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$�'\QDPLF $SSURDFK�WR�WKH�5HODWLRQVKLS EHWZHHQ ,QHTXDOLW\��6RFLDO�&DSLWDO�DQG�,QVWLWXWLRQV�
'LHJR�0��&DUDPXWD&21,&(7�± 'HSDUWPHQW�RI�(FRQRPLFV�8QLYHUVLGDG�1DFLRQDO�GHO�6XUGFDUDPXWD#XQV�HGX�DU

7KLV�YHUVLRQ��-XQH ��������
$EVWUDFW2QH� RI� WKH� PDLQ� REMHFWLYHV� RI� WKLV� SDSHU� LV� WR� VKRZ WKH� G\QDPLFV� WKDW� UHODWHVLQHTXDOLW\�� VRFLDO� FDSLWDO� DQG� LQVWLWXWLRQV��7KH�PRVW� LPSRUWDQW� UHVXOW� LV� WKDW WKHVH�G\QDPLFV�FRXOG�JHQHUDWH�PXOWLSOH�HTXLOLEULD� 7KXV��ZH�FDQ� LGHQWLI\� WZR�W\SHV�RI�HTXLOLEULD� RQH�ZLWK�D�ORZ� OHYHO RI� VRFLDO� FDSLWDO� DQG� KLJK� OHYHO� RI� LQHTXDOLW\�� VXSSRUWHG� E\� LQVWLWXWLRQV� FUHDWHG�HQGRJHQRXVO\�E\�WKH FRPPXQLW\��DQG�RQ�WKH�RWKHU�KDQG��DQ HTXLOLEULXP ZLWK�D�KLJK�OHYHO�RI�VRFLDO�FDSLWDO��ORZ�LQHTXDOLW\�DQG LQVWLWXWLRQV�WKDW�IDYRU�VRFLDO�HTXDOLW\�7KH�DQDO\VLV�PDGH�LQ�WKLV�SDSHU�FDQ�EH�VHHQ DV�D�FRQWULEXWLRQ�WR�WKH�OLWHUDWXUH�RQ�ZK\�D�VRFLHW\�PD\�DWWDLQ�KLJK OHYHOV RI LQVWLWXWLRQDO�GHYHORSPHQW�DQG�VRFLDO�LQWHJUDWLRQ�

-(/�&ODVVLILFDWLRQ� '���=����2��.H\ZRUGV� ,QHTXDOLW\��6RFLDO�&DSLWDO��,QVWLWXWLRQDO�$UUDQJHPHQWV
�� ,QWURGXFWLRQ
,Q� WKH� ODVW� \HDUV�� HFRQRPLF� WKHRU\� KDV� GHPRQVWUDWHG� DQ� LQFUHDVLQJ� LQWHUHVW� LQ� WKH� VRFLDO�FDSLWDO� FRQFHSW�� 7KLV� LV� UHIOHFWHG LQ� WKH� JURZLQJ� QXPEHU� RI� SDSHUV� UHODWHG� WR WKLV� WRSLF��+RZHYHU�� WKH�HFRQRPLF�OLWHUDWXUH�VKRZV�D�KLJK GHJUHH RI�GLVDJUHHPHQW�DERXW WKH�GHILQLWLRQ�RI�VRFLDO�FDSLWDO� VLQFH� LW� LV�YHU\�GLIILFXOW� WR�GHDO�ZLWK� WKLV�QRWLRQ LQ�HPSLULFDO�VWXGLHV��7KDW¶V�ZK\� WKH� GLIIHUHQW� GHILQLWLRQV� WHQG� WR� EH� H[WUHPHO\� EURDG�� SURGXFLQJ� DPELJXLWLHV� LQ� WKH�WUHDWPHQW� RI� WKLV� VXEMHFW� ,Q� WKLV� SDSHU� ZH� ZLOO� DGRSW� D� GHILQLWLRQ� RI� VRFLDO� FDSLWDO WKDW�PLQLPL]HV WKH�DPELJXLWLHV�LQ�WKH�VXEVHTXHQW�DQDO\VLV��7KXV��WKLV�ZLOO�DOORZ�XV�WR�FRQWLQXH�ZLWK�WKH�GHYHORSPHQW�RI�WKH�SDSHU�XQGHU�D�FOHDU�FRQFHSWLRQ�RI�ZKDW�LV�VRFLDO�FDSLWDO�

2QFH�ZH�GHILQH�VRFLDO�FDSLWDO��ZH�ZLOO�DQDO\]H WKH�UHODWLRQVKLS�EHWZHHQ�WKLV�FRQFHSW��LQHTXDOLW\�DQG�LQVWLWXWLRQV��,W�LV�LPSRUWDQW�WR�PHQWLRQ�WKDW��LQ�JHQHUDO��WKH�HFRQRPLF�OLWHUDWXUH�KDV�VWXGLHG�WKHVH�VXEMHFWV�VHSDUDWHO\��)RU�WKDW�UHDVRQ��RQH�RI�WKH�REMHFWLYHV�RI�WKLV�SDSHU�LV�WR�WUHDW�DOO�WKLV�VXEMHFWV�MRLQWO\�DQG�WR�VKRZ�KRZ WKH\�DUH�LQWLPDWHO\�UHODWHG��
:H�EHOLHYH�WKDW�D�GHHSHU�XQGHUVWDQGLQJ RI�DOO�WKHVH�VXEMHFWV�FRXOG�KHOS�WR�H[SODLQ��DW�OHDVW�LQ�SDUW��ZK\�D�JLYHQ�VRFLHW\�KDV�DWWDLQHG�D�FHUWDLQ�OHYHO�RI�GHYHORSPHQW��,Q�WKLV�VHQVH��WKLV�SDSHU�FDQ�EH�VHHQ�DV�D�FRQWULEXWLRQ�WRZDUGV WKLV�H[SODQDWLRQ�
6HFWLRQ���LQFOXGHV�D�YHU\�EULHI�UHYLHZ�RI�WKH�VRFLDO�FDSLWDO��LQHTXDOLW\�DQG�LQVWLWXWLRQV�OLWHUDWXUH� ZLWK� D� VSHFLDO� HPSKDVLV� LQ� WKH� VRFLDO� FDSLWDO� GHILQLWLRQ�� 6HFWLRQ� �� GLVFXVVHV� WKH�G\QDPLFV� WKDW� UHODWHV� WKHVH� FRQFHSWV�� 6HFWLRQ� �� SUHVHQWV� D�PRGHO� WKDW� IRUPDOL]HV� DOO� WKH�SUHYLRXV�GLVFXVVLRQ��$QG�LQ�WKH�ODVW�VHFWLRQ�ZH�SUHVHQW�WKH�FRQFOXVLRQV�RI�WKH�SDSHU�

� )RU�KHOSIXO�FRPPHQWV�,�DP�YHU\�JUDWHIXO�WR�)HUQDQGR�7RKPp��7KH�XVXDO�GLVFODLPHU�DSSOLHV��



�

� 7KHRUHWLFDO 'LVFXVVLRQ
�����:KDW�LV�6RFLDO�&DSLWDO"
,I�ZH�UHYLHZ�DOO�WKH�VRFLDO�FDSLWDO�OLWHUDWXUH�RQH�RI�WKH�PDLQ�FRQFOXVLRQV�WKDW�ZH�FDQ�GUDZ LV�WKDW� GLIIHUHQW� DXWKRUV� KDYH� GLIIHUHQW� YLHZV DERXW� ZKDW� LV� VRFLDO� FDSLWDO�� $V� D� UHVXOW�� WKHUH�H[LVWV� D� JUHDW�YDULHW\� RI� GHILQLWLRQV�RI� VRFLDO� FDSLWDO� LQ� WKH� OLWHUDWXUH��(YHQ�PRUH�� WKHUH� DUH�SRLQWV� RI� YLHZ� VXFK� DV� 0DQVNL ������� WKDW� TXHVWLRQV WKH� LQWURGXFWLRQ� RI� WKLV� QRWLRQ LQWR�HFRQRPLFV�� VLQFH� KH� DUJXHV WKDW� ZH� FDQ� H[SODLQ� WKH� HFRQRPLF� UHDOLW\� XVLQJ� WKH� FRUH�FRQFHSWV�RI�SUHIHUHQFHV��H[SHFWDWLRQV��FRQVWUDLQWV�DQG�HTXLOLEULXP�ZLWKRXW�WKH�QHHG�RI�D�QHZ�FRQFHSW��

,Q� WKLV�SDSHU�ZH�SURSRVH� WR� DVVRFLDWH VRFLDO� FDSLWDO�ZLWK VRFLDO� LQWHUDFWLRQV�� ,Q� WKLV�VHQVH��ZH�GR�QRW�LQWHQG WR�LQWURGXFH�WKLV FRQFHSW�DV�D�FRUH�RQH��EXW�MXVW�DV�D�PHUH�REMHFW�RI�VWXG\��6LQFH�WKH�EHQHILWV�RI�GRLQJ�VR�DUH�YHU\�LPSRUWDQW�EHFDXVH�LW�KDV�VLJQLILFDQW�LQIOXHQFHV�RYHU RWKHU�DUHDV�RI�HFRQRPLFV��
&RQVHTXHQWO\�� ZH� GHILQH� VRFLDO� FDSLWDO� DV� D� V\VWHP� RI� LQWHUSHUVRQDO� QHWZRUNV��'DVJXSWD�� ������� 7KLV� GHILQLWLRQ� LV� YHU\� FOHDU� DQG� GHILQHV� H[DFWO\� WKH� REMHFW� RI� VWXG\�� ,Q�JHQHUDO�� RWKHU� DXWKRUV� JLYH� EURDGHU DQG� DPELJXRXV� GHILQLWLRQV�� WKDW WHQG� WR� LQFOXGH�LQVWLWXWLRQV�� WUXVW�� HWF�� �VHH� IRU� H[DPSOH�� &ROHPDQ�� ������ 'XUODXI� DQG� )DIFKDPSV�� ������3RUWHV��������
7KH�JHQHUDWLRQ�RI�VRFLDO�FDSLWDO�FRXOG�FDXVH EHQHILFLDO�DQG�QHJDWLYH�FRQVHTXHQFHV��,Q�WKH�OLWHUDWXUH�WKHUH H[LVWV D JHQHUDO ELDV�WRZDUGV VWUHVVLQJ�WKH�LPSRUWDQFH�RI�WKH�EHQHILFLDO�FRQVHTXHQFHV� RI� VRFLDO� FDSLWDO�� (YHQ� PRUH� WKHVH� EHQHILFLDO� HIIHFWV� DUH� LQFOXGHG� LQ� WKH�GHILQLWLRQ�RI�VRFLDO�FDSLWDO��&RQVHTXHQWO\��WKLV�DSSURDFK�LQWURGXFHV�D�FLUFXODU�UHDVRQLQJ RI�WKH�W\SH� D�JURXS�LV�VXFFHVVIXO EHFDXVH�LW�KDV�VRFLDO�FDSLWDO�EXW�WKH�HYLGHQFH�WKDW�WKH�JURXS�KDV�VRFLDO�FDSLWDO�LV�LWV�VXFFHVV �3RUWHV��������'XUODXI��������6REHO���������7KDW�LV�ZK\�'XUODXI�DQG )DIFKDPSV �������DUJXPHQW� WKDW�ZH�VKRXOG�QRW� UHFRPPHQG�SROLFLHV WKDW�FRQWULEXWH WRWKH�IRUPDWLRQ�RI�VRFLDO�FDSLWDO�XQWLO�ZH�NQRZ�XQGHU�ZKDW�FRQGLWLRQV�VRFLDO�FDSLWDO�JHQHUDWHV�SRVLWLYH� FRQVHTXHQFHV�� 7KH� VDPH� DXWKRUV� UHPDUN� WKDW� WKH� ZRUNV� ZKLFK DWWULEXWH� HYHU\�FRQFHLYDEOH�VRFLHWDO�YLUWXH�WR�VRFLDO�FDSLWDO�OLNH�3XWQDP ������ KDYH�OLWWOH�SURVSHFW�RI�KDYLQJ�ODVWLQJ�VRFLDO�VFLHQFH�YDOXH��VHH�DOVR��6REHO���������
)URP WKLV�DUJXPHQWDWLRQ�RQH�RI�WKH�PDLQ�TXHVWLRQV�WKDW�KDYH�WR�EH�DQVZHUHG�LV��ZKDW�LQFHQWLYHV�KDV�DQ�DJHQW�WR�IRUP�D�VRFLDO�QHWZRUN�ZLWK�RWKHU�DJHQWV"�,Q�RWKHU�ZRUGV��ZKDW�DUH�WKH�FDXVHV RI VRFLDO�FDSLWDO"

��� 7KH�)RUPDWLRQ�RI�6RFLDO�&DSLWDO
'DVJXSWD� ������� LQWHQGV� WR� H[SODLQ� ZK\� DJHQWV� IRUP� DQG� PDLQWDLQ� VRFLDO� QHWZRUNV�� 7KLV�DXWKRU UHFRJQL]HV� WKDW�DJHQWV� DUH� ERUQ� LQ� VRFLDO� QHWZRUNV��ZKLFK WKH\� LQKHULW�� )URP� WKHVH�QHWZRUNV�WKH\�FKRRVH WR�PDLQWDLQ�VRPH�RI�WKHP�DQG�GLVFDUG�WKH�RWKHUV��2Q�WKH�RWKHU�KDQG��WKH\�QRW�RQO\�LQKHULW�VRFLDO�QHWZRUNV�EXW�DOVR�WKH\�FKRRVH�WR�HQWHU�LQWR QHZ�RQHV��

7KH�GHFLVLRQ�RI FUHDWLQJ�D�OLQN�EHWZHHQ�WZR�DJHQWV�FDQ�EH�PDGH�MRLQWO\�RU�LQGLYLGXDOO\��(DFK� FRQQHFWLRQ� KDV� DVVRFLDWHG� FRVWV�� IXUWKHUPRUH�� LW� LV� DOVR� FRVWO\� WR� PDLQWDLQ� WKHP��'DVJXSWD�DUJXHV�WKDW�LQ�VRPH�FRQWH[WV�WKHVH�FRVWV�DUH� OLNH�WUDQVDFWLRQ�FRVWV��)XUWKHUPRUH��WKH�LQGLYLGXDOV GHFLGH�WR�LQYHVW�LQ�D�VRFLDO�QHWZRUN�EHFDXVH�LW�JHQHUDWHV�D XWLOLW\�LQ�RQH�RI�WKH�DJHQWV�RU�LQ�ERWK�RI�WKHP�



�

2Q�WKH�RWKHU�KDQG��%DOD�DQG�*R\DO��������GHYHORS�D�PRGHO�ZKHUH�HDFK�LQGLYLGXDO LV�D�VRXUFH�RI�EHQHILWV� WKDW�RWKHUV�FDQ�REWDLQ� WKURXJK� WKH�FUHDWLRQ RI�FRVWO\�SDLUZLVH� OLQNV��7KH�FRVWV�DVVRFLDWHG�ZLWK�WKH IRUPDWLRQ RI�OLQNV DUH�RQO\�IDFHG E\�WKH�DJHQW�ZKR�LQLWLDWHV�WKH�OLQN��,Q� WKLV�ZD\�� WKHVH�DXWKRUV�GHILQH D�QRQ�FRRSHUDWLYH�JDPH�RI�QHWZRUN� IRUPDWLRQ��$QG�DV�D�UHVXOW��WKH\�REWDLQ�WKDW�WKHUH�DUH�VRPH�QHWZRUN�VWUXFWXUHV�WKDW�DULVH DV�HTXLOLEULD RI�WKLV�QRQ�FRRSHUDWLYH�JDPH��SDUWLFXODUO\�VWDU��FLUFXODU��HWF�
%OXPH� DQG� 'XUODXI� ������� SUHVHQW D� GLIIHUHQW� PDQQHU� RI� DSSURDFKLQJ� VRFLDO�LQWHUDFWLRQV� E\ DQDO\]LQJ� LQGLYLGXDO� GHFLVLRQV LQ� D� FRQWH[W� RI� VRFLDO� LQWHUDFWLRQV�� 7KH\�FRPELQH UDQGRP�FKRLFH�PRGHOV�ZLWK�H[WHUQDOLWLHV�PRGHOV�DQG�IRFXV�RQ�SRSXODWLRQ�EHKDYLRU��7KHLU PRGHO� LV KLJKO\� QRQOLQHDU� DQG� KDV PXOWLSOH� VWHDG\� VWDWHV�� VKRZLQJ� WKDW LQGLYLGXDO�GHFLVLRQV�KDYH�D�YHU\�ZHDN LQIOXHQFH�RQ� WKH�SRSXODWLRQ�EHKDYLRU��7KH�DLP�RI� WKH�SDSHU�RI�%OXPH�DQG�'XUODXI�LV�QRW�WR�H[SODLQ�ZK\�DJHQWV�IRUP�VRFLDO�QHWZRUNV� EXW�LQVWHDG�WR�H[SODLQ�WKH�SRSXODWLRQ�EHKDYLRU��,Q�WKH�FRQWH[W�RI�RXU�GLVFXVVLRQ�WKLV�LV�YHU\�LPSRUWDQW�VLQFH LW�DOORZV�XV� WR� DQDO\]H� WKH SURFHVV� RI� VRFLDO� QHWZRUN� IRUPDWLRQ WDNLQJ� LQWR FRQVLGHUDWLRQ� WKDW HDFK�LQGLYLGXDO�GHFLVLRQ�LV�QRW�YHU\�LPSRUWDQW�LQ�WKDW�SURFHVV�
7KH�SRLQW�RI�YLHZ�RI�WKHVH�DXWKRUV�LV�WR�WUHDW�³«DJJUHJDWH�VRFLRHFRQRPLF�EHKDYLRU�DV�D�VWDWLVWLFDO�UHJXODULW\�RI�WKH�FROOHFWLRQ�RI�LQGLYLGXDO�GHFLVLRQV�DV�WKH\�DUH�GHWHUPLQHG�WKURXJK�WKH� LQWHUDFWLRQV�DQG� LGLRV\QFUDWLF�FKDUDFWHULVWLFV�RI� WKH�DJHQWV´� �%OXPH�DQG�'XUODXI�� �������7KHUHIRUH�� LW� ZRQ¶W� EH� QHFHVVDU\� WR�PRGHO� WKH� LQGLYLGXDO� EHKDYLRU� LQ� VXFK� GHWDLO� DV LQ� WKH�WUDGLWLRQDO�HFRQRPLF�PRGHOV��7KH�DJHQWV�PDNH�GHFLVLRQV�FRQVLGHULQJ�WKHLU SD\RIIV��EXW�WKHVH�GHFLVLRQV� KDYH� D� UDQGRP� FRPSRQHQW�� &RQVHTXHQWO\�� WKHVH� NLQG� RI� PRGHOV ³«� W\SLFDOO\�VSHFLI\� DQ� H[SOLFLW SUREDELOLW\ PHDVXUH� FKDUDFWHUL]LQJ� LQGLYLGXDO� EHKDYLRU� FRQGLWLRQDO RQ�H[RJHQRXV��WR�WKH�LQGLYLGXDO��FKDUDFWHULVWLFV�ZKLFK�FDQ�EH�HLWKHU FRPPRQ�WR�DOO�PHPEHUV�RI�WKH SRSXODWLRQ RU�LQGLYLGXDO�VSHFLILF��DQG�DQ�LQWHUDFWLRQ�VWUXFWXUH�ZKLFK�VSHFLILHV ZKR�DIIHFWV�ZKRP��7KH�JRDO�RI�WKH�DQDO\VLV�LV�WR�FKDUDFWHUL]H�D�MRLQW�SUREDELOLW\�PHDVXUH�RYHU�DOO�DJHQWV�LQ�WKH�SRSXODWLRQ�WKDW�LV�FRPSDWLEOH�ZLWK�WKHVH�FRQGLWLRQDO�SUREDELOLW\�PHDVXUHV´��%OXPH�DQG�'XUODXI���������
*ODHVHU� HW�� DO�� ������� HVWDEOLVK� D GLIIHUHQW� YLHZSRLQW� RQ� WKH� LVVXH� RI� VRFLDO� FDSLWDO�IRUPDWLRQ�� 7KHLU� DQDO\VLV� XVHV� D PRGHO� RI� LQGLYLGXDO� GHFLVLRQ� LQYHVWPHQW� YHU\� VLPLODU� WR�VWDQGDUG PRGHOV RI� LQYHVWPHQW LQ� SK\VLFDO RU� KXPDQ� FDSLWDO�� 7KH\� DOVR� FRQVLGHU� WKH�LQGLYLGXDO�VRFLDO�FDSLWDO�DV�WKH�VRFLDO�FRPSRQHQW�RI�WKH�KXPDQ�FDSLWDO �IRU�H[DPSOH��SHUVRQDO�FKDULVPD�LV�VRFLDO�FDSLWDO���,Q�DGGLWLRQ� WKH\�GHILQH�WKH�DJJUHJDWHG�VRFLDO�FDSLWDO�DV�D�IXQFWLRQ�RI�DOO�WKH�GLIIHUHQW�W\SHV�RI�LQGLYLGXDO�VRFLDO�FDSLWDO� 7KLV�GHILQLWLRQ�LV�QRW�FRPSDWLEOH�ZLWK�WKH�GHILQLWLRQ�WKDW�ZH�KDYH�FKRVHQ��HYHQ�WKRXJK�LW�LV�LPSRUWDQW�WR�GLVFXVV WKHLU PRGHO�VLQFH�LW�LV�RQH�RI�WKH�ILUVW�DWWHPSWV�WR�H[SOLFLWO\�IRUPDOL]H�WKH�VRFLDO�FDSLWDO�LGHD���
*ODHVHU�HW��DO�������� SUHVHQW�DQ�LQGLYLGXDO¶V�PD[LPL]DWLRQ�SUREOHP�
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VXEMHFW�WR�
W,66 WWW �� � �GI� ���

ZKHUH�� 6 LV� WKH� VWRFN� RI� LQGLYLGXDO� VRFLDO� FDSLWDO�� 6Ö LV� WKH� VWRFN� RI� DJJUHJDWH� SHU�FDSLWD�VRFLDO� FDSLWDO�� � �656 Öu LV� WKH�XWLOLW\� IORZ� WKDW� UHFHLYHV�HDFK� LQGLYLGXDO� SHU� SHULRG�� � ��5 LV� D�GLIIHUHQWLDEOH�IXQFWLRQ�ZLWK�DJJUHJDWH�SHU�FDSLWD�VRFLDO�FDSLWDO�DV�LWV�DUJXPHQW�� � � �Ö
 !65 ��G LV�WKH�GHSUHFLDWLRQ�IDFWRU�� , LV�WKH�OHYHO�RI�LQYHVWPHQW�� � �,& LV�WKH�WLPH�FRVW�RI�LQYHVWPHQW�� � ��&
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LV�LQFUHDVLQJ�DQG�FRQYH[���Z LV�WKH�ZDJH�UDWH�UHSUHVHQWLQJ�WKH�RSSRUWXQLW\�FRVW�RI�WLPH�� E LV�WKH�GLVFRXQW� IDFWRU��DQG� I LV� WKH�GHSUHFLDWLRQ� IDFWRU�DULVLQJ�ZKHQ� WKH� LQGLYLGXDO�PRYHV� WR�DQRWKHU�FRPPXQLW\�
7KH�ILUVW�RUGHU�FRQGLWLRQ�LV�

� � � � � �65,Z& W7W Ö��
 �EGIEGI�� �� ���
WKLV�VROXWLRQ�PHDQV�WKDW�VRFLDO�FDSLWDO�LQYHVWPHQW�ULVHV�ZLWK�WKH�GLVFRXQW�IDFWRU��ULVHV�ZLWK�WKH�RFFXSDWLRQDO� UHWXUQV� WR� VRFLDO� VNLOOV�� LQFUHDVHV� LQ� FRPPXQLWLHV�ZLWK� PRUH� DJJUHJDWH� VRFLDO�FDSLWDO�� DQG� ULVHV� ZKHQ� VRFLDO� FDSLWDO� LV� OHVV� FRPPXQLW\� VSHFLILF�� DQG� RQ WKH� RWKHU� KDQG��GHFOLQHV�ZLWK�PRELOLW\��ZLWK�WKH�RSSRUWXQLW\�FRVW�RI�WLPH��ZLWK�WKH�UDWH�RI�GHSUHFLDWLRQ�DQG�ZLWK�DJH�

7KH�DQDORJ\�EHWZHHQ�SK\VLFDO�FDSLWDO�DQG�VRFLDO�FDSLWDO�KDV�UHFHLYHG�PDQ\�FULWLTXHV�LQ� WKH� OLWHUDWXUH� �'DVJXSWD�� ������ 6REHO�� ������� 6REHO� ������� DUJXHV� WKDW� ZH� KDYH� WR�GLVWLQJXLVK�EHWZHHQ�FRVWO\�VRFLDO�FDSLWDO�DQG�WKH VRFLDO�FDSLWDO�WKDW�FRPHV�ZLWKRXW�VDFULILFH��)RU�H[DPSOH��WKH�ILUVW�ODQJXDJH�DQG WKH�HWKQLFLW\�DUH�DFTXLUHG�ZLWKRXW�FDOFXODWLRQ�RU�VDFULILFH��+RZHYHU��6REHO�GHFODUHV� WKDW�WKH�FRVWO\�VRFLDO�FDSLWDO� LV� LQ�SURSRUWLRQ�VLJQLILFDQW�HQRXJK�WR�EH�ZRUWK\�RI�VWXG\��2Q�WKH�RWKHU�KDQG��KH�LQGLFDWHV�WKDW�D�GLIIHUHQFH�EHWZHHQ�VRFLDO�FDSLWDO�DQG�SK\VLFDO�FDSLWDO�LV�WKDW�VRFLDO�FDSLWDO�DSSUHFLDWHV�ZLWK�WKH�XVH��
$FFRUGLQJ� WR� RXU� GHILQLWLRQ� RI� VRFLDO� FDSLWDO�� WKH� SDSHU� RI� $OHVLQD� DQG� /D� )HUUDUD��������SUHVHQWV�D�PRGHO� WKDW� LV�FRPSDWLEOH�ZLWK�RXU�SRLQW�RI�YLHZ�� ,Q� WKLV�ZRUN� WKH�DXWKRUV�VWXG\�WKH�LQIOXHQFH�RI�WKH�SRSXODWLRQ�KHWHURJHQHLW\�RQ�WKH�SURFHVV�RI�JURXS�IRUPDWLRQ DQG�RQ�WKH�OHYHO�RI�LQGLYLGXDO�SDUWLFLSDWLRQ� 7KH�DJHQWV REWDLQ�XWLOLW\�GLUHFWO\�IURP�WKH�LQWHUDFWLRQ�ZLWK�RWKHU�LQGLYLGXDOV�DQG�SUHIHU�WR�LQWHUDFW�ZLWK�WKRVH�WKDW�DUH�VLPLODU�WR�WKHP�LQ�WHUPV�RI�LQFRPH�DQG� HWKQLFLW\�� )XUWKHUPRUH�� LI� ZH� VXSSRVH� WKDW� WKH� SUHIHUHQFHV� DUH� FRUUHODWHG� ZLWK� WKRVH�FKDUDFWHULVWLFV�D�SURSRVLWLRQ�DULVHV�LQGLFDWLQJ�WKDW LQGLYLGXDOV�SUHIHU�WR�LQWHUDFW�ZLWK�WKRVH�WKDW�KDYH�VLPLODU�SUHIHUHQFHV��,Q�WKH�PRGHO�LW� LV�DVVXPHG WKDW�WKH�HQWU\� LQWR�D�JURXS�LV�FRVWOHVV��WKHUH�DUH�QR�FRQJHVWLRQ�HIIHFWV��WKHUH�DUH�QR�HFRQRPLHV�RI�VFDOH��DQG�WKHUH�H[LVW�IUHH�HQWU\�DQG�H[LW�RI�LQGLYLGXDOV�LQWR�WKH�JURXS��7KHUH�DUH WZR�W\SHV�RI�LQGLYLGXDOV��ZKLWHV�DQG�EODFNV��WKHLU�VL]H�EHLQJ� �!: DQG� �!% � 7KH�SRSXODWLRQ�LV�XQLIRUPHO\�GLVWULEXWHG�RQ�D�OLQH��DQG�ERWK�W\SHV�KDYH�D�XQLIRUP�GLVWULEXWLRQ�RQ�WKH�LQWHUYDO�>���@��7KHQ�WKH�XWLOLW\�IURP�SDUWLFLSDWLRQ�IRU�DQ�LQGLYLGXDO�RI�WKH�W\SH� %:M � ORFDWHG�DW�D�GLVWDQFH� O IURP�WKH�ORFDWLRQ�RI�WKH�JURXS� LV�

� � � � %:MOY3X8 MM ��  � � IRU�D ���
ZKHUH�� M3� LV�WKH�SURSRUWLRQ�RI�JURXS�PHPEHUV�ZKRVH�W\SH�LV�GLIIHUHQW�IURP�M¶V�W\SH��D LV�D�WDVWH�LQGLFDWRU�WKDW�YDULHV�DFURVV�DJHQWV�DQG�FDSWXUHV�WKH�LQWHQVLW\�RI�DQ�DJHQW¶V�DYHUVLRQ�WR�WKH� RSSRVLWH� UDFH�� � � ���DX �� � � ���SX DQG � � ���OY �� $QG� WKH� DXWKRUV� PDNH� WKH� IROORZLQJ�DVVXPSWLRQV�� � � �d�3XD �� � � ��  �  3XD DQG� � � ��  �  D3X �

$FFRUGLQJ�WR�WKLV�PRGHO�DQ�LQGLYLGXDO�PD\�GHFLGH�WR�SDUWLFLSDWH�LQ�D�JURXS�LI�WKH�XWLOLW\�LV� JUHDWHU� WKDQ� WKH� UHVHUYDWLRQ� XWLOLW\� DQG� DOVR� LI� LW� LV� JUHDWHU� WKDQ� WKH� XWLOLW\� RI� MRLQLQJ D�GLIIHUHQW�JURXS��LQ�WKH�FDVH�WKDW�PRUH�WKDQ�RQH�JURXS�H[LVWV���$Q�HTXLOLEULXP�LQ�WKH�FDVH�RI�DQ�
� ,I� WKH� WUDYHOOLQJ�FRVWV�ZHUH�QRW� LQFOXGHG� LQ� WKH�PRGHO� LW�ZRXOG�EH�QR�UHDVRQ�WR� IRUP�PL[HG�JURXSV��OLNHZLVH��LW�ZRXOG�EH�QR�UHDVRQ�WR�IRUP�PRUH�WKDQ�WZR�JURXSV�VLQFH�WKHUH�DUH�QR�FRQJHVWLRQ�FRVWV��



�

HTXLOLEULXP�ZLWK�RQH�JURXS�LV GHILQHG�DV�³«D JURXS�FRPSRVLWLRQ� � �

� :% 33 VXFK�WKDW�IRU�ERWK�W\SHV�QRQH�RI�WKH�PHPEHUV�ZLVKHV�WR�OHDYH�WKH�JURXS DQG�QRQH�RI�WKH�QRQPHPEHUV�ZLVKHV�WR�MRLQ´��$QG�³DQ�Q�JURXS�HTXLOLEULXP�FRQVLVWV�RI�Q FRXSOHV� � �NN% /3 �
 � 1QN d ������ ��ZLWK� 
N%3GHQRWLQJ�WKH�IUDFWLRQ�RI�PHPEHUV�W\SH� % LQ�JURXS� N ��DQG� N/ GHQRWLQJ�WKH�GLVWDQFH�EHWZHHQ�WKH�WZR�PRVW�GLVWDQW�PHPEHUV�RI�JURXS� N ��ZLWK�¦  dQL L/� � DQG� ��  �  LQL / ��VXFK�WKDW IRU�HDFK�� �NN% /3 �
 QRQH� RI� WKH� PHPEHUV� ZLVKHV� WR� OHDYH� WKH� JURXS� DQG� QRQH� RI� WKH� QRQPHPEHUV�ZLVKHV�WR�MRLQ´� 7KH�DJJUHJDWH OHYHO�RI�SDUWLFLSDWLRQ�LV�WKH�SHUFHQWDJH�RI�WKH�SRSXODWLRQ�WKDW�EHORQJV�WR�D�JURXS��
7KH�PDLQ� FRQFOXVLRQ� RI� WKLV�PRGHO� LV� WKDW� DQ� LQFUHDVH� LQ� WKH� GHJUHH� RI� SRSXODWLRQ�KHWHURJHQHLW\�GHFUHDVHV�WKH�DJJUHJDWH�OHYHO�RI�SDUWLFLSDWLRQ�

��� 6RFLDO�&DSLWDO�DQG�,QHTXDOLW\
,Q�WKH�SUHYLRXV�VHFWLRQ�ZH�VKRZHG WKDW�LQHTXDOLW\�LV�DQ�LPSRUWDQW�IDFWRU�WKDW�GHWHUPLQHV�WKH�OHYHO�RI�VRFLDO�FDSLWDO�LQ�D�SRSXODWLRQ��7KHUH�DUH�GLIIHUHQW�SDSHUV�WKDW�YHULI\�WKH�H[LVWHQFH RI�D�QHJDWLYH�UHODWLRQ�EHWZHHQ�VRFLDO�FDSLWDO�DQG�LQHTXDOLW\� ,Q�WKLV�VHFWLRQ�ZH�FRPPHQW�VRPH�RI�WKHP�

%HIRUH�FRQWLQXLQJ��LW�LV�LPSRUWDQW�WR�UHPDUN�WKDW�LQ�PDQ\�RI�WKHVH�VWXGLHV�WKH�YDULDEOHV�XVHG�WR�FDSWXUH�WKH�OHYHO�RI�VRFLDO�FDSLWDO�PD\�QRW�EH�ULJRURXVO\�FRPSDWLEOH�ZLWK�WKH�GHILQLWLRQ�XVHG�LQ�RXU�SDSHU��2QH�RI�WKH�SULQFLSDO�SUREOHPV�RI�WKHVH�HPSLULFDO�SDSHUV�LV�WKDW�LW� LV�YHU\�FRPSOH[�WR�REWDLQ�D�YDULDEOH�WKDW�UHSUHVHQWV ZLWKRXW�DPELJXLWLHV�WKH�VRFLDO�FDSLWDO�
,Q� WKH� SDSHU� RI� $OHVLQD� DQG� /D� )HUUDUD� ������� XVLQJ� VXUYH\� GDWD� RQ� JURXS�PHPEHUVKLS� DQG� GDWD� RQ�8�6�� ORFDOLWLHV� DQG� FRQWUROOLQJ� IRU�PDQ\� LQGLYLGXDO� FKDUDFWHULVWLFV�WKH\�ILQG�WKDW�SDUWLFLSDWLRQ�LQ�VRFLDO�DFWLYLWLHV�LV�VLJQLILFDQWO\�ORZHU�LQ�WKRVH�ORFDOLWLHV�WKDW�KDYH�D�KLJKHU�OHYHO�RI�LQHTXDOLW\�
2Q� WKH� RWKHU� KDQG�� .QDFN� DQG� .HHIHU� ������� ILQG� LQ� D� VWXG\� UHDOL]HG� ZLWK� GDWD�FROOHFWHG� IURP ��� HFRQRPLHV� GXULQJ� WKH� ���������� SHULRG� WKDW� WUXVW� DQG� FLYLF� QRUPV� DUH�VWURQJHU�LQ�WKRVH�FRXQWULHV�ZLWK�KLJKHU�LQFRPHV�DQG�ZLWK PRUH�HTXDO�LQFRPH�GLVWULEXWLRQ�
&RVWD� DQG� .DKQ� ������� LQ� WKHLU�ZRUN� DERXW� WKH� GHFOLQDWLRQ� RI� VRFLDO� FDSLWDO� LQ� WKH�8�6��� FRQFOXGH� WKDW� LQFRPH� LQHTXDOLW\�H[SODLQV� WKLV�SKHQRPHQRQ��3DUWLFXODUO\�� WKH\� LQGLFDWHWKDW�LQFRPH�LQHTXDOLW\�LV�WKH�FDXVH�RI�WKH�GHFOLQDWLRQ�RI�VRFLDO�FDSLWDO�RXWVLGH�WKH�KRXVHKROGV��VLQFH�WKH�DXWKRUV�GLIIHUHQWLDWH�EHWZHHQ�WKH�VRFLDO�FDSLWDO�FHQWHUHG� LQ� WKH�FRPPXQLW\�DQG� LQ�WKH�KRPH��
7KH�IROORZLQJ�VHFWLRQ�LQWURGXFHV�WKH�LQVWLWXWLRQV�LQ�WR�RXU DQDO\VLV�

�����,QVWLWXWLRQV
'DVJXSWD��������LQ�DQ�DWWHPSW�WR�GHOLPLW�VRFLDO�FDSLWDO�DUJXHV´« WKDW�WR�LGHQWLI\�VRFLDO�FDSLWDO�ZLWK�LQVWLWXWLRQV�LV�D�PLVWDNH��LQVWLWXWLRQV�HPHUJH�IURP�QHWZRUNV��WKH\�DUH�WKHPVHOYHV�QRW�WKH�QHWZRUNV´��7KHUHIRUH��KH�DUJXHV�WKDW�LQVWLWXWLRQV�DUH�D�SURGXFW�RI�WKH�VRFLDO�FDSLWDO�

,Q� WKH�VDPH�ZD\��.QLJKW� �������VD\V� WKDW�VRFLDO� LQVWLWXWLRQV�DUH�SUHYDOHQW�ZKHUHYHU�LQGLYLGXDOV�DWWHPSW�WR�OLYH�DQG�ZRUN�WRJHWKHU��7KH\�DUH�SURGXFHG�E\�LQGLYLGXDOV�DWWHPSWLQJ�WR�WDNH�FDUH RI�HYHU\�DVSHFW�RI�WKHLU�OLIH�
� 7R�VLPSOLI\�WKH�PRGHO�WKH�DXWKRUV�VXSSRVH�WKDW�HDFK�LQGLYLGXDO�FDQ�SDUWLFLSDWH�RQO\�LQ�RQH�JURXS�



�

1RUWK��������LGHQWLILHV�WKH�LQVWLWXWLRQV�ZLWK� WKH�UXOHV�RI�WKH�JDPH�LQ�D�VRFLHW\��,Q�WKLV�ZD\��ZH�FDQ�VD\�WKDW�LQVWLWXWLRQV�GHOLPLW�WKH�FKRLFH�VHW�RI�WKH�LQGLYLGXDOV��&RQVHTXHQWO\��WKH\�VWUXFWXUH� WKH� LQFHQWLYHV� LQ� HYHU\� KXPDQ� H[FKDQJH�� SROLWLFDO�� VRFLDO� RU� HFRQRPLFDO�� 1RUWK�FODVVLILHV� LQVWLWXWLRQV� LQWR� IRUPDO� LQVWLWXWLRQV� ± OLNH� WKH� UXOHV� WKDW� LQGLYLGXDOV� FUHDWH� ± DQG�LQIRUPDO�LQVWLWXWLRQV�± OLNH�FRQYHQWLRQV�RU�FRGHV�RI�FRQGXFW��7KHVH�LQVWLWXWLRQV�FDQ�EH�FUHDWHG�OLNH��IRU�H[DPSOH�D�&RQVWLWXWLRQ��RU�WKH\�VLPSO\�DULVH WKURXJK WLPH�OLNH��IRU�H[DPSOH�D�FHUWDLQ�FRQYHQWLRQ�LQ�D�FRPPXQLW\�
.QLJKW��������DUJXHV�WKDW�LQIRUPDO� LQVWLWXWLRQV�DUH�YHU\� LPSRUWDQW�EHFDXVH�WKH\�IRUP�WKH�EDVH�IRU�WKH�LQWHQWLRQDO�GHYHORSPHQW�RI�IRUPDO�LQVWLWXWLRQV��+H�VD\V�WKDW�³«WKHVH�LQIRUPDO�FRQYHQWLRQV� IRUP� WKH� EDVH� RQ� ZKLFK� D� YDVW� UDQJH� RI� IRUPDO� LQVWLWXWLRQV� RUJDQL]H� DQG�LQIOXHQFH�HFRQRPLF�DQG�SROLWLFDO�OLIH´�
1RUWK��������LQ�KLV�ZRUN�UHIHUV�WR LQVWLWXWLRQDO�FKDQJH�DQG�DUJXHV�WKDW�HQWUHSUHQHXUV�DUH� WKH� DJHQWV� RI� FKDQJH�� +H� VD\V� WKDW� WKH\� UHVSRQG� WR� LQFHQWLYHV� JHQHUDWHG� E\� WKH�LQVWLWXWLRQDO�VWUXFWXUH��,Q� WKLV�ZD\��KH�VWDWHV� WKDW�FKDQJHV RI�UHODWLYH�SULFHV�DQG�FKDQJHV LQ�SUHIHUHQFHV� DUH� WKH� VRXUFH� RI� LQVWLWXWLRQDO� FKDQJH�� $GGLWLRQDOO\�� KH� DUJXHV� WKDW� LQIRUPDO�LQVWLWXWLRQV�PD\�HYROYH�ZLWKRXW�WKH�UHTXLVLWH�WKDW�WKH�FKDQJH�LV�SURGXFHG�E\�RUJDQL]DWLRQV RU�E\� LQGLYLGXDOV� WKDW� ZDQW� WR� H[SOLFLWO\� UHIRUPXODWH� WKHVH� LQVWLWXWLRQV�� 2Q� WKH� RWKHU� KDQG�� D�FKDQJH� LQ IRUPDO� LQVWLWXWLRQV�ZLOO� UHTXLUH� WKDW�RUJDQL]DWLRQV�RU� LQGLYLGXDOV�GHFODUH�KRZ� WKH\�ZDQW� WR� UHIRUPXODWH WKHP� EHFDXVH� WKLV� FKDQJH� PD\� GHSHQG� RQ WKH� XVH� RI� DEXQGDQW�UHVRXUFHV�RU�RQ�D�PHFKDQLVP�WKDW�PLQLPL]HV WKH SUREOHP�RI IUHH�ULGLQJ�
,QVWLWXWLRQDO�FKDQJH�FDQ�EH�VHHQ�DV�DQ�HYROYLQJ�SURFHVV�WKDW�LV�FRQWLQXRXV��HVSHFLDOO\�LI� ZH� IRFXV� RXU� DWWHQWLRQ� RQ WKH� GHYHORSPHQW� RI� LQIRUPDO� LQVWLWXWLRQV�� 1HYHUWKHOHVV 1RUWK��������SRLQWV RXW�LQ VRPH�H[DPSOHV�WKDW�WKHUH�H[LVW�GLVFRQWLQXRXV�LQVWLWXWLRQDO�FKDQJHV�OLNHZDUV��UHYROXWLRQV�DQG�QDWXUDO�GLVDVWHUV��
$FHPRJOX��������FODVVLILHV WKH�GLIIHUHQW�H[LVWLQJ�SRLQWV�RI�YLHZ RQ LQVWLWXWLRQV LQWR�IRXU�FDWHJRULHV�� 7KH\�DUH�� WKH� HIILFLHQW� LQVWLWXWLRQV� YLHZ� �WKH� VRFLHW\� ZLOO� FKRRVH� WKH� LQVWLWXWLRQV�WKDW�PD[LPL]H�LWV WRWDO�VXUSOXV���WKH�LQFLGHQWDO�LQVWLWXWLRQV�YLHZ��WKH�LQVWLWXWLRQV�DUH�D�SURGXFW�RI�RWKHU�VRFLDO� LQWHUDFWLRQV��� WKH UHQW�VHHNLQJ� LQVWLWXWLRQV�YLHZ� �WKH� LQVWLWXWLRQV�HPHUJH�DV�D�UHVXOW�RI�FKRLFHV�PDGH�E\� LQGLYLGXDOV��EXW�WKH\�DUH�QRW�QHFHVVDULO\�HIILFLHQW���DQG�WKH�FRVWO\�LQVWLWXWLRQV�YLHZ� �WKH LQVWLWXWLRQV�DUH� FUHDWHG� IRU�VROYLQJ�HFRQRPLF�SUREOHPV�DQG� WKHUH� LV�D�WHQGHQF\� WRZDUGV� HIILFLHQW� LQVWLWXWLRQV�� EXW� WKLV� YLHZ� UHFRJQL]HV� WKDW� LW� PLJKW� EH� FRVWO\� WR�GHVLJQ�WKH�ULJKW�LQVWLWXWLRQV��
:KDW�GLVWLQJXLVKHV� WKH�HIILFLHQW� LQVWLWXWLRQV� YLHZ� IURP� WKH�RWKHU� WKUHH LV� WKDW� LQ� WKLV�YLHZ� GLIIHUHQW� LQVWLWXWLRQV� GR� QRW� SURGXFH� GLIIHUHQW� UHVXOWV�� WKH\� RQO\� SURGXFH� GLIIHUHQW�HFRQRPLF�HQYLURQPHQWV��7KLV�SRLQW�RI�YLHZ�DVVXPHV�WKDW�WKHUH�DUH�QRW�WUDQVDFWLRQ�FRVWV��L�H��WKDW�&RDVH¶V�7KHRUHP�LV�VDWLVILHG��7KDW¶V�ZK\� WKH�HFRQRPLF�UHVXOWV�DUH� LQGHSHQGHQW�RI� WKH�GLIIHUHQW� LQVWLWXWLRQDO�DUUDQJHPHQWV�� ,Q�ZKDW� IROORZV�ZH�ZLOO�VXSSRVH� WKDW� LQVWLWXWLRQV�DUH�DQ�LPSRUWDQW� GHWHUPLQDQW� RI� WKH� HFRQRPLF� UHVXOW�� ,Q� DGGLWLRQ�� ZH� FDQ� VD\� WKDW� WKH� LQFLGHQWDO�LQVWLWXWLRQ�YLHZ�LV�WKH�PRVW�FRPSDWLEOH�ZLWK�RXU OLQH�RI�WKRXJKW�LQ�WKLV ZRUN�

�����6RFLDO�&DSLWDO�DQG�,QVWLWXWLRQV
,Q� WKH� SUHYLRXV� VHFWLRQ� ZH� LQGLFDWHG WKDW� 'DVJXSWD� ������� SURSRVHG D� UHODWLRQ� EHWZHHQ�VRFLDO� FDSLWDO� DQG� LQVWLWXWLRQV�� LQ� WKH� VHQVH� WKDW� LQVWLWXWLRQV� DUH� D� SURGXFW� RI� WKH� VRFLDO�QHWZRUNV��,Q�WKDW ZRUN�'DVJXSWD�DUJXHV�WKDW�VRFLDO�QHWZRUNV �VRFLDO�FDSLWDO� SURGXFH�PXOWLSOH�HTXLOLEULD DQG� WKDW� HDFK HTXLOLEULXP� LV� FKDUDFWHUL]HG� E\� D� GLIIHUHQW� LQVWLWXWLRQDO� VWUXFWXUH��7KHUHIRUH��WKLV�DXWKRU�KDV�LQ�PLQG�D�YLVLRQ�UDWKHU�GLIIHUHQW�IURP�WKH�HIILFLHQW�LQVWLWXWLRQV�YLHZ��LQ�ZKLFK HDFK�HTXLOLEULXP�GHULYHG�IURP�WKH�VRFLDO�FDSLWDO�ZLOO�JHQHUDWH D�GLIIHUHQW�LQVWLWXWLRQDO�DUUDQJHPHQW�DQG WKXV�D�GLIIHUHQW�HFRQRPLF�UHVXOW�



�

+RZHYHU��WKH�LQVWLWXWLRQV�DUH�QRW�RQO\�D�SURGXFW�RI�WKH�VRFLDO�FDSLWDO�EXW�DOVR�WKH�VRFLDO�FDSLWDO�LV�VKDSHG�E\�WKH�LQVWLWXWLRQDO�DUUDQJHPHQW� VLQFH WKH�VRFLDO�QHWZRUNV�DUH�HPEHGGHG LQ�VRFLDO� LQVWLWXWLRQV�� ,Q� WKLV� VHQVH�� RQH� FDQ� SURSRVH� D� V\VWHP� ZKHUH� VRFLDO� FDSLWDO� DQG�LQVWLWXWLRQV�PRGLI\�HDFK�RWKHU��EXLOGLQJ�D�YLUWXRXV�RU�YLFLRXV�F\FOH�LI�WKH�G\QDPLFV�JHQHUDWHV D�³GHVLUDEOH´�RU�³XQGHVLUDEOH´�HTXLOLEULXP��UHVSHFWLYHO\�
,Q�SUHYLRXV�VHFWLRQV�ZH�PHQWLRQHG WKDW�WKH�VRFLDO�FDSLWDO�OLWHUDWXUH�KDV�D�ELDV�WRZDUG�HPSKDVL]LQJ� RQ� WKH� SRVLWLYH� UHVXOWV� JHQHUDWHG� E\� VRFLDO� FDSLWDO�� $� EURDGHU� YLVLRQ� VKRXOG�FRQVLGHU�WKH�SRVVLELOLW\�WKDW�VRFLDO�FDSLWDO DOVR�JHQHUDWHV�XQGHVLUDEOH�UHVXOWV��&RQWLQXLQJ�ZLWK�RXU� ORJLF��WKLV�WUDQVODWHV�LQWR�WKH�SRVVLELOLW\� WKDW�VRFLDO�FDSLWDO�PD\�JHQHUDWH� ³JRRG´�RU�³EDG´�LQVWLWXWLRQV��
,Q�WKH�IROORZLQJ VHFWLRQ ZH�ZLOO�FRQFHQWUDWH LQ�RQH�RI�WKH�HIIHFWV�RI�LQVWLWXWLRQV�RQ�WKH�HFRQRP\��QDPHO\ RQ�LQHTXDOLW\�

�����,QVWLWXWLRQV�DQG�,QHTXDOLW\
.QLJKW��������UHPDUNV�WKDW�PDQ\ RI�WKH�SULQFLSDO HIIHFWV RI�LQVWLWXWLRQV RQ�D JLYHQ�VRFLHW\�DUH�RI� GLVWULEXWLRQDO� QDWXUH� 7KLV� LV� EHFDXVH LQVWLWXWLRQV� GR� QRW� SURGXFH� FROOHFWLYH� EHQHILWV� EXW�LQVWHDG� WKH\� \LHOG GLIIHUHQWLDWHG EHQHILWV��7KHUHIRUH�� KH�DUJXHV� WKDW� LW� LV� SRVVLEOH� WKDW� WKH\�PD\� JHQHUDWH� VRFLDO� FRQIOLFWV�� ,Q� WKLV� VHQVH�� KH� DGGV� WKDW� WKHUH� LV�PRUH� WKDQ� RQH� IRUP� WR�VWUXFWXUH�VRFLDO�LQVWLWXWLRQV�ZLWK� WKH�DLP�RI�REWDLQLQJ�EHQHILWV�IURP�FRRSHUDWLRQ� FRRUGLQDWLRQ�DQG� WKH� H[FKDQJH� WKDW� WKH\� JHQHUDWH�� %XW� WKH� DVSHFW� WR� UHPDUN� LV� WKDW� WKHVH� GLIIHUHQW�LQVWLWXWLRQDO� DUUDQJHPHQWV�ZLOO� SURGXFH� GLIIHUHQW�GLVWULEXWLYH� HIIHFWV�� VLQFH� WKH� EHQHILWV� WKH\�JHQHUDWH�ZLOO�EH�GLVWULEXWHG�GLIIHUHQWO\�LQ�RQH�RU�LQ RWKHU�LQVWLWXWLRQDO�V\VWHP�

$FFRUGLQJ�WR�WKLV�SRLQW�RI�YLHZ��WKHUH�DUH�QRW�HIILFLHQW�RU�LQHIILFLHQW�LQVWLWXWLRQV��LQVWHDG�WKHUH� DUH� LQVWLWXWLRQV� WKDW� JHQHUDWH GLIIHUHQW� GLVWULEXWLRQV�� 6RFLDO� LQVWLWXWLRQV� DIIHFW� WKH�GLVWULEXWLRQ�RI�WKH�EHQHILWV�JHQHUDWHG�E\�WKH�QXPHURXV�LQWHUDFWLRQV�WKDW�FRQVWLWXWH�WKH�VRFLDO�OLIH RI� WKH� VRFLHW\�� )RU� WKDW� UHDVRQ�� UDWLRQDO� LQGLYLGXDOV� ZRXOG� VHHN� WR� HVWDEOLVK� WKRVHLQVWLWXWLRQV�WKDW�SURGXFH�D�GLVWULEXWLRQ�RI�EHQHILWV�SURILWDEOH�IRU�WKHP��1HYHUWKHOHVV��RQH�FDQ�DUJXH� WKDW�WKHUH�DUH�VRPH�LQVWLWXWLRQDO�DUUDQJHPHQWV� WKDW�SURGXFH�GLVWULEXWLRQDO�HIIHFWV�WKDW�PLQLPL]H� VRFLDO� FRQIOLFWV�� ,Q WKLV� VHQVH�� ZH� VD\� WKDW� WKHUH� H[LVWV� D� VHW� RI� LQVWLWXWLRQV� WKDW�JHQHUDWHV� ³JRRG´� UHVXOWV� $FHPRJOX� HW�� DO�� ������� VD\�� ³«ZH� WKLQN� RI� JRRG� HFRQRPLF�LQVWLWXWLRQV� DV� WKRVH� WKDW� SURYLGH� VHFXULW\� RI� SURSHUW\� ULJKW� DQG� UHODWLYH� HTXDO� DFFHVV� WR�HFRQRPLF�UHVRXUFHV�WR�D�EURDG�FURVV�VHFWLRQ�RI�VRFLHW\´�
,Q�VSLWH�RI�KLV�FRQFHQWUDWLRQ�RQ�WKH�GLVWULEXWLRQDO�FRQVHTXHQFHV�RI�LQVWLWXWLRQV��.QLJKW�GRHV� QRW� QHJOHFW� WKH� LPSRUWDQFH� WKDW� WKH\� KDYH� WR� WKH� FRRUGLQDWLRQ� DQG� FRRSHUDWLRQ� LQ� D�JLYHQ�VRFLHW\��7KH�FUXFLDO�SRLQW�WKDW�KH�REVHUYHV�LV�WKDW�FRRUGLQDWLRQ�DQG�FRRSHUDWLRQ�DUH�QRW�XVHIXO� IRU� H[SODLQLQJ� ZK\� LQVWLWXWLRQV� DUH� FUHDWHG� RU� ZK\� WKH\� FKDQJH� ,QVWHDG� WKH\� DUH� D�PHUH�SURGXFW�RI�WKH�VHDUFK�RI�EHQHILWV�E\�LQGLYLGXDOV�
%DVHG�RQ� WKH�SUHYLRXV�VHFWLRQ��ZH�FDQ�DUJXH� WKDW�RI� WKH�PXOWLSOH�HTXLOLEULD� WKDW�DUH�JHQHUDWHG� E\� VRFLDO� FDSLWDO� VRPH� RI� WKHP� FRXOG� EH� ³GHVLUDEOH´� LQ� WKH� VHQVH� WKDW� WKH\�JHQHUDWH LQVWLWXWLRQV WKDW�PLQLPL]H�VRFLDO�FRQIOLFWV�
5RELQVRQ�DQG�6RNRORII� �������UHYHDO�D�UHODWLRQVKLS�EHWZHHQ�LQVWLWXWLRQV�DQG� LQFRPH�LQHTXDOLW\��,Q�WKHLU�H[SODQDWLRQ�RI�WKH�OHYHO�RI�LQFRPH�LQHTXDOLW\�LQ�/DWLQ�$PHULFD��WKH\�LQGLFDWH�WKH FULWLFDO�OHYHO�RI�LQFRPH�LQHTXDOLW\ RI�WKLV�UHJLRQ�GXULQJ�WKH�FRORQLDO SHULRG��7KHVH�DXWKRUV�FRPSDUH� /DWLQ�$PHULFD�ZLWK� 1RUWK� $PHULFD�� DQG� WKH\� VD\� WKDW�1RUWK� $PHULFD EHJDQ DV� D�FRORQ\�ZLWK ORZ�OHYHO�RI�LQHTXDOLW\�DQG�WKLV VLWXDWLRQ�OHDG�WR WKH�HVWDEOLVKPHQW�RI�HJXDOLWDULDQ�LQVWLWXWLRQV��2Q WKH�RWKHU�KDQG�� LQ�/DWLQ�$PHULFD� WKH� OHYHO�RI� LQHTXDOLW\�ZDV� YHU\� LPSRUWDQW�DQG� WKH� LQVWLWXWLRQV� WKDW� ZHUH� HVWDEOLVKHG WHQGHG� WR� SHUSHWXDWH� DQG� DFFHQWXDWH� WKLV�



�

LQHTXDOLW\� ,Q� WKH� UHVW� RI WKLV� ZRUN� ZH� SUHVHQW D� UHODWLRQVKLS� EHWZHHQ LQHTXDOLW\� DQG�LQVWLWXWLRQV��DQG�WKHQ�D�FRQYHUVH�UHODWLRQVKLS�EHWZHHQ�LQVWLWXWLRQV�DQG�LQHTXDOLW\�
� 7KH�'\QDPLFV�DPRQJ ,QHTXDOLW\��6RFLDO�&DSLWDO�DQG�,QVWLWXWLRQV
�����7RZDUGV D�)RUPDO�0RGHO
$FFRUGLQJ� WR� WKH�GLVFXVVLRQ�RXWOLQHG�SUHYLRXVO\� LW� VHHPV� WKDW� LQHTXDOLW\�� VRFLDO� FDSLWDO� DQG�LQVWLWXWLRQV�DUH� LQWLPDWHO\�UHODWHG��6LQFH� WKDW�RQ�RQH�KDQG�D� UHODWLRQVKLS�EHWZHHQ�LQHTXDOLW\�DQG�VRFLDO�FDSLWDO KDV�EHHQ�SURSRVHG��RQ�WKH�RWKHU�KDQG�LW�H[LVWV�DQ�HVWDEOLVKHG FRQQHFWLRQ�EHWZHHQ� VRFLDO� FDSLWDO� DQG� LQVWLWXWLRQV�� RWKHU� ZRUNV� SRVWXODWH� D� UHODWLRQVKLS� EHWZHHQ�LQVWLWXWLRQV�DQG�LQHTXDOLW\��DQG�RWKHUV�DOVR�HVWDEOLVKHG�DQ�DVVRFLDWLRQ�EHWZHHQ�LQHTXDOLW\�DQG�LQVWLWXWLRQV�

7KH� K\SRWKHVLV� WKDW� ZH� SURSRVH� LQ� WKLV� SDSHU� LV� WKDW� WKHUH� LV� D� FLUFXODU� G\QDPLFVEHWZHHQ�WKHVH�FRQFHSWV� VLQFH� LQFRPH� LQHTXDOLW\� KDV�DQ�HIIHFW�RQ�VRFLDO�FDSLWDO�� WKH� ODWWHU�FUHDWHV�RU�FKDQJHV�LQVWLWXWLRQV��DQG�LQVWLWXWLRQV�KDYH�DQ�HIIHFW�RQ�LQFRPH�GLVWULEXWLRQ��DQG�VR�RQ XQWLO�RQH HTXLOLEULXP LV�UHDFKHG��,Q�HTXLOLEULXP��WKH�LQGLYLGXDOV�GR�QRW�KDYH LQFHQWLYHV�WR�PRGLI\� WKH LQVWLWXWLRQDO�DUUDQJHPHQW� DQG WKHUHIRUH�WKH�LQFRPH�GLVWULEXWLRQ�GRHV�QRW�UHFHLYH�DQ\�DOWHUDWLRQ�
,W� FRXOG� EH� SRVVLEOH WKDW� WKLV� G\QDPLF� PD\� KDYH� PXOWLSOH� HTXLOLEULD�� 7R� UHDFK D�SDUWLFXODU HTXLOLEULXP�ZRXOG�GHSHQG�RQ�WKH�LQLWLDO� OHYHO�RI� LQFRPH�LQHTXDOLW\�� ,Q�WKLV�ZD\��ZH�FDQ� GLIIHUHQWLDWH� WZR� W\SHV� RI� HTXLOLEULD�� WKRVH� FRUUHVSRQGLQJ� WR KLJK� OHYHOV RI� LQFRPH�LQHTXDOLW\��ZLWK�LQHJXDOLWDULDQ�LQVWLWXWLRQV�DQG�D�ORZ�LQWHUDFWLRQ�EHWZHHQ�LQGLYLGXDOV��DQG�WKRVH�RI ORZ� LQFRPH� LQHTXDOLW\�� ZLWK� LQVWLWXWLRQV� WKDW� SURPRWH� D� PRUH� HJXDOLWDULDQ� LQFRPH�GLVWULEXWLRQ�DQG�D�VWURQJ�VRFLDO�FRKHVLRQ��
$FHPRJOX�HW��DO�� �������SURSRVH�D�G\QDPLF� WKDW� LV�YHU\�VLPLODU� WR�RXUV�� ,Q� WKHLU�RZQ�ZRUGV� WKH\� VD\�� ³«ZH� VKRZHG� WKDW� DW� DQ\� GDWH�� SROLWLFDO� SRZHU� LV� VKDSHG� E\� SROLWLFDO�LQVWLWXWLRQV��ZKLFK�GHWHUPLQH�GH�MXUH�SRZHU��DQG�WKH�LQKHULWHG�GLVWULEXWLRQ�RI�UHVRXUFHV��ZKLFK�DIIHFW� WKH�EDODQFH�RI�GH�IDFWR�SRZHU��3ROLWLFDO�SRZHU� WKHQ�GHWHUPLQHV�HFRQRPLF� LQVWLWXWLRQV�DQG� HFRQRPLF� SHUIRUPDQFH�� ,W� DOVR� LQIOXHQFHV� WKH� IXWXUH� HYROXWLRQ� RI� SROLWLFDO� SRZHU� DQG�SURVSHULW\��(FRQRPLF�LQVWLWXWLRQV�GHWHUPLQH�WKH�GLVWULEXWLRQ�RI�UHVRXUFHV�DW�WKDW�SRLQW��ZKLFK��LQ�WXUQ��LQIOXHQFHV�WKH�GLVWULEXWLRQ�RI�GH�IDFWR�SRZHU�LQ�WKH�IXWXUH��6LPLODUO\��WKH�GLVWULEXWLRQ�RI�SRZHU� DW� DQ\� SRLQW� GHWHUPLQHV� QRW� MXVW� WKH� HFRQRPLF� LQVWLWXWLRQV� WKHQ�� EXW� DOVR� WKH� IXWXUH�SROLWLFDO LQVWLWXWLRQV��7KXV�WKH�DOORFDWLRQ�RI�SROLWLFDO�SRZHU�DW�RQH�GDWH��EHFDXVH�RI�WKH�ZD\�LW�LQIOXHQFHV�WKH�GLVWULEXWLRQ�RI�UHVRXUFHV�DQG�IXWXUH�SROLWLFDO�LQVWLWXWLRQV��KDV�D�FUXFLDO�HIIHFW�RQ�WKH�IXWXUH�DOORFDWLRQ�RI�ERWK�GH�IDFWR�DQG�GH�MXUH�SROLWLFDO�SRZHU´�

�����3DWK�GHSHQGHQFH
$FFRUGLQJ� WR� WKH� SUHYLRXV� GLVFXVVLRQ�� RQH� FDQ� WKLQN� WKDW� WKHUH� LV� D� FULWLFDO LQLWLDO OHYHO� RI�LQFRPH� LQHTXDOLW\� DQG� WKDW� WKH� ³JRRGQHVV´�RI� WKH�SURSRVHG�G\QDPLF�GHSHQGV�RQ� LW� ,Q� WKLV�ZD\�� LI� WKH� LQLWLDO� OHYHO� RI� LQFRPH� LQHTXDOLW\� LV� DERYH� WKH� FULWLFDO RQH WKH� G\QDPLFV� ZLOO�FRQYHUJH�RQ�DQ�HTXLOLEULXP�ZLWK�KLJK�LQHTXDOLW\��ZKLOH� LI�WKH�LQLWLDO�OHYHO�RI�LQFRPH�LQHTXDOLW\�LV�EHORZ�WKH�V\VWHP�ZLOO�DWWDLQ DQ�HJXDOLWDULDQ�HTXLOLEULXP�

7KLV�G\QDPLFV�PDNH�WKH�RXWFRPH VLJQLILFDQWO\ GHSHQGHQW�RQ�WKH�LQLWLDO�FRQGLWLRQV DQG�WKH�SDWK�IROORZHG�E\�WKH�V\VWHP��,Q�FRQQHFWLRQ�ZLWK�WKLV��1RUWK��������DUJXHV�WKDW�LQVWLWXWLRQDO�FKDQJH��ZKLFK�LV�IXQGDPHQWDO�LQ�WKH�VRFLDO�DQG�HFRQRPLFDO�HYROXWLRQ��LV�SDWK�GHSHQGHQW� 2Q�WKH�RWKHU�KDQG��<RXQJ��������LQ�KLV�HYROXWLRQDU\�DQDO\VLV�RI�LQVWLWXWLRQV�GHYHORSV�JDPHV�WKDW�
� 7R� VLPSOLI\� ZH� VXSSRVH� WKDW DOO� WKH� KHWHURJHQHLW\ LQ� WKH� SRSXODWLRQ LV� FDSWXUHG� LQ� WKH� LQFRPH�GLVWULEXWLRQ�RI�WKH�SRSXODWLRQ��



�

UHSUHVHQW�WKH�HYROXWLRQ�RI�LQVWLWXWLRQV��,Q�WKRVH�JDPHV��WKDW HYROXWLRQ�GHSHQGV�RQ�SURFHVVHV�WKDW�DWWDLQ�GLIIHUHQW�UHVXOWV�GHSHQGLQJ�RQ�WKH�SDWK�IROORZHG�E\�WKH�V\VWHP��SDWK�GHSHQGHQFH���LQ�WKDW�FRQWH[W�WKHVH�SURFHVVHV�DUH�GHQRPLQDWHG�QRQ�HUJRGLF��,Q�RWKHU�ZRUGV��LQ�WKRVH�WHUPV��RXU�HTXLOLEULD�DUH SDWK�GHSHQGHQW RU�QRQ�HUJRGLF��
�����7KH�$VVXPSWLRQV
7KH� G\QDPLF� SURSRVHG� DERYH� GHSHQGV� RQ� DVVXPLQJ� WKDW� VRFLDO� FDSLWDO� SURGXFHV� VRPH�SDUWLFXODU� UHVXOWV�� 1R WKHRU\� VSHFLILHV� XQGHU�ZKLFK� FRQGLWLRQV� WKH� VRFLDO� FDSLWDO� JHQHUDWHV�³JRRG´�FRQVHTXHQFHV��:H�VXSSRVH�WKDW�XQGHU�ORZ�LQHTXDOLW\�FRQGLWLRQV�WKH VRFLDO�FDSLWDO�ZLOO�JHQHUDWH�HJXDOLWDULDQ�LQVWLWXWLRQV��

7KH�ORJLF�LV�WKH�IROORZLQJ��,Q� W ��LI� WKH�OHYHO�RI� LQHTXDOLW\� LV�QRW� LPSRUWDQW��LW�LV�EHORZ�WKH�FULWLFDO�OHYHO��WKHQ�LW�ZLOO VWLPXODWH�WKH�IRUPDWLRQ�RI PRUH�VRFLDO LQWHUDFWLRQV��DQG�ZH�H[SHFW�WKDW�WKLV�VRFLDO�FDSLWDO�JHQHUDWHV�PRUH�HJXDOLWDULDQ LQVWLWXWLRQV��&RQVHTXHQWO\��WKLV�LQLWLDO�OHYHO�RI� LQHTXDOLW\�ZLOO�JHQHUDWH� LQVWLWXWLRQV�WKDW� LQGXFH� WKH�SURGXFWLRQ RI�PRUH�VRFLDO�FDSLWDO�� WKH�ODWWHU�ZLOO�JHQHUDWH�PRUH�HJXDOLWDULDQ LQVWLWXWLRQV��DQG�VR�RQ�XQWLO�RQH�HTXLOLEULXP�LV�UHDFKHG��2Q�WKH�RWKHU�KDQG� DQG�LQ�WKH�VDPH�ZD\��ZH�FDQ�WKLQN RI D�G\QDPLF�WKDW�VWDUWV�LQ�D�OHYHO�RI�LQFRPH� LQHTXDOLW\�DERYH�WKH�FULWLFDO RQH�� ,Q�VXFK�D FDVH�ZH�VXSSRVH�WKDW� WKH�VRFLDO�FDSLWDO�JHQHUDWHG�ZLOO�FUHDWH�LQVWLWXWLRQV�WKDW�HPSKDVL]H�LQHTXDOLW\�
,W� LV� LPSRUWDQW� WR� UHPDUN� WKDW WKLV� DVVXPSWLRQ� KDV� DQ� HFRQRPLF� ORJLF�� 6LQFH� WKDW�LQGLYLGXDOV� SUHIHU� WR� LQWHUDFW� ZLWK� WKRVH� WKDW� DUH� VLPLODU� WR� WKHP�� LI� WKH� SRSXODWLRQ� LV� YHU\�KHWHURJHQHRXV�WKH\�ZLOO�IRUP�PDQ\�VRFLDO�JURXSV�WKDW�KDYH�GLIIHUHQW�LQWHUHVWV���DQG�WKHUHIRUH��WKLV�KHWHURJHQHLW\�ZLOO�SURGXFH�D�IUDJPHQWHG�VRFLHW\��7KH�HQVXULQJ�VRFLDO�IUDJPHQWDWLRQ�DQG�WKH YDULHW\�RI�LQWHUHVWV�ZLOO�SURGXFH�FRRUGLQDWLRQ�SUREOHPV��7KHVH�FRRUGLQDWLRQ�SUREOHPV�ZLOO�EH�WUDQVODWHG�LQWR�LQVWLWXWLRQV�WKDW�LQGXFH�PRUH�LQHTXDOLW\��2Q�WKH�RWKHU�KDQG��LI ZH�WKLQN�LQ�D�KRPRJHQHRXV�VRFLHW\��WKH�LQGLYLGXDOV�ZLOO�IRUP�D�VPDOO�QXPEHU�RI�JURXSV� DQG�LQ�WKDW�ZD\��D�FRKHVLYH�VRFLHW\��$V�D� UHVXOW�� WKH� LQVWLWXWLRQV� FUHDWHG� LQ� WKDW� FRQWH[W�ZLOO� JHQHUDWH� SRVLWLYH�FRQVHTXHQFHV� IRU� WKH� ZKROH FRPPXQLW\� EHFDXVH� ZH� FDQ� WKLQN� WKLV� VRFLHW\� DV� D VLQJOHUDWLRQDO�DJHQW�ZKR�FKRRVHV�WKRVH�LQVWLWXWLRQV�WKDW�PD[LPL]H KHU ZHOO�EHLQJ��
,Q� WKLV�GLUHFWLRQ��$FHPRJOX�HW��DO�� �������DUJXH� WKDW�GLIIHUHQW�JURXSV�DQG� LQGLYLGXDOV�EHQHILW� IURP� GLIIHUHQW� HFRQRPLF� LQVWLWXWLRQV�� 7KH� JURXSV� DQG� LQGLYLGXDOV� WKDW� EHQHILW� IURP�WKHVH�LQVWLWXWLRQDO�DUUDQJHPHQWV�DUH�WKRVH�WKDW�KDYH�JUHDWHU�SROLWLFDO�SRZHU��DQG�WKLV�SRZHU�LV�GHWHUPLQHG�E\�SROLWLFDO�LQVWLWXWLRQV�DQG�WKH�GLVWULEXWLRQ�RI�UHVRXUFHV��7KLV�H[SODLQV�ZK\�ZKHQ�WKHUH�H[LVWV�DQ�LPSRUWDQW�OHYHO�RI�KHWHURJHQHLW\�LQ�WKH�SRSXODWLRQ�WKRVH�JURXSV�WKDW�DUH�EHVW�SRVLWLRQHG� RQ� WKH� LQFRPH� GLVWULEXWLRQ� DUH� WKRVH� WKDW� DUH� JRLQJ� WR� EH� EHQHILWHG� IURP� WKH�LQVWLWXWLRQDO� DUUDQJHPHQW�� 7KLV� VLWXDWLRQ� ZLOO� FDXVH� LQ� WXUQ� PRUH� LQHTXDOLW\� EHFDXVH� WKHVH�JURXSV�ZLOO� FKRRVH� WKH�HFRQRPLF� LQVWLWXWLRQV�WKDW�PD[LPL]H� WKHLU�RZQ�EHQHILW��2Q� WKH�RWKHU�KDQG�� ZH� FRXOG� WKLQN� D� PRUH� HTXDO� VRFLHW\� DV� D� VRFLHW\� ZKHUH� WKH� JURXSV� KDYH� VLPLODU�UHVRXUFHV�DQG�WKH�SROLWLFDO�SRZHU�LV�GLVWULEXWHG�HTXDOO\�EHWZHHQ�WKHP��7KXV�WKH�GLVWULEXWLRQ�RI�LQVWLWXWLRQDO�EHQHILWV�ZLOO�EH�HTXDO�WRR�

� 7KH�0RGHO
�����,QHTXDOLW\��6RFLDO�&DSLWDO�DQG�,QVWLWXWLRQV
&RQVLGHU�D�VRFLHW\�SRSXODWHG�E\�1 LQGLYLGXDOV�ZKHUH�HDFK�LQGLYLGXDO� > @��L 1� PXVW�GHFLGH�EHWZHHQ� IRUPLQJ�RU� QRW�D� JURXS�ZLWK� RWKHU LQGLYLGXDOV�� 7KLV�GHFLVLRQ�ZLOO� EH� EDVHG�RQ� WKH�OHYHO�RI�LQFRPH�LQHTXDOLW\�JLYHQ�LQ�WKH�SRSXODWLRQ VLQFH�WKH�LQGLYLGXDOV�SUHIHU�WR�LQWHUDFW�ZLWK�
� :H�VXSSRVH�WKDW�WKHUH�DUH�QRW�FROOHFWLYH�DFWLRQ SUREOHPV LQVLGH�WKH�JURXSV�� :H�VXSSRVH�WKDW�HDFK�LQGLYLGXDO�FDQ�RQO\�SDUWLFLSDWH�LQ�RQH�JURXS�



��

WKRVH�WKDW�DUH�VLPLODU�WR�WKHP�LQ�WHUPV�RI� LQFRPH��,I�WKH�LQHTXDOLW\� LV�QRW� LPSRUWDQW�WKHQ�WKH�LQGLYLGXDOV�ZLOO� WHQG� WR� IRUP� OHVV�DQG�PRUH�QXPHURXV�JURXSV��VLQFH� LW� LV�JRLQJ� WR�EH�PRUH�SUREDEOH�WKDW�L ZLOO�ILQG RWKHU�LQGLYLGXDOV�ZLWK�D�VLPLODU�LQFRPH��2Q�WKH�RWKHU�KDQG��LQ�D�PRUH�XQHTXDO�VRFLHW\�WKH�LQGLYLGXDOV�ZLOO�WHQG�WR�IRFXV�RQ IRUPLQJ D�ODUJHU�TXDQWLW\�RI�JURXSV�DQG�WKHUHIRUH�D�PRUH�SRODUL]HG�VRFLHW\��
,Q�WKLV�PRGHO�ZH�VXSSRVH�WKDW�WKHUH�DUH�QRW�VRFLDO�SURWHVWV��UHYROXWLRQV�RU�FLYLO�ZDUV�WKDW FDQ� SURGXFH� DQ\� GLVFRQWLQXRXV� LQVWLWXWLRQDO� FKDQJH�� ,Q� RWKHU� ZRUGV�� ZH� DVVXPH WKDW�WKHUH�DUH�QRW�FRQIOLFW�JURXSV� 7R VLPSOLI\�WKH�PRGHO�ZH�DOVR�DVVXPH�WKDW�HDFK�LQGLYLGXDO�FDQ�RQO\�SDUWLFLSDWH�LQ�RQH�JURXS�DQG�LI�WKH�LQGLYLGXDO�GHFLGHV�QRW�WR�SDUWLFLSDWH�LQ�DQ\�JURXS�WKHQVKH ZLOO�EH�FRQVLGHUHG�DV�D�JURXS E\�KHUVHOI�
7KHUHIRUH�� LI� * LV� WKH� TXDQWLW\� RI� JURXSV� LQ� WKH� SRSXODWLRQ� WKHQ� > @��* 1� ��:KHUH��*  FRUUHVSRQGV� WR� DQ H[WUHPHO\� LQWHJUDWHG� VRFLHW\ DQG� * 1 LV� WKH� UHVXOW� RI� D�FRPSOHWHO\�SRODUL]HG�VRFLHW\���
:H� GHILQH� *F 1 DV� WKH� VRFLDO� FDSLWDO�� ZKHUH� �Fo LV� D� KLJK� VRFLDO� FDSLWDO� DQG��Fo LV�D�ORZ�RQH��:H�DVVXPH�WKDW� 1 of ��WKHUHIRUH�ZKHQ� �*  � �#F ��7KH�VRFLDO�FDSLWDO�GHSHQGV�RQ�WKH�OHYHO�RI�LQFRPH�LQHTXDOLW\�VLQFH� � �TJ*  ZKHUH�T LV�DQ�LQHTXDOLW\�LQGH[�OLNH��IRU� H[DPSOH� WKH� *LQL� LQGH[�� > @����T �� � �J � LV� FRQWLQXRXV�� GLIIHUHQWLDEOH DQG � � �tc TJ �� 6R�� �TIF  ZKHUH � � � �1JI TT  �
7KH�G\QDPLFV�RI� LQVWLWXWLRQV�DUH� UHIOHFWHG� LQ�D� IXQFWLRQ� WKDW�PDSV� WKH�VRFLDO� FDSLWDO�RQWR� WKH� LQFRPH� LQHTXDOLW\�� %DVHG� RQ� RXU� SUHYLRXV� GLVFXVVLRQ�� WKH� VRFLDO� FDSLWDO� SURGXFH�LQVWLWXWLRQV�DQG�WKH�ODWWHU�PRGLI\�WKH�LQFRPH�GLVWULEXWLRQ��7KHUHIRUH�� � �F, T ZKHUH� � �, � LV�D�FRQWLQXRXV�IXQFWLRQ�DQG�ZH�DOVR�DVVXPH�WKDW� � �� �,  DQG� � �� �,  VLQFH�ZH�FRQVLGHU�WKDW�D�KLJK�VRFLDO�FDSLWDO��ORZ F � JHQHUDWHV�ORZ�LQHTXDOLW\��ORZ T ���DQG�YLFH�YHUVD��

�����7KH�(TXLOLEULXP
7KH�HTXLOLEULXP�FDQ�EH�UHSUHVHQWHG�E\�WKH�IROORZLQJ�ILJXUH��ILJXUH����

)LJXUH��



��

ZKHUH� 
T DQG� 
F DUH�WKH�HTXLOLEULXP�YDOXHV RI�WKH�LQFRPH�LQHTXDOLW\�LQGH[�DQG�VRFLDO�FDSLWDO��UHVSHFWLYHO\�
7R�XQGHUVWDQG�WKLV�UHSUHVHQWDWLRQ�LW�LV�KHOSIXO�WR�DQDO\]H�WKH�G\QDPLFV�RI�WKH�PRGHO�,Q�ILJXUH����ZH�GHSDUW�IURP� �T ZKLFK�LV�WKH�OHYHO�RI�LQFRPH�LQHTXDOLW\�WKDW�LQGLYLGXDOV�VHH�DWW ���%DVHG�RQ� �T WKH\�UHDFK�D�OHYHO� �F RI�VRFLDO�FDSLWDO��$V�D�UHVXOW��ZLWK� �F WKH\�JHQHUDWH�LQVWLWXWLRQV�WKDW�PRGLI\� WKH� LQFRPH�GLVWULEXWLRQ� UHDFKLQJ �T ��$QG�VR�RQ�XQWLO� WKH\� UHDFK� WKH�HTXLOLEULXP�

3URSRVLWLRQ�� *LYHQ� � �I � DQG� � �, � FRQWLQXRXV�IXQFWLRQV�ZLWK�GRPDLQ� > @���'� DQG�LPDJH�> @,P ���� ��ZLWK� � �� �,  DQG� � �� �,  � DQ�HTXLOLEULXP�H[LVWV�3URRI��6LQFH�WKDW� � �� �I t DQG�WKDW� � �� �I d ��DQG�JLYHQ�WKDW� � �� �,  DQG�WKDW� � �� �,  �� �I � DQG� � �, � PXVW�FRLQFLGH�DW�OHDVW�LQ�RQH�SRLQW E\�WKH�LQWHUPHGLDWH�YDOXH�WKHRUHP� v
,W�LV�LPSRUWDQW�WR�PHQWLRQ�WKDW�LW�FRXOG�EH�SRVVLEOH�WKH�H[LVWHQFH�RI D�FRQWLQXXP�RI�HTXLOLEULD LQ�D�SDUW�RI�WKH�GRPDLQ�LI�WKH�WZR�IXQFWLRQV�LQVWHDG�RI�FXWWLQJ�LQ�RQH�SRLQW� NHHS�DWWDFKHG�WR HDFK�RWKHU LQ�WKDW�SDUW�RI�WKH�GRPDLQ��%XW�WKLV�VLWXDWLRQ�LV�QRW�JHQHULF�VLQFH�D�PLQLPXP�SHUWXUEDWLRQ�ZLOO�VHSDUDWH�ERWK�IXQFWLRQV��7KHUHIRUH�ZH�GLVFDUG�WKLV�SRVVLELOLW\�

)LJXUH��

����6WDELOLW\�DQG�,QVWDELOLW\�RI�WKH�(TXLOLEULXP
,Q� D� VLWXDWLRQ ZLWK� WKUHH� HTXLOLEULD�� DV UHSUHVHQWHG� E\� ILJXUH� ��� ZH� FDQ� REVHUYH� WKDW� WKH�HTXLOLEULXP�LQ�WKH�PLGGOH�LV�XQVWDEOH�ZKLOH�ERWK�HTXLOLEULD DW WKH�H[WUHPHV�DUH�VWDEOH��,Q�WKLV�VHQVH��ZH�GHILQH�WKH�FULWLFDO�OHYHO�RQ�LQFRPH�LQHTXDOLW\ FT DV�WKH�OHYHO�RI�LQFRPH�LQHTXDOLW\�WKDW�LI�D�JLYHQ�VRFLHW\�EHJLQV�ZLWK�DQ�LQHTXDOLW\�DERYH�WKLV�OHYHO�ZLOO�UHDFK�DQ�HTXLOLEULXP�ZLWK�DQ KLJKHU�OHYHO�RI�LQFRPH�LQHTXDOLW\�DQG�D�ORZHU�OHYHO�RI�VRFLDO�FDSLWDO��2Q�WKH�RWKHU�KDQG��LI�D�JLYHQ� SRSXODWLRQ� VWDUWV�ZLWK� DQ� LQHTXDOLW\� EHORZ� WKH� FULWLFDO� OHYHO� DQ� HTXLOLEULXP�ZLWK� ORZHU�LQFRPH�LQHTXDOLW\�DQG�D KLJKHU�OHYHO�RI�VRFLDO�FDSLWDO�ZLOO�EH�UHDFKHG��



��

)LJXUH��

3URSRVLWLRQ�� *LYHQ� � �I � DQG� � �, � FRQWLQXRXV IXQFWLRQV ZLWK�GRPDLQ� > @���'� DQG�LPDJH�> @,P ���� ��ZLWK� � �� �,  DQG� � �� �,  � VWDEOH�HTXLOLEULXP�H[LVWV�3URRI��6LQFH�WKDW� � �� �I t DQG�WKDW� � �� �I d ��DQG�JLYHQ�WKDW� � �� �,  DQG�WKDW� � �� �,  �� �I � DQG� � �, � PXVW�FRLQFLGH�DW� OHDVW� LQ�RQH�SRLQW�� ,I�WKH\�GR�RQO\�LQ�RQH LQWHULRU SRLQW�WKHQ�� �I � PXVW�FXW� � �, � IURP�DERYH \LHOGLQJ D�VWDEOH�HTXLOLEULXP��2WKHUZLVH��DV UHSUHVHQWHG� LQ�ILJXUH����WKHUH�FDQ�H[LVW�D�VLQJOH�VWDEOH�HTXLOLEULXP�DW�WKH�SRLQW���������2Q�WKH�RWKHU�KDQG�LI�ERWK�IXQFWLRQV�FRLQFLGH�LQ�PRUH�WKDQ�RQH LQWHULRU SRLQW�WKHQ�RQHRI�WKH�HTXLOLEULD PXVW�EH�VWDEOH�VLQFH� � �I � PXVW�QHFHVVDULO\�FXW� � �, � IURP�DERYH�LQ�DW�OHDVW�RQH� RI� WKHVH� SRLQWV�� 7KHUH� DUH� DOVR FDVHV� DV� UHSUHVHQWHG� LQ� ILJXUH� �� ZKHUH� WKH� VWDEOH�HTXLOLEULXP�LV�WKH�SRLQW�������DQG�ILJXUH���ZKHUH�WKH�VWDEOH�HTXLOLEULXP�LV�WKH�SRLQW�������� v

)LJXUH��

� %XW�WKLV�FDVH�LV�QRW�JHQHULF�VLQFH�LW�LV�DQ�H[WUHPHO\�FDVH�RI�D�WRWDOO\�FRKHVLYH�VRFLHW\�� $JDLQ�WKHVH�WZR�FDVHV�DUH�QRW�JHQHULF����



��

)LJXUH��

)LJXUH��

��� 7KH� 3RVLWLRQ� DQG� WKH� 6KDSH RI� WKH� &XUYHV� DQG� 6RPH� 5HPDUNV� RQ WKH�(IIHFWLYHQHVV RI�3ROLFLHV
:H�VXSSRVH�WKDW�,�F� KDV�WKH�VDPH�IRUP�IRU�DOO� W\SH�RI�VRFLHWLHV��7KH�RQO\�IXQFWLRQ�WKDW�ZH�DVVXPH�WR�YDU\ DFURVV�FRPPXQLWLHV�LV � �TI ��7KH�IRUP�DQG�SRVLWLRQ�RI�WKLV�IXQFWLRQ�GHSHQG�RQ�WKH�DYHUVLRQ�WKDW WKH�LQGLYLGXDOV�RI�D�JLYHQ VRFLHW\�KDYH�WR�RWKHU�LQGLYLGXDOV�ZLWK GLIIHUHQW�LQFRPHV��,Q�WKLV�VHQVH��JLYHQ�WZR�VRFLHWLHV�ZLWK�HTXDO�QXPEHU�RI�LQGLYLGXDOV��WKH VRFLHW\�ZLWK�PRUH�DYHUVLRQ�WR�LQHTXDOLW\�ZLOO�KDYH�D � �T�I DERYH�WKH � �T�I RI�D VRFLHW\�ZLWK�OHVV�DYHUVLRQ�WR�LQHTXDOLW\�EHFDXVH�WKH�IRUPHU�VRFLHW\�IRUPV�PRUH�JURXSV�WKDQ�WKH�ODWWHU��

7KH�³6´�VKDSHG� � �TI LQ� ILJXUH���EHORQJV�WR�D NLQG�RI VRFLHW\� WKDW�PD\�H[KLELW D� ORZ�DYHUVLRQ�WR�LQHTXDOLW\�LQ�FDVH�RI ORZ�LQHTXDOLW\ DQG�KDV�D�KLJKHU�DYHUVLRQ�WR�LQHTXDOLW\�ZKHQ�LQHTXDOLW\�LV�PRUH�LPSRUWDQW��
6LQFH�WKH�VKDSH�RI�WKH�IXQFWLRQ�LV�DVVXPHG�WR�EH� LQGHSHQGHQW�RI�DQ\�NLQG�RI�SROLF\�EHFDXVH�RQ�RQH�KDQG� � �F, LV�VXSSRVHG�WR�EH�WKH�VDPH�IRU�DOO�VRFLHWLHV�ZKLOH RQ�WKH�RWKHU�� �TI LV�DVVXPHG�WR�GHSHQG�RQO\�RQ�WKH�DYHUVLRQ�WR�LQHTXDOLW\��LQ�WKLV�PRGHO�DQ\�SROLF\�WKDW�LQWHQGV�WR�ORFN�WKH�VRFLHW\�RXW�IURP�D�³EDG´�HTXLOLEULXP�ZLOO�QRW�EH�HIIHFWLYH��7KLV�LV�EHFDXVH�³«�SROLWLFDO�FKRLFHV�DUH�PDGH�UDWLRQDOO\�DQG�DUH�HQGRJHQRXV�WR�WKH�VWUXFWXUH�RI�LQVWLWXWLRQV��ZKLFK�DUH�WKHPVHOYHV�XOWLPDWHO\�HQGRJHQRXV�«´��$FHPRJOX�HW��DO���������VR�D�VRFLHW\�WKDW�LV�WUDSSHG� LQ�DQ�³XQGHVLUHG´�HTXLOLEULXP�FDQ�QRW�HIIHFWLYHO\�DSSO\�SROLFLHV�WKDW�VHHN�WR�FKDQJH�WKDW�VLWXDWLRQ��



��

7KLV� UHVXOW� LV� WULYLDO� ZKHQ� ZH� DUH� LQ� D� VLWXDWLRQ� ZLWK� RQH� VWDEOH� HTXLOLEULXP�� ,Q� D�VLWXDWLRQ�ZLWK� WZR�VWDEOH�HTXLOLEULD��ZKLFK� LV�PRUH�SUREDEOH�LQ�UHDOLW\��WR� ORFN�WKH�VRFLHW\�RXW�IURP�WKH�³EDG´�HTXLOLEULXP�ZH�ZLOO�QHHG�D�SROLF\�WKDW�VLJQLILFDQWO\�ORZHUV�WKH�LQHTXDOLW\�EHORZ�WKH� FULWLFDO� OHYHO�� %XW� WKLV� SROLF\� ZLOO� QHYHU� EH� LPSOHPHQWHG� EHFDXVH� WKH� SROLWLFDO� SRZHU�UHVLGHV�ZLWK�WKRVH�JURXSV�WKDW�DUH�EHVW�SRVLWLRQHG�RQ�WKH�LQFRPH�GLVWULEXWLRQ�DQG�DUH�DEOH�WR�GHFLGH�ZKLFK�SROLFLHV�DUH�JRLQJ�WR�EH�DSSOLHG��7KHUHIRUH��WKH\�ZLOO�FKRRVH�WKRVH�SROLFLHV�WKDW�WHQG�WR�LQFUHPHQW�RU�OHDYH�LQHTXDOLW\ XQFKDQJHG�LQVWHDG�RI�SROLFLHV�WKDW�VLJQLILFDQWO\�ORZHU�LW��3HUKDSV�� LQ�YHU\ VSHFLDO�VLWXDWLRQV WKH\�PD\�RSW�IRU SROLFLHV�WKDW�ORZHU�D�OLWWOH� LQHTXDOLW\�EXW�WKH\� GR� FHUWDLQO\� QRW� KDYH� DQ\� LQFHQWLYH� WR� NHHS D� SROLF\� WKDW� FRQWLQXDOO\� ORZHUV� WKH�LQHTXDOLW\��
&RQVWLWXWHG�E\�TXLWH�VLPLODU� LQGLYLGXDOV�� LQ�D� ³JRRG´�HTXLOLEULXP�WKH�SROLWLFDO�SRZHU� LV�GLVWULEXWHG� HTXDOO\� EHWZHHQ� WKH� JURXSV�� 7KHUHIRUH�� WKHUH� DUH� QRW� LQFHQWLYHV� WR LPSOHPHQW�SROLFLHV�WKDW�LQFUHDVH�WKH�LQHTXDOLW\�
,Q�WKLV�VHQVH��WKH�RQO\�ZD\�LQ�ZKLFK�D�VRFLHW\�FDQ�EH�PRYHG�WR�DQRWKHU�HTXLOLEULXP�LV�E\�DQ�H[RJHQRXV�DQG�GLVFRQWLQXRXV�FKDQJH�LQ�LQVWLWXWLRQV�FDXVHG�E\��IRU�H[DPSOH� D�QDWXUDO�GLVDVWHU�ZKLFK�FRXOG�GUDVWLFDOO\�DOWHU�WKH�LQFRPH�GLVWULEXWLRQ��7KLV�VLWXDWLRQ�PD\�EH�SRVVLEOH�LI�WKH� FKDQJH� LQ� LQFRPH� GLVWULEXWLRQ� LV� ODUJH� HQRXJK� WR� OHDG� WKH� VRFLHW\� WR� DQRWKHU� VWDEOH�HTXLOLEULXP�LI�LW�H[LVWV�

3URSRVLWLRQ� � ,Q� D� JHQHULF� VLWXDWLRQ�ZLWK� WZR� VWDEOH� HTXLOLEULD� WKH� SRZHU� JURXSV� ZLOO� ODFN�LQFHQWLYHV�WR�DSSO\�SROLFLHV�WR�PRYH�WKH�VRFLHW\�WRZDUGV�WKH�RWKHU�HTXLOLEULXP�3URRI� ,I�WKH VRFLHW\�LV�VLWXDWHG�LQ�D�³EDG´�HTXLOLEULXP��LW H[KLELWV�KLJK�LQHTXDOLW\� 7KHUHIRUH�WKH�SROLWLFDO�SRZHU�EHORQJV�WR WKRVH�JURXSV�WKDW�DUH�EHVW�SRVLWLRQHG�RQ�WKH� LQFRPH�GLVWULEXWLRQ��7KH\ GR� QRW� KDYH� LQFHQWLYHV� WR� SHUPDQHQWO\� LPSOHPHQW� SROLFLHV� WKDW� ORZHU� LQHTXDOLW\ WKDW�ZRXOG�GHSULYH�WKHP�IURP�WKH�VRXUFH�RI�WKHLU�SRZHU��,Q�WKH�FDVH�RI�WZR�VWDEOH�HTXLOLEULD�DQG�D�VRFLHW\�VLWXDWHG�LQ�D�³JRRG´�HTXLOLEULXP��WKHUH�DUH�QRW�LQFHQWLYHV�WR�SXW�LQWR�SUDFWLFH�SROLFLHV�WKDW�LQFUHDVH�WKH�LQHTXDOLW\ VLQFH�WKLV�FRXOG�RQO\�UHVSRQG�WR�WKH�ZLOO�WR�DFFXPXODWH�SRZHU� LQ�JURXSV�ZLWK�IHZHU�LQGLYLGXDOV��%XW�VLQFH�DJHQWV�DUH�TXLWH�VLPLODU�WKH\�GR�QRW�KDYH�D�IRUP�WR�FRRUGLQDWH�VXFK�SROLFLHV��� v
� &RQFOXVLRQV
,Q� WKH� PRGHO� GHYHORSHG� LQ� WKLV� SDSHU� ZH� GHWHUPLQH� XQGHU� ZKDW� FLUFXPVWDQFHV� D� VRFLHW\�ZRXOG� UHDFK� DQ� HTXLOLEULXP� ZLWK� ORZ� RU� KLJK� LQHTXDOLW\�� ZLWK� HTXDOLWDULDQ� RU� LQHTXDOLWDULDQ�LQVWLWXWLRQV�� DQG� ZLWK� ORZ� RU� KLJK� OHYHO� RI� VRFLDO� FDSLWDO� :H� DOVR� LOOXVWUDWHG� XQGHU� ZKDW�FLUFXPVWDQFHV�VRFLDO�FDSLWDO�SURGXFHV ³JRRG´�FRQVHTXHQFHV��$QG�ZH�VKRZHG WKDW�DQ\�SROLF\�DLPHG WR�FRQGXFW�D�VRFLHW\�WR�DQRWKHU�HTXLOLEULXP ZLOO�EH�XQVXFFHVVIXO��

:H�EHOLHYH�WKDW�WKLV�SDSHU�KHOSV�WR�H[SODLQ�ZK\�/DWLQ�$PHULFD�FRPSDUHG�ZLWK�1RUWK�$PHULFD� LV� VR�GLIIHUHQW� LQ� WHUPV�RI� LQVWLWXWLRQV�� LQFRPH� LQHTXDOLW\� DQG�VRFLDO� FDSLWDO��$V�ZH�KDYH� VDLG� LQ� D� SUHYLRXV� VHFWLRQ� ZKHQ� ZH� PHQWLRQHG WKH� ZRUN� RI� 5RELQVRQ� DQG� 6RNRORII���������,Q�DGGLWLRQ��ZH�WKLQN�WKDW�WKLV�SDSHU�PDNHV�LPSRUWDQW�FRQWULEXWLRQV�WR�WKH�GLVFXVVLRQ�PDGH�LQ�WKH�ZRUN�RI�$FHPRJOX�HW��DO���������

� ,Q�FDVHV�ZKHUH� WKH�FULWLFDO� OHYHO�RQ�LQFRPH� LQHTXDOLW\� LV�YHU\�QHDU�WR�WKH� LQHTXDOLW\�H[KLELWHG� LQ�WKH�³EDG´�HTXLOLEULXP�LW�FRXOG�H[LVW�LQFHQWLYHV�WR�PRYH�RXW�RI�WKH�HTXLOLEULXP��7KLV�NLQG�RI�VLWXDWLRQ�LV�PRUH�SUREDEOH� LQ� WKRVH�FDVHV�ZLWK�PRUH�WKDQ�WZR�VWDEOH�HTXLOLEULD�EXW�WKHVH�FDVHV�DUH�QRW�SRVVLEOH�VLQFH�WKH\�VXSSRVH�D�SDUWLFXODU�VKDSH�RI�WKH�IXQFWLRQ� � �TI QRW�FRPSDWLEOH�ZLWK�RXU�GHILQLWLRQ�RI�WKLV VKDSH����
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