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� �� ,� DP� YHU\ � SOHDVHG� WR� ZHOFRPH� \ RX� DOO� WR� WKH� 0 ( 78 � ,QWHUQDWLRQDO� &RQIHUHQFH� LQ�

( FRQRPLFV��,W�LV�D�JUHDW�SOHDVXUH�IRU�PH�WR�SUHVHQW�WKH�RSHQLQJ�UHPDUNV��7KH�LVVXHV�WR�

EH� DGGUHVVHG� LQ� WKH� IROORZLQJ� GD\ V� ZLOO� EH� RI� JUHDW� LQWHUHVW� DQG� YDOXH� QRW� RQO\ � IRU�

DFDGHPLF�SXUSRVHV�EXW�DOVR�IRU�SUDFWLFDO�LVVXHV�LQ�FHQWUDO�EDQNLQJ��,Q�P\ �OHFWXUH�WRGD\ ��

,�ZRXOG�OLNH�WR�DGGUHVV�VRPH�RI�WKH�NH\ �LVVXHV�RI�WKH�GHVLJQ�DQG�LPSOHPHQWDWLRQ�RI�WKH�

FXUUHQW�PRQHWDU\ �SROLF\ �LQ�7XUNH\ ��

� �� ,Q� UHFHQW� OLWHUDWXUH�� WKHUH� LV� LQFUHDVLQJ� FRQVHQVXV� DPRQJ� HFRQRPLVWV� RQ� WZR� EURDG�

SULQFLSOHV� RI� PRQHWDU\ � SROLF\ �� 7KH� ILUVW� RQH� LV� WKDW� PRQHWDU\ � SROLF\ � VKRXOG� DLP� WR�

VWDELOL] H�VRPH�QRPLQDO�DJJUHJDWHV��ZKLFK�DGGUHVVHV�WKH�QHHG� IRU�D�QRPLQDO�DQFKRU��

7KH� VHFRQG� SULQFLSOH� LV� WKH� GHVLUDELOLW\ � RI� D� FUHGLEOH� FRPPLWPHQW� WR� WKDW� QRPLQDO�

DQFKRU� DV� DQ� H[ SOLFLW� WDUJHW�� ,W� LV� QRZ� DSSDUHQW� IURP� H[ SHULHQFH� WKDW� WKHUH� DUH�

VXEVWDQWLDO�JDLQV�LI�FHQWUDO�EDQNV�FRPPLW�WKHPVHOYHV�LQ�DGYDQFH�WR�VHW�D�SROLF\ ��UDWKHU�

WKDQ�OHDYLQJ�WKHPVHOYHV�IUHH�WR�H[ HUFLVH�XQFRQVWUDLQHG�GLVFUHWLRQ��,QIODWLRQ�WDUJHWLQJ�

RIIHUV� QRW� RQO\ � D� VWURQJ� QRPLQDO� DQFKRU� IRU� PRQHWDU\ � SROLF\ � DQG� UHIOHFWV� D� FOHDU�

FRPPLWPHQW��EXW�DOVR�DOORZV�IRU�D�GHVLUHG�OHYHO�RI�RSHUDWLRQDO�IOH[ LELOLW\ ��

, , ��0 RQLWRULQJ�3ULFH�6WDELOLW\ ��3ULP DU\ �2 EMHFWLYH�RI�WKH�0 RQHWDU\ �3ROLF\ �

� �� 7KH� SULPDU\ � REMHFWLYH� RI� FHQWUDO� EDQNV� LV� DQRWKHU� LVVXH� VXEMHFW� WR� ZLGHVSUHDG�

DJUHHPHQW��,Q�WKLV�FRQWH[ W��WKH�SULPDU\ �REMHFWLYH�RI�WKH�&HQWUDO�%DQN�RI�7XUNH\ �LV�WR�

DFKLHYH�DQG�PDLQWDLQ�SULFH�VWDELOLW\ ��ZKLFK�LV�PRVW�ZLGHO\ �GHILQHG�WR�EH�D�VLWXDWLRQ�

ZKHUH�LQIODWLRQ�LV�ORZ�DQG�VWDEOH�HQRXJK�VR�WKDW�LW�QR�ORQJHU�DIIHFWV�SHRSOH
V�HFRQRPLF�



� �

GHFLVLRQV�� <HV�� DJUHHPHQW� RQ� WKLV� JHQHUDO� SULQFLSOH� RI� PRQHWDU\ � SROLF\ � LV� UHIOHFWHG�

both in the views’  of governments and in the practice of central banking in the modern 

ZRUOG��EXW�VHYHUDO�RWKHU�LPSRUWDQW�TXHVWLRQV�DERXW�WKH�REMHFWLYHV�IRU�PRQHWDU\ �SROLF\ �

DUH�OHVV�VHWWOHG��6KRXOG�WKHUH�EH�RWKHU�FRPSOHPHQWDU\ �REMHFWLYHV"�,I�VR��ZKDW�VKRXOG�EH�

WKH�OHYHO�RI�HPSKDVLV�RQ�WKH�RWKHU�REMHFWLYHV"�$ QG��KRZ�VKRXOG�WKH�SULRULWLHV�HYROYH�

WKURXJKRXW� GLIIHUHQW� PDFURHFRQRPLF� HQYLURQPHQWV"� * LYHQ� WKDW� WKH� XOWLPDWH� JRDO�RI�

PDFURHFRQRPLF� SROLF\ � �LQFOXGLQJ� WKH� PRQHWDU\ � SROLF\ � DVSHFW�� LV� QRW� LQIODWLRQ�

VWDELOL] DWLRQ��EXW�UDWKHU�ZHOIDUH�PD[ LPL] DWLRQ��LV�HPSKDVL] LQJ�SULFH�VWDELOLW\ �RQO\ �WRR�

QDUURZ�D�IUDPHZRUN�IRU�PRQHWDU\ �SROLF\ " �

, , , ��%XW��,V�7KHUH�D�7UDGH�2 II�%HWZHHQ�* URZWK�DQG�,QIODWLRQ" �

� �� 7KH�TXHVWLRQV�DERYH�REYLRXVO\ �EULQJ�DERXW�WKH�LVVXH�RI�WUDGH�RII�EHWZHHQ�LQIODWLRQ�DQG�

JURZWK��7KH�OLWHUDWXUH��RI�FRXUVH��KDV�PXFK�WKHRUHWLFDO�VWXG\ �DQG�HPSLULFDO�HYLGHQFH�WR�

RIIHU�RQ�WKLV�KRW�GHEDWH�RI�PDFURHFRQRPLFV��

, , , �� �: K\ �QRW�+ LJK�,QIODWLRQ" �

� �� / HW� PH� VXPPDUL] H� WKH� ILQGLQJV� RQ� WKLV� LVVXH� EULHIO\ � E\ � HPSKDVL] LQJ� WKH� FRVWV� RI�

DQWLFLSDWHG�DQG�XQDQWLFLSDWHG�SDUWV�RI�LQIODWLRQ�DV�SURSRVHG�E\ �WKH�OLWHUDWXUH��8 QGHU�D�

IXOO\ � DQWLFLSDWHG� LQIODWLRQ� HQYLURQPHQW�� WKHUH� LV� QR� WLPH�LQFRQVLVWHQF\ � LQ� SULFH�

DGMXVWPHQWV��7KHUHIRUH��LQIODWLRQ�ZLOO�QRW�KDYH�ORQJ�UXQ�HIIHFWV�RQ�UHDO�YDULDEOHV�OLNH�

JURZWK� DQG�� XQHPSOR\ PHQW�� $ V� WKH� UDWH� RI� LQIODWLRQ� LQFUHDVHV�� LQIODWLRQ� XQFHUWDLQW\ �

UDLVHV�� FRQWULEXWLQJ� WR� WKH� XQDQWLFLSDWHG� SDUW� RI� LQIODWLRQ�
�

� 7KHUH� DUH� VHYHUDO�

FRQVHTXHQFHV� RQ� WKH� FRVWV� RI� XQDQWLFLSDWHG� LQIODWLRQ�� + LJK� DQG� XQVWDEOH� LQIODWLRQ�

GLVWRUWV�SULFH�VLJQDOV�LQ�WKH�HFRQRP\ �DQG�UDLVHV�WKH�YRODWLOLW\ �RI�WKH�XQDQWLFLSDWHG�SDUW�

DW� OHDVW� GXULQJ� VRPH� DGDSWDWLRQ� SHULRG�� + HQFH�� LPSOHPHQWLQJ� SULFH� FKDQJHV� YDULHV�

DFURVV� ILUPV� DQG�� UHODWLYH� SULFHV� DUH� GLVWXUEHG� GXH� WR� WKH� DV\ QFURQL] DWLRQ� LQ� SULFH�



� �

VHWWLQJ�� ' XH� WR� QRPLQDO� ULJLGLWLHV� LQ� WKH� HFRQRP\ �� UHODWLYH� SULFH� FKDQJHV� LQGXFH�

UHVRXUFH�PLVDOORFDWLRQ�
� �

�

� �� ,Q�DGGLWLRQ��LQIODWLRQ�XQFHUWDLQW\ �OHDGV�FRQVXPHUV�DQG�LQYHVWRUV�WR�PDNH�GHFLVLRQV�WKDW�

DUH�SHUFHLYHG�WR�EH�VXE�RSWLPDO�H[ �SRVW��7KLV�LV�GLUHFWO\ �UHODWHG�WR�WKH�IDFW�WKDW�KLJK�

DQG� XQVWDEOH� LQIODWLRQ�� GXH� WR� WKH� LQKHUHQW� XQFHUWDLQW\ � FRPSRQHQW�� UDLVHV� WKH� ULVN�

SUHPLXP�
� � �

�6XFK�XQFHUWDLQW\ �IRUPV�P\ RSLF�DJHQWV��SUHYHQWV�WKHP�IURP�PDNLQJ�ORQJ�

WHUP�FRQWUDFWV�DQG�OHDGV�WR�D�FRQWUDFWLRQ�ERWK�LQ�FUHGLW�GHPDQG�DQG�VXSSO\ ��WKH�ODWWHU�

PDLQO\ � GXH� WR� WKH� DGYHUVH� VHOHFWLRQ� ELDV�� 0 HDQZKLOH�� LQFUHDVHG� XQFHUWDLQW\ � DWWUDFWV�

ILQDQFLDO� DVVHWV� WKDW� DUH� VXSSRVHG� WR� KHGJH� DJHQWV� DJDLQVW� WKH� KLJKO\ � ULVN\ �

HQYLURQPHQW�� 2 YHUDOO�� LQIODWLRQ� SURYLGHV� DQ� LQFHQWLYH� IRU� ILUPV� DQG� KRXVHKROGV� WR�

GHYRWH�PRUH�UHVRXUFHV�WR�DFWLYLWLHV�WKDW�DUH�QRW�WKH�HQJLQHV�RI�VXVWDLQHG�JURZWK�
� �

�

� �� 7KLUG�� LQIODWLRQ� FDQ� EH� FRQVLGHUHG� DV� D� WD[ � WKDW� DOWHUV� LQFRPH� GLVWULEXWLRQ�� + LJK�

LQIODWLRQ� HURGHV� WKH� YDOXH� RI� LQFRPHV� DQG� VDYLQJV�� 6RPH� HFRQRPLF� DJHQWV� FDQ�

DQWLFLSDWH�LQIODWLRQ��DGMXVW�WKHLU�FRQWUDFWV�DFFRUGLQJO\ �DQG�SUHVHUYH�WKH�UHDO�YDOXH�RI�

WKHLU� LQFRPHV�� + RZHYHU�� SDUWLFXODUO\ � SHRSOH� RQ� IL[ HG� LQFRPHV� GR� QRW� KDYH� HQRXJK�

SRZHU�RQ�WKHLU�FRQWUDFWV�DQG�WKHUHIRUH�EHFRPH�SDUWLFXODUO\ �YXOQHUDEOH�WR�LQIODWLRQ��

� �� ) RXUWK��KLJK�DQG�XQVWDEOH�LQIODWLRQ�UDLVHV�XQFHUWDLQW\ �DQG�XQGHUPLQHV�WKH�HFRQRP\ 
V�

DELOLW\ � WR� JHQHUDWH� ORQJ�ODVWLQJ� JURZWK� DQG� MRE� FUHDWLRQ�� ' XH� WR� WKH� IDFW� WKDW�

LQYHVWPHQW�LV�LUUHYHUVLEOH��ILUPV�ZLOO�QRW�LQYHVW�XQWLO�PDUJLQDO�FRVW�LV�HTXDO�WR�PDUJLQDO�

SURILWDELOLW\ �� ZKLFK� LQFOXGHV� WKH� DGGLWLRQDO� FRPSHQVDWLRQ� IRU� WKH� XQFHUWDLQW\ ��

0 RUHRYHU�� ILUPV� ZLOO� KDYH� WR� VTXHH] H� WKHLU� SURILW� PDUJLQV� VR� DV� WR� PDLQWDLQ� WKHLU�

FRPSHWLWLYHQHVV� LQ� LQWHUQDWLRQDO� PDUNHWV� ZKHQ� SURGXFWLYLW\ � LQFUHDVHV� FDQQRW�

FRPSHQVDWH� ZDJH� LQFUHDVHV�� ,Q� WKH� PHDQ� WLPH�� ULVLQJ� ODERU� FRVWV� OHDG� WR� ULVLQJ�

XQHPSOR\ PHQW�
�

�



� �

� �� $ QG��ODVWO\ ��ZHDNHQHG�FRPSHWLWLYHQHVV�RI�WKH�ILUPV�GXH�WR�ULVLQJ�FRVWV��UHVWULFWV�WKHLU�

IRUHLJQ�ILQDQFH�DELOLWLHV�DV�ZHOO��$ W�WKH�VDPH�WLPH��WKH�XQFHUWDLQ�HQYLURQPHQW�SUHYHQWV�

ORQJ�WHUP� IRUHLJQ�FDSLWDO�LQIORZV�ZKLOH�VKRUW�WHUP�VSHFXODWLYH�FDSLWDO�LQIORZV�VSHHG�

XS��ZKLFK�LQ�WXUQ��DGGV�WR�WKH�IUDJLOLW\ �RI�WKH�GRPHVWLF�ILQDQFLDO�VHFWRU��

, , , �� ��8 QVWDEOH�,QIODWLRQ�+ XUWV�6XVWDLQDEOH�* URZWK�3DWK��6RP H�RQ�/ LWHUDWXUH�

� � ��( [ LVWLQJ� HPSLULFDO� HYLGHQFH� VXSSRUWV� WKH� YLHZ� WKDW� KLJK� DQG� XQVWDEOH� LQIODWLRQ� LV�

KDUPIXO�IRU�VXVWDLQDEOH�JURZWK�SHUIRUPDQFH��2 QH�SDUW�RI�HPSLULFDO�VWXGLHV�FRQFHQWUDWH�

RQ�WKH�HIIHFWV�RI�LQIODWLRQ�RQ�JURZWK�WKURXJK�WZR�FKDQQHOV��7KH�ILUVW�LV�WKH�LQYHVWPHQW�

FKDQQHO�� ZKLFK� LV� WKH� FKDQJH� LQ� WKH� UDWH� RI� LQYHVWPHQW�� 7KH� VHFRQG� LV� WKDW� RI�

HIILFLHQF\ �� GHVFULEHG� DV� DOWHUDWLRQ� RI� WKH� PDUJLQDO� SURGXFWLYLW\ � RI� FDSLWDO�� ) LVKHU�

�� � � � � �� IRU�D�VDPSOH�RI� � � �FRXQWULHV�GXULQJ�� � � � � � � �� IRXQG�WKDW�� � �SHUFHQW�LQIODWLRQ�

UHGXFHV�JURZWK�E\ �DERXW�� �� �SHUFHQW��RI�ZKLFK�� �� �DUH�GXH�WR�HIILFLHQF\ �FKDQQHO�DQG�

� �� �WR�WKH�LQYHVWPHQW� FKDQQHO�� : KHQ�WKH� UHVXOWV� DUH� H[ WHQGHG� IRU�D�ZLGH�YDULHW\ �RI�

PDFURHFRQRPLF�LQGLFDWRUV��WKH�DQDO\ VLV�FRQFOXGHV�WKDW�RQO\ �RQH�WKLUG�RI�WKH�HIIHFWV�RI�

LQIODWLRQ�RQ�JURZWK�LV�WKURXJK�WKH�LQYHVWPHQW�FKDQQHO�
���

�

� � ��7KH�SRRU�JURZWK�SHUIRUPDQFH�RI�/ DWLQ�$ PHULFD�DQG�$ IULFD��H[ FOXGLQJ�WKH�LQYHVWPHQW�

FKDQQHO��LV�GXH�WR�WKHLU�KLJK�LQIODWLRQ�UDWHV�
��� �

�/ DWLQ�$ PHULFD�KDV�EHHQ�WKH�UHJLRQ�ZLWK�

WKH�KLJKHVW�LQIODWLRQ�UDWHV��ZKHUH�WKH�HIIHFWV�DUH�DVVXPHG�WR�EH�PRUH�VLJQLILFDQW��7KLV�

LV� LQGHHG� WKH� FDVH� ZKHUH� WKH� HVWLPDWLRQ� UHVXOWV� VKRZ� D� UHGXFWLRQ� RI�LQIODWLRQ� RI� � � �

SHUFHQW�LQFUHDVLQJ�JURZWK�E\ �� �� �SHUFHQWDJH�SRLQWV�
��� � �

�

� � ��&DWHJRUL] LQJ� LQIODWLRQ� LQWR� ORZ�� PHGLXP� DQG� KLJK� LQIODWLRQ� VKRZV� WKDW� HIIHFW� RI�

LQIODWLRQ� UDWHV� RQ� JURZWK� GHFOLQHV� IURP� ORZ� WR� KLJK� LQIODWLRQ� FRXQWULHV�� 7KLV� LV�

SHUIHFWO\ �XQGHUVWDQGDEOH�DV�ULVLQJ�LQIODWLRQ�IURP�� � �WR�� � �SHUFHQW�LV�PXFK�PRUH�VHULRXV�

WKDQ�IURP�� � � �WR�� � � �SHUFHQW�
� �

�



� �

� � ��2 QH�FDQ�DUJXH�WKDW�WKH�GLUHFWLRQ�RI�FDXVDOLW\ �EHWZHHQ�LQIODWLRQ�DQG�JURZWK��QDPHO\ �WKH�

HQGRJHQHLW\ �SUREOHP��VKRXOG�DOVR�EH�WDNHQ�LQWR�DFFRXQW��&RQVLGHU�D�QHJDWLYH�VXSSO\ �

VKRFN�WKDW�ZRXOG�UHGXFH�RXWSXW�DQG�DW�WKH�VDPH�WLPH�LQFUHDVH�LQIODWLRQ��ZKLFK�FDQQRW�

EH� LQWHUSUHWHG� DV� DQ� DGYHUVH� HIIHFW� RI� LQIODWLRQ� RQ� JURZWK�� + RZHYHU�� WKHUH� DUH�

HPSLULFDO�VWXGLHV�WDNLQJ�LQWR�DFFRXQW�WKH�HQGRJHQHLW\ �SUREOHP�RI�LQIODWLRQ��7KH\ �VKRZ�

WKDW�HYHQ�WKRXJK�WKH�HQGRJHQHLW\ �SUREOHP�VWHPPLQJ� IURP�DGYHUVH�VXSSO\ �VKRFNV�RU�

FRQVWDQW�PRQHWDU\ �SROLF\ �JURZWK�LV�FRQWUROOHG��WKH�HIIHFW�RI�LQIODWLRQ�RQ�JURZWK�LV�VWLOO�

QHJDWLYH�WKRXJK�VWDWLVWLFDOO\ �OHVV�VWURQJ�
�

�,Q�VKRUW��* UHJRULR��� � � � � �TXRWHV�WKH�FRVW�RI�

LQIODWLRQ�RQ�JURZWK�DV��

³ %HLQJ�HIILFLHQW�DQG�FRPSHWLWLYH�DW�WKH�SURGXFWLRQ�DQG�GLVWULEXWLRQ�RI�JRRGV�

DQG�VHUYLFHV�EHFRPH�OHVV�LPSRUWDQW�WR�WKH�UHDO�RXWFRPH�RI�VRFLRHFRQRPLF�

DFWLYLW\ �� ) RUHFDVWLQJ� LQIODWLRQ� DQG� FRSLQJ� ZLWK� LWV� FRQVHTXHQFHV� EHFRPH�

PRUH�LPSRUWDQW�´ �

,9 ��6WUXJJOLQJ�ZLWK�+ LJK�,QIODWLRQ�LQ�7XUNH\ �

� � ��: KHQ� WKH� JURZWK� SHUIRUPDQFH� DQG� WKH� LQIODWLRQ� KLVWRU\ � RI� 7XUNH\ � LQ� WKH� ODVW� WZR�

GHFDGHV�DUH�DQDO\ ] HG��WKH�IROORZLQJ�SRLQWV�DUH�ZRUWK�PHQWLRQLQJ��) LUVW��GXH�WR�FKURQLF�

LQIODWLRQ�HQYLURQPHQW�DQG�WKH�FRQVHTXHQW�VHYHUH�ILQDQFLDO�FULVHV��LQIODWLRQ�DQG�JURZWK�

JHQHUDOO\ �VHHP�WR�H[ KLELW�D�QHJDWLYH�UHODWLRQ�WKURXJKRXW�WKH�ODVW�WZR�GHFDGHV��,Q�RWKHU�

ZRUGV�� GXULQJ� WKH� SHULRGV� IROORZLQJ� WKH� FULVHV� ZH� REVHUYH� VWURQJ� UHFRYHULHV� LQ�

HFRQRPLF�DFWLYLW\ �DORQJ�ZLWK�GHFOLQLQJ�WUHQGV�LQ�LQIODWLRQ�DIWHU�WKH�ILUVW�URXQG�QHJDWLYH�

LPSDFWV��6HFRQG��WKH�YDULDELOLW\ �RI�LQIODWLRQ�LQFUHDVHV�WKH�YDULDELOLW\ �RI�RXWSXW��ZKLFK�

LV� IRU�VXUH�D�VRXUFH�RI�ORVV�LQ�VRFLDO�ZHOIDUH��7KHVH�REVHUYDWLRQV�DUH�FRQVLVWHQW�ZLWK�

RXU�JHQHUDO�YLHZ�WKDW�VXVWDLQLQJ�SXEOLF�FRQILGHQFH�LQ�HFRQRPLF�SROLFLHV�DQG�UHGXFLQJ�

XQFHUWDLQWLHV� ZLOO�EH�WKH�PDMRU�FRPSRQHQWV�RI�GLVLQIODWLRQ�LQ�7XUNH\ ��ZKLFK�ZLOO�LQ�

WXUQ�GHFUHDVH�RXWSXW�YDULDELOLW\ �DQG�HQKDQFH�WKH�JURZWK�SHUIRUPDQFH��



� �

) LJXUH�� ��* URZWK�$ QG�,QIODWLRQ�,Q�7XUNH\ �
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�

� � ��6LQFH�WKHUH�LV�QR�GRXEW�DERXW�WKH�FRVWV�RI�LQIODWLRQ��HVSHFLDOO\ �IRU�WKH�FDVH�RI�7XUNH\ �

ZKHUH�LQIODWLRQ�LV�DQ�LQGLFDWRU�RI�XQFHUWDLQW\ �LQ�WKH�PDFURHFRQRPLF�HQYLURQPHQW��LW�LV�

WKHQ� QHFHVVDU\ � WR� DVN� WZR� UHODWHG� TXHVWLRQV�� ) LUVW�� ZK\ � KDV� LW� EHHQ� VR� GLIILFXOW� WR�

DFKLHYH� ORZ� DQG� VWDEOH� LQIODWLRQ� LQ� 7XUNH\ � ZKHUH� D� ORZHU� LQIODWLRQ� OHYHO� ZRXOG� EH�

FOHDUO\ �EHQHILFLDO�WR�DOO�DJHQWV�LQ�WKH�HFRQRP\ " �6HFRQG��ZKDW�DUH�ZH��WKH�&HQWUDO�%DQN�

RI� 7XUNH\ �� GRLQJ� WR� DFKLHYH� ORZ� DQG� VWDEOH� LQIODWLRQ"� $ QVZHULQJ� WKHVH� TXHVWLRQV�

UHTXLUHV� WR� SLQ� GRZQ� WKH� PDLQ� FDXVHV�RI� WKH�LQIODWLRQDU\ � SURFHVV� LQ� 7XUNH\ �� ,Q� WKLV�

UHVSHFW��LW�LV�QRZ�FOHDUO\ �XQGHUVWRRG�WKDW�ILVFDO�SROLF\ �DQG�H[ SHFWDWLRQV�KDYH�KDG�WKH�

WZR�PDMRU�UROHV�LQ�LQIODWLRQDU\ �SURFHVV�LQ�7XUNH\ �IRU�DOPRVW�WKUHH�GHFDGHV��

� � ��$ ORQJ�ZLWK�WKHVH�PDLQ�FDXVHV��PDUNHW�IDLOXUHV�GXH�WR�LPSHUIHFW�FRPSHWLWLRQ�LQ�JRRGV�

DQG� VHUYLFHV�PDUNHWV��RSHQQHVV�WR�H[ WHUQDO�VKRFNV��XQFHUWDLQWLHV�FDXVHG�E\ �SROLWLFDO�

LQVWDELOLWLHV�DQG�RWKHU�IDFWRUV�RULJLQDWLQJ�IURP�GHPDQG�DQG�FRVW�FRPSRQHQWV�DUH�VRPH�

RWKHU�HOHPHQWV�RI�WKH�LQIODWLRQDU\ �SURFHVV�LQ�7XUNH\ ��

�



� �

,9 �� ��) LVFDO�' RP LQDQFH�DV�D�' HWHUP LQDQW�RI�,QIODWLRQ�

� � ��$ FFRUGLQJ� WR� WKH� PRQHWDULVW� YLHZ��WKH�H[ LVWHQFH� RI�D�WLJKW� UHODWLRQVKLS� EHWZHHQ� WKH�

PRQHWDU\ � EDVH� DQG� LQIODWLRQ� OLHV� EHKLQG� WKH� IRFXV� RI� WKH� PRQHWDU\ � SROLF\ � RQ�

FRQWUROOLQJ�LQIODWLRQ�
���

�+ RZHYHU��HYHQ�WKRXJK�WKHUH�H[ LVWV�D�FORVH�UHODWLRQVKLS�EHWZHHQ�

WKH�PRQHWDU\ �EDVH�DQG�LQIODWLRQ��XQGHU�VHYHUDO�FRQGLWLRQV��PRQHWDU\ �SROLF\ �FRXOG�EH�

FRQVWUDLQHG� LQ� WHUPV� RI� FRQWUROOLQJ� LQIODWLRQ�� 7KLV� FRQVWUDLQW� GHSHQGV� RQ� KRZ� WKH�

FRPSRVLWLRQ� RI� WKH� UHVRXUFHV� QHHGHG� WR� ILQDQFH� WKH� JRYHUQPHQW� EXGJHW� GHILFLW� LV�

IRUPHG� LQ� WHUPV� RI� ERUURZLQJ� DQG� VHLJQRUDJH� UHYHQXHV�� ) XUWKHUPRUH�� HYHQ� WKRXJK�

VHLJQRUDJH�UHYHQXHV�GR�QRW�GLUHFWO\ �ILQDQFH�WKH�GHILFLWV��UHDO�LQWHUHVW�UDWHV�JUHDWHU�WKDQ�

WKH�JURZWK�UDWH�ZRXOG�LQFUHDVH�GHEW�VWRFN�WR�XQVXVWDLQDEOH�OHYHOV��+ LJKHU�LQWHUHVW�UDWHV�

LQFUHDVH�WKH�GHEW�VHUYLFLQJ�EXUGHQ�IRU�WKH�JRYHUQPHQW�IXUWKHU�DQG�DGG�WR�WKH�VWRFN�RI�

GHEW�� UHVXOWLQJ� LQ� D� YLFLRXV� FLUFOH� RI� KLJK� LQWHUHVW� UDWHV� DQG� KLJKHU� GHEW�� WKHUHE\ �

VKRUWHQV�WKH�PDWXULW\ �RI�ERUURZLQJ��) LJXUHV�� ��� � �
��� �

�

) LJXUH�� ��&3, �,QIODWLRQ�DQG�7�%LOO�,QWHUHVW�5 DWHV��
�FRP SRXQG��ZHLJKWHG�E\ �WKH�QHW�DP RXQW�RI�VDOHV��
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) LJXUH�� ��&RP SRXQG�,QWHUHVW�5 DWH�DQG�' RP HVWLF�%RUURZLQJ�0 DWXULW\ 
 �
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� � ��$ EDQGRQLQJ�WKH�FUHDWLRQ�RI�WKH�VHLJQRUDJH�UHYHQXHV�LV�SURYHQ�WR�EH�LQVXIILFLHQW�IRU�WKH�

HIIHFWLYHQHVV�RI�PRQHWDU\ �SROLF\ ��7KH�FRQQHFWLRQ�RI�ILVFDO�DQG�PRQHWDU\ �SROLFLHV�JRHV�

ZHOO� EH\ RQG� WKH� SRVVLELOLW\ � RI� XVLQJ� VHLJQRUDJH� DV� D� VRXUFH� RI� UHYHQXHV� IRU� WKH�

JRYHUQPHQW�� 0 RUHRYHU�� HYHQ� WKRXJK� D� FHQWUDO� EDQN� DQQRXQFHV� LQVWUXPHQWDO�

LQGHSHQGHQFH��LW�FDQQRW�PRYH�LQGHSHQGHQWO\ �DQG�LPSOHPHQW�HIIHFWLYH�PRQHWDU\ �SROLF\ �

LQ�D�KLJKO\ �GRPLQDQW�ILVFDO�HQYLURQPHQW��$ OVR��QRQ�5LFDUGLDQ�ILVFDO�SROLF\ ��ZKHUH�WKH�

QHHG�RI�ILVFDO�VROYHQF\ �LV�LPSRUWDQW�LQ�SULFH�OHYHO�GHWHUPLQDWLRQ��FRXOG�DIIHFW�LQIODWLRQ�

QRW� RQO\ � E\ � IRUFLQJ� WKH� PRQHWDU\ � SROLF\ � WR� FUHDWH� VHLJQRUDJH� UHYHQXHV�� EXW� DOVR�

WKURXJK�WKH�KLJK�OHYHO�RI�GHEW�EXUGHQ�ZKLFK�LV�D�PXFK�PRUH�FUXFLDO�FKDQQHO��) LJXUH�

� ��
��� � �

�

�

�

�
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) LJXUH�� ��0 HDQV�RI�' RP HVWLF�' HEW�) LQDQFLQJ�DQG�&3, �,QIODWLRQ�LQ�7XUNH\ �
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� � ��7KLV�H[ DFWO\ �PDWFKHV�ZLWK�WKH�7XUNLVK�LQIODWLRQ�KLVWRU\ ��/ DWH�� � � � V�DQG�HDUO\ �� � � � V�LQ�

7XUNH\ �FDQ�EHVW�EH�GHVFULEHG�E\ �GLUHFW�ILQDQFLQJ�RI�WKH�EXGJHW�GHILFLW�WKURXJK�&HQWUDO�

%DQN�UHVRXUFHV��%\ �PLG�� � � � V��DOWKRXJK�&HQWUDO�%DQN�UHVRXUFHV�LQ�GHILFLW�ILQDQFLQJ�

ZHUH�DEDQGRQHG��LW� ZDV� QRW� VXIILFLHQW� WR� UHYHUVH�WKH�LQIODWLRQDU\ �SURFHVV�GXH�WR�WKH�

DFFXPXODWHG� GHEW� VWRFN� RI� SUHYLRXV� SHULRGV�� ,QGHHG�� GRPHVWLF� GHEW� VHUYLFH� WR� * 1 3�

UDWLR� LQFUHDVHG� IURP� � � �� � SHUFHQW� LQ� � � � � �� ZKHQ� &HQWUDO� %DQN� VKRUW�WHUP�DGYDQFHV�

ZHUH�DEDQGRQHG��WR�DOPRVW�� � �SHUFHQW�E\ �� � � � ��) LJXUH�� ���

) LJXUH�� ��' RP HVWLF�' HEW�6HUYLFH�WR�* 1 3�5 DWLR�
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� � ��7ZR� IDFWRUV� GRPLQDWHG� WKLV� SLFWXUH�� �L�� ( FRQRPLF� DJHQWV�� IDFHG� ZLWK� IUHTXHQW�

XQVXFFHVVIXO�RU�LQFRPSOHWH�VWDELOL] DWLRQ�SURJUDPV��KHGJHG�DJDLQVW�LQIODWLRQ�ZKHUH�WKH�

PRVW�FRPPRQ�KHGJLQJ�PHFKDQLVP�ZDV�WR�LQGH[ �RQH�SHULRG�DKHDG�LQFRPH�WR�DFFUXHG�

LQIODWLRQ��WKHUHE\ �WUDQVIHUULQJ�UHDOL] HG�LQIODWLRQ�UDWHV�WR�WKH�IXWXUH��0 RUHRYHU��KLJKO\ �

OLPLWHG� IRUHLJQ� VRXUFHV� ZLWK� WKH� ODFN� RI� &HQWUDO� %DQN� UHVRXUFHV� OHG� WR� JURZLQJ�

GRPHVWLF�ERUURZLQJ�WR�UROO�RYHU�WKH�HYHU�DFFXPXODWLQJ�GHEW�VWRFN��&RQVHTXHQWO\ ��LQ�

RUGHU� WR�OLPLW�WKH�ULVH�LQ�UHDO�LQWHUHVW�UDWHV�� ILQDQFLDO�PDUNHWV�H[ SDQGHG�DW�WKH�VDPH�

SDFH� ZLWK� WKH� DFFUXHG� LQIODWLRQ� UDWH�� ,Q� RWKHU� ZRUGV�� LQIODWLRQ� LQHUWLD� VWUHQJWKHQHG�

GXULQJ� WKLV� SURFHVV�� �LL�� $ V� D� SDUW� RI� WKH� KHGJLQJ� PHFKDQLVP�� IRUHLJQ� H[ FKDQJH�

LQGH[ HG� DQG�RU� GHQRPLQDWHG� FRQWUDFWV�� SULFLQJ� DQG� VDYLQJ� GHFLVLRQV� EHFDPH� PRUH�

FRPPRQ� DV�ZHOO� �) LJXUH� � ��� 7KXV��H[ FKDQJH�UDWH�FKDQJHV�EHFDPH�RQH�RI�WKH�PDMRU�

GHWHUPLQDQWV�RI�WKH�LQIODWLRQ�UDWH�WKURXJK�WKLV�FKDQQHO�DOVR��

) LJXUH�� ��) RUHLJQ�&XUUHQF\ �' HSRVLWV�WR�0 � < �5 DWLR�
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� � ��: H�KDYH�QRZ�FRPH�WR�D�SRLQW�ZKHUH�LW�LV�ZHOO�XQGHUVWRRG�E\ �WKH�SXEOLF�DQG�SROLWLFLDQV�

WKDW�KLJK�DQG�XQVWDEOH�LQIODWLRQ�KXUWV�HFRQRPLF�DQG�VRFLDO�ZHOIDUH��7KLV�VLWXDWLRQ�LV�

H[ DFHUEDWHG�LQ�VXFK�D�PDFURHFRQRPLF�HQYLURQPHQW�ZKHUH�DFFXPXODWHG�GHEW�VWRFN�DQG�



� � �

WKH�FRPSRVLWLRQ�RI�WKH�UHVRXUFHV�QHHGHG�WR�ILQDQFH�WKH�JRYHUQPHQW�EXGJHW�GHILFLW�DUH�

WKH�PDLQ�VRXUFHV�RI�LQIODWLRQ��+HQFH��EULQJLQJ�LQIODWLRQ�GRZQ�LV�WKH�FRPPRQ�REMHFWLYH�

RI�WKH�* RYHUQPHQW�DQG�WKH�&HQWUDO�%DQN��DV�LW�GLUHFWO\ �FRQFHUQV�WKH�ZKROH�VRFLHW\ ��DQG�

LW�LV�WKH�VLQH�TXD�QRQ�SUH�UHTXLVLWH�IRU�VXVWDLQDEOH�JURZWK�DQG�ULVLQJ�ZHOIDUH��+ RZHYHU��

ILVFDO�GRPLQDQFH��WKH�YHU\ �UHDVRQ�RI�KLJK�LQIODWLRQDU\ �HQYLURQPHQW��OLPLWV�WKH�DELOLW\ �

RI�WKH�&HQWUDO�%DQN�WR�WDUJHW�WKH�LQIODWLRQ�UDWH��DV�LW�ZRXOG�EH�WDUJHWLQJ�VRPHWKLQJ�WKDW�

XOWLPDWHO\ �LW�GRHV�QRW�FRQWURO��

,9 �� ��) LVFDO�DQG�0 RQHWDU\ �3ROLF\ �&RRUGLQDWLRQ�

� � ��7KLV�VLPSOH�IUDPHZRUN�EULQJV�DERXW�WKH�LVVXH�RI�FRRUGLQDWLRQ�EHWZHHQ�PRQHWDU\ �DQG�

ILVFDO� SROLFLHV�� ,W� VKRXOG� EH� REYLRXV� WKDW� KLJK� OHYHOV� RI� SXEOLF� GHEW� FRPELQHG� ZLWK�

FRQIOLFWLQJ� REMHFWLYHV� LQ� PDFURHFRQRPLF� SROLFLHV� LQ� JHQHUDO�� ZLOO� FRLQFLGH� ZLWK� DQ�

XQGHUPLQHG�FUHGLELOLW\ �RI�WKH�GLVLQIODWLRQDU\ �HIIRUW��7KLV�LQ�WXUQ��LQFUHDVHV�WKH�FRVW�RI�

WKH� GLVLQIODWLRQ� SURFHVV� UHVXOWLQJ� LQ� WLJKWHU� PRQHWDU\ � FRQGLWLRQV� WKDQ� WKDW� ZRXOG�

RWKHUZLVH�KDYH�EHHQ�WKH�FDVH��RU�HYHQ�WRWDOO\ �FRUUXSWLQJ�WKH�UROH�RI�WKH�QRPLQDO�DQFKRU�

RI�WKH�PRQHWDU\ �SROLF\ ��

9 ��( [ SHFWDWLRQ�) RUP DWLRQ�

� � ��,W�LV�ZHOO�NQRZQ�WKDW�PRQHWDU\ �SROLF\ �KDV�GLUHFW�FRQWURO�RYHU�RQO\ �D�VSHFLILF�VKRUW�WHUP�

LQWHUHVW� UDWH�� QDPHO\ � WKH� SROLF\ � UDWH�� : KHUHDV�� WKH� UHVSRQVH� RI� ORQJHU� WHUP� LQWHUHVW�

UDWHV� DQG� DOO� RWKHU� PDFURHFRQRPLF� YDULDEOHV� KHDYLO\ � UHO\ � RQ� FUHGLELOLW\ � DQG�

FRQVLVWHQF\ �LQ�PDFURHFRQRPLF�GHFLVLRQ�PDNLQJ��DQG�YDU\ �FRQVLGHUDEO\ �GHSHQGLQJ�RQ�

WKH� PDUNHW� VHQWLPHQW� RU� H[ SHFWDWLRQV� LQ� SDUWLFXODU�� ,Q� RWKHU� ZRUGV�� WKH� DELOLW\ � RI�

PRQHWDU\ � SROLF\ � WR� DIIHFW� ORQJHU� WHUP� LQWHUHVW� UDWHV� DQG� WR� VKDSH� WKH� \ LHOG� FXUYH�

WKURXJK�VKRUW�WHUP�SROLF\ �UDWHV��LV�DQ�LPSRUWDQW�LVVXH�WR�EH�TXHVWLRQHG��HVSHFLDOO\ �LQ�

WKH�FDVH�RI�7XUNH\ �XQGHU�WKH�SUHVHQFH�RI�KHDY\ �ILVFDO�GRPLQDQFH��2 QH�VKRXOG�QHYHU�



� � �

IRUJHW� WKDW� DOO� WKHVH� LVVXHV� DUH� FORVHO\ � UHODWHG� WR� FUHGLELOLW\ � DQG� WKDW� WKH\ � LQYROYH� D�

OHDUQLQJ�SURFHVV�IRU�WKH�PDUNHW�SDUWLFLSDQWV�RU�SXEOLF�LQ�JHQHUDO��

) LJXUH�� ��2 �1 �5 DWHV��6HFRQGDU\ �0 DUNHW�7�%LOO�5 DWHV�
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O/N Rate

�

� � ��,Q� WKH� FRQWH[ W� RI� 7XUNH\ �� ,� ZRXOG� OLNH� WR� SRLQW� RXW� WR� WKH� IDFW� WKDW� FRQWLQXHG�

GLVLQIODWLRQ� FRQWULEXWHV� WR� IDOOLQJ� QRPLQDO� LQWHUHVW� UDWHV� WKURXJK� WZR� FKDQQHOV�� 7KH�

ILUVW��DQG�WKH�REYLRXV�HIIHFW�LV�WKH�IDOO�LQ�WKH�LQIODWLRQ�FRPSRQHQW�RI�QRPLQDO�LQWHUHVW�

UDWHV��7KH�VHFRQG��DQG�WKH�PRUH�LPSRUWDQW�HIIHFW�LV�WKURXJK�LQFUHDVLQJ�FUHGLELOLW\ �DQG�

PDUNHW�FRQILGHQFH��ZKLFK�DOVR�FRQWULEXWHV�WR�VWDELOL] DWLRQ�RI�WKH�LQWHUDFWLRQV�EHWZHHQ�

PDFURHFRQRPLF�YDULDEOHV��5HFHQWO\ ��ZH�REVHUYH�WKDW�WKH�UHODWLRQ�EHWZHHQ�ORQJHU�WHUP�

LQWHUHVW� UDWHV� DQG� VKRUW� WHUP� UDWHV� EHFRPHV� PRUH� DQG� PRUH� HYLGHQW� LQ� D�

PDFURHFRQRPLF� HQYLURQPHQW� H[ SHULHQFLQJ� FRQWLQXRXV� GLVLQIODWLRQ� DORQJ� ZLWK� WKH�

IDGLQJ�QHJDWLYH�HIIHFWV�RI�H[ WHUQDO�VKRFNV�DIWHU�WKH�VHWWOHPHQW�RI�WKH�ZDU�LQ�,UDT��

� � ��$ W� WKLV� SRLQW�� OHW� PH� HPSKDVL] H� WKH� UROH� RI� H[ SHFWDWLRQV� DV� D� PDMRU� GHWHUPLQDQW� RI�

LQIODWLRQ�LQ�7XUNH\ ��HVSHFLDOO\ �LQ�UHFHQW�\ HDUV��ZKLFK�LV�DOVR�DQ�LPSRUWDQW�FKDQQHO�RI�

PRQHWDU\ �WUDQVPLVVLRQ��,W�LV�DQ�LVVXH�RI�LQFUHDVLQJ�LQWHUHVW�LQ�WKH�OLWHUDWXUH�HVSHFLDOO\ �

LQ�WKH�FRQWH[ W�RI�LQIODWLRQ�WDUJHWLQJ�DV�ZHOO��



� � �

� � ��,Q�7XUNH\ ��WKH�VWUXFWXUH�RI�WKH�GHEW�VWRFN�XQGHUPLQHV�WKH�HIIHFWLYHQHVV�RI�PRQHWDU\ �

SROLF\ � LQ� IRUPLQJ� H[ SHFWDWLRQV�� � � �� � SHUFHQW� RI� WKH� WRWDO� FDVK� GHEW� VWRFN� ZLOO� EH�

UHGHHPHG�LQ�OHVV�WKDQ�RQH�\ HDU�� ) XUWKHUPRUH��JRYHUQPHQW�VHFXULWLHV�GHQRPLQDWHG�LQ�

IRUHLJQ� H[ FKDQJH�DQG�LQGH[ HG� WR� LQIODWLRQ� FRQVWLWXWHV� � � �� � SHUFHQW� RI�WKH� FDVK� GHEW�

VWRFN�� 7KLV� VWUXFWXUH�� LQ� WXUQ�� PDNHV� WKH� GHEW� VWRFN� PDQDJHPHQW� PRUH� IUDJLOH� DQG�

UDLVHV� IUHTXHQW� DUJXPHQWV� RQ� GHEW� VXVWDLQDELOLW\ �� 7KH� IUDJLOH� GHEW� VWUXFWXUH� H[ SRVHV�

QHJDWLYH�H[ SHFWDWLRQV�DQG�WKHUHIRUH��EHFRPHV�D�IDFWRU�WKDW�GLPLQLVKHV�WKH�HIIHFWLYHQHVV�

RI�PRQHWDU\ �SROLF\ ��WKHUHE\ �IRUPLQJ�D�VHOI�IXOILOOLQJ�FLUFOH��

) LJXUH�� � �6WUXFWXUH�RI�' RPHVWLF�&DVK�' HEW�6WRFN�DV�RI�- XO\ �� � � � �
&RPSRVLWLRQ�E\ �,QVWUXPHQWV� $ YHUDJH�0 RQWKV�WR�0 DWXULW\ �

($)+* ,.-./101/�-

2 3$4 5$6

(17 01/�-�8�9.: /

5$;$4 < 6

(.= >.9.: 7 ,.?�8�9.: /

@ ;$4 @ 6
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� � ��* LYHQ� WKH� XQLTXH� GHEW� G\ QDPLFV� RI� 7XUNH\ �� ZH� IDFH� WKH� FUXFLDO� LVVXH� RI� PDUNHW�

FRQFHUQV�DERXW�WKH�VXVWDLQDELOLW\ �RI�WKH�GHEW�VWRFN��ZKLFK��LQ�RXU�YLHZ��LV�WKH�PDLQ�

GHWHUPLQDQW�RI�H[ SHFWDWLRQV� IRUPLQJ�SURFHVV��$ PSOH�OHYHOV�RI�SULPDU\ �VXUSOXV�KDYH�

DVVXPHG�WKH�UROH�RI�EHLQJ�WKH� IRFXV�DQG�WKH�PDLQ�LQGLFDWRU�RI�D�VRXQG�DQG�SUXGHQW�

ILVFDO�SROLF\ �LQ�WKH�FXUUHQW�G\ QDPLFV�RI�WKH�7XUNLVK�HFRQRP\ ��+ HQFH��WKH�LPSRUWDQFH�

RI�SULPDU\ �VXUSOXV�LV�ZRUWK�HPSKDVL] LQJ�VWURQJO\ ��LQ�WKH�IUDPHZRUN�RI�WKH�IROORZLQJ�

LQWHUDFWLRQ� PHFKDQLVP�� ) LUVW�� D� UHVROXWH� VWDQFH� RQ� WKH� SULPDU\ � VXUSOXV� WDUJHWV� ZLOO�
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OLPLW�� WR� D� JUHDW� H[ WHQW�� WKH� XQFHUWDLQWLHV� UHJDUGLQJ� GHEW� VXVWDLQDELOLW\ � VKDSLQJ� WKH�

H[ SHFWDWLRQV�SRVLWLYHO\ ��7KLV��LQ�WXUQ��ZLOO�FRQWULEXWH�WR�D�GHFOLQLQJ�ULVN�SUHPLXP�DQG�

WKHUHE\ � IDOOLQJ�UHDO�LQWHUHVW�UDWHV��6HFRQG��GHFOLQLQJ�ULVN�SUHPLXP�DORQJ�ZLWK�IDGLQJ�

XQFHUWDLQWLHV�ZLOO�EULQJ�DERXW�D�VWURQJ�SRVLWLRQ�RI�WKH�7XUNLVK�OLUD�FRQWULEXWLQJ�WR�WKH�

GHEW�G\ QDPLFV�DV�D�VHFRQG�URXQG�HIIHFW��7KLUG��IDOOLQJ�UHDO�LQWHUHVW�UDWHV�DQG�VWDELOLW\ �

LQ�WKH�H[ FKDQJH�UDWH��FRQVWLWXWLQJ�D�IDYRUDEOH�HQYLURQPHQW�IRU�LQFUHDVLQJ�FRQVXPSWLRQ�

DQG� LQYHVWPHQW�FRQILGHQFH��ZLOO�PRUH�WKDQ�RIIVHW�WKH�UHWUHQFKLQJ�HIIHFWV�RI�UXQQLQJ�

SULPDU\ �VXUSOXVHV�RQ�DJJUHJDWH�GHPDQG��FRQWULEXWLQJ�WKHUHIRUH�WR�VXVWDLQDEOH�JURZWK��

) LJXUH�� ��3ULP DU\ �6XUSOXV�WR�* 1 3�5 DWLR�DQG�&3, �,QIODWLRQ�
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9 , ��&XUUHQW�0 RQHWDU\ �3ROLF\ �,P SOHP HQWDWLRQ�

� � ��$ IWHU� H[ SODLQLQJ�ZK\ � LW� KDV� EHHQ� VR�GLIILFXOW�WR�DFKLHYH� ORZ�DQG�VWDEOH� LQIODWLRQ� LQ�

7XUNH\ �� ,�QRZ�WXUQ�WR�WKH�VHFRQG�TXHVWLRQ�DVNHG�LQ�WKH�EHJLQQLQJ��QDPHO\ ��ZKDW�ZH�

DUH�� WKH� &HQWUDO� %DQN� RI� 7XUNH\ �� GRLQJ� WR� DFKLHYH� ORZ� DQG� VWDEOH� LQIODWLRQ�� 7KLV�

TXHVWLRQ�EULQJV�XV�WKH�SROLF\ �LPSOHPHQWDWLRQ�RI�WKH�&HQWUDO�%DQN��
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� � ��8 QGHU�WKH�QHZ�HFRQRPLF�SURJUDP��WKH�RYHUULGLQJ�REMHFWLYH�RI�PRQHWDU\ �SROLF\ �LV�WR�

EULQJ� GRZQ� LQIODWLRQ� WR� VLQJOH� GLJLWV� RYHU� WKH� PHGLXP� WHUP� DQG� WR� PDLQWDLQ� SULFH�

VWDELOLW\ �� 7R� WKLV� HQG�� WKH� &HQWUDO� %DQN� KDV� EHHQ� SXUVXLQJ� DQ� LPSOLFLW� LQIODWLRQ�

WDUJHWLQJ� IUDPHZRUN� DQG� LW� KDV� EHHQ� XVLQJ� EDVH� PRQH\ �DV� D� VXSSOHPHQWDU\ �DQFKRU��

8 QGHU�LPSOLFLW�LQIODWLRQ�WDUJHWLQJ�VWUDWHJ\ ��DOWKRXJK�WDUJHWV�IRU�EDVH�PRQH\ �DUH�IL[ HG�

DV� RI� SHULRGV� FRQVLVWHQW� ZLWK� WKH� LQIODWLRQ� WDUJHW�� PRQHWDU\ � SROLF\ � GHFLVLRQV� DUH�

HVVHQWLDOO\ � PDGH� E\ � FRQVLGHULQJ� WKH� GHYHORSPHQWV� LQ� IXWXUH� LQIODWLRQ�� 0 RUH�

VSHFLILFDOO\ �� WKH� &HQWUDO� %DQN� KDV� EHHQ� XVLQJ� VKRUW�WHUP� LQWHUHVW� UDWHV� DV� LWV� SROLF\ �

LQVWUXPHQW�LQ�D�IRUZDUG�ORRNLQJ�PDQQHU�WR�UHDFK�WKH�LQIODWLRQ�WDUJHW�VHW�MRLQWO\ �ZLWK�WKH�

* RYHUQPHQW—D� VWUDWHJ\ � VLPLODU� WR� WKH� LQIODWLRQ� WDUJHWLQJ� IUDPHZRUN�� 2 QFH� WKH�

SUHFRQGLWLRQV�DUH�PHW��WKH�&HQWUDO�%DQN�LQWHQGV�WR�LQWURGXFH�IRUPDO�LQIODWLRQ�WDUJHWLQJ��

� � ��,Q�WKLV�PRQHWDU\ �SROLF\ � IUDPHZRUN��WKH�OHYHO�RI�EDVH�PRQH\ �LV�VHW�DV�D�SHUIRUPDQFH�

FULWHULD� LQ� VXFK� D� ZD\ � WKDW� LWV� JURZWK� LV� FRQVLVWHQW� ZLWK� HVWLPDWHG� JURZWK� LQ� WKH�

HFRQRP\ �DQG�WKH�LQIODWLRQ�WDUJHW��

� � ��,Q� WHUPV� RI� WKH� H[ FKDQJH� UDWH� SROLF\ �� WKH� &HQWUDO� %DQN� KDV� EHHQ� FRPPLWWHG� WR� WKH�

IORDWLQJ�H[ FKDQJH�UDWH�UHJLPH��+RZHYHU��WKH�PRQHWDU\ �DXWKRULW\ �KDV�DOVR�LQGLFDWHG�WKDW�

LW�PD\ �LQWHUYHQH�LQ�WKH�PDUNHW�LQ�D�VWULFWO\ �OLPLWHG�PDQQHU�WR�VPRRWK�RXW�H[ FHVVLYH�

VKRUW�UXQ� H[ FKDQJH� UDWH� YRODWLOLW\ � DV� LW� PLJKW� HQGDQJHU� SULFH� VWDELOLW\ �� 7KH� &HQWUDO�

%DQN�ZRXOG�QRW��WKRXJK��WDUJHW�D�FHUWDLQ�WUHQG�OHYHO�RI�WKH�H[ FKDQJH�UDWH�DW�WKLV�VWDJH�

RI� WKH� VWDELOL] DWLRQ� SURJUDP�� 7KH� &HQWUDO� %DQN� DOVR� FRQGXFWV� IRUHLJQ� H[ FKDQJH�

SXUFKDVH� DXFWLRQV� WR� LPSURYH� LWV� LQWHUQDWLRQDO� UHVHUYH� SRVLWLRQ� FRQGLWLRQDO� RQ� WKH�

VWUHQJWK�RI�WKH�EDODQFH�RI�SD\ PHQWV�SRVLWLRQ�DQG�UHYHUVH�FXUUHQF\ �VXEVWLWXWLRQ���

� � ��,Q�WKH�FRQWH[ W�RI�WKH�,0 ) �SURJUDP��&HQWUDO�%DQN�KDV�PHW�DOO�WKH�SHUIRUPDQFH�FULWHULD�

DQG�LQGLFDWLYH�WDUJHWV�LQ�� � � � �DQG�LQ�WKH�ILUVW�KDOI�RI�� � � � ��,Q�DGGLWLRQ�WR�WKH�DXWRQRP\ �

RI� WKH� &HQWUDO� %DQN� DQG� VWURQJ� FRPPLWPHQW� WR� WKH� IORDWLQJ� H[ FKDQJH� UDWH� UHJLPH��
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WKHVH� SURYLGHG� FOHDU� VLJQDOV� WR� WKH� PDUNHWV�� ZKLFK�� LQ� WXUQ�� KDYH� KHOSHG� WR� UHGXFH�

LQIODWLRQ�H[ SHFWDWLRQV��+ HQFH��ZH�ZHUH�DEOH�WR�UHGXFH�RYHUQLJKW�LQWHUHVW�UDWHV�IURP�� � �

SHUFHQW�LQ�ODWH�� � � � �WR�� � �SHUFHQW�LQ�$ XJXVW�� � � � ��

) LJXUH�� � � �&HQWUDO�%DQN�2 �1 �5 DWHV��� � �0 RQWK�$ KHDG�&3, �,QIODWLRQ�( [ SHFWDWLRQV�
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� � ��6WURQJ�FRPPLWPHQW�WR�WKH�SURJUDP�KDV�KHOSHG�EULQJLQJ�LQIODWLRQ�GRZQ�� ,Q�DGGLWLRQ��

LQVXIILFLHQW� GHPDQG� DQG� IDYRUDEOH� IRRG� SULFHV� FRQWULEXWHG� WR� WKH� GLVLQIODWLRQDU\ �

SURFHVV��7KH�LQIODWLRQ�RXWFRPH�RI� � � � � �� � � �� �SHUFHQW��ZDV�ZHOO�EHORZ�WKH�WDUJHW�DQG�

WKH�ORZHVW�HQG�\ HDU�OHYHO�RI�WKH�ODVW�� � �\ HDUV��' HVSLWH�DGYHUVH�GHYHORSPHQWV�GXULQJ�WKH�

ILUVW�TXDUWHU�RI�� � � � �–QDPHO\ �ULVLQJ�H[ FKDQJH�UDWHV�DQG�KLJK�RLO�SULFHV�GXH�WR�WKH�,UDTL�

ZDU��DV�ZHOO�DV�LQFUHDVHV�LQ�IRRG�DQG�DJULFXOWXUDO�SULFHV—LQIODWLRQ�VR�IDU�LV�LQ�OLQH�ZLWK�

WKH�HQG�\ HDU�WDUJHW��

� � ��$ W�WKLV�SRLQW��,�ZRXOG�OLNH�WR�FRPPHQW�RQ�WKH�YXOQHUDELOLW\ �RI�WKH�7XUNLVK�HFRQRP\ �WR�

H[ WHUQDO� VKRFNV�� ZKLFK� ZDV� WKH� PDLQ� VRXUFH� RI� UHODWLYHO\ � XQIDYRUDEOH� WHPSRUDU\ �

LQIODWLRQ�GHYHORSPHQWV�LQ�HDUO\ �� � � � ��,Q�RXU�RSLQLRQ��WKH�PDLQ�VRXUFH�RI�YXOQHUDELOLW\ �

DQG� KLJK� OHYHOV� RI� YRODWLOLW\ � LQ� DVVHW� SULFLQJ�� LV�� DJDLQ�� WKH�LVVXHV�RI� FUHGLELOLW\ � DQG�

IUDJLOH�GHEW�G\ QDPLFV��L�H�WKH�ILVFDO�VWDQFH��+RZHYHU��LW�VKRXOG�EH�REYLRXV�WKDW�D�ZHOO�
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IXQFWLRQLQJ� ILQDQFLDO� V\ VWHP� DORQJ� ZLWK� SROLWLFDO� VWDELOLW\ �� UHVROXWH� DQG� FRQVLVWHQW�

VWDQFH�LQ�SROLF\ �PDNLQJ��KDYH�PXFK�WR�FRQWULEXWH�WR�ILQDQFLDO�VWDELOLW\ ��GHFUHDVLQJ�WKH�

OHYHO� RI� YXOQHUDELOLW\ � WR� H[ WHUQDO� VKRFNV�� : H� FRQWLQXH� WR� PDNH� SURJUHVV� LQ�

VWUHQJWKHQLQJ� WKH�PRQH\ �DQG� IRUHLJQ�H[ FKDQJH�PDUNHWV�LQ�SXUVXLW�RI�VXSSRUWLQJ�WKH�

PRQHWDU\ �SURJUDP�DQG�WKH�IORDWLQJ�H[ FKDQJH�UDWH�UHJLPH��

9 , , ��0 RQHWDU\ �3ROLF\ �3URVSHFWV�

� � ��$ V� ,� KDYH� LQGLFDWHG� HDUOLHU� LQ� P\ � VSHHFK�� ZH� DV�WKH� &HQWUDO� %DQN�RI� 7XUNH\ �� YLHZ�

LQIODWLRQ�WDUJHWLQJ�UHJLPH�DV�WKH�XOWLPDWH�IUDPHZRUN�RI�PRQHWDU\ �SROLF\ �GXH�WR�LWV�UROH�

DV� D� VWURQJ� FRPPLWPHQW� RQ� WKH� SULFH� VWDELOLW\ � REMHFWLYH� DV� ZHOO� DV� LWV� SRWHQWLDO�

IOH[ LELOLW\ �RQ�WKH�RSHUDWLRQDO�VLGH�GHSHQGLQJ�RQ�WKH�GHVLJQ��

� � ��,Q� WUDQVLWLRQ� WR� IRUPDO� LQIODWLRQ� WDUJHWLQJ� VWUDWHJ\ �� WKH� &HQWUDO� %DQN� KDV� DOUHDG\ �

FRPSOHWHG� LWV� LQVWLWXWLRQDO� DQG� WHFKQLFDO� SUHSDUDWLRQV�� %HVLGHV� WKH� HDUOLHU� OHJDO� DQG�

LQVWLWXWLRQDO�IUDPHZRUN�SUHSDUDWLRQV�LQFOXGLQJ�DPHQGPHQWV�WR�WKH�&HQWUDO�%DQN�ODZ�

DQG� LQFUHDVHG� FRPPXQLFDWLRQ� ZLWK� WKH� SXEOLF� HQKDQFLQJ� WUDQVSDUHQF\ � DQG�

DFFRXQWDELOLW\ ��SUHSDUDWLRQV�KDYH�DOVR�LQFOXGHG���L��VWUHQJWKHQLQJ�HFRQRPLF�GDWDEDVHV�

DQG� UHSRUWLQJ� SDFNDJHV�� �LL�� GHYHORSPHQW� RI� LQIODWLRQ� IRUHFDVWLQJ� V\ VWHPV�� DQG� �LLL��

FRQVWUXFWLRQ� DQG� RQJRLQJ� G\ QDPLF� GHYHORSPHQW� SURFHVV� RI� D� FRUH� TXDUWHUO\ �

PDFURHFRQRPLF�PRGHO��

� � ��5HJDUGLQJ�WKH�WLPLQJ�RI�DGRSWLQJ�LQIODWLRQ�WDUJHWLQJ��VWLOO��WKHUH�UHPDLQ�VRPH�SUREOHPV�

RQ�WKH�SUHFRQGLWLRQV�VLGH��L�H���PDLQO\ �VKRUW�WHUP�KLJK�GHEW�EXUGHQ��+ RZHYHU��LQ�WKH�

OLJKW�RI�WKH�UHFHQW�GHYHORSPHQWV��LW�VKRXOG�EH�PHQWLRQHG�WKDW�WKH�7XUNLVK�HFRQRP\ �LV�

PRYLQJ� WRZDUGV� D� UHODWLYHO\ � VWDEOH� PDFURHFRQRPLF� HQYLURQPHQW�� ZKLFK� LQ� RXU�

RSLQLRQ��ZLOO�FRQVWLWXWH�WKH�EDVLV�IRU�WKH�IXOO�IOHGJHG�LQIODWLRQ�WDUJHWLQJ�UHJLPH��

�
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9 , , , ��&RQFOXGLQJ�5 HP DUNV�

� � ��,Q�P\ �FRQFOXGLQJ�UHPDUNV�� ,�ZRXOG�OLNH�WR�HPSKDVL] H�WKH�LVVXH�RI�WUDQVSDUHQF\ �DQG�

FRPPXQLFDWLRQ�ZLWK�WKH�SXEOLF�LQ�WKH�FRQWH[ W�RI�RXU�PRQHWDU\ �SROLF\ �LPSOHPHQWDWLRQ��

7KH�H[ SHULHQFH� RI� DOPRVW� DOO� WKH� LQIODWLRQ�WDUJHWLQJ� FRXQWULHV�KDV� GHPRQVWUDWHG�WKDW�

FHQWUDO�EDQNV�QHHG�WR�FRPPXQLFDWH�FOHDUO\ �ZLWK�WKH�SXEOLF�WKH�UHDVRQV�IRU�WKHLU�SROLF\ �

DFWLRQV��

� � ��,QIODWLRQ�WDUJHWLQJ�PD\ �EH�GHILQHG�DV�D�IUDPHZRUN�IRU�SROLF\ �GHFLVLRQV�LQ�ZKLFK�WKH�

FHQWUDO� EDQN� PDNHV� DQ� H[ SOLFLW� FRPPLWPHQW� WR� FRQGXFW� SROLF\ � WR� PHHW� D� SXEOLFO\ �

DQQRXQFHG� QXPHULFDO� LQIODWLRQ� WDUJHW� ZLWKLQ� D� SDUWLFXODU� WLPH�� ,QIODWLRQ� WDUJHWV� PD\ �

KHOS�SURYLGH�D�FOHDU�SDWK�IRU�WKH�PHGLXP�WHUP�LQIODWLRQ�RXWORRN��UHGXFLQJ�WKH�VL] H�RI�

LQIODWLRQDU\ � VKRFNV� DQG� WKHLU� DVVRFLDWHG� FRVWV�� 6LQFH� ORQJ�WHUP� LQWHUHVW� UDWHV� PRYH�

DORQJ� ZLWK� LQIODWLRQ� H[ SHFWDWLRQV�� WDUJHWLQJ� ORZ� LQIODWLRQ� UDWHV� ZRXOG� OHDG� WR� PRUH�

VWDEOH�DQG�ORZHU�ORQJHU�WHUP�LQWHUHVW�UDWHV��: KHQ�FHQWUDO�EDQNV�FDQ�FRPPXQLFDWH�WKHLU�

VWUDWHJ\ � RQ� LQIODWLRQ� FOHDUO\ �� LW� LV� H[ SHFWHG� WR� FODULI\ � WKH� ORQJHU� WHUP� RXWORRN� IRU�

PDFURHFRQRPLF�SROLF\ �DQG�WKXV�OHQJWKHQ�WKH�SODQQLQJ�KRUL] RQ�RI�SULYDWH�DJHQWV��

� � ��,W�LV�YHU\ �LPSRUWDQW�IRU�WKH�SROLF\ �PDNHU�WR�EXLOG�D�ORQJHU�WHUP�RXWORRN��6XFK�D�FOHDU�

LGHQWLILFDWLRQ�RI�WKH�REMHFWLYH�DQG�WUDQVSDUHQW�LPSOHPHQWDWLRQ�RI�WKH�SROLF\ �GHFLVLRQV�

ZRXOG�DOVR� IRUFH�WKH�PRQHWDU\ �DXWKRULW\ �WR�EHFRPH�PRUH�DFFRXQWDEOH�WR�WKH�SXEOLF��

7KH\ �QHHG�WR�H[ SODLQ�WKH�UHDVRQV�DQG�WKH�FRQVHTXHQFHV�RI�SROLF\ �DFWLRQV��7KHVH��LQ�

WXUQ��LQFUHDVH�WKH�FRQILGHQFH�RI�HFRQRPLF�DJHQWV�DQG�KHOS�VKDSLQJ�WKH�H[ SHFWDWLRQV�WR�

EH�PRUH�IRUZDUG�ORRNLQJ��

� � ��* UHDWHU�SXEOLF�XQGHUVWDQGLQJ�DERXW�ZKDW�WKH�FHQWUDO�EDQN�LV�GRLQJ�DQG�ZK\ ��ZLOO�KHOS�

WR� LQFUHDVH� SROLF\ � FUHGLELOLW\ �� SDUWLFXODUO\ � LQ� WKH� HYHQW� RI� VRPH� GHYLDWLRQ� IURP� WKH�

WDUJHW��$ V� ,�KDYH�PHQWLRQHG�VHYHUDO�WLPHV�GXULQJ�P\ �VSHHFK��JUHDWHU�FUHGLELOLW\ �FDQ�
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LPSURYH�WKH�YDULDELOLW\ �WUDGH�RII�E\ �HQVXULQJ�WKDW�LQIODWLRQ�H[ SHFWDWLRQV�GR�QRW�DGMXVW�

UDSLGO\ �WR�LQIODWLRQ�VKRFNV��7KH�DGYDQWDJH�RI�D�FOHDUO\ �DUWLFXODWHG�LQIODWLRQ�WDUJHW�LV�

WKDW�LW�SURYLGHV�D�IUDPHZRUN�ZLWK�ZKLFK�WKH�FHQWUDO�EDQN�FDQ�H[ SODLQ�LWV�DFWLRQV��

� � ��) LQDOO\ ��,�ZRXOG�OLNH�WR�UHIHU�WR�WKH�UHPDUNV�RI�P\ �FROOHDJXH��* X\ �' HEHOOH��IURP�%DQN�

RI�$ XVWUDOLD�GXULQJ�D�FRQIHUHQFH�
d�e f

�

³ ,�WKLQN�WR�VRPH�H[ WHQW�LQIODWLRQ�WDUJHWLQJ�LV�FKHDS�WDON�RI�WKH�ZHDN��%XW��

XQIRUWXQDWHO\ ��ZH�DUH�WKH�ZHDN�DQG�ZH�DUH�QRW�WKH�VWURQJ��$QG�\ RX�FDQQRW�

EHFRPH� WKH� VWURQJ� MXVW� E\ � ZLVKLQJ� XSRQ� D� VWDU���� ���� ,Q� WKH� HQG�� DFWLRQV�

PDWWHU�� EXW� WKH� UHDVRQ� ZK\ � \ RX� GR� DOO� WKLV� FRPPXQLFDWLRQ� LV� WKDW�

FRPPXQLFDWLRQ�EHFRPHV�D�PHFKDQLFDO�QRPLQDO�DQFKRU�´ �

� � ��7KDQN�\ RX��
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