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$QGUHD�9HQWXUD�LV�D�OHFWXUHU�DW�WKH�8QLYHUVLWj�GL�)LUHQ]H��&DUOR�&DILHUR�LV�D�VHQLRU�VWDWLVWLFLDQ�DQG�HFRQRPLVW�DW�WKH�
8QLWHG� 1DWLRQV� )RRG� DQG� $JULFXOWXUH� 2UJDQL]DWLRQ�� 0DUFHOOR� 0RQWLEHOOHU� LV� D� GRFWRUDO� IHOORZ� DW� WKH� 8QLYHUVLWj� GL�
6DVVDUL��
�

����
�
�������-RXUQDO�RI�(FRQRPLF�,VVXHV���$VVRFLDWLRQ�IRU�(YROXWLRQDU\�(FRQRPLFV��

��-2851$/�2)�(&2120,&�,668(6�
��9RO��/���1R�������6HSWHPEHU������
��'2,�������������������������������

2CTGVQ�'HHKEKGPE[��VJG�%QCUG�6JGQTGO��CPF�'ZVGTPCNKVKGU��������������
#�%TKVKECN�8KGY�

�
#PFTGC�8GPVWTC��%CTNQ�%CHKGTQ��CPF�/CTEGNNQ�/QPVKDGNNGT�

�
#DUVTCEV�� :H� RIIHU� D� FULWLFDO� UHYLHZ� RI� WKH� 3DUHWLDQ� GHILQLWLRQ� RI� HIILFLHQF\� E\�
QRWLQJ� LWV� FRUUHVSRQGHQFH� ZLWK� WKH� GHVFULSWLRQ� RI� WKH� ORJLF� XQGHUSLQQLQJ� PDUNHW�
UHODWLRQVKLSV�� :LWK� UHIHUHQFH� WR� /XGZLJ� :LWWJHQVWHLQ¶V� DQDO\VLV� RI� WKH� YDOXH�
FRQWHQW� RI� WDXWRORJLHV�� ZH� GLVFXVV� WKH� WDXWRORJLFDO� QDWXUH� RI� WKH� SURSRVLWLRQV�
UHJDUGLQJ� WKH� HIILFLHQF\� RI� H[FKDQJH� DQG� PDUNHW� HTXLOLEULD� ZKHQ� WKHUH� DUH�
H[WHUQDOLWLHV��:H�FULWLFDOO\�UHYLHZ�WKH�GHEDWH�RQ�WKH�&RDVH�WKHRUHP��LWV�WUHDWPHQW�RI�
H[WHUQDOLWLHV��DQG�WKH�FRQWUDVW�ZLWK�WKH�3LJRXYLDQ�DSSURDFK��WDNLQJ�LQWR�DFFRXQW�WKH�
GLVWLQFWLRQ� EHWZHHQ� SURSRVLWLRQV� WKDW� DUH� WUXH� EDVHG� RQ� WKHLU� IRUPDO� ORJLFDO�
VWUXFWXUH� DQG� SURSRVLWLRQV� WKDW� DUH� WUXH� ZLWK� UHVSHFW� WR� WKHLU� FRUUHVSRQGHQFH� WR�
DFWXDO� VWDWHV�RI� DIIDLUV��:H�DOVR� UHYHDO� DQG�GLVFXVV� WKH� ORJLFDO� LQFRQVLVWHQFLHV�²� LQ�
SDUWLFXODU��WKH�RQH�EHWZHHQ�WKH�&RDVH�WKHRUHP�DQG�SHUIHFW�FRPSHWLWLRQ�²�DQG�WKH�
SUDFWLFDO� FRQVHTXHQFHV� RI� WKH� DSSOLFDWLRQ� RI� 3DUHWR� HIILFLHQF\� WR� WKH� DQDO\VLV� RI�
H[WHUQDOLWLHV���
�
-G[YQTFU�� &RDVH� WKHRUHP�� HFRQRPLF� PHWKRGRORJ\�� HIILFLHQF\� HTXLW\�� PDUNHW�
IDLOXUHV��VRFLDO�YDOXHV�
�
,'.�%NCUUKHKECVKQP�%QFGU��$����%����'����'����'���

�
:LWKLQ� QHRFODVVLFDO� HFRQRPLFV�� WKH� SUREOHP� RI� H[WHUQDOLWLHV� KDV� EHHQ� WUDGLWLRQDOO\�
WDFNOHG� IURP� WZR� GLIIHUHQW� SHUVSHFWLYHV�� $FFRUGLQJ� WR� WKH� ILUVW� SHUVSHFWLYH�� ZKLFK�
RULJLQDWHV�ZLWK�$UWKXU�&��3LJRX��>����@��������H[WHUQDO�HIIHFWV�WKDW�DUH�QRW�DFFRXQWHG�
IRU�LQ�SURGXFWLRQ�FRVWV�RU�LQ�WKH�LQGLYLGXDO�XWLOLW\�IXQFWLRQV�²�DQG��WKHUHIRUH��WKDW�DUH�
QRW�UHIOHFWHG�LQ�WKH�SULFHV�²�ZLOO�FDXVH�HYHQ�SHUIHFWO\�FRPSHWLWLYH�PDUNHWV�WR�SURGXFH�D�
3DUHWR� LQHIILFLHQW� DOORFDWLRQ� RI� UHVRXUFHV�� ,Q� WKH� FRQYHQWLRQDO� SDUODQFH� RI�
FRQWHPSRUDU\� HFRQRPLFV�� WKHUH� ZRXOG� EH� D� PDUNHW� IDLOXUH�LQ� DFKLHYLQJ� HIILFLHQF\�� $�
VHFRQG� SHUVSHFWLYH� ZDV� ODWHU� SURSRVHG� ZKHUH� WKH� H[SODQDWLRQ� IRU� WKH� LQHIILFLHQFLHV��
GHWHUPLQHG�E\�WKH�SUHVHQFH�RI�H[WHUQDOLWLHV��LV�VRXJKW�IRU�LQ�WKH�LQFRPSOHWH�RU�DEVHQW�
GHILQLWLRQ�RI�SURSHUW\�ULJKWV�WKDW��LI�SUHVHQW��ZRXOG�DOORZ�D�PDUNHW�WR�GHYHORS��7KXV��
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3DUHWR�(IILFLHQF\��WKH�&RDVH�7KHRUHP��DQG�([WHUQDOLWLHV�

HVSHFLDOO\�DIWHU�5RQDOG�+��&RDVH���������WKH�3LJRXYLDQ�WUDGLWLRQ�KDV�EHHQ�FKDOOHQJHG��
([WHUQDOLWLHV�GR�QRW�FDXVH�D�PDUNHW�IDLOXUH��5DWKHU��LGHQWLILHG�LQHIILFLHQFLHV�ZRXOG�EH�
GXH�WR�PLVVLQJ�PDUNHWV����

2ULJLQDOO\�YHU\�VKDUS��WKH�GLIIHUHQFHV�EHWZHHQ�WKH�WZR�YLHZV�VHHP�WR�KDYH�EHHQ�
EOXUUHG�RYHU�WLPH��DQG�WKH�WKHRUHWLFDO�GHEDWH�ZLWKLQ�QHRFODVVLFDO�HFRQRPLFV��²�UDWKHU�
WKDQ�KLJKOLJKWLQJ�WKH�GLIIHUHQFHV�²�KDV�HVSRXVHG�SRVLWLRQV�WKDW�JLYH�HPSKDVLV�WR�RQH�
RU� WKH� RWKHU� YLHZ�� GHSHQGLQJ� RQ� WKH� SDUWLFXODU� FDVH�� 7KH� QHRFODVVLFDO� GHEDWH� RYHU�
H[WHUQDOLWLHV�� WKHUHIRUH��FKDUDFWHUL]HG�E\�WKH�FRH[LVWHQFH�RI�WZR�GLIIHUHQW�FRQFHSWLRQV�
RI�WKH�UROH�RI�PDUNHWV��KDV�REVFXUHG�WKH�VLJQLILFDQFH�RI�WKH�LQLWLDO�GLIIHUHQFH��:KDW�LV�
HYHQ�PRUH�SUREOHPDWLF�LV�WKDW��GHVSLWH�QXPHURXV�FULWLTXHV��WKH�³&RDVLDQ´�YLHZ�VHHPV�
WR�KDYH�EHHQ�IXQGDPHQWDOO\�DFFHSWHG��DW�OHDVW�LQ�SULQFLSOH��XS�WR�WKH�SRLQW�WKDW�VRPH�
KDYH� VXJJHVWHG� DEDQGRQLQJ� WKH� WHUP� ³H[WHUQDOLW\´� DQG� GLVFXVVLQJ� WKH� LVVXH� RI�
H[WHUQDOLWLHV�RQO\�LQ�WHUPV�RI�³SURSHUW\�ULJKWV´�DQG�³WUDQVDFWLRQ�FRVWV�´��

2XU�REMHFWLYH�LV�WR�UHFRQVLGHU�VRPH�RI�WKH�NH\�LVVXHV�RI�WKH�GHEDWH��VKRZLQJ�WKDW�
WKH� WZR�DSSURDFKHV� HPEHG� WZR�GLIIHUHQW� YLHZV�RI� WKH� UHODWLRQ�EHWZHHQ�PDUNHWV� DQG�
WKH�VWDWH��EHWZHHQ�WKH�SULYDWH�DQG�SXEOLF�VSKHUHV�RI�WKH�HFRQRP\��,Q�RWKHU�ZRUGV��ZH�
ZLOO� VKRZ� WKDW� EHKLQG� WKH� WZR� DSSURDFKHV�� WKHUH� DUH� WZR� GLIIHUHQW� LGHDV� RI� PDUNHWV�
DQG�VRFLDO�UHODWLRQV���7R�WKLV�HQG��ZH�VWDUW�ZLWK�UHH[DPLQLQJ�WKH�3DUHWLDQ�GHILQLWLRQ�RI�
HIILFLHQF\�� :H� VKRZ� WKDW� ZKDW� LV� NQRZQ� DV� WKH� ³3DUHWR� FULWHULRQ´� LV� QRW� VLPSO\� D�
ORJLFDO�FULWHULRQ�DLPHG�DW�VHSDUDWLQJ�ZKDW�LV�LQ�WKH�UHDOP�RI�SRVLWLYH�VFLHQFH�IURP�ZKDW�
LV�QRW��DV�PDLQWDLQHG��IRU�H[DPSOH��E\�5REELQV��������,W�FDQ�DOVR�EH�LQWHUSUHWHG�DV�D�
FULWHULRQ�WKDW�GLYLGHV�WKRVH�XVHV�RI�UHVRXUFHV�WKDW�DUH�FRQVLVWHQW�ZLWK�WKH�ORJLF�RI�IUHH�
H[FKDQJH�IURP�WKRVH�WKDW�DUH�QRW��

6XFK�D�VKLIW�LQ�YLHZ�HQDEOHV�XV�WR�FKDOOHQJH�SURSRVLWLRQV�UHJDUGLQJ�WKH�HIILFLHQF\�
RI� FRPSHWLWLYH� PDUNHWV� RQ� JURXQGV� RI� WKHLU� VFLHQWLILF� YDOLGLW\�� :H� GHPRQVWUDWH� WKDW�
VXFK� SURSRVLWLRQV� DUH� QRW� EDVHG� RQ� WKH� FRPSDULVRQ� EHWZHHQ� DQ� REMHFWLYH� PHWULF� RI�
HIILFLHQF\�DQG�WKH�DFWXDO�IXQFWLRQLQJ�RI�PDUNHW�HFRQRPLHV��5DWKHU��WKH\�HYDOXDWH�WKH�
SHUIRUPDQFH�RI� LGHDO�³PDUNHWV´�WKURXJK�WKH�OHQVHV�RI�D�FULWHULRQ�WKDW� LV�FRLQFLGHQWDO�
ZLWK�WKH�PRGHV�RI�RSHUDWLRQ�RI�WKH�VDPH�LGHDOL]HG�PDUNHW���

6WDUWLQJ� IURP� WKLV� FRQVLGHUDWLRQ�� ZH� IROORZ� D� PHWKRGRORJLFDO� GLVWLQFWLRQ�
EHWZHHQ� SURSRVLWLRQV� WKDW� DUH� YDOLG� RQ� JURXQGV� RI� WKHLU� LQWULQVLF� FRKHUHQFH� DQG�

�� 7KH� HVVHQWLDO� HOHPHQWV� RI� WKH� 3LJRXYLDQ� SRVLWLRQ� LV� GHILQHG� LQ� $UWKXU� &�� 3LJRX� �>����@� �������
+RZDUG� 6�� (OOLV� DQG� :LOOLDP� )HOOQHU� �������� -DPHV� (��0HDGH� �������� 7LERU� 6FLWRYVN\� �������� DQG� (U]D� -��
0LVKDQ���������������)RU�WKH�DOWHUQDWLYH�YLHZ��VHH�$UURZ��>����@��������-DPHV�0��%XFKDQDQ�DQG�:��&UDLJ�
6WXEEOHELQH� �������� &RDVH� �������� +DUROG� 'HPVHW]� �������� .QLJKW� �������� *HRUJH� -�� 6WLJOHU� �������� DQG�
5DOSK�7XUYH\�����������

��:RUWK\�RI�QRWH�LV�:DOWHU�3��+HOOHU�DQG�'DYLG�$��6WDUUHW¶V��������DWWHPSW�DW�D�V\VWHPDWL]DWLRQ�RI�WKH�
LVVXH� ZLWKLQ� WKH� QHRFODVVLFDO� HFRQRPLFV� PDLQVWUHDP�� 7KHLU� ZRUN� FRXOG� EH� GHHPHG� WKH� ILQDO� SRLQW� RI� WKH�
GHEDWH� WKDW� WRRN� SODFH� LQ� WKH�����V�� DOWKRXJK� WKH�GLIILFXOWLHV� LQ� DFKLHYLQJ�D� FRQVHQVXV� DUH� HYLGHQW� LQ� WKH�
DXWKRUV¶�RZQ�FRQFOXVLRQV��³,W� VHHPV�WR�XV� WKDW� WKH� LQWXLWLYH�FRQFHSW�RI�H[WHUQDOLW\�PXVW�UHPDLQ�VRPHZKDW�
LPSUHFLVH´��+HOOHU�DQG�6WDUUHW�������������

��7HUU\�/��$QGHUVRQ���������
�� ,Q� WKH� VDPH� OLQH� RI� LQTXLU\� LV� 7LKRPLU� $QFHY� DQG� 0LFKDHO� +DUULV¶V� ������� ZRUN�� LQ� ZKLFK� WKH�

GLIIHUHQFH�EHWZHHQ�WKH�&RDVLDQ�DQG�3LJRXYLDQ�DSSURDFK�LV�LGHQWLILHG�LQ�WKH�UHODWLRQVKLS�WKH�WZR�DSSURDFKHV�
PDLQWDLQ�ZLWK�VRFLDO�QRUPV��VHH�DOVR�'UDJXQ�DQG�2¶&RQQRU��������
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$QGUHD�9HQWXUD��&DUOR�&DILHUR��DQG�0DUFHOOR�0RQWLEHOOHU�

SURSRVLWLRQV�ZKRVH�YDOLGLW\�GHSHQGV�RQ� WKHLU� FRUUHVSRQGHQFH�ZLWK� UHDO�SKHQRPHQD��
$IWHU� GLVFXVVLQJ� D�QXPEHU�RI� HSLVWHPRORJLFDO� SUREOHPV� UDLVHG�E\� VXFK�D� GLVWLQFWLRQ��
ZH� VKRZ� WKDW� WKH� &RDVH� WKHRUHP� ²� ZKLFK� 3DXO� 6DPXHOVRQ� ������� DQG� RWKHUV��
UHFRJQL]H�DV�HLWKHU�³WDXWRORJLFDO´�RU�³IDOVH´�²�LV�UHDOO\�RQH�RU�WKH�RWKHU��%HLQJ�RQH�RU�
WKH�RWKHU�GHSHQGV�RQ�ZKHWKHU�RQH�IRFXVHV�RQ�WKH�LQWHUQDO� ORJLFDO�FRQVLVWHQF\�RI�WKH�
WKHRUHP¶V� VWDWHPHQW� RU� RQ� WKH� FRUUHVSRQGHQFH� EHWZHHQ� WKH� VWDWHPHQW� DQG� WKH�
SUDFWLFDO� SRVVLELOLW\� WKDW� DQ\� W\SH� RI� H[WHUQDOLW\� PLJKW� EH� LQWHUQDOL]HG� E\� EDUJDLQLQJ�
DPRQJ�WKH�LQWHUHVWHG�SDUWLHV���

,Q�WKH�ODVW�SDUW�RI�WKH�DUWLFOH��ZH�UHH[DPLQH�WKH�TXHVWLRQ�RI�ZKHWKHU�WKH�VROXWLRQ�
RI� WKH� H[WHUQDOLW\� SUREOHP�� DORQJ� WKH� OLQHV� DGYDQFHG� E\� &RDVH� DQG� KLV� IROORZHUV�� LV�
GHIHQVLEOH�DW�DOO�RQ�WKH�ORJLFDO�JURXQG��:H�DOVR�KLJKOLJKW�WKH�IXQGDPHQWDO�GLIILFXOWLHV�
WKDW� RQH� IDFHV� ZKHQ� WU\LQJ� WR� DSSO\� WKH� 3DUHWR� FULWHULRQ� WR� HQYLURQPHQWDO��
LQVWLWXWLRQDO��RU�OHJDO�SUREOHPV��DV�LW�LV�FXVWRPDULO\�GRQH�ZLWKLQ�WKH�&RDVLDQ�WUDGLWLRQ���
�

2CTGVQ�%TKVGTKQP�CPF�/CTMGV�'HHKEKGPE[�
�
6WDUWLQJ� ZLWK� /LRQHO� 5REELQV� ��������� WKH� XWLOLWDULDQ� YLHZ�� DFFRUGLQJ� WR� ZKLFK�
UHGLVWULEXWLYH� SROLFLHV� LQ� IDYRU� RI� WKH� SRRUHU� VWUDWD� RI� WKH� SRSXODWLRQ� ZHUH� ZHOIDUH�
LPSURYLQJ�� KDV� EHHQ� FULWLFL]HG� DW� LWV� IRXQGDWLRQ�� 5REELQV�� LQ� IDFW�� GHILQHG� WKH�
³HFRQRPLF�SUREOHP´�DV�WKH�SUREOHP�RI�WKH�LQGLYLGXDO�FKRLFH�RI�KRZ�WR�DOORFDWH�VFDUFH�
UHVRXUFHV�DPRQJ�FRPSHWLQJ�XVHV��+H�DFFHSWHG�WKH�GHILQLWLRQ�RI�HIILFLHQF\�VXJJHVWHG�E\�
9LOIUHGR�3DUHWR��DFFRUGLQJ�WR�ZKLFK�D�JLYHQ�DOORFDWLRQ�LV�HIILFLHQW�LI��DQG�RQO\�LI��LW�LV�
QRW� SRVVLEOH� WR� FKDQJH� LW� ZLWKRXW� FDXVLQJ� D� ORVV� WR� VRPHERG\�� 7KHUHIRUH�� LQ�
UHDOORFDWLQJ�UHVRXUFHV��RQO\�WKRVH�FKDQJHV�WKDW�FRXOG�LPSURYH�WKH�ZHOIDUH�RI�VRPHERG\�
ZLWKRXW�ORVVHV�IRU�DQ\ERG\�HOVH�FRXOG�EH�FRQVLGHUHG�ZHOIDUH�LPSURYLQJ��&KDQJHV�WKDW�
ZRXOG� FUHDWH� EHQHILW� WR� VRPH� DQG� ORVVHV� WR� RWKHUV� FDQQRW� EH� DVVHVVHG� RQ� VFLHQWLILF�
JURXQGV�� JLYHQ� WKDW� WKHLU� HYDOXDWLRQ� ZRXOG� QHFHVVDULO\� UHTXLUH� DQ� LQWHUSHUVRQDO�
FRPSDULVRQ�RI�XWLOLW\��FRQVLGHUHG�LQDGPLVVLEOH�LI�RQH�ZDQWHG�WR�OD\�FODLPV�LQ�SRVLWLYH�
VFLHQFH���

7R�WKH�SURSRQHQW�RI�VXFK�D�YLHZ��E\�VHSDUDWLQJ�HFRQRPLF�HIILFLHQF\�IURP�HTXLW\�
DQG�RWKHU�FRQVLGHUDWLRQV�UHODWHG�WR�WKH�GLVWULEXWLRQ�RI�HQGRZPHQWV��HFRQRPLF�WKHRU\�
KDG�DFKLHYHG�WKH�VWDWXV�RI�D�VFLHQWLILF�GLVFLSOLQH�ZKLFK�²�LQ�WKH�VSLULW�RI�3DUHWR¶V�RZQ�
VFLHQWLILF�SURJUDP�DQG�LQ�DQDORJ\�WR�ZKDW�KDSSHQHG�ZLWKLQ�QDWXUDO�VFLHQFHV�²�FOHDUO\�
GLVWLQJXLVKHV� IDFWV� IURP� RSLQLRQV��2QH� FRUROODU\� RI� DOO� WKLV� LV� WKDW� DQ\� SURSRVLWLRQ�
GHULYHG�IURP�WKH�WKHRU\�FRXOG�EH�YDOLGDWHG�WKURXJK�HPSLULFDO�WHVWV���

+RZHYHU��ZH�EHOLHYH�WKDW�D�FKDQJH�RI�SHUVSHFWLYH�RQ�WKH�FRQWHQW�DQG�PHDQLQJ�RI�
VXFK� D� PHWKRGRORJLFDO� FKRLFH� LV� QHFHVVDU\�� :H� QRWH�� LQ� IDFW�� WKDW� WKH� GHILQLWLRQ� RI�
HIILFLHQF\�� DFFRUGLQJ� WR� 3DUHWR�� FRUUHVSRQGV� WR� WKH� GHVFULSWLRQ� RI� DQ� H[FKDQJH�

��3DXO�6DPXHOVRQ���������$PRQJ�WKRVH�ZKR�VWUHVV�WKH�WDXWRORJLFDO�FKDUDFWHU�RI�WKH�&RDVH�WKHRUHP��
DUH�5REHUW�'��&RRWHU���������-RVHSK�)DUUHO���������DQG�'DQ�8VKHU���������

��/LRQHO�5REELQV���������
��2Q�WKH�OLQN�EHWZHHQ�3DUHWR�DQG�WKH�VFLHQFHV�RI�QDWXUH��VHH�IRU�H[DPSOH�5REHUWR�0DUFKLRQDWWL�DQG�

(QULFR�*DPELQR���������



3DUHWR�(IILFLHQF\��WKH�&RDVH�7KHRUHP��DQG�([WHUQDOLWLHV�
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HTXLOLEULXP�� DQG� WKDW� WKH� VHW� RI� LQHIILFLHQW� SRVLWLRQV�� LQ� D� 3DUHWLDQ� VHQVH�� FRLQFLGHV�
ZLWK� WKRVH� SRVLWLRQV� WKDW� ZRXOG� EH� PRGLILHG� E\� IUHH�� YROXQWDU\� H[FKDQJHV� DPRQJ�
VXEMHFWV�LQWHUHVWHG�LQ�WKHLU�RZQ�LQGLYLGXDO�XWLOLW\�PD[LPL]DWLRQ��ZKHUH�XWLOLW\�LV�OLQNHG�
WR�WKH� FRQVXPSWLRQ�RI� WKH�REMHFWV�REWDLQHG� WKURXJK� WKH�H[FKDQJHV�� ,Q�RWKHU�ZRUGV��
H[FKDQJHV� DPRQJ� VHOI�LQWHUHVWHG� LQGLYLGXDOV� LQ� LGHDO� FRQGLWLRQV� �WKDW� LV�� ZLWK� QR�
WUDQVDFWLRQ�FRVWV�DQG�SHUIHFW� LQIRUPDWLRQ��ZRXOG�FRQWLQXH�RQO\�XS�WR�WKH�SRLQW�WKDW�
SRWHQWLDO� PXWXDO� JDLQV� DUH� H[KDXVWHG� ²� WKDW� LV�� XS� WR� D� 3DUHWR� RSWLPDO� SRVLWLRQ��
%H\RQG�WKDW��ZKHUH�DQ\�RQH�RI�WKH�LQGLYLGXDOV� LQYROYHG�ZRXOG�VXIIHU�D� ORVV��QR�IXOO\�
YROXQWDU\�H[FKDQJH�ZRXOG�RFFXU��7KHUHIRUH��VXFK�DQ�HTXLOLEULXP�FDQ�EH�GHVFULEHG�DV�D�
3DUHWR� RSWLPXP�� 2QH� LQGLYLGXDO¶V� XWLOLW\� FRXOG� RQO\� LQFUHDVH� DW� WKH� H[SHQVHV� RI�
VRPHRQH�HOVH¶V��

,W�PXVW�EH�QRWHG�WKDW��DW�WKLV�SRLQW��ZH�GR�QRW�UHIHU�WR�DFWXDO��EXW�WR�LGHDO�PDUNHW�
H[FKDQJHV��7KLV�SRLQW�LV�ZHOO�LOOXVWUDWHG�E\�.QXWK�:LFNVHOO��

�
>3DUHWR@� GHILQHV� WKLV� PD[LPXP� DV� WKH� SRLQW� RU� SRVLWLRQ�� IURP� ZKLFK� LW� LV�
LPSRVVLEOH� WR� PRYH� ZKLOH� HQVXULQJ� D� JDLQ� LQ� XWLOLW\� RU� RSKpOLPLWp� IRU� DOO�
SDUWLFLSDWRUV�LQ�WKH�PDUNHW��:LWK�VXFK�D�GHILQLWLRQ��LW�LV�DOPRVW�VHOI�HYLGHQW�
WKDW� WKLV� VR�FDOOHG� PD[LPXP� REWDLQV� XQGHU� IUHH� FRPSHWLWLRQ�� EHFDXVH� LI��
DIWHU�DQ�H[FKDQJH�LV�HIIHFWHG��LW�ZHUH�SRVVLEOH�E\�PHDQV�RI�D�IXUWKHU�VHULHV�RI�
GLUHFW�RU�LQGLUHFW�H[FKDQJHV�WR�SURGXFH�DQ�DGGLWLRQDO�VDWLVIDFWLRQ�RI�QHHGV�
IRU�WKH�SDUWLFLSDWRUV��WKHQ�WR�WKDW�H[WHQW�VXFK�D�FRQWLQXHG�H[FKDQJH�ZRXOG�
GRXEWOHVV� WDNH� SODFH�� DQG� WKH� RULJLQDO� SRVLWLRQ� FRXOG� QRW� EH� RQH� RI� ILQDO�
HTXLOLEULXP���:LFNVHOO��������������

�
7KXV�� LQ� HVVHQFH�� WKH� ORJLF� WKDW� GHILQHV� 3DUHWR� HIILFLHQF\� DQG� WKH� ORJLF� WKDW�

PRWLYDWHV�PDUNHW�H[FKDQJHV�DPRQJ�VHOI�LQWHUHVWHG�SDUWLHV�DUH�RQH�DQG�WKH�VDPH�WKLQJ���
:H�UHWXUQ�WR�WKLV�LVVXH�ODWHU��EXW�KHUH�ZH�RQO\�ZDQW�WR�VXJJHVW�WKDW�WKH�RQH�DVVRFLDWHG�
ZLWK�3DUHWR�LV�QRW�D�QHXWUDO��REMHFWLYH�FULWHULRQ�WR�EH�LQYRNHG�WR�DVVHVV�WKH�TXDOLW\�RI�
DQ�HFRQRPLF�RXWFRPH��5DWKHU��LW�LV�WKH�GHVFULSWLRQ�RI�WKH� ORJLFDO�IRUP�RI�D�VSHFLILF�VRFLDO�
UHODWLRQ�� WKH� RQH� WKDW� IRUPV� EHWZHHQ� WZR� VHOI�LQWHUHVWHG� LQGLYLGXDOV� ZKR� PHHW� LQ� D�
³PDUNHW´�H[FKDQJH��

6HYHUDO� UHVXOWV� IROORZ� IURP� WKLV� UHPDUN�� )LUVW�� ZH� VXJJHVW� WKDW�� E\� IDLOLQJ� WR�
UHFRJQL]H�VXFK�FRUUHVSRQGHQFH��QHRFODVVLFDO�HFRQRPLFV�HQGHG�XS�JLYLQJ�WKH�EDGJH�RI�
D�FULWHULRQ��WR�GLVWLQJXLVK�FODLPV�IRXQGHG�LQ�SRVLWLYH�VFLHQFH�IURP�FODLPV�WKDW�DUH�QRW�
VFLHQWLILF��WR�MXVW�RQH�RI�WKH�PDQ\�SRVVLEOH�IRUPV�RI�VRFLDO�UHODWLRQVKLSV�²�QDPHO\��WKDW�
RI�PDUNHW�H[FKDQJH���

6HFRQG�� OHW� XV� FRQVLGHU� KRZ� ZH� FDQ� UHH[DPLQH� WKH� SURSRVLWLRQ� DFFRUGLQJ� WR�
ZKLFK� DQ\� FRPSHWLWLYH� HTXLOLEULXP� LV� HIILFLHQW�� DV� VWDWHG� E\� WKH� ILUVW� IXQGDPHQWDO�
WKHRUHP�RI�ZHOIDUH� HFRQRPLFV��7KH�SURSRVLWLRQ� LV�SUREOHPDWLF�� HYHQ�DSDUW� IURP� WKH�
FRQVLGHUDWLRQV�WKDW�ZH�DUH�SUHVHQWLQJ��JLYHQ�WKDW�LW�GHSHQGV�RQ�PDLQWDLQLQJ�D�VHULHV�RI�
K\SRWKHVHV� RQ� WKH� QDWXUH� RI� WHFKQRORJ\�� SUHIHUHQFHV�� DQG� LQIRUPDWLRQ�� H[FOXGLQJ� D�
ZKROH� VHW� RI� SKHQRPHQD� WKDW� GHWHUPLQH� WKH� IXQFWLRQLQJ� RI� DQ\� UHDO� PDUNHW�� 7R�
UHHVWDEOLVK� WKH� YDOLGLW\� RI� WKH� UHVXOW�� HFRQRPLF� WKHRULVWV� KDYH� FUHDWHG� WKHRUHWLFDO�
FRQVWUXFWV�ZKHUHE\� WKH�DEVWUDFW�QDWXUH�RI� WKH�PDLQWDLQHG�K\SRWKHVHV� LV� VR�FOHDU� WKDW�
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DQ\ERG\� ZRXOG� DJUHH� WKDW� WKRVH� PRGHOV� DUH� SXUHO\� DUWLILFLDO� GHYLFHV�� ,Q� .HQQHWK� -��
$UURZ¶V�RZQ�ZRUGV��³>D@�FRPSOHWH�JHQHUDO�HTXLOLEULXP�V\VWHP�����UHTXLUHV�PDUNHWV�IRU�
DOO� FRQWLQJHQFLHV� LQ�DOO� IXWXUH� SHULRGV��6XFK�D� V\VWHP�FRXOG� QRW� H[LVW´� �$UURZ�������
�������

$SDUW�IURP�WKH�FRQVLGHUDWLRQV�RQ�WKH�XVHIXOQHVV�RI�JHQHUDO�HTXLOLEULXP�PRGHOV��
ZKDW�ZH�ZDQW�WR�VWUHVV�KHUH�LV�WKDW�GLVFXVVLQJ�WKH�HIILFLHQF\�SURSHUWLHV�RI�WKH�HTXLOLEULD�
DFKLHYHG� LQ� FRPSHWLWLYH� PDUNHWV�� DV� SURSRVHG� E\� QHRFODVVLFDO� HFRQRPLFV�� GRHV� QRW�
DPRXQW� WR�HYDOXDWLQJ� WKH�DFWXDO� IXQFWLRQLQJ�RI� UHDO�ZRUOG�PDUNHWV�ZLWK�DQ�REMHFWLYH�
FULWHULRQ��5DWKHU��LW�DPRXQWV�WR�FRQGXFWLQJ�D�ORJLFDO�FRPSDULVRQ�EHWZHHQ�D�SDUWLFXODU�
GHILQLWLRQ� RI� HIILFLHQF\� �WKDW�� DV� ZH� QRWHG�� FRLQFLGHV� ZLWK� WKH� QDWXUDO� HQG� SRLQW� RI�
PDUNHW� H[FKDQJHV� EHWZHHQ� VHOI�LQWHUHVWHG� SDUWLHV�� DQG� LGHDO� PDUNHWV� LQ� ZKLFK� ²�
WKURXJK� FRPSOHWHO\� DG� KRF� K\SRWKHVHV� ²� DOO� FRQGLWLRQV� UHTXLUHG� WR� HQVXUH� WKDW�
LQGLYLGXDOV�FRXOG�SDUWLFLSDWH�LQ�D�PDUNHW�H[FKDQJH��IXOO\�LQIRUPHG�DERXW�DOO�NLQGV�RI�
JRRGV�� DUH� DVVXPHG� WR� KROG�� 7KRVH� DUH� PDUNHWV� WKDW�� DOPRVW� E\� GHILQLWLRQ�� GR� QRW�
H[LVW��7KXV��LW�VKRXOG�EH�HYLGHQW�WKDW�D�SURSRVLWLRQ��VXFK�DV�³LGHDO�FRPSHWLWLYH�PDUNHWV�
DUH�3DUHWR�HIILFLHQW�´�LV�D�WDXWRORJ\���

7R�EHWWHU�FODULI\�WKH�FRQWHQW�RI�WKH�ODVW�VWDWHPHQW�� OHW�XV�GHFRPSRVH�WKH�ORJLFDO�
FKDLQ�RI�SURSRVLWLRQV�DIILUPLQJ�WKH�HIILFLHQF\�RI�FRPSHWLWLYH�HTXLOLEULD��:H�ZLOO�KDYH��

�
x� 3URSRVLWLRQ��D��3DUHWR�HIILFLHQF\�LV�GHILQHG�DV�WKH�FRQGLWLRQ�ZKHUH�LW�LV�QRW�SRVVLEOH�

WR�LQFUHDVH�DQ\ERG\¶V�ZHOIDUH�ZLWKRXW�UHGXFLQJ�VRPHERG\�HOVH¶V���
x� 3URSRVLWLRQ��E��$� FRPSHWLWLYH� PDUNHW� LV� GHILQHG�WKURXJK� D� VHULHV� RI� DVVXPSWLRQV��

VXFK�WKDW�WKH�HTXLOLEULXP�LW�DFKLHYHV�FDQ�EH�GHVFULEHG�DV�D�VLWXDWLRQ�ZKHUH�LW�LV�
QR�ORQJHU�SRVVLEOH�WR�PRYH�DZD\�DV�D�FRQVHTXHQFH�RI�PXWXDOO\�DGYDQWDJHRXV�IUHH�
H[FKDQJHV���

x� 3URSRVLWLRQ��F��(TXLOLEULD�RQ�³FRPSHWLWLYH�PDUNHWV´�DUH�3DUHWR�HIILFLHQW���
�

��$�VWDWHPHQW�WKDW�OHG�+RGJVRQ������������� WR�QRWH��³7KH�JHQHUDO�HTXLOLEULXP�SURMHFW�OLHV�LQ�UXLQV��,W�
GRHV�QRW� µGHDO�ZLWK¶�HFRQRPLF�VXEV\VWHPV� LQ�DQ\�DGHTXDWH�RU�PHDQLQJIXO� VHQVH�� ,W�FDQ� UHSUHVHQW�QHLWKHU� WUXH�
PDUNHWV�� QRU� PRQH\�� QRU� NH\� W\SHV� RI� NQRZOHGJH� DQG� XQFHUWDLQW\�� QRU� UHDO� WLPH´� �VHH� DOVR� %ODXJ¶V� >����@�
DVVHVVPHQW�RI�WKHVH�PRGHOV���0DUN�%ODXJ�������������DVVHVVHV�WKHVH�PRGHOV��FRQFOXGLQJ��³7KH�EHVW�ZD\�QRW�WR�
OHDUQ� KRZ� PDUNHW� IXQFWLRQ� DQG� KRZ� D� FRPSHWLWLYH� HFRQRP\� DFWXDOO\� ZRUNV� LV� WR� VWXG\� JHQHUDO� HTXLOLEULXP�
WKHRU\�´�7KH� SRLQW� LV� WKDW�� WR� JHQHUDO� HTXLOLEULXP� WKHRULVWV��QHRFODVVLFDO� HFRQRPLFV� KDV� ORVW� DQ\� OLQN� ZLWK� DQ�
HPSLULFDO�VWDUWLQJ�SRLQW��7KH�WKHRU\�LV�GHILQHG�DV�D�³FRQVLVWHQW�VHW�RI�GHILQLWLRQV��K\SRWKHVHV��WKHRUHPV�WKDW�FDQ�
EH�XVHG��ZKHQ�QHHGHG��WR�IRUPDOO\�UHSUHVHQW�YDULRXV�FRQFHSWV�DQG�SUREOHPV�RI�HFRQRPLF�WKHRU\´��,QJUDR�DQG�
,VUDHO�>����@�������������7KH�EDVHV�IRU�VXFK�D[LRPDWL]DWLRQ�RI�JHQHUDO�HTXLOLEULXP�KDYH�EHHQ�VHW�E\�.HQQHWK�-��
$UURZ�DQG�*HUDUG�'HEUHX��������DQG�*HUDUG�'HEUHX���������$V�QRWHG�E\�-RVHSK�6WLJOLW]�������������WKH�PDMRU�
DFKLHYHPHQW�RI�$UURZ�DQG�'HEUHX�LV�WKDW�WKH\�UHYHDOHG�KRZ�H[FHSWLRQDO�DUH�WKH�FRQGLWLRQV�UHTXLUHG�WR�REWDLQ�
WKH�FRUUHVSRQGHQFH�EHWZHHQ�HIILFLHQF\�DQG�HTXLOLEULXP�²�WKDW�LV��WKH�IDFW�WKDW�VXFK�FRQGLWLRQV�DUH�LPSRVVLEOH�WR�
EH�UHDOL]HG�LQ�DFWXDO�PDUNHWV��7KH�WUXWK�LV�WKDW�QHRFODVVLFDO�HFRQRPLFV�KDV�XWLOL]HG�WKHVH�PRGHOV�QRW�WR�UHMHFW�WKH�
:DOUDVLDQ�WKHRU\�RI�HTXLOLEULXP��EXW�UDWKHU�WR�EH�DEOH�WR�XVH�LW��2Q�RQH�KDQG��WKH�HFRQRPLF�V\VWHP�KDV�EHHQ�
GHVFULEHG�DV�D�VLPSOH�PDWKHPDWLFDO�VWUXFWXUH��³ZLWK�D�UDGLFDO�DQG�XQFRPSURPLVHG�HPSW\LQJ�RI�WKH�WKHRU\�IURP�
DQ\�HPSLULFDO�UHIHUHQFH´� �,QJUDR�DQG�,VUDHO� >����@�������������2Q�WKH�RWKHU�KDQG��IRUPDO�DQDO\VHV�RI�DEVWUDFW�
PRGHOV�KDYH�EHHQ�XVHG�DV�LI�WKH\�FRXOG�SURYLGH�LQGLFDWLRQV�RQ�KRZ�WR�EXLOG�DQ�HFRQRP\�WKDW�PLJKW�JHW�FORVH�WR�
WKRVH� LGHDO� FRQGLWLRQV��7KH� IDOODF\�RI� WKLV�PHWKRGRORJLFDO� DSSURDFK� LV� ZKDW� ZH� ZDQW� WR� H[SRVH�� ZLWK� VSHFLILF�
UHIHUHQFH�WR�WKH�SUREOHP�RI�H[WHUQDOLW\��
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3URSRVLWLRQ��D�JLYHV� D� GHILQLWLRQ� RI� HFRQRPLF� HIILFLHQF\� WKDW� FRUUHVSRQGV� WR� WKH�
ORJLFDO� IRUP� RI� PDUNHW�EDVHG� VRFLDO� UHODWLRQV�� 3URSRVLWLRQ��E�GHILQHV� WKH� FRPSHWLWLYH�
HTXLOLEULXP� LQ� VXFK� D� ZD\� WKDW� EDUJDLQLQJ� DQG� WUDGH� HQG� ZKHQ� DOO� PXWXDOO\�
DGYDQWDJHRXV�IUHH�H[FKDQJHV�DUH�H[KDXVWHG���

$V�IRU�WKH�OLQH�RI�UHDVRQLQJ�WKDW�OHDGV�WR�3URSRVLWLRQ��F��ZH�KDYH�WZR�SRVVLELOLWLHV�
WKDW�DUH�LPSRUWDQW�WR�NHHS�GLVWLQFW��GHSHQGLQJ�RQ�WKH�FRQWHQW�JLYHQ�WR�WKH�H[SUHVVLRQ�
³FRPSHWLWLYH�PDUNHW�´�,I�UHIHUHQFH�LV�PDGH�WR�DFWXDO�PDUNHWV��WKH�HIILFLHQF\�SURSHUW\�LV�
OLPLWHG� WR� VLWXDWLRQV� ZKHUH� SHUIHFW� FRPSHWLWLRQ� ²� WKDW� LV�� WKH� SUHVHQFH� RI� D� ODUJH�
HQRXJK� QXPEHU� RI� DJHQWV� ²� ZRXOG� H[KDXVW� DQ\� SRVVLEOH� JDLQ� IURP� WUDGH�� ZLWK� QR�
GLVVLSDWLRQ� WKURXJK� UHQW�VHHNLQJ� DQG� ZKHUH� D� VHULHV� RI� SUHFLVH� FRQGLWLRQV� RQ�
WHFKQRORJ\�� SUHIHUHQFHV�� DEVHQFH�RI�SXEOLF� JRRGV�DQG�RI� H[WHUQDO� HIIHFWV� DUH�PHW�� $V�
SRLQWHG� E\� $UURZ� ������� DQG� OLWHUDWXUH� RQ� ³PDUNHW� IDLOXUH�´� JLYHQ� WKDW� VXFK�
FRQGLWLRQV�FDQQRW�KROG�LQ�DQ\�UHDO�³FRPSHWLWLYH�PDUNHW�´�3URSRVLWLRQ��F�LV�IDOVH���

+RZHYHU��LI�UHIHUHQFH�LV�PDGH�WR� LGHDO�PDUNHWV��LQ�ZKLFK�WKH�FRQGLWLRQV�QHHGHG�
WR�DFKLHYH�HIILFLHQF\�DUH�DVVXPHG�WR�KROG�DV�DG�KRF�K\SRWKHVHV�DQG�²�DV�WRR�RIWHQ�GRQH�
ZLWKLQ� WKH� GHEDWH� RQ� VRFLDO� FRVW� ²� DQ\� RWKHU� NLQG� RI� LQHIILFLHQF\� LV� UHGXFHG� WR�
WUDQVDFWLRQ�FRVWV�DQG�DV\PPHWULF�LQIRUPDWLRQ��WKHQ�3URSRVLWLRQ��F�LV�D�WDXWRORJ\��JLYHQ�
WKDW�LW�ZRXOG�EH�HTXLYDOHQW�WR���

�
x� 3URSRVLWLRQ��G��:LWKRXW�LQHIILFLHQFLHV��WKDW�LV��ZLWK�QR�WUDQVDFWLRQ�FRVWV�DQG�ZLWK�

SHUIHFW�LQIRUPDWLRQ���WKH�PDUNHW�LV�HIILFLHQW���
�
$V� LW� VKRXOG� EH� HYLGHQW�� 3URSRVLWLRQ��G� LV� EXLOW� E\� FRPELQLQJ� D� GHILQLWLRQ� RI�

HIILFLHQF\�� FRLQFLGLQJ� ZLWK� WKH� ORJLF� RI� PDUNHW� UHODWLRQV�� ZLWK� D� GHILQLWLRQ� RI� D�
³FRPSHWLWLYH�PDUNHW´�LQ�ZKLFK�DQ\WKLQJ�WKDW�ZRXOG�KLQGHU�WKH�IXOO�H[SUHVVLRQ�RI�VXFK�
UHODWLRQV�KDV�EHHQ�HOLPLQDWHG�WKURXJK�DG�KRF�K\SRWKHVHV�DQG�E\�WKH�LQVWUXPHQWDO�XVH�
RI� DQ� LGHQWLW\� EHWZHHQ� WKH� WHUP� ³LQHIILFLHQF\´� DQG� WKH� VHW� RI� WUDQVDFWLRQ� FRVWV� DQG�
LQIRUPDWLRQDO�SUREOHPV���7KHUHIRUH��LW�GRHV�QRW�FRQFHUQ�DQ\�UHDO�VWDWXV�TXR���

7KH� OLPLWHG� FRJQLWLYH� YDOXH� RI� VXFK� UHDVRQLQJ� FDQ� EH� EHWWHU� DSSUHFLDWHG� E\�
QRWLQJ�WKDW��ZKHQ�XVLQJ�WKH�VDPH�VWUXFWXUH�RI�WKH�DUJXPHQW��EXW�D�GLIIHUHQW�GHILQLWLRQ�
RI�HIILFLHQF\��ZH�FRXOG�UHDFK�D�UDWKHU�GLIIHUHQW�UHVXOW��7R�LOOXVWUDWH�WKDW�OHW�XV�UHIHU�WR�
.DUO�3RODQ\L���������&ULWLFL]LQJ�5REELQV¶V�PHWKRGRORJLFDO�WXUQ��3RODQ\L�SURSRVHG�WKDW�
HFRQRPLFV�LQ�LWV�³IRUPDO´�VHQVH�²�WKDW�LV��UHODWLYH�WR�FKRLFHV�UHJDUGLQJ�WKH�DOORFDWLRQ�
RI�VFDUFH�PHDQV�WR�FRPSHWLQJ�HQGV�²�FDQQRW�VXEVWLWXWH�IRU�D�³VXEVWDQWLYH´�FRQFHSWLRQ�
RI�HFRQRPLFV��EDVHG�RQ�WKH�UHTXLUHPHQW�WKDW�IXQGDPHQWDO�KXPDQ�QHHGV�EH�IXOILOOHG����
5DWKHU� WKDQ�FLUFXPVFULELQJ� WKH�GRPDLQ�RI� HFRQRPLFV� WR� WKH�DQDO\VLV�RI� WKH� ORJLF�RI�

��$UURZ��>����@�����������SURSRVHG�D�GHILQLWLRQ�RI�WUDQVDFWLRQ�FRVWV��ODWHU�XVHG�DOVR�E\�:LOOLDPVRQ�
�����������DFFRUGLQJ�WR�ZKLFK�³WUDQVDFWLRQ�FRVWV�DUH�WKH�FRVWV�RI�UXQQLQJ�WKH�HFRQRPLF�V\VWHP�´�,W�LV�WKXV�
FOHDU�WKDW�WR�DVVXPH�DEVHQFH�RI�WUDQVDFWLRQ�FRVWV�PHDQV�WR�QHJOHFW�WKH�SUHVHQFH�RI�DQ\�FRVW�DVVRFLDWHG�ZLWK�
WKH�IXQFWLRQLQJ�RI�DFWXDO�PDUNHWV�²�WKDW�LV��RI�DOO�SRWHQWLDO�VRXUFHV�RI�LQHIILFLHQFLHV��,W�IROORZV�IURP�WKLV�D�
GHILQLWLRQ�WKDW�³PDUNHW�IDLOXUH�LV�WKH�SDUWLFXODU�FDVH�ZKHUH�WUDQVDFWLRQ�FRVWV�DUH�VR�KLJK�WKDW�WKH�H[LVWHQFH�RI�
WKH�PDUNHW�LV�QR�ORQJHU�ZRUWKZKLOH´��$UURZ�>����@������������

���.DUO�3RODQ\L��������FK������
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LQGLYLGXDO�FKRLFHV��ZH�PLJKW�FRQVLGHU�WKDW�DQ\�FKRLFH�LV�WUXO\�IUHH�RQO\�LI�WKH�FKRRVLQJ�
LQGLYLGXDO�KDV�DFKLHYHG�VXFK�D�PLQLPXP�OHYHO�RI�FRPIRUW�ZKLFK�HQDEOHV�KLP�KHU�WR�
DFW�IUHHO\�LQ�SXUVXLQJ�KLV�KHU�RZQ�KDSSLQHVV���ZLWKRXW�FRQVWUDLQWV�LQGXFHG�E\�ODFN�RI�
IXQGDPHQWDO�QHHGV�VXFK�DV��IRU�H[DPSOH��WKRVH�OLVWHG�LQ�WKH�8QLYHUVDO�'HFODUDWLRQ�RI�
+XPDQ�5LJKWV�����7KHUHIRUH��ZH�FRXOG�GHILQH�HFRQRPLF�HIILFLHQF\�DV�WKH�FRQGLWLRQ�WKDW�
FRUUHVSRQGV�WR�WKH�UHDFKLQJ�RI�D�PLQLPXP�VWDQGDUG�RI�PDWHULDO�ZHOIDUH�E\�DOO�FLWL]HQV��
:H�ZRXOG�WKXV�KDYH��

�
x� 3URSRVLWLRQ� �D�� (FRQRPLF� HIILFLHQF\� LV� GHILQHG� ZLWK� UHIHUHQFH� WR� D� PLQLPXP�

VWDQGDUG�RI�PDWHULDO�ZHOIDUH�IRU�WKH�HQWLUH�SRSXODWLRQ���
x� 3URSRVLWLRQ� �E�� 6RFLDO� SROLFLHV� DUH� GHILQHG� DV� WKRVH� SROLFLHV� ZKLFK� JXDUDQWHH� D�

PLQLPXP�VWDQGDUG�RI�PDWHULDO�ZHOIDUH�IRU�WKH�HQWLUH�SRSXODWLRQ��ZKHUH�PDWHULDO�
ZHOIDUH�UHIHUV�WR�WKH�IXOILOOPHQW�RI�D�VSHFLILF�VHW�RI�IXQGDPHQWDO�QHHGV���

x� 3URSRVLWLRQ��F��6RFLDO�SROLFLHV�DUH�HFRQRPLFDOO\�HIILFLHQW���
�
3URSRVLWLRQ� �D� SURYLGHV� D� GHILQLWLRQ� RI� HIILFLHQF\� WKDW� LV� GHULYHG� IURP� D�

³VXEVWDQWLYH´�LGHD�RI�WKH�HFRQRP\�j�OD�3RODQ\L��ZKLOH�3URSRVLWLRQ��E�JLYHV�DQ�DFFHSWDEOH�
GHVFULSWLRQ�RI�VRFLDO�SROLF\�WKDW�LV�LQWXLWLYHO\�DSSHDOLQJ��FRQVLVWHQW�ZLWK�WKH�8QLYHUVDO�
'HFODUDWLRQ� RI� +XPDQ� 5LJKWV�� DQG� LQ� OLQH� ZLWK� VRPH� RI� WKRVH� LQYRNHG� LQ� PDQ\�
GHPRFUDWLF� FRXQWULHV�� 2QFH� RQH� DFFHSWV� 3URSRVLWLRQV��D�DQG� �E�� WKHQ� 3URSRVLWLRQ��F�
ORJLFDOO\� IROORZV�� 2EYLRXVO\�� VRFLDO� SROLFLHV� DUH� QRW� DOZD\V� FDSDEOH� RI� DVVXULQJ� D�
PLQLPXP�OHYHO�RI�PDWHULDO�ZHOIDUH� WR�HYHU\ERG\��DQG�VRPHWLPHV�VXFK�SROLFLHV�FUHDWH�
GLVWRUWLRQV�LQ�WHUPV�RI�WKDW�VSHFLILF�REMHFWLYH�RU�RI�RWKHU�REMHFWLYHV�RI�HFRQRPLF�SROLF\��
<HW��RQH�FRXOG�³H[SODLQ´�VRFLDO�SROLF\�IDLOXUH�DV�EHLQJ�GXH�WR�WKH�SUHVHQFH�RI�LPSHUIHFW�
LQIRUPDWLRQ� DQG� WKH� FRVW� RI� PDNLQJ� WKH� UHTXLUHG� WUDQVIHUV� WR� WKH�QHHG\�� 7KHQ�� RQH�
FRXOG�³SURYH´� WKDW� WKH�HIILFLHQF\�RI� VRFLDO�SROLFLHV�PD\�EH�UHHVWDEOLVKHG�E\�DVVXPLQJ�
SHUIHFW�LQIRUPDWLRQ�DQG�WKH�DEVHQFH�RI�WUDQVIHU�FRVWV��

7KH�GLVFXVVLRQ�VR�IDU�XQGHUOLQHV�D�VHULRXV�FRQFHSWXDO�SUREOHP�WKDW�RQH�VKRXOG�
NHHS� LQ� PLQG� WR� IXOO\� XQGHUVWDQG� WKH� DUJXPHQWV� ZH� DGYDQFH� KHUH�� 7R� SURYH� WKH�
HIILFLHQF\� RI� ERWK� FRPSHWLWLYH� PDUNHWV� DQG� VRFLDO� SROLFLHV�� ZH� KDYH� SUHVHQWHG�
DUJXPHQWV� WKDW� ²� DSDUW� IURP� WKH� REYLRXV� GLIIHUHQFHV� LQ� WKH� FRQWHQW� RI� WKH�
SURSRVLWLRQV� ²� SRVVHVV� WKH� VDPH� ORJLFDO� VWUXFWXUH�� 7KH\� DUH� WDXWRORJLFDO�� $V� D�
FRQVHTXHQFH��LW�LV�FOHDU�WKDW�HDFK�DUJXPHQWDWLRQ��RQ�WKH�ZKROH��LV�IRUPDOO\�FRQVLVWHQW��
1HYHUWKHOHVV�� WKLV� VD\V� QRWKLQJ� UHJDUGLQJ� WKH� WUXWKIXOQHVV� RI� WKH� DUJXPHQW¶V�
DVVXPSWLRQV�RU�RI�LWV�FRQFOXVLRQ��DV�LW�VD\V�QRWKLQJ�DERXW�DQ\�UHDO�SURSHUW\�RI�PDUNHWV�
RU� VRFLDO� SROLFLHV�� 7R� H[SORUH� WKH� ODWWHU� LVVXH�� ZH� QHHG� WR� HVWDEOLVK� ZKHWKHU� WKH�
K\SRWKHVHV�� DURXQG� ZKLFK� WKH� GHGXFWLYH� FKDLQ� LV� EXLOW�� GHVFULEH� H[LVWLQJ� RU� SRVVLEOH�
FRQGLWLRQV��,Q�RWKHU�ZRUGV��ZH�EHOLHYH�WKDW�WKH�SUREOHP�RI�WKH�IRUPDO�FRQVLVWHQF\�RI�
WKH� SURSRVHG� ³SURRI´� RI� WKH� HIILFLHQF\� RI� FRPSHWLWLYH� PDUNHWV� LV� RI� D� FRPSOHWHO\�

���,Q�WKH�8QLYHUVDO�'HFODUDWLRQ�RI�+XPDQ�5LJKWV��DUW������SDUD�������ZH�UHDG��³(YHU\RQH�KDV�WKH�ULJKW�WR�D�
VWDQGDUG�RI�OLYLQJ�DGHTXDWH�IRU�WKH�KHDOWK�DQG�ZHOO�EHLQJ�RI�KLPVHOI�DQG�RI�KLV�IDPLO\��LQFOXGLQJ�IRRG��FORWKLQJ��
KRXVLQJ�DQG�PHGLFDO�FDUH�DQG�QHFHVVDU\�VRFLDO�VHUYLFHV��DQG�WKH�ULJKW�WR�VHFXULW\�LQ�WKH�HYHQW�RI�XQHPSOR\PHQW��
VLFNQHVV��GLVDELOLW\��ZLGRZKRRG��ROG�DJH�RU�RWKHU�ODFN�RI�OLYHOLKRRG�LQ�FLUFXPVWDQFHV�EH\RQG�KLV�FRQWURO�´�
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GLIIHUHQW� QDWXUH� WKDQ� WKH� SUREOHP� RI� ZKHWKHU� RU� QRW� WKH� XQGHUO\LQJ� PRGHO� RI� WKH�
PDUNHW� FRUUHVSRQGV� WR� UHDOLW\��7KH� WZR�TXHVWLRQV�QHHGV� WR�EH�NHSW�QHDWO\� VHSDUDWHG��
7R� FRQIRXQG� WKH� TXHVWLRQ� UHJDUGLQJ� WKH� IXQFWLRQLQJ� RI� UHDO� PDUNHWV� ZLWK� WKDW�
FRQFHUQLQJ�WKH�DQDO\WLF�FRKHUHQFH�RI�WKH�IRUPDO�V\VWHP��XVHG�WR�UHSUHVHQW�WKHP��LV�D�
GDQJHURXV�PLVXQGHUVWDQGLQJ��$V�ZH�VKDOO�VHH��WKLV�DFWXDOO\�WDNHV�WKH�GLVFXVVLRQ�DZD\�
IURP�VFLHQWLILF�JURXQGV���
�

#�&KITGUUKQP�QP�/GVJQF�
�
2XU�UHDVRQLQJ�VR�IDU�UDLVHV�VHULRXV�HSLVWHPRORJLFDO�SUREOHPV�WKDW�FDQ�EH�WDFNOHG�IURP�
YDULRXV� DQJOHV� DQG� ZLWK� UHIHUHQFH� WR� YDULRXV� VFKRROV� RI� WKRXJKW�� 7KH� OLWHUDWXUH� RI�
UHOHYDQFH�LV�YDVW��:H�H[SORUH�VRPH�RI�LW�KHUH�IURP�WKH�SHUVSHFWLYH�RIIHUHG�E\�/XGZLJ�
:LWWJHQVWHLQ� �>����@� ������� 7KH� UHDVRQ� IRU� RXU� FKRLFH� LV� WKDW� :LWWJHQVWHLQ� KDG�
FRQGXFWHG�DQ�DQDO\VLV�ZKLFK�EHFDPH�D� IXQGDPHQWDO�SLOODU� IRU� ODWHU�GHYHORSPHQWV� LQ�
WKH� SKLORVRSK\� RI� VFLHQFH�� $V� ZH� VKDOO� VHH�� :LWWJHQVWHLQ¶V� 7UDFWDWXV� GLVFXVVHV� WKH�
FRJQLWLYH� YDOXH� RI� WDXWRORJLHV� WKDW� DOORZV� XV� WR� PDNH� WKH� GLVWLQFWLRQ� EHWZHHQ�
SURSRVLWLRQV�WKDW�DUH�WUXH�EHFDXVH�RI�WKHLU�ORJLFDO�FRKHUHQFH�DQG�SURSRVLWLRQV�WKDW�DUH�
WUXH�EHFDXVH�WKH\�UHODWH�WR�DFWXDO�IDFWV�²�D�GLVWLQFWLRQ�ZH�ILQG�XVHIXO�LQ�GLVFXVVLQJ�NH\�
DUJXPHQWV�SUHVHQWHG�KHUH��$�UHIHUHQFH�WR�:LWWJHQVWHLQ��FRXSOHG�ZLWK�WKH�RXU�3DUHWR�
FULWHULRQ� GLVFXVVLRQ�� ZLOO� KHOS� XV� FULWLFDOO\� H[DPLQH� WKH� HSLVWHPRORJLFDO� YDOXH� RI� WKH�
&RDVH�WKHRUHP�DQG�WKH�OHJLWLPDF\�RI�WKH�QRUPV�GHULYHG�IURP�LW����

,Q� WKH� 7UDFWDWXV� /RJLFR�3KLORVRSKLFXV� �>����@� ������� :LWWJHQVWHLQ� GLYLGHG�
SURSRVLWLRQV� LQ� WKUHH� FODVVHV�� PHDQLQJIXO�� PHDQLQJOHVV� �VLQQORV��� DQG� QRQVHQVLFDO�
�XQQVLQQLJ���7KH�ILUVW�JURXS�LQFOXGHV�SURSRVLWLRQV�WKDW�GHVFULEH�SRVVLEOH�VWDWHV�RI�DIIDLUV�
�6DFKYHUKDOWHQ���6XFK�SURSRVLWLRQV�FRXOG�EH�WUXH�RU�IDOVH��7KH\�DUH�WUXH�LI�WKH\�GHVFULEH�
VWDWHV�RI�DIIDLUV�WKDW�H[LVW�²�WKDW� LV��³IDFWV´��7DWVDFKHQ���7KH\�DUH�IDOVH� LI� WKH\�GHVFULEH�
VWDWHV� RI� DIIDLUV� WKDW� GR� QRW� H[LVW� LQ� UHDOLW\���� $FFRUGLQJ� WR� :LWWJHQVWHLQ�� RQO\� WKHVH�
SURSRVLWLRQV��FKDUDFWHUL]HG�E\�WKHLU�DVVHUWLYH�QDWXUH��KDYH�FRJQLWLYH�YDOXH��7KH\�DUH�WKH�
SURSRVLWLRQV�RQ�ZKLFK�QDWXUDO�VFLHQFH�LV�EDVHG��,W�LV�LPSRUWDQW�WR�NHHS�LQ�PLQG�WKDW�
WKH�DQDO\VLV�RI�WKH�PHDQLQJIXOQHVV�RI�SURSRVLWLRQV�FRQGXFWHG�E\�:LWWJHQVWHLQ�LQ�WKH�
7UDFWDWXV� LV� EDVHG� RQ� WKH� SRVVLELOLW\� RI� UHGXFLQJ� HOHPHQWDU\� FRPSRQHQWV� RI�
SURSRVLWLRQV� WR� HOHPHQWDU\� REMHFWV� ²� WKDW� LV�� RQ� WKH� ORJLFDO� DWRPLVP�� ,W� LV� SUHFLVHO\�
EHFDXVH� RI� WKDW� SRVVLELOLW\� WKDW� PHDQLQJIXO� SURSRVLWLRQV� DUH� WKH� SURSRVLWLRQV� RI� WKH�
QDWXUDO� VFLHQFHV� DQG� QRW� WKRVH� RI� VRFLDO� RU� KLVWRULFDO� VFLHQFHV���� ,Q� IDFW�� WKHVH� ODWWHU�
SURSRVLWLRQV�GR�QRW�SURSHUO\�FRQFHUQ��VWULFWR�VHQVX��HOHPHQWDU\�REMHFWV���

��� $� GLVFXVVLRQ� SRLQW� WKDW�� LQ� PDQ\� ZD\V�� SDUDOOHOV� WKH� RQH� ZH� PDNH� KHUH� KDV� EHHQ� SUHVHQWHG� E\�
$QGUHZ�+DOSLQ���������+DOSLQ� UHMHFWV� WKH� LGHD� WKDW� WKH�&RDVLDQ�PRGHO� VKHGV� OLJKW�RQ� WKH�ZRUOG�DV� LW� LV��
WKXV�RYHUFRPLQJ�EODFNERDUG�HFRQRPLFV��DQG�FULWLFL]HV�WKH�OHJLWLPDF\�RI�LWV�QRUPDWLYH�FRQVHTXHQFHV��

���$FFRUGLQJ�WR�/XGZLJ�:LWWJHQVWHLQ��>����@�������3URS��������³>D@�SURSRVLWLRQ�SUHVHQWV�WKH�H[LVWHQFH�
DQG�QRQ�H[LVWHQFH�RI�DWRPLF�IDFWV�´��

���$OWKRXJK�:LWWJHQVWHLQ�GLG�QRW�GLUHFWO\� VWDWH� WKLV�� DQG�DOWKRXJK� LW�PLJKW�EH�SRVVLEOH� WR�DUJXH� LQ�
IDYRU�RI�VRPH�SURSRVLWLRQV�RI� WKH�VRFLDO�DQG�KLVWRULFDO�VFLHQFHV��WR�WKH�H[WHQW� WKDW� WKH\�GHVFULEH�IDFWV���ZH�
EHOLHYH�WKDW�:LWWJHQVWHLQ¶V�SRVLWLRQ�LQ�7UDFWDWXV�LV�EDVLFDOO\�ZKDW�ZH�KDYH�GHVFULEHG��
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$QGUHD�9HQWXUD��&DUOR�&DILHUR��DQG�0DUFHOOR�0RQWLEHOOHU�

0HDQLQJOHVV��VLQQORV��SURSRVLWLRQV��RQ�WKH�RWKHU�KDQG��DUH�WKRVH�WKDW��GXH�WR�WKHLU�
ORJLFDO� VWUXFWXUH�� DUH� HLWKHU� DOZD\V� WUXH� �WDXWRORJLHV�� RU� DOZD\V� IDOVH� �FRQWUDGLFWLRQV���
LQGHSHQGHQWO\� IURP� WKH� WUXWKIXOQHVV� RI� WKHLU� HOHPHQWDU\� FRPSRQHQWV�� 7KHVH�
SURSRVLWLRQV��DFFRUGLQJ�WR�:LWWJHQVWHLQ��KDYH�QR�FRJQLWLYH�YDOXH��EHLQJ�OLPLWLQJ�FDVHV�
RI�D�FHUWDLQ�UDQJH�RI�PHDQLQJ����

7R� WKH� ODVW� JURXS� ²� WKDW� RI� QRQVHQVLFDO� �XQVLQQLJ�� SURSRVLWLRQV� ²� EHORQJ� WKH�
SVHXGR�DVVHUWLYH� SURSRVLWLRQV� RI� HWKLFV� DQG� DHVWKHWLF�� 7KHVH� DUH� WKH� SURSRVLWLRQV�
FRPSULVLQJ� WKH� FRPSUHKHQVLRQ� RI� WKH� KXPDQ� ZRUOG�� ZKLFK� GR� QRW� KDYH� FRJQLWLYH�
YDOXH��\HW�VKRZ�WKHLU�FRQWHQW�WKURXJK�DUWLVWLF�UHSUHVHQWDWLRQ�DQG�P\VWLFLVP��

$FFRUGLQJ� WR� :LWWJHQVWHLQ¶V� WKHVHV�� WKH� SURRI� RI� WKH� HIILFLHQF\� RI� FRPSHWLWLYH�
PDUNHWV�LV� WKXV�QRW�D�VFLHQWLILF�SURSRVLWLRQ�GXH�WR�LWV�WDXWRORJLFDO�FKDUDFWHU��DQG�FDQ�
RQO\�EH�GHHPHG�DV�D�PHWKRG�WR�YHULI\�WKH�IRUPDO�FRQVLVWHQF\�RI�SURSRVLWLRQV�WKDW�QHHG�
WR�EH�YDOLGDWHG�E\�HPSLULFDO�WHVWV��)RU�WKLV�UHDVRQ��WZR�SURSRVLWLRQV�WKDW�DUH�DQWLWKHWLF�
²�HIILFLHQF\�RI�WKH�PDUNHW�DQG�HIILFLHQF\�RI�VRFLDO�SROLFLHV�²�FDQ�ERWK�EH�FRQVLGHUHG�
WUXH�LI�WKH\�DUH�FRQVWUXFWHG�LQ�D�WDXWRORJLFDO�IRUP��+RZHYHU��SUHFLVHO\�IRU�WKDW�UHDVRQ��
QHLWKHU�RI�WKHP�SURYLGHV�DQ\�NQRZOHGJH�RI�WKH�UHDO�ZRUOG��

%\�UHIHUULQJ�WR�:LWWJHQVWHLQ¶V�GLVWLQFWLRQ�EHWZHHQ�PHDQLQJIXO�DQG�PHDQLQJOHVV�
SURSRVLWLRQV�� ZH� FDQ� QRZ� UHH[DPLQH� WKH� DUJXPHQW� RI� WKH� HIILFLHQF\� RI� PDUNHWV� E\�
GLVWLQJXLVKLQJ� WZR� FDVHV�� �L�� D� FDVH� ZKHUH� WKH� FRUUHVSRQGHQFH� EHWZHHQ� PDUNHWV� DQG�
HIILFLHQF\�EHFRPHV�D�GHILQLQJ� FRQFHSW�RQ�SXUHO\� ORJLFDO� JURXQGV� �L�H��� LI� HIILFLHQF\� LV�
GHILQHG�LQ�WHUPV�RI�WKH�3DUHWR�FULWHULRQ��WKHQ�IUHH�H[FKDQJH�LV�HIILFLHQW��DQG��LL��D�FDVH�
ZKHUH�WKH�LQWHUHVW�LV�LQ�FRPSDULQJ�D�FULWHULRQ�RI�HIILFLHQF\�ZLWK�D�FRPSOH[�VWDWH�RI�WKH�
PDWWHU��DV�LW�LV�WKH�UHDOLW\�RI�D�PDUNHW�HFRQRP\��

,Q� WKH� ILUVW� FDVH�� DV� VXJJHVWHG� E\� :LFNVHOO� DERYH�� WKH� DUJXPHQWDWLRQ� LV�
LPPHGLDWHO\�UHFRJQL]DEOH�DV�D�WDXWRORJ\��7KH�3DUHWR�FULWHULRQ�VXPV�XS�WR�WKH�ODZV�RI�
IUHH�YROXQWDU\�H[FKDQJH��WKHUHIRUH��RQFH�WKH�RSSRUWXQLWLHV�IRU�PXWXDOO\�DGYDQWDJHRXV�
H[FKDQJHV�DUH�H[KDXVWHG��3DUHWR�HIILFLHQF\�LV�DFKLHYHG���

,Q�WKH�VHFRQG�FDVH��D�WDXWRORJLFDO�FRUH�FDQ�EH�UHYHDOHG�WKURXJK�D�PRUH�FRPSOH[�
VHTXHQFH�RI�SDVVDJHV��7KHVH�FDQ�EH�VXPPDUL]HG� LQ�ZKDW�ZH� ODEHOHG�DV�3URSRVLWLRQ��G��
DFFRUGLQJ� WR� ZKLFK�� ³>Z@LWKRXW� LQHIILFLHQFLHV�� WKDW� LV� ZLWK� SHUIHFW� LQIRUPDWLRQ� DQG�
ZLWK� QR� WUDQVDFWLRQ� FRVW�� D� FRPSHWLWLYH� PDUNHW� LV� HIILFLHQW�� FRQVLGHUHG� WKDW� WKH�
GHILQLWLRQ� RI� HIILFLHQF\� FRLQFLGHV� ZLWK� WKH� GHILQLWLRQ� RI� WKH� ORJLF� RI� PDUNHW�
H[FKDQJHV�´� ,Q� WKLV� FDVH�� JLYHQ� WKDW� WKH� SURSRVLWLRQ� RQ� WKH� HIILFLHQF\� RI� PDUNHWV�
FDQQRW�EH�HPSLULFDOO\�YDOLGDWHG��EHFDXVH�UHDO�PDUNHWV�SUHVHQW�VHYHUDO�SKHQRPHQD�WKDW�
KLQGHU�WKH�SRVVLELOLW\�RI�IXOO�H[SUHVVLRQ�RI�WKH�ORJLF�RI�IUHH�YROXQWDU\�H[FKDQJH���DG�KRF�
K\SRWKHVHV� DUH� DGGHG� WR� VDOYDJH� LWV� HPSLULFDO� YDOLGLW\� ²� WKDW� LV�� WR� ³VDYH� WKH�
SKHQRPHQD�´� +RZHYHU�� LQFOXVLRQ� RI� VXFK� DG�KRF� K\SRWKHVHV� PDNHV� WKH� SURSRVLWLRQ�

���,W�LV�LPSRUWDQW�WR�NHHS�LQ�PLQG�WKDW��DFFRUGLQJ�WR�:LWWJHQVWHLQ��LQ�RUGHU�IRU�D�SURSRVLWLRQ�WR�KDYH�
D� FRJQLWLYH� YDOXH�� LW� PXVW� GHVFULEH� D� SRVVLEOH� VWDWH� RI� WKH� ZRUOG�� )RUPDO� GLVFLSOLQHV�� LQ� WKLV� VHQVH�� DUH�
FRQFHLYHG� DV� UXOHV� IRU� WKH� FUHDWLRQ� RI� SURSRVLWLRQV�� DQG� QRW� DV� VHWV� RI� VHQVLEOH� SURSRVLWLRQV� WKHPVHOYHV��
JLYHQ�WKDW�WKH\�FDQQRW�LQGLFDWH�IDFWV��7KHUHIRUH��IRUPDOL]LQJ�D�GLVFLSOLQH�GRHV�QRW�H[HPSW�LW�IURP�WKH�QHHG�
WR�FRPSDUH�WKH�SURSRVLWLRQV�ZLWK�WKH�H[LVWLQJ�IDFWV�LQ�RUGHU�WR�DVVHVV�WKHLU�WUXWKIXOQHVV���
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HPSLULFDOO\�HPSW\��JLYHQ�WKDW�QRZ�LW�ZRXOG�DOZD\V�EH�WUXH�� LUUHVSHFWLYH�RI�ZKLFK�UHDO�
VHW�RI�IDFWV�LW�LV�FRPSDUHG�ZLWK���

,Q� RWKHU� ZRUGV�� ZLWK� UHIHUHQFH� WR� WKH� OLQN� EHWZHHQ� H[FKDQJH� DQG� 3DUHWR�
HIILFLHQF\��WKH�DQDO\VLV�LV�OLPLWHG�WR�WKH�GHILQLWLRQ�RI�H[FKDQJH�DV�HIILFLHQW��,I�D�ZLGHU�
VFRSH�LV�JLYHQ�WR�WKH�OLQN�EHWZHHQ�PDUNHW�DQG�HIILFLHQF\��VR�WKDW�DQ�DWWHPSW�LV�PDGH�WR�
UHIHU� WR� WKH� FRQGLWLRQV� H[LVWLQJ� LQ� DFWXDO� PDUNHW� HFRQRPLHV� LQ� WKHLU� DFWXDO�
IXQFWLRQLQJ�� WKH� DUJXPHQWDWLRQ� RQ� WKH� HIILFLHQF\� RI� WKH� PDUNHW� RXWFRPH� WXUQV�
WDXWRORJLFDO� ²� EH� LW� LPPHGLDWHO\� RU� E\� PHDQV� RI� WKH� LQFOXVLRQ� RI� DG�KRF�K\SRWKHVHV��
2QFH�LW�LV�UHFRJQL]HG�WKDW�LW�DOZD\V�HQGV�XS�EHLQJ�D�WDXWRORJ\��WKH�SURSRVLWLRQ�DERXW�
WKH� 3DUHWR� HIILFLHQF\� RI� WKH� HTXLOLEULD� LQ� IUHH� PDUNHWV� RXJKW� WR� EH� GHHPHG� DV�
PHDQLQJOHVV��DQG�WKXV�VKRXOG�QRW�EHORQJ�WR�WKH�UHDOP�RI�SRVLWLYH�VFLHQFH���

2XU�UHDVRQLQJ�OHDGV�XV�WR�DQDO\]H�WKH�UROH�WKDW�:LWWJHQVWHLQ¶V�7UDFWDFWXV��>����@�
������ SOD\HG� LQ� WKH� GHYHORSPHQW� RI� WKH� QHR�SRVLWLYLVW� WUDGLWLRQ� ZKLFK� KDV�
DFFRPSDQLHG� DQG� SURPRWHG� WKH� FUHDWLRQ� DQG� HYROXWLRQ� RI� HFRQRPLFV� DV� D� VFLHQWLILF�
GLVFLSOLQH��7KH�9LHQQD�&LUFOH¶V�SKLORVRSK\�²�DQ�HVVHQWLDO�FRPSRQHQW�RI�WKLV�WUDGLWLRQ�
²� FDQ� EH� OLQNHG� GLUHFWO\� WR� WKH� PHWKRGRORJLFDO� VHWWLQJV� SURSRVHG� LQ� WKH� 7UDFWDWXV��
SUHFLVHO\� EHFDXVH� LW� ZRXOG� DOORZ� D� FULWLTXH� WR� WKH� ³PHWDSK\VLFV´� HPEHGGHG� LQ�
SURSRVLWLRQV��VHHPLQJO\�FRKHUHQW��EXW�GHSULYHG��DFFRUGLQJ�WR�WKLV�FRQFHSWLRQ��RI�DQ\�
FRJQLWLYH� YDOXH���� 7KH� 7UDFWDWXV�� LQ� IDFW�� SRLQWV� WR� WKH� H[FOXVLRQ� IURP� VFLHQFH� RI� DOO�
WUDGLWLRQDO� SKLORVRSKLFDO� SUREOHPV� WKDW� ²� XQGHU� WKH� OLJKW� RI� WKLV� FRQFHSWLRQ� ²� DUH�
UHYHDOHG�DV�PHDQLQJOHVV�DV�WKH\�FDQQRW�EH�UHIHUUHG�WR�HOHPHQWDU\�IDFWV���

7R�EH�VXUH��:LWWJHQVWHLQ�ZDV�DZDUH�RI�WKH�H[LVWHQFH�RI�D�GHHS�JDS�EHWZHHQ�WKH�
KXPDQ� ODQJXDJH� DQG� WKH� WKHVHV� RQ� ODQJXDJH� IRUPXODWHG� LQ� WKH� 7UDFWDWXV� �>����@�
���������7KXV��ZKLOH�QHR�SRVLWLYLVWV�PDGH�KLV� WKHVHV�RQH�SLOODU�RI� WKHLU�PHWKRGRORJ\��
KH�DEDQGRQHG� ORJLFDO�DWRPLVP�DQG� LQWURGXFHG� ODQJXDJH�JDPHV� WKHRU\�� WKXV�UHYLYLQJ�
WKH�SRVVLELOLW\�RI�DQ�XQGHUVWDQGLQJ�RI�KXPDQ�ODQJXDJH�DQG�SUDFWLFHV��,QGHHG��DOUHDG\�
DW� WKH� WLPH� RI� WKH� 3KLORVRSKLFDO� 5HPDUNV� �>����@� ������� :LWWJHQVWHLQ� HODERUDWHG� D�
UDGLFDOO\� GLIIHUHQW� FRQFHSWLRQ� RI� ODQJXDJH��� WKDW� ZRXOG� ULSHQ� LQ� WKH� 3KLORVRSKLFDO�
,QYHVWLJDWLRQV� �>����±����@� ������� ,Q� WKLV� ODWHU� ZRUN�� :LWWJHQVWHLQ� UHFRJQL]HG� WKH�
PXOWLSOLFLW\�RI�ODQJXDJH�JDPHV�DQG�DGYDQFHG�WKH�WKHVLV�WKDW�QRW�MXVW�ODQJXDJH��EXW�WKH�

��� &I�� LQ� SDUWLFXODU�� :LWWJHQVWHLQ� �>����@� ������ 3URS�� ������ DQG� ������� $PRQJ� WKH� PDQ\�
FRPPHQWDULHV�RQ� WKH� UHODWLRQVKLS�EHWZHHQ�:LWWJHQVWHLQ�DQG� WKH�9LHQQD�&LUFOH�� VHH�)ULHGULFK�:DLVPDQQ�
�������DQG�5XGROI�&DUQDS��>����@�������[���

���³:H�IHHO�WKDW��HYHQ�LI�DOO�WKH�SRVVLEOH�VFLHQWLILF�TXHVWLRQV�DUH�DQVZHUHG��RXU�YLWDO�SUREOHPV�KDYH�QRW�
HYHQ�EHHQ�WRXFKHG´��:LWWJHQVWHLQ�>����@�������3URS�������HPSKDVLV�RULJLQDO���

��� ³'LH� 3KlQRPHQRORJLVFKH� 6SUDFKH� RGHU� µSULPlUH� 6SUDFKH¶� ZLH� LFK� VLH� QDQQWH� VFKZHEW� PLU� MHW]W�
QLFKW�DOV�=LHO�YRU��LFK�KDOWH�VLH�MHW]W�QLFKW�I�U�P|JOLFK��$OOHV�ZDV�P|JOLFK�XQG�Q|WLJ�LVW��LVW�GDV�:HVHQWOLFKH�
XQVHUHU� 6SUDFKH� YRQ� LKUHP� 8QZHVHQWOLFKHQ� ]X� VRQGHUQ�´� �³,� QR� ORQJHU� KDYH� WKH� 3KHQRPHQRORJLFDO� RU�
µSULPDU\�ODQJXDJH�¶�DV�,�RQFH�XVHG�WR�FDOO�LW��LQ�PLQG�DV�P\�JRDO��,�QR�ORQJHU�KROG�LW�WR�EH�QHFHVVDU\��$OO�WKDW�
LV� SRVVLEOH� DQG� QHFHVVDU\� LV� WR� VHSDUDWH� ZKDW� LV� HVVHQWLDO� IURP� ZKDW� LV� LQHVVHQWLDO� LQ� RXU� ODQJXDJH�´��
�:LWWJHQVWHLQ����������������:H�PXVW�FODULI\�WKDW�WKH�H[SUHVVLRQ�³SKHQRPHQRORJLFDO�RU�µSULPDU\�ODQJXDJH¶´�
PXVW�EH�LQWHQGHG�KHUH�DV�DQ�HTXLYDOHQW�WR�WKH�LGHDO�ODQJXDJH�RI�7UDFWDWXV��
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GHVFULSWLRQ�RI� IDFWV� DQG�WKLQJV� LWVHOI� LV�DQ� LQWHUSUHWDWLRQ�� WKHUHE\�SD\LQJ�D� WULEXWH� WR�
WKH�SUHYDLOLQJ�FRJQLWLYH��OLQJXLVWLF��DQG�FXOWXUDO�VWUXFWXUHV����

&RQFHUQLQJ�WKH�SKLORVRSK\�RI�VFLHQFH�DQG�WKH�UHODWLRQVKLS�EHWZHHQ�WKH�PHWKRGV�
RI�QDWXUDO�DQG�VRFLDO� VFLHQFHV�� LW� LV�SUHFLVHO\� WKH� ODWHU�ZRUNV�RI�:LWWJHQVWHLQ� WKDW� IHG�
LQQXPHUDEOH� VWXGLHV� DQG� OLQHV�RI� UHVHDUFK�ZKLFK� WUDQVFHQGHG� WKH� OLPLWV� LPSRVHG�E\�
WKH�SRVLWLYLVW�PHWKRG�RQ�VRFLDO�VFLHQFHV�DQG�HFRQRPLF�UHVHDUFK��,Q�JHQHUDO��WKH�QHHG�
WR�RYHUFRPH�WKRVH�OLPLWV�LV�FOHDUO\�HYLGHQW�LQ�WKH�PHUH�REVHUYDWLRQ�WKDW��HYHQ�WKRXJK�
HFRQRPLFV� DLPV� DW� DQDO\]LQJ� UHJXODULWLHV� DQG� UHODWLRQVKLSV� DPRQJ� YDULDEOHV� WKDW� DUH�
QRW�JLYHQ�LQ�QDWXUH��FRQWUDU\�WR�ZKDW�KDSSHQV�ZLWKLQ�QDWXUDO�VFLHQFHV��LW�FRQWULEXWHV�
WR� SURPRWH� D� YLVLRQ� RI� WKH� ZRUOG� VXEVHTXHQWO\� DGRSWHG� E\� HFRQRPLF� DFWRUV� WR� ILQG�
WKHLU� ZD\� DQG� DFW� ZLWKLQ� WKH� VDPH� UHDOLW\�� ,Q� HFRQRPLFV�� SUHVFULSWLRQV� DUH�
FRQWLQXRXVO\�GHULYHG�FRQFHUQLQJ�TXHVWLRQV�RI�ODZ��SROLWLFV��HQYLURQPHQWDO�UHJXODWLRQ��
HWF��&RQWUDU\�WR�QDWXUDO�VFLHQFHV��HFRQRPLFV�LV�DOVR�FRQVWLWXWLRQDO�RI�WKH�UHDOLW\�LW�DLPV�
WR�DQDO\]H���

'HVSLWH�WKH�IDFW�WKDW��GXULQJ�WKH�WZHQWLHWK�FHQWXU\��UHIOHFWLRQV�RQ�WKH�VXEMHFWLYH�
QDWXUH�DV�ZHOO�DV�WKH�VRFLRORJLFDO�DQG�FXOWXUDO�FRQGLWLRQLQJ�RI�NQRZOHGJH�KDYH�RIWHQ�
EHHQ� SUHVHQWHG� ZLWKLQ� ODQJXDJH� VFLHQFHV�� SKLORVRSK\� RI� VFLHQFH�� VRFLRORJ\�� DQG�
DQWKURSRORJ\�� WKH� WKHRUHWLFDO� IRXQGDWLRQV� RI� PDLQVWUHDP� HFRQRPLFV� KDYH� UHPDLQHG�
XQDIIHFWHG���� 7KLV� JDS� RULJLQDWHV� IURP� WKH� IDFW� WKDW� QHRFODVVLFDO� HFRQRPLFV�� E\�
UHIHUULQJ�WR�WKH�3DUHWR�FULWHULRQ�DQG�:DOUDVLDQ�HTXLOLEULXP��KDV�DWWHPSWHG�WR�DFKLHYH�
WKH�VWDWXV�RI�D�VFLHQWLILF�GLVFLSOLQH�E\�DGRSWLQJ�WKH�SRVLWLYLVWLF�PRGHO�RI�VFLHQFH�EHIRUH�
WKH� VR�FDOOHG� ³VHFRQG� VFLHQWLILF� UHYROXWLRQ�´� 7KLV� IRXQGDWLRQDO� SDUDGLJP�� ZKLFK� KDV�
EHFRPH� D� FRQVWLWXWLRQDO� SDUW� RI� WKH� GLVFLSOLQH�� SUHVHQWV� D� GLIILFXOW\� IRU� PDLQVWUHDP�
HFRQRPLFV� WR� HIIHFWLYHO\� UHFRQFLOH� LWV� WHFKQLFDO�VFLHQWLILF� EDVLV� ZLWK� WKH� XQDYRLGDEOH�
UHIHUHQFHV�WR�SROLWLFV��VRFLHW\��DQG�KLVWRU\���

)URP� KHUH� RQ�� ZH� SURFHHG� LQ� WZR� GLUHFWLRQV�� )LUVW�� ZH� WDFNOH� WKH� TXHVWLRQ� RI�
ZKHWKHU�� ZLWKLQ� WKH� HFRQRPLFV¶� GHEDWH� RQ� H[WHUQDOLWLHV�� DQDO\WLFDO� ULJRU� KDV� EHHQ�
UHVSHFWHG�� ,Q� SDUWLFXODU�� ZH� ORRN� LQWR� ZKHWKHU� WKH� DWWHPSW� WR� UHFRQFLOH� H[WHUQDOLWLHV�
DQG� WKH� FRPSHWLWLYH� PDUNHW� PRGHO� KDV� EHHQ� VXFFHVVIXO�� :H� DOVR� DQDO\]H� KRZ� WKH�
3DUHWR� FULWHULRQ�� ZKHQ� XVHG� RXWVLGH� WKH� OLPLWHG� VSKHUH� RI� WKH� LGHDOL]HG� FRPSHWLWLYH�

���%HWZHHQ������DQG�������:LWWJHQVWHLQ�FRQWLQXHG�KLV�FRQYHUVDWLRQV�ZLWK�3LHUR�6UDIID��$V�:LWWJHQVWHLQ�
�>����±����@�������KLPVHOI�UHFRJQL]HG�LQ�WKH�3KLORVRSKLFDO�,QYHVWLJDWLRQV��KLV�UHODWLRQVKLS�ZLWK�6UDIID�ZDV�GHFLVLYH�
LQ�:LWWJHQVWHLQ¶V�GHFLVLRQ�WR�DEDQGRQ�WKH�FRQFHSWLRQV�RQ�ODQJXDJH�IURP�7UDFWDWXV��7KH�WKHPH�RI�WKH�UHODWLRQ�
EHWZHHQ�6UDIID�DQG�:LWWJHQVWHLQ��DQG�WKH�UHDVRQV�IRU�6UDIID¶V�LQWHUHVW�RQ�:LWWJHQVWHLQ¶V� WKHVHV�RQ� ODQJXDJH�²�
DOWKRXJK�VRPHKRZ�UHODWHG�WR�WKH�LVVXHV�ZH�GLVFXVV�KHUH�²�ZRXOG�UHTXLUH�DQ�LQ�GHSWK�DQDO\VLV�WKDW�LV�EH\RQG�WKH�
VFRSH�RI�WKLV�DUWLFOH��

��� %\� UHYLHZLQJ� WKLV� GHEDWH�� )DEUL]LR� )RUQDUL� ������� ����� DXWKRUV¶� WUDQVODWLRQ�� VKRZV� KRZ� OLQHV� RI�
WKRXJKW�� YHU\�GLIIHUHQW� IURP�HDFK�RWKHU�� VXFK�DV� WKRVH�RI�(GPXQG�+XVVHUO��+DQV�*HRUJ�*DGDPHU��ePLOH�
'XUNKHLP��RU�.DUO�0DQQKHLP��³KLJKOLJKW��ILUVW�RI�DOO��WKDW�DQ\�IRUP�RI�NQRZOHGJH��EH�LW�FRPPRQVHQVLFDO�RU�
VFLHQWLILF��LV�LQWLPDWHO\�FRQQHFWHG�WR�WKH�VRFLR�FXOWXUDO�FRQWH[W�ZLWKLQ�ZKLFK�LW�GHYHORSV��DQG�WKHQ�WKDW�WKH�
FRJQLWLYH� DQG� LQWHUSUHWDWLYH� DFWLYLWLHV� SHUIRUPHG� E\� VRFLDO� DFWRUV� DUH� FRQVWLWXWLRQDO� HOHPHQWV� RI� VRFLHW\�
LWVHOI�´�2XU�FODLP�WKDW�WKHUH�DUH�YDOXDWLRQV�KLGGHQ�EHKLQG�WKH�3DUHWR�HIILFLHQF\��DQG�WKDW�WKH�ODWWHU�LPSOLHV�D�
VSHFLILF� IRUP� RI� VRFLDO� UHODWLRQVKLSV�� FDQ� EH� RQH� H[DPSOH� RI� VXFK� FRQQHFWLRQV�� PRVWO\� RYHUORRNHG� E\� WKH�
QHRFODVVLFDO� HFRQRPLF� OLWHUDWXUH�� 7KH� ZLGHU� LPSOLFDWLRQV� IRU� HFRQRPLFV� RI� WKHVH� WKHPHV� DUH� H[SORUHG� E\�
:DGH�'��+DQGV����������



3DUHWR�(IILFLHQF\��WKH�&RDVH�7KHRUHP��DQG�([WHUQDOLWLHV�
�

����

�

�
����

PDUNHW��DV�LW�LV�GRQH��IRU�H[DPSOH��E\�WKH�&RDVH�WKHRUHP��WDNHV�RQ�D�WRWDOO\�GLIIHUHQW�
VLJQLILFDQFH��:H�H[DPLQH�� LQ�SDUWLFXODU��KRZ�WKH�DSSOLFDWLRQ�RI� WKH�3DUHWR�HIILFLHQF\�
FULWHULRQ�LQ�WKH�SUHVHQFH�RI�H[WHUQDOLWLHV�FRQWUDVWV�VKDUSO\�ZLWK�WKH�FODLP�WKDW� LWV�XVH�
ZRXOG� DOORZ� VFLHQWLVWV� WR� DQDO\]H� LQGLYLGXDO� FKRLFHV� ZLWKRXW� WKH� QHHG� WR� HQJDJH� LQ�
VXEMHFWLYH� YDOXH� MXGJPHQWV�²�D� FODLP� WKDW�KDV�EHHQ� LQYRNHG� WR� OHJLWLPL]H� WKH�3DUHWR�
HIILFLHQF\�FULWHULRQ�SROLWLFDOO\��
�

2CTGVQ�'HHKEKGPE[��VJG�%QCUG�6JGQTGO��CPF�'ZVGTPCNKVKGU�
�
$V�DOUHDG\�QRWHG��WKH�3LJRXYLDQ�DQDO\VLV�RI�H[WHUQDOLWLHV�IRFXVHV�RQ�WKH�GLVFUHSDQFLHV�
EHWZHHQ� SULYDWH� DQG� VRFLDO� FRVWV�� 3LJRX¶V� VXJJHVWHG� WKDW� D� VROXWLRQ� ZDV� WR� VHW� XS� D�
V\VWHP�RI�WD[HV�DQG�VXEVLGLHV�LQ�RUGHU�WR�UHHVWDEOLVK�WKH�HTXDOLW\�EHWZHHQ�SULYDWH�DQG�
VRFLDO�FRVWV��VR�WKDW�WKH�³ULJKW´�LQFHQWLYHV�ZRXOG�SUHYDLO�DQG�JXLGH�SULYDWH�DFWLRQ���

)UDQN�+��.QLJKW� �������GHYHORSHG�DQ�DOWHUQDWLYH�DSSURDFK�WKDW� ODWHU� IRXQG�DQ�
HVVHQWLDO� IRXQGDWLRQ� LQ� WKH� VR�FDOOHG� ³&RDVH� WKHRUHP�´� &RDVH� ������� GHVFULEHG� WKH�
SUREOHP�RI�WKH�VRFLDO�FRVW��ZKLFK�ZDV�GXH�WR�WKH�SUHVHQFH�RI�DQ�H[WHUQDOLW\��DV�LI�WKH�
H[WHUQDO� GDPDJH� FRXOG� EH� TXDQWLILHG� DV� D� UHGXFWLRQ� RI� WKH� OHYHO� RI� SURGXFWLRQ� RI� D�
WUDGDEOH�FRPPRGLW\��%\�UHIHUULQJ�WR�WKH�H[DPSOH�RI�D�KHUG�WKDW�HQWHUV�D�IDUPHU¶V�ILHOG�
DQG�GDPDJHV�WKH�FURS��&RDVH�VKRZV�WKDW��ZKHQ�ERWK�WKH�EHQHILWV�WR�WKH�EUHHGHU�DQG�
WKH�GDPDJHV�WR�WKH�IDUPHU�GHSHQG�RQ�WKH�KHUG�VL]H��WKH�³VRFLDOO\�RSWLPDO´�VL]H�RI�WKH�
KHUG�FRXOG�EH�IRXQG�DW�WKH�SRLQW�ZKHUH�WKH�DGGLWLRQDO�UHWXUQV�RQ�WKH�OLYHVWRFN�DFWLYLW\�
REWDLQHG� E\� IXUWKHU� LQFUHDVLQJ� WKH� KHUG� VL]H� HTXDOV� WKH� FRUUHVSRQGLQJ� DGGLWLRQDO�
GDPDJH�VXIIHUHG�E\�WKH�IDUPHU��$FFRUGLQJ�WR�&RDVH��VXFK�DQ�RSWLPDO�UHVXOW�FRXOG�EH�
DFKLHYHG� E\� OHWWLQJ� WKH� LQYROYHG� SDUWLHV� IUHHO\� EDUJDLQ� ²� WKDW� LV�� E\� D� PDUNHW�
PHFKDQLVP�� :KDW� LV� PRUH�� WKH� UHVXOW� ZRXOG� QRW� GHSHQG� RQ� WKH� OHJDO� VWDWXV� RI� WKH�
SDUWLHV¶�SURSHUW\�ULJKWV��PHDQLQJ�ZKHWKHU�WKH�EUHHGHU�LV�OLDEOH�IRU�WKH�GDPDJH�FDXVHG�
WR� WKH� IDUPHU�� RU� LI� KLV� KHUG� LV� HQWLWOHG� WR� HQWHU� WKH� IDUPHU¶V� ILHOG� DQG� GDPDJH� WKH�
FURS��,Q�WKH�ILUVW�FDVH��WKH�EUHHGHU�ZRXOG�EH�ZLOOLQJ�WR�SD\�VRPHWKLQJ�WR�WKH�IDUPHU�LQ�
RUGHU� WR� EX\� WKH� ULJKW� WR� HQWHU� WKH� IDUP�� ,Q� WKH� VHFRQG� FDVH�� WKH� IDUPHU� ZRXOG� EH�
ZLOOLQJ� WR� SD\� WR� DYRLG� LW�� &RDVH� VKRZHG� WKDW�� LI� WKH� SDUWLHV� FRXOG� EDUJDLQ� ZLWK� QR�
DGGLWLRQDO� FRVW�� LW� ZRXOG� EH� LQ� WKHLU� PXWXDO� LQWHUHVW� WR� UHDFK� DQ� DJUHHPHQW� WKDW�
PD[LPL]HV�WKH�MRLQW�YDOXH�RI�WKH�WZR�DFWLYLWLHV��DQG�WKDW�WKH�RXWFRPH�LQ�WHUPV�RI�KHUG�
VL]H�ZRXOG�EH�WKH�VDPH���

$FFRUGLQJ�WR�&RDVH��WKHUHIRUH��H[WHUQDOLWLHV�DUH�D�SUREOHP�RQO\�WR�WKH�H[WHQW�WKDW�
WKHUH�DUH�FRQVWUDLQWV�WR�WKH�IUHH�EDUJDLQLQJ�DPRQJ�WKH�LQYROYHG�SDUWLHV��ILUVW�RI�ZKLFK�
EHLQJ�WKH�ODFN�RI�SURSHU�GHILQLWLRQ�RI�SURSHUW\�ULJKWV��,W�LV�QRW�D�TXHVWLRQ�RI�ZKHWKHU�
RU�QRW�D�PDUNHW�PHFKDQLVP�LV�FDSDEOH�RI�DFKLHYLQJ�DQ�DFFHSWDEOH�UHVRXUFH�DOORFDWLRQ��
5DWKHU��LW�LV�D�SUREOHP�RI�³PLVVLQJ´�PDUNHWV���

:KDW�FDPH�WR�EH�NQRZQ�DV�WKH�&RDVH�WKHRUHP���LQFOXGHV�WZR�VWDWHPHQWV��)LUVW��
ZKHQ�D�FRPSOHWH�GHILQLWLRQ�RI�SURSHUW\�ULJKWV�DOORZV�WKH�SDUWLHV� LQYROYHG�WR�WUDGH�DW�
QR�FRVWV�WR�WKHP��WKH�PDUNHW�ZRXOG�DFKLHYH�WKH�RSWLPDO�VROXWLRQ�²�QDPHO\��RQH�WKDW�

���$V�6WHYHQ�*��0HGHPD� ������� UHFDOOV��6WLJOHU� ������� LV� WKH� ILUVW� RQH� WR� SUHVHQW�&RDVH¶V� ������� VHW�RI�
SURSRVLWLRQV�DV�D�WKHRUHP��
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LQYROYH�DQ�³HIILFLHQW´�DPRXQW�RI�H[WHUQDOLW\�DQG�HFRQRPLF�SURGXFWLRQ��DQG�RQH�WKDW�
PD[LPL]H�WRWDO�ZHDOWK��6HFRQG��VXFK�D�TXDQWLW\�LV�XQLTXHO\�GHWHUPLQHG��PHDQLQJ�WKDW�
LW�LV�LQGHSHQGHQW�IURP�WKH�DVVLJQPHQW�RI�SURSHUW\�ULJKWV��7KH�UHOHYDQW�OLWHUDWXUH�WHUPV�
WKHVH� WZR� VWDWHPHQWV� WKH� ³HIILFLHQF\� SURSRVLWLRQ´� DQG� WKH� ³LQYDULDQFH� SURSRVLWLRQ�´�
UHVSHFWLYHO\��

:H�PXVW� LPPHGLDWHO\�QRWH� WKDW�� DV� 5D\�(��&DQWHUEHU\� DQG� $��0DUYDVWL� �������
�����QRWH��³&RDVH�DSSHDUV� WR�ZDQW�D� VRFLDO�YDOXDWLRQ�EDVHG�XSRQ�PDUNHW�SULFHV��%XW�
VLQFH�SULFHV� UHIOHFW�SULYDWH�QRW� VRFLDO� FRVW�� WKH�HYDOXDWLRQ�RI� VRFLDO� FRVWV�ZLWK�SULYDWH�
FRVW�GDWD� LV�FRQWUDGLFWRU\�IRU�&RDVH�DQG�3LJRX�DOLNH�´�,Q�RWKHU�ZRUGV��WKH�3LJRXYLDQ�
DQDO\VLV�VWDUWV�IURP�WKH�FRQVLGHUDWLRQ�WKDW�WKH�SUHYDLOLQJ�SULFHV��DV�IRUPHG�RQ�SULYDWH�
PDUNHWV�� DUH� QRW� HIILFLHQW�� 7KDW� LV�� WKH\� IDLO� WR� VLJQDO� WKH� SURSHU� LQFHQWLYHV� EHFDXVH�
WKH\�GR�QRW�UHIOHFW�DOO�SULYDWH�DQG�VRFLDO�EHQHILWV�DQG�FRVWV��,Q�WKH�&RDVLDQ�DQDO\VLV��RQ�
WKH� RWKHU� KDQG�� ERWK� WKH� SULFHV� RI� FRPPRGLWLHV� DQG� WKH� YDOXH� RI� H[WHUQDO� FRVWV� DUH�
WDNHQ� DV� JLYHQ�� $FFRUGLQJ� WR� &RDVH�� WKH� IXQGDPHQWDO� SUREOHP� UDLVHG� E\� 3LJRX� LV� D�
SULRUL�VROYHG�E\�WKH�PDUNHW��RU��UDWKHU��LW�LV�FRPSOHWHO\�QHJOHFWHG��

,Q�DGGLWLRQ��LW�LV�REYLRXV�WKDW��DV�LQLWLDOO\�UHFRJQL]HG�E\�&RDVH�KLPVHOI��RQFH�WKH�
LQIOXHQFH� RI� WKH� OHJDO� VWUXFWXUH� RQ� SURGXFWLRQ� FRVWV� DQG� FRPPRGLW\� SULFHV� LV�
UHFRJQL]HG��WKH�SURSRVLWLRQ�RQ�WKH�LQYDULDQFH�RI�WKH�HIILFLHQW�RXWFRPH�IDOOV�DSDUW���

�
2I�FRXUVH��LI�FDWWOH�UDLVLQJ�FRPPRQO\�LQYROYHG�WKH�GHVWUXFWLRQ�RI�FURSV��WKH�
FRPLQJ� LQWR� H[LVWHQFH� RI� D� FDWWOH�UDLVLQJ� LQGXVWU\� PLJKW� UDLVH� WKH� SULFH� RI�
WKH� FURSV� LQYROYHG� DQG� IDUPHUV� ZRXOG� WKHQ� H[WHQG� WKHLU� SODQWLQJ�� %XW� ,�
ZLVK�WR�FRQILQH�P\�DWWHQWLRQ�WR�WKH�LQGLYLGXDO�IDUPHU���&RDVH������������

�
8QIRUWXQDWHO\�� E\� GHIHQGLQJ� WKH� GRPLQDQFH� RI� PDUNHW� ORJLF� RYHU� WKH� ODZ�� VXFK� D�
GHSHQGHQFH� RI� DQ� HIILFLHQW� RXWFRPH� RQ� WKH� LQLWLDO� DVVLJQPHQW� RI� SURSHUW\� ULJKWV� LV�
QHJOHFWHG�LQ�PRVW�RI�WKH�OLWHUDWXUH�WKDW�VXSSRUWV�WKH�YDOLGLW\�RI�WKH�³&RDVH�WKHRUHP�´���

,Q�UHDOLW\��WKH�UHODWLRQVKLS�EHWZHHQ�PDUNHWV�DQG�WKH�ODZ�LV�PXFK�PRUH�FRPSOH[��
(IILFLHQF\� DQG� HTXLW\� FRQVLGHUDWLRQ� FDQQRW� EH� GHFRXSOHG�� 7KH� OHJDO� DVVLJQPHQW� RI�
SURSHUW\�ULJKWV�DOZD\V�KDV�FRQVHTXHQFHV�RQ�HTXLOLEULXP�SULFHV��ZKHQ�LQFRPH�HIIHFWV��
WDVWHV�� DQG� LQLWLDO� ZHDOWK� OHYHOV� DUH� WDNHQ� LQWR� FRQVLGHUDWLRQ���� 7R� UHFRJQL]H� WKH�
LQWHUFRQQHFWLRQ� EHWZHHQ� OHJDO� DVVLJQPHQW� RI� ULJKWV� DQG� WKH� ZD\� LQ� ZKLFK� DFWLYH�

���$OWKRXJK�KH�LQLWLDOO\�OLPLWHG�KLV�DQDO\VLV�WR�WKH�FDVH�RI�D�VLQJOH�DFWRU��WKXV�WR�D�SDUWLDO�HTXLOLEULXP�
DQDO\VLV��&RDVH�ODWHU�DFFHSWHG�WKH�PRUH�H[WHQVLYH�LQWHUSUHWDWLRQV�RI�WKH�WKHRUHP�DV�SURSRVHG��DPRQJ�RWKHUV��
E\�6WLJOHU���������:DUUHQ�*��1XWWHU���������+DUROG�'HPVHW]���������DQG�5REHUW�)HOGPDQ���������

���2Q�WKLV��VHH�0HGHPD�������� IRRWQRWH�����ZKR�VWDWHV� WKDW�³>W@KH�LQYDULDQFH�SURSRVLWLRQ�GRHV�QRW�
KROG´�DQG�³WKLV�LV�VHHPLQJO\�WKH�RQO\�DVSHFW�RI�WKH�&RDVH�WKHRUHP�PLOLHX�WKDW��WR�WKLV�SRLQW��KDG�QRW�EHHQ�
VXEMHFW�WR�DQ\�VHULRXV�GHEDWH�´�7KH�WUXWK�LV�QRW�WKDW�D�VHULRXV�GHEDWH�KDV�QRW�EHHQ�DWWHPSWHG��EXW�WKDW�WKRVH�
ZKR� GHIHQG� WKH�&RDVH� WKHRUHP� VHHP� WR� EH� GLPLQLVKLQJ� LW� �VHH�� IRU� H[DPSOH�� 0HGHPD� >����@� LQ� UHSO\� WR�
&DQWHUEHU\�DQG�0DUYDVWL�>����@���

���7KH� LQYDULDQFH�SURSRVLWLRQ�KDV�EHHQ�FULWLFL]HG� VLQFH� WKH�EHJLQQLQJ�E\�VHYHUDO� DXWKRUV�� LQFOXGLQJ�
6WDQLVODZ� :HOOLV]� �������� *XLGR� &DODEUHVL� �������� DQG� (U]D� -�� 0LVKDQ� �������� 0HGHPD� ������� [YLLL��
VXPPDUL]HV� WKH� GHEDWH� RQ� WKLV� LVVXH�� ³7KH� RXWFRPHV� DUH� QRW� OLNHO\� WR� EH� WKH� VDPH� �LQ� WKH� VHQVH� RI� DQ�
LGHQWLFDO� DOORFDWLRQ� RI� UHVRXUFHV�� XQGHU� GLIIHUHQW� LQLWLDO� ULJKWV� DVVLJQPHQWV�� RZLQJ� WR� HIIHFWV� RQ� LQFRPH��
ZHDOWK�DQG�WDVWHV�´�
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PDUNHWV� GHYHORS� DQG� SULFHV� IRUP� ²� PRUH� VSHFLILFDOO\�� WKH� OLQN� EHWZHHQ� HTXLW\� DQG�
HIILFLHQF\�²�OHDGV�WR�UHMHFWLQJ�RQH�RI�WKH� IXQGDPHQWDO�UXOHV�RI� ODZ�DQG�HFRQRPLFV�²�
QDPHO\�� WKH� QRUPDWLYH� SURSRVLWLRQ� WKDW� ULJKWV� VKRXOG� DOZD\V� EH� DVVLJQHG� WR� D� ³EHVW�
XVHU´� LQ� D� ZD\� WKDW� UHSURGXFHV� WKH� RXWFRPH� RI� D� SRWHQWLDOO\� FRVWOHVV� PDUNHW�
WUDQVDFWLRQ��,Q�RWKHU�ZRUGV��WKH�ODZ�RXJKW�WR�³PLPLF�WKH�PDUNHW�´�3XW�GLIIHUHQWO\��WKH�
IDLOXUH� LV� LQ� QRW� UHFRJQL]LQJ� WKDW� ZKR� WKH� ³EHVW� XVHU´� LV� PLJKW� GHSHQG� RQ� WKH�
GLVWULEXWLRQ� RI� ZHDOWK� DQG� UHODWLYH� SULFHV� DQG�� WKHUHIRUH�� RQ� WKH� LQLWLDO� DOORFDWLRQ� RI�
ULJKWV�WKDW�OHJLWLPDWHG�WKH�SURGXFWLRQ��

,Q�VXEVWDQFH��E\�WUHDWLQJ�LW�DV�D�WZR�SDUW\�EDUJDLQLQJ�SUREOHP��WKH�TXHVWLRQ�RI�D�
VRFLDO� FRVW� LV�GHSULYHG�RI� LWV� YHU\�QDWXUH�EHFDXVH�� LQ� WKH� FRQGLWLRQV�GHVFULEHG�E\� WKH�
&RDVH� WKHRUHP�� QR� ³VRFLDO´� LVVXH� ZRXOG� WUXO\� EH� DW� VWDNH�� &RDVH� GLG� QRWKLQJ�� EXW�
UHVWDWH� WKH� FRUUHVSRQGHQFH� EHWZHHQ� 3DUHWR� RSWLPDOLW\� DQG� H[FKDQJH� HTXLOLEULXP�
ZKRVH� WDXWRORJLFDO� FKDUDFWHU� ZH� DOUHDG\� GHPRQVWUDWHG� LQ� WKH� ILUVW� SDUW� RI� WKLV� HVVD\��
7KH� VLPLODULW\� EHWZHHQ� WKH� ³HIILFLHQF\� SURSRVLWLRQ´� RI� WKH� WKHRUHP� DQG� WKH�
H[KDXVWLRQ�RI�WKH�LQFHQWLYHV�WR�H[FKDQJH�RUGLQDU\�FRPPRGLWLHV� LV� LQGHHG� UHFRJQL]HG�
E\�&RDVH�KLPVHOI��:LWKRXW�WKDW�UHFRJQLWLRQ��LQ�)UDQFLV�<��(GJHZRUWK¶V��������RULJLQDO�
EDUJDLQLQJ�PRGHO��WKH�HIILFLHQW�VROXWLRQ�GHSHQGV�RQ�WKH�LQLWLDO�DOORFDWLRQ��DQG�WKXV�WKH�
³LQYDULDQFH�SURSRVLWLRQ´�GRHV�QRW�KROG��

�
(GJHZRUWK� LPSOLFLWO\� DVVXPHG� WKDW� WKHUH� ZDV� FRVWOHVV� ³FRQWUDFWLQJ´� DQG�
³UHFRQWUDFWLQJ´��DQG�,�KDYH�RIWHQ�WKRXJKW�WKDW�D�VXEFRQVFLRXV�PHPRU\�RI�
WKH�DUJXPHQW�LQ�0DWKHPDWLFDO�3V\FKLFV��ZKLFK�,�VWXGLHG�PRUH�WKDQ�ILIW\�\HDUV�
DJR�� PD\� KDYH� SOD\HG� D� SDUW� LQ� OHDGLQJ� PH� WR� IRUPXODWH� WKH� SURSRVLWLRQ�
ZKLFK�KDV�FRPH�WR�EH�WHUPHG�WKH�³&RDVH�7KHRUHP�´��&RDVH������������

�
&RDVH��������GHYHORSHG�KLV�DUJXPHQW�E\�PDLQWDLQLQJ�WKH�VDPH�K\SRWKHVHV��L�H���

DEVHQFH�RI� WUDQVDFWLRQ�FRVWV� DQG�JLYHQ�SULFHV�DQG�H[WHUQDO�FRVWV�� IRU�FDVHV�ZKHUH� WKH�
H[WHUQDO� HIIHFWV� LQYROYH� PDQ\� SDUWLHV�� WKXV� VXJJHVWLQJ� D� VLPLODULW\� ZLWK� WKH� FDVH� RI�
ELODWHUDO�EDUJDLQLQJ����6XFK�D�FRUUHVSRQGHQFH�EHWZHHQ�D�VLQJOH�H[FKDQJH�DQG�D�PDUNHW�
FDQ� EH� MXVWLILHG� E\� WKH� SUHVXPHG� SHUIHFW� V\PPHWU\� DPRQJ� WKH� SDUWLFLSDWLQJ� SDUWLHV�
W\SLFDO� RI� FDVHV� LQ� ZKLFK� WUDGLQJ� LQYROYHV� DQ� XQGLIIHUHQWLDWHG� FRPPRGLW\�� :KHQ�

���:H�PXVW�QRWH�KHUH�WKDW�ELODWHUDO�FRQWUDFWLQJ�LV�YHU\�GLIIHUHQW�IURP�D�PDUNHW�SURFHVV��&RQWUDU\�WR�
ZKDW�KDSSHQV� LQ�SHUIHFWO\�FRPSHWLWLYH�PDUNHWV�� LQ�D�ELODWHUDO�EDUJDLQLQJ�WKH�SRVVLELOLW\�UHPDLQV�WKDW�JDLQV�
IURP�WUDGH�ZRXOG�EH�GLVVLSDWHG�E\�WKH�VWUDWHJLF�EHKDYLRU�RI�WKH�LQYROYHG�SDUWLHV��&HQWR�9HOMDQRYVNL��������
���� GUDZV� DWWHQWLRQ� WR� WKLV� LVVXH� DQG�� LQ� D� OXFLG� GLVFXVVLRQ� RQ� WKH� WKHRUHP� DQG� RQ� WKH� GHILQLWLRQ� RI�
WUDQVDFWLRQ�FRVW��FRQFOXGHV��³>7@KH�DVVXPSWLRQ�RI�]HUR�WUDQVDFWLRQ�FRVWV�LV�QRW�VXIILFLHQW�WR�HQVXUH�WKDW�WKH�
SDUWLHV�VHWWOH�DW�WKH�JDLQ�PD[LPL]LQJ�RXWFRPH�XQOHVV�LW�LV�H[SOLFLWO\�DVVXPHG�WKDW�EDUJDLQLQJ�LV�FRRSHUDWLYH��
DQG�WKLV��,�VXJJHVW��LV�WR�DVVXPH�UDWKHU�WKDQ�HVWDEOLVK�WKH�YDOLGLW\�RI�WKH�&RDVH�WKHRUHP������,QGHHG�LI�WKHUH�LV�
DQ\� WKHRUHP� LQ� VXFK�D�ZRUOG� LW� LV� WKH�H[DFW�RSSRVLWH�RI� WKH�&RDVH� WKHRUHP��7KH�DSSURSULDWH� WKHRUHP� LQ�
EDUJDLQLQJ�FRQWH[W� LV�ZKDW� ,� VKDOO� WHUP� WKH� -RKDQVHQ� WKHRUHP� >-RKDQVHQ�����@��'LUHFW�EDUJDLQLQJ�KDV�DQ�
LQKHUHQW� WHQGHQF\� WR� GLVVLSDWH� WKH� JDLQV�IURP�WUDGH� WKURXJK� VWUDWHJLF� EHKDYLRU�´� 6LPLODUO\�� 5RELQ� +DKQHO�
DQG�.ULVWHHQ�$��6KHHUDQ��������XQGHUOLQH�WKH�GLIIHUHQFH�EHWZHHQ�JDPH�WKHRULVWV¶�³FRPSOHWH�LQIRUPDWLRQ�´�
DQG�WKH�WUDGLWLRQDO�DVVXPSWLRQ�RI�³SHUIHFW�LQIRUPDWLRQ�´�FRQFOXGLQJ�WKDW�WKH�ODWWHU�LV�LQVXIILFLHQW�WR�DYRLG��
$OVR��LQ�D�ELODWHUDO�EDUJDLQLQJ��WKH�LQFHQWLYH�WR�KLGH�RQH¶V�RZQ�SUHIHUHQFHV�ZRXOG�GHVWUR\�WKH�SRVVLELOLW\�RI�
UHDFKLQJ�DQ�HIILFLHQW�RXWFRPH���
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DSSO\LQJ�LW�WR�WKH�DQDO\VLV�RI�H[WHUQDO�HIIHFWV��&RDVH�RIIHUHG�D�FULWLTXH�WR�WKH�XQLODWHUDO�
3LJRXYLDQ� WD[���� 7KLV� FULWLTXH� ZDV� UHMHFWHG� E\� :DOODFH� (�� %DXPRO� ������� DQG� E\�
:DOODFH� (�� %DXPRO� DQG� :LOOLDP� -�� 2DWHV� �������� 7KH� LVVXH� LV� UHOHYDQW� EHFDXVH� LW�
FRQFHDOV� D� PRUH� IXQGDPHQWDO� SUREOHP� UHODWHG� WR� WKH� LPSRVVLELOLW\� ²� ZKHQ�
H[WHUQDOLWLHV�DUH�LQYROYHG�²�WR�H[WHQG�WKH�UHVXOWV�WKDW�KROG�IRU�DQ�LQGLYLGXDO�H[FKDQJH�
WR�WKH�FRQGLWLRQV�RI�D�FRPSHWLWLYH�PDUNHW��

)ROORZLQJ� %DXPRO� DQG� 2DWHV� ������� �������� ZH� FDQ� GLVWLQJXLVK� EHWZHHQ�
GHSOHWDEOH�DQG�XQGHSOHWDEOH�H[WHUQDOLWLHV��)RU�WKH�IRUPHU��WKH�H[WHUQDO�HIIHFW�LV�VXFK�WKDW�
WKH�LPSDFW�RQ�DQ\�LQGLYLGXDO�LV�PLWLJDWHG�ZKHQ�WKH�QXPEHU�RI�WKRVH��ZKR�VXIIHU�IURP�
LW��LQFUHDVHV��,I�LW�ZHUH�WHFKQLFDOO\�IHDVLEOH��WKH�DVVLJQPHQW�RI�SURSHUW\�ULJKWV�LQ�VXFK�D�
FDVH�ZRXOG�DOORZ�WKH�H[FKDQJH�RI�DQ�H[WHUQDOLW\�DV�LI�LW�ZHUH�DQ\�RWKHU�FRPPRGLW\��DQG�
VR� WKH� HIILFLHQF\� SURSHUW\� RI� WKH� PDUNHW� ZRXOG� EH� UHVWRUHG�� 7KH� ODWWHU� DUH� WKH� PRVW�
FRPPRQ�W\SH�RI�H[WHUQDOLWLHV�WKDW�SURGXFH�GDPDJHV�WR�LQGLYLGXDOV�DQG�WKHLU�HIIHFW�LV�
QRW�OHVVHQHG�E\�WKH�QXPEHU�RI�LQGLYLGXDOV�LQYROYHG��7R�UHVWRUH�HIILFLHQF\�LQ�WKLV�FDVH�
ZRXOG� UHTXLUH� D� UXOH� VLPLODU� WR� WKH� RQH� WKDW� UHJXODWHV� SURGXFWLRQ� RI� SXEOLF� JRRGV��
7KDW�LV��WKH�LPSRVLWLRQ�RI�D�WD[�HTXDO�WR�WKH�VXP�RI�QHW�PDUJLQDO�FRVWV��ZLWK�QR�WD[�RU�
FRPSHQVDWLRQ�IRU�WKH�GDPDJHV�FDXVHG���

�
>5@DWKHU�WKDQ�VD\LQJ�WKDW�WKHUH�LV�QR�SULFH�WKDW�\LHOGV�DQ�RSWLPDO�TXDQWLW\�
RI� D� SXEOLF� JRRG� �H[WHUQDOLW\��� LW� PD\� EH� PRUH� LOOXPLQDWLQJ� WR� VD\� WKDW� D�
GRXEOH�SULFH�LV�UHTXLUHG��D�QRQ]HUR�SULFH��WD[��WR�WKH�VXSSOLHU�RI�WKH�JRRG��
DQG�D�]HUR�SULFH�WR�WKH�FRQVXPHU��2I�FRXUVH��QR�RUGLQDU\�SULFH�FDQ�GR�WKLV�
MRE�� EXW� D� 3LJRXYLDQ� WD[�� ZLWKRXW� FRPSHQVDWLRQ� WR� WKRVH� DIIHFWHG� E\� DQ�
H[WHUQDOLW\��FDQ�LQGHHG�GR�WKH�WULFN���%DXPRO�������������

�
5HWXUQLQJ� RQ� WKH� LVVXH� VL[WHHQ� \HDUV� ODWHU�� &RDVH� ������� ����� DW� ODVW� DJUHHG� ZLWK�
%DXPRO��³>7@DNHQ�RQ�LWV�RZQ�JURXQGV��WKH�FRQFOXVLRQV�RI�WKH�3LJRXYLDQ�WUDGLWLRQ�DUH��
LQ� IDFW�� LPSHFFDEOH´� �%DXPRO� ������ ����� &RDVH� ������ ������ +H� WKHQ� SURFHHGHG� WR�
UHIRUPXODWH�KLV�FULWLTXH�RI�WKH�3LJRXYLDQ�VFKHPH�E\�QRWLQJ�WKDW�LW�ZRXOG�UHTXLUH�WRR�
PXFK� LQIRUPDWLRQ� WR� EH� IHDVLEO\� LPSOHPHQWHG�� ³0\� SRLQW� ZDV� VLPSO\� WKDW� VXFK� WD[�
SURSRVDOV� DUH� WKH� VWXII� WKDW� GUHDPV� DUH� PDGH� RI´� �&RDVH� ������ �������� :LWK� WKLV�
DUJXPHQW��KRZHYHU��&RDVH�PRYHG�WKH�GHEDWH�DZD\�IURP�LWV�ORJLFDO�FRQVLVWHQF\�DQG�WR�
DQ�HPSLULFDO�IHDVLELOLW\��WKHUHE\�PLVVLQJ�WKH�FUX[�RI�WKH�LVVXH���

,I� ²� DV� %DXPRO� ����� FODULILHG� ²� D� VHW� RI� GLIIHUHQW� SULFHV� LV� UHTXLUHG� WR� UHVWRUH�
3DUHWR�RSWLPDOLW\��WKH�H[SODQDWLRQ�RI�LQHIILFLHQFLHV�LQ�WHUPV�RI�LQFRPSOHWH�GHILQLWLRQ�
RI� SURSHUW\� ULJKWV�� DQG� WKXV� RI� DEVHQFH� RI� PDUNHWV�� PXVW� EH� ZURQJ� DQG� WKH�
SURSRVLWLRQ��DFFRUGLQJ�WR�ZKLFK�HIILFLHQF\�PLJKW�EH�UHVWRUHG�VLPSO\�E\�UHGHILQLQJ�WKH�
SURSHUW\�ULJKW��PXVW�EH�UHMHFWHG���

���$FFRUGLQJ�WR�&RDVH�������������LI�D�SROOXWHU�LV�IRUFHG�WR�SD\�D�3LJRXYLDQ�WD[�HTXDO�WR�WKH�GDPDJH�
FDXVHG��WKH�V\PPHWU\�EHWZHHQ�WKRVH�ZKR�SURGXFH�GDPDJHV�DQG�WKRVH�ZKR�VXIIHU�IURP�WKHP�UHTXLUHV�WKDW�D�
³SROOXWHG�WD[´�VKRXOG�DOVR�EH�LPSRVHG�WR�DQ\�DGGLWLRQDO�FRVW�RI�SROOXWLRQ�UHGXFLQJ�PHDVXUHV�WDNHQ�E\�WKRVH�
ZKR�FUHDWH�WKH�H[WHUQDOLW\��

���,W�PD\�EH�ZRUWK�QRWLQJ�WKDW�VXFK�³VRFLDO�RPQLVFLHQFH´�KLGGHQ�LQ�WKH�³>O@DFN�RI�SUHFLVLRQ�UHJDUGLQJ�
µWUDQVDFWLRQ�FRVWV¶´��+DKQHO�DQG�6KHHUDQ�������������QHFHVVDU\�IRU�WKH�&RDVH�WKHRUHP��FRXOG�DOVR�EH�XVHG�
WR�GHIHQG�WKH�3LJRXYLDQ�VFKHPH��



3DUHWR�(IILFLHQF\��WKH�&RDVH�7KHRUHP��DQG�([WHUQDOLWLHV�
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7KH�TXHVWLRQ�RI�ZKHWKHU�H[WHUQDOLWLHV�FDQ�EH�GHDOW�ZLWK�YLD�D�PDUNHW�PHFKDQLVP�
FDQ� DOVR� EH� WDFNOHG� IURP� DQRWKHU� SHUVSHFWLYH� E\� QRWLQJ� WKH� LUUHFRQFLODELOLW\� RI� WKH�
&RDVH�WKHRUHP�ZLWK�SHUIHFW�FRPSHWLWLRQ��7KH�LVVXH�FDQ�EH�HOXFLGDWHG�E\�IROORZLQJ�WKH�
WUHDWPHQW� LQ� $UURZ� �>����@� ������� ZKHUH� WKH� SUREOHP� RI� WKH� ³H[FOXVLRQ� SULQFLSOH´�
DQG� WKH� OLQN� EHWZHHQ� H[WHUQDOLWLHV� DQG� SXEOLF� JRRGV� LV� H[SOLFLWO\� WDNHQ� LQWR�
FRQVLGHUDWLRQ���

$UURZ� IROORZHG� LQ� WKH� ORJLFDO� SDWK� RSHQHG� E\� &RDVH�� DFFRUGLQJ� WR� ZKLFK�� LI�
H[WHUQDOLWLHV�ZHUH�W\SLFDO�FRPPRGLWLHV��WKH�VDPH�FRQGLWLRQV�WKDW�HQVXUH�WKH�HIILFLHQF\�
RI�FRPSHWLWLYH�PDUNHWV�FRXOG�EH�LQYRNHG�WR�REWDLQ�DQ�HIILFLHQW�DOORFDWLRQ��7R�LOOXVWUDWH�
WKH�SRLQW��$UURZ�GHILQHV�[LN�DV�WKH�DPRXQW�RI�WKH�N�WK�FRPPRGLW\�FRQVXPHG�E\�WKH�L�WK�
LQGLYLGXDO��DQ�DPRXQW�WKDW��ZKHQ�H[WHUQDOLWLHV�DUH�SUHVHQW��LV�LQFOXGHG�DV�DQ�DUJXPHQW�
RI� WKH� XWLOLW\� IXQFWLRQ� RI� PDQ\� LQGLYLGXDOV� �$UURZ� >����@� ������ ������ 7KHQ�� E\�
GHILQLQJ�WKH�H[WHUQDOLW\�DV�D�VHW�RI�ILFWLWLRXV�FRPPRGLWLHV�[MLN�²�WKDW�LV��RQH�IRU�HDFK�RI�
WKH� LQGLYLGXDOV� ZKR� VXIIHUV� IURP� LW� ²� $UURZ� FODLPHG� WKDW� WKH� LQGHSHQGHQFH� DPRQJ�
WKH�XWLOLW\�IXQFWLRQV�ZRXOG�EH�UHHVWDEOLVKHG���

�
7KH� SRLQW� RI� WKLV� H[HUFLVH� LV� WR� VKRZ� WKDW� E\� VXLWDEOH� DQG� LQGHHG� QRW�
XQQDWXUDO� UHLQWHUSUHWDWLRQ� RI� WKH� FRPPRGLW\� VSDFH�� H[WHUQDOLWLHV� FDQ� EH�
UHJDUGHG�DV�RUGLQDU\�FRPPRGLWLHV��DQG�DOO�WKH�IRUPDO�WKHRU\�RI�FRPSHWLWLYH�
HTXLOLEULXP�LV�YDOLG��LQFOXGLQJ�LWV�RSWLPDOLW\���$UURZ�>����@������������
�
6XFK� D� ILFWLWLRXV� PXOWLSOLFDWLRQ� RI� FRPPRGLWLHV�� KRZHYHU�� ZRXOG� LQWURGXFH� D�

IXQGDPHQWDO�FRQWUDGLFWLRQ�LQ�WKH�ZKROH�UHDVRQLQJ��JLYHQ�WKDW�WKHUH�VKRXOG�EH�D�ODUJH�
QXPEHU� RI� EX\HUV� DQG� VHOOHUV� IRU� HDFK� FRPPRGLW\� LQ� RUGHU� WR� LQYRNH� WKH�
³FRPSHWLWLYH´� FKDUDFWHU� RI� WKH� PDUNHW�� $UURZ� KLPVHOI� DGPLWWHG� WKDW� ³>H@DFK�
FRPPRGLW\� �M�L�N�� KDV� SUHFLVHO\� RQH� EX\HU� DQG� RQH� VHOOHU�� (YHQ� LI� D� FRPSHWLWLYH�
HTXLOLEULXP�FRXOG�EH�GHILQHG��WKHUH�ZRXOG�EH�QR�IRUFH�GULYLQJ�WKH�V\VWHP�WR�LW��ZH�DUH�
LQ�WKH�UHDOP�RI�LPSHUIHFWO\�FRPSHWLWLYH�HTXLOLEULXP��$UURZ�>����@�������������

,Q� ZKDW� DSSHDUV� DV� D� WUXH� SDUDGR[�� IURP� $UURZ¶V� RZQ� ZRUGV� HPHUJHV� WKDW� D�
³FRPSHWLWLYH�HTXLOLEULXP´�ZLWK�H[WHUQDOLWLHV�LV�QRW�DQ�HTXLOLEULXP��DQG�LW�KDV�QRWKLQJ�
WR�GR�ZLWK�SHUIHFW�FRPSHWLWLRQ��7KH�HIILFLHQF\�SURSHUWLHV�WKDW�FRXOG�EH�DVVRFLDWHG�ZLWK�
LW� DUH� VXPPHG� XS� E\� WKH� VWDWHPHQW� WKDW� ³ZH� DUH� LQ� WKH� UHDOP� RI� LPSHUIHFWO\�
FRPSHWLWLYH� HTXLOLEULXP�´��� ,Q� RWKHU� ZRUGV�� LW� LV� IDOVH� WR� DVVXPH� WKDW� D� FRPSHWLWLYH�

��� ,W� LV� ZRUWK� UHFDOOLQJ� WKDW� WR� RYHUFRPH� WKH� ORJLFDO� LPSRVVLELOLW\� RI� UHFRQFLOLQJ� SHUIHFW� FRPSHWLWLRQ� ²�
ZKLFK�LPSOLHV�SHUIHFWO\�HODVWLF�GHPDQG�IXQFWLRQV�IRU�LQGLYLGXDO�ILUPV�²�ZLWK�SRVLWLRQV�WKDW�DUH�RII�HTXLOLEULXP�
�ZKHUH��JLYHQ�D�GLVFUHSDQF\�EHWZHHQ�WKH�DPRXQW�VXSSOLHG�DQG�WKH�DPRXQW�GHPDQGHG��VRPH�RI�WKH�DJHQWV�ZRXOG�
EH�³UDWLRQHG�´�L�H���HLWKHU�FRQVXPHUV�ZRXOG�QRW�EH�DEOH�WR�DFTXLUH��RU�SURGXFHUV�ZRXOG�QRW�EH�DOORZHG�WR�VHOO�DOO�
WKH� JRRGV� WKH\� ZDQW� DW� WKH� HTXLOLEULXP� SULFH��� $UURZ� ������� VWDWHG� WKDW� DQ\� GHSDUWXUH� IURP� WKH� HTXLOLEULXP�
ZRXOG� PHDQ� DQ� H[LW� IURP� SHUIHFWO\� FRPSHWLWLYH� FRQGLWLRQV�� 7KXV�� DOUHDG\� LQ� ������ $UURZ� DVVRFLDWHG� SHUIHFW�
FRPSHWLWLRQ�H[FOXVLYHO\�ZLWK�HTXLOLEULXP�SRVLWLRQV��ZKLOH��LQ�������KH�FODLPHG�WKDW�D�VLWXDWLRQ�ZKHUH�WKHUH�LV�QR�
WHQGHQF\� WRZDUG� HTXLOLEULXP�FRXOG�EH�GHILQHG� DV� D� ³FRPSHWLWLYH�HTXLOLEULXP�´�$�FULWLTXH� VLPLODU� WR�RXUV� KDV�
EHHQ� SURSRVHG� E\� -RVHSK� 6WLJOLW]� ������� ����� ZKHUH� KH� QRWHV� WKDW� $UURZ� DQG� 'HEUHX¶V� LGHD� RI� WUHDWLQJ�
FRPPRGLWLHV�DW�GLIIHUHQW�WLPHV�DQG�LQ�GLIIHUHQW�VWDWHV�RI�QDWXUH�DV�GLIIHUHQW�FRPPRGLWLHV�LV�DW�RGGV�ZLWK�WKH�IDFW�
WKDW�WKHUH�FRXOG�QHYHU�EH�FRPSHWLWLYH�PDUNHWV�IRU�WKHP��



�
����

�

$QGUHD�9HQWXUD��&DUOR�&DILHUR��DQG�0DUFHOOR�0RQWLEHOOHU�

HTXLOLEULXP� FDQ� EH� GHILQHG� LQ� WKH� SUHVHQFH� RI� H[WHUQDOLWLHV�� ZKHQ� LW� LQYROYHV� ²� E\�
GHILQLWLRQ�²�MXVW�RQH�EX\HU�DQG�RQH�VHOOHU���

$UURZ¶V�DQDO\VLV�OHDGV�XV�WR�UHMHFW�WKH�FRQFOXVLRQ�WKDW�WKH�VRXUFH�RI�LQHIILFLHQFLHV�
WKDW�DUH�GXH�WR�H[WHUQDOLWLHV�FDQ�EH�LGHQWLILHG�ZLWK�WKH�DEVHQFH�RI�D�PDUNHW�EHFDXVH�RI�
SURKLELWLYH�WUDQVDFWLRQ�FRVWV��2XU�UHMHFWLRQ�LV�PRWLYDWHG�ERWK�E\�WKH�FRUUHVSRQGHQFH�
EHWZHHQ�WKHRU\�DQG�IDFWV�DQG� IRU�DQDO\WLF� UHDVRQV�� ,Q� IDFWV�� LW� LV�GLIILFXOW� WR�FRQFHLYH�
WKH� UHDO� SRVVLELOLW\� RI� EDUJDLQLQJ� IRU� HDFK� H[WHUQDO� HIIHFW�� HVSHFLDOO\� ZKHQ� WKH�
H[WHUQDOLW\� LV�XQGHSOHWDEOH��,W� LV�DOVR�YHU\�SUREOHPDWLF��WR�VD\�WKH�OHDVW�� WR�H[WHQG�WKH�
FRQFHSW� RI� WUDQVDFWLRQ� FRVWV� WR� LQFOXGH� WKH� FRVW� QHHGHG� WR� LQFUHDVH� WKH� QXPEHU� RI�
DJHQWV�ZKR�WUDGH�D�JLYHQ�H[WHUQDOLW\�LQ�RUGHU�WR�HQVXUH�FRPSHWLWLYH�FRQGLWLRQV��(YHQ�LI�
ZH�DFFHSW�WKLV��VXFK�DQ�LQVWUXPHQWDO�XVH�RI�WKH�FRQFHSW�RI�WUDQVDFWLRQ�FRVW�ZRXOG�EH�
LQ� FRQWUDGLFWLRQ� ZLWK� WKH� H[WHUQDOLW\�FRPPRGLW\� GLYLVLRQ� WKDW� $UURZ� SURSRVHG�� � 1R�
PDWWHU�KRZ�FUHDWLYHO\�RQH� LQWHUSUHWV� WUDQVDFWLRQ�FRVWV��QRERG\�FDQ�YLRODWH� UHDVRQ� WR�
WKH�SRLQW�RI�FORQLQJ�WKH�VDPH�FRPPRGLW\�LQ�D�ZD\�WKDW�HDFK�LQGLYLGXDO�ZRXOG�LGHQWLI\�
KLV�KHU�RZQ�RQH��DQG�RI�FODLPLQJ�WKDW��IRU�HDFK�RI�WKHVH�FRPPRGLWLHV��WKHUH�ZRXOG�EH�
HQRXJK�EX\HUV�DQG�VHOOHUV�WR�HQVXUH�FRPSHWLWLYH�FRQGLWLRQV���

7R� VXPPDUL]H�� WKH� ³LQYDULDQFH� SURSRVLWLRQ´� RI� WKH� &RDVH� WKHRUHP� GRHV� QRW�
KROG��RZLQJ�WR�WKH� IDFW�WKDW�GLIIHUHQW�ULJKWV�DVVLJQPHQWV�²�YLD�WKH�HIIHFWV�RI� LQFRPH��
ZHDOWK��DQG�WDVWHV�²�ZLOO�LPSDFW�SULFHV��0RUHRYHU��WKH�³HIILFLHQF\�SURSRVLWLRQ´�RI�WKH�
WKHRUHP�LQ�LWV�LQLWLDO�IRUPXODWLRQ�VLPSO\�VWDWHV�WKDW�D�FRPSOHWH�GHILQLWLRQ�RI�SURSHUW\�
ULJKWV�� ZKHQ� WKH� SDUWLHV� FRXOG� HQJDJH� LQ� FRVWOHVV� EDUJDLQLQJ�� ZRXOG� HOLPLQDWH�
LQHIILFLHQFLHV�� *LYHQ� WKH� HTXLYDOHQFH� EHWZHHQ� WKH� GHILQLWLRQ� RI� HIILFLHQF\� DQG� WKH�
GHVFULSWLRQ� RI� DQ� H[FKDQJH� HTXLOLEULXP�� VXFK� D� VWDWHPHQW� LV� D� WDXWRORJ\�� $OWKRXJK�
WDXWRORJLHV��DV�ZH�KDYH�VHHQ��DUH�QRW�³IDOVH�´�WKH\�GR�QRW�UHIHU�WR�DQ\�UHDO�VLWXDWLRQ��EXW�
RQO\� WR� WKH� ORJLFDO� FRQVLVWHQF\�EHWZHHQ� WKH� FRPSRQHQW�SDUWV�RI� D�SURSRVLWLRQ��+HUH�
WKH� SURSRVLWLRQ� DW� VWDNH� LV� WKDW�� LI� WKHUH� DUH� RQO\� WZR� SDUWLHV� LQYROYHG�� FRVWOHVV�
³FRQWUDFWLQJ´� DQG� ³UHFRQWUDFWLQJ´� RQ� DQ� H[WHUQDO� HIIHFW� FRXOG� KDYH� DQ� HIILFLHQW�
RXWFRPH��6KLIWLQJ�IURP�WKH�SXUHO\�ORJLFDO�JURXQG�WR�WKH�HPSLULFDO�RQH�²�WKDW�LV��WR�WKH�
DQDO\VLV�RI�WKH�FRUUHVSRQGHQFH�ZLWK�SRVVLEOH�UHDO�SKHQRPHQD�²�WKH�WUXWKIXOQHVV�RI�WKH�
SURSRVLWLRQ�FRXOG� LQGHHG�EH�DVFHUWDLQHG��GHSHQGLQJ�RQ� WKH� VSHFLILF� FLUFXPVWDQFHV����
:KDW�ZH�ZDQW� WR�KLJKOLJKW� LV� WKDW��ZKHQ�DQDO\]LQJ� VXFK�FLUFXPVWDQFHV�²�DQG��PRUH�
JHQHUDOO\��ZKHQ�DQVZHULQJ�WKH�TXHVWLRQ�RI�ZKHWKHU�PDUNHW�PHFKDQLVPV�PLJKW�LQGHHG�
EH�DGHTXDWH�WR�DGGUHVV�H[WHUQDOLW\�SUREOHPV�²�LW�LV�LPSRUWDQW�WR�FODULI\�ZKDW�ZH�PHDQ�
E\�H[WHUQDOLWLHV��ULJKWV��DQG�SURSHUW\�ULJKWV��DQG�KRZ�PDUNHW�IRUFHV�RSHUDWH�LQ�WKH�UHDO�
ZRUOG��LQFOXGLQJ�E\�VSHFLI\LQJ�ZKDW�H[DFWO\�³WUDQVDFWLRQ�FRVWV´�DUH��

2Q� WKH� RWKHU� KDQG�� JLYHQ� WKH� YHU\� QDWXUH� RI� H[WHUQDO� HIIHFWV�� DQ\� DWWHPSW� DW�
H[WHQGLQJ� WKH� YDOLGLW\� RI� WKH� &RDVH� WKHRUHP¶V� HIILFLHQF\� WR� FRPSHWLWLYH� PDUNHWV�� DV�
RSSRVHG� WR� ELODWHUDO� QHJRWLDWLRQV�� FDXVHV� D� FRQWUDGLFWLRQ�� 7KH� &RDVH� WKHRUHP��
WKHUHIRUH��VKRXOG�EH�FRQVLGHUHG�HLWKHU�D�WDXWRORJ\��ZKHQ�LQWHUSUHWHG�ZLWK�UHIHUHQFH�WR�
D�VLQJOH�ELODWHUDO�EDUJDLQ��RU�D�FRQWUDGLFWLRQ��ZKHQ�H[WHQGHG�WR�FRPSHWLWLYH�PDUNHWV���
7KDW� LV�� WKH� WKHRUHP� LV� RQH� RI� WZR� H[WUHPHV� WKDW� :LWWJHQVWHLQ� LGHQWLILHG� DV� WKH�
ERXQGDULHV�RI�PHDQLQJIXOQHVV�RI�SURSRVLWLRQV���

�

���6HH�IRRWQRWH�����
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7KH� SURSRVLWLRQ� VKRZV� ZKDW� LW� VD\V�� WKH� WDXWRORJ\� DQG� WKH� FRQWUDGLFWLRQ�
WKDW� WKH\� VD\� QRWKLQJ�� 7KH� WDXWRORJ\� KDV� QR� WUXWK�FRQGLWLRQV�� IRU� LW� LV�
XQFRQGLWLRQDOO\� WUXH�� DQG� WKH� FRQWUDGLFWLRQ� LV� RQ� QR� FRQGLWLRQ� WUXH��
7DXWRORJ\� DQG� FRQWUDGLFWLRQ� DUH� ZLWKRXW� VHQVH�� �:LWWJHQVWHLQ� �>����@�
������3URS����������

�
$�QRQ�DUELWUDU\�XVH�RI�WKH�WHUPLQRORJ\�DQG�D�FRUUHFW�DSSOLFDWLRQ�RI�WKH�DQDO\WLFDO�

PHWKRG�PDNHV�LW�FOHDU�WKDW�²�FRQWUDU\�WR�ZKDW�WKH�UHOHYDQW�OLWHUDWXUH�KDV�SURSRVHG�²�LW�
LV� LPSRVVLEOH� WR� DSSO\� WKH� HIILFLHQF\� IHDWXUHV� RI� FRPSHWLWLYH� PDUNHWV� WR� WKH� FDVH� RI�
H[WHUQDO� HIIHFWV�� 7KH� VWDWHPHQW� WKDW�� ³XQGHU� SHUIHFW� FRPSHWLWLRQ� SULYDWH� DQG� VRFLDO�
FRVWV�ZLOO�EH�HTXDO�´���PXVW�WKXV�EH�UHMHFWHG��

�
%QCUKCP�XU��2KIQWXKCP�5QNWVKQPU��/CTMGV��'SWKV[��CPF�+PUVKVWVKQPCN�2TQDNGOU�

�
7KH�3LJRXYLDQ�DSSURDFK��EDVHG�RQ�WKH�LGHD�RI�³PDUNHW�IDLOXUHV�´�UHFRJQL]HV�WKH�QHHG�
IRU�SXEOLF�SROLFLHV�LQ�RUGHU�WR�³LQWHUQDOL]H´�H[WHUQDO�HIIHFWV��$OWKRXJK�D�3LJRXYLDQ�WD[�
ZRXOG�HOLPLQDWH�QHLWKHU� WKH�YLRODWLRQ�RI� WKH�3DUHWR� FULWHULRQ� �WKH\�GR�QRW�SUHYHQW�D�
UHGXFWLRQ� LQ� WKH� ZHOIDUH� RI� WKRVH� ZKR� VXIIHU� IURP� WKH� HIIHFW��� QRU� WKH� LQFUHDVH� LQ�
SURGXFWLRQ�FRVWV��LW�FRXOG�EH�XVHG�DV�D�FRPSHQVDWLRQ�PHFKDQLVP��0RUHRYHU��WKH�QHHG�
IRU�SUHOLPLQDU\�DVVHVVPHQW�RI�EHQHILWV�DQG�FRVWV��DVVRFLDWHG�ZLWK�WKH�HFRQRPLF�DFWLYLW\�
EHIRUH�D�PDUNHW�PHFKDQLVP�PD\�JHQHUDWH� ³HIILFLHQW´� UHIHUHQFH�SULFHV��PDNHV� LW� FOHDU�
WKDW�D�UHIHUHQFH�WR�VRPHWKLQJ�RWKHU�WKDQ�WKH�DELOLW\�WR�WKH�LQYROYHG�SDUWLHV�WR�SD\�FDQ�
VWLOO�SUHVHUYH�HIILFLHQF\����&KRLFHV�FRQFHUQLQJ�WKH�TXDOLW\�RI�WKH�HQYLURQPHQW��DV�ZHOO�
DV� RWKHU� SUREOHPV� UHODWLQJ� WR� ULJKWV� DQG� GLVWULEXWLRQDO� HTXLW\�� PD\� SUHVHUYH� WKHLU�
LQGHSHQGHQFH�DQG�DXWRQRP\�IURP�WKH�PDUNHW�ODZV���

7KH�&RDVLDQ�DSSURDFK��RQ�WKH�RWKHU�KDQG�� WUHDWV�H[WHUQDOLWLHV�DV�FRPPRGLWLHV��
DQG� WKH� SUREOHP� RI� GHWHUPLQLQJ� WKH� SULFHV� DQG� FRVWV� RI� H[WHUQDO� HIIHFWV� LV� WDNHQ� DV�
VROYHG� D�SULRUL�� � 5HIHUHQFH� WR� WKH� 3DUHWR� FULWHULRQ�� FRXSOHG� ZLWK� WKH� &RDVH� WKHRUHP��
OHDGV�WR�WKH�FRQFOXVLRQ�WKDW�SXEOLF� LQWHUYHQWLRQ�� LI�QHHGHG��ZRXOG�EH�OHJLWLPDWH�RQO\�
LQ�WKH�DEVHQFH�RI�D�PDUNHW��3XEOLF�SROLFLHV�DUH�WKXV�MXGJHG�LQ�WKH�FRQWH[W�RI�WKH�IUHH�
PDUNHW� ORJLF� DQG� DUH� OLPLWHG� WR� LQWHUYHQWLRQV� LQWHQGHG� SULPDULO\� WR� IDYRU� PDUNHW�
IXQFWLRQLQJ� ²� WKDW� LV�� WR� UHGXFH� WUDQVDFWLRQ� FRVWV�� RU� HYHQ� WR� LPSRVH� PDUNHW�
PHFKDQLVPV�ZKHUH�WKH\�GR�QRW�H[LVW���

(YHQ� WKRXJK� ERWK� DSSURDFKHV� UHIHU� WR� WKH� FRQFHSW� RI� 3DUHWR� HIILFLHQF\�� WKH\�
GLYHUJH� UHJDUGLQJ� WKH� UROH� WKH� FULWHULRQ�SOD\V� DQG� WKH� GRPDLQV� WKDW� LW� FRYHUV�� ,Q� WKH�

��� 6WLJOHU� ������� ����� VHH� DOVR� &RQOH\� DQG� 6PLWK� >����@� DQG� &HULQ� >����@��� 0HGHPD� ������� ���� DOVR�
FRQVLGHUV�WKLV�SRLQW��DUJXLQJ�WKDW�³XQGHU�6WLJOHU¶V�YHUVLRQ�RI�SHUIHFW�FRPSHWLWLRQ��SHUIHFW�NQRZOHGJH�SUHFOXGH�WKH�
VRUW�RI�ELODWHUDO�PRQRSRO\�VLWXDWLRQ�WKDW�FRXOG�LQWHUIHUH�ZLWK�WKH�EDUJDLQLQJ�SURFHVV�FRQWHPSODWHG�E\�WKH�&RDVH�
WKHRUHP�´�7KH� VWDWHPHQW�VWHPV�IURP�WKH�SURSRVLWLRQ�E\�ZKLFK��HVVHQWLDOO\�� WKH�K\SRWKHVHV� WKDW�GHILQH�SHUIHFW�
FRPSHWLWLRQ�QHFHVVDULO\� LQFOXGH� WKH�DEVHQFH�RI� WUDQVDFWLRQV�FRVWV� �LQ� LWV�EURDGHVW�GHILQLWLRQ�� LQFOXVLYH�RI� WKRVH�
UHODWLYH�WR�LPSHUIHFW�LQIRUPDWLRQ���$V�ZH�GHPRQVWUDWHG��VXFK�DQ�LQVWUXPHQWDO�XVH�RI�WKH�FRQFHSW�RI�WUDQVDFWLRQ�
FRVW�LV�LQWULQVLFDOO\�FRQWUDGLFWRU\��

���:H�PXVW��KRZHYHU��HPSKDVL]H�WKDW��DOWKRXJK�WKH�3LJRXYLDQ�SRVLWLRQ�LPSOLHV�VXFK�D�SRVVLELOLW\��WKH�
SUHYDLOLQJ�DWWLWXGH� LV� VWLOO� WKDW�RI� WU\LQJ�WR�HYDOXDWH�DQ\�H[WHUQDOLW\� LQ�PRQHWDU\� WHUPV�E\�PDNLQJ�GLUHFW�RU�
LQGLUHFW�UHIHUHQFH�WR�PDUNHW�YDOXDWLRQ�PHWKRGV��VHH��IRU�H[DPSOH��)UHHPDQ���������
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3LJRXYLDQ�DSSURDFK��WKH�HIILFLHQF\�RI�DFWXDO�PDUNHWV�LQ�WKH�SUHVHQFH�RI�H[WHUQDOLWLHV�LV�
DVVHVVHG�WKURXJK�WKH�XVH�RI�WKH�3DUHWR�FULWHULRQ��DQG�WKH�FRQFOXVLRQ�LV�WKDW�WKHUH�LV�D�
³PDUNHW�IDLOXUH�´���:LWKLQ�WKH�&RDVLDQ�WUDGLWLRQ��WKH�LQHIILFLHQF\�LV�H[SODLQHG�E\�WKH�
DEVHQFH�RI�D�PDUNHW��EXW�QRW�RI�DQ\�UHDO�PDUNHW�²�UDWKHU��LW�LV�DQ�DEVWUDFW��SXUHO\�LGHDO�
PDUNHW�� 7KH� FLUFXODULW\� RI� WKH� DUJXPHQWDWLRQ� FUHDWHV� DQ� LOOXVLRQ� E\� ZKLFK� ZKDW� LV�
DVVXPHG��WKDW�LV��D�VSHFLILF�HIILFLHQF\�GHILQLWLRQ�WKDW�FRLQFLGHV�ZLWK�WKH�ORJLF�RI�PDUNHW�
H[FKDQJHV�� DSSHDUV� DV� SURRI� �WKDW� LV�� WKDW� PDUNHW� RSHUDWLRQ� OHDGV� WR� HIILFLHQF\��� ,W� LV�
RQO\�EHFDXVH�RI�WKLV�LOOXVLRQ��FUHDWHG�E\�D�ORJLFDO�WUXWK��L�H���D�WDXWRORJ\��UDWKHU�WKDQ�E\�
DQ�HPSLULFDO�WHVW��WKDW�WKH�3DUHWR�HIILFLHQF\�EHFRPHV�D�IXQGDPHQWDO�UHIHUHQFH�IRU�WKH�
GHILQLWLRQ�RI�D�OHJDO�V\VWHP�DQG�RSWLPDO�SXEOLF�SROLFLHV��$�WUXO\�SROLWLFDO�GHFLVLRQ�²�WKDW�
RI� RUJDQL]LQJ� RXU� HFRQRPLF� V\VWHPV� DFFRUGLQJ� WR� PDUNHW� FULWHULD�� DV� ZHOO� DV� RI�
HYDOXDWLQJ�DQ\� UHVRXUFH�EDVHG�RQ�K\SRWKHWLFDO�PDUNHW� YDOXHV�²� LV�SUHVHQWHG� LQ�PRVW�
HFRQRPLF�OLWHUDWXUH�DV�LI�LW�ZHUH�D�VFLHQWLILF�UHVXOW��

7R�LOOXVWUDWH�KRZ�WKH�GLIIHUHQW�XVH�RI�WKH�3DUHWR�FULWHULRQ�LQ�WKH�WZR�DSSURDFKHV�
FRXOG� OHDG� WR�GLIIHUHQW�FRQFOXVLRQ��ZH�UHIHU� WR� WKH�ZRUN�RI� -DPHV�0��%XFKDQDQ�DQG�
:�� &UDLJ� 6WXEEOHELQH� �������� )ROORZLQJ� &RDVH� �������� WKHVH� DXWKRUV� LQWURGXFH� WKH�
GHILQLWLRQ�RI�³3DUHWR�UHOHYDQW�H[WHUQDOLW\´��7KHUH�ZRXOG�EH�HFRQRPLF�LQHIILFLHQF\�RQO\�
LQ� VR� IDU� DV� SRWHQWLDO� HFRQRPLF� JDLQV� IURP� WKH� HOLPLQDWLRQ� RI� WKH� GDPDJLQJ� HIIHFWV�
H[LVW��7KH� GLIIHUHQFH� EHWZHHQ� WKLV� DQG� WKH� 3LJRXYLDQ� DSSURDFK� �ZKLFK� FRQVLGHUV�
LQHIILFLHQW�DQ\�H[WHUQDOLW\�WKDW�LV�QRW�UHIOHFWHG�LQ�WKH�V\VWHP�RI�SULFHV��LV�VWULNLQJ��1RZ�
WKH�VDPH�H[WHUQDO�HIIHFW�FDQ�JHQHUDWH�LQHIILFLHQFLHV�RU�QRW��GHSHQGLQJ�RQ�WKH�LQFRPH�
RI� WKRVH� ZKR� DUH� LPSDFWHG� E\� LW�� � 0RUHRYHU�� WKH� IRFXV� LV� VKLIWHG� IURP� WKH� QHHG� WR�
LQWHUQDOL]H�WKH�GDPDJH�FRVW��WR�WKH�REMHFWLYH�RI�PD[LPL]LQJ�ZHDOWK��DV�IDU�DV�WKH�ODWWHU�
FDQ�EH�PHDVXUHG� LQ�PRQHWDU\� WHUPV��7KH�K\SRWKHVHV�RI� WKH�&RDVH� WKHRUHP�EHFRPH�
QRUPDWLYH�SUHVFULSWLRQV���

�
2YHUFRPLQJ� WUDQVDFWLRQ� FRVWV� LV� VHHQ� DV� VLPSO\� UHPRYLQJ� DQ� REVWDFOH� WR�
ZKDW� WKH� SDUWLHV� ZRXOG� GR� ZLWK� WKHLU� FXUUHQW� GLVWULEXWLRQ� RI� DVVHWV�� EXW�
RYHUFRPLQJ� LQFRPH� HIIHFWV� ZRXOG� DPRXQW� WR� PHGGOLQJ� ZLWK� GLVWULEXWLYH�
HOHPHQWV��DQG�WKH�RUWKRGR[�FRQVHQVXV�LV�WKDW�LW�OLHV�RXWVLGH�WKH�VFRSH�RI�DQ�
HFRQRPLF�DSSURDFK�WR�ODZ���+DOSLQ�����������

�
:KDW� LV� GLVWXUELQJ� LV� WKH� ODFN� RI� FRQVLGHUDWLRQ� RI� GLVWULEXWLYH� HOHPHQWV�

�DVVRFLDWHG�ZLWK�WKH�LGHD�WKDW�WUDQVDFWLRQ�FRVWV�KDYH�WR�EH�UHGXFHG�DV�WKH\�DUH�D�VRXUFH�
RI� LQHIILFLHQFLHV��� WKH� H[LVWLQJ� LPSHGLPHQW� WR� EDUJDLQLQJ�� DQG� WKH� IDFW� WKDW� ³WKH� ODZ�
VKRXOG�GHWHUPLQH�WKH�RXWFRPH�RI�FRPSHWLQJ�LQWHUHVWV�VR�DV�WR�HQFRXUDJH�D�UHVXOW�WKDW�
ZRXOG� KDYH� RFFXUUHG� WKURXJK� D� SURFHVV� RI� XQLPSHGHG� EDUJDLQLQJ´� �+DSOLQ� ������
������ :LWKLQ� WKH� 3RVQHULDQ� ODZ� DQG� HFRQRPLFV� �DQG� QRW� RQO\� WKHUH��� ³ZHDOWK�

��� :H� WKLQN� WKDW� WKH� H[SUHVVLRQ� ³PDUNHW� IDLOXUH´� LV� QHYHUWKHOHVV� DPELJXRXV�� ,I� ZH� FRQVLGHU� WKDW�
YLUWXDOO\� DQ\� HOHPHQW� RI� UHDOLW\� LQWURGXFHG� LQ� WKH� QHRFODVVLFDO� PRGHO� GHWHUPLQHV� D� GLVFUHSDQF\� EHWZHHQ�
PDUNHW�RXWFRPHV�DQG�HIILFLHQF\��LW�ZRXOG�EH�SURSHU�WR�VD\�WKDW�WKH�³IDLOXUH´�LV�QRW�RI�WKH�PDUNHW��EXW�UDWKHU�
RI� WKH� QHRFODVVLFDO� HFRQRPLF� PRGHO� RI� WKH� PDUNHW�� 3DUWLFXODUO\� YDOXDEOH� LV�� LQ� WKLV� UHVSHFW�� -XOLD� %ODFN¶V�
������� VXJJHVWLRQ� WKDW�� WR� EH� PHDQLQJIXO�� HFRQRPLF� DQDO\VLV� VKRXOG� ERUURZ� IURP� RWKHU� VRFLDO� GLVFLSOLQHV�
DQG�DEDQGRQ�WKH�DEVROXWHO\�DEVWUDFW�FRQFHSWLRQ�RI�WKH�³PDUNHW´�W\SLFDO�RI�QHRFODVVLFDO�HFRQRPLFV���
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PD[LPL]DWLRQ´� EHFRPHV� WKH� NH\� SULQFLSOH� RI� HYDOXDWLQJ� SROOXWLRQ� GDPDJH�� WKH�
DVVLJQPHQW� RI� SURSHUW\� ULJKWV�� DQG� DVVHVVLQJ� WKH� FRQVHTXHQFHV� RI� OHJDO� GHFLVLRQV� RQ�
WKH�HFRQRPLF�DFWLYLW\�LQ�JHQHUDO����

7KH�&RDVLDQ�YLHZ�MXVWLILHV�FKRLFHV�RQ�WKH�XVH�RI�HFRQRPLF�DQG�QDWXUDO�UHVRXUFHV�
EDVHG�RQ�IUHH�PDUNHW� ORJLF�ZKHQ�VXFK�FKRLFHV�DUH�PDLQO\�SROLWLFDO�RU�OHJDO�LQ�QDWXUH��
7KLV� OHDGV�WR�D�FRPSOHWH�DEDQGRQPHQW�RI�ERWK�WKH�RULJLQDO�FRQWH[W�DQG�VLJQLILFDQFH�
RI� WKH� 3DUHWR� FULWHULRQ� DQG� RI� WKH� EDVLF� MXVWLILFDWLRQ� RI� LWV� DFFHSWDQFH� LQ� HFRQRPLF�
WKHRU\��,QLWLDOO\�DFFHSWHG�E\�/LRQHO�5REELQV�DQG�WKH�QHRFODVVLFDO�HFRQRPLF�WKHRU\��WKH�
3DUHWR� FULWHULRQ� DVVXPHG� WKH� UROH� RI� D� GHYLFH� WR� VHSDUDWH� HFRQRPLF� HIILFLHQF\� IURP�
GLVWULEXWLYH�HTXLW\�²�WKDW�LV��WR�VHSDUDWH�FODLPV�LQ�SRVLWLYH�VFLHQFH�IURP�SROLWLFDO��OHJDO��
RU�HTXLW\�FODLPV��&RQVLVWHQW�ZLWK�PHWKRGRORJLFDO� LQGLYLGXDOLVP�� WKH�3DUHWR�FULWHULRQ�
DLPHG� DW� SURWHFWLQJ� LQGLYLGXDO� FKRLFHV� IURP� H[WHUQDO� LQWHUIHUHQFHV� EDVHG� RQ� WKH�
IXQGDPHQWDO� DUJXPHQW� WKDW� WKH� HFRQRPLF� DJHQW� PXVW� EH� WKH� RQO\� RQH� HQWLWOHG� WR�
HYDOXDWH�KLV�KHU�RZQ�LQWHUHVW��,Q�VXFK�FRQWH[W��3DUHWR�LPSURYHPHQWV�DUH�WUXH�ZHOIDUH�
LPSURYHPHQWV� RQO\� LQ� VR� IDU� WKH\� DUH� WKH� UHVXOW� RI� IUHH� LQGLYLGXDO� FKRLFHV�� %\�
H[FOXGLQJ�WKH�OHJLWLPDF\�RI�LQWHUSHUVRQDO�FRPSDULVRQ�RI�XWLOLW\��LW�DOVR�LPSOLHV�WKDW�QR�
HFRQRPLF�DUJXPHQW�FRXOG�HYHU�EH�XVHG�WR�VXSSRUW�UHGLVWULEXWLYH�LQWHUYHQWLRQ��

$OO� WKLV� LV� DW� RGGV� ZLWK� WKH� &RDVLDQ� YLHZ� RI� PDUNHWV� DQG� WKH� &RDVLDQ�
DSSOLFDWLRQV� RI� ODZ�� SXEOLF� FKRLFH�� DQG� HQYLURQPHQWDO� SROLF\�� ,Q� WKH� ODWWHU� FDVH��
DSSOLFDWLRQV� RI� WKH� 3DUHWR� FULWHULRQ� DOZD\V� LPSO\� XQDFFHSWDEOH� YDOXH� MXGJPHQWV��
KLGGHQ�LQ�WKH�LQWHUSHUVRQDO�FRPSDULVRQ�RI�XWLOLW\�DQG�ULJKWV�EDVHG�RQ�RQH¶V�DELOLW\�WR�
SD\��7KHUH�PXVW�EH�VRPHWKLQJ�FOHDUO\�ZURQJ�LQ�D�OLQH�RI�UHDVRQLQJ�WKDW�VWDUWV�IURP�D�
GHILQLWLRQ� RI� HIILFLHQF\� ZKLFK� WUHDWV� LQWHUSHUVRQDO� FRPSDULVRQV� DV� LOOHJLWLPDWH� ZKHQ�
WKH\�FDOO�IRU�LPSURYHPHQW�RI�WKH�FRQGLWLRQV�RI�WKH�SRRU��EXW�GHFODUHV�WKHP�YDOLG�ZKHQ�
WKH\�HQWDLO�ZRUVHQLQJ�RI�VDLG�FRQGLWLRQV��
�

%QPENWUKQPU�
�
:H� DQDO\]HG� WKH� 3DUHWR� GHILQLWLRQ� RI� HIILFLHQF\�� VKRZLQJ� WKDW� LW� FRLQFLGHV� ZLWK� WKH�
GHILQLWLRQ�RI�D�VRFLDO�UHODWLRQVKLS�EDVHG�RQ�WKH�H[FKDQJH�PHFKDQLVP��:H�WKHQ�DUJXHG�
WKDW�WKH�UHVXOW�RI�3DUHWR�HIILFLHQF\�RI�FRPSHWLWLYH�HTXLOLEULD�FRXOG�RQO\�EH�LQWHUSUHWHG�
DV�D�WDXWRORJ\��

8VLQJ� :LWWJHQVWHLQ¶V� UHIOHFWLRQV� RQ� WKH� FRJQLWLYH� YDOXH� RI� WDXWRORJLHV�� ZH�
GHFRQVWUXFWHG�VRPH�IXQGDPHQWDO�LGHDV�IURP�WKH�HFRQRPLF�GHEDWH�DERXW�H[WHUQDOLWLHV��
KLJKOLJKWLQJ� WKDW� D� WDXWRORJLFDO� FRUH�DQG�DQDO\WLF� FRQWUDGLFWLRQV� FDQ�EH� LGHQWLILHG� LQ�

���$OWKRXJK�QRW�GLUHFWO\� OLQNHG�WR�WKH�WKHRUHP��RQH� ORJLFDO�FRQFOXVLRQ�RI� WUHDWLQJ�H[WHUQDOLWLHV� WKLV�
ZD\�KDV�EHHQ�WKH�LGHD�WKDW� LW� LV�SRVVLEOH� WR�DUULYH�DW�D�GHFLVLRQ�WR�H[SRUW� WR[LF�ZDVWH� WR�SRRU�FRXQWULHV� LQ�
FRPSOLDQFH� ZLWK� HFRQRPLF� HIILFLHQF\�� � 7KH� (FRQRPLVW� �)HEUXDU\� ���� ������� IRU� H[DPSOH�� SXEOLVKHG� D�
PHPRUDQGXP� E\� WKH� WKHQ� FKLHI� HFRQRPLVW� RI� WKH� :RUOG� %DQN�� /DZUHQFH� 6XPPHUV�� VWDWLQJ�� ³7KH�
PHDVXUHPHQW�RI�WKH�FRVWV�RI�KHDOWK�LPSDLULQJ�SROOXWLRQ�GHSHQGV�RQ�WKH�IRUHJRQH�HDUQLQJV�IURP�LQFUHDVLQJ�
PRUELGLW\�DQG�PRUWDOLW\��)URP�WKLV�SRLQW�RI�YLHZ�D�JLYHQ�DPRXQW�RI�KHDOWK�LPSDLULQJ�SROOXWLRQ�VKRXOG�EH�
GRQH� LQ� WKH� FRXQWU\� ZLWK� WKH� ORZHVW� FRVW�� ZKLFK� ZLOO� EH� WKH� FRXQWU\� ZLWK� WKH� ORZHVW� ZDJH�� ,� WKLQN� WKH�
HFRQRPLF� ORJLF� EHKLQG� GXPSLQJ� D� ORDG� RI� WR[LF� ZDVWH� LQ� WKH� ORZHVW�ZDJH� FRXQWU\� LV� LPSHFFDEOH� DQG� ZH�
VKRXOG� IDFH� XS� WR� WKDW�� «� ,¶YH� DOZD\V� WKRXJKW� WKDW� XQGHU� SRSXODWHG� FRXQWULHV� LQ�$IULFD� DUH� YDVWO\� XQGHU�
SROOXWHG´��FLWHG�LQ�3HWHU������������
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WKH�&RDVLDQ�WUDGLWLRQ��2XU�RSLQLRQ�LV�WKDW�WKH�RULJLQ�RI�WKHVH�FRQWUDGLFWLRQV�LV�LQ�WKH�
ORJLFDO� LPSRVVLELOLW\� WR� GHYLVH� D� FRPSHWLWLYH� PDUNHW� IRU� H[WHUQDOLWLHV�� &RPSHWLWLYH�
PDUNHWV�DUH�VXFK�SUHFLVHO\�EHFDXVH�HYHU\�GLVSXWH�DPRQJ�LQGLYLGXDOV�LV�VHWWOHG�WKURXJK�
YROXQWDU\�H[FKDQJHV��VR�WKDW�DQ�LQGLYLGXDO�DFWLRQ�EHFRPHV�LUUHOHYDQW�LQ�WKH�VHQVH�WKDW�
LW� LV� QRW� FDXVLQJ� DQ\� KDUP� WR� WKRVH� ZKR� DUH� QRW� LQYROYHG� LQ� WKH� WUDQVDFWLRQ�� 6XFK�
VRFLDO� LUUHOHYDQFH� RI� WKH� LQGLYLGXDO� DFWLRQ� LV�� LQ� RWKHU� ZRUGV�� D� GHILQLQJ� IHDWXUH� RI�
FRPSHWLWLYH�PDUNHWV���

7KH� FRQFHSW� RI� H[WHUQDOLW\� LV� UHODWHG� WR� WKRVH� HOHPHQWV� RI� GLUHFW� LQWHUUHODWLRQ�
DPRQJ� LQGLYLGXDOV� WKDW� FKDUDFWHUL]H� DQ\� FRQFHLYDEOH� VRFLDO� FRQWH[W�� ([WHUQDOLWLHV� DUH�
QRW�D�SUREOHP�EHFDXVH�RI� WKH�³DEVHQFH�RI�PDUNHWV�´� LQ� WXUQ��GXH� WR� WKH�SUHVHQFH�RI�
WUDQVDFWLRQ� FRVWV�� 5DWKHU�� WKH\� DUH� OLQNHG� WR� WKH� LQWULQVLFDOO\� VRFLDO� QDWXUH� RI� WKH�
FRQWH[W� ZLWKLQ� ZKLFK� DQ\� KXPDQ� DFWLRQ� ²� LQFOXGLQJ� WKH� HFRQRPLF� DFWLYLW\� ²� LV�
SHUIRUPHG��7KH�DQDO\VLV��JURXQGHG�RQ�WKH�&RDVLDQ�WUDGLWLRQ��ILUVW�FRQFHDOV�WKH�VRFLDO�
DVSHFW�RI� HFRQRPLF� UHODWLRQVKLSV�DQG� WKHQ�DSSOLHV� WKH�3DUHWR� FULWHULRQ� �ZKLFK�UHIHUV�
SURSHUO\� RQO\� WR� PDUNHW� UHODWLRQVKLSV�� WR� QRQ�PDUNHW� FRQWH[WV�� $� SURSRVLWLRQ� RQ�
FRPSHWLWLYH�PDUNHW�HIILFLHQF\�WKDW�LV�WUXH�RQO\�RQ�D�ORJLFDO�IRUPDO�JURXQG�LV�SURSRVHG�
DV�LI�LW�ZHUH�GHULYHG�IURP�VHQVLEOH�SURSRVLWLRQV��L�H���SURSRVLWLRQV�WKDW�FDQ�EH�VXEMHFW�
WR�HPSLULFDO�YDOLGDWLRQ���$�SROLWLFDO�SURSRVLWLRQ�LV�SUHVHQWHG�DV�LI�LW�ZHUH�WKH�UHVXOW�RI�D�
VFLHQWLILF�LQTXLU\���

,Q�GLVWLQJXLVKLQJ�SXUHO\�ORJLFDO�WUXWKV�IURP�WUXWKV�EDVHG�RQ�IDFWV��ZH�UHIHUUHG�WR�
:LWWJHQVWHLQ¶V� WKHVHV� LQ� 7UDFWDWXV�� (YHQ� DV� ZH� DUH� DZDUH� WKDW� WKH� FXUUHQW� GHEDWH� RQ�
PHWKRGRORJ\� LQ� VRFLDO� VFLHQFHV� �LQFOXGLQJ� HFRQRPLFV�� LV� QR� ORQJHU� FRQILQHG� E\� WKH�
ERXQGDULHV�RI� WKH� ORJLFDO�SRVLWLYLVP�RI� WKH�����V��ZH�VWLOO�EHOLHYH� WKDW�D� WKHRU\�PXVW�
QRW�EH�IRUPXODWHG�LQ�WDXWRORJLFDO�WHUPV���

,Q� VSLWH� RI� LWV� HYROXWLRQ� RYHU� WKH� \HDUV�� QHRFODVVLFDO� HFRQRPLFV� KDV� NHSW� D� OLQN�
ZLWK� WKH� RULJLQDO� IRXQGDWLRQ� HVWDEOLVKHG� E\� :DOUDV� DQG� 3DUHWR�� (YHQ� 5REELQV¶V�
SURSRVDO� WR�H[FOXGH�DQ\�YDOXH� MXGJPHQW� IURP�WKH�VFRSH�RI� HFRQRPLF�VFLHQFH�FDQ�EH�
LQWHUSUHWHG� DV� DQ� DWWHPSW� WR� VHSDUDWH� RSLQLRQV� IURP� IDFWV� ²� WKDW� LV�� WR� EXLOG� DQ�
³HFRQRPLFV´� ZLWK� WKH� FKDUDFWHULVWLFV� RI� D� SRVLWLYH� VFLHQFH�� 7KH� GHEDWH� RYHU�
H[WHUQDOLWLHV� KDV� UHYHDOHG� WKDW� WKH� 3DUHWR� FULWHULRQ�� JLYHQ� LWV� URRWV� LQ� SRVLWLYLVP��
FDQQRW�EH�SURSHUO\�DSSOLHG�LQ�WKLV�FDVH����,Q�SDUWLFXODU��$UURZ¶V�DWWHPSW�WR�H[WHQG�WKH�
SURSRVLWLRQ�RQ�HIILFLHQF\�RI�FRPSHWLWLYH�PDUNHWV�WR�WKH�FDVH�RI�H[WHUQDOLWLHV�FDQ�RQO\�
SURFHHG� WKURXJK� DG� KRF� OLQJXLVWLF� DGMXVWPHQWV� WKDW� YLRODWH� WKH� YHU\� GHILQLWLRQ� RI�
FRPSHWLWLYH� PDUNHWV� ²� DQG� WKHUHE\� IDLOLQJ�� ,W� FDXVHV� FRQWUDGLFWLRQV� WKDW� UHQGHU�
³DQDO\WLFLW\´�²�WKH�PHWKRG�RI�YHULI\LQJ�WKH�LQWHUQDO�FRQVLVWHQF\�RI�D�VHW�RI�K\SRWKHVHV�
DQG�GHILQLWLRQV�²�QRW�SURSHUO\�XVHG�WR�LWV�SXUSRVH��,Q�WKH�H[DPSOH�ZH�GLVFXVVHG��WKH�

���$Q�HVVHQWLDO� HOHPHQW�RI� ORJLFDO� SRVLWLYLVP� LV� WR�PDLQWDLQ� WKDW�RQO\� SURSRVLWLRQV� WKDW� DUH� HPSLULFDOO\�
YHULILDEOH� KDYH� D� FRJQLWLYH�YDOXH� VLQFH� WKH\�FDQ� DIILUP� WKH� H[LVWHQFH�RU�QRQ�H[LVWHQFH�RI� WKH� SKHQRPHQD� WKH\�
GHVFULEH��%\�FRQWUDVW��D�SXUHO\�ORJLFDO�LQIHUHQFH�WKDW�GRHV�QRW�UHIHU�WR�DQ\�UHDO� WKLQJV�QHFHVVDULO\�HQGV�XS�LQ�D�
³WDXWRORJLFDO�WUDQVIRUPDWLRQ�´�³7KH�VHFRQG�EDVLF�HUURU�RI�PHWDSK\VLFV�FRQVLVWV�LQ�WKH�QRWLRQ�WKDW�WKLQNLQJ�FDQ�
HLWKHU�OHDG�WR�NQRZOHGJH�RXW�RI�LWV�RZQ�UHVRXUFHV�ZLWKRXW�XVLQJ�DQ\�HPSLULFDO�PDWHULDO��RU�DW�OHDVW�DUULYH�DW�QHZ�
FRQWHQWV�E\�DQ� LQIHUHQFH�IURP�JLYHQ�VWDWHV�RI�DIIDLU��/RJLFDO� LQYHVWLJDWLRQ��KRZHYHU��OHDGV� WR�WKH�UHVXOW� WKDW�DOO�
WKRXJKW� DQG� LQIHUHQFH�FRQVLVWV� RI�QRWKLQJ�EXW� D� WUDQVLWLRQ� IURP� VWDWHPHQWV� WR� RWKHU� VWDWHPHQWV� WKDW� FRQWDLQ�
QRWKLQJ�WKDW�ZDV�QRW�DOUHDG\�LQ�WKH�IRUPHU��WDXWRORJLFDO�WUDQVIRUPDWLRQ�´��1HXUDWK�>����@�������������



3DUHWR�(IILFLHQF\��WKH�&RDVH�7KHRUHP��DQG�([WHUQDOLWLHV�
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GHEDWH�KDV�IDLOHG��LQ�RXU�RSLQLRQ��WR�UHDFK�WKH�FRQFOXVLRQ�WKDW�DQDO\WLFLW\�ZRXOG�KDYH�
VXJJHVWHG�� QDPHO\�� WR� UHFRJQL]H� WKH� LPSRVVLELOLW\� RI� WUHDWLQJ� DQ� H[WHUQDOLW\� LQ� WKH�
FRQWH[W�RI�FRPSHWLWLYH�PDUNHW�PRGHOV���

'HVSLWH� LWV� QRWDEOH� OHJDO� DQG� LQVWLWXWLRQDO� LPSOLFDWLRQV�� WKH� HFRQRPLF� GHEDWH�
RYHU� H[WHUQDOLWLHV� KDV� SURJUHVVHG� ZLWKRXW� WKH� QHFHVVDU\� FULWLFLVP� WRZDUG� WKH� QRQ�
QHXWUDOLW\�RI�LWV�XQGHUSLQQLQJ�SRVLWLRQV��,W�KDV�UHPDLQHG�WKH�FDVH�QRWZLWKVWDQGLQJ�WKH�
IDFW� WKDW�� WKDQNV� WR� SURJUHVV� LQ� WKH� SKLORVRSK\� RI� VFLHQFH�� LQ� OLQJXLVWLFV�� DQG� RWKHU�
VRFLDO�VFLHQFHV�²�LQFOXGLQJ�VRPH�KHWHURGR[�VWUDLQV�RI�HFRQRPLFV� LWVHOI�²�LW�KDG�EHHQ�
UHFRJQL]HG� WKDW� DQ\� IRUP� RI� NQRZOHGJH� LV� KLVWRULFDOO\� FRQGLWLRQHG�� 7KH� VXEVWDQWLDO�
ODFN� RI� DWWHQWLRQ� WR� DQ\� KLVWRULFDO�� VRFLDO�� RU� SROLWLFDO� HOHPHQWV� RI� PDLQVWUHDP�
HFRQRPLFV� LV� SDUWLFXODUO\� HYLGHQW� LQ� WKH� IDFW� WKDW� WKH� 3DUHWR� FULWHULRQ� KDV� QRW� EHHQ�
UHFRJQL]HG�DV� D� VSHFLILF� IRUP� RI� VRFLDO� UHODWLRQVKLS�²�QDPHO\�� D�PDUNHW� UHODWLRQVKLS��
0RUHRYHU��DV�ZH�QRWLFHG��WKH�GHEDWH�RYHU�H[WHUQDOLWLHV�KDV�IDLOHG�WR�UHFRJQL]H�WKDW�WKH�
QDWXUH�RI�WKH�³HIILFLHQF\´�FRQFHSW�ZRXOG�FKDQJH��GHSHQGLQJ�RQ�LWV�XVH�UHODWLYH�WR�WKH�
SUREOHP� RI� VRFLDO� FRVW�� 7KH� 3DUHWR� FULWHULRQ�� RULJLQDOO\� GHYLVHG� WR� SURWHFW� WKH�
LQGLYLGXDO¶V�IUHHGRP�RI�FKRLFH�IURP�H[WHUQDO�LQWHUIHUHQFHV��EHFRPHV�LWV�RSSRVLWH�ZKHQ�
LW�LV�XWLOL]HG�RXWVLGH�RI�WKH�PDUNHW�VHWWLQJ��,W�EHFRPHV�WKH�MXVWLILFDWLRQ�IRU�WKH�ULJKW�WR�
H[SURSULDWH� VRPH� RI� WKH� LQGLYLGXDO¶V� ULJKWV� WR� EHQHILW� RWKHUV�� WKXV� YLRODWLQJ� WKH�
IXQGDPHQWDO� REMHFWLYH� RI� QHRFODVVLFDO� HFRQRPLFV� DV� D� VFLHQFH� WKDW� VKRXOG� DYRLG�
LQWHUSHUVRQDO�FRPSDULVRQV�RI�XWLOLW\��

2XU�PDLQ�FRQFOXVLRQ�LV�WKDW�JHQHUDOL]DWLRQV�RI�WKH�3DUHWR�FULWHULRQ��H[WHQGHG�WR�
WKH� FDVH� RI� H[WHUQDOLWLHV�� FDQQRW� EH� GHIHQGHG� E\� DQ\� DUJXPHQW� EDVHG� RQ� SRVLWLYH�
VFLHQFH�� 7KH� 3DUHWR� FULWHULRQ�� DQG� DQ\� UHIHUHQFH� WR� PDUNHW� HIILFLHQF\� EDVHG� RQ� WKH�
&RDVH� WKHRUHP�� VKRXOG� QRW� EH� XVHG� WR� MXVWLI\� LQVWLWXWLRQDO�� OHJDO�� RU� HQYLURQPHQWDO�
SROLF\���
�

4GHGTGPEGU�
�
$QFHY��7LKRPLU�DQG�0LFKDHO�+DUULV��³3LJRX�DQG�&RDVH�5H�9LVLWHG��(WKLFV��1RUPV��DQG�0DUNHWV�

,PSOLFDWLRQV�IRU�(QYLURQPHQWDO�DQG�5HVRXUFH�(FRQRPLFV�´���UG�$XVWUDOLDQ�&RQIHUHQFH�RI�
(FRQRPLVWV�$&(��6LGQH\��6HSWHPEHU����������������

$QGHUVRQ��7HUU\�/��³'RQQLQJ�&RDVH�&RORXUHG�*ODVVHV��$�3URSHUW\�5LJKWV�9LHZ�RI�1DWXUDO�5HVRXUFH�
(FRQRPLFV�´�-RXUQDO�RI�$JULFXOWXUDO�DQG�5HVRXUFH�(FRQRPLFV�������������������������

$UURZ��.HQQHWK�-��³7RZDUG�D�7KHRU\�RI�3ULFH�$GMXVWPHQW�´�,Q�(VVD\V�LQ�+RQRU�RI�%HUQDUG�)UDQFLV�+DOH\��7KH�
$OORFDWLRQ�RI�(FRQRPLF�5HVRXUFHV��E\�0RVHV�$EUDPRYLW]�HW�DO���SS���������6WDQIRUG��&$��6WDQIRUG�
8QLYHUVLW\�3UHVV���������

²²²��³7KH�2UJDQL]DWLRQ�RI�(FRQRPLF�$FWLYLW\��,VVXHV�3HUWLQHQW�WR�WKH�&KRLFH�RI�0DUNHW�9HUVXV�1RQ�
PDUNHW�$OORFDWLRQ�´�&ROOHFWHG�3DSHUV��YRO�����*HQHUDO�(TXLOLEULXP��LQ�.HQQHWK�-��$UURZ��SS�����������
&DPEULGJH��0$��+DUYDUG�8QLYHUVLW\�3UHVV��>����@�������

²²²��³5DWLRQDOLW\�RI�6HOI�DQG�2WKHUV�LQ�DQ�(FRQRPLF�6\VWHP�´�-RXUQDO�RI�%XVLQHVV���������������6����6������
$UURZ��.HQQHWK�-��DQG�*HUDUG�'HEUHX��³([LVWHQFH�RI�DQ�(TXLOLEULXP�IRU�D�&RPSHWLWLYH�(FRQRP\�´�

(FRQRPHWULFD�������������������������
%DXPRO��:DOODFH�(��³2Q�WKH�7D[DWLRQ�DQG�WKH�&RQWURO�RI�([WHUQDOLWLHV�´�$PHULFDQ�(FRQRPLF�5HYLHZ�������

������������������
%DXPRO�:DOODFH�(��DQG�:LOOLDP�-��2DWHV��7KH�7KHRU\�RI�(QYLURQPHQWDO�3ROLFLHV��(QJOHZRRG�&OLIIV��1-��

3UHQWLFH�+DOO��������
%ODFN��-XOLD��³5HFRQFHLYLQJ�)LQDQFLDO�0DUNHWV�²�)URP�WKH�(FRQRPLF�WR�WKH�6RFLDO�´�-RXUQDO�RI�&RUSRUDWLYH�

/DZ�6WXGLHV������������������������
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%ODXJ��0DUN��³7KH�)RUPDOLVW�5HYROXWLRQ�RI�WKH�����V�´�-RXUQDO�RI�+LVWRU\�RI�(FRQRPLF�7KRXJKW���������������
����������

%XFKDQDQ��-DPHV�0��DQG�:��&UDLJ�6WXEEOHELQH��³([WHUQDOLW\�´�(FRQRPLFD���������������������������
&DODEUHVL��*XLGR��³7KH�'HFLVLRQ�RI�$FFLGHQW��$Q�$SSURDFK�WR�1RQ�)DXOW�$OORFDWLRQ�RI�&RVWV�´�+DUYDUG�

/DZ�5HYLHZ�������������������������
&DQWHUEHU\��5D\�(��DQG�$NEDU��0DUYDVWL��³7KH�&RDVH�7KHRUHP�DV�D�1HJDWLYH�([WHUQDOLW\�´�-RXUQDO�RI�

(FRQRPLF�,VVXHV��������������������������
²²²��³7ZR�&RDVHV�RU�7ZR�7KHRUHPV"´�-RXUQDO�RI�(FRQRPLF�,VVXHV������������������������
&DUQDS��5XGROI��7KH�/RJLFDO�6WUXFWXUH�RI�WKH�:RUOG��	�3VHXGRSUREOHPV�LQ�3KLORVRSK\��&KLFDJR��,/��2SHQ�&RXUW��

>����@�������
&HULQ��3RQWXV��³%ULQJLQJ�(FRQRPLF�2SSRUWXQLW\�LQWR�/LQH�:LWK�(QYLURQPHQWDO�,QIOXHQFH��$�'LVFXVVLRQ�

RQ�WKH�&RDVH�7KHRUHP�DQG�WKH�3RUWHU�DQG�YDQ�GHU�/LQGH�+\SRWKHVLV�´�(FRORJLFDO�(FRQRPLFV����
������������������

&RDVH��5RQDOG�+��³7KH�3UREOHP�RI�6RFLDO�&RVW�´�-RXUQDO�RI�/DZ�DQG�(FRQRPLFV����2FWREHU���������������
²²²��³1RWHV�RQ�WKH�3UREOHP�RI�6RFLDO�&RVW�´�,Q�7KH�)LUP��WKH�0DUNHW��DQG�WKH�/DZ��E\�5RQDOG�+��&RDVH��SS��

���������&KLFDJR��,/��8QLYHUVLW\�RI�&KLFDJR�3UHVV���������
&RRWHU��5REHUW�'��³&RDVH�7KHRUHP�´�,Q�7KH�1HZ�3DOJUDYH��D�'LFWLRQDU\�RI�(FRQRPLFV��HGLWHG�E\�(DWZHOO�-RKQ��

0LOJDWH�0XUUD\�DQG�1HZPDQ�3HWHU��SS����������/RQGRQ��0DFPLOOLDQ��������
'HEUHX��*HUDUG��7KHRU\�RI�9DOXH��$Q�$[LRPDWLF�$QDO\VLV�RI�(FRQRPLF�(TXLOLEULXP��1HZ�+DYHQ��&7��<DOH�

8QLYHUVLW\�3UHVV���������
'HPVHW]��+DUROG��³7RZDUG�D�7KHRU\�RI�3URSHUW\�5LJKWV�´�$PHULFDQ�(FRQRPLF�5HYLHZ�����3DSHUV�DQG�

3URFHHGLQJV�����������������
²²²��³:KHQ�'RHV�WKH�5XOH�RI�/LDELOLW\�0DWWHU"´�-RXUQDO�RI�/HJDO�6WXGLHV������������������
'UDJXQ��$QGUHZ�.��DQG�0DUWLQ�3��2¶&RQQRU��³3URSHUW\�5LJKWV��3XEOLF�&KRLFH��DQG�3LJRXYLDQLVP�´�-RXUQDO�

RI�3RVW�.H\QHVLDQ�(FRQRPLFV������������������������
(GJHZRUWK��)UDQFLV�<��0DWKHPDWLFDO�3V\FKLFV��$Q�(VVD\�RQ�WKH�$SSOLFDWLRQ�RI�0DWKHPDWLFV�WR�WKH�0RUDO�6FLHQFHV��

/RQGRQ��&��.HJDQ�3DXO��������
(OOLV��+RZDUG�6��DQG�:LOOLDP�)HOOQHU��³([WHUQDO�(FRQRPLHV�DQG�'LVHFRQRPLHV�´�$PHULFDQ�(FRQRPLF�5HYLHZ�

���������������������
)DUUHO��-RVHSK��³,QIRUPDWLRQ�DQG�WKH�&RDVH�7KHRUHP�´�-RXUQDO�RI�(FRQRPLF�3HUVSHFWLYHV������������������������
)HOGPDQ��5REHUW��³/LDELOLW\�5XOHV�DQG�WKH�7UDQVIHU�RI�(FRQRPLF�5HQWV�´�-RXUQDO�RI�/HJDO�6WXGLHV�����������

����������
)RUQDUL��)DEUL]LR��6SLHJD]LRQH�H�FRPSUHQVLRQH��,O�GLEDWWLWR�VXO�PHWRGR�QHOOH�VFLHQ]H�VRFLDOL��/DWHU]D��,WDO\��5RPD�
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