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:KDW GULYHV WKH SHUIRUPDQFH

RI nQDQFLDO LQVWLWXWLRQV"

3DWULFN 7� +DUNHUe

6WDYURV $� =HQLRV\

-XQH ����

� ,QWURGXFWLRQ

7KH nQDQFLDO VHUYLFHV VHFWRU LV SHUKDSV WKH PRVW VLJQLnFDQW HFRQRPLF VHFWRU
LQ PRGHUQ VRFLHWLHV� ,Q WKH PRUH DGYDQFHG VHUYLFH HFRQRPLHV_OLNH WKH 8QLWHG
6WDWHV_WKH nQDQFLDO VHFWRU HPSOR\V PRUH SHRSOH WKDQ WKH PDQXIDFWXULQJ RI DS�
SDUHO� DXWRPRELOHV� FRPSXWHUV� SKDUPDFHXWLFDOV� DQG VWHHO FRPELQHG� ��� PLOOLRQ
SHRSOH DUH HPSOR\HG E\ nQDQFLDO VHUYLFHV nUPV LQ WKH 8�6� )LQDQFLDO VHUYLFHV DF�
FRXQW IRU DOPRVW �� RI WKH *URVV 'RPHVWLF 3URGXFW LQ WKH 8�6�� DERXW ����
LQ *HUPDQ\� ���� LQ ,WDO\� DQG VLPLODU VWDWLVWLFV DUH IRXQG IRU RWKHU (XURSHDQ
8QLRQ HFRQRPLHV ZLWK KLJKO\ GHYHORSHG nQDQFLDO LQWHUPHGLDULHV� 7KH -DSDQHVH
nQDQFLDO VHFWRU DFFRXQWHG IRU DOPRVW �� RI WKH *'3 XQWLO ���� �UHFHQWO\ LW KDV
H[SHULHQFHG VHYHUH GHFOLQH�� DQG WKH 6LQJDSRUH VHFWRU LV ���� RI *'3� �'DWD
DUH REWDLQHG DV WKH VXP RI DOO HQWULHV LQ WKH URZV RI 7DEOH � RI 'HPLUJXF�
.XQW DQG /HYFLQH� ������ ,Q VPDOOHU HFRQRPLHV_HVSHFLDOO\ WKRVH WKDW DVSLUH
WR D VLJQLnFDQW SUHVHQFH LQ WKH LQWHUQDWLRQDO PDUNHWV WKURXJK RmVKRUH EDQN�
LQJ DFWLYLWLHV_WKH nQDQFLDO VHUYLFHV VHFWRU FRXOG EH HYHQ PRUH VLJQLnFDQW� 7KH
6ZLVV nQDQFLDO VHFWRU DFFRXQWV IRU RYHU �� RI WKH FRXQWU\
V *'3� &\SUXV_D
VPDOO 0HGLWHUUDQHDQ HFRQRP\ RmHULQJ Rm�VKRUH EDQNLQJ VHUYLFHV WR WKH IRUPHU
6RYLHW 8QLRQ VWDWHV DQG (DVWHUQ (XURSHDQ FRXQWULHV_KDV PRUH WKDQ ��� RI
LWV *'3 DULVLQJ IURP nQDQFLDO DQG EXVLQHVV VHUYLFHV� DQG WKHVH VHFWRUV HPSOR\
DOPRVW ��� RI WKH SRSXODWLRQ� (LJKWHHQ SHUFHQW RI WKH ,VUDHOL *'3 LV GXH WR
WKH FRPELQHG nQDQFLDO DQG EXVLQHVV VHUYLFHV VHFWRUV� ZKLFK HPSOR\ ��� RI WKH
SRSXODWLRQ�

e
'HSDUWPHQW RI 23,0� 7KH :KDUWRQ 6FKRRO� 8QLYHUVLW\ RI 3HQQV\OYDQLD� 3KLODGHOSKLD�

3$ ����������� (PDLO� KDUNHU#ZKDUWRQ�XSHQQ�HGX

\
'HSDUWPHQW RI 3XEOLF DQG %XVLQHVV $GPLQLVWUDWLRQ� 8QLYHUVLW\ RI &\SUXV� 1LFRVLD�

&<3586� 6HQLRU )HOORZ� 7KH :KDUWRQ )LQDQFLDO ,QVWLWXWLRQV &HQWHU� 8QLYHUVLW\ RI 3HQQ�

V\OYDQLD� 3$� (PDLO� ]HQLRV#ZKDUWRQ�XSHQQ�HGX
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,WHP ���� ����
7RWDO QXPEHU RI EDQNLQJ RUJDQL]DWLRQV ������ �����
1XPEHU RI VPDOO EDQNV ������ �����
,QGXVWU\ JURVV WRWDO DVVHWV �WULOOLRQV RI ���� 86'� ���� ����

,QGXVWU\ DVVHWV LQ VPDOO EDQNV ����� ����
7RWDO QXPEHU RI HPSOR\HHV ��������� ���������
1XPEHU RI DXWRPDWHG WHOOHU PDFKLQHV ������ �������
&RVW ����� 86'� RI SURFHVVLQJ D SDSHU FKHFN ������ ������
&RVW ����� 86'� RI DQ HOHFWURQLF GHSRVLW ������ ������

7DEOH �� &KDQJHV LQ WKH 8�6� EDQNLQJ LQGXVWU\ ����^����� �%HUJHU� .DVK\DS
DQG 6FDOLVH� ������

,PSUHVVLYH DV WKHVH VWDWLVWLFV PD\ EH� WKH\ EHOLH WKH PXFK ODUJHU LQGLUHFW
UROH WKDW WKLV LQGXVWU\ SOD\V LQ WKH HFRQRP\� ,Q D QXWVKHOO� WKH nQDQFLDO VHFWRU
PRELOL]HV VDYLQJV DQG DOORFDWHV FUHGLW DFURVV VSDFH DQG WLPH� ,W HQDEOHV nUPV DQG
KRXVHKROGV WR FRSH ZLWK HFRQRPLF XQFHUWDLQWLHV E\ KHGJLQJ� SRROLQJ� VKDULQJ�
DQG SULFLQJ ULVNV� WKHUHE\ IDFLOLWDWLQJ WKH oRZ RI IXQGV IURP WKH XOWLPDWH OHQGHUV
WR WKH XOWLPDWH ERUURZHUV� LPSURYLQJ ERWK WKH TXDQWLW\ DQG TXDOLW\ RI UHDO
LQYHVWPHQWV� DQG WKHUHE\ LQFUHDVLQJ LQFRPH SHU FDSLWD DQG UDLVLQJ RXU VWDQGDUGV
RI OLYLQJ� +HUULQJ DQG 6DQWRPHUR ������ JLYH D FRPSUHKHQVLYH FRQWHPSRUDU\
DQDO\VLV RI WKH UROH RI WKH nQDQFLDO VHFWRU LQ HFRQRPLF SHUIRUPDQFH�

,W LV WKHUHIRUH ZHOO MXVWLnHG WKDW WKH SHUIRUPDQFH RI WKH nQDQFLDO VHFWRU
UHFHLYHV H[WHQVLYH VFUXWLQ\ IURP VFKRODUV DQG LQGXVWU\ WKLQNHUV� :KLOH WKH Hp�
FLHQF\ RI WKH nQDQFLDO PDUNHWV KDV EHHQ VWXGLHG DQG GHEDWHG DW OHQJWK� PXFK
OHVV KDV EHHQ GRQH LQ XQGHUVWDQGLQJ WKH SHUIRUPDQFH RI WKH LQVWLWXWLRQV WKDW
RSHUDWH LQ WKHVH PDUNHWV� VHH� H�J�� 0HUWRQ ������� 8QGHU LQWHQVH FRPSHWLWLYH
SUHVVXUHV� nQDQFLDO LQVWLWXWLRQV DUH IRUFHG WR WDNH D FDUHIXO ORRN LQWR WKHLU SHU�
IRUPDQFH DQG WKH UROH WKH\ DUH FDOOHG XSRQ WR SOD\ LQ WKH HFRQRPLHV RI WKH ��VW
&HQWXU\�

%DQNLQJ LQVWLWXWLRQV IDFH WRGD\ D G\QDPLF� IDVW SDFHG� FRPSHWLWLYH HQYLURQ�
PHQW DW D JOREDO VFDOH� 7KLV HQYLURQPHQW LV WKH FDWDO\VW IRU PDMRU UHVWUXFWXULQJ
RI WKH LQGXVWU\� 7DEOH � VXPPDUL]HV WKH FKDQJHV LQ WKH 8�6� EDQNLQJ LQGXVWU\
RYHU WKH ���\HDU SHULRG IURP ����_WKH DIWHUPDWK RI nQDQFLDO GHUHJXODWLRQ DQG
WKH FROODSVH RI WKH %UHWWRQ�:RRGV DJUHHPHQW� 7KH WRWDO QXPEHU RI EDQNLQJ
LQVWLWXWLRQV VKUXQN E\ RQH WKLUG� EXW PRUH WKDQ KDOI RI WKH VPDOO EDQNV ZHUH
HOLPLQDWHG LQ WKH SURFHVV� 7KH WRWDO QXPEHU RI HPSOR\HHV LQFUHDVHG E\ D PHDJHU
�� ZKLOH WKH QXPEHU RI DXWRPDWHG WHOOHU PDFKLQHV LQFUHDVHG DOPRVW WHQ�IROG�
/LEHUDOL]HG GRPHVWLF UHJXODWLRQV LQ WKH 8�6�� nQDQFLDO XQLnFDWLRQ SROLFLHV LQ (X�
URSH� LQWHQVLnHG LQWHUQDWLRQDO FRPSHWLWLRQ� UDSLG LQQRYDWLRQ LQ QHZ nQDQFLDO
LQVWUXPHQWV DQG FKDQJLQJ FRQVXPHU GHPDQGV� DQG WKH H[SORVLYH JURZWK LQ LQ�
IRUPDWLRQ WHFKQRORJ\ IXHO WKHVH FKDQJHV� ,Q UHVSRQVH� nUPV DUH IRUFHG WR DGDSW
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LQ RUGHU WR VXUYLYH� DQG nUP�OHYHO LQQRYDWLRQ EULQJV DERXW PRUH FKDQJH RI WKH
FRPSHWLWLYH HQYLURQPHQW� )UHL� +DUNHU DQG +XQWHU ������ GLVFXVV YDULRXV IRUPV
RI LQQRYDWLRQ RI UHWDLO nQDQFLDO LQVWLWXWLRQV LQ UHVSRQVH WR WKHVH FRPSHWLWLYH
SUHVVXUHV�

:KHUH DUH WKH FRPSHWLWLYH SUHVVXUHV FRPLQJ IURP" $ UHFHQW VWXG\ RQ WKH
IXWXUH RI UHWDLO EDQNLQJ E\ 'HORLWWH 	 7RXFKH ������ DUJXHV WKDW WKH EDQN�
LQJ LQGXVWU\ LV WRGD\ IUDJPHQWHG GXH WR LWV LQDELOLW\ WR H[SORLW HFRQRPLHV RI
VFDOH DQG VFRSH� +RZHYHU� D QXPEHU RI LQGLFDWRUV OHDG XV WR EHOLHYH WKDW UH�
WDLO EDQNLQJ LV LQFUHDVLQJO\ EHFRPLQJ VXVFHSWLEOH WR VFDOH HFRQRPLHV� 'HFOLQLQJ
FRVWV RI LQIRUPDWLRQ WHFKQRORJ\_KDUGZDUH DQG VRIWZDUH_DQG WKH JUDGXDO VKLIW
RI EDQNLQJ RSHUDWLRQV IURP K\EULG SDSHU�HOHFWURQLF V\VWHPV WR VHDPOHVV HQG�
WR�HQG DXWRPDWLRQ OHDGV WR UHVWUXFWXULQJ DQG GLVDJJUHJDWLRQ RI UHWDLO EDQNLQJ�
,W FDQ EH DUJXHG WKDW WRGD\
V PHUJHUV DQG DFTXLVLWLRQV GR QRW QHFHVVDULO\ DGG
YDOXH� EXW DUH UHDFWLRQV WR FRPSHWLWLYH WKUHDWV �)UHL� +DUNHU DQG +XQWHU� �����
6LQJK DQG =ROOR� ������ +RZHYHU� HYLGHQFH LV JUDGXDOO\ HPHUJLQJ �3LORm DQG
6DQWRPHUR� ����� WKDW FRQVROLGDWLRQ GRHV DGG YDOXH� WKXV OHQGLQJ FUHGLELOLW\ WR
WKH 'HORLWWH 	 7RXFKH
V VRPHZKDW VSHFXODWLYH VWXG\�

7KH HFRQRPLHV RI VFDOH WKDW OHDG WR PRUH LQWHJUDWHG DXWRPDWLRQ FDXVH IXU�
WKHU HFRQRPLHV RI VFRSH HmHFWV� $V nQDQFLDO LQVWLWXWLRQV_LQ DJUHHPHQW ZLWK
DOO RWKHU UHWDLO VHUYLFHV_UHDOL]H WKDW FXVWRPHU VDWLVIDFWLRQ DQG FXVWRPHU OR\DOW\
OHDG WR ORQJ WHUP JURZWK� WKH\ DLP DW PD[LPL]LQJ WKH VKDUH RI FXVWRPHUV
 ZDOOHW
WKDW WKH\ DUH VHUYLFLQJ� :LWK SODWIRUP DXWRPDWLRQ� DQ HPSOR\HH FDQ JHW D VLQJOH
YLHZ RI WKH HQWLUH FXVWRPHU UHODWLRQVKLS� DQG HFRQRPLHV RI VFRSH DUH FUHDWHG E\
nUPV RmHULQJ VXLWDEOH SURGXFW PL[ WR VXSSRUW WKHLU FOLHQW EDVH� 0HUJHUV DQG
DFTXLVLWLRQV EHFRPH SRZHUIXO IRUFHV LPSDFWLQJ JHRJUDSKLFDO VFRSH DQG SURGXFW
YDULHW\� ZKLOH DOVR DmHFWLQJ WKH XQGHUO\LQJ WHFKQRORJLFDO DQG PDQDJHULDO LQIUDV�
WUXFWXUHV RI WKH LQVWLWXWLRQV� 7KH UHFHQW PHJDPHUJH RI &LWLEDQN ZLWK 7UDYHOHUV
*URXS LV D PDQLIHVWDWLRQ RI HFRQRPLHV RI VFRSH OHDGLQJ WR LQGXVWU\ UHVWUXFWXULQJ�

7HFKQRORJLFDO LQQRYDWLRQ DGGV PRUH FRPSHWLWLYH SUHVVXUHV� )LUVW� LW RSHQV
XS QHZ GHOLYHU\ FKDQQHOV� DQG ZKLOH WKRVH DUH QRW QHFHVVDULO\ PRUH FRVW HmHFWLYH
IRU WKH nUP� FRQVXPHUV JHW WR GHSHQG RQ WKHP DQG GHPDQG DFFHVV� :KHUHDV LQ
WKH SDVW WKH EDQN EUDQFK ZDV WKH RQO\ FKDQQHO IRU WKH GLVWULEXWLRQ RI nQDQFLDO
VHUYLFHV� ZH VHH WRGD\ D YDULHW\ RI FKDQQHOV HURGLQJ WKH EUDQFK
V GRPLQDQFH�
)XUWKHUPRUH� DV EDQNV VWUXJJOH ZLWK WKH WHFKQRORJLFDO LVVXHV DQG FRPSOH[ RU�
JDQL]DWLRQDO FKRLFHV WKDW VXUURXQG WKH LQWURGXFWLRQ RI� VD\� 3& EDQNLQJ VHU�
YLFHV� WKH\ VHH WKH HPHUJHQFH RI QHZ FRPSHWLWRUV� 2m�WKH�VKHOI KRPH nQDQFH
VRIWZDUH_VXFK DV ,QWXLW
V 4XLFNHQ DQG 0LFURVRIW
V 0RQH\_SURYLGH VRPH RI WKH
VHUYLFHV WKDW ZHUH WUDGLWLRQDOO\ RmHUHG E\ EDQNV� DQG UDGLFDOO\ WUDQVIRUP WKH
ZD\ LQ ZKLFK WKH FOLHQW LQWHUDFWV ZLWK WKH nUP� ,W LV QRW VXpFLHQW IRU WKH &(2 RI
&KDVH 0DQKDWWDQ WR EH FRQFHUQHG DERXW WKH FRPSHWLWLYH VWUDWHJLHV RI 'HXWVFKH
%DQN RU %DQTXH 1DFLRQDOH GH 3DULV� KH DOVR KDV WR SRQGHU ZKHWKHU 0LFURVRIW LV
DOVR D EDQN� 7KH 'HORLWWH 	 7RXFKH VWXG\ DUJXHV WKDW WHFKQRORJ\ UHYROXWLRQL]HV
WKH PRYLQJ DQG VWRUDJH RI PRQH\ DQG WKH GLVWULEXWLRQ RI nQDQFLDO SURGXFWV� DQG
PRUH FRPSOH[ VRIWZDUH SHUPLWV PRUH LQWHJUDWHG DXWRPDWLRQ� +RZHYHU� WKH FRP�
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SOH[LWLHV RI ODUJH VRIWZDUH SURMHFWV FUHDWH VRPH RI WKH VFDOH HmHFWV WKDW UHVKDSH
WKH LQGXVWU\� ,W LV OLNHO\ WKDW QHZ HQWUDQWV� EHWWHU HTXLSSHG ZLWK VWDWH�RI�WKH�
DUW WHFKQRORJ\ WKDQ FXUUHQW EDQNLQJ JLDQWV ZLWK ����
V WHFKQRORJ\� FDQ TXLFNO\
DFKLHYH OHDGHUVKLS LQ WKH UHWDLO EDQNLQJ nHOG� %DQN H[HFXWLYHV ZKR ZLVK WR
PDLQWDLQ WKHLU nUP
V IUDQFKLVH VKRXOG EH DZDUH RI 0LFURVRIW
V DQG RWKHU nUP
V
DFTXLVLWLRQV LQ WKH DUHD RI nQDQFLDO VRIWZDUH DQG QHWZRUN PDQDJHPHQW� DQG WKHLU
DFWLYH LQWHUHVW LQ SRVVLEO\ EX\LQJ D EDQN�

&RPSHWLWLYH WKUHDWV DUH OLNHO\ WR HPHUJH IURP PRUH XQVXVSHFWLQJ SODFHV� /R�
JLVWLFV nUPV� VXFK DV )HGHUDO ([SUHVV DQG 836� DUH ZHOO HTXLSSHG WR GHDO ZLWK
WKH WUDQVIHU RI JRRGV DQG LQIRUPDWLRQ DQG WKH PDQDJHPHQW RI PRQH\� 7KH\ FXU�
UHQWO\ RZQ WKH SURFHVV IRU WUDQVIHUULQJ JRRGV DQG LQIRUPDWLRQ� ZH FRXOG H[SHFW
WKHP WR WDNH RZQHUVKLS RI WKH WUDQVIHU RI PRQH\ DV ZHOO� 7KH 'HORLWWH 	 7RXFKH
VWXG\ VSHFXODWHV WKDW ?LW ZRXOG QRW EH VXUSULVLQJ WR VHH D MRLQW YHQWXUH EHWZHHQ
VD\ 'HXWFKH 7HOHFRP DQG 4XHOOH� WKH ODUJH *HUPDQ PDLO RUGHU nUP� LQ ZKLFK
WKH\ MRLQWO\ XQGHUWRRN WR GHVLJQ DQG GLVWULEXWH nQDQFLDO VHUYLFH SURGXFWV��

3HUKDSV WKH VWURQJHVW IRUFH RI FKDQJH� KRZHYHU� LV WKH FRQVXPHU� &RQVXPHUV
DUH GHPDQGLQJ DQ\WLPH�DQ\ZKHUH GHOLYHU\ RI nQDQFLDO VHUYLFHV� ZKLOH GHPRQ�
VWUDWLQJ D UDSLG HYROXWLRQ RI WKHLU QHHGV DQG GHVLUHV� ,Q ����� DOPRVW ��� RI WKH
8�6� FRQVXPHU nQDQFLDO DVVHWV ZHUH LQ EDQN GHSRVLWV� %\ ���� EDQN GHSRVLWV
DFFRXQWHG IRU OHVV WKDQ ��� RI FRQVXPHUV
 nQDQFLDO DVVHWV ZLWK PXWXDO IXQGV
DQG LQVXUDQFH�SHQVLRQ IXQGV DEVRUELQJ WKH GLmHUHQFH� $V D UHVXOW RI FKDQJLQJ
FRQVXPHU QHHGV� ZH KDYH VHHQ DQ DFFHOHUDWHG JURZWK RI nQDQFLDO LQQRYDWLRQ�
6HH� IRU LQVWDQFH� $OOHQ ������ DQG RWKHU DUWLFOHV LQ WKH VSHFLDO LVVXH RI )LQDQ�
FLDO 0DQDJHPHQW� RU &RQVLJOLR DQG =HQLRV ������ IRU D GLVFXVVLRQ RI nQDQFLDO
LQQRYDWLRQ DQG VHFXULW\ GHVLJQ� 7KH HPHUJHQFH RI QHZ DQG GLYHUVH nQDQFLDO
SURGXFWV FUHDWHV QHZ FKDOOHQJHV IRU nQDQFLDO LQVWLWXWLRQV WKDW QRZ IDFH D KRVW
RI SURGXFW�PL[ DQG PDUNHWLQJ TXHVWLRQV DORQJ ZLWK QHZ FRPSHWLWRUV� :KHUHDV
WKH W\SLFDO EDQN RmHUV D GR]HQ RU WZR GLmHUHQW FKRLFHV RI PXWXDO IXQGV� LQVWLWX�
WLRQV VXFK DV )LGHOLW\ ,QYHVWPHQW RU 0HUULOO /\QFK HDFK RmHU RYHU ��� GLmHUHQW
SURGXFWV�

0RGHUQ FRQVXPHUV DOVR GHPDQG DFFHVV WR PRUH WKDQ RQH GHOLYHU\ FKDQQHO�
:KLOH D SHUVRQDO YLVLW WR WKH EUDQFK UHPDLQV WKH SUHGRPLQDQW ZD\ RI GRLQJ
EXVLQHVV� D VLJQLnFDQW SHUFHQWDJH RI 8�6� KRXVHKROGV XVH QRQ�EUDQFK FKDQQHOV
DV ZHOO �SKRQH� HOHFWURQLF WUDQVIHU� $70�� VHH )LJXUH ��

6RPH LQWHUHVWLQJ FDVH VWXGLHV DPSOLI\ WKH SRLQW ZH DUH PDNLQJ RQ WKH VLJ�
QLnFDQW WUDQVIRUPDWLRQ RI WKH EDQNLQJ LQGXVWU\ DQG WKH FKDOOHQJHV IDFLQJ LWV
LQVWLWXWLRQV� 0DUNV DQG 6SHQFHU� WKH IDPRXV UHWDLOHU LQ WKH 8QLWHG .LQJGRP�
PDGH D VLJQLnFDQW HQWU\ LQWR nQDQFLDO VHUYLFHV� %\ UHVWULFWLQJ LQ�VWRUH SD\PHQW
WR FDVK� FKHFN� RU WKH VWRUH
V RZQ FDUG� 0DUNV DQG 6SHQFHU KDV UHFUXLWHG D
ODUJH QXPEHU RI FDUGKROGHUV� $QDO\]LQJ WKH VSHQGLQJ SDWWHUQV RI WKHLU FOLHQWV
KDV HQDEOHG 0DUNV DQG 6SHQFHU WR WDUJHW WKHVH LQGLYLGXDOV IRU ORDQV� VDYLQJ
SURGXFWV� SHQVLRQ DQG PXWXDO IXQGV WKURXJK WKH PDLO� 7KH nUP QRZ H[SOLFLWO\
UHFRJQL]HV WKDW VHOOLQJ nQDQFLDO SURGXFWV IRUPV DQ LQFUHDVLQJO\ ODUJHU SDUW RI
WKHLU FRUSRUDWH VWUDWHJ\�
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)LJXUH �� 3HUFHQWDJH RI 8�6� KRXVHKROGV XVLQJ DOWHUQDWLYH GHOLYHU\ FKDQQHOV�
�'DWD IURP .HQQLFNHOO DQG .ZDVW �������

6PDOOHU DQG PRUH SURWHFWHG HFRQRPLHV RI WKH ZRUOG UXQ WKH ULVN RI SURFUDVWL�
QDWLQJ LQ WKHLU OLEHUDOL]DWLRQ HmRUWV� %HKLQG SURWHFWLYH EDUULHUV� QDWLRQDO UHWDLO
EDQNV PD\ UHPDLQ IRU D ZKLOH LJQRUDQW RI WKH FKDQJHV WKDW WKUHDWHQ WR GHVWUR\
WKHP� +RZHYHU� WKLV LV QRW D VXVWDLQDEOH VWDWH RI DmDLUV DQG HYHQWXDOO\� QHZ
HQWUDQWV ZLOO HPHUJH HLWKHU ORFDOO\ IXQGHG RU VHW XS E\ IRUHLJQ EDQNV� 7KLV LV
SUHFLVHO\ ZKDW KDSSHQHG LQ 3RUWXJDO� ZKHUH D JURXS RI FDSLWDO SURYLGHUV IXQGHG
D QHZ VWDUW�XS EDQN� %DQFR &RPPHUFLDO 3RUWXJXHV� ZKLFK LV D QHZ LQVWLWXWLRQ
UHYROXWLRQL]LQJ WKH 3RUWXJXHVH EDQNLQJ LQGXVWU\�

6LQFH WKH ODWH ����
V� EDQNLQJ LQVWLWXWLRQV KDYH EHHQ WUDQVIRUPHG IURP DOPRVW�
SXUHO\ nQDQFLDO LQWHUPHGLDULHV WR UHWDLO VHUYLFH SURYLGHUV� 1RW ORQJ DJR� EDQNV
ZRXOG HQWLFH FXVWRPHUV WR GHSRVLW WKHLU PRQH\ E\ JLYLQJ DZD\ IUHH FRmHH PDN�
HUV DQG WRDVWHUV IRU RSHQLQJ QHZ DFFRXQWV� 7KH PDQDJHPHQW RI WKH FXVWRPHUV

PRQH\ ZRXOG WKHQ GULYH PRVW RI WKH EDQN
V SURnWV �DQG SD\ IRU WKH WRDVWHU WRR���
7RGD\ EDQNV VXFK DV :HOOV )DUJR VXEOHW EUDQFK VSDFH WR 6WDUEXFNV &RmHH DQG
FXVWRPHUV YLVLW WKH EUDQFK WR JHW D ODUJH VSHFWUXP RI UHWDLO VHUYLFHV_LQFOXGLQJ
FRmHH WKDW LV QRZ SDLG IRU E\ WKH FXVWRPHU� 'DWD IURP %HUJHU� .DVK\DS DQG
6FDOLVH ������ KLJKOLJKW WKH PDJQLWXGH RI WKH VKLIW WRZDUGV UHWDLO VHUYLFLQJ� WKH
UDWLR RI QRQLQWHUHVW LQFRPH WR RSHUDWLQJ LQFRPH URVH IURP � LQ ���� WR ���� LQ
���� IRU WKH ODUJH 8�6� EDQNV� DQG IURP ��� WR ��� IRU WKH VPDOOHU EDQNV�

$V D UHVXOW RI WKH WUDQVIRUPDWLRQ WRZDUGV UHWDLO VHUYLFLQJ DQG WKH FRPSHWL�
WLYH SUHVVXUHV RXWOLQHG HDUOLHU� UHWDLO EDQNLQJ LV QRZ IRFXVHG RQ WKH SRUWIROLR RI
LQWHUOLQNHG DFWLYLWLHV WKDW D EDQNLQJ LQVWLWXWLRQ PD\ EH FDOOHG XSRQ WR SHUIRUP�

�� 3URGXFW RULJLQDWLRQ� IRUPXODWLQJ SURGXFWV VXFK DV PRUWJDJHV RU VDYLQJV

�



IRU GHOLYHU\ HLWKHU WR FOLHQWV GLUHFWO\ RU WR LQWHUPHGLDULHV�

�� 5HWDLO VHUYLFLQJ� VHOOLQJ DQG VHUYLFLQJ D UDQJH RI SURGXFWV WR LQGLYLGXDO
FXVWRPHUV WKURXJK D UDQJH RI GHOLYHU\ FKDQQHOV RI WKH FXVWRPHUV
 FKRRVLQJ�

�� %DFN RpFH RSHUDWLRQV� SURYLGLQJ WKH VXSSRUW IXQFWLRQV UHTXLUHG IRU WKH
VXFFHVVIXO DQG HpFLHQW H[HFXWLRQ RI WKH WZR SULPDU\ DFWLYLWLHV�

7KH 'HORLWWH 	 7RXFKH VWXG\ DUJXHV WKDW EDQNLQJ LQVWLWXWLRQV DUH JUDGXDOO\
EHLQJ UHVKDSHG DQG GLVDJJUHJDWHG LQWR HQWLWLHV WKDW SHUIRUP RQH RU PRUH RI WKHVH
DFWLYLWLHV ZLWKLQ D FRQWH[W RI VWUDWHJLF SDUWQHUV DQG DOOLDQFHV� ZKLOH GHDOLQJ ZLWK
D P\ULDG RI LVVXHV �UHJXODWRU\ EDUULHUV WR FRPSHWLWLYH HQWUDQWV� PDUNHWLQJ DQG
SURGXFW�PL[ VWUDWHJLHV� HWF���

+RZ GR ZH WKHQ PHDVXUH WKH SHUIRUPDQFH RI D nQDQFLDO LQVWLWXWLRQ LQ WKLV
FKDQJLQJ ODQGVFDSH" :KDW GULYHV WKLV SHUIRUPDQFH" :KDW FDQ DQ LQVWLWXWLRQ
GR WR LPSURYH LW"

7KLV LV D ERRN RI FDUHIXOO\ VHOHFWHG� SHHU�UHYLHZHG� VFKRODUO\ SDSHUV WKDW DG�
GUHVV WKHVH TXHVWLRQV� ,W LV WKH SURGXFW RI D WZR�GD\ LQWHUQDWLRQDO FRQIHUHQFH
KHOG LQ 0D\ ���� DW WKH :KDUWRQ 6FKRRO RI WKH 8QLYHUVLW\ RI 3HQQV\OYDQLD XQGHU
WKH DXVSLFHV RI WKH :KDUWRQ )LQDQFLDO ,QVWLWXWLRQV &HQWHU� 7KH WKHPHV GHYHO�
RSHG LQ WKH FKDSWHUV RI WKLV ERRN DGYDQFH RXU XQGHUVWDQGLQJ RI ZKDW LV_DQG
ZKDW GULYHV_WKH SHUIRUPDQFH RI nQDQFLDO LQVWLWXWLRQV� ,W LV RXU H[SHFWDWLRQ WKDW
WKH EHWWHU XQGHUVWDQGLQJ RI SHUIRUPDQFH DQG LWV GULYHUV ZLOO OHDG WR PDQDJHULDO
SUDFWLFHV WKDW LPSURYH WKH SHUIRUPDQFH RI WKLV VLJQLnFDQW VHFWRU RI HFRQRPLF
DFWLYLW\�

0HDVXULQJ SHUIRUPDQFH LQ RXU PRGHUQ LV D FKDOOHQJLQJ SUREOHP� ,Q WKH
ROG HFRQRP\_ZKHUH WKH FHQWUDO IHDWXUH ZDV PDVV SURGXFWLRQ DQG FRQVXPSWLRQ
RI FRPPRGLWLHV_?RXWSXW� RU ?TXDQWLW\� PHDVXUHV ZHUH DGHTXDWH LQGLFDWRUV RI
SHUIRUPDQFH� 0RGHUQ HFRQRPLHV DUH EDVHG RQ SURGXFWLRQ DQG FRQVXPSWLRQ
RI LQFUHDVLQJO\ GLmHUHQWLDWHG JRRGV DQG VHUYLFHV� ,Q WKH FDVH RI EDQNLQJ� WKLV
LQFUHDVHG YDULHW\ OHDGV WR WKH IUDJPHQWDWLRQ DQG FKDQJLQJ QDWXUH RI WKH EDQNLQJ
VHUYLFHV GHVFULEHG DERYH� ,Q WKLV HQYLURQPHQW� WUDGLWLRQDO SURGXFWLYLW\ PHDVXUHV
DUH QRW RQO\ H[WUHPHO\ GLpFXOW WR FRPSXWH� EXW WKH\ DOVR WHOO XV OHVV WKDQ WKH\
XVHG WR� )RUQHOO ������ DQG )RUQHOO HW DO� ������ GLVFXVV WKHVH LVVXHV DW WKH
QDWLRQDO DQG nUP OHYHO� 6HFWLRQ � GLVFXVVHV VHYHUDO PHDVXUHV RI SHUIRUPDQFH IRU
nQDQFLDO LQVWLWXWLRQV�

$ &(2 PD\ QRW UHVW� KRZHYHU� RQFH KH RU VKH XQGHUVWDQGV ZKDW LV SHUIRU�
PDQFH DQG nQGV ZD\V WR PHDVXUH LW� 7KH QH[W FKDOOHQJH LV WR GLVFRYHU ZKDW
GULYHV SHUIRUPDQFH VR WKDW DSSURSULDWH PDQDJHULDO DFWLRQV FDQ EH WDNHQ� 2QFH
PRUH� WKLV LV QRW D VLPSOH LVVXH� 7KH GULYHUV RI SHUIRUPDQFH DUH PDQ\ DQG
DUH WLJKWO\ LQWHUWZLQHG DV WKHLU UHODWLRQVKLSV FDQ EH TXLWH FRPSOH[ DQG QRQOLQ�
HDU� 7KH FRPSOH[ LQWHUDFWLRQV RI YDULRXV IDFWRUV WKDW DmHFW SHUIRUPDQFH DUH
H[HPSOLnHG LQ WKH VWXG\ E\ 5RWK DQG 9DQ GHU 9HOGH ������������ DQG VWHSV LQ
GLVHQWDQJOLQJ DQG EHWWHU XQGHUVWDQGLQJ WKH UHODWLRQVKLSV DUH PDGH LQ 5RWK DQG
-DFNVRQ ������ DQG 6RWHULRX DQG =HQLRV ������� 6HFWLRQ � FODVVLnHV WKH GULYHUV
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RI SHUIRUPDQFH LQ WKUHH FDWHJRULHV� �L� VWUDWHJ\� �LL� H[HFXWLRQ RI VWUDWHJ\� DQG
�LLL� WKH HQYLURQPHQW� :LWKLQ HDFK FDWHJRU\ ZH GLVFXVV VSHFLnF GULYHUV�

6HFWLRQ � JLYHV D VXPPDU\ RI ZKDW LV FXUUHQWO\ NQRZQ RQ WKH SHUIRUPDQFH
RI nQDQFLDO LQVWLWXWLRQV DQG LWV GULYHUV� ,W LV QRW PHDQW WR EH DQ H[KDXVWLYH
JXLGH WR WKH OLWHUDWXUH� WKH WRSLF RI WKLV YROXPH LV PXFK WRR EURDG WR EH FRYHUHG
FRPSOHWHO\ LQ D VLQJOH YROXPH DQG VXPPDUL]HG LQ WKLV LQWURGXFWRU\ FKDSWHU�
,QVWHDG� ZH IRFXV RQ D IHZ LPSRUWDQW nQGLQJV DQG SD\ SDUWLFXODU HPSKDVLV WR
VRPH RI WKH FRQFOXVLRQV RI WKH &RQIHUHQFH DV GRFXPHQWHG LQ WKH SDSHUV SXEOLVKHG
KHUHLQ� )LQDOO\ 6HFWLRQ � FKDUWV WKRVH DUHDV RI WKH EDQN�SHUIRUPDQFH ODQGVFDSH
ZKHUH NQRZOHGJH LV VFDQW DQG ZKHUH ZH EHOLHYH IXWXUH GLUHFWLRQV RI UHVHDUFK
VKRXOG FRQFHQWUDWH�

7KH FDUHIXO UHDGHU PXVW KDYH QRWLFHG WKDW ZKLOH ZH WDON DERXW WKH SHUIRU�
PDQFH RI nQDQFLDO LQVWLWXWLRQV� LQ JHQHUDO� PRVW RI WKH GLVFXVVLRQ LQ WKLV DQG
RWKHU FKDSWHUV LQ WKLV ERRN IRFXVHV RQ EDQNLQJ LQVWLWXWLRQV� DQG RQ UHWDLO EDQN�
LQJ LQ SDUWLFXODU� %\ IRFXVLQJ RQ D VLQJOH FODVV RI nQDQFLDO LQVWLWXWLRQV� ZH
KDYH EHHQ DEOH� FROOHFWLYHO\� WR PDNH VXEVWDQWLDO SURJUHVV LQ XQGHUVWDQGLQJ WKHLU
SHUIRUPDQFH DQG LWV GULYHUV� :KLOH QRW DOO WKH nQGLQJV DUH DSSOLFDEOH WR RWKHU
LQVWLWXWLRQV� FRPPRQDOWLHV GR H[LVW EHWZHHQ nQDQFLDO VHUYLFH nUPV� :H KRSH
WKDW WKH ERG\ RI NQRZOHGJH SUHVHQWHG KHUH FDQ JXLGH HmRUWV LQ XQGHUVWDQGLQJ
WKH SHUIRUPDQFH RI RWKHU nQDQFLDO LQVWLWXWLRQV DV ZHOO�

� :KDW LV SHUIRUPDQFH"

)LQDQFLDO LQVWLWXWLRQV DUH IRU�SURnW RUJDQL]DWLRQV� DQG ZH FDQ GHnQH SHUIRUPDQFH
WR PHDQ HFRQRPLF SHUIRUPDQFH DV PHDVXUHG E\ D KRVW RI nQDQFLDO LQGLFDWRUV�
3ULFH�WR�HDUQLQJV UDWLRV� WKH nUP
V VWRFN EHWD DQG DOSKD� DQG 7RELQ
V T�UDWLRV
DUH LQGLFDWRUV IRU VKRUW� DQG ORQJ�WHUP nQDQFLDO SHUIRUPDQFH� ,Q SDUWLFXODU�
7RELQ
V T_WKH UDWLR RI PDUNHW YDOXH WR UHSODFHPHQW FRVW_LV D PHDVXUH RI WKH
nUP
V LQFHQWLYH WR LQYHVW DQG WKXV� LV DQ LQGLFDWRU RI LWV ORQJ WHUP nQDQFLDO
SHUIRUPDQFH� )RU nQDQFLDO LQVWLWXWLRQV ZKHUH WKH PDMRULW\ RI LQYHVWPHQWV DUH
SXEOLFO\ WUDGHG nQDQFLDO DVVHWV� WKH T UDWLR PHDVXUHV WKH PDUNHW FDSLWDOL]DWLRQ
RI D nUP
V IUDQFKLVH YDOXH RU JRRGZLOO� 3DUW� LI QRW DOO� RI WKLV IUDQFKLVH YDOXH ZLOO
EH ORVW LQ WKH HYHQW RI LQVROYHQF\ RU VXEVWDQWLDO LQFUHDVH LQ nQDQFLDO GLVWUHVV� ,W LV
WKHUHIRUH LQ WKH EHVW LQWHUHVW RI WKH nQDQFLDO LQVWLWXWLRQ WR SURWHFW LWV IUDQFKLVH
YDOXH� %XW KRZ" )LQDQFLDO LQGLFDWRUV �VXFK DV T� DUH QRW DFWLRQDEOH� WKH\
PHDVXUH WKH PDUNHWV UHDFWLRQV WR WKH LQVWLWXWLRQ
V DFWLRQV� EXW WKH\ FDQQRW EH
GLUHFWO\ DFWHG XSRQ�

:KDW FDQ WKH LQVWLWXWLRQ GR WR LPSURYH LWV T" %URDGO\ VSHDNLQJ� D nQDQFLDO
LQVWLWXWLRQ GRHV WZR WKLQJV� �L� SURYLGHV SURGXFWV DQG VHUYLFHV WR LWV FOLHQWV� DQG
�LL� HQJDJHV LQ nQDQFLDO LQWHUPHGLDWLRQ DQG WKH PDQDJHPHQW RI ULVN� ,W WXUQV
RXW WKDW DORQJ ERWK RI WKHVH D[LV_VHUYLFLQJ DQG LQWHUPHGLDWLRQ_ZH FDQ GHnQH
IXUWKHU PHDVXUHV RI SHUIRUPDQFH WKDW KDYH D GLUHFW SRVLWLYH LPSDFW RQ nQDQFLDO
PHDVXUHV� DQG WKDW DUH DFWLRQDEOH� 7KHVH DUH �L� TXDOLW\ RI WKH SURYLGHG VHUYLFHV�
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DQG �LL� HpFLHQF\ RI ULVN PDQDJHPHQW� UHVSHFWLYHO\�
7KHUH LV DQ DFFXPXODWLQJ ERG\ RI HPSLULFDO HYLGHQFH WKDW TXDOLW\ PHDVXUHV

DUH SUHGLFWLYH RI IXWXUH FKDQJHV LQ VKDUHKROGHUV
 YDOXH� VHH 1D\\DU ������� ,WWQHU
DQG /DUFNHU ������� )RUQHOO� ,WQHU DQG /DUFNHU ������� :K\ WKLV LV WKH FDVH
KDV EHHQ DUWLFXODWHG E\ WKH SURSRQHQWV RI WKH $PHULFDQ &XVWRPHU 6DWLVIDFWLRQ
,QGH[_$&6, �)RUQHOO HW DO�� ������

)RU PDQDJHUV DQG LQYHVWRUV� $&6, SURYLGHV DQ LPSRUWDQW PHDVXUH RI
WKH nUP
V SDVW DQG FXUUHQW SHUIRUPDQFH� DV ZHOO DV IXWXUH nQDQFLDO
ZHDOWK� 7KH $&6, SURYLGHV D PHDQV RI PHDVXULQJ RQH RI D nUP
V
PRVW IXQGDPHQWDO UHYHQXH�JHQHUDWLQJ DVVHWV� LWV FXVWRPHUV� +LJKHU
FXVWRPHU VDWLVIDFWLRQ VKRXOG LQFUHDVH OR\DOW\� UHGXFH SULFH HODVWLFL�
WLHV� LQVXODWH FXUUHQW PDUNHW VKDUH IURP FRPSHWLWRUV� ORZHU WUDQVDF�
WLRQ FRVWV DQG WKH FRVW RI DWWUDFWLQJ QHZ FXVWRPHUV� DQG KHOS EXLOG
D nUP
V UHSXWDWLRQ LQ WKH PDUNHW SODFH� $V VXFK� $&6, SURYLGHV D
OHDGLQJ LQGLFDWRU RI WKH nUP
V IXWXUH nQDQFLDO KHDOWK�

$ nQDQFLDO LQVWLWXWLRQ FRXOG MHRSDUGL]H LWV IUDQFKLVH YDOXH QRW RQO\ E\ GLV�
SOHDVLQJ LWV FXVWRPHUV� EXW DOVR E\ XQGHUWDNLQJ VRPH nQDQFLDO ULVNV WKDW VKRXOG
QRW KDYH EHHQ XQGHUWDNHQ� WKXV PLVKDQGOLQJ WKH ULVN PDQDJHPHQW SURFHVV� .HH�
OH\ ������ GHPRQVWUDWHV D FOHDU UHODWLRQ EHWZHHQ GHFUHDVHG IUDQFKLVH YDOXH DQG
LQFUHDVHG ULVN IRU FRPPHUFLDO EDQNV� 6WDNLQJ DQG %DEEHO ������ HVWDEOLVK WKH
QHJDWLYH LPSDFW RI LQWHUHVW UDWH ULVN RQ WKH PDUNHW YDOXH RI HTXLW\ IRU SURSHUW\
DQG OLDELOLW\ LQVXUDQFH nUPV� :KLOH HPSLULFDO HYLGHQFH RQ WKH HmHFWV RI ULVN
PDQDJHPHQW RQ EDQNV
 nQDQFLDO SHUIRUPDQFH LV VFDQW DQG RXWGDWHG� WKHUH LV
DQ H[WHQVLYH ERG\ RI OLWHUDWXUH DUJXLQJ WKDW ULVN PDQDJHPHQW GRHV PDWWHU� VHH
6DQWRPHUR DQG %DEEHO ������ IRU D UHYLHZ� :KLOH WKHUH LV WR GDWH QR FRQVHQVXV
RQ WKH WKHRU\ WKDW H[SODLQV ZK\ ULVN PDQDJHPHQW PDWWHUV� WKHUH LV FRQVHQVXV
WKDW LW GRHV PDWWHU DQG ZH DGRSW WKLV SRLQW RI YLHZ KHUHLQ�

,Q FRQFOXVLRQ� WKH nQDQFLDO SHUIRUPDQFH RI DQ LQVWLWXWLRQ_REVHUYDEOH EXW
QRQ�DFWLRQDEOH_FDQ EH DmHFWHG E\ LWV SHUIRUPDQFH DORQJ WKH D[LV RI VHUYLFH GH�
OLYHU\ DQG nQDQFLDO LQWHUPHGLDWLRQ� 7KH SHUIRUPDQFH DORQJ ERWK RI WKRVH D[LV LV
ERWK REVHUYDEOH DQG DFWLRQDEOH� :H WXUQ RXU DWWHQWLRQ WR SHUIRUPDQFH DORQJ WKH
D[LV RI VHUYLFH GHOLYHU\� DQG DWWHPSW WR XQEXQGOH WKRVH IDFWRUV WKDW GULYH SHU�
IRUPDQFH LQ WKH GHOLYHU\ RI EDQNLQJ VHUYLFHV� :H GR QRW DVN KHUH ZKDW GULYHV
WKH SHUIRUPDQFH RI nQDQFLDO LQVWLWXWLRQV LQ WKH GRPDLQ RI ULVN PDQDJHPHQW�
7KLV TXHVWLRQ ZDV DGGUHVVHG DW WZR SUHYLRXV FRQIHUHQFH RI WKH :KDUWRQ )LQDQ�
FLDO ,QVWLWXWLRQV &HQWHU DQG WKH SURFHHGLQJV KDYH DSSHDUHG LQ VSHFLDO LVVXHV RI
MRXUQDOV� -RXUQDO RI )LQDQFLDO 6HUYLFHV 5HVHDUFK� �� ������ ����� SXEOLVKHV WKH
SURFHHGLQJV IRU EDQN ULVN PDQDJHPHQW� DQG 7KH -RXUQDO RI 5LVN DQG ,QVXUDQFH�
������ ����� SXEOLVKHV WKH SURFHHGLQJV IRU LQVXUDQFH nUPV ULVN PDQDJHPHQW
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� :KDW GULYHV SHUIRUPDQFH"

:H FODVVLI\ GULYHUV RI SHUIRUPDQFH LQWR WKUHH EURDG FODVVHV �L� VWUDWHJ\� �LL�
H[HFXWLRQ RI VWUDWHJ\� DQG �LLL� WKH HQYLURQPHQW� :LWKLQ HDFK FDWHJRU\ ZH JLYH
GHWDLOV RI WKH YDULRXV IDFWRUV WKDW DmHFW SHUIRUPDQFH DQG SURYLGH VXSSRUWLQJ
HYLGHQFH WKDW WKHVH IDFWRUV GR LQGHHG GULYH SHUIRUPDQFH�

��� 6WUDWHJ\

:KDW VKRXOG D EDQN GR" 7KH DUWLFXODWLRQ RI D VWUDWHJ\ LV D NH\ GULYHU IRU
VXFFHVV DQG HVSHFLDOO\ VR LQ G\QDPLF FRPSHWLWLYH HQYLURQPHQWV VXFK DV WKDW LQ
WKH nQDQFLDO VHUYLFHV LQGXVWU\� VHH� H�J�� %R\G ������ DQG &DSRQ� )DUOH\ DQG
+XOEHUW ������ IRU HPSLULFDO HYLGHQFH RQ WKH VWUDWHJLF VXFFHVV K\SRWKHVLV� ,Q WKH
FRQWH[W RI EDQNLQJ LQVWLWXWLRQV� WKH VHOHFWLRQ RI D VWUDWHJ\ SULPDULO\ LQYROYHV WKH
GHFLVLRQ RQ KRZ WKH XQLYHUVDO EDQN VKRXOG UHVWUXFWXUH LQWR WKH FRPSRQHQWV RI
WKH ?GLVDJJUHJDWHG� EDQN� +HUH DUH VRPH RI WKH VWUDWHJLF FKRLFHV�

�� 3URGXFW PL[� 6KRXOG WKH EDQN EH D SURGXFW RULJLQDWRU DQG LI VR� ZKLFK
SRUWIROLR RI SURGXFWV VKRXOG LW VXSSRUW" ,Q WKH 8QLWHG .LQJGRP� IRU LQ�
VWDQFH� WKH 5R\DO %DQN RI 6FRWODQG VHW XS 'LUHFW /LQH DV D FRPSOHWHO\
DXWRQRPRXV HQWHUSULVH WR FRQFHQWUDWH RQ FRQVXPHU DXWRPRELOH LQVXUDQFH�
&RXQWU\ZLGH 3DVDGHQD LQ WKH 8�6� IRFXVHV RQ D VLQJOH SURGXFW� PRUW�
JDJHV� %DQN RI 0RQWUHDO LQ &DQDGD KDV VHW XS D VHSDUDWH� QRQ�EUDQFK�
EDVHG RUJDQL]DWLRQ FDOOHG PEDQ[ WKDW WR VRPH H[WHQW FRPSHWHV DJDLQVW LWV
EUDQFK�EDVHG RSHUDWLRQ�

,W LV ZRUWK QRWLQJ WKDW FKRRVLQJ D SURGXFW PL[ QRW RQO\ GHnQHV WKH VWUDWHJ\
RI WKH LQVWLWXWLRQ LQ SURYLGLQJ VHUYLFHV� LW LV DOVR D VWUDWHJLF GHFLVLRQ LQ WKH
FRQWH[W RI ULVN PDQDJHPHQW� 6SHFLnFDWLRQ RI D SURGXFW PL[ LV HTXLYDOHQW
WR D FKRLFH RI WKH nQDQFLDO ULVNV WKDW WKH LQVWLWXWLRQ SODQV WR PDQDJH�

�� &OLHQW PL[� :KDW NLQG RI VHUYLFHV GRHV WKH LQVWLWXWLRQ ZLVK WR RmHU WR
FOLHQWV" 6KRXOG LW IRFXV RQ FRQVXPHU nQDQFLQJ RU UHWDLOLQJ� DQG ZKLFK
FOLHQW SURnOH nWV EHVW ZLWK WKH EDQN
V OLQH RI SURGXFWV" &DVH ZRUN E\ 'H�
ORLWWH 	 7RXFKH IRU D )UHQFK EDQN VKRZHG WKDW �� RI LWV FOLHQWV DFFRXQWHG
IRU ���� RI WKH WRWDO SURnWV RI WKLV EDQN
V UHJLRQ� 7KH VDPH VWXG\ IRXQG
WKDW ��� RI WKH EDQN
V SURnWV ZHUH GXH WR FOLHQWV ZLWK ORZ XVDJH RI WKHLU
FXUUHQW DFFRXQWV� ��� ZHUH GXH WR FOLHQWV WKDW KHOG DW OHDVW RQH PRUH
SURGXFW LQ DGGLWLRQ WR WKH FXUUHQW DFFRXQW �WKHVH FOLHQWV DFFRXQW IRU ���
RI WKH WRWDO FOLHQW EDVH�� DQG RQO\ ��� RI WKH FOLHQW EDVH ZHUH SURnWDEOH� $
VXFFHVVIXO VWUDWHJLF GHFLVLRQ WKHQ KLQJHV XSRQ PDWFKLQJ D WDUJHWHG FOLHQW
VHJPHQW ZLWK ZHOO�SULFHG SURGXFWV�

�� *HRJUDSKLFDO ORFDWLRQ� :KHUH VKRXOG D EDQN RSHUDWH� ORFDOO\ RU LQWHUQD�
WLRQDOO\" 5HJXODWRU\ UHVWULFWLRQV DQG WKH FKRLFH RI SURGXFW DQG FOLHQW PL[
PD\ GHWHUPLQH WKH JHRJUDSKLFDO VFRSH RI WKH LQVWLWXWLRQ� )RU LQVWDQFH�
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&RXQWU\ZLGH 3DVDGHQD RSHUDWHV LQ &DOLIRUQLD VHOOLQJ PRUWJDJH SURGXFWV
WR ORFDO KRPHEX\HUV� %DQN RI &\SUXV RSHUDWHV EUDQFKHV LQ 1HZ <RUN�
7RURQWR DQG /RQGRQ RmHULQJ IXOO VHUYLFHV WR ZHDOWK\ H[SDWULDWHV� DQG DOVR
VHOOV WKH PXWXDO IXQGV RI 6ZLVV %DQN &RUSRUDWLRQ WR ORFDO FOLHQWV ZKR ZDQW
WR LQYHVW LQ WKH LQWHUQDWLRQDO PDUNHWV�

:H QRWH RQFH PRUH WKDW WKH FKRLFH RI JHRJUDSKLFDO ORFDWLRQ DOVR LPSOLHV
VWUDWHJLF FKRLFHV RQ WKH ULVN�PDQDJHPHQW D[LV RI D EDQN
V RSHUDWLRQV� ,Q�
WHUQDWLRQDO RSHUDWLRQV DVVXPH DXWRPDWLFDOO\ FXUUHQF\ H[FKDQJH ULVNV�

�� 'LVWULEXWLRQ FKDQQHOV� $V SURGXFWV DUH GLmHUHQWLDWHG� FXVWRPHU VHJPHQWV
DUH WDUJHWHG� DQG JHRJUDSKLFDO ORFDWLRQV EHFRPH GLVSHUVHG� WKH FKRLFH RI
VXLWDEOH GLVWULEXWLRQ FKDQQHO�V� EHFRPHV D FUXFLDO OLQN�SLQ� 6XFFHVVIXO
VWUDWHJLHV KLQJH XSRQ PDWFKLQJ D WDUJHWHG FOLHQW VHJPHQW ZLWK ZHOO�SULFHG
SURGXFWV WKURXJK RQH RU PRUH DSSURSULDWH GHOLYHU FKDQQHOV� %\ IRFXVLQJ
RQ RQH DFWLYLW\� &RXQWU\ZLGH 3DVDGHQD ZDV DEOH WR LQYHVW KHDYLO\ LQ DX�
WRPDWLRQ DQG SURPRWH LWV SURGXFW WKURXJK QRQ�WUDGLWLRQDO PHGLD VXFK DV
DGYHUWLVLQJ� WHOHSKRQH� DQG SULQW� +RZHYHU� DOWHUQDWLYH GLVWULEXWLRQ FKDQ�
QHOV DUH QRW RQO\ D PDUNHWLQJ PHGLD� WKH\ DOVR SURYLGH WKH PHDQV IRU FRVW
FRQWDLQPHQW� )RU LQVWDQFH� WKH FRVW RI DQ HOHFWURQLF GHSRVLW LV KDOI WKDW RI
GHSRVLWLQJ D SDSHU FKHFN� DQG EDQNV PXVW SURDFWLYHO\ PDQDJH FRQVXPHUV

EHKDYLRU WRZDUGV WKH PRVW FRVW�HmHFWLYH FKDQQHOV�

)XUWKHU VWUDWHJLF IDFWRUV DOVR DmHFW SHUIRUPDQFH LQ FRQMXQFWLRQ ZLWK WKH PD�
MRU FKRLFHV RXWOLQHG DERYH� WKH RUJDQL]DWLRQ RI EDFN�RpFH VHUYLFHV DUH FXUUHQWO\
DQ LQWHJUDO SDUW RI WKH EDQNV
 RSHUDWLRQV� EXW JUDGXDOO\ PD\ EH RXWVRXUFHG WR
VSHFLDOL]HG nUPV� WKH IRUPDWLRQ RI VWUDWHJLF DOOLDQFHV WR VXSSRUW FOLHQWV LQ SURG�
XFW DUHDV RU WKURXJK GHOLYHU\ FKDQQHOV WKDW DUH QRW WKH EDQN
V SULPDU\ FKRLFH�
WKH FKRLFH RI D VFDOH RI RSHUDWLRQ WKDW H[SORLWV HFRQRPLHV RI VFDOH ZLWKRXW WKH
DGYHUVH HmHFWV RI FRPSOH[LW\ RI VFDOH� (DFK RI WKHVH IDFWRUV RQ LWV RZQ LV D GULYHU
RI SHUIRUPDQFH� EXW WKH SURSHU DOLJQPHQW RI WKHVH IDFWRUV LV DOVR D GULYHU RI SHU�
IRUPDQFH� ,QGHHG� WKH %DQN $GPLQLVWUDWLRQ 6WXG\ �5RWK DQG 9DQ GHU 9HOGH�
����� FRQFOXGHG WKDW EHVW�LQ�FODVV LQVWLWXWLRQV H[FHO VLPXOWDQHRXVO\ LQ PXOWLSOH
GLPHQVLRQV�

��� 6WUDWHJ\ H[HFXWLRQ

7KH VHFRQG EURDG VHW RI SHUIRUPDQFH GULYHUV GHDOV ZLWK WKH H[HFXWLRQ RI D VWUDW�
HJ\� DQG WKH RSHUDWLRQDO GHFLVLRQV WKDW D EDQN PDNHV LQ RUGHU WR DFKLHYH LWV
VWUDWHJLF JRDOV� &RQVLGHULQJ RQFH PRUH TXDOLW\ RI VHUYLFHV DV WKH DFWLRQDEOH
PHDVXUH RI SHUIRUPDQFH�ZH LGHQWLI\ WKH IDFWRUV WKDW GULYH WKLV SDUWLFXODU PHD�
VXUH� 7KH VWXG\ RI WKH %DQN $GPLQLVWUDWLRQ ,QVWLWXWH� VHH 5RWK DQG YDQ GHU
9HOGH ������������ HVWDEOLVKHG WKDW PDUNHWLQJ� GHVLJQ RI RSHUDWLRQV� RUJDQL]D�
WLRQDO VWUXFWXUH� DQG KXPDQ UHVRXUFH PDQDJHPHQW DUH WLJKWO\ LQWHUOLQNHG LQ D
EDQN
V VHDUFK IRU H[FHOOHQFH� 7KHVH nQGLQJV OHG WR WKH IRUPXODWLRQ RI WKH VHUYLFH

��



PDQDJHPHQW VWUDWHJ\ HQFDSVXODWHG LQ WKH WULDG RSHUDWLRQDO FDSDELOLWLHV�VHUYLFH
TXDOLW\�SHUIRUPDQFH �&�64�3�� VHH 5RWK DQG -DFNVRQ ������� 7KH &�64�3 WULDG
LV� LQ WXUQ� D IRFXVHG YLHZ RI WKH VHUYLFH�SURnW FKDLQ GHVFULEHG HDUOLHU E\ +HVNHWW
HW DO� ������� EDVHG RQ WKHLU DQDO\VLV RI VXFFHVVIXO VHUYLFH RUJDQL]DWLRQV� VHH DOVR
+HVNHWW� 6DVVHU� DQG 6FKOHVLQJHU ������� 6RWHULRX DQG =HQLRV ������ GHYHORS
EHQFKPDUNLQJ PRGHOV WKDW IRUPDOO\ WHVW VHYHUDO OLQNV RI WKH VHUYLFH�SURnW FKDLQ
IRU EDQNLQJ LQVWLWXWLRQV�

7KH DUJXPHQWV RI WKH VHUYLFH�SURnW FKDLQ SURFHHG DV IROORZV� �L� SURnW DQG
JURZWK DUH VWLPXODWHG SULPDULO\ E\ FXVWRPHU OR\DOW\� �LL� OR\DOW\ LV D GLUHFW
UHVXOW RI FXVWRPHU VDWLVIDFWLRQ� �LLL� VDWLVIDFWLRQ LV ODUJHO\ LQoXHQFHG E\ WKH
YDOXH RI VHUYLFHV SURYLGHG WR FXVWRPHUV� �LY� YDOXH LV FUHDWHG E\ VDWLVnHG� OR\DO
DQG SURGXFWLYH HPSOR\HHV� �Y� HPSOR\HH VDWLVIDFWLRQ UHVXOWV SULPDULO\ IURP KLJK�
TXDOLW\ VXSSRUW VHUYLFHV DQG SROLFLHV WKDW HQDEOH HPSOR\HHV WR GHOLYHU UHVXOWV
WR FXVWRPHUV� :LWKRXW DOWHULQJ WKHVH DUJXPHQWV 6RWHULRX DQG =HQLRV ������
DGGHG WKH GHVLJQ RI WKH RSHUDWLQJ V\VWHP_RSHUDWLRQDO SUDFWLFHV� SROLFLHV DQG
SURFHGXUHV_DV D GLUHFW GULYHU RI VDWLVIDFWLRQ LQ OLQNV �LLL� DQG �Y��

:KLOH WKLV VHUYLFH�SURnW FKDLQ LV \HW WR EH IXOO\ YDOLGDWHG XVLQJ HPSLULFDO
GDWD_VHH +HVNHWW HW DO� ������� 5RWK� &KDVH DQG 9RVV ������� DQG 6RWHULRX DQG
=HQLRV ������ IRU FXUUHQW ZRUN LQ WKLV GLUHFWLRQ_LW GRHV SURYLGH D IUDPHZRUN
IRU LGHQWLI\LQJ WKRVH RSHUDWLRQDO DQG WDFWLFDO IDFWRUV WKDW GULYH SHUIRUPDQFH�

�� ;�HpFLHQF\� ,QWURGXFHG E\ /HLEHQVWHLQ ����������� WKLV PHDVXUH GHVFULEHV
DOO WHFKQLFDO DQG DOORFDWLYH HpFLHQFLHV RI LQGLYLGXDO nUPV WKDW DUH QRW VFDOH
RU VFRSH GHSHQGHQW� 7KXV ;�HpFLHQF\ LV D PHDVXUH RI KRZ ZHOO PDQDJH�
PHQW LV DOLJQLQJ WHFKQRORJ\� KXPDQ UHVRXUFH PDQDJHPHQW DQG RWKHU UH�
VRXUFHV WR SURGXFH D JLYHQ OHYHO RI RXWSXW� DQG LW KDV D SRVLWLYH HmHFW RQ
OLQNV �LLL� DQG �LY� RI WKH VHUYLFH�SURnW FKDLQ�

7KLV LV WKH PRVW WUDGLWLRQDO DQG ZLGHO\ VWXGLHG GULYHU RI SHUIRUPDQFH IRU
nQDQFLDO LQVWLWXWLRQV� ,W YLHZV WKH EDQN DV D ?IDFWRU\� WKDW FRQVXPHV YDU�
LRXV UHVRXUFHV WR SURGXFH VHYHUDO SURGXFWV DQG HVWDEOLVKHV WKH HpFLHQF\
ZLWK ZKLFK WKLV WUDQVIRUPDWLRQ WDNHV SODFH� (DUO\ VWXGLHV LQ WKLV GLUHF�
WLRQV YLHZHG WKH EDQN_XVXDOO\ DW WKH EUDQFK OHYHO_DV D ?EODFN ER[� DQG
DWWHPSWHG WR LGHQWLI\ WKRVH EDQNV EUDQFKHV WKDW H[FHO� VHH &KDSWHU � E\
%HUJHU DQG +XPSKUH\ IRU D VXUYH\� 7KLV OLQH RI UHVHDUFK KDV OHG WR WKH
GHYHORSPHQW RI PRGHOV IRU UHGXFLQJ ;�LQHpFLHQFLHV� DQG VXFK PRGHOV KDYH
EHHQ HPSOR\HG LQ SUDFWLFH E\ EDQNV DV GRFXPHQWHG LQ =HQLRV �������

;�HpFLHQF\ FDQ EH YLHZHG DV D GULYHU RI SHUIRUPDQFH LQ WKH VHQVH WKDW
LW DmHFWV SRVLWLYHO\ VRPH OLQNV RI WKH VHUYLFH�SURnW FKDLQ� DQG D SRVLWLYH
FRUUHODWLRQ H[LVWV EHWZHHQ RXU GHnQLWLRQ RI SHUIRUPDQFH LQ WHUPV RI TXDOLW\
DQG ;�HpFLHQF\ �6RWHULRX DQG =HQLR6� ������ +RZHYHU� LW FDQ DOVR EH
DUJXHG WKDW ;�HpFLHQF\ LV QRW UHDOO\ DQ DFWLRQ WDNHQ LQ WKH H[HFXWLRQ RI
VWUDWHJ\� EXW LV D UHVXOW RI DFWLRQV� 0RUH UHFHQW ZRUN KDV IRFXVHG LQ SU\LQJ
RSHQ WKH ?EODFN ER[� DQG XQGHUVWDQGLQJ ZKDW VWUDWHJ\ H[HFXWLRQ DFWLRQV
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FDQ EH WDNHQ WR LPSURYH ;�HpFLHQF\� VHH &KDSWHU � E\ %HUJHU DQG 0HVWHU
DQG &KDSWHU � E\ )UHL� +DUNHU DQG +XQWHU� )URP WKHVH HmRUWV VWHPV RXU
IXUWKHU XQGHUVWDQGLQJ RQ WKH GULYHUV RI SHUIRUPDQFH� DQG LQ SDUWLFXODU
ZKDW GULYHV ;�HpFLHQF\�

�� +XPDQ UHVRXUFH PDQDJHPHQW� ,W FRYHUV D QXPEHU RI DUHDV IRU ERWK PDQ�
DJHULDO DQG QRQ�PDQDJHULDO HPSOR\HHV� VXFK DV FRPSHQVDWLRQ� KLULQJ DQG
VHOHFWLRQ� VWDpQJ� WUDLQLQJ� ZRUN RUJDQL]DWLRQ� DQG HPSOR\HH LQYROYHPHQW�
6LQFH HPSOR\HH VDWLVIDFWLRQ LV RQH RI WKH OLQNV LQ WKH VHUYLFH�SURnW FKDLQ�
ZH PD\ H[SHFW KXPDQ UHVRXUFH PDQDJHPHQW WR EH D NH\ GULYHU RI HPSOR\HH
SHUIRUPDQFH DQG� KHQFH� RUJDQL]DWLRQDO SHUIRUPDQFH� ,QGHHG� WKHUH LV VROLG
HPSLULFDO HYLGHQFH WR VXSSRUW WKLV K\SRWKHVLV� VHH &KDSWHU � IRU VHYHUDO
UHIHUHQFHV LQ WKLV GLUHFWLRQ� 5HFDVW LQ WHUPV RI WKH OLWHUDWXUH RQ EDQNLQJ
HpFLHQF\� WKHVH nQGLQJV LPSO\ WKDW VRPH RI WKH LQHpFLHQFLHV LQ EDQNLQJ
PD\ EH DWWULEXWHG WR WKH LQHmHFWLYH PDQDJHPHQW RI KXPDQ UHVRXUFHV�

+XPDQ UHVRXUFH PDQDJHPHQW SUDFWLFHV FDQ EH YLHZHG DW PXOWLSOH OHY�
HOV� 7KH ?DUFKLWHFWXUH� RI D KXPDQ UHVRXUFH PDQDJHPHQW V\VWHP SURYLGHV
D KLJK�OHYHO IUDPHZRUN� ZKLOH SROLFLHV EULQJ WKLV IUDPHZRUN FORVHU WR DQ
RSHUDWLRQDO OHYHO� 6\VWHP DUFKLWHFWXUH DQG RSHUDWLRQDO GHFLVLRQV VKRXOG
EH SURSHUO\ DOLJQHG LI KXPDQ UHVRXUFH PDQDJHPHQW LV WR GHOLYHU YDOXH
DGGHG� )XUWKHUPRUH� LQ ODUJH FRPSOH[ RUJDQL]DWLRQV VXFK DV EDQNV� GLmHU�
HQW VXEV\VWHPV RI KXPDQ UHVRXUFH PDQDJHPHQW JRYHUQ GLmHUHQW JURXSV RI
HPSOR\HHV� DQG WKHVH VXEV\VWHPV VKRXOG DOVR EH SURSHUO\ DOLJQHG�

�� 8VH RI WHFKQRORJ\� /DUJH EDQNV LQ WKH 8�6� VSHQG DSSUR[LPDWHO\ ���
RI QRQ�LQWHUHVW H[SHQVHV RQ LQIRUPDWLRQ WHFKQRORJ\ DQG WKLV LQYHVWPHQW
VKRZV QR VLJQ RI DEDWLQJ� 5RWK DQG YDQ GHU 9HOGH ������ VKRZ WKDW D W\S�
LFDO ODUJH 8�6� EDQN VSHQGV ����. SHU \HDU RQ SODWIRUP DXWRPDWLRQ DQG
DQ DGGLWLRQDO ����. RQ XSJUDGLQJ LQIRUPDWLRQ DQG WUDQVDFWLRQ SURFHVV�
LQJ� 7KHUH LV VXEVWDQWLDO HYLGHQFH WKDW LQIRUPDWLRQ WHFKQRORJ\ LQYHVWPHQWV
LPSURYH SURGXFWLYLW\_HPSLULFDO HYLGHQFH HVWLPDWHV UHWXUQ�RQ�LQYHVWPHQW
IURP ,7 RI WKH RUGHU RI ������� +RZHYHU� WKLV HYLGHQFH LV DYDLODEOH IRU D
EURDG SRRO RI PDQXIDFWXULQJ DQG VHUYLFH nUP �/LFKWHQEHUJ� ����� %U\Q�
MROIVVRQ DQG +LWW� ������ %U\QMROIVVRQ DQG +LWW ������ HVWDEOLVKHG WKH H[�
LVWHQFH RI nUP�HmHFWV LQ ,7 SURGXFWLYLW\ PHDVXUHV� $OWKRXJK WKH\ IRXQG
WKDW WKH HODVWLFLW\ RI ,7 UHPDLQV SRVLWLYH DQG VWDWLVWLFDOO\ VLJQLnFDQW IRU
WKH nUPV LQ WKHLU SRRO� nQDQFLDO VHUYLFHV nUPV ZHUH QRW H[SOLFLWO\ LQFOXGHG
LQ WKLV DQDO\VLV� ,Q IDFW� D UHFHQW VWXG\ E\ WKH 1DWLRQDO 5HVHDUFK &RXQ�
FLO ������ S� ��� FRQFOXGHG WKDW FXUUHQW SURGXFWLYLW\ PHDVXUHPHQWV DUH
XQDEOH WR DFFRXQW IRU LPSURYHPHQWV LQ WKH TXDOLW\ RI VHUYLFHV RmHUHG WR
FXVWRPHUV RU IRU WKH DYDLODELOLW\ RI D PXFK ZLGHU DUUD\ RI EDQNLQJ VHU�
YLFHV� ,PSURYHPHQWV LQ WKH VSHHG RI FUHGLW DSSOLFDWLRQ SURFHVVLQJ RU WKH
DYDLODELOLW\ RI ���KRXU EDQNLQJ WKURXJK FDOO FHQWHUV DQG $70V DUH QRW
FDSWXUHG DV KLJKHU EDQNLQJ RXWSXWV�
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+RZHYHU� ZKLOH LW PD\ VWLOO EH GHEDWDEOH ZKHWKHU ,7 LQYHVWPHQWV PDNH
EDQNV PRUH SURnWDEOH� LQIRUPDWLRQ WHFKQRORJ\ FDQQRW EH RYHUORRNHG DV D
NH\ GULYHU RI SHUIRUPDQFH� $V GHPRQVWUDWHG HDUOLHU LQ WKLV FKDSWHU� FXV�
WRPHUV GHPDQG GHOLYHU\ RI DQ LQFUHDVLQJO\ ZLGHU DUUD\ RI VHUYLFHV� XVLQJ
D YDULHW\ RI GHOLYHU\ FKDQQHOV� +HQFH� ,7 EHFRPHV DQ DVVHW LQ WKH TXHVW
IRU TXDOLW\ LQ WKH GHOLYHU\ RI EDQNLQJ VHUYLFHV� )XUWKHUPRUH� WKH FRVW IRU
WUDQVDFWLRQ SURFHVVLQJ YDULHV VLJQLnFDQWO\ E\ FKDQQHO_����� SHU WUDQVDF�
WLRQ WKURXJK D WHOOHU� ����� WKURXJK D KXPDQ�RSHUDWHG FDOO FHQWHU� �����
WKURXJK DQ DXWRPDWHG YRLFH UHVSRQVH XQLW� DQG ����� WKURXJK DQ $70_
DQG WHFKQRORJ\ LV DOVR D NH\ IDFWRU LQ FRVW FRQWDLQPHQW�

�� 3URFHVV GHVLJQ LV WKH PHFKDQLVP WKURXJK ZKLFK LQSXWV DUH WUDQVIRUPHG
WR RXWSXWV� L�H�� LW LV WKH SLQFLSOHV E\ ZKLFK ZRUN LV RUJDQL]HG LQ RUGHU WR
SURGXFH D VSHFLnF VHW RI RXWSXWV� &RQYHQWLRQDO ZLVGRP KROGV WKH YLHZ WKDW
DV ORQJ DV DOO RI WKH LQSXWV WR D VHUYLFH SURFHVV_KXPDQ� PDWHULDO� PDFKLQH�
PHWKRG� PDQDJHPHQW� HQYLURQPHQW� DQG PHDVXUHPHQW V\VWHP_UHPDLQ
XQFKDQJHG� WKH VHUYLFH RXWSXW ZLOO EH FRQVLVWHQW LQ WKHLU FKDUDFWHULVWLFV� ,Q
UHDOLW\� FRQVLVWHQF\ RI VHUYLFH SHUIRUPDQFH LV D XWRSLD� DQG )UHL� .DODNRWD
DQG 0DU[ ������ SURYLGH ODUJH�VFDOH HYLGHQFH IURP VHYHUDO EDQN KROGLQJ
FRPSDQLHV RQ WKH SUHYDOHQFH RI SURFHVV YDULDWLRQ�

5HGXFWLRQ RI SURFHVV YDULDELOLW\ EHFRPHV WKHQ DQRWKHU GULYHU RI SHUIRU�
PDQFH� /DUJH YDULDWLRQ PHDQV WKDW PRUH VHUYLFH RXWSXWV DUH FORVHU WR
WKH ERXQGDU\ RI WKH UDQJH DFFHSWDEOH WR WKH FRQVXPHU� RU HYHQ WKDW VRPH
RXWSXWV DUH DERYH RU EHORZ FXVWRPHU VSHFLnFDWLRQV LI WKH SURGXFWV DUH
QRW FDUHIXOO\ PHDVXUHG DQG PRQLWRUHG� ,Q WKH IRUPHU FDVH_H[FHHGLQJ
FXVWRPHU VSHFLnFDWLRQV_WKH UHVXOW ZLOO EH KLJKHU�WKDQ�H[SHFWHG FRVWV� LQ
WKH ODWHU_IDOOLQJ VKRUW RI WKH VSHFLnFDWLRQV_WKH UHVXOW ZLOO EH GLVVDWLV�
nHG FXVWRPHUV ZLWK WKH QHJDWLYH HmHFWV RQ SHUIRUPDQFH SUHVFULEHG E\ WKH
VHUYLFH�SURnW FKDLQ�

�� $Q RYHUDUFKLQJ IDFWRU WKDW GULYHV SHUIRUPDQFH DW WKH OHYHO RI VWUDWHJ\
H[HFXWLRQ LV WKH DOLJQPHQW RI KXPDQ UHVRXUFH PDQDJHPHQW� WKH XVH RI
WHFKQRORJ\� DQG WKH GHVLJQ RI SURFHVVHV� ZLWK HDFK RWKHU DQG ZLWK WKH
LQVWLWXWLRQ
V VWUDWHJ\� :KLOH WKH YDOXH RI DOLJQPHQW LV VWLOO GHEDWHG_RYHU�
DOLJQPHQW PD\ EH FRQVLGHUHG D UHFLSH IRU FRPSHWLWLYH IDLOXUH_)UHL� +DUNHU
DQG +XQWHU SURYLGH LQ &KDSWHU � WKH nUVW HPSLULFDO HYLGHQFH WKDW DOLJQ�
PHQW GRHV PDWWHU� 7KH\ VWXG\ VHSDUDWHO\ WKH HmHFWV RI DOLJQLQJ KXPDQ
UHVRXUFH PDQDJHPHQW SUDFWLFHV ZLWKLQ GLYHUVH XQLWV RI D EDQN� WKH VLJ�
QLnFDQFH RI DOLJQLQJ KXPDQ UHVRXUFH PDQDJHPHQW ZLWK ,7 LQYHVWPHQWV�
WKH VLJQLnFDQFH RI DOLJQLQJ SURGXFWLRQ SURFHVVHV� DQG WKH VLJQLnFDQFH RI
DOLJQLQJ LQSXWV ZLWK VWUDWHJ\�

(PSLULFDO HYLGHQFH IURP D ODUJH�VFDOH VWXG\ RI EDQN KROGLQJ FRPSDQLHV
�3UDVVDG DQG +DUNHU� ����� UHYHDOV WKDW WKH HODVWLFLW\ RI ,7 FDSLWDO LV
SRVLWLYH EXW VPDOO� DQG ZLWK YHU\ ORZ VLJQLnFDQFH ����� LQGLFDWLQJ WKDW

��



WKHUH LV D YHU\ KLJK SUREDELOLW\ ����� WKDW LQYHVWPHQW LQ ,7 KDV QR SRVLWLYH
HmHFW RQ EDQN SURGXFWLYLW\� ,V WKLV LQ GLVDJUHHPHQW ZLWK WKH nQGLQJV RI
/LFKWHQEHUJ ������ DQG %U\QMROIVVRQ DQG +LWW ������� DQG RXU DUJXPHQWV
DERYH WKDW ,7 LV D GULYHU RI SHUIRUPDQFH" 3UDVVDG DQG +DUNHU JR IXUWKHU
WR VKRZ WKDW WKH HODVWLFLWLHV RI ,7 ODERU DUH ERWK ODUJH DQG VLJQLnFDQW DW
WKH ���� OHYHO� +HQFH� WKH HPSLULFDO GDWD VHHP WR LQGLFDWH WKDW WKH EDQNV
LQ WKHLU VDPSOH PD\ FDQ UHDS VLJQLnFDQW EHQHnWV IURP KLULQJ DQG WUDLQLQJ
,7 ODERU� ,7 UHPDLQV D VLJQLnFDQW GULYHU RI SHUIRUPDQFH� EXW QRW VR PXFK
WKURXJK ,7 FDSLWDO DV WKURXJK ,7 ODERU� 7KLV LV IXUWKHU HYLGHQFH WKDW
DOLJQPHQW LV VLJQLnFDQW� LQ WKLV FDVH DOLJQPHQW RI ,7 WHFKQRORJ\ ZLWK ,7
ODERU�

)XUWKHU VWXGLHV RQ WKH LQWHUDFWLRQ EHWZHHQ LQIRUPDWLRQ WHFKQRORJ\� ZRUN
SUDFWLFHV DQG ZDJHV ZDV XQGHUWDNHQ E\ +XQWHU DQG /DINDV ������� 7KLV
VWXG\� DQDO\]LQJ PLFUR�OHYHO GDWD JDWKHUHG IURP RYHU ��� 8�6� EDQN EUDQFKHV
HVWDEOLVKHG WKH DVVRFLDWLRQ EHWZHHQ ,7 DQG ZDJHV IRU EDQN HPSOR\HHV� DQG
WKH LQWHUDFWLRQ HmHFWV EHWZHHQ WHFKQRORJ\ DQG ZRUN SUDFWLFHV� )RU LQ�
VWDQFH� WKH\ HVWDEOLVK WKDW GLmHUHQW ZRUN SUDFWLFHV DUH DSSURSULDWH LQ WKH
SUHVHQFH RI ?DXWRPDWLQJ� LQIRUPDWLRQ WHFKQRORJ\� DQG RWKHU SUDFWLFHV DUH
ZDUUDQWHG ZKHQ ,7 LV ?LQIRUPDWLQJ� LQ WKH VHQVH RI FUHDWLQJ PRUH LQIRU�
PDWLRQ� ,QIRUPDWLQJ WHFKQRORJLHV DUH DVVRFLDWHG ZLWK KLJKHU ZDJHV� ZKLOH
DXWRPDWLQJ WHFKQRORJLHV WHQG WR UHGXFH WKHP� +HQFH� DOLJQPHQW RI ZRUN
SUDFWLFHV ZLWK ,7 LV VLJQLnFDQW� EXW WKLV DOLJQPHQW LV FRQWH[W GHSHQGHQW
DQG FRXOG EH TXLWH FRPSOLFDWHG�

��� 7KH HQYLURQPHQW

:H KDYH DUJXHG LQ WKH LQWURGXFWLRQ WR WKLV FKDSWHU WKDW FKDQJHV LQ WKH EDQNLQJ
LQGXVWU\ DUH WKH UHVXOW RI FKDQJHV LQ WKH HQYLURQPHQW� WHFKQRORJLFDO� PDUNHW�
UHJXODWRU\ HWF� (QYLURQPHQWDO IDFWRUV DUH LQGLUHFWO\ FRQWUROOHG E\ WKH EDQNV_
WKURXJK OREE\LQJ DFWLYLWLHV� PDUNHWLQJ HmRUWV� UHVHDUFK DQG GHYHORSPHQW_DQG
KHQFH� WKH\ FDQ DOVR EH YLHZHG DV PDMRU IDFWRUV LQ XQGHUVWDQGLQJ SHUIRUPDQFH�
:KLFK DUH� WKHQ� WKH HQYLURQPHQWDO IDFWRUV LQ H[SODLQLQJ SHUIRUPDQFH"

�� 7HFKQRORJ\ DQG� LQ SDUWLFXODU� ,QIRUPDWLRQ 7HFKQRORJ\ �,7� LV WKH SUH�
GRPLQDQW SURGXFWLRQ WHFKQRORJ\ LQ nQDQFLDO VHUYLFHV� :H KDYH DUJXHG
LQ 6HFWLRQ ��� WKDW WKH XVH RI WHFKQRORJ\ LV D NH\ GULYHU RI SHUIRUPDQFH�
,Q WKLV VHFWLRQ ZH DOVR DUJXH WKDW WKH WHFKQRORJLFDO HQYLURQPHQW DQG WKH
FKDQJHV LW LV XQGHUJRLQJ DUH DOVR PDMRU IDFWRUV RI WKH SHUIRUPDQFH SX]]OH�

7HFKQRORJLFDO SURJUHVV KDV OHG WR TXDOLW\�DGMXVWHG SULFH GHFOLQH RI FRPSXW�
HUV RI ��� RU PRUH SHU \HDU �%HUQGW DQG *ULOLFKHV� ������ )XUWKHUPRUH�
IURP ���� WR ���� WKH FRPSXWHU LQGXVWU\ KDG WKH KLJKHVW OHYHO RI UHVHDUFK
DQG GHYHORSPHQW LQWHQVLW\ RI DQ\ LQGXVWU\ LQ WKH PDQXIDFWXULQJ VHFWRU�
DQG LWV SURGXFWV DSSHDU WR KDYH H[KLELWHG XQPDWFKHG TXDOLW\ LPSURYH�
PHQWV� 7HFKQRORJLFDO SURJUHVV LQ QHWZRUNLQJ KDV EHHQ HTXDOO\ UDSLG� WKH

��



FRVW RI PRYLQJ GDWD KDV GURSSHG E\ D IDFWRU RI ��� EHWZHHQ ���� DQG �����
7KHVH GHYHORSPHQWV OHG WR WKH VXFFHVV RI WKH LQIRUPDWLRQ VXSHUKLJKZD\
DQG WKH :RUOG :LGH :HE� 7KH VWRUDJH DQG PRYLQJ RI PRQH\ LV LQFUHDV�
LQJO\ UHVHPEOLQJ D VPDOO FRUQHU RI WKH RYHUDOO ZRUOG RI WHOHFRPPXQLFDWLRQV�

7KHVH FKDQJHV DUH SDUWO\ UHVSRQVLEOH IRU WKH UHVWUXFWXULQJ RI WKH LQGXVWU\
GHVFULEHG LQ WKH 'HORLWWH 	 7RXFKH VWXG\ E\ FUHDWLQJ WKH VR IDU HOXVLYH
HFRQRPLHV RI VFDOH� 7KH WHFKQRORJLFDO GHYHORSPHQWV DOVR IDFLOLWDWH VRPH
RI WKH GLVDJJUHJDWLRQ RI WKH LQGXVWU\� )RU LQVWDQFH� ZKLOH LQ WKH SDVW
EDFN�RpFH RSHUDWLRQV ZRXOG XVXDOO\ UHVLGH LQ WKH VDPH SK\VLFDO ORFDWLRQ
ZKHUH WKH FXVWRPHU VHUYLFH ZRXOG WDNH SODFH� LW LV QRZ FRQFHLYDEOH WKDW
EDFN�RpFH RSHUDWLRQV FDQ WDNH SODFH LQ D FHQWUDOL]HG nUP�ZLGH SURFHVVLQJ
FHQWHU DW D UHPRWH ORFDWLRQ� %DFN�RpFH RSHUDWLRQV FRXOG YHU\ HDVLO\ WDNH
SODFH RYHUVHDV DW D FRXQWU\ ZLWK KLJKO\�VNLOOHG ODERU IRUFH� JRRG WHOHFRP�
PXQLFDWLRQV LQIUDVWUXFWXUH� DQG ORZHU ZDJHV DQG WD[ UDWHV� ,I -DSDQHVH
DXWRPRELOH PDQXIDFWXUHUV FRXOG SURGXFH LQ WKH 8�6�� DQG 8�6� PDQXIDF�
WXUHUV LQ 0H[LFR� LW LV HDV\ WR VHH EDQNV RXWVRXUFLQJ WKHLU RSHUDWLRQV WR
IRUPHU HDVWHUQ (XURSHDQ FRXQWULHV ZLWK KLJKO\ HGXFDWHG ZRUN IRUFH �EXW
SUHVHQWO\ SRRU WHOHFRPPXQLFDWLRQV LQIUDVWUXFWXUH�� &RQFHSWXDOO\� WKHUH LV
QR UHDVRQ ZK\ D EDQN FRXOG QRW UHVLGH RQ D KLJK�HQG SHUVRQDO FRPSXWHU�
7KH WUDQVPLVVLRQ RI GDWD IRU D VLPSOH LQVWUXFWLRQ VXFK DV PRYLQJ PRQH\
EHWZHHQ WZR DFFRXQWV LV YLUWXDOO\ IUHH RQ WKH ,QWHUQHW�

7KH WHFKQLFDO FKDQJHV RI ,7 DUH RQO\ RQH SDUW RI WKH HTXDWLRQ� :H DOVR
REVHUYH LQFUHDVLQJ DFFHVV RI FRQVXPHUV WR ,7� 7KH SUHVHQFH RI SHUVRQDO
FRPSXWHUV LQ KRXVHKROGV LV FRPPRQSODFH DQG DFFHVV WR WKH ,QWHUQHW LV LQ�
FUHDVLQJ UDSLGO\� &KDQJLQJ FRQVXPHU WDVWHV DmHFW WKH GHOLYHU\ FKDQQHOV
WKDW D EDQN
V FOLHQW LV OLNHO\ WR XVH� 7KH 'HORLWWH 	 7RXFKH VWXG\ IRXQG
WKDW GHSRVLWV UHPDLQ WKH RQO\ SURGXFW IRU ZKLFK FRQVXPHUV XVH WUDGLWLRQDO
GHOLYHU\ FKDQQHOV_WKH EUDQFK_LQ ODUJH SHUFHQWDJHV ������ DQG WKLV QXP�
EHU KDV UHPDLQHG FRQVWDQW� ,Q VHYHUDO RWKHU SURGXFWV_FRQVXPHU ORDQV�
KRXVLQJ nQDQFH� PXWXDO IXQGV� OLIH LQVXUDQFH_WKH XVH RI QRQ�WUDGLWLRQDO
GHOLYHU\ FKDQQHOV LV PXFK KLJKHU� DQG LV FRQWLQXRXVO\ JDLQLQJ JURXQG�

+RZ H[DFWO\ GR WKHVH FKDQJHV DIHVW SHUIRUPDQFH LV XQFOHDU� KRZHYHU�
WKH\ VKRXOG EH UHFRJQL]HG DV PDMRU IDFWRUV LQ XQGHUVWDQGLQJ SHUIRUPDQFH�
%DQNLQJ LQVWLWXWLRQV FDQ WDNH D SURDFWLYH SRVLWLRQ LQ DVVLPLODWLQJ WKHVH
FKDQJHV� DV KDSSHQHG IRU LQVWDQFH ZLWK WKH HVWDEOLVKPHQW RI WKH +(50(6
/DERUDWRU\ DW WKH :KDUWRQ 6FKRRO WKDW VWXGLHG WKH GHYHORSPHQWV RI KLJK�
SHUIRUPDQFH VXSHUFRPSXWLQJ IRU ULVN�PDQDJHPHQW DSSOLFDWLRQV �=HQLRV�
����� :RU]HO DQG =HQLRV� ������ 7KHUH LV HYLGHQFH �VHH WKH 'HORLWWH 	
7RXFKH VWXG\� WKDW WKH DVVLPLODWLRQ RI QHZ PRQH\�PRYLQJ WHFKQRORJLHV
E\ EDQNLQJ LQVWLWXWLRQV LV D JOREDO WUHQG� )RU LQVWDQFH� FDVK ZLWKGUDZDOV
WKURXJK $70 DV FRPSDUHG WR WKH WRWDO DPRXQW RI FDVK LQ FLUFXODWLRQ DO�
PRVW GRXEOHG LQ WKH 8�.� DQG ,WDO\ GXULQJ WKH SHULRG ����^����� DQG
VXEVWDQWLDO LQFUHDVHV ZHUH REVHUYHG LQ PRVW :HVWHUQ HFRQRPLHV�
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�� 7KH FKRLFH RI D FOLHQW PL[ ZDV WDUJHWHG DV RQH RI WKH VWUDWHJLF GULYHUV RI
SHUIRUPDQFH LQ VHFWLRQ ���� +RZHYHU� FRQVXPHU WDVWHV FKDQJH DQG WKHVH
FKDQJHV DUH DOVR PDMRU HQYLURQPHQWDO IDFWRUV LQ WKH SHUIRUPDQFH RI nQDQ�
FLDO LQVWLWXWLRQV� :H KDYH DOUHDG\ GHVFULEHG VRPH RI WKH FKDQJHV LQ WKH
,QWURGXFWLRQ� WKH VKLIW RI FRQVXPHU DVVHWV IURP EDQN GHSRVLWV WR RWKHU
nQDQFLDO PDUNHWV DQG WKH XVH RI PXOWLSOH GLVWULEXWLRQ FKDQQHOV� +RZHYHU�
FRQVXPHUV DUH W\SLFDOO\ FRQVHUYDWLYH LQ nQDQFLDO PDWWHUV DQG WKLV FRQ�
VHUYDWLVP KDV FRQWDLQHG D WLGDO ZDYH RI FKDQJH LQ WKH EDQNLQJ LQGXVWU\�
<RXQJHU SHRSOH VHHP PRUH ZLOOLQJ WR H[SHULPHQW ZLWK QRYHO EDQNLQJ SURG�
XFWV DQG GHOLYHU\ FKDQQHOV� DV ZHOO DV VZLWFKLQJ EDQNV� +DOI RI WKH EDQNLQJ
XVHUV LQ WKH 8�.� LQ WKH DJH JURXS ����� XVH WHOHSKRQH EDQNLQJ� FRPSDUHG
WR ��� RI WKRVH LQ WKH ����� DJH JURXS� DQG OHVV WKDQ ��� RI WKH ��� DJH
JURXS� $V WKH \RXQJHU JURXS DJHV� DQG LWV VKDUH RI DVVHWV LQ WKH HFRQRP\
LQFUHDVHV� WKH EDQNLQJ VHFWRU ZLOO LQFUHDVLQJO\ IHHO WKH HmHFWV IURP WKHLU
FKDQJLQJ QHHGV�

�� 7KH EDQNLQJ LQGXVWU\ LV� LQ PRVW FRXQWULHV� WLJKO\ UHJXODWHG� +RZHYHU� (X�
URSH LV PRYLQJ WRZDUGV D VLQJOH PDUNHW LQ UHWDLO EDQNLQJ DQG� LQ WKH 8QLWHG
6WDWHV� WKH IRUFHV WR UHSHDO RU XEVWDQWLDOO\ ZHDNHQ WKH *ODVV�6WHDJDOO $FW
DUH VWURQJHU WKDQ HYHU� &KDQJLQJ UHJXODWLRQV LV D NH\ HQYLURQPHQWDO IDFWRU
LQ XQGHUVWDQGLQJ SHUIRUPDQFH� )LUVW� GHUHJXODWLRQ DOORZV WKH IUDJPHQWD�
WLRQ DQG UHVKDSLQJ RI WKH LQGXVWU\� ZKLOH WHFKQRORJ\ IDFLOLWDWHV WKLV PRYH�
PHQW� 7KHUH LV HPSLULFDO HYLGHQFH IURP WKH 8QLWHG 6WDWHV WKDW GHUHJXOD�
WLRQ UHGXFHG WKH QXPEHU RI EDQNV DQG EDQNLQJ FRPSDQLHV ZKLOH LQFUHDVLQJ
WKHLU VL]H� 'HUHJXODWLRQ DOVR EURXJKW DERXW UHGXFWLRQ LQ WKH UDWLR RI QRQ�
LQWHUHVW H[SHQVHV WR DVVHWV DQG ORDQ FKDUJH�RmV� DQG WKHVH UHGXFWLRQV ZHUH
SDVVHG RQ WR FRQVXPHUV DV FRVW VDYLQJV� 3RVW�GHUHJXODWLRQ SHULRGV KDYH
DOVR ZLWQHVVHG LQFUHDVHV LQ WKH PDUNHW VKDUH RI KLJK�SURnW EDQNV�

:H QRWH WKDW UHJXODWLRQ LV LPSRVHG DORQJ ERWK D[LV RI WKH EDQNV RSHUD�
WLRQV� VHUYLFH GHOLYHU\ DQG nQDQFLDO LQWHUPHGLDWLRQ� 3UHVXPDEO\ UHJXOD�
WRUV GR QRW ZLVK WR LPSRVH UHVWULFWLRQV RQ D EDQN
V RSHUDWLRQV XQOHVV WKH
VHUYLFHV SURYLGHG DmHFW WKH nQDQFLDO LQWHUPHGLDWLRQ SURFHVV DQG WKH GH�
SRVLWRUV
 ULVN H[SRVXUH� $V ZH DUJXHG EHIRUH� WKHVH WZR SULPDU\ DFWLYLWLHV
RI D EDQN DUH WLJKWO\ LQWHUWZLQHG DQG� LQ WKH PLQG RI SROLF\ PDNHUV� WKH
IRUPHU LV DQ LQWHJUDO SDUW RI WKH ODWHU� &KDSWHU �� E\ -D\DUDWQH DQG 6WUD�
KDQ VXUYH\V WKH HmHFWV RI UHJXODWLRQ RQ EDQN SHUIRUPDQFH DQG SURYLGHV
HPSLULFDO HYLGHQFH WKDW GHUHJXODWLRQ GULYHV SHUIRUPDQFH�

� :KDW GR ZH NQRZ DERXW SHUIRUPDQFH DQG LWV
GULYHUV"

7KH nIWHHQ FKDSWHUV RI WKLV ERRN SUHVHQW WKH VWDWH�RI�WKH DUW LQ RXU XQGHUVWDQG�
LQJ RI SHUIRUPDQFH DQG LWV GULYHUV DORQJ WKH D[HV GHVFULEHG DERYH� 7KH FKDSWHUV

��



DUH RUJDQL]HG LQ WKUHH ORJLFDO JURXSV� 7KH nUVW JURXS �*HQHUDO� FRQWDLQV WZR
VXUYH\ SDSHUV RQ LQWHUQDWLRQDO VWXGLHV H[ORULQJ WKH HpFLHQF\ RI nQDQFLDO LQVWL�
WXWLRQV DQG HmRUWV LQ XQGHUVWDQGLQJ GLmHUHQFHV LQ HpFLHQF\� (pFLHQF\ DW WKH
RSHUDWLRQDO OHYHO �;�HpFLHQF\� KDV EHHQ KLVWRULFDOO\ WKH PRVW ZLGHO\ VWXGLHG
WRSLF RQ WKH SHUIRUPDQFH RI nQDQFLDO LQVWLWXWLRQV� &KDSWHUV � DQG � DSWO\ VXP�
PDUL]H WKH VWDWXV RI LQWHUQDWLRQDO HmRUWV LQ PHDVXULQJ WKH HpFLHQF\ RI nQDQFLDO
LQVWLWXWLRQV� DQG RXU XQGHUVWDQGLQJ RQ ZKDW GULYHV GLmHUHQFHV LQ RSHUDWLRQDO
HpFLHQF\� ,W OD\V WKH EDFNJURXQG IURP ZKLFK WKH QRYHO FRQWULEXWLRQV RI WKH
:KDUWRQ &RQIHUHQFH VWHP� 7KH UHVW RI WKLV YROXPH EXLOGV XSRQ DQG VXEVWDQ�
WLDOO\ H[SDQGV WKH ERG\ RI NQRZOHGJH VXPPDUL]HG LQ WKHVH WZR FKDSWHUV�

7KH VHFRQG JURXS� �'ULYHUV RI 3HUIRUPDQFH�� FRQWDLQV SDSHUV FRQFHUQHG ZLWK
WKH LGHQWLnFDWLRQ RI GULYHUV RI SHUIRUPDQFH� WKH VSHFLnFDWLRQ DQG PHDVXUHPHQW
RI WKHVH GULYHUV� DQG WKH PHDVXUHPHQW DQG EHQFKPDUNLQJ RI SHUIRUPDQFH SHU VH�
7KHVH SDSHUV IRFXV RQ WKH PRUH ZHOO XQGHUVWRRG DQG ZLGHO\ DFFHSWHG GULYHUV RI
SHUIRUPDQFH� VXFK DV HFRQRPLHV RI VFDOH DQG VFRSH� GLYHUVLnFDWLRQ� DOLJQPHQW�
KXPDQ UHVRXUFH PDQDJHPHQW HWF� 7KH WKLUG JURXS� �(QYLURQPHQWDO 'ULYHUV RI
3HUIRUPDQFH�� GHDOV ZLWK WHFKQRORJLFDO DQG UHJXODWRU\ LVVXHV DQG WKH HmHFWV RI
LQQRYDWLRQ RQ SHUIRUPDQFH� WKHVH DUH H[WHUQDO GULYHUV RI SHUIRUPDQFH GXH WR
HQYLURQPHQWDO FRQGLWLRQV IRU ZKLFK WKH LQVWLWXWLRQ PD\ KDYH OLWWOH RU QR FRQWURO�
)LQDOO\ WZR FKDSWHUV XQGHU WKH KHDGLQJ ?3HUIRUPDQFH DQG 5LVN 0DQDJHPHQW�
PDNH D FRQWULEXWLRQ LQ EULQJLQJ WRJHWKHU SHUIRUPDQFH DQG ULVN�PDQDJHPHQW�

��� 'ULYHUV RI SHUIRUPDQFH� LGHQWLnFDWLRQ� VSHFLnFDWLRQ
DQG PHDVXUHPHQW

7KH PRVW FXUUHQW DQG FRPSUHKHQVLYH NQRZOHGJH RQ VWUDWHJLF GULYHUV RI SHUIRU�
PDQFH LV GHULYHG IURP WKH %DQN $GPLQLVWUDWLRQ ,QVWLWXWH VWXG\ �5RWK DQG YDQ
GHU 9HOGH� ����� ������ 7KLV VWXG\_EDVHG RQ TXHVWLRQDLUHV DGPLQLVWHUHG WR WKH
KHDG RI UHWDLO EDQNLQJ DW DOO FRPPHUFLDO EDQNV LQ WKH 8�6� ZLWK D PLQLPXP RI
�� ELOOLRQ LQ DVVHWV_LGHQWLnHG VHYHUDO VXFFHVV IDFWRUV� oH[LELOLW\ DQG UHVSRQVLYH�
QHVV LQ RSHUDWLRQV� DELOLW\ WR XQGHUVWDQG WLPH�EDVHG FRPSHWLWLRQ LQ UHVSRQVH WR
FXVWRPHU QHHGV DQG H[SHFWDWLRQ� DELOLW\ WR FKDQJH FDSDFLW\ UDSLGO\ DQG LPSURYH
FXVWRPHU DFFHVV� DELOLW\ WR LQWURGXFH LQQRYDWLYH SURGXFWV TXLFNO\ WKURXJK VXSH�
ULRU ZRUNIRUFH DQG V\VWHPV� DELOLW\ WR PDWFK SURGXFWV WR FXVWRPHU H[SHFWDWLRQV
HmHFWLYHO\� %HVW�LQ�FODVV EDQNV ZHUH IRXQG WR H[FHO LQ PDUNHWLQJ� RSHUDWLRQV�
RUJDQL]DWLRQDO VWUXFWXUH DQG KXPDQ UHVRXUFH PDQDJHPHQW VLPXOWDQHRXVO\� 7KLV
VWXG\ FRQFOXGHG E\ SURFODLPLQJ FXVWRPHU�SHUFHLYHG TXDOLW\ DV WKH NH\ GULYHU
IRU UHWDLO EDQNLQJ SHUIRUPDQFH LQ WKH ����
V� 6RPH RI WKH FDVH�EDVHG nQGLQJV RI
WKH %DQN $GPLQLVWUDWLRQ ,QVWLWXWH VWXG\ DUH IXUWKHU FRUURERUDWHG DQG H[SDQGHG
XSRQ E\ WKH FKDSWHUV LQ WKLV JURXS�

.OHLQ DQG 6DLGHQEHUJ� DQG 0HDGRU� 5\DQ DQG 6FKHOOKRUQ VWXG\ HFRQRP\
RI VFRSH HmHFWV DQG WKH DGYDQWDJHV RI RmHULQJ PXOWLSOH SURGXFWV WKURXJK FRP�
SOH[ RUJDQL]DWLRQDO VWUXFWXUHV� &KDSWHU � 'LYHUVLnFDWLRQ� RUJDQL]DWLRQ DQG HI�
nFLHQF\� HYLGHQFH IURP EDQN KROGLQJ FRPSDQLHV LV FRQFHUQHG ZLWK YDOXH�DGGHG
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IURP WKH UHFHQW ZDYH RI WDNHRYHUV� UHVWUXFWXULQJ DQG FRQVROLGDWLRQV LQ WKH EDQN�
LQJ LQGXVWU\� 0XOWL�EDQN EDQN KROGLQJ FRPSDQLHV �0%+&� LQ WKH 8�6� DUH
GLYHUVLnHG LQWHUVWDWH nQDQFLDO nUPV WKDW DUH HPHUJLQJ DV D UHVXOW RI WKH IRUFHV RI
FKDQJH GHVFULEHG LQ WKH HDUOLHU VHFWLRQV RI WKLV FKDSWHU� 7KH\ DUH DOVR D PDQLIHV�
WDWLRQ RI WKH UHVWUXFWXUHG RUJDQL]DWLRQV DQWLFLSDWHG E\ WKH 'HORLWWH 	 7RXFKH
VWXG\� (PSLULFDO DQDO\VLV RI GDWD IURP ��� 0%+& RYHU WKH SHULRG ���� WR ����
SURYLGHV HYLGHQFH WKDW GLYHUVLnFDWLRQ_LQ SURGXFW DQG JHRJUDSKLFDO VFRSH_DGGV
YDOXH� :KHUH LV WKLV YDOXH�DGGHG FRPLQJ IURP" 7KH DXWKRUV SURYLGH DQ Hp�
FLHQF\ WKHRU\ H[SODQDWLRQ� GLYHUVLnHG LQVWLWXWLRQV EHQHnW IURP RSSRUWXQLWLHV
IRU LQWHUQDO UHVRXUFH DOORFDWLRQ DQG� WKHUHIRUH� FDQ KROG OHVV FDSLDO DQG GR PRUH
OHQGLQJ WKDQ PRUH IRFXVHG LQVWLWXWLRQV� 7KH H[WUD LQFRPH WKXV HDUQHG LV PRUH
WKDQ DGHTXDWH LQ FRPSHQVDWLQJ IRU WKH LQFUHDVHG FRVW RI WKH FRPSOH[LWLHV RI WKH
LQWHUQDO RUJDQL]DWLRQ� 6LPLODU LVVXHV DUH DGGUHVVHG LQ &KDSWHU � 3URGXFW IRFXV
YHUVXV GLYHUVLnFDWLRQ� HVWLPDWHV RI ;�HpFLHQF\ IRU WKH 8�6� OLIH LQVXUDQFH LQ�
GXVWU\� 7KH DXWKRUV VWXG\ ;�HpFLHQF\ RI ��� LQVXUDQFH nUPV RYHU WKH SHULRG
���� WR ����� DQG WHVW IRU D UHODWLRQVKLS EHWZHHQ D nUP
V RXWSXW FKRLFH DQG
PHDVXUHV RI ;�HpFLHQF\� 7KHLU DQDO\VLV HVWDEOLVKHV WKDW GLYHUVLnFDWLRQ DFURVV
PXOWLSOH SURGXFW OLQHV UHVXOWHG LQ JUHDWHU ;�HpFLHQF\ WKDQ PRUH IRFXVHG SURG�
XFW VWUDWHJLHV� ,W LV LQWHUHVWLQJ WR DGG WR WKH nQGLQJV RI WKHVH WZR FKDSWHUV WKH
UHVXOWV RI WKH DQDO\VLV LQ 6RWHULRX DQG =HQLRV ������ ZKHUH WKH\ HVWDEOLVKHG WKDW
HFRQRPLHV RI VFRSH DQG SURGXFW SRUWIROLR FKRLFHV KDYH D PXFK VWURQJHU HmHFW
WKDQ RSHUDWLRQDO FKRLFHV RQ ;�HpFLHQF\� 7KHVH FKDSWHUV� FROOHFWLYHO\� SDYH WKH
ZD\ IRU HYDOXDWLQJ GLYHUVLnHG nQDQFLDO SURYLGHUV� $V FRPSDQLHV IURP $PHUL�
FDQ ([SUHVV WR 6HDUV DQG )RUG 0RWRU &R� HQJDJH LQ LQVXUDQFH� nQDQFLQJ DQG
VHFXULWLHV XQGHUZULWLQJ EH\RQG WKHLU SULPDU\ EXVLQHVV� WKH SHUIRUPDQFH RI GLYHU�
VLnHG SURYLGHUV EHFRPHV D NH\ TXHVWLRQ IRU UHJXODWRUV DQG SROLF\ PDNHUV� 7KHVH
FKDSWHUV SURYLGH NH\ LQSXWV WR PDQDJHUV IDFLQJ VWUDWHJLF FKRLFHV RQ SURGXFW
SRUWIROLR�

&KDSWHU � 2XWSHUIRUPDQFH� 'RHV PDQDJHULDO VSHFLDOL]DWLRQ SD\" E\ 3� (LFK�
KROW]� +� 2S 
W 9HOG DQG 0� 6FKZHLW]HU FKDOOHQJHV WKH XQLYHUVDO YDOLGLW\ RI SURG�
XFW GLYHUVLnFDWLRQ� 7KH\ VWXG\ WKH SHUIRUPDQFH RI LQYHVWPHQW WUXVWV� DQG LQ SDU�
WLFXODU 5HDO (VWDWH ,QYHVWPHQW 7UXVWV �5(,7�� 7KH\ DQDO\]H WKH SHUIRUPDQFH
RI ��� HTXLW\ 5(,76 RYHU WKH SHULRG ���� WR ����� VWXG\LQJ WKH UHODWLRQVKLS
EHWZHHQ WUXVW SHUIRUPDQFH_RYHU DQG DERYH D EURDGO\ GHnQHG PDUNHW LQGH[_
DQG VSHFLDOL]DWLRQ E\ SURSHUW\ W\SH DQG JHRJUDSKLF ORFDWLRQ� 7KH\ nQG WKDW
FRPSDQLHV VSHFLDOL]LQJ LQ D VSHFLnF W\SH RI SURSHUW\ RXWSHUIRUP WKH PDUNHW�
ZKHUHXV JHRJUDSKLFDO VSHFLDOL]DWLRQ UHVXOWV LQ XQGHUSHUIRUPDQFH� +RZHYHU� WKH
FKRLFH RI 5(,7V DV WKH GDWD VHW PD\ OLPLW WKH DSSOLFDELOLW\ RI FRQFOXVLRQV WR UHDO
DVVHWV RU WR LQVWLWXWLRQV WKDW DUH QRW H[WHQVLYHO\ GLYHUVLnHG LQ WKH nUVW SODFH�
5(,7V DUH UHTXLUHG WR LQYHVW XS WR ��� LQ UHDO HVWDWH� ,W LV ZLWKLQ WKLV UHVWULFWLYH
LQYHVWPHQW XQLYHUVH WKDW SURGXFW VSHFLDOL]DWLRQ DSSHDUV WR SD\� 7KH LQIHUHQFHV
RI WKLV SDSHU PD\ QRW EH HDVLO\ DSSOLHG WR nQDQFLDO LQVWLWXWLRQV ZKLFK LQYHVW LQ
nQDQFLDO DVVHWV� 1HYHUWKHOHVV� WKLV FKDSWHU KLJKOLJKWV WR QHHGV WR FDUHIXOO\ VWXG\
HFRQRPLHV RI VFRSH VLQFH WKH\ PD\ QRW DOZD\V EH SUHVHQW DQG WKXV� WKH KLJKHU
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FRVWV RI GLYHUVLnFDWLRQ PD\ QRW EH IXOO\ MXVWLnHG�
&KDSWHU � %DQN UHODWLRQVKLSV� D UHYLHZ E\ 6� 2QJHQD DQG '�&� 6PLWK PRYHV

IURP WKH EDQN DV D VHOI�FRQWDLQHG RUJDQL]DWLRQ� WR WKH FRQVXPHU DQG WKH UHODWLRQ�
VKLSV RI WKH RUJDQL]DWLRQ ZLWK WKH FRQVXPHU� ,W KDV ORQJ EHHQ UHFRJQL]HG WKDW
UHODWLRQVKLSV EHWZHHQ D nUP�FXVWRPHU DQG LWV EDQN DUH VLJQLnFDQW DQG OHDGV WR
EHQHnWV DFFUXHG WKURXJK WLPH WR ERWK� 5HODWLRQVKLSV WDNH VHYHUDO IRUPV� WKH\
KDYH YDU\LQJ HmHFWV� DQG WKHLU SUHVHQFH DQG HmHFWV DUH FRQWH[W GHSHQGHQW� 7KLV
FKDSWHU SURYLGHV D UHYLHZ RI WKH OLWHUDWXUH RQ WKH GXUDWLRQ� VFRSH� FRQWURO� DQG
GHQVLW\ RI EDQN UHODWLRQVKLSV� ,W VXPPDUL]HV HPSLULFDO HYLGHQFH RQ WKH EHQ�
HnWV DQG FRVWV RI EDQN UHODWLRQVKLSV� DQG GLVFXVVHV WKH FRPSOH[ LPSOLFDWLRQV
RI EDQN UHODWLRQVKLSV WR WKH HFRQRP\� $V ZH GHYHORS DQ XQGHUVWDQGLQJ WKDW
FXVWRPHU�SHUFHLYHG TXDOLW\ RI VHUYLFHV LV D VWUDWHJLF GULYHU RI SHUIRUPDQFH� WKLV
FKDSWHU GHYHORSV RXU XQGHUVWDQGLQJ RQ KRZ WR GHYHORS UHODWLRQVKLSV ZLWK WKH
FOLHQW� HVSHFLDOO\ ZKHQ WKH FOLHQW LV D nUP� DQG KRZ WKHVH UHODWLRQVKLSV FDQ DmHFW
SHUIRUPDQFH� 5HODWLRQVKLSV LV EXW RQH PHDQV IRU DFKLHYLQJ HYHQWXDO FXVWRPHU
VDWLVIDFWLRQ ZLWK LWV HVWDEOLVKHG SRVLWLYH HmHFWV RQ ORQJ�WHUP nQDQFLDO SHUIRU�
PDQFH�

&KDSWHU � ,QVLGH WKH EODFN ER[� ZKDW PDNHV D EDQN HpFLHQW" PDNHV WKH OHDS
IURP WKH HpFLHQF\ PHDVXUHPHQW VWXGLHV LQ &KDSWHUV � DQG � WR DQ XQGHUVWDQG�
LQJ RI ZKDW GULYHV HpFLHQF\ DW WKH OHYHO RI VWUDWHJ\ H[HFXWLRQ� 6\QWKHVL]LQJ
PRUH WKDQ nIWHHQ \HDUV RI DFDGHPLF UHVHDUFK OLWHUDWXUH IURP HFRQRPLFV� VHU�
YLFH PDQDJHPHQW DQG RSHUDWLRQV PDQDJHPHQW� DQG WKH HPSLULFDO UHVXOWV RI D
IRXU�\HDU UHVHDUFK HmRUW E\ WKH :KDUWRQ )LQDQFLDO ,QVWLWXWLRQV 5HVHDUFK &HQ�
WHU� )UHL� +DUNHU DQG +XQWHU SURYLGH D FRPSUHKHQVLYH SDSHU IRU WKH DQDO\VLV RI
;�HpFLHQF\ LQ nQDQFLDO VHUYLFHV� 7KH\ LGHQWLI\ WKH IROORZLQJ GULYHUV RI WKH SHU�
IRUPDQFH RI nQDQFLDO LQVWLWXWLRQV� KXPDQ UHVRXUFH PDQDJHPHQW �+50�� DQG WKH
DOLJQPHQW RI +50 VXEV\VWHPV ZLWKLQ D FRPSOH[ RUJDQL]DWLRQ ZLWK HDFK RWKHU
DQG ZLWK WKH RUJDQL]DWLRQ
V VWUDWHJLF JRDOV� FDSLWDO DQG� LQ SDUWLFXODU� ,7 FDSLWDO�
DQG WKH DOLJQPHQW RI ,7 FDSLWDO H[SHQGLWXUH ZLWK LQYHVWPHQWV RQ ,7 SHUVRQQHO�
SURFHVV HpFLHQF\ DQG SURFHVV YDULDELOLW\ DQG WKH DOLJQPHQW RI SURFHVVHV ZLWK
VWUDWHJ\� 7KLV FKDSWHU SURYLGHV HPSLULFDO HYLGHQFH WKDW WKHVH IDFWRUV GR LQGHHG
GULYH SHUIRUPDQFH� DW OHDVW LQ WKH VDPSOH RI ��� EDQN KROGLQJ FRPSDQLHV DQG
��� EDQNV FRYHUHG E\ WKH DXWKRUV
 VXUYH\� 7KLV VXUYH\ FRYHUV ��� RI WKH WRWDO
LQGXVWU\ DV PHDVXUHG E\ DVVHW VL]H DQG LV WKH PRVW FRPSUHKHQVLYH VXUYH\ RI LWV
NLQG RQ WKH UHWDLO EDQNLQJ LQGXVWU\ WR GDWH�

&KDSWHUV � DQG ��� E\ $WKDQDVVRSRXORV DQG $WKDQDVVRSRXORV� 6RWHULRX DQG
=HQLRV DUH FRQFHUQHG ZLWK WKH PHDVXUPHQW RI SHUIRUPDQFH DQG� LQ SDUWLFXODU� LQ
GLVHQWDQJOLQJ VHYHUDO GULYHUV RI SHUIRUPDQFH� :H KDYH DUJXHG DW WKH EHJLQQLQJ
RI WKLV FKDSWHU WKDW WKH UHODWLRQVKLSV EHWZHHQ WKH PDQ\ GULYHUV RI SHUIRUPDQFH
DUH TXLWH FRPSOH[� 7KHVH WZR FKDSWHUV EXLOG RQ WKH ZLGHO\ GHYHORSHG PHWKRG�
RORJ\ RI 'DWD (QYHORSPHQW $QDO\VLV WR GHYHORS PRGHOV IRU GLVHQWDQJOLQJ WKH
HmHFWV RI YDULRXV GULYHUV IRU nQDQFLDO LQVWLWXWLRQV� &KDSWHU � PDNHV WKH OLQN RI
FDSDELOLWLHV ZLWK WKH TXDOLW\ RI VHUYLFHV DQG SHUIRUPDQFH� &KDSWHU �� VXFFHHGV
LQ LVRODWLQJ PDQDJHULDO HmHFWV IURP HQYLURQPHQWDO HmHFWV_FRXQWU\ VSHFLnF_

��



RQ ;�HpFLHQF\� (PSLULFDO UHVXOWV DW WKH EUDQFK OHYHO IURP EDQNV LQ WKH 8�.��
*UHHFH� DQG &\SUXV HVWDEOLVK PHDVXUDEOH HmHFWV RI VHUYLFH TXDOLW\ RQ EUDQFK
SHUIRUPDQFH� DQG DOVR HVWDEOLVKHV WKH GLVDGYDQWDJHV RI EUDQFKHV RSHUDWLQJ LQ
WLJKWO\ UHJXODWHG nQDQFLDO UHJLPHV RYHU WKRVH RSHUDWLQJ LQ GHUHJXODWHG HQYLURQ�
PHQWV LQ HFRQRPLHV ZLWK KLJKO\�GHYHORSHG nQDQFLDO VHFWRUV�

��� (QYLURQPHQWDO GULYHUV RI SHUIRUPDQFH� LQQRYDWLRQ� UHJ�
XODWLRQV DQG WHFKQRORJ\

7KH UHYROXWLRQ LQ HOHFWURQLF WHFKQRORJLHV RI WKH ����
V SRVHV VSHFLDO FKDOOHQJHV IRU
nQDQFLDO VHUYLFHV� 7KLV VSHFLDO LPSDFW VKRXOG FRPH DV QR VXUSULVH� LQIRUPDWLRQ�
DIWHU DOO� OLHV DW WKH KHDUW RI VXFFHVVIXO SURYLVLRQ RI nQDQFLDO VHUYLFHV� DQG WKH
JHQHUDWLRQ� PDQLSXODWLRQ� VWRUDJH DQG WUDQVPLVVLRQ RI LQIRUPDWLRQ KDV EHHQ DW
WKH KHDUW RI WKH HOHFWURQLF UHYROXWLRQ� :KLOH HOHFWURQLF WHFKQRORJLHV DUH QRW QHZ
WR EDQNLQJ_?ZLUH WUDQVIHUV� DUH DV ROG DV WKH WHOHJUDSK_WKH WHFKQRORJLHV RI WKH
����V GR VHHP GLmHUHQW� 2OGHU WHFKQRORJLFDO FKDQJHV DQG LQQRYDWLRQ IRFXVHG RQ
SURGXFWLRQ DQG ?EDFN RpFH� IXQFWLRQV� DQG UDLVHG HpFLHQF\ DQG RXWVRXUFLQJ
TXHVWLRQV� 7KH UHFHQW LQQRYDWLRQV� ZKLOH DOVR HQFRPSDVV YHUWLFDO LQWHJUDWLRQ
LVVXHV� UDLVH PRUH IXQGDPHQWDO TXHVWLRQV FRQFHUQLQJ FRPSHWLWLRQ DPRQJ EDQNV
DQG QRQ�EDQNV� LQWHUDFWLRQ ZLWK WKH FRQVXPHU� DQG WKH GHOLYHU\ RI LQQRYDWLYH
SURGXFWV� &KDSWHU �� 7KH FKDOOHQJHV RI QHZ HOHFWURQLF WHFKQRORJLHV LQ EDQN�
LQJ� SULYDWH VWUDWHJLHV DQG SXEOLF SROLFLHV E\ +RUYLW] DQG :KLWH GLVFXVVHV IRXU
WHFKQRORJLFDO LQQRYDWLRQV_HOHFWURQLF ELOO�SD\LQJ� KRPH EDQNLQJ� LQWHUQHW WUDQV�
DFWLRQV� DQG VWRUHG�YDOXH FDUGV_DQG XVHV HFRQRPLF DQDO\VLV WR FRQVLGHU ZKDW
FKDOOHQJHV WKH\ SRVH IRU EDQNV DQG EDQN UHJXODWRUV� :LWK WKLV XQGHUVWDQGLQJ
RI WKH FKDOOHQJHV� EDQNV DQG UHJXODWRUV DOLNH FDQ WDNH FDXWLRXV DQG PHDVXUHG
VWHSV WR DYRLG WKH ULVNV RI EHLQJ OHIW EHKLQG GXH WR PLQLPDOLVW DFWLRQV DW D WLPH
RI UDSLG WHFKQRORJLFDO FKDQJH� RU WKH ULVNV RI SOXQJLQJ LQWR WKH QHZ WHFKQRORJLHV
DQG VXEVHTXHQWO\ EH SURYHQ ZURQJ�

&KDSWHU �� 7HFKQRORJLFDO FKDQJH� nQDQFLDO LQQRYDWLRQ DQG nQDQFLDO UHJXOD�
WLRQ LQ WKH 8�6� E\:KLWH WDNHV WKH FKDOOHQJHV RI WHFKQRORJLFDO FKDQJH WR WKH QH[W
OHYHO� WKDW RI nQDQFLDO LQQRYDWLRQ� )LQDQFLDO LQQRYDWLRQ �VHH� H�J�� &RQVLJOLR DQG
=HQLRV� ����� FDQ SODFH VHULRXV VWUDLQV RQ WKH LQFXPEHQWV LQ D SDUWLFXODU LQGXV�
WU\ RU VHFWRU RQ ZKLFK WKH\ DUH IRFXVHG DV ZHOO DV FUHDWLQJ FKDOOHQJHV IRU SXEOLF
SROLF\� HVSHFLDOO\ LQ KHDYLO\ UHJXODWHG LQGXVWULHV� :KLOH nQDQFLDO LQQRYDWLRQ LV
RYHUDOO EHQHnFLDO IRU WKH HFRQRP\ DQG WKH nQDQFLDO V\VWHP� SXEOLF SROLF\ DQG
UHJXODWLRQV KDYH SRWHQWLDOO\ GXDO LPSDFW� WKH\ PD\ HQFRXUDJH RU LQKLELW LQQRYD�
WLRQ� 7KLV FKDSWHU SUHVHQWV D FODVVLnFDWLRQ RI nQDQFLDO LQVWLWXWLRQV_ nQDQFLDO
LQWHUPHGLDULHV DQG nQDQFLDO IDFLOLWDWRUV_DQG D FODVVLnFDWLRQ RI UHJXODWLRQV_
HFRQRPLF UHJXODWLRQV� KHDOWK�VDIHW\�HQYLURQPHQW UHJXODWLRQV� DQG LQIRUPDWLRQ
UHJXODWLRQV� 7KHVH FODVVLnFDWLRQV DOORZ WKH DXWKRU WR GHDO ZLWK D JUHDW YDUL�
HW\ RI LVVXHV UHODWLQJ WR WKH FRPSOH[ LPSDFWV RI UHJXODWLRQV RQ LQQRYDWLRQ DQG
YLFH YHUVD� $V LQ WKH SUHFHGLQJ FKDSWHU� WKLV DQDO\VLV FDQ JXLGH SROLF\ PDNHUV
LQ DGRSWLQJ UHJXODWLRQV WKDW GR QRW GLVWRUW RU VWLoH EHQHnFLDO LQQRYDWLRQ� ZKLOH
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UHVSRQGLQJ DSSURSULDWHO\ WR WKH FKDOOHQJHV WKDW nQDQFLDO LQQRYDWLRQ SRVHV�
7KH EURDGHU HmHFWV RI UHJXODWLRQV RQ EDQN SHUIRUPDQFH DUH nQDOO\ GLVFXVVHG

LQ &KDSWHU �� 7KH HmHFWV RI UHJXODWLRQ RQ %DQN SHUIRUPDQFH LQ WKH 8QLWHG
6WDWHV E\ -D\DUDWQH DQG 6WUDKDQ� %DQNV LQ WKH 8�6� DQG RWKHU FRXQWULHV DUH
VXEMHFWHG WR D ZLGH UDQJH RI UHJXODWLRQV� LQFOXGLQJ WKRVH WKDW OLPLW DFWLYLWLHV�
WKRVH UHODWHG WR SUHVHUYLQJ WKH VDIHW\ DQG VRXQGQHVV RI EDQNLQJ LQVWLWXWLRQV�
WKRVH WKDW FRQVWUDLQW SULFLQJ� DQG WKRVH WKDW DmHFW EDQNV
 DELOLW\ WR H[SDQG
JHRJUDSKLFDOO\� (DFK VHW RI UHJXODWLRQV KDV DQ HmHFW RQ WKH SHUIRUPDQFH RI WKH
LQVWLWXWLRQ� 7KH DXWKRUV RI &KDSWHU �� nUVW JLYH D EULHI RYHUYLHZ RI VHYHUDO
IRUPV RI UHJXODWLRQ� DQG IRFXV RQ JHRJUDSKLF UHVWULFWLRQV WKDW VHUYH DV HQWU\
UHVWULFWLRQV DQG KHQFH� OLPLW ERWK VFRSH DQG VFDOH� )URP VWXG\LQJ WKH OLWHUDWXUH
RQ WKLV WRSLF DQG DQDO\VLQJ HPSLULFDO GDWD EHWZHHQ UHJXODWHG DQG XQUHJXODWHG
UHJLPHV_H�J�� 8�6� YV &DQDGD� DQG VSHFLnF VWDWHV LQ WKH 8�6� EHIRUH DQG DIWHU
GHUHJXODWLRQ WRRN SODFH_ZH JUDGXDOO\ FRPH WR UHDOL]H WKDW HQWU\ UHVWULFWLRQV
KDG D WUHPHQGRXV LPSDFW RQ WKH LQGXVWU\� DQG WKHLU HmHFWV KDYH RQO\ UHFHQWO\
EHHQ IXOO\ DSSUHFLDWHG� $OWKRXJK LQGLYLGXDO EDQNV DQG RWKHU SDUWLHV PD\ KDYH
EHQHnWHG IURP WKHVH UHVWULFWLRQV� HYLGHQFH UHYHDOV WKDW JHRJUDSKLF UHVWULFWLRQV
LQFUHDVH EDQN LQVWDELOLW\ E\ SUHYHQWLQJ DGHTXDWH GLYHUVLnFDWLRQ DQG UHGXFHG
LQGXVWU\ HpFLHQF\� 7KH HPSLULFDO DQDO\VLV VXSSRUWV D GHFOLQH RI QRQ�LQWHUHVW
UHODWHG FRVWV DQG LQWHUHVW UDWHV DIWHU GHUHJXODWLRQ� LQFUHDVH LQ PDUNHW VKDUH E\
WKH PRVW SURnWDEOH EDQNV DIWHU GHUHJXODWLRQ� DQG GHFUHDVH RI WKH YDULDELOLW\ LQ
EDQNV
 SURnWV DIWHU GHUHJXODWLRQ� 7KXV� ZH GHYHORS QRW RQO\ DQ XQGHUVWDQG�
LQJ WKDW UHJXODWLRQV DmHFW SHUIRUPDQFH� EXW DOVR ZKDW NLQG RI UHJXODWLRQV PD\
EH GHWULPHQWDO WR SHUIRUPDQFH RI WKH LQVWLWXWLRQV DQG� KHQFH� DJDLQVW WKH EHVW
LQWHUHVWV RI WKH FRQVXPHU DQG WKH HFRQRP\�

��� 3HUIRUPDQFH DQG 5LVN 0DQDJHPHQW

$OWKRXJK ULVN PDQDJHPHQW LV RQH RI WKH SULPDU\ IXQFWLRQV RI D EDQN_WUDGLWLRQDOO\
LW ZDV WKH SULPDU\ IXQFWLRQ_YHU\ OLWWOH KDV EHHQ GRQH WR GDWH WR OLQN ULVN PDQ�
DJHPHQW ZLWK SHUIRUPDQFH� &KDSWHU �� E\ 'HZHQWHU DQG +HVV 5LVN DQG UHWXUQV
LQ UHODWLRQVKLS DQG WUDQVDFWLRQDO EDQNV SURYLGHV D VDPSOH RI WKH W\SH RI UHVHDUFK
ZH QHHG WR XQGHUWDNH LQ OLQNLQJ SHUIRUPDQFH ZLWK ULVN PDQDJHPHQW� :H VXUPLVH
WKDW WKH WLPH LV ULSH IRU OLQNLQJ WKH UHVXOWV RI WKH SUHYLRXV :KDUWRQ )LQDQFLDO
,QVWLWXWLRQV &RQIHUHQFHV_5LVN 0DQDJHPHQW IRU %DQNV DQG 5LVN 0DQDJHPHQW
IRU ,QVXUHUV_ZLWK WKH nQGLQJV RI RXU FRQIHUHQFH RQ 3HUIRUPDQFH RI )LQDQFLDO
,QVWLWXWLRQV�

(FRQRPLF VWXGLHV RI EDQN SHUIRUPDQFH XVH IRUZDUG�ORRNLQJ PHDVXUHV� YLHZ�
LQJ WKH EDQN DV DQ RQJRLQJ FRQFHUQ DQG LWV YDOXH LV D PHDVXUH RI SHUIRUPDQFH�
%DFNZDUG�ORRNLQJ VWXGLHV DVN ZK\ D EDQN SHUIRUPHG WKH ZD\ LW GLG IRU D VSH�
FLnF SHULRG RI WLPH� 8VLQJ D EDQN
V HFRQRPLF SURnW_HDUQLQJV PLQXV FDSLWDO
FKDUJH_DV D VXPPDU\ PHDVXUH RI SDVW SHUIRUPDQFH� ZH PD\ FRPELQH ULVNV DQG
UHWXUQV� 'HZHQWHU DQG +HVV VWXG\ WKH EDQNV
 FRVW RI FDSLWDO_WKH ULVN\ SDUW
RI WKH HFRQRPLF SURnW WKDW PHDVXUHV WKH H[SHFWHG UDWH RI UHWXUQ WKDW DQ LQ�
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YHVWRU IRUJRHV E\ LQYHVWLQJ LQ WKH EDQN LQVWHDG RI RWKHU LQYHVWPHQWV RI HTXDO
ULVN_LQ WKH FRQWH[W RI DOWHUQDWLYH RUJDQL]DWLRQDO VWUXFWXUHV� ,Q SDUWLFXODU� WKH\
FRPSDUH WUDQVDFWLRQDO DQG UHODWLRQVKLS EDQNV� :KLOH &KDSWHU � UHYLHZV EDQN
UHODWLRQVKLSV LQ JHQHUDO DQG HVWDEOLVK WKHLU HmHFWV RQ SHUIRUPDQFH DQG JHQHUDO
HFRQRPLF DFWLYLW\� &KDSWHU �� PDNHV WKH OLQN RI UHODWLRQVKLSV ZLWK ULVN� 7KH
DXWKRUV HPSLULFDOO\ WHVW GLmHUHQFHV LQ PDUNHW ULVN DQG GHIDXOW ULVN H[SRVXUHV
EHWZHHQ WUDQVDFWLRQDO EDQNV_IRXQG LQ WKH 8�6� DQG 8�.�_DQG UHODWLRQVKLS
EDQNV_IRXQG LQ -DSDQ DQG *HUPDQ\� 7KH\ nQG WKDW WKH PDUNHW ULVN RI 8�6�
EDQNV ULVHV GXULQJ SHULRGV RI HFRQRPLF FRQWUDFWLRQ� ZKLOH WKH PDUNHW ULVN RI
-DSDQHVH EDQNV IDOOV GXULQJ WKHVH SHULRGV �WKH PDUNHW ULVN RI 8�.� DQG *HUPDQ
EDQNV GRHV QRW FKDQJH RYHU WKH EXVLQHVV F\FOH�� 7KH\ DOVR nQG WKDW WKH UHWXUQV
RI RQO\ WKH 8�6� DQG 8�.� EDQNV VKRZ D VLJQLnFDQW OLQN WR GHIDXOW ULVN� 7KHVH
UHVXOWV VXSSRUW WKH LGHD WKDW UHODWLRQVKLS EDQNV DUH PRUH HmHFWLYH PRQLWRUV WKDQ
WUDQVDFWLRQDO EDQNV� SURYLGLQJ VRPH OLQN EHWZHHQ RUJDQL]DWLRQ VWUXFWXUHV DQG
ULVN PDQDJHPHQW�

6� =DKHHU LQ &KDSWHU �� $FFHSWDEOH ULVN� D VWXG\ RI JOREDO FXUUHQF\ WUDGLQJ
URRPV LQ WKH 8�6� DQG -DSDQ WDNHV D ORRN DW D GLmHUHQW SDUW RI WKH UHODWLRQ�
VKLS EHWZHHQ RUJDQL]DWLRQDO VWUXFWXUHV DQG ULVN� ,Q SDUWLFXODU� VKH VWXGLHV WKH
HmHFW RI RUJDQL]DWLRQDO VWUXFWXUHV RQ DQ LQVWLWXWLRQ
V ULVN DSSHWLWH DQG VNLOO LQ
ULVN PDQDJHPHQW� 6WDUWLQJ IURP D UHDOL]DWLRQ WKDW ULVN�WDNLQJ LQ nQDQFH LV D
SUHFXUVRU WR SURnW�PDNLQJ� WKLV FKDSWHU WULHV WR LGHQWLI\ WKRVH FKDUDFWHULVWLFV
WKDW DmHFW DQ RUJDQL]DWLRQ
V DELOLW\ WR WDNH VXFK ULVNV� DQG WKHUHIRUH GULYH LWV
SHUIRUPDQFH� ,Q D VWXG\ RI WUDGLQJ URRPV_SULPH VSHFLPHQV RI DJHQWV WKDW
DVVXPH ULVN IRU WKH SXUSRVH RI PDNLQJ SURnWV_LQ WKH 8�6� DQG -DSDQ� VKH LQ�
YHVWLJDWHV WKH HmHFW RI FRQWURO VWUDWHJLHV� QRUPV RI DFFHSWDEOH ULVN� DQG QDWLRQDO
FXOWXUH RQ ULVN�WDNLQJ� $QDO\]LQJ GDWD IURP ��� WUDGHUV LQ VSRW DQG IRUZDUG
IRUHLJQ�H[FKDQJH RSHUDWLRQV LQ WZHQW\�HLJKW WUDGLQJ URRPV RI HLJKW -DSDQHVH
DQG HLJKW 8�6� EDQNV� VKH LGHQWLnHV UHODWLRQVKLS EHWZHHQ ULVN�WDNLQJ� FRQWURO
VWUDWHJLHV� DQG QRUPV RI DFFHSWDEOH ULVN� KRZHYHU� VKH nQGV QR VLJQLLFDQW HmHFWV
IURP QDWLRQDO FXOWXUH� 7KHVH nQGLQJV DUH FDVW QRW VLPSO\ LQ WKH IUDPHZRUN RI
ULVN�WDNLQJ� EXW LQ WKH PRUH UHOHYDQW PHWULF RI ULVN�WUDQVIRUPDWLRQ ZKLFK LV WKH
DELOLW\ WR WUDQVODWH KLJKHU�OHYHOV RI ULVN WR KLJKHU UHWXUQV�

� :KDW LV PLVVLQJ" )XWXUH GLUHFWLRQV���

7KH FKDSWHUV LQ WKLV YROXPH DUH QRW H[KDXVWLYH LQ GHVFULELQJ ZKDW ZH NQRZ RQ
WKH SHUIRUPDQFH RI nQDQFLDO LQVWLWXWLRQV� +RZHYHU� FROOHFWLYHO\� WKH\ KHOS WR nOO
LQ WKH RYHUDOO SHUIRUPDQFH SLFWXUH WKDW ZH KDYH GHVFULEHG LQ WKLV LQWURGXFWRU\
FKDSWHU� :KDW LV PLVVLQJ IURP WKLV ELJ SLFWXUH� DQG ZKDW DUH WKH GLUHFWLRQV
ZKHUH IXWXUH UHVHDUFK HmRUWV VKRXOG EH GLUHFWHG" (DFK FKDSWHU UDLVHV VHYHUDO UH�
VHDUFK TXHVWLRQV WKDW GHVHUYH IXUWKHU LQYHVWLJDWLRQ� :H GR QRW VXPPDUL]H WKHP
KHUH� +RZHYHU� VRPH JHQHUDO UHVHDUFK WKHPHV KDYH HPHUJHG DW WKH &RQIHUHQFH�

)LUVW� WKHUH LV D QHHG WR HVWDEOLVK WKH UHODWLRQVKLS EHWZHHQ SHUIRUPDQFH_

��



RSHUDWLRQDO HpFLHQF\ DQG TXDOLW\ RI VHUYLFHV_WR ORQJ WHUP JURZWK DQG PDUNHW
PHDVXUHV RI SURnWDELOLW\� :KLOH WKHUH LV EURDG HYLGHQFH WR VXSSRUW WKH SRVLWLYH
FRUUHODWLRQ RI SHUIRUPDQFH ZLWK JURZWK IURP WKH UHWDLO VHUYLFH OLWHUDWXUH �H�J��
WKH $&6, VWXGLHV�� ZRUN LV QHHGHG WR HVWDEOLVK WKLV UHODWLRQVKLS IRU WKH SDUWLFXODU
FDVH RI UHWDLO EDQNLQJ DQG nQDQFLDO VHUYLFHV� 'RHV WKLV LQGXVWU\ VHJPHQW IROORZ
WKH VDPH SDWWHUQV RI SHUIRUPDQFH�SURnWDELOLW\�JURZWK DV WKH ZKROH VHUYLFH LQ�
GXVWU\" $UH DQ\ RI WKHVH UHODWLRQVKLSV PRUH RU OHVV SURQRXQFHG" $UH WKHUH DQ\
VSHFLDO OHVVRQV WR EH OHDUQW DERXW WKHVH UHODWLRQVKLSV IURP WKH nQDQFLDO VHUYLFHV
LQGXVWU\" 7KHVH TXHVWLRQV DUH SUHVHQWO\ RSHQ�

6HFRQG� ZH EHOLHYH WKDW WKH WLPH LV ULSH IRU HmRUWV WR MRLQWO\ VWXG\ WKH Hp�
FLHQF\ RI WKH WZR PDMRU D[LV DORQJ ZKLFK EDQNV RSHUDWH� WKDW RI WKH nQDQFLDO
LQWHUPHGLDU\ ZKR PDQDJHV ULVN� DQG WKDW RI WKH UHWDLO VHUYLFH SURYLGHU� $V EDQNV
DUH UHVWUXFWXUHG� WKH EDODQFH RI WKHVH WZR DFWLYLWLHV LQ D SRUWIROLR PD\ FKDQJH�
DQG XQGHUVWDQGLQJ WKHLU LQWHUUHODWLRQVKLS LV LPSRUWDQW IRU XQGHUVWDQGLQJ ZKDW
RUJDQL]DWLRQDO VWUXFWXUHV DUH PRUH HpFLHQW� 6KRXOG nQDQFLDO LQVWLWXWLRQV PDLQ�
WDLQ D EDODQFHG PL[ RI nQDQFLDO LQWHUPHGLDWLRQ WRJHWKHU ZLWK UHWDLO VHUYLFLQJ RI
SURGXFWV" 2U VKRXOG WKH\ VSHFLDOL]H LQ HLWKHU SURGXFW VHUYLFLQJ RU ULVN PDQDJH�
PHQW DQG SURGXFW RULJLQDWLRQ" 7KH LVVXH RI HQWHUSULVH�ZLGH ULVN PDQDJHPHQW LV
H[WUHPHO\ UHOHYDQW IRU UHWDLO EDQNV DV WKH\ DUH LQFUHDVLQJO\ QRW VLPSO\ nQDQFLDO
LQWHUPHGLDULHV �VHH� H�J�� +ROPHU DQG =HQLRV� ������

7KLUG� DV ZH JDLQ XQGHUVWDQGLQJ RQ WKH SHUIRUPDQFH RI WKH LQVWLWXWLRQV�
ZH QHHG WR PRYH WKH DQDO\VLV WR D GLmHUHQW OHYHO DQG VWDUW DGGUHVVLQJ LQWHU�
RUJDQL]DWLRQDO LVVXHV� :H KDYH JUDGXDOO\ PDGH WKH VKLIW IURP WKH VWXG\ RI
LQVWLWXWLRQV DV D VHTXHQFH RI IXQFWLRQV WR WKDW RI SURFHVVHV_VHH WKH HYROXWLRQ RI
RXU WKLQNLQJ RI nQDQFLDO LQVWLWXWLRQV IURP 0HUWRQ ������� WR +ROPHU DQG =HQLRV
������ WR )UHL� .DODNRWD DQG 0DU[ ������� :H QRZ QHHG WR XQGHUVWDQG WKH
SURFHVV LQ ZKLFK WKHVH LQVWLWXWLRQV RSHUDWH� 7KLV IRFXV VKRXOG QRW EH VR PXFK
WKH nQDQFLDO LQWHUPHGLDWLRQ SURFHVV DV LW LV H[WHQVLYHO\ VWXGLHG DQG PRUH RU OHVV
XQGHUVWRRG �VHH� H�J�� +HUULQJ DQG 6DQWRPHUR� ����� EXW UDWKHU� WKH RSHUDWLRQDO
SURFHVVHV WKDW LQFOXGH SURGXFW RULJLQDWLRQ DQG VDOHV� SD\PHQWV� WUDQVDFWLRQV
SURFHVVLQJ� SURGXFW FDSLWDOL]DWLRQ LQ WKH nQDQFLDO PDUNHWV� DQG VR RQ� 2QO\ WKHQ
FDQ ZH IXOO\ FRPSUHKHQG WKH LVVXH RI WKH SHUIRUPDQFH RI nQDQFLDO LQVWLWXWLRQV
ZLWKLQ WKH nQDQFLDO PDUNHWV LQ ZKLFK WKH\ RSHUDWH� DQG FRPSOHWH WKH F\FOH
IURP nQDQFLDO PDUNHW HpFLHQF\� WR LQVWLWXWLRQDO HpFLHQF\� DQG EDFN WR PDUNHW
HpFLHQF\�

7KH DERYH UHVHDUFK TXHVWLRQV_DOWKRXJK RI LQFUHDVLQJ OHYHO RI DEVWUDFWLRQ_
DUH ZHOO SRVHG� DQG ZH PD\ FRQFHLYH RI UHVHDUFK DJHQGDV WR DGGUHVV WKHP� +RZ�
HYHU� D JUDQG FKDOOHQJH TXHVWLRQ UHPDLQV� :KDW LV WKH UROH RI WKH nQDQFLDO
LQVWLWXWLRQ DV DQ LQWHUPHGLDU\ LQ WKH DJH RI WKH LQIRUPDWLRQ VXSHUKLJKZD\" $V
FRQVXPHUV KDYH GLUHFW DFFHVV WR FDSLWDO YLD WKH ,QWHUQHW� GRHV WKH LQWHUPHGL�
DU\ VWLOO KDYH D UROH" $QG LI WKH DQVZHU LV ?\HV�� WKHQ ZKDW SUHFLVHO\ LV WKLV
UROH" 7RXULVW DJHQFLHV DUH VHHLQJ WKHLU PDUNHW VKDUH HURGLQJ DV FRQVXPHUV PDNH
GLUHFWO\ WKHLU RZQ WUDYHO DUUDQJHPHQWV ZLWK DLUOLQH nUPV DQG KRWHOLHUV� $UH n�
QDQFLDO LQVWLWXWLRQV IDFLQJ VLPLODU FKDOOHQJHV" ,I VR� ZKDW LPSOLFDWLRQV GR WKHVH
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FKDOOHQJHV KDYH RQ WKH VWUXFWXUH DQG HpFLHQF\ RI WKH LQGXVWU\"

5HIHUHQFHV

>�@ )� $OOHQ� ,QWURGXFWLRQ� 6HFXULW\ GHVLJQ VSHFLDO LVVXH� )LQDQFLDO 0DQDJH�
PHQW� SDJHV ��^��� 6XPPHU �����

>�@ $� 1� %HUJHU� $�.� .DVK\DS� DQG -�0� 6FDOLVH� 7KH WUDQVIRUPDWLRQ RI WKH
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