�UHFLSLHQW�FRXQWULHV��GLUHFW�LQYHVWPHQW�IORZV�KDYH�DOVR�EHHQ�GLUHFWHG�WR�OHVV�GHYHORSHG�HFRQRPLHV�� ,Q�WKH�UHPDLQGHU�RI�WKLV�SDSHU�ZH�H[DPLQH��DPRQJ�RWKHU�LVVXHV��ZKHWKHU�WKHUH�DUH�V\VWHPDWLF�GLIIHUHQFHV�EHWZHHQ�WKH�GHWHUPLQDQWV�RI�WKHVH�WZR�W\SHV�RI�IORZV��7KH�VWUXFWXUH�RI�H[WHUQDO�GHEW�IORZV�KDV�DOVR�FKDQJHG�VXEVWDQWLDOO\��DV�DOUHDG\�KLJKOLJKWHG�DERYH��SRUWIROLR�GHEW�IORZV�KDYH�SOD\HG�DQ�LQFUHDVLQJO\�LPSRUWDQW�UROH��VXEVWLWXWLQJ�IRU�D�GHFOLQH�LQ�WKH�VKDUH�RI�V\QGLFDWHG�EDQN�OHQGLQJ���,Q�DGGLWLRQ��WKH�LVVXDQFH�RI�%UDG\�ERQGV�WKDW�PDUNHG�WKH�HQG�RI�WKH�GHEW�FULVLV�FRQWULEXWHG�WR�D�FKDQJH�LQ�WKH�VWRFN RI�RXWVWDQGLQJ�GHEW�OLDELOLWLHV��EHFDXVH�LW�LPSOLHG�D�FRQYHUVLRQ�RI�RXWVWDQGLQJ�V\QGLFDWHG�ORDQV�OLDELOLWLHV�LQWR�ERQGV��:KLOH�WKH�VWUXFWXUH�RI�GHEW�IORZV�DQG�VWRFNV�LV�XQGRXEWHGO\�D�FUXFLDO�LVVXH�DW�WKH�FHQWHU�RI�GLVFXVVLRQ�RQ�UHIRUPV�RI�WKH�LQWHUQDWLRQDO�ILQDQFLDO�DUFKLWHFWXUH��LQ�WKLV�SDSHU�ZH�ZLOO�IRFXV�PRVWO\�RQ�WKH GLVWLQFWLRQ�EHWZHHQ�GHEW�DQG�HTXLW\�ILQDQFH��UDWKHU�WKDQ�H[SORULQJ�VKLIWV�LQ�WKH�FRPSRVLWLRQ�RI�GHEW�ILQDQFH�:K\�VKRXOG�WKH�FRPSRVLWLRQ�RI�FDSLWDO�IORZV�DQG�H[WHUQDO�DVVHWV�DQG�OLDELOLWLHV�PDWWHU"�7KH�H[WHQVLYH�OLWHUDWXUH�RQ�GHWHUPLQDQWV�RI�FXUUHQF\�FULVHV�KDV�KLJKOLJKWHG�WKH�LPSRUWDQFH�RI�PDWXULW\�DQG�FXUUHQF\�FRPSRVLWLRQ�RI�H[WHUQDO�GHEW�OLDELOLWLHV��0RUH�JHQHUDOO\��GLIIHUHQW�W\SHV�RI�FDSLWDO�IORZV�KDYH�GLIIHUHQW�SURSHUWLHV�ZLWK�UHJDUG�WR�IHDWXUHV�VXFK�DV�ULVN��OLTXLGLW\��³OXPSLQHVV´��WUDGDELOLW\��UHYHUVLELOLW\��H[SURSULDELOLW\��DQG�WD[�WUHDWPHQW��,Q�DGGLWLRQ��WKH�FRPSRVLWLRQ�RI�FDSLWDO�IORZV�PD\�LQIOXHQFH�SURGXFWLYLW\�JURZWK�LQ�WKH�UHFLSLHQW�FRXQWU\��)RU�H[DPSOH��GLUHFW�LQYHVWPHQW�LQ�GHYHORSLQJ�FRXQWULHV�FDQ�LQYROYH�D�WUDQVIHU�RI�WHFKQRORJ\�DQG�HQWUHSUHQHXULDO�VNLOOV��DV�ZHOO�DV�D�ILQDQFLDO�RSHUDWLRQ��ZKLOH�LQWHUQDWLRQDO�SRUWIROLR�HTXLW\�
� 6HH�WKH�HYLGHQFH�LQ�+DXVPDQQ�DQG�)HUQiQGH]�$ULDV������D��DQG�$OEXTXHUTXH���������6HH�DOVR�%RUHQ]VWHLQ�HW�DO��������
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IORZV�PD\�EH�XVHIXO�LQ�VWLPXODWLQJ�VWRFN�PDUNHW�GHYHORSPHQW�DQG�LPSURYHG�FRUSRUDWH�JRYHUQDQFH��$�NH\�IHDWXUH�WKDW�LV�HVSHFLDOO\�LPSRUWDQW�IRU�YXOQHUDEOH�GHYHORSLQJ�FRXQWULHV�LV�WKDW�IRUHLJQ�GLUHFW�LQYHVWPHQW�DQG�SRUWIROLR�HTXLW\�IORZV�HQWDLO�GLIIHUHQW�ULVN�VKDULQJ�SURSHUWLHV�EHWZHHQ�GRPHVWLF�DQG�IRUHLJQ�UHVLGHQWV�LQ�FRPSDULVRQ�WR�H[WHUQDO�GHEW�IORZV���)RU�H[DPSOH��LI�QHJDWLYH�VKRFNV�WR�WKH�GRPHVWLF�HFRQRP\�UHVXOW�LQ�D�UHDO�H[FKDQJH�UDWH�GHSUHFLDWLRQ��WKH�EXUGHQ�RI�VHUYLFLQJ�IRUHLJQ�FXUUHQF\�GHQRPLQDWHG�H[WHUQDO�GHEW�ZLOO�EH�FRXQWHU�F\FOLFDO��ZKLOH�UHWXUQV�RQ�)',�DQG�HTXLW\�ZLOO�EH�SUR�F\FOLFDO�1RWZLWKVWDQGLQJ�WKH�FOHDU�LPSRUWDQFH�RI�WKHVH�IDFWRUV��LQWHUQDWLRQDO�PDFURHFRQRPLF�WKHRU\�KDV�QRW�IXOO\�NHSW�XS�SDFH�ZLWK�WKH�HYROXWLRQ�RI�LQWHUQDWLRQDO�FDSLWDO�PDUNHWV�GXULQJ�WKH�SDVW�GHFDGH��,Q�WKH�GHWHUPLQLVWLF�FXUUHQW�DFFRXQW�PRGHOV�RI�WKH�����V�DQG�����V��WKH�HPSKDVLV�ZDV�RQ�DJJUHJDWH�QHW�IORZV�XQGHU�SHUIHFW�RU�LPSHUIHFW�FDSLWDO�PRELOLW\��7KH�GHEW�FULVLV�OLWHUDWXUH�PDGH�DGYDQFHV�LQ�XQGHUVWDQGLQJ�WKH�UROH�SOD\HG�E\�VRYHUHLJQ�ULVN�DQG�FUHGLW�UDWLRQLQJ�LQ�OLPLWLQJ�GHEW�IORZV��EXW�KDG�OLWWOH�WR�VD\�DERXW�WKH�DOWHUQDWLYHV�RI�IRUHLJQ�GLUHFW�LQYHVWPHQW�DQG�SRUWIROLR�HTXLW\�IORZV�� 5DWKHU��WKH�IRUHLJQ�GLUHFW�LQYHVWPHQW�OLWHUDWXUH�KDV�W\SLFDOO\�DEVWUDFWHG�IURP�LWV�ILQDQFLDO�GLPHQVLRQ�WR�IRFXV�RQ�LQGXVWULDO�RUJDQL]DWLRQ�DQG�WUDGH�LVVXHV��HJ�WKH�VWDQGDUG�2UJDQL]DWLRQ�/RFDWLRQ�,QWHUQDOL]DWLRQ�SDUDGLJP��DQG�LQWHUQDWLRQDO�SRUWIROLR�IORZV�KDYH�EHHQ�DQDO\]HG�DV�DQ�H[WHQVLRQ�RI�WKH�VWDQGDUG�RSWLPDO�SRUWIROLR�FKRLFH�SUREOHP��$OWKRXJK�PXFK�KDV�EHHQ�OHDUQHG�E\�WUHDWLQJ�HDFK�NLQG�RI�IORZ�LQ�LVRODWLRQ��H[LVWLQJ�WKHRU\�KDV�OLWWOH�WR�VD\�RQ�WKH�RSWLPDO�VWUXFWXUH�RI�FDSLWDO�IORZV�LQ�WHUPV�RI�WKH�UHODWLYH�EDODQFH�EHWZHHQ�GHEW��IRUHLJQ�GLUHFW�LQYHVWPHQW�DQG�SRUWIROLR�HTXLW\�FRPSRQHQWV���:H�GLVFXVVHG�WKH�FKDOOHQJHV�WKDW�WKHVH�TXHVWLRQV�SRVH�IRU�HFRQRPLF�WKHRU\�LQ�/DQH�DQG�0LOHVL�)HUUHWWL������E���LQ�WKLV�SDSHU�ZH�IRFXV�PRUH�VTXDUHO\�RQ�VW\OL]HG�IDFWV�DVVRFLDWHG�ZLWK�FRXQWULHV¶�H[WHUQDO�DVVHWV�DQG�OLDELOLWLHV��IRFXVLQJ�LQ�SDUWLFXODU�RQ�FRXQWULHV�LQ�1RUWK�$IULFD�DQG�WKH�0LGGOH�(DVW�
,,��1HW�([WHUQDO�3RVLWLRQV
$�FRXQWU\¶V�QHW�H[WHUQDO�SRVLWLRQ�LV�JLYHQ�E\�WKH�GLIIHUHQFH�EHWZHHQ�WKH�FODLPV�KHOG�E\�GRPHVWLF�UHVLGHQWV�RQ�IRUHLJQHUV�PLQXV�WKH�FODLPV�KHOG�E\�IRUHLJQHUV�RQ�GRPHVWLF�UHVLGHQWV���
� 6HH�(DWRQ�DQG�)HUQDQGH]���������&OLQH��������DQG�/DQH��������RQ�H[WHUQDO�GHEW�
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)RU�WKH�SXUSRVH�RI�WKLV�VWXG\��ZH�GLYLGH�WKHVH�FODLPV�LQWR�WKUHH�EURDG�FDWHJRULHV��GHEW�LQVWUXPHQWV��SRUWIROLR�HTXLW\�LQVWUXPHQWV�DQG�IRUHLJQ�GLUHFW�LQYHVWPHQW���$PRQJ�WKH�GHEWLQVWUXPHQWV�ZH�LQFOXGH�DV�D�VHSDUDWH�VXE�FDWHJRU\�WKH�VWRFN�RI�QHW�IRUHLJQ�H[FKDQJH�UHVHUYHV��DORQJ�VLGH�WKH�VWRFN�RI�GHEW�DVVHWV�KHOG�E\�FRXQWU\�UHVLGHQWV�DEURDG�DQG�WKH�VWRFN�RI�H[WHUQDO�GHEW�OLDELOLWLHV�RI�WKH�FRXQWU\���+HQFH�
    W W W W WW W W � �� �� �� �� �� ��(4$ (4/1)$ )',$ '(%7$ ); )',/ '(%7/ ���ZKHUH�)',$�/���(4$�/� DQG�'(%7$�/��DUH�WKH�VWRFNV�RI�GLUHFW�LQYHVWPHQW��SRUWIROLR�HTXLW\�DQG�GHEW�DVVHWV��OLDELOLWLHV��DQG�); DUH�IRUHLJQ�H[FKDQJH�UHVHUYHV��7KH�)',�FDWHJRU\�UHIOHFWV�D�³ODVWLQJ�LQWHUHVW´�RI�DQ�HQWLW\�UHVLGHQW�LQ�RQH�HFRQRP\�LQ�DQ�HQWHUSULVH�UHVLGHQW�LQ�DQRWKHU�HFRQRP\��,0)���������7KLV�LQFOXGHV�JUHHQILHOG�LQYHVWPHQW�DV�ZHOO�DV�HTXLW\�SDUWLFLSDWLRQ�JLYLQJ�D�FRQWUROOLQJ�VWDNH��W\SLFDOO\�VHW�DW�DERYH�������ZKLOH�UHPDLQLQJ�HTXLW\�SXUFKDVHV�DUH�FODVVLILHG�XQGHU�SRUWIROLR�HTXLW\�LQYHVWPHQW���7KLV�LPSOLHV�WKDW�LQ�FHUWDLQ�FDVHV�WKH�GLVWLQFWLRQ�EHWZHHQ�WKHVH�WZR�FDWHJRULHV�FDQ�GH�IDFWR EH�EOXUUHG��EXW�WKH�LVVXH�FDQQRW�EH�FODULILHG�IXUWKHU�LQ�WKH�DEVHQFH�RI�GHWDLOHG�GLVDJJUHJDWHG�GDWD����7KH�³GHEW´�FDWHJRU\�LQFOXGHV�SRUWIROLR�GHEW�DVVHWV�DQG�OLDELOLWLHV��VXFK�DV�ERQGV�WUDGHG�RQ�LQWHUQDWLRQDO�FDSLWDO�PDUNHWV���V\QGLFDWHG�ORDQV��WUDGH�FUHGLWV�DQG�RWKHU�GHEW�LQVWUXPHQWV�+RZ�GRHV�WKH�QHW�H[WHUQDO�SRVLWLRQ�RI�D�FRXQWU\�HYROYH�RYHU�WLPH"�:H�FDQ�ZULWH�D�FRXQWU\¶V�FXUUHQW�DFFRXQW�EDODQFH�DV�IROORZV�&$ (4� )', � �'(%7$� �'(%7/ �� �.$�� �);' ' ' ' ' ' ���ZKHUH�'(4�DQG�')', DUH�QHW�IORZV�RI�SRUWIROLR�HTXLW\�DQG�IRUHLJQ�GLUHFW�LQYHVWPHQW��DQG�WKH�WHUP�'.$ PHDVXUHV�FDSLWDO�DFFRXQW�WUDQVIHUV��VXFK�DV��IRU�H[DPSOH��GHEW�IRUJLYHQHVV����,W�IROORZV�WKDW�WKH�FXUUHQW�DFFRXQW±±L�H��QHW�RI�FDSLWDO�DFFRXQW�WUDQVIHU±±LV��DW�ILUVW�DSSUR[LPDWLRQ��DQ�HVWLPDWH�RI�WKH�FKDQJH�LQ�WKH�QHW�H[WHUQDO�SRVLWLRQ��1)$��%XW�WKLV�LV�RQO\�D�ILUVW�DSSUR[LPDWLRQ��$V�ZH�VKRZ�LQ�/DQH�DQG�0LOHVL�)HUUHWWL���������WKH�QHW�H[WHUQDO�SRVLWLRQ�RI�D�FRXQWU\�FDQ�FKDQJH��DW�WLPHV�YHU\�VXEVWDQWLDOO\��EHFDXVH�RI�WKH�HIIHFW�RI�FDSLWDO�JDLQV�DQG�ORVVHV�RQ�D�FRXQWU\¶V�H[WHUQDO�DVVHWV�DQG�OLDELOLWLHV��)RU�H[DPSOH��D�ERRP�LQ�WKH�GRPHVWLF�VWRFN�PDUNHW�ZLOO��FHWHULV�SDULEXV��LQFUHDVH�WKH�YDOXH�RI�IRUHLJQHUV¶�SRUWIROLR�HTXLW\�LQYHVWPHQW�LQ�WKH�FRXQWU\�DQG�RI�OLVWHG�FRPSDQLHV�LQ�ZKLFK�IRUHLJQHUV�KDYH�D�GLUHFW�LQYHVWPHQW�VWDNH��&KDQJHV�LQ�H[FKDQJH�UDWHV�FDQ�DOVR�JHQHUDWH�VZLQJV�LQ�QHW�H[WHUQDO�SRVLWLRQV�LQGHSHQGHQWO\�RI�WKH�FXUUHQW�DFFRXQW�EDODQFH��IRU�H[DPSOH��WKH�GROODU�YDOXH�RI�H[WHUQDO�GHEW�GHQRPLQDWHG�LQ�HXUR�JRHV�GRZQ�ZKHQ�WKH�86�GROODU�DSSUHFLDWHV�YLV�j�YLV�WKH�
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HXUR�DQG�YLFH�YHUVD���,QGHHG��VZLQJV�LQ�WKH�GROODU�\HQ�H[FKDQJH�UDWH�GXULQJ�WKH�����V�LPSOLHG�VXEVWDQWLDO�FKDQJHV�LQ�WKH�H[WHUQDO�GHEW�EXUGHQ�RI�VHYHUDO�(DVW�$VLDQ�FRXQWULHV��VXFK�DV�,QGRQHVLD��EHFDXVH�D�VLJQLILFDQW�IUDFWLRQ�RI�WKHLU�GHEW�ZDV�GHQRPLQDWHG�LQ�\HQ�$�ILQDO�LPSRUWDQW�LVVXH�FRQFHUQV�XQUHFRUGHG�FDSLWDO�IORZV���,Q�VHYHUDO�GHYHORSLQJ�FRXQWULHV��FDSLWDO�IOLJKW�KDV�SOD\HG�DQ�LPSRUWDQW�UROH�GXULQJ�SHULRGV�RI�PDFURHFRQRPLF�LQVWDELOLW\�DQG�RU�H[WHUQDO�FULVLV��DV�GRPHVWLF�UHVLGHQWV�WU\�WR�DYRLG�WKH�LPSDFW�RI�GHYDOXDWLRQ��DQG�WD[DWLRQ��E\�WDNLQJ�WKHLU�PRQH\�DEURDG���7KH�ODUJH�OLWHUDWXUH�RQ�PHDVXULQJ�FDSLWDO�IOLJKW��F�I��&XGGLQJWRQ��������'RROH\��������DQG�&ODHVVHQV��������GHDOV�H[SOLFLWO\�ZLWK�WKLV�TXHVWLRQ��
,,,��7KH�'DWD
7KH�GDWD�SUHVHQWHG�LQ�WKLV�SDSHU�LV�WDNHQ�IURP�/DQH�DQG�0LOHVL�)HUUHWWL���������7KH�FRQVWUXFWLRQ�RI�WKH�YDULRXV�VWRFNV�RI�H[WHUQDO�DVVHWV�DQG�OLDELOLWLHV�LV�XQGHUWDNHQ�VWDUWLQJ�IURP�EDODQFH�RI�SD\PHQWV�GDWD��LQWHJUDWHG�ZLWK�GLUHFW�PHDVXUHV�RI�VWRFNV�VXFK�DV�H[WHUQDO�GHEW�DQG�IRUHLJQ�H[FKDQJH�UHVHUYHV���,Q�WKH�DEVHQFH�RI�GLUHFW�VWRFN�PHDVXUHV��ZH�KDYH�UHOLHG�RQ�FXPXODWLYH�IORZV��ZLWK�DSSURSULDWH�YDOXDWLRQ�DGMXVWPHQWV�WR�UHIOHFW�WKH�LPSDFW�RI�IDFWRUV�VXFK�DV�WKRVH�GLVFXVVHG�LQ�WKH�SUHYLRXV�VHFWLRQ��)RU�H[DPSOH��WKH�FXPXODWLYH�IORZV�RI�SRUWIROLR�HTXLW\�DUH�DGMXVWHG�VR�DV�WR�UHIOHFW�WKH�LPSDFW�RI�YDULDWLRQV�RQ�VWRFN�PDUNHW�SULFHV��7KH�VDPSOH�LQFOXGHV����FRXQWULHV��OLVWHG�LQ�7DEOH����IRU�WKH�SHULRG����������� :H�KDYH�WKUHH�PHDVXUHV�RI�QHW�IRUHLJQ�DVVHW�SRVLWLRQV��7KH�ILUVW��DYDLODEOH�RQO\�IRU�VRPH�LQGXVWULDO�FRXQWULHV�DQG�D�IHZ�GHYHORSLQJ�FRXQWULHV�DQG�IRU�D�VKRUW�WLPH�VSDQ��LV�WKH�,QWHUQDWLRQDO�,QYHVWPHQW�3RVLWLRQ�UHSRUWHG�E\�WKH�,0)¶V�%DODQFH�RI�3D\PHQWV�6WDWLVWLFV��7KH�VHFRQG�LV�WKH�DGMXVWHG�FXPXODWLYH�FXUUHQW�DFFRXQW��$&80&$�²D�PHDVXUH�WKDW�LQFOXGHV�DOO�XQUHFRUGHG�FDSLWDO�LQIORZV�DQG�RXWIORZV�DV�FKDQJHV�LQ�WKH�FRXQWU\¶V�H[WHUQDO�ZHDOWK��7KH�WKLUG��$&80)/��LV�D�PHDVXUH�EDVHG�RQ�FXPXODWLYH�FDSLWDO�IORZV��7KH PDLQ�GLIIHUHQFH�EHWZHHQ�$&80&$�DQG�$&80)/�FRQVLVWV�LQ�WKH�WUHDWPHQW�RI�IOLJKW�FDSLWDO��ZKLFK�LV�LQFOXGHG�LQ�WKH�IRUPHU�EXW�RQO\�SDUWLDOO\�LQ�WKH�ODWWHU��RQO\�LQVRIDU�DV�LW�LV�LQFOXGHG�LQ�HUURUV�DQG�RPLVVLRQV���
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7DEOH����/LVW�RI�&RXQWULHV8QLWHG�6WDWHV 6RXWK�$IULFD 6DXGL�$UDELD8QLWHG�.LQJGRP $UJHQWLQD 6\ULDQ�5HSXEOLF$XVWULD %ROLYLD (J\SW%HOJLXP�/X[HPERXUJ %UD]LO 6UL�/DQND'HQPDUN &KLOH 7DLZDQ�SURYLQFH�RI�&KLQD)UDQFH &RORPELD ,QGLD*HUPDQ\ &RVWD�5LFD ,QGRQHVLD,WDO\ 'RPLQLFDQ�5HSXEOLF .RUHD1HWKHUODQGV (FXDGRU 0DOD\VLD1RUZD\ (O�6DOYDGRU 3DNLVWDQ6ZHGHQ *XDWHPDOD 3KLOLSSLQHV6ZLW]HUODQG 0H[LFR 6LQJDSRUH&DQDGD 3DQDPD 7KDLODQG-DSDQ 3DUDJXD\ $OJHULD)LQODQG 3HUX %RWVZDQD*UHHFH 8UXJXD\ &{WH�G¶,YRLUH,FHODQG 9HQH]XHOD 0DXULWLXV,UHODQG -DPDLFD 0RURFFR3RUWXJDO 7ULQLGDG�DQG�7REDJR =LPEDEZH6SDLQ ,VUDHO 7XQLVLD7XUNH\ -RUGDQ &KLQD�$XVWUDOLD .XZDLW1HZ�=HDODQG 2PDQ1RWHV� &RXQWULHV�DUH�RUGHUHG�E\�,)6�FRGH�� �,QGXVWULDO�FRXQWU\��ZKLOH��³0LGGOH�(DVWHUQ´�FRXQWULHV�DUH�LQGLFDWHG�LQ�LWDOLFV�
,Q�WKH�IROORZLQJ�DQDO\VLV��ZH�ILUVW�FKDUDFWHUL]H�EURDG�WUHQGV�LQ�WKH�WLPH�VHULHV�DQG�WKHQ�FKDUDFWHUL]H�VRXUFHV�RI�FURVV�FRXQWU\�YDULDWLRQ�
$JJUHJDWH�7UHQGV)LJXUHV��$�DQG�%�VXPPDUL]H�WKH�QHW�H[WHUQDO�SRVLWLRQV�RI�WKH�LQGXVWULDO DQG�GHYHORSLQJ�FRXQWULHV�EHORQJLQJ�WR�RXU�VDPSOH���(DFK�JUDSK�SUHVHQWV�GDWD�IRU�WKH�DJJUHJDWH�QHW�IRUHLJQ�DVVHW�SRVLWLRQ�RI�WKH�FRXQWU\�JURXS��UHODWLYH�WR�WKDW�JURXS¶V�WRWDO�*'3��DQG�WKH�FURVV�FRXQWU\�DYHUDJH�1)$�SRVLWLRQ���)RU�ERWK�JURXSV��WKH�DYHUDJH�SRVLWLRQ�LV�ZRUVH�WKDQ�WKH�DJJUHJDWH�RQH��LQGLFDWLQJ�WKDW��RWKHU�WKLQJV�EHLQJ�HTXDO��VPDOO�FRXQWULHV�WHQG�WR�KDYH�ODUJHU�QHW�IRUHLJQ�OLDELOLWLHV���,Q�WHUPV�RI�WLPH�WUHQGV��WKH�ZRUVHQLQJ�RI�GHYHORSLQJ�FRXQWULHV¶�QHW�H[WHUQDO�SRVLWLRQ�GXULQJ�WKH�GHEW�FULVLV��LQ�SDUW�GXH�WR�UHDO�H[FKDQJH�UDWH�GHSUHFLDWLRQ��LV�FOHDUO\�YLVLEOH��DQG�VR�LV�WKH�UHFRYHU\�DIWHU�������
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)LJXUH����1HW�)RUHLJQ�$VVHW�3RVLWLRQ
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1RWHV���$JJUHJDWH�SRVLWLRQ�LV�WKH�DJJUHJDWH�QHW�IRUHLJQ�DVVHW�SRVLWLRQ��$&80&$��GLYLGHG�E\�DJJUHJDWH�*'3���$YHUDJH�LV�WKH�DYHUDJH�UDWLR�RI�QHW�IRUHLJQ�DVVHWV�WR�*'3�DPRQJ�WKH�FRXQWULHV�LQ�WKH�JURXS��([FOXGHV�.XZDLW��2PDQ��6DXGL�$UDELD�DQG�6LQJDSRUH�6RXUFH� /DQH�DQG�0LOHVL�)HUUHWWL��������
$QRWKHU�QRWLFHDEOH�IHDWXUH�LV�WKDW�ERWK�WKH�LQGXVWULDO�DQG�WKH�GHYHORSLQJ�FRXQWU\�JURXS�KDYH�D�QHJDWLYH�QHW�IRUHLJQ�DVVHW�SRVLWLRQ��7KLV�LV�D�FRQVHTXHQFH�RI�WKH�IDFW�WKDW�RXU�GDWD�LV�FRQVWUXFWHG�VWDUWLQJ�IURP�UHSRUWHG�FXUUHQW�DFFRXQW�EDODQFHV�DQG�FDSLWDO�IORZV��DQG�WKDW�WKHUH�LV�V\VWHPDWLF�PLVPHDVXUHPHQW�RI�WKH�FXUUHQW�DFFRXQW�DW�WKH�JOREDO�OHYHO��WKH�ZRUOG�KDV�RIILFLDOO\�EHHQ�UXQQLQJ�FXUUHQW�DFFRXQW�GHILFLWV�IRU�VHYHUDO�\HDUV���7KH�PLUURU�LPDJH�RI�WKLV�³FXUUHQW�DFFRXQW�GLVFUHSDQF\´�LV�WKH�IDFW�WKDW�H[WHUQDO�DVVHWV�DUH�XQGHU�HVWLPDWHG�ZLWK�UHVSHFW�WR�H[WHUQDO�OLDELOLWLHV��7DEOH���VXPPDUL]HV�WKH�QHW�H[WHUQDO�SRVLWLRQ�RI�GHYHORSLQJ�FRXQWULHV�DV�RI������XVLQJ�ERWK�RI�RXU�1)$�PHDVXUHV���0RVW�RI�WKH�FRXQWULHV�LQ�RXU�VDPSOH�DUH�GHEWRUV��WKH�PRVW�QRWDEOH�H[FHSWLRQV�EHLQJ�%RWVZDQD��.XZDLW��6LQJDSRUH�DQG�7DLZDQ���7KH�FRXQWULHV�ZLWK�WKH�ODUJHVW�
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QHW�H[WHUQDO�OLDELOLWLHV�LQ�RXU�VDPSOH�DUH�&{WH�G¶,YRLUH��-DPDLFD�DQG��ZLWK�WKH�$&80)/PHDVXUH� ,QGRQHVLD���
7DEOH����'HYHORSLQJ�(FRQRPLHV��1HW�([WHUQDO�3RVLWLRQ�DV�RI��������$&80&$&UHGLWRUV 'HEWRUV����WR����� 'HEWRUV�����WR����� 'HEWRUV�����WR����� 'HEWRUV��RYHU�����%RWVZDQD� $OJHULD $UJHQWLQD� 'RPLQLFDQ�5�� %ROLYLD&KLQD (J\SW� %UD]LO� *XDWHPDOD� &RVWD�5LFD.XZDLW (O�6DOYDGRU� &KLOH ,QGRQHVLD� &{WH�G¶,YRLUH�6DXGL�$UDELD ,VUDHO &RORPELD 0H[LFR� (FXDGRU6LQJDSRUH� .RUHD ,QGLD 0RURFFR� -DPDLFD�6RXWK�$IULFD� 2PDQ 0DOD\VLD 3DNLVWDQ -RUGDQ�6\ULD 7XUNH\ 0DXULWLXV 3DUDJXD\� 3HUX7DLZDQ� 3DQDPD 3KLOLSSLQHV� 6UL�/DQND9HQH]XHOD 8UXJXD\ 7ULQLGDG�DQG�7RE� 7KDLODQG7XQLVLD=LPEDEZH���$&80)/&UHGLWRUV 'HEWRUV����WR����� 'HEWRUV�����WR����� 'HEWRUV�����WR����� 'HEWRUV��RYHU�����%RWVZDQD� &KLQD� $UJHQWLQD� $OJHULD� %ROLYLD,VUDHO .RUHD %UD]LO� &KLOH� &RVWD�5LFD.XZDLW 2PDQ &RORPELD� 'RPLQLFDQ�5� &{WH�G¶,YRLUH�6LQJDSRUH� 6DXGL�$UDELD (J\SW� 0DOD\VLD� (FXDGRU6RXWK�$IULFD� 9HQH]XHOD (O�6DOYDGRU� 0DXULWLXV ,QGRQHVLD7DLZDQ�SU��RI�&K� *XDWHPDOD� 0H[LFR� -DPDLFD�8UXJXD\� ,QGLD 0RURFFR� -RUGDQ�3DUDJXD\ 3DNLVWDQ� 7KDLODQG6\ULD� 3KLOLSSLQHV� 7ULQLGDG�DQG�7RE�7XUNH\� 6UL�/DQND� =LPEDEZH7XQLVLD�1RWHV��$&80)/��QHW�)',�QHW�HTXLW\�UHVHUYHV�GHEW�DVVHWV�H[WHUQDO�GHEW����'DWD�IRU����������'DWD�IRU�����6RXUFH��/DQH�DQG�0LOHVL�)HUUHWWL��������
'HYHORSPHQWV�LQ�0LGGOH�(DVWHUQ�&RXQWULHV:H�FODVVLI\����FRXQWULHV�LQ�RXU�VDPSOH�DV�EHORQJLQJ�WR�WKH�1RUWK�$IULFD�DQG�0LGGOH�(DVW�UHJLRQ��$OJHULD��(J\SW��,VUDHO��-RUGDQ��.XZDLW��0RURFFR��2PDQ��3DNLVWDQ��6DXGL�$UDELD��6\ULD��7XQLVLD�DQG�7XUNH\���)LJXUH���SORWV�WZR�PHDVXUHV�RI�WKH�QHW�H[WHUQDO�SRVLWLRQ�IRU�WKHVH�FRXQWULHV��
� -RUGDQ�LV�DOVR�RQH�RI�WKH�FRXQWULHV�IRU�ZKLFK�PHDVXUHV�RI�H[WHUQDO�DVVHWV�GLIIHU�PRVW�VLJQLILFDQWO\��LI�WKH�DVVHWV�KHOG�E\�-RUGDQLDQ�UHVLGHQWV�LQ�%,6�UHSRUWLQJ�EDQNV�ZHUH�XVHG�LQVWHDG�RI�FXPXODWLYH�RXWIORZV��WKH�FRXQWU\¶V�1)$�SRVLWLRQ�ZRXOG�LPSURYH�GUDPDWLFDOO\��ZLWK�QHW�OLDELOLWLHV�RI�DURXQG����SHUFHQW�RI�*'3�LQ������
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)LJXUH����1HW�)RUHLJQ�$VVHW�3RVLWLRQV��0LGGOH�(DVWHUQ�&RXQWULHV
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&XPXODWLYH�FXUUHQW DFFRXQW��$&80&$�R����R����&XPXODWLYH�FDSLWDO�IORZV��$&80)/�
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7KH�ILJXUH�KLJKOLJKWV�VWDUN�GLIIHUHQFHV�ZLWKLQ�WKHVH�FRXQWULHV�LQ�WKH�HYROXWLRQ�RI�WKHLU�QHW�H[WHUQDO�SRVLWLRQV��)RU�.XZDLW��2PDQ�DQG�6DXGL�$UDELD��IRU�H[DPSOH��WKH�QHW�H[WHUQDO�SRVLWLRQ�KDV�W\SLFDOO\�EHHQ�SRVLWLYH��DQG�LQ�WKH�ODWWHU�WZR�FRXQWULHV�LW�KDV�ZRUVHQHG�GXULQJ�WKH�����V��D�GHYHORSPHQW�DVVRFLDWHG�ZLWK�WKH�ZHDNHQLQJ�RI�RLO�SULFHV��,Q�,VUDHO��0RURFFR�DQG�7XQLVLD��WKH�G\QDPLFV�RI�WKH�QHW�H[WHUQDO�SRVLWLRQ�IROORZV�WKH�³DYHUDJH´�SDWWHUQ�RI GHYHORSLQJ�FRXQWULHV��ZLWK�D�SURJUHVVLYH�ZRUVHQLQJ�RI�WKH�QHW�H[WHUQDO�SRVLWLRQ�XQWLO�WKH�PLG�HLJKWLHV�DQG�D�VWHDG\�LPSURYHPHQW�WKHUHDIWHU���)RU�(J\SW��D�WXUQDURXQG�LQ�WKH�WUHQG�RI�WKH�QHW�H[WHUQDO�SRVLWLRQ�RFFXUUHG�LQ������DQG�HVSHFLDOO\�LQ�������LQ�FRQMXQFWLRQ�ZLWK�GHEW�UHGXFWLRQ�DJUHHPHQWV�WKDW�UHGXFHG�WKH�H[WHUQDO�GHEW�EXUGHQ�E\�FORVH�WR�D�WKLUG�RI������*'3���7KH�LPSURYHPHQW�KDV�FRQWLQXHG�RYHU�WKH�IROORZLQJ�\HDUV��WKDQNV�WR�FXUUHQW�DFFRXQW�VXUSOXVHV�IRU�WKH�ILUVW�KDOI�RI�WKH�����V��-RUGDQ¶V�QHW�H[WHUQDO�SRVLWLRQ�GHWHULRUDWHG�VKDUSO\�LQ�WKH�ODWH�HLJKWLHV�DQG�HDUO\�QLQHWLHV��UHIOHFWLQJ�FXUUHQW�DFFRXQW�LPEDODQFHV��UHDO�GHSUHFLDWLRQ�DQG�ZHDN�HFRQRPLF�DFWLYLW\��EXW�KDV�VLQFH�LPSURYHG���6\ULD�IROORZHG�D�VLPLODU�SDWWHUQ��)LQDOO\��3DNLVWDQ¶V�QHW�H[WHUQDO�SRVLWLRQ�KDV�VWHDGLO\�GHWHULRUDWHG�VLQFH�WKH�SHULRG�IROORZLQJ�WKH�GHEW�FULVLV�
([SODLQLQJ�1HW�([WHUQDO�3RVLWLRQV7KHUH�LV�D�GHDUWK�RI�VWXGLHV�DWWHPSWLQJ�WR�H[SODLQ�WKH�HYROXWLRQ�RI�QHW�H[WHUQDO�SRVLWLRQV��WKH�PDLQ�UHDVRQ�EHLQJ�WKH�ODFN�RI�GDWD�� ,Q�/DQH�DQG�0LOHVL�)HUUHWWL������������E��ZH�SUHVHQW�UHVXOWV�RI�VLPSOH�FURVV�VHFWLRQDO�UHJUHVVLRQV��UHODWLQJ�WKH�QHW�H[WHUQDO�SRVLWLRQ�RI�FRXQWULHV�LQ�D�JLYHQ�\HDU�RU�JLYHQ�WLPH�SHULRG�WR�³IXQGDPHQWDOV´�VXFK�DV�*'3�SHU�FDSLWD��FRXQWU\�VL]H�DQG�WUDGH�RSHQQHVV���7KH�FOHDUHVW�³VW\OL]HG�IDFW´�LV�WKH�SRVLWLYH�UHODWLRQ�EHWZHHQ�*'3�SHU�FDSLWD��7KLV�UHODWLRQ�LV�LOOXVWUDWHG�LQ�)LJXUH����D�VFDWWHU�GLDJUDP�SORWWLQJ�WKH�QHW�H[WHUQDO�SRVLWLRQ�LQ�������DV�D�UDWLR�RI�*'3��RQ�WKH�KRUL]RQWDO�D[LV�DQG�WKH�OHYHO�RI�*'3�SHU�FDSLWD�DW�FRQVWDQW�SULFHV�WKH�VDPH�\HDU��XVLQJ�WKH�PHDVXUH�UHSRUWHG�LQ�WKH�:RUOG�%DQN¶V�:RUOG�'HYHORSPHQW�,QGLFDWRUV�GDWDEDVH��RQ�WKH�YHUWLFDO�D[LV���7KH�SRVLWLYH�UHODWLRQ�EHWZHHQ�*'3�SHU�FDSLWD�DQG�WKH�UDWLR�RI�QHW�H[WHUQDO�DVVHWV�WR�*'3�LV�FOHDUO\�YLVLEOH�IRU�ERWK�LQGXVWULDO�DQG�GHYHORSLQJ�FRXQWULHV��SDQHOV�$�DQG�%����3DQHOV�&�DQG�'�VKRZ�WKDW�WKH�UHODWLRQ�KROGV�IRU�FRXQWULHV�LQ�WKH�
� 2QH�H[FHSWLRQ�LV�WKH�SDSHU�E\�0DVVRQ��+RUQH�DQG�.UHPHUV���������7KHVH�DXWKRUV�ILQG�VRPH�HYLGHQFH�RI�D�ORQJ�UXQ�UHODWLRQ�EHWZHHQ�WKH�UDWLR�RI�1)$�WR�*'3��WKH�UDWLR�RI�SXEOLF�GHEW�WR�*'3�DQG�GHPRJUDSKLF�YDULDEOHV�IRU�*HUPDQ\��-DSDQ�DQG�WKH�8QLWHG�6WDWHV�
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0LGGOH�(DVW�DQG�1RUWK�$IULFD�UHJLRQ�DV�ZHOO��UHJDUGOHVV�RI�ZKHWKHU�ZH�XVH�WKH�$&80&$ RU�WKH�$&80)/�PHDVXUH�RI�QHW�H[WHUQDO�DVVHWV��
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%XW�ZKDW�GULYHV�WKH�G\QDPLFV�RI�QHW�H[WHUQDO�SRVLWLRQV�ZLWKLQ FRXQWULHV"�,Q�/DQH�DQG�0LOHVL�)HUUHWWL��������ZH�VKRZ�WKDW�WKH�UHODWLRQ�EHWZHHQ�QHW�H[WHUQDO�DVVHWV�DQG�*'3�SHU�FDSLWD�LV�VWURQJ��QRW�RQO\�DORQJ�WKH�FURVV�VHFWLRQDO�GLPHQVLRQ��EXW�DOVR�DORQJ�WKH�WLPH�VHULHV�GLPHQVLRQ���7KDW�LV��FRXQWULHV�WKDW�EHFRPH�ULFKHU�WKDQ�WKHLU�WUDGLQJ�SDUWQHUV�WHQG�WR�UHJLVWHU�DQ�
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LPSURYHPHQW�LQ�WKHLU�QHW�H[WHUQDO�SRVLWLRQ��DQG�YLFH�YHUVD��,Q�RWKHU�ZRUGV��WKH�HYLGHQFH�VXJJHVWV�WKDW�JRRG�HFRQRPLF�SHUIRUPDQFH�JRHV�WRJHWKHU�ZLWK�DQ�LPSURYHPHQW�LQ�H[WHUQDO�DFFRXQWV��,Q�WKLV�UHVSHFW��WKH�HYLGHQFH�LV�VWURQJHU�IRU�LQGXVWULDO�WKDQ�IRU�GHYHORSLQJ�FRXQWULHV²LQGHHG��IRU�WKH�ODWWHU��RQH�FDQ�FRQMHFWXUH�WKDW�WKHUH�PD\�EH�VWDJHV�LQ�GHYHORSPHQW�GXULQJ�ZKLFK�KLJK�LQYHVWPHQW�QHHGV�PD\�FDXVH WKH�UHODWLRQ�EHWZHHQ�QHW�H[WHUQDO�SRVLWLRQ�DQG�LQFRPH�SHU�FDSLWD�WR�EHFRPH�WHPSRUDULO\�QHJDWLYH��2WKHU�IDFWRUV�SOD\�LPSRUWDQW�UROHV�LQ�VKDSLQJ�WKH�G\QDPLFV�RI�FRXQWU\¶V�QHW�H[WHUQDO�SRVLWLRQV��ILVFDO�SROLF\�DQG�GHPRJUDSKLF�IDFWRUV���7KH�GDWD�VKRZ��LQ�SDUWLFXODU�IRU�GHYHORSLQJ�FRXQWULHV��D�VWURQJ�UHODWLRQ�EHWZHHQ�WKH�G\QDPLF�RI�QHW�H[WHUQDO�OLDELOLWLHV�DQG�JRYHUQPHQW�GHEW²D�ILQGLQJ�ZKLFK�LV�YHU\�UHDVRQDEOH�JLYHQ�WKDW�IRU�PDQ\�OHVV�GHYHORSHG�FRXQWULHV�WKH�VRYHUHLJQ�LV�WKH�SULPDU\�ERUURZHU�RQ�LQWHUQDWLRQDO�FDSLWDO�PDUNHWV�DQG�WKDW�SULYDWH�VHFWRU�DVVHWV�WR�WKRVH�PDUNHWV�LV�OLPLWHG��/DQH�DQG�0LOHVL�)HUUHWWL����������'HPRJUDSKLF�IDFWRUV�KDYH�EHHQ�VKRZQ�WR�KDYH�HIIHFWV�RQ�QDWLRQDO�VDYLQJ�DQG�GRPHVWLF�LQYHVWPHQW��F�I��+LJJLQV��������DQG�+HUEHUWVVRQ�DQG�=RHJD���������ZLWK�FRXQWULHV�KDYLQJ�D�SUHGRPLQDQWO\�\RXQJ�SRSXODWLRQ�KDYLQJ�KLJKHU�LQYHVWPHQW�DQG�ORZHU�VDYLQJV��DQG�KHQFH�ODUJHU�FXUUHQW�DFFRXQW�GHILFLWV�DQG�DQ�DFFXPXODWLRQ�RI�H[WHUQDO�OLDELOLWLHV�
,9��7KH�&RPSRVLWLRQ RI�1HW�([WHUQDO�3RVLWLRQV
$V�KLJKOLJKWHG�LQ�WKH�LQWURGXFWLRQ��WKH�ODVW�GHFDGH�KDV�VHHQ�D�VKDUS�LQFUHDVH�LQ�GLUHFW�LQYHVWPHQW�DQG�SRUWIROLR�HTXLW\�IORZV�WR�GHYHORSLQJ�FRXQWULHV��DV�ZHOO�DV�DPRQJ�LQGXVWULDO�FRXQWULHV��)LJXUH���VXPPDUL]HV�WKHVH�EURDG�WUHQGV��,Q�SDUWLFXODU��3DQHOV�$�DQG�%�KLJKOLJKW�WKH�ERRP�LQ�)',�DQG�HTXLW\�VWRFNV�LQ�LQGXVWULDO�FRXQWULHV��VWDUWLQJ�LQ�WKH�PLG�����V��$V�ZLGHO\�GRFXPHQWHG��PRVW�HTXLW\�DQG�GLUHFW�LQYHVWPHQW�IORZV�WDNH�SODFH�ZLWKLQ�LQGXVWULDO�FRXQWULHV��DQG�KDYH�UHVXOWHG�LQ�D�YHU\�VKDUS�LQFUHDVH�LQ�LQWHUQDWLRQDO�SRUWIROLR�GLYHUVLILFDWLRQ��ODUJHU�JURVV�DVVHWV�DQG�OLDELOLWLHV���7KH�VWRFN�RI�GLUHFW�LQYHVWPHQW�DQG�SRUWIROLR�HTXLW\�OLDELOLWLHV�KDYH�LQFUHDVHG�VKDUSO\�LQ�GHYHORSLQJ�FRXQWULHV�DV�ZHOO��LQ�SDUWLFXODU�GXULQJ�WKH�����V��

� :H�WKDQN�0DKPRXG�(O�*DPDO�IRU�VXJJHVWLQJ�D�QRQ�OLQHDU�UHODWLRQ�EHWZHHQ�LQFRPH�DQG�QHW�IRUHLJQ�DVVHWV�IRU�GHYHORSLQJ�FRXQWULHV�
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R�R�R $JJUHJDWH�DVVHWV������������������������������������������������û�û�û $JJUHJDWH�OLDELOLWLHV1RWH���7KH�GHYHORSLQJ�FRXQWU\�VDPSOH�H[FOXGHV�.XZDLW��2PDQ��6DXGL�$UDELD�DQG�6LQJDSRUH���6RXUFH��/DQH�DQG�0LOHVL�)HUUHWWL���������
,Q�3DQHO�$�RI�)LJXUH����ZH�FRPSDUH�WKH�HYROXWLRQ�RI�)',�DQG�HTXLW\�VWRFNV�IRU�WKH�JURXS�RI�GHYHORSLQJ�FRXQWULHV�LQ�RXU�VDPSOH�ZLWK�WKH�HYROXWLRQ�RI�H[WHUQDO�GHEW���(YHQ�WKRXJK�WKH�VL]H�RI�GHEW�VWRFNV�LV�FOHDUO\�KLJKHU��WKH�LQFUHDVHG�LPSRUWDQFH�RI�)',�DQG�HTXLW\�IORZV�UHODWLYH�WR�GHEW�IORZV�HPHUJHV�TXLWH�FOHDUO\�IURP�WKLV�SLFWXUH��3DQHO�%�SUHVHQWV WKH�VDPH�GDWD�IRU�WKH�0LGGOH�(DVWHUQ�FRXQWULHV�LQ�RXU�VDPSOH��ZKHUH�WKH�GDWD�DUH�FDOFXODWHG�DV�DJJUHJDWH�³UHJLRQDO´�VWRFNV�DV�D�UDWLR�RI�UHJLRQDO�*'3�� 7DNHQ�WRJHWKHU��WKHVH�SLFWXUHV�VKRZ�FOHDUO\�WKDW�LQ�0LGGOH�

� 7KH�WUHQGV�ZRXOG�EH�VLPLODU�LI�ZH�ZHUH�WR�VLPSO\�DYHUDJH�WKH�UDWLRV�RI�)',��HTXLW\�DQG�GHEW�VWRFNV�WR�*'3�DFURVV�WKH�FRXQWULHV�LQ�WKH�UHJLRQ�

$��)',�LQGXVWULDO�FRXQWULHV &��)',�GHYHORSLQJ�FRXQWULHV

%��(TXLW\�LQGXVWULDO�FRXQWULHV '�� (TXLW\�GHYHORSLQJ�FRXQWULHV
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(DVWHUQ�FRXQWULHV��)',�DQG�HTXLW\�VWRFNV�DUH OHVV�LPSRUWDQW��UHODWLYH�WR�GHEW��WKDQ�WKH\�DUH�LQ�GHYHORSLQJ�FRXQWULHV�PRUH�JHQHUDOO\��
)LJXUH����'HEW��)',�DQG�(TXLW\�/LDELOLWLHV��UDWLRV�RI�*'3�

$��'HYHORSLQJ�FRXQWULHV��ZHLJKWHG�DYHUDJH�
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&OHDUO\�WKHVH�DYHUDJHV�WHQG�WR�PDVN�VRPH�KHWHURJHQHLW\�DFURVV�FRXQWULHV��7XQLVLD�KDG�WKH�ODUJHVW�VWRFN�RI�IRUHLJQ�GLUHFW�LQYHVWPHQW�OLDELOLWLHV�UHODWLYH�WR�LWV�*'3�DW�WKH�HQG�RI�������RYHU����SHUFHQW���ZLWK�(J\SW¶V�VWRFN�RI�)',�OLDELOLWLHV�QRW�IDU�EHKLQG��DURXQG����SHUFHQW���$W�WKH�RWKHU�HQG��WKH�VWRFN�RI�)',�OLDELOLWLHV�LV�EHORZ���SHUFHQW�RI�*'3�LQ�$OJHULD��6\ULD�DQG�7XUNH\��7KH�FRXQWU\�LQ�WKH�UHJLRQ�ZLWK�WKH�ODUJHVW�VKDUH�RI�SRUWIROLR�HTXLW\�OLDELOLWLHV�LV�,VUDHO��RYHU���SHUFHQW�RI�*'3���IROORZHG�E\�0RURFFR��3DNLVWDQ��7XQLVLD�DQG�7XUNH\��DURXQG���
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SHUFHQW�RI�*'3����2QH�VKRXOG�QRWH�KHUH�WKDW�ZH�HVWLPDWH�WKH�VWRFN�RI�)',�OLDELOLWLHV�DW�ERRN�YDOXH��EXW�WKH�VWRFN�RI�SRUWIROLR�HTXLW\�OLDELOLWLHV�DW�PDUNHW�YDOXH��+HQFH��SRUWIROLR�HTXLW\�OLDELOLWLHV�GHFOLQH�ZKHQ�WKH�VWRFN�PDUNHW�LQGH[�RI�WKH�FRXQWU\��LQ�86�GROODU�WHUPV��GHFOLQHV�DQG�YLFH�YHUVD��:KDW�DUH�WKH�IDFWRUV�WKDW�FDQ�KHOS�H[SODLQ�FURVV�FRXQWU\�GLIIHUHQFHV�LQ�GHEW��)',�DQG�HTXLW\�VWRFNV"�$V�ZH�VKRZ�LQ�/DQH�DQG�0LOHVL�)HUUHWWL������E���WKH�VWRFN�RI�H[WHUQDO�GHEW�WHQGV�WR�EH�KLJKHU�LQ�FRXQWULHV�ZLWK�ORZHU�*'3�SHU�FDSLWD��7KH�VWRFN�RI�GHEW�LV�DOVR�QHJDWLYHO\�FRUUHODWHG�ZLWK�SRSXODWLRQ�VL]H�DQG�SRVLWLYHO\�FRUUHODWHG�ZLWK�WKH�GHJUHH�RI�WUDGH�RSHQQHVV�RI�WKH�FRXQWU\��$UH�WKH�IDFWRUV�H[SODLQLQJ�FURVV�FRXQWU\�GLIIHUHQFHV�LQ�)',�DQG�HTXLW\�VWRFNV�GLIIHUHQW�IURP�WKRVH�H[SODLQLQJ�GHEW�VWRFNV"�7KH�DQVZHU�LV�\HV��7KH�PRVW�LPSRUWDQW�IDFWRU�DVVRFLDWHG�ZLWK�WKH�VWRFN�RI�IRUHLJQ�GLUHFW�LQYHVWPHQW�OLDELOLWLHV�LV�WUDGH�RSHQQHVV��DV�PHDVXUHG�E\�WKH�VXP�RI�LPSRUWV�DQG�H[SRUWV�DV�D�UDWLR�RI�*'3��FRXQWULHV�PRUH�RSHQ�WR�LQWHUQDWLRQDO�WUDGH�WHQG�WR�UHFHLYH�PRUH�)',����,Q�DGGLWLRQ��)',�WHQGV�WR�EH�KLJKHU�LQ�FRXQWULHV�ZLWK�D�ODUJHU�VKDUH�RI�QDWXUDO�UHVRXUFHV��PHDVXUHG�DV�H[SRUWV�RI�IXHO�DQG�RUH�DV�D�UDWLR�RI�*'3��DQG�WKRVH�ZKR�KDYH�UHOLHG�PRUH�KHDYLO\�RQ�SULYDWL]DWLRQ���$OO�WKHVH�ILQGLQJV�DUH�UHDVRQDEOH��KLVWRULFDOO\��)',�KDV�EHHQ�DVVRFLDWHG�ZLWK�WKH�H[SORLWDWLRQ�RI�QDWXUDO�UHVRXUFHV��DQG�SULYDWL]DWLRQ�RI�SXEOLF�HQWHUSULVHV�KDV�RIWHQ�DWWUDFWHG�WKH�LQWHUHVW�RI�IRUHLJQ�LQYHVWRUV��2QFH�ZH�FRQWURO�IRU�WKHVH�IDFWRUV��WKH�OHYHO�RI�GHYHORSPHQW�LV�QRW�VWURQJO\�FRUUHODWHG�ZLWK�)',�OLDELOLWLHV��7KH�SULPDU\�IDFWRUV�H[SODLQLQJ�FURVV�VHFWLRQDO�GLIIHUHQFHV�LQ�SRUWIROLR�HTXLW\�LQYHVWPHQW�DPRQJ�GHYHORSLQJ�FRXQWULHV�DUH�FRXQWU\�VL]H�DQG�WKH�GHJUHH�RI�VWRFN�PDUNHW�FDSLWDOL]DWLRQ��PHDVXUHG�DV�D�UDWLR�RI�*'3����&OHDUO\��ODUJHU�DQG�PRUH�ILQDQFLDOO\�GHYHORSHG�FRXQWULHV�FDQ�DWWUDFW�WKH�LQWHUHVW�RI�IRUHLJQ�SRUWIROLR�LQYHVWRUV�PRUH�HDVLO\�+RZ�GR�0LGGOH�(DVWHUQ�FRXQWULHV�FRPSDUH�ZLWK�RWKHU�GHYHORSLQJ�FRXQWULHV�ZLWK�UHJDUG�WR�WKH�IDFWRUV�H[SODLQLQJ�FURVV�FRXQWU\�GLIIHUHQFHV�LQ�)',�DQG�HTXLW\�VWRFNV"��)LJXUH���VKRZV�WKH�PHGLDQ�YDOXHV�RI�QDWXUDO�UHVRXUFHV¶�H[SRUWV��WUDGH�RSHQQHVV��VWRFN�PDUNHW�FDSLWDOL]DWLRQ�DQG�FXPXODWLYH�SULYDWL]DWLRQ�SURFHHGV�IRU�GHYHORSLQJ�FRXQWULHV�DV�D�ZKROH�DQG�IRU�0LGGOH�(DVWHUQ�FRXQWULHV���7ZR�VWDUN�GLIIHUHQFHV�HPHUJH�IURP�WKLV�)LJXUH��1RW�VXUSULVLQJO\��WKH�ILUVW�LV�WKDW�
� 6HH�/DQH��������IRU�D�PRUH�FRPSUHKHQVLYH�WKHRUHWLFDO�DQG�HPSLULFDO�GLVFXVVLRQ�RI�H[WHUQDO�GHEW�WUHQGV�LQ�GHYHORSLQJ�FRXQWULHV�
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$��1DWXUDO�UHVRXUFH�H[SRUWV &��6WRFN�PDUNHW�FDSLWDOL]DWLRQ�UDWLR�RI�*'3������� �UDWLR�RI�*'3������

%��7UDGH�RSHQQHVV '��&XPXODWLYH�SULYDWL]DWLRQ�UHYHQXHV�UDWLR�RI�*'3������� �UDWLR�RI�*'3�������

)LJXUH����)DFWRUV�$VVRFLDWHG�ZLWK�)',�DQG�(TXLW\�/LDELOLWLHV
��
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+RZ�FDQ�ZH�UHFRQFLOH�WKHVH�IDFWRUV�ZLWK�WKH�HYLGHQFH�RQ�WKH�ORZHU�VKDUH�RI�)',�DQG�HTXLW\�VWRFNV�LQ�0LGGOH�(DVWHUQ�FRXQWULHV"�:LWK�UHJDUG�WR�)',��WKH�FRUUHODWLRQ�EHWZHHQ�WKH�VWRFN�RI�GLUHFW�LQYHVWPHQW�OLDELOLWLHV�DQG�WKH�VKDUH�RI�QDWXUDO�UHVRXUFHV¶�H[SRUWV�LV�DFWXDOO\�QHJDWLYH���7KH�VDPH�KROGV�IRU�WKH�FRUUHODWLRQ�EHWZHHQ�VWRFN�PDUNHW�FDSLWDOL]DWLRQ��ZKLFK�LV�KLJK�LQ�FRXQWULHV�VXFK�DV�-RUGDQ�DQG�.XZDLW��DQG�WKH�VWRFN�RI�SRUWIROLR�HTXLW\�OLDELOLWLHV����+HQFH��ZKLOH�LW�LV�FOHDU�WKDW�IDFWRUV�VXFK�DV�ILQDQFLDO�GHYHORSPHQW�DQG�SULYDWL]DWLRQ�WHQG�WR�HQFRXUDJH�FDSLWDO�IORZV�LQ�WKH�IRUP�RI�HTXLW\�DQG�)',��RWKHU�IDFWRUV��VXFK�DV�SROLWLFDO�ULVN�DQG�FRQWUROV�RQ�WKHVH�W\SHV�RI�IORZV�REYLRXVO\�SOD\�DQ�LPSRUWDQW�UROH�DV�ZHOO���,QGHHG��ZKLOH�LW�LV�EHFRPLQJ�PRUH�DQG�PRUH�GLIILFXOW�WR�LPSRVH�HIIHFWLYH�FRQWUROV�RQ�FDSLWDO�RXWIORZV�DQG�RQ�VRPH�W\SH�RI�LQIORZV��IRUHLJQ�GLUHFW�LQYHVWPHQW��E\�LWV�RZQ�QDWXUH� FDQ�EH�PRUH�HDVLO\�UHVWULFWHG�
9��1HW�([WHUQDO�3RVLWLRQV��,PSOLFDWLRQV�IRU�5HDO�([FKDQJH�5DWHV
,Q�WKLV�VHFWLRQ��ZKLFK�GUDZV�RQ�/DQH�DQG�0LOHVL�)HUUHWWL������D���ZH�GLVFXVV�WKH�LPSOLFDWLRQV�RI�WKH�G\QDPLFV�RI�QHW�H[WHUQDO�SRVLWLRQV�IRU�UHDO�H[FKDQJH�UDWHV���7KH�UHODWLRQVKLS�EHWZHHQ�LQWHUQDWLRQDO�SD\PHQWV�DQG�WKH�UHDO�H[FKDQJH�UDWH²WKH�³WUDQVIHU�SUREOHP´²LV�RQH�RI�WKH�FODVVLF�TXHVWLRQV�LQ�LQWHUQDWLRQDO�HFRQRPLFV��EURXJKW�WR�WKH�IRUH�E\�WKH�GHEDWH�LQ�WKH�����V�EHWZHHQ�.H\QHV��������DQG�2KOLQ��������RQ�WKH�LPSDFW�RI�*HUPDQ�ZDU�UHSDUDWLRQV��6HYHUDO�WKHRUHWLFDO�DSSURDFKHV�SUHGLFW�WKDW�UHDO�DSSUHFLDWLRQV�VKRXOG�EH�DVVRFLDWHG�ZLWK�DFFXPXODWLRQ�RI�QHW�IRUHLJQ�DVVHWV�LQ�WKH�ORQJ�UXQ��,Q�D�VLPSOH�.H\QHVLDQ�VHWWLQJ��FRXQWULHV�ZLWK�ODUJH�H[WHUQDO�OLDELOLWLHV�QHHG�WR�UXQ�ODUJH�WUDGH�VXUSOXVHV�LQ�RUGHU�WR�VHUYLFH�WKHP��DQG�DFKLHYLQJ�WKHVH�WUDGH�VXUSOXVHV�UHTXLUHV��E\�DVVXPSWLRQ��D�PRUH�GHSUHFLDWHG�OHYHO�RI�WKH�UHDO�H[FKDQJH�UDWH��F�I��0XVVD����������,Q�LQWHUWHPSRUDO�RSWLPL]LQJ�PRGHOV��WKH�WUDQVIHU�HIIHFW�FDQ�RSHUDWH�LQ�WKH�SUHVHQFH�RI�D�KRPH�SUHIHUHQFH�IRU�GRPHVWLF�WUDGDEOHV��F�I��%XLWHU���������RU�WKURXJK�WKH�LPSDFW�RI�ZHDOWK�HIIHFWV�RQ�ODERU�VXSSO\���F�I��2EVWIHOG�DQG�5RJRII���������

� $QRWKHU�DOWHUQDWLYH��SUHVHQWHG�LQ�2EVWIHOG�DQG�5RJRII���������LV�D�5LFDUGLDQ�PRGHO�ZKHUH�D�UDQJH�RI�JRRGV�LV�QRW�WUDGHG��GXH�WR�WUDQVSRUW�FRVWV���,Q�WKLV�VHWWLQJ��D�WUDQVIHU�IURP�WKH�KRPH�WR�WKH�IRUHLJQ�FRXQWU\�UDLVHV�VSHQGLQJ�RQ�IRUHLJQ�QRQWUDGDEOHV��IRUHLJQ�ZDJHV�ULVH��WKH�IRUHLJQ�H[SRUW�VHFWRU�GHFOLQHV�DQG�WKH�KRPH�H[SRUW�VHFWRU�H[SDQGV��7KH�IRUHLJQ�WHUPV�RI�WUDGH�LPSURYH�DQG�WKH�IRUHLJQ�UHDO�H[FKDQJH�UDWH�DSSUHFLDWHV��
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,Q�/DQH�DQG�0LOHVL�)HUUHWWL������D��ZH�SUHVHQW�HPSLULFDO�UHVXOWV�VKRZLQJ�D�VWURQJ�FURVV�VHFWLRQDO�FRUUHODWLRQ�EHWZHHQ�FKDQJHV�LQ�UHDO�H[FKDQJH�UDWHV�DQG�FKDQJHV�LQ�QHW�IRUHLJQ�DVVHWV��LQ�ERWK�LQGXVWULDO�DQG�GHYHORSLQJ�FRXQWULHV���$�VLJQLILFDQW�ORQJ�UXQ�WUDQVIHU�HIIHFW�RI�UHPDUNDEO\�VLPLODU�PDJQLWXGH�LV�DOVR�IRXQG�LQ�WKH�IL[HG�HIIHFWV�SDQHO�HVWLPDWLRQ��LQ�WKH�ORQJ�UXQ��LPSURYLQJ�QHW�H[WHUQDO�SRVLWLRQV�DUH�DVVRFLDWHG�ZLWK�DSSUHFLDWLQJ�UHDO�H[FKDQJH�UDWHV��7KH�HODVWLFLW\�RI�WKH�UHDO�H[FKDQJH�UDWH�ZLWK�UHVSHFW�WR�QHW�H[WHUQDO�DVVHWV�LV�DURXQG�������LPSO\LQJ�WKDW�D�FRXQWU\�ZLWK�H[WHUQDO�EDODQFH�ZRXOG�KDYH�WR�KDYH�D�UHDO�H[FKDQJH�UDWH�GHSUHFLDWLRQ�RI�DURXQG����SHUFHQW�WR�VHUYLFH�H[WHUQDO�OLDELOLWLHV�RI����SHUFHQW�RI�*'3��RWKHU�WKLQJV�HTXDO��7KH�HYLGHQFH�IRU�0LGGOH�(DVWHUQ�FRXQWULHV�LV�YHU\�PXFK�LQ�OLQH�ZLWK�WKH�HYLGHQFH�IRU�RWKHU�GHYHORSLQJ�FRXQWULHV��UHDO�H[FKDQJH�UDWHV�DQG�QHW H[WHUQDO�SRVLWLRQV�WHQG�WR�PRYH�WRJHWKHU��DQG�WKH�VL]H�RI�WKH�³WUDQVIHU�FRHIILFLHQW´�IRU�WKH�JURXS�RI�FRXQWULHV�DV�D�ZKROH�LV�RI�WKH�VDPH�RUGHU�RI�PDJQLWXGH���,Q�)LJXUH����ZH�SORW�GDWD�RQ�WKH�&3,�EDVHG�UHDO�HIIHFWLYH�H[FKDQJH�UDWH��LQ�QDWXUDO�ORJDULWKPV��DQG�WKH�QHW�H[WHUQDO�SRVLWLRQ�DV�D�UDWLR�RI�*'3�IRU���FRXQWULHV��(J\SW��3DNLVWDQ��7XQLVLD�DQG�7XUNH\�IURP������WR�������7KH�FR�PRYHPHQW�EHWZHHQ�UHDO�H[FKDQJH�UDWHV�DQG�QHW�H[WHUQDO�DVVHWV�LV�YHU\�VWURQJ�IRU�WKH�ODWWHU�WKUHH��EXW�QRW�IRU�(J\SW���0RUH�JHQHUDOO\��WKH�ORQJ�UXQ�HTXLOLEULXP�UHODWLRQ�EHWZHHQ�QHW�IRUHLJQ�DVVHWV�DQG�UHDO�H[FKDQJH�UDWH�SUHVXSSRVHV�PDUNHW�GHWHUPLQHG�H[FKDQJH�UDWHV��&OHDUO\��DQ�RYHUYDOXHG�H[FKDQJH�UDWH�VXSSRUWHG�E\�FDSLWDO�FRQWUROV�FDQ�DUWLILFLDOO\�UHGXFH�WKH�VKDUH�RI�QHW�H[WHUQDO�OLDELOLWLHV�WR�*'3�E\�UHGXFLQJ�WKH�GRPHVWLF�FXUUHQF\�YDOXH�RI�H[WHUQDO�OLDELOLWLHV��,Q�WKLV�FDVH��D�QRPLQDO�GHYDOXDWLRQ�ZRXOG�WKHQ�UDLVH�WKH�UDWLR�RI�H[WHUQDO�OLDELOLWLHV�WR�*'3��DUWLILFLDOO\�JHQHUDWLQJ�D�SRVLWLYH�FR�PRYHPHQW�EHWZHHQ�QHW�IRUHLJQ�DVVHWV�DQG�UHDO�H[FKDQJH�UDWHV���$Q�LQGLFDWLRQ�WKDW�WKLV�IDFWRU�LV�DW�SOD\�LQ�VRPH�GHYHORSLQJ�FRXQWULHV�LV�WKH�DEVHQFH�RI�D�VWURQJ�UHODWLRQ�EHWZHHQ�UHDO�H[FKDQJH�UDWHV�DQG�SURGXFWLYLW\�JURZWK�UHODWLYH�LQ�GHYHORSLQJ�FRXQWULHV�DV�D�ZKROH���7KLV�UHVXOW�PD\�EH�GXH�WR�WKH�IDFW�WKDW�UHDO�H[FKDQJH�UDWH�RYHUYDOXDWLRQ�LV�FOHDUO\�EDG�IRU�JURZWK�
� 2I�FRXUVH��WKH�UHODWLRQ�EHWZHHQ�QHW�H[WHUQDO�SRVLWLRQ�DQG�UHDO�H[FKDQJH�UDWHV�FDQ�EH�RI�WKH�RSSRVLWH�VLJQ�LQ�WKH�VKRUW�UXQ��D�VKRFN�FDXVLQJ�D�WHPSRUDU\�H[FKDQJH�UDWH�GHSUHFLDWLRQ�PD\�EH�UHIOHFWHG�LQ�QHW�DFFXPXODWLRQ�RI�H[WHUQDO�DVVHWV�DV�KHQFH�DQ�LPSURYHPHQW�LQ�WKH�QHW�H[WHUQDO�SRVLWLRQ���%XW�LQ�WKH�ORQJ�UXQ��WKH�QHHG�IRU�GHEWRU�FRXQWULHV�WR�VHUYLFH�WKHLU�H[WHUQDO�OLDELOLWLHV�ZLOO�WHQG�WR�LQGXFH�D�SRVLWLYH�FR�PRYHPHQW�EHWZHHQ�QHW�H[WHUQDO�DVVHWV�DQG�UHDO�H[FKDQJH�UDWHV�



(&(6�:3���/DQH�	�0LOHVL�)HUUHWWL���0D\�����

��

)LJXUH����1HW�([WHUQDO�3RVLWLRQ�DQG�5HDO�([FKDQJH�5DWH

1RWH� 1HW�IRUHLJQ�DVVHWV�PHDVXUHG�RQ�OHIW�VFDOH��ORJDULWKP�RI�WKH�UHDO�H[FKDQJH�UDWH�RQ�WKH�ULJKW�VFDOH�6RXUFH�IRU�GDWH��/DQH�DQG�0LOHVL�)HUUHWWL������D��
9,��&RQFOXGLQJ�5HPDUNV
,Q�WKLV�SDSHU��ZH�EULHIO\�GLVFXVVHG�QHW�H[WHUQDO�SRVLWLRQV�LQ�GHYHORSLQJ�FRXQWULHV�LQ�JHQHUDO��DQG�LQ�0LGGOH�(DVWHUQ�FRXQWULHV�LQ�SDUWLFXODU��XVLQJ�D�QHZ�FURVV�FRXQWU\ GDWDVHW�RQ�H[WHUQDO�DVVHWV�DQG�OLDELOLWLHV��,Q�VXP��WKH�FRXQWULHV�LQ�WKH�UHJLRQ�SUHVHQW�D�YHU\�KHWHURJHQHRXV�SLFWXUH��ZLWK�*XOI�FRXQWULHV�W\SLFDOO\�KROGLQJ�QHW�H[WHUQDO�DVVHWV�DQG�RWKHU�FRXQWULHV�LQ�WKH�UHJLRQ�ZLWK�ODUJH�H[WHUQDO�OLDELOLWLHV��6WRFNV�RI�HTXLW\�OLDELOLWLHV��LQ�WKH�IRUP�RI�GLUHFW�LQYHVWPHQW�DQG�
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SRUWIROLR�HTXLW\�LQYHVWPHQW��DUH�JURZLQJ�LQ�LPSRUWDQFH�ZLWK�UHVSHFW�WR�GHEW�OLDELOLWLHV��EXW�DUH�VPDOOHU�LQ�0LGGOH�(DVWHUQ�FRXQWULHV�ZLWK�UHVSHFW�WR�RWKHU�GHYHORSLQJ�FRXQWULHV��)LQDOO\��QHW�H[WHUQDO�DVVHWV�FDQ�EH�DQ�LPSRUWDQW�GULYLQJ�IRUFH�RI�UHDO�H[FKDQJH�UDWHV�LQ�WKH�ORQJ�UXQ��DV�GHEWRU�FRXQWULHV�KDYH�PRUH�GHSUHFLDWHG�H[FKDQJH�UDWHV�WKDQ�FUHGLWRU�FRXQWULHV�
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%LEOLRJUDSK\
$OEXTXHUTXH��5XL���������³7KH�&RPSRVLWLRQ�RI�,QWHUQDWLRQDO�&DSLWDO�)ORZV��5LVN�6KDULQJ�7KURXJK�)RUHLJQ�'LUHFW�,QYHVWPHQW�´�PLPHR��8QLYHUVLW\�RI�5RFKHVWHU�
%RUHQV]WHLQ��(GXDUGR��-RVp�'H�*UHJRULR�DQG�-RQJ�:KD�/HH���������³+RZ�'RHV�)RUHLJQ�'LUHFW�,QYHVWPHQW�$IIHFW�(FRQRPLF�*URZWK"´�-RXUQDO�RI�,QWHUQDWLRQDO�(FRQRPLFV�����-XQH���������
%XLWHU��:LOOHP�+�� ��������%XGJHWDU\� 3ROLF\�� ,QWHUQDWLRQDO� DQG� ,QWHUWHPSRUDO� 7UDGH� LQ� WKH�*OREDO�(FRQRP\��$PVWHUGDP��1RUWK�+ROODQG�
&ODHVVHQV��6WLMQ��0LFKDHO�'RROH\�DQG�$QGUHZ�:DUQHU���������³3RUWIROLR�&DSLWDO�)ORZV��+RW�RU�&ROG"´�:RUOG�%DQN�(FRQRPLF�5HYLHZ ���-DQXDU\���������
&XGGLQJWRQ��-RKQ����������³&DSLWDO�)OLJKW��(VWLPDWHV��,VVXHV�DQG�([SODQDWLRQV�´�3ULQFHWRQ�(VVD\�LQ�,QWHUQDWLRQDO�)LQDQFH ����'HFHPEHU�
(LFKHQJUHHQ��%DUU\�DQG�$OEHUW�)LVKORZ���������³&RQWHQGLQJ�ZLWK�&DSLWDO�)ORZV��:KDW�LV�'LIIHUHQW�$ERXW�WKH�����V"´�LQ�&DSLWDO�)ORZV�DQG�)LQDQFLDO�&ULVHV��HGLWHG�E\�0LOHV�.DKOHU��&RUQHOO�8QLYHUVLW\�3UHVV�IRU�WKH�&RXQFLO�RQ�)RUHLJQ�5HODWLRQV�
+DXVPDQQ��5LFDUGR�DQG�(GXDUGR�)HUQiQGH]�$ULDV������D���³)RUHLJQ�'LUHFW�,QYHVWPHQW��*RRG�&KROHVWHURO"´�PLPHR��,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN��0DUFK�
+DXVPDQQ��5LFDUGR�DQG�(GXDUGR�)HUQiQGH]�$ULDV������E���³,V�)',�D�6DIHU�)RUP�RI�)LQDQFLQJ"´��PLPHR��,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN��0DUFK�
+HUEHUWVVRQ��7��DQG�*��=RHJD���������³7UDGH�6XUSOXVHV�DQG�/LIH�&\FOH�6DYLQJ�%HKDYLRU�´�(FRQRPLFV�/HWWHUV��������������
+LJJLQV��0����������³'HPRJUDSK\��1DWLRQDO�6DYLQJV�DQG�,QWHUQDWLRQDO�&DSLWDO�)ORZV�´�,QWHUQDWLRQDO�(FRQRPLF�5HYLHZ ����0D\����������
.H\QHV��-RKQ�0D\QDUG���������³7KH�*HUPDQ�7UDQVIHU�3UREOHP´��³7KH�5HSDUDWLRQ�3UREOHP��$� 'LVFXVVLRQ�� ,,�� $� 5HMRLQGHU´�� ³9LHZV� RQ� 7KH� 7UDQVIHU� 3UREOHP�� ,,,�� $� 5HSO\�´�(FRQRPLF�-RXUQDO�����0DUFK�������-XQH���������6HSWHPEHU��������
/DQH��3KLOLS�5�������E���³(PSLULFDO�3HUVSHFWLYHV�RQ�/RQJ�7HUP�([WHUQDO�'HEW¶¶��PLPHR�
/DQH��3KLOLS�DQG�*LDQ�0DULD�0LOHVL�)HUUHWWL���������³7KH�([WHUQDO�:HDOWK�RI�1DWLRQV�´�&(35�'LVFXVVLRQ�3DSHU�������$XJXVW��IRUWKFRPLQJ��-RXUQDO�RI�,QWHUQDWLRQDO�(FRQRPLFV��
/DQH��3KLOLS�DQG�*LDQ�0DULD�0LOHVL�)HUUHWWL������D���³7KH�7UDQVIHU�3UREOHP�5HYLVLWHG��1HW�)RUHLJQ�$VVHWV�DQG�5HDO�([FKDQJH�5DWHV�´�&(35�'LVFXVVLRQ�3DSHU�������-XO\�
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/DQH��3KLOLS�DQG�*LDQ�0DULD�0LOHVL�)HUUHWWL������E���³([WHUQDO�&DSLWDO�6WUXFWXUH��7KHRU\�DQG�(YLGHQFH�´�,0)�:RUNLQJ�3DSHU���������$XJXVW�
/DQH��3KLOLS�DQG�*LDQ�0DULD�0LOHVL�)HUUHWWL���������³3HUVSHFWLYHV�RQ�([WHUQDO�%RUURZLQJ�DQG�/HQGLQJ�´�LQ�SURJUHVV��
0DVVRQ��3DXO��-HURHQ�.UHPHUV�DQG�-RFHO\Q�+RUQH���������³1HW�)RUHLJQ�$VVHWV�DQG�,QWHUQDWLRQDO�$GMXVWPHQW��7KH�8QLWHG�6WDWHV��-DSDQ�DQG�*HUPDQ\´�-RXUQDO�RI�,QWHUQDWLRQDO�0RQH\�DQG�)LQDQFH ����������
0XVVD��0LFKDHO���������³7KH�7KHRU\�RI�([FKDQJH�5DWH�'HWHUPLQDWLRQ´��LQ�%LOVRQ�DQG�0DUVWRQ��HGV���([FKDQJH�5DWHV�LQ�7KHRU\�DQG�3UDFWLFH��&KLFDJR��,O��8QLYHUVLW\�RI�&KLFDJR�3UHVV�IRU�1%(5�
2KOLQ��%HUWLO� �������� ³7KH�5HSDUDWLRQ�3UREOHP��$�'LVFXVVLRQ�� ,� 7UDQVIHU�'LIILFXOWLHV��5HDO�DQG� ,PDJLQHG´�� ³0U�� .H\QHV¶� YLHZV� RQ� WKH� 7UDQVIHU� 3UREOHP�� ,,�� $� 5HMRLQGHU�´�(FRQRPLF�-RXUQDO��� �-XQH����������6HSWHPEHU����������
2EVWIHOG��0DXULFH�DQG�.HQQHWK�5RJRII� ��������³7KH�,QWHUWHPSRUDO�$SSURDFK� WR� WKH�&XUUHQW�$FFRXQW�´� LQ� +DQGERRN� RI� ,QWHUQDWLRQDO� (FRQRPLFV�� YRO�� ��� HGLWHG� E\� *HQH� 0��*URVVPDQ�DQG�.HQQHWK�5RJRII��$PVWHUGDP��(OVHYLHU�6FLHQFH�3XEOLVKHUV��
2EVWIHOG��0DXULFH�DQG�.HQQHWK�5RJRII���������)RXQGDWLRQV�RI�,QWHUQDWLRQDO�0DFURHFRQRPLFV��&DPEULGJH��0$��0,7�3UHVV�
3RUWHV��5LFKDUG�DQG�+pOqQH�5H\���������³7KH�'HWHUPLQDQWV�RI�&URVV�%RUGHU�(TXLW\�)ORZV�´�&(35�'LVFXVVLRQ�3DSHU�������6HSWHPEHU������
6WXO]��5pQp���������³,QWHUQDWLRQDO�3RUWIROLR�)ORZV�DQG�6HFXULW\�0DUNHWV�´�LQ�,QWHUQDWLRQDO�&DSLWDO�)ORZV��HGLWHG�E\�0DUWLQ�)HOGVWHLQ��&KLFDJR��8QLYHUVLW\�RI�&KLFDJR�3UHVV�IRU�1%(5�
7HVDU��/LQGD���������³7KH�5ROH�RI�(TXLW\�LQ�,QWHUQDWLRQDO�&DSLWDO�)ORZV�´�LQ�,QWHUQDWLRQDO�&DSLWDO�)ORZV��HGLWHG�E\�0DUWLQ�)HOGVWHLQ��&KLFDJR��8QLYHUVLW\�RI�&KLFDJR�3UHVV�IRU�1%(5�
7HVDU��/LQGD�DQG�,QJULG�:HUQHU���������³+RPH�%LDV�DQG�+LJK�7XUQRYHU�´�-RXUQDO�RI�,QWHUQDWLRQDO�0RQH\�DQG�)LQDQFH ���������������
:RUOG�%DQN��:RUOG�'HYHORSPHQW�,QGLFDWRUV��YDULRXV�LVVXHV�
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