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ABSTRACT

We develop a model of informal financial networks and present corroborating evidence by

studying the role of professional property brokers in the U.S. commercial real estate market. Our model

demonstrates how service intermediaries, who do not supply finance themselves, can facilitate their

clients' access to finance via repeated informal relationships with lenders.  Empirically, we find that,

controlling for endogenous broker selection, hiring a broker strikingly increases the probability of

obtaining a bank loan from 40 to 58 percent. Our results demonstrate that even in the U.S., with its

well-developed capital markets, informal networks play an important role in controlling access to finance.
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,� ,QWURGXFWLRQ

5HVHDUFK RQ nQDQFLDO LQWHUPHGLDWLRQ IRUPV D FHQWUDO SDUW RI WKH WKHRUHWLFDO OLWHUDWXUH LQ FRUSRUDWH

nQDQFH� 0RVW RI WKLV UHVHDUFK IRFXVHV RQ WKH UROH RI IRUPDO nQDQFLDO LQWHUPHGLDULHV VXFK DV FRPPHU�

FLDO EDQNV �'LDPRQG �������� <HW� LQ PDQ\ HFRQRPLF VHWWLQJV� LQIRUPDO nQDQFLDO QHWZRUNV IXOnOO D

FULWLFDO IXQFWLRQ LQ GHWHUPLQLQJ DFFHVV WR FUHGLW� ,Q WKH VPDOO DQG PHGLXP EXVLQHVV nQDQFH PDUNHW�

ODZ\HUV� DFFRXQWDQWV� LQVXUDQFH DJHQWV� FRQVXOWDQWV� VXSSOLHUV� FXVWRPHUV� DQG EURNHUV RIWHQ DFW DV

LQIRUPDO nQDQFLDO LQWHUPHGLDULHV�� ,Q GHYHORSLQJ FRXQWULHV LQIRUPDO QHWZRUNV RI PLGGOHPHQ SHUIRUP

D YLWDO UROH LQ WKH DOORFDWLRQ RI FDSLWDO�

,QIRUPDO LQWHUPHGLDULHV DUH QRW WKHPVHOYHV D VRXUFH RI nQDQFH� EXW FRQQHFW ERUURZHUV DQG

OHQGHUV ZKLOH SURYLGLQJ RWKHU FRPPHUFLDO VHUYLFHV� 'HVSLWH WKHLU SHUYDVLYHQHVV DQG LPSRUWDQFH�

WKHUH LV OLWWOH WKHRUHWLFDO PRGHOLQJ RI WKHLU IXQFWLRQ� ,W LV DOVR GLpFXOW WR HPSLULFDOO\ GRFXPHQW

WKH QDWXUH DQG VLJQLnFDQFH RI LQIRUPDO nQDQFLDO QHWZRUNV� :H SURYLGH D WKHRUHWLFDO PRGHO RI

LQIRUPDO nQDQFLDO QHWZRUNV DQG DQDO\]H WKH LPSOLFDWLRQV RI WKLV PRGHO IRU D XQLTXH GDWD VHW GHWDLOLQJ

EURNHUDJH DFWLYLW\ LQ WKH 8�6� FRPPHUFLDO UHDO HVWDWH PDUNHW� 2XU HPSLULFDO HYLGHQFH LV VWULNLQJ

LQ WKDW LW GHPRQVWUDWHV WKH LPSRUWDQFH RI LQIRUPDO nQDQFLDO QHWZRUNV� HYHQ LQ WKH 8�6�� D FRXQWU\

ZLWK YHU\ ZHOO�GHYHORSHG FDSLWDO PDUNHWV�

,QIRUPDO nQDQFLDO QHWZRUNV FRQVLVW RI ERUURZHUV� OHQGHUV� DQG LQWHUPHGLDULHV ZKR GR QRW VXSSO\

nQDQFH WKHPVHOYHV EXW ZKR IDFLOLWDWH nQDQFLQJ WUDQVDFWLRQV E\ YLUWXH RI WKHLU UHODWLRQVKLSV ZLWK

ERWK ERUURZHUV DQG OHQGHUV� ,Q GHYHORSLQJ FRXQWULHV� WKH UROH RI LQIRUPDO nQDQFLDO LQWHUPHGLDU\ PD\

EH SOD\HG E\ WUDGHUV �%XUNHWW ������ DQG &REKDP DQG 6XEUDPDQLDP �������� ,QIRUPDO QHWZRUNV

DUH DOVR LPSRUWDQW LQ WKH YHQWXUH FDSLWDO PDUNHW �0DVRQ DQG +DUULVRQ �������� 7KHVH LQWHUPHGLDULHV

IXOnOO D FUXFLDO IXQFWLRQ LQ PDUNHWV LQ ZKLFK ERUURZHUV VHHN nQDQFLQJ UHODWLYHO\ LQIUHTXHQWO\ DQG

KDYH OLWWOH RSSRUWXQLW\ WR GHYHORS UHODWLRQVKLSV ZLWK OHQGHUV WKHPVHOYHV� ,QIRUPDO LQWHUPHGLDULHV

FDQ HVWDEOLVK UHODWLRQVKLSV ZLWK ERWK OHQGHUV DQG ERUURZHUV WR PDNH FRRSHUDWLRQ EHWZHHQ WKH WZR

SDUWLHV IHDVLEOH� %RUURZHUV ZKR FDQ EHQHnW IURP WKLV IRUP RI FRRSHUDWLRQ LQFOXGH HQWUHSUHQHXUV

VHHNLQJ EXVLQHVV ORDQV� LQGLYLGXDOV LQ QHHG RI KRPH PRUWJDJHV� IDUPHUV ORRNLQJ IRU IDUP ORDQV� DQG

VPDOO FRUSRUDWLRQV ZKR UHTXLUH EDQN nQDQFLQJ� 7KH VHW RI ORDQ VHHNHUV ZKR SURnW IURP WKH DLG RI

LQIRUPDO LQWHUPHGLDULHV LV YHU\ ZLGH�

:H SUHVHQW D PRGHO RI D JHQHUDO LQIRUPDO nQDQFLDO QHWZRUN WKDW GHPRQVWUDWHV WKDW QRQ�nQDQFLDO

�6HH� IRU H[DPSOH� %XVLQHVV :HHN� 0DUFK �� ����� S�� (17�
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LQWHUPHGLDULHV ZKR SDUWLFLSDWH LQ D PDUNHW RYHU WKH ORQJ�UXQ FDQ IDFLOLWDWH WKHLU FOLHQWV
 DFFHVV WR

ORDQV� 7KH FHQWUDO K\SRWKHVHV WHVWHG LQ WKLV SDSHU DULVH IURP RXU WKHRU\ RI FRRSHUDWLRQ EHWZHHQ

QRQ�nQDQFLDO �RU VHUYLFH� LQWHUPHGLDULHV DQG OHQGHUV� ,Q WKH FRXUVH RI UHSHDWHG LQWHUDFWLRQV� VHUYLFH

LQWHUPHGLDULHV DQG OHQGHUV PD\ GHYHORS D UHODWLRQVKLS� $ OHQGHU PD\ DJUHH WR JUDQW SUHIHUHQWLDO

DFFHVV WR nQDQFH WR D VHUYLFH LQWHUPHGLDU\
V FOLHQWV LQ H[FKDQJH IRU WKH VHUYLFH LQWHUPHGLDU\ GLUHFWLQJ

ORDQ�VHHNHUV WR LW� ,Q RXU PRGHO� OHQGHUV FRRSHUDWH ZLWK VHUYLFH LQWHUPHGLDULHV E\ H[SHQGLQJ HmRUW

WR H[SHGLWH WKH HYDOXDWLRQ RI ORDQ DSSOLFDWLRQV PDGH E\ WKH VHUYLFH LQWHUPHGLDU\
V FOLHQWV� 7KLV

DOORZV PRUH WUDQVDFWLRQV WR EH FRQVXPPDWHG� JHQHUDWLQJ PRUH IHHV IRU WKH VHUYLFH LQWHUPHGLDU\� ,Q

UHWXUQ� WKH VHUYLFH LQWHUPHGLDU\ DGYLVHV DOO KLV FOLHQWV WR VHHN D ORDQ IURP WKH OHQGHU� %RUURZHUV

ZLWKRXW VHUYLFH LQWHUPHGLDULHV SDUWLFLSDWH LQ WKH PDUNHW RQO\ LQIUHTXHQWO\ DQG FDQQRW WKHUHIRUH

SURPLVH IXWXUH EXVLQHVV WR D OHQGHU� /HQGHUV DUH WKXV XQZLOOLQJ WR H[SHGLWH WKH ORDQ UHTXHVWV RI

ERUURZHUV ZKHQ QR VHUYLFH LQWHUPHGLDU\ LV SUHVHQW� ,QIRUPDO QHWZRUNV RI VHUYLFH LQWHUPHGLDULHV DQG

OHQGHUV GHYHORS DV ERWK SDUWLHV EXLOG UHSXWDWLRQDO FDSLWDO DQG DJUHH WR FRRSHUDWH�

7R WHVW WKH LPSOLFDWLRQV RI RXU WKHRU\� ZH DSSO\ WKH PRGHO WR WKH FRPPHUFLDO UHDO HVWDWH PDUNHW�

+HUH� WKH VHUYLFH LQWHUPHGLDU\ LV D SURSHUW\ EURNHU� DQG WKH OHQGHU ZLWK ZKRP KH EXLOGV D UHODWLRQ�

VKLS LV D EDQN� 7KH FRPPHUFLDO UHDO HVWDWH EURNHUDJH PDUNHW LV D SDUWLFXODUO\ DSSURSULDWH VXEMHFW

IRU RXU HPSLULFDO VWXG\ IRU VHYHUDO UHDVRQV� )LUVW� EURNHU LQWHUPHGLDWLRQ LV DQ HVSHFLDOO\ LPSRUWDQW

IRUP RI LQIRUPDO nQDQFLDO LQWHUPHGLDWLRQ� 2XU VWXG\ VKRZV WKDW EURNHUV VHUYH D FHQWUDO UROH LQ

SURYLGLQJ WKHLU FOLHQWV ZLWK DFFHVV WR nQDQFH� 6HFRQG� WKH FRPPHUFLDO UHDO HVWDWH PDUNHW LV D ODUJH

DQG LPSRUWDQW DVVHW PDUNHW�� ,W LV WKHUHIRUH RI VLJQLnFDQW HFRQRPLF LQWHUHVW WR KDYH WKHRULHV WKDW

H[SODLQ WKH UROH RI LQWHUPHGLDULHV LQ FRPPHUFLDO UHDO HVWDWH� )LQDOO\� WKH FRPPHUFLDO� DV RSSRVHG

WR WKH UHVLGHQWLDO� UHDO HVWDWH EURNHUDJH LQGXVWU\ KDV UHFHLYHG YHU\ OLWWOH DWWHQWLRQ LQ WKH OLWHUDWXUH

�<DQJ� 7UHI]JHU� DQG 6KHUPDQ �������� GHVSLWH LWV VL]H DQG LPSRUWDQFH�

,Q RXU HPSLULFDO VWXG\� ZH nQG VWURQJ HYLGHQFH WKDW EURNHUV IRUP LQIRUPDO UHODWLRQVKLSV ZLWK

EDQNV� GLUHFWLQJ EXVLQHVV WR EDQNV LQ H[FKDQJH IRU SUHIHUHQWLDO DFFHVV WR nQDQFH IRU WKHLU FOLHQWV�

2XU FHQWUDO HPSLULFDO nQGLQJV DUH DV IROORZV� )LUVW� KLULQJ D EURNHU UDLVHV WKH SUREDELOLW\ WKDW D

WUDQVDFWLRQ ZLOO EH nQDQFHG ZLWK EDQN GHEW IURP �� WR D VWULNLQJ �� SHUFHQW� 6HFRQG� EURNHUV

WHQG WR FRQFHQWUDWH WKHLU GHDOV DPRQJ D VPDOO VHW RI EDQNV� DQG EURNHUV ZKRVH EXVLQHVV LV PRVW

FRQFHQWUDWHG DPRQJ D IHZ EDQNV �L�H�� WKRVH ZLWK WKH FORVHVW WLHV WR D VSHFLnF VHW RI EDQNV� KDYH WKH

�7KH YDOXH RI RXWVWDQGLQJ FRPPHUFLDO PRUWJDJHV DORQH LQ WKH 8�6� LQ ���� ZDV LQ H[FHVV RI ���� WULOOLRQ �:HUQHU�
������ DQG WKLV nJXUH GRHV QRW LQFOXGH WKH YDOXH RI FRPPHUFLDO UHDO HVWDWH HTXLW\�
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VWURQJHVW SRVLWLYH LQoXHQFH RQ WKHLU FOLHQWV
 DFFHVV WR nQDQFH� 7KLUG� EURNHUV DQG EDQNV LQ ORQJHU

UHODWLRQVKLSV JUDQW HDFK RWKHU D ODUJHU VKDUH RI WKHLU UHVSHFWLYH EXVLQHVVHV� )RXUWK� EURNHUV ZLWK

ORQJHU KLVWRULHV KDYH D SDUWLFXODUO\ VWURQJ HmHFW LQ LQFUHDVLQJ WKH SUREDELOLW\ RI D EDQN ORDQ IRU WKHLU

FOLHQWV� )LQDOO\� EURNHUV ZKR H[KLELW PRUH OR\DOW\ �LQ WHUPV RI FRQVLVWHQWO\ GLUHFWLQJ FOLHQWV� WR WKH

EDQN LPSURYH DFFHVV WR nQDQFH IRU WKHLU FOLHQWV E\ DQ HYHQ JUHDWHU PDUJLQ� ZKLOH GLVOR\DO EURNHUV

DFWXDOO\ GHFUHDVH WKH OLNHOLKRRG RI REWDLQLQJ VXEVHTXHQW nQDQFH IRU WKHLU FOLHQWV� 7KHVH UHVXOWV DUH

REWDLQHG E\ LQVWUXPHQWLQJ EURNHUDJH DFWLYLW\ DQG WKHUHIRUH GR QRW GHSHQG RQ HQGRJHQRXV EURNHU

VHOHFWLRQ� 7KHVH nQGLQJV VWURQJO\ VXJJHVW WKDW EURNHUV DQG EDQNV GHYHORS LQIRUPDO UHODWLRQVKLSV�

DQG WKDW LQIRUPDO EURNHU�EDQN QHWZRUNV KDYH D VLJQLnFDQW HmHFW LQ GHWHUPLQLQJ WKH DYDLODELOLW\ RI

nQDQFH�

:H DOVR FRQVLGHU WKUHH DOWHUQDWH WKHRULHV RI EURNHUDJH LQWHUPHGLDWLRQ WKDW SUHGLFW DQ DVVRFLDWLRQ

EHWZHHQ EURNHU SUHVHQFH DQG WKH IUHTXHQF\ RI EDQN nQDQFH� 7KH nUVW DOWHUQDWH WKHRU\ LV WKDW EURNHUV

PRQLWRU EDQNV DQG DFTXLUH XVHIXO LQIRUPDWLRQ DERXW WKH DELOLW\ DQG SURSHQVLW\ RI GLmHUHQW EDQNV

WR PDNH ORDQV� 7KH\ WKHQ GLUHFW WKHLU FOLHQWV WR WKH EDQN WKDW LV OLNHOLHVW WR JUDQW D ORDQ� 7KH

VHFRQG DOWHUQDWH WKHRU\ LV WKDW EURNHU FHUWLnFDWLRQ RI SURSHUWLHV� DQG SRVVLEO\ ERUURZHUV� HQFRXUDJHV

EDQNV WR PDNH ORDQV LQ EURNHUHG WUDQVDFWLRQV� 7KLV LV VLPLODU WR WKH FHUWLnFDWLRQ UROH SOD\HG E\

FRPPHUFLDO DQG LQYHVWPHQW EDQNV �3XUL ������������ DQG YHQWXUH FDSLWDOLVWV �%UDY DQG *RPSHUV

�������� 7KH WKLUG DOWHUQDWH WKHRU\ LV WKDW VHOOHUV ZKR XVH EURNHUV PD\ GR VR EHFDXVH WKH\ DUH

OLTXLGLW\�FRQVWUDLQHG DQG LQ QHHG RI D TXLFN VDOH� 6XFK VHOOHUV DUH XQOLNHO\ WR SURYLGH VHOOHU nQDQFH�

VR EX\HUV LQ EURNHUHG GHDOV PD\ EH IRUFHG WR VHHN EDQN nQDQFH PRUH DJJUHVVLYHO\� 7KH HYLGHQFH

IRU WKH DOWHUQDWLYH WKHRULHV LV UDWKHU ZHDN DQG XQFRPSHOOLQJ�

2XU GDWD FRQWDLQ ������ FRPPHUFLDO UHDO HVWDWH WUDQVDFWLRQV IURP DFURVV WKH 8�6� RYHU WKH SHULRG

-DQXDU\ �� ���� WR 0DUFK ��� ����� 2XU VDPSOH LQFOXGHV GHWDLOHG nQDQFLQJ LQIRUPDWLRQ DV ZHOO

DV D ODUJH VHW RI EX\HU� VHOOHU� EURNHU� DQG SURSHUW\ DWWULEXWHV� 6DOH SULFH� LQFRPH DQG H[SHQVHV�

DQG SURSHUW\ W\SH DUH DOVR UHSRUWHG� 7KH ODUJH VL]H RI RXU GDWD VHW DmRUGV XV VXEVWDQWLDO SRZHU�

DQG WKH H[WHQW RI SURSHUW\ nQDQFLQJ DQG SURSHUW\ FKDUDFWHULVWLF LQIRUPDWLRQ DOORZV IRU D GHWDLOHG

H[DPLQDWLRQ RI WKLV PDUNHW� :H HPSOR\ WKH UREXVW VHPLSDUDPHWULF HVWLPDWRUV RI 3RZHOO ������ DQG

.OHLQ DQG 6SDG\ ������� 7KH HVWLPDWHV JHQHUDWHG E\ WKHVH WHFKQLTXHV DUH UHJDUGHG DV FRQVHUYDWLYH

DQG UHOLDEOH�

)LQDOO\� E\ GHPRQVWUDWLQJ WKH LPSRUWDQW UROH SOD\HG E\ EURNHUV LQ SURYLGLQJ DFFHVV WR nQDQFH�

ZH KDYH LGHQWLnHG D EURNHU VHUYLFH QRW SUHYLRXVO\ UHFRJQL]HG LQ WKH OLWHUDWXUH� 3UHYLRXV UHVHDUFK
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KDV VWUHVVHG WZR PDLQ EURNHU IXQFWLRQV� UHGXFLQJ SURSHUW\ WLPH RQ WKH PDUNHW �H�J�� .QROO �������

<DQJ DQG <DYDV ������� DQG :LOOLDPV ������� DQG LQFUHDVLQJ WKH UHDOL]HG VDOH SULFH �H�J�� -XG DQG

)UHZ ������ DQG -DQVVHQ DQG -REVRQ �������� 2XU GDWD GRHV QRW SHUPLW XV WR DQDO\]H WKH IRUPHU�

EXW ZH SURYLGH HYLGHQFH RQ WKH ODWWHU� :H nQG WKDW KLULQJ D OLVW EURNHU LQFUHDVHV WKH UHDOL]HG VDOH

SULFH RQO\ QHJOLJLEO\ �FRQVLVWHQW ZLWK =XPSDQR� (OGHU� DQG %DU\OD �������� :H GLVSOD\ HYLGHQFH�

KRZHYHU� WKDW EURNHUV VLJQLnFDQWO\ LPSURYH DFFHVV WR nQDQFH� 7KH EURNHU RmHUV D EXQGOH RI VHUYLFHV

LQFOXGLQJ PDUNHWLQJ DVVLVWDQFH DQG nQDQFLDO DFFHVV� )RU VRPH VHOOHUV �H�J�� LPSDWLHQW VHOOHUV ZLWK

KLJK GLVFRXQW IDFWRUV� WKH YDOXH RI WKHVH VHUYLFHV H[FHHGV WKH EURNHUDJH IHH DQG WKH\ HQJDJH WKH

EURNHU� 2WKHU VHOOHUV HOHFW QRW WR SD\ IRU D EURNHU� 2XU WKHRUHWLFDO DQG HPSLULFDO UHVXOWV RQ EURNHUV


LQIRUPDO nQDQFLDO LQWHUPHGLDWLRQ VXJJHVWV D QHZ DQG LPSRUWDQW EURNHUDJH IXQFWLRQ WKDW KDV QRW

EHHQ ZHOO�VWXGLHG LQ WKH OLWHUDWXUH�

2XU UHVXOWV GHPRQVWUDWH WKH FUXFLDO UROH SOD\HG E\ QHWZRUNV RI SURSHUW\ EURNHUV DQG EDQNV LQ

GHWHUPLQLQJ nQDQFLQJ LQ WKH 8�6� FRPPHUFLDO UHDO HVWDWH PDUNHW� 'HVSLWH WKH H[LVWHQFH RI D ZHOO�

GHYHORSHG EDQN OHQGLQJ V\VWHP� EURNHUV ZLWK QR IRUPDO FRQWUDFWXDO DXWKRULW\ SHUIRUP D FULWLFDO

WDVN LQ DUUDQJLQJ nQDQFLQJ� 7KH GHFHQWUDOL]HG DQG HVVHQWLDOO\ ORFDO FKDUDFWHU RI EURNHU QHWZRUNV

SDUDOOHOV WKDW RI LQIRUPDO nQDQFLDO V\VWHPV LQ GHYHORSLQJ PDUNHWV� )UHTXHQW LQWHUDFWLRQV DQG WKH

UHVXOWLQJ GHYHORSPHQW RI UHSXWDWLRQDO FDSLWDO DUH DW WKH FRUH RI WKHVH LQIRUPDO OHQGLQJ FKDQQHOV

�9LOOH DQG )OHPLQJ �������� 6LPLODU LQIRUPDO FRPPXQLFDWLRQ DUUDQJHPHQWV DUH DOVR LPSRUWDQW LQ

WKH YHQWXUH FDSLWDO PDUNHW �0DVRQ DQG +DUULVRQ �������� DQG KDYH KLVWRULFDOO\ SOD\HG D EURDG UROH

LQ WKH nQDQFLQJ RI VPDOO EXVLQHVVHV �*RGOH\ DQG 5RVV �������� 7KLV VWXG\ SURYLGHV VRPH HYLGHQFH

RQ WKH EHQHnWV HQMR\HG E\ WKRVH ZLWK DFFHVV WR LQIRUPDO QHWZRUNV�

7KH UHVW RI WKH SDSHU LV RUJDQL]HG DV IROORZV� 6HFWLRQ ,, GHVFULEHV D WKHRU\ RI LQIRUPDO nQDQFLDO

LQWHUPHGLDWLRQ EDVHG RQ FRRSHUDWLYH UHODWLRQVKLSV EHWZHHQ QRQ�nQDQFLDO LQWHUPHGLDULHV DQG OHQGLQJ

LQVWLWXWLRQV� 6HFWLRQ ,,, GHWDLOV RXU GDWD VHW XVHG WR H[DPLQH LQIRUPDO OHQGLQJ FKDQQHOV LQ WKH

FRPPHUFLDO UHDO HVWDWH PDUNHW� KLJKOLJKWLQJ WKH YDULRXV IRUPV RI nQDQFLQJ REVHUYHG LQ WKLV PDUNHW

DQG GHVFULELQJ WKH FKDUDFWHULVWLFV RI SURSHUWLHV DQG PDUNHW SDUWLFLSDQWV� 7KLV VHFWLRQ DOVR GHVFULEHV

WKH HFRQRPHWULF PHWKRGRORJ\ HPSOR\HG LQ WKH SDSHU� 6HFWLRQ ,9 DGGUHVVHV WKH HQGRJHQRXV VHOHFWLRQ

RI EURNHUV DQG LGHQWLnHV VHYHUDO LQVWUXPHQWV IRU EURNHUDJH DFWLYLW\� 7KHVH DUH HPSOR\HG LQ RXU

DQDO\VLV RI EURNHU LQoXHQFH RQ nQDQFLDO VWUXFWXUH� 6HFWLRQ 9 FRQGXFWV RXU HPSLULFDO WHVWV IRU

EURNHU�EDQN UHODWLRQVKLSV DQG WKHLU LQoXHQFH RQ nQDQFLDO VWUXFWXUH DQG 6HFWLRQ 9, WHVWV DOWHUQDWLYH

WKHRULHV RI EURNHU LQYROYHPHQW DQG nQDQFLDO LQoXHQFH� )LQDOO\� 6HFWLRQ 9,, FRQFOXGHV�

�



,,� 7KHRU\ RI ,QIRUPDO )LQDQFLDO 1HWZRUNV

:H GHYHORS D WKHRU\ RI LQIRUPDO nQDQFLDO FRRSHUDWLRQ LQ D OHQGLQJ JDPH� :H FRQVLGHU IRXU DJHQWV

LQ WKLV PDUNHW� EX\HUV ZKR QHHG WR ERUURZ IXQGV� VHOOHUV� VHUYLFH LQWHUPHGLDULHV� DQG OHQGHUV�

:H SUHVXPH DOO SDUWLFLSDQWV DUH LQYROYHG LQ D UHSHDWHG JDPH ZLWK ERWK ORQJ�UXQ DQG VKRUW�UXQ

SOD\HUV� /HQGHUV DQG ORQJ�UXQ VHUYLFH LQWHUPHGLDULHV DUH ORQJ�UXQ SOD\HUV ZKR SOD\ HYHU\ SHULRG

LQ DQ LQnQLWHO\ UHSHDWHG JDPH� 6HOOHUV� EX\HUV� DQG VKRUW�UXQ VHUYLFH LQWHUPHGLDULHV DUH VKRUW�

UXQ SOD\HUV ZKR HDFK SOD\ RQO\ RQH SHULRG� 7KHUH DUH L ! � OHQGHUV DQG M ! � ORQJ�UXQ VHUYLFH

LQWHUPHGLDULHV� 7KH QXPEHU RI EX\HUV DQG VHOOHUV LV HTXDO LQ HYHU\ SHULRG W DQG LV GHQRWHG E\ SW�

ZKLFK PD\ YDU\ IURP SHULRG WR SHULRG� 7KH QXPEHU RI VKRUW�UXQ VHUYLFH LQWHUPHGLDULHV LQ SHULRG

W LV JLYHQ E\ VVW� ZKLFK PD\ DOVR EH WLPH�YDU\LQJ� $OO SOD\HUV DUH ULVN�QHXWUDO DQG GLVFRXQW WKH

IXWXUH XVLQJ WKH GLVFRXQW IDFWRU p � ��� ���

7KLV VLPSOH JDPH PD\ EH WKRXJKW RI DV UHSUHVHQWLQJ PDQ\ GLmHUHQW W\SHV RI HFRQRPLF DFWLYLWLHV�

)RU LQVWDQFH� LQ DSSO\LQJ WKH JDPH WR WKH VPDOO EXVLQHVV nQDQFH PDUNHW� WKH EX\HU ZRXOG EH DQ

HQWUHSUHQHXU VHHNLQJ VRPH LQLWLDO FDSLWDO WR HVWDEOLVK KLV nUP� ODZ\HUV RU DFFRXQWDQWV ZRXOG DFW DV

VHUYLFH LQWHUPHGLDULHV DQG OHQGHUV ZRXOG EH EDQNV� ODUJH nQDQFLDO LQVWLWXWLRQV� RU SULYDWH RXWVLGH

HTXLW\ VRXUFHV VXFK DV DQJHOV� ,Q RWKHU FRUSRUDWH VHWWLQJV� WKH EX\HU ZRXOG EH D nUP VHHNLQJ WR

SXUFKDVH DQ DVVHW� WKH OHQGHU ZRXOG EH D FRPPHUFLDO EDQN DQG WKH UROH RI VHUYLFH LQWHUPHGLDU\ PD\

EH SOD\HG E\ D ODUJH FXVWRPHU RU VXSSOLHU RI WKH EX\HU� $OWHUQDWLYHO\� WKLV PRGHO FRXOG DSSO\ WR D

GHYHORSLQJ FRXQWU\ LQ ZKLFK WKH EX\HU LV D VPDOO SURGXFHU RU IDUPHU VHHNLQJ WR XSJUDGH KLV SK\VLFDO

FDSLWDO� 3ULYDWH PRQH\ OHQGHUV� ULFK LQGLYLGXDOV� DQG EDQNV DFW DV OHQGHUV DQG SURGXFH WUDGHUV RU

JRRGV�FRQYH\LQJ PLGGOHPHQ DFW DV VHUYLFH LQWHUPHGLDULHV� ,Q DGGLWLRQ� WKH PRGHO FDQ EH XVHG WR

GHVFULEH UHDO HVWDWH PDUNHWV LQ ZKLFK EX\HUV PD\ EH nUPV RU SDUWQHUVKLSV SXUFKDVLQJ D FRPPHUFLDO

SURSHUW\ RU LQGLYLGXDOV SXUFKDVLQJ D KRPH� EDQNV DQG LQVXUDQFH FRPSDQLHV SURYLGH nQDQFH� DQG

FRPPHUFLDO RU UHVLGHQWLDO EURNHUV IXQFWLRQ DV VHUYLFH LQWHUPHGLDULHV� ,Q WKH HPSLULFDO VHFWLRQ� ZH

ZLOO XVH RXU GDWD VHW RQ FRPPHUFLDO SURSHUW\ WUDQVDFWLRQV DQG EURNHUDJH DFWLYLW\ WR WHVW VRPH RI

WKH LPSOLFDWLRQV RI WKH WKHRU\ ZH GHYHORS EHORZ� 7KH PRGHO� KRZHYHU� H[WHQGV EH\RQG WKLV PDUNHW

DQG PD\ EH DSSOLHG WR D QXPEHU RI VHWWLQJV�

,Q HDFK SHULRG� WKH QXPEHU RI VKRUW�UXQ VHUYLFH LQWHUPHGLDULHV VVW LV JHQHUDWHG E\ DQ H[RJHQRXV

UDQGRP SURFHVV� (DFK VHUYLFH LQWHUPHGLDU\ V� ERWK ORQJ�UXQ DQG VKRUW�UXQ� JHQHUDWHV OV w �

�



SRWHQWLDO WUDQVDFWLRQV HDFK SHULRG� DQG HDFK WUDQVDFWLRQ LQYROYHV D EX\HU DQG VHOOHU� )RU VLPSOLFLW\

ZH ZLOO DVVXPH WKDW WKHUH LV RQO\ RQH VHUYLFH LQWHUPHGLDU\ LQYROYHG LQ HYHU\ SRWHQWLDO WUDQVDFWLRQ�

7KHUH DUH DOVR OXV SRWHQWLDO WUDQVDFWLRQV WKDW GR QRW LQYROYH D VHUYLFH LQWHUPHGLDU\� 3RWHQWLDO

WUDQVDFWLRQV DUH RI HLWKHU JRRG RU EDG TXDOLW\� 7KH SUHVHQW YDOXH RI WKH DVVHW WR WKH VHOOHU LV Q ! ��

$ JRRG EX\HU SRVVHVVHV D VKRUW GXUDWLRQ RSSRUWXQLW\ WR LQFUHDVH WKH YDOXH RI WKH VHOOHU
V DVVHW WR

Y�Q
p
QH[W SHULRG� $ EDG EX\HU ZLOO H[WUDFW WKH YDOXH Q IURP WKH DVVHW IRU KLV SHUVRQDO EHQHnW DQG

OHDYH WKH DVVHW ZLWK D YDOXH RI �� %X\HUV NQRZ ZKHWKHU WKH\ DUH JRRG RU SRRU� EXW LQLWLDOO\ QR RQH

HOVH LV SULY\ WR WKLV LQIRUPDWLRQ� $ SURSRUWLRQ S � ��� �� RI SRWHQWLDO EX\HUV DUH JRRG� 7KH SUHFLVH
DOORFDWLRQ RI EDUJDLQLQJ SRZHU EHWZHHQ WKH EX\HU DQG WKH VHOOHU LV XQLPSRUWDQW IRU RXU UHVXOWV� )RU

VLPSOLFLW\ ZH ZLOO DVVXPH WKDW LQ DOO FDVHV VHOOHUV SOD\ D FRPSOHWHO\ SDVVLYH UROH DQG WKDW WKH EX\HU

DQG VHOOHU DJUHH WR WUDQVIHU WKH DVVHW DW D SULFH Q�

7KH FRQVXPPDWLRQ RI WKHVH DJUHHPHQWV EHWZHHQ EX\HUV DQG VHOOHUV UHTXLUHV WKDW WKH ZHDOWK�

FRQVWUDLQHG EX\HUV UHFHLYH nQDQFLQJ LQ WKH DPRXQW RI , � ��� Q�� VLQFH EX\HUV KROG RQO\ Qb , ! �

LQ FDVK� 7KLV nQDQFLQJ PD\ EH REWDLQHG IURP D OHQGHU� $OO OHQGHUV DUH SUHVXPHG WR EH LQGLYLGXDOO\

FDSDEOH RI nQDQFLQJ DOO SURMHFWV� 6LQFH RSSRUWXQLWLHV DUH RI VKRUW GXUDWLRQV� EX\HUV RQO\ KDYH WLPH

WR VHHN D ORDQ IURP RQH OHQGHU� ,Q WUDQVDFWLRQV LQYROYLQJ D VHUYLFH LQWHUPHGLDU\� EX\HUV ZLOO VHHN

DGYLFH IURP WKHLU VHUYLFH LQWHUPHGLDULHV DERXW ZKLFK OHQGHU WR DSSURDFK� ,I WKH OHQGHU GRHV QRW

SURYLGH nQDQFLQJ� WKH EX\HU PD\ OLTXLGDWH VRPH RI KLV ORQJ�WHUP DVVHWV LQHpFLHQWO\ WR SURYLGH WKH

UHTXLUHG nQDQFLQJ� 7KLV LQHpFLHQW OLTXLGDWLRQ KDV D FRVW F WR WKH EX\HU�

7KH OHQGHUV HYDOXDWH DOO ORDQ DSSOLFDWLRQV UHFHLYHG LQ RQH RI WZR ZD\V� $ VWDQGDUG HYDOXDWLRQ

ZLOO GLVWLQJXLVK JRRG EX\HUV IURP EDG RQHV� EXW UHTXLUHV VR PXFK WLPH WKDW RQO\ T
S
� ��� �� RI DOO

JRRG WUDQVDFWLRQV FDQ EH FRPSOHWHG VLQFH VRPH RSSRUWXQLWLHV ZLOO GLVDSSHDU GXH WR WKH SDVVLQJ RI

WLPH� 7R FRQGXFW D VWDQGDUG HYDOXDWLRQ� WKH OHQGHU PXVW H[HUW DQ XQYHULnDEOH HmRUW FRVW H� �
TY
� �

$Q H[SHGLWHG HYDOXDWLRQ DOVR GLVWLQJXLVKHV JRRG DQG EDG EX\HUV� EXW GRHV VR TXLFNO\ HQRXJK WKDW

DOO JRRG RSSRUWXQLWLHV PD\ EH H[SORLWHG� $Q H[SHGLWHG HYDOXDWLRQ UHTXLUHV DQ REVHUYDEOH EXW

XQYHULnDEOH HmRUW ZLWK FRVW H� � �H�� SY� � RQ WKH SDUW RI WKH OHQGHU�� ,W LV QRW NQRZQ LQ DGYDQFH WR
DQ\ SOD\HU ZKHWKHU DQ H[SHGLWHG HYDOXDWLRQ ZLOO EH UHTXLUHG IRU DQ\ SDUWLFXODU SRWHQWLDO WUDQVDFWLRQ�

,I WKH EX\HU LV GHWHUPLQHG WR EH JRRG E\ WKH OHQGHU DQG WKH RSSRUWXQLW\ LV VWLOO DYDLODEOH� WKH EX\HU

�$ YHU\ VLPLODU PRGHO ZRXOG DOORZ WKH EDQN WR H[HUW DGGLWLRQDO HmRUW LQ WKH HYDOXDWLRQ SURFHVV LI LW ZLVKHG WR
HQVXUH WKDW WKH FUHGLW TXDOLW\ RI PDUJLQDO W\SHV LV DOZD\V GHWHUPLQHG DQG QRW OHIW DPELJXRXV�

�



DQG WKH OHQGHU EDUJDLQ RYHU WKH LQWHUHVW UDWH RQ WKH ORDQ� ,Q WKH EDUJDLQLQJ JDPH� WKH OHQGHU DQG

WKH EX\HU ERWK VLPXOWDQHRXVO\ SURSRVH D UHSD\PHQW QH[W SHULRG IRU WKH ORDQ RI , WRGD\� ,I WKH

SURSRVHG DPRXQWV DUH LGHQWLFDO� WKHQ WKH ORDQ LV SURYLGHG RQ WKH DJUHHG WHUPV� ,I WKH OHQGHU DQG

EX\HU GLVDJUHH� WKH ORDQ LV QRW SURYLGHG� ,Q WKH DEVHQFH RI OHQGHU nQDQFLQJ� D EX\HU PD\ HOHFW WR

VHOI�nQDQFH� ZKLFK LQFXUV DQ LQHpFLHQW OLTXLGDWLRQ FRVW F WKDW LV GLVWULEXWHG XQLIRUPO\ RQ WKH UDQJH

>Y b q� Y � q@ �LQGHSHQGHQWO\ DFURVV VHUYLFH LQWHUPHGLDULHV�� IRU � � q � Y
� � ,I WKH WUDQVDFWLRQ LV

FRQVXPPDWHG� WKH VHUYLFH LQWHUPHGLDU\ UHFHLYHV D n[HG IHH � � I � Y
� �

7KH WLPLQJ RI WKH VWDJH JDPH LV DV IROORZV�

�� 7KH QXPEHU RI VKRUW�UXQ VHUYLFH LQWHUPHGLDULHV DQG WKH QXPEHU RI SRWHQWLDO WUDQVDFWLRQV DUH

H[RJHQRXVO\ GHWHUPLQHG�

�� 6HUYLFH LQWHUPHGLDULHV� ZKHQ HQJDJHG� DGYLVH WKH EX\HU WR DSSO\ WR D VSHFLnF OHQGHU�

�� (DFK EX\HU DSSOLHV IRU D ORDQ IURP RQH OHQGHU�

�� /HQGHUV GHFLGH ZKHWKHU WR HYDOXDWH HDFK ORDQ LQ D VWDQGDUG RU H[SHGLWHG PDQQHU� (YDOXDWLRQV

DUH WKHQ FRQGXFWHG�

�� /RDQV DUH DSSURYHG RU UHMHFWHG DQG EX\HUV DQG OHQGHUV EDUJDLQ RYHU WKH WHUPV RI DSSURYHG

ORDQV� 5HMHFWHG EX\HUV FKRRVH ZKHWKHU RU QRW WR VHOI�nQDQFH� 6HUYLFH LQWHUPHGLDULHV UHFHLYH

WKHLU IHHV LQ FRPSOHWHG WUDQVDFWLRQV�

�� ,Q WKH IROORZLQJ SHULRG� WKH DVVHW DFKLHYHV LWV QHZ YDOXH DQG WKH OHQGHU ORDQ LV SDLG Rm IURP

WKH YDOXH RI WKH DVVHW�

:H PDNH WKH IROORZLQJ SDUDPHWULF DVVXPSWLRQV� 7KH OHQGHU ZLOO QRW DSSURYH ORDQV ZLWKRXW

HYDOXDWLQJ WKHP�

S�Y � V� � ��b S���� � ,� ���

([SHGLWHG HYDOXDWLRQ LV H[�DQWH HpFLHQW�

�Sb T�Y ! H� b H�� ���

([SHGLWHG HYDOXDWLRQ LV QRW LQ WKH OHQGHU
V VKRUW�WHUP LQWHUHVW�

�Sb T�Y

�
� H� b H�� ���

�



:H DOVR SUHVXPH WKDW ORDQ DSSOLFDWLRQ DQG WUDQVDFWLRQ LQIRUPDWLRQ LV SULYDWH DQG LV RQO\ DYDLO�

DEOH WR EX\HUV� VHOOHUV� VHUYLFH LQWHUPHGLDULHV� DQG OHQGHUV ZKR SDUWLFLSDWH LQ WKH SDUWLFXODU WUDQV�

DFWLRQ�

,Q RXU nUVW UHVXOW� ZH VKRZ WKDW LI WKH GLVFRXQW IDFWRU LV VXpFLHQWO\ KLJK� WKHQ FRRSHUDWLYH

G\DGLF UHODWLRQVKLSV EHWZHHQ OHQGHUV DQG ORQJ�UXQ VHUYLFH LQWHUPHGLDULHV FDQ HPHUJH�

5HVXOW �� )RU VXpFLHQWO\ KLJK p � �� WKHUH LV D VXEJDPH SHUIHFW HTXLOLEULXP RI WKH OHQGLQJ JDPH

LQ ZKLFK

�� $ VHW RI LF ! � FRRSHUDWLYH ORQJ�UXQ VHUYLFH LQWHUPHGLDULHV IROORZ D VWUDWHJ\ RI DGYLVLQJ

DOO WKHLU FOLHQWV WR UHTXHVW ORDQV IURP RQH VSHFLnF OHQGHU� ZKHUH WKLV OHQGHU PD\ GLmHU DFURVV VHU�

YLFH LQWHUPHGLDULHV� DV ORQJ DV WKH VHUYLFH LQWHUPHGLDU\ KDV GRQH VR LQ HYHU\ SUHYLRXV SHULRG DQG

WKH OHQGHU KDV H[SHGLWHG DOO WKH ORDQ UHTXHVWV HYHU PDGH E\ LWV FOLHQWV� 2WKHUZLVH� WKH VHUYLFH LQ�

WHUPHGLDU\ IROORZV D PL[HG VWUDWHJ\ RI UHFRPPHQGLQJ WKDW KLV FOLHQWV VHHN ORDQV IURP HYHU\ RWKHU

�QRQ�G\DGLF� OHQGHU ZLWK HTXDO SUREDELOLW\� $ FRRSHUDWLYH ORQJ�UXQ VHUYLFH LQWHUPHGLDU\ LV VDLG WR

EH LQ D G\DGLF UHODWLRQVKLS ZLWK WKH JLYHQ OHQGHU WR ZKLFK LW GLUHFWV DOO LWV FXVWRPHUV� $OO VKRUW�UXQ

VHUYLFH LQWHUPHGLDULHV DQG LQF  L b LF ! � QRQ�FRRSHUDWLYH ORQJ�UXQ VHUYLFH LQWHUPHGLDULHV SOD\ D

PL[HG VWUDWHJ\ RI DGYLVLQJ WKHLU EX\HUV WR VHHN D ORDQ IURP HDFK OHQGHU ZLWK HTXDO SUREDELOLW\�

�� $OO EX\HUV IROORZ WKH DGYLFH RI WKHLU VHUYLFH LQWHUPHGLDULHV� DQG EX\HUV LQ GHDOV ZLWKRXW D

VHUYLFH LQWHUPHGLDU\ IROORZ D PL[HG VWUDWHJ\ RI DSSO\LQJ IRU D ORDQ IURP HDFK OHQGHU ZLWK HTXDO

SUREDELOLW\�

�� $ OHQGHU LQ D G\DGLF UHODWLRQVKLS ZLWK D FRRSHUDWLYH ORQJ�UXQ VHUYLFH LQWHUPHGLDU\ H[SHGLWHV

DOO WKH ORDQ UHTXHVWV PDGH E\ WKH FOLHQWV RI WKLV VHUYLFH LQWHUPHGLDU\� DQG DSSURYHV DOO ORDQ UHTXHVWV

IURP JRRG EX\HUV� DV ORQJ DV DW OHDVW RQH FOLHQW RI WKH VHUYLFH LQWHUPHGLDU\ KDV DSSURDFKHG WKH OHQGHU

LQ HDFK SHULRG� ,I LQ DQ\ SHULRG QRQH RI WKH VHUYLFH LQWHUPHGLDU\
V FOLHQWV KDV UHTXHVWHG D ORDQ� RU

LI WKH OHQGHU KDV HYHU HYDOXDWHG RQH RI WKH VHUYLFH LQWHUPHGLDU\
V FOLHQW
V ORDQ DSSOLFDWLRQV LQ WKH

VWDQGDUG PDQQHU� WKHQ LQ DOO VXEVHTXHQW SHULRGV WKH OHQGHU HYDOXDWHV DOO WKH VHUYLFH LQWHUPHGLDU\
V

FOLHQWV
 ORDQ UHTXHVWV LQ WKH VWDQGDUG PDQQHU DQG DSSURYHV DOO ORDQV UHTXHVWHG E\ JRRG EX\HUV� $OO

ORDQ UHTXHVWV UHFRPPHQGHG E\ D FRRSHUDWLYH VHUYLFH LQWHUPHGLDU\ QRW LQ D G\DGLF UHODWLRQVKLS ZLWK

WKH OHQGHU� D QRQ�FRRSHUDWLYH ORQJ�UXQ VHUYLFH LQWHUPHGLDU\� RU D VKRUW�UXQ VHUYLFH LQWHUPHGLDU\ RU

PDGH E\ D EX\HU KLPVHOI ZLWKRXW D VHUYLFH LQWHUPHGLDU\� DUH HYDOXDWHG LQ WKH VWDQGDUG PDQQHU DQG

DSSURYHG LI WKH EX\HU LV JRRG�

�



�� 7KH RXWFRPH RI WKH EDUJDLQLQJ JDPH EHWZHHQ D OHQGHU DQG D JRRG EX\HU LV WKDW WKH OHQGHU

JUDQWV D ORDQ LQ WKH DPRXQW RI , WKDW KDV D SURPLVHG UHSD\PHQW LQ WKH QH[W SHULRG RI
,� Y

�
p

� *RRG

EX\HUV ZKR ZHUH WXUQHG GRZQ IRU D ORDQ VHOI�nQDQFH LI F � Y LI WKH\ KDYH QR VHUYLFH LQWHUPHGLDU\

DQG LI F � Y b I LI WKH\ KDYH D VHUYLFH LQWHUPHGLDU\�

$ SURRI LV JLYHQ LQ $SSHQGL[ $�

,Q RXU VHFRQG UHVXOW� ZH VKRZ WKDW OHQGHUV ZLOO QRW FRRSHUDWH ZLWK DQ\ VKRUW�UXQ SOD\HU�

5HVXOW �� )RU QR YDOXH RI p LV WKHUH D 1DVK HTXLOLEULXP RI WKH OHQGLQJ JDPH LQ ZKLFK D OHQGHU

SURYLGHV DQ H[SHGLWHG HYDOXDWLRQ RI WKH DSSOLFDWLRQ RI D EX\HU ZLWKRXW D VHUYLFH LQWHUPHGLDU\ RU RI

WKH DSSOLFDWLRQ RI D FOLHQW RI D VKRUW�UXQ VHUYLFH LQWHUPHGLDU\�

$ SURRI LV JLYHQ LQ $SSHQGL[ $�

7KH HTXLOLEULXP GHVFULEHG LQ 5HVXOW � LV UREXVW WR FKDQJHV LQ WKH VWUXFWXUH RI WKH OHQGLQJ JDPH

WKDW PDNH PRUH LQIRUPDWLRQ SXEOLF� 7KH VWUDWHJLHV GHVFULEHG FRQVWLWXWH DQ HTXLOLEULXP LQ JDPHV

LQ ZKLFK WUDQVDFWLRQV GDWD LV PDGH DYDLODEOH WR DOO ORQJ�UXQ SOD\HUV RU� LQGHHG� DOO SOD\HUV� 7KH

LQWXLWLRQ XQGHUO\LQJ 5HVXOW � WKDW FRRSHUDWLRQ EHWZHHQ OHQGHUV DQG VKRUW�UXQ SOD\HUV LV XQOLNHO\ WR

HPHUJH DOVR KROGV XQGHU YDU\LQJ LQIRUPDWLRQ VWUXFWXUHV� DV ORQJ DV VRPH LQIRUPDWLRQ VXFK DV WKH

QXPEHU RI ORDQ DSSOLFDWLRQV UHFHLYHG E\ D OHQGHU UHPDLQV SULYDWH� ,Q DOPRVW DOO VHWWLQJV WKLV LV OLNHO\

WR KROG� )RU H[DPSOH� FRQVLGHU D PRGHO LQ ZKLFK DOO KLVWRULFDO WUDQVDFWLRQV GDWD LV DYDLODEOH WR DOO

SOD\HUV� EXW WKH QXPEHU RI ORDQ DSSOLFDWLRQV UHFHLYHG E\ D OHQGHU LV SULYDWH� ,I WKH YDULDWLRQ LQ WKH

QXPEHU RI DSSOLFDWLRQV LV VXpFLHQWO\ ODUJH� WKHQ WKH LQIRUPDWLRQ FRQWHQW RI WKH SXEOLF WUDQVDFWLRQV

GDWD ZLOO EH LQDGHTXDWH WR VXVWDLQ FRRSHUDWLRQ EHWZHHQ OHQGHUV DQG VKRUW�UXQ SOD\HUV �.DQGRUL

�������� (TXLOLEULD LQ ZKLFK OHQGHUV DQG ORQJ�UXQ VHUYLFH LQWHUPHGLDULHV FRRSHUDWH ZLOO� KRZHYHU�

FRQWLQXH WR H[LVW�

7KLV PRGHO IRFXVHV RQ WKH VHUYLFH LQWHUPHGLDU\
V UROH LQ DLGLQJ KLV FOLHQWV LQ VHFXULQJ ORDQV� EXW

VHUYLFH LQWHUPHGLDULHV DOVR SHUIRUP RWKHU VHUYLFHV VXFK DV PDUNHWLQJ DVVLVWDQFH� FRQVXOWLQJ� OHJDO

DGYLFH� HWF�� DQG LW LV RIWHQ WKHVH RWKHU VHUYLFHV ZKLFK WKH FOLHQW LV SULPDULO\ LQWHUHVWHG LQ REWDLQLQJ�

)RU VRPH EX\HUV �H�J�� LPSDWLHQW EX\HUV ZLWK ORZ GLVFRXQW IDFWRUV� WKH YDOXH RI WKHVH VHUYLFHV H[FHHGV

WKH VHUYLFH LQWHUPHGLDWLRQ IHH DQG WKH\ HQJDJH WKH VHUYLFH LQWHUPHGLDU\� 2WKHU EX\HUV HOHFW QRW WR

SD\ IRU D VHUYLFH LQWHUPHGLDU\� 7KH LQGLUHFW IRUP GHVFULEHG RI WKH FRRSHUDWLRQ� LQ ZKLFK OHQGHUV

UHZDUG VHUYLFH LQWHUPHGLDULHV IRU EXVLQHVV E\ H[SHGLWLQJ WKHLU FOLHQWV
 ORDQ DSSOLFDWLRQV UDWKHU WKDQ

WKURXJK GLUHFW SD\PHQWV� VNLUWV WKH PRUDO KD]DUG LVVXHV DQG OHJDO UHVWULFWLRQV DVVRFLDWHG ZLWK VXFK

�



SD\PHQWV�� $V D UHVXOW RI WKHVH FRQFHUQV� VHUYLFH LQWHUPHGLDU\�OHQGHU UHODWLRQVKLSV DUH XVXDOO\

LQIRUPDO� WKRXJK VRPH VHUYLFH LQWHUPHGLDULHV DQG OHQGHUV KDYH HVWDEOLVKHG IRUPDO MRLQW YHQWXUHV

�6WDKO ��������

$� $Q $SSOLFDWLRQ WR &RPPHUFLDO 5HDO (VWDWH

:H ZLOO QRZ GHYHORS LPSOLFDWLRQV IURP WKH WKHRU\ IRU RXU FRPPHUFLDO UHDO HVWDWH GDWD LQ RUGHU WR

WHVW LWV LPSOLFDWLRQV� +HUH� ZH FDQ YLHZ WKH VHUYLFH LQWHUPHGLDULHV DV EURNHUV DQG WKH OHQGHUV DV

EDQNV� :H ZLOO SUHVXPH WKDW 5HVXOW � GHVFULEHV WKH HTXLOLEULXP� *RRG EX\HUV ZKR GR QRW XVH

EURNHUV UHFHLYH EDQN ORDQV ZLWK SUREDELOLW\ T
S
� 7KRVH ZKR GR QRW UHFHLYH EDQN ORDQV VHOI�nQDQFH

ZLWK SUREDELOLW\ �� � 7KLV LPSOLHV WKDW RI QRQ�EURNHUHG FRPSOHWHG WUDQVDFWLRQV� D IUDFWLRQ
�T
T�S UHFHLYH

EDQN nQDQFLQJ� 6LQFH EDQNV H[SHGLWH WKH ORDQ DSSOLFDWLRQV RI WKH FOLHQWV RI FRRSHUDWLYH ORQJ�UXQ

EURNHUV� DOO FRPSOHWHG WUDQVDFWLRQV RI WKHVH EX\HUV UHFHLYH EDQN ORDQV� 7KH JRRG FOLHQWV RI EURNHUV

ZKR GR QRW FRRSHUDWH ZLWK D EDQN �ZKHWKHU VKRUW�UXQ RU ORQJ�UXQ�� UHFHLYH EDQN nQDQFLQJ ZLWK

SUREDELOLW\ T
S
� 7KRVH ZKR GR QRW UHFHLYH EDQN ORDQV VHOI�nQDQFH ZLWK SUREDELOLW\ PD[IqbI��J

�q � ZKLFK

LPSOLHV WKDW �Tq
T��qbPD[IqbI��J��S�PD[IqbI��J� RI WKH FRPSOHWHG WUDQVDFWLRQV RI WKHVH EX\HUV UHFHLYH

EDQN nQDQFH� 7KH LQHTXDOLWLHV

� w �Tq

T��qbPD[Iqb I� �J� � S�PD[Iqb I� �J� !
�T

T � S
���

SURYLGH XV ZLWK RXU nUVW SUHGLFWLRQ�

3UHGLFWLRQ �� %URNHUHG GHDOV DUH PRUH OLNHO\ WR UHFHLYH QHZ EDQN nQDQFLQJ�

7KH FOLHQWV RI EURNHUV LQ FRRSHUDWLYH UHODWLRQVKLSV ZLWK EDQNV UHFHLYH H[SHGLWHG HYDOXDWLRQV

RI WKHLU ORDQV ZKLFK OHDGV WR PRUH DSSURYDOV� &OLHQWV RI EURNHUV ZKR GR QRW KDYH FRRSHUDWLYH

UHODWLRQVKLSV GR QRW HQMR\ SUHIHUHQWLDO DFFHVV WR ORDQV� EXW WKH\ DUH OHVV ZLOOLQJ WR VHOI�nQDQFH WKDQ

EX\HUV LQ QRQ�EURNHUHG WUDQVDFWLRQV� VLQFH WKH\ PXVW SD\ D EURNHU
V FRPPLVVLRQ LQ DGGLWLRQ WR

�6HUYLFH LQWHUPHGLDULHV ZKR UHFHLYH UHIHUUDO IHHV IURP OHQGHUV PLJKW EH LQFOLQHG WR GLUHFW WKHLU FOLHQWV WR WKH OHQGHUV
ZLWK WKH KLJKHVW IHHV� UDWKHU WKDQ WKH EHVW ORDQ WHUPV� $V D UHVXOW� FOLHQWV ZRXOG GLVUHJDUG WKH DGYLFH RI WKHLU VHUYLFH
LQWHUPHGLDULHV� ,Q WKH FRRSHUDWLRQ PRGHO SUHVHQWHG LQ WKLV VHFWLRQ� FOLHQWV VKDUH LQ WKH EHQHnW JLYHQ E\ WKH OHQGHU
�KLJKHU ORDQ DFFHSWDQFH UDWHV�� DQG ZLOO WKHUHIRUH DFFHSW WKHLU VHUYLFH LQWHUPHGLDU\
V UHFRPPHQGDWLRQ� )URP D OHJDO
SHUVSHFWLYH� IRUPDO UHODWLRQV EHWZHHQ OHQGHUV DQG FHUWDLQ VHUYLFH LQWHUPHGLDULHV DUH RIWHQ SURKLELWHG� )RU H[DPSOH�
LQ WKH UHDO HVWDWH PDUNHW OHQGHUV DQG EURNHUV DUH JRYHUQHG E\ WKH DPELJXRXV 5HDO (VWDWH 6HWWOHPHQW 3URFHGXUHV $FW
�5(63$� RI ����� 5(63$ ZDV LQWHUSUHWHG WR SURKLELW OHQGHUV IURP SD\LQJ IHHV WR VHUYLFH LQWHUPHGLDULHV LQ H[FKDQJH
IRU FRPPHUFLDO ORDQ EXVLQHVV� &HUWDLQ IRUPDO SDUWQHUVKLSV EHWZHHQ EURNHUV DQG OHQGHUV ZHUH SHUPLWWHG� 5HJXODWRU\
FKDQJHV HQDFWHG LQ ���� E\ WKH 'HSDUWPHQW RI +RXVLQJ DQG 8UEDQ 'HYHORSPHQW H[SOLFLWO\ H[HPSWHG FRPPHUFLDO
ORDQV IURP WKH 5(63$ SURYLVLRQV �$%$ %DQN &RPSOLDQFH ����� 0DUFK ������

��



HQJDJLQJ LQ FRVWO\ VHOI�nQDQFLQJ� $V D UHVXOW� EX\HUV ZLWK QRQ�FRRSHUDWLQJ EURNHUV DUH DOVR PRUH

OLNHO\ WR XVH EDQN nQDQFH LQ FRPSOHWHG WUDQVDFWLRQV WKDQ EX\HUV ZLWKRXW EURNHUV�

,Q WKH HTXLOLEULXP GHVFULEHG LQ 5HVXOW �� FRRSHUDWLQJ EURNHUV VHQG DOO WKHLU FOLHQWV WR RQH VSHFLnF

EDQN� &RRSHUDWLRQ LV VXVWDLQHG E\ UHSHDWHG LQWHUDFWLRQ EHWZHHQ WKH EURNHU DQG WKH EDQN� 7KH EDQN

LV DEOH WR YHULI\ HDFK SHULRG WKDW WKH EURNHU LV VHQGLQJ LW DW OHDVW RQH EX\HU� ,Q PRUH JHQHUDO VHWWLQJV�

EURNHUV PD\ FRRSHUDWH ZLWK D IHZ EDQNV� EXW UHODWLRQVKLSV FDQ RQO\ EH PDLQWDLQHG ZLWK D VPDOO

QXPEHU RI EDQNV�

3UHGLFWLRQ �� %URNHUV ZLOO FRQFHQWUDWH WKHLU GHDOV DPRQJ D VPDOO QXPEHU RI EDQNV�

,Q WKH HTXLOLEULXP LQ 5HVXOW �� WKHUH DUH ERWK FRRSHUDWLQJ DQG QRQ�FRRSHUDWLQJ EURNHUV� 2QO\

FRRSHUDWLQJ EURNHUV LQFUHDVH WKHLU FOLHQWV
 SUREDELOLW\ RI UHFHLYLQJ D EDQN ORDQ� &RRSHUDWLQJ EURNHUV

ZLOO KDYH D ORQJ KLVWRU\ RI GHDOLQJ ZLWK RQH EDQN�

3UHGLFWLRQ �� %URNHUV ZLWK VWURQJ EDQN UHODWLRQVKLSV ZLOO KDYH D ODUJHU HmHFW RQ WKH JUDQWLQJ

RI EDQN ORDQV WKDQ WKH DYHUDJH EURNHU�

&RRSHUDWLQJ EDQNV ZLOO KDYH UHODWLRQVKLSV ZLWK VSHFLnF EDQNV� ,Q WKH HTXLOLEULXP RI 5HVXOW ��

FRRSHUDWLQJ EURNHUV VHQG DOO WKHLU FOLHQWV WR RQH EDQN� 1RQ�FRRSHUDWLQJ EURNHUV� ERWK VKRUW�UXQ

DQG ORQJ�UXQ� VHQG WKHLU FOLHQWV WR DOO EDQNV ZLWK HTXDO SUREDELOLW\� %URNHUV ZKR KDYH GHDOW ZLWK D

EDQN IRU PXOWLSOH SHULRGV DUH OLNHO\ WR EH FRRSHUDWLQJ EDQNV ZKR ZLOO VHQG DOO WKHLU FOLHQWV WR WKH

VDPH EDQN LQ WKH IXWXUH� DV ZHOO� 7KH HPSLULFDO DQDORJ IRU WKLV LV WKDW EURNHUV DQG EDQNV ZLWK ORQJ

UHODWLRQVKLSV VKRXOG EH H[SHFWHG WR GR PRUH EXVLQHVV ZLWK HDFK RWKHU WKDQ ZLWK DJHQWV ZLWK ZKRP

WKH\ KDYH VKRUW UHODWLRQVKLSV�

3UHGLFWLRQ �� %URNHUV ZLOO GLUHFW D JUHDWHU SURSRUWLRQ RI WKHLU FOLHQWV WR EDQNV ZLWK ZKRP WKH\

KDYH ORQJHU UHODWLRQVKLSV�

%DQNV H[SHGLWH WKH ORDQ HYDOXDWLRQ SURFHVV IRU WKH FOLHQWV RI FRRSHUDWLQJ EURNHUV ZLWK ZKRP

WKH\ KDYH ORQJ UHODWLRQVKLSV� 7KLV UHVXOWV LQ PRUH ORDQ DSSURYDOV IRU WKHVH EX\HUV� %DQNV GR QRW

SHUIRUP WKLV VHUYLFH IRU WKH FOLHQWV RI EURNHUV ZLWK ZKRP WKH\ KDYH D VKRUW�WHUP UHODWLRQVKLS�

3UHGLFWLRQ �� %DQNV ZLOO RmHU PRUH ORDQV WR WKH FOLHQWV RI EURNHUV ZLWK ZKRP WKH\ KDYH ORQJHU

UHODWLRQVKLSV�

��



,Q WKH HTXLOLEULXP GHVFULEHG DERYH� VKRUW�UXQ EURNHUV GR QRW GHYHORS FRRSHUDWLYH UHODWLRQVKLSV

ZLWK EDQNV� 5HVXOW � VKRZV WKDW LW LV YHU\ KDUG IRU VXFK FRRSHUDWLRQ WR DULVH LQ HTXLOLEULXP� 2QO\

ORQJ�UXQ EURNHUV FRRSHUDWH ZLWK EDQNV DQG UDLVH WKHLU FOLHQWV
 ORDQ DSSURYDO UDWHV�

3UHGLFWLRQ �� %URNHUV ZKR KDYH SDUWLFLSDWHG LQ WKH PDUNHW IRU D ORQJHU SHULRG RI WLPH ZLOO

KDYH D ODUJHU HmHFW RQ WKH JUDQWLQJ RI EDQN ORDQV WKDQ WKH DYHUDJH EURNHU�

%X\HUV VHHNLQJ nQDQFLQJ PD\ DOVR DSSURDFK D VHFRQG VRXUFH RI ORDQV� WKH VHOOHU RI WKH SURSHUW\�

6HOOHUV DUH OHVV GLYHUVLnHG WKDQ EDQNV� DQG ORDQV E\ VHOOHUV DUH LQHpFLHQW IURP D GLYHUVLnFDWLRQ

VWDQGSRLQW� 6XFK ORDQV PXVW RmHU XQDWWUDFWLYH WHUPV WR FRPSHQVDWH VHOOHUV IRU WKH LGLRV\QFUDWLF

ULVN WKDW WKH\ EHDU� $V D UHVXOW� VXFK ORDQV� NQRZQ DV YHQGRU�WR�EX\HU �97%� ORDQV� DUH OHVV

DWWUDFWLYH WR EX\HUV EXW PD\ EH XVHG WR FRPSOHWH WUDQVDFWLRQV��

:H PD\ LQFRUSRUDWH 97% ORDQV LQWR WKH PRGHO E\ DVVXPLQJ WKDW VRPH VHOOHUV DUH OLTXLGLW\

FRQVWUDLQHG DQG DSSO\ D GLVFRXQW IDFWRU n � p WR QH[W SHULRG
V FDVK oRZV� ,I WKH EX\HU KDV EHHQ

UHMHFWHG E\ D EDQN� KH PD\ VHHN VHOOHU nQDQFLQJ� 7KH VHOOHU FDQQRW HYDOXDWH WKH EX\HU DQG KDV D

ORZ GLVFRXQW IDFWRU DQG ZLOO WKHUHIRUH GHPDQG D KLJK LQWHUHVW UDWH� EXW IRU , VXpFLHQWO\ ORZ �L�H��

ZKHQ WKH EX\HU SURYLGHV PRVW RI WKH VDOHV SULFH LQ FDVK� DQG IRU SbT
�bT VXpFLHQWO\ ODUJH �L�H�� PDQ\

JRRG EX\HUV DUH UHMHFWHG E\ EDQNV�� WKHUH DUH HTXLOLEULD LQ ZKLFK WKH VHOOHU SURYLGHV nQDQFH� $

EX\HU ZKR KDV D EURNHU LV OLNHOLHU WR KDYH EHHQ UHMHFWHG E\ WKH EDQN EHFDXVH KH LV D EDG W\SH� $

VHOOHU ZLOO EH ZLOOLQJ WR RmHU OHVV nQDQFH WR VXFK D EX\HU� 7KDW LV� RQO\ IRU VPDOOHU YDOXHV RI , ZLOO

VHOOHUV nQDQFH EX\HUV ZLWK EURNHUV LQ HTXLOLEULXP�

3UHGLFWLRQ �� :KHQ WKH EX\HU GRHV QRW UHFHLYH EDQN nQDQFLQJ� WKH VL]H RI 97% ORDQV ZLOO EH

VPDOOHU LQ EURNHUHG GHDOV WKDQ LQ QRQ�EURNHUHG GHDOV�

)LQDOO\� VLQFH EDQNV PXVW W\SLFDOO\ DSSURYH WKH DVVXPSWLRQ RI DQ H[LVWLQJ PRUWJDJH RQ D SURSHUW\

E\ D QHZ EX\HU� EURNHU�EDQN UHODWLRQVKLSV VKRXOG DOVR HQFRXUDJH EDQNV WR SHUPLW WKH DVVXPSWLRQ

RI ROG PRUWJDJHV� 7KLV ZLOO RQO\ DSSO\ LI WKH EURNHU KDSSHQV WR KDYH D UHODWLRQVKLS ZLWK WKH EDQN

KROGLQJ WKH SUHYLRXV PRUWJDJH RQ WKH SURSHUW\� ,W PD\ EH WKH FDVH� KRZHYHU� WKDW WKH VHOOHU ZLOO

�,Q SULYDWH FRQYHUVDWLRQV� EURNHUV H[SODLQHG WKDW 97% nQDQFH ZDV W\SLFDOO\ RQO\ SURmHUHG LI WKH EX\HU FRXOG QRW
VHFXUH EDQN nQDQFH� 1RWKDIW DQG :HVWIDOO ������ DUJXH WKDW VHOOHU nQDQFH LQ WKH UHVLGHQWLDO UHDO HVWDWH PDUNHW LV
RIWHQ XVHG E\ EX\HUV RQO\ XQWLO WKH\ nQG EDQN nQDQFH RQ EHWWHU WHUPV WKDQ WKRVH DYDLODEOH ZKHQ WKH WUDQVDFWLRQ
ZDV FRPSOHWHG� =LQQ ����������� DQG :LOGHU ������ LQGLFDWH WKDW VHOOHU nQDQFH LV XVHG DV nQDQFLQJ RI ODVW UHVRUW LQ
FRPPHUFLDO UHDO HVWDWH� *DUPDLVH DQG 0RVNRZLW] �����D� SURYLGH HYLGHQFH WKDW VHOOHU nQDQFLQJ LV QRW XVHG WR UHGXFH
LQIRUPDWLRQ DV\PPHWULHV�

��



FKRRVH KLV EURNHU ZLWK WKLV FULWHULRQ LQ PLQG� RU WKDW WKH VHOOHU ZLOO UHFHLYH D EURNHU UHFRPPHQGDWLRQ

IURP KLV EDQN� ,Q ERWK WKHVH FDVHV� D EURNHU�EDQN UHODWLRQVKLS LV SRVVLEOH DQG ZLOO LPSURYH WKH

SUREDELOLW\ WKDW ORDQ DVVXPSWLRQ ZLOO EH SHUPLWWHG� LQ DQDORJ\ ZLWK WKH PRGHO RI QHZ EDQN ORDQV

JLYHQ HDUOLHU�

3UHGLFWLRQ �� %URNHUHG GHDOV DUH PRUH OLNHO\ WR UHFHLYH DVVXPHG PRUWJDJH nQDQFLQJ�

,,,� 'DWD DQG 0HWKRGRORJ\

$� 7KH 8�6� &RPPHUFLDO 5HDO (VWDWH 0DUNHW

2XU VDPSOH FRQVLVWV RI FRPPHUFLDO UHDO HVWDWH WUDQVDFWLRQV GUDZQ IURP DFURVV WKH 8�6� RYHU WKH

SHULRG -DQXDU\ �� ���� WR 0DUFK ��� ���� IURP &2036�FRP� D OHDGLQJ SURYLGHU RI FRPPHUFLDO

UHDO HVWDWH VDOHV GDWD�� 2I WKH ������ FRPPHUFLDO UHDO HVWDWH WUDQVDFWLRQV UHSRUWHG RYHU RXU VDPSOH

SHULRG� ������ PHW RXU LQLWLDO GDWD UHTXLUHPHQWV �L�H�� UHFRUGHG VDOH SULFH� nQDQFLQJ GDWD� LGHQWLWLHV

RI SULQFLSDOV� SURSHUW\ ORFDWLRQ� DQG LQIRUPDWLRQ RQ EURNHU DFWLYLW\�� 7KH GDWD VSDQ �� VWDWHV�

&DOLIRUQLD� 1HYDGD� 2UHJRQ� 0DVVDFKXVHWWV� 0DU\ODQG� 9LUJLQLD� 7H[DV� *HRUJLD� 1HZ <RUN� ,OOLQRLV�

DQG &RORUDGR� DV ZHOO DV WKH 'LVWULFW RI &ROXPELD� &2036 DWWHPSWV WR FRPSUHKHQVLYHO\ FDSWXUH

SURSHUW\ VDOHV DFURVV DOO UHJLRQV ZLWKLQ WKH VWDWHV� UDWKHU WKDQ IRFXV H[FOXVLYHO\ RQ WKH ODUJHVW

PHWURSROLWDQ DUHDV� 'HnQLQJ WKH ?FLW\ FHQWHU� DV WKH ODUJHVW FLW\ RU FLWLHV LQ HDFK VWDWH�� 7DEOH ,

UHSRUWV WKDW IHZHU WKDQ KDOI RI DOO WUDQVDFWLRQV RFFXU LQ FLW\ FHQWHUV� 9DULRXV SURSHUW\ W\SHV DUH

DOVR FRYHUHG E\ &2036� :H JURXS SURSHUWLHV LQWR WKUHH PXWXDOO\ H[FOXVLYH W\SHV� DSDUWPHQWV

�GHnQHG DV PXOWL�IDPLO\ GZHOOLQJV� DSDUWPHQW FRPSOH[HV� FRQGRPLQLXPV� DQG WRZQKRXVHV�� YDFDQW

ODQG� DQG FRPPHUFLDO DQG LQGXVWULDO EXLOGLQJV� FRPSULVLQJ DERXW �� SHUFHQW� �� SHUFHQW� DQG ��

SHUFHQW RI SURSHUW\ VDOHV� UHVSHFWLYHO\�

$�� 3URSHUW\ &KDUDFWHULVWLFV

7DEOH , UHSRUWV VXPPDU\ VWDWLVWLFV RQ WKH 8�6� FRPPHUFLDO UHDO HVWDWH PDUNHW� 3DQHO $ FRQWDLQV

JHQHUDO LQIRUPDWLRQ DERXW WKH SURSHUWLHV� 7KH PHDQ DJH RI DOO SURSHUWLHV LV ���� \HDUV� ZLWK ROGHU

�&2036 FROOHFWV GDWD RQ FRPPHUFLDO UHDO HVWDWH WUDQVDFWLRQV E\ FRQWDFWLQJ EX\HUV� VHOOHUV� DQG EURNHUV� DQG WKHQ
FRQnUPV WKHLU UHSRUWV ZLWK HDFK RI WKHVH SDUWLHV� 7KH &2036 GDWD DUH FRQVLGHUHG YHU\ DFFXUDWH LQ WKH LQGXVWU\�
DQG SURYLGH LQIRUPDWLRQ RQ VDOH SULFHV� LQFRPH DQG H[SHQVHV� nQDQFLQJ GDWD� SURSHUW\ W\SHV� DQG EX\HU� VHOOHU� DQG
EURNHU GHWDLOV�

�7KH FLW\ FHQWHUV IRU HDFK VWDWH DUH GHnQHG DV IROORZV� &$^/RV $QJHOHV DQG 6DQ )UDQFLVFR� 19^/DV 9HJDV� 25^
3RUWODQG� 0$^%RVWRQ� 0'^%DOWLPRUH DQG '& DUHD� 9$^'& DUHD� 7;^$XVWLQ DQG 'DOODV� *$^$WODQWD� 1<^1HZ
<RUN FLW\� ,/^&KLFDJR� &2^'HQYHU� 6DQ 'LHJR� &$ DQG +RXVWRQ� 7; ZHUH QRW FRYHUHG E\ &2036 RYHU WKH VDPSOH
SHULRG�

��



SURSHUWLHV UHVLGLQJ LQ FLWLHV ����� \HDUV� DQG \RXQJHU SURSHUWLHV ORFDWHG RXWVLGH RI PDMRU FLWLHV ���

\HDUV�� :H IXUWKHU LGHQWLI\ SURSHUWLHV ZLWK LPPLQHQW SODQQHG GHYHORSPHQW E\ DVVXPLQJ WKDW SXU�

FKDVLQJ GHYHORSPHQW nUPV SODQ WR GHYHORS WKH SURSHUW\ LQ WKH LPPHGLDWH IXWXUH� ,Q DGGLWLRQ� ZH

SUHVXPH WKDW SURSHUWLHV WKDW DUH ]RQHG ?38'� �SODQQHG XQLW GHYHORSPHQW�� DUH VFKHGXOHG IRU LP�

PHGLDWH GHYHORSPHQW� $SSUR[LPDWHO\ ��� SHUFHQW RI SURSHUW\ VDOHV DUH VFKHGXOHG IRU GHYHORSPHQW�

ZLWK D PXFK KLJKHU IUDFWLRQ ����� SHUFHQW� IRU YDFDQW ODQG GHDOV� 0RUH GHYHORSPHQW RFFXUV RXWVLGH

RI PDMRU FLWLHV DQG DPRQJ ODUJHU GHDOV� 3DQHO $ DOVR UHSRUWV WKH FDSLWDOL]DWLRQ UDWH �FDS UDWH� RQ

WKH SURSHUWLHV� ZKLFK LV GHnQHG DV QHW RSHUDWLQJ LQFRPH GLYLGHG E\ WKH VDOH SULFH� 7KH DYHUDJH

SURSHUW\ HDUQV ���� FHQWV LQ LQFRPH SHU GROODU RI YDOXH� 7KLV UDWLR LV VOLJKWO\ KLJKHU IRU DSDUWPHQWV�

&2036 DOVR SURYLGHV HLJKW GLJLW ODWLWXGH DQG ORQJLWXGH FRRUGLQDWHV RI WKH SURSHUW\
V ORFDWLRQ�

)URP WKHVH� ZH FRQVWUXFW FKDUDFWHULVWLFV RI WKH ORFDO PDUNHW LQ ZKLFK HDFK SURSHUW\ UHVLGHV� )RU

LQVWDQFH� D FULPH VFRUH LQGH[ IRU HDFK SURSHUW\ ORFDWLRQ LV SURYLGHG XVLQJ FULPH GDWD IURP &$3

,QGH[� ,QF� (LJKW GLJLW ODWLWXGH DQG ORQJLWXGH FRRUGLQDWHV DUH SUHFLVH WR ZLWKLQ �� PHWHUV� DQG

&$3 ,QGH[� ,QF� SURYLGHV FULPH UDWH GDWD IRU WKLV OHYHO RI UHnQHPHQW� 7KXV� ZH REWDLQ D SURSHUW\

VSHFLnF FULPH VFRUH� ZKHUH SURSHUWLHV RQ WKH VDPH FLW\ EORFN FDQ DQG RIWHQ GR KDYH GLmHUHQW FULPH

VFRUHV�� 7KH FULPH VFRUHV PHDVXUH WKH SUREDELOLW\ WKDW D FHUWDLQ FULPH ZLOO EH FRPPLWWHG LQ D JLYHQ

ORFDWLRQ UHODWLYH WR QDWLRQDO DQG ORFDO �FRXQW\� OHYHOV RI FULPH� )RU H[DPSOH� D ORFDO FULPH VFRUH RI

� PHDQV WKDW WKH OLNHOLKRRG RI D SDUWLFXODU FULPH EHLQJ FRPPLWWHG LV WKH VDPH LQ WKH ORFDWLRQ DV

WKH FRXQW\ DYHUDJH� &ULPH VFRUHV UDQJH IURP ��� WR ��� &$3 ,QGH[� ,QF� VFRUHV WKH VHYHQ FULPHV

OLVWHG LQ WKH )%,
V 8QLIRUP &ULPH 5HSRUWV �8&5� DV 3DUW � 2mHQVHV� 7KHVH DUH KRPLFLGH� UDSH�

UREEHU\� DJJUDYDWHG DVVDXOW� EXUJODU\� ODUFHQ\� DQG PRWRU YHKLFOH WKHIW� 7KHVH FULPHV DUH FODVVLnHG

LQWR WZR FDWHJRULHV� &ULPHV DJDLQVW SHUVRQV �KRPLFLGH� UDSH� UREEHU\� DJJUDYDWHG DVVDXOW�� DQG

FULPHV DJDLQVW SURSHUW\ �EXUJODU\� ODUFHQ\� PRWRU YHKLFOH WKHIW���� )RU EUHYLW\� DQG GXH WR WKH KLJK

FRUUHODWLRQ DPRQJ WKH YDULRXV SHUVRQDO FULPH PHDVXUHV DV ZHOO DV DPRQJ WKH YDULRXV SURSHUW\ FULPH

PHDVXUHV� ZH HPSOR\ WKH KRPLFLGH UDWH DV RXU PHDVXUH RI SHUVRQDO FULPH ULVN DQG WKH ODUFHQ\ UDWH

�3ODQQHG XQLW GHYHORSPHQW LV D ]RQLQJ GHVLJQDWLRQ IRU SURSHUW\ ZKLFK ZDLYHV VWDQGDUG ]RQLQJ UHTXLUHPHQWV DQG
SHUPLWV WKH DGRSWLRQ RI D VHW RI VLWH�VSHFLnF GHYHORSPHQW VWDQGDUGV�

�&$3 ,QGH[� ,QF� FRPSXWHV WKH FULPH VFRUH LQGH[ IRU D SDUWLFXODU ORFDWLRQ E\ FRPELQLQJ JHRJUDSKLF� SRSXODWLRQ�
HFRQRPLF� DQG HGXFDWLRQ GDWD ZLWK ORFDO SROLFH� YLFWLP� DQG ORVV UHSRUWV� 7KH GHPRJUDSKLF GDWD RQ SRSXODWLRQ�
LQFRPH� DQG HGXFDWLRQ OHYHOV DUH GHULYHG IURP WKH &HQVXV %XUHDX� ZKLFK UHSRUWV WKHVH VWDWLVWLFV IRU HDFK RI RYHU
������� FHQVXV WUDFWV LQ WKH 8�6� 7KH FHQVXV WUDFWV W\SLFDOO\ FRYHU VHYHUDO VTXDUH EORFN DUHDV ZLWKLQ FLWLHV DQG VOLJKWO\
ODUJHU DUHDV LQ PRUH UHPRWH ORFDWLRQV� )RU H[DPSOH� &RRN &RXQW\ ,OOLQRLV FRQWDLQV ����� FHQVXV WUDFWV�

��)RU PRUH GHWDLOV RQ WKH FRQVWUXFWLRQ DQG FRPSRVLWLRQ RI WKH &$3 ,QGH[� ,QF� FULPH GDWDEDVH� VHH *DUPDLVH DQG
0RVNRZLW] �����E��

��



IRU SURSHUW\ FULPH ULVN� :H ZLOO XVH WKH IRUPHU DV DQ LQVWUXPHQW IRU EURNHU SUHVHQFH� DQG WKH

ODWWHU DV D FRQWURO� 7KH FRUUHODWLRQ EHWZHHQ WKHVH WZR FULPH VFRUHV LV OHVV WKDQ ����� DQG UHVXOWV

LQ WKH SDSHU DUH UREXVW WR VHYHUDO RWKHU FULPH VFRUH PHDVXUHV� 3DQHO $ RI 7DEOH , LQGLFDWHV WKDW

WKH SURSHUWLHV LQ RXU VDPSOH DUH DOPRVW WZLFH DV OLNHO\ WR EH WKH VFHQH RI D FULPH WKDQ WKH FRXQW\

DYHUDJH� 1RW VXUSULVLQJO\� SURSHUWLHV LQ PDMRU FLWLHV KDYH KLJKHU FULPH OHYHOV� DQG YDFDQW ODQG LV

VXEMHFW WR VOLJKWO\ ORZHU FULPH UDWHV�

$�� 0DUNHW 3DUWLFLSDQWV

$QRWKHU LQWHUHVWLQJ DVSHFW RI RXU GDWD VHW LV WKH GHWDLOHG LQIRUPDWLRQ SURYLGHG DERXW PDUNHW SDUWLF�

LSDQWV� &2036 SURYLGHV WKH ORFDWLRQ �FLW\ DQG VWDWH� RI WKH EX\HU DQG VHOOHU� ZKLFK ZH PDWFK ZLWK

ODWLWXGH DQG ORQJLWXGH FRRUGLQDWHV SURYLGHG E\ WKH *HRJUDSKLF 1DPHV 'LJLWDO *D]HWWHHU� SXEOLVKHG

E\ WKH 8�6� *HRORJLFDO 6XUYH\� 8VLQJ WKH ODWLWXGH DQG ORQJLWXGH FRRUGLQDWHV RI HDFK PDUNHW SDUWLF�

LSDQW DQG WKH SURSHUW\� ZH FRPSXWH WKH DFWXDO GLVWDQFH �LQ NLORPHWHUV� EHWZHHQ WKHVH WZR ORFDWLRQV

XVLQJ WKH DUFOHQJWK IRUPXOD LQ &RYDO DQG 0RVNRZLW] ������� 3DQHO % DWWHVWV WR WKH KLJKO\ ORFDOL]HG

QDWXUH RI WKH FRPPHUFLDO UHDO HVWDWH PDUNHW� DV QRWHG LQ *DUPDLVH DQG 0RVNRZLW] �����D��

0RUH LPSRUWDQWO\� RXU GDWD FRQWDLQ LQIRUPDWLRQ RQ WKH XVH RI SURIHVVLRQDO EURNHUV �VHUYLFH LQ�

WHUPHGLDULHV� LQ WKH GHDOV� ,Q PDQ\ FDVHV� WKH VHOOHU KLUHV D EURNHU WR OLVW DQG PDUNHW WKH SURSHUW\�

,W LV DOVR FRPPRQ IRU D VHFRQG EURNHU� WKH VDOH EURNHU� WR SDUWLFLSDWH LQ WKH WUDQVDFWLRQ E\ KHDULQJ

DERXW WKH OLVWLQJ DQG nQGLQJ D SRWHQWLDO EX\HU� ,Q VRPH FDVHV ERWK IXQFWLRQV DUH SHUIRUPHG E\ WKH

VDPH EURNHU� 8SRQ VDOH RI WKH SURSHUW\� WKH VHOOHU SD\V WKH FRPPLVVLRQ WR ERWK EURNHUV �W\SLFDOO\

VSOLW HYHQO\ EHWZHHQ WKHP�� ,Q DQ\ FDVH� EURNHUV DUH XQLIRUPO\ LQWHUHVWHG LQ FRPSOHWLQJ WKH WUDQV�

DFWLRQ �DQG KHQFH UHFHLYLQJ WKHLU FRPPLVVLRQ� DQG WKHUHIRUH PD\ EH LQWHUHVWHG LQ REWDLQLQJ nQDQFH

IRU WKHLU FOLHQWV LQ RUGHU WR GR VR� :H ZLOO XVH WKHLU SDUWLFLSDWLRQ LQ WKLV PDUNHW WR WHVW RXU PRUH

JHQHUDO WKHRU\ RI LQIRUPDO nQDQFLDO QHWZRUNV�

%URNHUV SDUWLFLSDWH LQ PRUH WKDQ �� SHUFHQW RI SURSHUW\ VDOHV LQ RXU GDWDEDVH� $V 7DEOH ,

3DQHO % LQGLFDWHV� WKH XVH RI EURNHUV LV IDU PRUH FRPPRQ IRU WKH VDOH RI DSDUWPHQW FRPSOH[HV DQG

IDU OHVV FRPPRQ IRU YDFDQW ODQG GHDOV� )LQDOO\� LQ D VPDOO QXPEHU RI FDVHV WKH EURNHU DFWV DV D

SULQFLSDO UDWKHU WKDQ DQ DJHQW� EX\LQJ ���� SHUFHQW RI WKH WLPH� RU VHOOLQJ ���� SHUFHQW RI WKH WLPH�

WKH SURSHUW\ RQ KLV RZQ DFFRXQW� ,Q WKHVH FDVHV� WKH EURNHU LV QRW DFWLQJ DV D VHUYLFH LQWHUPHGLDU\

DQG� WKHUHIRUH� ZH PXVW FRQWURO IRU WKHVH IHZ RFFXUUHQFHV LQ RXU HPSLULFDO DQDO\VLV� ,W LV FOHDU IURP

7DEOH , WKDW EURNHU LQYROYHPHQW LV SHUYDVLYH LQ WKH FRPPHUFLDO UHDO HVWDWH PDUNHW� :H H[DPLQH

��



WKHLU HFRQRPLF UROH� IRFXVLQJ SDUWLFXODUO\ RQ WKHLU LQoXHQFH RQ FOLHQW nQDQFLDO DFFHVV�

$�� )LQDQFLDO 6WUXFWXUH

:H ZLVK WR XQGHUVWDQG nQDQFLQJ SDWWHUQV LQ WKH FRPPHUFLDO UHDO HVWDWH PDUNHW� DQG KRZ WKH\

DUH UHODWHG WR EURNHUDJH DFWLYLW\� 2XU GDWD VHW FRQWDLQV GHWDLOHG nQDQFLQJ LQIRUPDWLRQ IRU HDFK

SURSHUW\ WUDQVDFWLRQ� )RXU W\SHV RI nQDQFLQJ DSSHDU LQ WKH GDWD� %X\HUV HLWKHU XVH FDVK� UHFHLYH

nQDQFLQJ IURP WKH VHOOHU �NQRZQ DV YHQGRU�WR�EX\HU �97%� nQDQFLQJ�� DVVXPH DQ H[LVWLQJ PRUWJDJH

RQ WKH SURSHUW\� RU REWDLQ D QHZ PRUWJDJH IURP D EDQN� ,Q PDQ\ FDVHV� VRPH FRPELQDWLRQ RI WKHVH

nQDQFLQJ W\SHV LV XVHG� :KLOH JHQHUDOO\ OLWWOH HTXLW\ nQDQFLQJ LV XVHG LQ UHDO HVWDWH WUDQVDFWLRQV�

&2036 GRHV QRW WUDFN WKH SUHVHQFH RI HTXLW\ DQG HVVHQWLDOO\ WUHDWV LW DV FDVK� 2XU WHVWV SULPDULO\

IRFXV RQ WKH WKUHH RWKHU W\SHV RI nQDQFLQJ DQG WKH FKRLFH EHWZHHQ VHOOHU DQG EDQN nQDQFLQJ� %DQN

nQDQFLQJ LV JHQHUDOO\ FKHDSHU WKDQ 97% ORDQV GXH WR WKH LOOLTXLGLW\ DQG ODFN RI GLYHUVLnFDWLRQ RI

VHOOHUV� 97% nQDQFLQJ LV RIWHQ VXERUGLQDWH WR EDQN GHEW DQG LV JHQHUDOO\ WKH UHVLGXDO ORDQ XVHG WR

FRPSOHWH WKH GHDO�

3DQHO & RI 7DEOH , FRQWDLQV LQIRUPDWLRQ DERXW SURSHUW\ nQDQFLQJ� 7KH DYHUDJH VDOH SULFH

RI WKH SURSHUWLHV LV MXVW XQGHU ���� PLOOLRQ� UDQJLQJ IURP ������� WR ���� PLOOLRQ RYHU WKH VDPSOH

SHULRG� ZLWK D PHGLDQ VDOH SULFH RI ��������� $SSUR[LPDWHO\ � SHUFHQW RI EX\HUV DVVXPH DQ H[LVWLQJ

PRUWJDJH RQ WKH SURSHUW\� ZKLFK W\SLFDOO\ FRPSULVHV �� SHUFHQW RI WKH SXUFKDVH SULFH ZKHQ SUHVHQW�

0RUH WKDQ �� SHUFHQW RI EX\HUV REWDLQ D QHZ PRUWJDJH� FRPSULVLQJ �� SHUFHQW RI WKH SULFH ZKHQ

WKLV IRUP RI nQDQFLQJ LV XVHG� 3HUKDSV RQH RI WKH PRVW LQWHUHVWLQJ IHDWXUHV RI WKH FRPPHUFLDO UHDO

HVWDWH PDUNHW LV WKH H[WHQW RI 97% nQDQFLQJ� 97% nQDQFLQJ LV XVHG LQ QHDUO\ �� SHUFHQW RI FDVHV�

DQG FRPSULVHV DOPRVW �� SHUFHQW RI WKH SXUFKDVH SULFH ZKHQ XVHG� 97% ORDQV� ZKLOH W\SLFDOO\ MXQLRU

WR EDQN ORDQV� DUH QRW VKRUW�WHUP ?EULGJH� nQDQFLQJ XVHG WR H[SHGLWH WKH GHDO� 7KH PDWXULW\ RI

97% ORDQV LV RIWHQ DV ORQJ DV �RU ORQJHU WKDQ� WKH PDWXULW\ RI EDQN ORDQV�

,Q WKLV SDSHU� ZH H[DPLQH ERWK WKH IUHTXHQF\ DQG PDJQLWXGH RI HDFK IRUP RI nQDQFLQJ� DQG DUH

FDUHIXO WR GLVWLQJXLVK EHWZHHQ WKHVH WZR IHDWXUHV RI WKH GDWD� 2XU WKHRU\ PDNHV GLVWLQFW SUHGLFWLRQV

DERXW WKH SUREDELOLW\ RI D nQDQFLDO LQVWUXPHQW EHLQJ XVHG� EXW QRW QHFHVVDULO\ WKH VL]H RI WKH ORDQ

FRQWUDFW� :H ZLOO VKRZ KRZ EURNHUDJH DFWLYLW\ DmHFWV WKHVH WZR DVSHFWV RI nQDQFLDO VWUXFWXUH�

6XPPLQJ DOO RI WKH GHEW RQ HDFK SURSHUW\ DV D IUDFWLRQ RI LWV VDOH SULFH� WKH DYHUDJH ORDQ WR YDOXH

UDWLR LV ���� SHUFHQW DFURVV DOO SURSHUWLHV �YDOXH�ZHLJKWHG�� ZLWK RQO\ PDUJLQDO GLmHUHQFHV DFURVV

SURSHUW\ W\SHV� 7KHUHIRUH� WKH PRVW VLJQLnFDQW YDULDWLRQ H[KLELWHG DFURVV SURSHUW\ W\SHV LV LQ

��



WKH W\SH RI GHEW FRQWUDFW XVHG� ,Q WKLV UHVSHFW� YHQGRU DQG EDQN nQDQFLQJ PD\ EH FRQVLGHUHG

VXEVWLWXWHV�

%� (FRQRPHWULF 0HWKRGRORJ\

%HFDXVH RI WKH XQLTXH QDWXUH RI RXU nQDQFLQJ YDULDEOHV DQG UHFHQW HFRQRPHWULF GHYHORSPHQWV� ZH UXQ

UREXVW VHPLSDUDPHWULF UHJUHVVLRQ PRGHOV LQ RXU DQDO\VLV WKDW RYHUFRPH VRPH RI WKH SUREOHPV QRWHG

LQ SDUDPHWULF HVWLPDWRUV� 7KH nQDQFLQJ YDULDEOHV WKDW VHUYH DV GHSHQGHQW YDULDEOHV LQ RXU UHJUHVVLRQ

PRGHOV DUH QRQQHJDWLYH� EX\HUV GR QRW� IRU H[DPSOH� WDNH RXW PRUWJDJHV LQ D QHJDWLYH DPRXQW� ,Q

DGGLWLRQ� VRPH RI RXU nQDQFLQJ YDULDEOHV� VXFK DV VHOOHU nQDQFLQJ� RFFXU OHVV WKDQ �� SHUFHQW RI WKH

WLPH� 7KHVH IHDWXUHV RI WKH GDWD PXVW EH WDNHQ LQWR DFFRXQW LQ RXU HFRQRPHWULF DQDO\VLV� 2UGLQDU\

OHDVW VTXDUHV LV LQDSSURSULDWH IRU GDWD FHQVRUHG LQ WKLV ZD\ DQG DGMXVWHG HVWLPDWRUV PXVW EH XVHG�

:H DQDO\]H WKH IRUP RI nQDQFLQJ XVLQJ ERWK WKH .OHLQ DQG 6SDG\ ������ ELQDU\ UHVSRQVH PRGHO

DQG WKH WUXQFDWHG UHJUHVVLRQ PRGHO RI 3RZHOO ������� 7KH DSSHQGL[ GHWDLOV WKHVH WZR UHJUHVVLRQ

VSHFLnFDWLRQV��� 7KHVH WZR IRUPV RI DQDO\VLV GHVFULEH WZR GLVWLQFW DVSHFWV RI WKH GDWD� 7KH ELQDU\

UHVSRQVH PRGHO SURYLGHV LQIRUPDWLRQ RQ WKH IDFWRUV GHWHUPLQLQJ WKH IUHTXHQF\ RI YDULRXV IRUPV RI

nQDQFLQJ� ZKLOH WKH WUXQFDWHG UHJUHVVLRQ LQGLFDWHV ZKLFK YDULDEOHV LQFUHDVH WKH PDJQLWXGH RI WKH

W\SHV RI nQDQFLQJ ZKHQ WKH\ DUH SUHVHQW� 7KH GHVFULSWLYH VWDWLVWLFV LQ 7DEOH , GHPRQVWUDWH WKDW RXU

YDULDEOHV RI LQWHUHVW RIWHQ KDYH D GLmHUHQW LPSDFW RQ WKH IUHTXHQF\ DQG PDJQLWXGH RI D JLYHQ IRUP

RI nQDQFLQJ� :H WKHUHIRUH GR QRW FRQGXFW FHQVRUHG UHJUHVVLRQV �VXFK DV 7RELW RU 3RZHOO
V ������

&HQVRUHG /HDVW $EVROXWH 'HYLDWLRQ �&/$'� PRGHO� LQ WKLV SDSHU EHFDXVH WKH\ FRPELQH ERWK W\SHV

RI LQIRUPDWLRQ LQWR D VLQJOH PRGHO� REVFXULQJ WKLV LPSRUWDQW GLVWLQFWLRQ�

,Q DGGLWLRQ WR WKHVH UREXVW HVWLPDWRUV� IRU ERWK WKH ELQDU\ UHVSRQVH DQG WUXQFDWHG UHJUHVVLRQV�

ZH HPSOR\ WKH PHWKRGRORJ\ RI )DPD DQG 0DF%HWK ������ WR FRPSXWH UREXVW VWDQGDUG HUURUV RQ

RXU FRHpFLHQW HVWLPDWHV� 6SHFLnFDOO\� ZH UXQ WKH UHJUHVVLRQV IRU HDFK \HDU VHSDUDWHO\ DQG UHSRUW WKH

WLPH�VHULHV DYHUDJH RI WKH FRHpFLHQW HVWLPDWHV DORQJ ZLWK WKHLU DVVRFLDWHG WLPH�VHULHV W�VWDWLVWLFV�

7KH )DPD�0DF%HWK PHWKRGRORJ\ DFFRXQWV IRU SRWHQWLDO FURVV�FRUUHODWLRQV LQ WKH UHVLGXDOV E\ UXQ�

QLQJ UHJUHVVLRQV VHSDUDWHO\ IRU HDFK \HDU� 7KLV SURFHGXUH LV WKH VDPH DV UXQQLQJ D SDQHO �SRROHG

��7KH ELQDU\ UHVSRQVH PRGHO RI .OHLQ DQG 6SDG\ ������ LV D UREXVW VHPLSDUDPHWULF VLQJOH LQGH[ PRGHO WKDW DOORZV
WKH HUURU WHUP WR EH XQVSHFLnHG� 7KH WUXQFDWHG UHJUHVVLRQ RI 3RZHOO ������ LV D UREXVW VHPLSDUDPHWULF HVWLPDWRU WKDW
LV FRQVLVWHQW DQG DV\PSWRWLFDOO\ QRUPDO XQGHU WKH DVVXPSWLRQ WKDW WKH HUURU WHUPV� FRQGLWLRQDO RQ WKH UHJUHVVRUV�
DUH V\PPHWULFDOO\ GLVWULEXWHG DQG XQLPRGDO� )RU IXUWKHU GHWDLOV DERXW WKHVH UREXVW UHJUHVVLRQ PRGHOV DQG WKHLU
DGYDQWDJHV� VHH WKH DSSHQGL[� DV ZHOO DV .OHLQ DQG 6SDG\ ������� 3RZHOO ������� DQG *DUPDLVH DQG 0RVNRZLW]
�����D��
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WLPH�VHULHV FURVV�VHFWLRQ� UHJUHVVLRQ WKDW ZHLJKWV \HDUV HTXDOO\ DQG DOORZV WKH FRQVWDQW� VORSH FRHI�

nFLHQWV� DQG YDULDEOH PHDQV WR FKDQJH DFURVV \HDUV� $Q DGYDQWDJH RI WKH )DPD�0DF%HWK SURFHGXUH

LV WKDW LW GRHV QRW UHTXLUH D FRQVWDQW SDQHO RI nUPV DQG WKH VWDQGDUG HUURUV RI WKH DYHUDJH VORSH

FRHpFLHQWV DOORZ IRU ZKDWHYHU GULYHV WKH SUHFLVLRQ RI WKHVH HVWLPDWHV���

,9� %URNHU $FWLYLW\ DQG LWV ,QoXHQFH RQ %DQN )LQDQFLQJ

$� ,QVWUXPHQWLQJ %URNHUDJH $FWLYLW\

:H EHJLQ E\ DQDO\]LQJ WKH FRQGLWLRQV XQGHU ZKLFK EURNHUV DUH XVHG� 7KH JRDOV RI WKLV DQDO\VLV DUH

WZRIROG� )LUVW� LQ RUGHU WR DFFRXQW IRU HQGRJHQRXV VHOHFWLRQ RI EURNHUV E\ FHUWDLQ W\SHV RI EX\HUV DQG

VHOOHUV� ZH VHHN WR LGHQWLI\ H[RJHQRXV SUHGLFWRUV RI EURNHUDJH DFWLYLW\ WKDW DUH RWKHUZLVH XQUHODWHG

WR nQDQFLDO FKRLFH IRU XVH LQ LQVWUXPHQWDO YDULDEOH UHJUHVVLRQV� 6HFRQG� EURNHUDJH LV DQ LPSRUWDQW

DVSHFW RI WKH FRPPHUFLDO UHDO HVWDWH PDUNHW� DQG LW LV XVHIXO WR XQGHUVWDQG ZKLFK EX\HU� VHOOHU� DQG

SURSHUW\ DWWULEXWHV DUH DVVRFLDWHG ZLWK WKH KLULQJ RI EURNHUV�

:H DQDO\]H WKH FKRLFH RI KLULQJ D EURNHU E\ UHJUHVVLQJ WKH SUHVHQFH RI EURNHUV RQ SURSHUW\� EX\HU�

DQG VHOOHU FKDUDFWHULVWLFV� 7KH GHSHQGHQW YDULDEOH LV RQH LI D EURNHU LV SUHVHQW LQ WKH GHDO �DFWLQJ

DV DQ DJHQW� QRW DV D SULQFLSDO� DQG ]HUR RWKHUZLVH� 7KH LQGHSHQGHQW YDULDEOHV LQFOXGH D GXPP\

YDULDEOH LQGLFDWLQJ LI WKH EX\HU LV QRW D FRUSRUDWLRQ� VHOOHU DQG EX\HU GLVWDQFH IURP WKH SURSHUW\� D

GXPP\ LQGLFDWLQJ ZKHWKHU WKH SURSHUW\ LV VODWHG IRU LPPHGLDWH GHYHORSPHQW� WKH SURSHUW\
V DJH�

GXPPLHV IRU SURSHUW\ W\SH �DSDUWPHQW DQG YDFDQW ODQG�� D GXPP\ IRU SURSHUWLHV ORFDWHG LQ PDMRU

FLWLHV �&LW\�FHQWHU�� WKH FULPH UDWH VFRUH IRU FULPHV DJDLQVW SURSHUW\� DQG WKH ORJ RI WKH VDOH SULFH�

6WDWH GXPPLHV DUH DOVR LQFOXGHG DV UHJUHVVRUV� EXW WKHLU FRHpFLHQW HVWLPDWHV DUH RPLWWHG IURP WKH

WDEOH IRU EUHYLW\� 7KH .OHLQ DQG 6SDG\ ������ ELQDU\ UHVSRQVH PRGHO UHTXLUHV VHWWLQJ RQH RI WKH

UHJUHVVLRQ FRHpFLHQWV WR D FRQVWDQW IRU VFDOH QRUPDOL]DWLRQ� :H VHW WKH FRHpFLHQW RQ ORJ�3ULFH� WR

� IRU VFDOH QRUPDOL]DWLRQ EDVHG RQ ORJLW UHJUHVVLRQ UHVXOWV WKDW LQGLFDWHG D QHJDWLYH DQG VWDWLVWLFDOO\

VLJQLnFDQW FRHpFLHQW HVWLPDWH RQ ORJ�3ULFH� �IRU IXUWKHU GHWDLOV RQ WKLV PRGHO� VHH .OHLQ DQG 6SDG\

������ DQG *DUPDLVH DQG 0RVNRZLW] �����D���

,Q DGGLWLRQ WR WKH FRQWURO YDULDEOHV� ZKLFK PD\ EH UHODWHG WR ERWK EURNHU SUHVHQFH DQG nQDQFLDO

FKRLFH� ZH HPSOR\ nYH LQVWUXPHQWV IRU EURNHUDJH DFWLYLW\ WKDW ZH H[SHFW WR EH XQUHODWHG WR nQDQFLDO

��)RU DQ H[DPSOH DQG GLVFXVVLRQ RI WKH )DPD�0DF%HWK PHWKRGRORJ\ DSSOLHG WR D ELQDU\ UHVSRQVH PRGHO� VHH )DPD
DQG )UHQFK ������� ,Q DGGLWLRQ� WKH\ UHSRUW WKDW )DPD�0DF%HWK VWDQGDUG HUURUV DUH PRUH WKDQ � WR � WLPHV ODUJHU
WKDQ WKRVH REWDLQHG IURP D SRROHG WLPH�VHULHV FURVV�VHFWLRQDO SDQHO UHJUHVVLRQ WKDW LJQRUHV UHVLGXDO FURVV�FRUUHODWLRQ�

��



VWUXFWXUH� H[FHSW WKURXJK WKHLU HmHFW RQ EURNHU SUHVHQFH� 7KHVH LQVWUXPHQWV DUH DGGHG WR WKH

SUHYLRXVO\ GHVFULEHG UHJUHVVRUV WR SUHGLFW WKH SUHVHQFH RI D EURNHU� 7KH nUVW LQVWUXPHQW� 5DGLXV�

PHDVXUHV WKH SRSXODWLRQ GHQVLW\ RI WKH ORFDO DUHD LQ ZKLFK WKH SURSHUW\ UHVLGHV� 7KH SRSXODWLRQ

GHQVLW\ UDGLXV LV GHnQHG DV WKH PLQLPXP RI WKH UDGLXV ZKLFK HQFRPSDVVHV ������� SHRSOH DQG �

PLOHV �WKLV GDWD LV REWDLQHG IURP &DS ,QGH[� ,QF��� :H H[SHFW PRUH GHQVHO\ SRSXODWHG DUHDV �L�H��

WKRVH ZLWK ORZ 5DGLXV PHDVXUHV� WR KDYH D KLJKHU OLNHOLKRRG RI EURNHU SUHVHQFH� VLQFH EURNHUDJH�

ZKLFK LQYROYHV WKH SK\VLFDO VKRZLQJ RI SURSHUWLHV� LV OLNHO\ PRUH FRVW�HpFLHQW LQ WKHVH UHJLRQV� 7KH

VHFRQG LQVWUXPHQW LV WKH SHUVRQDO FULPH VFRUH IRU WKH SURSHUW\
V ORFDWLRQ� 7KH ULVN RI SHUVRQDO

KDUP RU GHDWK OLNHO\ GHWHUV EURNHU SDUWLFLSDWLRQ� VLQFH WKH\ PXVW YLVLW DQG GLVSOD\ WKH SURSHUW\

IUHTXHQWO\� &RQWUROOLQJ IRU WKH SURSHUW\ FULPH UDWH DV ZHOO DV FLW\�FHQWHU ORFDWLRQ� WKH SHUVRQDO FULPH

UDWH VKRXOG QRW DmHFW WKH IRUP RI nQDQFLQJ �ORDQ RpFHUV QHHG QRW UHSHDWHGO\ YLVLW WKH SURSHUW\��

6LQFH FULPH UDWHV DUH DOVR PHDVXUHG UHODWLYH WR WKH ORFDO FRXQW\ DYHUDJH� WKLV LQVWUXPHQW LV UHDOO\

WKH RUWKRJRQDO FRPSRQHQW RI WKH PXUGHU UDWH RQFH WKH SURSHUW\ FULPH UDWH DQG ORFDO FULPH UDWHV

KDYH EHHQ DFFRXQWHG IRU� 7KH WKLUG LQVWUXPHQW� }ORFDO� LV WKH VWDQGDUG GHYLDWLRQ RI FDSLWDOL]DWLRQ

UDWHV RI DOO VDOHV ZLWKLQ D �� PLOH UDGLXV RI WKH SURSHUW\� H[FOXGLQJ WKH SURSHUW\ LWVHOI� 7KLV YDULDEOH

PHDVXUHV WKH FURVV�VHFWLRQDO SULFH YDULDQFH LQ WKH ORFDO PDUNHW DQG LQGLFDWHV WKH H[WHQW RI ORFDO

SURSHUW\ TXDOLW\ KHWHURJHQHLW\� %URNHUV VSHFLDOL]H LQ PDUNHWLQJ SURSHUWLHV RI D VSHFLnF W\SH DQG

TXDOLW\ DQG FDQ EH H[SHFWHG WR DYRLG GLVWULFWV ZLWK D ZLGH GLYHUVLW\ RI YDU\LQJ SURSHUWLHV� 7KH }ORFDO

PHDVXUH GLmHUV IRU HDFK SURSHUW\ DQG� EHFDXVH LW H[FOXGHV WKH SURSHUW\ LWVHOI IURP WKH FDOFXODWLRQ� LW

LV QRW PHFKDQLFDOO\ UHODWHG WR WKH VDOH SULFH� 7KH IRXUWK LQVWUXPHQW LV WKH GROODU�ZHLJKWHG IUDFWLRQ

RI EURNHUHG GHDOV ZLWKLQ D �� PLOH UDGLXV FRQGXFWHG E\ D QDWLRQDO EURNHU� H[FOXGLQJ WKH SURSHUW\

LWVHOI��� 7KLV YDULDEOH PHDVXUHV WKH GHJUHH WR ZKLFK EURNHUV KDYH SHQHWUDWHG WKH ORFDO PDUNHW� VLQFH

QDWLRQDO EURNHUV WHQG WR GRPLQDWH \RXQJ� UHPRWH PDUNHWV DQG RQO\ RYHU WLPH GR VPDOOHU� UHJLRQDO

EURNHUV HPHUJH� 7KH VPDOOHU WKLV IUDFWLRQ� WKH PRUH GHYHORSHG WKH ORFDO EURNHUDJH QHWZRUNV DQG

WKHUHIRUH WKH KLJKHU WKH OLNHOLKRRG RI HPSOR\LQJ D EURNHU� )LQDOO\� WKH ODVW LQVWUXPHQW ZH HPSOR\ LV

WKH GROODU�ZHLJKWHG +HUnQGDKO LQGH[ RI EURNHUDJH DFWLYLW\ ZLWKLQ D �� PLOH UDGLXV RI WKH SURSHUW\

��7KH ?QDWLRQDO� EURNHUV DUH WKH �� ODUJHVW QDWLRQDO FRPPHUFLDO UHDO HVWDWH nUPV� 7KHVH DUH &HQWXU\ ��� &ROGZHOO
%DQNHU� &ROOLHUV ,QWHUQDWLRQDO� &XVKPDQ DQG :DNHnHOG ,QF�� 7KH *DOEUHDWK &RPSDQ\� *UXEE DQG (OOLV &RPSDQ\�
.ROO 5HDO (VWDWH *URXS� ,QVLJQLD�(6*� 0DUFXV DQG 0LOOLFKDS 5HDO (VWDWH ,QYHVWPHQW %URNHUDJH &RPSDQ\� 5(0$;�
7KH 6WDXEDFK &RPSDQ\� DQG 7UDPPHOO &URZ &RPSDQ\�
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�WKLV PHDVXUH DOVR H[FOXGHV WKH SURSHUW\ LWVHOI�� 7KLV LQGH[ LV GHnQHG IRU SURSHUW\ M DV
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ZKHUH 1 �M�N� LV WKH VHW RI SURSHUWLHV ZLWKLQ �� PLOHV RI SURSHUW\ M �H[FOXGLQJ WKH SURSHUW\ LWVHOI�

ZKLFK ZHUH EURNHUHG E\ EURNHU N� �3L LV WKH VDOH SULFH RI SURSHUW\ L� DQG .M LV WKH VHW RI GLVWLQFW

EURNHUV ZKR EURNHUHG D SURSHUW\ ZLWKLQ D �� PLOH UDGLXV RI SURSHUW\ M� ,I D GHDO LV EURNHUHG

E\ WZR EURNHUV� HDFK LV JLYHQ RQH�KDOI FUHGLW IRU WKH VDOH� 7KH +HUnQGDKO YDULDEOH PHDVXUHV WKH

FRPSHWLWLYHQHVV RI WKH ORFDO EURNHUDJH LQGXVWU\� 0RUH FRPSHWLWLYH EURNHU PDUNHWV �L�H�� WKRVH ZLWK

ORZHU +HUnQGDKO PHDVXUHV�� VKRXOG KDYH ORZHU EURNHU FRPPLVVLRQV DQG EHWWHU EURNHU VHUYLFHV�

+HQFH� EURNHU KLULQJ VKRXOG EH PRUH SUHYDOHQW LQ WKHVH PDUNHWV�

7DEOH ,, 3DQHO $ GHPRQVWUDWHV WKDW WKH LQVWUXPHQWV DUH VXFFHVVIXO LQ SUHGLFWLQJ EURNHUDJH

DFWLYLW\� $Q )�WHVW WKDW WKH LQVWUXPHQWV VKRXOG EH H[FOXGHG IURP WKH UHJUHVVLRQ LV FOHDUO\ UHMHFWHG

�DW OHVV WKDQ WKH ���� OHYHO�� %URNHU SUHVHQFH LQFUHDVHV VLJQLnFDQWO\ ZKHQ SHUVRQDO FULPH ULVN LV ORZ

DQG ZKHQ WKH ORFDO EURNHU PDUNHW LV PRUH FRPSHWLWLYH� %URNHUDJH DFWLYLW\ LV QHJDWLYHO\ UHODWHG WR

ORFDO SURSHUW\ TXDOLW\ KHWHURJHQHLW\ DQG LV GHFUHDVLQJ LQ WKH IUDFWLRQ RI QDWLRQDOO\ EURNHUHG GHDOV�

%� %URNHUDJH $FWLYLW\ DQG LWV ,QoXHQFH RQ 2EWDLQLQJ %DQN 'HEW

8VLQJ WKHVH LQVWUXPHQWV WR JHQHUDWH H[RJHQRXV YDULDWLRQ LQ WKH SUHVHQFH RI D EURNHU� ZH H[DPLQH

ZKHWKHU EURNHU SUHVHQFH LQoXHQFHV WKH SUREDELOLW\ RI REWDLQLQJ D QHZ EDQN ORDQ RU WKH VL]H RI

WKH ORDQ� 3DQHO % UHSRUWV WKH UHVXOWV IURP D UHJUHVVLRQ RI WKH IUHTXHQF\ RI EDQN nQDQFLQJ RQ WKH

LQVWUXPHQWHG PHDVXUH RI EURNHUDJH DFWLYLW\ SOXV D VHW RI FRQWURO YDULDEOHV IRU SURSHUW\� EX\HU� DQG

VHOOHU FKDUDFWHULVWLFV� 7KH UHJUHVVLRQV DUH UXQ IRU HDFK \HDU VHSDUDWHO\ XQGHU WKH .OHLQ DQG 6SDG\

������ ELQDU\ UHVSRQVH PRGHO DQG WKH WLPH�VHULHV DYHUDJH RI WKH FRHpFLHQW HVWLPDWHV DORQJ ZLWK

WKHLU DVVRFLDWHG WLPH�VHULHV W�VWDWLVWLFV DUH UHSRUWHG LQ WKH VW\OH RI )DPD DQG 0DF%HWK ������� 3DQHO

& UHSRUWV UHJUHVVLRQV XQGHU 3RZHOO
V ������ WUXQFDWHG PRGHO� ZKHUH WKH VDPSOH LV WUXQFDWHG WR RQO\

WKRVH REVHUYDWLRQV IRU ZKLFK EDQN nQDQFLQJ LV XVHG� 7KH GHSHQGHQW YDULDEOH LV WKH VL]H RI WKH ORDQ

DV D IUDFWLRQ RI WKH VDOH SULFH� 7KHVH UHJUHVVLRQV GHWHUPLQH WKH UHODWLRQ EHWZHHQ EURNHUDJH DFWLYLW\

DQG WKH VL]H RI WKH ORDQ� $JDLQ� WKH UHJUHVVLRQV DUH UXQ VHSDUDWHO\ IRU HDFK \HDU DQG WKH WLPH�VHULHV

DYHUDJH RI WKH FRHpFLHQW HVWLPDWHV DQG WLPH�VHULHV W�VWDWLVWLFV DUH UHSRUWHG LQ WKH VW\OH RI )DPD

��



DQG 0DF%HWK ������� %RWK RXU WKHRUHWLFDO SUHGLFWLRQV DQG RXU VXEVHTXHQW DQDO\VLV LOOXVWUDWH WKH

LPSRUWDQFH RI H[DPLQLQJ WKH IUHTXHQF\ RI ORDQ W\SH VHSDUDWHO\ IURP WKH VL]H RI WKH ORDQ�

&� 'R %URNHUV ,QoXHQFH WKH )UHTXHQF\ RI %DQN )LQDQFLQJ"

7DEOH ,, 3DQHO % UHSRUWV )DPD�0DF%HWK UHJUHVVLRQV RI WKH SUREDELOLW\ RI REWDLQLQJ EDQN nQDQFLQJ

RQ WKH LQVWUXPHQWHG PHDVXUHV RI EURNHUDJH DFWLYLW\ DQG WKH VHW RI FRQWURO YDULDEOHV� 7KH UHJUHVVLRQV

DUH FRQGXFWHG XVLQJ D WZR�VWDJH SURFHGXUH� ,Q WKH nUVW VWDJH WKH SUHVHQFH RI D EURNHU LV HVWLPDWHG

XVLQJ WKH LQVWUXPHQWV DQG FRQWUROV IURP 3DQHO $ XQGHU D OLQHDU SUREDELOLW\ PRGHO��� ,Q WKH VHFRQG

VWDJH� WKH nWWHG �SUHGLFWHG� YDOXHV IURP WKH nUVW UHJUHVVLRQ DUH XVHG DV H[SODQDWRU\ YDULDEOHV LQ WKH

SUREDELOLW\ RI nQDQFLQJ UHJUHVVLRQ� 7KH VHFRQG VWDJH UHJUHVVLRQ LV HVWLPDWHG XQGHU WKH .OHLQ DQG

6SDG\ ������ ELQDU\ UHVSRQVH PRGHO� LQ ZKLFK WKH GHSHQGHQW YDULDEOH LV RQH LI EDQN nQDQFLQJ LV

XVHG LQ WKH GHDO DQG ]HUR RWKHUZLVH���

7KH UHVXOWV GHPRQVWUDWH D VLJQLnFDQW DQG LQoXHQWLDO UROH IRU EURNHUV RQ WKH IUHTXHQF\ RI EDQN

GHEW HPSOR\HG LQ WKH GHDO� 7KH LQVWUXPHQWHG EURNHU PHDVXUH H[KLELWV VXEVWDQWLDO H[SODQDWRU\

SRZHU IRU WKH SUREDELOLW\ RI REWDLQLQJ EDQN nQDQFLQJ� VXSSRUWLQJ WKH XVH RI WKH VHOHFWHG LQVWUXPHQWV�

7KH HVWLPDWHG SUREDELOLW\ RI D EDQN ORDQ LQ QRQ�EURNHUHG WUDQVDFWLRQV LV �� SHUFHQW� LQ FRQWUDVW

WR D �� SHUFHQW SUREDELOLW\ RI D EDQN ORDQ LQ WKH SUHVHQFH RI D EURNHU� �7KHVH SUREDELOLWLHV DUH

FDOFXODWHG DW WKH PHGLDQ YDOXHV RI WKH H[RJHQRXV YDULDEOHV�� 7KH LPSXWHG LQFUHDVH LQ SUREDELOLW\

RI REWDLQLQJ EDQN GHEW IURP KLULQJ D EURNHU LV WKXV D VWULNLQJ �� SHUFHQWDJH SRLQWV� LQGLFDWLQJ

DQ HFRQRPLFDOO\ LPSRUWDQW LPSDFW IURP EURNHU SUHVHQFH� 7KHVH UHVXOWV DUH FRQVLVWHQW ZLWK WKH

EURNHU�EDQN FRRSHUDWLRQ WKHRU\ ZKLFK SUHGLFWV D KLJKHU IUHTXHQF\ RI QHZ EDQN ORDQV �3UHGLFWLRQ

��� 2I FRXUVH� WKHUH PD\ EH PDQ\ UHDVRQV ZK\ EURNHUV VHHP WR LQoXHQFH WKH OLNHOLKRRG RI EDQN

nQDQFLQJ� :H ZLOO DUJXH LQ WKLV DQG WKH QH[W VHFWLRQ WKDW WKLV LQoXHQFH DULVHV IURP LQIRUPDO EURNHU�

EDQN UHODWLRQVKLSV� %XW� LQ 6HFWLRQ 9,� ZH ZLOO SUHVHQW DQG WHVW DOWHUQDWLYH WKHRULHV UHJDUGLQJ

EURNHU nQDQFLDO LQWHUPHGLDWLRQ� 2XU FRQFOXVLRQ� KRZHYHU� ZLOO EH WKDW LW LV WKHVH LQIRUPDO nQDQFLDO

QHWZRUNV WKDW SOD\ WKH NH\ UROH LQ GHWHUPLQLQJ FDSLWDO VWUXFWXUH LQ WKLV PDUNHW���

��7KLV SURFHGXUH LV UHFRPPHQGHG E\ $QJULVW �������
��,Q DGGLWLRQ WR SURGXFLQJ UREXVW VWDQGDUG HUURUV WKDW DFFRXQW IRU FURVV�FRUUHODWLRQV LQ WKH UHVLGXDOV� WKH )DPD�

0DF%HWK SURFHGXUH� EHFDXVH LW VLPSO\ WDNHV WKH WLPH�VHULHV DYHUDJH RI WKH FRHpFLHQW HVWLPDWHV� LPSOLFLWO\ SURGXFHV
VWDQGDUG HUURUV WKDW UHoHFW WKH IDFW WKDW WKH EURNHU YDULDEOHV ZHUH HVWLPDWHG IURP WKH nUVW�VWDJH UHJUHVVLRQ� %HFDXVH
WKH LQVWUXPHQWHG EURNHU YDULDEOHV DUH WKHPVHOYHV HVWLPDWHV� WKLV ZLOO UHVXOW LQ PRUH YDULDEOH VORSH FRHpFLHQW HVWLPDWHV
LQ WKH VHFRQG VWDJH UHJUHVVLRQ� ZKLFK ZLOO EH DFFRXQWHG IRU LQ WKH )DPD�0DF%HWK SURFHGXUH E\ SURGXFLQJ ODUJHU WLPH�
VHULHV VWDQGDUG HUURUV RI WKRVH VORSH HVWLPDWHV�

��,Q DQ LQWHUHVWLQJ UHFHQW GHYHORSPHQW� WKH )HGHUDO 5HVHUYH DQG 7UHDVXU\ 'HSDUWPHQW SURSRVHG WKDW EDQNV EH
SHUPLWWHG WR RmHU UHDO HVWDWH EURNHUDJH VHUYLFHV �VHH� IRU H[DPSOH� 7KH :DOO 6WUHHW -RXUQDO� -DQXDU\ ��� ����� S�

��



:H DOVR H[DPLQH WKH LQoXHQFH RI EURNHUV RQ WKH SUREDELOLW\ RI QHZ EDQN nQDQFLQJ ZKHQ QR

VHOOHU nQDQFLQJ LV SURYLGHG� $OWKRXJK QRW DQ H[SOLFLW SUHGLFWLRQ RI RXU WKHRU\� RQH PLJKW H[SHFW

WKDW EURNHUV ZRXOG H[SORLW WKHLU UHODWLRQVKLSV ZLWK EDQNV PRVW VWURQJO\ ZKHQ WKH\ EHOLHYH RWKHU

IRUPV RI nQDQFLQJ DUH XQDWWDLQDEOH� ,I VHOOHUV DUH VLPSO\ QRW LQ D SRVLWLRQ WR SURYLGH nQDQFLQJ DV D

ODVW UHVRUW� EURNHUV PD\ H[HUW HYHQ JUHDWHU HmRUW ZLWK WKH EDQN WR HQVXUH WKH GHDO JRHV WKURXJK� $V

7DEOH ,, GHPRQVWUDWHV� WKH HmHFW RI EURNHU SUHVHQFH RQ QHZ EDQN nQDQFLQJ LV WKUHH WLPHV VWURQJHU

ZKHQ QR VHOOHU nQDQFLQJ LV SUHVHQW�

'� 'R %URNHUV ,QoXHQFH WKH 0DJQLWXGH RI )LQDQFLQJ"

7DEOH ,, 3DQHO & UHSRUWV )DPD�0DF%HWK UHJUHVVLRQV RI WKH PDJQLWXGH RI QHZ EDQN nQDQFLQJ RQ D

VHW RI FRQWURO YDULDEOHV DV ZHOO DV WKH LQVWUXPHQWHG PHDVXUH RI EURNHUDJH DFWLYLW\� 7KH UHJUHVVLRQ

SURFHGXUH LV DV DERYH H[FHSW WKDW WKH GHSHQGHQW YDULDEOH LQ WKH VHFRQG VWDJH UHJUHVVLRQ LV WKH VL]H

RI WKH ORDQ W\SH� H[SUHVVHG DV D IUDFWLRQ RI WKH VDOH SULFH� 7KH VHFRQG VWDJH UHJUHVVLRQ LV UXQ XQGHU

3RZHOO
V ������ WUXQFDWHG PRGHO� LQ ZKLFK WKH VDPSOH LV nUVW WUXQFDWHG WR RQO\ WKRVH REVHUYDWLRQV

ZLWK D SRVLWLYH GHSHQGHQW YDULDEOH� 7KH UHVXOWV GHPRQVWUDWH D VOLJKWO\ QHJDWLYH UHODWLRQ EHWZHHQ

WKH VL]H RI QHZ EDQN ORDQV DQG WKH SUHVHQFH RI D EURNHU� +RZHYHU� WKH HmHFW LV HFRQRPLFDOO\ VPDOO�

7KLV LV FRQVLVWHQW ZLWK WKH EURNHU�EDQN FRRSHUDWLRQ WKHRU\� ZKLFK GRHV QRW PDNH DQ XQDPELJXRXV

SUHGLFWLRQ DERXW ORDQ VL]H� ,Q IDFW� WKH DYHUDJH ORDQ VL]H PD\ EH VPDOOHU VLQFH EURNHUV SUHIHU VRPH

nQDQFLQJ WR QRQH DW DOO LQ RUGHU WR PD[LPL]H WKH SUREDELOLW\ WKH GHDO LV FRPSOHWHG�

)LQDOO\� 3DQHO ' RI 7DEOH ,, HPSOR\V WKH QRQ�LQVWUXPHQWHG HQGRJHQRXV EURNHU YDULDEOHV LQ

WKH EDQN nQDQFLQJ UHJUHVVLRQV IRU FRPSDULVRQ� 7KH FRHpFLHQWV RQ WKH LQVWUXPHQWHG DQG QRQ�

LQVWUXPHQWHG EURNHU YDULDEOHV DUH KLJKO\ VLJQLnFDQW DQG VLPLODU LQ PDJQLWXGH LQ WKH SUREDELOLW\ RI

EDQN nQDQFLQJ UHJUHVVLRQ� LQGLFDWLQJ WKDW EURNHU VHOHFWLRQ PD\ QRW FRQIRXQG WKH OLNHOLKRRG RI EDQN

GHEW� +RZHYHU� LQ WKH WUXQFDWHG UHJUHVVLRQ IRU WKH PDJQLWXGH RI WKH ORDQ� WKH LQVWUXPHQWHG EURNHU

YDULDEOH JHQHUDWHV D PXFK ZHDNHU UHODWLRQ EHWZHHQ ORDQ VL]H DQG EURNHU SUHVHQFH WKDQ WKH QRQ�

LQVWUXPHQWHG YDULDEOH� 7KLV VLJQLnHV ERWK WKDW EURNHU VHOHFWLRQ PD\ EH LPSRUWDQW LQ WKLV PDUNHW�

DQG WKDW RXU LQVWUXPHQWV DGGUHVV WKH HQGRJHQRXV VHOHFWLRQ� :H ZLOO UHYLVLW WKH SRWHQWLDO LQoXHQFH

RI HQGRJHQRXV EURNHU VHOHFWLRQ LQ 6HFWLRQ 9,�

$��� $ UHJXODWRU\ FKDQJH RI WKLV NLQG ZRXOG OLNHO\ GLVUXSW WKH EURNHU�EDQN FRRSHUDWLRQ ZH nQG� DV EDQNV ZRXOG
SUHVXPDEO\ IDYRU WKHLU LQ�KRXVH EURNHUDJH nUPV�

��



9� 7HVWLQJ %URNHU�%DQN 5HODWLRQVKLSV DQG 7KHLU ,QoXHQFH RQ )L�
QDQFLDO 6WUXFWXUH

7KH SUHYLRXV UHJUHVVLRQV KLJKOLJKW DQ LPSRUWDQW UROH IRU EURNHUV LQ LQFUHDVLQJ WKH OLNHOLKRRG RI

REWDLQLQJ EDQN GHEW� :KLOH WKLV UHVXOW PD\ EH FRQVLVWHQW ZLWK PDQ\ WKHRULHV RI EURNHU nQDQFLDO

LQWHUPHGLDWLRQ� ZH ZLOO DUJXH LQ WKLV VHFWLRQ WKDW EURNHUV GHYHORS LQIRUPDO UHODWLRQVKLSV ZLWK EDQNV�

ZKLFK OHDGV WR WKHLU LQoXHQFH RQ SURSHUW\ nQDQFLQJ� ,Q WKLV VHFWLRQ� ZH WHVW GLUHFWO\ ZKHWKHU

EURNHUV DQG EDQNV KDYH UHODWLRQVKLSV DQG KRZ WKLV LQoXHQFHV nQDQFLDO VWUXFWXUH LQ WKH FRPPHUFLDO

UHDO HVWDWH PDUNHW�

$� 'R %URNHUV +DYH 5HODWLRQVKLSV ZLWK %DQNV"

$�� %URNHU�%DQN &RQFHQWUDWLRQ

,I UHODWLRQVKLSV EHWZHHQ EURNHUV DQG EDQNV H[LVW� WKHQ D JLYHQ EURNHU
V GHDOV VKRXOG EH FRQFHQWUDWHG

DPRQJ D IHZ EDQNV� 3UHGLFWLRQ � VWDWHV WKDW LI UHODWLRQVKLSV DUH LPSRUWDQW� WKHQ EURNHUV ZLOO

FRQFHQWUDWH WKHLU GHDOV DPRQJ D VPDOOHU QXPEHU RI EDQNV� 7R WHVW WKLV LPSOLFDWLRQ� ZH FDOFXODWH

WZR PHDVXUHV RI EURNHU FRQFHQWUDWLRQ LQ EDQNV� 7KH nUVW LV WKH EDQN +HUnQGDKO LQGH[ IRU HDFK

EURNHU� GHnQHG IRU EURNHU N DV�
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ZKHUH %N LV WKH VHW RI EDQNV WKDW PDGH ORDQV WR FOLHQWV RI EURNHU N� DQG �'HDOVN�E LV WKH QXPEHU RI

GHDOV EURNHUHG E\ EURNHU N WKDW LQYROYHG D ORDQ IURP EDQN E� 7KH VHFRQG EURNHU�EDQN FRQFHQWUDWLRQ

PHDVXUH LV WKH ODUJHVW VKDUH RI EURNHUHG GHDOV LQYROYLQJ EDQN GHEW WKDW ZHUH FRPSOHWHG E\ DQ\ RQH

EDQN� )RU EURNHU N WKLV LV GHnQHG DV�
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,Q RUGHU WR GHWHUPLQH ZKHWKHU EURNHUV FRQFHQWUDWH GHDOV DPRQJ FHUWDLQ EDQNV� ZH FRPSDUH WKH

%DQN+HUI DQG %DQN6KDUH FRQFHQWUDWLRQ PHDVXUHV IRU D SDUWLFXODU EURNHU WR VLPLODU PHDVXUHV RQ

D PDWFKHG VDPSOH RI GHDOV WKDW ZHUH QRW EURNHUHG� 6LQFH WKH ORFDWLRQ RI WKH SURSHUW\� LWV W\SH� DQG

LWV VL]H �SULFH� PD\ LQoXHQFH ERWK WKH OLNHOLKRRG WKDW LW LV EURNHUHG DV ZHOO DV WKH OLNHOLKRRG WKDW

EDQN nQDQFLQJ LV UHFHLYHG� ZH IRUP WKH PDWFKHG VDPSOH RI QRQ�EURNHUHG SURSHUWLHV WR UHoHFW WKHVH

��



FKDUDFWHULVWLFV� 6SHFLnFDOO\� IRU HDFK SURSHUW\ EURNHUHG E\ EURNHU N WKDW UHFHLYHV EDQN nQDQFLQJ� ZH

FRQVLGHU WKH VHW RI QRQ�EURNHUHG SURSHUWLHV WKDW DOVR UHFHLYH EDQN GHEW� DUH ZLWKLQ �� PLOHV RI WKH

EURNHUHG SURSHUW\� DQG DUH RI WKH VDPH W\SH �H�J�� DSDUWPHQW� ODQG� RU FRPPHUFLDO DQG LQGXVWULDO

EXLOGLQJ�� 7KH SURSHUW\ LQ WKLV VHW FORVHVW LQ VL]H WR WKH EURNHUHG SURSHUW\ LV VHOHFWHG DV WKH PDWFK�

:H FRPSXWH WKH EDQN +HUnQGDKO DQG EDQN VKDUH PHDVXUHV RQ WKLV PDWFKHG VDPSOH RI nUPV� DV

DERYH�

7R EH FRQVHUYDWLYH DQG WR SURGXFH D PHDQLQJIXO PHDVXUH RI FRQFHQWUDWLRQ� ZH IRFXV RQ EURNHUV

KDYLQJ DW OHDVW �� GHDOV LQ RXU GDWDEDVH� 7KLV FRYHUV URXJKO\ ��� RI DOO EURNHUHG WUDQVDFWLRQV�

%URNHU�EDQN FRQFHQWUDWLRQ PHDVXUHV KLJKHU WKDQ WKRVH RI WKH PDWFKHG VDPSOH SURYLGH HYLGHQFH

WKDW EURNHUV FRQFHQWUDWH WKHLU GHDOV DPRQJ IHZHU EDQNV WKDQ QRQ�UHODWLRQVKLS�GULYHQ EDQN VHOHFWLRQ

ZRXOG VXJJHVW� VXSSRUWLQJ WKH EURNHU�EDQN QHWZRUN K\SRWKHVLV� 7R WHVW IRU EURNHU�EDQN FRQFHQWUD�

WLRQ� ZH FRPSXWH WKH GLmHUHQFH EHWZHHQ WKH WUXH DQG PDWFKHG VDPSOH FRQFHQWUDWLRQ PHDVXUHV IRU

HDFK EURNHU DQG DYHUDJH WKH GLmHUHQFHV DFURVV DOO EURNHUV� ,I EURNHUV GR QRW FRQFHQWUDWH WKHLU GHDOV

DPRQJ FHUWDLQ EDQNV LQ DQ XQXVXDO ZD\� WKHQ WKLV GLmHUHQFH ZLOO EH VWDWLVWLFDOO\ LQGLVWLQJXLVKDEOH

IURP ]HUR�

7DEOH ,,, UHSRUWV WKLV DYHUDJH GLmHUHQFH DFURVV DOO EURNHUV IRU ERWK WKH +HUnQGDKO DQG VKDUH

FRQFHQWUDWLRQ PHDVXUHV� 7KH DYHUDJH %DQN+HUI PHDVXUH DFURVV EURNHUV LV VOLJKWO\ JUHDWHU WKDQ

�� SHUFHQW� ZKLOH WKH +HUnQGDKO PHDVXUH RI WKH PDWFKHG VDPSOH LV RQO\ ���� SHUFHQW� UHVXOWLQJ LQ

D � SHUFHQWDJH SRLQW GLmHUHQFH WKDW LV VWDWLVWLFDOO\ VLJQLnFDQW DW OHVV WKDQ WKH ��� SHUFHQW OHYHO �W�

VWDWLVWLF  ������ /LNHZLVH� WKH DYHUDJH %DQN6KDUH PHDVXUH ������ SHUFHQW� LV ���� SHUFHQW KLJKHU

WKDQ WKH PDWFKHG VDPSOH ������ SHUFHQW� ZLWK D VWURQJ W�VWDWLVWLF RI ����� 7KLV LQGLFDWHV VWURQJO\

WKDW EURNHUV WHQG WR FRQFHQWUDWH WKHLU EXVLQHVV DPRQJ D IHZ EDQNV� VXSSRUWLQJ 3UHGLFWLRQ � DQG

WKH H[LVWHQFH RI EURNHU�EDQN QHWZRUNV�

+RZHYHU� WKHUH FRXOG EH PDQ\ UHDVRQV ZK\ EURNHUV FRQFHQWUDWH WKHLU GHDOV DPRQJ D IHZ EDQNV�

)RU LQVWDQFH� WUDQVDFWLRQV FRVWV FRXOG SURGXFH WKH VDPH RXWFRPH� 7R KHOS GLVWLQJXLVK RXU WKHRU\�

3UHGLFWLRQ � VWDWHV WKDW EURNHUV ZLWK VWURQJ EDQN UHODWLRQVKLSV ZLOO H[HUW D ODUJHU LQoXHQFH RQ WKH

JUDQWLQJ RI ORDQV WKDQ WKH DYHUDJH EURNHU� 7KLV VKRXOG QRW EH WUXH LI WKH PRWLYDWLRQ LV WR UHGXFH

WUDQVDFWLRQV FRVWV� 7R WHVW WKLV LPSOLFDWLRQ� ZH UHSHDW WKH WZR�VWDJH ELQDU\ UHVSRQVH UHJUHVVLRQ IURP

7DEOH ,, RI WKH SUREDELOLW\ RI QHZ EDQN nQDQFLQJ RQ D VHW RI FRQWURO YDULDEOHV DQG WKH LQVWUXPHQWHG

EURNHU YDULDEOH� ,Q DGGLWLRQ� ZH DGG DQ LQWHUDFWLRQ WHUP EHWZHHQ WKH LQVWUXPHQWHG EURNHU YDULDEOH

DQG ZKHWKHU WKH EURNHU KDV VWURQJ WLHV ZLWK EDQNV� $V D PHDVXUH RI VWURQJ EURNHU�EDQN UHODWLRQV�

��



ZH GHnQH D FRQFHQWUDWLRQ GXPP\ YDULDEOH HTXDO WR RQH LI WKH EURNHU
V %DQN+HUI PHDVXUH LV

JUHDWHU WKDQ LWV PDWFKHG VDPSOH PHDVXUH� DQG ]HUR RWKHUZLVH� 7KLV YDULDEOH LV PXOWLSOLHG E\ WKH

LQVWUXPHQWHG EURNHU SUHVHQFH YDULDEOH WR LQGLFDWH ZKHWKHU EURNHUV ZLWK VWURQJHU EDQN WLHV LPSURYH

WKH OLNHOLKRRG RI REWDLQLQJ EDQN nQDQFLQJ PRUH WKDQ RWKHU EURNHUV� 7KH EURNHU SUHVHQFH YDULDEOHV

DUH DJDLQ LQVWUXPHQWHG WR FRQWURO IRU WKH HQGRJHQRXV VHOHFWLRQ RI EURNHUV�

$V 7DEOH ,,, LQGLFDWHV� EURNHUV ZLWK VWURQJ EDQN WLHV �KLJK FRQFHQWUDWLRQ PHDVXUHV� LQFUHDVH WKH

SUREDELOLW\ RI REWDLQLQJ EDQN GHEW VLJQLnFDQWO\ PRUH WKDQ RWKHU EURNHUV GR� 7KLV LV FRQVLVWHQW ZLWK

3UHGLFWLRQ � DQG VXJJHVWV WKDW WKH FRQFHQWUDWLRQ PHDVXUH UHSUHVHQWV WKH VWUHQJWK RI EURNHU�EDQN

WLHV� 5HSHDWLQJ WKLV UHJUHVVLRQ XVLQJ WKH %DQN6KDUH PHDVXUHV WR FRPSXWH D FRQFHQWUDWLRQ GXPP\

ZKLFK HTXDOV RQH LI D EURNHU
V %DQN6KDUH LV JUHDWHU WKDQ KLV PDWFKHG VDPSOH� ZH nQG WKH VDPH

UHVXOW� %URNHUV ZKR FRQFHQWUDWH WKHLU GHDOV DPRQJ IHZHU EDQNV� DQG WKXV OLNHO\ KDYH VWURQJHU WLHV

ZLWK WKHVH EDQNV� IXUWKHU LPSURYH WKHLU FOLHQWV
 SUREDELOLW\ RI REWDLQLQJ EDQN GHEW� $JDLQ� WKLV LV

FRQVLVWHQW ZLWK DQ LQIRUPDO QHWZRUN� EXW FRXOG DOVR EH FRQVLVWHQW ZLWK DQ LQIRUPDWLRQ VWRU\ ZKHUH

EURNHUV VLPSO\ XVH D IHZ JRRG EDQNV� +RZHYHU� DV ZH ZLOO VHH LQ WKH QH[W VHFWLRQ� EURNHUV DUH QRW

XVLQJ WKH VDPH EDQNV� +HQFH� HDFK EURNHU FRQFHQWUDWHV KLV EXVLQHVV DPRQJ D IHZ EDQNV� EXW WKHVH

EDQNV GLmHU DFURVV EURNHUV� 7KLV LV LQFRQVLVWHQW ZLWK DQ LQIRUPDWLRQ VWRU\� EXW LV FRPSHOOLQJ IRU

RXU UHODWLRQVKLS VWRU\�

$�� %URNHU�%DQN /RQJHYLW\

,Q DGGLWLRQ WR FRQFHQWUDWLQJ WKHLU GHDOV DPRQJ D VHOHFW IHZ EDQNV� EURNHUV ZLOO KDYH JUHDWHU LQoX�

HQFH RQ EDQNV ZLWK ZKLFK WKH\ KDYH D ORQJHU UHODWLRQVKLS� $V D PHDVXUH RI WKH ORQJHYLW\ RI WKH

UHODWLRQVKLS EHWZHHQ WKH EURNHU DQG WKH EDQN� ZH nQG WKH HDUOLHVW GDWH ZKHQ HDFK EURNHU�EDQN SDLU

FRPSOHWHG WKHLU nUVW GHDO WRJHWKHU DQG FDOFXODWH IURP WKLV WKH DJH RI WKHLU UHODWLRQVKLS DW WKH WLPH

RI HDFK VXEVHTXHQW GHDO� :H FRPSXWH WKH DJH RI HDFK UHODWLRQVKLS XVLQJ RQO\ WKRVH GHDOV WDNLQJ

SODFH SULRU WR ���� DQG WKHQ DSSO\ WKHVH PHDVXUHV WR D VDPSOH RI WUDQVDFWLRQV DIWHU �����

,I EURNHUV DQG EDQNV GHYHORS LQIRUPDO UHODWLRQVKLSV RYHU WLPH� WKHQ WKH IUDFWLRQ RI WKH EURNHU
V

GHDOV GHYRWHG WR D SDUWLFXODU EDQN VKRXOG LQFUHDVH RYHU WLPH� 3UHGLFWLRQ � VWDWHV WKDW WKH VKDUH

RI D EURNHU
V GHDOV GHYRWHG WR WKH EDQN ZLOO LQFUHDVH ZLWK WKH ORQJHYLW\ RI LWV UHODWLRQVKLS ZLWK

WKH EDQN� 7R WHVW WKLV� ZH UHJUHVV WKH VKDUH RI WKH EURNHU
V GHDOV LQYROYLQJ D SDUWLFXODU EDQN DIWHU

���� RQ WKH OHQJWK RI WKHLU UHODWLRQVKLS �QXPEHU RI \HDUV VLQFH WKHLU nUVW GHDO�� PHDVXUHG SULRU

WR ����� 7DEOH ,,, LQGLFDWHV VWURQJO\ WKDW WKH ORQJHU WKH SULRU UHODWLRQVKLS ZLWK WKH EDQN� WKH

��



PRUH EXVLQHVV WKH EURNHU VHQGV WR WKH EDQN� 7KLV LV FRQVLVWHQW ZLWK WKH GHYHORSPHQW RI LQIRUPDO

QHWZRUNV� 5HODWLRQVKLSV� KRZHYHU� VKRXOG ZRUN ERWK ZD\V� 7KDW LV� QRW RQO\ VKRXOG WKH EURNHU
V

EXVLQHVV EHFRPH PRUH FRQFHQWUDWHG RYHU WLPH DPRQJ FHUWDLQ EDQNV� EXW DOVR WKH VKDUH RI WKH EDQN
V

GHDOV VKRXOG EH PRUH FRQFHQWUDWHG DPRQJ D VHOHFW IHZ EURNHUV RYHU WLPH� 5HJUHVVLQJ WKH VKDUH RI

HDFK EDQN
V GHDOV LQYROYLQJ HDFK EURNHU RQ WKH ORQJHYLW\ RI WKHLU UHODWLRQVKLS� 7DEOH ,,, GRFXPHQWV

D VWURQJ SRVLWLYH FRUUHODWLRQ� FRQVLVWHQW ZLWK 3UHGLFWLRQ ����

)LQDOO\� LI EURNHU�EDQN UHODWLRQVKLSV DUH LPSRUWDQW DQG LI ORQJHYLW\ KHOSV FDSWXUH WKH VWUHQJWK

RI VXFK UHODWLRQVKLSV� WKHQ ZH VKRXOG VHH DQ HYHQ PRUH VLJQLnFDQW LPSDFW RQ nQDQFLDO VWUXFWXUH

IURP EURNHUV ZLWK ORQJHU EDQN UHODWLRQVKLSV �3UHGLFWLRQ ��� 7R WHVW WKLV� ZH UHJUHVV WKH SUREDELOLW\

RI REWDLQLQJ D QHZ EDQN PRUWJDJH RQ WKH LQVWUXPHQWHG EURNHU SUHVHQFH YDULDEOH SOXV DQ LQWHUDFWLRQ

WHUP EHWZHHQ WKH EURNHU
V DJH DQG WKH LQVWUXPHQWHG EURNHU PHDVXUH� $JDLQ� WKH GHSHQGHQW YDULDEOH

RQO\ FRQWDLQV WUDQVDFWLRQV DIWHU ����� ZKLOH WKH EURNHU ORQJHYLW\ PHDVXUH LV HVWLPDWHG SULRU WR �����

�,Q RWKHU ZRUGV� WKLV LV DQ RXW RI VDPSOH WHVW�� 7KH LQGHSHQGHQW YDULDEOHV DOVR LQFOXGH WKH EX\HU�

VHOOHU� DQG SURSHUW\ FRQWUROV XVHG SUHYLRXVO\ SOXV VWDWH n[HG HmHFWV� 7KH UHJUHVVLRQ LV UXQ XQGHU WKH

.OHLQ DQG 6SDG\ ������ ELQDU\ UHVSRQVH PRGHO LQ WKH VW\OH RI )DPD DQG 0DF%HWK ������� $V 7DEOH

,,, LQGLFDWHV� WKH LQWHUDFWLRQ WHUP LV KLJKO\ VLJQLnFDQW DQG LQ IDFW HOLPLQDWHV WKH VLJQLnFDQFH RI WKH

EURNHU YDULDEOH LWVHOI� 7KXV� EURNHUV ZLWK ORQJ KLVWRULHV� ZKR KDYH FXOWLYDWHG EDQN UHODWLRQVKLSV�

JUHDWO\ LPSURYH WKH IXWXUH OLNHOLKRRG RI REWDLQLQJ EDQN GHEW IRU WKHLU FOLHQWV� ZKLOH \RXQJ EURNHUV�

ZKR KDYH QRW HVWDEOLVKHG WKHVH UHODWLRQVKLSV� GR QRW LQFUHDVH WKH SUREDELOLW\ RI EDQN nQDQFLQJ

VLJQLnFDQWO\�

9,� $OWHUQDWLYH 7KHRULHV RI %URNHUDJH

:KLOH WKH HYLGHQFH IRU LQIRUPDO EURNHU�EDQN UHODWLRQVKLSV LV TXLWH VWURQJ� LW PD\ EH WKDW WKH UHVXOWV

FDQ EH H[SODLQHG E\ RWKHU WKHRULHV RI EURNHUDJH� ,Q WKLV VHFWLRQ ZH FRQVLGHU WKUHH DOWHUQDWH WKHRULHV

RI EURNHU LQWHUPHGLDWLRQ� 7KH nUVW WKHRU\ LV WKDW EURNHUV PD\ PRQLWRU WKH ORDQ SROLFLHV RI EDQNV

DQG GLUHFW RU DGYLVH WKHLU FXVWRPHUV WR VHHN ORDQV IURP WKH EDQN PRVW OLNHO\ WR SURYLGH nQDQFLQJ�

$ VHFRQG SRVVLELOLW\ LV WKDW EURNHUV PD\ FHUWLI\ WKH TXDOLW\ RI SURSHUWLHV DQG WKH FUHGLWZRUWKLQHVV

RI ERUURZHUV WR OHQGLQJ LQVWLWXWLRQV� )LQDOO\� GHVSLWH RXU HmRUWV WR FRQWURO IRU HQGRJHQHLW\� WKH

HQGRJHQRXV VHOHFWLRQ RI EURNHUV E\ FHUWDLQ W\SHV RI VHOOHUV PD\ FRQWULEXWH WR WKH REVHUYHG UHODWLRQ

EHWZHHQ EURNHUDJH DFWLYLW\ DQG nQDQFLQJ� 6SHFLnFDOO\� OLTXLGLW\�FRQVWUDLQHG VHOOHUV� DQ[LRXV WR

��6WDQGDUG HUURUV DUH FRPSXWHG XVLQJ :KLWH
V ������ FRQVLVWHQW HUURU FRYDULDQFH HVWLPDWRU�

��



FRPSOHWH D VDOH TXLFNO\� PD\ EH PRUH OLNHO\ WR KLUH EURNHUV DQG DUH OHVV OLNHO\ WR SURYLGH VHOOHU

nQDQFH�

$� $GYLVRU\ 6HUYLFHV

7KH nUVW DOWHUQDWH WKHRU\ DUJXHV WKDW EURNHUV PRQLWRU WKH ORDQ�JUDQWLQJ SROLFLHV RI YDULRXV EDQNV

DQG HQFRXUDJH EX\HUV WR VHHN ORDQV IURP WKH EDQN WKDW FDQ SURFHVV D JLYHQ ORDQ ZLWK WKH KLJKHVW

SUREDELOLW\� ,Q WKLV VHQVH� EURNHUV PD\ SURYLGH D nQDQFLDO DGYLVRU\ VHUYLFH WR EX\HUV� 7KURXJK

WKHLU LQYROYHPHQW ZLWK PDQ\ GHDOV� EURNHUV REWDLQ LQIRUPDWLRQ DERXW YDULRXV EDQN OHQGLQJ SROLFLHV

DQG SUDFWLFHV� DQG FRQYH\ WKLV LQIRUPDWLRQ WR WKHLU FOLHQWV� %X\HUV LQ EURNHUHG WUDQVDFWLRQV VKRXOG

WKHUHIRUH EH PRUH OLNHO\ WR UHFHLYH EDQN nQDQFH� ,W PD\ DOVR EH WKH FDVH WKDW EDQNV UHFRJQL]H WKLV

IDFW DQG SULRULWL]H WKH SURFHVVLQJ RI ORDQV LQ EURNHUHG GHDOV RYHU ORDQV LQ QRQ�EURNHUHG GHDOV� +HQFH�

WKLV PRGHO� OLNH WKH UHODWLRQVKLS PRGHO� SUHGLFWV WKDW EURNHUV LQFUHDVH WKH SUREDELOLW\ RI REWDLQLQJ

EDQN nQDQFLQJ �3UHGLFWLRQ ��� $V IRU WKH FRRSHUDWLRQ WKHRU\� KRZHYHU� WKH VL]H RI ORDQV LQ EURNHUHG

GHDOV LV QRW XQDPELJXRXVO\ SUHGLFWHG E\ WKLV PRGHO�

7KH DGYLVRU\ VHUYLFH WKHRU\ GLmHUV IURP WKH FRRSHUDWLRQ WKHRU\ LQ VHYHUDO NH\ UHVSHFWV� )LUVW�

LI EURNHUV DUH VHDUFKLQJ DFURVV WKH XQLYHUVH RI EDQNV IRU WKH EDQN PRVW OLNHO\ WR JUDQW WKHLU FOLHQW D

ORDQ� ZH ZRXOG H[SHFW EURNHUV WR KDYH GHDOLQJV ZLWK D ODUJH QXPEHU RI EDQNV� SDUWLFXODUO\ LI EDQN

OHQGLQJ SROLFLHV KDYH FKDQJHG RYHU WLPH� ,I FHUWDLQ EDQNV EHFRPH PRUH FRPSHWLWLYH DQG RmHU EHWWHU

UDWHV DQG HDVLHU FUHGLW� WKHQ WKHLU PDUNHW VKDUH VKRXOG LQFUHDVH� ,I EURNHUV SURYLGH DGYLVRU\ VHUYLFHV�

WKHQ EURNHUV VKRXOG GLUHFW WKHLU FOLHQWV WR WKHVH EDQNV� 7KLV FRXOG UHVXOW LQ EURNHUV VSUHDGLQJ RXW

GHDOV DFURVV PDQ\ EDQNV RYHU WLPH� LI EDQN SROLFLHV FKDQJH� RU DPRQJ D IHZ EDQNV LI OHQGLQJ SROLFLHV

DUH VWDEOH DQG WKHUH DUH RQO\ D IHZ EDQNV ZRUWK GLUHFWLQJ EXVLQHVV WR� 7KH LPSRUWDQW SRLQW LV

WKDW EURNHUHG EXVLQHVV VKRXOG EH UHODWLYHO\ nFNOH DQG VKRXOG EH H[SHFWHG WR oRZ WRZDUGV WKH EDQNV

ZKRVH PDUNHW VKDUHV DUH PRVW LQFUHDVLQJ� 3HULRG�WR�SHULRG EURNHUHG WUDQVDFWLRQ YROXPHV ZLOO YDU\

JUHDWO\ ZLWK WRWDO EDQN ORDQ YROXPHV�

2Q WKH RWKHU KDQG� LI EURNHUV DQG EDQNV KDYH ORQJ�WHUP UHODWLRQVKLSV� WKHQ EURNHUDJH EXVLQHVV

VKRXOG EH IDLUO\ VWHDG\ DQG XQZDYHULQJ� &RRSHUDWLRQ EHWZHHQ EDQNV DQG EURNHUV VKRXOG GDPSHQ

VKRUW�WHUP oXFWXDWLRQV LQ WKH ORDQ EXVLQHVV� %URNHUV ZLOO EH OR\DO LQ FRQVLVWHQWO\ GLUHFWLQJ EXVLQHVV

WR WKH VDPH EDQNV� ,Q WKH HTXLOLEULXP GHVFULEHG LQ 5HVXOW �� FRRSHUDWLQJ EURNHUV DOZD\V VHQG DOO

WKHLU FOLHQWV WR WKH VDPH EDQN� $V D UHVXOW� WKH HODVWLFLW\ RI D EDQN
V EURNHUDJH EXVLQHVV ZLWK UHVSHFW

WR LWV WRWDO ORDQ EXVLQHVV VKRXOG EH OHVV WKDQ RQH� 7KLV OHDGV WR WKH IROORZLQJ SUHGLFWLRQ�

��



3UHGLFWLRQ $�� ,I EURNHUV SURYLGH DGYLVRU\ VHUYLFHV� WKHQ WKH HODVWLFLW\ RI D EDQN
V EURNHU�

DJH EXVLQHVV ZLWK UHVSHFW WR LWV WRWDO ORDQ EXVLQHVV ZLOO EH JUHDWHU WKDQ RQH� ,I EDQNV DQG EURNHUV

FRRSHUDWH� WKHQ WKLV HODVWLFLW\ ZLOO EH OHVV WKDQ RQH�

:H GHnQH EURNHUV ZLWK HODVWLFLWLHV OHVV WKDQ RQH WR EH OR\DO� ,I EURNHUV SURYLGH DGYLVRU\ VHUYLFHV�

WKHQ GLVOR\DO EURNHUV� ZKR SUHVXPDEO\ SRVVHVV DQG H[SORLW FXUUHQW PDUNHW FRQGLWLRQ LQIRUPDWLRQ�

VKRXOG EH WKH PRVW KHOSIXO LQ DVVLVWLQJ WKHLU FOLHQWV WR nQG nQDQFLQJ� ,I EURNHUV DQG EDQNV IRUP

UHODWLRQVKLSV� WKHQ EDQNV ZLOO RQO\ UHZDUG OR\DO EURNHUV� ,Q WKLV FDVH� FOLHQWV RI OR\DO EURNHUV ZLOO EH

PRVW DGYDQWDJHG LQ VHHNLQJ EDQN ORDQV� ,Q WKH HTXLOLEULXP RXWOLQHG LQ 5HVXOW �� RQO\ FRRSHUDWLQJ

EURNHUV DUH OR\DO� DQG FRRSHUDWLQJ EURNHUV PRVW LPSURYH WKHLU FOLHQWV
 SUREDELOLW\ RI UHFHLYLQJ D

ORDQ�

3UHGLFWLRQ $�� ,I EURNHUV SURYLGH DGYLVRU\ VHUYLFHV� WKHQ GLVOR\DO EURNHUV ZLOO PRVW LPSURYH

WKHLU FOLHQWV
 SUREDELOLW\ RI UHFHLYLQJ D EDQN ORDQ� ,I EDQNV DQG EURNHUV FRRSHUDWH� WKHQ OR\DO EURNHUV

ZLOO PRVW LPSURYH WKHLU FOLHQWV
 DELOLW\ WR VHFXUH EDQN nQDQFH�

,I EURNHUV PDNH XVH RI LQIRUPDWLRQ WR GLUHFW WKHLU FOLHQWV WR WKH VRXUFH RI nQDQFLQJ WKDW LV

FXUUHQWO\ PRVW REOLJLQJ� WKHQ EURNHUDJH FOLHQWV VKRXOG EH H[SHFWHG WR H[KLELW KHUGLQJ LQ WKHLU

FKRLFH RI EDQNV� 7R WKH H[WHQW WKDW EURNHUV KDYH XVHIXO LQIRUPDWLRQ RQ WKH EHVW EDQNV WR DSSURDFK

IRU D ORDQ� WKLV LQIRUPDWLRQ PXVW EH FRUUHODWHG� 2QFH D EDQN EHJLQV WR RmHU PRUH FRPSHWLWLYH WHUPV

DQG ORRVHU FUHGLW� PDQ\ EURNHUV ZLOO GLUHFW WKHLU FOLHQWV WR WKLV EDQN� $V QHZ LQIRUPDWLRQ DUULYHV

DERXW FHUWDLQ EDQNV� EURNHUV DQG WKHLU FOLHQWV ZLOO V\VWHPDWLFDOO\ oRFN WR EDQNV ZLWK WKH PRVW

DWWUDFWLYH ORDQ SROLFLHV DQG DZD\ IURP WKRVH ZLWK XQDWWUDFWLYH RQHV� ,I EURNHUV KDYH UHODWLRQVKLSV

ZLWK EDQNV� KRZHYHU� EURNHUDJH EXVLQHVV ZLOO EH IDLUO\ VWDEOH� DQG WKHUH LV QR UHDVRQ WR WKLQN DOO

EURNHUV ZLOO KDYH UHODWLRQVKLSV ZLOO WKH VDPH EDQN�

3UHGLFWLRQ $�� ,I EURNHUV SURYLGH DGYLVRU\ VHUYLFHV� EURNHUV IURP GLmHUHQW nUPV ZLOO KHUG LQ

GLUHFWLQJ WKHLU FOLHQWV WR WKH VDPH EDQNV�

$�� +HUGLQJ E\ %URNHUV LQWR %DQNV

$V D GLUHFW WHVW RI WKH LQIRUPDWLRQ�DGYLVRU\ VHUYLFH WKHRU\� ZH DQDO\]H ZKHWKHU EURNHUV KHUG DPRQJ

EDQNV� ,I LQIRUPDWLRQ DERXW EDQN ORDQ SROLFLHV GULYHV EURNHU VHOHFWLRQ RI EDQNV� WKHQ KHUGLQJ VKRXOG

EH SUHYDOHQW DPRQJ EURNHUV� DV VXJJHVWHG E\ 3UHGLFWLRQ $�� 7R WHVW WKLV� ZH FRPSXWH WKH IROORZLQJ

PHDVXUH RI KHUGLQJ E\ EURNHUV LQ HDFK EDQN� )RU EDQN E� WKH KHUGLQJ PHDVXUH LV�

��
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ZKHUH . LV WKH QXPEHU RI EURNHUV DQG % WKH QXPEHU RI EDQNV LQ WKLV PDUNHW� 7KLV PHDVXUH LV

WKH DEVROXWH YDOXH RI WKH GLmHUHQFH EHWZHHQ WKH VKDUH RI EDQNV E
V GHDOV WKDW DUH EURNHUHG DQG WKH

VKDUH RI DOO EDQN nQDQFHG GHDOV WKDW DUH EURNHUHG� 7KH WHUP (�M c M� LV DQ DGMXVWPHQW IDFWRU IRU WKH
PHDQ RI WKLV DEVROXWH GLmHUHQFH WR DOORZ IRU UDQGRP YDULDWLRQ DURXQG WKH H[SHFWHG SURSRUWLRQ RI

EURNHUHG GHDOV XQGHU WKH QXOO K\SRWKHVLV RI LQGHSHQGHQW EURNHU GHFLVLRQV RQ ZKLFK EDQN WR GLUHFW

WKHLU FOLHQWV� 7KH KHUGLQJ PHDVXUH LQ HTXDWLRQ ��� LV RI WKH VDPH oDYRU DV WKRVH XVHG E\ /DNRQLVKRN�

6KOHLIHU� DQG 9LVKQ\ ������ DQG :HUPHUV ������ WR DGGUHVV VWRFN KHUGLQJ LQ WKH PRQH\ PDQDJHPHQW

LQGXVWU\� :H IROORZ ERWK RI WKHVH VWXGLHV E\ FRPSXWLQJ WKH DGMXVWPHQW IDFWRU XVLQJ VLPXODWLRQV

XQGHU D ELQRPLDO GLVWULEXWLRQ IRU HDFK EDQN HPSOR\LQJ WKH DFWXDO SURSRUWLRQ RI EURNHUHG GHDOV DV

WKH SDUDPHWHU LQ WKH VLPXODWLRQV���

7DEOH ,9 UHSRUWV WKH OHYHO RI KHUGLQJ E\ EURNHUV LQ EDQNV� 7KH DYHUDJH KHUGLQJ PHDVXUH LV �����

DQG LV VWDWLVWLFDOO\ JUHDWHU WKDQ ]HUR� 7KXV� WKHUH GRHV DSSHDU WR EH VRPH KHUGLQJ E\ EURNHUV LQ

EDQNV� EXW LW LV QRW HFRQRPLFDOO\ VLJQLnFDQW� 7KLV OHYHO RI KHUGLQJ LPSOLHV WKDW RQ DYHUDJH� D EDQN

WR ZKLFK EURNHUV KHUG ZLOO WUDQVDFW WZR PRUH EURNHUHG GHDOV RXW RI D KXQGUHG WRWDO GHDOV WKDQ ZRXOG

EH H[SHFWHG XQGHU UDQGRP YDULDWLRQ� DQG D EDQN WR ZKLFK EURNHUV DUH QRW KHUGLQJ ZLOO WUDQVDFW

WZR IHZHU EURNHUHG GHDOV RXW RI D KXQGUHG WRWDO GHDOV� 7KLV LV QRW SDUWLFXODUO\ FRPSHOOLQJ� JLYHQ

WKDW RQ DYHUDJH �� GHDOV RXW RI D KXQGUHG DUH EURNHUHG� +HUGLQJ LV QRW JHQHUDWLQJ D VLJQLnFDQW

GHYLDWLRQ IURP WKDW DYHUDJH RQ D EDQN�E\�EDQN EDVLV�

,W PD\ EH� KRZHYHU� WKDW FHUWDLQ EDQNV DUH KHUGHG LQWR PRUH WKDQ RWKHUV� ,Q SDUWLFXODU� ODUJHU

EDQNV� IRU ZKLFK LQIRUPDWLRQ LV PRUH UHDGLO\ DYDLODEOH� PD\ KDYH PRUH KHUGLQJ� ZKLOH VPDOO EDQNV�

IRU ZKLFK LQIRUPDWLRQ PD\ EH OLPLWHG� PD\ QRW� ,Q DGGLWLRQ DV 3HHN DQG 5RVHQJUHQ ������ GLV�

FRYHU� OHQGLQJ UHODWLRQVKLSV WHQG WR H[LVW PRVW VWURQJO\ DPRQJ VPDOO EDQNV DQG VPDOOHU PDUNHW

SDUWLFLSDQWV� +HQFH� ZH ZRXOG H[SHFW ORZ RU ]HUR KHUGLQJ DPRQJ VPDOO EDQNV� 5HFRPSXWLQJ WKH

KHUGLQJ PHDVXUHV IRU ODUJH �L�H�� DW OHDVW �� GHDOV� DQG VPDOO EDQNV VHSDUDWHO\� ZH nQG WKDW KHUGLQJ

LV QRQ�H[LVWHQW DPRQJ VPDOO EDQNV� EXW LV TXLWH VWURQJ DPRQJ WKH ODUJHVW EDQNV� 7KLV VXJJHVWV WKDW

DQ LQIRUPDWLRQ WKHRU\ PD\ RQO\ EH UHOHYDQW DPRQJ ODUJH EDQNV DQG GHDOV� ZKHUHDV UHODWLRQVKLSV

PD\ EH PRVW LPSRUWDQW DPRQJ VPDOO GHDOV�

��7KH VLPXODWLRQ GHWDLOV DUH SURYLGHG LQ :HUPHUV ������ DQG DUH DOVR DYDLODEOH XSRQ UHTXHVW�

��



$�� %URNHU /R\DOW\ WR %DQNV

7R EHWWHU GLVWLQJXLVK EHWZHHQ WKH DGYLVRU\ VHUYLFHV RU LQIRUPDWLRQ WKHRU\ DQG RXU WKHRU\ RI LQIRUPDO

EURNHU�EDQN UHODWLRQVKLSV� ZH H[DPLQH KRZ OR\DO EURNHUV DUH WR WKH EDQNV WKH\ KDYH GHDOW ZLWK�

3UHGLFWLRQ $� VWDWHV WKDW EURNHUV ZLOO FRQWLQXH WR VHQG EXVLQHVV WR WKH EDQNV WKH\ KDYH UHODWLRQVKLSV

ZLWK� HYHQ ZKHQ WKH EDQN
V WRWDO YROXPH GHFOLQHV �IRU DQ\ UHDVRQ�� ,Q RWKHU ZRUGV� LI EURNHUV KDYH

UHODWLRQVKLSV ZLWK EDQNV� ZH VKRXOG VHH OR\DOW\ DPRQJ EURNHUHG GHDOV ZLWK EDQNV� &RQYHUVHO\� LI

LQIRUPDWLRQ DERXW EDQN ORDQ JUDQWLQJ SROLFLHV GULYHV WKH UHODWLRQ EHWZHHQ EURNHU LQYROYHPHQW DQG

nQDQFLDO VWUXFWXUH� WKHQ ZH ZRXOG H[SHFW EURNHUV WR EH GLVOR\DO WR EDQNV� +HQFH� EURNHU EXVLQHVV

GLUHFWHG WR WKH EDQN VKRXOG EH YHU\ VHQVLWLYH WR FKDQJHV LQ WKH EDQN
V ORDQ SROLFLHV RU VKDUH RI WKH

PDUNHW� ,I UHODWLRQVKLSV H[LVW� KRZHYHU� WKHQ EURNHUV ZLOO EH OHVV VHQVLWLYH WR FKDQJHV LQ WKH EDQN
V

EXVLQHVV� DQG EURNHU EXVLQHVV GLUHFWHG WR WKH EDQN ZLOO EH VWLFN\�

7R WHVW WKHVH FRQMHFWXUHV� ZH FRPSXWH WKH HODVWLFLW\ RI WKH FKDQJH LQ WKH EURNHU
V EXVLQHVV

GLUHFWHG WR WKH EDQN ZLWK UHVSHFW WR WKH FKDQJH LQ WKH EDQN
V VKDUH RI WKH FRPPHUFLDO UHDO HVWDWH

ORDQ PDUNHW� 7KH ODWWHU FDSWXUHV YDULRXV IDFWRUV DmHFWLQJ FKDQJHV LQ WKH ZD\ WKH EDQN FRQGXFWV

EXVLQHVV� 0RUH IRUPDOO\� IRU HDFK EURNHU�EDQN SDLU� ZH FRPSXWH

(ODVWLFLW\N�E  
�ctN�E
�c�E

 

t
t!����
N�E

bt�����
N�E

t
�����
N�E

u
t
�!����
E

b������
E

�
�����
E

u ����

tN�E  
�'HDOVN�E
�'HDOVN

����

�E  
�'HDOVE3

E�%
�'HDOVE

����

ZKHUH �ctN�E LV WKH SHUFHQWDJH FKDQJH LQ EURNHU N
V VKDUH RI GHDOV GHYRWHG WR EDQN E DQG �c�E

LV WKH SHUFHQWDJH FKDQJH LQ EDQN E
V VKDUH RI WKH PDUNHW� &KDQJHV DUH HVWLPDWHG E\ VSOLWWLQJ WKH

VDPSOH EHIRUH DQG DIWHU -DQXDU\ �� ����� $OWHUQDWLYHO\� WKLV PHDVXUH FDQ EH YLHZHG DV WKH FRHpFLHQW

IURP D UHJUHVVLRQ RI �ctN�E RQ �c�E� $Q HODVWLFLW\ OHVV WKDQ � LQGLFDWHV WKDW WKH EURNHU
V VKDUH

GHYRWHG WR WKH EDQN LV OHVV VHQVLWLYH WKDQ WKH PDUNHW
V nFNOHQHVV WRZDUG WKDW EDQN �H�J�� WKH EURNHU

LV PRUH OR\DO WR WKH EDQN WKDQ WKH PDUNHW�� $Q HODVWLFLW\ RI HTXDO WR RU JUHDWHU WKDQ � VXJJHVWV WKH

EURNHU LV HTXDOO\ RU PRUH VHQVLWLYH WKDQ WKH PDUNHW� :H GHVLJQDWH WKLV D GLVOR\DO UHODWLRQVKLS�

7DEOH ,9 UHSRUWV WKDW WKH DYHUDJH HODVWLFLW\ PHDVXUH DFURVV DOO EURNHU�EDQN UHODWLRQVKLSV LV

VWDWLVWLFDOO\ QR GLmHUHQW IURP �� 7KLV VXJJHVWV HLWKHU EURNHUV DUH QRW OR\DO RU SHUKDSV WKDW VRPH

��



EURNHUV DUH OR\DO DQG VRPH DUH QRW� UHVXOWLQJ LQ DQ DYHUDJH HODVWLFLW\ RI �� 0RUHRYHU� EURNHUV PD\

KDYH LQIRUPDO UHODWLRQVKLSV ZLWK VRPH EDQNV EXW QRW RWKHUV� UHVXOWLQJ LQ VRPH OR\DO SDUWQHUVKLSV DQG

VRPH GLVOR\DO LQWHUDFWLRQV� 7R WHVW WKLV� ZH VSOLW WKH VDPSOH LQWR WKH VPDOOHVW �OHVV WKDQ ��� PLOOLRQ�

DQG ODUJHVW GHDOV� 5HODWLRQVKLSV DUH PRUH OLNHO\ H[KLELWHG DPRQJ VPDOOHU GHDOV� 7DEOH ,9 GRFXPHQWV

WKDW WKLV LV LQGHHG WKH FDVH DV WKH DYHUDJH HODVWLFLW\ DPRQJ WKLV JURXS LV ���� DQG VWDWLVWLFDOO\ OHVV

WKDQ � DW WKH �� VLJQLnFDQFH OHYHO� /DUJH GHDOV� RQ WKH RWKHU KDQG� H[KLELW DQ HODVWLFLW\ JUHDWHU

WKDQ �� 7KHVH nQGLQJV PLUURU WKRVH IRXQG RQ KHUGLQJ DQG VXJJHVW WKDW LQIRUPDO UHODWLRQVKLSV H[LVW�

EXW DUH SULPDULO\ FRQFHQWUDWHG DPRQJ WKH VPDOOHU GHDOV� ZKHUH VXFK UHODWLRQVKLSV DUH OLNHO\ PRVW

QHHGHG DQG PRVW YDOXDEOH� $PRQJ WKH ODUJHU GHDOV� GLVOR\DOW\ DQG KHUGLQJ RFFXU� VXJJHVWLQJ WKDW

LQIRUPDWLRQ LVVXHV PD\ EH PRUH SHUWLQHQW DPRQJ WKH ODUJHVW GHDOV�

$OWKRXJK VRPH UHODWLRQVKLSV PD\ EH OR\DO DQG VRPH GLVOR\DO� DQG VRPH EURNHUV PD\ EH V\V�

WHPDWLFDOO\ OR\DO RU GLVOR\DO� WKH LPSRUWDQW TXHVWLRQ LV ZKHWKHU OR\DOW\ RU GLVOR\DOW\ LPSURYHV WKH

SUREDELOLW\ RI UHFHLYLQJ nQDQFLQJ� ,I EURNHUV KDYH EHWWHU LQIRUPDWLRQ DERXW EDQN ORDQ SROLFLHV� WKHQ

GLVOR\DOW\ �DQ LQGLFDWRU RI QHZ LQIRUPDWLRQ DERXW EDQNV� VKRXOG LQFUHDVH WKH SUREDELOLW\ RI REWDLQ�

LQJ EDQN GHEW� DFFRUGLQJ WR 3UHGLFWLRQ $�� 2XU UHODWLRQVKLS RU FRRSHUDWLYH WKHRU\� KRZHYHU� PDNHV

H[DFWO\ WKH RSSRVLWH SUHGLFWLRQ� ,I UHODWLRQVKLSV DUH LPSRUWDQW LQ WKLV PDUNHW� WKHQ OR\DO EURNHUV

ZLOO JUHDWO\ LPSURYH WKH SUREDELOLW\ RI UHFHLYLQJ EDQN nQDQFLQJ DQG GLVOR\DOW\ VKRXOG UHGXFH WKH

OLNHOLKRRG RI JDUQHULQJ EDQN GHEW�

7R WHVW WKH LPSDFW RI OR\DOW\ RQ nQDQFLDO VWUXFWXUH� ZH LGHQWLI\ EURNHUV DV EHLQJ OR\DO RU GLVOR\DO

YLD WKHLU DYHUDJH HODVWLFLW\ PHDVXUH DFURVV WKH EDQNV WKH\ GHDO ZLWK� 'XPP\ YDULDEOHV IRU OR\DOW\

�HODVWLFLW\ OHVV WKDQ �� DQG GLVOR\DOW\ �HODVWLFLW\ JUHDWHU WKDQ �� DUH FUHDWHG DQG LQWHUDFWHG ZLWK WKH

LQVWUXPHQWHG EURNHU SUHVHQFH YDULDEOH WR EH HPSOR\HG DV UHJUHVVRUV LQ WKH ELQDU\ UHVSRQVH UHJUHVVLRQ

RI WKH SUREDELOLW\ RI QHZ PRUWJDJH nQDQFLQJ� 2QFH DJDLQ� WKH OR\DOW\ PHDVXUHV DUH FDOFXODWHG XVLQJ

GDWD SULRU WR ���� DQG DSSOLHG WR SURSHUW\ WUDQVDFWLRQV DIWHU ����� WKXV DYRLGLQJ DQ\ RYHUODSSLQJ

VDPSOH ELDVHV� 7KH UHJUHVVLRQV DUH UXQ XQGHU WKH .OHLQ DQG 6SDG\ ������ PRGHO LQ WKH VW\OH RI

)DPD DQG 0DF%HWK ������ DQG LQFOXGH DOO RI WKH EX\HU� VHOOHU� DQG SURSHUW\ FRQWUROV� DV ZHOO DV

VWDWH GXPPLHV� XVHG SUHYLRXVO\� 7KHVH FRHpFLHQW HVWLPDWHV DUH QRW UHSRUWHG IRU EUHYLW\�

$V 7DEOH ,9 UHSRUWV� OR\DO EURNHUV VLJQLnFDQWO\ LPSURYH WKH OLNHOLKRRG RI UHFHLYLQJ D EDQN ORDQ�

ZKLOH GLVOR\DO EURNHUV VLJQLnFDQWO\ GHFUHDVH WKH SUREDELOLW\ RI REWDLQLQJ EDQN GHEW� 7KLV LV FRP�

SHOOLQJ HYLGHQFH WKDW EURNHU OR\DOW\ LV LPSRUWDQW DQG VWURQJO\ VXSSRUWV WKH K\SRWKHVLV RI LQIRUPDO

EURNHU�EDQN QHWZRUNV SHUYDGLQJ WKLV PDUNHW DQG LQoXHQFLQJ FDSLWDO VWUXFWXUH� )RU UREXVWQHVV� ZH

��



DOVR UHSHDW WKHVH UHJUHVVLRQV XVLQJ D EURNHU OR\DOW\ PHDVXUH GHULYHG IURP WKH GROODU YROXPH RI EURNHU

GHDOV GLUHFWHG WR WKH EDQN DV RSSRVHG WR WKH QXPEHU RI WUDQVDFWLRQV� 7KH UHJUHVVLRQV JHQHUDWH DQ

HYHQ VWURQJHU LPSDFW RQ nQDQFLDO VWUXFWXUH IURP EURNHU OR\DOW\ DQG QHJDWLYH HmHFW IURP GLVOR\DOW\�

7KLV LV DJDLQ FRPSHOOLQJ HYLGHQFH WKDW LQIRUPDO UHODWLRQVKLSV QRW LQIRUPDWLRQ�DGYLVRU\ VHUYLFHV

H[SODLQ WKH UHODWLRQ EHWZHHQ EURNHUDJH DFWLYLW\ DQG nQDQFLDO VWUXFWXUH�

%� &HUWLnFDWLRQ

7KH VHFRQG DOWHUQDWH WKHRU\ ZH LQYHVWLJDWH DUJXHV WKDW EURNHUV VHUYH D FHUWLnFDWLRQ UROH VLPLODU

WR WKDW RI YHQWXUH FDSLWDOLVWV �%UDY DQG *RPSHUV ������� RU FRPPHUFLDO DQG LQYHVWPHQW EDQNV

�3XUL ������ DQG /L]]HUL �������� 7KH DQDORJ\ WR LQYHVWPHQW EDQNHUV LV SDUWLFXODUO\ FORVH� VLQFH

W\SLFDOO\ QHLWKHU EURNHUV QRU LQYHVWPHQW EDQNHUV KDYH VLJQLnFDQW HTXLW\ VWDNHV LQ WKH DVVHWV WKH\

FHUWLI\� %URNHU FHUWLnFDWLRQ ZLOO UHVXOW LQ EURNHUHG WUDQVDFWLRQV UHFHLYLQJ ORDQV PRUH IUHTXHQWO\ DQG

UHFHLYLQJ ODUJHU ORDQV� DV WKH FHUWLnHG SRRO LV RI KLJKHU TXDOLW\ WKDQ WKH QRQ�EURNHUHG SRRO� 7KH

SUHVHQFH RI D EURNHU VKRXOG WKHUHIRUH HQFRXUDJH EDQN nQDQFH� 0RUH IRUPDOO\�

3UHGLFWLRQ %�� %URNHUHG GHDOV DUH PRUH OLNHO\ WR UHFHLYH EDQN nQDQFLQJ� DQG WKH VL]H RI EDQN

ORDQV ZLOO EH JUHDWHU IRU EURNHUHG GHDOV�

$OWKRXJK WKH nUVW SDUW RI 3UHGLFWLRQ %� LV FRQVLVWHQW ZLWK WKH GDWD� WKH VL]H RI EDQN ORDQV

LV PDUJLQDOO\ QHJDWLYHO\ DmHFWHG E\ WKH SUHVHQFH RI D EURNHU� ,Q DGGLWLRQ� WKH UHVXOWV RQ EURNHU

FRQFHQWUDWLRQ LQ EDQNV� EURNHU�EDQN ORQJHYLW\� DQG EURNHU OR\DOW\ GR QRW VHHP UHODWHG DW DOO WR D

FHUWLnFDWLRQ VWRU\�

8QOLNH WKH nUVW WZR PRGHOV� WKLV PRGHO PDNHV D SUHGLFWLRQ DERXW WKH SULFH RI WKH SURSHUW\�

%URNHU FHUWLnFDWLRQ UHGXFHV WKH LQIRUPDWLRQ GLVFRXQW DVVRFLDWHG ZLWK VHOOLQJ D SURSHUW\ DQG VKRXOG

WKHUHIRUH OHDG WR KLJKHU DYHUDJH SULFHV�

3UHGLFWLRQ %�� 3URSHUWLHV VROG WKURXJK WKH DJHQF\ RI D EURNHU ZLOO UHFHLYH KLJKHU DYHUDJH

SULFHV�

&� %URNHU 6HOHFWLRQ

)LQDOO\� GHVSLWH RXU HmRUWV WR FRQWURO IRU HQGRJHQRXV EURNHU VHOHFWLRQ YLD LQVWUXPHQWDO YDULDEOHV�

WKH WKLUG DOWHUQDWH WKHRU\ LV WKDW EURNHUV DUH KLUHG E\ OLTXLGLW\�FRQVWUDLQHG VHOOHUV� .QROO ������

DQG <DQJ DQG <DYDV ������ GRFXPHQW WKDW WKH DYHUDJH WLPH RQ WKH PDUNHW LV ORZHU IRU EURNHUHG

��



SURSHUWLHV� 7KHUHIRUH� VHOOHUV ZKR DUH OLTXLGLW\ FRQVWUDLQHG PD\ EH ZLOOLQJ WR SD\ WKH EURNHUDJH

FRPPLVVLRQ LQ H[FKDQJH IRU D PRUH UDSLG VDOH� 6XFK VHOOHUV� KRZHYHU� ZLOO EH YHU\ UHOXFWDQW WR

SURYLGH 97% nQDQFLQJ�

3UHGLFWLRQ &�� %URNHUHG GHDOV ZLOO H[KLELW OHVV 97% nQDQFLQJ�

/LTXLGLW\ FRQVWUDLQHG VHOOHUV ZLOO DOVR EH ZLOOLQJ WR DFFHSW ORZHU SULFHV LQ H[FKDQJH IRU PXFK QHHGHG

FXUUHQW FDVK oRZV�

3UHGLFWLRQ &�� 3URSHUWLHV VROG WKURXJK WKH DJHQF\ RI D EURNHU ZLOO UHFHLYH ORZHU DYHUDJH SULFHV�

$OWKRXJK PRVW RI RXU nQGLQJV DUH QRW FRQVLVWHQW ZLWK HLWKHU RI WKHVH ODVW WZR WKHRULHV� ZH DW�

WHPSW WR H[DPLQH WKHLU SUHGLFWLRQV GLUHFWO\ E\ WHVWLQJ EURNHU
V LQoXHQFH RQ RWKHU IRUPV RI nQDQFLQJ

DQG RQ PDUNHW SULFHV� 7KLV ZLOO DOVR SURYLGH DGGLWLRQDO WHVWV RQ WKH VWUHQJWK RI WKH UHODWLRQVKLS

K\SRWKHVLV�

'� 'R %URNHUV ,QoXHQFH 2WKHU )RUPV RI )LQDQFLQJ"

8VLQJ WKH WZR�VWDJH ELQDU\ UHVSRQVH DQG WUXQFDWHG UHJUHVVLRQV� ZH HYDOXDWH ZKHWKHU EURNHU SUHVHQFH

LQoXHQFHV WKH IUHTXHQF\ DQG PDJQLWXGH RI RWKHU IRUPV RI nQDQFLQJ� :H H[DPLQH WKH SUHVHQFH DQG

PDJQLWXGH RI YHQGRU �97%� nQDQFLQJ� 97% nQDQFLQJ ZKHQ QR EDQN nQDQFLQJ LV SUHVHQW� DQG WKH

SUREDELOLW\ RI DVVXPLQJ DQ H[LVWLQJ PRUWJDJH��� 2QFH DJDLQ� ZH LQVWUXPHQW EURNHUDJH DFWLYLW\ DQG

FRPSXWH HVWLPDWHV LQ WKH VW\OH RI )DPD DQG 0DF%HWK ������� $V 7DEOH 9 UHSRUWV� H[RJHQRXV EURNHU

SUHVHQFH KDV OLWWOH LPSDFW RQ WKH SUHVHQFH RI 97% nQDQFLQJ� EXW GHFUHDVHV LWV VL]H� 7KLV FRQWUDGLFWV

WKH FHUWLnFDWLRQ DQG OLTXLGLW\�FRQVWUDLQHG VHOOHU H[SODQDWLRQV� 0RUHRYHU� FRQGLWLRQDO RQ QR EDQN

nQDQFLQJ EHLQJ SUHVHQW� WKH IUHTXHQF\ RI 97% LQFUHDVHV EXW WKH VL]H RI WKH ORDQ JUDQWHG GHFUHDVHV

VLJQLnFDQWO\� FRQVLVWHQW ZLWK 3UHGLFWLRQ �� )LQDOO\� WKH SUREDELOLW\ RI DVVXPLQJ DQ H[LVWLQJ PRUWJDJH

DOVR LQFUHDVHV ZLWK EURNHU SUHVHQFH� 7KLV LV FRQVLVWHQW ZLWK D UHODWLRQVKLS WKHRU\ �3UHGLFWLRQ �� EXW

LV QRW SUHGLFWHG E\ DQ\ RWKHU WKHRU\�

(� %URNHU 6HOHFWLRQ DQG WKH ,QoXHQFH RQ 6DOH 3ULFHV

)LQDOO\� ZH H[DPLQH ZKHWKHU EURNHUV LQoXHQFH WKH PDUNHW SULFHV RI FRPPHUFLDO SURSHUWLHV� 7DEOH

9, UHSRUWV WKH UHVXOWV RI )DPD�0DF%HWK UHJUHVVLRQV RI SURSHUW\ FDSLWDOL]DWLRQ UDWHV RQ WKH YDULRXV

LQVWUXPHQWHG PHDVXUHV RI EURNHUDJH DFWLYLW\ DQG FRQWURO YDULDEOHV� 7KH VDPH WZR VWDJH SURFHGXUH

��7KH VL]H RI DQ H[LVWLQJ PRUWJDJH REYLRXVO\ FDQQRW EH FKRVHQ�

��



LV FRQGXFWHG� LQ ZKLFK WKH VHFRQG VWDJH LV HVWLPDWHG YLD OHDVW VTXDUHV� VLQFH FDS UDWHV DUH QHLWKHU

FHQVRUHG QRU WUXQFDWHG� $V 7DEOH 9, LQGLFDWHV� WKHUH LV YLUWXDOO\ QR HmHFW RQ SULFH IURP EURNHUDJH

DFWLYLW\ RQFH HQGRJHQRXV EURNHU VHOHFWLRQ LV WDNHQ LQWR DFFRXQW� 7KLV JHQHUDOO\ QHJDWLYH UHVXOW LV

VWULNLQJ� JLYHQ WKDW LQFUHDVLQJ WKH VDOH SULFH LV RQH RI WKH SULPDU\ EURNHUDJH IXQFWLRQV GHVFULEHG

LQ WKH OLWHUDWXUH� 1HLWKHU WKH FRRSHUDWLRQ QRU DGYLVRU\ WKHRULHV PDNH SUHGLFWLRQV DERXW EURNHUV

LQoXHQFLQJ SULFHV� 7KH FHUWLnFDWLRQ VWRU\� KRZHYHU� SUHGLFWV WKDW EURNHUHG GHDOV ZLOO KDYH KLJKHU

SULFHV �3UHGLFWLRQ %�� ZKLOH WKH HQGRJHQRXV VHOHFWLRQ RI EURNHUV E\ OLTXLGLW\�FRQVWUDLQHG VHOOHUV

SUHGLFWV WKDW EURNHUHG GHDOV KDYH ORZHU SULFHV �3UHGLFWLRQ &���

$V D GLUHFW WHVW RI EURNHU VHOHFWLRQ� ZH DOVR UHSRUW WKH FDS UDWH DQG SUREDELOLW\ RI 97% nQDQFLQJ

UHJUHVVLRQV XVLQJ WKH QRQ�LQVWUXPHQWHG EURNHU SUHVHQFH YDULDEOH� &RPSDULQJ WKH HQGRJHQRXV EURNHU

YDULDEOH UHVXOWV ZLWK WKRVH HPSOR\LQJ WKH LQVWUXPHQWV� ZH VHH HYLGHQFH RI EURNHU VHOHFWLRQ� 7KH

SUHVHQFH RI EURNHUV LV FRQVLVWHQWO\ UHODWHG WR ORZHU SULFHG SURSHUWLHV� EXW DFFRXQWLQJ IRU HQGRJHQRXV

EURNHU VHOHFWLRQ ZLWK WKH LQVWUXPHQWV WKHUH LV QR VLJQLnFDQW EURNHU LQoXHQFH RQ SULFH� +HQFH� WKH

UHODWLRQ EHWZHHQ EURNHUDJH DFWLYLW\ DQG SULFH DSSHDUV WR EH HQWLUHO\ GULYHQ E\ WKH W\SH RI VHOOHUV

ZKR FKRRVH EURNHUV� 7KH UHVXOWV DUH LQFRQVLVWHQW ZLWK WKH EURNHU FHUWLnFDWLRQ WKHRU\� KRZHYHU�

(TXDOO\ FRPSHOOLQJ LV WKH QHJDWLYH HmHFW RI EURNHU SUHVHQFH RQ WKH SUREDELOLW\ RI YHQGRU nQDQFLQJ

ZKHQ QR HQGRJHQRXV VHOHFWLRQ LV WDNHQ LQWR DFFRXQW� 3UHGLFWLRQ &� VWDWHV WKDW EURNHUHG GHDOV ZLOO

H[KLELW OHVV 97% nQDQFLQJ LI OLTXLGLW\ FRQVWUDLQHG VHOOHUV WHQG WR KLUH EURNHUV� :KHQ HPSOR\LQJ WKH

LQVWUXPHQWHG EURNHU YDULDEOH LQ 7DEOH 9,� KRZHYHU� WKLV UHODWLRQ GLVDSSHDUV� 7KXV� EURNHU VHOHFWLRQ

GRHV DSSHDU WR EH LPSRUWDQW LQ WKLV PDUNHW� EXW RXU XVH RI LQVWUXPHQWV VHHPV WR DFFRXQW IRU WKH

HQGRJHQRXV VHOHFWLRQ�

7DEOH 9,, VXPPDUL]HV WKH WKHRUHWLFDO SUHGLFWLRQV RI WKH YDULRXV PRGHOV DQG ZKHWKHU WKH\ ZHUH

YHULnHG LQ RXU GDWD� $FFXPXODWLQJ DOO RI WKH HYLGHQFH� LW DSSHDUV WKDW EURNHU�EDQN QHWZRUNV KDYH

DQ LPSRUWDQW LPSDFW RQ nQDQFLQJ� DQG WKDW FXOWLYDWLQJ UHODWLRQVKLSV ZLWK OHQGHUV LV DQ DGGLWLRQDO

YDOXDEOH VHUYLFH SURYLGHG E\ VHUYLFH LQWHUPHGLDULHV IRU WKHLU FOLHQWV�

9,,� &RQFOXVLRQ

,Q WKLV SDSHU ZH SUHVHQW D PRGHO RI LQIRUPDO nQDQFLDO QHWZRUNV DQG VXEVWDQWLDWH WKH PRGHO
V

PDLQ SUHGLFWLRQV LQ DQ HPSLULFDO VWXG\ RI SDWWHUQV RI nQDQFLQJ LQ WKH 8�6� FRPPHUFLDO UHDO HVWDWH

PDUNHW� :H nQG WKDW LQIRUPDO QHWZRUNV SOD\ D VLJQLnFDQW UROH LQ GHWHUPLQLQJ DFFHVV WR nQDQFH�

��



2XU PRGHO SURYLGHV D IRUPDO DQDO\VLV RI WKH nQDQFLDO UROH RI VHUYLFH LQWHUPHGLDULHV LQ PDUNHWV LQ

ZKLFK ERUURZHUV VHHN ORDQV LQIUHTXHQWO\ DQG DUH WKHUHIRUH XQDEOH WR HVWDEOLVK FRRSHUDWLRQ ZLWK

OHQGHUV� ,Q RXU HPSLULFDO DQDO\VLV� ZH VKRZ WKDW SURSHUW\ EURNHU LQYROYHPHQW VWURQJO\ LQFUHDVHV

WKH SUREDELOLW\ WKDW EDQN GHEW ZLOO EH JUDQWHG� %URNHU�EDQN UHODWLRQVKLSV DUH IRXQG WR EH WKH

PRVW VLJQLnFDQW IHDWXUH RI WKH PDUNHW� DQG RWKHU WKHRULHV RI LQWHUPHGLDWLRQ SHUIRUP OHVV ZHOO LQ

H[SODLQLQJ WKH GDWD�

7KH LQIRUPDO nQDQFLDO LQWHUPHGLDWLRQ GHVFULEHG LQ WKLV SDSHU LV RI VLJQLnFDQW LPSRUWDQFH LQ

PDQ\ VHWWLQJV� EXW LW KDV QRW UHFHLYHG VXVWDLQHG WKHRUHWLFDO RU HPSLULFDO DWWHQWLRQ LQ WKH OLWHUDWXUH�

,Q WKH VPDOO EXVLQHVV PDUNHW� ODZ\HUV SURYLGH SURIHVVLRQDO VHUYLFHV WR WKHLU FOLHQWV DQG PD\ DOVR

DLG WKHP LQ nQGLQJ SULYDWH HTXLW\ RU EDQN ORDQ FDSLWDO� $Q DFFRXQWDQW RU FRQVXOWDQW PD\ VHUYH

DV D FOLHQW
V FRQQHFWLRQ WR D ORFDO DQJHO QHWZRUN� 6PDOO nUPV RIWHQ UHFHLYH JXLGDQFH LQ VHHNLQJ

nQDQFH IURP VXSSOLHUV RU FXVWRPHUV� ,Q GHYHORSLQJ FRXQWULHV YDULRXV PLGGOHPHQ GLUHFW SURGXFHUV

DQG IDUPHUV WR VRXUFHV RI nQDQFH� 7KLV SDSHU DQDO\]HV WKH UROH RI LQIRUPDO LQWHUPHGLDULHV DQG

GHPRQVWUDWHV WKDW WKH\ FDQ EH FULWLFDO LQ SURYLGLQJ DFFHVV WR nQDQFH� 7KH UHVXOWV RI WKH SDSHU

LQGLFDWH WKDW LQIRUPDO nQDQFLDO QHWZRUNV FDQ KDYH D SRZHUIXO LQoXHQFH RQ FUHGLW PDUNHWV DQG

KHQFH RQ UHDO HFRQRPLF DFWLYLW\� HYHQ LQ KLJKO\�GHYHORSHG HFRQRPLHV VXFK DV WKH 8�6�

��



$SSHQGL[

$� 3URRI RI 5HVXOWV

$�� 5HVXOW �

3URRI� &RQVLGHU WKH VWUDWHJLHV GHVFULEHG LQ WKH VWDWHPHQW RI WKH UHVXOW� :H ZLOO VKRZ WKDW QR

GHYLDWLRQ LV RSWLPDO LQ DQ\ VXEJDPH RI WKH OHQGLQJ JDPH� 6KRUW�WHUP VHUYLFH LQWHUPHGLDULHV DQG

EX\HUV LQ GHDOV ZLWKRXW D VHUYLFH LQWHUPHGLDU\ NQRZ WKDW DOO OHQGHUV ZLOO KDQGOH WKHLU DSSOLFDWLRQV

LQ WKH VWDQGDUG PDQQHU DQG EDUJDLQ RYHU WKH LQWHUHVW UDWH LQ WKH VDPH �WLPH�LQYDULDQW� ZD\� 7KH\

DUH WKHUHIRUH LQGLmHUHQW WR WKH FKRLFH RI OHQGHU�

/RQJ�UXQ QRQ�FRRSHUDWLYH VHUYLFH LQWHUPHGLDULHV IDFH D VLPLODU FKRLFH� 6LQFH QR FKDQJH LQ LWV

VWUDWHJ\ ZLOO DOWHU WKH FXUUHQW RU IXWXUH EHKDYLRU RI DQ\ OHQGHU� D VHUYLFH LQWHUPHGLDU\ LV LQGLmHUHQW

EHWZHHQ DOO OHQGHUV� /RQJ�UXQ FRRSHUDWLYH VHUYLFH LQWHUPHGLDULHV LQ D G\DGLF UHODWLRQVKLS UDLVH

WKHLU FOLHQWV
 SUREDELOLW\ RI UHFHLYLQJ H[SHGLWHG HYDOXDWLRQ �DQG KHQFH UDLVH WKH SUREDELOLW\ WKDW WKH

VHUYLFH LQWHUPHGLDU\ ZLOO UHFHLYH LWV IHH�� E\ VHQGLQJ DOO WKHLU FOLHQWV WR WKH OHQGHU ZLWK ZKRP WKH\

KDYH D UHODWLRQVKLS� 7KLV VWUDWHJ\ DOVR JXDUDQWHHV WKDW WKH VHUYLFH LQWHUPHGLDU\
V IXWXUH FOLHQWV ZLOO

KDYH DFFHVV WR H[SHGLWHG HYDOXDWLRQ� $OO RWKHU OHQGHUV ZLOO DOZD\V SURYLGH WKH VHUYLFH LQWHUPHGLDU\
V

FOLHQWV ZLWK VWDQGDUG HYDOXDWLRQ� LUUHVSHFWLYH RI WKH VHUYLFH LQWHUPHGLDU\
V FXUUHQW RU IXWXUH DGYLFH�

,I WKH OHQGHU ZLWK ZKLFK WKH VHUYLFH LQWHUPHGLDU\ VKDUHV D G\DGLF UHODWLRQVKLS KDV GHIHFWHG LQ WKH

SDVW E\ QRW RmHULQJ RQH RI WKH VHUYLFH LQWHUPHGLDU\
V FOLHQWV H[SHGLWHG HYDOXDWLRQ� WKHQ WKH OHQGHU

ZLOO QHYHU RmHU DQ\ RI WKH VHUYLFH LQWHUPHGLDU\
V FOLHQWV H[SHGLWHG HYDOXDWLRQ LQ WKH IXWXUH� DQG

WKH VHUYLFH LQWHUPHGLDU\ LV MXVW DV ZHOO Rm E\ UHFRPPHQGLQJ RWKHU OHQGHUV WR LWV FOLHQWV� &OLHQWV

RI VHUYLFH LQWHUPHGLDULHV LQ D FRRSHUDWLYH G\DGLF UHODWLRQVKLS EHQHnW IURP DQ H[SHGLWHG HYDOXDWLRQ

ZKHQ WKH\ IROORZ WKHLU VHUYLFH LQWHUPHGLDU\
V DGYLFH� $OO RWKHU EX\HUV DUH LQGLmHUHQW DERXW WDNLQJ

WKHLU VHUYLFH LQWHUPHGLDU\
V UHFRPPHQGDWLRQ�

1H[W� ZH FRQVLGHU WKH VWUDWHJLHV RI OHQGHUV� *LYHQ D ORDQ UHTXHVW IURP D EX\HU ZKR LV QRW D FOLHQW

RI D VHUYLFH LQWHUPHGLDU\ ZLWK ZKRP WKH OHQGHU KDV D G\DGLF UHODWLRQVKLS� WKH OHQGHU
V FKRLFH RI

VWDQGDUG RU H[SHGLWHG HYDOXDWLRQ ZLOO QRW DmHFW DQ\ IXWXUH SD\RmV� VKRUW�UXQ SOD\HUV VHOHFW OHQGHUV

UDQGRPO\ DQG WKH UHFRPPHQGDWLRQV RI ORQJ�UXQ VHUYLFH LQWHUPHGLDULHV ZLWK ZKRP WKH OHQGHU GRHV

QRW KDYH D G\DGLF UHODWLRQVKLS DUH QRW DmHFWHG E\ WKH OHQGHU
V FXUUHQW GHFLVLRQ� &RQGLWLRQ ���

JXDUDQWHHV WKDW WKH OHQGHU SUHIHUV WR RmHU WKHVH DSSOLFDQWV VWDQGDUG HYDOXDWLRQ�

��



1RZ OHW XV FRQVLGHU WKH OHQGHU
V GHFLVLRQ ZKHWKHU RU QRW WR H[SHGLWH WKH ORDQ UHTXHVWV RI WKH

FOLHQWV RI D VHUYLFH LQWHUPHGLDU\ ZLWK ZKRP WKH OHQGHU KDV D G\DGLF UHODWLRQVKLS� :H ZLOO FRQVLGHU

RQO\ WKH SURnWV DULVLQJ IURP WKH OHQGHU
V UHODWLRQVKLS ZLWK WKH VHUYLFH LQWHUPHGLDU\� VLQFH DOO RWKHU

SURnWV DUH XQDmHFWHG� 6XSSRVH WKH VHUYLFH LQWHUPHGLDU\ KDV AOV FOLHQWV WKLV SHULRG� DOO RI ZKRP KH

GLUHFWV WR WKH EDQN� ,I WKH OHQGHU HYDOXDWHV HYHQ RQH RI WKH FOLHQWV
 DSSOLFDWLRQV LQ WKH VWDQGDUG

PDQQHU� LW ZLOO UHFHLYH QR IXWXUH FOLHQWV IURP WKH VHUYLFH LQWHUPHGLDU\� 6LQFH HYDOXDWLQJ DSSOLFDWLRQV

LQ WKH H[SHGLWHG ZD\ LV FRVWO\ LQ WKH VKRUW�UXQ� LI WKH OHQGHU HOHFWV WR HYDOXDWH DW OHDVW RQH RI WKH

DSSOLFDWLRQV LQ WKH VWDQGDUG PDQQHU� LW GRHV EHVW WR HYDOXDWH WKHP DOO LQ WKH VWDQGDUG PDQQHU� IRU

ZKLFK LW ZLOO UHFHLYH

AOV�bH� �
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,I WKH OHQGHU HYDOXDWHV DOO WKH DSSOLFDWLRQV LQ DQ H[SHGLWHG PDQQHU DQG IROORZV LWV SURSRVHG

HTXLOLEULXP VWUDWHJ\� LW H[SHFWV WKDW LW ZLOO UHFHLYH DW OHDVW RQH DSSOLFDWLRQ SHU SHULRG IURP WKLV

VHUYLFH LQWHUPHGLDU\ �VLQFH OV w � LQ HYHU\ SHULRG�� VR LWV SD\Rm LV DW OHDVW
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)RU p � �� WKH VHFRQG WHUP LQ HTXDWLRQ �$�� ULVHV WR LQnQLW\� VKRZLQJ WKDW IRU p VXpFLHQWO\

KLJK WKH OHQGHU ZLOO FRRSHUDWH DQG H[SHGLWH DOO WKH VHUYLFH LQWHUPHGLDU\
V FOLHQWV
 UHTXHVWV�

*LYHQ WKDW ERWK EX\HUV DQG OHQGHUV SURSRVH D UHSD\PHQW RI
,� Y

�
p
� WKHLU VWUDWHJLHV LQ WKH EDU�

JDLQLQJ SDUW RI WKH JDPH DUH DOVR RSWLPDO� 6LQFH VHOI�nQDQFLQJ OHDYHV WKH EX\HU ZLWK Y b F � q � Y
�

�H[FOXVLYH RI VHUYLFH LQWHUPHGLDU\ IHHV�� OHQGHU nQDQFLQJ LV DOZD\V SUHIHUDEOH WR VHOI�nQDQFLQJ� *RRG

EX\HUV ZKR DUH UHMHFWHG E\ D OHQGHU ZLOO VHOI�nQDQFH LI WKHLU UHVLGXDO Yb F H[FHHGV ]HUR LI WKH\ KDYH

QR VHUYLFH LQWHUPHGLDU\ RU LI LW H[FHHGV I LI WKH\ KDYH D VHUYLFH LQWHUPHGLDU\� 7KLV HVWDEOLVKHV WKDW

WKH GHVFULEHG SURnOH RI VWUDWHJLHV GRHV FRQVWLWXWH D VXEJDPH SHUIHFW HTXLOLEULXP�

$�� 5HVXOW �

3URRI� /HW XV FRQVLGHU D FDQGLGDWH HTXLOLEULXP LQ ZKLFK WKH OHQGHU SURYLGHV DQ H[SHGLWHG HYDOXD�

WLRQ RI WKH DSSOLFDWLRQ RI D SOD\HU RI HLWKHU RI WKH WZR W\SHV GHVFULEHG LQ WKH VWDWHPHQW RI WKH UHVXOW�

6XSSRVH WKH OHQGHU FKDQJHV LWV VWUDWHJ\ E\ QRW SURYLGLQJ WKLV SOD\HU ZLWK DQ H[SHGLWHG HYDOXDWLRQ�

&RQGLWLRQ ��� VKRZV WKDW WKH OHQGHU ZLOO VWULFWO\ LPSURYH LWV SD\Rm LQ WKH FXUUHQW SHULRG� )XUWKHU�

��



PRUH� VLQFH WKH OHQGHU
V GHFLVLRQ LV QRW REVHUYHG E\ DQ\ SOD\HU ZKR SOD\V LQ D IXWXUH SHULRG� WKH

VWUDWHJLHV RI DOO VXFK SOD\HUV FDQQRW FRQGLWLRQ RQ WKH OHQGHU
V DFWLRQ WKLV SHULRG� 7KLV LPSOLHV WKDW

WKH OHQGHU
V IXWXUH SD\RmV LQ DOO SHULRGV DUH XQDmHFWHG� 7KLV VKRZV WKDW D GHYLDWLRQ LV SURnWDEOH�

VR WKH FDQGLGDWH HTXLOLEULXP LV QRW DQ HTXLOLEULXP�

%� 6HPLSDUDPHWULF %LQDU\ 5HVSRQVH 0RGHO

)LUVW� ZH FRQVLGHU RQO\ WKH SUHVHQFH RU DEVHQFH RI WKH GHSHQGHQW YDULDEOH� )RU H[DPSOH� ZH VHW

\Q  � LI D SRVLWLYH DPRXQW RI 97% nQDQFLQJ LV XVHG LQ WKH QWK GHDO� DQG ZH VHW \Q  � LI QR 97%

LV XVHG LQ WKH GHDO� :H WKHQ FRQVLGHU D ELQDU\ UHVSRQVH PRGHO RI WKH IROORZLQJ IRUP

\eQ  n�[Q � XQ �$��

\Q  � LI \eQ w �
\Q  � RWKHUZLVH

ZKHUH [Q LV D Td� YHFWRU RI H[SODQDWRU\ YDULDEOHV� n LV D Td� YHFWRU RI SDUDPHWHUV� XQ LV D UDQGRP
HUURU WHUP DQG Q  �� ���� 1 � $OWKRXJK D SURELW RU ORJLW PRGHO PD\ EH XVHG WR HVWLPDWH WKLV V\VWHP�

VHYHUDO VLPXODWLRQ VWXGLHV KDYH VKRZQ WKDW ERWK RI WKHVH PRGHOV PD\ EH UDGLFDOO\ ELDVHG ZKHQ WKH

HUURU GLVWULEXWLRQ LV QRW QRUPDO RU ORJLVWLF� UHVSHFWLYHO\ �VHH *HUnQ ������ IRU D JHQHUDO GLVFXVVLRQ

RI WKHVH VWXGLHV�� (FRQRPLF WKHRU\ GRHV QRW SURSRVH DQ\ SDUWLFXODU GLVWULEXWLRQ IRU WKH HUURU WHUP�

,W LV WKHUHIRUH EHWWHU WR HVWLPDWH �$�� XVLQJ WKH VHPLSDUDPHWULF VLQJOH�LQGH[ PRGHO RI .OHLQ DQG

6SDG\ ������� ZKLFK DOORZV WKH HUURU GLVWULEXWLRQ WR EH XQVSHFLnHG� 7KLV PRGHO SUHVXPHV WKDW

3 �\Q  �M[Q�  ) �n �[Q�� �$��

ZKHUH ) LV DQ XQNQRZQ IXQFWLRQ ZKRVH UDQJH LV FRQWDLQHG LQ >�� �@� 7KH WHUP n �[Q LV UHIHUUHG WR DV

WKH LQGH[��� 7KH LQWHUFHSW FRPSRQHQW RI n LV VXEVXPHG LQ ) DQG LV WKHUHIRUH QRW HVWLPDWHG� 7KLV

PRGHO DFFRPPRGDWHV DQ\ IRUP RI KHWHURVFHGDVWLFLW\ WKDW LV FRQVLVWHQW ZLWK �$��� 7KH HVWLPDWRU RI

n LV WKH DUJXPHQW WKDW PD[LPL]HV WKH TXDVL�ORJ�OLNHOLKRRG IXQFWLRQ
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ZKHUH )1 LV D QRQSDUDPHWULF NHUQHO HVWLPDWH RI ) � :H IROORZ .OHLQ DQG 6SDG\ ������ DQG VHW )1 LQ

HTXDWLRQ �$�� HTXDO WR D QRQSDUDPHWULF NHUQHO HVWLPDWH RI ) � :H XVH WKH DGDSWLYH ORFDO VPRRWKLQJ

��6HH +RURZLW] ������ IRU D JHQHUDO GLVFXVVLRQ RI VLQJOH�LQGH[ PRGHOV�

��



HVWLPDWRU DQG GHnQH WKH NHUQHO IXQFWLRQ WR EH .�Y�  �� ������b� ��Y� � �� ����Y����MYM � ���

7KH WHUP )1 LV HVWLPDWHG LQ WZR VWHSV� ,Q WKH nUVW VWHS� ZH GHnQH
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ZKHUH K3 LV WKH SLORW ZLQGRZ VL]H� 7KH HVWLPDWH RI )1 LV QRW YHU\ VHQVLWLYH WR WKH FKRLFH RI K3 �

ZH VHW K3  ���� 7KH IXQFWLRQ *1 VHUYHV DV D SUHOLPLQDU\ HVWLPDWH RI WKH GHQVLW\ IXQFWLRQ� ,Q WKH

VHFRQG VWDJH ZH GHnQH O\M  *1 �n
�[M � n� DQG VHW P HTXDO WR WKH JHRPHWULF PHDQ RI WKH O\M� :H

WKHQ VHW /\M  
r
O\M
P

s�b �
�
�
� :H GHnQH K1M  �K1 ��A}\M �n���/\M�� ZKHUH A}\M �n� LV WKH VDPSOH VWDQGDUG

GHYLDWLRQ RI n�[ FRQGLWLRQDO RQ \M DQG K1 LV WKH ZLQGRZ VL]H� :H VHW K1  1 �b �
����

�� ZKLFK VDWLVnHV

.OHLQ DQG 6SDG\
V FRQGLWLRQ IRU ZLQGRZ VL]HV� :H WKHQ GHnQH
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)ROORZLQJ +RURZLW] ������ DQG *HUnQ ������� ZH GR QRW XVH WULPPLQJ WR GRZQZHLJKW H[WUHPH

REVHUYDWLRQV DV LV UHTXLUHG E\ WKH WKHRU\� VLQFH WULPPLQJ DSSHDUV WR KDYH D YHU\ PLQRU HmHFW LQ

DSSOLFDWLRQV�

$V LV VWDQGDUG LQ ELQDU\ UHVSRQVH PRGHOV �LQFOXGLQJ SURELW�� n FDQ RQO\ EH LGHQWLnHG XS WR D

VFDOH QRUPDOL]DWLRQ ZKLFK LV W\SLFDOO\ DFKLHYHG E\ VHWWLQJ RQH FRHpFLHQW HTXDO WR RQH� .OHLQ DQG

6SDG\ ������ VKRZ WKDW WKH HVWLPDWRU RI n LV FRQVLVWHQW DQG DV\PSWRWLFDOO\ QRUPDO� 7KLV HVWLPDWRU

SHUIRUPHG ZHOO LQ VLPXODWLRQV VWXGLHG E\ .OHLQ DQG 6SDG\ ������ DQG LQ *HUnQ
V ������ ODERU

PDUNHW DSSOLFDWLRQ�

&� 7UXQFDWHG 5HJUHVVLRQ 0RGHO

2XU VHFRQG PRGH RI DQDO\VLV LV WR FRQVLGHU RQO\ WKRVH GDWD SRLQWV �\eQ� [Q� IRU ZKLFK \eQ ! �� 7KDW

LV� RQO\ GDWD SRLQWV ZLWK D SRVLWLYH DPRXQW RI WKH GHSHQGHQW YDULDEOH DUH FRQVLGHUHG� ZKLOH GDWD

SRLQWV IRU ZKLFK \eQ � � DUH GLVFDUGHG� $ WUXQFDWHG UHJUHVVLRQ PRGHO DSSOLHV WR WKLV UHVWULFWHG

VDPSOH� )RUPDOO\�

\Q  n �[Q � YQ� �$��

ZKHUH YQ KDV WKH FRQGLWLRQDO GLVWULEXWLRQ RI XQ JLYHQ XQ ! bn �[Q� 3RZHOO ������ SURSRVHV D V\P�

PHWULFDOO\ WUXQFDWHG OHDVW VTXDUHV HVWLPDWRU RI WKLV PRGHO WKDW LV FRQVLVWHQW DQG DV\PSWRWLFDOO\

��



QRUPDO XQGHU WKH DVVXPSWLRQ WKDW WKH HUURU WHUPV XQ� FRQGLWLRQDO RQ [Q� DUH V\PPHWULFDOO\ GLV�

WULEXWHG DQG XQLPRGDO� 7KH HUURUV DUH SHUPLWWHG WR EH VXEMHFW WR KHWHURVFHGDVWLFLW\ RI DQ XQNQRZQ

IRUP� 7KH HVWLPDWRU RI n LV GHnQHG WR EH WKH PLQLPL]HU RI
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)RU WKH nQDQFLQJ UHJUHVVLRQV� ZH ZLOO SUHVXPH WKDW WKH WRWDO nQDQFLQJ FDQQRW H[FHHG RQH KXQGUHG

SHUFHQW RI WKH VDOH SULFH� 7KH FRUUHFW PRGHO LV WKHUHIRUH JLYHQ E\

\Q  PLQIn �[Q � YQ� �J� �$��

7KH XSSHU OLPLW RI ��� SHUFHQW nQDQFLQJ GRHV QRW ELQG LQ PRVW RI RXU UHJUHVVLRQV� ,Q FDVHV ZKHUH

WKH XSSHU OLPLW GRHV ELQG� KRZHYHU� ZH XVH 3RZHOO
V ������ FHQVRUHG DQG WUXQFDWHG HVWLPDWRU� 7KLV

HVWLPDWRU RI n LV GHnQHG WR EH WKH PLQLPL]HU RI
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ZKHUH ��%� GHQRWHV WKH LQGLFDWRU IXQFWLRQ RI WKH HYHQW %�
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5HIHUHQFHV

$QJULVW� -RVKXD '�� ?(VWLPDWLRQ RI /LPLWHG�'HSHQGHQW 9DULDEOH 0RGHOV :LWK 'XPP\ (QGRJHQRXV

5HJUHVVRUV� 6LPSOH 6WUDWHJLHV IRU (PSLULFDO 3UDFWLFH�� 7HFKQLFDO :RUNLQJ 3DSHU ���� 1DWLRQDO

%XUHDX RI (FRQRPLF 5HVHDUFK �������

%UDY� $ORQ� DQG 3DXO $� *RPSHUV� ?0\WK RU 5HDOLW\" 7KH /RQJ�5XQ 8QGHUSHUIRUPDQFH RI ,QLWLDO

3XEOLF 2mHULQJV� (YLGHQFH IURP 9HQWXUH DQG 1RQYHQWXUH &DSLWDO�%DFNHG &RPSDQLHV�� -RXUQDO RI

)LQDQFH� /,, ������� ����������

%XUNHWW� 3DXO� ?,QIRUPDO )LQDQFH LQ 'HYHORSLQJ &RXQWULHV� /HVVRQV IRU WKH 'HYHORSPHQW RI )RUPDO

)LQDQFLDO ,QWHUPHGLDULHV�� -RXUQDO RI (FRQRPLF 'HYHORSPHQW� ;,,, ������� �������

&REKDP� 'DYLG� DQG 5DPHVK 6XEUDPDQLDP� ?&RUSRUDWH )LQDQFH LQ 'HYHORSLQJ &RXQWULHV� 1HZ

(YLGHQFH IRU ,QGLD�� :RUOG 'HYHORSPHQW� ;;9, ������� ����������

&RYDO� -RVKXD '�� DQG 7RELDV -� 0RVNRZLW]� ?+RPH %LDV DW +RPH� /RFDO (TXLW\ 3UHIHUHQFH LQ

'RPHVWLF 3RUWIROLRV��� -RXUQDO RI )LQDQFH� /,9 ������� ����������

'LDPRQG� 'RXJODV� ?)LQDQFLDO ,QWHUPHGLDWLRQ DQG 'HOHJDWHG 0RQLWRULQJ�� 5HYLHZ RI (FRQRPLF

6WXGLHV� /, ������� ��������

)DPD� (XJHQH DQG .HQQHWK 5� )UHQFK� ?'LVDSSHDULQJ 'LYLGHQGV� &KDQJLQJ )LUP &KDUDFWHULVWLFV

RU /RZHU 3URSHQVLW\ WR 3D\"�� &563 :RUNLQJ SDSHU� 8QLYHUVLW\ RI &KLFDJR �������

)DPD� (XJHQH DQG -DPHV 0DF%HWK� ?5LVN� UHWXUQ� DQG HTXLOLEULXP� (PSLULFDO WHVWV�� -RXUQDO RI

3ROLWLFDO (FRQRP\ /;;, ������� ��������

*DUPDLVH� 0DUN -�� DQG 7RELDV -� 0RVNRZLW]� ?&RQIURQWLQJ ,QIRUPDWLRQ $V\PPHWULHV� (YLGHQFH

IURP 5HDO (VWDWH 0DUNHWV�� :RUNLQJ 3DSHU� 8QLYHUVLW\ RI &KLFDJR �����D��

*DUPDLVH� 0DUN -�� DQG 7RELDV -� 0RVNRZLW]� ?&ULPH� 5DFH DQG &RPPHUFLDO 5HDO (VWDWH�� :RUNLQJ

3DSHU� 8QLYHUVLW\ RI &KLFDJR �����E��

*HUnQ� 0LFKDHO� ?3DUDPHWULF DQG 6HPL�3DUDPHWULF (VWLPDWLRQ RI WKH %LQDU\ 5HVSRQVH 0RGHO RI

/DERXU 0DUNHW 3DUWLFLSDWLRQ�� -RXUQDO RI $SSOLHG (FRQRPHWULFV� ;, ������� ��������

*RGOH\� $QGUHZ� DQG 'XQFDQ 0� 5RVV� ?,QWURGXFWLRQ� %DQNV� 1HWZRUNV DQG 6PDOO )LUP )LQDQFH��

%XVLQHVV +LVWRU\� ;;;9,,, ������� �����

+RURZLW]� -RHO /�� ?6HPLSDUDPHWULF (VWLPDWLRQ RI D :RUN�7ULS 0RGH &KRLFH 0RGHO�� -RXUQDO RI

(FRQRPHWULFV� /9,,, ������� ������

+RURZLW]� -RHO /�� 6HPLSDUDPHWULF 0HWKRGV LQ (FRQRPHWULFV �1HZ <RUN� 1< � 6SULQJHU�9HUODJ�

������

-DQVVHQ� &� 7� /�� DQG -�'� -REVRQ� ?2Q WKH &KRLFH RI 5HDOWRU�� 'HFLVLRQ 6FLHQFHV� ;, �������

��������

-XG� *�'�� DQG -� )UHZ� ?5HDO (VWDWH %URNHUV� +RXVLQJ 3ULFHV� DQG WKH 'HPDQG IRU +RXVLQJ��

8UEDQ 6WXGLHV� ;;,,, ������� ������

.DQGRUL� 0LFKLKLUR� ?7KH 8VH RI ,QIRUPDWLRQ LQ 5HSHDWHG *DPHV ZLWK ,PSHUIHFW 0RQLWRULQJ��

5HYLHZ RI (FRQRPLF 6WXGLHV� /,; ������� ��������

.OHLQ� 5RJHU :�� DQG 5LFKDUG +� 6SDG\� ?$Q (pFLHQW 6HPLSDUDPHWULF (VWLPDWRU IRU %LQDU\ 5H�

VSRQVH 0RGHOV�� (FRQRPHWULFD� /;, ������� ��������

��



.UDVD� 6WHIDQ� DQG $QQH 3� 9LOODPLO� ?0RQLWRULQJ WKH 0RQLWRU� $Q ,QFHQWLYH 6WUXFWXUH IRU D

)LQDQFLDO ,QWHUPHGLDU\�� -RXUQDO RI (FRQRPLF 7KHRU\� /9,, ������� ��������

/L]]HUL� $OHVVDQGUR� ?,QIRUPDWLRQ 5HYHODWLRQ DQG &HUWLnFDWLRQ ,QWHUPHGLDULHV�� 5DQG -RXUQDO RI

(FRQRPLFV� ;;; ������� ��������

0DVRQ� &ROLQ 0�� DQG 5LFKDUG 7� +DUULVRQ ?%XVLQHVV $QJHO 1HWZRUNV DQG WKH 'HYHORSPHQW RI WKH

,QIRUPDO 9HQWXUH &DSLWDO 0DUNHW LQ WKH 8�.�� ,V 7KHUH 6WLOO D 5ROH IRU WKH 3XEOLF 6HFWRU�� 6PDOO

%XVLQHVV (FRQRPLFV� ,; ������� ��������

1RWKDIW� )UDQN (�� DQG -DQLFH 6� :HVWIDOO� ?6XUYH\ RI +RPH�6HOOHU )LQDQFH�� )HGHUDO 5HVHUYH %XO�

OHWLQ�� /;;, ������� ��������

3HHN� -RH� DQG (ULF 6� 5RVHQJUHQ� ?6PDOO %XVLQHVV &UHGLW $YDLODELOLW\� +RZ ,PSRUWDQW LV 6L]H RI

/HQGHU�� LQ $� 6DXQGHUV DQG ,� :DOWHU� HGV�� )LQDQFLDO 6\VWHP 'HVLJQ� 7KH &DVH IRU 8QLYHUVDO

%DQNLQJ �%XUU 5LGJH � ,UZLQ� ������

3RZHOO� -DPHV /�� ?/HDVW $EVROXWH 'HYLDWLRQV IRU WKH &HQVRUHG 5HJUHVVLRQ 0RGHO�� -RXUQDO RI

(FRQRPHWULFV� ;;9 ������� ��������

3RZHOO� -DPHV /�� ?6\PPHWULFDOO\ 7ULPPHG /HDVW 6TXDUHV (VWLPDWLRQ IRU 7RELW 0RGHOV�� (FRQR�

PHWULFD� /,9 ������� ����������

3XUL� 0DQMX� ?2Q WKH /RQJ�7HUP 'HIDXOW 3HUIRUPDQFH RI %DQN 8QGHUZULWWHQ 6HFXULW\ ,VVXHV��

-RXUQDO RI %DQNLQJ DQG )LQDQFH� ;9,,, ������� ��������

3XUL� 0DQMX� ?&RPPHUFLDO %DQNV LQ ,QYHVWPHQW %DQNLQJ� &RQoLFW RI ,QWHUHVW RU &HUWLnFDWLRQ

5ROH"� -RXUQDO RI )LQDQFLDO (FRQRPLFV� ;/ ������� ��������

6WDKO� 'DYLG� ?7HDPLQJ 8S�� 6DYLQJV DQG &RPPXQLW\ %DQNHU� ,, ������� ������

9LOOH� 6LPRQ� DQG *UDQW )OHPLQJ� ?7KH 1DWXUH DQG 6WUXFWXUH RI 7UDGH�)LQDQFLDO 1HWZRUNV� (YL�

GHQFH IURP WKH 1HZ =HDODQG 3DVWRUDO 6HFWRU�� %XVLQHVV +LVWRU\� ;/,, ������� ������

:HUQHU� &ODXGH� ?'HEW &DSLWDO 5HPDLQV $YDLODEOH 'HVSLWH 0DUNHW &KDQJHV�� &RPPHUFLDO ,QYHVW�

PHQW 5HDO (VWDWH� -DQXDU\�)HEUXDU\ �������

:LOGHU� -Hm� ?&UHDWLYH )LQDQFLQJ &DQ )DFLOLWDWH 7UDQVDFWLRQ &ORVLQJV�� +RWHO DQG 0RWHO 0DQDJH�

PHQW� &&; ������� ������

:LOOLDPV� -RVHSK 7�� ?$JHQF\ DQG %URNHUDJH RI 5HDO $VVHWV LQ &RPSHWLWLYH (TXLOLEULXP�� 5HYLHZ

RI )LQDQFLDO 6WXGLHV� ;, ������� ��������

=LQQ� -DPHV 0�� ?$FKLHYLQJ 6DOH 7UHDWPHQW IRU 6DOHV RI 5HDO (VWDWH 2ZQHG�� &RPPHUFLDO /HQGLQJ

5HYLHZ� 9,, �:LQWHU ����������� ������

=XPSDQR� /HRQDUG� +DUROG (OGHU DQG (GZDUG %DU\OD� ?%X\LQJ D +RXVH DQG WKH 'HFLVLRQ WR 8VH D

5HDO (VWDWH %URNHU�� -RXUQDO RI 5HDO (VWDWH )LQDQFH DQG (FRQRPLFV� ;,,, ������� ��������

��



7DEOH ,�
6XPPDU\ 6WDWLVWLFV RI WKH 8�6� &RPPHUFLDO 5HDO (VWDWH 0DUNHW

'HVFULSWLYH VWDWLVWLFV RQ WKH &2036 FRPPHUFLDO UHDO HVWDWH WUDQVDFWLRQV IURP WKH 8�6� RYHU WKH SHULRG -DQXDU\ ��

���� WR 0DUFK ��� ���� DUH UHSRUWHG EHORZ� 3DQHO $ UHSRUWV JHQHUDO FKDUDFWHULVWLFV RI WKH SURSHUWLHV LQ WKH GDWDEDVH�

UHSRUWLQJ WKH QXPEHU RI VDOHV� DYHUDJH DJH RI WKH SURSHUW\� SHUFHQWDJH RI SURSHUWLHV SODQQHG IRU GHYHORSPHQW �'HY���

DYHUDJH FDSLWDOL]DWLRQ UDWH �GHnQHG DV QHW RSHUDWLQJ LQFRPH GLYLGHG E\ VDOHV SULFH�� DQG ORFDO �FRXQW\� FULPH LQGH[

VFRUHV IRU FULPHV DJDLQVW SURSHUW\ DQG SHUVRQ� REWDLQHG IURP &$3 ,QGH[� ,QF� 3DQHO % UHSRUWV LQIRUPDWLRQ RQ

SDUWLFLSDWLRQ LQ WKH FRPPHUFLDO UHDO HVWDWH PDUNHW� UHSRUWLQJ WKH PHDQ DQG PHGLDQ GLVWDQFH EX\HUV DUH IURP WKH

SURSHUW\� SHUFHQWDJH RI EX\HUV IURP RXW RI VWDWH� PHDQ DQG PHGLDQ GLVWDQFH VHOOHUV DUH IURP WKH SURSHUW\� SHUFHQWDJH

RI VHOOHUV IURP RXW RI VWDWH� DV ZHOO DV WKH SHUFHQWDJH RI VDOHV WKDW HPSOR\HG D EURNHU DQG ZKHUH D EURNHU ERXJKW RU

VROG RQ KLV RZQ EHKDOI� 3DQHO & FRQWDLQV nQDQFLQJ LQIRUPDWLRQ RQ WKH UHDO HVWDWH WUDQVDFWLRQV� 7KH WKUHH W\SHV RI

nQDQFLQJ DUH YHQGRU�WR�EX\HU �97%�� DVVXPHG PRUWJDJH� DQG QHZ PRUWJDJH� 7KH PHDQ VDOH SULFH LV UHSRUWHG DQG

WKH IUHTXHQF\ RI HDFK W\SH RI nQDQFLQJ LV UHSRUWHG DV D SHUFHQWDJH RI WKH WRWDO QXPEHU RI WUDQVDFWLRQV� DV ZHOO DV WKH

SHUFHQWDJH RI WKH VDOH SULFH HDFK W\SH RI nQDQFLQJ FRPSULVHV ZKHQ LW LV XVHG� ,Q DGGLWLRQ� WKH VXP RI DOO nQDQFLQJ

XVHG DV D IUDFWLRQ RI WKH VDOH SULFH LV UHSRUWHG �WRWDO ORDQ�YDOXH�� %RWK JHQHUDO VWDWLVWLFV DQG nQDQFLQJ LQIRUPDWLRQ

DUH UHSRUWHG IRU WKH ZKROH VDPSOH� IRU WUDQVDFWLRQV ZLWKLQ DQG RXWVLGH RI WKH ODUJHVW PHWURSROLWDQ DUHDV �&LW\�&HQWHU^

GHnQHG DV WKH ODUJHVW FLW\ RU FLWLHV LQ HDFK VWDWH�� IRU WKH VPDOOHVW DQG ODUJHVW KDOI RI GHDOV� DQG IRU DSDUWPHQWV �$SW��

YDFDQW ODQG �/DQG�� DQG FRPPHUFLDO DQG LQGXVWULDO EXLOGLQJV �&RPP� 	 ,QG�� VHSDUDWHO\�

&LW\ 1RQ 6PDOO /DUJH &RPP�	

$OO &HQWHU &LW\ 'HDOV 'HDOV $SW� /DQG ,QG�

3DQHO $� 3URSHUW\ &KDUDFWHULVWLFV

� 6DOHV ������ ������ ������ ������ ������ ����� ����� ������

$JH\ ����� ����� ����� ����� ����� ����� ����� �����

'HYHORSPHQW ����� ����� ����� ����� ����� ����� ������ �����

&DS� 5DWH\ ����� ����� ����� ����� ����� ������ ����� �����

3HUVRQDO &ULPH UDWH ���� ���� ���� ���� ���� ���� ���� ����

3URSHUW\ &ULPH UDWH ���� ���� ���� ���� ���� ���� ���� ����

3DQHO %� 0DUNHW 3DUWLFLSDQWV

%X\HU 'LVWDQFH ������ ������ ������ ������ ������ ������ ������ ������

�PHGLDQ� ������� ������� ������� ������� ������� ������� ������� �������

%X\HU 2XW RI 6WDWH ������ ������ ������ ����� ������ ����� ������ ������

6HOOHU 'LVWDQFH ������ ������ ������ ������ ������ ������ ������ ������

�PHGLDQ� ������� ������� ������� ������� ������� ������� ������� �������

6HOOHU 2XW RI 6WDWH ������ ������ ������ ������ ������ ������ ������ ������

%URNHU 3UHVHQW ������ ������ ������ ������ ������ ������ ������ ������

%X\HU LV %URNHU ����� ����� ����� ����� ����� ����� ����� �����

6HOOHU LV %URNHU ����� ����� ����� ����� ����� ����� ����� �����

3DQHO &� )LQDQFLDO 6WUXFWXUH

6DOH 3ULFH ������� ������ ������ ������ ���� ������ ������ ������ ������

1HZ 0RUWJDJH �IUHT� �� ������ ������ ������ ������ ������ ������ ������ ������

1HZ 0RUWJDJH �� 3ULFH� ������ ������ ������ ������ ������ ������ ������ ������

9HQGRU�WR�%X\HU �IUHT� �� ������ ������ ������ ������ ������ ������ ������ ������

9HQGRU�WR�%X\HU �� 3ULFH� ������ ������ ������ ������ ������ ������ ������ ������

$VVP� 0RUWJDJH �IUHT� �� ����� ����� ����� ����� ����� ����� ����� �����

$VVP� 0RUWJDJH �� 3ULFH� ������ ������ ������ ������ ������ ������ ������ ������

/RDQ�WR�9DOXH UDWLR ������ ������ ������ ������ ������ ������ ������ ������

\ $YHUDJHV DUH FRPSXWHG RQO\ DPRQJ WKRVH SURSHUWLHV FRQWDLQLQJ DJH DQG FDSLWDOL]DWLRQ UDWH LQIRUPDWLRQ�

��



7DEOH ,,�
3UHGLFWLQJ %URNHUDJH $FWLYLW\ DQG LWV ,QoXHQFH RQ 2EWDLQLQJ %DQN )LQDQFLQJ

6HYHUDO H[RJHQRXV LQVWUXPHQWV DUH XVHG WR LGHQWLI\ EURNHUDJH DFWLYLW\� WKH SRSXODWLRQ GHQVLW\ UDGLXV RI WKH ORFDO

PDUNHW� GHnQHG DV WKH PLQLPXP RI WKH PLOH UDGLXV ZKLFK HQFRPSDVVHV ������� SHRSOH RU � PLOHV� D FULPH LQGH[

VFRUH IRU FULPHV DJDLQVW SHUVRQV �KRPLFLGH UDWH�� REWDLQHG IURP &DS ,QGH[� ,QF�� WKH FDSLWDOL]DWLRQ UDWH RU VFDOHG

SULFH YDULDQFH RI WKH ORFDO PDUNHW �IRU DOO SURSHUWLHV ZLWKLQ D �� PLOH UDGLXV� H[FOXGLQJ WKH SURSHUW\ LWVHOI�� WKH

GROODU IUDFWLRQ RI EURNHUHG GHDOV FRQGXFWHG E\ D QDWLRQDO EURNHU ZLWKLQ D �� PLOH UDGLXV� DQG WKH +HUnQGDKO LQGH[

RI EURNHUDJH DFWLYLW\ ZLWKLQ D �� PLOH DUHD� 3DQHO $ UHSRUWV WKH UHJUHVVLRQ FRHpFLHQWV RQ WKH LQVWUXPHQWV IURP WKLV

LQVWUXPHQWHG YDULDEOH UHJUHVVLRQ RI EURNHUDJH DFWLYLW\� ,Q DGGLWLRQ WR WKH LQVWUXPHQWV� WKH UHJUHVVRUV LQFOXGH D GXPP\

IRU QRQ�FRUSRUDWH EX\HUV� VHOOHU DQG EX\HU GLVWDQFH� GXPPLHV IRU GHYHORSPHQW� SURSHUW\ W\SH� DQG FLW\�FHQWHU� WKH

ORFDO SURSHUW\ FULPH UDWH �ODUFHQ\ UDWH�� DQG ORJ RI WKH VDOH SULFH� 3DQHO % WKHQ UHSRUWV UHVXOWV IURP WKH WZR�VWDJH

ELQDU\ UHVSRQVH UHJUHVVLRQV RI WKH SUREDELOLW\ RI QHZ EDQN nQDQFLQJ RQ WKH LQVWUXPHQWHG EURNHU YDULDEOH� ZKLFK LV nUVW

HVWLPDWHG XQGHU D nUVW�VWDJH OLQHDU SUREDELOLW\ PRGHO� 7KH GHSHQGHQW YDULDEOH LQ WKH VHFRQG VWDJH UHJUHVVLRQ LV RQH LI

QHZ EDQN nQDQFLQJ LV REWDLQHG DQG ]HUR RWKHUZLVH� 3DQHO & UHSRUWV UHVXOWV IURP WKH WZR�VWDJH WUXQFDWHG UHJUHVVLRQV RI

WKH PDJQLWXGH RI QHZ EDQN nQDQFLQJ RQ LQVWUXPHQWHG EURNHUDJH DFWLYLW\� 7KH GHSHQGHQW YDULDEOH LQ WKH VHFRQG VWDJH

UHJUHVVLRQ LV WKH IUDFWLRQ RI WKH SURSHUW\
V YDOXH nQDQFHG E\ WKH ORDQ� 7KH GDWD LV WUXQFDWHG WR RQO\ WKRVH REVHUYDWLRQV

ZKHUH WKH GHSHQGHQW YDULDEOH LV SRVLWLYH� 3DQHO ' UHSRUWV WKHVH UHJUHVVLRQV XVLQJ WKH QRQ�LQVWUXPHQWHG EURNHU YDULDEOH

IRU FRPSDULVRQ� 7ZR VHWV RI GHSHQGHQW YDULDEOHV DUH XVHG� QHZ PRUWJDJH nQDQFLQJ IURP D EDQN �1HZP� DQG QHZ

PRUWJDJH nQDQFLQJ FRQGLWLRQDO RQ QR VHOOHU nQDQFLQJ EHLQJ SUHVHQW �1HZP\�� &RHpFLHQW HVWLPDWHV DUH FDOFXODWHG YLD

.OHLQ DQG 6SDG\
V ������ UREXVW VHPLSDUDPHWULF ELQDU\ UHVSRQVH PRGHO DQG 3RZHOO
V ������ WUXQFDWHG PRGHO� ZLWK

W�VWDWLVWLFV UHSRUWHG LQ SDUHQWKHVHV� ZKHUH WKH WLPH�VHULHV DYHUDJH RI WKH FRHpFLHQW HVWLPDWHV RYHU WKH SHULRG -DQXDU\

�� ���� WR 0DUFK ��� ���� DQG WKHLU DVVRFLDWHG W�VWDWLVWLFV DUH FDOFXODWHG LQ WKH VW\OH RI )DPD DQG 0DF%HWK �������

$OO UHJUHVVLRQV LQFOXGH VWDWH GXPPLHV� ZKLFK DUH RPLWWHG IURP WKH WDEOH IRU EUHYLW\�

3DQHO $� %URNHU ,QVWUXPHQWHG 5HJUHVVLRQ �.OHLQ�6SDG\ %LQDU\ 5HVSRQVH�

3RSXODWLRQ 3HUVRQDO %URNHU

'HS� YDU� 5DGLXV &ULPH }ORFDO
�1DWLRQDO
�%URNHUHG

+HUnQGDKO

%URNHU 3UHVHQFH ����� ������ ������ ������ ������

�W�VWDW� ������ ������� ������� ������� �������

3DQHO %� 3DQHO &� 3DQHO '�

5HJUHVVLRQ� .OHLQ�6SDG\ %LQDU\ 5HVSRQVH 3RZHOO 7UXQFDWHG .OHLQ�6SDG\ 3RZHOO

'HS� YDU�� 1HZP! � 1HZP\ ! � 1HZP 1HZP\ 1HZP! � 1HZP

1RQ�&RUSRUDWH %X\HU ����� ����� ������ ������ ����� ������

������ ������ ������� ������� ������ �������

6HOO'LVW ������ ����� ����� ����� ������ �����

������� ������ ������ ������ ������� ������

%X\'LVW ������ ����� ����� ����� ������ �����

������� ������ ������ ������ ������� ������

'HY� ������ ������ ����� ����� ����� �����

������� ������� ������ ������ ������ ������

$JH ����� ����� ����� ����� ����� �����

������ ������� ������� ������ ������ ������

/DQG ������ ������ ������ ������ ������ �����

������� ������� ������� ������� ������� ������

$SW� ����� ����� ����� ����� ����� �����

������ ������ ������ ������ ������ ������

&LW\�&HQWHU ������ ������ ������ ������ ������ ������

������� ������� ������� ������� ������� �������

3URSHUW\ &ULPH ������ ����� ����� ����� ����� �����

������� ������ ������ ������ ������ ������

%URNHU �,QVWU�� ����� ����� ������ ������

������ ������ ������� �������

%URNHU ����� ������

������ �������

ORJ�3ULFH� ������ ������ ������ ������ ������ ������

^ ^ ������� ������� ^ �������

\ $OO SURSHUW\ VDOHV WKDW GR QRW HPSOR\ DQ\ IRUP RI VHOOHU nQDQFLQJ�
ee�e VLJQLnFDQW DW WKH �� DQG ��� OHYHOV� UHVSHFWLYHO\�

��



7DEOH ,,,�
%URNHU�%DQN 5HODWLRQVKLSV DQG WKH ,PSDFW RQ &DSLWDO 6WUXFWXUH

7KH FRQFHQWUDWLRQ RI EURNHUHG GHDOV DPRQJ EDQNV LV UHSRUWHG XVLQJ WZR FRQFHQWUDWLRQ PHDVXUHV� �� WKH +HUnQGDKO LQGH[ RI

HDFK EURNHU DPRQJ EDQNV DQG �� WKH PD[LPXP VKDUH RI D EURNHU
V GHDOV GHYRWHG WR D EDQN� 7KHVH PHDVXUHV DUH DOVR FRPSXWHG

IRU D PDWFKHG VDPSOH RI QRQ�EURNHUHG GHDOV DQG WKHLU DYHUDJH GLmHUHQFHV DORQJ ZLWK W�VWDWLVWLFV �LQ SDUHQWKHVHV� DUH UHSRUWHG

EHORZ� $OVR UHSRUWHG LV WKH HODVWLFLW\ RI WKH EURNHU
V VKDUH GHYRWHG WR D SDUWLFXODU EDQN ZLWK UHVSHFW WR WKH ORQJHYLW\ RI WKH

UHODWLRQVKLS EHWZHHQ WKH EURNHU DQG WKH EDQN� 7KLV LV VLPSO\ D UHJUHVVLRQ DFURVV EURNHUV RI WKH EURNHU
V VKDUH RI GHDOV VHQW

WR WKH EDQN �PHDVXUHG IURP ���� WR ����� RQ WKH DJH RI WKH HDUOLHVW GHDO WKH EURNHU GLG ZLWK WKDW EDQN �PHDVXUHG SULRU WR

������ :H UHSHDW WKH UHJUHVVLRQ XVLQJ WKH EDQN
V VKDUH RI GHDOV FRQGXFWHG E\ WKH EURNHU DV WKH GHSHQGHQW YDULDEOH� HVWLPDWHG

DFURVV EDQNV� $OVR UHSRUWHG DUH UHVXOWV IURP WKH WZR�VWDJH ELQDU\ UHVSRQVH UHJUHVVLRQV RI WKH SUREDELOLW\ RI QHZ EDQN nQDQFLQJ

RQ EURNHUDJH DFWLYLW\ DQG EURNHU�EDQN FRQFHQWUDWLRQ DQG ORQJHYLW\ PHDVXUHV� %URNHUDJH DFWLYLW\ LV nUVW HVWLPDWHG XVLQJ WKH

LQVWUXPHQWDO YDULDEOHV IURP 7DEOH ,, XQGHU D nUVW�VWDJH OLQHDU SUREDELOLW\ PRGHO WR DFFRXQW IRU WKH HQGRJHQRXV FKRLFH RI EURNHUV�

7KH LQVWUXPHQWHG EURNHU YDULDEOH LV WKHQ LQWHUDFWHG ZLWK D GXPP\ YDULDEOH LQGLFDWLQJ ZKHWKHU WKH EURNHU FRQFHQWUDWHV KLV GHDOV

DPRQJ IHZHU EDQNV WKDQ WKH SRSXODWLRQ RI GHDOV �L�H�� LI WKH EURNHU
V EDQN +HUnQGDKO LQGH[ LV JUHDWHU WKDQ WKH PDWFKHG VDPSOH�

DQG LV LQWHUDFWHG ZLWK WKH EURNHU
V DJH LQ WKLV PDUNHW� 7KH UHJUHVVRUV LQ WKH VHFRQG VWDJH UHJUHVVLRQ LQFOXGH WKH SURSHUW\� EX\HU�

DQG VHOOHU FKDUDFWHULVWLFV IURP 7DEOH ,,� ZKLFK DUH QRW UHSRUWHG IRU EUHYLW\� &RHpFLHQW HVWLPDWHV DUH FDOFXODWHG YLD .OHLQ DQG

6SDG\
V ������ UREXVW VHPLSDUDPHWULF ELQDU\ UHVSRQVH PRGHO� ZLWK W�VWDWLVWLFV UHSRUWHG LQ SDUHQWKHVHV� ZKHUH WKH WLPH�VHULHV

DYHUDJH RI WKH FRHpFLHQW HVWLPDWHV DQG WKHLU DVVRFLDWHG W�VWDWLVWLFV DUH FDOFXODWHG LQ WKH VW\OH RI )DPD DQG 0DF%HWK �������

$OO UHJUHVVLRQV LQFOXGH VWDWH GXPPLHV� ZKLFK DUH DOVR RPLWWHG IURP WKH WDEOH IRU EUHYLW\�

%DQN &RQFHQWUDWLRQ 0HDVXUHV

%URNHUHG 1RQ�%URNHUHG 'LmHUHQFH

�W�VWDW�

%DQN+HUI ����� ���� ����

������

%DQN6KDUH ����� ����� ����

������

%URNHU�%DQN /RQJHYLW\ 0HDVXUHV

'HSHQGHQW 9DULDEOH� 6KDUH RI %URNHU
V 'HDOV 6KDUH RI WKH %DQN
V 'HDOV

'LUHFWHG WR WKH %DQN 'RQH E\ WKH %URNHU

/RQJHYLW\ RI 5HODWLRQVKLS LQ \HDUV ������ ������

�W�VWDW� ������ �������

,PSDFW RQ &DSLWDO 6WUXFWXUH

.OHLQ�6SDG\ %LQDU\ 5HVSRQVH 0RGHO

�)DPD�0DF%HWK 5HJUHVVLRQV�

'HS� YDU�� 1HZP 1HZP 1HZP

%URNHU �,QVWU�� ����� ����� �����

������ ������ ������

%URNHU�,QVWU�� d &RQF��+HUI� �����

������

%URNHU�,QVWU�� d &RQF��6KDUH� �����

������

%URNHU�,QVWU�� d %URNHU /RQJHYLW\ ������

������

ee�e VLJQLnFDQW DW WKH �� DQG ��� OHYHOV� UHVSHFWLYHO\�

��



7DEOH ,9�
%URNHU +HUGLQJ� /R\DOW\� DQG WKH ,PSDFW RQ &DSLWDO 6WUXFWXUH

0HDVXUHV RI EURNHU�EDQN OR\DOW\ DQG KHUGLQJ DUH UHSRUWHG� 7KH OR\DOW\ RI EURNHUHG GHDOV DPRQJ EDQNV LV DVVHVVHG YLD WKH

HODVWLFLW\ RI WKH FKDQJH LQ D EURNHU
V VKDUH RI EXVLQHVV ZLWK WKH EDQN ZLWK UHVSHFW WR WKH FKDQJH LQ WKH EDQN
V VKDUH RI WKH

FRPPHUFLDO PDUNHW� 7KLV LV VLPSO\ D UHJUHVVLRQ RI WKH FKDQJH LQ WKH EURNHU
V VKDUH GHYRWHG WR D SDUWLFXODU EDQN RQ WKH FKDQJH

LQ WKH EDQN
V VKDUH RI WKH PDUNHW� 7KH FKDQJH LQ WKH VKDUH RI EURNHU EXVLQHVV GHYRWHG WR HDFK EDQN LV PHDVXUHG ERWK E\ QXPEHU

RI WUDQVDFWLRQV �/R\DOW\ �1XP�� DQG E\ GROODU YROXPH �/R\DOW\ ����� $OVR UHSRUWHG LV D PHDVXUH RI KHUGLQJ DPRQJ EURNHUV LQ

FHUWDLQ EDQNV� 7KLV PHDVXUH LV WKH DEVROXWH YDOXH RI WKH GLmHUHQFH EHWZHHQ WKH IUDFWLRQ RI D EDQN
V GHDOV WKDW DUH EURNHUHG DQG

WKH IUDFWLRQ RI DOO EDQN GHDOV WKDW DUH EURNHUHG� PLQXV WKH H[SHFWHG YDOXH RI WKLV DEVROXWH GLmHUHQFH� ZKLFK LV HVWLPDWHG XVLQJ

D VLPXODWLRQ XQGHU D ELQRPLDO GLVWULEXWLRQ� 7KH DYHUDJH OR\DOW\ DQG KHUGLQJ PHDVXUHV DUH UHSRUWHG DFURVV EURNHUV DQG EDQNV�

UHVSHFWLYHO\� DORQJ ZLWK W�VWDWLVWLFV LQ SDUHQWKHVHV� 7KHVH PHDVXUHV DUH DOVR UHSRUWHG VHSDUDWHO\ IRU EURNHUV ZLWK OHVV WKDQ DQG

JUHDWHU WKDQ ��� PLOOLRQ LQ WUDQVDFWLRQ YROXPH� DQG IRU EDQNV ZLWK OHVV WKDQ DQG JUHDWHU WKDQ �� GHDOV� $OVR UHSRUWHG DUH UHVXOWV

IURP WKH WZR�VWDJH ELQDU\ UHVSRQVH UHJUHVVLRQV RI WKH SUREDELOLW\ RI QHZ EDQN nQDQFLQJ RQ EURNHUDJH DFWLYLW\ DQG EURNHU�EDQN

OR\DOW\� %URNHUDJH DFWLYLW\ LV nUVW HVWLPDWHG XVLQJ WKH LQVWUXPHQWDO YDULDEOHV IURP 7DEOH ,, XQGHU D nUVW�VWDJH OLQHDU SUREDELOLW\

PRGHO WR DFFRXQW IRU WKH HQGRJHQRXV FKRLFH RI EURNHUV� 7KH LQVWUXPHQWHG EURNHU YDULDEOH LV WKHQ LQWHUDFWHG ZLWK D GXPP\

YDULDEOH LQGLFDWLQJ ZKHWKHU WKH EURNHU LV OR\DO WR KLV EDQNV �L�H�� LI WKH EURNHU
V HODVWLFLW\ PHDVXUH LV OHVV WKDQ ��� :H DOVR UHSRUW

UHVXOWV IRU WKH LQWHUDFWLRQ EHWZHHQ EURNHU SUHVHQFH DQG QRQ�OR\DOW\ �L�H�� EURNHU HODVWLFLW\ JUHDWHU WKDQ ��� 7KH UHJUHVVRUV LQ

WKH VHFRQG VWDJH UHJUHVVLRQ LQFOXGH WKH SURSHUW\� EX\HU� DQG VHOOHU FKDUDFWHULVWLFV IURP 7DEOH ,,� ZKLFK DUH QRW UHSRUWHG IRU

EUHYLW\� &RHpFLHQW HVWLPDWHV DUH FDOFXODWHG YLD .OHLQ DQG 6SDG\
V ������ UREXVW VHPLSDUDPHWULF ELQDU\ UHVSRQVH PRGHO� ZLWK

W�VWDWLVWLFV UHSRUWHG LQ SDUHQWKHVHV� ZKHUH WKH WLPH�VHULHV DYHUDJH RI WKH FRHpFLHQW HVWLPDWHV DQG WKHLU DVVRFLDWHG W�VWDWLVWLFV

DUH FDOFXODWHG LQ WKH VW\OH RI )DPD DQG 0DF%HWK ������� $OO UHJUHVVLRQV LQFOXGH VWDWH GXPPLHV� ZKLFK DUH DOVR RPLWWHG IURP

WKH WDEOH IRU EUHYLW\�

%DQN +HUGLQJ 0HDVXUHV

$OO %DQNV 6PDOO %DQNV �� �� 'HDOV� /DUJH %DQNV �w �� 'HDOV�

%URNHU +HUGLQJ LQWR %DQNV ������ ������ ������

'LmHUHQW IURP � �W�VWDW� ������ ������ �������

%URNHU�%DQN /R\DOW\ 0HDVXUHV

$OO %URNHUV 6PDOO 'HDOV �� ���P� /DUJH 'HDOV �w ���P�

(ODVWLFLW\ RI %URNHU�%DQN %XVLQHVV ���� ���� ����

'LmHUHQW IURP � �W�VWDW� ������ ������� ������

,PSDFW RI /R\DOW\ RQ &DSLWDO 6WUXFWXUH

.OHLQ�6SDG\ %LQDU\ 5HVSRQVH 0RGHO

�)DPD�0DF%HWK 5HJUHVVLRQV�

'HS� YDU�� 1HZP 1HZP 1HZP

%URNHU �,QVWU�� ����� ����� ������

������ ������ �������

%URNHU�,QVWU�� d /R\DOW\�1XP� ����� �����

������ ������

%URNHU�,QVWU�� d 'LVOR\DOW\�1XP� ������

�������

%URNHU�,QVWU�� d /R\DOW\��� �����

������

%URNHU�,QVWU�� d 'LVOR\DOW\��� ������

�������

ee�e VLJQLnFDQW DW WKH �� DQG ��� OHYHOV� UHVSHFWLYHO\�

��



7DEOH 9�
'R %URNHUV ,QoXHQFH 2WKHU )RUPV RI )LQDQFLQJ"

5HVXOWV IURP WKH WZR�VWDJH ELQDU\ UHVSRQVH DQG WUXQFDWHG UHJUHVVLRQV RI WKH SUREDELOLW\ DQG PDJ�

QLWXGH RI YDULRXV IRUPV RI nQDQFLQJ RQ LQVWUXPHQWHG EURNHUDJH DFWLYLW\ DUH UHSRUWHG EHORZ RYHU

WKH -DQXDU\ �� ���� WR 0DUFK ��� ���� WLPH SHULRG� %URNHUDJH DFWLYLW\ LV nUVW HVWLPDWHG XVLQJ

WKH LQVWUXPHQWDO YDULDEOHV IURP 7DEOH ,, XQGHU D nUVW�VWDJH OLQHDU SUREDELOLW\ PRGHO WR DFFRXQW

IRU WKH HQGRJHQRXV FKRLFH RI EURNHUV� 7KUHH VHWV RI GHSHQGHQW YDULDEOHV DUH XVHG� YHQGRU�WR�EX\HU

nQDQFLQJ �97%�� 97% nQDQFLQJ FRQGLWLRQDO RQ QR EDQN nQDQFLQJ EHLQJ SUHVHQW �97%\�� DQG WKH

DVVXPSWLRQ RI DQ H[LVWLQJ PRUWJDJH �$VVP�� 3DQHO $ UHSRUWV FRHpFLHQW HVWLPDWHV IRU WKH SURED�

ELOLW\ RI HDFK IRUP RI nQDQFLQJ� HVWLPDWHG XQGHU .OHLQ DQG 6SDG\
V ������ UREXVW VHPLSDUDPHWULF

ELQDU\ UHVSRQVH PRGHO� 3DQHO % UHSRUWV FRHpFLHQW HVWLPDWHV IRU WKH PDJQLWXGH RI HDFK IRUP RI

nQDQFLQJ �DV D IUDFWLRQ RI WKH VDOH SULFH�� HVWLPDWHG XQGHU 3RZHOO
V ������ WUXQFDWHG UHJUHVVLRQ

PRGHO� ,Q DGGLWLRQ WR WKH LQVWUXPHQWHG EURNHU YDULDEOH� WKH UHJUHVVRUV LQFOXGH WKH EX\HU� VHOOHU�

DQG SURSHUW\ FKDUDFWHULVWLFV RI 7DEOH ,,� 7�VWDWLVWLFV DUH UHSRUWHG LQ SDUHQWKHVHV� ZKHUH WKH WLPH�

VHULHV DYHUDJH RI WKH FRHpFLHQW HVWLPDWHV DQG WKHLU DVVRFLDWHG W�VWDWLVWLFV DUH FDOFXODWHG LQ WKH VW\OH

RI )DPD DQG 0DF%HWK ������� $OO UHJUHVVLRQV LQFOXGH VWDWH GXPPLHV� ZKLFK DUH RPLWWHG IURP WKH

WDEOH IRU EUHYLW\�

3DQHO $� %LQDU\ 5HVSRQVH 3DQHO %� 7UXQFDWHG

3UREDELOLW\ RI 0DJQLWXGH RI

'HS� YDU�� 97% 97%\ $VVP 97% 97%\

1RQ�&RUSRUDWH %X\HU ����� ����� ������ ������ ������

������ ������ ������� ������� �������

6HOO'LVW ������ ����� ������ ������ �����

������� ������ ������� ������� ������

%X\'LVW ����� ������ ����� ����� ������

������ ������� ������ ������ �������

'HY� ����� ����� ������ ����� ������

������ ������ ������� ������ �������

$JH ����� ����� ����� ����� �����

������ ������ ������ ������ ������

/DQG ����� ������ ����� ������ ������

������ ������� ������ ������� �������

$SW� ����� ������ ����� ������ �����

������ ������� ������ ������� ������

&LW\�&HQWHU ����� ������ ������ ����� ������

������ ������� ������� ������ �������

3URSHUW\ &ULPH ����� ������ ����� ������ �����

������ ������� ������ ������� ������

%URNHU DV 3ULQFLSDO ����� ����� ����� ������ ������

������ ������ ������ ������� �������

%URNHU�,QVWU�� ����� ����� ������ ������ ������

������ ������ ������ ������� �������

ORJ�3ULFH� ������ ������ ������ ������ ������

^ ^ ^ ������� �������

\ $OO SURSHUW\ VDOHV WKDW GR QRW HPSOR\ DQ\ IRUP RI EDQN nQDQFLQJ�
ee�e VLJQLnFDQW DW WKH �� DQG ��� OHYHOV� UHVSHFWLYHO\�

��



7DEOH 9,�
7KH 5ROH RI %URNHU 6HOHFWLRQ DQG WKH ,QoXHQFH RQ 6DOH 3ULFHV

3DQHO $ UHSRUWV UHVXOWV IURP WKH WZR�VWDJH OHDVW VTXDUHV UHJUHVVLRQV RI WKH SUREDELOLW\ RI YHQGRU nQDQFLQJ

DQG FDSLWDOL]DWLRQ UDWHV RQ LQVWUXPHQWHG EURNHUDJH DFWLYLW\ RYHU WKH -DQXDU\ �� ���� WR 0DUFK ��� ����

WLPH SHULRG� %URNHUDJH DFWLYLW\ LV nUVW HVWLPDWHG XVLQJ WKH LQVWUXPHQWDO YDULDEOHV IURP 7DEOH ,, XQGHU D

nUVW�VWDJH OLQHDU SUREDELOLW\ PRGHO WR DFFRXQW IRU WKH HQGRJHQRXV FKRLFH RI EURNHUV� 7KH GHSHQGHQW YDULDEOHV

LQ WKH VHFRQG VWDJH UHJUHVVLRQ DUH WKH SUHVHQFH RI YHQGRU nQDQFLQJ �HVWLPDWHG XQGHU WKH .OHLQ DQG 6SDG\

������ ELQDU\ UHVSRQVH PRGHO� DQG WKH FDSLWDOL]DWLRQ UDWH RI WKH SURSHUW\ �&DS� 5DWH�� GHnQHG DV QHW

RSHUDWLQJ LQFRPH RQ WKH SURSHUW\ GLYLGHG E\ WKH VDOH SULFH �HVWLPDWHG YLD RUGLQDU\ OHDVW VTXDUHV�� 3DQHO %

UHSHDWV WKHVH UHJUHVVLRQV XVLQJ WKH QRQ�LQVWUXPHQWHG EURNHU SUHVHQFH YDULDEOH WR JDXJH WKH LPSDFW RI EURNHU

VHOHFWLRQ RQ YHQGRU nQDQFLQJ DQG SULFH� 7KH EX\HU� VHOOHU� DQG SURSHUW\ FKDUDFWHULVWLFV IURP 7DEOH ,, DUH

LQFOXGHG DV DGGLWLRQDO UHJUHVVRUV� 7KH WLPH�VHULHV DYHUDJH RI WKH FRHpFLHQW HVWLPDWHV DQG WKHLU DVVRFLDWHG

W�VWDWLVWLFV DUH FDOFXODWHG LQ WKH VW\OH RI )DPD DQG 0DF%HWK ������� $OO UHJUHVVLRQV LQFOXGH VWDWH GXPPLHV�

ZKLFK DUH RPLWWHG IURP WKH WDEOH IRU EUHYLW\�

3DQHO $� ,QVWUXPHQWHG 3DQHO %� 1RQ�,QVWUXPHQWHG

5HJUHVVLRQ 0RGHO� 2/6 .OHLQ�6SDG\ 2/6 .OHLQ�6SDG\

'HS� YDU�� &DS� 5DWH 97% &DS� 5DWH 97%

1RQ�&RUSRUDWH %X\HU ������ ����� ������ �����

������� ������ �������� ������

6HOO'LVW ����� ������ ����� ������

������ ������� ������ �������

%X\'LVW ������ ����� ������ ������

������� ������ ������� �������

'HY� ������ ����� ������ ������

������� ������ ������� �������

$JH ����� ����� ����� �����

������ ������ ������ ������

/DQG ������ ����� ������ ������

������� ������ ������� �������

$SW� ������ ����� ������ ������

������� ������ ������� �������

&LW\�&HQWHU ����� ����� ������ ������

������ ������ ������� �������

3URSHUW\ &ULPH ����� ����� ����� �����

������ ������ ������ ������

%URNHU DV 3ULQFLSDO ������ ����� ������ �����

������� ������ ������� ������

%URNHU �,QVWU�� ����� �����

������ ������

%URNHU ����� ������

������ �������

ORJ�3ULFH� ������ ������ ������ ������

������� ^ ������� ^

ee�e VLJQLnFDQW DW WKH �� DQG ��� OHYHOV� UHVSHFWLYHO\�
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6XPPDU\ RI 7KHRUHWLFDO 3UHGLFWLRQV DQG 5HVXOWV

3UHGLFWLRQ 3UHGLFWHG %\ :KLFK 7KHRULHV" 9HULnHG"

�� %URNHUHG GHDOV DUH PRUH OLNHO\ WR UHFHLYH

QHZ EDQN nQDQFLQJ� $OO <HV

�� %URNHUV ZLOO FRQFHQWUDWH WKHLU GHDOV DPRQJ D VPDOO

QXPEHU RI EDQNV� &RRSHUDWLRQ <HV

�� %URNHUV ZLWK VWURQJ EDQN UHODWLRQVKLSV ZLOO KDYH D ODUJHU

HmHFW RQ WKH JUDQWLQJ RI EDQN ORDQV WKDQ WKH DYHUDJH EURNHU� &RRSHUDWLRQ <HV

�� %URNHUV ZLOO GLUHFW D JUHDWHU SURSRUWLRQ RI WKHLU FOLHQWV

WR EDQNV ZLWK ZKRP WKH\ KDYH ORQJHU UHODWLRQVKLSV� &RRSHUDWLRQ <HV

�� %DQNV ZLOO RmHU PRUH ORDQV WR WKH FOLHQWV RI EURNHUV ZLWK

ZKRP WKH\ KDYH ORQJHU UHODWLRQVKLSV� &RRSHUDWLRQ <HV

�� %URNHUV ZKR KDYH SDUWLFLSDWHG LQ WKH PDUNHW IRU D ORQJHU

SHULRG RI WLPH ZLOO KDYH D ODUJHU HmHFW RQ WKH JUDQWLQJ RI EDQN

ORDQV WKDQ WKH DYHUDJH EURNHU� &RRSHUDWLRQ <HV

�� :KHQ WKH EX\HU GRHV QRW UHFHLYH EDQN nQDQFLQJ� WKH VL]H

RI 97% ORDQV ZLOO EH VPDOOHU LQ EURNHUHG GHDOV WKDQ LQ

QRQ�EURNHUHG GHDOV� &RRSHUDWLRQ <HV

�� %URNHUHG GHDOV DUH PRUH OLNHO\ WR UHFHLYH

DVVXPHG PRUWJDJH nQDQFLQJ� &RRSHUDWLRQ <HV

$��L� 7KH HODVWLFLW\ RI D EDQN
V EURNHUDJH EXVLQHVV

ZLWK UHVSHFW WR LWV WRWDO ORDQ EXVLQHVV ZLOO EH

JUHDWHU WKDQ RQH� $GYLVRU\ ODUJH GHDOV

$��LL� 7KH HODVWLFLW\ RI D EDQN
V EURNHUDJH EXVLQHVV

ZLWK UHVSHFW WR LWV WRWDO ORDQ EXVLQHVV ZLOO EH

OHVV WKDQ RQH� &RRSHUDWLRQ VPDOO GHDOV

$��L� 'LVOR\DO EURNHUV ZLOO PRVW LPSURYH WKHLU FOLHQWV


SUREDELOLW\ RI UHFHLYLQJ D EDQN ORDQ� $GYLVRU\ 1R

$��LL� /R\DO EURNHUV ZLOO PRVW LPSURYH WKHLU FOLHQWV


SUREDELOLW\ RI UHFHLYLQJ D EDQN ORDQ� &RRSHUDWLRQ <HV

$�� %URNHUV IURP GLmHUHQW nUPV ZLOO KHUG LQ GLUHFWLQJ

WKHLU FOLHQWV WR WKH VDPH EDQNV $GYLVRU\ ZHDN

%�� 7KH VL]H RI EDQN ORDQV ZLOO EH JUHDWHU IRU EURNHUHG GHDOV &HUWLnFDWLRQ 1R

%�� %URNHUHG SURSHUWLHV ZLOO UHFHLYH KLJKHU DYHUDJH SULFHV &HUWLnFDWLRQ 1R

&�� %URNHUHG GHDOV ZLOO H[KLELW OHVV 97% nQDQFLQJ 6HOHFWLRQ <HV

&�� %URNHUHG SURSHUWLHV ZLOO UHFHLYH ORZHU DYHUDJH SULFHV 6HOHFWLRQ <HV

e 8VLQJ WKH QRQ�LQVWUXPHQWHG EURNHU YDULDEOHV� (PSOR\LQJ WKH LQVWUXPHQWHG EURNHU YDULDEOHV� WKHVH UHVXOWV GR QRW KROG�

VXJJHVWLQJ RXU LQVWUXPHQWV VXFFHVVIXOO\ FDSWXUH WKH HQGRJHQRXV FKRLFH RI EURNHUV�

��


