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,QIRUPDWLRQ 7HFKQRORJ\ DQG WKH 2UJDQL]DWLRQ RI 6HFXULWLHV 0DUNHWV

3DXO *10DKRQH\/ 8QLYHUVLW\ RI 9LUJLQLD 6FKRRO RI /DZ

,QWURGXFWLRQ

:KDW WKH IXWXUH KROGV IRU VHFXULWLHV PDUNHWV LV RI FRXUVH D UHPDUNDEO\ EURDG

TXHVWLRQ/ DQG XQGRXEWHGO\ GHVLJQHG E\ WKH FRQIHUHQFH RUJDQL]HUV WR EH VR1 ,Q RUGHU WR

NHHS IURP ODSVLQJ LQWR IUHH DVVRFLDWLRQ/ WKHUHIRUH/ , ZLOO WDNH WKH LVVXH RI WHFKQRORJ\ DQG

LWV LPSOLFDWLRQV IRU WKH IXWXUH RI VHFXULWLHV PDUNHWV WR LQFOXGH WKH IROORZLQJ SDLU RI

TXHVWLRQV= )LUVW/ ZLOO WHFKQRORJ\ WHQG WR LQFUHDVH RU GHFUHDVH WKH LPSRUWDQFH RI VHFXULWLHV

DV D ILQDQFLQJ YHKLFOH LQ FRPSDULVRQ WR VXFK DOWHUQDWLYH ILQDQFLDO WUDQVDFWLRQV DV EDQN

ORDQV/ FDSLWDO OHDVHV/ IUDQFKLVLQJ UHODWLRQVKLSV/ DQG VR RQ" 6HFRQG/ ZKDW FKDQJHV ZLOO

WHFKQRORJ\ SURGXFH LQ WKH VWUXFWXUH RI SULPDU\ DQG VHFRQGDU\ VHFXULWLHV PDUNHWV" , WDNH

XS WKHVH TXHVWLRQV LQ RUGHU1

,1 6HFXULWLHV YHUVXV RWKHU ILQDQFLQJ PHWKRGV

7KH TXHVWLRQ RI WKH UHODWLYH LPSRUWDQFH RI VHFXULWLHV DV D ILQDQFLQJ YHKLFOH LV/ ,

EHOLHYH/ WKH HDVLHU RI WKH WZR1 %\ LQFUHDVLQJ WKH VL]H DQG GHFUHDVLQJ WKH FRVWV RI WUDGLQJ

LQ VHFRQGDU\ VHFXULWLHV PDUNHWV/ WHFKQRORJ\ ZLOO SOD\ WR WKH VWUHQJWKV RI VHFXULWLHV DQG

OHDG HYHQ PRUH ILQDQFLDO WUDQVDFWLRQV WR WDNH SODFH WKURXJK VHFXULWLHV PDUNHWV1

7KH FRPSDUDWLYH VWUHQJWKV RI VHFXULWLHV DV D PHDQV RI ILQDQFLQJ D SURMHFW DUH

REYLRXV1 $OO RI WKH HVVHQWLDO IHDWXUHV RI VHFXULWLHV DUH GHVLJQHG WR IDFLOLWDWH WKHLU WUDGLQJ

RQ D VHFRQGDU\ PDUNHW1 7KHLU WHUPV DUH VWDQGDUGL]HG VR WKDW D VLQJOH SLHFH RI SDSHU FDQ

DOHUW D SXUFKDVHU WR WKH SULQFLSDO ZD\V LQ ZKLFK RQH GLIIHUV IURP DQRWKHU1 7KH EXON RI WKH

GHWDLOHG ULJKWV DQG REOLJDWLRQV WKDW DWWDFK WR D VKDUH RI VWRFN DUH IRXQG LQ WKH FRUSRUDWH
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FRGH RI WKH VWDWH RI LQFRUSRUDWLRQ RI WKH LVVXHU DQG LQ WKH LVVXHU¶V FKDUWHU1 %RWK DUH

SXEOLFO\ DYDLODEOH DQG XVXDOO\ FRQWDLQ IDPLOLDU SURYLVLRQV1 6WDWXWRU\ DQG MXGJH0PDGH

FRUSRUDWH ODZ SURYLGH D IHZ GHIDXOW VHWWLQJV WKDW D FKDUWHU PD\ DOWHU/ EXW DJDLQ WKH UDQJH

RI FKRLFHV LV ZHOO0NQRZQ1 $OWKRXJK WKH GHWDLOV YDU\/ WKH VDPH EDVLF DUUDQJHPHQW KROGV

IRU GHEW VHFXULWLHV1 'HEW VHFXULWLHV DUH LVVXHG LQ WKH 8161 PDUNHWV XQGHU DQ LQGHQWXUH/ D

FRQWUDFW EHWZHHQ WKH LVVXHU DQG D WUXVWHH IRU WKH EHQHILW RI LQYHVWRUV1 7KH LQGHQWXUH/

DOWKRXJK OHQJWK\/ LV KLJKO\ VWDQGDUGL]HG DQG GHYLDWLRQV IURP WKH W\SLFDO GHIDXOW VHWWLQJV

FDQ RUGLQDULO\ EH LGHQWLILHG RQ WKH FHUWLILFDWH LWVHOI1

2WKHU IHDWXUHV RI VHFXULWLHV DOVR PDNH WKHLU WUDQVIHU D VLPSOH PDWWHU1 7KH\ DUH

RQH0VLGHG REOLJDWLRQV²WKH LQLWLDO SXUFKDVHU FRPSOLHV ZLWK DOO LWV PDWHULDO REOLJDWLRQV E\

SD\LQJ WKH SXUFKDVH SULFH/ DQG DFFRUGLQJO\ WKH LGHQWLW\ RI WKH KROGHU LV D PDWWHU RI

LQGLIIHUHQFH WR WKH LVVXHU +H[FHSW LQ FLUFXPVWDQFHV VXFK DV WDNHRYHUV DQG UHVWUXFWXULQJV/

EXW WKHUH WKH LVVXHU¶V FRQFHUQ LV QRW WKDW WKH KROGHU KDV REOLJDWLRQV/ EXW WKDW LW PD\ KDYH

DPDVVHG IRUPLGDEOH ULJKWV WR FRQWURO WKH LVVXHU¶V GHFLVLRQV,1 7KH\ FDQ EH EURNHQ LQWR

UHWDLO0VL]HG SLHFHV/ DQG D WUDQVIHU DJHQW LV SURYLGHG WR UHFRUG WUDQVIHUV/ SURYLGH FHUWLILFDWHV

UHJLVWHUHG WR WKH QHZ RZQHU/ DQG LI QHFHVVDU\ H[FKDQJH/ VD\/ D FHUWLILFDWH UHSUHVHQWLQJ

833 VKDUHV IRU 8 FHUWLILFDWHV UHSUHVHQWLQJ 433 VKDUHV HDFK1

,Q VKRUW/ WKHVH VLPSOH IHDWXUHV²VR VLPSOH LW LV HDV\ WR RYHUORRN WKHP²PDNH

VHFXULWLHV/ LQ FRQWUDVW WR RWKHU FRQWUDFWV/ WUDQVIHUDEOH DW D WULYLDO PDUJLQDO FRVW WR WKH

KROGHU1 0RVW RI WKH FRVW RI WUDQVIHU LV VXQN²LW FRQVLVWV RI WKH UHVRXUFHV GHYRWHG WR WKH

GHYHORSPHQW RI FRUSRUDWH ODZ/ VWDQGDUG0IRUP LQGHQWXUHV/ $UWLFOHV 6 DQG ; RI WKH 8QLIRUP

&RPPHUFLDO &RGH/ DQG WKH FUHDWLRQ RI WUDQVIHU DJHQFLHV DQG WKH FRQWUDFWV WKH\ HQWHU LQWR
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ZLWK LVVXHUV1 $PRQJ WKH P\ULDG IRUPV RI FRQWUDFWV/ RQO\ EDQN FKHFNV KDYH KDG D

VLPLODUO\ H[WHQVLYH LQIUDVWUXFWXUH FUHDWHG WR IDFLOLWDWH WUDQVIHUV1

7HFKQRORJ\ LV UDSLGO\ GHFUHDVLQJ WKH PDUJLQDO FRVWV RI WUDQVIHU1 7UDGLQJ V\VWHPV

QRZ SHUPLW VHFXULWLHV VHOOHUV DQG EX\HUV WR WUDQVDFW IRU IHHV WKDW ZRXOG KDYH EHHQ

LPSRVVLEO\ ORZ D JHQHUDWLRQ DJR1 ,Q WKDW VHQVH/ WHFKQRORJ\ KDV UHLQIRUFHG WKH SULQFLSDO

DGYDQWDJH RI VHFXULWLHV FRPSDUHG WR RWKHU ILQDQFLQJ YHKLFOHV1

2QH PLJKW VWLOO DVN/ KRZHYHU/ ZKHWKHU WHFKQRORJ\ LV KDYLQJ D GLVSDUDWH LPSDFW RQ

VHFXULWLHV PDUNHWV FRPSDUHG WR/ VD\/ EDQNLQJ PDUNHWV1 6XUHO\ WHFKQRORJ\ PDNHV LW DV

HDV\ IRU EDQNHUV WR JDWKHU/ DQDO\]H DQG GLVVHPLQDWH WKH LQIRUPDWLRQ QHFHVVDU\ WR WKHLU

EXVLQHVV DV LW LV IRU EURNHUV DQG LQYHVWPHQW EDQNHUV WR GR VR1 ,I VR/ LW LV QRW REYLRXV WKDW

WHFKQRORJ\ DIIHFWV WKH UHODWLYH FRVWV RI GLIIHUHQW PHWKRGV RI ILQDQFLQJ/ DV RSSRVHG WR

VLPSO\ PDNLQJ DOO PHWKRGV OHVV H[SHQVLYH1

7R KHOS DQDO\]H WKH TXHVWLRQ ZKHWKHU DGYDQFHV LQ LQIRUPDWLRQ WHFKQRORJ\ ZLOO

DIIHFW WKH ZD\ LQ ZKLFK EXVLQHVVHV REWDLQ ILQDQFLQJ/ ZH PLJKW WXUQ WR $GDP 6PLWK¶V

REVHUYDWLRQ WKDW WKH GLYLVLRQ RI ODERU LV OLPLWHG E\ WKH H[WHQW RI WKH PDUNHW14 :KLOH WKDW

PD\ VHHP IDU UHPRYHG IURP SUHVHQW FRQFHUQV/ RQ IXUWKHU H[DPLQDWLRQ LW LV TXLWH UHOHYDQW1

7KH H[WHQW RI WKH PDUNHW LV/ RI FRXUVH/ GHWHUPLQHG SDUWO\ E\ WUDQVSRUWDWLRQ DQG

FRPPXQLFDWLRQV WHFKQRORJ\1 7KH YLOODJHUV RI 6PLWK¶V DQDO\VLV DUH LVRODWHG EHFDXVH LW LV

SURKLELWLYHO\ H[SHQVLYH WR LQTXLUH DERXW SULFHV LQ GLVWDQW YLOODJHV RU WR VKLS JRRGV WKHUH1

7KH JHRJUDSKLFDO H[WHQW RI D ILQDQFLDO PDUNHW LV DOVR VHQVLWLYH WR WHFKQRORJ\/ SDUWLFXODUO\

FRPPXQLFDWLRQV WHFKQRORJ\1 ,QGHHG/ VHFXULWLHV DQG FRPPRGLWLHV SURIHVVLRQDOV KDYH

KLVWRULFDOO\ EHHQ DPRQJ WKH ILUVW WR DGRSW QHZ FRPPXQLFDWLRQV WHFKQRORJLHV DV D PHDQV
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RI DUELWUDJLQJ EHWZHHQ PDUNHWV1 +ROGLQJ DOO HOVH HTXDO/ DGYDQFHV LQ FRPPXQLFDWLRQV DQG

GDWD SURFHVVLQJ WHFKQRORJ\ WHQG WR LQFUHDVH WKH JHRJUDSKLFDO VFRSH RI ILQDQFLDO PDUNHWV1

0RUHRYHU/ WKH XVH RI VHFXULWLHV DV RSSRVHG WR RWKHU ILQDQFLQJ YHKLFOHV LV D IRUP RI

VSHFLDOL]DWLRQ/ RU GLYLVLRQ RI ODERU1 &RQWUDVW D GHEW VHFXULW\ WR D EDQN ORDQ1 7KH ODWWHU

W\SLFDOO\ FRPHV EXQGOHG ZLWK RWKHU ILQDQFLDO VHUYLFHV1 7KH GLVEXUVHPHQW RI IXQGV WDNHV

SODFH LQ WKH ILUVW LQVWDQFH WKURXJK D FUHGLW WR WKH ERUURZHU¶V GHSRVLW DFFRXQW DW WKH EDQN1

7KH EDQN PD\ UHTXLUH WKDW WKH ERUURZHU PDLQWDLQ LWV SULQFLSDO GHPDQG GHSRVLW DFFRXQW DW

WKH OHQGLQJ EDQN VR WKH EDQN FDQ PRQLWRU WKH PRYHPHQW RI IXQGV1 2WKHU IRUPV RI

ILQDQFLQJ/ VXFK DV D IUDQFKLVRU¶V DGYDQFH RI FUHGLW WR D IUDQFKLVHH/ QHFHVVDULO\ FRPH

EXQGOHG ZLWK RWKHU JRRGV RU VHUYLFHV1

6HFXULWLHV GR QRW FRPH VR EXQGOHG1 7KH KROGHU DQG LVVXHU RI D GHEW VHFXULW\

RFFXS\ D GHEWRU0FUHGLWRU UHODWLRQVKLS/ EXW QR RWKHU1 ,Q HIIHFW/ VHFXULWLHV UHSUHVHQW D KLJKHU

GHJUHH RI GLYLVLRQ RI ODERU LQ FRQWUDVW WR RWKHU IRUPV RI ILQDQFLQJ1 :H PLJKW/ WKHQ/

SUHGLFW WKDW DV WHFKQRORJ\ H[SDQGV WKH WHUULWRULDO UHDFK RI ILQDQFLDO/ PDQDJHULDO/ SURGXFW/

DQG RWKHU PDUNHWV/ WKH W\SH RI VSHFLDOL]DWLRQ UHSUHVHQWHG E\ D VHFXULWLHV WUDQVDFWLRQ ZLOO

H[SDQG DV ZHOO1 7KDW H[SDQVLRQ/ ZH PLJKW SUHGLFW/ ZLOO FRPH DW WKH H[SHQVH RI RWKHU

IRUPV RI ILQDQFLQJ WKDW FRPH EXQGOHG ZLWK RWKHU VHUYLFHV1

$ KLQW RI WKLV KDV FRPH LQ WKH UHPDUNDEOH JURZWK RI DVVHW VHFXULWL]DWLRQ RYHU

URXJKO\ WKH SDVW WZHQW\ \HDUV1 7KH PDUNHW IRU DVVHW0EDFNHG VHFXULWLHV LQ WKH 8QLWHG

6WDWHV LV YHU\ \RXQJ1 ,W EHJDQ LQ WKH 4<:3V DV D FRQVHTXHQFH RI WKH IHGHUDO JRYHUQPHQW¶V

DWWHPSWV WR FUHDWH D VHFRQGDU\ PDUNHW IRU UHVLGHQWLDO PRUWJDJHV15 7KH WHFKQLTXH VSUHDG WR

VWXGHQW ORDQV/ DXWRPRELOH ORDQV/ FUHGLW FDUG UHFHLYDEOHV/ DQG HTXLSPHQW OHDVHV/ DPRQJ

RWKHUV16 7KH SDVW GHFDGH KDV ZLWQHVVHG VWLOO PRUH LQQRYDWLYH XVHV RI VHFXULWL]DWLRQ/
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LQFOXGLQJ WKH KLJKO\0SXEOLFL]HG ³%RZLH %RQGV´ WKDW SHUPLWWHG URFN VWDU 'DYLG %RZLH WR

VHFXULWL]H IXWXUH PXVLF UR\DOWLHV7 DQG VHFXULWLHV EDFNHG E\ WD[L FDE PHGDOOLRQV DQG KHDOWK

FDUH UHFHLYDEOHV18

7KHUH DUH VHYHUDO UHDVRQV IRU WKH JURZWK RI DVVHW0EDFNHG VHFXULWLHV1 %DQNV QHHG WR

SD\ DWWHQWLRQ WR FDSLWDO UXOHV DQG WR DYRLG GUDPDWLF PLVPDWFKHV EHWZHHQ PDWXULWLHV RQ WKH

DVVHW DQG OLDELOLW\ VLGHV RI WKHLU EDODQFH VKHHWV1 'HYHORSPHQWV LQ WKH ODZ RI VHFXUHG

ILQDQFLQJ/ LQFOXGLQJ UHYLVLRQV WR $UWLFOH < RI WKH 8QLIRUP &RPPHUFLDO &RGH/ KDYH PDGH

LW HDVLHU WR FUHDWH ³EDQNUXSWF\ UHPRWH´ VSHFLDO SXUSRVH YHKLFOHV WKDW LVVXH DVVHW0EDFNHG

VHFXULWLHV19

2QH LPSRUWDQW UHDVRQ/ KRZHYHU/ LV SUHFLVHO\ WKH GHVLUH PHQWLRQHG DERYH WR

VHSDUDWH WKH WDVNV RI PRQLWRULQJ DQG RWKHU WUDQVDFWLRQDO VHUYLFHV/ RQ WKH RQH KDQG/ DQG

ULVN EHDULQJ/ RQ WKH RWKHU1 0DQ\ EDQNV DUH LQFUHDVLQJO\ LQ WKH EXVLQHVV RI RULJLQDWLQJ DQG

VHUYLFLQJ ORDQV/ EXW QRW EHDULQJ WKH ULVN DVVRFLDWHG ZLWK WKHLU RZQHUVKLS1 7KH ODWWHU LV

GRQH E\ LQYHVWRUV ZKR SXUFKDVH VHFXULWLHV EDFNHG E\ UHVLGHQWLDO RU FRPPHUFLDO

PRUWJDJHV RU DXWRPRELOH/ FUHGLW FDUG/ RU VWXGHQW ORDQ UHFHLYDEOHV1 $V WHFKQRORJ\ PDNHV

LW HDVLHU ERWK WR NHHS WUDFN RI WKH SHUIRUPDQFH RI WKH XQGHUO\LQJ UHFHLYDEOHV DQG WR UHDFK

LQYHVWRUV DURXQG WKH ZRUOG/ ZH ZLOO OLNHO\ VHH IXUWKHU H[DPSOHV RI GHFRXSOLQJ ULVN EHDULQJ

IURP SURYLGLQJ JRRGV DQG VHUYLFHV1

,,1 6HFXULWLHV 0DUNHW 6WUXFWXUH

3UHGLFWLQJ KRZ WHFKQRORJ\ ZLOO DIIHFW WKH RUJDQL]DWLRQ RI VHFXULWLHV PDUNHWV LV

PRUH FRPSOLFDWHG1 $W D PLQLPXP/ LW LQYROYHV VHSDUDWH DQDO\VHV IRU SULPDU\ DQG

VHFRQGDU\ PDUNHWV1 %XW WKH PRVW LQWHUHVWLQJ LVVXH XQGHUO\LQJ HDFK/ LQ P\ YLHZ/ LV WKH

VDPH1 7KH VWUXFWXUH RI VHFXULWLHV PDUNHWV/ DW WKH KLJKHVW OHYHO RI DEVWUDFWLRQ/ LV
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GHWHUPLQHG E\ WKH OHYHO DQG W\SH RI LQWHUPHGLDWLRQ1 $V D GHILQLWLRQDO PDWWHU/ RQH FDQ VD\

WKDW RUJDQL]HG VHFXULWLHV PDUNHWV ILUVW FDPH LQWR EHLQJ ZKHQ WKHUH DURVH D FODVV RI

SURIHVVLRQDO LQWHUPHGLDULHV IRU GHDOLQJ LQ VHFXULWLHV1 6LQFH WKHQ/ D GHILQLQJ HOHPHQW RI

VHFXULWLHV PDUNHWV LV WKHLU ODUJH QXPEHU RI VSHFLDOL]HG LQWHUPHGLDULHV/ LQFOXGLQJ EURNHUV/

PDUNHW PDNHUV/ PRQH\ PDQDJHUV/ DQDO\VWV/ PXWXDO IXQG PDQDJHUV/ VHFXULWLHV LQIRUPDWLRQ

SURFHVVRUV/ DQG FOHDULQJ KRXVHV/ WR QDPH D IHZ1 6R D TXHVWLRQ²SHUKDSV WKH TXHVWLRQ²WR

DVN ZKHQ FRQVLGHULQJ WKH HIIHFWV RI WHFKQRORJ\ RQ PDUNHW VWUXFWXUH LV ZKHWKHU WKH H[WHQW

DQG W\SHV RI LQWHUPHGLDWLRQ ZLOO LQFUHDVH/ GHFUHDVH/ RU VWD\ DERXW WKH VDPH1 , ZLOO WDNH XS

WKDW TXHVWLRQ ILUVW ZLWK UHVSHFW WR SULPDU\ PDUNHWV/ WKHQ VHFRQGDU\ PDUNHWV1

$1 3ULPDU\ PDUNHWV

7HFKQRORJ\ KDV KDG D EURDG LPSDFW RQ WKH ZD\ LQYHVWPHQW EDQNV JHW LQIRUPDWLRQ

LQ WKH KDQGV RI LQYHVWRUV1 (OHFWURQLF YHUVLRQV RI D SURVSHFWXV FDQ QRZ RIWHQ EH

GRZQORDGHG IURP D ZHE VLWH RU UHFHLYHG E\ H0PDLO1 ,QVWLWXWLRQDO LQYHVWRUV PD\ SDUWLFLSDWH

LQ URDGVKRZV WKURXJK D ZHEFDVW UDWKHU WKDQ LQ SHUVRQ1

7KHVH GHYHORSPHQWV KDYH SUHVHQWHG WKH 6HFXULWLHV DQG ([FKDQJH &RPPLVVLRQ

+6(&, ZLWK D VWHDG\ VWUHDP RI TXHVWLRQV UHJDUGLQJ KRZ VWDWXWHV GUDIWHG IRU D SDSHU ZRUOG

DUH WR EH LQWHSUHWHG DQG DGPLQLVWHUHG LQ WKH HOHFWURQLF ZRUOG1 7R LWV FUHGLW/ WKH 6(& KDV

WDFNOHG WKHVH TXHVWLRQV SURPSWO\ DQG UHDFKHG SUDJPDWLF DFFRPPRGDWLRQV ZLWK

XQGHUZULWHUV RQ HOHFWURQLF SURVSHFWXVHV/ URDG VKRZV/ DQG WKH OLNH1:

0RVW RI WKLV DFWLYLW\/ KRZHYHU/ KDV WDNHQ SODFH ZLWKLQ WKH WUDGLWLRQDO IUDPHZRUN RI

XQGHUZULWWHQ SXEOLF RIIHULQJV1 :LWK D IHZ PLQRU H[FHSWLRQV/ WHFKQRORJ\ KDV QRW HQDEOHG

LVVXHUV DQG LQYHVWRUV WR GHDO GLUHFWO\ ZLWK RQH DQRWKHU DQG WKHUHE\ DYRLG WKH SUHVHQFH DQG
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IHHV RI XQGHUZULWHUV1 ,Q VKRUW/ WHFKQRORJ\ KDV UHGXFHG WKH FRVWV RI VHOOLQJ VHFXULWLHV EXW

KDV QRW UHVXOWHG LQ D VXEVWDQWLDOO\ GLIIHUHQW OHYHO RI LQWHUPHGLDWLRQ1

7KH OLNHO\ UHDVRQ LV VWUDLJKWIRUZDUG1 $ FRPSDQ\¶V VDOH RI QHZO\0LVVXHG VWRFN WR

WKH SXEOLF FUHDWHV D FODVVLF ³OHPRQV´ SUREOHP1; 7KH FRPSDQ\¶V RIILFHUV LQHYLWDEO\ NQRZ

WKLQJV DERXW WKH ILUP WKDW LQYHVWRUV GR QRW1 +,W LV FRPPRQ WR VD\ WKDW WKH FRPSDQ\ NQRZV

LWV TXDOLW\ RU SURVSHFWV EHWWHU WKDQ LQYHVWRUV GR/ EXW WKLV LV QRW TXLWH ULJKW²LQYHVWRUV LQ

WKH DJJUHJDWH PD\ XQGHUVWDQG WKH UHODWLYH TXDOLW\ RI D FRPSDQ\¶V SURGXFWV DQG

PDQDJHPHQW EHWWHU WKDQ D VPDOO JURXS RI FRPSDQ\ LQVLGHUV1 ,W LV FHUWDLQO\ WUXH/ KRZHYHU/

WKDW FRPSDQ\ LQVLGHUV RQ DQ\ JLYHQ GD\ KDYH DFFHVV WR VRPH LQIRUPDWLRQ RI ZKLFK

LQYHVWRUV DUH XQDZDUH1, $ UDWLRQDO LQYHVWRU/ UHFRJQL]LQJ WKH LQIRUPDWLRQDO DV\PPHWU\/

ZLOO DVVXPH WKH ZRUVW1 7KH ZRUVW/ LQ WKLV FRQWH[W/ LV WKDW PDQDJHPHQW¶V GHVLUH WR VHOO DW D

JLYHQ SULFH LPSOLHV WKDW PDQDJHPHQW¶V KLGGHQ LQIRUPDWLRQ ZRXOG/ LI GLVFORVHG/ VKRZ WKH

VHFXULWLHV WR EH ZRUWK OHVV WKDQ WKDW SULFH1 8QIRUWXQDWHO\/ WKHUH LV QR ORJLFDO VWRSSLQJ

SRLQW WR WKLV DQDO\VLV/ DQG XQOHVV WKH LQIRUPDWLRQDO DV\PPHWU\ FDQ EH DOOHYLDWHG/ WKHUH LV

QR SULFH DW ZKLFK PDQDJHUV ZRXOG EH ZLOOLQJ WR VHOO DQG LQYHVWRUV ZRXOG EH ZLOOLQJ WR

EX\1

,W LV ZHOO0NQRZQ WKDW XQGHUZULWHUV VHUYH/ LQ SDUW/ WR UHVROYH WKH DV\PPHWU\1

0DQDJHPHQW JLYHV XQGHUZULWHUV H[WHQVLYH DFFHVV WR WKH FRPSDQ\¶V LQWHUQDO LQIRUPDWLRQ1

7KH XQGHUZULWHUV/ LQ WXUQ/ UHQW RXW WKHLU UHSXWDWLRQ1 7KDW LV/ WKH\ LPSOLFLWO\ UHSUHVHQW WR

LQYHVWRUV WKDW WKH SULFH DW ZKLFK WKH VWRFN LV RIIHUHG LV QRW WRR KLJK/ JLYHQ WKH LQIRUPDWLRQ

DYDLODEOH WR WKH XQGHUZULWHUV1 ,I LQYHVWRUV EHOLHYH WKH XQGHUZULWHUV DUH JRRG DW

XQFRYHULQJ WKH LQIRUPDWLRQ LQ PDQDJHPHQW¶V SRVVHVVLRQ DQG FDUH DERXW PDLQWDLQLQJ WKHLU
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UHSXWDWLRQ/ WKHQ LQYHVWRUV ZLOO EH ZLOOLQJ WR SXUFKDVH DW WKH SULFH VHW E\ QHJRWLDWLRQV

EHWZHHQ WKH XQGHUZULWHUV DQG LVVXHU1

,W PD\ EH WKDW LVVXHUV ZLOO FRPH XS ZLWK VRPH FUHDWLYH XVH RI WHFKQRORJ\ WKDW

SHUPLWV WKHP WR VROYH WKH SULFLQJ SUREOHP ZLWKRXW XVLQJ WKH +H[SHQVLYH, VHUYLFHV RI

XQGHUZULWHUV1 7KDW VROXWLRQ/ KRZHYHU/ KDV QRW \HW EHHQ GHYLVHG DQG LV QRW RQ WKH KRUL]RQ1

%1 6HFRQGDU\ PDUNHWV

7HFKQRORJ\ KDV PDGH D VLJQLILFDQW PDUN RQ VHFRQGDU\ VHFXULWLHV PDUNHWV1 6HYHUDO

HOHFWURQLF FRPPXQLFDWLRQV QHWZRUNV +(&1V,/ VXFK DV ,QVWLQHW/ $UFKLSHODJR/ ,VODQG/ DQG

RWKHUV/ RIIHU WUDGH H[HFXWLRQ DQG RUGHU URXWLQJ VHUYLFHV LQ FRPSHWLWLRQ ZLWK WUDGLWLRQDO

H[FKDQJHV DQG WKH 1DWLRQDO $VVRFLDWLRQ RI 6HFXULWLHV 'HDOHUV $XWRPDWHG 4XRWDWLRQ

6\VWHP +1$6'$4,1< ,QVWLQHW/ WKH ODUJHVW (&1/ UHSRUWHG D WUDGLQJ YROXPH RI 991: ELOOLRQ

VKDUHV LQ 5333/ RU DERXW RQH0IRXUWK DV PXFK DV WKH 1HZ <RUN 6WRFN ([FKDQJH143 &OHDUO\/

(&1V DUH D VXEVWDQWLDO IRUFH LQ WKH 8161 HTXLW\ PDUNHWV1

'R WKHVH GHYHORSPHQWV UHSUHVHQW D SUHVHQW RU SURVSHFWLYH FKDQJH LQ WKH H[WHQW RI

LQWHUPHGLDWLRQ LQ WKH VHFXULWLHV PDUNHWV RU VLPSO\ D PHDQV E\ ZKLFK LQWHUPHGLDULHV XVH

WHFKQRORJ\ WR FRPSHWH PRUH HIIHFWLYHO\ DQG UHGXFH WKH FRVW RI SURYLGLQJ WKHLU VHUYLFHV"

3XW PRUH EOXQWO\/ ZLOO WKH VWRFN PDUNHW VRPH GD\ ORRN OLNH H%D\/ ZLWK EX\HUV DQG VHOOHUV

LQWHUDFWLQJ WKURXJK D ZHE VLWH ZLWKRXW WKH DLG RI EURNHUV DQG GHDOHUV"44

2QH ZD\ WR DSSURDFK WKLV TXHVWLRQ LV WR DVN ZKDW KDV KDSSHQHG WR GDWH DQG WKHQ

WU\ WR H[WUDSRODWH1 7HFKQRORJ\ KDV QRW/ VR IDU/ UHGXFHG WKH H[WHQW RI LQWHUPHGLDWLRQ LQ

VHFXULWLHV PDUNHWV1 (OHFWURQLF FRPPXQLFDWLRQV DQG WUDGLQJ QHWZRUNV KDYH SUROLIHUDWHG/

EXW WKHVH DUH JHQHUDOO\ RZQHG E\ H[FKDQJHV/ EURNHU0GHDOHUV/ VHFXULWLHV LQIRUPDWLRQ

SURFHVVRUV +VXFK DV 5HXWHUV/ ZKLFK RZQV ,QVWLQHW,/ DQG RWKHU LQWHUPHGLDULHV1
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7HFKQRORJ\ GRHV/ KRZHYHU/ VHHP WR EH LQFUHDVLQJ WKH DPRXQW RI VSHFLDOL]DWLRQ LQ

LQWHUPHGLDWLRQ1 )RU H[DPSOH/ D IHZ \HDUV DJR/ WKH 1HZ <RUN 6WRFN ([FKDQJH DQG

1DWLRQDO $VVRFLDWLRQ RI 6HFXULWLHV 'HDOHUV DPHQGHG WKHLU UXOHV WR SHUPLW WKH PDWFKLQJ RI

WUDGHV +WKDW LV/ FRPSDULVRQ RI WKH EX\HU¶V DQG VHOOHU¶V LQIRUPDWLRQ DERXW WKH WHUPV RI WKH

WUDGH, WR EH GRQH HOHFWURQLFDOO\ E\ D YHQGRU VHSDUDWH IURP WKH FOHDULQJ DJHQFLHV WKDW KDYH

WUDGLWLRQDOO\ SHUIRUPHG WKH WDVN145 7KHUH KDV DOVR EHHQ VRPH VHJPHQWDWLRQ EHWZHHQ

SULPDU\ PDUNHWV/ LQ ZKLFK SULFH GLVFRYHU\ WDNHV SODFH/ DQG PDUNHWV OLNH ,QVWLQHW¶V

&URVVLQJ 1HWZRUN/ LQ ZKLFK WUDGHV DUH PDGH DW SULFHV WDNHQ IURP WKH SULPDU\ QHWZRUN1

$Q LPSRUWDQW UHDVRQ IRU WKDW VHJPHQWDWLRQ LV WKDW VRPH WUDGHUV DUH ZLOOLQJ WR JLYH XS WKH

LPPHGLDF\ DYDLODEOH LQ WKH SULPDU\ PDUNHW LQ RUGHU WR WUDGH DQRQ\PRXVO\ DQG ZLWKRXW

SULFH LPSDFW1

2QH PLJKW DVN ZKHWKHU WKLV VHJPHQWDWLRQ LV DOVR/ LQ SDUW/ D UHVXOW RI UHJXODWLRQ1 $

NH\ GLVWLQFWLRQ WR NHHS LQ PLQG LV WKH GLIIHUHQFH EHWZHHQ D WUDGLQJ V\VWHP UHJXODWHG DV DQ

H[FKDQJH DQG RQH UHJXODWHG DV D EURNHU0GHDOHU1 8QGHU WKH 6(&¶V WUDQVDFWLRQ DQG

TXRWDWLRQ GLVVHPLQDWLRQ UXOHV/ H[FKDQJHV DUH UHTXLUHG WR PDNH VXEVWDQWLDO DQG FRQWLQXRXV

GLVFORVXUHV RI SUH0 DQG SRVW0WUDGH LQIRUPDWLRQ146 0DQGDWRU\ SUH0WUDGH LQIRUPDWLRQ

LQFOXGHV WKH EHVW ELG DQG RIIHU DQG DVVRFLDWHG DJJUHJDWH TXRWDWLRQ VL]HV IRU HDFK OLVWHG

VHFXULW\1 0DQGDWRU\ SRVW0WUDGH LQIRUPDWLRQ LQFOXGHV WKH SULFH DQG YROXPH RI HDFK URXQG

ORW WUDQVDFWLRQ1 $ EURNHU LV VXEMHFW WR OHVV VWULQJHQW GLVFORVXUH UHTXLUHPHQWV FRPSDUHG WR

DQ H[FKDQJH1 )RU H[DPSOH/ LW LV QRW UHTXLUHG WR GLVFORVH WKH SULFHV DQG VL]HV RI RUGHUV LWV

FXVWRPHUV KDYH JLYHQ LW1

&RQVLGHU WKH SRVLWLRQ RI D ODUJH OLTXLGLW\ WUDGHU/ VXFK DV D PXWXDO IXQG RU SHQVLRQ

IXQG1 2FFDVLRQDOO\ LW KDV WR PDNH D YHU\ ODUJH SXUFKDVH RU VDOH1 +\SRWKHWLFDOO\/ LI WKH
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IXQG DWWHPSWV WR SXUFKDVH 433/333 VKDUHV RI D SDUWLFXODU VWRFN/ LW PD\ ILQG WKDW WKH SULFH

PRYHV DJDLQVW LW1 3HUKDSV RWKHU WUDGHUV VXVSHFW LW RI KDYLQJ LQIRUPDWLRQ1 2U SHUKDSV WKH

FRPELQDWLRQ RI WKH VL]H RI WKH RUGHU DQG WKH WLPH ZLWKLQ ZKLFK LW PXVW EH ILOOHG PHDQ WKDW

WKH PDUNHW WKH IXQG IDFHV GRHV QRW UHVHPEOH SHUIHFW FRPSHWLWLRQ/ DQG RWKHU WUDGHUV DUH

DEOH WR EHKDYH VWUDWHJLFDOO\1

7KH IXQG FDQ FKRRVH IURP DPRQJ D QXPEHU RI VROXWLRQV WR WKH SUREOHP/ HDFK RI

ZKLFK HQWDLOV WUDQVDFWLRQ FRVWV1 ,W PD\ FRQGXFW WKH WUDGH RII0H[FKDQJH LQ WKH VR0FDOOHG

³XSVWDLUV´ PDUNHW1 7KHUH/ LW PD\ LQWHQWLRQDOO\ IRUHJR DQRQ\PLW\ LQ RUGHU WR FRQYLQFH

RWKHU WUDGHUV WKDW LW LV XQLQIRUPHG147 %\ UHYHDOLQJ/ VD\/ WKDW WKH SXUFKDVHU LV D ODUJH

PXWXDO IXQG WKDW KDG D VXEVWDQWLDO LQIORZ RI QHZ PRQH\ GXULQJ WKH GD\/ WKH SXUFKDVHU¶V

EURNHU FDQ DVVXUH D VHOOHU WKDW WKH SXUFKDVH LV QRW SURPSWHG E\ LQIRUPDWLRQ1

$QRWKHU VROXWLRQ LV SDWLHQFH/ ZKLFK PHDQV DFFHSWLQJ VORZHU H[HFXWLRQ1 %\

ZDLWLQJ SDWLHQWO\ IRU VHOOHUV WR DUULYH DQG H[HFXWLQJ WKH RUGHU LQ SDUWV RYHU WLPH/ WKH

SXUFKDVHU¶V EURNHU FDQ UHGXFH LWV SULFH HIIHFW1 7KH LQWXLWLRQ KHUH LV VLPSOH= HYHQ WKRXJK D

PDUNHW DV D ZKROH LV KLJKO\ FRPSHWLWLYH/ WKH PRUH , OLPLW P\ VHDUFK IRU WUDQVDFWLQJ

SDUWQHUV WR D VSHFLILF WLPH DQG SODFH/ WKH PRUH XQFRPSHWLWLYH WKH PDUNHW ZLOO VHHP1 7KH

UHYHUVH LV DOVR WUXH1 ,I , VSUHDG WKH VHDUFK RYHU D ODUJHU WLPH SHULRG²LI , DP SDWLHQW²WKH

PRUH FRPSHWLWLYH WKH PDUNHW ZLOO EH1

$ UHODWHG VWUDWHJ\ LV WR XVH VHFUHF\ DV D FRPSOHPHQW RU VXEVWLWXWH IRU SDWLHQFH1

7KH SXUFKDVHU PD\ ZLVK WR KLGH WKH SULFH DQG2RU VL]H RI WKH RUGHU IRU DV ORQJ DV SRVVLEOH1

7KLV PD\ QRW/ KRZHYHU/ EH IXOO\ SRVVLEOH LI WKH RUGHU LV VXEPLWWHG WR D UHJXODWHG H[FKDQJH

RU LQWHU0GHDOHU V\VWHP +WKDW LV/ 1$6'$4,1 ([FKDQJHV DQG LQWHU0GHDOHU V\VWHPV DUH

UHTXLUHG WR FROOHFW DQG PDNH SXEOLFO\ DYDLODEOH WKH EHVW ELG DQG RIIHU DQG DVVRFLDWHG
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DJJUHJDWH TXRWDWLRQ VL]H1 7KH SXUFKDVHU PLJKW EUHDN WKH RUGHU LQWR VHYHUDO VPDOOHU SLHFHV

DQG XVH PXOWLSOH EURNHUV1 7KDW ZLOO HQVXUH WKDW WKH LQGLYLGXDO VL]H RI DQ\ ELG LV UHODWLYHO\

VPDOO/ EXW WKH DJJUHJDWH VL]H RI RUGHUV DW WKH EHVW ELG ZLOO EH UHYHDOHG1

$Q DOWHUQDWLYH WUDGLQJ V\VWHP UHJXODWHG DV D EURNHU0GHDOHU/ KRZHYHU/ PD\ JLYH WKH

IXQG WKH RSSRUWXQLW\ WR HQWHU DQ RUGHU ZKLOH GLVFORVLQJ SULFH DQG QRW VL]H/ RU VL]H DQG QRW

SULFH/ RU ZLWKRXW GLVFORVLQJ HLWKHU148 ,I WKH V\VWHP WKHQ DXWRPDWLFDOO\ H[HFXWHV PDWFKLQJ

RUGHUV/ WKH IXQG FRXOG SXUFKDVH VWRFN DW LWV ELG SULFH ZLWKRXW DQ\RQH NQRZLQJ SULRU WR

H[HFXWLRQ WKDW LW KDG HQWHUHG D ELG DW WKDW SULFH1

([FKDQJHV KDYH DUJXHG WKDW WKH UHGXFHG WUDQVSDUHQF\ RI RUGHUV LQ WUDGLQJ V\VWHPV

WKDW DUH UHJXODWHG DV EURNHUV JLYHV WKH ODWWHU D EXLOW0LQ FRPSHWLWLYH DGYDQWDJH149 7KLV

UHJXODWRU\ DGYDQWDJH/ KRZHYHU/ LV EHLQJ FKLSSHG DZD\1 ,Q 4<<9/ WKH 6(& DPHQGHG LWV

UXOH RQ TXRWDWLRQ GLVVHPLQDWLRQ WR UHTXLUH WKDW PDUNHW PDNHUV GLVFORVH WR WKH UHOHYDQW

H[FKDQJH RU LQWHU0GHDOHU V\VWHP DQ\ RUGHUV WKH\ VXEPLW WR DQ HOHFWURQLF WUDGLQJ

QHWZRUN14: 7KXV/ RQH W\SH RI ODUJH OLTXLGLW\ WUDGHU/ D PDUNHW PDNHU/ FDQ QR ORQJHU XVH

DOWHUQDWLYH WUDGLQJ V\VWHPV WR KLGH WKH GHWDLOV RI LWV RUGHUV1 ,W DSSHDUV/ IXUWKHUPRUH/ WKDW

WKH 6(&¶V XOWLPDWH REMHFWLYH LV WR EULQJ HOHFWURQLF WUDGLQJ V\VWHPV LQWR WKH QDWLRQDO

PDUNHW V\VWHP/ WKXV DVVXULQJ WKDW WKH\ RSHUDWH ZLWK WKH VDPH DPRXQW RI SUH0 DQG SRVW0

WUDGH WUDQVSDUHQF\ DV WKH UHJXODWHG H[FKDQJHV DQG 1$6'$41

,Q SDUW/ WKHQ/ WKH IXWXUH VWUXFWXUH RI WUDGLQJ V\VWHPV ZLOO EH VKDSHG E\ KRZ

DUGHQWO\ WKH 6(& SXUVXHV WKH JRDO RI D IXOO\ LQWHJUDWHG QDWLRQDO PDUNHW1 &RQJUHVV VHW WKDW

JRDO LQ 4<:8/ DQG WKH 6(& KDV LQ WKH LQWHULP EHFRPH DQ HQWKXVLDVWLF VXSSRUWHU1 ,W LV

SHUKDSV ZRUWK QRWLQJ WKDW LW LV QRW VHOI0HYLGHQWO\ REYLRXV WKDW PDQGDWHG WUDQVSDUHQF\ LV

DOZD\V D JRRG LGHD1 )ROORZLQJ WKH PDUNHW PLFURVWUXFWXUH OLWHUDWXUH/ ZH FDQ QRWH WKDW D
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IXOO\ WUDQVSDUHQW PDUNHW LV ³FRQVROLGDWHG´ LQ WKH VHQVH WKDW DOO SDUWLFLSDQWV KDYH DFFHVV WR

WKH VDPH LQIRUPDWLRQ DERXW SDVW WUDQVDFWLRQV DQG SDVW DQG SUHVHQW RUGHU IORZ DQG ZLOO

WKHUHIRUH TXRWH LGHQWLFDO SULFHV1 2Q WKH RWKHU KDQG/ D OHVV WUDQVSDUHQW PDUNHW LV

³IUDJPHQWHG´ LQ WKH VHQVH WKDW GLIIHUHQW WUDGHUV KDYH DFFHVV WR GLIIHUHQW LQIRUPDWLRQ DQG

PD\ TXRWH GLIIHUHQW SULFHV14; 7KH SROLF\ TXHVWLRQ WKDW PXVW EH DQVZHUHG LQ RUGHU WR

GHWHUPLQH ZKHWKHU DQG KRZ WR UHJXODWH LV ZKHWKHU FRPSHWLQJ VHFXULWLHV PDUNHWV OHIW WR

WKHLU RZQ GHYLFHV ZLOO SURYLGH PRUH QHDUO\ RSWLPDO OHYHOV RI WUDQVSDUHQF\ DQG

FRQVROLGDWLRQ FRPSDUHG WR ZKDW D UHJXODWRU PLJKW PDQGDWH1 7KRVH ZKR GHVLUH JUHDWHU

UHJXODWLRQ SUHVXPDEO\ EHOLHYH RQH RI WZR WKLQJV1 )LUVW/ WKH\ PD\ WKLQN WKDW ODUJH WUDGHUV

SUHIHU OHVV WUDQVSDUHQF\ WKDQ GR UHWDLO LQYHVWRUV/ DQG H[FKDQJHV ZLOO FDWHU WR WKH ODUJH

WUDGHUV1 $OWHUQDWLYHO\/ WKH\ PD\ KDYH FRQFOXGHG WKDW WKH RSWLPDO DPRXQW RI

IUDJPHQWDWLRQ LV ]HUR/ VR WKDW WKH YHU\ LGHD RI DOORZLQJ WUDGLQJ V\VWHPV WR FRPSHWH E\

RIIHULQJ GLIIHULQJ OHYHOV RI WUDQVSDUHQF\ LV KDUPIXO1

7KH PDUNHW PLFURVWUXFWXUH OLWHUDWXUH KDV QRW SURGXFHG GHILQLWLYH DQVZHUV WR WKHVH

TXHVWLRQV1 +RZHYHU/ RQH REVHUYDWLRQ LV ZRUWK QRWLQJ1 :KHQ FRQVROLGDWLRQ KDV EHHQ WKH

FRQVHTXHQFH RI WKH DFWLRQV RI SURILW0VHHNLQJ LQGLYLGXDOV UHVSRQGLQJ WR QHZ WHFKQRORJLHV/

WKH UHVXOWV KDYH EHHQ EHQHILFLDO1 )RU H[DPSOH/ WKH XVH RI WKH WUDQV0$WODQWLF FDEOH WR

WUDQVPLW LQIRUPDWLRQ EHWZHHQ 1HZ <RUN DQG /RQGRQ LQ WKH QLQHWHHQWK FHQWXU\ SURGXFHG

JUHDWHU FRQVROLGDWLRQ EHWZHHQ WKH 1HZ <RUN DQG /RQGRQ ERQG PDUNHWV E\ UHGXFLQJ SULFH

GLIIHUHQWLDOV EHWZHHQ WKRVH PDUNHWV14< %\ FRQWUDVW/ UHJXODWRU\ PDQGDWH KDV EHHQ OHVV

VXFFHVVIXO DW FUHDWLQJ FRQVROLGDWLRQ1 7KH HVWDEOLVKPHQW RI WKH &RQVROLGDWHG 7DSH

$VVRFLDWLRQ LQ 4<:8 DW WKH EHKHVW RI &RQJUHVV DQG WKH 6(& GLG QRW UHGXFH SULFH

GLIIHUHQWLDOV EHWZHHQ WKH 1HZ <RUN 6WRFN ([FKDQJH DQG WKH UHJLRQDO H[FKDQJHV153
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$ VHFRQG ZD\ RI WKLQNLQJ DERXW WKH IXWXUH RI VHFXULWLHV LQWHUPHGLDULHV LV WR DVN

ZKDW IXQFWLRQV WKH\ SHUIRUP DQG ZKHWKHU WHFKQRORJ\ PLJKW PDNH WKRVH IXQFWLRQV

XQQHFHVVDU\1 ,Q D SULRU DUWLFOH/ , DUJXHG WKDW WKH KXPDQ FDSLWDO0LQWHQVLYH ZRUOG RI

WUDGLWLRQDO H[FKDQJHV ZDV GHVLJQHG LQ SDUW WR PDNH WUDGLQJ DWWUDFWLYH ERWK WR LQIRUPHG

DQG OLTXLGLW\ WUDGHUV154 'UDZLQJ RQ WKH PDUNHW PLFURVWUXFWXUH OLWHUDWXUH/ , QRWHG WKDW WKH

IORRU WUDGLQJ HQYLURQPHQW DSSHDUV WR PDNH LW SRVVLEOH IRU VSHFLDOLVWV WR +RQ DYHUDJH,

LGHQWLI\ DQG TXRWH ZLGHU VSUHDGV WR LQIRUPHG WUDGHUV1 7KLV/ LQ WXUQ/ PDNHV LW SRVVLEOH IRU

XQLQIRUPHG WUDGHUV WR WUDGH DW QDUURZHU VSUHDGV/ DOOHYLDWLQJ DQ DGYHUVH VHOHFWLRQ SUREOHP

WKDW ZRXOG RWKHUZLVH H[LVW1 0RUH DXWRPDWHG V\VWHPV/ , DUJXHG/ KDG \HW WR GHPRQVWUDWH

WKDW WKH\ FRXOG DOVR VROYH WKH DGYHUVH VHOHFWLRQ SUREOHP DQG DFFRUGLQJO\ EHFRPH WKH

SULPDU\ PDUNHW IRU WUDGLQJ LQ D VLJQLILFDQW QXPEHU RI VHFXULWLHV1

5DWKHU WKDQ UHSHDW WKDW DUJXPHQW LQ GHWDLO/ , ZLOO IRFXV KHUH RQ DQRWKHU IHDWXUH RI

WKH UHODWLRQVKLS EHWZHHQ WHFKQRORJ\ DQG LQWHUPHGLDWLRQ1 7KDW LV WKH UROH RI

LQWHUPHGLDULHV DV D VXEVWLWXWH IRU IRUPDO FRQWUDFW HQIRUFHPHQW1 $ VLPSOH H[DPSOH ZLOO

VXIILFH WR VHW WKH VWDJH IRU WKH GLVFXVVLRQ1 2Q WKH WKUHH WUDGLQJ GD\V 6HSWHPEHU 9/ : DQG

43/ 5334/ DQ DJJUHJDWH RI 6/;49/;33 VKDUHV RI $05 &RUS1/ WKH SDUHQW FRPSDQ\ RI

$PHULFDQ $LUOLQHV/ ZHUH WUDGHG DW SULFHV UDQJLQJ IURP '5<158 WR '641951 7KH RUGLQDU\

VHWWOHPHQW F\FOH LQ WKH 8161 HTXLW\ PDUNHW LV WKUHH EXVLQHVV GD\V1 7KXV/ RQ WKH PRUQLQJ

RI 6HSWHPEHU 44/ 5334/ YDULRXV LQGLYLGXDOV DQG LQVWLWXWLRQV KDG DJUHHG WR SXUFKDVH QHDUO\

7 PLOOLRQ VKDUHV RI $05 IRU ZKLFK WKH\ KDG QRW \HW SDLG1 %\ PLG0PRUQLQJ/ WKRVH

SXUFKDVHUV FRXOG KDYH KDG QR GRXEW WKDW WKHVH VKDUHV ZHUH QRZ ZRUWK FRQVLGHUDEO\ OHVV

WKDQ '63 SHU VKDUH1 ,QGHHG/ ZKHQ WUDGLQJ UH0RSHQHG RQ 6HSWHPEHU 4:/ $05 &RUS1
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RSHQHG DW '49 SHU VKDUH DQG FORVHG DW '4;1 :KDW NHSW WKRVH SXUFKDVHUV IURP DYRLGLQJ

URXJKO\ '83 PLOOLRQ RI ORVVHV E\ GHIDXOWLQJ RQ WKHLU SD\PHQW REOLJDWLRQV"

7KH IHDU RI VXLW IRU QRQSHUIRUPDQFH FDQQRW EH WKH HQWLUH VWRU\1 $VVXPLQJ DQ

DYHUDJH WUDGH VL]H RI 4/333 VKDUHV/ WKHVH 7 PLOOLRQ VKDUHV PD\ KDYH EHHQ SXUFKDVHG E\ DV

PDQ\ DV 7/333 LQYHVWRUV1 ,W LV GLIILFXOW WR LPDJLQH WKDW VR PDQ\ ODZVXLWV FRXOG KDYH EHHQ

ILOHG DQG GLVSRVHG RI LQ DQ\ UHDVRQDEOH WLPH IUDPH1 6RPH RI WKH WUDGHV/ PRUHRYHU/ ZRXOG

KDYH EHHQ VPDOO HQRXJK QRW WR EH ZRUWK SXUVXLQJ LQGLYLGXDOO\/ \HW VRPH VHOOHUV/ VXFK DV

PDUNHW PDNHUV RU VSHFLDOLVWV/ FRXOG KDYH EHHQ RQ WKH ZURQJ VLGH RI HQRXJK RI WKHP WR

KDYH VXIIHUHG D ODUJH DJJUHJDWH ORVV1

$ ODUJH SDUW RI WKH DQVZHU/ RI FRXUVH/ LV WKDW WKH HQWLUH V\VWHP RI WUDGLQJ HTXLWLHV LV

GHVLJQHG ZLWK WKLV VRUW RI SUREOHP LQ PLQG1 ([FKDQJH UXOHV W\SLFDOO\ SURYLGH WKDW ZKHQ

WZR H[FKDQJH PHPEHUV HQWHU LQWR D WUDGH RQ WKH H[FKDQJH IORRU/ HDFK FDQ ORRN WR WKH

RWKHU IRU SHUIRUPDQFH LQ FDVH WKH FXVWRPHU IDLOV WR SHUIRUP155 0HPEHU EURNHUV/

WKHUHIRUH/ KDYH HYHU\ LQFHQWLYH WR DVVXUH WKDW WKH FXVWRPHU ZLOO SHUIRUP/ DV WKH EURNHU

ZLOO KDYH WR PDNH JRRG RQ WKH FRQWUDFW LI WKH FXVWRPHU GRHV QRW1 %URNHUV PD\ WKHUHIRUH

SURWHFW WKHPVHOYHV WKURXJK WKHLU RZQ DJUHHPHQWV ZLWK WKHLU FXVWRPHUV1 7KH EURNHU PD\/

IRU H[DPSOH/ UHTXLUH WKDW WKH FXVWRPHU KDYH RQ GHSRVLW ZLWK WKH EURNHU VXIILFLHQW VKDUHV

RU FDVK WR SHUIRUP D FRQWUDFW EHIRUH WKH EURNHU ZLOO EULQJ WKH RUGHU WR WKH H[FKDQJH IORRU1

7KH SURFHGXUHV IRU SURWHFWLQJ DJDLQVW GHIDXOW DUH HYHQ PRUH KLJKO\ UHILQHG RQ IXWXUHV

H[FKDQJHV/ ZKHUH WKH SHUIRUPDQFH GDWH IRU D FRQWUDFW PD\ EH PRQWKV/ UDWKHU WKDQ GD\V/ LQ

WKH IXWXUH1 $OO FRQWUDFWV DUH DVVLJQHG WR D FHQWUDO FOHDULQJKRXVH VR WKDW QR EX\HU RU VHOOHU

QHHG LQTXLUH LQWR WKH FUHGLWZRUWKLQHVV RI WKH FRXQWHUSDUW\1 7KH FRQWUDFWV DUH PDUNHG WR

PDUNHW GDLO\/ DQG WKH SDUW\ DJDLQVW ZKRP WKH PDUNHW KDV PRYHG PXVW GHSRVLW ZLWK WKH
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FOHDULQJKRXVH FDVK LQ WKH DPRXQW RI WKH SULRU GD\¶V JDLQ RU ORVV1 7KH IDLOXUH WR GR VR

UHVXOWV LQ WKH FRQWUDFW EHLQJ FORVHG RXW E\ DQ RIIVHWWLQJ WUDQVDFWLRQ1 7KLV DVVXUHV WKDW D

GHIDXOWLQJ FXVWRPHU FDQ LPSRVH RQ WKH FOHDULQJKRXVH WKH ORVV RI DW PRVW RQH GD\¶V SULFH

PRYHPHQW SHU FRQWUDFW1

:H PXVW DOVR DVN ZKDW LQFHQWLYHV DQ H[FKDQJH KDV WR VWULFWO\ HQIRUFH LWV UXOHV

DJDLQVW LWV PHPEHU EURNHUV1 *R EDFN WR RXU H[HFXWRU\ FRQWUDFWV IRU WKH SXUFKDVH RU VDOH

RI $05 VWRFN1 ,Q WKH VKRUW UXQ/ LW PD\ QRW EH LQ WKH H[FKDQJH¶V EHVW LQWHUHVWV WR LQVLVW

WKDW EURNHUV SHUVRQDOO\ PDNH JRRG RQ WKHVH FRQWUDFWV LI WKHLU FXVWRPHUV GHIDXOW1 (DFK

FRQWUDFW KDV D EX\HU DQG D VHOOHU/ RQH RI ZKLFK ZLOO JDLQ DQG RQH RI ZKLFK ZLOO ORVH E\

HQIRUFHPHQW1 7KH H[FKDQJH FDQ¶W UHGXFH WKH DPRXQW RI WKHVH H[ SRVW WUDGLQJ JDLQV DQG

ORVVHV1 2Q DYHUDJH/ WKH LPSDFW RI HQIRUFLQJ WKH FRQWUDFWV RQ LWV PHPEHUV LV WKHUHIRUH

]HUR/ DQG WKH H[FKDQJH PXVW H[SHQG UHVRXUFHV LQ WKH HIIRUW1 7KH H[FKDQJH GRHV/

KRZHYHU/ DIIHFW WKH GLVWULEXWLRQ RI WKH JDLQV DQG ORVVHV E\ LWV GHFLVLRQ WR HQIRUFH RU QRW

HQIRUFH WKH FRQWUDFWV1 ,PDJLQH WKDW/ E\ FKDQFH/ RQ WKH UHOHYDQW GD\V UHWDLO LQYHVWRUV ZHUH

QHW VHOOHUV DQG WKH H[FKDQJH VSHFLDOLVW ZDV D QHW EX\HU1 +HUH WKH H[FKDQJH¶V VKRUW0UXQ

LQWHUHVW LV QRW WR LQVLVW RQ SHUIRUPDQFH1

&OHDUO\/ KRZHYHU/ LW LV EHWWHU IRU WKH H[FKDQJH¶V PHPEHUV LQ WKH ORQJ UXQ WKDW

WKHVH FRQWUDFWV EH HQIRUFHG1 ,Q WKLV UHVSHFW/ LW PD\ EH WKDW WUDGLWLRQDO/ IORRU0EDVHG

H[FKDQJHV KDYH D VXEWOH DGYDQWDJH RYHU HOHFWURQLF QHWZRUNV1 7KH H[FKDQJH¶V VXEVWDQWLDO

LQYHVWPHQW LQ DVVHWV WKDW DUH XVHIXO IRU VHFXULWLHV WUDGLQJ EXW PXFK OHVV YDOXDEOH LQ DQ\

RWKHU XVH IXQFWLRQV DV D TXDVL0UHQW LQ WKH KDQGV RI PHPEHUV RI WKH SXEOLF ZKR WUDQVDFW

ZLWK H[FKDQJH PHPEHUV156 7KHVH LQYHVWPHQWV UHGXFH WKH OLNHOLKRRG RI RSSRUWXQLVWLF

GHIDXOWV E\ WKH H[FKDQJH1 $VVXPH/ IRU H[DPSOH/ WKDW WKH GLIIHUHQFH EHWZHHQ WKH
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H[FKDQJH¶V DVVHWV ZKHQ XVHG WR WUDGH VWRFNV DQG LQ WKHLU QH[W0EHVW XVH LV '43 ELOOLRQ1 ,I

WKH H[FKDQJH GHYHORSV D UHSXWDWLRQ IRU RSSRUWXQLVWLF GHIDXOWV/ LQYHVWRUV PD\ GHVHUW LW IRU

RWKHU WUDGLQJ V\VWHPV/ WKHUHE\ LPSRVLQJ D '43 ELOOLRQ ORVV RQ H[FKDQJH PHPEHUV

FROOHFWLYHO\1

$W SUHVHQW HOHFWURQLF WUDGLQJ V\VWHPV RIIHU VHUYLFHV GLUHFWO\ WR H[FKDQJH RU

1$6'$4 PDUNHW PDNHUV DQG LQVWLWXWLRQDO LQYHVWRUV1 7KHVH WUDGHUV WUDQVDFW LQ

VXIILFLHQWO\ ODUJH DPRXQWV WR EH ZRUWK SXUVXLQJ LQ FRXUW LQ WKH HYHQW RI GHIDXOW1

0RUHRYHU/ HDFK WUDGHV ZLWK VXIILFLHQW IUHTXHQF\ WR EH FRQVWUDLQHG E\ UHSXWDWLRQDO

FRQFHUQV1 )LQDOO\/ PDUNHW PDNHUV/ DV UHJLVWHUHG EURNHU0GHDOHUV/ DUH VXEMHFW WR

HQIRUFHPHQW DFWLRQV E\ DQ H[FKDQJH DQG2RU WKH 1$6' LI WKH\ IDLO WR SHUIRUP/ DQG WKRVH

VHOI0UHJXODWRU\ RUJDQL]DWLRQV LQ WXUQ IDFH FRQVWDQW VFUXWLQ\ IURP WKH 6(&1

7KH SRVLWLRQ RI UHWDLO LQYHVWRUV/ E\ FRQWUDVW/ LV TXLWH GLIIHUHQW1 $Q LQGLYLGXDO

LQYHVWRU W\SLFDOO\ GRHV QRW WUDGH LQ VXIILFLHQWO\ ODUJH TXDQWLWLHV WR PDNH VXLW D FRVW0

HIIHFWLYH HQIRUFHPHQW GHYLFH DQG LV FRQVWUDLQHG RQO\ OLJKWO\/ LI DW DOO/ E\ UHSXWDWLRQDO

FRQFHUQV1 ,Q RUGHU WR RIIHU VHUYLFHV WR UHWDLO LQYHVWRUV ZLWKRXW WKH LQWHUSRVLWLRQ RI D

EURNHU/ WKHUHIRUH/ D WUDGLQJ V\VWHP ZLOO OLNHO\ KDYH WR UHO\ RQ FROODWHUDO IRU DOO WUDGHV1

7KDW/ LQ WXUQ/ ZLOO LPSO\ D VXEVWDQWLDO LQIUDVWUXFWXUH VLPLODU WR ZKDW EURNHUV DQG FOHDULQJ

EURNHUV FXUUHQWO\ SURYLGH1 $W WKH VDPH WLPH/ WKH V\VWHP ZRXOG KDYH WR PRQLWRU WKH

RUGHUV FXVWRPHUV HQWHU LQ RUGHU WR DYRLG HUURUV DV ZHOO DV WR VDWLVI\ UHJXODWRUV WKDW WKH

V\VWHP FDQ GHWHFW DWWHPSWHG PDQLSXODWLRQ RU LQVLGHU WUDGLQJ1

2QFH ZH FRQVLGHU WKHVH H[WUD VHUYLFHV/ LW LV QRW FOHDU WKDW DQ\WKLQJ QHZ LV

KDSSHQLQJ LQ RXU K\SRWKHWLFDO UHWDLO HOHFWURQLF WUDGLQJ QHWZRUN1 %URNHUV KDYH DOZD\V

LQWHUQDOL]HG VRPH WUDGLQJ WKDW ZRXOG RWKHUZLVH WDNH SODFH RQ DQ H[FKDQJH RU LQWHU0GHDOHU
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V\VWHP1 2XU WUDGLQJ QHWZRUN/ WKHQ/ ZRXOG ORRN YHU\ PXFK OLNH D WUDGLWLRQDO UHWDLO

EURNHUDJH WKDW KDSSHQHG WR YLHZ LWV DELOLW\ WR LQWHUQDOL]H WUDGHV WKURXJK DQ DXWRPDWHG

SURFHVV DV D FRPSHWLWLYH DGYDQWDJH1

&RQFOXVLRQ

$GYDQFHV LQ FRPPXQLFDWLRQV DQG GDWD SURFHVVLQJ WHFKQRORJ\ KDYH DOZD\V KDG DQ

LPSDFW RQ VHFXULWLHV PDUNHWV1 7KH PRVW FRPPRQ DQG SUHGLFWDEOH LV WR UHGXFH SULFH

YDULDWLRQV EHWZHHQ FORVH VXEVWLWXWHV WUDGHG LQ GLIIHUHQW PDUNHWV1 ,Q HIIHFW/ WHFKQRORJ\

H[WHQGV WKH JHRJUDSKLFDO UHDFK RI VHFXULWLHV PDUNHWV1 ,Q GRLQJ VR/ LW DOVR PDNHV LW

SRVVLEOH IRU HYHQ PRUH ILQDQFLDO WUDQVDFWLRQV WR WDNH SODFH WKURXJK VHFXULWLHV PDUNHWV1 ,Q

WKDW VHQVH/ WHFKQRORJ\ FKDQJHV WKH IRUP RI LQWHUPHGLDWLRQ LQ FUHGLW PDUNHWV1

1HYHUWKHOHVV/ WKH RYHUDOO LPSDFW RI WHFKQRORJ\ RQ WKH H[WHQW DQG W\SH RI

LQWHUPHGLDWLRQ LQ VHFXULWLHV PDUNHWV LV GLIILFXOW WR SUHGLFW1 ,W LV WHPSWLQJ WR K\SRWKHVL]H

WKDW IXWXUH VHFXULWLHV PDUNHWV ZLOO QRW UHTXLUH EURNHUV/ H[FKDQJH VSHFLDOLVWV/ 27& PDUNHW

PDNHUV/ DQG VR RQ1 %XW WKRVH LQWHUPHGLDULHV VROYH D KRVW RI LQIRUPDWLRQDO DQG VWUDWHJLF

SUREOHPV WKDW ZLOO FRQWLQXH WR H[LVW VR ORQJ DV SULYDWH LQIRUPDWLRQ/ RSSRUWXQLVP/ KXPDQ

HUURU/ DQG RWKHU HVVHQWLDOO\ IL[HG IHDWXUHV RI WKH ODQGVFDSH H[LVW DV ZHOO1
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(QGQRWHV

4 $GDP 6PLWK/ 7KH :HDOWK RI 1DWLRQV/ %RRN 4/ &KDSWHU ,,,1

5 6HH /\QQ 01 /R3XFNL/ 7KH 'HDWK RI /LDELOLW\/ 439 <DOH / - 4/ 57 +4<<9,1

6 ,G1

7 6HH -HQQLIHU %XUNH 6\OYD/ &RPPHQW/ %RZLH %RQGV 6ROG IRU )DU 0RUH 7KDQ D 6RQJ= 7KH

6HFXULWL]DWLRQ RI ,QWHOOHFWXDO 3URSHUW\ DV D 6XSHU0&KDUJHG 9HKLFOH IRU +LJK 7HFKQRORJ\

)LQDQFLQJ/ 48 6DQWD &ODUD &RPSXWHU ) +LJK 7HFK / - 4<8 +4<<<,1

8 6HH /RLV 51 /XSLFD/ $VVHW 6HFXULWL]DWLRQ= 7KH 8QVHFXUHG &UHGLWRU*V 3HUVSHFWLYH/ :9 7H[

/ 5HY 8<8/ 934036 +4<<;,1

9 6HH 6WHYHQ 6FKZDUF]/ 7KH ,PSDFW RQ 6HFXULWL]DWLRQ RI 5HYLVHG 8&& $UWLFOH </ :7 &KL10

.HQW / 5HY <7: +4<<<,1

: 6HH/ H1J1/ 6HFXULWLHV $FW 5HOHDVH 1R1 :566 +2FW1 9/ 4<<8, +FRQFHSW UHOHDVH RQ HOHFWURQLF

GHOLYHU\,> 6HFXULWLHV $FW 5HOHDVH 1R1 :567 +2FW1 9/ 4<<8, +YDULRXV WHFKQLFDO DPHQGPHQWV

WR UXOHV DQG IRUPV WR DFFRPPRGDWH HOHFWURQLF GHOLYHU\,1

; 6HH *HRUJH $NHUORI/ 7KH 0DUNHW IRU ³/HPRQV´= 4XDOLW\ 8QFHUWDLQW\ DQG WKH 0DUNHW

0HFKDQLVP/ ;7 41-1 (FRQ1 7;; +4<:3,/ IRU WKH FODVVLF DQDO\VLV RI WKH OHPRQV SUREOHP LQ

PDUNHWV ZLWK DV\PPHWULF LQIRUPDWLRQ1

< $Q H[FHOOHQW GLVFXVVLRQ RI WUDGLWLRQDO DQG QRQ0WUDGLWLRQDO H[FKDQJHV DSSHDUV LQ 5XEHQ

/HH/:KDW LV DQ ([FKDQJH" +2[IRUG 8QLYHUVLW\ 3UHVV/ 4<<;,1

43 ,QVWLQHW YROXPH ZDV REWDLQHG IURP LWV ZHE VLWH/ ZZZ1,QVWLQHW1FRP/ YLVLWHG 1RY1 57/

53341 1<6( YROXPH RI 59518 ELOOLRQ VKDUHV LV IURP 1HZ <RUN 6WRFN ([FKDQJH/ ,QF1/

)DFW %RRN IRU WKH <HDU 5333/ DW 6 +5334,1
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44 $ UHFHQW QHZV DUWLFOH GHVFULEHG H%D\ DV ³FUHDWLQJ DQ HIILFLHQW ZRUOGZLGH SULFLQJ

PHFKDQLVP IRU FROOHFWLEOHV VLPLODU WR WKH VWRFN PDUNHW1´ 6HH ³'LVSHQVHU RI ,QVWDQW

7UHDVXUHV/´ /1$1 7LPHV/ 1RY1 55/ 5334/ DW $4/ FRO1 41 2QH FRXOG WXUQ WKH LGHD RQ LWV KHDG

DQG DVN ZKHWKHU WKH VWRFN H[FKDQJH FRXOG FRPH WR ORRN OLNH H%D\1

45 6HH ³&RQILUPDWLRQ DQG $IILUPDWLRQ RI 6HFXULWLHV 7UDGHV>0DWFKLQJ/´ 6HFXULWLHV

([FKDQJH $FW 5HOHDVH 1R1 6<;5< +4<<;,1

46 6HH ([FKDQJH $FW 5XOHV 44$D604/ 44$D605/ DQG 44$F4041

47 6HH .HQQHWK %XUGHWW )0DXUHHQ 2¶+DUD/ %XLOGLQJ %ORFNV= $Q ,QWURGXFWLRQ WR %ORFN

7UDGLQJ/ 44 -1 %DQNLQJ ) )LQ1 4<6 +4<;:,1

48 )RU H[DPSOH/ ZKHQ ,QVWLQHW UHTXHVWHG WKDW WKH 6(& VWDII WDNH D QR0DFWLRQ SRVLWLRQ RQ

,QVWLQHW¶V GHFLVLRQ QRW WR UHJLVWHU DV D VHFXULWLHV H[FKDQJH/ LW VWDWHG WKDW WKH VL]H RI RUGHUV

LQ ,QVWLQHW¶V RUGHU ERRN ZRXOG QRW EH UHYHDOHG WR RWKHU WUDGHUV XQOHVV GHVLUHG1 6HH

,QVWLQHW &RUSRUDWLRQ/ 4<;9 /(;,6 6(& 1R0$FW 4 +,QTXLU\ GDWHG $SULO 56/ 4<;9,1 7KH

$UL]RQD 6WRFN ([FKDQJH SHUPLWV KLGGHQ RUGHUV1 6HH /HH/ VXSUD QRWH </ DW <<1

49 6HH 5HJXODWLRQ RI ([FKDQJHV/ ([FKDQJH $FW 5HO1 1R1 6;9:5/ 4<<: 6(& /H[LV 44:;

+0D\ 56/ 4<<:, +6(& FRQFHSW UHOHDVH RQ UHJXODWLRQ RI DOWHUQDWLYH WUDGLQJ V\VWHPV,1

4: 6HH ([FKDQJH $FW 5XOH 44$F404+F,+8,1

4; 6HH $QDQWK 0DGKDYDQ/ &RQVROLGDWLRQ/ )UDJPHQWDWLRQ/ DQG WKH 'LVFORVXUH RI 7UDGLQJ

,QIRUPDWLRQ/ ; 5HY1 )LQ1 6WXG1 8:< +4<<8,1

4< 6HH *DUEDGH DQG 6LOEHU/ 7HFKQRORJ\/ &RPPXQLFDWLRQ DQG WKH 3HUIRUPDQFH RI

)LQDQFLDO 0DUNHWV 4;7304<:8/ 66 -1 )LQ1 ;4< +4<:;,1

53 ,G1
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54 6HH 3DXO *10DKRQH\/ 7HFKQRORJ\/ 3URSHUW\ 5LJKWV LQ ,QIRUPDWLRQ/ DQG 6HFXULWLHV

5HJXODWLRQ/ :8:DVK 8 / 4 ;48/ ;56068 +4<<:,1

55 6HH/ H1J1/ 1HZ <RUN 6WRFN ([FKDQJH/ &RQVWLWXWLRQ/ $UWLFOH 9,,/ 6HF1 61

56 )RU D GLVFXVVLRQ RI TXDVL0UHQWV DQG WKHLU FRQVHTXHQFHV IRU ORQJ0WHUP FRQWUDFWLQJ/ VHH

$UPHQ $1 $OFKLDQ DQG +DUROG 'HPVHW]/ 3URGXFWLRQ/ ,QIRUPDWLRQ &RVWV/ DQG (FRQRPLF

2UJDQL]DWLRQ/ 95 $P (FRQ 5HY 3DS ) 3URF ::: +4<:5,1


