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818�:RUOG�,QVWLWXWH�IRU�'HYHORSPHQW�(FRQRPLFV�5HVHDUFK��818�:,'(5��ZDV�HVWDEOLVKHG�E\
WKH� 8QLWHG� 1DWLRQV� 8QLYHUVLW\� DV� LWV� ILUVW� UHVHDUFK� DQG� WUDLQLQJ� FHQWUH� DQG� VWDUWHG� ZRUN� LQ
+HOVLQNL��)LQODQG� LQ� ������ 7KH� SXUSRVH� RI� WKH� ,QVWLWXWH� LV� WR� XQGHUWDNH� DSSOLHG� UHVHDUFK� DQG
SROLF\� DQDO\VLV� RQ� VWUXFWXUDO� FKDQJHV� DIIHFWLQJ� WKH� GHYHORSLQJ�DQG� WUDQVLWLRQDO� HFRQRPLHV�� WR
SURYLGH�D�IRUXP�IRU�WKH�DGYRFDF\�RI�SROLFLHV�OHDGLQJ�WR�UREXVW��HTXLWDEOH�DQG�HQYLURQPHQWDOO\
VXVWDLQDEOH�JURZWK��DQG�WR�SURPRWH�FDSDFLW\�VWUHQJWKHQLQJ�DQG�WUDLQLQJ�LQ�WKH�ILHOG�RI�HFRQRPLF
DQG�VRFLDO�SROLF\�PDNLQJ��,WV�ZRUN�LV�FDUULHG�RXW�E\�VWDII�UHVHDUFKHUV�DQG�YLVLWLQJ�VFKRODUV� LQ
+HOVLQNL�DQG�WKURXJK�QHWZRUNV�RI�FROODERUDWLQJ�VFKRODUV�DQG�LQVWLWXWLRQV�DURXQG�WKH�ZRUOG�

818�:RUOG�,QVWLWXWH�IRU�'HYHORSPHQW�(FRQRPLFV�5HVHDUFK��818�:,'(5�
.DWDMDQRNDQODLWXUL���%
������+HOVLQNL��)LQODQG

&RS\ULJKW�È�818�:,'(5�����

7KH�SKRWRJUDSK�RI�-RVHSK�(��6WLJOLW]�WDNHQ�E\�3HWUL�3XURPLHV

&DPHUD�UHDG\�W\SHVFULSW�SUHSDUHG�E\�/RUUDLQH�7HOIHU�7DLYDLQHQ�DW�818�:,'(5
3ULQWHG�DW�+DNDSDLQR�2\��+HOVLQNL

7KH� YLHZV� H[SUHVVHG� LQ� WKLV� SXEOLFDWLRQ� DUH� WKRVH� RI� WKH� DXWKRU�V��� 3XEOLFDWLRQ� GRHV� QRW� LPSO\
HQGRUVHPHQW�E\�WKH�,QVWLWXWH�RU�WKH�8QLWHG�1DWLRQV�8QLYHUVLW\�RI�DQ\�RI�WKH�YLHZV�H[SUHVVHG�
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��� 7KH�SURFHVV�RI�ILQDQFLDO�UHIRUP ��
��� )RVWHULQJ�FRPSHWLWLRQ ��
��� *RYHUQPHQW�DFWLQJ�DV�D�FRPSOHPHQW�WR�PDUNHWV ��
��� 0DNLQJ�JRYHUQPHQW�PRUH�HIIHFWLYH ��
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��� $FKLHYLQJ�PXOWLSOH�JRDOV�WKURXJK�MRLQW�LPSOHPHQWDWLRQ�RI
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818�:,'(5�SURYLGHV�D�PXFK�QHHGHG�IRUXP�IRU�QHZ�GHYHORSPHQW�LGHDV��,Q�WKLV
VSLULW� ,� KDYH� JUHDW� SOHDVXUH� LQ� LQWURGXFLQJ� WKH� ����� :,'(5� $QQXDO� /HFWXUH
HQWLWOHG� 0RUH� ,QVWUXPHQWV� DQG� %URDGHU� *RDOV�� 0RYLQJ� 7RZDUG� WKH� 3RVW�
:DVKLQJWRQ� &RQVHQVXV�� E\� 3URIHVVRU� -RVHSK� (�� 6WLJOLW]�� 6HQLRU� 9LFH� 3UHVLGHQW
DQG�&KLHI�(FRQRPLVW�RI�WKH�:RUOG�%DQN��3URIHVVRU�6WLJOLW]�GHOLYHUHG�KLV�OHFWXUH
DW�WKH�+RXVH�RI�(VWDWHV�LQ�+HOVLQNL�RQ���-DQXDU\������

,Q� WKLV� YLEUDQW� HVVD\�� 3URIHVVRU� 6WLJOLW]� SURYLGHV� D� WKRURXJK� FULWLTXH� RI� WKH
µ:DVKLQJWRQ�FRQVHQVXV¶��D�VHW�RI�EHOLHIV�WKDW�KDV�EHFRPH�KLJKO\�LQIOXHQWLDO��+LV
FRJHQW�DQDO\VLV�VKRZV�WKDW�ZKLOH�FHUWDLQ�HOHPHQWV�RI�WKH�:DVKLQJWRQ�FRQVHQVXV�±
IRU�H[DPSOH�ORZ�LQIODWLRQ�DQG�ORZ�EXGJHW�GHILFLWV�±�PLJKW�KDYH�EHHQ�UHOHYDQW�IRU
DGGUHVVLQJ� WKH� HFRQRPLF� FULVHV� RI� /DWLQ� $PHULFD� LQ� WKH� ����V�� WKH\� DUH� QRW
VXIILFLHQW�IRU�DFKLHYLQJ�ORQJ�WHUP�JURZWK��RU�HYHQ�PDFURHFRQRPLF�VWDELOLW\�XQGHU
GLIIHUHQW�FLUFXPVWDQFHV��3URIHVVRU�6WLJOLW]�HPSKDVLVHV�WKH�ODFN�RI�DWWHQWLRQ�RI�WKH
:DVKLQJWRQ� FRQVHQVXV� WR� GHYHORSLQJ� VRXQG� ILQDQFLDO� PDUNHWV� �DV� RSSRVHG� WR
PHUH� ILQDQFLDO� OLEHUDOLVDWLRQ��� 7KLV� LV� ERUQH� RXW� E\� WKH� FXUUHQW� SUREOHPV� LQ� WKH
ILQDQFLDO�VHFWRU�DFURVV�PXFK�RI�(DVW�$VLD�

3URIHVVRU� 6WLJOLW]� DOVR� VWUHVVHV� WKDW� PDUNHW� HFRQRPLHV� DUH� QRW� EXLOW� E\
OLEHUDOLVDWLRQ� DORQH�� 'HYHORSLQJ� DQG� WUDQVLWLRQ� HFRQRPLHV� QHHG� WR� EXLOG
UHJXODWRU\� FDSDFLW\� DQG� HVWDEOLVK� WUXO\� FRPSHWLWLYH� PDUNHWV� WR� RYHUFRPH
DV\PHWULF�LQIRUPDWLRQ�DQG�PDUNHW�LPSHUIHFWLRQV��HVSHFLDOO\�LQ�VHFWRUV�ZKLFK�KDYH
H[SHULHQFHG�PDVV� SULYDWL]DWLRQ� RI� VWDWH� HQWHUSULVHV��2WKHUZLVH�� WKH� QHZ�PDUNHW
HFRQRPLHV�ZLOO�EH�LQHIILFLHQW��DQG�ZLOO�QRW�\LHOG�WKH�EURDG�EDVHG�JURZWK�ZKLFK�LV
VR�HVVHQWLDO�WR�UDLVLQJ�OLYLQJ�VWDQGDUGV�� ,Q�DGGLWLRQ� WR� WKHVH� WDVNV��VWDWH�DFWLRQ�LV
UHTXLUHG� WR� VXSSRUW� SXEOLF� LQYHVWPHQW� LQ� KXPDQ� FDSLWDO�� ZKLFK� UDLVHV� OLYLQJ
VWDQGDUGV�DQG�JURZWK��DQG�WR�DVVLVW�FRXQWULHV�LQ�DGRSWLQJ�QHZ�WHFKQRORJLHV�

,W� LV� QRZ� ZLGHO\� DFFHSWHG� WKDW� JRYHUQPHQWV� FRPSOHPHQW� PDUNHWV�� $� PDUNHW
HFRQRP\�FDQQRW�WKULYH��DQG�WKH�PDMRULW\�RI�SHRSOH�FDQQRW�EHQHILW��ZLWKRXW�ZLVH
JRYHUQPHQW� DQG� HIIHFWLYH� VWDWH� LQVWLWXWLRQV�� 3URIHVVRU� 6WLJOLW]� VKRZV� XV� KRZ� WR
PRYH�EH\RQG� WKH� VLPSOLFLWLHV�RI� WKH�:DVKLQJWRQ� FRQVHQVXV�� DQG� KRZ� FRXQWULHV
WKHPVHOYHV� FDQ� EXLOG� GHYHORSPHQW� VWUDWHJLHV� DSSURSULDWH� WR� WKHLU� QHHGV��:H� DW
818�:,'(5� VKDUH� WKHVH� JRDOV�� DQG� ,� HQFRXUDJH� HYHU\RQH� WR� UHDG� WKLV
SHQHWUDWLQJ�DQDO\VLV�RI�KRZ�PDUNHW�HFRQRPLHV�FDQ�EH�PDGH�WR�ZRUN�EHWWHU�

*LRYDQQL�$QGUHD�&RUQLD
'LUHFWRU��818�:,'(5
+HOVLQNL��0DUFK�����
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-RVHSK�(��6WLJOLW]�LV�FXUUHQWO\�6HQLRU�9LFH
3UHVLGHQW�� 'HYHORSPHQW� (FRQRPLFV� DQG
&KLHI� (FRQRPLVW� RI� WKH� :RUOG� %DQN�
EHLQJ� DSSRLQWHG� LQ� 'HFHPEHU� �����
3UHYLRXVO\��KH�VHUYHG�DV�&KDLUPDQ�RI� WKH
86� &RXQFLO� RI� (FRQRPLF� $GYLVHUV�� DQG
ZDV� DQ� DFWLYH� PHPEHU� RI� 3UHVLGHQW
&OLQWRQ
V� HFRQRPLF� WHDP� IURP� ������ +H
KDV�WDXJKW�DW�6WDQIRUG�VLQFH�������DQG�KH
ZDV�3URIHVVRU�RI�(FRQRPLFV�DW�3ULQFHWRQ
8QLYHUVLW\� ��������� +H� ZDV� DSSRLQWHG
3URIHVVRU� RI� (FRQRPLFV� DW� <DOH
8QLYHUVLW\� LQ� ����� DW� WKH� DJH� RI� ���� DQG
KH�KDV�DOVR�KHOG� WKH�'UXPPRQG�&KDLU� LQ
3ROLWLFDO� (FRQRP\� DW� $OO� 6RXOV� &ROOHJH�
2[IRUG�

'U� 6WLJOLW]� HDUQHG� KLV� %$� IURP� $PKHUVW� &ROOHJH�� KLV� 3K'� IURP� WKH
0DVVDFKXVHWWV� ,QVWLWXWH�RI�7HFKQRORJ\� �0,7��DQG�ZDV� D�)XOOEULJKW�6FKRODU� DQG
7DSS�-XQLRU�5HVHDUFK�)HOORZ�DW�&DPEULGJH�8QLYHUVLW\�

$V� DQ� DFDGHPLF�� 'U� 6WLJOLW]� KHOSHG� FUHDWH� D� QHZ� EUDQFK� RI� HFRQRPLFV� ±� 7KH
(FRQRPLFV�RI� ,QIRUPDWLRQ�±�ZKLFK�KDV�EHHQ�ZLGHO\� DSSOLHG��'U�6WLJOLW]�KHOSHG
SLRQHHU� FRQFHSWV�� VXFK� DV� WKH� WKHRU\� RI� DGYHUVH� VHOHFWLRQ� DQG� PRUDO� KD]DUG�
ZKLFK�KDYH�QRZ�EHFRPH� VWDQGDUG� WRROV�RI�SROLF\� DQDO\VWV� DV�ZHOO� DV� HFRQRPLF
WKHRULVWV��'U�6WLJOLW]�KDV�KHOSHG�UHYLYH�LQWHUHVW�LQ�WKH�HFRQRPLFV�RI�WHFKQRORJLFDO
FKDQJH�DQG�WKH�GHWHUPLQDQWV�RI�ORQJ�UXQ�LQFUHDVHV�LQ�SURGXFWLYLW\�

'U�6WLJOLW]� LV� D� OHDGLQJ� VFKRODU�RI� WKH� HFRQRPLFV�RI� WKH� SXEOLF� VHFWRU��%RWK� KLV
JUDGXDWH� WH[WERRN�� FR�DXWKRUHG� ZLWK� $QWKRQ\� %�� $WNLQVRQ�� DQG� XQGHUJUDGXDWH
WH[WERRN�KDYH�EHHQ�OHDGLQJ�WH[WV�LQ�WKH�VXEMHFW�WKURXJKRXW�WKH�ZRUOG�IRU�WKH�SDVW
GHFDGH��ZLWK�WUDQVODWLRQV�LQ�QLQH�ODQJXDJHV�

,Q� ������ WKH� $PHULFDQ� (FRQRPLF� $VVRFLDWLRQ� DZDUGHG� 'U� 6WLJOLW]� LWV� ELHQQLDO
-RKQ� %DWHV� &ODUN� $ZDUG�� JLYHQ� WR� WKH� HFRQRPLVW� XQGHU� ��� ZKR� KDV� PDGH� WKH
PRVW�VLJQLILFDQW�FRQWULEXWLRQV�WR�HFRQRPLFV�

7KH�ZRUN�RI�'U�6WLJOLW]�KDV�DOVR�EHHQ�UHFRJQL]HG�WKURXJK�KLV�HOHFWLRQ�DV�D�)HOORZ
RI� WKH� 1DWLRQDO� $FDGHP\� RI� 6FLHQFHV�� WKH� $PHULFDQ� $FDGHP\� RI� $UWV� DQG
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6FLHQFHV�� DQG� WKH� (FRQRPHWULF� 6RFLHW\�� 'U� 6WLJOLW]� KDV� UHFHLYHG� LQWHUQDWLRQDO
UHFRJQLWLRQ� WKURXJK� KLV� HOHFWLRQ� DV� D� &RUUHVSRQGLQJ� )HOORZ� RI� WKH� %ULWLVK
$FDGHP\� DQG� DV� UHFLSLHQW� RI� WKH� ,QWHUQDWLRQDO� 3UL]H� DZDUGHG� E\� WKH�$FDGHPLD
/LQFHL�LQ�,WDO\�LQ�������DQ�KRQRUDU\�GRFWRUDWH�IURP�WKH�8QLYHUVLW\�RI�/HXYHQ�LQ
������IURP�%HQ�*XULRQ�8QLYHUVLW\�LQ������DQG�WKH�8$3�6FLHQWLILF�3UL]H��ZKLFK
ZDV�DZDUGHG�LQ�3DULV�LQ������IRU�KLV�FRQWULEXWLRQV�WR�HFRQRPLFV�

'U�6WLJOLW]�ZDV�HOHFWHG�9LFH�3UHVLGHQW�RI�WKH�$PHULFDQ�(FRQRPLF�$VVRFLDWLRQ�LQ
������ DQG� VHUYHG� RQ� LWV� H[HFXWLYH� FRPPLWWHH� IURP� ����� XQWLO� WDNLQJ� XS� KLV
SRVLWLRQ�LQ�WKH�&OLQWRQ�$GPLQLVWUDWLRQ��'U�6WLJOLW]�LV�DOVR�WKH�IRXQGLQJ�(GLWRU�RI
$($¶V�-RXUQDO�RI�(FRQRPLF�3HUVSHFWLYHV��ZKLFK�LV�GHVLJQHG�WR�PDNH�HFRQRPLF
LGHDV�PRUH�DFFHVVLEOH�DQG�PRUH�UHOHYDQW�

'U�6WLJOLW]�KDV�D�UHSXWDWLRQ�DV�RQH�RI�WKH�FRXQWU\¶V� OHDGLQJ�HFRQRPLF�HGXFDWRUV�
$W�6WDQIRUG��KH�WDXJKW�D�ZLGH�UDQJH�RI�JUDGXDWH�DQG�XQGHUJUDGXDWH�FRXUVHV��DQG
GR]HQV�RI�KLV�3K'�VWXGHQWV�QRZ�WHDFK�DW�XQLYHUVLWLHV�WKURXJKRXW�WKH�ZRUOG�

'U� 6WLJOLW]� DOVR� ZRUNHG� DV� D� FRQVXOWDQW� IRU� VHYHUDO� RI� $PHULFD¶V� ODUJHVW
FRUSRUDWLRQV��D�QXPEHU�RI�VWDWHV��DQG�VHYHUDO�LQWHUQDWLRQDO�RUJDQL]DWLRQV�

:KLOH� DW� WKH�&RXQFLO� RI�(FRQRPLF�$GYLVHUV��'U�6WLJOLW]�ZDV� LQYROYHG� LQ�PDQ\
SROLF\�LVVXHV��+H�ZDV�D�OHDGHU�LQ�WKH�$GPLQLVWUDWLRQ¶V�µUHLQYHQWLQJ�JRYHUQPHQW¶
HIIRUWV�� LQFOXGLQJ� WKH�SURSRVDOV� IRU�SHQVLRQ�VLPSOLILFDWLRQ�� FRSRUDWL]DWLRQ�RI� WKH
DLU�WUDIILF�FRQWURO�V\VWHP��+8'�UHRUJDQL]DWLRQ��D�FRPSUHKHQVLYH�QDWXUDO�GLVDVWHU
SROLF\�� QHZ� WUHDVXU\� VHFXULWLHV� �LQGH[HG� ERQGV��� DQG� UHIRUP� RI
WHOHFRPPXQLFDWLRQV��EDQNLQJ��DQG�HQYLURQPHQWDO�UHJXODWLRQV�

'U� 6WLJOLW]� KDV� ZULWWHQ� H[WHQVLYHO\� RQ� WKH� LPSRUWDQW�� EXW� OLPLWHG�� UROH� WKDW� WKH
JRYHUQPHQW�VKRXOG�SOD\�LQ�WKH�HFRQRP\��+H�LV�D�OHDGLQJ�DGYRFDWH�RI�WKH�µPDUNHW
IDLOXUHV¶� DSSURDFK�� ZKLFK� DWWHPSWV� WR� GHOLQHDWH� WKRVH� DUHDV� ±� VXFK� DV� WKH
HQYLURQPHQW��SXEOLF�KHDOWK�DQG�VDIHW\��DQG�UHVHDUFK�±�ZKHUH�WKH�PDUNHW��E\�LWVHOI�
PD\�OHDG�WR�LQHIILFLHQW�RXWFRPHV�DQG�ZKHUH�FRVW�HIIHFWLYH�JRYHUQPHQW�UHPHGLHV
PD\�EH�GHYHORSHG��+H�KDV�DOVR�KDG�D�ORQJ�VWDQGLQJ�FRQFHUQ�DERXW�WKH�IDFWRUV�WKDW
FRQWULEXWH� WR� UDSLG� HFRQRPLF� JURZWK�� WKH� LQWHUSOD\� EHWZHHQ� JURZWK� DQG
GLVWULEXWLRQ��DQG�WKH�(DVW�$VLDQ�PLUDFOH�

6LQFH� FRPLQJ� WR� WKH� :RUOG� %DQN�� KH� KDV� EHHQ� HQJDJHG� LQ� LQWURGXFLQJ�
UHLQIRUFLQJ��DQG�LQWHJUDWLQJ�SHUVSHFWLYHV�RQ�WKH�UROH�RI� WKH�6WDWH�DQG�WKH� IDFWRUV
WKDW� FRQWULEXWH� WR� JURZWK� ZLWK� HTXDOLW\� LQ� ERWK� WKH� %DQN¶V� SROLF\� DGYLFH�
RSHUDWLRQV�DQG� UHVHDUFK��+H�KDV�SOD\HG� D�SDUWLFXODUO\� DFWLYH� UROH� LQ�KHOSLQJ� WKH
:RUOG�%DQN�WUDQVIRUP�LWVHOI�LQWR�D�.QRZOHGJH�%DQN�
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,� ZRXOG� OLNH� WR� GLVFXVV� LPSURYHPHQWV� LQ� RXU� XQGHUVWDQGLQJ� RI� HFRQRPLF
GHYHORSPHQW��LQ�SDUWLFXODU�WKH�HPHUJHQFH�RI�ZKDW�LV�VRPHWLPHV�FDOOHG�WKH�µSRVW±
:DVKLQJWRQ� FRQVHQVXV¶��0\� UHPDUNV� HODERUDWH�RQ� WZR� WKHPHV��7KH� ILUVW� LV� WKDW
ZH�KDYH�FRPH�WR�D�EHWWHU�XQGHUVWDQGLQJ�RI�ZKDW�PDNHV�PDUNHWV�ZRUN�ZHOO��7KH
:DVKLQJWRQ�FRQVHQVXV�KHOG�WKDW�JRRG�HFRQRPLF�SHUIRUPDQFH�UHTXLUHG�OLEHUDOL]HG
WUDGH��PDFURHFRQRPLF� VWDELOLW\�� DQG�JHWWLQJ�SULFHV� ULJKW� �VHH�:LOOLDPVRQ�������
2QFH�WKH�JRYHUQPHQW�GHDOW�ZLWK�WKHVH�LVVXHV�±�HVVHQWLDOO\��RQFH�WKH�JRYHUQPHQW
µJRW�RXW�RI� WKH�ZD\¶�±�SULYDWH�PDUNHWV�ZRXOG� DOORFDWH� UHVRXUFHV� HIILFLHQWO\� DQG
JHQHUDWH�UREXVW�JURZWK��7R�EH�VXUH��DOO�RI�WKHVH�DUH�LPSRUWDQW�IRU�PDUNHWV�WR�ZRUN
ZHOO�� LW� LV� YHU\�GLIILFXOW� IRU� LQYHVWRUV� WR�PDNH� JRRG� GHFLVLRQV�ZKHQ� LQIODWLRQ� LV
UXQQLQJ�DW�����SHU�FHQW�D�\HDU�DQG�,6�KLJKO\�YDULDEOH��%XW�WKH�SROLFLHV�DGYDQFHG
E\� WKH� :DVKLQJWRQ� FRQVHQVXV� DUH� QRW� FRPSOHWH�� DQG� WKH\� DUH� VRPHWLPHV
PLVJXLGHG�� 0DNLQJ� PDUNHWV� ZRUN� UHTXLUHV� PRUH� WKDQ� MXVW� ORZ� LQIODWLRQ�� LW
UHTXLUHV�VRXQG�ILQDQFLDO�UHJXODWLRQ��FRPSHWLWLRQ�SROLF\��DQG�SROLFLHV�WR�IDFLOLWDWH
WKH� WUDQVIHU� RI� WHFKQRORJ\� DQG� WR� HQFRXUDJH� WUDQVSDUHQF\�� WR� FLWH� VRPH
IXQGDPHQWDO�LVVXHV�QHJOHFWHG�E\�WKH�:DVKLQJWRQ�FRQVHQVXV�

2XU� XQGHUVWDQGLQJ� RI� WKH� LQVWUXPHQWV� QHHGHG� WR� SURPRWH� ZHOO�IXQFWLRQLQJ
PDUNHWV� KDV� DOVR� LPSURYHG�� DQG� ZH� KDYH� EURDGHQHG� WKH� REMHFWLYHV� RI
GHYHORSPHQW�WR�LQFOXGH�RWKHU�JRDOV��VXFK�DV�VXVWDLQDEOH�GHYHORSPHQW��HJDOLWDULDQ
GHYHORSPHQW�� DQG� GHPRFUDWLF� GHYHORSPHQW�� $Q� LPSRUWDQW� SDUW� RI� GHYHORSPHQW
WRGD\� LV� VHHNLQJ� FRPSOHPHQWDU\� VWUDWHJLHV� WKDW� DGYDQFH� WKHVH� JRDOV
VLPXOWDQHRXVO\�� ,Q�RXU�VHDUFK�IRU� WKHVH�SROLFLHV��KRZHYHU��ZH�VKRXOG�QRW� LJQRUH
WKH�LQHYLWDEOH�WUDGHRIIV��7KLV�LV�WKH�VHFRQG�WKHPH�,�ZLOO�DGGUHVV�
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%HIRUH�GLVFXVVLQJ� WKHVH� WKHPHV�� ,�ZRXOG� OLNH� WR� DGGUHVV� WKH� LPSOLFDWLRQV�RI� WKH
FXUUHQW�(DVW�$VLDQ�FULVLV�IRU�RXU�WKLQNLQJ�DERXW�GHYHORSPHQW��2EVHUYDWLRQ�RI�WKH
VXFFHVVIXO��VRPH�HYHQ�VD\�PLUDFXORXV��GHYHORSPHQW�RI�(DVW�$VLD�ZDV�RQH�RI�WKH
PRWLYDWLRQV�IRU�PRYLQJ�EH\RQG�WKH�:DVKLQJWRQ�FRQVHQVXV��$IWHU�DOO��KHUH�ZDV�D
UHJLRQDO� FOXVWHU� RI� FRXQWULHV� WKDW� KDG� QRW� FORVHO\� IROORZHG� WKH� :DVKLQJWRQ
FRQVHQVXV� SUHVFULSWLRQV� EXW� KDG� VRPHKRZ� PDQDJHG� WKH� PRVW� VXFFHVVIXO
GHYHORSPHQW�LQ�KLVWRU\��7R�EH�VXUH��PDQ\�RI�WKHLU�SROLFLHV�±�VXFK�DV�ORZ�LQIODWLRQ
DQG� ILVFDO� SUXGHQFH� ±� ZHUH� SHUIHFWO\� LQ� OLQH� ZLWK� WKH� :DVKLQJWRQ� FRQVHQVXV�
6HYHUDO� DVSHFWV� RI� WKHLU� VWUDWHJ\�� VXFK� DV� DQ� HPSKDVLV� RQ� HJDOLWDULDQ� SROLFLHV�
ZKLOH� QRW� DW� RGGV�ZLWK� WKH�:DVKLQJWRQ� FRQVHQVXV��ZHUH� QRW� HPSKDVL]HG� E\� LW�
7KHLU�LQGXVWULDO�SROLF\��GHVLJQHG�WR�FORVH�WKH�WHFKQRORJLFDO�JDS�EHWZHHQ�WKHP�DQG
WKH� PRUH� DGYDQFHG� FRXQWULHV�� ZDV� DFWXDOO\� FRQWUDU\� WR� WKH� VSLULW� RI� WKH
:DVKLQJWRQ�FRQVHQVXV��7KHVH�REVHUYDWLRQV�ZHUH�WKH�EDVLV�IRU�WKH�:RUOG�%DQN¶V
(DVW� $VLDQ� 0LUDFOH� VWXG\� �:RUOG� %DQN� ������� DQG� VWLPXODWHG� WKH� UHFHQW
UHWKLQNLQJ�RI�WKH�UROH�RI�WKH�VWDWH�LQ�HFRQRPLF�GHYHORSPHQW��VHH�6WLJOLW]�������

6LQFH�WKH�ILQDQFLDO�FULVLV��WKH�(DVW�$VLDQ�HFRQRPLHV�KDYH�EHHQ�ZLGHO\�FRQGHPQHG
IRU�WKHLU�PLVJXLGHG�HFRQRPLF�SROLFLHV��ZKLFK�DUH�VHHQ�DV�UHVSRQVLEOH�IRU�WKH�PHVV
LQ�ZKLFK� WKRVH� HFRQRPLHV� ILQG� WKHPVHOYHV� WRGD\�� 6RPH� LGHRORJXHV� KDYH� WDNHQ
DGYDQWDJH� RI� WKH� FXUUHQW� SUREOHPV� LQ� (DVW� $VLD� WR� VXJJHVW� WKDW� WKH� V\VWHP� RI
DFWLYH�VWDWH�LQWHUYHQWLRQ�LV�WKH�URRW�RI�WKH�SUREOHP��7KH\�SRLQW�WR�WKH�JRYHUQPHQW�
GLUHFWHG� ORDQV� DQG� WKH� FR]\� UHODWLRQV� EHWZHHQ� WKH� JRYHUQPHQW� DQG� WKH� ODUJH
FKDHERO�LQ�WKH�5HSXEOLF�RI�.RUHD��,Q�GRLQJ�VR��WKH\�RYHUORRN�WKH�VXFFHVVHV�RI�WKH
SDVW� WKUHH� GHFDGHV�� WR� ZKLFK� WKH� JRYHUQPHQW�� GHVSLWH� RFFDVLRQDO� PLVWDNHV�� KDV
FHUWDLQO\�FRQWULEXWHG��7KHVH�DFKLHYHPHQWV��ZKLFK�LQFOXGH�QRW�RQO\�ODUJH�LQFUHDVHV
LQ� SHU� FDSLWD� *'3� EXW� DOVR� LQFUHDVHV� LQ� OLIH� H[SHFWDQF\�� WKH� H[WHQVLRQ� RI
HGXFDWLRQ�� DQG� D� GUDPDWLF� UHGXFWLRQ� LQ� SRYHUW\�� DUH� UHDO� DQG� ZLOO� SURYH� PRUH
ODVWLQJ�WKDQ�WKH�FXUUHQW�ILQDQFLDO�WXUPRLO�

(YHQ� ZKHQ� WKH� JRYHUQPHQWV� GLUHFWO\� XQGHUWRRN� DFWLRQV� WKHPVHOYHV�� WKH\� KDG
QRWDEOH�DFKLHYHPHQWV��7KH�IDFW�WKDW�WKH\�FUHDWHG�WKH�PRVW�HIILFLHQW�VWHHO�SODQWV�LQ
WKH� ZRUOG� FKDOOHQJHV� WKH� SULYDWL]DWLRQ� LGHRORJXHV� ZKR� VXJJHVWHG� WKDW� VXFK
VXFFHVVHV�DUH�DW�EHVW�D�IOXNH��DQG�DW�ZRUVW�LPSRVVLEOH��1HYHUWKHOHVV��,�DJUHH�WKDW�
LQ� JHQHUDO�� JRYHUQPHQW� VKRXOG� IRFXV� RQ� ZKDW� LW� DORQH� FDQ� GR� DQG� OHDYH� WKH
SURGXFWLRQ� RI� FRPPRGLWLHV� OLNH� VWHHO� WR� WKH� SULYDWH� VHFWRU��%XW� WKH� KHDUW� RI� WKH
FXUUHQW�SUREOHP�LQ�PRVW�FDVHV�LV�QRW�WKDW�JRYHUQPHQW�KDV�GRQH�WRR�PXFK�LQ�HYHU\
DUHD�EXW�WKDW�LW�KDV�GRQH�WRR�OLWWOH�LQ�VRPH�DUHDV��,Q�7KDLODQG�WKH�SUREOHP�ZDV�QRW
WKDW�WKH�JRYHUQPHQW�GLUHFWHG�LQYHVWPHQWV�LQWR�UHDO�HVWDWH��LW�ZDV�WKDW�JRYHUQPHQW
UHJXODWRUV� IDLOHG� WR� KDOW� LW�� 6LPLODUO\�� WKH� 5HSXEOLF� RI� .RUHD� VXIIHUHG� IURP
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SUREOHPV�LQFOXGLQJ�RYHUOHQGLQJ�WR�FRPSDQLHV�ZLWK�H[FHVVLYHO\�KLJK�OHYHUDJH�DQG
ZHDN� FRUSRUDWH� JRYHUQDQFH�� 7KH� IDXOW� LV� QRW� WKDW� WKH� JRYHUQPHQW� PLVGLUHFWHG
FUHGLW� ±� WKH� IDFW� WKH� FXUUHQW� WXUPRLO�ZDV�SUHFLSLWDWHG�E\� ORDQV� E\� VR�PDQ\�86�
(XURSHDQ� DQG� -DSDQHVH� EDQNV� VXJJHVWV� WKDW� PDUNHW� HQWLWLHV� PD\� DOVR� KDYH
VHULRXVO\�PLVGLUHFWHG� FUHGLW�� ,QVWHDG� WKH�SUREOHP�ZDV� WKH�JRYHUQPHQW¶V� ODFN� RI
DFWLRQ�� WKH� IDFW� WKDW� WKH�JRYHUQPHQW�XQGHUHVWLPDWHG� WKH� LPSRUWDQFH�RI� ILQDQFLDO
UHJXODWLRQ�DQG�FRUSRUDWH�JRYHUQDQFH��

7KH�FXUUHQW�FULVLV�LQ�(DVW�$VLD�LV�QRW�D�UHIXWDWLRQ�RI�WKH�(DVW�$VLDQ�PLUDFOH��7KH
EDVLF� IDFWV� UHPDLQ�� QR� RWKHU� UHJLRQ� LQ� WKH�ZRUOG� KDV� HYHU� KDG� LQFRPHV� ULVH� VR
GUDPDWLFDOO\�DQG�VHHQ�VR�PDQ\�SHRSOH�PRYH�RXW�RI�SRYHUW\�LQ�VXFK�D�VKRUW�WLPH�
7KH� PRUH� GRJPDWLF� YHUVLRQV� RI� WKH� :DVKLQJWRQ� FRQVHQVXV� IDLO� WR� SURYLGH� WKH
ULJKW� IUDPHZRUN� IRU� XQGHUVWDQGLQJ� HLWKHU� WKH� VXFFHVV� RI� WKH� (DVW� $VLDQ
HFRQRPLHV�RU�WKHLU�FXUUHQW�WURXEOHV��5HVSRQVHV�WR�(DVW�$VLD¶V�FULVLV�JURXQGHG�LQ
WKHVH� YLHZV� RI� WKH�ZRUOG� DUH� OLNHO\� WR� EH�� DW� EHVW�� EDGO\� IODZHG� DQG�� DW� ZRUVW�
FRXQWHUSURGXFWLYH�

���������������������������������������������
�� 7KHUH� DUH�� WR� EH� VXUH�� PDQ\� RWKHU� GLPHQVLRQV� WR� WKH� WXUPRLO��0LVJXLGHG� IRUHLJQ� H[FKDQJH
SROLFLHV�DQG�WKH�SRWHQWLDO�IRU�SROLWLFDO�LQVWDELOLW\�DUH�D�IHZ�RWKHU�VLJQLILFDQW�LVVXHV�WKDW�,�GLVFXVV
DW�PRUH�OHQJWK�LQ�6WLJOLW]��������
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7KH�:DVKLQJWRQ�FRQVHQVXV�ZDV�FDWDO\]HG�E\� WKH�H[SHULHQFH�RI�/DWLQ�$PHULFDQ
FRXQWULHV� LQ� WKH�����V��$W� WKH� WLPH�PDUNHWV� LQ� WKH� UHJLRQ�ZHUH� QRW� IXQFWLRQLQJ
ZHOO�� SDUWO\� WKH� UHVXOW� RI� G\VIXQFWLRQDO� SXEOLF� SROLFLHV�� *13� GHFOLQHG� IRU� WKUHH
FRQVHFXWLYH�\HDUV��%XGJHW�GHILFLWV�ZHUH�YHU\�KLJK�±�VRPH�ZHUH�LQ�WKH�UDQJH�RI��±
���SHU�FHQW�RI�*'3��±�DQG�WKH�VSHQGLQJ�XQGHUO\LQJ�WKHP�ZDV�EHLQJ�XVHG�QRW�VR
PXFK�IRU�SURGXFWLYH�LQYHVWPHQWV�DV�IRU�VXEVLGLHV�WR�WKH�KXJH�DQG�LQHIILFLHQW�VWDWH
VHFWRU��:LWK� VWURQJ� FXUEV� RQ� LPSRUWV�� DQG� UHODWLYHO\� OLWWOH� HPSKDVLV� RQ� H[SRUWV�
ILUPV�KDG�LQVXIILFLHQW� LQFHQWLYHV� WR� LQFUHDVH�HIILFLHQF\�RU�PDLQWDLQ� LQWHUQDWLRQDO
TXDOLW\�VWDQGDUGV��$W�ILUVW�GHILFLWV�ZHUH�ILQDQFHG�E\�ERUURZLQJ�±� LQFOXGLQJ�YHU\
KHDY\�ERUURZLQJ�IURP�DEURDG��%DQNHUV�WU\LQJ�WR�UHF\FOH�SHWURGROODUV�ZHUH�TXLFN
WR�OHQG�DQG�ORZ�UHDO�LQWHUHVW�UDWHV�PDGH�ERUURZLQJ�YHU\�DWWUDFWLYH��HYHQ�IRU�ORZ�
UHWXUQ�LQYHVWPHQWV��$IWHU�������WKRXJK��UHDO�LQWHUHVW�UDWH�LQFUHDVHV�LQ�WKH�8QLWHG
6WDWHV�UHVWULFWHG�FRQWLQXHG�ERUURZLQJ�DQG�UDLVHG�WKH�EXUGHQ�RI�LQWHUHVW�SD\PHQWV�
IRUFLQJ� PDQ\� FRXQWULHV� WR� WXUQ� WR� VHLJQRUDJH� WR� ILQDQFH� WKH� JDS� EHWZHHQ� WKH
FRQWLQXHG� KLJK� OHYHO� RI� SXEOLF� VSHQGLQJ� �DXJPHQWHG� E\� VRDULQJ� LQWHUHVW
SD\PHQWV�� DQG� WKH� VKULQNLQJ� WD[� EDVH��7KH� UHVXOW�ZDV� YHU\� KLJK� DQG� H[WUHPHO\
YDULDEOH�LQIODWLRQ��,Q�WKLV�HQYLURQPHQW��PRQH\�EHFDPH�D�PXFK�FRVWOLHU�PHDQV�RI
H[FKDQJH�� HFRQRPLF� EHKDYLRU�ZDV� GLYHUWHG� WRZDUG� SURWHFWLQJ� YDOXH� UDWKHU� WKDQ
PDNLQJ�SURGXFWLYH�LQYHVWPHQWV��DQG�WKH�UHODWLYH�SULFH�YDULDELOLW\�LQGXFHG�E\� WKH
KLJK� LQIODWLRQ� XQGHUPLQHG� RQH� RI� WKH� SULPDU\� IXQFWLRQV� RI� WKH� SULFH� V\VWHP�
FRQYH\LQJ�LQIRUPDWLRQ�

7KH� VR�FDOOHG� µ:DVKLQJWRQ� FRQVHQVXV¶� RI� 86� HFRQRPLF� RIILFLDOV�� WKH
,QWHUQDWLRQDO� 0RQHWDU\� )XQG� �,0)��� DQG� WKH� :RUOG� %DQN� ZDV� IRUPHG� LQ� WKH
PLGVW� RI� WKHVH� VHULRXV� SUREOHPV�� 1RZ� LV� D� JRRG� WLPH� WR� UH�H[DPLQH� WKLV
FRQVHQVXV�� 0DQ\� FRXQWULHV�� VXFK� DV� $UJHQWLQD� DQG� %UD]LO�� KDYH� SXUVXHG
VXFFHVVIXO� VWDELOL]DWLRQV�� WKH� FKDOOHQJHV� WKH\� IDFH� DUH� LQ� GHVLJQLQJ� WKH� VHFRQG
JHQHUDWLRQ� RI� UHIRUPV�� 6WLOO� RWKHU� FRXQWULHV� KDYH� DOZD\V� KDG� UHODWLYHO\� JRRG
SROLFLHV�RU�IDFH�SUREOHPV�TXLWH�GLIIHUHQW�IURP�WKRVH�RI�/DWLQ�$PHULFD��(DVW�$VLDQ
JRYHUQPHQWV�KDYH�� IRU� LQVWDQFH��EHHQ� UXQQLQJ�EXGJHW�VXUSOXVHV�� LQIODWLRQ� LV� ORZ
DQG��EHIRUH�WKH�GHYDOXDWLRQV��ZDV�IDOOLQJ�LQ�PDQ\�FRXQWULHV��VHH�ILJXUHV���DQG����
7KH�RULJLQV�RI� WKH�FXUUHQW� ILQDQFLDO� FULVHV� OLH� HOVHZKHUH�DQG� WKHLU� VROXWLRQV�ZLOO
QRW�EH�IRXQG�LQ�WKH�:DVKLQJWRQ�FRQVHQVXV�

���������������������������������������������
��$UJHQWLQD�� IRU� H[DPSOH�� KDG�D�GHILFLW� RI� RYHU���SHU� FHQW� RI�*'3� LQ������DQG���SHU� FHQW� LQ
������&RORPELD¶V�EXGJHW�GHILFLW�ZDV�RYHU���SHU� FHQW� IURP������ WR������� DQG�%UD]LO¶V� GHILFLW
LQFUHDVHG�IURP����SHU�FHQW�LQ������WR����SHU�FHQW�E\�������:RUOG�%DQN������G��
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7KH� IRFXV� RQ� LQIODWLRQ� ±� WKH� FHQWUDO� PDFURHFRQRPLF� PDODG\� RI� WKH� /DWLQ
$PHULFDQ�FRXQWULHV��ZKLFK�SURYLGHG�WKH�EDFNGURS�IRU�WKH�:DVKLQJWRQ�FRQVHQVXV
±� KDV� OHG� WR� PDFURHFRQRPLF� SROLFLHV� WKDW� PD\� QRW� EH� WKH� PRVW� FRQGXFLYH� IRU
ORQJ�WHUP� HFRQRPLF� JURZWK�� DQG� LW� KDV� GHWUDFWHG� DWWHQWLRQ� IURP� RWKHU� PDMRU
VRXUFHV� RI� PDFUR�LQVWDELOLW\�� QDPHO\�� ZHDN� ILQDQFLDO� VHFWRUV�� ,Q� WKH� FDVH� RI
ILQDQFLDO� PDUNHWV� WKH� IRFXV� RQ� IUHHLQJ� XS� PDUNHWV� PD\� KDYH� KDG� WKH� SHUYHUVH
HIIHFW� RI� FRQWULEXWLQJ� WR�PDFURHFRQRPLF� LQVWDELOLW\� E\�ZHDNHQLQJ� WKH� ILQDQFLDO
VHFWRU�� 0RUH� EURDGO\�� LQ� IRFXVLQJ� RQ� WUDGH� OLEHUDOL]DWLRQ�� GHUHJXODWLRQ�� DQG
SULYDWL]DWLRQ�� SROLF\PDNHUV� LJQRUHG� RWKHU� LPSRUWDQW� LQJUHGLHQWV�� PRVW� QRWDEO\
FRPSHWLWLRQ��WKDW�DUH�UHTXLUHG�WR�PDNH�DQ�HIIHFWLYH�PDUNHW�HFRQRP\��7KHVH�PD\
EH� DW� OHDVW� DV� LPSRUWDQW� DV� WKH� VWDQGDUG� HFRQRPLF� SUHVFULSWLRQV� LQ� GHWHUPLQLQJ
ORQJ�WHUP�HFRQRPLF�VXFFHVV��

FIGURE 1
PUBLIC SECTOR DEFICITS: LATIN AMERICA VERSUS EAST ASIA

Note: calculations based on data from IMF International Financial Statistics Database. Figures for
Thailand are from 1995.

2WKHU� HVVHQWLDO� LQJUHGLHQWV� ZHUH� DOVR� OHIW� RXW� RU� XQGHUHPSKDVL]HG� E\� WKH
:DVKLQJWRQ� FRQVHQVXV��2QH�� HGXFDWLRQ�� KDV� EHHQ�ZLGHO\� UHFRJQL]HG�ZLWKLQ� WKH
GHYHORSPHQW� FRPPXQLW\�� RWKHUV�� VXFK� DV� WKH� LPSURYHPHQW� RI� WHFKQRORJ\�� PD\
QRW�KDYH�UHFHLYHG�WKH�DWWHQWLRQ�WKH\�GHVHUYH�

���������������������������������������������
�� 6HH� 9LFNHUV� DQG� <DUURZ� ������� IRU� D� IXOOHU� GLVFXVVLRQ� RI� SULYDWL]DWLRQ�� FRPSHWLWLRQ�� DQG
LQFHQWLYHV�
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7KH�VXFFHVV�RI�WKH�:DVKLQJWRQ�FRQVHQVXV�DV�DQ�LQWHOOHFWXDO�GRFWULQH�UHVWV�RQ�LWV
VLPSOLFLW\�� LWV� SROLF\� UHFRPPHQGDWLRQV� FRXOG� EH� DGPLQLVWHUHG� E\� HFRQRPLVWV
XVLQJ�OLWWOH�PRUH�WKDQ�VLPSOH�DFFRXQWLQJ�IUDPHZRUNV��$�IHZ�HFRQRPLF�LQGLFDWRUV
±�LQIODWLRQ��PRQH\�VXSSO\�JURZWK��LQWHUHVW�UDWHV��EXGJHW�DQG�WUDGH�GHILFLWV�±�FRXOG
VHUYH� DV� WKH� EDVLV� IRU� D� VHW� RI� SROLF\� UHFRPPHQGDWLRQV�� ,QGHHG�� LQ� VRPH� FDVHV
HFRQRPLVWV�ZRXOG�IO\�LQWR�D�FRXQWU\��ORRN�DW�DQG�DWWHPSW�WR�YHULI\�WKHVH�GDWD��DQG
PDNH�PDFURHFRQRPLF�UHFRPPHQGDWLRQV�IRU�SROLF\�UHIRUPV�DOO� LQ� WKH� VSDFH�RI�D
FRXSOH�RI�ZHHNV��

FIGURE 2
INFLATION: LATIN AMERICA VERSUS EAST ASIA

Note: unweighted regional averages based on World Development Indicators 1997 data.

7KHUH�DUH�LPSRUWDQW�DGYDQWDJHV�WR�WKH�:DVKLQJWRQ�FRQVHQVXV�DSSURDFK�WR�SROLF\
DGYLFH�� ,W� IRFXVHV� RQ� LVVXHV� RI� ILUVW�RUGHU� LPSRUWDQFH�� LW� VHWV� XS� DQ� HDVLO\
UHSURGXFLEOH�IUDPHZRUN�ZKLFK�FDQ�EH�XVHG�E\�D�ODUJH�RUJDQL]DWLRQ�ZRUULHG�DERXW

���������������������������������������������
�� 7KHVH� LVVXHV� FDPH� XS� LQ� WKH� PDQDJHPHQW� RI� WKH� 8�6�� HFRQRP\�� $OWKRXJK� PXFK� UHVHDUFK
VKRZHG�WKDW�WKH�8QLWHG�6WDWHV�ZDV�DEOH�WR�RSHUDWH�DW�ORZHU�OHYHOV�RI�XQHPSOR\PHQW�ZLWKRXW�DQ
DFFHOHUDWLRQ� RI� LQIODWLRQ�� UHSRUWV� IURP� VRPH� LQWHUQDWLRQDO� LQVWLWXWLRQV�� XVLQJ� RYHUVLPSOLILHG
PRGHOV�RI� WKH�8�6��HFRQRP\�� UHFRPPHQGHG� WLJKWHQLQJ�PRQHWDU\�SROLF\��+DG� WKLV�DGYLFH�EHHQ
IROORZHG��WKH�UHPDUNDEOH�HFRQRPLF�H[SDQVLRQ��DQG�WKH�UHVXOWLQJ�ORZ�XQHPSOR\PHQW�UDWH�ZKLFK
KDV� EURXJKW� PDUJLQDOL]HG� JURXSV� LQWR� WKH� ODERU� IRUFH�� UHGXFHG� SRYHUW\�� DQG� FRQWULEXWHG
VXEVWDQWLDOO\�WR�WKH�UHGXFWLRQ�RI�ZHOIDUH�UROOV��ZRXOG�DOO�KDYH�EHHQ�WKZDUWHG��VHH�&KDSWHU���RI
WKH�(FRQRPLF�5HSRUW�RI�WKH�3UHVLGHQW������IRU�VRPH�RI�WKLV�DQDO\VLV��
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UHFRPPHQGDWLRQV�GHSHQGLQJ�RQ�SDUWLFXODU�LQGLYLGXDOV¶�YLHZSRLQWV��DQG�LW�LV�IUDQN
DERXW� OLPLWLQJ� LWVHOI�RQO\� WR� HVWDEOLVKLQJ� WKH�SUHUHTXLVLWHV� IRU�GHYHORSPHQW��%XW
WKH�:DVKLQJWRQ�FRQVHQVXV�GRHV�QRW�RIIHU�DQVZHUV�WR�HYHU\�LPSRUWDQW�TXHVWLRQ�LQ
GHYHORSPHQW�

,Q�FRQWUDVW�� WKH� LGHDV� WKDW� ,�SUHVHQW�KHUH�DUH��XQIRUWXQDWHO\��QRW�VR�VLPSOH��7KH\
DUH�QRW�HDV\�WR�DUWLFXODWH�DV�GRJPD�QRU�WR�LPSOHPHQW�DV�SROLF\��7KHUH�DUH�QR�HDV\�
WR�UHDG� WKHUPRPHWHUV� RI� WKH� HFRQRP\¶V� KHDOWK� DQG�� ZRUVH� VWLOO�� WKHUH� PD\� EH
WUDGHRIIV��LQ�ZKLFK�HFRQRPLVWV��HVSHFLDOO\�RXWVLGH�HFRQRPLVWV��VKRXOG�OLPLW�WKHLU
UROH�WR�GHVFULELQJ�FRQVHTXHQFHV�RI�DOWHUQDWLYH�SROLFLHV��7KH�SROLWLFDO�SURFHVV�PD\
DFWXDOO\�KDYH�DQ� LPSRUWDQW� VD\� LQ� WKH�FKRLFHV�RI� HFRQRPLF�GLUHFWLRQ��(FRQRPLF
SROLF\�PD\�QRW�EH�MXVW�D�PDWWHU�IRU�WHFKQLFDO�H[SHUWV��7KHVH�FRQIOLFWV�EHFRPH�DOO
WKH�PRUH�LPSRUWDQW�ZKHQ�ZH�FRPH�WR�EURDGHQ�WKH�REMHFWLYHV��LQ�WKH�ILQDO�SDUW�RI
WKLV�SDSHU�

7KLV�SDUW�RI�WKH�SDSHU�IRFXVHV�RQ�HQKDQFLQJ�WKH�HIILFLHQF\�RI�WKH�HFRQRP\��,�ZLOO
GLVFXVV� PDFUR�VWDELOLW\� DQG� OLEHUDOL]DWLRQ� ±� WZR� VHWV� RI� LVVXHV� ZKLFK� WKH
:DVKLQJWRQ�FRQVHQVXV�ZDV�FRQFHUQHG�DERXW�±�DV�ZHOO�DV�ILQDQFLDO�VHFWRU�UHIRUP�
WKH�JRYHUQPHQW¶V�UROH�DV�D�FRPSOHPHQW�WR�WKH�SULYDWH�VHFWRU��DQG�LPSURYLQJ� WKH
VWDWH¶V� HIIHFWLYHQHVV� ±� LVVXHV� WKDW� ZHUH� QRW� LQFOXGHG� LQ� WKH� FRQVHQVXV�� ,� VKDOO
DUJXH�WKDW�WKH�PHVVDJHV�RI�WKH�:DVKLQJWRQ�FRQVHQVXV�LQ�WKH�WZR�FRUH�DUHDV�DUH�DW
EHVW�LQFRPSOHWH�DQG�DW�ZRUVH�PLVJXLGHG��:KLOH�PDFUR�VWDELOLW\�LV�LPSRUWDQW��IRU
H[DPSOH�� LQIODWLRQ� LV� QRW� DOZD\V� LWV� PRVW� HVVHQWLDO� FRPSRQHQW�� 7UDGH
OLEHUDOL]DWLRQ�DQG�SULYDWL]DWLRQ�DUH�NH\�SDUWV�RI�VRXQG�PDFUR�HFRQRPLF�SROLFLHV�
EXW�WKH\�DUH�QRW�HQGV�LQ�WKHPVHOYHV��7KH\�DUH�PHDQV�WR�WKH�HQG�RI�D�OHVV�GLVWRUWHG�
PRUH� FRPSHWLWLYH�� PRUH� HIILFLHQW� PDUNHWSODFH� DQG� PXVW� EH� FRPSOHPHQWHG� E\
HIIHFWLYH�UHJXODWLRQ�DQG�FRPSHWLWLRQ�SROLFLHV�

��� $FKLHYLQJ�PDFURHFRQRPLF�VWDELOLW\

����� &RQWUROOLQJ�LQIODWLRQ

3UREDEO\� WKH� PRVW� LPSRUWDQW� SROLF\� SUHVFULSWLRQ� RI� WKH� VWDELOL]DWLRQ� SDFNDJHV
SURPRWHG�E\�WKH�:DVKLQJWRQ�FRQVHQVXV�ZDV�FRQWUROOLQJ�LQIODWLRQ��7KH�DUJXPHQW
IRU� DJJUHVVLYH�� SUHHPSWLYH� VWULNHV� DJDLQVW� LQIODWLRQ� LV� EDVHG� RQ� WKUHH� SUHPLVHV�
7KH�PRVW�IXQGDPHQWDO�LV�WKDW�LQIODWLRQ�LV�FRVWO\�DQG�VKRXOG� WKHUHIRUH�EH�DYHUWHG
RU� ORZHUHG�� 7KH� VHFRQG� SUHPLVH� LV� WKDW� RQFH� LQIODWLRQ� VWDUWV� WR� ULVH� LW� KDV� D
WHQGHQF\�WR�DFFHOHUDWH�RXW�RI�FRQWURO��7KLV�EHOLHI�SURYLGHV�D�VWURQJ�PRWLYDWLRQ�IRU
SUHHPSWLYH�VWULNHV�DJDLQVW�LQIODWLRQ��ZLWK�WKH�ULVN�RI�DQ�LQFUHDVH�LQ�LQIODWLRQ�EHLQJ
ZHLJKHG� IDU� PRUH� KHDYLO\� WKDQ� WKH� ULVN� RI� DGYHUVH� HIIHFWV� RQ� RXWSXW� DQG
XQHPSOR\PHQW��7KH�WKLUG�SUHPLVH�LV�WKDW�LQFUHDVHV�LQ�LQIODWLRQ�DUH�YHU\�FRVWO\�WR
UHYHUVH��7KLV�OLQH�RI�WKRXJKW�LPSOLHV�WKDW�HYHQ�LI�PDLQWDLQLQJ�ORZ�XQHPSOR\PHQW
ZHUH� YDOXHG� PRUH� KLJKO\� WKDQ� PDLQWDLQLQJ� ORZ� LQIODWLRQ�� VWHSV� ZRXOG� VWLOO� EH
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WDNHQ�WR�NHHS�LQIODWLRQ�IURP�LQFUHDVLQJ�WRGD\�LQ�RUGHU�WR�DYRLG�KDYLQJ�WR�LQGXFH
ODUJH� UHFHVVLRQV� WR� EULQJ� WKH� LQIODWLRQ� UDWH� GRZQ� ODWHU� RQ�� $OO� WKUHH� RI� WKHVH
SUHPLVHV�FDQ�EH�WHVWHG�HPSLULFDOO\�

,�KDYH�GLVFXVVHG�WKLV�HYLGHQFH�LQ�PRUH�GHWDLO�HOVHZKHUH��6WLJOLW]�����D���+HUH� ,
ZRXOG� OLNH� WR� VXPPDUL]H� LW� EULHIO\�� 7KH� HYLGHQFH� KDV� VKRZQ� RQO\� WKDW� KLJK
LQIODWLRQ�LV�FRVWO\��%UXQR�DQG�(DVWHUO\��������IRXQG�WKDW�ZKHQ�FRXQWULHV�FURVV�WKH
WKUHVKROG� RI� ��� SHU� FHQW� DQQXDO� LQIODWLRQ�� WKH\� IDOO� LQWR� D� KLJK�LQIODWLRQ�ORZ�
JURZWK� WUDS��%HORZ� WKDW� OHYHO�� KRZHYHU�� WKHUH� LV� OLWWOH� HYLGHQFH� WKDW� LQIODWLRQ� LV
FRVWO\�� %DUUR� ������� DQG� )LVFKHU� ������� DOVR� FRQILUP� WKDW� KLJK� LQIODWLRQ� LV�� RQ
DYHUDJH��GHOHWHULRXV�IRU�JURZWK��EXW�WKH\��WRR��IDLO�WR�ILQG�DQ\�HYLGHQFH�WKDW�ORZ
OHYHOV�RI�LQIODWLRQ�DUH�FRVWO\��)LVFKHU�ILQGV�WKH�VDPH�UHVXOWV�IRU�WKH�YDULDELOLW\�RI
LQIODWLRQ���5HFHQW� UHVHDUFK�E\�$NHUORI��'LFNHQV�� DQG�3HUU\� ������� VXJJHVWV� WKDW
ORZ�OHYHOV�RI�LQIODWLRQ�PD\�HYHQ�LPSURYH�HFRQRPLF�SHUIRUPDQFH�UHODWLYH�WR�ZKDW
LW�ZRXOG�KDYH�EHHQ�ZLWK�]HUR�LQIODWLRQ�

7KH�HYLGHQFH�RQ�WKH�DFFHOHUDWLRQLVW�K\SRWKHVLV��DOVR�NQRZQ�DV�µOHWWLQJ�WKH�JHQLH
RXW�RI�WKH�ERWWOH¶��WKH�µVOLSSHU\�VORSH�¶�RU�WKH�µSUHFLSLFH�WKHRU\¶��LV�XQDPELJXRXV�
WKHUH� LV� QR� LQGLFDWLRQ� WKDW� WKH� LQFUHDVH� LQ� WKH� LQIODWLRQ� UDWH� LV� UHODWHG� WR� SDVW
LQFUHDVHV� LQ� LQIODWLRQ��(YLGHQFH�RQ� UHYHUVLQJ� LQIODWLRQ� VXJJHVWV� WKDW� WKH�3KLOOLSV
FXUYH� PD\� EH� FRQFDYH� DQG� WKDW� WKH� FRVWV� RI� UHGXFLQJ� LQIODWLRQ� PD\� WKXV� EH
VPDOOHU�WKDQ�WKH�EHQHILWV�LQFXUUHG�ZKHQ�LQIODWLRQ�LV�ULVLQJ��

,Q�P\�YLHZ��WKH�FRQFOXVLRQ�WR�EH�GUDZQ�IURP�WKLV�UHVHDUFK�LV�WKDW�FRQWUROOLQJ�KLJK
DQG� PHGLXP�UDWH� LQIODWLRQ� VKRXOG� EH� D� IXQGDPHQWDO� SROLF\� SULRULW\� EXW� WKDW
SXVKLQJ� ORZ� LQIODWLRQ� HYHQ� ORZHU� LV� QRW� OLNHO\� WR� VLJQLILFDQWO\� LPSURYH� WKH
IXQFWLRQLQJ�RI�PDUNHWV�

,Q������PRUH�WKDQ�KDOI�WKH�FRXQWULHV�LQ�WKH�GHYHORSLQJ�ZRUOG�KDG�LQIODWLRQ�UDWHV
RI� OHVV� WKDQ� ��� SHU� FHQW� D� \HDU� �)LJXUH� ���� )RU� WKHVH� ��� FRXQWULHV� FRQWUROOLQJ
LQIODWLRQ�VKRXOG�QRW�EH�D�RYHUDUFKLQJ�SULRULW\��&RQWUROOLQJ�LQIODWLRQ�LV�SUREDEO\�DQ

���������������������������������������������
��%HFDXVH�WKH�OHYHO�DQG�YDULDELOLW\�RI�LQIODWLRQ�DUH�FRUUHODWHG��)LVFKHU�UHSRUWHG�JUHDW�GLIILFXOW\�LQ
GLVHQWDQJOLQJ� WKHLU� VHSDUDWH� HIIHFWV� DW� DQ\� OHYHO�YDULDQFH� RI� LQIODWLRQ�� 7KLV� SRLQW� KROGV� WUXH
JHQHUDOO\�� DQ\� VWXG\�RI� WKH� FRQVHTXHQFHV� RI� LQIODWLRQ� SUREDEO\� DOVR�SLFNV� XS� FRVWV� DVVRFLDWHG
ZLWK�WKH�YDULDELOLW\�RI�LQIODWLRQ�
7KH� VWUHQJWK� RI� QRQOLQHDULW\� LQ� WKH� UHODWLRQVKLS� EHWZHHQ� LQIODWLRQ� DQG� VRFLDO� ZHOIDUH� LV� FOHDU
IURP�WKH�RXWFRPH�RI�UHVHDUFK�FRQGXFWHG�E\�WKH�8�6��)HGHUDO�5HVHUYH�%DQN��'HVSLWH�WKH�HIIRUWV
RI� WKHLU� ILUVW�UDWH�HFRQRPLVWV�±�VRPH�RI� WKHP�ZRUNLQJ�IXOO� WLPH�RQ� WKH�FRVWV�RI� LQIODWLRQ�±� WKH
)HG�KDV�VWLOO�IDLOHG�WR�ILQG�GHILQLWLYH�HYLGHQFH�RI�FRVWV�RI�LQIODWLRQ�LQ�WKH�8QLWHG�6WDWHV��6KRXOG
WKH\� HYHQWXDOO\� VXFFHHG� LQ� ILQGLQJ� VXFK� UHVXOWV�� WKH\�ZLOO� KDYH� SURYHQ� RQO\� WKDW� GDWD�PLQLQJ
ZRUNV��QRW�WKDW�LQIODWLRQ�LV�FRVWO\�
�� 6HH� 6WLJOLW]� �����F�� GLVFXVVHV� WKH� HYLGHQFH� LQ� WKH� 8QLWHG� 6WDWHV�� 7HQWDWLYH� UHVHDUFK� DW� WKH
:RUOG�%DQN� GLVFXVVHG� LQ�6WLJOLW]� �����D�� H[WHQGV� WKH� UHVXOWV� WR� D� QXPEHU� RI� RWKHU� FRXQWULHV�
LQFOXGLQJ�$XVWUDOLD��&DQDGD��)UDQFH��*HUPDQ\�� ,WDO\�� -DSDQ�� DQG�%UD]LO��0H[LFR�ZDV� WKH� RQO\
FRXQWU\�ZLWK�DGHTXDWH�GDWD�WR�UXQ�WKH�WHVWV�ZKHUH�WKH�3KLOOLSV�FXUYH�DSSHDUHG�FRQYH[�
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LPSRUWDQW�FRPSRQHQW�RI�VWDELOL]DWLRQ�DQG�UHIRUP�LQ�WKH����FRXQWULHV��DOPRVW�DOO�RI
WKHP�LQ�$IULFD��(DVWHUQ�(XURSH��DQG�WKH�IRUPHU�6RYLHW�8QLRQ��ZLWK�LQIODWLRQ�UDWHV
RI�PRUH� WKDQ����SHU�FHQW�D� \HDU��7KH�VLQJOH�PLQGHG�IRFXV�RQ� LQIODWLRQ�PD\�QRW
RQO\�GLVWRUW�HFRQRPLF�SROLFLHV�±�SUHYHQWLQJ�WKH�HFRQRP\�IURP�OLYLQJ�XS�WR�LWV�IXOO
JURZWK� DQG� RXWSXW� SRWHQWLDOV� ±� EXW� DOVR� OHDG� WR� LQVWLWXWLRQDO� DUUDQJHPHQWV� WKDW
UHGXFH�HFRQRPLF�IOH[LELOLW\�ZLWKRXW�JDLQLQJ�LPSRUWDQW�JURZWK�EHQHILWV��

FIGURE 3
INFLATION RATES IN DEVELOPING COUNTRIES 1985, 1995

Source: World Development Indicators 1997.

Note: 121 of 158 low- and middle-income countries.

����� 0DQDJLQJ�WKH�EXGJHW�GHILFLW�DQG�WKH�FXUUHQW�DFFRXQW�GHILFLW

$�VHFRQG�FRPSRQHQW�RI�PDFURHFRQRPLF� VWDELOLW\�KDV�EHHQ� UHGXFLQJ� WKH� VL]H� RI
JRYHUQPHQW��WKH�EXGJHW�GHILFLW��DQG�WKH�FXUUHQW�DFFRXQW�GHILFLW��,�ZLOO�UHWXUQ�WR�WKH

���������������������������������������������
�� 6RPH� KDYH� DUJXHG� WKDW� FHQWUDO� EDQNV� VKRXOG� KDYH� DQ� H[FOXVLYH� PDQGDWH� WR� PDLQWDLQ� SULFH
VWDELOLW\��7KLV�SHUVSHFWLYH�KDV�HYHQ�EHHQ� LQWURGXFHG� LQWR� ,0)�SURJUDPV� LQ�HFRQRPLHV� VXFK�DV
WKH�5HSXEOLF�RI�.RUHD�ZLWK�QR�KLVWRU\�RI�DQ�LQIODWLRQ�SUREOHP��7KHUH�LV�QR�HYLGHQFH�WKDW�VXFK
FRQVWUDLQWV� �ZKHWKHU�HPERGLHG� LQ� OHJLVODWLRQ�RU� IRUPDO�FRPPLWPHQWV� VXFK�DV� LQIODWLRQ� WDUJHWV�
LPSURYH�UHDO�HFRQRPLF�SHUIRUPDQFH�DV�PHDVXUHG�E\�JURZWK��VHH�$OHVLQD�DQG�6XPPHUV��������
6XFK� UHVXOWV� DUH� FRQVLVWHQW�ZLWK� WKH� HDUOLHU� HPSLULFDO� HYLGHQFH� FRQFHUQLQJ� WKH� UHDO� HIIHFWV� RI
LQIODWLRQ��0RUH�LPSRUWDQWO\��WKHVH�LVVXHV�LQYROYH�IXQGDPHQWDO�SROLWLFDO�MXGJHPHQWV��YDOXHV��DQG
WUDGHRIIV�LQ�DGGLWLRQ�WR�WHFKQLFDO�H[SHUWLVH��)RU�H[DPSOH��,�±�DV�ZHOO�DV�PRVW�RWKHU�PHPEHUV�RI
WKH� &OLQWRQ� $GPLQLVWUDWLRQ¶V� HFRQRPLFV� WHDP� ±� VWURQJO\� RSSRVHG� SURSRVDOV� WR� FKDQJH� WKH
FKDUWHU�RI�WKH�)HGHUDO�5HVHUYH�%RDUG�WR�PDNH�SULFH�VWDELOLW\�LWV�SULPDU\�RU�VROH�PDQGDWH��6XFK
SURSRVDOV�PLJKW�ZHOO�KDYH�EHHQ�WKH�FHQWHU�RI�D�PDMRU�SROLWLFDO�GHEDWH�LI�WKH\�KDG�EHHQ�SXVKHG�
6HH�6WLJOLW]������D��IRU�D�EURDGHU�GLVFXVVLRQ�RI�WKHVH�LVVXHV�
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LVVXH�RI�WKH�RSWLPDO�VL]H�RI�JRYHUQPHQW�ODWHU��IRU�QRZ�,�ZRXOG�OLNH�WR�IRFXV�RQ�WKH
WZLQ� GHILFLWV�� 0XFK� HYLGHQFH� VKRZV� WKDW� VXVWDLQHG�� ODUJH� EXGJHW� GHILFLWV� DUH
GHOHWHULRXV� WR� HFRQRPLF� SHUIRUPDQFH� �)LVFKHU� ������ (DVWHUO\�� 5RGULJXH]�� DQG
6FKPLGW�+HEEHO� �������� 7KH� WKUHH� PHWKRGV� RI� ILQDQFLQJ� GHILFLWV� DOO� KDYH
GUDZEDFNV��LQWHUQDO�ILQDQFH�UDLVHV�GRPHVWLF�LQWHUHVW�UDWHV��H[WHUQDO�ILQDQFLQJ�FDQ
EH�XQVXVWDLQDEOH��DQG�PRQH\�FUHDWLRQ�FDXVHV�LQIODWLRQ��

7KHUH� LV� QR� VLPSOH� IRUPXOD� IRU� GHWHUPLQLQJ� WKH� RSWLPXP� OHYHO� RI� WKH� EXGJHW
GHILFLW��7KH�RSWLPXP�GHILFLW�±�RU�WKH�UDQJH�RI�VXVWDLQDEOH�GHILFLWV���±�GHSHQGV�RQ
FLUFXPVWDQFHV�� LQFOXGLQJ� WKH�F\FOLFDO� VWDWH�RI� WKH�HFRQRP\��SURVSHFWV� IRU� IXWXUH
JURZWK��WKH�XVHV�RI�JRYHUQPHQW�VSHQGLQJ��WKH�GHSWK�RI�ILQDQFLDO�PDUNHWV��DQG�WKH
OHYHOV� RI� QDWLRQDO� VDYLQJV� DQG� QDWLRQDO� LQYHVWPHQW�� 7KH� 8QLWHG� 6WDWHV�� IRU
H[DPSOH��LV�FXUUHQWO\�WU\LQJ�WR�EDODQFH�LWV�EXGJHW��,�KDYH�ORQJ�DUJXHG�WKDW�WKH�ORZ
SULYDWH� VDYLQJ� UDWH� DQG� WKH� DJHLQJ� RI� WKH� EDE\� ERRP� VXJJHVW� WKDW� WKH� 8QLWHG
6WDWHV�VKRXOG�SUREDEO\�EH�DLPLQJ�IRU�EXGJHW�VXUSOXVHV�� ,Q�FRQWUDVW�� WKH�FDVH� IRU
PDLQWDLQLQJ� EXGJHW� VXUSOXVHV� LQ� WKH� (DVW� $VLDQ� FRXQWULHV� LQ� WKH� IDFH� RI� DQ
HFRQRPLF�GRZQWXUQ��ZKHUH�WKH�UDWH�RI�SULYDWH�VDYLQJ�LV�KLJK�DQG�WKH�SXEOLF�GHEW�
*'3�UDWLRV�DUH�UHODWLYHO\�ORZ��LV�IDU�OHVV�FRPSHOOLQJ�

7KH�H[SHULHQFH�RI�(WKLRSLD�HPSKDVL]HV�DQRWKHU�GHWHUPLQDQW�RI�RSWLPDO�GHILFLWV�
WKH�VRXUFH�RI�ILQDQFLQJ��)RU�WKH�ODVW�VHYHUDO�\HDUV�(WKLRSLD�KDV�D�UXQ�D�GHILFLW�RI
DERXW���SHU� FHQW� RI�*'3��6RPH�RXWVLGH� SROLF\� DGYLVHUV�ZRXOG� OLNH�(WKLRSLD� WR
ORZHU�LWV�GHILFLW��2WKHUV�KDYH�DUJXHG�WKDW�WKH�GHILFLW�LV�ILQDQFHG�E\�D�VWHDG\�DQG
SUHGLFWDEOH�LQIORZ�RI�KLJKO\�FRQFHVVLRQDO�IRUHLJQ�DVVLVWDQFH��ZKLFK�LV�GULYHQ�QRW
E\�WKH�QHFHVVLW\�RI�ILOOLQJ�D�EXGJHW�JDS�EXW�E\�WKH�DYDLODELOLW\�RI�KLJK�UHWXUQV�WR
LQYHVWPHQW�� 8QGHU� WKHVH� FLUFXPVWDQFHV� ±� DQG� JLYHQ� WKH� KLJK� UHWXUQV� WR
JRYHUQPHQW� LQYHVWPHQW� LQ� VXFK�FUXFLDO�DUHDV�DV�SULPDU\�HGXFDWLRQ�DQG�SK\VLFDO
LQIUDVWUXFWXUH� �HVSHFLDOO\� URDGV� DQG� HQHUJ\�� ±� LW� PD\� PDNH� VHQVH� IRU� WKH
JRYHUQPHQW�WR�WUHDW�IRUHLJQ�DLG�DV�D�OHJLWLPDWH�VRXUFH�RI�UHYHQXH��MXVW�OLNH�WD[HV�
DQG�EDODQFH�WKH�EXGJHW�LQFOXVLYH�RI�IRUHLJQ�DLG�

���������������������������������������������
��7KH�WKHRUHWLFDO� OLWHUDWXUH�RQ�5LFDUGLDQ�HTXLYDOHQFH��%DUUR��������FULWLFL]HV� WKH�YLHZ�WKDW� WKH
GHILFLW�E\�LWVHOI�KDV�VLJQLILFDQW�HFRQRPLF�HIIHFWV��7KH�:DVKLQJWRQ�FRQVHQVXV�ZDV�QRW�EDVHG�RQ
PRGHOV�WKDW�H[SOLFLWO\�DGGUHVVHG�WKH�LVVXH�RI�5LFDUGLDQ�HTXLYDOHQFH�
��(DVWHUO\�DQG�)LVFKHU��������VXPPDUL]H�WKH�VLPSOH�DQDO\WLFV�RI�WKH�PDFURHFRQRPLF�HIIHFWV�RI
JRYHUQPHQW�EXGJHW�GHILFLWV�
��� ,� XVH� WKH� WHUPV� RSWLPXP� DQG� VXVWDLQDEOH� ORRVHO\�� ,Q� WKLV� FRQWH[W�� µVXVWDLQDEOH¶� GRHV� QRW
QHFHVVDULO\�PHDQ�µVXVWDLQHG¶�DW�D�KLJK� OHYHO� LQGHILQLWHO\��5DWKHU�� LW�UHIHUV� WR�VLWXDWLRQV� VXFK�DV
ZKHQ�ODUJH�GHILFLWV�DUH�XVHG�WR�VWLPXODWH�WKH�HFRQRP\�RXW�RI�DQ�HFRQRPLF�GRZQWXUQ�H[SHFWHG�WR
EH�RI�VKRUW�GXUDWLRQ��µ2SWLPXP¶�KDV�WR�EH�GHILQHG�UHODWLYH�WR�D�FOHDUO\�DUWLFXODWHG�REMHFWLYH�VXFK
DV� PD[LPL]LQJ� LQ� DQ� LQWHUWHPSRUDO� VRFLDO� ZHOIDUH� IXQFWLRQ�� 7KHUH� DUH� FLUFXPVWDQFHV� DQG
UHDVRQDEOH�VRFLDO�ZHOIDUH�IXQFWLRQV�WKDW�JLYH�PDUNHGO\�GLIIHUHQW�YDOXHV�IRU�WRGD\¶V�RSWLPDO�OHYHO
RI�GHILFLW�±�RQH�FDQQRW�DVVHUW� WKDW�GHVLUDEOH�OHYHO�RI�GHILFLW�ZLWKRXW�NQRZLQJ�ERWK�IDFWRUV��7KH
VDPH�REVHUYDWLRQ�DSSOLHV�WR�WKH�IROORZLQJ�GLVFXVVLRQ�RI�WKH�RSWLPDO�OHYHO�RI�WKH�FXUUHQW�DFFRXQW
GHILFLW�
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7KH�RSWLPDO�OHYHO�RI�WKH�FXUUHQW�DFFRXQW�GHILFLW�LV�GLIILFXOW�WR�GHWHUPLQH��&XUUHQW
DFFRXQW� GHILFLWV� RFFXU� ZKHQ� D� FRXQWU\� LQYHVWV� PRUH� WKDQ� LW� VDYHV�� 7KH\� DUH
QHLWKHU� LQKHUHQWO\� JRRG� QRU� LQKHUHQWO\� EDG� EXW� GHSHQG� RQ� FLUFXPVWDQFHV� DQG
HVSHFLDOO\�RQ�WKH�XVHV� WR�ZKLFK�WKH�IXQGV�DUH�SXW�� ,Q�PDQ\�FRXQWULHV� WKH�UDWH�RI
UHWXUQ� RQ� LQYHVWPHQW� IDU� H[FHHGV� WKH� FRVW� RI� LQWHUQDWLRQDO� FDSLWDO�� ,Q� WKHVH
FLUFXPVWDQFHV�FXUUHQW�DFFRXQW�GHILFLWV�DUH�VXVWDLQDEOH���

7KH� IRUP� RI� WKH� ILQDQFLQJ� DOVR� PDWWHUV�� 7KH� DGYDQWDJH� RI� IRUHLJQ� GLUHFW
LQYHVWPHQW�LV�QRW�MXVW�WKH�FDSLWDO�DQG�NQRZOHGJH�WKDW�LW�VXSSOLHV��EXW�DOVR�WKH�IDFW
WKDW�LW�WHQGV�WR�EH�YHU\�VWDEOH��,Q�FRQWUDVW��7KDLODQG¶V���SHU�FHQW�FXUUHQW�DFFRXQW
GHILFLW� LQ� �����ZDV� QRW� RQO\� ODUJH� EXW� FDPH� LQ� WKH� IRUP� RI� VKRUW�WHUP�� GROODU�
GHQRPLQDWHG� GHEW� WKDW� ZDV� XVHG� WR� ILQDQFH� ORFDO�FXUUHQF\� GHQRPLQDWHG
LQYHVWPHQW�� RIWHQ� LQ� H[FHVVLYH� DQG� XQSURGXFWLYH� XVHV� OLNH� UHDO� HVWDWH�� 0RUH
JHQHUDOO\�� VKRUW�WHUP� GHEW� DQG� SRUWIROLR� IORZV� FDQ� EULQJ� WKH� FRVWV� RI� KLJK
YRODWLOLW\�ZLWKRXW�WKH�EHQHILWV�RI�NQRZOHGJH�VSLOORYHUV���

����� 6WDELOL]LQJ�RXWSXW�DQG�SURPRWLQJ�ORQJ�UXQ�JURZWK

,URQLFDOO\��PDFURHFRQRPLF�VWDELOLW\�±�DV�FRQFHLYHG�E\�WKH�:DVKLQJWRQ�FRQVHQVXV
±� W\SLFDOO\� GRZQSOD\V� VWDELOL]LQJ� RXWSXW� RU� XQHPSOR\PHQW�� 0LQLPL]LQJ� RU
DYRLGLQJ�PDMRU�HFRQRPLF�FRQWUDFWLRQV�VKRXOG�EH�RQH�RI�WKH�PRVW�LPSRUWDQW�JRDOV
RI� SROLF\�� ,Q� WKH� VKRUW� UXQ�� ODUJH�VFDOH� LQYROXQWDU\� XQHPSOR\PHQW� LV� FOHDUO\
LQHIILFLHQW�±� LQ�SXUHO\�HFRQRPLF�WHUPV�LW� UHSUHVHQWV� LGOH� UHVRXUFHV� WKDW�FRXOG�EH
XVHG�PRUH�SURGXFWLYHO\��7KH�VRFLDO� DQG�HFRQRPLF�FRVWV�RI� WKHVH�GRZQWXUQV�FDQ
EH� GHYDVWDWLQJ�� OLYHV� DQG� IDPLOLHV� DUH� GLVUXSWHG�� SRYHUW\� LQFUHDVHV�� OLYLQJ
VWDQGDUGV� GHFOLQH�� DQG�� LQ� WKH�ZRUVW� FDVHV�� VRFLDO� DQG� HFRQRPLF� FRVWV� WUDQVODWH
LQWR�SROLWLFDO�DQG�VRFLDO�WXUPRLO�

0RUHRYHU��EXVLQHVV�F\FOHV�WKHPVHOYHV�FDQ�KDYH�LPSRUWDQW�FRQVHTXHQFHV�IRU�ORQJ�
UXQ�JURZWK��VHH�6WLJOLW]�����D���7KH�GLIILFXOW\�RI�ERUURZLQJ�WR�ILQDQFH�UHVHDUFK
DQG�GHYHORSPHQW�PHDQV� WKDW�ILUPV�ZLOO�QHHG�WR�UHGXFH�GUDVWLFDOO\� WKHLU� UHVHDUFK
DQG�GHYHORSPHQW�H[SHQGLWXUHV�ZKHQ�WKHLU�FDVK�IORZ�GHFUHDVHV�LQ�GRZQWXUQV��7KH
UHVXOW�LV�VORZHU�WRWDO�IDFWRU�SURGXFWLYLW\�JURZWK�LQ�WKH�IXWXUH��7KLV�HIIHFW�DSSHDUV
WR�KDYH�EHHQ�LPSRUWDQW�LQ�WKH�8QLWHG�6WDWHV��ZKHWKHU�RU�QRW�LW�PDWWHUV�LQ�FRXQWULHV
LQ�ZKLFK� UHVHDUFK� DQG� GHYHORSPHQW� SOD\V� D� OHVV� LPSRUWDQW� UROH� UHTXLUHV� IXUWKHU
VWXG\��*HQHUDOO\�� KRZHYHU�� YDULDELOLW\� RI� RXWSXW� DOPRVW� FHUWDLQO\� FRQWULEXWHV� WR
XQFHUWDLQW\�DQG�WKXV�GLVFRXUDJHV�LQYHVWPHQW���

���������������������������������������������
��� 7KH� FXUUHQW� DFFRXQW� GHILFLW� LV� DQ� HQGRJHQRXV� YDULDEOH�� $VVHVVLQJ� ZKHWKHU� LW� LV� WRR� µKLJK¶
GHSHQGV�RQ�WKH�VRXUFH�RI�LWV�VL]H��,I��IRU�H[DPSOH��PLVJXLGHG�IRUHLJQ�H[FKDQJH�SROLFLHV�DFFRXQW
IRU�WKH�GHILFLW��LW�LV�WRR�KLJK�
���7UDGLWLRQDO�JRYHUQPHQW�PDFUR�SROLFLHV�IRFXV�RQ�DJJUHJDWHV�VXFK�DV�FDSLWDO�IORZV�DQG�EXGJHW
GHILFLWV�DQG�GR�QRW�GHDO�GLUHFWO\�ZLWK�WKHVH�LVVXHV��,I�WKH�PDWXULW\�VWUXFWXUH�RI�IRUHLJQ�ERUURZLQJ
OHDGV�WR�VLJQLILFDQW�ULVNV��RWKHU�FDSLWDO�UHVWUDLQWV�RU�LQWHUYHQWLRQV�PD\�EH�QHFHVVDU\�
��� 7KHUH� DUH� DOVR� RWKHU� FKDQQHOV� WKURXJK� ZKLFK� HFRQRPLF� GRZQWXUQV� OHDYH� D� ORQJHU� WHUP
DGYHUVH�OHJDF\��WKH�DWWULWLRQ�RI�KXPDQ�FDSLWDO�KDV��IRU�LQVWDQFH��EHHQ�HPSKDVL]HG�LQ�WKH�OLWHUDWXUH
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9DULDELOLW\� RI� RXWSXW� LV� HVSHFLDOO\� SURQRXQFHG� LQ� GHYHORSLQJ� FRXQWULHV� �VHH
3ULWFKHWW� ������� 7KH� PHGLDQ� KLJK�LQFRPH� FRXQWU\� KDV� D� VWDQGDUG� GHYLDWLRQ� RI
DQQXDO�JURZWK�RI�����SHU�FHQW��)LJXUH�����)RU�GHYHORSLQJ�FRXQWULHV� WKH�VWDQGDUG
GHYLDWLRQ� LV� �� SHU� FHQW� RU� KLJKHU�� LPSO\LQJ� KXJH� GHYLDWLRQV� LQ� WKH� JURZWK� UDWH�
*URZWK� LV� HVSHFLDOO\� YRODWLOH� LQ�(XURSH� DQG�&HQWUDO�$VLD�� WKH�0LGGOH� (DVW� DQG
1RUWK�$IULFD��DQG�6XE�6DKDUDQ�$IULFD�

FIGURE 4
VOLATILITY OF GDP GROWTH 1970-95

Source: calculations based on real annual growth rates from World Development Indicators 1997.

+RZ� FDQ� PDFURHFRQRPLF� VWDELOLW\�� LQ� WKH� VHQVH� RI� VWDELOL]LQJ� RXWSXW� RU
HPSOR\PHQW�� EH� SURPRWHG"� 7KH� WUDGLWLRQDO� DQVZHU� LV� JRRG� PDFURHFRQRPLF
SROLF\��LQFOXGLQJ�FRXQWHUF\FOLFDO�PRQHWDU\�SROLF\�DQG�D�ILVFDO�SROLF\�WKDW�DOORZV
DXWRPDWLF� VWDELOL]HUV� WR� RSHUDWH�� 7KHVH� SROLFLHV� DUH� FHUWDLQO\� QHFHVVDU\�� EXW� D
JURZLQJ�OLWHUDWXUH��ERWK�WKHRUHWLFDO�DQG�HPSLULFDO��KDV�HPSKDVL]HG�WKH�LPSRUWDQW
PLFURHFRQRPLF� XQGHUSLQQLQJV� RI� PDFURHFRQRPLF� VWDELOLW\�� 7KLV� OLWHUDWXUH
HPSKDVL]HV� WKH� LPSRUWDQFH� RI� ILQDQFLDO� PDUNHWV� DQG� H[SODLQV� HFRQRPLF

������������������������������������������������������������������������������������������������������������������������������������
RQ� WKH�K\VWHUHVLV� HIIHFW� DQG�PD\�EH� D� IDFWRU� LQ� WKH� VXVWDLQHG�KLJK� OHYHOV�RI�XQHPSOR\PHQW� LQ
(XURSH� �VHH�%ODQFKDUG�DQG�6XPPHUV�� �������$V� ,� GLVFXVV� LQ� WKH� IROORZLQJ� VHFWLRQ�� HFRQRPLF
GRZQWXUQV��ZKHQ�VHYHUH�HQRXJK��FDQ�XQGHUPLQH�WKH�VWUHQJWK�RI�WKH�ILQDQFLDO�V\VWHP�
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GRZQWXUQV� WKURXJK� VXFK� PHFKDQLVPV� DV� FUHGLW� UDWLRQLQJ� DQG� EDQNLQJ� DQG� ILUP
IDLOXUHV���

,Q� WKH� QLQHWHHQWK� FHQWXU\� PRVW� RI� WKH� PDMRU� HFRQRPLF� GRZQWXUQV� LQ� LQGXVWULDO
FRXQWULHV� UHVXOWHG� IURP� ILQDQFLDO� SDQLFV� WKDW�ZHUH� VRPHWLPHV� SUHFHGHG� E\�� DQG
LQYDULDEO\� OHG� WR�� SUHFLSLWRXV� GHFOLQHV� LQ� DVVHW� SULFHV� DQG� ZLGHVSUHDG� EDQNLQJ
IDLOXUHV�� ,Q� VRPH� FRXQWULHV� LPSURYHPHQW� LQ� UHJXODWLRQ� DQG� VXSHUYLVLRQ�� WKH
LQWURGXFWLRQ� RI� GHSRVLW� LQVXUDQFH�� DQG� WKH� VKDSLQJ� RI� LQFHQWLYHV� IRU� ILQDQFLDO
LQVWLWXWLRQV�UHGXFHG�WKH�LQFLGHQFH�DQG�VHYHULW\�RI�ILQDQFLDO�SDQLFV��%XW�ILQDQFLDO
FULVHV�FRQWLQXH�WR�RFFXU��DQG�WKHUH�LV�VRPH�HYLGHQFH�WKDW�WKH\�KDYH�EHFRPH�PRUH
IUHTXHQW� DQG� PRUH� VHYHUH� LQ� UHFHQW� \HDUV� �&DSULR� DQG� .OLQJHELHO� ������� (YHQ
DIWHU� DGMXVWLQJ� IRU� LQIODWLRQ�� WKH� ORVVHV� IURP� WKH� QRWRULRXV� VDYLQJV� DQG� ORDQ
GHEDFOH� LQ� WKH�86�ZHUH� VHYHUDO� WLPHV� ODUJHU� WKDQ� WKH� ORVVHV� H[SHULHQFHG� LQ� WKH
*UHDW�'HSUHVVLRQ��<HW�ZKHQ�PHDVXUHG� UHODWLYH� WR�*'3�� WKLV�GHEDFOH�ZRXOG� QRW
PDNH� WKH� OLVW� RI� WKH� WRS� ��� LQWHUQDWLRQDO� EDQNLQJ� FULVHV� VLQFH� WKH� HDUO\� ����V
�7DEOH����

TABLE 1
FISCAL COSTS OF BANKING CRISES IN SELECTED COUNTRIES

(PERCENTAGE OF GDP)

Country (date) Cost
(percentage of GDP)

Argentina (1980-82) 55.3
Chile (1981-83) 41.2
Uruguay (1981-84) 31.2
Israel (1977-83) 30.0
Cote d’Ivoire (1988-91) 25.0
Senegal (1988-91) 17.0
Spain (1977-85) 16.8
Bulgaria (1990s) 14.0
Mexico (1995) 13.5
Hungary (1991-95) 10.0
Finland (1991-93) 8.0
Sweden (1991) 6.4
Sri Lanka (1989-93) 5.0
Malaysia (1985-88) 4.7
Norway (1987-89) 4.0
United States (1984-91) 3.2
Source: Caprio and Klingebiel 1996.

���������������������������������������������
���,Q�WKH�*UHDW�'HSUHVVLRQ��IDOOLQJ�SULFHV�FRPELQHG�ZLWK�IL[HG�LQWHUHVW�SD\PHQWV�UHGXFHG�ILUPV¶
QHW�FDVK�IORZV��HURGLQJ�QHW�ZRUWK�� DQG�GHFUHDVLQJ� WKHLU� LQYHVWPHQW�DQG� IXUWKHU�ZHDNHQLQJ� WKH
HFRQRP\��$V�D�UHVXOW��WKHVH�PRGHOV�DUH�VRPHWLPHV�FDOOHG�GHEW�GHIODWLRQ�PRGHOV��6HH�*UHHQZDOG
DQG�6WLJOLW]������������D������E��
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%DQNLQJ�FULVHV�KDYH�VHYHUH�PDFURHFRQRPLF�FRQVHTXHQFHV��DIIHFWLQJ�JURZWK�RYHU
WKH�ILYH�IROORZLQJ�\HDUV��)LJXUH�����'XULQJ�WKH�SHULRG�����±���JURZWK�HGJHG�XS
VOLJKWO\� LQ� FRXQWULHV� WKDW� GLG� QRW� H[SHULHQFH� EDQNLQJ� FULVHV�� FRXQWULHV� ZLWK
EDQNLQJ� FULVHV� VDZ� JURZWK� VORZ� E\� ���� SHUFHQWDJH� SRLQWV� LQ� WKH� ILYH� \HDUV
IROORZLQJ�D�FULVLV��&OHDUO\��EXLOGLQJ�UREXVW� ILQDQFLDO�V\VWHPV�LV�D� FUXFLDO�SDUW�RI
SURPRWLQJ�PDFURHFRQRPLF�VWDELOLW\�

FIGURE 5
GDP GROWTH BEFORE AND AFTER BANKING CRISES, 1975-94

Source: Caprio 1997.

��� 7KH�SURFHVV�RI�ILQDQFLDO�UHIRUP

7KH�LPSRUWDQFH�RI�EXLOGLQJ�UREXVW�ILQDQFLDO�V\VWHPV�JRHV�EH\RQG�VLPSO\�DYHUWLQJ
HFRQRPLF� FULVHV�� 7KH� ILQDQFLDO� V\VWHP� FDQ� EH� OLNHQHG� WR� WKH� µEUDLQ¶� RI� WKH
HFRQRP\�� ,W�SOD\V�DQ� LPSRUWDQW� UROH� LQ�FROOHFWLQJ�DQG�DJJUHJDWLQJ� VDYLQJV� IURP
DJHQWV�ZKR�KDYH�H[FHVV�UHVRXUFHV�WRGD\��7KHVH�UHVRXUFHV�DUH�DOORFDWHG�WR�RWKHUV�±
VXFK�DV�HQWUHSUHQHXUV�DQG�KRPH�EXLOGHUV�±�ZKR�FDQ�PDNH�SURGXFWLYH�XVH�RI�WKHP�
:HOO�IXQFWLRQLQJ� ILQDQFLDO� V\VWHPV� GR� D� YHU\� JRRG� MRE� RI� VHOHFWLQJ� WKH� PRVW
SURGXFWLYH�UHFLSLHQWV�IRU�WKHVH�UHVRXUFHV��,Q�FRQWUDVW��SRRUO\�IXQFWLRQLQJ�ILQDQFLDO
V\VWHPV�RIWHQ�DOORFDWH�FDSLWDO�WR�ORZ�SURGXFWLYLW\�LQYHVWPHQWV��6HOHFWLQJ�SURMHFWV
LV�RQO\�WKH�ILUVW�VWDJH��7KH�ILQDQFLDO�V\VWHP�PXVW�FRQWLQXH� WR�PRQLWRU�WKH�XVH�RI
IXQGV�� HQVXULQJ� WKDW� WKH\� FRQWLQXH� WR� EH� XVHG� SURGXFWLYHO\�� ,Q� WKH� SURFHVV
ILQDQFLDO� PDUNHWV� VHUYH� D� QXPEHU� RI� RWKHU� IXQFWLRQV�� LQFOXGLQJ� UHGXFLQJ� ULVN�
LQFUHDVLQJ� OLTXLGLW\�� DQG� FRQYH\LQJ� LQIRUPDWLRQ�� $OO� RI� WKHVH� IXQFWLRQV� DUH
HVVHQWLDO� WR� ERWK� WKH� JURZWK� RI� FDSLWDO� DQG� WKH� LQFUHDVH� LQ� WRWDO� IDFWRU
SURGXFWLYLW\�
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/HIW� WR� WKHPVHOYHV�ILQDQFLDO� V\VWHPV�ZLOO�QRW�GR�D�YHU\�JRRG� MRE�RI�SHUIRUPLQJ
WKHVH� IXQFWLRQV�� 3UREOHPV� RI� LQFRPSOHWH� LQIRUPDWLRQ�� LQFRPSOHWH� PDUNHWV�� DQG
LQFRPSOHWH�FRQWUDFWV�DUH�DOO�SDUWLFXODUO\�VHYHUH�LQ�WKH�ILQDQFLDO�VHFWRU��UHVXOWLQJ�LQ
DQ� HTXLOLEULXP� WKDW� LV� QRW� HYHQ� FRQVWUDLQHG� 3DUHWR� HIILFLHQW� �*UHHQZDOG� DQG
6WLJOLW]���������

7KH�HPSKDVLV�RQ�µWUDQVSDUHQF\¶�LQ�UHFHQW�GLVFXVVLRQV�RI�(DVW�$VLD�GHPRQVWUDWHV
RXU�JURZLQJ�UHFRJQLWLRQ�RI�WKH�LPSRUWDQFH�RI�JRRG�LQIRUPDWLRQ�IRU�WKH�HIIHFWLYH
IXQFWLRQLQJ�RI�PDUNHWV��&DSLWDO�PDUNHWV��LQ�SDUWLFXODU��UHTXLUH�DXGLWLQJ�VWDQGDUGV
DFFRPSDQLHG� E\� HIIHFWLYH� OHJDO� V\VWHPV� WR� GLVFRXUDJH� IUDXG�� SURYLGH� LQYHVWRUV
ZLWK�DGHTXDWH� LQIRUPDWLRQ� DERXW� WKH� ILUPV¶� DVVHWV� DQG� OLDELOLWLHV�� DQG� WR�SURWHFW
PLQRULW\� VKDUHKROGHUV���� %XW� WUDQVSDUHQF\� E\� LWVHOI� LV� QRW� VXIILFLHQW�� LQ� SDUW
EHFDXVH�LQIRUPDWLRQ�LV�LQHYLWDEO\�LPSHUIHFW��$�VRXQG�OHJDO�IUDPHZRUN�FRPELQHG
ZLWK� UHJXODWLRQ� DQG� RYHUVLJKW� LV� QHFHVVDU\� WR� PLWLJDWH� WKHVH� LQIRUPDWLRQDO
SUREOHPV�DQG�IRVWHU�WKH�FRQGLWLRQV�IRU�HIILFLHQW�ILQDQFLDO�PDUNHWV�

5HJXODWLRQ� VHUYHV� IRXU� SXUSRVHV� LQ� VXFFHVVIXO� ILQDQFLDO� PDUNHWV�� PDLQWDLQLQJ
VDIHW\�DQG�VRXQGQHVV� �SUXGHQWLDO� UHJXODWLRQ���SURPRWLQJ�FRPSHWLWLRQ�� SURWHFWLQJ
FRQVXPHUV��DQG�HQVXULQJ�WKDW�XQGHUVHUYHG�JURXSV�KDYH�VRPH�DFFHVV�WR�FDSLWDO��,Q
PDQ\�FDVHV�WKH�SXUVXLW�RI�VRFLDO�REMHFWLYHV�±�VXFK�DV�HQVXULQJ�WKDW�PLQRULWLHV�DQG
SRRU�FRPPXQLWLHV�UHFHLYH�IXQGV��DV�WKH�8QLWHG�6WDWHV¶�&RPPXQLW\�5HLQYHVWPHQW
$FW� GRHV�� RU� HQVXULQJ� IXQGV� IRU� PRUWJDJHV�� WKH� HVVHQWLDO� PLVVLRQ� RI� WKH
JRYHUQPHQW�FUHDWHG�)HGHUDO�1DWLRQDO�0RUWJDJH�$VVRFLDWLRQ�±�FDQ�� LI�GRQH�ZHOO�
UHLQIRUFH�HFRQRPLF�REMHFWLYHV��6LPLODUO\��SURWHFWLQJ�FRQVXPHUV�LV�QRW�RQO\�JRRG
VRFLDO� SROLF\�� LW� DOVR� EXLOGV� FRQILGHQFH� WKDW� WKHUH� LV� D� µOHYHO� SOD\LQJ� ILHOG¶� LQ
HFRQRPLF�PDUNHWV��:LWKRXW�VXFK�FRQILGHQFH�WKRVH�PDUNHWV�ZLOO�UHPDLQ�WKLQ�DQG
LQHIIHFWLYH�

$W� WLPHV�� KRZHYHU�� SROLF\PDNHUV� IDFH� WUDGHRIIV� DPRQJ� FRQIOLFWLQJ� REMHFWLYHV�
7KH� ILQDQFLDO� UHVWUDLQWV� DGRSWHG� E\� VRPH� RI� WKH� (DVW� $VLDQ� HFRQRPLHV�� IRU
H[DPSOH��LQFUHDVHG�WKH�IUDQFKLVH�YDOXHV�RI�EDQNV��GLVFRXUDJLQJ�WKHP�IURP�WDNLQJ
XQZDUUDQWHG� ULVNV� WKDW� RWKHUZLVH� PLJKW� KDYH� GHVWDELOL]HG� WKH� EDQNLQJ� VHFWRU�
$OWKRXJK� WKHUH� ZHUH� XQGRXEWHGO\� VRPH� HFRQRPLF� FRVWV� DVVRFLDWHG� ZLWK� WKHVH
UHVWUDLQWV��WKH�JDLQV�IURP�JUHDWHU�VWDELOLW\�DOPRVW�VXUHO\�RXWZHLJKHG�WKRVH�ORVVHV�
$V�,�FRPPHQW�EHORZ��WKH�UHPRYDO�RI�PDQ\�RI�WKHVH�UHVWUDLQWV�LQ�UHFHQW�\HDUV�PD\
KDYH� FRQWULEXWHG� LQ� QR� VPDOO� PHDVXUH� WR� WKH� FXUUHQW� LQVWDELOLW\� WKDW� WKHVH
FRXQWULHV�DUH�H[SHULHQFLQJ�

���������������������������������������������
��� 7KH� WHUP� FRQVWUDLQHG� 3DUHWR� HIILFLHQW� PHDQV� WKDW� WKHUH� DUH� �LQ� SULQFLSOH�� JRYHUQPHQW
LQWHUYHQWLRQV�ZKLFK� FDQ�PDNH� VRPH� SHRSOH� EHWWHU� RII� ZLWKRXW�PDNLQJ� DQ\RQH� HOVH�ZRUVH� RII
ZKLFK�UHVSHFW�WKH�LPSHUIHFWLRQV�RI�LQIRUPDWLRQ�DQG�WKH�LQFRPSOHWHQHVV�RI�PDUNHWV�±�DQG�PRUH
EURDGO\��WKH�FRVWV�RI�RIIVHWWLQJ�WKHVH�LPSHUIHFWLRQV�
���)RU� D� IXOOHU� GLVFXVVLRQ� RI� WKH� UROH� RI� WKHVH� SURWHFWLRQV� DV� SDUW� RI� WKH� EDVLF� DUFKLWHFWXUH� RI
PRGHUQ�FDSLWDOLVP��VHH�*UHHQZDOG�DQG�6WLJOLW]��������
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7KH� :RUOG� %DQN� DQG� RWKHUV� KDYH� WULHG� WR� FUHDWH� EHWWHU� EDQNLQJ� V\VWHPV�� %XW
FKDQJLQJ� WKH� V\VWHP� ±� WKURXJK� LQVWLWXWLRQDO� GHYHORSPHQW�� WUDQVIRUPDWLRQV� LQ
FUHGLW� FXOWXUH�� DQG� WKH� FUHDWLRQ� RI� UHJXODWRU\� VWUXFWXUHV� ZKLFK� UHGXFH� WKH
OLNHOLKRRG�RI�H[FHVVLYH�ULVN�WDNLQJ���±�KDV�SURYHG�PRUH� LQWUDFWDEOH� WKDQ� ILQGLQJ
VKRUW�WHUP� VROXWLRQV�� VXFK� DV� UHFDSLWDOL]LQJ� WKH� EDQNLQJ� V\VWHP�� ,Q� WKH� ZRUVW
FDVHV� WKH� WHPSRUDU\� IL[HV� PD\� HYHQ� KDYH� XQGHUPLQHG� SUHVVXUHV� IRU� IXUWKHU
UHIRUP��6LQFH�WKH�IXQGDPHQWDO�SUREOHPV�ZHUH�QRW�DGGUHVVHG��VRPH�FRXQWULHV�KDYH
UHTXLUHG�DVVLVWDQFH�DJDLQ�DQG�DJDLQ�

7KH�:DVKLQJWRQ�FRQVHQVXV�GHYHORSHG�LQ�WKH�FRQWH[W�RI�KLJKO\�UHJXODWHG�ILQDQFLDO
V\VWHPV�� LQ�ZKLFK�PDQ\� RI� WKH� UHJXODWLRQV� ZHUH� GHVLJQHG� WR� OLPLW� FRPSHWLWLRQ
UDWKHU�WKDQ�SURPRWH�DQ\�RI�WKH�IRXU�OHJLWLPDWH�REMHFWLYHV�RI�UHJXODWLRQ��%XW�DOO�WRR
RIWHQ� WKH� GRJPD� RI� OLEHUDOL]DWLRQ� EHFDPH� DQ� HQG� LQ� LWVHOI�� QRW� D� PHDQV� RI
DFKLHYLQJ�D�EHWWHU� ILQDQFLDO� V\VWHP�� ,�GR�QRW�KDYH� VSDFH� WR�GHOYH� LQWR�DOO�RI� WKH
PDQ\�IDFHWV�RI�OLEHUDOL]DWLRQ��ZKLFK�LQFOXGH�IUHHLQJ�XS�GHSRVLW�DQG�OHQGLQJ�UDWHV�
RSHQLQJ� XS� WKH� PDUNHW� WR� IRUHLJQ� EDQNV�� DQG� UHPRYLQJ� UHVWULFWLRQV� RQ� FDSLWDO
DFFRXQW� WUDQVDFWLRQV� DQG� EDQN� OHQGLQJ�� %XW� ,� GR� ZDQW� WR� PDNH� D� IHZ� JHQHUDO
SRLQWV�

)LUVW�� WKH�NH\� LVVXH�VKRXOG�QRW�EH� OLEHUDOL]DWLRQ�RU�GHUHJXODWLRQ�EXW�FRQVWUXFWLRQ
RI�WKH�UHJXODWRU\�IUDPHZRUN�WKDW�HQVXUHV�DQ�HIIHFWLYH�ILQDQFLDO�V\VWHP�� ,Q�PDQ\
FRXQWULHV� WKLV� ZLOO� UHTXLUH� FKDQJLQJ� WKH� UHJXODWRU\� IUDPHZRUN� E\� HOLPLQDWLQJ
UHJXODWLRQV� WKDW� VHUYH� RQO\� WR� UHVWULFW� FRPSHWLWLRQ� EXW� DFFRPSDQ\LQJ� WKHVH
FKDQJHV�ZLWK�LQFUHDVHG�UHJXODWLRQV�WR�HQVXUH�FRPSHWLWLRQ�DQG�SUXGHQWLDO�EHKDYLRU
�DQG�WR�HQVXUH�WKDW�EDQNV�KDYH�DSSURSULDWH�LQFHQWLYHV��

6HFRQG��HYHQ�RQFH�WKH�GHVLJQ�RI�WKH�GHVLUHG�ILQDQFLDO�V\VWHP�LV�LQ�SODFH��FDUH�ZLOO
KDYH�WR�EH�H[HUFLVHG�LQ�WKH�WUDQVLWLRQ��$WWHPSWV�WR�LQLWLDWH�RYHUQLJKW�GHUHJXODWLRQ
±� VRPHWLPHV� NQRZQ� DV� WKH� µELJ� EDQJ¶� ±� LJQRUH� WKH� YHU\� VHQVLWLYH� LVVXHV� RI
VHTXHQFLQJ��7KDLODQG��IRU� LQVWDQFH��XVHG� WR�KDYH� UHVWULFWLRQV�RQ�EDQN� OHQGLQJ� WR
UHDO�HVWDWH��,Q�WKH�SURFHVV�RI�OLEHUDOL]DWLRQ�LW�JRW�ULG�RI�WKHVH�UHVWULFWLRQV�ZLWKRXW
HVWDEOLVKLQJ� D� PRUH� VRSKLVWLFDWHG� ULVN�EDVHG� UHJXODWRU\� UHJLPH�� 7KH� UHVXOW�
WRJHWKHU�ZLWK�RWKHU�IDFWRUV��ZDV�WKH�ODUJH�VFDOH�PLVDOORFDWLRQ�RI�FDSLWDO�WR�IXHO�D
UHDO�HVWDWH�EXEEOH��DQ�LPSRUWDQW�IDFWRU�LQ�WKH�ILQDQFLDO�FULVLV�

,W� LV� LPSRUWDQW� WR� UHFRJQL]H� KRZ� GLIILFXOW� LW� LV� WR� HVWDEOLVK� D� YLEUDQW� ILQDQFLDO
VHFWRU�� (YHQ� HFRQRPLHV� ZLWK� VRSKLVWLFDWHG� LQVWLWXWLRQV�� KLJK� OHYHOV� RI
WUDQVSDUHQF\��DQG�JRRG�FRUSRUDWH�JRYHUQDQFH�OLNH�WKH�8QLWHG�6WDWHV�DQG�6ZHGHQ
KDYH� IDFHG� VHULRXV�SUREOHPV�ZLWK� WKHLU� ILQDQFLDO� VHFWRUV��7KH� FKDOOHQJHV� IDFLQJ
GHYHORSLQJ�FRXQWULHV�DUH�IDU�JUHDWHU��ZKLOH�WKH�LQVWLWXWLRQDO�EDVH�IURP�ZKLFK�WKH\
VWDUW�LV�IDU�ZHDNHU�

���������������������������������������������
���7KLV�LV�VRPHWLPHV�UHIHUUHG�WR�DV�WKH�SUREOHP�RI�PRUDO�KD]DUG�
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7KLUG��LQ�DOO�FRXQWULHV�D�SULPDU\�REMHFWLYH�RI�UHJXODWLRQ�VKRXOG�EH�WR�HQVXUH�WKDW
SDUWLFLSDQWV� IDFH� WKH� ULJKW� LQFHQWLYHV�� JRYHUQPHQW� FDQQRW� DQG� VKRXOG� QRW� EH
LQYROYHG� LQ�PRQLWRULQJ� HYHU\� WUDQVDFWLRQ�� ,Q� WKH� EDQNLQJ� V\VWHP�� OLEHUDOL]DWLRQ
ZLOO�QRW�ZRUN�XQOHVV�UHJXODWLRQV�FUHDWH�LQFHQWLYHV�IRU�EDQN�RZQHUV��PDUNHWV��DQG
VXSHUYLVRUV�WR�XVH�WKHLU�LQIRUPDWLRQ�HIILFLHQWO\�DQG�DFW�SUXGHQWLDOO\�

,QFHQWLYH�LVVXHV�LQ�VHFXULWLHV�PDUNHWV�DOVR�QHHG�WR�EH�DGGUHVVHG��,W�PXVW�EH�PRUH
SURILWDEOH� IRU� PDQDJHUV� WR� FUHDWH� HFRQRPLF� YDOXH� WKDQ� WR� GHSULYH� PLQRULW\
VKDUHKROGHUV�RI�WKHLU�DVVHWV��UHQW�VHHNLQJ�FDQ�EH�HYHU\�ELW�DV�PXFK�D�SUREOHP�LQ
WKH� SULYDWH� DV� LQ� WKH� SXEOLF� VHFWRU�� :LWKRXW� WKH� DSSURSULDWH� OHJDO� IUDPHZRUN�
VHFXULWLHV� PDUNHWV� FDQ� VLPSO\� IDLO� WR� SHUIRUP� WKHLU� YLWDO� IXQFWLRQV� ±� WR� WKH
GHWULPHQW� RI� WKH� FRXQWU\¶V� ORQJ�WHUP� HFRQRPLF� JURZWK�� /DZV� DUH� UHTXLUHG� WR
SURWHFW�WKH�LQWHUHVWV�RI�VKDUHKROGHUV��HVSHFLDOO\�PLQRULW\�VKDUHKROGHUV�

7KH�IRFXV�RQ�WKH�PLFURHFRQRPLF��SDUWLFXODUO\�WKH�ILQDQFLDO��XQGHUSLQQLQJV�RI�WKH
PDFURHFRQRP\� DOVR� KDV� LPSOLFDWLRQV� IRU� UHVSRQVHV� WR� FXUUHQF\� WXUPRLO�� ,Q
SDUWLFXODU��ZKHUH�FXUUHQF\�WXUPRLO�LV�WKH�FRQVHTXHQFH�RI�D�IDLOLQJ�ILQDQFLDO�VHFWRU�
WKH� FRQYHQWLRQDO� SROLF\� UHVSRQVH� WR� ULVLQJ� LQWHUHVW� UDWHV� PD\� EH
FRXQWHUSURGXFWLYH����7KH�PDWXULW\�DQG�VWUXFWXUH�RI�EDQN�DQG�FRUSRUDWH�DVVHWV�DQG
OLDELOLWLHV� DUH� IUHTXHQWO\� YHU\� GLIIHUHQW�� LQ�SDUW� EHFDXVH� RI� WKH� VWURQJ� LQFHQWLYHV
IRU�EDQNV�WR�XVH�VKRUW�WHUP�GHEW�WR�PRQLWRU�DQG�LQIOXHQFH�WKH�ILUPV�WKH\�OHQG�WR�
DQG�IRU�GHSRVLWRUV�WR�XVH�VKRUW�WHUP�GHSRVLWV�WR�PRQLWRU�DQG�LQIOXHQFH�EDQNV��5H\
DQG� 6WLJOLW]� ������� $V� D� UHVXOW�� LQWHUHVW� UDWH� LQFUHDVHV� FDQ� OHDG� WR� VXEVWDQWLDO
UHGXFWLRQV�LQ�EDQN�QHW�ZRUWK��IXUWKHU�H[DFHUEDWLQJ�WKH�EDQNLQJ�FULVLV����(PSLULFDO
VWXGLHV� E\� ,0)� DQG�:RUOG� %DQN� HFRQRPLVWV� KDYH� FRQILUPHG� WKDW� LQWHUHVW� UDWH
ULVHV� WHQG� WR� LQFUHDVH� WKH� SUREDELOLW\� RI� EDQNLQJ� FULVHV� DQG� WKDW� FXUUHQF\
GHYDOXDWLRQV�KDYH�QR�VLJQLILFDQW�HIIHFW��'HPLUJ�o�.XQW�DQG�'HWUDJLDFKH������� ��

���������������������������������������������
��� 6XSSRUWHUV� RI� WKHVH� SROLFLHV�� ZKLOH� UHFRJQL]LQJ� WKHVH� SUREOHPV�� DUJXH� WKDW� D� WHPSRUDU\
LQFUHDVH� LQ� LQWHUHVW� UDWHV� LV� UHTXLUHG� WR� UHVWRUH� FRQILGHQFH� DQG� WKDW�DV� ORQJ� DV� WKH� LQWHUHVW� UDWH
PHDVXUHV� DUH� YHU\� VKRUW�WHUP�� OLWWOH� GDPDJH�ZLOO� EH� GRQH��:KHWKHU� LQFUHDVHV� LQ� LQWHUHVW� UDWHV
ZLOO�� RU� VKRXOG�� UHVWRUH� FRQILGHQFH� KDV� EHHQ� PXFK� GHEDWHG�� 7KH� HYLGHQFH� IURP� WKH� UHFHQW
H[SHULHQFH�LV�QRW�IXOO\�VXSSRUWLYH��7KDLODQG�DQG�,QGRQHVLD�KDYH�EHHQ�SXUVXLQJ�KLJK�LQWHUHVW�UDWH
SROLFLHV�VLQFH�VXPPHU������
���0RVW�DQDO\VHV�RI�WKH�8�6��VDYLQJ�DQG�ORDQ�FULVLV�SODFH�WKH�XOWLPDWH�EODPH�RQ�WKH�XQH[SHFWHGO\
ODUJH�LQFUHDVHV�LQ�LQWHUHVW�UDWHV�WKDW�EHJDQ�LQ�WKH�ODWH�����V�XQGHU�)HG�&KDLUPDQ�3DXO�9ROFNHU�
7KLV�LQFUHDVH�LQ�LQWHUHVW�UDWHV�FDXVHG�WKH�YDOXH�RI�WKHLU�DVVHWV�WR�SOXQJH��OHDYLQJ�PDQ\�ZLWK�ORZ
RU�QHJDWLYH�QHW�ZRUWK��$WWHPSWV�WR�DOORZ�LQGLYLGXDO�VDYLQJV�DQG�ORDQV�WR�WU\�WR�VROYH�WKHLU�RZQ
SUREOHPV��SDUW�RI�UHJXODWRU\�IRUEHDUDQFH��IDLOHG��ZRUVHQLQJ�WKH�HYHQWXDO�GHEDFOH�
���7KHUH� LV� DQRWKHU� UHDVRQ� WKDW� JRYHUQPHQW� VKRXOG� SHUKDSV� EH�PRUH� VHQVLWLYH� WR� LQWHUHVW� UDWH
FKDQJHV� WKDQ� WR� H[FKDQJH� UDWH� FKDQJHV�� ZKLOH� WKHUH� LV� DQ� HFRQRPLF� ORJLF� WR� PDWXULW\
PLVPDWFKHV�� WKHUH� LV� QR� FRUUHVSRQGLQJ� MXVWLILFDWLRQ� IRU� H[FKDQJH� UDWH�PLVPDWFKHV�� 7KHUH� LV� D
UHDO� FRVW� DVVRFLDWHG� ZLWK� IRUFLQJ� ILUPV� WR� UHGXFH� PDWXULW\� PLVPDWFKHV�� ([FKDQJH� UDWH
PLVPDWFKHV�� LQ�FRQWUDVW�� VLPSO\� UHSUHVHQW� VSHFXODWLYH�EHKDYLRU�� ,Q�SUDFWLFH��SROLF\�FDQQRW� UHO\
RQ�WKHVH�JHQHUDO�QRVWUXPV�EXW�QHHGV�WR�ORRN�FDUHIXOO\�DW�WKH�VLWXDWLRQ�ZLWKLQ�WKH�FRXQWU\�LQ�FULVLV�
,W�LV�SRVVLEOH�WKDW�FXUUHQF\�PLVPDWFKHV�DUH�IDU�ODUJHU�WKDQ�PDWXULW\�PLVPDWFKHV��DQG�ZKLOH�IXWXUH
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$GYRFDWHV� RI� KLJK�LQWHUHVW� UDWH� SROLFLHV� KDYH� DVVHUWHG� WKDW� VXFK� SROLFLHV� DUH
QHFHVVDU\�WR�UHVWRUH�FRQILGHQFH�LQ�WKH�HFRQRP\�DQG�WKXV�VWRS�WKH�HURVLRQ�RI�WKH
FXUUHQF\¶V�YDOXH��+DOWLQJ�WKH�HURVLRQ�RI�WKH�FXUUHQF\��LQ�WXUQ��LV�LPSRUWDQW�WR�ERWK
UHVWRUH� WKH�XQGHUO\LQJ� VWUHQJWK�RI� WKH� HFRQRP\� DQG� SUHYHQW� D�EXUVW� RI� LQIODWLRQ
IURP� WKH� ULVH� RI� WKH� SULFH� RI� LPSRUWHG� JRRGV���� 7KLV� SUHVFULSWLRQ� LV� EDVHG� RQ
DVVXPSWLRQV� DERXW� PDUNHW� UHDFWLRQV� ±� L�H�� ZKDW� ZLOO� UHVWRUH� FRQILGHQFH� ±� DQG
HFRQRPLF�IXQGDPHQWDOV�

8OWLPDWHO\� FRQILGHQFH�DQG�HFRQRPLF� IXQGDPHQWDOV� DUH� LQH[WULFDEO\� LQWHUWZLQHG�
$UH�PHDVXUHV�WKDW�ZHDNHQ�WKH�HFRQRP\��HVSHFLDOO\�WKH�ILQDQFLDO�V\VWHP��OLNHO\�WR
UHVWRUH�FRQILGHQFH"�7R�EH� VXUH�� LI� DQ� HFRQRP\� LV� LQLWLDOO\� IDFLQJ�KLJK� OHYHOV�RI
LQIODWLRQ� FDXVHG� E\� KLJK� OHYHOV� RI� H[FHVV� DJJUHJDWH� GHPDQG�� LQFUHDVHV� LQ� WKH
LQWHUHVW� UDWH�ZLOO�EH� VHHQ� WR� VWUHQJWKHQ� WKH� HFRQRPLF� IXQGDPHQWDOV� E\� UHVWRULQJ
PDFUR�VWDELOLW\��)RU�DQ�HFRQRP\�ZKHUH� WKHUH� LV� OLWWOH� LQLWLDO� HYLGHQFH�RI�PDFUR�
LPEDODQFHV� EXW� D� SUHGLFWHG� ODUJH� H[RJHQRXV� IDOO� LQ� DJJUHJDWH� GHPDQG�� KLJK
LQWHUHVW�UDWHV�ZLOO�OHDG�WR�DQ�HFRQRPLF�VOXPS�DQG�WKH�VOXPS�ZLOO�FRPELQH�ZLWK�WKH
LQWHUHVW�UDWHV�WKHPVHOYHV�WR�XQGHUPLQH�WKH�ILQDQFLDO�V\VWHP�

��� )RVWHULQJ�FRPSHWLWLRQ

6R�IDU�,�KDYH�DUJXHG�WKDW�PDFURHFRQRPLF�SROLF\�QHHGV�WR�EH�H[SDQGHG�EH\RQG�D
VLQJOH�PLQGHG� IRFXV� RQ� LQIODWLRQ� DQG� EXGJHW� GHILFLWV�� WKH� VHW� RI� SROLFLHV� WKDW
XQGHUOD\� WKH� :DVKLQJWRQ� FRQVHQVXV� DUH� QRW� VXIILFLHQW� IRU� PDFURHFRQRPLF
VWDELOLW\� RU� ORQJ�WHUP� GHYHORSPHQW�� 0DFURHFRQRPLF� VWDELOLW\� DQG� ORQJ�WHUP
GHYHORSPHQW�UHTXLUH�VRXQG�ILQDQFLDO�PDUNHWV��%XW�WKH�DJHQGD�IRU�FUHDWLQJ�VRXQG
ILQDQFLDO� PDUNHWV� VKRXOG� QRW� FRQIXVH� PHDQV� ZLWK� HQGV�� UHGHVLJQLQJ� WKH
UHJXODWRU\�V\VWHP��QRW�ILQDQFLDO�OLEHUDOL]DWLRQ��VKRXOG�EH�WKH�LVVXH�

,� QRZ� ZDQW� WR� DUJXH� WKDW� FRPSHWLWLRQ� LV� FHQWUDO� WR� WKH� VXFFHVV� RI� D� PDUNHW
HFRQRP\�� +HUH�� WRR�� WKHUH� KDV� EHHQ� VRPH� FRQIXVLRQ� EHWZHHQ�PHDQV� DQG� HQGV�
3ROLFLHV� WKDW� VKRXOG�KDYH�EHHQ�YLHZHG�DV�PHDQV� WR� DFKLHYH�D�PRUH�FRPSHWLWLYH
PDUNHWSODFH�ZHUH�VHHQ�DV�HQGV�LQ�WKHPVHOYHV��$V�D�UHVXOW��LQ�VRPH�LQVWDQFHV�WKH\
IDLOHG�WR�DWWDLQ�WKHLU�REMHFWLYHV�

7KH� IXQGDPHQWDO� WKHRUHPV� RI� ZHOIDUH� HFRQRPLFV�� WKH� UHVXOWV� WKDW� HVWDEOLVK� WKH
HIILFLHQF\� RI� D� PDUNHW� HFRQRP\�� DVVXPH� WKDW� ERWK� SULYDWH� SURSHUW\� DQG

������������������������������������������������������������������������������������������������������������������������������������
DFWLRQV�PLJKW�EH�GLUHFWHG�DW�FRUUHFWLQJ�VXFK�VSHFXODWLRQ�ZLWK�LWV�V\VWHPLF�HIIHFWV��FXUUHQW�SROLF\
PXVW�GHDO�ZLWK�WKH�UHDOLWLHV�RI�WRGD\�
���7KH�SHUVLVWHQFH�RI� WKH� LQIODWLRQDU\�HIIHFWV�RI� D�GHYDOXDWLRQ� UDLVH� VXEWOH�TXHVWLRQV��(DUOLHU� ,
DUJXHG�DJDLQVW�WKH�µSUHFLSLFH¶�WKHRU\�RI�LQIODWLRQ��2QH�PLJKW�DUJXH�WKDW�DQ�LQFUHDVH�LQ�WKH�SULFH
OHYHO�DVVRFLDWHG�ZLWK�D�GHYDOXDWLRQ�LV�HYHQ�OHVV�OLNHO\�WR�JLYH�ULVH�WR�LQIODWLRQ�LQHUWLD�WKDQ�RWKHU
VRXUFHV�RI� LQFUHDVHV� LQ�SULFHV�� SDUWLFXODUO\�ZKHQ� WKHUH�PD\�EH� D�SHUFHSWLRQ� WKDW� WKH� H[FKDQJH
UDWH�KDV�RYHUVKRW�
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FRPSHWLWLYH� PDUNHWV� H[LVW� LQ� WKH� HFRQRP\�� 0DQ\� FRXQWULHV� ±� HVSHFLDOO\
GHYHORSLQJ� DQG� WUDQVLWLRQ� HFRQRPLHV� ±� ODFN� ERWK�� 8QWLO� UHFHQWO\�� KRZHYHU�
HPSKDVLV� ZDV� SODFHG� DOPRVW� H[FOXVLYHO\� RQ� FUHDWLQJ� SULYDWH� SURSHUW\� DQG
OLEHUDOL]LQJ� WUDGH� ±� WUDGH� OLEHUDOL]DWLRQ� EHLQJ� FRQIXVHG� ZLWK� HVWDEOLVKLQJ
FRPSHWLWLYH� PDUNHWV�� 7UDGH� OLEHUDOL]DWLRQ� LV� LPSRUWDQW�� EXW� ZH� DUH� XQOLNHO\� WR
UHDOL]H� WKH� IXOO� EHQHILWV� RI� OLEHUDOL]LQJ� WUDGH� ZLWKRXW� FUHDWLQJ� D� FRPSHWLWLYH
HFRQRP\�

����� 3URPRWLQJ�IUHH�WUDGH

7UDGH� OLEHUDOL]DWLRQ�� OHDGLQJ� HYHQWXDOO\� WR� IUHH� WUDGH�� ZDV� D� NH\� SDUW� RI� WKH
:DVKLQJWRQ� FRQVHQVXV�� 7KH� HPSKDVLV� RQ� WUDGH� OLEHUDOL]DWLRQ� ZDV� QDWXUDO�� WKH
/DWLQ� $PHULFDQ� FRXQWULHV� KDG� VWDJQDWHG� EHKLQG� SURWHFWLRQLVW� EDUULHUV���� ,PSRUW
VXEVWLWXWLRQ� SURYHG� D� KLJKO\� LQHIIHFWLYH� VWUDWHJ\� IRU� GHYHORSPHQW�� ,Q� PDQ\
FRXQWULHV� LQGXVWULHV� ZHUH� SURGXFLQJ� SURGXFWV� ZLWK� QHJDWLYH� YDOXH� DGGHG�� DQG
LQQRYDWLRQ� ZDV� VWLIOHG�� 7KH� XVXDO� DUJXPHQW� ±� WKDW� SURWHFWLRQLVP� LWVHOI� VWLIOHG
LQQRYDWLRQ� ±� ZDV� VRPHZKDW� FRQIXVHG�� *RYHUQPHQWV� FRXOG� KDYH� FUHDWHG
FRPSHWLWLRQ� DPRQJ� GRPHVWLF� ILUPV�� ZKLFK� ZRXOG� KDYH� SURYLGHG� LQFHQWLYHV� WR
LPSRUW�QHZ�WHFKQRORJ\��,W�ZDV�WKH�IDLOXUH�WR�FUHDWH�FRPSHWLWLRQ�LQWHUQDOO\��PRUH
WKDQ� SURWHFWLRQ� IURP� DEURDG�� WKDW� ZDV� WKH� FDXVH� RI� WKH� VWDJQDWLRQ�� 2I� FRXUVH�
FRPSHWLWLRQ� IURP� DEURDG� ZRXOG� KDYH� SURYLGHG� DQ� LPSRUWDQW� VRXUFH� RI
FRPSHWLWLRQ��%XW� LW� LV�SRVVLEOH� WKDW� LQ� WKH�RQH�VLGHG� UDFH��GRPHVWLF� ILUPV�ZRXOG
KDYH�GURSSHG�RXW�RI�WKH�FRPSHWLWLRQ�UDWKHU�WKDQ�HQWHU�WKH�IUD\��&RQVXPHUV�PLJKW
KDYH�EHQHILWHG��EXW�WKH�HIIHFWV�RQ�JURZWK�PD\�KDYH�EHHQ�PRUH�DPELJXRXV�

7UDGH�OLEHUDOL]DWLRQ�PD\�FUHDWH�FRPSHWLWLRQ��EXW�LW�GRHV�QRW�GR�VR�DXWRPDWLFDOO\�
,I�WUDGH�OLEHUDOL]DWLRQ�RFFXUV�LQ�DQ�HFRQRP\�ZLWK�D�PRQRSRO\�LPSRUWHU��WKH�UHQWV
PD\� VLPSO\� EH� WUDQVIHUUHG� IURP� WKH� JRYHUQPHQW� WR� WKH� PRQRSROLVW�� ZLWK� OLWWOH
GHFUHDVH�LQ�SULFHV��7UDGH�OLEHUDOL]DWLRQ�LV�WKXV�QHLWKHU�QHFHVVDU\�QRU�VXIILFLHQW�IRU
FUHDWLQJ�D�FRPSHWLWLYH�DQG�LQQRYDWLYH�HFRQRP\�

$W�OHDVW�DV�LPSRUWDQW�DV�FUHDWLQJ�FRPSHWLWLRQ�LQ�WKH�SUHYLRXVO\�VKHOWHUHG�LPSRUW�
FRPSHWLQJ� VHFWRU� RI� WKH� HFRQRP\� LV� SURPRWLQJ� FRPSHWLWLRQ� RQ� WKH� H[SRUW� VLGH�
7KH�VXFFHVV�RI�WKH�(DVW�$VLDQ�HFRQRPLHV�LV�D�SRZHUIXO�H[DPSOH�RI�WKLV�SRLQW��%\
DOORZLQJ� HDFK� FRXQWU\� WR� WDNH� DGYDQWDJH� RI� LWV� FRPSDUDWLYH� DGYDQWDJH�� WUDGH
LQFUHDVHV�ZDJHV� DQG� H[SDQGV� FRQVXPSWLRQ� RSSRUWXQLWLHV�� )RU� WKH� SDVW� ��� \HDUV
WUDGH�KDV�EHHQ�GRLQJ� MXVW� WKDW�±�ZLWK�ZRUOG� WUDGH�JURZLQJ�DW���SHU�FHQW�D� \HDU�
QHDUO\�WZLFH�WKH�UDWH�RI�ZRUOG�*'3�JURZWK�

,QWHUHVWLQJO\�� WKH� SURFHVV� E\� ZKLFK� WUDGH� OLEHUDOL]DWLRQ� OHDGV� WR� HQKDQFHG
SURGXFWLYLW\�LV�QRW�IXOO\�XQGHUVWRRG��7KH�VWDQGDUG�+HFNVKHU�2KOLQ�WKHRU\�SUHGLFWV

���������������������������������������������
���$GYRFDWHV�RI�LPSRUW�VXEVWLWXWLRQ�SRLQW�RXW�WKDW�GXULQJ�FHUWDLQ�SHULRGV�FRXQWULHV�WKDW�SXUVXHG
SURWHFWLRQLVW� SROLFLHV�� QRWDEO\� %UD]LO� DQG� 7DLZDQ� �&KLQD�� LQ� WKH� ����V�� GLG� DFKLHYH� VWURQJ
HFRQRPLF�JURZWK�
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WKDW�FRXQWULHV�ZLOO�VKLIW�LQWHUVHFWRUDOO\��PRYLQJ�DORQJ�WKHLU�SURGXFWLRQ�SRVVLELOLW\
IURQWLHU��SURGXFLQJ�PRUH�RI�ZKDW�WKH\�DUH�EHWWHU�DW�DQG�WUDGLQJ�IRU�ZKDW�WKH\�DUH
ZRUVH� DW�� ,Q� UHDOLW\�� WKH� PDLQ� JDLQV� IURP� WUDGH� VHHP� WR� FRPH� LQWHUWHPSRUDOO\�
IURP� DQ� RXWZDUG� VKLIW� LQ� WKH� SURGXFWLRQ� SRVVLELOLW\� IURQWLHU� DV� D� UHVXOW� RI
LQFUHDVHG� HIILFLHQF\�� ZLWK� OLWWOH� VHFWRUDO� VKLIW�� 8QGHUVWDQGLQJ� WKH� FDXVHV� RI� WKLV
LPSURYHPHQW�LQ�HIILFLHQF\�UHTXLUHV�DQ�XQGHUVWDQGLQJ�RI�WKH�OLQNV�EHWZHHQ�WUDGH�
FRPSHWLWLRQ��DQG�OLEHUDOL]DWLRQ��7KLV�LV�DQ�DUHD�WKDW�QHHGV�WR�EH�SXUVXHG�IXUWKHU���

����� )DFLOLWDWLQJ�SULYDWL]DWLRQ

6WDWH�PRQRSROLHV�LQ�FHUWDLQ�LQGXVWULHV�KDYH�VWLIOHG�FRPSHWLWLRQ��%XW�WKH�HPSKDVLV
RQ�SULYDWL]DWLRQ�RYHU�WKH�SDVW�GHFDGH�KDV�VWHPPHG�OHVV�IURP�FRQFHUQ�RYHU�ODFN�RI
FRPSHWLWLRQ�WKDQ�IURP�D�IRFXV�RQ�SURILW�LQFHQWLYHV��,Q�D�VHQVH��LW�ZDV�QDWXUDO�IRU
WKH�:DVKLQJWRQ� FRQVHQVXV� WR� IRFXV�PRUH� RQ� SULYDWL]DWLRQ� WKDQ� RQ� FRPSHWLWLRQ�
1RW� RQO\� ZHUH� VWDWH� HQWHUSULVHV� LQHIILFLHQW�� WKHLU� ORVVHV� FRQWULEXWHG� WR� WKH
JRYHUQPHQW¶V�EXGJHW�GHILFLW��DGGLQJ� WR�PDFURHFRQRPLF� LQVWDELOLW\��3ULYDWL]DWLRQ
ZRXOG� NLOO� WZR� ELUGV� ZLWK� RQH� VWRQH�� VLPXOWDQHRXVO\� LPSURYLQJ� HFRQRPLF
HIILFLHQF\� DQG� UHGXFLQJ� ILVFDO� GHILFLWV���� 7KH� LGHD� ZDV� WKDW� LI� SURSHUW\� ULJKWV
FRXOG�EH�FUHDWHG��WKH�SURILW�PD[LPL]LQJ�EHKDYLRU�RI�WKH�RZQHUV�ZRXOG�HOLPLQDWH
ZDVWH�DQG�LQHIILFLHQF\��$W�WKH�VDPH�WLPH�WKH�VDOH�RI� WKH�HQWHUSULVHV�ZRXOG�UDLVH
PXFK�QHHGHG�UHYHQXH�

$OWKRXJK� LQ� UHWURVSHFW� WKH� SURFHVV� RI� SULYDWL]DWLRQ� LQ� WKH� WUDQVLWLRQ� HFRQRPLHV
ZDV��LQ�VHYHUDO�LQVWDQFHV�DW�OHDVW��EDGO\�IODZHG��DW�WKH�WLPH�LW�VHHPHG�UHDVRQDEOH
WR� PDQ\�� $OWKRXJK� PRVW� SHRSOH� ZRXOG� KDYH� SUHIHUUHG� D� PRUH� RUGHUO\
UHVWUXFWXULQJ� DQG� WKH� HVWDEOLVKPHQW� RI� DQ� HIIHFWLYH� OHJDO� VWUXFWXUH� �FRYHULQJ
FRQWUDFWV��EDQNUXSWF\��FRUSRUDWH�JRYHUQDQFH��DQG�FRPSHWLWLRQ��SULRU�WR�RU�DW�OHDVW
VLPXOWDQHRXV�WR�SURPXOJDWLRQV��QR�RQH�NQHZ�KRZ�ORQJ�WKH�UHIRUP�ZLQGRZ�ZRXOG
VWD\�RSHQ��$W�WKH�WLPH�SULYDWL]LQJ�TXLFNO\�DQG�FRPSUHKHQVLYHO\�±�DQG�WKHQ�IL[LQJ
WKH�SUREOHPV�ODWHU�RQ�±�VHHPHG�D�UHDVRQDEOH�JDPEOH��)URP�WRGD\¶V�YDQWDJH�SRLQW�
WKH� DGYRFDWHV� RI� SULYDWL]DWLRQ� PD\� KDYH� RYHUHVWLPDWHG� WKH� EHQHILWV� RI
SULYDWL]DWLRQ�DQG�XQGHUHVWLPDWHG� WKH�FRVWV��SDUWLFXODUO\� WKH�SROLWLFDO�FRVWV�RI� WKH
SURFHVV� LWVHOI� DQG� WKH� LPSHGLPHQWV� LW� KDV� SRVHG� WR� IXUWKHU� UHIRUP�� 7DNLQJ� WKDW
VDPH�JDPEOH�WRGD\��ZLWK�WKH�EHQHILW�RI�VHYHQ�PRUH�\HDUV�RI�H[SHULHQFH��ZRXOG�EH
PXFK�OHVV�MXVWLILHG�

���������������������������������������������
��� 7KH� DGYHUVH� HIIHFWV� DVVRFLDWHG� ZLWK� SURWHFWLRQLVP� PD\� FRPH� PRUH� IURP� LWV� LPSDFW� RQ
FRPSHWLWLRQ�DQG� LWV� LQGXFHPHQW� WR� UHQW�VHHNLQJ�EHKDYLRU��7KHVH�IRUFHV�DUH�VR� VWURQJ� WKDW�HYHQ
ZKHQ� WKHUH� PLJKW� EH� VHHPLQJO\� VWURQJ� DUJXPHQWV� IRU� WUDGH� LQWHUYHQWLRQV� LQ� SDUWLFXODU� FDVHV�
PRVW�HFRQRPLVWV�YLHZ�LQWHUYHQWLRQ�LQ�WUDGH�SROLF\�ZLWK�FRQVLGHUDEOH�VNHSWLFLVP�
���6KRUW�WHUP�LPSDFWV�RQ�GHILFLWV�ZHUH��KRZHYHU��RIWHQ�PDUNHGO\�GLIIHUHQW�IURP�WKH�ORQJ�WHUP
LPSDFWV��,Q�WKRVH�FDVHV�ZKHUH�WKH�VWDWH�HQWHUSULVHV�ZHUH�UHDVRQDEO\�ZHOO�UXQ��WKH�ODWWHU�FRXOG�EH
QHJOLJLEOH� RU� HYHQ� QHJDWLYH� ZKLOH� WKH� IRUPHU� FRXOG� EH� VXEVWDQWLDO�� ,Q� UHVSRQVH�� VRPH
JRYHUQPHQWV� GLVDOORZHG� WKH� LQFOXVLRQ� RI� FDSLWDO� WUDQVDFWLRQV� LQ� WKH� DQQXDO� EXGJHW� ±� DQ
DFFRXQWLQJ�SUDFWLFH�FRQVLVWHQW�ZLWK�YLHZV� WKDW�VXFK�SXEOLF�VHFWRU�ILQDQFLDO� UHRUJDQL]DWLRQ�PD\
KDYH�OLWWOH�LPSDFW�RQ�PDFUR�EHKDYLRU��RU�DW�OHDVW�IDU�GLIIHUHQW�HIIHFWV�



��

(YHQ�DW�WKH� WLPH�PDQ\�RI�XV�ZDUQHG�DJDLQVW�KDVWLO\�SULYDWL]LQJ�ZLWKRXW�FUHDWLQJ
WKH� QHHGHG� LQVWLWXWLRQDO� LQIUDVWUXFWXUH�� LQFOXGLQJ� FRPSHWLWLYH� PDUNHWV� DQG
UHJXODWRU\�ERGLHV��'DYLG�6DSSLQJWRQ� DQG� ,� VKRZHG� LQ� WKH� IXQGDPHQWDO� WKHRUHP
RQ� SULYDWL]DWLRQ� WKDW� WKH� FRQGLWLRQV� XQGHU� ZKLFK� SULYDWL]DWLRQ� FDQ� DFKLHYH� WKH
SXEOLF�REMHFWLYHV�RI�HIILFLHQF\�DQG�HTXLW\�DUH�YHU\�OLPLWHG�DQG�DUH�YHU\�VLPLODU�WR
WKH�FRQGLWLRQV�XQGHU�ZKLFK�FRPSHWLWLYH�PDUNHWV�DWWDLQ�3DUHWR�HIILFLHQW�RXWFRPHV
�6DSSLQJWRQ�DQG�6WLJOLW]��������,I��IRU�LQVWDQFH��FRPSHWLWLRQ�LV�ODFNLQJ��FUHDWLQJ�D
SULYDWH�� XQUHJXODWHG� PRQRSRO\� ZLOO� OLNHO\� UHVXOW� LQ� HYHQ� KLJKHU� SULFHV� IRU
FRQVXPHUV��$QG�WKHUH�LV�VRPH�HYLGHQFH�WKDW��LQVXODWHG�IURP�FRPSHWLWLRQ��SULYDWH
PRQRSROLHV�PD\�VXIIHU�IURP�VHYHUDO�IRUPV�RI�LQHIILFLHQF\�DQG�PD\�QRW�EH�KLJKO\
LQQRYDWLYH�

,QGHHG�� ERWK� ODUJH�VFDOH� SXEOLF� DQG� SULYDWH� HQWHUSULVHV� VKDUH� PDQ\� VLPLODULWLHV
DQG� IDFH� PDQ\� RI� WKH� VDPH� RUJDQL]DWLRQDO� FKDOOHQJHV� �6WLJOLW]� ������� %RWK
LQYROYH� VXEVWDQWLDO� GHOHJDWLRQ� RI� UHVSRQVLELOLW\� ±� QHLWKHU� OHJLVODWXUHV� QRU
VKDUHKROGHUV� LQ� ODUJH� FRPSDQLHV� GLUHFWO\� FRQWURO� WKH� GDLO\� DFWLYLWLHV� RI� DQ
HQWHUSULVH�� ,Q�ERWK�FDVHV� WKH�KLHUDUFK\�RI�DXWKRULW\� WHUPLQDWHV� LQ�PDQDJHUV�ZKR
W\SLFDOO\�KDYH� D�JUHDW� GHDO� RI� DXWRQRP\� DQG� GLVFUHWLRQ��5HQW� VHHNLQJ� RFFXUV� LQ
SULYDWH� HQWHUSULVHV�� MXVW� DV� LW� GRHV� LQ� SXEOLF� HQWHUSULVHV�� 6KOHLIHU� DQG� 9LVKQ\
�������DQG�(GOLQ�DQG�6WLJOLW]��������KDYH�VKRZQ�WKDW�WKHUH�DUH�VWURQJ�LQFHQWLYHV
QRW� RQO\� IRU� SULYDWH� UHQW� VHHNLQJ� RQ� WKH� SDUW� RI� PDQDJHPHQW�� EXW� IRU� WDNLQJ
DFWLRQV�WKDW�LQFUHDVH� WKH�VFRSH�IRU�VXFK�UHQW�VHHNLQJ��,Q� WKH�&]HFK�5HSXEOLF� WKH
EROG� H[SHULPHQW� ZLWK� YRXFKHU� SULYDWL]DWLRQ� VHHPV� WR� KDYH� IRXQGHUHG� RQ� WKHVH
LVVXHV��DV�ZHOO�DV�WKH�EURDGHU�LVVXHV�RI�ZKHWKHU��ZLWKRXW�WKH�DSSURSULDWH�OHJDO�DQG
LQVWLWXWLRQDO� VWUXFWXUHV�� FDSLWDO� PDUNHWV� FDQ� SURYLGH� WKH� QHFHVVDU\� GLVFLSOLQH� WR
PDQDJHUV�DV�ZHOO�DV�DOORFDWH�VFDUFH�FDSLWDO�HIILFLHQWO\�

3XEOLF� RUJDQL]DWLRQV� W\SLFDOO\� GR� QRW� SURYLGH� HIIHFWLYH� LQFHQWLYHV� DQG� RIWHQ
LPSRVH�D�YDULHW\�RI�DGGLWLRQDO�FRQVWUDLQWV��:KHQ� WKHVH�SUREOHPV�DUH� HIIHFWLYHO\
DGGUHVVHG��ZKHQ� VWDWH� HQWHUSULVHV� DUH� HPEHGGHG� LQ� D� FRPSHWLWLYH� SHUIRUPDQFH�
EDVHG� HQYLURQPHQW�� SHUIRUPDQFH� GLIIHUHQFHV� PD\� QDUURZ� �&DYHV� DQG
&KULVWHQVRQ��������

7KH�GLIIHUHQFHV�EHWZHHQ�SXEOLF�DQG�SULYDWH�HQWHUSULVHV�DUH�EOXUU\��DQG�WKHUH�LV�D
FRQWLQXXP�RI�DUUDQJHPHQWV� LQ�EHWZHHQ��&RUSRUDWL]DWLRQ�� IRU� LQVWDQFH��PDLQWDLQV
JRYHUQPHQW�RZQHUVKLS�EXW�PRYHV�ILUPV�WRZDUG�KDUG�EXGJHW�FRQVWUDLQWV�DQG�VHOI�
ILQDQFLQJ�� SHUIRUPDQFH�EDVHG� JRYHUQPHQW� RUJDQL]DWLRQV� XVH� RXWSXW�RULHQWHG
SHUIRUPDQFH� PHDVXUHV� DV� D� EDVLV� IRU� LQFHQWLYHV�� 6RPH� HYLGHQFH� VXJJHVWV� WKDW
PXFK�RI�WKH�JDLQV�IURP�SULYDWL]DWLRQ�RFFXU�EHIRUH�SULYDWL]DWLRQ�DV�D�UHVXOW�RI�WKH
SURFHVV� RI� SXWWLQJ� LQ� SODFH� HIIHFWLYH� LQGLYLGXDO� DQG� RUJDQL]DWLRQDO� LQFHQWLYHV
�3DQQLHU�������
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7KH� LPSRUWDQFH� RI� FRPSHWLWLRQ� UDWKHU� WKDQ� RZQHUVKLS� KDV� EHHQ� PRVW� YLYLGO\
GHPRQVWUDWHG� E\� WKH� H[SHULHQFH� RI� &KLQD� DQG� WKH� 5XVVLDQ� )HGHUDWLRQ�� &KLQD
H[WHQGHG� WKH� VFRSH� RI� FRPSHWLWLRQ� ZLWKRXW� SULYDWL]LQJ� VWDWH�RZQHG� HQWHUSULVHV�
7R�EH�VXUH��D�QXPEHU�RI�SUREOHPV�UHPDLQ�LQ�WKH�VWDWH�RZQHG�VHFWRU��ZKLFK�PD\
EH�DGGUHVVHG�LQ�WKH�QH[W�VWDJH�RI�UHIRUP��,Q�FRQWUDVW��5XVVLD�KDV�SULYDWL]HG�D�ODUJH
IUDFWLRQ�RI�LWV�HFRQRP\�ZLWKRXW�GRLQJ�PXFK�WR�SURPRWH�FRPSHWLWLRQ��7KH�FRQWUDVW
LQ� SHUIRUPDQFH� FRXOG� QRW� EH� JUHDWHU�� ZLWK� 5XVVLD¶V� RXWSXW� EHORZ� WKH� OHYHO
DWWDLQHG�DOPRVW� D�GHFDGH�DJR��ZKLOH�&KLQD�KDV�PDQDJHG� WR� VXVWDLQ�GRXEOH�GLJLW
JURZWK� IRU�DOPRVW� WZR�GHFDGHV��7KRXJK� WKH�GLIIHUHQFHV� LQ�SHUIRUPDQFH�PD\�EH
RQO\�SDUWLDOO\�H[SODLQHG�E\�GLIIHUHQFHV�LQ�WKH�SROLFLHV�WKH\�KDYH�SXUVXHG��ERWK�WKH
&KLQHVH� DQG� 5XVVLDQ� H[SHULHQFHV� SRVH� TXDQGDULHV� IRU� WUDGLWLRQDO� HFRQRPLF
WKHRULHV�

,Q�SDUWLFXODU��WKH�PDJQLWXGH�DQG�GXUDWLRQ�RI�5XVVLD¶V�GRZQWXUQ�LV�LWVHOI�VRPHZKDW
RI�D�SX]]OH��WKH�6RYLHW�HFRQRP\�ZDV�ZLGHO\�FRQVLGHUHG�ULIH�ZLWK� LQHIILFLHQFLHV�
DQG�D�VXEVWDQWLDO�IUDFWLRQ�RI�LWV�RXWSXW�ZDV�GHYRWHG�WR�PLOLWDU\�H[SHQGLWXUHV��7KH
HOLPLQDWLRQ�RI�WKHVH�LQHIILFLHQFLHV�VKRXOG�KDYH�UDLVHG�*'3��DQG�WKH�UHGXFWLRQ�LQ
PLOLWDU\�H[SHQGLWXUHV�VKRXOG�KDYH�LQFUHDVHG�SHUVRQDO�FRQVXPSWLRQ�IXUWKHU�VWLOO���
<HW�QHLWKHU�VHHPV�WR�KDYH�RFFXUUHG�

7KH�PDJQLWXGH�DQG�VXFFHVV�RI�&KLQD¶V�HFRQRP\�RYHU�WKH�SDVW� WZR�GHFDGHV�DOVR
UHSUHVHQWV�D�SX]]OH�IRU�VWDQGDUG�WKHRU\��&KLQHVH�SROLF\PDNHUV�QRW�RQO\�HVFKHZHG
D�VWUDWHJ\�RI�RXWULJKW�SULYDWL]DWLRQ��WKH\�DOVR�IDLOHG�WR�LQFRUSRUDWH�QXPHURXV�RWKHU
HOHPHQWV�RI�WKH�:DVKLQJWRQ�FRQVHQVXV��<HW�&KLQD¶V�UHFHQW�H[SHULHQFH� LV�RQH�RI
WKH� JUHDWHVW� HFRQRPLF� VXFFHVV� VWRULHV� LQ� KLVWRU\�� ,I� &KLQD¶V� ��� SURYLQFHV� ZHUH
WUHDWHG�DV� VHSDUDWH�HFRQRPLHV�±� DQG�PDQ\�RI� WKHP�KDYH�SRSXODWLRQV� H[FHHGLQJ
WKRVH� RI�PRVW� RWKHU� ORZ�LQFRPH� FRXQWULHV� ±� WKH� ��� IDVWHVW�JURZLQJ� HFRQRPLHV
EHWZHHQ� ����� DQG� ����� ZRXOG� DOO� KDYH� EHHQ� &KLQHVH� SURYLQFHV� �:RUOG� %DQN
����D���$OWKRXJK�&KLQD¶V�*'3�LQ������UHSUHVHQWHG�RQO\�DERXW�RQH�TXDUWHU�RI�WKH
DJJUHJDWH�*'3�RI� ORZ�LQFRPH�FRXQWULHV�DQG� LWV�SRSXODWLRQ� UHSUHVHQWHG�RQO\���
SHU� FHQW� RI� WKH� WRWDO�� DOPRVW� WZR�WKLUGV� RI� DJJUHJDWH� JURZWK� LQ� ORZ�LQFRPH
FRXQWULHV�EHWZHHQ������DQG������ZDV�DFFRXQWHG�IRU�E\� WKH� LQFUHDVH� LQ�&KLQD¶V
*'3�

:KLOH� PHDVXUHPHQW� SUREOHPV� PDNH� LW� GLIILFXOW� WR� PDNH� FRPSDULVRQV� EHWZHHQ
5XVVLD�DQG�&KLQD�ZLWK�DQ\�SUHFLVLRQ��WKH�EURDG�SLFWXUH�UHPDLQV�SHUVXDVLYH��UHDO
LQFRPHV� DQG� FRQVXPSWLRQ� KDYH� IDOOHQ� LQ� WKH� IRUPHU� 6RYLHW� 8QLRQ�� DQG� UHDO
LQFRPHV�DQG�FRQVXPSWLRQ�KDYH�ULVHQ�UDSLGO\�LQ�&KLQD�

���������������������������������������������
���7KLV�FDQ�EH�WKRXJKW�RI�HLWKHU�DV�D�PRYHPHQW�WRZDUG�WKH�SURGXFWLRQ�SRVVLELOLWLHV�FXUYH�RU�DV
DQ�RXWZDUG�VKLIW�RI�WKH�SURGXFWLRQ�SRVVLELOLWLHV�FXUYH��D�µWHFKQRORJLFDO�LPSURYHPHQW�¶�ZKHUH�WKH
FXUYH�KDV�HPEHGGHG�LQ�LW�WKH�LQVWLWXWLRQDO�FRQVWUDLQWV�UHIOHFWLQJ�KRZ�SURGXFWLRQ�DQG�GLVWULEXWLRQ
LV�RUJDQL]HG��
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2QH�RI�WKH�LPSRUWDQW�OHVVRQV�RI�WKH�FRQWUDVW�EHWZHHQ�&KLQD�DQG�5XVVLD�LV�IRU�WKH
SROLWLFDO� HFRQRP\� RI� SULYDWL]DWLRQ� DQG� FRPSHWLWLRQ�� ,W� KDV� SURYHG� GLIILFXOW� WR
SUHYHQW�FRUUXSWLRQ�DQG�RWKHU�SUREOHPV�LQ�SULYDWL]LQJ�PRQRSROLHV��7KH�KXJH�UHQWV
FUHDWHG�E\�SULYDWL]DWLRQ�ZLOO� HQFRXUDJH�HQWUHSUHQHXUV� WR� WU\� WR� VHFXUH�SULYDWL]HG
HQWHUSULVHV�UDWKHU�WKDQ�LQYHVW�LQ�FUHDWLQJ�WKHLU�RZQ�ILUPV��,Q�FRQWUDVW��FRPSHWLWLRQ
SROLF\� RIWHQ� XQGHUPLQHV� UHQWV� DQG� FUHDWHV� LQFHQWLYHV� IRU� ZHDOWK� FUHDWLRQ�� 7KH
VHTXHQFLQJ� RI� SULYDWL]DWLRQ� DQG� UHJXODWLRQ� LV� DOVR� YHU\� LPSRUWDQW�� 3ULYDWL]LQJ� D
PRQRSRO\� FDQ� FUHDWH� D� SRZHUIXO� HQWUHQFKHG� LQWHUHVW� WKDW� XQGHUPLQHV� WKH
SRVVLELOLW\�RI�UHJXODWLRQ�RU�FRPSHWLWLRQ�LQ�WKH�IXWXUH�

7KH�:DVKLQJWRQ�FRQVHQVXV�LV�ULJKW�±�SULYDWL]DWLRQ�LV�LPSRUWDQW��7KH�JRYHUQPHQW
QHHGV�WR�GHYRWH�LWV�VFDUFH�UHVRXUFHV�WR�DUHDV�WKH�SULYDWH�VHFWRU�GRHV�QRW��DQG�LV�QRW
OLNHO\�WR��HQWHU�� ,W�PDNHV�QR�VHQVH�IRU� WKH�JRYHUQPHQW� WR�EH�UXQQLQJ�VWHHO�PLOOV�
%XW� WKHUH� DUH� FULWLFDO� LVVXHV� DERXW� ERWK� WKH� VHTXHQFLQJ� DQG� WKH� VFRSH� RI
SULYDWL]DWLRQ��(YHQ�ZKHQ�SULYDWL]DWLRQ�LQFUHDVHV�SURGXFWLYH�HIILFLHQF\��LW�PD\�EH
GLIILFXOW� WR� HQVXUH� WKDW� EURDGHU� SXEOLF� REMHFWLYHV� DUH� DWWDLQHG�� HYHQ� ZLWK
UHJXODWLRQ�� 6KRXOG� SULVRQV�� VRFLDO� VHUYLFHV�� RU� WKH�PDNLQJ� RI� DWRPLF� ERPEV� �RU
WKH�FHQWUDO� LQJUHGLHQW�RI�DWRPLF�ERPEV��KLJKO\�HQULFKHG�XUDQLXP��EH�SULYDWL]HG�
DV�VRPH�LQ� WKH�8QLWHG�6WDWHV�KDYH�DGYRFDWHG"�:KHUH�DUH� WKH�ERXQGDULHV"�0RUH
SULYDWH� VHFWRU� DFWLYLW\� FDQ� EH� LQWURGXFHG� LQWR� SXEOLF� DFWLYLWLHV� �WKURXJK
FRQWUDFWLQJ�� IRU� H[DPSOH�� DQG� LQFHQWLYH�EDVHG� PHFKDQLVPV�� VXFK� DV� DXFWLRQV��
+RZ� HIIHFWLYH� DUH� VXFK� PHFKDQLVPV� DV� VXEVWLWXWHV� IRU� RXWULJKW� SULYDWL]DWLRQ"
7KHVH�LVVXHV�ZHUH�QRW�DGGUHVVHG�E\�WKH�:DVKLQJWRQ�FRQVHQVXV�

����� (VWDEOLVKLQJ�UHJXODWLRQ

&RPSHWLWLRQ� LV� DQ� HVVHQWLDO� LQJUHGLHQW� LQ� D� VXFFHVVIXO� PDUNHW� HFRQRP\�� %XW
FRPSHWLWLRQ� LV� QRW� YLDEOH� LQ� VRPH� VHFWRUV� ±� WKH� VR�FDOOHG� QDWXUDO� PRQRSROLHV�
(YHQ�WKHUH��KRZHYHU��WKH�H[WHQW�DQG�IRUP�RI�DFWXDO�DQG�SRWHQWLDO�FRPSHWLWLRQ�DUH
FRQVWDQWO\�FKDQJLQJ��1HZ�WHFKQRORJLHV�KDYH�H[SDQGHG�WKH�VFRSH�IRU�FRPSHWLWLRQ
LQ� PDQ\� VHFWRUV� WKDW� KDYH� KLVWRULFDOO\� EHHQ� KLJKO\� UHJXODWHG�� VXFK� DV
WHOHFRPPXQLFDWLRQV�DQG�HOHFWULF�SRZHU�

7UDGLWLRQDO� UHJXODWRU\� SHUVSHFWLYHV�� ZLWK� WKHLU� ULJLG� FDWHJRULHV� RI� UHJXODWLRQ
YHUVXV� GHUHJXODWLRQ� DQG� FRPSHWLWLRQ� YHUVXV� PRQRSRO\� KDYH� QRW� EHHQ� KHOSIXO
JXLGHV�WR�SROLF\�LQ�WKHVH�DUHDV��7KHVH�QHZ�WHFKQRORJLHV�GR�QRW�FDOO�IRU�ZKROHVDOH
GHUHJXODWLRQ��EHFDXVH�QRW�DOO�SDUWV�RI�WKHVH�LQGXVWULHV�DUH�DGHTXDWHO\�FRPSHWLWLYH�
,QVWHDG��WKH\�FDOO�IRU�DSSURSULDWH�FKDQJHV�LQ�UHJXODWRU\�VWUXFWXUH�WR�PHHW�WKH�QHZ
FKDOOHQJHV�� 6XFK� FKDQJHV� PXVW� UHFRJQL]H� WKH� H[LVWHQFH� RI� K\EULG� DUHDV� RI� WKH
HFRQRP\�� SDUWV� RI� ZKLFK� DUH� ZHOO� VXLWHG� WR� FRPSHWLWLRQ�� ZKLOH� RWKHU� SDUWV� DUH
PRUH�YXOQHUDEOH�WR�GRPLQDWLRQ�E\�D�IHZ�SURGXFHUV��$OORZLQJ�D�ILUP�ZLWK�PDUNHW
SRZHU�LQ�RQH�SDUW�RI�D�UHJXODWHG�LQGXVWU\�WR�JDLQ�D�VWUDQJOHKROG�RYHU�RWKHU�SDUWV
RI�WKH�LQGXVWU\�ZLOO�VHYHUHO\�FRPSURPLVH�HFRQRPLF�HIILFLHQF\�



��

����� )RUJLQJ�FRPSHWLWLRQ�SROLF\

$OWKRXJK� WKH� VFRSH� RI� YLDEOH� FRPSHWLWLRQ� KDV� H[SDQGHG�� FRPSHWLWLRQ� LV� RIWHQ
LPSHUIHFW�� HVSHFLDOO\� LQ� GHYHORSLQJ� FRXQWULHV�� &RPSHWLWLRQ� LV� VXSSUHVVHG� LQ� D
YDULHW\�RI�ZD\V��LQFOXGLQJ�LPSOLFLW�FROOXVLRQ�DQG�SUHGDWRU\�SULFLQJ��&RQWURO�RI�WKH
GLVWULEXWLRQ�V\VWHP�PD\�HIIHFWLYHO\�OLPLW�FRPSHWLWLRQ�HYHQ�ZKHQ�WKHUH�DUH�PDQ\
SURGXFHUV�� 9HUWLFDO� UHVWUDLQWV� FDQ� UHVWULFW� FRPSHWLWLRQ�� $QG� QHZ� WHFKQRORJLHV
KDYH�RSHQHG�XS�QHZ�RSSRUWXQLWLHV� IRU�DQWLFRPSHWLWLYH�EHKDYLRU��DV� UHFHQW�FDVHV
LQ�WKH�86�DLUOLQH�DQG�FRPSXWHU�LQGXVWU\�KDYH�UHYHDOHG�

7KH� HVWDEOLVKPHQW� RI� HIIHFWLYH� DQWLWUXVW� ODZV� IRU� GHYHORSLQJ� FRXQWULHV� KDV� QRW
EHHQ� H[DPLQHG� DGHTXDWHO\�� 7KH� VRSKLVWLFDWHG� DQG� FRPSOLFDWHG� OHJDO� VWUXFWXUHV
DQG� LQVWLWXWLRQV� LQ� SODFH� LQ� WKH�8QLWHG�6WDWHV�PD\� QRW� EH� DSSURSULDWH� IRU�PDQ\
GHYHORSLQJ�FRXQWULHV��ZKLFK�PD\�KDYH�WR�UHO\�PRUH�RQ�SHU�VH�UXOHV�

&RPSHWLWLRQ� SROLF\� DOVR� KDV� LPSRUWDQW� LPSOLFDWLRQV� IRU� WUDGH� SROLF\��&XUUHQWO\�
PRVW� FRXQWULHV� KDYH� VHSDUDWH� UXOHV� JRYHUQLQJ� GRPHVWLF� FRPSHWLWLRQ� DQG
LQWHUQDWLRQDO�FRPSHWLWLRQ��$XVWUDOLD�DQG�1HZ�=HDODQG�DUH�H[FHSWLRQV���:LWK�OLWWOH
LI� DQ\� MXVWLILFDWLRQ�� UXOHV� JRYHUQLQJ� FRPSHWLWLRQ� LQ� LQWHUQDWLRQDO� WUDGH� �VXFK� DV
DQWL�GXPSLQJ� SURYLVLRQV� DQG� FRXQWHUYDLOLQJ� GXWLHV�� DUH� VXEVWDQWLDOO\� GLIIHUHQW
IURP�GRPHVWLF�DQWLWUXVW� ODZV��VHH�6WLJOLW]�����E���PXFK�RI�ZKDW�ZH�FRQVLGHU�DV
KHDOWK\�SULFH�FRPSHWLWLRQ�GRPHVWLFDOO\�ZRXOG�EH�FODVVLILHG�DV�GXPSLQJ����7KHVH
DEXVHV� RI� IDLU� WUDGH� ZHUH� SLRQHHUHG� LQ� WKH� LQGXVWULDO� FRXQWULHV� EXW� DUH� QRZ
VSUHDGLQJ� WR� WKH�GHYHORSLQJ� FRXQWULHV�±�ZKLFK� VXUSDVVHG� LQGXVWULDO� FRXQWULHV� LQ
WKH� LQLWLDWLRQ� RI� DQWLGXPSLQJ� DFWLRQV� UHSRUWHG� WR� WKH� *HQHUDO� $JUHHPHQW� RQ
7DULIIV�DQG�7UDGH��*$77��DQG�WKH�:RUOG�7UDGH�2UJDQL]DWLRQ��:72��IRU�WKH�ILUVW
WLPH�LQ�������:RUOG�%DQN�����E���7KH�EHVW�ZD\�WR�FXUWDLO�WKHVH�DEXVHV�ZRXOG�EH
WR�LQWHJUDWH�IDLU�WUDGH�DQG�IDLU�FRPSHWLWLRQ�ODZV�EDVHG�RQ�WKH�GHHS�XQGHUVWDQGLQJ
RI�WKH�QDWXUH�RI�FRPSHWLWLRQ�WKDW�DQWLWUXVW�DXWKRULWLHV�DQG�LQGXVWULDO�RUJDQL]DWLRQ
HFRQRPLVWV�KDYH�HYROYHG�RYHU�WKH�FRXUVH�RI�D�FHQWXU\�

��� *RYHUQPHQW�DFWLQJ�DV�D�FRPSOHPHQW�WR�PDUNHWV

)RU�PXFK�RI�WKLV�FHQWXU\�SHRSOH�KDYH�ORRNHG�WR�JRYHUQPHQW� WR�VSHQG�PRUH�DQG
LQWHUYHQH�PRUH��*RYHUQPHQW�VSHQGLQJ�DV�D� VKDUH�RI�*'3�KDV�JURZQ�ZLWK� WKHVH
GHPDQGV� �)LJXUH� ���� 7KH� :DVKLQJWRQ� FRQVHQVXV� SROLFLHV� ZHUH� EDVHG� RQ� D
UHMHFWLRQ� RI� WKH� VWDWH¶V� DFWLYLVW� UROH� DQG� WKH� SURPRWLRQ� RI� D� PLQLPDOLVW�� QRQ�
LQWHUYHQWLRQLVW� VWDWH��7KH�XQVSRNHQ�SUHPLVH� LV� WKDW� JRYHUQPHQWV� DUH�ZRUVH� WKDQ
PDUNHWV��7KHUHIRUH�WKH�VPDOOHU�WKH�VWDWH�WKH�EHWWHU�WKH�VWDWH�

���������������������������������������������
��� /HVWHU�7KXURZ� KDV� QRWHG� WKDW�� µLI� WKH� >DQWL�GXPSLQJ@� ODZ�ZHUH� DSSOLHG� WR� GRPHVWLF� ILUPV�
HLJKWHHQ�RXW�RI�WKH�WRS�WZHQW\�ILUPV�LQ�)RUWXQH�����ZRXOG�KDYH�EHHQ�IRXQG�JXLOW\�RI�GXPSLQJ�LQ
�����¶��7KXURZ��������S�����
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,W� LV� WUXH� WKDW� VWDWHV� DUH� RIWHQ� LQYROYHG� LQ� WRR� PDQ\� WKLQJV�� LQ� DQ� XQIRFXVHG
PDQQHU�� 7KLV� ODFN� RI� IRFXV� UHGXFHV� HIILFLHQF\�� WU\LQJ� WR� JHW� JRYHUQPHQW� EHWWHU
IRFXVHG�RQ�WKH�IXQGDPHQWDOV�±�HFRQRPLF�SROLFLHV��EDVLF�HGXFDWLRQ��KHDOWK��URDGV�
ODZ� DQG� RUGHU�� HQYLURQPHQWDO� SURWHFWLRQ� ±� LV� D� YLWDO� VWHS�� %XW� IRFXVLQJ� RQ� WKH
IXQGDPHQWDOV� LV� QRW� D� UHFLSH� IRU� PLQLPDOLVW� JRYHUQPHQW�� 7KH� VWDWH� KDV� DQ
LPSRUWDQW� UROH� WR� SOD\� LQ� DSSURSULDWH� UHJXODWLRQ�� VRFLDO� SURWHFWLRQ�� DQG�ZHOIDUH�
7KH�FKRLFH� VKRXOG�QRW�EH�ZKHWKHU� WKH� VWDWH� VKRXOG� EH� LQYROYHG�EXW� KRZ� LW� JHWV
LQYROYHG��7KXV�WKH�FHQWUDO�TXHVWLRQ�VKRXOG�QRW�EH�WKH�VL]H�RI�WKH�JRYHUQPHQW��EXW
WKH� DFWLYLWLHV� DQG� PHWKRGV� RI� WKH� JRYHUQPHQW�� &RXQWULHV� ZLWK� VXFFHVVIXO
HFRQRPLHV�KDYH�JRYHUQPHQWV�WKDW�DUH�LQYROYHG�LQ�D�ZLGH�UDQJH�RI�DFWLYLWLHV�

FIGURE 6
GOVERNMENT SPENDING IN SELECTED COUNTRIES

(AS A PERCENTAGE OF GDP)

Note: data from IMF Government Financial Statistics.

2YHU� WKH� SDVW� VHYHUDO� GHFDGHV�� WKHUH� KDV� EHHQ� DQ� HYROYLQJ� IUDPHZRUN� ZLWKLQ
ZKLFK�WKH�LVVXH�RI�WKH�UROH�RI�WKH�JRYHUQPHQW�FDQ�EH�DGGUHVVHG��WKH�UHFRJQLWLRQ
WKDW� PDUNHWV� PLJKW� QRW� DOZD\V� \LHOG� HIILFLHQW� RXWFRPHV� ±� OHW� DORQH� VRFLDOO\
DFFHSWDEOH� GLVWULEXWLRQV� ±� OHG� WR� WKH� PDUNHW� IDLOXUHV� DSSURDFK���� 7KHUH� ZDV� D
ZHOO�GHILQHG� VHW� RI� PDUNHW� IDLOXUHV�� DVVRFLDWHG� ZLWK� H[WHUQDOLWLHV� DQG� SXEOLF
JRRGV�� WKDW� MXVWLILHG� JRYHUQPHQW� LQWHUYHQWLRQ�� 7KLV� OLVW� RI� PDUNHW� IDLOXUHV� ZDV
VXEVHTXHQWO\�H[SDQGHG�WR�LQFOXGH�LPSHUIHFW�LQIRUPDWLRQ�DQG�LQFRPSOHWH�PDUNHWV�
EXW� WKH� PDUNHW� IDLOXUH� DSSURDFK� FRQWLQXHG� WR� IRFXV� RQ� GLYLGLQJ� VHFWRUV� DQG
���������������������������������������������
���6HH�6WLJOLW]� ������� IRU� DQ� H[WHQGHG� GLVFXVVLRQ� RI� WKH� HFRQRPLF� UROH� RI� WKH� VWDWH� IURP� WKLV
SHUVSHFWLYH�

0

5

10

15

20

25

30

35

40

Developing
Country
Average

Thailand India Republic of
Korea

Brazil (1961-
1993)

Ethiopia (1964-
1994)

Morocco (1965-
1992)

P
er

ce
nt

ag
e 

of
 G

D
P

1960 1995



��

DFWLYLWLHV� LQWR� WKRVH�ZKLFK� VKRXOG� EH� LQ� WKH� JRYHUQPHQW� GRPDLQ� DQG� WKRVH� WKDW
IDOO� ZLWKLQ� WKH� SURYLQFH� RI� WKH� SULYDWH� VHFWRU��0RUH� UHFHQWO\�� WKHUH� KDV� EHHQ� D
JURZLQJ� UHFRJQLWLRQ� WKDW� WKH� JRYHUQPHQW� DQG� SULYDWH� VHFWRU� DUH� PXFK� PRUH
LQWLPDWHO\�HQWZLQHG��7KH�JRYHUQPHQW�VKRXOG�VHUYH�DV�D�FRPSOHPHQW�WR�PDUNHWV�
XQGHUWDNLQJ� DFWLRQV� WKDW� PDNH� PDUNHWV� ZRUN� EHWWHU� DQG� FRUUHFWLQJ� PDUNHW
IDLOXUHV��,Q�VRPH�FDVHV�WKH�JRYHUQPHQW�KDV�SURYHG�WR�EH�DQ�HIIHFWLYH�FDWDO\VW�±�LWV
DFWLRQV�KDYH�KHOSHG�VROYH�WKH�SUREOHP�RI�WKH�XQGHUVXSSO\�RI��VRFLDO��LQQRYDWLRQ�
IRU� H[DPSOH�� %XW� RQFH� LW� KDV� SHUIRUPHG� LWV� FDWDO\WLF� UROH�� WKH� VWDWH� QHHGV� WR
ZLWKGUDZ���

,�FDQQRW�UHYLHZ�DOO�RI� WKH�DUHDV� LQ�ZKLFK�JRYHUQPHQW�FDQ�VHUYH�DV�DQ� LPSRUWDQW
FRPSOHPHQW�WR�PDUNHWV��,�VKDOO�EULHIO\�GLVFXVV�RQO\�WZR��EXLOGLQJ�KXPDQ�FDSLWDO
DQG�WUDQVIHUULQJ�WHFKQRORJ\�

����� %XLOGLQJ�KXPDQ�FDSLWDO

7KH� UROH�RI�KXPDQ�FDSLWDO� LQ� HFRQRPLF� JURZWK� KDV� ORQJ� EHHQ� DSSUHFLDWHG��7KH
UHWXUQV�WR�DQ�DGGLWLRQDO�\HDU�RI�HGXFDWLRQ�LQ�WKH�8QLWHG�6WDWHV��IRU�LQVWDQFH��KDYH
EHHQ� HVWLPDWHG� DW� �±��� SHU� FHQW� �:LOOLV�� ������ .DQH� DQG� 5RXVH�� �����
$VKHQIHOWHU�DQG�.UXHJHU���������7KH�UDWH�RI�UHWXUQ�LV�HYHQ�KLJKHU�LQ�GHYHORSLQJ
FRXQWULHV�����SHU�FHQW�IRU�SULPDU\�HGXFDWLRQ�LQ�6XE�6DKDUDQ�$IULFD��IRU�H[DPSOH�
DQG�DQ�DYHUDJH�RI����SHU�FHQW�IRU�SULPDU\�HGXFDWLRQ�LQ�DOO�ORZ�LQFRPH�FRXQWULHV
�3VDFKDURSRXORV���������*URZWK�DFFRXQWLQJ�DOVR� DWWULEXWHV� D� VXEVWDQWLDO� SRUWLRQ
RI� JURZWK� LQ� GHYHORSLQJ� FRXQWULHV� WR� KXPDQ� FDSLWDO� DFFXPXODWLRQ���� 7KH� (DVW
$VLDQ�HFRQRPLHV�� IRU� LQVWDQFH��HPSKDVL]HG�WKH�UROH�RI�JRYHUQPHQW� LQ�SURYLGLQJ
XQLYHUVDO� HGXFDWLRQ�� ZKLFK� ZDV� D� QHFHVVDU\� SDUW� RI� WKHLU� WUDQVIRUPDWLRQ� IURP
DJUDULDQ�WR�UDSLGO\�LQGXVWULDOL]LQJ�HFRQRPLHV�

/HIW� WR� LWVHOI�� WKH� PDUNHW� ZLOO� WHQG� WR� XQGHUSURYLGH� KXPDQ� FDSLWDO�� ,W� LV� YHU\
GLIILFXOW� WR�ERUURZ�DJDLQVW� WKH�SURVSHFWV�RI� IXWXUH�HDUQLQJV� VLQFH�KXPDQ�FDSLWDO
FDQQRW� EH� FROODWHUDOL]HG�� 7KHVH� GLIILFXOWLHV� DUH� HVSHFLDOO\� VHYHUH� IRU� SRRUHU
IDPLOLHV��*RYHUQPHQWV�WKXV�SOD\�DQ�LPSRUWDQW�UROH�LQ�SURYLGLQJ�SXEOLF�HGXFDWLRQ�
PDNLQJ�HGXFDWLRQ�PRUH�DIIRUGDEOH��DQG�LQ�HQKDQFLQJ�DFFHVV�WR�IXQGLQJ�

����� 7UDQVIHUULQJ�WHFKQRORJ\

6WXGLHV� RI� WKH� UHWXUQV� WR� UHVHDUFK� DQG� GHYHORSPHQW� �5� 	� '�� LQ� LQGXVWULDO
FRXQWULHV�KDYH�FRQVLVWHQWO\�IRXQG�LQGLYLGXDO�UHWXUQV�RI���±���SHU�FHQW�DQG�VRFLDO
UHWXUQV�RI����SHU�FHQW�RU�KLJKHU�±�IDU�H[FHHGLQJ�WKH�UHWXUQV�WR�HGXFDWLRQ��1DGLUL
�������*URZWK� DFFRXQWLQJ� XVXDOO\� DWWULEXWHV� WKH� PDMRULW\� RI� SHU� FDSLWD� LQFRPH

���������������������������������������������
���7KH�8�6��JRYHUQPHQW��IRU�H[DPSOH��HVWDEOLVKHG�D�QDWLRQDO�PRUWJDJH�V\VWHP��ZKLFK�ORZHUHG
ERUURZLQJ� FRVWV� DQG� PDGH� PRUWJDJHV� DYDLODEOH� WR� PLOOLRQV� RI� $PHULFDQV�� +DYLQJ� GRQH� VR�
KRZHYHU��LW�PD\�EH�WLPH�IRU�WKLV�DFWLYLW\�WR�EH�WXUQHG�RYHU�WR�WKH�SULYDWH�VHFWRU�
���0DQNLZ��5RPHU��DQG�:HLO��������



��

JURZWK�WR�LPSURYHPHQWV�LQ�WRWDO�IDFWRU�SURGXFWLYLW\�±�6RORZ¶V��������SLRQHHULQJ
DQDO\VLV�DWWULEXWHG������SHU�FHQW�RI�WKH�LQFUHDVH�LQ�RXWSXW�SHU�PDQ�KRXU�EHWZHHQ
����� DQG� ����� WR� WHFKQLFDO� FKDQJH�� %DVHG� RQ� D� VWDQGDUG� &REE�'RXJODV
SURGXFWLRQ�IXQFWLRQ��SHU�FDSLWD�LQFRPH�LQ� WKH�5HSXEOLF�RI�.RUHD� LQ������ZRXOG
KDYH� EHHQ� RQO\� ������� �LQ� ����� LQWHUQDWLRQDO� GROODUV�� LI� LW� KDG� UHOLHG� VROHO\� RQ
FDSLWDO�DFFXPXODWLRQ��IDU�ORZHU�WKDQ�WKH�DFWXDO�SHU�FDSLWD�LQFRPH�RI���������7KH
GLIIHUHQFH�FRPHV�IURP�LQFUHDVLQJ�WKH�DPRXQW�RI�RXWSXW�SHU�XQLW�RI�LQSXW��ZKLFK�LV
SDUWO\�WKH�UHVXOW�RI�LPSURYHPHQWV�LQ�WHFKQRORJ\���

/HIW� WR� LWVHOI�� WKH� PDUNHW� XQGHUSURYLGHV� WHFKQRORJ\�� /LNH� LQYHVWPHQWV� LQ
HGXFDWLRQ��LQYHVWPHQWV�LQ�WHFKQRORJ\�FDQQRW�EH�XVHG�DV�FROODWHUDO��,QYHVWPHQWV�LQ
5�	�'�DUH�DOVR�FRQVLGHUDEO\�ULVNLHU�WKDQ�RWKHU�W\SHV�RI�LQYHVWPHQW�DQG�WKHUH�DUH
PXFK�ODUJHU�DV\PPHWULHV�RI�LQIRUPDWLRQ�WKDW�FDQ�LPSHGH�WKH�HIIHFWLYH�ZRUNLQJV
RI� WKH� PDUNHW���� 7HFKQRORJ\� DOVR� KDV� HQRUPRXV� SRVLWLYH� H[WHUQDOLWLHV� WKDW� WKH
PDUNHW�GRHV�QRW�UHZDUG��,QGHHG�� LQ�VRPH�UHVSHFWV��NQRZOHGJH�LV� OLNH�D�FODVVLFDO
SXEOLF� JRRG�� 7KH� EHQHILWV� WR� VRFLHW\� RI� LQFUHDVHG� LQYHVWPHQW� LQ� WHFKQRORJ\� IDU
RXWZHLJK� WKH� EHQHILWV� WR� LQGLYLGXDO� HQWUHSUHQHXUV�� $V� 7KRPDV� -HIIHUVRQ� VDLG�
LGHDV� DUH� OLNH� D� FDQGOH�� \RX� FDQ� XVH� WKHP� WR� OLJKW� RWKHU� FDQGOHV� ZLWKRXW
GLPLQLVKLQJ�WKH�RULJLQDO�IODPH��:LWKRXW�JRYHUQPHQW�DFWLRQ�WKHUH�ZLOO�EH�WRR�OLWWOH
LQYHVWPHQW�LQ�WKH�SURGXFWLRQ�DQG�DGRSWLRQ�RI�QHZ�WHFKQRORJ\�

)RU�PRVW� FRXQWULHV�QRW� DW� WKH� WHFKQRORJLFDO� IURQWLHU�� WKH� UHWXUQV� DVVRFLDWHG�ZLWK
IDFLOLWDWLQJ� WKH� WUDQVIHU� RI� WHFKQRORJ\� DUH� PXFK� KLJKHU� WKDQ� WKH� UHWXUQV� IURP
XQGHUWDNLQJ�RULJLQDO�UHVHDUFK�DQG�GHYHORSPHQW��3ROLFLHV�WR�IDFLOLWDWH�WKH�WUDQVIHU
RI� WHFKQRORJ\� DUH� WKXV� RQH� RI� WKH� NH\V� WR� GHYHORSPHQW�� 2QH� DVSHFW� RI� WKHVH
SROLFLHV�LV�LQYHVWLQJ�LQ�KXPDQ�FDSLWDO��HVSHFLDOO\�LQ�WHUWLDU\�HGXFDWLRQ��)XQGLQJ�RI
XQLYHUVLWLHV� LV� MXVWLILHG� QRW� EHFDXVH� LW� LQFUHDVHV� WKH� KXPDQ� FDSLWDO� RI� SDUWLFXODU
LQGLYLGXDOV� EXW� EHFDXVH� RI� WKH�PDMRU� H[WHUQDOLWLHV� WKDW� FRPH� IURP� HQDEOLQJ� WKH
HFRQRP\�WR�LPSRUW�LGHDV��2I�FRXUVH��XQHPSOR\PHQW�UDWHV�IRU�XQLYHUVLW\�JUDGXDWHV
DUH� KLJK� LQ� PDQ\� GHYHORSLQJ� FRXQWULHV�� DQG� PDQ\� XQLYHUVLW\� JUDGXDWHV� KROG
XQSURGXFWLYH�FLYLO� VHUYLFH� MREV��7KHVH� FRXQWULHV�KDYH�SUREDEO\�RYHUHPSKDVL]HG
OLEHUDO�DUWV�HGXFDWLRQV����,Q�FRQWUDVW��WKH�5HSXEOLF�RI�.RUHD�DQG�7DLZDQ��&KLQD�

���������������������������������������������
���:KLOH�PRUH� UHFHQW� VWXGLHV� �<RXQJ�� ������ IRU� H[DPSOH�� KDYH� TXHVWLRQHG� WKH� UREXVWQHVV� RI
WKHVH�UHVXOWV�DQG�VRPH�JURZWK�DFFRXQWLQJ�H[HUFLVHV�IRU�WKH�8QLWHG�6WDWHV�VXJJHVW�OLWWOH�LQFUHDVH
LQ�WRWDO�IDFWRU�SURGXFWLYLW\�JURZWK�RYHU�WKH�SDVW�TXDUWHU�FHQWXU\��WKH�REVHUYDWLRQ�WKDW�FKDQJHV�LQ
WHFKQRORJ\� KDYH� SOD\HG� D� PDMRU� UROH� LQ� LPSURYHPHQWV� LQ� VWDQGDUGV� RI� OLYLQJ� VHHPV
XQFRQWURYHUVLDO�
���7KH�LQQRYDWRU�ZLOO�EH�UHOXFWDQW�WR�GHVFULEH�KLV�LQQRYDWLRQ�WR�D�SURYLGHU�RI�FDSLWDO��OHVW�KH�VWHDO
KLV� LGHD�� EXW� WKH� SURYLGHU� RI� FDSLWDO� ZLOO� EH� UHOXFWDQW� WR� VXSSO\� FDSLWDO� ZLWKRXW� DQ� DGHTXDWH
GLVFORVXUH��$�FOHDU� UHJXODWRU\� VWUXFWXUH� IRU�SURWHFWLQJ� LQWHOOHFWXDO�SURSHUW\� ULJKWV� LV� QHFHVVDU\�
EXW�QRW�VXIILFLHQW��WR�RYHUFRPH�WKHVH�VRUWV�RI�SUREOHPV�
���7KHUH�PD\�DOVR�EH�DQ�DEVHQFH�RI�FRPSOHPHQWDU\�IDFWRUV��VXFK�DV�WKH�FRQGLWLRQV�UHTXLUHG�IRU
QHZ�HQWHUSULVHV�WR�GHYHORS�WR�XVH�WKHVH�VNLOOV�
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KDYH� QDUURZHG� WKH� SURGXFWLYLW\� JDS� ZLWK� WKH� OHDGLQJ� LQGXVWULDO� FRXQWULHV� E\
WUDLQLQJ�VFLHQWLVWV�DQG�HQJLQHHUV��)LJXUH����

FIGURE 7
TERTIARY LEVEL STUDENTS IN TECHNICAL FIELDS

(PERCENTAGE OF POPULATION)

Source: UNESCO Statistical Yearbook 1995; Government of Taiwan, Taiwan Statistical Yearbook, 1994,
Ministry of Education (Singapore).

$QRWKHU� SROLF\� WKDW� FDQ� SURPRWH� WKH� WUDQVIHU� RI� WHFKQRORJ\� LV� IRUHLJQ� GLUHFW
LQYHVWPHQW��6LQJDSRUH��IRU�H[DPSOH��ZDV�DEOH�WR�DVVLPLODWH�UDSLGO\�WKH�NQRZOHGJH
WKDW�FDPH�IURP�LWV�ODUJH�LQIORZV�RI�IRUHLJQ�GLUHFW�LQYHVWPHQW�

3ROLFLHV�DGRSWHG�E\�WKH�WHFKQRORJLFDO�OHDGHUV�DOVR�PDWWHU��7KHUH�FDQ�EH�D�WHQVLRQ
EHWZHHQ� WKH� LQFHQWLYHV� WR� SURGXFH� NQRZOHGJH� DQG� WKH� EHQHILWV� IURP� PRUH
GLVVHPLQDWLRQ�� ,Q� UHFHQW� \HDUV� FRQFHUQ� KDV� EHHQ� H[SUHVVHG� WKDW� WKH� EDODQFH
LQGXVWULDO� FRXQWULHV� KDYH� VWUXFN� ±� RIWHQ� XQGHU� SUHVVXUH� IURP� VSHFLDO� LQWHUHVW
JURXSV� ±� XQGHUHPSKDVL]HV� GLVVHPLQDWLRQ�� 7KH� FRQVHTXHQFHV� PD\� VORZ� WKH
RYHUDOO�SDFH�RI�LQQRYDWLRQ�DQG�DGYHUVHO\�DIIHFW�OLYLQJ�VWDQGDUGV�LQ�ERWK�ULFKHU�DQG
SRRUHU�FRXQWULHV���

���������������������������������������������
���.QRZOHGJH� LV� D� NH\� LQSXW� LQWR� WKH� SURGXFWLRQ� RI� NQRZOHGJH�� DQ� LQFUHDVH� LQ� WKH� µSULFH¶� RI
NQRZOHGJH� �DV� D� UHVXOW� RI� VWULFWHU� LQWHOOHFWXDO� SURSHUW\� VWDQGDUGV�� PD\� WKHUHE\� UHGXFH� WKH
SURGXFWLRQ�RI�NQRZOHGJH��7KHUH�LV�DOVR�D�FRQFHUQ�WKDW�DQ�H[FHVVLYH�DPRXQW�RI�H[SHQGLWXUHV�RQ
UHVHDUFK� DUH� GLUHFWHG� DW� WU\LQJ� WR� FRQYHUW� µFRPPRQ� NQRZOHGJH¶� LQWR� D� IRUP� WKDW� FDQ� EH
DSSURSULDWHG�� :KLOH� LQ� SULQFLSOH� µQRYHOW\¶� VWDQGDUGV� DUH� LQWHQGHG� WR� JXDUG� DJDLQVW� WKLV�� LQ
SUDFWLFH� WKH� OLQH� LV� QHYHU� SHUIHFWO\� FOHDU�� DQG� VWULFWHU� LQWHOOHFWXDO� SURSHUW\� UHJLPHV� DUH� PRUH
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��� 0DNLQJ�JRYHUQPHQW�PRUH�HIIHFWLYH

+RZ� FDQ� SROLFLHV� EH� GHVLJQHG� WKDW� LQFUHDVH� WKH� SURGXFWLYLW\� RI� WKH� HFRQRP\"
$JDLQ�� HQGV� PXVW� QRW� EH� FRQIXVHG� ZLWK� PHDQV�� 7KH� HOHPHQWV� VWUHVVHG� E\� WKH
:DVKLQJWRQ� FRQVHQVXV� PD\� KDYH� EHHQ� UHDVRQDEOH� PHDQV� IRU� DGGUHVVLQJ� WKH
SDUWLFXODU� VHW� RI� SUREOHPV� FRQIURQWLQJ� WKH� /DWLQ� $PHULFDQ� HFRQRPLHV� LQ� WKH
����V�� EXW� WKH\�PD\� QRW� EH� WKH� RQO\�� RU� HYHQ� WKH� FHQWUDO�� HOHPHQWV� RI� SROLFLHV
DLPHG�DW�DGGUHVVLQJ�SUREOHPV�LQ�RWKHU�FLUFXPVWDQFHV�

3DUW�RI�WKH�VWUDWHJ\�IRU�D�PRUH�SURGXFWLYH�HFRQRP\�LV�DVFHUWDLQLQJ�WKH�DSSURSULDWH
UROH� IRU� JRYHUQPHQW�±� LGHQWLI\LQJ�� IRU� LQVWDQFH�� WKH�ZD\V� LQ�ZKLFK� JRYHUQPHQW
FDQ�EH�D�PRUH�HIIHFWLYH�FRPSOHPHQW� WR�PDUNHWV�� ,� QRZ�ZDQW� WR� WXUQ� WR� DQRWKHU
HVVHQWLDO�HOHPHQW�RI�SXEOLF�SROLF\��QDPHO\��KRZ�ZH�FDQ�PDNH�JRYHUQPHQW�PRUH
HIIHFWLYH�LQ�DFFRPSOLVKLQJ�ZKDWHYHU�WDVNV�LW�XQGHUWDNHV�

:RUOG� 'HYHORSPHQW� 5HSRUW� ����� VKRZV� WKDW� DQ� HIIHFWLYH� VWDWH� LV� YLWDO� IRU
GHYHORSPHQW� �:RUOG� %DQN� ����F��� 8VLQJ� GDWD� IURP� ��� FRXQWULHV� RYHU� WKUHH
GHFDGHV��WKH�VWXG\�VKRZV�WKDW�LW�LV�QRW�MXVW�HFRQRPLF�SROLFLHV�DQG�KXPDQ�FDSLWDO
EXW� WKH� TXDOLW\� RI� D� FRXQWU\¶V� LQVWLWXWLRQV� WKDW� GHWHUPLQH� HFRQRPLF� RXWFRPHV�
7KRVH� LQVWLWXWLRQV� LQ� HIIHFW� GHWHUPLQH� WKH� HQYLURQPHQW� ZLWKLQ� ZKLFK� PDUNHWV
RSHUDWH��$�ZHDN�LQVWLWXWLRQDO�HQYLURQPHQW�DOORZV�JUHDWHU�DUELWUDULQHVV�RQ�WKH�SDUW
RI�VWDWH�DJHQFLHV�DQG�SXEOLF�RIILFLDOV�

*LYHQ� YHU\� GLIIHUHQW� VWDUWLQJ� SRLQWV� ±� XQLTXH� KLVWRULHV�� FXOWXUHV�� DQG� VRFLHWDO
IDFWRUV�±�KRZ�FDQ�WKH�VWDWH�EHFRPH�HIIHFWLYH"�3DUW�RI�WKH�DQVZHU�LV�WKDW�WKH�VWDWH
VKRXOG�PDWFK� LWV� UROH� WR� LWV� FDSDELOLW\��:KDW� WKH� JRYHUQPHQW� GRHV�� DQG� KRZ� LW
GRHV� LW�� VKRXOG� UHIOHFW� WKH� FDSDELOLWLHV� RI� WKH� JRYHUQPHQW� ±� DQG� WKRVH� RI� WKH
SULYDWH� VHFWRU�� /RZ�LQFRPH� FRXQWULHV� RIWHQ� KDYH� ZHDNHU� PDUNHWV� DQG� ZHDNHU
JRYHUQPHQW� LQVWLWXWLRQV�� ,W� LV� HVSHFLDOO\� LPSRUWDQW�� WKHUHIRUH�� WKDW� WKH\� IRFXV�RQ
KRZ�WKH\�FDQ�PRVW�HIIHFWLYHO\�FRPSOHPHQW�PDUNHWV�
%XW� FDSDELOLW\� LV� QRW� GHVWLQ\�� 6WDWHV� FDQ� LPSURYH� WKHLU� FDSDELOLWLHV� E\
UHLQYLJRUDWLQJ� WKHLU� LQVWLWXWLRQV��7KLV�PHDQV�QRW� RQO\�EXLOGLQJ� DGPLQLVWUDWLYH�RU
WHFKQLFDO� FDSDFLW\� EXW� LQVWLWXWLQJ� UXOHV� DQG� QRUPV� WKDW� SURYLGH� RIILFLDOV� ZLWK
LQFHQWLYHV� WR� DFW� LQ� WKH� FROOHFWLYH� LQWHUHVW�ZKLOH� UHVWUDLQLQJ� DUELWUDU\� DFWLRQ� DQG
FRUUXSWLRQ��$Q� LQGHSHQGHQW� MXGLFLDU\�� LQVWLWXWLRQDO� FKHFNV� DQG�EDODQFHV� WKURXJK
WKH�VHSDUDWLRQ�RI�SRZHUV��DQG�HIIHFWLYH�ZDWFKGRJV�FDQ�DOO�UHVWUDLQ�DUELWUDU\�VWDWH
DFWLRQ� DQG� FRUUXSWLRQ�� &RPSHWLWLYH� ZDJHV� IRU� FLYLO� VHUYDQWV� FDQ� DWWUDFW� PRUH
WDOHQWHG�SHRSOH�DQG�LQFUHDVH�SURIHVVLRQDOLVP�DQG�LQWHJULW\�

3HUKDSV� VRPH� RI� WKH� PRVW� SURPLVLQJ� DQG� OHDVW� H[SORUHG� ZD\V� WR� LPSURYH� WKH
IXQFWLRQ�RI�JRYHUQPHQW�LV�WR�XVH�PDUNHWV�DQG�PDUNHW�OLNH�PHFKDQLVPV��7KHUH�DUH
VHYHUDO�ZD\V�WKH�JRYHUQPHQW�FDQ�GR�WKLV�
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OLNHO\� WR� FRPPLW� µHUURUV¶� RI� SULYDWL]LQJ� SXEOLF� NQRZOHGJH�� WKHUHE\� FUHDWLQJ� LQFHQWLYHV� IRU
PLVGLUHFWLQJ�LQWHOOHFWXDO�HQHUJLHV�LQ�WKDW�GLUHFWLRQ�
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�� ,W�FDQ�XVH�DXFWLRQV�ERWK� IRU�SURFXULQJ�JRRGV�DQG�VHUYLFHV�DQG� IRU�DOORFDWLQJ
SXEOLF�UHVRXUFHV�

�� ,W�FDQ�FRQWUDFW�RXW�ODUJH�SRUWLRQV�RI�JRYHUQPHQW�DFWLYLW\�
�� ,W�FDQ�XVH�SHUIRUPDQFH�FRQWUDFWLQJ��HYHQ�LQ�WKRVH�FDVHV�ZKHUH�FRQWUDFWLQJ�RXW

GRHV�QRW�VHHP�IHDVLEOH�RU�GHVLUDEOH�
�� ,W�FDQ�GHVLJQ�DUUDQJHPHQWV�WR�PDNH�XVH�RI�PDUNHW�LQIRUPDWLRQ��)RU�LQVWDQFH��LW

FDQ�UHO\�RQ�PDUNHW�MXGJHPHQWV�RI�TXDOLWLHV�IRU�LWV�SURFXUHPHQW��RII�WKH�VKHOI
SURFXUHPHQW�SROLFLHV���LW�FDQ�XVH�LQIRUPDWLRQ�IURP�LQWHUHVW�UDWHV�SDLG�WR��VD\�
VXERUGLQDWHG� EDQN� GHEW� WR� DVFHUWDLQ� DSSURSULDWH� ULVN� SUHPLXPV� IRU� GHSRVLW
LQVXUDQFH�

$W� WKH� VDPH� WLPH�� JRYHUQPHQWV� DUH� PRUH� HIIHFWLYH� ZKHQ� WKH\� UHVSRQG� WR� WKH
QHHGV�DQG�LQWHUHVWV�RI�WKHLU�FLWL]HQV��ZKLOH�DW�WKH�VDPH�WLPH�JLYLQJ�WKHP�D�VHQVH
RI� RZQHUVKLS� DQG� VWDNH� LQ� WKH� SROLFLHV�� 0LFKDHO� %UXQR� HPSKDVL]HG� WKH
LPSRUWDQFH�RI�FRQVHQVXV�EXLOGLQJ�LQ�HQGLQJ�LQIODWLRQV��7KH�UHDVRQ�IRU�WKLV�VKRXOG
EH� REYLRXV�� LI�ZRUNHUV� EHOLHYH� WKDW� WKH\� DUH� QRW� EHLQJ� IDLUO\� WUHDWHG�� WKH\�PD\
LPSRVH� LQIODWLRQDU\� ZDJH� DQG� RWKHU� GHPDQGV�� PDNLQJ� WKH� UHVROXWLRQ� RI� WKH
LQIODWLRQDU\�SUHVVXUHV�DOO�EXW�LPSRVVLEOH��VHH�%UXQR�������

$W� WKH� PLFURHFRQRPLF� OHYHO�� JRYHUQPHQWV� DLG� DJHQFLHV� DQG� QRQ�JRYHUQPHQWDO
RUJDQL]DWLRQV� KDYH� EHHQ� H[SHULPHQWLQJ� ZLWK� ZD\V� RI� SURYLGLQJ� GHFHQWUDOL]HG
VXSSRUW� DQG� HQFRXUDJLQJ� FRPPXQLW\� SDUWLFLSDWLRQ� LQ� WKH� VHOHFWLRQ�� GHVLJQ�� DQG
LPSOHPHQWDWLRQ�RI�SURMHFWV��5HFHQW�UHVHDUFK�SURYLGHV�SUHOLPLQDU\�VXSSRUW�IRU�WKLV
DSSURDFK��D�VWXG\�E\�,VKDP��1DUD\DQ�DQG�3ULWFKHWW��������IRXQG�WKH�VXFFHVV�UDWH
IRU�UXUDO�ZDWHU�SURMHFWV�WKDW�LQYROYHG�SDUWLFLSDWLRQ�ZDV�VXEVWDQWLDOO\�KLJKHU� WKDQ
WKH�VXFFHVV�UDWH�IRU�WKRVH�WKDW�GLG�QRW��,W� LV�QRW�MXVW�WKDW�ORFDOL]HG�LQIRUPDWLRQ�LV
EURXJKW�WR�EHDU�LQ�D�PRUH�HIIHFWLYH�ZD\��EXW�WKH�FRPPLWPHQW�WR�WKH�SURMHFW�OHDGV
WR� WKH� ORQJ�WHUP� VXSSRUW� �RU� µRZQHUVKLS¶� LQ� WKH� SRSXODU� YHUQDFXODU�� ZKLFK� LV
UHTXLUHG�IRU�VXVWDLQDELOLW\�
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7KH� :DVKLQJWRQ� FRQVHQVXV� DGYRFDWHG� XVH� RI� D� VPDOO� VHW� RI� LQVWUXPHQWV
�LQFOXGLQJ� PDFURHFRQRPLF� VWDELOLW\�� OLEHUDOL]HG� WUDGH�� DQG� SULYDWL]DWLRQ�� WR
DFKLHYH� D� UHODWLYHO\� QDUURZ� JRDO� �HFRQRPLF� JURZWK��� 7KH� SRVW±:DVKLQJWRQ
FRQVHQVXV�UHFRJQL]HV�ERWK�WKDW�D�EURDGHU�VHW�RI�LQVWUXPHQWV�LV�QHFHVVDU\�DQG�WKDW
RXU� JRDOV� DUH� DOVR� PXFK� EURDGHU�� :H� VHHN� LQFUHDVHV� LQ� OLYLQJ� VWDQGDUGV� ±
LQFOXGLQJ�LPSURYHG�KHDOWK�DQG�HGXFDWLRQ�±�QRW�MXVW�LQFUHDVHV�LQ�PHDVXUHG�*'3�
:H� VHHN� VXVWDLQDEOH� GHYHORSPHQW�� ZKLFK� LQFOXGHV� SUHVHUYLQJ� QDWXUDO� UHVRXUFHV
DQG�PDLQWDLQLQJ�D�KHDOWK\�HQYLURQPHQW��:H�VHHN�HTXLWDEOH�GHYHORSPHQW��ZKLFK
HQVXUHV� WKDW� DOO� JURXSV� LQ� VRFLHW\�� QRW� MXVW� WKRVH� DW� WKH� WRS�� HQMR\� WKH� IUXLWV� RI
GHYHORSPHQW��$QG�ZH�VHHN�GHPRFUDWLF�GHYHORSPHQW��LQ�ZKLFK�FLWL]HQV�SDUWLFLSDWH
LQ�D�YDULHW\�RI�ZD\V�LQ�PDNLQJ�WKH�GHFLVLRQV�WKDW�DIIHFW�WKHLU�OLYHV�

.QRZOHGJH� KDV� QRW� NHSW� SDFH� ZLWK� WKLV� SUROLIHUDWLRQ� RI� JRDOV�� :H� DUH� RQO\
EHJLQQLQJ� WR� XQGHUVWDQG� WKH� UHODWLRQVKLS� EHWZHHQ� GHPRFUDWL]DWLRQ�� LQHTXDOLW\�
HQYLURQPHQWDO�SURWHFWLRQ��DQG�JURZWK��:KDW�ZH�GR�NQRZ�KROGV�RXW� WKH�SURPLVH
RI�GHYHORSLQJ�FRPSOHPHQWDU\�VWUDWHJLHV�WKDW�FDQ�PRYH�XV�WRZDUG�PHHWLQJ�DOO�RI
WKHVH�REMHFWLYHV��%XW�ZH�PXVW�UHFRJQL]H�WKDW�QRW�DOO�SROLFLHV�ZLOO�FRQWULEXWH�WR�DOO
REMHFWLYHV�� 0DQ\� SROLFLHV� HQWDLO� WUDGHRIIV�� ,W� LV� LPSRUWDQW� WR� UHFRJQL]H� WKHVH
WUDGHRIIV� DQG�PDNH� FKRLFHV� DERXW� SULRULWLHV�� &RQFHQWUDWLQJ� VROHO\� RQ� µZLQ�ZLQ¶
SROLFLHV� FDQ� OHDG� SROLF\PDNHUV� WR� LJQRUH� LPSRUWDQW� GHFLVLRQV� DERXW� µZLQ�ORVH¶
SROLFLHV�

��� $FKLHYLQJ�PXOWLSOH�JRDOV�E\�LPSURYLQJ�HGXFDWLRQ

3URPRWLQJ� KXPDQ� FDSLWDO� LV� RQH� H[DPSOH� RI� D� SROLF\� WKDW� FDQ� KHOS� SURPRWH
HFRQRPLF� GHYHORSPHQW�� HTXDOLW\�� SDUWLFLSDWLRQ�� DQG� GHPRFUDF\�� ,Q� (DVW� $VLD
XQLYHUVDO� HGXFDWLRQ� FUHDWHG� D� PRUH� HJDOLWDULDQ� VRFLHW\�� IDFLOLWDWLQJ� WKH� SROLWLFDO
VWDELOLW\� WKDW� LV� D� SUHFRQGLWLRQ� IRU� VXFFHVVIXO� ORQJ�WHUP�HFRQRPLF� GHYHORSPHQW�
(GXFDWLRQ� ±� HVSHFLDOO\� HGXFDWLRQ� WKDW� HPSKDVL]HV� FULWLFDO�� VFLHQWLILF� WKLQNLQJ� ±
FDQ�DOVR�KHOS�WUDLQ�FLWL]HQV�WR�SDUWLFLSDWH�PRUH�HIIHFWLYHO\�DQG�PRUH�LQWHOOLJHQWO\
LQ�SXEOLF�GHFLVLRQV�

��� $FKLHYLQJ�PXOWLSOH�JRDOV�WKURXJK�MRLQW�LPSOHPHQWDWLRQ�RI
HQYLURQPHQWDO�SROLF\

7R�PLQLPL]H�JOREDO�FOLPDWH�FKDQJH��WKH�QDWLRQV�RI�WKH�ZRUOG�QHHG�WR�UHGXFH�WKH
SURGXFWLRQ� RI� JUHHQKRXVH� JDVVHV�� HVSHFLDOO\� FDUERQ� GLR[LGH��ZKLFK� LV� SURGXFHG
SULPDULO\� E\� FRPEXVWLRQ�� 7KH� UHGXFWLRQ� RI� FDUERQ� HPLVVLRQV� LV� WUXO\� D� JOREDO
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SUREOHP�� 8QOLNH� DLU� SROOXWLRQ� �DVVRFLDWHG� ZLWK� VXOIXU� GLR[LGH� RU� QLWURJHQ
GLR[LGH���ZKLFK�SULPDULO\�DIIHFWV�WKH�SROOXWLQJ�FRXQWU\��DOO�FDUERQ�HPLVVLRQV�HQWHU
WKH�DWPRVSKHUH��SURGXFLQJ�JOREDO�FRQVHTXHQFHV�WKDW�DIIHFW�WKH�SODQHW�DV�D�ZKROH�

-RLQW�LPSOHPHQWDWLRQ�JLYHV�LQGXVWULDO�FRXQWULHV��RU�FRPSDQLHV�ZLWKLQ�WKHP��FUHGLW
IRU�HPLVVLRQV�UHGXFWLRQV�WKH\�ZRXOG�QRW�RWKHUZLVH�KDYH�XQGHUWDNHQ�DQ\ZKHUH�LQ
WKH�ZRUOG��,W�PD\�EH�D�IHDVLEOH�ILUVW�VWHS�WRZDUG�GHVLJQLQJ�DQ�HIILFLHQW�V\VWHP�RI
HPLVVLRQ� UHGXFWLRQV� EHFDXVH� LW� UHTXLUHV� FRPPLWPHQWV� RQO\� IURP� LQGXVWULDO
FRXQWULHV�� ,W� GRHV� QRW� WKHUHIRUH� HQWDLO� UHVROYLQJ� WKH� KXJH� GLVWULEXWLRQDO� LVVXHV
LQYROYHG�HLWKHU�LQ�V\VWHPV�RI�WUDGDEOH�SHUPLWV��RU�WKH�XQGHUWDNLQJ�RI�REOLJDWLRQV
E\�GHYHORSLQJ�FRXQWULHV�

7KH� SUHPLVH� RI� MRLQW� LPSOHPHQWDWLRQ� LV� WKDW� WKH� PDUJLQDO� FRVW� RI� FDUERQ
UHGXFWLRQV� PD\� GLIIHU� PDUNHGO\� LQ� GLIIHUHQW� FRXQWULHV�� %HFDXVH� GHYHORSLQJ
FRXQWULHV�DUH�W\SLFDOO\�OHVV�HQHUJ\�HIILFLHQW�WKDQ�LQGXVWULDO�FRXQWULHV��WKH�PDUJLQDO
FRVW�RI�FDUERQ�UHGXFWLRQ�LQ�GHYHORSLQJ�FRXQWULHV�PD\�EH�VXEVWDQWLDOO\�ORZHU�WKDQ
LQ�LQGXVWULDO�FRXQWULHV��7KH�:RUOG�%DQN�KDV�RIIHUHG�WR�VHW�XS�D�FDUERQ�LQYHVWPHQW
IXQG�WKDW�ZRXOG�DOORZ�FRXQWULHV�DQG�FRPSDQLHV�WKDW�QHHG�WR�UHGXFH�HPLVVLRQV�WR
LQYHVW� LQ� FDUERQ�UHGXFLQJ� SURMHFWV� LQ� GHYHORSLQJ� FRXQWULHV�� )RU� GHYHORSLQJ
FRXQWULHV�WKLV�SODQ�ZRXOG�RIIHU�LQFUHDVHG�LQYHVWPHQW�IORZV�DQG�SUR�HQYLURQPHQW
WHFKQRORJ\�WUDQVIHUV��7KHVH�SURMHFWV�ZRXOG�DOVR�EH�OLNHO\�WR�UHGXFH�WKH�FROODWHUDO
HQYLURQPHQWDO�GDPDJH�FDXVHG�E\�GLUW\�DLU��-RLQW�LPSOHPHQWDWLRQ�DOORZV�LQGXVWULDO
FRXQWULHV�WR�UHGXFH�FDUERQ�HPLVVLRQV�DW�D�ORZHU�FRVW��7KLV�VWUDWHJ\�LV�GHVLJQHG�WR
EHQHILW�WKH�GHYHORSLQJ�FRXQWULHV�DV�LW�LPSURYHV�WKH�JOREDO�HQYLURQPHQW�

��� 5HFRJQL]LQJ�WKH�WUDGHRIIV�LQYROYHG�LQ�LQYHVWLQJ�LQ�WHFKQRORJ\

2QH� LPSRUWDQW� H[DPSOH� RI� D� SRWHQWLDO� WUDGHRII� LV� LQYHVWPHQW� LQ� WHFKQRORJ\�
(DUOLHU� ,� GLVFXVVHG� WKH�ZD\� LQYHVWPHQWV� LQ� WHUWLDU\� WHFKQLFDO� HGXFDWLRQ�SURPRWH
WKH�WUDQVIHU�RI�WHFKQRORJ\�DQG�WKXV�HFRQRPLF�JURZWK��7KH�GLUHFW�EHQHILFLDULHV�RI
WKHVH�LQYHVWPHQWV��KRZHYHU��DUH�DOPRVW�LQHYLWDEO\�EHWWHU�RII�WKDQ�WKH�DYHUDJH��7KH
UHVXOW�LV�WKXV�OLNHO\�WR�EH�LQFUHDVHG�LQHTXDOLW\�

7KH� WUDQVIHU� RI� WHFKQRORJ\� PD\� DOVR� LQFUHDVH� LQHTXDOLW\�� $OWKRXJK� VRPH
LQQRYDWLRQV� EHQHILW� WKH� ZRUVW� RII�� PXFK� WHFKQRORJLFDO� SURJUHVV� UDLVHV� WKH
PDUJLQDO�SURGXFWV�RI�WKRVH�ZKR�DUH�DOUHDG\�PRUH�SURGXFWLYH��(YHQ�ZKHQ�LW�GRHV
QRW�� WKH� RSSRUWXQLW\� FRVW� RI� SXEOLF� LQYHVWPHQW� LQ� WHFKQRORJ\�PLJKW� EH� IRUJRQH
LQYHVWPHQW� LQ� DQWL�SRYHUW\� SURJUDPV�� %\� LQFUHDVLQJ� RXWSXW�� KRZHYHU�� WKHVH
LQYHVWPHQWV�FDQ�EHQHILW�WKH�HQWLUH�VRFLHW\��7KH�SRWHQWLDO�WULFNOH�GRZQ��KRZHYHU��LV
QRW�QHFHVVDULO\�UDSLG�RU�FRPSUHKHQVLYH�
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��� 5HFRJQL]LQJ�WKH�WUDGHRII�EHWZHHQ�SURWHFWLQJ�WKH�HQYLURQPHQW�DQG
LQFUHDVLQJ�SDUWLFLSDWLRQ

$�VHFRQG�H[DPSOH�RI�D� WUDGHRII� LV� WKH�FKRLFH�EHWZHHQ�HQYLURQPHQWDO�JRDOV�DQG
SDUWLFLSDWLRQ�� 3DUWLFLSDWLRQ� LV� HVVHQWLDO�� ,W� LV� QRW�� KRZHYHU�� D� VXEVWLWXWH� IRU
H[SHUWLVH��6WXGLHV�KDYH�VKRZQ��IRU�LQVWDQFH��WKDW�SRSXODU�YLHZV�RQ�WKH�UDQNLQJ�RI
YDULRXV�HQYLURQPHQWDO�KHDOWK� ULVNV� DUH�XQFRUUHODWHG�ZLWK� WKH� VFLHQWLILF� HYLGHQFH
�8QLWHG� 6WDWHV� (QYLURQPHQWDO� 3URWHFWLRQ� $JHQF\�� ������ 6ORYLF�� /D\PDQ�� DQG
)O\QQ���������,Q�SXUVXLQJ�HQYLURQPHQWDO�SROLFLHV��GR�ZH�VHHN�WR�PDNH�SHRSOH�IHHO
EHWWHU�DERXW�WKHLU�HQYLURQPHQW��RU�GR�ZH�VHHN�WR�UHGXFH�UHDO�HQYLURQPHQWDO�KHDOWK
KD]DUGV"� 7KHUH� LV� D� GHOLFDWH� EDODQFH� KHUH�� EXW� DW� WKH� YHU\� OHDVW�� PRUH
GLVVHPLQDWLRQ� RI� NQRZOHGJH� FDQ� UHVXOW� LQ� PRUH� HIIHFWLYH� SDUWLFLSDWLRQ� LQ
IRUPXODWLQJ�PRUH�HIIHFWLYH�SROLFLHV�
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7KH�JRDO�RI� WKH�:DVKLQJWRQ�FRQVHQVXV�ZDV� WR�SURYLGH�D� IRUPXOD� IRU�FUHDWLQJ� D
YLEUDQW�SULYDWH�VHFWRU�DQG�VWLPXODWLQJ�HFRQRPLF�JURZWK��,Q�UHWURVSHFW�WKH�SROLF\
UHFRPPHQGDWLRQV� ZHUH� KLJKO\� ULVN�DYHUVH� ±� WKH\� ZHUH� EDVHG� RQ� WKH� GHVLUH� WR
DYRLG�WKH�ZRUVW�GLVDVWHUV��$OWKRXJK�WKH�:DVKLQJWRQ�FRQVHQVXV�SURYLGHG�VRPH�RI
WKH� IRXQGDWLRQV� IRU�ZHOO�IXQFWLRQLQJ�PDUNHWV�� LW�ZDV� LQFRPSOHWH� DQG� VRPHWLPHV
HYHQ�PLVOHDGLQJ�

7KH�:RUOG�%DQN¶V�(DVW�$VLDQ�PLUDFOH�SURMHFW�ZDV�D�VLJQLILFDQW� WXUQLQJ�SRLQW� LQ
WKH�GLVFXVVLRQ��,W�VKRZHG�WKDW�WKH�VWXQQLQJ�VXFFHVV�RI�WKH�(DVW�$VLDQ�HFRQRPLHV
GHSHQGHG� RQ� PXFK� PRUH� WKDQ� MXVW� PDFURHFRQRPLF� VWDELOLW\� RU� SULYDWL]DWLRQ�
:LWKRXW�D�UREXVW�ILQDQFLDO� V\VWHP�±�ZKLFK� WKH�JRYHUQPHQW�SOD\V�D�KXJH� UROH� LQ
FUHDWLQJ� DQG�PDLQWDLQLQJ�±� LW� LV� GLIILFXOW� WR�PRELOL]H� VDYLQJV� RU� DOORFDWH� FDSLWDO
HIILFLHQWO\�� 8QOHVV� WKH� HFRQRP\� LV� FRPSHWLWLYH�� WKH� EHQHILWV� RI� IUHH� WUDGH� DQG
SULYDWL]DWLRQ� ZLOO� EH� GLVVLSDWHG� LQ� UHQW� VHHNLQJ�� QRW� GLUHFWHG� WRZDUG� ZHDOWK
FUHDWLRQ��$QG� LI�SXEOLF� LQYHVWPHQW� LQ�KXPDQ�FDSLWDO�DQG� WHFKQRORJ\� WUDQVIHUV� LV
LQVXIILFLHQW��WKH�PDUNHW�ZLOO�QRW�ILOO�WKH�JDS�

0DQ\�RI�WKHVH�LGHDV�±�DQG�PRUH�VWLOO�WKDW�,�KDYH�QRW�KDG�WLPH�WR�GLVFXVV�±�DUH�WKH
EDVLV� RI� ZKDW� ,� VHH� DV� DQ� HPHUJLQJ� FRQVHQVXV�� D� SRVW±:DVKLQJWRQ� FRQVHQVXV
FRQVHQVXV��2QH�SULQFLSOH�WKDW�HPHUJHV�IURP�WKHVH�LGHDV�LV�WKDW�ZKDWHYHU�WKH�QHZ
FRQVHQVXV�LV��LW�FDQQRW�EH�EDVHG�RQ�:DVKLQJWRQ��,I�SROLFLHV�DUH�WR�EH�VXVWDLQDEOH�
GHYHORSLQJ� FRXQWULHV� PXVW� FODLP� RZQHUVKLS� RI� WKHP�� ,W� LV� UHODWLYHO\� HDVLHU� WR
PRQLWRU�DQG�VHW�FRQGLWLRQV�IRU�LQIODWLRQ�UDWHV�DQG�FXUUHQW�DFFRXQW�EDODQFHV��'RLQJ
WKH�VDPH�IRU�ILQDQFLDO�VHFWRU�UHJXODWLRQ�RU�FRPSHWLWLRQ�SROLF\� LV�QHLWKHU�IHDVLEOH
QRU�GHVLUDEOH�

$�VHFRQG�SULQFLSOH�RI�WKH�HPHUJLQJ�FRQVHQVXV�LV�WKDW�D�JUHDWHU�GHJUHH�RI�KXPLOLW\
LV�FDOOHG�IRU��DFNQRZOHGJHPHQW�RI�WKH�IDFW�WKDW�ZH�GR�QRW�KDYH�DOO�RI�WKH�DQVZHUV�
&RQWLQXHG� UHVHDUFK� DQG� GLVFXVVLRQ�� QRW� MXVW� EHWZHHQ� WKH� :RUOG� %DQN� DQG� WKH
,QWHUQDWLRQDO�0RQHWDU\�)XQG�EXW� WKURXJKRXW� WKH�ZRUOG�� LV� HVVHQWLDO� LI�ZH�DUH� WR
EHWWHU�XQGHUVWDQG�KRZ�WR�DFKLHYH�RXU�PDQ\�JRDOV�



��

5()(5(1&(6

$NHUORI�� *HRUJH�� :LOOLDP� 'LFNHQV�� DQG� *HRUJH� 3HUU\�� ������ 7KH
0DFURHFRQRPLFV�RI�/RZ�,QIODWLRQ��%URRNLQJV�3DSHUV�RQ�(FRQRPLF�$FWLYLW\�����±
���

$OHVLQD�� $OEHUWR�� DQG� /DUU\� 6XPPHUV�� ������ &HQWUDO� %DQN� ,QGHSHQGHQFH� DQG
0DFURHFRQRPLF� 3HUIRUPDQFH�� 6RPH� &RPSDUDWLYH� (YLGHQFH�� -RXUQDO� RI�0RQH\
&UHGLW�DQG�%DQNLQJ�������0D\�

$VKHQIHOWHU��2UOH\��DQG�$ODQ�.UXHJHU��������(VWLPDWHV�RI�(FRQRPLF�5HWXUQV� WR
6FKRROLQJ� IURP� D� 1HZ� 6DPSOH� RI� 7ZLQV�� $PHULFDQ� (FRQRPLF� 5HYLHZ
�'HFHPEHU��

%DUUR��5REHUW�� ������$UH�*RYHUQPHQW�%RQGV�1HW�:HDOWK"� -RXUQDO� RI� 3ROLWLFDO
(FRQRP\������������±�����

BBBB��������'HWHUPLQDQWV�RI�(FRQRPLF�*URZWK��&DPEULGJH��0,7�3UHVV�

%ODQFKDUG�� 2OLYLHU� DQG� /DUU\� 6XPPHUV�� ������ +\VWHUHVLV� DQG� WKH� (XURSHDQ
8QHPSOR\PHQW�3UREOHP�� ,Q��1%(5�0DFURHFRQRPLFV�$QQXDO��9RO�� ��� HGLWHG� E\
6WDQOH\�)LVFKHU��&DPEULGJH��0,7�3UHVV�

%UXQR��0LFKDHO��������&ULVLV��6WDELOL]DWLRQ��DQG�(FRQRPLF�5HIRUP��7KHUDS\�E\
&RQVHQVXV��2[IRUG��&ODUHQGRQ�3UHVV�

%UXQR��0LFKDHO�DQG�:LOOLDP�(DVWHUO\��������,QIODWLRQ�DQG�*URZWK��,Q�6HDUFK�RI�D
6WDEOH�5HODWLRQVKLS��)HGHUDO�5HVHUYH�%DQN�RI�6W��/RXLV�5HYLHZ���������������

&DSULR��*HUDUG��������6DIH�DQG�6RXQG�%DQNLQJ�LQ�'HYHORSLQJ�&RXQWULHV��:H¶UH
1RW� LQ� .DQVDV� $Q\PRUH�� 5HVHDUFK� LQ� )LQDQFLDO� 6HUYLFHV�� 3ULYDWH� DQG� 3XEOLF
3ROLF\������±���

&DSULR��*HUDUG��DQG�'DQLHOD�.OLQJHELHO��������%DQN�,QVROYHQFLHV��&URVV�&RXQWU\
([SHULHQFH��:RUOG�%DQN�3ROLF\�5HVHDUFK�:RUNLQJ�3DSHU�������:DVKLQJWRQ��'&�
:RUOG�%DQN

BBBB�� ������ %DQN� ,QVROYHQF\�� %DG� /XFN�� %DG� 3ROLF\�� RU� %DG� %DQNLQJ"� ,Q�
$QQXDO� :RUOG� %DQN� &RQIHUHQFH� RQ� 'HYHORSPHQW� (FRQRPLFV� ������ HGLWHG� E\
0LFKDHO�%UXQR�DQG�%RULV�3OHVNRYLF��:DVKLQJWRQ��'&��:RUOG�%DQN�



��

&DYHV��'RXJODV��DQG�/DXULWV�&KULVWHQVHQ��������7KH�5HODWLYH�(IILFLHQF\�RI�3XEOLF
DQG� 3ULYDWH� )LUPV� LQ� D� &RPSHWLWLYH� (QYLURQPHQW�� 7KH� &DVH� RI� &DQDGLDQ
5DLOURDGV��-RXUQDO�RI�3ROLWLFDO�(FRQRP\�����������±���

'HPLUJ�o�.XQW�� $VOL�� DQG� (QULFD� 'HWUDJLDFKH�� ������ 7KH� 'HWHUPLQDQWV� RI
%DQNLQJ�&ULVHV��(YLGHQFH�IURP�,QGXVWULDO�DQG�'HYHORSLQJ�&RXQWULHV��:RUOG�%DQN
3ROLF\�5HVHDUFK�:RUNLQJ�3DSHU�������:DVKLQJWRQ��'&��:RUOG�%DQN�

(DVWHUO\��:LOOLDP�DQG�6WDQOH\�)LVFKHU��������7KH�(FRQRPLFV�RI�WKH�*RYHUQPHQW
%XGJHW� &RQVWUDLQW��:RUOG� %DQN� 5HVHDUFK� 2EVHUYHU� ������ �������� :DVKLQJWRQ
'&��:RUOG�%DQN�

(DVWHUO\�� :LOOLDP�� &DUORV� 5RGULJXH]�� DQG� .ODXV� 6FKPLGW�+HEEHO� �HGV���� �����
3XEOLF� 6HFWRU� 'HILFLWV� DQG� 0DFURHFRQRPLF� 3HUIRUPDQFH�� :DVKLQJWRQ�� '&�
:RUOG�%DQN�

(GOLQ�� $DURQ� DQG� -RVHSK� (�� 6WLJOLW]�� ������ 'LVFRXUDJLQJ� 5LYDOV�� 0DQDJHULDO
5HQW�6HHNLQJ� DQG� (FRQRPLF� ,QHIILFLHQFLHV��$PHULFDQ� (FRQRPLF� 5HYLHZ� ������
����±���

)LVFKHU��6WDQOH\��������7KH�5ROH�RI�0DFURHFRQRPLF�)DFWRUV�LQ�*URZWK��-RXUQDO
RI�0RQHWDU\�(FRQRPLFV��������±����

*UHHQZDOG�� %UXFH�� DQG� -RVHSK� (�� 6WLJOLW]�� ������ ([WHUQDOLWLHV� LQ�0DUNHWV� ZLWK
,PSHUIHFW�,QIRUPDWLRQ�DQG�,QFRPSOHWH�0DUNHWV��4XDUWHUO\�-RXUQDO�RI�(FRQRPLFV
�����0D\������±���

BBBB��������([DPLQLQJ�$OWHUQDWLYH�0DFURHFRQRPLF�7KHRULHV��%URRNLQJV�3DSHUV
RQ�(FRQRPLF�$FWLYLW\�������±���

BBBB�� ������ ,QIRUPDWLRQ�� )LQDQFH� DQG�0DUNHWV�� 7KH�$UFKLWHFWXUH� RI�$OORFDWLYH
0HFKDQLVPV��,QGXVWULDO�DQG�&RPSRUDWH�&KDQJH����������±���

BBBB�� ����D�� )LQDQFLDO� 0DUNHW� ,PSHUIHFWLRQV� DQG� %XVLQHVV� &\FOHV�� 4XDUWHUO\
-RXUQDO�RI�(FRQRPLFV�����������±����

BBBB������E��1HZ�DQG�2OG�.H\QHVLDQV��-RXUQDO�RI�(FRQRPLF�3HUVSHFWLYHV������
��±���

,VKDP�� -RQDWKDQ�� 'HHSD� 1DUD\DQ�� DQG� /DQW� 3ULWFKHWW�� ������ 'RHV� 3DUWLFLSDWLRQ
,PSURYH�3HUIRUPDQFH"�(VWDEOLVKLQJ�&DXVDOLW\�ZLWK�6XEMHFWLYH�'DWD��:RUOG�%DQN
(FRQRPLF�5HYLHZ�����������������:DVKLQJWRQ�'&��:RUOG�%DQN�



��

.DQH�� 7KRPDV�� DQG� &HFLOLD� 5RXVH�� ������ /DERU� 0DUNHW� 5HWXUQV� WR� 7ZR�� DQG
)RXU�<HDU� &ROOHJH�� ,V� D� &UHGLW� D� &UHGLW� DQG� 'R� 'HJUHHV� 0DWWHU"� $PHULFDQ
(FRQRPLF�5HYLHZ�����������±���

0DQNLZ��1��*UHJRU\��'DYLG�5RPHU��DQG�'DYLG�1��:HLO��������$�&RQWULEXWLRQ�WR
WKH� (PSLULFV� RI� (FRQRPLF� *URZWK�� 4XDUWHUO\� -RXUQDO� RI� (FRQRPLFV�� ����� �
�0D\�����������

1DGLUL�� ,VKDT�� ������ ,QQRYDWLRQV� DQG� 7HFKQRORJLFDO� 6SLOORYHUV��1%(5�:RUNLQJ
3DSHU�������&DPEULGJH��0DVV���1DWLRQDO�%XUHDX�RI�(FRQRPLF�5HVHDUFK�

3DQQLHU��'RPLQLTXH��HG����������&RUSRUDWH�*RYHUQDQFH�RI�3XEOLF�(QWHUSULVHV�LQ
7UDQVLWLRQDO� (FRQRPLHV��:RUOG� %DQN� 7HFKQLFDO� 3DSHU� ����� :DVKLQJWRQ�� '&�
:RUOG�%DQN�

3ULWFKHWW��/DQW��������3DWWHUQV�RI�(FRQRPLF�*URZWK��+LOOV��3ODWHDXV��0RXQWDLQV�
&OLIIV��DQG�3ODLQV��:RUOG�%DQN�3ROLF\�5HVHDUFK�'HSDUWPHQW��:DVKLQJWRQ��'&�

3VDFKDURSRXORV�� *HRUJH�� ������ 5HWXUQV� WR� ,QYHVWPHQW� LQ� (GXFDWLRQ�� $� *OREDO
8SGDWH��:RUOG�'HYHORSPHQW������������������

5H\��3DWULFN��DQG�-RVHSK�(��6WLJOLW]��������6KRUW�WHUP�&RQWUDFWV�DV�D�0RQLWRULQJ
'HYLFH�� 1%(5� :RUNLQJ� 3DSHU� ������ &DPEULGJH�� 0DVV��� 1DWLRQDO� %XUHDX� RI
(FRQRPLF�5HVHDUFK�

6DSSLQJWRQ��'DYLG�� DQG� -RVHSK�(��6WLJOLW]��������3ULYDWL]DWLRQ�� ,QIRUPDWLRQ� DQG
,QFHQWLYHV��-RXUQDO�RI�3ROLF\�$QDO\VLV�DQG�0DQDJHPHQW����������±���

6KOHLIHU�� $QGUHL�� DQG� 5REHUW� 9LVKQ\�� ������ 0DQDJHPHQW� (QWUHQFKPHQW�� 7KH
&DVH� RI�0DQDJHU�6SHFLILF� ,QYHVWPHQWV�� -RXUQDO� RI� )LQDQFLDO� (FRQRPLFV� ������
���±���

6ORYLF��3DXO��0DUN�/D\PDQ��DQG�-DPHV�)O\QQ��������3HUFHLYHG�5LVN��7UXVW��DQG
1XFOHDU�:DVWH��/HVVRQV�IURP�<XFFD�0RXQWDLQ��,Q��3XEOLF�5HDFWLRQV�WR�1XFOHDU
:DVWH�� HGLWHG� E\� 5�� 'XQODS�� 0�� .UDIW�� DQG� (�� 5RVD�� 'XUKDP�� 1&�� 'XNH
8QLYHUVLW\�3UHVV�

6RORZ��5REHUW��������7HFKQLFDO�&KDQJH�DQG�WKH�$JJUHJDWH�3URGXFWLRQ�)XQFWLRQ�
5HYLHZ�RI�(FRQRPLFV�DQG�6WDWLVWLFV��$XJXVW��

6WLJOLW]�� -RVHSK� (�� ������ 7KH� (FRQRPLF� 5ROH� RI� WKH� 6WDWH�� (IILFLHQF\� DQG
(IIHFWLYHQHVV��,Q��7KH�(FRQRPLF�5ROH�RI�WKH�6WDWH��HGLWHG�E\�$��+HHUWMH��/RQGRQ�
%DVLO�%ODFNZHOO�DQG�%DQN�,QVLQJHU�GH�%HDXIRUW�19�



��

BBBB�� ������7KH�5ROH�RI� WKH�6WDWH� LQ� )LQDQFLDO�0DUNHWV�� ,Q�3URFHHGLQJV� RI� WKH
:RUOG� %DQN� &RQIHUHQFH� RQ� 'HYHORSPHQW� (FRQRPLFV� ������:DVKLQJWRQ�� '&�
:RUOG�%DQN�

BBBB�� ����D�� (QGRJHQRXV� *URZWK� DQG� &\FOHV�� ,Q�� ,QQRYDWLRQ� LQ� 7HFKQRORJ\�
,QGXVWULHV��DQG�,QVWLWXWLRQ�� HGLWHG�E\�<��6KLRQR\D� DQG�0��3HUOPDQ��$QQ�$UERU�
0LFK���8QLYHUVLW\�RI�0LFKLJDQ�3UHVV�

BBBB������E��:KLWKHU�6RFLDOLVP"�&DPEULGJH��0DVV���0,7�3UHVV�

BBBB�� ������ 6RPH� /HVVRQV� RI� WKH� (DVW� $VLDQ� 0LUDFOH��:RUOG� %DQN� 5HVHDUFK
2EVHUYHU�����������±���

BBBB������D��&HQWUDO�%DQNLQJ�LQ�D�'HPRFUDWLF�6RFLHW\��7KH�7LQEHUJHQ�/HFWXUH�

BBBB�� ����E��'XPSLQJ� RQ�)UHH�7UDGH��7KH�8�6�� ,PSRUW�7UDGH�/DZV��6RXWKHUQ
(FRQRPLF�-RXUQDO����������������

BBBB������F��5HIOHFWLRQV�RQ� WKH�1DWXUDO�5DWH�+\SRWKHVLV�� -RXUQDO�RI�(FRQRPLF
3HUVSHFWLYHV���������±���

BBBB�� ������ µ7KH� 5ROH� RI� ,QWHUQDWLRQDO� ,QVWLWXWLRQV� LQ� WKH� &XUUHQW� *OREDO
(FRQRP\¶��6SHHFK�WR�WKH�&RXQFLO�RQ�)RUHLJQ�5HODWLRQV�LQ�&KLFDJR��)HEUXDU\����
�����

7KXURZ��/HVWHU��������7KH�=HUR�6XP�6ROXWLRQ��%XLOGLQJ�D�:RUOG�&ODVV�$PHULFDQ
(FRQRP\��1HZ�<RUN��6LPRQ�DQG�6FKXVWHU�

8QLWHG� 6WDWHV� &RXQFLO� RI� (FRQRPLF� $GYLVHUV�� ������ (FRQRPLF� 5HSRUW� RI� WKH
3UHVLGHQW�������:DVKLQJWRQ��'&��*RYHUQPHQW�3ULQWLQJ�2IILFH�

8QLWHG� 6WDWHV� (QYLURQPHQWDO� 3URWHFWLRQ�$JHQF\�� ������8QILQLVKHG� %XVLQHVV�� $
&RPSDUDWLYH� $VVHVVPHQW� RI� (QYLURQPHQWDO� 3UREOHPV�� :DVKLQJWRQ�� '&�
*RYHUQPHQW�3ULQWLQJ�2IILFH�

9LFNHUV��-RKQ��DQG�*HRUJH�<DUURZ��������3ULYDWL]DWLRQ��$Q�(FRQRPLF�$QDO\VLV�
&DPEULGJH��0,7�3UHVV�

:LOOLDPVRQ�� -RKQ�� ������:KDW�:DVKLQJWRQ�0HDQV�E\�3ROLF\�5HIRUP�� ,Q��/DWLQ
$PHULFDQ�$GMXVWPHQW��+RZ�0XFK�+DV�+DSSHQHG"�� HGLWHG�E\�-RKQ�:LOOLDPVRQ�
:DVKLQJWRQ��'&��,QVWLWXWH�IRU�,QWHUQDWLRQDO�(FRQRPLFV�

:LOOLV�� 5REHUW�� ������ :DJH� 'HWHUPLQDQWV�� $� 6XUYH\� DQG� 5HLQWHUSUHWDWLRQ� RI
+XPDQ�&DSLWDO�(DUQLQJV�)XQFWLRQV�� ,Q��+DQGERRN�RI�/DERU�(FRQRPLFV�9ROXPH



��

,��HGLWHG�E\�2UOH\�$VKHQIHOWHU�DQG�5LFKDUG�/D\DUG��$PVWHUGDP��(OVHYLHU�6FLHQFH
3XEOLVKHUV�1RUWK�+ROODQG�

:RUOG�%DQN��������7KH�(DVW�$VLDQ�0LUDFOH��1HZ�<RUN��2[IRUG�8QLYHUVLW\�3UHVV�

BBBB������D��&KLQD�������:DVKLQJWRQ��'&�

BBBB�� ����E�� *OREDO� (FRQRPLF� 3URVSHFWV� DQG� WKH� 'HYHORSLQJ� &RXQWULHV�
:DVKLQJWRQ��'&�

BBBB������F��:RUOG�'HYHORSPHQW�5HSRUW�������7KH�6WDWH�LQ�D�&KDQJLQJ�:RUOG�
1HZ�<RUN��2[IRUG�8QLYHUVLW\�3UHVV�

BBBBB������G��:RUOG�'HYHORSPHQW�,QGLFDWRUV�������:DVKLQJWRQ��'&�

<RXQJ�� $OZ\Q�� ������ 7KH� 7\UDQQ\� RI� 1XPEHUV�� &RQIURQWLQJ� WKH� 6WDWLVWLFDO
5HDOLWLHV�RI�WKH�(DVW�$VLDQ�*URZWK�([SHULHQFH��4XDUWHUO\�-RXUQDO�RI�(FRQRPLFV
�����$XJXVW����������
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