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([HFXWLYH�VXPPDU\

7KH�%DQNLQJ�6XSHUYLVLRQ�&RPPLWWHH�²�LQ�WKH�FRQWH[W�RI�WKH�(XURV\VWHP·V�WDVN�RI�FRQWULEXWLQJ�WR
WKH�VPRRWK�FRQGXFW�RI�QDWLRQDO�SROLFLHV� LQ�SUXGHQWLDO� VXSHUYLVLRQ�DQG� ILQDQFLDO� VWDELOLW\�²�FDUULHG
RXW�DQ�DVVHVVPHQW�RI�SRVVLEOH�LPSOLFDWLRQV�IRU�WKH�(8�EDQNLQJ�VHFWRU�LQ�WKH�HYHQW�RI�DVVHW�SULFHV
IDOOLQJ�VLJQLILFDQWO\��7KLV�ZDV�FRQVLGHUHG�DSSURSULDWH�LQ�WKH�OLJKW�RI�WKH�REVHUYDWLRQ�WKDW�KLVWRULFDOO\
PDQ\� EDQNLQJ� SUREOHPV� KDYH� EHHQ� FDXVHG� E\� D� VKDUS� IDOO� LQ� DVVHW� SULFHV�� 7KH� VRXUFHV� RI� WKHVH
IOXFWXDWLRQV��ZKLFK�DUH��KRZHYHU��QRW�DGGUHVVHG�LQ�WKLV�UHSRUW��PD\�EH�PDQLIROG��LQFOXGLQJ�VKLIWV�LQ
LQWHUHVW�UDWH�H[SHFWDWLRQV��FKDQJHV� LQ�GRPHVWLF�PDFURHFRQRPLF�GHYHORSPHQWV��VZLQJV� LQ�PDUNHW
VHQWLPHQW�RU�VSLOORYHU�HIIHFWV�DV�D�UHVXOW�RI�PRYHPHQWV�LQ�H[WHUQDO�DVVHW�PDUNHWV�

6RPH�RI�WKH�(8�VWRFN�PDUNHWV�KDYH�ULVHQ�WR�TXLWH�KLJK�OHYHOV��FRPSDUHG�ZLWK�KLVWRULFDO�YDOXDWLRQ
VWDQGDUGV�� DOWKRXJK� LQ� PRVW� FDVHV� WR� D� OHVVHU� GHJUHH� WKDQ� WKH� 86� VWRFN� PDUNHWV�� 7KH
GHYHORSPHQWV�LQ�UHDO�HVWDWH�SULFHV�KDYH�FOHDUO\�EHHQ�FRXQWU\�VSHFLILF��$V�XVXDO��ZKHUH�UHDO�HVWDWH
SULFHV�KDYH�ULVHQ�VLJQLILFDQWO\�� UHODWHG�EDQN� OHQGLQJ�KDV� DOVR�JURZQ��:KLOH�SULFH� LQFUHDVHV� LQ� WKH
FRPPHUFLDO�DQG�UHVLGHQWLDO�SURSHUW\�PDUNHWV�KDYH�EHHQ�VLPLODU��WKH�FRPPHUFLDO�UHDO�HVWDWH�PDUNHW
KDV� JHQHUDOO\� EHHQ� PRUH� YRODWLOH�� +RZHYHU�� VLQFH� WKHUH� LV� D� KLJK� GHJUHH� RI� XQFHUWDLQW\� ZKHQ
LGHQWLI\LQJ� WKH� IDFWRUV� WKDW� GHWHUPLQH� WKH� ´IXQGDPHQWDOµ� YDOXH� RI� DQ� DVVHW�� RU� PHDVXULQJ� WKH
LPSRUWDQFH� RI� YDULRXV� IDFWRUV�� DOO� DVVHW� SULFH� YDOXDWLRQ� PRGHOV� WHQG� WR� EH� XQFHUWDLQ� DQG
LQFRQFOXVLYH�ZLWK�UHJDUG�WR�WKH�DSSURSULDWHQHVV�RI�DQ\�SDUWLFXODU�DVVHW�SULFH�OHYHO��1RU�GR�SXEOLF
DXWKRULWLHV�KDYH�VXSHULRU�LQIRUPDWLRQ�RQ�WKH�DSSURSULDWH�GHYHORSPHQW�RU�OHYHO�RI�DVVHW�SULFHV�

7KH�SXUSRVH�RI�WKLV�UHSRUW�LV�WR�LQYHVWLJDWH�WKH�UREXVWQHVV�RI�WKH�(8�EDQNLQJ�V\VWHP��VKRXOG�DVVHW
SULFHV�IDOO��,Q�WKLV�UHVSHFW��LW�VKRXOG�EH�ERUQH�LQ�PLQG�WKDW�LW�LV�WKH�UHVSRQVLELOLW\�RI�WKH�FRPSHWHQW
DXWKRULWLHV� WR� PDNH� VXUH� WKDW� WKH� EDQNLQJ� DQG� ILQDQFLDO� V\VWHPV� DUH� DV� UHVLOLHQW� DV� SRVVLEOH� WR
VXGGHQ�FKDQJHV�LQ�DVVHW�SULFHV��7KH�UHSRUW�IRFXVHV�RQ�WKUHH�PDLQ�DVSHFWV�

)LUVW��WKH�UHSRUW�LGHQWLILHV�WKH�PDLQ�FKDQQHOV�WKURXJK�ZKLFK�EDQNV�ZRXOG�EH�DIIHFWHG�E\�D�VKDUS�IDOO
LQ�VWRFN�DQG�UHDO�HVWDWH�SULFHV��L�H��FUHGLW�ULVN��PDUNHW�ULVN��UHGXFWLRQ�LQ�FRPPLVVLRQ�LQFRPH��UH�
FDSLWDOLVDWLRQ� RI� VXEVLGLDULHV� DQG� WKH� ´VHFRQG� URXQGµ� HIIHFWV� WKURXJK� WKH� LPSDFW� RQ� WKH
PDFURHFRQRPLF� HQYLURQPHQW� DQG� EDQNV·� IXQGLQJ� FRQGLWLRQV��� ,W� ZRXOG� DSSHDU� WKDW� WKH� PDMRU
FXUUHQW�ULVN�IRU�(8�EDQNV�SRWHQWLDOO\�OLHV�LQ�WKH�UHDO�HVWDWH�VHFWRU��VKRXOG�D�VKDUS�GHFOLQH�LQ�DVVHW
SULFHV�RFFXU��+RZHYHU��QR�PDMRU�WKUHDW�WR�V\VWHPLF�VWDELOLW\�KDV�EHHQ�LGHQWLILHG��7KLV�LV�DOVR�EDVHG
RQ�WKH�IDFW�WKDW��RQ�DYHUDJH��WKH�EXUGHQ�RI�GHEW�VHUYLFLQJ�KDV�QRW�ULVHQ�VLJQLILFDQWO\��FRQWUDU\�WR
WKH� OHYHUDJH� RI� KRXVHKROGV� DQG� ILUPV�� RZLQJ� WR� WKH� ORZ� LQWHUHVW� UDWH� OHYHO�� 7KLV� GRHV� QRW
QHFHVVDULO\�KROG�IRU�WKH�ODVW�HQWUDQWV��´PDUJLQDO� LQYHVWRUVµ��LQ�WKH�UHDO�HVWDWH�PDUNHW��0RUHRYHU�
ZLWK�UHJDUG� WR� WKH�FRPPHUFLDO�SURSHUW\�PDUNHW�� WKHUH�VHHPV�WR�EH�JUHDWHU�YDULDWLRQ� LQ�PDUNHW
SUDFWLFHV� �IRUHPRVW� LQ� ORDQ�WR�YDOXH� UDWLRV�� WKDQ� LV� WKH� FDVH� IRU� WKH� UHVLGHQWLDO� PDUNHW�� ZKLFK
SRVVLEO\�DIIHFWV�EDQNV·�ULVNV�LQ�WKLV�DUHD�

$V�WR�EDQNV·�FXUUHQW�VWRFN�PDUNHW�H[SRVXUHV��QHLWKHU�WKH�GLUHFW�H[SRVXUH�WKURXJK�PDUNHW�ULVN�
LQFRPH� VHQVLWLYLW\� RU� FDSLWDOLVDWLRQ� QHHG� IRU� VXEVLGLDULHV�� QRU� WKH� FUHGLW� H[SRVXUH� WKURXJK� WKH
ILQDQFLQJ�RI�VWRFN�LQYHVWPHQWV��DSSHDU�YHU\�UHOHYDQW��+HQFH��LI�VWRFN�SULFHV�ZHUH�JHQHUDOO\�WR�IDOO�LQ
LVRODWLRQ��PDMRU�GLIILFXOWLHV�ZRXOG�QRW�EH�H[SHFWHG�IRU�(8�EDQNV��,Q�D�PRUH�H[WUHPH�FDVH�VFHQDULR�
KRZHYHU��D�VKDUS�VWRFN�PDUNHW�IDOO�FRXOG�DIIHFW�EDQNV�WKURXJK�WKH�´VHFRQG�URXQGµ�HIIHFWV��ZHUH�LW
WR� OHDG� WR� D� GHHSHQLQJ�RI� D� UHFHVVLRQ��+RZHYHU�� JLYHQ� WKH� ODFN�RI� FRPSUHKHQVLYH�GDWD� DQG� WKH
OLPLWHG�DQDO\VLV��LW�LV�GLIILFXOW�WR�DVVHVV�WKH�H[WHQW�RI�WKHVH�HIIHFWV�

6HFRQG��WKH�UHSRUW�H[DPLQHV� OHQGLQJ�SUDFWLFHV�DQG�WKHLU�HIIHFW�RQ� WKH� ULVN�SURILOH�RI�EDQNV�� ,Q� WKLV
UHVSHFW�� DQ� LPSRUWDQW� IDFWRU� LV� WKH� WLJKWHQLQJ� RI� FRPSHWLWLRQ� LQ� WKH� UHDO� HVWDWH�UHODWHG� OHQGLQJ
DFWLYLWLHV�RI�EDQNV��1DUURZLQJ�OHQGLQJ�PDUJLQV�KDYH�EHHQ�REVHUYHG�LQ�PDQ\�FRXQWULHV��%(��)5��(6�
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,(��1/��$7��),��6(�DQG�WKH�8.���5LVLQJ�ORDQ�WR�YDOXH�UDWLRV��/79��DUH�DOVR�UHSRUWHG�IRU�D�QXPEHU�RI
FRXQWULHV��ZKLOH�WKHUH�LV�QR�DSSDUHQW�VODFNHQLQJ�RI�RWKHU�FUHGLW�VWDQGDUGV��7KH�XVH�RI�PDUNHW�YDOXH
ZKHQ�GHWHUPLQLQJ�WKH�YDOXH�RI�WKH�FROODWHUDO��DFFRPSDQLHG�E\�D�KLJK�/79��FRXOG�FRQVWLWXWH�D�YHU\
KLJK�ULVN�WR�PRUWJDJH�OHQGHUV�LQ�WKH�IDFH�RI�D�GRZQZDUG�WUHQG�LQ�SULFHV�

)LQDOO\�� WKH�UHSRUW�FRQVLGHUV�WKH�SROLFLHV�SXUVXHG�UHFHQWO\�E\� WKH�VXSHUYLVRU\�DXWKRULWLHV� �FHQWUDO
EDQNV�RU�RWKHU�DXWKRULWLHV���,Q�JHQHUDO��VXSHUYLVRU\�DXWKRULWLHV�FORVHO\�PRQLWRU�WKH�FKDQJHV�LQ�UHDO
HVWDWH�DQG�VWRFN�SULFHV�DQG�WKHLU�LPSDFW�RQ�WKH�EDQNV·�ULVN�SURILOH��,Q�DGGLWLRQ��LQ�WKRVH�FRXQWULHV
LQ�ZKLFK�FRQFHUQV�KDYH�LQFUHDVHG�UHJDUGLQJ�WKH�SRVVLEOH�ULVNV�IRU�WKH�EDQNLQJ�VHFWRU��VXSHUYLVRU\
DXWKRULWLHV�KDYH�UHVSRQGHG�LQ�YDULRXV�ZD\V�WR�HQVXUH�SUXGHQW�OHQGLQJ�SUDFWLFHV�E\�EDQNV��7KHVH
VXSHUYLVRU\� DFWLRQV� LQFOXGH�� �L��SXEOLF� FRPPXQLFDWLRQ�RI� FRQFHUQV�� �LL��GLUHFW� FRQWDFWV�ZLWK� EDQN
PDQDJHPHQW�� �LLL��VSHFLILF� H[DPLQDWLRQV� RI� EDQNV·� UHDO� HVWDWH� OHQGLQJ� SUDFWLFHV�� �LY��VSHFLILF
PHDVXUHV� LQ� RUGHU� WR� DGGUHVV� WKH� DELOLW\� RI� EDQNV� WR� ZLWKVWDQG� VLJQLILFDQW� UHDO� HVWDWH� SULFH
UHYHUVDOV��VHQVLWLYLW\�DQDO\VHV���DQG��Y��FKDQJHV�LQ�ULVN�SURYLVLRQLQJ�DQG�RU�DVVHW�YDOXDWLRQ�UXOHV��$
UHYLHZ�RI�DVVHW�SULFH�GHYHORSPHQWV�IURP�WKH�SRLQW�RI�YLHZ�RI�EDQNLQJ�VWDELOLW\�ZLOO�EH�FDUULHG�RXW
RQ�D�SHULRGLF�EDVLV�E\�WKH�%DQNLQJ�6XSHUYLVLRQ�&RPPLWWHH�



(&%�$VVHW�3ULFHV�DQG�%DQNLQJ�6WDELOLW\�•�$SULO����� �

,QWURGXFWLRQ

7KLV�UHSRUW��SUHSDUHG�E\�WKH�%DQNLQJ�6XSHUYLVLRQ�&RPPLWWHH��%6&���H[DPLQHV�SULFH�GHYHORSPHQWV
LQ�WKH�(8�VWRFN�DQG�UHDO�HVWDWH�PDUNHWV�DQG�DVVHVVHV�WKH�SRVVLEOH�LPSDFW�RQ�WKH�EDQNLQJ�VHFWRU�LQ
WKH�HYHQW�RI�SULFHV�LQ�WKH�WZR�PDUNHWV�IDOOLQJ�VLJQLILFDQWO\��7KLV�ZRUN�KDV�EHHQ�FDUULHG�RXW�LQ�WKH
FRQWH[W�RI� WKH�(XURV\VWHP·V� WDVN�RI�FRQWULEXWLQJ� WR� WKH�VPRRWK�FRQGXFW�RI�SROLFLHV�SXUVXHG�E\
WKH� FRPSHWHQW� QDWLRQDO� DXWKRULWLHV� UHODWLQJ� WR� WKH� VXSHUYLVLRQ� RI� FUHGLW� LQVWLWXWLRQV� DQG� WR� WKH
VWDELOLW\� RI� WKH� ILQDQFLDO� V\VWHP� �$UWLFOH� �������� RI� WKH� 7UHDW\� HVWDEOLVKLQJ� WKH� (XURSHDQ
&RPPXQLW\��

3DVW� LQFLGHQFHV�RI� VHYHUH�EDQNLQJ�SUREOHPV�GHPRQVWUDWH� WKH� UHOHYDQFH�RI� VWRFN� DQG� UHDO� HVWDWH
PDUNHWV�IRU�WKH�EDQNLQJ�VHFWRU�DQG��KHQFH��DOVR�IRU�EDQNLQJ�VXSHUYLVRUV��$�VKDUS�GHFOLQH�LQ�DVVHW
SULFHV�FDQ�JHQHUDWH�V\VWHPLF�FRQFHUQV��HVSHFLDOO\�ZKHQ�WKH�UHOHYDQW�LQVWLWXWLRQV�DUH�H[SRVHG�WR�D
PDUNHW� ZKHUH� SULFHV� GHFOLQH� VKDUSO\�� 7KHUHIRUH�� VXSHUYLVRU\� DXWKRULWLHV� QHHG� WR� PRQLWRU� WKH
UHVLOLHQFH�RI�WKH�EDQNLQJ�DQG�ILQDQFLDO�V\VWHP�LQ�WKH�HYHQW�RI�D�IDOO�LQ�DVVHW�SULFHV�

7KH�UHSRUW�LV�VWUXFWXUHG�DV�IROORZV��6HFWLRQ���SURYLGHV�D�EDFNJURXQG�DQDO\VLV�RI�WKH�UHFHQW�VWRFN
DQG� UHDO� HVWDWH� PDUNHW� GHYHORSPHQWV�� 6HFWLRQ� �� SUHVHQWV� DQG� HYDOXDWHV� WKH� FKDQQHOV� WKURXJK
ZKLFK�D�UHYHUVDO�LQ�DVVHW�SULFHV�ZRXOG�DIIHFW�WKH�(8�EDQNLQJ�VHFWRU��6HFWLRQ���GLVFXVVHV�WKH�DFWLRQV
WDNHQ� E\� WKH� (8� VXSHUYLVRU\� DXWKRULWLHV� �FHQWUDO� EDQNV� RU� VHSDUDWH� DXWKRULWLHV��� ,Q� DGGLWLRQ� DQ
DQQH[�SUHVHQWV�D�EULHI�UHYLHZ�RI�OLWHUDWXUH�RQ�DVVHW�SULFH�F\FOHV�DQG�WKHLU�OLQN�WR�WKH�YXOQHUDELOLW\
RI� WKH� EDQNLQJ� VHFWRU�� 7KH� UHSRUW� LV� EDVHG� RQ� WKH� FRQWULEXWLRQV� IURP� WKH� (8� VXSHUYLVRU\
DXWKRULWLHV�GXULQJ�WKH�ODVW�TXDUWHU�RI������

� 5HFHQW�GHYHORSPHQWV�LQ�VWRFN�DQG�UHDO�HVWDWH�PDUNHWV

7KLV�VHFWLRQ�UHYLHZV�WKH�LQFUHDVHV�LQ�VWRFN�DQG�UHDO�HVWDWH�SULFHV�LQ�(8�FRXQWULHV��,W�LV�LQWHQGHG�WR
VHW�WKH�VWDJH�IRU�WKH�DQDO\VLV�RI�EDQNV·�H[SRVXUHV��LW�GRHV�QRW�DLP�WR�PDNH�DQ�DVVHVVPHQW�RI�WKH
VXVWDLQDELOLW\�RI�DVVHW�SULFHV��3ULFH�LQFUHDVHV�DUH�DOVR�HYDOXDWHG�ZLWK�UHIHUHQFH�WR�WKH�G\QDPLFV�RI
UHDO�HVWDWH�OHQGLQJ�LQ�RUGHU�WR�DVVHVV�WKH�UROH�RI�EDQNV·�OHQGLQJ�SROLFLHV�

��� 'HYHORSPHQWV�LQ�VWRFN�SULFHV

7KHUH�ZDV�D�ORQJ�WUHQG�WR�UHFRUG�KLJKV�LQ�WKH�86�DQG�(8�VWRFN�PDUNHWV��ZLWK�WKH�H[FHSWLRQ�RI
WKH�TXLWH� VWDEOH�$7�PDUNHW�� XQWLO�PLG������ �&KDUW� ���� ,Q�PRVW�PDUNHWV�� WKH� XSZDUG� WUHQG�ZDV
WKHQ�LQWHUUXSWHG�E\�FRQFHUQV�DERXW�WKH�HIIHFWV�RI�WKH�HPHUJLQJ�PDUNHW�FULVLV�RQ�FRUSRUDWH�SURILWV
DQG�E\�WKH�´IOLJKW�WR�TXDOLW\µ�SKHQRPHQRQ��7KH�IDOO� LQ�SULFHV�ZDV�HVSHFLDOO\�VHYHUH� LQ�FRQWLQHQWDO
(XURSH� DQG� ODUJHO\� UHIOHFWHG�� SDUWLFXODUO\� IRU� EDQN� VKDUHV�� H[SRVXUHV� WR� 5XVVLD�� (VSHFLDOO\� XQWLO
$XJXVW�������WKH�UHFRYHU\�LQ�VWRFN�PDUNHWV�ZDV�IDVW��DQG�QHZ�UHFRUG�KLJKV�ZHUH�UHDFKHG�LQ�PDQ\
PDUNHWV�� 3ULFHV� DUH� QRZ� DW� OHDVW� WZLFH� DV� KLJK� DV�� VD\�� VL[� \HDUV� DJR�� 7KHUH� FDQ�� KRZHYHU�� EH
VLJQLILFDQW� GLYHUJHQFHV� EHWZHHQ� GLIIHUHQW� VHFWRUV�� )RU� LQVWDQFH�� VKDUHV� LQ� WKH� EURDG� DUHD� RI
FRPSXWLQJ� DQG� FRPPXQLFDWLRQV� WHFKQRORJ\� KDYH� VSHFWDFXODUO\� RXW�SHUIRUPHG� WKH� UHVW� RI� WKH
PDUNHW�

7KH�UDSLG�JURZWK�DQG�WKH�SRVVLELOLW\�RI�D�VWRFN�PDUNHW�GHFOLQH� LQ�WKH�86� LV�UHFRJQLVHG�E\�PDQ\
REVHUYHUV�� DV� LQ� WKH� ,0)�&DSLWDO�0DUNHW�5HSRUW�� DV� D�SRWHQWLDO� VRXUFH�RI� LQVWDELOLW\��7KH� ULVN�RI
VSLOORYHU�HIIHFWV�IURP�WKH�86�WR�WKH�(8�PDUNHWV�LV�GXH�WR�VLPLODU�PRYHPHQWV�LQ�LQYHVWRU�EHKDYLRXU
DQG�FRQILGHQFH��H�J��DV�WKH�VDPH�LQYHVWRUV�FDQ�EH�SUHVHQW�LQ�PDQ\�PDUNHWV�DW�RQH�WLPH�
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/RRNLQJ�DW�WKH�(8�PDUNHWV��WKH�JURZWK�LQ�VWRFN�SULFHV�KDV�EHHQ�SDUWLFXODUO\�LQIOXHQWLDO�LQ�*5�DQG
),��7KH�*5�PDUNHW��WKH�JURZWK�RI�ZKLFK�ZDV�VXVWDLQHG�E\�WKH�PDVVLYH�HQWU\�RI�KRXVHKROGV� LQWR
HTXLW\�LQYHVWPHQWV��H[SHULHQFHG�D�VLJQLILFDQW�GRZQZDUG�FRUUHFWLRQ�LQ�PLG�6HSWHPEHU��7KH�WUHQG
KDV�EHHQ� UHYHUVHG� VLQFH� WKHQ��EXW� WKH�PDUNHW�KDV� EHHQ�KLJKO\� YRODWLOH��7KH� ),�PDUNHW� KDV� EHHQ
GULYHQ�VLJQLILFDQWO\�E\�´WHFKQRORJ\�VWRFNVµ���6WRFN�SULFH�JURZWK�KDV�EHHQ�TXLWH�UDSLG�LQ�(6��)5��,(�
1/��6(�DQG�WKH�8.�DV�ZHOO��RWKHU�FRXQWULHV�KDYH�H[KLELWHG�PRUH�PRGHUDWH�GHYHORSPHQWV�

7KH�PDMRU�(8�VWRFN�PDUNHWV�RI�'(��)5��,7�DQG�WKH�8.�DUH�FORVHO\�OLQNHG�WR�RQH�DQRWKHU�DQG�WR
WKH�86�PDUNHW��ZKLFK�LV�WKH�GRPLQDQW�PDUNHW�LQ�WKH�ZRUOG�ZLWK�DERXW�D�����VKDUH�LQ�WKH�PDUNHW
FDSLWDOLVDWLRQ��'HYHORSPHQWV�LQ�WKH�VPDOOHU�PDUNHWV�LQ�WKH�(8�DOVR�VHHP�WR�EH�LQIOXHQFHG�E\�WKH
PDMRU�PDUNHWV�� EXW� WKH\� IHDWXUH�PRUH� LGLRV\QFUDWLF� GHYHORSPHQWV� GXH�� DPRQJ� RWKHU� WKLQJV�� WR
ORZHU�OLTXLGLW\��7KH�ILUVW�JURXS�LV�FRPSRVHG�RI�%(��*5��$7�DQG�37�ZLWK�VLJQLILFDQWO\�LGLRV\QFUDWLF
SULFH�FKDQJHV��7KH�VHFRQG�JURXS��QDPHO\�WKH�'.��(6��,(��1/��),�DQG�6(�PDUNHWV��VHHPV�WR�H[KLELW
EURDGO\�WKH�VDPH�VHTXHQFH�RI�HYHQWV�DV�WKH�PDMRU�PDUNHWV�

/RZ�GLYLGHQG�\LHOGV��WKH�ODWHVW�GLYLGHQG�SHU�FXUUHQW�VWRFN�YDOXDWLRQ���KLJK�SULFH�HDUQLQJV��3�(��UDWLRV
�FXUUHQW�VKDUH�SULFH�SHU�FXUUHQW�HDUQLQJV�SHU�VKDUH��DQG�KLJK�LPSOLFLW�IXWXUH�HDUQLQJV�JURZWK�LPSOLHG
LQ� WKH� FXUUHQW� VWRFN� SULFH� YDOXDWLRQ� DUH� WUDGLWLRQDO� VWRFN� SULFH� YDOXDWLRQ� VWDQGDUGV�� ,Q� JHQHUDO�
WKHVH� LQGLFDWRUV�KDYH�UHDFKHG� OHYHOV� WKDW� DUH�DERYH�KLVWRULFDO� VWDQGDUGV� IRU� WKH�86�DQG�DOVR� IRU
PRVW� (8� PDUNHWV� �VHH� 7DEOH������ 7KLV� LPSOLHV� H[SHFWHG� DERYH�KLVWRULFDO�DYHUDJH� JURZWK� LQ
FRUSRUDWH�HDUQLQJV� LQ� WKH� IXWXUH��2U��HTXDOO\��D� VLJQLILFDQW� LQFUHDVH� LQ� IXWXUH�GLYLGHQGV�ZRXOG�EH
UHTXLUHG� WR� MXVWLI\� WKH� SUHVHQW� ORZ� OHYHO� RI� GLYLGHQG� \LHOGV�� ,W� LV� LPSRUWDQW� WR� QRWH� WKDW� WKHVH
VLPSOH�LQGLFDWRUV�DUH��DW�EHVW�YHU\�DSSUR[LPDWH��RU�LQGLFDWLYH��DV�LW�LV�YHU\�GLIILFXOW�WR�GHWHUPLQH�WKH
DSSURSULDWH� EHQFKPDUNV� �L�H�� ´IXQGDPHQWDOµ� DVVHW� YDOXHV�� DQG� WR� WDNH� LQWR� DFFRXQW� DOO� UHOHYDQW
IDFWRUV�� VXFK� DV� WKH� HIIHFW� RI� VKDUH� EX\�EDFNV� RQ� WKH� GLYLGHQG� \LHOG�� 7KH� DVVHVVPHQW� RI� WKH
YDOXDWLRQ�GHSHQGV�JUHDWO\�RQ�WKH�DVVXPSWLRQV�UHJDUGLQJ�WKH�DSSURSULDWH�HTXLW\�SUHPLXP��DQG�WKH
GLVFRXQW�UDWH��DOWKRXJK�WKH�XVH�RI�WRR�ORZ�DQ�GLVFRXQW�UDWH�RU�HTXLW\�SUHPLXP�DVVXPSWLRQV�FRXOG
EH�UHJDUGHG�DV�LQGLFDWLQJ�D�ODFN�RI�FDXWLRQ�E\�VWRFN�PDUNHW�LQYHVWRUV��,QIOXHQFHV�ZKLFK�JLYH�ULVH�WR
VWUXFWXUDO� VKLIWV� LQ� SULFLQJ� SDWWHUQV� DUH� DOVR� GLIILFXOW� WR� DFFRXQW� IRU�� )RU� H[DPSOH�� LW� KDV� EHHQ
FODLPHG� WKDW� WKH� DQWLFLSDWLRQ� RI� IXWXUH� HDUQLQJV� JURZWK� LV� MXVWLILHG�� VLQFH� WKH� UDSLG� DGRSWLRQ� RI
WHFKQRORJ\�KDV�HQKDQFHG�EXVLQHVV�HIILFLHQF\�DQG�UHVXOWHG�LQ�DFFHOHUDWLQJ�SURGXFWLYLW\�JURZWK�

)LQDOO\�� WKH�GLS� LQ� WKH� VWRFN�PDUNHWV� EHWZHHQ�PLG�-XO\� DQG�PLG�$XJXVW� ������ DQG� DJDLQ� LQ� HDUO\
2FWREHU������DORQJ�ZLWK�WKH�UHFHQW�LQFUHDVHV�LQ�WKH�VWRFN�SULFH�YRODWLOLW\�VXJJHVW�WKDW�DQ�LQFUHDVH
LQ� PDUNHW� XQFHUWDLQW\� LV� HPHUJLQJ�� 7KLV� YRODWLOLW\� KDV� QRW�� KRZHYHU�� UHDFKHG� WKH� KLJK� OHYHOV
H[SHULHQFHG� LQ� WKH� PLG������ WXUEXOHQFH�� 7KLV� LQFUHDVHG� XQFHUWDLQW\� KDV� EHHQ� UHIOHFWHG� LQ� WKH
SULFHV�RI�RSWLRQV�ZULWWHQ�RQ�WKH�VWRFN�LQGH[��JLYLQJ�ULVH�WR�D�KLJKHU�´LPSOLHG�SUREDELOLW\µ�RI�ODUJHU
PDUNHW�PRYHPHQWV�

��� 'HYHORSPHQWV�LQ�UHDO�HVWDWH�SULFHV�DQG�OHQGLQJ

7KLV� VHFWLRQ� IRFXVHV� RQ� WKH� GHYHORSPHQWV� LQ� UHVLGHQWLDO� DQG� FRPPHUFLDO� UHDO� HVWDWH� SULFHV� DQG
OHQGLQJ� EDVHG� RQ� DYDLODEOH� VWDWLVWLFV� DQG� FRQWULEXWLRQV� IURP� WKH� (8� EDQNLQJ� VXSHUYLVRUV�� 7KH
DYDLODEOH� VWDWLVWLFV� DUH� TXLWH� SDWFK\�� DQG� DUH� QRW� DYDLODEOH� IRU� DOO� (8� FRXQWULHV�� HVSHFLDOO\� IRU
FRPPHUFLDO� UHDO� HVWDWH�� ZKLFK� SUHYHQWV� V\VWHPDWLF� FRPSDULVRQ� DFURVV� FRXQWULHV� DQG� FDOOV� IRU

� 7KLV�KROGV�SDUWLFXODUO\�WUXH�RI�D�VLQJOH�ILUP��1RNLD��ZKLFK�UHSUHVHQWV�PRUH�WKDQ�����RI�WKH�WRWDO�),�PDUNHW�FDSLWDOLVDWLRQ�
� 7KHVH�UHVXOWV�DUH�FRQILUPHG�E\�H�J��FDOFXODWLRQV�VKRZQ�LQ�WKH�%,6���WK�$QQXDO�5HSRUW��IRU�WKH�0DUFK������VLWXDWLRQ�
� 7KH�HTXLW\�SUHPLXP�LV�WKH�H[WUD�UHWXUQ�UHTXLUHG�E\�LQYHVWRUV�WR�FRPSHQVDWH�IRU�WKH�KLJKHU�ULVN�LQYROYHG�LQ�VWRFN�LQYHVWPHQW��,PSURYHG

PDQDJHPHQW�RI�ILVFDO�DQG�PRQHWDU\�SROLFLHV�DQG��KHQFH��UHGXFHG�ULVN�RI�VHYHUH�UHFHVVLRQV�KDYH�EHHQ�XVHG�WR�H[SODLQ�WKH�DSSDUHQWO\
UHGXFHG�HTXLW\�SUHPLXP�
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FDXWLRQ�ZKHQ�LQWHUSUHWLQJ�WKH�VWDWLVWLFV���$V�IRU�VWRFN�SULFHV��WKH�UHSRUW�GRHV�QRW�DWWHPSW�WR�ORRN
LQWR� WKH� VL]H� RI� SULFH�PLVDOLJQPHQWV� LQ� UHDO� HVWDWH� PDUNHWV�� $Q\� VXFK� DQDO\VLV� ZRXOG� EH� KLJKO\
FRPSOLFDWHG�DQG�DOVR��WR�D�JUHDW�H[WHQW��FRXQWU\�VSHFLILF�

�����'HYHORSPHQWV�LQ�UHDO�HVWDWH�SULFHV

,Q�PDQ\�(8�FRXQWULHV�UHDO�HVWDWH�SULFHV�KDYH�UHFRUGHG�VLJQLILFDQW�JDLQV�RYHU�WKH�SDVW�WZR�\HDUV�RU
VR�� +RZHYHU�� WKHVH� SULFH� GHYHORSPHQWV� KDYH� EHHQ� FOHDUO\� FRXQWU\�VSHFLILF�� 1HYHUWKHOHVV�� WKUHH
FOXVWHUV�RI�FRXQWULHV�VHHP�WR�HPHUJH��)LUVW��VLJQLILFDQW�SULFH� LQFUHDVHV��H[SODLQHG�E\�KHDY\�GHPDQG
�UHODWLYH� WR� VWLFN\� VXSSO\�� DQG� IXHOOHG�E\� IDYRXUDEOH� LQFRPH�DQG�HPSOR\PHQW� WUHQGV� DQG� OHQGLQJ
JURZWK��DUH�REVHUYHG�IRU�,(�DQG�1/��6HFRQG��VLJQV�RI�UDSLG�UHFHQW�JURZWK�DUH�LQGLFDWHG�IRU�(6��37�
),�DQG�WKH�8.��SUHGRPLQDQWO\�WRJHWKHU�ZLWK�VLJQLILFDQW�LQFUHDVHV�LQ�OHQGLQJ��7KLUG��LQ�%(��'.��)5�
*5��/8�DQG�6(�UHDO�HVWDWH�SULFHV�KDYH�UHFHQWO\�ULVHQ��HVSHFLDOO\��VLQFH�������FRPPHUFLDO�UHDO�HVWDWH
LQ�)5���EXW�DW�D�VORZHU�SDFH��ZKLOH�LQ�'(�DQG�$7�WKH�UHDO�HVWDWH�PDUNHWV�KDYH�EHHQ�VWDEOH�� ,Q�,7
UHDO�HVWDWH�SULFHV�VHHP�WR�KDYH�EHHQ�VOXJJLVK�WKURXJKRXW�PRVW�RI�WKH�����V��EXW�VWDUWHG�WR�SLFN�
XS�LQ������

/RRNLQJ� PRUH� FORVHO\� DW� WKH� FRXQWULHV� ZLWK� VLJQLILFDQW� SULFH� LQFUHDVHV�� ,(� DQG� 1/� SULFHV� KDYH
EHQHILWHG� IURP� D� ORQJ� ULVLQJ� WUHQG�� 3ULFH� LQFUHDVHV� LQ� ,(� KDYH� EHHQ� SDUWLFXODUO\� VSHFWDFXODU�� DV
UHVLGHQWLDO�UHDO�HVWDWH�SULFHV�KDYH�LQFUHDVHG�E\�����IURP������WR������DQG�WKH�UDWH�RI�JURZWK�KDV
UHFHQWO\� DFFHOHUDWHG�� &RPPHUFLDO� UHDO� HVWDWH� SULFHV� KDYH� LQFUHDVHG� HYHQ� IDVWHU�� 3ULFH
GHYHORSPHQWV�KDYH�EHHQ�OHVV�DFFHQWXDWHG�LQ�1/�

,Q�),�D�ORQJ�DQG�VXVWDLQHG�SULFH�LQFUHDVH�JDYH�ZD\�WR�D�VKDUS�UHYHUVDO�EHWZHHQ������DQG������DQG
SULFHV�KDYH�EHHQ�UHFRYHULQJ�VLQFH� WKHQ��ZLWK�ERWK�FRPPHUFLDO� DQG� UHVLGHQWLDO� UHDO� HVWDWH�SULFHV
KDYLQJ� QRZ� QHDUO\� UHDFKHG� WKHLU� SUHYLRXV� SHDN� OHYHOV�� 6(� DOVR� H[SHULHQFHG� D� UDSLG� DVVHW� SULFH
LQFUHDVH� SULRU� WR� ������ ZKLFK� ZDV� VXEVHTXHQWO\� UHYHUVHG� DQG�� LQ� SDUWLFXODU�� FRPPHUFLDO� SULFHV
KDYH�JDLQHG�VLJQLILFDQWO\�VLQFH�WKHQ��,Q�WKH�8.�UHVLGHQWLDO�UHDO�HVWDWH�SULFHV�URVH�DURXQG�����D�\HDU
LQ������DQG�������$V�UHJDUGV�(6��FRPPHUFLDO�UHDO�HVWDWH�SULFHV�KDYH� LQFUHDVHG�E\�����RYHU�WKH
WZR�\HDU�SHULRG����������,Q�37�DV�ZHOO��UHDO�HVWDWH�SULFHV�KDYH�UHFHQWO\�EHHQ�UHJLVWHULQJ�VLJQLILFDQW
JDLQV�

%DVLF� SULFH� WUHQGV� KDYH�� E\� DQG� ODUJH�� EHHQ� HTXDOO\� GLVWULEXWHG� EHWZHHQ� WKH� UHVLGHQWLDO� DQG
FRPPHUFLDO�UHDO�HVWDWH�PDUNHWV��7DEOHV���D�DQG�E�DQG�7DEOHV���D�DQG�E���+RZHYHU��UHVLGHQWLDO�UHDO
HVWDWH�SULFHV�KDYH�QRW�EHHQ�DV�YRODWLOH�DV�FRPPHUFLDO�UHDO�HVWDWH�SULFHV��,Q�DGGLWLRQ��WKHUH�KDV�EHHQ
VRPH�FRUUHODWLRQ�EHWZHHQ�FRPPHUFLDO�UHDO�HVWDWH�SULFHV�DQG�VWRFN�SULFHV��ZKLOH� WKH�FRUUHODWLRQ
KDV�QRW�EHHQ�DV�PDUNHG�EHWZHHQ�UHVLGHQWLDO�UHDO�HVWDWH�SULFHV�DQG�VWRFN�SULFHV�

�����'HYHORSPHQWV�LQ�UHDO�HVWDWH�OHQGLQJ

5HDO� HVWDWH� OHQGLQJ� LQFOXGHV� ORDQV� VHFXUHG� E\� D� UHVLGHQWLDO� RU� FRPPHUFLDO� PRUWJDJH� RQ� WKH
XQGHUO\LQJ� SURSHUW\� DQG� RWKHU� ORDQV� JUDQWHG� IRU� SURSHUW\� DFTXLVLWLRQ� SXUSRVHV��� ,W� VKRXOG� EH

� 7KH�FRPPHUFLDO�UHDO�HVWDWH�SULFHV� LQ�7DEOHV����D�DQG�E�RQO\� UHIHU� WR� WKH�PDMRU�FLWLHV��7KHVH�SULFHV�FRXOG�EH�PRUH�YRODWLOH� WKDQ�WKH
SULFHV�LQ�WKH�UHVSHFWLYH�FRXQWULHV�DV�D�ZKROH�

� 7ZR�LQWHUQDWLRQDO�VWDWLVWLFDO�VRXUFHV�DUH�DYDLODEOH�DW�SUHVHQW������WKH�VWDWLVWLFV�FROOHFWHG�E\�WKH�(XURSHDQ�0RUWJDJH�)HGHUDWLRQ��(0)��
UHIHUULQJ�RQO\�WR�PRUWJDJH�ORDQV��VHSDUDWLQJ�UHVLGHQWLDO�DQG�FRPPHUFLDO�FRPSRQHQWV��DQG�LQFOXGLQJ�DOO�ILQDQFLDO�LQVWLWXWLRQV�RSHUDWLQJ
LQ�WKH�ILHOG��FUHGLW�LQVWLWXWLRQV��LQVXUDQFH�FRPSDQLHV�DQG�SHQVLRQ�IXQGV�������WKH�0),��0RQHWDU\�)LQDQFLDO�,QVWLWXWLRQV��VWDWLVWLFV�RI�WKH
(6&%��UHIHUULQJ�WR�ERWK�PRUWJDJH�ORDQV�DQG�RWKHU�ORDQV�JUDQWHG�IRU�KRXVLQJ�SXUSRVHV��EXW�FROOHFWHG��DW�SUHVHQW��RQO\�IRU�WKH�KRXVHKROG
VHFWRU�DQG�IRU�WKH�HXUR�DUHD��$W�WKLV�VWDJH��WKH�(0)�ILJXUHV�SUHVHQW�WKH�PRVW�FRPSUHKHQVLYH�ORQJ�WHUP�VRXUFH��EXW�WKH�WLPHOLQHVV�DQG
FRPSUHKHQVLYHQHVV�RI�WKH�VWDWLVWLFV�DUH�OLPLWHG��(0)�GDWD�GR�QRW�FRPSUHKHQVLYHO\�FRYHU�DOO�(8�FRXQWULHV��)RU�VRPH�FRXQWULHV��H�J��1/��
WKH� LQFOXVLRQ� RI� LQVWLWXWLRQV� RWKHU� WKDQ� FUHGLW� LQVWLWXWLRQV� LV� UHOHYDQW� DV� WKHVH� RWKHU� LQVWLWXWLRQV� KDYH� VLJQLILFDQW� PRUWJDJH� OHQGLQJ
DFWLYLWLHV��7KH�0),�VWDWLVWLFV�RQ�OHQGLQJ�IRU�KRXVLQJ�SXUFKDVHV�DUH�RI�KLJK�IUHTXHQF\��DUH�QRW�UHVWULFWHG�WR�PRUWJDJHV�DQG�UHIHU�WR�WKH
0),�VHFWRU��E\�DQG�ODUJH�FUHGLW�LQVWLWXWLRQV���+RZHYHU��WKH\�KDYH�RQO\�EHHQ�FROOHFWHG�VLQFH������
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QRWHG� WKDW� WKH� UHDO� HVWDWH� FUHGLW� PDUNHWV� DUH� VWLOO� TXLWH� VHJPHQWHG� LQ� WKH� (8�� ,Q� SDUWLFXODU�
FRQWUDFWXDO� DQG� LQVWLWXWLRQDO� IHDWXUHV� DUH� VWLOO� ODUJHO\� FRXQWU\�VSHFLILF� DQG� WKHUH� DUH� ODUJH
GLIIHUHQFHV�LQ�WKH�OHYHOV�RI�RXWVWDQGLQJ�FUHGLW�ZLWK�UHVSHFW�WR�*'3��7DEOHV���D�DQG���D���+LJK�UDWLRV
RI� FUHGLW� WR� WKH�*'3�PLJKW� LQGLFDWH� D� JUHDWHU� EXUGHQ� IRU� EDQN� FXVWRPHUV�� EXW�REYLRXVO\�RWKHU
IDFWRUV�QHHG�WR�EH�WDNHQ�LQWR�DFFRXQW��VHH�6HFWLRQ�����EHORZ��

$FFRUGLQJ�WR�GDWD�FROOHFWHG�E\�WKH�(XURSHDQ�0RUWJDJH�)HGHUDWLRQ��(0)���LQFUHDVHV�LQ�OHQGLQJ�DQG
SULFHV�KDYH�HYROYHG�LQ�D�ODUJHO\�VLPLODU�IDVKLRQ�LQ�VHYHUDO�FRXQWULHV��7DEOHV���D�DQG�E��7DEOHV���D�DQG
E���%DVHG�RQ�WKH�0),�VWDWLVWLFV��WKH�UDWH�RI�OHQGLQJ�JURZWK�IRU�KRXVLQJ�SXUSRVHV�KDV�JHQHUDOO\�EHHQ
VXVWDLQHG�LQ������LQ�WKH�HXUR�DUHD�

$V�LV�WKH�FDVH�ZLWK�UHDO�HVWDWH�SULFH�LQFUHDVHV��PRUWJDJH�OHQGLQJ�JURZWK�UDWHV�KDYH�EHHQ�KLJK�IRU
,(�DQG�1/��$OVR�LQ�(6�JURZWK�KDV�EHHQ�EULVN��DQG�OLNH�LQ�37��DV�ZHOO�DV�LQ�,7��OHQGLQJ�KDV�LQFUHDVHG
IDVWHU�WKDQ�SULFHV��SRVVLEO\�UHIOHFWLQJ�D�ORZ�LQLWLDO�OHYHO�RI�RXWVWDQGLQJ�GHEW��6RPH�RWKHU�FRXQWULHV
H[KLELW� IDVWHU� UHFHQW� JURZWK� UDWHV� DV� ZHOO�� +RXVHKROG� PRUWJDJHV� FOHDUO\� VHHP� WR� H[FHHG
FRPPHUFLDO�PRUWJDJHV�LQ�YROXPH��EXW�WKH�ODWWHU�KDYH�W\SLFDOO\�HQWDLOHG�PRUH�FUHGLW�ULVN��RZLQJ�WR
WKH�KLJKHU�YRODWLOLW\�RI�SULFHV�

� 5LVNV�IRU�EDQNV

7KLV�VHFWLRQ�DLPV�WR�UHYLHZ�WKH�PDLQ�FKDQQHOV�WKURXJK�ZKLFK�EDQNV�ZRXOG�EH�DIIHFWHG�VKRXOG�VWRFN
DQG�UHDO�HVWDWH�SULFHV�H[SHULHQFH�D�VKDUS�IDOO��,Q�SDUWLFXODU��WKH�ULVNV�WR�(8�EDQNV�DUH�DVVHVVHG�E\
GLVWLQJXLVKLQJ�ILYH�SRVVLEOH�VRXUFHV�RI�GLVWUHVV�

�D� FUHGLW�ULVN��L�H��WKH�ULVN�RI�D�VHYHUH�UHGXFWLRQ�LQ�FROODWHUDO�YDOXHV�DQG�RI�LQFUHDVLQJ�GHIDXOWV�RI
FXVWRPHUV�ZKR�KDYH�WDNHQ�OHYHUDJHG�SRVLWLRQV�LQ�WKH�WZR�PDUNHWV�FRQFHUQHG�

�E� PDUNHW�ULVN��L�H��WKH�ULVN�EDQNV�LQFXU�DV�GLUHFW�LQYHVWRUV�LQ�WKH�UHDO�HVWDWH�DQG�VWRFN�PDUNHWV�

�F� UHGXFWLRQ� LQ�SURILWDELOLW\�� L�H�� WKH� ULVN�RI� DQ�DEUXSW� UHGXFWLRQ� LQ�RYHUDOO� UHWXUQV� IURP�EDQNLQJ
DFWLYLW\�DV�WKH�IDOO�LQ�WUDGLWLRQDO�LQFRPH�LV�QR�ORQJHU�FRPSHQVDWHG�IRU�E\�DQ�DGHTXDWH�IORZ�RI
IHHV�DQG�FRPPLVVLRQV�IURP�WUDGLQJ��LQYHVWPHQW�EDQNLQJ�DQG�DVVHW�PDQDJHPHQW�VHUYLFHV�

�G� UH�FDSLWDOLVDWLRQ�RI�VXEVLGLDULHV��L�H��WKH�ULVN�WKDW�EDQNV�DUH�FDXJKW�LQ�WKH�GLIILFXOWLHV�RI�VSHFLDOLVHG
QRQ�EDQN�VXEVLGLDULHV�RU�FRQQHFWHG�HQWLWLHV�GHHSO\� LQYROYHG� LQ�WKH�UHDO�HVWDWH�RU�VHFXULWLHV
GHDOLQJ�EXVLQHVVHV�

�H� ´VHFRQG� URXQGµ� HIIHFWV�� L�H�� WKH� ULVNV� UHODWHG� WR� DGYHUVH� FKDQJHV� LQ� WKH�PDFURHFRQRPLF� DQG
ILQDQFLDO�HQYLURQPHQW�WKDW�FRXOG�EH�OLQNHG�WR�D�SHULRG�RI�GHFOLQLQJ�DVVHW�SULFHV�

7KH�FUHGLW�ULVN�FKDQQHO�LV�OLNHO\�WR�EH�WKH�PRVW�LPSRUWDQW�VRXUFH�RI�FRQFHUQ�IRU�EDQNV��3ULPD�IDFLH�
LW�VHHPV�WKDW�WKH�PDMRU�ULVN�OLHV�LQ�D�UHDO�HVWDWH�PDUNHW�VOXPS��VLQFH�QHLWKHU�WKH�GLUHFW�H[SRVXUH�RI
EDQNV� WR� VWRFN�PDUNHW� GHYHORSPHQWV� QRU� WKH� LQGLUHFW� H[SRVXUH� WKURXJK� WKH� ILQDQFLQJ� RI� VWRFN
LQYHVWPHQWV� LV� FXUUHQWO\� FRQVLGHUHG� WR� EH� YHU\� ODUJH� LQ� (8� FRXQWULHV�� ,W� FRXOG� EH� WKDW� D� VWRFN
PDUNHW� FRUUHFWLRQ� ZRXOG� ODUJHO\� DIIHFW� EDQNV� WKURXJK� WKH� LQGLUHFW� HIIHFWV� RQ� RYHUDOO� HFRQRPLF
SHUIRUPDQFH�DQG�FXVWRPHU�ZHDOWK��%HFDXVH�RI� LQFRPSOHWH�HPSLULFDO� HYLGHQFH�RQ� WKH�FUHGLW� ULVN
YLV�j�YLV� VWRFN�PDUNHWV�DQG�RQ�WKH�UHOHYDQFH�RI� WKH�´VHFRQG�URXQGµ�HIIHFWV��RQH�VKRXOG�QRW� UXOH
RXW�WKH�UHOHYDQFH�RI�WKH�ULVNV�EDQNV�FXUUHQWO\�IDFH��

� $Q� DGYHUVH� LPSDFW� RQ� EDQNV·� UHSXWDWLRQV� FRXOG� DGGLWLRQDOO\� IROORZ� LI� EDQNV� KDYH� DFWLYHO\� PDUNHWHG� LQYHVWPHQW� SURGXFWV� FDXVLQJ
VLJQLILFDQW�ORVVHV�IRU�FXVWRPHUV�
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����&UHGLW�ULVN�FKDQQHO

$V�HYLGHQFHG�E\�VRPH�SDVW�LQFLGHQFHV�RI�EDQNLQJ�FULVHV��EDQNV�FDQ�EH�DW�WKH�FHQWUH�RI�WKH�SURFHVV
RI�UDSLG�GHFOLQHV�LQ�DVVHW�SULFHV��%DQN�ORDQV�DUH�JHQHUDOO\�WKH�PRVW�SURPLQHQW�VRXUFH�RI�ILQDQFH�IRU
KRXVHKROGV�DQG�DOVR�RIWHQ�IRU�ILUPV�LQYHVWLQJ�LQ�WKH�VWRFN�H[FKDQJH�DQG�LQ�WKH�UHDO�HVWDWH�PDUNHW�
7KHUHIRUH��DV�DVVHW�SULFHV�EHJLQ�WR�GHFOLQH��ERUURZHUV�EHFRPH�LQFUHDVLQJO\�XQDEOH�WR�PHHW�WKHLU
REOLJDWLRQV�DQG�VWDUW�JRLQJ�EDQNUXSW��VR�WKDW�WKH�TXDOLW\�RI�ORDQ�ERRNV�UDSLGO\�GHWHULRUDWHV��$V�WKH
VKDUH� RI� QRQ�SHUIRUPLQJ� DVVHWV� DQG� SURYLVLRQLQJ� QHHGV� LQFUHDVH�� WKH� FRYHUDJH� VXSSOLHG� E\
FROODWHUDO�ZRXOG�GLPLQLVK��)XUWKHUPRUH��ZKHQ�FROODWHUDO� LV�H[FHVVLYHO\�VXSSOLHG�WR�WKH�PDUNHW�� LWV
SULFH� FDQ� IDOO� IXUWKHU�� LQ� SDUWLFXODU�� LQ� ORFDO� DQG� IUDJPHQWHG� PDUNHWV� DQG� EDQNV·� FKDQFHV� RI
UHSD\PHQW� WKHUHIRUH�ZHDNHQ��+HQFH��DVVHW�SULFH�GHIODWLRQ�FDQ�EH� VHHQ�DV� WKH�PDMRU� DJJUDYDWLQJ
IDFWRU�IRU�FUHGLW�ULVN��+RZHYHU��LQ�RUGHU�WR�DSSUHFLDWH�WKH�H[SRVXUH�WR�FUHGLW�ULVN�LQ�WKH�HYHQW�RI
D�VKDUS�UHYHUVDO�RI�SULFHV��LW�LV�XVHIXO�WR�H[DPLQH�WKH�PDLQ�DVSHFWV�RI�FUHGLW�ULVN�LQ�IXUWKHU�GHWDLO�

����$PRXQW�RI�FUHGLW�H[WHQGHG�� ,W� LV� LPSRUWDQW�WR�JDLQ�XQGHUVWDQGLQJ�RI�WKH�UROH�EDQN�ORDQV
KDYH� SOD\HG� LQ� VXVWDLQLQJ� SULFH� ULVHV�� ,QFUHDVHG� DVVHW� SULFHV�� ZKHQ� UHODWHG� WR� IXQGDPHQWDO
LPSURYHPHQWV� LQ� WKH�HFRQRPLF�RXWORRN�RU�GHFOLQHV� LQ� UHDO� LQWHUHVW� UDWHV�� FDQ� OHDG� WR� LQFUHDVHG
ERUURZLQJ��+RZHYHU��EDQN�OHQGLQJ�PD\�DOVR�FDXVH�XSZDUG�SUHVVXUHV�RQ�DVVHW�SULFHV��LQ�SDUWLFXODU
LI�EDQNV�UHOD[�WKHLU�OHQGLQJ�VWDQGDUGV��)RU�H[DPSOH��WKH�6FDQGLQDYLDQ�DQG�-DSDQHVH�FULVHV��%R[HV��
DQG����ZHUH�SUHFHGHG�E\�VSHFWDFXODU�GRXEOH�GLJLW�QRPLQDO�DQG�HYHQ�UHDO�JURZWK�UDWHV�LQ�OHQGLQJ�
UHVXOWLQJ� IURP�� LQWHU� DOLD�� H[FHVVLYHO\� UHOD[HG� OHQGLQJ� VWDQGDUGV��� ,Q� SDUWLFXODU�� WKH� EXLOG�XS� RI
H[SRVXUHV� WRZDUGV� FRXQWHUSDUWV� GHHSO\� LQYROYHG� LQ� LQYHVWLQJ� LQ� WKH� VWRFN� H[FKDQJH� DQG� LQ� UHDO
HVWDWH� �VHFXULWLHV� GHDOHUV�� EXLOGLQJ� FRQWUDFWRUV�� FRXOG� VHUYH� DV� OHDGLQJ� LQGLFDWRUV� RI� SRWHQWLDO
GLVWUHVV�

8QIRUWXQDWHO\��ZKLOH�WKH�GLVWLQFW�IHDWXUHV�RI�PRUWJDJH�ORDQV�XVXDOO\�DOORZ�WKH�DPRXQW�DQG�WKH�UDWH
RI�JURZWK�RI�ORDQV�ILQDQFLQJ�UHDO�HVWDWH�LQYHVWPHQWV�WR�EH�LGHQWLILHG��OLWWOH�LQIRUPDWLRQ�H[LVWV�DV�WR
WKH�UROH�RI�EDQN�ORDQV�LQ�FRQWULEXWLQJ�WR�SULFH�JURZWK�LQ�WKH�VWRFN�PDUNHW��*HQHUDOO\�VSHDNLQJ��LW�LV
TXLWH�FRPPRQ�IRU�DQ�XSZDUG�WUHQG�LQ�FUHGLW�DJJUHJDWHV�WR�SUHFHGH��RU�DW�OHDVW�DFFRPSDQ\��D�VXUJH
LQ� VWRFN� SULFHV�� +RZHYHU�� DYDLODEOH� VXSHUYLVRU\� GDWD� JHQHUDOO\� GR� QRW� DOORZ� WKH� QDWXUH� RI� WKH
UHODWLRQ�DQG�WKH�UHOHYDQFH�RI�FUHGLW�ULVN�WR�EH�TXDQWLILHG�LQ�D�PRUH�SUHFLVH�PDQQHU��2Q�WKH�RWKHU
KDQG�� LQ�PRVW�(8�FRXQWULHV�VXSHUYLVRUV·�SHUFHSWLRQ� LV� WKDW�VWRFN� LQYHVWPHQWV�RQO\�UHO\�RQ�EDQN
ILQDQFLQJ�WR�D�OLPLWHG�H[WHQW��,Q�WKH�8.�WKHUH�LV�GLIIHUHQW�HYLGHQFH�RI� ORDQV�WR�VHFXULWLHV�GHDOHUV�
ZKLFK�DPRXQWHG�WR�DURXQG�����RI�WRWDO�ORDQV�DW�WKH�HQG�RI�-XQH�������(YHQ�WKRXJK�WKH�DPRXQW�LV
QRW�FRPSDUDEOH�ZLWK� WKH�UHOHYDQFH�RI�UHDO�HVWDWH� OHQGLQJ�� LW� VWLOO� VLJQDOV� WKDW�D�SRVVLEOH�HIIHFW�RQ
EDQNV�FDQQRW�EH�UXOHG�RXW��,Q�6(��KRZHYHU��WKH�FRUUHVSRQGLQJ�ILJXUH�LV�OHVV�WKDQ�����IRU�H[DPSOH�

� ,Q� )LQODQG� WKHUH� ZDV� D� FORVH� ���� UHODWLRQVKLS� EHWZHHQ� LQGLYLGXDO� EDQNV·� OHQGLQJ� JURZWK� DQG� VXEVHTXHQW� QRQ�SHUIRUPLQJ� DVVHWV�
DFFRUGLQJ�WR�9LKULlOl��������
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Banking crises in Norway and Sweden

Finland, Norway and Sweden experienced severe banking crises, which culminated in 1992 and 1993. The

Norwegian and Swedish crises were more clearly related to a real estate market bubble than the Finnish crisis,

which was caused more by a very rapid accumulation of debt in the corporate sector, especially foreign

currency-denominated debt, and was prompted by the deep recession in Finland and the severe depreciation of

the Finnish markka.

The ex post reviews of the Norwegian and Swedish crises have concluded that credit deregulation in

conjunction with low or even negative real after-tax interest rates resulted in a heavy increase in bank lending,

leading to an upward spiral in real estate prices.9 Improved access to borrowing led to increased demand and

prices for real estate, which, in turn, raised collateral values and gave rise to even more borrowing. In the case

of Norway, this primarily concerned the residential market and household loans, while in Sweden more

problems arose on the commercial side. In Sweden the weighted average of nominal residential and

commercial real estate prices more than doubled from 1980 to 1990, while in Norway the rise in the residential

prices alone was more than 300% over the same period. Herring and Wachter (1999) noted that, after the

liberalisation measures of 1985, Swedish banks started to compete heavily with finance companies already

involved in real estate lending, and, consequently, property prices began to rise much more rapidly. Finance

companies were not as tightly regulated as banks and made riskier loans than banks. Consequently, there was a

significant surge of more than 60% in real estate prices from 1987 to 1990. As an additional aspect, it seems

that lending decisions were based more on the collateral value than on borrowers’ income flows.

The cycle took place somewhat earlier in Norway, where nominal bank credit grew at annual rates of 16% to

32% from 1981 to 1987. In Sweden the annual credit growth rates were 15% to 34% from 1986 to 1990.

Substantial investments in real estate were reflected in plummeting household savings’ ratios (on average, -5%

in Norway from 1986 to 1988 and -3% in Sweden from 1987 to 1990) and a deteriorating private sector

financial balance (reaching a deficit of 8% of GDP in Sweden in 1990). Hence, the indebtedness in the

economy heavily increased and financial fragility became much more widespread. In Sweden the total private

credit to GDP ratio rose from 0.9 to 1.5 from 1980 to 1990.

Step by step, the two economies became increasingly vulnerable to shocks to the real estate price development.

The booms ended abruptly in both countries with the beginning of an economic slowdown, tax reforms and a

rise in real interest rates. The ability of the fragile customers to service their debt decreased substantially and

increased loan losses were an inevitable consequence for banks. Since the nominal real estate price falls were

of the order of magnitude of 20% to 30% in the two countries over two years respectively, collateral did not

provide even close to full protection, particularly since in inflation-adjusted terms the price falls were much

greater. In Sweden inflation-adjusted prices collapsed to a level just below that achieved in 1982. The impact

through the “credit risk channel” was heightened by the fact that many loans were collateralised by real estate,

as encouraged by the history of low associated risk, even if granted for other purposes. Furthermore, in Sweden

banks were exposed to the real estate markets via finance companies.

The bad loan provisions rose to annually 2% to 3% of total assets in Norway from 1988 to 1992 and to 2% to

5% in Sweden from 1991 to 1993. In Norway the three largest commercial banks had to make provisions that

wiped out their capital and the government took control of these banks. In Sweden the crisis began when one

finance company had to suspend its payments following major losses on its real estate loans and shares in real

estate holding companies. Consequently, the Swedish Parliament was forced to issue an early emergency

degree in order to maintain financial stability, guaranteeing that banks and certain other credit institutions

would always meet their commitments. Subsequently, three banks received some form of government support.

� 6HH�%HUJ��������DQG�%lFNVWU|P���������7KH�ILJXUHV�PHQWLRQHG�LQ�%R[���DUH�DOVR�IURP�WKHVH�WZR�VRXUFHV�
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$V�IDU�DV�WKH�UHDO�HVWDWH�PDUNHW�LV�FRQFHUQHG��FRXQWULHV�ZKHUH�SULFHV�KDYH�JURZQ�PRVW�UDSLGO\��,(
DQG�1/�� KDYH� H[SHULHQFHG� UDSLG� QRPLQDO� JURZWK� LQ� OHQGLQJ� WR� WKLV� VHFWRU�� ,Q� ,(� WKH� LPSUHVVLYH
LQFUHDVH� LQ� PRUWJDJH� OHQGLQJ� �PRUH� WKDQ� ���� LQ� ����� DQG� ������ KDV� EHHQ� FRXSOHG� ZLWK� DQ
LQFUHDVHG�VKDUH�RI�ORDQV�WR�FRQVWUXFWLRQ�FRPSDQLHV��KRWHOV�DQG�UHVWDXUDQWV��ZKLFK�JHQHUDOO\�FDUU\
JUHDWHU� ULVNV�� %XW� WKH� SDFH� RI� JURZWK� RI� ORDQV� WR� WKH� UHDO� HVWDWH� VHFWRU� KDV� UHFHQWO\� DOVR
DFFHOHUDWHG�LQ�D�QXPEHU�RI�RWKHU�(8�FRXQWULHV�

7KH�PDUNHW�HQYLURQPHQW�VHHPV�WR�EH�FKDUDFWHULVHG�E\�WLJKWHQLQJ�FRPSHWLWLRQ��DOVR� LQ�FRXQWULHV
ZKHUH� WKH�GHJUHH�RI� EDQNLQJ� FRQFHQWUDWLRQ� LV� SDUWLFXODUO\� KLJK��$FFRUGLQJO\�� WKH� DFFHOHUDWLRQ� LQ
OHQGLQJ�KDV�GULYHQ�D�PDUNHG�IDOO� LQ� LQWHUHVW�UDWHV�FKDUJHG�RQ�QHZ�OHQGLQJ�RSHUDWLRQV��VRPHWLPHV
PXFK� ODUJHU� WKDQ� WKH�GHFUHDVH� LQ�RYHUDOO� UDWHV�HDUQHG�RQ� ORDQ�VWRFNV��$� VLJQLILFDQW� UHGXFWLRQ� LQ
EDQNV·� OHQGLQJ�PDUJLQV�ZDV� UHSRUWHG� IRU� %(�� )5�� (6�� ,(��1/��$7�� ),�� 6(� �UHIHUULQJ� WR� WKH� HQWLUH
FUHGLW�PDUNHW��DQG�WKH�8.����1HZ�HQWU\�LV�UHJDUGHG�DV�RQH�VLJQLILFDQW�GHWHUPLQDQW�IRU�WKH�LQFUHDVH
LQ�FRPSHWLWLRQ�IRU�,(�DQG�WKH�8.�

5HDO�HVWDWH�OHQGLQJ�VKRZV�VLJQLILFDQWO\� ORZHU�UDWHV�RI�JURZWK�LQ�FRXQWULHV�ZKHUH�SURSHUW\�SULFHV
PDLQWDLQ�PRUH�VWDEOH�G\QDPLFV��$7��'(���LQGLFDWLQJ�WKH�UHOHYDQFH�RI�WKH�FUHGLW�ULVN�FKDQQHO�ZKHQ�D
UHYHUVDO�LQ�SULFHV�RFFXUV�

%R[��

Banking crisis in Japan

There was a period of spectacular real estate price growth in Japan starting around the mid-1970s. For instance,

commercial property prices in Tokyo recorded a threefold increase between 1980 and 1990. The inflated value

of collateral also induced a further extension of credit in Japan. Confident that the trend of increasing prices

would continue into the future, banks did not put in place serious credit assessment procedures. As a result,

direct lending to property and construction reached nearly 15% of the aggregated balance sheet total of banks

in 1991, as compared with 9% ten years earlier. This direct exposure was reinforced by an indirect exposure

through the “Jusen” institutions. The Jusen institutions were subsidiaries of banks set up in the 1970s to

conduct mortgage credit activities deemed too risky for banks.
11

The counterpart of this evolution took place in the financial position of companies. As indicated by Davis

(1995), the ratio of corporate debt to GDP reached 136% in 1990. Moreover, the financial balance of firms was

negative by 9% of GDP. The financial position of households deteriorated as well. Whereas the net saving of

households reached 11% of GDP in 1979, the corresponding 1989 figure was only 3% of GDP.

The asset price bubble began to deflate in 1990, which was reinforced by the onset of a recession in 1991.

Given the initial financial fragility of the corporate and, to a lesser extent, the household sector, this adverse

environment produced a sharp increase in the rate of customer defaults. According to the BIS, problem loans,

i.e. non-performing loans and restructured loans, reached 40% of banks’ Tier 1 capital at the end of 1992. As

real estate prices depreciated by 24% from 1990 to 1992, collateral did not provide an effective cushion against

those developments. Consequently, banks’ post-tax profit declined from 0.24% of assets in 1989 to 0.11% in

1992.

This impact via the credit risk channel was reinforced by the decline in stock prices. Residential and

commercial real estate prices in Japan continued to decline throughout the 1990s, thereby contributing to a

long lasting banking crisis in Japan.

�� ,Q�1/�WKH�PDUJLQV�ZLGHQHG�DJDLQ�LQ���������
�� 6HH�'DYLV���������/DWWHU���������&DUJLOO�HW��DO���������DQG�+HUULQJ�DQG�:DFKWHU��������
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����)UDJLOLW\�RI�FXVWRPHUV��,Q�LWVHOI��JURZWK�LQ�OHQGLQJ�DFWLYLW\�LV�QRW�ZRUU\LQJ�LI�LW�LV�QRW�FRXSOHG
ZLWK�DQ�LQFUHDVHG�ULVN�RI�FXVWRPHU�GHIDXOWV��,I�DYDLODEOH�DQG�WLPHO\�� LQIRUPDWLRQ�RQ�WKH�IUDJLOLW\�RI
EDQNV·�FRXQWHUSDUWV� LQ� WKH�UHODWHG� OHQGLQJ�FDQ�SURYH�YHU\�KHOSIXO� IRU� D�SURSHU�XQGHUVWDQGLQJ�RI
FUHGLW�ULVNV�LQFXUUHG�E\�EDQNV��7KH�PRVW�PHDQLQJIXO�LQGLFDWRUV�DUH�WKRVH�PHDVXULQJ�WKH�GHEW�VHUYLFH
FDSDELOLW\� DQG� WKH� OHYHUDJH� RI� WKH� FXVWRPHUV���� $� GLVWLQFWLRQ� EHWZHHQ� GLIIHUHQW� FRXQWHUSDUWV� LV
QHFHVVDU\��VLQFH�WKH�KRXVHKROG�VLGH�LV�JHQHUDOO\�OHVV�ULVN\�WKDQ�WKH�FRUSRUDWH�VLGH��7KH�KLJK�OHYHO
RI� OHYHUDJH�RI�SURSHUW\�GHYHORSHUV�RU�RZQHUV�KDV�� LQ�WKH�SDVW��EHHQ�D�PDMRU� IDFWRU�GHWHUPLQLQJ
KXJH�ORVVHV�IRU�EDQNV�LQ�WKH�HYHQW�RI�D�UHDO�HVWDWH�FULVLV���

$W�SUHVHQW�WKH�GHEW�VHUYLFLQJ�FDSDELOLWLHV�RI�KRXVHKROGV�DQG�ILUPV�GR�QRW�SURYLGH�HYLGHQW�VLJQV�RI
IUDJLOLW\�� 7KH� VLJQLILFDQW� GHFUHDVH� LQ� LQWHUHVW� UDWHV� KDV� JHQHUDOO\� EDODQFHG� WKH� LQFUHDVH� LQ� GHEW
EXUGHQ�� VR� WKDW� WKH� SURSRUWLRQ� RI� LQWHUHVW� H[SHQGLWXUH� LQ� KRXVHKROGV·� GLVSRVDEOH� LQFRPH� RU� LQ
ILUPV·�RSHUDWLQJ�SURILWV�KDV�QRW� LQFUHDVHG� LQ� OLQH�ZLWK�WKH� LQFUHDVHV� LQ� OHQGLQJ� �DFWXDOO\��GHFOLQLQJ
YDOXHV� FDQ� EH� REVHUYHG� LQ� D� QXPEHU� RI� FRXQWULHV��� 7KH� DYHUDJH� LQWHUHVW� EXUGHQ� RI� ERWK
KRXVHKROGV� DQG� ILUPV� LV� ORZHU� WKDQ� WKH� SHDN� OHYHOV� UHJLVWHUHG� LQ� WKH� SDVW� LQ� DOO� (8� FRXQWULHV�
UHIOHFWLQJ� KLVWRULFDOO\� ORZ� OHYHOV� RI� QRPLQDO� LQWHUHVW� UDWHV� GXULQJ� WKH� ILUVW� KDOI� RI� �������� )LVFDO
LQFHQWLYHV� RU� ILQDQFLDO� LQQRYDWLRQV�� DLPHG� DW� IXOO\� H[SORLWLQJ� WKH� WD[� GHGXFWLELOLW\� RI� PRUWJDJH
LQWHUHVWV� KDYH� FRQWULEXWHG� LQ� ,(� DQG� 1/�� LQWHU� DOLD�� WR� DYRLGLQJ� D� PDMRU� GHWHULRUDWLRQ� LQ� GHEW
VHUYLFLQJ�FDSDELOLWLHV�

2WKHU�LQGLFDWRUV�RI�ILQDQFLQJ�GLIILFXOWLHV�H[SHULHQFHG�E\�FXVWRPHUV��VXFK�DV�WKH�UDWLR�RI�DUUHDUV�IRU
ERWK�PRUWJDJHV� DQG� RWKHU� ORDQV�� KDYH� QRW� VKRZQ� DQ\� WHQGHQF\� WR� LQFUHDVH� HLWKHU�� DQG� DUH� DW
KLVWRULFDOO\� ORZ� OHYHOV�� +RZHYHU�� WKH� ODFN� RI� GHEW� VHUYLFLQJ� SUREOHPV� VKRXOG� QRW� EH� WDNHQ� DV� D
OHDGLQJ�LQGLFDWRU�RI�IUDJLOLW\��VLQFH�DV�ORQJ�DV�UHDO�HVWDWH�SULFHV�DUH�LQFUHDVLQJ�DQG�WKH�HFRQRP\�LV
UHFRYHULQJ� WKH�EXUGHQ�RI�GHEW� LV�XVXDOO\� VXVWDLQDEOH�� 3UREOHPV�XVXDOO\� DULVH�ZKHQ� LQWHUHVW� UDWHV
ULVH�DQG�ERUURZHUV�VWDUW� WR�HQWHU� LQWR�D�GLVWUHVVHG�VLWXDWLRQ��ZKLFK� LV� OLNHO\� WR�RFFXU�DW�RQFH� LI
WKH\� KDYH� HQWHUHG� LQWR� IORDWLQJ� UDWH� FRQWUDFWV� RU� DIWHU� D� ZKLOH� LI� WKH� UDWH� LV� IL[HG� IRU� D
SUHGHWHUPLQHG�SHULRG�RI�WLPH��7KHUHIRUH��D�EHWWHU�LQGLFDWRU�RI�FXVWRPHUV·�IUDJLOLW\�LV�SURYLGHG�E\
WKH�´PDUJLQDOµ�LQWHUHVW�EXUGHQ��DQ�LVVXH�WKDW�LV�DGGUHVVHG�EHORZ�

1RQHWKHOHVV��VRPH�VLJQV�RI�LQFUHDVHG�IUDJLOLW\�FDQ�EH�VHHQ�E\�ORRNLQJ�DW�WKH�GHJUHH�RI�OHYHUDJH��H�J�
GHEW�WR�LQFRPH�UDWLRV���,Q�SDUWLFXODU��KRXVHKROG�VHFWRU�OHYHUDJH�KDV�LQFUHDVHG�LQ�FRXQWULHV�ZKLFK
KDYH�ZLWQHVVHG�VWURQJ�JURZWK�LQ�FUHGLW�GHPDQG��6LQFH�LQGHEWHGQHVV�RI�ERWK�KRXVHKROGV�DQG�ILUPV
ZDV� DW� UHODWLYHO\� ORZ� OHYHOV� EHIRUH� WKH� UHFHQW� LQFUHDVH� LQ� ERUURZLQJ�� UHODWLYHO\� ORZ� OHYHOV� RI
OHYHUDJH� VWLOO� FKDUDFWHULVH� EDQN� FXVWRPHUV� LQ� ,(�� 7KH� UDWLR� RI� GHEW� WR� GLVSRVDEOH� LQFRPH� DOVR
DSSHDUV� WR�KDYH�ULVHQ� LQ�(6��1/��37�DQG�WR�D� OHVVHU�H[WHQW� LQ� WKH�8.�� DOVR� UHIOHFWLQJ�²� LQ�37�²
FDWFKLQJ�XS�LQ�WHUPV�RI�WKH�KRXVHKROG�GHEW�OHYHO��WKH�KRXVHKROG�GHEW�WR�GLVSRVDEOH�LQFRPH�UDWLR
LQFUHDVHG� IURP����� LQ������ WR����� LQ�������� )LQDOO\�� LQ�),� WKH�GHFOLQLQJ� WUHQG� LQ� WKH�GHJUHH�RI
LQGHEWHGQHVV�RI�KRXVHKROGV�KDV�VWRSSHG��7KH�DYDLODEOH�LQGLFDWRUV�RI�FRUSRUDWH�OHYHUDJH��(6��37��),�
6(� DQG� WKH� 8.�� VHHP� WR� EH� IDYRXUDEOH�� DV� DW� OHDVW� QR� VXEVWDQWLDO� QHJDWLYH� GHYHORSPHQWV� DUH
HYLGHQW��$JDLQ��DYDLODEOH�GDWD�RQ�KRXVHKROG�DQG�FRUSRUDWH�OHYHUDJH�GR�QRW�FDXVH�VHULRXV�FRQFHUQ�
EXW�DYHUDJH�ILJXUHV�FDQ�REVFXUH�D�GHWHULRUDWLRQ�LQ�WKH�ILQDQFLDO�VLWXDWLRQ�RI�PRUH�IUDJLOH�FXVWRPHUV�

�� :KHQ�SRVVLEOH��DJJUHJDWH�LQIRUPDWLRQ�IURP�QDWLRQDO�ILQDQFLDO�DFFRXQWV�VKRXOG�EH�VXSSOHPHQWHG�ZLWK�PLFUR�GDWD�IURP�EDODQFH�VKHHW
RU�FUHGLW�UHJLVWHU�VRXUFHV��LQ�RUGHU�WR�IRFXV�WKH�DWWHQWLRQ�RQ�WKH�WDLO�HQG�RI�GLVWULEXWLRQ��ZKHUH�WKH�SUREDELOLW\�RI�GHIDXOW�LV�KLJKHU�

�� 2Q�WKH�EDVLV�RI�GHWDLOHG���������GDWD�WUDQVPLWWHG�E\�D�8.�EDQN��'DYLV� �������EURNH�GRZQ�SURYLVLRQV�DFFRUGLQJ� WR� WKH�HFRQRPLF
VHFWRU�RI�WKH�ERUURZHU�� ,Q�WKLV�DQDO\VLV��KH�VKRZHG�WKDW� WKH�PRUH�ULVN\�VHFWRUV��E\� IDU��ZHUH�SURSHUW\�FRPSDQLHV�DQG�QRQ�LQVXUDQFH
ILQDQFLDO�FRPSDQLHV�

�� ,Q� ,(�� IRU� H[DPSOH�� WKH� DYHUDJH�PRUWJDJH� UHSD\PHQW� EXUGHQ� �LQWHUHVW� DQG� SULQFLSDO�� KDV� ULVHQ� IURP� ���� WR� ���� RI� KRXVHKROGV·
GLVSRVDEOH� LQFRPH� IURP������ WR�������ZKLOH� VWLOO� UHPDLQLQJ� EHORZ� WKH�SHDN� YDOXHV�� ,Q� (6� WKH�SURSRUWLRQ� RI� LQWHUHVW� SD\PHQWV� LQ
KRXVHKROGV·�GLVSRVDEOH�LQFRPH�GHFUHDVHG�IURP������LQ������WR������LQ�������ZKLOH� LQ�WKH�8.�LW�KDV�GHFOLQHG�IURP�DQ�DYHUDJH�RI
�����VLQFH�WKH�����V�WR�������7KH�LQWHUHVWV�SDLG�E\�)5�KRXVHKROGV�DPRXQWHG�WR������RI�GLVSRVDEOH�LQFRPH�LQ�������FRPSDUHG�ZLWK
�����LQ������
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����'LVWULEXWLRQ� RI� ERUURZHUV�� $VVHVVLQJ� DYHUDJH� FUHGLW� TXDOLW\� DORQH� LV� QRW� VXIILFLHQW�� VLQFH
EDQNV�PD\�KDYH�ERUURZHUV�WKDW�DUH�KLJKO\�H[SRVHG�WR�DQ�DVVHW�SULFH�GHFOLQH��7KHUH�LV�D�SDUWLFXODU
SUREOHP� UHODWHG� WR� ´PDUJLQDOµ� ERUURZHUV�� (YHQ� WKRXJK� D� EDQN� KDV� VXIILFLHQW� ULVN� FRYHUDJH� RQ
DYHUDJH��WKH�ODWHVW�HQWUDQWV�LQ�WKH�UHDO�HVWDWH�RU�VWRFN�PDUNHWV�DUH�HVSHFLDOO\�YXOQHUDEOH��VLQFH�WKH\
KDYH�ERUURZHG�ZKHQ�SULFHV�ZHUH�FORVH�WR�WKH�SHDN�DQG�SRVVLEO\�H[SHFWHG�WKDW�VWDWH�RI�DIIDLUV�WR
FRQWLQXH��7KHVH�ERUURZHUV�ZRXOG�H[SHULHQFH�WKH� ODUJHVW�FDSLWDO� ORVVHV�DQG�WKH� ODUJHVW�WKUHDW�RI
GHIDXOW��2QFH�WKHVH�ERUURZHUV�IDFH�WKH�SRVVLELOLW\�RI�GHIDXOW��WKH\�DUH�DOVR�OLNHO\�WR�WDNH�LQFUHDVLQJ
ULVNV��PRUDO�KD]DUG���7KLV�ZRXOG�OHDG�WR�D�GHWHULRUDWLRQ�LQ�WKH��DYHUDJH��ORDQ�TXDOLW\�RQFH�WKH�SHDN
RI�WKH�DVVHW�SULFH�F\FOH�LV�EHLQJ�DSSURDFKHG��$�GHWHULRUDWLRQ�LQ�ORDQ�TXDOLW\�PD\�DOVR�UHVXOW��DV�WKH
WRS� RI� WKH� F\FOH� LV� EHLQJ� DSSURDFKHG�� LI� LQFUHDVLQJO\�ZRUVH� SURMHFWV� EHFRPH� ILQDQFHG� DV� VRXQG
SURGXFWLYH�LQYHVWPHQW�RSSRUWXQLWLHV�KDYH�DOUHDG\�UHFHLYHG�ILQDQFLQJ��DGYHUVH�VHOHFWLRQ��

7KHUH�H[LVWV�VRPH�HYLGHQFH�SRLQWLQJ�WR�D�KLJKHU� IUDJLOLW\�RI�WKH� ODVW�HQWUDQWV�� ,Q�1/�WKH�UDWLR�RI
KRXVHKROGV·�QHZO\�QHJRWLDWHG�PRUWJDJH� ORDQV� WR�GLVSRVDEOH� LQFRPH� LQFUHDVHG�WR����� LQ�������D
UHODWLYHO\�KLJK�OHYHO�FRPSDUHG�ZLWK������������DQG�ZLWK�D�UHODWLYHO\�VWDEOH�YDOXH�RI�WKH�UDWLR�LQ�WKH
SHULRG�IURP������WR������������,Q�WKH�8.�WKH�FXUUHQW�DYHUDJH�LQLWLDO�SD\PHQW�DV�D�SHUFHQWDJH�RI
SHUVRQDO� LQFRPH�IRU�ILUVW�WLPH�EX\HUV�LV�VLJQLILFDQWO\�KLJKHU�WKDQ�WKDW�IRU�RWKHU�FXVWRPHUV�������
HYHQ�WKRXJK�LW�LV�VWLOO�EHORZ�WKH�ORQJ�WHUP�DYHUDJH��,Q�*5�D�GHWHULRUDWLRQ�LQ�ILQDQFLDO�FRQGLWLRQV�RI
KRXVHKROGV� KDV� HPHUJHG� DV� ZHOO�� VLQFH� PDUJLQDO� LQYHVWRUV�� HQWHULQJ� WKH� VWRFN� PDUNHW� UHFHQWO\�
VHHP�WR�RSHUDWH�ZLWK�D�KLJKHU�GHEW�WR�ZHDOWK�UDWLR�

���� 3UDFWLFHV� FRQFHUQLQJ� FROODWHUDO�� 0RUWJDJH� ORDQV� FRQVWLWXWH� WKH� SULPDU\� FODVV� RI
FROODWHUDOLVHG�OHQGLQJ��WKH�DFTXLUHG�SURSHUW\�VHUYLQJ�DV�WKH�FROODWHUDO�IRU�WKH�ORDQ�H[WHQGHG�IRU�WKLV
SXUSRVH��6KDUHV�FDQ�DOVR�VHUYH�DV�FROODWHUDO�IRU�EDQNV��IRU�LQVWDQFH�ZKHQ�ILQDQFLQJ�LQYHVWPHQWV�LQ
WKH�VWRFN�PDUNHW�RU�EX\�RXWV��EXW�EDQNV�JHQHUDOO\�FRQVLGHU�WKHP�WRR�YRODWLOH�IRU�WKLV�SXUSRVH��,Q
WKH� (8� EDQNLQJ� V\VWHP� WKH� XVH� RI� VKDUHV� DV� FROODWHUDO� VHHPV� WR� EH� HLWKHU� QRQ�H[LVWHQW� RU
LUUHOHYDQW�DW�SUHVHQW�

%DQNV�XVXDOO\�JUDQW�PRUWJDJH�ORDQV�VXEMHFW�WR�D�ORDQ�WR�YDOXH�UDWLR��/79��ZKLFK�LV�VLJQLILFDQWO\�VPDOOHU
WKDQ�RQH��WR�DOORZ�IRU�WKH�ULVN�RI�D�IDOO�LQ�UHDO�HVWDWH�SULFHV�DQG�WR�FRYHU�WKH�FRVWV�JHQHUDWHG�ZKHQ
WKH� OHQGHU� KDV� WR� VHOO� WKH� FROODWHUDO�� %DVHG� RQ� H[SHULHQFH� RI� WKH� SDVW� FULVHV�� WKLV� UDWLR� SOD\V� D
SLYRWDO�UROH�LQ�WKH�GHYHORSPHQW�RI�EDQNLQJ�SUREOHPV��,I�WKH�DSSOLHG�UDWLRV�DUH�VXIILFLHQWO\�ORZ��WKH
FRVW�RI�FXVWRPHU�GHIDXOWV�FRXOG�UHPDLQ�TXLWH�VXEGXHG��,I�WKH�DSSOLHG�UDWLRV�DUH�KLJK��EDQNV�FRXOG
LQFXU�ORVVHV�HYHQ�LI�WKH�DVVHW�SULFH�GHFOLQH�ZDV�PRGHUDWH��7KH�PDJQLWXGH�RI�EDQNV·� ORVVHV� LQ�WKH
FDVH�RI�FXVWRPHU�GHIDXOWV�LV�HTXDO�WR�WKH�GLIIHUHQFH�EHWZHHQ�WKH�DPRXQW�RI�WKH�ORDQ�DQG�WKH�YDOXH
RI�WKH�XQGHUO\LQJ�DVVHWV�

7KH�HYDOXDWLRQ�RI�WKH�DSSOLHG�/79V�LV�IDU�IURP�VWUDLJKWIRUZDUG��7KLV�FRQFHUQV�ERWK�WKH�VL]H�RI�WKH
/79V�DQG�WKH�YDOXDWLRQ�SURFHGXUH�DSSOLHG��,W�DSSHDUV�WKDW�SUDFWLFHV�DUH�KLJKO\�FRXQWU\�VSHFLILF� LQ
ERWK� UHVSHFWV� DQG�� EHFDXVH� RI� WKH� GLIIHUHQW� YDOXDWLRQ� FULWHULD�� WKH� /79V� FDQQRW� EH� FRPSDUHG
GLUHFWO\�DFURVV�FRXQWULHV��XQOHVV�WKH�VSHFLILFV�RI�YDOXDWLRQ�SURFHGXUHV�DUH�DOVR�DGGUHVVHG�

)LUVW�� WKH� VL]H�RI� /79V� �VHH�([KLELW�EHORZ� IRU� D� EULHI� RYHUYLHZ���7KHUH� LV� DQHFGRWDO� HYLGHQFH� WKDW
LQFUHDVHG�FRPSHWLWLRQ�KDV�UHFHQWO\�GULYHQ�XS�WKH�/79�UDWLRV� LQ�D�QXPEHU�RI�(8�FRXQWULHV�� ,Q� ,(
OHQGHUV�DUH�SUHSDUHG�WR�OHQG�XS�WR�D�PD[LPXP�RI�����WR�����RI�WKH�YDOXH�RI�WKH�SURSHUW\�DQG�
HYHQ� WKRXJK� WKH� DYHUDJH� /79� VWLOO� DPRXQWV� WR� DURXQG� ����� WKHUH� DUH� VLJQV� RI� D� UHOD[DWLRQ� LQ
VWDQGDUGV�� ,Q� 1/�� WRR�� UHFHQW� JURZWK� RI� UHDO� HVWDWH� OHQGLQJ� VHHPV� WR� EH� FRQFHQWUDWHG� LQ� WKH
VHJPHQW�LQ�ZKLFK�PRUH�WKDQ�����RI�WKH�YDOXH�RI�WKH�SURSHUW\�LV�ILQDQFHG��8.�LQVWLWXWLRQV�DSSO\�DQ
DYHUDJH� ���� UDWLR� WR� ILUVW�WLPH� EX\HUV� LQ� WKH� PRUWJDJH� PDUNHW�� ZKLOH� DFFRUGLQJ� WR� D� UHFHQW
DFDGHPLF� VXUYH\�� LQ� WKH� FRPPHUFLDO� SURSHUW\� VHJPHQW� ����RI� OHQGHUV� LQ� �������� DSSOLHG� /79V
EHWZHHQ� ���� DQG� ����� DV� FRPSDUHG� ZLWK� ���� RI� OHQGHUV� LQ� ������ $� VHSDUDWH� SULYDWH� VHFWRU
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VXUYH\�VXJJHVWV�WKDW�/79V�DSSOLHG�WR�KLJKHU�ULVN�VSHFXODWLYH�GHYHORSPHQWV�DUH�DURXQG�����LQ�WKH
8.��&RPSHWLWLRQ�KDV�DOVR�GULYHQ�/79V�LQ�)5�WRZDUGV�KLJK�YDOXHV��,Q�FHUWDLQ�FRXQWULHV�UHJXODWLRQV
LPSRVH�PD[LPXP�/79V� LI�PRUWJDJH� OHQGLQJ� LV� ILQDQFHG� E\� LVVXLQJ� VHFXULWLHV��'(� EDQNV� VHHP� WR
VWLFN� WR� YHU\� SUXGHQW� SUDFWLFHV�� EHFDXVH� UHJXODWLRQV� LPSRVH� D� PD[LPXP� /79� RI� ���� ZKHQ
PRUWJDJH�ERQGV��´3IDQGEULHIHµ��DUH�WR�EH�LVVXHG��DQG�EHFDXVH�LW�LV�DOVR�XVXDO�LQ�EDQN�SUDFWLFHV�WR
DSSO\�VLJQLILFDQW�´KDLUFXWVµ�WR�WKH�YDOXH�RI�WKH�SURSHUW\���

,W�VKRXOG�EH�QRWHG�WKDW�HYHQ�SUXGHQW�/79V�PD\�QRW�VKHOWHU�EDQNV�IURP�ORDQ�ORVVHV�LI�WKH�UHYHUVDO
RI�WKH�DVVHW�SULFHV�LV�SDUWLFXODUO\�ODUJH��(YHQ�UDWLRV�FRQVLGHUHG�DV�FRQVHUYDWLYH�DW�WKH�WLPH�RI�KLJKHU
DVVHW�SULFH�OHYHOV�PD\�WXUQ�RXW�WR�EH�LQVXIILFLHQW�LI�SULFHV�GHFOLQH�VKDUSO\��,Q�IDFW��WKH�IXQGDPHQWDO
GLIIHUHQFH� EHWZHHQ� H[� DQWH� DVVHVVPHQWV� DQG� H[� SRVW� FRQVHTXHQFHV� H[SODLQV� WKH� YXOQHUDELOLW\� RI
EDQNV�WR�SURQRXQFHG�SULFH�F\FOHV���

([KLELW

Usually applied loan-to-value ratios, percentages

DK DE ES FR IE LU AT PT FI SE UK

Residential

property

80* 80* 75-80 70-80 Higher 83**

Commercial

property

40-

70*

70* 60-70 30-60 50-60 80-

94***

All property

(no split

provided)

60* 80 60

(up to

90-95)

70 60-75

* Requirement when mortgage-backed securities are issued; ** first-time buyers; *** the source is an academic survey rather than official
UK data. This information refers to the present practices concerning LTVs in real estate lending provided by the EU supervisory authorities.
Source: The EU supervisory authorities.

6HFRQG��WKH�YDOXDWLRQ�SURFHGXUHV��7KH�(XURSHDQ�0RUWJDJH�)HGHUDWLRQ��(0)��������KDV�LGHQWLILHG�WZR
NH\� W\SHV� RI� YDOXDWLRQ� SURFHGXUHV� ZKRVH� DOWHUQDWLYH� DSSURDFKHV� FRYHU�� WR� D� JUHDWHU� RU� OHVVHU
H[WHQW��WKH�PDLQ�SKLORVRSKLHV�ZLWKLQ�WKH�(8�

�� PRUWJDJH� OHQGLQJ� YDOXH� LV� XVHG� LQ� '(�� '.�� /8� DQG� $7�� IRU� LQVWDQFH�� 7KH� PRUWJDJH
OHQGLQJ�YDOXH�IRU�D�SURSHUW\�LV�WKH�YDOXH��DV�GHWHUPLQHG�RQ�WKH�EDVLV�RI�H[SHULHQFH�GHULYHG
IURP�ORQJ�WHUP�PDUNHW�WUHQGV�DW�WKH�WLPH�RI�YDOXDWLRQ��ZKLFK�FDQ�EH�H[SHFWHG�ZLWK�D�KLJK
GHJUHH�RI�FHUWDLQW\�WR�LQGLFDWH�WKH�UHDOLVDEOH�YDOXH�RI�WKH�SURSHUW\�DW�D�IXWXUH�SRLQW�LQ�WLPH�
7KH�DSSURDFK�LV�GHVLJQHG�WR�DUULYH�DW�D�YDOXDWLRQ�ZKLFK�LV�VXVWDLQDEOH�LQ�WKH�ORQJHU�WHUP�

�� �RSHQ��PDUNHW� YDOXH� LV�XVHG� LQ� ,(� DQG� WKH�8.�� IRU� LQVWDQFH���� 7KH�PDUNHW� YDOXH� LV� WKH
HVWLPDWHG�DPRXQW�IRU�ZKLFK�DQ�DVVHW�ZRXOG�EH�H[FKDQJHG�RQ�WKH�GDWH�RI�YDOXDWLRQ�EHWZHHQ
D� ZLOOLQJ� EX\HU� DQG� D� ZLOOLQJ� VHOOHU� LQ� DQ� DUP·V�OHQJWK� WUDQVDFWLRQ� DIWHU� SURSHU� PDUNHWLQJ
ZKHUHLQ�WKH�SDUWLHV�KDG�HDFK�DFWHG�NQRZOHGJHDEO\��SUXGHQWO\�DQG�ZLWKRXW�FRPSXOVLRQ�

�� ,Q�VRPH�FRXQWULHV�PRUWJDJH�OHQGLQJ�VHFXUHG�E\�FRPPHUFLDO�SURSHUW\��ZKHQ�WKH�/79�LV�OLPLWHG�WR������DWWUDFWV�D�SUHIHUHQWLDO�ZHLJKWLQJ
ZKHQ�VHWWLQJ�WKH�FDSLWDO�DGHTXDF\�VWDQGDUGV�������

�� /HZLV��������FRQVLGHUHG�WKDW�DQ�/79�RI�����VKRXOG�KDYH�EHHQ�DSSOLHG�WR�VKHOWHU�EDQNV�IURP�WKH�DVVHW�SULFH�GHFOLQHV�LQ�WKH�8.������
����7KLV�ILQGLQJ�LV�FRQILUPHG�E\�D�VXUYH\�FDUULHG�RXW�LQ������E\�WKH�)',&·V�'LYLVLRQ�RI�/LTXLGDWLRQ�RQ�WKH�EDVLV�RI�����QRQ�SHUIRUPLQJ
FRPPHUFLDO� UHDO� HVWDWH� ORDQV�� 7KLV� DQDO\VLV� UHYHDOHG� WKDW� FRPPHUFLDO� SURSHUW\� XQGHUO\LQJ� WKHVH� ORDQV� KDG� ORVW� ���� RI� WKHLU� LQLWLDO
YDOXDWLRQ�DW�WKDW�WLPH�

�� 7KH�PDUNHW�YDOXDWLRQ�PHWKRG�DOVR�SUHYDLOV�LQ�%(��*5��(6��)5��1/�DQG�6(��9DOXDWLRQ�PHWKRGV�DUH�RIWHQ�VXEMHFW�WR�OHJDO�UHTXLUHPHQWV
JRYHUQLQJ�WKH�SURYLVLRQ�RI�VWDQGDUG�UHSRUWV��WKH�OLFHQVLQJ�RI�H[SHUW�YDOXHUV�DQG�WKH�YDOXDWLRQ�PHWKRGV�WKHPVHOYHV��7KHVH�UHTXLUHPHQWV
DUH�HVSHFLDOO\�ELQGLQJ�LQ�'(��'.��(6��,7��/8�DQG�$7�
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6LQFH� PDUNHW� SUDFWLFHV� DUH� GHYHORSLQJ�� WKH� DERYH� GLVWLQFWLRQ� PD\� EH� EHFRPLQJ� PRUH� EOXUUHG�
'HYHORSPHQWV� PD\� DOVR� EH� GULYHQ� E\� WKH� LQFUHDVLQJ� VLJQLILFDQFH� RI� FURVV�ERUGHU� PRUWJDJH
RSHUDWLRQV��DOUHDG\�REVHUYHG�LQ�/8���ZKLFK�DUH�H[SHFWHG�WR�JDLQ�PRPHQWXP�LQ�WKH�IXWXUH�

7KH�XVH�RI�WKH�PDUNHW�YDOXH��DFFRPSDQLHG�E\�D�KLJK�/79��FRXOG�EH�RI�YHU\�KLJK�ULVN�WR�PRUWJDJH
OHQGHUV� LQ� WKH� FDVH� RI� D� GRZQZDUG� WUHQG� LQ� SULFHV�� +RZHYHU� RWKHU� VSHFLILF� IDFWRUV� �VXFK� DV
LQVXUDQFH� DUUDQJHPHQWV��� ZKLFK�PD\� KDYH� WKH� RSSRVLWH� HIIHFWV� RQ� FUHGLW� ULVN�� DOVR� QHHG� WR� EH
WDNHQ� LQWR� DFFRXQW� WR�PRQLWRU� FRUUHFWO\� WKH� FUHGLW� ULVN� IRU� OHQGHUV�� 6RPH� DGGLWLRQDO� SUXGHQWLDO
UXOHV�PD\�DOVR�EH�DSSOLHG��H�J��WKH�QRWLRQ�RI�´FDUHIXO�DVVHVVPHQWµ�LQ�1/�DQG�$7�

$OO� LQ� DOO�� VXSHUYLVRUV� QHHG� WR� XQGHUVWDQG� DQG�PRQLWRU� FORVHO\� WKH� EDVLV� XSRQ�ZKLFK� EDQNV� DUH
YDOXLQJ�WKHLU�FROODWHUDO��LQFOXGLQJ�ZKHWKHU�VXIILFLHQW�DFFRXQW�LV�WDNHQ�RI�YDU\LQJ�PDUNHW�VSHFLILF�DQG
UHJLRQDO�IDFWRUV��2QH�H[DPSOH�LV�WKH�SUHVHQW�RYHUVXSSO\�RI�UHQWDO�SURSHUW\�LQ�/RQGRQ�ZKLFK�KDV
UHVXOWHG� LQ� GRZQZDUG� SUHVVXUH� RQ� UHQWV�� ,I� WKH� SULFHV� RI� WKHVH� SURSHUWLHV� ZHUH� WR� IROORZ�� D
QXPEHU�RI�KLJKO\�OHYHUDJHG�LQYHVWRUV�PLJKW�EH�DIIHFWHG�

����2WKHU�DVSHFWV�UHODWHG�WR�OHQGLQJ�SUDFWLFHV��/D[�OHQGLQJ�FRQGLWLRQV�DQG�SUDFWLFHV�FDQ�EH�D
PDMRU� IDFWRU� FRQWULEXWLQJ� WR� WKH� EXLOG�XS� RI� DVVHW� SULFH� LQIODWLRQ� DQG�� KHQFH�� EDQNV·� FUHGLW� ULVN
H[SRVXUHV��7KLV�LQFOXGHV�SULFLQJ��PDUJLQV���LQWHUQDO�QRUPV�DQG�VWDQGDUGV�DQG�SUDFWLFHV�UHODWHG�WR
FUHGLW� ULVN� HYDOXDWLRQ� DQG� PRQLWRULQJ�� 1DWLRQDO� VXSHUYLVRU\� DXWKRULWLHV� FORVHO\� PRQLWRU� FUHGLW
VWDQGDUGV�� $FFRUGLQJ� WR� WKH� LQIRUPDWLRQ� LQ� WKH� SRVVHVVLRQ� RI� WKH� VXSHUYLVRUV�� DSDUW� IURP� WKH
ZLGHVSUHDG�QDUURZLQJ�RI�OHQGLQJ�PDUJLQV��WKHUH�LV�QR�HDVLQJ�RI�FUHGLW�VWDQGDUGV���� ,Q�PDQ\�FDVHV�
EDQNV� VHHP� WR� KDYH� LPSURYHG� WKHLU� FUHGLW� ULVN� DVVHVVPHQW� VNLOOV�� SRUWIROLR� WHFKQLTXHV� DQG� ORDQ
GRFXPHQWDWLRQ��+RZHYHU��WKLV�KDV�EHHQ�DFKLHYHG� LQ�D� IDYRXUDEOH�HQYLURQPHQW�� ,Q�WKH�HYHQW�RI�D
GRZQWXUQ��WKHUH�FRXOG�EH�D�VKRUWDJH�RI�VNLOOV�DQG�H[SHULHQFH�LQ�WHUPV�RI�VWDII�HPSOR\HG�RQ�ORDQ
ZRUN�RXW�DUUDQJHPHQWV�

���� &RQFHQWUDWLRQ� RI� FUHGLW� ULVN� LQ� WKH� EDQNLQJ� V\VWHP�� 3DVW� HSLVRGHV� HPSKDVLVH� WKH
SRWHQWLDO�IUDJLOLW\�RI�EDQNV�VSHFLDOLVHG�LQ�UHDO�HVWDWH�OHQGLQJ��H�J��WKH�86�WKULIW�LQVWLWXWLRQV�DQG�WKH
-DSDQHVH� ´-XVHQµ��� 7KLV� FRQFHQWUDWLRQ� RQ� RQH� VSHFLILF� DFWLYLW\� PD\� VWHP� IURP� UHJXODWRU\
FRQVWUDLQWV� RU� IURP� VWUDWHJLHV� SXUVXHG� E\� WKH� EDQNV� WKHPVHOYHV�� +RZHYHU�� WKH� SURJUHVVLYH
GHUHJXODWLRQ�RI�WKH�UHDO�HVWDWH�OHQGLQJ�DFWLYLW\�LQ�(XURSH�KDV�HDVHG�WKLV�SUREOHP�

,Q�WKH�8.��IRU�LQVWDQFH��QHDUO\����SURSHUW\�OHQGLQJ�EDQNV�KDYH�PRUH�WKDQ�����RI�WKHLU�FRPPHUFLDO
ORDQ� IDFLOLWLHV� FRQFHQWUDWHG� LQ� UHDO� HVWDWH� OHQGLQJ�� %XLOGLQJ� VRFLHWLHV� LQ� ,(� DQG� VDYLQJV� EDQNV� DQG
VPDOO�� VSHFLDOLVHG� PRUWJDJH� LQVWLWXWLRQV� LQ� (6� DUH� DOVR� PRUH� H[SRVHG� WR� ULVNV� RI� GRZQZDUG
FRUUHFWLRQ�WR�UHDO�HVWDWH�SULFHV�WKDQ�RWKHU�EDQNV��HYHQ�WKRXJK�WKH\�GR�QRW�VHHP�D�OLNHO\�VRXUFH�RI
V\VWHPLF� FRQFHUQ�� ,Q�'.�DQG� 6(�PRUWJDJH� LQVWLWXWLRQV� SUHVHQW� D� KLJK� VHFWRUDO� FRQFHQWUDWLRQ� RI
OHQGLQJ� DQG� DUH� SDUWLFXODUO\� VHQVLWLYH� WR�PDUNHW� GHYHORSPHQWV��+RZHYHU�� WKHVH� LQVWLWXWLRQV�PD\
DFWXDOO\�EH�RZQHG�E\�PDMRU�EDQNV�ZLWK� D� IDU�PRUH�GLYHUVLILHG�SRUWIROLR� DQG�JHQHUDOO\� FRQVWLWXWH
ORZ�ULVN�LQVWLWXWLRQV��,Q�37�DQG�'(�VSHFLDOLVHG�LQVWLWXWLRQV�DOVR�JHQHUDOO\�IRUP�SDUW�RI�ODUJHU��ZHOO�
GLYHUVLILHG�EDQNLQJ�JURXSV��ZKLFK�DUH�XQGHU�WKH�VFUXWLQ\�RI�FRQVROLGDWHG�VXSHUYLVLRQ�

�� +RZHYHU��1/�UHSRUWHG�D�QXPEHU�RI�VLJQV�RI�HDVHG�FUHGLW�VWDQGDUGV��WDNLQJ�DFFRXQW�RI�VHFRQG�LQFRPH�E\�EDQNV�ZKHQ�JUDQWLQJ�ORDQV�
ORDQV� WR�KRXVHKROGV�ZLWKRXW�SHUPDQHQW� HPSOR\PHQW�� D� ODUJH� DPRXQW� RI� UH�QHJRWLDWHG�PRUWJDJH� ORDQV� WR� WDNH� DGYDQWDJH� RI� ORZHU
LQWHUHVW� UDWHV�� ORZHUHG� ULVN� SUHPLXP� HPEHGGHG� LQ� WKH�PRUWJDJH� UDWH�� )RU� ,(�� QHZ� HQWU\� WR� WKH�PDUNHW� ZDV� LQGLFDWHG� DV� SRVVLEO\
OHDGLQJ�WR�D�UHOD[DWLRQ�RI�VWDQGDUGV�DV�EDQNV�DWWHPSW�WR�UHWDLQ�PDUNHW�VKDUHV�
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����0DUNHW�ULVN�FKDQQHO

%DQNV�DUH�EHFRPLQJ�PRUH� IUHTXHQWO\� LQYROYHG� LQ� WKH� VHFXULWLHV� EXVLQHVV� DQG�PD\�� WKHUHIRUH�� EH
GLUHFWO\� DIIHFWHG� E\� ODUJH�PRYHPHQWV� LQ� VWRFN� SULFHV� �HTXLW\� SULFH� ULVN��� +RZHYHU�� WKH� JHQHUDO
SLFWXUH�KDV�EHHQ��RQ�WKH�EDVLV�RI�WKH�DPRXQW�RI�FDSLWDO�UHTXLUHG�WR�FRYHU�PDUNHW�ULVNV��DV�VHW�RXW
LQ� WKH� &DSLWDO� $GHTXDF\� 'LUHFWLYH��� WKDW� WKH� PDUNHW� ULVN� LQ� WKH� WUDGLQJ� ERRN� KDV� VWLOO� EHHQ� RI
OLPLWHG�VLJQLILFDQFH�IRU�EDQNV·�RYHUDOO�VROYHQF\��,Q�FRPSDULVRQ�ZLWK�WKH�UHOHYDQFH�RI�UHTXLUHPHQWV
JHQHUDWHG�E\�WKH�ORDQ�ERRN��WKH�VKDUH�RI�FDSLWDO�QHHGHG�WR�FRYHU�DOO�PDUNHW�ULVNV�LV�TXLWH�VPDOO�RQ
DQ�DJJUHJDWHG�EDVLV��UDQJLQJ�IURP�EHORZ����RI�WKH�WRWDO�FDSLWDO�UHTXLUHPHQW�LQ�6(�WR�D�PD[LPXP
YDOXH�RI�DSSUR[LPDWHO\���� LQ�)5��8.�DQG� ,(�DQG���� LQ�'(��:KLOH� VPDOO�RQ�DQ�DJJUHJDWHG�EDVLV�
PDUNHW�ULVN�FDQ�QHYHUWKHOHVV�EH�D�PDMRU�SUREOHP�IRU�LQGLYLGXDO�EDQNV�RU�RWKHU�LQVWLWXWLRQV��DV�KDV
EHHQ�GHPRQVWUDWHG�E\�WKH�/RQJ�7HUP�&DSLWDO�0DQDJHPHQW��/7&0��LQFLGHQW��IRU�LQVWDQFH�

)XUWKHUPRUH�� VLQFH� WKH� VWRFN� LQYHVWPHQWV� RI� EDQNV� DUH� TXLWH� OLPLWHG� LQ� FRPSDULVRQ� ZLWK
LQYHVWPHQWV� LQ�GHEW�VHFXULWLHV��RQO\�D� IUDFWLRQ�RI�WKH�FDSLWDO� UHTXLUHPHQW�XVXDOO\� VWHPV� IURP�WKH
HTXLW\�SULFH�ULVN����'XH�WR�WKH�GRPLQDQFH�RI�ERQG�LQYHVWPHQWV��D�IDOO�LQ�VWRFN�SULFHV�PD\�DOVR�KDYH
D�QHXWUDO�RU�HYHQ�SRVLWLYH�HIIHFW�RQ�WKH�H[SRVXUH�WR�PDUNHW�ULVN��LQVRIDU�DV�LW�LV�DVVRFLDWHG�ZLWK�D
IOLJKW� WR� TXDOLW\� WRZDUGV� 7UHDVXU\� ELOOV� DQG� RWKHU� W\SHV� RI� ERQGV� EDQNV� KDYH� LQ� WKHLU� WUDGLQJ
SRUWIROLR��*HQHUDOO\�VSHDNLQJ��WKH�ULVN�RI�D�VKDUS� IDOO� LQ�UHDO�HVWDWH�SULFHV�KDYLQJ�VLJQLILFDQW�GLUHFW
HIIHFWV�RQ�WKH�EDQNV·�EDODQFH�VKHHW�LV�YHU\�ORZ��VLQFH�PRVW�RI�WKH�SURSHUW\�LQ�WKH�EDQNV·�ERRNV�LV
DFTXLUHG�IRU�EXVLQHVV�SXUSRVHV��$Q�H[FHSWLRQ�WR�WKLV�UXOH�H[LVWV�LQ�),�EDQNV��ZKLFK�HQGHG�XS�²�LQ
WKH� DIWHUPDWK� RI� WKH� VHYHUH� FULVLV� RI� WKH� HDUO\� ����V� ²� KROGLQJ� VXEVWDQWLDO� DPRXQWV� RI� WKH� UHDO
HVWDWH�WKDW�KDG�EHHQ�SRVWHG�DV�FROODWHUDO�IRU�IDLOHG�ORDQV��(YHQ�WKRXJK�´EULGJH�EDQNVµ�ZHUH�FUHDWHG
WR�GHDO�ZLWK�EDQNV·�EDG�DVVHWV��LQFOXGLQJ�WKH�UHDO�HVWDWH�DVVHWV��GLUHFW�H[SRVXUH�WR�PRYHPHQWV�LQ
UHDO�HVWDWH�SULFHV�UHPDLQV�VLJQLILFDQW�

����&RPPLVVLRQ�LQFRPH�FKDQQHO

:KLOH�LQFUHDVHG�FRPSHWLWLRQ�KDV�UHVXOWHG�LQ�D�VKULQNLQJ�RI�PDUJLQV�RQ�WUDGLWLRQDO�EDQNLQJ�DFWLYLW\�
WKLV� IDOO� KDV� EHHQ� FRPSHQVDWHG� IRU� LQ�PRVW� FRXQWULHV� E\� JURZWK� LQ� QRQ�LQWHUHVW� LQFRPH�� $VVHW
SULFH� GHIODWLRQ� ZRXOG� DIIHFW� EDQNV·� FRPPLVVLRQ� LQFRPH�� ERWK� EHFDXVH� WKH� FDSLWDO� JDLQV� IURP
VHFXULWLHV� WUDGLQJ�ZRXOG� WXUQ� LQWR� ORVVHV� DQG� EHFDXVH� WKH� IHHV� JDLQHG� E\� VXSSO\LQJ� �GLUHFWO\� RU
WKURXJK� VXEVLGLDULHV�� DVVHW�PDQDJHPHQW� VHUYLFHV� DQG� VHOOLQJ� LQVXUDQFH� DQG� LQYHVWPHQW� SURGXFWV
ZRXOG�GLPLQLVK��2I�FRXUVH��EDQNV�PD\�DOVR�HDUQ�FRPPLVVLRQV�LQ�D�EHDU�PDUNHW��VLQFH�WKH�UXQ�WR
VHOO� DVVHWV� LQFUHDVHV� WKH� YROXPHV� RI� WUDGLQJ�� 1RQHWKHOHVV�� WKLV� FRQVWLWXWHV� D� RQH�VKRW� ZDYH� RI
SURILWV��ZKLOH�WKH�IHHV�FROOHFWHG�RQ�WKH�DPRXQW�RI�DVVHWV�PDQDJHG��ZKLFK�VHHPV�WR�UHSUHVHQW�WKH
EXON�RI�HDUQLQJV� IURP�EDQNV·� LQYROYHPHQW� LQ� WKH� VHFXULWLHV� EXVLQHVV��ZRXOG� VHWWOH� DW� VLJQLILFDQWO\
ORZHU�OHYHOV�IRU�D�PXFK�ORQJHU�WLPH�VSDQ��6RPH�VSHFLILF�IHHV�DOVR�GLVDSSHDU�LQ�OHVV�EXR\DQW�VWRFN
PDUNHWV��VXFK�DV�IHHV�IRU�LQLWLDO�SXEOLF�RIIHULQJV��PHUJHUV�DQG�DFTXLVLWLRQV�

$OO�LQ�DOO��WKH�UHOHYDQFH�RI�WKLV�FKDQQHO�VHHPV�VWULFWO\�GHSHQGHQW�RQ�WKH�H[WHQW�RI�WKH�FRUUHFWLRQ�WR
SULFHV�DQG�RQ�WKH�OHQJWK�RI�WKH�SHULRG�LQ�ZKLFK�LQYHVWRUV�ZLWKGUDZ�WKHLU�VDYLQJV�IURP�WKH�VWRFN
PDUNHW�� )RU�H[DPSOH� LQ�%(� ORVVHV� LQ� VDOHV� DQG�FRPPLVVLRQV� LQFRPH�DUH� UHJDUGHG� DV�RQH�RI� WKH
PDMRU�FRQVHTXHQFHV�RI�D�PDMRU�FRUUHFWLRQ�WR�PDUNHW�SULFHV�

�� )RU� LQVWDQFH��HTXLWLHV�UHSUHVHQW�RQO\����RI�WKH�WRWDO� LQYHVWPHQWV� LQ�VHFXULWLHV�E\�%(�EDQNV��,Q�'.�WKHLU�VKDUH�LV�DURXQG����RI� WRWDO
DVVHWV��LQ�(6�DURXQG�����RQO\�D�IUDFWLRQ�RQ�WKH�WUDGLQJ�ERRN���LQ�,(�DURXQG����DQG�LQ�/8�DQG�),�FORVH�WR�����,Q�'(�DQG�%(�WKH�HTXLW\
SULFH�ULVN�DFFRXQWV�IRU�RQO\�DERXW����RI�WKH�WRWDO�PDUNHW�ULVN��,Q�WKH�8.��HTXLW\�LQYHVWPHQWV�DFFRXQW�IRU�����RI�EDQNV·�LQYHVWPHQWV�LQ
VHFXULWLHV�
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$W�ILUVW�JODQFH��WKLV�FKDQQHO�GRHV�QRW�VHHP�RI�SDUDPRXQW�LPSRUWDQFH�HLWKHU��HYHQ�WKRXJK�FDSLWDO
JDLQV�UHDOLVHG�LQ�WKH�WUDGLQJ�ERRN�DQG�LQFRPHV�IURP�VHUYLFHV�UHODWHG�WR�VHFXULWLHV�WUDGLQJ�DQG�DVVHW
PDQDJHPHQW�FRQWULEXWHG�FRQVLGHUDEO\�WR�WKH�LPSURYHPHQW�LQ�EDQN�UHWXUQV�LQ�PRVW�(8�FRXQWULHV�
$�SUHFLVH�DVVHVVPHQW�RI�WKH�UROH�RI�WKHVH�VRXUFHV�RI�EDQN�SURILWV�LV�LPSDLUHG�E\�GLIIHUHQFHV�LQ�WKH
EUHDNGRZQ�RI�QRQ�LQWHUHVW�LQFRPH�DW�WKH�QDWLRQDO�OHYHO�

��� 6XEVLGLDULHV�UH�FDSLWDOLVDWLRQ�FKDQQHO

(YHQ�WKRXJK�EDQNV�PD\�EH�OHVV�LQYROYHG�GLUHFWO\�LQ�WKH�VHFXULWLHV�RU�UHDO�HVWDWH�EXVLQHVVHV��D�VKDUS
GHFOLQH� LQ� SULFHV� FDQ� DIIHFW� WKHP� LQGLUHFWO\� WKURXJK� WKH� GLIILFXOWLHV� LQFXUUHG� E\� VXEVLGLDULHV� RU
FRPSDQLHV�LQ�ZKLFK�WKH\�KDYH�UHOHYDQW�VWDNHV��7KHVH�FRPSDQLHV�XVXDOO\�UHO\�RQ�WKHLU�SDUHQW�EDQN
IRU�OLTXLGLW\�QHHGV�DULVLQJ��IRU�H[DPSOH��IURP�PDUJLQ�FDOOV�RQ�GHULYDWLYHV�PDUNHWV��DQG�LQ�WKH�HYHQW
RI� PDMRU� SUREOHPV� WKH\� ZLOO� QHHG� IUHVK� FDSLWDO�� WUDQVIHUULQJ� WKH� VWUDLQ� RQ� SDUHQW� EDQNV�� 7KH
DVVRFLDWHG� YXOQHUDELOLW\� FRXOG� EH� H[DFHUEDWHG� E\� VKRUWFRPLQJV� LQ� WKH� LQWHUQDO� FRQWURO� V\VWHP
DFFRXQWLQJ�IRU�WKH�ULVNV�DULVLQJ�IURP�GLIIHUHQW�SDUWV�RI�WKH�JURXS��7KH�VHYHUH�FULVLV�H[SHULHQFHG�E\
WKH� -DSDQHVH�´-XVHQµ�� L�H��VXEVLGLDULHV�RI�EDQNV�VSHFLDOLVHG� LQ� WKH�SURYLVLRQ�RI�PRUWJDJH�FUHGLW�� LQ
WKH� ILUVW� KDOI� RI� WKH� ����V� SURYLGHV� DQ� H[DPSOH� DVVRFLDWHG� ZLWK� DGYHUVH� GHYHORSPHQWV� RQ� UHDO
HVWDWH�PDUNHWV�

7KH�SRVVLELOLW\� LQ� WKH�(8�RI� WXUEXOHQFH� WULJJHUHG�E\� D� UHYHUVDO� RI� DVVHW� SULFHV�PDQLIHVWLQJ� LWVHOI
WKURXJK� VSHFLDOLVHG� VXEVLGLDULHV� FDQQRW� EH� UXOHG� RXW�� GXH� WR� WKH� PRUH� FRPSOH[� RUJDQLVDWLRQDO
VWUXFWXUH�RI�PDMRU�EDQNLQJ�JURXSV��+RZHYHU��WKLV�FKDQQHO�GRHV�QRW�VHHP�WR�DFFRXQW�IRU�VLJQLILFDQW
DGGLWLRQDO� ULVN�� VLQFH� WKH� ULVNV� GLVFXVVHG� VR� IDU� DUH�PDLQO\� UHODWHG� WR� WKH� H[SRVXUHV� RI� EDQNLQJ
JURXSV�ZKLFK�DUH�VXSHUYLVHG�RQ�D�FRQVROLGDWHG�EDVLV��7KH�VXEVLGLDU\�FKDQQHO�PD\�EH�UHOHYDQW� LQ
DQRWKHU�UHVSHFW�RQO\�LQVRIDU�DV�FRQVROLGDWHG�VXSHUYLVLRQ�GRHV�QRW�SURYH�WR�EH�HIIHFWLYH�DQG�PDMRU
ULVN� H[SRVXUHV� EXLOG� XS� ZLWKRXW� EHLQJ� FDSWXUHG� E\� FHQWUDOLVHG� ULVN� FRQWURO� V\VWHPV� DQG
VXSHUYLVRU\�PRQLWRULQJ�

��� ´6HFRQG�URXQGµ�FKDQQHOV

$SDUW�IURP�GLUHFW�HIIHFWV�RQ�EDQNV·�EDODQFH�VKHHWV�DQG�RQ�WKH�DELOLW\�RI�ERUURZHUV�WR�PHHW�WKHLU
REOLJDWLRQV��DVVHW�SULFH�GHFOLQHV�PD\�OHDG�WR�D�ZHDNHQLQJ�RI�EDQNV·�VWDELOLW\�DV�LW�XVXDOO\�JRHV�KDQG
LQ�KDQG�ZLWK�D�GHWHULRUDWLRQ�LQ�JHQHUDO�ILQDQFLDO�DQG�PDFURHFRQRPLF�FRQGLWLRQV��,Q�D�VHQVH��LI�PRUH
HPSKDVLV�ZHUH�SXW�RQ�WKH�UHDO�VRXUFH�RI�ILQDQFLDO�FULVHV��DV�LV�DUJXHG�LQ�VRPH�ZHOO�IRXQGHG�VWUDQGV
RI�WKHRUHWLFDO�DQG�HPSLULFDO�UHVHDUFK��WKHVH�´VHFRQG�URXQGµ�HIIHFWV�FRXOG�EH�VHHQ�DV�WKH�URRW�RI
WKH�SUREOHP��+RZHYHU��HYHQ�WKRXJK�WKHVH�HIIHFWV�ZRXOG�QHHG�WR�EH�UHJDUGHG�DV�WULJJHULQJ�HYHQWV�
WKHLU�HIIHFWV�RQ�EDQNV·�VWDELOLW\�ZRXOG�EH�LQFUHDVHG�E\�WKH�SUHVHQFH�RI�WKH�IUDJLOLWLHV�GLVFXVVHG�LQ
SUHYLRXV�SDUDJUDSKV�

����0DFURHFRQRPLF�HIIHFWV��+LJKHU�DVVHW�YDOXHV�LQ�VRPH�FRXQWULHV�PD\�KDYH�FDXVHG�H[FHVVLYH
FRQVXPSWLRQ� WKURXJK�ZHDOWK� HIIHFWV�� DV� LV� UHIOHFWHG� LQ� WKH� GHFUHDVHG� SURSHQVLW\� WR� VDYH� DQG� LQ
LQFUHDVHG�LQGHEWHGQHVV��+HQFH��D�ODUJH�GHFOLQH�LQ�DVVHW�SULFHV�PD\�UHYHUVH�WKLV�WHQGHQF\����VORZLQJ
GRZQ�HFRQRPLF� DFWLYLW\�� EXVLQHVV� LQYHVWPHQW� DQG� WKH�SXUFKDVH�RI� QHZ�SURSHUW\� E\� KRXVHKROGV
DPRQJ�RWKHUV�� DQG� WKHUHIRUH� WULJJHULQJ� WKH� FODVVLF� GHEW�GHIODWLRQ� SUREOHP��7KH� GHWHULRUDWLRQ� LQ
PDFURHFRQRPLF�FRQGLWLRQV� LQFUHDVHV�� LQ� JHQHUDO�� EDQNV·� FUHGLW� ULVNV� DQG� OHDGV� WR� LQFRPH� ORVVHV�

�� 7KH�VHQVLWLYLW\�RI�KRXVHKROGV·�FRQVXPSWLRQ�WR�VWRFN�SULFH�GHYHORSPHQWV�KDV�EHHQ�DGGUHVVHG� LQ� OLWHUDWXUH�� )RU� LQVWDQFH��DFFRUGLQJ� WR
&URFNHWW���������WKH�FXPXODWHG�LPSDFW�RI�WKH������VWRFN�H[FKDQJH�FUDVK�RQ�86�LQGXVWULDO�RXWSXW�ZDV�FRQILQHG�WR������RI�*'3��$�IDOO
LQ�WKH�UDWLR�EHWZHHQ�WKH�SULFH�RI�VKDUHV�RU�RI�H[LVWLQJ�KRXVHV�DQG�WKH�UHSODFHPHQW�FRVW�RI�FDSLWDO�RU�WKH�SULFH�RI�QHZ�KRXVHV�PD\�KDYH
D�SRWHQWLDOO\�JUHDWHU�HIIHFW�RQ�HFRQRPLF�DFWLYLW\��H�J��IRU�RQH�(8�FRXQWU\�HFRQRPHWULF�VLPXODWLRQV�LPSO\�WKDW�D�����IDOO�LQ�UHDO�HVWDWH
SULFHV�ZRXOG�KDYH�D�FXPXODWLYH�QHJDWLYH� LPSDFW�RI����RQ�UHDO�*'3�YLD�FRQVXPSWLRQ�DQG�KRXVLQJ�LQYHVWPHQW�� ,I�WKH�IDOO� LQ�SULFHV�LV
FRXSOHG�ZLWK�KLJKHU�LQWHUHVW�UDWHV��DQ�DGGLWLRQDO�QHJDWLYH�HIIHFW�RQ�H[SRUWV�DQG�GRPHVWLF�VSHQGLQJ�KDV�WR�EH�WDNHQ�LQWR�DFFRXQW�
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7KH� LQFUHDVHG� VWRFN� KROGLQJV� RI� KRXVHKROGV� FRXOG� SURSDJDWH� WKH� LPSRUWDQFH� RI� WKLV� FKDQQHO�
(TXLW\�KROGLQJV�E\�KRXVHKROGV�VWLOO�GLIIHU�VKDUSO\�DFURVV�(8�FRXQWULHV��IRU�LQVWDQFH��ERWK�LQ�$7�DQG
LQ� '(� VKDUHV� UHSUHVHQW� D� OLPLWHG� SRUWLRQ� RI� KRXVHKROGV·� LQYHVWPHQWV�� 1RQHWKHOHVV�� LI� LQGLUHFW
KROGLQJV�� PDLQO\� WKURXJK� PXWXDO� IXQGV�� DUH� WDNHQ� LQWR� DFFRXQW�� D� WUHQG� WRZDUGV� DQ� LQFUHDVHG
LPSRUWDQFH�RI�HTXLW\� LQYHVWPHQWV� LQ�KRXVHKROGV·�SRUWIROLRV� LV� DSSDUHQW� WKURXJKRXW� WKH�(8��7KH
ODUJHU�SDUW�RI�KRXVHKROG·V�ZHDOWK�LV�VWLOO�OLNHO\��KRZHYHU��WR�EH�LQYHVWHG�LQ�UHDO�HVWDWH��,Q�DQ\�FDVH�
FDSLWDO�DGHTXDF\�FDQ�SURYH�FUXFLDO�IRU�VKHOWHULQJ�WKH�LPSDFW�RI�D�GHWHULRUDWLRQ�LQ�PDFURHFRQRPLF
SHUIRUPDQFH�RQ�EDQNV��DQG�FXUUHQW�ILJXUHV�VHHP�WR�EH�UHDVVXULQJ�LQ�WKLV�UHVSHFW�

����%DQNV·�IXQGLQJ�SRVVLELOLWLHV�DQG�FRQGLWLRQV��2YHU�WKH�SDVW�IHZ�\HDUV�WKH�EXR\DQW�VWRFN
PDUNHW� KDV� IDYRXUHG� WKH� LQFUHDVHG� FDSLWDOLVDWLRQ� RI� EDQNV� DQG� DQ� LQWHQVH�ZDYH� RI�PHUJHUV� DQG
DFTXLVLWLRQV��$VVHW�SULFH�GHFOLQHV�ZRXOG�SUREDEO\�KLQGHU�RU�KDOW�WKH�UHVWUXFWXULQJ�RI�WKH�EDQNLQJ
LQGXVWU\��)XUWKHUPRUH��EDQNV�QHHGLQJ�IUHVK�FDSLWDO�PLJKW�ILQG�LW�GLIILFXOW�DQG�FRVWO\�WR�WDS�LW�LQ�WKH
VWRFN�RU�ERQG�PDUNHWV�LI�WKH\�DUH�YHU\�FORVH�WR�WKH�PLQLPXP�UHJXODWRU\�UHTXLUHPHQWV��7KLV�ZRXOG
DOVR�SXW� D� VWUDLQ�RQ� WKH� IXWXUH�GHYHORSPHQW�RI� EDQNV·� EXVLQHVV� DFWLYLWLHV��7KH� IXQGLQJ� SUREOHPV
SUREDEO\�GR�QRW�FRQVWLWXWH�D�SULPDU\�FKDQQHO�WKURXJK�ZKLFK�WKH�VWUDLQ�VSUHDGV�IURP�WKH�VWRFN�RU
UHDO�HVWDWH�PDUNHWV�WR�WKH�EDQNLQJ�V\VWHP��EXW�PD\�H[DFHUEDWH�EDQNV·�GLIILFXOWLHV�LI�WKH\�DULVH�

����6ROYLQJ�EDQNLQJ�SUREOHPV��6KRXOG�VHYHUH�EDQNLQJ�SUREOHPV�DULVH��WKH\�ZRXOG�DOVR�EH�PRUH
GLIILFXOW�WR�UHVROYH� LQ�GHSUHVVHG�PDUNHW�FRQGLWLRQV��)RU� LQVWDQFH�� LW�PLJKW�EH�GLIILFXOW�WR�RUJDQLVH
EURNHUHG�VROXWLRQV�RU�PHUJHUV��,Q�WKH�SDVW��IRU�LQVWDQFH��EURNHUHG�VROXWLRQV�WR�FULVHV�KDYH�SURYHG
WR�EH�DQ�HIIHFWLYH�ZD\�WR�FRSH�ZLWK�GLVWUHVVHG�VLWXDWLRQV�WULJJHUHG�E\�DVVHW�SULFH�GHFOLQH��WKH�����
OLIHERDW�LQ�WKH�8.�FDQ�EH�WDNHQ�DV�D�EHQFKPDUN�IRU�WKLV�W\SH�RI�RSHUDWLRQ��1RQHWKHOHVV��GHSUHVVHG
VWRFN� PDUNHWV�� WRJHWKHU� ZLWK� WKH� VWUXFWXUDO� FKDQJHV� WKDW� KDYH� WDNHQ� SODFH� LQ� WKH� FRPSHWLWLYH
HQYLURQPHQW��PD\�DIIHFW�WKH�ZLOOLQJQHVV�RI�EDQNV�WR�SDUWLFLSDWH�LQ�VXFK�RSHUDWLRQV�

����2YHUDOO�DVVHVVPHQW

$OO�LQ�DOO��WKH�FUHGLW�ULVN�FKDQQHO��HVSHFLDOO\�WKURXJK�EDQN�H[SRVXUHV�YLV�j�YLV�WKH�UHDO�HVWDWH�VHFWRU�
DSSHDUV�WR�EH�WKH�PRVW�SURPLQHQW�VRXUFH�RI�FRQFHUQ�IRU�EDQNLQJ�VWDELOLW\��VKRXOG�D�PDMRU�GHFOLQH
LQ�DVVHW�SULFHV�RFFXU��+RZHYHU��HYHQ�LQ�FRXQWULHV�ZKHUH�UHDO�HVWDWH�SULFHV�KDYH�FOLPEHG�IDUWKHVW
�,(� DQG� 1/�� QR� PDMRU� V\VWHPLF� WKUHDW� ZDV� LGHQWLILHG�� 1RQHWKHOHVV�� WKH� H[SRVXUHV� RI� WKH� ODVW
HQWUDQWV�LQ�WKH�UHDO�HVWDWH�PDUNHW�FDQ�EH�YHU\�VLJQLILFDQW��6RPH�RWKHU�FRXQWULHV�KDYH�DOVR�UHFHQWO\
H[SHULHQFHG� H[SDQVLYH� UHDO� HVWDWH� PDUNHWV� �(6�� 37�� ),� DQG� WKH� 8.��� ,7� EDQNV� DUH� LQ� D� TXLWH
GLIIHUHQW�SKDVH��7KH�GHFUHDVH�LQ�UHDO�HVWDWH�SULFHV�XQWLO�������LQ�SDUWLFXODU��FDXVHG�D�GHWHULRUDWLRQ
LQ�WKH�TXDOLW\�RI�EDQN� OHQGLQJ�WR�WKH�UHDO�HVWDWH�VHFWRU�DQG�D�UHGXFWLRQ� LQ�WKH�YDOXH�RI�FROODWHUDO
�WRWDO� H[SHFWHG� ORVVHV� DPRXQWLQJ� WR� VRPH� ���� RI� WKH� WRWDO� VXSHUYLVRU\� FDSLWDO� UHTXLUHPHQW��
+RZHYHU��WKH�UDWLR�RI�EDG�GHEWV� WR� WRWDO�FROODWHUDOLVHG�EDQN� ORDQV�KDV�UHFHQWO\�GHFUHDVHG� �IURP
DURXQG� ��� WR� ��� EHWZHHQ� -XQH� ����� DQG� -XQH� ������ GXH� WR� WKH� SLFN�XS� LQ� WKH� UHDO� HVWDWH
PDUNHWV�

:KDW� VHHPV� SRWHQWLDOO\� ZRUU\LQJ� LV� WKH� FRQFXUUHQW� WLJKWHQLQJ� RI� FRPSHWLWLRQ� LQ� WKH� UHODWHG
OHQGLQJ� DFWLYLWLHV� RI� EDQNV�� 1DUURZLQJ� PDUJLQV�� ZKLFK� FRQILUP� WKLV� GHYHORSPHQW�� KDYH� EHHQ
REVHUYHG� LQ�PDQ\� FRXQWULHV�� 5LVLQJ� /79V�ZHUH� DOVR� UHSRUWHG� IRU� D� QXPEHU� RI� FRXQWULHV�� ZKLOH
WKHUH�KDV�QRW�EHHQ�DQ\�DSSDUHQW�VODFNHQLQJ�RI�WKH�RWKHU�FUHGLW�VWDQGDUGV�

/HVV�LQIRUPDWLRQ�LV�DYDLODEOH�RQ�WKH�FUHGLW�ULVN�H[SRVXUH�LQ�UHVSHFW�RI�VWRFN�PDUNHW�LQYHVWPHQWV�
EXW�²�ZLWK�DOO�GXH�FDXWLRQ�²�WKH�H[LVWLQJ�HYLGHQFH�GRHV�QRW�ORRN�YHU\�DODUPLQJ��'LUHFW�KROGLQJV�RI
VKDUHV�RU�UHDO�HVWDWH�E\�EDQNV�DUH�QRW�YHU\�ZRUU\LQJ�HLWKHU��ZLWK�WKH�RQO\�H[FHSWLRQ�RI�),�EDQNV·
H[SRVXUH�LQ�UHDO�HVWDWH�
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7KH� HIIHFWV� RQ� EDQNV·� LQFRPH� DQG� WKH� ´VHFRQG� URXQGµ� HIIHFWV� WKURXJK� WKH� LPSDFW� RQ
PDFURHFRQRPLF�FRQGLWLRQV�DQG�EDQNV·� IXQGLQJ�SRVVLELOLWLHV�DUH�RQO\� OLNHO\� WR�JLYH� ULVH� WR� VHULRXV
FRQFHUQ� LQ� WKH� HYHQW� RI� D� VHYHUH� DQG� SURORQJHG� IDOO� LQ� DVVHW� SULFHV�� DFFRPSDQLHG� E\� D� VHULRXV
UHFHVVLRQ�� ,Q� WKLV� VFHQDULR� WKH� GHEW� VHUYLFLQJ� FDSDELOLWLHV� RI� EDQNV·� FOLHQWV� ZRXOG� GHWHULRUDWH
VLJQLILFDQWO\�

(YHQ�WKRXJK�RYHUDOO�FRQFHUQV�DUH�QRW�KHLJKWHQHG��LW�LV�HVVHQWLDO�WKDW�VXSHUYLVRU\�DXWKRULWLHV�KDYH
WKH�SURSHU�PRQLWRULQJ�GHYLFHV�LQ�SODFH�DQG�SD\�JUHDW�DWWHQWLRQ�WR�WKH�ULVNV�LQFXUUHG�E\�LQVWLWXWLRQV
XQGHU�WKHLU�UHVSRQVLELOLW\�LQ�WKH�HYHQW�RI�D�VKDUS�UHYHUVDO�RI�UHDO�HVWDWH�SULFHV�

� $FWLRQV�WDNHQ�E\�VXSHUYLVRU\�DXWKRULWLHV

,Q� WKRVH� FRXQWULHV�ZKHUH� SRVVLEOH� ULVNV� IRU� WKH� EDQNLQJ� VHFWRU� RI� VKDUS� FKDQJHV� LQ� UHDO� HVWDWH
SULFHV�KDYH�VXUIDFHG��VXSHUYLVRU\�DXWKRULWLHV��FHQWUDO�EDQNV�RU�VHSDUDWH�DXWKRULWLHV��KDYH�DOUHDG\
WDNHQ� D� QXPEHU� RI� DFWLRQV� IRU� WKH� EHQHILW� RI� SUHVHUYLQJ� ILQDQFLDO� VWDELOLW\� LQ� RUGHU� WR� HQVXUH
SUXGHQW� OHQGLQJ� SUDFWLFHV� E\� EDQNV�� 7KHVH� DFWLRQV� FDQ� EH� JURXSHG� LQWR� WKH� IROORZLQJ� ILYH
FDWHJRULHV�

• SXEOLF�FRPPXQLFDWLRQ�RI�FRQFHUQV�

• GLUHFW�FRQWDFWV�ZLWK�EDQN�PDQDJHPHQW�

• VSHFLILF��RQ�VLWH��H[DPLQDWLRQV�RI�EDQNV·�UHDO�HVWDWH�OHQGLQJ�SUDFWLFHV�

• VSHFLILF� VXSHUYLVRU\� PHDVXUHV� WR� DGGUHVV� WKH� DELOLW\� RI� EDQNV� WR� ZLWKVWDQG� VLJQLILFDQW� UHDO
HVWDWH�SULFH�UHYHUVDOV��VHQVLWLYLW\�DQDO\VHV���DQG

• UHJXODWRU\�PHDVXUHV�

7KH�PHDVXUHV�WDNHQ�DUH�EULHIO\�GHVFULEHG�EHORZ�

���� 3XEOLF� FRPPXQLFDWLRQ� RI� FRQFHUQV�� 7KH� &HQWUDO� %DQN� RI� ,UHODQG�� 'H� 1HGHUODQGVFKH
%DQN��WKH�%DQFR�GH�3RUWXJDO��DQG�6XRPHQ�3DQNNL�KDYH�SXEOLVKHG�DUWLFOHV�RQ�WKH�UHDO�HVWDWH�PDUNHW
DQG�OHQGLQJ�GHYHORSPHQWV��7KH�&HQWUDO�%DQN�RI�,UHODQG�KDV�H[SUHVVHG�UHSHDWHG�XQHDVH�DERXW�WKH
KLJK�OHYHOV�RI�JURZWK�LQ�SULFHV�DQG�OHQGLQJ��'H�1HGHUODQGVFKH�%DQN�VWDUWHG�YRLFLQJ�LWV�FRQFHUQV�LQ
6HSWHPEHU�������SRLQWLQJ�RXW�WKH�ULVNV�IRU�ERWK�EDQNV�DQG�KRXVHKROGV��7KH�)LQDQFLDO�6XSHUYLVLRQ
$XWKRULW\� RI� )LQODQG� KDV� H[SUHVVHG� FRQFHUQV� DERXW� WKH� VLJQLILFDQW� UHDO� HVWDWH� KROGLQJV� RI� WKH
)LQQLVK�EDQNV�DV�D�UHVXOW�RI� WKH�EDQNLQJ�FULVLV� LQ� LWV�$QQXDO�5HSRUW�DQG�RWKHU�SXEOLF� VWDWHPHQWV�
6XRPHQ�3DQNNL� KDV� DOVR� UHFHQWO\� VWDUWHG� WR� UDLVH� SXEOLF� DZDUHQHVV� RI� WKH� GDQJHUV� RI� WRR� UDSLG
OHQGLQJ� JURZWK�� 7KH�&RPPLVVLRQ� EDQFDLUH� KDV� DOVR� SXEOLVKHG� DUWLFOHV� DQG�� HVSHFLDOO\�� H[SUHVVHG
VRPH�FRQFHUQV�DERXW�WKH�EXR\DQW�FRPPHUFLDO�UHDO�HVWDWH�VHFWRU�LQ�)UDQFH��7KH�%DQFR�GH�(VSDxD·V
*RYHUQRU� KDV�PDGH� VHYHUDO� UHIHUHQFHV� WR� WKLV� LVVXH� LQ� KLV� VSHHFKHV�� 7KH�&KDLUPDQ� RI� WKH�8.
)LQDQFLDO�6HUYLFHV�$XWKRULW\�KDV�FDOOHG�RQ�PRUWJDJH�OHQGHUV�WR�UHYLHZ�WKHLU�OHQGLQJ�SUDFWLFHV�DQG�
LQ�SDUWLFXODU�� WR�UHWDLQ�VWURQJ� WHVWV�RI�GHEW�VHUYLFLQJ�FDSDFLW\� DQG�SUXGHQW� OHQGLQJ�FRQFHQWUDWLRQ
ULVN�OLPLWV�

����0HHWLQJV�ZLWK�EDQN�PDQDJHPHQW��7KH�&HQWUDO�%DQN�RI�,UHODQG�KDV�FRQYH\HG�LWV�FRQFHUQV
LQ�FRQWDFWV�ZLWK�EDQN�PDQDJHPHQW��HPSKDVLVLQJ� WKH�QHHG� IRU�PDLQWDLQLQJ�JRRG�FUHGLW� VWDQGDUGV�
6LPLODUO\�� 'H� 1HGHUODQGVFKH� %DQN� KDV� KDG� UHJXODU� PHHWLQJV� DW� WKH� ERDUG� OHYHO�� 7KH� )UHQFK
VXSHUYLVRU\�DXWKRULWLHV�FRQGXFW�UHJXODU�PHHWLQJV�ZLWK�EDQN�PDQDJHPHQW�RQ�WKH�UHDO�HVWDWH�VHFWRU
SURVSHFWV�
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����6SHFLILF��RQ�VLWH��H[DPLQDWLRQV�RI�EDQNV·� OHQGLQJ�SUDFWLVHV��7KH�)LQDQFLDO�6XSHUYLVLRQ
$XWKRULW\� RI� )LQODQG� KDV� FRQGXFWHG� D� VSHFLILF� H[DPLQDWLRQ� RI� UHDO� HVWDWH� OHQGLQJ� SUDFWLFHV� DQG
IRXQG� D� VLJQLILFDQW� UHGXFWLRQ� LQ� EDQNV·� LQWHUHVW� PDUJLQV�� 7KH� )LQDQFLDO� 6XSHUYLVLRQ� $XWKRULW\� RI
6ZHGHQ� KDV� PDGH� D� VSHFLILF� VWXG\� RI� EDQNV·� OHQGLQJ� SUDFWLFHV� DQG� FRQGLWLRQV�� EXW� IRXQG� QR
HYLGHQFH�RI�PRUH�OD[�OHQGLQJ�WHUPV��'H�1HGHUODQGVFKH�%DQN�KDV�UHFHQWO\�FRQGXFWHG�DQ�LQ�GHSWK
VWXG\�RI�EDQNV·�FUHGLW�PDQDJHPHQW�SURFHVVHV�DQG�SUDFWLFHV�

����6HQVLWLYLW\�DQDO\VHV��7KH�&HQWUDO�%DQN�RI�,UHODQG�KDV�UHTXLUHG�EDQNV�WR�FRQGXFW�VHQVLWLYLW\
DQDO\VHV� LQ� UHODWLRQ� WR� DGYHUVH� HYHQWV�� VXFK� DV� D� UHDO� HVWDWH� SULFH� IDOO� RU� D� VL]HDEOH� LQFUHDVH� LQ
LQWHUHVW� UDWHV�� ,Q� )UDQFH�� WKH� ������ UHJXODWLRQ� RQ� LQWHUQDO� FRQWURO� V\VWHPV� UHTXLUHV� FUHGLW
LQVWLWXWLRQV��LQ�SDUWLFXODU��WR�GHYHORS�FUHGLW�ULVN�VHOHFWLRQ�SURFHGXUHV��7KH�PRQLWRULQJ�PXVW�DSSO\
WR�HDFK�FRXQWHUSDUW��DV�ZHOO�DV�EHLQJ�FRQGXFWHG�E\�HFRQRPLF�VHFWRU��JHRJUDSKLF�]RQH�DQG�OHYHO�RI
ULVN��%DQNV�DUH�UHTXLUHG�WR�XSGDWH�WKHLU�FRVW�RI�ULVN��DQG�WR�GR�VR�DW�OHDVW�RQ�D�TXDUWHUO\�EDVLV�IRU
WKH�PRVW�VLJQLILFDQW�ORDQV��6HQVLWLYLW\�DQDO\VHV��FR�RUGLQDWHG�E\�WKH�VXSHUYLVRU\�DXWKRULW\��DUH�DOVR
FRQGXFWHG� LQ� WKH�8.�ZLWK� WKH� LQWHQWLRQ� RI� HQFRXUDJLQJ�PRUH� IRUZDUG�ORRNLQJ� ULVN� DVVHVVPHQW�
7KH� )LQDQFLDO� 6HUYLFHV� $XWKRULW\� KDV� PDGH� H[SOLFLW� SURSRVDOV� WKDW� DOO� 8.� EDQNV� VKRXOG�� IRU
LQVWDQFH��GRFXPHQW�WKHLU�VWUDWHJ\�DQG�ULVN�PDQDJHPHQW�SUDFWLFHV�DQG�FRQVLGHU�WKH�H[WHUQDO�IDFWRUV
WKDW�PLJKW�DIIHFW�WKHLU�EXVLQHVV��'H�1HGHUODQGVFKH�%DQN�� WKH�%DQFR�GH�(VSDxD�DQG�WKH�)LQDQFLDO
6XSHUYLVLRQ� $XWKRULW\� RI� )LQODQG� KDYH� DVVHVVHG� WKH� ORVVHV� IRU� WKH� EDQNLQJ� VHFWRU� XQGHU� VWUHVV
VFHQDULRV�FRQFHUQLQJ�DVVHW�SULFH�GHYHORSPHQWV�

����5HJXODWRU\�PHDVXUHV�� (6� KDV� VHW� XS� D� QHZ� VROYHQF\� SURYLVLRQ�� ZKLFK� FRYHUV� WKH� ODWHQW
LQVROYHQF\� DQG� ZKLFK� LV� DGGLWLRQDO� WR� WKH� FXUUHQW� SURYLVLRQV� RQ� LPSDLUHG� DVVHWV�� 7KLV� QHZ
SURYLVLRQ�DLPV�WR�PLWLJDWH�WKH�HIIHFW�RI�WKH�HFRQRPLF�F\FOH�RQ�WKH�DFFRXQWV�RI� WKH�EDQNV�� ,Q� ,(�
EDQNV� KDYH� EHHQ� UHTXHVWHG� WR� DGKHUH� WR� SUXGHQW� QRUPV� ZLWK� UHVSHFW� WR� /79V� DQG� DFFHSWHG
LQFRPH�PXOWLSOHV�LQ�OHQGLQJ��,(�LV�DOVR�FRQVLGHULQJ�ZKHWKHU�LQVWLWXWLRQV�VKRXOG�UHYLHZ�WKHLU�H[LVWLQJ
SURYLVLRQLQJ� SROLFLHV� WR� UHIOHFW� WKH� GLIILFXOWLHV� ZKLFK� PD\� DULVH� XQGHU� PRUH� GLIILFXOW� HFRQRPLF
FLUFXPVWDQFHV��7ZLFH�D�\HDU��WKH�)UHQFK�VXSHUYLVRU\�DXWKRULWLHV�FRQGXFW�D�VSHFLILF�VXUYH\�RQ�WKH
FRPPHUFLDO�UHDO�HVWDWH�VHFWRU��$Q�RIILFLDO�OHWWHU�ZDV�DOVR�UHFHQWO\�VHQW�E\�WKH�)UHQFK�VXSHUYLVRU\
DXWKRULWLHV�WR�WKH�)UHQFK�DVVRFLDWLRQ�RI�FUHGLW�LQVWLWXWLRQV�WR�XQGHUOLQH�WKH�QHFHVVLW\�IRU�FDXWLRQ�LQ
JUDQWLQJ� ORDQV� WR� WKH� H[SDQVLYH� FRPPHUFLDO� UHDO� HVWDWH� VHFWRU�� %DQFR� GH� 3RUWXJDO� KDV� DOVR
FRQVLGHUHG� LQFUHDVLQJ� SURYLVLRQLQJ� UHTXLUHPHQWV�� ,Q� ),� WKH� VXSHUYLVRU\� DXWKRULW\� KDV� UHTXHVWHG
EDQNV� WR� GHYLVH� D� SODQ� WR� UHGXFH� WKHLU� UHDO� HVWDWH� KROGLQJV� VLJQLILFDQWO\� DQG� WR� DGMXVW� WKH� ERRN
YDOXHV� LI� WKHVH� DUH� WRR� KLJK� FRPSDUHG� ZLWK� WKH� H[SHFWHG� PDUNHW� UHWXUQV� RQ� UHDO� HVWDWH
LQYHVWPHQWV��0RUHRYHU�� EDQNV� KDYH� EHHQ� UHTXHVWHG� WR� SURYLGH� DGHTXDWH� SXEOLF� LQIRUPDWLRQ� RQ
WKHLU�UHDO�HVWDWH�KROGLQJV�
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7KLV� $QQH[� LV� LQWHQGHG� WR� DGGUHVV� WKH� OLWHUDWXUH� FRQFHUQLQJ� WKH� SRVVLEOH� UHODWLRQVKLS� EHWZHHQ
DVVHW�SULFH�F\FOHV�DQG�EDQNLQJ�IUDJLOLW\��7KH�VXUYH\�LV�PHDQW�WR�JLYH�DQ�LGHD�RI�WKH�PDLQ�DUJXPHQWV
LQ�WKH�OLWHUDWXUH��,W�VKRXOG�QRW�EH�UHJDUGHG�DV�D�FRPSUHKHQVLYH�DFFRXQW�RI�WKH�OLWHUDWXUH�RQ�WKLV
WRSLF�� 7KHUH� LV� PXFK� OLWHUDWXUH� RQ� ZK\� D� ILQDQFLDO� FULVLV� FRXOG� KDYH� GHWULPHQWDO� HIIHFWV� RQ
PDFURHFRQRPLF� GHYHORSPHQWV�� RU� KRZ� IDOOLQJ� DVVHW� SULFHV� FRXOG� DIIHFW� WKH� PDFURHFRQRP\
WKURXJK�YDULRXV�FKDQQHOV��7KHUH�DUH�GLIIHUHQW�YLHZV�RQ�WKHVH� LVVXHV��DQG�RQH�WKHRU\�DUJXHV�WKDW
HYHQ�VHYHUH�DVVHW�SULFH�IDOOV��FDXVLQJ�GLIILFXOWLHV�IRU�EDQNV��QHHG�QRW�KDYH�VWURQJ�UHSHUFXVVLRQV�RQ
WKH�PDFURHFRQRP\��H�J��6FKZDUW]��������7KHVH�LVVXHV�DUH�QRW��KRZHYHU��DGGUHVVHG�LQ�WKLV�VXUYH\�

(YLGHQFH� IURP�SDVW� ILQDQFLDO� FULVHV� VKRZV� WKDW� LQ� D� QXPEHU�RI� LQVWDQFHV� ODUJH� DVVHW� SULFH� F\FOHV
KDYH�SUHFHGHG�VHYHUH�EDQNLQJ�SUREOHPV�IRU�ERWK�LQGXVWULDO�DQG�HPHUJLQJ�FRXQWULHV��H�J��.DPLQVN\
DQG�5HLQKDUW�������+HUULQJ�DQG�:DFKWHU��������:KLOH� LW� LV�WUXH�WKDW�VKDUS�DVVHW�SULFH� IDOOV�PD\
QRW�DOZD\V�WULJJHU�EDQNLQJ�FULVHV�DQG�WKDW�EDQNLQJ�FULVHV�FDQ�RFFXU�ZLWKRXW�VLJQLILFDQW�DVVHW�SULFH
F\FOHV��WKH�WZR�GHYHORSPHQWV�KDYH�RIWHQ�EHHQ�FRUUHODWHG��7KH�H[SODQDWLRQV�JLYHQ�LQ�WKH�OLWHUDWXUH
VKRXOG� HQFRXUDJH� VXSHUYLVRUV� WR� WKLQN� DERXW� EDQNV� DV� NH\� HFRQRPLF� DJHQWV� VXVFHSWLEOH� WR� WKH
GDQJHU�RI�XQGHUHVWLPDWLQJ�WKH�LPSDFW�RI�DQ�DVVHW�SULFH�GHFOLQH�RQ�WKHLU�SHUIRUPDQFH�

)ROORZLQJ�)LVKHU·V� ������� ������ DQDO\VLV� RI� WKH�*UHDW�'HSUHVVLRQ��PDQ\� DXWKRUV� KDYH� VXJJHVWHG
WKDW�WKH�EDVLF�UHDVRQ�IRU�WKH�FRQQHFWLRQ�EHWZHHQ�DVVHW�SULFH�F\FOHV�DQG�EDQNLQJ�SUREOHPV�LV�WKH
RYHU�H[SDQVLRQ�RI�EDQN�FUHGLW��UHOD[HG�OHQGLQJ�VWDQGDUGV��IXHOOLQJ�WKH�EXLOG�XS�RI�DVVHW�SULFHV�DQG
LQFUHDVLQJ�EDQNV·�FUHGLW�ULVNV����7KH�SUREOHP�LV�VHHQ�WR�GHYHORS�LQ�VWDJHV��ZLWK�LQFUHDVLQJ�ILQDQFLDO
IUDJLOLW\� LQ� WKH� KRXVHKROG� DQG� FRUSRUDWH� VHFWRUV� DQG� D� KHLJKWHQLQJ� YXOQHUDELOLW\� RI� EDQNV���� 7KH
VWDUW�RI�WKH�´DVVHW�SULFH�GHEW�F\FOHµ�FDQ�EH�DQ\�H[RJHQRXV�HYHQW��VXFK�DV�WHFKQRORJLFDO�SURJUHVV�RU�D
FKDQJH� LQ� WKH� LQVWLWXWLRQDO� HQYLURQPHQW� RU� GHUHJXODWLRQ���� 7KH� VXEVHTXHQW� DFFHOHUDWLRQ� RI
HFRQRPLF�JURZWK�DQG�DVVHW�SULFHV�WULJJHUV�´HXSKRULDµ�DV�KRXVHKROGV�DQG�ILUPV�DQWLFLSDWH�IXUWKHU
DVVHW� SULFH� ULVHV� DQG� LQFUHDVH� WKHLU� ZLOOLQJQHVV� WR� HQJDJH� LQ� GHEW�ILQDQFHG� LQYHVWPHQW� LQ� WKHVH
DVVHWV��$�VHOI�VXVWDLQLQJ�SURFHVV�LV�WKHQ�VWDUWHG��WKH�LQFUHDVHG�FROODWHUDO�YDOXHV�HQKDQFH�FOLHQWV·�DELOLW\
WR� DFFXPXODWH� GHEW� DQG� WKH� LQFUHDVLQJ� YDOXH� RI� EDQN� FDSLWDO� HQKDQFHV� EDQNV·� DELOLW\� WR� H[WHQG
FUHGLW�

2QFH� WKH�SHDN�RI� WKH�F\FOH� LV�EHLQJ� DSSURDFKHG�� DVVHW�SULFHV� EHFRPH� LQFUHDVLQJO\� GLVFRQQHFWHG
IURP�WKHLU�´IXQGDPHQWDO�YDOXHVµ�DQG�YXOQHUDEOH�YLV�j�YLV�H[RJHQRXV�VKRFNV��7KH�VKRFN�FDQ�EH�DQ
XQDQWLFLSDWHG� FKDQJH� LQ� WKH� RYHUDOO� HFRQRPLF� RU� FRUSRUDWH� VHFWRU� SHUIRUPDQFH�� 7KLV� HYHQW
GHVWUR\V�PDUNHW�FRQILGHQFH�DQG�FDXVHV�D�IOLJKW�DZD\�IURP�WKH�UHVSHFWLYH�DVVHWV��7KH�SULFH�FROODSVH
FDQ�EH�KHLJKWHQHG�VXEVWDQWLDOO\�E\�IRUFHG�VDOHV�RI�DVVHWV��7KH�GLIILFXOWLHV�H[SHULHQFHG�E\�ERUURZHUV
DUH� WUDQVPLWWHG� WR�EDQNV��%DQNV·�EDG� ORDQ�DQG�FDSLWDO�DGHTXDF\�SUREOHPV�PD\� OHDG� WR� WLJKWHQLQJ
OHQGLQJ� VWDQGDUGV� DQG� FUHGLW� UDWLRQLQJ�� WKHUHE\� DJJUDYDWLQJ� FXVWRPHUV·� GLIILFXOWLHV� IXUWKHU�� ,Q� WKH

�� 0LQVN\���������������������.LQGOHEHUJHU���������(LFKHQJUHHQ�DQG�3RUWHV��������DQG�$OOHQ�DQG�*DOH��������
�� 0LQVN\�GHVFULEHV�WKH�FKDQJLQJ�QDWXUH�RI�GHEW� LQ�WKH�SURFHVV��)LUVW��WKHUH�LV�RQO\�´KHGJHG�GHEWµ��ZKLFK�FDQ�EH�UHSDLG�ZLWK�WKH�JDLQV

IURP�WKH�RSHUDWLRQV�ILQDQFHG�E\�LW��$W�VRPH�SRLQW��LW�JLYHV�ZD\�WR�´VSHFXODWLYH�ILQDQFHµ��ZKLFK�FRPSHOV�ERUURZHUV�WR�VHOO�VRPH�RI�WKHLU
DVVHWV� LQ�RUGHU�WR�SD\�EDFN�WKH�SULQFLSDO��7KH�ODVW�VWHS�LV�FDOOHG�´3RQ]L�ILQDQFHµ��ZKLFK�RFFXUV�ZKHQ�QHZ�GHEW� LV�FRQWUDFWHG�RQO\�WR
PHHW� WKH� REOLJDWLRQV� DULVLQJ� IURP� SUHYLRXVO\� DFTXLUHG� GHEW�� 'XULQJ� WKLV� SURFHVV�� WKH� VKDUH� RI� VKRUW�WHUP� GHEW� LQFUHDVHV� DV� WKH
FUHGLWZRUWKLQHVV�RI�WKH�ERUURZHUV�GHFUHDVHV�DQG�WKH�ILQDQFLDO�IUDJLOLW\�RI�WKH�ERUURZHUV�LQFUHDVHV�

�� )RU�LQVWDQFH��'DYLV��������SRLQWV�RXW�WKDW�GHUHJXODWLRQ��HVSHFLDOO\�LI�FDUULHG�RXW�GXULQJ�DQ�HFRQRPLF�ERRP��FDQ�VLJQLILFDQWO\�IRVWHU�WKH
DVVHW�SULFH�F\FOH��VLQFH�LW�LQFUHDVHV�EDQNLQJ�FRPSHWLWLRQ�DQG�KHLJKWHQV�WKH�ERRP�LQ�WKH�HFRQRP\�DV�D�ZKROH�
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PRVW� VHYHUH� FDVHV�� FRQILGHQFH� SUREOHPV� LQ� UHVSHFW� RI� WKH� VRXQGQHVV� RI� EDQNV� OHDG� WR� UXQV� RQ
EDQN�GHSRVLWV��D�´UHDO�ILQDQFLDO�FULVLVµ�LQ�WKH�WHUPLQRORJ\�RI�6FKZDUW]�������

(PSLULFDO� HYLGHQFH� LQ� IDYRXU� RI� WKH� FDXVDO� OLQNV� LQ� WKH� )LVKHU�0LQVN\�.LQGOHEHUJHU� WKHRU\� LV
VRPHZKDW�PL[HG����+RZHYHU��WKH�WHVWV�RQ�WKH�GLUHFWLRQ�RI�FDXVDOLW\�DQG�WKH�RULJLQV�RI� LQVWDELOLW\
GR�QRW�FDVW�GRXEW�RQ�WKH�PDLQ�SRLQW�� L�H��WKH�VWULFW� OLQN�EHWZHHQ�D�VKDUS�UHYHUVDO�RI�SULFHV�LQ�WKH
VWRFN�RU�UHDO�HVWDWH�PDUNHW�DQG�WKH�VSUHDGLQJ�RI�LQVWDELOLW\�LQ�WKH�EDQNLQJ�VHFWRU�

6RPH� HOHPHQWV� RI� XQGHVLUDEOH� EDQN� EHKDYLRXU�� QDPHO\� D� ODFN� RI� SUXGHQFH� DQG� H[FHVVLYHO\� ORRVH
FUHGLW� VWDQGDUGV�� FRXOG�KHLJKWHQ� WKH�DVVHW�SULFH�GHEW� F\FOH��7KLV� FDQ� WDNH�SODFH�HVSHFLDOO\� LQ� WKH
HYHQW�RI�EDQNV�HQJDJLQJ�LQ�VKDUS�PDUNHW�VKDUH�FRPSHWLWLRQ�RYHU�WKH�H[SDQGLQJ�FUHGLW�PDUNHW��7KH
ILUVW�SRVVLEOH�H[SODQDWLRQ�IRU�WKLV�NLQG�RI�EHKDYLRXU�LV�WKDW�DQ�XQGHUHVWLPDWLRQ�RI�WKH�SUREDELOLW\�RI
ORZ�IUHTXHQF\�VKRFNV��´GLVDVWHU�P\RSLDµ��OHDGV�EDQNHUV�WR�GRZQSOD\�WKH�ULVN�RI�D�ODUJH�DVVHW�SULFH
GHFOLQH��,Q�DGGLWLRQ��EDQNLQJ�FDQ�DSSHDU�PLVOHDGLQJO\�SURILWDEOH�GXULQJ�WKH�XSVZLQJ���

7KH�VHFRQG�SRVVLEOH�H[SODQDWLRQ�LV�UHODWHG�WR�WKH�H[LVWHQFH�RI�DV\PPHWULF�LQIRUPDWLRQ��ZKLFK�KDV
WKH�EHQHILW�RI�QRW�UHTXLULQJ�D�IRUP�RI�LUUDWLRQDO�EHKDYLRXU�E\�EDQN�PDQDJHPHQW��7KHUH�LV�DEXQGDQW
OLWHUDWXUH�RQ�WKHVH�LVVXHV��IRFXVLQJ��ILUVW��RQ�WKH�ELDVHG�LQFHQWLYHV�RI�WKH�PDQDJHUV�DQG�RZQHUV�RI
EDQNV� GXH� WR� WKH� SXEOLF� VDIHW\� QHW�� IRUHPRVW� GHSRVLW� LQVXUDQFH� �PRUDO� KD]DUG� RI� H[FHVVLYH� ULVN
WDNLQJ����� (VSHFLDOO\� ZKHQ� WKH� EXEEOH� EHJLQV� WR� EXUVW� DQG� ULVNV� VWDUW� WR� PDWHULDOLVH� LQ� WKH� ORDQ
ERRNV��EDQNV�PLJKW�H[SORLW�WKH�RSDTXHQHVV�RI�WKHLU�EHKDYLRXU�WR�LQFUHDVH�WKHLU�ULVN�H[SRVXUH��LQ
DQ�H[WUHPH�DWWHPSW�WR�´JDPEOH�IRU�UHVXUUHFWLRQµ��6HFRQG��WKH�JHQHUDO�SULQFLSDO�DJHQW�SUREOHPV�LQ
EDQNLQJ�FDQ�JLYH�ULVH�WR�WKH�PRUDO�KD]DUG�HIIHFW�HYHQ�ZLWKRXW�WKH�VDIHW\�QHW��H�J��'HZDWULSRQW�DQG
7LUROH����������7KH�H[SODQDWLRQV�GUDZLQJ�RQ�WKH�DV\PPHWULF�LQIRUPDWLRQ�PD\�EH�PRUH�PHDQLQJIXO
IRU�WKH�ODWH�VWDJHV�RI�WKH�DVVHW�F\FOH��ZKHQ�PDQDJHUV�RI�WURXEOHG�LQVWLWXWLRQV�IDFH�WKH�LQFHQWLYH�WR
JDPEOH�RQ�IXUWKHU�ULVHV�LQ�DVVHW�SULFHV�

)LQDOO\��WKHUH�LV�VRPH�OLWHUDWXUH�RQ�WKH�UHDVRQV�ZK\�WKH�PDUNHW�SULFH�RI�DQ�DVVHW�FDQ�RYHUVKRRW
WKH� YDOXH� MXVWLILHG� E\� WKH� ´IXQGDPHQWDO� YDOXHµ�� ZKLFK� LV� GHWHUPLQHG� E\� WKH� GLVFRXQWHG� HDUQLQJV
SRWHQWLDO� �FDVK� IORZ�� RI� WKH� DVVHW� LQ� TXHVWLRQ�� +RZHYHU�� LW� LV� DOZD\V� YHU\� GLIILFXOW� WR� DVVHUW
HPSLULFDOO\� WKDW� DVVHW� SULFHV� DUH� RYHUYDOXHG� FRPSDUHG� ZLWK� WKH� ´IXQGDPHQWDO� YDOXHµ�� VLQFH� WKH
GHWHUPLQDWLRQ�RI�WKH�ODWWHU�LV�D�FRPSOH[�WDVN�DQG�UHTXLUHV�PDQ\�VHQVLWLYH�DVVXPSWLRQV�WR�EH�WDNHQ
LQWR�DFFRXQW��H[SHFWHG�FDVK�IORZ�RI�WKH�DVVHW�LQ�TXHVWLRQ��LQWHUHVW�UDWH�XVHG�IRU�GLVFRXQWLQJ��DQG
UHOHYDQW�ULVN�SUHPLXP��HWF���

$�IL[HG�VXSSO\�RI�DQ�DVVHW�LQ�WKH�VKRUW�UXQ�DQG�XQFHUWDLQW\�UHJDUGLQJ�WKH�GHWHUPLQDWLRQ�RI�LWV�YDOXH
DQG�ULVN�DUH�WKH�WKHRUHWLFDO�SUHFRQGLWLRQV�IRU�D�SULFH�DERYH�WKH�´IXQGDPHQWDO�YDOXHµ��,Q�SDUWLFXODU�

�� )RU�LQVWDQFH��(LVHQEHLV��������VXJJHVWV�WKDW�WKH�GDWD�DYDLODEOH�DUH�QRW�FRQVLVWHQW�ZLWK�WKH�VHTXHQFH�RI�HYHQWV�SXW�IRUZDUG�E\�0LQVN\�
7KHUH�DUH�DOVR�DXWKRUV��VXFK�DV�%HQVWRQ�DQG�.DXIPDQ���������ZKR�DUJXH�WKDW�WKH�PDMRU�GLVWXUEDQFHV�LQ�EDQNLQJ�DULVH�IURP�WKH�UHDO
HFRQRP\�UDWKHU�WKDQ�IURP�WKH�LQKHUHQW�IHDWXUHV�RI�WKH�EDQNLQJ�V\VWHP�

�� .LQGOHEHUJHU��������DQG�*XWWHQWDJ�DQG�+HUULQJ��������DUJXH�WKDW��LQ�PRVW�LQVWDQFHV�RI�UHDO�HVWDWH�SULFH�FUDVKHV��SULFHV�KDG�FOLPEHG
XSZDUGV� IRU�D�YHU\� ORQJ�SHULRG�RI� WLPH��&RQVHTXHQWO\�� WKH�UHSD\PHQW�UHFRUG�RI� WKH�UHDO�HVWDWH� ORDQV�ZDV�JRRG� LQ� FRPSDULVRQ�ZLWK
RWKHU�W\SHV�RI�OHQGLQJ��UHVXOWLQJ�LQ�´P\RSLFµ�EDQN�EHKDYLRXU�

�� 2QH�VHFWLRQ�RI�WKH�OLWHUDWXUH�DUJXHV�WKDW�GHSRVLW�LQVXUDQFH�HQKDQFHV�VWDELOLW\�E\�UHGXFLQJ�WKH�SUREDELOLW\�RI�VHOI�IXOILOOLQJ��'LDPRQG�DQG
'\EYLJ�������EDQN�UXQV��$V�ORQJ�DV�WKH�GHSRVLW�LQVXUDQFH�LV�FUHGLEOH�DQG�JXDUDQWHHV�GHSRVLWRUV·�IXQGV�HIIHFWLYHO\�EDQN�UXQV�VKRXOG�QRW
PDWHULDOLVH��2Q�WKH�RWKHU�KDQG��GHSRVLW�LQVXUDQFH�PD\�GHFUHDVH�VWDELOLW\�E\�HQFRXUDJLQJ�ULVN�WDNLQJ�E\�EDQNV�DQG��KHQFH��LQFUHDVH�WKH
SUREDELOLW\�RI�EDQN�LQVROYHQF\��,Q�DQ�XQGHUSULFHG��IL[HG�SULFHG��ULVN�LQVHQVLWLYH��GHSRVLW�LQVXUDQFH�V\VWHP��EDQNV·�FRVW�RI�IXQGV�GRHV�QRW
UHIOHFW� WKH� ULVN�RI� WKHLU�DVVHW�SRUWIROLR��+HQFH��EDQNV�KDYH�DQ� LQFHQWLYH� WR�PD[LPLVH� WKH� YDOXH�RI� WKH�SXEOLF� VXEVLG\� FRPSRQHQW�E\
WDNLQJ�RQ�PRUH�ULVN��RULJLQDOO\�0HUWRQ��������([WHQVLYH�FRYHUDJH�RI�WKH�OLWHUDWXUH�DQG�UHIHUHQFHV�FDQ�EH�IRXQG�H�J�� LQ�'DYLV�������
�&KDSWHU����

��� 'HZDWULSRQW�DQG�7LUROH�DUJXH�WKDW�WKH�IUDJPHQWHG�QDWXUH�RI�EDQNV·�GHSRVLW�EDVH�DOZD\V� OLPLWV�WKH�JRYHUQDQFH�E\�WKH�GHEW�KROGHUV�
VLQFH�WKH�REYLRXV�IUHH�ULGHU�SUREOHPV�SUHYHQW�WKH�HPHUJHQFH�RI�DFWLYH�PRQLWRULQJ�RI�EDQNV·�ULVN�WDNLQJ�E\�GHSRVLWRUV�
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WKHVH� WZR� IDFWRUV� FDQ� OHDG� WR� DQ� DUUD\� RI� SULFHV�� GLIIHUHQW� SHRSOH�� UDQJLQJ� IURP� ´RSWLPLVWVµ� WR
´SHVVLPLVWVµ�� ZRXOG� EH� ZLOOLQJ� WR� SD\� IRU� WKH� DVVHW� LQ� TXHVWLRQ� �VHH� H�J�� +HUULQJ� DQG�:DFKWHU
�������7KH�´RSWLPLVWVµ�ZRXOG�VWURQJO\�LQIOXHQFH�WKH�PDUNHW�SULFH��ZKLFK�ZRXOG�HQG�XS�DERYH�WKH
´IXQGDPHQWDO� YDOXHµ�� DV� WKH\� ZRXOG� EHFRPH� WKH� RZQHUV� RI� WKH� VFDUFH� DVVHW�� 7KH� ´RSWLPLVWVµ
ZRXOG�UHPDLQ�LQ�WKH�EXVLQHVV�DV�ORQJ�DV�WKH�XSZDUG�WUHQG�LQ�WKH�SULFH�FRQWLQXHV��DQG�WKH\�ZRXOG
EH�DEOH�WR�ERUURZ�DJDLQVW�WKHLU�FDSLWDO�JDLQV�DV�ORQJ�DV�OHQGHUV�YDOXH�WKHLU�DVVHW�DW�PDUNHW�SULFHV
ZKHQ�GHWHUPLQLQJ�WKH�FROODWHUDO�YDOXH��$V�VKRZQ�E\�$OOHQ�DQG�*DOH���������WKH�LQDELOLW\�RI�OHQGHUV
WR�REVHUYH�KRZ�ULVN\�ERUURZHUV·�LQYHVWPHQWV�DUH�FDQ�OHDG�WR�ULVN�VKLIWLQJ�EHKDYLRXU�DQG�FDXVH�WKH
DVVHW�LQ�IL[HG�VXSSO\�WR�EH�ELG�XS�IXUWKHU�E\�WKH�ERUURZHUV��1RWH�WKDW�WKLV�GRHV�QRW�� LQ�WKHRU\�
UHTXLUH�LUUDWLRQDO�LQYHVWRUV�

$Q�REYLRXV�H[DPSOH�RI�DQ�DVVHW�WKDW�LV�LQ�IL[HG�VXSSO\�LQ�WKH�VKRUW�WHUP�LV�UHDO�HVWDWH��6WRFNV�FDQ
DOVR�EH� WKRXJKW� WR� EH� LQ� IL[HG� VXSSO\� LQ� WKH� VKRUW� UXQ� VLQFH� LW� WDNHV� WLPH� WR� LGHQWLI\� SURILWDEOH
RSSRUWXQLWLHV� DQG� H[SDQG� WKH� VXSSO\� RI� VWRFNV�� +RZHYHU�� WKH� WKHRU\� LV� PD\EH� PRUH� UHDGLO\
DSSOLFDEOH� WR�UHDO�HVWDWH� WKDQ�VWRFN�PDUNHWV��6KOHLIHU�DQG�9LVKQ\� �������� IRU�H[DPSOH�� FODLP� WKDW
OLPLWDWLRQV�WR�VKRUW�VHOOLQJ�RU�VRPH�RWKHU�OLPLWV�WR�DUELWUDJH�DUH�DOVR�QHHGHG�IRU�D�EXEEOH�WR�H[LVW�
+HQFH�� LW� KDV� DOVR� EHHQ� FODLPHG� WKDW� VRPH� EHKDYLRXU� RI� ´LUUDWLRQDO� H[XEHUDQFHµ� RQ� WKH� SDUW� RI
LQYHVWRUV� LV� QHHGHG� WR�GULYH� VWRFN�SULFHV� DERYH� WKH� ´IXQGDPHQWDO� YDOXHµ�� DV� GHWHUPLQHG� E\� WKH
GLVFRXQWHG�GLYLGHQG�VWUHDP��+HUG�EHKDYLRXU��LQ�WKH�VHQVH�WKDW�LQYHVWRUV�FRS\�HDFK�RWKHUV·�DFWLRQV
EHFDXVH�WKH\�WKLQN�RWKHUV�KDYH�VXSHULRU�LQIRUPDWLRQ��LV�RQH�SRVVLEOH�H[SODQDWLRQ�IRU�WKH�EXLOGLQJ�
XS�RI�D�EXEEOH��H�J��/DJXQRII�DQG�6FKUHIW��������,Q�WKLV�FDVH��VWRFN�SULFHV�EHFRPH�GHSHQGHQW�RQ
WKH�RQJRLQJ�FRQILGHQFH�RI�WKHVH�LQYHVWRUV�WR�NHHS�WKHLU�DVVHWV�LQ�WKH�VWRFN�PDUNHW�
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Valuation indicators for stock markets, as of 31 October 1999

United States Germany France United Kingdom

 Current Historical  Current Historical  Current Historical  Current Historical

average average average average

Dividend yield 1.3% 3.6% 1.7% 2.0% 2.1% 4.0% 2.6% 4.7%

PE-ratio 32 14 21 17 21 12 24 12

Implicit earnings

growth

6.9% 7.6% 7.1% 6.7%

Belgium Denmark Spain Ireland

 Current Historical  Current Historical  Current Historical  Current Historical

average average average average

Dividend yield 1.8% 4.2% 1.6% 1.5% 2.0% 3.5% 2.3% 3.0%

PE-ratio 20 13 19 18 21 14 19 15

Implicit earnings

growth

7.2% 6.1% 5.7% 6.5%

Italy Netherlands Austria Finland

 Current Historical  Current Historical  Current Historical  Current Historical

average average average average

Dividend yield 2.3% 2.4% 2.0% 4.7% 2.1% 1.9% 1.4% 2.2%

PE-ratio 24 18 29 12 13 19 33 12

Implicit earnings

growth

6.2% 6.2% 7.5% 7.3%

Sweden Greece Portugal Luxembourg

 Current Historical  Current Historical  Current Historical  Current Historical

average average average average

Dividend yield 1.7% 2.4% 1.3% 2.8% 2.4% 3.0% 3.1% 2.3%

PE-ratio 19 18 34 16 21 18 14 17

Implicit earnings

growth

7.5% n.a. n.a. 5.2%

Source: Datastream.
Implicit (future) earnings growth rates are defined on a real  basis  as  of  30  September  1999  for  all  countries  except
Germany,  Belgium  and the  Netherlands, where they refer to October. They are computed according to the "dividend discount
model" assuming the equity risk premium of 5%  (historical average), and the present dividend yield and long-term interest rates
(yields of 10-year benchmark government bonds).
Historical averages are generally calculated from 1987 onwards. However, for the United States, France, the United Kingdom,
Belgium, the Netherlands and Japan they are computed from 1973, whereas the beginning of the calculation period is 1992 for
Luxembourg, 1990 for Greece and Portugal and 1988 for Finland.
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Residential real estate prices
Indexes 1994=100
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1987 59 98 66 50 72 66 58 67 68 47 94 73 69 87 79

1988 63 101 70 62 69 72 53 70 73 54 126 84 88 96 83

1989 70 101 73 77 78 80 69 75 77 63 154 99 106 112 87

1990 76 93 74 88 90 90 86 76 82 81 145 111 105 123 88

1991 80 94 80 101 84 92 97 79 87 85 125 119 104 117 94

1992 87 88 85 100 89 95 103 85 94 90 102 108 100 107 96

1993 93 94 90 99 93 95 103 93 95 95 94 96 98 101 99

1994 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100

1995 105 100 98 104 95 106 102 105 99 103 97 101 100 98 102

1996 109 109 98 106 97 120 102 115 102 105 101 101 104 97 107

1997 111 119 98 107 98 139 97 124 107 119 109 114 95 114

1998 114 124 101 112 101 171 98 138 108 132 119 126 92 120

Sources: European Mortgage Federation (Hypostat 1988-1998, November 1999), Bank for International Settlements, Statec (Luxembourg).

�7DEOH���E

Residential real estate prices
Annual percentage changes
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1988 6.6 3.0 5.1 23.9 -4.1 9.2 -9.3 4.8 7.4 15.6 34.1 15.6 28.1 10.3 5.5

1989 12.0 0.0 4.7 24.3 14.1 11.3 31.1 6.5 5.5 17.3 21.8 17.1 20.2 17.1 4.7

1990 7.5 -8.3 1.0 14.9 14.8 12.4 25.0 2.0 6.5 27.3 -5.7 12.4 -1.0 9.8 0.9

1991 6.0 1.0 9.0 14.0 -6.5 2.0 12.0 3.0 6.1 5.0 -14.0 7.0 -1.0 -5.0 7.4

1992 8.5 -5.9 5.5 -0.9 5.7 2.9 6.3 8.7 8.0 5.7 -18.2 -9.3 -4.0 -8.5 2.2

1993 7.0 6.3 7.0 -0.9 4.3 1.0 0.8 8.9 1.1 6.3 -7.6 -11.3 -2.1 -5.3 2.3

1994 7.3 6.9 10.6 0.9 7.8 4.7 -3.3 7.4 5.3 5.1 6.2 4.7 2.2 -1.4 1.4

1995 4.5 0.0 -2.2 3.5 -5.4 6.3 1.7 4.6 -1.0 3.2 -2.9 1.1 0.0 -2.0 1.9

1996 4.3 9.3 0.0 2.6 2.9 12.7 0.0 10.2 3.0 1.6 4.5 0.0 4.2 -1.0 5.0

1997 1.4 8.5 0.0 0.8 1.0 15.8 -5.1 7.9 2.3 17.1 7.7 9.1 -2.1 6.6

1998 2.7 4.7 3.0 5.0 2.9 23.4 1.1 11.0 0.8 11.0 9.2 11.1 -3.2 5.3

Sources: European Mortgage Federation  (Hypostat 1988-1998, November 1999), Bank for International
Settlements, Statec (Luxembourg).
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Commercial real estate prices (major cities)
Indexes 1994=100
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1986 60 88 101 69 74 124 109 107 157

1987 75 132 111 72 102 167 152 172 165

1988 85 179 119 92 129 201 179 177 168

1989 116 257 146 115 170 228 174 186 170

1990 141 288 171 175 136 235 149 193 158

1991 128 158 215 147 161 113 133 108 180 130

1992 123 120 155 121 139 90 117 75 146 113

1993 107 110 98 106 117 87 94 79 119 105

1994 100 100 100 100 100 100 100 100 100 100 100 100

1995 100 98 99 89 112 100 109 105 130 107 82 100

1996 106 98 98 83 134 91 118 107 138 112 71 109

1997 109 98 117 88 169 88 128 111 164 128 65 125

1998 109 106 126 102 241 111 156 121 186 132 58 150

Source: Bank for International Settlements Annual Reports.
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Commercial real estate prices (major cities)
Annual percentage changes
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1987 25.0 50.0 10.0 4.0 37.0 35.0 40.0 61.0 5.0

1988 12.9 35.9 6.9 27.5 27.0 20.2 17.5 3.0 2.0

1989 37.3 43.6 22.6 26.1 32.0 13.3 -2.8 4.8 0.8

1990 21.0 12.0 17.0 52.0 -20.0 3.0 -13.9 4.0 -6.8

1991 12.1 -25.3 -13.5 -8.0 -17.0 -43.2 -28.0 -6.9 -18.0

1992 -4.0 -24.1 -27.8 -17.8 -14.1 -20.1 -12.0 -30.3 -18.9 -13.3

1993 -13.3 -8.5 -36.7 -12.5 -15.4 -3.3 -20.0 5.7 -18.3 -6.9

1994 -6.3 -8.8 1.7 -5.7 -14.7 14.5 6.5 26.0 -16.0 -4.5

1995 0.0 -2.3 -1.0 -10.6 12.2 0.0 9.1 5.3 29.8 7.2 -17.8 0.0

1996 6.0 0.0 -1.0 -6.7 19.6 -9.0 8.3 1.9 6.2 4.7 -13.3 9.0

1997 2.8 0.0 19.6 6.0 26.1 -3.3 8.5 3.7 19.0 14.3 -8.3 14.7

1998 0.0 8.2 7.8 15.9 42.6 26.1 21.9 9.0 13.5 3.1 -10.6 20.0

Source: Bank for International Settlements Annual Reports.
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Outstanding residential mortgage credit
As a percentage of GDP
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1987 18.5 46.3 10.2 21.9 3.9 38.2 4.2 27.6 45.3

1988 19.0 44.7 11.9 22.7 4.3 39.7 4.2 31.2 50.0

1989 20.0 45.0 12.9 23.6 4.7 41.3 4.4 31.2 46.4

1990 20.3 42.5 14.2 23.8 18.9 5.0 40.0 4.4 31.7 47.3 54.5

1991 20.6 40.4 14.8 24.1 20.2 5.4 41.0 4.4 32.0 53.4 54.7

1992 20.5 63.3 41.0 14.9 23.0 21.6 5.3 43.2 5.5 33.9 50.8 52.8

1993 21.0 60.1 42.6 13.8 21.7 22.2 6.1 45.8 5.3 38.1 60.6 59.0

1994 21.4 60.8 45.0 16.5 21.1 22.8 6.1 48.3 5.3 37.0 59.0 55.9

1995 21.1 58.9 46.2 17.6 20.9 23.0 7.6 50.1 5.2 32.6 60.2 54.6

1996 21.6 58.7 48.6 18.5 20.4 26.6 7.5 54.2 5.1 31.2 55.3 60.9

1997 23.2 66.5 51.1 21.5 20.5 25.8 7.4 60.0 5.1 29.4 53.6 56.8

1998 24.8 69.4 53.0 24.1 20.6 27.5 7.8 65.4 5.0 30.1 48.8 53.1

Source: European Mortgage Federation  (Hypostat 1988-1998, November 1999).

�7DEOH���E

Outstanding residential mortgage credit
Annual percentage changes
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1988 8.5 1.4 37.2 9.4 18.5 7.8 4.7 30.0 21.8

1989 14.5 7.2 28.1 12.0 21.0 10.0 12.3 17.6 15.2

1990 10.0 3.9 23.0 8.2 15.2 4.6 9.1 4.6 14.0

1991 7.4 11.7 15.1 4.4 16.9 7.3 7.4 -6.7 17.2 8.8

1992 6.4 11.1 4.4 0.3 16.5 -1.1 11.6 34.1 -11.5 8.2 6.2

1993 7.6 -0.2 11.6 -15.0 -1.6 5.8 3.5 13.9 3.9 -1.5 8.0 5.2

1994 9.3 8.2 11.7 19.3 2.4 13.5 1.7 11.7 6.0 11.9 0.2 5.1

1995 4.9 4.2 9.0 12.6 3.5 9.7 21.7 11.6 5.0 1.6 2.4 3.9

1996 3.2 4.5 5.6 12.6 0.7 31.9 12.8 10.9 0.0 -1.9 2.6 4.9

1997 9.0 17.4 5.3 18.7 2.0 15.9 4.5 13.5 0.9 2.0 -0.8 5.4

1998 11.9 9.5 7.4 18.2 4.4 19.0 8.9 15.3 1.4 8.2 0.0 5.8

Source: European Mortgage Federation  (Hypostat 1988-1998, November 1999).
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Outstanding commercial mortgage credit 1)

As a percentage of GDP

Belgium Denmark Germany Spain Ireland Italy Netherlands

1987 4.5 6.9 3.4 0.9 19.9

1988 4.7 7.1 3.8 1.0 20.6

1989 5.0 7.3 4.1 1.0 21.4

1990 5.2 6.9 4.6 1.1 21.2

1991 2.3 6.4 4.9 2.8 1.2 21.6

1992 2.5 30.5 7.3 5.0 3.4 1.2 22.6

1993 2.6 27.4 8.3 7.5 3.8 1.4 22.6

1994 3.2 25.2 9.1 7.6 4.0 1.5 19.6

1995 2.8 23.0 9.2 8.3 4.2 4.2 20.4

1996 2.8 22.5 9.7 8.2 4.6 4.0 22.3

1997 3.0 22.6 10.0 8.9 4.6 3.9 22.9

1998 22.6 10.4 10.9 4.7 23.7

Source: European Mortgage Federation  (Hypostat 1988-1998, November 1999).

1) Lines inserted in the series of table 5.a. indicate  breaks in  the  statistics,  as  reported  by  the  EMF.
The break is particularly pronounced for Italy, where other credit institutions than specialised mortgage
institutions  where  not  entitled  to  grant  mortgage  credit  before  1993.  Although  they  are   allowed
to do so since then, the  legal  change  was  not recorded  in  the  Italian  statistics  before  1995.

�7DEOH���E

Outstanding commercial mortgage credit
Annual percentage changes

Belgium Denmark Germany Spain Ireland Italy Netherlands

1988 9.5 6.8 27.9 16.2 7.8

1989 16.6 9.5 28.1 8.9 10.0

1990 12.5 5.1 26.1 21.3 6.8

1991 8.7 18.2 21.3 6.7

1992 15.6 24.1 4.9 29.3 -3.9 11.2

1993 11.6 -5.6 22.4 22.1 8.5 9.7

1994 30.8 -2.2 16.6 2.3 14.7 4.2

1995 -5.6 -1.6 7.5 15.1 16.7 11.3

1996 1.0 1.7 5.9 3.8 21.1 9.8 12.3

1997 7.0 4.5 3.4 12.0 9.3 1.0 4.5

1998 4.9 7.0 29.8 18.2 9.2

Source: European Mortgage Federation  (Hypostat 1988-1998, November 1999).
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Stock prices (General indexes, January 1980–November 1999)
Indexes December 1985=100, end of month data
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Source: Datastream.
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5HIHUHQFHV

$OOHQ�� )�� DQG�*DOH�'�� �������� ´%XEEOHV� DQG� &ULVHVµ��:KDUWRQ� )LQDQFLDO� ,QVWLWXWLRQV� &HQWHU
:RUNLQJ�3DSHU��$XJXVW�

%HQVWRQ��*�-�� DQG� .DXIPDQ�� *�*�� �������� ´,V� WKH� %DQNLQJ� DQG� 3D\PHQWV� 6\VWHP� )UDJLOH"µ�
-RXUQDO�RI�)LQDQFLDO�6HUYLFHV�5HVHDUFK�����SS����������

%HUJ��6�� �������� ´%DQN� )DLOXUHV� LQ� 6FDQGLQDYLDµ� LQ� (',�'HYHORSPHQW� 6WXGLHV�� 3UHYHQWLQJ� %DQN
&ULVHV��/HVVRQV�IURP�5HFHQW�*OREDO�%DQN�)DLOXUHV��)HGHUDO�5HVHUYH�%DQN�RI�&KLFDJR�

%lFNVWU|P�� 8�� �������� ´:KDW� /HVVRQV� &DQ� %H� /HDUQHG� IURP� 5HFHQW� )LQDQFLDO� &ULVHV"� 7KH
6ZHGLVK�([SHULHQFHµ��LQ�0DLQWDLQLQJ�)LQDQFLDO�6WDELOLW\�LQ�D�*OREDO�(FRQRP\��)HGHUDO�5HVHUYH�%DQN
RI�.DQVDV�&LW\�

&DUJLOO�� 7��� +XWFKLQVRQ�� 0�� DQG� ,WR�� 7�� �������� ´7KH� %DQNLQJ� &ULVLV� LQ� -DSDQµ�� LQ� (',
'HYHORSPHQW�6WXGLHV��3UHYHQWLQJ�%DQN�&ULVHV��/HVVRQV�IURP�5HFHQW�*OREDO�%DQN�)DLOXUHV��)HGHUDO
5HVHUYH�%DQN�RI�&KLFDJR�

&URFNHWW�� $�� �������� ´7KH� 7KHRU\� DQG� 3UDFWLFH� RI� )LQDQFLDO� 6WDELOLW\µ�� 'HSDUWPHQW� RI
(FRQRPLFV��3ULQFHWRQ�8QLYHUVLW\�

'DYLV��(�3����������´%DQN�&UHGLW�5LVNµ��:RUNLQJ�3DSHU����%DQN�RI�(QJODQG��/RQGRQ�

'DYLV�� (�3�� �������� ´'HEW�� )LQDQFLDO� )UDJLOLW\� DQG� 6\VWHPLF� 5LVNµ�� 2[IRUG�� 2[IRUG� 8QLYHUVLW\
3UHVV�

'HZDWULSRQW�� 0�� DQG� 7LUROH�� -�� �������� ´(IILFLHQW� *RYHUQDQFH� 6WUXFWXUH�� ,PSOLFDWLRQV� IRU
%DQNLQJ�5HJXODWLRQµ��LQ�&��0D\HU�DQG�;��9LYHV��HGV����&DSLWDO�0DUNHWV�DQG�)LQDQFLDO�,QWHUPHGLDWLRQ�
&DPEULGJH��&DPEULGJH�8QLYHUVLW\�3UHVV��SS��������

'LDPRQG��'�:��DQG�'\EYLJ��3����������´%DQN�5XQV��'HSRVLW�,QVXUDQFH�DQG�/LTXLGLW\µ��-RXUQDO
RI�3ROLWLFDO�(FRQRP\��9RO������SS����������

(LFKHQJUHHQ��%��DQG�3RUWHV��5����������´7KH�$QDWRP\�RI�)LQDQFLDO�&ULVHVµ�� LQ�5��3RUWHV�DQG
$�.��6ZRERGD��HGV����7KUHDWV�WR�,QWHUQDWLRQDO�)LQDQFLDO�6WDELOLW\��&DPEULGJH��&DPEULGJH�8QLYHUVLW\
3UHVV��SS��������

(LVHQEHLV�� 5�$�� �������� ´%DQN� 'HSRVLWV� DQG� &UHGLW� $V� 6RXUFHV� RI� 6\VWHPLF� 5LVNµ�� )HGHUDO
5HVHUYH�%DQN�RI�$WODQWD�(FRQRPLF�5HYLHZ��7KLUG�4XDUWHU��SS�������

(XURSHDQ�0RUWJDJH�)HGHUDWLRQ���������´7KH�9DOXDWLRQ�RI�3URSHUWLHV�IRU�/HQGLQJ�3XUSRVHV�LQ
WKH�(8µ��%UXVVHOV�

)LVKHU��,�0����������´%RRPV�DQG�'HSUHVVLRQVµ��1HZ�<RUN��$GHOSKL�

)LVKHU��,�0����������´7KH�'HEW�'HIODWLRQ�7KHRU\�RI�*UHDW�'HSUHVVLRQVµ��(FRQRPHWULFD�����SS�
��������

*XWWHQWDJ�� -��DQG�+HUULQJ��5����������´'LVDVWHU�0\RSLD� LQ� ,QWHUQDWLRQDO�%DQNLQJµ��3ULQFHWRQ
8QLYHUVLW\�(VVD\V�LQ�,QWHUQDWLRQDO�)LQDQFH�������6HSWHPEHU�

+HUULQJ��5��DQG�:DFKWHU��6����������´5HDO�(VWDWH�%RRPV�DQG�%DQNLQJ�%XVWV��$Q�,QWHUQDWLRQDO
3HUVSHFWLYHµ��7KH�:KDUWRQ�6FKRRO��)LQDQFLDO�,QVWLWXWLRQV�&HQWHU�:RUNLQJ�3DSHU�������
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.DPLQVN\��*��DQG�5HLQKDUW�&����������´%DQNLQJ�DQG�%DODQFH�RI�SD\PHQWV�&ULVHV��0RGHOV�DQG
(YLGHQFHµ��:RUNLQJ�3DSHU��%RDUG�RI�*RYHUQRUV�RI�WKH�)HGHUDO�5HVHUYH��:DVKLQJWRQ�'�&�

.LQGOHEHUJHU��&�3����������´0DQLDV��3DQLFV�DQG�&UDVKHVµ��1HZ�<RUN��%DVLF�%RRNV�

/DWWHU��7�� �������� ´&DXVHV� DQG�0DQDJHPHQW� RI� %DQNLQJ�&ULVHVµ�� %DQN� RI� (QJODQG�&HQWUH� IRU
&HQWUDO�%DQNLQJ�6WXGLHV��+DQGERRNV�LQ�&HQWUDO�%DQNLQJ�����

/DJXQRII��5��DQG�6FKUHIW��/����������´$�0RGHO�RI�)LQDQFLDO�)UDJLOLW\µ��)HGHUDO�5HVHUYH�%DQN�RI
.DQVDV�&LW\�

/HZLV�� 0�.�� �������� ´%DQNLQJ� RQ� 5HDO� (VWDWHµ�� LQ� '�(�� )DLU� DQG� 5�-�� 5D\PRQG� �HGV���� 7KH
&RPSHWLWLYHQHVV� RI� )LQDQFLDO� ,QVWLWXWLRQV� DQG�&HQWUHV� LQ� (XURSH�� )LQDQFLDO� DQG�0RQHWDU\� 3ROLF\
6WXGLHV�����.OXZHU�$FDGHPLF�3XEOLVKHUV�

0HUWRQ�� 5�&�� �������� ´$Q� $QDO\WLFDO� 'HULYDWLRQ� RI� WKH� &RVW� RI� 'HSRVLW� ,QVXUDQFH� /RDQ
*XDUDQWHHVµ��-RXUQDO�RI�%DQNLQJ�DQG�)LQDQFH��-XQH����������SS�������

0LQVN\��+�3����������´)LQDQFLDO�,QVWDELOLW\�5HYLVLWHG��7KH�(FRQRPLFV�RI�'LVDVWHUµ��5HDSSUDLVDO�RI
WKH�)HGHUDO�5HVHUYH�'LVFRXQW�0HFKDQLVP�����-XQH��SS���������

0LQVN\�� +�3�� �������� ´$� 7KHRU\� RI� 6\VWHPDWLF� )LQDQFLDO� )UDJLOLW\µ�� LQ� (�-�� $OWPDQ� DQG� $�:�
6DPHW]� �HGV���� )LQDQFLDO� &ULVHV�� ,QVWLWXWLRQV� DQG� 0DUNHWV� LQ� D� )UDJLOH� (QYLURQPHQW�� 1HZ� <RUN�
:LOH\��SS����������

0LQVN\��+�3����������´7KH�)LQDQFLDO�,QVWDELOLW\�+\SRWKHVLV��$�&ODULILFDWLRQµ��LQ�0��)HOGVWHLQ��HG��
7KH�5LVN�RI�(FRQRPLF�&ULVLV��&KLFDJR��7KH�8QLYHUVLW\�RI�&KLFDJR�3UHVV��SS����������

6FKZDUW]��$����������´5HDO�DQG�3VHXGR�)LQDQFLDO�&ULVHVµ�� LQ�)��&DSLH�DQG�*��(��:RRGV� �HGV���
)LQDQFLDO�&ULVHV�DQG�WKH�:RUOG�%DQNLQJ�6\VWHP��/RQGRQ��0DFPLOODQ��SS��������

6KOHLIHU��$��DQG�9LVKQ\��5����������´7KH�/LPLWV�RI�$UELWUDJHµ��-RXUQDO�RI�)LQDQFH������SS��������

9LKULlOl��9����������´%DQNV�DQG�WKH�)LQQLVK�&UHGLW�&\FOH������������µ��%DQN�RI�)LQODQG�6WXGLHV�
(����
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