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$OWKRXJK� WKH� LQFHQWLYH� VWUXFWXUH� IDFLQJ� WKH� SULYDWH� DQG� SXEOLF� VHFWRUV� LQ� (J\SW� KDV�LPSURYHG� IROORZLQJ� WKH� HFRQRPLF� OLEHUDOL]DWLRQ� RI� WKH� HDUO\� ����V�� UHDO� HFRQRPLF�JURZWK�KDV�EHHQ�PRGHVW��7KLV�SDSHU�FRQWHQGV�WKDW�WKH�VOXJJLVK�UHVSRQVH�WR�LPSURYHG�LQFHQWLYHV� LV� GXH� LQ� SDUW� WR� SROLF\� XQFHUWDLQW\� DQG� WKH� KLJK� WUDQVDFWLRQ� FRVWV� RI�FRQGXFWLQJ�EXVLQHVV���WKHVH�ERWK�IROORZ�IURP�H[FHVVLYH�UHJXODWLRQ��ZHDN�HQIRUFHPHQW�RI� FRQWUDFWV�� DQG� UHODWLYHO\� ORZ� FUHGLELOLW\� RI� JRYHUQPHQW� FRPPLWPHQW� WR� UHIRUP��%DVHG�RQ�D�UDQGRP�VXUYH\�RI����ILUPV�LQ�WKH�IRRG��WH[WLOH��DQG�HQJLQHHULQJ�LQGXVWULHV�WR�YHULI\�WKLV�FRQWHQWLRQ�DQG�WR�LGHQWLI\�WKH�PRVW�ELQGLQJ�LQVWLWXWLRQDO�FRQVWUDLQWV��WKLV�SDSHU� HVWDEOLVKHG� WKH� UDQNLQJ� RI� WKHVH� FRQVWUDLQWV�� IURP� PRVW� WR� OHDVW� ELQGLQJ�� DV�IROORZV�� SROLF\� XQFHUWDLQW\�� WD[� DGPLQLVWUDWLRQ�� DFFHVV� WR� ILQDQFH�� DFFHVV� WR�LQWHUPHGLDWH� LQSXWV�� ODERU� UHJXODWLRQ�� DQG�GHPDQG��(IIRUWV� WR� LQGXFH� LQYHVWPHQW� DQG�JURZWK�VKRXOG�WKHUHIRUH�ILUVW�DQG�IRUHPRVW�DWWHPSW�WR�UHGXFH�SROLF\�XQFHUWDLQW\�
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,��,QWURGXFWLRQ
7KHUH� LV� LQFUHDVLQJ� UHFRJQLWLRQ� WKDW� ERWK� PDUNHW� DQG� LQVWLWXWLRQDO� UHIRUPV� DUH�QHFHVVDU\�IRU�SULYDWH�DJHQWV�DV�SURGXFHUV�WR�FRQWULEXWH�SRVLWLYHO\�WR�HFRQRPLF�JURZWK��7KH�(DVW� $VLDQ�0LUDFOH� 5HSRUW� �:RUOG�%DQN�� ������ LQGLFDWHV� WKDW� WKH� IDVW�JURZLQJ�HFRQRPLHV�RI�WKDW�UHJLRQ�QRW�RQO\�JRW�WKH�SULFHV�³ULJKWHU´��EXW�DOVR�IRXQG�LQVWLWXWLRQDO�PHFKDQLVPV� �VXFK� DV� GHOLEHUDWLRQ� FRXQFLOV�� WR� HQKDQFH� SROLF\� SUHGLFWDELOLW\��0LFUROHYHO� VWXGLHV� �IRU� H[DPSOH�� *DODO� DQG� 1DXUL\DO�� ������ /HY\� DQG� 6SLOOHU�� HGV���������DOVR�VXJJHVW�WKDW�FUHGLEOH�FRPPLWPHQW�WR�UHIRUP�LV�FULWLFDO�IRU�LQGXFLQJ�SULYDWH�LQYHVWPHQW�7KH�ORJLF�GLFWDWLQJ�WKH�QHFHVVLW\�RI�FRPELQLQJ�HFRQRPLF�DQG�LQVWLWXWLRQDO�UHIRUPV�LV�ERWK�VLPSOH�DQG�FRPSHOOLQJ��7KH�EHKDYLRU�RI�HQWUHSUHQHXUV�GHSHQGV�QRW�RQO\�RQ�WKH�LQFHQWLYH�VWUXFWXUH�SURYLGHG�E\�PDUNHWV�EXW�DOVR�RQ�WKH�LQFHQWLYH�VWUXFWXUH�SURYLGHG�E\�LQVWLWXWLRQV��&RQVLGHU�WKH�IROORZLQJ�H[DPSOH��$Q�HQWUHSUHQHXU�LV�FRQVLGHULQJ�ZKHWKHU�WR� LQYHVW� LQ� FRXQWU\�$�RU�FRXQWU\�%��7KH�FRXQWULHV�RIIHU� WZR�SURMHFWV� LGHQWLFDO� LQ�DOO�UHVSHFWV��LQFOXGLQJ�VL]H��WHFKQRORJ\��LQSXW�DQG�RXWSXW�SULFHV��PDUNHW�VL]H���EXW�GLIIHU�LQ�WKHLU�LQVWLWXWLRQDO�HQYLURQPHQWV��8QOLNH�FRXQWU\�$��WKH�EHKDYLRU�RI�WKH�JRYHUQPHQW�LQ�FRXQWU\� %� �VD\� ZLWK� UHVSHFW� WR� WD[HV�� LV� XQSUHGLFWDEOH�� GLVSXWHV� �IRU� H[DPSOH�� RYHU�WDULII� EDVLQJ�� DUH� QRW� VHWWOHG� IDLUO\�� DQG� WKH� FRVWV� RI� VDWLVI\LQJ� RU� DYRLGLQJ� FHUWDLQ�UHJXODWLRQV�DUH�KLJK��2WKHU�WKLQJV�EHLQJ�HTXDO��WKH�HQWUHSUHQHXU�ZLOO�LQYHVW�LQ�FRXQWU\�$�UDWKHU�WKDQ�FRXQWU\�%��6LPLODU�LQVWLWXWLRQDO�YDULDWLRQV�DFURVV�VHFWRUV�ZLWKLQ�WKH�VDPH�FRXQWU\�FDQ�KDYH�D�VLPLODU�HIIHFW�*LYHQ� WKDW� LQVWLWXWLRQV� PDWWHU� IRU� SULYDWH� GHFLVLRQV�� KRZHYHU�� LGHQWLI\LQJ� ZKLFK�LQVWLWXWLRQV�PDWWHU�DQG�KRZ�WKH\�PDWWHU� LV�QRW�DQ�HDV\� WDVN��IRU� LQVWLWXWLRQV�DUH�RIWHQ�GHILQHG�EURDGO\��)RU�H[DPSOH��1RUWK��������S������GHILQHV�LQVWLWXWLRQV�DV�³WKH�KXPDQO\�GHYLVHG� FRQVWUDLQWV� WKDW� VWUXFWXUH� SROLWLFDO�� HFRQRPLF�� DQG� VRFLDO� LQWHUDFWLRQV�� 7KH\�FRQVLVW�RI�ERWK�LQIRUPDO�FRQVWUDLQWV��VDQFWLRQV��WDERRV��FXVWRPV��WUDGLWLRQV��DQG�FRGHV�RI�FRQGXFW���DQG�IRUPDO�UXOHV�DQG�UHJXODWLRQV��FRQVWLWXWLRQ��ODZV��SURSHUW\�ULJKWV�´��,Q�RWKHU�ZRUGV�� DOPRVW� DOO� DVSHFWV� RI� WKH�ZD\� VRFLHW\� LV� RUJDQL]HG�KDYH�EHDULQJ�RQ� WKH�GHFLVLRQV�PDGH�E\�SULYDWH�HQWUHSUHQHXUV��&OHDUO\��WKLV�YLHZ�RI�LQVWLWXWLRQV�LV�WRR�EURDG�WR�WDFNOH�LQ�WKH�VKRUW�UXQ��D�SHULRG�GXULQJ�ZKLFK�VXFK�IHDWXUHV�RI�VRFLHW\�DV�WUDGLWLRQV�DUH�H[RJHQRXV�WR�SROLF\PDNHUV�
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$OWHUQDWLYHO\��WKH�LQVWLWXWLRQDO�UHODWLRQVKLS�EHWZHHQ�ILUPV�DQG�JRYHUQPHQW�FDQ�EH�YLHZHG DV�D�FRQWUDFW��ZKHUH�WKH�JRYHUQPHQW�SOHGJHV�FHUWDLQ�UXOHV�RI�WKH�JDPH��FDOO�LW�UHJXODWLRQ�� DQG� WKH� DJHQWV� UHVSRQG� WR� WKHVH� UXOHV� �VHH�� IRU� H[DPSOH�� :LOOLDPVRQ��������ú 7KLV�FRQWUDFW� LV� LQFRPSOHWH�E\�GHILQLWLRQ�EHFDXVH� LW� LV�GLIILFXOW�DQG�FRVWO\� WR�IXOO\�VSHFLI\�DQG�IRUHVHH�DOO�HYHQWXDOLWLHV��$V�D�UHVXOW��VXFFHVV�LQ�PRWLYDWLQJ�ILUPV�WR�LQYHVW� DQG� RSHUDWH� HIILFLHQWO\� GHSHQGV� RQ� ZKHWKHU� RU� QRW� WKH� JRYHUQPHQW� DGRSWV�DSSURSULDWH�LQFHQWLYH�VFKHPHV��HQVXUHV�WKDW�FRQWUDFW�HQIRUFHPHQW�LV�QRW�WRR�FRVWO\��DQG�LQVWLWXWHV� VDIHJXDUGV� WR� SURWHFW� ILUPV� DJDLQVW� WKH� H[SURSULDWLRQ� RI� SURSHUW\��0HHWLQJ�WKHVH�FRQGLWLRQV�LV�SDUWLFXODUO\�FULWLFDO�ZKHUH�LQYHVWPHQW�LV�VSHFLILF��LQ�WKH�VHQVH�WKDW�LWV� UHGHSOR\PHQW� WR� DOWHUQDWLYH� XVHV� E\� DOWHUQDWLYH� XVHUV� LQYROYHV� D� VDFULILFH� RI�SURGXFWLYH�YDOXH�7UDQVODWLQJ�WKLV�YLHZ�RI� LQVWLWXWLRQV�LQWR�VSHFLILF�UHIRUPV�UHTXLUHV�DQVZHULQJ�WZR�TXHVWLRQV��ILUVW��KRZ�PXFK�UHJXODWLRQ�RU�GHUHJXODWLRQ�RI�EXVLQHVV�LV�GHVLUDEOH"�6HFRQG��ZKLFK� UHJXODWLRQ� LV� PRVW� FRVWO\�� DQG� WKXV�� ZRUWK\� RI� SROLF\�PDNHUV
� H[SHQGLWXUH� RI�SROLWLFDO�FDSLWDO"�1HLWKHU�LV�HDV\�WR�DQVZHU��'HILQLQJ�RSWLPDO�UHJXODWLRQ�HPSLULFDOO\�LV�FRPSOLFDWHG�E\�WKH�GLIILFXOW\�LQ�PHDVXULQJ�WKH�FRVWV�DQG�EHQHILWV�RI�UHJXODWLRQ��)RU�WKH�VDPH�UHDVRQ��LW�LV�DOVR�GLIILFXOW�WR�UDQN�WKH�H[WHQW�WR�ZKLFK�WKH� UHJXODWRU\�FRQVWUDLQWV�DUH�ELQGLQJ�7KHUH� DUH� RI� FRXUVH� FDVHV�ZKHUH� WKH� EHQHILWV� RI� UHJXODWLRQ� FOHDUO\� RXWZHLJK� WKH�FRVWV�� )RU� H[DPSOH�� WKH� DEVHQFH� RI� UHJXODWLRQ� RI�ZHLJKWV� DQG�PHDVXUHV�PD\� OHDG� WR�FKDRWLF� DQG� FRVWO\�PDUNHW� LPSHUIHFWLRQV�� 6LPLODUO\�� WKH� ODFN� RI� UHJXODWLRQ�RI�KHDOWK�WKUHDWHQLQJ�DGGLWLYHV� WR� IRRG� LV�DOVR�XQGHVLUDEOH��2IWHQ��KRZHYHU�� WKH�QHW�EHQHILWV�RI�UHJXODWLRQ� DUH� QRW� FOHDU�� 2I� FRXUVH� WKHUH� DUH� EHQHILWV� WR� EH� KDG�� IRU� H[DPSOH�� IURP�SURWHFWLQJ�FKLOG�ODERU��VWDQGDUGL]DWLRQ�RI�LQSXWV��DQG�FRPSOLDQFH�ZLWK�WD[HV��+RZHYHU��WKH�JRYHUQPHQW��DQG�XOWLPDWHO\�WKH�WD[SD\HUV��LQFXU�FRVWV�LQ�PRQLWRULQJ�DQG�HQIRUFLQJ�WKH� UHJXODWLRQ�� WKH� HQWUHSUHQHXUV� H[SHQG� SDUW� RI� WKHLU� WLPH�� HIIRUW�� DQG� PRQH\� LQ�FRPSO\LQJ� ZLWK� RU� FLUFXPYHQWLQJ� WKH� UHJXODWLRQ�� DQG� VRFLHW\� SD\V� LQ� IRUHJRQH�LQYHVWPHQW�LI�ULVN�DYHUVH�HQWUHSUHQHXUV�VXIILFLHQWO\�IHDU�DUELWUDU\�FKDQJHV�LQ�WKH�UXOHV�
úú ,,QQ WWKKHH OODDQQJJXXDDJJHH RRII WWKKHH SSUULLQQFFLLSSDDOO��DDJJHHQQWW OOLLWWHHUUDDWWXXUUHH�� WWKKHH SSUURREEOOHHPP LLVV WWKKDDWW WWKKHH JJRRYYHHUUQQPPHHQQWW ��WWKKHH SSUULLQQFFLLSSDDOO�� DDQQGG SSUULLYYDDWWHH IILLUUPPVV ��WWKKHHDDJJHHQQWWVV�� KKDDYYHH GGLLIIIIHHUUHHQQWW RREEMMHHFFWWLLYYHH IIXXQQFFWWLLRRQQVV�� GGLLIIIIHHUUHHQQWWLLDDOO LLQQIIRRUUPPDDWWLLRRQQ ��ZZKKHHUUHH WWKKHH DDJJHHQQWWVV SSRRVVVVHHVVVV EEHHWWWWHHUU LLQQIIRRUUPPDDWWLLRRQQ���� DDQQGG GGLLIIIIHHUUHHQQWWLLDDOOUULLVVNN DDYYHHUUVVLLRRQQ ��ZZKKHHUUHH WWKKHH DDJJHHQQWWVV DDUUHH PPRRUUHH UULLVVNN��DDYYHHUUVVHH���� 77KKHH SSUULLQQFFLLSSDDOO

VV WWDDVVNN LLVV WWRR GGHHYYLLVVHH DDQQ HH[[ DDQQWWHH FFRRQQWWUUDDFFWW WWRR PPRRWWLLYYDDWWHH WWKKHH DDJJHHQQWWVVWWRR HH[[HHUUWW PPRRUUHH HHIIIIRRUUWW�� DDQQGG WWRR IILLJJXXUUHH RRXXWW DD SSUUHHPPLLXXPP WWRR EEHH SSDDLLGG WWRR WWKKHH DDJJHHQQWWVV WWRR FFRRPPSSHHQQVVDDWWHH WWKKHHPP IIRRUU WWKKHH DDGGGGHHGG UULLVVNN�� 77KKHHVVHH LLVVVVXXHHVVZZHHUUHH HHOODDEERRUUDDWWHHGG IILLUUVVWW EE\\ 55RRVVVV ��úú����üü�� DDQQGG 66WWLLJJOOLLWW]] ��úú����ýý���� DDQQGG UUHHFFHHQQWWOO\\ UUHHYYLLHHZZHHGG EE\\ 66DDSSSSLLQQJJWWRRQQ ��úú����úú����
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RI�WKH�JDPH��7KHVH�DQG�RWKHU�EHQHILWV�DQG�FRVWV�DUH�GLIILFXOW�WR�IXOO\�LGHQWLI\��OHW�DORQH�PHDVXUH�7R�JHW�DURXQG�WKH�SUREOHP��WKLV�SDSHU�UHOLHG�RQ D�VXUYH\�RI�WKH�YLHZV�RI�WKH�SULYDWH�VHFWRU� WR� LGHQWLI\� WKH� PRVW� ELQGLQJ� UHJXODWRU\� FRQVWUDLQWV�� 7KLV� DSSURDFK� KDV� LWV�OLPLWDWLRQV�� 3ULYDWH� HQWUHSUHQHXUV� PD\� H[DJJHUDWH� WKH� FRVWV� RI� FRPSO\LQJ� ZLWK� RU�DYRLGLQJ�JRYHUQPHQW�UHJXODWLRQ��7KH\�DUH�OLNHO\�WR�WDNH WKHLU�RZQ�FRVWV�LQWR�DFFRXQW��DQG�LJQRUH�WKH�EHQHILWV�RI�UHJXODWLRQ�WR�VRFLHW\��$QG�WKH\�PD\�LQFXU�WUDQVDFWLRQ�FRVWV�WKDW� YDU\�ZLWK� WKH� VL]H� RI� WKHLU� ILUPV��1RWZLWKVWDQGLQJ� WKHVH� OLPLWDWLRQV�� WKH� VXUYH\�DSSURDFK� VWLOO� SURGXFHV� D� UHDVRQDEOH� UDQNLQJ� RI� WKH� H[WHQW� WR� ZKLFK� UHJXODWRU\�FRQVWUDLQWV�DUH�ELQGLQJ��7KLV�UDQNLQJ�FDQ�EH�XVHG�E\�SROLF\�PDNHUV�WR�GHWHUPLQH�ZKLFK�DUHDV� WR� WDFNOH� ILUVW�� 0RUHRYHU�� JLYHQ� WKH� JHQHUDO� SHUFHSWLRQ� WKDW� EXVLQHVV� LV�RYHUUHJXODWHG� LQ� WKH�PDMRULW\�RI�GHYHORSLQJ�FRXQWULHV�� VRPH�GHUHJXODWLRQ� LV� OLNHO\� WR�JHQHUDWH�QHW�EHQHILWV�WR�VRFLHW\�,Q� WKH� UHPDLQGHU� RI� WKH� SDSHU�� 6HFWLRQ� ,,� VXPPDUL]HV� WKH� EURDG� FKDQJHV� LQ� WKH�LQFHQWLYH�VWUXFWXUH� LQ�(J\SW� UHVXOWLQJ�IURP�WKH�PDFURHFRQRPLF�UHIRUPV�EHJXQ�LQ� WKH�HDUO\� ����V�� DV� ZHOO� DV� WKH� FRUUHVSRQGLQJ� SHUIRUPDQFH� RI� WKH� HFRQRP\�� 6HFWLRQ� ,,,�HODERUDWHV�WKH�EURDG�LQVWLWXWLRQDO�FRQVWUDLQWV�RQ�WKH�SULYDWH�VHFWRU�LQ�(J\SW��6HFWLRQ�,9�SUHVHQWV� D� UDQNLQJ� RI� WKH� PRVW� ELQGLQJ� LQVWLWXWLRQDO� FRQVWUDLQWV�� XVLQJ� D� UDQGRP�VDPSOH�RI���� ILUPV� IURP� WKUHH� LQGXVWULHV� IRRG�SURFHVVLQJ�� WH[WLOHV��DQG�HQJLQHHULQJ��6HFWLRQ�9�RIIHUV�VRPH�SROLF\�FRQFOXVLRQV�
,,��0DFURHFRQRPLF�5HIRUPV��,QFHQWLYHV�DQG�(FRQRPLF�3HUIRUPDQFH
8QWLO�������WKH�LQFHQWLYH�VWUXFWXUH�IDFLQJ�WKH�SULYDWH�DQG�SXEOLF�VHFWRUV�LQ�(J\SW�ZDV�KLJKO\�GLVWRUWHG��7KH�JRYHUQPHQW� DWWHPSWHG� LQ������ WR�EUHDN�DZD\� IURP�GHFDGHV�RI�LQZDUG�ORRNLQJ� SXEOLF� VHFWRU�OHG� GHYHORSPHQW� VWUDWHJ\�� EXW� PRVW� VWXGHQWV� RI� WKH�(J\SWLDQ� HFRQRP\� QRWH� WKDW� WKH� ³2SHQ� 'RRU� 3ROLF\´� RQO\� EURXJKW� DERXW� SDUWLDO�OLEHUDOL]DWLRQ� RI� WKH� HFRQRP\�� OHDYLQJ� WKH� SUHYLRXV� GHYHORSPHQW� VWUDWHJ\�IXQGDPHQWDOO\�LQ�SODFH��VHH��IRU�H[DPSOH��+DQGRXVVD��������.KHLU�(O�'LQ��(O�%DUDGHL�DQG�(O�6D\HG���������7KH�HFRQRP\�FRQWLQXHG� WR�EH�GRPLQDWHG�E\� WKH�SXEOLF� VHFWRU��SULFH� FRQWURO� RI� NH\� JRRGV� DQG� VHUYLFHV�� PXOWLSOH� DQG� RYHUYDOXHG� H[FKDQJH� UDWHV��QHJDWLYH� UHDO� LQWHUHVW� UDWHV�� DQG� H[FHVVLYH� FRQWURO� RYHU� FUHGLW� DOORFDWLRQ� DQG� WUDGH�IORZV��'XULQJ�WKH�SHULRG����������*'3�JUHZ�DW�DQ�LPSUHVVLYH�DYHUDJH�DQQXDO�UDWH�RI������� EXW� WKH� LPSHWXV� IRU� WKLV� JURZWK� ZDV� FDSLWDO� LQIORZ� IURP� IRUHLJQ� DVVLVWDQFH��
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ERUURZLQJ�� RLO�UHODWHG� H[SRUWV�� ZRUNHUV
� UHPLWWDQFHV�� WRXULVP�� WKH� 6XH]� &DQDO� DQG�GLUHFW� IRUHLJQ� LQYHVWPHQW�� 0RVW� RI� WKHVH� IORZV� DUH� VXEMHFW� WR� GUDPDWLF� IOXFWXDWLRQ��ZKLFK�UHGXFHV�WKHLU�UHOLDELOLW\�WR�JHQHUDWH�VXVWDLQHG�HFRQRPLF�JURZWK�7KH�GLVWRUWHG� LQFHQWLYH�VWUXFWXUH�SHUVLVWHG�WKURXJK�WKH�����V��ZKHQ�WKH�HFRQRP\�H[SHULHQFHG�D�QXPEHU�RI�H[WHUQDO� VKRFNV� �GHFOLQLQJ�RLO�SULFHV�DQG� LQFUHDVHG� LQWHUHVW�UDWHV���5DWKHU�WKDQ�DGMXVWLQJ�WKH�HFRQRP\�WR�WKHVH�VKRFNV��WKH�JRYHUQPHQW�UHVSRQGHG�E\� GUDZLQJ� RQ� H[WHUQDO� ILQDQFLQJ� DQG� E\� UHVWULFWLQJ� LPSRUWV�� 7KLV� DSSURDFK� SURYHG�FRXQWHUSURGXFWLYH��7KH�LPSRUW�UHVWULFWLRQV��KLJK�WDULIIV��DQG�RYHUYDOXHG�H[FKDQJH�UDWH�H[DFHUEDWHG� WKH� DQWL�H[SRUW� ELDV�� WKHUHE\� UHGXFLQJ� IRUHLJQ� H[FKDQJH� HDUQLQJV� IURP�H[SRUWV��7KH�DFFXPXODWLRQ�RI�IRUHLJQ�GHEW�HURGHG�WKH�FRXQWU\
V�FUHGLWZRUWKLQHVV��7KH�FRQWLQXLQJ� LQFUHDVH� RI� SXEOLF� H[SHQGLWXUH� RYHU� UHYHQXH� OHG� WR� PDVVLYH� ILVFDO� DQG�FXUUHQW� DFFRXQW� GHILFLWV�� (YHQWXDOO\�� FXWV� LQ� LPSRUWV� DQG� LQYHVWPHQW� FRQVLGHUDEO\�VORZHG� WKH�*'3� JURZWK� UDWH�� ZKLFK� DYHUDJHG� ����� LQ� WKH� ODWH� ����V��$W� WKH� VDPH�WLPH�� LQIODWLRQ� DFFHOHUDWHG� IURP� ��� SHUFHQW� LQ� ����� WR� DERXW� ��� SHUFHQW� LQ� ������(FRQRPLF� UHIRUPV� ZHUH� XQDYRLGDEOH�� 7KH� LQDELOLW\� RI� WKH� FRXQWU\� WR� VHUYLFH� LWV�H[WHUQDO�GHEW�SURYLGHG�WKH�LPSHWXV�IRU�UHIRUP�
5HFHQW�&KDQJHV�LQ�WKH�0DFURHFRQRPLF�,QFHQWLYH�6WUXFWXUH
7KH�\HDU������VDZ� WKH�EHJLQQLQJ�RI� VLJQLILFDQW� LPSURYHPHQW� LQ� WKH�PDFURHFRQRPLF�LQFHQWLYH� VWUXFWXUH��.H\� UHIRUPV� LQFOXGHG�PDUNHG�UHGXFWLRQ� LQ�SXEOLF�H[SHQGLWXUH� WR�HQVXUH�SULFH�VWDELOLW\�DQG�OHDYH�PRUH�URRP�IRU�SULYDWH�LQYHVWPHQW��VHH�7DEOH�����7KH�ILVFDO�GHILFLW�ZDV�UHGXFHG�IURP����SHUFHQW�RI�*'3�LQ������WR�DQ�HVWLPDWHG�����SHUFHQW�LQ�������*URZWK� UDWHV�RI�PRQH\� VXSSO\�GHFOLQHG�� ,Q�SDUDOOHO�� ILQDQFLDO� OLEHUDOL]DWLRQ�ZDV� SXUVXHG� E\� UHPRYLQJ WKH� FHLOLQJ� RQ� QRPLQDO� LQWHUHVW� UDWHV�� SKDVLQJ� RXW�DGPLQLVWUDWLYH�FUHGLW� DOORFDWLRQ��DQG�XVLQJ� WUHDVXU\�ELOO�DXFWLRQV� WR�PDQDJH� OLTXLGLW\��)RUHLJQ�H[FKDQJH�FRQWUROV�ZHUH�DEROLVKHG�DQG�WKH�H[FKDQJH�UDWH�ZDV�XQLILHG�
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7DEOH����7KH�(J\SWLDQ�(FRQRP\��6HOHFWHG�(FRQRPLF�9DULDEOHV�����������3HUFHQW�RI�*'3�XQOHVV�LQGLFDWHG�RWKHUZLVH� ���� ���� ���� ���� ���� �����
%XGJHW�GHILFLW ����� ����� ����� ���� ���� ����&XUUHQW�DFFRXQW�EDODQFH��H[F��2IILFLDO�JUDQWV� ���� ���� ���� ��� ��� ����([WHUQDO�GHEW��86��ELO�� ���� ���� ���� ���� ���� ����0RQH\�VXSSO\��JURZWK�UDWH�RI�0�� ���� ���� ���� ���� ���� ����,QIODWLRQ���� ���� ���� ���� ���� ���� ���1RPLQDO�H[FKDQJH�UDWH��/�(��86�� ���� ���� ���� ���� ���� ����5HDO�HIIHFWLYH�H[FKDQJH�UDWH������ ���� ���� ����� ����� ����� ���� ������FKDQJH��� VLJQ� �DSSUHFLDWLRQ� ���� ���� ���� ���� ���� ����1RPLQDO�LQWHUHVW�UDWH����PRQWKV�7%V� ����� ���� ���� ���� ���� ����5HDO�LQWHUHVW�UDWH��7UHDVXU\�ELOOV���� ����� ���� ���� ���� ��� ���0D[LPXP�WDULII�UDWH�RQ�LPSRUWV���� ��� ���� ���� �� �� ��7RS�PDUJLQDO�WD[�UDWH���� �� �� �� �� �� ��1RWH�����  �QRW�DYDLODEOH�������(VWLPDWHG����6RXUFH�:RUOG�%DQN������D��
6LPXOWDQHRXVO\�� IRUHLJQ� WUDGH� ZDV� OLEHUDOL]HG� E\� UHPRYLQJ� DOO� TXDQWLWDWLYH�UHVWULFWLRQV�RQ� LPSRUWV� �H[FHSW� IRU� WKRVH�SHUWDLQLQJ� WR� WKH�0XOWL�)LEHU�$UUDQJHPHQW��DQG�UHGXFLQJ�DQG�UDWLRQDOL]LQJ�LPSRUW� WDULIIV��7KH�PD[LPXP�WDULII�ZDV�UHGXFHG�IURP�����SHUFHQW�LQ������WR����SHUFHQW�LQ������7KH� DYHUDJH� WDULII� IHOO� IURP����SHUFHQW� LQ������ WR����SHUFHQW� LQ�������$�JOREDO�LQFRPH�WD[�ODZ�ZDV�DOVR�SDVVHG�LQ�'HFHPEHU�������DFFRUGLQJ�WR�ZKLFK�WKH�PDUJLQDO�WD[�UDWH�ZDV�UHGXFHG�IURP����WR����SHUFHQW��7KH�QHZ�ODZ�H[HPSWV�FRUSRUDWH�GLYLGHQGV�WR� DYRLG� GRXEOH� WD[DWLRQ�� DQG� ORZHUV� WKH� FRUSRUDWH� WD[� UDWH� WR� ��� SHUFHQW�� DQG� HYHQ�IXUWKHU� ���� SHUFHQW�� IRU� PDQXIDFWXULQJ�� )LQDOO\�� SULFHV� RI� WUDGDEOH� JRRGV� ZHUH�OLEHUDOL]HG�� ZKLOH� WKRVH� RI� QRQWUDGDEOH� JRRGV� ZHUH� UHYLVHG� XSZDUG�� *LYHQ� WKDW�GRPHVWLF�VHOOLQJ�SULFHV�RI�ERWK� W\SHV�RI�JRRGV�ZHUH� ORZHU�WKDQ�PDUNHW�YDOXHV� LQ� WKH�PDMRULW\� RI� FDVHV�� WKH� OLIWLQJ� RI� SULFH� FRQWUROV� RQ� LQGXVWULDO� JRRGV� DQG� WKH� XSZDUG�UHYLVLRQ�RI�WKH�SULFHV�RI��IRU�H[DPSOH��UDLOZD\�VHUYLFHV��HOHFWULFLW\��DQG�QDWXUDO�JDV��DOO�PHDQW�KLJKHU�GRPHVWLF�SULFHV�DQG�EHWWHU�VLJQDOV�IRU�UHVRXUFH�DOORFDWLRQ�$V�D�UHVXOW�RI�WLJKW�ILVFDO�DQG�PRQHWDU\�SROLFLHV��LQIODWLRQ�GHFOLQHG�IURP����SHUFHQW�LQ������WR�DQ�HVWLPDWHG���SHUFHQW�LQ�������$IWHU�D����SHUFHQW�GHYDOXDWLRQ�RI�WKH�SRXQG�DJDLQVW� WKH�86�GROODU�� WKH�QRPLQDO�H[FKDQJH� UDWH�ZDV�NHSW� UHODWLYHO\�VWDEOH�ZLWKLQ�D�



((&&((66��::33 úú ��**DDOODDOO��úú��ÿÿÿÿ

ÿÿ

QDUURZ� EDQG� E\ PHDQV� RI� DFWLYH� PRQHWDU\� SROLF\�� 7KH� FXUUHQW� DFFRXQW� GHILFLW��H[FOXGLQJ� RIILFLDO� WUDQVIHUV�� GHFOLQHG� IURP� ���� SHUFHQW� RI� *'3� � LQ� ����� � WR� DQ�HVWLPDWHG�����SHUFHQW� LQ�������,QWHUQDWLRQDO�UHVHUYHV� LQFUHDVHG�WR�DERXW�� �����ELOOLRQ�����PRQWKV�RI�PHUFKDQGLVH�LPSRUWV��LQ�������WKDQNV�WR�D�VLJQLILFDQW�LQIORZ�RI�SULYDWH�FDSLWDO��7KH�VXFFHVV�RI� WKH�VWDELOL]DWLRQ�SURJUDP�ZDV�KHOSHG�E\�WKH�GHEW�IRUJLYHQHVV�(J\SW�UHFHLYHG�LQ�WKH�ZDNH�RI�WKH�*XOI�:DU��WKH�UHVXOW�RI�ZKLFK�ZDV�D�GHFOLQH�LQ�WRWDO�H[WHUQDO�GHEW��IURP�����ELOOLRQ�LQ������WR�DERXW�����ELOOLRQ�LQ������%H\RQG�VWDELOL]LQJ�WKH�HFRQRP\��WKHVH�UHIRUPV�UHGXFHG�WKH�FURZGLQJ�RXW�HIIHFW�RI�JRYHUQPHQW� ERUURZLQJ�� DOLJQHG� WKH� NH\� SULFHV� EHWWHU�ZLWK� WKH� VFDUFLW\� RI� UHVRXUFHV��DQG�UHGXFHG�WKH�DQWL�H[SRUW�ELDV��$OWKRXJK�IXUWKHU�UHIRUPV�DUH�VWLOO�QHHGHG��DW�LVVXH�LV�ZKHWKHU� RU� QRW� WKH� LPSURYHG� LQFHQWLYH� VWUXFWXUH� KDV� LQGXFHG� WKH� HFRQRP\� WR� JURZ��H[SRUWV�WR�IORXULVK��DQG�WKH�SULYDWH�VHFWRU�WR�H[SDQG�
(FRQRPLF�3HUIRUPDQFH
7KH�VLPSOH�DQVZHU�LV�QR��*'3�JUHZ�DW�DQ�DQQXDO�UDWH�RI�����SHUFHQW�EHWZHHQ����������7KLV� PRGHVW� JURZWK� ZDV� PRUH� WKDQ� ZLSHG� RXW� E\� SRSXODWLRQ� JURZWK�� OHDGLQJ� WR� D�GHFOLQH� LQ�SHU� FDSLWD�*'3�DW� DQ� DYHUDJH� DQQXDO� UDWH�RI� ����SHUFHQW� GXULQJ� WKH� VDPH�SHULRG� �VHH� 7DEOH� ���� 6LPXOWDQHRXVO\�� XQHPSOR\PHQW� KDV� ULVHQ�� UHDFKLQJ� VRPH� ���SHUFHQW� LQ� ������ 7RWDO� IL[HG� LQYHVWPHQW� LQ� FRQVWDQW� SULFHV� UHPDLQHG� IDLUO\� VWDJQDQW��DQG�FRXOG�RQO\�EH�H[SHFWHG�WR�SLFN�XS�VRPHZKDW�LQ�������0RUH�GLVDSSRLQWLQJ�SHUKDSV�LV�WKH�WUHQG�LQ�PHUFKDQGLVH�H[SRUWV��ZKLFK�GHFOLQHG��HVSHFLDOO\�LQ�WKH�ODVW WZR�\HDUV�
7DEOH����6HOHFWHG�(FRQRPLF�,QGLFDWRUV�����������3HUFHQW�RI�*'3�XQOHVV�LQGLFDWHG�RWKHUZLVH������ ���� ���� ���� ���� ����� ����5HDO�*'3�JURZWK�UDWH���� ��� ��� ��� ��� ��� ��� ���5HDO�*'3�SHU�FDSLWD�JURZWK�UDWH���� ��� ���� ���� ���� ���� ��� ����,QIODWLRQ���� ���� ���� ���� ���� ���� ��� ����8QHPSOR\PHQW����RI�ODERU�IRUFH� ��� ��� ��� ��� ���� ��� ���,QYHVWPHQW��FRQVWDQW������/(�ELO�� ���� ���� ���� ���� ���� ���� ����,QYHVWPHQW����JURZWK�UDWH� ��� ���� ���� ���� ��� ��� ���0HUFKDQGLVH�H[SRUWV��86��ELO������ ���� ��� ��� ��� ��� ��� ��� ���([SRUWV�JURZWK�UDWH ����� ��� ���� ���� ���� ����� ����
���(VWLPDWHG�����6RXUFHV�:RUOG�%DQN������D��
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:K\�KDYH�JURZWK��LQYHVWPHQW�DQG�H[SRUWV�EHHQ�VR�VOXJJLVK"�2QH�SRVVLEOH�DQVZHU�LV� WKDW� VWDELOL]DWLRQ� PHDVXUHV� W\SLFDOO\� OHDG� WR� D� UHFHVVLRQ� LQLWLDOO\�� IROORZHG� E\� D�UHFRYHU\��7KLV�KDV�EHHQ�WKH�H[SHULHQFH�RI�RWKHU�FRXQWULHV��DV�LOOXVWUDWHG�LQ�7DEOH����DQG�(J\SW�VKRXOG�EH�QR�H[FHSWLRQ��$FFRUGLQJO\�� LW� FDQ� EH� FRQFOXGHG� WKDW� UHFRYHU\� LQ� (J\SW� LV� LQHYLWDEOH�� DQG� WKH�FRXQWU\�ZLOO�VRRQ�EHJLQ�WR�UHDS�WKH�EHQHILWV�RI�UHIRUP�
7DEOH����&RPSDULVRQ�EHWZHHQ�(J\SW�DQG�7KUHH�6XFFHVVIXO�5HIRUPHUV�3HUFHQW�RI�*'3�XQOHVV�LQGLFDWHG�RWKHUZLVH�*'3�*URZWK���� ,QIODWLRQ���� )LVFDO�%DODQFH 8QHPSOR\PHQW &XUUHQW�$FFRXQW�%DODQFH 'LUHFW�)RUHLJQ�,QYHVW�

*URVV�'RPHVWLF�,QYHVW�(J\SW%HIRUH���������� ��� ���� ����� �� ���� ��� ����'XULQJ���������� ��� ���� ���� ��� ��� ��� ����$UJHQWLQD%HIRUH���������� ��� ����� ���� ��� ���� ��� ����'XULQJ���������� ��� ���� ���� ��� ���� ��� ����&KLOH%HIRUH���������� ��� ����� ����� ��� ���� ���� ����'XULQJ���������� ��� ���� ���� ���� ���� ��� ����$IWHU���������� ��� ���� ��� ��� ���� ��� ����7KDLODQG%HIRUH���������� ��� ��� ���� ��� ���� ��� ����'XULQJ���������� ��� ��� ���� ��� ���� ��� ����$IWHU���������� ���� ��� ��� ��� ���� ��� ����1RWH����  �1RW�DYDLODEOH����6RXUFHV�:RUOG�%DQN������D��
:KLOH�WKH�DERYH�FRQFOXVLRQ�LV�YDOLG�LQ�SDUW��WZR�IDFWRUV�VXJJHVW�WKDW�WKH�H[SHFWHGUHFRYHU\� PD\� QRW� EH� VXVWDLQDEOH� LQ� WKH� ORQJ� UXQ�� )LUVW�� (J\SW� KDV� \HW� WR� XQGHUWDNH�VLJQLILFDQW�UHIRUPV�WR�UHVWUXFWXUH�WKH�UHDO�VLGH�RI�WKH�HFRQRP\��HVSHFLDOO\�LQ�WKH�DUHDV�RI� SXEOLF� HQWHUSULVH�� HGXFDWLRQ�� DQG� KHDOWK� �DV� QRWHG�� IRU� H[DPSOH�� E\� 6KLKDWD��IRUWKFRPLQJ��:RUOG�%DQN������D���6HFRQG��(J\SW�KDV�\HW�WR�XQGHUWDNH�QRWDEOH�UHIRUP�RI� LWV� LQVWLWXWLRQV� WR�PDNH� WKHP�PRUH� FRPSDWLEOH�ZLWK� D�PRUH� G\QDPLF�PDUNHW� DQG�SULYDWH�VHFWRU�RULHQWHG�HFRQRP\�



((&&((66��::33 úú ��**DDOODDOO��úú��ÿÿÿÿ

��

,,��,QVWLWXWLRQV�DQG�(FRQRPLF�3HUIRUPDQFH
7KHUH� LV� LQFUHDVLQJ� VXSSRUW� IRU� WKH� YLHZ� WKDW� LQVWLWXWLRQDO� UHIRUPV� DUH� FULWLFDO� IRU�HFRQRPLF� JURZWK�� 1RUWK� ������� S�� ����� IRU� H[DPSOH�� DVVHUWV� WKDW� ³WKH� LQDELOLW\� RI�VRFLHWLHV�WR�GHYHORS�HIIHFWLYH��ORZ�FRVW�HQIRUFHPHQW�RI�FRQWUDFWV�LV�WKH�PRVW�LPSRUWDQW�VRXUFH�RI�ERWK�KLVWRULFDO�VWDJQDWLRQ�DQG�FRQWHPSRUDU\�XQGHUGHYHORSPHQW�LQ�WKH�7KLUG�:RUOG´�� 7KLV� LV� EHFDXVH� LQVHFXUH� SURSHUW\� DQG� FRQWUDFWXDO� ULJKWV� GLVFRXUDJH�LQYHVWPHQW��DQG�WKHUHE\�HFRQRPLF�JURZWK��7KLV�DVVHUWLRQ�LV�VXSSRUWHG�E\�D�QXPEHU�RI�HPSLULFDO� VWXGLHV�� )RU� H[DPSOH��.QDFN� DQG�.HHIHU� �IRUWKFRPLQJ�� ILQG� WKDW� SURSHUW\�ULJKWV��PHDVXUHG�E\�VXFK�YDULDEOHV�DV�HYDOXDWLRQV�RI�FRQWUDFW�HQIRUFHDELOLW\��WKH�UXOH�RI�ODZ��DQG�ULVN�RI�H[SURSULDWLRQ��KDYH�D�VLJQLILFDQW�LPSDFW�RQ�LQYHVWPHQW�DQG�JURZWK� û&RXQWU\� FDVH� VWXGLHV� �IRU� H[DPSOH�� :RUOG� %DQN�� ������ :RUOG� %DQN�� ����E���VXJJHVW�WKDW�FRXQWULHV�ZKHUH�PDFURHFRQRPLF�UHIRUPV�KDYH�EHHQ�VXFFHVVIXO�LQ�EULQJLQJ�DERXW� VXVWDLQDEOH� HFRQRPLF� JURZWK� KDYH� DOVR� GHUHJXODWHG� HFRQRPLF� DFWLYLW\��VWUHQJWKHQHG� FRQWUDFW� HQIRUFHPHQW�� DQG� EXLOW� D� UHSXWDWLRQ� IRU� PDNLQJ� FUHGLEOH�FRPPLWPHQW�DJDLQVW�DUELWUDU\�SROLF\�UHYHUVDO��7KH�TXHVWLRQ�LV��KRZ�GRHV�(J\SW�IDUH�RQ�WKHVH�DFFRXQWV"$V� ZLOO� EH� LOOXVWUDWHG� EHORZ�� WKH� (J\SWLDQ� HFRQRP\� LV� RYHUUHJXODWHG�� FRQWUDFW�HQIRUFHPHQW� LV� UHODWLYHO\� ZHDN� DQG� FRVWO\�� DQG� LQYHVWRUV� YLHZ� JRYHUQPHQW�FRPPLWPHQW� WR� UHIRUP� WR�EH� OHVV�FUHGLEOH� WKDQ� LQ�RWKHU�FRXQWULHV��2YHUUHJXODWLRQ�RI�LQSXWV� �ODERU�� FDSLWDO�� RWKHU� LQSXWV��� RXWSXWV� �HVSHFLDOO\� H[SRUWV�� DQG� WD[�DGPLQLVWUDWLRQ�� WRJHWKHU� ZLWK� XQFHUWDLQW\� DERXW� SROLF\� SUHGLFWDELOLW\� DQG� ZHDN�HQIRUFHPHQW�RI�FRQWUDFWV��LQFUHDVH�WKH�WUDQVDFWLRQ�FRVWV�RI�LQYHVWPHQW�DQG�RSHUDWLRQ�RI�ILUPV�
2YHUUHJXODWLRQ
$OWKRXJK�LW� LV�GLIILFXOW� WR�HVWDEOLVK�D�EHQFKPDUN�DJDLQVW�ZKLFK�WR�PHDVXUH�H[FHVVLYH�UHJXODWLRQ��H[DPLQDWLRQ�RI�YDULRXV�UHJXODWLRQV� LQ�(J\SW� VXJJHVWV�WKDW�WKH�HFRQRP\�LV�RYHUUHJXODWHG��&RQVLGHU�WKH�H[DPSOH�RI�WD[�DGPLQLVWUDWLRQ�

ûû 55HHFFHHQQWW JJUURRZZWWKK UUHHJJUUHHVVVVLLRRQQVV XXVVHHGG RRWWKKHHUU SSUURR[[LLHHVV LLQQ WWHHVVWWLLQQJJ WWKKHH LLPPSSDDFFWW RRII LLQQVVWWLLWWXXWWLLRRQQVV RRQQ JJUURRZZWWKK�� PPRRVVWW IIUUHHTTXXHHQQWWOO\\ SSRROOLLWWLLFFDDOO VVWWDDEELLOOLLWW\\DDQQGG FFLLYYLLOO OOLLEEHHUUWWLLHHVV ��VVHHHH�� IIRRUU HH[[DDPPSSOOHH�� %%DDUUUURR�� úú����úú�� //HHYYLLQQHH DDQQGG 55HHQQHHOOWW�� úú����ûû�� ..RRUUPPHHQQGGLL DDQQGG 00HHJJXXLLUUHH����
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3URFHGXUDOO\��FRPPHUFLDO�DQG�LQGXVWULDO�HQWLWLHV�DUH�UHTXLUHG�WR�ILOH�D� WD[�GHFODUDWLRQ�ZLWKLQ����GD\V�IURP�WKH�GDWH�RI�WKH�JHQHUDO�DVVHPEO\�PHHWLQJ��)DLOXUH�WR�VXEPLW� VXFK�D� GHFODUDWLRQ� RQ� WLPH� UHVXOWV� LQ� D� SHQDOW\� RI� ��� SHUFHQW� RI� GXH� WD[HV��ZKLFK� FDQ� EH�UHGXFHG�E\�KDOI�LQ�FDVHV�ZKHUH�D�FRPSURPLVH�LV�UHDFKHG�EHWZHHQ�WKH�GHFODUHU�DQG�WKH�7D[� $XWKRULW\� ZLWKRXW� UHIHUULQJ� WKH� PDWWHU� WR� WKH� $SSHDOV� &RPPLWWHH�� 7KH� 7D[�$XWKRULW\� KDV� WKH� ULJKW� WR� H[DPLQH� WD[� GHFODUDWLRQV� IRU� D� SHULRG� RI� ILYH� \HDUV��,QVSHFWLQJ�RIILFHUV�H[DPLQH�DOO� UHWXUQV�� ,I� WKH� WD[�RIILFHUV�GR�QRW�DSSURYH�GXH� WD[HV��WKH�WD[SD\HU�FDQ�REMHFW�ZLWKLQ�D�SHULRG�RI�RQH�PRQWK�WR�WKH�$SSHDOV�&RPPLWWHH��7KH�ODWWHU� FRQVLVWV�RI� WKUHH�RIILFLDOV� IURP�WKH�7D[�$XWKRULW\�DQG� WZR�PHPEHUV�DSSRLQWHG�E\�WKH�WD[SD\HU��'HFLVLRQV�E\�WKH�FRPPLWWHH�DUH�PDGH�E\�PDMRULW\�YRWLQJ��EXW�DUH�QRW�ILQDO��(DFK�SDUW\�KDV�WKH�ULJKW�WR�GLVSXWH�WKH�&RPPLWWHH
V�MXGJPHQW�EHIRUH�WKH�SULPDU\�FRXUW�ZLWKLQ ���GD\V�RI�LWV�DQQRXQFHPHQW��ZKDWHYHU�WKH�DPRXQW�RI�WKH�GLVSXWH�PD\�EH��'LVSXWHV�RYHU�WD[HV�DUH�NQRZQ�WR�WDNH�\HDUV�WR�VHWWOH��DQG�WKH�QXPEHU�RI�FDVHV�SHQGLQJ�FRXUW�UHVROXWLRQ�LV�LQFUHDVLQJ�7D[� UHJXODWLRQ� LQ� (J\SW� LV� WRR� FRVWO\�� ,W� OHDYHV� WD[� LQVSHFWRUV ZLWK� WRR� PXFK�GLVFUHWLRQ��LW�LQGXFHV�GLVSXWHV�RYHU�WD[HV��DQG�LW�UHOLHV�RQ�SULQFLSOHV�WKDW�DUH�WRR�FRVWO\�WR�DGPLQLVWHU��7KH�FULWHULD�IRU�WD[�DVVHVVPHQW�DUH�DPELJXRXV�DW�WLPHV��ZKLFK�OHDGV�WD[�RIILFHUV� DQG� WD[SD\HUV� WR� H[WUHPH� LQLWLDO� EDUJDLQLQJ� SRVLWLRQV�� 6LQFH� DJUHHPHQWV� DUH�VHOGRP�UHDFKHG��D� ODUJH�QXPEHU�RI�FDVHV�UHPDLQ�SHQGLQJ�FRXUW�UHVROXWLRQV�IRU�\HDUV��7D[�RIILFHUV�UHFHLYH�ERQXVHV�RQ�WKH�EDVLV�RI�FROOHFWHG�WD[HV��ZKLFK�PD\�OHDG�WKHP�WR�RYHUHVWLPDWH�GXH�WD[HV��)LQDOO\��WD[�FROOHFWLRQ�LV�EDVHG�RQ�WKH� SULQFLSOH�RI�DXGLWLQJ�DOO�WD[SD\HUV��D�SUDFWLFH�ZKLFK�LV�VHOGRP�IROORZHG�LQ�RWKHU�FRXQWULHV�
(QIRUFHPHQW RI�&RQWUDFWV
6HWWOHPHQW� RI� GLVSXWHV�� IRU� H[DPSOH� RYHU� WD[HV�� PD\� QRW� EH� WRR� FRVWO\� LI� WKH� FRXUW�V\VWHP�LV�LPSDUWLDO��FRQVLVWHQW��DQG�HIILFLHQW��2WKHUZLVH��FRQWUDFW�HQIRUFHPHQW�DPRQJ�H[FKDQJLQJ� SDUWLHV� RU� EHWZHHQ� ILUPV� DQG� JRYHUQPHQW� FDQ� EH� YHU\� FRVWO\��7KH� ODWWHU�VLWXDWLRQ�VHHPV�WR�EH�WKH�FDVH�LQ�(J\SW�$FFRUGLQJ� WR� D� :RUOG� %DQN� VWXG\� �����F��� WKH� SHUFHSWLRQ� RI� EXVLQHVVSHRSOH��ODZ\HUV�� DQG� MXGJHV� RI� WKH� DGPLQLVWUDWLRQ� RI� MXVWLFH� LQ� (J\SW� LV� WKDW� WKH� V\VWHP� LV�VLPSO\� WRR� VORZ�� H[SHQVLYH�� DQG� XQFHUWDLQ�� ,Q� ��������� WKH� FOHDUDQFH� UDWH� RI�FRPPHUFLDO� FDVHV�ZDV� RQO\� ��� SHUFHQW�� FRPSDUHG�ZLWK� ��� SHUFHQW� LQ� -DSDQ�� DQG� ���SHUFHQW�LQ�%HOJLXP��0RUHRYHU��WKH�VLWXDWLRQ�VHHPV�WR�KDYH�GHWHULRUDWHG�RYHU�WLPH��7KH�
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DYHUDJH�OHQJWK�RI�FRPPHUFLDO�FDVHV�WULSOHG�IURP�DERXW�WZR�\HDUV�LQ�WKH�HDUO\�����V�WR�PRUH�WKDQ�VL[�\HDUV�LQ�WKH�HDUO\�����V��)DWKL���������7KHUH�LV�DERXW�RQH�SHQGLQJ�FDVH�IRU�HYHU\�WKUHH�(J\SWLDQV��
&RPPLWPHQW
)LQDOO\��VLQFH�ILUPV�LQYHVW�WRGD\�DQG�UHFRYHU�WKHLU�PRQH\�WRPRUURZ��IHDU�RI�DUELWUDU\�SROLF\�UHYHUVDO�LQ�WKH�IXWXUH�LV�FULWLFDO��7KLV�IHDU�LV�UHGXFHG�ZKHUH������WKH�JRYHUQPHQW�H[KLELWV�D�KLVWRU\�RI�PDLQWDLQLQJ�FRQVLVWHQW�SROLFLHV������WKHUH�DUH�LQWHUQDO�UHVWUDLQWV�RQ�SROLF\�UHYHUVDO��VXFK�DV�ODZV�RU�FRQVWLWXWLRQDO�UHVWULFWLRQV��FKHFNV�DQG�EDODQFHV�DPRQJ�WKH� GLIIHUHQW� EUDQFKHV� RI� JRYHUQPHQW��� DQG� ���� WKH� JRYHUQPHQW� LV� ERXQG� E\�LQWHUQDWLRQDO�UHVWUDLQWV��VXFK�DV�WUHDWLHV��RU�DLG�FRQGLWLRQDOLW\��2Q� WKHVH� WKUHH� DFFRXQWV�� (J\SW� VFRUHV� PRGHVWO\� FRPSDUHG� ZLWK� VXFFHVVIXO�UHIRUPHUV�� 7KH� ,QVWLWXWLRQDO� ,QYHVWRU
V� &RXQWU\� &UHGLW� 5DWLQJV� LQ� ����� UDQNV� (J\SW�VLJQLILFDQWO\�EHORZ�7KDLODQG��&KLOH��DQG�� WR�D� OHVVHU�H[WHQW��$UJHQWLQD� �VHH�7DEOH�����7KH� UDQNLQJ� IRU� (J\SW� KDV� LPSURYHG� VRPHZKDW� LQ� WKH� ����V� DV� HFRQRPLF� UHIRUPV�SURFHHGHG�� EXW� DW� QR� WLPH� KDV� WKLV� UDQNLQJ� EHHQ� FRPSDUDEOH� WR� WKDW� RI� &KLOH� RU�7KDLODQG�
7DEOH�����,QVWLWXWLRQDO�,QYHVWRU
V�&RXQWU\�&UHGLW�5DWLQJV&RXQWU\ ���� ���� ���� ���� ����(J\SW ���� ���� ���� ���� ����$UJHQWLQD ���� ���� ���� ���� ����&KLOH ���� ���� ���� ���� ����7KDLODQG ���� ���� ���� ����6RXUFHV� ,QVWLWXWLRQDO�,QYHVWRU
V�&RXQWU\�&UHGLW�5DWLQJV��7KH�(FRQRPLVW��YDULRXV�LVVXHV�

8QOLNH� $UJHQWLQD�� &KLOH� �DIWHU� 3LQRFKHW��� DQG� 7KDLODQG�� WKH� H[HFXWLYH� EUDQFK� LQ�(J\SW�HQMR\V�FRQVLGHUDEOH�LQIOXHQFH�RYHU�SROLF\�IRUPXODWLRQ��,W�UXOHV�E\�D�PDMRULW\�LQ�SDUOLDPHQW�DQG�H[HUWV�VLJQLILFDQW� LQIOXHQFH�RYHU�RWKHU�EUDQFKHV�RI�JRYHUQPHQW��$V�D�UHVXOW�� SROLFLHV� FDQ� EH� FKDQJHG�ZLWKRXW�PXFK� RSSRVLWLRQ�� ([WHUQDO� UHVWUDLQWV� GR� QRW�VHHP� WR� FXUE� SROLF\� UHYHUVDO� HLWKHU�� )RUHLJQ� DLG� KDV� JHQHUDOO\� EHHQ� WLHG� WR� SROLWLFDO�UDWKHU�WKDQ�HFRQRPLF�FRQGLWLRQDOLW\��$QG��DOWKRXJK�(J\SW�VLJQHG�D�*$77�DJUHHPHQW��LW�LV�RQO\�ERXQG�WR�WKH�OHVV�UHVWULFWLYH�SURYLVLRQV�UHVHUYHG�IRU�ORZHU�LQFRPH�FRXQWULHV�8QFHUWDLQW\� FDQ� EH� UHGXFHG� VRPHZKDW� LI� WKH� JRYHUQPHQW� DQG� WKH� SULYDWH� VHFWRU�KDYH�D�SURGXFWLYH�GLDORJXH� WKURXJK�VXFK�RUJDQL]DWLRQV�DV�EXVLQHVV�DVVRFLDWLRQV��%XW�
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EXVLQHVV�DVVRFLDWLRQV�LQ�(J\SW�DUH�RQO\�HIIHFWLYH�WR�D�OLPLWHG�H[WHQW�� 7KH\�DUH�ODUJHO\�FRQWUROOHG�E\�WKH�JRYHUQPHQW��RU�GRPLQDWHG�E\�ODUJH�ILUPV�2YHUDOO� WKHQ�� LPSRUWDQW� UHIRUPV�RQ� WKH� LQVWLWXWLRQDO� IURQW� OLH�DKHDG�LI�(J\SW� LV� WR�IXOO\�UHDS�WKH�EHQHILWV�RI�PDFURHFRQRPLF�UHIRUPV�ü %XW�ZKLFK�GHUHJXODWLRQ�LV�OLNHO\�WR�EULQJ�DERXW�ELJJHU�LPSDFW"�7KLV�TXHVWLRQ�LV�WDNHQ�XS�QH[W�
,9��5DQNLQJ�DQG�3DWWHUQ�RI�,QVWLWXWLRQDO�&RQVWUDLQWV��6XUYH\�5HVXOWV
7R�LGHQWLI\� WKH�PRVW�ELQGLQJ�UHJXODWRU\�FRQVWUDLQWV�RQ�SULYDWH�ILUPV��ZH�FRQGXFWHG�D�VXUYH\�RI�D�VDPSOH�RI����ILUPV�LQ�PDQXIDFWXULQJ��7KH�VDPSOH�ZDV�VHOHFWHG�UDQGRPO\�IURP� WKUHH� LQGXVWULHV� ���� HDFK��� IRRG� SURFHVVLQJ�� WH[WLOHV� DQG� HQJLQHHULQJ�� 7KH�TXHVWLRQQDLUH� LWVHOI� �JLYHQ� LQ� DSSHQGL[��ZDV� VWUXFWXUHG� VXFK� WKDW�� ILUVW�� LW� FRYHUV� WKH�UHJXODWRU\� FRQVWUDLQWV� RQ� WKH� ILUP
V� LQSXWV� DQG� RXWSXW�� DQG� VHFRQG�� LW� FDSWXUHV� WKH�ILUP
V� SHUFHSWLRQ� RI� WKH� VWDWH� RI� HFRQRPLF� DFWLYLW\� �PHDVXUHG� E\� GHPDQG� IRU� WKHLU�RXWSXW��DQG�XQFHUWDLQW\��DULVLQJ�IURP�HFRQRPLF�DQG�QRQ�HFRQRPLF�IDFWRUV���,QWHUYLHZV�ZHUH�FRQGXFWHG�SHUVRQDOO\�DW�HDFK�ILUP�LQ�WKH�VDPSOH�7KH�SURILOH�RI� WKH�VDPSOH�LV�JLYHQ�LQ�7DEOH����$V�H[SHFWHG��VPDOOHU�ILUPV�KDYH�D�PXFK�ORZHU�FDSLWDO�ODERU�UDWLR�WKDQ�ODUJHU�ILUPV��UHSUHVHQWLQJ����SHUFHQW�RQ�DYHUDJH���WKH\�KDUGO\�H[SRUW��DQG�WKHLU�LQLWLDO�GHEW�HTXLW\�UDWLR�LV�PXFK�ORZHU�WKDQ�WKDW�RI�ODUJHU�ILUPV�
7DEOH�����6DPSOH�3URILOH )RRG�3URFHVVLQJ 7H[WLOH (QJLQHHULQJ6PDOO /DUJH 6PDOO /DUJH 6PDOO /DUJH���1R��RI�)LUPV � � � � � ����IL[HG�$VVHWV������/(�)LUP� ��� ������ �� ����� ��� ���������1R��RI�H[SRUWLQJ�ILUPV � � � � � ����,QLWLDO�GHEW�HT��5DWLR���� �� �� � �� �� �����&DSLWDO�/DERU�UDWLR��/(�����ZRUNHU� �� �� � �� ����
µ6PDOO�ILUPV�UHIHUV¶�DUELWUDULO\�WR�HQWLWLHV�ZLWK�DQ�DYHUDJH�RI����HPSOR\HHV�RU�OHVV�6RXUFH��6XUYH\�

üü 77KKLLVV JJHHQQHHUUDDOO SSRRLLQQWW KKDDVV DDOOVVRR EEHHHHQQ PPDDGGHH EE\\ %%LLEEOODDZZLL ��úú�������� DDQQGG ++DDQQGGRRXXVVVVDD ��úú����þþ����
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2YHUDOO�5DQNLQJ�RI�&RQVWUDLQWV
4XHVWLRQQDLUH� UHWXUQV� LQGLFDWH� WKDW� ILUPV� UDQN� WKH� PRVW� ELQGLQJ� FRQVWUDLQWV� WR� EH�SROLF\�XQFHUWDLQW\�� WD[� DGPLQLVWUDWLRQ�� DFFHVV� WR� ILQDQFH�� DQG� DYDLODELOLW\�RI�PDWHULDO�LQSXWV��LQ�WKDW�RUGHU��/DERU�UHJXODWLRQ�DQG�GHPDQG�ZHUH�UDQNHG�OHDVW�ELQGLQJ��VHH�7DEOH�����7KH�IDFW�WKDW�SROLF\�XQFHUWDLQW\�LV�WKH�PRVW�ELQGLQJ�FRQVWUDLQW�LV�FRQVLVWHQW�ZLWK�WKH�DQDO\VLV�RI�WKH�SUHYLRXV�VHFWLRQ��,QWHUYLHZV�ZLWK�ILUPV�UHYHDOHG�WKDW�ODERU�UHJXODWLRQ�LV�QRW�DV�ELQGLQJ�DV� WKH� ODZV� VXJJHVW� EHFDXVH� ILUPV�ZHUH� DEOH� WR�GLVUHJDUG� ODERU� UHJXODWLRQ� IRU�KLULQJ�DQG� ILULQJ�� IRU� H[DPSOH�� E\� DFFHSWLQJ� WR� SD\� UHODWLYHO\� LQVLJQLILFDQW� SHQDOWLHV� IRU�YLRODWLRQV�ý UHQHZLQJ� FRQWUDFWV� DQQXDOO\�� RU� REOLJDWLQJ� ZRUNHUV� WR� VLJQ� XQGDWHG�UHVLJQDWLRQV�DORQJ�ZLWK�WKHLU�HPSOR\PHQW�FRQWUDFWV�DW�WKH�WLPH�RI�UHFUXLWPHQW�$QRWKHU� EURDG� ILQGLQJ� LV� WKDW� WKH� UDQNLQJ� RI� WKH� LQVWLWXWLRQDO� FRQVWUDLQWV� LV� YHU\�VLPLODU�DFURVV�LQGXVWULHV��7R�EH�VXUH��WKH�VHYHULW\�RI�DQ�LQGLYLGXDO�FRQVWUDLQW�YDULHV�E\�LQGXVWU\��EXW�WKH�UHODWLYH�UDQNLQJ�LV�HVVHQWLDOO\�WKH�VDPH��7KXV��SROLF\�XQFHUWDLQW\��IRU�H[DPSOH��LV�UDQNHG�WKH�PRVW�ELQGLQJ�FRQVWUDLQW�LQ�WKH�IRRG�SURFHVVLQJ�DQG�HQJLQHHULQJ�LQGXVWULHV��DQG�VHFRQG�LQ�WKH�WH[WLOH�LQGXVWU\��6LPLODUO\��ODERU�UHJXODWLRQ�DQG�GHPDQG�DUH� UDQNHG�DV� WKH� OHDVW�ELQGLQJ�FRQVWUDLQWV�DFURVV�DOO� WKUHH� LQGXVWULHV��(FRQRP\�ZLGH�LQVWLWXWLRQDO�UHIRUP�LV�NH\�WR�EHWWHU�SHUIRUPDQFH�
7DEOH�����5DQNLQJ�RI�,QVWLWXWLRQDO�&RQVWUDLQWV�E\�6HFWRU)RRG�3URFHVVLQJ 7H[WLOH (QJLQHHULQJ $YHUDJH6FRUH 5DQN 6FRUH 5DQN 6FRUH 5DQN 6FRUH 5DQN3ROLF\�8QFHUW� ���� � ���� � ���� � ���� �7D[HV ���� � ���� � ���� � ���� �)LQDQFH ���� � ���� � ���� � ���� �0DWHULDO�,QSXWV ���� � ���� � ���� � ���� �/DERU ���� � ���� � ���� � ���� �'HPDQG ���� � ���� � ���� � ���� �7KH�ILJXUHV�DUH�QRUPDOL]HG�WR�D�VFDOH�RI�]HUR�WR����ZKHUH�]HUR�PHDQV�WKDW�WKH�FRQVWUDLQW�LV QRW�ELQGLQJ�DW�DOO��DQG���PHDQV�WKDW�WKH�FRQVWUDLQW�LV�SURKLELWLYH��6RXUFH� 6XUYH\�

ýý 77KKHH SSHHQQDDOOWWLLHHVV IIRRUU YYLLRROODDWWLLQQJJ OODDEERRUU OODDZZVV UUDDQQJJHH EEHHWWZZHHHHQQ //(( úúùù��ûûùù ��RRUU 8866�� üü��úúùù�� SSHHUU LLQQFFLLGGHHQQFFHH��
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6HYHULW\�RI�,QVWLWXWLRQDO�&RQVWUDLQWV�%HWZHHQ�,QGXVWULHV
7KH�VHYHULW\�RI�LQVWLWXWLRQDO�FRQVWUDLQWV�YDULHV�E\�LQGXVWU\��VHH�7DEOH�� ���)RU�H[DPSOH��WD[�UHJXODWLRQV�DUH�PRUH ELQGLQJ�LQ� WKH�WH[WLOH�DQG�HQJLQHHULQJ�LQGXVWULHV� WKDQ�LQ� WKH�IRRG� SURFHVVLQJ� LQGXVWU\�� ,Q� SDUW�� WKLV� LV� EHFDXVH�PDQ\� IRRG� SURFHVVLQJ� ILUPV� HQMR\�WHPSRUDU\� WD[� KROLGD\V�� DQG� WKXV� GR� QRW� KDYH� WKH� H[SHULHQFH� RI� GHDOLQJ� ZLWK� WD[�DGPLQLVWUDWLRQ�� 7DEOH� �� DOVR� LQGLFDWHV� WKDW� ZKLOH� ILQDQFLQJ� LV� PRUH� SUREOHPDWLF� IRU�ILUPV� LQ� WKH� HQJLQHHULQJ� LQGXVWU\�� ILUPV� LQ� WKH� WH[WLOH� LQGXVWU\� VXIIHU� WKH�PRVW� IURP�ODERU� UHJXODWLRQ� DQG� DYDLODELOLW\� RI� LQWHUPHGLDWH� LQSXWV�� 7KH� SUREOHPV� RI� ODERU�UHJXODWLRQV�DUH�IHOW�PRUH�DFXWHO\�E\�ILUPV�LQ�WKH�WH[WLOH�LQGXVWU\�EHFDXVH�WKH\�DUH�PRUH�ODERU�LQWHQVLYH�WKDQ�WKH�RWKHU�LQGXVWULHV��6KRUWDJH�RI�PDWHULDO�LQSXWV�LQ�WKH�VDPH�VHFWRU��IRU�ZHDYLQJ� DQG� UHDG\�PDGH� JDUPHQWV�� LV� GXH� SULPDULO\� WR� WKH� GRPLQDWLRQ� RI� VWDWH�RZQHG�HQWHUSULVHV�LQ�WKH�JLQQLQJ�DQG�VSLQQLQJ�DFWLYLWLHV��GLVFXVVHG�EHORZ��
6HYHULW\�RI�,QVWLWXWLRQDO�&RQVWUDLQWV�DQG�6L]H�RI�)LUPV
7KH�VHYHULW\�RI� LQVWLWXWLRQDO�FRQVWUDLQWV�DOVR�YDULHV�ZLWK� WKH�VL]H�RI�ILUPV��$V�FDQ�EH�VHHQ�IURP�7DEOH����WKH�VPDOOHU�WKH�ILUP��WKH�PRUH�ELQGLQJ�WKH�FRQVWUDLQW��7KLV�SDWWHUQ�LV�PRUH�DSSDUHQW�ZLWK�UHVSHFW�WR�FHUWDLQ�FRQVWUDLQWV��PRVW�QRWDEO\�WD[�DGPLQLVWUDWLRQ��DQG�DFFHVV�WR�ILQDQFH�DQG�LQWHUPHGLDWH�LQSXWV��/DERU�UHJXODWLRQ�LV�DQ�H[FHSWLRQ��ZKHUH�VPDOOHU�ILUPV�ILQG�LW�OHVV�ELQGLQJ�DFURVV�LQGXVWULHV��7KLV�LV�GXH�SULPDULO\�WR�WKH�ZHDNHU�HQIRUFHPHQW�RI�ODERU�UHJXODWLRQ�ZKHUH�ILUPV�HPSOR\�OHVV�WKDQ����ZRUNHUV�
7DEOH�����5DQNLQJ�RI�,QVWLWXWLRQDO�&RQVWUDLQWV�E\�6L]H�RI�)LUP&RQVWUDLQW 6PDOO�)LUPV /DUJH�)LUPV $YHUDJH6FRUH 5DQNLQJ 6FRUH 5DQNLQJ 6FRUH 5DQNLQJ3ROLF\�8QFHUW� ���� � ���� � ���� �7D[HV ���� � ���� � ���� �)LQDQFH ���� � ���� � ���� �0DWHULDO�,QSXWV ���� � ���� � ���� �/DERU ���� � ���� � ���� �'HPDQG ���� � ���� � ���� �$YHUDJH ���� ���� ����7KH�ILJXUHV�DUH�QRUPDOL]HG�WR�D�VFDOH�RI ]HUR�WR����ZKHUH�]HUR�PHDQV�WKDW�WKH�FRQVWUDLQW�LV�QRW�ELQGLQJ�DW�DOO��DQG���PHDQV�WKDW�WKH�FRQVWUDLQW�LV�SURKLELWLYH���6RXUFH� 6XUYH\�
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7KH�IDFW�WKDW�VPDOOHU�ILUPV�KDYH�JUHDWHU�GLIILFXOW\�DFFHVVLQJ�FUHGLW�FRPSDUHG�ZLWK�ODUJHU� ILUPV� LV� QRW� VXUSULVLQJ�� 7KHUH� LV� DPSOH� HYLGHQFH� ZRUOGZLGH� WR� VXSSRUW� WKH�K\SRWKHVLV� WKDW� OHQGLQJ� WR� VPDOOHU� ILUPV� HQWDLOV� JUHDWHU� ULVN� RI� GHIDXOW� DQG� FRVW� RI�SURFHVVLQJ��&RQVHTXHQWO\�� EDQNV� UDWLRQDOO\� HQJDJH� LQ� OHQGLQJ�PRUH� WR� ODUJHU� WKDQ� WR�VPDOOHU�ILUPV��9DULDWLRQV�DFURVV�LQGXVWULHV�ZLWK�UHVSHFW�WR�WKH�SUREOHPV�HQFRXQWHUHG�LQ�REWDLQLQJ�LQWHUPHGLDWH� LQSXWV� DUH� SUREDEO\� LQGXVWU\� VSHFLILF�� 7R� ILQG� RXW�� WKH� VXUYH\� LQFOXGHG�TXHVWLRQV� WR� LGHQWLI\� WKH� QDWXUH� RI� WKH� SUREOHP� ZLWK� UHVSHFW� WR� WKH� SULFH�� TXDQWLW\��TXDOLW\�RU�GHOLYHU\�WLPH�RI�LQWHUPHGLDWH�LQSXWV��7KH�UHVXOWV��JLYHQ�LQ�7DEOH����VXJJHVW�WKDW� ILUPV� LQ� WKH� WH[WLOH� LQGXVWU\� VXIIHU� WKH�PRVW��ZKHUHDV� ILUPV� LQ� WKH� IRRG� LQGXVWU\�VXIIHU�WKH�OHDVW��:K\"�2QH�H[SODQDWLRQ�LV�WKDW�SULYDWH�ILUPV�LQ�WKH�JDUPHQW�LQGXVWU\�JHW�WKHLU� \DUQ� IDEULF IURP� VWDWH� RZQHG� HQWHUSULVHV�� *LYHQ� WKDW� VWDWH� RZQHG� HQWHUSULVHV�HQMR\�D�PRQRSRO\�SRVLWLRQ�LQ�WKH�JLQQLQJ��VSLQQLQJ�DQG�ZHDYLQJ�PDUNHWV��DQG�WKH\�VHOO�WKH�OHIWRYHU�WR�WKH�SULYDWH�VHFWRU�DIWHU�PHHWLQJ�WKHLU�H[SRUW�WDUJHWV��LW�LV�QRW�VXUSULVLQJ�WKDW�GRZQVWUHDP�SULYDWH�ILUPV�VXIIHU��,Q�FRQWUDVW��ILUPV�LQ�WKH�IRRG�LQGXVWU\�DUH�HLWKHU�VHOI�VXIILFLHQW���L�H��FKLFNHQ�IDUPV��RU�KDYH�DFFHVV�WR�PXOWLSOH�VXSSOLHUV�LQ�WKH�SULYDWH�DQG�SXEOLF�VHFWRUV��7KXV��PRVW�RI�WKHP�GR�QRW�KDYH�WKH�SUREOHPV�HQFRXQWHUHG�E\�WKH�ILUPV�LQ�WKH�RWKHU�LQGXVWULHV�
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