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/DGLHV�DQG�JHQWOHPHQ��P\�GLVWLQJXLVKHG�JXHVWV��

,W�LV�LQGHHG�D�JUHDW�SOHDVXUH�IRU�PH�WR�DGGUHVV�\RX�WRGD\�RQ�WKH�RFFDVLRQ�RI�WKH�RSHQLQJ�RI�WKH�

7XUNLVK�'HULYDWLYHV�([FKDQJH��ZKLFK�LV�WKH�EHJLQQLQJ�RI�D�QHZ�HUD�IRU�WKH�7XUNLVK�HFRQRP\���

7RGD\��,�ZLOO�IRFXV�RQ�WKH�FKDQJLQJ�SURFHVV�RI�WKH�7XUNLVK�HFRQRP\�ZLWKLQ�WKH�IUDPHZRUN�RI�

XQFHUWDLQW\� DQG� ULVN� IDFWRUV�� ,� ZLOO� DOVR� WDON� DERXW� WKH� GHYHORSPHQW� RI� GHULYDWLYHV� PDUNHWV�

ZLWKLQ� WKLV� SURFHVV�� LQFOXGLQJ� WKHLU� IXQFWLRQV� LQ� WKH� HFRQRP\� DQG� HVSHFLDOO\� LQ� PRQHWDU\�

SROLF\��0\�UHPDUNV�ZLOO�EH�EDVHG�RQ�D�PDFUR�SHUVSHFWLYH�UDWKHU�WKDQ�D�PLFUR�SHUVSHFWLYH��

:KHQ� ZH� ORRN� DW� WKH� 7XUNLVK� HFRQRP\�� LW� FDQ� EH� FOHDUO\� VHHQ� WKDW� ULVN� PDQDJHPHQW� DQG�

GHULYDWLYHV�PDUNHWV��ZKHUH�ULVN�LV�PDQDJHG��DV�ZHOO�DV�WKH�LQVWLWXWLRQDOL]HG�ULVN�PDQDJHPHQW�

FXOWXUH�HVWDEOLVKHG� LQ�WKH�HFRQRP\�KDYH�IDLOHG�WR�UHDFK�D�VDWLVIDFWRU\� OHYHO�DQG�\HW�DUH�VWLOO�

ZHDN�ERWK�LQ�ILQDQFLDO�DQG�UHDO�VHFWRUV��DOWKRXJK�WKLV�KDG�FRQVWDQWO\�EHHQ�RQ�WKH�DJHQGD�VLQFH�

WKH����V�� 7KH� TXHVWLRQV� WR� DVN� KHUH� DUH� ZK\� ULVN� PDQDJHPHQW� SULQFLSOHV� FRXOG� QRW� EH�

HVWDEOLVKHG� LQ� RXU� HFRQRP\� LQ� D� PRGHUQ� VHQVH� XQWLO� QRZ� DQG� ZK\� IXQFWLRQDOLW\� LQ� WKH�

GHULYDWLYHV�PDUNHWV�FRXOG�QRW�EH�DFKLHYHG�LQ�WKH�SURSHU�VHQVH��

$W�WKLV�SRLQW��WZR�IDFWRUV�FRPH�LQWR�WKH�IRUHJURXQG��

7KH� PRVW� LPSRUWDQW� DQG� SULQFLSDO� IDFWRU� WR� EH� XQGHUOLQHG� LQ� ERWK� DQ� HFRQRPLF� DQG� VRFLDO�

DVSHFW�LV�FKURQLF�LQIODWLRQ�DQG�WKH�XQFHUWDLQW\�WKDW�LWV�SUHVHQFH�KDV�FDXVHG�LQ�7XUNH\�IRU�WKLUW\�

\HDUV�� 7KLV� SHULRG� KDV� VHULRXVO\� GDPDJHG� WKH� HFRQRP\�� )RU� LQVWDQFH�� PRQH\� DQG� FDSLWDO�

PDUNHWV� IDLOHG� WR� GHYHORS�� ORQJ�WHUP� ILQDQFLDO� UHVRXUFHV� UHPDLQHG� OLPLWHG� DQG� LW� ZDV� QRW�

SRVVLEOH� WR� GHYHORS� PDUNHWV�� ZKLFK� RFFXS\� D� VLJQLILFDQW� VKDUH� LQ� WKH� FDSLWDO� PDUNHWV� RI�

GHYHORSHG� FRXQWULHV�� QDPHO\� WKRVH� IRU� WKH� SURYLVLRQ� RI� KRXVLQJ� ILQDQFLQJ�� 0RUHRYHU�� RXU�

HFRQRP\�KDV�IDLOHG�WR�DFKLHYH�VRXQG�LQWHJUDWLRQ�ZLWK�LQWHUQDWLRQDO�PDUNHWV�DQG�D�VKRUW�WHUP�

YLVLRQ�KDV�SUHYDLOHG�LQ�DOO�ILHOGV��LQFOXGLQJ�WKH�VRFLDO�DUHQD���

)XUWKHUPRUH�� FKURQLF� LQIODWLRQ� WULJJHUHG� YRODWLOLW\� LQ� EDVLF� HFRQRPLF� LQGLFDWRUV�� LQFOXGLQJ�

JURZWK�DQG�HPSOR\PHQW��DV�ZHOO�DV�LQ�YDULDEOHV�VXFK�DV�H[FKDQJH�UDWHV�DQG�LQWHUHVW�UDWHV��7KH�

H[FHVVLYH�YRODWLOLW\�LQ�HFRQRPLF�IXQGDPHQWDOV�UHVXOWHG�LQ�D�FRQWLQXRXV�LQFUHDVH�LQ�XQFHUWDLQW\�

DQG� FULVHV�� 7KXV�� DIWHU� HDFK� HFRQRPLF� FULVLV�� XQFHUWDLQW\� MXPSHG� WR� D� KLJKHU� OHYHO����

8QFHUWDLQW\� DQG� YRODWLOLW\� FDXVHG� D� YLFLRXV� FLUFOH� DQG� PDGH� ULVN� PDQDJHPHQW� DOPRVW�

LPSRVVLEOH���
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$W� WKLV� SRLQW�� OHW� PH� HODERUDWH� RQ� WKH� FRQFHSWV� RI� XQFHUWDLQW\� DQG� ULVN�� ZKLFK� DUH� RI� JUHDW�

VLJQLILFDQFH�IRU�ERWK�SROLF\�SUDFWLWLRQHUV�DQG�WKH�HFRQRPLF�DJHQWV�DFWLQJ�DV�GHFLVLRQ�PDNHUV�

DQG�KDYH�D�NH\�UROH�LQ�WKH�GHYHORSPHQW�RI�GHULYDWLYHV�PDUNHWV���

Although the word “risk” referV�WR�ERWK�LWV�OLWHUDO�PHDQLQJ�DQG�XQFHUWDLQW\�LQ�GDLO\�XVH��LQ�IDFW�

WKHVH�WZR�FRQFHSWV�GLIIHU�IURP�HDFK�RWKHU�DV�WR�WKHLU�HIIHFWV�RQ�HFRQRPLF�DJHQWV�DQG�HYHQWV��

5LVN�FDQ�EH�PHDVXUHG��&DVHV�ZKHUH�WKH�FRXUVH�DQG�UHVXOWV�RI�WKH�HYHQWV�FDQQRW�EH�PHDVXUHG�

QRU�SUHGLFWHG�DUH�QRW�UHIHUUHG�WR�DV�ULVN�EXW�XQFHUWDLQW\��,Q�RWKHU�ZRUGV��WKH�LQWDQJLEOH�DVSHFW�

RI�HYHQWV�LV�GHILQHG�DV�XQFHUWDLQW\���

'XH�WR�WKH�LQWDQJLEOH�QDWXUH�RI�XQFHUWDLQW\��LWV�UHVXOWV�DQG�WKH�H[WHQW�RI�LWV�HIIHFWV�FDQQRW�EH�

SUHGLFWHG�� 3UREDELOLW\� FDQQRW� EH� DWWULEXWHG� WR� XQFHUWDLQW\�� 8QFHUWDLQW\� LV� LQHYLWDEOH� DQG� LWV�

UHVXOWV�DUH�XQPDQDJHDEOH��7KHUH�H[LVWV�QR�PDUNHW�WKDW�FDQ�DYRLG�XQFHUWDLQW\���

2Q�WKH�RWKHU�KDQG��ULVN�UHIHUV�WR�WKH�PHDVXUHPHQW�RI�WKH�IXWXUH�HIIHFWV�RI�HYHQWV��5LVN�FDQ�EH�

FDOFXODWHG�� UHVXOWV�RI� ULVNV� FDQ�EH�H[SODLQHG�E\�FHUWDLQ�SUREDELOLWLHV�� ,Q� WKLV�FRQWH[W�� ULVN� LV�

SUHGLFWDEOH�DQG�ZH�FDQ�PDQDJH�LWV�UHVXOWV��7KHUH�H[LVW�PDUNHWV�IRU�ULVN�PDQDJHPHQW���

,Q�7XUNH\��KLJK�DQG�YRODWLOH�LQIODWLRQ�KDV�EHHQ�WKH�PDLQ�VRXUFH�RI�XQFHUWDLQW\�IRU�WKH�ODVW����

\HDUV�� &RQFHSWV� RI� XQFHUWDLQW\� DQG� ULVN� KDYH� EHFRPH� LQGLVWLQJXLVKDEOH�� +HQFH�� LW� KDV� EHHQ�

LPSRVVLEOH� WR� LPSOHPHQW� ULVN� PDQDJHPHQW� RU� WR� HVWDEOLVK� ULVN� PDQDJHPHQW� DJHQWV� RQ� WKLV�

VOLSSHU\�VORSH���

$W�WKLV�SRLQW��,�ZRXOG�OLNH�WR�GHDO�ZLWK�D�WHFKQLFDO�PDWWHU��$V�LW�LV�NQRZQ��YRODWLOLW\�LV�SULFHG�LQ�

GHULYDWLYHV�PDUNHWV��:KHQ�XQFHUWDLQW\� LV�KLJK��YRODWLOLW\�LQFUHDVHV�VLJQLILFDQWO\��7KLV�PDNHV�

SULFLQJ� GLIILFXOW� DQG� LQ� WKHVH� FLUFXPVWDQFHV� SULFHV� UHDFK� YHU\� KLJK� OHYHOV�� +HQFH�� ULVN�

PDQDJHPHQW�EHFRPHV�DOPRVW�LPSRVVLEOH��7KLV�LV�RQH�RI�WKH�XQGHUO\LQJ�UHDVRQV�IRU�WKH�SRRU�

ULVN�PDQDJHPHQW�LQ�RXU�FRXQWU\��7KH�IDFW�WKDW�IXWXUH�XQFHUWDLQW\�ZDV�KLJK�XQWLO�UHFHQWO\�GXH�

WR�PDFURHFRQRPLF�LQVWDELOLW\�KDG�NHSW�WKH�JHQHUDO�OHYHO�RI�LQWHUHVW�UDWHV�LQ�DQ�XSZDUG�WUHQG��

$V�D�UHVXOW��WKHVH�WZR�IDFWRUV�KDYH�SUHYHQWHG�WKH�VPRRWK�RSHUDWLRQ�RI�GHULYDWLYHV�PDUNHWV���

7KH�RWKHU�IDFWRUV�WKDW�KDYH�OHG�WR�WKH�SRRU�GHYHORSPHQW�RI�ULVN�PDQDJHPHQW�DQG�RI�GHULYDWLYHV�

PDUNHWV� LQ�7XUNH\�DUH�KLJK�SXEOLF�GHILFLWV�DQG�WKH�IUDJLOLW\�RI� WKH�SXEOLF�ILQDQFH�FDXVHG�E\�

KLJK� SXEOLF� GHILFLWV�� $V� ZH� DUH� DOO� DZDUH�� LQ� WKH� SDVW�� FDSLWDO� DFFXPXODWLRQ� ZDV� EDVHG� RQ�

SXEOLF� UHVRXUFHV� LQ� 7XUNH\�� +RZHYHU�� DV� D� UHVXOW� RI� LQFUHDVLQJ� SXEOLF� GHILFLWV�� WKH� FDSLWDO�

SURYLGHG�E\�WKH�SXEOLF�VHFWRU�WR�WKH�SULYDWH�VHFWRU�ZDV�WKHQ�H[WHQGHG�E\�WKH�SULYDWH�VHFWRU�WR�
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WKH� SXEOLF� VHFWRU�� ,Q� WKLV� FRQWH[W�� WKH� PDUNHW� GHYHORSHG� E\� JRYHUQPHQW� VHFXULWLHV� WKDW� DUH�

LVVXHG� DJDLQVW� SXEOLF� GHEW� KDYH� EHFRPH� WKH� PRVW� LPSRUWDQW� DQG� RQO\� PDUNHW�� ZKLFK� XVHV�

DOPRVW� DOO� WKH� UHVRXUFHV� RI� WKH� HFRQRP\�GXH� WR� LQFUHDVLQJ� SXEOLF� GHEW� DV� ZHOO� DV�KLJK� UHDO�

LQWHUHVWV�SD\DEOH��6XFK�D�IUDPHZRUN��LQ�RWKHU�ZRUGV��DQ�HQYLURQPHQW�ZKHUH�SXEOLF�ILQDQFH�LV�

UDWKHU� GRPLQDQW� GLG� QRW� DOORZ� WKH� HPHUJHQFH� RI� QHZ� ILQDQFLDO� LQVWUXPHQWV� WR� ILQDQFH� WKH�

SULYDWH�VHFWRU��QRU�WKH�GHHSHQLQJ�RI�ILQDQFLDO�PDUNHWV��0RUHRYHU��SRUWIROLR�GLYHUVLILFDWLRQ��WKH�

VLPSOHVW�HOHPHQW�RI�ULVN�PDQDJHPHQW��FRXOG�QRW�EH�DFKLHYHG��

7KH� PRVW� VLJQLILFDQW� SRLQW� LQ� WKLV� SURFHVV� LV� WKDW�� DV� DQ� RXWFRPH� RI� ERWK� WKH� VWUXFWXUH� RI�

ILQDQFLDO�PDUNHWV�DQG�RWKHU�SROLFLHV�LPSOHPHQWHG��D�ORW�RI�ULVNV�VXFK�DV�H[FKDQJH�ULVN��LQWHUHVW�

ULVN��SULFH�ULVN�DQG�QRQ�SD\PHQW�ULVN�ZHUH�DVVXPHG�E\�WKH�SXEOLF��,Q�WKLV�VFHQDULR��WKH�SULYDWH�

VHFWRU� GLG� QRW� IHHO� WKH� QHHG� WR� PDQDJH� LWV� RZQ� ULVNV�� ,Q� RWKHU� ZRUGV�� LQGLYLGXDOV� DQG�

LQVWLWXWLRQV�OHIW�ULVN�PDQDJHPHQW�WR�WKH�JRYHUQPHQW�DQG�WKLV�SURFHVV�FUHDWHG�D�YLFLRXV�FLUFOH���

,Q� FRQFOXVLRQ�� WKH� XQFHUWDLQW\� FDXVHG� E\� FKURQLF� LQIODWLRQ� DQG� KLJK� SXEOLF� GHEW� FUHDWHG� E\�

SXEOLF� ILQDQFH� GHILFLW� KLQGHUHG� WKH� GHYHORSPHQW� RI� ULVN� PDQDJHPHQW� DQG� WKHUHIRUH�� RI�

GHULYDWLYHV�PDUNHWV���

,�DP�JODG�WR�VD\�WKDW�DV�RI�WRGD\�ZH�KDYH�VWDUWHG�WR�VROYH�SUREOHPV�RI�WKH�SDVW��7KH�7XUNLVK�

HFRQRP\� LV� VWLOO� XQGHUJRLQJ� D� VWUXFWXUDO� FKDQJH� SURFHVV� DQG� VLJQLILFDQW� SURJUHVV� KDV� EHHQ�

PDGH���

/HW�PH�RXWOLQH�WKLV�SURFHVV�RI�FKDQJH�LQ�WKH�7XUNLVK�HFRQRP\�LQ�WKUHH�PDLQ�SRLQWV��ZKLFK�ZLOO�

VHUYH�DV�JXLGHOLQHV�WR�WKH�QHFHVVDU\�VWHSV�ZH�VKRXOG�WDNH�LQ�WKH�IXWXUH���

7KH�ILUVW�SRLQW�LV�WKDW�ZH�KDYH�PDGH�JUHDW�SURJUHVV�LQ�WKH�ILJKW�DJDLQVW�LQIODWLRQ��WKH�SULPDU\�

VRXUFH� RI� XQFHUWDLQW\� DV� ZHOO� DV� LQ� HVWDEOLVKLQJ� ODVWLQJ� PDFUR�HFRQRPLF� VWDELOLW\�� 7RGD\��

LQIODWLRQ�LV�LQ�VLQJOH�GLJLWV��0RUH�LPSRUWDQWO\��RXU�VXUYH\V�PHDVXULQJ�H[SHFWDWLRQV�UHYHDO�WKDW�

LQIODWLRQ�LV�QRZ�XQGHU�FRQWURO�DQG�SULFH�VWDELOLW\�LV�GHILQLWHO\�DQ�DFKLHYDEOH�WDUJHW���

7KH� WLJKW� ILVFDO� SROLF\� LPSOHPHQWHG� GXULQJ� WKH� SURFHVV� RI� HVWDEOLVKLQJ� PDFURHFRQRPLF�

VWDELOLW\�KDV�FRQWULEXWHG�WR�ERWK�HQWHULQJ�D�JURZWK�SHULRG�EDVHG�RQ�VROLG�IRXQGDWLRQV�DULVLQJ�

IURP�WKH�SULYDWH�VHFWRU��UHGXFLQJ�WKH�UROH�RI�WKH�SULYDWH�VHFWRU�E\�GHFUHDVLQJ�ILVFDO�GRPLQDQFH�

DQG�HVWDEOLVKLQJ�VWDELOLW\�WKURXJK�LWV�LPSDFW�RQ�H[SHFWDWLRQV���

,Q�DGGLWLRQ��IROORZLQJ�WKHVH�GHYHORSPHQWV��WKH�FDSLWDO�DFFXPXODWLRQ�SURFHVV�LV�XQGHUJRLQJ�D�

FKDQJH��7KH�VRXUFH�RI�JURZWK�LV�QR�ORQJHU�WKH�SXEOLF�VHFWRU��EXW�WKH�SULYDWH�VHFWRU��$�ULVH�LQ�
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SURGXFWLYLW\�KDV�FRPH�WR�WKH�IRUHJURXQG�LQ�DOO�VHFWRUV��:H�DUH�DERXW�WR�HVWDEOLVK�DQ�HFRQRPLF�

VWUXFWXUH�IRU�ZKLFK�PHDVXUHPHQWV�DQG�FULWHULD�RI�WKH�JOREDO�PDUNHW�DSSO\�����

,Q�WKLV�VFHQDULR��WKH�HDVH�RI�XQFHUWDLQWLHV�EULQJV�ULVN�PDQDJHPHQW�DQG�ULVN�LQVWUXPHQWV�LQWR�WKH�

IRUHJURXQG�� )URP� QRZ� RQ�� HDFK� HFRQRPLF� XQLW� ZLOO� DVVXPH� DQG� PDQDJH� LWV� RZQ� ULVN�DV� LQ�

HYHU\�VRXQG�PDUNHW��7KLV�LV�WKH�XQGHUO\LQJ�FRQFHSW�LQ�GHULYDWLYHV�PDUNHWV�LQ�WKH�ZRUOG���

6HFRQGO\�� ,� ZRXOG� OLNH� WR� IRFXV� RQ� IRXU� FRQFHSWV� WKDW� DUH� UHODWLYHO\� QHZ� IRU� RXU� FRXQWU\��

QDPHO\� LQVWLWXWLRQDOL]DWLRQ��DFFRXQWDELOLW\�� WUDQVSDUHQF\�DQG��LQ�WKLV�FRQWH[W�� WKH�LPSRUWDQFH�

RI�FRPPXQLFDWLRQ�SROLFLHV��%RWK�WKH�LQVWLWXWLRQDOL]DWLRQ�RI�WKH�SROLFLHV�LQ�LPSOHPHQWDWLRQ�DQG�

WUDQVSDUHQF\�RI�WKH�JRYHUQPHQW�DJHQFLHV�LPSOHPHQWLQJ�WKHVH�SURJUDPV�DQG�VKDULQJ�WKHP�ZLWK�

WKH�SXEOLF�SOD\�D�NH\�UROH�LQ�HDVLQJ�WKH�XQFHUWDLQWLHV�LQ�RXU�HFRQRP\��

7KH�WKLUG�SRLQW�,�ZRXOG�OLNH�WR�VKDUH�ZLWK�\RX�LV�WKH�LQFUHDVH�LQ�FRQILGHQFH��ZKLFK�LV�DFWXDOO\�

DQ�RXWFRPH�RI�WKH�FKDQJH�LQ�7XUNLVK�HFRQRP\��7R�FODULI\�WKLV�SRLQW��SXEOLF�FRQILGHQFH�LQ�WKH�

HFRQRPLF� SROLFLHV� LQ� LPSOHPHQWDWLRQ� DQG� IDYRUDEOH� H[SHFWDWLRQV� RI� WKH� UHVXOWV� RI� WKHVH�

SROLFLHV�KDYH�LQFUHDVHG�DQG�DUH�FRQWLQXLQJ�WR�LQFUHDVH���

7KH�PRVW�FRQFUHWH�LQGLFDWRU�RI�WKLV�FRQILGHQFH�LV�WKDW�WKH�LQIODWLRQ�WDUJHW�LV�EHFRPLQJ�D�PRUH�

FUHGLEOH�QRPLQDO�DQFKRU�IRU�HFRQRPLF�DJHQWV��LQ�RWKHU�ZRUGV��LW�LV�PRUH�FRPPRQO\�XVHG�DV�D�

UHIHUHQFH���

7KH�H[LVWHQFH�RI�D�VWURQJ�QRPLQDO�DQFKRU�LQ�DQ�HFRQRP\��ZKLFK�FDQ�EH�XVHG�DV�D�UHIHUHQFH��

KHOSV� WR� VKDSH� RWKHU� HFRQRPLF� YDULDEOHV�� $FFRUGLQJO\�� YRODWLOLW\� ERWK� LQ� HFRQRPLF�

IXQGDPHQWDOV� DQG� LQ� RWKHU� YDULDEOHV� JUDGXDOO\� GHFUHDVHV�� 7KLV� SRLQW� LV� RI� JUHDW� LPSRUWDQFH�

ZLWK� UHVSHFW� WR� UHVROYLQJ� WKH� SULFLQJ� GLIILFXOW\� DULVLQJ� IURP� H[FHVVLYH� YRODWLOLW\�� DV� ,� KDYH�

DOUHDG\�HPSKDVL]HG�DW�WKH�EHJLQQLQJ�RI�P\�VSHHFK�����

7RGD\�ZH�DUH�KDSS\�WR�VHH�WKDW�HFRQRPLF�XQLWV�DUH�QRZ�DEOH�WR�IRUHVHH�ORQJHU�WHUPV�DQG�WKH\�

DUH�LQ�D�SRVLWLRQ�WR�FDUU\�RXW�ORQJHU�WHUP�WUDQVDFWLRQV��7KHVH�GHYHORSPHQWV�DUH�YHU\�LPSRUWDQW�

VWHSV�IRU�GHWHUPLQLQJ�EHQFKPDUN�LQWHUHVW�UDWHV�IRU�SULFLQJ�GHULYDWLYHV�RSHUDWLRQV���

$V� D� FRQVHTXHQFH� RI� WKH� PDFUR�HFRQRPLF� VWDELOLW\� DQG� VWUXFWXUDO� UHIRUP� SURFHVV�� ZH� KDYH�

QRZ�UHDFKHG�WKH�SRLQW�ZKHUH�ZH�FDQ�LPSOHPHQW�SHUIRUP�ULVN�PDQDJHPHQW���

7KH�7XUNLVK�'HULYDWLYHV�([FKDQJH�LV�WKH�PRVW�LPSRUWDQW�SLOODU�DQG�FRPSOHPHQWDU\�HOHPHQW�RI�

WKLV�SURFHVV��,Q�DOO�RXU�SUHVHQWDWLRQV�KHOG�LQ�$QDWROLDQ�FLWLHV��DW�WKH�*UDQG�1DWLRQDO�$VVHPEO\�
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RU�LQ�WKH�&RXQFLO�RI�0LQLVWHUV�0HHWLQJV�VLQFH�������ZH��DV�WKH�&HQWUDO�%DQN��KDYH�SRLQWHG�RXW�

WKH�LPSRUWDQFH�RI�WKH�GHULYDWives market and reiterated that these markets are a ‘must”. �

1RZ�WKDW�ZH�KDYH�EULHIO\�FRQVLGHUHG�WKH�SKDVH�RI�XQFHUWDLQW\�DQG�WKH�SURFHVV�RI�GHYHORSPHQW�

RI� ULVN� PDQDJHPHQW� LQ� 7XUNH\�� ,� ZRXOG� OLNH� WR� JLYH� \RX� DQ� RYHUYLHZ� RI� WKLV� GHYHORSPHQW�

SURFHVV�LQ�WKH�ZRUOG��)LUVW�RI�DOO��OHW�PH�UHPLQG�\RX�WKDW�DOWKRXJK�FRQGXFWLQJ�WUDQVDFWLRQV�RQ�

WKH�IXWXUHV�PDUNHW�GDWHV�EDFN�WR�D�ORQJ�WLPH�DJR��LWV�GHYHORSPHQW�ZDV�D�WLPH�FRQVXPLQJ�RQH��

5HJDUGLQJ� WKLV� LVVXH�� ,� ZRXOG� OLNH� WR� VKDUH� ZLWK� \RX� VRPH� LQIRUPDWLRQ� WKDW� ,� EHOLHYH� WR� EH�

LQWHUHVWLQJ��7KH�ILUVW�UHFRUGHG�DFFRXQW�RI�GHULYDWLYH�FRQWUDFWV�FDQ�EH�WUDFHG������\HDUV�EDFN�WR�

WKH�DQFLHQW�*UHHN�SKLORVRSKHU�7KDOHV�RI�0LOHWXV��ZKR�GXULQJ�WKH�ZLQWHU��QHJRWLDWHG�ZKDW�ZHUH�

HVVHQWLDOO\�FDOOHG�RSWLRQV�RQ�RLO�SUHVVHV�IRU�WKH�VSULQJ�ROLYH�KDUYHVW��:H�NQRZ�WKDW�ULFH�IXWXUHV�

ZHUH�EHLQJ�WUDGHG�LQ�-DSDQ�LQ���
� �

�FHQWXU\�DQG�RSWLRQV�DQG�IXWXUHV�IRU�JUDLQV�ZHUH�WUDGHG�LQ�

+ROODQG�LQ���
� �

�FHQWXU\��

7KH� GHYHORSPHQW� RI� WKH� ILQDQFLDO� GHULYDWLYHV� H[FKDQJH� DFFHOHUDWHG� SDUDOOHO� WR� WKH� QHHG� IRU�

KHGJLQJ�LQFUHDVHG�H[FKDQJH�UDWH�ULVN�DIWHU�WKH�FROODSVH�RI�WKH�%UHWWRQ�:RRGV�6\VWHP��ZKLFK�

ODVWHG�IRU�DSSUR[LPDWHO\����\HDUV�DQG�SURYLGHG�D�V\VWHP�RI�IL[HG�H[FKDQJH�UDWH�V\VWHP�LQ�WKH�

����V��$W� WKH�RXWVHW�RI� WKLV�SURFHVV��PDQ\�SHRSOH�VHYHUHO\�REMHFWHG� WR� WKH�HVWDEOLVKPHQW�RI�

GHULYDWLYHV�H[FKDQJHV�FODLPLQJ�WKDW�WKH\�ZRXOG�HQFRXUDJH�YRODWLOLW\�DQG�LQFUHDVH�VSHFXODWLRQV�

and manipulations on the markets. This very much reminds me of the “it is not possible in 

Turkey” or “it is not the right time,” comments I hear whenevHU� ZH� WU\� WR� LPSOHPHQW�

VRPHWKLQJ�QHZ��

The Nobel prize winning economist Milton Friedman’s speech at the opening of the foreign 

H[FKDQJH�RSWLRQV�PDUNHW�DW�WKH�&KLFDJR�0HUFDQWLOH�([FKDQJH�LQ�$XWXPQ������FRQWDLQV�VRPH�

YHU\�LPSRUWDQW�LQIRUPDWLRQ�IRU�XV��/HW�PH�UHDG�D�YHU\�VKRUW�H[WUDFW�RI�KLV�VSHHFK���

³)LQDQFLDO�LQVWUXPHQWV�UHODWLQJ�WR�IRUHLJQ�WUDGH�DUH�DOO�FRPSOHPHQWDU\�DQG�WKH�(QJOLVK�FDVH�

VKRZV� WKDW� ILQDQFLDO� VHUYLFHV� PD\� ZHOO� EHFRPH� D� YHU\� SURILWDEOH� H[SRUW� LWHP�� :LWKLQ� WKLV�

IUDPHZRUN��GHYHORSPHQW�RI�D�GHULYDWLYHV�PDUNHW��ZKLFK� LV�QRUPDOO\�H[SHFWHG�WR�H[LVW� LQ�WKH�

PDUNHWV��QRW� LQ�DQRWKHU�FRXQWU\�EXW� LQ� WKH�86$� LV� LPSRUWDQW�QRW�EHFDXVH� LW� LQFUHDVHV� WUDGH�

DQG� LQYHVWPHQW� KHUH� EXW� H� LW� HQDEOHV� H[SRUW� RI� WKHVH� VHUYLFHV� DV� ZHOO�� � 'HYHORSPHQW� RI�

GHULYDWLYHV�PDUNHW�ZRXOG�VXSSRUW�WKH�GHYHORSPHQW�RI�RWKHU�ILQDQFLDO�DFWLYLWLHV�LQ�WKH�FRXQWU\��

ZRXOG� EULQJ� DGGLWLRQDO� LQFRPH� WKURXJK� H[SRUWV� LQ� VHUYLFHV� VHFWRU� DQG� HQKDQFH� WKH�

HIIHFWLYHQHVV�RI�PRQHWDU\�SROLF\�´�
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7RGD\� WKH� WUDQVDFWLRQ� YROXPH� LQ� GHULYDWLYHV� PDUNHWV� LV� YHU\� PXFK� DERYH� WKH� WUDQVDFWLRQ�

YROXPH�LQ�VSRW�PDUNHWV��LQ�RWKHU�ZRUGV��LQ�PDUNHWV�ZKHUH�WKH�WUDGLQJ�DQG�H[FKDQJH�RI�JRRGV�

WUDGHG�DUH�UHDOL]HG�RQ�WKH�VDPH�GD\��,Q�������WKH�YROXPH�RI�GDLO\�IRUHLJQ�H[FKDQJH�RSWLRQV�

WUDQVDFWLRQV��H[FOXGLQJ�RYHU�WKH�FRXQWHU�PDUNHWV��ZDV�86�GROODU�����WULOOLRQ��ZKLFK�HTXDOV����

SHUFHQW�RI�WKH�RYHUDOO�PDUNHW�YROXPH���

7RGD\� ZH� DUH� DERXW� WR� EULQJ� LQ�� DQG� PRUH� LPSRUWDQWO\�� LQVWLWXWLRQDOL]H� ULVN� PDQDJHPHQW�

SULQFLSOHV�DQG�WR�LQLWLDWH�WKH�GHULYDWLYHV�PDUNHW�SURFHVV��7KLV�SURFHVV�LV�RI�JUHDW�LPSRUWDQFH�

ZLWK� UHVSHFW� WR� WKH�RYHUDOO�HFRQRPLF�DFWLYLWLHV�� ,W�VKRXOG�EH�ERUQH� LQ�PLQG�WKDW� WKLV�SURFHVV�

ZLOO� VRPHWLPHV�EH�DUGXRXV�DQG� WLPH�FRQVXPLQJ�DQG� LW�ZLOO�DOVR�EH�D�VHOI�IXOILOOLQJ�SURFHVV��

(YHQ�LI�LW�WDNHV�D�ORQJ�WLPH��VRRQHU�RU�ODWHU�WKH�GHULYDWLYHV�PDUNHW�ZLOO�EH�HVWDEOLVKHG�LQ�RXU�

FRXQWU\���

,�DP�SOHDVHG�WR�VD\�WKDW�,�DP�YHU\�KDSS\�WR�ZLWQHVV�WKH�HIIRUWV�WR�GHYHORS�D�GHULYDWLYHV�PDUNHW�

DQG� WKLV� DFKLHYHPHQW� DV�ZHOO� DV� LWV� VLJQLILFDQFH� IRU� WKH�HQWLUH�HFRQRP\�LV�D�YHU\� LPSRUWDQW�

VWHS�IRU�7XUNLVK�HFRQRP\���

$W� WKLV� SRLQW�� ,� ZRXOG� OLNH� WR� VKDUH� ZLWK� \RX� DQ� H[SUHVVLRQ� ZH� IUHTXHQWO\� UHLWHUDWHG� DW� WKH�

LQLWLDO�VWDJH�RI�WKH�ILJKW�DJDLQVW�LQIODWLRQ��ZKLFK�ZDV�VXSSRVHG�WR�EH�D�WRXJK�DQG�ORQJ�ODVWLQJ�

SURFHVV��

“Even a thousand�\HDU�ORQJ�MRXUQH\�VWDUWV�ZLWK�D�VLQJOH�step.”�

$V�,�KDYH�PHQWLRQHG�EHIRUH��GHULYDWLYHV�PDUNHWV�DUH�RQH�RI�WKH�FRPSRQHQWV�RI�HFRQRPLHV�WKDW�

“RXJKW� WR� EH� SUHVHQW� DQ\KRZ� LQ� WKH� QDWXUDO� HYROXWLRQ� RI� PDUNHWV”, as put forward by 

)ULHGPDQ��$W�WKLV�VWDJH��,�ZRXOG�OLNH�WR�GUDZ�\RXU�DWWHQWLRQ�WR�WKH�PDJQLWXGH�DQG�VLJQLILFDQFH�

RI� WKH� IXQFWLRQV� SHUIRUPHG� DQG� FKDQJHV� EURXJKW� DERXW� LQ� WKH� HFRQRP\� E\� WKHVH� PDUNHWV��

ZKLFK�ZHUH�DOVR�HYDOXDWHG�ZLWKLQ� WKH�IUDPHZRUN�RI� WKH�H[SHULHQFHV�RI�RWKHU�FRXQWULHV��7KH�

PRUH�LQIRUPHG�ZH�DUH�DERXW�WKLV�VXEMHFW��WKH�PRUH�GHULYDWLYHV�PDUNHWV�ZLOO�EH�HPEUDFHG�DQG�

GHULYDWLYH� LQVWUXPHQWV� ZLOO� EHFRPH� PRUH� ZLGHVSUHDG�� &RQVLGHULQJ� WKH� WKUHH�GLPHQVLRQDO�

QDWXUH�RI� WKH�IXQFWLRQV�RI�ILQDQFLDO�PDUNHWV��WLPH��ULVN�DQG�LQIRUPDWLRQ��WKH�WLPH�GLPHQVLRQ�

FUHDWHV� ULVNV� FRQFHUQLQJ� WKH� IXWXUH�� ZKHUHDV� WKH� LQIRUPDWLRQ� GLPHQVLRQ� IDFLOLWDWHV� PRUH�

DFFXUDWH�GHFLVLRQV�WR�EH�WDNHQ�DV�WKH�IXWXUH�FDQ�EH�SUHGLFWHG�ZLWK�IHZHU�HUURUV���

:LWKLQ�WKLV�IUDPHZRUN��WKH�ILUVW�IXQFWLRQ�RI�GHULYDWHV�PDUNHWV�LV�WR�HQVXUH�WKH�PDQDJHPHQW�RI�

ULVNV�RQ�D�ZLGH�VSHFWUXP� UDQJLQJ� IURP� ILQDQFLDO� LQVWUXPHQWV� VXFK�DV� IRUHLJQ�H[FKDQJH�DQG�
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LQWHUHVW� UDWHV� WR�FRPPRGLW\�SULFHV��7KH�VHFRQG�IXQFWLRQ�LV�WR�SURYLGH�HFRQRPLF�DJHQWV�ZLWK�

FRUUHFW� LQIRUPDWLRQ� WKURXJK� WKH� SULFHV� IRUPHG� LQ� WKH� PDUNHW�� $W� WKLV� SRLQW�� OHW� PH� FODULI\�

FHUWDLQ�SRLQWV�ZLWK�UHJDUGV�WR�WKH�IORDWLQJ�H[FKDQJH�UDWH�UHJLPH��ZKLFK�KDV�EHHQ�LPSOHPHQWHG�

LQ�7XUNH\�VLQFH������DQG�LQ�DOPRVW�HLJKW\�FRXQWULHV�DOO�RYHU�WKH�ZRUOG�XS�WR�QRZ��7KLV�KDV�WR�

GR� ZLWK� WKH� H[FKDQJH� UDWH� EHLQJ� DPRQJ� WKH� ILUVW� FRQWUDFWV� WR� EH� RSHUDWLYH� LQ� WKH� 7XUNLVK�

'HULYDWLYHV� ([FKDQJH�� DV� ZHOO� DV� LWV� VLJQLILFDQFH� ZLWKLQ� WKH� FRQWH[W� RI� ULVN� PDQDJHPHQW��

ZKLFK�LV�WKH�SULPDU\�IXQFWLRQ�RI�GHULYDWLYHV�PDUNHWV���

$V�ZH�KDYH�HPSKDVL]HG�DW�DOO�WLPHV�VLQFH�WKH�ILUVW�GD\�RI�WKH�IORDWLQJ�H[FKDQJH�UDWH�UHJLPH�LQ�

7XUNH\��XQGHU�WKLV�UHJLPH�H[FKDQJH�UDWHV�DUH�GHWHUPLQHG�E\�VXSSO\�DQG�GHPDQG�FRQGLWLRQV��

7KH� OHYHO� RI� WKH� H[FKDQJH� UDWH� LV� VKDSHG� E\� HFRQRPLF� GHYHORSPHQWV�� H[WHUQDO� VKRFNV�� DQG�

H[SHFWDWLRQV�DQG� IOXFWXDWLRQV� LQ�WKH�ULVN�SUHPLXP�DUH�DSSOLFDEOH� WR�DOO�RI� WKHP��1HLWKHU� WKH�

&HQWUDO�%DQN�QRU�DQ\�RWKHU�DXWKRULW\�KDV�DQ\�FRPPLWPHQW�RU�WDUJHW�ZKDWVRHYHU�DV�UHJDUGV�WKH�

OHYHO�RI�H[FKDQJH�UDWH���

$W�WKLV�SRLQW��,�ZRXOG�OLNH�WR�XQGHUOLQH�WZR�SRLQWV�PLVVHG�E\�WKRVH�ZKR�KHOG�WKH�RSLQLRQ�IURP�

WKH�VWDUW� WKDW� WKH�IORDWLQJ�H[FKDQJH�UDWH�UHJLPH�FRXOG�QRW�EH�LPSOHPHQWHG�LQ�7XUNH\��DV�WKH�

ULVN�LQ�WKLV�UHJLPH�ZDV�WRR�KLJK��WKHUH�ZRXOG�EH�WRR�PXFK�YRODWLOLW\�LQ�WKH�IRUHLJQ�H[FKDQJH�

PDUNHWV��DQG�WKH�HFRQRP\��HVSHFLDOO\�WKH�IRUHLJQ�WUDGH�ZRXOG�EH�DGYHUVHO\�DIIHFWHG�DV�D�UHVXOW�

RI�WKHVH���

7KH�ILUVW�SRLQW�LV�WKDW�ZKHQ�SHJJHG�RU�IRUHVHHDEOH�H[FKDQJH�UDWH�UHJLPHV�DUH�LPSOHPHQWHG��DV�

WKH\� KDYH� EHHQ� LQ� WKH� SDVW�� LQ� HFRQRPLHV� OLNH� RXUV� ZKHUH� FDSLWDO� PRYHPHQWV� DUH� IUHH�� WKH�

H[FKDQJH�UDWH�ULVN�GRHV�QRW�GLVDSSHDU��EXW�LV�DVVXPHG�E\�WKH�SXEOLF�VHFWRU�RU�E\�WKH�FHQWUDO�

EDQNV�DV�WKH�PRQHWDU\�DXWKRULW\��&RQVLGHUHG�DV�D�ZKROH��LQ�HQYLURQPHQWV�ZKHUH�WKH�HFRQRP\�

KDV�D�UHODWLYHO\�IUDJLOH�VWUXFWXUH��IXUWKHU�HOHYDWHG�E\�WKH�ORRVH�ILVFDO�SROLFLHV�RI�JRYHUQPHQWV��

WKLV�PD\�EH�HYHQ�PRUH�FRVWO\�WKDQ�HDFK�HFRQRPLF�XQLW�DVVXPLQJ�LWV�RZQ�H[FKDQJH�UDWH�ULVN�

XQGHU�WKH�IORDWLQJ�H[FKDQJH�UDWH�UHJLPH���

7KH�VHFRQG�SRLQW�LV�WKDW�WKH�SUHVHQFH�RI�GHULYDWLYHV�PDUNHWV�ZRXOG�HQDEOH�IRUHLJQ�WUDGH�ILUPV��

XQGHU� WKH� IORDWLQJ� H[FKDQJH� UDWH� UHJLPH�� WR� DFW� DV� LI� H[FKDQJH� UDWHV� ZHUH� SHJJHG�� ,Q� RWKHU�

ZRUGV��ZLWK�WKH�GHYHORSPHQW�DQG�ZLGHVSUHDG�XVH�RI�GHULYDWLYHV�PDUNHWV��WKH�OHYHO�RI�IRUHLJQ�

WUDGH� ZRXOG�QRW� GLIIHU�XQGHU� WKH� IORDWLQJ�H[FKDQJH� UDWH� UHJLPH� IURP� WKDW�XQGHU� WKH�SHJJHG�
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H[FKDQJH�UDWH�UHJLPH��DQG�H[FKDQJH�UDWH�ULVN�ZRXOG�FHDVH�WR�EH�D�IDFWRU�LQIOXHQFLQJ�WKH�OHYHO�

RI�IRUHLJQ�WUDGH
�

��

$OWKRXJK� WKHVH� PDUNHWV� DUH� EHLQJ� QHZO\� IRXQGHG� LQ� 7XUNH\�� ,� ZRXOG� OLNH� DGGUHVV� D� SRLQW��

ZKLFK�RIWHQ�FRPHV�XS�LQ�LQWHUQDWLRQDO�OLWHUDWXUH�DQG�ZKLFK�,�EHOLHYH�PLJKW�DULVH�LQ�7XUNH\�LQ�

WKH�FRPLQJ�SHULRGV��/HDYLQJ�DVLGH�WKH�IDFW�WKDW�VSHFXODWLYH�WUDQVDFWLRQV�DUH�IUHTXHQWO\�PDGH�LQ�

GHULYDWLYHV�PDUNHWV��DQG�HVSHFLDOO\�WKH�IRUHLJQ�H[FKDQJH�PDUNHW��WKHVH�PDUNHWV�DUH�DOOHJHG�WR�

LQFUHDVH�ULVN�DQG�YRODWLOLW\�LQ�WKH�HFRQRP\��+RZHYHU��GHULYDWLYHV�PDUNHWV�GR�QRW�FUHDWH�QHZ�

ULVNV�LQ�WKH�HFRQRP\��LQVWHDG��WKH\�DOORZ�WKH�PDQDJHPHQW�RI�WKH�LPPLQHQW�ULVN��7KH�RULJLQ�RI�

VXFK�WKRXJKWV�LV�D�FRPPRQ�PLVSHUFHSWLRQ�ZLWK�UHJDUGV�WR�WUDQVDFWLRQV�FDUULHG�RXW�VSHFXODWLYH�

SXUSRVHV��

(VSHFLDOO\� LQ� IRUHLJQ� H[FKDQJH� PDUNHWV�� WKH� OHYHO� RI� H[FKDQJH� UDWH� LV� GHWHUPLQHG� QRW� E\�

IRUZDUG� WUDQVDFWLRQV�� EXW� E\� VSRW� PDUNHW� WUDQVDFWLRQV�� $V� WUDQVDFWLRQV� LQ� WKH� GHULYDWLYHV�

PDUNHWV�GR�QRW�DIIHFW�RQH�WR�RQH�WKH�VXSSO\�RU�WKH�GHPDQG�VLGH�OLTXLGLW\��WKH\�HTXDOO\�GR�QRW�

DIIHFW�WKH�SULFH�IRUPHG�LQ�WKH�VSRW�PDUNHWV��,Q�WKLV�FDVH��VSHFXODWLYH�WUDQVDFWLRQV�WKDW�PLJKW�EH�

REVHUYHG� LQ� WKH�GHULYDWLYHV�PDUNHWV�VKRXOG�QRW�EH�H[SHFWHG� WR�KDYH�D�GUDVWLF� LPSDFW�RQ� WKH�

VSRW�PDUNHWV���

)XUWKHUPRUH��DV�,�KDYH�DOUHDG\�SRLQWHG�RXW�VHYHUDO�WLPHV��WKHUH�DUH�WZR�JURXSV�RI�VSHFXODWRUV�

LQ�PDUNHWV��7KH� ILUVW� JURXS�EX\V�ZKHQ�SULFHV�JR�XS��H[SHFWLQJ� WKHP� WR� ULVH� IXUWKHU�RU� VHOOV�

ZKHQ�SULFHV�JR�GRZQ��H[SHFWLQJ�WKHP�WR�GHFOLQH�HYHQ�PRUH��ZH�FDQ�GHVFULEH�WKLV�JURXS�DV�EDG�

VSHFXODWRUV��7KLV�LV�WKH�W\SH�RI�VSHFXODWRU�PRVWO\�VHHQ�LQ�7XUNH\��$OVR�LQ�WKH�SURFHVV�RI�WKH�

ILJKW�DJDLQVW�LQIODWLRQ��WKLV�JURXS�KHOG�LWV�DVVHWV�LQ�IRUHLJQ�H[FKDQJH��LQ�OLQH�ZLWK�ROG�KDELWV��

WKXV�FRQWLQXLQJ�WR�EX\�IRUHLJQ�H[FKDQJH�DW�KLJK�UDWHV��ZLWK�WKH�EHOLHI�WKDW�7XUNLVK�OLUD�ZRXOG�

GHSUHFLDWH�DQ\ZD\��XVHG�QR�LQVWUXPHQWV�ZKDWVRHYHU�IRU�ULVN�PDQDJHPHQW��DQG�ZKHQ�7XUNLVK�

OLUD�DSSUHFLDWHG�XQGHU�WKH�IORDWLQJ�H[FKDQJH�UDWH�UHJLPH�GXH�WR�PDUNHW�FRQGLWLRQV��LW�FULWLFL]HG�

WKH�VWDELOLW\�SURJUDP�DQG�SROLFLHV�LPSOHPHQWHG��7KLV�JURXS�RI�VSHFXODWRUV��GHVSLWH�LQFUHDVLQJ�

YRODWLOLW\� WR� D� FHUWDLQ� H[WHQW�� FDQQRW� UHPDLQ� LQ� WKH� PDUNHW� IRU� ORQJ�� DV� WKH\� JHQHUDOO\� ORVH�

PRQH\���

7KH� VHFRQG�JURXS�RU� WKH�JRRG�VSHFXODWRU��RQ� WKH�RWKHU�KDQG�� LQ� OLQH�ZLWK�KLV�KHU� IRUHFDVWV��

VHOOV�ZKHQ�LW�LV�D�EXOO�PDUNHW�DQG�EX\V�ZKHQ�LW�LV�D�EHDU�PDUNHW��/HDYLQJ�DVLGH�WKH�SUREOHPV�RI�

FDXVLQJ�YRODWLOLW\��WKLV�JURXS�FRQWULEXWHV�WR�VWDELOLW\�LQ�WKH�PDUNHWV���

������������������������������ �������������������

 Baron D. (1976), “Flexible Exchange Rates, Forward Markets and the Level of Trade”, The American 
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:LWKLQ� WKLV� IUDPHZRUN�� LW� LV� SRVVLEOH� WR� VHH� PHPEHUV� RI� ERWK� JURXSV� LQ� DQ\� PDUNHW�� ,Q� DQ�

HIIHFWLYH�PDUNHW��LW�LV�QRW�SRVVLEOH�WR�PDNH�D�SURILW�FRQWLQXRXVO\�JXLGHG�E\�EDG�VSHFXODWLRQ��

QRU�GR�WKH�SULFHV�IRUPHG�LQ�WKH�PDUNHW�DSSURDFK�WKRVH�SULFHV�LQGLFDWHG�E\�HFRQRPLF�YDULDEOHV��

&RQVHTXHQWO\��VSHFXODWLRQ�GRHV�QRW�KDYH�PXFK�HIIHFW�RQ�SULFHV�FUHDWHG�LQ�DQ�HIIHFWLYH�PDUNHW��

RQ� WKH�FRQWUDU\�� LW�PD\�PDNH�D�SRVLWLYH�FRQWULEXWLRQ� WR� WKH�PDUNHWV�E\� LQFUHDVLQJ� OLTXLGLW\��

+HQFH�� VSHFXODWLRQ� LV�QRW� D� WKUHDW� LQ�GHULYDWLYHV�PDUNHWV��EXW� D�JXLGH� LQ�DFWLYDWLQJ� WKH�VSRW�

PDUNHW�E\�LQFUHDVLQJ�OLTXLGLW\��

$QRWKHU�LPSRUWDQW�SRLQW�ZLWK�UHJDUGV�WR�GHULYDWLYHV�PDUNHWV�LV�WKDW�WKHVH�PDUNHWV�HQKDQFH�WKH�

SUHGLFWDELOLW\�RI�VSRW�PDUNHWV��ZKLFK�IRUP�WKH�EDVLV��DQG�KHOS�WKHP�SHUIRUP�PRUH�HIIHFWLYHO\��

E\�HQDEOLQJ�WKH�H[SHFWDWLRQV�RI�HFRQRPLF�XQLWV�LQ�WKH�IXWXUH�WR�EH�PHDVXUHG�DQG�UHIOHFWHG�RQ�

SULFHV�� $V� D� PDWWHU� RI� IDFW�� SULFHV� LQ� GHULYDWLYHV� PDUNHWV� DUH� DFWXDOO\� WKH� SULFHV� WKDW� DUH�

H[SHFWHG�LQ�VSRW�PDUNHWV�LQ�WKH�IXWXUH���

&RQVHTXHQWO\�� GHULYDWLYHV� PDUNHWV� FRQWULEXWH� WR� WKH� SUHGLFWDELOLW\� FDVK� IORZV� RI� HFRQRPLF�

XQLWV�DQG�WKHLU�SURILWV�RU�ORVVHV�DULVLQJ�IURP�ULVN�RU�YRODWLOLW\�E\�UHGXFLQJ�H[FHVVLYH�YRODWLOLW\�

LQ� VSRW� PDUNHWV�� RQ� RQH� KDQG�� DQG� E\� RIIHULQJ� DQ� RSSRUWXQLW\� WR� HFRQRPLF� XQLWV� IRU� ULVN�

PDQDJHPHQW��RQ�WKH�RWKHU�KDQG���

,Q� WKLV� ZD\�� IUDJLOLWLHV� LQ� WKH� ILUPV� VHFWRU� DULVLQJ� IURP� GHWHULRUDWLRQV� LQ� EDODQFH� VKHHWV� DUH�

UHVWRUHG�DQG�WKH�HFRQRP\�DV�D�ZKROH�VWUHQJWKHQV�LWVHOI�DJDLQVW�VKRFNV��$W�WKLV�VWDJH��,�ZRXOG�

OLNH�WR�KLJKOLJKW�RQH�PRUH�SRLQW�DERXW�WKH�IORDWLQJ�H[FKDQJH�UDWH�UHJLPH��,Q�7XUNH\��WKH�ILUPV�

VHFWRU� KDV� WR� EH� FDXWLRXV� DERXW� LPEDODQFHV� LQ� IRUHLJQ� H[FKDQJH� GHQRPLQDWHG� DVVHWV� DQG�

OLDELOLWLHV�RQ�WKHLU�EDODQFH�VKHHWV��8QGHU�WKH�IORDWLQJ�H[FKDQJH�UDWH�UHJLPH��ILUPV�ZLWK�IRUHLJQ�

FXUUHQF\�GHQRPLQDWHG� LQFRPH� DQG� GRPHVWLF� FXUUHQF\�GHQRPLQDWHG� H[SHQGLWXUH�� RU� YLFH�

YHUVD�� VKRXOG� UHVWRUH� WKH� LPEDODQFHV� RQ� WKHLU� EDODQFH� VKHHWV�� LQ� RWKHU� ZRUGV�� HOLPLQDWH� WKH�

H[FKDQJH� UDWH� ULVN� WKH\� DUH� IDFHG� ZLWK�� ,Q� RUGHU� WR� DFKLHYH� WKLV�� ILUPV� VKRXOG� REVHUYH� ULVN�

PDQDJHPHQW�SULQFLSOHV�DQG�HPSOR\�GHULYDWLYHV�PDUNHW�LQVWUXPHQWV���

7KH�ILUPV�VHFWRU��HVSHFLDOO\�SURGXFWLRQ�ILUPV��FDQ�DOORFDWH�PRUH�UHVRXUFHV�IRU�SURGXFWLRQ�E\�

UHGXFLQJ�WKH�ILQDQFLDO�ULVNV�RQ�WKHLU�EDODQFH�VKHHWV��7KLV�DOVR�PDNHV�DQ�LPSRUWDQW�FRQWULEXWLRQ�

WR�HQKDQFLQJ�WKH�FRPSHWLWLYHQHVV�RI�ILUPV���

As of 2003, 92 percent of world’s largest 500 non�ILQDQFLDO�ILUPV�DUH�SURWHFWHG�DJDLQVW�ULVN�

WKURXJK� GHULYDWLYHV� LQVWUXPHQWV� DQG� WKLV� IXUWKHU� UHLQIRUFHV� WKH� LPSRUWDQFH� RI� VXFK�

������������������������������ ������������������������������ ������������������������������ ������������������������������ ���������������������������
(FRQRPLF�5HYLHZ��9RO������1R�����SS�����������
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LQVWUXPHQWV��0RUHRYHU��,�ZRXOG�OLNH�WR�SRLQW�RXW�WKDW�WKH�EHQHILWV�RI�GHULYDWLYHV�LQVWUXPHQWV�

GR�QRW�GHSHQG�RQ�WKH�VL]H�RI�WKH�ILUPV�WKH\�DUH�XVHG�E\��'HULYDWLYHV�LQVWUXPHQWV�DUH�EHQHILFLDO�

IRU�DOO� ILUPV�DQG�WKH�GHFLVLRQ�WR�XVH� WKHVH� LQVWUXPHQWV� LV� ODUJHO\�VKDSHG�E\� WKH�JRDOV�RI� WKH�

ILUP�UDWKHU�WKDQ�LWV�VL]H���

+HUH�� ,� ZRXOG� OLNH� WR� WRXFK� XSRQ� D� SRLQW� DERXW� WKH� LQIRUPDWLRQ� WUDQVPLVVLRQ� IXQFWLRQ� RI�

GHULYDWLYHV� PDUNHWV�� 'HULYDWLYHV� PDUNHWV� RIIHU� HFRQRPLF� DJHQWV� WKH� FKDQFH� WR� SULFH� WKHLU�

H[SHFWDWLRQV� RI� WKH� IXWXUH�� 7KXV�� WKDQNV� WR� GHULYDWLYHV� PDUNHWV�� H[SHFWDWLRQV� EHFRPH�

PHDVXUDEOH�DQG�WKURXJK�SULFHV��PRUH�LQIRUPDWLRQ�FRQFHUQLQJ�WKH�IXWXUH�LV�VKDUHG�ZLWK�RWKHU�

HFRQRPLF� DJHQWV�� 7KLV� VWUXFWXUH� HQDEOHV� D� PRUH� HIIHFWLYH� UHVRXUFH� DOORFDWLRQ� PHFKDQLVP�

WKURXJK�PRUH�HIIHFWLYH�ILQDQFLDO�PDUNHWV�LQ�WKH�HFRQRP\�DV�D�ZKROH���

%HVLGHV� WKHLU� FRQWULEXWLRQ� WR� WKH� HIIHFWLYHQHVV� RI� WKH� UHVRXUFH� DOORFDWLRQ� PHFKDQLVP�� WKH�

GHYHORSPHQW� RI� GHULYDWLYHV� PDUNHWV� KHOSV� WKH� ILQDQFLDO� VHFWRU� WR� JURZ�� +HQFH�� GHULYDWLYHV�

PDUNHWV� FRQWULEXWH� WR� WKH� LQFUHDVH� LQ� QDWLRQDO� LQFRPH� DQG� HPSOR\PHQW� E\� LQGLUHFWO\�

HQFRXUDJLQJ�PRUH�HIIHFWLYH�UHVRXUFH�DOORFDWLRQ�DQG�E\�SURYLGLQJ�YDOXH�DGGHG�LPSDFW���

'HULYDWLYHV� PDUNHWV� LQWURGXFH� QHZ� LQYHVWPHQW� LQVWUXPHQWV� WR� WKH� ILQDQFLDO� LQWHUPHGLDU\�

V\VWHP��RU�LQ�D�EURDGHU�VHQVH��WR�WKH�ILQDQFLDO�V\VWHP��7KLV��LQ�WXUQ��LQFUHDVHV�WKH�QXPEHU�RI�

LQVWUXPHQWV�LQYHVWRUV�FDQ�XVH�LQ�RUGHU�WR�GLYHUVLI\�WKHLU�SRUWIROLRV�DQG�WKXV�GHHSHQV�ILQDQFLDO�

PDUNHWV���

,I�ZH�DQDO\]H�ZKDW�WKH�GLYHUVLW\�LQ�LQYHVWPHQW�LQVWUXPHQWV�PHDQV�IRU�RXU�FRXQWU\��ZH�VHH�WKDW�

WKDQNV�WR�WKH�GHULYDWLYHV�PDUNHWV��ERWK�UHDO�VHFWRU�DQG�ILQDQFLDO�VHFWRU�LQYHVWRUV�ZLOO�EH�DEOH�WR�

PDQDJH�WKHLU�ULVNV�LQ�GLYHUVLW\�LQ�OLQH�ZLWK�WKH�ZRUOG�PDUNHWV�DQG�WKLV�VWUXFWXUH�ZLOO�KHOS�RXU�

FRXQWU\�WR�LQWHJUDWH�ZLWK�ZRUOG�PDUNHWV���

+HUH�� ,� ZRXOG� OLNH� WR� GUDZ� \RXU� DWWHQWLRQ� WR� WKH� ODUJH� QXPEHU� RI� VWXGLHV� WKDW� VWUHVV� WKH�

IDYRUDEOH�HIIHFW�RI�WKH�SUHVHQFH�RI�VXIILFLHQWO\�GHYHORSHG��GHHSHQHG�DQG�HIILFLHQW�GHULYDWLYHV�

PDUNHWV�RQ�IRUHLJQ�GLUHFW�LQYHVWPHQWV�������

,Q�DGGLWLRQ�WR�DOO�WKHVH�EHQHILWV�GHULYDWLYHV�PDUNHWV�SURYLGH�WR�WKH�HFRQRP\��WKH\�EHDU�H[WUD�

LPSRUWDQFH�DV�D�FRPSOHPHQWDU\�HOHPHQW�RI�ILQDQFLDO�PDUNHWV�LQ�WHUPV�RI�WKHLU�LQWHUDFWLRQ�ZLWK�

PRQHWDU\�SROLF\�DQG�WKXV�ZLWK�WKH�FHQWUDO�EDQN����

$V� \RX� NQRZ�� HVWDEOLVKLQJ� ILQDQFLDO� VWDELOLW\� LV� RQH� RI� WKH� PRVW� LPSRUWDQW� IDFWRUV� WR� EH�

FRQVLGHUHG�E\�DOO�FHQWUDO�EDQNV�WKDW�KDYH�VHW�SULFH�VWDELOLW\�DV�WKHLU�SULPDU\�REMHFWLYH��,Q�WKLV�
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IUDPHZRUN�� GHULYDWLYHV� PDUNHWV�� ZKLFK� KHOS� WR� VXVWDLQ� ILQDQFLDO� VWDELOLW\� WKURXJK� WKHLU�

FRQWULEXWLRQ� E\� UHGXFLQJ� YRODWLOLW\� LQ� WKH� PDUNHWV�� VXSSRUW� FHQWUDO� EDQNV� LQ� PDLQWDLQLQJ�

ILQDQFLDO�VWDELOLW\���

7KH�VHFRQG�FRQWULEXWLRQ�RI�GHULYDWLYHV�PDUNHWV� WR� WKH�PRQHWDU\�SROLFLHV�RI�FHQWUDO�EDQNV� LV�

WKDW�WKDQNV�WR�WKHLU�IXQFWLRQV�LQ�ULVN�PDQDJHPHQW�DQG�LQ�SURYLGLQJ�LQIRUPDWLRQ��WKH\�H[SHGLWH�

DQG�DFWLYDWH�WKH�WUDQVPLVVLRQ�PHFKDQLVP�XVHG�E\�PRQHWDU\�SROLF\�LQ�JLYLQJ�GLUHFWLRQ�WR�WKH�

HFRQRP\���

&HQWUDO� EDQNV� DGRSW� D� ORQJ�WHUP� SHUVSHFWLYH� LQ� WKHLU� WDUJHW� DQG� WU\� WR� DIIHFW� WKH� ORQJ�WHUP�

PRYHPHQWV�RI�HFRQRPLF�YDULDEOHV�ZLWK�WKH�GHFLVLRQV�WKH\�WDNH��,Q�WKLV�IUDPHZRUN��LW�LV�FUXFLDO�

IRU�D�FHQWUDO�EDQN�WR�KDYH�DV�PXFK�LQIRUPDWLRQ�RI�D�ORQJ�WHUP�QDWXUH�DERXW�WKH�HFRQRP\�DQG�

WKH� IXWXUH� DV� SRVVLEOH�� +HQFH�� GHULYDWLYH� PDUNHWV� SOD\� D� FUXFLDO� UROH� LQ� HQODUJLQJ� WKH�

LQIRUPDWLRQ�VHW�XVHG�LQ�PRQHWDU\�SROLF\�YLD�WKH�LQIRUPDWLRQ�WKH\�SURYLGH�DERXW�WKH�IXWXUH���

7KH� FULWLFDO� SRLQW� KHUH� LV� WKDW� ZKLOH� GHULYDWLYHV� PDUNHWV� HQDEOH� WKH� HQODUJHPHQW� RI� WKH�

LQIRUPDWLRQ� VHW� UHTXLUHG� E\� FHQWUDO� EDQNV� LQ� PDNLQJ� WKHLU�GHFLVLRQV�� RQ� WKH� RQH�KDQG�� WKH\�

LPSURYH� WKH� IORZ� RI� LQIRUPDWLRQ� DERXW� WKH� IXWXUH� FRXUVH� RI� PRQHWDU\� SROLF\� QHHGHG� E\�

HFRQRPLF�DJHQWV� DQG� PDNH�FRQWULEXWLRQV� LQ� WHUPV�RI� DVVXULQJ�D�PRUH�SUHGLFWDEOH�PRQHWDU\�

SROLF\��RQ�WKH�RWKHU�KDQG���

,Q�WKH�IUDPHZRUN�RI�WKH�LQWHUDFWLRQ�EHWZHHQ�PRQHWDU\�SROLF\�DQG�WKH�GHULYDWLYHV�PDUNHWV��RI�

ZKLFK� ,� KDYH� WULHG� WR� RXWOLQH� PDLQ� SRLQWV�� ,� VKRXOG� FOHDUO\� VWDWH� WKDW� WKH� GHYHORSPHQW� RI�

7XUNLVK�'HULYDWLYHV�([FKDQJH�ZLOO�PDNH�RXWVWDQGLQJ�DQG�GLYHUVH�FRQWULEXWLRQV� WR�PRQHWDU\�

SROLF\���

7UDQVDFWLRQV� LQ� WKH� 7XUNLVK� 'HULYDWLYHV� ([FKDQJH� ZLOO� SOD\� D� NH\� UROH� LQ� WKH� LQFOXVLRQ� RI�

TXDQWLWDWLYH� DQG� IRUZDUG�ORRNLQJ� LQIRUPDWLRQ� LQ� &HQWUDO� %DQN� UHSRUWV�� HVSHFLDOO\� ZLWK� WKH�

WUDQVLWLRQ�WR�H[SOLFLW�LQIODWLRQ�WDUJHWLQJ�DIWHU��������

%HIRUH�,�ILQLVK��,�ZDQW�WR�PHQWLRQ�D�IHZ�LVVXHV�FRQFHUQLQJ�WKH�IXWXUH�RI�GHULYDWLYHV�PDUNHWV�LQ�

7XUNH\���

$�QHZ�HUD�ZLOO�VWDUW�ZLWK�WKH�RSHUDWLRQV�RI�WKH�7XUNLVK�'HULYDWLYHV�([FKDQJH��7KH�PDLQ�JRDO�

LQ�WKH�FRPLQJ�SHULRG�VKRXOG�EH�FDUU\LQJ�RXW�DOO�WKH�DUUDQJHPHQWV�FRQFHUQLQJ�WKH�IXQFWLRQLQJ�

RI�GHULYDWLYHV�PDUNHWV�ZLWK�WKH�XWPRVW�FDUH�ZKLOH�EHDULQJ�LQ�PLQG�WKDW�WKHVH�PDUNHWV�DFW�DV�D�
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FDWDO\VW�IRU�WKH�ZKROH�HFRQRP\��0RUHRYHU��PHDVXUHV�VKRXOG�EH�WDNHQ�LQ�RUGHU�WR�GLUHFW�EDQNV�

DQG�ILUPV�WRZDUGV�WUDQVDFWLQJ�LQ�WKHVH�PDUNHWV���

([DPSOHV� LQ�RWKHU� FRXQWULHV�VKRZ�XV� WKDW� WKHUH� LV�D� VWURQJ�SRVLWLYH�FRUUHODWLRQ�EHWZHHQ� WKH�

WUDQVDFWLRQ�YROXPH�DQG�OLTXLGLW\�ULVH�RI�GHULYDWLYHV�PDUNHWV�DQG�WKH�SUHVHQWDWLRQ�RI�WKH�LVVXH��

LQWURGXFWLRQ� RI� WKH� PDUNHWV� DQG� WKH� WUDLQLQJ� WR� EH� JLYHQ�� ,W� KDV� EHHQ� FRQILUPHG� WKDW� WKH�

GHYHORSPHQW� RI� GHULYDWLYH� PDUNHWV� LQ� PDQ\� FRXQWULHV� VXFK� DV� 0DOD\VLD�� 6LQJDSRUH�� +RQJ�

.RQJ��0H[LFR��%UD]LO��&KLOH�DQG�-DSDQ�ZDV�IXHOHG�E\�WUDLQLQJ�SURJUDPV�DLPHG�DW�HQDEOLQJ�WKH�

HFRQRPLF�DJHQWV� WR�SHUIRUP�PRUH�HIIHFWLYH� ULVN�PDQDJHPHQW�XVLQJ�GHULYDWLYHV� LQVWUXPHQWV��

7DNLQJ�WKHVH�H[DPSOHV�LQWR�FRQVLGHUDWLRQ��ZH�VHH�WKDW�WKH�WUDLQLQJ�RI�LQODQG�LQVWLWXWLRQDO�DQG�

LQGLYLGXDO�LQYHVWRUV�EHDUV�JUHDW�LPSRUWDQFH�LQ�7XUNH\�DV�ZHOO��ZKHUH�GHULYDWLYHV�PDUNHWV�DUH�D�

QHZ�FRQFHSW��7KH�&HQWUDO�%DQN�KDV�SURYLGHG�DOO�NLQGV�RI�VXSSRUW�IRU�WKH�GHYHORSPHQW�RI�WKHVH�

PDUNHWV� DQG� ZLOO� DOVR� FRQWLQXH� WR� JLYH� VXSSRUW� IURP� QRZ� RQ�� +RZHYHU�� LW� LV� FUXFLDO� WKDW�

HVSHFLDOO\� QRQ�JRYHUQPHQWDO� RUJDQL]DWLRQV� VKRXOG� IXOILOO� WKHLU� OLDELOLWLHV�� LQWURGXFH� WKH�

7XUNLVK�'HULYDWLYHV�([FKDQJH�WR�WKHLU�SDUWLFLSDQWV�DQG�SURYLGH�WKH�QHFHVVDU\�WUDLQLQJ���

7R�FRQFOXGH�� ,�ZRXOG� OLNH� WR�HPSKDVL]H�RQFH�PRUH� WKDW�D�GUDVWLF�VWHS�KDV�EHHQ�WDNHQ�WRGD\�

ZLWK� WKH� LQDXJXUDWLRQ� RI� WKH� 7XUNLVK� 'HULYDWLYHV� ([FKDQJH�� LQ� OLQH� ZLWK� UHFHQW� IDYRUDEOH�

GHYHORSPHQWV� LQ� RXU� FRXQWU\�� ,� KRSH� WKLV� VWHS� ZLOO� EULQJ� ZLWK� LW� QHZ� RSSRUWXQLWLHV� IRU� WKH�

IXWXUH���

7KDQN�\RX��
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