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0RUH�WKDQ�KDOI�WKH�����PLOOLRQ�6RXWK�$IULFDQV�ZLWK�XQVHFXUHG�FUHGLW�DUH�LQ�GHIDXOW�RQ�WKHLU�ORDQV��,W·V�D�
EURNHQ�V\VWHP�³ DQG�QR�RQH�VHHPV�WR�PLQG

)LQDQFLDO�0DLO ʤ ���6HS����� ʤ %\�5RE�5RVH

7KH�ZKROH�PHVV�LV�D�EHWUD\DO�RI�WKH�LQLWLDO�SURPLVH�RI�XVLQJ�OHQGLQJ�WR�¶HPSRZHU�SHRSOH·

1DHHP�%DGDW� LVQ·W� \RXU� W\SLFDO� KHGJHIXQG�PDQDJHU��$IWHU�JUDGXDWLQJ� FXP� ODXGH�ZLWK� D�%FRP�+RQV� LQ�
ILQDQFH�DV� WKH� WRS�VWXGHQW� LQ�KLV�\HDU��%DGDW� VWDUWHG�KLV� FDUHHU�DV�DQ�DQDO\VW�DW� ,QYHVWHF�EHIRUH�PRYLQJ� WR�
9LVLR

&DSLWDO�DV�D�IXQG�PDQDJHU�
,Q�1RYHPEHU�������KH�DQG�WZR�WRS�UDWHG�DQDO\VWV�DW
6%*�6HFXULWLHV��9LQFHQW�$QWKRQ\UDMDK�DQG�0XVD�0DOZDQGOD�� VHW�XS� WKHLU�RZQ�RXWILW��'LIIHUHQWLDO�&DSLWDO��

7KHLU� ILUVW�PDMRU�SLHFH�RI� UHVHDUFK�� SXEOLVKHG� ODVW�ZHHN�� LV� D� ���SDJH� YLYLVHFWLRQ�RI� WKH�XQVHFXUHG� OHQGLQJ�
LQGXVWU\��ZKLFK�WKH\�IODJ�DV�´G\VIXQFWLRQDOµ�DQG�D�´WKUHDW�WR�VRFLHW\µ�

1RZ��VRPH�RI�6$·6�EOXH�FKLS�FRPSDQLHV�ZRQ·W�ZDQW�WR�KHDU�WKLV��&HUWDLQO\�&DSLWHF��ZKLFK�PDGH�LWV�QDPH�
WKURXJK�PLFURORDQV��RVWHQVLEO\�LQ�WKH�QDPH�RI�´ILQDQFLDO�LQFOXVLRQµ��ZRXOG�KRWO\�GLVSXWH�WKLV��'LWWR�IRU�$IULFDQ�
%DQN��)LQERQG�RU�IXUQLWXUH�UHWDLOHUV�VXFK�DV�/HZLV�

%XW� LW·V�KDUG�WR�GLVDJUHH�ZLWK�WKHLU� WKHVLV�� ´$JJUHVVLYH�FROOHFWLRQ�SUDFWLFHV�DQG�H[WRUWLRQDWH�SULFLQJ�KDYH�
HQVXUHG� WKDW� HYHQ� WKRXJK� DERXW� RQH�KDOI� RI� DOO� XQVHFXUHG� OHQGLQJ� FRQVXPHUV� DUH� LQ� GHIDXOW�� WKH� OHQGLQJ�
LQGXVWU\�UHPDLQV�KLJKO\�SURILWDEOH�µ

6SHDNLQJ� WR� WKH� )0�� %DGDW� VD\V� KH� DQG�KLV� SDUWQHUV� VWXGLHG� WKHVH� OHQGHUV� H[WHQVLYHO\� DV� DQDO\VWV�� ´:H�
VSHQW�\HDUV�JHWWLQJ� LQWR�WKH�JXWV�RI�KRZ�WKH\�ZRUN��DQG�WKH�PHFKDQLFV��7KDW·V�KRZ�ZH�FDQ�VD\�WKDW� LW·V�DQ�
LQGXVWU\� WKDW� LVQ·W� HIIHFWLYHO\� UHJXODWHG�� WKDW�� IDU� IURP�KHOSLQJ� WKH� FRXQWU\�� KDV� EHFRPH�RQH�RI� LWV� ELJJHVW�
SUREOHPV�µ

'LIIHUHQWLDO� XVHG� GDWD� IURP� FUHGLW� EXUHDX� ;'6�� UDWKHU� WKDQ� UHO\LQJ� RQ� ILJXUHV� IURP� WKH�1DWLRQDO� &UHGLW�
5HJXODWRU��1&5���ZKLFK�KH�VD\V�DUH�QRW�´DV�UHOLDEOHµ��$QG�WKH�ILJXUHV�DUH�DUUHVWLQJ������PLOOLRQ�6RXWK�$IULFDQV�
RZH�5���EQ�LQ�XQVHFXUHG�ORDQV��URXJKO\�5�������HDFK�RQ�DYHUDJH��$QG�����RI�WKHVH�SHRSOH�DUH�LQ�GHIDXOW�

:HOO�� \RX� PLJKW� DUJXH�� ZKDW� DERXW� ´ILQDQFLDO� LQFOXVLRQµ"� +RZ� FDQ� \RX� HPSRZHU� SHRSOH� WR� EHWWHU�
WKHPVHOYHV�ZLWKRXW� FUHGLW"� ,W�ZRXOG�EH� D� YDOLG� DUJXPHQW�³ H[FHSW� WKDW� ����RI� WKHVH� ORDQV� DUH� VSHQW� RQ�
VWUDLJKW�FRQVXPSWLRQ��IRRG��FDUV��IXHO��79�VHWV��WKLQJV�OLNH�WKDW��$QG�RQO\�RQH�LQ����RI�WKRVH�ERUURZHUV�KDV�D�
KRPH�ORDQ�

7KH�UHSRUW�FRQFOXGHV�WKDW�IDU�IURP�EHLQJ�D�PHFKDQLVP�E\�ZKLFK�SRRU�EODFN�6RXWK�$IULFDQV�FRXOG�H[WULFDWH�
WKHPVHOYHV� IURP�SRYHUW\�� ´KLJK�FRVW�XQVHFXUHG� ORDQV�XVHG� IRU�SHUVRQDO� FRQVXPSWLRQ�E\� ODUJHO\� ILQDQFLDOO\�
LOOLWHUDWH�FRQ

VXPHUV�KDYH�EOLJKWHG�WKH�FKDQFH�RI�ILQDQFLDO�HPDQFLSDWLRQ�IRU�PDQ\µ�
7KH�GHPRJUDSKLFV�DWWHVW�WR�WKLV��0RVW�ERUURZHUV�HDUQ�OHVV�WKDQ�5�������D�PRQWK��HLWKHU�WKURXJK�VDODULHV�

RU�VRFLDO�JUDQWV��DQG�WKHQ�XVH�DERXW�D�WKLUG�RI�WKLV�WR�UHSD\�WKDW�ORDQ��7DNH�WKH�PLQLQJ�VHFWRU��PRUH�WKDQ�KDOI�
RI�6$·6���������PLQHUV�KDYH�DQ�XQVHFXUHG� ORDQ��DUH�SDLG� OHVV� WKDQ�5�������D�PRQWK��DQG�VSHQG�5������RI�

3UHVV5HDGHU���3UHVV5HDGHU�,QF�



)LQDQFLDO�0DLO ʤ ���6HS�����

WKHLU�LQFRPH�VHUYLFLQJ�GHEW��´,V�WKDW�VXVWDLQDEOH"µ�%DGDW�DVNV�
:KDW�PDNHV�WKLV�HVSHFLDOO\� LQGHIHQVLEOH� LV�WKH� LQWHUHVW�FKDUJHG�RQ�WKHVH� ORDQV��7KH�UHVHDUFK�VKRZV�WKDW�

VRPHRQH�ZKR�WDNHV�RXW�D�RQH�PRQWK�´SD\GD\�ORDQµ�ZLOO�HQG�XS�SD\LQJ��RQ�DYHUDJH��DQ�DQQXDOLVHG�LQWHUHVW�
UDWH�RI������

7KLV�UDWH�GURSV�DV�WKH�WHUP�H[WHQGV��%XW�HYHQ�IRU�DQ�XQVHFXUHG�ORDQ�RI�EHWZHHQ����DQG����PRQWKV��WKH�
ERUURZHU�ZLOO�KDYH�WR�SD\�����DQQXDO� LQWHUHVW�� ´7KH�DOO�LQ�FRVW�RI�FUHGLW� LV�HJUHJLRXV�E\�DQ\�PHDVXUH�µ� WKH�
UHVHDUFKHUV�VD\��´$�SHUVRQ�LQ�QHHG�RI�D�RQH�PRQWK�ORDQ�LV�QRW�OLNHO\�WR�EH�DEOH�WR�SD\�DQ�DQQXDOLVHG�\LHOG�RI�
�����ZLWKRXW�OLNHO\�QHHGLQJ�IXUWKHU�ORDQV��WKXV�HQVQDULQJ�WKHP�LQ�D�GHEW�WUDS�µ

7KH�OHQGHUV�WKHQ�PDNH�OXGLFURXV�SURILWV��7KH�DQQXDOLVHG�UHWXUQ�RQ�HTXLW\��52(��IRU�DQ�XQVHFXUHG�ORDQ�RI�
EHWZHHQ�WZR�DQG�VL[�PRQWKV��WKDW�GRHVQ·W�HQG�XS�LQ�GHIDXOW��LV�������)RU�SHULRGV�RI�RQH�WR�WZR�\HDUV��WKDW�
52(�GURSV�WR�����

,V� WKDW� D� ORW�� \RX� DVN"�:HOO�� \HV�� $EVD·V� HQWLUH� EXVLQHVV�PDGH� D� ������52(� ODVW� \HDU�� ,W·V� D� UHWXUQ� WKDW��
'LIIHUHQWLDO�DUJXHV��´GZDUIV�DOO�RWKHU� IRUPV�RI� OHQGLQJµ�� ,Q�WKLV�ZD\��´H[SHQVLYH� ORDQV�XVHG�IRU�FRQVXPSWLRQ�
SXUSRVHV�FUHDWH�D�WUDQVIHU�RI�ZHDOWK�IURP�WKH�ERUURZHU�WR�WKH�OHQGHU�³ LQ

6$·6�FDVH��IURP�WKH�SRRU�WR�WKH�ULFKµ�
7KH�ZKROH�PHVV�LV�D�EHWUD\DO�RI�WKH�LQLWLDO�SURPLVH�RI�XVLQJ�OHQGLQJ�WR�´HPSRZHU�SHRSOHµ��DQG�FRQVXPHUV�

KDYH� EHHQ� EDGO\� OHW� GRZQ� E\� WKH� 1&5�� 6R�� IRU� H[DPSOH�� ZKHQ� $IULFDQ� %DQN� ZDV� IRXQG� JXLOW\� RI� UHFNOHVV�
OHQGLQJ�LQ�������LW�ZDV�ILQHG�MXVW�5��P��$V�LI�WKDW�ZDV�DQ\�LQFHQWLYH�WR�FKDQJH�LWV�ZD\V�

7KDQNIXOO\��'LIIHUHQWLDO�&DSLWDO�SURSRVHV�VRPH�LGHDV�WR�FKDQJH�WKH�VWDWXV�TXR��$PRQJ�WKHP��VHW�DQ�XSSHU�
ORDQ�OLPLW�RI�5�������IRU�DQ\RQH�HDUQLQJ�OHVV�WKDQ�5�������D�PRQWK��SUHYHQW�DQ\RQH�IURP�KDYLQJ�PRUH�WKDQ�
RQH� PLFURORDQ� DW� D� WLPH�� NHHS� WKH� WHUP� RI� DQ\� ORDQ� WR� OHVV� WKDQ� WKUHH� \HDUV�� DQG� LQVWLWXWH� D� VHYHQ�GD\�
´FRROLQJ� RIIµ� SHULRG� IRU� DQ\� ORDQ�� ,PSRUWDQWO\�� WKH� DQDO\VWV� DOVR� SURSRVH� OLPLWLQJ� WKH� ´DOO�LQ� FRVWµ� WKDW�
ERUURZHUV�PXVW�SD\�WR�ZKLFKHYHU�LV�ORZHU��SULPH�SOXV������QRZ����������RU�����

,W·V�D�VHDULQJ�FULWLTXH�IURP�D�IOHGJOLQJ�FRPSDQ\�WKDW�RQO\�UHFHQWO\�EHJDQ�PDQDJLQJ�PRQH\��%XW�ZKDW�GRHV�
'LIIHUHQWLDO�KRSH�WR�JHW�IURP�WKLV"

´:H� ZDQW� WR� EH� VWURQJ� RQ� JRYHUQDQFH�� DQG� ZH� ZDQW� WR� XVH� RXU� SRVLWLRQ� WR� FKDQJH� WKH� FRXQWU\�� ,Q�
SDUWLFXODU��ZH�ZDQW�WR�FKDOOHQJH�WKH�DVVHW�PDQDJHPHQW�LQGXVWU\�WR�VHULRXVO\�TXHVWLRQ�ZKHWKHU�LW·V�ULJKW�WKDW�
WKH\�LQYHVW�LQ�EXVLQHVVHV�OLNH�WKLV�µ�KH�VD\V�

%DGDW��GXULQJ�KLV�WLPH�DW�9LVLR��PHW�WKH�WUXVWHHV�RI�WKH�*RYHUQPHQW�(PSOR\HHV�3HQVLRQ�)XQG�WR�GLVFXVV�
WKH� LVVXH�� ´(YHU\RQH� VD\V� WKH\·UH� ¶LQYHVWLQJ� UHVSRQVLEO\·�� EXW� LV� WKDW� UHDOO\� WUXH"� :KR� LV� KDYLQJ� WKHVH�
GLVFXVVLRQV��RU�KROGLQJ�SHRSOH�DFFRXQWDEOH"µ�KH�DVNV�

7KH�WLPH�IRU�ORRNLQJ�WKH�RWKHU�ZD\�LV�SDVW��KH�VD\V��$W�WKLV�SRLQW��LQDFWLRQ�LV�DFWLRQ�
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