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7KH�UHDO�ZLQQHUV�DQG�ORVHUV�IURP�WKH�1HZ�(FRQRP\

4�1HZ�WHFKQRORJLHV�PD\�KDYH�ERRVWHG�SURGXFWLYLW\«

4�«EXW�WKH\�KDYH�FKDQJHG�WKH�FRPSHWLWLYH�HQYLURQPHQW«

4�«OLIWLQJ�FRQVXPHU�LQFRPHV�EXW�KLWWLQJ�SURILWV�DQG�VKDUHKROGHUV

6XPPDU\
3URGXFWLYLW\�KDV�EHHQ�VWUXFWXUDOO\�VWURQJ�EXW�SURILWV�KDYH�EHHQ�VWUXFWXUDOO\�ZHDN��7KH�PDLQ
ZLQQHUV� IURP� WKH� 1HZ� (FRQRP\� KDYH� EHHQ� FRQVXPHUV�� 6KDUHKROGHUV� KDYH� ORVW� RXW� DQG
IRUHLJQ�LQYHVWRUV�ZKR�ERXJKW�LQWR�WKH�$PHULFDQ�'UHDP�DUH�EHLQJ�KLW��7KH�HFRQRPLF�UHERXQG
LV�XQGHUZD\�EXW�WKH�FRQVHTXHQFHV�PD\�VXUSULVH��DPRQJ�WKH�PRUH�REYLRXV�LPSOLFDWLRQV�DUH
ZHDN� HTXLWLHV� DQG� D� ZHDN� GROODU�� 6WURQJ� KRXVLQJ� PD\� EH� D� FRQVHTXHQFH� RI� VWURQJ
SURGXFWLYLW\�UDWKHU�WKDQ�D�FDXVH�RI�KLJKHU�LQIODWLRQ�

0DLQ�SRLQWV
)URP�WKH�����V�WR�WKH�����V��WKHUH�ZDV�D�VWURQJ�SRVLWLYH�UHODWLRQVKLS�EHWZHHQ�SURGXFWLYLW\
DQG�SURILWV��8QVXUSULVLQJO\��WKHUHIRUH��WKH�SRZHUIXO�DFFHOHUDWLRQ�LQ�SURGXFWLYLW\�LQ�WKH�VHFRQG
KDOI� RI� WKH� ����V� VWURQJO\� UDLVHG� H[SHFWDWLRQV� DERXW� IXWXUH� SURILWV� JURZWK�� <HW�� SURILWV
SHUIRUPDQFH�KDV�EHHQ�YHU\�GLVDSSRLQWLQJ��HYHQ�DOORZLQJ�IRU�D�GHFHQW�F\FOLFDO�UHERXQG�WKLV
\HDU���7KH�EHQHILWV�KDYH�JRQH�HOVHZKHUH��SULPDULO\�OLQLQJ�WKH�SRFNHWV�RI�FRQVXPHUV�

2QH�H[SODQDWLRQ� IRU� WKHVH� VXUSULVLQJ� GHYHORSPHQWV� VWHPV� IURP� FKDQJHV� LQ� LQGXVWU\� FRVWV
DQG�GHPDQG�IROORZLQJ�WKH�LQWURGXFWLRQ�RI�QHZ�WHFKQRORJLHV��$W�LWV�VLPSOHVW��FRPSDQLHV�IDFHG
ZLWK�D�QHZ�WHFKQRORJ\�PLJKW�PDNH�DQ�DFFXUDWH�DVVHVVPHQW�RI� WKH�WHFKQRORJ\¶V� LPSDFW�RQ
FRVWV�EXW�PLJKW�EH�OHVV�DZDUH�RI�WKH�LPSDFW�RQ�VDOHV�DQG�SULFLQJ��2XU�DVVHVVPHQW�VXJJHVWV
WKDW� WKH� QHZ� WHFKQRORJLHV� KDYH� PRYHG� LQGXVWU\� FORVHU� WR� D� SHUIHFW� FRPSHWLWLRQ� PRGHO�
WKHUHE\�UHGXFLQJ�FRPSDQLHV¶�DELOLW\�WR�PDNH�DEQRUPDO�SURILWV�

:H�KDYH�DQDO\VHG�WKH�FKDQJHV�WR�GHPDQG�VWUXFWXUH�XQGHU�WKUHH�VHSDUDWH�KHDGLQJV��)LUVW�
ZH� ORRN� DW� WKH� FKDQJHG� UHODWLRQVKLS� EHWZHHQ� GHPDQG� DQG� LQIODWLRQ�� :H� VXJJHVW� WKDW� D
SRVLWLYH�DVVHW�SULFH�VKRFN�ZLOO�OLIW�WKH�OHYHO�RI�HFRQRPLF�DFWLYLW\��WKHUHE\�ELGGLQJ�XS�GRPHVWLF
ZDJH�OHYHOV��,Q�D�JOREDO�SHUIHFW�FRPSHWLWLRQ�PRGHO��KRZHYHU��LW�PD\�SURYH�GLIILFXOW�WR�SDVV�RQ
KLJKHU�ZDJHV�LQ�WKH�IRUP�RI�SULFH�LQFUHDVHV��WKHUHE\�FRQVWUDLQLQJ�SURILWV�

6HFRQG��ZH� ORRN�DW� WKH� LPSDFW�RI�JOREDOLVDWLRQ��:H�ILQG�FRPSHOOLQJ�HYLGHQFH�WR�VXJJHVW� WKDW
JUHDWHU�HFRQRPLF�RSHQQHVV�±�SDUWO\�WKH�UHVXOW�RI�WKH�UHYROXWLRQ�LQ�FRPPXQLFDWLRQV�WHFKQRORJ\
±� KDV� UHGXFHG� WKH� SULFLQJ� SRZHU� RI� FRPSDQLHV� LQ� ORFDO� PDUNHWV�� 3ULFHV� DSSHDU� WR� EH
LQFUHDVLQJO\� GHWHUPLQHG�DW� WKH� JOREDO� OHYHO�ZKHUHDV� FRVWV� DUH� VWLOO� KHDYLO\� LQIOXHQFHG�E\� WKH
GRPHVWLF�HFRQRPLF�F\FOH�

7KLUG�� ZH� ORRN� DW� UHODWLYH� SULFLQJ� HIIHFWV��:H� VKRZ� WKDW� WKH� UHDO� ZLQQHUV� RI� WKH� WHFKQRORJ\
UHYROXWLRQ�KDYH�EHHQ�WKH�XVHUV�UDWKHU�WKDQ�WKH�SURGXFHUV��&ROODSVLQJ�WHFKQRORJ\�SULFHV�KDYH
ERRVWHG�WKH�VSHQGLQJ�SRZHU�RI�FRQVXPHUV�DW�WKH�H[SHQVH�RI�SURILWV�ZLWKLQ�WHFKQRORJ\�VHFWRUV�
0HDQZKLOH��SURYLGHUV�RI�QRQ�WUDGDEOH�VHUYLFHV�KDYH�ZRQ�RXW� LQ� WKH� OLJKW�RI� ULVLQJ�KRXVHKROG
LQFRPHV�DQG�UHODWLYHO\�LQHODVWLF�VXSSO\�
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2QH� RI� WKH�PRVW� IXQGDPHQWDO� UHODWLRQVKLSV� LQ� WKH� JOREDO� HFRQRP\� LQ� UHFHQW� GHFDGHV� KDV
EHHQ� WKH� OLQNDJH� EHWZHHQ� SURGXFWLYLW\� DQG� SURILWV�� &RPSDQLHV� FRXOG� IHHO� UHDVRQDEO\� VXUH
WKDW�D�SLFN�XS�LQ�SURGXFWLYLW\�ZRXOG�OHDG�WR�UHZDUGV�LQ�WKH�IRUP�RI�KLJKHU�SURILWV��'XULQJ�WKH
SDVW�ILYH�\HDUV��KRZHYHU��WKLV�OLQNDJH�KDV�FRPH�XQVWXFN��,Q�WKH�86��IRU�H[DPSOH��SURGXFWLYLW\
JURZWK�KDV�UHPDLQHG�KLJK�±�FHUWDLQO\�KLJKHU�WKDQ�ZH�H[SHFWHG�±�\HW�SURILWV�SHUIRUPDQFH�KDV
EHHQ�GLUH��HYHQ�DOORZLQJ�IRU�UHFHQW�VLJQV�RI�D�F\FOLFDO�UHFRYHU\��SDJHV������

86� GDWD� VXJJHVW� WKDW�� LQ� WKH� ODWH� ����V�� WKH� UHZDUGV� RI� KLJKHU� SURGXFWLYLW\� JURZWK� IHG
WKURXJK� GLUHFWO\� WR� HPSOR\HHV�� 5HDO� HPSOR\HH� LQFRPH� JURZWK� ZDV� VXUSULVLQJO\� UREXVW�
OHDYLQJ�XQLW�ODERXU�FRVWV�JURZLQJ�DW�UDWHV�VLPLODU�WR�WKH�ODWH�����V��DQ�HUD�RI�JHQHUDOO\�KLJKHU
LQIODWLRQ��)LUPV��KRZHYHU��ZHUH�XQDEOH�WR�SDVV�RQ�WKHVH�FRVW�LQFUHDVHV�LQ�WKH�IRUP�RI�KLJKHU
SULFHV��7KH�QHW�UHVXOW�ZDV�D�GUDPDWLF�GHFOLQH�LQ�WKH�SURILW�VKDUH�ZLWKLQ�*'3��:RUNHUV�JDLQHG
EXW�VKDUHKROGHUV�DQG�FRPSDQLHV�ORVW�RXW��SDJHV������

:H�DUJXH�WKDW� WKHVH�FRUSRUDWH� ORVVHV�PD\�KDYH�VWHPPHG�IURP�D�IDOVH�DVVHVVPHQW�RI� WKH
EHQHILWV�IURP�QHZ�WHFKQRORJLHV��3URGXFWLYLW\�KRSHV�KDYH��JHQHUDOO\��EHHQ�IXOO\�UHDOLVHG��<HW
SURILWV�KDYH�QRW�H[SDQGHG� LQ� WKH�DSSURSULDWH�ZD\�� ,Q�RXU�YLHZ�� WKH� IDLOXUH�RI�FRPSDQLHV� WR
GHOLYHU�GHFHQW�SURILWV�UHIOHFWV�D�VKLIW� LQ�GHPDQG�FRQGLWLRQV�IDFLQJ�LQGLYLGXDO�FRPSDQLHV��3XW
VLPSO\�� FRPSDQLHV�KDYH� IRXQG� WKHPVHOYHV�PRYLQJ�FORVHU�DQG�FORVHU� WR�D�ZRUOG�RI� SHUIHFW
FRPSHWLWLRQ�DQG�KDYH�IRXQG�LW�LQFUHDVLQJO\�GLIILFXOW�WR�JHQHUDWH�DEQRUPDO�SURILWV��0HDQZKLOH�
FRQVXPHUV�KDYH�EHQHILWHG�IURP�UDSLGO\�GHFOLQLQJ�SULFHV��SDJHV��������

7HFKQRORJ\�LQQRYDWLRQV�RIWHQ�SURGXFH�ERWK�ZLQQHUV�DQG�ORVHUV��&RQVXPHUV�DUH�PRUH�OLNHO\
WR�EHQHILW�RYHU� WKH�PHGLXP�WHUP�WKDQ�SURGXFHUV��$V� LQQRYDWLRQV� WDNH�KROG�� W\SLFDOO\�SULFHV
FROODSVH��DOORZLQJ�FRQVXPHUV�WR�EHQHILW�IURP�D�VLJQLILFDQW�DQG�VXVWDLQHG�LPSURYHPHQW�LQ�WKH
WHUPV�RI�WUDGH��7KHUH�LV�QRWKLQJ�QHZ�DERXW�WKLV�VWRU\��VLPLODU�FRQFOXVLRQV�DSSOLHG�DW�WKH�WLPH
RI�WKH�8.�UDLOZD\�ERRP�LQ�WKH�PLG���WK�FHQWXU\��SDJHV��������

7KLV�WLPH�DURXQG��WKUHH�GRPLQDQW�JOREDO�WKHPHV�KDYH�FRPELQHG�WR�DOORZ�FRQVXPHUV�WR�JDLQ
DW�WKH�H[SHQVH�RI�SURGXFHUV��:H�DVVHVV�HDFK�LQ�WXUQ��)LUVW��ZH�H[DPLQH�WKH�LPSDFW�RI�SURILW
H[SHFWDWLRQV� DQG� DVVHW� SULFH� VKRFNV� ZLWKLQ� DQ� RSHQ� HFRQRP\� ZLWK� KLJK� FDSLWDO� IORZV�
6HFRQG�� ZH� ORRN� DW� WKH� HIIHFWV� RI� JOREDOLVDWLRQ� RQ� WKH� FRPSHWLWLYH� HQYLURQPHQW� IDFLQJ� D
W\SLFDO� ILUP��7KLUG��ZH�DVVHVV� WKH�GLVWULEXWLRQ�RI� UHODWLYH�SULFH�VKRFNV�DVVRFLDWHG�ZLWK�ERWK
WKH�LQWURGXFWLRQ�RI��DQG�XVH�RI��QHZ�WHFKQRORJLHV��SDJHV��������

:H�DUJXH�WKDW�SURILW�H[SHFWDWLRQV�DQG�DVVRFLDWHG�LQFUHDVHV�LQ�DVVHW�SULFHV�OHDG�WR�D�VKRUW�
WHUP�LQFUHDVH�LQ�GHPDQG�RYHU�DQG�DERYH�WKH�VKRUW�WHUP�LQFUHDVH�LQ�VXSSO\��,Q�HIIHFW��WKH�EHW
RQ�KLJKHU�IXWXUH� LQFRPHV�OHDGV�WR�KLJKHU�VSHQGLQJ�WRGD\��7KLV�JLYHV�ULVH�WR�DQ�RYHUO\� WLJKW
ODERXU�PDUNHW��LPSO\LQJ�KLJKHU�ZDJHV�DQG��KHQFH��KLJKHU�FRQVXPHU�LQFRPHV�

,QIODWLRQ��KRZHYHU��GRHV�QRW�SLFN�XS��,I�WKH�KRVW�FRXQWU\�LV�DEOH�WR�UDLVH�IXQGV�IURP�DEURDG�±
D�NH\�IHDWXUH�RI�WKH�86�VWRU\�LQ�UHFHQW�\HDUV�±�H[FHVV�GHPDQG�LV�OLNHO\�WR�OHDN�RXW�WKURXJK
WKH�FXUUHQW�DFFRXQW�GHILFLW��0HDQZKLOH��KLJKHU�FDSLWDO�LQIORZV�LPSO\�D�VWURQJHU�FXUUHQF\�WKDW�
LQ�WXUQ��VKRXOG�IRUFH�D�UHGLVWULEXWLRQ�RI�LQFRPH�DZD\�IURP�SURGXFHUV��ZKR�KDYH�WR�FRPSHWH
LQ�D�JOREDO�PDUNHW�SODFH�� WRZDUGV�FRQVXPHUV��ZKR�EHQHILW� IURP� IDOOLQJ� LPSRUW�SULFHV���7KLV
SURFHVV�PXVW�� QHFHVVDULO\�� KDYH� D� WLPH� OLPLW� DWWDFKHG� WR� LW�� (YHQWXDOO\�� UDWHV� RI� UHWXUQ� RQ
FDSLWDO�ZLOO�EH�IRUFHG�GRZQ�WR�WKH�FRVW�RI�FDSLWDO�� LPSO\LQJ�WKDW�SURILWV�JURZWK�ZLOO�QRW�EH�DV
VWURQJ�RYHU�WKH�PHGLXP�WHUP�DV�DVVHW�PDUNHWV�PLJKW�LQLWLDOO\�LPSO\��SDJHV��������

7KH�VKRUW�YHUVLRQ
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*OREDOLVDWLRQ�KDV�KDG�SURIRXQG�HIIHFWV�RQ�GRPHVWLF�LQIODWLRQ�GHWHUPLQDWLRQ��)RU�WKH�PDMRULW\
RI� LQGXVWULDO� FRXQWULHV��ZH�VKRZ� WKDW� WKH�FRUUHODWLRQ�EHWZHHQ�GRPHVWLF� LQIODWLRQ�DQG�JOREDO
LQIODWLRQ� ZDV� D� ORW� KLJKHU� LQ� WKH� ����V� WKDQ� LQ� HDUOLHU� GHFDGHV�� (TXDOO\�� WKH� FRUUHODWLRQ
EHWZHHQ�GRPHVWLF�LQIODWLRQ�DQG�GRPHVWLF�XQLW�ODERXU�FRVWV�ZDV�D�ORW�ORZHU�LQ�WKH�����V�WKDQ
LQ�HDUOLHU�SHULRGV��:H�FRQFOXGH�WKDW�PXFK�RI�WKH�FKDQJH�UHIOHFWV�JOREDOLVDWLRQ�HIIHFWV�

,Q� SDUWLFXODU�� QHZ� WHFKQRORJLHV� KDYH� LQFUHDVHG� SULFH� WUDQVSDUHQF\�� KDYH� EURNHQ� GRZQ
EDUULHUV� WR� HQWU\� DQG� KDYH� FRPELQHG� ZLWK� WKH� LQWURGXFWLRQ� RI� FKHDS� ODERXU� IURP� QHZO\
LQWHJUDWHG� SDUWV� RI� WKH� ZRUOG� HFRQRP\� �QRWDEO\� &KLQD� DQG� IRUPHU� &RPPXQLVW� FRXQWULHV��
&RPSDQLHV� KDYH� IRXQG� WKHPVHOYHV� LQ� D� GHIODWLRQDU\� HQYLURQPHQW� WKDW� KDV� SURYLGHG� D
VLJQLILFDQW�WHUPV�RI�WUDGH�JDLQ�IRU�FRQVXPHUV��SDJHV��������

5HODWLYH�SULFH�PRYHPHQWV�KDYH�EHHQ�GHVWUXFWLYH�IRU�WHFKQRORJ\�SURGXFHUV��:H�XVH�86�GDWD
IRU� ERWK� FRQVXPHU� VSHQGLQJ� DQG� SURILWV� WR� DQDO\VH� WKH� ZLQQHUV� DQG� ORVHUV� RQ� D� VHFWRUDO
EDVLV��9ROXPH�JDLQV� LQ� WHFKQRORJ\�JRRGV�KDYH�EHHQ�H[WUDRUGLQDU\�RYHU� WKH�SDVW����\HDUV
EXW�QR�PRUH�H[WUDRUGLQDU\�WKDQ�WKH�FRLQFLGLQJ�FROODSVH�LQ�SULFHV��7KH�SULFH�GHFOLQHV�DSSHDU
WR� KDYH� SURPRWHG� D� VXEVWLWXWLRQ� RI� KRXVHKROG� H[SHQGLWXUH� LQ� IDYRXU� RI� WHFKQRORJ\� JRRGV�
7KH�IOLS�VLGH��KRZHYHU��KDV�EHHQ�D�FRPSOHWH�FROODSVH�LQ�SURILWV�ZLWKLQ�WKLV�VHFWRU�

7KH� SULFH� GHFOLQHV� LQ� WHFKQRORJ\� KDYH� DOVR� OHG� WR� SRVLWLYH� LQFRPH� HIIHFWV� ERWK� IRU
KRXVHKROGV� DQG� IRU� SURGXFHUV� RI� VXSSO\�LQHODVWLF� VHUYLFHV� �DQG�� IRU� WKDW�PDWWHU�� KRXVLQJ��
2QH� LPSOLFDWLRQ� RI� WKLV� HIIHFW� LV� D� JHQHUDO� LQFUHDVH� LQ� VHUYLFH� VHFWRU� SULFLQJ��ZH� FRQFOXGH
WKDW�� UDWKHU� WKDQ� EHLQJ� D� WKUHDW� WR� LQIODWLRQ�� WKHVH� SULFH� LQFUHDVHV� DUH� DQ� LQHYLWDEOH
FRQVHTXHQFH�RI�SULFH�GHVWUXFWLRQ�LQ�RWKHU�DUHDV��SDJHV��������

$� QXPEHU� RI� NH\� LPSOLFDWLRQV� VWHP� IURP� WKHVH� DUJXPHQWV�� )LUVW�� FKDQJHV� LQ� LQGXVWULDO
VWUXFWXUH�� LI�VXVWDLQHG��PD\�OHDG�WR�PHGLXP�WHUP�GLVDSSRLQWPHQW�RQ�SURILWV� OHYHOV��6HFRQG�
EHFDXVH� RI� WKLV� GLVDSSRLQWPHQW�� FDSLWDO� UHWXUQV� PD\� EH� SRRU�� :KHQ� WKLV� LV� UHFRJQLVHG�
FRQVXPHUV� PD\� KDYH� WR� VDYH� PRUH� RXW� RI� FXUUHQW� LQFRPH� WR� IXQG� WKHLU� ORQJHU�WHUP
UHTXLUHPHQWV� IRU� SHQVLRQV� DQG� IRUHLJQ� LQYHVWRUV� PD\� UHGXFH� WKHLU� H[SRVXUH� WR� WKH� 86�
WKHUHE\�SXVKLQJ�WKH�GROODU�WR�ORZHU�OHYHOV��7KLUG��FRPSDQLHV�PD\�ILQG�WKHPVHOYHV�LQ�FRPLQJ
\HDUV� ZLWK� DQ� H[FHVVLYH� OHYHO� RI� FDSLWDO� VWRFN�� 7KLV� LV� OLNHO\� WR� DFW� DV� D� PHGLXP� WHUP
FRQVWUDLQW�RQ�SURILWV�SHUIRUPDQFH�

)RXUWK��FRPSDQ\�VWUDWHJLHV�DUH�OLNHO\�WR�YDU\�FRQVLGHUDEO\��6RPH�FRPSDQLHV�ZLOO�VLPSO\�H[LW
WKHLU� UHVSHFWLYH� LQGXVWULHV��XQDEOH� WR�FRYHU� WKHLU� IL[HG�FRVWV�RYHU� WKH�PHGLXP�WHUP��2WKHUV
ZLOO�FKRRVH�WR�FRQVROLGDWH��PHUJLQJ�LQ�DQ�DWWHPSW�WR�SRRO�PDUNHW�VKDUH�DQG�UHFUHDWH�EDUULHUV
WR�HQWU\��WKLQN�RI�WKH�DXWRPRELOH�LQGXVWU\�RYHU�WKH�SDVW����\HDUV���6WLOO�RWKHUV�ZLOO�EH�IRUFHG�WR
LQYHVW�� QRW� EHFDXVH� WKH\� H[SHFW� GHFHQW� UHWXUQV� EXW�� UDWKHU�� EHFDXVH� WKH\� ZLOO� QHHG� WR
JHQHUDWH�RQJRLQJ�FRVW�UHGXFWLRQV�LQ�RUGHU�WR�VXUYLYH��)LQDOO\��WKHUH�ZLOO�EH�WKRVH�ZKR�FKRRVH
WR�FXW�FRVWV��6RPH�ZLOO�FXW�ZDJHV�RU�UHGXFH�HPSOR\PHQW��D�VWUDWHJ\�WKDW�ZLOO�EH�HDVLHU�LI�WKH
HFRQRPLF�UHERXQG�LV�ZHDN��2WKHUV�ZLOO�LQYHVW�PRUH�KHDYLO\�LQ�UHJLRQV�RIIHULQJ�FKHDS�ODERXU�
OLPLWLQJ�86�FXUUHQW�DFFRXQW�GHILFLW�IXQGLQJ�DQG��KHQFH��XQGHUPLQLQJ�WKH�GROODU��SDJHV��������

3URILWV�PD\�UHERXQG�LQ�WKH�VKRUW�WHUP�IRU�VWUDLJKWIRUZDUG�F\FOLFDO�UHDVRQV��7KH�PHGLXP�WHUP
RXWORRN��KRZHYHU��LV�QRW�HQFRXUDJLQJ�LI�RXU�DVVHVVPHQW�RI�WKH�FKDQJHV�LQ�LQGXVWULDO�VWUXFWXUH
LV�ZHOO�IRXQGHG��8OWLPDWHO\��LW�LV�FRQVXPHUV��DQG�WKH�SURYLGHUV�RI�QRQ�WUDGDEOH�VHUYLFHV��WKDW
HPHUJH�DV�WKH�UHDO�ZLQQHUV�IURP�WKH�1HZ�(FRQRP\�
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$�VWRU\�RI�LQFRQVLVWHQFLHV

7KH�1HZ�(FRQRP\�KDV�EHHQ�IRXQGHG�RQ�D�PDVV�RI�FRQWUDGLFWLRQV��,Q�WKH�86��WKHUH�DSSHDUV
WR� KDYH� EHHQ� D� GHILQLWH� LPSURYHPHQW� LQ� SURGXFWLYLW\� SHUIRUPDQFH� �ZKHWKHU� ODERXU
SURGXFWLYLW\�±�DV�WKHVH�FKDUWV�VKRZ�±�RU�WRWDO�IDFWRU�SURGXFWLYLW\��\HW��DW�WKH�VDPH�WLPH��ZH
KDYH�OLYHG�WKURXJK�ERWK�DQ�DVVHW�SULFH�EXEEOH�DQG�VXEVHTXHQW�EXVW��FKDUW�����7KH�SLFN�XS�LQ
SURGXFWLYLW\�JURZWK�KDV�EHHQ�SDUWLDOO\�PDLQWDLQHG�WKURXJK�WKH�86�HFRQRPLF�GRZQVZLQJ�\HW
FRUSRUDWH�$PHULFD�KDV�VHHQ�WKH�ELJJHVW�FROODSVH�LQ�SURILWV�LQ����\HDUV��8QHPSOR\PHQW�KDV
ULVHQ��D�FRUSRUDWH�UHVSRQVH�WR�WKH�FROODSVH�LQ�SURILWDELOLW\��\HW�FRQVXPHUV�KDYH�FXW�EDFN�WKHLU
VSHQGLQJ�WR�RQO\�D�OLPLWHG�GHJUHH��FKDUW����

���,PSUHVVLYH�SURGXFWLYLW\�EXW�SRRU�VWRFN�PDUNHW
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6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

7KHVH�DUH�SX]]OLQJ� UHVXOWV��7KH�����V� YLHZ�RI� WKH�1HZ�(FRQRP\�ZDV�VWUDLJKWIRUZDUG��7KH
SDFH� RI� WHFKQRORJLFDO� FKDQJH� KDG� DFFHOHUDWHG� VLJQLILFDQWO\�� 7KH�86�� ZLWK� LWV� IOH[LEOH� ODERXU
PDUNHWV� DQG� GHHS� FDSLWDO� PDUNHWV�� ZDV� ZHOO� SODFHG� WR� WDNH� DGYDQWDJH�� $� UDSLG� SDFH� RI
LQQRYDWLRQ�HQDEOHG�WKH�86�WR�SXOO�DZD\�IURP�LWV�FRPSHWLWLRQ�LQ�ERWK�(XURSH�DQG�-DSDQ��OHDGLQJ
WR�DQ�H[FHSWLRQDO�SHULRG�RI�VWURQJ�HFRQRPLF�JURZWK�ZLWK�ORZ�LQIODWLRQ��7KH�JDLQV�LQ�SURGXFWLYLW\
VHHPHG�WR�LPSO\�KLJKHU�SURILWV��ERWK�LPPHGLDWHO\�DQG�VXVWDLQDEO\�RYHU�WKH�PHGLXP�WHUP��$V�D
UHVXOW�RI� WKHVH�KLJKHU�SURILWV��DVVHW�SULFHV�FRXOG� ULVH� WR�SHUPDQHQWO\�KLJKHU� OHYHOV��7KXV� WKH
HTXLW\�PDUNHW�HQWHUHG�D�SRZHUIXO�EXOO�WUHQG�LQ�WKH�VHFRQG�KDOI�RI�WKH�����V�

7KH�EHOLHI� LQ�WKLV�SURFHVV�ZDV�VWUHQJWKHQHG�E\�D�SHUVLVWHQW�DEVHQFH�RI� LQIODWLRQ��,I� LQIODWLRQ
ZDV� TXLHVFHQW�� WKHUH� ZDV� OLWWOH� UHDVRQ� WR� ZRUU\� DERXW� WKH� ULVN� RI� D� F\FOLFDO� GRZQVZLQJ� LQ
SURILWV� RU� LQ� HFRQRPLF� DFWLYLW\� PRUH� JHQHUDOO\�� 0RUHRYHU�� WKHUH� ZRXOG� EH� OLWWOH� ULVN� RI� DQ
DJJUHVVLYH� WLJKWHQLQJ� RI� PRQHWDU\� SROLF\�� WKHUHE\� UHGXFLQJ� WKH� GDQJHUV� WR� LQWHUHVW� UDWH�
VHQVLWLYH�DUHDV�RI�WKH�86�HFRQRP\��2Q�WKDW�EDVLV��WKH�FRQILGHQFH�LQ�IXWXUH�JURZWK�FRXOG�EH
WKDW�PXFK�KLJKHU��WKHUHE\�MXVWLI\LQJ�HYHQ�PRUH�HOHYDWHG�OHYHOV�IRU�DVVHW�SULFHV�

3X]]OHV�DQG�FRQWUDGLFWLRQV
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���86�FRQVXPHUV�KDYH�FDUULHG�RQ�VSHQGLQJ�GHVSLWH�KLJKHU�XQHPSOR\PHQW
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&RQVXPHU�H[SHQGLWXUH��/�+�6FDOH� 8QHPSOR\PHQW��5�+�6FDOH�

��<U &KDQJH�RQ�SUHYLRXV�\HDU��LQYHUWHG�

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

���7KH�HUD�RI�ORZ�LQIODWLRQ
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+HDGOLQH�LQIODWLRQ &RUH�LQIODWLRQ

��<U��<U

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

<HW��WKURXJK�WKH�VHFRQG�KDOI�RI�WKH�����V��WKH�DFFXPXODWLQJ�HYLGHQFH�VXJJHVWHG�WKDW�VRPH
RI� WKHVH�VLPSOLVWLF� OLQNV�ZHUH�QRW�ZRUNLQJ� WHUULEO\�ZHOO��7KH�SURGXFWLYLW\�VWRU\�GLG� ORRN�YHU\
JRRG�DQG�FRQWLQXHV� WR�GR�VR��HYHQ�DIWHU�D�VOXPS� LQ�HFRQRPLF�JURZWK��<HW��GHVSLWH�DOO� WKH
KRSHV�� WKH�FRUSRUDWH�SURILWV�VWRU\�KDV�EHHQ�YHU\�GLVDSSRLQWLQJ��7KH�SURILW�VKDUH�ZLWKLQ�86
*'3�SHDNHG� LQ������DQG�� WKHUHDIWHU��ZDV�VWXFN� LQ�D�SHUVLVWHQW�GRZQZDUG� WUHQG� �QRWH� WKDW
6	3�SURILWV�SHDNHG�D� ORW� ODWHU���$OO� WKH�ZKLOH��SURGXFWLYLW\�JURZWK�FRQWLQXHG�DW�D�SDFH� WKDW
KDG�QRW�UHDOO\�EHHQ�VXVWDLQDEO\�VHHQ�GXULQJ�WKH�SUHYLRXV����\HDUV��VHH�FKDUW����



7KH�&RQVXPHU�7DNHV�,W�$OO ABC

3X]]OHV�DQG�FRQWUDGLFWLRQV

� �0D\�����

8OWLPDWHO\�� WKH�SHUIRUPDQFH�RI� WKH�VWRFN�PDUNHW�ZDV� WLHG� LQ�PRUH�FORVHO\�ZLWK�SURILWV� WKDQ
ZLWK� SURGXFWLYLW\�� 0HDQZKLOH�� GHVSLWH� WKH� LPSOLHG� VKDUS� GHFOLQHV� LQ� KRXVHKROG� ZHDOWK�
FRQVXPHUV�KDYH��RQ�WKH�ZKROH��FRQWLQXHG�WR�VSHQG��:LWK�D�UHODWLYHO\�VWDEOH�VDYLQJ�UDWLR��WKH
PDLQ� UHDVRQ�KDV�EHHQ�VWURQJ�JURZWK� LQ� UHDO� LQFRPHV�� DQRWKHU� SX]]OLQJ� UHVXOW� JLYHQ� ULVLQJ
XQHPSOR\PHQW�LQ������

7KHVH�VXSSRVHG� LQFRQVLVWHQFLHV�ERLO�GRZQ� WR�RQH� LVVXH�� WKH�GLVWULEXWLRQ�RI� WKH�EHQHILWV�RI
SURGXFWLYLW\�JURZWK�ZLWKLQ�WKH�EURDGHU�HFRQRP\��&RQWUDU\�WR�H[SHFWDWLRQV��WKH�EHQHILFLDULHV
RI� VWURQJ�SURGXFWLYLW\�JURZWK�KDYH�QRW� EHHQ�VKDUHKROGHUV��5DWKHU�� WKH� ELJJHVW� JDLQV�KDYH
DFFUXHG� WR� ZRUNHUV�� 5HPDUNDEO\� HQRXJK�� WKH� SHULRG� RI� UDSLG� SURGXFWLYLW\� JURZWK� KDV
FRLQFLGHG�ZLWK�RQH�RI�WKH�ZRUVW�HYHU�SHUIRUPDQFHV�IRU�FRPSDQ\�SURILWV�\HW�RQH�RI� WKH�EHVW
HYHU�SHUIRUPDQFHV� IRU� UHDO�ZDJH�JURZWK��:K\� LV� LW� WKDW�ZRUNHUV�KDYH�PDQDJHG� WR� UHFHLYH
YLUWXDOO\� DOO� WKH� EHQHILWV� RI� IDVWHU� SURGXFWLYLW\� JURZWK� ZKLOH� FRPSDQLHV� DQG� VKDUHKROGHUV
DSSHDU��VR�IDU��WR�KDYH�UHFHLYHG�YLUWXDOO\�QR�UHZDUGV�IRU�WKHLU�HQWUHSUHQHXULDO�ULVN�WDNLQJ"

7KLV� LV� D� NH\� TXHVWLRQ� EHFDXVH� LW� UHDFKHV� DW� WKH� KHDUW� RI� WKH� GHEDWH� DERXW� WKH� 1HZ
(FRQRP\��.QRZLQJ� WKH� SDWK� IRU� SURGXFWLYLW\� RYHU� WKH� SDVW� IHZ� \HDUV�� LW� ZRXOG� KDYH� EHHQ
GLIILFXOW� WR� KDYH� EHHQ� VXIILFLHQWO\� SHVVLPLVWLF� DERXW� SURILWV�� (TXDOO\�� NQRZLQJ� WKH� SDWK� IRU
SURILWV�� LW� ZRXOG� KDYH� EHHQ� GLIILFXOW� WR� KDYH� EHHQ� VXIILFLHQWO\� RSWLPLVWLF� DERXW� SURGXFWLYLW\�
+RZ�FDQ�ZH�UDWLRQDOLVH�WKLV�GLFKRWRP\"

7KLV�SDSHU�DWWHPSWV�WR�GR�VR��:H�KDYH�WULHG�WR�WLH�WRJHWKHU�D�VHULHV�RI�³PDFUR´�WKHPHV�WKDW
DSSHDU�WR�KDYH�GRPLQDWHG�HFRQRPLF�GHYHORSPHQW�DURXQG�WKH�ZRUOG�RYHU�WKH�SDVW�GHFDGH�RU
VR��7KHVH�LQFOXGH�WKH�SURGXFWLYLW\�PLUDFOH��WKH�ERRP�DQG�VXEVHTXHQW�FROODSVH�LQ�SURILWV�DQG
HTXLW\� SULFHV�� WKH�PRYH� WRZDUGV� JOREDOLVDWLRQ� DQG� WKH� JHQHUDOO\� ORZ� OHYHO� RI� LQIODWLRQ��:H
VXJJHVW� WKDW��RYHU� WKH�SDVW����\HDUV�� WKH�VWUXFWXUH�RI� WKH�ZRUOG¶V�HFRQRPLHV�KDV�FKDQJHG
VLJQLILFDQWO\�� 7KH� SURGXFWLYLW\� SLFN�XS� KDV� EHHQ� PRUH� UHDO� WKDQ� ZH� KDG� LPDJLQHG�� 7KH
FKDQJLQJ�VWUXFWXUH�RI�JOREDO� LQGXVWU\�±�SDUWLFXODUO\� WKH�FRPSHWLWLYH�HQYLURQPHQW�±�VXJJHVWV
WKDW� WKH�DELOLW\� WR�PDNH�SURILWV�RXW�RI� WKLV�SHULRG�RI� WHFKQRORJLFDO� LQQRYDWLRQ� LV�PXFK�ZRUVH
WKDQ�FRPPRQO\�VXSSRVHG�

7KH� RYHUDOO� FRQFOXVLRQ� VXJJHVWV� WKDW� ±� GHVSLWH� D� UHGXFWLRQ� LQ� XQLRQ� SRZHU�� GHVSLWH� DQ
LQFUHDVH� LQ� ZRUNHU� XQFHUWDLQW\� ±� ZRUNHUV� LQ� VRPH� FRXQWULHV� KDYH� JUDEEHG� KROG� RI� WKH
EHQHILWV�IURP�SURGXFWLYLW\�JDLQV��³:RUNHUV�RI�WKH�ZRUOG�XQLWH´�PD\�VHHP�OLNH�DQ�RGG�SKUDVH
WR�XVH� LQ� D� JOREDO� IUHH�PDUNHW� HQYLURQPHQW� EXW�� DW� WKH� HQG�RI� WKH� GD\��ZRUNHUV� DSSHDU� WR
KDYH� JDLQHG� KXJHO\� IURP� WKH� SURGXFWLYLW\� VXUJH� RI� UHFHQW� \HDUV�� 8QIRUWXQDWHO\�� WKH� VDPH
FDQQRW� JHQHUDOO\� EH� VDLG� RI� VKDUHKROGHUV� DQG� FRPSDQLHV�� ,QYHVWRUV� LQ� WKH�1HZ�(FRQRP\
KDYH� XOWLPDWHO\� QRW� EHQHILWHG� IURP� WKHLU� KXJH� RXWOD\V�� UDLVLQJ� TXHVWLRQV� DERXW� WKH
VXVWDLQDELOLW\�RI�KLJK�LQYHVWPHQW�VSHQGLQJ�RYHU�WKH�PHGLXP�WHUP�
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5LVLQJ�SURGXFWLYLW\��FROODSVLQJ�SURILWV

7KH� SURILWV� SX]]OH� FDQ� EH� VHHQ� JUDSKLFDOO\�� &KDUW� �� VKRZV� WKH� SURILW� VKDUH� ZLWKLQ� 86
FRUSRUDWH�*'3�� ERWK� IURP� DQ� RYHUDOO� FRUSRUDWH� SHUVSHFWLYH� DQG� DOVR� IURP� D� QRQ�ILQDQFLDO
SHUVSHFWLYH��2YHU�WKH�SDVW����\HDUV��WKHUH�KDYH�EHHQ�WKUHH�VSHFLILF�RFFDVLRQV�LQ�ZKLFK�WKH
SURILW�VKDUH�KDV�FROODSVHG��7KH�ILUVW�FROODSVH�FDPH�LQ� WKH�PLG�����V��7KH�VHFRQG�FDPH�DW
WKH�HQG�RI�WKH�����V��7KH�WKLUG�EHJDQ�LQ�WKH�ODWH�����V��2Q�WKH�ILUVW�WZR�RFFDVLRQV��WKH�SURILW
VKDUH� VXEVHTXHQWO\� UHPDLQHG� GHSUHVVHG� IRU� D� SURORQJHG� SHULRG� RI� WLPH�� (YHQ� WKRXJK
HFRQRPLF�JURZWK� UHERXQGHG�� FRPSDQLHV� ORVW�RXW��2EYLRXVO\��SURILWV� URVH� LQ� OLQH�ZLWK�*'3
EXW�WKH�RYHUDOO�VKDUH�UHPDLQHG�GHSUHVVHG�FRPSDUHG�ZLWK�HDUOLHU�KLJKV�

���7KUHH�SHULRGV�RI�SURILW�VKDUH�GHFOLQH
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3URILWV�RI�QRQ�ILQDQFLDO�FRUSRUDWH�EXVLQHVV 3URILWV�RI�FRUSRUDWH�EXVLQHVV

6KDUH�RI�JURVV�SURGXFW6KDUH�RI�JURVV�SURGXFW

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

,Q�HDFK�RI�WKHVH�HDUOLHU�SHULRGV��WKH�FROODSVH�LQ�SURILWV�VLJQLILHG�D�PDMRU�VWUXFWXUDO�VKLIW�LQ�WKH
XQGHUO\LQJ�SHUIRUPDQFH�RI�WKH�86�HFRQRP\��7KH�FROODSVH�LQ�WKH�PLG�����V�SUHVDJHG�D�ULVH
LQ�ZDJH�FRVWV��D�JUDGXDO�SLFN�XS� LQ� LQIODWLRQDU\�SUHVVXUHV�DQG�� DW� WKH�HQG�RI� WKH� GD\�� WKH
HFRQRPLF� XSKHDYDO� DW� WKH� EHJLQQLQJ� RI� WKH� ����V�� 7KH� FROODSVH� DW� WKH� EHJLQQLQJ� RI� WKH
����V�ZDV�DVVRFLDWHG�ZLWK� WKH� DWWHPSWV� E\� WKH�)HGHUDO�5HVHUYH� DQG� RWKHU� FHQWUDO� EDQNV
DURXQG�WKH�ZRUOG�WR�VTXHH]H�LQIODWLRQ�RXW�RI�WKH�V\VWHP��,Q�HDFK�FDVH��WKHUH�ZHUH�RQJRLQJ
HIIHFWV�RQ�DVVHW�SULFHV��3RRU� UHWXUQV� IRU�DOO�DVVHW�FODVVHV�EHFDPH� WKH�GRPLQDQW� IHDWXUH�RI
WKH�ILQDQFLDO� ODQGVFDSH�LQ�WKH�ODWH�����V�DQG�WKURXJK�WKH�����V��*RRG�UHWXUQV�RQ�ILQDQFLDO
DVVHWV�EHFDPH�WKH�GRPLQDQW�WKHPH�GXULQJ�WKH�����V�DV�GHFOLQLQJ�LQWHUHVW�UDWHV�GRPLQDWHG
WKH�LPSDFW�RI�D�UHODWLYHO\�ORZ�VKDUH�RI�FRUSRUDWH�SURILWV�ZLWKLQ�*'3�

7KH� UHFHQW� GHFOLQH� LQ� WKH� SURILWV� VKDUH� ±� DQG�� LQGHHG�� LQ� WKH� OHYHO� RI� SURILWV� ±� KDV� EHHQ
SDUWLFXODUO\� SX]]OLQJ� JLYHQ� WKH� HYLGHQFH� RXWOLQHG� LQ� FKDUW� ��� 7KH� FKDUW� VKRZV� SURGXFWLYLW\
JURZWK�±�LQ�WKLV�FDVH��RXWSXW�SHU�KRXU�IRU� WKH�QRQ�IDUP�EXVLQHVV�VHFWRU�±�RYHU�WKH�SDVW���
\HDUV�DJDLQVW�JURZWK�LQ�QRQ�ILQDQFLDO�FRUSRUDWH�SURILWV��DGMXVWHG�IRU�LQIODWLRQ��)URP�WKH�����V
WKURXJK� WR� WKH�����V�� WKH� WZR�VHULHV�ZHUH� FORVHO\� FRUUHODWHG�� VWURQJHU� SURGXFWLYLW\� JURZWK

3URILWV�DQG�SURGXFWLYLW\
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3URILWV�DQG�SURGXFWLYLW\
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ZDV� LQYDULDEO\�DVVRFLDWHG�ZLWK� IDVWHU�SURILWV�JURZWK��3DUW� RI� WKLV� UHODWLRQVKLS�ZDV� VLPSO\�D
F\FOLFDO�VWRU\��UDSLGO\�ULVLQJ�GHPDQG�FRXOG�EH�DVVRFLDWHG�ZLWK�ERWK�H[SDQGLQJ�SURILW�PDUJLQV
DQG�F\FOLFDO� LQFUHDVHV� LQ�RXWSXW�SHU�KRXU��2YHUDOO��KRZHYHU�� LW�VHHPHG� WR�EH� WKH�FDVH� WKDW
FRPSDQLHV�ZRXOG�LQYDULDEO\�EH�UHZDUGHG�IRU�H[SORLWLQJ�SURGXFWLYLW\�RSSRUWXQLWLHV�

���3URGXFWLYLW\�QR�ORQJHU�JLYHV�SURILWV
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3URGXFWLYLW\��/�+�6FDOH� 3URILWV�RI�QRQ�ILQDQFLDO�EXVLQHVV�FRUSRUDWLRQ�DGMXVWHG�IRU�LQIODWLRQ��5�+�6FDOH�

��<U��<U

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

7KH�UHODWLRQVKLS�EHWZHHQ�SURILWV�DQG�SURGXFWLYLW\� LQYHUWHG�GXULQJ�WKH�����V��&RPLQJ�RXW�RI
UHFHVVLRQ�� SURILWV� JURZWK� ZDV� UHDVRQDEO\� VWURQJ�� GHVSLWH� D� UHODWLYHO\� SRRU� SURGXFWLYLW\
SHUIRUPDQFH�� ,Q� WKH� VHFRQG� KDOI� RI� WKH� GHFDGH�� D� YHU\� SRZHUIXO� SURGXFWLYLW\� SHUIRUPDQFH
ZDV�DVVRFLDWHG�ZLWK�D�YHU\�SRRU�SURILWV�SHUIRUPDQFH��7KLV�LV�D�SDUWLFXODUO\�VXUSULVLQJ�UHVXOW�
LQ�HDUOLHU�SHULRGV�RI�VWURQJ�SURGXFWLYLW\�JURZWK�±�WKH�HDUO\�����V��IRU�H[DPSOH�±�VXEVWDQWLDO
UHZDUGV� IHG� WKURXJK� WR� FRPSDQLHV� DQG�� KHQFH�� VKDUHKROGHUV�� 7KH� ����V� H[SHULHQFH� LV�
WKHUHIRUH�� WUXO\� UHPDUNDEOH�� 7KRVH� WKDW� WRRN� ULVNV� ±� WKH� FRPSDQLHV� DQG� VKDUHKROGHUV� ±
HYHQWXDOO\�ORVW�RXW��7KRVH�WKDW�NHSW�WKHLU�MREV�±�DQG�WKRVH�WKDW�ZHUH�VXFNHG�LQWR�WKH�ODERXU
PDUNHW�GXULQJ�WKH�SHULRG�RI�HFRQRPLF�ERRP�±�EHQHILWHG�HQRUPRXVO\�

7KH� EHQHILWV� IHHGLQJ� WKURXJK� WR�ZRUNHUV� FDQ� EH� VHHQ� FOHDUO\� LQ� FKDUW� ���2QFH� DJDLQ�� WKH
FKDUW�VKRZV�SURGXFWLYLW\�JURZWK�EXW��WKLV�WLPH��LW� LV�WUDFNHG�DJDLQVW�JURZWK�LQ�UHDO�HPSOR\HH
LQFRPHV�� )RU� WKH�PRVW� SDUW�� WKH� UHODWLRQVKLS� KDV� EHHQ� FORVH� EXW� SURGXFWLYLW\� KDV� W\SLFDOO\
RXWVWULSSHG� HPSOR\HH� LQFRPHV�� ,Q� RWKHU� ZRUGV�� VRPH� RI� WKH� JDLQV� RI� SURGXFWLYLW\� JURZWK
KDYH�DFFUXHG�WR�VKDUHKROGHUV�UDWKHU�WKDQ�ZRUNHUV�

7KDW� VWRU\� FKDQJHG� GUDPDWLFDOO\� LQ� WKH� PLG�����V�� %RWK� SURGXFWLYLW\� JURZWK� DQG� UHDO
HPSOR\HH� LQFRPH�JURZWK�DFFHOHUDWHG�VWURQJO\�EXW��DW� WKH�PDUJLQ��HPSOR\HH�JURZWK�PRYHG
DKHDG�PRUH�TXLFNO\��$V�D�UHVXOW��WKH�JDS�EHWZHHQ�WKH�JURZWK�UDWHV�RI�WKH�WZR�VHULHV�FORVHG
XS��OHDYLQJ�HPSOR\HHV�DV�YLUWXDOO\�WKH�VROH�EHQHILFLDULHV�RI�WKH�1HZ�(FRQRP\��7KH�VWRU\�FDQ
EH�VXPPDULVHG�LQ�FKDUW����7KLV�VKRZV�XQLW�ODERXU�FRVWV�±�HPSOR\HH�LQFRPH�JURZWK�RIIVHW�E\
FKDQJHV� LQ� SURGXFWLYLW\� ±� DJDLQVW� LQIODWLRQ�� 8QLW� ODERXU� FRVW� JURZWK� DW� WKH� WDLO� HQG� RI� WKH
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3URILWV�DQG�SURGXFWLYLW\
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����V�ZDV�DV�VWURQJ�DV� LW�ZDV�DW� WKH�WDLO�HQG�RI� WKH�����V�\HW� LQIODWLRQ�ZDV�D� ORW� ORZHU�� ,Q
RWKHU� ZRUGV�� GHVSLWH� IDVWHU� SURGXFWLYLW\� JURZWK�� WKH� FRVW� VWRU\� IRU� FRPSDQLHV� ZDV� OLWWOH
FKDQJHG�IURP�WKH�KLJKHU�LQIODWLRQDU\�HUD�RI�WKH�ODWH�����V��3URGXFWLYLW\�JDLQV�PD\�KDYH�EHHQ
H[WUDFWHG�EXW�SURILWDELOLW\�UHZDUGV�VLPSO\�GLG�QRW�PDWHULDOLVH��6RPHWKLQJ�RGG�KDV�KDSSHQHG�
(LWKHU�FRPSDQLHV�KDYH�ORVW�SULFLQJ�SRZHU�RU�WKH\�KDYH�ORVW�FRQWURO�RI�FRVWV�RU��PRUH�OLNHO\�
WKH\�KDYH�VXIIHUHG�RQ�ERWK�FRXQWV�

���%HQHILWV�RI�SURGXFWLYLW\�KDYH�EHHQ�VHHQ�LQ�ZDJHV
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2XWSXW�SHU�KRXU�RI�DOO�QRQ�IDUP�ZRUNHUV 5HDO�FRPSHQVDWLRQ�SHU�KRXU

��<U ��<U

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

���8QLW�ODERXU�FRVW�JURZWK�DV�KLJK�DV�ODWH�����V��LQIODWLRQ�QRW
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6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP



7KH�&RQVXPHU�7DNHV�,W�$OO ABC

�� �0D\�����

$�ELW�RI�WKHRU\

>)RU� WKRVH� UHDGHUV�QRW� LQWHUHVWHG� LQ� WKHRUHWLFDO� FRQVLGHUDWLRQV�� WKLV� VHFWLRQ�FDQ�EH�PLVVHG
RXW�� 7KH� PDLQ� FRQFOXVLRQ� LV� WKDW� WHFKQRORJ\� FDQ� FKDQJH� ERWK� WKH� FRVW� DQG� WKH� GHPDQG
VLWXDWLRQ� IDFLQJ� D� ILUP�� LPSO\LQJ� WKDW� DEQRUPDO� SURILWV� PD\� EH� PRUH� GLIILFXOW� WR� PDNH�
7HFKQRORJ\� LQQRYDWLRQV� PD\� UHGXFH� EDUULHUV� WR� HQWU\�� OHDG� WR� H[FHVVLYH� LQYHVWPHQW� DQG
KHLJKWHQ�SULFH�WUDQVSDUHQF\�@

6RPH� VLPSOH� PLFURHFRQRPLFV� PLJKW� KHOS� WR� VHW� RXW� VRPH� RI� WKH� LVVXHV� WKDW� QHHG� WR� EH
DGGUHVVHG��&KDUW���VKRZV�D�VWDQGDUG�WH[WERRN�FKDUW�RI�D�ILUP�WKDW�KDV�VRPH�GHJUHH�RI�SULFLQJ
SRZHU�RU��SXW�DQRWKHU�ZD\��KDV�D�PRQRSROLVWLF�SRVLWLRQ��2I�FRXUVH��WKLV�LV�DQ�H[WUHPH�H[DPSOH
EXW�� QHYHUWKHOHVV�� LW� VHUYHV� WR� GHPRQVWUDWH� WKH� NH\� LVVXHV� EHKLQG� WKH� SURILWV�SURGXFWLYLW\
GLFKRWRP\�

7KH�KRUL]RQWDO�D[LV�VKRZV�WKH�TXDQWLW\�RI�JRRGV�VROG�DQG�WKH�YHUWLFDO�D[LV�VKRZV�WKH�SULFH�RI
JRRGV�VROG��7KH�ILUP�IDFHV�D�GRZQZDUG�VORSLQJ�GHPDQG�FXUYH��LQGLFDWLQJ�WKDW�WKHUH�LV�SULFLQJ
SRZHU� EXW� WKDW� WKH� TXDQWLW\� RI� JRRGV� VROG�ZLOO� GHSHQG� RQ� WKH� HODVWLFLW\� RI� GHPDQG� DV� SULFH
FKDQJHV��7KH� FRVW� FXUYHV� UHIOHFW� WKH� XVXDO� WH[WERRN� DVVXPSWLRQV�� QDPHO\� WKDW� WKH� DYHUDJH
FRVW� FXUYH� IDOOV� LQLWLDOO\� DQG�� WKHUHDIWHU�� ULVHV� DV� FDSDFLW\� FRQVWUDLQWV� VWDUW� WR� FRPH� WKURXJK�
3URILWV�DUH�PD[LPLVHG�DW�WKH�OHYHO�RI�RXWSXW�ZKHUH�PDUJLQDO�UHYHQXH�HTXDOV�PDUJLQDO�FRVW�DQG
DUH�UHSUHVHQWHG�E\�WKH�VKDGHG�DUHD�RQ�WKH�FKDUW�

���$�PRQRSROLVWLF�ILUP
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6RXUFH��+6%&

7KH�DUULYDO�RI�D�QHZ�SURGXFWLRQ�WHFKQRORJ\�ZLOO�EH�VHHQ�E\�WKH�LQGLYLGXDO�ILUP�DV�DQ�DWWUDFWLYH
ZD\� RI� UHGXFLQJ� FRVWV� DQG�� WKHUHIRUH�� ERRVWLQJ� SURILWV�� ,Q� RWKHU� ZRUGV�� WKH� PDUJLQDO� DQG
DYHUDJH�FRVW�FXUYHV�VKRXOG�VKLIW�GRZQZDUGV� IRU�D�JLYHQ�TXDQWLW\�RI�SURGXFWLRQ��7KHVH�VKLIWV
DUH�VKRZQ�LQ�FKDUW����$VVXPLQJ�QR�FKDQJH�LQ�GHPDQG�FXUYHV��WKH�QHW�UHVXOW�LV�DQ�LQFUHDVH�LQ
SURILWV�� 7KH� VKDGHG�DUHD� LV� VLJQLILFDQWO\� ODUJHU� WKDQ� LQ� FKDUW� ��� 7KH� UHGXFWLRQ� LQ� FRVWV� LV�� LQ
HIIHFW��DQ�LPSURYHPHQW�LQ�SURGXFWLYLW\��2XWSXW�SHU�KRXU��RU�RXWSXW�SHU�KHDG��PD\�EH�UDLVHG�DV�D

6RPH�SRVVLEOH�H[SODQDWLRQV
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6RPH�SRVVLEOH�H[SODQDWLRQV

0D\����� ���

UHVXOW�RI�WKH�LQWURGXFWLRQ�RI�WKH�QHZ�WHFKQRORJLHV��2WKHU�WKLQJV�EHLQJ�HTXDO��WKH�UHVXOW�VHHPV�WR
EH�D�GUDPDWLF�LQFUHDVH�LQ�SURILWV��7KH�LQFHQWLYH�IRU�ILUPV�WR�LQQRYDWH�LV��WKHUHIRUH��YHU\�ODUJH�

���7KH�PRQRSROLVWLF�ILUP·V�SURILW�H[SHFWDWLRQ�IDFHG�ZLWK�QHZ�WHFKQRORJ\
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6RXUFH��+6%&

7KUHDWV�WR�LQGXVWULDO�VWUXFWXUH

<HW� WKH�DVVXPSWLRQ� WKDW�RWKHU� WKLQJV�DUH�HTXDO�PD\�QRW�EH�FRUUHFW��7KH�QHZ� WHFKQRORJLHV
FRXOG�KDYH�D�VLJQLILFDQW� LPSDFW�RQ� LQGXVWULDO� VWUXFWXUH�DQG� WKH�VFRSH� IRU�FRPSHWLWLRQ��2QH
ZD\�LQ�ZKLFK�WKHVH�HIIHFWV�PLJKW�IHHG�WKURXJK�LV�YLD�FKDQJHV�LQ�WKH�GHPDQG�VLWXDWLRQ�IDFLQJ
WKH�LQGLYLGXDO�FRPSDQ\��7KHUH�DUH�D�QXPEHU�RI�ZD\V�LQ�ZKLFK�WKHVH�FKDQJHV�PLJKW�RFFXU�

4�1HZ�HQWUDQWV��$�UHGXFWLRQ�LQ�WKH�OHYHO�RI�FRVWV�PLJKW�DWWUDFW�QHZ�HQWUDQWV�LQWR�D�VSHFLILF
LQGXVWU\��$V�D�UHVXOW�� WKH� LQFXPEHQWV¶�DELOLW\� WR�HDUQ�DEQRUPDO�SURILWV�FRXOG�EH�VHULRXVO\
XQGHUPLQHG��7KH�JUHDWHU�WKH�QXPEHU�RI�QHZ�HQWUDQWV��WKH�PRUH�HDFK�LQGLYLGXDO�FRPSDQ\
ZRXOG�IDFH�D�IODWWHU�GHPDQG�FXUYH�ZLWK�D�ORZHU�TXDQWLW\�RI�RXWSXW�

4�2YHU�LQYHVWPHQW�� 6LPLODU� WR� WKH� QHZ� HQWUDQWV� DUJXPHQW�� QHZ� LQYHVWPHQW� FRXOG� OHDYH
FRPSDQLHV� ZLWK� H[FHVVLYH� OHYHOV� RI� FDSDFLW\�� 2YHUDOO� VXSSO\� ZRXOG� EH� XQXVXDOO\� KLJK
UHODWLYH� WR�GHPDQG�� LPSO\LQJ� WKDW� ILUPV�PLJKW�EH�XQDEOH� WR�FRYHU� WKHLU� IL[HG�FRVWV��$V�D
UHVXOW�� WKH\� PLJKW� VWD\� LQ� EXVLQHVV� LQ� WKH� VKRUW� WHUP� EXW� OHDYH� WKH� LQGXVWU\� RYHU� WKH
PHGLXP�WHUP�

4�*UHDWHU�SULFH� WUDQVSDUHQF\��0RYHV� WRZDUGV�HOHFWURQLF� WUDQVPLVVLRQ�RI� SULFH� LQIRUPDWLRQ
FRXOG� UHGXFH� WKH�DELOLW\�RI�FRPSDQLHV� WR�HQJDJH� LQ�SULFH�GLVFULPLQDWLRQ�DQG�RWKHU�PDUNHW
GLVWRUWLQJ�WDFWLFV��$V�D�UHVXOW��WKH�DELOLW\�WR�HDUQ�DEQRUPDO�SURILWV�FRXOG�EH�VHULRXVO\�UHGXFHG�

4�*OREDOLVDWLRQ�� 7KH� XVH� RI� WHFKQRORJ\� PD\� KDYH� ³VKUXQN� WKH� ZRUOG´�� ,QFXPEHQWV� LQ
LQGLYLGXDO� FRXQWULHV� PLJKW� ILQG� LW� GLIILFXOW� WR� PDLQWDLQ� PRQRSRO\� SURILWV� IDFHG� ZLWK� DQ
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6RPH�SRVVLEOH�H[SODQDWLRQV

�� �0D\�����

XQGHUFXWWLQJ�RI�WKHLU�FRVW�EDVH�E\�IRUHLJQ�FRPSHWLWRUV��2I�FRXUVH��WKLV�VWRU\�FDQ�ZRUN�ERWK
ZD\V�� LQFXPEHQWV� FRXOG� RXWVRXUFH� WKHLU� FRVWV� WR� FRXQWULHV� HOVHZKHUH� LQ� WKH� ZRUOG�
WKHUHE\�HQDEOLQJ�WKHP�WR�PDLQWDLQ�UHODWLYHO\�KLJK� OHYHOV�RI�SURILWDELOLW\��1HYHUWKHOHVV��RQ
EDODQFH�� LW� VHHPV� OLNHO\� WKDW� JOREDOLVDWLRQ� ZRXOG� LPSO\� DQ� LQFUHDVH� LQ� FRPSHWLWLRQ� DQG�
KHQFH��D�UHGXFWLRQ�LQ�WKH�DELOLW\�RI�DOO�FRPSDQLHV�WR�HDUQ�DEQRUPDO�SURILWV�

7KHVH�HIIHFWV�DUH�VKRZQ�LQ�FKDUW�����7KH�FRVW�FXUYHV�DUH�KHOG�DW�WKH�VDPH�OHYHO�DV�FKDUW���
EXW� WKH� GHPDQG� DQG� UHYHQXH� FXUYHV� KDYH� FKDQJHG� VKDSH� FRQVLGHUDEO\�� $W� ORZ� OHYHOV� RI
GHPDQG�� WKH� GHPDQG� FXUYH� LV� PXFK� FORVHU� WR� WKH� RULJLQ�� LQGLFDWLQJ� WKDW� SULFLQJ� SRZHU� LV
VLJQLILFDQWO\�ORZHU�WKDQ�ZDV�WKH�FDVH�SUHYLRXVO\��)RU�DOO�OHYHOV�RI�GHPDQG��WKH�GHPDQG�FXUYH
LV� PXFK� PRUH� HODVWLF�� VXJJHVWLQJ� WKDW� WKH� LQGXVWU\� LQ� ZKLFK� WKH� FRPSDQ\� RSHUDWHV� KDV
PRYHG� FORVHU� WR� FRQGLWLRQV� RI� SHUIHFW� FRPSHWLWLRQ�� ,Q� RWKHU� ZRUGV�� DEQRUPDO� SURILWV
LQFUHDVLQJO\�EHFRPH�D�WKLQJ�RI�WKH�SDVW�DQG�SULFHV�DUH��JHQHUDOO\��D�ORW�ORZHU�

����0RQRSROLVWLF�GLVDSSRLQWPHQW�LQ�WKH�OLJKW�RI�WHFKQRORJ\�DGYDQFHV
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$�UHWXUQ�WR�QRUPDO�SURILWV

6RPH�FRPSDQLHV�ZLOO��RI�FRXUVH��GR�EHWWHU�WKDQ�RWKHUV��7KRVH�WKDW�FRYHU�ERWK�WKHLU�IL[HG�DQG
YDULDEOH�FRVWV�ZLOO�EH�DEOH�WR�UHPDLQ�LQ�EXVLQHVV�RYHU�WKH�ORQJ�KDXO��7KRVH��KRZHYHU��WKDW�DUH
RQO\� DEOH� WR� FRYHU� WKHLU� YDULDEOH� FRVWV� ZLOO� HYHQWXDOO\� OHDYH� WKH� LQGXVWU\� DOWRJHWKHU�� 2WKHU
WKLQJV�EHLQJ�HTXDO��WKRVH�WKDW�KDYH�EURXJKW�LQ�WKH�JUHDWHVW�FRVW�HIILFLHQFLHV�ZLOO�EH�WKRVH�WKDW
VXUYLYH��1RWH��KRZHYHU��WKDW�WKH�FKDQJHG�FRPSHWLWLYH�VWUXFWXUH�RI�WKH�LQGXVWU\�LPSOLHV�WKDW�LW
ZLOO�EH�GLIILFXOW� IRU� WKH�PDMRULW\�RI�VXUYLYRUV� WR�HDUQ�DQ\WKLQJ�RWKHU� WKDQ� ³QRUPDO´�SURILWV�� ,Q
HIIHFW��WKH�EHQHILWV�RI�WKH�QHZ�WHFKQRORJ\�KDYH�XOWLPDWHO\�EHHQ�SDVVHG�RQWR�FRQVXPHUV�



7KH�&RQVXPHU�7DNHV�,W�$OO ABC
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(DUOLHU� SHULRGV�RI� WHFKQRORJLFDO� LQQRYDWLRQ�KDYH�RIWHQ� EHHQ�DVVRFLDWHG�ZLWK� KXJH� VKLIWV� LQ
FDSLWDO� VSHQGLQJ�� RYHUDOO� HFRQRPLF� JURZWK� DQG� WKH� SHUIRUPDQFH� RI� HTXLWLHV�� <HW�� RQ� HDFK
RFFDVLRQ��WKHUH�KDV�EHHQ�OLWWOH� ODVWLQJ� LPSDFW�RQ�FRUSRUDWH�SURILWV��$V�WKH�,0)�DUJXHG�LQ�LWV
2FWREHU������:RUOG�(FRQRPLF�2XWORRN�³WKH�JDLQV�ZHQW�ODUJHO\�WR�XVHUV��QRW�SURGXFHUV��7KH
EHQHILWV� ZHUH� PRVWO\� WUDQVIHUUHG� WR� XVHUV� WKURXJK� WKH� IDOO� LQ� WKH� UHODWLYH� SULFH� RI� JRRGV
HPERG\LQJ�WKH�QHZ�WHFKQRORJ\��ZKLOH�SURILWV�DQG�ZDJHV�LQ�SURGXFLQJ�LQGXVWULHV�ZHUH�UDUHO\
H[FHSWLRQDO�E\�FRPSDULVRQ��7KH�FODVVLF�FDVH�LV�WH[WLOHV�SURGXFWLRQ�LQ�WKH�LQGXVWULDO�UHYROXWLRQ
LQ�%ULWDLQ��ZKHUH�DERXW�KDOI�RI� WKH�EHQHILWV� IURP�IDOOLQJ�SULFHV�ZHUH�H[SRUWHG�YLD�ZRUVHQLQJ
WHUPV�RI�WUDGH´�

����$V�SULFHV�IDOO��WKH�FRQVXPHU�ZLQV
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7KHVH�GHFOLQHV� LQ� UHODWLYH�SULFHV� LPSO\� WKDW�*'3� �LQ�YROXPH� WHUPV�� LV�QRW� WKH�EHVW�ZD\�RI
JDXJLQJ�WKH�VFDOH�RI�EHQHILWV�WKDW�LV�OLNHO\�WR�DFFUXH�WR�D�SDUWLFXODU�FRXQWU\��,Q�D�IRUWKFRPLQJ
DUWLFOH�E\�%D\RXPL�DQG�+DDFNHU���D�GLIIHUHQW�DSSURDFK�LV�XVHG�WR�DVVHVV�WKH�GLVWULEXWLRQ�RI
EHQHILWV�DVVRFLDWHG�ZLWK�WKH�,7�UHYROXWLRQ��5DWKHU�WKDQ�IRFXVLQJ�RQ�RXWSXW�JDLQV�±�WKDW�WHQG
WR� DFFUXH� WR� WKRVH� FRXQWULHV� WKDW� KDYH� DQ� DEXQGDQFH� RI� ,7� SURGXFHUV� ±� %D\RXPL� DQG
+DDFNHU�DOVR�WDNH�LQWR�DFFRXQW�WKH�SULFH�GHFOLQHV�RI� ,7�JRRGV�UHODWLYH�WR�RWKHU�JRRGV��7KH
LGHD�LV�WR�IRFXV�RQ�WKH�WHUPV�RI�WUDGH�ZLQQHUV�DQG�ORVHUV�VWHPPLQJ�IURP�WKH�,7�UHYROXWLRQ�

7KH�FRQFHSW�LV�GHPRQVWUDWHG�LQ�FKDUW�����ZKLFK�VKRZV�WKH�FKDQJH�LQ�WKH�³FRQVXPHU�VXUSOXV´
DVVRFLDWHG�ZLWK�D�JLYHQ�IDOO�LQ�SULFHV�DORQJ�WKH�GHPDQG�FXUYH��LQ�WKLV�FDVH��IURP�������GRZQ
WR� �������� 7KH� FRQVXPHU� VXUSOXV� VLPSO\� VKRZV� WKH� H[WHQW� WR�ZKLFK� FRQVXPHUV� JDLQ� DV� D
UHVXOW�RI�D�IDOO�LQ�SULFHV��7KH�FRQFHSW�LV�VWUDLJKWIRUZDUG��$OO�FRQVXPHUV�SD\�D�VLQJOH�SULFH�\HW�
DSDUW�IURP�WKH�PDUJLQDO�FRQVXPHU�DW�WKH�QHZ��ORZHU��SULFH��DOO�RWKHU�FRQVXPHUV�ZRXOG�KDYH
EHHQ�SUHSDUHG� WR�SD\�D�KLJKHU�SULFH��7KH�GLIIHUHQFH�EHWZHHQ� WKH�SULFH�SDLG�DQG� WKH�SULFH

����������������������������������������������������������
��³,W¶V�QRW�ZKDW�\RX�PDNH��LW¶V�KRZ�\RX�XVH�,7��0HDVXULQJ�WKH�ZHOIDUH�EHQHILWV�RI�WKH�,7�UHYROXWLRQ�DFURVV�FRXQWULHV´�
'HFHPEHU�������UHYLVHG�0DUFK�������,0)

:LQQHUV�DQG�ORVHUV
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:LQQHUV�DQG�ORVHUV

�� �0D\�����

WKDW�PDUJLQDO�FRQVXPHUV�ZRXOG�KDYH�EHHQ�SUHSDUHG�WR�SD\�LV�UHIOHFWHG�LQ�WKH�VKDGHG�DUHD�LQ
FKDUW����

����7KH�UHDO�ZLQQHUV�IURP�QHZ�WHFKQRORJLHV

&RXQWU\ ,PSDFW�RI�,7�SURGXFWLYLW\�JDLQV��FRQWULEXWLRQ
WR�UHDO�*'3�JURZWK��������

&KDQJH�LQ�VRFLDO�VDYLQJ
�����������*'3�

86 ���� ���
6LQJDSRUH ���� ���
$XVWUDOLD ���� ���
8QLWHG�.LQJGRP ���� ���
6ZHGHQ ����� ���
.RUHD ���� ���
6ZLW]HUODQG ���� ���
1HWKHUODQGV ���� ���
,UHODQG ���� ���
)LQODQG ����� ���
-DSDQ ���� ���
0DOD\VLD ���� ���
7DLZDQ ���� ���
6RXUFH��%D\RXPL�DQG�+DDFNHU������

,Q� UHDOLW\�� LW� LV� QRW� MXVW� FRQVXPHUV� WKDW� EHQHILW� IURP� WKH� IDOOLQJ� UHODWLYH� SULFH� RI� ,7� JRRGV�
,7�XVLQJ� SURGXFHUV� ZLWKLQ� DQ� HFRQRP\� VKRXOG� DOVR� EHQHILW�� $V� D� UHVXOW�� %D\RXPL� DQG
+DDFNHU� KDYH�ZLGHQHG� WKH� FRQVXPHU� VXUSOXV� FRQFHSW� WR� D� ³VRFLDO� VXUSOXV´�� UHIOHFWLQJ� WKH
EHQHILWV�WR�DOO�DUHDV�RI�DQ�HFRQRP\�DVVRFLDWHG�ZLWK�WKH�IDOOLQJ�UHODWLYH�SULFH�RI�,7�HTXLSPHQW�

$�VXPPDU\�RI�VRPH�RI� WKHLU�PDLQ� UHVXOWV� LV�VKRZQ� LQ� WDEOH�����$OWKRXJK� WKH�QXPEHUV�DUH
VXEMHFW�WR�FRQVLGHUDEOH�XQFHUWDLQWLHV��WKH\�VXJJHVW�WKDW�WKRVH�FRXQWULHV�WKDW�EHQHILW�IURP�WKH
,7�UHYROXWLRQ�DUH�WKRVH�ZKLFK�DUH�PRUH�,7�XVLQJ�WKDQ�,7�SURGXFLQJ��&RXQWULHV�OLNH�6LQJDSRUH�
0DOD\VLD�DQG�,UHODQG�KDYH�VHHQ�ELJ�LPSURYHPHQWV�LQ�*'3�DVVRFLDWHG�ZLWK�WKH�,7�UHYROXWLRQ
EXW�PDQ\�RI� WKHVH�EHQHILWV�KDYH�VXEVHTXHQWO\�GLVVLSDWHG�DV�D� UHVXOW�RI� IDOOLQJ�SULFHV�RI� ,7
HTXLSPHQW��/RZHU�H[SRUW�SULFHV�LPSO\�D�WHUPV�RI�WUDGH�GHWHULRUDWLRQ�IRU�WKHVH�FRXQWULHV�EXW�
HTXDOO\��D�VLJQLILFDQW�WHUPV�RI�WUDGH�LPSURYHPHQW�IRU�WHFKQRORJ\�XVLQJ�FRXQWULHV�HOVHZKHUH�

7KLV� JHRJUDSKLFDO� H[SODQDWLRQ� LV� EDVHG� RQ� WKH� DVVXPSWLRQ� WKDW�� DV� D� UHVXOW� RI� FRQGLWLRQV
DSSURDFKLQJ� SHUIHFW� FRPSHWLWLRQ� ZLWKLQ� ,7� SURGXFLQJ� LQGXVWULHV�� WKH� EHQHILWV� RI� WKH� QHZ
WHFKQRORJLHV�ZLOO�XOWLPDWHO\�DFFUXH� WR� WKH�FRQVXPHUV�RI� WKH�QHZ� WHFKQRORJLHV��<HW� WKLV�VWLOO
IDLOV�WR�H[SODLQ�D�NH\�FRPSRQHQW�RI�WKH�86�P\VWHU\�RI�UHFHQW�\HDUV��QDPHO\�WKH�GLVFRQQHFW
EHWZHHQ� SURILWV� DQG� SURGXFWLYLW\�� 7R� WKH� H[WHQW� WKDW� WKH� 86� DSSDUHQWO\� LV� DQ� ³,7� XVLQJ´
FRXQWU\�� LW� VKRXOG�KDYH�VHHQ�EHQHILWV� IRU�ERWK�KRXVHKROGV�±� WKURXJK� ULVLQJ� UHDO� LQFRPHV�±
DQG�FRPSDQLHV�±�DW�OHDVW�RXWVLGH�WKH�,7�SURGXFLQJ�VHFWRU�±�YLD�KLJKHU�SURILWV�

7KH�UHDOLW\��KRZHYHU��LV�UDWKHU�GLIIHUHQW��+RXVHKROG�LQFRPHV�FHUWDLQO\�KDYH�ULVHQ�GUDPDWLFDOO\
LQ�UHFHQW�\HDUV�EXW��ZLWKLQ�WKH�FRUSRUDWH�VHFWRU��WKHUH�KDYH�EHHQ�QR�VXFK�EHQHILWV��&KDUW���
VKRZV�WKUHH�FDWHJRULHV�RI�SURILWV�IRU�WKH�86�HFRQRP\��LQGH[HG�WR�����LQ�������7KH�ELJJHVW
VKLIWV�KDYH�WDNHQ�SODFH�ZLWKLQ�WKH�HOHFWULFDO�DQG�HOHFWURQLFV�VHFWRUV�RI�WKH�86��ZKHUH�VWURQJ
SURILWV� JURZWK� DW� WKH� EHJLQQLQJ� RI� WKH� ����V� ZDV� IROORZHG� E\� D� WRWDO� FROODSVH� IURP� ����
RQZDUGV�DQG��E\�������D�PRYH�LQWR�RXWULJKW�ORVVHV��7RWDO�SURILWV�H[FOXGLQJ�WKLV�VHFWRU�KDYH
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GRQH� D� ORW� EHWWHU� LQ� D� UHODWLYH� VHQVH� EXW�� QHYHUWKHOHVV�� KDYH� QRW� VKRZQ� DQ\� VLJQV� RI
EHQHILWLQJ� IURP� ³VRFLDO� VXUSOXV´� HIIHFWV�� 6LQFH� ������ WKHUH� KDV� EHHQ� QR� JURZWK� LQ� QRQ�,7
SURILWV�LQ�QRPLQDO�WHUPV��WKHUHE\�LPSO\LQJ�D�VXVWDLQHG�GHFOLQH�LQ�WKH�SURILW�VKDUH�ZLWKLQ�*'3�
,I� WKHUH� KDV� EHHQ� D� VRFLDO� VXUSOXV�� LW� KDV� EHHQ� WDNHQ� HQWLUHO\� E\� KRXVHKROGV�� SHUKDSV
H[SODLQLQJ� WKHLU� ODFN� RI� VSHQGLQJ� UHVWUDLQW� GHVSLWH� WKH� VLJQLILFDQW� ZHDOWK� ORVVHV� WKDW� KDYH
RFFXUUHG�LQ�UHFHQW�\HDUV�

����3URILWV�VWDOOHG�HYHQ�H[FOXGLQJ�WKH�HIIHFWV�RI�WHFKQRORJ\
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����7KH�8.�UDLOZD\�ERRP�DQG�VXEVHTXHQW�VOXPS
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5DLOURDG�HTXLW\�SULFHV��/�+�6FDOH� 5DLOURDG�LQYHVWPHQW�VKDUH��5�+�6FDOH�

5HDO�*'3�JURZWK��5�+�6FDOH�

$YHUDJH�FORVLQJ�SULFH�HQG�-XO\��*%3� �

6RXUFH��+6%&��,0)
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,Q� RWKHU� ZRUGV�� WKHUH� LV� D� SUREOHP�ZLWK� SURILWDELOLW\� WKDW� JRHV� EH\RQG� UHODWLYH� SULFH� VKLIWV
ZLWKLQ�WKH�,7�SURGXFLQJ�VHFWRUV�RI�WKH�HFRQRP\��,Q�WKH�86��WKH�VKDUH�RI�SURILWV�ZLWKLQ�*'3
KDV� IDOOHQ� ERWK� LQFOXGLQJ� DQG� H[FOXGLQJ� SURILWV�PDGH� ZLWKLQ� WKH� ,7�SURGXFLQJ� VHFWRU�� 7KLV
VXJJHVWV� WKDW� RWKHU� IRUFHV� DUH� DW� ZRUN�� D� FRQFOXVLRQ� VXSSRUWHG� E\� RWKHU� SHULRGV� RI
WHFKQRORJLFDO�LQQRYDWLRQ��7KH�H[SDQVLRQ�RI�WKH�UDLO�QHWZRUN�LQ�WKH�8.�LQ�WKH�����V�OHG�WR�D
YHU\�EXPS\�SURILOH�QRW�MXVW�IRU�UDLO�SURILWV�±�DQG��KHQFH��IRU�UDLO�FRPSDQ\�HTXLW\�SULFHV�±�EXW
DOVR�IRU�*'3�DV�D�ZKROH�

&KDUW� ��� VKRZV� WKDW�� GXULQJ� WKH� HDUO\� ����V�� WKHUH�ZDV� D� UDSLG� LQFUHDVH� LQ� UDLO� FRPSDQ\
VKDUH� SULFHV� WKDW� OHG� WR� D� VLJQLILFDQW� LQFUHDVH� LQ� WKH� VKDUH� RI� LQYHVWPHQW� KHDGLQJ� LQ� WKH
GLUHFWLRQ� RI� UDLO� SURMHFWV�� $VVRFLDWHG� ZLWK� WKLV� LQFUHDVH� LQ� LQYHVWPHQW� ZDV� D� VL]HDEOH
DFFHOHUDWLRQ� LQ� *'3� JURZWK�� ,Q� WKH� ODWH� ����V� DQG� LQWR� WKH� ����V�� KRZHYHU�� WKH� VWRU\
FKDQJHG�� 5HODWLYH� SULFH� GHFOLQHV� IRU� UDLO� VHUYLFHV� OHG� WR� SHUVLVWHQW� GHFOLQHV� LQ� UDLO� VKDUH
SULFHV��5DLO� LQYHVWPHQW�EHJDQ�WR�IDOO�EDFN�DV�D�VKDUH�RI� WRWDO� LQYHVWPHQW��$QG�*'3�JURZWK
VOXPSHG��WKH�DSSDUHQW� LPSURYHPHQW� LQ�WKH�WUHQG�UDWH�RI�JURZWK� LQ�WKH�HDUO\�����V�ZDV�QRW
VXVWDLQHG�RYHU�WKH�PHGLXP�WHUP��8OWLPDWHO\��FRQVXPHUV�ZRQ�RXW�±�FKHDS�WKLUG�FODVV�WLFNHWV
ZHUH� D� ELJ� JURZWK� DUHD� ±� EXW�� QHYHUWKHOHVV�� WKH� UDLOZD\� ERRP� OHG� WR� VLJQLILFDQW
PDFURHFRQRPLF�GLVWXUEDQFHV�

7KH�UDLOZD\�PDQLD�VXJJHVWV�WKDW�WKH�WUXH�ZLQQHUV�DQG�ORVHUV�IURP�WKH�LQWURGXFWLRQ�RI�D�QHZ
WHFKQRORJ\�PD\�WDNH�WLPH�WR�HPHUJH��VXJJHVWLQJ�WKDW�H[SHFWDWLRQV�DQG�UHDOLW\�FRXOG�GLYHUJH
VLJQLILFDQWO\��7KH�UDLOZD\�PDQLD�DOVR�VXJJHVWV�WKDW�WKHUH�PD\�EH�GLVUXSWLRQV�WR�WKH�SDWK�IRU
HFRQRPLF�DFWLYLW\�WKDW�PD\�EH�GLIILFXOW�WR�GHDO�ZLWK�WKURXJK�HFRQRPLF�SROLF\�RU��DOWHUQDWLYHO\�
PD\� EH� H[DFHUEDWHG� E\� SROLF\� PLVWDNHV�� 7KHVH� GLVUXSWLRQV� PD\� UHIOHFW� QRW� MXVW� WKH
LQWURGXFWLRQ� RI� D� QHZ� WHFKQRORJ\� EXW�� LQ� DGGLWLRQ�� FKDQJHV� ERWK� WR� H[SHFWDWLRQV� IRU� IXWXUH
SURILWV� JURZWK� DQG� FKDQJHV� LQ� HFRQRPLF� VWUXFWXUH� HLWKHU� FDXVHG� E\�� RU� FRLQFLGHQW� WR�� WKH
DUULYDO�RI�WKH�QHZ�WHFKQRORJ\�
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1RPLQDO�*'3��/�+�6FDOH� 6	3�WRWDO�UHWXUQ�LQGH[��5�+�6FDOH�

,QGH[����� ���,QGH[����� ���

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

$Q\�H[SODQDWLRQ�RI� WKH�SDWK� IRU�SURILWV�DQG�SURGXFWLYLW\�RYHU� WKH�SDVW���� \HDUV�KDV� WR�VD\
VRPHWKLQJ�DERXW�LQFRPH�GLVWULEXWLRQ��,W�KDV�WR�EH�DEOH�WR�H[SODLQ�ZK\�WKH�UHZDUGV�RI�KLJKHU
SURGXFWLYLW\�KDYH�ERRVWHG�KRXVHKROG�LQFRPHV�DW�WKH�H[SHQVH�RI�FRUSRUDWH�LQFRPHV��,W�DOVR
KDV�WR�H[SODLQ�ZK\��DV�KRXVHKROG�LQFRPHV�KDYH�ULVHQ��FRPSDQLHV�KDYH�EHHQ�XQDEOH�WR�SDVV
RQ� WKHVH� FRVW� LQFUHDVHV� LQ� WKH� IRUP� RI� KLJKHU� SULFHV�� 7KHVH� LVVXHV�PDWWHU�� $V� WKH� JOREDO
HFRQRP\�UHFRYHUV��LW�LV�LPSRUWDQW�WR�HVWDEOLVK�ZKLFK�VHFWRUV�RI�WKH�HFRQRP\�ZLOO�EHQHILW�IURP
WKLV� UHFRYHU\�� $� IXUWKHU� UHGLVWULEXWLRQ� RI� LQFRPH� WRZDUGV� KRXVHKROGV� DORQH� PLJKW� OHDG� WR

$�XQLILHG�DSSURDFK
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XSVLGH�VXUSULVHV�IRU�FRQVXPHU�VSHQGLQJ�EXW��DW� WKH�VDPH�WLPH��FRXOG�EH�DVVRFLDWHG�ZLWK�D
IXUWKHU� UHGXFWLRQ� LQ� WKH� DELOLW\� RI� FRPSDQLHV� WR� HDUQ� GHFHQW� SURILWV�� 8QGHU� WKHVH
FLUFXPVWDQFHV��UHFRYHU\�PLJKW�EH�DVVRFLDWHG�ZLWK�SRRU�ILQDQFLDO�PDUNHW�UHWXUQV��7KLV�ZRXOG
EH� D� UHSHDW� RI� WKH� H[SHULHQFH� RI� WKH� ODWH� ����V� ZKHQ� VWURQJ� HFRQRPLF� JURZWK� ZDV
DVVRFLDWHG� ZLWK� D� SHUVLVWHQWO\� ORZ� SURILW� VKDUH� ZLWKLQ� *'3� DQG� D� YHU\� VWURQJ� SHULRG� RI
LQFRPH�JURZWK�IRU�KRXVHKROGV��$VVHW�UHWXUQV�RYHU�WKDW�SHULRG�ZHUH�YHU\�SRRU�UHODWLYH�WR�WKH
H[SHULHQFH�RI�WKH�����V�DQG�WKH�ILUVW�KDOI�RI�WKH�����V�DQG��XOWLPDWHO\��PDUNHG�WKH�HQG�RI�DQ
HUD�RI�JROGHQ�HFRQRPLF�SHUIRUPDQFH��FKDUWV����DQG�����

2QH�ZD\�WR�DSSURDFK�WKLV�SUREOHP�LV�WR�WKLQN�DERXW�WKH�YDULRXV�HIIHFWV�DVVRFLDWHG�ZLWK�WKH
LQWURGXFWLRQ�RI�D�QHZ�WHFKQRORJ\��,Q�WDEOH�����ZH�KDYH�IRFXVHG�RQ�WKUHH�PDLQ�FDWHJRULHV�

4� )LUVW��ZH�KDYH�D�VWUDLJKWIRUZDUG�GHPDQG�FDWHJRU\��7KH�LQWURGXFWLRQ�RI�D�QHZ�WHFKQRORJ\
W\SLFDOO\�OHDGV�WR�KHLJKWHQHG�H[SHFWDWLRQV�IRU�FRUSRUDWH�SURILWV��$V�D�UHVXOW��DVVHW�SULFHV�±
QRWDEO\�HTXLWLHV�±�EHJLQ�WR�ULVH�LQ�YDOXH��7KH�LQFUHDVH�LQ�DVVHW�YDOXHV�PD\�EH�IXHOOHG�E\
GRPHVWLF� LQYHVWRUV�EXW�PD\�EH�DXJPHQWHG�E\�FDSLWDO� LQIORZV� IURP�DEURDG��7KH�JDLQV� LQ
DVVHW� SULFHV� OHDG� WR� D� QXPEHU� RI� NH\� HIIHFWV�� )LUVW�� WKH\� ERRVW� GRPHVWLF� GHPDQG�
&RQVXPHU�VSHQGLQJ�ULVHV�WKURXJK�SRVLWLYH�ZHDOWK�HIIHFWV��&DSLWDO�VSHQGLQJ�ULVHV�WKURXJK
D�UHGXFWLRQ�LQ�WKH�FRVW�DQG�DQ�LQFUHDVH�LQ�WKH�DYDLODELOLW\�RI�FDSLWDO��6HFRQG��E\�UDLVLQJ�WKH
OHYHO�RI�HFRQRPLF�DFWLYLW\�� WKH\� OHDG� WR�D� WLJKWHU� ODERXU�PDUNHW� WKDQ�ZRXOG�RWKHUZLVH�EH
WKH� FDVH�� 7KLUG�� WKH\� OHDG� WR� D� VLJQLILFDQW� ZLGHQLQJ� RI� WKH� FXUUHQW� DFFRXQW� GHILFLW� DQG�
VLPXOWDQHRXVO\��D� ULVH� LQ� WKH�YDOXH�RI� WKH�KRPH�FXUUHQF\��2WKHU� WKLQJV�EHLQJ�HTXDO�� WKH
ULVH� LQ� WKH� FXUUHQF\� VKRXOG� VXSSUHVV� GRPHVWLF� LQIODWLRQ� SUHVVXUHV� E\� UHGXFLQJ� SULFLQJ
SRZHU�� $W� WKH� VDPH� WLPH�� KRZHYHU�� FXUUHQF\� VWUHQJWK� VKRXOG� LPSO\� D� UHGLVWULEXWLRQ� RI
LQFRPH�WRZDUGV�FRQVXPHUV�

4� 6HFRQG��ZH�KDYH�D�³JOREDOLVDWLRQ´�FDWHJRU\��7KLV�LV�D�PRGHUQ�YHUVLRQ�RI�WKH�LQIRUPDWLRQ
EHQHILWV� WKDW� VWHPPHG� IURP�� IRU� H[DPSOH�� WKH� LQWURGXFWLRQ� RI� WKH� UDLOZD\V� LQ� WKH� ��WK

&HQWXU\��(OHFWURQLF�GLVVHPLQDWLRQ�RI�LQIRUPDWLRQ�DSSHDUV�WR�KDYH�DFWHG�WR�UHGXFH�SULFLQJ
SRZHU� LQ� D�ZKROH� UDQJH�RI� LQGXVWULHV�� IURP�DLUOLQHV� WR� EDQNLQJ�� IURP� LQVXUDQFH� WR� FDUV�
2QH�RI�WKH�NH\�DVVXPSWLRQV�ZLWK�UHJDUG�WR�SHUIHFW�FRPSHWLWLRQ�LV��RI�FRXUVH��SHUIHFW�DQG
FRVW�IUHH� DFFHVV� WR� LQIRUPDWLRQ�� 7R� WKH� H[WHQW� WKDW� WKH� QHZ� WHFKQRORJLHV� KDYH� HQDEOHG
WKLV�WR�KDSSHQ��WKHUH�LV�DQ�LPSOLHG�UHGLVWULEXWLRQ�RI�LQFRPH�IURP�FRPSDQLHV�WR�FRQVXPHUV�
7KLV�VXJJHVWV� WKDW� WKHUH�VKRXOG�EH�DQ�RYHUDOO� ORZHU�VKDUH�RI�SURILWV�ZLWKLQ� WRWDO� LQFRPH
DQG�D�UHGXFHG�DELOLW\�IRU�SURGXFHUV�WR�GHOLYHU�DEQRUPDO�SURILWV�

4� 7KLUG��ZH�KDYH�D� FDWHJRU\� WR� DVVHVV� FKDQJHV� LQ� UHODWLYH� SULFHV�� LQ� SDUWLFXODU�� WKH� SULFH
GHVWUXFWLRQ�ZLWKLQ� WKH�QHZ�WHFKQRORJ\�DUHDV��7KLV�VKRXOG� OHDG� WR�DQ� LPSURYLQJ� WHUPV�RI
WUDGH� IRU� DOO� QRQ�WHFKQRORJ\� VHFWRUV� ±� ERWK� FRQVXPHUV� DQG� SURGXFHUV� ±� ERWK� ZLWKLQ
FRXQWULHV� DQG� DFURVV� FRXQWULHV�� 7KHVH� ULVLQJ� LQFRPHV� VKRXOG�� DW� WKH� VDPH� WLPH�� ERRVW
RYHUDOO�GHPDQG��IRU�D�JLYHQ�LQIODWLRQ�UDWH�WKLV��LQ�WXUQ��ZLOO�LPSO\�D�ULVH�LQ�WKH�SULFH�RI�QRQ�
WHFKQRORJ\�JRRGV�DQG�VHUYLFHV�UHODWLYH�WR�WHFKQRORJ\�JRRGV�DQG�VHUYLFHV�

,I�WKHVH�IDFWRUV�DUH�UHOHYDQW��WKHUH�VKRXOG�EH�ILYH�NH\�LPSOLFDWLRQV��&RQVXPHUV�VKRXOG�EHQHILW
UHODWLYH�WR�SURGXFHUV�DQG�VKDUHKROGHUV��&RPSDQ\�SURILWV�ZLOO�IDOO�WR�SHUPDQHQWO\�ORZHU�OHYHOV
DV� D� VKDUH� RI� *'3�� 7KH� FDSLWDO� VSHQGLQJ� ERRP� ZLOO� QRW� JHQHUDWH� WKH� H[SHFWHG� OHYHO� RI
SURILWV��7KHUHIRUH�� LQLWLDOO\� KLJK� OHYHOV�RI� FDSLWDO� VSHQGLQJ�PD\�EH� IROORZHG�E\�D�SURORQJHG
VOXPS�DV� VRPH�FRPSDQLHV�DUH�XQDEOH� WR� FRYHU� WKHLU� IL[HG� FRVWV� DQG�HYHQWXDOO\� OHDYH� WKH
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LQGXVWU\��,QFRPH�IRU�ZRUNHUV�DQG�FRPSDQLHV�ZLWKLQ�LQFRPH�HODVWLF�EXW�VXSSO\�LQHODVWLF�QRQ�
WUDGDEOH� DUHDV� VKRXOG� EHQHILW� IURP� WKH� JHQHUDO� LQFUHDVH� LQ� FRQVXPHU� GHPDQG�� )RU
FRQVXPHUV� LQ� JHQHUDO�� WKH\� VKRXOG� HQG� XS� LQFRPH�ULFK� EXW� FDSLWDO� UHWXUQV�SRRU�� ,Q� RWKHU
ZRUGV��WKH\�PD\�QHHG�WR�SXW�DZD\�PRUH�RI�WKHLU�FXUUHQW�LQFRPH�WR�EXLOG�XS�D�VWRFN�RI�DVVHWV
IRU�ODWHU�LQ�OLIH�

����7KH�FRQFHSWXDO�LPSDFW�RI�D�QHZ�JOREDO�WHFKQRORJ\

+LJKHU�
LQYHVWPHQW

6WURQJHU
FXUUHQF\ 5HPRYDO�RI�DEQRUPDO�SURILWV

)DOOLQJ�SULFHV�IRU�WHFKQRORJ\

5HODWLYH�SULFH�FKDQJHV

$UULYDO�RI�QHZ��WHFKQRORJ\

/RZHU�EDUULHUV��WR�HQWU\

,QFUHDVH�LQ�JOREDOLVDWLRQ

5LVH�LQ�DVVHW�SULFHV

([SHFWHG�ULVH�LQ�SURILWV

*UHDWHU�SULFH�WUDQVSDUHQF\
/DUJHU
FDSLWDO
�LQIORZV

+LJKHU
GHPDQG

+LJKHU
FRQVXPSWLRQ

:LGHU�FXUUHQW
DFFRXQW�GHILFLW

5LVLQJ�LQFRPHV�IRU�WHFKQRORJ\�XVHUV

)DOOLQJ�LQFRPHV�IRU�WHFKQRORJ\�SURGXFHUV

6XEVWLWXWLRQ�RI�UHDO�GHPDQG�LQWR�WHFKQRORJ\

7LJKWHU�ODERXU�PDUNHW

/LIW�LQ�GHPDQG�IRU�LQFRPH
HODVWLF�FRQVXPSWLRQ�ZLWK�LQHODVWLF�VXSSO\

5HGXFHG�SULFLQJ�SRZHU�
KLJKHU�FRVWV

5HPRYDO�RI�DEQRUPDO�SURILWV

%RRVW�WR�UHDO�KRXVHKROG�LQFRPHV�
ORVV�WR�VKDUHKROGHUV

6RXUFH��+6%&
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$�XVHIXO�ZD\�WR�WKLQN�DERXW� WKH�GHPDQG�DQG� LQIODWLRQ�QH[XV� LV�ZLWK�UHJDUG�WR�GHYLDWLRQV�RI
XQHPSOR\PHQW�DURXQG�WKH�QRQ�DFFHOHUDWLQJ� LQIODWLRQ�UDWH�RI�XQHPSOR\PHQW��1$,58���,Q�WKH
VWDQGDUG� PRGHO� RI� WKH� ����V� DQG� ����V�� DWWHPSWV� WR� ERRVW� GHPDQG� DERYH� DQG� EH\RQG
VXSSO\�ZRXOG�OHDYH�XQHPSOR\PHQW�WRR�ORZ�UHODWLYH�WR�WKH�1$,58��WKHUHE\�OHDGLQJ�WR�D�SLFN�
XS�LQ�ZDJHV�DQG�SULFH�LQIODWLRQ��,I�SROLF\�PDNHUV�NQHZ�URXJKO\�ZKHUH�WKH�1$,58�ZDV��WKH\
FRXOG�UHDOLVWLFDOO\�RQO\�UHGXFH�XQHPSOR\PHQW�WR�WKH�SRLQW�DW�ZKLFK�WKH�1$,58�ZDV�UHDFKHG�
)XUWKHU�UHGXFWLRQV�LQ�XQHPSOR\PHQW�ZRXOG�GHSHQG�RQ�PLFURHFRQRPLF�UHIRUPV�RU�FKDQJHV�LQ
ODERXU�PDUNHW�EHKDYLRXU�WKDW�ZRXOG�OHDG�WR�D�UHGXFWLRQ�LQ�WKH�1$,58�LWVHOI�

,PSOLFLW�ZLWKLQ�WKLV�PRGHO�ZDV�DQ�DVVXPSWLRQ�WKDW�H[FHVVLYH�OHYHOV�RI�GHPDQG�ZRXOG�OHDG�WR
D�SLFN�XS�QRW�RQO\�LQ�ZDJHV�EXW�DOVR�LQ�SULFHV��,Q�RWKHU�ZRUGV��FRPSDQLHV�ZRXOG�EH�DEOH�WR
FRQWURO�WKHLU�SURILW�PDUJLQV�WR�VRPH�GHJUHH��,W�LV�FRQFHLYDEOH��KRZHYHU��WKDW�FRPSDQLHV�FRXOG
EH� LQ� D� SRVLWLRQ�ZKHUH� WKH� DELOLW\� WR� UDLVH� SULFHV� LQ� UHVSRQVH� WR� D� FRVW� VKRFN� LV� VHULRXVO\
XQGHUPLQHG��8QGHU�WKHVH�FLUFXPVWDQFHV��WKH�1$,58�FRQFHSW�PLJKW�DSSO\�WR�ZDJHV�EXW�QRW
WR�SULFHV��DW� OHDVW� LQ� WKH�VKRUW� WR�PHGLXP� WHUP��3URILW�PDUJLQV�ZRXOG�EH�VXEMHFW� WR�JUHDWHU
YRODWLOLW\�DQG�H[FHVV�GHPDQG�PLJKW�XOWLPDWHO\�EH�DVVRFLDWHG�ZLWK�ZHDN�SURILWV�DV�GRPHVWLF
FRVWV�URVH�UHODWLYH�WR�JOREDO�SULFHV�

7ZR�IDFWRUV�WKDW�PLJKW�FRQWULEXWH�WR�WKLV�UHVXOW�DUH�WKH�JOREDOLVDWLRQ�DQG�UHODWLYH�SULFH�HIIHFWV
RXWOLQHG� LQ� WKH� SUHYLRXV� VHFWLRQ� DQG� GLVFXVVHG� LQ� GHWDLO� LQ� SDJHV� ��� WKURXJK� WR� ���� ,Q
DGGLWLRQ�� KRZHYHU�� WKH� LQFUHDVHG� RSHQQHVV� RI� PRGHUQ� HFRQRPLHV� PD\� KDYH� OHG� WR� D
EUHDNGRZQ� LQ� WKH� UHODWLRQVKLS� EHWZHHQ� GRPHVWLF� FRVWV� DQG� SULFHV�� ([FHVV� GHPDQG
SUHVVXUHV��WUDGLWLRQDOO\�VHHQ�DV�D�FDXVH�RI�KLJKHU�LQIODWLRQ��FRXOG�LQVWHDG�EH�KLGGHQ�WKURXJK
FXUUHQW� DFFRXQW� GHILFLWV� DQG� ULVLQJ� FXUUHQFLHV�� 7KH\� FRXOG� DOVR� OHDG� WR� DQ� DXWRPDWLF
UHGLVWULEXWLRQ� RI� LQFRPH� YLD� WHUPV� RI� WUDGH� HIIHFWV� DZD\� IURP� H[SRUWHUV� WRZDUGV� GRPHVWLF
FRQVXPHUV�� LQ� WKH�VKRUW� WHUP�� WKLV�FRXOG�EH�EDG�QHZV� IRU�VKDUHKROGHUV�EXW�JRRG�QHZV� IRU
KRPHRZQHUV�

$�VLPSOH�ZD\�WR�GHPRQVWUDWH�WKLV�SUREOHP�FRPHV�IURP�WKH�LPSDFW�RI�D�QHZ�WHFKQRORJ\�WKDW
LV�VHHQ�WR�KDYH�IDU�UHDFKLQJ�FRQVHTXHQFHV�IRU�WKH�SHUIRUPDQFH�RI�D�SDUWLFXODU�HFRQRP\��$V
LOOXVWUDWHG� LQ� WKH� IORZ� GLDJUDP� RQ� SDJH� ���� WKH� QHZ� WHFKQRORJ\� OHDGV� WR� D� EHOLHI� LQ� ERWK
KLJKHU�JURZWK�DQG�KLJKHU�SURILWV�DQG�� LQ� UHVSRQVH��DVVHW�SULFHV� ULVH�VWURQJO\��7KHVH�JDLQV
ERRVW�GRPHVWLF�GHPDQG�YLD�ERWK�ZHDOWK�HIIHFWV��VXSSRUWLQJ�FRQVXPHU�VSHQGLQJ��DQG�FRVW�RI
FDSLWDO�HIIHFWV� �VXSSRUWLQJ�FDSLWDO�VSHQGLQJ��� ,Q�D�FORVHG�HFRQRP\�� WKH� OLNHO\�FRQVHTXHQFH
ZRXOG�EH�D�ULVH�LQ�LQIODWLRQDU\�SUHVVXUHV��,Q�RWKHU�ZRUGV��DQWLFLSDWHG�VXSSO\�WRPRUURZ�ZRXOG
OHDG�WR�H[FHVVLYH�GHPDQG�DQG��KHQFH��KLJKHU�LQIODWLRQ�WRGD\��,Q�DQ�RSHQ�HFRQRP\��KRZHYHU�
GLIIHUHQW� DUJXPHQWV� DSSO\�� 6R� ORQJ� DV� WKH� ³KRVW´� HFRQRP\� DSSHDUV� WR� RIIHU� EHWWHU� UHWXUQV
WKDQ�HOVHZKHUH��DGGLWLRQDO�VXSSOLHV�RI�FDSLWDO�PD\�FRPH�IURP�RWKHU�FRXQWULHV��8QGHU�WKHVH
FLUFXPVWDQFHV��WKH�RYHUDOO�PDFURHFRQRPLF�LPSDFW�LV�QRW�D�SLFN�XS�LQ�LQIODWLRQ�EXW��UDWKHU��D
GHWHULRUDWLRQ�LQ�WKH�FXUUHQW�DFFRXQW�RI�WKH�EDODQFH�RI�SD\PHQWV�DQG��DW�WKH�VDPH�WLPH��D�ULVH
LQ�WKH�FXUUHQF\�WKDW�HIIHFWLYHO\�GHQWV�GRPHVWLF�LQIODWLRQDU\�SUHVVXUHV�

1RWH�� KRZHYHU�� WKDW� WKLV� SURFHVV� FDQQRW� JR� RQ� IRUHYHU�� 7KH� LQIORZV� RI� FDSLWDO� VKRXOG
XOWLPDWHO\� HQVXUH� WKDW� WKH� UDWH� RI� UHWXUQ� IDOOV� WR� WKH� HIIHFWLYH� FRVW� RI� FDSLWDO�� $W� WKDW� SRLQW�
FDSLWDO� LQIORZV� VKRXOG� OHVVHQ�� GRPHVWLF� GHPDQG� VKRXOG� ZHDNHQ� DQG� WKH� FXUUHQF\� FRXOG
FRPH�XQGHU�VLJQLILFDQW�GRZQZDUG�SUHVVXUH��:KDW��LQLWLDOO\��DSSHDUHG�WR�EH�D�YLUWXRXV�FLUFOH
FRXOG�WKHQ�JR�LQWR�UHYHUVH�

'HPDQG�DQG�LQIODWLRQ
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7UDGH�ZHLJKWHG�GROODU��/�+�6FDOH� 86�FXUUHQW�DFFRXQW�DV�D�VKDUH�RI�*'3��5�+�6FDOH�

��*'3,QGH[

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

,Q�HIIHFW��FRXQWULHV�FDQ�³OLYH�EH\RQG�WKHLU�PHDQV´�LQ�WKH�VKRUW�WR�PHGLXP�WHUP�DV�D�UHVXOW�RI
ODUJH� LQWHUQDWLRQDO� FDSLWDO� IORZV�� 7KHVH� FDSLWDO� IORZV� KDYH� HQDEOHG� FRXQWULHV� WR� UXQ� ODUJH
FXUUHQW�DFFRXQW�GHILFLWV�IRU�VXVWDLQHG�SHULRGV�RI�WLPH�ZLWKRXW�KDYLQJ�WR�ZRUU\�DERXW�DGYHUVH
FXUUHQF\� HIIHFWV�� 7KH�86�H[SHULHQFH� WKURXJK� WKH� ����V� LV� DQ� REYLRXV� FDVH� LQ� SRLQW�� 7KH
FXUUHQW� DFFRXQW� GHILFLW� URVH� UDSLGO\� WKURXJK� WKH� VHFRQG� KDOI� RI� WKH� ����V� \HW�� UDWKHU� WKDQ
IDOOLQJ�EDFN�� WKH�GROODU�FRQWLQXHG�WR�PDNH�VWURQJ�JDLQV��7KH�FRPELQDWLRQ�RI�D�VWURQJ�GROODU
ZLWK�D� ODUJH�FXUUHQW�DFFRXQW�GHILFLW�FRXOG�RQO\�PHDQ�RQH� WKLQJ��YROXQWDU\� LQIORZV�RI�FDSLWDO
ZHUH�KLJK�HQRXJK�WR�IXQG�WKH�FXUUHQW�DFFRXQW�GHILFLW�ZLWK�VRPHWKLQJ�OHIW�LQ�UHVHUYH�

7KHVH�EDODQFH�RI�SD\PHQWV�DQG�FXUUHQF\� WUHQGV�DUH�QHZ� IHDWXUHV�RI� WKH�JOREDO�HFRQRP\�
UHIOHFWLQJ� SULYDWH� VHFWRU� FDSLWDO� IORZV�DQG�SULYDWH� VHFWRU� ERUURZLQJV�� ,Q� WKH� ����V�� FXUUHQW
DFFRXQW� LPEDODQFHV�HPHUJHG�EXW�ZHUH�SULPDULO\� WKH� UHVXOW�RI�SXEOLF�VHFWRU�ERUURZLQJ��7KH
86� JRYHUQPHQW� ZDV� WKH� SULPDU\� JOREDO� ERUURZHU� DQG�� WR� DWWUDFW� WKH� UHOHYDQW� IXQGV�
FRPSHWLWLYH�LQWHUHVW�UDWHV�KDG�WR�EH�RIIHUHG��7KH�QHW�UHVXOW�ZDV�D�VXEVWDQWLDO�LQFUHDVH�LQ�WKH
GROODU¶V� YDOXH� LQ� WKH� ILUVW� KDOI� RI� WKDW� GHFDGH�� %DFN� WKHQ�� OHQGLQJ� ZDV� UHODWLYHO\� ULVN�IUHH�
$GPLWWHGO\�� WKHUH�ZDV�DOZD\V� WKH�GDQJHU�RI�D�GROODU�GHFOLQH�EXW�� DV�DQ�RYHUVHDV� LQYHVWRU�
\RX� FRXOG� DOZD\V� EH� VXUH� RI� JHWWLQJ� \RXU� PRQH\� EDFN� LQ� GROODU� WHUPV�� 2YHU� WKH� SDVW� ��
\HDUV��WKH�VDPH�KDV�QRW�EHHQ�WUXH��7KH�ULVN�IDFHG�E\�IRUHLJQ�LQYHVWRUV�LQ�EX\LQJ�86�DVVHWV
KDV� EHHQ� VXEVWDQWLDOO\� JUHDWHU�� +ROGLQJ� FRUSRUDWH� ERQGV� RU� HTXLWLHV� LV� D� ORW� ULVNLHU� WKDQ
KROGLQJ�7UHDVXULHV�

'RHV� WKLV�PDWWHU"� )URP�D�86�SHUVSHFWLYH�� LW�PDNHV� D� KXJH� GLIIHUHQFH�� ,Q� WKH� ����V� DQG
����V�� ZKHQ� WKH� %UHWWRQ� :RRGV� V\VWHP� ZDV� LQ� SODFH� DQG� FRXQWULHV� RSHUDWHG� FDSLWDO
FRQWUROV�� LW�ZRXOG�KDYH�EHHQ� LPSRVVLEOH� WR�KDYH� UXQ�D�FXUUHQW�DFFRXQW�GHILFLW�RQ� WKH�VFDOH
VHHQ� LQ� UHFHQW� \HDUV�� 0RUHRYHU�� WKHUH� ZRXOG� KDYH� EHHQ� QR� SRVVLELOLW\� RI� FXUUHQF\
DSSUHFLDWLRQ�� 8QGHU� WKHVH� FLUFXPVWDQFHV�� VWURQJ� GRPHVWLF� GHPDQG� JURZWK� ZRXOG� KDYH
LQFUHDVHG�FRVW�DQG�LQIODWLRQDU\�SUHVVXUHV��&RPSHWLWLYHQHVV�ZRXOG�KDYH�GHWHULRUDWHG�DQG��IRU
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WKH�FXUUHQF\�WR�UHPDLQ�VWDEOH��GRPHVWLF�GHPDQG�ZRXOG�KDYH�WR�EH�GHIODWHG��7KHUH�ZDV�QR
SRVVLELOLW\�RI�D�FRXQWU\�OLYLQJ�EH\RQG�LWV�PHDQV�IRU�DQ�H[WHQGHG�SHULRG�RI�WLPH�

7KLV�VWRU\�KDV�FKDQJHG�GUDPDWLFDOO\�RYHU�WKH�SDVW����\HDUV��UHDFKLQJ� LWV�DSRWKHRVLV� LQ�WKH
VHFRQG� KDOI� RI� WKH� ����V��2YHU� WKDW� SHULRG�� WKH�86�PDQDJHG� WR� DWWUDFW� KXJH� DPRXQWV� RI
FDSLWDO�IURP�HOVHZKHUH�LQ�WKH�ZRUOG��DOORZLQJ�DQ�H[SDQVLRQ�RI�WKH�FXUUHQW�DFFRXQW�GHILFLW�DQG�
DW�WKH�VDPH�WLPH��D�VLJQLILFDQW�LQFUHDVH�LQ�WKH�GROODU¶V�YDOXH�DJDLQVW�FXUUHQFLHV�HOVHZKHUH�LQ
WKH�ZRUOG��7KLV�KDV�KDG�WZR�NH\�HIIHFWV�RQ�SULFLQJ�

4� 7KH� ZLGHQLQJ� RI� WKH� FXUUHQW� DFFRXQW� GHILFLW� KDV� SURYLGHG� D� VDIHW\� YDOYH� RQ� VFDUFH
UHVRXUFHV��$V�D�UHVXOW��VWURQJ�GHPDQG�JURZWK�LQ�WKH�86�FRXOG�EH�PHW�E\�KLJKHU�LPSRUWV�
VXSSRUWHG� E\� LQYHVWRUV� IURP� DEURDG� UH�DOORFDWLQJ� WKHLU� FDSLWDO� WRZDUGV� WKH� 86�� 7KH
LQIODWLRQDU\�FRQVHTXHQFHV�RI�VWURQJ�GHPDQG�JURZWK�PD\��WKHUHIRUH��KDYH�EHHQ�PXWHG�

����,PSRUW�DQG�H[SRUWV�SULFHV�UHODWLYH�WR�GRPHVWLF�SULFHV

��

��

��

��

��

���

���

�� �� �� �� �� �� �� �� �� �� �� ��

��

��

��

��

��

���

���

5DWLR�RI�H[SRUW�SULFH�GHIODWRU�WR�FRQVXPHU�SULFH�GHIODWRU

5DWLR�RI�LPSRUW�SULFH�GHIODWRU�WR�FRQVXPHU�SULFH�GHIODWRU

,QGH[�4������ ���,QGH[�4������ ���

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

4� 7KH�SHUVLVWHQW� VWUHQJWK�RI� WKH�GROODU�PD\�KDYH� UHGXFHG� WKH� DELOLW\� RI�86�FRPSDQLHV� WR
FRQWURO�ERWK�SULFHV�DQG�FRVWV��$V�WKH�HFRQRPLF�F\FOH�ZHQW�LQWR�RYHU�GULYH�LQ�WKH�VHFRQG
KDOI�RI�WKH�����V��WKH�GROODU¶V�VWUHQJWK�FRQWULEXWHG�ERWK�WR�ORZHU�LPSRUW�SULFHV�DQG�WR�WKH
VXSSUHVVLRQ�RI�SURGXFHU�RXWSXW�SULFHV��7KH�GROODU¶V� VWUHQJWK�PD\�KDYH�FRQWULEXWHG� WR�D
EUHDNGRZQ� LQ� WKH� UHODWLRQVKLS�±�SRWHQWLDOO\� RQO\�RQ� D� WHPSRUDU\�EDVLV� ±� EHWZHHQ� FRVWV
DQG�SULFHV��+LJKHU�FRVWV��GHWHUPLQHG�E\�H[FHVV�GHPDQG�JURZWK�GRPHVWLFDOO\��ZRXOG�KDYH
WR�EH�WDNHQ�RQ�WKH�FKLQ�E\�SURGXFHUV�EHFDXVH�RI�WKH�ODFN�RI�SULFLQJ�SRZHU�DVVRFLDWHG�ZLWK
SHUVLVWHQW�GROODU�VWUHQJWK�

3XW� DQRWKHU� ZD\�� VWURQJ� FDSLWDO� LQIORZV� DQG� D� VWURQJ� GROODU� PD\� KDYH� DFWHG� QRW� MXVW� WR
VXVWDLQ�HFRQRPLF�JURZWK�RYHU�D�ORQJHU�SHULRG�WKDQ�PLJKW�RWKHUZLVH�KDYH�EHHQ�WKH�FDVH�EXW
DOVR�PD\�KDYH�OHG�WR�D�UHGLVWULEXWLRQ�RI� LQFRPH�ZLWKLQ�WKH�86�HFRQRP\��7KH�PDLQ�ZLQQHUV
ZRXOG� EH� FRQVXPHUV�� EHQHILWLQJ� IURP� WKH� LPSOLHG� JDLQV� LQ� DVVHW� SULFHV� DVVRFLDWHG� ZLWK� D
EHOLHI�LQ�WKH�1HZ�(FRQRP\��D�VLJQLILFDQW�WLJKWHQLQJ�RI�WKH�ODERXU�PDUNHW�DVVRFLDWHG�ZLWK�WKH
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GHPDQG�ERRVW�VWHPPLQJ�IURP�WKH�SHULRG�RI�DVVHW�SULFH�LQIODWLRQ�DQG��ILQDOO\��D�ERRVW�WR�UHDO
LQFRPHV� DVVRFLDWHG� ZLWK� D� VWURQJHU� FXUUHQF\� DQG�� KHQFH�� LPSURYLQJ� WHUPV� RI� WUDGH�� 7KLV
ZLQQLQJ�VWUHDN�IRU�FRQVXPHUV�ZRXOG�KDYH�IXUWKHU�NQRFN�RQ�FRQVHTXHQFHV�IRU�WKH�GRPHVWLF
HFRQRP\��QRWDEO\�D�VLJQLILFDQW�OLIW�WR�KRXVLQJ��KRXVH�SULFHV�DQG�FRQVXPHU�GXUDEOHV�

7KH�PDLQ� ORVHUV�ZRXOG�EH�FRPSDQLHV��3URILWV�ZRXOG�EH�VTXHH]HG�DV�D�UHVXOW�RI� WKH�VWURQJ
GROODU�� 'RPHVWLF�PDUNHWV�ZRXOG� EH� SHQHWUDWHG� LQ� UHVSRQVH� WR� GROODU� VWUHQJWK��0HDQZKLOH�
ERWK�GRPHVWLF�DQG�IRUHLJQ�VKDUHKROGHUV�ZRXOG�ORVH�RXW��UHIOHFWLQJ�WKH�LQFUHDVHG�GHSHQGHQFH
RI�WKH�GRPHVWLF�ERRP�RQ�IRUHLJQ�LQIORZV�IURP�DEURDG�

7DNHQ�WRJHWKHU��WKHVH�IDFWRUV�PLJKW�VXJJHVW�WKDW�WKH�1$,58�VKRXOG�EH�UH�HQJLQHHUHG��7KH
SURGXFWLYLW\�PLUDFOH�DORQH� LV�QRW�VXIILFLHQW� WR�H[SODLQ� WKH� ORZ� OHYHOV�RI� LQIODWLRQ� UHFRUGHG� LQ
UHFHQW�\HDUV��8QLW� ODERXU�FRVWV� LQ� WKH�86�KDYH�JURZQ�DV�TXLFNO\� LQ� WKH�VHFRQG�KDOI�RI� WKH
����V�DV�WKH\�GLG�LQ�WKH�VHFRQG�KDOI�RI�WKH�����V��<HW�LQIODWLRQ�KDV�EHHQ�FRQVLGHUDEO\�ORZHU�
7KH� LPSOLFDWLRQ�PXVW�EH� WKDW� WKH� OLQN�EHWZHHQ�FRVWV�DQG� LQIODWLRQ�KDV�EURNHQ�GRZQ�� ,I� WKLV
SURYHV�WR�EH�D�SHUPDQHQW�IHDWXUH�RI�WKH�HFRQRPLF�ODQGVFDSH��LW�PD\�VLPSO\�EH�WKH�FDVH�WKDW
SHULRGV� RI� H[FHVV� GHPDQG� QR� ORQJHU� SUHVHQW� D� WKUHDW� WR� LQIODWLRQ� EXW� UDWKHU� WR� SURILWV�
0RUHRYHU�� WR� WKH� H[WHQW� WKDW� WKLV� LV� QRW� UHFRJQLVHG�� HFRQRPLF� ERRPV� FRXOG� JLYH� ULVH� WR� D
OHJDF\�RI�H[FHVV�FDSLWDO�VWRFN��DVVRFLDWHG�ZLWK�D�ODFN�RI�GHFHQW�UHWXUQV�

7KLV�PRGHO� FRXOG� DOVR� OHDG� WR� SROLF\� HUURUV�� 7KHVH� HUURUV� ZRXOG� QRW� VR�PXFK� EH� F\FOLFDO
HUURUV�DVVRFLDWHG�ZLWK�XQGHUVKRRWV�RU�RYHUVKRRWV�RI�LQIODWLRQ�EXW��UDWKHU��HUURUV�OHDGLQJ�WR�D
PLVDOORFDWLRQ� RI� UHVRXUFHV� RYHU� WLPH�� 'XULQJ� WKH� SHULRG� RI� H[SDQVLRQ� DQG� VWURQJ� FDSLWDO
LQIORZV��LW�PLJKW�EH�SRVVLEOH�WR�DUJXH�WKDW�WKH�HFRQRP\�KDG�HQWHUHG�D�QHZ�SKDVH�RI�KLJKHU
JURZWK� LQ� SURGXFWLYH� SRWHQWLDO�� OHDGLQJ� WR� RYHUO\� RSWLPLVWLF� EHOLHIV� LQ� UHWXUQV� RQ� ILQDQFLDO
DVVHWV��2QFH�WKLV�SHULRG�RI�DGMXVWPHQW�ZDV�RYHU��KRZHYHU��DVVHW�YDOXHV�PLJKW�EH�OHIW�DW�WRR
KLJK�D� OHYHO�� WKHUHE\� OHDYLQJ�DVVHW�KROGHUV�QXUVLQJ�PXFK�ZHDNHU� UHWXUQV� WKDQ� LQ� WKH�SDVW�
7KLV�� LQ� WXUQ��FRXOG� OHDG� WR�VXGGHQ�VKLIWV� LQ�VDYLQJV� IURP�FXUUHQW� LQFRPH��XQGHUPLQLQJ� WKH
VWDELOLW\� RI� HFRQRPLF� SHUIRUPDQFH�� 0HDQZKLOH�� DWWHPSWV� WR� HQJLQHHU� DQ� HDUO\� UHFRYHU\� LQ
HFRQRPLF�DFWLYLW\� FRXOG� EH� VHOI�GHIHDWLQJ� LI� WKLV� OHIW� FRPSDQLHV� LQ� D�SRVLWLRQ�ZKHUHE\� WKH\
ZHUH�XQDEOH�WR�UHGXFH�WKHLU�FRVWV�DJDLQVW�D�EDFNJURXQG�RI�D�UHODWLYHO\�WLJKW�ODERXU�PDUNHW�

2QH� ZD\� WR� JXDUG� DJDLQVW� WKHVH� HIIHFWV� PLJKW� EH� WR� LQFOXGH� DVVHW� SULFHV� PRUH� H[SOLFLWO\
ZLWKLQ�DQ\�GHFLVLRQ�PDNLQJ�SURFHVV�RQ�LQWHUHVW�UDWHV��$Q�DOWHUQDWLYH�ZRXOG�EH�WR�WDUJHW�FRVWV
UDWKHU�WKDQ�SULFHV��$�QRQ�DFFHOHUDWLQJ�FRVW�UDWH�RI�XQHPSOR\PHQW��1$&58��FRXOG�GHDO�ZLWK
WKH� GLVFRQQHFW� EHWZHHQ� FRVWV� DQG� SULFHV�� $Q� DFFHOHUDWLRQ� LQ� XQLW� ODERXU� FRVWV� FRXOG� EH
UHJDUGHG� DV� D� VLJQ� RI� H[FHVV� GHPDQG� HYHQ� LI� WKHUH� ZHUH� QR� LPPHGLDWH� ULVN� RI� KLJKHU
LQIODWLRQ��7KH�FHQWUDO�EDQN�FRXOG�FKRRVH�WR�UHVSRQG�WR� WKLV�FRVW� LQFUHDVH��UHJDUGLQJ� LW�DV�D
VLJQ�RI�H[FHVVLYH�WLJKWQHVV�LQ�WKH�ODERXU�PDUNHW��%\�GRLQJ�VR��LW�PLJKW�DYRLG�ZLOG�LQFUHDVHV�LQ
DVVHW�SULFHV�DQG��DV� WKH�VDPH�WLPH�� UHGXFH� WKH�ULVN�RI�GLVWRUWLRQV� WR� WKH�SDWK� IRU�GRPHVWLF
GHPDQG�IURP�RQH�HFRQRPLF�F\FOH�WKURXJK�WR�WKH�QH[W�
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*OREDOLVDWLRQ�DVVRFLDWHG�ZLWK�WKH�HPHUJHQFH�RI�EHWWHU�FRPPXQLFDWLRQV�WHFKQRORJLHV�VKRXOG
UHGXFH�WKH�FRVWV�RI�GRLQJ�EXVLQHVV��%DUULHUV�WR�HQWU\�VKRXOG�FRPH�GRZQ��SULFH�WUDQVSDUHQF\
VKRXOG� LQFUHDVH�� FRPSDQLHV� VKRXOG� EH� DEOH� WR� FRPSHWH� DFURVV� ERUGHUV� DQG� FRQVXPHUV
VKRXOG�EHQHILW�IURP�WKLV�LQFUHDVH�LQ�FRPSHWLWLRQ�

,Q�RXU�PRGHO�RI�JOREDOLVDWLRQ��ZH�PDNH�WKH�IROORZLQJ�DVVXPSWLRQV�

4�'RPHVWLF� ZDJHV�� LQ� WKH� VKRUW� WHUP�� DUH� D� IXQFWLRQ� RI� GRPHVWLF� GHPDQG�� 'RPHVWLF
GHPDQG��LQ�WXUQ��LV�D�IXQFWLRQ�RI�JOREDO�GHPDQG��GRPHVWLF�DVVHW�SULFHV�DQG�WKH�GRPHVWLF
SROLF\�VWDQFH��7KH�KLJKHU�WKH�OHYHO�RI�GHPDQG��WKH�KLJKHU�WKH�OHYHO�RI�ZDJHV�

4�'RPHVWLF� SULFHV� DUH� LQFUHDVLQJO\� D� IXQFWLRQ� RI� JOREDO�� UDWKHU� WKDQ� GRPHVWLF�� GHPDQG�
0DQXIDFWXUHG� JRRGV� SULFHV� DUH� LQFUHDVLQJO\� LQIOXHQFHG� E\� D� JOREDO� ODZ� RI� RQH� SULFH�
UHIOHFWHG� LQ� KLJKHU� WUDGH� IORZV� DURXQG� WKH� ZRUOG�� )RUPHUO\� QRQ�WUDGDEOH� VHUYLFHV� ±
WHOHFRPV�� LQVXUDQFH�� EURNHUDJH� VHUYLFHV� ±� DOVR� EHFRPH� LQFUHDVLQJO\� LQIOXHQFHG� E\� D
JOREDO� ODZ� RI� RQH� SULFH� DV� WKH� FRPPXQLFDWLRQV� UHYROXWLRQ� HQFRXUDJHV� WUDGH� LQ� WKHVH
DUHDV��

,I� WKLV�PRGHO� LV� ULJKW�� FRPSDQLHV� FDQQRW� HDVLO\� FRQWULEXWH� WR� D� ³ZDJH�SULFH´� VSLUDO�� $FWLYLW\
ZLWKLQ� WKH� GRPHVWLF� HFRQRP\� GHWHUPLQHV� ODERXU� FRVWV�� $FWLYLW\� LQ� WKH� JOREDO� HFRQRP\
GHWHUPLQHV� SULFHV�� *LYHQ� WKLV� GLVFRQQHFW�� WKH� DELOLW\� WR� FRQWURO� PDUJLQV� LV� VLJQLILFDQWO\
UHGXFHG��0DUJLQ�H[SDQVLRQ�ZLOO� EH�DFKLHYDEOH�RQO\� WKURXJK�FRVW� FXWWLQJ��QRW� WKURXJK�SULFH
LQFUHDVHV��XQOHVV�DOO�HFRQRPLHV�LQ�WKH�ZRUOG�DUH�ERRPLQJ�DW�WKH�VDPH�WLPH���&RVW�FXWWLQJ�ZLOO
RQO\�EH�DFKLHYDEOH�GXULQJ�SHULRGV�RI�HFRQRPLF�ZHDNQHVV��'XULQJ�SHULRGV�RI�VWURQJ�GRPHVWLF
H[SDQVLRQ��PDUJLQV�DUH�OLNHO\�WR�EH�FRPSUHVVHG�

:KDW� HYLGHQFH� FDQ� VXSSRUW� WKLV� YLHZ"� 7R� EH� FRQVLVWHQW�� ZH� ZRXOG� H[SHFW� WR� VHH� WKH
IROORZLQJ�UHVXOWV�

4� 7KH� OLQNDJH�EHWZHHQ�GRPHVWLF�SULFH�PRYHPHQWV�DQG�GRPHVWLF� FRVW�PRYHPHQWV�VKRXOG
ZHDNHQ��DW�OHDVW�LQ�WKH�VKRUW�WHUP�

4�'RPHVWLF�SULFH�PRYHPHQWV�VKRXOG�EHFRPH�LQFUHDVLQJO\�FRUUHODWHG�ZLWK�SULFH�PRYHPHQWV
HOVHZKHUH�

7DEOH� ��� SUHVHQWV� WKH� NH\� HYLGHQFH�� :LWKLQ� WKH� WDEOH�� ZH� KDYH� VKRZQ� WKH� FRUUHODWLRQ
FRHIILFLHQWV� RI� GRPHVWLF� LQIODWLRQ� ERWK� ZLWK� GRPHVWLF� EXVLQHVV� VHFWRU� XQLW� ODERXU� FRVWV
�LQFOXGLQJ�SULYDWH�VHFWRU�PDQXIDFWXULQJ�DQG�VHUYLFHV��DQG�ZLWK� LQIODWLRQ� LQ� WKH�2(&'�DUHD�
:H� KDYH� VSLOW� WKH� UHVXOWV� ERWK� DFURVV� FRXQWULHV� DQG� DFURVV� IRXU� GLIIHUHQW� GHFDGHV�� 7KH
IROORZLQJ�FRQFOXVLRQV�DSSO\�

4� )RU� WKH�PDMRULW\�RI�FRXQWULHV�� WKH�FRUUHODWLRQ�EHWZHHQ�GRPHVWLF� LQIODWLRQ�DQG�XQLW� ODERXU
FRVWV�KDV�GHFOLQHG�RYHU�WKH�SDVW����WR����\HDUV�

4� )RU� WKH� PDMRULW\� RI� FRXQWULHV�� WKH� FRUUHODWLRQ� EHWZHHQ� GRPHVWLF� LQIODWLRQ� DQG� 2(&'
LQIODWLRQ�KDV�ULVHQ�RYHU�WKH�SDVW����WR����\HDUV�

����������������������������������������������������������
��)RU�D�PRUH�GHWDLOHG�GLVFXVVLRQ�RI�VRPH�RI�WKHVH�LVVXHV�IURP�D�8.�SHUVSHFWLYH��VHH�³7KH�3ULFLQJ�%HKDYLRXU�RI�8.
)LUPV´�E\�1LFROHWWD�%DWWLQL��%ULDQ�-DFNVRQ�DQG�6WHSKHQ�1LFNHOO��([WHUQDO�03&�8QLW�'LVFXVVLRQ�3DSHU�1R���������

*OREDOLVDWLRQ�HIIHFWV
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����'RPHVWLF�DQG�LQWHUQDWLRQDO�GHWHUPLQDQWV�RI�GRPHVWLF�LQIODWLRQ��FRUUHODWLRQ
FRHIILFLHQWV�DFURVV�FRXQWULHV�DQG�RYHU�WLPH

����V ����V ����V ����V

86�&3,�FRUUHODWHG�ZLWK
���'RPHVWLF�8/&V ����� ����� ����� �����
���2(&'�LQIODWLRQ ����� ����� ����� �����

-DSDQHVH�&3,�FRUUHODWHG�ZLWK
���'RPHVWLF�8/&V Q�D ����� ����� �����
���2(&'�LQIODWLRQ Q�D ����� ����� �����

*HUPDQ�&3,�FRUUHODWHG�ZLWK
���'RPHVWLF�8/&V ����� ����� ����� �����
���2(&'�LQIODWLRQ Q�D� ����� ����� �����

)UHQFK�&3,�FRUUHODWHG�ZLWK
���'RPHVWLF�8/&V Q�D� ����� ����� �����
���2(&'�LQIODWLRQ Q�D� ����� ����� �����

,WDOLDQ�&3,�FRUUHODWHG�ZLWK
���'RPHVWLF�8/&V ����� ����� ����� �����
���2(&'�LQIODWLRQ ������ ����� ����� �����

8.�&3,�FRUUHODWHG�ZLWK
���'RPHVWLF�8/&V ������ ����� ����� �����
���2(&'�LQIODWLRQ ����� ����� ����� �����

&DQDGLDQ�&3,�FRUUHODWHG�ZLWK
���'RPHVWLF�8/&V ����� ����� ����� �����
���2(&'�LQIODWLRQ ����� ����� ����� �����

%HOJLDQ�&3,�FRUUHODWHG�ZLWK
���'RPHVWLF�8/&V Q�D� ����� ����� �����
���2(&'�LQIODWLRQ Q�D� ����� ����� �����

'XWFK�&3,�FRUUHODWHG�ZLWK
���'RPHVWLF�8/&V Q�D� ����� ����� �����
���2(&'�LQIODWLRQ Q�D� ����� ����� �����

6SDQLVK�&3,�FRUUHODWHG�ZLWK
���'RPHVWLF�8/&V ����� ����� ����� �����
���2(&'�LQIODWLRQ ����� ����� ����� �����

6ZHGLVK�&3,�FRUUHODWHG�ZLWK
���'RPVWLF�8/&V ����� ����� ����� �����
���2(&'�LQIODWLRQ ����� ����� ����� �����
6RXUFH��2(&'��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP��+6%&�FDOFXODWLRQV
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4� )RU�HLJKW�FRXQWULHV�RXW�RI�WKH����H[DPLQHG��WKH�FRUUHODWLRQ�FRHIILFLHQW�RI�GRPHVWLF�LQIODWLRQ
DJDLQVW� 2(&'� LQIODWLRQ� ZDV� KLJKHU� LQ� WKH� ����V� WKDQ� WKH� FRUUHODWLRQ� FRHIILFLHQW� RI
GRPHVWLF� LQIODWLRQ� DJDLQVW� GRPHVWLF� FRVWV�� 'XULQJ� WKH� ����V�� WKH� SRVLWLRQ� ZDV� H[DFWO\
UHYHUVHG�� ZLWK� HLJKW� FRXQWULHV� RXW� RI� WKH� HOHYHQ� KDYLQJ� D� KLJKHU� FRUUHODWLRQ� FRHIILFLHQW
EHWZHHQ�GRPHVWLF�SULFHV�DQG�GRPHVWLF�XQLW�ODERXU�FRVWV�

4� 7KH�WZR�FRXQWULHV�ZKHUH�WKH�UHVXOWV�DUH�JHQHUDOO\�DW�RGGV�ZLWK�WKLV�RYHUDOO�FRQFOXVLRQ�DUH
-DSDQ�DQG�*HUPDQ\��,Q�ERWK�FDVHV��WKHUH�DUH�JRRG�UHDVRQV��)RU�-DSDQ��WKH�SHFXOLDULWLHV
RI�GHIODWLRQ�KDYH�OHG�WR�D�YHU\�GLIIHUHQW�SHUIRUPDQFH�IRU�WKH�-DSDQHVH�HFRQRP\�RYHU�WKH
SDVW����\HDUV�UHODWLYH�WR�FRXQWULHV�HOVHZKHUH��)RU�*HUPDQ\��WKH�VKRFNV�DVVRFLDWHG�ZLWK
UHXQLILFDWLRQ�JDYH�ULVH�WR�VSLNHV�LQ�ERWK�XQLW� ODERXU�FRVWV�DQG�ILQDO�GHPDQG��OHDGLQJ�WR�D
EUHDNGRZQ�LQ�WKH�UHODWLRQVKLS�EHWZHHQ�WKH�*HUPDQ�DQG�LQWHUQDWLRQDO�SULFH�OHYHO��LQ�RWKHU
ZRUGV�� *HUPDQ\� VXIIHUHG� D� PDVVLYH� ORVV� RI� FRPSHWLWLYHQHVV� DW� WKH� EHJLQQLQJ� RI� WKH
����V�DV�LWV�SULFH�OHYHO�URVH�UHODWLYH�WR�SULFHV�HOVHZKHUH�±�LW�LV�GLIILFXOW�WR�LPDJLQH�WKLV�NLQG
RI� HIIHFW� LQ� WKH� DEVHQFH� RI� VXFK� D�PDVVLYH� LQWHUQDO� VKRFN� WKDW� ZDV� DVVRFLDWHG� ZLWK� D
GUDPDWLF�HDVLQJ�RI�ILVFDO�SROLF\��

7KHUH�DUH�D�QXPEHU�RI�SRVVLEOH�H[SODQDWLRQV�IRU�WKHVH�UHVXOWV��6RPH�DUH�FRQVLVWHQW�ZLWK�D
PRYH�WRZDUGV�JUHDWHU�JOREDOLVDWLRQ��6RPH�PD\�KDYH�PRUH�WR�GR�ZLWK�D�JUHDWHU�FRQVLVWHQF\
RI� SROLF\� DLPV�� %XW� HDFK� RI� WKHP� KDV� WR� H[SODLQ� ZK\� WKH� SURFHVV� RI� GH�OLQNDJH� EHWZHHQ
GRPHVWLF�SULFHV�DQG�GRPHVWLF�FRVWV�KDV�EHHQ�SDUWLFXODUO\�VL]HDEOH�WKURXJK�WKH�����V��+HUH
DUH�VRPH�RI�WKH�SRVVLELOLWLHV�

4�7KH� WHFKQRORJ\� UHYROXWLRQ�KDV�� LQ� JHQHUDO�� UHGXFHG�EDUULHUV� WR� HQWU\� LQ� DOO� ILHOGV�
7KXV�� IRU�DLUOLQHV��EDQNV�� LQVXUDQFH�FRPSDQLHV�DQG�RWKHU�VHUYLFH�VHFWRU�DFWLYLWLHV�� WKHUH
KDV�EHHQ�D�VLJQLILFDQW� LQFUHDVH� LQ� WKH�FRPSHWLWLYH�HQYLURQPHQW�ERWK�ZLWKLQ�ERUGHUV�DQG
DFURVV�ERUGHUV�

4�7KH�LQWURGXFWLRQ�LQWR�WKH�JOREDO�HFRQRP\�RI�FKHDS�ODERXU�IURP�IRUPHU�&RPPXQLVW
FRXQWULHV�DQG�IURP�&KLQD�PD\�KDYH�OHG�WR�D�VLJQLILFDQW�GHIODWLRQDU\�LPSHWXV�RQ�WKH
SULFHV� RI� WKH�PDMRULW\� RI� WUDGDEOH� JRRGV�� *LYHQ� WKDW� WKH� VFRSH� IRU� WUDGH�PD\� KDYH
LQFUHDVHG� DW� WKH� VDPH� WLPH�� WKLV� ZLOO� KDYH� H[HUWHG� VLJQLILFDQW� GRZQZDUG� SUHVVXUH� RQ
SULFLQJ� DQG� PD\� KDYH� UHGXFHG� WKH� OLQN� EHWZHHQ� WKH� GRPHVWLF� FRVWV� RI� KLJK� LQFRPH
FRXQWULHV� DQG� JOREDO� SULFHV�� 7KXV�� DOWKRXJK� VWURQJ� GRPHVWLF� GHPDQG� PD\� KDYH
FRQWULEXWHG� WR�D�VLJQLILFDQW� LQFUHDVH� LQ�86�FRVWV� LQ� UHFHQW�\HDUV�� WKH�JOREDO�FRPSHWLWLYH
HQYLURQPHQW�PD\�KDYH�UHGXFHG�WKH�DELOLW\�RI�86�FRPSDQLHV�WR�SDVV�RQ�WKHVH�LQFUHDVHV�LQ
WKH�IRUP�RI�KLJKHU�SULFHV�

4�7KH�-DSDQHVH�GHIODWLRQ�KDV�OHG�WR�SHUVLVWHQW�GRZQZDUG�SUHVVXUH�RQ�JOREDO�SULFLQJ
DQG�JOREDO� LQWHUHVW�UDWHV��$V�D�UHVXOW��FRPSDQLHV�KDYH� IRXQG� LW�GLIILFXOW� WR� UDLVH�SULFHV
EXW�KDYH��QHYHUWKHOHVV��EHHQ�JLYHQ�DFFHVV�WR�UHODWLYHO\�FKHDS�FDSLWDO��OHDGLQJ�LQ�WKH�ILUVW
LQVWDQFH� WR� DQ� LQYHVWPHQW� ERRP� EXW�� VXEVHTXHQWO\�� WR� DQ� H[FHVVLYH� FDSLWDO� VWRFN� ZLWK
IL[HG� FRVWV� WKDW� FDQQRW� XOWLPDWHO\� EH� MXVWLILHG�� ,Q� WXUQ�� WKLV� KDV� SURPRWHG� GRZQZDUG
SUHVVXUH�RQ�SULFLQJ�DW�WKH�JOREDO�OHYHO�
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4�7KH�$VLDQ�FULVLV�PD\�KDYH� OHG� WR�D�RQH�RII�GRZQZDUG�VKRFN� WR�SULFHV� UHODWLYH� WR
GRPHVWLF�FRVWV��&HUWDLQO\��WKLV�LV�D�SRVVLEOH�H[SODQDWLRQ�EXW�LW�LV�QRW�IXOO\�FRQVLVWHQW�ZLWK
WKH� DSSDUHQWO\� VWURQJ� UHODWLRQVKLS� EHWZHHQ� GRPHVWLF� SULFHV� DQG� GRPHVWLF� FRVWV� LQ� WKH
����V��%DFN� WKHQ��DQ�XSZDUG�SULFH�VKRFN� �DV�RSSRVHG� WR� WKH�$VLDQ�LQVSLUHG�GRZQZDUG
SULFH�VKRFN��VKRXOG�KDYH�OHG�WR�D�ZHDNHQLQJ�LQ�WKH�UHODWLRQVKLS�EHWZHHQ�GRPHVWLF�SULFHV
DQG�GRPHVWLF�FRVWV�\HW�WKLV�PDQLIHVWO\�QHYHU�WUDQVSLUHG�

4�3ROLF\�PDNHUV�DUH�QRZ�MRLQWO\�FRPPLWWHG� WR� WKH�DFKLHYHPHQW�RI� ORZ� LQIODWLRQ�DQG�
DV� D� UHVXOW�� SULFHV� VKRXOG�EH�PRUH� FORVHO\� FRUUHODWHG�DURXQG� WKH�ZRUOG�� 7KLV� LV� D
SHUIHFWO\� UHDVRQDEOH� DUJXPHQW� EXW�ZRXOG� LW� QRW� DOVR� EH� WKH� FDVH� WKDW� XQLW� ODERXU� FRVWV
ZRXOG�DOVR�EH�FORVHO\�FRUUHODWHG�ZLWK�GRPHVWLF�SULFHV"�$IWHU�DOO��D�FUHGLEOH�DQWL�LQIODWLRQ
DSSURDFK�VKRXOG�DIIHFW� LQIODWLRQ�H[SHFWDWLRQV� LQ�DOO�SDUWV�RI� WKH�HFRQRP\�� LQFOXGLQJ�ERWK
WKH�JRRGV�PDUNHW�DQG�WKH�ODERXU�PDUNHW��7KH�SHFXOLDULW\�RI�GHYHORSPHQWV�LQ�WKH�����V�LV
WKH�VKLIW�DZD\�IURP�QDWLRQDO�WRZDUGV�JOREDO�LQIOXHQFH�IRU�GRPHVWLF�LQIODWLRQ�GHWHUPLQDWLRQ�

2I�WKHVH�H[SODQDWLRQV��WKH�PRVW�SODXVLEOH�DSSHDU�WR�EH�WKH�LPSDFW�RI�QHZ�WHFKQRORJLHV�DQG
WKH� LQWURGXFWLRQ� RI� FKHDS� ODERXU� IURP� HOVHZKHUH� LQ� WKH� ZRUOG�� 7KH� LPSOLFDWLRQ� LV
VWUDLJKWIRUZDUG��([SHFWHG�SURILWV�DVVRFLDWHG�ZLWK�QHZ�WHFKQRORJLHV�KDYH�QRW�IXOO\�WUDQVSLUHG
EHFDXVH�RI�JUHDWHU�FRPSHWLWLRQ��2Q�WKH�ZKROH��WKH�FRVW�EHQHILWV�KDYH�QRW�EHHQ�UHWDLQHG�E\
VKDUHKROGHUV� EXW�� LQVWHDG�� KDYH� EHHQ� SDVVHG� RQWR� FRQVXPHUV�� 5HDO� KRXVHKROG� LQFRPHV
KDYH� ULVHQ� LQ� PDQ\� SDUWV� RI� WKH� ZRUOG�� D� FRPELQDWLRQ� RI� UHODWLYHO\� WLJKW� GRPHVWLF� ODERXU
PDUNHWV�DQG�UHODWLYH�SULFH�GHFOLQHV�ZLWKLQ�WKH�WHFKQRORJ\�VHFWRUV�

8OWLPDWHO\��E\�HQVXULQJ�D�JUDGXDWHG�PRYH�WRZDUGV�D�SHUIHFW�FRPSHWLWLRQ�PRGHO��SURILWV�KDYH
EHHQ�IRUFHG�GRZQ�WR�QRUPDO� OHYHOV�DQG��DV�D�UHVXOW��FRPSDQLHV�DUH�IDFLQJ�GHPDQG�FXUYHV
YHU\�GLIIHUHQW�IURP�WKH�SDVW��7KHLU�RQO\�RSWLRQ��JLYHQ�WKLV�GHPDQG�EDFNJURXQG�� LV�WR�UHZDUG
VKDUHKROGHUV� E\� DLPLQJ� IRU� FRVW� UHGXFWLRQV�� )XWXUH� FRPSHWLWLRQ� ZLOO� EH� DOO� DERXW� FRVW
HIILFLHQFLHV�DJDLQVW�D�EDFNJURXQG�ZKHUH�PRQRSRO\�SULFLQJ�SRZHU�LV�XQGHU�DWWDFN�IURP�ERWK
WHFKQRORJ\� DQG� QHZ� HQWUDQWV�� 7KLV� FRXOG� HQFRXUDJH� WKH� HPHUJHQFH� RI� PRQRSVRQLHV�
ZKHUHE\�D�VLQJOH�EX\HU�IRUFHV�LWV�VXSSOLHUV�WR�WHQGHU�IRU�EXVLQHVV�
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$FFRUGLQJ�WR�%D\RXPL�DQG�+DDFNHU��WKH�UHDO�ZLQQHUV�IURP�WKH�DGYHQW�RI�D�QHZ�WHFKQRORJ\
VKRXOG� EH� WKH� XVHUV�� UDWKHU� WKDQ� WKH� SURGXFHUV�� RI� WKH� WHFKQRORJ\�� 7KLV� VKRXOG� OHDG� WR
VLJQLILFDQW�VKLIWV�LQ�UHODWLYH�SULFHV�ZLWKLQ�D�VWDEOH�LQIODWLRQ�HQYLURQPHQW��7KH�FRPELQHG�HIIHFWV
RI�SURGXFW� LQQRYDWLRQ� �LPSO\LQJ� IDOOLQJ�SULFHV��DQG�JOREDOLVDWLRQ� �IODWWHQLQJ�GHPDQG�FXUYHV�
VKRXOG�OHDG�WR�VL]HDEOH�VKLIWV�LQ�SULFLQJ�ZLWKLQ�HDFK�HFRQRP\��7KRVH�JRRGV�DQG�VHUYLFHV�WKDW
DUH�GLUHFW�SURGXFWV�RI� WKH�QHZ�WHFKQRORJLHV�VKRXOG�IDOO� LQ�SULFH��7KRVH�JRRGV�DQG�VHUYLFHV
ZKHUH�EDUULHUV� WR�HQWU\�DUH�UHGXFHG�DV�D�UHVXOW�RI� WKH�QHZ�WHFKQRORJLHV�VKRXOG�DOVR� IDOO� LQ
SULFH��2WKHU�JRRGV�DQG�VHUYLFHV�±�DQG��IRU� WKDW�PDWWHU�� IDFWRUV�RI�SURGXFWLRQ�±�WKDW�DUH�QRW
DIIHFWHG�E\� WKHVH� WHFKQRORJLHV�VKRXOG�ULVH� LQ�SULFH��SDUWLFXODUO\� WKRVH� WKDW�KDYH�DQ� LQFRPH
HODVWLFLW\�RI�GHPDQG�JUHDWHU�WKDQ���

(YLGHQFH�WR�VXSSRUW�WKHVH�UHODWLYH�SULFH�HIIHFWV�LV�UHODWLYHO\�FRPSHOOLQJ��8VLQJ�GDWD�IURP�WKH
86�%XUHDX� RI� (FRQRPLF� $QDO\VLV� RQ� SHUVRQDO� VHFWRU� H[SHQGLWXUH�� ZH� KDYH� EHHQ� DEOH� WR
GHULYH� VRPH� URXJK� DQG� UHDG\� LQGLFDWLRQV� RI� VKLIWLQJ� FRQVXPHU� SUHIHUHQFHV�� EDVHG� RQ� D
FRPELQDWLRQ�RI�UHODWLYH�SULFH�HIIHFWV�DQG�ULVLQJ�LQFRPH�HIIHFWV��:H�KDYH�EHHQ�DEOH�WR�FRPH
XS�ZLWK�WKUHH�PDLQ�FDWHJRULHV�

4� 7KRVH�JRRGV�DQG�VHUYLFHV�ZKHUH�WKH�YROXPH�RI�VDOHV�KDV�ULVHQ�EXW�ZKHUH�WKH�SULFH�KDV
IDOOHQ�VXEVWDQWLDOO\�� ,I� WKH� ³UHODWLYH�SULFH�HIIHFW´�ZRUNV�� WKHQ� WKLV�FDWHJRU\�VKRXOG� LQFOXGH
DUHDV�RI�VLJQLILFDQW� WHFKQRORJLFDO� LQQRYDWLRQ� WRJHWKHU�ZLWK�DUHDV�ZKHUH�EDUULHUV� WR�HQWU\
PD\� KDYH� IDOOHQ� DV� D� UHVXOW� RI� WHFKQRORJLFDO� LQQRYDWLRQ� �XQGHU� WKLV� FDWHJRU\�� ZH� FRXOG
DOVR�DGG�WKH�HIIHFWV�RI�JOREDOLVDWLRQ��

4� 7KRVH�JRRGV�DQG�VHUYLFHV�ZKHUH�WKH�YROXPH�RI�VDOHV�KDV�IDOOHQ�LQ�OLQH�ZLWK�D�IDOO�LQ�SULFH�
7KHVH�DUHDV�RI�H[SHQGLWXUH�PLJKW�EH�FRQVLGHUHG�WR�EH�LQFRPH�LQHODVWLF�RU��DOWHUQDWLYHO\�
KDYH�EHHQ�GLVSODFHG�E\�H[SHQGLWXUH�LQ�RWKHU�DUHDV�

4� 7KRVH�JRRGV�DQG�VHUYLFHV�ZKHUH� WKH�YROXPH�RI�VDOHV�KDV�EHHQ�VWDEOH�RU�KDV�ULVHQ�EXW
ZKHUH� WKH�SULFH�KDV�ULVHQ�VXEVWDQWLDOO\��7KHVH�DUHDV�RI�VSHQGLQJ�PLJKW�EH� UHJDUGHG�DV
LQFRPH� HODVWLF� DQG� VKRXOG� SUREDEO\� EH� UHJDUGHG� DV� WKH� WUXH� EHQHILFLDULHV� RI� D� OHDS
IRUZDUG�LQ�WHFKQRORJ\�

2YHUDOO��ZH�DUH�LQWHUHVWHG�LQ�ERWK�LQFRPH�DQG�VXEVWLWXWLRQ�HIIHFWV��$V�SULFHV�RI�FHUWDLQ�JRRGV
IDOO�� GHPDQG� IRU� WKHP�VKRXOG� ULVH�ERWK�EHFDXVH�RI�D� FKHDSHU� UHODWLYH�SULFH� �D� VXEVWLWXWLRQ
HIIHFW�� DQG� EHFDXVH� RI� D� KLJKHU� OHYHO� RI� LQFRPH� LQ� UHDO� WHUPV� �ORZHU� SULFH� RI� RXWJRLQJV��
3ULFHV�DQG�YROXPH�GHPDQG�IRU�RWKHU�JRRGV�DQG�VHUYLFHV�PD\�DOVR�ULVH�WKURXJK�WKH�LQFRPH
HIIHFW��DVVXPLQJ�WKDW�GHPDQG�LV�LQFRPH�HODVWLF�IRU�WKHVH�LWHPV�

7KH�FRQVXPHU�IURQW

)URP� D� FRQVXPHU� SHUVSHFWLYH�� WKH� UHVXOWV� DUH� SUHVHQWHG� LQ� FKDUWV� ��� WKURXJK� WR� ����:H
KDYH�VKRZQ�SULFH�DQG�YROXPH�HIIHFWV�IRU�GLIIHUHQW�FDWHJRULHV�RI�FRQVXPHU�VSHQGLQJ��VWDUWLQJ
ZLWK�WKH�EURDGHVW�SRVVLEOH�FDWHJRULHV��GXUDEOH�JRRGV��QRQ�GXUDEOH�JRRGV�DQG�VHUYLFHV��DQG
WKHQ�PRYLQJ�LQWR�PRUH�GHWDLO�IRU�WKRVH�FDWHJRULHV�WKDW�KDYH�EHHQ�SURQH�WR�VXEVWDQWLDO�SULFH
RU�YROXPH�PRYHPHQWV��7KH�SULFH�OHYHOV�DUH�DOO�H[SUHVVHG�UHODWLYH�WR�WKH�RYHUDOO�LQGH[�IRU�WKH
FRQVXPHUV¶� H[SHQGLWXUH� GHIODWRU�� LQ� RWKHU� ZRUGV�� WKH\� SXUHO\� VKRZ�PRYHPHQWV� LQ� UHODWLYH
SULFHV� UDWKHU� WKDQ�PRYHPHQWV� LQ� WKH�SULFH� OHYHO�DV�D�ZKROH��$�VLPLODU�DSSURDFK�KDV�EHHQ

5HODWLYH�SULFH�HIIHFWV
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DGRSWHG� IRU� WKH� YROXPH� FKDUWV�� ,Q� HDFK� FDVH�� WKH� ILJXUHV� TXRWHG� LQ� EUDFNHWV� RQ� WKH� FKDUW
ODEHOV�UHIHU�WR�WKH�VKDUH�ZLWKLQ�WRWDO�QRPLQDO�FRQVXPSWLRQ�LQ������

:LWKLQ� WKH� RYHUDOO� FDWHJRULHV�� WKHUH� KDYH� EHHQ� VXEVWDQWLDO� VKLIWV�� 3ULFHV� RI� GXUDEOH� JRRGV
�ZKLFK�PDGH�XS�URXJKO\�����RI�WRWDO�FRQVXPHU�VSHQGLQJ�LQ�������KDYH�FROODSVHG�LQ�UHODWLYH
WHUPV� RYHU� WKH� SDVW� ��� \HDUV�� $W� WKH� VDPH� WLPH�� WKH� YROXPH� RI� FRQVXPHU� GXUDEOHV
FRQVXPHG� KDV� LQFUHDVHG� GUDPDWLFDOO\�� &RQVXPSWLRQ� RI� QRQ�GXUDEOH� JRRGV� KDV� VKRZQ� QR
H[FLWLQJ�WUHQGV��SULFHV�KDYH�IDOOHQ�D�OLWWOH�UHODWLYH�WR�WKH�RYHUDOO�SLFWXUH�EXW�VR�KDYH�YROXPHV�
6HUYLFHV� FRQVXPSWLRQ� KDV� EHHQ� GLIIHUHQW� DJDLQ�� 3ULFH� ULVHV� KDYH� RXWVWULSSHG� WKH� DYHUDJH
DOWKRXJK�WKH�YROXPH�VKDUH�RI�FRQVXPHU�VSHQGLQJ�KDV�IDOOHQ�EDFN�UHODWLYH�WR�WKH�WRWDO�

����7KH�RYHUDOO�VSOLW��SULFHV ����7KH�RYHUDOO�VSOLW��YROXPHV
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'XUDEOHV��6KDUH����� ������� 1RQ�GXUDEOHV��6KDUH����� �������

6HUYLFHV��6KDUH����� �������

5DWLR�RI�WRWDO�SULFH������ ���� 5DWLR�RI�WRWDO�SULFH������ ����
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'XUDEOH�JRRGV��6KDUH����� ������� 1RQ�GXUDEOH�JRRGV��6KDUH����� �������

6HUYLFHV��6KDUH����� �������

5DWLR�RI�WRWDO�H[SHQGLWXUH������ ���� 5DWLR�RI�WRWDO�H[SHQGLWXUH������ ����

6RXUFH��%($ 6RXUFH��%($

����7KH�GXUDEOHV�VSOLW��SULFHV ����7KH�GXUDEOHV�VSOLW��YROXPHV
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0RWRU�YHKLFOHV�DQG�SDUWV��6KDUH����� ������

)XUQLWXUH�DQG�RWKHU�KRXVHKROG�HTXLSPHQW��6KDUH����� ������

2WKHU��6KDUH����� ������

5DWLR�RI�WRWDO�SULFH������ ���� 5DWLR�RI�WRWDO�SULFH������ ����
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��
��
���
���
���
���
���
���
���
���
���

0RWRU�YHKLFOHV��6KDUH����� ������

)XUQLWXUH�DQG�RWKHU�KRXVHKROG�HTXLSPHQW��6KDUH����� ������

2WKHU��6KDUH����� ������

5DWLR�RI�WRWDO�H[SHQGLWXUH������ ���� 5DWLR�RI�WRWDO�H[SHQGLWXUH������ ����

6RXUFH��%($ 6RXUFH��%($
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����7KH�KRXVHKROG�VSOLW�H[�FRPSXWHUV��SULFHV ����7KH�KRXVHKROG�VSOLW�H[�FRPSXWHUV��YROXPHV
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)XUQLWXUH��6KDUH����� ������

.LWFKHQ�DQG�RWKHU�KRXVHKROG�DSSOLDQFHV��6KDUH����� ������

&KLQD��JODVVZDUH��WDEOHZDUH��DQG�XWHQVLOV��6KDUH����� ������

9LGHR�DQG�DXGLR��6KDUH����� �����

2WKHU�GXUDEOH�KRXVH�IXUQLVKLQJV��6KDUH����� ������

5DWLR�RI�WRWDO�SULFH������ ���� 5DWLR�RI�WRWDO�SULFH������ ����
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)XUQLWXUH��6KDUH����� ������

.LWFKHQ�DQG�RWKHU�KRXVHKROG�DSSOLDQFHV��6KDUH����� ������

&KLQD��JODVVZDUH��WDEOHZDUH��DQG�XWHQVLOV��6KDUH����� ������

9LGHR�DQG�DXGLR�JRRGV��6KDUH����� ������

2WKHU�GXUDEOH�KRXVH�IXUQLVKLQJV��6KDUH����� ������

5DWLR�RI�WRWDO�H[SHQGLWXUH������ ���� 5DWLR�RI�WRWDO�H[SHQGLWXUH������ ����

6RXUFH��%($ 6RXUFH��%($

����&RPSXWHUV��SULFHV ����&RPSXWHUV��YROXPHV
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&RPSXWHUV��SHULSKHUDOV��DQG�VRIWZDUH��6KDUH����� ������

5DWLR�RI�WRWDO�SULFH������ ���� 5DWLR�RI�WRWDO�SULFH������ ����
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&RPSXWHUV��SHULSKHUDOV��DQG�VRIWZDUH��6KDUH����� ������

5DWLR�RI�WRWDO�H[SHQGLWXUH������ ���� 5DWLR�RI�WRWDO�H[SHQGLWXUH������ ����

6RXUFH��%($ 6RXUFH��%($

����1RQ�GXUDEOH�JRRGV��SULFHV ����1RQ�GXUDEOH�JRRGV��YROXPHV
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)RRG��6KDUH����� �������

&ORWKLQJ�DQG�VKRHV��6KDUH����� ������

*DVROLQH��IXHO�RLO�DQG�RWKHU�HQHUJ\��6KDUH����� ������

2WKHU��6KDUH����� ������

5DWLR�RI�WRWDO�SULFH������ ���� 5DWLR�RI�WRWDO�SULFH������ ����
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)RRG��6KDUH����� �������

&ORWKLQJ�DQG�VKRHV��6KDUH����� ������

*DVROLQH��IXHO�RLO�DQG�RWKHU�HQHUJ\��6KDUH����� ������

2WKHU��6KDUH����� ������

5DWLR�RI�WRWDO�H[SHQGLWXUH������ ���� 5DWLR�RI�WRWDO�H[SHQGLWXUH������ ����

6RXUFH��%($ 6RXUFH��%($
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����7RWDO�VHUYLFHV��SULFHV ����7RWDO�VHUYLFHV��YROXPHV
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+RXVLQJ��6KDUH����� ������� +RXVHKROG�RSHUDWLRQ���6KDUH����� ������

7UDQVSRUWDWLRQ���6KDUH����� ������ 0HGLFDO�FDUH��6KDUH����� �������

5HFUHDWLRQ��6KDUH����� ������ 2WKHU��6KDUH����� �������

5DWLR�RI�WRWDO�SULFH������ ���� 5DWLR�RI�WRWDO�SULFH������ ����
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+RXVLQJ��6KDUH����� ������� +RXVHKROG�RSHUDWLRQ�6KDUH����� ������

7UDQVSRUWDWLRQ�6KDUH����� ������ 0HGLFDO�FDUH�6KDUH����� �������

5HFUHDWLRQ�6KDUH����� ������ 2WKHU�6KDUH����� �������

5DWLR�RI�WRWDO�H[SHQGLWXUH������ ���� 5DWLR�RI�WRWDO�H[SHQGLWXUH������ ����

6RXUFH��%($ 6RXUFH��%($

����´2WKHUµ�VHUYLFHV��SULFHV ����´2WKHUµ�VHUYLFHV��YROXPHV
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3HUVRQDO�FDUH��6KDUH����� ������

3HUVRQDO�EXVLQHVV��6KDUH����� ������

(GXFDWLRQ�DQG�UHVHDUFK��6KDUH����� ������

5HOLJLRXV�DQG�ZHOIDUH�DFWLYLWLHV��6KDUH����� ������

5DWLR�RI�WRWDO�SULFH������ ���� 5DWLR�RI�WRWDO�SULFH������ ����
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3HUVRQDO�FDUH��6KDUH����� ������

3HUVRQDO�EXVLQHVV��6KDUH����� ������

(GXFDWLRQ�DQG�UHVHDUFK��6KDUH����� �������

5HOLJLRXV�DQG�ZHOIDUH�DFWLYLWLHV��6KDUH����� �����

5DWLR�RI�WRWDO�H[SHQGLWXUH������ ���� 5DWLR�RI�WRWDO�H[SHQGLWXUH������ ����

6RXUFH��%($ 6RXUFH��%($

:LWKLQ� GXUDEOH� JRRG� VDOHV�� WKH� PDLQ� DUHD� RI� LQWHUHVW� KDV� EHHQ� IXUQLWXUH� DQG� KRXVHKROG
HTXLSPHQW��D�FDWHJRU\�WKDW�LQFOXGHV�HYHU\WKLQJ�IURP�ERQH�FKLQD�WR�FRPSXWHUV�DQG�VRIWZDUH�
:LWKLQ� WKLV� FDWHJRU\�� SULFHV� IHOO� UHODWLYH� WR� WKH�RYHUDOO� LQGH[� E\� D� WRWDO� RI� ���� WKURXJK� WKH
����V�� DQG� YROXPH� JDLQV� DPRXQWHG� WR� �����2WKHU� FDWHJRULHV� ±� LQFOXGLQJ� VDOHV� RI�PRWRU
YHKLFOHV�±�KDYH�EHKDYHG�LQ�OHVV�VSHFWDFXODU�IDVKLRQ�

$�EUHDNGRZQ�RI�WKH�IXUQLWXUH�DQG�KRXVHKROG�HTXLSPHQW�FDWHJRU\�UHYHDOV�VRPH�H[WUDRUGLQDU\
FKDQJHV��3ULFHV�RI�FRPSXWHU�HTXLSPHQW�KDYH�IDOOHQ�DOPRVW�����UHODWLYH�WR�WKH�OHYHOV�VHHQ
EDFN�LQ�����V��D�UHVXOW�RI�ORZHU�VHOOLQJ�SULFHV�DQG�DVVXPHG�TXDOLW\�DGMXVWPHQWV�LQ�WHUPV�RI
SURFHVVLQJ�SRZHU��7KHUH�KDYH�DOVR�EHHQ�VXEVWDQWLDO�GHFOLQHV�LQ�WKH�SULFHV�RI�WHOHYLVLRQV�DQG
YLGHR� HTXLSPHQW�� )RU� WKH�PRVW� SDUW�� SULFHV� KDYH� DOVR� GHFOLQHG� LQ� PRVW� RWKHU� FDWHJRULHV�
DOWKRXJK�WR�QRWKLQJ�OLNH�WKH�VDPH�GHJUHH��&RUUHVSRQGLQJ�ZLWK�WKH�SULFH�GHFOLQHV��FRPSXWHU
YROXPH�JURZWK�KDV�EHHQ�DEVROXWHO\�H[WUDRUGLQDU\�WKURXJK�WKH�����V��ULVLQJ�����WLPHV�RYHU
DQG�FRPSOHWHO\�GRPLQDWLQJ�JDLQV�LQ�RWKHU�DUHDV�

$V� IRU� QRQ�GXUDEOH� JRRGV�� WKH� SULPDU\� VKLIW� KDV� WDNHQ� SODFH� LQ� FORWKLQJ�� ZKHUH� VLJQLILFDQW
SULFH�GHFOLQHV�KDYH�EHHQ�PDWFKHG�E\�HTXDOO\�VLJQLILFDQW�YROXPH�JDLQV��7KLV�PD\�UHIOHFW�ERWK
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WKH� LPSDFW�RI�JOREDOLVDWLRQ��DQ� LQFUHDVH� LQ� WKH�VRXUFLQJ�RI�FORWKLQJ�VXSSOLHV� IURP�RYHUVHDV
IDFWRULHV��DQG�WKH�DSSOLFDWLRQ�RI�WHFKQRORJ\�WR�GRPHVWLF�GLVWULEXWLRQ�

2YHU�WKH�SDVW����\HDUV��VHUYLFH�VHFWRU�SULFHV�KDYH�ULVHQ��6HUYLFH�VHFWRU�YROXPHV��KRZHYHU�
KDYH� QRW�PDLQWDLQHG� WKHLU� VKDUH� RI� WRWDO� FRQVXPHU� VSHQGLQJ�� $OWKRXJK� WKH\� KDYH� ULVHQ� LQ
DEVROXWH�WHUPV��WKH\�KDYH�IDOOHQ�EDFN�UHODWLYH�WR�WKH�VSHFWDFXODU�JDLQV�VHHQ�LQ�H[SHQGLWXUH
RQ�FRQVXPHU�GXUDEOHV�

:LWKLQ�VHUYLFHV��WKH�PDLQ�ZLQQHU�KDV�EHHQ�ILQDQFLDO�VHUYLFHV��ZKHUH�ERWK�SULFHV�DQG�YROXPH
FRQVXPHG�KDYH�ULVHQ�RYHU�WKH�SDVW����\HDUV��FRUUHVSRQGLQJ�ZLWK�WKH�SRZHUIXO�EXOO�PDUNHWV
LQ�HTXLWLHV�DQG�ERQGV��5HFUHDWLRQ�KDV�DOVR�SHUIRUPHG�ZHOO�RYHU�WKH�SDVW����\HDUV�

*LYHQ�WKHVH�GHYHORSPHQWV��WKH�IROORZLQJ�FRQFOXVLRQV�DSSO\�

4� )LUVW�� WKHUH�KDYH�EHHQ�SRZHUIXO� VXEVWLWXWLRQ�HIIHFWV�DVVRFLDWHG�ZLWK� FROODSVLQJ�SULFHV� LQ
WHFKQRORJ\�� 9ROXPHV� KDYH� LQFUHDVHG� DW� DQ� H[WUDRUGLQDU\� UDWH� RYHU� WKH� SDVW� ��� \HDUV�
HPSKDVLVLQJ�WKDW�WKH�WHUPV�RI�WUDGH�KDYH�VKLIWHG�DJDLQVW�,7�SURGXFHUV�DQG�LQ�IDYRXU�RI�,7
FRQVXPHUV�

4� 6HFRQG��GHVSLWH�VLJQLILFDQW� LQFUHDVHV�LQ�VHUYLFH�VHFWRU�SULFHV��VHUYLFH�VHFWRU�YROXPHV�LQ
VRPH�FDVHV�KDYH�KHOG�XS�UHDVRQDEO\�ZHOO��7KLV�PLJKW�VXJJHVW�WKDW�GHPDQG�IRU�VHUYLFHV
LV�LQFRPH�HODVWLF��LQ�RWKHU�ZRUGV��SHRSOH�DUH�SUHSDUHG�WR�SD\�PRUH�IRU�WKH�VDPH�OHYHO��RU
SRUSRUWLRQ��RI�VHUYLFHV�DV�WKHLU�LQFRPH�OHYHOV�ULVH�

4� 7KLUG�� GXUDEOH� JRRGV� LQ� JHQHUDO� KDYH� VHHQ� D� PL[WXUH� RI� VWURQJ� YROXPH� JURZWK� DQG
VXVWDLQHG�SULFH�GHFOLQHV��$OWKRXJK� LW� LV�GLIILFXOW� WR�EH�SUHFLVH�DERXW� WKH� UHDVRQV� IRU� WKLV
PL[��D�QXPEHU�RI�NH\�REVHUYDWLRQV�FDQ�EH�PDGH��7KH�SULFH�UHGXFWLRQV�PD\�EH�WKH�UHVXOW
RI� JUHDWHU� SULFH� WUDQVSDUHQF\�� UHIOHFWLQJ� D� JUHDWHU� XVH� RI� QHZ� WHFKQRORJLHV�� 3ULFH
UHGXFWLRQV� PD\� UHIOHFW� PRYHV� WRZDUGV� JUHDWHU� FRPSHWLWLRQ� ZLWKLQ� WKH� 86� UHWDLO� VHFWRU�
UHIOHFWLQJ� PRYHV� WRZDUGV� EHWWHU� LQYHQWRU\� FRQWURO� IURP� WKH� OLNHV� RI� :DOPDUW�� 7KH
JOREDOLVDWLRQ�HIIHFWV�PHQWLRQHG� LQ�HDUOLHU�VHFWLRQV�PD\�KDYH� LQFUHDVLQJO\� OHG�WR�D�JOREDO
³ODZ�RI�RQH�SULFH´�IRU�WUDGDEOH�JRRGV��FORWKLQJ�

4� )RXUWK��D�SX]]OH�UHPDLQV�RYHU�ZK\�VHUYLFH�VHFWRU�FRQVXPSWLRQ�KDV�QRW�ULVHQ�VLJQLILFDQWO\
UHODWLYH�WR�JDLQV�LQ�QRQ�GXUDEOH�JRRGV��2Q�WKH�VHUYLFHV�IURQW��LW�PD\�EH�WKH�FDVH�WKDW�WKH
UHDO�EHQHILFLDULHV�KDYH�QRW�EHHQ� WKH�FRQVXPHUV�RI�VHUYLFHV�EXW�� UDWKHU�� WKH�VXSSOLHUV�RI
VHUYLFHV��,Q�D�VLWXDWLRQ�ZKHUH�SURGXFWLYLW\�JDLQV�DUH�UDSLG�LQ�RQH�VHFWRU�RI�WKH�HFRQRP\�
RWKHU� VHFWRUV� VKRXOG� DOVR� EHQHILW� IURP� D� JHQHUDO� LQFUHDVH� LQ� ZDJH� OHYHOV�� $� VLPSOH
LQWHUQDWLRQDO�FRPSDULVRQ�VXSSRUWV� WKLV� YLHZ�� ,W�PD\�EH� WKH�FDVH� WKDW�D�KDLUFXW� LQ�&KLQD
SURYLGHV�WKH�VDPH�XWLOLW\�DV�D�KDLUFXW�LQ�WKH�86�EXW�WKHUH�LV�OLWWOH�UHDVRQ�WR�WKLQN�WKDW�WKH
SULFH�VKRXOG�EH�WKH�VDPH��7KH�NH\�LVVXH�LV�RQH�RI�RSSRUWXQLW\�FRVW��7KH�RSSRUWXQLW\�FRVW
RI�D�KDLUFXW�LQ�SDUWV�RI�&KLQD�PLJKW�EH�UHODWLYHO\�ORZ�WR�WKH�H[WHQW�WKDW�RWKHU�RFFXSDWLRQV
GR� QRW� RIIHU� D� VXEVWDQWLDOO\� KLJKHU� ZDJH�� 7KH� RSSRUWXQLW\� FRVW� RI� D� KDLUFXW� LQ� WKH� 86�
KRZHYHU�� LV� OLNHO\� WR�EH�VXEVWDQWLDOO\�KLJKHU��7KH�PRQH\�UHTXLUHG�WR�SHUVXDGH�SHRSOH� WR
HQWHU�WKH�KDLUGUHVVLQJ�SURIHVVLRQ�LQ�WKH�86�LV��WKHUHIRUH��OLNHO\�WR�EH�D�ORW�JUHDWHU�WKDQ�LQ
&KLQD�DQG�RWKHU�FRXQWULHV�ZKHUH�LQFRPH�SHU�KHDG�LV�VLJQLILFDQWO\�ORZHU�

7KH�VHUYLFH�VHFWRU�HIIHFW�LV�FRQVLVWHQW�ZLWK�WKH�³GHPDQG�DQG�LQIODWLRQ´�DQG�³JOREDOLVDWLRQ´�WKHPHV
H[SORUHG�LQ�HDUOLHU�VHFWLRQV��*OREDOLVDWLRQ�VKRXOG�KDYH�D�ELJJHU�HIIHFW�RQ�WUDGDEOH�JRRGV�SULFHV
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WKDQ�RQ�VHUYLFH�VHFWRU�SULFHV��DOWKRXJK�VHUYLFHV�WKDW�FDQ�EH�SURYLGHG�UHPRWHO\�ZLOO��RI�FRXUVH��EH
DIIHFWHG�E\� WUDGH���$V�D� UHVXOW�� WKHUH�VKRXOG�EH�D� WHQGHQF\� IRU� WKH�SULFH�RI�GXUDEOH�JRRGV�� IRU
H[DPSOH��WR�IDOO�UHODWLYH�WR�VHUYLFHV��$V�IDU�DV�GHPDQG�DQG�LQIODWLRQ�DUH�FRQFHUQHG��WKH�NH\�LVVXH
LV� WKH�H[WHQW� WR�ZKLFK�GHPDQG� LV� UDLVHG�DV�D� UHVXOW� RI�DVVHW� SULFH� LQIODWLRQ� DQG�DV� D� UHVXOW� RI
LQIORZV� IURP�DEURDG��2WKHU� WKLQJV�EHLQJ�HTXDO��KLJKHU�GHPDQG�VKRXOG� OHDG� WR�D� WLJKWHU� ODERXU
PDUNHW��SODFLQJ�XSZDUG�SUHVVXUH�RQ�QRQ�WUDGDEOH�SULFHV�DQG�ZDJHV�

7KH�SURGXFHU�ZLQQHUV�DQG�ORVHUV

7R� VXSSRUW� WKH� FRQVXPHU� FRQFOXVLRQV�� ZH� KDYH� SXW� WRJHWKHU� SURILWV� GDWD� EURNHQ� GRZQ� E\
LQGXVWU\��2QFH�DJDLQ��WKHVH�QXPEHUV�FRPH�IURP�WKH�86�%XUHDX�RI�(FRQRPLF�$QDO\VLV��$V�ZLWK
WKH� FRQVXPHU� FKDUWV�� WKH� QXPEHUV� KDYH� EHHQ� UH�LQGH[HG� WR� HTXDO� ���� LQ� ������ &KDUW� ��
VKRZV�WKDW��ZLWKLQ�RYHUDOO�LQGXVWU\��ILQDQFLDO�VHUYLFHV�KDYH�ZRQ�RXW�DW�WKH�H[SHQVH�RI�DOO�RWKHUV�

����)LQDQFLDO�SURILWV�JDLQ��RWKHUV�ORVH
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)LQDQFLDOV��6KDUH����� ������� 1RQ�ILQDQFLDOV��6KDUH����� �������

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP

&KDUW� ���� ZKLFK� IRFXVHV� VSHFLILFDOO\� RQ� PDQXIDFWXULQJ�� VXJJHVWV� WKDW� WKH� ELJJHVW� ORVVHV
KDYH�RFFXUUHG�ZLWKLQ� WKH�SURGXFWLRQ�RI�GXUDEOHV��&KDUW����VKRZV�WKDW��ZLWKLQ�GXUDEOHV�� WKH
ELJJHVW� ORVVHV� KDYH� EHHQ� LQ� LQGXVWULDO� PDFKLQHU\� DQG� HOHFWULFV� DQG� HOHFWURQLFV�� :LWKLQ
VHUYLFHV��ZKROHVDOHUV�DQG�UHWDLOHUV�DSSHDU�WR�KDYH�SHUIRUPHG�ZHOO��&RPPXQLFDWLRQV�±�D�QHZ
WHFKQRORJ\�DUHD�±�KDYH�SHUIRUPHG�SRRUO\��,Q�OLQH��WKHUHIRUH��ZLWK�WKH�HYLGHQFH�FRPLQJ�IURP
FRQVXPHU� GDWD�� WKH� SULPDU\� ZLQQHUV� RYHU� WKH� SDVW� IHZ� \HDUV� KDYH� EHHQ� VHUYLFH� VHFWRU
SURYLGHUV� ±� ILQDQFLDO� VHUYLFHV�� UHWDLO� DQG� ZKROHVDOH� GLVWULEXWRUV� ±� ZKLOH� WKH� ELJJHVW� ORVHUV
KDYH�EHHQ�WKRVH�PRVW�FORVHO\�WLHG�WR�WKH�1HZ�(FRQRP\�
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1RQ�GXUDEOHV��6KDUH����� �������
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'XUDEOHV��6KDUH����� ������� 2WKHU�GXUDEOHV��6KDUH����� ������

,QGXVWULDO�PDFKLQHU\��6KDUH����� ������ (OHF�DQG�HOHFWURQLFV��6KDUH����� ������

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP
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:KROHVDOH�WUDGH��6KDUH����� ������ 5HWDLO�WUDGH��6KDUH����� ������

7UDQVSRUW�DQG�XWLOLWLHV��6KDUH����� ������� &RPPXQLFDWLRQV��6KDUH����� ������

2WKHU�QRQ�ILQDQFLDO��6KDUH����� ������

6RXUFH��7KRPVRQ�)LQDQFLDO�'DWDVWUHDP
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,I� RXU� DQDO\VLV� LV� ULJKW�� WKH� ZRUOG� KDV� PRYHG� FORVHU� WR� SHUIHFW� FRPSHWLWLRQ�� 7KH� DELOLW\� RI
FRPSDQLHV�WR�JHQHUDWH�³DEQRUPDO´�SURILWV�KDV��LQ�JHQHUDO��EHHQ�UHGXFHG��%DUULHUV�WR�HQWU\�PD\
VWLOO�H[LVW�±�ZKHWKHU�LW�EH�SXEOLF�PRQRSROLHV��EUDQG�GRPLQDQFH��HJ�0LFURVRIW��±�EXW��JHQHUDOO\�
WKH�DGYHQW�RI�QHZ�WHFKQRORJLHV�DSSHDUV�WR�KDYH�EHQHILWHG�XVHUV�DW�WKH�H[SHQVH�RI�SURGXFHUV�

7KH� RYHUDOO� UHVXOW� KDV� EHHQ� D� UHGLVWULEXWLRQ� RI� LQFRPH� VKDUH� IURP� VKDUHKROGHUV� WRZDUGV
FRQVXPHUV��7KHUH�PD\�KDYH�EHHQ�D�VXEVWDQWLDO�QHJDWLYH�ZHDOWK�HIIHFW�IRU�KRXVHKROGV�LQ�WKH
86�DV�VKDUH�SULFHV�KDYH�IDOOHQ�EXW� WKH�ZHDOWK� ORVVHV�KDYH�EHHQ�SDUWLDOO\�RIIVHW�E\� LQFRPH
JDLQV��7KH�ELJJHVW�VLQJOH�WKUHDW�WR�GHPDQG�JURZWK�KDV�FRPH�IURP�FDSLWDO�VSHQGLQJ��ZKHUH
SURILW�H[SHFWDWLRQV�KDYH�SURYHG�RYHUO\�RSWLPLVWLF�

$V�ZLWK� SUHYLRXV� H[DPSOHV� RI� WHFKQRORJ\� ERRPV�� WKH� UHZDUGV� RI� SURGXFW� LQQRYDWLRQ� KDYH
QRW��XOWLPDWHO\��JRQH�WR�WKH�ULVN�WDNHUV��7KH�LQFUHDVHG�OHYHOV�RI�FRPSHWLWLRQ�WKURXJK�WKH�GLUHFW
LPSDFW�RI�QHZ�WHFKQRORJLHV�WRJHWKHU�ZLWK�KHLJKWHQHG�WUHQGV�WRZDUGV�JOREDOLVDWLRQ�KDYH�OHIW
FRPSDQLHV�ZLWK�H[FHVV�FDSDFLW\�DQG�DQ�LQDELOLW\�WR�FRYHU�WKHLU�IL[HG�FRVWV�

7KH�FRQVXPHU�VWRU\�KDV�EHHQ�JRRG�EXW� WKHUH� LV� D� VWLQJ� LQ� WKH� WDLO�� ,Q� WKH�86�� FRQVXPHUV
VSHQW�LQ�WKH�ODWH�����V�RQ�WKH�EDFN�RI�ERWK�VWURQJ�LQFRPH�JDLQV�DQG�D�GUDPDWLF�GHFOLQH�LQ
WKH� VDYLQJ� UDWLR��7KH�GHFOLQH� LQ� WKH� VDYLQJ� UDWLR�ZDV� VWURQJO\� FRUUHODWHG�ZLWK� WKH� SRZHUIXO
HTXLW\�SULFH�JDLQV�VHHQ�GXULQJ� WKDW�SHULRG�� ,W�ZDV�DOPRVW�DV� LI� FRQVXPHUV�KDG� WKH�EHVW�RI
ERWK� ZRUOGV�� VWURQJ� LQFRPH� JDLQV� DQG� UDSLG� ULVHV� LQ� ZHDOWK�� ,I�� KRZHYHU�� WKH� VWUHQJWK� RI
LQFRPH�JURZWK�KDV�EHHQ�DW� WKH�H[SHQVH�RI�FRPSDQ\�SURILWV�� LW� LV�GLIILFXOW� WR�VHH�ZK\�DVVHW
UHWXUQV�VKRXOG�FRQWLQXH�WR�EH�VR�SRZHUIXO�LQ�WKH�IXWXUH�DV�WKH\�ZHUH�LQ�WKH�ODWH�����V�

,I� WUXH��FRQVXPHUV�ZLOO�QRW�EH�DEOH� WR�PHHW� WKHLU� IXWXUH�SHQVLRQ�REOLJDWLRQV� WKURXJK�FDSLWDO
DSSUHFLDWLRQ� DORQH�� ,QVWHDG�� D� KLJKHU� SURSRUWLRQ� RI� WKH� LQFRPH� EHQHILWV� DFFUXLQJ� WR� WKHP
WRGD\�VKRXOG�EH�VDYHG��LPSO\LQJ�D�SHUPDQHQWO\�KLJKHU�VDYLQJ�UDWLR��7KLV�WKHPH�DOVR�ILWV�ZLWK
WKH�86�EDODQFH�RI�SD\PHQWV�SRVLWLRQ��ZKHUH� WKH�FXUUHQW� DFFRXQW�ZLOO� EH�GLIILFXOW� WR� IXQG� LI
FRPSDQLHV� FDQQRW� JHQHUDWH� WKH� NLQGV� RI� SURILWV� WKDW� ZHUH� VR� ZLGHO\� H[SHFWHG� LQ� WKH� ODWH
����V��7KDW�FRXOG� LPSO\�D� IDOO� LQ� WKH�GROODU�� XQGHUPLQLQJ� WKH� WHUPV�RI� WUDGH� LPSURYHPHQWV
WKDW�KDYH�DFFUXHG�WR�FRQVXPHUV�RYHU�WKH�SDVW����\HDUV�

7KHUH�DUH�D�QXPEHU�RI�RWKHU�NH\�LPSOLFDWLRQV�

4� $WWHPSWV� WR� PDLQWDLQ� WKH� OHYHO� RI� GHPDQG� DERYH� WKH� ³QRQ�DFFHOHUDWLQJ� FRVW� UDWH� RI
XQHPSOR\PHQW´�PLJKW�QRW�EH�DEOH� WR� WULJJHU�D�VLJQLILFDQW�ULVH� LQ� LQIODWLRQ�EXW�FRXOG� LPSO\
SHUVLVWHQW�GLVDSSRLQWPHQW�RQ�FRUSRUDWH�SURILWV��³([SHFWDWLRQV�PDQDJHPHQW´�PD\�KDYH�WR
EHFRPH� DQ� LQFUHDVLQJO\� LPSRUWDQW� SDUW� RI� FHQWUDO� EDQN� VWUDWHJ\�� LI� SURILWV� H[SHFWDWLRQV
SURYH�RYHUO\�RSWLPLVWLF��HFRQRPLHV�ZLOO�EH�VXEMHFW�WR�SURORQJHG�SHULRGV�RI�ERRP�IROORZHG
E\�SURORQJHG�SHULRGV�RI�VWDJQDWLRQ�

4� 6WURQJ�JDLQV�LQ�FRQVXPHU�LQFRPHV�LPSO\�VXEVWDQWLDO� LQFUHDVHV�LQ�WKH�SULFHV�RI�DOO� WKLQJV
WKDW�DUH�VXSSO\�LQHODVWLF��7KH�PRVW�REYLRXV�LV�KRXVLQJ�LQ�XUEDQ�FRQXUEDWLRQV��8QGHU�WKHVH
FLUFXPVWDQFHV��VWURQJ�KRXVH�SULFH�JDLQV�PD\�EH�OHVV�D�VLJQ�RI�LQIODWLRQDU\�SUHVVXUHV�DQG
PRUH�D�FRQVHTXHQFH�RI�LQFRPH�JDLQV�DVVRFLDWHG�ZLWK�SURGXFWLYLW\�EHQHILWV��2Q�WKLV�EDVLV�
SROLF\�PDNHUV�VKRXOG�SODFH�D�UHODWLYHO\�ORZ�ZHLJKW�RQ�KRXVH�SULFHV�DV�D�IRUZDUG�LQGLFDWRU
RI� LQIODWLRQDU\�SUHVVXUHV�XQOHVV�WKHUH� LV�FOHDU�HYLGHQFH�WKDW�UDSLG�KRXVH�SULFH�JDLQV�DUH

7KH�NH\�LPSOLFDWLRQV
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EHLQJ�XVHG�DV�DQ�H[FXVH�IRU�DGGLWLRQDO�FRQVXPHU�VSHQGLQJ�LQ�WKH�VKRUW�WHUP��ODWHVW�HTXLW\
ZLWKGUDZDO�ILJXUHV�LQ�WKH�8.�DUH�D�SRWHQWLDOO\�ZRUU\LQJ�VLJQ�LQ�WKLV�UHJDUG��

4� )RFXVLQJ� RQ� HLWKHU� VHUYLFH� VHFWRU� LQIODWLRQ� RU� JRRGV� LQIODWLRQ� DV� WKH� ³WUXH´� LQGLFDWRU� RI
XQGHUO\LQJ�LQIODWLRQDU\�SUHVVXUHV�LV�OLNHO\�WR�SURYLGH�IDOVH�LQGLFDWLRQV�RI�SULFLQJ�SUHVVXUH�
6HUYLFH� VHFWRU� LQIODWLRQ�PD\� EH� UHODWLYHO\� KLJK� DW� WKH� PRPHQW� EXW� WKLV� LV� DQ� LQHYLWDEOH
FRQVHTXHQFH�RI�WKH�PDVVLYH�GRZQZDUG�VKLIWV�LQ�JRRGV�SULFHV�DVVRFLDWHG�ZLWK�WKH�DGYHQW
RI�QHZ�WHFKQRORJLHV��+LJKHU�VHUYLFH�VHFWRU� LQIODWLRQ� LV�VLPSO\�D�FRQVHTXHQFH�RI�VKLIWV� LQ
UHODWLYH� SULFLQJ� DQG� SURYLGHV� QR� LPPHGLDWH� WKUHDW� WR� SULFH� VWDELOLW\�� 3XW� DQRWKHU� ZD\�
VKRXOG� JRRGV� SULFH� GHIODWLRQ� UHFHGH�� SHUKDSV� EHFDXVH� RI� VORZHU� SURGXFWLYLW\� JURZWK�
WKHUH� VKRXOG� EH�DQ�DXWRPDWLF� UHGXFWLRQ� LQ� SULFH� SUHVVXUHV�ZLWKLQ� WKH� VHUYLFH� VHFWRU� DV
LQFRPH�JURZWK�VORZV�

4� ,I�RXU�DUJXPHQWV�DUH�FRUUHFW��FRPSDQLHV�ZLOO�EH�IDFHG�ZLWK�D�VHULHV�RI�GLIILFXOW�FKDOOHQJHV�LQ
WKH� PRQWKV� DQG� \HDUV� DKHDG�� 7KH� SULPDU\� FKDOOHQJH� FRPHV� IURP� WKH� ³JDS´� EHWZHHQ
H[SHFWHG�SURILWV�DQG�DFWXDO�SURILWV�DQG�WKH�LPSOLFDWLRQ�WKDW�FRPSDQLHV�PD\�IDLO�WR�FRYHU�WKHLU
IL[HG�FRVWV�

4� 6L[�SRVVLEOH�VWUDWHJLHV�PD\�EH�SXUVXHG��)LUVW��FRPSDQLHV�PD\�FKRRVH�VLPSO\�WR�H[WHQG�WKH
OLIH�RI�WKHLU�FDSLWDO�VWRFN��WKHUHE\�VSUHDGLQJ�WKHLU�GHSUHFLDWLRQ�FRVWV�PRUH�WKLQO\�LQ�D�KRSH�RI
UHJDLQLQJ� SURILWV�� 7KLV� VWUDWHJ\� ZRXOG� LPSO\� D� SHUVLVWHQWO\� ORZHU� JURZWK� UDWH� RI� FDSLWDO
VSHQGLQJ�FRPSDUHG�ZLWK�WKH�ODWH�����V�

4� 6HFRQG��VRPH�FRPSDQLHV�PD\�FKRRVH�±�RU�EH�IRUFHG���WR�H[LW�DQ�LQGXVWU\�DOWRJHWKHU�LI�WKH\
DUH�XQDEOH�WR�FRYHU�WKHLU�IL[HG�FRVWV�RYHU�WKH�PHGLXP�WHUP�

4� 7KLUG��RWKHU�FRPSDQLHV�PD\�FKRRVH�WR�KDQJ�DURXQG�LQ�WKH�KRSH�WKDW�RWKHUV�ZLOO�EH�IRUFHG�WR
H[LW��WKHUHE\�LQFUHDVLQJ�WKH�SURILWV�DYDLODEOH�IRU�HDFK�RI�WKH�VXUYLYRUV��,QGHHG��WR�KDVWHQ�WKLV
WUHQG��WKHUH�FRXOG�EH�D�GHFLVLRQ�WR�HQJDJH�LQ�SURILWOHVV�LQYHVWPHQW�LQ�WKH�VKRUW�WHUP�LQ�WKH
KRSH�RI�JDLQLQJ�PDUNHW�VKDUH�

4� )RXUWK��FRPSDQLHV�FRXOG�PHUJH�LQ�DQ�DWWHPSW�WR�UHFUHDWH�EDUULHUV�WR�HQWU\�DQG�KHQFH�PRYH
LQGXVWULHV�DZD\�IURP�SHUIHFW�FRPSHWLWLRQ�

4� )LIWK��FRPSDQLHV�FRXOG�FKRRVH�WR� OD\�RII�ZRUNHUV�� WKLV�PLJKW�KHOS�WR�UHGXFH�YDULDEOH�FRVWV
EXW��E\�ORZHULQJ�UHYHQXHV��FRXOG�UHGXFH�WKH�DELOLW\�WR�FRYHU�IL[HG�FRVWV�

4� 6L[WK�� FRPSDQLHV�PD\� FKRRVH� WR� LQFUHDVH� WKHLU� LQYHVWPHQWV� LQ� ORZ� FRVW� FRXQWULHV� DW� WKH
H[SHQVH�RI�MREV�DQG�ZDJHV�LQ�WKRVH�FRXQWULHV�±�QRWDEO\�WKH�86�±�WKDW�KDYH�EHHQ�WKH�PDLQ
EHQHILFLDULHV�RI�WKH�WHFKQRORJ\�ERRP�WR�GDWH��7KLV�FRXOG��KRZHYHU��OHDG�WR�SUREOHPV�IRU�WKH
GROODU� DQG� IRU� WKH� IXQGLQJ� RI� WKH�86� FXUUHQW� DFFRXQW� SRVLWLRQ��8OWLPDWHO\�� DQ\� VWUDWHJ\� LV
OLNHO\�WR�EH�RQH�RI�³VXUYLYH´�UDWKHU�WKDQ�³WKULYH´�

4�2XU� ILQDO�FRQFOXVLRQ� LV� WKDW�SHULRGV�RI� WHFKQRORJ\� LQQRYDWLRQ�DVVRFLDWHG�ZLWK� UDSLG�SULFH
GHFOLQHV� LQ� FHUWDLQ� VHFWRUV� PD\� PDNH� LW� HDVLHU� IRU� FHQWUDO� EDQNV� WR� KLW� WKHLU� LQIODWLRQ
WDUJHWV��7KH�W\SLFDO�DUJXPHQW�DJDLQVW�D�ORZ�LQIODWLRQ�WDUJHW�LV�WKH�SUHVHQFH�RI�GRZQZDUG
VWLFNLQHVV�RQ�SULFHV�DQG�ZDJHV��3HULRGV�RI�H[FHSWLRQDO�SURGXFWLYLW\�JDLQV�FOHDUO\�KHOS�WR
UHPRYH� WKLV� VWLFNLQHVV�� $V� D� UHVXOW�� WKHUH� PD\� EH� OHVV� FRQIOLFW� EHWZHHQ� RXWSXW� DQG
LQIODWLRQ� REMHFWLYHV�� +RZHYHU�� WR� WKH� H[WHQW� WKDW� KLWWLQJ� DQ� LQIODWLRQ� WDUJHW� LV� HDVLHU�
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SHUKDSV�PRUH� WLPH� DQG� HIIRUW� VKRXOG� EH� VSHQW� WKLQNLQJ� DERXW� VRPH� RI� WKH� ORQJHU�WHUP
FRQVHTXHQFHV�RI�UHVRXUFH�PLVDOORFDWLRQ�HIIHFWV��7KURXJKRXW�WKLV�SDSHU��ZH�KDYH�DUJXHG
WKDW� H[SHFWDWLRQV� DQG� UHDOLW\� FDQ� GLIIHU� VLJQLILFDQWO\�� OHDGLQJ� WR� SHULRGV� RI� HLWKHU� RYHU�
LQYHVWPHQW� RU� RYHU�FRQVXPSWLRQ�� &HQWUDO� EDQNV� VKRXOG� SHUKDSV� SODFH�PRUH� ZHLJKW� RQ
WKHVH� LVVXHV�� WKH� FRQWURO� RI� LQIODWLRQ� LV�� RQ� LW� RZQ�� QRW� VXIILFLHQW� WR� JXDUDQWHH� ODVWLQJ
HFRQRPLF�VWDELOLW\�
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�LQ�WKLV�SXEOLFDWLRQ��+6%&�*URXS�RIILFHV�DUH�LQGLFDWHG�E\�WKH�IROORZLQJ�FRGHV�
µ$8¶�+6%&�%DQN�SOF�±�6\GQH\�%UDQFK�DQG�+6%&�%DQN�$XVWUDOLD�/LPLWHG��µ*%¶�+6%&�%DQN�SOF�LQ�/RQGRQ�LQ�WKH�8QLWHG�.LQJGRP��µ'(¶�+6%&�7ULQNKDXV�	�%XUNKDUGW

.JD$�LQ�'XVVHOGRUI��*HUPDQ\��µ)5¶�+6%&�CCF Social SA�LQ�3DULV��)UDQFH��µ+.¶�7KH�+RQJNRQJ�DQG�6KDQJKDL�%DQNLQJ�&RUSRUDWLRQ�/LPLWHG��LQ�+RQJ�.RQJ�6$5�LQ
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