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1RWHV�RQ�D�7KHRU\�RI�3KLODQWKURS\

.(11(7+�(��%28/',1*

8QLYHUVLW\�RI�0LFKLJDQ

,1�9,(:�RI�WKH�LPSRUWDQFH�RI�SKLODQWKURS\�LQ�RXU�VRFLHW\��LW�LV�VXU�
SULVLQJ�WKDW�VR�OLWWOH�DWWHQWLRQ�KDV�EHHQ�JLYHQ�WR�LW�E\�HFRQRPLF�RU
VRFLDO�WKHRULVWV��,Q�HFRQRPLF�WKHRU\��HVSHFLDOO\��WKH�VXEMHFW�LV�DOPRVW
FRPSOHWHO\�LJQRUHG��7KLV�LV�QRW��,�WKLQN��EHFDXVH�HFRQRPLVWV�UHJDUG
PDQNLQG�DV�EDVLFDOO\�VHOILVK�RU�HYHQ�EHFDXVH�HFRQRPLF�PDQ�LV�VXSSRVHG
WR�DFW�RQO\�LQ�KLV�VHOI�LQWHUHVW��LW�LV�UDWKHU�EHFDXVH�HFRQRPLFV�KDV�HVVHQ�
WLDOO\�JURZQ�XS�DURXQG�WKH�SKHQRPHQRQ�RI�H[FKDQJH�DQG�LWV
�WKHRUHWL�
FDO�VWUXFWXUH�UHVWV�KHDYLO\�RQ�WKLV�SURFHVV��([FKDQJH�LV�D�UHFLSURFDO
WUDQVIHU��3KLODQWKURS\��DSSDUHQWO\��UHSUHVHQWV�D�XQLODWHUDO�WUDQVIHU�
,Q�DQ�H[FKDQJH��VRPHWKLQJ�LV�WUDQVIHUUHG�IURP�SDUW\�$�WR�SDUW\�%�DQG
VRPHWKLQJ�HOVH�IURP�%�WR�$��7KH�UDWLR�RI�WKHVH�WZR�TXDQWLWLHV�LV��RI
FRXUVH��WKH�UDWLR�RI�H[FKDQJH�DQG�LI�RQH�RI�WKH�H[FKDQJHDEOHV�LV�PRQH\�
WKHQ�WKLV�UDWLR�LV�D�SULFH��7KH�SULFH�V\VWHP�LV�D�EDVLF�RQH�IRU�WKH�HFRQR�
PLVW�DQG�KH�WHQGV�WR�UHJDUG�VRFLHW\�DV�EHLQJ�RUJDQL]HG�E\�LW��7KLV�LV
WUXH�HYHQ�LQ�QDWLRQDO�LQFRPH�HFRQRPLFV�IRU�PRQH\�LQFRPH�DOZD\V
UHSUHVHQWV�TXDQWLW\�RI�FRPPRGLW\�PXOWLSOLHG�E\�LWV�SULFH��,Q�D�VLQJOH
WUDQVIHU�RU�JLIW��KRZHYHU��WKHUH�LV�QR�SULFH��IRU�QRWKLQJ�LV�JLYHQ�LQ
H[FKDQJH��7KH�HFRQRPLVW��KHQFH��IHHOV�UDWKHU�DW�VHD��:KHQ�KH�ILQGV
KLPVHOI�LQ�DQ�DUHD�RI�VRFLDO�OLIH�ZKLFK�LV�DSSDUHQWO\�SULFHOHVV��KH
KDUGO\�NQRZV�ZKDW�WR�GR�
,W�LV�WHPSWLQJ�IRU�WKH�HFRQRPLVW�WR�DUJXH�WKDW�WKHUH�DUH�UHDOO\�QR

JLIWV�DQG�WKDW�DOO�WUDQVDFWLRQV�LQYROYH�VRPH�NLQG�RI�H[FKDQJH��WKDW�LV�
VRPH�NLQG�RI�TXLG�SUR�TXR��,I�ZH�GURS�D�GLPH�LQ�WKH�EOLQG�PDQ
V
FXS��LW�LV�EHFDXVH�WKH�EOLQG�PDQ�JLYHV�XV�VRPHWKLQJ��:H�IHHO�D�FHU�
WDLQ�JORZ�RI�HPRWLRQDO�YLUWXH��DQG�LW�LV�WKLV�WKDW�ZH�UHFHLYH�IRU�RXU
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3KLODQWKURS\�DQG�3XEOLF�3ROLF\
GLPH��/RRNHG�DW�IURP�WKH�SRLQW�RI�YLHZ�RI�WKH�UHFLSLHQW��ZH�PLJKW
VXSSRVH�WKDW�WKH�EOLQG�PDQ�JLYHV�RXW�D�FRPPRGLW\�RU�VHUYLFH�ZKLFK
FRQVLVWV�LQ�EHLQJ�SLWLDEOH��(YHQ�LI�ZH�ORRN�XSRQ�WKH�WUDQVDFWLRQ�DV�DQ
H[FKDQJH��KRZHYHU��LW�LV�FOHDUO\�D�YHU\�FXULRXV�RQH��7KH�GLPH�LQ�WKH
FXS�LV�D�FOHDU�HQRXJK�WUDQVIHU�RI�DVVHWV�IURP�WKH�GRQRU�WR�WKH�UHFLSLHQW�
:KDW�SDVVHV�IURP�WKH�UHFLSLHQW�WR�WKH�GRQRU��KRZHYHU��LV�P\VWHULRXV�
7KHUH�LV�QR�FRQVHUYDWLRQ�RI�DVVHWV�KHUH��7KH�JORZ�RI�VHOI�ULJKWHRXVQHVV
ZKLFK�LV�IHOW�E\�WKH�GRQRU�PD\�KDYH�QR�FRUUHVSRQGLQJ�HPRWLRQ��IHHO�
LQJ��RU�GLVXWLOLW\�LQ�WKH�PLQG�RI�WKH�EOLQG�PDQ��7KDW�ZKLFK�LV�LQ�VRPH
VHQVH�FRVW�WR�WKH�EOLQG�PDQ��WKDW�LV��ZKDW�KH�JLYHV�XS��LV�QRW�WKH�VDPH
WKLQJ�DV�WKH�UHFHLSW�WR�WKH�GRQRU��7KLV�SKHQRPHQRQ��RI�FRXUVH��LV�QRW
SHFXOLDU�WR�WKH�VLWXDWLRQ�RI�WKH�SXUH�JLIW��,W�LV�WUXH�RI�DOPRVW�DQ\�WUDQV�
DFWLRQ�RU�H[FKDQJH�LQYROYLQJ�VHUYLFHV��7KXV��ZH�DUH�IDPLOLDU�ZLWK�WKH
IDFW�WKDW�LQ�WKH�ZDJH�EDUJDLQ��ZKDW�WKH�ZRUNHU�JLYHV�XS�LV�QRW�ZKDW�WKH
HPSOR\HU�UHFHLYHV��(YHQ�WKRXJK�ZKDW�WKH�HPSOR\HU�JLYHV�XS�LV�SK\V�
LFDOO\�ZKDW�WKH�ZRUNHU�UHFHLYHV��PRQH\���WKH�VLJQLILFDQFH�RI�WKH�FRVW�WR
WKH�HPSOR\HU�PD\�EH�YHU\�GLIIHUHQW�IURP�WKDW�RI�WKH�UHFHLSW�WR�WKH
ZRUNHU��:H�KDYH�KHUH�D�WUDQVDFWLRQ�ZKLFK�LV�PXFK�PRUH�FRPSOLFDWHG
WKDQ�WKH�VLPSOH�H[FKDQJH�RI�ZKHDW�IRU�PRQH\�RQ�WKH�ZKHDW�PDUNHW�
LQ�ZKLFK�ZKDW�LV�JLYHQ�XS�E\�WKH�VHOOHU�LV�RI�WKH�VDPH�RUGHU�DV�ZKDW
LV�UHFHLYHG�E\�WKH�EX\HU��,W�EHJLQV�WR�ORRN��WKHUHIRUH��DV�LI�VRPH�RI�WKH
SHFXOLDULWLHV�RI�SKLODQWKURS\�SHQHWUDWH�UDWKHU�GHHSO\�LQWR�WKH�HFRQRPLF
V\VWHP�
:H�VKRXOG�QRWLFH��DOVR��WKDW�WKH�EDVLF�FRQFHSW�RI�WKH�JLIW��WKDW�LV�

WKH�XQLODWHUDO�RU�RQH�ZD\�WUDQVIHU��H[WHQGV�IDU�EH\RQG�ZKDW�LV�XVXDOO\
WKRXJKW�RI�DV�SKLODQWKURS\��,W�DSSOLHV�WR�DQ\WKLQJ�ZKLFK�PD\�EH
FODVVLILHG�DV�D�WUDQVIHU�SD\PHQW��ZKHWKHU�WKLV�LV�PDGH�E\�WKH�SULYDWH
GRQRU��D�IRXQGDWLRQ��RU�E\�JRYHUQPHQW��7UDQVIHU�SD\PHQWV��HVSHFLDOO\
WKH�SD\PHQWV�E\�JRYHUQPHQW��DUH�FRPLQJ�WR�EH�DQ�LQFUHDVLQJ�HOHPHQW
LQ�RXU�HFRQRPLF�OLIH��7KH\�SUHVXPDEO\�KDYH�PXFK�WKH�VDPH�NLQG�RI
LPSDFW�RQ�WKH�HFRQRP\�WKDW�SKLODQWKURSLF�JLIWV�KDYH��DOWKRXJK�WKHLU
OHJDO�SRVLWLRQ�DQG�WKHLU�PRGH�RI�RUJDQL]DWLRQ�PD\�EH�YHU\�GLIIHUHQW�
,W�PLJKW�EH�DUJXHG��WKHUHIRUH��WKDW�DOO�XQLODWHUDO�WUDQVIHUV�ZKHWKHU

WKHVH�DUH�WKH�WUDQVIHU�SD\PHQWV�RI�JRYHUQPHQW��IRU�LQVWDQFH��LQ�DJUL�
FXOWXUDO�VXEVLGLHV�RU�VRFLDO�VHFXULW\�SD\PHQWV��RU�ZKHWKHU�WKH\�DUH
WKH�JUDQWV�RI�IRXQGDWLRQV��RU�HYHQ�VLPSOH�JLIWV�DPRQJ�LQGLYLGXDOV�
VKRXOG�EH�UHJDUGHG�DV�HOHPHQWV�LQ�ZKDW�7DOFRWW�3DUVRQV�FDOOV�WKH
�SROLW\��UDWKHU�WKDQ�WKH�HFRQRP\��$�YHU\�LQWHUHVWLQJ�TXHVWLRQ��VRPH�
ZKDW�SHULSKHUDO�WR�WKH�PDLQ�LVVXH��LV�ZKHWKHU�LQWHUHVW�SD\PHQWV�RU
HYHQ�EDQN�ORDQV�VKRXOG�EH�UHJDUGHG�DV�SDUW�RI�WKH�V\VWHP�RI�XQLODWHUDO
WUDQVIHUV��WKDW�LV��DJDLQ��DV�HOHPHQWV�LQ�WKH�SROLW\��7KHUH�LV�KHUH��LW
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1RWHV�RQ�D�7KHRU\�RI�3KLODQWKURS\
LV�WUXH��D�IRUP�RI�H[FKDQJH�RYHU�WLPH²DQ�H[FKDQJH�RI�PRQH\�QRZ
IRU�PRQH\�ODWHU��,Q�WKH�LPPHGLDWH�SUHVHQW��KRZHYHU��WKLV�ORRNV�YHU\
PXFK�OLNH�WKH�XQLODWHUDO�WUDQVIHU�DQG�WKH�FXULRXV�DWWLWXGH�RI�WKH
8QLWHG�6WDWHV�JRYHUQPHQW�WRZDUGV�LQWHUHVW�SD\PHQWV��ZKLFK�LW�DOORZV
DV�D�GHGXFWLRQ�IURP�LQFRPH�LQ�PXFK�WKH�VDPH�ZD\�DV�FKDULWDEOH�FRQ�
WULEXWLRQV��LV�DQ�LQGLFDWLRQ�DQG�UHFRJQLWLRQ�RI�WKH�SHFXOLDU�VWDWXV�RI
WKLV�IRUP�RI�WUDQVIHU��:KD�W�ZH�KDYH�KHUH�LV�FOHDUO\�D�FRQWLQXXP�ZLWK
RUGLQDU\�DFWV�RI�H[FKDQJH�DW�RQH�HQG�DQG�FKDULWDEOH�JLIWV�DW�WKH�RWKHU�
EXW�ZLWK�D�JUHDW�PDQ\�LQWHUPHGLDWH�IRUPV�DQG�VWDJHV�
-XVW�DV�D�ORDQ�PD\�EH�UHJDUGHG�DV�D�VKRUW�UXQ�JLIW�EXW�DV�D�ORQJ�UXQ

H[FKDQJH��VR�PD\�RXWULJKW�JLIWV�EH�LQ�WKLV�FDWHJRU\��,Q�VRPH�VRFLHWLHV�
LQGHHG��DOPRVW�DOO�JLIWV�DUH�HVVHQWLDOO\�ZKDW�WKH�DQWKURSRORJLVWV�FDOO
�VLOHQW�WUDGH���WKDW�LV��DOPRVW�DOZD\V�PDGH�LQ�WKH�H[SHFWDWLRQ�RI�D
UHWXUQ�JLIW��,W�KDV�EHHQ�DUJXHG�E\�VRPH�DQWKURSRORJLVWV�WKDW�JLIWV�HVVHQ�
WLDOO\�DQWHGDWH�H[FKDQJH�DV�D�VRFLDO�LQVWLWXWLRQ��DQG�WKDW�H[FKDQJH
DULVHV�RXW�RI�D�PXWXDO�WUDQVIHU�RI�JLIWV��,Q�RXU�VRFLHW\�WKH�H[FKDQJH�RI
JLIWV�DW�&KULVWPDV�LV�SHUKDSV�D�FDVH�LQ�SRLQW��(YHQ�WKRXJK�LW�LV�VXS�
SRVHG�WR�EH�PRUH�EOHVVHG�WR�JLYH�WKDQ�WR�UHFHLYH��PRVW�RI�XV�SUREDEO\
ILQG�WKDW�LI�RXU�JLIWV�VWULNLQJO\�H[FHHG�RXU�UHFHLSWV��RU�WKH�UHYHUVH��ZH
IHHO�D�OLWWOH�XQFRPIRUWDEOH�
$�YHU\�LQWHUHVWLQJ�EXW�YHU\�FRPSOH[�H[DPSOH�RI�ORQJ�UXQ�H[FKDQJH

LV�WKDW�DPRQJ�WKH�JHQHUDWLRQV��,Q�DQ\�VKRUW�SHULRG�RI�WLPH��LW�LV�FOHDU
WKDW�WKH�SHRSOH�LQ�PLGGOH�OLIH��ZKR�IRU�WKH�PRVW�SDUW�SURGXFH�WKH
UHDO�LQFRPH�RI�VRFLHW\��KDYH�WR�VKDUH�WKLV�UHDO�LQFRPH�ERWK�ZLWK�WKH
\RXQJ�DQG�ZLWK�WKH�ROG��7KH�PLGGOH�DJHG�PXVW�VXSSRUW�WKH�XQSUR�
GXFWLYH��ZKHWKHU�WKH�ODFN�RI�SURGXFWLYLW\�LV�WKH�UHVXOW�RI�LPPDWXULW\�RU
RI�VHQHVFHQFH��7KH�SUREOHP�RI�KRZ�PXFK�VXFK�VXSSRUW�WKH�PLGGOH�
DJHG�VKRXOG�JLYH�LV�DOZD\V�D�UDWKHU�FULWLFDO�PDWWHU�RI�VRFLDO�SROLF\�
DERXW�ZKLFK�WKHUH�PD\�EH�D�JRRG�GHDO�RI�GLVDJUHHPHQW��7KLV�TXHVWLRQ�
WRR��LV�UHODWHG�WR�WKH�SUREOHP�RI�LQWHUHVW��7KH�SURSHUW\�RI�VRFLHW\�LV
PRVWO\�KHOG�E\�WKH�ROG��,I�UDWHV�RI�LQWHUHVW�DQG��LQGHHG��UDWHV�RI�SURILW
DUH�KLJK��WKH�PLGGOH�DJHG�KDYH�WR�FRQWULEXWH�ODUJH�DPRXQWV�RI�WKH
FXUUHQW�SURGXFWV�RI�VRFLHW\�WR�WKH�VXSSRUW�RI�WKH�ROG��,I�UDWHV�RI�LQWHUHVW
DQG�RI�SURILW�DUH�ORZ��LW�LV�SUREDEOH�WKDW�WKHUH�ZLOO�EH�D�UHGLVWULEXWLRQ
RI�LQFRPH�DZD\�IURP�WKH�ROG��SHUKDSV�HYHQ�DZD\�IURP�WKH�\RXQJ�
WRZDUGV�WKH�PLGGOH�DJHG�
7KHUH�LV�FOHDUO\�KHUH��VRPHWKLQJ�WKDW�ORRNV�OLNH�DQ�H[FKDQJH�DFURVV

WKH�JHQHUDWLRQV��7KH�\RXQJ�DUH�VXSSRUWHG�E\�WKH�PLGGOH�DJHG�LQ�WKH
KRSH�WKDW�ZKHQ�WKH�PLGGOH�DJHG�DUH�ROG��WKH�\RXQJ��ZKR�ZLOO�WKHQ�EH
PLGGOH�DJHG��ZLOO�WKHQ�VXSSRUW�WKHP��7KXV��ZKHQ�ZH�DUH�\RXQJ�
ZH�UHFHLYH�PRUH�WKDQ�ZH�FRQWULEXWH�WR�VRFLHW\��LQ�PLGGOH�DJH�ZH�SD\
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3KLODQWKURS\�DQG�3XEOLF�3ROLF\
RII�WKLV�GHEW��DQG�LQGHHG�PRUH�WKDQ�SD\�LW�RII��E\�VXSSRUWLQJ�ERWK
WKH�WKHQ�\RXQJ�DQG�WKH�WKHQ�ROG��,Q�PLGGOH�DJH��WKHUHIRUH��ZH�QRW�RQO\
SD\�RII�WKH�GHEWV�RI�\RXWK��EXW�ZH�EXLOG�XS�D�SRVLWLYH�EDODQFH�ZLWK
VRFLHW\�ZKLFK�ZH�WKHQ�GUDZ�XSRQ�LQ�DJH��7KLV�UDWKHU�LG\OOLF�SLFWXUH�LV
QRW��RI�FRXUVH��DOZD\V�REVHUYHG�LQ�SUDFWLFH��)RU�VRFLHW\�DV�D�ZKROH��KRZ�
HYHU��LW�LV�QRW�DQ�XQSODXVLEOH�GHVFULSWLRQ�RI�WKH�UHODWLRQV�DPRQJ�WKH
YDULRXV�DJH�JURXSV��,Q�WKH�HQG�ZKDW�ORRNV�OLNH�SKLODQWKURS\�RIWHQ
WXUQV�RXW�WR�EH�GLVJXLVHG�H[FKDQJH²H[FKDQJH��WKDW�LV��RYHU�D�SHULRG
RI�\HDUV��7KLV�VWLOO�GRHV�QRW�SUHYHQW�WKHVH�WUDQVDFWLRQV�IURP�ORRNLQJ
YHU\�PXFK�OLNH�SKLODQWKURS\�LQ�WKH�VKRUW�UXQ�
:H�QRZ�FRPH�WR�WKH�YHU\�LQWHUHVWLQJ�TXHVWLRQ�RI�WKH�PRWLYDWLRQ

IRU�JHQXLQHO\�XQLODWHUDO�WUDQVIHUV��WKDW�LV��D�TXLG�IRU�ZKLFK�WKHUH�LV
QR�TXR��QRW�QRZ��LQ�WKH�IXWXUH��QRU�LQ�WKH�SDVW��7KLV�UDLVHV�WKH�TXHV�
WLRQ�DV�WR�ZKHWKHU�WKHUH�LV�DQ\WKLQJ�WKDW�PLJKW�EH�FDOOHG��UDWLRQDO�
SKLODQWKURSLF�EHKDYLRU��:KDW�DUH�WKH�VWDQGDUGV��LQ�RWKHU�ZRUGV��E\
ZKLFK�ZH�FDQ�MXGJH�ZKHWKHU�D�PDQ��RU�D�IRXQGDWLRQ��RU�HYHQ�D
JRYHUQPHQW�LV�JLYLQJ�DZD\�LWV�PRQH\�ZLVHO\��,W�LV�FOHDU�WKDW�LQ�SUDFWLFH
ZH�GR�KDYH�VRPH�VWDQGDUGV�DQG�LW�WKHUHIRUH�PXVW�PDNH�VRPH�NLQG�RI
VHQVH�WR�WDON�DERXW�UDWLRQDO�SKLODQWKURS\��3KLODQWKURSLF�GRQDWLRQV�
WKDW�LV�WR�VD\��DUH�QRW�ZKROO\�UDQGRP�RU�DUELWUDU\��7KH\�DUH�FDSDEOH
RI�FULWLFLVP�DFFRUGLQJ�WR�VRPH�NLQG�RI�ZHOIDUH�IXQFWLRQ�HYHQ�WKRXJK
WKH�IXQFWLRQ�PD\�EH�YHU\�GLIILFXOW�WR�VSHFLI\�
,Q�D�IRUPDO�VHQVH��RI�FRXUVH��LW�LV�SRVVLEOH�WR�GHDO�ZLWK�WKLV�VLWXDWLRQ

E\�WKH�RUGLQDU\�WKHRU\�RI�XWLOLW\��:H�VXSSRVH�WKDW�DQ�LQGLYLGXDO�RU�DQ
RUJDQL]DWLRQ�KDV�D�FHUWDLQ�DPRXQW�RI�LQFRPH�WR�GLVSRVH�RI²WR�GLYLGH
DPRQJ�YDULRXV�FRPSHWLQJ�XVHV�RI�ZKLFK�WKH�SKLODQWKURSLF�XVH�LV�RQH�
7KH�IRUPDO�VROXWLRQ�WR�WKLV�SUREOHP�LV�WKDW�WKH�PDUJLQDO�XWLOLW\�RI
WKH��GROODU��VKRXOG�EH�WKH�VDPH�LQ�DOO�XVHV��2WKHUZLVH��RI�FRXUVH��LW
LV�SRVVLEOH�WR�LQFUHDVH�WKH�WRWDO�XWLOLW\�E\�WUDQVIHUULQJ�GROODUV�IURP�RQH
XVH�WR�DQRWKHU��7KDW�LV��ZH�JLYH�WR�FKDULW\�XS�WR�WKH�SRLQW�ZKHUH�ZH
IHHO�WKDW�DQ�H[WUD�GROODU�JLYHQ�GRHV�QRW�UHSUHVHQW�WR�XV�WKH�VDPH�XWLOLW\
DV�D�GROODU�GHYRWHG�WR�RWKHU�SXUSRVHV��VXFK�DV�WKH�SXUFKDVH�RI�FRP�
PRGLWLHV�RU�WKH�DGGLWLRQ�WR�RXU�QHW�ZRUWK��7KLV�WKHRU\�LV�VR�IRUPDO
WKDW�LW�FDQQRW�KHOS�EHLQJ�WUXH��,WV�WUXWK��KRZHYHU��GRHV�QRW�JXDUDQWHH
WKDW�LW�VKRXOG�EH�LQWHUHVWLQJ��DQG�XQOHVV�ZH�FDQ�VSHFLI\�PRUH�DERXW�WKH
QDWXUH�RI�WKH�XWLOLW\�IXQFWLRQ��WKLV�WKHRU\�VD\V�YHU\�OLWWOH�PRUH�WKDQ�
ZH�GR�ZKDW�ZH�GR��:H�PD\��KRZHYHU��DW�DQ\�WLPH�UHH[DPLQH�RXU�PRGH
RI�OLIH�DQG�H[SHQGLWXUH�DQG�GHFLGH�WKDW�ZH�KDYH�EHHQ�SXWWLQJ�WRR
PXFK�LQ�RQH�OLQH�DQG�QRW�HQRXJK�LQ�DQRWKHU��DQG�WKDW�KHQFH�WKH
PDUJLQDO�XWLOLWLHV�RI�WKH�GROODU�ZHUH�QRW�HTXDO²ZH�ZHUH�GRLQJ�VRPH�
WKLQJ��LQ�RWKHU�ZRUGV��ZKLFK�RQ�IXUWKHU�H[DPLQDWLRQ�SURYHG�WR�EH

�R



1RWHV�RQ�D�O
KHRU\�RI�3KLODQWKURS\
OL�UDWLRQDO��,W�LV�WKLV�SRVVLELOLW\�RI�IXUWKHU�H[DPLQDWLRQ�ZKLFK�VDYHV
XWLOLW\�WKHRU\�IURP�FRPSOHWH�HPSWLQHVV��8WLOLW\�WKHRU\�GRHV�FDOO�RXU
DWWHQWLRQ�WR�WKH�IDFW�RI�FRVW�DQG�VDFULILFH�DQG�WR�WKH�UHDO�QDWXUH�RI�WKH
SUREOHP�ZKLFK�LV�LQYROYHG�LQ�GHFLVLRQV�RI�WKLV�VRUW��,W�VDYHV�XV�IURP
QRWLRQV�RI�DEVROXWH�UHTXLUHPHQWV�ZKLFK�DUH�VR�FRQJHQLDO�WR�WKH�PLOL�
WDU\�PDQ�DQG�WR�WKH�HQJLQHHU��7KH�LGHD�WKDW�HYHU\WKLQJ�KDV�LWV�SULFH
PD\�H[SRVH�XV�WR�WKH�FKDUJH�RI�F\QLFLVP�EXW�LW�VKRXOG�DW�OHDVW�VDYH�XV
IURP�WKH�GDQJHU�RI�D�IDOVH�DEVROXWLVP�
8WLOLW\�WKHRU\�ZLOO�PLVOHDG�XV��KRZHYHU��LI�ZH�FRQFOXGH�IURP�LW�WKDW

WKH�PRWLYDWLRQ�IRU�SKLODQWKURS\�LV�QR�GLIIHUHQW�IURP�WKDW�IRU�RWKHU
IRUPV�RI�H[SHQGLWXUH��7KHUH�LV�QRWKLQJ�LQ�WKLV�WKHRU\�ZKLFK�VXJJHVWV
WKDW�DOO�PRWLYDWLRQV�DUH�DOLNH��HYHQ�WKRXJK�WKH\�FDQ�EH�UHGXFHG
IRUPDOO\�WR�D�VLQJOH�IDFWRU�ZKLFK�ZH�FDOO�XWLOLW\��,Q�IDFW��WKH�PRWLYDWLRQ
ZKLFK�OHDGV�WR�H[SHQGLWXUH�IRU�SKLODQWKURSLF�SXUSRVHV�PD\�EH�YHU\
GLIIHUHQW�IURP�WKDW�ZKLFK�OHDGV�XV�WR�EXLOG�XS�D�SHUVRQDO�HVWDWH�RU�WR
SXUFKDVH�FRQVXPSWLRQ�JRRGV�IRU�RXU�RZQ�XVH��,�UHIHU�KHUH�SDUWLFXODUO\
WR��JHQXLQH��GRQDWLRQV��WKDW�LV��JLIWV�IRU�ZKLFK�WKHUH�LV�QR�LGHQWLILDEOH
TXLG�SUR�TXR�HYHQ�LQ�WKH�VKDSH�RI�D�SHUVRQDO�JUDWLILFDWLRQ��7KHUH�LV
D�UHDO�PRUDO�GLIIHUHQFH��,�WKLQN��EHWZHHQ�WKH�JLIW�ZKLFK�LV�JLYHQ�RXW
RI�YDQLW\�DQG�WKH�GHVLUH�IRU�VHOI�DJJUDQGL]HPHQW�RU�WKH�GHVLUH�WR�EH
PHUHO\�IDVKLRQDEOH��DQG�WKH�JLIW�ZKLFK�LV�JLYHQ�RXW�RI�D�JHQXLQH�VHQVH
RI�FRPPXQLW\�ZLWK�WKH�REMHFW�RI�WKH�GRQDWLRQ��,W�LV�WKLV�VHQVH�RI�FRP�
PXQLW\�ZKLFK�LV�WKH�HVVHQFH�RI�ZKDW�,�UHJDUG�DV�JHQXLQH�SKLODQWKURS\�
7KH�QDPH�SKLODQWKURS\��LWVHOI��ZKLFK�PHDQV�RI�FRXUVH��WKH�ORYH�RI
PDQ��LV�D�FOXH�WR�WKH�HVVHQWLDO�QDWXUH�RI�WKH�JHQXLQH�DUWLFOH��:KHQ�ZH
PDNH�D�WUXH�JLIW��LW�LV�EHFDXVH�ZH�LGHQWLI\�RXUVHOYHV�ZLWK�WKH�UHFLSLHQW�
(YHQ�SLW\��ZKLFK�LV�QRW�DOZD\V�D�SDUWLFXODULO\�HQQREOLQJ�YLUWXH�DQG
ZKLFK�HDVLO\�VOLSV�RYHU�LQWR�YDQLW\�DQG�VHOI�FRQJUDWXODWLRQ��WKHUH�EXW
IRU�WKH�MXVWLFH�RI�WKH�XQLYHUVH��UDWKHU�WKDQ�WKH�JUDFH�RI�*RG��JR�,��²
HYHQ�SLW\�LV�WKH�PDQLIHVWDWLRQ�RI�VHOI�LGHQWLILFDWLRQ�ZLWK�WKH�SLWLHG�
,W�LV�WKLV�FDSDFLW\�IRU�HPSDWK\²IRU�SXWWLQJ�RQHVHOI�LQ�DQRWKHU
V�SODFH�
IRU�IHHOLQJ�WKH�MR\V�DQG�WKH�VRUURZV�RI�DQRWKHU�DV�RQH
V�RZQ²ZKLFK�LV
WKH�VRXUFH�RI�WKH�JHQXLQH�JLIW��,W�LV�EHFDXVH��QR�PDQ�LV�DQ�LVODQG��
EHFDXVH�WKH�YHU\�UHDOL]DWLRQ�RI�RXU�RZQ�LGHQWLW\�LPSOLHV�LQ�VRPH�VHQVH
WKDW�WKHUH�LV�D�FRPPRQ�LGHQWLW\�LQ�KXPDQLW\��WKDW�ZH�DUH�ZLOOLQJ�WR
�VRFLDOL]H��RXU�VXEVWDQFH�DQG�WR�VKDUH�ZLWK�WKH�DIIOLFWHG��7KLV�LV
�FKDULW\��EHIRUH�WKH�ZRUG�EHFDPH�FRUUXSWHG�E\�YDQLW\�DQG�IDVKLRQ�
,W�FDQ�EH�GHDOW�ZLWK�TXLWH�HDVLO\�LQ�XWLOLW\�WKHRU\�E\�FRQVLGHULQJ�WKH
XWLOLW\�RI�RQH�SHUVRQ�D�IXQFWLRQ�QRW�RQO\�RI�KLV�RZQ�ZHDOWK�RU�KLV�RZQ
LQFRPH��EXW�D�IXQFWLRQ�RI�WKH�ZHDOWK�DQG�LQFRPH�RI�RWKHUV��7KLV
DVVXPSWLRQ�GRHV�QRW�QHFHVVDULO\�GHVWUR\�WKH�WKHRU\�RI�H[FKDQJH��DV�,
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3KLODQWKURS\�DQG�3XEOLF�3ROLF\
VKRZ�ODWHU���DOWKRXJK��DOWUXLVP�FRXOG�EH�FDUULHG�WR�WKH�SRLQW�ZKHUH
WKH�XWLOLW\�IXQFWLRQV�RI�WZR�H[FKDQJHUV�DUH�LGHQWLFDO�RYHU�WKH�ILHOG
RI�SRVVLEOH�GLVWULEXWLRQ�RI�FRPPRGLWLHV�EHWZHHQ�WKHP��,Q�WKLV�FDVH�WKH
SDUWLHV�VLPSO\�PRYH�LPPHGLDWHO\�WR�WKHLU�PXWXDO�RSWLPXP�LQ�WKH
ILHOG�DQG�ZKHWKHU�WKLV�LV�GRQH�E\�JLIW�RU�E\�H[FKDQJH�UHDOO\�PDNHV
YHU\�OLWWOH�GLIIHUHQFH��7KLV��KRZHYHU��LV�KLJKO\�XQOLNHO\��:H�ORYH�RXU
QHLJKERU��EXW�QRW�TXLWH�DV�RXUVHOYHV��$V�KH�JHWV�PRUH�DQG�ZH�JHW
OHVV��ZH�UHMRLFH�LQGHHG�LQ�KLV�DIIOXHQFH��EXW�DW�VRPH�SRLQW�RXU�GLVVDWLV�
IDFWLRQ�ZLWK�RXU�RZQ�SHQXU\�LV�OLNHO\�WR�H[FHHG�WKLV�YLFDULRXV�HQMR\�
PHQW��2QFH�ZH�DGPLW�WKLV�IDFW��H[FKDQJH�UHHVWDEOLVKHV�LWVHOI�
,I�ZH�UHJDUG�WKH�SKLODQWKURSLF�GRQDWLRQV�RI�DQ�LQGLYLGXDO�DV�DQ�H[�

SUHVVLRQ�RI�KLV�VHQVH�RI�FRPPXQLW\�ZLWK�RWKHUV��D�JUHDW�GHDO�WKDW�PD\
VHHP�P\VWHULRXV�RU LUUDWLRQDO�DERXW�WKH�SKHQRPHQRQ�IDOOV LQWR
SODFH��2EYLRXVO\��WKH�PRUH�DQ�LQGLYLGXDO�LGHQWLILHV�ZLWK�VRPH�FDXVH�
FRPPXQLW\��RU�RUJDQL]DWLRQ��WKH�PRUH�OLNHO\�KH�LV�WR�VXSSRUW�LW�DQG
WKH�JUHDWHU�ZLOO�EH�KLV�GRQDWLRQV�WR�LW��7KLV�LV�ZK\�WKH�LPPHGLDWH
IDFH�WR�IDFH�JURXS�DQG�WKH�UHIHUHQFH�JURXSV�ZLWK�ZKLFK�KH�KDV�LGHQWL�
ILHG�KLPVHOI�DOZD\V�ILJXUH�ODUJHO\�LQ�WKH�DPRXQWV�JLYHQ�E\�DQ�LQGLYLG�
XDO��:KHQ�KH�JLYHV�WR�KLV�FKLOGUHQ��IRU�LQVWDQFH��KH�JLYHV�LQ�D�VHQVH�WR
DQ�H[WHQVLRQ�RI�KLPVHOI��:KHQ�KH�JLYHV�WR�D�FKXUFK�RI�ZKLFK�KH�LV�D
PHPEHU��KH�LV�H[SUHVVLQJ�KLV�LGHQWLW\�ZLWK�D�FRPPXQLW\�D�OLWWOH�ODUJHU
WKDQ�WKH�IDPLO\�EXW�IXOILOOLQJ�VRPH�RI�WKH�VDPH�IXQFWLRQV��$V�KH�FRQ�
WULEXWHV�WRZDUG�LW��WKHUHIRUH��KH�LV�FRQWULEXWLQJ�LQ�D�VHQVH�WRZDUG�SDUW
RI�KLV�ODUJHU�VHOI��7KH�ODUJHU�WKH�FRPPXQLW\��KRZHYHU��WKH�KDUGHU�LW
LV�WR�ILQDQFH�LW�E\�SXUH�GRQDWLRQV��WKH�PRUH�WHQXRXV�WKH�VHQVH�RI
LGHQWLW\��WKH�OHVV�WKH�LQGLYLGXDO�IHHOV�WKDW�WKH�FRPPXQLW\�LV�DQ�LQWHJUDO
SDUW�RI�KLPVHOI��,W�LV�D�UDUH�QDWLRQ�RU�6WDWH��WKHUHIRUH��WKDW�FDQ�UHO\
RQ�WKH�PRWLYH�RI�LGHQWLILFDWLRQ��WKDW�LV��RI�JHQXLQH�SKLODQWKURS\�IRU�WKH
VXSSRUW�ZKLFK�LW�UHTXLUHV�IURP�LWV�FLWL]HQV��:H�KDYH��WKHUHIRUH��WKH
SKHQRPHQRQ�RI�WD[DWLRQ�ZKLFK�PLJKW�EH�UHJDUGHG�DV�FRPSXOVRU\
SKLODQWKURS\��%DXPRO�KDV�SRLQWHG�RXW�WKDW�VXFK�FRPSXOVRU\�SKLODQ�
WKURS\�PD\�EH�TXLWH�UDWLRQDO�LQ�D�VLWXDWLRQ�ZKHUH�DQ�LQGLYLGXDO�ZLOO
PDNH�D�FRQWULEXWLRQ�ZLOOLQJO\�LI�HYHU\ERG\�HOVH�PDNHV�RQH��EXW�ZRXOG
EH�XQZLOOLQJ�LI�RWKHU�SHRSOH�GLG�QRW��+HQFH��DQ�LQGLYLGXDO�PD\�DGYR�
FDWH�KLV�RZQ�FRHUFLRQ�VLPSO\�EHFDXVH�LW�LV�DFFRPSDQLHG�E\�WKH�FRHUFLRQ
RI�DOO�WKH�RWKHU�PHPEHUV�RI�WKH�FRPPXQLW\��,Q�ODUJH��KHWHURJHQHRXV�
DQG�DQRQ\PRXV�FRPPXQLWLHV�LQ�ZKLFK�WKH�LQGLYLGXDO�ORVHV�WKH�VHQVH
RI�IDFH�WR�IDFH�FRQWDFW�ZLWK�WKH�RWKHU�PHPEHUV��LW LV�DOPRVW�DOZD\V
QHFHVVDU\�WR�UHLQIRUFH�SKLODQWKURS\�ZLWK�FRHUFLRQ�DQG�WR�SURYLGH�IRU
XQLODWHUDO�WUDQVIHUV��VXFK�DV�WD[HV��XQGHU�VRPH�NLQG�RI�SHQDOW\�IRU
IDLOXUH��(YHQ�LQ�SULYDWH�FRPPXQLWLHV��WKH�WKUHDW�RI�H[SXOVLRQ�FDQ
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1RWHV�RQ�D�7KHRU\�RI�3KLODQWKURS\
EH�DQ�LPSRUWDQW�IDFWRU�LQ�LQGXFLQJ�WKH�LQGLYLGXDO�WR�SD\�ZKDW�ORRNV
DW�ILUVW�VLJKW�OLNH�D�SXUHO\�YROXQWDU\�FRQWULEXWLRQ��7KHUH�PD\��LQ�RWKHU
ZRUGV��EH�HOHPHQWV�RI�FRHUFLRQ�HYHQ�LQ�WKH�UHODWLRQVKLS�RI�WKH�LQGLYLG�
XDO�ZLWK�D�SXUHO\�SULYDWH�RUJDQL]DWLRQ�RU�FRPPXQLW\�
8S�WR�QRZ��,�KDYH�EHHQ�GHDOLQJ�PDLQO\�ZLWK�WKH�SKLODQWKURS\�RI

WKH�LQGLYLGXDO��,�QRZ�WXUQ�WR�WKH�SUREOHP�RI�WKH�SURIHVVLRQDO�SKLODQ�
WKURSLVW��DV�H[HPSOLILHG�E\�WKH�IRXQGDWLRQ��:H�KHUH�UXQ�LQWR�D�SURE�
OHP�DQG�D�VHW�RI�PRWLYDWLRQV�ZKLFK�PD\�EH�YHU\�GLIIHUHQW�IURP�WKRVH
RI�WKH�SULYDWH�LQGLYLGXDO�GRQRU��7KH�IRXQGDWLRQ�LV�D�VSHFLDOL]HG�JLYHU�
7KH�DPRXQW�ZKLFK�LW�JLYHV�LV�XVXDOO\�GHWHUPLQHG�E\�WKH�FRQGLWLRQV
XQGHU�ZKLFK�LW�KDV�EHHQ�VHW�XS��DOWKRXJK�WKHUH�PD\�EH�VRPH�ODWLWXGH
LQ�WKLV�UHJDUG���&RQVHTXHQWO\��LWV�GRQDWLRQV�DUH�QRW��OLNH�WKRVH�RI�WKH
LQGLYLGXDO�JLYHU��VKDUSO\�FRPSHWLWLYH�ZLWK�DOWHUQDWLYH�XVHV�LQ�FRQ�
VXPSWLRQ�RU�LQ�VDYLQJ��2QFH�WKH�GRQRU�KDV�GHFLGHG�WR�VHW�XS�WKH
IRXQGDWLRQ��WKH�TXHVWLRQ�DV�WR�KRZ�PXFK�LW�VKRXOG�JLYH�LV�ODUJHO\
WDNHQ�RXW�RI�WKH�UHDOP�RI�GHFLVLRQ�PDNLQJ��7KH�SUREOHP�RI�WKH
IRXQGDWLRQ��WKHUHIRUH��LV�QRW�VR�PXFK�ZKHWKHU�LWV�VHQVH�RI�FRPPXQLW\
ZLWK�WKH�REMHFW�RI�WKH�JLIW�PHULWV�DQ�H[WUD�GROODU�GUDZQ�IURP�FRPSHW�
LQJ�XVHV��EXW�UDWKHU��ZKHWKHU�WKH�PRQH\�VKRXOG�JR�WR�RQH�GHVHUYLQJ
REMHFW�RU�DQRWKHU��7KH�PDLQ�SUREOHP�RI�WKH�IRXQGDWLRQ��LQ�RWKHU
ZRUGV��LV�WKDW�RI�WKH�FKRLFH�DPRQJ�SRVVLEOH�UHFLSLHQWV�RI�LWV�ERXQW\�
7KLV�UDLVHV�WKH�TXHVWLRQ�ZKHWKHU�ZH�FRXOG�KDYH�D�WKHRU\�RI�WKH

IRXQGDWLRQ�LQ�WKH�VHQVH�LQ�ZKLFK�ZH�KDYH�D�WKHRU\�RI�WKH�ILUP��,W�LV
REYLRXV�WKDW�WKH�WZR�LQVWLWXWLRQV�GLIIHU�VKDUSO\��7KH�WKHRU\�RI�SURILW
PD[LPL]DWLRQ��ZKLOH�LW�LV�VXEMHFW�WR�PDQ\�H[FHSWLRQV�DQG�TXDOLILFDWLRQV�
LV�DW�OHDVW�D�UHDVRQDEOH�ILUVW�DSSUR[LPDWLRQ�WR�WKH�WKHRU\�RI�WKH�ILUP�
:H�VHHP�WR�KDYH�QR�VXFK�ILUVW�DSSUR[LPDWLRQ�LQ�WKH�WKHRU\�RI�WKH
IRXQGDWLRQ��1HYHUWKHOHVV��D�IRXQGDWLRQ�PXVW�PDNH�FKRLFHV�PXFK�DV�D
ILUP�GRHV��,W�KDV�WR�GHFLGH�WKDW�$�LV�ZRUWK\�DQG�%�LV�QRW��,W�PXVW
GHYHORS�D�SROLF\�DFFRUGLQJ�WR�ZKLFK�LW�PDNHV�DQG��SHUKDSV�HYHQ�PRUH
LPSRUWDQW��MXVWLILHV�LWV�GHFLVLRQV��(YHQ�WKRXJK�LWV�SXUSRVH�LV�WR�GR
JRRG�UDWKHU�WKDQ�WR�PDNH�SURILWV�DQG�HYHQ�WKRXJK�SURILWV�KDYH�D�FHU�
WDLQ�REMHFWLYLW\�RI�PHDVXUHPHQW�ZKLFK�WKH�JRRG�KDV�QRW��QHYHUWKHOHVV�
LW�LV�SUHVXPDEO\�LQ�WKH�LQWHUHVW�RI�D�IRXQGDWLRQ�WR�GR�PRUH�JRRG�LQ
LWV�RZQ�HVWLPDWLRQ�UDWKHU�WKDQ�OHVV��7KH�QRWLRQ�RI�WKH�PD[LPL]DWLRQ
RI�JRRG��DOWKRXJK�LW�PD\�QRW�OHDG�WR�D�FOHDU�PDWKHPDWLFDO�DQG�RE�
MHFWLYH�UXOH�RI�DFWLRQ��LV�DW�OHDVW�D�WKHRUHWLFDO�EHJLQQLQJ�
$�IRXQGDWLRQ�IDFHV�RQH�SUREOHP��ZKLFK�PD\�DOVR�EH�SUHVHQW�LQ�WKH

ILUP��LQ�ZKDW�PD\�EH�DQ�DFXWH�GHJUHH��$�ILUP�PD\�ILQG�WKDW�LW�PDNHV
PXFK�WKH�VDPH�DPRXQW�RI�SURILW�RYHU�D�ODUJH�DUHD�RI�LWV�ILHOG�RI�SRV�
VLEOH�FKRLFH²LQ�WKLV�FDVH�LWV�DFWXDO�GHFLVLRQV�DUH��LQ�D�VWULFW�HFRQRPLF
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3KLODQWKURS\�DQG�3XEOLF�3ROLF\
VHQVH��LQGHWHUPLQDWH��/LNHZLVH��D�IRXQGDWLRQ�PD\�FRPH�WR�IHHO�WKDW�LW
ZLOO�GR�DERXW�WKH�VDPH�DPRXQW�RI�JRRG�LQ�ZLGHO\�GLIIHULQJ�DUHDV
DQG�IRU�ZLGHO\�GLIIHULQJ�GLVWULEXWLRQV�RI�LWV�ODUJHVVH�DPRQJ�YDULRXV
REMHFWV��8QGHU�WKHVH�FLUFXPVWDQFHV��WKH�SUREOHP�RI��PD[LPL]LQJ�EH�
KDYLRU��LV�D�YHU\�GLIILFXOW�RQH�EHFDXVH�WKH�PD[LPL]LQJ�SULQFLSOH�JLYHV
XV�QR�FOHDU�UXOH�IRU�DFWLRQ��,W�LV�QRW�VXUSULVLQJ��WKHUHIRUH��LI�RUJDQL]D�
WLRQV�GHYHORS�UXOHV�RI�WKXPE�RU�ZKDW�PLJKW�EH�FDOOHG�UXOHV�RI�H[FOX�
VLRQ��$�ZLGH�DQG�RSHQ�ILHOG�JLYHV�XV�DJRUDSKRELD��:H�WKHUHIRUH�EXLOG
IHQFHV�DFURVV�LW�DQG�DURXQG�LW��:H�VD\�ZH�ZLOO�QRW�GR�$��ZH�ZLOO�QRW
GR�%��ZH�ZLOO�QRW�GR�&�DQG�E\�WKH�WLPH�ZH�KDYH�H[FOXGHG�WKHVH�SRVVL�
ELOLWLHV�E\�UXOH��WKHUH�PD\�EH�RQO\�RQH�DOWHUQDWLYH�OHIW�WR�XV��'��ZKLFK
ZH�WKHQ�VHOHFW��2QH�FDQ�VHH�WKLV�KDSSHQLQJ�FRQVWDQWO\�LQ�WKH�IRXQGD�
WLRQV²RQH�RI�WKH�ILUVW�GHFLVLRQV�WKDW�D�ERDUG�RI�GLUHFWRUV�RI�D�IRXQGD�
WLRQ�PDNHV�LV�ZKDW�LW�ZLOO�QRW�GR��,W�SDUWLWLRQV�WKH�JHQHUDO�ILHOG�DQG
DOPRVW�DOZD\V�GHFLGHV�WR�OLPLW�LWVHOI�WR�D�VPDOO�DUHD�
7KH�SURFHVV�RI�GHFLVLRQ�PDNLQJ�E\�VXFFHVVLYH�HOLPLQDWLRQ LV� RI

FRXUVH��QRW�FRQILQHG�WR�IRXQGDWLRQV��(YHU\�LQGLYLGXDO��RUJDQL]DWLRQ�
RU�VRFLHW\��ZKHQ�DEVROXWH�UDWLRQDOLW\��WKDW�LV���PD[LPL]LQJ��EHKDYLRU
LV�GHVSDLUHG�RI��UHWUHDWV�LQWR�WDERR��ULWXDO�DQG�UXOH�RI�WKXPE��7KHUH
LV��SHUKDSV��PRUH�H[FXVH�IRU�WKLV�NLQG�RI�EHKDYLRU�LQ�WKH�IRXQGDWLRQ
WKDQ�WKHUH�LV�LQ�PDQ\�RWKHU�IRUPV�RI�RUJDQL]DWLRQ��(YHQ�LQ�WKH�IRXQ�
GDWLRQ��KRZHYHU��LW�IUHTXHQWO\�UHSUHVHQWV�D�UHWUHDW�IURP�UHVSRQVLELOLW\�
$Q�RUJDQL]DWLRQ�ZKLFK�IROORZV�WKLV�SULQFLSOH�DOVR�LV�LQ�JUDYH�GDQJHU
RI�ILQGLQJ�LWV�SULQFLSOHV�REVROHWH��7KH�ZRUOG�LV�DSW�WR�FKDQJH�PRUH
UDSLGO\�WKDQ�RXU�UXOHV�DERXW�LW��$�IRXQGDWLRQ�ZKLFK�GHFLGHG��IRU�LQ�
VWDQFH��WR�VXSSRUW�RQO\�D�SDUWLFXODU�DUHD�RI�PHGLFDO�UHVHDUFK�PLJKW
ILQG�LWVHOI�OHIW�KLJK�DQG�GU\�ZKHQ�WKLV�SDUWLFXODU�DUHD�HQFRXQWHUV�VXF�
FHVV�
(YHQ�WKRXJK�LW�LV�YHU\�GLIILFXOW�WR�VSHFLI\�WKH�H[DFW�IRUP�RI�WKH�ZHO�

IDUH�IXQFWLRQ�RI�D�IRXQGDWLRQ��WKHUH�LV�D�FHUWDLQ�DQDORJ�RI�WKH�PDUNHW
LQ�WKH�PXWXDO�FRPSHWLWLRQ�RI�IRXQGDWLRQV�IRU�JUDQWHHV�DQG�RI�SRWHQ�
WLDO�JUDQWHHV�IRU�IRXQGDWLRQ�VXSSRUW��7KHUH�LV�HYHQ�D�FHUWDLQ�DQDORJ\
EHWZHHQ�WKH��VWDWHV�RI�WKH�PDUNHW��DV�ZH�GHYHORS�WKLV�LQ�WKH�WKHRU\
RI�PRQRSRO\�DQG�LPSHUIHFW�FRPSHWLWLRQ�DQG�WKH�YDULRXV�SRVVLEOH�VWDWHV
RI�WKH�UHODWLRQV�EHWZHHQ�IRXQGDWLRQV�DQG�WKHLU�JUDQWHHV��:H�FDQ�YLVXDO�
L]H�WKH�VLWXDWLRQ��IRU�LQVWDQFH��RI�H[WUHPH�PRQRSRO\�RI�WKH�JUDQWLQJ
SRZHU��7KH�WRWDOLWDULDQ�VRFLDOLVW�VWDWH�ZRXOG�EH�VXFK�D�PRQRSRO\��+HUH
WKH�VXFFHVV�RI�D�SRWHQWLDO�JUDQWHH�GHSHQGV�XSRQ�KLV�DELOLW\�WR�SUHVHQW
KLV�FDVH�EHIRUH�WKH�ULJKW�SHUVRQV�DQG�WKH�ULJKW�FKDQQHOV�ZLWKLQ�WKH
PRQROLWKLF�RUJDQL]DWLRQ�RI�WKH�JUDQWLQJ�SRZHU��%\�FRQWUDVW��VXSSRVH
D�VLWXDWLRQ�DQDORJRXV�WR�SHUIHFW�FRPSHWLWLRQ�LQ�ZKLFK�WKHUH�DUH�D

��



1RWHV�RQ�D�7KHRU\�RI�3KLODQWKURS\
ODUJH�QXPEHU�RI�IRXQGDWLRQV�DQG�D�ODUJH�QXPEHU�RI�JUDQWHHV��+HUH
WKHUH�LV�D�SRVVLELOLW\�RI�VKRSSLQJ�DURXQG��$Q�DSSOLFDQW�ZKR�LV�XQ�
VXFFHVVIXO�ZLWK�RQH�IRXQGDWLRQ�PD\�WXUQ�WR�DQRWKHU�DQG�YLFH�YHUVD�
7KHUH�LV�LQ�IDFW�VRPH�FRPSHWLWLRQ�DPRQJ�WKH�IRXQGDWLRQV�IRU�GHVLUDEOH
DSSOLFDQWV��EXW�RUGLQDULO\�ZH�PD\�DVVXPH�WKDW�WKH�DPRXQW�ZKLFK
DSSOLFDQWV�DUH�VHHNLQJ�LV�YHU\�PXFK�LQ�H[FHVV�RI�ZKDW�WKH�IRXQGDWLRQV
DUH�DEOH�DQG�ZLOOLQJ�WR�JUDQW��+HQFH��WKH�UDWLRQLQJ�IXQFWLRQ�KDV�WR
EH�SHUIRUPHG�E\�WKH�IRXQGDWLRQ�UDWKHU�WKDQ�E\�WKH�DSSOLFDQW�
,W�ZRXOG�EH�YHU\�LQWHUHVWLQJ�LI�ZH�FRXOG�GHYHORS�WKHRUHPV�UHODWLQJ

WKH�VWDWH�RI�WKH�JUDQWLQJ�PDUNHW�LQ�UHJDUG�WR�PRQRSRO\�RU�FRPSHWLWLRQ
WR�WKH�GHVLUDELOLW\�RI�WKH�UHVXOWV�DQG�LI�ZH�FRXOG��IRU�LQVWDQFH��PDNH
D�FDVH�DJDLQVW�PRQRSRO\�RI�WKH�JUDQWLQJ�SRZHU��DV�ZH�FDQ�PDNH�D
FDVH�DJDLQVW�PRQRSRO\�LQ�H[FKDQJH�UHODWLRQVKLSV��,�KDYH�DQ�LQWXLWLYH
IHHOLQJ�WKDW�VRPH�VXFK�SURSRVLWLRQ�LV�SODXVLEOH��,�ZRXOG�QRW�EH�VR
SUHVXPSWXRXV��KRZHYHU��DV�WR�DWWHPSW�WR�GHPRQVWUDWH�LW��:H�QHHG�LQ
WKH�ILUVW�SODFH��VRPH�PHDVXUH�RI�WKH�VXFFHVV�RI�WKH�JUDQWLQJ�SURJUDP�
:KDW�LV�LW��LQ�RWKHU�ZRUGV��WKDW�ZRXOG�PDNH�RQH�GLVWULEXWLRQ�RI�JUDQWV
DPRQJ�WKH�SRWHQWLDO�DSSOLFDQWV�EHWWHU�RU�ZRUVH�WKDQ�DQRWKHU�VXFK�GLV�
WULEXWLRQ"�6WURQJ�FDVHV�FDQ�HDVLO\�EH�FLWHG��7KH�)RUG�)RXQGDWLRQ�
IRU�LQVWDQFH��LV�UDUHO\�EODPHG�HYHQ�E\�LWV�PRVW�YRFLIHURXV�FULWLFV�IRU
UHMHFWLQJ�D�SURSRVDO�WR�SODQW�D�������PLOH�ORQJ�URVH�JDUGHQ�DORQJ�WKH
IURQWLHU�RI�WKH�8QLWHG�6WDWHV�DQG�&DQDGD�DV�D�V\PERO��RU�SHUKDSV�DV
D�PHPRULDO��WR�WKH�SHDFHIXO�UHODWLRQV�HVWDEOLVKHG�DORQJ�WKLV�ERUGHU�
2QFH�ZH�OHDYH�WKH�SDWHQWO\�DEVXUG��KRZHYHU��WKHUH�VHHPV�WR�EH�URRP
IRU�VWURQJ�GLIIHUHQFHV�RI�RSLQLRQ�DV�WR�WKH�ZLVH�FRXUVH�WR�IROORZ�LQ
WKH�PDNLQJ�RI�JUDQWV��7KH�UHMHFWHG�VXLWRUV�QDWXUDOO\�IHHO�KXUW�DQG�LQ�
GLJQDQW��)RXQGDWLRQV�PD\�WHQG�WR�PLQLPL]H�WKLV�KXUW�E\�JLYLQJ�HYHU\�
ERG\�D�OLWWOH��7KLV�VHHPV��LQGHHG��WR�KDYH�EHHQ�WKH�SULQFLSOH�RI�7KH
)RUG�)RXQGDWLRQ��,W�LV�VXEMHFW�WR�WKH�FULWLFLVP�WKDW�LW�UHVXOWV�LQ�D�ODUJH
QXPEHU�RI�ZHDN�SURSRVDOV�DQG�ZHDN�LQVWLWXWLRQV�LQVWHDG�RI�D�IHZ
VWURQJ�RQHV��,W�LV�DUJXDEOH��IRU�LQVWDQFH��WKDW�5RFNHIHOOHU�GLG�PRUH�IRU
$PHULFDQ�HGXFDWLRQ��HYHQ�IRU�WKH�VDODULHV�RI�SURIHVVRUV��E\�HVWDEOLVKLQJ
D�VLQJOH�VWURQJ�8QLYHUVLW\�RI�&KLFDJR�WKDQ�7KH�)RUG�)RXQGDWLRQ�KDV
GRQH�E\�EURDGFDVWLQJ�LWV�ODUJHVVH�
7KH�SUREOHP�RI�WKH�LGHDO�VWUXFWXUH�RI�IRXQGDWLRQ�JUDQWV�LV�FRP�

SOLFDWHG�E\�WKH�IDFW�WKDW�WKH�HIIHFWV�RI�WKHVH�JUDQWV�DUH�RIWHQ�QRW�ZKDW
HLWKHU�WKH�GRQRU�RU�WKH�UHFLSLHQW�LQWHQG��7KLV�LV�PDLQO\�RZLQJ�WR�WKH
YDU\LQJ�HODVWLFLWLHV�LQ�WKH�VXSSO\�RI�ODERU��HVSHFLDOO\�LQWHOOHFWXDO�ODERU�
:KHQ�D�JUDQW�LV�JLYHQ�IRU�D�FHUWDLQ�SXUSRVH��WKH�DVVXPSWLRQ�LV�WKDW
WKHUH�H[LVWV�D�PDUNHW�ZLWKLQ�ZKLFK�WKH�DFFRPSOLVKPHQW�RI�WKLV�SXU�
SRVH�FDQ�EH�ERXJKW��,I�LQ�IDFW��D�VXSSO\�RI�ZKDWHYHU�LW�LV�WKDW�HPERGLHV
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WKH�SXUSRVH�LV�KLJKO\�LQHODVWLF��WKH�PDLQ�UHVXOW�RI�WKH�JUDQW�ZLOO�EH�WR
ELG�XS�WKH�SULFH�RI�WKLV�VXSSO\�UDWKHU�WKDQ�WR�LQFUHDVH�LWV�TXDQWLW\�
,Q�WKH�ORQJ�UXQ��RI�FRXUVH��LI�WKH�JUDQW�LV�UHSHDWHG�DQG�FRQWLQXRXV�
VXSSOLHV�WHQG�WR�EH�PRUH�HODVWLF��0RVW�IRXQGDWLRQ�JUDQWV��KRZHYHU�
GR�QRW�RSHUDWH�LQ�WKH�ORQJ�UXQ��7KXV��LI�D�QXPEHU�RI�IRXQGDWLRQV
VWDUW�JLYLQJ�JUDQWV�IRU��VKDOO�ZH�VD\��VWXGLHV�LQ�&KLQHVH��WKH�PDLQ�UH�
VXLW�LV�WR�ELG�XS�WKH�SULFH�RI�&KLQHVH�VSHFLDOLVWV��VRPHWLPHV�WR�WKH
SRLQW�ZKHUH�WKH�WUDGLWLRQDO�VWUXFWXUH�RI�LQFRPHV�LV�VHULRXVO\�GLVWXUEHG�
DQG�\HW�WKHUH�LV�QRW�PXFK�LQFUHDVH�LQ�WKH�WRWDO�ERG\�RI�&KLQHVH�VWXGLHV
SURGXFHG��7KH�FRPSHWLQJ�SURJUDPV�VSHQG�PRVW�RI�WKHLU�WLPH��HQHUJ\�
DQG�PRQH\�LQ�ELGGLQJ�WKH�VSHFLDOLVWV�DZD\�IURP�HDFK�RWKHU�
-XVW�DV�ZH�XVHG�ZKDW�PLJKW�EH�FDOOHG�WKH�SULQFLSOH�RI�UHH[DPLQDWLRQ

WR�UHVFXH�WKH�WKHRU\�RI�XWLOLW\�IURP�WRWDO�IRUPDOLVP��VR�ZH�PLJKW�LQ�
YRNH�WKH�VDPH�SULQFLSOH�LQ�WKH�WKHRU\�RI�JUDQWV��$�IRXQGDWLRQ�PD\
FHUWDLQO\�UHJUHW�KDYLQJ�PDGH�D�JUDQW�DQG�DQ�DSSOLFDQW�PD\�HYHQ�UH�
JUHW�KDYLQJ�UHFHLYHG�LW��WKHUH�PD\�EH�DIWHUWKRXJKWV�DQG�UHH[DPLQD�
WLRQV��2QH�RI�WKH�LQVWLWXWLRQDO�SUREOHPV��WKHUHIRUH��LV�WKH�OHDUQLQJ
SURFHVV�E\�ZKLFK�WKH�IRXQGDWLRQV�DQG�RWKHU�JUDQWLQJ�DJHQFLHV�OHDUQ
IURP�WKHLU�PLVWDNHV��2QH�GLIILFXOW\�KHUH�LQ�DWWHPSWLQJ�WR�XVH�WKH
DQDORJ\�RI�FRPSHWLWLRQ�LV�WKDW�LQ�D�PDUNHW�VLWXDWLRQ��HVSHFLDOO\�LQ
SHUIHFW�FRPSHWLWLRQ��D�ILUP�ZKLFK�PDNHV�VHULRXV�PLVWDNHV�ZLOO�JR�2XW
RI�H[LVWHQFH��7KH�RQO\�IDWDO�PLVWDNHV�ZKLFK�D�IRXQGDWLRQ�FDQ�PDNH�
KRZHYHU��DUH�LQ�LWV�LQYHVWPHQW�SROLF\��QRW�LQ�LWV�JUDQWLQJ�SROLF\��$V
IDU�DV�,�FDQ�VHH��WKHUH�LV�QRWKLQJ�LQ�VRFLDO�HFRORJ\�ZKLFK�ZRXOG�OHDG
WR�WKH�HOLPLQDWLRQ�RI�D�IRXQGDWLRQ�ZKLFK�LQGXOJHG�LQ�WKH�XWWHUPRVW
IROO\�LQ�LWV�JUDQW�PDNLQJ��SURYLGHG�WKDW�LWV�LQYHVWPHQW�SROLF\�ZDV
VRXQG��)RROLVK�RU�LUUHVSRQVLEOH�JUDQW�PDNLQJ�PLJKW��RI�FRXUVH��LQ�WKH
ORQJ�UXQ�VWLU�XS�HQRXJK�VRFLDO�UHVHQWPHQW�WR�OHDG�WR�WKH�GLVHVWDEOLVK�
PHQW�RI�WKH�IRXQGDWLRQV��7KH�GLVVROXWLRQ�RI�WKH�PRQDVWHULHV�VWDQGV
�DV�D�VROHPQ�KLVWRULFDO�ZDUQLQJ��7KH�SUHVHQFH�RI�LPPRUWDOV�LV�DOZD\V
DQ�HPEDUUDVVPHQW�WR�D�PRUWDO�VRFLHW\��DQG�LW�LV�FHUWDLQO\�HDV\�WR�LPDJ�
LQH�WKDW�WKH�IRXQGDWLRQV�PLJKW�EHFRPH�VXFK�ODUJH�DQG�VLJQLILFDQW�FHQ�
WHUV�RI�SULYDWH�SRZHU�WKDW�WKH�VWDWH�ZLOO�EH�IRUFHG�WR�GLVHVWDEOLVK�WKHP�
7KLV�IROORZV�IURP�WKH�SRVLWLRQ�RI�WKH�IRXQGDWLRQ�DV�DQ�HOHPHQW�LQ�WKH
SROLW\�UDWKHU�WKDQ�LQ�WKH�HFRQRP\��7KH�SURVSHFW�RI�GLVHVWDEOLVKPHQW
LQ�WKH�IXWXUH��KRZHYHU��LV OLWWOH�VDIHJXDUG�DJDLQVW�PLVWDNHV�LQ�WKH
SUHVHQW�
%\�ZD\�RI�FRQFOXVLRQ��LI�WKH�FDVH�IRU�FRPSHWLWLRQ�DPRQJ�IRXQGD�

WLRQV�LV�D�VWURQJ�RQH��RQH�ZRQGHUV�ZKHWKHU�WKHUH�LV�QRW�DOVR�D�FDVH�IRU
VRPHWKLQJ�OLNH�DQ�DQWLWUXVW�ODZ�IRU�IRXQGDWLRQV��7KH�YHU\�ODUJH�IRXQ�
GDWLRQV�GR�UHSUHVHQW�D�VRXUFH�RI�SROLWLFDO�DQG�HFRQRPLF�SRZHU��ZKLFK
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KRZHYHU�ZLVHO\�H[HUFLVHG� LV SROLWLFDOO\�LUUHVSRQVLEOH� WKDW LV� QRW
UHVSRQVLEOH�WR�DQ\ERG\�EH\RQG�D�VHOI�SHUSHWXDWLQJ�ERG\�RI�WUXVWHHV�
$�VLWXDWLRQ�OLNH�WKLV�LQ�D�VRFLHW\�DOZD\V�FRQWDLQV�WKH�VHHGV�RI�SRWHQWLDO
GDQJHU��$�ODZ�ZKLFK�ZRXOG�FRPSHO�WKH�VSOLW�RI�DQ\�IRXQGDWLRQ�H[�
FHHGLQJ�SHUKDSV��������������ZRXOG�DW�OHDVW�GLVWULEXWH�WKLV�SRZHU
PRUH�ZLGHO\��ZRXOG�OHVVHQ�WKH�SRVVLELOLW\�RI�UHDOO\�GLVDVWURXV�PLVWDNHV�
DQG�ZRXOG�JLYH�WKH�DSSOLFDQW�D�EHWWHU�FKDQFH�WR�VKRS�DURXQG��(YHQ
D�VXSHUILFLDO�NQRZOHGJH�RI�WKH�DFWLYLWLHV�RI�IRXQGDWLRQV�VXJJHVWV�WKDW
LW�LV�WKH�VPDOO�RQHV�ZKLFK�DUH�IUHTXHQWO\�WKH�PRVW�FUHDWLYH�DQG�LPDJ�
LQDWLYH��7KH�ODUJHU�D�IRXQGDWLRQ�JHWV��WKH�PRUH�LW�EHJLQV�WR�ORRN�OLNH
DQ�DUP�RI�JRYHUQPHQW�DQG�WKH�OHVV�MXVWLILFDWLRQ�WKHUH�VHHPV�WR�EH�
WKHUHIRUH��IRU�WKH�SULYDWH�H[HUFLVH�RI�WKLV�SRZHU�

$SSHQGL[��$OWUXLVP�DQG�8WLOLW\

7KH�WKHRU\�RI�H[FKDQJH�RU�ELODWHUDO�PRQRSRO\��DV�GHYHORSHG�LQ�WKH
ILUVW�LQVWDQFH�E\�(GJHZRUWK��FDQ�HDVLO\�EH�DGDSWHG�WR�DQ\�GHJUHH�RI
DOWUXLVP�WKDW�ZH�ZLVK��,Q�WKH�XVXDO�H[SRVLWLRQ��ZH�LQGLFDWH�WKH�GLV�
WULEXWLRQ�RI�WZR�FRPPRGLWLHV�EHWZHHQ�WZR�H[FKDQJHUV�E\�WKH�SRVLWLRQ
RI�D�SRLQW�3�LQVLGH�WKH�ER[ EHLQJ�WKH�SRLQW�ZKHUH�H[�
FKDQJHU�$�KDV�QRQH�RI�HLWKHU�FRPPRGLW\��DQG��E the SRLQW�ZKHUH
H[FKDQJHU�%�KDV�QR�FRPPRGLW\��2D;�LV�WKH�WRWDO�DPRXQW�RI�FRPPRGLW\
;�DQG�2D<�LV�WKH�WRWDO�DPRXQW�RI�FRPPRGLW\�<�WR�EH�GLYLGHG�EHWZHHQ
WKH�WZR�H[FKDQJHUV��7KXV�DW�WKH�SRLQW�3��H[FKDQJHU�$�KDV RI
FRPPRGLW\�;�DQG RI�FRPPRGLW\�<��H[FKDQJHU�%�KDV of FRP�
PRGLW\�<�DQG�3;E�RI�FRPPRGLW\�;��,Q�SXUH�H[FKDQJH��RI�FRXUVH��WKHUH
LV�QR�FKDQJH�LQ�WKH�WRWDO�TXDQWLW\�RI�WKH�WZR�FRPPRGLWLHV��([FKDQJH
LV�PHUHO\�D�UHDUUDQJHPHQW�RI�DVVHWV�
,Q�WKH�XVXDO�DQDO\VLV��ZH�VXSSRVH�WKDW�HDFK�SDUW\�WR�WKH�H[FKDQJH

KDV�D�XWLOLW\�IXQFWLRQ�UHSUHVHQWHG�E\�LQGLIIHUHQFH�FXUYHV²WKH�VROLG
FXUYHG�OLQHV�EHLQJ�WKRVH�IRU�$��WKH�EURNHQ�OLQHV�EHLQJ�WKRVH�IRU�%
�VHH�)LJXUH�����:H�VXSSRVH�WKDW�$
V�XWLOLW\�LQFUHDVHV�WKH�PRUH�KH�KDV
RI�DQ\WKLQJ�DQG�WKH�OHVV�%�KDV��DQG�%
V�XWLOLW\�LQFUHDVHV�WKH�PRUH�KH
KDV�DQG�WKH�OHVV�$�KDV��7KLV�LV�WKH�XVXDO�QRQDOWUXLVWLF�FDVH��,I�ZH
YLVXDOL]H�WKH�XWLOLW\�IXQFWLRQV�LQ�WKH�WKLUG�GLPHQVLRQ�DERYH�WKH�SODQH
RI�WKH�SDSHU��$
V�XWLOLW\�IXQFWLRQ�LV�D�PRXQWDLQ�ZKLFK�ULVHV�FRQWLQX�
RXVO\�DV�ZH�JR�DZD\�IURP��D�LQ�DQ\�GLUHFWLRQ��%
V�XWLOLW\�IXQFWLRQ�LV
D�PRXQWDLQ�ZKLFK�ULVHV�OLNHZLVH�DV�ZH�JR�DZD\�IURP��E in any direc-
WLRQ��7KH�KHDY\�GRWWHG�OLQH�&�&�&��LV�WKH�FRQWUDFW�FXUYH�RU�WKH�ORFXV
RI�WKH�SRLQWV�RI�WDQJHQF\�RI�WKH�WZR�V\VWHPV�RI�LQGLIIHUHQFH�FXUYHV�
,W�LV�HDV\�WR�VKRZ�WKDW�IURP�DQ\�SRLQW�LQ�WKH�ILJXUH�QRW�RQ�WKH�FRQ�
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FIGURE 'I
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WUDFW�FXUYH��LW LV�SRVVLEOH�WR�UHDFK�SRLQWV�RQ�WKH�FRQWUDFW�FXUYH�E\
VRPH�SURFHVV�RI�H[FKDQJH�ZKLFK�ZLOO�PDNH�ERWK�SDUWLHV�EHWWHU�RII�
,Q�WKH�RUGLQDU\�FDVH��$
V�XWLOLW\�GHSHQGV�RQO\�RQ�WKH�DPRXQWV�RI

FRPPRGLW\�ZKLFK�KH�SRVVHVVHV��DQG�VLPLODUO\�IRU�%��7KHUH�LV�QR�UHDVRQ�
KRZHYHU��ZK\�ZH�VKRXOG�QRW�H[WHQG�WKH�DQDO\VLV�WR�LQFOXGH�WKH�FDVH
LQ�ZKLFK�$
V�XWLOLW\�GHSHQGV�QRW�RQL\�RQ�ZKDW�KH�KDV��EXW�DOVR�RQ
ZKDW�%�KDV��,Q�WKLV�FDVH��ZH�PLJKW�VXSSRVH�WKDW�$
V�WRWDO�XWLOLW\�FRQ�
VLVWV�RI�WZR�SDUWV²WKH�SDUW�ZKLFK�LV�GHULYHG�IURP�KLV�RZQ�SRVVHVVLRQ
RI�WKH�WZR�FRPPRGLWLHV�DQG�WKH�SDUW�ZKLFK�LV�GHULYHG�IURP�KLV�FRQ�
WHPSODWLRQ�RI�%
V�SRVVHVVLRQ�RI�WKHP��WKDW�LV��IURP�DOWUXLVP��7KXV�
VXSSRVH�ZH�WDNH�D�VHFWLRQ�RI�WKH�WKUHH�GLPHQVLRQDO�XWLOLW\�VXUIDFHV
DORQJ�WKH�OLQH�<D;E��VHH�)LJXUH�����ZKHUH�XWLOLW\�LV�PHDVXUHG�LQ�WKH
YHUWLFDO�GLUHFWLRQ��
:H�PD\�VXSSRVH�WKDW�<D8D�UHSUHVHQWV�WKH�GLUHFW�XWLO�
LW\�WR�$�RI�WKH�LQFUHDVH�LQ�FRPPRGLW\�;��7KH�FXUYH�;E8E�UHSUHVHQWV
WKH�LQGLUHFW�XWLOLW\�WR�$�DV�KH�FRQWHPSODWHV�%�LQFUHDVLQJ�WKH�DPRXQW
RI�FRPPRGLW\�;�ZKLFK�%�SRVVHVVHV��7KH�VXP�RI�WKHVH�WZR�XWLOLW\�FXUYHV
LV�WKH�FXUYH�8E8P8���:H�DUH�DVVXPLQJ�KHUH��RI�FRXUVH��DOO�VRUWV�RI
VKRFNLQJ�WKLQJV�DERXW�WKH�PHDVXUDELOLW\�DQG�FRPSDUDELOLW\�RI�XWLOLWLHV�
EXW�WKLV�PD\�EH�XQDYRLGDEOH�
,Q�)LJXUH����ZH�UHWXUQ�WR�WKH�D[HV�RI�)LJXUH���DQG�GUDZ�WKH�LQGLIIHU�

HQFH�FXUYHV�RI�WKH�WZR�SDUWLHV�ZKLFK�ZRXOG�FRUUHVSRQG�WR�WKH XWLOLW\
IXQFWLRQV�RI�)LJXUH����7KH�VROLG�OLQHV��DV�EHIRUH��UHSUHVHQW�WKH�LQGLIIHU�
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FIGURE 2

ua

Xb

HQFH�FXUYHV�RI�SDUW\�$�DQG�WKH�GRWWHG�OLQHV�RI�SDUW\�%��,W�ZLOO�EH�RE�
VHUYHG�WKDW�WKH�FRUUHVSRQGLQJ�XWLOLW\�IXQFWLRQV�QRZ�H[KLELW�D�PD[L�
PXP�DW�0D�DQG�0E�UHVSHFWLYHO\��7KLV�PHDQV�WKDW�DV�ZH�PRYH�IURP

WRZDUG��E
�$
V�XWLOLW\�DFWXDOO\�GHFOLQHV��LQ�VSLWH�RI�WKH�IDFW�WKDW
KH�LV�JDLQLQJ�PRUH�JRRGV��EHFDXVH�WKH�GLUHFW�JDLQ�WR�KLPVHOI�LV�RXW�
ZHLJKHG�E\�WKH�SLW\�ZKLFK�KH�IHHOV�DW�%
V�PLVHUDEOH�SRYHUW\��6LPLODUO\�
%
V�XWLOLW\�GHFOLQHV�DV�ZH�PRYH�IURP�0E�WRZDUG��D
&RQVLGHU�QRZ��WKH�OLQH�+D0D.D�ZKLFK�LV�GUDZQ�WKURXJK�DOO�WKH

SRLQWV�ZKHUH�$
V�LQGLIIHUHQFH�FXUYHV�DUH�YHUWLFDO��DQG�WKH�FRUUHVSRQG�
LQJ�OLQH�/D0D1D�ZKLFK�LV�GUDZQ�WKURXJK�DOO�WKH�SRLQWV�ZKHUH�$
V
LQGLIIHUHQFH�FXUYHV�DUH�KRUL]RQWDO��7KHVH�OLQHV��LQWHUVHFWLQJ�DW�0D�
GLYLGH�WKH�ILHOG�LQWR�IRXU�UHJLRQV��,Q�WKH�UHJLRQ�2*+20D/D��$
V�LQGLI�
IHUHQFH�FXUYHV�DUH�WKH�VDPH�DV�LQ�)LJXUH����WKDW�LV�WR�VD\��KH�LV�VHOILVK
LQ�ERWK�FRPPRGLWLHV��,Q�WKH�UHJLRQ�0*182D.D��KH�LV�DOWUXLVWLF�LQ�ERWK
FRPPRGLWLHV��,W�LV�LPSRVVLEOH��IRUPDOO\��WR�GLVWLQJXLVK�WKLV�FDVH�IURP
WKH�FDVH�ZKHUH�WKH�FRPPRGLWLHV�KDYH�EHFRPH�GLVFRPPRGLWLHV��EXW�LQ
RXU�FDVH��ZH�VXSSRVH�WKH\�KDYH�EHFRPH�GLVFRPPRGLWLHV�WR�$�EHFDXVH
RI�KLV�DOWUXLVP��+H�FDQQRW�EHDU�WR�KDYH�PRUH�RI�WKHP�DW�%
V�H[SHQVH�
,Q�WKH�UHJLRQ�/D0D.D;��KH�LV�VHOILVK�LQ�UHJDUG�WR�FRPPRGLW\�<�DQG
DOWUXLVWLF�LQ�UHJDUG�WR�FRPPRGLW\�;��7KLV�VLWXDWLRQ�LV�H[DFWO\�UHYHUVHG
LQ�WKH�DUHD�+80D1D<��6LPLODU�OLQHV��+K0E.E�DQG�/E0E1E��FDQ�EH
GUDZQ�WKURXJK�0E�DQG�D�VLPLODU�DQDO\VLV�SHUIRUPHG�IRU�WKH�SDUW\�%�
7KHVH�WZR�VHWV�RI�OLQHV�GLYLGH�WKH�ILHOG�LQWR�QLQH�UHJLRQV��7R�DYRLG
IXUWKHU�FRQIXVLRQ�LQ�WKH�ILJXUH��ZH�QXPEHU�WKHVH�IURP�RQH�WR�QLQH
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LQ�)LJXUH����,Q�WKH�FHQWUDO�UHJLRQ�����ERWK�SDUWLHV�DUH�VHOILVK�LQ�ERWK
FRPPRGLWLHV��7KH�VLWXDWLRQ�LV�HVVHQWLDOO\�WKH�VDPH�DV�LQ�)LJXUH����7KH
FRQWUDFW�FXUYH�MRLQV�0E�WR�0D�DQG�WKH�DQDO\VLV�RI�H[FKDQJH�IROORZV
H[DFWO\�DV�LW�GRHV�LQ�)LJXUH����,Q�UHJLRQ����$�LV�VHOILVK�DQG�%�LV�DOWUXLVWLF
LQ�ERWK�FRPPRGLWLHV��([FKDQJH�LV�LPSRVVLEOH�IURP�DQ\�SRLQW�ZLWKLQ
WKH�UHJLRQ��%�ZLOO�VLPSO\�JLYH�$�ERWK�FRPPRGLWLHV�XQWLO�WKH�SRLQW�0E
LV�UHDFKHG��7KLV�LV��WKHUHIRUH��D�UHJLRQ�RI�WZR�FRPPRGLW\�SKLODQWKURS\
IRU�%��6LPLODUO\��WKH�UHJLRQ�ODEHOHG���LV�D�UHJLRQ�RI�WZR�FRPPRGLW\
SKLODQWKURS\�IRU�$��DQG�IURP�DQ\�SRLQW�LQ�WKLV�UHJLRQ��ZH�SURFHHG
LPPHGLDWHO\�WR�0D� Regions ���������DQG���DUH�FKDUDFWHUL]HG�E\�WKH
IDFW�WKDW�HDFK�SDUW\�LV�DOWUXLVWLF�LQ�RQH�FRPPRGLW\�DQG�VHOILVK�LQ�DQ�
RWKHU��DQG�WKDW�WKH�FRPPRGLW\�LQ�ZKLFK�RQH�SDUW\�LV�DOWUXLVWLF�ZLOO�EH
WKDW�LQ�ZKLFK�WKH�RWKHU�SDUW\�LV�VHOILVK��,Q�UHJLRQ����ERWK�SDUWLHV�DUH
DOWUXLVWLF�LQ�;�DQG�VHOILVK�LQ�<��LQ�UHJLRQ����ERWK�SDUWLHV�DUH�DOWUXLVWLF
LQ�<�DQG�VHOILVK�LQ�;�
:H�VHH�LQ�WKLV�ILJXUH�WKDW�ERWK�H[FKDQJH�DQG�SKLODQWKURS\�DUH�VSH�

FLDO�FDVHV�RI�PRYHPHQW�ZLWKLQ�WKH�ILHOG�RI�WKH�ILJXUH��([FKDQJH�LV�D
PRYHPHQW�LQ�DQ\�GLUHFWLRQ�RQ�D�OLQH�ZLWK�D�QHJDWLYH�EXW�QRW�LQILQLWH
VORSH��VXFK�DV�IRU�LQVWDQFH��3(�LQ�)LJXUH����+HUH�HDFK�SDUW\�JLYHV�XS
RQH�FRPPRGLW\�WR�WKH�RWKHU�DQG�UHFHLYHV�WKH�RWKHU�FRPPRGLW\�LQ
UHWXUQ��$�KRUL]RQWDO�PRYHPHQW�LV�D�SXUH�JLIW�RI�FRPPRGLW\�;��WKXV�D
PRYHPHQW�IURP�3�WRZDUG�;E�LQ�)LJXUH�� LV�D�JLIW�RI�FRPPRGLW\�;
IURP�$�WR�%��$�PRYHPHQW�IURP�3�WR D�JLIW�RI�FRPPRGLW\�;
IURP�%�WR�$��6LPLODUO\�D�YHUWLFDO�PRYH�LQ�HLWKHU�GLUHFWLRQ�LV�D�JLIW�RI
FRPPRGLW\�<��$�PRYH�DORQJ�D�OLQH�ZLWK�D�SRVLWLYH�VORSH��VXFK�DV�3)
LQ�)LJXUH����UHSUHVHQWV�D�JLIW�RI�ERWK�FRPPRGLWLHV��,I�ZH�GHILQH�D��WUDG�
LQJ�PRYH��DV�D�PRYH�ZKLFK�PDNHV�ERWK�SDUWLHV�EHWWHU�RII�WKDQ�WKH\
ZHUH�EHIRUH��ZH�VHH�WKDW��LQ�UHJLRQ����RQO\�H[FKDQJHV�FDQ�EH�WUDGLQJ
PRYHV��,Q�UHJLRQV ��DQG����ERWK�H[FKDQJHV�DQG�JLIWV�RI�ERWK�FRP�
PRGLWLHV�E\�HLWKHU�SDUW\�LQ�FHUWDLQ�SURSRUWLRQV�FDQ�EH�WUDGLQJ�PRYHV�
,Q�UHJLRQV���DQG����H[FKDQJHV�FDQQRW�EH�WUDGLQJ�PRYHV��,Q�UHJLRQV���
�����DQG����H[FKDQJH�PD\�EH�D�WUDGLQJ�PRYH��DQG�JLIWV�RI�WKH�WZR�FRP�
PRGLWLHV�LQ�FHUWDLQ�SURSRUWLRQV�E\�RQO\�RQH�RI�WKH�SDUWLHV�PD\�DOVR
EH�WUDGLQJ�PRYHV�
,Q�WKH�FDVH�RI�WRWDO�DOWUXLVP��ZKHUH�HDFK�SDUW\�UHJDUGV�WKH�LQWHUHVW

RI�WKH�RWKHU�DV�LGHQWLFDO�ZLWK�KLV�RZQ��WKH�SRLQWV�0D and 0E�PRYH
WRJHWKHU�XQWLO�WKH\�FRLQFLGH��:KHQ�WKLV�KDSSHQV��UHJLRQV������������DQG
��GLVDSSHDU��%RWK�SDUWLHV�ZLOO�PRYH�WRZDUGV�D�VLQJOH�RSWLPXP�
HLWKHU�E\�H[FKDQJH�LQ�UHJLRQV���DQG���RU�E\�JLIWV�RI�ERWK�FRPPRGLWLHV
LQ�UHJLRQV���DQG����,W�LV�LQWHUHVWLQJ�WR�QRWH�WKDW�HYHQ�LQ�WKLV�H[WUHPH
FDVH��H[FKDQJH�LV�QRW�ZKROO\�UXOHG�RXW��EXW��RI�FRXUVH��WKH�FRQWUDFW
FXUYH�VKULQNV�WR�D�VLQJOH�SRLQW�DQG�WKHUH�LV�QR�FRQIOLFW�
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