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6KRXOG�&XUUHQF\�%H�7D[HG"

3HWHU�6LQFODLU�

$XJXVW�����
3UHOLPLQDU\�9HUVLRQ���SOHDVH�GR�QRW�TXRWH�ZLWKRXW�FRQVXOWDWLRQ

3DSHU�SUHVHQWHG�DW�WKH�0DFUR�0RQH\�)LQDQFH�&RQIHUHQFH��8QLYHUVLW\�RI�:DUZLFN�
6HSWHPEHU�����

������������������������������������������������/ �'LUHFWRU��&HQWUH� IRU�&HQWUDO�%DQNLQJ�6WXGLHV��%DQN�RI�(QJODQG��DQG�3URIHVVRU�RI�(FRQRPLFV��8QLYHUVLW\�RI�%LUPLQJKDP
H�PDLO�� � SHWHU�VLQFODLU#EDQNRIHQJODQG�FR�XN��7KH� DXWKRU�ZLVKHV� WR� WKDQN�SDUWLFLSDQWV� DW� WKH�8QLYHUVLW\� RI�0HOERXUQH�� WKH
5HVHUYH�%DQN�RI�$XVWUDOLD�DQG�WKH�(XURSHDQ�&HQWUDO�%DQN�IRU�KHOSIXO�FRPPHQWV�
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6KRXOG�&XUUHQF\�EH�7D[HG"

,QWURGXFWLRQ

$ELOLWLHV�WR�HDUQ�GLIIHU���/XPS�VXP�WD[HV�EDVHG�RQ�LQGLYLGXDOV¶�RZQ�UHSRUWV�RI�WKHLU�RZQ
HDUQLQJ�DELOLW\�IDOO�IRXO�RI�WKH�LQFHQWLYH�IRU�WKH�DEOH�WR�OLH���6R�PDUJLQDO�WD[HV�RQ�LQFRPH
EHFRPH�XQDYRLGDEOH��GHVSLWH� WKHLU�DGYHUVH�HIIHFWV�RQ�ZRUN� LQFHQWLYHV�� �7KHVH�PDUJLQDO
WD[HV�DUH�QHHGHG�WR�GHIUD\�SXEOLF�VSHQGLQJ�DQG�UHGLVWULEXWLYH�WUDQVIHU�FRVWV�

7D[LQJ�PRQH\�LQYROYHV�D�SRVLWLYH�QRPLQDO�LQWHUHVW�UDWH���7KLV��WRR��LV�GLVWRUWLRQDU\��DQG
ZRXOG�RI�FRXUVH�EH�DYRLGHG�XQGHU�LGHDO�FRQGLWLRQV���%XW�LQ�WKH�VHFRQG�EHVW�ZRUOG�ZKHUH
PDUJLQDO�LQFRPH�WD[HV�DUH�LQHVFDSDEOH��VKRXOG�PRQH\�VWD\�XQWD[HG"��7KLV�LV�WKH�TXHVWLRQ
WKLV�SDSHU�DWWHPSWV�WR�WKURZ�VRPH�QHZ�OLJKW�XSRQ��

7KLV�SDSHU�DGRSWV�WKH�YLHZ�WKDW�SHRSOH�KROG�UHDO�PRQH\�EHFDXVH�LW�LV�FRQYHQLHQW���,W�VDYHV
WKHP� WLPH�� WLPH� WKDW� FRXOG� EH� GHYRWHG� WR� �HQMR\DEOH�� OHLVXUH� DQG�RU� UHPXQHUDWHG�ZRUN
WKDW�KHOSV�SD\�IRU��HQMR\DEOH��FRQVXPSWLRQ���7KH�SDSHU�JRHV�EH\RQG�WKH�VWDQGDUG�PRGHO
RI� RSWLPXP� LQIODWLRQ� LQ� D� UHSUHVHQWDWLYH� DJHQW� VHWWLQJ� ZKHUH� JRYHUQPHQW� PHHWV� LWV
RXWOD\V�WKURXJK�D�FRQVWDQW�PDUJLQDO�LQFRPH�WD[�UDWH�DQG�SRVVLEO\�VHLJQRUDJH���,W�GRHV�WKLV

������������������������������������������������0 �7KLV�LV�DQ�ROG�DQG�YHU\�OLYHO\�GHEDWH��ZKLFK�KDV�VWLPXODWHG�PXFK�YDOXDEOH�ZRUN�±�H[SORUHG�PRVW�UHFHQWO\�E\�/XFDV��������
(DUOLHU� FRQWULEXWLRQV� RI� QRWH� LQFOXGH� :RRGIRUG¶V� VXUYH\� �������� � 2WKHU� FRQWULEXWLRQV� LQFOXGH�� DPRQJ� RWKHUV�� )HOGVWHLQ
��������DQG��IURP�VFKRODUV�LQ�WKH�%DQN�RI�(QJODQG��%ULDXOW���������%DNKVKL�HW�DO��������DQG�+DOGDQH��������
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LQ� WZR� ZD\V�� � )LUVW� DJHQWV� GLIIHU� LQ� HDUQLQJ� SRZHU�� DQG� WKHLU� XWLOLWLHV� ZLOO� GLIIHU� WRR�
6HFRQG��PDUJLQDO� LQFRPH� WD[� UDWHV�GHFOLQH�ZLWK� LQFRPH� �DV�GR� WUDQVIHUV��� �$JHQWV�SLFN
WKHLU�SHUVRQDO�WD[�WUDQVIHU�SDFNDJH�WR�VXLW�WKHPVHOYHV��DV�LQ�0LUUOHHV��������

2QH� SDUWLFXODU� LVVXH� LV� ZKDW� LI� DQ\WKLQJ� LQIODWLRQ� PLJKW� GR� WR� KHOS� WKH� SRRU� ±� E\
WUDQVIHUULQJ�VHLJQRUDJH�UHYHQXH�IURP�WKH�EHWWHU�RII�WR�EHQHILW�SD\PHQWV�UHFHLYHG�LQ�ODUJHU
DPRXQWV�E\�WKH�OHVV�ZHOO�RII���(DVWHUOH\�DQG�)LVFKHU��������ILQG�WKDW�LQIODWLRQ�LQ�SUDFWLFH
WHQGV� WR� KXUW� WKH� SRRU� PRUH� WKDQ� RWKHUV�� � %XW� QHHG� WKLV� EH� WUXH� LI� RSWLPDO� WD[HV� RQ
LQFRPHV�DQG�PRQH\�DUH�VHW�XQGHU�D�VRFLDO�ZHOIDUH�IXQFWLRQ�WKDW�JLYHV�DGGHG�ZHLJKW�WR�WKH
OHVV�ZHOO�RII"

$VVXPSWLRQV

7KH�NH\�LGHDV�XQGHUO\LQJ�WKH�SDSHU�DUH�DV�IROORZV�
L�� HDUQLQJ� DELOLWLHV�� UHIOHFWHG� DFFXUDWHO\� E\� PDUNHW� ZDJH� UDWHV�� GLVSOD\� D� JLYHQ

GLVWULEXWLRQ
LL�� DJHQWV�HQMR\�FRQVXPSWLRQ�DQG�OHLVXUH��ZLWK�VLPLODU�SUHIHUHQFHV
LLL�� �UHDO��PRQH\�KROGLQJV�UHGXFH�WKH�WLPH�GHYRWHG�WR�³VKRSSLQJ´�DFWLYLWLHV
LY�� ODERXU�VXSSOLHV�DQG�PRQH\�GHPDQGV�DUH�JRYHUQHG�E\�LQGLYLGXDO�RSWLPL]DWLRQ
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Y�� WKH�PDUJLQDO�LQFRPH�WD[�UDWH��W��FRQWDLQV�WZR�FRPSRQHQWV��RQH� ��z �H[RJHQRXV�DQG

FRPPRQ�� DQG� D� VHFRQG� ZKLFK� LV� SRVLWLYH� DQG� SURSRUWLRQDO�� WR� WKH� LQGLYLGXDO¶V
WUDQVIHU�UHTXHVWHG��E��� EW qz +=

YL�� WKH�JRYHUQPHQW¶V�SXEOLF�JRRGV�H[SHQGLWXUH�LV�H[RJHQRXV��DQG�ILQDQFHG�H[DFWO\�E\
WKH� VXP� RI� VHLJQRUDJH�� DQG� E\� PDUJLQDO� LQFRPH� WD[HV� OHYLHG� RQ� LQFRPH� SOXV
WUDQVIHU�PLQXV�VHLJQRUDJH�

YLL�� WKH�NH\�SROLF\�SDUDPHWHUV�q ��X ��WKH�XQHPSOR\PHQW�UDWH��DQG�1 �WKH�QRPLQDO
LQWHUHVW�UDWH��DUH�VHW�E\�WKH�DXWKRULWLHV��VXEMHFW�WR��LY����Y��DQG��YL���WR�PD[LPLVH
VRPH�ZHLJKWHG�DYHUDJH�RI�PHDQ�DQG�PLQLPXP�XWLOLWLHV�

%HJLQQLQJ�ZLWK�3KHOSV���������WKHUH�KDYH�EHHQ�QXPHURXV�SUHYLRXV�DWWHPSWV��WR�SUREH�WKH
SXEOLF� ILQDQFH� DUJXPHQW� IRU� WD[LQJ� PRQH\�� � 1HDUO\� DOO� RI� WKHP� UHO\�� KRZHYHU�� RQ� D
UHSUHVHQWDWLYH� DJHQW� VHWWLQJ�� ZKLFK� LV� XQKHOSIXO� DV� LW� LJQRUHV� WKH� PDLQ� UHVSHFWDEOH
MXVWLILFDWLRQ�IRU�GLVWRUWLRQDU\�WD[HV��SUREOHPV�RI�UHGLVWULEXWLRQ���DQG�WKHQ�RQO\�LQ�D�VHWWLQJ
ZLWK�D�VLQJOH�LQFRPH�WD[�UDWH����7KH�PDLQ�QRYHOW\�LQ�WKLV�SDSHU��WKHQ��FRQVLVWV�LQ�DSSO\LQJ

������������������������������������������������1 � � �7KLV�PDNHV�WKH�LQGLYLGXDO¶V�FRQVXPSWLRQ�D�TXDGUDWLF� IXQFWLRQ�RI�WKH�EHQHILW��DQG�WKH�PDUJLQDO� LQFRPH�WD[�UDWH�GHFOLQHV
OLQHDUO\�ZLWK� WKH� VXP�RI� HDUQLQJV� DQG� EHQHILW� QHW� RI� VHLJQRUDJH�� �0RUH� JHQHUDO� IXQFWLRQV� DUH� RI� FRXUVH� SRVVLEOH�� EXW� WKLV
SDUDEROLF�IRUP�KDV�WKH�JUHDW�PHULW�RI�WUDFWDELOLW\�DQG�FORVHG�IRUP�VROXWLRQV�IRU�WKH�YDULDEOHV�RI�LQWHUHVW�2 �/DWHU�FRQWULEXWLRQV�RI�QRWH�LQFOXGH�.LPEURXJK���������*XLGRWWL�DQG�9HJK��������DQG�0XOOLJDQ�DQG�6DOD�,�0DUWLQ��������3 � � 7KH� VWDQGDUG�PRGHO� RI� PRQH\� DV� D� WLPH�VDYHU� LQ� D� UHSUHVHQWDWLYH� DJHQW� IUDPHZRUN� ZLWK� JRYHUQPHQW� UHYHQXH� IURP� D
FRQVWDQW�PDUJLQDO�LQFRPH�WD[�UDWH��W��DQG��SRVVLEO\��VHLJQRUDJH�HPHUJHV�ZLWK�WKH�IROORZLQJ�NH\�LPSHUDWLYH��1HYHU�WD[�PRQH\
LI�� PRQH\� GHPDQG� LV� VXIILFLHQWO\� LQWHUHVW�HODVWLF�� RU� LI� JRYHUQPHQW� VSHQGLQJ� LV� ORZ� HQRXJK�� RU� LI� XWLOLW\� LV� VXIILFLHQWO\
FRQFDYH� LQ�FRQVXPSWLRQ�DQG� OHLVXUH��RU� LI�PRQH\�GHPDQG� LV� VXIILFLHQWO\�FRQVXPSWLRQ�HODVWLF� �FHUWDLQO\� LI� WKLV� HODVWLFLW\� LV
XQLWDU\�RU�KLJKHU����7KH�DQDO\VLV�UXQV�DV�IROORZV���:LWK�VKRSSLQJ�WLPH�V�P��GHSHQGHQW�RQ�UHDO�PRQH\�DORQH��GHFUHDVLQJ�DQG
FRQYH[��DQG�FRQVXPSWLRQ�WDNHQ�WR�HTXDO�WKH�QHW�RI�WD[�VXP�RI�ZDJH�LQFRPH�DQG�VHLJQRUDJH��WKH�DJHQW�RSWLPL]HV�ZLWK�UHVSHFW
WR� ZRUN�WLPH� DQG� PRQH\�� \LHOGLQJ� LQGLUHFW� XWLOLW\� DV� D� IXQFWLRQ� RI� W� DQG� WKH� QRPLQDO� LQWHUHVW� UDWH� Q�� � 7KH� JRYHUQPHQW¶V
UHYHQXH�5�W�Q��PXVW�EDODQFH�JRYHUQPHQW�VSHQGLQJ��J�Z��Z� LV� WKH�JLYHQ�UHDO�ZDJH�UDWH��� �$V�IDU�DV� WKH�)ULHGPDQ�2SWLPXP
4XDQWLW\�RI�0RQH\�5XOH�LV�FRQFHUQHG�WKH�NH\�TXHVWLRQ�LV�ZKHWKHU�Q�VKRXOG�EH�]HUR�DV�LQ�)ULHGPDQ�RU�SRVLWLYH���7KH�DQVZHU�LV
WKDW�HYHU\WKLQJ�GHSHQGV�RQ�ZKHWKHU�WKH�DJHQW¶V�PDUJLQDO�UDWH�RI�VXEVWLWXWLRQ�EHWZHHQ�WKH�WZR�EDGV��W�DQG�Q�� LV�HTXDO� WR�WKH
DXWKRULWLHV¶�PDUJLQDO� UDWH�RI�VXEVWLWXWLRQ�EHWZHHQ� WKRVH� WZR� LQVWUXPHQWV�� �7KLV� UHVROYHV� LQWR�D�FRPSDULVRQ�RI� J�Z�DQG�T(�
ZKHUH�(��SRVLWLYH�� LV� WKH�QRPLQDO� LQWHUHVW�HODVWLFLW\�RI�PRQH\�GHPDQG��DQG�T� LV� WKH�VXP�RI� WKH�HODVWLFLWLHV�RI� WKH�PDUJLQDO
XWLOLW\�RI�FRQVXPSWLRQ�DQG�WKH�PDUJLQDO�GLVXWLOLW\�RI�ZRUN��RU�VRPH�JHQHUDOL]LQJ�LQFRUSRUDWLQJ�FURVV�HIIHFWV� LI�XWLOLW\�LV�QRW
DGGLWLYHO\�VHSDUDEOH����,I�J�Z�LV�OHVV�WKDQ�T(��PRQH\�VKRXOG�QRW�EH�WD[HG���,I�T(�LV�OHVV�WKDQ�J�Z��PRQH\�VKRXOG�EH�WD[HG��DQG
DQ�LQWHULRU�RSWLPXP�H[LVWV�ZKHUH�ERWK�WKH�QRPLQDO�UDWH�RI�LQWHUHVW�DQG�WKH�PDUJLQDO�UDWH�RI�LQFRPH�WD[�DUH�SRVLWLYH�
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WKH� WKHRU\� RI� VHOI�VHOHFWLRQ� FRQVWUDLQWV� IRU� LQFRPH� WD[HV� DQG� WUDQVIHUV� WR� WKH� FHQWUDO
TXHVWLRQ�RI�ORQJ�WHUP�PRQHWDU\�SROLF\�±�VKRXOG�FXUUHQF\�EH�WD[HG"

$QDO\VLV

$VVXPSWLRQ��Y��DERYH�DOORZV�XV�WR�ZULWH�WKH�LQGLYLGXDO¶V�FRQVXPSWLRQ�DV�
�@����@>��>�� Z6ZEZKZEZF -+--= qz ���

:KHUH�F�GHQRWHV�FRQVXPSWLRQ�� ���� Z1PZ6 = UHSUHVHQWV�VHLJQRUDJH��DQG�K�ZRUN�WLPH�

8WLOLW\��8��LV�LQFUHDVLQJ�LQ�F�DQG�/��OHLVXUH��DQG�FRQFDYH�LQ� WKH�ILUVW�DUJXPHQW�� �/HLVXUH
FRPSHWHV� ZLWK� ZRUN� WLPH�� K�� DQG� VKRSSLQJ� WLPH�� V� �P��� VXEMHFW� WR� D� WLPH� FRQVWUDLQW

��� =--- PVK/7 �� �8WLOLW\� IXQFWLRQV� DUH� FRPPRQ� DFURVV� DJHQWV�� ������
 PVPV << �� � 7KH

LQGLYLGXDO�FKRRVHV�E�Z��WR�PD[LPLVH�XWLOLW\��VR�WKDW

@�>�
������

@�>�
�

6ZKZE6ZEZK

6ZKE

-+-=--=-+

+-=

q
z

q
z

q
z

���

6XEVWLWXWLRQ�RI�����LQWR�����LPSOLHV
4@�>��� 6ZKZF -+-= q

zq ���

*LYHQ������PD[LPLVDWLRQ�RI�8��F�/��ZLWK�UHVSHFW�WR�K�DQG�P�VXEMHFW�WR�WKH�WLPH�FRQVWUDLQW
��� =--- PVK/7 �LPSOLHV

Z1PV ���
 =- �IRU�ODERXU�IRUFH�SDUWLFLSDQWV ���
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Z1PV a��a�
 =- �IRU�QRQ�SDUWLFLSDQWV ���

DQG� ��`������K�DUJPD[����^
 PVK7F80D[K --= ���

1RQ�SDUWLFLSDQWV�VXSSO\�QR�ODERXU��DQG�WKH�DEOHVW�RI�WKHVH�KDV�D�ZDJH�UDWH� Za ���7KH�WLOGH
UHIHUV�WR�DOO�YDULDEOHV�DVVRFLDWHG�ZLWK�WKLV�JURXS��ZKLFK�ZLOO�W\SLFDOO\�EH�QRQ�HPSW\�LI�WKH
PLQLPXP�DELOLW\�LV�ORZ�HQRXJK�

'HILQH� 
��

 6ZKY --+= qz � IRU� WKRVH� IRU� ZKRP� �
 >K DQG� ZKHUH� 
6 LV� WKH� RSWLPLVHG

OHYHO� RI� VHLJQRUDJH� � 

�
 P1P6 ��ZKHUH= LV� JLYHQ� LPSOLFLWO\� E\� ������ � 6LPLODUO\�� OHW


a��
a 6Y --= qz �IRU�QRQ�SDUWLFLSDQWV���+HQFH


@a

a
>�
 66YYZK -+-= ���

)RU�WKRVH�LQ�ZRUN��PD[LPLVHG�XWLOLW\�ZLOO�EH
��
@a

a
>
���
�
 5 Z66YYVY8 -+---7�q ���

DQG��IRU�WKRVH�ZKR�GR�QRW�ZRUN

�a���
�
a 6 VY8 -7�q ���

7KH�JRYHUQPHQW�EXGJHW�FRQVWUDLQW�±�DVVXPHG�EDODQFHG�±�LV�IRUPDOO\�HTXLYDOHQW�WR�DQ
DJJUHJDWH�UHVRXUFH�FRQVWUDLQW

��
a@��
��
�>�� 77
a XYGZYZZKZIJ Z qq +--Ï  �� ����

ZKHUH� �a�ZX LV� JLYHQ� E\� Ï =Z ZXGZZI
a

�a���� �� � 7KH� YDULDEOH� X � FDQ� EH� LQWHUSUHWHG� DV� DQ

XQHPSOR\PHQW�UDWH��������UHIOHFWV�WKH�DVVXPSWLRQ�WKDW��DV�LQ�0LUUOHHV���������ODERXU�LV�WKH
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VROH� IDFWRU� RI� SURGXFWLRQ�� DQG� DJJUHJDWH� RXWSXW� LV� VLPSO\� WKH� VXP� RI� DOO� ODERXU� LQSXWV
PXOWLSOLHG� E\� WKHLU� DELOLWLHV�� � ,QQRFXRXVO\�� DQG� IRU� FRQYHQLHQFH�� ZH� VKDOO� DVVXPH� WKDW
I�Z��KDV�XQLW�PDVV�

7KH�5REHUWV�6RFLDO�:HOIDUH�)XQFWLRQ� �5REHUWV�� �������y ��ZLOO� EH� D�ZHLJKWHG�PHDQ�RI

PLQLPXP� XWLOLW\� �WKH� 5DZOVLDQ� PD[LPDQG�� DQG� PHDQ� XWLOLWLHV� �WKH� %HQWKDPLWH
PD[LPDQG��


�a7����a�
a�@��> 8 VY8X 9 --+= qaay

Ï -+----+
:

GZZ66YYV7Y8ZI;
< ��
@a

a
>
���
�
����� qa ����

7KLV�LV�WR�EH�PD[LPLVHG�VXEMHFW�WR������ZLWK�UHVSHFW�WR�WKH�SDUDPHWHUV��X��q �DQG�1���2XU
FHQWUDO� TXHVWLRQ� LV�� RI� FRXUVH�� ZKDW� UROH� LI� DQ\� WD[HV� RQ� PRQH\� KDYH� LQ� WKH� UHVXOWLQJ
RSWLPXP�

7R�PDNH�IXUWKHU�SURJUHVV��LW�LV�KHOSIXO�WR�VSHFLI\�WKH�VKDSH�RI�WKUHH�NH\�IXQFWLRQV�±�WKRVH
IRU�XWLOLW\��VKRSSLQJ�WLPH��DQG�WKH�DELOLW\�GLVWULEXWLRQ�

7KH�VLPSOHVW�XWLOLW\�IXQFWLRQ�LV�ORJDULWKPLF�LQ�F�DQG�TXDVL�OLQHDU�LQ�/�
/F/F8 += OQ��� ����

7KH�VLPSOHVW�IRUP�IRU�I�Z��LV�XQLIRUP�RQ�>���@���$V�IRU�VKRSSLQJ�WLPH��ZH�VKDOO�ZRUN
ZLWK�WKUHH�IRUPV�

������������������������������������������������= �7KH�SDUDPHWHU�V LV�QRW�LQYROYHG��VLQFH� 
a
a���� 6Y +=- qV ��DQG�������OLNH�����DQG������PDNHV�XVH�RI�WKLV�VXEVWLWXWLRQ�
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g APPV �LVRHODVWLF� ���¶�

�F�� BHPV Cg D=�� �H[SRQHQWLDO� ���´�

3DUDPHWHU� UHVWULFWLRQV�� LQ� �D�� DUH� �>edg ���� � DQG� edg ��E= � �VR� WKDW� ��� �PV LI� PRQH\� LV

XQWD[HG����7KRVH�LQ��E��DUH� �� >> e DQG� �>g ��QHHGHG�WR�VDWLVI\�WKH�SULQFLSOH�WKDW�V�P��LV

GHFUHDVLQJ�DQG�FRQYH[��VLPLODUO\�� �� >dg �LQ��F��

:LWK�XWLOLW\�JLYHQ�E\������� ZY �
 = �DQG� ZY a�
a = ���7KH�DVVXPSWLRQ�RQ�I�Z��LPSOLHV� XZ =a �
6KRSSLQJ�WLPH�LV� FF �� Z1 e IRU�WKRVH�LQ�ZRUN��DQG� GG �� X1 e IRU�QRQ�SDUWLFLSDQWV��XQGHU��D��

:LWK��E��� H
g

e

g I

-
= J@>

���� Z
1PV ��DQG�ZLWK��F��� dZ1 � ���6HLJQRUDJH�LQ�WKHVH�WKUHH�FDVHV�HTXDOV�

1
Z1Z1Z

11 gd
dgde

KK OQ�������� L M-

2XU�VSHFLILF�DVVXPSWLRQV�DERXW�XWLOLW\�DQG�I�Z��LPSO\�WKDW�XWLOLWLHV�IRU�WKRVH�LQ�DQG�RXW�RI
ZRUN�DUH��UHVSHFWLYHO\�

Z66Z
XV7ZZ8 �
�a
�����
OQOQ���
 -----++= q ����


aOQOQ���
a V7XX8 -++= q ����

������������������������������������������������N � ,W� IROORZV� IURP� ���� WKDW� PRQH\� GHPDQGV� IRU� WKRVH� LQ� ZRUNV� LQ� WKH� WKUHH� FDVHV� DUH
�=P @�OQ>�@�>���� 1ZP1ZPZ1 gddged O ==- �DQG�� ���UHVSHFWLYHO\���)RU�WKH�XQHPSOR\HG��Za �UHSODFHV�Z�
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&RQVHTXHQWO\��LQWHJUDWLQJ������ZLWK�UHVSHFW�WR�Z�EHWZHHQ�O�DQG�X��ZLWK�D�ZHLJKW�RI� a-O �
DQG�DGGLQJ������ZLWK�D�ZHLJKW�RI� ��� aa -+ X ��JLYHV�VRFLDO�ZHOIDUH�

Ï -+-+-+--
+-+=

� @@��a
�
a��
>����OQ��>��
OQ�
aOQ

X GZZ66VZVXX
XV7

a
aqy

����

DQG�WKH�JRYHUQPHQW�EXGJHW�RU�UHVRXUFH�FRQVWUDLQW������JLYHV

Ï P+-+--= � QRS ���@�
�a
���>�� X XGZ66JXq ����

7KH�,PSOLFDWLRQV�IRU�0RQHWDU\�3ROLF\

:KDW� FDQ� ZH� GLVFHUQ� KHUH� DERXW� PRQHWDU\� SROLF\"� � &RQVLGHU� D� VPDOO� LQFUHDVH� LQ� WKH
QRPLQDO� LQWHUHVW� UDWH� �ZKLFK�PXVW� EHWRNHQ� D� ULVH� LQ� WKH� UDWH� LQ� WKH� UDWH�RI� LQIODWLRQ�� RU
ORZHU�GHIODWLRQ�� LQ� WKH� ORQJ� UXQ��� �7KH�KDUP� WKLV�GRHV� LV� GLUHFW�� DQG� HDVLO\� DSSDUHQW� LQ
�������)LUVW��LW�LQFUHDVHV�WKH�VKRSSLQJ�WLPH�RI�WKRVH�RXW�RI�ZRUN�� 
a6 ��DQG�WKLV�LV�D�QHJDWLYH
HIIHFW�±�WKH�RQO\�QHJDWLYH�HIIHFW��LQ�IDFW��ZKHQ� �=a ��VR�WKDW�WKH�VRFLDO�ZHOIDUH�IXQFWLRQ�LV
5DZOVLDQ�� �:KHQ� a>O ��ZH�PXVW�DGG�WKH�KXUW�ZURXJKW� WR� WKH�XWLOLWLHV�RI� WKRVH� LQ�ZRUN�
ZKLFK� DUH� UHIOHFWHG� LQ� WZR� WHUPV�� � WKH� GLIIHUHQWLDO� ULVH� LQ� ZRUNHUV¶�� DV� DJDLQVW� QRQ�
ZRUNHUV¶�� VKRSSLQJ� WLPH�� 
a
 VV - �� DQG� WKH� GLIIHUHQWLDO� LQFUHDVH� LQ� ZDJH�GHIODWHG
VHLJQRUDJH�� Z66 �
�a
� - ���7KH�ODVW�HIIHFW�GDPDJHV�XWLOLW\�E\�WHQGLQJ�WR�LQFUHDVH�ZRUNHUV¶

KRXUV�RI�ZRUN�

%XW�RXU�PRQHWDU\�SROLF\�FKDQJH�LV�QRW�DOO�EDG���%HFDXVH�WKH�DXWKRULWLHV�JDLQ�VRPH�H[WUD
UHYHQXH��LQ�WKH�IRUP�RI�KLJKHU�VHLJQRUDJH��WKHUH�LV�D�ULVH�LQ�WKH�SURSRUWLRQ�RI�WKLV�LQFRPH
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WKDW�LQGLYLGXDOV�FDQ�UHWDLQ�DIWHU�WD[���3ULYDWH�FRQVXPSWLRQ�LV�SURSRUWLRQDO�WR�q ��IRU�ERWK
ZRUNHUV� DQG� QRQ�ZRUNHUV� DOLNH�� � 6R�RSWLPXP� ORQJ�UXQ�PRQHWDU\� SROLF\� FRXOG� LQYROYH
VRPH�GHSDUWXUH�IURP�)ULHGPDQ¶V�2SWLPXP�4XDQWLW\�RI�0RQH\�5XOH��1 �����1�VKRXOG�EH
SRVLWLYH�LI��DQG�RQO\�LI��WKH�EHQHILFLDO�HIIHFW�RI�1�RQ�q �RXWZHLJKV�WKH�KDUP�GRQH��LQ�WKH
QHLJKERXUKRRG�RI�1 ��

&RQVLGHU��ILUVW��WKH�TXDGUDWLF�VKRSSLQJ�WLPH�IXQFWLRQ��������:ULWLQJ� ek ��T1= ��ZH�KDYH
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5HVXOWV

$�QXPEHU�RI�UHVXOWV�FDQ�EH�REWDLQHG�KHUH���2QH�LV�WKDW�LI�RSWLPDO�XQHPSOR\PHQW�IDOOV�WR
]HUR� �D� FRQVHTXHQFH� RI� YHU\� KLJK� OHYHOV� RI� H[RJHQRXV� JRYHUQPHQW� VSHQGLQJ��� �>a � LV
ERWK�VXIILFLHQW�DQG�QHFHVVDU\�IRU�GHSDUWXUH�IURP�)ULHGPDQ¶V�UXOH���$�VWULFWO\�%HQWKDPLWH
VRFLDO�ZHOIDUH� IXQFWLRQ�ZLOO�SUHVFULEH�QR� WD[DWLRQ�RQ�PRQH\�HYHQ� LQ� WKLV�H[WUHPH�FDVH�
%XW�DQ\�SRVLWLYH�ZHLJKW�RQ�PLQLPXP�XWLOLW\�ZLOO�VXIILFH�IRU�WD[LQJ�PRQH\�

$�VHFRQG�UHVXOW�LV�WKDW�LI�a �JRHV�WR�LWV�RWKHU�H[WUHPH�YDOXH�RI�XQLW\��VR�WKDW�VRFLDO�ZHOIDUH
LV�QRZ�VWULFWO\�5DZOVLDQ��PRQH\�VKRXOG�EH�XQWD[HG�LI��DQG�RQO\�LI��JRYHUQPHQW�VSHQGLQJ
LI� VXIILFLHQWO\� ORZ�� �7KH� WKUHVKROG� YDOXH� RI� X � EHORZ�ZKLFK�PRQH\� VKRXOG� EH� WD[HG� LV
VRPH������MXVW�RYHU�KDOI�WKH�YDOXH�LW�ZRXOG�GLVSOD\�LI�JRYHUQPHQW�VSHQGLQJ�ZHUH�]HUR�
6R� KLJK� HQRXJK� JRYHUQPHQW� VSHQGLQJ� WULJJHUV� D� PRUH� LQIODWLRQDU\�� ORRVHU�� PRQHWDU\
SROLF\��RQFH�WKLV�WKUHVKROG�LV�FURVVHG�

$�WKLUG�FRQFOXVLRQ�LV�WKDW�RSWLPDO�SROLF\�LV�OLNHOLHU�WR�LQYROYH�WD[LQJ�PRQH\��WKH�JUHDWHU
WKH� VRFLDO� ZHOIDUH� ZHLJKW� RQ� PLQLPXP� DV� RSSRVHG� WR� PHDQ� XWLOLW\�� � ,I� OHIW�ZLQJ
DGPLQLVWUDWLRQV�RSHUDWH�ZLWK�D�KLJKHU�YDOXH�RI�a �WKDQ�ULJKW�ZLQJ�RQHV��ZH�VKRXOG�H[SHFW
D�JUHDWHU�SUREDELOLW\�RI�LQIODWLRQ�ZLWK�WKH�IRUPHU���7KLV�LQIHUHQFH�LV�UHLQIRUFHG�LI�OHIW�ZLQJ
DGPLQLVWUDWLRQV�FDQ�EH�H[SHFWHG�WR�VSHQG�PRUH�RQ�SXEOLF�JRRGV�
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/HW�XV�QRZ�WXUQ�WR�WKH�QHJDWLYH�H[SRQHQWLDO�VKRSSLQJ�WLPH�IXQFWLRQ���+HUH��VKRSSLQJ�WLPH

UHGXFHV�WR� dZ
1 �IRU�WKRVH�LQ�ZRUN�DQG� dX

1 IRU�RWKHUV�

7KH�VHLJQRUDJH�GLIIHUHQFH�EHWZHHQ�WKH�WZR�JURXSV� ��a�� X6Z6 - ��LV� @OQ>OQ XZ1 -d ���&DUU\LQJ

RXW�WKH�LQWHJUDWLRQV�SUHVFULEHG�E\�������DQG�UHSHDWLQJ�WKH�SUHYLRXV�WDVN�RI�HYDOXDWLQJ�WKH

VLJQ�RI� 1�
�y �DW� �a1 �ZLWK� �=�

�
X
y ��HVWDEOLVKHV��RQFH�DJDLQ��WKDW�D�SRVLWLYH�ZHOIDUH�ZHLJKW

RQ� PLQLPXP� XWLOLW\� LV� QHFHVVDU\� DQG� VXIILFLHQW� IRU� WD[LQJ� PRQH\� DW� QHJOLJLEOH
XQHPSOR\PHQW���$JDLQ��D�VWULFW�%HQWKDPLWH�ZRXOG�QHYHU�WD[�PRQH\��DQG�D�KLJKHU�ZHOIDUH
ZHLJKW� RQ� WKH� SRRUHVW� ZLOO� UDLVH� WKH� OLNHOLKRRG� RI� LQIODWLRQ� EHFRPLQJ� RSWLPDO�� � 2QH
GLIIHUHQFH��KRZHYHU��LV�WKDW� WKH�FRQGLWLRQV�IRU� WD[LQJ�PRQH\�LQ� WKH�VWULFW�5DZOVLDQ�FDVH

��� =a � EHFRPH�PXFK�PRUH� VWULQJHQW�� �7KH�XQHPSOR\PHQW� WKUHVKROG� IDOOV� WR� DERXW� ���

VXEVWDQWLDOO\�ORZHU�WKDQ�ZKHQ�VKRSSLQJ�WLPH�ZDV�TXDGUDWLF�

5HSHDWLQJ�WKHVH�H[SHULPHQWV�ZLWK�WKH�LVRHODVWLF�PRQH\�GHPDQG�IXQFWLRQ�UHYHDOV��DJDLQ�
WKDW� �>a LV� QHFHVVDU\� DQG� VXIILFLHQW� IRU� DQ\� GHSDUWXUH� IURP� WKH� )ULHGPDQ� UXOH� LQ� WKH
QHLJKERXUKRRG� RI� QHJOLJLEOH� �DQG� RSWLPDO�� XQHPSOR\PHQW�� � :KHQ� ZHOIDUH� LV� VWULFWO\
5DZOVLDQ�� WKH�XQHPSOR\PHQW� WKUHVKROG�DW�ZKLFK�PRQH\�VWDUWV� WR�EH�ZRUWK� WD[LQJ� LV�� LQ
WKLV�FDVH��VHQVLWLYH�WR�WKH�SDUDPHWHU� e ��ZKLFK�KHUH�UHSUHVHQWV�WKH��DEVROXWH�YDOXH�RI�WKH�
QRPLQDO�LQWHUHVW�HODVWLFLW\�RI�PRQH\�GHPDQG���$W� ���=e ��WKH�XQHPSOR\PHQW�WKUHVKROG�LV
DERXW�RQH�QLQWK���:LWK� ���=e ��LW�ULVHV�WR�RQH�VHYHQWK���7KH�LQWXLWLRQ�KHUH�LV�WKDW�WKH�OHVV
LQWHUHVW�HODVWLF�PRQH\� GHPDQG� LV�� WKH�PRUH� DSSHDOLQJ� WD[HV� RQ�PRQH\� EHFRPH� IURP� D
5DPVH\�HIILFLHQF\�VWDQGSRLQW�
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:KDW�LQIHUHQFHV�FDQ�ZH�GUDZ�IURP�WKLV�DQDO\VLV"��)LUVW��ZKHWKHU�PRQH\�VKRXOG�EH�WD[HG
DW� DOO� LV� LQGHHG� DQ�RSHQ�TXHVWLRQ�� �:H�KDYH� IRXQG�QR� VXSSRUW� IRU� WD[LQJ�PRQH\�ZKHQ
ZHOIDUH�LV�VWULFWO\�8WLOLWDULDQ��HYHQ�DW�OHYHOV�RI�YDQLVKLQJO\�ORZ�OHYHOV�RI�XQHPSOR\PHQW�
RFFDVLRQHG�E\�HQRUPRXV�JLYHQ�UHTXLUHPHQWV�IRU�H[SHQGLWXUH�RQ�SXEOLF�JRRGV�

7KH�JUHDWHU�WKH�ZHOIDUH�ZHLJKW�RQ�PLQLPXP�XWLOLW\��KRZHYHU�� WKH�JUHDWHU� WKH� OLNHOLKRRG
WKDW� PRQH\� VKRXOG� EH� WD[HG�� �:KHQ� WKHUH� LV� HYHQ� VRPH� ZHOIDUH� ZHLJKW� RQ� PLQLPXP
XWLOLW\��RYHU�DQG�DERYH�WKDW� LPSOLHG�E\�D�XWLOLWDULDQ�ZHOIDUH�FRQFHSWLRQ��PRQH\�PXVW�EH
WD[HG� LQ� WKH� DEVHQFH� RI� XQHPSOR\PHQW� DQG� ZLOO� FRQWLQXH� WR� EH� ZRUWK� WD[LQJ� XQOHVV
JRYHUQPHQW� VSHQGLQJ� QHHGV� WR� VKULQN� WR� D� FHUWDLQ� WKUHVKROG�� � 7KH� SRVLWLRQ� RI� WKLV
WKUHVKROG� GHSHQGV� RQ� WKH� VRFLDO� ZHOIDUH� IXQFWLRQ� ZHLJKWLQJV� EHWZHHQ� PLQLPXP� DQG
PHDQ�XWLOLW\���,W�DOVR�GHSHQGV�QHJDWLYHO\�XSRQ�WKH�LQWHUHVW�HODVWLFLW\�RI�PRQH\�GHPDQG�

,W�LV�LQWHUHVWLQJ�WR�FRPSDUH�WKHVH�ILQGLQJV�ZLWK�ZKDW�KDSSHQV�LQ�WKH�VLPSOHU�FDVH�ZKHUH
WKH�PDUJLQDO�UDWH�RI�LQFRPH�WD[�LV�MXVW�D�FRQVWDQW�� W��IDFHG�E\�DOO�� � �:LWK�WKH�UHVW�RI�RXU
DVVXPSWLRQV�XQFKDQJHG��WKH�QRZ�FRQVWDQW�LQFRPH�WD[�UDWH�W�ZLOO�EH

��������������� ^XX6XGZZ6XJW
_

+--++= Ï
$OO�XWLOLWLHV�LQFOXGH�WKH�DGGLWLYH�WHUP�OQ���W�����6R�WKH�5REHUWV�VRFLDO�ZHOIDUH�IXQFWLRQ�FDQ
EH�H[SUHVVHG� LQ� WHUPV�RI�X�DQG�Q�DORQH�� � ,W� WUDQVSLUHV� WKDW� WKH� UDQJH�RI�YDOXHV�RI�X� IRU
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ZKLFK�PRQH\�VKRXOG�EH�WD[HG�LV�FRQVLGHUDEO\�ODUJHU��QRZ��WKDQ�ZLWK�WKH�SDUDEROLF�EHQHILW
IXQFWLRQ�WKDW�LQGLYLGXDOV�RSWLPL]H�IRU�WKHPVHOYHV��ZKLFK�KDV�EHHQ�H[SORUHG�DERYH���7KLV
LV�WUXH�IRU�DOO�VKRSSLQJ�WLPH�IXQFWLRQV���7KH�LQWXLWLRQ�IRU�WKLV�LV�WKDW�WKH�TXDGUDWLF�IRUP�IRU
EHQHILWV� DQG� WD[� JLYHV� DQ� DGGLWLRQDO� GHJUHH� RI� IUHHGRP� WR� LQFRPH� WD[DWLRQ�� ZKLFK� LV
XQDYDLODEOH�ZKHQ�WKH�PDUJLQDO�UDWH�LV�FRQVWDQW�DQG�FRPPRQ���2QH�DGYDQWDJH�WKLV�OHDGV�WR
LV�D�UHGXFWLRQ�LQ�WKH�HIILFLHQF\�ORVVHV�ZLWK�LQFRPH�WD[��VLQFH�WKH�PDUJLQDO�UDWH�LV�ORZHVW
ZKHUH�LW�FRXQWV�PRVW�±�IRU�WKH�DEOHVW���6R�LW�VKRXOG�EH�OLWWOH�VXUSULVH�WKDW�WD[LQJ�PRQH\��D
EOXQW�LQVWUXPHQW�WKDW��XQOLNH�LQFRPH�WD[��KDV�TXDOLWDWLYHO\�VLPLODU�HIIHFWV�RQ�DOO��VKRXOG
EHFRPH�OHVV�DWWUDFWLYH�

6RPH�4XDOLILFDWLRQV

6HYHUDO� TXDOLILFDWLRQV� PXVW� EH� GHFODUHG�� � 7KH� LQGLYLGXDO¶V� FKRLFH� RI� WKH� WD[�EHQHILW
UHJLPH� WKDW� VXLWV�KLP�EHVW�� DQG�KLV�PRQH\�GHPDQG� IXQFWLRQ��KDYH�EHHQ�GHULYHG� IURP�D
JHQHUDO�XWLOLW\�IXQFWLRQ���%XW�WKH�DQDO\VLV�RI�WKH�SDSHU�KDV�VSHFLDOLVHG�XWLOLW\�WR�RQH�ZKHUH
WKH�PDUJLQDO�XWLOLW\�RI�FRQVXPSWLRQ� LV� WKH� UHFLSURFDO�RI�FRQVXPSWLRQ��DQG� WKH�PDUJLQDO
XWLOLW\�RI�OHLVXUH�LV�FRQVWDQW�DQG�XQLWDU\�

([SHULPHQWV�ZLWK� RWKHU� XWLOLW\� IXQFWLRQV� KDYH� HPHUJHG�ZLWK� VRPH� LQWHUHVWLQJ� FRQWUDVWV
ZLWK�WKH�TXDVL�OLQHDU�ORJDULWKPLF�IRUP�VWXGLHG�KHUH��D�V\PPHWULF�&REE�'RXJODV�IXQFWLRQ�
ORJDULWKPLF� LQ� FRQVXPSWLRQ� DQG� OHLVXUH�� ILQGV� WKDW� )ULHGPDQ¶V� 2SWLPXP� 4XDQWLW\� RI
0RQH\� 5XOH� PXVW� EH� IROORZHG� LQ� DOO� FLUFXPVWDQFHV�� HYHQ� ZKHQ� VRFLDO� ZHOIDUH� LV
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H[FOXVLYHO\�5DZOVLDQ�� �%XW� D�TXDVL�OLQHDU� IXQFWLRQ�ZKHUH� WKH� HODVWLFLW\� RI� WKH�PDUJLQDO
XWLOLW\�RI�FRQVXPSWLRQ�LV������DV�DJDLQVW�XQLW\�LQ�WKH�ORJDULWKPLF�FDVH��SHUPLWV�SRVLWLYH�Q
IRU�YHU\�KLJK�JRYHUQPHQW�VSHQGLQJ��FRUUHVSRQGLQJ�WR�XQHPSOR\PHQW�RI�DERXW�����XQGHU
SXUHO\�%HQWKDPLWH�VRFLDO�ZHOIDUH�

7KUHH� GLIIHUHQW� IRUPV� RI� WKH� VKRSSLQJ� WLPH� IXQFWLRQ� KDYH� EHHQ� H[SORUHG�� DOO� RI� WKHP
VSHFLDO�� LQ� RUGHU� WR� REWDLQ� FOHDU� UHVXOWV�� � %XW� HDFK� RI� WKHP� KDV� JLYHQ� FRQVXPSWLRQ� QR
GLUHFW�UROH�LQ�VKRSSLQJ�WLPH���$QG�WKH�VKRSSLQJ�WLPH�DSSURDFK�LV�RQO\�RQH�RI�VHYHUDO���,WV
ULYDOV�LQFOXGH�PRQH\�LQ�WKH�XWLOLW\�IXQFWLRQ��DQG�FDVK�LQ�DGYDQFH�� �7KHVH�FDQ��KRZHYHU�
EH� FULWLFLVHG�RQ� WKH� JURXQGV�RI� DUELWUDULQHVV�� DQG� WKH� FDVK�LQ�DGYDQFH� DSSURDFK� LV�ZHOO
NQRZQ� IRU� UHLQIRUFLQJ� WKH� FDVH� IRU� )ULHGPDQ¶V� UXOH� EHFDXVH� LW� LPSRVHV� D� XQLWDU\
FRQVXPSWLRQ�±�HODVWLFLW\�RI�PRQH\�GHPDQG���:LWKLQ�D�VKRSSLQJ�WLPH�DSSURDFK�H[WHQGHG
WR�LQFOXGH�FRQVXPSWLRQ�GLUHFWO\��D�UHSUHVHQWDWLYH�DJHQW�PRGHO�UHYHDOV�WKDW�PRQH\�VKRXOG
QHYHU� EH� WD[HG� ZKHQ� WKDW� HODVWLFLW\� LV� XQLWDU\� �RU� KLJKHU��� � 7KH� UHDVRQ� IRU� WKLV� LV
HVVHQWLDOO\� WKDW� WD[LQJ� FXUUHQF\� LQYROYHV� GRXEOH�WD[DWLRQ� RQ� FRQVXPSWLRQ�� ZKLFK� LV
DOUHDG\�EHLQJ�VTXHH]HG�E\�LQFRPH�WD[DWLRQ�

0RUHRYHU��WKH�SDUDEROLF�EHQHILW�IXQFWLRQ��ZKLFK�KDV�IRUPHG�WKH�EDVLV�RI�WKH�LQFRPH�WD[
UHJLPH� VWXGLHG� LQ� WKLV�SDSHU�� LV� RQO\� RQH�RI� VHYHUDO� SRVVLELOLWLHV�� � ,W� FDUULHV�ZLWK� LW� WKH
LPSOLFDWLRQ�WKDW�PDUJLQDO�LQFRPH�WD[�UDWHV�GHFOLQH�OLQHDUO\�ZLWK�HDUQLQJV�SOXV�EHQHILW�OHVV
VHLJQRUDJH���2WKHU�VKDSHV�DUH�RI�FRXUVH�SRVVLEOH�
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)XUWKHU�� WKH� JRYHUQPHQW¶V� GLUHFW� VSHQGLQJ� RQ� SXEOLF� JRRGV� KDV� EHHQ� WDNHQ� DV� JLYHQ�
GHVSLWH� WKDW� IDFW� WKDW� LW�� WRR�� ZLOO� LQ� JHQHUDO� IRUP� SDUW� RI� D� VWLOO� EURDGHU� RSWLPLVDWLRQ
SUREOHP�� � 7KH� ILQDO� TXDOLILFDWLRQV� WKDW� PHULW� HPSKDVLV� KHUH� UHODWH� WR� WKH� DEVHQFH� RI
G\QDPLFV�� VWRFKDVWLFV� DQG� EDQNV� RIIHULQJ� D� VXEVWLWXWH� IRU� FXUUHQF\�� � '\QDPLFV� FDQ� EH
LQFRUSRUDWHG�VWUDLJKWIRUZDUGO\�� � WKH� DQDO\VLV�RI� WKH�SUHVHQW�SDSHU� FDQ�EH� WUHDWHG� DV� WKH
VWHDG\�VWDWH�RI�DQ�LQILQLWH�KRUL]RQ�RSWLPLVLQJ�PRGHO��

6WRFKDVWLFV�PD\�EH�LQIHUUHG�IURP�WKH�LVRPRUSKLVP�RI�GHWHUPLQLVWLF�KHWHURJHQHRXV�DJHQW�
DYHUDJH�XWLOLW\� PD[LPLVLQJ� �XQGHU� WKH� %HQWKDPLWH� VSHFLDOLVDWLRQ� RI� WKH� 5REHUWV� VRFLDO
ZHOIDUH� IXQFWLRQ� VWXGLHG� KHUH��� ZLWK� H[SHFWHG�XWLOLW\� PD[LPLVLQJ� E\� D� UHSUHVHQWDWLYH
DJHQW�� �8QFHUWDLQW\� DYHUVLRQ� LQ� WKH� ODWWHU� FRQWH[W� KDV� LWV� FRXQWHUSDUW� LQ� WKH�ZHLJKW�� a �
SODFHG�RQ�PLQLPXP�XWLOLW\�LQ�WKH�5REHUWV�ZHOIDUH�IXQFWLRQ�

,PSHUIHFW�FRPSHWLWLRQ�LQ�SURGXFW�PDUNHWV��DQG�PHQX�FRVWV��DUH�DPRQJ�RWKHU�DEVHQWHHV
IURP�WKH�FDVW�OLVW�LQ�WKLV�SDSHU���,QIODWLRQ�KDV�DGGLWLRQDO�HIIHFWV�WKDW�RSHUDWH�ZKHQ�WKHVH
DUH�SUHVHQW���0HQX�FRVWV�E\�WKHPVHOYHV�ZRXOG�DUJXH�LQ�IDYRXU�RI�D�]HUR�JHQHUDO�UDWH�RI
LQIODWLRQ��VLQFH�WKLV�ZRXOG�PLQLPL]H�WKHP���0HQX�FRVWV�LQ�FRPELQDWLRQ�ZLWK�PRQRSRO\
VXJJHVW�D�VRPHZKDW�IDVWHU�UDWH�RI�LQIODWLRQ��EHFDXVH�WKH�DYHUDJH�UHDO�SULFH�FKDUJHG�E\�D
SURILW�PD[LPL]LQJ�PRQRSROLVW�IDOO�ZLWK�LQIODWLRQ��D�SRLQW�GXH�WR�'LDPRQG�����������7KHQ
WKHUH�DUH�LPSDFWV�IURP�LQIODWLRQ�XSRQ�WKH�VL]H�DQG�QXPEHUV�RI�ILUPV�LQ�D�PRQRSROLVWLF
FRPSHWLWLRQ�VHWXS��UHFHQWO\�VWXGLHG�E\�:X�DQG�=KDQJ��������

������������������������������������������������` � �,Q�RWKHU�VHWWLQJV��G\QDPLFV�PD\�SRVH�IXUWKHU�FKDOOHQJHV��KRZHYHU���-KD�HW�DO��������ILQG�WKDW�DQ�HQGRJHQRXV�JURZWK�DQG
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7KH�LQWURGXFWLRQ�RI�EDQNV���DQG�LQ�SDUWLFXODU�LPSHUIHFWO\�FRPSHWLWLYH�EDQNV����FDOOV�IRU�D
PXFK�PRUH�FRPSOH[�VHW�XS��ZKLFK�ZRXOG�WDNH�XV�WRR�IDU�IURP�WKH�FRQILQHV�RI�WKLV�SDSHU�

.H\�FRQFOXVLRQ

:KHQ�JRYHUQPHQW� KDV� WR� UHO\� RQ� GLVWRUWLRQDU\� WD[HV� WR�PHHW� VSHQGLQJ�REOLJDWLRQV� DQG
DUUDQJH�WUDQVIHUV��WD[LQJ�PRQH\�LV� LQGHHG�VRPHWLPHV� MXVWLILHG�� �%XW� LW� LV�QRWLFHDEO\� OHVV
OLNHO\�WR�EH�MXVWLILHG�ZKHQ�WKH�PDUJLQDO�UDWH�RI�LQFRPH�WD[�LV�QRQ�XQLIRUP��DQG��LQVWHDG�
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