
���%LWFRLQ��'LJLWDO�&XOWXUH��DQG�5LJKW�:LQJ�3ROLWLFV

,1�7+(�($5/<�����6�� DQG� WKHQ�HVSHFLDOO\� WKURXJKRXW�������REVHUYHUV�RI�GLJLWDO�FXOWXUH�EHJDQ� WR� UHDG
PRUH�DQG�PRUH�DERXW�D�QHZ�IRUP�RI�GLJLWDO�SD\PHQW�FDOOHG�%LWFRLQ��$OWKRXJK�DQ\�QXPEHU�RI�GLJLWDO
SD\PHQW�V\VWHPV�KDG�DOUHDG\�HPHUJHG²IURP�UHODWLYHO\�VWUDLJKWIRUZDUG�WRROV�IRU�PRQH\�WUDQVIHU�VXFK
DV� QHZ�:HVWHUQ� 8QLRQ� VHUYLFHV�� RQOLQH� ELOO� SD\LQJ�� DQG� 3D\3DO�� WR� PRUH� H[RWLF� V\VWHPV� VXFK� DV
/LEHUW\�5HVHUYH� �/DQJORLV� ������� ³EHHQ]´� �5LFKDUGVRQ� ������� DQG� IRUPV� RI� ³GLJLWDO� JROG´� OLNH�(�
*ROG� �=HWWHU� �����²%LWFRLQ� ZDV� VDLG� WR� EH� GLIIHUHQW�� ,WV� GLIIHUHQFH� VWHPPHG� IURP� DW� OHDVW� WZR
VRXUFHV��ILUVW��WKDW�LW�ZDV�EDVHG�RQ�D�UHODWLYHO\�QHZ�IRUP�RI�FU\SWRJUDSKLF�VRIWZDUH�WHFKQRORJ\�FDOOHG
D� ³EORFNFKDLQ�´� DQG� VHFRQG�� WKDW� WKURXJKRXW� ����� %LWFRLQ� KDG� VN\URFNHWHG� LQ� LWV� YDOXH� UHODWLYH� WR
RIILFLDO�ZRUOG�FXUUHQFLHV�OLNH�WKH�8�6��GROODU��$W�WKH�HQG�RI������RQH�FRXOG�EX\�D�VLQJOH�%LWFRLQ�IRU
DURXQG�86�����%\�0D\�������WKDW�RQH�%LWFRLQ�ZDV�ZRUWK�XSZDUG�RI�86������QHDUO\�DQ�����SHUFHQW
JDLQ�IRU�WKRVH�IRUWXQDWH�HQRXJK�WR�KDYH�KHOG�LW�IRU�ILYH�PRQWKV��,Q�1RYHPEHU�DQG�'HFHPEHU�RI�����
%LWFRLQ¶V�YDOXH�EULHIO\�H[FHHGHG�86��������³+LVWRU\�RI�%LWFRLQ´���,Q�MXVW�XQGHU�D�\HDU�LQYHVWRUV�ZKR
WLPHG� WKHLU� EX\LQJ� DQG� VHOOLQJ� FRUUHFWO\� FRXOG� KDYH� PDGH� DURXQG� ������ SHUFHQW� LQ� SURILWV�� IDU
H[FHHGLQJ�WKH�SHUIRUPDQFH�RI�PRVW��SHUKDSV�HYHQ�DOO��WUDGLWLRQDO�LQYHVWPHQWV��7KRVH�ZKR�KDG�ERXJKW
RU�³PLQHG´�%LWFRLQ�HDUOLHU� LQ� LWV� H[LVWHQFH� �WKH� ILUVW� FRLQV�ZHUH�FUHDWHG� LQ������DQG�VWDUWHG�RXW�DV
HVVHQWLDOO\�ZRUWKOHVV��FRXOG�DQG�ZHOO�PD\�KDYH�UHDOL]HG�JDLQV�WKDW�GZDUI�HYHQ�WKHVH��7KLV�UHPDUNDEOH
SHUIRUPDQFH� WKUXVW� %LWFRLQ� LQWR� WKH� SXEOLF� H\H�� HYHQWXDOO\� DWWUDFWLQJ� QXPHURXV� VWDUW�XS� SURMHFWV�
YHQWXUH�FDSLWDOLVWV��DQG�LQYHVWRUV�
%\�IDU�WKH�PDMRULW\�RI�LQWHUHVW�LQ�%LWFRLQ�FDPH�IURP�WHFKQRORJLVWV�DQG�WKRVH�ZKR�IROORZ�DQG�DGPLUH

WKH�ZRUN�RI�WHFKQRORJLVWV��7R�WKRVH�RI�XV�ZKR�ZHUH�ZDWFKLQJ�%LWFRLQ�ZLWK�DQ�H\H�WRZDUG�SROLWLFV�DQG
HFRQRPLFV�� WKRXJK�� VRPHWKLQJ� IDU� PRUH� VWULNLQJ� WKDQ� %LWFRLQ¶V� H[SORVLYH� ULVH� LQ� YDOXH� EHFDPH
DSSDUHQW��LQ�WKH�QDPH�RI�WKLV�QHZ�WHFKQRORJ\��H[WUHPLVW�LGHDV�ZHUH�JDLQLQJ�IDU�PRUH�WUDFWLRQ�WKDQ�WKH\
SUHYLRXVO\� KDG� RXWVLGH� RI� WKH� H[WUHPLVW� OLWHUDWXUH� WR�ZKLFK� WKH\� KDG� ODUJHO\� EHHQ� FRQILQHG��'RJPD
SURSDJDWHG�DOPRVW�H[FOXVLYHO\�E\�IDU�ULJKW�JURXSV�OLNH�WKH�/LEHUW\�/HDJXH��WKH�-RKQ�%LUFK�6RFLHW\��WKH
PLOLWLD�PRYHPHQW��DQG�WKH�7HD�3DUW\��FRQVSLUDF\�WKHRULVWV� OLNH�$OH[�-RQHV�DQG�'DYLG�,FNH��DQG�WR�D
OHVVHU�H[WHQW�ULJKWLVW�RXWOHWV�OLNH�WKH�)R[�PHGLD�JURXS�DQG�VRPH�ULJKW�ZLQJ�SROLWLFLDQV��ZDV�QRZ�EHLQJ
UHSHDWHG�E\�PDQ\�ZKR�VHHPHG�QRW�WR�NQRZ�WKH�RULJLQ�RI�WKH�LGHDV��RU�WKH�IXQFWLRQV�RI�WKRVH�LGHDV�LQ
FRQWHPSRUDU\�SROLWLFV�
7KHVH�LGHDV�DUH�QRW�VLPSO\�KHWHURGR[�RU�FRQWUDULDQ�� WKH\�DUH�SLHFHV�RI�D�KROLVWLF�ZRUOGYLHZ�WKDW

KDV�EHHQ�GHOLEHUDWHO\�GHYHORSHG�DQG�SURPXOJDWHG�E\�ULJKW�ZLQJ�LGHRORJXHV��7R�DQ\RQH�DZDUH�RI�WKH
KLVWRU\�RI�ULJKW�ZLQJ�WKRXJKW�LQ�WKH�8QLWHG�6WDWHV�DQG�(XURSH��WKH\�DUH�VKRFNLQJO\�IDPLOLDU��WKDW�FHQWUDO
EDQNLQJ�VXFK�DV�WKDW�SUDFWLFHG�E\�WKH�8�6��)HGHUDO�5HVHUYH�LV�D�GHOLEHUDWH�SORW�WR�³VWHDO�YDOXH´�IURP
WKH�SHRSOH�WR�ZKRP�LW�DFWXDOO\�EHORQJV��WKDW�WKH�ZRUOG�PRQHWDU\�V\VWHP�LV�RQ�WKH�YHUJH�RI�LPPLQHQW
FROODSVH�GXH�WR�FHQWUDO�EDQNLQJ�SROLFLHV��HVSHFLDOO\�IUDFWLRQDO�UHVHUYH�EDQNLQJ��WKDW�³KDUG´�FXUUHQFLHV
VXFK�DV�JROG�SURYLGH�PHDQLQJIXO�SURWHFWLRQ�DJDLQVW�WKDW�SXUSRUWHG�FROODSVH��WKDW�LQIODWLRQ�LV�D�SORW�WR
VWHDO�PRQH\�IURP�WKH�PDVVHV�DQG�KDQG�LW�RYHU�WR�D�VKDGRZ\�FDEDO�RI�³HOLWHV´�ZKR�RSHUDWH�EHKLQG�WKH
VFHQHV��DQG�PRUH�JHQHUDOO\�WKDW�WKH�JRYHUQPHQWDO�DQG�FRUSRUDWH�OHDGHUV�DQG�ZHDOWK\�LQGLYLGXDOV�ZH
DOO�NQRZ�DUH�³FRQWUROOHG´�E\�WKRVH�VDPH�³HOLWHV�´

8QGHUVWDQGLQJ�KRZ�%LWFRLQ�FRPHV� WR�HPERG\� WKHVH�H[WUHPLVW� LGHDV� UHTXLUHV� VLWXDWLQJ� LW�ZLWKLQ� WZR



EURDGHU� DQDO\WLFDO� IUDPHZRUNV�� 7KH� ILUVW� RI� WKHVH� LV� WKH� SKHQRPHQRQ� WKDW� VFKRODUV� FDOO
F\EHUOLEHUWDULDQLVP�� 7KH� FHQWUDO� WH[WV� GHVFULELQJ� F\EHUOLEHUWDULDQLVP� DUH� %DUEURRN� DQG� &DPHURQ
�������DQG�:LQQHU���������IRU�PRUH�UHFHQW�DFFRXQWV�VHH�7XUQHU��������DV�ZHOO�DV�*ROXPELD������E�
����F�� LQ� SUHSDUDWLRQ��� ,Q� LWV� PRVW� EDVLF� DQG� OLPLWHG� IRUP�� F\EHUOLEHUWDULDQLVP� LV� VRPHWLPHV
VXPPDUL]HG�DV�WKH�SULQFLSOH�WKDW�³JRYHUQPHQWV�VKRXOG�QRW�UHJXODWH�WKH�LQWHUQHW´��0DOFROP��������7KLV
EHOLHI� ZDV� DUWLFXODWHG� ZLWK� SDUWLFXODU� IRUFH� LQ� WKH� ����� ³'HFODUDWLRQ� RI� WKH� ,QGHSHQGHQFH� RI
&\EHUVSDFH´� ZULWWHQ� E\� WKH� OLEHUWDULDQ� DFWLYLVW�� *UDWHIXO� 'HDG� O\ULFLVW�� DQG� (OHFWURQLF� )URQWLHU
)RXQGDWLRQ�IRXQGHU��())�LV�D�OHDGLQJ�³GLJLWDO�ULJKWV´�DQG�WHFKQRORJ\�LQGXVWU\�DGYRFDF\�RUJDQL]DWLRQ�
-RKQ�3HUU\�%DUORZ��ZKLFK�GHFODUHG�WKDW�³JRYHUQPHQWV�RI�WKH�LQGXVWULDO�ZRUOG´�DUH�³QRW�ZHOFRPH´�LQ
DQG�³KDYH�QR�VRYHUHLJQW\´�RYHU�WKH�GLJLWDO�UHDOP�
,Q�SUDFWLFH��RSSRVLWLRQ�WR�³JRYHUQPHQW�UHJXODWLRQ�RI�WKH�LQWHUQHW´�LV�EHVW�XQGHUVWRRG�DV�D�FRUH��DQG

LQ�LPSRUWDQW�ZD\V�YDJXH��WHQHW��DURXQG�ZKLFK�FLUFXODWH�JUHDWHU�DQG�JUHDWHU�FODLPV�IRU�WKH�³IUHHGRP´
FUHDWHG� E\� GLJLWDO� WHFKQRORJ\�� $W� LWV� PRVW� H[SDQVLYH�� F\EHUOLEHUWDULDQLVP� FDQ� EH� WKRXJKW� RI� DV
VRPHWKLQJ� OLNH� D� EHOLHI� DFFRUGLQJ� WR� ZKLFK� IUHHGRP� ZLOO� HPHUJH� LQKHUHQWO\� IURP� WKH� LQFUHDVLQJ
GHYHORSPHQW�RI�GLJLWDO�WHFKQRORJ\��DQG�WKHUHIRUH�HQWDLOV�WKDW�HIIRUWV�WR�LQWHUIHUH�ZLWK�RU�UHJXODWH�WKDW
GHYHORSPHQW�PXVW�EH�DQWLWKHWLFDO�WR�IUHHGRP²DOWKRXJK�ZKDW�³IUHHGRP´�PHDQV�LQ�WKLV�FRQWH[W�LV�PXFK
OHVV�FOHDU�WKDQ�LW�PD\�VHHP��$V�:LQQHU����������±����SXWV�LW��WR�EH�D�F\EHUOLEHUWDULDQ�LV�WR�EHOLHYH
WKDW�³WKH�G\QDPLVP�RI�GLJLWDO�WHFKQRORJ\�LV�RXU�WUXH�GHVWLQ\��7KHUH�LV�QR�WLPH�WR�SDXVH��UHIOHFW�RU�DVN
IRU�PRUH�LQIOXHQFH�LQ�VKDSLQJ�WKHVH�GHYHORSPHQWV��������,Q�WKH�ZULWLQJV�RI�F\EHUOLEHUWDULDQV�WKRVH�DEOH
WR�ULVH�WR�WKH�FKDOOHQJH�DUH�WKH�FKDPSLRQV�RI�WKH�FRPLQJ�PLOOHQQLXP��7KH�UHVW�DUH�IDWHG�WR�ODQJXLVK�LQ
WKH�GXVW�´
&\EHUOLEHUWDULDQLVP� LV� WKXV� QRW� WR� EH� XQGHUVWRRG� DV� WKH� EHOLHI� V\VWHP� RI� VRPHRQH� ZKR� RYHUWO\

GHVFULEHV� WKHPVHOYHV� DV� D�SROLWLFDO� OLEHUWDULDQ²D�PHPEHU� RI� D� OLEHUWDULDQ� SDUW\� RU� VRPHRQH�ZKR
YRWHV� IRU� OLEHUWDULDQ� FDQGLGDWHV²DQG� ZKR� VXSSRUWV� RU� SURPRWHV� WKH� GHYHORSPHQW� RI� GLJLWDO
WHFKQRORJ\��6RPHRQH�ZKR�ILWV�WKLV�GHVFULSWLRQ�ZRXOG�OLNHO\�KDYH�F\EHUOLEHUWDULDQ�EHOLHIV��RI�FRXUVH
�DQG�D�IHZ�SXQGLWV�DVVRFLDWHG�ZLWK�WKH�.RFK�EURWKHUV±IXQGHG�0HUFDWXV�&HQWHU�GR�H[SOLFLWO\�HPEUDFH
WKH�ODEHO��VHH�7KLHUHU�DQG�6]RND��������%XW�WKH�DQDO\VLV�RI�F\EHUOLEHUWDULDQLVP�LV�JHWWLQJ�DW�VRPHWKLQJ
VXEWOHU�� WKH�ZD\� WKDW� D� VHW� RI� VORJDQV� DQG� EHOLHIV� DVVRFLDWHG�ZLWK� WKH� VSUHDG� RI� GLJLWDO� WHFKQRORJ\
LQFRUSRUDWH� FULWLFDO� SDUWV� RI� D� ULJKW�ZLQJ� ZRUOGYLHZ� HYHQ� DV� WKH\� PDQLIHVW� D� VXUIDFH� UKHWRULFDO
FRPPLWPHQW�WR�YDOXHV�WKDW�GR�QRW�LPPHGLDWHO\�DSSHDU�WR�FRPH�IURP�WKH�ULJKW�
&HUWDLQO\��PDQ\� OHDGHUV� LQ� WKH�GLJLWDO� WHFKQRORJ\� LQGXVWULHV�� DQG�TXLWH�D� IHZ� OHDGHUV�ZKR�GR�QRW

ZRUN�IRU�FRUSRUDWLRQV��RSHQO\�GHFODUH�WKHLU�DGKHUHQFH�WR�OLEHUWDULDQ�RU�RWKHU�ULJKW�ZLQJ�LGHRORJLHV�
-XVW�D�EULHI�OLVW�RI�WKHVH�LQFOXGHV�ILJXUHV�OLNH�(ORQ�0XVN��3HWHU�7KLHO��(ULF�5D\PRQG��-LPP\�:DOHV�
(ULF� 6FKPLGW�� DQG� 7UDYLV� .DODQLFN�� )XUWKHUPRUH�� WKH� QXPEHU� RI� OHDGHUV� ZKR� GHPXU� IURP� VXFK
SROLWLFDO� SRLQWV� RI� YLHZ� LV� VPDOO�� DQG� WKHLU� GHPXUUDOV� DUH� RIWHQ� VKDOORZ�� %XW� WKH� JURXS� RI� SHRSOH
ZKRVH�EHOLHIV� GHVHUYH� WR� EH� ODEHOHG� ³F\EHUOLEHUWDULDQ´� LV�PXFK� ODUJHU� WKDQ� WKLV��7KH� FRUH� WHQHW� RI
F\EHUOLEHUWDULDQLVP²WKH� LQVLVWHQFH� WKDW�³JRYHUQPHQWV� VKRXOG�QRW� UHJXODWH� WKH� LQWHUQHW´²DSSHDUV� WR
EH� FRPSDWLEOH� ZLWK� D� ZLGH� UDQJH� RI� SROLWLFDO� YLHZSRLQWV�� $V� ())¶V� VHQLRU� JOREDO� SROLF\� DQDO\VW
-HUHP\�0DOFROP��������KDV�ZULWWHQ��³(YHQ�SROLWLFDOO\�SURJUHVVLYH�DFWLYLVWV�DUH�LQFOLQHG�WR�EH�PRUH
GLVWUXVWIXO� RI� JRYHUQPHQWDO� LQWHUYHQWLRQ� RQOLQH� WKDQ� RIIOLQH�� LQ� DQ� H[SUHVVLRQ� RI� ,QWHUQHW
H[FHSWLRQDOLVP�´
$V�:LQQHU�PDNHV�FOHDU�LQ�KLV������SDSHU��WKH�FULWLFDO�SRLQW�DERXW�F\EHUOLEHUWDULDQLVP�DV�D�EHOLHI

V\VWHP�LV� WKDW� LW�³OLQNV�HFVWDWLF�HQWKXVLDVP�IRU�HOHFWURQLFDOO\�PHGLDWHG�IRUPV�RI� OLYLQJ�ZLWK�UDGLFDO�
ULJKW�ZLQJ� OLEHUWDULDQ� LGHDV� DERXW� WKH� SURSHU� GHILQLWLRQ� RI� IUHHGRP�� VRFLDO� OLIH�� HFRQRPLFV�� DQG
SROLWLFV´� ������ +LV� HPSKDVLV� RQ� ³SURSHU´� GHILQLWLRQ� LV� WKH� NH\� WR�:LQQHU¶V� DQDO\VLV�� SHRSOH� ZKR



VXEVFULEH� WR� F\EHUOLEHUWDULDQLVP� IRU� WKH�PRVW� SDUW� GR� QRW� GHVFULEH� WKHPVHOYHV� DV� F\EHUOLEHUWDULDQV
DQG�PD\�QRW�FDOO�WKHPVHOYHV�³OLEHUWDULDQV´�RU�HYHQ�LGHQWLI\�ZLWK�ULJKW�ZLQJ�SROLWLFDO�SDUWLHV��,QVWHDG�
DQG�DW� OHDVW� VRPHWLPHV�ZLWKRXW�H[SOLFLWO\�NQRZLQJ� LW�� WKH\�DFFHSW�GHILQLWLRQV�RI�FHUWDLQ� IXQGDPHQWDO
WHUPV�WKDW�FRPH�IURP�WKH�SROLWLFDO�ULJKW��HVSHFLDOO\�ZKHQ�GLJLWDO�WHFKQRORJLHV�DUH�DW�LVVXH�
7KH�PRVW� LPSRUWDQW� RI� WKHVH� UHGHILQHG� WHUPV� WKDW� RFFXU� UHSHDWHGO\� LQ� GLVFXVVLRQV� RI�%LWFRLQ� DUH

³IUHHGRP´� DQG� ³JRYHUQPHQW�´� ERWK� RI� ZKLFK� DUH� FHQWUDO� WR� DOO� F\EHUOLEHUWDULDQ� DQG� SROLWLFDO
OLEHUWDULDQ�UKHWRULF��5HIHUULQJ�WR�WKH������PDQLIHVWR�³&\EHUVSDFH�DQG�WKH�$PHULFDQ�'UHDP��$�0DJQD
&DUWD�IRU�WKH�.QRZOHGJH�$JH´�E\�(VWKHU�'\VRQ��*HRUJH�*LOGHU��*HRUJH�.H\ZRUWK��DQG�$OYLQ�7RIIOHU�
:LQQHU������������ZULWHV�

&KDUDFWHULVWLF�RI� WKLV�ZD\�RI� WKLQNLQJ� LV� D� WHQGHQF\� WR�FRQIODWH� WKH�DFWLYLWLHV�RI
IUHHGRP�VHHNLQJ� LQGLYLGXDOV� ZLWK� WKH� RSHUDWLRQV� RI� HQRUPRXV�� SURILW�VHHNLQJ
EXVLQHVV�ILUPV��,Q�WKH�³0DJQD�&DUWD�IRU�WKH�.QRZOHGJH�$JH�´�FRQFHSWV�RI�ULJKWV�
IUHHGRPV�� DFFHVV�� DQG� RZQHUVKLS� MXVWLILHG� DV� DSSURSULDWH� WR� LQGLYLGXDOV� DUH
PDUVKDOHG�WR�VXSSRUW�WKH�PDFKLQDWLRQV�RI�HQRUPRXV�WUDQVQDWLRQDO�ILUPV��:H�PXVW
UHFRJQL]H��WKH�PDQLIHVWR�DUJXHV��WKDW�³*RYHUQPHQW�GRHV�QRW�RZQ�F\EHUVSDFH��WKH
SHRSOH�GR�´�2QH�PLJKW�UHDG�WKLV�DV�D�VXJJHVWLRQ�WKDW�F\EHUVSDFH�LV�D�FRPPRQV�LQ
ZKLFK� SHRSOH� KDYH� VKDUHG� ULJKWV� DQG� UHVSRQVLELOLWLHV��%XW� WKDW� LV� GHILQLWHO\� QRW
ZKHUH�WKH�ZULWHUV�FDUU\�WKHLU�UHDVRQLQJ�

7KH� ³IUHHGRP´� WKHVH� ZULWHUV� DGYRFDWH� WXUQV� RXW�� LQ� D� ZD\� WKH\� WKHPVHOYHV� GR� QRW� DOZD\V
DFNQRZOHGJH�� WR� EH� LGHQWLFDO�ZLWK� WKH� XVH� RI� ³IUHH´� LQ� WKH� SKUDVH� ³IUHH�PDUNHW´�� WKDW� LV�� IUHH� IURP
JRYHUQPHQW�UHJXODWLRQ��%XLOGLQJ�RQ�WKH�IRXQGDWLRQDO��RIWHQ�XQVSRNHQ�ULJKWLVW�EHOLHIV�DERXW�WKH�XQLTXHO\
RSSUHVVLYH�QDWXUH�RI�JRYHUQPHQWDO�SRZHU�� WKH\�³DGYRFDWH�JUHDWHU�FRQFHQWUDWLRQV�RI�SRZHU�RYHU� WKH
FRQGXLWV� RI� LQIRUPDWLRQ� ZKLFK� WKH\� DUH� FRQILGHQW� ZLOO� FUHDWH� DQ� DEXQGDQFH� RI� FKHDS�� VRFLDOO\
DYDLODEOH�EDQGZLGWK��7RGD\�GHYHORSPHQWV�RI�WKLV�NLQG�DUH�YLVLEOH�LQ�WKH�FRUSRUDWH�PHUJHUV�WKDW�KDYH
SURGXFHG� D� WUHPHQGRXV� FRQFHQWUDWLRQ� RI� FRQWURO� RYHU� QRW� RQO\� WKH� FRQGXLWV� RI� F\EHUVSDFH� EXW� WKH
FRQWHQW�LW�FDUULHV´�������,QGHHG��LQ�WKH�QHDUO\�WZR�GHFDGHV�VLQFH�:LQQHU�ZURWH��WKLV�LV�H[DFWO\�ZKDW�ZH
KDYH�VHHQ�KDSSHQ��LQ�WKH�QDPH�RI�YDJXH�VORJDQV�OLNH�³LQWHUQHW�IUHHGRP´��3RZHUV�DQG�-DEORQVNL�������
ZHDOWK�DQG�SRZHU�KDYH�FRQFHQWUDWHG�HQRUPRXVO\��+DUGRRQ�������3LNHWW\�������DV�GLJLWDO�WHFKQRORJ\
KDV�VSUHDG�DOO�DURXQG�WKH�JOREH�
)URP�D�F\EHUOLEHUWDULDQ�SHUVSHFWLYH��JRYHUQPHQWV²DOO�JRYHUQPHQWV��QRW�VLPSO\�ZKDWHYHU�FXUUHQW

³EDG´�JRYHUQPHQW�ZH�GHVFULEH�DV�GRLQJ�ZURQJ²H[LVW�RQO\� WR�FXUWDLO� WKH�IUHHGRP�WKDW� LV� LQKHUHQWO\
QHJDWLYH��LQ�WKH�FODVVLF�VHQVH�RI�³QHJDWLYH´�YV��³SRVLWLYH´�IUHHGRPV�GHYHORSHG�LQ�%HUOLQ��������WR�EH
³IUHH´�VLPSO\� LV� WR� EH� ³IUHH´� IURP�JRYHUQPHQW��7KH� FRUH� F\EHUOLEHUWDULDQ� EHOLHI� WKDW� ³JRYHUQPHQWV
VKRXOG�QRW�UHJXODWH�WKH�LQWHUQHW´�UHDOO\�PDNHV�VHQVH�RQO\�LI�LW�LV�WUXH�WKDW�JRYHUQPHQW�H[LVWV�WR�FXUWDLO
UDWKHU�WKDQ�WR�SURPRWH�KXPDQ�IUHHGRP��<HW�LQ�PRVW�QRQ�ULJKWLVW�SROLWLFDO�WKHRU\��JRYHUQPHQW�H[LVWV�LQ
QR�VPDOO�SDUW�WR�SURPRWH�KXPDQ�IUHHGRP�

7KHLU� DGYRFDWHV�PDNH� LW� VRXQG� OLNH�� DQG�PD\� RIWHQ� EHOLHYH� WKDW�� F\EHUOLEHUWDULDQ� FRPPLWPHQWV� DUH
DERXW�OLPLWLQJ�SRZHU��EXW� WKLV� LV�RQO\� WUXH�VR� ORQJ�DV�ZH�FRQVWUXH�³JRYHUQPHQW´�DV�HTXLYDOHQW�ZLWK
³SRZHU�´�DQG�³WKH� LQWHUQHW´�DV�EHLQJ�RSSRVLWLRQDO� WR�SRZHU�� UDWKHU� WKDQ��DW� OHDVW� LQ�VLJQLILFDQW�SDUW�
EHLQJ� VWURQJO\� DOLJQHG� ZLWK� LW�� 7KH�PRVW� GLUHFW� ZD\� WR� DUULYH� DW� WKLV� SHUVSHFWLYH� LV� WR� DFFHSW� WKH
GHILQLWLRQ� RI� JRYHUQPHQW� GHYHORSHG� E\� WKH� IDU� ULJKW�� HVSHFLDOO\� DQDUFKR�FDSLWDOLVW� WKHRULVWV� OLNH



0XUUD\�5RWKEDUG�DQG�'DYLG�)ULHGPDQ��DQG�HFKRHG�E\�SROLWLFLDQV�OLNH�5RQDOG�5HDJDQ�DQG�0DUJDUHW
7KDWFKHU�� $FFRUGLQJ� WR� WKLV� YLHZ�� ³JRYHUQPHQW´� LV� LQKHUHQWO\� WRWDOLWDULDQ� DQG� W\UDQQLFDO�� LQGHHG�
³JRYHUQPHQW´�DQG�³W\UDQQ\´�DUH�HVVHQWLDOO\�V\QRQ\PV�
&\EHUOLEHUWDULDQ� GRFWULQH� GLG� QRW� GHYHORS� LQ� D� YDFXXP�� ,W� ILWV� LQWR�� DQG� DW� EHVW� GRHV� QRWKLQJ� WR

UHVLVW��WKH�SURIRXQG�ULJKWZDUG�GULIW�HYLGHQW�LQ�VR�PXFK�RI�FRQWHPSRUDU\�SROLWLFV��7KLV�EHFRPHV�FOHDU
ZKHQ�ZH� H[DPLQH� WKH� H[SOLFLW� SROLWLFDO� DQG� HFRQRPLF� GRFWULQH� DQG� SUDFWLFH� WKDW� LV� XVXDOO\� FDOOHG
OLEHUWDULDQLVP�LQ�WKH�8QLWHG�6WDWHV��KHUH�PHDQLQJ�WKH�SROLWLFDO�PRYHPHQW�WKDW�LV�H[SOLFLWO\�DGYRFDWHG
E\� ULJKW�ZLQJ� SDUWLVDQ� LQVWLWXWLRQV� VXFK� DV� WKH� &DWR� ,QVWLWXWH�� WKH� +HDUWODQG� )RXQGDWLRQ�� WKH�0LVHV
,QVWLWXWH��DQG�RWKHUV��DV�ZHOO�DV�DVWURWXUI�PRYHPHQWV�OLNH�WKH�7HD�3DUW\�DQG�SROLWLFDO�ILJXUHV�OLNH�5RQ
3DXO�DQG�5DQG�3DXO��DQG�LWV�FRQQHFWLRQV�ZLWK�WKH�OHVV�H[SOLFLW�GRFWULQH�DQDO\VWV�FDOO�QHROLEHUDOLVP�
%RWK� RI� WKHVH� GRFWULQHV� RU� GRJPDV� VWHP� IURP� WKH� ZULWLQJV� RI� FRUH� ULJKW�ZLQJ� WKLQNHUV� VXFK� DV
)ULHGULFK�$XJXVW�YRQ�+D\HN��/XGZLJ�YRQ�0LVHV��0LOWRQ�)ULHGPDQ��5RWKEDUG��DQG�RWKHUV��DV�ZHOO�DV
WKHLU�PRUH�UHFHQW�IROORZHUV��7KH�PRVW� WUHQFKDQW�FULWLF�RI� WKLV�ZRUN��RQ�ZKRVH�UHVHDUFK�P\�DQDO\VLV
UHOLHV� LQ� SDUWLFXODU�� LV� WKH� HFRQRPLF� KLVWRULDQ� DQG� WKHRULVW� 3KLOLS� 0LURZVNL�� ZKRVH�1HYHU� /HW� D
6HULRXV�&ULVLV�*R�WR�:DVWH��������UHPDLQV�WKH�VLQJOH�PRVW�FRPSUHKHQVLYH�DFFRXQW�RI�ZKDW�KH�FDOOV
WKH�1HROLEHUDO�7KRXJKW�&ROOHFWLYH� DQG� WKH� QHDUO\� LGHQWLFDO�0RQW� 3HOHULQ� 6RFLHW\� �036��� RI�ZKLFK
+D\HN�ZDV�WKH�IRXQGLQJ�SUHVLGHQW�
0LURZVNL��DORQJ�ZLWK�VRPH�RI�KLV�FROOHDJXHV��KDV�H[SODLQHG�ZLWK�SDUWLFXODU�FRJHQF\�KRZ�+D\HN

DQG� RWKHUV� GLVVHPLQDWHG� QHROLEHUDO� GRFWULQH�� )URP� VRPHZKDW� GLIIHUHQW� DQJOHV�� ZULWHUV� OLNH� &KLS
%HUOHW� �������� %HUOHW� DORQJ� ZLWK� 0DWWKHZ� /\RQV� �������� &ODLUH� &RQQHU� �������� 6DUD� 'LDPRQG
��������0LFKDHO�3HUHOPDQ��������� -LOO�/HSRUH� ��������DQG� WKH�ZULWHUV� LQ�)ODQGHUV¶V�HGLWHG�YROXPH
�������JLYH�XV� WKRURXJKO\�GRFXPHQWHG�DFFRXQWV�RI�KRZ�WKRVH�ZLGHU�VSKHUHV�RI�ULJKW�ZLQJ�SROLWLFDO
WKRXJKW�DQG�SUDFWLFH�RSHUDWH��GLVWULEXWHG�DPRQJ�DFWRUV�ZKRVH�RYHUW�DGKHUHQFH�WR�036�GRFWULQH�FDQ
YDU\�ZLGHO\��WKRXJK�WKH\�WHQG�WR�EH�IRXQG�IDU�PRUH�RQ�WKH�ULJKW�WKDQ�WKH�OHIW�
7KH�MRXUQDOLVW�0DUN�$PHV�H[SODLQV�KRZ�DSSDUHQWO\�GLVSDUDWH�SROLWLFDO�LQWHUHVWV��HVSHFLDOO\�LQ�WKH

FRQWH[W� RI� 6LOLFRQ� 9DOOH\�� FDQ� EH� VHHQ� WR� ZRUN� WRJHWKHU�� 5HIOHFWLQJ� RQ� VRPH� VXUSULVLQJ� DOOLDQFHV
EHWZHHQ� WRGD\¶V� WHFKQRORJ\� JLDQWV� DQG� WKH� OREE\LQJ� JURXSV� DQG� RI� WKH� ZRUOG¶V� PDMRU� H[WUDFWLYH
UHVRXUFH�FRPSDQLHV��$PHV��������ZULWHV�WKDW

HYHQ�LI�ZH�VWLOO�JLYH�*RRJOH�DQG�)DFHERRN�WKH�EHQHILW�RI�WKH�GRXEW��DQG�DOORZ�WKDW
WKHLU� LQYHVWPHQWV� LQ� WKH� &DWR� ,QVWLWXWH� DQG� WKH� &RPSHWLWLYH� (QWHUSULVH� ,QVWLWXWH
ZHUHQ¶W� GLUHFWO\� PRWLYDWHG� E\� NLOOLQJ� 2EDPDFDUH� DQG� WKURZLQJ� PLOOLRQV� RI
VWUXJJOLQJ�$PHULFDQV�EDFN�LQWR�WKH�UDQNV�RI�WKH�XQLQVXUHG�DQG�SUHPDWXUHO\�G\LQJ
²QHYHUWKHOHVV��WKH\�DUH�DFFHVVRULHV��DQG�YHU\�FRQVFLRXVO\�VR��%LJ�7HFK¶V�ODUJHU
SROLWLFDO� JRDOV� DUH� LQ� DOLJQPHQW�ZLWK� WKH� ROG� H[WUDFWLRQ� LQGXVWU\¶V�� XQGHUPLQLQJ
WKH�FRXQWHUYDLOLQJ�SRZHU�RI�JRYHUQPHQW�DQG�SXEOLF�SROLWLFV�WR�ZHDNHQ�LWV�DELOLW\
WR�LPSHGH�WKHLU�JURZLQJ�GRPLQDQFH�RYHU�WKHLU�SRUWLRQV�RI�WKH�HFRQRP\��DQG�WR�WD[
WKHLU�REVFHQH�VWRUHV�RI�FDVK�
*RRJOH²OLNH� )DFHERRN�� OLNH� .RFK� ,QGXVWULHV²ZDQWV� D� JRYHUQPHQW� WKDW¶V
VWURQJ� HQRXJK� WR� HQIRUFH� LWV� GRPLQDQW� SULYDWH� SRZHU� RYHU� WKH� HFRQRP\� DQG
FLWL]HQV�DQG�SURWHFW�LWV�ZHDOWK��EXW�WRR�EURNHQ�DQG�WRR�DOLHQDWHG�IURP�WKH�SXEOLF�WR
DGHTXDWHO\� UHSUHVHQW� WKH� SXEOLF� LQWHUHVW� DJDLQVW� WKHLU� GRPLQHHULQJ�PRQRSROLVWLF
SRZHU�



,Q� WKLV�ZD\��PXFK� ULJKW�ZLQJ�GLVFRXUVH�� HYHQ�ZKHQ� LW� DSSHDUV� WR� EH� IRFXVHG�RQ� LVVXHV� WKDW� DUH� QRW
SXUHO\�HFRQRPLF��WXUQV�RXW�WR�ZRUN�H[WUHPHO\�ZHOO�IRU�WKH�PRVW�FRQFHQWUDWHG�VRXUFHV�RI�FDSLWDO�DQG
SRZHU�LQ�RXU�ZRUOG�
3RZHU�LV�RQH�RI�WKH�FHQWUDO�VXEMHFWV�IRU�SROLWLFDO�DQDO\VLV��DQG�SHUKDSV�WKH�FHQWUDO�VXEMHFW��ZKR�KDV

SRZHU��ZKR�ZDQWV�SRZHU��ZKDW�WKH�SHUVSHFWLYHV�WKRVH�ZKR�KDYH�DQG�ZDQW�SRZHU�DUH�RQ�WKH�FUHDWLRQ
DQG�PDLQWHQDQFH�RI�PHWKRGV�IRU�WKH�PDQDJHPHQW�RI�SRZHU��:H�PLJKW�VD\�WKDW�ULJKW�ZLQJ�SROLWLFV�VLGHV
HPRWLRQDOO\�DQG�SUDFWLFDOO\�ZLWK�SRZHU²LW�LGHQWLILHV�ZLWK�SRZHU��DQG�YLD�WKLV�LGHQWLILFDWLRQ�ZRUNV�WR
HQVXUH�WKDW�QRERG\�LQWHUIHUHV�ZLWK�WKH�FRQFHQWUDWLRQ�DQG�H[HUFLVH�RI�SRZHU��2Q�WKLV�YLHZ��OHIW�ZLQJ
SROLWLFV� LV� VSHFLILFDOO\� IRFXVHG� RQ� WKH� OLPLWDWLRQ� RI� SRZHU�� RQ�PHFKDQLVPV� IRU� GLVWULEXWLQJ� SRZHU
HTXLWDEO\�� DQG� RQ� WKH� H[FHVVHV� WKDW� DOPRVW� LQHYLWDEO\� HPHUJH� ZKHQ� SRZHU� LV� DOORZHG� WR� JURZ
XQFKHFNHG�
5DWKHU�WKDQ�D�EDODQFH�RI�SRZHUV�DQG�UHJXODU�HOHFWLRQV�WR�FXUE�WKH�LQKHUHQW�SRVVLELOLW\�RI�DEXVH�RI

SRZHU��WKH�F\SKHUSXQNV�DQG�FU\SWR�DQDUFKLVWV�DFFHSW��RIWHQ�ZLWKRXW�DSSHDULQJ�HYHQ�WR�UHDOL]H�LW��WKH
IDU�ULJKW��OLEHUWDULDQ�DQDUFKR�FDSLWDOLVW�GHILQLWLRQ�RI�JRYHUQPHQW�WKDW�H[WHQGV�IURP�WKH�*HUPDQ�VRFLDO
WKHRULVW� 0D[� :HEHU� �ZKR� IDPRXVO\� DQG� WHQGHQWLRXVO\� GHILQHG� WKH� VWDWH� DV� D� ³PRQRSRO\� RI� WKH
OHJLWLPDWH�XVH�RI�SK\VLFDO�IRUFH�ZLWKLQ�D�JLYHQ�WHUULWRU\´��VHH�:HEHU�����������VHH�DOVR�*LGGHQV�����
IRU�D�WKRURXJK�FULWLTXH�RI�:HEHU¶V�GHILQLWLRQ��WR�5RQDOG�5HDJDQ¶V�LQDXJXUDO�DGGUHVV�RI�������LQ�ZKLFK
KH�IDPRXVO\�FODLPHG�WKDW�³JRYHUQPHQW�LV�QRW�WKH�VROXWLRQ�WR�RXU�SUREOHP��JRYHUQPHQW�LV�WKH�SUREOHP�´
,Q� :K\� *RYHUQPHQW� ,V� WKH� 3UREOHP� �������� 0LOWRQ� )ULHGPDQ�� D� NH\� SOD\HU� LQ� WKH� FUHDWLRQ� RI
QHROLEHUDO�HFRQRPLF�GRFWULQH��PDNHV�WKH�VDPH�FDVH�DW�JUHDWHU�OHQJWK�
7KH�FOHDUHVW�DUWLFXODWLRQ�RI� WKHVH�YLHZV�LV�IRXQG�LQ�WKH�ZRUN�RI�DUFK�ULJKW�ZLQJ�WKLQNHU�DQG�&DWR

)RXQGDWLRQ�FRIRXQGHU�0XUUD\�5RWKEDUG��,Q�DQ�HVVD\�WLWOHG�³$QDWRP\�RI�WKH�6WDWH�´�ILUVW�SXEOLVKHG� LQ
WKH� ����� YROXPH� (JDOLWDULDQLVP� DV� D� 5HYROW� DJDLQVW� 1DWXUH�� 5RWKEDUG� DEUXSWO\� GLVPLVVHV� ZLWK
DOPRVW� WKH�HQWLUHW\�RI�SROLWLFDO� WKHRU\�SULRU� WR�+D\HN��ZKLOH� WDNLQJ�+D\HN�HYHQ� IDUWKHU� WKDQ�KH�ZDV
ZLOOLQJ�WR�JR��DW�OHDVW�LQ�SULQW��$UJXDEO\�WKH�SRVLWLRQ�5RWKEDUG�GHYHORSV�LV�DPRQJ�WKH�IDUWKHVW�WR�WKH
SROLWLFDO�ULJKW�RIIHUHG�LQ�:HVWHUQ�GLVFRXUVH��ZLWK�WKH�H[FHSWLRQ�RI�WKRVH�ZKR�H[SOLFLWO\�LGHQWLI\�ZLWK
IDVFLVP��³:H�PXVW��WKHUHIRUH��HPSKDVL]H�WKDW�µZH¶�DUH�QRW�WKH�JRYHUQPHQW��WKH�JRYHUQPHQW�LV�QRW�µXV�¶
7KH� JRYHUQPHQW� GRHV� QRW� LQ� DQ\� DFFXUDWH� VHQVH� µUHSUHVHQW¶� WKH�PDMRULW\� RI� WKH� SHRSOH´� �5RWKEDUG
�����������:LWK�QR�VXSSRUWLQJ�DUJXPHQW�RU�DQDO\VLV��5RWKEDUG�GLVPLVVHV�QHDUO\�DOO�WKH�SROLWLFDO�WKHRU\
RQ�ZKLFK�GHPRFUDWLF�UXOHV�DUH�EDVHG��HYHQ�WKH�PRQDUFKLVW�7KRPDV�+REEHV�WKRXJKW�WKDW�WKH�VRYHUHLJQ
UHSUHVHQWHG� WKH� SHRSOH� RYHU� ZKRP� KH� UXOHG�� LQ� DQ� DEVWUDFW� VHQVH�� DQG� WKH� HQWLUH� WKHRU\� RI
UHSUHVHQWDWLYH�GHPRFUDF\�
$W�WKHLU� OLPLW²D�OLPLW� WKDW� LV�RIWHQ�VXUSDVVHG�LQ�FXUUHQW�F\SKHUSXQN�DQG�FU\SWR�DQDUFKLVW�UKHWRULF

DQG�SUDFWLFH²WKHVH� YLHZV� VXJJHVW� EL]DUUHO\� WKDW� RQO\� JRYHUQPHQW� LV�FDSDEOH� RI� YLROHQFH�� DQG� WKDW
HYHQ�ZKHQ�SULYDWH�LQVWLWXWLRQV�DQG�HQWHUSULVHV�HQJDJH�LQ�ZKDW�DSSHDUV�WR�EH�SK\VLFDO�YLROHQFH��LW�LV�LQ
VRPH�VHQVH�RI�D�GLIIHUHQW�RUGHU�WKDQ�WKDW�SUDFWLFHG�E\�JRYHUQPHQWV��(YHQ�PRUH�EL]DUUHO\��WKHVH�YLHZV
HQWDLO� WKDW�GHPRFUDWLF�JRYHUQPHQW� OLHV�DERXW� WKH�RQH�WKLQJ�WKDW�GRHV�LQ�IDFW�GLVWLQJXLVK�LW�IURP�RWKHU
IRUPV�RI�SRZHU²WKDW�LW�LV�GLUHFWO\�DFFRXQWDEOH�IRU�LWV�DFWLRQV�WR�WKH�SHRSOH�IURP�ZKRP�LW�GUDZV�LWV
SRZHU²ZKLOH�VLPXOWDQHRXVO\�HQWDLOLQJ�WKDW�SRZHU�GHULYHG�IURP�FDSLWDO�DQG�PDUNHWV� LV�DFFRXQWDEOH
WR�FLWL]HQV��:RUVH�VWLOO��LW�VXJJHVWV�WKDW�WKLV�PDUNHW�EDVHG�IRUP�RI�DFFRXQWDELOLW\�GRHV�QRW�PHUHO\�WUXPS
WKH�HOHFWRUDO�DQG�OHJDO�DFFRXQWDELOLW\�EXLOW�LQWR�UHSUHVHQWDWLYH�JRYHUQPHQW��EXW�DOVR�VKLHOGV�FRUSRUDWH
IRUFHV�IURP�WKH�SROLWLFDO�FULWLTXH�WR�ZKLFK�WKH�ULJKW�URXWLQHO\�VXEMHFWV�JRYHUQPHQW��,Q�RWKHU�ZRUGV��QR
PDWWHU� KRZ� PXFK� SRZHU� FRUSRUDWLRQV� WDNH�� WKHLU� SRZHU� FDQ� QHYHU� EH� ³HYLO´� LQ� WKH� ZD\� WKDW
JRYHUQPHQWDO�SRZHU�LQKHUHQWO\�LV�
7KHUH� DUH� FHUWDLQ� NH\ZRUGV� WKDW� PRYH� ZLWK� D� IDLU� DPRXQW� RI� HDVH� EHWZHHQ� H[SOLFLW� ULJKW�ZLQJ



GLVFRXUVH� DQG� PRUH� JHQHUDO� SROLWLFDO� GLVFXVVLRQ� EXW� WKDW� VHUYH� DV� UDOO\LQJ� FULHV� IRU� ULJKW�ZLQJ
SROLWLFDO�DFWLRQ��7ZR�RI�WKH�PRVW�SURPLQHQW�DQG�PRVW�UHOHYDQW�WR�%LWFRLQ�DUH�³W\UDQQ\´�DQG�³OLEHUW\�´
:KHQ� WKH� ULJKW� ZLQJ� XVHV� WKHP�� WKHVH� ZRUGV� DUH� UHPRYHG� IURP� WKHLU� PRUH� JHQHUDO� PHDQLQJV� DQG
JUDIWHG� RQWR� KROLVWLF� ERGLHV� RI� SROLWLFDO� WKRXJKW�� VR� WKDW� LW� FDQ� VRXQG� UHDVRQDEOH� WR� RSSRVH� 6RFLDO
6HFXULW\�RU�0HGLFDUH�RQ� WKH�JURXQGV� WKDW� WKH\�RIIHQG�³OLEHUW\´�DQG�FRQVWLWXWH�³W\UDQQ\�´�GHVSLWH� WKH
VLJQDO� ODFN� RI� VXEVWDQWLYH� SROLWLFDO� WKRXJKW� WKDW� ZRXOG� PDNH� VXFK� DVVHVVPHQWV� FRKHUHQW�� ,W� LV� QR
DFFLGHQW� WKDW� WKH� ULJKW�ZLQJ� LGHRORJXH�DQG� WDON� VKRZ�KRVW�0DUN�/HYLQ� WLWOHV�RQH�RI�KLV�EHVW�VHOOLQJ
ERRNV�/LEHUW\�DQG�7\UDQQ\��$�&RQVHUYDWLYH�0DQLIHVWR� ��������RU� WKDW�KH�PLVOHDGLQJO\�FODLPV� WKDW
³WKH�)RXQGHUV�XQGHUVWRRG�WKDW�WKH�JUHDWHVW�WKUHDW�WR�OLEHUW\�LV�DQ�DOO�SRZHUIXO�FHQWUDO�JRYHUQPHQW´�����
DQG� WKDW�³FRQVHUYDWLVP� LV� WKH�DQWLGRWH� WR� W\UDQQ\´�������D�³W\UDQQ\´� WKDW� LQ� WKH�8QLWHG�6WDWHV� LV�EHVW
H[HPSOLILHG�WR�/HYLQ�E\�VRFLDO�SURJUDPV�HQDFWHG�XQGHU�WKH�1HZ�'HDO���±����'HVSLWH�RXU�DEKRUUHQFH
RI� UHDO� W\UDQQ\�� WKHQ�� WKH� ULJKW�ZLQJ� XVHV� WKH�ZRUGV� ³OLEHUW\´� DQG� ³W\UDQQ\´� WR� VROLFLW� DQG� DFWLYDWH
SRSXOLVW�HQHUJ\�DJDLQVW�H[DFWO\�WKRVH�GHPRFUDWLFDOO\�HQDFWHG�VWUXFWXUHV�DQG�SURJUDPV�DPRQJ�ZKRVH
PDLQ�SXUSRVHV�LV�WR�FXUWDLO�WKH�W\UDQQLFDO�DEXVH�RI�LQGLYLGXDO�OLEHUW\�E\�FRQFHQWUDWHG�HFRQRPLF�SRZHU
�3XGGLQJWRQ������GHVFULEHV�WKLV�G\QDPLF�ZLWK�UHJDUG�WR�XVHV�RI�WKH�ZRUG�³W\UDQQ\´�E\�WKH�7HD�3DUW\��
7KH� HIIHFW� LV� WR�PDNH� VXFK� FRQFHQWUDWLRQV� RI� SRZHU� HYHQ�PRUH� SRVVLEOH� DQG� HYHQ� OHVV� VXEMHFW� WR
RYHUVLJKW��DQG�WKLV�LV�YHU\�PXFK�WKH�GLUHFWLRQ�LQ�ZKLFK�%LWFRLQ�KHDGV�

7KHUH�DUH�PDQ\�WKLQJV�ZRUWK�VD\LQJ�DERXW�%LWFRLQ��7KLV�VKRUW�ERRN�LV�FRQFHUQHG�QRW�ZLWK�SURYLGLQJ�D
WKRURXJK�GHVFULSWLRQ�RI�WKH�WHFKQRORJ\��D�GHWDLOHG�KLVWRU\�RI�LWV�XVHV��DQ�DFFRXQW�RI�WKH�VFDQGDOV�DQG
WULXPSKV� DVVRFLDWHG� ZLWK� LW�� RU� SURILOHV� RI� WKH� YDULRXV� SHUVRQDOLWLHV� LQYROYHG� LQ� LWV� FUHDWLRQ� DQG
VXEVHTXHQW� XVH� �IRU� ZKLFK� JRRG� LQWURGXFWRU\� UHVRXUFHV� LQFOXGH� /DQFKHVWHU� ������ 0XUUD\� �����
3DJOLHU\�������3D\QH�������3RSSHU�������5RELQVRQ�������6FRWW��������,WV�JRDO� LV�PRUH�OLPLWHG�� WR
VKRZ�KRZ�PXFK�RI� WKH�HFRQRPLF�DQG�SROLWLFDO� WKRXJKW�RQ�ZKLFK�%LWFRLQ� LV�EDVHG�HPHUJHV�GLUHFWO\
IURP� LGHDV� WKDW� WUDYHO� WKH�JDPXW� IURP� WKH� VRPHWLPHV�H[WUHPH�&KLFDJR�6FKRRO� HFRQRPLFV�RI�0LOWRQ
)ULHGPDQ�WR�WKH�H[SOLFLW�H[WUHPLVP�RI�)HGHUDO�5HVHUYH�FRQVSLUDF\�WKHRULVWV��:KLOH�LW�LV�EH\RQG�GRXEW
WKDW�PDQ\�ZKR�³EHOLHYH´�LQ�%LWFRLQ�WKLQN�WKH\�GR�QRW�VXEVFULEH�WR�WKHVH�WKHRULHV��LW�IUHTXHQWO\�WXUQV�RXW
WKDW� WKH\� UHO\�RQ�DVVXPSWLRQV�DQG�FRQFHSWV� WKDW�GR�HPHUJH� IURP� WKH� IDU� ULJKW��$V� WKH\�DUH�FXUUHQWO\
FRQILJXUHG��%LWFRLQ�DQG�WKH�EORFNFKDLQ�WHFKQRORJ\�RQ�ZKLFK�LW�UHVWV�VDWLVI\�QHHGV�WKDW�PDNH�VHQVH�RQO\
LQ�WKH�FRQWH[W�RI�ULJKW�ZLQJ�SROLWLFV��WKRVH�RI�XV�ZKR�GR�QRW�VKDUH�WKRVH�SROLWLFV�PXVW��WKHUHIRUH��YLHZ
%LWFRLQ�DQG�WKH�EORFNFKDLQ�ZLWK�ERWK�VNHSWLFLVP�DQG�D�FOHDU�H\H�IRU�WKH�SROLWLFDO�WHUPV�DQG�FRQFHSWV
LQYRNHG�LQ�WKH�GLVFRXUVH�VXUURXQGLQJ�WKHP�
,� DP� VRPHWLPHV� DVNHG� WR� DFFRXQW� IRU� %LWFRLQ� HQWKXVLDVP� DPRQJ� WKRVH� ZLWK� H[SOLFLWO\� OHIW�ZLQJ

SROLWLFV��0\�UHVSRQVH�LV�WR�DVN�WZR�TXHVWLRQV�DQDO\WLFDOO\�SULRU�WR�WKLV�RQH��ILUVW��WR�DVN�IRU�DFFRXQWV
RI� ZKHUH� DQG� KRZ� LW� KDSSHQHG� WKDW� D� WHFKQRORJ\� GHYHORSHG� VSHFLILFDOO\� WR� PDJQLI\� WKH� SRZHUV
IDYRUHG�E\�WKH�SROLWLFDO�ULJKW�KDV�PXWDWHG�VR�DV�QRW�WR�VHUYH�WKRVH�SRZHUV�EXW�WKH�IRUFHV�WKH\�RSSRVH�
DQG�VHFRQG��WR�DVN�IRU�DFFRXQWV�RQ�HFRQRPLF�DQG�SROLWLFDO�HFRQRPLF�JURXQGV�WKDW�SURFHHG�IURP�OHIW�
ZLQJ�WKRXJKW��ZKHWKHU�0DU[LDQ�RU�.H\QHVLDQ��WR�WKH�QHHG�IRU�DQG�XWLOLW\�RI�%LWFRLQ��$OPRVW�XQLIRUPO\�
UHVSRQVHV�WR�WKHVH�TXHULHV�UHSHDW�VRPH�RI�WKH�ULJKWLVW�WURSHV�DERXW�FHQWUDO�EDQNLQJ�DQG�JRYHUQPHQWDO
W\UDQQ\� ,� GHVFULEH� KHUH�� DQG� WKRVH� WKDW� GR� QRW� �H�J��� %DXZHQV� ������ HPHUJH� YHU\� VNHSWLFDO� DERXW
%LWFRLQ��3HUKDSV�%LWFRLQ�DQG�WKH�EORFNFKDLQ�FDQ�VHUYH�SROLWLFV�RWKHU� WKDQ� WKH�RQHV�IURP�ZKLFK� WKH\
ZHUH�ELUWKHG�DQG�ZKLFK�WKH\�FRQWLQXH�WR�HPERG\��P\�JRDO�KHUH�LV�WR�GRFXPHQW�WKRVH�SROLWLFV�DQG�WR
VKRZ�ZKDW�DQ\�QRQ�ULJKWLVW�SROLWLFV�RI�%LWFRLQ�QHHGV�WR�RYHUFRPH�



���6RIWZDUH�DV�3ROLWLFDO�3URJUDP

:+,/(�:(�+$9(�62�)$5�',6&866('�LW�DV�FXUUHQF\��LWV�DGYRFDWHV�IUHTXHQWO\�SURPRWH�%LWFRLQ�DV�D�QHZ
IRUP� RI� PRQH\� �VHH�� H�J��� (PHU\� DQG� 6WHZDUW� ������ 6PDUW� ������� 0RQH\� DQG� FXUUHQF\� DUH� QRW
LGHQWLFDO�� ³0RQH\�´� DV� ZH� XVH� WKH� ZRUG� WRGD\� DQG� DV� HFRQRPLVWV� GHILQH� LW� LQ� VWDQGDUG� WH[WERRNV�
VHUYHV�WKUHH�FULWLFDO�IXQFWLRQV��PHGLXP�RI�H[FKDQJH��VWRUH�RI�YDOXH��DQG�XQLW�RI�DFFRXQW� �VHH��H�J��
$EHO��%HUQDQNH��DQG�&URXVKRUH����������±����>�@�0HGLXP�RI�H[FKDQJH�PHDQV� WKDW� D� WRNHQ� �ZKLFK
QHHG�QRW�EH�SK\VLFDO��D�WRNHQ�PLJKW�EH�QRWKLQJ�PRUH�WKDQ�DQ�HQWU\�LQ�DQ�DFFRXQWLQJ�OHGJHU��FDQ�EH�XVHG
WR�EX\�RU�VHOO�SURGXFWV�DQG�VHUYLFHV��VWRUH�RI�YDOXH�PHDQV�WKDW�WKH�WRNHQV�FDQ�EH�VDYHG��DQG��GHVSLWH�D
FHUWDLQ� OHYHO� RI� LQKHUHQW� YRODWLOLW\�� FDQ� EH� UHOLHG� RQ� WR� PDLQWDLQ� WKHLU� SXUFKDVLQJ� SRZHU��8QLW� RI
DFFRXQW��VRPHWLPHV�DOVR�FDOOHG�PHDVXUH�RI�YDOXH��UHIHUV�WR�WKH�IDFW�WKDW�WKH�PDUNHW�XVHV�WKH�WRNHQ�LQ
GHWHUPLQLQJ� WKH� YDOXH� RI� SURGXFWV��ZKLFK� LV� WR� VD\�� WKHLU� SULFHV�� ,W� LV�ZRUWK� QRWLQJ� WKDW�� LQ� FLUFXODU
UHDVRQLQJ� W\SLFDO� RI� LGHRORJLFDO� FRQVWUXFWLRQV�� WKHVH� WH[WERRN� GHILQLWLRQV� RI� PRQH\� DUH� IUHTXHQWO\
UHMHFWHG�E\�%LWFRLQ�DGYRFDWHV��HYHQ�DV�WKH\�LQVLVW�WKDW�%LWFRLQ�LV�PRQH\��7KDW�LV��WKRXJK�%LWFRLQ�IDLOV
WR�PHHW�WKH�FULWHULD�ZH�KDYH�ORQJ�XVHG�WR�LGHQWLI\�PRQH\��ZH�DUH�WROG�WKDW�ZH�PXVW�DFFHSW�WKDW�%LWFRLQ
LV�PRQH\��VHH��H�J���ERWK�³0\WKV´��DQG�6PDUW������IRU�FRQVSLUDWRULDO�UHGHILQLWLRQV�RI�³PRQH\´��
2I�WKHVH�WKUHH�FODVVLFDO�IXQFWLRQV��LW�LV�DUJXDEOH�WKDW�%LWFRLQ�VHUYHV�RQO\�DV�D�PHGLXP�RI�H[FKDQJH�

,W� LV�SRVVLEOH�WR�EX\�DQG�VHOO�SURGXFWV�XVLQJ�%LWFRLQ��6SHDNLQJ�YHU\�URXJKO\��³PHGLXP�RI�H[FKDQJH´
PLJKW�ZHOO�EH�WKRXJKW�RI�DV�WKH�³FXUUHQF\�IXQFWLRQ´�RI�PRQH\��$V�PDQ\�HFRQRPLVWV�KDYH�SRLQWHG�RXW�
WKRXJK��YLUWXDOO\�DQ\WKLQJ�FDQ�VHUYH�DV�D�PHGLXP�RI�H[FKDQJH��DQG�QRQPRQHWDU\�PHGLD�RI�H[FKDQJH
SUROLIHUDWH�LQ�RXU�ZRUOG��IURP�IUHTXHQW�IO\HU�PLOHV�WR�FUHGLW�FDUG�ERQXV�SRLQW�SURJUDPV��IURP�JURFHU\
VWRUH� FRXSRQV� WR� KLJK�YDOXH� JRRGV� OLNH� ILQH� DUW�� SUHFLRXV� PHWDOV�� DQG� JHPV�>�@� 1RQH� RI� WKHVH
DOWHUQDWLYH� FXUUHQFLHV� SRVHV� DQ\� WKUHDW� ZKDWVRHYHU� WR� QDWLRQDO� VRYHUHLJQW\� RYHU� PRQH\�� OHW� DORQH
QDWLRQDO�VRYHUHLJQW\�LWVHOI��<HW�%LWFRLQ�DGYRFDWHV�IUHTXHQWO\�DWWHPSW�WR�UHGHILQH�PRQH\�DV�LI�WKH�WHUP
UHIHUV�RQO\�WR�PHGLXP�RI�H[FKDQJH�
:KHWKHU�%LWFRLQ�VHUYHV�WKH�XQLW�RI�DFFRXQW�RU�PHDVXUH�RI�YDOXH�IXQFWLRQ�LV�PXFK�OHVV�FOHDU��,W�LV

UDUH��WKRXJK�QRW�XQKHDUG�RI��IRU�PDUNHWV�WR�H[LVW�WKDW�SULFH�WKHLU�JRRGV�RQO\�LQ�%LWFRLQ��DQG�UDUHU�VWLOO
IRU�WKRVH�SULFHV�WR�H[LVW�LQ�UHODWLRQ�WR�QRWKLQJ�RWKHU�WKDQ�%LWFRLQ��WKDW�LV�WR�VD\��HYHQ�WKH�LQIDPRXV�GHHS
ZHE�GUXJ�PDUNHWSODFHV�OLNH�6LON�5RDG�DQG�LWV�YDULRXV�RIIVKRRWV�FOHDUO\�VHW�WKH�%LWFRLQ�SULFHV�IRU�WKHLU
JRRGV�DFFRUGLQJ�WR�WKHLU�YDOXH�LQ�RIILFLDO�ZRUOG�FXUUHQFLHV��GHVSLWH�KDYLQJ�SULFHV�QRPLQDOO\�OLVWHG�LQ
%LWFRLQ��L�H���WKRVH�SULFHV�ULVH�DQG�IDOO�ZLWK�FKDQJHV�QRW�MXVW�LQ�%LWFRLQ¶V�YDOXDWLRQ��EXW�LQ�WKH�SULFH�RI
GUXJV�LQ�QDWLRQDO�FXUUHQFLHV���([DFWO\�EHFDXVH�%LWFRLQ�ODFNV�DQ\�UHODWLRQVKLS�WR�ERGLHV�WKDW�QHHG�WKH
FXUUHQF\�WR�H[LVW�LQ�UHODWLRQVKLS�WR�PHFKDQLVPV�RI�LQWHUQDWLRQDO�H[FKDQJH��RU�RI�VWDWH�LQWHUQDO�PDWWHUV
OLNH�WD[HV��%LWFRLQ�RQ�LWV�RZQ�IORDWV�IUHH�RI�DQ\�DQFKRU�WR�RUGLQDU\�YDOXLQJ�SURFHVVHV��,I�%LWFRLQ�RQO\
HFRQRPLHV�ZHUH� WR� GHYHORS�� LQ�ZKLFK� ODERU�ZHUH� SULFHG� LQ� UDZ� UHODWLRQ� WR� %LWFRLQ� UHJDUGOHVV� RI
%LWFRLQ¶V�H[FKDQJH�YDOXH�ZLWK�ZRUOG�FXUUHQFLHV��L�H���ODERU�LV�SULFHG�DW���%7&�DQ�KRXU�UHJDUGOHVV�RI
ZKHWKHU���%7&�LV�ZRUWK�86����RU�86���������WKLV�VLWXDWLRQ�PLJKW�FKDQJH��EXW�WKLV�SUHVHQWV�WKH�VDPH
FKLFNHQ�DQG�HJJ� SUREOHP�ZH� VHH� WKURXJKRXW�%LWFRLQ� SURSDJDQGD�� LI� VWDWHV�ZHUH� WR� JR� DZD\� DQG� LI
HQWLUH�HFRQRPLHV�H[LVWHG�LQ�%LWFRLQ��WKHQ�LW�FRXOG�EHFRPH�PRQH\��EXW�LW�LV�VLPXOWDQHRXVO\�VDLG�WR�EH
%LWFRLQ�WKDW�ZLOO�FDXVH�VWDWHV�WR�ZLWKHU�DZD\�DQG�WKDW�ZLOO�SURGXFH�WKRVH�HFRQRPLHV�
7KH�WKLUG�IXQFWLRQ��VWRUH�RI�YDOXH�� LV�%LWFRLQ¶V�IXQGDPHQWDO�DQG�PRVW� LQWHUHVWLQJ�REVWDFOH��DQG�WKH

SODFH�ZKHUH� FRQVSLUDWRULDO� HFRQRPLF� WKRXJKW�EHFRPHV�PRVW� FOHDUO\� LPSOLFDWHG� LQ� WKH� VWUXFWXUH� DQG



XVDJH� RI� WKH� VRIWZDUH� LWVHOI�� 3DUW� RI� ZK\� %LWFRLQ� LV� VR� ZHOO�NQRZQ� LV� SUHFLVHO\� EHFDXVH� RI� LWV
YRODWLOLW\�� LW� ZDV� %LWFRLQ¶V� UHPDUNDEOH� FOLPE� WR� RYHU� 86������� WKDW� EURXJKW� LW� WR� JHQHUDO� SXEOLF
DWWHQWLRQ��'HVSLWH�WKH�IDFW�WKDW�WKLV�LV�VHHQ�E\�PDQ\�%LWFRLQ�SURPRWHUV�DV�D�³SRVLWLYH´�FKDQJH�LQ�YDOXH�
D�FKDQJH�LV�D�FKDQJH�UHJDUGOHVV�RI�GLUHFWLRQ��$Q�LQVWUXPHQW�WKDW�JURZV�WR�����SHUFHQW�RI�LWV�RULJLQDO
YDOXH� �IURP�86����� WR�86�������� LQ� XQGHU� D� \HDU� FDQ� DQG�ZLOO� ORVH� ��� SHUFHQW� RI� LWV� YDOXH� LQ� D
VLPLODU�WLPH�SHULRG��$�SHUVRQ�VWRULQJ�WKHLU�VDYLQJV�RU�SURILWV�IURP�EXVLQHVV�LQ�%LWFRLQ�KDV�DEVROXWHO\
QR�UHDVRQ�WR�H[SHFW�WKDW�WKDW�YDOXH�ZLOO�EH�PDLQWDLQHG�RYHU�HYHQ�D�VKRUW�WLPH�IUDPH��DQG�LQ�IDFW�KDV
HYHU\�UHDVRQ�WR�H[SHFW�WKDW�LW�ZLOO�QRW�
%LWFRLQ¶V� VWDWXV²RU� ODFN� RI� VWDWXV²DV� VWRUH� RI� YDOXH� LV� D� FUXFLDO� VLWH� DW� ZKLFK� WR� REVHUYH� WKH

FXUUHQF\¶V�LGHRORJLFDO�IXQFWLRQV��2QH�RI�WKH�PRVW�IUHTXHQW�FRQVSLUDWRULDO�IUDPHV�IRU�WKH�SURPRWLRQ�RI
%LWFRLQ�LV�JROG�LWVHOI��RU�³WKH�JROG�VWDQGDUG�´�LWVHOI�D�FULWLFDO�QH[XV�SRLQW�IRU�FRQVSLUDWRULDO�ILQDQFLDO
WKHRU\��%LWFRLQ�LV�URXWLQHO\�SURPRWHG�DV�LI�LW�FRQVWLWXWHV�RU�FRXOG�FRQVWLWXWH�D�³UHDO´�RU�³VRXQG´�VWRUH
RI�YDOXH�WKH�ZD\�JROG�SXUSRUWHGO\�GRHV��DQG�LV�RIWHQ�FKDPSLRQHG�LQ�WKH�VDPH�ULJKW�ZLQJ�PHGLD�WKDW
VHOOV�SUHFLRXV�PHWDOV�DV�DQ�DOWHUQDWLYH�WR�WKH�³GHEDVHG´�QDWLRQ�FXUUHQFLHV�WKDW�DUH�VDLG�WR�KDYH�ORVW�DOO
WKHLU�YDOXH�YLD�LQIODWLRQ��%LWFRLQ�DGYRFDWHV�PDNH�UHSHDWHG�UHIHUHQFH�WR�WKH�VXSHULRULW\�RI�JROG�EDFNHG
PRQH\��GHVSLWH�WKH�IDFW�WKDW�JRYHUQPHQWV�IL[HG�HYHQ�WKH�SULFH�RI�JROG�DW�PDQ\�PRPHQWV�LQ�KLVWRU\�WR
WDPH�YRODWLOLW\��DQG�LQ�WKH�IDFH�RI�FXUUHQW�VWRULHV�DERXW�JROG�DQG�VLOYHU�SULFHV�EHLQJ�SDUW�RI�WKH�/LERU
SULFH�IL[LQJ�VFDQGDO�>�@�7KLV�SUHIHUHQFH�IRU�JROG�YHUVXV�ZKDW�WKH\�VRPHZKDW�LQDFFXUDWHO\�FDOO�WKH�³ILDW
FXUUHQF\´�RI�QDWLRQ�VWDWHV�RQO\�VKRZV�WKH�LGHRORJLFDO�QDWXUH�RI�WKHLU�DVVHUWLRQV��VLQFH�JROG�H[LVWV�ULJKW
QRZ�� LV�ZLGHO\� WUDGHG�DQG�FDQ�EH�XQWUDFHDEOH�� ODUJHO\� UHVLVWDQW� WR�FRXQWHUIHLWLQJ��DQG�\HW� LV�ZLGHO\
XVHG� �WKRXJK� QRW� DV� D� FXUUHQF\� SHJ�� E\� WKH� YHU\� QDWLRQ�VWDWHV� DQG� FHQWUDO� EDQNV� WKDW� %LWFRLQ
DGYRFDWHV�VD\� WKH\�DUH� LQ� WKH�SURFHVV�RI�GLVPDQWOLQJ��-XVW�DV� UHYHDOLQJ�DUH�VWDWHPHQWV� OLNH� WKRVH�E\
VHOI�GHVFULEHG� ³FXUUHQF\� WUDGHU� DQG� HFRQRPLFV� QHUG´� %ULDQ� .HOO\�� ZKR� LQ�7KH� %LWFRLQ� %LJ� %DQJ
LQDFFXUDWHO\�DWWULEXWHV�WKH�WKUHHIROG�QDWXUH�RI�PRQH\�WR�FXUUHQF\��DQG�GHVSLWH�WKLV��DIWHU�OD\LQJ�RXW�WKH
FDVH�WKDW�%LWFRLQ�RQO\�VHUYHV�WKH�PHGLXP�RI�H[FKDQJH�IXQFWLRQ��VXJJHVWV�WKDW�³ZH�DUH�WRR�WHWKHUHG�WR
WKH� FRQYHQWLRQDO� GHILQLWLRQ�RI� D� FXUUHQF\� DV� D�PHGLXP�RI� H[FKDQJH�� D� VWRUH� RI� YDOXH�� DQG� D� XQLW� RI
DFFRXQW´�������������%LWFRLQ�WKHUHIRUH�LV�DW�RQFH�HYHU\WKLQJ�WKDW�PRQH\�LV��EXW�WR�WKH�GHJUHH�LW�WXUQV
RXW� QRW� WR� EH� HYHU\WKLQJ� WKDW� PRQH\� LV�� WKH� GHILQLWLRQ� LV� ZKDW¶V� ZURQJ�� 7KH� SUREOHP� LV� WKDW� WKH
GHILQLWLRQ�SURYLGHG�E\�HFRQRPLVWV� LV�GHVFULSWLYH��QRW�QRUPDWLYH�� LW�VD\V� WKDW� WKH�PRQH\� IXQFWLRQ�DV
ZH�XQGHUVWDQG� LW� LV�RQO\� ILOOHG�E\�REMHFWV� WKDW�KDYH� WKRVH� WKUHH�FKDUDFWHULVWLFV��QRW� WKDW� WKLV� LV�KRZ
WKLQJV�VKRXOG�EH��7KLV�NLQG�RI�VHPDQWLF�SOD\�LV�W\SLFDO�RI�LGHRORJLFDO�FRQVWUXFWLRQV��EXW�QRW�RI�VHULRXV
DQDO\VLV�
,QGHHG��WKH�VWRU\�WROG�VR�IDU�KDV�LI�DQ\WKLQJ�WLOWHG�WKH�VWRU\�WRR�PXFK�LQ�%LWFRLQ¶V�IDYRU��)RU�ZKLOH

WKH�WH[WERRN�DFFRXQW�RI�PRQH\�LQFOXGHV�WKH�WKUHH�FULWLFDO�IXQFWLRQV�ZH�KDYH�PHQWLRQHG��WKH�PDMRULW\�RI
H[SHUW�HFRQRPLF�WKHRU\�VLPSO\�GHILQHV�PRQH\�DV�FXUUHQF\�WKDW�LV�LVVXHG�E\�D�VRYHUHLJQ�JRYHUQPHQW�
7KLV�WKHRU\�LV�NQRZQ�DV�³0RGHUQ�0RQHWDU\�7KHRU\´��007��RU�³QHRFKDUWDOLVP´�DQG�KDV�LWV�URRWV�LQ
HFRQRPLFV�JRLQJ�EDFN�DW�OHDVW�WR�-RKQ�0D\QDUG�.H\QHV��ZKRVH�YLHZV�KDYH�SHUSHWXDOO\�EHHQ�D�PDMRU
WDUJHW�IRU�HYHU\�VRUW�RI�DWWDFN�IURP�ULJKW�ZLQJ�WKLQNHUV��$FFRUGLQJ�WR�WKLV�YLHZ��WKH�GLIIHUHQFH�EHWZHHQ
PRQH\�DQG�FXUUHQF\�LV�WKDW�PRQH\�LV�FXUUHQF\�LVVXHG�E\�WKH�VWDWH�DQG�LQGLFDWHV�WKH�IRUP�RI�FXUUHQF\
LQ�ZKLFK� WD[HV�PXVW�EH�SDLG�� ,W� LV�SUHFLVHO\� WKH�SHJJLQJ�RI�D�JLYHQ�QDWLRQDO�FXUUHQF\� WR�IDFWRUV� OLNH
WD[DWLRQ��QDWLRQDO�LQGXVWULDO�SURGXFWLRQ��DQG�LQWHUQDWLRQDO�WUDGH�WKDW�HQDEOHV�WKH�VWRUH�RI�YDOXH�DQG�XQLW
RI� DFFRXQW� IXQFWLRQV� RI� PRQH\�� 7KDW� LV�� QDWLRQ�VWDWH� VRYHUHLJQW\� DQG� WKH� YHU\� LGHD� RI�PRQH\� DUH
LQH[WULFDEO\� OLQNHG� LQ�RXU�ZRUOG�� DQG� VR� WKH�QRWLRQ�RI�PRQH\� WKDW� LV�QRW� LVVXHG�E\�D�QDWLRQ�VWDWH� LV
HVVHQWLDOO\� D� FRQWUDGLFWLRQ�� /LNH� PRVW� ULJKW�ZLQJ� GLVFRXUVHV�� %LWFRLQ� UKHWRULF� WKULYHV� RQ� VXFK
SDUDGR[LFDO�FRQVWUXFWLRQV�>�@



2QH�RI� WKH�SODFHV� LQ�ZKLFK� WKLV�FRQXQGUXP�LV�PRVW�YLVLEOH� LV� LQ� WKH�FODLPV�RI�%LWFRLQ�DGYRFDWHV
DERXW�³ILDW�PRQH\�´�DOVR�DQ�LPSRUWDQW�WURSH�LQ�ULJKW�ZLQJ�H[WUHPLVP��$V�D�JHQHUDO�LGHD��WKH�QRWLRQ�RI
³ILDW�FXUUHQF\´�KDV�D� ORQJ�KLVWRU\� LQ�HFRQRPLFV��)RU�H[DPSOH��GHFDGHV�SULRU� WR� WKH�GHYHORSPHQW�RI
%LWFRLQ�� OLEHUDO� HFRQRPLVW� -RKQ� .HQQHWK� *DOEUDLWK� ������� ���� RIIHUHG� WKH� IROORZLQJ� W\SRORJ\� RI
PRQH\�

:ULWHUV�RQ�PRQH\�KDYH�UHJXODUO\�GLVWLQJXLVKHG�EHWZHHQ�WKUHH�W\SHV�RI�FXUUHQF\�
���� WKDW�ZKLFK� RZHV� LWV� YDOXH�� DV� GR� JROG� RU� VLOYHU�� WR� DQ� LQKHUHQW� GHVLUDELOLW\
GHULYHG� IURP� ZHOO�HVWDEOLVKHG� VHUYLFH� WR� SULGH� RI� SRVVHVVLRQ�� SUHVWLJH� RI
RZQHUVKLS�� SHUVRQDO� DGRUQPHQW�� GLQQHU� VHUYLFH�RU� GHQWLVWU\�� ���� WKDW�ZKLFK� FDQ
UHDGLO\�EH�H[FKDQJHG�IRU�VRPHWKLQJ�RI�VXFK�LQKHUHQW�GHVLUDELOLW\�RU�ZKLFK�FDUULHV
WKH�SURPLVH�� OLNH� WKH� HDUO\�0DVVDFKXVHWWV�%D\�QRWHV�� RI� HYHQWXDO� H[FKDQJH�� DQG
����FXUUHQF\�ZKLFK� LV� LQWULQVLFDOO\�ZRUWKOHVV��FDUULHV�QR�SURPLVH� WKDW� LW�ZLOO�EH
UHGHHPHG�LQ�DQ\WKLQJ�XVHIXO�RU�GHVLUDEOH�DQG�ZKLFK�LV�VXVWDLQHG��DW�PRVW��E\�WKH
ILDW�RI�WKH�VWDWH�WKDW�LW�EH�DFFHSWHG�

1RWH�WR�EHJLQ�ZLWK�WKDW�%LWFRLQ�GRHV�QRW�FRQIRUP�WR�DQ\�RI�WKHVH�GHVFULSWLRQV��$W�EHVW�LW�LV�D�YDULDWLRQ
RQ������VLQFH�ZKDW�GLVWLQJXLVKHV������³ILDW�PRQH\�´�IURP�WKH�RWKHU�WZR��LV�WKDW�ZKDWHYHU�WRNHQ�LV�EHLQJ
H[FKDQJHG� KDV� QR� ³LQWULQVLF� YDOXH´²WKDW� LV�� ZKHUH� WKH� WRNHQ� XVHG� DV� FXUUHQF\� IRU� WKDW�PRQH\� KDV
GHPRQVWUDEOH�YDOXH�LQ�DQRWKHU�FRQWH[W��7KH�PRVW�W\SLFDO�H[DPSOH�RI�QRQ�ILDW�FXUUHQF\�LV�JROG��EHFDXVH
JROG�KDV�PDQ\�XVHV�DQG�LV�VWLOO�YDOXDEOH�HYHQ�ZKHQ�QRW�LQ�FLUFXODWLRQ�DV�FXUUHQF\��SDSHU�PRQH\��RQ�WKH
RWKHU�KDQG��LV�WDNHQ�WR�EH�ILDW�EHFDXVH�WKH�SDSHU�RQ�ZKLFK�LW�LV�SULQWHG�LV�QHDUO\�YDOXHOHVV�DV�SDSHU�
)UHTXHQWO\� LQ� %LWFRLQ� GLVFXVVLRQV�� RQH� UHDGV� WKH� FLUFXODU� DVVHVVPHQW� WKDW� ³ILDW´� LQ� ³ILDW�PRQH\´

UHIHUV�WR�WKH�³ILDW´�RI�WKH�VWDWH²WKDW�LV��DQ�RIILFLDO�GHFUHH²WKDW�WXUQV�D�FXUUHQF\�LQWR�PRQH\��:KLOH
WKHUH�LV�DQ�HOHPHQW�RI�WUXWK�WR�WKLV��LW�GRHV�QRW�UHIOHFW�WKH�KLVWRU\�DQG�XVDJH�RI�WKH�WHUP�³ILDW�PRQH\´�
VLQFH�PRQH\� LV� LQKHUHQWO\� D� FUHDWLRQ� RI� WKH� VWDWH�� UHJDUGOHVV� RI� ZKHWKHU� LW� LV� EDVHG� RQ� D� WRNHQ� RI
LQWULQVLF� YDOXH�� HYHQ� D� JROG� VWDQGDUG� ZRXOG� EH� ³ILDW� FXUUHQF\´� DFFRUGLQJ� WR� WKLV� GHILQLWLRQ�� 2QH
VXVSHFWV�WKDW�³ILDW�E\�WKH�VWDWH´�LV�XVHG�LQ�WKHVH�GHILQLWLRQV�EHFDXVH�WKH�WKRXJKW�RI�VRPH�QRQ�VWDWH�DFWRU
GHOLEHUDWHO\�VXJJHVWLQJ� WKDW� LW�FRXOG�IORXW�QDWLRQDO� ODZ�DQG�GHFODUH� LWV�RZQ�FXUUHQF\� WR�EH�³PRQH\´
ZRXOG� KDYH� EHHQ� XQWKLQNDEOH� XQWLO� YHU\� UHFHQWO\�� %XW� WKHUH� LV� QR�ZD\� DURXQG� WKH� IDFW� WKDW� %LWFRLQ
DGYRFDWHV�KDYH�QR�PHFKDQLVP�H[FHSW�ILDW�E\�ZKLFK�WR�GHFODUH�WKHLU�FXUUHQF\�WR�EH�PRQH\��7KH�SRLQW
RI� WKH� ³ILDW´� ODEHO� LV� WR� GLVWLQJXLVK� FXUUHQFLHV�ZLWK� ³LQWULQVLF� YDOXH´� IURP� WKRVH�ZLWKRXW� LW� EHFDXVH
WKHVH� RWKHUZLVH� QHDUO\� ZRUWKOHVV� WRNHQV� KDYH� EHHQ� GHFODUHG� WR� EH� RI� YDOXH� E\� �VRPHRQH¶V�� ILDW�
)XUWKHU�� WKLV� GHILQLWLRQ� LV� WKH�RQH� WKDW� KDV�ZLGH�XVDJH� LQ� FRQVSLUDF\� WKHRULHV��ZKLFK� DOOHJH� WKDW� WKH
IDLOXUH�WR�SHJ�³ZRUWKOHVV´�SDSHU�PRQH\�WR�D�FRPPRGLW\�ZLWK�LQWULQVLF�YDOXH�LV�SDUW�RI�ZKDW�GHSULYHV
RUGLQDU\� FLWL]HQV� RI� WKHLU� ZHDOWK�� $FFRUGLQJ� WR� WKHVH� VWDQGDUG� XVDJHV�� %LWFRLQ� FRXOG� RQO\� EH� ILDW
PRQH\��6FKURHGHU���������Q���ZULWHV� WKDW�%LWFRLQ�³FDQ�EH�FRQVLGHUHG�D�ILDW�FXUUHQF\�LQ� WKDW� LW�DOVR
KDV� QR� XQGHUO\LQJ� DVVHW�´�<HW� EHFDXVH� RI� WKH� DSSHDO� RI� FXUUHQFLHV�ZLWK� LQWULQVLF� YDOXH� WR� WKH� ULJKW
ZLQJ��RQH�RI�WKH�PRVW�IUHTXHQW�REMHFWV�RI�%LWFRLQ�GLVFRXUVH�KDV�EHHQ�HLWKHU�WR�UHGHILQH�³ILDW´�VR�DV�WR
H[FOXGH�%LWFRLQ��VHH��H�J���ERWK�.HOO\�������DQG�&R[������IRU�WKLV�VRUW�RI�DG�KRF�UHGHILQLWLRQ���RU�WR
UHGHILQH�³LQWULQVLF�YDOXH´�VR�WKDW�VRPH�DVSHFW�RI�WKH�%LWFRLQ�VRIWZDUH�V\VWHP��H�J���WKH�HQHUJ\�SXW�LQWR
PLQLQJ��RU�WKH�³WUXVW´�SXW�LQWR�WKH�V\VWHP�E\�LWV�XVHUV��FDQ�TXDOLI\�
7KH� VXSSRVHG� SUREOHP� ZLWK� ILDW� FXUUHQF\�� ZKLFK� KDSSHQV� WR� EH� D� IDYRUHG� WDONLQJ� SRLQW� RI

FRQVSLUDWRULDO� OLEHUWDULDQV� OLNH�5RQ�3DXO� DQG�5DQG�3DXO� �6KRII� ������� LV� WKDW� LW� LQWHUIHUHV�ZLWK� WKH



VWRUH�RI�YDOXH�IXQFWLRQ�RI�PRQH\��:LWKRXW�WKH�VWDELOLW\�RI�YDOXH�WKDW�WKH\��HUURQHRXVO\��FODLP�SURFHHGV
IURP� HLWKHU� WKH� XVH� RI� YDOXDEOH� FRPPRGLWLHV� DV� FXUUHQF\� �H�J��� JROG� XVHG� IRU� FRLQDJH�� RU� DV� D
JURXQGLQJ�PHFKDQLVP� IRU�PRQH\� �H�J��� D� ³JROG� VWDQGDUG´��� QRW� MXVW� HFRQRPLF� LQVWDELOLW\� EXW� DFWXDO
WRWDOLWDULDQ�SROLWLFDO�SRZHU�LV�WKH�LQHYLWDEOH�UHVXOW��$V�5RQ�3DXO�SXW�LW�LQ������LQ�D�VSHHFK�EHIRUH�WKH
8�6�� +RXVH� RI� 5HSUHVHQWDWLYHV�� ³,I� XQFKHFNHG�� WKH� HFRQRPLF� DQG� SROLWLFDO� FKDRV� WKDW� FRPHV� IURP
FXUUHQF\�GHVWUXFWLRQ�LQHYLWDEO\�OHDGV�WR�W\UDQQ\�´
:KDW�SHRSOH�OLNH�3DXO�FULWLFL]H�DERXW�³ILDW´�FXUUHQFLHV�LV�WKDW�³FHQWUDO�EDQNHUV´�FDQ�PDQLSXODWH�WKH

YDOXH�RI�WKH�FXUUHQF\��ZKLFK�LV�SXUSRUWHGO\�QRW�WKH�FDVH�ZLWK�DVVHW�EDFNHG�FXUUHQFLHV�OLNH�JROG��7KH
ZKROH� SRLQW� RI� WKLV� LV� WR� KDYH� D� VWDEOH� FXUUHQF\�� RQH� ZKRVH� YDOXH� GRHV� QRW� IOXFWXDWH� ZLOGO\�� %XW
EHFDXVH�WKH�YDOXH�RI�%LWFRLQ�FDQQRW�EH�PRGXODWHG�H[FHSW�E\�PDUNHW�WUDQVDFWLRQV��LW�FDQQRW�VHSDUDWH�LWV
DVVHW�IURP�FXUUHQF\�IXQFWLRQV��7KLV�PDNHV�LW� WRR�YRODWLOH� WR�XVH�DV�D�VWRUH�RI�YDOXH��GHVSLWH� WKH�IDFW
WKDW�DGYRFDWHV�UHFRPPHQG�LW�IRU�LWV�VXSHULRU�VWDELOLW\�
7KHVH� SDUDGR[HV� DUH� HQGHPLF� WR� ULJKW�ZLQJ� UKHWRULF� DERXW� PRQH\�� PXFK� RI� ZKLFK� HQFRXUDJHV

SXVKHV�SHRSOH�WR�DEDQGRQ�QDWLRQDO�PRQH\V�DQG�WR�SXW�WKH�SURFHHGV�LQ�SUHFLRXV�PHWDOV�OLNH�JROG��VHH�
H�J���0HQFLPHU� ����� RQ�*OHQQ� %HFN¶V� SURPRWLRQ� RI� JROG��� EHFDXVH� WKH\� DUH� VXSSRVHGO\� VWDEOH� LQ
YDOXH��<HW�KLVWRU\� VKRZV� WKDW�JROG� VWDQGDUGV� WKHPVHOYHV�DUH� UHJXODWRU\� LQ�QDWXUH�� DQG�QR�PRUH� IUHH
IURP�PDQLSXODWLRQ�� GHULYDWLRQ�� DQG� VSHFXODWLRQ� WKDQ� DUH� DQ\� RWKHU� FXUUHQFLHV�� JROG� LWVHOI� SURYLGHV
FOHDU�HYLGHQFH�RI�WKLV�LQ�LWV�UHFHQW�SULFH�YRODWLOLW\��VHH�$OOHQ�������DOVR�VHH�$QGROIDWWR������RQ�WKH
SDUDOOHOV�EHWZHHQ�%LWFRLQ�DQG�JROG�SULFH�YRODWLOLW\��� DV�GR� WKH�ZLOGO\� IOXFWXDWLQJ�SULFHV�RI�DOO� UDUH
FRPPRGLWLHV�

$V�%LWFRLQ�KLW�DQ�DOO�WLPH�KLJK��DOEHLW�EULHIO\��RI�86����������RQ�1RYHPEHU�����������³+LVWRU\�RI
%LWFRLQ´��� LW� ZDVQ¶W� KDUG� WR� ILQG²LQ� IDFW� LW� ZDV� GLIILFXOW� WR� DYRLG²F\EHUOLEHUWDULDQ� EHOLHYHUV
FHOHEUDWLQJ� WKLV� VXUJH� DQG� VLPLODU� RQHV� LQ� WKH� SDVW� DV� SURRI� RI� %LWFRLQ¶V� LPSRUWDQFH� �VHH�� H�J��
)DONYLQJH� ����E��� :KLOH� WKH� VXUJH� FHUWDLQO\� GLG� LQGLFDWH� VRPHWKLQJ�� LW� ZDV� UHPDUNDEOH� WR� UHDG
FHOHEUDWLRQV�RI� WKH�VXUJH�DV� LI� LW�GHPRQVWUDWHG�%LWFRLQ¶V�IHDVLELOLW\�DV�ZKDW� LW� LV�DGYHUWLVHG� WR�EH��D
QHZ�IRUP�RI�PRQH\�RU�FXUUHQF\��8QGHU�DQ\�FRQYHQWLRQDO�HFRQRPLF�WKHRU\�VXFK�VXUJHV�SURYH�QRW�WKDW
%LWFRLQ� LV� D� QHZ� JRYHUQPHQW�WRSSOLQJ� FXUUHQF\�� EXW� WR� WKH� FRQWUDU\�� WKDW� LW� FDQQRW� SHUIRUP� WKRVH
IXQFWLRQV��LW�LV�WRR�YRODWLOH�WR�VHUYH�DV�D�VWRUH�RI�YDOXH��DQG�WKLV�IXQFWLRQ�LV�FULWLFDO�WR�PRQH\��/LNH�VR
PDQ\�RWKHU�DVSHFWV�RI�F\EHUOLEHUWDULDQ�SUDFWLFH��WKH�FDVH�IRU�%LWFRLQ¶V�VXSSRVHG�SRZHU�LV�VR�SHUFKHG
RQ�FRQWUDGLFWLRQV�WKDW�LW�LV�VXUSULVLQJ�WR�ILQG�SHRSOH�WDNLQJ�LW�VHULRXVO\��DQG�\HW�LI�DQ\WKLQJ�H[SRVXUH�RI
WKHVH� FRQWUDGLFWLRQV� VHHPV�RQO\� WR� LQVSLUH� UHQHZHG� VHULRXVQHVV� DQG�PLVVLRQDU\� ]HDO� RQ� WKH�SDUW� RI
%LWFRLQ�DGYRFDWHV�
7KH�WHQVLRQ�EHWZHHQ�LWV�IXQFWLRQ�DV�FXUUHQF\�DQG�DV�LQYHVWPHQW�KDYH�LQIRUPHG�%LWFRLQ�GLVFXVVLRQV

IURP�WKH�EHJLQQLQJ��EXW�SDUWLFXODUO\�LQ�WKH�ZDNH�RI�LWV�H[WUHPH�YRODWLOLW\�GXULQJ�DQG�DIWHU�������,Q�WKH
HDUO\�VWDJHV�RI�RQH�RI�LWV�VXUJHV�XSZDUG�LQ�SULFH��3LUDWH�3DUW\�IRXQGHU�DQG�VHOI�GHVFULEHG�³SROLWLFDO
HYDQJHOLVW´�5LFN�)DONYLQJH������E��SRVWHG�D�SLHFH�RQ�KLV�ZLGHO\�UHDG�)DONYLQJH�QHW�EORJ�WLWOHG�³7KH
7DUJHW�9DOXH�IRU�%LWFRLQ�,V�1RW�6RPH�����RU�������,W�LV����������WR������������´�)DONYLQJH�DSSHQGV
KLV�%LWFRLQ�SLHFHV�ZLWK�D�QRWH�VD\LQJ�WKDW�KH�³KDV�D�VLJQLILFDQW�LQYHVWPHQW�LQ�%LWFRLQ��6SHFLILFDOO\��KH
ZHQW�DOO�LQ�WZR�\HDUV�DJR�DIWHU�KDYLQJ�UXQ�WKHVH�YHU\�QXPEHUV�´�UHIHUULQJ�WR�KLV�VWDWHPHQW�LQ�0D\�����
WKDW�KH�ZDV�³SXWWLQJ�DOO�RI�>KLV@�VDYLQJV�LQWR�%LWFRLQ´��)DONYLQJH��������,Q�WKDW�HDUOLHU�SLHFH�KH�PDNHV
WKH�W\SLFDOO\�SDUDGR[LFDO�FODLP�WKDW�%LWFRLQ�³LV�D�FXUUHQF\��EXW�DQ�HQWLUHO\�QHZ�NLQG�RI�FXUUHQF\�´�DQG
WKHQ�H[SODLQV�WKDW�KH�LV�³LQYHVWLQJ�DOO�RI�WKH�PRQH\�>KH@�KDG�VDYHG�DQG�DOO�WKDW�>KH@�FDQ�ERUURZ�LQWR�WKH
FXUUHQF\�´�,Q�ERWK�SLHFHV�DQG�PDQ\�OLNH� WKHP��)DONYLQJH�DSSHDUV�XQDZDUH� WKDW�KH� LV�VLPXOWDQHRXVO\



DGYRFDWLQJ�IRU�WZR�GLDPHWULFDOO\�RSSRVHG�HQGV��IRU�%LWFRLQ¶V�ZLGH�DGRSWLRQ�DV�PRQH\��IRU�ZKLFK�LW
PXVW�EH� DEOH� WR�PDLQWDLQ� D� VWDEOH�YDOXDWLRQ�� DQG� IRU� LWV� GHVLUDELOLW\� DV� D�JHW�ULFK�TXLFN� LQYHVWPHQW�
ZKLFK�GLVTXDOLILHV�LW�DV�PRQH\��,W�LV�QR�VXUSULVH�WKDW�LQ�WKH�VDPH�SLHFH�ZKHUH�)DONYLQJH��������FODLPV
WKDW�%LWFRLQ�³ZLOO�UHSODFH�WKH�FXUUHQW�ILQDQFLDO�V\VWHP´�KH�QRWHV�WKDW�³LQ�WKH�SDVW�IRXUWHHQ�PRQWKV��WKH
YDOXH�KDV�PRUH�WKDQ�WKRXVDQGIROGHG´�DQG�SUHGLFWV�WKDW�LQ�³WKH�FRPLQJ�\HDUV�������WKH�YDOXH�RI�D�%LWFRLQ
ZLOO� LQFUHDVH� DQRWKHU� WKRXVDQGIROG´�ZLWKRXW� HYHQ� D� KLQW� RI� DFNQRZOHGJPHQW� WKDW� VXFK� LQFUHDVHV� E\
GHILQLWLRQ�ZRXOG�UXOH�RXW�%LWFRLQ�DV�D�IRUP�RI�PRQH\�
3HUKDSV� HYHQ�PRUH� UHPDUNDEO\�� LQ� WKH� VDPH� SLHFH� )DONYLQJH� FODLPV� WKDW�%LWFRLQ� FDQ� ³VDIHJXDUG

IXQGDPHQWDO� FLYLO� OLEHUWLHV� IRU� WKH�ZKROH�SRSXODWLRQ�´�ZKLOH� VLPXOWDQHRXVO\�QRWLQJ� WKDW� WKH�³VHFRQG
ZDYH´� RI�%LWFRLQ� DGRSWHUV�ZLOO� EH� ³SHRSOH�ZKR� GRQ¶W�ZDQW� RU� DUH� QRW� DOORZHG� WR� XVH� WKH� OHJDF\
EDQNLQJ�V\VWHP�IRU�WKHLU�HYHU\GD\�WUDQVDFWLRQV�´�6LQFH�PDQ\�RI�WKH�UHJXODWRU\�PHDVXUHV�EXLOW�LQWR�WKH
OHJDF\� EDQNLQJ� V\VWHP� H[LVW� VSHFLILFDOO\� WR� SURWHFW� ZKDW� PRVW� RI� XV� ZRXOG� UHJDUG� DV� FRUH� FLYLO
OLEHUWLHV��H�J���WR�KDYH�RXU�RZQHUVKLS�RI�RXU�SURSHUW\�SURWHFWHG�E\�GHSRVLW�LQVXUDQFH�DQG�FUHGLW�FDUG
FKDUJHEDFNV��WKH�LGHD�WKDW�%LWFRLQ�SURWHFWV�FLYLO�OLEHUWLHV�E\�HQFRXUDJLQJ�WKRVH�ZKR�DUH�³QRW�DOORZHG
WR� XVH� WKH� OHJDF\� EDQNLQJ� V\VWHP´²D� FDWHJRU\� WKDW� PRVWO\� LQFOXGHV� SHRSOH� FRQYLFWHG� RI� LOOHJDO
DFWLYLWLHV²LV�RQH�WKDW�RQO\�D�GHHSO\�FRPPLWWHG�LGHRORJXH�ZRXOG�PDNH�

7KH�FRPSDULVRQ�ZLWK�JROG�RSHQV� WKH�GRRU� WR� WKH� ULJKW�ZLQJ� WKHRULHV� WKDW�XQGHUOLH� WRR�PXFK�ZULWLQJ
DQG� WKLQNLQJ� DERXW�%LWFRLQ��0DQ\�RI� LWV�PRVW� YRFLIHURXV� DGYRFDWHV� UHO\� RQ� FKDUDFWHUL]DWLRQV�RI� WKH
)HGHUDO�5HVHUYH�DV�D�FRUUXSW�LGHD�LQ�DQG�RI�LWVHOI��D�GHYLFH�UXQ�E\�FRQVSLUDWRULDO�EDQNHUV�ZKR�ZDQW
³WKH� VWDWH� WR� FRQWURO� HYHU\RQH¶V� OLYHV´� �:HLQHU� ������� 7KHVH� FODLPV� DUH� JURXQGHG� LQ� UKHWRULF
SURSRXQGHG�LQ�WKH�8QLWHG�6WDWHV�DQG�DFURVV�WKH�ZRUOG�E\�IDU�ULJKW�SROLWLFLDQV�OLNH�5RQ�3DXO��D�YRFDO
DGYRFDWH�RI�%LWFRLQ��%RUFKJUHYLQN��������ZKRVH�EDOG�GHFODUDWLRQV�DERXW�WKH�)HGHUDO�5HVHUYH�DUH�IDU
PRUH�LGHRORJLFDO�WKDQ�VXEVWDQWLYH�LQ�QDWXUH��3DXO�FODLPV�WR�ZDQW�WKH�DEROLWLRQ�RI�WKH�)HG�DQG�D�UHWXUQ
WR� WKH� JROG� VWDQGDUG�� DV� LI� WKLV�ZRXOG� UHVXOW� LQ� WKH� NLQG�RI� DEVROXWH� HFRQRPLF� IUHHGRP� OLEHUWDULDQV
GHPDQG��ZKLFK� LV� LWVHOI� D� OLQH� RI� DUJXPHQW�ZLWK� GHHS� FRQQHFWLRQV� WR� UDFLVW� FRQVSLUDF\� WKHRULHV� LQ
ZKLFK�3DXO�KDV�ORQJ�EHHQ�LPSOLFDWHG��VHH��H�J���³5RQ�3DXO�6LWHV´�������
6XFK�EHOLHIV�UHTXLUH�RQH�WR�LJQRUH�WKH�GLUHFW�HYLGHQFH�RI�RQH¶V�RZQ�H\HV��3UHFLVHO\�EHFDXVH�LW� LV

RXWVLGH�RI�OHJDO�UHJXODWRU\�VWUXFWXUHV��%LWFRLQ�LV�SDUWLFXODUO\�SURQH�WR�WKH�NLQGV�RI�KRDUGLQJ��GXPSLQJ�
GHULYDWLRQ�� DQG� PDQLSXODWLRQ� WKDW� FKDUDFWHUL]H� DOO� LQVWUXPHQWV� WKDW� ODFN� FHQWUDO� EDQN� FRQWURO� DQG
UHJXODWRU\�RYHUVLJKW�E\�ERGLHV�OLNH�WKH�6(&��&RQWUDU\�WR�WKH�DGYRFDWHV¶�FODLPV��XQUHJXODWHG�VHFXULWLHV
LQVWUXPHQWV�DUH�HYHU\ZKHUH�LQ�FRQWHPSRUDU\�ILQDQFH��WKHUH�LV�FRQYLQFLQJ�HYLGHQFH�WKDW�WKH�LQDELOLW\�RI
WKH�&RPPRGLWLHV�)XWXUHV�7UDGH�&RPPLVVLRQ�WR�HVWDEOLVK�UHJXODWRU\�DXWKRULW\�RYHU�&'2V�DQG�&02V
LV�WKH�SUR[LPDWH�FDXVH�IRU�WKH�HFRQRPLF�FULVLV�RI�������)URQWOLQH��������1RZ�WKH�ODFN�RI�UHJXODWLRQ
RI� %LWFRLQ� PHDQV� WKDW� KRDUGHUV� �DV� RI� 'HFHPEHU� ������ KDOI� RI� DOO� %LWFRLQV� ZHUH� RZQHG� E\
DSSUR[LPDWHO\�����SHRSOH��ZLWK�VXFK�SUROHWDULDQ�KHURHV�DV�WKH�:LQNOHYRVV�WZLQV�RI�)DFHERRN�LQIDP\
DPRQJ� WKHP�� VHH�:LOH� ������ FDQ� XVH� DOO� VRUWV� RI� VRSKLVWLFDWHG� WUDGLQJ�PHWKRGV� WR�PDQLSXODWH� WKH
PDUNHW��7KLV�PHDQV�WKDW�IO\�E\�QLJKW�RSHUDWLRQV�FDQ�FRPH�DQG�JR��VWHDOLQJ�KXJH�DPRXQWV�RI�%LWFRLQ�IRU
WKHPVHOYHV�� DV� DOOHJHGO\� GLG� WKH� RSHUDWRUV� RI� ERWK� WKH� VKRUW�OLYHG� 6LON� 5RDG� GUXJ� VXSHUPDUNHW
UHSODFHPHQW�LURQLFDOO\�FDOOHG�WKH�6KHHS�0DUNHWSODFH��0DGRUH�������DQG�WKH�&(2�RI�WKH�PRVW�ZLGHO\
XVHG�%LWFRLQ�H[FKDQJH��0W��*R[��6DUNDU�������
%LWFRLQ¶V� LQFUHGLEOH� YRODWLOLW\� DQG� ODFN� RI� UHJXODWLRQ�� FHOHEUDWHG� E\� F\EHUOLEHUWDULDQV�� DFWXDOO\

SUHYHQW� WKH� FU\SWRFXUUHQF\� IURP� EHLQJ� XVHG� LQ� MXVW� WKH� ZD\� LWV� DGYRFDWHV� FODLP�� 7KH� YHU\� UHDVRQ
FHQWUDO�EDQNV�UHJXODWH�WKH�YDOXH�RI�FXUUHQFLHV�LV�WR�HQVXUH�WKH\�VHUYH�DV�VWDEOH�VRXUFHV�RI�YDOXH��7KH



%LWFRLQ� H[SHULPHQW�GHPRQVWUDWHV� DQ� HQGXULQJ�SULQFLSOH�RI� ILQDQFH�� DEVROXWHO\� IUHH�PDUNHWV�SURGXFH
H[WUHPH� ERRP�DQG�EXVW� F\FOHV�� ,I� %LWFRLQ� EHFRPHV� UHJXODWHG� HQRXJK� WR� VHUYH� DV� D� VWDEOH� VWRUH� RI
YDOXH�DQG�WR�HQVXUH�WKDW�GHEDFOHV�OLNH�0W��*R[�GRQ¶W�KDSSHQ�LQ�WKH�IXWXUH��LW�PD\�EH�XVHIXO�DV�D�JOREDO
V\VWHP�RI�SD\PHQWV��EXW�VR�DUH�JHQHUDOO\�QRQ�WUDQVIRUPDWLYH�WHFKQRORJLHV�OLNH�3D\3DO�DQG�'ZROOD��
%XW�WKDW�ZLOO�KDUGO\�VKDNH�ZRUOG�SROLWLFDO�VWUXFWXUHV�DW�WKHLU�IRXQGDWLRQV��,I�LW�UHPDLQV�RXWVLGH�RI�DOO
IRUPV�RI�ERWK�YDOXH�DQG�WUDQVDFWLRQDO�UHJXODWLRQ��%LWFRLQ�ZLOO�FRQWLQXH�WR�EH�D�YHU\�GDQJHURXV�SODFH
IRU�DQ\�EXW� WKH�PRVW�ULVN�WROHUDQW�DPRQJ�XV��L�H��� WKH�YHU\�ZHDOWK\��ZKRVH�LQWHUHVW� LQ�%LWFRLQ�VKRXOG
LQGLFDWH�WR�DGYRFDWHV�KRZ�DQG�ZK\�LW�FDQQRW�EH�HFRQRPLFDOO\�WUDQVIRUPDWLYH��WR�SXW�WKHLU�KDUG�HDUQHG
PRQH\�

,W�LV�EH\RQG�LURQLF��LQGHHG�LW�LV�V\PSWRPDWLF��WKDW�%LWFRLQ�KDV�H[SHULHQFHG�GUDPDWLF�GHIODWLRQDU\�DQG
LQIODWLRQDU\�VSLUDOV�MXVW�DV�LW�LV�EHLQJ�SURPRWHG�DV�D�FRUUHFWLYH�WR�LQIODWLRQ�DQG�GHIODWLRQ��3ROLWLFDOO\�
WKLV�SRLQWV�WR�WKH�UHVLVWDQFH�RI�LGHRORJLHV�WR�EHLQJ�GLVSURYHQ�E\�FRQWUDU\�IDFWV��3UDFWLFDOO\��LW�VKRZV
WKDW�WKH�SUREOHPV�ZLWK�FXUUHQFLHV�DFWXDOO\�DUHQ¶W�IRUPDO��RU�PHFKDQLFDO��RU�DOJRULWKPLF��GHVSLWH�ZKDW
%LWFRLQ�SURSDJDQGLVWV�ZDQW� XV� WR�EHOLHYH��7KH\� DUH� VRFLDO� DQG�SROLWLFDO� SUREOHPV� WKDW� FDQ�RQO\�EH
VROYHG�E\�SROLWLFDO�PHFKDQLVPV��7KDW� LV�ZK\��GHVSLWH� WKH�UKHWRULF�RI�%LWFRLQ�DGYRFDWHV�� WRGD\�PRVW
QDWLRQDO�FXUUHQFLHV�DUH�IDU�PRUH�VWDEOH�WKDQ�%LWFRLQ�ZLOO�HYHU�RU�FDQ�HYHU�EH�
0DQ\� HFRQRPLVWV� UHFRJQL]H� VRPHWKLQJ� WKDW� DSSHDUV� WR� KDYH� EHHQ� EH\RQG� WKH� LQYHQWRUV� DQG

DGYRFDWHV�RI�%LWFRLQ��:LWKRXW�GLUHFW�VXSSO\�EDVHG�UHJXODWRU\�VWUXFWXUHV�WKDW�GLVFRXUDJH�DQ�LQVWUXPHQW
IURP� EHLQJ� XVHG� DV� DQ� LQYHVWPHQW� �DND� ³KRDUGLQJ´��� DQ\� ILQDQFLDO� LQVWUXPHQW� �HYHQ� JROG�� ZLOO� EH
VXEMHFW� WR�GHULYDWLRQ��VHFXULWL]DWLRQ��DQG�XOWLPDWHO\�H[WUHPH�ERRP�DQG�EXVW�F\FOHV� WKDW� LW� LV�DFWXDOO\
WKH�SXUSRVH�RI�FHQWUDO�EDQNV�WR�SUHYHQW��,Q�IDFW��WKHUH�LV�DQ�XQGHUO\LQJ�JHQHUDO�SURSRVLWLRQ�WKDW�DSSOLHV
QRW� MXVW� WR�%LWFRLQ� EXW� DOVR� WR� RWKHU� WUDGHDEOH� FRPPRGLWLHV�� ³LQYHVWPHQW´� DQG� ³FXUUHQF\´� IXQFWLRQV
RSSRVH�HDFK�RWKHU��'HVSLWH�WKLV��LW�EHFRPHV�LQFUHDVLQJO\�FOHDU�WKDW�D�PDMRULW\�RI�%LWFRLQ�HQWKXVLDVP
HPHUJHV�QRW�IURP�LWV�XWLOLW\�DV�D�FXUUHQF\�EXW�DV�D�KLJKO\�VSHFXODWLYH�LQYHVWPHQW��*ODVHU�HW�DO��������
GHVSLWH� WKH� DUJXPHQWV� LQ� LWV� IDYRU� IRFXVLQJ� DOPRVW� H[FOXVLYHO\� RQ� %LWFRLQ¶V� FXUUHQF\�OLNH
FKDUDFWHULVWLFV�
,Q�IDFW��EHFDXVH�WKH�F\FOHV�RI�UDSLG�GHIODWLRQ�DQG�LQIODWLRQ�SURYRNH�FRQVWDQW�H[FKDQJHV�RI�%LWFRLQ

IRU� RWKHU� VWRUHV� RI� YDOXH�� XVXDOO\� QDWLRQDO� FXUUHQFLHV�� %LWFRLQ� FDQ�PRUH� UHDGLO\� EH� XQGHUVWRRG� QRW
PHUHO\� DV� D� FRPPRGLW\�� DV� MXVW� RQH� DPRQJ�PDQ\� RWKHU� GLJLWDO� FRPPRGLWLHV�� EXW� DOVR� DV� D� NLQG� RI
GHULYDWLYH�LWVHOI²DQ�RSWLRQ�RU�IXWXUHV�FRQWUDFW�UHODWHG�WR�WKH�YDOXH�RI�RWKHU�LQVWUXPHQWV�DQG�RQ�ZKLFK
LQYHVWRUV�RI�DOO�VRUWV�FDQ�VSHFXODWH�DQG��GHSHQGLQJ�RQ�WKH�YROXPH�RI�WUDQVDFWLRQV��HYHQ�PDQLSXODWH�WKH
PDUNHW�� *LYHQ� %LWFRLQ¶V� IRXQGDWLRQDO� DQWL�OHJDO� UHJXODWRU\� VWDQFH�� LW� LV� DOPRVW� LQFRQFHLYDEOH� WKDW
PDMRU�SOD\HUV�DUH�UHIUDLQLQJ�IURP�VXFK�PDQLSXODWLRQ��1R�OHVV�D�SURPLQHQW�%LWFRLQ�DGYRFDWH�WKDQ�5LFN
)DONYLQJH�KLPVHOI��ZKR�DIWHU�FODLPLQJ�LQ�0DUFK�������)DONYLQJH�����E��WKDW�WKH�FRUUHFW�SULFH�RI�RQH
%LWFRLQ�FRXOG�HYHQWXDOO\�EH�DV�KLJK�DV�86���PLOOLRQ��ZURWH�LQ�6HSWHPEHU�RI�WKH�VDPH�\HDU������D�
WKDW� LWV�YDOXDWLRQ�KDG�EHFRPH�³XQZDUUDQWHG�E\� VHYHUDO� RUGHUV�RI�PDJQLWXGH´�GXH� WR� ³LOOHJDO�SULFH�
IL[LQJ�´� HYHQ� WKRXJK� ³IRU� PDQ\� %LWFRLQ� HQWKXVLDVWV�� WKH� %LWFRLQ� PDUNHW¶V� XQHQIRUFHDELOLW\� RI
JRYHUQPHQWDO�UXOHV�LV�D�IHDWXUH��QRW�D�EXJ´�DQG�WKDW�LQ�PDQLSXODWLQJ�WKH�PDUNHW��VRPH�%LWFRLQ�WUDGHUV
ZHUH�HQJDJLQJ�LQ�³FKHDWLQJ�RI�VRPH�NLQG��D�EUHDNLQJ�RI�WKH�VRFLDO�FRQWUDFW�´�7KXV�WKH�LQYROYHPHQW�RI
KLJK�SURILOH� SOD\HUV� OLNH� WKH�:LQNOHYRVV� WZLQV�� WRR�� FDQQRW� EH� D� FDXVH� IRU� FHOHEUDWLRQ�RI�%LWFRLQ¶V
SRWHQWLDO�DV�D�FXUUHQF\��EXW�UDWKHU�GHPRQVWUDWHV�LWV�XWLOLW\�DV�D�FRPPRGLW\�WKDW�HVWDEOLVKHG�FDSLWDO�FDQ
UHDGLO\�PDQLSXODWH�WR�LWV�RZQ�HQGV��,Q�WKLV�VHQVH��LW�EHFRPHV�D�WRRO�IRU�H[LVWLQJ�SRZHU�WR�FRQFHQWUDWH
LWVHOI�� UDWKHU� WKDQ� D� FKDOOHQJH� WR� WKH� H[LVWLQJ� RUGHU�� DV� VRPH� EHWWHU� HFRQRPLFDOO\� LQIRUPHG



FRPPHQWDWRUV�FRQVLVWHQWO\�SRLQW�RXW��%LWFRLQ�IXQFWLRQV�PXFK�PRUH�OLNH�D�VSHFXODWLYH�LQYHVWPHQW�WKDQ�D
FXUUHQF\��:RUVWDOO�������<HUPDFN��������DOWKRXJK�ZKDW�RQH�LV�LQYHVWLQJ�LQ��EH\RQG�%LWFRLQ�LWVHOI��LV
QRW�DW�DOO�FOHDU�


