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Abstract

Bureaucracy is a pillar of state building. I examine how new states achieve the transition
from tenuous rule to consolidated rule. Rulers can diversify the selection system to recruit
agents who have different skill sets to solve the dual challenges of territorial pacification
and routine administration in pursuit of state-building. While rulers appoint officials who
have cultural training resources to maintain routine governance, they turn to officials with
practical skills to pacify contentious areas.

This dissertation brings bureaucracy to the debate on state-building and contributes to
the literature about meritocracy and bureaucratic politics. I draw on archives to build an
original dataset on the prefects of Qing Dynasty of Imperial China prefectural and conflict
incidents to test this theory. First, I explain the temporal variation in recruitment channels
by describing how appointment strategies responded to perceived regime threats, condi-
tioned by the supply side constraint. Second, I find that during peaceful times the Qing
imperial court was more likely to appoint officials who passed entered the Imperial Civil
Service Exams during peaceful times, but they the court turned to Manchu officials and
office purchasers after conflicts broke out. Third, I examine the impact of bureaucratic
structure on state performance. I test whether or not the exam officials performed better in
terms of delivering famine relief and establishing charities. I find the Qing imperial court

shifted to appointing officials with military skills and fiscal resources after conflicts broke

v



out from appointing officials who entered the administration via the exam route. I also
find that the exam officials did not perform better than non-exam officials in governance,
measured by famine relief measures and charitable activities. I conclude the dissertation by
summarizing the theoretical framework and empirical findings, discussing limitations, and

reviewing the research agenda.
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1

Introduction

The rise of the nation-state as the primary means for organizing social order is a recent
phenomenon in human history. Starting with Tilly (1975), social scientists and historians
have paid a great deal of attention to understanding the trajectories of modern statehood and
the product of fiscal-military competition is modern fiscal states of Europe.

The comtrast between Europe and China is stark. The state-building trajectory in China
represents a bureaucratic alternative to the fiscal states in Western Europe (Fukuyama,
2014a; Stasavage, 2020). Indeed, Tilly (1992) is attentive to the difference in the logic of
state formation in Western Europe and in China: while fierce military competition between
states served as the bottom-up driving force behind state formation in Western Europe, the
construction of political order in China rested on direct, bureaucratic rule, even though the
state had to rely on indirect rule via gentry.

Two factors make the Chinese case interesting. First, warfare was not the driving force

behind state formation in China. This is more perplexing considering that the Imperial



Chinese state had an early advantage in statemaking but did not evolve into a fiscal state.
The world’s first bureaucratic, centralized state emerged in the China’s Qin dynasty (Hui,
2005). Unlike Europe, China was politically united for long periods before the advent
of nation states. The first image of China formed in the West was that of a bureaucratic
state. The impression of the first observers was that powerful scholar-officials ruled the
Imperial Chinese state (Weber, [1951; Levenson, [1972; Fei, 1953). In sum, taking a bird’s
eye view of the vast stretch of China’s history, the persistence and stability of dynastic rule
is notable. Perhaps more importantly, the most conspicuous sign was the uninterrupted
continuity of a ruling class of scholar-officials, or gentry. The Chinese Empire was so vast
that the emperors had to rule via gentry in the countryside.

Not only were the Chinese the pioneers in making bureaucracy, but they also had a
meritocratic bureaucracy. The Chinese invented the world’s first meritocracy with the Im-
perial Civil Service Exams. According to the Princeton Encyclopedia of American History

(Kazin, Edwards, and Rothman, 2009, p. 142):

One of the oldest examples of a merit-based civil service system existed in the
imperial bureaucracy of China. Tracing back to 200 B.C., the Han Dynasty
adopted Confucianism as the basis of its political philosophy and structure,
which included the revolutionary idea of replacing nobility of blood with one
of virtue and honesty, and thereby calling for administrative appointments to be
based solely on merit. This system allowed anyone who passed an examination
to become a government officer, a position that would bring wealth and honor
to the whole family. In part due to Chinese influence, the first European civil

service did not originate in Europe, but rather in India by the British-run East
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FRQWLQXLW\RIEXUHDXFUDF\DQG HVSHFLDOO\WKH H[DPL
XQGHUVWRRG DV WKH NH\WR WKH ORQJHYLW\RIWKH G\QDYV
HYHU , ZLOO VKRZ WKDW WKLV LV RQO\ SDUWLDOO\ WUXH
H[DPV WR UHFUXLW RIILFLDOV WKH\RSHQHG RWKHU URXW
WHP ZDV GRPLQDWHG E\ RQH VRFLDO VWUDWD QDPHO\ WK
FXOWXUDO WUDLQLQJ EXW QRW YRFDWLRQDO DQG VNLOO |
FRPSOLDQFH ZLWK DQG VXERUGLQDWLRQ RI VWDWH RIILFLI
VWDWH FDSDFLW\ LQ WKH VHQVH RI PD[LPL]LQJ D SROLW\T\
H[WHQGHG SROLWLFDO UXOH



, SURFHHG WR SURSRVHDQRULJLQDO WKHRU\IRUWKH YD
VWDWH RIILFLDOV HDFK RI ZKLFK VKRZV D ORJLF RI DSSRLC
RI SUHVHUYLQJ SROLWLFDO UXOH DOEHLW ZLWKRXW QHFH
RI WKH H[LVWLQJ OLWHUDWXUH ,LGHQWLI\KRZ GLITHUHQW
OHDG WR WKH DSSRLQWPHQW RI GLVWLQFW W\SHV Rl VWD\
WR WDFNOH PXOWLSOH WDVNV ZKHQ GHIHQGLQJ DQG VWUH
RIWHQHQRXJK WKHVHLQLWLDWLYHV WR HQVXUH UHJLPH VX
EXLOGLQJLQ WKHORQJWHUP

(VWHQWLDOO\ DQHZVWDWH KDV WRFRSHZLWK WZR FKDC
GXH WR HIWHUQDO LQYDVLRQ DQG LQWHUQDO UHEHOOLRQ
DQG DJHQWV RIWKH UHJLPH 6XFK QRQ FRPSOLDQFH FDQ LC
QRQ FRRSHUDWLRQ ZLWK DXWKRULWDWLYH FRPPDQGV DQG
RI WD[HV WR WKH FHQWHU 5XOHUV KDYH WR DGGUHVV WKF
OHJLWLPL]JH WKHLU UXOH DQG LQVWLOO D FRPSOLDQW LGH
YLROHQFH LV WKHUHIRUHWKH GHILQLQJIHDWXUH RI VWDW
RIIl YLROHQW FKDOOHQJHUV LV WKH ILUVW VWHS WRZDUG V\
PHHW WKHPLOLWDU\FKDOOHQJHV DQGWR GRWKDW WKH\ P
FDPSDLJQV DQG IHHG WKH DUP\ +RZHYHU ILVFDO H[WUDF)\
E\VXEMHFWVY DQG DJHQWYV EH\RQG PHUH DS SDKIFD WM. RBRYV
DFFRPSOLVKHG E\D OHJLWLPL]LQJLGHRORJ\LQVWLOOHG L

8QGHU ZKDW FRQGLWLRQV GR UXOHUV FKRRVH VWUDWHJ
DQG PLOLWDU\WKUHDWVY WKDW KDYH WKH SRWHQWLDO RI R
DGGUHVVHV WKDW TXHVWLRQ LQ WKH HPSLULFDO FRQWH[W



ERQFHSWXDO % XLOGLQJ %ORF
:DUDQG 6WDWH % XLOGLQJ

+RZ GR ZH DFFRXQW IRU WKH GLYHUVH SDWKV RI VWDWH IR/
PDWLRQ KDV UHDFKHG D FRQVHQVXV WKH NH\ GULYLQJ IRU
(XURSH ZDV ZDU :DUULQJ ZLWK QHLJKERULQJ VWDWHYV IRU|
PDFKLQHV ZKLFKLQWXUQUHTXLUHG UXOHUV WR VWUHQJW
KHQFHWKHH[SDQVLRQ DQG IXQFWLRQDO VSHFLDOL]DWLRC
7KHDERYH PHQWLRQHG LV WKH EH@RLFK\LW D O ¥YRPHRDVD R7
VXPPDULY¥®® PONHVY VWDWHY DQ® KWV WHVIRR®DID ZRUP XOD
PDGH WKH FDVH IRU WKUHH DYHBNHYDFREPREHGY VWD
DGPLQLVWQBWIHRSHUFHLYHG WKH WKUHH SDWKV DV GLVW L (
7KH ILUVW SDWK WRZDUG PRGHUQ VWDWHKRRG DQG SHL
FDO FHQWUDOL]DWLRQ DQG LQQRYDWLRQ :DUDQG SUHSD
UHVRXUFHV IURP VRFLHW\ DPRQJ ZKLFK WD[LV WKH PRVW )
VLWDWHVY FHQWUDO RUJDQL]DWLRQDO VWUXFWXUHV VXFK L
DIHZDOWHUQDWLYHV 7KH\FRXOGERUURZIURPFDSLWDOL
LQFRPHWD[DQG SURSHUW\WD[ RULVVXHSXEOLFGHEW 7K
YROYHV WKH FRQFHQWUDWLRQRIFRHUFLYHPHDQV 5XOHU
DIJDLQVW ERWK LQGLYLGXDO FLWL]HQV DQG ULYDO SRZHUK
LW LOOHJDO IRUFLWL]HQV WR EHDU DUPYV
6XFKDQ DQDO\WLFDO IUDPHZRUN FDSWXUHV WKH ULVH R
JLOQQLQJ RI WKH VL[WHHQWK FHQWXU\ (XURSH ZDV H[WUHP
SROLWLFDO HQWLWLHV RI GLIIHUHQW VL]HV DQG ZLWK YI



WKHLU WHUULWRULHV (PSLUHV FRH[LVWHG ZLWK SULQFLS
WLHV /DUJHVWDWHY UXOHG WKHLU SRSXODWLRQV LQGLUH
6WDWHY GLG QRW KDYH WKHLU RZQ SURIHVVLRQDO DQG SH
RUJDQL]DWLRQV ZHUH RIWHQ KHWHURJHQHRXV XQFRRUGL
PHUFHQDULHV /RFDO ORUGVY ELVKRSV FLWLHV DQG JXLOC
OR\DOW\WR WKH VWDWH ZDV FRQGLWLRQDO

%\ WKH ODWH VHYHQWHHWK FHQWXU\ KRZHYHU WKH QDW
HQWLW\LQ :HVWHUQ (XURSH :HVWHUQ (XURSHDQ VWDWHYV
QHQW DUPLHV 7R SURYLGH ILQDQFLDO UHVRXUFHV IRU WKF
ILQDQFLDO EDVHV E\LQQRYDWLQJW\SHV RIWD[HV DQG RSW

/IDWHU JHQHUDWLRQV RI VWDWH EXLOGLQJVFKRODUV KD
VLYHO\ (XURFHQWUL#XI&EHQWHEHRHG RXUNQRZOHGJHRIWKH
SURFHVV LV GHULYHG IURP D VW\OL]HG UHDGLQJ RI (XURSH
OHQJHG WKHDSSOLFDWLRQRIWKHEHOOLFLVW WKHRU\WR
ZDUIDUH &KLQD GLG QRW HYROYH LQWR D PRGHUQ VWDWH
IURP WKH QRPDGLF 6WHSSH WULEHV DQG VKRXOG QRW EH F
WKDW RFFXUUHG LQ :HVWHUQ (XURS:® U LMWK KBR B & B QDPRIU H
DVVRFLDWHG ZLWK VWDWH IDLOXUH UDWKHU WKDQ VWDWHP
WR IRUHLJQ GHEWV WR DYRLG FXPEHUVRPH EDUJDLQLQJ ZL
,Q $IULFD FRQIOLFWVY KDYH QRW VSXUUHG VW DDWH XHR ZWK
WKDW DEXQGDQW ODQG VXSSOLHV FRPELQHG ZLWK ORZ SRS
WHUULWRULDO FRQTXHVW DV XQDWWUDFWLYHDQG VWDWH
LQJ WKH EHOOLFLVW WKHRU\ LV WR 30RRN EH\RQG WKH EDV
VWDWH PDGH ZD8 "+XL 1HYHUWKHOHVV WKH H[LVWLQJ VFKI



VWDWHEXLOGLQJPLJKW DJUHH ZLWK WKH EHOOLFLVW IUDF
WR 7D\ORU DQG WRKMHHIRUPXOD IRU VXFFHVVIXO VWDWHPDNL
KDV WR EH VXIILFLHQWO\ LQWHQVH IRU VWDWH EXLOGLQJ \
PHDQ DQDO\WLFDOO\"

7KH UHPHG\ LV WR LGHQWLI\ WKH VFRSH Rl FRQGLWLRQV
VDWLVIDEFWRULO\TXDOLI\ZDULQWHQVLW\ 7KHDQVZHU WR
PL[ R SROLWLFDO HQYLURQPHQW DQG GRPHVWLF SROLWLI
VWLPXOXV WR SROLWLFDO VXUYLYDO DQG WKH ODWWHU FF
VWLPXOXV ([LVWLQJVWXGLHV HPSKDVL]H GLVWLQFWLRQ"
LQWHUQDO DQG H[WHUQDO ZDUIDUH DQG WD[DQG QRQ W

JLUVW VWUDWHJILFULYDOU\LVDVWURQJVXUYLYDOVWLF
EXW FRPSHWLWLRQ ZLWK RWKHU VRADINWM N VWEKRIHRD VK W R HWR
ULYDOULHV FRQFHSWXDOL]JHGDVRFFXUUHQFHV ZKHUHVW
HQHPLHV FDQVXEVWLWXWHIRUDFWXDO ZDUIDUH 2SHUDMW
ZKHQ WKH IRUHLJQ SROLF\PDNHUV LQ ERWK FRXQWULHV EH
ULYDO ,QDVLPLODUYHLQ 'RQHSURYNEBKLBQDFEE RBROOW RUW
GHYHORSPHQWDO VWDWHY E\OLQNLQJJURZWK SURPRWLQ
LQ (DVW $VLD DQG 6RXWKHDVW $WIOD/ R+ILQ ® Q&K D KVLYAW U D W F
EHWZHHQ (DVW $VLDQ VWDWHY UHVXOW LQ JUHDWHU ILVFD

)XUWKHUPRUH DQH[WHUQDO WKUHDW FDQ EHIDUUWKWRQJ +
WKDW LQWHUQDO DQG H[WHUQDO ZDUIDUH KDV KDG YDULD
/IDWLQ $PHULFD :KLOHWKHW\SHRIH[WHUQDO ZDUIDUH H[S
ODFNLQJLQ/DWLQ $PHU IDFDV R QIRMWADY WKDW WKH SWRWDO ZI
(XURSHDQ KLVWRU\ZDV DEVHQW LQ /DWLQ $PHULFD :KHQ /I



RQ VWDWH EXLOGLQJWUDMHFWRULHY WKH\ZHUHRSHUDW
ZDV FKDUDFWHUL]JHG E\ KHJHPRQ\ 7KDW LV WR VD\ LQ WKH
VWDWH ZDV GHSULYHG RI D FULWLFDO RSSRUWX@KW\ WR S|
JHVWV WKDW WKH EHOOLFLVW DUJXPHQW GRHV QRW DSSO\ L
SRZHU VWUXFWXUHV KDYHPDGH ODUJH VFDOHLQWHUVWDW
,PSHULDO &KLQD DOVR GLIIHUHG I[URP WKH (XURSHDQ VWDW
(XURSHDQ VWDWHY WKDW ZHUH PHPEHUV Rl WKH LQWHUQD
RQO\GRPLQDQW SRZHU ZLWKLQ LWV JBE@S$SROLMWERDGXKQLY t
WR 'LQFHFFR DQGSDQJ

SWKHYDVWPDMRULW\RIPDMRUYLROHQW FRQIOLFWYV LC
EHWZHHQULYDO VWDWHY ,QFHQWUDOL]HG &KLQD KRZ
WKHIRUPRIUHEHOOLRQVDQG FLYLO ZDUV +LJK SROLW
PHDQW WKDW IRUHLJQ DWWDFN WKUHDWYV LQ (XURSH FF
UHFWLRQV ZKHUHDV LQ &KLQD WKH PRVW VLIJQLILFDQW
FDPHIURP 6WHSSH QRPDGYV

*LYHQWKHVWUDWHILFHQYLURQPHQW WKHVSHFLILFILV
ZKHWKHU VWDWH EXLOGLQJ SURMHFWY ZLOO XQIROG RQ W
VSRQG WR FRPSHWLWLYH SUHVVXUHY 3ROLWLFDO OHDGHL
GHYHORSLQJ WKHLU RZQ VWDWHVY FDSDFLW\ RU QRW ,PS|
WKHLU PLOLWDU\ FDPSDLJQV E\GLUHFW WD[DWLRQ LQGLU
, QGLUHFW H[WUDFWLRQ LV DQDIIRUGDEOH ZD\ WR HVFDSH
ODERUDWLQJZLWKHOGHUV FKLHIV RURWKHUVRFLHWDO |
SURYLGH WKHDUPHG PRYHPHQWYV ZLWK PRQH\ PDWHULDO



VWUXFWXUHIRUH[WUDFWLRQ 6RPHUXOHUV VROG WKH ULJ
XDOV IRUD VSHFLILHG IHH LQVWHDG RI HVWDEOLVKLQJ D
- GH S ESHQWHORIIXHV WKDW GXH WR WKHHDV\DYDL(
QDQFLQJ /DWLQ $PHULFDQ VWDWHV KDG WKH OX[XU\RIDYR
RQ VRFLDO JURXSV WKDW SRVVHVVHG WKH UHZH[WUBIGH DW
WLRQ F\FOH WR EHJLQ VWDWHVY KDG WR KDYH QR DOWHUQD
S ORUHUHFHQWO\XKKBXHHJWEOWGHG WKHORJLFWRVWDWH
WLRQDO ILQDQFH VXJIJHVWLQJ WKDW WKHHDV\DFFHVVLEL
PDUNHW KDV SURYLGHG DQ H[SHGLHQW IRU UXOHUYV WR DYF
UHDXFUDWLF PHFKDQLVPV WR HIWUDFW PRQH\IURP WKH VR
DQG HIWHUQDO UHVRXUFH KROGHUV WR ILQDQFH PLOLWDU
HITHFWDQG KDVUDWKHU SURYHQ GHWULPHQWDO IRUVWDW

OLVVLQJ/LQNDJH 2UJDQL]DWLRQDC

'KDW LV PLVVLQJLQ WKH EHOOLFLVW WKHRU\LV WKH GLVE>
VWDWH WKDW KHOS WKH VWDWH WR DFKLHYH LWV JRDOV W
DQG PDLQWHQDQFH RI VRFLDO RUGHU DQG VR RQ 7KH WD
H[WUDFWLRQ LV WKH NH\IXQFWLRQRIWKHVWDWHDQG WKD
SOHPHQWDU\LQQRYDWLRQ LQ ILVFDO RUJDQL]DWLRQV LQ
LPSURYHG EXGJHWLQJ WH F K ORARIQH V( WWRHZM WO HW H

7R VHFXUH ELJJHU DQG VWDEOH WD[ UHYHQXH LQIOR?
VXEVWLWXWHG WD[ IDUPV ZLWK SURIHVVLRQDRZHNHDLQH
WKHDQDO\VLY QHJOHFWV WKHLQWHUPHGLDWH VWHS RI EX
]JDWLRQDO SURFHVVHVY WKURXJK ZKLFK VWDWH IXQFWLRQV



JLIXUHBHSLFWV WKH JUDSKLFDO UHSUHVHQWDWLRQ RI W
VFRSH FRQGLWLRQV KDYH EHHQ LGHQWLILHG E\ WKH EXUJI
EXLOGLQJ LQFOXGLQJDQDUFK\ LQWHUQDO YHUVXV H[WHL
OLFLVW WKHRU\ VXFFHVVIXOO\OLQNV WKH VHFXULW\ LPSH
WD[UHYHQXH EXW LW JLYHV LQVXIILELHQW DFFRXQW RI KR
DFKLHYH WKHLU JRDOV

7R EH IDLU WKH RULJLQDO IUDPHZRUN RI WKH EHOOLFLV
JDQL]DWLRQDO LPSHUDWLYH RI ZDUIDUH 6WDWH EXLOGLC
WUDQVIRUPDWLRQ LQ ZKLFK WKH VWDWH DFKLHYHG D KLJt}
FROOHFWLRQ DQG HFRQRPLF DFWLYLWLHV E\ ZHDNHQLQJ"
LQWHUHVWY DQG LQWHJUDWLQJ PDQ\ DXWRQRPRXV FLWLH
GHU LWV GLUHFW FRQAKBIRON DWHODSSDUDWXV HPHUJHG DV
FRPSHWLWLRQ RYHU WHUULWRULHV DQG UHVRXUFHV 33UH
WXUHV RI WKH VWDWHYV BLWKLOQ OWW YUOFRPSHWLWLRQ ZDV
RUJDQL]DWLRQDO FKDOOHQJHEHFDXVHVWDWHV FRPSHWH
FKLQHU\ ,I WKHUH ZDV QR SRVVLELOLW\WR WXUQ WR RWKH
DQ DSSDUDWXV WR HIWUDFW UHYHQXH IURP WKH FRQWURO
RUJDQL]DWLRQDO HIILFLHQF\RI WKH VWDWH LQ RUGHU WR |
PRUHHIIHFWLYHO\

,PSURYLQJRUJDQL]DWLRQDO HIILFLHQF\LQYROYHG WKH
LV DWUDQVLWLRQIURPLQGLUHFW UXOH WR GLUHFW UXOH
DUHODWLYHO\VWDEOH IDVKLRQ DQG LQVXODWHG WKH SRS
ZHUH WKH LQWHUPHGLDU\ EHWZHHQ WKH SRSXODWLRQ DQ
LVWUDWLRQ RXWVLGH RI WKH FDSLWDO ZDV GLYLGHG DPR



IRUH WKH)UHQFK VWDWH UXOHG LQGLUHFWO\ DW WKH ¢
DQG QREOHV DV WKH LQWHUPHGLDULHY EHWZHHQ VWDWH |
WR GLUHFW UXOH ZDV PDGH SRVVLEOH DQG DFFHOHUDWHG
DUP\H[SRUWHG DGPLQLVWUDWLYHKLHUDUFKLHVY WR WHUU
VWDWHLPSRVHG LWVHOIGLUHFWO\RQ WR WKH GD\ WR GD\
J)LQHU 'LUHFW UXOH GHPDQGHG UXOHUV WR FUHDWH D OF
EXWQRUXOHUV FRXOG UXOHZLWKRXW WKHVXSSRUW RI WK
HOLWHV LQWR WKH H[LVWLQJDGPLQLVWUDSLYH)RYEKHO L)
DQG /XQGJUHHDPLQH WKH LQWHUQDO VWUXFWXUH RI SXEC
(XURSH %HIRUH WKH ULVHRIPRGHUQ VWDWHDGPLQLVWUL
URSHFR RSWHG FKXUFKPHQ WRJRYHUQ EHFDXVH WKH &K XL
DSSDUDWXV ,Q VXP LWLV WKLV IRFXVRQWKHRUJDQL]DW|
WKH PRUHUHFHQW OLWHUDWXUH RQ VWDWH EXLOGLQJ SUR

$QLQVWLWXWLRQDODSSURDFKKHOSVZLWKXQGHUVWDQ
SURFHVVHV LQ ERWK (XURSH DQG &KLQD &KLQDYTV WUDQV
KDYH GHYLDWHG IURP WKH 3QRUPDO" SDWK Rl VWDWHPDNL
VWDWH EXLOGLQJ WKDW LPDJLQHV UXOHUV H[FKDQJH SROL
6WDVDYDJSHWDVDYDJHLVWRULFDO ZDUIDUH GRHV QRW GLV
DQG &KLQHVHFDVHV 37KHUH ZHUHPRUHWKDQ PDMRUUH
DERXW ODQG EDVHG FRQIOLFWV LQ &KLQD EHWZHHQ WK
'DQJ S <HW WKH &KLQHVH VWDWH KRQRUHG WKH SU
HDUO\GHYHORSHG VWDWH LQ &KLQD GLG QRW GHYHORS LQ!

7KHUH KDV EHHQDVLJQLILFDQWDPRXQWRIVWDWH EXLOC
LQ WKH VHQVH RIUHSUHVHQWDWLYH LQVWLWXWLRQV ,QW



$QDUFK\ )LVFDOVV,QWH.UQDO HIWHUQDO ZDUIDL

DUIDYH—

%HOOLFLVW 7KHRU\
2UJDQL]DWLRQDO DSSDUDWXYV

6WDWH &DSDF W\ 2XWFRPHV
)LIXUH &ODULINLQJWKH3URFHVV RI 6WI

%& ZDVUHODWHGWRHDUO\SROUWLFDREGHQWUDOL]D
=KDR ORVW WKH VWDWH EXLOGLQJ SURFHVVHV LQ ,PSHL
RI EXUHDXFUDWLF VWUXFWXUHY 7KH :DUULQJ 6WDWHYV SH
FROQOWHQGHUVDQGHYHQWXDOO\WKH4LQ VWDWHEXLOW WK
EXLOWD XQLILHG VWDWH WKDW HI[HUWHG GLUHFW UXOH RY|

(YHUVLQFHWKHFUHDWLRQRIDFHQWUDOL]J]HG EXUHDXFU
KDV WDNHQ SODFH ZLWKLQ WKH UHDOP RI EXUHDXFUDF\ %
SULQFLSDONLQGVRIFRQWURO PDLQWHQDQFHDQG URXWL
RUGHUDQG SURYLVLRQRIVSHFLDODGPLQLVWUDWLYHEFDS
ZHUHUHVROYHG ZLWKLQ WKHEXUHDXFUDWLF UHDOP 9DUL



UXOH E\EXLOGLQJD EXUHDXFUDF\ VXEVWDQWLDWHG E\ PR
FRQWURO :RQJ ,Q (XURSH FRHUFLYH PDWHULDO DQG
RIVWDWHEXLOGLQJZHUHDVVRFLDWHG ZLWK WKUHH GLIIH!
PLOLWDU\ VHUYLFH WR WKH &URZQ PHUFKDQWYVY ZKR SURYL
ZKR KHOSHG HVWDEOLVK PRUDO RUGHU ,Q VKDUS FRQWULI
SRZHU EDVHV ZHUH DOPRVW QRQ H[LVWHQWLQ ,PSHULDO &
SBHHULQJLQVLGHWKHEXUHDXFUDWLFPDFKLQHWRMH[DPL
UHODWLRQV ZKHQ IDFLQJYDULRXV FKDOOHQJHV RIITHUV D X
GRZQVWUHDP RXWFRPHV RI VWDWHPDNLQJ HJ WD[DWLR
FKLQHU\WKDW SURGXFHV WKRVHRXWFRPHV

SROLWLFDO OHULWRFUDF\

7TKHOLWHUDWXUHRQPHULWRFUDF\SURYLGHV UHDGHUYV ZL
VHHNHUV LV WKH NH\ WR VWDWH EXLOGLQJ 7KH VHFRQG V\
SROLWLFDO PHULWRFUDF\ ,Q VKDUS FRQWUDVW WR WKH V\
WRFUDF\OLWHUDWXUH LYV SULPDULO\IRFXVHG RQ WKH VWU
EXUHDXFUDF\ )XUWKHUPRUH WKH PHULWRFUDF\ OLWHUD
EXUHDXFUDF\ VKRXOG KDYHJHQHUDWHG VXEVWDQWLDO VYV
EXVWFDSDFLW\WRDGDSWWRQHZFLUFXPVWDQFHY DQG W
OLQHDJHY ,QHVVHQFH PHULWRFUDF\LV D SROLWLFDO V\V
LFDO SRZHU DUH YHVWHG LQLQGLYLGXDO SHRSOHEDVHG R
WKDQ ZHDOWK RU VRFLDO FODVYV &UHGHQWLDOV DUH RIWH

7KH ,PSHULDO &KLQHVH VWDWH LV D PHULWRFUDF\ DFFR|
FLDQ SROLWLFDO LGHDO LV FULWLFDO WR XQGHUVWDQGLQ



&ERQIXFLDQHACOD¥ RRANVRD SRREWXOHU VKRXOG FKRRVH EDVH(
DQG DELQIGMHG WKHLGHD RIPHULWRFUDF\OHG WR WKHLQV
&LYLOG6HUYLFH ([DPVLQ&KLQD 7KLVV\VWHPDOORZHG DQ\F
DJRYHUQPHQWRIILFHU D SRVLWLRQZKLFKZRXOGEULQJ ZI
(XURSHDQ WKLQNHUV IRXQG WKHVHOHFWLRQRIJRYHUQPH:
EORRGOLQHD QRYHOLGHD &UHHO

6RFLDO VFLHQWLVWY KDYHIRFXVHG RQ KRZ WKH ,PSHULTL
OLWLFDO PRELOLW\DQG WKHUHE\ FRQWDLQHG WKH SRZHU
+XDQJDQG <D@QUJIJXHWKDW WKHFLYLO VHUYLFHH[DPV GHPF
SRZHU E\ PDNLQJ LW SRVVLEOH IRUFRPPRQHUVY WR JDLQ DF
WKHSRZHU RI ZHDOWK KROGHUV DQGDULVWRFUDFLHV 7KF
IXQFWLRQV PLIKWKDYHFRQWULEXWHG WR WKHVWDELOLYV
GLWLRQ 6WDVORWHY WKDW WKH &KLQHVH SUDFWLFH RI UH
WKH &LYLO 6HUYLFH ([DPV ZDV FULWLFDO IRU VXVWDLQLQJ
IURPJUHDW IDPLOLHVY QRWDEOHV RURWKHUORFDO JURXS
RIVHOHFWLRQLQGHSHQGHQW IURP SRZHUIXO VRFLHWDO J!
RI WKH H[DP V\VWHP &KHQ .%QJ DQ@GIDOH WKDW WKH OHDU
LQFXOFDWHG E\WKH ,PSHULDO &LYLO6HUYLFH ([DPV FRQWL
WHPSRUDU\ &KLQD 7KHNH\LV WKDW 3DV WKHHDUOLHVW PH
WKH 6RQJ G\QBYW\ WKH FLYLO H[DP V\VWHP ZDV DLPHG DW
LQGLYLGXDOV WR VH U WH IDWWHKIHD E WHKSDRPXLFQUUDLFRIQY IRNIYUHD OR .
YRXULQWHQVLILHGE\WKHODFNRIUHVWULFWLRQV SODFHC(

6HH -DPHV /HJJH 7KH &KLQHVH &ODVVLFV :LWKD 7UDQVODWLRQ &UL
DQG &RSLRXV ,QGH[HV LQ )LYH 9ROXPHV SXEOLVKHG E\+RQJ.RQJ8QLY]|



DJH’

+LVWRULDQV DOVR FKDUDFWHUL]H WKH LPSHULDO &KLQ}
0DQ &KHRQJRSHQV KHU ERRNRQ ,PSHULDO &KLQHVH &LYLO
'"\QDVW\ E\ VD\LQJ WKH H[DP ZDV SDUW RI ZKDW PDGH &KLQEL
VHOHFWHG PHQ RI GHPRQVWUDEOH WDOHQW DQG SURPRWF
PHULW LV DQ DWWULEXWH RI LQGLYLGXDO SHUIRUPDQFH (
SDWK EUHDNLQJ ZRUNKHRWKDW WKH SROLWLFDO PRELOLW!
LQKHUHQW WHQVLRQ EHWZHHQ WKH (PSHURU DQG WKH SRC
8VLQJ ELRJUDSKLHV RI WKH VXFFHVVIXO FDQGLGDWHV RIV
VKRZHG WKDW SROLWLFDO HOLWHV LQ &KLQD ZIRDMNAXLWH
WKH FDVH IRU VLIJQLILFDQW FLUFXODWLRQ RI SROLWLFDO
WKH ,PSHULDO &KLQHVH EXUHDXFUDF\E\H[DPLQLQJ RIIL
RIWKHH[DPV ORUHUHFHQW OLWHUDWXUH LQ KLVWRU\ DO\
([DPV IRUVXVWDLQLQJ G\QDVWLF UXOH LQ ,PSHULDO &KLQE
VIVWHP LQ SURGXFLQJDQG UHSURGXFLQQBRQLWLFD@ HOLV

2XWVLGH DFDGHPLD WKHVH*PHULWRFUDWLF  IHDWXUH\
([DPV OHG PDQ\ (XURSHDQ HQOLJKWHQPHQW WKLQNHUV WR
WR WKH WUDGLWLRQDO (XURSHDQ DULVWRFUDF\ZRMWHUPV
FUHDWLRQRIWKHPRGHUQ %ULWLVK &LYLO 6HUYLFH ZDV DC
H[DPV LQ ,PSHULDO &KLQD ,Q WZR KLJK OHYHO %ULWL)
VWXG\WKH ,PSHULDO &KLQHVH EXUHDXFUDF\DQG WKH HQG
UHSRUW WKDW SDYHG WKH ZD\ IRU WKH FUHDWLRQ RI WKH F
H[DPV WR VHOHFW FLYLO VHUYDQWYV WR UHSODFH WKH ROG



'HSOR\LQJ WKLV XQGHUVWDQGLQJ RI WKH LPSHULDO &KL
WHUHVWLQJ WHQVLRQ EHWZHHQ WKH VWDWH EXLOGLQJ OL
EHFRPHV HYLGHQW ,I WKH LPSHULDO &KLQHVH VWDWH ZHU
&KLQHVH VWDWH HYROYH LQWR D PRGHUQ VWDWH" 7KH NH
WDOHQW DV ZHOO DV GHGLFDWLRQ WR OHDUQLQJ DQG SUF
RULJLQV )ROORZLQJ WKDW ORJLF WKH LPSHULDO &KLQHV
FDWHG ZHOO WUDLQHG FDGUH RIDGPLQLVWUDWRUYV ZKR
HITHEWLYHO\

7KLV WHQVLRQ FDQEHUHVROYHG ,DUJXH EDVHG RQ WZF
WKDW DOO RIILFLDOV ZHUH UHFUXLWHG EDVHG RQ PHULWR
ZKHQDQG ZKHUH UXOHUV KDG D SUHIHUHQFHWR GHSOR\ VW
GLIIHUHQW FKDQQHOV 6HFRQG WKHFRQFHSWRIPHULWRF
HQW IHDWXUHV DQG DWWULEXWHY ZLWK ZKLFK VEFEKRODUYV ¥
SURPRWLRQ RI SXEOLF HPSOR\HHV 7KH FRPPRQ WKHPH XQ
VFKRODUVKLS LV WKDW WKH FLYLO VHUYLFH H[DPV VHOHFW
WKH NLQVKLS QHWZRUNV DV RIWHQ VHHQ LQ SUHPRGHUQ D¢
VKLS QHWZRUNV ,PHDQ SRZHUIXO FODQV ORFDO QRWDEO}
ZLWK WKHVWDWHIRUOR\DOW\RIWKHVWDWHRIILFLDOV $F
DUH DEOH WR VHOHFW DGPLQLVWUDWLYH RIILFHUV UHJDUC
IRUPDQFH PDWULFHV WR VHOHFW DGPLQLVWUDWRUV LQ W
H[DPV VXFKDVWDWHDGPLQLVWUDWLRQ FDQ EH FRQFHLYH

%\ FRQWUDVW DEURDGHU GHILQLWLRQRIPHULWRFUDF\
DFWHULVWLFV DUHLQKHUHQW WRDPRUHULJRURXV FRQFH
UXOHUV KDYHWR FUHDWHHTXDO RSSRUWXQLWLHV IRURIIL



SHWH WR GHPRQVWUDWH WKHLU FRPSHWHQFH DQG EH VHO
DGPLQLVWUDWLRQ WKXV UHSUHVHQWYV DQ XSZDUG VRFLDO
RQG UXOHUV ORRN IRUWHFKQLFDO DQG DGPLQLVWUDWLY
RUJDQL]DWLRQV +HUH WKHJRDO LV WR PD[LPL]H WKH SUF
VXFKDVPLOLWDU\SURWHFWLRQDQG RUH[SDQVLRQ WUDQ
WXUH DQG HGXFDWLRQDO LQVWLWXWLRQV 7KHVHDWWUL
RIPHULWRFUDF\

'LIlTHUHQWLDWLQJ WKH YDULRXY FRQFHSWXDOL]DWLRQYV
LQWR KRZ VWDWH RUJDQL]DWLRQV LQ WKH &KLQHVH (PSLUI
([DPVZHUH D SROLWLFDOLQQRYDWLRQDFFRUGLQJWR WKH
ORZHUHG WKHHQWU\EDUULHU WKURXJK FRPSHWLWLYH H[D
IUHVK EORRG LQWR WKHLU EXUHDXFUDF\ZLWK OHVV UHJDU
(OPDQ +R )XUWKHUPRUH &KLQHVH UXOHUV XVHG VWD
WHULD WR VHOHFW DGPLQLVWUDWLRQV UHJDUGOHVV RI WK
RI OLWHUDU\ VNLOOV DQG &R Q IFQ RE HR/EL FY WROBWQ HQV
WKH &KLQHVH ,PSHULDO &LYLO 6HUYLFH ([DPV RSHQHG WKF
IURP DOO ZDONV RI VRFLHW\ DQG VKRXOG EH XQGHUVWRRC
ZDV QRW XQWLO WKH ODWH QLQHWHHQWK FHQWXU\ WKDW \
EXUHDXFUDFLHV E\ SKDVLQJRXW SDWURQDJH ZKLOH WKH 5
WKURXJK SDWURQDJH QHWZRUNV LQWR WKH WZHQWHHWK FI
FHQWUDOL]DWLRQRIVWDWHSRZHU ZDVDFKLHYHGLQ &KLQ

)XNX\DPDD FRQVWLWXWLQJDQDOWHUQDWLYH EXUHDX
+RZHYHU LIDEURDGHU GHILQLWLRQRIPHULWRFUDF\LV
EHFRPHV OHVV GHIHQVLEOH +HUH DFDUHIXODQG WKRURYX



LVKHOSIXO EHFDXVH KLVWRULDQV WHQG WR YLHZ WKH LPS
URVV\OHQV ORVWLPSRUWDQWO\ DGLYHUVLW\RIUHFUXLW
DGGLWLRQ WR WKHH[DP VWWHP;XxKDQDQG .DVNHKDYH
JLYHQ GHWDLOHG GHVFULSWLRQV RI WKH RIW QHJOHFWHG
&KLQHVH EXUHDXFUDBG {ROLRSMMRYLGH HIWHQVLYH GRFXP
HWKQLFIDYRULWLVPLQ WKH4LQJ '\QDVW\ %\LQFRUSRUDW
WKH VWDWHDSSDUDWXV WKH4LQJ VWDQGV LQ FRQWUDVW
+DQ &KLQHVH ZKHUH WKH FLYLO VHUYLFH GHVSLVHG PLOLW
7KH OLQJ GLVOLNHG PLOLWDU\DGYHQWXUHY RQ WKH IURQ
WURRSV DV VHFRQGDU\WR PDLQWDLQLQJRUGHU )LQHU
:KLOH IRFXVLQJ RQ WKHH DPRG/WKIPPQIRLITHUHQWLDWH
WKRGR[" DQG 3 XQRUWKRGR[" SDWKV WR DGPLQLVWUDWRU
H[DP V\VWHP ZDV FRQVLGHUHG DV }:RUWKRGR[" ZKLOH SXU
IURP FOHULFDO SRVLWLRQV DQG VHOHFWLRQ WKURXJK WK
DV3:XQRUWKRGR[" ORUH &KLQHVH ODQJXDJH VRXUFHV DOV
SRZHU H[LVWHG LQ SDUDOOHO WR WKH H[DP V\VWHP ZKLFK
4 X :DQJ ; X =KRX 7TKDW LV WR VD\ DOWKRXJK WK
PD\KDYHVDWLVILHG WKHPLQLPDO GHILQLWLRQ RISROLWL
UHDXFUDF\VKRXOG QRW EH FKDUDFWHUL]HG DV PHULWRFU
IDFW ODQFKX DULVWRFUDWLF FDQGLGDWHV IRXQG LW IDU
PLOLWDU\DQG FLYLOLDQ VWDW HRO/$SDR\DWOXHMHY /L
TKHPXOWLSOHUHFUXLWPHQWFKDQQHOV VXJIJHVW HWKQ
VXUYLYDOLQ ODWH ,PSHULDO &KLQD ,W LV WUXH WKDW Wt
RQDVHWRIFRGLILHG UXOHV DQG VWDQGDUGL]HG PDWHUL



DSSRLQWPHQWV DQG UHFRPPHQGHG FDQGLGDWHYV ZHUH QR
EHFDXVH RI GHPRQVWUDWHG DGPLQLVWUDWLYH VNLOOV
KDG ZHDOWK HWKQLF OR\DOW\DQGPLOLWDU\VNLOOV DV Z
WLPHV RIHPHUJHQF\

$FFRUGLQJWRD EURDGHU GHILQLWLRQ WKH ,PSHULDO &
XSWRPHULWRFUDF\IRUWKUHH UHDVRQV GHFOLQLQJHT
GLG QRW FRQFHUQ WHFKQLFDO DQG DGPLQLVWUDWLYH FR
FOHULFDO VWDII DFWXDOO\UDQ WKHJRYHUQPHQW

JLUVW MXGJLQJIURP WKH VWDQGDUG RI HTXDO RSSRUW
VWUDWD WR FRPSHWH LQ WKH H[DPV VRFLDO PRELOLW\ GH
WUXH WKDW ZKHQ WKH H[DP VAVWHP ZDV ILUVW GHYHORSHC
'"\QDVW\ VDZ WKH GHYHORSPHQW RID IXO0O IOHGJHG ,PSHUL
HDUO\ &KLQHVH (PSLUHVHQGHG ZLWK WKH ULVH RISRZHUIX
DQG WKH SURPLQHQFH RI WKHVH FODQV OHG WR D JRYHUQ!
7DFNHWW7KH FODQV WUHDWHG JRYHUQPHQW VHUYLFH DV C
RSSRUWXQLW\OHIWWR WKHOHVV SULYLOHJHG EXW WDOHQ
OR\DOWLHV WR WKH FODQV UDWKHU WKDQ WKH FHQWUDO J
VIVWHP SURYLGHG DPSOHRSSRUWXQLWLHVIRULQGLYLGXD
IURP WKH 6RQJ'\QDVW\RQZDUGY DGLVSURSRUWLRQDWH Q
IDPLOLHV DQG SRZHUIXO FODQV ,Q RWKHU ZRUGV DV WKH t
WKH JHQWU\ JUDGXDOO\IRXQG ZD\VWRHQWUHQFK WKHLU

7KHVH GHJUHH KROGHUV ZHUH WKH JHQWU\ FODVV ,Q FR
DQ HIFOXVLYHO\ODQG EDVHG VRFLDO FODVV EXW UDWKHU
HFRQRPLF FDSLWDO ZHUH VLJQLILFDQW DQG IRU ZKRP LQ \



PDLQHG GHFLVLYH 6XEVHTXHQW ZRUN KDV VKRZQ WKDW W
RIUHVRXUFHY WKDW LW GHSOR\HG WKURXJK YDULRXV VWU
LQHQW VRFLR HFRQRPLF SRVLWLRQ 8VLQJ GDWD RQ WKH
+R DFNQRZOHGJHV WKH FRUUHODWLRQ EHWZHHQ ZHDO!

%BHWZHHQ DQG WKH DM HQ@EVEKER GXKFHERLFK UHIHU WR W
H[DP WDNHUV ZKR SDVVHG WKH KLJKHVW DQG WKH VHFRQG k
YLFH ([DPV 2XW ML QBKRN ZHH Q DQG DV PDQ\ DV RU

RIWKH QDWLRQDO WRWDO ZHUH QDWLYHV Rl +XLFKRX RU Z|
SURYLGHVDGHWDLOHG VWXG\RIKRZORFDO OLQHDJH JURX
HGXFDWLRQDO VXFFHVV E\ FUHDWLQJ OLQHDJH FKDULWDE (
DQG =HOL®QDO\]HV KRZPHUFKDQWY WUDQVODWHG WKHLU

6HFRQG DQG SHUKDSV PRUH LPSRUWDQW HYHQ WKH &LY
VHOHFWLRQ PHFKDQLVP EDVHG RQ WHFKQLFDO ILQDQFLDO
WHQFLHV WR LQFUHDVH WKH HIILEDF\DQG HIILFLHQF\RI VW
QRW WHVW WHFKQLFDO RUDGPLQLVWUDWLYHVNLOOV EXW
FDODQG OLWHUDU\NQRZOHGJH IRU WKH SXUSRVH RILQVW|I
LQLPSHULDO RIILFLDOV WKDW HQDEOHG WKHP WR DVVRFLD
7KH H[DP V\VWHP FRXOG EHVHHQ WKHUHIRUH DVDGLVFLS
DW FUHDWLQJ HVSULW GH FRUSV DPRQJ RIILFLDOV 7KH IR
FRUH SDUW RI WKH H[DP PDWHULDOV LOOXVWUDWHG WKH G
WKDW HQDEOHG ERWK WKH HPSHURU DQG HOLWH WR PDNH
JHQHUDWHG OR\DOW\ WRZDUG WKH VWDWH DQG LQ WKDW VI
GLUHFW SROLWLFDO SRZHWPDRQ &KHRQJ

7KLUG WKH,PSHULDO &KLQHVH VWDWHRSHUDWHG ZLWK |



7KHJHQHUDO DQG PRUH VSHFLDOL]HG OLWHUDWXUH RQ SR!
WKHUH ZDV D YDVW DSSDUDWXV LQ WKH EXUHDXFUDF\ FRQ(
FRXUW 7KHFOHUNV VWDII DQGRWKHUWHPSRUDU\HPSOR\
QRW WUHDWHG DV LPSHULDO EXUHDXFUDWY )RUD W\SLFDC
RQO\WKHPDJLVWUDWH ZDV VWDWH VDODULHG $ SRSXORX
PLOOLRQ LQ WKH 4LQJ G\QDVW\

'KLOH WKH GLVWLQFWLRQ EHWZHHQ RIILFLDOV DQG FOHU
QDVW\ WKH RULJLQ RI WKH SUREOHP FDQ EH WUDFHG EDEN
<XDQ "\QDVW\ ZHUH DOO ORQJROV 7KH\KDG WR HPSOR\ +D(
ORQJROV KDG OHVV H[SHULHQFHLQ DGPLQLVWUDWLYHDIID
QR RSSRUWXQLW\ RIRIILFLDO SRVLWLRQV WKH QDWLYH +C
LQ YDULRXV JRYHUQPHQW DJHQFLHYV 7KDW ZDV WKH EHJL
RIILFLDOV DQG FOHUNYV

'XULQJ WKH UHLJQ RI WKH IRXQGLQJ (PSHURU 7DL]X LQ Wk
DYDLODEOH WDOHQWY PHDQW WKDW RIILELDOV ZHUH HQFR
ORZ VWDWXV FOHUNV KDG DQ HQRUPRXV LQIOXHQFH RQ SR
DQG 4LQJ G\QDVWLHY ZHUH UHVSRQVLEOH IRU PDQDJLQJ R
ZRUN 7KH\ OHIW EXVLQHVV LQ WKH KDQGV RI WKHLU SULY
SULYDWH DGYLVRUV LQ DOO JRYHUQPHQW DJHQFLHV DQG W
7KH RIILFLDOV NQHZ QRWKLQJDERXW WKH EXVLQHVV RI WK
WDNHVHYHUDO PRQWKV WRD\HDUIRUDQRIILFLDO ZKR ZDQ
WKH GHWDLOHG VLWXDWLRQ RI KLV RIILFH 7KH FOHUNV ZR
EHKLQG KLVEDFNWR FUHDWH G LI )RAXIOQWIMVHYQ RH K D JA4D@J
RI6LFKXDQ 3URYLQFHLQ KDG D SRSXODWLRQ R D (



WKHWKHP ZHUH UHFUXLWHG IURP ORFDO HOLWHYV

, QVXP LIWKH,PSHULDO &KLQHVH VWDWHZDV PHULWRFUI
LQWKHZHDN VHQVH WKDWLYV UHFUXLWPHQW ZDV DFKLHY'}
RQO\DQG QRW WKH NLQVKLS RUVRFLDO VWDWXV RI WKH FLC
RIDGPLQLVWUDWLYH DSSRLQWPHQWYV ZHUH QRW EDVHG 3P
DSSRLOQWHG RIILFLDOVEDVHGRQWKHLUPLOLWDU\VNLOOV
SXUFKDVHH[DP TXDOLILFDWLRQV )XUWKHUPRUH WKH ,PS|
DSSDUDWXV RIORZHU OHYHO RIILFLDOV UHFUXLWHG IURP V
WKH ,PSHULDO &LYLO 6HUYLFH ([DP KRZHYHU GHVSLWH W
ZLHOGHUV LQ ORFDOLWLHYV

3ROLWLFDO 6XUYLYDO DQG 'H\
PLQLVWUDWLRQ

$GPLQLVWUDWRUY DUHWKH ORFDO UHSUHVHQWDWLYHYV RI
FHQWUDO UXOHU WKDW FDQ EHH[WHQGHG LQWR WKH IDU U
EXUHDXFUDWLF RUJDQL]DWLRQV LV D NH\WR XQGHUVWDQG
SDFLW\ EXLOGLQJ ,Q WKLV VHFWLRQ ,RXWOLQH D WKHRU
ZK\UXOHUV GHVLJQ VWDWH DGPLQLVWUDWLRQ
'LYHUJLQJIURP WKH VWDWH EXLOGLQJOLWHUDWXUH , V¥
RXWFRPHV WR WKH 3QXW YV DiQWKE-RIOQWWH RO DRYRIWIDPRH QW L R
DOVRGHYLDWHIURP WKH SROLWLFEDO P HUSLUADRAUXPS \® L RIGI\
DERXW WKH FKDUDFWHULVWLFVRIWKHFRPSHWLWLYHH[DP

6HH 'DQJ <DQJ &RXQW\*DJHWWHHU



$OWKRXIK,H[SODLQKRZWKH ,PSHULDO &KLQHVHEXUHDXFL

&Y , IUDPHWKHDQDO\VLVLQ WHUPVRIJHQHUDO WKHR
DGPLQLVWUDWLRQ LYV GHVLIQHG LV D EDVLF SUREOHP LQ FI
EH\RQG KLVWRULFDO &KLQD ORUHRYHU HPSLUHVDQG VWD
LQDVLPLODUIDVKLRQ VXJIJHVWLQJWKDWH[SODQDWLRQV
WKHRULHV RIEXUHDXFUDF\ )LQDOO\ H[DPLQLQJ ,PSHULDO
HUDO WKHRU\IDFLOLWDWHY FRPSDULVRQV ZLWK RWKHU FR
RISROLWLFDO GHYHORSPHQWLQ D EURDGHU VHQVH

$Q HITHFWLYH VROXWLRQ IRUUXOHUV LV WR FUDIW D VWL
VZHULQJ YDULRXV FKDOOHQJHV WR WKH VWDWH , DVVXPH
SROLWLFDO VXUYLYDO RI D SROLWLFDO UHJLPH 7R GR VR
ZKHQ WKH\ SHUFHLYH SROLWLFDO WKUHDWYVY +RZ OHDGHU\
SROLWLFDO HQYLURQPHQW ZLWKLQ ZKLFK WKH\RSHUDWH
DP\ULDGRIFKDOOHQJHVLQFOXGLQJGLIITHUHQW HFRQRPLF
HILVWLQJ SROLWLFDO FRQILIJXUDWLRQV 7KHIDFW WKDW U:
PDNHV WKHP FDSDEOH RIDGDSWLQJ WR QHZ FLUFXPVWDQF
FRXOGJLYHVWDWHV ORQJHU OLYHV +RZHYHU PRVW RI WK
LVWUDWLYH RUJDQL]DWLRQ P\RSLFDOO\EHFDXVH SUR[LPD
WKH\DGGUHVY SUREOHPVDQG WKUHDWY DW KDQG LQ WKH \
RUZLOOLQIJQHVV WR GHDO ZLWK ORQJ WHUP FKDOOHQJHV \
RSWLPDO LQ WKH VKRUW WHUP IRU UHJLPH VXUYLYDO DQG
RSWLPDO IRUORQJ UXQ UHJLPH SHUVLVWHQFHDQG FDSDFL

7TKHILUVW VWHS WRZDUG PDNLQJ VHQVH RI KRZUXOHUYV C
GHUVWDQG WKH SROLWLFDOHQYLURQPHQW ZLWKLQ ZKLFK



YLURQPHQW VHWV WKH SDUDPHWHUV RI D UXOHUTV FDOFX
HQYLURQPHQW IDFLQJDUXOHULVPL[HGDQG G\QDPLF DQG
LQVWLWXWLRQV %HFDXVH VWDWH EXLOGLQJ W\SLFDOO\E
WKHPVHOYHV LQ WKH H[LVWLQJ SRZHU VWUXFWXUH ,QGHF
RQHRIWKHVHWKUHDWY DWWKHVDPHWLPH DQGLQRUGHU
DGMXVW WKHLU RUJDQL]DWLRQDO WDFWLFV *DLQLQJFRQYV
KDVWRVWUXJJOHWRHVWDEOLVKPLOLWDU\GRPLQDQFH DC
WKH FRRSHUDWLRQ RI WKH HOLWH DYRLG DQJHULQJ WKH J
DQG VR RQ

$IWHU GLVEXVVLQJ VRPH JHQHUDO FRQGLWLRQV VKDSLQ
LDQHPSLUHYV ,DGGUHVVIRXUFKDOOHQJHVWKDW PD\OHDCG
VWUDWHILHY 7KHILUVW FKDOOHQJHLVRIVWDWHFRQVROL
VHFRQG FKDOOHQJH LY WRLQGXFHD YROXQWDU\FRPSOLD(
SDUWLFXODUDPRQJWKHHGXFDWHG DQG FDSLWDO ULFK JU
WR H[WUDFW ILVFDO UHVRXUFHV IURP WKH SHDVDQW SRSX
FHQWUDO JRYHUQPHQW 7KH I IRXUWK FKDOOHQJH LV VSHFL
DKRPRJHQHRXVJRYHUQDQFH VWUXFWXUH JLYHQ KHWHURJ
JXDJH UHOLJLRQ DQG HWKQLFLW\ 7KLV ODVW FKDOOHQJ}
4LQJ G\QDVWLHV ZKHQ FRQTXHVW UHJLPHV HVWDEOLVKHG \
WR WKH PDMRULW\RI G\QDVWLHVY HYWDEOLVKHG E\ +DQ &KL

+LIKORQLWRULQJ &RVWYV

7KH SULQFLSDO DJHQW SUREOHP XQGHUOLHV WKH GHVLJQ
DIHQWV WR DFWRQKLVRUKHUEHKDOI KRZHYHU WKH DJHC



WKH UXOHU GRHVY QRW KDYH 7KH DJHQWV DOVR KDYH VHOI
LQ WKH UXOHUTV VXUYLYDO DV WKH UXOHU KLPVHOI RU KHU
VNLOODV\PPHWU\DQG SRWHQWLDOO\FRQIOLFWLQJLQWHU
SUREOHPIRUUXOHUV KRZWRDOLJQWKHDJHQWIVLQWHUH
RIOLPLWHG NQRZOHGJH

)RUD ZHDN VWDWH VORZ FRPPXQLFDWLRQV PDNH FORVH
7KHUH DUH WZR UHDVRQV ZK\ VORZ FRPPXQLFDWLRQV DUH I
SULQFLSDO DJHQW SUREOHPV LQ ZHDN VWDWHYV )LUVW XS
LQIRUPDWLRQ IORZ ZDV GHWHUPLQHG E\D FRPSOHWHO\ FR
ZHUHDYDLODEOH ZDONLQJRUULGLQJKRUVHV 6HFRQG W
VWDWHY 7KHGLVWDQFHEHWZHHQWKHFDSLWDODQG WKHE
LV FRPSOLFDWHG E\ WKH GLIILEXOW WHUUDLQ DQG LQKRVS
PDLQWDLQ WKHVPRRWKIORZRILQIRUPDWLRQ EHWZHHQ W

7KHH[LVWLQJOLWHUDWXUHKDV GRFXPHQWHGD ZLGHDU!
7KH PRVW FRPPRQO\ XVHG DSSURDFK LV WR UHFUXLW VWD)
QHWZRUNV DQG WLHV 7KH VHFRQG RUJDQL]DWLRQDO WDF
7KHFUXGHVW IRUP RIVXUYHLOODQFH LYV SHUVRQDO YLVLW\
7KHVH SHUVRQDO LQWHUDFWLRQV ZHUH WZR ZD\ WKH\LQF
E\WKHDJHQWV RIWKHUXOHU 7KH5RPDQ (PSHURU +DGULD
UHLJQ RXWVLGH ,WDO\ WRXULQJ5RPHYTV SURYLQFH® DQG FI
3UXVVLD WKHNLQJLQVSHFWHG DQG REVHUYHG HDFK UHJL
ZHUH RUGHUO\FRXOG H[SHFW UDLVHV DQG SURPRWLRQV *I

$OWHUQDWLYHO\ NLQJVDQG HPSHURUV LQYLWHG OREDC
-DSDQ DQG WKH )UHQFK NLQJV EXLOW VSHFWDFXODU PDQVL



LQVWLWXWLRQDOL]JHVXSHUYLVLRQ E\FUHDWLQJVHSDUDW

7KLUG DUXOHUFDQFUHDWHGHSHQGHQFHRIDJHQWYV RQ
UHVRXUFHV 6WDWH RIILFLDOV FDQ EH FRPSHQVDWHG E\ VI
IURP DQG VHYHUHO\ SXQLVKHG IRU JHQHUDWLQJ SHUVRQD
GXFWLQJEXVLQHVV ZLWK WKH SRSXODWLRQ 6HQLRULW)\ L
WKH UXOHU 7KH ORQJHU DJHQWYV VHUYH WKH LQWHUHVWYV
EHFRPH DQG VHQLRULW\DGYDQFHPHQW LV D PDMRU YHKLF
LQFHQWLYH JHQHUDWLQJPHFKDQLVP WR DOLJQ DJHQWVT L
HYHU WKLV VROXWLRQLVH[SHQVLYHIRUWKHUXOHU EHFD X
UHVRXUFHV ZKLFKFDQ RQO\EHDFKLHYHGLQDPRQHWL]HG

7KHIRXUWK DSSURDFK LV WR SURYLGHDJHQWVY ZLWK PDW
SOLDQFH 7KHVH PDWHULDO EHQHILWY LQFOXGH KLJK VDO
FUHDWH V\VWHPV RIFKHFNVDQGEDODQFHVDPRQJDJHQWYV
VR WKDW UXOHUV FDQ EH WKH DUELWHUV RI WKRVH VDPH FR

7KHVH DUH FRVWO\ FRQWURO GHYLFHV )LUVW UXOHUYV Z
LWRULQJ GXH WR WKH OLPLWHG WLPH WKH\ KDG &UHDWLC
PRUHFRVWO\ $VIRUGHSULYLQJDJHQWV RILQGHSHQGHQW
FRPSHQVDWLRQ VWURQJPDWHULDO EHQHILWY DUH QRW VF
H[WUDFWLRQ LV QRW HIILFLHQW DQG RYHU H[WUDFWLRQ KI
OLRQV +LJKPDWHULDO FRPSHQVDWLRQ DOVR UHTXLUHV D
)RU H[DPSOH DGPLQLVWUDWRUV LQ WKH 7RNXJDZD 6KRJXC
SHULDO &KLQD UHFHLYHG ULFH VWLSHQGV UDWKHU WKDQ |
VI\VWHP ZDV DOVR UHMHFWHG E\ PRVW UXOHUV EHFDXVH LV
LQJ DJHQFLHV DQG WKXV SRZHU GLOXWLRQ ,PSHULDO &KL



ULYDOU\EHWZHHQ WKH KLJKHVW DJHQFLHV RFFXQGHGEG WKU
YDOU\RYHU HWKQLF DSSRLQWPHQWYV RFEFXUUHG LQ WKH HV
,Q VXP ERWKLQGLYLGXDO EDVHG DQG LQVWLWXWLRQDOL
ZHDN VWDWHV ZKLFK ZDV DJJUDYDWHG E\ WKH ODFN RI FR
JHRJUDSKLFDO VL]JHRID ODUJH VWDWH

7KHVH RUJDQL]DWLRQDO WDFWLFV FRXOG EH GHVFULEHG
PD\ZDQW WR GHSOR\DOO WKH WDFWLFV GLVEXVVHG DERYH
WR SUH LQGXVWULDO VWDWHV LPSRVHG DIXQGDPHQWDO F

6WUXFWXULQJ WKHS5HFUXLWPHQW 6

7KHKLJKFRVWRIGLVFLSOLQLQJDJHQWYV PDNHV SHUVRQQH
SULQFLSDO DJHQW SUREOHPV 5XOHUV KDYH WKH LPSHUDW
VWUDWHG GLVSRVLWLRQ WR EH OR\DO WR WKH UXOHU %HF]
LWRULQJLQDQ HQYLURQPHQW ZKHUH WKH FRPPXQLFDWLR
UHO\RQ SHRSOH ZKRKDG EHHQ VRFLDOL]HG WR GHIHU WR W|
WKHLU SRZHU ,Q PRVW SUHPRGHUQ VWDWHY WKLV LQYROY

,Q(XURSH WKH&DWKROLF &KXUFK SOD\HGDPDMRU UROH
OHYHOV *RUAUNLPDOD %XVREJ 7KH &KLQHVHHIIRUW WR |
PLQGVDQG KHDUWV RI SHDVDQWY ZDVWKHPDLQWHQDQFH F
E\WKHQHHG WR GHPRQVWUDWH LWV XQGHUVWDQGLQJLQ ,
EHRIILFLDOV VWXG\RIWKH &RQIXFLDQ FODVVLFV FRPPHQ
DFXUULFXOXP WDXJKW LQ VFKRROV VSRQVRUHG E\ERWK W
IRUD VHULHV RI H[DPV HOLWHHGXFDWLRQ FUHDWHG D ZRU
WKHVWDWHDQGHOLWHY $OWKRXJK &KLQHVHHIIRUWYV DW |



(XURSHDQ VW\OHQDWLRQDOLVP WKH\ZHUHHIIRUWYVY FRQW
EHOLHIDQG EHKDYLRU SDWWHUQV RI WKHJHQHUDO SRSXOI
‘RQJ S

,QDGGLWLRQWRWKHQHHGIRUOR\DOW\ UXOHUV VWLOO
VXUYLYDORIWKHUHILPH 7KHVHQHHGVY FDOOHG IRU VNLOC
&EDWKROLFDQG &RQIXFLDQLQGRFWULQDWLRQ FRXOGRIIH
ZDUIDUH SHUVRQDO ZHDOWK WR FRQIURQW ILVFDO FULVHYV
RIl FRQIOLFWYV I WKHUXOHU FRXOG FRPELQH FXOWXUDO W
VKHFRXOGDYRLGWKHORQJ WHUPLQYHVWPHQW LQWR EXL
RULHQWHG EXUHDXFUDF\ ,Q ZKDW IROORZV ,DGGUHVV WK
FKDOOHQJHV WR WKH VWDWH KRZ GLITHUHQW FKDOOHAQ
DIJHQWYV DQG KRZUXOHUV PDWFK W\SHV RIDIJHQWV DQG |

SUHPLVHV RI $ WAXPKHHRW\\ RI EXUHDXFUDWLF UHFUXLWPHQW
WZR DVVXPSWLRQV )LUVW WKH WKUHDW HQYLURQPHQW L
WKHVWDWH P D &MHIWRMSSWREHASPOLIQLILFDQWO\PRUH GLIIY
WRWKHVWDWHFRPHIURPPDQ\VLGHY HWKQLFSURWHVWYV |
HQHPLHV XQVHWWOHG SROLWLFDO HOLWHYV DQG ODFN RI
VHULRXVO\XQGHUPLQHVVWDWHDXWKRULW\i WO WHWDRD NH
ILVFDO DQGVRPHWLPHWEREDW //KIHGFRPSOH[LW\RIUHJLPH
WZR GLITHUHQW EXW QRW GLVWLQFW WDVNV FRHUFLRQ DQ((
FRQWURO RI WHUULWRU\ ZKLFKLQFRUSRUDWHYV WKH HOLP
HIWHUQDO HQHPLHV TMO®NUVRORDGGLWLRQ WR WHUULWRU
DXWKRULW\DOVR GHSHQGVY RQ WKH FRPSOLDQFH RI VRFLH



IRUFHV LV FRVWO\ /HYL
7KHVHFRQG SUHPLVHLVWKDW SUH FDUHHUWUDLQLQJEFR
DQGFDQGHSOR\ %\WDNLQJWUDLQLQJEHIRUHSROLWLFDO
VNLOO DVVHWYV DQG WKH WUDLQLQJFRQVWLWXWHYV D VXQI
KDV HVYWDEOLVKHG WKDW WKH SUHYLRXV HGXFDWLRQ WU/
JLYH WKHP WKH NQRZOHGJH DQG VNLOOV QHHGHG WR HQFR
IRUWKH RUJDQL]DWLRQ WR LQIOXHQFH HPSOR\HHVY PRWL
PHFKDQLVP EHFRPHV PRUHLPSRUWDQW WR RUJOMWYKWLRQ
,WLVRIWHQ OHVV H[SHQVLYHWR VHOHFWLYHO\UHFUX
SHRSOHDOUHDG\KDYH DQRUJDQL]DWLRQFDQVHOHFW HP
RIWKHWUDLWY WKH\EULQJWR WKH RUJDQL]DWLRQ B6LPRQ
7KHVH WZR SUHPLVHV VXJJHVW WKDW D&PH H 8 FWSLUYRE \DRI®
LV WR EURDGHQ DQG GLYHUVLI\ VHOHFWLRQ PHFKDQLVPYV 2
GLYHUVHFKDOOHQJHY 5DWKHUWKDQ XVLQJDRQH VL]H IL)
UXOHUVDUHEHWWHURIIFXVWRPL]LQJVHOHFWLRQPHFKDQ
7KH IOH[LELOLW\ RI VWDWH DGPLQLVWUDWLRQV LV WKH I
OHQJHV $QGHBUYRWHV WKDW WKH VWDWH KDV QR GLVWLQF
LWV SRZHU UHVWV RQ D PL[WXUH RIIRUFHDQG EHOLHI +LV)
QDWXUH RI WKUHDW HQYLURQPHQW LQ ZKLFK UXOHUV DUH |
IURP SROLWLFDO PLOLWDU\ ILVFDO DQG HWKQLF WKUHD\
YHUVH FKDOOHQJHV LVWR KDYHGLYHUJHQW VHOHFWLRQ P
VRWKDW LW LVDEOHWRPHHW WKHURXWLQHWDVNV RIDGPI
HITHEFWLYHO\



&KDOOHQJHV WR WKH 6 WDWH

, Q WKLV VHFWLRQ WKHFKDOOHQJHV WR VWDWHPDNLQJDU
DGPLQLVWUDWLRQ DQG FULVLVY PDQDIJHPHQW ORVW RI WK
VWDWH KDV WR HITHFWLYHO\ RUJDQL]H PLOLWDU\ DQG EXU
DQGIHQGRIITHWHUQDO HQHPLHVY OLOLWDU\FDPSDLJQVDO
VR UXOHUV KDYH WR UDLVH PRQH\ $V IRUURXWLQH JRYHUC(
TXDVL YROXQWDU\FRPSOLDQFH

)LUVW &KDOOHQJH 2UJDQL]JLQJIO9LROHQFH

7TKHILUVW WDVN LV WR RUJDQL]H YLROBQXGGHPHRUNGDQ F ML
WHULVWLF RIVWDWHKRRGLVLWVPRQRSRO\RQYLROHQFH
HQIRUFHPHQW RIVRFLDO RUGHU LV ZKDW VHSDUDWHY WKH"
RXW VRPHVRUWRI FRHUFLRQ WKH VWDWH ZRXOG RWKHUZ|
LQLWV WHUULWRU\ 2UJDQL]JLQJYLROHQFHLV WKXV WKH IL
ZKLFKPHDQV D VWDWH WKDW LV DEOHWR SURYLGH SXEOLF

(INIHFWLYHO\RUJDQL]JLQJYLROHQFHPHDQV WKHHUDGLEFD
HPLHY ,QWHUQDOO\ WKHVWDWHLY WKHRQO\ZLHOGHU RI
WKHFUHDWLRQ RI :HVWHUQ (XURSHDQ VWDWHYV ZDV RXWOD
DOV DQG WKH SURYLVLRQ RI SXEOLF RUGHU ZDV SURYLGHC
SULYDWH SDUWLHV ,Q HIFKDQJH IRU SURWHFWLRQ PRQDU
IDLOXUH WR PRQRSROL]J]H YLROHQFH FKDUDFWHUL]HV IDLO
EHFRPH SUHGDWRU\ ZKHQ WKH VWDWH QR ORQJHU KROGV D
VXEMHFWYV 2UGLQDU\ VROGLHUV EHJLQ WR KDUDVV FRPPR
ZKLOHRIILFHUVIRUFHLQGLYLGXDOVDQG FRPSDQLHV WR S|



([ WHUQDOO\ WKH PRQRSRO\RQ YLROHQFH PHDQV WKH VWD
YDOULHV DQG SURWHFW FLWL]JHQV IURP IRUHLJQ LQYDVLRC
DQG RFFXSDWLRQ KDSSHQ WKH VWDWH QR ORQJHU KDV WK
SROLFLHYV

,Q VXP WR SURYLGH SXEOLFRUGHU HIIHFWLYHO\RUJDQI
EXLOGLQJ DQG WKLV LVWKHPRVW SUHVVLQJWDVN IRU DV S

BHFRQG &KDOOHQJH ODLQWDLQLQJ&RPSOLDQFH

$OWKRXJKUXOHUVFDQ GHSOR\FRHUFLYHIRUFHV WR VROLF
JRYHUQLQJWDFWLFLVWRLQGXFHFRPSOLD QHHHWR RMDRL Y WL
FRQFHBX\DMY YROXQWD UKFRRSXAHSQF RHDQV FRPSOLDQFH F
E\WKH WKUHDW RI FRHUFLRQ HYHQ WKRXJK UXOHUV UDUHGC
ZRUNRISUDFWLFHVDQGLQVWLWXWLRQVWRLQIOXHQFH EH
7KHLPSRVLWLRQRIVXFK SUDFWLFHVDQGLQVWLWXWLRQV
DQG UXOHV &RPSOLDQFHLQFUHDVHV DGPLQLVWUDWLYH H
RUGHUO\VRFLHW\LVY FKHDSHUWRJRYHUQ DQGDPRUHHIIL
DWH *RUVNLXDVL YROXQWDU\REHGLHQFHLV SUHIHUUHG E
FXPEHUVRPHLQYHVWPHQWY LQ UHSUHVVLRQ

:KDW LV WKH PRVW FRPPRQO\ XVHG LQVWLWXWLRQ WR F>
HGXFDWLRQ RU FXOWXUDO WUDLQLQJLQ WKH SUHPRGHUQ
RITHUV D QHZ VSLQ RQ WKH UROH RI HGXFDWLRQ LQ VWDWH
UROHRILQGRFWULQDWLQJFLWL]JHQVLQ :HVWHUQ (XURSHD
FUHDWHG WR SURPRWH VRFLDO RUGHU E\ VKDSLQJ WKH SUHI
EHKDYLRUVRIWKHPDVVHY &RQYHUVHO\ WKHV\VWHP DOV



VRFLDOO\ GLVWXUELQJEHKDYLRUV VXFKDVYLROHQFHDQ
HGXFDWLRQLVLQWHQGHG WRFXOWLYDWH QRW RQO\JRRG |
WKDQ IRFXVLQJRQ YRFDWLRQDO WUDLQLQJ WKH %ULWLVK
SURJUDP WR VHOHFW FLYLO VHUYDQWY 7KHWUDLQLQJ SUR
VHQVH RI3®HVSULW GH FRUSV  DQG VRFLDO FDSLWDO )LVFK

,Q SUHPRGHUQ VWDWHY ZKHUH HGXFDWLRQDO LQIUDVWU
UHOLJLRXV WUDLQLQJ VHUYHG WKH UROH RI LQEFXOFDWLQ.
WRPDQV WKHVXOWDQLF UXOHDFNQRZOHGJHG H[LVWLQJU
SRLQWHG DJHQWV ZLWK ,VODPLF EDFNJURXQG WRUWRNHU Q V
&KLQHVH (PSLUHV WKH ,PSHULDO &LYLO 6HUYLFH ([DPV VHL
SLUH &RQIXFLDQ EXUHDXFUDWY ZHUH VNHSWLFDO RI PLO|
VKDUHG DQ REVHVVLRQ IRU D )QQHNWE VOWRSH UHOLJLR
DVHW RILQVWLWXWLRQDO PHFKDQLVPV IRUPDLQWDLQLQJ
ILFLDOV DQG &KXUFK PHPEHUV ZRUNHG WRJHWKHU WR FUH
7KHVH FXOWXUDO WUDLQLQJV ZHUH PRUHHQFRPSDVVLQJ W

+RZGRWKHVH SUDFWLFHV DQG LQVWLWXWLRQV DIIHEW E
SXQLVKPHQW VA\VWHP WR VWUXFWXUH IHHGEDFN ,Q WKH V
WKRULWLHY DUHHQJDJHG LQ YHUEDO DGPRQLWLRQV DQG F
FDVHV H[SXOVLRQ LQGLFDWHV VRFLROHREWRIDFQ LYK H R W
GROH RXW VWDWH DGPLQLVWUDWLRQ SRVLWLRQV DQG HFF
WDNH DZD\WKHVH EHQHILWV IURP QRQ FRPSOLDQW VXEMH!
FXOWLYDWH XQFRQVFLRXV FRPSOLDQFH DQG GHIHUHQFH
RIGHIHUHQFH E\UHSHDWLQJULWXDOV 3DJOD\DQ

,DOVR QRWH WKDW UXOHUVDYRLG UHLQYHQWLQJLQVWL\



LV WRR FRVWO\ 5XOHUV KDYHWR UHO\RQ H[LVWLQJ QRUPYV
FLDOO\LPSRUWDQW IRUD QHZ VWDWH ZKHUH WKH OHJLWLF
HOLWHV WKH VWDWH FDQ LQYHVW LQ ULWXDOV V\PEROV
7KLV VWUXFWXUDO FRQVWUDLQW LPSHOV WKH UXOHU WR >
WLRQVDQGIRUPDOOLDQFHV ZLWK SROLWLFDO HOLWHV ZKF
VRFLHW\
7KHVWDWHFRRSWY ORFDOHOLWHVLQVWUHQJIJWKHQLQJL
LQGXVWULDOL]DWLRQ QRERG\ ZDV D FWXDOW K HRYXWLQQHICK |
RIWHQWLPHVUHOLHGRQORFDOLQWHUPHGLDULHYV WR JRY|
7KHVH ORFDO LQWHUPHGLDULHV LQFOXGHG EX]JRQHV VHLJ
%XUEDQN DQG &RRSERLQJ VR WKH VWDWH DSSDUDW X\
GLVREHGLHQW HOLWHV ,Q ZHDN VWDWHY ORFDO HOLWHYV \
WKH HIITHEFWLYH FHQWUDO ORGIIEG O DQHBREBQPY +HUEVW

7KLUG &KDOOHQJH *HQHUDWLQJ)LVFDOS5HYHQX

7D[HV DUH WKH EORRGOLQH RI VWDWHY )RUDQ\VRFLHW\ W
ILFLHQW DPRXQWV RI WD[DQG GLYHUW LW WR SXEOLF XVH
OLPLWDWLRQV WR ILVFDO UHVRXUFHV WKDW WKH VWDWH F|
WKH VWDWHIV ILVFDO VWUDLQ LVHYHQ JUHDWHU +HUH Sl
WLRQV LQFOXGLQJ ODQG DQG FRPPHUFLDO WD[HV LQIODV
'RPHVWLF ORDQV DQG IRUHLJQ ORDQV ZHUH RQO\DYDLODE
FLHQWGRPHVWLFFUHGLWPDUNHWRUKDGDFFHVVWRLQWH
HILVWHGLQPDQ\SUHPRGHUQHPSLUHVDQG VWDWHV 7KLV
WD[ZDV WKH PRVW  FUHGLEOH VRXUFHRILQFRPH



'XULQJ WXUEXOHQW WLPHVY WKH VWDWHYTV ILQDQFLDO Q
FRPPHUFLDO WD[ ZDV OLPLWHG DQG ODQG WD[ ZDV QRW DEC
FUHDVLQJODQG WD[OHG WR SHDVDQW UHYROWYV 'XULQJ W
XQGHU HQRUPRXV SUHVVXUH DQG LW ZDV XQDEOH WR WDS
7KH VDOH RIRIILFH ZDV D IUHTXHQWO\ XVHG PHDQV Rl WDS S
IUHTXHQWO\ SUDFWLFHG LQ WKH ODWHU 5RPDQ %\]DQWLQ
SLUHV DQG )UDQFH 6DOHRIRIILEFHV ZDV FRQVLGHUHG VXSt
SHDVDQWY ZHUH OHIW DORQHW&MHFIRUFRRHWIRR® RIILFH VH!
SHULDO &KLQD FRQWULEXWHG WR PHHWLQJPLOLWDU\ H[SH
GHYHORSLQJEDUUHQ ODQG DQG UDLVLQJDQG GLVWULEX)
ZDV DOVR XVHG LQ WKH %ULWLVK DUP\ ZHOO LQWR WKH QL
H[WHQVLYHO\VROG LQ WKH FRORQLHV RI IRBWEOWE®ERRW
ZKR ERXJKW WKHLU RIILFHV FDPH IURP ZHDOWK\ IDPLOLHYV
WKDW WKH\ ZHUH DEOH WR LQYHVW LQ SXUFKDVLQJ VWDWH
VWDW XV

JRXUWK &KDOOHQJH $FFRPPRGDWLQJ (WKQLF +H

TRFRPPDQG WKHDOOHIJLDQFHRUDW OHDVW WKHDFTXLHVF
SLUHV GRPLQDWHG PLOLWDU\IRUFH DORQH ZDV QHYHU VX
JHRJUDSKLFDOO\YDVW EXWDOVRHQFRPSDVVHGDUDQJHF
E\ODQJXDJH UHOLJLRQ NLQVKLS VI\VWHPV DQG RWKHU DV
LOWHUSUHWDWLRQ RIFROOHFWLYHLGHQWLWLHYV %XUEDC

5XOHUVDOZD\VKDGWRIDFHWKHFKRLFHRIZKHWKHU WR |
HWKQR FXOWXUDO JURXSY XQGHU WKH XPEUHOOD RIDQRY'!



HQW FXOWXUHY EN\JUDQWLQJ WKHP FRQWLQXHG HILVWHQF
JRYHUQDQFH ZLWKLQ VXFKPXOWL HWKQLFHPSLUHYV

(PSLUHV HIKLELWHG D JUHDW OHYHO RIWROHUDQFH 7KH
WKLUWHHQWK FHQWXU\VKHOWHUHG D ZLGH YDULHW\RI| UH(
&KULVWLDQLW\ 'DRLVP DQG ,VODP DQG WKH\GHSOR\HG D
EDFNJURXQGVWRJIJRYHUQKHYWQYRWDQGWSLUH PDQDJHG WF
7XUNLF $UDE DQG 3HUVLDQ SDUWV RI WKH HPSLUH $IWH!I
FDPHFORVHWR LPSHULDO FRQIDIXGDWPRQVH®G BUNHUVH Q
ZLWKDRQH SDUW\VWDWH 7KH5RPDQ (PSLUHRIIHUV SHUKIL
NH\VHFWRUV RIFRQTXHUHG SRSXODWLRQV SXOOLQJWKHF
PHUHIRUFHRIDUPVFRXOGKDYHGRQH 8QLTXHDPRQJWKH
D SROLWLFDO DQG FXOWXUDO SDFNDJH WKDW ZDV DEOH W
&K XD

%H\RQGDVVLPLODWLQJGLIITHUHQWHWKQLFJURXSV UXO
WKDWSLWHWKQLFJURXSVDIJDLQVWHDFKRWKHU &RQIOLF
SHWHIRUUHVRXUFHVY SROLWLFDODQGHFRQRPLFSRZHU D
LQIJDQG FLYLOZDUDUHEXWDIHZH[DPSOHVRIHWKQLFFRQI
FDQ UHVXOW LQ WKH GLVLQWHJUDWLRQ RI PXOWL HWKQLF
KDYH VLQFH VSOLW LQWR PXOWLSOH VRYHUHLJQ VWDWHV 1
&HFKRVORYDNLD WKHG6RYLHW 8QLRQ <XJRVODYLDDQG $X

JRUFRQTXHVW UHJLPHVY WKH SUREOHP RIJRYHUQLQJ D Kt
FRPSOH[ ,QFRQTXHVWUHJLPHY DVPDOOJURXSRIPLOLWD
SURZHVV LQWR SRZHU +DYLQJJDLQHG SRZHU XVXDOO\ W
XQFHUWDLQ WR XQGHUVWDQG KRZUXOHUV GHFLGH WR JRY



RI'VSDFH ,Q WKH FDVH RI WKH 4LQJ (PSLUH ODQFKXV DV V
FRPSHQVDWHG E\WKHHPSHURU ODQFKX DULVWRFUDFLHYV
VWDWH SRZHU 6HQLRU EXUHDXFUDWLF SRVLWLRQV ZHUH P
VIVWHP ZDV SXWLQ SODFHLQ FHQWUVPD@IWI@LVWULHYVY :DNH

6WDWH 3ULRULWLHVDQG $SSRLQWL

8QGHUVWDQGLQJ UHJLPH JRDOV KHOSV ZLWK XQGHUVWDQ
SHUVRQQHO 7KDW UXOHUV DUH FRQIURQWHG ZLWK GLIIHU
EHHQH[SODLQHG 7KHVHFKDOOHQJHV PD\YDU\JHRJUDSKL
WR XSGDWH WKHLU EHOLHIVDERXW ZKLFK FKDOOHQJH LV P
7KH WLPH KRUL]JRQ FRQVWUDLQW VXJJHVWV WKDW WKH\ PL.
VR PXFKJOREDORSWLPL]DWLRQ

6WDWH3ULRULWLHVLQ WKHG6WDWH EXLOGLQJ 3U

7TRVWD\LQ SRZHU WKHPRVWSUHVVLQJWDVNLVWRHOLPLQ
ZKRKDYHPLOLWDU\UHVRXUFHVDUHWKHZRUVWHQHPLHV E
WROLTXLGDWHWKHLQFXPEHQWDQG KLVRUKHUIROORZHU
SUHVHQW UXOHUV SULRULWL]HWKHJRDORIPLOLWDU\ FRQC
DHIILFLHQW VWDWHPDFKLQHU\WKDWLVDEOHWRRUJDQL]F
HITHFWLYHO\WR ZLQ RYHU WKHRSSRQHQWLQ D VKRUW WLP

/T RDFKLHYH WHUULWRULDO FRQVROLGDWLRQ VWDWHPD]I
WLRQDO HIILFLHQF\RIWKH VWDWHDSSDUDWXV LQ RUGHU W
WHUPV WKHVHUHVRXUFHV DUHPHQ PDWYMHIDRONR DRHUR/RRC
UHVRXUFHV VWDWHDJIJHQWYV ZLWK SUDFWLFDO VNLOOV LQ
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J)LIXUH OLOLWDU\ &KDOOHQJHV DQG $S

PRQH\ DUH SUHIHUUHG

7KHUH DUH WZR UHDVRQV ZK\ PLOLWDU\ VNLOO LV D YDO
RI YLROHQFH LV DQ H{WUHPHO\ FRPSOH[ WDVN 7R HIIHFWL
LQYROYHG LQ GLVDUPLQJ UHEHO JURXSV LQWLPLGDWLQJ
SUHFDXWLRQV DJDLQVW WKH UHFXUUHQFH RI FRQIOLFW S|
DQG JXDUGLQJDFFHVV WR SROLWLFDOO\ 1HHRH WIDAQLW D UM
WLYLWLHV UHTXLUH D VLIJQLILFDQW DPRXQW RIVSHFLDOL]
WOHILHOG H[SHULHQFH ZKLFK FDQQRW EH GLVSHQVHG WK
QRQWUDQVIHUDEOH DQG EURDG LQFOXGLQJ H[WUDFWLQJ
VWUHQJIJWKHQLQJ VXSSOLHY ,Q DGGLWLRQ WR KDUG VNLO
EDWWOHILHOG RXWFRPHV 6RIW VNLOOV LQFOXGH VHOI FR
7UDLQLQJUHGXFHV IHDU E\ SURYLGLQJIDPLOLDULW\ ZLWK
ZHOO WUDLQHG VROGLHUV KDYH JUHDWHU FRQILGHQFH LQ
WUDLQLQJ FDQ JHQHUDWH D VWURQJ VHQVH RI XQLW FRKH



PDQFH

6HFRQG WKHFRPSOH[LW\RIFRPEDWFLUFXPVWDQFHV LQ
WKHUHIRUH UXOHUVPXVW GHOHJDWHVLJQLILFDQW GHFLV
LQ RUGHU WR IDFLOLWDWH FRPSOH[ PLOLWDU\ RSHUDWLRG
FLDOV FDQ PDNH WKHLU RZQ MXGJPHQW FDOOV DQG WKH F|
FOHDUHU ODNLQJJRRG MXGJPHQW FDOOV LQ VXFK KLJKO\ |
EH FRPSHWHQW LQ PLOLWDU\ ORJLVWLFV DQG VLWXDWLRQ
PDNH GHFLVLRQV ZLWKRXW DELGLQJE\UXOHV DQG QRUPV

L QDGGLWLRQ WR ILJKWHUV UXOHUV KDYHD GHPDQG IRU
SURYLGH WKH ILVFDO UHVRXUFHV WKDW DUH UHTXLUHG WR
PRQH\IRUPLOLWDU\ FDPSDLJQV LV D YDOXDEOH DVVHW
DQLVPV WR HIIHFWLYHO\ H{WUDFW FRPSOH[ IRUPV RI WD[ U
FDO VWDWH DQG IXQGLQJZDUV ZLWK H[SHGLHQW ILQDQFLE
&HQWHQRIXHUDOWKLHY +RZHYHU LQ SUH PRGHUQ VWDV
WLDO WR H[SDQG WKH ILVFDO UHYHQXH EDVH LQFOXGLQJ FF
ZDV SDUWLFXODUO\ OLPRVLAHHIG VFEDYA QQFRPH FDPH IURP WUL
PRQRSRO\ WKHVDOHRIRIILFHV FRQILVFDWLRQV DQG ZDL
RXV VRXUFHRIHPHUJHQF\JRYHUQPHQW UHYHQXH 7KH &KL
DQG 0XJKDO (PSLUHV DV ZHOO DV )UDQFH DOO SUDFWLFHG
ZDVDOVR XVHG LQ WKH %ULWLVK DUP\ZHOO LQWR WKH QLQ!
VROG LQ WKH FRORQLHV RI 1RUWK D Q GQ6\WRXRV K §BSHHWLFPQ 621
RIDVHFXULW\WKUHDW LW LV LPSHUDWLYHIRUUXOHUV WF

JRUD ULFKHU XQGHUVWDQGLQJRIWKH SUHFDULRXV QDWXUH RIPLOL
IRUH[DPSOH .DO\YDV



RSWLPL]H WKH XVHRISHUVRQQHO DQG ILVFDO UHVRXUFHYV

$VSLULQJ VWDWH EXLOGHUVY DUH DOVR FRQIURQWHG ZLW
FRXOG QRWKRSHWRFROOHFWWD[HVRUHYHQPDLQWDLQW
HUIXOJURXSV 7KLVLVHVSHFLDOO\LPSRUWDQWIRUD QHZ
ZHDNDPRQJORFDO SRSXODFHV 2IFRXUVHUXOHUV FDQ UH\
IURP VKLUNLQJDQG ORFDO SRSXODFHV IURP WD[HYDVLRQ |
FRHUFLYHDSSDUDWXV LV Y$QDBRWMWO\D WHIYMYH DQG FKHDSHL
LVWRLQGXFHFRPSOLDQFHDPRQJDJHQWY E\ SURYLGLQJ L
WULQVLFDOO\GHIHUULQJ WR WKHUXOHUDQG DFFHSWLQJI
FDQ SURYLGH FDUHHU RSSRUWXQLWLHV WR WKH HOLWHYV D1
UHYHQXH WR HQULFKWKHPVHOYHYV , QRWHWKDW FRPSOLD
&DWKROLF &KXUFKLQGRFWULQDWLRQLQ XQLYHUVLWLHV L
ZKRP HQGHG XS DV GH IDFWR IXQFWLRQDULHV RI PHGLHYD!
LPSRUWDQW FODVV RI PLOLWDU\ SHD & RQWAHODUBP/R B GPQ D]
LQVSHFLDO VFKRROV DIWHUKDYLQJEHHQH[WUDFWHG IUR
VWDWH30OHY\" LQ &KLQD LW ZDV WKH &RQIXFLDQ EHOLHI V\'
VWUDWH LWV XQGHUVWDQGLQJLQ WKH H[DP V\VWHP IRU U}
,QVXP LQWKHDEVHQFHRI WKHVHFXULW\LPSHUDWLYH UD)>
DUH VWURQJO\ VRFLDOL]HG LQWR WKH H[LVWLQJ SROLWLF
IHFWLYHJHQHUDWLQJFRPSOLDQFHDPRQJORFDO JHQWULF
GLVFKDUJHRI GDLO\URXWLQHDGPLQLVWUDWLRQ RQ EHKD



$OWHUQDWLYH ([SODQDWLRQ

$QDOWHUQDWLYHH[SODQDWLRQIRUWKHDSSRLQWPHQW S
WLRQ +LVWRULFDOO\ DJUDULDQ HPSLUHV ZHUH YHU\ YXO
RSPHQW RI VWDWH LQVWLWXWLRQV LQ DJUDULDQ HPSLUHYV
DQG FOLPDWLF FRQGLWLRQV WKDW DUH DVVRFLDWHG ZLW
WKDW ZHUH SURQH WR QDWXUDO GLVDVWHU UXOHUV H[HU'
ODWLRQV E\ FUHDWLQJ D VSHFLDOL]HRBEXUBPX2BUDPDNHW
FDVHIRU WKH K\GUDXOLF GHVSRWLVP RI WKH &KLQHVH (PS
WLRQ IDFLOLWDWHG WKHULVHRIDVSHFLDOL]HG EXUHDXF
FRRUGLQDWLRQ SUREOHP E\ PDLQWDLQLQJ FRQOVURO®RYHL
JXHV WKDW WKHFRQWURORYHU ZDWHU ZDV D SULPDU\ GULY
FDSDFLW\ 7KH ORJLF RI WKH K\GUDXOLF GHVSRWLVP WKHR
XQLwv W VXJIJHVWYV WKDW WKH &KLQHVH (PSHURUV PD\ KI
WR WKHQHHG IRULUULIJDWLRQDQG DJULFXOWXUDO GHYHO
WKHHPSHURUV DSSRLQWHG SUDFWLFDOO\ RULHQWHG RIIL
GLVDVWHUV RUKDG WKHDJULFXOWXUDO VXLWDELOLW\RI I
FRQWURO LV HSHFWHG WR EHPRUHFRQFHQWUDWHG
+RZHYHU VXFKDQDUJXPHQW GRHV QRW SD\VXIILFLHQW I
VWDWHY KDG WR UHO\RQ ORFDOLQWHUPHGLDULHV WR JRY
VRFLHW\ LV FRQFHQWUDWHG SRZHU 1R RQH ZLOO GHQ\ WK
XQGHU FHUWDLQ FLUFXPVWDQFHY WKH PRVW LPSRUWDQW
DJUDULDQ HPSLUHV +RZHYHU WKHFHQWUDO UXOHU KDG W
EHH[WUDFWHG IURP VRFLHW\ ZLWK ORFDO HOLWHV )XUWK



LV XQFOHDU WKDW FHQWUDO UXOHUV DSSRLQWHG SUDFWLF
SURGXFWLRQ

WXUHDXFUDWLF $SSRLQWPHQW DQG

+RZGR GLITHUHQW NLQGV RI VWDWH DJHQWYV DIIHFW GRZQV
ODWLRQVKLS EHWZHHQ EXUHDXFUDWLF VWUXFWXUH DQG .
ZKR DUJXHV WKDW WKH IXQGDPHQWDO YDOXH RI EXUH
IRXQGDWLRQV RIHFRQRPLFHIILFLHQF\ $ EXUHDXFUDF\ LV
PLQLVWUDWLRQ DQG LWV SXUHVW IRUP LV GLVWLQJXLVKH
VSHFLDOL]DWLRQ DOLIH ORQJFDUHHU DQG UXOH EDVHG
ODQ\RI WKHVH VWUXFWXUDO FKDUDFWHULVWLFV DUH WK
RXVO\VWXGLHGDQGWHVWHG 2QHRIWKHPRVWLPSRUWDQ
UHFUXLWPHQW ,QGHHG PHULWRFUDF\ LV DERXW VHOHFW
FRPSRVHG RI3JRRG W\SHV ' FDQ LQFUHDV 1DV WCHYVH W B 8 [)HL\W
RIWKH ZRUNLQJV RIJRYHUQPHQW XOWLPDWHO\ GHSHQGV |
KRQHVWDQG FRPSHWHQW RIILFLDOV DUH WKH PRVW GHVLU
LPSOHPHQWHUV RI QDWLRQDO SROLF\DQG DV VXFK DUH D
J)DFLQJ WKH VDPH VRFLDODQG SROLWLFDO FRQVWUDLQWYV
WKHVHOLPLWLQJIDFWRUV RQKLVRUKHUSHUIRUPDQFHDQ
7TKHVH OLPLWLQJIDFWRUV DUH HVSHFLDOO\ FUXFLDO ZKHQ
DYDLODEOH UHVRXUFHV DQ RIILFLDO FDQ XVH 7KH PDMRU
WKHUXOHU DW WKH SROLWLFDO FHQWHU &RPSHWHQFH LV
UHVRXUFHV WR DFKLHYHUHJLPH JRDOV
(PSLULFDOO\ PHULWRFUDWLF UHFUXLWPHQW LV GHILQH



VHUYLFH LV PHULWRFUDWLF LI WKH VFUHHQLQJ LV EDVHG F
‘HEHU ,QRQHUHODWHG DUWLFOI 5DXKKOG® FILRQW QD
GDWDVHW WR PHDVXUH KRZPHULWRFUDWLF D FRXQWU\TV E
RQHFRQRPLF G\QDPLVP 2QHRITXHVWLRQV WKH\LQFOXGH
SUR[LPDWHO\ZKDW SURSRUWLRQ RI WKH KLJKHU RIILFLDOV
YLD D IRUPDO H[DPLQDWLRQ V\VWHP"’

7KH OLWHUDWXUH RQ GHYHORSPHQWDO VWDWHY SURYLC
SRWKHVLVRIPHULWRFUDWLFUHFUXLWPHQW 7KLV OLWHUL
LQGLYLGXDOFRXQWULHVDQGIRFXVHG SBDP B ULOO RIQ[ CCPLW
KRZ-DSDQYTV OLQLVWU\RI ,QWHUQDWLRQDO 7UDGH DQG ,QC
WLRQ 7KHPHULWRFUDWLFVHOHFWLRQLVEDVHG RQ HOLW
WZR VHSDUDWH PHFKDQLVPV WR LQIOXHQFH HFRQRPLF JUF
FRPSHWHQW SHRSOH 6RPROGE WKBIFWVH IRUKRZDFRPSHW
LV DEOH WR UHGXFH FRRUGLQDWLRQ FRVWV E\ OHYHUDJLQ
HQFHRIVWXG\LQJDW HOLWHHGXFDWLRQDO LQVWLWXWLR
EXUHDXFUDWYVY ZKR ZRUNHG LQ WKH HFRQRPLF VHFWRU

$Q HPSLULFDO SUHGLFWLRQ IROORZLQJ WKH WKHRUHWL
SHWHQW DQG OHVV SXEOLF PLQGHG RIILFLDOV DUH VHOHF!
RUJDQL]DWLRQV DQG EXUHDXFUDWLE SHUIRUPDQFH ,W FR.
FRPSHWHQW LQ WKHLURZQ VSHFLILHG WDVNV WKHUHIRUH

+RZHYHU EXUHDXFUDF\ LQPDQ\FDVHY LVQRWGHVLJQH
WLPHV DW OHDVW URXWLQHDGPLQLVWUDWLRQ GHSHQGV |
UHTXLUH WHFKQLFDO WUDLQLQJ ,Q PDQ\FDVHV EXUHDXF
UXOHUV XVH WR EXLOG FRDOLWLRQV ZLWK VXSSRUWHUV DQ



ORUH VSHFLILFDOO\ LW LV FULWLFDO WR GLVWLQJXLVK |
JRYHUQDQFH UHVXOWY OHULWRFUDF\RQO\IRFXVHV RQ Wt
DIRUPDO VWDQGDUGL]HG WHVW WR VHOHFW SRWHQWLDO
PHULWRULRXVJRYHUQDQFH EHFDXVH WKH VHOHFWLRQ FU
WKHDGPLQLVWUDWLYHFDSDELOLWLHY 7KHVHOHFWLRQ Z|
IRUWKH SRVLWLYH UHODWLRQVKLS WR ZRUN $ PLQLPDOL
WKH QRWLRQ RI IRUPDO H[DPLQDWLRQ EXW OHDYHV ZKDW "
GLVFXVVLRQ ([DPV DQG RWKHU FUHGHQWLDOV PD\ QRW V.
IXQFWLRQ PDLQO\ DV WKH VRFLDOL]DWLRQ SODWIRUP IRU
FROOHFWLYHLGHQWLW\LQWR SURVSHFWLYHRIILFH KROG!|

$OWHUQDWLYHO\ WKH SDWURQDJH VIVWHP LV NQRZQ IR
KDV DFFHVV WR EHWWHU LQIRUPDWLRQ RI WKH DJHQWYV ,Q
VHUYLFHUHIRUPVLQ %ULWDLQDQGWKHS8 6 LQWKHOQLQHWH
DGDSWDELOLW\RIWKH SDWURQDJH V\VWHP DQG FKDOOHQJ
VIVWHP &DPSEGNRZURQHN

6RIDU P\DUJXPHQW FRQFHUQV WKH PRWLYDWLRQV EHKL
ILFLDOV QRW ZKHWKHU RIILFLDOV DFFRPSOLVKHG WKH LQ
QDWLRQDO HOLWHVY LQWHQWLRQV ORFDO RIILFLDOV FRQ
7KLV FDQ KDSSHQ IRULQVWDQFH LI ORFDO SRSXODWLRQV
JRDOV RULIWKHVWDWH IDLOVWRFRRUGLQDWH EHWZHHQ \

+\SRWKHVHYV

7TKHPRVWLPSRUWDQW UHJLPH JRDO LV WRDFKLHYHD PRQR
VLWXDWLRQIRUQHZVWDWHY 1HZVWDWHVIDFHYDULRXVF



"!uv 5HFUXI}W{$SSRLQ}W[3HUIRU}PDQFH

JLIXUH JORZ RI$UJXPHQW

TKHUHIRUH WKH SUHVVLQJWDVNLV WR HOLPLQDWH LQWH
WDVN UXOHUV QHHG WR EXLOGDQG PDLQWDLQDQ HIILFLHC
WKHYLROHQFHDQGH[WUDFWLRQRIILVFDOUHVRXUFHV HII
WLPH SHULRG

+\SRWKHYXIHNQ WKHUHLVDPLOLWDU\FKDOOHQJH UXOHUYV DS
DQGILVFDO UHVRXUFHYV

$VSLULQIJVWDWH EXLOGHUVIDFHSRWHQWLDOO\GLVOR\
7TKH\FDQ QRW KRSHWR FROOHFW WD[HVRUHYHQPDLQWDLC
WKHP ,Q WKHDEVHQFH RI WKH VHFXULW\LPSHUDWLYH UX
ZKR DUH VWURQJO\ VRFLDOL]JHG LQWR WKH H[LVWLQJ SROL
HITHFWLYHO\ JHQHUDWLQJ FRPSOLDQFH DPRQJ ORFDO JHQ
WKHLU GLVFKDUJH RIGDLO\URXWLQHDGPLQLVWUDWLRQ R

+\SRWKHMLWKH DEVHQFH RIPLOLWDU\ FKDOOHQJH UXOHU\
WXUDO WUDLQLQJ

JRUHPSLUHV VWDWHDJHQWV KDYHGLITHUHQW UHVRXUF|
EXLOGLQIJDQG DUHGHSOR\HGDFFRUGLQJO\ 7KLV ORJLF V;
VLIQHGWRLPSURYHHIILFLHQF\ GHILQHGDVLPSURYLQJVR
GXULQJ SHDFHIXO WLPHV URXWLQHDGPLQLVWUDWLRQ GH
GRHVQRWUHTXLUH WHFKQLFDO WUDLQLQJ 7KHWKLUG HPE



ZKR KDYHPLOLWDU\DQGILVFDOUHVRXUFHV GR QRW SHUIR
KDYHLGHDWLRQDO UHVRXUFHYV

+\SRWKH&VWWOVWWH DIJHQWY ZKR KDYH PLOLWDU\DQG ILVFDO U
WKDQ VWDWHDJIJHQWYV ZKR KDYH FXOWXUDO WUDLQLQJ

7KHEURDGHU FRQWRXU RI WKH DUJXP HIQUY W V WRDMH.] HE
URQPHQW GHWHUPLQHY UHJLPHJRDOV ,IWKHVWUDWHUJILF |
WLRQIRUSRZHUWKHQ UXOHUV KDYHWR SULRULWL]JHPLOLW
WKDW WKH\ZLOO FKRRVHWR LPSURYHRUJDQL]DWLRQDO HI|
WR WKH VWDWH UXOHUV FDQUHFUXLW VWDWHDJHQWYV IUR]
LQJO\

(PSLULFDO 6 WUDWHJ\
(PSLULFDO &RQWH[W

, SODFHP\DUJXPHQW ZLWKLQ WKH KLVWRULFDO FRQWH[W R
ZKHUH WKH HWKQLF PLQRULW\ RI ODQFKX FRQTXHURUV FDP
DQG NHSW ILUP FRQWURO RY H UAKWMD WHHSR DHOUG IRIUQ H U H FDV
UHWLFDOO\LPSRUWDQW IRUXQGHUVWDQGLQJ VWDWH EXL
&KLQDGLG QRWHYROYHLQWR D PRIGHU Q' LIQMADFFRD QW KD @4 |

6WDVDYDJMNX\DPDD 7KH 4LQJ '\QDVW\LV HVSHFLDOO\ |
*UHDW 'LYHUJHQFH DV DURXQG WKH VKDUH RI &KLQHVH
EXW WKH VHFRQG KDOI RI WKH 4LQJ '\QDVW\ ZDV FKDUDFWH

'LITHUHQW KLVWRULDQV KDYHJLYHQ GLIITHUHQW HVWLPDWHY RI KRZ F
&KLQD ,QJHQHUDO WKHFRQVHQVXVLVWKDWWKHUHZHUHDSSURI[LPD!



3RPHUDQ] (PSLULFDOO\ WKH &KLQHVH FDVH DOVR RIIHUYV
WXQLW\ WR H[DPLQH VWDWH IRUPDWLRQ EHFDXVH Rl WKH C
GRFXPHQWYV )DLUPHONLQJ RXW Rl WKH G\QDVWLEF ZDU WK!
IDFHG HQRUPRXV SUHVVXUH ZLWK UHVSHFW WR FRQVROLG!
VNLOOIXOO\PDQHXYHUHG WKH VWDWH DGPLQLVWUDWLRQ
FRQVROLGDWH WHUUWKWR U\ D(OHOPLIRQV W

$ NH\HPSLULFDO FKDOOHQJH WR WKH VWXG\ RI VWDWH E
DYDLODELOLW\LVVXH 6XFKDVWXG\UHTXLUHV V\VWHPDWL
DSSRLQWPHQW SDWWHUQV EXW VXFK UHFRUGYV FDQ EH FKI
UHDVRQV

,Q WKH FDVH Rl &KLQD IRUWXQDWHO\ D XQLTXH GDWD V
JDJHWWHHNQJIZKL LV RQH RI WKH PRVW LPSRUWDQW VRXUF¢
KLVWRULFDO &KLQD 7KHVHDUH ZULWWHQ GREFXPHQWYV WKI
E\ORFDO JRYHUQPHQWV DQG JHQWU\ DQG RIWHMQA&MRQPGHG
WKH JDJHWWHHUV DUHLQ FODVVLFDO &KLQHVH 7KHVHJD]F
PDWLRQ DERXW WKH ORFDO HFRQRP\ JHRJUDSK\ EXUHDXEF
LWLV FRPPRQ IRUJDJHWWHHUV WR SURYLGH WKH ELRJUDSK
ORFDO IDPLOLHY DQG ELRJUDSKLHV RIRIILELDOV 7KDW L\
VRXUFHRILQIRUPDWLRQ ZLWK ZKLFK WR VWXG\LPSHULDO ¢

7KH ILUVW VWHS WR RYHUFRPLQJ WKH GDWD SUREOHP L\
JDJHWWHHUV LQ WKH SURYLQFHV RI &KLQD SURSHU HDFI

7TKH ZULWLQJ DQG SXEOLVKLQJ WKH ORFDO JDJHWWHHUV LQ &KLQD KI
FDQEHWUDFHG EDFN WR WKH :D&JU 4&] 6 \VRYWMHWBHIMIZEGV QRVE XQWLO W

$'& $ WKDW WKHLPSHULDO JRYHUQPHQW EHFDPH GLUHFWO\LQYR
FRPSLODWLRQ SULQWLQJ DQG VXEPLVVLRQ RI SULQWHG ORFDO JD]HYV
FRPSLODWLRQDQG SULQWLQJRIORFDOJDJHWWHHUYV



SUHIHFWXUHYV 3URYLQFLDOJD]JHWWHHUV DUH XVHG ZKHQ'!
ZKHQ SURYLQFLDOJD]JHWWHHUV GRQRW KDYHUHOHYDQW L

OHDVXULQJS5HFUXLWPHQW &KDQQHC

7R RSHUDWLRQDOL]H ZKHWKHU RIILFLDOV KDG WKH VNLOO
LQGXFHPHQW LQIRUPDWLRQDERXWKRZRIILFLDOV ZHUH UF
OHYHUDJHG &UXFLDOO\ DFDGHPLF GHJUHHV ZHUH WKH SU}
LQ ,PSHULDO &KLQD (DFK UHFUXLWPHQW SDWK KDG PXOW
WKH H[DP VIVWHP KDG WKH PRVW FRPSOH[ VIVWHP RI DFDG|
FKDQQHO IURP DFDGHPLF GHJUHHV EHFDXVH HDFEK GHJUHH
UHFUXLWPHQW FKDQQHO )RU HMDOBWHP BB QR DQHGX\GAHKRD |
SDVVHG WKH KLJKHVW OHYHO RI WKH ,PSHULDO &LYLO 6HU
VWX QHOW VKHQIHIHUY WR D VWXGHQW ZKR SXUFKDVHG DQ
DW WKH ,PSHULDO &ROOHJH DOGVKSDQKHD QW D FHX\GW R GH
LQKHULWHG DQ DFDGHPLF GHJUHH

, DOVR FRGH WKH HWKQLFLW\ RI RIILFLDOV ,Q WKH FDVH
ODQFKX ORQJRO RU+DQ %DQQHUPDQ ORFDO JDJHWWHHU\
JRUL]JHODQFKX ORQJRO DQG +DQ &KLQHVH %DQQHUPHQ DV
E\WKHKLVWRULFDO IDFWWKDW ERWK ORQJROVDQG +DQ %L
WKH ODQFKXV DQG WKH\ZHUHDOVR VHDVRQHG ZDUULRUV E
WKH PLOLWDU\V\WWHP RI WKH (LIKW %DEmMMHYNVU ¥LVWRB ZBD
VIVWHP LQ ZKLFK HDFK EDQQHU UHSUHVHQWHG D XQLW R1 U
DEFWLYLW\DQG PLOLWDU\ FD®RSDLJQ (OOLRWW

6WDUWLQJIURPWKHODWH V WKHODQFKXVVWDUWHGLQFRUSRUDW



OHDVXULQJOLOLWDU\ &KDOOHQJHYV

7R PHDVXUH PLOLWDU\ FKDOOHQJHY GDWD RQ ZDU LQ 4LQ.
VRXUFH RQ FBQIDUAW Q&KL QDIKR'QQDXRVOHEDL JKDQ]KHQJ C
[S&}rEMV SXEOLVKHG E\ &KLQHVH 3HRSOHYV /LEHUDWLR
WH[WLVLQ&KLQHVHDQG GRFXPHQWV DOOFRQIOLFWY WKD\
'"\QDVW\ WR ZKHQ WKH 4LQJ '\QDVW\FROODSVHG

,FRGH WKH RFFXUUHQFH RI FRQIOLFW EHWZHHQ 4LQJ PLC(
SUHIHREMDXWH7KH HQG RI D ZDU LV UHJLVWHUHG ZKHQ WKH H
ZLWKGUHZ IURP WKH SUHIHFWXUH 7KH ORFDWLRQ LV UHJL)
LVWUDWLYH XQLWV LQ WKH RULJLQDO WH[W VR, PDQXDOC
XQLWV WR SUHIHFWXUHV LQ WKH 4LQJ'\QDVW\ OLOLWDU\FF
SURSHU VXFK DV WKHFDPSDLJQV DJDLQVW WKH =XQJKDU *}
LQ WKH VDPSOH EHFDXVH GLUHFW EXUHDXFUDWLF UXOH ZD

OHDVXULQJ *RYHUQDQFH 2XWFRPHYV

6WDWH SHUIRUPDQFH LV PHDVXUHG E\ XVLQJ SXEOLF JRRG)
OLHI DQG ORFDO FKDULWLHY WR PHDVXUH WKH VWDWHTYV DI
)DPLQH VWULNHY FRXOG HDVLO\ GLVSODFH PLOOLRQV RI St
VEDOH UHEHOOLRQV GHVWDELOL]LQJWKHUHMIR®A VR QUK H
VWDWH HVYWDEOLVKHG D QDWLRQ ZLGH JUDQDU\ VI\VWHP D
SHUFHQW RI JRYHUQPHQW UHYHQXHV SHU \ /X RQ IGILL\IDY

RUZHUHDOOLHG ZLWK LQWR WKH (LIKW %DQQHUYV VAIVWHP 7KH +DQ &KI
UHSODFHPHQWV IRUODQFKX VROGLHUYVY ZKR GLHG RQ WKH EDWWOHILHC
VIVWHP RYHU WLPH WKHODQFKXV GHFLGHG WR IRUP D VHSDUDWH JURX
LQIDQWU\VXSSRUMX(OOLRWW



GDWD VRROFHHFWLRQV RQ (FRQRPLF +LVWRU\ IURPQKH 9HU
IDPLQHUHOLHIHIITRUWV LQFOXGH GLVWULEXWLRQRIITUHH F
/LX

(VWLPDWLRQ
+\SRWKHVHV DQG

+\SRWKHVHVY DQG KROGWKDWZKHQWKHUHLVDPLOLWDU\
SRVVHVV PLOLWDU\DQG ILVFDO UHVRXUFHV ,Q WKH DEVHQ
RIILFLDOV ZKR KDYH FXOWXUDO UHVRXUFHYV

,H[DPLQHWKH GDWD RQ SUHIHFWXUDO DSSRLQWPHQWV L
DELOLW\ RI REVHUYLQJ DQ H[PBW NZFRH & HQ B B H H/AHVQX\WUHHG
IROORZLQJHTXDWLRQ

$SSRLQWPHIEWRQKLO WFRHWYV WKDQ \HDUV DIWHU ZDU

XV, [2, G, e

5

7KH ULJKW K D&QRQY W/IDMNMHE/OHD OXH R1 L1 WKH SUHIHFWXUH
HQFLQJD FRQIOLFWDQG RWWWWEXKIDWH \HOH YIQUGNDREDORHRIY 110! LT
SUHIHFWXUH KDG H[SHULHQFHG D FRQIOLFW LQ WKH SDVW
LQGLFDWRUV IRUFRQIOLFW LV WKDW WKH\DOORZPH WR H[D
DSSRLQWPHQW GXULQJD WUDQVLWLRQDO SHULRG DQG D SI

7KH GHSHQGH®SSRDQWPEHAHL QGLFDWRU IRU ZKHWKHU W
FUXLWHG LQWR WKH VWDWH DGPLQLVWUDWLRQ YLD WKH ,P



WDNHV WKH YDOXHRI LIWKHSUHIHFW ZDV UHFUXLWHG WK
LIWKHSUHIHFWREWDLQHGDQDFDGHPLFGHJUHH WKURXJK
SXUFKDVLQJDQDFDGHPLF GHJUHH LQKHULWLQJDQDFDGFH
RU\ SUHGLFWV WKDW WKH SUREDELOLW\RIDQ H[DP RIILFLD
DFRQIOLFW KDV WDNHQ SODFHEXW D QXOO HIIHEW VKRXOG
WR VORZ FRPPXQLFDWLRQ

7R WKH H[WHQW WKDW WKH ORJLF RI DJULFXOWXUDO SUR
RIUXOHUV P\HVWLPDWHV PD\EH ELDVHG ,DFFRXQW IRU W
K\SRWKHVLV E\ FRQWUROOLQJIRUWKHLQFLGHQFH RI GLVE
DQG GURXJKW DV ERWKDUHGLVUXSWLYHWRDJULEXOWXU!
WKDW VPDOO VFDOH VFDWWHUHG GLVDVWHUYV GLG QRW S|
WHUV WKDW WRRN D PDVVLYH WROO RQ KX P D QVKIXWHAVRIOV R
IRUWKH VFDOH RI WKH GLVDVWHU +HUH , XVH GLVDVWHU L
ZKRLQFOXGH WKUHH LQGLFDM.RUW RQ 'G VDIYWMHAFHGFLGHQ|
WLRQDO 'LMDDAMWHHUI YDULDEOHV WDNH WKH YDOXH RI LIDG
REFFXUUHG L@ 5 Q&I HEWXDUH

7KHUHJUHVVLRQDOVR LQFO X6 HVFRS KM WHW X XH IR EN G H ¥ H
LQYDULDQW KHWHURJHQHLW\ DFURVYV GLIITHUHQW SUHIHEW
FRQGLWLRQV DQG FURS VXLWDELO L \W,RDIDR/FRR IX@PFND MRAMHJI \HHC
SROLF\VKRFNWR WKHHPSLUH ,UHSRUW UREXVW VWDQGD|

+\SRWKHVLV

+\SRWKHVLV KROGV WKDW PHULWRFUDWLFDOO\VHOHFWH
QDQFH ,Q WKHDEVHQFH RI GLVDVWHUV ORFDO FKDULWLF



RWKHU QHFHVVLWLHY WR WKH SRSXODWLRQ $SDUW IURP
VRPHWLPHVY UHFHLYHG GRQDWLRQV IURPORFDO JHQWU\DQ
OLVKPHQW RI QHZ FKDULWLHV KDVWR EHDSSURYHG E\ ORFI
ZKR WDEXODWHG IRXU W\SHV RI FKDULWDEOH RUJDQL’
UHOLHI RUSKDQDJHV PRUWXDULHVY DQG ZLGRZVY KRXVHV
UHJLVWHUHG DW WKH FRXQW\ OHYHO DQG , DJJUHJDWH WK
DQDO\VHYV
7KHUHODWLRQVKLS EHWZHHQ EXUHDXFUDWLFDSSRLQWI
? DW WEPB® EH UHSUHVHQWHG E\WKH IROORZLQJHTXDWLRQ

6WDWH 3H bkl R UBBGRH QWP K@ W-, &, me

7KH ULJKW KD$SSRDOQWPBPENBWYDOXHRI LI WKH SUHIHFWX
\HDU ZDV EHLQJJRYHUQHG E\DQ H[DP RIILFLDO DEND VRAV K H |
SHUIRUBQGEHDWHY WKH SXEOLF JRRGV DQG VHUYLFHV LQ |
UHOLHIDQG FKDULWLHV $V EHIRUH WKHUHJUHY¥W.RQ DOV
FDSWXUH XQREVHUYHG EXW WLPH LQYDULDQW KHWHURJHC
DFFHVV WR ZzDWHUZD\V FOLPDWH FRQGLWLRQY% DQH FURS
LQFOXGHG WR DFFRXQW IRUJHQHUDO SROLF\VKRFNV WR ID
UHSRUW UREXVW VWDQGDUG HUURUV FOXVWHUHG E\ SUHIH
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