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$EVWUDFW
7KLV� SDSHU� UHYLHZV� JOREDOL]DWLRQ� DQG� ILQDQFLDO� FULVLV� RYHU� WKH� SDVW� ���� \HDUV�� %\�H[DPLQLQJ�WKH�HYLGHQFH�RQ�WKH�LQFLGHQFH�DQG�GHSWK�RI�ILQDQFLDO�FULVHV��FXUUHQF\�FULVHV��EDQNLQJ�FULVHV�DQG�WZLQ�FULVHV��DFURVV�IRXU�UHJLPHV�IURP������WR�WKH�SUHVHQW��WKH�VWXG\�GHPRQVWUDWHV� WKDW� FULVHV� LQ� HPHUJLQJ�PDUNHWV� DUH�PRUH� IUHTXHQW� WRGD\� WKDQ�GXULQJ� WKH�JROGHQ� DJH�RI� ILQDQFLDO� OLEHUDOL]DWLRQ�EHIRUH������� �7KH�KLJKHU� IUHTXHQF\��KRZHYHU�� LV�FRXQWHUEDODQFHG� E\� D� VLJQLILFDQW� GHFUHDVH� LQ� UHFRYHU\� WLPH� DQG� RXWSXW� ORVVHV� GXH� WR�LQVWLWXWLRQDO�LQQRYDWLRQV�LQ�LQIRUPDWLRQ�WHFKQRORJ\��LQFUHDVHG�GLUHFW�IRUHLJQ�LQYHVWPHQW��JUHDWHU� QXPEHUV� RI� OHQGHUV� DQG� ERUURZHUV�� DQG� D�ZLGHU� UDQJH� RI� VHFXULWLHV� WUDGHG� DQG�VHFWRUV� ILQDQFHG�� �0RUHRYHU�� WKH� VWXG\� VKRZV� WKDW� DFFHVV� WR� LQWHUQDWLRQDO� FDSLWDO� ZDV�FUXFLDO� WR� WKH� VXFFHVVIXO� GHYHORSPHQW� RI� FRXQWULHV�� ZKLOH� FULVHV�ZHUH� UDUHO\� D� VHULRXV�GHWULPHQW�WR�GHYHORSPHQW�7KH�SDSHU�FRQFOXGHV�WKDW�WKH�EHQHILWV�RI�ILQDQFLDO�PDUNHW�LQWHJUDWLRQ�DUH�ORQJ�UXQ�LQ�QDWXUH�ZKLOH� WKH�FRVWV�RI�ILQDQFLDO�FULVHV�DUH�VKRUW�UXQ�SKHQRPHQD�� �7KH�UROH�IRU�SROLF\� LV� WR� SURYLGH� DQ� HQYLURQPHQW� IRU� PDUNHWV� WR� ZRUN� HIILFLHQWO\� DQG� WR� DOORZ�SULYDWH�FDSLWDO�IORZV�WR�VHHN�WKHLU�EHVW�XVH�LQ�DQ�XQIHWWHUHG�PDQQHU���
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,��,QWURGXFWLRQ7KH� SDVW� WKUHH� GHFDGHV� KDYH� ZLWQHVVHG� D� JOREDO� UHVXUJHQFH� RI� SULYDWH� FDSLWDO� IORZV�IROORZLQJ�IRXU�GHFDGHV�RI�VXSSUHVVLRQ��7KH�GLPHQVLRQV�RI�LQWHUQDWLRQDO�ILQDQFLDO�PDUNHW�LQWHJUDWLRQ� H[FHHGHG� WKRVH� RI� DQ� HDUOLHU� JROGHQ� DJH� RI� RSHQ� FDSLWDO� PDUNHWV� IURP���������������� ± ������ +RZHYHU�� IUHH� FDSLWDO� PRELOLW\� LQ� ERWK� HUDV� KDV� EHHQ� DVVRFLDWHG� ZLWK�ILQDQFLDO� FULVHV� LQ� HPHUJLQJ� PDUNHWV� DV� IRUHLJQ� FDSLWDO� ZDV� RQ� RFFDVLRQ� TXLFNO\�UHSDWULDWHG�8QWLO� YHU\� UHFHQWO\�� WKH� FRQVHQVXV� YLHZ� DPRQJ� HFRQRPLVWV� RQ� WKH� LQWHUQDWLRQDO�LQWHJUDWLRQ�RI�ILQDQFLDO�PDUNHWV�ZDV�YHU\�SRVLWLYH���7KH�EHQHILWV�RI�RSHQ�FDSLWDO�PDUNHWV�WKDW�KDYH�EHHQ�VWUHVVHG�LQFOXGH��RSWLPDO�LQWHUQDWLRQDO�UHVRXUFH�DOORFDWLRQ��LQWHUWHPSRUDO�RSWLPL]DWLRQ�� LQWHUQDWLRQDO� SRUWIROLR� GLYHUVLILFDWLRQ� DQG� GLVFLSOLQH� RQ� SROLF\� PDNHUV��+RZHYHU�� WKH� UHFHQW� VSDWH�RI� FULVHV� LQ�/DWLQ�$PHULFD� DQG�$VLD�KDV� OHG� VRPH� WR�DUJXH�WKDW�WKH�FRVWV�RI�FRPSOHWH�OLEHUDOL]DWLRQ�RI�ILQDQFLDO�PDUNHWV�IRU�HPHUJLQJ�FRXQWULHV�PD\�RXWZHLJK�WKH�EHQHILWV��7DNLQJ� D� KLVWRULFDO� SHUVSHFWLYH� RI� WKH� SDVW� ���� \HDUV�� WKLV� SDSHU� IRFXVHV� RQ� WKH�JOREDOL]DWLRQ�RI�ILQDQFLDO�PDUNHWV�DQG�RQ�WKH�ILQDQFLDO�FULVHV�WKDW�KDYH�EHHQ�SDUW�RI�WKH�SURFHVV�� :H� DOVR� FRQVLGHU� WKH� FDVH� IRU� DQG� DJDLQVW� UHVWULFWLQJ� WKH� RSHQLQJ� XS� RI�LQWHUQDWLRQDO�FDSLWDO�PDUNHWV�IRU�HPHUJLQJ�PDUNHWV��$�NH\�OHVVRQ�WKDW�HPHUJHV�IURP�WKH�KLVWRULFDO�UHFRUG�LV� WKDW�WKH�RSHQLQJ�XS�WR�IRUHLJQ�FDSLWDO�KDV�JLYHQ�HPHUJLQJ�FRXQWULHV�WKH� RSSRUWXQLW\� WR� GHYHORS� EXW� KDV� DOVR� H[SRVHG� WKHLU� LQVWLWXWLRQV� DQG� SROLFLHV� WR�LQWHUQDWLRQDO� VFUXWLQ\��7KLV� H[SRVXUH� WR� IRUHLJQ� ILQDQFH�SURPRWHV�D� VWURQJ� ILOOLS� WR� WKH�GHYHORSPHQW� RI� VRXQG� LQVWLWXWLRQV� DQG� SROLFLHV�� EXW� SDUWV� RI� WKH� OHDUQLQJ� SURFHVV� DUH�ILQDQFLDO�FULVHV�,Q�6HFWLRQ����,�VXPPDUL]H�WKH�HPSLULFDO�HYLGHQFH�RQ�WKH�LQWHUQDWLRQDO�LQWHJUDWLRQ�RI�ILQDQFLDO�PDUNHWV� IURP������WR� WKH�SUHVHQW�SULPDULO\�EDVHG�RQ�P\�UHVHDUFK�ZLWK�%DUU\�(LFKHQJUHHQ�DQG� WKDW�RI�0DXULFH�2EVWIHOG�DQG�$ODQ�7D\ORU�� �7KLV� UHVHDUFK�VKRZV� WKDW�JOREDOL]DWLRQ�KDV�IROORZHG�D�8�VKDSHG�SDWWHUQ�IRU�ERWK�VWRFNV�DQG�QHW�IORZV�RI�IRUHLJQ�LQYHVWPHQW�UHODWLYH�WR�*'3�RYHU�WKH�SHULRG������WR��������7KH�UDWLRV�RI�ERWK�WKH�VWRFNV�DQG�QHW�IORZV�RI�IRUHLJQ�LQYHVWPHQW�UHODWLYH�WR�*'3�LQ�WKH�SHULRG�EHIRUH�:RUOG�:DU�,�ZDV� FRPSDUDEOH� WR� RU� HYHQ� KLJKHU� WKDQ� WRGD\�� FROODSVLQJ� WR� DOPRVW� QHJOLJLEOH�PDJQLWXGHV� LQ� WKH� LQWHU�ZDU� DQG�SRVW�:RUOG�:DU� ,,�SHULRGV��XQWLO� D UHFRYHU\� IURP� WKH�HDUO\�����V�WR�WKH�KLJK�OHYHOV�REVHUYHG�WRGD\�
� 6HH�2EVWIHOG��������� 5RGULN���������&RRSHU��������������
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,Q� 6HFWLRQ� ��� ,� FRQVLGHU� WKH� LVVXH� ZKHWKHU� LQGHHG� WKH� JOREDOL]DWLRQ� RI� ILQDQFLDO�PDUNHWV�LV�PXFK�PRUH�SHUYDVLYH�WRGD\�WKDQ�SUH������± WKDW�DOWKRXJK�QHW�IORZV�UHODWLYH�WR� *'3� PD\� EH� OHVV� WRGD\� WKDQ� SUH������� WKH� PDUNHWV� DUH� EURDGHU� DQG� GHHSHU�� � 7KH�JUHDWHU� H[WHQW� RI� JOREDOL]HG� FDSLWDO� PDUNHWV� WRGD\� ODUJHO\� UHIOHFWV� LQVWLWXWLRQDO�LQQRYDWLRQV�RYHUFRPLQJ�WKH�EDUULHUV�RI�DV\PPHWULF�LQIRUPDWLRQ�7KH� IOLS� VLGH� RI� RSHQ� FDSLWDO� PDUNHWV� IRU� HPHUJLQJ� HFRQRPLHV� LV� WKH� SUREOHP� RI�ILQDQFLDO� FULVHV�± WKH�SDWWHUQ�RI� OHQGLQJ�ERRPV�DQG�EXVWV��PDVVLYH�FDSLWDO� LQIORZV�DQG�HTXDOO\� PDVVLYH� UHYHUVDOV�� � 7KLV� ZDV� D� SUREOHP� LQ� WKH� HDUOLHU� JROGHQ� DJH� RI� OLEHUDO�FDSLWDO�PDUNHWV� DQG� LV� RQFH�DJDLQ� WRGD\�� � ,Q�6HFWLRQ���� ,� H[DPLQH� WKH�HYLGHQFH�RQ� WKH�LQFLGHQFH�DQG�GHSWK�RI�ILQDQFLDO�FULVHV��FXUUHQF\�FULVHV��EDQNLQJ�FULVHV�DQG�WZLQ�FULVHV��DFURVV� IRXU� UHJLPHV� IURP� ����� WR� WKH� SUHVHQW�� $OWKRXJK� WKH� LQFLGHQFH� RI� FULVHV� LQ�HPHUJLQJ� PDUNHWV� LV� KLJKHU� WRGD\� WKDQ� LQ� WKH� SUHYLRXV� JROGHQ� DJH� RI� ILQDQFLDO�OLEHUDOL]DWLRQ�EHIRUH�������UHFRYHU\�WLPH�LV�VKRUWHU�DQG�RXWSXW�ORVVHV�DUH�OHVV��,Q�WKH�FDVH�RI�WZLQ�FULVHV��KRZHYHU��WRGD\¶V�HPHUJLQJ�PDUNHW�H[SHULHQFH�ULYDOV�WKDW�RI�WKH�SUH������HDUOLHU�DJH�RI�JOREDOL]DWLRQ��&RPSDUDEOH�HYLGHQFH�IRU� WKH� LQWHUYHQLQJ�UHJLPHV�UHPLQGV�XV�WKDW�WKH�*UHDW�'HSUHVVLRQ�HUD�ZDV�VXL JHQHULV RQ�DOO�FRXQWV��ZKHUHDV�%UHWWRQ�:RRGV�ZDV�DQ�RDVLV�RI�WUDQTXLOLW\�$Q� RIIVKRRW� RI� WKH� UHFHQW� FULVLV� SUREOHP� LV� D� EDFNODVK� LQ� IDYRU� RI� VKXWWLQJ� RII� RU�VORZLQJ�GRZQ�WKH�SURFHVV�RI�FDSLWDO�PDUNHW�OLEHUDOL]DWLRQ���7KLV�LV�GLVFXVVHG�LQ�6HFWLRQ�����0DQ\�KDYH�DUJXHG�IRU�WKH�UH�LPSRVLWLRQ�RI�FDSLWDO�FRQWUROV��VRPH�RQ�LQIORZV��RWKHUV�RQ� RXWIORZV�� ZKLOH� RWKHUV� IDYRU� WKH� VHTXHQFLQJ� RI� OLEHUDOL]DWLRQ� IRU� WKRVH� FRXQWULHV��ZKLFK�DUH�VWLOO�QRW FRPSOHWHO\�RSHQ���7KH�HYLGHQFH��ERWK�FRQWHPSRUDU\�DQG�KLVWRULFDO�RQ�WKH� HIIHFWV� RI� FDSLWDO� PDUNHW� OLEHUDOL]DWLRQ�FRQWUROV� RQ� JURZWK� DQG� ZHOIDUH� LV� PL[HG��+RZHYHU�� WKH� H[SHULHQFH� RI� WKH� 8�6�� DQG� WKH� HPHUJLQJ� PDUNHW� FRXQWULHV� RI� WKH� SDVW�VXJJHVWV� WKDW�DFFHVV� WR� LQWHUQDWLRQDO�FDSLWDO�ZDV�FUXFLDO� WR� WKHLU� ORQJ�WHUP�VXFFHVV�DQG�WKDW�WKH�FULVLV�SUREOHP�ZDV�UDUHO\�D�VHULRXV�GHWULPHQW�WR�GHYHORSPHQW�7KH� SDSHU� FRQFOXGHV�ZLWK� VRPH� SROLF\� OHVVRQV� IURP� WKH� KLVWRULFDO� UHFRUG�� � 7KH�EHQHILWV� RI� ILQDQFLDO� PDUNHW� LQWHJUDWLRQ� DUH� ORQJ� UXQ� ZKLOH� WKH� FRVWV� RI� ILQDQFLDO�FULVHV�DUH�VKRUW�UXQ�SKHQRPHQD���7KH�UROH�IRU�SROLF\�LV�WR�SURYLGH�DQ�HQYLURQPHQW�IRU�PDUNHWV�WR�ZRUN�HIILFLHQWO\�DQG�WR�DOORZ�SULYDWH�FDSLWDO�IORZV�WR�VHHN�WKHLU�EHVW�XVH�LQ�DQ�XQIHWWHUHG�PDQQHU�� �6XFK�DQ�HQYLURQPHQW�FDQ�PLWLJDWH�WKH�LQFLGHQFH�RI�FULVHV�EXW�QRW�SUHYHQW� WKHP�HQWLUHO\�� � ,Q� WKDW�HYHQWXDOLW\� WKHUH� LV�D�UROH�IRU� WKH�HPHUJHQF\�SURYLVLRQ�RI�OLTXLGLW\�
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,,��7KH�'LPHQVLRQV�RI�&DSLWDO�0DUNHW�,QWHJUDWLRQ
&RQVLGHUDEOH� UHVHDUFK� LQ� UHFHQW�\HDUV�KDV�H[SDQGHG RXU�XQGHUVWDQGLQJ�RI� WKH� ILQDQFLDO�PDUNHW� LQWHJUDWLRQ� WKDW�KDV�RFFXUUHG� IURP�WKH�QLQHWHHQWK�FHQWXU\� WR� WKH�SUHVHQW�� ,Q� WKH�IROORZLQJ��,�EULHIO\�UHYLHZ�VRPH�RI�WKH�ILQGLQJV�
6WRFNV2EVWIHOG� DQG�7D\ORU� ������� KDYH� UHFHQWO\� FRPSLOHG� WKH� H[LVWLQJ�GDWD�RQ� WKH� VWRFNV�RI�IRUHLJQ� DVVHWV� UHODWLYH� WR� ZRUOG� *'3� DV� ZHOO� DV� IRUHLJQ� OLDELOLWLHV� UHODWLYH� WR�*'3� DW�EHQFKPDUN�\HDUV�RYHU�WKH�SHULRG������WR�WKH�SUHVHQW���7KH�VDPSOH�RI�FRXQWULHV�FRYHUHG�EHIRUH������DUH�PDQ\�RI� WRGD\¶V�DGYDQFHG�FRXQWULHV�DQG�D�QXPEHU�RI�RWKHU� FRXQWULHV���7KH�SLFWXUH�SRUWUD\HG�E\�WKLV�GDWD��DOWKRXJK�LW�LV�IUDJPHQWDU\�IRU�WKH�HDUO\�\HDUV��LV�RI�D�8�VKDSHG�SDWWHUQ���$W�LWV�SUH������SHDN��WKH�VKDUH�RI�IRUHLJQ�DVVHWV�WR�ZRUOG�*'3�ZDV�DSSUR[LPDWHO\����SHUFHQW���,W�GHFOLQHG�IURP�WKDW�OHYHO�WR�D�ORZ�SRLQW�RI���SHUFHQW�LQ������DQG�GLG�QRW�UHVXPH�WKH�SUH������OHYHO�XQWLO��������6LQFH�WKHQ�LW�KDV�ULVHQ�WR����SHUFHQW���$�VLPLODU�SLFWXUH�HPHUJHV�IURP�WKH�UDWLR�RI�OLDELOLWLHV�WR�ZRUOG�*'3��7KH� %ULWLVK� KHOG� WKH� OLRQ¶V� VKDUH� RI� RYHUVHDV� LQYHVWPHQWV� LQ� ������ �� SHUFHQW��IROORZHG�E\�)UDQFH�DW����SHUFHQW��*HUPDQ\�DW����SHUFHQW��WKH�1HWKHUODQGV�DW���SHUFHQW�DQG� WKH� 8�6�� DW� ���� SHUFHQW�� � 7KLV� FRPSDUHV� ZLWK� WKH� 8�6�� KROGLQJ� RI� JOREDO� IRUHLJQ�DVVHWV� LQ� ����� DW� ��� SHUFHQW�� � 7KHVH� IXQGV� LQ� WXUQ� UHSUHVHQWHG� XS� WR� RQH� KDOI� RI� WKH�FDSLWDO�VWRFN�RI�RQH�RI�WKH�PDMRU�GHEWRUV��$UJHQWLQD��DQG�FORVH�WR�RQH�ILIWK�IRU�$XVWUDOLD�DQG�&DQDGD�)LQDOO\�� WKH� JURVV� DVVHW� DQG� OLDELOLW\� SRVLWLRQV� ZHUH� YHU\� FORVH� WR� QHW� SRVLWLRQV�EHIRUH� ������ LQ� FRQWUDVW� WR� WRGD\� ZKHUH�� IRU� H[DPSOH�� WKH� 8�6� LV� ERWK� D� PDMRU�FUHGLWRU� DQG� GHEWRU�� � 7KLV� UHIOHFWV� WKH� SUHYDOHQFH� RI� XQL�GLUHFWLRQDO� ORQJ�WHUP�LQYHVWPHQW�IURP�WKH�FRUH�FRXQWULHV�RI�(XURSH�WR�WKH�FRXQWULHV�RI�QHZ�VHWWOHPHQW�
1HW�&DSLWDO�)ORZV7KH����\HDUV�EHIRUH�:RUOG�:DU�,�VDZ�PDVVLYH�IORZV�RI�FDSLWDO IURP�WKH�FRUH�FRXQWULHV�RI� ZHVWHUQ� (XURSH� WR� WKH� RYHUVHDV� UHJLRQV� RI� UHFHQW� VHWWOHPHQW� �PDLQO\� WKH� UDSLGO\�GHYHORSLQJ�$PHULFDV�DQG�$XVWUDODVLD��� $W�LWV�SHDN��WKH�RXWIORZ�IURP�%ULWDLQ�UHDFKHG���
� 2EVWIHOG�DQG�7D\ORU�SUHVHQW�WZR�YHUVLRQV��WKH�UDWLR�RI�DVVHWV��OLDELOLWLHV��WR�ZRUOG�*'3�DQG�WKH�UDWLRV�WR�VLQJOH� *'3�� � 7KH� ODWWHU� UHIOHFWV� DQ� DGMXVWPHQW� IRU� WKH� VPDOOHU� VDPSOH� RI� FRXQWULHV� ���� ZLWK� IRUHLJQ�LQYHVWPHQW�GDWD� UDWKHU� WKDQ�*'3�GDWD�� �7KH�DGMXVWHG�UDWLR��ZKLFK�LV�DQ�XSSHU�ERXQG�HVWLPDWH�� LV�JUHDWHU�WKDQ����SHUFHQW� LQ� WKH�\HDUV� MXVW�EHIRUH������� IDOOV� WR�D� ORZ�RI����SHUFHQW� LQ������DQG� WKHQ�ULVHV� WR����SHUFHQW�LQ������� ([WHQVLYH�LQWHUQDWLRQDO�ILQDQFLDO�PDUNHW�LQWHJUDWLRQ�EHJDQ�ZHOO�EHIRUH�������1HDO��������GRFXPHQWV�WKHLQWHJUDWLRQ�WKDW�RFFXUUHG�LQ�QRUWKZHVW�(XURSH�DIWHU��������&DSLWDO�IORZV�IURP�%ULWDLQ�WR�WKH�8QLWHG�6WDWHV��/DWLQ�$PHULFD�DQG�WKH�%ULWLVK�FRORQLHV�DFFHOHUDWHG�LQ�WKH�\HDUV�DIWHU�WKH�1DSROHRQLF�ZDUV��=HYLQ�������
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SHUFHQW� RI� *13� DQG� ZDV� DOPRVW� DV� KLJK� LQ� )UDQFH�� *HUPDQ\�� DQG WKH� 1HWKHUODQGV��%DLURFK� DQG� .R]XO�:ULJKW� ������� 3ULYDWH� FDSLWDO� PRYHG� HVVHQWLDOO\� ZLWKRXW�UHVWULFWLRQ�� 0XFK� RI� LW� IORZHG� LQWR� ERQGV� ILQDQFLQJ� UDLOURDGV� DQG� RWKHU� LQIUDVWUXFWXUH�LQYHVWPHQWV� DQG� LQWR� ORQJ�WHUP� JRYHUQPHQW� GHEW�� )LJXUH� �� VKRZV� ILYH�\HDU� PRYLQJ�DYHUDJHV�RI�WKH�PHDQ�DEVROXWH�YDOXH�RI�WKH�UDWLR�RI�WKH�FXUUHQW�DFFRXQW�EDODQFH�WR�*'3�IRU� ��� FRXQWULHV�� )LJXUH� �� VKRZV� FXUUHQW� DFFRXQW� EDODQFHV� IRU� RQH� ODUJH� FDSLWDO�H[SRUWHU�� WKH� 8QLWHG� .LQJGRP�� RQH� ODUJH� FDSLWDO� LPSRUWHU�� &DQDGD�� DQG� WKH� ODUJHVW�HPHUJLQJ� PDUNHW�� WKH� 8QLWHG� 6WDWHV�� $� VWULNLQJ� IHDWXUH� RI� WKLV� GDWD� LV� WKH� VL]H� DQG�SHUVLVWHQFH� RI� FXUUHQW� DFFRXQW� GHILFLWV� LQ� WKH� SUH������ SHULRG�� HVSHFLDOO\� LQ�$XVWUDOLD��&DQDGD��$UJHQWLQD��DQG�WKH�1RUGLF�FRXQWULHV�DQG�RI�WKH�FXUUHQW�DFFRXQW�VXUSOXVHV RI�WKH�8.�DQG�)UDQFH��)LJXUH����([WHUQDO�&DSLWDO�)ORZV��6HOHFWHG�&RXQWULHV��,Q���RI�*'3����\HDU�PRYLQJ�DYHUDJHV�

6RXUFH� 6HH�'DWD�$SSHQGL[�LQ�%RUGR��(LFKHQJUHHQ�DQG�.LP�������
� 7KLV� FRPSDUHV�ZLWK� WKH� SHDNV� LQ�-DSDQ� DQG�*HUPDQ\
V� FXUUHQW� DFFRXQW� VXUSOXVHV� LQ� WKH�PLG� DQG� ODWH�����V�RI�����SHUFHQW�RI�*'3�� $OWKRXJK�WKHUH�ZDV�DOVR�VLJQLILFDQW�GLUHFW�IRUHLJQ�LQYHVWPHQW�� 7KH� FRXQWULHV� LQ� WKLV� VDPSOH� WKDW� DUH� ODEHOHG� *URXS� �� DUH� $UJHQWLQD�� $XVWUDOLD�� &DQDGD�� 'HQPDUN��)LQODQG�� )UDQFH�� *HUPDQ\�� ,WDO\�� -DSDQ�� 1RUZD\�� 6ZHGHQ�� 8QLWHG� .LQJGRP�� 8QLWHG� 6WDWHV�� � +RZHYHU��)LQODQG�ZDV�QRW� LQFOXGHG�LQ�)LJXUH�����$OO�RI�WKHVH�FRXQWULHV�H[FHSW�$UJHQWLQD�JUDGXDWHG�IURP�HPHUJLQJ�FRXQWU\� VWDWXV� WR� DGYDQFHG� FRXQWU\� VWDWXV�� )RU� H[SODQDWLRQV� IRU� $UJHQWLQD¶V� UHWDUGDQFH� VHH� H�J�� 7D\ORU��������� $UJHQWLQD� ZDV� NHSW� LQ� WKH� VDPSOH� SDVW� :RUOG� :DU� ,,� HYHQ� WKRXJK� LW� FOHDUO\� EHORQJV� ZLWK� WKH�*URXS���FRXQWULHV�GLVFXVVHG�EHORZ�EHFDXVH�RI�LWV�PDMRU�LPSRUWDQFH�DV�D�FDSLWDO�UHFLSLHQW�EHIRUH������� 5HFHQWO\� WKH� VWDQGDUG� VHULHV� RQ� FXUUHQW� DFFRXQW� EDODQFHV� KDYH� EHHQ� UHYLVHG� E\� -RQHV� DQG� 2EVWIHOG��������WR�DFFRXQW�IRU�QRQPRQHWDU\�JROG�IORZV�XQGHU�WKH�SUH������DQG�WKH�LQWHU�ZDU�JROG�VWDQGDUGV��7KH�SUREOHP� ZLWK� WKH� VWDQGDUG� VRXUFHV�� DV� -RQHV� DQG� 2EVWIHOG� H[SODLQ�� LV� WKDW� WKHLU� GHVLJQHUV� GLG� QRW�GLVWLQJXLVK�PRQHWDU\� JROG� H[SRUWV��ZKLFK� DUH� FDSLWDO� DFFRXQW� FUHGLWV�� IURP� QRQ�PRQHWDU\� JROG� H[SRUWV��ZKLFK�DUH�SURSHUO\�LQFOXGHG�LQ�WKH�FXUUHQW�DFFRXQW���-RQHV�DQG�2EVWIHOG�DGMXVW�IRU�WKHVH�GLVFUHSDQFLHV��DQG�WKLV�LV WKH�GDWD�ZH�SUHVHQW�LQ�)LJXUHV���DQG����6HH�%RUGR��(LFKHQJUHHQ�DQG�.LP��������$SSHQGL[�)LJXUH���IRU�WKH�LQGLYLGXDO�FRXQWU\�GDWD�� 7KH� 8QLWHG� 6WDWHV� H[KLELWHG� FXUUHQW� DFFRXQW� GHILFLWV� FRPSDUDEOH� WR� WKHVH� FRXQWULHV� HDUOLHU� LQ� WKH�QLQHWHHQWK� FHQWXU\�� � (YLGHQFH� IRU� SHUVLVWHQFH� LV� EDVHG� RQ� WKH� 3KLOOLSV�3HUURQ� =� 6WDWLVWLF�� � 6HH� %RUGR��(LFKHQJUHHQ�DQG�.LP��������
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) �5DWLR�RI�WKH�&XUUHQW�$FFRXQWV�WR�*'3��6HOHFWHG�0DMRU�&RXQWULHV

6RXUFH��6H�'DWD�$SSHQGL[�LQ�%RUGR��(LFKHQJUHHQ�DQG�.LP��������
)RU� FRPSDULVRQ�� )LJXUH� �� VKRZV� WKH� PHDQ� DEVROXWDFFRXQW�WR�*'3�IRU����RI�WRGD\¶V�HPHUJLQJ�PDUNHWV��FRXELOOLRQ�GROODUV�DQG�ZHUH�FODVVLILHG�DV�LQGHEWHG�FRXQWULHV�IURP�WKH�,QWHUQDWLRQDO�0RQHWDU\�)XQG¶V�,QWHUQDWLRQDO�)L����� WR�������� 7KHVH�FRXQWULHV�KDYH�EHHQ� UXQQLQJ�FXWKH� UHFHQW�PDQDJHG� IORDW� DYHUDJLQJ�����SHUFHQW�RI� WKHLUDYHUDJH�IRU�WKH�SUHZDU�VDPSOH�RI�����SHUFHQW��ZKLFK�LQFOH[SRUWHUV���

�� 7KH�LQGLYLGXDO�FRXQWU\�GDWD�IRU�WKLV�VDPSOH�ODEHOHG�*URXS���DUH�L$SSHQGL[�)LJXUH� ���7KH� FRXQWULHV� DUH��$OJHULD��%UD]LO��&KLOH��&KL,VUDHO��.RUHD��0DOD\VLD��0H[LFR��0RURFFR��3DNLVWDQ��3HUX��3KLOLSS7KDLODQG��7XUNH\��DQG�9HQH]XHOD��� )RU� D� VDPSOH� RI� MXVW� FDSLWDO� LPSRUWHUV�� WKH� UDWLR� ZDV� ���� SHUF(LFKHQJUHHQ� DQG� .LP� ������� ZKLFK� VKRZ� WKH� PHDQ� DQG� WKH� VWDFRXQWU\�DFURVV���H[FKDQJH�UDWH�UHJLPHV�IURP������WR�WKH�SUHVHQW��

����������
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8QLWHG�.LQJGRP
H�QEQDUUH�*XG

Q�%QDLQ
HQQG
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���

���
&DQDGD
���������������������
8QLWHG�6WDWHV
LJXUH������������
���������
YDOXH� RI� WKH� UDWLR� RI� FXUUHQW�WULHV�ZKRVH *'3�H[FHHGHG����\�WKH�:RUOG�%DQN��XVLQJ�GDWD�QFLDO�6WDWLVWLFV�IRU�WKH�SHULRG�QW�DFFRXQW� LPEDODQFHV�XQGHU�'3V��ZKLFK� LV� VLPLODU� WR� WKH�HV�ERWK�FDSLWDO�LPSRUWHUV�DQG�

RUGR��(LFKHQJUHHQ�DQG�.LP����������&RORPELD��(J\SW��+XQJDU\�� ,QGLD��HV��3RODQG��5RPDQLD��6RXWK�$IULFD��
W�� � �6HH� 7DEOHV� �� DQG� �� LQ� %RUGR��DUG� GHYLDWLRQ� RI� WKH� GDWD� IRU� HDFK�

���������������������
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)LJXUH����5DWLR�RI�&XUUHQW�$FFRXQWV�WR�*'3��0HDQ�RI�$EVROXWH�9DOXHV�

6RXUFH� 6HH�'DWD�$SSHQGL[�LQ�%RUGR��(LFKHQJUHHQ�DQG�.LP�������
&DSLWDO� IORZV� IRU� WKH� ��� SUH�ZDU� FRXQWULHV� DUH� DOVR� FRQVLGHUDEO\� OHVV� YDULDEOH� �WKH�VWDQGDUG�GHYLDWLRQ�LQ�����������ZDV�����SHUFHQW�YHUVXV�����SHUFHQW�XQGHU�WKH�PDQDJHG�IORDWLQJ�UHJLPH����,Q�WKH�LQWHU�ZDU�SHULRG��*URXS���FRXQWULHV¶�FXUUHQW�DFFRXQW�UDWLRV�ZHUH�DERXW�DV�YDULDEOH��VWDQGDUG�GHYLDWLRQ�RI�����SHUFHQW��DV�IRU�WKH�*URXS���FRXQWULHV�XQGHU�WKH�IORDW��VWDQGDUG�GHYLDWLRQ�RI�����SHUFHQW����

2WKHU�(YLGHQFH�IRU�WKH�8�6KDSHG�3DWWHUQ2EVWIHOG�DQG�7D\ORU��������DQG�RWKHUV�SUHVHQW�D�SDQRSO\�RI�VXSSRUWLQJ�HYLGHQFH�IRU�WKH�8�VKDSHG�SDWWHUQ��$Q�H[WHQVLRQ�RI�WKH�)HOGVWHLQ�± +DULRND��������DSSURDFK�VKRZV�WKDW�WKH�FRHIILFLHQWV�IURP�WKH�VDYLQJV�LQYHVWPHQW�UHJUHVVLRQV�IRU�WKH�FRXQWULHV�IURP������WR������ WUDFHV� RXW� DQ� LQYHUWHG�8�VKDSHG� SDWWHUQ��$� VHFRQG� SLHFH� RI� HYLGHQFH� LV� FRYHUHG�LQWHUHVW�SDULW\��2EVWIHOG�DQG�7D\ORU¶V��������ILQGLQJV�IRU�WKH�8�6��DQG�WKH�8�.�������±������EDVHG�RQ����GD\�EDQN�ELOOV�� LQGLFDWH�D QHJOLJLEOH�GLIIHUHQWLDO� LQ� WKH�\HDUV�EHIRUH������ DV� ZHOO� DV� LQ� WKH�PRVW� UHFHQW� GHFDGH�� $� WKLUG� SLHFH� RI� HYLGHQFH� LV� WKDW� RQ� UHDO�LQWHUHVW�SDULW\��%RUGR��(LFKHQJUHHQ��DQG�.LP¶V��������HYLGHQFH�RQ�WKH�GLYHUJHQFHV�IRU�ERWK�VKRUW�WHUP�DQG�ORQJ�WHUP�VHFXULWLHV RI�H[�SRVW�UHDO�\LHOGV��VKRZV�FOHDU�HYLGHQFH�RI�FDSLWDO�PDUNHW�LQWHJUDWLRQ�EHIRUH�:RUOG�:DU�,�DQG�LQ�WKH�PRVW�UHFHQW�GHFDGH��EUDFNHWLQJ�D�SHULRG�RI�PDVVLYH�GLVLQWHJUDWLRQ�
�� 6HH�%RUGR��(LFKHQJUHHQ�DQG�.LP��������7DEOHV���DQG���
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2WKHU�'LPHQVLRQV�RI�)LQDQFLDO�0DUNHW�,QWHJUDWLRQ*URVV�9HUVXV�1HW�)ORZV:KLOH�LQWHJUDWLRQ�PHDVXUHG�LQ� WHUPV�RI�QHW�FDSLWDO�IORZV�DV�D�SHUFHQWDJH�RI�*'3�LV�TXLWH�VLPLODU�LQ�WKH�SRVW������DQG�SUH������SHULRGV��JURVV�IORZV�DUH�JUHDWHU�WRGD\���%DQN�IRU� ,QWHUQDWLRQDO� 6HWWOHPHQWV� GDWD� RQ� WXUQRYHU� LQ� WKH� IRUHLJQ� H[FKDQJH� PDUNHW�VXJJHVW� WKDW�JURVV�IORZV�DUH� LQ� WKH�UDQJH�RI�������WULOOLRQ�D�GD\��RU�PRUH�WKDQ������WULOOLRQ�D�\HDU���6KRUW�7HUP�9HUVXV�/RQJ�7HUP�&DSLWDO�)ORZV,W� LV� QRW� SRVVLEOH� WR� FRPSLOH� WKH� GDWD� WR� JLYH� XV� D� FOHDU� SLFWXUH� RI� WKH� ORQJ�UXQ�SDWWHUQ�RI�WKH�EUHDNGRZQ�EHWZHHQ�VKRUW�WHUP DQG�ORQJ�WHUP�FDSLWDO�IORZV��$FFRUGLQJ�WR�%ORRPILHOG��������DQG�:LONLQV��������EDVHG�RQ�YHU\�OLPLWHG�GDWD�RI�FRPPHUFLDO�EDQN� IRUHLJQ� REOLJDWLRQV� DV�ZHOO� DV� RIILFLDO� UHVHUYH�PRYHPHQWV�� VKRUW�WHUP� FDSLWDO�IORZV�� ZKLOH� FUXFLDO� WR� WKH� DGMXVWPHQW� PHFKDQLVP� RI� WKH� FODVVLFDO� JROG� VWDQGDUG��ZHUH� VPDOO� UHODWLYH� WR� WKH� ORQJ�WHUP� FDSLWDO� PRYHPHQWV�� ,Q� WKH� LQWHU�ZDU�� OLPLWHG�GDWD�LQ�8QLWHG�1DWLRQV����������DQG�1XUNVHV����������QDUUDWLYH��VXJJHVWV��WKDW���VKRUW�WHUP� � � FDSLWDO�PRYHPHQWV� GXULQJ� WKH� WXUEXOHQW� \HDUV� RI� WKH ����V� VZDPSHG� ORQJ�WHUP�PRYHPHQWV�� ,Q� WKH� SRVWZDU� %UHWWRQ�:RRGV� SHULRG� LQ� WKH� SUHVHQFH� RI� FDSLWDO�FRQWUROV��SULYDWH�VKRUW�WHUP�FDSLWDO� IORZV�ZHUH� OLPLWHG��2I�JUHDWHU� LPSRUWDQFH�ZHUH�FKDQJHV� LQ� RIILFLDO� UHVHUYHV� WR� DFFRPPRGDWH� EDODQFH� RI� SD\PHQWV� GLV�HTXLOLEULXP��6LQFH������VKRUW�WHUP�FDSLWDO�PRYHPHQWV��HVSHFLDOO\�EDQN�ORDQV��KDYH�LQFUHDVHG�LQ�VL]H� DQG� LPSRUWDQFH� �.UHJHO�� ������� � +RZHYHU�� EHFDXVH� PDQ\� VKRUW�WHUP� EDQN�FUHGLWV�DUH�URXWLQHO\�UROOHG�RYHU��LW�LV�GLIILFXOW�WR�PDNH�WKH�GLVWLQFWLRQ�EHWZHHQ�VKRUW�WHUP�DQG�ORQJ�WHUP�7KH�&RPSRVLWLRQ�RI�)RUHLJQ�,QYHVWPHQW$OWKRXJK� GDWD� RQ� WKH� FRPSRVLWLRQ� RI� SUH������ SRUWIROLR� LQYHVWPHQW� DUH�LQFRPSOHWH�� SUREDEO\� WKH� EHVW� �WKRXJK� VWLOO� OLPLWHG�� HVWLPDWHV� DUH� WKRVH� IRU� *UHDW�%ULWDLQ��WKH�OHDGLQJ�FUHGLWRU�RI�WKH�SHULRG���%ULWLVK�LQYHVWRUV�KHOG�DERXW����SHUFHQW�RI�WKH� VWRFN� RI� ORQJ�WHUP� IRUHLJQ� LQYHVWPHQWV� RXWVWDQGLQJ� LQ� ����� DFFRUGLQJ� WR�FRQYHQWLRQDO� HVWLPDWHV�� � ,Q� WHUPV� RI� FRPSRVLWLRQ�� WKHUH� LV� QR� UHDVRQ� WR� WKLQN� WKDW�%ULWDLQ�LV�JURVVO\�XQUHSUHVHQWDWLYH�����7KHVH�VXJJHVW�WKDW�FLUFD�������IXOO\����SHUFHQW�RI�%ULWLVK�RYHUVHDV�LQYHVWPHQWV�LQ�TXRWHG�VHFXULWLHV�ZDV�LQ�WKH�LVVXHV�RI�JRYHUQPHQWV�
�� 6HH�%,6��������
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DQG� PXQLFLSDOLWLHV�� ��� SHUFHQW� LQ� UDLOZD\V�� ��� SHUFHQW� LQ� UHVRXUFH�H[WUDFWLQJ�LQGXVWULHV��PDLQO\�PLQLQJ���DQG���SHUFHQW�LQ�SXEOLF�XWLOLWLHV���'DWD�IRU�SRUWIROLR�FDSLWDO�IORZV�WR�HPHUJLQJ�PDUNHWV�LQ�WKH�����V�SDLQW�D�GLIIHUHQW�SLFWXUH���%RUGR��(LFKHQJUHHQ�DQG�,UZLQ��������WDEXODWHG�WKHVH�E\�UHFLSLHQW�VHFWRU�IRU�ERWK� EDQN� OHQGLQJ� DQG� ERQGV� IURP� &DSLWDO� 'DWD¶V� %DQNZDUH�� UHVSHFWLYHO\�� 7KHVH�GDWD� VXJJHVW� WKH� JURZLQJ� LPSRUWDQFH� RI� OHQGLQJ� WR� WKH� ILQDQFLDO�VHUYLFHV� VHFWRU��EDQNV�HWF����WR�HQWHUSULVHV�SURGXFLQJ�FRPPHUFLDO�VHUYLFHV��DQG�WR�PDQXIDFWXULQJ�'HEW�9HUVXV�(TXLW\7KH� UHODWLYH� LPSRUWDQFH� RI� GHEW� DQG� HTXLW\� KDV� FKDQJHG�� UHIOHFWLQJ� WKH� UHFHQW�H[SDQVLRQ�RI�³HPHUJLQJ´�VWRFN�PDUNHWV�� �7KH�PRVW�UHFHQW�LVVXH�RI�WKH�:RUOG¶V�%DQN¶V�*OREDO�'HYHORSPHQW�)LQDQFHV HVWLPDWHV�WKDW�VWRFNV�DQG�ERQGV�DUH�QRZ�RI�URXJKO\�HTXDO�LPSRUWDQFH���3ULRU�WR�������WKH�YDVW�PDMRULW\�RI�SRUWIROLR�FDSLWDO�IORZV�WRRN�WKH�IRUP�RI�ERQGV��QRW�HTXLW\�3RUWIROLR�9HUVXV�'LUHFW�,QYHVWPHQW7KH�EDODQFH�EHWZHHQ�SRUWIROLR�DQG�GLUHFW�IRUHLJQ�LQYHVWPHQW�KDV�FKDQJHG���:KHUHDV�WRGD\� GLUHFW� LQYHVWPHQW� LV� DV� LPSRUWDQW� DV� SRUWIROLR� LQYHVWPHQW�� WKLV�ZDV� QRW� WKH� FDVH�EHIRUH� ������ � $FFRUGLQJ� WR� 2¶5RXUNH� DQG� :LOOLDPVRQ� �������� ��� SHUFHQW� RI� %ULWLVK�LQYHVWPHQW� WR�/DWLQ�$PHULFD�ZDV� LQ� WKLV� IRUP�� DQG����SHUFHQW� WR�$XVWUDOLD� DQG�1RUWK�$PHULFD�� � ,Q�FRQWUDVW�� VLQFH�:RUOG�:DU�,,�GLUHFW� LQYHVWPHQW�KDV�FRQVLVWHQWO\�H[FHHGHG�SRUWIROLR�LQYHVWPHQW���:KLOH�VHFXULWLHV�PDUNHWV�KDYH�JURZQ�H[SORVLYHO\�LQ�UHFHQW�\HDUV��DURXQG� KDOI� RI� DOO� FDSLWDO� IORZLQJ� WR� HPHUJLQJ� PDUNHWV� LV� VWLOO� LQ� WKH� IRUP� RI� GLUHFW�LQYHVWPHQW�7KH�1DWXUH�RI�'LUHFW�)RUHLJQ�,QYHVWPHQW7KH�QDWXUH�RI�GLUHFW�IRUHLJQ�LQYHVWPHQW�KDV�FKDQJHG��%HIRUH�������DFFRUGLQJ�WR�:LONLQV��������� '),� ZDV� XQGHUWDNHQ� PDLQO\� E\� IUHHVWDQGLQJ� FRPSDQLHV� ±± L�H��� FRPSDQLHV�LQFRUSRUDWHG�LQ�WKH�8�.���)UDQFH��%HOJLXP��DQG�D�IHZ�RWKHU�:HVWHUQ�(XURSHDQ�FRXQWULHV�IRU�
�� 7KHVH�HVWLPDWHV��IURP�5R\DO�,QVWLWXWH�IRU�,QWHUQDWLRQDO�$IIDLUV���������DUH�EDVHG�RQ�WKH�HDUOLHU�ZRUN�RI�+HUEHUW�)HLV��'DYLV�DQG�*DOOPDQ���������IRFXVLQJ�RQ�WKH�³��WK FHQWXU\�HPHUJLQJ�PDUNHWV�´�ILQG�WKDW�QLQH�RI� HYHU\� WHQ� SRXQGV� RI�%ULWLVK� LQYHVWPHQW� LQ�$UJHQWLQD��$XVWUDOLD��&DQDGD� DQG�8�6�� EHWZHHQ������ DQG������ZHQW� LQWR� UDLOURDGV�DQG�JRYHUQPHQW�ERQGV�� �$FFRUGLQJ� WR� WKHLU�HVWLPDWHV�� WKH�IUDFWLRQ�UDQJHV�IURP����SHU�FHQW�LQ�$XVWUDOLD�WR����SHU�FHQW�LQ�&DQDGD��'DYLV�DQG�*DOOPDQ��������S������'DYLV�DQG�+XWWHQEDFN��������SURYLGH�FRPSDULVRQV�ZLWK�GRPHVWLF�LQYHVWPHQW�LQ�TXRWHG�VHFXULWLHV���7KHLU�&KDUW�����FRQILUPV�WKH�SLFWXUH�RI�D�SDWWHUQ�RI�RYHUVHDV�SRUWIROLR�LQYHVWPHQW�FRQFHQWUDWHG�LQ�DJULFXOWXUDO�DQG�H[WUDFWLYH�DFWLYLWLHV��HVSHFLDOO\� LQ� WKH� (PSLUH��� LQ� WUDQVSRUWDWLRQ�� DQG� LQ� SXEOLF� XWLOLWLHV�� � 'RPHVWLF� SRUWIROLR� LQYHVWPHQW�� LQ�FRQWUDVW�� ZDV� GLVSURSRUWLRQDWHO\� FRQFHQWUDWHG� LQ� PDQXIDFWXULQJ� DQG� LQ� WKH� FRPPHUFLDO� DQG� ILQDQFLDO�VHFWRUV�
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WKH� SXUSRVH� RI� LQYHVWLQJ� DQG� GRLQJ� EXVLQHVV� LQ� DQ� HPHUJLQJ� PDUNHW��� 7KHVH� HQWHUSULVHV�SUROLIHUDWHG�LQ�PLQLQJ��DJULFXOWXUH�DQG�WUDQVSRUWDWLRQ��DV�LQ�WKH�FDVHV�RI��LQWHU�DOLD��5LR�7LQWR�DQG� WKH� 6XH]� &DQDO� &RPSDQ\�� 7RGD\�� LQ� FRQWUDVW�� '),� LV� GRQH� WKURXJK� PXOWLQDWLRQDO�HQWHUSULVHV�� ZKRVH� RSHUDWLRQV� LQYROYH� WKH� H[WHQVLRQ� DFURVV� ERUGHUV� QRW� MXVW� RI� ILQDQFLDO�FDSLWDO�EXW�RI�WKH�ILUPV¶�SUH�H[LVWLQJ�PDQDJHULDO�DQG�SURGXFWLYH�FDSDELOLWLHV���
,,,��([SODQDWLRQV�IRU�WKH�+LVWRULFDO�3DWWHUQ�RI�)LQDQFLDO�0DUNHW�,QWHJUDWLRQ
7KUHH� VDOLHQW� IHDWXUHV� RI� WKH� UHFRUG� QHHG� H[SODQDWLRQ�� WKH� KLJK� OHYHO� DQG� SHUVLVWHQFH� RI�FDSLWDO� IORZV� EHIRUH� ������ WKH� 8�VKDSHG� SDWWHUQ� IURP� ����� WR� WKH� SUHVHQW�� DQG� ZKHWKHU�LQGHHG�ZH�DUH�EDFN�WR�WKH�IXWXUH�
7KH�+LJK�/HYHO�DQG�3HUVLVWHQFH�RI�&DSLWDO�)ORZV�%HIRUH�����$�QXPEHU�RI�IDFWRUV�FRXOG�H[SODLQ�WKH�ODUJHU�VL]H�DQG�JUHDWHU�SHUVLVWHQFH�RI�FXUUHQW�DFFRXQW�LPEDODQFHV� LQ� WKH� SUH������ SHULRG��� 2QH� LV� WKH� JUHDWHU� FUHGLELOLW\� RI� SROLF\PDNHU¶V�FRPPLWPHQW� WR�VWDEOH�PRQHWDU\�DQG�ILVFDO�SROLFLHV�DV�PDQLIHVWHG� LQ�DGKHUHQFH� WR� WKH�JROG�VWDQGDUG��7KH�JROG�VWDQGDUG�SURYLGHG D�VLJQDO�WKDW�WKH�ERUURZHUV�IROORZHG�WKH�VDPH�UXOHV�DV�OHQGHUV�LQ�WKH�PHWURSROLWDQ�FHQWHUV�DQG�KHQFH�ZHUH�XQOLNHO\�WR�GHIDXOW�RQ�WKHLU�GHEWV��%RUGR�DQG� 5RFNRII� ������� HYDOXDWH� WKLV� K\SRWKHVLV� IRU� QLQH� UHFLSLHQWV� RI� %ULWLVK� FDSLWDO� LQ� WKH�SHULRG� ���������� DQG� ILQG� VWURQJ� HYLGHQFH� WKDW� JRRG�JROG� VWDQGDUG� DGKHUHQWV�SDLG� ORZHU�LQWHUHVW� UDWHV� RQ� VRYHUHLJQ� GHEW� WKDQ� WKRVH�ZLWK� VSRWWLHU� UHFRUGV�� � )ODQGUHDX��/H�&DFKHX[�DQG� =HXPHU� ������� ILQG� VLPLODU� UHVXOWV� IRU� D� GLIIHUHQW� SDQHO� RI� (XURSHDQ� SHULSKHUDO�FRXQWULHV��DV�GR�6XVVPDQ�DQG�<DWHK��������IRU�-DSDQ��,QVRIDU�DV�WKH�JROG�VWDQGDUG�SUR[LHG�IRU�ILVFDO�UHFWLWXGH�DQG�IRU�DGKHUHQFH�WR�VLPLODU�QRUPV�DPRQJ�WKH�FDSLWDO�UHFLSLHQWV�DV�ZHOO�DV�WKH�VHQGHUV��WKH�IDLOXUH�RI�WKH�LQWHUQDWLRQDO�PRQHWDU\�V\VWHP�WR�VXSSRUW�HTXDOO\�SHUVLVWHQW�GHILFLWV�DIWHU�:RUOG�:DU�,�PD\�UHIOHFW�D�VKLIW�WR�OHVV�FUHGLEOH�SROLFLHV�

�� $FFRUGLQJ� WR�:LONLQV��FODVVLF�PXOWLQDWLRQDO�HQWHUSULVHV� LQ�ZKLFK�ILUPV�PDLQWDLQHG�RSHUDWLRQV�LQ�PDQ\�FRXQWULHV� EHFDPH� DQ� LQFUHDVLQJO\� LPSRUWDQW� FRQGXLW� IRU� IRUHLJQ�GLUHFW� LQYHVWPHQW� RYHU� WKH�SHULRG�EHLQJ�GLVFXVVHG�KHUH��� ,W� LV� QRW� SRVVLEOH� WR� SXW� WRJHWKHU� D� FRPSOHWH� UHFRUG� RI� WKH� JOREDO� FRPSRVLWLRQ� RI� IRUHLJQ� LQYHVWPHQW�EHWZHHQ� SRUWIROLR� DQG� IRUHLJQ� GLUHFW� LQYHVWPHQW� IRU� WKH� ZRUOG� IRU� RXU� FHQWXU\� RI� H[SHULHQFH�� 7ZRPH\�������� DQG�.UHJHO� �������� KRZHYHU�� KDYH� DVVHPEOHG� VRPH� RI� WKH� GDWD�� 7ZRPH\� SUHVHQWV� D� EUHDNGRZQ�LQWR�SRUWIROLR�DQG�GLUHFW�LQYHVWPHQW�IRU�WKH�ZRUOG�IURP �����WR������ZKLFK�VKRZV�D�VLJQLILFDQW�LQFUHDVH�LQ�WKH� VKDUH� RI� IRUHLJQ� GLUHFW� LQYHVWPHQW� �)',�� LQ� WKH� WRWDO� IURP� ����� WR� ����� IURP� ���� WR� ����� )RU�GHYHORSLQJ� FRXQWULHV� )',� UHSUHVHQWHG� WZR�WKLUGV� RI� IRUHLJQ� LQYHVWPHQW� XQWLO�:RUOG�:DU� ,,�� 6LQFH� WKHQ�)',� WR /'&6�KDV�GHFOLQHG�VLJQLILFDQWO\� UHODWLYH� WR� WKH� LQGXVWULDOL]HG�QDWLRQV��$FFRUGLQJ� WR�.UHJHO��)',�LQFUHDVHG� UHODWLYH� WR� SRUWIROLR� LQYHVWPHQW� GXULQJ� WKH� SRVW�::,,� %UHWWRQ� :RRGV� SHULRG� EXW� VLQFH� WKH�����V�WKHUH�KDV�EHHQ�D�UHVXUJHQFH�RI�SRUWIROLR�LQYHVWPHQW��� $OVR�VHH�2¶5RXUNH�DQG�:LOOLDPVRQ����������7KH\�HPSKDVL]H�WKUHH�IDFWRUV�DV�NH\�GHWHUPLQDQWV�RI�WKH�KLJK� GHJUHH� RI� ILQDQFLDO� LQWHJUDWLRQ� EHIRUH� ������ WHFKQRORJ\�� ILQDQFLDO� LQVWLWXWLRQV�� HVSHFLDOO\� WKH� JROG�VWDQGDUG�DQG�IDYRUDEOH�SROLWLFDO�IDFWRUV�
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$�UHODWHG�DQG�SRVVLEO\�LPSRUWDQW�GHWHUPLQDQW�RI�WKH�H[WHQW�DQG�SHUVLVWHQFH�RI�%ULWLVK�FDSLWDO�H[SRUWV�ZDV�WKH�IDFW�WKDW�PRVW�%ULWLVK�LQYHVWPHQW�ZHQW�WR�IRUPHU�FRORQLHV�ZKHUH�WKH�%ULWLVK�KHULWDJH�ZDV� VWURQJ��7KHVH�FRXQWULHV� �H�J��� WKH�8�6���&DQDGD�DQG�$XVWUDOLD��VKDUHG�D�FRPPRQ�ODQJXDJH��FXOWXUH��OHJDO�V\VWHP��DQG�DFFRXQWLQJ�V\VWHP��%ULWLVK�FDSLWDO�DOVR�ZHQW�WR�FRXQWULHV�OLNH�$UJHQWLQD�DQG�8UXJXD\�ZKHUH�%ULWDLQ�KDG�ORQJ�KDG�D VWURQJ�FRPPHUFLDO� SUHVHQFH� DQG� FRQVLGHUDEOH� SROLWLFDO� LQIOXHQFH�� RU� WR� FRORQLHV� XQGHU� GLUHFW�%ULWLVK� FRQWURO�� 7KH� )UHQFK� DOVR� GLUHFWHG� WKHLU� OHQGLQJ� WR� FRXQWULHV�ZKHUH� WKH\� KDG� D�VWURQJ� SROLWLFDO� LQIOXHQFH� DQG� FORVH� FXOWXUDO� WLHV�� H�J�� ,WDO\�� 6SDLQ�� DQG� 5XVVLD� �VHH�)LVKORZ��������DQG�)ODQGUHDX����������%\�FRPSDULVRQ��WRGD\¶V�FDSLWDO�UHFLSLHQWV�WHQG�WR�EH� YHU\� GLIIHUHQW� LQ� WKH� DERYH� UHVSHFWV� IURP� WKH� FDSLWDO� H[SRUWHUV�� ,W� IROORZV� WKDW� WKH�ODWWHU�PD\�EH�OHVV�ZLOOLQJ�WR�PDLQWDLQ�IRUHLJQ�LQYHVWPHQW�LQ�WKH�IDFH RI�DGYHUVH�VKRFNV�$QRWKHU� H[SODQDWLRQ� PD\� OLH� LQ� WKH� QDWXUH� RI� WKH� LQYHVWPHQW� LWVHOI�� 0XFK� RI� WKH�FDSLWDO� IORZLQJ� WR� WKH� 1HZ� :RUOG� ZHQW� WR� ILQDQFH� UDLOURDGV� DQG� RWKHU� LQIUDVWUXFWXUH��7KLV� LQYHVWPHQW� UHTXLUHG�D� ORQJ�WHUP�FRPPLWPHQW�EHFDXVH�RI� LWV�YHU\�QDWXUH��EHFDXVH�WKH� UHWXUQV� DFFUXHG� RQO\� ZKHQ� WKH� SURMHFW� ZDV� FRPSOHWHG�� UHQGHULQJ� LW� FRVWO\� WR�WHUPLQDWH� HDUO\�� $OWKRXJK� WKHUH� LV� FRQVLGHUDEOH� LQIUDVWUXFWXUH� LQYHVWPHQW� LQ� WRGD\¶V�HPHUJLQJ�FRXQWULHV��LW�GRHV�QRW�GRPLQDWH�WR�WKH�VDPH�H[WHQW�0RUHRYHU�� LQVRIDU DV� SUHZDU� LQYHVWPHQW�� DQG� %ULWLVK� LQYHVWPHQW� LQ� SDUWLFXODU�� ZDV�LQYHVWPHQW� LQ� WUDGHG�JRRGV�UHODWHG� VHFWRUV�� DV� HPSKDVL]HG� E\�)LVKORZ� �������� LW�ZHQW�LQWR�H[SRUW�UHODWHG�LQIUDVWUXFWXUH�DQG�QDWXUDO�UHVRXUFH�UHODWHG�SURMHFWV�WKDW�LQ�WKH�QRUPDO�FRXUVH�RI�HYHQWV�JHQHUDWHG�D�VWUHDP�RI�IRUHLJQ�H[FKDQJH�UHYHQXHV�VXIILFLHQW�WR�SD\�WKH�PRQH\�EDFN�� �7KXV�� LW�GLG�QRW�JLYH�ULVH�WR�EDODQFH�RI�SD\PHQWV�SUREOHPV���,Q�DGGLWLRQ��WKH� IDFW� WKDW� SUH�:RUOG�:DU� ,� OHQGLQJ� WRRN� SODFH� LQ� DQ� HQYLURQPHQW�RI� UHODWLYHO\� IUHH�PXOWLODWHUDO� WUDGH� DOORZHG� FRXQWULHV� WKDW� HQJDJHG� LQ� VLJQLILFDQW� DPRXQWV� RI� H[WHUQDO�ERUURZLQJ�WR�H[SDQG�WKHLU�H[SRUWV�DV�QHHGHG�WR�DPRUWL]H�WKRVH�GHEWV�$�ILQDO�H[SODQDWLRQ�PD\�OLH� LQ� WKH�IOH[LELOLW\�RI���WK�FHQWXU\�HFRQRPLHV�� �,QVRIDU�DV�WKHLU� PDUNHWV� ZHUH� OHVV� VWUXFWXUHG� DQG� LQVWLWXWLRQDOL]HG� DQG� DGMXVWPHQW� ZDV� OHVV�FRQVWUDLQHG� E\� SROLF\� DQG� SRZHUIXO� LQWHUHVW� JURXSV�� D� VKLIW� LQ� FDSLWDO� IORZV� ZKLFK�LPSOLHG� WKH� QHHG� WR� UHDOORFDWH� UHVRXUFHV� EHWZHHQ� VHFWRUV� SURGXFLQJ� WUDGHG� DQG� QRQ�WUDGHG� JRRGV� FRXOG� EH� DFFRPPRGDWHG� HDVLO\�� � %D\RXPL� DQG� (LFKHQJUHHQ� ������� DQG�&DORPLULV� DQG� +XEEDUG� ������� SURYLGH� HFRQRPHWULF� HYLGHQFH� FRQVLVWHQW� ZLWK� WKLV�LQWHUSUHWDWLRQ�
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7KH�8�6KDSHG�3DWWHUQ�RI�)LQDQFLDO�0DUNHW�,QWHJUDWLRQ7KH�8�VKDSHG� SDWWHUQ� RI� JOREDO� ILQDQFLDO�PDUNHW� LQWHJUDWLRQ� GRFXPHQWHG� LQ�6HFWLRQ� ��KDV�EHHQ�ZHOO�H[SODLQHG�E\�2EVWIHOG�DQG�7D\ORU��������LQ�WHUPV�RI�WKH�SROLF\�WULOHPPD�EHWZHHQ�RSHQ�FDSLWDO�PDUNHWV��SHJJHG�H[FKDQJH�UDWHV�DQG�LQGHSHQGHQW�PRQHWDU\�SROLF\���2QO\�WZR�RI�WKH�WKUHH�HOHPHQWV�KROG�DW�WKH�VDPH�WLPH�7KH�JROGHQ DJH�RI�ILQDQFLDO�PDUNHW�LQWHJUDWLRQ�DQG�FDSLWDO�PRELOLW\�GHVFULEHG�DERYH�ZDV�DOVR� WKH�HUD�RI� WKH�FODVVLFDO�JROG�VWDQGDUG�� �,Q� WKDW�UHJLPH��PHPEHU�FRXQWULHV��PRVW�RI� WKH�ZRUOG�� ZHUH� ORFNHG� WRJHWKHU� E\� PDNLQJ� WKHLU� FXUUHQFLHV� FRQYHUWLEOH� LQWR� JROG�� � &UHGLEOH�JROG�VWDQGDUG�DGKHUHQFH��LQ�WKH�VHQVH�RI�VXEVXPLQJ�GRPHVWLF�PRQHWDU\�DQG�ILVFDO�SROLF\�WR�WKH�GLFWDWHV�RI�JROG�FRQYHUWLELOLW\��ZDV�HQIRUFHG�IRU�WKH�HPHUJLQJ�FRXQWULHV�E\�WKH�GHVLUH�WR�KDYH� DFFHVV� DW� IDYRUDEOH� WHUPV� WR� WKH� FDSLWDO� PDUNHWV� RI� WKH� FRUH� FRXQWULHV� RI� :HVWHUQ�(XURSH��%RUGR�DQG�.\GODQG���������&UHGLEOH�DGKHUHQFH�WR�JROG�DOVR�PHDQW�WKDW�VKRUW�WHUP�FDSLWDO� PRYHPHQWV� ZRXOG� EH� VWDELOL]LQJ�� � 7KH� FODVVLFDO� JROG� VWDQGDUG� HUD� ZDV� QRW� RQO\�FKDUDFWHUL]HG�E\�IUHH�FDSLWDO�PRELOLW\�EXW�DOVR�PRELOLW\�RI�ODERU DQG�JRRGV�7KH� JROGHQ� DJH� HQGHG� ZLWK� :RUOG� :DU� ,�� � 7KH� EHOOLJHUHQWV� LPSRVHG� FDSLWDO� DQG�H[FKDQJH�FRQWUROV� LQ�RUGHU� WR�SXUVXH�H[SDQVLRQDU\�ILQDQFLDO�SROLFLHV�DQG�VWLOO�PDLQWDLQ�WKHLU�SDULWLHV���7KH�ZDU�DOVR�FKDQJHG�WKH�SROLWLFDO�HFRQRP\�RI�PDQ\�FRXQWULHV�LQ�IDYRU�RI�GHPRFUDF\�DQG�WKH�LQWHUHVWV�RI�ODERU�± IDFWRUV�ZKLFK�ZRXOG�PDNH�LW�GLIILFXOW�WR�DOZD\V�VXEVXPH�GRPHVWLF�SROLF\�JRDOV�WR�WKH�GLFWDWHV�RI�H[WHUQDO�EDODQFH��(LFKHQJUHHQ�������$IWHU� D� SHULRG� RI� H[WUHPH� PRQHWDU\� LQVWDELOLW\� LQ� (XURSH�� WKH� JROG� VWDQGDUG� ZDV�UHVWRUHG� DV� D� JROG� H[FKDQJH� VWDQGDUG� ZLWK� IXOO� FDSLWDO� PRELOLW\�� � %XW� IODZV� LQ� LWV�DUFKLWHFWXUH� �WRR� ORZ� D� SULFH� IRU� JROG��PDO�GLVWULEXWLRQ� RI� JROG�� DQG� WKH� IDFW� WKDW� NH\�PHPEHUV� �WKH� 8�6�� DQG� )UDQFH�� IROORZHG� SROLFLHV� LQFRQVLVWHQW� ZLWK� ORQJ�UXQ� H[WHUQDO�EDODQFH�PHDQW� WKDW� WKH�WULOHPPD�ZDV�VWUHWFKHG�� �1HYHUWKHOHVV�FDSLWDO�IORZV�GLG�UHVXPH�LQ�WKH�����V�ZLWK�WKH�8�6��VXFFHHGLQJ�WKH�8�.��DV�SULQFLSDO�OHQGHU�7KH� *UHDW� 'HSUHVVLRQ�� FDXVHG� E\� LQDSSURSULDWH� 8�6�� SROLFLHV� LQ� WKH� GHIODWLRQDU\�HQYLURQPHQW�RI�WKH�UHVWRUHG�JROG�VWDQGDUG��VSUHDG�EHWZHHQ�FRXQWULHV�MRLQHG�E\�WKH�OLQNV�RI�JROG��$GKHUHQFH�WR�JROG�DOVR�SUHYHQWHG�SROLF\�PDNHUV�IURP�IROORZLQJ�H[SDQVLRQDU\�SROLFLHV�LQ� WKH� ZRUOG� RI� RSHQ� FDSLWDO� PDUNHWV�� � $V� D� FRQVHTXHQFH�� VRPH� FRXQWULHV� OHIW� WKH� JROG�VWDQGDUG�DQG�DOORZHG�WKHLU�FXUUHQFLHV�WR�IORDW��ZKLOH�RWKHUV�LPSRVHG�FDSLWDO�FRQWUROV�EXW�NHSW�WKHLU�SDULWLHV�%\�WKH�HQG�RI�WKH�����V��FDSLWDO�FRQWUROV�DQG�H[FKDQJH�FRQWUROV�ZHUH�QHDUO\�XQLYHUVDO�DQG�WKLV�GHYHORSPHQW�ZDV�UHLQIRUFHG�GXULQJ�:RUOG�:DU�,,�� �$IWHU WKH�ZDU��WKH�%UHWWRQ�:RRGV� V\VWHP� RI� �����ZDV� EDVHG� RQ� SHJJHG� H[FKDQJH� UDWHV�ZLWK� DQ� LQGLUHFW� OLQN� WR�
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JROG��DFWLYLVW�VWDELOL]DWLRQ�SROLFLHV�DQG�FRQWLQXHG�FDSLWDO�FRQWUROV�,W�ZDV�RQO\�E\� WKH� ODWH�����V� WKDW�SULYDWH�FDSLWDO� IORZV�UHVXPHG�DV�D�FRQVHTXHQFH�RI�WKH�UHVWRUDWLRQ�RI�FXUUHQW�DFFRXQW�FRQYHUWLELOLW\�� �7KLV�GHYHORSPHQW�UHYLYHG�WKH�WULOHPPD�DQG��LQ�WKH�IDFH�RI�PDVVLYH�VSHFXODWLYH�DWWDFNV��OHG�WR�LWV�UHVROXWLRQ�E\�WKH�DEDQGRQPHQW�RI�WKH� SDU� YDOXH� V\VWHP� LQ� ������ � 6LQFH� WKHQ�� FDSLWDO� FRQWUROV� KDYH� EHHQ� HOLPLQDWHG� LQ� WKH�DGYDQFHG�FRXQWULHV�DQG�UHGXFHG�FRQVLGHUDEO\�LQ�WKH�HPHUJLQJ�QDWLRQV���)ORDWLQJ�H[FKDQJH�UDWHV�DUH�FRPSDWLEOH�ZLWK�PRQHWDU\�LQGHSHQGHQFH�DQG�DQ�RSHQ�FDSLWDO�DFFRXQW�
%DFN�7R�WKH�)XWXUH�2U�%H\RQG"7KH� HYLGHQFH� SUHVHQWHG� LQ� 6HFWLRQ� �� VXJJHVWV WKDW� LQ� VRPH� UHVSHFWV�� LQWHUQDWLRQDO�ILQDQFLDO�PDUNHWV�PD\�KDYH�EHHQ�DW�OHDVW�DV�PXFK�RU�PRUH�LQWHJUDWHG�EHIRUH������WKDQ�WRGD\�DQG� WKDW�ZH�DUH�LQ�D�³EDFN�WR� WKH�IXWXUH´�VFHQDULR��� 2Q�WKH�RWKHU�KDQG�LQ�PDQ\�RWKHU� UHVSHFWV� LQWHUQDWLRQDO� ILQDQFLDO� PDUNHWV� DUH� FOHDUO\� PRUH� LQWHJUDWHG� QRZ� WKDQ�EHIRUH� ������ �7KHVH� LQFOXGH� WKH� JUHDWHU� GHSWK� RI� WKH�PDUNHWV� VHHQ� LQ� WKH�QXPEHU� DQG�YDULHW\�RI� OHQGHUV�DQG�ERUURZHUV�DQG� LQ� WKH�PXFK�ZLGHU�UDQJH�RI�VHFXULWLHV� WUDGHG�DQG�VHFWRUV�ILQDQFHG���7KH�YDVW�PDMRULW\�RI�ERQGV�VROG�EHIRUH������ZHUH�UDLOURDG�ERQGV�DQG�JRYHUQPHQWV�� �7RGD\� LQGXVWU\�� ILQDQFH�DQG� WKH� VHUYLFH� VHFWRU� LQ�HPHUJLQJ�PDUNHWV�DUH�DOO�LPSRUWDQW� FDQGLGDWHV� IRU� IRUHLJQ� SRUWIROLR� LQYHVWPHQWV�� � $� VHFRQG� LPSRUWDQW�GHYHORSPHQW� LV� WKH� VKLIW� IURP� GHEW� WR� HTXLW\�� � )LQDOO\�� IRUHLJQ� GLUHFW� LQYHVWPHQW� KDV�H[SDQGHG�FRQVLGHUDEO\�IURP�WKH�IUHHVWDQGLQJ�FRPSDQLHV�RI�WKH�HDUOLHU�HUD���7KHVH� GLIIHUHQFHV� LQ� WKH� VFRSH� RI� PDUNHW� LQWHJUDWLRQ� ZHUH� FRQVHTXHQFHV� RI�LQIRUPDWLRQ� DV\PPHWULHV�� FRQWUDFWLQJ�SUREOHPV�� DQG�PDFURHFRQRPLF� ULVNV� WKDW� OLPLWHG�WKH�H[WHQW�RI�FDSLWDO�DQG�FRPPRGLW\�IORZV�SULRU�WR������DQG�WKDW�FRQWLQXH�WR�OLPLW�WKHP��DOEHLW� WR� D� OHVVHU� H[WHQW�� WRGD\��� %\� LQIRUPDWLRQ� SUREOHPV� LV�PHDQW� WKH� GLIILFXOW\� RI�GHWHUPLQLQJ�SURGXFW��SURMHFW��DQG�ERUURZHU�TXDOLW\�� �%\�FRQWUDFWLQJ�SUREOHPV�LV�PHDQW�GLIILFXOWLHV� RI� GHWHFWLQJ� IUDXG� DQG� RI� DWWDFKLQJ� FROODWHUDO�� �%\�PDFURHFRQRPLF� ULVNV� LV�PHDQW�PDLQO\�H[FKDQJH�ULVN�

�� 7KLV YLHZ� KDV� EHHQ� H[SUHVVHG� E\� VHYHUDO� SURPLQHQW� HFRQRPLVWV�� �=HYLQ� ������� S�� ����� IRU� H[DPSOH��EHOLHYHV�WKDW�³ZKLOH�ILQDQFLDO�PDUNHWV�KDYH�FHUWDLQO\�WHQGHG�WRZDUG�JUHDWHU�RSHQQHVV�VLQFH�WKH�HQG�RI�WKH�6HFRQG�:RUOG�:DU��WKH\�KDYH�UHDFKHG�D�GHJUHH�RI�LQWHJUDWLRQ�WKDW�LV�QHLWKHU�GUDPDWLF�QRU�XQSUHFHGHQWHG�LQ� WKH� ODUJHU� KLVWRULFDO� FRQWH[W� RI� VHYHUDO� FHQWXULHV�´� � 6DFKV� DQG� :DUQHU� ������� S�� ��� DUJXH� WKDW� ³WKH�UHHPHUJHQFH�RI�D�JOREDO��FDSLWDOLVW�PDUNHW�HFRQRP\�VLQFH�������DQG�HVSHFLDOO\�VLQFH�WKH�PLG�����V��LQ�DQ�LPSRUWDQW� VHQVH� UHHVWDEOLVKHV� WKH� JOREDO� PDUNHW� HFRQRP\� WKDW� KDG� H[LVWHG� RQH� KXQGUHG� \HDUV� HDUOLHU�´��5RGULN��������S�����FRQFOXGHV�WKDW�³LQ�PDQ\�ZD\V��WRGD\¶V�ZRUOG�IDOOV�IDU�VKRUW�RI�WKH�OHYHO�RI�HFRQRPLF�LQWHJUDWLRQ�UHDFKHG�DW�WKH�KHLJKW�RI�WKH�JROG�VWDQGDUG�´�� 6HH�%RUGR��(LFKHQJUHHQ�DQG�,UZLQ��������
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,QIRUPDWLRQ�3UREOHPV$Q\�GLVFXVVLRQ�RI�LQIRUPDWLRQ�IORZV�PXVW�VWDUW�ZLWK�WKH�FRPPXQLFDWLRQV�WHFKQRORJ\�RI�WKH�GD\���7KH�WUDQVDWODQWLF�FDEOH�ZDV�ODLG�LQ�WKH�����V��FRPLQJ�LQWR�RSHUDWLRQ�LQ��������3ULRU�WR�LWV�RSHQLQJ��LW�FRXOG�WDNH�DV�ORQJ�DV�WKUHH�ZHHNV�IRU�LQIRUPDWLRQ�WR�WUDYHO�IURP�1HZ�<RUN� WR�/RQGRQ��� :LWK� WKH� LQDXJXUDWLRQ�RI� WKH�FDEOH�� WKLV�GHOD\�GURSSHG� WR�RQH�GD\���%\ �����WKH�WLPH�IRU�FDEOH�WUDQVPLVVLRQ�ZDV�GRZQ�WR�OHVV�WKDQ�D�PLQXWH���*DUEDGH�DQG�6LOEHU��������FRPSDUH� WKH�/RQGRQ�DQG�1HZ�<RUN�SULFHV�RI�86�ERQGV� IRXU�PRQWKV�EHIRUH� DQG� IRXU�PRQWKV� DIWHU� WKH� FDEOH� DQG� ILQG� D� VLJQLILFDQW� GHFOLQH� LQ� WKH�PHDQ� DEVROXWH� GLIIHUHQFH���7KHUH� LV� HYHU\� UHDVRQ� WR� WKLQN� WKDW� WKH� FDEOH� KDG� D� FRPSDUDEOH� LPSDFW� RQ� RWKHU�PDUNHWV���7KH�UDGLRWHOHSKRQH�ZDV�WKH�QH[W�EUHDNWKURXJK���/LNH�WKH�WHOHJUDSK��LW�ILUVW�OLQNHG�WKH�QDWLRQDO� ILQDQFLDO� FHQWHUV� �/RQGRQ� RU� 1HZ� <RUN�� WR� WKH� KLQWHUODQGV� DQG� UHJLRQDO�H[FKDQJHV� EHIRUH� OLQNLQJ� XS� WKRVH� FHQWHUV� LQWHUQDWLRQDOO\� �OLQNLQJ� (XURSH�ZLWK�1RUWK�$PHULFD� E\� ������� � ,W� VKRXOG� EH� DSSDUHQW� ZK\� WKLV� LQIRUPDWLRQ� DQG� FRPPXQLFDWLRQV�WHFKQRORJ\� WUDQVODWHG� LQWR� D� VPDOOHU� YROXPH� RI� VKRUW�WHUP� FDSLWDO� IORZV�� � 7RGD\��FXUUHQF\� WUDGHUV� UHVSRQG� DOPRVW� LQVWDQWDQHRXVO\� WR� PLQXWH�WR�PLQXWH� FKDQJHV� LQ�FXUUHQF\�YDOXHV���3ULRU�WR�������ZKHQ�LW�PLJKW�WDNH�ZHHNV�IRU�WKLV�LQIRUPDWLRQ�WR�FURVV�WKH�$WODQWLF��DQG�HYHQ�DIWHU�WKH�DGYHQW�RI�WKH�FDEOH�DQG�WKH�UDGLRWHOHSKRQH��QHZV�DUULYHGDW�ORQJHU�LQWHUYDOV�/RQJ�WHUP� OHQGLQJ� WR� PDQXIDFWXULQJ�� FRPPHUFLDO� DQG� ILQDQFLDO� FRQFHUQV� ZDV�GHWHUUHG� QRW� VR�PXFK� E\� WKH� OLPLWDWLRQV� RI� WKH� FRPPXQLFDWLRQV� WHFKQRORJ\� DV� E\� WKH�GLIILFXOW\�RI�DVVHPEOLQJ�DQG�HYDOXDWLQJ� WKH� LQIRUPDWLRQ� WR�EH�FRPPXQLFDWHG�� � /HQGHUV�ZHUH� UHOXFWDQW� WR� OHQG� EHFDXVH� RI� WKH� GLIILFXOW\� RI� GLVWLQJXLVKLQJ� JRRG� DQG� EDG� FUHGLW�ULVNV�� �7KLV�LQIRUPDWLRQ�DV\PPHWU\�FUHDWHG�DGYHUVH�VHOHFWLRQ��ZKHUH�WKH�DYHUDJH�FUHGLW�TXDOLW\� RI� WKH� SRRO� RI� ERUURZHUV� GHFOLQHV� ZLWK� LQFUHDVHV� LQ� WKH� LQWHUHVW� UDWH�� DQG�WKHUHIRUH�FUHGLW�UDWLRQLQJ���2YHUVHDV�LQYHVWRUV�ZHUH�IXUWKHU�GHWHUUHG�E\�WKH�GLIILFXOW\�RI�PRQLWRULQJ�DQG�FRQWUROOLQJ�PDQDJHPHQW¶V�DFWLRQV�H[�SRVW�± L�H���GHWHFWLQJ�PDOIHDVDQFH�DQG�UHQW�GLVVLSDWLRQ�DQG�SUHYHQWLQJ�RZQHU�PDQDJHUV�ZKRVH�GRZQVLGH�ULVN ZDV�WUXQFDWHG�E\�OLPLWHG�OLDELOLW\�IURP�GHYRWLQJ�ERUURZHG�IXQGV�WR�ULVNLHU�SURMHFWV��6HYHUDO� DOUHDG\�QRWHG� FKDUDFWHULVWLFV� RI� ODWH���WK� FHQWXU\� LQWHUQDWLRQDO� FDSLWDO�PDUNHWV� DUH� H[SOLFDEOH� LQ� WHUPV� RI� REVWDFOHV� WR� LQIRUPDWLRQ� IORZV�� � )RU� H[DPSOH��
�� *DUEDGH�DQG�6LOEHU���������S������� 7KH�FDEOH�UHDFKHG�%XHQRV�$LUHV�LQ������DQG�7RN\R�LQ������
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DV\PPHWULF� LQIRUPDWLRQ� FDQ� H[SODLQ� WKH� GLVSURSRUWLRQDWH� VKDUH� RI� UDLOZD\� ERQGV� LQ�IRUHLJQ�LQYHVWPHQW�SRUWIROLRV���7KH�PDQXIDFWXULQJ��ILQDQFLDO�DQG�FRPPHUFLDO�VHFWRUV�RI�WKH� 8�6�� HFRQRP\� ZHUH� JURZLQJ� HYHU\� ELW� DV� IDVW� DV� WUDQVSRUWDWLRQ�� EXW� IRUHLJQ�LQYHVWPHQW�LQ�WKHVH�VHFWRUV�ZDV�OHVV��LQIRUPDWLRQ�DV\PPHWULHV�H[SODLQ�WKLV�IDFW���,W�ZDV�UHODWLYHO\� HDV\� WR�PRQLWRU� WKH� DFWLRQV� RI� D� UDLOZD\� FRPSDQ\¶V�PDQDJHPHQW�� LQYHVWRUV�FRXOG� YHULI\� KRZ� PXFK� WUDFN� KDG� EHHQ� ODLG�� ZKHUH� LW� KDG� EHHQ� ODLG�� DQG� KRZ� PXFK�WUDIILF� LW� FDUULHG PRUH� HDVLO\� WKDQ� WKH\� FRXOG� YHULI\� DQG� HYDOXDWH� WKH� LQYHVWPHQW�GHFLVLRQV�RI�PDQDJHUV�RI�FRQFHUQV�LQ�WKHVH�RWKHU�VHFWRUV�2EVWDFOHV�WR�WKH�IORZ�RI�LQIRUPDWLRQ�FDQ�DOVR�H[SODLQ�WKH�GLVSURSRUWLRQDWH�LPSRUWDQFH�RI�GHEW�DV�RSSRVHG�WR�HTXLW\�LQ�IRUHLJQ�LQYHVWPHQW�SRUWIROLRV��%DVNLQ��������VLQFH�GHEW�UHGXFHV�WKH�ULVN�WR�LQYHVWRUV�ZKHQ�LPSHUIHFW�LQIRUPDWLRQ�FUHDWHV�DJHQF\�SUREOHPV���7KH�SDWWHUQ�SHUVLVWV�WRGD\��VHH�H�J��(LFKHQJUHHQ�DQG�0RG\���������EXW�D�FHQWXU\�DJR�LW�ZDV�LI�DQ\WKLQJ�PRUH�SURQRXQFHG���,QIRUPDWLRQ� DV\PPHWULHV� FDQ� H[SODLQ� WKH� GLVSURSRUWLRQDWH� LPSRUWDQFH� RI� IDPLO\�JURXSV��WKH�IRUHLJQ�EUDQFKHV�RI�WKH�5RWKVFKLOG�DQG�0RUJDQ�IDPLOLHV��IRU�H[DPSOH��DQG�RI�WKH�PHUFKDQW�DQG�LQYHVWPHQW�EDQNV�WKDW�JUHZ�RXW�RI�WKHP��ZKLFK�XQGHUZURWH�IRUHLJQ�ERQG�LVVXHV�DQG�VHUYHG�DV�FRQGXLWV�IRU�IRUHLJQ�LQYHVWPHQW��DFWLQJ�DV�GHOHJDWHG�PRQLWRUV�DQG�HPLWWLQJ� VLJQDOV�RI�ERUURZHU�FUHGLW�ZRUWKLQHVV� 7KH\�FDQ�H[SODLQ� WKH�ZHOO�NQRZQ�.X]QHWV�F\FOH�SDWWHUQ�LQ�ZKLFK�LPPLJUDWLRQ�DQG�ILQDQFLDO�FDSLWDO�WHQGHG�WR�IORZ�LQ�WKH�VDPH�GLUHFWLRQ �ZKDW�+DWWRQ�DQG�:LOOLDPVRQ��������UHIHU�WR�DV�WKH�WHQGHQF\�IRU�FDSLWDO�WR� FKDVH� DIWHU� ODERU��� DV� WKH� PLJUDQWV� SURYLGHG� WKH� (XURSHDQ� VHQGLQJ� FRXQWULHV� ZLWK�YDOXDEOH� LQIRUPDWLRQ� DERXW� ORFDO� FRQGLWLRQV�� � 7KH\� FDQ� H[SODLQ� WKH� VRYHUHLJQ� FUHGLW�UDWLQJ�GHSDUWPHQWV�HVWDEOLVKHG�E\�LQWHUPHGLDULHV�OLNH�&UHGLW�/\RQQDLV��)ODQGUHDX���������7KH\� FDQ� H[SODLQ� WKH� GHYHORSPHQW� RI� LQYHVWPHQW� WUXVWV� �WKH� ��WK FHQWXU\� DQDORJ� RI�PRGHUQ�PXWXDO�IXQGV���WR�ZKRP�LQYHVWRUV�GHOHJDWHG�LQIRUPDWLRQ�JDWKHULQJ�DQG�DQDO\VLV�IXQFWLRQV���7KH\�FDQ�H[SODLQ�WKH�H[SORVLYH�JURZWK�RI�LQVXUDQFH�FRPSDQLHV��LQYHVWPHQWVLQ�ZKLFK�ZHUH�DWWUDFWLYH�WR�KRXVHKROGV�SDUWO\�EHFDXVH�WKH\�FRXOG�RIIHU�DQ�DWWUDFWLYH�UDWH�RI� UHWXUQ�DV�D� UHVXOW�RI� WKHLU�FRPSDUDWLYH�DGYDQWDJH�LQ�JDWKHULQJ�LQIRUPDWLRQ�IURP�IDU�IOXQJ� UHJLRQV� �6QRZGHQ� ������� � 7KH\� FDQ� H[SODLQ� WKH� SRSXODULW\� RI� VSHFLDOL]HG�SXEOLFDWLRQV�OLNH�7KH�,QYHVWRUV�0RQWKO\�0DQXDO��%XUGHWW
V�6WRFN�([FKDQJH�2IILFLDO�
�� 7KH������LVVXH�RI�WKH�:RUOG�%DQNV�*OREDO�'HYHORSPHQW�)LQDQFH VXJJHVWV�WKDW�VWRFNV�DQG�ERQGV�DUH�QRZ�RI�URXJKO\�HTXDO�LPSRUWDQFH�LQ�LQWHUQDWLRQDO�SRUWIROLR�FDSLWDO�IORZV�WR�HPHUJLQJ�PDUNHWV��DIWHU�D�ORQJ�SHULRG�LQ�ZKLFK�GHEW�LQVWUXPHQWV��ERQGV�DQG�EDQN�ORDQV��GRPLQDWHG�SXUFKDVHV�RI�HTXLWLHV�
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,QWHOOLJHQFH��3RRU
V�0DQXDO�RI�5DLOURDGV� DQG�+HUDSDWK
V�5DLOZD\�-RXUQDO�� 7KH\�FDQ�H[SODLQ�WKH�SUDFWLFH�E\�HVWDEOLVKHG�UDLOURDGV�RI�JXDUDQWHHLQJ�WKH�ERQGV�RI�IHHGHU�OLQHV���)LQDOO\�� LQIRUPDWLRQ�DV\PPHWULHV�FDQ�H[SODLQ�WKH�VXUSULVLQJO\�OLPLWHG�LPSRUWDQFH�RI�)',� SULRU� WR� ����� DQG� WKH� LPSRUWDQFH� RI� WKH� IUHHVWDQGLQJ� FRPSDQ\� DV� WKH�YHKLFOH� IRU�IRUHLJQ�GLUHFW�LQYHVWPHQW���$�FRQVLGHUDEOH�PDMRULW\�RI�IRUHLJQ�LQYHVWPHQW�SULRU�WR������WRRN� WKH� IRUP� RI� SRUWIROLR� LQYHVWPHQW�� ZKHUHDV� GLUHFW� LQYHVWPHQW� DQG� SRUWIROLR�LQYHVWPHQW�DUH�RI�URXJKO\�HTXDO�LPSRUWDQFH�WRGD\��� $QG�ZKHUHDV���WK FHQWXU\�)',�ZDV�XQGHUWDNHQ� PDLQO\� E\� IUHH�VWDQGLQJ� FRPSDQLHV� �FRPSDQLHV� LQFRUSRUDWHG� LQ� %ULWDLQ��)UDQFH��%HOJLXP�DQG�RWKHU�:HVWHUQ�(XURSHDQ�FRXQWULHV�IRU�WKH�VROH�SXUSRVH�RI�LQYHVWLQJ�DQG�GRLQJ�EXVLQHVV� LQ�DQ�HPHUJLQJ�PDUNHW��� LW� WDNHV�SODFH�WRGD\�WKURXJK�WKH�DJHQF\�RI�PXOWLQDWLRQDO�HQWHUSULVHV�WKDW�HVWDEOLVK�IRUHLJQ�EUDQFKHV�DQG�IRUHLJQ�VXEVLGLDULHV��� )UHH�VWDQGLQJ�FRPSDQLHV��LQ�WKH�ZRUGV�RI�:LONLQV��������S������³ZHUH�VWUXFWXUHG�WR�VROYH�WKH�SUREOHP�SRVHG� HDUOLHU�� EXVLQHVV� DEURDG�ZDV� ULVN\�� LW�ZDV� KDUG� WR� REWDLQ� DGHTXDWH� DQG�UHOLDEOH� LQIRUPDWLRQ�DERXW� ILUPV� LQ�GLVWDQW� ODQGV�� UHWXUQV�ZHUH�XQSUHGLFWDEOH��EXW� WKHUH�ZHUH� FOHDUO\� RSSRUWXQLWLHV� DEURDG�� D� FRPSDQ\� RUJDQL]HG� ZLWKLQ� WKH� VRXUFH�RI�FDSLWDO�FRXQWU\��ZLWK� D� UHVSRQVLEOH�ERDUG�RI�GLUHFWRUV�� XQGHU� VRXUFH�RI�FDSLWDO� FRXQWU\� ODZ�� WR�PRELOL]H FDSLWDO� �DQG� RWKHU� DVVHWV�� DQG� WR� FRQGXFW� WKH� EXVLQHVV� LQ� IRUHLJQ� FRXQWULHV�FRXOG� WDNH� DGYDQWDJH� RI� WKH� RSSRUWXQLWLHV�� ZKLOH� UHGXFLQJ� WKH� WUDQVDFWLRQ� FRVWV� E\�SURYLGLQJ�D�IDPLOLDU�FRQGXLW�´&RQWUDFWLQJ�3UREOHPV,QIRUPDWLRQ� SUREOHPV�PD\�KDYH�EHHQ� WKH�NH\� H[SODQDWLRQ� IRU� WKH� UHODWLYHO\� OLPLWHG�VFRSH�RI�ODWH���WK�FHQWXU\�FDSLWDO�IORZV���%XW�WKH\�ZHUH�QRW�WKH�HQWLUH�VWRU\���%H\RQG�WKH�LPPHGLDWH�SUREOHP�RI�JHRJUDSKLFDO� LJQRUDQFH��GLVWDQFH�PDGH�IRU�SUREOHPV�RI�FRQWURO���,W� ZDV� KDUG� WR�PRQLWRU� DFWLRQV� WDNHQ� E\�PDQDJHPHQW� WKRXVDQGV� RI�PLOHV� DZD\�ZKHQ�URXQG�WULS�FRPPXQLFDWLRQ�FRXOG�WDNH�D�PRQWK��)RUHLJQ� LQYHVWRUV�ZHUH�DOVR�GHWHUUHG�E\� WKH�XQFHUWDLQ� OHJDO�VHFXULW\�RI� WKHLU�FODLPV���)RU� H[DPSOH�� EHFDXVH� WKH�8QLWHG�6WDWHV�ZDV� D� IHGHUDWLRQ��FRUSRUDWLRQV�ZHUH�FKDUWHUHG�E\� WKH� VWDWHV�� QRW� WKH� IHGHUDO� JRYHUQPHQW�� DQG� JRYHUQHG� E\� WKH� ODZV� RI� WKH� VWDWH� LQ�TXHVWLRQ�� � 6WDWHV� SURKLELWHG� IRUHLJQHUV� IURP� VHUYLQJ� DV� GLUHFWRUV� RI� WKH� FRUSRUDWLRQV�FKDUWHUHG� WKHUH�� � ,Q� UHVSRQVH�� VRPH� %ULWLVK� LQYHVWRUV� KLUHG� $PHULFDQ� FLWL]HQV� WR�
�� %ORRPILHOG���������SS������ 6HH� :LONLQV� �������� )UHH� VWDQGLQJ� FRPSDQLHV EHFDPH� LQFUHDVLQJO\� LPSRUWDQW� DV� %ULWLVK� LQYHVWRUV�JUDGXDOO\� GLYHUVLILHG� EH\RQG� LQYHVWPHQWV� LQ� UDLOURDGV� DQG� JRYHUQPHQW� ERQGV� LQWR� IDUPLQJ�� UDQFKLQJ��PLQLQJ� DQG� EUHZLQJ� DQG� WKH\� VRXJKW� WR� VXUPRXQW� WKH� DJHQF\� SUREOHPV� DVVRFLDWHG� ZLWK� WKH� DWWHPSW� WR�FRQWURO IDU�GLVWDQW�$PHULFDQ�PDQDJHPHQW�
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UHSUHVHQW�WKHP�RQ�WKH�ERDUG��EXW�WKLV�H[WUD�OD\HU�EHWZHHQ�RZQHUVKLS�DQG�FRQWURO�KDG�WKH�SUHGLFWDEOH�HIIHFW�RI�DGGLQJ�SULQFLSDO�DJHQW�VODFN�)RUHLJQ�LQYHVWRUV�DOVR�KDG�UHDVRQ�WR�IHDU�WKDW�WKH\�ZRXOG�QRW�EH�WUHDWHG�IDLUO\�XQGHU�$PHULFDQ�EDQNUXSWF\�ODZ���7KH\�ZRUULHG�WKDW�FRPSDQLHV�PLJKW�EH�ZRXQG�XS�DQG�WKHLU�DVVHWV�VROG�RII�WR�RWKHU�FODLPDQWV�WR�WKH�GHWULPHQW�RI�IRUHLJQ�LQYHVWRUV�7KXV��$PHULFD¶V�H[SHULHQFH�EHIRUH������SRLQWV�RXW�WKH�LPSRUWDQFH�RI�WUDQVSDUHQW�DQG�HTXLWDEOH�EDQNUXSWF\� ODZV� IRU�HPHUJLQJ�PDUNHWV� VHHNLQJ� WR�DWWUDFW� IRUHLJQ� LQYHVWPHQW���7KLV�RI�FRXUVH�ZDV�WKH�DWWUDFWLRQ�RI�LQYHVWLQJ�LQ�WKH�FRORQLHV��ZKHUH�EDQNUXSWF\�ODZ�ZDV�IDPLOLDU� DQG� FUHGLWRU� ULJKWV� ZHUH� UHODWLYHO\� VHFXUH�� � 'LUHFW� LQYHVWPHQW� WKURXJK�IUHHVWDQGLQJ� FRPSDQLHV� ZDV� DQRWKHU� VROXWLRQ�� � :LONLQV� HPSKDVL]HV� QRW� RQO\� WKH�GLIILFXOW\� RI� REWDLQLQJ� DGHTXDWH� DQG� UHOLDEOH� LQIRUPDWLRQ� EXW� DOVR� WKH� DGYDQWDJHV� RI�HVWDEOLVKLQJ� WKH� FRXQWU\� GRLQJ� EXVLQHVV� DEURDG� XQGHU� VRXUFH�RI�FDSLWDO� FRXQWU\� ODZ� WR�PLQLPL]H�FRQWUDFWLQJ�SUREOHPV���%ULWLVK�VKDUHKROGHUV�FRXOG EH�FRQILGHQW�RI�WKHLU�ULJKWV�EHFDXVH�WKH�IUHHVWDQGLQJ�FRPSDQ\�ZDV�VXEMHFW�WR�%ULWLVK�ODZ�7KH�$EVHQFH�RI�$GHTXDWH�$FFRXQWLQJ�6WDQGDUGV��:KLOH�GLIILFXOWLHV�RI� FRQWUDFW� HQIRUFHPHQW�PD\�KDYH�EHHQ� D� VLJQLILFDQW�GHWHUUHQW� WR�IRUHLJQ� LQYHVWPHQW�� DV\PPHWULF� LQIRUPDWLRQ�ZDV� WKH�RYHUZKHOPLQJ� LPSRUWDQW�REVWDFOH�WR� LQWHUQDWLRQDO� FDSLWDO� IORZV��� 7KHVH� LQIRUPDWLRQ� SUREOHPV�ZHUH� FRPSRXQGHG� E\� WKH�LQDGHTXDF\� RI� SUHYDLOLQJ� DXGLWLQJ� DQG� DFFRXQWLQJ� VWDQGDUGV�� � ,Q� SDUWLFXODU�� %ULWLVK�LQYHVWRUV�ZHUH�GHWHUUHG�IURP�LQYHVWLQJ�LQ�WKH�8QLWHG�6WDWHV�E\�WKH�XQGHUGHYHORSPHQW�RI�$PHULFDQ�DFFRXQWLQJ�SUDFWLFHV���,Q�WKH�8�6��FDVH��ERWK�PDUNHW�GLVFLSOLQH�DQG�UHJXODWRU\�LQWHUYHQWLRQ�ZHUH�QHHGHG�IRU�WKH�DGRSWLRQ�RI�JHQHUDOO\�DFFHSWHG�DFFRXQWLQJ�SULQFLSOHV���0DUNHW�GLVFLSOLQH�ZDV�DSSOLHG�E\ %ULWLVK� LQYHVWRUV�� ZKR� LQVLVWHG� RQ� WKH� WUDQVIHU� WR� WKH� 8QLWHG� 6WDWHV� RI� DFFRXQWLQJ�SUDFWLFHV� DFFHSWHG� LQ� %ULWDLQ�� � 7KHLU� SUHIHUUHG� DJHQW� IRU� WKH� WUDQVIHU� ZDV� WKH� %ULWLVK�FKDUWHUHG� DFFRXQWDQF\� ILUP�� � $QRWKHU� VRXUFH� RI�PDUNHW� GLVFLSOLQH�ZDV� WKH�1HZ�<RUN�6WRFN� ([FKDQJH�� ZKLFK� IURP� WKH� WXUQ� RI� WKH� FHQWXU\� UHTXLUHG� WKH� SXEOLFDWLRQ� RI�VWDQGDUGL]HG�EDODQFH�VKHHWV�E\�DOO�HQWLWLHV�ZKRVH�VHFXULWLHV�ZHUH�DFFHSWHG�IRU�OLVWLQJ���%XW�PDUNHW�GLVFLSOLQH�ZDV�QRW�HQRXJK���,Q�DGGLWLRQ�WKHUH�ZDV�WKH�QHHG�IRU�UHJXODWRU\�LQWHUYHQWLRQ�� VWDUWLQJ� ZLWK� WKH� ,QWHUVWDWH� &RPPHUFH� &RPPLVVLRQ�� ZKLFK� UHTXLUHG� WKH�UDLOURDGV��LW��UHJXODWHG��WR��SURYLGH��LQIRUPDWLRQ��XVLQJ�VWDQGDUGL]HG�DFFRXQWLQJ�SUDFWLFHV�
�� $V�DOVR�HPSKDVL]HG�E\�'DYLV�DQG�*DOOPDQ��������
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IURP� WKH� ����V�� DQG� FXOPLQDWLQJ� LQ� WKH� UHJXODWLRQV� LPSRVHG� E\� WKH� 6HFXULWLHV� DQG�([FKDQJH�&RPPLVVLRQ� LQ������� �7KH�8QLWHG�6WDWHV¶�RZQ�H[SHULHQFH�VXJJHVWV� WKDW� WKH�GHYHORSPHQW�RI�D�XQLIRUP��WUDQVSDUHQW�DFFRXQWLQJ�VWDQGDUG�LV�QR�PHDQ�WDVN���,W�VXJJHVWV�WKDW�PDUNHW�GLVFLSOLQH�DQG�JRYHUQPHQW� LQWHUYHQWLRQ�LV�ERWK�QHHGHG�WR�\LHOG�WKH�GHVLUHG�UHVXOW���,QWHUQDWLRQDO�LQYHVWRUV�FDQ�EH�DQ�LPSRUWDQW�VRXUFH�RI�WKDW�PDUNHW�GLVFLSOLQH��DQG�LQWHUQDWLRQDO�DFFRXQWLQJ�ILUPV�FDQ�EH�HIILFLHQW�DJHQWV�RI�WHFKQRORJ\�WUDQVIHU���%XW�XQWLO�WKDW� WUDQVIHU� LV� HIIHFWHG�� WKH� LQWHJUDWLRQ� RI� WKH� GRPHVWLF� ILQDQFLDO� PDUNHWV� ZLWK� WKHLU�IRUHLJQ�FRXQWHUSDUWV�ZLOO�QHFHVVDULO\�UHPDLQ�LQFRPSOHWH�0DFURHFRQRPLF�5LVNV$�QXPEHU� RI� REVHUYHUV� HPSKDVL]H� H[FKDQJH� ULVN�� XQVWDEOH� DQG� XQFHUWDLQ�PRQHWDU\�DQG� ILVFDO� SROLFLHV�� DQG� SROLWLFDO� ULVN� DV� IDFWRUV� OLPLWLQJ� SUH������ LQWHUQDWLRQDO�LQYHVWPHQW� IORZV�� � 0DGGHQ� ������� S������ HPSKDVL]HV� WKH� LPSRUWDQFH� RI� D� VWDEOH�VWDQGDUG�RI�YDOXH��VWDWLQJ�WKDW�³LW�LV�RI�FRXUVH�FRPPRQ�NQRZOHGJH´�WKDW�%ULWLVK�LQYHVWRUV�YLHZHG�VHFXULWLHV� LVVXHG�E\�FRXQWULHV�QRW�RQ� WKH�JROG�VWDQGDUG�DV� ULVNLHU� WKDQ� WKRVH�RI�FRXQWULHV� WKDW� ZHUH�� �0DQ\� IRUHLJQ� VHFXULWLHV� LVVXHG� LQ� /RQGRQ�ZHUH� GHQRPLQDWHG� LQ�VWHUOLQJ�DQG�VSHFLILHG�WKDW�SULQFLSDO�DQG�LQWHUHVW�ZHUH�SD\DEOH�LQ�VWHUOLQJ��RU�LQ�IRUHLJQ�FXUUHQF\�FRQYHUWLEOH�LQWR�VWHUOLQJ�DW�D�IL[HG�UDWH�RI�H[FKDQJH���EXW�LQ�WKLV�FDVH�H[FKDQJH�UDWH� IOXFWXDWLRQV� FUHDWHG� FUHGLW� ULVN� LQVWHDG� RI� FXUUHQF\� ULVN�� � �&XUUHQF\� GHSUHFLDWLRQ�PLJKW� SXVK� WKH� ERUURZHU� LQWR� EDQNUXSWF\� E\� UDLVLQJ� WKH� YDOXH� RI� KLV� GHEW� VHUYLFH�SD\PHQWV� UHODWLYH� WR� KLV� LQFRPH� VWUHDP����� � ,Q� WKH� FDVH�RI�JRYHUQPHQW�ERQGV�� WKH� IHDUZDV� WKDW� JRYHUQPHQWV� RII� JROG�ZRXOG� VXFFXPE� WR� WKH� WHPSWDWLRQ� WR� OLYH� EH\RQG� WKHLU�PHDQV�� � )RU� H[DPSOH�� %DULQJV� �WKH� IDPRXV� /RQGRQ� PHUFKDQW� EDQN�� KDG� XQXVXDO�GLIILFXOW\� LQ� SODFLQJ� 8�6�� JRYHUQPHQW� ERQGV� LQ� WKH� VHFRQG� KDOI� RI� WKH� ����V�� VLQFH�LQYHVWRUV�IHDUHG�WKDW�SURIOLJDF\�RI�WKH�JRYHUQPHQW�RSHUDWLQJ�XQGHU�D�ILDW�PRQH\�UHJLPH�ZRXOG�SUHFLSLWDWH�D�ILQDQFLDO�FULVLV�DQG�IRUFH�LW�WR�UHSXGLDWH�WKH�GHEW���7KH�%ODQG�%LOO�RI������� ZKLFK� UDLVHG� WKH� VSHFWHU� RI� ODUJH�VFDOH� VLOYHU� FRLQDJH�� VLPLODUO\� FDXVHG� %ULWLVK�LQYHVWRUV� WR� OLTXLGDWH� WKHLU�8�6��JRYHUQPHQW� VHFXULWLHV� LQ� IDYRU�RI�FRORQLDO�ERQGV�ZLWK�LQWHUHVW�DQG�SULQFLSDO�JXDUDQWHHG�LQ�VWHUOLQJ���$JDLQ�LQ�WKH�HDUO\�����V��WKH�SRVVLELOLW\�RI�IUHH�VLOYHU�FRLQDJH�OHG�IRUHLJQ�LQYHVWRUV�WR�OLTXLGDWH�WKHLU�KROGLQJV�RI�8�6��VHFXULWLHV�DQG�WR�D�ULVH�LQ�WKH�SUHPLD�RQ�8�6��ERQGV�DQG�IRUHLJQ�H[FKDQJH���%RUGR�DQG�5RFNRII���������������ILQG�WKDW�WKH�HIIHFW�ZDV�JHQHUDO��ORDQV�WR�FRXQWULHV�ZLWK�D�IOXFWXDWLQJ�VWDQGDUG�RI�
�� 7KLV�SKHQRPHQRQ�ZLOO�EH�IDPLOLDU�WR�REVHUYHUV�RI�WKH�$VLDQ�FULVLV��7KHUH��EDQNV�ZKLFK�ZHUH�SURKLELWHG�IURP�PDLQWDLQLQJ� RSHQ� IRUHLJQ� SRVLWLRQV� DQG�ZKLFK� WKHUHIRUH� RIIVHW� WKHLU� IRUHLJQ�FXUUHQF\� OLDELOLWLHV� E\�PDNLQJ�IRUHLJQ�FXUUHQF\�ORDQV�WR�GRPHVWLF�FRUSRUDWLRQV�VLPSO\�VXEVWLWXWHG�FUHGLW�ULVN�IRU�FXUUHQF\�ULVN�
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YDOXH� FRPPDQGHG� VLJQLILFDQWO\� KLJKHU� LQWHUHVW� UDWHV� LQ� ERWK� WKH� ���������� JROG�VWDQGDUG�DQG�����������JROG�H[FKDQJH�VWDQGDUG�SHULRGV�
,9��)LQDQFLDO�&ULVHV�7KHQ�DQG�1RZ
7KH� UHFHQW� H[SHULHQFHV� RI� LQWHUQDWLRQDO� FULVHV� LQ� HPHUJLQJ�PDUNHWV� LQ� /DWLQ�$PHULFD� DQG�$VLD� OHDGV� WR� WKH� LPSUHVVLRQ� WKDW� ILQDQFLDO� FULVHV� DUH� D�SKHQRPHQRQ�RI� WKH�FXUUHQW�DJH�RI�JOREDOL]LQJ�FDSLWDO�PDUNHWV���,Q�IDFW�WKLV�LV�QRW�WKH�FDVH��WKH�ZRUOG�KDV�VHHQ�ZDYHV�RI�FULVLV�VLQFH� WKH� DGYHQW� RI� FDSLWDOLVP� DQG� WKH� HDUOLHU� HUD� RI� JOREDOL]DWLRQ� EHIRUH� �����ZLWQHVVHG�VLPLODU�SDWWHUQV�RI�FDSLWDO�LQIORZV��OHQGLQJ ERRPV��IROORZHG�E\�FDSLWDO�RXWIORZV�DQG�OHQGLQJ�EXVWV�
+LVWRULFDO�1DUUDWLYH7KH�FODVVLF� FDVH�ZLWK� UHVRQDQFH� IRU� WRGD\� LV�/DWLQ�$PHULFD¶V�H[SHULHQFH�ZLWK� OHQGLQJ�ERRPV�DQG�EXVWV�SULRU�WR�������0DULFKDO���������7KH�ILUVW�ZDYH�RI�%ULWLVK�FDSLWDO�IORZV�WR�WKH QHZ�VWDWHV�RI�WKH�UHJLRQ�WR�ILQDQFH�LQIUDVWUXFWXUH�DQG�JROG�DQG�VLOYHU�PLQHV�HQGHG�ZLWK� WKH� FULVLV� RI� ������ � %ULWLVK� LQYHVWRUV� KDG� SXUFKDVHG� /DWLQ� $PHULFDQ� VWRFNV� DQG�ERQGV�� VRPH� RI� ZKLFK� ZHUH� LQ� QRQH[LVWHQW� FRPSDQLHV� DQG� HYHQ� FRXQWULHV�� ZLWK� JD\�DEDQGRQ��1HDO���������7KH�ERRP�HQGHG�ZLWK�D�VWRFN�PDUNHW�FUDVK�DQG�D�EDQNLQJ�SDQLF���7KH� QHZ� FRXQWULHV� GHIDXOWHG� RQ� WKHLU� GHEWV� DQG� ORVW� DFFHVV� WR� LQWHUQDWLRQDO� FDSLWDO�PDUNHWV�IRU�GHFDGHV��XQWLO�WKH\�UHQHJRWLDWHG�WHUPV�DQG�EHJDQ�SD\LQJ�LQWR�DUUHDUV��&ROH��'RZ�DQG (QJOLVK�������7KH� VHFRQG�ZDYH�RI� IRUHLJQ� OHQGLQJ� WR�/DWLQ�$PHULFD� LQ� WKH�����V�DQG�����V�ZDV�XVHG� WR� ILQDQFH� UDLOURDGL]DWLRQ� DQG� HQGHG� LQ� WKH� ����� ILQDQFLDO� FULVLV�� � )DFHG� ZLWK�GHWHULRUDWLQJ�WHUPV�RI�WUDGH�DQG�D�GHDUWK�RI�H[WHUQDO�ILQDQFH��FRXQWULHV�GHIDXOWHG�RQ�WKHLU�GHEWV�7KH� WKLUG� ZDYH� LQ� WKH� ����V� LQYROYHG� PDVVLYH� IORZV� IURP� %ULWDLQ� DQG� (XURSH�JHQHUDOO\� WR�ILQDQFH�WKH�LQWHULRU�GHYHORSPHQW�RI�$UJHQWLQD�DQG�8UXJXD\��LW�HQGHG�ZLWK�WKH�FUDVK�RI�������OHDGLQJ�WR�WKH�LQVROYHQF\�RI�%DULQJV���$UJHQWLQH�VWDWH ERQGV�ZHQW�LQWR�GHIDXOW��D�PRUDWRULXP�ZDV�GHFODUHG��DQG�IORZV�WR�WKH�UHJLRQ�GULHG�XS�IRU�KDOI�D�GHFDGH���,Q�WKH�ZDNH�RI�WKH�%DULQJ�&ULVLV��ILQDQFLDO�GLVWUHVV�LQ�/RQGRQ�DQG�KHLJKWHQHG�DZDUHQHVV�RI� WKH� ULVNV�RI� IRUHLJQ� OHQGLQJ�ZRUVHQHG� WKH� FDSLWDO�PDUNHW�DFFHVV�RI�RWKHU�³HPHUJLQJ�PDUNHWV´�OLNH�$XVWUDOLD�DQG�1HZ�=HDODQG���7KH�QH[W�ZDYH�RI�FDSLWDO�IORZV�WR�HPHUJLQJ�PDUNHWV� VWDUWHG� XS� RQO\� DIWHU� WKH� WXUQ� RI� WKH� FHQWXU\�� RQFH� WKLV� ZUHFNDJH� KDG� EHHQ�FOHDUHG�DZD\�
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/DWLQ�H[SHULHQFH�PD\�EH�WKH�FODVVLF��EXW� WKH�8QLWHG�6WDWHV�DOVR�H[SHULHQFHG�OHQGLQJ�ERRPV� DQG� EXVWV��� 7KH� ILUVW�ZDYH� RI�%ULWLVK� FDSLWDO� LQ� WKH� ����V� DQG� ����V�ZHQW� WR�ILQDQFH� FDQDOV� DQG� WKH� FRWWRQ� ERRP�� � ,W� HQGHG� LQ� WKH� GHSUHVVLRQ� RI� ���������� ZLWK�GHIDXOWV�E\�HLJKW�VWDWHV��FDXVLQJ�%ULWLVK�LQYHVWRUV�WR�VKXQ�8�6��LQYHVWPHQWV�IRU�WKH�UHVW�RI�WKH�GHFDGH�7KH� VHFRQG�ZDYH� IROORZHG� WKH�8�6�� &LYLO�:DU� DQG�ZDV� XVHG� WR� ILQDQFH�ZHVWZDUG�H[SDQVLRQ�� � 7KH� WKUHDW� WKDW� WKH� FRXQWU\� ZRXOG� DEDQGRQ� JROG� IRU� VLOYHU� SUHFLSLWDWHG�FDSLWDO�IOLJKW�LQ�WKH�PLG�����V�EXW��XQOLNH�WKH /DWLQ�FDVH��GLG�QRW�OHDG�WR�WKH�VXVSHQVLRQ�RI�FRQYHUWLELOLW\�RU�DQ�H[WHQGHG�UHYHUVDO�RI�FDSLWDO�IORZV�)LQDQFLDO� FULVHV� LQ� WKLV� SHULRG�ZHUH� SUHFLSLWDWHG� E\� HYHQWV� LQ� ERWK� OHQGLQJ� DQG� WKH�ERUURZLQJ�FRXQWULHV��� $�QXPEHU�RI�FULVHV�EHJDQ�LQ�(XURSH�GXH�WR�KDUYHVW�IDLOXUHV���2Q�VHYHUDO�VXFK�RFFDVLRQV��������������������WKH�%DQN�RI�(QJODQG�UDLVHG�LWV�GLVFRXQW�UDWH�LQ� UHVSRQVH� WR� DQ� H[WHUQDO� GUDLQ� RI� JROG� UHVHUYHV�� �7KLV� KDG� VHULRXV� FRQVHTXHQFHV� IRU�FDSLWDO� IORZV� WR� WKH�1HZ�:RUOG�� � 7KXV�� WKH� ����� FULVLV� VSUHDG� WR 1RUWK�$PHULFD� YLD�%ULWLVK�LQWHUPHGLDULHV�WKDW�ILQDQFHG�WKH�H[SRUW�RI�FRWWRQ�IURP�1HZ�2UOHDQV�WR�/LYHUSRRO��OHDGLQJ� WR� WKH� VXVSHQVLRQ� RI� VSHFLH� FRQYHUWLELOLW\� E\� WKH� 8QLWHG� 6WDWHV� DQG� WR� EDQN�IDLOXUHV�DFURVV�WKH�FRXQWU\�1RW� DOO� FULVHV� RULJLQDWHG� LQ� WKH� 2OG�:RUOG�� � 6RPH� HPDQDWHG� IURP� /DWLQ� $PHULFD��ZKHUH�WKH\�ZHUH�SUHFLSLWDWHG�E\�VXSSO\�VKRFNV�WKDW�PDGH�LW�LPSRVVLEOH�IRU�FRPPRGLW\�H[SRUWLQJ� FRXQWULHV� WR� VHUYLFH� WKHLU� GHEWV�� DQG� E\� H[SDQVLRQDU\� PRQHWDU\� DQG� ILVFDO�SROLFLHV� DGRSWHG� LQ� WKH� HIIRUW� WR� SURWHFW� WKH� HFRQRP\� IURP� WKH� FRQVHTXHQFHV�� � 6RPH�ZHUH�WULJJHUHG�E\�ILQDQFLDO�LQVWDELOLW\��HVSHFLDOO\�LQ�WKH�8QLWHG�6WDWHV��D�FRXQWU\�KREEOHG�E\�D�IUDJLOH�XQLW�EDQNLQJ�V\VWHP�DQG�ODFNLQJ�D�OHQGHU�RI�ODVW�UHVRUW���7KHVH�FULVHV�LQ�WKH�SHULSKHU\� LQ� WXUQ� LQIHFWHG� WKH�(XURSHDQ�FRUH�� �&ODVVLF�H[DPSOHV� LQFOXGH� WKH�$UJHQWLQH�FULVLV�RI���������DQG�WKH�8�6��FULVHV�RI������DQG������$� IRXUWK�ZDYH�RI� IORZV� WR� HPHUJLQJ�PDUNHWV� �DQG� WR� WKH�³UH�HPHUJLQJ�PDUNHWV´�RI�(XURSH��RFFXUUHG� LQ� WKH�����V�DIWHU� OHDGHUVKLS� LQ� LQWHUQDWLRQDO� ILQDQFLDO�DIIDLUV�VKLIWHG�IURP�/RQGRQ�WR�1HZ�<RUN����%RUGR��(GHOVWHLQ�DQG�5RFNRII���������,W�FDPH�WR�D�FORVH�DW�WKH�HQG�RI�WKH�GHFDGH�ZLWK�WKH�FROODSVH�RI�FRPPRGLW\�SULFHV�DQG�WKH�*UHDW�'HSUHVVLRQ���9LUWXDOO\� DOO� FRXQWULHV�� ZLWK� WKH� H[FHSWLRQ� RI� $UJHQWLQD�� GHIDXOWHG� RQ� WKHLU� GHEWV���3ULYDWH�SRUWIROLR�FDSLWDO�GLG�QRW�UHWXUQ�WR�WKH�UHJLRQ�IRU�IRXU�GHFDGHV�
�� 6HH�'H/RQJ���������� 6HH�%RUGR�DQG�0XUVKLG��������IRU�HYLGHQFH�RQ�WKH�LQWHUQDWLRQDO�WUDQVPLVVLRQ�RI�ILQDQFLDO�FULVHV�DQG�FRQWDJLRQ�HIIHFWV�IURP������WR�WKH�SUHVHQW�
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7KHVH� LQWHU�ZDU� FULVHV�ZHUH�JUHDWHU� LQ�ERWK� VHYHULW\� DQG� VFRSH�� �7KH\�ZHUH� WLHG�XS�ZLWK�WKH�IODZV�RI�WKH�JROG�H[FKDQJH�VWDQGDUG���&RPSDUHG�WR�WKH�SUH�ZDU�JROG�VWDQGDUG��WKH� FUHGLELOLW\� RI� WKH� FRPPLWPHQW� WR� JROG� FRQYHUWLELOLW\� ZDV� ZHDN�� DQG� FDSLWDO� IORZV�ZHUH�QRW�DV�VWDELOL]LQJ���7KLV�IUDJLOH�V\VWHP�FDPH�XQGHU�HDUO\�VWUDLQ�IURP�FKDQJHV�LQ�WKH�SDWWHUQ� RI� LQWHUQDWLRQDO� VHWWOHPHQWV�� UHIOHFWLQJ� WKH� SHUVLVWHQW� ZHDNQHVV� RI� SULPDU\�FRPPRGLW\� SULFHV� DQG� WKH� LPSDFW� RQ� WKH� FXUUHQW� DFFRXQW� RI� UHSDUDWLRQV� DQG�ZDU�GHEW�SD\PHQWV�+HQFH�� ZKHQ� WKH� *UHDW� 'HSUHVVLRQ� KLW�� EDQNLQJ� SDQLFV� VSUHDG� YLD� WKH� IL[HG�H[FKDQJH� UDWHV� RI� WKH� JROG�H[FKDQJH� VWDQGDUG�� � &RXQWULHV� ZHUH� RQO\� VSDUHG� WKH�UDYDJHV�RI�GHSUHVVLRQ�ZKHQ� WKH\� FXW� WKH� OLQN�ZLWK�JROG��GHYDOXLQJ� WKHLU�FXUUHQFLHV�DQG�DGRSWLQJ�UHIODWLRQDU\�SROLFLHV�7KH�%UHWWRQ�:RRGV�6\VWHP�HVWDEOLVKHG� LQ� UHDFWLRQ� WR� WKH�SUREOHPV�RI� WKH� LQWHU�ZDU�SHULRG�SODFHG�OLPLWV�RQ�FDSLWDO�PRELOLW\���,Q�UHVSRQVH�WR�WKH�LQWHU�ZDU�H[SHULHQFH�ZLWK�EDQNLQJ�FULVHV��JRYHUQPHQWV�FUHDWHG�HODERUDWH�V\VWHPV�RI�UHJXODWLRQ�WR�UHGXFH�ULVN�WDNLQJ�LQ�WKH�GRPHVWLF�ILQDQFLDO�VHFWRU�DQG�FRQVWUXFWHG�D�ILQDQFLDO�VDIHW\�QHW�LQ�WKH�IRUP�RI�GHSRVLW�LQVXUDQFH�DQG�OHQGHUV�RI�ODVW�UHVRUW���7KH�UHVXOW�ZDV�YLUWXDOO\�QR�EDQNLQJ�FULVHV�IRU�WKH�EHWWHU�SDUW�RI�IRXU�GHFDGHV�&ULVHV� XQGHU� %UHWWRQ�:RRGV�ZHUH� VWULFWO\� FXUUHQF\� FULVHV�� LQ�ZKLFK� VSHFXODWRUV�DWWDFNHG� FRXQWULHV� WKDW� DWWHPSWHG� WR� GHIHQG� H[FKDQJH� UDWHV� LQFRQVLVWHQW�ZLWK� WKHLU�GRPHVWLF� PDFURHFRQRPLF� DQG� ILQDQFLDO� SROLFLHV�� � 7KHVH� DWWDFNV� HQGHG� HLWKHU� LQ�GHYDOXDWLRQ� RU�� RQ� RFFDVLRQ�� LQ� D� VXFFHVVIXO� UHVFXH� PRXQWHG� E\� LQWHUQDWLRQDO�DXWKRULWLHV� �WKH� ,0)� DQG� WKH� *������ � 7KLV� FRQWUDVWV� ZLWK� WKH� 9LFWRULDQ� (UD�� ZKHQ�WKHUH�ZHUH� IHZHU�³SXUH�FXUUHQF\ FULVHV´� �XQDFFRPSDQLHG�E\�EDQNLQJ�FULVHV��H[FHSW�DW�WKH�RXWEUHDN�RI�ZDUV�
,QFLGHQFH��'HSWK�DQG�6HYHULW\�RI�&ULVHV+RZ�GRHV�WKH�UHFRUG�RI�UHFHQW�HPHUJLQJ�PDUNHW�FULVHV�FRPSDUH�ZLWK�WKDW�RI�HDUOLHU�WLPHV"�%RUGR��(LFKHQJUHHQ��.OLQJHELHO�DQG�0DUWLQH]�3HULD��������SURYLGH�DQ�DQVZHU�WR�WKLV�TXHVWLRQ�EDVHG�RQ�DQQXDO�GDWD�IRU�UHDO�*'3�IRU�D�VDPSOH�RI����FRXQWULHV��ERWK�HPHUJLQJ�DQG�DGYDQFHG��IURP������WR������DQG�D�ODUJHU�VDPSOH�RI����FRXQWULHV�IURP������WR������'HILQLWLRQ�RI�&ULVHV,Q� RXU� VWXG\��ZH� GHILQH� ILQDQFLDO� FULVHV� DV� HSLVRGHV� RI� ILQDQFLDO� WXUEXOHQFH� WKDW�OHDG� WR�GLVWUHVV�± VLJQLILFDQW�SUREOHPV�RI� LOOLTXLGLW\�DQG�LQVROYHQF\�± DPRQJ�PDMRU�ILQDQFLDO�PDUNHW� SDUWLFLSDQWV� DQG�RU� WR� RIILFLDO� LQWHUYHQWLRQ� WR� FRQWDLQ� WKRVH�
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FRQVHTXHQFHV��:H�GLVWLQJXLVK�EHWZHHQ�FXUUHQF\��EDQNLQJ�DQG�WZLQ�FULVHV�:H� LGHQWLI\� WKHVH� HSLVRGHV� IURP� D� VXUYH\� RI� WKH� KLVWRULFDO� OLWHUDWXUH�� XVLQJ� WKH�IROORZLQJ�FULWHULD�WR�JXLGH�RXU�VXUYH\��)RU�DQ�HSLVRGH�WR�TXDOLI\�DV�D�FXUUHQF\�FULVLV��ZH�PXVW�REVHUYH�D�IRUFHG�FKDQJH�LQ�SDULW\��DEDQGRQPHQW�RI�D�SHJJHG�H[FKDQJH�UDWH��RU� DQ� LQWHUQDWLRQDO� UHVFXH�� ,Q� DGGLWLRQ�� ZH� FRQVWUXFW� WKH� QRZ�IDPLOLDU� LQGH[� RI�H[FKDQJH� PDUNHW� SUHVVXUH�� FDOFXODWHG� DV� D� ZHLJKWHG� DYHUDJH� RI� WKH� SHUFHQWDJH�FKDQJH� LQ� WKH�H[FKDQJH�UDWH�ZLWK� UHVSHFW� WR� WKH�FRUH�FRXQWU\� �WKH�8.�EHIRUH�������WKH�86�WKHUHDIWHU���WKH�FKDQJH�LQ�WKH�VKRUW�WHUP�LQWHUHVW�UDWH�GLIIHUHQWLDO�ZLWK�UHVSHFW�WR� WKH� FRUH� FRXQWU\�� DQG� WKH� GLIIHUHQFH� RI� WKH� SHUFHQWDJH� FKDQJH� LQ� UHVHUYHV� RI� D�JLYHQ� FRXQWU\� DQG� WKH�SHUFHQWDJH� FKDQJH� LQ� UHVHUYHV�RI� WKH� FRUH� FRXQWU\�� �$� FULVLV�RFFXUV� ZKHQ� WKLV� LQGH[� H[FHHGV� D� FULWLFDO� WKUHVKROG� �VD\�� RQH� DQG� D� KDOI� VWDQGDUG�GHYLDWLRQV�DERYH�LWV�PHDQ�YDOXH����:H�FRXQW�DQ�HSLVRGH�DV�D�FXUUHQF\�FULVLV�ZKHQ�LW�VKRZV�XS�DFFRUGLQJ�WR�HLWKHU��RU�ERWK�� RI� WKHVH� LQGLFDWRUV�� 6LQFH� ZH� DUH� FRQFHUQHG QRW� MXVW� ZLWK� WKH� IUHTXHQF\� RI�FULVHV� EXW� DOVR� ZLWK� WKH� RXWSXW� ORVV� DVVRFLDWHG� ZLWK� WKHP�� VXFFHVVLYH� FULVHV� WKDW�IROORZ�EHIRUH�UHFRYHU\�IURP�D�ILUVW�FULVLV�LV�FRPSOHWH�DUH�VFRUHG�DV�RQH�HYHQW�)RU� DQ� HSLVRGH� WR�TXDOLI\� DV� D�EDQNLQJ� FULVLV��ZH�PXVW�REVHUYH EDQN� UXQV��EDQN�IDLOXUHV� DQG� WKH� VXVSHQVLRQ� RI� FRQYHUWLELOLW\� RI� GHSRVLWV� LQWR� FXUUHQF\� �D� EDQNLQJ�SDQLF���RU�VLJQLILFDQW�EDQNLQJ�VHFWRU�SUREOHPV��LQFOXGLQJ�IDLOXUHV��WKDW�DUH�UHVROYHG�E\�D�ILVFDOO\�XQGHUZULWWHQ�EDQN�UHVWUXFWXULQJ���)RU� WKH�SHULRG�EHIRUH�������GDWD�DYDLODELOLW\� OLPLWV�XV�WR����FRXQWULHV��ZKLFK�ZH�FODVVLI\� DV� DGYDQFHG� LQGXVWULDO� RU� HPHUJLQJ��� :H� IROORZ� WKH� VDPH� ��� FRXQWULHV�WKURXJK� WKH� LQWHU�ZDU� SHULRG� DQG� %UHWWRQ� :RRGV� \HDUV�� DOWKRXJK� FKDQJHV� LQ� WKHLU�LQGXVWULDO� GHYHORSPHQW� OHDG� XV� WR� UHFODVVLI\� VHYHUDO� ³HPHUJLQJ� PDUNHWV´� DV�³LQGXVWULDO´� LQ� WKHVH� SHULRGV��� 7R� IDFLOLWDWH� FRPSDULVRQV� ZLWK� RWKHU� VWXGLHV� RI� WKH�
�� 7KLV�EXLOGV�RQ�WKH�H[FKDQJH�PDUNHW�SUHVVXUH�PRGHO�RI�*LUWRQ�DQG�5RSHU��������DQG�WKH�PHWKRGRORJ\�LQ�(LFKHQJUHHQ��5RVH�DQG�:\SORV]���������������)ROORZLQJ�WKH�ODWWHU��ZH�FKRVH�WKH�ZHLJKWV�WR�HTXDOL]H�WKH�FRQGLWLRQDO�YRODWLOLW\�RI�WKH�FRPSRQHQWV�RI�WKH�LQGH[��� )RU�WKH�SDVW������SHULRG�ZH�XVH�WKH�EDQNLQJ�FULVHV�GDWHV�IURP�&DSULR�DQG�.OLQJHELHO���������������DQG�WKH� FXUUHQF\� FULVHV� GDWHV� IURP� ,0)� �������� 7KH� FRPSOHWH� OLVW� RI� FULVHV� LV� LQ� WKH� $SSHQGL[� WR� %RUGR��(LFKHQJUHHQ��.OLQJHELHO�DQG�0DUWLQH]�3HULD���������� 7KH� SUH������ ³HPHUJLQJ� PDUNHWV�´� ZKRVH� VHOHFWLRQ� LV� GULYHQ� E\� GDWD� DYDLODELOLW\�� DUH� $UJHQWLQD��$XVWUDOLD�� %UD]LO�� &DQDGD�� &KLOH�� 'HQPDUN�� )LQODQG�� *UHHFH�� ,WDO\�� -DSDQ�� 1RUZD\�� 3RUWXJDO�� 6SDLQ��6ZHGHQ�� DQG� 8QLWHG� 6WDWHV�� 7KH� SUH������ LQGXVWULDO� HFRQRPLHV� DUH� %HOJLXP�� )UDQFH�� *HUPDQ\�� WKH�1HWKHUODQGV��6ZLW]HUODQG��DQG�*UHDW�%ULWDLQ��$V�QRWHG�LQ�%RUGR�DQG�(LFKHQJUHHQ���������FODVVLI\LQJ�WKH�8�6�� DV� DQ� HPHUJLQJ�PDUNHW� LV� FRQWURYHUVLDO��:H�GR� VR�EHFDXVH� WKH�8�6��ZDV� D� VWHDG\� FDSLWDO� LPSRUWHU�WKURXJK�PXFK�RI�WKH�SHULRG��OLNH�WKH�RWKHU�ODWH�GHYHORSHUV�LQ�RXU�VDPSOH��DQG�EHFDXVH�LW�ODFNHG�D�QXPEHU�RI�WKH�LQVWLWXWLRQV�RI�DQ�DGYDQFHG�LQGXVWULDO�HFRQRP\��QRWDEO\�D�FHQWUDO�EDQN��� 6WDUWLQJ� LQ� ������ ZH� UH�FODVVLI\� WKH� IROORZLQJ� FRXQWULHV� DV� LQGXVWULDO�� $XVWUDOLD�� &DQDGD�� 'HQPDUN��)LQODQG��,WDO\��-DSDQ��1RUZD\��6ZHGHQ�DQG�WKH�8QLWHG�6WDWHV�
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SRVW������SHULRG��ZH�FRQVLGHU����DGYDQFHG�LQGXVWULDO�DQG�HPHUJLQJ�PDUNHWV���7R�TXDQWLI\� WKH�GHSWK�DQG�GXUDWLRQ�RI�FULVHV��ZH�IRFXV�RQ� FKDQJHV�LQ� WKH�UDWH�RI�JURZWK�RI�*'3�DURXQG�WKHVH�GDWHV��7KH�PHWKRGRORJ\�GHSOR\HG�LV�D�YDULDQW�RI�WKDW�LQ�,0)� �������� :H� FDOFXODWH� WKH� WUHQG� UDWH� RI� JURZWK� RI� *'3� LQ� WKH� ILYH� \HDUV�SUHFHGLQJ� WKH�FULVLV��:H�FDOFXODWH� UHFRYHU\� WLPH�DV� WKH�QXPEHU�RI�\HDUV�EHIRUH� WKH�UDWH�RI�*'3�JURZWK� UHWXUQV� WR� WUHQG��:H�FDOFXODWH� WKH�DVVRFLDWHG� ORVV�RI�RXWSXW�DV�WKH� VXP� RI� WKH� GLIIHUHQFHV� EHWZHHQ� DFWXDO� *'3� JURZWK� DQG� WKH� ILYH�\HDU� DYHUDJH�SUHFHGLQJ�WKH�FULVLV�XQWLO�JURZWK�UHWXUQV�WR�WUHQG�)UHTXHQF\�RI�&ULVHV)LJXUH���VXPPDUL]HV�WKH�LQFLGHQFH�RI�FULVHV�LQ�WKH�IHZ�VXE�SHULRGV�ZH�IRFXV�RQ��:H�GLYLGH�WKH�QXPEHU�RI�FULVHV�E\�WKH�QXPEHU�RI�FRXQWU\�\HDU�REVHUYDWLRQV�LQ�HDFK�VXE�SHULRG��$V�FDQ�EH� VHHQ� WKH� LQFLGHQFH� IRU�DOO� FULVHV� IRU� WKH����FRXQWULHV������ ±�����DW������LV�WKUHH�WLPHV�DV�KLJK�DV�WKH�ODVW�HUD�RI�JOREDOL]DWLRQ�EHIRUH�������)RU�MXVW�WKH�VDPSOH�RI����FRXQWULHV��LW�LV�WZLFH�DV�KLJK��,W�LV�RQO\�ULYDOHG�E\�WKH�QRWRULRXV�LQWHU�ZDU�SHULRG��7KXV��FULVHV�DSSHDU�WR�EH�JURZLQJ�PRUH�IUHTXHQW�7KH�JUHDWHU�LQFLGHQFH�RI�FULVHV�VLQFH �����VHHPV�ODUJHO\�UHODWHG�WR�WKH�KLJKHU�LQFLGHQFH�RI�FXUUHQF\�FULVHV���7KH�SRVW������UDWH�LV�HLJKW�WLPHV�DV�KLJK�DV�WKH�SUH������UDWH�DQG����SHUFHQW�KLJKHU�WKDQ�WKH�FORVHVW�ULYDO��WKH�%UHWWRQ�:RRGV�SHULRG��
)LJXUH����&ULVLV�)UHTXHQF\
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%DQNLQJ�&ULVHV������������&XUUHQF\�&ULVHV���������������7ZLQ�&ULVHV�����������$OO�&ULVHV
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XUFH��%RUGR��(LFKHQJUHHQ��.OLQJHELHO��0DUWLQH]�3HULD�������
UDWLRQ�RI�&ULVHV:H� PHDVXUH� WKH� GXUDWLRQ� RI� FULVHV� E\� WKH� QXPEHU� RI� \HDUV� XQWLO� *'3� JURZWK�XUQV� WR� LWV� SUH�FULVLV� WUHQG�� LQFOXGLQJ� WKH� \HDU�ZKHQ� LW� UHWXUQV� WR� WKDW� WUHQG� �VHH�JXUH� ���� )RU� FXUUHQF\� FULVHV�� UHFRYHU\� WLPH� LV� ORQJHU� SUH�������� 7KLV� KROGV� IRU�WK� LQGXVWULDO� DQG� DGYDQFHG� FRXQWULHV�� 7KH� RSSRVLWH� LV� WKH� FDVH� IRU� EDQNLQJ� DQG�LQ�FULVHV��ZKLFK�VHHP�WR�WDNH�HYHQ�ORQJHU�WR�UHFRYHU�WKDQ�LQ�WKH�LQWHU�ZDU�SHULRG�
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)LJXUH�����2XWSXW�/RVV�3HU�&ULVLV

,PSOLFDWLRQV2XU� NH\� ILQGLQJ� LV� WKDW� WKH� FULVLV� SUREOHPUHJXODWRU\�DQG�PRQHWDU\� UHJLPHV�KDYH�EHHQ�IROO��± ��\HDUV�DQG�FRVWLQJ�DSSUR[LPDWHO\����SHUFHQWH[SHULHQFH�LV� WKH�JUHDWHU�IUHTXHQF\�RI�FULVHV�SRVWKH�LQWHU�ZDU��HVSHFLDOO\�WKH�LQFLGHQFH�RI�FXUUHQF\7KH� JUHDWHU� LQFLGHQFH� RI� FXUUHQF\� FULVHV� WRGDFRQVLVWHQW�ZLWK�WKH�QRWLRQ�WKDW�LQWHUQDWLRQDO�ILQDQD� KXQGUHG� \HDUV� DJR�� $V� ZH� SRLQWHG� RXW� LQ� 6LQYHVWPHQW�SULRU� WR������IORZHG�WR�D�KDQGIXO�RIVFRUHV� RI� QHZO\� LQGHSHQGHQW� FRXQWULHV� DFFHVVVFRUHV� PRUH� VHHNLQJ� WR� IROORZ� LQ� WKHLU� IRRWVWHGLVSURSRUWLRQDWHO\�WR�D�UHODWLYHO\�VPDOO�QXPEHU�RD� ODUJHU� QXPEHU� RI� HFRQRPLHV� LQYROYHG� LQ� WKHVHVRPH�H[WHQW�± DQG�VSHFLILFDOO\�WR�DQ�H[WHQW�VXIILFL
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� LV� QRW� QHZ�� &ULVHV� XQGHU� GLIIHUHQW�RZHG�E\�GRZQWXUQV�ODVWLQJ�RQ�DYHUDJH���RI�*'3��:KDW�LV�QHZ�DERXW�WKH�UHFHQW�W������WKDQ�HDUOLHU�UHJLPHV��H[FHSW�IRU��FULVHV��\� �HVSHFLDOO\� LQ� HPHUJLQJ�PDUNHWV�� LV�FH�LV�HYHQ�PRUH�JOREDOL]HG�WRGD\�WKDQ�HFWLRQ� �� DERYH�� WKH� EXON� RI� SRUWIROLR��FRXQWULHV�DQG�FRORQLHV��1RZ�WKHUH�DUH�LQJ� LQWHUQDWLRQDO� FDSLWDO� PDUNHWV� DQG�SV�� :KLOH� IRUHLJQ� OHQGLQJ� VWLOO� IORZV�I�QDWLRQDO�PDUNHWV��WKHUH�LV�QRQHWKHOHVV�� LQWHUQDWLRQDO� ILQDQFLDO� WUDQVDFWLRQV� WR�HQW�WR�H[SRVH�WKHP�WR�D�FULVLV�ULVN�
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7KH� FRQWUDVW� EHWZHHQ� WKH� LQFLGHQFH� RI� EDQNLQJ� DQG� FXUUHQF\� FULVHV� XQGHU� %UHWWRQ�:RRGV�VXJJHVWV�D�GLVWLQFWLRQ�EHWZHHQ�WKH�DELOLW\�RI�GRPHVWLF�UHJXODWLRQ�DQG�FRQWUROV�RQ�LQWHUQDWLRQDO�FDSLWDO�IORZV�WR�VXSSUHVV�FULVLV�ULVN�LQ� WKH�PDUNHWV� WRZDUG�ZKLFK�WKH\�DUH�PRVW� LPPHGLDWHO\� GLUHFWHG�� 7LJKW� GRPHVWLF� ILQDQFLDO� UHJXODWLRQ� VXSSUHVVHG� EDQNLQJ�FULVHV� DOPRVW� FRPSOHWHO\� IURP�:RUOG�:DU� ,,� WKURXJK� WKH� ����V��%XW� FDSLWDO� FRQWUROV��ZKLFK�ZHUH�DOVR�ZLGHVSUHDG� LQ� WKLV�SHULRG� �DQG� LQ� WKH�����V������V�DQG�����V���ZHUH�OHVV�VXFFHVVIXO�LQ�VXSSUHVVLQJ�FXUUHQF\�FULVHV���7KH�IDFW�WKDW�UHFRYHU\�IURP�FXUUHQF\�FULVHV�LV��LI�DQ\WKLQJ��IDVWHU�WRGD\�WKDQ�SUH������DQG� RXWSXW� ORVVHV� OHVV��PD\� UHIOHFW� WKH� IDFW� WKDW� WKH� LQIRUPDWLRQ� HQYLURQPHQW� LV� EHWWHU�WRGD\�WKDQ�D�KXQGUHG�\HDUV�DJR��$V\PPHWULF�LQIRUPDWLRQ�UHPDLQV�D�IDFW�RI�ILQDQFLDO�OLIH��EXW�LW�LV�HDVLHU�WRGD\�WKDQ�D�FHQWXU\�DJR�WR�REWDLQ�LQIRUPDWLRQ�RQ�SROLF\�DQG�SHUIRUPDQFH�LQ�HPHUJLQJ�PDUNHWV��,QYHVWRUV�FRXOG�PRUH�HDVLO\�DVVHVV�ZKHWKHU�0H[LFR�KDG�PDGH�WKH�SROLF\� DGMXVWPHQWV� QHHGHG� WR� SXW� LWV� FULVLV� EHKLQG� LW� E\� ������ IRU� LQVWDQFH�� WKDQ� WKH\�FRXOG� RI� $UJHQWLQD� LQ� ������ %HWWHU� LQIRUPDWLRQ� LQFUHDVHV� WKH� LQFHQWLYH� IRU� UHIRUP�LQVRIDU� DV� UHIRUP� KDV� D� JUHDWHU� FDSDFLW\� WR� HOLFLW� VWDELOL]LQJ� FDSLWDO� LQIORZV� LQ� WKH�DIWHUPDWK�RI�D�FULVLV��7KH�LQWHUQDWLRQDO�ILQDQFLDO�LQVWLWXWLRQV�PD\�SOD\�D�UROH�KHUH�E\�SURYLGLQJ�WKH�OLTXLGLW\�QHHGHG� WR� FOHDQ� XS� DIWHU� FULVHV� DQG� E\� SURYLGLQJ� DQ� DGGLWLRQDO� VLJQDO� RI� SROLF\�FUHGLELOLW\��%XW�EHIRUH� WKH�FKDPSLRQV�RI� WKH� ,0)�WDNH�KHDUW�� LW� LV�ZRUWK�REVHUYLQJ�WKDW�RXU� ILQGLQJ� WKDW� WKH� IUHTXHQF\� RI� FULVHV� KDV� LQFUHDVHG� LV� DOVR� FRQVLVWHQW� ZLWK�LQWHUSUHWDWLRQV� RI� UHFHQW� HYHQWV� HPSKDVL]LQJ� WKH�PRUDO� KD]DUG� FUHDWHG�E\� LQWHUQDWLRQDO�EDLORXWV��5HFRYHU\� LV�VORZHU�WRGD\�DQG�WKH�RXWSXW� ORVVHV�KLJKHU� LQ� WKH�FDVH�RI�EDQNLQJ�FULVHV�WKDQ� LQ� WKH� HDUOLHU� DJH� RI� JOREDOL]DWLRQ�� 7KLV� PD\� UHIOHFW� WKH� IDFW� WKDW� WKH� QDWXUH� RI�EDQNLQJ� FULVHV� KDV� FKDQJHG� IURP� ³EDQNLQJ� SDQLFV´� WR� ³EDQNLQJ� FULVHV´� �%RUGR� DQG�6FKZDUW]���������%HIRUH������EDQNLQJ�FULVHV�ZHUH�GHSRVLWRU�SDQLFV��LQ�ZKLFK�GHSRVLWRUV�UXVKHG�WR�JHW�WKHLU�PRQH\� RXW� RI� TXHVWLRQDEOH� EDQNV�� 7KHVH�ZHUH� IDVW�PRYLQJ� DIIDLUV� WKDW� SURGXFHG�ODUJH� RXWSXW� ORVVHV� ZKHQ� WKH\� HQJXOIHG� WKH� SD\PHQWV� V\VWHP� DQG� WKH� PRQH\� VXSSO\��7KH\�ZHUH�PRUH�SUHYDOHQW�DW�WKH�SHULSKHU\�WKDQ�LQ�WKH�FRUH��VLQFH�PRVW�PHPEHUV�RI�WKH�SHULSKHU\�ODFNHG�OHQGHUV�RI�ODVW�UHVRUW�WR�VXSSRUW�VROYHQW�EXW�LOOLTXLG�LQVWLWXWLRQV��7RGD\��
�� %RUGR� HW� DO� ������� SUHVHQW� VRPH�PXOWLQRPLQDO� ORJLW� DQDO\VLV� RI� WKH� FDXVHV� RI� EDQNLQJ�� FXUUHQF\� DQG�WZLQ�FULVHV� LQ�GLIIHUHQW�KLVWRULFDO�DUHDV��7KH�UHVXOWV�DUH�FRQVLVWHQW�ZLWK� WKH�SUHVHQW� LQWHUSUHWDWLRQ�� LQ� WKDW�WKHUH� LV� OLWWOH� HYLGHQFH� WKHUH� WKDW� FDSLWDO� FRQWUROV� VLJQLILFDQWO\� UHGXFH� FULVLV� ULVN�± VRPHWLPHV� WKH\� HYHQ�DSSHDU�WR�LQFUHDVH�LW��D�UHVXOW�DOVR�HPSKDVL]HG�E\�*OLFN�DQG�+XFKLVRQ���������
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LQ�FRQWUDVW��WKH�FRQQHFWLRQ�EHWZHHQ�FULVHV�DQG�SDQLFV�LV�OHVV�LPPHGLDWH��7KH�JRYHUQPHQW�DQG�LWV� OHQGHU�RI� ODVW�UHVRUW�RIWHQ�VWHS�LQ�EHIRUH�D�SDQLF�FDQ�JHW�XQGHUZD\��DQG�GHSRVLW�LQVXUDQFH� ZHDNHQV� WKH� LQFHQWLYH� IRU� EDQN� FUHGLWRUV� WR� UXQ�� %XW� EDQNLQJ� FULVHV� WRGD\��PHDVXUHG� LQ� WHUPV� RI� RXWSXW� ORVVHV�� DUH� ORQJHU� ODVWLQJ� WKDQ� EHIRUH� ������ DQG� WKH�DVVRFLDWHG�RXWSXW�ORVVHV�DUH�ODUJHU��7KLV�VXJJHVWV�WKDW�JRYHUQPHQWV�KDYH�JRQH�WRR�IDU�LQ�WKH�GLUHFWLRQ�RI�³7RR�%LJ�WR�)DLO´�DQG�RWKHU�IRUPV�RI�UHJXODWRU\�IRUEHDUDQFH�&RPSDUHG�WR�WKHVH�WZR�SHULRGV��WKH�%UHWWRQ�:RRGV�SHULRG�DQG�WKH�LQWHU�ZDU�\HDUV�DUH�ERWK�RXWOLHUV��DOEHLW�LQ�GLIIHUHQW�GLUHFWLRQV��%UHWWRQ�:RRGV�KDG�QR�EDQNLQJ�FULVHV��VLPSO\�EHFDXVH� EDQNV� ZHUH� VR� WLJKWO\� UHJXODWHG�� $QG� WKH\� ZHUH� WLJKWO\� UHJXODWHG� LQ� UHDFWLRQ�DJDLQVW� WKH� GLVDVWHUV� RI� WKH� LQWHU�ZDU� SHULRG�� ZKHQ� D� ODUJH� QXPEHU� RI� H[FHSWLRQDOO\�GHYDVWDWLQJ� EDQNLQJ� FULVHV� ZHUH� DOORZHG� WR� RFFXU� DV� D� UHVXOW� RI� GHHSO\� IODZHG�PDFURHFRQRPLF�DQG�UHJXODWRU\�SROLFLHV�)LQDOO\�� WKDW� WKH� LQFLGHQFH� RI� WZLQ� FULVHV� LV� KLJKHU� LQ� RXU� DJH� WKDQ� LQ� WKH� SUHYLRXV�SHULRG� RI� JOREDOL]DWLRQ� SODXVLEO\� UHIOHFWV� WKH� JUHDWHU� RSHQQHVV� RI� FDSLWDO� DFFRXQWV� DQG�WKH� FKDQJH� LQ� WKH�QDWXUH�RI�EDQNLQJ� FULVHV�� DV�GHVFULEHG� DERYH��7R� WKH� H[WHQW� WKDW� WKH�PRQHWDU\� DXWKRULWLHV� JXDUDQWHH� WKH� OLDELOLWLHV� RI� WKH� EDQNLQJ� V\VWHP�� WKH\� RSHQ�WKHPVHOYHV� XS� WR� VSHFXODWLYH� DWWDFN� LI� WKH\� DUH� VLPXOWDQHRXVO\� DWWHPSWLQJ� WR� OLPLW� WKH�YDULDELOLW\�RI� WKH�H[FKDQJH�UDWH��7RGD\�� MXVW�DV�D�FHQWXU\�DJR�� WKLV� LV� WKH�PRVW�YLUXOHQW�IRUP�RI�FULVLV�RI�DOO�
9��*OREDOL]DWLRQ��&ULVHV�DQG�&RQWUROV
7KH� UHFHQW� VSDWH� RI� ILQDQFLDO� FULVHV� KDV� OHG� WR� FULHV� E\� VRPH� IRU� FDSLWDO� FRQWUROV� DQG� WKH�VORZLQJ� GRZQ� RI� WKH� LQWHJUDWLRQ� SURFHVV�� � 2WKHUV� DUJXH� WKDW� DW� WKH� YHU\� OHDVW�� WKH�OLEHUDOL]DWLRQ�RI�FRXQWULHV� WKDW�VWLOO�KDYH�VLJQLILFDQW�EDUULHUV� WR� IUHH�FDSLWDO�PRELOLW\�VKRXOG�QRW�EH�HQFRXUDJHG�XQWLO�VLJQLILFDQW�ILQDQFLDO�VHFWRU�UHIRUPV�LQYROYLQJ�JUHDWHU�WUDQVSDUHQF\��DQG� DGHTXDWH� VXSHUYLVLRQ� DQG� UHJXODWLRQ� IDFLOLWLHV� DUH� LQVWLWXWHG� �(LFKHQJUHHQ� DQG� 0XVVD�������� ,W� LV� DUJXHG� E\� VRPH� WKDW� WKH� EHQHILWV� WR� HFRQRPLF� ZHOIDUH� DQG� JURZWK� RI�OLEHUDOL]DWLRQ�PD\�QRW�EH�ZRUWK�WKH�FRVWV�RI�WKH�FULVHV��5RGULN�������7KH�UHFHQW�FDVH�IRU�UH�LPSRVLQJ�FRQWUROV� WR�SUHYHQW�FULVHV� LV�EDVHG�RQ�WKH�DUJXPHQW�WKDW� DV\PPHWULF� LQIRUPDWLRQ� IRVWHUV� OHQGLQJ� ERRPV� WKDW� FDQ� VXGGHQO\� FROODSVH� LQ� WKH�IDFH� RI� D� VXGGHQ� FKDQJH� LQ� PDUNHW� VHQWLPHQW�� ZKLFK� PD\� RU� PD\� QRW� UHIOHFW�IXQGDPHQWDOV��5RGULN���������+HUGLQJ�EHKDYLRU�FUHDWHV�D�PDVVLYH�FDSLWDO�IORZ�UHYHUVDO���,Q� WXUQ�� FRQWDJLRQ� HIIHFWV� OHDG� WR� PDVVLYH� FDSLWDO� IORZV� IURP� QHLJKERULQJ� FRXQWULHV�IDFLQJ�VLPLODU�HFRQRPLF�SUREOHPV�DQG�HYHQ�IURP�HPHUJLQJ�FRXQWULHV��ZKLFK�GR�QRW�
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7KH�FDVH�DJDLQVW�LPSRVLQJ�FRQWUROV�LQ�JHQHUDO�LV�WKDW�LW�SUHYHQWV�WKH�RSWLPDO�DOORFDWLRQ�RI�UHVRXUFHV�� LW� SUHYHQWV� RSWLPDO� SRUWIROLR� GLYHUVLILFDWLRQ�� LW� HQFRXUDJHV� LUUHVSRQVLEOH� PDFUR�SROLF\�DQG�LW�OHDGV�WR�FRUUXSWLRQ��&RRSHU�������7KH� SURSRVDOV� IRU� FRQWUROV� UDQJH� IURP� SUHYHQWLYH� FRQWUROV� RQ� RXWIORZV� WR� DOOHYLDWH�EDODQFH� RI� SD\PHQWV� SUHVVXUH� EHIRUH� D� FULVLV�� WHPSRUDU\� FRQWUROV� RQ� RXWIORZV� �FXUDWLYH�FRQWUROV��LPSRVHG�GXULQJ�D�FULVLV��H�J��0DOD\VLD��DQG�FRQWUROV�RQ�FDSLWDO�LQIORZV�WR�SUHYHQW�D�FULVLV��H�J��&KLOH��(GZDUGV�������:KDW�LV�WKH�HYLGHQFH�RQ�WKH�HIIHFWLYHQHVV�RI�FDSLWDO�FRQWUROV"�(GZDUGV��������SUHVHQWV�D�FRQYLQFLQJ� FDVH� EDVHG� RQ� WKH� /DWLQ� $PHULFDQ� H[SHULHQFH� WKDW� SUHYHQWDWLYH� FRQWUROV� RQ�FDSLWDO� RXWIORZV� DUH� ODUJHO\� LQHIIHFWLYH� EHFDXVH� WKH\� DUH� HDVLO\� HYDGHG�� OHDG� WR� FRUUXSWLRQ�DQG�WR�EDG�SROLFLHV�� �&XUDWLYH�FULVLV�FRQWUROV�DOVR�ZHUH�DVVRFLDWHG�ZLWK�XQVDWLVIDFWRU\�*'3�JURZWK IROORZLQJ�WKH�FULVLV��(GZDUGV���������S�����7KH�PRVW�SURPLQHQW�UHFHQW�H[DPSOH�RI�FRQWUROV�RQ�FDSLWDO�LQIORZV�LV�WKDW�RI�&KLOH��ZKLFK�RQ� WZR�RFFDVLRQV� LQ� WKH�SDVW� WZR�GHFDGHV�KDV� UHTXLUHG�IRUHLJQHUV�ZLVKLQJ� WR� LQYHVW� LQ� WKH�FRXQWU\� WR� KROG� QRQ�LQWHUHVW� EHDULQJ� GHSRVLWV� DW� WKH� FHQWUDO� EDQN�� �$FFRUGLQJ� WR�(GZDUGV�������� WKH� FRQWUROV� ZHUH� VXFFHVVIXO� LQ� OHQJWKHQLQJ� WKH� PDWXULW\� VWUXFWXUH� RI� IRUHLJQ�LQGHEWHGQHVV� DQG� KHQFH� UHGXFLQJ� YXOQHUDELOLW\� WR� VXGGHQ� UHYHUVDOV�� EXW� WKDW� WKLV� ZDV�DFKLHYHG� DW� WKH� H[SHQVH� RI� D KLJKHU� FRVW� RI� FDSLWDO� HVSHFLDOO\� WR� VPDOO� DQG�PHGLXP�VL]HG�ILUPV�� � 7KH� FRQWUROV� DOVR� GLG� JLYH� WKH�PRQHWDU\� DXWKRULWLHV� H[WUD� LQGHSHQGHQFH� WR� SXUVXH�SROLFLHV� WKDW� FRXOG� KHOS� LQVXODWH� WKH� GRPHVWLF� HFRQRP\� IURP� H[WHUQDO� VKRFNV� EXW� WKH�HYLGHQFH�RQ�KRZ�SURWHFWHG�&KLOH¶V�ILQDQFLDO�PDUNHWV�ZHUH�IURP�FRQWDJLRQ�GXULQJ�WKH�UHFHQW�$VLDQ�FULVLV�LV�PL[HG��WKH�YRODWLOLW\�LQ�VWRFN�SULFHV�GHFOLQHG��EXW�QRW�WKH�YRODWLOLW\�RI�VKRUW�WHUP�LQWHUHVW�UDWHV�:KDW�DERXW�WKH�HIIHFWV�RI�WKH�OLEHUDOL]DWLRQ�RI�FDSLWDO�FRQWUROV�RQ�JURZWK"��$FFRUGLQJ�WR�5RGULFN��������EDVHG�RQ�D�SDQHO�UHJUHVVLRQ�IRU����FRXQWULHV������WR�������³FDSLWDO�FRQWUROV�DUH� HVVHQWLDOO\� XQFRUUHODWHG� ZLWK� ORQJ�WHUP� HFRQRPLF� SHUIRUPDQFH� RQFH� ZH� FRQWURO� IRU�RWKHU� GHWHUPLQDQWV�´�� 7KH� KLVWRULFDO� HYLGHQFH� LV�PL[HG�� �%RUGR� DQG�(LFKHQJUHHQ� �������EDVHG�RQ�D�SDQHO�UHJUHVVLRQ��IRXQG�WKDW�WKH�K\SRWKHWLFDO�UHPRYDO�RI�FDSLWDO�FRQWUROV�GXULQJ�WKH�%UHWWRQ�:RRGV�SHULRG�����������ZRXOG�KDYH�KDG�QHJOLJLEOH�HIIHFWV�RQ�WKH�JURZWK�UDWHV�RI�LQGXVWULDO�FRXQWULHV�EXW�ZHDN�SRVLWLYH�HIIHFWV�RQ�WKH�JURZWK�RI�HPHUJLQJ�FRXQWULHV���
�� (GZDUGV��������FULWLFL]HV�WKH�,0)�LQGH[�RI�FDSLWDO�FRQWUROV�XVHG�LQ�WKH�VWXG\�DV�WRR JHQHUDO�WR�SLFN�XS�FRXQWU\�VSHFLILF�UHVWULFWLRQV��� $OVR�VHH�.OHLQ�DQG�2OLYHL��������ZKR�SUHVHQW�HYLGHQFH�IRU�D�SDQHO�RI�DGYDQFHG�DQG�HPHUJLQJ�FRXQWULHV�IRU� WKH� SDVW� WZR� GHFDGHV� VKRZLQJ� WKDW� FDSLWDO� DFFRXQW� OLEHUDOL]DWLRQ� UDLVHG� JURZWK� UDWHV� YLD D� ILQDQFLDO�GHHSHQLQJ�HIIHFW�IRU�WKH�DGYDQFHG�FRXQWULHV�EXW�QRW�IRU�WKH�HPHUJLQJ�FRXQWULHV�
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0RUHRYHU� WKH�KLVWRULFDO�SDWWHUQ�RI�JURZWK�UDWHV��ILQDQFLDO�FULVLV� LQFLGHQFH�DQG�WKH�SUHVHQFH�RU�DEVHQFH�RI�FRQWUROV�LV�DOVR�PL[HG���,Q�SUH������UHJLPHV�ZLWKRXW�DQ\�FDSLWDO�FRQWUROV��WKH�LQFLGHQFH�RI�FXUUHQF\�FULVHV�LQ�ERWK�DGYDQFHG�DQG�HPHUJLQJ�FRXQWULHV�ZDV�FRQVLGHUDEO\�OHVV�WKDQ�XQGHU�%UHWWRQ�:RRGV��D� UHJLPH�ZLWK�FDSLWDO�FRQWUROV�DQG�WZLFH�WKH�JURZWK�UDWH���6HH�)LJXUH���,Q� VXPPDU\��PRUH� UHVHDUFK� LV� QHHGHG� WR� GHWHUPLQH�ZKHWKHU� WKH� LQFLGHQFH�RI� FULVHV�DIIHFWV�ORQJ�WHUP�JURZWK�DQG�ZKHWKHU�XVLQJ�FRQWUROV�WR�VXSSUHVV�WKHP�UHDOO\�PDWWHUV�RQH�ZD\� RU� WKH� RWKHU�� � ,QGHHG�� WKH� SUREOHP� PD\� QRW� EH� WKH� FDSLWDO� LQIORZV� WR� HPHUJLQJ�FRXQWULHV�DW�DOO�EXW�ZKDW�LV�GRQH�ZLWK�WKHP��ZKHWKHU�WKH\�DUH�XVHG�WR�ILQDQFH�SURGXFWLYH�LQYHVWPHQW��FRQVSLFXRXV�FRQVXPSWLRQ��RU�VRPHZKHUH�LQ�EHWZHHQ���7KLV�LV�UHODWHG�LQ�WXUQ�WR� WKH� VWUXFWXUH� RI� WKH� ILQDQFLDO� V\VWHP� LQFOXGLQJ� LWV� UHJXODWLRQ� DQG� VXSHUYLVLRQ���)LQDQFLDO�FULVHV�DUH�PRUH�OLNHO\�WR�KDSSHQ�LQ�XQVRXQG�ILQDQFLDO�HQYLURQPHQWV���:KHWKHU�WKLV� LPSOLHV� DQ� RUGHUO\� VHTXHQFLQJ� RI� UHIRUPV� EHIRUH� FDSLWDO� PDUNHWV� DUH� RSHQHG�� RU�RSHQLQJ�WKH�FDSLWDO�PDUNHWV�DQG�DOORZLQJ�WKH�GRPHVWLF�ILQDQFLDO�V\VWHP�WR�EH�H[SRVHG�WR�WKH�OLJKW�RI�GD\�ZLWK�D�FULVLV�DV�D�ZDNH�XS�FDOO�IRU�UHIRUP��LV�DQRWKHU�PDWWHU�7KH�KLVWRULFDO�UHFRUG�IRU�WKH�86�DQG�RWKHU�HPHUJLQJ�FRXQWULHV�RI�WKH�SUH������JROGHQ�DJH�LV�WKDW�GHVSLWH�WKH�FULVHV��WKH\�HPHUJHG�DQG�WKDW�IRUHLJQ�FDSLWDO�ZDV�FUXFLDO�WR�WKHLU�GHYHORSPHQW��3HUKDSV�WKH�FULVHV�VHUYHG�DV�D�VLJQDO�RU�D�ZDNH�XS�FDOO�IRU�UHIRUP�IRU�ERWK�WKH�SULYDWH�VHFWRU�DQG�JRYHUQPHQW��+DPSHULQJ�WKH�IORZV�RI�FDSLWDO�PD\�KDYH�VXSSUHVVHG�WKH�FULVHV�EXW� WKH\�DOVR�PLJKW�KDYH�KLQGHUHG�WKH�OHDUQLQJ�SURFHVV� WKDW�ZDV�NH\�WR� WKHLU�ILQDQFLDO�DQG�HFRQRPLF�GHYHORSPHQW�
9,���&RQFOXVLRQ
:KDW�DUH�WKH�OHVVRQV�IURP�KLVWRU\�IURP�RXU�VXUYH\�RI�WKH�UHFRUG�RQ�WKH�JOREDOL]DWLRQ�RI�LQWHUQDWLRQDO�ILQDQFLDO�PDUNHWV�DQG�WKH�ILQDQFLDO�FULVHV�WKDW�DFFRPSDQLHG�LW")LUVW�� ILQDQFLDO�PDUNHW� LQWHJUDWLRQ�KDV�IROORZHG�D�8�VKDSHG�SDWWHUQ��GHFOLQLQJ�LQ�WKH�PLGGOH� \HDUV� RI� WKH� WZHQWLHWK� FHQWXU\� IURP� WKH� KLJK� OHYHOV� DFKLHYHG� EHIRUH� ����� WR�VLPLODU�RU�KLJKHU�OHYHOV�WRGD\���,W�WRRN�WKH�UHVWRUDWLRQ�RI�PDFUR�VWDELOLW\�E\�WKH�DGYDQFHG�FRXQWULHV� LQ� WKH� ����V� DQG� ��V� DQG� VSHFLILFDOO\� WKH� UHVROXWLRQ� RI� WKH� SROLF\� GLOHPPD�ZLWK�WKH�DGYHQW�RI�IORDWLQJ�H[FKDQJH�UDWHV�WR�DOORZ�WKH�UHVXUJHQFH�RI�FDSLWDO�PRELOLW\�WR�WDNH�SODFH���7KLV�UHFRUG�PDNHV�D�VWURQJ�FDVH�IRU�D�IORDWLQJ�H[FKDQJH�UDWH�UHJLPH�IRU�WKH�DGYDQFHG�FRXQWULHV���7KLV�GRHV�QRW�UXOH�RXW�UHJLRQDO�H[FKDQJH�UDWH�DUUDQJHPHQWV�OLNH�WKH�(50� RU� HPHUJLQJ� FRXQWULHV� DGRSWLQJ� D� FXUUHQF\� ERDUG� RU� GROODUL]DWLRQ� WR� HVWDEOLVK�FUHGLELOLW\�� � 7KH� KLVWRULFDO� UHFRUG�� KRZHYHU�� DV� GHYHORSHG� KHUH� DQG� LQ� 2EVWIHOG� DQG�
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7D\ORU��������PDNHV�WKH�FDVH�IRU�LQWHUPHGLDWH�DUUDQJHPHQWV�KDUGHU�WR�GHIHQG�6HFRQGO\�� ILQDQFLDO� PDUNHW� LQWHJUDWLRQ� LV� EURDGHU� DQG� GHHSHU� WRGD\� WKDQ� SUH��������7KLV� ODUJHO\� UHIOHFWV� ILQDQFLDO� LQQRYDWLRQV� WR� RYHUFRPH� EDUULHUV� WR� DV\PPHWULF�LQIRUPDWLRQ�� � $OVR� DW� ZRUN� KDYH� EHHQ� LPSURYHPHQWV� LQ� FRPPXQLFDWLRQV� DQG�JRYHUQPHQW�UHJXODWLRQV�WR�HQFRXUDJH�WUDQVSDUHQF\�LQ�ILQDQFLDO�PDUNHWV�7KLUG��ILQDQFLDO�FULVHV�KDYH�DOZD\V�EHHQ�SDUW�RI�WKH�VFHQH���7KH\�PD\�EH�WKH�SURGXFW�RI� DV\PPHWULF� LQIRUPDWLRQ�� � 7KH\� PRVW� OLNHO\� UHIOHFW� VKRFNV� DQG� LQFRQVLVWHQW�IXQGDPHQWDOV���7KH�HIIHFWV�RI�FULVHV�DUH�DQG�ZHUH�ZRUVH�LQ�HPHUJLQJ�FRXQWULHV��ZLWK�WKH�H[FHSWLRQ� RI� WKH� LQWHU�ZDU� SHULRG��� � 7KLV� LV� WKH� FDVH� EHFDXVH� WKH\� DUH� ILQDQFLDOO\�XQGHUGHYHORSHG�� KDYH� WKLQQHU� PDUNHWV�� KDYH� OHVV� GLYHUVLILHG� SRUWIROLRV�� KDYH� OHVV�HIIHFWLYH� VXSHUYLVLRQ� DQG� UHJXODWLRQ�� KDYH� OHVV� ZHOO� GHILQHG� SURSHUW\� ULJKWV� DQG�EDQNUXSWF\�FRGHV��DQG�D�JUHDWHU�SURFOLYLW\� WR� IROORZ�XQVWDEOH�PDFURHFRQRPLF�SROLFLHV���$OO� RI� WKHVH� IHDWXUHV� PDNH� WKHP� PRUH� SURQH� WR� DV\PPHWULF� LQIRUPDWLRQ� SUREOHPV��OHQGLQJ�ERRPV�DQG�EXVWV�DQG�EDQNLQJ�FULVHV�7KLV�ZDV� WKH� FDVH� LQ� VRPH� HPHUJLQJ�PDUNHW� FRXQWULHV� EHIRUH� ������ �7KH�8�6�� LV� D�VWHOODU�H[DPSOH�� � ,W�ZDV�SURQH�WR�SHULRGLF�ILQDQFLDO�FULVHV�EHFDXVH�RI�WKH�XQVRXQG�VWDWH�XQLW�EDQNLQJ�V\VWHP�ZKLFK�SUHYHQWHG�LQWHUUHJLRQDO�SRUWIROLR�GLYHUVLILFDWLRQ�DQG�EHFDXVH�LW�GLG�QRW�KDYH�DQ�HIIHFWLYH�OHQGHU�RI�ODVW UHVRUW���DOWKRXJK�SULYDWH�DUUDQJHPHQWV�VXFK�DV�WKH�FOHDULQJKRXVHV�LQ�PDQ\�FLWLHV��GLG�RQ�RFFDVLRQ�DOOHYLDWH�EDQNLQJ�SDQLFV��7KH� OHVVRQ� IURP� WKH� H[SHULHQFH� RI� HPHUJLQJ� FRXQWULHV� OLNH� WKH� 8�6��� $XVWUDOLD��&DQDGD� DQG� WKH� 6FDQGLQDYLDQ� FRXQWULHV� WKDW� JUDGXDWHG� WR� DGYDQFHG� VWDWXV� LV� WR� DOORZ�ILQDQFLDO�PDUNHWV� WR�GHYHORS�DQG�PDWXUH�� �7KLV�UHTXLUHV�D�VHW�RI�UXOHV� LQFOXGLQJ�VHFXUH�SURSHUW\�ULJKWV��DQ�HIIHFWLYH�OHQGHU�RI�ODVW�UHVRUW�DQG�D�VRXQG�PDFUR�SROLF\�HQYLURQPHQW���6RPH� RI� WKHVH� DWWULEXWHV� FDQ� EH� LPSRUWHG� E\� DOORZLQJ� ILQDQFLDO� LQVWLWXWLRQV� IURP�DGYDQFHG� FRXQWULHV� WR� RSHUDWH� IUHHO\� LQ� WKH� HPHUJLQJ� FRXQWULHV�� � 2WKHUV� ZLOO� GHYHORS�ZLWK�WLPH�+RZHYHU� DV� WKH� UHFRUG� LQGLFDWHV�� FULVHV� DUH� VWLOO� YHU\� PXFK� SDUW� RI� WKH� VFHQH��$OWKRXJK�GRPHVWLF�EDQNLQJ�FULVHV�FDQ�EH�KDQGOHG�E\�WKH�GRPHVWLF�PRQHWDU\�DXWKRULWLHV��LQWHUQDWLRQDO� OLTXLGLW\� FULVHV� PD\� UHTXLUH� DVVLVWDQFH� E\� LQWHUQDWLRQDO� DXWKRULWLHV� WR�FRXQWULHV�WKDW�FDQQRW�DFFHVV�SULYDWH�FDSLWDO�PDUNHWV�
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5HIHUHQFHV
%DLURFK�� 3DXO�� DQG� 5LFKDUG� .R]XO�:ULJKW� �������� *OREDOL]DWLRQ 0\WKV�� 6RPH�5HIOHFWLRQV�RQ�,QWHJUDWLRQ��,QGXVWULDOL]DWLRQ��DQG�*URZWK�LQ�WKH�:RUOG�(FRQRP\�´�8QLWHG�1DWLRQV�&RQIHUHQFH�RQ�7UDGH�DQG�'HYHORSPHQW��'LVFXVVLRQ�3DSHU�1R�������0DUFK��
%DQN�IRU�,QWHUQDWLRQDO�6HWWOHPHQWV���������$�&HQWUDO�%DQN�6XUYH\�RI�)RUHLJQ ([FKDQJH�0DUNHW�$FWLYLW\��%DVOH��%,6�
%DVNLQ�� -RQDWKDQ� %�� �������� 7KH� 'HYHORSPHQW� RI� &RUSRUDWH� )LQDQFLDO� 0DUNHWV� LQ�%ULWDLQ�DQG� WKH�8QLWHG�6WDWHV�������������2YHUFRPLQJ�$V\PPHWULF�,QIRUPDWLRQ��%XVLQHVV�+LVWRU\�5HYLHZ��9RO�������6XPPHU��SS����������
%D\RXPL��7DPLP�DQG�%DUU\�(LFKHQJUHHQ���������7KH�6WDELOLW\�RI�WKH�*ROG�6WDQGDUG�DQG�WKH� (YROXWLRQ� RI� WKH� ,QWHUQDWLRQDO� 0RQHWDU\� 6\VWHP� LQ� 7DPLP� %D\RXPL�� %DUU\�(LFKHQJUHHQ��DQG�0DUN�7D\ORU��HGV���0RGHUQ�3HUVSHFWLYHV�RQ�WKH�*ROG�6WDQGDUG��&DPEULGJH��&DPEULGJH�8QLYHUVLW\�3UHVV�
%HUQDQNH��%HQ�DQG�+DUROG�-DPHV���������³7KH�*ROG�6WDQGDUG��'HIODWLRQ��DQG�)LQDQFLDO�&ULVLV� LQ� WKH� *UHDW� 'HSUHVVLRQ�� $Q� ,QWHUQDWLRQDO� &RPSDULVRQ�´� LQ� 5�� *OHQQ�+XEEDUG� �HG����)LQDQFLDO�0DUNHWV� DQG�)LQDQFLDO�&ULVHV� &KLFDJR��8QLYHUVLW\� RI�&KLFDJR�3UHVV�SS��������
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%ORRPILHOG��$UWKXU� ,�� ��������3DWWHUQV�RI�)OXFWXDWLRQ� LQ� ,QWHUQDWLRQDO�)LQDQFH�%HIRUH�������3ULQFHWRQ�6WXGLHV�LQ�,QWHUQDWLRQDO�)LQDQFH��1R�����
%RUGR�� 0LFKDHO� '��� %DUU\� (LFKHQJUHHQ�� 'DQLHOOD� .OLQJHELHO� DQG� 0DULD� 6ROHGDG�0DUWLQH]�3HULD��³,V�WKH�&ULVLV�3UREOHP�*URZLQJ�0RUH�6HYHUH"´�(FRQRPLF�3ROLF\�IRUWKFRPLQJ�
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%RUGR�� 0LFKDHO�� %DUU\� (LFKHQJUHHQ� DQG� 'RXJODV� $�� ,UZLQ� �������� ³,V� *OREDOL]DWLRQ�7RGD\�5HDOO\�'LIIHUHQW�7KDQ�*OREDOLO]DWLRQ�D�+XQGUHG�<HDUV�$JR"´�LQ�6XVDQ�0��&ROOLQV�DQG�5REHUW�=��/DZUHQFH��HGV���%URRNLQJV�7UDGH�)RUXP� :DVKLQJWRQ�'�&��%URRNLQJV�,QVWLWXWLRQ��SS�������
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%RUGR��0LFKDHO�'���%DUU\� �(LFKHQJUHHQ�DQG�-RQJZRR�.LP���������³:DV�7KHUH�5HDOO\�DQ� (DUOLHU� (UD� RI� )LQDQFLDO� *OREDOL]DWLRQ� &RPSDUDEOH� WR� 7RGD\"´� � ,Q� %DQN� RI�.RUHD��7KH�,PSOLFDWLRQV�RI�WKH�*OREDOL]DWLRQ�RI�:RUOG�)LQDQFLDO�0DUNHWV��6HRXO��%DQN�RI�.RUHD��SS�������
%RUGR�� 0LFKDHO� DQG� )LQQ� .\GODQG� �������� ³7KH� *ROG� 6WDQGDUG� DV� D� &RPPLWPHQW�0HFKDQLVP�´� LQ� 7DPLP� %D\RXPL�� %DUU\� (LFKHQJUHHQ� DQG� 0DUN� 7D\ORU� �HGV����0RGHUQ� 3HUVSHFWLYHV� RQ� WKH� *ROG� 6WDQGDUG� &DPEULGJH�� &DPEULGJH� 8QLYHUVLW\�3UHVV�
%RUGR��0LFKDHO�'���0LFKDHO�(GHOVWHLQ��+XJK�5RFNRII� �������� �:DV�$GKHUHQFH� WR� WKH�*ROG� 6WDQGDUG� D� 
*RRG� +RXVHNHHSLQJ� 6HDO� RI� $SSURYDO
� 'XULQJ� WKH� ,QWHU�:DU�3HULRG"��XQSXEOLVKHG�PDQXVFULSW��5XWJHUV�8QLYHUVLW\��)HEUXDU\��
%RUGR��0LFKDHO�'��DQG�$QQD�-��6FKZDUW]��������³0HDVXULQJ�5HDO�(FRQRPLF�(IIHFWV�RI�%DLORXWV�� +LVWRULFDO� 3HUVSHFWLYHV� RQ� +RZ� &RXQWULHV� LQ� )LQDQFLDO� 'LVWUHVV� +DYH�)DLOHG�:LWK�DQG�:LWKRXW�%DLORXWV�´��5XWJHUV�8QLYHUVLW\��PLPHR��
%RUGR�� 0LFKDHO� '�� DQG� $QWX� 0XUVKLG� ������� ³7KH� ,QWHUQDWLRQDO� 7UDQVPLVVLRQ� RI�)LQDQFLDO�&ULVHV�%HIRUH�:RUOG�:DU�,,��:DV�7KHUH�&RQWDJLRQ�´�,0)�:RUOG�%DQN�&RQIHUHQFH�RQ�&RQWDJLRQ��)HEUXDU\�
%RUGR�� 0LFKDHO� '��� DQG� +XJK� 5RFNRII� �������� 7KH� *ROG� 6WDQGDUG� DV� D� *RRG�+RXVHNHHSLQJ�6HDO�RI�$SSURYDO��-RXUQDO�RI�(FRQRPLF�+LVWRU\��9RO������-XQH��SS����������
&DSULR��*HUDUG��-U��DQG�'DQLHOD�.OLQJHELHO� ��������³%DQN�,QVROYHQFLHV��&URVV�&RXQWU\�([SHULHQFH´�3ROLF\�5HVHDUFK�:RUNLQJ�3DSHU������ :DVKLQJWRQ�'�&��7KH�:RUOG�%DQN�
&DSULR�� *HUDUG�� -U�� DQG� 'DQLHOD� .OLQJHELHO� �������� ³(SLVRGHV� RI� 6\VWHPDWLF� DQG�%DQNLQJ�)LQDQFLDO�&ULVHV�´�PLPHR�:RUOG�%DQN�
&DORPLULV��&KDUOHV��DQG�*OHQQ�5��+XEEDUG���������,QWHUQDWLRQDO�$GMXVWPHQW�8QGHU�WKH�&ODVVLFDO�*ROG�6WDQGDUG��(YLGHQFH�IRU�WKH�8�6��DQG�%ULWDLQ�������������LQ�7DPLP�%D\RXPL�� %DUU\� (LFKHQJUHHQ� DQG�0DUN� 3�� 7D\ORU�� HGV��0RGHUQ�3HUVSHFWLYHV� RQ�WKH�*ROG�6WDQGDUG��&DPEULGJH��&DPEULGJH�8QLYHUVLW\�3UHVV�
&ROH��+DUROG�/���-DPHV�'RZ�DQG�:LOOLDP�%��(QJOLVK����������³'HIDXOW��6HWWOHPHQW��DQG�6LJQDOLQJ�� /HQGLQJ� 5HVXPSWLRQ� LQ� D� 5HSXWDWLRQDO� 0RGHO� RI� 6RYHUHLJQ� 'HEW�´�,QWHUQDWLRQDO�(FRQRPLF�5HYLHZ�����SS����������
&RRSHU�� 5LFKDUG� 1�� ������� ³6KRXOG� &DSLWDO�$FFRXQW� &RQYHUWLELOLW\� EH� D� :RUOG�2EMHFWLYH"´� LQ� 6KRXOG� WKH� ,0)� 3XUVXH� &DSLWDO�$FFRXQW� &RQYHUWLELOLW\"��3ULQFHWRQ��,QWHUQDWLRQDO�)LQDQFH�6HFWLRQ�(VVD\V�LQ�,QWHUQDWLRQDO�)LQDQFH�1R�������0D\��SS��������
'DYLV��/DQFH�(��DQG�5REHUW�$��+XWWHQEDFN���������0DPPRQ�DQG�WKH�3XUVXLW�RI�(PSLUH�&DPEULGJH��&DPEULGJH�8QLYHUVLW\�3UHVV�
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'DYLV�� /DQFH� (�� DQG� 5REHUW� *DOOPDQ� �������� ³:DYHV�� 7LGHV�� DQG� 6DQGFDVWOHV�� 7KH�,PSDFW� RI� )RUHLJQ� &DSLWDO� )ORZV� RQ� (YROYLQJ� )LQDQFLDO� 0DUNHWV� LQ� WKH� 1HZ�:RUOG�� ����������´� XQSXEOLVKHG� PDQXVFULSW�� &DOWHFK� DQG� 8QLYHUVLW\� RI� 1RUWK�&DUROLQD��&KDSHO�+LOO�
'H/DUJ\���3�-�5��DQG�*RRGKDUW��&KDUOHV���������³)LQDQFLDO�&ULVHV��3OXV�oD�FKDQJH��SOXV�F
HVW�OD�PHPH�FKRVH����/6(�)LQDQFLDO�0DUNHWV�*URXS�6SHFLDO�3DSHU�1R������
'H/RQJ��-��%UDGIRUG��������³)LQDQFLDO�&ULVHV�LQ�WKH�����V�DQG�WKH�����V��0XVW�+LVWRU\�5HSHDW"´��%URRNLQJV�3DSHUV�LQ�(FRQRPLF�$FWLYLW\ 9ROXPH����SS����������
'RROH\��0����������� �$�0RGHO�RI�&ULVHV� LQ�(PHUJLQJ�0DUNHWV�� �1%(5�:RUNLQJ�3DSHU��������
(GZDUGV�� 6HEDVWLDQ� �������� � ³+RZ�(IIHFWLYH�$UH�&DSLWDO�&RQWUROV"´� �1%(5�:RUNLQJ�3DSHU 1R��������1RYHPEHU�
(LFKHQJUHHQ��%DUU\���������*ROGHQ�)HWWHUV� 2[IRUG�8QLYHUVLW\�3UHVV�
(LFKHQJUHHQ��%DUU\� DQG�$VKRND�0RG\� �������� ³:KDW�([SODLQV� WKH�&KDQJLQJ�6SUHDGV�RQ�(PHUJLQJ�0DUNHW�'HEW��)XQGDPHQWDOV�RU�0DUNHW�6HQWLPHQW"´�1%(5�:RUNLQJ�3DSHU�1R��������)HEUXDU\��
(LFKHQJUHHQ�� %DUU\� DQG� 0LFKDHO� 0DVVD� �������� ³&DSLWDO $FFRXQW� /LEHUDOL]DWLRQ� ��7KHRUHWLFDO� DQG� 3UDFWLFDO� $VSHFWV´�� ,0)� 2FFDVVLRQDO� 3DSHU� ����� :DVKLQJWRQ��'�&�
(LFKHQJUHHQ�� %DUU\�� $QGUHZ� 5RVH� DQG� &KDUOHV� :\SORV]� �������� � �([FKDQJH� 0DUNHW�0D\KHP�� 7KH� $QWHFHGHQWV� DQG� $IWHUPDWK� RI� 6SHFXODWLYH� $WWDFNV��� (FRQRPLF3ROLF\���� SS����������
(LFKHQJUHHQ��%DUU\��$QGUHZ�5RVH�DQG�&KDUOHV�:\SORV]� �������� ��6SHFXODWLYH�$WWDFNV�RQ�3HJJHG�([FKDQJH�5DWHV��$Q�(PSLULFDO�([SORUDWLRQ�ZLWK�6SHFLDO�5HIHUHQFH�WR�WKH� (XURSHDQ� 0RQHWDU\� 6\VWHP�� LQ� � 0DWWKHZ� &DQ]RQHUL�� :LOIUHG� (WKLHU� DQG9LWWRULR� *ULOOL� HGV���� 7KH� 1HZ� 7UDQVDWODQWLF� (FRQRP\�� � 1HZ� <RUN�� &DPEULGJH�8QLYHUVLW\�3UHVV�
)HOGVWHLQ�� 0DUWLQ�� DQG� &KDUOHV� +RULRND� �������� 'RPHVWLF� 6DYLQJ� DQG� ,QWHUQDWLRQDO�&DSLWDO�)ORZV��(FRQRPLF�-RXUQDO��9RO�������-XQH��SS���������
)LVKORZ�� $OEHUW� �������� /HVVRQV� )URP� WKH� 3DVW�� &DSLWDO� 0DUNHWV� 'XULQJ� WKH� ��WK�&HQWXU\�DQG�WKH�,QWHU�ZDU�3HULRG��,QWHUQDWLRQDO�2UJDQL]DWLRQ������1R����
)ODQGUHDX��0DUF� ��������&DYHDW� (PSWRU��'HDOLQJ�:LWK� 6RYHUHLJQ�5LVN� LQ� WKH�$JH� RI�*OREDOL]DWLRQ�� ����������� (FROH� GHV� +DXWHV� (WXGHV� HQ� 6FLHQFHV� 6RFLDOH�� 3DULV���PLPHR��$SULO�
)ODQGUHDX��0DUF��-DFTXHV�/H�&DFKHX[�DQG�)UHGHULF�=XPHU���������6WDELOLW\�:LWKRXW�D�3DFW"�/HVVRQV�)URP� WKH�(XURSHDQ�*ROG�6WDQGDUG��������������(FRQRPLF�3ROLF\9ROXPH�����$SULO��SS����������
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*DUEDGH�� .HQQHWK� '��� DQG� :LOOLDP� /�� 6LOEHU�� 7HFKQRORJ\�� &RPPXQLFDWLRQ� DQG� WKH�3HUIRUPDQFH�RI�)LQDQFLDO�0DUNHWV��������������-RXUQDO�RI�)LQDQFH 9RO��;;;,,,�1R�����-XQH��SS����������
*LUWRQ�� /DQFH� DQG� 'RQDOG� 5RSHU� �������� ³$� 0RQHWDU\� 0RGHO� RI� ([FKDQJH� 0DUNHW�3UHVVXUH�$SSOLHG� WR�3RVWZDU�&DQDGLDQ�([SHULHQFH�´�$PHULFDQ�(FRQRPLF�5HYLHZ���� SS���������
*OLFN��5HXYHQ� DQG�0LFKDHO�+XWFKLVRQ� �������� ³+RW�0RQH\� RU� 6LJQDOLQJ�%DG�3ROLF\"�&DSLWDO�&RQWUROV�DQG�WKH�2QVHW�RI�&XUUHQF\�&ULVHV�´�PLPHR�8&�6DQWD�&UX]�+DWWRQ�� 7LPRWK\� -�� DQG� -HIIUH\� *�� :LOOLDPVRQ� �������� ³,QWHUQDWLRQDO� 0LJUDWLRQ� DQG�:RUOG� 'HYHORSPHQW�� $� +LVWRULFDO� 3HUVSHFWLYH�´� +DUYDUG� ,QVWLWXWH� RI� (FRQRPLF�5HVHDUFK�'LVFXVVLRQ�3DSHU�QR��������$XJXVW��
,QWHUQDWLRQDO�0RQHWDU\�)XQG��,QWHUQDWLRQDO�)LQDQFLDO�6WDWLVWLFV��9DULRXV�\HDUV�
,QWHUQDWLRQDO�0RQHWDU\�)XQG���������:RUOG�(FRQRPLF�2XWORRN��:DVKLQJWRQ�'�&������0D\��
-RQHV�� 0DWWKHZ� 7��� DQG� 0DXULFH� 2EVWIHOG� �������� 6DYLQJ�� ,QYHVWPHQW�� DQG� *ROG�� $�5HDVVHVVPHQW� RI� +LVWRULFDO� &XUUHQW� $FFRXQW� 'DWD�� 1%(5� :RUNLQJ� 3DSHU�� 1R��������-XO\�
.OHLQ�� 0LFKDHO� DQG� *LRYDQQLQR� 2OLYHR� ������� ³&DSLWDO� $FFRXQW� /LEHUDOL]DWLRQ��)LQDQFLDO� 'HSWK� DQG� (FRQRPLF� *URZWK�´� � 1%(5� :RUNLQJ� 3DSHU� 1R�� ������2FWREHU�
.UHJHO�� -DQ� �������� &DSLWDO� )ORZV�� *OREDOL]DWLRQ� LQ� 3URGXFWLRQ� DQG� )LQDQFLQJ�'HYHORSPHQW 81&7$'�5HYLHZ�
0DGGHQ��-RKQ�-����������%ULWLVK�,QYHVWPHQW�LQ�WKH�8QLWHG�6WDWHV�������������1HZ�<RUN��*DUODQG�3XEOLVKLQJ�
0DULFKDO�� &DUORV� �������� $� &HQWXU\� RI� /DWLQ� $PHULFDQ� 'HEW� &ULVHV�� 3ULQFHWRQ��3ULQFHWRQ�8QLYHUVLW\�3UHVV�
0F.LQQRQ��5RQDOG������D��³$IWHU�WKH�&ULVLV��WKH�(DVW�$VLDQ�'ROODU�6WDQGDUG�5HVHUYHG��$Q� ,QWHUSUHWDWLRQ� RI�+LJK� )UHTXHQF\�([FKDQJH�5DWH� 3HJJLQJ�´�PLPHR� 6WDQIRUG�8QLYHUVLW\�
0F.LQQRQ�� 5RQDOG� �����E��� ³2Q� WKH� 3HULSKHU\� RI� WKH� ,QWHUQDWLRQDO� 'ROODU� 6WDQGDUG��&DQDGD�9HUVXV�/DWLQ�$PHULFD 9V�(DVW�$VLD�´�PLPHR�6WDQIRUG�8QLYHUVLW\�
1HDO��/DUU\���������7KH�5LVH�RI�)LQDQFLDO�&DSLWDOLVP��,QWHUQDWLRQDO�&DSLWDO�0DUNHWV�LQ�WKH�$JH�RI�5HDVRQ��&DPEULGJH��&DPEULGJH�8QLYHUVLW\�3UHVV�
1HDO��/DUU\��������³7KH�%DQN�RI�(QJODQG¶V�)LUVW�5HWXUQ�WR�*ROG�DQG WKH�6WRFN�0DUNHW�&ULVLV� RI� �����´� )HGHUDO� 5HVHUYH� %DQN� RI� 6W�� /RXLV� 5HYLHZ�� � 9RO�� ���� 1R�� ��0D\�-XQH��
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1XUNVH�� 5DJQDU� �������� ,QWHUQDWLRQDO� &XUUHQF\� ([SHULHQFH�� *HQHYD�� /HDJXH� RI�1DWLRQV��
5RXUNH��.HYLQ�+��� DQG� -HIIUH\�*��:LOOLDPVRQ� ��������*OREDOL]DWLRQ� DQG�+LVWRU\�� WKH�(YROXWLRQ�RI�D���WK�&HQWXU\�$WODQWLF�(FRQRP\��&DPEULGJH��0,7�3UHVV�
2EVWIHOG�� 0DXULFH� �������� ,QWHUQDWLRQDO� &DSLWDO� 0RELOLW\� LQ� WKH� ����V�� LQ� 3HWHU� %��.HQHQ�� HG��8QGHUVWDQGLQJ� ,QWHUGHSHQGHQFH�� 7KH� 0DFURHFRQRPLFV� RI� WKH� 2SHQ�(FRQRP\��3ULQFHWRQ��3ULQFHWRQ�8QLYHUVLW\�3UHVV�
2EVWIHOG�� 0DXULFH�� DQG� $ODQ� 7D\ORU� �������� 7KH� *UHDW� 'HSUHVVLRQ� DV� D� :DWHUVKHG��,QWHUQDWLRQDO�&DSLWDO�0RELOLW\�RYHU� WKH�/RQJ�5XQ�� LQ�0LFKDHO�'��%RUGR��&ODXGLD�*ROGLQ�DQG�(XJHQH�1��:KLWH��HGV��7KH�'HILQLQJ�0RPHQW��7KH�*UHDW�'HSUHVVLRQ�DQG� WKH� $PHULFDQ� (FRQRP\� LQ� WKH� 7ZHQWLHWK� &HQWXU\�� &KLFDJR�� 8QLYHUVLW\� RI�&KLFDJR�3UHVV��SS����������
5RGULN�� 'DQL� �������� ³7KH� 'HEDWH� 2YHU� *OREDOL]DWLRQ�� +RZ� WR� 0RYH� )RUZDUG� E\�/RRNLQJ�%DFNZDUG�´� LQ�6KRXOG� WKH� ,0)�3XUVXH�&DSLWDO�$FFRXQW &RQYHUWLELOLW\"3ULQFHWRQ�,QWHUQDWLRQDO�)LQDQFH�6HFWLRQ��(VVD\V�LQ�,QWHUQDWLRQDO�)LQDQFH��1R�������0D\��SS��������
5R\DO�,QVWLWXWH�RI�,QWHUQDWLRQDO�$IIDLUV���������7KH�3UREOHP�RI�,QWHUQDWLRQDO�,QYHVWPHQW��/RQGRQ��2[IRUG�8QLYHUVLW\�3UHVV�
6DFKV�� -HIIUH\� DQG $QGUHZ� :DUQHU� �������� ³(FRQRPLF� 5HIRUP� DQG� WKH� 3URFHVV� RI�*OREDO�,QWHJUDWLRQ�´�%URRNLQJV�3DSHUV�RQ�(FRQRPLF�$FWLYLW\��� SS�������
6QRZGHQ�� .HQQHWK� $�� �������� ³7KH� (YROXWLRQ� RI� ,QWHUUHJLRQDO� 0RUWJDJH� /HQGLQJ�&KDQQHOV�� ����������� 7KH� /LIH� ,QVXUDQFH�0RUWJDJH� &RPSDQ\� &RQQHFWLRQ�´� ,Q�1DRPL�5��/DPRUHDX[�DQG�'DQLHO�0�*��5DII��HGV��&RRUGLQDWLRQ�DQG�,QIRUPDWLRQ��+LVWRULFDO�3HUVSHFWLYHV�RQ�WKH�2UJDQL]DWLRQ�RI�(QWHUSULVH� &KLFDJR��8QLYHUVLW\�RI�&KLFDJR�3UHVV��SS����������
6XVVPDQ�� 1DWKDQ� DQG� <LVKD\� <DWHK� �������� ,QVWLWXWLRQV�� (FRQRPLF� *URZWK�� DQG�&RXQWU\� 5LVN�� (YLGHQFH� IURP� -DSDQHVH� *RYHUQPHQW� 'HEW� LQ� WKH� 0HLML� 3HULRG��-HUXVDOHP��+HEUHZ�8QLYHUVLW\��PLPHR���)HEUXDU\�
7D\ORU��$ODQ�0����������$UJHQWLQD�DQG�WKH�:RUOG�&DSLWDO�0DUNHW��6DYLQJ��,QYHVWPHQW��DQG� ,QWHUQDWLRQDO� &DSLWDO� 0RELOLW\� LQ� WKH� 7ZHQWLHWK� &HQWXU\�� 1%(5� :RUNLQJ�3DSHU�1R��������'HFHPEHU�
7ZRPH\��0LFKDHO�-�� ��������3DWWHUQV�RI�)RUHLJQ�,QYHVWPHQW� LQ� WKH�7KLUG�:RUOG�LQ� WKH�7ZHQWLHWK�&HQWXU\��8QLYHUVLW\�RI�0LFKLJDQ��'HDUERUQ���PLPHR��0DUFK�
8QLWHG�1DWLRQV���������,QWHUQDWLRQDO�&DSLWDO�0RYHPHQWV�'XULQJ�WKH�,QWHU�:DU�3HULRG��/DNH�6XFFHVV��1<�
:LONLQV��0LUD� ��������&RQGXLWV� IRU�/RQJ�7HUP� ,QYHVWPHQW� LQ� WKH�*ROG�6WDQGDUG�(UD��)ORULGD�,QWHUQDWLRQDO�8QLYHUVLW\���PLPHR��0DUFK�
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=HYLQ��5REHUW���������$UH�:RUOG�)LQDQFLDO�0DUNHWV�0RUH�2SHQ"�,I�6R��:K\�DQG�:LWK�:KDW�(IIHFWV"� LQ�7DULT�%DQXUL�DQG�-XOLHW�%��6FKRU��HGV��)LQDQFLDO�2SHQQHVV�DQG�1DWLRQDO�$XWRQRP\��2[IRUG��&ODUHQGRQ�3UHVV��SS��������


	Abstract
	I. Introduction
	Stocks
	Net Capital Flows


	Other Evidence for the U-Shaped Pattern

