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4�3RVW�EXEEOH�KDQJRYHUV�FDQ�ODVW�D�ORQJ�WLPH«

4�«VXJJHVWLQJ�WKDW�WKH�86�DQG�JOREDO�UHFRYHU\�ZLOO�GLVDSSRLQW«

4�«ZLWK�UHPDUNDEO\�ORZ�LQIODWLRQ��DQG�D�ZKLII�RI�GHIODWLRQ�

:KDW� ZLOO� OLIH� EH� OLNH� EH\RQG� WKH� UHFHVVLRQ"� � $IWHU� DOO�� WKH� H[SHULHQFH� RI�PDQ\� FRXQWULHV
VXJJHVWV� WKDW� F\FOLFDO� GRZQVZLQJV� FDQ�EH�DVVRFLDWHG�ZLWK�RQ�JRLQJ� FKDQJHV� LQ� HFRQRPLF
EHKDYLRXU�

2XU� µ5HFHVVLRQ�5RDGPDS¶�KLJKOLJKWV�ZKHUH� WKH�ULVNV� OLH�� � ,W�SURYLGHV�D�PL[HG�PHVVDJH� IRU
WKH�86�±�DQG�PD\EH�IRU�RWKHU�FRXQWULHV�±�WRGD\��7KH�JRRG�QHZV�LV�WKDW�WKH�86�LV�QRW�LQ�WKH
VDPH� ERDW� DV� LW� ZDV� LQ� WKH� ����V� RU� -DSDQ� ZDV� LQ� WKH� ����V�� 7KH� EDG� QHZV� LV� WKDW
$PHULFD¶V� ERDW� LV� VWLOO� LQ� GDQJHU� RI� FDSVL]LQJ�� 7KH� H[FHVVHV� RI� WKH� ����V� LPSO\� WKDW� DQ\
$PHULFDQ� UHFRYHU\� ZLOO� XOWLPDWHO\� EH� GLVDSSRLQWLQJ�� DVVRFLDWHG� ZLWK� RQJRLQJ� GHIODWLRQDU\
ZRUULHV�

&\FOLFDO� GRZQVZLQJV� VRPHWLPHV� OHDG� WR� D� EHWWHU� PHGLXP� HFRQRPLF� RXWORRN�� � µ3ODQQHG
UHFHVVLRQV¶� DUH� JRRG� H[DPSOHV�� 7KH\� DUH� GHVLJQHG� WR� SXW� DQ� HFRQRP\� EDFN� RQ� D
VXVWDLQDEOH�SDWK�DQG��DV�VXFK��WHQG�WR�OHDG�WR�EHQHILWV�LQ�WKH�IRUP�RI�ORZHU�LQIODWLRQ��D�EHWWHU
DOORFDWLRQ�RI�UHVRXUFHV�DQG��ZLWK�OXFN��D�KLJKHU�WUHQG�JURZWK�UDWH�

7KH�FXUUHQW�UHFHVVLRQ��KRZHYHU��IDOOV�LQWR�WKH�µXQSODQQHG¶�FDWHJRU\���µ8QSODQQHG�UHFHVVLRQV¶�
FRPLQJ�DIWHU�D�SHULRG�RI�ILQDQFLDO�PDUNHW�H[FHVV��GR�QRW�JLYH�ZD\�WR�LPSURYLQJ�PHGLXP�WHUP
IXQGDPHQWDOV���$VVRFLDWHG�ZLWK�FROODSVLQJ�SULYDWH�VHFWRU�H[SHFWDWLRQV��WKH\�DUH�PRUH�GLIILFXOW
WR�GHDO�ZLWK�

µ8QSODQQHG� UHFHVVLRQV¶� DUH� VRPHWLPHV� DVVRFLDWHG� ZLWK� WKH� EXUVWLQJ� RI� D� ILQDQFLDO� DQG
HFRQRPLF� EXEEOH�� 3RVW�EXEEOH� HQYLURQPHQWV�� KRZHYHU�� WHQG� WR� YDU\� FRQVLGHUDEO\�� )RU
HPHUJLQJ�PDUNHW�HFRQRPLHV�DQG�VPDOO�RSHQ�LQGXVWULDO�HFRQRPLHV��LQLWLDO�VL]HDEOH�ORVVHV�FDQ
EH�TXLFNO\�UHYHUVHG��)RU�ODUJH�FORVHG�HFRQRPLHV�±�WKH�86�LQ�WKH�����V�DQG�����V��-DSDQ�LQ
WKH� ����V� ±� WKH� SURVSHFW� RI� VXVWDLQHG� VWURQJ� UHFRYHU\� LV� ORZ�� 0RUHRYHU�� WKH� DGMXVWPHQW
SHULRG�RIWHQ�LQYROYHV�D�VKRFN�WR�WKH�SULFH�OHYHO�

7KH�UROH�RI�DVVHW�SULFHV�ZLWKLQ�PRGHUQ�HFRQRPLHV�LV�PXFK�ELJJHU�WKDQ�LQ�HDUOLHU�GHFDGHV��$
FRPELQDWLRQ�RI�IUHH�FDSLWDO�PDUNHWV��DQ�DJHLQJ�SRSXODWLRQ�DQG�ILQDQFLDO�PDUNHW�OLEHUDOLVDWLRQ
KDV� LQFUHDVHG� SULYDWH� VHFWRU� VXVFHSWLELOLW\� WR� DVVHW� DQG� OLDELOLW\� PLVPDWFKHV�� 5HVRXUFH
DOORFDWLRQ� PLVWDNHV� RYHU� WLPH� ±� OHDGLQJ� WR� SHULRGV� RI� H[FHVVLYH� FDSLWDO� DQG� FRQVXPHU
VSHQGLQJ�IROORZHG�E\�SHULRGV�RI�SURORQJHG�GRZQZDUG�DGMXVWPHQW�±�DUH�RQ�WKH�LQFUHDVH�

8QGHU� WKHVH�FLUFXPVWDQFHV�� UHFRYHU\�PHFKDQLVPV� WHQG� WR�ZRUN�HLWKHU�VORZO\�RU�QRW�DW�DOO�
:H�KLJKOLJKW�D�QXPEHU�RI�IDFWRUV�WKDW�PD\�SUHYHQW�PRQHWDU\�DQG�ILVFDO�SROLFLHV�IURP�ZRUNLQJ
ZHOO�DW�WKH�PRPHQW�DQG�VXJJHVW�WKDW�GHIODWLRQ�LV�QRZ�D�JUHDWHU�ULVN�WKDQ�DW�DQ\�RWKHU�SRLQW�LQ
WKH� ODVW� ILIW\� \HDUV�� 0RUHRYHU�� RQFH� GHIODWLRQ� EHJLQV�� SROLF\� PDNHUV� EHJLQ� WR� UXQ� RXW� RI
UHFRYHU\�µRSWLRQV¶���*LYHQ�WKH�VSHHG�RI�WKH�SROLF\�UHVSRQVH�VR�IDU��WKLV�µQLJKWPDUH¶�VFHQDULR
VKRXOG�EH�DYRLGHG�EXW�WKH�EDWWOH�DJDLQVW�GHIODWLRQDU\�ULVN�PD\�FRQWLQXH�IRU�VRPH�WLPH�
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(FRQRPLVWV� RIWHQ� DVVXPH� WKDW� F\FOLFDO� GRZQVZLQJV� LQ� HFRQRPLF� DFWLYLW\� FDQ� HDVLO\� EH
VKUXJJHG�RII��(YHQ�GXULQJ�WKH�PRVW�SDLQIXO�RI�UHFHVVLRQV��WKHUH�LV�DOZD\V�OLJKW�DW�WKH�HQG�RI
WKH�WXQQHO�DQG�WKHUH� LV�DOZD\V�D�JRRG�FKDQFH�RI�D�TXLFN�UHWXUQ�WR�WKH�SUHYLRXV� µXQGHUO\LQJ
WUHQG¶�UDWH�RI�JURZWK�

2XU�DQDO\VLV�VXJJHVWV�WKDW�WKLV�DVVXPSWLRQ�LV�SDUWO\�XQWUXH��:KLOH�HFRQRPLF�GRZQVZLQJV�GR
QRW�DOZD\V�GDPDJH�ORQJHU�WHUP�JURZWK�SURVSHFWV��VRPHWLPHV�WKH\�FDQ�PDUN�WKH�EHJLQQLQJ
RI� D� VXVWDLQHG� SHULRG� RI� HFRQRPLF� XQGHU�SHUIRUPDQFH�� OHDGLQJ� WR� ORZ� JURZWK� �RU�� LQGHHG�
RXWULJKW�FRQWUDFWLRQ���VKRFNV�WR�WKH�SULFH�OHYHO�DQG�SRRU�UHWXUQV�RQ�ILQDQFLDO�DVVHWV��SDJH����
����

2XU�µ5HFHVVLRQ�5RDGPDS¶�KLJKOLJKWV�WKH�ULVNV�WKDW�IDFH�VSHFLILF�HFRQRPLHV�ZKHQ�WKH\�KHDG
LQWR�UHFHVVLRQ��6RPH�HFRQRPLHV�EHQHILW�IURP�UHFHVVLRQV��µ3ODQQHG�UHFHVVLRQV¶��GHVLJQHG�WR
UHPRYH�VWUXFWXUDO� LPSHGLPHQWV� WR�JURZWK��FDQ� OHDYH�DQ�HFRQRP\� LQ�D�KHDOWKLHU�XQGHUO\LQJ
SRVLWLRQ�� 7KH�8.¶V� UHFHVVLRQ� DW� WKH� EHJLQQLQJ� RI� WKH� ����V�� IRU� H[DPSOH�� JDYH� ZD\� WR� D
KLJKHU� WUHQG� JURZWK� UDWH� UHODWLYH� WR� WKH� ����V� DQG� D� ORZHU� UDWH� RI� LQIODWLRQ�� $UJXDEO\�� WKH
UHFHVVLRQ� ±� SDLQIXO� WKRXJK� LW� ZDV� ±� UHPRYHG� VRPH� RI� WKH� HDUOLHU� LPSHGLPHQWV� WR� JURZWK
�SDJHV��������

µ8QSODQQHG� UHFHVVLRQV¶� DUH� OHVV� IRUJLYLQJ�� 7KH\� DUH� W\SLFDOO\� OLQNHG� WR� D� PLVDOORFDWLRQ� RI
UHVRXUFHV� RYHU� WLPH� DQG�� IRU� WKH� PRVW� SDUW�� DUH� DVVRFLDWHG� ZLWK� SULYDWH� VHFWRU� H[FHVV�
8QSODQQHG� UHFHVVLRQV� DUH� DVVRFLDWHG� ZLWK� FROODSVLQJ� SULYDWH� VHFWRU� H[SHFWDWLRQV� IRU
HFRQRPLF�JURZWK�DQG�SURILWV�DQG��IURP�D�SROLF\�SHUVSHFWLYH��DUH�YHU\�GLIILFXOW�WR�WXUQ�DURXQG�
7KH\�FDQ�EH�UHJDUGHG�DV�KDQJRYHUV�IURP�HDUOLHU�H[FHVV�

*RRG� H[DPSOHV� RI� XQSODQQHG� UHFHVVLRQV� LQFOXGH� WKH� 86� LQ� WKH� ����V� DQG� -DSDQ� LQ� WKH
����V�� %XW� WKHUH� DUH� RWKHU�� OHVV� VSHFWDFXODU�� H[DPSOHV�� 0H[LFR¶V� H[SHULHQFH� LQ� WKH� PLG�
����V�FRXOG�DOVR�EH�UHJDUGHG�DV�DQ�XQSODQQHG�UHFHVVLRQ��2IWHQ��XQSODQQHG�UHFHVVLRQV�DUH
DVVRFLDWHG�ZLWK�SUHYLRXV�HFRQRPLF�DQG�ILQDQFLDO�EXEEOHV��ZKHUHE\�ERWK�DVVHWV�DQG�OLDELOLWLHV
DUH�RYHUO\�LQIODWHG�UHODWLYH�WR�WKH�XQGHUO\LQJ�JURZWK�UDWH�RI�WKH�HFRQRP\��SDJHV��������

1R� FOHDU� SDWWHUQ� HPHUJHV� IURP� SRVW�EXEEOH� HQYLURQPHQWV�� 6RPHWLPHV� WKH� DGMXVWPHQW� LV
VKRUW�EXW�YLROHQW��7KLQN��IRU�H[DPSOH��RI�WKH�0H[LFDQ�GRZQVZLQJ�DQG�VXEVHTXHQW�UHERXQG�LQ
�����DQG�������2WKHUV�VHHP�WR�WDNH�IRUHYHU��-DSDQ¶V�H[SHULHQFH�RYHU�WKH�SDVW�WHQ�\HDUV�LV
D�JRRG�H[DPSOH��:H�VXJJHVW�WKDW�WKHVH�GLIIHUHQFHV�FDQ�EH�SDUWLDOO\�H[SODLQHG�WKURXJK�ERWK
VL]H�DQG�VWDJH�RI�GHYHORSPHQW�

(PHUJLQJ� PDUNHW� HFRQRPLHV� WHQG� WR� VXIIHU� YLROHQW� UHDFWLRQV� EHFDXVH� IRUHLJQ� FDSLWDO� FDQ
GHSDUW�VR�TXLFNO\��(TXDOO\��KRZHYHU��WKH\�FDQ�HQMR\�UHODWLYHO\�HDUO\�UHFRYHULHV�EHFDXVH�WKH\
EHQHILW� IURP� RIILFLDO� EDLORXWV�� 6PDOO�� RSHQ� GHYHORSHG� HFRQRPLHV� FDQ� VRUW� WKHLU� EXEEOH
SUREOHPV�RXW� WKURXJK�GHYDOXDWLRQ��JRRG�H[DPSOHV� LQFOXGH�6ZHGHQ�DQG� WKH�8.� LQ� WKH� ILUVW
KDOI� RI� WKH� ����V�� )RU� ODUJH�� FORVHG� HFRQRPLHV�� KRZHYHU�� WKHUH� DUH� IDU� IHZHU� RSWLRQV�
,QGHHG�� ODUJH� FORVHG�HFRQRP\�EXEEOH� VKRFNV�FDQ� OHDG� WR�PDMRU� GLVWXUEDQFHV� WR� WKH� SULFH
OHYHO�� HLWKHU� GHIODWLRQ�� DV� LQ� ����V� $PHULFD� DQG� ����V� -DSDQ�� RU� LQIODWLRQ�� DV� LQ� ����V
$PHULFD��SDJHV��������

7KHUH� KDV� DOZD\V� EHHQ� D� UHODWLRQVKLS� EHWZHHQ� DVVHW� SULFH� PRYHPHQWV� DQG� FKDQJHV� LQ
HFRQRPLF�SHUIRUPDQFH��5HFHQW�GHYHORSPHQWV��KRZHYHU��VXJJHVW�WKDW�DVVHW�SULFHV�PD\�QRZ

7KH�$EULGJHG�9HUVLRQ
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EH�KDYLQJ�D�ODUJHU�DQG�ODUJHU�LQIOXHQFH��)LUVW��DJHLQJ�SRSXODWLRQV� LPSO\�WKDW�WKHUH� LV�QRZ�D
JUHDWHU� GHSHQGHQFH�RQ� ILQDQFLDO� FDSLWDO� UDWKHU� WKDQ�KXPDQ�FDSLWDO� DV�D� VRXUFH�RI� LQFRPH
RYHU�D�OLIHWLPH��%LJ�DVVHW�SULFH�PRYHV�WRGD\�PD\��WKHUHIRUH��KDYH�D�YHU\�VXEVWDQWLDO�LPSDFW
RQ� VDYLQJV� EHKDYLRXU�� 6HFRQG�� WKH� IUHH�PRYHPHQW� RI� FDSLWDO� DFURVV� ERUGHUV� KDV�PDGH� LW
HDVLHU�IRU�FRXQWULHV�WR�UXQ�FXUUHQW�DFFRXQW�GHILFLWV�LQ�WKH�VKRUW�WHUP��HYHQ�LI�WKRVH�GHILFLWV�DUH
QRW�VXVWDLQDEOH�IRUHYHU��7KLUG��WKH�SURFHVV�RI�ILQDQFLDO�GLVLQWHUPPHGLDWLRQ�RYHU�WKH�SDVW�WHQ
\HDUV�KDV�GLUHFWO\� LQFUHDVHG�WKH�H[SRVXUH�RI�ERWK�ERUURZHUV�DQG� OHQGHUV� WR�FDSLWDO�PDUNHW
PRYHPHQWV��SDJHV��������

8QSODQQHG�UHFHVVLRQV�PD\�EH�DVVRFLDWHG�ZLWK�SROLF\� IDLOXUH��RU�RQO\�ZHDN�SROLF\�VXFFHVV�
8QOHVV� DLGHG� E\� ILVFDO� VXSSRUW�� UHFRYHULHV� RIWHQ� GHSHQG� RQ� D� UHGXFWLRQ� LQ� VDYLQJV� RXW� RI
FXUUHQW� LQFRPH� HLWKHU� IRU� FRQVXPHUV� RU� IRU� SURGXFHUV�� )RU� FRQVXPHUV� ±� XSRQ� ZKRP
$PHULFDQ� UHFRYHULHV� KDYH� GHSHQGHG� RYHU� WKH� ODVW� WZHQW\� \HDUV� ±� ORZHU� VDYLQJV� DUH
SURPSWHG� HLWKHU� WKURXJK� ORZHU� WKDQ� H[SHFWHG� LQIODWLRQ� ±� JLYLQJ� XQDQWLFLSDWHG� UHDO� ZHDOWK
JDLQV�±�RU�D�UDSLG�ULVH�LQ�DVVHW�SULFHV��,W�PD\�EH�GLIILFXOW�WR�JHQHUDWH�D�IXUWKHU�ERRVW�WRGD\�
FRQVXPHUV� KDYH� DOUHDG\� LQIODWHG� WKHLU� EDODQFH� VKHHWV� KHDYLO\� DJDLQVW� D� EDFNJURXQG� RI
HDUOLHU�DVVHW�SULFH�JDLQV�±�QRZ�SDUWLDOO\�UHYHUVHG�±�DQG�LQIODWLRQ�FDQQRW�UHDOLVWLFDOO\�IDOO�PXFK
IXUWKHU��SDJHV��������

,QGHHG�� DOWKRXJK� ORZ� LQIODWLRQ�PD\� UHGXFH� WKH� IUHTXHQF\� RI� KDUG� ODQGLQJV�� LW� PD\�� DW� WKH
VDPH�WLPH��UHGXFH�WKH�DELOLW\�RI�SROLF\�PDNHUV�WR�IRVWHU�UHFRYHU\�IURP�UHFHVVLRQ��5HFRYHULHV
WHQG�WR�EH�HDVLHU�ZKHQ�UHDO�LQWHUHVW�UDWHV�DUH�ORZ�±�SUHIHUDEO\�QHJDWLYH�±�DQG�ZKHQ�WKH�\LHOG
FXUYH� LV� VWHHSO\� SRVLWLYH�� ,I� LQIODWLRQDU\� H[SHFWDWLRQV� DUH� ORZ�� ERWK� FRQGLWLRQV� DUH� PRUH
GLIILFXOW� WR�DFKLHYH��0RUHRYHU��SHUVLVWHQW� IDLOXUH�FRXOG� LQFUHDVH� WKH� ULVN�RI�GHIODWLRQ��)DOOLQJ
SULFHV�DUH��SHUKDSV��WKH�ELJJHVW�ULVN�QRZ�IDFLQJ�WKH�JOREDO�HFRQRP\��E\�UDLVLQJ�WKH�UHWXUQ�RQ
FDVK� UHODWLYH� WR� RWKHU� DVVHWV�� GHIODWLRQ� UHPRYHV� ULVN� DSSHWLWH� DQG� FKRNHV� RII� JURZWK� RQ� ±
SRWHQWLDOO\�±�D�ORQJ�WHUP�EDVLV��SDJHV��������

2XU� µ5HFHVVLRQ� 5RDGPDS¶� VXJJHVWV� WKDW� WKH� 86� LV� QRZ� DW� ULVN� RI� D� SURORQJHG� SHULRG� RI
HFRQRPLF� DGMXVWPHQW� DQG� XQGHU�SHUIRUPDQFH� UHODWLYH� WR� LWV� RZQ� H[SHULHQFH� RI� WKH� ODWH
����V�±�DQG��LQGHHG��RI�WKH�����V�±�DQG��SRVVLEO\��UHODWLYH�WR�FRXQWULHV�HOVHZKHUH��7KH�86
LV�D�ODUJH�FORVHG�HFRQRP\��,W�KDV�H[SHULHQFHG�ERWK�D�EXEEOH�DQG�D�VXEVHTXHQW�UHFHVVLRQ�
7KH�$PHULFDQ�SULYDWH�VHFWRU�EDODQFH�VKHHW�LQIODWHG�UDSLGO\�LQ�WKH�VHFRQG�KDOI�RI�WKH�����V�
3ROLF\�PD\� KDYH� VRPH� VKRUW�WHUP� LPSDFW� RQ� HFRQRPLF� JURZWK� EXW� DQ\� VWURQJ� XSVZLQJ� LV
XQOLNHO\�WR�EH�VXVWDLQHG��7KH�ILUVW�GHFDGH�RI�WKH���VW�FHQWXU\�LV�OLNHO\�WR�EH�D�ORW�PRUH�GLIILFXOW
WKDQ�WKH�ODVW�GHFDGH�RI�WKH���WK�FHQWXU\��7KH�JRRG�QHZV�LV�WKDW�WKH�)HGHUDO�5HVHUYH�DQG�WKH
ILVFDO� DXWKRULWLHV� VHHP� WR� UHFRJQLVH� WKH� SRWHQWLDO� VFDOH� RI� WKH� SUREOHP� DQG� DUH� DGMXVWLQJ
SROLF\� DFFRUGLQJO\�� 7KH� EDG� QHZV� LV� WKDW� SROLF\� LV� XQOLNHO\� WR� EULQJ� VXVWDLQHG� EHQHILWV
IROORZLQJ�\HDUV�RI�H[FHVV��SDJHV��������

,I� WKHVH� FRQFOXVLRQV� DUH� ULJKW�� ZH� PD\� EH� RQ� WKH� YHUJH� RI� DQRWKHU� SROLF\� UHYROXWLRQ�
HTXLYDOHQW� LQ� VFDOH� WR� WKH� UHMHFWLRQ� RI� WKH� µIXOO� HPSOR\PHQW¶� REMHFWLYHV� RI� WKH� ����V�
,QFUHDVLQJO\��SROLF\�PDNHUV�PD\�EH�IRUFHG�WR�UHFRJQLVH�WKDW�SULFH�VWDELOLW\��RQ�LWV�RZQ��LV�QR
JXDUDQWHH�RI�RYHUDOO�PDFURHFRQRPLF�VWDELOLW\�DQG��DV�VXFK��ZLOO�EH�IRUFHG�WR�UHFRJQLVH�PRUH
H[SOLFLWO\� WKH� UROH� SOD\HG� E\� DVVHW� SULFHV� DQG� GHEW� LQ� SURPRWLQJ� RU� WKUHDWHQLQJ� PDFUR�
HFRQRPLF�VWDELOLW\��SDJHV����WR�HQG��

&RQWHQWV

7KH�$EULGJHG�9HUVLRQ �

,QWURGXFWLRQ �

6KLIWV�,Q�7UHQG�*URZWK ��

:KR�:DQWV�$�5HFHVVLRQ" ��

3RVW�EXEEOH�:RUOGV ��

$VVHW�3ULFHV�$QG�:HDOWK ��

5HFRYHU\�0HFKDQLVPV���� ��

5HFRYHU\�0HFKDQLVPV���� ��

*URZWK�$QG�,PEDODQFHV ��

7KH�&RPLQJ�5HYROXWLRQ ��
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7KH�VHFUHWV�RI�VXFFHVV

:KDW� DUH� WKH� OLPLWV� WR� HFRQRPLF� UHFRYHU\"� :K\� DUH� VRPH� FRXQWULHV� VR� VORZ� WR� SXOO
WKHPVHOYHV� RXW� RI� UHFHVVLRQ"� ,V� LW� UHDOO\� WKH� FDVH� WKDW� WKH� UHWXUQ� RI� SULFH� VWDELOLW\� KDV
FRQWULEXWHG�WR�D�PRUH�VWDEOH�DQG�SUHGLFWDEOH�RXWORRN�IRU�HFRQRPLF�JURZWK"�:KDW�LV�WKH�UROH
RI� DVVHW� SULFHV� LQ� GHWHUPLQLQJ� JURZWK� SDWWHUQV� RYHU� GLIIHUHQW� SHULRGV� RI� WLPH"� 'R
FRQYHQWLRQDO�SURGXFWLYLW\�PRGHOV� IXOO\�H[SODLQ� WKH�VHFUHWV�RI�HFRQRPLF�JURZWK"�2U�GR� WKH\
PLVV�RXW�YLWDO�GHWHUPLQDQWV�RI�FKDQJLQJ�HFRQRPLF�SURVSHULW\"

7KHVH�DUH�YHU\�DPELWLRXV�TXHVWLRQV� WR�ZKLFK� WKHUH�ZLOO� QHYHU�EH�FOHDU�DQVZHUV��+RZHYHU�
WKH\� DUH� TXHVWLRQV� WKDW� QHHG� WR� EH� DGGUHVVHG�� $IWHU� D� SHULRG� RI� WUHPHQGRXV� HFRQRPLF
FRQILGHQFH� EXLOW� RQ� WKH� KRSHV� RIIHUHG� E\� QHZ� WHFKQRORJLHV�� WKH� ZRUOG� HFRQRP\� VXGGHQO\
ORRNV�YXOQHUDEOH�DQG�XQVWDEOH��:LWK�UHFHVVLRQ�DOUHDG\�HQWUHQFKHG�LQ�-DSDQ�DQG�RWKHU�SDUWV
RI�$VLD��FRPLQJ�WKURXJK�LQ�WKH�86�DQG�*HUPDQ\�DQG�WKUHDWHQHG�HOVHZKHUH�LQ�WKH�ZRUOG��WKH
QHDU�WHUP�RXWORRN�LV�YHU\�SRRU��<HW� LV�WKLV�MXVW�D�F\FOLFDO�VORZGRZQ"�2U�ZLOO� WKLV�GRZQVZLQJ
H[SRVH�VWUXFWXUDO�SUREOHPV�WKDW�NHHS�JURZWK�ZHDN�RYHU�DQ�H[WHQGHG�SHULRG�RI�WLPH"

���*URZWK�LQ�WKH�LQGXVWULDOLVHG�ZRUOG�KHDGLQJ�GRZQ
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6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP��+6%&�FDOFXODWLRQV

$W�WKH�URRW�RI�PDQ\�RI�WKHVH�TXHVWLRQV�LV�WKH�SHUIRUPDQFH�RI�WKH�86�HFRQRP\��$�ORW�RI�YHU\
DPELWLRXV�FODLPV�KDYH�EHHQ�PDGH�DERXW�86�HFRQRPLF�SHUIRUPDQFH�RYHU�WKH�ODVW�ILYH�\HDUV�
6RPH�RI� WKHVH� FODLPV� DSSHDU� WR� EH� JHQXLQHO\� LPSUHVVLYH�� )RU� H[DPSOH�� LQ� WHUPV� RI�*'3
JURZWK�� WKH� 86� KDV� RXWSHUIRUPHG� LWV� SHHU� JURXS� RI� DGYDQFHG� LQGXVWULDO� HFRQRPLHV� E\� D
FRQVLGHUDEOH�PDUJLQ��WDEOH�����7KH�86�KDV�DOVR�RXWSHUIRUPHG�LQ�WHUPV�RI�SURGXFWLYLW\�JURZWK
±�GHILQHG�KHUH�DV�RXWSXW�SHU�KHDG�±�DOWKRXJK�WKH�GHJUHH�RI�RXW�SHUIRUPDQFH�DJDLQVW�LWV�SHHU
JURXS�LV�OHVV�LPSUHVVLYH��7KLV�VXJJHVWV�WKDW�SDUW�RI�$PHULFD¶V�VXFFHVV�LQ�UHFHQW�\HDUV�KDV
PRUH� WR� GR� ZLWK� ODERXU� IRUFH� JURZWK�� DQG� UHGXFWLRQV� LQ� XQHPSOR\PHQW� WKDQ� SURGXFWLYLW\
JURZWK�SHU�VH�

,QWURGXFWLRQ



'HFOLQH�$QG�)DOO ABC

,QWURGXFWLRQ

� �-DQXDU\�����

���7KH�86�UHFRUG�DJDLQVW�LWV�SHHU�JURXS��WKH�ODWH�����V

&RXQWU\ $QQXDOLVHG�JURZWK�LQ�*'3�LQ

ILYH�\HDUV�WR���������

$QQXDOLVHG�JURZWK�LQ�*'3�SHU

SHUVRQ�HPSOR\HG�LQ�ILYH�\HDUV�WR���������

86 ��� ���
-DSDQ ��� ���
*HUPDQ\ ��� ���
)UDQFH ��� ���
8. ��� ���
,WDO\ ��� ���
&DQDGD ��� ���
6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

5HODWLYH�WR�LWV�RZQ�KLVWRU\��$PHULFD¶V�SHUIRUPDQFH�LV�VWLOO�LPSUHVVLYH��+RZHYHU��VRPH�RI�WKH
PRUH�DPELWLRXV�FODLPV�DVVRFLDWHG�ZLWK�WKH�QHZ�SDUDGLJP�WKHRULHV�RI�WKH�ODWH�����V�GR�QRW�±
\HW� ±� VWDQG�XS� WR� FORVH� VFUXWLQ\��7DEOH� ��� IRU� H[DPSOH�� VKRZV� UROOLQJ� ILYH�\HDU� DQQXDOLVHG
JURZWK�UDWHV� IRU� WKH�86�HFRQRP\��&HUWDLQO\�� UHFHQW�SHUIRUPDQFH�VWDQGV�RXW� UHODWLYH� WR�� IRU
H[DPSOH��WKH�HDUO\�����V��&RPSDUHG�ZLWK�RWKHU�SHULRGV��KRZHYHU��$PHULFD¶V�SHUIRUPDQFH�LV
QRW�XQLTXH�� ,Q� WHUPV�RI�ERWK�JURZWK�DQG�SURGXFWLYLW\�� WKH�UHFHQW�DFFHOHUDWLRQ� LV�RQO\�D� OLWWOH
EHWWHU� WKDQ� WKH� UHODWLYHO\� VKRUW� EXUVW� VHHQ� GXULQJ� WKH� PLG�����V�� DQG� QRWKLQJ� OLNH� DV
LPSUHVVLYH�DV� WKH� µJROGHQ� HUD¶� RI� HFRQRPLF�JURZWK� LQ� WKH� ODWH� ����V�DQG� WKH�HDUO\� ����V
ZKHQ��IRU�PDQ\�\HDUV��WKH�86�DFKLHYHG�RXWVWDQGLQJ�HFRQRPLF�UHVXOWV�UHODWLYH�WR�VXEVHTXHQW
GHYHORSPHQWV�� �7KH� SURGXFWLYLW\� QXPEHUV� LQ� WDEOH� �� XVH� WKH� )HGHUDO� 5HVHUYH¶V� SUHIHUUHG
GHILQLWLRQ��ZKLFK� JLYHV� DQ� XSZDUG� ELDV� UHODWLYH� WR� WKH� LQWHUQDWLRQDOO\� FRPSDUDEOH� GHILQLWLRQ
XVHG�LQ�WDEOH����:KLOH�ERWK�PHDVXUHV�KDYH�WKHLU�PHULWV��LW�VKRXOG�EH�QRWHG�WKDW�VRPH�RI�WKH
PRUH�H[WUDYDJDQW�FODLPV�UHJDUGLQJ�86�SURGXFWLYLW\�JURZWK�KDYH�SLWFKHG�WKH�)HG¶V�SUHIHUUHG
PHDVXUH� DJDLQVW� WKH� RXWSXW� SHU� KHDG�PHDVXUHV� IRU� RWKHU� FRXQWULHV�� HIIHFWLYHO\� DQ� µDSSOHV
DQG�SHDUV¶�PLVWDNH��

7DEOH���DOVR�VXJJHVWV�WKDW��RWKHU�WKDQ�WKH�����V��WKH�86�KDV�EHHQ�XQDEOH�WR�VXVWDLQ�UDSLG
SURGXFWLYLW\� JURZWK� RYHU� DQ� H[WHQGHG� SHULRG� RI� WLPH�� 'HOLYHULQJ� DQ� DFFHOHUDWLRQ� LQ
SURGXFWLYLW\� JURZWK� VHHPV� WR� EH� HDV\� WKURXJK� WKH� FRXUVH� RI� DQ� HFRQRPLF� XSVZLQJ�
VXVWDLQLQJ� WKH� QHZ�� KLJKHU�� UDWH� DFURVV� HFRQRPLF� F\FOHV� KDV� EHHQ� PXFK� PRUH� RI� D
FKDOOHQJH��,QGHHG��RYHU�WKH�ODVW�WKLUW\�\HDUV��WKH�LQDELOLW\�WR�VXVWDLQ�IDVWHU�SURGXFWLYLW\�JURZWK
KDV�EHHQ�D�NH\�SDUW�RI�$PHULFD¶V�UHODWLYHO\�ORZ�JURZWK�UDWH�FRPSDUHG�ZLWK�WKH�H[SHULHQFH�RI
WKH�����V�DQG�����V��7KH�UHFHQW�DFFHOHUDWLRQ�LQ�SURGXFWLYLW\�JURZWK�QHHGV�WR�EH�VHHQ�LQ�WKLV
FRQWH[W��&DQ� WKH�86� VXVWDLQ� WKH� LPSUHVVLYH� SURGXFWLYLW\� JDLQV� RI� UHFHQW� \HDUV�� WDNLQJ� WKH
HFRQRP\�EDFN� WR� WKH� ����V� µJROGHQ� HUD¶"�2U�ZLOO� WKH� HFRQRP\� IDLO� RQFH� DJDLQ�� KLW� E\� WKH
GDPDJLQJ�HIIHFWV�RI�UHFHVVLRQ�DQG�GLVMRLQWHG�UHFRYHU\"�3XW�DQRWKHU�ZD\��WR�ZKDW�H[WHQW�ZDV
WKH�SLFN�XS�LQ�JURZWK�LQ�WKH�VHFRQG�KDOI�RI�WKH�����V�D�F\FOLFDO�UDWKHU�WKDQ�VWUXFWXUDO�DIIDLU"
$QG�� WR�ZKDW�H[WHQW�ZLOO� WKH� UHFHQW�GRZQWXUQ�H[SRVH�VWUXFWXUDO�� UDWKHU� WKDQ�SXUHO\�F\FOLFDO�
ZHDNQHVVHV"

7KLV�LV�DQ�LQFUHGLEO\�LPSRUWDQW�LVVXH��,I�JURZWK�UHERXQGV�DIWHU�WKH�ODWHVW�GRZQVZLQJ�DQG�WKH
86�HFRQRP\�GHOLYHUV�D�FRQWLQXDWLRQ�RI�WKH�JURZWK�UDWHV�RI�WKH�ODWH�����V��WKHQ�ZH�ZLOO�WUXO\
EH�LQ�D�QHZ�µJROGHQ�HUD¶��$W�OHDVW�VRPH�RI�WKH�UDSLG�JDLQV�LQ�HTXLW\�SULFHV�VHHQ�LQ�WKH�ODWH�
����V�ZLOO�KDYH�EHHQ�MXVWLILHG��7KH�GROODU¶V�YDOXH�PD\�EH�UHODWLYHO\�VHFXUH��$QG�WKH�FRPLQJ



'HFOLQH�$QG�)DOO ABC

,QWURGXFWLRQ

-DQXDU\����� ��

UHFHVVLRQ�ZLOO� EH� VHHQ�DV�QR�PRUH� WKDQ� D�EOLS� DJDLQVW� D� EDFNJURXQG�RI� VWURQJ� XQGHUO\LQJ
HFRQRPLF�SHUIRUPDQFH�

���7KH�JURZWK�VWRU\��WKH�86�HFRQRP\�VLQFH�WKH�ODWH�����V

<HDU *'3�JURZWK����\HDU�DQQXDOLVHG
SHUFHQWDJH�FKDQJH

1RQ�ILQDQFLDO�FRUSRUDWH�RXWSXW
SHU�HPSOR\HH�KRXU����\HDU

DQQXDOLVHG�SHUFHQWDJH�FKDQJH

<HDU *'3�JURZWK����\HDU�DQQXDOLVHG
SHUFHQWDJH�FKDQJH

1RQ�ILQDQFLDO�FRUSRUDWH�RXWSXW
SHU�HPSOR\HH�KRXU����\HDU

DQQXDOLVHG�SHUFHQWDJH�FKDQJH

���� ��� Q�D ���� ��� ���
���� ��� Q�D ���� ��� ���
���� ��� Q�D ���� ��� ���
���� ��� Q�D ���� ��� ���
���� ��� Q�D ���� ��� ���
���� ��� Q�D ���� ��� ���
���� ��� Q�D ���� ��� ���
���� ��� Q�D ���� ��� ���
���� ��� ��� ���� ��� ���
���� ��� ��� ���� ��� ���
���� ��� ��� ���� ��� ���
���� ��� ��� ���� ��� ���
���� ��� ��� ���� ��� ���
���� ��� ��� ���� ��� ���
���� ��� ��� ���� ��� ���
���� ��� ��� ���� ��� ���
���� ��� ��� ���� ��� ���
���� ��� ��� ���� ��� ���
���� ��� ��� ���� ��� ���
���� ��� ��� ���� ��� ���
���� ��� ��� ���� ��� ���
���� ��� ��� ���� ��� ���
���� ��� ��� ���� ��� ���
6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

7KH�)HGHUDO�5HVHUYH�LV��XQGHUVWDQGDEO\��NHHQ�IRU�DOO�RI�XV�WR�EHOLHYH�WKDW�D�QHZ�µJROGHQ�HUD¶
KDV�WUXO\�DUULYHG��$OWKRXJK�SROLF\�VWDWHPHQWV�WKURXJK�WKH�FRXUVH�RI������ZHUH�XVHG�SULPDULO\
WR� MXVWLI\� DJJUHVVLYH� LQWHUHVW� UDWH� FXWV�� WKH\�QRQHWKHOHVV�FRQWLQXHG� WR� HPSKDVLVH� WKDW� ³WKH
ORQJ�WHUP�SURVSHFWV�IRU�SURGXFWLYLW\�JURZWK�DQG�WKH�HFRQRP\�UHPDLQ�IDYRXUDEOH�DQG�VKRXOG
EHFRPH�HYLGHQW�RQFH�WKH�XQXVXDO�IRUFHV�UHVWUDLQLQJ�GHPDQG�DEDWH´��)20&�SUHVV�UHOHDVH���
2FWREHU� ������� 1HYHUWKHOHVV�� HYHQ� ZLWKLQ� WKH� )HG�� WKHUH� DSSHDU� WR� EH� UHQHZHG� VLJQV� RI
GRXEW��$W�KLV�WHVWLPRQ\�WR�&RQJUHVV�RQ����2FWREHU�������&KDLUPDQ�*UHHQVSDQ�DSSHDUHG�WR
EH� VXJJHVWLQJ� WKDW�� DOWKRXJK� SURGXFWLYLW\� JURZWK� ZDV� OLNHO\� WR� UHPDLQ� VWURQJHU� WKDQ� WKH
DYHUDJHV�VHHQ�GXULQJ� WKH�����V�DQG�����V�� LW�PLJKW�QRW�EH�DEOH� WR�PDWFK� WKH�H[FHSWLRQDO
SHUIRUPDQFH�VHHQ�LQ�WKH�VHFRQG�KDOI�RI�WKH�����V�

7KLQNLQJ�WKH�ZRUVW

:KDW�KDSSHQV� LI� WKH�SURGXFWLYLW\�PLUDFOH�KDV�EHHQ�VHULRXVO\�RYHUVWDWHG"�:KDW�KDSSHQV� LI
WKH� H[SHFWHG� UHWXUQV� RQ� HDUOLHU� LQYHVWPHQWV� IDLO� WR� PDWHULDOLVH�� OHDYLQJ� WKH� 86� UHFHVVLRQ



'HFOLQH�$QG�)DOO ABC

,QWURGXFWLRQ

� �-DQXDU\�����

ORQJHU�RU�GHHSHU�WKDQ�H[SHFWHG"�2U�LI�WKH�UHERXQG�LV�GLVDSSRLQWLQJO\�ZHDN"�2U�LI� WKH�WUHQG
JURZWK� UDWH� WKDW� HPHUJHV� IURP� WKH� FXUUHQW� GRZQVZLQJ� LV� PDQLIHVWO\� ZHDNHU� WKDQ� WKH
DVVXPSWLRQV� GHULYHG� IURP� WKH� H[FHOOHQW� SHUIRUPDQFH� VHHQ� GXULQJ� WKH� VHFRQG� KDOI� RI� WKH
����V"�:KDW�KDSSHQV�LI��DV�D�UHVXOW�RI�JOREDOLVDWLRQ��VKRFNV�LQ�WKH�86�KDYH�D�ELJJHU�LPSDFW
RQ�HFRQRPLHV�HOVHZKHUH"

7KLQN�RI�VRPH�RI�WKH�FRQVHTXHQFHV�

4� 7KH� µQHZ�SDUDGLJP¶�H[SHFWDWLRQV�EXLOW�RQ� WKH�EHQHILWV�VWHPPLQJ� IURP�QHZ� WHFKQRORJLHV
ZRXOG�EH�IRXQG�ZDQWLQJ��1R�RQH�VKRXOG�GHQ\�WKDW�QHZ�WHFKQRORJLHV�DUH�WUDQVIRUPLQJ�WKH
ZD\V� LQ� ZKLFK� ZH� OLYH�� :KDW�� SHUKDSV�� VKRXOG� EH� TXHVWLRQHG� LV� WKH� LPSDFW� RI� QHZ
WHFKQRORJLHV�RQ�JURZWK��SURILWV�DQG�RYHUDOO�PDFURHFRQRPLF�VWDELOLW\��$IWHU�DOO�� WKH�����V
ZHUH�ZRQGHUIXO� \HDUV� IRU� WHFKQRORJLFDO� LQQRYDWLRQ� \HW� WKH\�ZHUH� IROORZHG�E\� WKH� ����V
'HSUHVVLRQ�� &RXOG� LW� EH� WKDW� WHFKQRORJLFDO� FKDQJH� FDQ� EH� D� NH\� VRXUFH� RI
PDFURHFRQRPLF� LQVWDELOLW\"� ,I� VR�� ZKDW� DUH� WKH� LPSOLFDWLRQV� IRU� ERWK� F\FOLFDO� DQG� WUHQG
JURZWK�RYHU�WKH�QH[W�IHZ�\HDUV"

���-DSDQ·V�LQIODWLRQ�UHFRUG�LQ�WKH�����V�ZDV�H[FHOOHQW�²�EXW�WKHQ�ZKDW�KDSSHQHG"
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6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

4� 7KH� SHUIRUPDQFH� RI� DVVHW� SULFHV� LQ� WKH� ODWH�����V� ZLOO�� LQ� KLQGVLJKW�� EH� LQFUHDVLQJO\
UHJDUGHG�DV�D�µEXEEOH¶��$V�WKH�EXEEOH�GHIODWHV��WKHUH�FRXOG�EH�VL]HDEOH�HIIHFWV�RQ�VDYLQJV
DQG� LQYHVWPHQW�GHFLVLRQV��)RU�H[DPSOH�� IDFHG�ZLWK�D� ORZHU�SRVW�EXEEOH�VWRFN�RI�DVVHWV
DQG�D�ORZHU�SURVSHFWLYH�UDWH�RI�UHWXUQ��WKHUH�PD\�KDYH�WR�EH�D�SHUPDQHQWO\�KLJKHU�OHYHO�RI
VDYLQJV�� +RZ� ZRXOG� WKLV� VKLIW� LPSDFW� RQ� ORQJHU�WHUP� HFRQRPLF� DQG� ILQDQFLDO
SHUIRUPDQFH"

4� 7KH� DFKLHYHPHQW� RI� RYHUDOO� SULFH� VWDELOLW\� ZLOO� QR� ORQJHU� EH� UHJDUGHG� DV� D� VXIILFLHQW
FRQGLWLRQ� IRU�PDFURHFRQRPLF�VWDELOLW\� �FKDUWV���DQG�����&HQWUDO�EDQNV�DQG�JRYHUQPHQWV
DURXQG� WKH�ZRUOG�PD\�EH�IRUFHG�WR�UHYLHZ�WKHLU�SROLF\�SULRULWLHV�� ,Q�D� ORZ� LQIODWLRQ�ZRUOG�
WKHUH�PD\�EH�RWKHU�FKDOOHQJHV��:H�NQRZ��IRU�H[DPSOH��IURP�SUH�����V�HFRQRPLF�KLVWRU\



'HFOLQH�$QG�)DOO ABC

,QWURGXFWLRQ

-DQXDU\����� ��

WKDW�VWDEOH�SULFHV�LQ�QR�ZD\�JXDUDQWHH�PDFURHFRQRPLF�VWDELOLW\��&RXOG�LW�EH�WKDW�WKH�µSULFH
VWDELOLW\¶�REMHFWLYH�RI�WKH�����V�ZLOO�EH�IROORZHG�E\�WKH�NLQG�RI�UDGLFDO�UHWKLQN�IRUFHG�XSRQ
SROLF\�PDNHUV�DIWHU�WKH�EUHDNGRZQ�RI�WKH�µIXOO�HPSOR\PHQW¶�REMHFWLYH�LQ�WKH�ODWH�����V�DQG
WKH�HDUO\�����V��ZLWK�PRUH�HPSKDVLV�RQ�DVVHW�SULFHV�DQG�ILQDQFLDO�OLDELOLWLHV"

4� /HVVRQV�ZLOO�KDYH�WR�EH� OHDUQW� LQ� WHUPV�RI�RXU�DELOLW\� WR�GLVWLQJXLVK�EHWZHHQ�F\FOLFDO�DQG
VWUXFWXUDO�HIIHFWV�RQ�HFRQRPLF�JURZWK��3HUKDSV�WKH�GLVWLQFWLRQ� LV� WRR�DUELWUDU\�� ,QGHHG�� LW
PD\� EH� WKH� FDVH� WKDW� VXSSRVHGO\� F\FOLFDO� HIIHFWV� FDQ� KDYH� VWUXFWXUDO� LPSOLFDWLRQV� DQG
VXSSRVHGO\� VWUXFWXUDO� HIIHFWV� FDQ� KDYH� VLJQLILFDQW� F\FOLFDO� FRQVHTXHQFHV� �VHH� ER[� RQ
SDJH����

���$PHULFD·V�SULFH�VWDELOLW\�LQ�WKH�����V�SURYLGHV�QR�JXDUDQWHH�RI�RQJRLQJ�VXFFHVV
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6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

7R�H[DPLQH�WKHVH�LVVXHV��ZH�KDYH�GLYLGHG�WKLV�SDSHU�LQWR�VHYHQ�NH\�SDUWV�

)LUVW��ZH�ORRN�DW�VRPH�OHVVRQV�IURP�KLVWRU\
7KHUH� DUH� JRRG� H[DPSOHV� RI� SHUFHLYHG� VKLIWV� LQ� WUHQG� JURZWK� UDWHV� WKDW� VHHP� WR� EH
DVVRFLDWHG�ZLWK�ERRPV�DQG�WKH�DUULYDO�RI�UHFHVVLRQ��6RPH�RI�WKHVH�VKLIWV�DUH�ERWK�DFFXUDWH
DQG� SRVLWLYH� �� IRU� H[DPSOH�� WKH� PRGHVW� SLFN�XS� LQ� WUHQG� JURZWK� LQ� WKH� 8.� LQ� WKH� ����V
UHODWLYH� WR� WKH� ����V�� � 0RVW� VKLIWV�� KRZHYHU�� KDYH� EHHQ� QHJDWLYH� ±� LQFOXGLQJ� WKH� 86
GLVDSSRLQWPHQW� RI� WKH� ����V� DQG� ����V�� WKH� -DSDQHVH� ORVVHV� RI�� ILUVW�� WKH� ����V� DQG�
VHFRQG��WKH�����V�DQG�WKH�UHFHQW�GLVDSSRLQWLQJ�WUHQGV�VHHQ�LQ�ERWK�*HUPDQ\�DQG�)UDQFH�
:H� ORRN�DW� WKH� UHDVRQV�EHKLQG� WKH�DSSDUHQW� UHODWLRQVKLS� EHWZHHQ� WKH�DUULYDO� RI� UHFHVVLRQ
DQG�FKDQJHV�LQ�WUHQG�JURZWK�H[SHFWDWLRQV�

6HFRQG��ZH�GLVWLQJXLVK�EHWZHHQ�µSODQQHG¶�DQG�µXQSODQQHG¶�UHFHVVLRQV
µ3ODQQHG¶� UHFHVVLRQV� DUH� D� PHDQV� WR� DQ� HQG�� 7KH\� PD\� EH� SDLQIXO� DQG� XQGHVLUDEOH� LQ
WKHPVHOYHV��EXW�WKH\�PD\�OHDG�WKH�HFRQRP\�WR�D�KHDOWKLHU�IXWXUH�SDWK��SHUKDSV�DVVRFLDWHG
ZLWK� JUHDWHU� SULFH� VWDELOLW\�� 7KH\� DUH��PRVWO\�� D� UHVSRQVH� WR� DQ� HDUOLHU� GHWHULRUDWLRQ� LQ� WKH



'HFOLQH�$QG�)DOO ABC

,QWURGXFWLRQ

�� �-DQXDU\�����

VWUXFWXUDO�SHUIRUPDQFH�RI�DQ�HFRQRP\��µ8QSODQQHG¶�UHFHVVLRQV�DUH�W\SLFDOO\�DVVRFLDWHG�ZLWK
FROODSVLQJ� SULYDWH� VHFWRU� H[SHFWDWLRQV� DQG� WHQG� WR� UHVSRQG� OHVV� HIIHFWLYHO\� WR� VXSSRUWLYH
FKDQJHV�LQ�PDFUR�HFRQRPLF�SROLF\�

*URZWK�SX]]OHV
,W�LV�RIWHQ�DVVXPHG�WKDW��JLYHQ�WKH�ULJKW�LQJUHGLHQWV��DQ�HFRQRP\�ZLOO�SHUIRUP�ZHOO��7KXV��LQ
WKH�FDVH�RI�WKH�86��UDSLG�WHFKQRORJ\�DGYDQFH��IOH[LEOH�ODERXU�PDUNHWV��D�UDSLG�JURZWK�UDWH
RI� WKH� SRSXODWLRQ� YLD� LPPLJUDWLRQ�� D� ILQDQFLDO� PDUNHW� IUDPHZRUN� WKDW� HQVXUHV� UHVSHFW� IRU
VKDUHKROGHU� YDOXH� DQG� VXSSRUW� IRU� RSHQ� PDUNHWV� DQG� WUDGH� DUH� VHHQ� WR� EH� NH\� IDFWRUV
EHKLQG� WKH� VXFFHVV� RI� HFRQRPLF� JURZWK� LQ� UHFHQW� \HDUV�� .QRZLQJ�� KRZHYHU�� ZKDW� WKH
DSSURSULDWH� LQJUHGLHQWV�DUH�GRHV�QRW�JXDUDQWHH�D�VXFFHVVIXO�RXWFRPH��$IWHU�DOO��PDNLQJ�D
FDNH� LV�QRW� MXVW� D� FDVH�RI� KDYLQJ� WKH� ULJKW� LQJUHGLHQWV� ±� RWKHUZLVH�ZH�ZRXOG�DOO� EH�JUHDW
FKHIV�DQG�EDNHUV��&RQVLGHU�WKH�IROORZLQJ�WZR�H[DPSOHV��ERWK�EDVHG�RQ�DQ�HFRQRP\�ZKLFK
FDQ�VXVWDLQ�D�JURZWK�UDWH�RYHU�WKH�PHGLXP�WHUP�RI����SHU�DQQXP�

([DPSOH����7KH�HFRQRP\�KDV�JURZQ�DW����SHU�DQQXP�LQ�WKH�SDVW�DQG�ZLOO�FDUU\�RQ�GRLQJ�VR
LQ�WKH�IXWXUH��([SHFWDWLRQV�RI����JURZWK�DUH�SHUVLVWHQWO\�PHW�DQG��DV�D�UHVXOW��WKHUH�DUH�IHZ
ULVNV�WR�PDFURHFRQRPLF�VWDELOLW\��7KH����JURZWK�UDWH�LV�GULYHQ�E\�DQ�HIIHFWLYH�FRPELQDWLRQ
RI�WKH�LQJUHGLHQWV�RXWOLQHG�DERYH�

([DPSOH����7KH�HFRQRP\�KDV�JURZQ�DW����LQ�WKH�SDVW��EDVHG�RQ�±�VXEVHTXHQWO\�XQMXVWLILHG
±�KRSHV�RI�VRPH�IRUP�RI�WHFKQRORJ\�PLUDFOH��([SHFWDWLRQV�KDYH�GHOLYHUHG�D�UDSLG�ULVH�LQ�WKH
FDSLWDO�VWRFN�DQG��DW� WKH�VDPH�WLPH��KDYH� IXHOOHG�D�ERRP� LQ�DVVHW�SULFHV��7KH����JURZWK
DVVXPSWLRQ� WXUQV� RXW� WR� EH� ZURQJ� DQG�� DV� D� UHVXOW�� WKH� HFRQRP\� LV� OHIW� ZLWK� VLJQLILFDQW
ILQDQFLDO�SUREOHPV��ZKLFK�UHGXFH�LWV�DELOLW\�DQG�ZLOOLQJQHVV�WR�LQYHVW�DQG�LQQRYDWH��7KH�SDFH
RI�LQQRYDWLRQ�GHFOLQHV�UDSLGO\�DQG��DV�D�UHVXOW��WKH�JURZWK�UDWH�VKLIWV�GRZQ�IURP����WR��VD\�
����7KH�SUREOHP�FRPHV�QRW�IURP�WKH�LQJUHGLHQWV�WKHPVHOYHV�EXW�KRZ�WKH\�ZHUH�WUHDWHG��,Q
WKLV�H[DPSOH��WKH�FDNH�ZDV�EXUQW�OHDYLQJ�D�SLOH�RI�LQGLJHVWLEOH�FUXPEV�

7KH�NH\�SRLQW�LV�WKDW�HFRQRPLF�JURZWK�LV�D�FRPELQDWLRQ�RI�µHQDEOLQJ�IDFWRUV¶�±�WKH�ULJKW�NLQGV
RI� LQJUHGLHQWV�±�DQG� µFRPELQLQJ� IDFWRUV¶�±� WKH�DSSURSULDWH�PL[WXUH�DQG� WUHDWPHQW�RI� WKRVH
LQJUHGLHQWV��%RWK�DUH�QHFHVVDU\�WR�HQVXUH�DQ�DSSURSULDWH�RXWFRPH�IRU�WKH�HFRQRP\��*URZWK
DFFRXQWLQJ� IUDPHZRUNV�±�FRPPRQO\�XVHG� WR�H[SODLQ�$PHULFD¶V�VXFFHVV� LQ� UHFHQW� \HDUV�±
WHQG�WR�IRFXV�RQ�µHQDEOLQJ� IDFWRUV¶�DORQH��7KH\�GR�QRW� ORRN�VHULRXVO\�DW�KRZ�LQIRUPDWLRQ� LV
WUDQVPLWWHG�DFURVV�VHFWRUV�DW�DQ\�VSHFLILF�SRLQW�LQ�WLPH�DQG�QRU�GR�WKH\�GHDO�ZLWK�WKH�LPSDFW
RI�LQIRUPDWLRQDO�IDLOXUHV�RYHU�WLPH��<HW�WKHVH�DUH�SUHFLVHO\�WKH�SUREOHPV�WKDW�KDYH�GHUDLOHG
HFRQRPLHV�LQ�WKH�SDVW�

7KLUG��ZH�ORRN�DW�PRUH�VSHFLILF�H[DPSOHV�DVVRFLDWHG�ZLWK�WKH�EXUVWLQJ�RI�ILQDQFLDO�EXEEOHV
6SHFLILFDOO\��ZH�DUH�LQWHUHVWHG�LQ�WKH�YDULHG�UHVSRQVHV�RI�FRXQWULHV�WR�HQYLURQPHQWV�LQ�ZKLFK
HFRQRPLF�DQG�ILQDQFLDO�EXEEOHV�EXUVW��,Q�WKH�FDVH�RI�0H[LFR��IRU�H[DPSOH��WKH�EXUVWLQJ�RI�WKH
EXEEOH�DW� WKH�HQG�RI� ����� OHG� WR� D� TXLFN�DQG� YLROHQW� FROODSVH� LQ� HFRQRPLF�DFWLYLW\� EXW� DQ
HTXDOO\� TXLFN� DQG� YLROHQW� VXEVHTXHQW� UHFRYHU\�� -DSDQ¶V� H[SHULHQFH� KDV� EHHQ� TXLWH� WKH
RSSRVLWH��ZLWK�RQO\�PRGHVW�RXWSXW�ORVVHV�VWUHWFKHG�RXW�RYHU�DQ�LQFUHGLEO\�ORQJ�SHULRG�RI�WLPH�
:H�VXJJHVW� WKDW� VL]H�� OHYHO� RI�GHYHORSPHQW�DQG�VWUXFWXUH�PD\�EH� LPSRUWDQW� LQIOXHQFHV�RQ
WKH�UHVSRQVH�RI�GLIIHULQJ�HFRQRPLHV�WR�EXEEOH�EXUVWLQJ�H[SHULHQFHV�
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)RXUWK��ZH�ORRN�DW�WKH�UROH�RI�DVVHW�SULFHV
:H�VXJJHVW� WKDW� UDSLG� VKLIWV� LQ� DVVHW� SULFHV� FDQ� FUHDWH� WKH� LOOXVLRQ� RI� VWUXFWXUDO� HFRQRPLF
FKDQJHV�ZKLFK��LQ�WXUQ��OHDG�WR�WKH�PLVWLPLQJ�RI�UHVRXUFH�DOORFDWLRQV�RYHU�WLPH��7R�WKH�H[WHQW
WKDW�ILQDQFLDO�GLVLQWHUPPHGLDWLRQ�KDV�ULVHQ�GXULQJ�WKH�FRXUVH�RI�WKH�����V��ZH�VXJJHVW�WKDW
WKHVH�PLVWLPLQJ�SUREOHPV�PD\�EH�RQ�WKH�LQFUHDVH��&RPELQHG�ZLWK�WKH�LPSDFW�RI�DQ�DJHLQJ
SRSXODWLRQ��PRUH�FRPSDQLHV�DQG�PRUH�FRQVXPHUV�DUH�QRZ�H[SRVHG�WR�FDSLWDO�PDUNHWV�WKDQ
HYHU�EHIRUH��SDUWLFXODUO\�LQ�WKH�86��7KHVH�PLVWLPLQJ�LVVXHV�KDYH�D�VLJQLILFDQW�UHOHYDQFH�IRU
WKH�\HDUV�DKHDG��LI�WKHUH�ZDV�H[FHVV�LQYHVWPHQW�DQG�GXUDEOHV�H[SHQGLWXUH�LQ�WKH�ODWH�����V�
WKHQ�D� µEODFN�KROH¶�PD\�KDYH�EHHQ�FUHDWHG�LQ�WHUPV�RI�GHPDQG�ZLWKLQ�WKH�ILUVW�\HDUV�RI� WKH
��VW�FHQWXU\�

)LIWK��ZH�ORRN�DW�WKH�H[WHQW�WR�ZKLFK�WKH�SROLF\�VXFFHVV�LQ�WHUPV�RI�ORZ�LQIODWLRQ�PD\
KDYH�OHG�WR�VLJQLILFDQW�±�DQG�SHUKDSV�LQDSSURSULDWH�±�VKLIWV�LQ�ULVN�DSSHWLWH
:H� VXJJHVW� WKDW� FRQILGHQFH� LQ� WKH� µYDOXH¶� RU� µVWDELOLW\¶� RI� ILQDQFLDO� ZHDOWK� KDV� JURZQ
VLJQLILFDQWO\� RYHU� WKH� ODVW� WHQ� \HDUV�� /RZ� LQIODWLRQ� PD\� KDYH� FUHDWHG� WKH� LPSUHVVLRQ� ±
SHUKDSV�IDOVHO\�±�WKDW�WKH�HFRQRPLF�F\FOH�ZDV�PRUH�VWDEOH��OHVV�VXEMHFW�WR�FKDQJH��DQG�WKDW�
DV�D�UHVXOW�� WKHUH�VKRXOG�EH�JUHDWHU�FRQILGHQFH� LQ�ERWK�WKH�VWDELOLW\�RI� LQWHUHVW� UDWHV�DQG�RI
SURILWV�JURZWK��:H�FDVW�GRXEW�RQ�ERWK�RI�WKHVH�DVVXPSWLRQV�

6L[WK��ZH�ORRN�DW�WKH�YDULRXV�µUHFRYHU\�PHFKDQLVPV¶�ZKLFK�KDYH�VXSSRUWHG�HFRQRPLF
JURZWK�RYHU�WKH�ODVW�WZHQW\�\HDUV
)RU�D�YDULHW\�RI�UHDVRQV��FRQVXPHUV�DUH�LQ�ZHDNHU�SRVLWLRQ�WR�WDNH�XS�WKH�UHFRYHU\�UXQQLQJ
WRGD\��0RUHRYHU��ZH� VXJJHVW� WKDW� ORZ� LQIODWLRQ�PD\� KDYH� UHGXFHG� WKH� SRZHU� RI�PRQHWDU\
SROLF\��LQFUHDVLQJ�WKH�ULVNV�RI�DQ�RXWULJKW�PRYH�LQWR�GHIODWLRQ��:H�DOVR�ORRN�DW�WKH�FRQVWUDLQWV
LPSRVHG� RQ� HFRQRPLF� UHFRYHU\� VWHPPLQJ� IURP� LPEDODQFHV� RI� DVVHWV� DQG� OLDELOLWLHV� ERWK
GRPHVWLFDOO\�DQG�LQWHUQDWLRQDOO\�

6HYHQWK��ZH�VXJJHVW�WKDW��DV�D�UHVXOW�RI�WKHVH�µPDFURHFRQRPLF�LPEDODQFH�DQG
LQVWDELOLW\¶�DUJXPHQWV��WKH�NH\�LQIOXHQFH�RQ�HFRQRPLF�JURZWK�RYHU�WKH�\HDUV�DKHDG�LV
OLNHO\�WR�EH�WKH�H[WHQW�WR�ZKLFK�PDFUR�HFRQRPLF�H[FHVV�QRZ�QHHGV�WR�EH�VTXHH]HG
RXW�RI�WKH�V\VWHP
7KLV�H[FHVV��LQ�WXUQ��PD\�KDYH�EHHQ�DVVRFLDWHG�ZLWK�HDUOLHU�H[FHVVLYH�KRSHV�ZLWK�UHJDUG�WR
WKH� WHFKQRORJ\� UHYROXWLRQ�� 2QH� LPSOLFDWLRQ� PD\� EH� D� UHODWLYHO\� VORZ� DQG� XQVXVWDLQHG
UHVSRQVH� WR� FKDQJHV� LQ� WHUPV� RI� HFRQRPLF� SROLF\�� 7KLV� LV� SDUWLFXODUO\� ZRUU\LQJ� LQ� DQ
HQYLURQPHQW�ZKHUH�YLUWXDOO\�DOO�PDMRU�FRXQWULHV�KDYH�HPEUDFHG�D�VLPLODU�SROLF\�DSSURDFK��,I�LW
WXUQV�RXW� WKDW� WKH� µLQIODWLRQ� WDUJHWLQJ¶�DSSURDFK�KDV�VLJQLILFDQW�ZHDNQHVVHV��ZH�PD\�EH�RQ
WKH� YHUJH� RI� DQRWKHU�PDFURHFRQRPLF� SROLF\� UHYROXWLRQ� RI� WKH� NLQG� ODVW� VHHQ� LQ� WKH� ����V�
ZKHQ�WKH�EHOLHI�LQ�.H\QHVLDQ�GHPDQG�PDQDJHPHQW�EHJDQ�WR�XQUDYHO�
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6LPSOH�HFRQRPLFV�LV�WRR�VLPSOH

$V�D� UXOH�RI� WKXPE��HFRQRPLVWV� WHQG� WR�DVVXPH� WKDW� µWUHQG¶�RU� µVXVWDLQDEOH¶� JURZWK� IRU� WKH
PDMRULW\� RI� LQGXVWULDOLVHG� FRXQWULHV� LV� DURXQG� �ó� RU� �ò�� SHU� DQQXP�� 7KLQNLQJ� DERXW� WKH
H[SHULHQFH�RI�HFRQRPLHV�ZLWKLQ�WKH�*��DUHD��WKLV�LV�FOHDUO\�D�YHU\�SRRU�UXOH�RI�WKXPE��7DEOH
�� VKRZV� WKH� DYHUDJH� DQQXDO� *'3� JURZWK� UDWHV� UHFRUGHG� E\� HDFK� RI� WKH� *�� FRXQWULHV
WKURXJK� WKH� FRXUVH� RI� WKH� ����V�� ,Q� HDFK� FDVH�� ZH� KDYH� WDNHQ� WKH� HDUO\� ����V� SHDN� LQ
DFWLYLW\� DV� D� VWDUWLQJ� SRLQW� EDVHG� RQ� WKH� FKURQRORJ\� RI� HFRQRPLF� F\FOHV� SURYLGHG� E\� WKH
(FRQRPLF�&\FOH�5HVHDUFK� ,QVWLWXWH� �ZZZ�EXVLQHVVF\FOH�FRP���7KLV�SURYLGHV�D�VLPSOH�ZD\
RI�UHPRYLQJ�VRPH�WKH�SRWHQWLDO�GLVWRUWLRQV�WKDW�PLJKW�DULVH�DV�D�UHVXOW�RI�F\FOLFDO�LQIOXHQFHV
RQ�HFRQRPLF�SHUIRUPDQFH�

���7KH�JURZWK�H[SHULHQFH�GXULQJ�WKH�����V

&RXQWU\ 'DWH�RI�F\FOH�SHDN *'3�JURZWK����DQQXDO�UDWH�
VLQFH�SHDN

*'3�SHU�HPSOR\HH�JURZWK�
��DQQXDO�UDWH�VLQFH�SHDN

86 4������ ��� ���
-DSDQ 4������ ��� ���
*HUPDQ\ 4������ ��� ���
)UDQFH 4������ ��� ���
8. 4������ ��� ���
,WDO\ 4������ ��� ���
&DQDGD 4������ ��� ���
6RXUFH��+6%&��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP��(FRQRPLF�&\FOH�5HVHDUFK�,QVWLWXWH

0D\EH� WKH� UHVXOWV� IRU� RYHUDOO� JURZWK� DUH� QRW� WKDW� VXUSULVLQJ�� 7KH\� GHPRQVWUDWH�� KRZHYHU�
WKDW� H[SHULHQFH� DFURVV� WKH� *�� QDWLRQV� KDV� YDULHG� HQRUPRXVO\� �HYHQ� LI� VRPH� RI� WKH
GLIIHUHQFHV� PD\� UHIOHFW� GLIIHUHQW� PHDVXUHPHQW� DSSURDFKHV��� 0RUHRYHU�� WKH� YDULHW\� RI
H[SHULHQFH�FDQQRW�EH�H[SODLQHG�WKURXJK�GLIIHULQJ�VWDJHV�RI�GHYHORSPHQW��$W�WKH�EHJLQQLQJ�RI
WKH�SHULRG��WKH�86�ZDV�WKH�ULFKHVW�FRXQWU\�LQ�WHUPV�RI�*'3�SHU�FDSLWD�DQG�ZDV�HYHQ�PRUH
VR�E\�WKH�HQG�RI�WKH�SHULRG��7KH�8.�SXW�LQ�D�EHWWHU�JURZWK�SHUIRUPDQFH�WKDQ�DQ\�RI�WKH�RWKHU
(XURSHDQ� HFRQRPLHV�� D� UHVXOW� ZKLFK� FRXOG� UHIOHFW� µFDWFK�XS¶� HIIHFWV�� 7KLV�� KRZHYHU�� LV
GLIILFXOW�WR�UHFRQFLOH�ZLWK�WKH�VXSHULRU�SHUIRUPDQFH�RI�WKH�86�HFRQRP\�

2EYLRXVO\��D�ORW�RI�IDFWRUV�KDYH�LQIOXHQFHG�WKHVH�QXPEHUV��2GGO\�HQRXJK��LQ�WHUPV�RI�RXWSXW
SHU� HPSOR\HH�� WKH�86� LV� QR� EHWWHU� WKDQ�PDQ\� RWKHU� FRXQWULHV� RQ� WKH� OLVW�� VXJJHVWLQJ� WKDW
PXFK�RI�$PHULFD¶V�RXW�SHUIRUPDQFH�UHIOHFWV�FKDQJHV�LQ�ODERXU�PDUNHW�EHKDYLRXU�WKURXJK�WKH
F\FOH�DV�D�ZKROH�UDWKHU� WKDQ�FKDQJHV� LQ�SURGXFWLYLW\��$IWHU�DOO��DOWKRXJK�WKH�VHFRQG�KDOI�RI
WKH�����V�ZDV�DQ�H[FHOOHQW�SHULRG�IRU�86�SURGXFWLYLW\�SHUIRUPDQFH��WKH�VDPH�FDQQRW�EH�VDLG
DERXW�WKH�ILUVW�KDOI�RI�WKH�����V�

5HJDUGOHVV�RI�WKH�UHDVRQV��WKH�WUHQG�UDWH�RI�JURZWK�FDQ�YDU\�HQRUPRXVO\�DFURVV�FRXQWULHV�
FUHDWLQJ� VLJQLILFDQW� GLIIHUHQFHV� LQ� OLYLQJ� VWDQGDUGV� RYHU� DQ� H[WHQGHG� SHULRG� RI� WLPH�� /HW¶V
DVVXPH�� IRU� H[DPSOH�� WKDW� WKH� 86� DQG� -DSDQ� VWDUW� RII� ZLWK� WKH� VDPH� OHYHO� RI� *'3� DW� D
VSHFLILF�SRLQW�LQ�WLPH��%DVHG�RQ�WKH�JURZWK�QXPEHUV�DERYH��DIWHU����\HDUV��86�*'3�ZRXOG
EH�����KLJKHU�WKDQ�-DSDQ¶V��$IWHU����\HDUV��86�*'3�ZRXOG�EH�����KLJKHU�WKDQ�-DSDQ¶V��,Q
RWKHU�ZRUGV��VPDOO�LVK��GLIIHUHQFHV�LQ�WUHQG�JURZWK�UDWHV�FDQ�PDNH�DQ�HQRUPRXV�GLIIHUHQFH
LQ�WHUPV�RI�UHODWLYH�HFRQRPLF�VL]H�RYHU�DQ�H[WHQGHG�SHULRG�RI�WLPH�

6KLIWV�,Q�7UHQG�*URZWK
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+LVWRU\�FKDQJHV

7KLV�DUJXPHQW�HTXDOO\�ZRUNV��KRZHYHU��IRU�LQGLYLGXDO�FRXQWULHV�RYHU�GLIIHUHQW�SHULRGV�RI�WLPH�
&KDUW� �� SURYLGHV�D� VW\OLVHG�H[DPSOH�RI� WKH� JHQHUDO� SUREOHP��)RU� D� µWKHRUHWLFDO¶� FRXQWU\�� LW
WUDFNV� WKH�SDWK� IRU�*'3�RQ�D� ORJ�EDVLV�RYHU� D����\HDU� SHULRG��7KH�JUH\� OLQH�SURYLGHV� WKH
DFWXDO� SHUIRUPDQFH�� 7KH� VROLG� OLQHV� VKRZ� WKH� µWUHQG¶� SHUIRUPDQFH� DFURVV� GLIIHUHQW� F\FOHV�
WDNLQJ�DQ�DYHUDJH�RI�µSHDN�WR�SHDN¶�DQG�µWURXJK�WR�WURXJK¶�FRPSDULVRQV��7KH�NH\�SRLQW�DERXW
WKH�FKDUW�LV�WKH�YDULDQFH�LQ�WKH�µVORSH¶�RI�WKH�VROLG�OLQHV�LQGLFDWHG�E\�WKH�JURZWK�UDWHV�ODEHOOHG
DERYH�WKH�OLQHV��,Q�RWKHU�ZRUGV��WKH�FKDUW�VXJJHVWV�WKDW�FKDQJHV�LQ�µVWUXFWXUDO¶�JURZWK�UDWHV
FDQ�EH�DVVRFLDWHG�ZLWK�F\FOLFDO�WXUQLQJ�SRLQWV�LQ�HFRQRPLF�DFWLYLW\�

���+RZ�JURZWK�FKDQJHV�IURP�F\FOH�WR�F\FOH�²�D�WKHRUHWLFDO�SLFWXUH
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7UHQG�JURZWK
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6RXUFH��+6%&��$OO�*'3�OHYHOV�H[SUHVVHG�LQ�ORJ�WHUPV

,V� WKLV�D� UHDVRQDEOH� UHIOHFWLRQ�RI� UHDOLW\"�&KDUWV��� WKURXJK� WR����VXJJHVW� WKDW� LW� LV��%DVHG�
DJDLQ�� RQ� WKH� EXVLQHVV� F\FOH� SHDNV� DQG� WURXJKV� DV� PHDVXUHG� E\� WKH� (FRQRPLF� &\FOH
5HVHDUFK� ,QVWLWXWH�� LW� LV� FOHDU� WKDW� VRPH� SHULRGV� RI� HFRQRPLF� SHUIRUPDQFH� GHOLYHU� YHU\
GLIIHUHQW�UHVXOWV�LQ�WHUPV�RI�HFRQRPLF�JURZWK�UHODWLYH�WR�RWKHU�SHULRGV��7R�VXPPDULVH�

4�86� JURZWK� GXULQJ� WKH� µJROGHQ� HUD¶� RI� WKH� ����V� DYHUDJHG� RYHU� ��� SHU� \HDU�� DQ
DFKLHYHPHQW� WKDW�KDV�QHYHU�EHHQ�UHSHDWHG�RYHU�D�ZKROH�F\FOH�VLQFH�� ,Q� WKH�����V��86
JURZWK�IDGHG�WR�D� OLWWOH�RYHU����SHU�\HDU�DQG�KDV�EHHQ�VWXFN� LQ� WKDW�NLQG�RI� UDQJH�HYHU
VLQFH��7KHUH�LV�QR�HYLGHQFH�WR�VXJJHVW�WKDW�RYHUDOO�JURZWK�WKLV�WLPH�DURXQG�KDV�EHHQ�DQ\
VWURQJHU� WKDQ� LQ� HLWKHU� WKH� ����V� RU� WKH� ����V�� $GPLWWHGO\�� ODERXU� IRUFH� JURZWK� ZDV
ZHDNHU�LQ�WKH�����V�������SD�UHODWLYH�WR������SD�LQ�WKH�����V���VXJJHVWLQJ�DQ�HQKDQFHG
UROH� IRU� SURGXFWLYLW\� JDLQV�� +RZHYHU�� HPSOR\PHQW� JURZWK� ZDV� H[DFWO\� WKH� VDPH� LQ� WKH
����V� DQG� ����V�� VXJJHVWLQJ� WKDW� D� NH\� VWRU\� IRU� WKH� 86� KDV� EHHQ� QRW� VR� PXFK� WKH
LPSURYHPHQW� LQ� SURGXFWLYLW\� EXW�� UDWKHU�� WKH� DELOLW\� WR� JHW� PRUH� SHRSOH� LQWR� ZRUN�� 3XW
DQRWKHU�ZD\��VWURQJ�JURZWK�LQ�WKH�����V�ZDV�SDUWO\�D�UHIOHFWLRQ�RI�D�VXVWDLQHG�IDOO� LQ�WKH
XQHPSOR\PHQW�UDWH
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���7KH�FKDQJLQJ�SDWWHUQV�RI�86�WUHQG�JURZWK
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6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP��$OO�*'3�OHYHOV�H[SUHVVHG�LQ�ORJ�WHUPV

4� -DSDQ� KDV� VHHQ� WKH� ELJJHVW� VKLIWV� LQ� µWUHQG¶� HFRQRPLF� JURZWK�� )URP� WKH� ODWH�����V
WKURXJK� WR� WKH� EHJLQQLQJ� RI� WKH� ����V�� -DSDQ� H[SHULHQFHG� D� VSHFWDFXODU� JURZWK� UDWH�
DYHUDJLQJ�RYHU����SHU�\HDU��%\�WKH�PLG�����V��WKLV�JURZWK�UDWH�KDG�IDOOHQ�EDFN�WR�D�OLWWOH
XQGHU����SHU�\HDU��7KDW�UDWH�ZDV�PDLQWDLQHG�WKURXJK�WR�WKH�HQG�RI�WKH�����V��7KHUHDIWHU�
RI�FRXUVH��WKLQJV�ZHQW�EDGO\�ZURQJ��ZLWK�DYHUDJH�JURZWK�WKURXJK�WKH�FRXUVH�RI�WKH�����V
RI�RQO\����SD

���-DSDQ·V�GHFOLQH�DQG�IDOO
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6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP�DQG�2(&'��$OO�*'3�OHYHOV�H[SUHVVHG�LQ�ORJ�WHUPV



'HFOLQH�$QG�)DOO ABC

6KLIWV�,Q�7UHQG�*URZWK

-DQXDU\����� ���

4�*HUPDQ\� KDV� DOVR� VHHQ� VLJQLILFDQW� VKLIWV� RYHU� WKH� ODVW� IRUW\� \HDUV�� 'XULQJ� WKH� ����V�
*HUPDQ\�HQMR\HG�JURZWK� UDWHV�RI�DURXQG����SHU�\HDU��%\� WKH�����V��KRZHYHU��JURZWK
KDG� IDOOHQ�EDFN� WR��ó��SHU�\HDU��D� UDWKHU�XQLPSUHVVLYH� UHVXOW��*URZWK�KDV� IDGHG�HYHQ
IXUWKHU� VLQFH� WKHQ�� SDUWO\� D� UHIOHFWLRQ� RI� WKH� KDQJRYHU� IROORZLQJ� *HUPDQ� UHXQLILFDWLRQ�
SDUWLFXODUO\�ZLWKLQ�WKH�FRQVWUXFWLRQ�VHFWRU��%\�WKH�����V��JURZWK�ZDV�OLPLWHG�WR� OHVV�WKDQ
�ò��SHU�\HDU

����*HUPDQ\�KHDGV�WR�VORZHU�JURZWK
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'HFOLQH�$QG�)DOO ABC

6KLIWV�,Q�7UHQG�*URZWK

�� �-DQXDU\�����

4� )UDQFH� SHUIRUPHG� YHU\� ZHOO� GXULQJ� WKH� FRXUVH� RI� WKH� ����V�� DYHUDJLQJ� ����� SHU� \HDU�
7KHUHDIWHU��KRZHYHU��WKH�)UHQFK�HFRQRP\�VORZHG�VLJQLILFDQWO\��ZLWK�JURZWK�GURSSLQJ�EDFN
WR�D�PLVHUDEOH��ò��DW�WKH�EHJLQQLQJ�RI�WKH�����V�EHIRUH�UHERXQGLQJ�WR�DERYH����LQ�WKH
ODWH� ����V�� 'XULQJ� WKH� ����V�� KRZHYHU�� GLVDSSRLQWPHQW� VHW� LQ� DJDLQ�� 'HVSLWH� EHWWHU
QXPEHUV�UHFHQWO\��WKH�����V�DV�D�ZKROH�VDZ�JURZWK�RI�MXVW������SHU�\HDU

4� 7KH�8.¶V�RYHUDOO�JURZWK�SHUIRUPDQFH�KDV�EHHQ�E\� IDU� WKH�PRVW�GLVDSSRLQWLQJ�RI�DQ\�RI
WKH�*��HFRQRPLHV�RYHU�WKH�ODVW����\HDUV��*URZWK�RI�OHVV�WKDQ����WKURXJK�WKH�����V�DQG
����V� ZDV� IROORZHG� E\� JURZWK� RI� OHVV� WKDQ� ��� GXULQJ� WKH� ����V�� 7KH� SRVLWLRQ� KDV
LPSURYHG�VLQFH�WKHQ�±�ERWK�DEVROXWHO\�DQG�DJDLQVW�WKH�8.¶V�(XURSHDQ�SHHU�JURXS�±�EXW
VWLOO�UHPDLQV�UHODWLYHO\�ZHDN

����7KH�8.�KDV�EHHQ�WKH�ZRUVW�RI�WKH�EXQFK
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6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP��$OO�*'3�OHYHOV�H[SUHVVHG�LQ�ORJ�WHUPV

7KHVH�VKLIWV�LQ�WUHQG�JURZWK�DUH�KXJHO\�LPSRUWDQW�IRU�OLYLQJ�VWDQGDUGV��IRU�UHWXUQV�RQ�ILQDQFLDO
DVVHWV�DQG��KHQFH��IRU�VDYLQJV�DQG�LQYHVWPHQW�EHKDYLRXU��7KH\�DUH�DOVR�LPSRUWDQW�IURP�WKH
SHUVSHFWLYH�RI�HFRQRPLF�SRZHU��,I��IRU�H[DPSOH��-DSDQ�KDG�PDQDJHG�WR�FDUU\�RQ�JURZLQJ�DW
���SHU�\HDU�LQ�WKH�����V�DQG�EH\RQG��LW�ZRXOG�QRZ�EH�D�VLJQLILFDQWO\�ELJJHU�HFRQRP\�WKDQ
WKH�86�

,Q�DOO�RXU�H[DPSOHV�� WKHUH�KDYH�EHHQ�YDULDQFHV�ERWK� LQ�F\FOLFDO�DQG�VWUXFWXUDO�JURZWK�UDWHV
RYHU� DQ� H[WHQGHG� SHULRG� RI� WLPH�� 0RUHRYHU�� GLIIHUHQW� HFRQRPLF� F\FOHV� DSSHDU� WR� EH
DVVRFLDWHG�ZLWK� GLIIHUHQW� VWUXFWXUDO� JURZWK� UDWHV��&RXOG� LW� EH� WKDW� WKH� WZR� DUH� OLQNHG"�$QG
FRXOG� LW� EH� WKDW� GLIIHUHQW� F\FOLFDO� VKRFNV� KDYH� GLIIHUHQW� HIIHFWV� RQ� VWUXFWXUDO� JURZWK"� 7KH
SULPD�IDFLH�HYLGHQFH�VXJJHVWV�WKDW�WKHUH�PD\�ZHOO�EH�D�UHODWLRQVKLS��DW�OHDVW�LQ�WKH�VKRUW�WR
PHGLXP�WHUP��,I�WUXH��WKH�LGHD�WKDW�F\FOLFDO�VKRFNV�GR�QRW�PDWWHU�IRU�JURZWK�RYHU�WKH�PHGLXP
WHUP� PD\� KDYH� WR� EH� TXHVWLRQHG�� &\FOLFDO� VKRFNV� PD\� ZHOO� KDYH� ORQJHU�WHUP� JURZWK
LPSOLFDWLRQV�� 0RUHRYHU�� WKH� HYLGHQFH� SUHVHQWHG� KHUH� VXJJHVWV� WKDW� JURZWK� H[SHFWDWLRQV
EDVHG�RQ�KLVWRULFDO�JURZWK�SDWWHUQV�PD\�SURYH�WR�EH�KLJKO\�LQDFFXUDWH�



'HFOLQH�$QG�)DOO ABC

6KLIWV�,Q�7UHQG�*URZWK

-DQXDU\����� ���

2I� FRXUVH�� WKHVH� FKDUWV� GR� QRW� JXDUDQWHH� WKDW� WKHUH� LV� DQ\� GLUHFW� UHODWLRQVKLS� EHWZHHQ
HFRQRPLF�F\FOHV�DQG�FKDQJHV� LQ� WUHQG�UDWHV�RI�JURZWK��$�UHODWLRQVKLS�PD\��KRZHYHU��H[LVW
WKURXJK� WKH� IRUPDWLRQ� RI� H[SHFWDWLRQV�� $� VWURQJ� SHULRG� RI� HFRQRPLF� JURZWK� ±� ZKHWKHU
VWUXFWXUDO�RU�RWKHUZLVH�±�WHQGV�WR�EH�XVHG�DV�D�EDVLV�IRU�RSWLPLVP�RQ�WKH�SDFH�RI�HFRQRPLF
H[SDQVLRQ� LQWR� WKH� IXWXUH��<HW� WKH�FKDUWV� LQ� WKLV� VHFWLRQ� VXJJHVW� WKDW� JURZWK� UDWHV�DUH� QRW
FRQVWDQW�RYHU�WLPH��7R�WKH�H[WHQW�WKDW�DVVHW�SULFHV�DGMXVW�WR�SHUFHLYHG�FKDQJHV�±�UDWKHU�WKDQ
DFWXDO�FKDQJHV�±�LQ�WUHQG�JURZWK�UDWHV��EDODQFH�VKHHW�PLVWDNHV�PD\�OHDG�WR�IXWXUH�HFRQRPLF
GLVUXSWLRQ��8QGHU� WKHVH�FLUFXPVWDQFHV��SHUFHSWLRQV�PD\�QRW� UHODWH�VWURQJO\� WR�VXEVHTXHQW
UHDOLW\�



'HFOLQH�$QG�)DOO ABC

�� �-DQXDU\�����

:K\�VRPH�UHFHVVLRQV�DUH�JRRG��HYHQWXDOO\�«

6RPH�UHFHVVLRQV�DUH�SODQQHG��7KH\�PD\�QRW�EH�GHVLUDEOH� LQ� WKHPVHOYHV�EXW� WKH\�KDYH�DQ
LQWHQWLRQDO� µFOHDQVLQJ�HIIHFW¶�ZKLFK�HQVXUHV�D�EHWWHU� IXWXUH�JURZWK�SHUIRUPDQFH��2IWHQ� WKH\
DUH� DVVRFLDWHG� ZLWK� HDUOLHU� SHULRGV� RI� SRRU� PDFUR� DQG� PLFURHFRQRPLF� SHUIRUPDQFH�
DVVRFLDWHG�ZLWK�KLJK�LQIODWLRQ��SRRU�SURGXFWLYLW\��EDG�PDQDJHPHQW�DQG�UHODWLYHO\�KLJK�ZDJH
JURZWK��7KHVH� UHFHVVLRQV�DUH�� WKHUHIRUH�� D�PHDQV� WR� DQ� HQG�� 7KH� KRSH� LV� WKDW� QHDU� WHUP
SDLQ�ZLOO�EH�IROORZHG�E\�D�VWUXFWXUDO�VKLIW�XSZDUGV�LQ�WKH�XQGHUO\LQJ�JURZWK�UDWH�

([DPSOHV�RI�SODQQHG� UHFHVVLRQV� LQFOXGH� WKH�8.� UHFHVVLRQ�RI� WKH�HDUO\�����V�DQG� WKH�86
UHFHVVLRQ�LQ�������,Q�ERWK�FDVHV��WKH�NH\�DLP�ZDV�WKH�UHPRYDO�RI� LQIODWLRQ��([SHFWDWLRQV�RI
KLJK� LQIODWLRQ� KDG� EHFRPH� HPEHGGHG� LQ� SURGXFW� DQG� ODERXU� PDUNHWV�� 3ROLF\�PDNHUV
UHJDUGHG�WKH�UHPRYDO�RI�LQIODWLRQ�DQG�LQIODWLRQDU\�H[SHFWDWLRQV�DV�DQ�HVVHQWLDO�SUH�UHTXLVLWH
RI�IXWXUH�HFRQRPLF�SURVSHULW\��7KLV�EHOLHI�ZDV�SDUWO\�EDVHG�RQ�WKH�REVHUYDWLRQ�WKDW�UHODWLYHO\
KLJK�LQIODWLRQ�UDWHV�ZHUH�DOVR�UHODWLYHO\�YRODWLOH�LQIODWLRQ�UDWHV��+LJK�YRODWLOLW\�LPSOLHG�D�IDLOXUH
RI�WKH�SULFH�PHFKDQLVP�WR�DFKLHYH�DQ�HIILFLHQW�DOORFDWLRQ�RI�UHVRXUFHV�ZKLFK��LQ�WXUQ��LPSOLHG
WKDW�WKH�OHYHO�RI�DFWLYLW\�DQG��SHUKDSV��LWV�JURZWK�UDWH�ZRXOG�EH�ORZHU�WKDQ�GHVLUDEOH�

����7KH�UHGXFWLRQ�LQ�LQIODWLRQ�OHG�WR�D�SURORQJHG�8.�XSVZLQJ�LQ�WKH�����V
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6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

«DQG�RWKHUV�DUH�QRW

8QSODQQHG� UHFHVVLRQV� DUH� D� GLIIHUHQW� PDWWHU� DOWRJHWKHU�� 7KH\� FDQ� DUULYH� HYHQ� ZLWKRXW
GUDPDWLF� SROLF\� WLJKWHQLQJ�� 0RUHRYHU�� WKH\� FDQ� DUULYH� DIWHU� D� SHULRG� RI� UHODWLYHO\� JRRG
HFRQRPLF�SHUIRUPDQFH��-DSDQ¶V�PDFURHFRQRPLF�SHUIRUPDQFH�LQ�WKH�ODWH�����V�DSSHDUHG�WR
EH� KLJKO\� VXFFHVVIXO�� JURZWK� ZDV� VWURQJ�� LQIODWLRQ� ZDV� YHU\� ZHOO� EHKDYHG�� WKH� FXUUHQW
DFFRXQW� RI� WKH� EDODQFH� RI� SD\PHQWV� ZDV� LQ� PRGHVW� VXUSOXV� DQG� WKH� JRYHUQPHQW� ZDV
UHSD\LQJ� GHEW�� 6HHPLQJO\�� -DSDQ� ZDV� LQ� D� VWDEOH� HTXLOLEULXP� RI� JURZWK� RXW�SHUIRUPDQFH

:KR�:DQWV�$�5HFHVVLRQ"



'HFOLQH�$QG�)DOO ABC

:KR�:DQWV�$�5HFHVVLRQ"

-DQXDU\����� ���

ZLWKRXW�DQ\�VHULRXV�LQIODWLRQDU\�ULVN��(YHQ�ZKHQ�WKH�HFRQRP\�ILUVW�EHJDQ�WR�VORZ�VLJQLILFDQWO\
±�GULYHQ�GRZQ�E\�PRQHWDU\�SROLF\�DFWLRQ�±�WKH�JHQHUDOO\�KHOG�YLHZ�ZDV�WKDW� WKLV�VORZGRZQ
ZRXOG� EH� MXVW� VXIILFLHQW� WR� UHPRYH� WKH� OLPLWHG� LQIODWLRQDU\� SUHVVXUHV�� SDYLQJ� WKH�ZD\� IRU� D
TXLFN�UHWXUQ�WR�GHFHQW�HFRQRPLF�JURZWK��2EYLRXVO\��WKLV�YLHZ�SURYHG�WR�EH�KLJKO\�LQDFFXUDWH�
-DSDQ¶V�UHFHVVLRQ�KDV�\HW�WR�SURYLGH�WKH�³FOHDQVLQJ�SURFHVV´�DVVRFLDWHG�ZLWK�WKH�UHIRUPV�RI
0DUJDUHW�7KDWFKHU�RU�WKH�DJJUHVVLRQ�RI�3DXO�9ROFNHU�

����-DSDQ·V�XQSODQQHG�UHFHVVLRQ�JRHV�RQ�DQG�RQ
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6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

����,W�DOO�ZHQW�KRUULEO\�ZURQJ�IRU�WKH�86�LQ�WKH�����V
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'HFOLQH�$QG�)DOO ABC

:KR�:DQWV�$�5HFHVVLRQ"

�� �-DQXDU\�����

$QRWKHU�JRRG�H[DPSOH�RI�DQ�XQSODQQHG�UHFHVVLRQ�ZDV�WKH�86�H[SHULHQFH�LQ�WKH�����V��/LNH
-DSDQ�LQ�WKH�����V�� WKH�86�LQ�WKH�PLG�����V�DSSHDUHG�WR�EH�HQMR\LQJ�UXGH�KHDOWK��6WURQJ
JURZWK� ZDV� DFFRPSDQLHG� E\� D� FRPSOHWH� DEVHQFH� RI� LQIODWLRQDU\� SUHVVXUHV�� *URZWK
ZHDNHQHG�LQ������DQG������EXW�WKHUH�ZHUH�IHZ�VLJQV�RI�WKH�LPSHQGLQJ�GLVDVWHU�±�ZKLFK��RI
FRXUVH��ZDV�RQ�D�PXFK�JUHDWHU�VFDOH�WKDQ�-DSDQ¶V�H[SHULHQFH�LQ�WKH�����V��0RUHRYHU��ZKHQ
WKH� GLVDVWHU� GLG� EHJLQ� WR� XQIROG� ±� VWDUWLQJ�ZLWK� WKH�&UDVK� LQ�2FWREHU� ����� ±� WKHUH� ZDV� D
PDUNHG�UHOXFWDQFH�WR�UHFRJQLVH�WKH�VFDOH�RI� WKH�SUREOHP�� ,QGHHG�� WKURXJKRXW� WKH�SHULRG�RI
IDOOLQJ�VKDUH�SULFHV�DQG��HYHQWXDOO\��GHFOLQLQJ�DFWLYLW\��PDQ\�FRPPHQWDWRUV�UHIXVHG�WR�DFFHSW
WKDW�DQ\WKLQJ�ZDV�VHULRXVO\�ZURQJ��&DSLWXODWLRQ�RQO\�FDPH�ZKHQ�WKH�IDFWV�WXUQHG�RXW� WR�EH
IDU�ZRUVH�WKDQ�WKH�PDMRULW\�RI�FRPPHQWDWRUV�KDG�H[SHFWHG�

����0H[LFR·V�VKRUW�VKDUS�VKRFN
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*URZWK��5�+�6� ,QIODWLRQ��/�+�6�
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6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

7KHUH�DUH�RWKHU��PRUH�UHFHQW��H[DPSOHV��7KH�JUHDWHU�PRELOLW\�RI�FDSLWDO�RYHU� WKH� ODVW� WKLUW\
\HDUV� KDV� LQFUHDVHG� WKH� YXOQHUDELOLW\� RI� FRXQWULHV� WR� FDSLWDO� H[RGXV�� 7KLV� LV� D� SDUWLFXODU
SUREOHP� IRU�HPHUJLQJ�PDUNHW�HFRQRPLHV��$Q�DSSDUHQWO\�VXVWDLQDEOH�HFRQRPLF�SLFWXUH�FDQ
JR�ZURQJ�DV�D� UHVXOW� RI� IDFWRUV�EH\RQG�D� FRXQWU\¶V� GLUHFW� FRQWURO��0H[LFR�PD\�KDYH�EHHQ
VXIIHULQJ� IURP� LWV� RZQ�H[FHVVHV� LQ� ����� DQG� ����� EXW� LWV� SRVLWLRQ�ZDV� FOHDUO\� QRW� KHOSHG
ZKHQ�WKH�)HGHUDO�5HVHUYH�EHJDQ�WR�WLJKWHQ�PRQHWDU\�SROLF\�LQ�WKH�86�DJJUHVVLYHO\�DIWHU�WKH
YHU\�µORRVH¶�SROLF\�HQYLURQPHQW�RI�WKH�HDUO\�����V��8QGHU�WKH�QHZ�FLUFXPVWDQFHV��LW�EHFDPH
D�ORW�PRUH�GLIILFXOW�IRU�0H[LFR�WR�FRQWLQXH�WR�IXQG�LWV�FXUUHQW�DFFRXQW�SRVLWLRQ�

7KH�EHQHILWV�RI�SODQQLQJ

3ODQQHG� UHFHVVLRQV� VRPHWLPHV� ZRUN�� *URZWK� LQ� WKH� 8.� GXULQJ� WKH� ����V� ZDV� D� GHILQLWH
LPSURYHPHQW� RQ� JURZWK� LQ� WKH� ����V�� )RU� WKH� 86�� WKH� ����� UHFHVVLRQ�� FUHDWHG� E\� 3DXO
9ROFNHU¶V�)HG��ZDV�OHVV�VXFFHVVIXO��6XEVHTXHQW�VWUXFWXUDO�JURZWK�ZDV�QR�EHWWHU�WKDQ�LQ�WKH
����V��DOWKRXJK��DUJXDEO\��LW�PLJKW�KDYH�EHHQ�D�ORW�ZRUVH�KDG�WKH�9ROFNHU�)HG�QRW�VWDPSHG



'HFOLQH�$QG�)DOO ABC

:KR�:DQWV�$�5HFHVVLRQ"

-DQXDU\����� ���

RQ�LQIODWLRQ�DW�WKH�EHJLQQLQJ�RI�WKH�����V���1HYHUWKHOHVV��WKH�DFWLRQV�E\�WKH�9ROFNHU�)HG�GLG
HQVXUH�WKH�JUDGXDO�UHPRYDO�RI�LQIODWLRQDU\�H[SHFWDWLRQV�ZKLFK��RWKHU�WKLQJV�EHLQJ�HTXDO��ZDV
XQGRXEWHGO\� D� JRRG� WKLQJ�� )URP� WKLV� SHUVSHFWLYH�� VRPH� UHFHVVLRQV� FDQ� KDYH� GHVLUDEOH
RXWFRPHV�

3ODQQHG� UHFHVVLRQV� DUH� DOO� DERXW� EULQJLQJ� IXWXUH� EHQHILWV�� 7KHLU� VXFFHVV� OLHV� LQ� WKH
µFUHGLELOLW\¶�RI�WKH�SROLF\�EHLQJ�DGRSWHG��,I�WKH�SROLF\�LV�VHHQ�WR�EH�FUHGLEOH��HLWKHU�LQLWLDOO\�RU�DW
D� ODWHU�VWDJH�� WKH� UHFHVVLRQ�FRXOG�EH�VHHQ�DV�DQ�XQSOHDVDQW�PHDQV� WRZDUGV�D�ZRUWKZKLOH
HQG��$JDLQ��WKH�8.�UHFHVVLRQ�LQ�WKH�HDUO\�����V�VKRXOG�EH�VHHQ�LQ�WKLV�UHVSHFW��7KH�µWKHUH�LV
QR�DOWHUQDWLYH¶�PDQWUD��NQRZQ�DV� µ7,1$¶�� UHLQIRUFHG�D�YLHZ� WKDW� WKH�*RYHUQPHQW�ZRXOG�QRW
EH�VKLIWHG�RII�FRXUVH��QR�PDWWHU�KRZ�XQGHVLUDEOH�VRPH�RI� WKH�VKRUW�WHUP�FRQVHTXHQFHV�RI
WKH�DGRSWHG�SROLFLHV�ZHUH� �DOWKRXJK� LW� LV�ZRUWK�QRWLQJ� WKDW�RSSRQHQWV�RI� WKH�SROLF\�SXVKHG
WKH� µWKHUH� LV� D� UHDOLVWLF� DOWHUQDWLYH¶�PHVVDJH�� NQRZQ� DV� µ7,$5$¶��� ,Q� FRQWUDVW�� WKH� SROLFLHV
DGRSWHG�WHQ�\HDUV�ODWHU�XOWLPDWHO\�GLG�QRW�FDUU\�FUHGLELOLW\�±�DOWKRXJK��WR�EH�IDLU��WKH\�ZHUH�QRW
LQLWLDOO\� LQWHQGHG� WR� EULQJ� DERXW� UHFHVVLRQ�� 7KH�8.¶V�PHPEHUVKLS� RI� WKH�(50�PLJKW� KDYH
EHHQ�VXFFHVVIXO�KDG�*HUPDQ�UHXQLILFDWLRQ�QRW�OHG�WR�KLJK�LQWHUHVW�UDWHV�DFURVV�WKH�ZKROH�RI
(XURSH��+RZHYHU�� WKH� H[WHQW� WR�ZKLFK�*HUPDQ� SROLFLHV� KDG� WR� DGDSW� WR� VSHFLILF� GRPHVWLF
GLIILFXOWLHV�LPSOLHG�WKDW�ZHDNQHVVHV�HOVHZKHUH�LQ�WKH�(50�V\VWHP�ZHUH�UHYHDOHG��6XGGHQO\�
D� 8.� SROLF\� ZKLFK� KDG� EHHQ� EURDGO\� ZHOFRPHG� E\� WKH� ILQDQFLDO� FRPPXQLW\� DV� D� ZD\� RI
VWDELOLVLQJ�LQIODWLRQDU\�H[SHFWDWLRQV� ORVW�FUHGLELOLW\��7KH�GHSWK�RI� WKH�HQVXLQJ�UHFHVVLRQ�ZDV
SDUWO\�D�FRQVHTXHQFH�RI�D�SODQQHG�±�EXW�IDWDOO\�IODZHG�±�DWWHPSW�WR�VKRUH�XS�WKH�FUHGLELOLW\�RI
D�GHIXQFW�SROLF\�

µ&UHGLEOH¶� SODQQHG� UHFHVVLRQV� HYHQWXDOO\� JHW� WKHLU� RZQ� UHZDUG�� )RU� H[DPSOH�� D� UHFHVVLRQ
ZKLFK�LV�GHVLJQHG�WR�UHPRYH�LQIODWLRQ�ZLOO��LI�VXFFHVVIXO��GHOLYHU�D�QXPEHU�RI�NH\�EHQHILWV�

����,Q�WKH�8.��UHDO�ZDJHV�SLFNHG�XS�DQG�WKH�VDYLQJV�UDWLR�IHOO
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'HFOLQH�$QG�)DOO ABC

:KR�:DQWV�$�5HFHVVLRQ"

�� �-DQXDU\�����

4� /RZHU� WKDQ�DQWLFLSDWHG� LQIODWLRQ�VKRXOG�HQVXUH�D� FRPELQDWLRQ�RI� KLJKHU� UHDO�ZDJHV�DQG
KLJKHU� DVVHW� YDOXHV� LQ� UHDO� WHUPV�� $V� D� UHVXOW�� FRQVXPHU� VSHQGLQJ� LV� ERRVWHG� WKURXJK
ERWK�LQFRPH�HIIHFWV�DQG��YLD�WKH�ULVH�LQ�UHDO�ZHDOWK��D�IDOO�LQ�WKH�VDYLQJ�UDWLR��VHH�FKDUW����

4� /RZHU� LQIODWLRQ� VKRXOG� UHGXFH� WKH� YRODWLOLW\� RI� LQIODWLRQ� DQG�� WKHUHIRUH�� LPSURYH� WKH
DOORFDWLRQ�RI� UHVRXUFHV�DFURVV� WKH�HFRQRP\�PRUH�EURDGO\�� ,Q�RWKHU�ZRUGV�� WKHUH�VKRXOG
EH�DQ�LPSURYHPHQW�LQ�WKH�VXSSO\�VLGH�SHUIRUPDQFH�RI�WKH�HFRQRP\

4� )DOOLQJ� LQWHUHVW� UDWHV�� DFFRPSDQLHG� E\� ORZHU� LQIODWLRQ�� VKRXOG� EH� UHJDUGHG� DV� D� FOHDU
LQGLFDWLRQ�RI�SROLF\�VXFFHVV��7KH�FRQILGHQFH�HIIHFWV�DVVRFLDWHG�ZLWK� WKLV�FRXOG� WULJJHU�D
SDUWLFXODUO\� SRZHUIXO� UHFRYHU\�� DV� ERWK� FRQVXPHUV� DQG� SURGXFHUV� UHFRJQLVH� WKDW� WKH
HDUOLHU�VDFULILFHV�ZHUH�ZRUWK�JRLQJ�WKURXJK

7KH�FRVWV�RI�VXUSULVH

µ8QSODQQHG¶� UHFHVVLRQV� PD\� OHDG� WR� OHVV� IDYRXUDEOH� RXWFRPHV�� 7KH� PDLQ� SUREOHP� ZLWK
XQSODQQHG� UHFHVVLRQV� LV� WKHLU� DVVRFLDWLRQ�ZLWK� D� ORVV�RI� HDUOLHU� SROLF\� FUHGLELOLW\� DQG�� DV�D
UHVXOW��D�ORVV�RI�SROLF\�µSRZHU¶��8QSODQQHG�UHFHVVLRQV�WHQG�WR�EH�DVVRFLDWHG�ZLWK�D�FROODSVH
LQ� SULYDWH� VHFWRU� H[SHFWDWLRQV� DV� SHRSOH� FDSLWXODWH� IURP� WKHLU� HDUOLHU� EHOLHIV�� 8QSODQQHG
UHFHVVLRQV� DUH�PRUH� GLIILFXOW� WR� XQGHUVWDQG� SUHFLVHO\� EHFDXVH� WKH\�ZHUH� QRW� VXSSRVHG� WR
KDSSHQ�� QHLWKHU� LQ� WKH� H\HV� RI� WKH� JHQHUDO� SXEOLF� QRU� LQ� WHUPV� RI� WKH� SROLF\�PDNHUV
WKHPVHOYHV�

%HFDXVH� WKH\� DUH� DVVRFLDWHG� ZLWK� D� FROODSVH� LQ� SULYDWH� VHFWRU� H[SHFWDWLRQV�� XQSODQQHG
UHFHVVLRQV�DUH�PXFK�PRUH�GLIILFXOW� WR�RIIVHW� WKURXJK�FKDQJHV� LQ� WHUPV�RI�PDFUR�HFRQRPLF
SROLF\�� 2QH� ZD\� WR� VKRZ� WKLV� FRPHV� IURP� WKH� UHODWLRQVKLS� EHWZHHQ� DVVHW� SULFHV� DQG� WKH
EURDGHU� HFRQRP\�� ,Q� DQ� HFRQRPLF� XSVZLQJ�� DVVHW� SULFHV�PD\� ULVH� GUDPDWLFDOO\� DQG�� LQ� D
VLWXDWLRQ� RI� UHODWLYHO\� KLJK� ILQDQFLDO� PDUNHW� OLEHUDOLVDWLRQ�� WKHUH� PD\� EH� D� FRUUHVSRQGLQJ
LQFUHDVH� LQ� OLDELOLWLHV�� ,Q�RWKHU�ZRUGV�� WKHUH�PD\�EH�D�JHQHUDO� LQIODWLRQ�RI� WKH�SULYDWH�VHFWRU
EDODQFH�VKHHW� WKDW�VXSSRUWV�DQ�H[SDQVLRQ�RI� UHDO�H[SHQGLWXUH�RQ�EXVLQHVV�HTXLSPHQW�DQG
FRQVXPHU� GXUDEOHV��6R� ORQJ� DV� WKLV� H[SDQVLRQ� LV� QRW� DFFRPSDQLHG� E\� VLJQLILFDQWO\� KLJKHU
LQIODWLRQ�±�DQ� LQFUHDVLQJO\�FRPPRQ�RFFXUUHQFH�JLYHQ� WKH�H[SHULHQFH�RI�ERWK� WKH�86� LQ� WKH
VHFRQG�KDOI�RI� WKH�����V�DQG�-DSDQ� LQ� WKH�VHFRQG�KDOI�RI� WKH�����V�±� WKLV�ZLOO� WXUQ� LQWR�D
YLUWXRXV�FLUFOH��$V�GHPDQG�H[SDQGV��VR�HVWLPDWHV�RI�WKH�WUHQG�JURZWK�UDWH�ZLOO�ULVH��WKHUHE\
MXVWLI\LQJ�IXUWKHU�LQFUHDVHV�LQ�DVVHW�SULFHV�

$VVXPLQJ� WKDW� WKH� JDLQV� LQ� DVVHW� SULFHV� DUH� XOWLPDWHO\� QRW� MXVWLILHG� ±� LQ� RWKHU� ZRUGV�� WKDW
SURILWV�JURZWK�ZLOO�QHYHU�EH�VXIILFLHQW�WR�PHHW�FXUUHQW�H[SHFWDWLRQV�±�WKH�PDLQ�HIIHFW�RI� WKLV
NLQG�RI� DVVHW� SULFH� µEXEEOH¶� LV� WR� GLVUXSW� H[SHQGLWXUHV� RYHU� WLPH�� 7KH� LQLWLDO� JDLQV� LQ� DVVHW
SULFHV�HQDEOH�H[SHQGLWXUHV�WR�EH�EURXJKW�IRUZDUG�IURP�WKH�IXWXUH��7KH�VXEVHTXHQW�GHFOLQHV
LQ�DVVHW�SULFHV�VXJJHVW�WKDW�WKH�H[SHQGLWXUHV�ZHQW�WRR�IDU��LPSO\LQJ�H[FHVVLYH�VWRFNV�RI�ERWK
EXVLQHVV� HTXLSPHQW� DQG� FRQVXPHU� GXUDEOHV�� ,Q� RWKHU� ZRUGV�� D� GHPDQG� µEODFN� KROH¶� LV
FUHDWHG��8QGHU�WKHVH�FLUFXPVWDQFHV��SROLF\�FKDQJHV�DUH�OLNHO\�WR�EH�OHVV�HIIHFWLYH�

4� 7KH�IDOO�LQ�DVVHW�SULFHV�VXJJHVWV�WKDW�HDUOLHU�DVVXPSWLRQV�DERXW�WKH�µWUHQG¶�UDWH�RI�JURZWK
ZHUH�MXVW�SODLQ�ZURQJ��,W�LV�GLIILFXOW�WR�VHH�ZK\�SROLF\�VKRXOG�KDYH�D�KXJH�LQIOXHQFH�RQ�WKLV
FKDQJH� RI� WDFN�� ,I� FDSLWDO� VSHQGLQJ� WRRN� SODFH� RQ� WKH� DVVXPSWLRQ� WKDW� GHPDQG� ZRXOG



'HFOLQH�$QG�)DOO ABC

:KR�:DQWV�$�5HFHVVLRQ"

-DQXDU\����� ���

H[SHQG�E\����SHU� \HDU�ZKHQ�� LQ� UHDOLW\�� WKH�VSHHG� OLPLW� RI� WKH�HFRQRP\�ZDV� OHVV� WKDQ
����WKH�FDSLWDO�VWRFN�ZRXOG�VLPSO\�EH�WRR�ODUJH

4� ,QWHUHVW� UDWH� FXWV� XQGHU� WKHVH� FLUFXPVWDQFHV� DUH� XQOLNHO\� WR� EH� HIIHFWLYH�� DW� OHDVW� QRW
LPPHGLDWHO\�� 8QGHU� QRUPDO� FLUFXPVWDQFHV�� ORZHU� UDWHV� UHGXFH� WKH� FRVW� RI� FDSLWDO� DQG�
FRQVHTXHQWO\�� VKRXOG� OHDG� WR� KLJKHU� FDSLWDO� VSHQGLQJ�� %XW�� IDFHG� ZLWK� HDUOLHU� RYHU
LQYHVWPHQW��LW�LV�GLIILFXOW�WR�VHH�ZK\�FDSLWDO�VSHQGLQJ�VKRXOG�VXGGHQO\�UHFRYHU��FKDUW�����
7KLV�LV�QRW�WR�VD\�WKDW�SROLF\�ZLOO�QHYHU�ZRUN��UDWKHU��WKDW�WKH�HIIHFW�PD\�EH�ERWK�VPDOO�DQG
GHOD\HG�UHODWLYH�WR�H[SHFWDWLRQV

����-DSDQHVH�UDWHV�IHOO�EXW�LW�GLGQ·W�GR�PXFK�JRRG
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4� /RRVHU� ILVFDO�SROLF\�PD\�DOVR�QRW�EH�SDUWLFXODUO\� VXFFHVVIXO��2EYLRXVO\�� LQ�D�VLWXDWLRQ�RI
IDOOLQJ�DVVHW�SULFHV�LQ�JHQHUDO��WKH�JRYHUQPHQW�PD\�KDYH�EHWWHU�DFFHVV�WR�FDSLWDO�PDUNHWV
WKDQ� WKH� SULYDWH� VHFWRU� DQG�� WKXV�� LV� EHWWHU� SODFHG� WR� UDLVH� IXQGV� IRU� FDSLWDO� VSHQGLQJ
SURMHFWV�� +RZHYHU�� XQOHVV� SHRSOH� FDQ� UHDGLO\� UHFRJQLVH� WKDW� WKHUH� ZLOO� EH� D� SRVLWLYH
LPSDFW�RQ�WKH� ORQJHU�WHUP�JURZWK�UDWH�DVVRFLDWHG�ZLWK�WKHVH�VSHQGLQJ�SODQV�� WKHUH�PD\
EH� OLWWOH� LPSDFW� RQ� SULYDWH� VHFWRU� DFWLYLW\��$V� -DSDQ�KDV� VKRZQ� LQ� UHFHQW� \HDUV��ZDVWHG
SXEOLF� VSHQGLQJ� FDQ� VLPSO\� OHDG� WR� KLJKHU� SULYDWH� VDYLQJV�� DV� SHRSOH� FKRRVH� WR� VDYH
PRUH�WR�RIIVHW�IXWXUH�WD[�OLDELOLWLHV��FKDUW������7KH�QHW�LPSDFW�RQ�WKH�HFRQRP\��WKHUHIRUH��LV
PLQLPDO

,Q�VXPPDU\��SROLF\� ORRVHQLQJ�DIWHU�D� µSODQQHG¶� UHFHVVLRQ� LV�D�VLJQ�RI� VXFFHVV�� ,W� VXJJHVWV
WKDW� WKH� HDUOLHU� µKDLU� VKLUW¶� SROLF\� KDG� D� GHVLUDEOH� LPSDFW� RQ� H[SHFWDWLRQV�� $V� D� UHVXOW�� DV
LQWHUHVW� UDWHV� IDOO�� DV� ILVFDO� SROLF\� LV� ORRVHQHG�� WKH� SULYDWH� VHFWRU� PD\� UHDFW� UHODWLYHO\
SRVLWLYHO\��7KH�SROLF\�ORRVHQLQJ�VLPSO\�KLJKOLJKWV�WKDW�WKH�GD\V�RI�DXVWHULW\�DUH�GUDZLQJ�WR�D
FORVH��3ROLF\�ORRVHQLQJ�GXULQJ�RU�DIWHU�DQ�XQSODQQHG�UHFHVVLRQ�LV�OHVV�OLNHO\�WR�EH�VXFFHVVIXO
EHFDXVH� WKH� UHFHVVLRQ� LWVHOI� ZDV� D� SURGXFW� RI� HDUOLHU� H[FHVVHV�� 6XFFHVVIXO� SROLF\� WR� GHDO



'HFOLQH�$QG�)DOO ABC

:KR�:DQWV�$�5HFHVVLRQ"

�� �-DQXDU\�����

ZLWK� WKHVH� IRUPV� RI� UHFHVVLRQ�PD\� EH� EHWWHU� DLPHG� DW� DYRLGDQFH� RI� HDUOLHU� H[FHVV� UDWKHU
WKDQ�DW�OLPLWLQJ�WKH�VFDOH�DQG�GXUDWLRQ�RI�WKH�UHFHVVLRQ�LWVHOI�

����-DSDQ·V�JRYHUQPHQW�ERUURZHG�EXW�LWV�SULYDWH�VHFWRU�VDYHG
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'HFOLQH�$QG�)DOO ABC

-DQXDU\����� ���

'LIIHUHQW�EXEEOHV��GLIIHUHQW�RXWFRPHV

8QSODQQHG� UHFHVVLRQV� RIWHQ� IROORZ� HDUOLHU� ILQDQFLDO� PDUNHW� DQG� HFRQRPLF� EXEEOHV�� :H
H[DPLQHG� D� UDQJH� RI� WKHVH� EXEEOHV� LQ� ³%XEEOH� 7URXEOH´� �-XO\� ������� :H� VXJJHVWHG� WKDW
PDQ\� EXEEOHV� KDG� VLPLODU� FKDUDFWHULVWLFV� ±� VWURQJ� JURZWK�� ORZ� LQIODWLRQ�� D� GHWHULRUDWLQJ
FXUUHQW�DFFRXQW�SRVLWLRQ��IDOOLQJ�FRPPRGLW\�SULFHV��D�ULVLQJ�H[FKDQJH�UDWH��GHFOLQLQJ�SULYDWH
VHFWRU� VDYLQJV� ±� DQG� WKDW�� DV� D� UHVXOW�� LW� PLJKW� EH� SRVVLEOH� WR� SLQSRLQW� SRWHQWLDO� DUHDV� RI
IXWXUH�PDFURHFRQRPLF�LQVWDELOLW\��$W�WKDW�VWDJH��WKH�LQWHQWLRQ�ZDV�WR�KLJKOLJKW�DUHDV�RI�ULVN��,Q
SDUWLFXODU��ZH�VXJJHVWHG�WKDW�WKH�86�ZDV�D�µEXEEOH�HFRQRP\¶�WKDW�ZDV�OLNHO\�WR�EXUVW��SDYLQJ
WKH�ZD\�IRU�D�FROODSVH�LQ�DVVHW�SULFHV�DQG�D�VXEVHTXHQW�PRYH�LQWR�UHFHVVLRQ�

:KLOH�EXEEOH�HFRQRPLHV�DSSHDU�WR�VKDUH�VLPLODU�FKDUDFWHULVWLFV��WKHUH�LV�OHVV�HYLGHQFH�WKDW
SRVW�EXEEOH� HFRQRPLHV� VKDUH� D� FRPPRQ� H[SHULHQFH�� &KDUWV� ��� WKURXJK� WR� ��� VKRZ� WKH
H[SHULHQFH� RI� D� UDQJH� RI� µEXEEOH¶� HFRQRPLHV� LQ� WHUPV� RI� *'3� OHYHOV� �LQ� ORJ� WHUPV�� RYHU
H[WHQGHG�SHULRGV�RI�WLPH��,Q�HDFK�FKDUW��KLVWRU\� µEHJLQV¶�WKUHH�\HDUV�EHIRUH�WKH�SHDN�LQ�WKH
EXEEOH�DQG�FRQWLQXHV�IRU�WHQ�\HDUV�DIWHU��ZKHUH�SRVVLEOH���(DFK�FKDUW�LV�GUDZQ�RQ�WKH�VDPH
VFDOH��WKHUHE\�PDNLQJ�LW�HDVLHU�WR�FRPSDUH�WKH�H[SHULHQFHV�DFURVV�FRXQWULHV��7KH�IROORZLQJ
FRQFOXVLRQV�DSSO\�

����-DSDQ·V�EXEEOH�EXUVW�EXW�RXWSXW�ORVVHV�ZHUH�VORZ�LQ�FRPLQJ
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6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP��+6%&��9HUWLFDO�OLQH�LQGLFDWHV�SHDN�RI�EXEEOH

4� -DSDQ�H[SHULHQFHG�QR�VHULRXV�RXWSXW�ORVVHV�LQ�WKH�LPPHGLDWH�DIWHUPDWK�RI�LWV�EXEEOH��2Q
WKDW�EDVLV��-DSDQ�KDG�WKH�EHVW� LQLWLDO�UHVSRQVH�WR�WKH�FROODSVH�LQ�DVVHW�SULFHV��+RZHYHU�
-DSDQ¶V� HFRQRP\� ZDV� QRW� DEOH� WR� UHFRYHU�� 6HYHQ� \HDUV� DIWHU� LWV� EXEEOH� EXUVW�� JURZWK
UHPDLQHG� SLWLIXOO\� ZHDN�� 7KHUHDIWHU�� WKH� JURZWK� UHFHVVLRQ� WXUQHG� LQWR� D� IXOO�VFDOH
UHFHVVLRQ�ZLWK�D�VHULHV�RI�RXWSXW�FRQWUDFWLRQV

3RVW�EXEEOH�:RUOGV



'HFOLQH�$QG�)DOO ABC

3RVW�EXEEOH�:RUOGV
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����7KH�8.�DQG�6ZHGHQ�VXIIHUHG�ELJ�LQLWLDO�ORVVHV
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6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP��+6%&��9HUWLFDO�OLQH�LQGLFDWHV�SHDN�RI�EXEEOH

4� 7KH� 8.� DQG� 6ZHGHQ� KDG� ELJJHU� RXWSXW� ORVVHV� WKDQ� -DSDQ� LQ� WKH� VKRUW� WHUP�
6XEVHTXHQWO\��KRZHYHU��WKH\�ZHUH�EHWWHU�DEOH�WR�JHQHUDWH�D�VWURQJ�UHFRYHU\��7HQ�\HDUV
DIWHU�WKHLU�EXEEOHV�EXUVW��WKH\�ZHUH�HQMR\LQJ�FRQVLGHUDEO\�IDVWHU�JURZWK�UDWHV�WKDQ�-DSDQ
DOWKRXJK��LQWHUHVWLQJO\��WKH�RYHUDOO�LQFUHDVH�LQ�*'3�LQ�6ZHGHQ�WHQ�\HDUV�DIWHU�WKH�EXEEOH
EXUVW�ZDV�QRW�PXFK�PRUH�WKDQ�H[SHULHQFHG�LQ�-DSDQ

����0H[LFR�FROODSVHG�EXW�WKHQ�UHERXQGHG�YHU\�VWURQJO\
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0H[LFR�*'3��ORJ�WHUPV�

,QGH[��EXEEOH�SHDN ����,QGH[��EXEEOH�SHDN ����

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP��9HUWLFDO�OLQH�LQGLFDWHV�SHDN�RI�EXEEOH
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-DQXDU\����� ���

4�0H[LFR�VXIIHUHG�VHYHUH�LQLWLDO�ORVVHV�DOWKRXJK�LW�VXEVHTXHQWO\�ERXQFHG�EDFN�YHU\�TXLFNO\
±�LQGHHG��IDU�PRUH�TXLFNO\�WKDQ�LQ�DQ\�RI�RXU�RWKHU�H[DPSOHV��-XVW�D�\HDU�ODSVHG�EHWZHHQ
WKH�LQLWLDO�FROODSVH�DQG�WKH�ILUVW�VLJQV�RI�D�VWURQJ�HFRQRPLF�UHERXQG

,Q�RWKHU�ZRUGV��WKH�RXWFRPHV�DVVRFLDWHG�ZLWK�EXUVWLQJ�EXEEOHV�DSSHDU�WR�EH�UDWKHU�UDQGRP�
.QRZLQJ�WKDW�D�EXEEOH�LV�EXUVWLQJ�LV�RQH�WKLQJ��SUHGLFWLQJ�KRZ�DQ�HFRQRP\�LV�OLNHO\�WR�UHDFW
LV�DQ�HQWLUHO\�GLIIHUHQW�DIIDLU��0RUHRYHU��LQ�VRPH�FDVHV��WKHUH�DSSHDU�WR�EH�VLJQLILFDQW�HIIHFWV
RQ�µWUHQG¶�JURZWK�ZKHUHDV��LQ�RWKHUV��WUHQG�JURZWK�DSSHDUV�WR�EH�KDUGO\�DIIHFWHG��2Q�D�µWUHQG¶
EDVLV��-DSDQ�KDV�EHHQ�D�WHUULEOH�SHUIRUPHU�ZKHUHDV�0H[LFR�KDV�SHUIRUPHG�UHODWLYHO\�ZHOO�

7KHUH� DUH� SOHQW\� RI� VWUXFWXUDO� UHDVRQV� WKDW� FDQ� EH� XWLOLVHG� WR� H[SODLQ� WKHVH� GLIIHUHQW
UHVSRQVHV��$�FRPPRQ�DSSURDFK�LQ�UHFHQW�\HDUV��IRU�H[DPSOH��KDV�EHHQ�WR�FULWLFLVH�-DSDQ�IRU
LWV�IDLOXUH�WR�IUHH�XS�LWV�ODERXU�DQG�SURGXFW�PDUNHWV��7KH�RGGLW\�ZLWK�WKLV�DSSURDFK��KRZHYHU�
LV�WKDW�H[DFWO\�WKH�VDPH�VWUXFWXUDO�IDFWRUV�ZHUH�FLWHG�DV�UHDVRQV�WR�H[SODLQ�WKH�HDUOLHU�SHULRG
RI� VXFFHVV�� /LIHWLPH� HPSOR\PHQW� PD\� QRZ� EH� VHHQ� DV� D� PDMRU� FRQVWUDLQW� RQ� -DSDQHVH
HFRQRPLF�SHUIRUPDQFH�EXW��LQ�WKH�����V�DQG�����V��LW�ZDV�SDUW�RI�D�PRGHO�WKDW�ZDV�HQYLHG
LQ� RWKHU� SDUWV� RI� WKH� ZRUOG�� %DFN� WKHQ�� OLIHWLPH� HPSOR\PHQW� ZDV� UHJDUGHG� DV� D� ZD\� RI
HQVXULQJ�WKH�IXOO�GHYHORSPHQW�RI�KXPDQ�FDSLWDO� LQ�D�ZD\�WKDW�UHPRYHG�WKH�SHUFHLYHG�VWUDLQ
EHWZHHQ�HPSOR\HH��PDQDJHU�DQG�VKDUHKROGHU�

6L]H�PDWWHUV

$QRWKHU�DSSURDFK� LV� WR� WKLQN�DERXW� WKH�SUREOHP� LQ� WHUPV�RI� µVL]H¶� DQG� µVRXUFHV�RI� FDSLWDO¶�
+HUH�� LW� PD\� EH� XVHIXO� WR� GUDZ� D� GLVWLQFWLRQ� EHWZHHQ� HPHUJLQJ�PDUNHW� HFRQRPLHV�� VPDOO
RSHQ�HFRQRPLHV�DQG�ODUJH�FORVHG�HFRQRPLHV��)DFHG�ZLWK�D�VLPLODU�EXEEOH�VKRFN��DUH�WKHVH
HFRQRPLHV�OLNHO\�WR�KDYH�GLIIHUHQW�µSRVW�EXEEOH¶�H[SHULHQFHV"�'R�WKH\�GLIIHU�LQ�WHUPV�RI�WKHLU
DELOLW\�WR�PDQDJH�WKHLU�ZD\�RXW�RI�D�EXEEOH�LQGXFHG�SHULRG�RI�HFRQRPLF�GHFOLQH"�$UH�WKHUH
RSWLRQV�RSHQ�WR�VRPH�ZKLFK�DUH�QRW�DYDLODEOH�WR�RWKHUV"

2QH� ZD\� WR� DSSURDFK� WKLV� LVVXH� LV� WR� WKLQN� DERXW� WKH� ZD\V� LQ� ZKLFK� FRXQWULHV� DGRSWHG
PDFUR�HFRQRPLF�SROLFLHV�ZKLFK�IRUFHG�UHIRUP�DQG�FKDQJH��7KUHH�SRLQWV�DUH�ZRUWK�PDNLQJ�

)RU�HPHUJLQJ�PDUNHWV��SROLF\�LQGHSHQGHQFH�LV�W\SLFDOO\�QRW�JUHDW
%RRPLQJ�HPHUJLQJ�PDUNHW�HFRQRPLHV�ZLOO�XVXDOO\�KDYH� ODUJH�FXUUHQW�DFFRXQW�GHILFLWV�DQG�
KHQFH��ZLOO� EH�KHDYLO\�GHSHQGHQW�RQ� IRUHLJQ�FDSLWDO� LQIORZV�� ,I� WKRVH�FDSLWDO� IORZV�GU\�XS�±
GULYHQ� E\� ULVLQJ� LQWHUHVW� UDWHV� HOVHZKHUH� RU� D� FROODSVH� LQ� ULVN� DSSHWLWH� ±� WKHUH� DUH� IHZ
RSWLRQV�� (LWKHU� WKH� HFRQRP\� KDV� WR� EH� VHYHUHO\� GHIODWHG� RU� WKH� FXUUHQF\� KDV� WR� IDOO� RU
GRPHVWLF�ERUURZHUV�KDYH�WR�GHIDXOW��7KLV�LPPHGLDWH�DGMXVWPHQW�SURFHVV�IRUFHV�WKH�HFRQRP\
LQWR�D�GHHS�UHFHVVLRQ��7KHUHDIWHU��FKDQFHV�RI�UHFRYHU\�DUH�UHODWLYHO\�KLJK��)LUVW��WKHUH�LV�WKH
SRVVLELOLW\�RI�µRIILFLDO¶�EDLORXW�WKURXJK�WKH�LQWHUYHQWLRQ�RI�DQRWKHU�HFRQRP\�±�IRU��H[DPSOH��WKH
86�±�RU� WKURXJK� WKH�VXSSRUW�RI�� IRU�H[DPSOH�� WKH� ,0)��6HFRQG�� WKH�VLJQV�RI�RIILFLDO�EDLORXW
PD\�HQFRXUDJH� IRUHLJQ� LQYHVWRUV� WR� UHWXUQ��7KLUG��FKDQJLQJ� UHWXUQV�HOVHZKHUH� LQ� WKH�ZRUOG
PD\�IRUFH�LQYHVWRUV�KXQJU\�IRU�\LHOG�WR�UHWXUQ��UHJDUGOHVV�RI�WKH�ULVN��)RXUWK��WKH�FROODSVH�LQ
ILQDO�GHPDQG�DVVRFLDWHG�ZLWK� WKH�FULVLV�VKRXOG�EH�DVVRFLDWHG�ZLWK�D� ORZHU�FXUUHQW�DFFRXQW
GHILFLW� �RU�� LQGHHG��D�FXUUHQW�DFFRXQW�VXUSOXV��DQG��DV�D� UHVXOW�� WKH�GHSHQGHQF\�RQ� IRUHLJQ
FDSLWDO�VKRXOG�EH�UHGXFHG��DW�OHDVW�LQ�WKH�LQLWLDO�VWDJHV�RI�UHFRYHU\�
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6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

6PDOO�RSHQ�GHYHORSHG�HFRQRPLHV�KDYH�GLIIHUHQW�SUREOHPV
7KHLU� ILQDQFLDO�PDUNHWV� DUH� OLNHO\� WR� EH� EHWWHU� GHYHORSHG� WKDQ� WKRVH� LQ� HPHUJLQJ�PDUNHWV�
7KLV�� LQ� LWVHOI�� VKRXOG� EH� VXIILFLHQW� WR� UHGXFH� WKH� µERRP� DQG� EXVW¶� ULVNV� DVVRFLDWHG� ZLWK
H[FHVVLYH� ILQDQFLDO� PDUNHW� VSHFXODWLRQ�� +RZHYHU�� DV� ZH� KDYH� VHHQ� LQ� ERWK� WKH� 8.� DQG
6ZHGHQ�� WKHVH� FRXQWULHV� DUH� VWLOO� SURQH� WR� VLJQLILFDQW� UHYHUVDOV�� 6PDOO� RSHQ� GHYHORSHG
HFRQRPLHV�DUH�OLNHO\�WR�EH�YXOQHUDEOH�WR�WKH�H[WHQW�WKDW�ILQDQFLDO�PDUNHW�OLEHUDOLVDWLRQ�DOORZV
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DQ�H[SDQVLRQ�RI�WKH�SULYDWH�VHFWRU�EDODQFH�VKHHW��8QGHU�WKHVH�FLUFXPVWDQFHV��D�FROODSVH�LQ
WHUPV�RI�DVVHW�SULFHV� OHDYHV�WKH�GRPHVWLF�SULYDWH�VHFWRU� LQ�D�YHU\�ZHDN�SRVLWLRQ�� WKLQN�� IRU
H[DPSOH��RI�WKH�SUREOHPV�FUHDWHG�ZLWKLQ�WKH�8.�KRXVLQJ�PDUNHW�DQG�LQ�WKH�6ZHGLVK�EDQNLQJ
V\VWHP�LQ�WKH�HDUO\�����V��7KHVH�FRXQWULHV��KRZHYHU��KDYH�D�VHFUHW�ZHDSRQ�LQ�WKH�IRUP�RI
WKH�H[FKDQJH�UDWH��,I�D�SULYDWH�VHFWRU�UHFRYHU\�FDQQRW�EH�HQJLQHHUHG�YLD�GRPHVWLF�GHPDQG�
LW�PD\�EH�EHWWHU�WR�DOORZ�H[SRUWHUV�WR�GR�WKH�ZRUN��7KH�DGYDQWDJH�IRU�D�VPDOO�RSHQ�HFRQRP\
LV� WKDW� H[FKDQJH� UDWH� GHSUHFLDWLRQ� FDQ� EULQJ� ELJ� EHQHILWV� ZLWKRXW� VLJQLILFDQW� FRVWV� IRU� LWV
FRPSHWLQJ�FRXQWULHV�

/DUJH�FORVHG�HFRQRPLHV�PD\�EH�PRUH�YXOQHUDEOH
7KHLU� EXEEOHV� PD\� QRW� EXUVW� YHU\� RIWHQ� EXW�� ZKHQ� WKH\� GR�� SROLF\� RSWLRQV� DUH� UHODWLYHO\
OLPLWHG��7KHUH�LV�QR�EDLORXW�±�WKH\�DUH�VLPSO\�WRR�ELJ�WR�UHFHLYH�KHOS�IURP��IRU�H[DPSOH��WKH
,0)��7KH\� FDQQRW� HDVLO\� GHSUHFLDWH� WKHLU� FXUUHQFLHV�� $�PDMRU� IDOO� LQ� WKH� GROODU� DJDLQVW� WKH
HXUR� DQG� \HQ�� IRU� H[DPSOH�� FRXOG� KDYH� YHU\� XQSOHDVDQW� HIIHFWV� RQ� WKH� RYHUDOO� JOREDO
HFRQRP\� �IRU� D� PRUH� GHWDLOHG� GLVFXVVLRQ�� VHH� ³'HQWLQJ� WKH� GROODU´�� ��� $XJXVW� ������
'RPHVWLF� SROLF\� PD\� SURYH� WR� EH� LQHIIHFWLYH� DV� D� UHVXOW� RI� DQ� µXQSODQQHG� UHFHVVLRQ¶�
0RUHRYHU�� FRQILGHQFH� LQ� WKHLU� DELOLW\� WR� ULGH� RXW� UHFHVVLRQ� PLJKW� OHDG� WR� WKH� DGRSWLRQ� RI
SROLFLHV�ZKLFK��DOWKRXJK�GHVLJQHG�WR�OLPLW�ORVVHV�LQ�WKH�VKRUW�WHUP��FRXOG�FUHDWH�GLIILFXOWLHV�LQ
WHUPV� RI� WKH� UHVROXWLRQ� RI� HDUOLHU� H[FHVVHV� DQG� LPEDODQFHV�� 7KHVH� GLIILFXOWLHV� FRXOG� EH
DVVRFLDWHG� HLWKHU� ZLWK� PRUDO� KD]DUG� SUREOHPV� RU�� DOWHUQDWLYHO\�� ZLWK� DQ� DEVHQFH� RI
UHVWUXFWXULQJ�

/DUJH�FORVHG�HFRQRP\�SUREOHPV

)RUWXQDWHO\�� WKHUH� DUH� YHU\� IHZ� RFFDVLRQV� LQ� ZKLFK� ODUJH� HFRQRPLF� DQG� ILQDQFLDO� EXEEOHV
KDYH�EHHQ�FUHDWHG�ZLWKLQ�ODUJH�FORVHG�HFRQRPLHV��7KH�ELJ�H[DPSOHV�RYHU�WKH�ODVW�����\HDUV
LQFOXGH� WKH� 86� H[SHULHQFH� RI� WKH� ����V�� IROORZHG� E\� WKH� ����V� GHSUHVVLRQ�� DQG� WKH
-DSDQHVH�H[SHULHQFH�RI� WKH� ODWH�����V�ZKLFK�ZDV� IROORZHG�E\� WKH�SURORQJHG� UHFHVVLRQ�RI
WKH� ����V�� 7KH� 86� H[SHULHQFH� RI� WKH� ODWH� ����V� DQG� HDUO\� ����V� PLJKW� DOVR� EH� DGGHG�
DOWKRXJK� QRW� D� EXEEOH� SHULRG� LQ� WHUPV� RI� DVVHW� SULFHV� ±� HTXLW\� SULFHV� SHDNHG� LQ� WKH�PLG�
����V� ±� WKH� EHOLHI� LQ� D� SROLF\�GULYHQ� QHZ� SDUDGLJP�� EDVHG� RQ� .H\QHVLDQ� GHPDQG
PDQDJHPHQW��SXW�WKH�HFRQRP\�RQ�DQ�XQVXVWDLQDEOH�SDWK�ZKLFK�XOWLPDWHO\�HQGHG�LQ�WHDUV�LQ
WKH�����V�

,Q� HDFK�RI� WKHVH� FDVHV�� µFRQYHQWLRQDO¶�PDFURHFRQRPLF� SROLFLHV� RI� WKH� GD\�ZHUH� XQDEOH� WR
KHOS�� ,Q� WKH� ����V�� WKH� EHOLHI� LQ� IUHH� PDUNHWV� ZDV� DW� LWV� ]HQLWK� DQG� WKHUH� ZDV� D� JHQHUDO
VXVSLFLRQ� RI� JRYHUQPHQW� LQWHUYHQWLRQ�� )LQDQFLDO� PDUNHWV� ZHUH� UHJDUGHG� DV� HIILFLHQW
PHFKDQLVPV�IRU�DOORFDWLQJ�FDSLWDO��7KHUH�ZDV�DOVR�D�JHQHUDO�VXVSLFLRQ�RI�EDLORXWV�EHFDXVH
RI�WKH�DVVRFLDWHG�PRUDO�KD]DUG�IHDUV��:H�NQRZ��LQ�KLQGVLJKW��WKDW�PRVW�RI�WKHVH�DVVXPSWLRQV
ZHUH��DW�EHVW��RQO\�SDUWLDOO\�ULJKW��,Q�WKH�����V��DXWKRULWLHV�DQG�PDUNHWV�EHFDPH�LQFUHDVLQJO\
FRQILGHQW�LQ�WKH�SRZHU�RI�PDFURHFRQRPLF�PDQDJHPHQW��7KH�VHFUHWV�RI�IXOO�HPSOR\PHQW�KDG
EHHQ� UHYHDOHG� DQG�� DV� D� UHVXOW�� WHPSRUDU\� IDOO�RII� LQ� GHPDQG� FRXOG� HDVLO\� EH� UHPHGLHG
WKURXJK�H[SDQVLRQDU\�PRQHWDU\�RU�ILVFDO�SROLF\��$V�LQIODWLRQ�EHJDQ�WR�HPHUJH��WKLV�DSSURDFK
EHJDQ�WR�EUHDN�GRZQ��VXGGHQO\��XQUHFRQVWUXFWHG�.H\QHVLDQ�HFRQRPLFV�ZDV�RXW�RI�IDYRXU��,Q
WKH� ����V�� -DSDQ� ZDV� DW� WKH� IRUHIURQW� RI� HFRQRPLF� RUJDQLVDWLRQ� DQG� SODQQLQJ�� VHHPLQJO\
RIIHULQJ�D�VXFFHVVIXO�FRPELQDWLRQ�RI�VWDWH�JXLGDQFH�ZLWK�SULYDWH�VHFWRU� LQQRYDWLRQ��<HW��E\
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WKH�����V��WKLV�KDG�EURNHQ�GRZQ��/LNH�WKH�86�LQ�WKH�����V��WKHUH�ZDV�D�PDUNHG�UHOXFWDQFH
WR�ORRVHQ�SROLF\�DJJUHVVLYHO\�LQ�WKH�HDUO\�VWDJHV�RI�WKH�GRZQVZLQJ��+RZHYHU��VXEVHTXHQWO\�
PDMRU� ILVFDO� H[SDQVLRQ� KDG� QR� REYLRXV� LPSDFW� RQ� WKH� EURDGHU� HFRQRP\�� $� VXSSRVHGO\
.H\QHVLDQ�SUREOHP�GLG�QRW�DSSHDU�WR�KDYH�D�.H\QHVLDQ�VROXWLRQ�

2I�FRXUVH�� WKH�HFRQRPLF�FRQVHTXHQFHV�RI� WKHVH�WKUHH�HSLVRGHV�YDULHG�HQRUPRXVO\��7KHUH
DUH�QR�RWKHU�SHULRGV� WKDW�HTXDWH� WR� WKH�����V� LQ� WHUPV�RI�HFRQRPLF�GLVUXSWLRQ��7KH�����V
H[SHULHQFH�ZDV�WKH�RQO\�RQH�DVVRFLDWHG�ZLWK�LQIODWLRQ��-DSDQ¶V�GHIODWLRQ�LQ�WKH�����V�KDV�QRW
OHG�WR�RXWSXW�ORVVHV�RQ�WKH�VFDOH�VHHQ�LQ�WKH�����V��<HW�WKHUH�DUH�WZR�IHDWXUHV�FRPPRQ�WR
DOO�WKUHH�

4� )LUVW�� WKHUH� ZDV� DQ� LQDELOLW\� WR� ILQG� DQ� LPPHGLDWH� HFRQRPLF� VROXWLRQ� JLYHQ� WKH
µFRQYHQWLRQDO¶� SROLF\� WRROV� DYDLODEOH� DW� WKH� WLPH�DQG� JLYHQ� WKH� VL]H�RI� WKH�HFRQRPLHV� LQ
TXHVWLRQ�� 8QOLNH� HPHUJLQJ� PDUNHWV�� WKHUH� FRXOG� EH� QR� EDLORXW�� 8QOLNH� VPDOO� RSHQ
HFRQRPLHV��WKHUH�FRXOG�EH�QR�LPPHGLDWH�PRYH�WRZDUGV�DJJUHVVLYH�GHYDOXDWLRQ��DOWKRXJK
ERWK� WKH� ����V� DQG� ����V� ZHUH� XOWLPDWHO\� DVVRFLDWHG� ZLWK� KXJH� H[FKDQJH� UDWH
XSKHDYDOV�

4� 6HFRQG�� LQ�DOO� WKUHH�FDVHV�� WKHUH�ZDV�D�VKRFN� WR� WKH�SULFH� OHYHO�� ,Q�����V�$PHULFD�DQG
����V�-DSDQ��GHIODWLRQ�ZDV�WKH�NH\�SUREOHP��,Q�����V�$PHULFD��DQG��LQGHHG��DFURVV�WKH
LQGXVWULDOLVHG�ZRUOG�DV�D�ZKROH���LQIODWLRQ�ZDV�WKH�NH\�SUREOHP

7KLV�VHFRQG�SRLQW�ZDUUDQWV�D�IXUWKHU�H[DPLQDWLRQ��:KHQ�EXEEOHV�EXUVW��WKH�SULYDWH�VHFWRU�LV
JHQHUDOO\�OHIW�ZLWK�H[FHVVLYH�OLDELOLWLHV�UHODWLYH�WR�D�QHZ��ORZHU��OHYHO�RI�DVVHWV��7KH�GHVLUH�WR
UHGXFH� OLDELOLWLHV� LV� D� NH\� IDFWRU� EHKLQG� VXEVHTXHQW� HFRQRPLF�ZHDNQHVV� EXW�� DW� WKH� VDPH
WLPH�� LV� FDXVHG� E\� WKH� H[SHFWDWLRQ� RI� VXEVHTXHQW� HFRQRPLF� ZHDNQHVV�� 8QGHU� QRUPDO
FLUFXPVWDQFHV�� WKH� ORVV� RI� GHPDQG� DVVRFLDWHG� ZLWK� WKLV� HIIHFW� LV� OLNHO\� WR� EH� GHIODWLRQDU\�
(YHQ� LI� WKH� FHQWUDO� EDQN� GHFLGHV� WR� SXPS� LQ� ODUJH� DPRXQWV� RI� OLTXLGLW\�� GHIODWLRQ�PD\� VWLOO
SHUVLVW��DV�-DSDQ�KDV�IRXQG�RXW�LQ�UHFHQW�\HDUV��D�SULYDWH�VHFWRU�ZKLFK�LV�VLPSO\�XQZLOOLQJ�WR
VSHQG�LV�OLNHO\�WR�HQG�XS�KROGLQJ�H[FHVVLYH�PRQH\�EDODQFHV��7KH�����V��KRZHYHU��SURYHG�WR
EH�DQ�H[FHSWLRQ��SDUWO\� EHFDXVH�RI� WKH� LPSDFW�RI�HDUOLHU� GHPDQG�PDQDJHPHQW�SROLFLHV�� ,Q
WKH�ODWH�����V��ERWK�ILVFDO�DQG�PRQHWDU\�SROLF\�ZHUH�QRW�WLJKWHQHG�GUDPDWLFDOO\�GHVSLWH�FOHDU
VLJQV�RI�XSZDUG�SUHVVXUH�RQ�UHDO�ZDJHV�LQ�WKH�86��7KLV�OLPLWHG�WKH�H[WHQW�RI�WKH�GRZQVZLQJV
LQ�ERWK������DQG�LQ����������+RZHYHU��WR�WKH�H[WHQW�WKDW�WKH�VXSSO\�FXUYH�QR�ORQJHU�VHHPHG
WR�EH�PRYLQJ�RXW�DV�TXLFNO\�DV�KDG�EHHQ�WKH�FDVH�LQ�WKH�HDUO\�����V��WKH�QHW�UHVXOW�RI�DFWLYH
GHPDQG� PDQDJHPHQW� ZDV� WKH� HPHUJHQFH� RI� LQIODWLRQ� DQG� DFFHOHUDWLQJ� LQIODWLRQDU\
H[SHFWDWLRQV��7KLV�� LQ� WXUQ�� UDLVHG� WKH�GHVLUH� WR�VDYH�RXW�RI� FXUUHQW� LQFRPH�DV�KRXVHKROGV
IRXQG�WKHLU�H[LVWLQJ�DVVHWV�HURGLQJ�DZD\�PRUH�TXLFNO\�WKDQ�WKH\�H[SHFWHG�

7KH�NH\�SRLQW� LV�WKDW�� LQ�DOO�FDVHV��WKH�HPHUJHQFH�RI�H[FHVVHV�OHIW�DQ�H[FHVVLYH�DPRXQW�RI
GHEW�RU��DOWHUQDWLYHO\��DQ� LQVXIILFLHQW� OHYHO�RI�DVVHWV��:LWKRXW� WKH� µHPHUJLQJ�PDUNHWV�EDLORXW¶
DQG�ZLWKRXW�WKH�µGHYDOXDWLRQ�RSWLRQ¶��WKH�86�LQ�ERWK�WKH�����V�DQG�����V�DQG�-DSDQ�LQ�WKH
����V� ZHUH� IRUFHG� WR� ORRN� DW� GRPHVWLF� VROXWLRQV� WR� WKHLU� EDODQFH� VKHHW� SUREOHPV�� 7KH
GHFLVLRQ� WR�SD\�RII�GHEW� OHG� WR�D�VHULRXV� ORVV�RI�GHPDQG� WKDW�SODFHG�VLJQLILFDQW�GRZQZDUG
SUHVVXUH� RQ� SULFHV�� ,Q� WKH� ����V�� GHEW� UHGXFWLRQ� WRRN� D� GLIIHUHQW� FRXUVH�� QDPHO\� WKRXJK
KLJKHU�WKDQ�H[SHFWHG�LQIODWLRQ��+LJKHU� LQIODWLRQ�HURGHG�GHEW� OHYHOV�ZKLFK�� LQ� WXUQ��PD\�KDYH
EHHQ�D�IRUFH�IRU�VWDELOLW\� LQ�WKH�86�HFRQRP\��+RZHYHU��KLJKHU�LQIODWLRQ�DOVR�HURGHG�UHWXUQV
IRU�VDYHUV��XOWLPDWHO\�UHGXFLQJ�WKH�GHVLUH�WR�WDNH�HFRQRPLF�ULVN�
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%RUURZLQJ�IURP�WKH�IXWXUH

7R�ZKDW�H[WHQW�GR�FKDQJHV�LQ�DVVHW�YDOXHV�KDYH�DQ�LPSDFW�RQ�HFRQRPLF�SHUIRUPDQFH"�$QG
IRU�KRZ�ORQJ�FDQ�WKH�HIIHFWV�ODVW"�7KHVH�DUH�KDUGO\�WULYLDO�TXHVWLRQV��3HULRGV�LQ�ZKLFK�DVVHW
YDOXHV�DUH�ZHDN� RU� IDOOLQJ� DUH� W\SLFDOO\� SHULRGV�RI� SRRU� HFRQRPLF�SHUIRUPDQFH�� ,QHYLWDEO\�
WKLV�LV�D�ELW�RI�D�FKLFNHQ�DQG�HJJ�LVVXH��+RZHYHU��WKHUH�LV�FHUWDLQO\�HYLGHQFH�WR�VXJJHVW�WKDW
HFRQRPLF� SHUIRUPDQFH� FDQ� EH� KHDYLO\� LQIOXHQFHG� E\� SHULRGV� RI� DVVHW� SULFH� VWUHQJWK� DQG
ZHDNQHVV�

,QGHHG�� WKHUH� LV�JRRG�UHDVRQ� WR� WKLQN� WKDW�FKDQJHV� LQ�DVVHW�SULFHV�QRZ�PD\�EH�KDYLQJ�DQ
HYHQ� ELJJHU� HIIHFW� RQ� HFRQRPLF� SHUIRUPDQFH� WKDQ� LQ� WKH� SDVW�� 7KH� FULWLFDO� LVVXH� LV� WKH
UHODWLRQVKLS�EHWZHHQ�OLIH�H[SHFWDQF\�IURP�WKH�SRLQW�DW�ZKLFK�D�SHUVRQ�EHFRPHV�DYDLODEOH�IRU
ZRUN�DQG�WKH�UHWLUHPHQW�DJH��,Q�WKH�86��IRU�H[DPSOH�� WKHUH�KDV�EHHQ�QR�VLJQLILFDQW�VKLIW� LQ
WKH�UHWLUHPHQW�DJH�VLQFH�WKH�����V��<HW�RYHU�WKH�LQWHUYHQLQJ�SHULRG��OLIH�H[SHFWDQF\�IRU�WKRVH
UHDFKLQJ�ZRUNLQJ�DJH�KDV�ULVHQ�GUDPDWLFDOO\��)RU�WKRVH�SHRSOH�ZKR�HQWHUHG�WKH�ZRUNIRUFH�LQ
DURXQG�����������RI�PDOHV�ZHUH�VWLOO�DOLYH�DQG�����RI�IHPDOHV�ZHUH�VWLOO�DOLYH�DW�UHWLUHPHQW
DJH�LQ�������)RU�WKRVH�SHRSOH�ZKR�HQWHUHG�WKH�ZRUNIRUFH�LQ�������DURXQG�����RI�PDOHV�DQG
����RI� IHPDOHV�ZHUH�VWLOO�DOLYH�DW� UHWLUHPHQW�DJH� LQ�������$Q�RYHUYLHZ�RI� WKH�FKDOOHQJH� LV
VKRZQ�LQ�FKDUW�����ZKLFK�VKRZV�WKH�QXPEHU�RI�SHRSOH�LQ�LQGLYLGXDO�\HDUV�WKDW�DUH�DJHG����RU
DERYH�� ,W� HPSKDVLVHV�� ILUVW�� WKDW� WKH�QXPEHUV�DJHG����DQG�DERYH�KDYH�DOUHDG\� ULVHQ�YHU\
TXLFNO\�EXW�DOVR�VWUHVVHV�WKDW�WKHUH�LV�JRLQJ�WR�EH�D�PXFK�PRUH�VXEVWDQWLDO�LQFUHDVH�RYHU�WKH
QH[W�WKLUW\�\HDUV�

����&RXOG�WKH�DJHLQJ�86�SRSXODWLRQ�EH�D�VRXUFH�RI�KHLJKWHQHG�ILQDQFLDO�LQVWDELOLW\"
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1XPEHU�RI�SHUVRQV����

0Q0Q

6RXUFH��86�%XUHDX�RI�WKH�&HQVXV

$V�LV�ZHOO�NQRZQ��WKHVH�QXPEHUV�EDVLFDOO\�LPSO\�WKDW�SHRSOH�DUH�ZRUNLQJ�IRU�DQ�LQFUHDVLQJO\
VPDOOHU�SURSRUWLRQ�RI�WKHLU�OLYHV��/LQN�WKLV�ZLWK�WKH�µEDE\�ERRP¶�EXOJH�LQ�WKH�SRSXODWLRQ��PRVW
RI�ZKRP�DUH�ORRNLQJ�WR�UHWLUH�RYHU�WKH�QH[W�WZHQW\�\HDUV��DQG�WKH�UHVXOW�LV�D�SDUWLFXODUO\�KLJK
YXOQHUDELOLW\�WR�VXGGHQ�DQG�VXVWDLQHG�ORVVHV�LQ�DVVHW�YDOXHV��,Q�WKH�����V��ORVVHV�LQ�ILQDQFLDO

$VVHW�3ULFHV�$QG�:HDOWK
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�� �-DQXDU\�����

ZHDOWK�KDG�D�GUDPDWLF�LPSDFW�EXW��DW�WKH�HQG�RI�WKH�GD\��PRVW�SHRSOH¶V�ZHDOWK�ZDV�WLHG�XS
SULPDULO\� LQ� WKH� IRUP� RI� KXPDQ� FDSLWDO� UDWKHU� WKDQ� ILQDQFLDO� FDSLWDO�� :LWK� ORZHU� OLIH
H[SHFWDQF\�� UHWLUHPHQW� SODQQLQJ� ZDV� QRW� VXFK� D� SUHVVLQJ� LVVXH� DQG�� DV� D� UHVXOW�� WKH
GRPLQDQW�LQIOXHQFH�RQ�ZHDOWK�ZDV�WKH�DELOLW\�WR�KROG�GRZQ�D�MRE��+XPDQ�FDSLWDO�PD\�VWLOO�EH
WKH�ELJJHVW�VRXUFH�RI�ZHDOWK�EXW��SURSRUWLRQDWHO\��LW�LV�QRW�DV�LPSRUWDQW�DV�LW�XVHG�WR�EH�

:KDW� LPSDFW� GR� WKHVH� FKDQJHV� KDYH� RQ� DVVHW� DFFXPXODWLRQ"� 7KH� SHUPDQHQW� LQFRPH
K\SRWKHVLV�VXJJHVWV�WKDW�SHRSOH¶V�VDYLQJV�EHKDYLRXU� LV�EDVHG�RQ�D�FRQFHSW�RI� µSHUPDQHQW
LQFRPH¶�� LQ� RWKHU� ZRUGV� WKH� LQFRPH� SHU� \HDU� WKDW� FRXOG� EH� HDUQHG� RQ� DYHUDJH� WKURXJK� D
OLIHWLPH��2Q�WKLV�EDVLV��SHRSOH� LQ� WKHLU� WZHQWLHV�DQG�WKLUWLHV�DUH� OLNHO\� WR�JR� LQWR�GHEW�±� WKH\
PD\��IRU�H[DPSOH��EX\�D�KRXVH�DQG�D�YDULHW\�RI�FRQVXPHU�GXUDEOHV�±�EXW��LQ�WKHLU�IRUWLHV�DQG
ILIWLHV�� WKH\� DUH� PRUH� OLNHO\� WR� SD\� RII� WKHLU� GHEWV� DQG� WR� DFFXPXODWH� DVVHWV� IRU� WKHLU
UHWLUHPHQW�� $W� WKH� DJJUHJDWH� OHYHO�� WKLV� VXJJHVWV� WKDW�� DVVRFLDWHG� ZLWK� D� EDE\� ERRPHU
JHQHUDWLRQ��WKHUH�VKRXOG�EH�DQ�RYHUDOO�LQFUHDVH�LQ�VDYLQJV�RXW�RI�FXUUHQW�LQFRPH�

<HW� WKLV� LV�SUHFLVHO\� WKH�RSSRVLWH�RI�ZKDW�KDV�KDSSHQHG��2YHU� WKH� ODVW� WZHQW\�\HDUV��ZKHQ
WKH� ODERXU� IRUFH�KDV�JURZQ�DW� D�SDFH�XQSUHFHGHQWHG� LQ� UHFHQW� KLVWRU\�� QHW� VDYLQJV�RXW� RI
FXUUHQW�LQFRPH�KDYH�GHFOLQHG��QRW�ULVHQ��7KHUH�DUH�VRPH�SRWHQWLDO�MXVWLILFDWLRQV�IRU�WKLV�±�IRU
H[DPSOH�� DVVHWV� PD\� EH� SDVVHG� RQ� IURP� HDUOLHU� JHQHUDWLRQV� LQ� WKH� IRUP� RI� LQKHULWDQFH�
WKHUHE\� UHGXFLQJ� WKH� QHHG� IRU� WKH� FXUUHQW� JHQHUDWLRQ� WR� VDYH� IRU� WKH� IXWXUH� �DOWKRXJK� VHH
³&DQ�,QKHULWDQFHV�$OOHYLDWH�WKH�'HPRJUDSKLF�%XUGHQ"´�DQ�,0)�:RUNLQJ�3DSHU�E\�(ULN�/XHWK
SXEOLVKHG� LQ� $XJXVW� ������ LQ� ZKLFK� LW� LV� DUJXHG� WKDW� ³WKH� LQFUHDVH� LQ� IXWXUH� JHQHUDWLRQV¶
LQKHULWDQFHV� LV� LQVXIILFLHQW� WR� PDNH� XS� IRU� WKH� GHPRJUDSKLF� EXUGHQ´���� 2YHUDOO�� KRZHYHU�
KRXVHKROG�EHKDYLRXU�VHHPV�GHFLGHGO\�RGG�LQ�WKH�OLJKW�RI�WKH�QHHG�WR�VDYH�IRU�UHWLUHPHQW�

����7KH�VDYLQJ�UDWLR�UHDFWV�WR�FKDQJHV�LQ�KRXVHKROG�QHW�ZRUWK�LQ�WKH�86
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7RWDO�DVVHWV��SHUVRQDO�GLVSRVDEOH�LQFRPH��/�+�6� 6DYLQJV�UDWLR��5�+�6�LQYHUWHG�

��

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP��7KH�UHFHQW�ULVH�LQ�WKH�VDYLQJ�UDWLR�PD\�EH�PRUH�D�UHIOHFWLRQ�RI�WKH�%XVK�WD[�UHEDWHV�WKDQ�RI�DQ\
VSHFLILF�ZHDOWK�HIIHFW

2Q� IXUWKHU� LQYHVWLJDWLRQ�� WKHUH� LV� D� UHODWLYHO\� VWUDLJKWIRUZDUG� H[SODQDWLRQ� IRU� WKLV� µRGG¶
EHKDYLRXU��,W�FRPHV�IURP�FKDUW�����ZKLFK�VKRZV�FKDQJHV�LQ�KRXVHKROG�QHW�ZRUWK�UHODWLYH�WR



'HFOLQH�$QG�)DOO ABC

$VVHW�3ULFHV�$QG�:HDOWK

-DQXDU\����� ���

LQFRPH��1HW� ZRUWK� LV� GHILQHG� VLPSO\� DV� WRWDO� DVVHWV� ±� ERWK� UHDO� DQG� ILQDQFLDO� ±� OHVV� WRWDO
OLDELOLWLHV��7KH�FKDUW�VKRZV�WKDW��GXULQJ�WKH�����V��WKHUH�ZDV�DQ�H[WUDRUGLQDU\�LQFUHDVH�LQ�QHW
ZRUWK� UHODWLYH� WR� LQFRPH�� 'XULQJ� WKH� SUHYLRXV� ��� \HDUV�� WKH� UDWLR� KDG� IOXFWXDWHG� RQO\
PRGHVWO\��$GPLWWHGO\��WKHUH�ZDV�D�VXVWDLQHG�GRZQZDUG�PRYH�LQ�WKH�����V�DVVRFLDWHG�ZLWK
WKH�WHUPV�RI�WUDGH�VKRFN�IROORZLQJ�WKH�TXDGUXSOLQJ�RI�RLO�SULFHV��+RZHYHU��SUHYLRXV�SRVW�ZDU
KLVWRU\�SURYLGHV�QR�SUHFHGHQW�IRU�WKH�PDVVLYH�JDLQV�LQ�ZHDOWK�ZKLFK�KDYH�DFFXPXODWHG�RYHU
WKH� ODVW� WHQ� \HDUV�� ,QGHHG�� WKH� ODVW� RFFDVLRQ� LQ�ZKLFK�HTXLWLHV� URVH� WR� VXFK� LQIODWHG� OHYHOV
UHODWLYH�WR�*'3�ZDV�LQ�WKH�ODWH�����V�

7KHVH�ZHDOWK�JDLQV�KDYH�JLYHQ�FRQVXPHUV�WKH�SHUIHFW�MXVWLILFDWLRQ�IRU�UHGXFLQJ�QHW�VDYLQJV
RXW� RI� FXUUHQW� LQFRPH�� ,I� LW� LV� WKH� FDVH� WKDW� DVVHWV� KDYH� ULVHQ� PXFK� IDVWHU� LQ� YDOXH� WKHQ
H[SHFWHG��ZK\�ERWKHU� WR� VDYH�RXW�RI� FXUUHQW� LQFRPH"� ,QGHHG��ZK\�QRW�ERUURZ�DJDLQVW� WKH
IDVWHU� WKDQ� H[SHFWHG� ULVH� LQ� DVVHW� YDOXHV� LQ� RUGHU� WR� LPSURYH� FXUUHQW� OLYLQJ� VWDQGDUGV"� ,Q
HIIHFW�� WKLV� LV� H[DFWO\� ZKDW� KDV� KDSSHQHG� RYHU� WKH� ODVW� WHQ� \HDUV�� 8QDQWLFLSDWHG� JDLQV� LQ
DVVHW�SULFH�KDYH�PDGH�FRQVXPHUV�IHHO�ULFKHU�HYHQ�LI�WKH\�DUH�QRW�ZRUNLQJ�DQ\�KDUGHU��7KRVH
XQDQWLFLSDWHG�JDLQV�KDYH�DOORZHG�H[WUD�VSHQGLQJ�

%XW�ZKHUH�KDV�WKLV�VSHQGLQJ�SRZHU�FRPH�IURP"�$IWHU�DOO��LI�QHW�ZRUWK�KDV�ULVHQ�GUDPDWLFDOO\
UHODWLYH�WR�LQFRPH�RQ�D�SHUPDQHQW�EDVLV��LW�FDQ�RQO\�PHDQ�RQH�RI�WKUHH�WKLQJV�

4� 7KH�DFWXDO�SHUIRUPDQFH�RI�WKH�HFRQRP\�KDV�EHHQ�VLJQLILFDQWO\�EHWWHU�WKDQ�ZDV�H[SHFWHG
GXULQJ� WKH� ����V�� IRUFLQJ� DVVHW� YDOXHV� XS� RQ� D� µVXUSULVH¶� EDVLV�� ,Q� RWKHU� ZRUGV�� DVVHW
YDOXHV�DUH�D�ODJJLQJ�LQGLFDWRU�RI�HFRQRPLF�SHUIRUPDQFH

4� 7KH�H[SHFWHG�SHUIRUPDQFH�RI� WKH�HFRQRP\� LQ� \HDUV� WR�FRPH�ZLOO� EH� VLJQLILFDQWO\�EHWWHU
WKDQ�KDV�EHHQ�WKH�FDVH�GXULQJ�WKH�����V��$VVHW�SULFHV�KDYH�VLPSO\�ULVHQ�WR�DQWLFLSDWH�WKLV
µQHZ�SDUDGLJP¶�ZRUOG

4� 7KHUH�KDV�EHHQ�DQ�RQJRLQJ� UHGLVWULEXWLRQ�RI� QDWLRQDO� LQFRPH� WRZDUGV�SURILWV� DQG�� WKXV�
WRZDUGV�VKDUHKROGHUV

7KH�ILUVW�RI�WKHVH�SRWHQWLDO�H[SODQDWLRQV�ORRNV�IDLUO\�ZHDN��)LUVW��DVVHW�PDUNHWV�DUH�XOWLPDWHO\
GHVLJQHG�WR�EH�IRUZDUG�ORRNLQJ��,Q�RWKHU�ZRUGV��HYHQ�LI�WKH�86�HFRQRP\�GLG�LPSURYH�GXULQJ
WKH� ����V�� DVVHW� PDUNHWV� VWLOO� QHHG� WR� PDNH� D� EHW� RQ� ZKDW� ZLOO� KDSSHQ� LQ� WKH� IXWXUH�
5HDFKLQJ� WKH�KHDG\� OHYHOV�VHHQ� WZR�\HDUV�DJR� LV�RQH� WKLQJ��VXVWDLQLQJ�DQG�EXLOGLQJ�XSRQ
WKRVH�OHYHOV�LV�D�FRPSOHWHO\�GLIIHUHQW�FKDOOHQJH��6HFRQG��DV�ZH�KDYH�DUJXHG�WKURXJKRXW�WKLV
SLHFH��86�HFRQRPLF�JURZWK� LQ� WKH�����V�ZDV��RYHUDOO��QR�EHWWHU� WKDQ�ZDV� WKH�FDVH� LQ� WKH
����V�� 7KLUG�� WKLV� NLQG� RI� YLHZ� OHDYHV� DVVHW� SULFHV� KLJKO\� YXOQHUDEOH� VKRXOG� WKHUH� EH
HFRQRPLF�GLVDSSRLQWPHQW�LQ�WKH�IXWXUH�

7KH� VHFRQG� H[SODQDWLRQ� ORRNV�PRUH� OLNHO\�� $IWHU� DOO�� WKH� QHZ� SDUDGLJP� ZDV� YHU\�PXFK� D
VWRU\�DERXW�WKH�IXWXUH��(YHQ�KHUH��KRZHYHU��WKHUH�DUH�VLJQLILFDQW�ZHDNQHVVHV��)LUVW��WKHUH�LV
QR�JXDUDQWHH�WKDW�WKH�HFRQRP\�ZLOO�SHUIRUP�LQ�ZD\V�FXUUHQWO\�±�RU�SUHYLRXVO\�±�GLVFRXQWHG
E\�ILQDQFLDO�PDUNHWV��6HFRQG��HYHQ�LI�WKH�HFRQRP\�GRHV�SHUIRUP�LQ�WKH�DSSURSULDWH�ZD\��WKH
EHQHILWV� PD\� QRW� DFFUXH� WR� VKDUHKROGHUV�� 3URGXFWLYLW\� LPSURYHPHQWV� FDQ� OHDG� WR� KLJKHU
ZDJHV� UDWKHU� WKDQ� KLJKHU� SURILWV�� ,QGHHG�� WKLV� LV� RQH� RI� WKH� PDMRU� SUREOHPV� ZLWK� WKH
µUHGLVWULEXWLRQ� RI� LQFRPH¶� UDWLRQDOH�� &KDUW� ���� IRU� H[DPSOH�� VKRZV� WKDW�� DOWKRXJK� WKH� SURILW
VKDUH�LQ�*'3�GLG�ULVH�WKURXJK�WKH�PLG�����V��LW�VXEVHTXHQWO\�IHOO�EDFN�DJDLQ�WR�HDUOLHU�ORZV�
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VXJJHVWLQJ�WKDW�DW�OHDVW�SDUW�RI�WKH�LPSURYHPHQW�LQ�SURILWV�ZDV�F\FOLFDO�±�SHUKDSV�DVVRFLDWHG
ZLWK�WKH�SURFHVV�RI�GLVLQIODWLRQ�±�UDWKHU�WKDQ�VWUXFWXUDO�

����:KDWHYHU�KDSSHQHG�WR�WKH�86�SURILWV�PLUDFOH"
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6KDUH�RI�QRQ�ILQDQFLDO�FRUSRUDWH�SURILWV�ZLWKLQ�QRQ�ILQDQFLDO�FRUSRUDWH�*'3

��

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP��*UH\�EDUV�UHSUHVHQW�SHULRGV�RI�UHFHVVLRQ

7KHVH�DUJXPHQWV�EDVLFDOO\�VXJJHVW�WKDW�WKH�IDOO�LQ�WKH�VDYLQJ�UDWLR�VHHQ�WKURXJK�WKH�FRXUVH
RI� WKH�����V�KDV�EHHQ�EDVHG�RQ� LQFUHDVHV� LQ�GHEW�ZKLFK�� LQ� WXUQ�� KDYH�EHHQ�GULYHQ�E\�D
EHOLHI�WKDW�JDLQV�LQ�DVVHW�YDOXHV�KDYH�EHHQ�SHUPDQHQW��<HW�KLVWRU\�VXJJHVWV�WKDW�WKLV� LV�DQ
XQZLVH�FRQFOXVLRQ��(YHQ�LI�SHRSOH�EHOLHYH�LQ�HIILFLHQW�PDUNHWV��WKHUH�LV�SOHQW\�RI�HYLGHQFH�WR
VXJJHVW� WKDW� GLVFRXQWHG� H[SHFWDWLRQV� DUH� KLJKO\� YRODWLOH�� )RU� H[DPSOH�� WKH� VWDQGDUG
GHYLDWLRQ� RI� UROOLQJ� UHWXUQV� RQ� 86� HTXLWLHV� LV� VLJQLILFDQWO\� JUHDWHU� WKDQ� WKH� HTXLYDOHQW
VWDQGDUG� GHYLDWLRQ� RQ� UHDO� *'3� JURZWK�� 7KLV� GLIIHUHQFH� FDQ� EH� MXVWLILHG� RQ� WKH� EDFN� RI
UHODWLYHO\�VPDOO�FKDQJHV�LQ�GLVFRXQWHG�IXWXUH�H[SHFWDWLRQV�IRU�HFRQRPLF�JURZWK�RU�FRUSRUDWH
SURILWV��+RZHYHU��WKH�NH\�LVVXH�KHUH�LV�QRW�RQH�RI�UDWLRQDOLW\�RU�MXVWLILFDWLRQ�EXW��UDWKHU��RI�WKH
H[WHQW� WR� ZKLFK� DVVHW� YDOXHV� DUH� VRPHKRZ� µVDIH¶�� ,I� WKH\� DUH� QRW�� WKHQ� ERUURZLQJ� DJDLQVW
WKHP� PD\� OHDG� WR� VHYHUH� PHGLXP� WHUP� EDODQFH� VKHHW� VWUDLQV�� $IWHU� DOO�� FKDQJLQJ� DVVHW
YDOXHV�DUH�XQOLNHO\�WR�EH�PDWFKHG�E\�RIIVHWWLQJ�FKDQJHV�LQ� OLDELOLW\�YDOXHV��,QGHHG��ILQDQFLDO
OLEHUDOLVDWLRQ�PD\�KDYH�LQFUHDVHG�WKH�ULVNV�RI�VHYHUH��XQLQWHQGHG��EDODQFH�VKHHW�VWUDLQ�

+RZ�VDIH�DUH�DVVHWV"

:K\�PLJKW�DVVHW�YDOXHV�QRW�EH�VDIH"�7KHUH�DUH�WKUHH�NH\�UHDVRQV�

)LUVW��WKHUH�PD\�EH�D�PRQH\�LOOXVLRQ�SUREOHP
2QH� RI� WKH� SHFXOLDULWLHV� RI� WKH� ����V� ZDV� WKH� DVVRFLDWLRQ� RI� D� IDOO� LQ� LQIODWLRQ� ZLWK� ERWK
GHFOLQLQJ� LQWHUHVW� UDWHV�DQG� ULVLQJ�QRPLQDO� SURILWV�JURZWK��7KHUH�PD\�EH� JRRG� UHDVRQV� IRU
WKLV��)DOOLQJ�LQIODWLRQ�VKRXOG�EH�DVVRFLDWHG�ZLWK�IDOOLQJ�LQWHUHVW�UDWHV��%XW�LI�WKH�GLVLQIODWLRQDU\
SURFHVV� UHTXLUHV� JUHDWHU� FRVW� FRQWURO�� D� UHGXFWLRQ� LQ� XQLRQ� SRZHU�� D�PRYH� WRZDUGV� XVLQJ
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FKHDSHU� ODERXU� IURP�RWKHU� FRXQWULHV� DQG�D� IRFXV�RQ�SURGXFWLYLW\� JDLQV�� WKHQ� LW� LV� SHUIHFWO\
UHDVRQDEOH� WR� WKLQN� WKDW� WKH� SURILW� VKDUH�ZLWKLQ�*'3�ZLOO� ULVH�� 7KLV�� KRZHYHU�� FDQQRW� EH� D
FRQWLQXRXV� SURFHVV�� :KHQ� LQIODWLRQ� UHDFKHV� D� QHZ� PRUH� GHVLUDEOH� OHYHO�� WKH� SURFHVV� RI
GLVLQIODWLRQ�FRPHV�WR�DQ�HQG��$V�D�UHVXOW�� LW�PD\�EH�PRUH�GLIILFXOW� WR�FRQWLQXH�UHEXLOGLQJ�WKH
SURILW�VKDUH��$W�WKDW�SRLQW������DQQXDOLVHG�UHWXUQV�RQ�VWRFNV�EHJLQ�WR�EH�UHFRJQLVHG�IRU�WKH
SHFXOLDULW\� WKH\�DOZD\V�ZHUH�� LQFUHDVLQJO\�� WKH�PDUNHW� LV� IRUFHG�WR�SULFH� LQ�HDUQLQJV�JURZWK
ZKLFK�LV�QRW�WKDW�PXFK�JUHDWHU�WKDQ�*'3�JURZWK�

6HFRQG��WKHUH�PD\�EH�DQ�HFRQRPLF�VWDELOLVDWLRQ�SUREOHP
$� FRPPRQ� DVVXPSWLRQ� LQ� UHFHQW� \HDUV� LV� WKDW� WKH� ZRUOG� HFRQRP\� KDV�PRYHG� WRZDUGV� D
PRUH�VWDEOH�HFRQRPLF�F\FOH��SDUWO\�DV�D� UHVXOW�RI�D� UHGXFWLRQ� LQ� LQIODWLRQDU\�SUHVVXUHV��2Q
WKDW�EDVLV��JURZWK�UDWHV�VKRXOG�EH�PRUH�µVXVWDLQDEOH¶�WKDQ�LQ�WKH�SDVW�DQG��DV�D�UHVXOW��WKHUH
VKRXOG� EH� OHVV� ULVN� RI� ERRP� DQG� EXVW�� 6R� ORQJ� DV� SULFHV� UHPDLQ� UHODWLYHO\� VWDEOH�� WKH
DVVXPSWLRQ�PXVW�EH� WKDW�DQ\�DFFHOHUDWLRQ� LQ� WKH�JURZWK� UDWH� LV�VXVWDLQDEOH�DQG� WKDW�� DV�D
UHVXOW�� WKHUH� DUH� IHZHU� GRZQVLGH� ULVNV� IRU� DVVHW� YDOXHV�� ,I�� VXEVHTXHQWO\�� LW� WXUQV� RXW� WKDW
ERRPV� DQG� EXVWV� KDYH� QRW� EHHQ� HUDGLFDWHG� ±� LQ� RWKHU� ZRUGV�� WKDW� HFRQRPLF� F\FOHV� FDQ
RFFXU�HYHQ�LQ�WKH�DEVHQFH�RI�LQIODWLRQ�±�DVVHW�YDOXHV�PD\�EH�YXOQHUDEOH�

7KLUG��WKHUH�PD\�EH�D�PRUDO�KD]DUG�SUREOHP
,I�WKH�DUULYDO�RI� ORZ�LQIODWLRQ�LPSOLHV�WKDW�D�FHQWUDO�EDQN¶V�URRP�IRU�PDQRHXYUH�LV�JUHDWHU��LH
WKDW�LW�FDQ�FXW�UDWHV�HDUOLHU� LQ�DQ�HFRQRPLF�GRZQVZLQJ���WKHQ�LW�PD\�EH�HDVLHU�IRU�D�FHQWUDO
EDQN�WR�DFW�SUH�HPSWLYHO\�WR�ZDUG�RII�WKH�WKUHDW�RI�D�UHFHVVLRQ��+RZHYHU��LI�HYHU\RQH�NQRZV
WKLV�� WKHUH� FRXOG� EH� D� GDQJHU� RI� H[FHVVLYH� JDLQV� LQ� DVVHW� YDOXHV�� 7KH� EDLORXW� DSSDUHQWO\
PDNHV� LQYHVWLQJ� LQ� ULVNLHU� DVVHWV� VDIHU� DQG�� WKHUHIRUH�� VHHPV� WR� MXVWLI\� D� IDOO� LQ� WKH� ULVN
SUHPLXP�RQ�HTXLWLHV��IRU�H[DPSOH��UHODWLYH�WR�ERQGV��+RZHYHU��WKLV�DUJXPHQW�RQO\�ZRUNV�ZHOO
LI� LQWHUHVW� UDWHV� KDYH� WKH� GHVLUHG� HIIHFW�� 8QIRUWXQDWHO\�� UDSLGO\� ULVLQJ� DVVHW� SULFHV� WKDW�
XOWLPDWHO\��FDQQRW�EH�MXVWLILHG�WKURXJK�HLWKHU�IDVWHU�HFRQRPLF�JURZWK�RU�IDVWHU�SURILWV�JURZWK�
PD\�VLPSO\�GLVUXSW�WKH�WLPLQJ�RI�H[SHQGLWXUHV�RQ�FDSLWDO�HTXLSPHQW�RU�GXUDEOH�JRRGV��:LWK
ZHOO�IXQFWLRQLQJ�FDSLWDO�PDUNHWV��D� ULVH� LQ�DVVHW�YDOXHV�FDQ�EH�PHW� WKURXJK�D� ULVH� LQ�HLWKHU
FRUSRUDWH�RU�KRXVHKROG� OLDELOLWLHV��7KHVH� LQFUHDVHV�HQVXUH�KLJKHU�H[SHQGLWXUH� WRGD\�EDVHG
RQ� D� EHOLHI� LQ� D� KLJKHU� IXWXUH� LQFRPH� VWUHDP�� ,Q� HIIHFW�� FRPSDQLHV� DQG� KRXVHKROGV� DUH
µERUURZLQJ�IURP�WKH�IXWXUH¶��/HW¶V�VD\��KRZHYHU��WKDW�FXUUHQW�SUHGLFWLRQV�LPSOLFLW�ZLWKLQ�DVVHW
SULFHV� ZLWK� UHJDUG� WR� IXWXUH� JURZWK� DUH� WRR� RSWLPLVWLF�� 2Q� WKDW� EDVLV�� FRPSDQLHV� DQG
KRXVHKROGV�PD\�ERUURZ�WRR�PXFK�DQG�KDYH�VLJQLILFDQW�SUREOHPV�ZLWK�GHEW�UHSD\PHQW�ODWHU
RQ��8QGHU�WKHVH�FLUFXPVWDQFHV��WKH�SRZHU�RI�LQWHUHVW�UDWH�FXWV�EHJLQV�WR�IDOO�GUDPDWLFDOO\��,Q
HIIHFW��WKH�HDUOLHU�EHOLHI�LQ�D�PRQHWDU\�µEDLORXW¶�OHDGV�WR�DQ�LQIODWLRQ�RI�WKH�EDODQFH�VKHHW�WKDW
SURYHV�LPSHUYLRXV�WR�VXEVHTXHQW�FKDQJHV�LQ�LQWHUHVW�UDWHV�

8QGHUO\LQJ�WKHVH�SUREOHPV�LV�WKH�FRPSOH[�UHODWLRQVKLS�EHWZHHQ�LQWHUHVW�UDWHV��DVVHW�SULFHV
DQG�WKH�PRQHWDU\�SROLF\�VWDQFH��7KH�PRQHWDU\�SROLF\�VWDQFH�FDQ�EH�PHDVXUHG�LQ�DOO�VRUWV�RI
ZD\V�±�WKH�JURZWK�UDWH�RI�PRQHWDU\�DJJUHJDWHV��WKH�OHYHO�RI�WKH�H[FKDQJH�UDWH��WKH�VORSH�RI
WKH�\LHOG�FXUYH�±�EXW�D�FRPPRQ�DSSURDFK�LV�VLPSO\�WR�ORRN�DW�WKH�FXUUHQW�OHYHO�RI�VKRUW�WHUP
LQWHUHVW� UDWHV�DQG�FRPSDUH� WKDW� OHYHO� WR�HDUOLHU�SHULRGV��HLWKHU� LQ�QRPLQDO�RU� UHDO� �LQIODWLRQ�
DGMXVWHG��WHUPV�

&KDUW����VKRZV�UHDO�)HG�IXQGV�PHDVXUHG�LQ�WKH�QRUPDO�ZD\��LQ�RWKHU�ZRUGV�GHIODWLQJ�E\�WKH
LQIODWLRQ�UDWH��7KH�FKDUW�VXJJHVWV�WKDW�PRQHWDU\�SROLF\�LQ�WKH�VHFRQG�KDOI�RI�WKH�����V�ZDV
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UHODWLYHO\�WLJKW�DQG�WKDW��DV�D�UHVXOW��WKHUH�ZDV�OLWWOH�FKDQFH�RI�HLWKHU�HFRQRPLF�RYHUKHDWLQJ�RU
VXEVHTXHQW� UHFHVVLRQ��0RUHRYHU�� WKH� FKDUW� VXJJHVWV� WKDW�PRQHWDU\� SROLF\� JRW� D� ORW� ORRVHU
WKURXJK�������D� UHVXOW�RI� UDSLG� UHGXFWLRQV� LQ�QRPLQDO� LQWHUHVW� UDWHV�DQG� UHODWLYH�VWDELOLW\� LQ
WHUPV�RI�WKH�LQIODWLRQ�UDWH�

����5HDO�)HG�IXQGV�GHIODWHG�E\�FRQVXPHU�SULFH�LQIODWLRQ
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5HDO�)HG�)XQGV��GHIODWHG�E\�KHDGOLQH�&3,
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����5HDO�)HG�IXQGV�GHIODWHG�E\�HTXLW\�SULFH�PRYHPHQWV

���

���

���

���

���

�

��

��

��

��

�� �� �� �� �� ��

���

���

���

���

���

�

��

��

��

��

5HDO�)HG�)XQGV��GHIODWHG�E\�6	3�\HDU�RQ�\HDU�JURZWK�UDWH
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&KDUW����VKRZV�UHDO�)HG�IXQGV�PHDVXUHG�LQ�D�GLIIHUHQW�ZD\��WKLV�WLPH�GHIODWLQJ�LQWHUHVW�UDWHV
E\� PRYHPHQWV� LQ� VWRFN� SULFHV�� 5HODWLYH� WR� WKH� LQIRUPDWLRQ� FRQWDLQHG� LQ� FKDUW� ���� WKLV
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DSSURDFK� KDV� RQH�PDMRU� DGYDQWDJH�� LW� UHODWHV� FXUUHQW� ERUURZLQJ� FRVWV� WR� H[SHFWHG� IXWXUH
UHWXUQV��2Q�WKLV�EDVLV��WKH�FRQFOXVLRQV�DUH�TXLWH�GLIIHUHQW��0RQHWDU\�SROLF\�LQ�WKH�ODWH�����V
ZDV� UHODWLYHO\� ORRVH� EHFDXVH� H[SHFWDWLRQV� IRU� IXWXUH� JURZWK� ZHUH� LQFUHGLEO\� KLJK�� :LWK
H[SHFWDWLRQV�KDYLQJ�FROODSVHG�±�LPSO\LQJ�D�PXFK�KLJKHU�SHUFHLYHG�GHEW�EXUGHQ�WKDQ�EHIRUH
±�PRQHWDU\�SROLF\�LV�QRZ�UHODWLYHO\�WLJKW��LUUHVSHFWLYH�RI�WKH�GHFOLQHV�LQ�)HG�IXQGV�ZKLFK�WRRN
SODFH�WKURXJK�WKH�FRXUVH�RI�������2I�FRXUVH��WKHUH�LV�QR�JXDUDQWHH�WKDW�WKLV�VHFRQG�FKDUW�LV
DQ\�PRUH� DFFXUDWH� D�PHDVXUH� WKDQ� WKH� ILUVW�� EXW� LW� UDLVHV� WKH� SRVVLELOLW\� WKDW� LQWHUHVW� UDWH
SROLF\�PD\�QRW�DOZD\V�ZRUN�SDUWLFXODUO\�ZHOO��7KLV�FRQFOXVLRQ�LV�VXSSRUWHG�E\�FKDUW�����ZKLFK
VKRZV�WKH�UHODWLRQVKLS�EHWZHHQ�WKH�)HG�IXQGV�UDWH�DQG� OHQGLQJ�DWWLWXGHV�RI�EDQNV� WR� ODUJH
DQG� PHGLXP� VL]HG� FRUSRUDWLRQV�� DV� UHYHDOHG� ZLWKLQ� WKH� )HGHUDO� 5HVHUYH¶V� 6HQLRU� /RDQ
2IILFHUV¶�6XUYH\�� 7KH� FKDUW� VXJJHVWV� WKDW�� XQOLNH� WKH� HDUO\�����V�� VLJQLILFDQW� UHGXFWLRQV� LQ
LQWHUHVW�UDWHV�KDYH�\HW�WR�OHDG�WR�DQ\�VLJQLILFDQW�LPSURYHPHQW�LQ�EDQNV¶�OHQGLQJ�DWWLWXGHV��,Q
RWKHU�ZRUGV��WKH�EHQHILWV�RI� ORZHU� LQWHUHVW�UDWHV�DUH�QRW�IHHGLQJ�WKURXJK�SDUWLFXODUO\�TXLFNO\
WR�WKH�EURDGHU�HFRQRP\�

����5DWHV�FRPH�GRZQ�EXW�EDQNV�GRQ·W�SDVV�RQ�WKH�EHQHILWV
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)HG�IXQGV�UDWH��/�+�6� %DQN�OHQGLQJ�DWWLWXGHV�WR�ODUJH�DQG�PHGLXP�VL]HG�FRPSDQLHV��5�+�6�

� %DODQFH
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6HFWRUDO�EDODQFHV�SURYLGH�VRPH�FOXHV

$VVHW�SULFHV�SOD\�D�UROH�LQ�UHFRYHULHV�DV�PXFK�DV�WKH\�SOD\�D�UROH�LQ�UHFHVVLRQV��2QH�ZD\�WR
VKRZ�WKLV�FRPHV�IURP�WKH�µVHFWRUDO�EDODQFH¶�DSSURDFK�WR�PDFURHFRQRPLF�DQDO\VLV��&KDUW����
IRU�H[DPSOH��VKRZV�WKH�QHW�VDYLQJV�SRVLWLRQ�RI�WKH�IRXU�NH\�VHFWRUV�RI�WKH�86�HFRQRP\�RQ�D
IORZ�EDVLV�RYHU�WKH�ODVW����\HDUV�

����0RYHPHQWV�LQ�VDYLQJV�EHWZHHQ�86�VHFWRUV
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+RXVHKROG &RUSRUDWH *RYHUQPHQW 5HVW�RI�:RUOG
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7KH�IRXU�VHFWRUV�DUH�DV�IROORZV�

7KH�KRXVHKROG�VHFWRU
7KH�KRXVHKROG�VHFWRUDO�EDODQFH�VKRZV�WKH�DPRXQW�RI�QHW�VDYLQJ�±�RU�QHW�ERUURZLQJ�±�WKDW
WDNHV�SODFH�RXW�RI�FXUUHQW�LQFRPH��$V�ZLWK�WKH�RWKHU�VHFWRUV��LW�LV�WKHUHIRUH�D�IORZ�FRQFHSW��,W
VKRZV�WKH�H[WHQW�WR�ZKLFK��LQ�DQ\�RQH�\HDU��KRXVHKROGV�HLWKHU�DGG�WR�WKHLU�QHW�ZRUWK��LH�E\
VDYLQJ� RXW� RI� FXUUHQW� LQFRPH�� RU� WDNH� DZD\� IURP� WKHLU� QHW� ZRUWK� �LH� E\� ERUURZLQJ� RXW� RI
FXUUHQW� LQFRPH��� 2I� FRXUVH�� WKHVH� QXPEHUV� VD\� QRWKLQJ� DERXW� WKH� RYHUDOO� FKDQJH� LQ� QHW
ZRUWK��WKLV�ZLOO�EH�DIIHFWHG�E\�FKDQJHV�LQ�WKH�YDOXH�RI�WKH�VWRFN�RI�ERWK�DVVHWV�DQG�OLDELOLWLHV�
*HQHUDOO\�VSHDNLQJ��WKH�KRXVHKROG�EDODQFH�LV�OLNHO\�WR�EH�LQ�VXUSOXV�

7KH�FRUSRUDWH�VHFWRU
7KH� FRUSRUDWH� VHFWRUDO� EDODQFH� VKRZV� WKH� DPRXQW� RI� QHW� VDYLQJ� ±� RU�� PRUH� OLNHO\� LQ� WKH
FRUSRUDWH�VHFWRU��QHW�ERUURZLQJ�±�WKDW�WDNHV�SODFH�RXW�RI�FXUUHQW�LQFRPH�

7KH�JRYHUQPHQW�VHFWRU
7KH�JRYHUQPHQW�VHFWRUDO�EDODQFH�LV�VLPSO\�RQH�PHDVXUH�RI�WKH�EXGJHW�VXUSOXV�RU�GHILFLW�

5HFRYHU\�0HFKDQLVPV����



'HFOLQH�$QG�)DOO ABC

5HFRYHU\�0HFKDQLVPV����

-DQXDU\����� ���

7KH�UHVW�RI�WKH�ZRUOG�VHFWRU
7KH� UHVW� RI� WKH�ZRUOG� VHFWRUDO� EDODQFH� VKRZV� WKH� H[WHQW� WR�ZKLFK� WKH� UHVW� RI� WKH�ZRUOG� LV
VDYLQJ�LQ�WKH�86�RU�ERUURZLQJ�IURP�WKH�86�LQ�DQ\�SDUWLFXODU�SHULRG��DJDLQ�RQ�D�IORZ�EDVLV��,Q
HIIHFW��WKH�UHVW�RI�WKH�ZRUOG�EDODQFH�LV�VLPSO\�WKH�86�FXUUHQW�DFFRXQW�EDODQFH�ZLWK�WKH�VLJQ
UHYHUVHG�

7KHVH�EDODQFHV�DUH�GHILQHG�SXUHO\�LQ�DQ�DFFRXQWLQJ�VHQVH��,Q�SULQFLSOH��WKH\�VKRXOG�DGG�XS
WR�]HUR��FROOHFWLYHO\��WKH�HFRQRP\��LQFOXGLQJ�WKH�UHVW�RI�WKH�ZRUOG�VHFWRU��FDQQRW�EH�LQ�GHILFLW
ZLWK� LWVHOI�� ,Q�SUDFWLFH��KRZHYHU��PHDVXUHPHQW�GLIILFXOWLHV�VRPHWLPHV�HQVXUH� WKDW� WKHUH� LV�D
UHVLGXDO��,W�LV�DOVR�ZRUWK�QRWLQJ�WKDW�WKH�FRUSRUDWH�VHFWRU�DQG�ILQDQFLDO�VHFWRU�DUH�VRPHWLPHV
GHILQHG� VHSDUDWHO\�� KRZHYHU�� JLYHQ� WKDW� WKH� ILQDQFLDO� VHFWRU� LV� SXUHO\� DQ� LQWHUPHGLDU\�� LW
W\SLFDOO\� LV� LQ�QHLWKHU� ODUJHU�VXUSOXV�QRU� ODUJH�GHILFLW� �DOWKRXJK�� LQWHUHVWLQJO\�� LW� KDV�EHHQ� LQ
GHILFLW�UHFHQWO\��SDUWO\�H[SODLQLQJ�ZK\�WKH�VHFWRUDO�EDODQFHV�LQ�FKDUW����GR�QRW�DGG�WR�]HUR��

,W� LV�QRW�VR�PXFK� WKH�RYHUDOO�VHFWRUDO�EDODQFH�SRVLWLRQ�DW�DQ\�RQH�SRLQW� LQ� WLPH�ZKLFK� LV�RI
LQWHUHVW�� UDWKHU�� LW� LV� WKH�FKDQJHV� LQ�VHFWRUDO�EDODQFHV�RYHU� WLPH� WKDW�PDWWHU��$OWKRXJK� LW� LV
VRPHWLPHV�GLIILFXOW�WR�DFFRXQW�IRU�WKH�FKDQJHV��LW�LV�JHQHUDOO\�UHDVRQDEOH�WR�FRQFOXGH�WKDW�ELJ
PRYHPHQWV� LQ�RQH�RU�RWKHU�RI� WKH�EDODQFHV�ZLOO� UHYHDO� VRPHWKLQJ�DERXW� WKH�GULYLQJ� IRUFHV
EHKLQG�WKH�FKDQJLQJ�SDWWHUQV�ZLWKLQ�DQ�HFRQRP\�

&KDUW����LV�LQWHUHVWLQJ�WR�WKH�H[WHQW�WKDW�LW�UHYHDOV�VRPH�RI�WKH�NH\�GULYLQJ�IRUFHV�EHKLQG�WKH
UHFRYHULHV� VXEVHTXHQW� WR� WKH�HDUO\�����V� UHFHVVLRQ�DQG� WKH�HDUO\� ����V� UHFHVVLRQ� LQ� WKH
86��'XULQJ�WKH�����V��WKH�ELJJHVW�VHFWRUDO�EDODQFH�VKLIWV�FDPH�IURP�KRXVHKROGV��GRZQ���WKH
JRYHUQPHQW� VHFWRU� �GRZQ�� DQG� WKH� RYHUVHDV� VHFWRU� �XS� LQLWLDOO\��� 7KLV� VXJJHVWV� WKDW� WKH
SULPDU\� VRXUFHV� RI� HFRQRPLF� JURZWK� RYHU� WKDW� SHULRG� ±� LQ� .H\QHVLDQ� WHUPV�� WKH� PDLQ
GHPDQG� LQMHFWLRQV�±�FDPH� IURP�KRXVHKROGV�DQG� ILVFDO�SROLF\�ZLWK�VRPH�RIIVHWWLQJ� OHDNDJH
DEURDG��LQ�RWKHU�ZRUGV��WKH�FXUUHQW�DFFRXQW�ZHQW�LQWR�ELJJHU�GHILFLW��

'XULQJ� WKH� ����V�� D� VOLJKWO\� GLIIHUHQW� SDWWHUQ� HPHUJHG�� $V� WKH� HFRQRP\� FDPH� RXW� RI
UHFHVVLRQ�� WKH� PDLQ� FKDQJHV� FDPH� IURP� WKH� KRXVHKROG� VHFWRU� �GRZQ��� WKH� JRYHUQPHQW
VHFWRU��XS��DQG�WKH�UHVW�RI�WKH�ZRUOG�VHFWRU��XS���7KH�FRUSRUDWH�VHFWRU�ZDV�FKDQJHDEOH��ZLWK
LQLWLDO�LQFUHDVHV�RIIVHW�E\�VXEVHTXHQW�GHFOLQHV��2YHUDOO��WKRXJK��WKH�VWRU\�RI�WKH�����V�ZDV�D
VWRU\� SULPDULO\� DERXW� KRXVHKROGV��7KH�GUDPDWLF� GHFOLQH� LQ� WKH�KRXVHKROG� VHFWRUDO� EDODQFH
ZDV�D�NH\�IDFWRU�EHKLQG�WKH�VWUHQJWK�DQG�VXVWDLQDELOLW\�RI�HFRQRPLF�JURZWK� WKURXJKRXW� WKH
GHFDGH�

7KH�LPSRUWDQFH�RI�KRXVHKROGV

3XW�DQRWKHU�ZD\��WKH�UHFRYHULHV�LQ�ERWK�WKH�����V�DQG�WKH�����V�ZHUH�FUXFLDOO\�GHSHQGHQW
RQ�KRXVHKROG�EHKDYLRXU��:LWKRXW�D� UHGXFWLRQ� LQ�QHW�VDYLQJV�RXW�RI�KRXVHKROG� LQFRPH�� WKH
UHFRYHULHV� LQ� WKH�����V�DQG�����V�ZRXOG�HLWKHU�KDYH�EHHQ�ZHDNHU�RU��DOWHUQDWLYHO\��ZRXOG
KDYH� KDG� WR� GHSHQG� RQ� D� PRUH� G\QDPLF� SHUIRUPDQFH� IURP� VRPH� RWKHU� VHFWRU� RI� WKH
HFRQRP\��6R�ZK\�ZDV� LW� WKDW�KRXVHKROGV�FRXOG� SOD\� VXFK�D�GHFLVLYH� UROH"�7KHUH� DUH� WZR
H[SODQDWLRQV�DQG�RQH�REMHFWLRQ�

4� 7KH� HDUO\� WR�PLG�����V� ZHUH� FKDUDFWHULVHG� E\� D� FRPELQDWLRQ� RI� VLJQLILFDQW� GHFOLQHV� LQ
LQIODWLRQ� �IURP������� LQ� ����� WR� MXVW� ����� LQ� ������ DQG� VXEVWDQWLDO� GHFOLQHV� LQ� LQWHUHVW
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UDWHV��IURP�������LQ������WR�D�ORZ�RI������LQ��������7KH�GRZQZDUG�VXUSULVH�RQ�LQIODWLRQ
KDG�D�NH\�LPSDFW�RQ�ZHDOWK��IRU�D�JLYHQ�VWRFN�RI�DVVHWV��WKH�HQG�SHULRG�YDOXH�ZRXOG�KDYH
EHHQ� KLJKHU� WKDQ� H[SHFWHG� LQ� UHDO� WHUPV�� 7KLV� XQDQWLFLSDWHG� JDLQ� UHGXFHG� WKH� QHHG� WR
VDYH�RXW�RI�FXUUHQW�LQFRPH�DQG��WKHUHIRUH��VWLPXODWHG�FRQVXPHU�VSHQGLQJ

4� 7KH� PLG�����V� ZHUH� FKDUDFWHULVHG� E\� UHODWLYHO\� PRGHVW� FKDQJHV� LQ� LQIODWLRQ�� D� KLJKHU
OHYHO� RI� LQWHUHVW� UDWHV� UHODWLYH� WR� WKH� HDOLHU�����V� SHULRG� RI� FUHGLW� FUXQFK� EXW� GUDPDWLF
LQFUHDVHV�LQ�QRPLQDO�DVVHW�YDOXHV��$V�ZH�KDYH�DOUHDG\�VHHQ��FKDUW������WKHVH�JDLQV�ZHUH
H[WUDRUGLQDU\� UHODWLYH� WR� HDUOLHU� SHULRGV�� $V� ZLWK� ORZHU� WKDQ� DQWLFLSDWHG� LQIODWLRQ� LQ� WKH
����V��WKH\�LPSOLHG�DQ�H[�SRVW�XSZDUG�VXUSULVH�LQ�WHUPV�RI�ZHDOWK�DQG��DV�D�UHVXOW��OHG�WR
GUDPDWLF�IXUWKHU�UHGXFWLRQV�LQ�KRXVHKROG�VDYLQJV�RXW�RI�LQFRPH

4� 7KH�GHFOLQH�LQ�KRXVHKROG�VDYLQJV��PHDVXUHG�HLWKHU�WKURXJK�VHFWRUDO�EDODQFHV�RU�WKURXJK
WKH�VDYLQJ�UDWLR��LV�VLPSO\�D�PLUDJH��DV�D�UHVXOW�RI�LPSURSHU�WUHDWPHQW�RI�HLWKHU�LQFRPH�RU
H[SHQGLWXUH��7KHUH�DUH�WZR�YDULDQWV�RI�WKLV�VWRU\��)LUVW��FDSLWDO�JDLQV�DUH�QRW� LQFOXGHG�DV
SDUW� RI� LQFRPH� EXW� FDSLWDO� JDLQV� WD[� LV� WDNHQ� DZD\� IURP� LQFRPH�� 7KXV�� LQ� VWURQJ� EXOO
PDUNHWV��WKH�VDYLQJ�UDWLR�ZLOO�DSSHDU�WR�IDOO�HYHQ�LI�WKHUH�LV�QR�FKDQJH�LQ�VDYLQJ�EHKDYLRXU�
6RPH�SHRSOH�KDYH�VXJJHVWHG�WKDW��WR�GHDO�ZLWK�WKLV��FDSLWDO�JDLQV�VKRXOG�EH�LQFOXGHG�DV
SDUW�RI�LQFRPH��7KLV��KRZHYHU��LV�ULGLFXORXV�EHFDXVH�LW�FRPSOHWHO\�PDVNV�WKH�GHSHQGHQF\
RI�VDYLQJV�EHKDYLRXU�RQ�DVVHW�JDLQV�UDWKHU� WKDQ� LQFRPH�JDLQV��$�EHWWHU�EHW� LV�VLPSO\� WR
FRPSDUH�WKH�VDYLQJ�UDWLR�LQFOXGLQJ�WD[HV�ZLWK�WKH�VDYLQJ�UDWLR�H[FOXGLQJ�WD[HV��FKDUW�����
2Q�HLWKHU�EDVLV��WKH�VDYLQJ�UDWLR�KDV�FRPH�GRZQ�D�ORQJ�ZD\��6HFRQG��VRPH�VXSSRVHGO\
KRXVHKROG�VDYLQJV�DUH��LQ�IDFW��VDYLQJV�PDGH�E\�FRUSRUDWLRQV�LQWR�SHQVLRQ�IXQGV��)DFHG
ZLWK�UDSLG�DVVHW�SULFH�JDLQV�LQ�WKH�ODWH�����V��FRPSDQLHV�ZHUH�DEOH�WR�WDNH�µSHQVLRQ�IXQG
KROLGD\V¶�UHIOHFWLQJ�ULVHV�LQ�DVVHW�YDOXHV�DERYH�DQG�EH\RQG�DFWXDULDO�SODQV��2Q�WKLV�EDVLV�
LW� LV� QRW� KRXVHKROGV� ZKLFK� KDYH� EHHQ� UHVSRQVLEOH� IRU� ORZHU� VDYLQJV�� +RZHYHU�� WKLV
DUJXPHQW� LV� VLPSO\� D� FDVH� RI� µEXFN�SDVVLQJ¶�� +LJKHU� KRXVHKROG� VDYLQJV� VLPSO\� LPSO\
ORZHU�FRUSRUDWH�VDYLQJV��OHDYLQJ�WKH�RYHUDOO�SULYDWH�VHFWRU�SRVLWLRQ�XQFKDQJHG

2YHUDOO�� LW� DSSHDUV� WKDW� PRYHPHQWV� LQ� KRXVHKROG� DQG� FRUSRUDWH� VDYLQJV� EHKDYLRXU� KDYH
UHVSRQGHG� WR� FKDQJHV� LQ� WHUPV� RI� DVVHW� YDOXHV�� HLWKHU� LQ� QRPLQDO� RU� UHDO� WHUPV�� 7KLV
VXJJHVWV� WKDW� WKH� 86� HFRQRP\� QRZ� IDFHV� D� VLJQLILFDQW� SUREOHP�� 7KH� ODVW� WZR� UHFRYHULHV
KDYH��LQ�SDUW��EHHQ�GULYHQ�E\�D�KRXVHKROG�UHVSRQVH�WR�ULVLQJ�UHDO�DVVHW�YDOXHV��HLWKHU�LQ�WKH
IRUP� RI� ORZHU� WKDQ� H[SHFWHG� LQIODWLRQ� RU� KLJKHU� WKDQ� H[SHFWHG� QRPLQDO� UHWXUQV��1HLWKHU� RI
WKHVH� RSWLRQV� ORRNV� SDUWLFXODUO\� SODXVLEOH� QRZ�� )LUVW�� LQIODWLRQ� LV� DOUHDG\� ORZ�� :HUH� WKH
LQIODWLRQ�UDWH�WR�IDOO�WR�WKH�VDPH�H[WHQW�WKDW�ZDV�VHHQ�GXULQJ�WKH�����V��WKH�86�ZRXOG�KDYH�WR
PRYH�WR�RXWULJKW�GHIODWLRQ��ZLWK�SULFH�IDOOLQJ�E\���RU����\�R�\��D�YHU\�XQOLNHO\�VFHQDULR�DW�WKLV
VWDJH��6HFRQG��DVVHW�SULFHV�KDYH�FROODSVHG� LQ�D�ZD\� WKDW�YHU\� IHZ�ZHUH�SUHGLFWLQJ� WZR�RU
WKUHH�\HDUV�DJR��&RPSDULQJ�WKH�DFWXDO�SDWK�RI�HTXLWLHV��IRU�H[DPSOH��ZLWK�WKH�NLQGV�RI�JDLQV
ZKLFK� FRXOG� KDYH� EHHQ� ±� DQG�ZHUH� EHLQJ� ±� H[WUDSRODWHG� IURP� WKH� H[SHULHQFH� RI� WKH� ODWH
����V��HTXLWLHV�DUH�QRZ�����ORZHU�WKDQ�PLJKW��HDUOLHU��KDYH�EHHQ�H[SHFWHG��³'RZ�������´
GRHVQ¶W� ORRN�TXLWH� VR�FOHYHU�QRZ�� WKH�DXWKRUV�RI� WKDW� ERRN�VXJJHVWHG� WKDW� WKH�'RZ�-RQHV
ZRXOG� KLW� ������� EHWZHHQ� ����� DQG� ������2I� FRXUVH�� LW� FRXOG� VWLOO� KDSSHQ� EXW� WKH� FODLPV
VHHP� WR� KDYH� ORVW� VRPH� RI� WKHLU� HDUOLHU� DSSDUHQW� SODXVLELOLW\��� $V� D� UHVXOW�� WKH� WZR� NH\
PHFKDQLVPV�EHKLQG� WKH� UHFRYHULHV� RI� WKH� ODVW� WZHQW\� \HDUV� ±� IDOOLQJ� LQIODWLRQ�� ULVLQJ� DVVHW
SULFHV�±�DSSHDU�WR�EH�ODUJHO\�LUUHOHYDQW�WRGD\�
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����,QFOXGLQJ�WD[HV��WKH�VDYLQJ�UDWLR�KDV�IDOOHQ�OHVV��EXW�LW�KDV�VWLOO�FRPH�GRZQ
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3HUVRQDO�VDYLQJV�DV�D�SHUFHQWDJH�RI�SHUVRQDO�GLVSRVDEOH�LQFRPH

3HUVRQDO�VDYLQJV�DV�D�SHUFHQWDJH�RI�WRWDO�SHUVRQDO�LQFRPH

��

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

����7KH�6	3������ZKDW�FRXOG�KDYH�KDSSHQHG�DQG�ZKDW�GLG�KDSSHQ
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6	3���� ([WUDSRODWHG�JURZWK

,QGH[ ,QGH[

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP�DQG�+6%&

,Q�RWKHU�ZRUGV��QRWLQJ�WKDW�LQWHUHVW�UDWHV�KDYH�IDOOHQ��RU�WKDW�ILVFDO�SROLF\�KDV�EHHQ�ORRVHQHG�
LV� QRW� VXIILFLHQW� WR� EH� VXUH� WKDW� D� VXVWDLQHG� HFRQRPLF� UHFRYHU\� ZLOO� FRPH� WKURXJK�
5HFRYHULHV�GR�QRW�GHSHQG�SXUHO\�RQ�FKDQJHV�LQ�WHUPV�RI�HFRQRPLF�SROLF\��WKH\�GHSHQG��LQ
DGGLWLRQ�� RQ� WKH� DELOLW\� RI� VHFWRUV� RI� WKH� HFRQRP\� WR� UHVSRQG� WR� WKRVH� FKDQJHV�� 7KDW
UHVSRQVH�� LQ� WXUQ�� ZLOO� GHSHQG� RQ� WKH� UHODWLRQVKLS� EHWZHHQ� LQFRPH� IORZV� DQG� DVVHW� DQG
OLDELOLW\� OHYHOV��2Q� WKLV�DUJXPHQW�� WKHUH� LV�D�SRWHQWLDOO\�VHULRXV�SUREOHP�QRZ� IDFLQJ� WKH�86
HFRQRP\��LW�LV�PRUH�OLNHO\�LQ�WKH�VKRUW�WR�PHGLXP�WHUP�WKDW��H[�DQWH��KRXVHKROG�VDYLQJV�ZLOO
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ULVH�UDWKHU�WKDQ�IDOO��,Q�RWKHU�ZRUGV��WKH�PHGLXP�WHUP�RXWORRN�IRU�KRXVHKROGV�LV�WKH�FRPSOHWH
RSSRVLWH�RI�WKH�H[SHULHQFH�RI�WKH�ODVW�WZHQW\�\HDUV�

:KR�FDQ�GULYH�WKH�UHFRYHU\"

2Q� WKLV� EDVLV�� UHFRYHU\�PD\� KDYH� WR� GHSHQG� RQ� DQRWKHU� VHFWRU� RI� HFRQRPLF� DFWLYLW\�� %XW
ZKLFK�RQH"�7KHUH�DUH�D�QXPEHU�RI�RSWLRQV�

)LUVW��ULVLQJ�KRXVHKROG�VDYLQJ�LV�PDWFKHG�E\�LQFUHDVHG�FRUSRUDWH�GLV�VDYLQJ
$�SRVLWLYH� LQWHUSUHWDWLRQ�RI� WKLV�PRYH�ZRXOG�EH�WR�VXJJHVW� WKDW�KLJKHU�VDYLQJV� LPSO\�KLJKHU
H[SHFWHG�IXWXUH�UHWXUQV�ZKLFK��DV�D�UHVXOW��LPSO\�KLJKHU�FDSLWDO�VSHQGLQJ��+RZHYHU��JLYHQ�WKH
PDVVLYH� GHFOLQH� LQ� FDSDFLW\� XWLOLVDWLRQ� ±� SDUWLFXODUO\� LQ� WHFKQRORJ\� ±� WKURXJK� ������ WKLV
VHHPV� OLNH� D� VRPHZKDW� XQOLNHO\� FRQFOXVLRQ� �FKDUW� ����� 0RUH� OLNHO\� LV� WKH� LGHD� WKDW
KRXVHKROGV� UHFRJQLVH� WKDW� IXWXUH� UHWXUQV�ZLOO� EH� ORZHU� WKDQ�SUHYLRXVO\�H[SHFWHG�DQG��DV�D
UHVXOW�� WKH\� DUH� VLPSO\� IRUFHG� WR� VDYH� PRUH� RXW� RI� FXUUHQW� LQFRPH� WR� PHHW� WKHLU
ORQJHU�WHUP�ZHDOWK�REMHFWLYHV��2Q�WKDW�EDVLV��D�KLJKHU�FRUSRUDWH�GHILFLW��UDWKHU�WKDQ�UHIOHFWLQJ
KLJKHU� FDSLWDO� VSHQGLQJ�� ZRXOG� VLPSO\� UHIOHFW� D� FROODSVH� LQ� SURILWV� DQG�� KHQFH�� D� ELJJHU
ILQDQFLDO�GHILFLW��7KDW��LQ�WXUQ��ZRXOG�SURPSW�D�IXUWKHU�VHULHV�RI�MRE�ORVVHV�

����&DSDFLW\�XWLOLVDWLRQ�KDV�FROODSVHG�LQ�WHFKQRORJ\�DUHDV
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&DSDFLW\�8WLOLVDWLRQ ,QGXVWULDO�XWLOLVDWLRQ���FRPSXWHUV��FRPPXQLFDWLRQ��VHPLFRQGXFWRUV

��

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

6HFRQG��ULVLQJ�KRXVHKROG�VDYLQJ�LV�PDWFKHG�E\�ORZHU�¶UHVW�RI�ZRUOG·�VDYLQJ
,Q�RWKHU�ZRUGV�� WKH�FXUUHQW�DFFRXQW�GHILFLW� LV� UHGXFHG�GUDPDWLFDOO\��7KHUH�DUH�D�QXPEHU�RI
ZD\V�LQ�ZKLFK�WKLV�FRXOG�KDSSHQ��7KHUH�FRXOG�EH�D�VLJQLILFDQW�ULVH�LQ�GHPDQG�IRU�86�JRRGV
HOVHZKHUH� LQ� WKH�ZRUOG��D� UHIOHFWLRQ�RI� WKH�FRPSHWLWLYH�EHQHILWV�DFFUXHG�E\�86� ILUPV� LQ� WKH
OLJKW�RI�HDUOLHU�KHDY\�LQYHVWPHQW�LQ�,7��+RZHYHU��$PHULFD¶V�H[SHULHQFH�WKURXJK�WKH�FRXUVH�RI
�����VXJJHVWV�WKDW� WKLV� LV�QRW�D�UHDOLVWLF�VFHQDULR��'HVSLWH�WKH�KLJKHU�FDSLWDO�VSHQGLQJ��86
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H[SRUWV�KDYH�IDOOHQ�VLJQLILFDQWO\��$GPLWWHGO\��SDUW�RI�WKLV�GHFOLQH�LV�D�UHIOHFWLRQ�RI�ORZHU�LQWUD�
FRPSDQ\� WUDGH�ZLWK� DIILOLDWHV� RI�86� FRPSDQLHV� HOVHZKHUH� LQ� WKH�ZRUOG��+RZHYHU�� WKHUH� LV
OLWWOH�HYLGHQFH�WR�VXJJHVW�WKDW�WKHUH�KDV��VR�IDU��EHHQ�D�ODVWLQJ�WUHQG�UHYHUVDO� LQ�WKH�FXUUHQW
DFFRXQW�SRVLWLRQ��$�PRUH� OLNHO\�VFHQDULR� LV� WKDW� WKH�86�JURZV�PRUH�VORZO\� WKDQ� WKH�UHVW�RI
WKH�ZRUOG��*LYHQ� WKH� UHODWLYHO\� SRRU� SHUIRUPDQFH�RI�(XURSH�DQG�$VLD� LQ� UHFHQW� \HDUV�� WKLV
FDQQRW�EH�D�SRVLWLYH�RXWFRPH�

7KLUG��ULVLQJ�KRXVHKROG�VDYLQJ�LV�RIIVHW�E\�KLJKHU�JRYHUQPHQW�ERUURZLQJ
,Q�RWKHU�ZRUGV��WKH�JRYHUQPHQW�UHFRJQLVHV�WKH�EODFN�KROH�FUHDWHG�ZLWKLQ�WKH�SULYDWH�VHFWRU
DQG�FKRRVHV�WR�VWHS�LQ�WR�SOXJ�WKH�JDS��,Q�WKH�VKRUW�WHUP��WKLV�PD\�EH�D�ZRUNDEOH�VROXWLRQ��LI
RQO\�WR�WKH�H[WHQW�WKDW�WKH�HFRQRP\�GRHV�QRW�VSLUDO�GRZQZDUGV��+RZHYHU��LW�VKRXOG�EH�QRWHG
WKDW�� LQ�-DSDQ¶V�FDVH�� ILVFDO�SROLF\�DQG�SULYDWH� VDYLQJV�KDYH�QRW� EHHQ� LQGHSHQGHQW�RI� RQH
DQRWKHU��+LJKHU�JRYHUQPHQW�ERUURZLQJ��E\�LQFUHDVLQJ�WKH�IXWXUH�WD[�EXUGHQ�IRU�KRXVHKROGV�
DSSHDUV� WR�KDYH�EHHQ�HQWLUHO\�RIIVHW�E\�KLJKHU�SULYDWH�VHFWRU�VDYLQJ��$V�D� UHVXOW��DOWKRXJK
ILVFDO�SROLF\�PD\�KDYH�SUHYHQWHG�D�FROODSVH� LQ�-DSDQHVH�*'3�� LW� LV� IDU� OHVV�REYLRXV� WKDW� LW
KDV�EHHQ�DVVRFLDWHG�ZLWK�D�VLJQLILFDQW�SRVLWLYH�PXOWLSOLHU�HIIHFW�

)ORZV�DQG�VWRFNV

7KH� XQGHUO\LQJ� SUREOHP� LV� WKH� H[WHQW� WR� ZKLFK� IORZV� RI� LQFRPH� DQG� H[SHQGLWXUH� DUH� D
IXQFWLRQ�RI� VWRFNV�RI� DVVHWV�DQG� OLDELOLWLHV�� ,I� FRQVXPSWLRQ�JURZWK� ULVHV�DERYH�DQG�EH\RQG
WKDW� ZKLFK� FDQ� UHDVRQDEO\� EH� VXVWDLQHG� RYHU� WKH�PHGLXP� WHUP�� LW� ZLOO� HYHQWXDOO\� KDYH� WR
UHYHUVH��7KLV�SURFHVV�LV�WKH�PRUH�OLNHO\�XQGHU�WKH�IROORZLQJ�FRQGLWLRQV�

4�+RXVHKROGV�KDYH�KLJK�VWRFNV�RI�ILQDQFLDO�DVVHWV

4� 7KRVH�ILQDQFLDO�DVVHWV�DUH�YDOXHG�RQ�WKH�EDVLV�RI�IXWXUH�JURZWK�H[SHFWDWLRQV�GLVFRXQWHG
EDFN�WR�WKH�SUHVHQW�GD\

4�+RXVHKROGV� DUH� DEOH� WR� WDNH� RQ� OLDELOLWLHV� RQ� WKH� EDFN� RI� WKH� SHUFHLYHG� YDOXH� RI� WKHLU
ILQDQFLDO�DVVHWV

4� )XWXUH�JURZWK�H[SHFWDWLRQV�DUH� XQVWDEOH� DQG�DUH� SURQH� WR� VXEVWDQWLDO� UHYLVLRQ�� WKHUHE\
KDYLQJ�DQ�LPPHGLDWH�LPSDFW�RQ�WKH�FXUUHQW�YDOXH�RI�ILQDQFLDO�DVVHWV

4�+RXVHKROG� OLDELOLWLHV� EXLOW� XS� RQ� WKH� EDFN� RI� FKDQJHV� LQ� ILQDQFLDO� DVVHWV� DUH� IL[HG� LQ
QRPLQDO�WHUPV��RQO\�GHEW�VHUYLFH�FRVWV�DUH�OLNHO\�WR�FKDQJH

2Q�WKH�EDFN�RI�WKHVH�DVVXPSWLRQV��LW�LV�UHODWLYHO\�HDV\�WR�GHPRQVWUDWH�WKDW�XSZDUG�UHYLVLRQV
WR�IXWXUH�JURZWK�H[SHFWDWLRQV�ZKLFK��XOWLPDWHO\��SURYH�WR�EH�XQMXVWLILHG�FDQ�OHDG�WR�H[FHVVLYH
ERUURZLQJ� LQ� WKH� VKRUW� WHUP� IROORZHG� E\� D� GHEW� µRYHUKDQJ¶� VXEVHTXHQWO\�� 8QGHU� WKHVH
FLUFXPVWDQFHV��VXEVHTXHQW�LQWHUHVW�UDWH�FXWV�PD\�UHGXFH�GHEW�VHUYLFH�FRVWV�EXW�WKH\�ZLOO�GR
OLWWOH�WR�JHW�ULG�RI�WKH�XQGHUO\LQJ�H[FHVV�RI�OLDELOLWLHV��7KH�RQO\�WZR�ZD\V�DURXQG�WKLV�DUH��ILUVW�
D�UDSLG�UHERXQG�LQ�DVVHW�SULFHV�±� LPSODXVLEOH� LI�JURZWK�H[SHFWDWLRQV�ZHUH�H[FHVVLYH� LQ� WKH
ILUVW�SODFH�±�RU��DOWHUQDWLYHO\��D�GRVH�RI�LQIODWLRQ�ZKLFK�UHGXFHV�WKH�UHDO�YDOXH�RI�WKH�QRPLQDO
GHEW�VWRFN�±�XQGHVLUDEOH�LI� WKH�VXEVHTXHQW�FRVWV�RI�GLVLQIODWLRQ�DUH�GHHPHG�WR�EH�UHODWLYHO\
KLJK�
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7KHVH�DUJXPHQWV�VXJJHVW�WKDW�ZH�GR�QRW�OLYH�LQ�D�ZRUOG�RI�µSXVK�EXWWRQ¶�HFRQRPLFV�ZKHUHE\
D� ��� FKDQJH� LQ� VKRUW� WHUP� LQWHUHVW� UDWHV� RU� D� ��� RI� *'3� ILVFDO� HDVLQJ� JLYH� HQWLUHO\
SUHGLFWDEOH� UHVXOWV�� ,QVWHDG�� ZH� OLYH� LQ� D� ZRUOG� ZKHUHE\� EHKDYLRXU� LQ� DQ\� RQH� SHULRG� LV
JRYHUQHG�ERWK�E\�WKH�DVVHW�DQG�OLDELOLW\�EDJJDJH�FDUULHG�RYHU�IURP�HDUOLHU�SHULRGV�DQG�E\�WKH
HSKHPHUDO� TXDOLWLHV� RI� ILQDQFLDO�PDUNHW� H[SHFWDWLRQV��2Q� WKDW� EDVLV�� WKH� YRODWLOLW\� RI� DVVHW
YDOXHV� UHODWLYH� WR� WKH� IL[HG�QDWXUH�RI� ILQDQFLDO� OLDELOLWLHV�SUHVHQWV�D� UHDO� FKDOOHQJH� WR�SROLF\
PDNHUV�
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3ULFH�VWDELOLW\�DQG�GHIODWLRQ

7KH� LPSDFW�RI�DVVHW�SULFHV�RQ�VHFWRUDO�HFRQRPLF�SHUIRUPDQFH� LV�RQH�NH\� LQIOXHQFH�RQ� WKH
VKDSH� DQG� VFDOH� RI� HFRQRPLF� UHFRYHU\�� $� VHFRQG� NH\� LQIOXHQFH� LV� WKH� LPSDFW� RI� SULFH
VWDELOLW\�RQ�WKH�OLNHO\�VXFFHVV�RI�PRQHWDU\�DQG�ILVFDO�SROLF\��7KH�JHQHUDO�SRLQW� LV�WKLV�� ORZHU
LQIODWLRQ�PD\� UHGXFH� WKH� IUHTXHQF\�RI�HFRQRPLF�GLVDVWHU�EXW��ZKHQ�GLVDVWHU�GRHV�FRPH�� LW
PD\�EH�PRUH�GLIILFXOW�WR�UHFWLI\�WKH�VLWXDWLRQ��7KHUH�DUH�WKUHH�NH\�UHDVRQV�

4� )LUVW��LQ�D�VLWXDWLRQ�RI�UHODWLYH�SULFH�VWDELOLW\��LW�LV�PRUH�GLIILFXOW�WR�VXVWDLQ�ORZ�±�RU�QHJDWLYH
±� LQWHUHVW� UDWHV� LQ� UHDO�� LQIODWLRQ�DGMXVWHG�� WHUPV�� 8VLQJ� D� VWDQGDUG� PHDVXUH� RI� UHDO
LQWHUHVW�UDWHV��FKDUW����VKRZV�WKDW��DOWKRXJK�UDWHV�KDYH�EHHQ� ORZ�LQ�-DSDQ�RYHU�WKH�ODVW
WHQ�\HDUV��WKHUH�KDV�EHHQ�QR�DELOLW\�WR�JHQHUDWH�VXVWDLQDEO\�QHJDWLYH�LQWHUHVW�UDWHV�RI�WKH
NLQG� VHHQ� LQ� WKH� ODWH� ����V� DQG� WKURXJKRXW� PXFK� RI� WKH� ����V�� 0RUHRYHU�� IRU� DOO
FRXQWULHV�� WKH� ����V� DQG� ����V� ZHUH� \HDUV� ZKLFK� ODFNHG� VXVWDLQHG� EDODQFH� VKHHW
LQIODWLRQ�� %UHWWRQ� :RRGV� PD\� KDYH� KDG� LWV� GLVDGYDQWDJHV� EXW� DW� OHDVW� LW� SUHYHQWHG
FRXQWULHV� IURP� SXUVXLQJ� XQVXVWDLQDEOH� HFRQRPLF� SDWKV� GULYHQ� E\� ULVHV� LQ� DVVHWV� DQG
VXEVHTXHQW�LQFUHDVHV�LQ�OLDELOLWLHV��7KH�QHHG�IRU�QHJDWLYH�UHDO�LQWHUHVW�UDWHV�LQ�WKH�OLJKW�RI
UDSLG�DVVHW�SULFH�GHFOLQHV�ZDV��WKHUHIRUH��UHGXFHG

����'HIODWLRQ�PD\�KDYH�SUHYHQWHG�-DSDQHVH�UDWHV�IDOOLQJ�IDU�HQRXJK
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5HDO�VKRUW�WHUP�LQWHUHVW�UDWHV

��

6RXUFH��+6%&

4� 6HFRQG��EDQNLQJ�VHFWRU�SUREOHPV�DUH�HDVLHU�WR�GHDO�ZLWK�LI�WKH�FHQWUDO�EDQN�FDQ�JHQHUDWH
D� YHU\� SRVLWLYHO\� VORSHG� \LHOG� FXUYH�� *LYHQ� WKDW� EDQNV� W\SLFDOO\� ERUURZ� VKRUW� DQG� OHQG
ORQJ��D�VWHHSHU�\LHOG�FXUYH�VLJQLILHV�DQ� LPSURYHPHQW� LQ� WKH�SRWHQWLDO�VXSSO\�RI�FUHGLW�� LQ
HIIHFW��EDQNV�UHFHLYH�JUHDWHU�FRPSHQVDWLRQ�IRU�WKH�LQKHUHQW�ULVN�DVVRFLDWHG�ZLWK�OHQGLQJ�
D� ULVN� WKDW� ZLOO� EH� SHUFHLYHG� DV� SDUWLFXODUO\� KLJK� GXULQJ� UHFHVVLRQV�� ,I� LQIODWLRQDU\
H[SHFWDWLRQV�DUH� ORZ�� LW� LV�PRUH� GLIILFXOW� WR� DFKLHYH�D� VWHHSO\� VORSHG� \LHOG� FXUYH� IRU� WKH
VLPSOH�UHDVRQ�WKDW�ERQG�\LHOGV�ZRXOG�EH�ORZHU�WKDQ�PLJKW�RWKHUZLVH�EH�WKH�FDVH��$W�WKH

5HFRYHU\�0HFKDQLVPV����
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H[WUHPH��WKH�UHVXOW�LV�D�-DSDQHVH�VW\OH�VLWXDWLRQ��ZKHUHE\�ORZHU�VKRUW�UDWHV�DUH�PDWFKHG
E\�ORZHU�ORQJ�UDWHV�DQG��DV�D�UHVXOW��D�\LHOG�FXUYH�ZKLFK�LV�QHYHU�SDUWLFXODUO\�VWHHS

4� 7KLUG��LI�UHDO�LQWHUHVW�UDWHV�FDQQRW�EH�UHGXFHG�GUDPDWLFDOO\��DQG�WKH�\LHOG�FXUYH�FDQQRW�EH
IRUFHG� LQWR� D� YHU\� SRVLWLYH� VKDSH�� WKHUH� LV� D� ULVN� WKDW� ORZ� LQIODWLRQ� ZLOO� VOLS� LQWR� RXWULJKW
GHIODWLRQ�� 2QFH� SULFHV� EHJLQ� WR� IDOO�� WKH� WUDQVPLVVLRQ� PHFKDQLVP� RI� PRQHWDU\� SROLF\
EHJLQV� WR� VHL]H� XS�� UHGXFLQJ� WKH� DELOLW\� RI� WKH�PRQHWDU\� DXWKRULWLHV� WR� ERRVW� HFRQRPLF
DFWLYLW\��6RPH�KDYH�VXJJHVWHG�WKDW�WKLV�QHHG�QRW�EH�WKH�FDVH��LQ�WKH�����V��IRU�H[DPSOH�
WKH�µ3LJRX�HIIHFW¶�SRLQWHG�WR�WKH�SRVLWLYH�LPSDFW�RQ�µUHDO�PRQH\�EDODQFHV¶�RI�IDOOLQJ�SULFHV
DQG� VXJJHVWHG� WKDW� WKLV� ZRXOG� OHDG� WR� D� SRVLWLYH� LPSDFW� RQ� RYHUDOO� VSHQGLQJ�� 7KLV�
KRZHYHU�� PD\� EH� DQ� RYHUO\� RSWLPLVWLF� LQWHUSUHWDWLRQ� RI� GHIODWLRQDU\� WUHQGV�� 8OWLPDWHO\�
GHIODWLRQ�UHGXFHV�WKH�DELOLW\�RI� WKH�HFRQRP\�WR� OLQN�ZLOOLQJ� OHQGHUV�ZLWK�ZLOOLQJ�ERUURZHUV
DQG��DV�D�UHVXOW��OHDGV�WR�LQIRUPDWLRQDO�IDLOXUHV

'HIODWLRQ�UHGXFHV�WKH�DELOLW\�WR�GHDO�ZLWK�ULVN

'HIODWLRQ�EDVLFDOO\�UHGXFHV�WKH�DELOLW\�RI�WKH�HFRQRP\�WR�UHFRYHU�EHFDXVH�LW�SURYLGHV�D�PDMRU
GLVLQFHQWLYH�WR�ULVN�WDNLQJ��0RQH\�ULVHV�LQ�YDOXH�QRW�MXVW�DJDLQVW�JRRGV�DQG�VHUYLFHV�EXW�DOVR
DJDLQVW� WKH�PDMRULW\�RI� µULVN\¶�DVVHWV��'XULQJ�D�GHIODWLRQDU\�SHULRG�� LW�PD\�EH� WKH�FDVH� WKDW
FRPSDQLHV�DUH�DEOH� WR�HDUQ�SRVLWLYH� UHDO� UHWXUQV�EXW�� LQ�QRPLQDO� WHUPV�� WKRVH� UHWXUQV�PD\
VWLOO� EH� QHJDWLYH�� 8QGHU� WKHVH� FLUFXPVWDQFHV�� WKHUH� LV� OLWWOH� UHDVRQ� WR� KROG� HTXLWLHV� RU
FRUSRUDWH� ERQGV�� ,QVWHDG�� WKH� FKRLFH� LV� OLNHO\� WR� EH� EHWZHHQ� FDVK� DQG� µQHDU�FDVK¶
DOWHUQDWLYHV��VXFK�DV�JRYHUQPHQW�ERQGV��$V�D�UHVXOW��WKH�PHFKDQLVPV�WR�WUDQVIHU�IXQGV�IURP
VDYHUV�WKURXJK�WR�µULVN\¶�ERUURZHUV�DUH�FXUWDLOHG�DQG�WKH�HFRQRP\�EHJLQV�WR�PRYH�WR�D�PXFK
ZHDNHU�SDWK�IRU�HFRQRPLF�JURZWK�

,V�GHIODWLRQ�D�VHULRXV�ULVN"�'XULQJ�WKH�����V�DQG�����V��WKHUH�ZHUH�IHZ�UHDVRQV�IRU�FRQFHUQ�
:LWK� LQIODWLRQ� UHODWLYHO\� KLJK� LQ� WKH� ILUVW� SODFH�� PRQHWDU\� SROLF\� ZDV� UHODWLYHO\� HIIHFWLYH�
0HDQZKLOH��ZKHQ�WKHUH�ZHUH�ELJ�GHFOLQHV�LQ�DVVHW�SULFHV�±�LQ������DQG�������IRU�H[DPSOH�±
WKH�H[FHVVLYH�OHYHOV�RI�GHEW�WKDW�ZHUH�OHIW�RYHU�ZHUH�HURGHG�TXLFNO\�WKURXJK�KLJKHU�LQIODWLRQ�
0RUHRYHU��JLYHQ�WKDW� LQIODWLRQ�ZDV�DOZD\V�UHODWLYHO\�KLJK�RYHU� WKDW�SHULRG�� LW�ZDV�GLIILFXOW� WR
HYHQ�WKLQN�RI�WKH�SRVVLELOLW\�RI�SULFH�GHFOLQHV��'HIODWLRQ�ZDV�DQ�KLVWRULFDO�TXLUN��LQWHUHVWLQJ�IRU
HFRQRPLF�KLVWRULDQV�EXW�QRW�IRU�DQ\ERG\�HOVH�

)RXU�GHIODWLRQDU\�LQIOXHQFHV

'HIODWLRQDU\�ULVN�LV�JUHDWHU�XQGHU�IRXU�FRQGLWLRQV�

4� )LUVW�� WKHUH� LV� HYLGHQFH� RI� D� ILQDQFLDO� RU� HFRQRPLF� EXEEOH�� ,Q� RWKHU� ZRUGV�� WKHUH� DUH
LQGLFDWLRQV�WKDW�OLDELOLWLHV�KDYH�ULVHQ�RQ�WKH�EDFN�RI�UDSLG�JDLQV�LQ�DVVHW�YDOXHV��,I�QRPLQDO
UHWXUQ� H[SHFWDWLRQV� VXEVHTXHQWO\� FROODSVH�� DVVHW� SULFHV� IDOO� EXW� WKH� VWRFN� RI� OLDELOLWLHV
UHPDLQV�XQFKDQJHG��7KH�SURFHVV�RI�GHEW�UHSD\PHQW�VORZV�WKH�SDFH�RI�UHFRYHU\�DQG�� LQ
WXUQ��PD\�OHDG�WR�DQ�LQFUHDVHG�FKDQFH�RI�SULFH�GHFOLQHV
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4� 6HFRQG�� WKH� LQIODWLRQ� UDWH� LV� DOUHDG\� YHU\� ORZ�� ,Q� RWKHU� ZRUGV�� D� VKRFN� WR� WKH� OHYHO� RI
DFWLYLW\� ZKLFK� IRUFHV� LQIODWLRQ� ORZHU� KDV� D� JUHDWHU� FKDQFH� RI� FUHDWLQJ� GHIODWLRQDU\
FRQGLWLRQV�LI�LQIODWLRQ�LV�DOUHDG\�FORVH�WR�]HUR

4� 7KLUG�� SROLF\� UHVSRQGV� RQO\� VORZO\� WR� FKDQJHV� LQ� WKH� HFRQRPLF� HQYLURQPHQW�� ,I� WKH
DXWKRULWLHV� FRQWLQXH� WR� ILJKW� ODVW� \HDU¶V� LQIODWLRQDU\� EDWWOH� UDWKHU� WKDQ� WKLV� \HDU¶V
GHIODWLRQDU\�ZDU��WKH\�PD\�ILQG�WKHPVHOYHV�LQ�D�SRVLWLRQ�ZKHUHE\�WKH�FROODSVH� LQ�SULYDWH
VHFWRU�H[SHFWDWLRQV� IRU� IXWXUH�JURZWK�FRPHV� WKURXJK� IDVWHU� WKDQ� WKH�RIIVHWWLQJ�PRQHWDU\
DQG�ILVFDO�DGMXVWPHQW��2Q�WKLV�EDVLV��OLTXLGLW\�WUDS�SUREOHPV�DUH�PRUH�OLNHO\

4� )RXUWK��DQ�DEVHQFH�RI�VLJQLILFDQW�H[FKDQJH�UDWH�DGMXVWPHQW�SUHYHQWV�D�VZLWFK�LQ�GHPDQG
IURP�QRQ�IXQFWLRQLQJ�GRPHVWLF�VRXUFHV�WR�H[WHUQDO�VRXUFHV��$V�D�UHVXOW��WKH�DGMXVWPHQW�WR
D� GHIODWLRQDU\� VKRFN� WDNHV� ORQJHU� FDUULHV� JUHDWHU� GRZQVLGH� ULVNV� IRU� ORQJHU�WHUP� SULFH
VWDELOLW\

2I�WKHVH�IRXU�IDFWRUV��WKH�86�FXUUHQWO\�VFRUHV�RQ�WKUHH��7KHUH�ZDV�HYLGHQFH�RI�D�EXEEOH��WKH
LQIODWLRQ� UDWH� LV� YHU\� ORZ� DQG� WKHUH� KDV� EHHQ� QR� H[FKDQJH� UDWH� DGMXVWPHQW� RI� DQ\
VLJQLILFDQFH�VR�IDU��7KH�JRRG�QHZV�LV�WKDW��VR�IDU��SROLF\�KDV�UHVSRQGHG�PXFK�PRUH�TXLFNO\
WR�WKH�WKUHDW�WKDQ�ZDV�WKH�FDVH�HLWKHU� LQ�-DSDQ�DW�WKH�EHJLQQLQJ�RI�WKH�����V�RU�WKH�86�DW
WKH�EHJLQQLQJ�RI�WKH�����V��1HYHUWKHOHVV��WKHUH�LV�DW�OHDVW�VRPH�ULVN�WKDW�GHIODWLRQ�FRXOG�WDNH
KROG��$IWHU�DOO��-DSDQ�H[SHULHQFHG�D�VLJQLILFDQW�GHFOLQH� LQ� WKH�\HQ¶V�YDOXH�DW� WKH�HQG�RI� WKH
����V��VHH�FKDUW�����\HW�WKLV�GLG�QRW�PDQDJH�WR�VDYH�WKH�-DSDQHVH�HFRQRP\�

����7KH�\HQ�IHOO�LQ������DQG������²�EXW�XQIRUWXQDWHO\�URVH�WKHUHDIWHU
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<HQ�H[FKDQJH�UDWH�DJDLQVW�WKH�GROODU

<HQ�86'<HQ�86'

6RXUFH��+6%&

,W�LV�DOVR�ZRUWK�QRWLQJ�WKDW�ZH�KDYH�VDLG�QRWKLQJ�DERXW�UHVWUXFWXULQJ��7KHUH�LV�D�JRRG�UHDVRQ
IRU� WKDW�� -DSDQ¶V� ODFN�RI� UHVWUXFWXULQJ� LQ� WKH� ILUVW� KDOI� RI� WKH� ����V� KDV� EHHQ� VHHQ� DV� RQH
IDFWRU�EHKLQG�WKH�VXEVHTXHQW�SHULRG�RI�GHIODWLRQ��+RZHYHU��$PHULFD¶V�GHIODWLRQ�LQ�WKH�����V
FDPH�DW�D�WLPH�RI�DJJUHVVLYH�FRVW�UHVWUXFWXULQJ�� ,Q�-DSDQ¶V�FDVH��GHIODWLRQ�ZDV�DVVRFLDWHG
ZLWK� D� ULVLQJ� KRXVHKROG� VDYLQJ� UDWLR� ±� SHUKDSV� D� SUHFDXWLRQDU\� UHVSRQVH� WR� WKH� WKUHDW� RI
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ULVLQJ�XQHPSOR\PHQW�±�EXW�$PHULFD¶V�GHIODWLRQ�ZDV�DVVRFLDWHG�ZLWK�D�IDOOLQJ�VDYLQJ�UDWLR�DV
KRXVHKROGV�DWWHPSWHG� WR�PDLQWDLQ� WKHLU� VSHQGLQJ�KDELWV� LQ� WKH�ZDNH�RI� VHYHUH� MRE� ORVVHV�
7KHUH�VHHPV�WR�EH�QR�GLUHFW�UHODWLRQVKLS�EHWZHHQ�UHVWUXFWXULQJ�DQG�WKH�FKDQFHV�RI�DYRLGLQJ
UHFHVVLRQ�

7KH� ULVN� RI� GHIODWLRQ� LV� XOWLPDWHO\� D� ULVN� WKDW� VWHPV� IURP� HDUOLHU� H[FHVV�� $� FRPELQDWLRQ� RI
EDODQFH� VKHHW� LQIODWLRQ� DQG� SULFH� VWDELOLW\� VLJQLILFDQWO\� LQFUHDVHV� WKH� ULVN� RI� D� VXEVHTXHQW
PRYH� LQWR� GHIODWLRQ�� )URP� WKDW� SHUVSHFWLYH�� FHQWUDO� EDQNHUV� VKRXOG� EH� DLPLQJ� WR� SUHYHQW
ILQDQFLDO� DQG�HFRQRPLF� EXEEOHV� IURP�GHYHORSLQJ� QRW� IURP� WKH� SHUVSHFWLYH� RI� D� VKRUW� WHUP
WKUHDW� RI� KLJKHU� LQIODWLRQ�EXW�� UDWKHU�� IURP� WKH� SHUVSHFWLYH� RI� D�PHGLXP� WHUP� ULVN� RI� IDOOLQJ
SULFHV�
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7KH�OLPLWV�WR�WKH�SDFH�RI�UHFRYHU\

$Q� DEVHQFH� RI� FRQVXPHU� UHFRYHU\� PHFKDQLVPV� GRHV� QRW� UXOH� RXW� UHFRYHU\� DOWRJHWKHU�
+RZHYHU�� WKHUH�PD\� EH� OLPLWV� WR� WKH� H[WHQW� RI� DQ\� UHFRYHU\�� 7KHVH� OLPLWV�� LQ� SDUW�� ZLOO� EH
EDVHG�RQ�WKH�HDUOLHU�SHULRG�RI�H[FHVVLYH�JURZWK��7KH�PDJQLWXGH�RI�WKHVH�OLPLWV�LV��RI�FRXUVH�
QRW� HDV\� WR� FDOFXODWH�� 1HYHUWKHOHVV�� VRPH� XVHIXO� FOXHV� FRPH� IURP� WKH� RXWORRN� IRU� RQH
VSHFLILF�SDUW�RI�DQ�HFRQRP\��QDPHO\�WKH�EDODQFH�RI�SD\PHQWV�SRVLWLRQ�

,Q�WKH�����V�DQG�����V��WKH�EDODQFH�RI�SD\PHQWV�SURYLGHG�D�NH\�FRQVWUDLQW�RQ�WKH�DELOLW\�RI
FRXQWULHV�WR�JURZ�DW�µH[FHVVLYH¶�UDWHV��:LWK�OLPLWHG�JOREDO�FDSLWDO�IORZV��D�OXUFK�LQWR�EDODQFH
RI�SD\PHQWV�GHILFLW�ZRXOG�EH�GLIILFXOW�WR�IXQG�DQG��DV�D�UHVXOW��D�SROLF\�UHYHUVDO�ZDV�UHTXLUHG
UHODWLYHO\�HDUO\�RQ�WR�DYRLG�D�GHYDOXDWLRQ�RI�WKH�FXUUHQF\��7KLV�SURFHVV�FRQWULEXWHG��LQ�SDUW��WR
WKH�µVWRS�JR¶�HFRQRPLF�SROLFLHV�RI�WKDW�SHULRG�

����7KH�86�KDV�ERUURZHG�OLNH�WKHUH·V�QR�WRPRUURZ
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&XUUHQW�DFFRXQW�DV�D�VKDUH�RI�*'3

��*'3��*'3

6RXUFH��+6%&

6LQFH�WKH�����V��KRZHYHU��WKH�EDODQFH�RI�SD\PHQWV�FRQVWUDLQW�KDV�JUDGXDOO\�EHHQ�OLIWHG��$
QXPEHU�RI� IDFWRUV�KDYH�FRQWULEXWHG� WR� WKLV�SURFHVV��)LUVW��KLJKHU�DQG�PRUH�YRODWLOH� LQIODWLRQ
PDGH� IL[HG� FXUUHQFLHV� PRUH� GLIILFXOW� WR� VXVWDLQ�� ,Q� UHVSRQVH�� WKH� %UHWWRQ� :RRGV� V\VWHP
FROODSVHG� WR� EH� UHSODFHG� E\� D� YDULHW\� RI� IORDWLQJ� UHJLPHV�� SHJJHG� UHJLPHV� DQG� UHJLRQDO
FXUUHQF\�V\VWHPV��6HFRQG��WKH�JUDGXDO�DEROLWLRQ�RI�FDSLWDO�FRQWUROV�HQDEOHG�FXUUHQW�DFFRXQW
GHILFLWV� WR� EH� IXQGHG� UHODWLYHO\� HDVLO\�� 7KLUG�� WKH� HYROXWLRQ� RI� ILQDQFLDO� PDUNHWV� DQG� WKH
LQFUHDVH� LQ� LQIRUPDWLRQDO� IORZV� ±� SDUWO\� DVVRFLDWHG�ZLWK� WKH� DGYHQW� RI� QHZ� WHFKQRORJLHV� ±
PDGH�LW�HDVLHU�IRU�FRXQWULHV�WR�JHW�DFFHVV�WR�FDSLWDO�IURP�HOVHZKHUH�LQ�WKH�ZRUOG�

3XW�DQRWKHU�ZD\��WKHVH�FKDQJHV�LQ�WKH�EDODQFH�RI�SD\PHQWV�SRVLWLRQ�KDYH�PDGH�LW�HDVLHU�IRU
WKH�GRPHVWLF�VHFWRUV�RI�DQ�HFRQRP\�±� WKH�KRXVHKROG�VHFWRU�� WKH�FRUSRUDWH�VHFWRU�DQG� WKH
JRYHUQPHQW� VHFWRU� ±� WR� JR� LQWR� GHILFLW� RYHU� D� VXVWDLQHG� SHULRG� RI� WLPH�� 7KH� SURYLVLRQ� RI
UHVRXUFHV�IURP�DEURDG�KDV�EHHQ�D�NH\�IDFWRU�LQ�VXSSUHVVLQJ�LQIODWLRQDU\�SUHVVXUHV�DQG��DV�D

*URZWK�$QG�,PEDODQFHV
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UHVXOW��FRXQWULHV�KDYH�EHHQ�DEOH�WR�JR�GRZQ�µXQVXVWDLQDEOH¶�SDWKV�IRU�ORQJHU�WKDQ�PLJKW�KDYH
EHHQ�WKH�FDVH�LQ�WKH�SDVW�

([SHFWDWLRQV�SOD\�D�NH\�SDUW� LQ� WKLV�SURFHVV�� ,Q�H[DFWO\� WKH�VDPH�ZD\� WKDW�GRPHVWLF�DVVHW
SULFHV�ZLOO�GLVFRXQW�H[SHFWHG�IXWXUH�JURZWK��VR�FDSLWDO�LQIORZV�ZLOO�EH�GULYHQ�E\�UHODWLYH�UHWXUQ
H[SHFWDWLRQV��$V�ORQJ�DV�WKHVH�UHPDLQ�EXR\DQW�IRU�D�SDUWLFXODU�FRXQWU\��WKHUH�VKRXOG�EH�QR
GLIILFXOW\� LQ�DWWUDFWLQJ�FDSLWDO� IORZV��<HW�ZH�NQRZ� IURP�HPHUJLQJ�PDUNHW�H[DPSOHV�RYHU� WKH
ODVW� GHFDGH� WKDW� WKHUH�PD\� EH� DQ� LQFRQVLVWHQF\� EHWZHHQ� VKRUW� DQG� ORQJ� UXQ� YLHZV� RI� DQ
HFRQRP\¶V�OLNHO\�VXFFHVV�RU��DOWHUQDWLYHO\��WKHUH�PD\�EH�D�EUHDN�GRZQ�LQ�LQIRUPDWLRQDO�IORZV
EHWZHHQ�WKH�XOWLPDWH�SURYLGHUV�RI�FDSLWDO�DQG�WKH�GRPHVWLF�XVHUV�RI�FDSLWDO�±�VRPHWLPHV�DV�D
UHVXOW� RI� D� SRRUO\� IXQFWLRQLQJ� EDQNLQJ� V\VWHP� ZKLFK� VXIIHUV� IURP� D� ODFN� RI� SUXGHQWLDO
VXSHUYLVLRQ�

:H�DOVR�NQRZ�IURP�RWKHU�DUHDV�RI�ERUURZLQJ�WKDW�WKHUH�FDQ�EH�D�VXVWDLQDELOLW\�SUREOHP�RYHU
WKH�PHGLXP� WHUP�DVVRFLDWHG�ZLWK� DQ� H[FHVVLYH� EXLOG�XS� RI� GHEW�� 7KH� ,WDOLDQ� DQG�6ZHGLVK
ILVFDO�FULVHV�RI� WKH�����V�DUH�JRRG�H[DPSOHV�RI� WKLV�SUREOHP��7KHUH�PD\�QRW�EH�DQ\�JUHDW
GLIILFXOW\�LQ�ERUURZLQJ�LQ�DQ\�RQH�\HDU�EXW��FXPXODWLYHO\��WKH�LPSDFW�RQ�GHEW�DQG�GHEW�VHUYLFH
FRVWV� FDQ� EHFRPH� XQVXVWDLQDEOH�� (LWKHU� WKH� JRYHUQPHQW� LV� IRUFHG� WR� UDLVH� WD[HV� RU�
DOWHUQDWLYHO\��LW�FKRRVHV�WR�LQIODWH�LWV�ZD\�RXW�RI�WKH�SUREOHP��WKXV�UHGXFLQJ�WKH�UHDO�YDOXH�RI
LWV�RXWVWDQGLQJ�GHEWV��$V�D�UHVXOW��LW�LPSRVHV�DQ�LQIODWLRQ�WD[�RQ�ERQG�KROGHUV�

$PHULFD¶V�JURZLQJ�GHEW�ZLWK�WKH�UHVW�RI�WKH�ZRUOG

����7KH�QHZ�SDUDGLJP�RXWORRN�IRU�86�H[WHUQDO�GHEW

)RUHLJQ�RZQHG�86�DVVHWV��LH�86
H[WHUQDO�OLDELOLWLHV����86�*'3

86�RZQHG�IRUHLJQ
DVVHWV����86�*'3�

&XUUHQW�DFFRXQW
GHILFLW����86�*'3�

1HW�H[WHUQDO�OLDELOLWLHV
���86�*'3�
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6RXUFH��+6%&�7KLV�VFHQDULR�DVVXPHV�WKDW�86�DVVHWV�FRQWLQXH�WR�RXWSHUIRUP�WKRVH�HOVHZKHUH�LQ�WKH�ZRUOG�E\����SHU�\HDU��LQ�OLQH�ZLWK�WKH
DYHUDJH�RXWSHUIRUPDQFH�RI�86�ERQGV�DQG�HTXLWLHV�LQ�WKH�VHFRQG�KDOI�RI�WKH�����V��,W�DOVR�DVVXPHV�WKDW�WKH�GROODU�ULVHV�E\������LQ�WUDGH�
ZHLJKWHG�WHUPV��D�FRQWLQXDWLRQ�RI�WKH�DYHUDJH�DSSUHFLDWLRQ�VHHQ�LQ�WKH�VHFRQG�KDOI�RI�WKH�����V��1RPLQDO�*'3�JURZWK�LV�DVVXPHG�WR�EH
�����SHU�\HDU��LQ�OLQH�ZLWK�µQHZ�SDUDGLJP¶�H[SHFWDWLRQV

7KHVH�DUJXPHQWV�DSSO\� WR� WKH�86� WRGD\��$OWKRXJK� WKH�86�FDQ�KDUGO\�EH�GHVFULEHG�DV�DQ
HPHUJLQJ�PDUNHW��LW�LV�QHYHUWKHOHVV�WUXH�WKDW�WKH�86�FDQQRW�FRQWLQXH�LQGHILQLWHO\�RQ�WKH�SDWK
HPEDUNHG�XSRQ�GXULQJ�WKH� ODWH�����V��7KH�SHUVLVWHQFH�RI�FXUUHQW�DFFRXQW�GHILFLWV�RYHU�WKH
ODVW� ��� \HDUV�KDV�DOUHDG\� VKLIWHG� WKH�86� WR� EHLQJ�D�QHW� H[WHUQDO� GHEWRU� UDWKHU� WKDQ� D� QHW
H[WHUQDO� FUHGLWRU�� 3HUVLVWHQW� FXUUHQW� DFFRXQW� GHILFLWV� ZLOO� PDNH� WKH� VLWXDWLRQ� HYHQ� ZRUVH�
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7DEOH�����IRU�H[DPSOH��VKRZV�WKH�RXWORRN�IRU�QHW�H[WHUQDO�OLDELOLWLHV�EDVHG�RQ�D�FRQWLQXDWLRQ
RI�QHZ�SDUDGLJP�DVVXPSWLRQV��DOO�RI�ZKLFK�DUH�GHWDLOHG�DW�WKH�ERWWRP�RI�WKH�WDEOH��7KH�WDEOH
VXJJHVWV� WKDW� WKH�86�VLPSO\�FDQQRW�SHUVLVW�ZLWK�D�FXUUHQW�DFFRXQW�GHILFLW�DW�DURXQG����RI
*'3�� ,W�ZLOO� OHDG� WR�HQ�H[SORVLYH� ULVH� LQ� WKH� UDWLR� RI� QHW� H[WHUQDO� OLDELOLWLHV� UHODWLYH� WR�*'3
ZKLFK��XOWLPDWHO\��ZLOO�QRW�EH�VXVWDLQDEOH�

7KLV�VFHQDULR�VXJJHVWV�WKDW�FRXQWULHV�FDQ�IDFH�D�µWLFNLQJ�WLPH�ERPE¶�SUREOHP��7KH�ERPE�ZLOO
JR�RII�DW�VRPH�SRLQW�EXW�SROLF\�PDNHUV�FDQQRW�EH�VXUH�ZKHQ�WKDW�PRPHQW�ZLOO�EH��,Q�WKH�VKRUW
WHUP�� WKHUH�PD\�EH�D�QXPEHU�RI�SRVLWLYH�RXWFRPHV� WKDW�FDQ�EH�DFKLHYHG� IRU�DQ�HFRQRP\�
7KHVH��KRZHYHU��PD\�XOWLPDWHO\�QRW�EH�FRQVLVWHQW�ZLWK�D� ORQJ�WHUP�HTXLOLEULXP� LQ� WHUPV�RI
DVVHWV� DQG� OLDELOLWLHV� ZKHWKHU� IURP� D� SXUHO\� GRPHVWLF� SHUVSHFWLYH� RU� IURP� D� JOREDO� DQJOH�
7DEOH����EDVLFDOO\�VKRZV�WKDW�HYHQ�D�VWDELOLVDWLRQ�RI�WKH�FXUUHQW�DFFRXQW�GHILFLW�±�DQ�HYHQW
ZKLFK� KDV� RFFXUUHG� LQ� WKH� ODVW� WZHOYH�PRQWKV� ±� LV� QRW� VXIILFLHQW� WR� XQGR� WKLV� ORQJHU�WHUP
SUREOHP�

����:KDW�QHHGV�WR�KDSSHQ�WR�EULQJ�WKH�FXUUHQW�DFFRXQW�LQWR�EDODQFH�E\�����

���� ���� ���� ����

2SWLRQ����*URZWK�FRQWUDFWLRQ
86�*'3����\HDU� ���� ���� ���� ����
86�&XUUHQW�DFFRXQW����*'3� ���� ���� ��� �
:RUOG�*'3�JURZWK����\HDU� ��� ���� ��� ���

2SWLRQ����'ROODU�GHFOLQH
86�*'3����\HDU� ��� ��� ��� ����
86�FXUUHQW�DFFRXQW����*'3� ��� ��� ��� ���
:RUOG�*'3�JURZWK����\HDU� ��� ��� ��� ���

<HQ�� �� �� ��
��HXUR ��� ��� ���
��� ��� ��� ���

6RXUFH��+6%&��EDVHG�RQ�VLPXODWLRQV�FDUULHG�RXW�RQ�WKH�2()�PRGHO

7R� LOOXVWUDWH� WKH�PDJQLWXGH� RI� WKH� SUREOHP��ZH� KDYH� FDUULHG� RXW� VRPH� VLPXODWLRQV� RQ� WKH
2[IRUG�(FRQRPLF�)RUHFDVWLQJ�PRGHO�±�VHH�WDEOH����±�WR�DVVHVV�ZKDW�ZRXOG�KDYH�WR�KDSSHQ
WR�WKH�86�HFRQRP\�RYHU�WKH�QH[W�WKUHH�\HDUV�LQ�RUGHU�WR�EULQJ�WKH�FXUUHQW�DFFRXQW�GHILFLW�LQWR
EDODQFH�� :H� KDYH� DGRSWHG� WZR� DSSURDFKHV�� 7KH� ILUVW� DVVHVVHV� WKH� H[WHQW� WR� ZKLFK� 86
GRPHVWLF� GHPDQG� ZRXOG� KDYH� WR� ZHDNHQ� WR� JHQHUDWH� WKH� LPSURYHPHQW� SXUHO\� WKURXJK� D
GRZQZDUG�VKLIW�LQ�86�JURZWK�UHODWLYH�WR�JURZWK�HOVHZKHUH�LQ�WKH�ZRUOG��7KH�VHFRQG�DFKLHYHV
WKH�VDPH�UHVXOW�EXW�� WKLV� WLPH��DVVHVVHV�KRZ�IDU� WKH�GROODU�ZRXOG�KDYH�WR�IDOO�±� IRU�D�JLYHQ
JURZWK�UDWH�±�WR�DFKLHYH�D�VZLWFK�H[SHQGLWXUH�DZD\�IURP�GRPHVWLF�GHPDQG�WRZDUGV�H[SRUWV�
7KH�UHVXOWV��VKRZQ�LQ�WDEOH�����DUH�GLVFRQFHUWLQJ��7KH\�VXJJHVW�HLWKHU�D�VXVWDLQHG�SHULRG�RI
H[WUDRUGLQDULO\�GHHS�86�UHFHVVLRQ�RU��DOWHUQDWLYHO\��D�GROODU�GHFOLQH�WR�������DJDLQVW�WKH�HXUR
DQG�WR������(LWKHU�ZD\��WKH\�LPSO\�ELJ�SUREOHPV�QRW�MXVW�IRU�WKH�86�HFRQRP\�EXW�DOVR�IRU�WKH
UHVW� RI� WKH� ZRUOG�� VKRFNV� RQ� WKLV� VFDOH� ZRXOG� LPSO\� D� VHULRXV� GLVUXSWLRQ� RI� WKH� JOREDO
HFRQRP\�RYHU�WKH�QH[W�IHZ�\HDUV�
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6XVWDLQDELOLW\�LV�WKH�LVVXH

$OO�RI�WKH�DUJXPHQWV�XVHG�ZLWKLQ�WKLV�SLHFH�ERLO�GRZQ�WR�DQ�LVVXH�DERXW�VXVWDLQDELOLW\��7KH\
VXJJHVW��ILUVW��WKDW�ERRPV�DQG�EXVWV�KDYH�QRW�EHHQ�HUDGLFDWHG�HYHQ�ZLWK�WKH�DGYHQW�RI�SULFH
VWDELOLW\�DQG��VHFRQG��WKDW�ERRPV�DQG�EXVWV�FDQ�OHDG�WR�ORQJHU�WHUP�SUREOHPV�IRU�HFRQRPLF
JURZWK��$V�D�UHVXOW��LW�PD\�EH�GHVLUDEOH�WR�GLUHFW�SROLF\�LQ�ZD\V�WKDW�FRXOG�EH�FRQVLVWHQW�ZLWK
D�VXVWDLQDEOH�HFRQRPLF�RXWORRN�� LQ�RWKHU�ZRUGV��ERRPV�DQG�EXVWV�VKRXOG��ZKHUH�SRVVLEOH�
EH�DYRLGHG�

7KLV�PLJKW�VHHP�OLNH�D�VHQVLEOH�SURSRVLWLRQ�EXW� LW� LV�ZRUWK�QRWLQJ� WKDW�SROLF\�PDNHUV�DW� WKH
KLJKHVW� OHYHO� KDYH� VXJJHVWHG� RWKHUZLVH�� ,Q� KLV� VHPL�DQQXDO� WHVWLPRQ\� WR�&RQJUHVV� RQ� ��
-XO\�������)HG�&KDLUPDQ�$ODQ�*UHHQVSDQ�VDLG�WKH�IROORZLQJ�

³%\� LWVHOI�� WKH� LQWHUSUHWDWLRQ� WKDW� ZH� DUH� FXUUHQWO\� HQMR\LQJ� SURGXFWLYLW\� DFFHOHUDWLRQ� GRHV� QRW
HQVXUH� WKDW� HTXLW\� SULFHV� DUH� QRW� RYHUH[WHQGHG�� 7KHUH� FDQ� EH� OLWWOH� GRXEW� WKDW� LI� WKH� QDWLRQ
V
SURGXFWLYLW\� JURZWK� KDV� VWHSSHG� XS�� WKH� OHYHO� RI� SURILWV� DQG� WKHLU� IXWXUH� SRWHQWLDO� ZRXOG� EH
HOHYDWHG�� 7KDW� SURVSHFW� KDV� VXSSRUWHG� KLJKHU� VWRFN� SULFHV�� 7KH� GDQJHU� LV� WKDW� LQ� WKHVH
FLUFXPVWDQFHV��DQ�XQZDUUDQWHG��SHUKDSV�HXSKRULF��H[WHQVLRQ�RI� UHFHQW�GHYHORSPHQWV�FDQ�GULYH
HTXLW\�SULFHV�WR� OHYHOV�WKDW�DUH�XQVXSSRUWDEOH�HYHQ�LI�ULVNV� LQ�WKH�IXWXUH�EHFRPH�UHODWLYHO\�VPDOO�
6XFK�VWUD\LQJ�DERYH� IXQGDPHQWDOV�FRXOG�FUHDWH�SUREOHPV� IRU�RXU�HFRQRP\�ZKHQ� WKH� LQHYLWDEOH
DGMXVWPHQW�RFFXUV�� ,W� LV� WKH� MRE�RI�HFRQRPLF�SROLF\PDNHUV� WR�PLWLJDWH� WKH� IDOORXW�ZKHQ� LW� RFFXUV
DQG��KRSHIXOO\��HDVH�WKH�WUDQVLWLRQ�WR�WKH�QH[W�H[SDQVLRQ�´

7KH�VXJJHVWLRQ�DSSHDUV�WR�EH�WKDW�FHQWUDO�EDQNHUV�VKRXOG�QRW�LQWHUYHQH�VLJQLILFDQWO\�GXULQJ�D
SHULRG�RI�HFRQRPLF�ERRP�HYHQ�LI�WKHUH�LV�HYLGHQFH�WKDW�DVVHW�SULFHV�DUH�EHLQJ�GULYHQ�XS�WR
XQVXVWDLQDEOH� OHYHOV�� ,QVWHDG�� FHQWUDO� EDQNHUV� VKRXOG� VLPSO\�PLQLPLVH� WKH�FRVW�DVVRFLDWHG
ZLWK� DQ\� VXEVHTXHQW� GHFOLQH� LQ� DVVHW� SULFHV��7KLV� DV\PPHWU\� FRXOG�� DUJXDEO\�� OHDG� WR� WKH
GHYHORSPHQW�RI�PRUDO�KD]DUG�SUREOHPV��ZKLFK�PLJKW�XOWLPDWHO\�EDFNILUH� LI�PRQHWDU\� SROLF\
IDLOV�WR�µNLFN�VWDUW¶�WKH�HFRQRP\�GXULQJ�WKH�VXEVHTXHQW�GRZQVZLQJ�

&OHDUO\�� WKH� )HG� WULHG� YHU\� KDUG� WKURXJKRXW� ����� WR� µPLWLJDWH� WKH� IDOORXW¶�� 0RUHRYHU�� LW
SUREDEO\�ZLOO�EH�WKH�FDVH�WKDW��HYHQWXDOO\��D�UHFRYHU\�ZLOO�FRPH�WKURXJK��7KH�DUJXPHQWV� LQ
WKLV�SLHFH��KRZHYHU��VXJJHVW�WKDW�WKH�IDOORXW�PD\�EH�KLJKO\�GLVUXSWLYH�DQG��DV�D�UHVXOW��FRXOG
OHDG�WR�\HDUV�RI�JURZWK�XQGHU�SHUIRUPDQFH��0RUHRYHU��WKH�H[WHQW�WR�ZKLFK�SROLF\PDNHUV�DUH
DEOH�WR�µPLWLJDWH�WKH�IDOORXW¶�PD\�EH�VLJQLILFDQWO\�ORZHU�WKDQ�WKH\�H[SHFW�LI�WKH�HDUOLHU�SHULRG�RI
H[FHVV�ZDV�H[WHQVLYH�

,Q�RWKHU�ZRUGV��LW�PLJKW�EH�EHWWHU�WR�SUHYHQW�H[FHVVHV�IURP�DULVLQJ�LQ�WKH�ILUVW�SODFH��,QIODWLRQ
WDUJHWLQJ�ZDV�VXSSRVHG�WR�GR�WKLV��$OWKRXJK�WKH�)HGHUDO�5HVHUYH�GRHV�QRW�KDYH�D�SXEOLVKHG
LQIODWLRQ� WDUJHW�� LW� LV� TXLWH� FOHDU� WKDW� SULFH� VWDELOLW\� LV� LWV� RYHUULGLQJ� REMHFWLYH�� ,Q� LWV� RZQ
DFFRXQW�RI�LWV�PRQHWDU\�REMHFWLYHV��WKH�)HGHUDO�5HVHUYH�VD\V�WKH�IROORZLQJ�

³0RVW�DQDO\VWV�EHOLHYH�WKDW�WKH�FHQWUDO�EDQN�VKRXOG�IRFXV�SULPDULO\�RQ�DFKLHYLQJ�SULFH�VWDELOLW\��$
VWDEOH�OHYHO�RI�SULFHV�DSSHDUV�WR�EH�WKH�FRQGLWLRQ�PRVW�FRQGXFLYH�WR�PD[LPXP�VXVWDLQHG�RXWSXW
DQG�HPSOR\PHQW�DQG�WR�PRGHUDWH�ORQJ�WHUP�LQWHUHVW�UDWHV�´

2Q� WKDW� EDVLV�� WKH� )HGHUDO� 5HVHUYH� GLG� D� IDEXORXV� MRE� WKURXJK� WKH� FRXUVH� RI� WKH� ����V�
&KDUW� ��� VKRZV� WKH� SHUIRUPDQFH� RI� WKH� 86� HFRQRP\� LQ� WHUPV� RI� JURZWK�� LQIODWLRQ� DQG
LQWHUHVW�UDWHV��5HODWLYH� WR� LWV�RZQ�VWDWHG�REMHFWLYHV�� WKH�)HG¶V�UHFRUG� LV�YHU\� LPSUHVVLYH�� ,Q
WKH�VHFRQG�KDOI�RI�WKH�����V��JURZWK�ZDV�KLJKHU��LQIODWLRQ�ORZHU�DQG�LQWHUHVW�UDWHV�ORZHU�WKDQ

7KH�&RPLQJ�5HYROXWLRQ
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LQ�HDUOLHU�SHULRGV��2Q�WKDW�EDVLV�DORQH��LW�VHHPV�UHDVRQDEOH�WR�VXJJHVW�WKDW�WKH�)HG�ZDV��DW
DOO�WLPHV��SXUVXLQJ�WKH�ULJKW�SROLFLHV�

����$PHULFD·V�����V�VXFFHVV
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,QIODWLRQ ���\HDU�ERQG�\LHOG 8QHPSOR\PHQW�UDWH

��

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

7KH�ZURQJ�\DUGVWLFN"

����-DSDQ�DQG�WKH�86�FRPSDUHG�²�WKH�86�LQ�WKH���V�ZDV�VLPLODU�WR�-DSDQ�LQ�WKH���V

)LYH�\HDUV�WR� 86�*'3���
DQQXDOLVHG�JURZWK

-DSDQHVH�*'3���
DQQXDOLVHG�JURZWK

86�LQIODWLRQ���
DQQXDOLVHG�UDWH

-DSDQHVH�LQIODWLRQ���
DQQXDOLVHG�UDWH

86�ORQJ�UDWHV��DYHUDJH
SHUFHQWDJH�UDWH

-DSDQHVH�ORQJ�UDWHV�
DYHUDJH�SHUFHQWDJH

UDWH

���� ��� ��� ��� Q�D ��� Q�D
���� ��� ���� ��� Q�D ��� Q�D
���� ��� ��� ��� ���� ��� ���
���� ��� ��� ��� ��� ��� ���
���� ��� ��� ��� ��� ���� ���
���� ��� ��� ��� ��� ��� ���
���� ��� ��� ��� ��� ��� ���
���� ��� ��� ��� ��� ��� ���
6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

<HW��WKLV�LV�D�FRQFOXVLRQ�WKDW�RQO\�KROGV�WUXH�LI�WKH�FKRVHQ�\DUGVWLFN�LV�DSSURSULDWH��7DEOH���
LV� UHYHDOLQJ�� ,W� VKRZV� WKH� SHUIRUPDQFH� RI� JURZWK�� LQIODWLRQ� DQG� ORQJ�WHUP� LQWHUHVW� UDWHV� LQ
GLVFUHWH� ILYH�\HDU� SHULRGV� RYHU� WKH� ODVW� IRUW\� \HDUV�� FRPSDULQJ� WKH� 86� ZLWK� -DSDQ�� 7KH
KLJKOLJKWHG�SHULRGV�VKRZ�WKH�ILYH�\HDUV�RI�WKH�-DSDQHVH�EXEEOH�DQG��IRU�WKH�86��WKH�VHFRQG
KDOI�RI� WKH�����V�� ,I� WKH�\DUGVWLFN�RI�VXFFHVV�FRXOG�EH�DSSOLHG� WR� WKH�86�RYHU� WKH� ODVW� ILYH
\HDUV�� LW�VHHPV�UHDVRQDEOH� WR� WKLQN� WKDW�D�VLPLODU�\DUGVWLFN�RI�VXFFHVV�FRXOG�EH�DSSOLHG� WR
-DSDQ�LQ�WKH�VHFRQG�KDOI�RI�WKH�����V�
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7KLV� LV�D�YHU\�ZRUU\LQJ�FRQFOXVLRQ�� ,W� VXJJHVWV� WKDW� WKHUH�ZDV�QRWKLQJ�ZURQJ�ZLWK�-DSDQ¶V
EXEEOH�DQG��PRUHRYHU��WKDW� WKH�%DQN�RI�-DSDQ�VKRXOG�KDYH�WDNHQ�QR�SUH�HPSWLYH�DFWLRQ�WR
SUHYHQW� WKH� EXEEOH� IURP� EXLOGLQJ�� ,Q� WKLV� YLHZ�� -DSDQ¶V� SUREOHPV� LQ� WKH� ����V� ZHUH
DVVRFLDWHG�RQO\�ZLWK�D�IDLOXUH�WR�FKDQJH�SROLF\�VXIILFLHQWO\� WR�GHDO�ZLWK� WKH�DIWHUPDWK�RI� WKH
EXEEOH�� ,I� RQO\� LQWHUHVW� UDWHV�KDG� IDOOHQ�TXLFNO\�� WKHUH�PLJKW�KDYH�EHHQ�D�EHWWHU� FKDQFH�RI
VHHLQJ�D�VXEVHTXHQW�UHFRYHU\�

7KLV�YLHZ�VWHPV�IURP�RQH�SDUWLFXODU�DQDO\VLV�RI�WKH�HYHQWV�RI�WKH�����V�DQG�����V�WKDW�� LQ
WXUQ�� RZHV� D� ORW� WR� WKH�ZRUN� RI�0LOWRQ� )ULHGPDQ�� 7KLV� DQDO\VLV� LV� EDVHG�� SULPDULO\�� RQ� WKH
REVHUYDWLRQ�WKDW�WKH�)HGHUDO�5HVHUYH�GLG�QRW�FXW�LQWHUHVW�UDWHV�DJJUHVVLYHO\�LQ�WKH�LPPHGLDWH
DIWHUPDWK� RI� WKH� ����� FUDVK� DQG�� VXEVHTXHQWO\�� FKRVH� WR� UDLVH� LQWHUHVW� UDWHV� DW� DQ
LQRSSRUWXQH�WLPH��$GG�WR�WKHVH�GHFLVLRQV�DQ�RQJRLQJ�FRPPLWPHQW�WR�WKH�*ROG�6WDQGDUG�DQG
WKH� UHVXOW� ZDV� D� FRPSOHWH� FROODSVH� LQ� DFWLYLW\� LQ� WKH� ILUVW� KDOI� RI� WKH� ����V��:K\� GLG� WKH
)HGHUDO�5HVHUYH�PDNH� WKHVH� µPLVWDNHV¶"�0DQ\� UHDVRQV�DUH�JLYHQ�EXW� WKH�PRVW� LPSRUWDQW�
SHUKDSV�� LV�PRUDO� KD]DUG�� WKH�)HG�GLG� QRW�ZDQW� WR� SXW� LWVHOI� LQ� WKH�SRVLWLRQ� RI� µEDLOLQJ� RXW¶
SULYDWH�VHFWRU�JUHHG��7KLV�ZRXOG�RQO\�HQFRXUDJH�H[FHVVLYH�ULVN�WDNLQJ�LQ�WKH�IXWXUH�

$� VLPLODU� SKLORVRSK\� ZDV� DGRSWHG� E\� WKH� %DQN� RI� -DSDQ� LQ� WKH� ILUVW� KDOI� RI� WKH� ����V�� ,W
UHJDUGHG�WKH�VHFRQG�KDOI�RI�WKH�����V�DV��XOWLPDWHO\��D�SHULRG�RI�H[FHVV�WKDW�QHHGHG�WR�EH
VWDPSHG�RXW��7KH�%DQN�RI�-DSDQ¶V�SROLF\�DW�WKH�EHJLQQLQJ�RI�WKH�����V�IRFXVHG�RQ�WKH�QHHG
WR�SUHYHQW� WKH�EXEEOH� IURP� UHIRUPLQJ�� WKHUH�ZDV� OLWWOH� IRFXV�RQ� WKH� ULVNV�DVVRFLDWHG�ZLWK�D
EXUVWLQJ� RI� WKH� EXEEOH�� DW� OHDVW� QRW� XQWLO� WKH�PLG�����V�� ,QGHHG�� WKH�)HGHUDO�5HVHUYH� KDV
VRPHWLPHV� DUJXHG� WKDW� $PHULFD¶V� VXFFHVV� LQ� WKH� ����V�� DQG� -DSDQ¶V� IDLOXUH�� DUH� ERWK
UHODWHG�WR�SROLF\��WKH�86�IDFHG�D�VLPLODU� WKUHDW� WR�-DSDQ�EXW�GHDOW�ZLWK� LW�PRUH�VXFFHVVIXOO\
WKURXJK�D�FRPELQDWLRQ�RI�ILVFDO�EDLORXWV�IRU�WKH�EDQNLQJ�VHFWRU�DQG�UDSLG�LQWHUHVW�UDWH�FXWV�WR
HQVXUH�D�SRVLWLYHO\�VORSHG�\LHOG�FXUYH��DJDLQ�RIIHULQJ�VXSSRUW�IRU�WKH�EDQNLQJ�VHFWRU�

7KLV��KRZHYHU�� LV�QRW� WKH�RQO\� LQWHUSUHWDWLRQ��7KH�DOWHUQDWLYH�±�RQH�ZKLFK�KDV�D�(XURSHDQ
UDWKHU� WKDQ� $PHULFDQ� SHGLJUHH� ±� LV� WKDW� ����V� $PHULFD� DQG� ����V� -DSDQ� ZHUH�� LQ� RQH
VHQVH�� WKH� LQHYLWDEOH� UHVXOW� RI� ����V� $PHULFD� DQG� ����V� -DSDQ�� ,Q� RWKHU� ZRUGV�� EXEEOHV
EXUVW�DQG��ZKHQ� WKH\�GR�� WKHUH�DUH� OLPLWV� WR�ZKDW�PRQHWDU\�SROLF\�FDQ�DFKLHYH� WR� OLPLW� WKH
IDOORXW�� )URP� WKLV� SHUVSHFWLYH�� WKH� SUREOHP� OLHV� ZLWK� D� FROODSVH� LQ� H[SHFWDWLRQV� RI� IXWXUH
JURZWK�DQG�IXWXUH�UHWXUQV��)DOOLQJ� LQWHUHVW� UDWHV�PD\�KHOS� WR� UHGXFH�GHEW�VHUYLFH�FRVWV�EXW
ZLOO�QRW�KDYH�DQ\�JUHDW�LPSDFW�RQ�HFRQRPLF�JURZWK��(DUOLHU�H[FHVVHV�ZLOO�VLPSO\�KDYH�WR�EH
ZRUNHG�RII�

$�XVHIXO�ZD\�WR�WKLQN�DERXW� WKLV�FRPHV�IURP�WKH�UHODWLRQVKLS�EHWZHHQ�RIILFLDO� LQWHUHVW� UDWHV
DQG�H[SHFWDWLRQV�RI�IXWXUH�UHWXUQV��$VVXPH�WKDW�WKHUH�LV�QR�GLUHFW�UHODWLRQVKLS�EHWZHHQ�WKH
WZR��,QWHUHVW�UDWHV�DUH�VHW�E\�WKH�FHQWUDO�EDQN��5HDO�UHWXUQV�DUH�EDVHG�RQ�SHUFHLYHG�FKDQJHV
LQ�WHFKQRORJ\��0RUHRYHU��WKH�FHQWUDO�EDQN�VHWV�LQWHUHVW�UDWHV�RQ�WKH�EDVLV�RI�KLVWRULF�QRUPV�
+RZ�PLJKW�WKLV�SURFHVV�EH�GHVWDELOLVLQJ"�&RQVLGHU�WKUHH�H[DPSOHV�

4�1RPLQDO� LQWHUHVW�UDWHV�DUH�VHW�DW����DQG� LQIODWLRQ� LV�VWDEOH�DW�����5HDO�UDWHV�DUH�DERYH
WKH�KLVWRULF�DYHUDJH��([SHFWHG� UHWXUQV�RQ� LQYHVWPHQW�DUH� VN\�KLJK�� UXQQLQJ�DW� ����SHU
\HDU�LQ�QRPLQDO�WHUPV��$V�D�UHVXOW��WKHUH�LV�HYHU\�LQFHQWLYH�WR�ERUURZ�DQG�UH�LQYHVW�LQ�WKH
VWRFN� PDUNHW� DQG� LQ� WKH� UHDO� HFRQRP\�� 8QGHU� WKHVH� FLUFXPVWDQFHV�� WKHUH� LV� D� KXJH
LQYHVWPHQW�ERRP�DQG�WKHUH�LV�DQ�H[FHVVLYH�ULVH�LQ�OLDELOLWLHV
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4�1RPLQDO� LQWHUHVW� UDWHV� DUH� VHW� DW� ��� DQG� LQIODWLRQ� LV� VWDEOH� DW� ����5HDO� UDWHV� DUH� ZHOO
EHORZ� WKH� KLVWRULF� DYHUDJH�� ([SHFWHG� UHWXUQV� RQ� LQYHVWPHQW�� KRZHYHU�� KDYH� FROODSVHG
LQWR� QHJDWLYH� WHUULWRU\�� $V� D� UHVXOW�� WKHUH� DUH� QR� ZLOOLQJ� ERUURZHUV� DQG� WKHUH� LV� QR
LQYHVWPHQW��0RQHWDU\�SROLF\�DSSHDUV�WR�EH�ORRVH�EXW��LQ�IDFW��LV�YHU\�WLJKW

4�1RPLQDO� LQWHUHVW�UDWHV�DUH�VHW�DW����EXW��ZLWK�H[SHFWHG�UHWXUQV� LQ�QHJDWLYH� WHUULWRU\�� WKH
HFRQRP\�VKULQNV��SXWWLQJ�GRZQZDUG�SUHVVXUH�RQ�SULFHV��$V�D� UHVXOW�� UHWXUQV�RQ�KROGLQJ
PRQH\� UHODWLYH� WR� RWKHU� DVVHWV� ±� UHDO� RU� ILQDQFLDO� ±� VWDUW� WR� ULVH� DQG� WKH� YHORFLW\� RI
FLUFXODWLRQ�RI�PRQH\�VXSSO\�FROODSVHV��8QGHU�WKHVH�FLUFXPVWDQFHV��D� OLTXLGLW\� WUDS�VWDUWV
WR�WDNH�KROG�DQG�GHIODWLRQ�UHVXOWV

7KH�NH\�WKLQJ�DERXW�WKHVH�H[DPSOHV�LV�WKDW�WKH\�DUH�DOO�SRVVLEOH�VWDJHV�LQ�WKH�VDPH�SURFHVV�
7KH� ILUVW� H[DPSOH� FRPHV� IURP� WKH�SHULRG�RI� HFRQRPLF�ERRP��7KH� VHFRQG� FRPHV� IURP�DQ
µLQWHULP¶�VWDJH�ZKHUHE\�WKHUH�LV�D�FRQVFLRXV�DWWHPSW�WR�UHLQYLJRUDWH�WKH�HFRQRP\��7KH�WKLUG
FRPHV� IURP� WKH� IDLOXUH� RI� WKDW� UHLQYLJRUDWLRQ� SURFHVV�� ,Q� RWKHU� ZRUGV�� WKH� GDQJHU� LV� WKDW
HFRQRPLF� ERRPV� FUHDWH� VWUHVVHV� DQG� VWUDLQV� ZKLFK�� LQ� VSHFLILF� FLUFXPVWDQFHV�� OHDG� WR� D
VXEVHTXHQW�IDLOXUH�RI�PRQHWDU\�SROLF\�WR�VXSSRUW�UHFRYHU\��,I�WKLV�LV�D�ULVN��LW�PLJKW�EH�EHWWHU
WR�SUHYHQW�ERRPV�IURP�RFFXUULQJ�LQ�WKH�ILUVW�SODFH�

'LIIHUHQW�GHIODWLRQDU\�ERDWV

7KLV�LV�QRW�WR�VD\�WKDW�WKH�86�WRGD\�LV�LQ�WKH�VDPH�ERDW�DV�HLWKHU�-DSDQ�WHQ�\HDUV�DJR�RU�WKH
86�LQ�WKH�����V��)RU�VWDUWHUV��-DSDQ¶V�H[SHULHQFHV�RI�UHFHVVLRQ�DQG�RI�VXEVHTXHQW�GHIODWLRQ
LQ� WKH� ����V� KDYH� EHHQ� LQVLJQLILFDQW� UHODWLYH� WR� WKH�86�H[SHULHQFH� RI� WKH� ����V�� ,Q� RWKHU
ZRUGV��WKHUH�LV�QR�ZHOO�GHILQHG�VWDQGDUG�GHIODWLRQDU\�SDWWHUQ�DQG��DV�D�UHVXOW��WKHUH�LV�OLWWOH�WR
EH�JDLQHG�E\�DWWHPSWLQJ� WR� WKURZ� WKH�86� WRGD\� LQ�D� µFDWFK�DOO¶�GHIODWLRQ�FDWHJRU\��6HFRQG�
WKH�86� ORRVHQHG�SROLF\� DJJUHVVLYHO\� GXULQJ� ������ 7KH� UDWH� FXWV� IURP� WKH�)HG� KDYH� EHHQ
ELJJHU�WKDQ�DQ\WKLQJ�WKDW�ZDV�DFKLHYHG�DW�WKH�EHJLQQLQJ�RI�WKH�����V��7KH\�KDYH�DOVR�EHHQ
HDUOLHU� ±� UHODWLYH� WR� WKH�EXUVWLQJ�RI� WKH�HTXLW\�EXEEOH�±� WKDQ�DFKLHYHG�E\� -DSDQ� WHQ� \HDUV
DJR��7KLUG�� WKH� ORRVHQLQJ�RI� ILVFDO� SROLF\� IURP� WKH�86� WKURXJK� ����� VXJJHVWV� D� GHJUHH�RI
µSUREOHP�UHFRJQLWLRQ¶�WKDW�ZDV�DEVHQW�LQ�HLWKHU�����V�$PHULFD�RU�����V�-DSDQ��)RU�DOO�WKHVH
UHDVRQV�� LW� LV� LQDSSURSULDWH� WR� VXJJHVW� WKDW� WKH� 86� LV� IDFLQJ� VLPLODU� SUREOHPV� WR� HLWKHU� RI
WKHVH�H[DPSOHV�RI�GHIODWLRQ�

<HW� WKHUH� DUH� OLPLWV� WR� WKLV� DUJXPHQW�� 7KH� WLPLQJ� RI� LQWHUHVW� UDWH� UHGXFWLRQV� LV� DQ� DUHD� RI
FRQIXVLRQ��7KH� ODWHVW� UDWH� FXWV� IURP� WKH�)HGHUDO�5HVHUYH�KDYH�RFFXUUHG�FRQFXUUHQWO\�ZLWK
WKH�HTXLW\�PDUNHW�GHFOLQH��FKDUW������,Q�-DSDQ�WHQ�\HDUV�DJR��WKH�FXWV�FDPH����PRQWKV�ODWH
UHODWLYH�WR�WKH�HTXLW\�PDUNHW�GHFOLQH��FKDUW������)URP�WKLV�SHUVSHFWLYH��LW�ORRNV�DV�WKRXJK�WKH
)HG�KDV�DFWHG�PXFK�PRUH�TXLFNO\��+RZHYHU��WKH�LPSDFW�RI�IDOOLQJ�HTXLWLHV�RQ�86�*'3�KDV
FRPH� WKURXJK�PRUH� UDSLGO\� WKDQ� LQ�-DSDQ�HOHYHQ�\HDUV�DJR��7KLV�PD\� UHIOHFW� WKH� IDFW� WKDW
$PHULFD¶V� ODWH�����V� ERRP� ZDV� EXLOW� DJDLQVW� D� EDFNJURXQG� RI� ILQDQFLDO� GLVLQWHUPHGLDWLRQ
DQG�FDSLWDO�PDUNHW� JURZWK�ZKHUHDV�-DSDQ¶V�ZDV�PRUH�GHSHQGHQW�RQ�EDQN� OHQGLQJ��(LWKHU
ZD\�� DOWKRXJK�$PHULFD¶V� UDWH�PRYHV� KDYH� FRPH� WKURXJK� D� ORW�PRUH� TXLFNO\� WKDQ� -DSDQ¶V
ZLWK� UHVSHFW� WR� HTXLWLHV�� WKH� HYLGHQFH� IRU� D� PRUH� SUH�HPSWLYH� DSSURDFK� ZLWK� UHVSHFW� WR
HFRQRPLF�JURZWK�LV�OHVV�FOHDU�FXW�
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'LVFRXQW�UDWH��/�+�6� 1LNNHL��5�+�6�

,QGH[��
���V��

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

7KH�%DQN�RI�-DSDQ�EHJDQ�WR�FXW�LQWHUHVW�UDWHV�LQ�WKH�WKLUG�TXDUWHU�RI�µEHORZ�WUHQG¶�-DSDQHVH
JURZWK�ZKHUHDV�WKH�)HG�FXW�UDWHV�DW� WKH�YHU\�EHJLQQLQJ�RI� WKH�WKLUG�TXDUWHU�RI�EHORZ�WUHQG
JURZWK��,Q�WKH�ILUVW�\HDU�RI�UDWH�FXWV��WKH�-DSDQHVH�2IILFLDO�'LVFRXQW�5DWH�IHOO�E\�PRUH�WKDQ
����7KH�)HGHUDO�5HVHUYH�KDV�GRQH�PRUH�DOWKRXJK�DW�OHDVW�VRPH�RI�WKH�UDWH�FXWV�DW�WKH�WDLO
HQG�RI������ZHUH�PRUH�D�UHVSRQVH�WR�WKH�WUDJLF�HYHQWV�RI����6HSWHPEHU�WKDQ�D�GLUHFW�UHVXOW
RI� RQJRLQJ� HFRQRPLF� ZHDNQHVV�� (LWKHU� ZD\�� WKH� FRQYHQWLRQDO� ZLVGRP� RQ� -DSDQ¶V� VORZ
UHVSRQVH�WR�LWV�HFRQRPLF�GLIILFXOWLHV�LV�SUREDEO\�PLVOHDGLQJ�
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6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

����7KH�86�DOVR�FXW�UDWHV�LQ�WKLUG�TXDUWHU�RI�EHORZ�WUHQG�JURZWK
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7DUJHWHG�)HG�)XQGV��/�+�6� *'3�T�R�T�DQQXDOLVHG��5�+�6� *'3�\�R�\��5�+�6�

��

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

0RUHRYHU�� WKH� WKUXVW�RI� WKH�DUJXPHQWV�FRQWDLQHG�ZLWKLQ� WKLV�SDSHU�DUH� WKDW�PLQLPLVDWLRQ�RI
GHIODWLRQDU\�DGMXVWPHQW�UHTXLUHV�D�FRPELQDWLRQ�RI�SUHYHQWDWLYH�SROLFLHV�RQ�WKH�XSVLGH�DV�ZHOO
DV� TXLFN� SROLF\� DFWLRQ� RQ� WKH� GRZQVLGH�� 7KH� 86� PD\� KDYH� GHOLYHUHG� WKH� VHFRQG� EXW� LW
FHUWDLQO\�GLG�QRW�GHOLYHU�WKH�ILUVW��,I�RXU�DUJXPHQWV�DUH�ULJKW��WKLV�VXJJHVWV�WKDW�WKH�SURFHVV�RI
DGMXVWPHQW�RYHU�WKH�FRPLQJ�IHZ�\HDUV�LV�JRLQJ�WR�EH�SDLQIXO��7KHUH�ZLOO�EH�VRPH�JURZWK�IURP
WLPH�WR�WLPH�±�SDUWLFXODUO\�ZKHQ�ILVFDO�LQMHFWLRQV�FRPH�WKURXJK�±�EXW�WKH�H[FHVVHV�RI�WKH�ODVW
ILYH� \HDUV�PD\� LPSO\� D� SURORQJHG� SHULRG� RI� XQGHU�SHUIRUPDQFH� UHODWLYH� WR� WKH� ODWH� ����V
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DQG��LQGHHG��UHODWLYH�WR�PRVW�RWKHU�SHULRGV�RI�HFRQRPLF�UHFRYHU\�IURP�UHFHVVLRQ��$W�EHVW��WKH
86�PD\�EH�DEOH�WR�HPXODWH�LWV�SHUIRUPDQFH�RI�WHQ�\HDUV�DJR��ZKHQ�WKHUH�ZDV�D�VXVWDLQHG
SHULRG�RI�ZHDN�DQG�GLVDSSRLQWLQJ�JURZWK�WKDW�VSDZQHG�DQ�LQGXVWU\�RQ�µ$PHULFDQ�IDLOXUH¶��$W
ZRUVW��WKH�ULVN�RI�D�PRYH�LQWR�GHIODWLRQDU\�WHUULWRU\�±�ZKLFK�SROLF\�PDNHUV�KDYH�IHZ�DQVZHUV
WR���LV�QRZ�KLJKHU�WKDQ�DW�DQ\�SRLQW�RYHU�WKH�ODVW�ILIW\�\HDUV�

7KUHH�KDQJRYHUV

:KHUH�GRHV�WKLV�OHDYH�WKH�RXWORRN�IRU�WKH�86�HFRQRP\�±�DQG��LQGHHG��WKH�JOREDO�HFRQRP\�±
LQ� WKH�PRQWKV�DQG� \HDUV� DKHDG"� ,Q� VXP�� RXU� DUJXPHQWV� VXJJHVW� WKDW� WKHUH� LV� QR� VPRRWK
SDWK�EDFN� WR�D� µWUHQG¶� JURZWK� UDWH��0RUHRYHU�� WKH\� VXJJHVW� WKDW� XQFHUWDLQW\� RYHU� WKH� µWUXH¶
XQGHUO\LQJ�JURZWK�UDWH�RI�WKH�86�HFRQRP\�LV�OLNHO\�WR�SHUVLVW�IRU�DQ�H[WHQGHG�SHULRG�RI�WLPH�
'XULQJ�WKDW�SHULRG��RSWLPLVP�RYHU�WKH�XQGHUO\LQJ�SHUIRUPDQFH�RI�WKH�86�HFRQRP\�LV�OLNHO\�WR
IDGH�IXUWKHU�

1HYHUWKHOHVV��HFRQRPLFV�QHYHU�KDV�EHHQ�D� µVWUDLJKW�OLQH¶�GLVFLSOLQH��:H�PD\�EH�HQWHULQJ�D
SHULRG�RI�JURZWK�GLVDSSRLQWPHQW�EXW�WKHUH�DUH�VWLOO�KXJH�XQFHUWDLQWLHV�RYHU�WKH�SUHFLVH�QDWXUH
RI�WKLV�XQGHU�SHUIRUPDQFH��,Q�RXU�YLHZ��WKUHH�VFHQDULRV�DUH�ZRUWK�FRQVLGHULQJ�

6FHQDULR��
*URZWK�UHPDLQV�ZHDN�EXW� WKH�SROLF\� UHVSRQVH�KDV�EHHQ�VZLIW�HQRXJK� WR�SUHYHQW�GHIODWLRQ�
2Q�WKLV�EDVLV��ZH�HQG�XS�ZLWK�DQ�HDUO\�����V�VFHQDULR��7KH�ODVW�ILYH�\HDUV�ZLOO� LQFUHDVLQJO\
EH� UHJDUGHG� DV� D� SHULRG� RI� H[FHVVLYH� ERRP� DQG� WKH� QHZ� SDUDGLJP� ZLOO� EH� LQFUHDVLQJO\
TXHVWLRQHG��$OWKRXJK� WKH�HFRQRP\�FRPHV�RXW�RI� UHFHVVLRQ�GXULQJ� WKH�FRXUVH�RI������� WKH
SDFH� RI� VXEVHTXHQW� UHFRYHU\� LV� VHYHUHO\� FXUWDLOHG�� 7KHUH� PD\� EH� RFFDVLRQDO� ERRVWV�
DVVRFLDWHG�ZLWK�WKH�WLPLQJ�RI�ILVFDO�VXSSRUW�HIIRUWV��EXW�WKH�DQQXDOLVHG�JURZWK�UDWH�RI�WKH�86
HFRQRP\�PD\�SURYH�WR�EH�QR�PRUH�WKDQ�DERXW����RYHU�WKH�QH[W�IHZ�\HDUV��2Q�WKDW�EDVLV�
WKH�SHUIRUPDQFH�RI�ULVN\�ILQDQFLDO�DVVHWV�FRXOG�EH�VHULRXVO\�XQGHUPLQHG�

6FHQDULR��
*URZWK�UHERXQGV�YHU\�TXLFNO\�DV�D�UHVXOW�RI�DQ�RYHUO\�H[XEHUDQW�UHDFWLRQ�WR�WKH�SROLF\�HDVLQJ
RI� WKH� ODVW� WZHOYH�PRQWKV��+RZHYHU�� WKH�XQGHUO\LQJ�VWUXFWXUDO�SHUIRUPDQFH�RI� WKH�HFRQRP\
UHPDLQV�YHU\�ZHDN�ZLWK�UHODWLYHO\�SRRU�UHWXUQV�RQ�LQYHVWPHQW��$V�D�UHVXOW��WKH�UHFRYHU\�FDQ
RQO\� EH� VXVWDLQHG� WKURXJK� KLJKHU� JRYHUQPHQW� VSHQGLQJ� RU� KLJKHU� UHDO� ZDJH� JURZWK�� %RWK
OHDG�WR�D�VTXHH]H�RQ�FRUSRUDWH�SURILWV�DQG��HYHQWXDOO\��JLYH�ULVH�WR�D�TXLFN�SROLF\�UHYHUVDO�
7KH�LQLWLDO��XQVXVWDLQDEOH��UHERXQG�LV�FKRNHG�RII�HLWKHU�WKURXJK�PRUH�FRUSRUDWH�UHVWUXFWXULQJ
RU�KLJKHU�LQWHUHVW�UDWHV�RU�D�FRPELQDWLRQ�RI�ERWK�

6FHQDULR��
7KH� SROLF\� DGMXVWPHQWV� WKURXJK� ����� XOWLPDWHO\� IDLO�� 7KH� H[FHVVHV� ZLWKLQ� WKH� HFRQRP\�
FRPELQHG� ZLWK� UHODWLYHO\� ORZ� LQIODWLRQ� DW� WKH� EHJLQQLQJ� RI� WKH� GRZQVZLQJ�� OHDG� WR� WKH
HPHUJHQFH�RI�ZLGHVSUHDG�GHIODWLRQDU\�SUHVVXUHV��:LWK�SULFHV�EHJLQQLQJ�WR�IDOO��WKH�DSSHWLWH
IRU� ULVN�WDNLQJ� EHJLQV� WR� GLPLQLVK� DQG�� DV� D� UHVXOW�� FRQYHQWLRQDO� PDFUR�HFRQRPLF� SROLFLHV
EHJLQ� WR� IDLO�� 7KH� F\FOLFDO� GRZQVZLQJ� OHDGV� WR� D� SHUPDQHQWO\� ORZ� JURZWK� UDWH� IRU� WKH
HFRQRP\��UHIOHFWLQJ�DQ�LQDELOLW\�WR�LQQRYDWH�WHFKQRORJLFDO�DGYDQFHV�
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$W�WKLV�VWDJH��RXU�IRUHFDVWV�VXJJHVW�WKDW�VFHQDULR���LV�WKH�PRVW�OLNHO\�VFHQDULR��$OWKRXJK�ZH
H[SHFW�D� UHDVRQDEOH� UHERXQG� LQ�86�JURZWK� LQ�+�������� LW�GRHV�QRW�SHUVLVW� LQWR�������7KH
XQGHUO\LQJ�UHVWUDLQWV�RQ�HFRQRPLF�JURZWK� LPSRVHG�E\� WKH�HDUOLHU�SHULRG�RI�H[FHVV�VXJJHVW
WKDW�SROLF\�PDNHUV�ZLOO�KDYH�WKHLU�ZRUN�FXW�RXW�WU\LQJ�WR�SUHYHQW�WKH�HPHUJHQFH�RI�GHIODWLRQ�
$V�D�UHVXOW��ZH�DUH�DERXW�WR�HQWHU�D�SHULRG�RI�ORZ�JURZWK�RQ�D�VXVWDLQDEOH�EDVLV�ZLWK�D�ELDV
WRZDUGV� ORZ� LQWHUHVW� UDWHV� DQG� ORZ� UHWXUQV� RQ� RWKHU� ILQDQFLDO� DVVHWV�� ,Q� RQH� VHQVH�� WKLV
VKRXOG�EH�UHJDUGHG�DV�D�VXFFHVVIXO�RXWFRPH�JLYHQ�WKH�VFDOH�RI�WKH�H[FHVVHV�EXLOW�XS�HDUOLHU
DQG�WKH�FRQVWUDLQWV�QRZ�LPSRVHG�E\�WKRVH�H[FHVVHV��+RZHYHU��RXU�DUJXPHQWV�LPSO\�WKDW�WKH
µQHZ�SDUDGLJP¶�HFRQRP\�LV�D�VWRU\�IDGLQJ�IDVW��+RSHIXOO\��WKH�86�ZLOO�EH�DEOH�WR�KDQJ�RQ�WR
VRPH�RI�WKH�H[FHSWLRQDO�SURGXFWLYLW\�JDLQV�VHHQ�LQ�WKH�ODWH�����V��+RZHYHU��D�UHWXUQ�WR�ODWH
����V�JURZWK�UDWHV�RQ�D�VXVWDLQDEOH�EDVLV�VHHPV�PRVW�XQOLNHO\�DQ\�WLPH�VRRQ�

*LYHQ�WKLV��ZH�FRXOG�EH�RQ�WKH�YHUJH�RI�D�QHZ�SROLF\�UHYROXWLRQ��,Q�WKH�����V��SROLF\�PDNHUV
WKRXJKW� WKH\�KDG�GLVFRYHUHG� WKH�VHFUHW�RI�HFRQRPLF�SURVSHULW\��0RQHWDU\�DQG� ILVFDO�SROLF\
FRXOG� EH� GLUHFWHG�DW� WKH�PDLQWHQDQFH�RI� IXOO� HPSOR\PHQW� DJDLQVW� D� EDFNJURXQG�RI� FXUUHQW
DFFRXQW� EDODQFH�� 7KDW� PRGHO�� KRZHYHU�� EURNH� GRZQ� DQG�� DIWHU� \HDUV� RI� PDFUR�HFRQRPLF
GLVRUGHU�DQG�GLVWUHVV��ZDV�UHSODFHG�E\�D�JHQHUDO�FRPPLWPHQW�WR�HLWKHU�PRQHWDU\�WDUJHWV�RI
H[SOLFLW�LQIODWLRQ�WDUJHWV��,Q�WKH�����V��WKH�FRPPLWPHQW�WR�SULFH�VWDELOLW\�VHHPHG�WR�EH�SD\LQJ
RII��±�ZH¶G�QHYHU�KDG�LW�VR�JRRG��7KDW�PRGHO� LV�QRZ�VKRZLQJ�VLJQV�RI�DJH��)DFHG�ZLWK�RXU
QHZ�ZRUOG�RI�UDSLG�FDSLWDO�IORZV��OLEHUDOLVHG�ILQDQFLDO�PDUNHWV�DQG�LQFUHDVHG�GHSHQGHQF\�RQ
ILQDQFLDO� ZHDOWK�� LW� LV� QR� ORQJHU� FOHDU� WKDW� D� ULJLG� LQIODWLRQ� WDUJHWLQJ� DSSURDFK� LV� D� WUXH
JXDUDQWHH�RI�VXVWDLQDEOH�HFRQRPLF�JURZWK��3HUKDSV�SROLF\�PDNHUV�ZLOO�LQFUHDVLQJO\�KDYH�WR
IRFXV�RQ� WKH�GLUHFW� LPSOLFDWLRQV�RI�PRYHPHQWV� LQ� DVVHW� SULFHV� DQG� WKHLU� LPSDFW� RQ� SULYDWH
VHFWRU� EDODQFH� VKHHWV�� (FRQRPLF� VWDELOLW\� XOWLPDWHO\� GHSHQGV� RQ� DQ� HIILFLHQW� DOORFDWLRQ� RI
UHVRXUFHV��+RSHIXOO\��ZH� KDYH� VKRZQ� LQ� WKLV� SDSHU� WKDW� DVVHW� SULFHV� FDQ� SOD\� KDYRF�ZLWK
UHVRXUFH� DOORFDWLRQ� LQ� WKH� VDPH� ZD\� WKDW� JHQHUDO� LQIODWLRQ� KDV� RYHU� WKH� ODVW� WKLUW\� \HDUV�
8OWLPDWHO\�� WKH�KLVWRU\�RI�HFRQRPLF�F\FOHV�DQG�RI�HFRQRPLF�JURZWK�KDV�QRW�HQGHG�ZLWK� WKH
GHIHDW�RI�LQIODWLRQ�
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