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ABSTRACT
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recession. A comparison of several central economic variables indicates that the 2001 recession was the
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the least severe box, a “category I recession,” along with the 1963 and 1967 non-recessions. The paper

next examines the behavior of profits in recent years and shows that financial finagling has infected the

aggregate profits numbers. Finally, the study constructs a measure of the forward-looking return on

equities and concludes that the prospective real yield on equities in early 2002 is at its low point of the

last half-century.
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7KH�0LOGHVW�5HFHVVLRQ�

2XWSXW��3URILWV��DQG�6WRFN�3ULFHV�DV�WKH�8�6�

(PHUJHV�IURP�WKH������5HFHVVLRQ

:LOOLDP�'��1RUGKDXV�

<DOH�8QLYHUVLW\

$SULO���������

$V�RI�$SULO�������WKH�VLJQV�RI�HFRQRPLF�UHFRYHU\�DUH�VSURXWLQJ�OLNH�VSULQJ

IORZHUV��7KH�8�6��KDV�HPHUJHG�IURP�WKH�VKRUW�EXW�SDLQIXO�ZLQWHU�WKDW�IROORZHG�WKH

DVVHW�EXEEOH�EXUVW�LQ�HDUO\������DQG�WKH�DQ[LHW\�IROORZLQJ�WKH�HYHQWV�RI������DQG

WKH�DQWKUD[�VFDUH�LQ�WKH�IDOO�RI������

7KLV�UHSRUW�DGGUHVVHV�WKH�FXUUHQW�VWDWH�RI�WKH�HFRQRP\��:KDW�ZHUH�WKH�VDOLHQW

FKDUDFWHULVWLFV�RI�WKH�UHFHVVLRQ"�:KDW�LV�WKH�FXUUHQW�VWDWH�RI�WKH�HFRQRP\"�+RZ

GRHV�WKH�ODWHVW�EXVLQHVV�F\FOH�FRPSDUH�ZLWK�HDUOLHU�F\FOHV"�:KDW�DUH�WKH�LQLWLDO

FRQGLWLRQV�DQG�WKHUHIRUH�WKH�SURVSHFWV�IRU�UHFRYHU\"�:KDW�DUH�WKH�FRQGLWLRQV�RI

SURILWV�DQG�HTXLW\�PDUNHWV"�,W�LV�FOHDUO\�WRR�HDUO\�WR�ZULWH�WKH�GHILQLWLYH�HFRQRPLF

KLVWRU\�RI�WKH�UHFHQW�GRZQWXUQ��EXW�LW�ZLOO�EH�XVHIXO�WR�GHVFULEH�WKH�WHUUDLQ�DV�LW

DSSHDUV�LQ�HDUO\������

���������������������������������������������
��7KLV�SDSHU�ZDV�SUHVHQWHG�DW�WKH�$SULO�PHHWLQJ�RI�WKH�%URRNLQJV�3DQHO�RQ�(FRQRPLF�$FWLYLW\�

,�DP�JUDWHIXO�IRU�KHOSIXO�VXJJHVWLRQV�IURP�5D\�)DLU��*HRUJH�+DOO��.HQ�3HWULFN��DQG�PHPEHUV

RI�WKH�3DQHO�
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������7KH�PLOGHVW�UHFHVVLRQ

7R�EHJLQ�ZLWK��LW�DSSHDUV�WKDW�WKH������UHFHVVLRQ�ZDV�H[WUHPHO\�PLOG��5HDO

*'3�EDUHO\�GHFOLQHG�LQ�ODWH�������DQG�XQHPSOR\PHQW�URVH�UHODWLYHO\�OLWWOH��:DV�LW

UHDOO\�D�UHFHVVLRQ"�)RU�WKDW�PDWWHU��ZKDW�LV�D�UHFHVVLRQ"

)URP�WKH�SRLQW�RI�YLHZ�RI�HFRQRPLF�ZHOIDUH��EXVLQHVV�GRZQWXUQV�DUH

XQGHVLUDEOH�DQG�WKHUHIRUH�WKH�VXEMHFW�RI�FRQFHUQ�DQG�VWXG\�EHFDXVH�WKH\�UHGXFH�WKH

QDWLRQ·V�RXWSXW�EHORZ�LWV�SRWHQWLDO��UHGXFH�SHRSOH·V�UHDO�LQFRPHV��DQG�FDXVH�WKH

HFRQRPLF�SDLQ�RI�LQYROXQWDU\�XQHPSOR\PHQW��7KH�1%(5�GHILQHV�D�UHFHVVLRQ�DV�D

SHULRG�ZLWK�´D�VLJQLILFDQW�GHFOLQH�LQ�DFWLYLW\�VSUHDG�DFURVV�WKH�HFRQRP\��ODVWLQJ

PRUH�WKDQ�D�IHZ�PRQWKV��YLVLEOH�LQ�LQGXVWULDO�SURGXFWLRQ��HPSOR\PHQW��UHDO

LQFRPH��DQG�ZKROHVDOH�UHWDLO�VDOHV�µ��7HFKQLFDOO\��D�UHFHVVLRQ�RU�FRQWUDFWLRQ�LV�D

SHULRG�RI�GHFOLQLQJ�HFRQRPLF�DFWLYLW\�EHFDXVH�LW�UHIHUV�WR�WKH�VORSH�RI�WKH�HFRQRP\·V

WUDMHFWRU\�UDWKHU�WKDQ�LWV�OHYHO�UHODWLYH�WR�D�KLJK�HPSOR\PHQW�EHQFKPDUN��)URP�DQ

HFRQRPLF�SRLQW�RI�YLHZ��KRZHYHU��WKH�OHYHOV�RI�RXWSXW��XQHPSOR\PHQW��DQG

HPSOR\PHQW�UHODWLYH�WR�D�KLJK�HPSOR\PHQW�EDVHOLQH�DUH�SUREDEO\�PRUH�LPSRUWDQW

WKDQ�WKHLU�GHULYDWLYHV�

7R�JDXJH�WKH�VHYHULW\�RI�WKH������UHFHVVLRQ�DV�FRPSDUHG�WR�HDUOLHU�RQHV��,�ILUVW

H[DPLQH�VRPH�RI�WKH�IXQGDPHQWDO�YDULDEOHV�LQYROYHG�LQ�EXVLQHVV�F\FOHV��)LJXUH��

VKRZV�D�PHDVXUH�RI�EXVLQHVV�FRQGLWLRQV�WKDW�LV�GHVLJQHG�WR�FDSWXUH�VXEVWDQWLDO

GHFOLQHV�LQ�RXWSXW��,W�VKRZV�DQ�LQGH[�WKDW�LV�]HUR�LI�WKH�HFRQRP\�LV�JURZLQJ�DQG

HTXDOV�WKH�WZR�TXDUWHU�JURZWK�UDWH�RI�UHDO�*'3�LI�WKDW�WHUP�LV�QHJDWLYH��7KH�VKDGHG

DUHDV�DUH�WKH�1%(5�FRQWUDFWLRQV��UHFHVVLRQV���7KLV�PHDVXUH�LV�DQ�DFFXUDWH�SUHGLFWRU

RI�1%(5�UHFHVVLRQV�LQ�WKDW�LW�FDOOV�HYHU\�1%(5�UHFHVVLRQ�EXW�KDV�QR�IDOVH�SRVLWLYHV�

���������������������������������������������
���)URP�WKH�1%(5�%XVLQHVV�&\FOH�'DWLQJ�&RPPLWWHH��0DUFK����������DW

KWWS���ZZZ�QEHU�RUJ�F\FOHV�UHFHVVLRQV�KWPO�
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7KH�ODWHVW�UHFHVVLRQ�EDUHO\�VQHDNV�LQ�WKH�GRRU��KRZHYHU��7KH�QHJDWLYH�JURZWK�IRU

�����LV�EDUHO\�YLVLEOH�DQG�LV�E\�D�ZLGH�PDUJLQ�WKH�VPDOOHVW�GRZQZDUG�VSLNH�RI�DQ\

UHFHVVLRQ�

$�FORVHO\�UHODWHG�LQGH[�RI�F\FOLFDO�FRQGLWLRQV�LV�WRWDO�QRQ�IDUP�HPSOR\PHQW��,I

ZH�FRQVWUXFW�D�VHULHV�RQ�WZR�TXDUWHU�JURZWK�UDWHV�OLNH�WKDW�LQ�)LJXUH����SHULRGV�LQ

ZKLFK�HPSOR\PHQW�KDV�GHFOLQHG�DUH�DOVR�JRRG�SUHGLFWRUV�RI�1%(5�UHFHVVLRQV��-RE

ORVV�ZDV�VXEVWDQWLDO��EXW�WKH�LQGH[�KDV�D�YHU\�VLPLODU�SDWWHUQ�DV�WKDW�LQ�)LJXUH���

ZLWK�WKH������UHFHVVLRQ�VKRZLQJ�D�WLH�ZLWK�����IRU�WKH�VPDOOHVW�SRVWZDU�GHFOLQH�

>1RWH�WR�(GLWRUV��7KH�JUDSK�VHHPHG�WR�DGG�OLWWOH��VR�,�GLG�QRW�LQFOXGH�LW�@

)LJXUH���VKRZV�DQ�DQDORJRXV�PHDVXUH�IRU�WKH�XQHPSOR\PHQW�UDWH��+HUH��WKH

OLQHV�VKRZ�IRXU�TXDUWHU�XQHPSOR\PHQW�UDWH�LQFUHDVHV�ZKHQ�SRVLWLYH�DQG�]HUR

ZKHQ�XQHPSOR\PHQW�LV�IDOOLQJ��UHFHVVLRQV�DUH�VKRZQ�DV�VKDGHG�DUHDV��,Q�WKLV

GLPHQVLRQ��WKHUH�DUH�VHYHUDO�IDOVH�SRVLWLYHV�LQGLFDWLQJ�WKDW�WKH�XQHPSOR\PHQW�UDWH

LV�D�OHVV�UHOLDEOH�LQGLFDWRU�WKDQ�UHDO�*'3��$�VOLJKW�PRGLILFDWLRQ�ZRXOG�KROG�WKDW

ZKHQ�WKH�IRXU�TXDUWHU�FKDQJH�LQ�WKH�XQHPSOR\PHQW�UDWH�LV�JUHDWHU�WKDQ��

SHUFHQWDJH�SRLQW��ZH�KDYH�D�UHOLDEOH�LQGLFDWRU�RI�UHFHVVLRQ��%\�WKH�XQHPSOR\PHQW�

UDWH�VWDQGDUG��WKH�ODVW�WZR�UHFHVVLRQV�DUH�WKH�PLOGHVW�LQ�SRVWZDU�KLVWRU\�

$�ILQDO�LQGLFDWRU�RI�EXVLQHVV�F\FOHV�LV�WKH�´RXWSXW�JDS�µ�ZKLFK�PHDVXUHV�WKH

SHUFHQWDJH�GLIIHUHQFH�EHWZHHQ�SRWHQWLDO�DQG�DFWXDO�*'3��7KH�DQDO\VLV�RI�JDSV�LV

FRQWURYHUVLDO�EHFDXVH�RI�WKH�GLIILFXOWLHV�LQ�GHILQLQJ�DQG�PHDVXULQJ�SRWHQWLDO�RXWSXW�

6RPH�FODVVLFDO�DSSURDFKHV�KROG�WKDW�RXWSXW�LV�HVVHQWLDOO\�DOZD\V�HTXDO�WR�LWV

SRWHQWLDO��VR�RXWSXW�JDSV�DUH�HLWKHU�GHILQLWLRQDOO\�]HUR�RU�TXLFNO\�GLVDSSHDU�

$PRQJ�VFKRROV�WKDW�EHOLHYH�LQ�JDSV��VRPH�KDYH�PHDVXUHG�JDSV�E\�LQWHUSRODWLQJ

EHWZHHQ�RXWSXW�SHDNV��2WKHUV�PHDVXUH�JDSV�E\�XVLQJ�2NXQ·V�/DZ�DQG�FDOFXODWLQJ

WKH�RXWSXW�GLIIHUHQFH�WKDW�LV�LPSOLFLW�EHWZHHQ�DFWXDO�RXWSXW�DQG�WKH�RXWSXW�WKDW

ZRXOG�EH�FRQVLVWHQW�ZLWK�D�EHQFKPDUN�XQHPSOR\PHQW�UDWH�VXFK�DV�WKH�1$,58��WKLV



�

LQ�WXUQ�JLYHV�ULVH�WR�RWKHU�DPELJXLWLHV�DERXW�ZKHWKHU�WKH�1$,58�LV�D�ZDJH�RU�SULFH

1$,58�DQG�WR�HPSLULFDO�GLIILFXOWLHV�LQ�PHDVXULQJ�WKH�1$,58�

)RU�SUHVHQW�SXUSRVHV��,�XVH�D�1$,58�EDVHG�PHDVXUH�RI�SRWHQWLDO�RXWSXW�EDVHG

RQ�HVWLPDWHV�RI�SRWHQWLDO�*'3�IURP�WKH�&RQJUHVVLRQDO�%XGJHW�2IILFH��&%2����)LJXUH

��VKRZV�WKH�RXWSXW�JDS��DJDLQ��RQO\�LI�SRVLWLYH��RYHU�WKH�SRVWZDU�SHULRG��7KLV

PHDVXUH�LV�SDUWLFXODUO\�LQVWUXFWLYH�EHFDXVH�WKH�JDS�PHDVXUHV�WKH�OHYHO�RI�HFRQRPLF

GLVWUHVV��ZKHUHDV�ERWK�)LJXUHV���DQG���PHDVXUH�WKH�UDWH�RI�FKDQJH�RI�RXWSXW�RU

XQHPSOR\PHQW��+HUH�DJDLQ��WKH������UHFHVVLRQ�LV�EDUHO\�YLVLEOH��,W�SDOHV�LQ�VL]H

UHODWLYH�WR�WKH�PDMRU�GRZQWXUQV�DVVRFLDWHG�ZLWK�WKH�WZR�RLO�VKRFNV�LQ���������DQG

���������%\�WKH�WKLUG�WHVW�������ZDV�DJDLQ�WKH�PLOGHVW�UHFHVVLRQ�LQ�WKH�SRVWZDU

SHULRG�

������7KH�KLJKHVW�WURXJK

$�VHFRQG�XQXVXDO�IHDWXUH�RI�WKH������UHFHVVLRQ�ZDV�WKDW�WKH�OHYHO�RI�RXWSXW

ZDV�UHODWLYHO\�KLJK�DV�WKH�HFRQRP\�HPHUJHG�IURP�UHFHVVLRQ��,Q�RWKHU�ZRUGV��DW�WKH

SRLQW�ZKHUH�WKH�HFRQRP\�UHDFKHG�LWV�WURXJK��ZKLFK�,�DVVXPH�ZDV�WKH�IRXUWK

TXDUWHU�RI�������WKH�JDS�EHWZHHQ�DFWXDO�RXWSXW�DQG�SRWHQWLDO�RXWSXW�ZDV�UHODWLYHO\

VPDOO�

)LJXUH���VKRZV�WKH�HVWLPDWHG�*'3�JDS�DW�WKH�WURXJK�RI�HDFK�SRVWZDU�1%(5

UHFHVVLRQ��DVVXPLQJ�WKDW�WKH�WURXJK�FDPH�LQ�WKH�IRXUWK�TXDUWHU�RI��������7KH�UHVXOWV

DUH�VWULNLQJ��7KH�WURXJK�RI�WKH������UHFHVVLRQ�ZDV�DV�FORVH�WR�SRWHQWLDO�RXWSXW�DV

DQ\�SRVWZDU�UHFHVVLRQ��RQO\�WKH������UHFHVVLRQ�VKRZHG�DV�ORZ�D�JDS��,QGHHG�WR�D

ILUVW�DSSUR[LPDWLRQ��WKH�HFRQRP\�ZDV�DW�LWV�SRWHQWLDO�DW�WKH�WURXJK�RI�WKH�UHFHVVLRQ�

7KLV�VWULNLQJ�IDFW�UHIOHFWV�WZR�IDFHWV�RI�WKH�PRVW�UHFHQW�UHFHVVLRQ��)LUVW��LW�ZDV�YHU\

PLOG�ZLWK�RQO\�D�VPDOO�GHFOLQH�LQ�RXWSXW��DV�VKRZQ�LQ�)LJXUH�����DQG��VHFRQG��LW
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VWDUWHG�IURP�D�SHDN�WKDW�KDG�H[WUHPHO\�KLJK�RXWSXW�DQG�ORZ�XQHPSOR\PHQW�IRU�D

SHDFHWLPH�SHULRG��7KLV�SRLQW�FDQ�EH�H[SUHVVHG�LQ�D�GLIIHUHQW�ZD\�E\�QRWLQJ�WKDW�WKH

XQHPSOR\PHQW�UDWH�LQ�WKH�IRXUWK�TXDUWHU�RI������ZDV�����SHUFHQW��ZKLFK�ZDV�FORVH

WR�PRVW�HVWLPDWHV�RI�WKH�FXUUHQW�1$,58��ZKLFK�FOXVWHU�DURXQG�������SHUFHQW�

7KH�KLJK�UDWH�RI�XWLOL]DWLRQ�LV�QRW��KRZHYHU��VKRZQ�E\�WKH�)HGHUDO�5HVHUYH

%RDUG�LQGH[�RI�FDSDFLW\�XWLOL]DWLRQ��7KH�LQGXVWULDO�SURGXFWLRQ�FDSDFLW\�XWLOL]DWLRQ

UDWH�DW�WKH�HQG�RI������ZDV�FORVH�WR�WKH�DYHUDJH�IRU�D�UHFHVVLRQ�WURXJK��,W�VKRXOG�EH

UHFDOOHG��KRZHYHU��WKDW�LQGXVWULDO�SURGXFWLRQ�UHIHUV�WR�RQO\�D�VPDOO�VOLFH�RI�WKH

HFRQRP\�²�DSSUR[LPDWHO\����SHUFHQW�RI�*'3�²�DQG�WKDW�WKLV�VOLFH�LV�ODUJHO\�WUDGDEOH

JRRGV�IRU�ZKLFK�GRPHVWLF�FDSDFLW\�XWLOL]DWLRQ�LV�LQFUHDVLQJO\�LUUHOHYDQW��RLO

SURGXFWLRQ�EHLQJ�WKH�PRVW�REYLRXV�H[DPSOH���7KH�PRVW�LPSRUWDQW�OLPLW�RQ�FDSDFLW\

LV�OLNHO\�WR�EH�ODERU�UDWKHU�WKDQ�PDQXIDFWXULQJ�FDSLWDO��VR�WKH�ORZ�UDWH�RI�FDSDFLW\

XWLOL]DWLRQ�LV�OLWWOH�FRPIRUW�IRU�WKRVH�ZKR�ZRUU\�DERXW�LQIODWLRQDU\�ULVNV�WKDW�ZRXOG

EH�HQFRXQWHUHG�ZHUH�D�GHIHQVH�VSHQGLQJ�OHG�UHFRYHU\�WR�EH�EULVN�RYHU�WKH�QH[W�IHZ

\HDUV�

,V�LW�WLPH�WR�UHWKLQN�WKH�GHILQLWLRQ�RI�UHFHVVLRQV"

%\�1%(5�EXVLQHVV�F\FOH�VWDQGDUGV�������LV�LQ�WKH�VDPH�FDWHJRU\�DV������RU

������7KLV�GLVFXVVLRQ�PLJKW�ZHOO�OHDG�RQH�WR�FRQFOXGH�WKDW�WKH�WUDGLWLRQDO�1%(5

EXVLQHVV�F\FOH�PHWKRGRORJ\��ZKLFK�LGHQWLILHV�RQO\�SHDNV�DQG�WURXJKV�ZLWKRXW

UHIHUHQFH�WR�WKH�GHSWK�RU�VHYHULW\�RI�WKH�GRZQWXUQ��LV�RXWGDWHG��7KLV�DSSURDFK�ZDV

UHDVRQDEOH�JLYHQ�WKH�PHDJHU�DQG�LQFRPSOHWH�GDWD�DYDLODEOH�ZKHQ�WKH�EXVLQHVV�

F\FOH�GDWLQJ�DSSURDFK�ZDV�LQYHQWHG�E\�0LWFKHOO�DQG�%XUQV���+RZHYHU��LQ�OLJKW�RI

��������������������������������������������������������������������������������������������������������������������������������
��,�UHYLVHG�GRZQZDUG�WKH�HVWLPDWHG�JURZWK�RI�SRWHQWLDO�*'3�LQ�WKH�����������SHULRG�WR����
SHUFHQW�SHU�\HDU�WR�UHIOHFW�WKH�PRVW�UHFHQW�&%2�HVWLPDWHV�
��6HH�SDUWLFXODUO\�:HVOH\�&ODLU�0LWFKHOO��%XVLQHVV�&\FOHV��%HUNHOH\��8QLYHUVLW\�RI�&DOLIRUQLD

3UHVV�������DV�WKH�EHJLQQLQJ�RI�WKH�EXVLQHVV�F\FOH�GDWLQJ�WUDGLWLRQ��7KH�PRVW�V\VWHPDWLF�VWXG\
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WKH�SOHQWLIXO��WLPHO\��DQG�FRPSUHKHQVLYH�GDWD�DYDLODEOH�WRGD\��ZH�FDQ�GR�EHWWHU

WKDQ�VLPSO\�IO\LQJ�JUHHQ�IODJV�RU�UHG�IODJV�GHSHQGLQJ�XSRQ�WKH�VORSH�RI�WKH

XQGHUO\LQJ�HFRQRPLF�LQGLFDWRUV��,Q�WKLV��,�DP�UHPLQGHG�RI�7MDOOLQJ�.RRSPDQV

FULWLTXH�RI�%XUQV�DQG�0LWFKHOO�PRUH�WKDQ�D�KDOI�FHQWXU\�DJR��´>(@YHQ�IRU�WKH

SXUSRVH�RI�V\VWHPDWLF�DQG�ODUJH�VFDOH�REVHUYDWLRQ�RI�VXFK�D�PDQ\�VLGHG

SKHQRPHQRQ�>DV�EXVLQHVV�F\FOHV@��WKHRUHWLFDO�SUHFRQFHSWLRQV�DERXW�LWV�QDWXUH

FDQQRW�EH�GLVSHQVHG�ZLWK��DQG�WKH�DXWKRUV�GR�VR�RQO\�WR�WKH�GHWULPHQW�RI�WKH

DQDO\VLV�µ�

$Q�DOWHUQDWLYH�DSSURDFK�ZRXOG�EH�WR�GHYHORS�TXDQWLWDWLYH�FULWHULD�DQG

FDWHJRUL]H�EXVLQHVV�GRZQWXUQV�LQWR�WKH�HFRQRPLF�DQDORJ�RI�WKH�6DIILU�6LPSVRQ

+XUULFDQH�6FDOH��7KLV�VXJJHVWLRQ�LQ�SDUW�UHIOHFWV�WKH�ILQGLQJ�WKDW�WKH�YRODWLOLW\�RI

RXWSXW��DORQJ�ZLWK�WKH�IUHTXHQF\�DQG�VHYHULW\�RI�EXVLQHVV�F\FOHV��LV�GHFOLQLQJ�LQ�WKH

8QLWHG�6WDWHV���,W�DOVR�LV�EDVHG�RQ�WKH�YLHZ�WKDW�EXVLQHVV�F\FOHV�DUH�PRUH�OLNH

KXUULFDQHV�WKDQ�SUHJQDQFLHV��LQ�WKDW�WKH\�DUH�H[WUHPHO\�GLYHUVH�LQ�WKHLU�VKDSH��VL]H�

DQG�GXUDWLRQ��,W�LV�LQ�SDUW�PRWLYDWHG�E\�WKH�YLHZ�WKDW�EXVLQHVV�F\FOH�G\QDPLFV�DUH

��������������������������������������������������������������������������������������������������������������������������������
ZDV�:HVOH\�&ODLU�0LWFKHOO�DQG�$UWKXU�)��%XUQV��0HDVXULQJ�%XVLQHVV�&\FOHV��1HZ�<RUN�

1DWLRQDO�%XUHDX�RI�(FRQRPLF�5HVHDUFK�������

��7MDOOLQJ�&��.RRSPDQV��´0HDVXUHPHQW�:LWKRXW�7KHRU\�µ�5HYLHZ�RI�(FRQRPLFV�DQG�6WDWLVWLFV�

YRO������������SS����������

��6HH�2OLYLHU�%ODQFKDUG�ZLWK�-RKQ�6LPRQ��´7KH�/RQJ�DQG�/DUJH�'HFOLQH�LQ�8�6��2XWSXW

9RODWLOLW\�µ�%URRNLQJV�3DSHUV�RQ�(FRQRPLF�$FWLYLW\���������

��7KH�SUHJQDQF\�RU�WZR�VWDWH�YLHZ�LV�DVVRFLDWHG�ZLWK�-DPHV�+DPLOWRQ��´$QDO\VLV�RI�7LPH

6HULHV�6XEMHFW�WR�&KDQJHV�LQ�5HJLPH�µ�-RXUQDO�RI�(FRQRPHWULFV��������YRO������SS���������$�ORRN

DW�)LJXUHV���WKURXJK����RU�D�PRUH�V\VWHPDWLF�H[DPLQDWLRQ�RI�WKH�WUDQVLWLRQ�PDWUL[�EHWZHHQ

GLIIHUHQW�VWDWHV�RI�WKH�HFRQRP\��ZRXOG�TXLFNO\�UHMHFW�WKH�YLHZ�WKDW�DOO�UHFHVVLRQV�DUH�D�VLQJOH

VWDWH�
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RIWHQ�JURXQGHG�LQ�ORFDO�LQVWDELOLWLHV�LQ�HFRQRPLHV�WKDW�FDQ�JURZ�LQWR�IXOO�VFDOH

GLVWXUEDQFHV�LI�WKH\�DUH�XQFKHFNHG�RU�WULJJHU�\HW�IXUWKHU�LQVWDELOLWLHV�

$V�D�VWDUW��,�ZRXOG�SURSRVH�FDWHJRUL]LQJ�UHFHVVLRQV�DFFRUGLQJ�D�VFDOH�RI�,

�SDXVH�LQ�HFRQRPLF�DFWLYLW\��WR�FDWHJRU\�9��VHYHUH�GHSUHVVLRQ���%DVHG�RQ�WKH�VL]H

DQG�GXUDWLRQ�RI�WKH�GHFOLQHV�LQ�JURZWK�UDWHV�DQG�JDSV�LQ�RXWSXW��HPSOR\PHQW��DQG

XQHPSOR\PHQW��,�ZRXOG�WHQWDWLYHO\�FODVVLI\�UHFHVVLRQV�DV�IROORZV�

&DWHJRU\�,��SDXVH�LQ�HFRQRPLF�DFWLYLW\� ����������������"

&DWHJRU\�,,��PLOG�GRZQWXUQ� ����������

&DWHJRU\�,,,��W\SLFDO�UHFHVVLRQ� ����������������������������

&DWHJRU\�,9��GHHS�DQG�SURORQJHG�UHFHVVLRQ� �������

&DWHJRU\�9��GHSUHVVLRQ� ����V

%DVHG�RQ�FXUUHQW�GDWD�DQG�SURVSHFWV��WKH������UHFHVVLRQ�LV�E\�IDU�WKH�PLOGHVW�RI�WKH

SRVWZDU�UHFHVVLRQV�

7KLV�´QHZ�YLHZµ�RI�EXVLQHVV�F\FOH�DV�KHWHURJHQHRXV�LQ�GXUDWLRQ�DQG�VHYHULW\

ZRXOG�DOVR�DOORZ�XV�WR�YLHZ�SHULRGV�RI�UHFRYHU\�DV�KLJKO\�GLIIHUHQWLDWHG��,Q�WKH

SUHVHQW�UHFRYHU\��ZKLFK�SUREDEO\�VWDUWHG�LQ�ODWH�������WKHUH�LV�OLWWOH�URRP�IRU�WKH

HFRQRP\�WR�H[SDQG�EHIRUH�LW�KLWV�WKH�LQIODWLRQDU\�GDQJHU�]RQH��$V�D�UHVXOW�

PRQHWDU\�SROLF\PDNHUV�DUH�OLNHO\�WR�KLW�WKH�EUDNHV�VRRQHU�DQG�KDUGHU�WKDQ�WKH\�GLG

LQ�HDUOLHU�UHFRYHULHV��$QG�WKH�VWLPXOXV�SDFNDJH�SDVVHG�LQ�0DUFK������ZLOO�EH�WKH

ODWHVW�H[KLELW�LQ�WKH�DUJXPHQW�WKDW�ILVFDO�SROLFLHV�DUH�JHQHUDOO\�LPSOHPHQWHG�WRR

PXFK��WRR�ODWH��DQG�ZLWK�WKH�ZURQJ�VLJQ�
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'HFLSKHULQJ�WKH�SURILWV�QXPEHUV

,�WXUQ�QH[W�WR�D�GLVFXVVLRQ�RI�WKH�FRQGLWLRQ�RI�SURILWV�DQG�HTXLW\�PDUNHWV��3DUW

RI�WKH�H[KLODUDWLRQ�RI�WKH�����V�ZDV�GXH�WR�WKH�UDSLG�JURZWK�LQ�FRUSRUDWH�HDUQLQJV�

)RU�WKH�SHULRG������������SURILWV�IURP�WKH�1DWLRQDO�,QFRPH�DQG�3URGXFW�$FFRXQWV

�1,3$��JUHZ�DW�DQ�DYHUDJH�UDWH�RI���SHUFHQW�SHU�\HDU��2YHU�WKH�VDPH�SHULRG�

6WDQGDUG�DQG�3RRU�HDUQLQJV�SHU�VKDUH�JUHZ�DW����SHUFHQW�SHU�\HDU�

%HIRUH�GLJJLQJ�LQWR�WKH�FRQFHSWV�DQG�QXPEHUV��LW�PXVW�EH�UHFRJQL]HG�WKDW

´SURILWVµ�DUH�D�PRVW�HOXVLYH�FRQFHSW��7KHUH�DUH�DW�OHDVW�IRXU�LPSRUWDQW�GHILQLWLRQV�²

SURILWV�IRU�DFFRXQWLQJ�SXUSRVHV��SURILWV�IRU�WD[�SXUSRVHV��SURILWV�DV�PHDVXUHG�LQ�WKH

1,3$��DQG�HFRQRPLF�SURILWV��7KH�ILUVW�WKUHH�DUH�ZLGHO\�GLVFXVVHG��ZKLOH�WKH�IRXUWK

LV�XVXDOO\�LJQRUHG��)URP�WKH�SRLQW�RI�YLHZ�RI�WKH�FRUSRUDWLRQ��UDWKHU�WKDQ�LWV

VKDUHKROGHUV���D�UHDVRQDEOH�GHILQLWLRQ�RI�HFRQRPLF�SURILWV�ZRXOG�EH�GLVWULEXWLRQV�WR

VKDUHKROGHUV�SOXV�WKH�FKDQJH�LQ�UHDO�QHW�ZRUWK�IURP�RQH�SHULRG�WR�WKH�QH[W��6XFK�D

GHILQLWLRQ�GLIIHUV�IURP�WKH�RWKHU�WKUHH�PHDVXUHV�RI�SURILWV�LQ�LPSRUWDQW�ZD\V�

5HODWLYH�WR�HFRQRPLF�SURILWV��1,3$�SURILWV�H[FOXGH�UHDO�DVVHW�DSSUHFLDWLRQ�

DFFRXQWLQJ�SURILWV�KDYH�PDQ\�LQDSSURSULDWH�FRQFHSWV��RI�ZKLFK�WKH�WUHDWPHQW�RI

GHSUHFLDWLRQ�DQG�FDSLWDO�DSSUHFLDWLRQ�DUH�WZR��ZKLOH�ERWK�WD[�DQG�DFFRXQWLQJ

SURILWV�WUHDW�FDSLWDO�JDLQV�LQ�DQ�LQDSSURSULDWH�PDQQHU�E\�H[FOXGLQJ�VRPH�DFFUXHG

JDLQV�DQG�LQFOXGLQJ�JDLQV�WKDW�DUH�RQO\�GXH�WR�SULFH�OHYHO�FKDQJHV�

,Q�SUDFWLFH��WKH�RQO\�WZR�DYDLODEOH�FRPSUHKHQVLYH�PHDVXUHV�RI�SURILWV�DUH

1,3$�DQG�6	3�SURILWV��´1,3$�SURILWV�DIWHU�WD[HVµ�H[FOXGH�WKH�,9$�DQG�&&$

�LQYHQWRU\�YDOXDWLRQ�DGMXVWPHQW�DQG�FDSLWDO�FRQVXPSWLRQ�DGMXVWPHQW���ZKLOH

´1,3$�DGMXVWHG�SURILWV�DIWHU�WD[HVµ�LQFOXGH�WKH�,9$�DQG�&&$��7KHUH�DUH�WZR

YHUVLRQV�RI�6	3�HDUQLQJV��7KH�ILUVW�LV�RSHUDWLQJ�HDUQLQJV��ZKLFK�H[FOXGH�WKH�LPSDFW

RI�FXPXODWLYH�DFFRXQWLQJ�FKDQJHV��GLVFRQWLQXHG�RSHUDWLRQV��H[WUDRUGLQDU\�LWHPV�

DQG�VSHFLDO�LWHPV��WKH�VHFRQG�LV�´DV�UHSRUWHG�µ�ZKLFK�LQFOXGH�WKHVH�LWHPV��,Q



�

DGGLWLRQ��WKHUH�DUH�WZR�LPSRUWDQW�1,3$�FRQFHSWV��7KH�HDUQLQJV�XVHG�LQ�SULFH�

HDUQLQJV�UDWLRV�DUH�WKH�UHSRUWHG�YDULDQW�

$OWKRXJK�6	3�DQG�1,3$�SURILWV�DUH�RIWHQ�FRPSDUHG��WKH\�DFWXDOO\�KDYH

VXEVWDQWLDO�GLIIHUHQFHV�LQ�GHILQLWLRQV��PHWKRGRORJLHV��VRXUFH�GDWD��DQG�FRYHUDJH���,

ZLOO�KLJKOLJKW�VRPH�RI�WKH�PDMRU�GLIIHUHQFHV��)LUVW��WKH�6	3�FRYHUV�RQO\�����ODUJH

FRUSRUDWLRQV��ZKLOH�WKH�1,3$�FRYHUV�WKH�HQWLUH�HFRQRP\��LQFOXGLQJ�VPDOO

�VXEFKDSWHU�6��FRUSRUDWLRQV��6HFRQG��WKH�1,3$�LV�GHVLJQHG�WR�PHDVXUH�WKH�LQFRPH

IURP�FXUUHQW�SURGXFWLRQ�HDUQHG�E\�GRPHVWLF�FRUSRUDWLRQV��ZKLOH�6	3�HDUQLQJV�DUH

PHDVXUHG�RQ�D�ILQDQFLDO�DFFRXQWLQJ�EDVLV��7KH�WKLUG�PDMRU�GLIIHUHQFH�EHWZHHQ

1,3$�DQG�6	3�HDUQLQJV�LV�WKDW�WKH�IRUPHU�H[FOXGHV�FDSLWDO�JDLQV��ZKLFK�FDQ�EH

VXEVWDQWLDO��LQ�������IRU�H[DPSOH��FRUSRUDWLRQV�UHSRUWHG������ELOOLRQ�RI�FDSLWDO�JDLQV

LQ�WKH�SURILWV��)RXUWK��WKH�6	3�LV�D�FKDQJLQJ�SDQHO�RI�ILUPV��ZKLFK�UHTXLUHV�D

FRPSOLFDWHG�FKDLQLQJ�SURFHGXUH�WKDW�HQVXUHV�FRPSDUDELOLW\�RI�PDUNHW�YDOXH�RYHU

WLPH�EXW�GRHV�QRW�HQVXUH�FRPSDUDELOLW\�RI�HDUQLQJV��

7KH�ILIWK�GLIIHUHQFH�LV�VHHQ�LQ�WKH�FDSLWDO�FRQVXPSWLRQ�DGMXVWPHQW��&&$��DQG

LQYHQWRU\�YDOXDWLRQ�DGMXVWPHQWV��,9$���ZKLFK�PHDVXUH�WKH�GLIIHUHQFH�EHWZHHQ

HFRQRPLF�FRVW�DQG�DFFRXQWLQJ�FRVW��:KLOH�WKHVH�FRPSRQHQWV�DUH�JHQHUDOO\�TXLWH

���������������������������������������������
��$�IXOO�GLVFXVVLRQ�LV�FRQWDLQHG�LQ�.HQQHWK�3HWULFN��´&RPSDULQJ�1,3$�3URILWV�ZLWK�6	3

3URILWV�µ�6XUYH\�RI�&XUUHQW�%XVLQHVV��$SULO�������SS��������

��:KHQ�ILUPV�HQWHU�DQG�OHDYH�WKH�6	3������FRQWLQXLW\�RI�WKH�VKDUH�SULFH�LQGH[�LV�DFKLHYHG�E\

FUHDWLQJ�D�WRWDO�PDUNHW�´GLYLVRUµ�WR�OLQN�GLIIHUHQW�SHULRGV�WRJHWKHU��,I�WKH�SULFH�HDUQLQJV�UDWLRV

RI�HQWHULQJ�DQG�OHDYLQJ�ILUPV�DUH�XQHTXDO��WKLV�ZLOO�LQGXFH�D�FKDQJH�LQ�WKH�SULFH�HDUQLQJV

UDWLR�RI�WKH�DJJUHJDWH��7KH�SURFHGXUH�LV�GLVFXVVHG�DW�KWWS���ZZZ�VSJOREDO�FRP��VHF��SGI�

$Q�H[DPLQDWLRQ�RI�WKH�GLYLVRU�VXJJHVWV�WKDW�ILUP�VXEVWLWXWLRQV�DUH�VXEVWDQWLDO��7KH

GLYLVRU�ULVHV�ZKHQ�QHZ�ILUPV�HQWHU�ZLWK�KLJKHU�YDOXH�WKDQ�H[LWLQJ�ILUPV��ZKHQ�FRPSDQLHV

LVVXH�QHZ�VKDUHV��RU�ZKHQ�WZR�6	3�FRPSDQLHV�PHUJH��7KH�VL]H�RI�WKH�GLYLVRU�KDV�JURZQ�E\

DERXW���SHUFHQW�SHU�\HDU�LQ�WKH�ODVW�GHFDGH��EXW�WKHUH�LV�QR�HPSLULFDO�HYLGHQFH�RQ�WKH�UHDVRQV

IRU�WKLV�JURZWK�



��

VPRRWK��WKH�&&$�LQ�WKH�IRXUWK�TXDUWHU�RI������MXPSHG�IURP�����ELOOLRQ�WR�����

ELOOLRQ�DQG�OHG�WR�D�KXJH�GLIIHUHQFH�EHWZHHQ�DGMXVWHG�1,3$�SURILWV�DQG�6	3

HDUQLQJV��$�VL[WK�GLIIHUHQFH�LV�VRXUFH�GDWD��ZKHUH�WKH�1,3$�DUH�LQ�SULQFLSOH�GHULYHG

IURP�WD[�DFFRXQWV�ZKLOH�WKH�6	3�GDWD�DUH�GHULYHG�IURP�ILQDQFLDO�DFFRXQWV��2Q�WKH

RWKHU�KDQG��HDUO\�HVWLPDWHV�RI�1,3$�SURILWV�DUH�EDVHG�RQ�ILQDQFLDO�DFFRXQWV�GDWD�

DQG�WKH\�DUH�RIWHQ�UHYLVHG��ZKLOH�6	3�QHYHU�UHYLVH�WKH�GDWD�RU�WDNH�LQWR�DFFRXQW

UHVWDWHPHQWV�RI�HDUQLQJV�

)LJXUH���VKRZV�IRXU�PHDVXUHV�RI�SRVW�WD[�FRUSRUDWH�SURILWV�RYHU�WKH����������

SHULRG��7KH�WRS�WZR�OLQHV�DUH�1,3$�FRUSRUDWH�SURILWV�DIWHU�WD[HV��WKH�YHU\�WRS�OLQH�LV

DGMXVWHG�SRVW�WD[�SURILWV��ZKLFK�LQFOXGHV�WKH�DGMXVWPHQWV���ZKLOH�WKH�VHFRQG�OLQH�LV

XQDGMXVWHG�SRVW�WD[�SURILWV��ZKLFK�H[FOXGHV�WKH�DGMXVWPHQWV���7KH�ERWWRP�WZR

FXUYHV�VKRZ�WKH�UHSRUWHG�DQG�RSHUDWLQJ�SRVW�WD[�HDUQLQJV�RI�WKH�FRPSDQLHV�RI�WKH

6WDQGDUG�DQG�3RRU������7KH�WRS�RI�WKH�ERWWRP�WZR�OLQHV�VKRZV�RSHUDWLQJ�HDUQLQJV�

ZKLFK�DUH�PRUH�RU�OHVV�WKH�HDUQLQJV�IURP�FRQWLQXLQJ�RSHUDWLRQV��7KH�ERWWRP�OLQH

VKRZV�HDUQLQJV�´DV�UHSRUWHG�µ�DQG�LQFOXGHV�WKH�H[WUDRUGLQDU\�LWHPV��VXFK�DV�ZRXOG

RFFXU�ZKHQ�D�FRPSDQ\�UHYDOXHV�RSHUDWLRQV��LQYHQWRULHV��RU�DFTXLVLWLRQV�DQG�WDNHV

WKLV�DV�D�RQH�WLPH�FKDUJH��

7KH�GDWD�IRU��������VKRZ�GLYHUJHQW�WUHQGV�LQ�WKH�SURILWV�QXPEHUV��3RVW�WD[

DGMXVWHG�1,3$�SURILWV�LQFUHDVHG���SHUFHQW�\HDU�RYHU�\HDU��ZKLOH�WKH�WKUHH�RWKHU

VHULHV�GHFOLQHG�E\�EHWZHHQ����DQG����SHUFHQW��7KH��������1,3$�ILJXUHV�ZHUH

DIIHFWHG�E\�D�RQH�WLPH�WD[�FKDQJH��DULVLQJ�IURP�WKH�0DUFK������VWLPXOXV�SDFNDJH

WKDW�DOORZHG�ILUPV�WR�H[SHQVH����SHUFHQW�RI�FRYHUHG�LQYHVWPHQWV��%HFDXVH�WKH

VRXUFH�GDWD�IRU�WKH�1,3$�LV�H[WUHPHO\�VSDUVH�DW�WKLV�VWDJH��LW�VHHPV�OLNHO\�WKDW�WKH

ODWHVW�1,3$�SURILWV�GDWD�ZLOO�EH�VLJQLILFDQWO\�UHYLVHG�LQ�WKH�QH[W�IHZ�\HDUV�

$OO�RI�WKH�GLIIHUHQW�VHULHV�RQ�SURILWV�KDYH�WDNHQ�D�PDMRU�GLYH�LQ�WKH�ODVW�IHZ

\HDUV��7KH�VKDUH�RI�WKH�WZR�1,3$�SRVW�WD[�SURILWV�VHULHV�SHDNHG�LQ������DW�DURXQG��

SHUFHQW�RI�*'3��VLQFH�WKDW�WLPH�WKHLU�VKDUH�KDV�GHFOLQHG�E\�DERXW�RQH�WKLUG��RU�E\



��

VOLJKWO\�PRUH�WKDQ���SHUFHQWDJH�SRLQWV�WKURXJK�WKH�WKLUG�TXDUWHU�RI�������7KH�6	3

HDUQLQJV�VKDUH�SHDNHG�WKUHH�\HDUV�ODWHU��7KH�ODJ�RI�6	3�HDUQLQJV�EHKLQG�1,3$

SURILWV�ZDV�QRW�D�IHDWXUH�RI�HDUOLHU�F\FOHV�DQG�KDV�QR�REYLRXV�HFRQRPLF�UDWLRQDOH�

:KDW�PLJKW�KDYH�FDXVHG�WKLV�PRVW�XQXVXDO�SDWWHUQ�RI�HDUQLQJV"�7KH�REYLRXV

VXVSLFLRQ�LV�WKDW�WKH�UDSLG�UDWH�RI�´LQQRYDWLRQµ�LQ�DFFRXQWLQJ�WHFKQLTXHV�KDV

GLVWRUWHG�WKH�WLPLQJ�RI�UHSRUWHG�HDUQLQJV�RYHU�WKH�ODVW�IHZ�\HDUV��(YHU\�GD\��WKH

QHZVSDSHUV�UHFRXQW�D�KRVW�RI�QHZ�WHFKQLTXHV�E\�ZKLFK�FRPSDQLHV�EROVWHU�UHSRUWHG

HDUQLQJV��6RPH�RI�WKH�PRVW�HJUHJLRXV�H[DPSOHV�RI�1RW�*HQHUDOO\�$FFHSWHG

$FFRXQWLQJ�3ULQFLSOHV��RU�1*$$3��LQFOXGH�VZDSSLQJ�FDSLWDO�DVVHWV�VXFK�DV�QDWXUDO�

JDV�IXWXUHV�FRQWUDFWV��(QURQ��RU�´GDUNµ�ILEHU�RSWLF�QHWZRUNV��*OREDO�&URVVLQJ�

4ZHVW��(QURQ��DQG�FDSLWDOL]LQJ�WKH�RXWIORZ�ZKLOH�UHFRJQL]LQJ�WKH�LQIORZ�DV�FXUUHQW

UHYHQXHV��LQFUHDVLQJ�WKH�VDOYDJH�YDOXH�RI�WUXFNV�RYHU�WLPH��:DVWH�0DQDJHPHQW��

UHFRJQL]LQJ�WKH�UHWXUQV�WR�SHQVLRQ�SODQV�DV�RSHUDWLQJ�LQFRPHV��,%0���UHFRUGLQJ

VDOHV�RI�SURGXFWV�WKDW�ZHUH�VWLOO�LQ�UHVHDUFK��0F.HVVRQ+%2&���FKDQJLQJ�WKH�SDWWHUQ

RI�DFFRXQWLQJ�UHYHQXHV�IURP�UHQWDOV��;HUR[���LQFUHDVLQJ�WKH�YDOXH�RI�WKH�XQXVHG

FDSDFLW\�RI�ODQGILOOV�HYHQ�DV�WKH\�ILOO�XS��:DVWH�0DQDJHPHQW���UHSRUWLQJ�KDSS\�SUR

IRUPD�QXPEHUV�ZKHQ�WKH�UHDOLW\�LV�XQSOHDVDQW��$PD]RQ�FRP��<DKRR��DQG

4XDOFRPP�DPRQJ�D�FURZG�RI�RWKHU�GRW�FRPV�GHDG�RU�DOLYH���XVLQJ�IXQGV�VHW�DVLGH

DV�PHUJHU�DQG�DFTXLVLWLRQ�UHVHUYHV�WR�LQFUHDVH�RSHUDWLQJ�LQFRPH��&HQGDQW���DQG

GRXEOLQJ�HDUQLQJV�E\�VLPSO\�QHJOHFWLQJ�WR�LQFOXGH�H[SHQVHV��%URDG9LVLRQ����

$VLGH�IURP�HQULFKPHQW�RI�WKH�IHZ�DQG�GHSOHWHG�SHQVLRQ�SODQV�RI�WKH�PDQ\��D

PDMRU�TXHVWLRQ�LV�ZKHWKHU�WKH�SUHYDOHQFH�RI�1*$$3�LV�VXIILFLHQWO\�ODUJH�DQG

SHUYDVLYH�WR�DIIHFW�WKH�DJJUHJDWH�QXPEHUV�RU�WR�KDYH�PDFURHFRQRPLF�VLJQLILFDQFH�

)LJXUH���VXJJHVWV�WKDW�1*$$3�HDUQLQJV�KDYH�LQGHHG�LQIHFWHG�WKH�WRWDO�UHSRUWHG

���������������������������������������������
���7KH�UHSRUW�RQ�WKH�6(&·V�DQDO\VLV�RI�:DVWH�0DQDJHPHQW·V�1*$$3�ZHUH�KLJKOLJKWHG�LQ�7KH

1HZ�<RUN�7LPHV��0DUFK�����������$�GHVFULSWLRQ�RI�WKH�VZDSV�RI�´GDUNµ�ILEHU�RSWLF�FDSDFLW\

ZDV�GHVFULEHG�LQ�7KH�1HZ�<RUN�7LPHV��0DUFK����������
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6	3�HDUQLQJV��,W�VHHPV�FOHDU�WKDW�WKH�SHDN�LQ�6	3�HDUQLQJV�ODJJHG�EHKLQG�WKH�SHDN

LQ�1,3$�HDUQLQJV�EHFDXVH�FRPSDQLHV�ZHUH�´PDQDJLQJµ�WKHLU�HDUQLQJV��LQ�WKLV

FRQWH[W��SUHYHQWLQJ�DQ�DFFRXQWLQJ�GHFOLQH�LQ�HDUQLQJV���+RZHYHU��WKH\�FRXOG�RQO\

SUHYHQW�WKH�HDUQLQJV�GHFOLQH�IRU�D�FRXSOH�RI�\HDUV��DIWHU�ZKLFK�WKH�WKH\�UXQ�RXW�RI

JLPPLFNV�RU�DFFRXQWDQWV����RU�DQDO\VWV�DQG�WKH�6(&�EHJLQ�WR�EORZ�WKHLU�IDLQW

ZKLVWOHV�

$QRWKHU�LQWHUHVWLQJ�IHDWXUH�RI�WKH�UHFHQW�SURILWV�GDWD��DJDLQ�VKRZQ�LQ�)LJXUH���

LV�WKDW�UHSRUWHG�SURILWV�DUH�FXUUHQWO\�H[WUHPHO\�ORZ�UHODWLYH�WR�RSHUDWLQJ�SURILWV��7KH

GLIIHUHQFH�EHWZHHQ�UHSRUWHG�DQG�RSHUDWLQJ�SURILWV�LV�SULPDULO\�RQH�WLPH�FKDUJHV

WKDW�FRPSDQLHV�WDNH�WR�FRUUHFW�IRU�SDVW�EXVLQHVV�RU�DFFRXQWLQJ�HUURUV�²�DV�WKH\�KDQJ

RXW�WKH�GLUW\�ODXQGU\��VR�WR�VSHDN��7KH�GHFOLQLQJ�UDWLR�RI�UHSRUWHG�WR�RSHUDWLQJ

SURILWV�LQ�WKH�ODVW�WZR�\HDUV�SUREDEO\�UHIOHFWV�WKH�WHQGHQF\�RI�FRPSDQLHV�WR�SXUJH

WKHLU�HDUQLQJV�DQG�EDODQFH�VKHHWV�RI�TXHVWLRQDEOH�HOHPHQWV�LQ�OLJKW�RI�WKH�(QURQ

VFDQGDO��7KH�VL]H�RI�WKH�ZULWH�GRZQV�KDV�EHFRPH�WUXO\�HQRUPRXV�LQ�ODWH������DQG

HDUO\�������$QQRXQFHG�RU�HVWLPDWHG�ZULWH�GRZQV�LQFOXGH�����ELOOLRQ�IRU�$2/�7LPH�

:DUQHU������WR�����ELOOLRQ�IRU�4ZHVW������WR�����ELOOLRQ�IRU�:RUOG&RP������ELOOLRQ

IRU�9HUL6LJQ�����ELOOLRQ�IRU�&LVFR�����ELOOLRQ�IRU�$7	7��DQG�WKH�OLVW�JRHV�RQ��$QDO\VWV

DUH�EUXLWLQJ�DURXQG�D�WRWDO�SULFH�WDJ�RI����WULOOLRQ�IRU�WKH�*UHDW�%DODQFH�6KHHW�3XUJH

RI��������

,Q�FRQVLGHULQJ�IXWXUH�HDUQLQJV�SURVSHFWV��ZH�PXVW�WDNH�LQWR�DFFRXQW�ERWK�WKH

F\FOLFDO�GHSUHVVLRQ�RI�SURILWV�DQG�WKH�OLNHOLKRRG�WKDW�UHSRUWHG�SURILWV�DUH

FRQWDPLQDWHG�E\�DQ�DFFRXQWLQJ�SXUJH��)LJXUH���VKRZV�WKH�KLVWRULFDO�WUHQG�LQ�WKH

UDWLR�RI�TXDUWHUO\�6	3��UHSRUWHG��HDUQLQJV�SHU�VKDUH�WR�*'3�DQG�XQDGMXVWHG�1,3$

HDUQLQJV�WR�*'3��ZKHUH�ERWK�DUH�VFDOHG�VR�WKDW�WKH�DYHUDJH�UDWLR�RYHU�WKH����������

SHULRG�HTXDOV������$JDLQ��1%(5�UHFHVVLRQV�DUH�VKRZQ�DV�VKDGHG�DUHDV�

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

����´%X\LQJ�%LQJH�&RXOG�&RVW�&RUSRUDWH�$PHULFD����7ULOOLRQ�µ�86$�7RGD\��$SULO����������S���%�



��

7KH�WZR�VHULHV�LQ�)LJXUH���PRYH�WRJHWKHU�GXULQJ�PRVW�RI�WKH�SHULRG�XQWLO������

6LQFH�������WKH�SDWWHUQ�ORRNV�TXLWH�GLIIHUHQW��ZLWK�WKH�1,3$�QXPEHUV�ODUJHO\

VNLUWLQJ�WKH������UHFHVVLRQ��7KH�PRVW�GUDPDWLF�GLIIHUHQFH�FRPHV�DW�WKH�HQG�RI�WKH

SHULRG�ZLWK�WKH�KXJH�GURS�LQ�UHSRUWHG�6	3�HDUQLQJV��SUHVXPDEO\�GXH�SULPDULO\�WR

WKH�EDODQFH�VKHHW�SXUJH�

7R�REWDLQ�D�PRUH�UHDOLVWLF�HVWLPDWH�HDUQLQJV�WKDQ�UHSRUWHG�6	3�HDUQLQJV��,

FDOFXODWHG�D�VHULHV�RQ�6	3�HDUQLQJV�FRUUHFWHG�IRU�WKH�F\FOH�DQG�DFFRXQWLQJ�SXUJHV�

RU�´FRUUHFWHG�6	3�HDUQLQJVµ�IRU�VKRUW��7KLV�VHULHV�ZDV�FDOFXODWHG�E\�WDNLQJ�D

UHJUHVVLRQ�RI�WKH�ORJDULWKP�RI�6	3�UHSRUWHG�HDUQLQJV�RQ�WKH�ORJDULWKP�RI

XQDGMXVWHG�1,3$�SURILWV�DIWHU�WD[HV��WLPH��D�F\FOLFDO�YDULDEOH��DQG�D�FRQVWDQW��,�WKHQ

IRUHFDVW�FRUUHFWHG�6	3�HDUQLQJV�E\�DVVXPLQJ�WKDW�XQDGMXVWHG�1,3$�SURILWV�DUH�VHW

DW�WKHLU�F\FOLFDOO\�DGMXVWHG�OHYHO�DQG�WKDW�6	3�SURILWV�DUH�DW�WKH�OHYHO�IRUHFDVW�RQ�WKH

EDVLV�RI�F\FOLFDOO\�FRUUHFWHG�1,3$�SURILWV��,Q�HIIHFW��WKLV�XVHV�1,3$�SURILWV�DV�D

SUR[\�IRU�FOHDQHG�XS�6	3�UHSRUWHG�HDUQLQJV��,�WKHQ�IRUHFDVW�6	3�SURILWV�IRU�WKH

SHULRG��������WKURXJK���������7KH�SURMHFWLRQ�DVVXPHV�WKDW�UHDO�*'3�JURZV�RQH�KDOI

SHUFHQWDJH�SRLQW�IDVWHU�WKDQ�SRWHQWLDO�RXWSXW�GXULQJ�������7KLV�SURFHGXUH�DORQJ

ZLWK�UHFHQW�DQG�SURMHFWHG�YDOXHV�RI�6	3�SURILWV�DUH�GHVFULEHG�LQ�PRUH�GHWDLO�LQ

$SSHQGL[�$�

7KLV�H[SHULPHQW�LQGLFDWHV�WKDW�UHSRUWHG�6	3�HDUQLQJV�ZHUH�LQGHHG�GHSUHVVHG

DW�WKH�HQG�RI������IRU�D�FRPELQDWLRQ�RI�F\FOLFDO�DQG�DFFRXQWLQJ�UHDVRQV��5HSRUWHG

6	3�HDUQLQJV�IRU������ZHUH�DERXW����SHUFHQW�EHORZ�WKH�HVWLPDWH�RI�FRUUHFWHG�RU

´FOHDQµ�6	3�HDUQLQJV��,I�HDUQLQJV�ZHUH�WR�UHERXQG�WR�WKHLU�IRUHFDVWHG�FRUUHFWHG

OHYHOV�DW�WKH�HQG�RI�������WKH\�ZRXOG�EH����SHUFHQW�KLJKHU�WKDQ�WKHLU�OHYHOV�LQ

�������

� ,Q�VXPPDU\��WKHUH�KDV�EHHQ�D�VXEVWDQWLDO�IDOO�LQ�SURILWV�VLQFH�WKHLU�SHDN�LQ�WKH

ODWH�����V��7KH�UHFHQW�SDWWHUQ�RI�SURILWV�VXJJHVWV�WKDW�ILQDQFLDO�ILQDJOLQJ�KDV�LQIHFWHG



��

WKH�UHSRUWHG�SURILWV�ILJXUH�LQ�WKH�ODVW�GHFDGH��SDUWLFXODUO\�LQ�WKH�DJJUHJDWH�ILQDQFLDO�

DFFRXQWLQJ�QXPEHUV��3HUKDSV�WKH�EHVW�VXPPDU\�ZRXOG�EH�WR�UHFDOO�WKH�ZLVGRP�LQ

-RKQ�.HQQHWK�*DOEUDLWK·V�VD\LQJ�WKDW�GHSUHVVLRQV�FDWFK�ZKDW�WKH�DXGLWRUV�PLVVHG�

3DUW\�WLPH�FRQWLQXHV�LQ�HTXLW\�PDUNHWV

5REHUW�6KLOOHU�DUJXHG�LQ�KLV�LQIOXHQWLDO�DQG�H[TXLVLWHO\�WLPHG�ERRN��,UUDWLRQDO

([XEHUDQFH��WKDW�HTXLW\�SULFHV�ZHUH�VHULRXVO\�RXW�RI�OLQH�ZLWK�HFRQRPLF

IXQGDPHQWDOV����,Q�6KLOOHU·V�PRVW�UHFHQW�DQDO\VLV�ZLWK�-RKQ�&DPSEHOO��WKH�EHDUV�RI

DFDGHPH�ZULWH�

>:@H�EHOLHYH�WKDW�RXU�RULJLQDO�WHVWLPRQ\�DQG�DUWLFOH�DUH�HYHQ�PRUH�UHOHYDQW�WRGD\�>0DUFK

����@��9DOXDWLRQ�UDWLRV�PRYHG�XS�LQ�WKH�\HDU������WR�OHYHOV�WKDW�ZHUH�DEVROXWHO\

XQSUHFHGHQWHG��DQG�DUH�VWLOO�QHDUO\�DV�KLJK�DV�RI�WKLV�ZULWLQJ�DW�WKH�EHJLQQLQJ�RI�������(YHQ

DOORZLQJ�IRU�WKH�SRVVLELOLW\�WKDW�WKH�HFRQRP\�DQG�ILQDQFLDO�PDUNHWV�KDYH�XQGHUJRQH�VRPH

VWUXFWXUDO�FKDQJHV��WKHVH�UDWLRV�LPSO\�D�VWURQJHU�FDVH�IRU�D�SRRU�VWRFN�PDUNHW�RXWORRN�WKDQ

KDV�HYHU�EHHQ�VHHQ�EHIRUH���

:KDW�KDV�FKDQJHG�VLQFH�WKDW�WLPH"�7KH�PDMRU�GHYHORSPHQWV�VLQFH�HDUO\�����

KDYH�EHHQ�WKH�VWHHS�GHFOLQH�LQ�HDUQLQJV�GLVFXVVHG�LQ�WKH�ODVW�VHFWLRQ�DORQJ�ZLWK�D

VLGHZD\V�PRYHPHQW�RI�VWRFN�SULFHV��7R�LOOXPLQDWH�WKH�&DPSEHOO�6KLOOHU�WKHVLV��,

KDYH�ORRNHG�DW�WKH�UHDO�UHWXUQ�RQ�HTXLWLHV�DQG�WKH�\LHOG�VSUHDG�EHWZHHQ�HTXLWLHV

DQG�VDIH�DVVHWV�

���������������������������������������������
���5REHUW�6KLOOHU��,UUDWLRQDO�([XEHUDQFH��3ULQFHWRQ�8QLYHUVLW\�3UHVV��3ULQFHWRQ��1�-��������

���-RKQ�<��&DPSEHOO�DQG�5REHUW�-��6KLOOHU��´9DOXDWLRQ�5DWLRV�DQG�WKH�/RQJ�5XQ�6WRFN�0DUNHW

2XWORRN��$Q�8SGDWH��´�0DUFK�������&RZOHV�)RXQGDWLRQ�'LVFXVVLRQ�3DSHU�1R��������S����



��

7KH�EDVLF�DVVXPSWLRQ�LQ�WKLV�DQDO\VLV�LV�WKDW�WKH�HDUQLQJV�SULFH�UDWLR�LV�D

UHDVRQDEOH�HVWLPDWH�RI�WKH�IRUZDUG�ORRNLQJ�UHDO�UHWXUQ�RQ�HTXLWLHV����7KH�´IRUZDUG�

ORRNLQJ�UHDO�UHWXUQ�RQ�HTXLW\µ�KHUH�PHDQV�WKH�H[SHFWHG�WRWDO�UHWXUQ�SHU�VKDUH

�GLYLGHQGV�SOXV�FDSLWDO�JDLQV��FRUUHFWHG�IRU�PRYHPHQWV�LQ�WKH�JHQHUDO�SULFH�OHYHO�

7KH�GHULYDWLRQ�RI�WKLV�UHVXOW�LV�SUHVHQWHG�LQ�WKH�WHFKQLFDO�$SSHQGL[�%��EXW�WKH

UHDVRQLQJ�FDQ�EH�GHVFULEHG�YHUEDOO\��%HJLQ�ZLWK�WKH�PDUNHW�YDOXH�RI�WKH�ILUP��WKH

DVVHWV�RI�WKH�ILUP��DQG�WKH�HDUQLQJV�RU�SURILWV�RQ�DVVHWV��)RU�WKLV�SXUSRVH��DVVHWV

VKRXOG�LQFOXGH�DOO�WDQJLEOH�DQG�LQWDQJLEOH�DVVHWV��T�LV�WKH�UDWLR�RI�WKH�PDUNHW�YDOXH

RI�WKH�ILUP�WR�LWV�WRWDO�DVVHWV��ZKHUH�PDUJLQDO�T�DSSOLHV�WR�QHZ�LQYHVWPHQWV�DQG

DYHUDJH�T�DSSOLHV�WR�ROG�DVVHWV��,W�ZLOO�VLPSOLI\�WKH�GLVFXVVLRQ�WR�DVVXPH�WKDW�ILUPV

KDYH�QR�GHEW�DQG�WR�LJQRUH�WD[HV�

7KH�FRQGLWLRQV�XQGHU�ZKLFK�WKH�SURVSHFWLYH�UHWXUQ�RQ�HTXLW\�HTXDOV�WKH

HDUQLQJV�SULFH�UDWLR�DUH�QHLWKHU�REYLRXV�QRU�REYLRXVO\�FRUUHFW��7R�EHJLQ�ZLWK��WKH

WKHRU\�QHHGV�WR�DVVXPH�WKDW�HDUQLQJV�DUH�DQ�DFFXUDWH�PHDVXUH�RI�WUXH�SURILWV��ZKLFK

GHILQLWHO\�JHWV�WKH�WKHRU\�RII�WR�D�EDG�VWDUW��2QH�VLPSOH�FDVH�ZKHUH�WKH�HDUQLQJ�SULFH

UDWLR�LV�D�JRRG�IRUZDUG�ORRNLQJ�HVWLPDWH�RI�WKH�UHWXUQ�RQ�HTXLWLHV�FRPHV�ZKHQ��L�

PDUJLQDO�T�HTXDOV�����LL��WKH�T�UDWLRV�DUH�FRQVWDQW��DQG��LLL��WKH�H[SHFWHG�UDWH�RI�UHWXUQ

RQ�FDSLWDO�LV�FRQVWDQW��6RPH�RWKHU�FDVHV�DUH�GLVFXVVHG�LQ�WKH�$SSHQGL[�%��,Q�UHDOLW\�

WKH�T�UDWLRV�DQG�WKH�H[SHFWHG�UHWXUQ�RQ�FDSLWDO�DUH�OLNHO\�WR�ERXQFH�DURXQG�D�JUHDW

GHDO��VR�WKH�DFWXDO�UHWXUQV�RQ�HTXLW\�ZLOO�GLIIHU�IURP�WKH�HDUQLQJV�SULFH�UDWLR��,Q

WHUPV�RI�PDUNHW�FRQGLWLRQV�LQ�HDUO\�������WKH�PDMRU�UHDVRQV�WR�EHOLHYH�WKDW�HTXLW\

UHWXUQV�ZLOO�GLIIHU�IURP�WKH�HDUQLQJV�SULFH�UDWLR�DUH�LI�WKH�UDWH�RI�SURILW�ULVHV�EHFDXVH

���������������������������������������������
���2WKHU�SRSXODU�DSSURDFKHV�VRPHWLPHV�FRPSDUH�WKH�HDUQLQJV�SULFH�UDWLR�RU�WKH�GLYLGHQG�

SULFH�UDWLR�ZLWK�QRPLQDO�LQWHUHVW�UDWHV��7KHVH�DSSURDFKHV�PDNH�WKH�IXQGDPHQWDO�HUURU�RI

FRQIXVLQJ�UHDO�DQG�QRPLQDO�PDJQLWXGHV�²�LQ�HIIHFW�DVVXPLQJ�WKDW�WKH�SULFHV�RI�JRRGV�DQG

GROODU�UHWXUQV�DUH�FRQVWDQW�



��

LW�LV�FXUUHQWO\�GHSUHVVHG�RU�LI�DYHUDJH�T�IDOOV�EHFDXVH�DVVHWV�DUH�FXUUHQWO\

RYHUYDOXHG�

:LWK�WKHVH�WKHRUHWLFDO�FRQVLGHUDWLRQV�EHKLQG�XV��)LJXUH���VKRZV�WZR�YDULDQWV

RI�WKH�HVWLPDWHG�UHDO�IRUZDUG�ORRNLQJ�UHWXUQ�RQ�HTXLWLHV�RYHU�WKH�SRVW�ZDU�SHULRG�

9DULDQW���LV�WKH�HDUQLQJV�SULFH�UDWLR�IRU�WKH�6WDQGDUG�DQG�3RRU�����XVLQJ�TXDUWHUO\

HDUQLQJV����9DULDQW���WDNHV�YDULDQW���DQG�SHUIRUPV�WKH�FRUUHFWLRQ�IRU�WKH�EXVLQHVV

F\FOH�DQG�IRU�DFFRXQWLQJ�SUREOHPV�GLVFXVVHG�LQ�WKH�ODVW�VHFWLRQ�

%RWK�VHULHV�WHOO�WKH�VDPH�VWRU\��7KH�UHDO�\LHOG�RQ�HTXLWLHV�PRYHG�XS�DQG�GRZQ

GXULQJ�WKH�SRVWZDU�SHULRG�DQG�WKHQ�GHFOLQHG�FRQWLQXDOO\�VLQFH�������,Q�������WKH

IRUZDUG�ORRNLQJ�\LHOG�ZDV�DURXQG����SHUFHQW��DQG�WKH�DFWXDO�UHWXUQ�RYHU�WKH������

�����SHULRG�ZDV����SHUFHQW��7KH�UHDO�\LHOG�RQ�HTXLWLHV�LQ������ZDV�EHWZHHQ���DQG��

SHUFHQW�SHU�\HDU�GHSHQGLQJ�XSRQ�ZKLFK�PHDVXUH�LV�XVHG��7KH�UHDO�IRUZDUG�ORRNLQJ

UHWXUQ�RQ�HTXLWLHV�LQ������ZDV�E\�D�ZLGH�PDUJLQ�DW�WKH�ORZHVW�OHYHO�RI�WKH�HQWLUH

SRVWZDU�SHULRG�

:KLOH�WKH�UHDO�\LHOG�SLFWXUH�LV�LQWHUHVWLQJ��D�PRUH�IXQGDPHQWDO�TXHVWLRQ

H[DPLQHV�WKH�GLIIHUHQFH�EHWZHHQ�WKH�UHDO�\LHOG�RQ�HTXLWLHV�DQG�WKH�ULVNIUHH��RU�D

VDIH��UHDO�UDWH�RI�LQWHUHVW��)RU�WKLV�FDOFXODWLRQ��,�WRRN�WKH�ULVNIUHH�UHDO�UDWH�RI�LQWHUHVW

WR�EH�WKH����\HDU�7UHDVXU\�ERQG�UDWH�PLQXV�WKH�IRXU�TXDUWHU�WUDLOLQJ�UDWH�RI�LQIODWLRQ

IRU�WKH�FKDLQHG�SULFH�LQGH[�IRU�*'3����,�FDOO�WKH�GLIIHUHQFH�EHWZHHQ�WKH�UHDO�HTXLW\

���������������������������������������������
���7KH�SXEOLVKHG�PHDVXUH�RI�HDUQLQJV�LQ�WKH�6	3�QXPEHUV��VXFK�DV�WKH�SULFH�HDUQLQJV�UDWLR�

XVHV�D�IRXU�TXDUWHU�WUDLOLQJ�DYHUDJH�RI�HDUQLQJV��,Q�WKH�SUHVHQW�DQDO\VLV�,�WDNH�WKH�UDWLR�RI�WKH

VHDVRQDOO\�DGMXVWHG�FXUUHQW�TXDUWHUO\�HDUQLQJV�DW�DQ�DQQXDO�UDWH�DQG�GLYLGH�WKLV�E\�WKH

FXUUHQW�SHULRG�VWRFN�SULFH�LQGH[�

���$OWHUQDWLYH�DSSURDFKHV�ZRXOG�XVH�WKH�SULFH�LQGH[�IRU�FRUSRUDWH�SURGXFW�RU�WKH�&3,�UDWKHU

WKDQ�WKH�FKDLQ�SULFH�LQGH[�IRU�*'3�WR�PHDVXUH�LQIODWLRQ��DQG�DOWHUQDWLYH�LQWHUHVW�UDWHV�ZRXOG

EH�WKH�UHDO�VKRUW�WHUP�LQWHUHVW�UDWH�RU�7UHDVXU\�UHDO�LQWHUHVW�ERQGV��7KHVH�ZRXOG�FKDQJH�WKH

OHYHOV�RI�WKH�FXUYHV�EXW�ZRXOG�QRW�FKDQJH�WKH�JHQHUDO�WUHQG��)RU�H[DPSOH��RYHU�WKH�ODVW�ILYH



��

UDWH�DQG�WKH�UHDO�ERQG�UDWH�WKH�´HTXLW\�VSUHDG�µ�EXW�RWKHUV�PLJKW�FDOO�LW�WKH�HTXLW\

SUHPLXP��6WDQGDUG�GRFWULQH�KROGV�WKDW�WKH�HTXLW\�VSUHDG�VKRXOG�EH�SRVLWLYHO\

DVVRFLDWHG�ZLWK�WKH�V\VWHPDWLF�ULVN�RI�HTXLWLHV�DQG�VKRXOG�GHILQLWHO\�EH�SRVLWLYH�

)LJXUH���VKRZV�WZR�GLIIHUHQW�FDOFXODWLRQV�RI�WKH�HTXLW\�VSUHDG�RYHU�WKH�ODVW

KDOI�FHQWXU\�XVLQJ�WKH�WZR�VHULHV�RQ�WKH�IRUZDUG�ORRNLQJ�UHWXUQ�WR�HTXLWLHV�IURP

)LJXUH����7KH�VWRU\�KHUH�LV�VOLJKWO\�GLIIHUHQW�IURP�WKDW�LQ�)LJXUH����7KH�VSUHDG�RQ

HTXLWLHV�GHFOLQHG�VKDUSO\�LQ�WKH�HDUO\�����V�ZLWK�WKH�KLJK�UHDO�LQWHUHVW�UDWHV�RI�WKDW

SHULRG��7KH�VSUHDG�ZDV�EHWZHHQ���DQG���SHUFHQW�LQ�WKH�ODWH�����V��DQG�LW�KDV

JUDGXDOO\�GHFOLQHG�VLQFH�WKDW�SRLQW��$W�WKH�HQG�RI�������WKH�HTXLW\�VSUHDG�ZDV�FORVH

WR�]HUR����HLWKHU�VOLJKWO\�QHJDWLYH�LI�WKH�XQFRUUHFWHG�HDUQLQJV�ILJXUH�LV�XVHG�RU

VOLJKWO\�SRVLWLYH�LI�WKH�FRUUHFWHG�ILJXUH�LV�XVHG�

/RRNLQJ�DW�WKH�PRVW�UHFHQW�GDWD��DQG�IRFXVLQJ�RQ�WKH�FRUUHFWHG�ILJXUHV��U��DQG

V����WKH�VSUHDG�KDV�PRYHG�XS�VOLJKWO\�VLQFH�WKH�SHDN�RI�WKH�HTXLWLHV�PDUNHW�LQ�WKH

VSULQJ�RI�������,Q���������WKH�VSUHDG�EHWZHHQ�HTXLWLHV�DQG�ERQGV�ZDV�PLQXV����

EDVLV�SRLQWV��ZKLOH�E\�WKH�HQG�RI������WKH�VSUHDG�KDG�PRYHG�WR�SRVLWLYH����EDVLV

SRLQWV��)RU�WKH�ODWHVW�SHULRG��PLG�$SULO��������ERQG�\LHOGV�KDG�ULVHQ�DQG�WKH

FRUUHFWHG�HTXLW\�VSUHDG�KDG�GLSSHG�EDFN�GRZQ�WR�PLQXV����EDVLV�SRLQWV���

��������������������������������������������������������������������������������������������������������������������������������
GHFDGHV��WKH�UHDO�RQH�\HDU�7UHDVXU\�UDWH�DYHUDJHG�DERXW����EDVLV�SRLQWV�OHVV�WKDQ�WKH����\HDU

UDWH��VR�WKH�VSUHDG�ZRXOG�EH�WKDW�PXFK�KLJKHU�RYHU�WKH�SHULRG��7KH�DYHUDJH�UDWH�RI�LQIODWLRQ

IRU�WKH�*'3�SULFH�LQGH[�ZDV����EDVLV�SRLQWV�ORZHU�WKDQ�WKDW�RI�WKH�&3,�IRU�WKH�ODVW�ILYH

GHFDGHV��7KH�VXJJHVWV�WKDW�WKH�HVWLPDWHG�UHWXUQV�RU�VSUHDGV�PLJKW�GLIIHU�E\�DV�PXFK�DV����

EDVLV�SRLQWV�SHU�\HDU�LI�GLIIHUHQW�LQGH[HV�ZHUH�HPSOR\HG�

���7KH�FKDQJLQJ�VSUHDG�FRXOG�DULVH�IURP�PDQ\�IDFWRUV��&KDQJHV�LQ�ULVN�DYHUVLRQ��FKDQJLQJ

H[SHFWDWLRQV�RI�WKH�UHDO�JURZWK�LQ�WKH�UHWXUQV�RQ�HTXLWLHV��DQG�FKDQJLQJ�SHUFHLYHG�ULVNLQHVV�RI

VWRFNV�DUH�WKH�IXQGDPHQWDO�HFRQRPLF�IDFWRUV��DV�GLVWLQJXLVKHG�IURP�WHFKQLFDO�RU

SV\FKRORJLFDO�IDFWRUV���,V�VHHPV�KDUG�WR�GHULYH�VRXQG�UHDVRQV�ZK\�DQ\�RI�WKH�WKUHH

IXQGDPHQWDO�IDFWRUV�KDYH�FKDQJHG�VR�GUDPDWLFDOO\�LQ�IDYRU�RI�HTXLWLHV�LQ�UHFHQW�\HDUV��,W�KDV

EHHQ�DUJXHG�WKDW�WKH�HTXLW\�SUHPLXP�ZDV�H[FHVVLYH�GXULQJ�PRVW�RI�WKH�WZHQWLHWK�FHQWXU\�



��

,W�LV�XVHIXO�WR�FRPSDUH�WKHVH�HVWLPDWHV�ZLWK�VXUYH\V�RQ�ZKDW�ILQDQFLDO�DQDO\VWV

DFWXDOO\�EHOLHYH��$FFRUGLQJ�WR�:HOFK·V�VXUYH\�RI�����HFRQRPLFV�DQG�ILQDQFH

SURIHVVRUV�FRQGXFWHG�LQ�$XJXVW�������WKH�DYHUDJH�HTXLW\�VSUHDG�ZDV�HVWLPDWHG�WR

EH�����SHUFHQW�IRU�D�RQH�\HDU�KRUL]RQ�DQG�����SHUFHQW�RQ�D����\HDU�KRUL]RQ����$ERXW

��SHUFHQW�EHOLHYHG�WKDW�WKH�HTXLW\�SUHPLXP�ZRXOG�EH�QHJDWLYH�DW�D�RQH�\HDU

KRUL]RQ�DQG�QRQH�EHOLHYHG�WKDW�LW�ZRXOG�EH�QHJDWLYH�DW�D����\HDU�KRUL]RQ��&OHDUO\�

QHLWKHU�&DPSEHOO�DQG�6KLOOHU��6KLOOHU��RU�HDUQLQJ�SULFH�UDWLRV�PDNH�PXFK�RI�D�GHQW

LQ�WKH�RSWLPLVP�RI�ILQDQFH�SURIHVVRUV�

7KH�RYHUDOO�UHVXOWV�VXJJHVW�WKDW�WKH�SURVSHFWLYH�\LHOG�RQ�HTXLWLHV�LV�DERXW

HTXDO�WR�WKDW�RQ�VDIH�DVVHWV��$W�WKH�VDPH�WLPH��WKH�SURVSHFWLYH�UHDO�\LHOG�RQ�HTXLWLHV

LV�DW�LWV�ORZ�SRLQW�RI�WKH�ODVW�KDOI�FHQWXU\��7KH�RYHUYDOXDWLRQ�RI�HTXLWLHV�KDV

LPSURYHG�VOLJKWO\�VLQFH�&DPSEHOO�DQG�6FKLOOHU·V�ODVW�JORRP\�SURJQRVWLFDWLRQ��EXW�LW

KDUGO\�ORRNV�URV\�

6XPPDU\

7KH�EDVLF�GHVFULSWLRQ�RI�WKH�FXUUHQW�UHFRYHU\�LV�FOHDU��7KH�GRZQWXUQ�RI�����

ZDV�H[WUHPHO\�PLOG��VRPHZKHUH�EHWZHHQ�D�FDWHJRU\�,�DQG�FDWHJRU\�,,�UHFHVVLRQ�RQ

WKH�HFRQRPLF�KXUULFDQH�VFDOH��%HFDXVH�WKH�HFRQRP\�EHJDQ�WKH�UHFHVVLRQ�DW�D�XVXDOO\

KLJK�SHDN�DQG�EHFDXVH�WKH�GRZQWXUQ�ZDV�VKRUW�DQG�PLOG��WKH�HFRQRP\�DW�WKH

��������������������������������������������������������������������������������������������������������������������������������
EXW�QR�WKHRU\�ZRXOG�SUHGLFW�D�]HUR�HTXLW\�SUHPLXP��1RU�GRHV�LW�VHHP�SODXVLEOH�WKDW�D�PRGHO

ZLWK�FRQVWDQW�HTXLW\�SUHPLXP�ILWV�UHFHQW�H[SHULHQFH�

���,YR�:HOFK��´7KH�(TXLW\�3UHPLXP�&RQVHQVXV�)RUHFDVW�5HYLVLWHG�µ�&RZOHV�)RXQGDWLRQ

'LVFXVVLRQ�3DSHU��QR��������6HSWHPEHU�������7KH�VXUYH\�TXHVWLRQ�ZDV��´,�H[SHFW�WKH�DYHUDJH

HTXLW\�SUHPLXP��L�H���H[SHFWHG�UHWXUQ�RQ�WKH�PDUNHW�QHW�RI�WKH�VKRUW�WHUP�LQWHUHVW�UDWHV��RYHU

WKH�QH[W���\HDU�WR�EH«µ�7KH�PDUNHW�ZDV�WDNHQ�WR�EH�WKH�6	3�����
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WURXJK�RI�WKH�UHFHVVLRQ��DVVXPHG�WR�EH�LQ�ODWH�������ZDV�FORVH�WR�IXOO�HPSOR\PHQW�LQ

WHUPV�RI�LQIODWLRQDU\�SUHVVXUHV�

/RRNLQJ�DW�ILQDQFLDO�PDUNHWV��SURILWV�DUH�GHSUHVVHG�UHODWLYH�WR�WKHLU�SHDNV�LQ

WKH�����V��DQG�WKH�IRUZDUG�ORRNLQJ�UHDO�UHWXUQ�RQ�HTXLWLHV�LV�DERXW�HTXDO�WR�WKH

ULVNIUHH�UHDO�UDWH�RI�LQWHUHVW�RQ�PHGLXP�WHUP�8�6��JRYHUQPHQW�ERQGV��)RU�WKRVH

ZKR�PDNH�WKHLU�OLYLQJ�LQ�ILQDQFLDO�PDUNHWV��WKLV�LV�QRW�JRRG�QHZV��%RQGV�DUH�OLNHO\

WR�JHW�KLW�TXLFNO\�LI�WKH�HFRQRP\�UHFRYHUV�VKDUSO\�DQG�WKH�)HGHUDO�5HVHUYH�IROORZV

LWV�VFULSW�RI�SUHHPSWLQJ�LQIODWLRQDU\�RXWSXW�JURZWK��6WRFNV�DUH�VWLOO�RYHUYDOXHG

UHODWLYH�WR�PRVW�RI�WKH�SRVWZDU�SHULRG����ZLWK�VLJQLILFDQW�SURVSHFWV�RI�ILQDQFLDO

WLJKWHQLQJ�DQG�JURZLQJ�FRQFHUQ�DERXW�ZKDW�EDG�QHZV�VWLOO�KLGHV�LQVLGH�WKH�EODFN

ER[�RI�HDUQLQJV�VWDWHPHQWV��,W�VHHPV�XQOLNHO\�WKDW�WKH�8QLWHG�6WDWHV�ZLOO�VRRQ�UHWXUQ

WR�WKH�EXEEO\�GD\V�RI�WKH�ODWH�����V�
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$SSHQGL[�$��'HULYDWLRQ�RI�FRUUHFWHG�6	3�HDUQLQJV

6	3�UHSRUWHG�SURILWV�DUH�DIIHFWHG�E\�ERWK�WKH�EXVLQHVV�F\FOH�DQG

E\�DFFRXQWLQJ�IUDXG�DQG�ORZ�PLVGHPHDQRUV��7R�HVWLPDWH�D�VHULHV�RQ

´FOHDQµ�RU�FRUUHFWHG�6	3�SURILWV��,�XVH�1,3$�SURILWV�DV�D�SUR[\�YDULDEOH�

,Q�ZKDW�IROORZV��3W�LV�PHDVXUHG�6	3�SURILWV��3W
�LV�WUXH�6	3�SURILWV�

3W
&&�LV�WUXH�F\FOLFDOO\�FRUUHFWHG�6	3�SURILWV��13W�DQG�13W&&�DUH�1,3$

XQDGMXVWHG�SURILWV�ZLWK�DQG�ZLWKRXW�D�F\FOLFDO�FRUUHFWLRQ��UHVSHFWLYHO\�

7KH�VXSHUVFULSW�´&&µ�LQGLFDWHV�WKDW�WKH�YDULDEOH�LV�F\FOLFDOO\�FRUUHFWHG

VR�WKDW�LW�HTXDOV�LWV�HVWLPDWHG�YDOXH�DW�SRWHQWLDO�RXWSXW�

7KH�ILUVW�VWHS�LV�WR�REWDLQ�F\FOLFDOO\�FRUUHFWHG�XQDGMXVWHG�1,3$

SURILWV�DIWHU�WD[HV��7KLV�LV�REWDLQHG�E\�HVWLPDWLQJ�WKH�IROORZLQJ�HTXDWLRQ

IURP��������WR��������

13W��*'3W� �D����D��7LPH���D���8W���1$,58W�����H�W

,�WKHQ�PHDVXUH�F\FOLFDOO\�DGMXVWHG�SURILWV�E\�UHPRYLQJ�WKH�F\FOLFDO

LQIOXHQFH�

13W&&� �*'3W�>13W��*'3W���D���8W���1$,58W���@

1H[W��HVWLPDWH�6	3�SURILWV�DV�D�IXQFWLRQ�RI�1,3$�SURILWV�DQG�D

F\FOLFDO�YDULDEOH�

OQ�3W��� �E����E��OQ�13W�����E��7LPH���E���8W���1$,58W�����H�W
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$GMXVWHG�6	3�SURILWV�DUH�WKHQ�GHWHUPLQHG�E\�XVLQJ�WKH�IRUHFDVW�IURP

WKLV�HTXDWLRQ�ZLWK�1,3$�SURILWV�DW�WKHLU�F\FOLFDOO\�FRUUHFWHG�OHYHOV�

OQ�3W
&&��� �E����E��OQ�13W&&����E��7LPH

5HFHQW�YDOXHV�RI�UHSRUWHG�DQG�DGMXVWHG�6	3�HDUQLQJV�SHU�VKDUH

DUH�WKH�IROORZLQJ�

3HULRG $FWXDO ���$GMXVWHG ��$FWXDO�$GMXVWHG��SHUFHQW�

�����4� ����� ���� �����
�����4� ����� ���� �����
�����4� ����� ���� �����
�����4� ����� ���� �����
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$SSHQGL[�%��5HODWLRQVKLS�RI�HDUQLQJV�SULFH�UDWLR�WR�SURVSHFWLYH�UHDO�UHWXUQ�RQ

HTXLWLHV

7KLV�VHFWLRQ�GHULYHV�WKH�VWDWHPHQWV�LQ�WKH�SDSHU�FRQFHUQLQJ�WKH�UHODWLRQVKLS

EHWZHHQ�WKH�IRUZDUG�ORRNLQJ�UHDO�UHWXUQ�RQ�HTXLWLHV��UH��DQG�WKH�HDUQLQJ�SULFH�UDWLR

�H�S��
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$VVXPH�WKDW�T$�LV�DYHUDJH�T��T0�LV�PDUJLQDO�T��WKH�SULFH�SHU�VKDUH�LV�S��WRWDO

DVVHWV�SHU�VKDUH�DUH�N��HDUQLQJV�DUH�UN�SHU�XQLW�RI�DVVHW�SHU�\HDU��UH�LV�WKH�WRWDO�UHWXUQ

RQ�HTXLWLHV�SHU�\HDU��DQG�G�LV�WKH�GLYLGHQG�SD\RXW�UDWLR��)XUWKHU�DVVXPH�WKDW�WKHUH

DUH�QR�ERQGV�DQG�QR�WD[HV��:H�FRQVLGHU�WKH�YDOXH�RI�WKH�YDULDEOHV�LQ�SHULRGV�W�DQG

W���

7R�EHJLQ�ZLWK��WKH�HDUQLQJV�SULFH�UDWLR�LQ�WKH�ILUVW�SHULRG�LV�HTXDO�WR�WKH�UDWLR�RI

WKH�UHWXUQ�RQ�DVVHWV�WR�DYHUDJH�T�

��� HW��SW� �UNW�NW���T$W�NW� �UNW���T$W�

7R�GHULYH�WKH�WRWDO�UHWXUQ�RQ�HTXLWLHV��QRWH�WKDW�WKH�SULFH�SHU�VKDUH�LQ�WKH�ILUVW

SHULRG�LV�SW�� �NW�T$W���5HLQYHVWHG�HDUQLQJV�DUH����GW���UNW�NW���VR�WKH�SULFH�SHU�VKDUH�LQ

WKH�VHFRQG�SHULRG�LV

��� SW���� ��NW�T$W��������GW���UNW�NW�T�0W���

7KH�WRWDO�UHWXUQ�RQ�HTXLWLHV�EHWZHHQ�WKH�ILUVW�DQG�VHFRQG�SHULRG�LV�WKHQ

��� UHW��� �>GW�U�NW�NW����NW�T$W���������GW��UNW�NW�T�0W���@����NW�T$W�����

���� ��T�$W�����T$W���>�GW�UNW�������GW��UNW�T�0W��@���T$W������

�2QH�SRODU�FDVH�LV�ZKHUH�PDUJLQDO�T�LV�RQH�HYHQ�WKRXJK�DYHUDJH�T�LV�JUHDWHU

WKDQ�RQH��7KLV�FDVH�ZRXOG�DSSO\�ZKHQ�WKH�ILUP�KDV�VXSHUQRUPDO�SURILWV�LQ�RQH�DUHD

�VD\��RQ�D�SDWHQW�RU�D�SLHFH�RI�VRIWZDUH��EXW�LV�XQDEOH�WR�OHYHUDJH�WKH�PDUNHW�SRZHU

LQWR�RWKHU�PDUNHWV��,Q�WKLV�FDVH��DV�ORQJ�DV�DYHUDJH�T�LV�FRQVWDQW��UH�� �UN��T�$� �H�S�

7KDW�LV��WKH�UHWXUQ�RQ�HTXLWLHV�LV�WKH�UDWH�RI�UHWXUQ�RQ�H[LVWLQJ�DVVHWV�GLYLGHG�E\
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DYHUDJH�T���ZKLFK�LV�WKH�HDUQLQJV�SULFH�UDWLR��7KLV�FDVH�LV�LQWHUHVWLQJ�EHFDXVH�WKH

UHWXUQ�RQ�HTXLWLHV�GLYHUJHV�IURP�WKH�UHWXUQ�RQ�FDSLWDO�

$Q�DOWHUQDWLYH�YLHZ�ZRXOG�FRPH�ZKHQ�PDUJLQDO�T�LV�GLIIHUHQW�IURP�RQH��7KLV

FDVH�PLJKW�DSSO\�IRU�D�ILUP�WKDW�KDV�EHHQ�DEOH�WR�H[WHQG�LWV�PRQRSRO\�LQWR�RWKHU

PDUNHWV��,Q�WKLV�FDVH��UH�� �H�S�ZKHQ�G�� ����RU�ZKHUH�DOO�HDUQLQJV�DUH�SDLG�RXW�DV

GLYLGHQGV�

:H�FDQ�XVH�QXPHULFDO�YDOXHV�WR�GHWHUPLQH�WKH�IRUZDUG�ORRNLQJ�UHWXUQ�IRU

RWKHU�FDVHV��)RU�ODUJH�FRUSRUDWLRQV��DVVXPH�WKDW�WKH�UDWH�RI�UHWXUQ�RQ�DVVHWV�LV��

SHUFHQW�SHU�\HDU�DIWHU�WD[��DYHUDJH�T�LV������DQG�WKH�GLYLGHQG�SD\RXW�UDWLR�LV�����

6XSSRVH�WKDW�WKH�PDUJLQDO�T�LV������ZKLFK�ZRXOG�LPSO\�WKDW�ILUPV�FRXOG�SURMHFW

VRPH�EXW�QRW�DOO�RI�WKHLU�PDUNHW�SRZHU�LQWR�QHZ�LQYHVWPHQWV��$SSO\LQJ�HTXDWLRQ

����\LHOGV�D�IRUZDUG�ORRNLQJ�UHWXUQ�RI�����SHUFHQW�SHU�\HDU��ZKLFK�LV�KLJKHU�WKDQ�WKH

H�S�UDWLR�RI���SHUFHQW�

$V�D�ILQDO�FDVH��DVVXPH�WKDW�T�GHYLDWHV�IURP�XQLW\�EHFDXVH�RI�VSHFXODWLYH

EXEEOHV�RU�DQWL�EXEEOHV��DQG�WKDW�DYHUDJH�T�UHJUHVVHV�EDFN�WRZDUG���ZLWK�D�GHFD\

UDWH�RI�WHQ�SHUFHQW�SHU�\HDU�>L�H���RQ�DYHUDJH�T�PRYHV����SHUFHQW�RI�WKH�ZD\�IURP��T�

���WR���HDFK�\HDU@��7KHQ��XVLQJ�WKH�VDPH�QXPEHUV�DV�LQ�WKH�ODVW�SDUDJUDSK��WKH

IRUZDUG�ORRNLQJ�UHDO�UHWXUQ�RQ�HTXLWLHV�ZRXOG�EH���SHUFHQW�SHU�\HDU�UDWKHU�WKDQ����

SHUFHQW�SHU�\HDU��DQG�LQ�WKLV�FDVH�LV�EHORZ�WKH�HDUQLQJV�SULFH�UDWLR�

7KH�PDLQ�SRLQW�LV�WKDW�WKH�IRUZDUG�ORRNLQJ�UHWXUQ�RQ�HTXLWLHV�JHQHUDOO\

LQYROYHV�ERWK�DYHUDJH�DQG�PDUJLQDO�T��$QG�ZKHUH�DYHUDJH�T�LV�YHU\�KLJK��WKH

IRUZDUG�ORRNLQJ�UHWXUQ�FDQ�EH�ZHOO�EHORZ�WKH�UDWH�RI�UHWXUQ�RQ�FDSLWDO��U�
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)LJXUH����5HFHVVLRQV�DQG�5HDO�*'3�*URZWK

7KH�OLQH�VKRZV�WKH�WZR�TXDUWHU�JURZWK�UDWH�LQ�UHDO�*'3�LI�WKDW�LV

QHJDWLYH�DQG�]HUR�RWKHUZLVH��7KH�VKDGHG�UHJLRQV�DUH�WKH�1%(5

FRQWUDFWLRQV��0RVW�PDFURHFRQRPLF�GDWD�DUH�IURP�'5,·V

PDFURHFRQRPLFV�GDWDEDVH��ZLWK�XSGDWHV�IRU�WKH�ODWHVW�GDWD�IURP�WKH

ZHE�SDJHV�RI�WKH�UHOHYDQW�JRYHUQPHQW�VWDWLVWLFDO�DJHQF\��*'3�GDWD�DUH

WKURXJK�0DUFK����������
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7KLV�ILJXUH�VKRZV�WKH�IRXU�TXDUWHU�LQFUHDVH�LQ�WKH�XQHPSOR\PHQW�UDWH�LI

SRVLWLYH��]HUR�RWKHUZLVH�
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)LJXUH����2XWSXW�*DSV�LQ�WKH�3RVWZDU�3HULRG

7KH�RXWSXW�JDS�PHDVXUHV�WKH�GLIIHUHQFH�EHWZHHQ�SRWHQWLDO�RU�IXOO�

HPSOR\PHQW�RXWSXW�DQG�DFWXDO�RXWSXW��)RU�WKLV�JUDSK�ZH�KDYH�VHW

QHJDWLYH�JDSV��ZKHUH�RXWSXW�LV�DERYH�SRWHQWLDO��HTXDO�WR�]HUR��7KH�JDS

LV�FDOFXODWHG�XVLQJ�SRWHQWLDO�RXWSXW�IURP�WKH�&RQJUHVVLRQDO�%XGJHW

2IILFH���6RXUFH��&%2·V�0HWKRG�IRU�(VWLPDWLQJ�3RWHQWLDO�2XWSXW��$Q

8SGDWH�µ�$XJXVW�������DYDLODEOH�DW�KWWS���ZZZ�FER�JRY����
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)LJXUH����*DS�DW�7URXJK�RI�5HFHVVLRQ�IRU�7HQ�3RVWZDU

5HFHVVLRQV

7KH�EDUV�VKRZ�WKH�RXWSXW�JDS�DW�WKH�WURXJKV�RI�WKH�WHQ�SRVWZDU

UHFHVVLRQV��7KH�JDS�LV�FDOFXODWHG�DV�WKH�UDWLR�RI��&%2�SRWHQWLDO�UHDO�*'3

²�UHDO�*'3���&%2�SRWHQWLDO�UHDO�*'3���7KH�VRXUFH�IRU�SRWHQWLDO�RXWSXW

LV�JLYHQ�LQ�)LJXUH���
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)LJXUH����$OWHUQDWLYH�9HUVLRQV�RI�$IWHU�7D[�&RUSRUDWH�3URILWV�

���������

1,3$�SURILWV�DUH�WRWDO�FRUSRUDWH�SURILWV�DIWHU�WD[�IURP�WKH�QDWLRQDO

LQFRPH�DQG�SURGXFW�DFFRXQWV�ZLWK�DQG�ZLWKRXW�,9$�DQG�&&$��6	3

HDUQLQJV�DUH�WRWDO�SURILWV�RI�FRPSDQLHV�LQ�WKH�6	3������6HH�WKH�WH[W�IRU�D

GLVFXVVLRQ�RI�WKH�FRQFHSWXDO�GLIIHUHQFHV�DPRQJ�WKH�VHULHV��'DWD�RQ�6	3

SURILWV�ZHUH�WDNHQ�IURP�WKH�ZHE�SDJH�RI�6WDQGDUG�DQG�3RRU�DW

KWWS���ZZZ�VSJOREDO�FRP�HDUQLQJV�KWPO��
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)LJXUH����7UHQGV�LQ�1,3$�DQG�6	3�3URILWV�5HODWLYH�WR�*'3�

���������

7KLV�ILJXUH�VKRZV�WKH�WUHQG�DQG�F\FOLFDO�SDWWHUQ�RI�WKH�UDWLR�RI

XQDGMXVWHG�1,3$�SURILWV�DIWHU�WD[HV��ZLWKRXW�,9$�RU�&&$��DQG�6	3

UHSRUWHG�HDUQLQJV�SHU�VKDUH��%RWK�DUH�GLYLGHG�E\�QRPLQDO�*'3�DQG

VFDOHG�VR�WKDW�WKH�DYHUDJH�RI�WKH�VHULHV�LV�����RYHU�WKH�SHULRG������WR
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R1 =  S&P 500 earning-price rattio
R2 =  S&P 500 earning-price ratio corrected for cycle and accounting

)LJXUH����$OWHUQDWLYH�0HDVXUHV�RI�)RUZDUG�/RRNLQJ�5HDO�5HWXUQ

RQ�(TXLW\�����������

7KLV�ILJXUH�VKRZV�WZR�DOWHUQDWLYH�PHDVXUHV�RI�WKH�IRUZDUG�ORRNLQJ�RU

H[�DQWH�UHDO�UHWXUQ�RQ�HTXLWLHV��7KH�VROLG�OLQH�LV�WKH�HDUQLQJV�SULFH�UDWLR

IRU�WKH�6	3������PHDVXUHG�DV�UHSRUWHG�HDUQLQJV�LQ�WKH�FXUUHQW�TXDUWHU

GLYLGHG�E\�WKH�6	3�����LQGH[�IRU�WKDW�TXDUWHU��7KH�GDVKHG�OLQH�FRUUHFWV

UHSRUWHG�HDUQLQJV�IRU�WKH�F\FOH�DQG�IRU�DFFRXQWLQJ�DGMXVWPHQWV�DV

GHVFULEHG�LQ�WKH�WH[W�
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S1 = Spread between S&P 500 and real 10-year bonds (S&P reported earnings)
S2 = Spread between S&P 500 and real 10-year bonds (S&P earnings corrected for cycle and accounting)

)LJXUH����(TXLW\�6SUHDG�IRU�'LIIHUHQW�&RQFHSWV�����������

7KLV�ILJXUH�VKRZV�WZR�DOWHUQDWLYH�PHDVXUHV�RI�WKH�VSUHDG�EHWZHHQ

HTXLWLHV�DQG�ERQGV��7KH�VSUHDG�LV�GHILQHG�DV�WKH�IRUZDUG�ORRNLQJ�UHDO

UHWXUQ�RQ�HTXLWLHV�VKRZQ�LQ�)LJXUH���PLQXV�WKH�UHDO�LQWHUHVW�UDWH�RQ����

\HDU�7UHDVXU\�ERQGV��7KH�UHDO�LQWHUHVW�UDWH�FRUUHFWV�WKH�QRPLQDO�LQWHUHVW

UDWH�IRU�PRYHPHQWV�LQ�WKH�*'3�SULFH�LQGH[��7KH�VROLG�OLQH�XVHV�WKH

HDUQLQJV�SULFH�UDWLR�IRU�WKH�6	3������U��LQ�)LJXUH����ZKLOH�WKH�GDVKHG

OLQH�FRUUHFWV�UHSRUWHG�HDUQLQJV�IRU�WKH�F\FOH�DQG�IRU�DFFRXQWLQJ

DGMXVWPHQWV��DV�IRU�U��LQ�)LJXUH����


